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3. whether the distriputioilis,consistent with plan provisions; and
, 4;" whether ' an arinuity' contract' that' provides' for a' cutback, in ' Title IV

, guarairtee'levels could have been purchased from an insurance company (,10);
05 PBGC Reg, ~4044,4(b). , 10 Ibid.

116684 , Mt!thod; of, AII~cati9n 
'The method:for, allQbating plan assets't'l,:pay" for"plan benefits , involves '\!he

assignment and valuation: of bellefits. While plan administrators generally must allo,
cate: plan assets under the follo.wingrules., they may also ,use anY ,other prQbedures that
lead to each participant, or beneficiary receivillg the same, benefits, he .would otherwise
receive (,05):

Assigningbenefils .
lniti.!liy; a Jiian. adniliJjs~rator asSig!1S thebas1c-tyf,e, and;'on6",ic- type ~riefits

payable (or eachi'aiiicitiantin ,,' terminated p1iln to one or more priority cl~ 
accon:l,J.c~ y.;;ththe rui~' descriOO:l at' r66$1.:....t;70i: B~!1efits cieiive4from voluIlt",.y
employee 'contributiollS fu-e treated , as penefits ,Under a, separate pi"". ,J'he anlount of
benefits payable for each participant is determined as oithe date of Plan terniiniitio10). 

" '

. Va1uing.benefits

Th~ Valueofa participant' s benefits assigned to each priority class isdeterniined,
as of the allocation date, inaccol'dance with the ,PBGC provisions relating ito valui/lg
benefits in non-multiemployer plaris (V 6714) (.15). - 

Benefits initially assigned to each prioiity class are Computed by first deterniiniog
all of a participant's benefit of the type assigned to that priority class, for example
basic type or nonbasietype. A participant's.benefitsof each , tYPe are, then valued and
reduced by the value ofth..same tYPe ,of benefit properly assigned -to.a:higher prioritY
class (.20). ,

For.exa:mple, a participant's prioritY class 4 benefit'includes his total.basic-tYPe
benefit that does not exceed the guarantee limitations (V'6696). Following this determi-
nation, the plan administrator deducts the a:mount of ):he participant' s basic,type
benefit previously assigned to prioritY classes 2 and 3;ifally (.25). 

," 

The sa:me, procedure 'isgeb.erally followed' for. nonbasic-tY'Pe benefits; However, a
nonbasic-type benefit in"priority class,2 does ,not reduCe nonbasic-type benefits in lower
priority ' classes since' this nonbasic-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 I)or ,subtracted from lower priority classes. A benefit
assigned to any prioritY cl"-SS m;.y:"ot)e valued at less tha:n zero (..30).

.Allocationofa~istoprio~ity~la~' 

, , " , " '

Assets available ~~, pay forpl~ , benefits are allocated to each priority class in
succession, begimililg ",vith pri6rity 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. Thjs..

l?fOCtJSS, i~ reB\"!:tetl until all benefits in priority categories 1 ):hr9ugh

6 are provided or until all 'ava:ilable plan assets are allocated. Any assets remaining
a:fter satisfaction of all benefits in priority classes 1. tbrot!gh 6 may,be dismbutedto. the '
elIlployer if ~rtain requir~lIl,:",ts are met(V 6677) (.35): " "

, " ' " ' ' "

. Allocation, o!:'!IS~~ts i9. ~n,!fits w,i'~i~. pri~"ity)!(IIJ~ "
Except, for, prioritY class 5, if. the' ,plan. assets ava:ilable for, alloc"tiori:: to .any

priority class are insufficient to pay for all beriefitsin.~t prioritY,class" those, assets

Pension Plan GUide 11"'668'4'



8324' T ermination~Single-Employer Plans 1256 3-1-

are distributed pro rata to the participants. ~pecifit:aIIy, tIie insufficient assets are
distributed among the participants , a\OCOl;"ding to , the ratio that the vallIe of each

participant' s benefit in that priority class bea:rs to the total value of all benefits in that
priority class (.40).

