1256 3-1-99: Asset Allocation-and Valuation Rules ; 8323:

3. whether the distribution is ¢onsistent with: plan provisions; and - " .

© & iwhethér an annuity:contract that-provides: for a-citback::in. Title : IV
guarantee Jevrels could hive been purchased from an insurahce company (& 10)
.05 PBGC Reg. §4044.4(b). .10 Ibid. "

1] 6684 Method of Allocatlon : .
“The -method : for- allocating: plan assets- to .. pay. for plan beneﬁts mvolves 1ahe
a551gn.rnent and :valuation: of benefits. While plan administrators generally must allo-
cate:plan assets under the following rules; they may also use any other procedures that
lead to each participant-or. beneficmry receivmg the same- benefits he would othermse
receive (Q3): - L . ie ! ; . o S

® Assigning Benefits

Irutlally, a plan admmistrafor a551gns the basm—type and nonl)asm-type benefits
payable for each part1c1pant ina termmated plan to one or more priority. classes in
accordance with the rules’ descnbed at 16687—6702. Beneﬁts derived from voluntary‘
employee ‘éontributions are treated as benefits under a separaté plan. ‘The amount of ,
benefits payable for each part1c1pant is determined as of the date of plan termmatmn
(.10). v

<
e

® Ydliing-benefifs - oo A

The valite 'of @ participant’s benefits assigned to- each priority class is ‘determined,
as of the allocation date, in ‘accordance with the PBEGC provisions rélating ito valumg
benefits in non-multiemiployer plans (¥ 6714) (15). R

Benefits initially assigned to each priotity élass are computed by first determmmg
all of a participant’s benefit of the type assigned to that priority class, for example,
basic type or nonbasic type.. A participant’s:benefits of each type are then valued and
reduced by’ the va]ue of the same tj:pe of benefit properly amigned 1o ahigher pnonty
class (.20). :

" For: example a participant S pnonty class 4 benefit mciudes his total bastc—type
benefit that does not exceed the guarantee limitations (] 6696). Following this determi--
nation, the plan administrator deducts the amount of the part1c1pant s basm—type
benefit previously assigned to priority classes 2 and 3,if any (. 25); ¥

" The same’ procediirs 'is generally followed: for: nonbasic-type benefits: However, a
nonba's'ic-type' benefit in-prictity class 2 does tiot reduce rionbasic-type benefits in lower
priority classes since this monbasic-type benefit does not duplicate benefits in. lower
priority classes. Also, benefits derived from voluntary employee contributions (priority -
class 1) are not to-be included in nor subtracted from lower priority classes. A benefit
assigned to any priority class may not be valued at Iess than Zero ( 30)

.

® Allocation of assets to pnorlty classes

Assets available to pay for plan benefits are allocated to each pnonty class in
succession, begmmng with priority class 1. If the plan has sufficient assets to pay for all
benefits in a priority class, the remaining assets are then allocated to the next lower
priority class. This process. is repeated wuntil all benefits in priority categories 1 through
6 are provided or until all available plan assets are allocated. Any assets remaining
after satisfaction of all benefits in priority classes 1, throughG may- be distqbuted to the .
employer if certaln requirements are met (1I 667 7) ( 35) N

o Allocuhon of lssots t .benefus wﬂhm pnorlly classes . .. ... e
-::Except: for priority -class :5, if: the plan:assets available for aIlocation to any .
pnonty class are insufficient to pay for all benefits:in:that. prierity class, those assets-
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are distributed pro raia to the participants, Specifically, the insufficient assets are
distributed - among: the participants according to.the ratio that the value of each
participant’s-benefit in that pnonty class bears to the total value of all benefits.in that
priority class (.40).

