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Overview of Pension Plan Terminations

Quantitative due diligence has to be performed in assessing funded status on a termination basis and plan sponsor has to decide to
terminate a qualified defined benefit pension plan. Also several actuarial, legal and other administrative duties as well as
governmental filings are necessary to effectuate plan termination. Overall process is time consuming and complex. This article
provides overview of various tasks, responsibilities and timing considerations.

Freeze Plan Benefit Accruals

Most plan sponsors will want to freeze benefit accruals and provide participants with required advance notice. This limits plan from
additional liability (benefit accruals) which may result if plan termination process does not go exactly as planned. Once participants
are timely notified of benefit accrual freeze, benefit promises under plan are definitely determinable (i.e., frozen) and plan
termination process can commence.

Finalize Accrued Benefit Calculations

Once plan freeze date is determined, final accrued benefit for each plan participant should be calculated. First step is to obtain
demographic (accurate and complete census file with all information necessary to calculate accrued benefits) and plan information.
Current plan document and all amendments, administrative procedure manuals, and summary plan descriptions should provide
ample education and documentation for calculating accrued benefits under plan. If any discrepancies between plan documentation,
precedent, and current calculation results, a filing under Internal Revenue Services (IRS) Employee Plans Compliance Resolution
System may be warranted. Refer to IRS Revenue Procedure 2008-50 for information on correction procedures.

Establish Short-Term Investment Philosophy

With a pending plan termination, investment horizon has shortened. Plan asset managers, investment committee, trustees, etc.
should strategize on investment mix for short-term until all plan assets are distributed from trust. This considerably mitigates
inherent risks (and conceptually rewards) pertaining to asset fluctuations.

Amend Plan Document

Plan document needs to be amended and/or restated to incorporate current legislative requirements. Expertise of qualified ERISA
legal counsel is recommended to ensure all applicable provisions of plan are up-to-date.

Plan Termination-Governmental Filings

Two primary governmental entities involved in terminating a pension plan are the IRS and Pension Benefit Guaranty Corporation
(PBGC). PBGC website has all forms and instructions (and quite helpful guidance too) necessary to meet PBGC Standard
Termination filing requirements. IRS website has all forms and instructions pertaining to application for a favorable determination
letter. Refer to http://www.pbgc.gov/practitioners/plan-terminations/content/ page13260.html and http://www.irs.gov/
formspubs/index.html

Meeting IRS and PBGC Plan Termination Requirements

A filing for an IRS favorable determination letter upon plan termination is not mandatory. Most practitioners recommend filing for
a favorable determination letter from IRS to ensure plan’s qualification requirements have been met and to receive IRS blessing. A
filing is required with PBGC. Several IRS and PBGC filing requirements as well as participant notices must each be timely filed and
sent. Primary requirements:

1 PBGC Notice of Intent to Terminate (NOIT) – This informs participants of plan sponsors intent to terminate plan. It is issued
to all affected participants (employees, former employees, retirees, beneficiaries, and labor organizations) at least 60, but not
more than 90, days in advance of proposed plan termination date.

2 PBGC Notice of Plan Benefit (NOPB) – NOPB reports plan benefit information to participant. It contains all specific
detailed data used to determine participants plan benefit as well information pertaining to plan termination and their options
with respect to benefit receipt. Additionally, if a lump sum is offered, estimated lump sum and actuarial basis for determining
such are reported on the NOPB. NOPB is issued to all affected participants (employees, former employees, retirees,
beneficiaries, alternate payees, etc.) on or before date Standard Termination Notice is filed with PBGC.

3 IRS Notice to Interested Parties – This informs participants of plan sponsors intent to file plan termination with IRS. It is
issued to all affected participants (employees, former employees, retirees, beneficiaries, and labor organizations) at least 7, but
not more than 21, days prior to filing IRS Form 5310.