In the case of prioritY class 5, if the plan assets available for allocation to that
priority class are insufficient to pay for all benefits'fu ' tIiat class. 'the assets are
alliK:ated;f"ltSt, to the valueofeachparticipanfs nonforfeitable benefits that would be
assigned under the prioritY class 5 ' rules,after reduction for the' value of benefits
assigned td higher prioritY classes. Benetits : acre. deterniined based only on the plan
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 benefit$, any remaining,
assets must be allocated to the value of the benefit incr~ase under the oldest a:mend-

ment" during the 5-year periOl;1 and each succeeding' amendment during tIie 5-year
I'~riod. This allocation is reqwredto continue ' Until' all , plan assets , availabk' for
alliK:atlonhave been .,ja,austed. If an ani~dment reduces benefits, amoUnts previously
allotated to priority class 5 in eXcesS ot the keduced benefits 'must be reduced
accordirigly(.45).

'" 

. Allocating assets to basic-type or non basic-type benefits within priorilY9f1teQories

Assets allocatJ'd to a participant's benefit within each prioritY class must first be
applied to ,pay for the participant' s basic-tYPe bel)efit assigned to that prioritY class.
Then, any remaining assets within that priority class must be " applied to pay for
nonbasic,type benefits assigned to that cl'!55 (.5P).

If the assets allocable'to a participant's basic-tyPe ,benefit in all priority classes
are' insufficientto pay for all of the participant' s ,guaranteed benefits, the assets
allocated to that participant's benefit in priority 1;lass,4, are to be applied first to, the
guaranteed portion of the participant's benefit in that class. Any remaining, ,assets
allocate.:Lto that participant's benefit in priority class 4, must then be :;1pplied.to the
nonguaraIiteedportion of the participant' benefit (.55). 

Allocation I;' established subclasseS'

Nevertheless" a plan is perroitted, to provide subclass priorities (specifically based
on age, length of seryice, or disability) within any prioritY class, ~cept ,priority classes 1-
and.2, provided the subclasses confOI"Il) to the anti-discrimination provisions of the Tax
Code (.60).

05PBGC Reg, ~4044,lO.

10 PBGC Reg, ~4044, 10(b),

35 PBGC Reg. ~4044, lO(d).

40 PBGC Reg, ~4044. 10(e),

45 ibid.

:~OPBGC Reg. ~4044, IH(f).

15 PBGC Reg. ~4044. 10(c).

201bid.

25/bid,

;30 lbid.

55/bid,

60 P~GC Reg. ~4044, lO(g). '

116687 Priority Cktssl Beriefit~ "

' , , ' "

As indicated at V 6675, thefiist priority class includes participants' accrUed
benefits derived from voluntary emplOyee contributions. The benefit: aSsigned to
priority, class ' for, eachparticipantisthe,balance of the,separ"te.aceount maintained
for the: participant:syo!untary, contribution

' (.

05),

11'6687, e1999, CCH INcORPORATED'
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fioweVer, if a particip;m.t has elected to receive an annuity instead o~ his or,
her

account balance, the benefit assigned to priority class I for that participal)t ,is the
present v$e of tluit m;utuity(.10). 

,,05.PBGC Reg. ~404'1,.",1(b). , 10 Ibid;

116690, 'Pr, ority:Class 2 Benefits
The benefits in priority class 2 consist of participants' accrued b~nefits '

denved
from mandatofY ' employee contributions, whether they are ' to be paid as: an 'annuity
benefit with a pre-retirement death ' benefit or, if a participant so, elects nnder the
terms of the ,p,Jan"as a lUII)p..sUII) ,benefit (,05). Benefits are primarily basic-type
benefit~.;uj:pough nonbask:ty.pe b"lle:(1ts n:lay be included in p,rioritycl~:2'

A participant's annuity'and pte-'retirement death bellefIt derived 
frqm mandatory

emPloye:e 'contributions arebasi9't;iiie' oe'J,'iefits. The nonb~i~ portion

, ,

in priority cl::iss 2

is equal to the a:mount by which'the value of a lump..sum benefit eleCted' in' lieu of the

basic-type benefits exceeds the v'liue of the basic-type bep.~ts (-,10).