In the case of priority class 5 if the plan assets ava.tlable for allocation to that
priority class are insufficient to pay for all benefits:in that class, ‘the assets are
allocated; first, to the value:of each participant’s nonforfeitable benefits that would be
assignéd under the- priority- class -5 rules-aftér reduction for the value of benefits.
assigned: to higher priority classes. Benefits are: determined based only on the plan’s
provisions in effect at the beginning of the 5-year period immediately preceding the-
date of plan termination. Second, if assets available for allocation to priority class 5:are
sufficient to fully satisfy the value of the above-mentioned benefits, any remaining
assets must be allocated to the value of the benefit increase under the old&st amend-
period. 'I‘hzs allocatmn is requ1red to contmue until - all plan assets” available for_
a]locatlon have been exhausted If an amendment reduces benefits, amounts prevmusly _
a]located to pnorlty class 5 in excess of the r;educed benefits must be reduced
accordingly (45). o PR Y

@ Allocating assets to basic-type or nonbasic-type benefifs within priority categories .

. Assets allocated to a participant’s benefit within each priority class must first be
applied to pay for the participant's basic-type benefit assigned to that priority class.
Then, any remaining assets within that priority class must be. apphed to. pay for
nonbasic-type benefits assigned to that class (.50). .

If the assets allocable to a participant’s basic-type beneﬁt in all pnonty classes.
are insufficient’ to pay for all of the participant’s .guaranteed benefits, the assets
allocated to that participant’s-benefit in priority class.4 are te be applied first to-the
guaranteed portion of the participant’s benefit in that class. Any remaining. assets
allocated :to that participant’s benefit in priority class 4. must then be apphed to the
nonguara.nteed portlon of the patticipant’s.benefit ( 55) .

® Allocation to esfabhshad subc|asses )

.~ Nevertheless, a. plan is perrmtted to prowde subclass pnormes (spec1f1cally based
on age, length of service, or.disability) within any priority class except priority classes.1
and:2; provided the subclasses conform to the ant1-dlscnmmat10n provmons of the Tax .
Code (.60).. . . . .

.05 PBGC Reg. §4044.10. S 35 PBGC Reg. §4044 10(d)

.10 PBGC Reg. §4044.10(5). = 7 40PBGC Reg §4044 10(e)
_-15PBGC Reg §4044 10(0) _ . ;45 n'brd '
20 T _.50PBGCReg §4044 10(f)
25 Ibid. e 55 bia: .
-»=';3o rbfd' o 'i:: St -sbpBag Reg._,§f}d{l{t’.1:0(g’). L

16687 Pno‘nty Class 1 Beneflis Coen e s : _

As indicated at 6675, the first pnorlty class mcludes part:tclpants accrued‘
benefits derived from voluntary' émployeé: contribitions. ‘The befefit ' assigned to-
priority: class 1 for. each participant is:the:balance of the separate account mamta.med
for the participant’s voluntary. contribution: (.05). ERANEY. el
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.. However, if a participant has elected to receive an annuity instead of his or her-
account balance, the benefit assigned to priority class 1 for that participant is the
present value of that annuity:(.10). . . - .. . - oo A

.1.05PBGC Reg. §4044.11¢(b}. : . - . - - .10 fhid:

1 6690 . -Priority:Class 2 Benefits TR . :
The benefits in priority class 2 consist of participants’ accrued benefits ‘derived
from inandatéry’ eniployee contributions, whether they are ‘to bé paid -as an ‘dnfuity
benefit with a pre-retirement death benefit or, if a participant. so. elects nnder the
terms of the plan, as a lump-sum benefit (.05). Benefits are primarily -basic-type
benefits,although nonbasic-type benefits may be included in priority.class 2. .. .,

A participant's annuity-and pre-retirement death benefit derived from mandatory
employee ‘contributions are basic-tyjié bénefits. The nonbasic portion in priority class 2
is equal to the amount by which'the valué of a lump-sum benefit ¢lected in lieir of the
basic-type benefits exceeds the value of the basic-type bepefits (10). =~ . - -+

-~
S

® Contributions converted to an:annuity bepefit . . ;