4 IRS Form 5310 and 6088 – IRS Form 5310 (Application for Determination for
Terminating Plan) and IRS Form 6088 (Distributable Benefits from Employee
Pension Benefit Plans) are two forms required to be completed and filed as soon
as possible after proposed plan termination date. A User Fee (File form 8717)
accompanies IRS filing – fee is based on type of plan submitted and
demonstrations attached. The 5310 and 6088 report basic plan information (type
of plan, coverage, rationale for terminating, etc.) and plan benefit data for the top
25 paid participants. Note: To safeguard against unforeseen delays in distributing
benefits, IRS filing should be made prior to PBGC Standard Termination Notice
filing in order to qualify for an extended distribution deadline.

5 PBGC Standard Termination Notice (Form 500 and Schedule EA-S) –

Standard Termination Notice must be filed within 180 days of proposed plan
termination date. Form 500 contains basic information pertaining to plan
termination and certifications that Standard Termination notices have been
provided plan participants. A certification on Schedule EA-S by the Enrolled
Actuary that plan has sufficient assets to meet benefit obligations is required.

6 Annuity Placement – For those participants not offered or paid a lump sum,
plan sponsor must satisfy benefit commitment to participant by selecting an
insurance company and terminally funding benefits by paying insurance company
a premium. Certain requirement must be met when selecting an insurance
company. Placement of the annuities is one area plan sponsor and/or Enrolled
Actuary will need guidance. A knowledgeable insurance agent coupled with
financial and actuarial expertise will provide necessary due diligence and rigor to
effectuate settling plan obligations with a “safest available” insurance company
and meet fiduciary standards of ERISA. Refer to Department of Labor Internal
Bulletin 95-1.

7 PBGC Notice of Annuity Information – A Notice of Annuity Information
provides participants information pertaining to chosen insurance company for
which annuities have been placed. Notice must be issued at least 45 days prior to
actual distribution. 

8 PBGC Post Distribution Certification – This is last step with plan termination.
Plan sponsor certifies to PBGC that all benefit liabilities have been settled (lump
sums and/or annuity placement) and confirms Notice of Annuity Information
was timely issued.

Ongoing Administration

During plan termination process plan must continue to be administered. Retiring
participants benefits should commence in accord with their election, IRS and PBGC
annual reporting requirements must be met and minimum required contributions
should be made.

The Mesirow Financial name and logo are registered service marks of Mesirow Financial Holdings, Inc. Securities offered

through Mesirow Financial, Inc. Member NYSE/SIPC. 

© 2008, The Actuarial Digest, reprinted with permission.

1500 South Lakeside Drive, Suite 115 | Bannockburn, Illinois | 60015 | 847.444.2655
www.mesirowfinancial.com

For Further Information

Please contact:

Gregory P. Giles

President and Senior Managing Director

Compensation and 

Executive Benefit Strategies 

Direct–847.444.2660

Fax–847.444.2665

ggiles@mesirowfinancial.com

David E. Rumas, FCA, EA, MAAA

Senior Vice President 

Compensation and

Executive Benefit Strategies 

Direct–847.444.2690

Fax–847.444.2665

drumas@mesirowfinancial.com



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /CMYK
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo false
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e9ad88d2891cf76845370524d53705237300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc9ad854c18cea76845370524d5370523786557406300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV (Za stvaranje Adobe PDF dokumenata najpogodnijih za visokokvalitetni ispis prije tiskanja koristite ove postavke.  Stvoreni PDF dokumenti mogu se otvoriti Acrobat i Adobe Reader 5.0 i kasnijim verzijama.)
    /HUN <>
    /ITA <>
    /JPN <FEFF9ad854c18cea306a30d730ea30d730ec30b951fa529b7528002000410064006f0062006500200050004400460020658766f8306e4f5c6210306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103055308c305f0020005000440046002030d530a130a430eb306f3001004100630072006f0062006100740020304a30883073002000410064006f00620065002000520065006100640065007200200035002e003000204ee5964d3067958b304f30533068304c3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020ace0d488c9c80020c2dcd5d80020c778c1c4c5d00020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken die zijn geoptimaliseerd voor prepress-afdrukken van hoge kwaliteit. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents best suited for high-quality prepress printing.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /ConvertToCMYK
      /DestinationProfileName ()
      /DestinationProfileSelector /DocumentCMYK
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure false
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles false
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /DocumentCMYK
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /UseDocumentProfile
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


