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Advanced topics related to minimum 
funding rules still elicit plenty of questions from 
interested actuaries. At the 2009 Enrolled Actuaries 

Meeting, Chet Andrzejewski and Jess McGrath led a session 
that addressed a number of these issues, including contribution 
timing, credit balances, quarterly contributions, liquidity shortfall 
calculations, penalties for failing to making contributions, and 
small plan rules.

Andrzejewski, senior vice president for Aon Consulting in 
Baltimore, outlined some ground rules relevant to Sec. 430 mini-
mum funding calculations and noted specific topics that would 
not be addressed during this session (e.g., special rules for com-
mercial airlines and multiemployer plans). He then reviewed 
the timing requirements for minimum contributions, which are 
generally the same as under pre-Pension Protection Act (PPA) 
funding rules. He confirmed that contributions cannot be made 
prior to the beginning of the plan year. Andrzejewski also re-
viewed adjustments that must be made to contributions under 
PPA funding rules, and he provided some examples of how con-
tributions are discounted to the beginning of the plan year using 
the plan’s effective interest rate.

McGrath, principal for Mercer in New York, provided a 
comparison of the credit balance under pre-PPA funding rules 
to the two credit balances under post-PPA funding rules: the 
funding standard carryover balance (COB) and the prefunding 
balance (PFB). He described how the COB and PFB grow (or 
shrink) each year based on the return on the fair market value of 
plan assets. He also noted that the pre-PPA Schedule B method-
ology for determining the return on assets may not be appropri-
ate for this purpose because it does not reflect the timing of cash 
flows as required in the proposed regulations.

The session then turned to the impact of the COB and PFB 
on minimum funding calculations under post-PPA funding rules. 
McGrath illustrated various purposes for which the COB and PFB 
are or are not subtracted from the actuarial value of assets. In ad-
dition, he described how plan sponsors make a formal election to 

apply credit balances to satisfy contribution requirements. He also 
described how a PFB credit balance is established and provided 
several examples for determining the amount of PFB that is cre-
ated under various scenarios. McGrath then explained the rules 
for voluntary and involuntary forfeitures of credit balance and 
showed examples of some counterintuitive situations to illustrate 
the complexity of the post-PPA credit balance waiver rules.

McGrath wrapped up the discussion on credit balances by 
providing numerous real-life examples of “credit balances in ac-
tion” that illustrated options plan sponsors could consider based 
on the plan’s circumstances. Finally, he addressed a number of 
questions from session attendees and referenced several questions 
from the 2009 Gray Book that were relevant to the discussion.

Next, Andrzejewski outlined rules for determining quarterly 
contribution requirements and highlighted changes from the 
pre-PPA regulations. He provided several examples of quarterly 
contribution calculations for various plan situations and refer-
enced applicable questions from the 2009 Gray Book. When 
discussing due dates for quarterly contributions, he clarified 
that weekends and holidays do not delay contribution due dates, 
similar to the pre-PPA funding rules.

Andrzejewski then presented special rules related to quar-
terly contribution requirements in the event of a short plan year. 
He provided some examples that were applicable to situations 
in which either the current, or the prior, plan year was a short 
plan year. In the event of a short prior plan year, the prior short 
plan year contribution can’t be relied upon for determining the 
quarterly payment for the current year. In this situation, the actu-
ary must complete the actuarial valuation—or a good estimate 
of the current plan year minimum funding requirements—in 
advance of the first quarterly due date. Andrzejewski wrapped 
up the discussion on quarterly contribution requirements by 
providing practical examples of how credit balances may be used 
(elected) to satisfy quarterly contribution requirements. He also 
outlined required calculations and other actions in the event that 
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In Session 701 of the 2009 Enrolled Actuar-
ies Meeting, speakers jumped right into advanced topics 
of Internal Revenue Code Sec. 436, such as avoiding restric-

tions, implementing restrictions, and expiration of restrictions. 
Additionally, since many attendees are currently working with 
plan sponsors facing benefit restrictions, the session, which in-
cluded a representative from the Internal Revenue Service (IRS), 
focused heavily on direct questions and answers.

