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What We Wil Cover

¢ Benefit restrictions: who they apply
tor and when they: apply.

¢ New rules for determination of the
A4 7(e) lump sum

¢ New maximum deduction rules
applicawiein 2008

» New funding ruies fer miRimung
Fequired ContRUenS




The New World Order

¢ Is It black helicopters circling?

¢ Is It the government secretly.
planting chips Under eur skin?

¢ No It's PRPA 2006



Can the Plan pay lump sums?

¢ Under PPA, a plan can only pay: full lump
sum bengefits Ifi its AETAP' (a measurement
off Its funded status) IS 80% or mere.

o \What Is the AETAP? AETAP = Adjusted
Eunding lFarget Attainment Percentage =

Assets — Credit Balances
llarget Ciabniicy

Wiithranradjustmenits ier 2Rt/ PUKCHESES
e NFHCES R the |ast tWe \/ealrs




Can the Plan pay lump sums?

¢ larget Liability = Value of accrued
pPenefits at the beginning of the year,
valued at segment rates




Practical Impact of
AEFTAP Restrictions

» Before any benefit payments can be
processed In the 2008 plan year

¢ Before any amendments to Increase

penefits In the 2008! plan; year

¢ Must first determine AFTAP to see If
any/ restrictions; apply!




Example

& At 1/1/08, assets = 1,000,000

¢ Credit balances = 100,000

¢ larget Liability = 1,200,000

¢» 2008 AETAP = 900,000 + 1,200,000
— 5%

o \We'llFcome: hack: ter this) example later




Restrictions
It the AETAP! IS less than 60%

¢ Accruals are deemed to be frozen

¢ No lump sums can be paid to anyene
— No deminimus amoeunts (but this may/.

POSSIBlY change via technical
COrrections)

» Neramendments te) InCrease: PeRefits
» Noetice reguirement




Restrictions: If the AFTAP Is
between 60% and 80%

¢ No amendments to increase benefits

¢ Lump sums are restricted to the lesser of
Y2 ofi the PVVAB, or the PV of the max PBGC
guaranteed henefit — again, ne deminimus
ameunt (But thrs will pessibly, change via
technicall corrections)

» Noerene: cani9e paldimoererthhan v2 off thelr
PAVAB

¢ Noetice reguirement:




Restrictions: For New Plans
(In existence less than 5 years)

o New plans: only restriction In first
five years Is the nability te pay lump
SUmMS

¢ BUL certification requirement: still
applies




Annual Certification
Reguirement

s All plans must have an AETAP
certification doene by an
actuary every.year, Whaich
must e provided! in Wrting
Lo the Plan Administrator




Participant Notices

¢ All Participants must be notified
within 30 days of any: restriction

¢ Includes freezing of the plan

¢ Restrictions on lump sums

— No lUmp sums,, 6r
— V% off PVAB




The PPA Certification

¢ If the 2008 certification Is not done
pPy. 10/1/08 (for a calendar year plan)

¢ Plan 1s deemed to be less than 60%0
funded

o AllFthe assecliated restrictions anad
netice reguiremenis apply.

¢ Until the 2009 AFTAP certification Is
donRe




The PPA Certification
Practical Impact

¢ Must have the 12/31/07 data on every.
plan early enough fer actuany. te do alll the

2008 AETAR certifications by 10/1./08; at

the latest: te avoeld the deemee
¢ Big preblen fer sele props: amnec

partnerships (IDegINRING GFr Ene

freeze

el Vear

ValUatiens) — might net get the: 2007 Seh.

C Income until after 10/15/08




Do We Care on a 1 Person Plan?

Yes, Because...

¢ The deemed freeze applies till the 09

A
¢ P

=TAP IS certified
an will prebably need to be amended to

apply: acecruals retroactively: te the

PegInnINg of the year
o When the freeze Is reveked, this will
pPrevaRY/ cCoURt as anl amenadment:

IRCrEasing PERENES, Se Cannoelt CoUR: o
the meaxx deductiple limrunder the S0%

cushion rule




Presumed AEFTAP

¢ Can rely on 2007 AETAP certification for
paying benefits in 2008, until 2008 AETAP
certification IS dene, hecause:

— [he plan Is presumed toe be at 2007 AETAP
percentage less 10%,, untili 2008 AETAP IS
CEertiiied.