.Con!ributi",~s :co!\vertedtoanannuify b$/l\!lit '
Aparticipan1"S accumulated mand~iory empliJyee contributions are to be con-

verted to an' aDniiitybenefit payable at the normal retirement age or , if the p1iln

provides 'fore",ly retirement, at):he expectedtetij'ement age iising' the plah's interest
rates and conversion factorii"(.15). In' the absence, of plan interest rates aniHactors; the
IRS rates and faCtors in effect on the date of plan termmation are to beiised. In'any
event, the accrued benefitmay riofbeIess than the minimum noDfoffeitable benefit
required under Code Sec, 411(c) andERISASec. 204(c): '

For these putpaSeS, 'the afuow)t of the accumulated lnaIidatory employee' contribu-

tions for eacl,particlpahtgenerally is theparticipant'stot3I nonfoffeihiblemandat"ry
employee contributions remaining 'in the plan on the 'date of" plan termination plus

interest , if, any" under the pial) provisions (.20).

Assigning benelits ,
If a par:ticipant elects to .r~ive an annuitv, andpre-retir,ment, death ' benefits

derived, from 'IUs mandatory employee contributio!,s, those benefits areassig/led to
pn.oritY class 2(.25). The annititybeetefit is ,the beet,etit coetverted from the p"",ici-
pant's manciatory employee .;a';trib\itiQnsas Q.escribedabove. The pre-retirement
death benefit is the benefit under the plah that returns all ora portion Of' the

pffi;ticipant' s manpatory eni.taoyee c6ntri.butions upon the death of the participant

be'fo-reretirement.'the t6IIlb1hed value of the annwtybenefit afidthepre-retif';ment

benefit is the participant's basic- type benefit in priority clasS 2.

' "

If the participant elects under the plantoteceive a'lilIIlp'SUinbenefittBaf returns
his mandatory employee contributions in lieu of the annuity and death benefits derived

from those'contributions;' the benefit--: .assigned to priority class ' 2 is :the' Iump'sum

benefit .(.30). The lump..sum; benefit' is , the excess' of , the , accumulated ,mandatory
employe:e, contributions' over the combineci value 'of the annuity and:deathbenefits. If,
the total a:mount of a participant's :a:ccumulated mandatory con tributions :is, Jess tha:n '

the combined value of the annuity and death benefits; the lump-suIIHben:efit is ' limited

to,ti1e tot'!La:mount ,o~ the accumulated ,mandatory emploYee ,contributions. - For

purposes ,of - computing ' the lUi)1p-sum' bel)efit, the accumulated InandatorY employe:e
co.ntrib\itions means ,the contributions , with interest payable to the par:ticip;!1lt or
bO))eficiary, on terminatioll of the plan or"absent such provisions" the amount that is
payable' if, the ' participant

, ,

withdrew his or her ,contJ;ibutions 'on the date of plan

P~nslon PlanGulde

, .

