\What DB Administrators
Need to Know About PPA

Noerman: Levinrad
Joan Gucclardi

Summit Benetfit & Actuarial
Services, Inc.




Sponsored by

World class recordkeeping
for the TPA professional

Visit them at www.abgnational.com




Dedicated to Helen Dobrow who
passed away January 14.




What We Will Cover

+ Benefit restrictions: who they apply
to and when they apply

¢ New rules for determination of the
41 7(e) lumjp sum

¢ New maximum deduction rules
applicable in 2006

» New funding rules fer minimun
reguired contrbubtions




The New World Order

¢ Is it black helicopters circling?

¢ Is It the government secretly
planting chips under our skin?

o No IS PPA 2006




Can the Plan pay lump sums?

o Under PPA, a plan can enly pay full lump
sum benefits If its AETAP (a measurement
off Its funded status) 1s 80% or more.

» What is the AETAP? AETAP = Adjusted
Eunding Target Attainment Percentage =

Assets — Crediit Balances
Tlarget Ciaionrcy,
With anradjustmenit fer annuity/ PUrChASES
er NECESHRthe |ast tWeryears




Can the Plan pay lump sums?

¢ larget Liability = Value ofi acecrued
pbenefits at the beginning of the year,
valued at segment rates




Practical Impact of
AETAP Restrictions

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

» Before any amendments te Increase

penefits In| the 2008 plan year

o VIUst first determine AETAR te) see! i
any. restrictions apply!




Example

» At 1/1/08, assets = 1,000,000

# Credit balances = 100,000

¢ Target Liability = 1,200,000

¢ 2008 AETAR = 900,000 = 1,200,000
= 75%

s \WerlFcome: hack te this examplerlater




Restrictions
It the AETAP Is less than 60%

¢ Accruals are deemed to be frozen

» No lump sums can be paid to anyone
— Ne deminimus, amounts (but this may,

pessibly: change via technical
COKrFections)

¢ No amendments to increase benefits
» NGtice: reguiremeni:




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

+» No amendments to increase benefits

¢ Lump sums are restricted to the lesser ofi
17 off the PVVAB, or the PV of the max PBGC
guaranteed benefit — again, ne deminimus
amoeunit (but this will-pessibly: change via
technical corrections)

¢ Ne ene can be paidimore than 2 e thelr
RP\/AB

» NeticCe reguiremeni




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

» New plans: only restriction in first
five years Is the inability te pay lump
SUms

¢ But certification requiremenit still
applies




Annual Certification
Requirement

»Alll plans must have an AETAP
certification dene by an
actuary every. vear, Which
muSt Be previded In wWriting
ter the: RPlanr Administrator




Participant Notices

+ Alll Participants must be notified
within 30 days of any restriction

¢ Includes freezing ofi the plan

¢ Restrictions on lump sums

— NG |Ump sums, or
— 37 o PVVAB




The PPA Certification

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

¢ Plan is deemed to be less than 60%
funded

¢ All the asseciated! restrictions and
notice reguirements apply,

¢ Until the 2009 AFTAP certification is
done




The PPA Certification
Practical Impact

¢ Must have the 12/31/07 data en every.
plan; early eneugh for actuary te de all the
2008 AETAP certifications by 10/1/08 at
the latest te aveld the deemed fireeze

¢ Big preklem fer sele props: and
partnerships; (Legimning or end o ezl
Valtatieons) — mighit net get the: 2007 Schl
Clincome untiFafterr 10/15/08




Do We Care on a 1 Person Plan?
Yes, Because...

¢ The deemed freeze applies till the 09
AETAPR is certified

o Plan willl probably need to be amended to
apply aceruals retreactively te the

beginning of the: year

¢ \When the freeze is revoked, this will
prekally, count asian amendment
INCreasing PENENLS) SeIcannol COURNL o)
the mex dediuctile limit under the 50%
cushien rule




Presumed AFTAP

& Can rely on 2007 AETAP: certification for
paying benefits in 2008, until 2008 AFTAPR
certification IS done, because:

— The plan Is presumed to be at 2007 AETAP.
percentage less 10%, untill 2008 AETAP IS
certified.