¢ As leng as 2007 AETFAR RAas een certiiied

Lo bEe mere than 202%:) ne: restrctions: In

2008}, untifthe 2008 AETFAPIS cCertiiied

(WhIchr must e dene: by, 10/17/08)




Benefit Restrictions

¢ If neither the 2007 or 2008 AFTAPSs have
not been certified by April 1, 2008 the
plan Is deemed to be less thamn 60%
funded on this date and the associated
restrictions apply!

¢ Restrictions continue until the
certifications are done

o i this happens, participants must be given
notice ofi the restriction by April 30th

¢ Need to do all the 2007 AETAP
Certfications ASAP unless 12/34./0v: data
IS avalilable to do an 08 certification!




Sample AFTAP Certification

January 2, 2008

Administrator of the
[Plan Name]
[Address]
[City][State][ZIP]

Certification of Adjusted Funding Target Attainment Percentage (AEFTAP)

The Pension Protection Act of 2006 (PPA) and Section 436 of the Internal Revenue Code
require the calculation of a funding ratio called the Adjusted Funding Target Attainment
Percentage (AFTAP) in order to determine whether the Plan is subject to new limits on plan
amendments, lump-sum  distributions and benefit accruals, starting in 2008.

Determination of AFTAP as of January 1, 2007 (2007 AFTAP)

1. RPA '94 Current Liability $103,000

2. a. Actuarial Value of Assets $129,000
b. Credit Balance in Funding Standard Account $0
c. Assets, not adjusted for Credit Balance $129,000

Funding Target Attainment Percentage 125.2%
(equals Line 2c divided by Line 1)

Adj. for Annuity Purchases for NHCE's last 2 years $0

2007 AFTAP is $125.2%*

Norman Levinrad, COPA, EA, FSA, MSPA
Enrollment Number 05-03882

If AFTAP is 90%b or higher, there are no benefit restrictions before October 1, 2008




Sample cover to client

Dear Client:

The Pension Protection Act of 2006 has introduced new reporting
requirements, one of which iIs an annual actuarial certification of
your plan’s funding level. This certification is used to determine if
there are any restrictions on your plan’s ability to pay benefits.
This certification iIs referred to in the law as the “AETAP
certification”. We have attached the 2007 AETAP certification for
your plan. The plan’s funded level for 2007 Is 125.2%0, which
means that the presumed funding level for 2008 Is 115.2%06, and
Pecause this exceeds 909% there are no restrictions on the planrs
ability_]’g_o dpay IUmp sum payments from now until the 2008 AETAP
Is certified.

The next step will be te certify the 2008 AETAP. If the 2008 AETAP IS
not certified by Octeber 1, 2008, then your plan willfbe deemed toe
perless than 60% lunded on that date, wWhich means that aceruals
willfbe frezen; the plan cannel be amended te Increase henelits,
ne lump sum payments can e made; and participants must e
notified o this restriction by Octeber 34, 2008. In order for us to
doe the 2008 AETAR certification timely, We must hiave yoeulr
December Si, 2007 census and trust data by August 15, 2008 at
the verylatest. I we get the data ahter this date, then there 1sThe
guaraniteerthiat we wiliflserable te) get this, certification doRe: timely,
and yeur plancould end tprdeecmed te e less than 60 itnded as
Off OCteeEr 1

Please’ callNifyeurhave any questions, aleuit this,




End of Year Valuations
for Small Plans (< 100 participants)

¢ Proposed regs gave no guidance

& Notice 2008-21 just Issued — good faith
compliance te fellew: the law: until 2009
plan year, When propoesed regs lhecome
effective

& Applicable fer 2006, 2007, and 2008 plan
\/ears

¢ Determination of FTAP

Valtuer et NetrPlam ASSEtS
Current Liapility/ = lncrease in CLL




End of Year Valuations
for Small Plans (< 100 participants)

¢ 2007 presumed ETAP: adjust value of net
plan actuarial assets y/:

¢ lIncreasing assets by 2006 contributions
(regardiess oiff when made)

& Adjust such assets to be within 90%, -
110%) ol ENVIV COKHEoN;

9 SUbitiracl credits halance: atrend eif 2006
planyear unlessivalte o plan assets s
greater than e eqiaifier 06, Gl PI2IES
currenitlraisiicy,




Benefit Restrictions

& For purposes of the 2007 or 2008 AEFTAP,
we can include In the assets receivable
contributions for 2007

& Only 2007 receivanle contributions are
counted!