'6690
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termination. The lump-sum benefit is the participant' s ncinbasic'type benefit in prior-

~~~ 

The pre-retirement death benefit and the lump-sum benefit ' may 'not be lesS than
the minimum lump sum deterniined under Code Sec. 411(c) and ERISA Sec. 2O4(c)

35). These sections provide that the lump sum may not be less than the actua:rial
equivalent of the participant's minimum accrued, benefit derived from ' mandatory
employee contributions (AO).

05 PBGC Reg. ~4044, 12(a),

10 PBGC Reg:~~4044. 12(a)(1" and (2):

15 PBGC Reg, ~4044. 12(b),

20 PBGC Reg, ~4044.12(b)(1),

2~ PBGC Re.B, ~4044. 12(c)(l).

.3Q PBGC Reg. ~ 4044, 12(c)(2),

35 PBGC,Reg. U4944. 12(c)(1)(ii) and
(c)(2)(iii)"

40 See IRS Reg, ~ 1.41l(c)-'1.For examples
of methods for detefm1ning the

' '

actuarial
equivalent, including an example of a reasonable
approximation method, see Rev, Ru1.78.202,
1978- 1 CB 124,

116693 Priority Cldss 3 l3enefits
The benefits in priority class 3 include benefits that were in pay status before the

beginning. of the, 3--year period ending on the !W\e of plan termination (hereafter
referred to as the " year period"), and those annuitY benefits that could have been in
pay status torpiu-tio;ipants who w,et;eeIigible to receive them before the beginning of
the 3,year period (.05). These benefits acre principally baskctYPe benefits. However
nonbasic-type benefits will be included if any portion of aparti~ipant's priority class 3
benefits is not guaranteeable under ~e plan termination insurance provisions. 

. ,

The determination of the benefit to be assigned to priority class 3 isa two-step
process. The first step is to determine if a participant or benefici'!IY is eligible for a
prioritY class3 benefit. The second step is the calculation of the benefit a:mount.

. First step: ,eligibility of participants or beneficiaries
A participant or beneficiary is eligible for a priority class 3 benefit if (;1Q):

I. the participant's (or beneficiary s) benefit was in pay status before the"

beginning of the 3-year period; or
2. the particiPant ~aseligible for an annuity and his benefit could have been

iri pay status before the beginIling of the 3,yEiilr' period (eligibility to receive an
annuity befor~ thebeginnll1g of the 3-y-ear period is governed by the plan
provisiomin effect on 'the day before the begiiimng of the 3-'year period).
Also, if a participant who is 'eligible to receive a priot;ity class 3 benefit Ullder (I)

or (2) , above dies VviJ:hin the 3--year pet;iod and the beneficiary is entitled to an aimuitY,
the beneficiary is eligible fora priot1tyclass 3 benefit. 

. SeCC!nc! st.ep' ",,-!cula.lion,of. benefit l'",ount
The :annuity-, benefit, thaUs assigned to prioritY class ,3 fora participant is the

lowest illUluity' thatwa:s paid or payable under the rules described below (. 15). '

Planpt"ovisions govetning,determinati6n- of benefit. In determining-the '
amount of the prioritY class 3 annuity.for apaFticipant, the plan administrator is to
use the,participant's age, service" actual or expected retirement age, and other relevant
facts' asof the followiAgdates(.20). ' " 

Participant in pay status. For a paFticipant whose priority class 3 ben~fit was in
pay. status before the beginning of the 3-year': period, the priority'cl'asS 3 benefit is
determined ' according to plan provisions in effect on,the date the benefit commenced.
Benefit inereases that' became effective ' before the begiIiIiingof - the 5'year: period
ending on the date ofplan, termination (the "S-year l?eriod" iricludingautoil1atic'

~66""93 ~1999, CCWINOOR-PORAl'ED"
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benefit inCfe3seS;i1fteYthatdate.;~o the extent provided in (ot)'belowiaret:O remcfuded
indetel"IIlinirg(~;pri~w:y"~3,\Je!1efit (.25). 

,')(, " " ",

1' ,B,

Particil.'~t, n9!.w, ,~!~t~ For a participant' who WMeIigi:b~1:q're&1ve an
annuity before' the be . - e 3-year period but'whosebeilefit was-~not ill pay
status, the prioritY' ClaSs' lit the normal form,of' iul1lliitY'ate, tO', be:de-terlfiined

according to the' "p.lan pro~ns;in effect on the day before, jhe ,beginl)ing'of the3-Year
period as if the benefit had commenced at that tiII1e (.30). "

, '" , 

n' , .,
General benefit limitatiO'ns. With respeciiil' i!' parTI t wjjdse' b~nefi('WiiS fu

paY' statMbefor.e 'the l)"ghinmgOf tpe;;3:.yea'(p ,

, ' '

asSi'I!ii"i!' N priority
"hisS' ? IQ\"StiCh

, ,

w1jIDit~ toffitiieiisei ,

" ,

clftY&!neptill pay