¢ Asilong as 2007 AETAR hasibeen certified

Lo e mere than 90%), Ne FEestrctions In

2008, Ul the 2008  AEIARN S CErtfiied

(Whichrmusitlserdenerby: 10/1/05)




Benefit Restrictions

+ It neither the 2007 or 2008 AFTAPs have
not been certified by April 1, 2008 the
plan is deemed to be less than 60%
funded on this date and the associated
restrictions apply!

¢ Restrictions continue until the
certifications are done

o |- thIS happeEnRs, participants must e given
notice ofi the restriction by April SOth

o Need to dorall the 2007 AETAP
certifications ASAP unless; 12/34./0; data
IS availlanle te doran 08 certification|!




Sample AFTAP Certification

January 2, 2008

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

Certification of Adjusted Funding Target Attainment Percentage (AFTAP)
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)

RPA '94 Current Liability $103,000

a. Actuarial VValue 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%0*

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

If AFTAP is 90% 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 whichis 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 Is 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%, which
means that the presumed funding level for 2008 is 115.2%, and
because this exceeds 90% there are no restrictions on the plan’s
_ability_%_o OIpay lump sum payments from new until the 2008 AETAR
IS certified.

The next step will be toe certify the 2008 AETAPR. I the 2008 AETAR! IS
not certified by October 1, 2008 then; your plan willfbe deemed to
e less than 60°%% fiunded on that date, which means) that accruals
willfbe frozen: the plan cannot be amended te Increase henefiits,
ne lump sum paymenitsi can be made; and participanits must be
notified off this restriction by, October 3., 2008.  In order for us te
do the 2008 AETAR certification timely, we musit have you;
Pecember 84, 2007 census and trusit data by August: 15, 2008 at
thewverylatest. Iifwe get the data afiter this date; then there ISiho
guaranteerthat we willflse anle te get this certification demne timely,
and yourr plan could enditprdeemed te 19e IEss than 60L% iunded as
ol @CtoPEN 4.

Pleaser calllifyourhave any, guestions alout this:




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

» Proposed regs gave ne guidance

# Notice 2008-21 just issued — good faith
compliance to follow the law until 2009
plan;year, when propesed regs become
efifective

» Applicable fer 2006, 2007, and 2008! plan
VEars
¢ Determination off EFAP

Valuer el NettPlanbASsets
Currrent: Liability, = Increase: in CL




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

& 2007 presumed ETAR: adjust value of net
plan; actuarial assets by:

¢ Increasing assets by 2006 contributions
(regardless, off when made)

¢ Adjust suchi assets te e within 0%, -
110% et EMN- corridor

9 Slubtract: creditsvalancerat ene e 2006
planpyear tRless value el planr assets Is
glieater theni e equairter 906 el pPIERES
cuirenits ity




Benefit Restrictions

# For purposes of the 2007 or 2008 AFTAP,
we can Include in the assets receivable
contributions for 2007

& Only 2007 receivable contributiens are
counited!

¢ For years after 2007, only contrilbutions
actually: made by the AETAP certification
date can be countedin the plan assets —
—\Walit te dorthe certificaton i these assets are
NECESSAay e aVveId aestrcuon
¥ Credithalances musi ser bRt tor the
extent NEcCEessany/ e aveid a restrciieon




Benefit Restriction Example

¢ At 1/1/08, assets = 1,000,000

¢ Credit balances = 100,000

¢ Target Liability = 1,200,000

& AETAP = 900,000 = 1,200,000 = 75%

¢ $60,000 of the credit balances are
autematically “burnt* te; aveid a restriction

» AETAR = (1,000,000 — 40,000) =
11°20)0) 0)0)0) = S0)%)

9 SO this) plan must surm $60,000r el itsS
credit halance toraveid a restriction.




Restrictions = Consulting

» Actuaries will likely only issue the '‘O7 and
‘08 certifications now. Iff there are no
restrictions

¢ If there are restrictions, actuaries will
need to stast the consulting process with
the client te leek at thelr cholces:
— Additienal contributions
— Impact off restrictions

9 Shoeuldiyeurallew senelits ter lser paid i noi

Vet certiiied;, buit I yoeul knew: they woeuld
e restricted i y/our certiiiied?




