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RE FERE NC E:
[*1] 3(34) Definitions. Individual Account Plan Definitions. Individual Account Plan
4021(a)(2) Plans Covered. Tax Qualification by IRS Determination Plans Covered. Tax Qualification by IRS
Determination
402 1(b)(1 ) Plans Co vered. Individual Acco unt Plans. Individua l Accoun t Plans
4022(b)(1) Benefits Guaranteed. Five Year Phase-in of Guarantee Benefits Guaranteed. Five Year Phase-in of
Guarantee
4022(b )(7) Benefits Guaranteed. Effect of Tax Disqualification Benefits Guaranteed. Effect of Tax Disqualification
>29 CFR 2613.8>
OP INION :
I write in response to your letter req uesting that the Pension Benefit Guaranty Corporation ("PBG C") issue a
determination concerning the continued coverage of the above-referenced pension plan (hereinafter the "Plan"), under
the plan termination insurance provisions of Title IV of the Employee Retirement Income Security Act of 1974, as
amended (hereinafter "ERISA"), 29 U.S.C. 13 01 et seq. (1982 ). You amended your original defined benefit plan, which
provided for a retirement bene fit based on final average monthly salary, so that it is what you describe as a "cash balance"
plan (you also provide materials using the terms "cash account [*2] plan" or "general account balance plan"), which
provides for a retirement benefit expressed as an account b alance. The original plan provided that a participant was
entitled to a monthly pension benefit at age 65 equal to the difference between: (1) 2% o f final average monthly salary
times the participant's years of serv ice and (2) 1-3/4% of the participa nt's primary Soc ial Security bene fit times the
pa rticipant's years of service. The new Plan provides that a participant's account will be credited with an annual cred it
equal to 9% of the excess of: (1) the participant's comp ensation over (2) 12.5 % o f the contribution and benefit base
determined under section 230 of the Social Security Act. The acco unt will also be credited with an annual interest cre dit
of 1% less than the average rate of interest on certain U.S. Government securities, applied to the full amount of the
account balance. You have stated that the initial balance under the new Plan will be equal to the actuarial present value
of the participa nt's benefit under the prior Plan, as of the effective date of amendme nt.
Based on the information provided in your letter, as well as other information you have provided, including [*3]
the determination letter issued by the Internal Revenue Service with respect to the Plan, the 1986 Actuarial Valuation
of the Plan, revised po rtions of the Actuarial V aluation, and a cop y of the R etirement Plan for E mplo yees of * * *, it
appears that, subject to the reservations below, the Plan is covered by the p lan term ination insuranc e pro visions o f Title
IV o f ERISA.
Section 4022 of ERISA provides, in pertinent part, that the PB GC shall guarantee the payment of all nonfo rfeitable
benefits under a single-employer plan w hich terminates at a time when ERISA Section 4021 ap plies to it. Section
4021(a)(2) of ERISA pro vides that plans which have been determined by the Secretary of the Treasury to meet the
requirements of Sec tion 40 1(a) of the Internal Revenue Code of 1954 are generally covered. You have p rovided the
PBGC with an IRS determination letter whic h states that your Plan met the requirements of § 401(a) of the Internal
Revenue Code. Y our P lan there fore appe ars to m eet the re quirements of Sec tion 40 21(a) of E RISA.
As you have noted, exceptions to this broad coverage are set forth in Section 4021(b) of ERISA, which provides
that: "This section does not apply to any plan [*4] -- (1) which is an individual account plan as defined in paragraph (34)
of section 3 of this act . . ." Section 3(34) of ERISA defines an individual account plan or a defined contribution plan
as:
. . . a pension plan which provides for an individual account for each participant and for benefits based solely upon
the amo unt contributed to the particip ant's acco unt, and any income, expenses, gains and losses, and any forfeitures of
acco unts of o ther pa rticipants which m ay be a llocated to such pa rticipant's account.
(Em phasis added.) The term "individual account plan" refers to a plan in which the level of benefits for each

employee may fluctuate up or down depending on the experience of the account. In your Plan, the level of benefits is
apparently fixed by a formula and is not dependent on the actual experience of each separate account; the interest rate
is not tied to the actual investment performance of the Plan's assets, but is based on specific provisions in the Plan
doc ument. Therefore, on the basis of the information you have supplied, it appears that the Plan is covered by the plan
termination insurance pro visions o f Title IV of ER ISA.
W e cannot, however, determine [*5] as yet the extent to which the Plan's benefits will be guaranteed by the PBGC
pursuant to the limitations set forth in § 4022(b) of ERISA. As you have noted, Guaranteed Benefits, 29 C.F.R. §
261 3.8, p rovid es:
If a benefit which is guaranteed under this part is payable in a single installment or substantially so under the terms
of the plan, or an option elected under the plan by the particip ant, the benefit will not be guaranteed or paid as such, but
the PBG C will guarantee the alternative benefit, if any, in the plan which provid es for the paym ent of eq ual periodic
installments for the life of the rec ipient.
Although the plan pro vides for op tional form of payment as a lump sum in Section 6.4 of the Plan, PBGC does not
guarantee the lump sum value of participants' benefits; PB GC guarantees only straight life annuity payments.
Furthermore, PB GC 's guarantee of plan benefits which are inc reased by amendme nt of the p lan is subject to p hase-in
over 5 years; see Se ction 4022(b)(1) and (7) of ERISA, 29 U.S.C.A. § 1322(b)(1) and (7). We do not in this letter
address to what extent the conversion of the Plan effected an "increase in the amount of a benefit" which would be
subje ct [*6] to phase-in.
W e also do not address issues arising under Titles I and II of ERISA in this letter. Questions relating to Titles I and
II of ERISA sho uld be add ressed , as app ropriate, to the Departm ent of Labo r or to the Internal Re venue Service.
I hope this response has been helpful to you. If you have any further questions concerning this matter, please contact
Karen U tiger, the staff attorney assigned to this case, at the ab ove address or at (202) 778-8 823 .
Carol Co nnor Flowe, Ge neral C ounsel