~~~:~~~~g~'

~ w 0 ~iW~~~'

:~P

~~~-

~:;:t::r~;~~:~
3-year period, the benefit is limited to the lowest annuitY be';efli p;':y"l,i"U"ndei- plan

provisions in effect during the S-year period, inCluding,an~nductionJbr!earrY1i'otir'e:-

menJ(;4!J)." -,

(" '

If a plan is less tha:n five;'cars, old qIT' the date ,of,pla,M~rmiDation,' the lowest
benefit in effect during the S-year periodi'S zero an!! the plan, ther6fOie;"ha,i'iao' pi'iority
Class 3 benefits (.45).

Determini enefici",y

:~!~~~~i, 

of:

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

AutO' m ati'Nbe~etii irt""irasi:.s.clf!pkuramend.nrents :adopted; and . -.iffktivli.\fefO't-"

the beginning of the S-year peqod provided for automatic increases;;in:the',benefit

formJ!l'!;~', P9t:);; "J'ti,,~p!!\t;ie.i:PMts' ,ang,tbose'in 'pay"sl'Jlfw; 911 !or,participants m pay

'itaf!l5,QI!lY,: thc,JoW!:i$tJmm!iitY)lenefit, payable' duriAg ,the ,S-yea:r.periodrdetermined

!:!b.d.e": (ZHlboy'e,~lIId.in'clud~ autom atkbenefit:increases"meduled dUring;tbe:foitrth
endfifth,years, biIt'not $e,ut, :second and't:hiril:years, p.eceding planternrlnatioD!.
Automatic benefIt.:inci:easeS' are\totbe -diSregaroed:(to'the ",xteD.t ,thaf the-incre~,.s
greater for activePc~;~p~,ts " !;EO !3'1.',~ status (.

55).

CO'mputatiiJiJ.:i!fJifpe ':!fqr'R4IPoses of deterniiniog priority class 3

benefits, a plan c?f,:a;;::W;~AiJllf~I;\, :\,onsi~Ei~)o be " in effect" on the later of the
effective date or the a:doption:!;i",te 0 ' j:jJ.e pian or a:men~\\1\~J,6J))A '

.Effectofplanal!l.~Qdm!')1!J"- "'

,;"

The a:mount of benefits ERISA Sec. 40M(a)(3) (that is, priority
class 3 benefits). ~~p~iidH~ ~f~YisJons in effect during the five yea:rs
preceding termiiiat'iilil. The

' " 

paru.cipant's benefit is the lowest benefit

~q~~~1t;~: :Tlf!t~:~, ~~f:
For exa:mple, ass!ll!1e

, ""

p!;m-""~"fI1e!1cle.-g,.!lO ch_e,.tbeplan'~~lr\jJiIity req"ire,
ments and increase the plan s benefits. If the a:mendment was adopted,a"l~t,thI:.ee.

~~I
~~s--t\ian five years-

-- " '

jJr:sterm'" -

,- '

the ' ),enefi

' , ,. " - ' , '

;;nd

=~~11!~~:~1)r~~1;t~~;fu~b~.. :" ""lr;'t;I

;'~~

i~~

;:'

;; e : ~~t :lli~Zff

oae.BG'G Reg, 4:04.4,'1~(a).I" .l(j' PB,GCrR'ek. ~~4044j13(b)(2)"""'I6r

peilSl.,Ii'PJIU(GUld€,'
~f6'69a
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15, BGCRe~~,4p44.1~(b)(1),
20 PBGC Reg, ~4044, 13(b)(2).
25 PBGC Reg..~.4044. 13(b)(2)(i).
3Q PIjG Reg, ~4044:l3(b)(2)(ii).

35PBGC Re~ ~40.44. 13(b)(3)(i).
40 PBGCRO8'~4044d3(b)(3)(ii),

4~ P,BG!;'~eg,,~4044;13(b)(3)(iii).

50 PBGC'Reg:,~'4044.'13(b)(4j.

55 paGc R~g, ~4044', i3(b)t5)

" .

6~ PBGC iI~, HO4.4. 13(b)(~).