One key discussion item included changing the valuation meth-
odology to avoid restrictions. This was even more relevant since 
an IRS Employee Plan News released the day before the session 
announced that the use of the yield curve with an applicable month 
would be considered a reasonable interpretation. But will the appli-
cable month be in the final regulations for the yield curve? And will 
there be automatic approval at Jan. 1, 2010, for changes? James Hol-
land, assistant director for employee plans rulings and agreements 
for the IRS, alluded to automatic approval to avoid numerous filings 
but did not indicate what would qualify for automatic approval.

Credit balance forfeiture was another topic that prompted 
many questions. Credit balance forfeiture is mandatory if the 
forfeiture will avoid restrictions on accelerated distributions—
or will avoid any restrictions if it’s a collectively bargained plan. 
But what does this mean on Jan. 1 or April 1? And how does an 
election to use the credit balance for a Jan. 15 or April 15 quar-
terly—or the final Sept. 15—contribution interact with manda-
tory forfeitures? Holland indicated that chronology should be 
followed. Forfeitures of credit balance made in a plan year will 

take precedence over elections that occur later to use a credit 
balance to satisfy the prior year contribution.

The discussion moved from avoiding restrictions to imple-
menting restrictions, invoking even more questions. When a 
plan is subject to the 50 percent restriction, is the restriction 50 
percent of the actual lump sum—which could be the 417(e) mini-
mum based on the normal retirement benefit—or is it possibly 
50 percent of the present value of the subsidized early retirement 
annuity benefit? How does the level income option work? Is the 
acceleration the excess of the pre-change amount over the post-
change amount, or is it the excess of the pre-change amount over 
the original straight life annuity? Throughout the discussion, it 
was clear that the final regulations would need to provide mul-
tiple examples to clarify many interpretations.

The session ended with a short discussion on exiting restric-
tions. Once the adjusted funding target attainment percentage 
is certified as 60 percent or greater, benefit accruals would start 
again, unless the plan provides otherwise. Once the percentage 
is certified as 80 percent or greater, accelerated forms offered for 
subsequent annuity starting dates would apply when restrictions 
expire. Makeups generally would not be required. The speakers 
advised attendees to take care in drafting amendments and to be 
diligent in evaluating mergers. For instance, restricted amend-
ments could come into play if a less funded plan is merged with 
a better-funded plan.

Rachel Robinson is a principal for Towers Perrin in Atlanta.

Rachel Robinson

Rules for PPA Benefit Restrictions

a plan sponsor fails to make a quarterly contribution by the due 
date. There were a number of questions from session attendees 
related to this topic that the presenters addressed.

Rules for determining liquidity shortfall contributions were 
also covered, including what constitutes “liquid assets” (e.g., cash 
and marketable securities for which there is a liquid financial 
market) and how the liquidity shortfall calculation is complet-
ed. Andrzejewski outlined some examples of liquidity shortfall 
calculations and how such calculations affect quarterly contri-
bution requirements. The consequences of failing to satisfy li-
quidity shortfall requirements were also reviewed. The speakers 
noted that this may be more of a relevant issue for plans now, 
as compared to previous years, due to poor investment perfor-
mance during 2008 and early 2009.

McGrath provided a high-level review of special rules that 

apply to small plans. Small-plan rules apply when there are no 
more than 100 participants in all of the employer’s defined ben-
efit plans. For example, the valuation date does not have to be 
on the first day of the plan year for small plans.

Andrzejewski and McGrath concluded the session by 
providing attendees with references as to where they could 
obtain more information about the funding topics covered in 
this session: Sec. 430(f )-1 for more details on credit balances; 
Sec. 1.436-1(a)(5) and Sec. 436(g)(2) for deemed credit balance 
waiver rules; Sec 1.430(j)-1 for minimum funding requirement 
timing, quarterly contributions, liquidity shortfall contributions, 
definitions, and examples; and Sec. 54.4971(c)-1 for taxes upon 
failure to meet minimum funding requirements.