No AFTAP Restrictions:
Can Lump Sums be Paid?

¢ The nermal restrictions on paying the
top paid 25 HCEs still apply

» Stilll restricted frem paying lump
sums te HCES If the assets (after the
distribution) do net exceed 110% ) of
the: currenit izt

» NONES Current lianlity/ s net defined
e 2006 andiater plankyears




How Is the 417(e) lump sum
calculated?

& As with pre-PPA, the lump sum is the
maximum of:
— Lump sum under plan rates, or
— Lump sum under 417(e) rates

& 417(e) rate used to be a single rate

» Now It Is| tied te 3 segment rates, with a
phase-in te the full' segment rates; over 5
Vears (80% eld rules; 20%6 Rew. rules ior;
20/0)e))

¥ |RS ISSUESI ther SfSegmenit rates) montaly,
eI 44vA(E) purpeSES, WhIchralready/
reflects, 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%

» \Weighted average fior 2008
— 41,8506 [180%) X 4. 71%: + 2026 X 5,476
—5.02%0 (180X 477 20060 % 6.02%6]
— 5099 [80%) < 2L Y = 20900 4 & S|




Segment rates

# First rate applies to benefit payments
In the first 60 menths

& Second rate applies te payments In
the next 180 months

¢ [hird rate applies e paymenits moere
than 240 menths: aweay/




Example

» Assume segment rates are 5% for
the first five years; 5.5% for the
next 15 years; and 6% aiter 20
VEars

+ [his means payments In the first five
years: are valuediat 5% payments
rem S 16 15, years are valuead: ai
5905 pPaymeEnts  afterr 20 years are
Vallied at 6%




Lump Sum Calculation

& So If a participant is exactly age 62, with
an accrued benefit off $100 a month for
life, the 417(e) lump sum Is valued as:

— The BV at 5% of a temporary annuity off $100
per month payable from 62 te 6i7; plus

— The BV at 5.5% ) of a deferred and temporany
annuity’ off $100 per moenth payable fron 67 te
82; plus

— JhePViat 6% ofi a deferred annuity, e $100
PEr menuarpay/abIEiren 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 626
applies

o P/ GAlC IS the same as I Was helole:
determine APR at; age: 65" at 6%;
disceunt eneiit at 6% fifeml 65 te 25




Lump Sum Calculation

& Assume the participant is age 58%2, with
RA 62

& The 417(e) PVAB! Is:

— The PV at 5% of a deferred and temporary.
payment of $100 per month payable for 18
months firom 62 to 6314, discounted 42
months frem 62 te 58%%; plus

— Jihe PV at 5.5% ol 2 defierredl and tempoeran
payment off $100 per month from 63%% te 78%2,
discounted 60 moenths irem’ 632 te 5672; plus

— e PV at 626 of a deferred payment off $1.00
PEr moenthriem 782 er liie discounitedr 240
moenthsHirem 7822 te 5S6%2




Lump Sum Calculations

# I 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;

¢ BUlt Iif payments are within 20 years, then
the lump sum amoeunit changes moenthly!

¥ IS It reasenaklerte asselt: that the Ilump
SUim can e held constani: er 90 days
Irom the annuity, CommERcEmeEnt date
(Unless the plan year changes)?




Calculating the APR Is now difficult!
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€ = Commpencement Age
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N =X using frst sagment rae
W using second sezment rate
=¥ using third segment rane v 1.0 © Preston Acruarial Services, Inc. Dac. 2007




Lump Sum Calculations

¢ Hard now to calculate lump sum
values manually because ofi the
complexity off calculating the APRs

o Witheut actuarial teols er knowledge
off commutation factoers (the Ns and
the Ds), you will net e able' te) check
the calculations




PPA Deduction Rules
for 2008 and Later




Maximum Deduction
Limit in 2008

¢ lTarget normal cost, plus

» 5090 of the applicable funding target,
plus

¢ An allewanee: for future pay: or
PERENt INCrEases, MIRUS

¢ Plan assets




PPA 404(a)(7) change

+ Effiective for fiscal years beginning
January 1, 2008

o IT a plan is cevered by the PBGC

¢ The 404 (2)(7) limut will- net apply: at all
reqgardless of the level of PS

contributions

¢ Allows a maximumi PS and a maximum
DB design| fer larger firms

9 [DESIgn fiecuSInGg enl the minimum
contrbution fer the eEnpley/EEes RECESSANY/
Lo pass; the general test




New Funding Rules
=0
Defined Benefit Plans




Old Funding Rules

# Actuary had a choeice of different funding
methods and selected the interest and
moertality assumptions, as well as other
assumptions (turnever, salary scale,
disability rates, rates of retirement etc.)