65 PBGC Opiniort' Letter79-

116696 P,riority C:;IClS$ 4~ene'i~s 

" ,

:rp.~,~ll~fi~,~ ppon~ygaSst,,~onsiSt pf P'!fticipants:b115ic-typePetl!'fi~s):hatdg
not exCeeclthe~tee1imits q5). a9""!"YOf, ,t:iw,b,,"!'N,

~~,

tp prionty ~I~ 4
for~ participant is !1ot Jir!1ited ~y ):he aggregate benefit limitatio.ns, fo( ipf#yiduaIs"",ho
are 'piu-ticipan:ts m more than one piaIl or by . tp,ePl1aSe-wfin,jtation applicable to
substantial owners. See V.6534 for furtheidiscuSsion of gua:ranteed benefit limits. ,

05PBGCReg,~4'()44 14, 

.. , ":.. : '

'6699 - PriorityClaS$, 5Benefits,
The benefits assigned to prioritY clasS 5 for ea~h participant consist of all' of the

participant's nonforfeitable benefits under theplaq.~..o5). ~
05 PBGC Reg. ~.4Q44.15,

1I6702 \~ri!y c:;:Ias~~~l!l1efits

, ' ", 

Finally,' prioritY clasS ' 6 benefits for eachpilrticipanfinclulle the n,nu.wqel" of the
particlpaIlt'%bcitef1ts titiiler ihep~.I\t;whe ilierfoi'feitabJe, o'r n9nforfeitabie (.Q,s):

O'5PBGC~eti:"~404'4:16:" '" ,

.."

116105,

: ,

Allocation of Ex_Assets Attributable to Employee
Contributions

ERISA-Specifies the method 'by which' an elnployet"lnust allOcate the a:mount of
excess assets, recovered, ,traina, ' terniinated' pian that 'is ' ,attributable " to employ...
contributions:, Where ' a reversion :of, excess assets is piJrrilitted;:the:poroon, of the
remaining ' assets (after, all IiabiJities have 'been, satisfied)' that is attributable"
employ... Contributions is,determinedundel' the followiAg fonnuIa' O5):'

P1:eSent v.ilue~f~~ed' oonefiB
attribut~ble tii ilii1lJ:datorY employee

cOntributions under prlorltY CJasS
2(V6690)" ,

Present value of benefits whose,

, assets "
il.t:e alIocatedi41d.efpnority ,

cIas~ 2thto~r ?~V, 6690'-;6~O~)

TheresliJt is then , " , catedaIl1bllgi"'r ticiPaIltS; ~efiCi..n:es

, ,

.I1tetp.at~ payees
tinder qYialified doni~iC anons()rder:s; il'nd perSoDS ,who ieceived total di$trlbution Of
pIiri beiiiilltS d tiJiee.'yearperJdd' befotid' pIiili. tiftIIilii'atioii, " based' &iithe
aniotJIit ofemp!dyee contributions'to whicbthey~'erititled (:10)::':' "

,;,"

CCHPOINTER

'" '' '

teI'1ninatellefore'i a~~t$. liiay"pe u'tedJQ,eIrJpil)ye~$.
Plan' "ttribiitableto employee' c()ntribi.1tio~ ' " t rem.w; after all
Iiilb' , the planto piu-tidpaIlt:S and 'theii"""n~ida\ii$ha~fbeensatiSfikd

, must be:equitiibly' distribUfedt() ilieemployees :Whbmad~ '$UCh'cohtrij)utidns;
in the event the pian actually terniinates;Howevef, theUilited, States ,Sii..
preIrJe.Cow1:'has' ruIed"that;:,where the a:mendment of, acontributolo/ defined

Market value '
total remaining X

assets

~R9~ C)1999, CCHHNCORPORATED