A ‘participant’s’ accumulated mandatory émployee contributions are to be con-
verted to an anméity benefit payable at the ‘narmal Tetirément age or, if ‘the plan
provides for ‘early retirement, at the expected ‘retirertent age, Uising the plan’s interest
rates and converéion factoré (.15). Tai ‘the abseficé of plan intérest rates and factors, the
IRS rates and factors in efféct on the date of plan termination are to be used. In' any*
event, the accrued benefit midy ot ‘be less than the minimum rionforfeitable benefit
required under Code Sec. 411(c) and ‘ERISA: Sec. 2\.04((:)'.' R o 2

o o F

For these pm‘poses,theamoul} of the accumtﬂ_'::ited mandatory émp}oyeé contriﬁu-
tions for each participant generally is the participant's total nopfbrfeifable' mandatory -
employee contributions remaining in-the plan on the:date of plan: termination: plus’
interest, if any, under the plan provisions (.20).. o e

@ Assigniiig benefits - R ‘

If a participant elects to receive an annuity and pre-retirement, death benefits

derived from his mandatory émployee contributions, those benefits are assigned to

priority class 2 (:25). The annuity bepefit is the benefit converted from the partici-

pant’s mandatory employee contributions -as described above. The pre-retirement

death benefit is the bemefit under the plan that returns all or a portion of the

participant’s mandatory employee contributions upon the death of "the patticipant

before retirement. The' combined valug ‘of the anniity benefit anid the pre-retiiément
benefit is the participant’s basic-type beriefit inf priority class2.© "

Tf the participant elects under the plan to receive & lump=tim‘bénefit that retiirns
his mandatory employee contributions in lieu of the annuity ‘and death benefits defived
from those .contributions, the beniefit-assigned ‘to priority’ class 2”is-‘the:lump-sum
benefit (.30). The lump-sum: benefit' is -the excess-of .the -accumnulated smandatory
employee contributions over the combined value.of: the annuity and:death:bepefits. If:
the total amourit of a participant’s accumulated mandatory contributions js:-less. than
the combined value of the annuity and death benefits, the lump-sura-berefit is limited
to- the: total .amount. of the accumulated mandatory employee .contributions.: For
purposes of computing. the lump-sum benefit, the accumulated mandatory employee
contributions means the contributions with .interest payable to. the participant or.
beneficiary on termination of the plan or; absent such provisions; the amount that is:
payable. if - the’ participant; withdrew his. or her contributions :on the date of plan.
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termination. The lump-sum: beneﬁt is the partlmpant s nonbas:c-type benef:t in pnor—
ity class 2.
The pre-retirement death benefit and the lump-sum benefit -may not be less thar

the minimum Jump sum determined under Code Sec. 411(c) and ERISA Sec. 204(c).

(.35). These sections provide that the lump sum may not be less than the actuarial
equivalent of the participant’s minimum accrued -benefit ‘derived from ‘mandatory
employee contributions (.40).,

.05 PBGC Reg. §4044.12(a). . .38 PBGC Reg §§4o44 12(::}(1)(1.) and -
.10 PBGC Reg. §§4044.12(a) (1) and (2). : - (C)(z)(‘") ‘ - .
.15 PBGC Reg. §4044.12(b). o .40 Sée IRS Reg. § 1.411(c)-1. Far examples
.20 PBGC Reg. §4044.12(b)(1y. o of ‘methods for determining the ‘actuarial

. _25 PBGC R'e,g:§4044 12((:)(1) . .equivalent, inciuding an. example of a reasonable

.30 PBGC Reg §4044. 12(e){2)., ) 1978-1CB 124.

16693 Priority Cldss 3 Beneflts

The benefits in priority class 3 include beneﬁts that were in pay status before the
beginning of the 3-year period ending on the d,a e of plan termination (hereafter
referred to as the “3-year period”), and those annuity benefits that could have been in
pay status. for participants who were, ehglble to receive them . before the beginning of
the 3-year permd (.05). These benefits are prmmpally bas1c~type benefits. However,
nonbasic-type benefits will be included if any portion ofa part1c1pant s pnorlty class 3
benefits is not guaranteeable under the plan termination insurance provisions. *

The determination of the benefit to be assigned to priority class 3 is.a two-step
process. The first step is to determme if a participant or bemeficiary is ehglble for a
pnonty class’ 3 benefit. The second step is t’he calculation of the beneﬁt amount.