¢ EURdIng methed gevermed minimum
reguired and maximum deductible
contrbutions

¢ Plans withrmore than 100 participanits
couldi e sulvject: tor acecelerated
contrbubeRS Mfmsuiiicient iundingl (deficrt
reduction contrhution)

¥ VieximumrdedictiblercontrauneR: 1 00%
eif current ikl less current assets




New Funding Rules for Defined
Benefit Plans

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

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

& Switch from two-tier to single-tier system
» Amortize uniftunded liabilites ever 7 years

» At-rsk* rules for peorly/ ftnded plans — enly.
plans; ever SO0 parts can 19e! at rsk




New Funding Lingo and Rules

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

¢ Target Normal Cost: Present value of benefits
accrued duringl the plan;year

¢ Eunding Target Attaimmment Percentace (ETAP)

— Assels expressed asi a percentage of the
funding| target

— Witheut adjustmenit fer “at-risk* statls
¢ EUnding Sherxtiall

— EURding target Iess assets

= USEd o) detenmine amorization 19ases

9 ASSets generally reduced 9y camy/ever and
preivndinefhalances




Interest Rates

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

Based on| corporate hends maturing in
— FIrst 5 years

— Next 15 years

— Afiter 20 years

Uses tep) 3! guality levels

Averaged! over 248 menths

Phiased in eVer Siyears) staiting in 2008

Open: Use iulifyeldicunvewitheuit: 245 menth
aVeraging andiwitheu phasesin




Asset Valuation

¢ Use fair market value

» Can elect to use averaging
(smoeoething)

— Methoed must be permitted by Treasury.
regulations

— Limited ter 24-moenith periead

— AVErage musi: e in range ol 90% -
1110%) Gifiauirmarkevalue (elarrulenwas
0% — 1 20%))




New Funding Rules for Defined
Benefit Plans

» Annual Funding Obligation

— Plan’s target normall cest, plus

— Shortfall amortization installment

— Reduced for carryover of old credit balance or pre-funding
balances

¢ Shortfall Amortization Base

— Eunding| shoertiall fer the year, minus
— Present: Valle off the fiuiture shoxtiallamertization installments,
miRus

¢ Shortfall Amortization Installment

— [fevellampruizationr el shortiall amoertizatien hase ol a plan
VEaIt OVER 7AVEENS

— Using segmenit rates; il effect: fiox the yearr therlbaseris
established




New Funding Rules for Defined
Benefit Plans

» Exempt from establishing a new base if assets
exceed 100% of funding target

— Without reduction for carryover and pre-
funding balances

¢ Iransition Relief for Shortfall Amortization
Installments

— 2008 92%
— 20095 94Y%
— 201105 96%

s Noi: availaklerfer plans;established aiter 2007 or
plans subject 1o the deficit reductionrcontrrmbution




Credit Balances under PPA

Plans will maintain two balances

1.Pre-funding balance (reflecting post-2007
contributions in excess ofi the minimum)

2.Funding standard carryover balance (credit
pPalance in the plan at the endi of the 2007 plan
year)

Both balances are increased/decreased by plan’s
actual rate off return’ afiter 2007

SPONSOr may: cheese o) eliminate these amounits
2t anRy. time

Vg be Used o) OifiSet minimati CoRtrHutien i
EURding arget Attainmenit PErcentagenin
preceding yearis at leasit 60%

— CarnyeVver lsalance must e usedH irst




Contribution Timing

¢ Contribution Date for Minimum Funding Purpeses

— Still dealing with 8%2 month minimum funding
date

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

— Jiis applies o eveny plan.
» Reguired Quarterly: Contrhbuitions

— i planrhas itnding shoertaliNn prer plan year
and fails te makerreguired installiments




Questions?