¢ For years afiterr 2007, only: contributions
actually: made by the AETAP certification
date can be counited in the plan assets —

— Wait to do the certification iIf those assets are
NECESsSsany, toraveid a restrction

¢ Credit balances must ke puimt™ to the
EXIENE NECESSAIN/ 10 aVeld a resthction




Benefit Restriction Example

¢ At 1/1/08, assets = 1,000,000

¢ Credit balances = 100,000

¢ llarget Liability = 1,200,000

o AFTAP = 900,000 = 1,200,000 = 759

¢ $60,000 of the credit balances are
autematically, “hurat™ ter aveld a restriction

N EIPA R =" (1£46]0)0)10]0)0) —210)50)0/0)))—
1,200,000 = 80Y%

¢ S0 this plan must burn $60,000! o Iits
credrt halance ter avoerd a rEstrction.




Restrictions = Consulting

& Actuaries will likely only issue the ‘O7 and
‘08 certifications now. If there are no

restrictions

¢ |t there are restrictions, actuaries will
need te start the consulting) precess wWiith
the client to loek at thelr cheIces:
— Addrtional contributiens
— |mpact G FeEstrCtienS

9 Sheuld yoeu allew BERefiits te) ver pald i noi:
Vet certified, Ul Iiryeur kneyw: they woeuld
PEerestrcted Y ouUl CERIEd?




No AFTAP Restrictions:
Can Lump Sums be Paid?

¢ The normal restrictions on paying the
top paid 25 HCES stilll apply

¢ Still restricted from paying lump

sums to HCEs! Ifi the assets (after the
distribuitien) do net exceed 110%) o
the: current 2oty

» NOWE: Curent iapility/ IS net defined
eI 2005 andIaters plan Vearns




How IS the 417(e) lump sum
calculated?

& As with pre-PPA, the lumjp sum Is the
maximum of:

— Lump sum under plan rates, or
— [Lump sum under 417(e) rates

» 41 7(e) rate used to e a single rate

o Now! It IS tied ter 3 segment: rates, with a
phase-in te the full segment rates ever 5
years (0% eld rules; 20% new. rules fioxr
20)0}S))

¢ RS ISSUES the 3 segment rates, moenthaly,
o 44A(E) N PUIHBSES WilcharalEa )
Fellects the phase-in




How IS the 417(e) lump sum
calculated?

¢ Based on October 2007 interest rates
¢ Pre-PPA basis: 4.77%
¢ PPA basis: 5.1 7%, 6.02%, 6.38%

¢ \Welghted average fior 2008
— - 85906 [160Y0 X477 Y%er £ 20% XS, 17
=5 02% [1B0%% X 2:17%) + 20061 % 6.02%]
— 5 09%) [&8009%0 < 2T ) == 2090 €6 S8 %0




Segment rates

¢ First rate applies to benefit payments
N the first 60 months

» Second rate applies to payments In
the next 180 menths

¢ Third rate applies te) payments mere
than 240 MeRthas aweay




Example

& Assume segment rates are 5%, for
the first five years; 5.5% for the
next 15 years; and 6% after 20
years

¢ [Thls means payments 1n; the first five
Vears are valtedr at 5%); payments
frem S te) 15 years are valued at
5.9 705 PayimERLS afiter 20Nears are
Valtiedr a6




Lump Sum: Calculation

¢ SO If a participant 1s exactly age 62, with
an| accrued benefit off $100 a month for
life, the 41.7(e) lump sum; Is valued as:

— The PV at 5% off a temporary annuity: off $100
PEr month payable frem 62 te 67 ; plus

— e PV at 5.5% oif a deferred andl temporar/
annuIty, oif $100 per moenith payakle firom: 617 1o
825 plus

— [he PV at 6% off a deferred annuiity, of $1.00
PER MGRILN P2aV/ak]e e 82




More Examples

¢ Assume a terminated participant Is
age 25 with RA 65

¢ Benefits are more than 20 years
away, so the 3' segment rate of 696
applies

o PN/ calc Is the same as It Was) before:

determine AR atrage 65 at 605
disceuURt BERElt at 620 irem 65 te) 25




Lump Sum: Calculation

¢ Assume the participant Is age 582, with
RA 62

o The 417(e) PVAB Is:

— The PV at 5% of a deferred and temporary.
payment off $100 per moenth payable for 18
months frem 62 to 6312, discountead 42
mMeRthS frem 62 te) 5872; plus

— Jihe B\ aite 5:5% 0 a defierred andl temporary
payment ol $100! Per moenth frem: 682 16 7862,
discounted 60 menths irem! 65Y2 16 56725 plus

— Jhe PV at 6% oif a deferred paymenit off $1.00
PER Menith irem) 7&¥2 fer i discounted 240
MeRLRS e 762 16 562




Lump Sum Calculations

¢ If a participant's benefits are more than
20 years away, can still determine the
lump sum based on age nearest and It will
only change when the age nearest
changes, or When the plan year changes;

& But Iff payments are within 201 years, t
the lump sum ameunt changes menith

¢ IS It reasenable e assert that the Ium
SUm can e heldf constanit ek 90 days
frem the' anpuity, commeRceEmeEnt: date
(Unless the planlyear Changes)?




Calculating the APR 1s how difficult!

Generalized Present Value Formula for Three Tiered Segment Rates Under PPA
with Certain Annuity of Any Length
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Where: Hodes

CA = Cument Age Use VD in each term when using pre-retirement mortality, otherwise use {1+41) construct
= Conmencemsnt Age
This fiormula is predicated on pre-dstermining the values of o . o and cp~

T U apd T are sezmentrates 1, 2 and 3 For example, if CA = 61.83332 and © = 65.23332 and cerin peried 5 10 vears, then o is 18
meonths, and o~ is B.5 years.

©F = Certaip Period overlap in first segment

F" = Certaiz Period overlap in second segment

CF" = Cortain Period overlap in third ssgment

D'zp nsing first segment rate
Drop using second segment rate
D'ep nsing third segment rate

N = ¥ using first segment rate
NT

N < N using third segment rate w 1.0 Prestor Actuarial Services, Inc. Dec. 2007




Lump Sum Calculations

¢ Hard new te calculate lump sum
values manually because ofi the
complexity of calculating the APRSs

¢ Withoeut actuarial teels or knewledge
eiff commutation factors (the Ns and
the Bs)), yeurwillFnet e able te check
the calculations




PPA Deduction Rules
for 2008 and Later




Maximum Deduction
Limit in 2008

¢ [arget normal cost, plus

» 50% of the applicable funding target,
plus

¢ Al allewance: for future pay. or
benefit Increases, minNus

¢ Plan assets




PPA 404(a)(7) change

# Effective for fiscal years beginning
January 1, 2008

¢ If a plan Is covered by the PBGC

¢ [The 404 (a)(7) limit will noet apply: at all
regardless ofi the level ol PS

conitributions

¢ Allows a maximum PS and a maximum
DB design fer Iarger firms

¢ DesIgn iecusSing e the miRimumm
CORtHBUHER G thE empleyEees RECEessaly
Lo PasSSs) the generali test




New Eunding Rules
0]
Defined Benefit Plans




Old Funding Rules

¢ Actuary had a choice of different funding
methods and selected the interest and
mortality. assumptions, as well as other
assumptions (turnover, salary scale,
disability rates, rates of retirement etc.)