® First step: ehg:b:llty of participants or beneficiaries |
A participant or beneficiary is eligible for a priority class 3 benefit if 10)

1. the participant’s (or beneficiary’s) benefit was in pay status before the.

begmmng of the 3-year period; or
_ 2. the participant was eligible for an anmnty and his benef1t coulld have been
in pay status before the begmmng of the 3-year “period (eligibility to receive an
' annulty before the beginning of theé 3-year period is governed by the plan
_ provisions in effect on the’ day before the begmmng of the 3-year period).

Also, if a participant who is ehglble to receive a priority class 3 benefit under (1)

or (2) above dles within the 3-year period and the beneﬁcmxy is entitled to an annulty
the beneficiary is ehglble for a pnorlty elass 3 beneﬁt
@ Second step: calcvlation, of benefll gmount..

~ - The :annuity. benefit: that is-assigned to- bnonty class 3 for a part1c1pant is the
lowest annuity that was paid or payable under the rules described below (.15). -

. Plan provisions goverfning determination. of benefit. In determin'in'g‘“ the-

amount of the priority class 3 annuityfor a participant, the- plan administrator is to
use the: ‘participant’s age, service, actual or- expected retlrement age, and other relevant

facts -as-of the following dates:(.20).

Participant in pay status. For a part1c1pant whose pnorlty class 3 benefit was in
pay. status before the beginning of the 3-year penod the priofity ‘class 3 benefit is

determined according’ to plan provisions in effect on:the date the benefit commenced. -
Benefit increases that became effective before . the beginning of the S-year ‘period -
ending: on the date’of plan.fermination (the “S:year period”), including autéiiatic:

16693 ©1999, CCHINCORPORATED *
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benefit increases after’that dateéito the extent provided in {4): bélow aﬁ"e tﬂ 'b&mchded :
in determining the; priogi{y.c class:3:benefit (.25). S LR i
Partncxpant noL}n pay, status. For a participant who was- eligible’ ftq receive an
annuity beforée the begmmng “of the 3-year period but whose bénéfit was mot. iti pay
status, the priorify' class 3 Benefit afid the normal form of anmiity are.to. be:detertiined
according to the plan provisions:in effect on the day before . the beginning-of the 3—year
period as if the benefit had commenced at that time (. 30) ,
General benef:t Itmztatmns .W1th respect ‘partiélpant wlfa.:.e Benefit 45 ln

Lt -]

For a partlclpant who tould have been, but was not in p
3-year period, the benefit is limited to the lowest annuity benefit payable under plan
provisions in effect durmg the 5—year perlod mcludmg a:mreductmn ;for early retire-
ment (;40)., i - P gaitann an s

If a plan is less than ﬁve years old qn the date of plan termmatlon, the Jowest

benefit in effect during the 5-year period i5 zero ant the plan fherefore;has'no phonty
class 3 benefits ( 45). " . I

before the 3-year penod began (.50).

Autematie:bénefit increasés. it plancamendmerits ‘Adopted: and-effective Vefore
the beginning of the 5-year perjod provided for automatic increases: dn ' the benefit
formula-for. hoth active partieipants.and those in pay:status or for.participants in pay
status onlys; the lowest annuitybenefit, payable-during the Siyear. periodtdetermined
under (2).above shiould include aitomatic benefit increases:scheduled during the:fourth
and fifth vears, butinot the first; second and ‘third:years, preceding plan termination
Automatic benefit:increases: age toibe -disregardéd to:the.extent  that the increase:is
greater for act1ve_part1c1 ants tha? for those in pay status (.55).