Leslie Olds is a principal for Towers Perrin in Atlanta.

<minimum funding, from Page 6



8 w w w . a c t u a r y . or  g �

On July 1, the FASB Accounting Standards Codifica-
tion was launched as the single source of authoritative 
nongovernmental U.S. Generally Accepted Accounting 

Principles (GAAP). This new codification presents accounting 
rules in a format very different than what actuaries are used to 
seeing. As such, the way accounting issues are researched and 
described—and how members discuss those issues with inter-
nal and external clients and auditors—will change. For example, 
Financial Accounting Standard (FAS) No. 87 will no longer be 
authoritative in its current form and instead its content will be 
reallocated to one or more sections of the single codification doc-
ument. All guidance from the Financial Accounting Standards 
Board (FASB) will be known as Accounting Standards Updates.

While the codification does not change GAAP, it introduces 
a new structure intended to:

The codification includes all accounting standards issued 
by a standard-setter within levels A through D of the current 
U.S. GAAP hierarchy. Those standard setters have included, 
among others, FASB, the American Institute of Certified Public 
Accountants, and the Emerging Issues Task Force. All other 
accounting literature not included in the codification will be 
considered nonauthoritative. The codification does not affect 
statutory accounting.

The codification itself will be available online in either a 
free, basic version or a version with more advanced research 
capabilities at an annual fee. FASB intends to issue an initial 
paper version but is not committing to doing so in future years. 
To prepare constituents for the change, FASB has provided a 
number of tools and training resources that Academy members 
should be aware of, including:
➜ ��An online tutorial available on the codification website at 

http://asc.fasb.org;
➜ ��A Notice to Constituents that includes a significant amount 

of background information available at http://asc.fasb.org;
➜ ��A codification question-and-answer document;
➜ ��FAS No. 168: The FASB Accounting Standards Codification 

and the Hierarchy of Generally Accepted Accounting Princi-
ples—a replacement of FASB Statement No. 162;

➜ ��Various webcasts, including a March 13, 2008, webcast en-
titled “The Move to Codification of U.S. GAAP;”

➜ ��“Countdown to Codification Alerts,” a series of weekly e-
mails featuring tips to help ease the transition to the new 
research system.�

While the proposed regulations under Sec. 436 of the Inter-
nal Revenue Code require only limited disclosure in an AFTAP 
certification, there was no disagreement that the Code of Pro-
fessional Conduct and standards of practice would require an 
actuarial report. However, there was discussion as to the ex-
tent of the actuary’s disclosure requirements when providing 
information for use in the funding notice under ERISA Sec. 
101(f ). The notice is a communication from an employer to 
plan participants, but the actuary might consider whether the 
liabilities or other values he or she has provided could be used 
(inadvertently or by design) to somehow mislead participants. 
The speakers suggested that reasonable steps an actuary could 
take to ensure that his or her work is not being misused would 
include, at least, requesting a copy of the notice from the plan 

sponsor and reviewing it to ensure that the calculated values 
were properly reported.

Finally, the speakers pointed out that the issues with respect 
to the form and timing of reports do not arise only in the con-
text of funding and AFTAP certifications but also often become 
an issue with financial disclosure calculations, pension expense 
determinations, and actuarial analysis in connection with merg-
ers and acquisitions. Actuaries can serve the public and protect 
themselves by carefully considering the various sources of guid-
ance with respect to reporting and disclosure.

Bruce Gaffney, principal and consulting actuary with the 
Benefits Consulting Group of Ropes & Gray LLP in Boston, is a 
contributing editor for the EAR.

New Codification of Accounting Standards
Editor’s Note: The following was an Academy Alert sent to Academy members on July 7, 2009.

➜ ��Reduce the amount of time and effort required 
to solve an accounting research issue;

➜ ����Improve usability of the literature, thereby 
mitigating the risk of noncompliance with 
standards;

➜ ����Provide real-time updates as new standards 
are released;

➜ ��Assist FASB with the research and 
convergence efforts required during the 
standard-setting process.
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