¢ FUnding methodi geverned minimuim
required and maximunm deductibple
ContribuUtions

¢ Plans withrmere: than 100 pariiCIpants
could e sUPJect e acceleratea
CORtRPUNERS IHnsSUificient iUnding (deficrt:
reducien contHlution)

v ViaximUimrdeductinlercontieitien:=4100%
et current 2RIty Iess  CUrrent assets




New Funding Rules for Defined
Benefit Plans

¢ Effective in 2008: Single actuarial method for
computing minimum: contribution

& Prescribed interest rates and mortality table
(actuary still selects other assumptions)

& Switch frem twoe-tier te single-tier system
¢ Amoertize unfunded hiabilities ever 7 years

& At-risk™ rules; fer peoerly funded plans — oenly,
plans ever 500 parts; can e at risk




New Funding Lingo and Rules

¢ Funding Target: Present value ofi benefits accrued
at the beginning of the plan year

¢ lTarget Normal Cest: Present value ofi benefits
accrued during the plan year

¢ Eundingl Trarget Attainment Percentage (ETAP)

— Assets expressed as a percentage of the
fUnding target

— Without adjustment for “at-risk status
9 EUunding Shertiall

— EUnding target less assets

— Used e determine amoertizaticn 19ases

9 Assetsigeneraliy reducediaN/ calRyever and
pPrETURGING N EIANCES




Interest Rates

Funding Target and Target Normal Costs
determined based on seamented vield curve
ISsued by Treasury.

Based on corperate bends maturng In
— First 5 years

— Next 15)years

— Afiter 201 years

Uses e S guality levels

AVeraged ever 24 meniths

Phased N eVer Shyears starting inr 2006

@puen: Usetiulifivield cuRewitheuit: 245 menth
aVeragineraneWitheuE piaSE=In




Asset Valuation

¢ Use fair market value

¢ Can elect to use averaging
(Smoeocthing)

— Methed must: e permitted: by, lireasurky,
regulations

— Limited ter 24-moenth pericd

— AVerage musi e iR ange of 90%) -
11'0% eif ialir market vValtie (@ld rulewas
0% — (L2090




New Funding Rules for Defined
Benefit Plans
¢ Annual Funding Obligation

— Plan’s target normal cost, plus
— Shortfall amortization installment

— Reduced for carryover off oldl credit halance or pre-funding
Palances

¢ Shortfall Amortization Base

— Eunding shertiallffer the year, minus
— Present value of the future shortfall amortization installments,
minus

¢ Shortfall Amortization Installment

— [evellamertizaten oif shertalifamerization! 9ase for a plan
year OVer 7 years

— USIngl SEgmeEnt rates Inl effect e the \/ear therldase s
estalished




New Funding Rules for Defined
Benefit Plans

¢ Exempt from establishing a new base Ifi assets
exceed 100% of funding target

— Without reduction fior carkryover and pre-
funding alances

¢ Transition Relief for Shortfall Amortization
Installments

— 20065 92%
— 2009 946
— 20105 965

» Noir avallahle fer plans estaplished after 2007 oF
plans; sUBject e the deficit reduction centrbution




Credit Balances under PPA

Plans will maintain two balances

1.Pre-funding balance (reflecting post-2007
contributions In excess of the minimum)

2.Funding standard carryover balance (credit
palance In| the plan at the end of the 2007 plan

year)

Both balances are Increased/decreased by, plamn's
actualirate ol retur alter 2007

SPOASEK Mmay cheoese to eliminate these amoeunts
atr any/ time

Viay/ e USEd ter Gffiset minimuin coRbrpubI@Ri I
EURdIngIRrGE AtaIRmERtT PERCERAGEN R
pPrECECIng/earis airleasis 6(0%6

— CarryeVver balance must e used first




Contribution Timing

¢ Contribution Date for Minimum Funding Purpoeses

— Still dealing with 8v2 month minimum funding
date

— Contribution requirement Is Increased for
Interest between the valuation date and the
contribution date at the effective interest rate

— RIS appliesiior every plan:
9 Reguired @uarterly Contrlputicns

— | plan- hasfiuneing shertall 1n prer plan \/Eear
and fais termalke required imstalimenits




Questions?