Computatj of deterrmmng priority class 3
benefits, a plan or.an. Ay
effective date or the adopt

® Effect of plan amandment : -

preceding termmauon “The a.tﬁ(;unt the partlc:npants benefit is the lowest benefit
that was.in effect during the ;ﬁve-year nod In calculating the gamxount fa beneﬂt
154 Se (2)(3); 2. Dl idment ; gdppted during y qars
ation that _eﬁtswoul‘._, be
For example assurne, a, plan Was; amqndﬁd( to change the plan'sehglbﬁlty requme—
ments and increase the plan s benefits. If the,a.mendment was adopted at least three,
be 1

during-the five years: pre;cedmgwtennmann" :

05 PRGE Reg. '§4044:313(a). 1> Lite 0 PBGCRek §4044 13(b)(2)-—(6)7
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- ~A9.PBGC Reg; §4044.13(b)(1). L -39 PBGC.Reg- §4044:13(b)(3)iiy. ~ -+ .-
.20 PBGC Reg. § 4044.13(b)(2). - 5OPBGCReg.§404413(BYAY. " .
. ..25 PBGC Reg, §4044.13(b)(2)(). . -
. .30 PBGC.Reg. §4044.13(b)(2)(D. - -85 PBGC Reg: 540“ 13(6)(s).
11,35 PBGC Reg. §4044.13(B)3)D. - 70 ;;--’:-60 PBGC Reg. §4°44 13(")(5)
.40 PBGC R'egé§4044v'13(b)(3)(ii) 0l 65 PBGC Oplmon Letter 79-8.

1| 6696 Priority Class 4 Beneflts o .
. .The, benefits in p_nonty class 4. COI]SlSt of partlmpants basm-type beneﬁts that do
not exoeed the g'aarant _lrrmts (05) However, the beneﬁt ,assagned to pnonty class 4

are partlmpants in more than one plan or by the phase-m hrrutatmn apphcable to
substantlal owners. See 16534 for further dlscusmn of g'uaranteed beneﬁt ]nmts B
.08 PBGC Reg §4044 14 e .

1 6699 Pnomy Class 5 Beneflts .. - S - s
The benefits assigned to priority class 5 for eaeh part1c1pant cons1st of all ot' the
partn:1pant s nonforfeitable benefits under the. plan;( 05) AN R
05 PBGC Reg. §4044.15, : . L ) -

1] 6702 . Priority Cluss 6 Boneflts
ority class ,Benefits for each partiapant ‘include the remamder of the

partlc;pant’s beneﬁts under the plan, whether forfeltafble or nonforfeltable (. 05}
7 05 PBGC Reg-§ 4044.16 "

Ieh

16705 - Allocutlon of Excess Assets Attnbutoble to Employee
Contributions - -

‘ERISA; spemﬁes the method by Wl‘llCh an employer miast allocate: the amount of
excess-assets. recovered: froin :a’terminated: plan that fis:attfibutable  to empldyvee
c¢ontributions:. 'Where a- reversion :of ' éxcess “assets ‘is permittéd; ;the: portion - of  the
remaining ‘assets (after -all liabilities have 'been-satisfied) that::is attnbutable to
employee oontrlbutlons is deterrmned under the followmg formula: 05) oL i

Present value of accrued beneﬁts o
- “dttributable to mandatory employee
i contnbutlons under pnonty class :

Market vaifigof -7 2(] 6690):

total remaining X Present value of benefits whose PR
assets. . . .  a;ssets, .. .
LT are allocated under pnonty

'classés 2 through 6 (] 6690—6702)

e "’I‘he result s then a]located among partlmpants ‘ beneﬁmanes, alternate ‘payees
under quahﬁed dornéstic’ relat:lons [+ ers, and persons Who recel ed | total drstrlbutlon of
plan - benefits’ during’” the' thireé ‘year ‘period” beforé plan términatic
Aot of empldyee contnbutmns-' 0 whlch'they ar‘e entltl-

¢ able” to ernployee cont rern
i liabilities of the plan to ‘participants and ‘their‘benéficiaries have ed
“'must ‘be‘equitably distributéd to the empléyées who mate ‘sich éontribufions, ™
in the event the plan actually terminates: Howeéviet; the ‘United States Sii-:
preme-Court has: ruled that,swhere the amendment of a vontributory defined
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