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25968. CIRCUMSTANCES NECESSITATING COLLECTION OF INFORMATION

This document contains final regulations providing guidance relating to the application
of the section 204(h) notice requirements to a pension plan amendment that is permitted
to reduce benefits accrued before the plan amendment’s applicable amendment date.

This Treasury decision amends §54.4980F-1 of the regulations to reflect changes made to
section 4980F by the Pension Protection Act of 2006, Public Law 109-280 (120
Stat.780). These final regulations generally affect sponsors, administrators, participants,
and beneficiaries of pension plans.

Requirements of Internal Revenue Code section 4980F(e) and ERISA section 204(h).
Section 4980F of the Internal Revenue Code (section 4980F) and section 204(h) of the
Employee Retirement Income Security Act of 1974, as amended (ERISA), 29 U.S.C.
1054(h) (section 204(h)) each generally requires notice of an amendment to an applicable
pension plan that either provides for a significant reduction in the rate of future benefit
accrual or that eliminates or significantly reduces an early retirement benefit or
retirement-type subsidy. The notice is required to be provided to plan participants and
alternate payees who are applicable individuals, to certain employee organizations, and to
contributing employers under a multiemployer plan. The plan administrator must
generally provide the notice before the effective date of the plan amendment.

Explanation of notice requirements—(1) In general. Section 204(h) notice must include
sufficient information to allow applicable individuals to understand the effect of the plan
amendment. In order to satisfy this rule, a plan administrator providing section 204(h)
notice must generally satisfy 54.4980F-1. See paragraph (g)(3) of Q&A-9 (26 CFR
54.4980F-1) for special rules relating to section 204(h) notices provided in connection
with certain other written notices. See also paragraph (g)(4) of Q&A-9 for a delegation
of authority to the Commissioner to provide special rules.

(2) Information in section 204(h) notice. The information in a section 204(h) notice must
be written in a manner calculated to be understood by the average plan participant and to
apprise the applicable individual of the significance of the notice.

(3) Required narrative description of amendment—(i) Reduction in rate of future benefit
accrual. In the case of an amendment reducing the rate of future benefit accrual, the
notice must include a description of the benefit or allocation formula prior to the
amendment, a description of the benefit or allocation formula under the plan as amended,
and the effective date of the amendment.



(ii) Reduction in early retirement benefit or retirement-type subsidy. In the case of an
amendment that reduces an early retirement benefit or retirement-type subsidy (other
than as a result of an amendment reducing the rate of future benefit accrual), the notice
must describe how the early retirement benefit or retirement-type subsidy is calculated
from the accrued benefit before the amendment, how the early retirement benefit or
retirement-type subsidy is calculated from the accrued benefit after the amendment, and
the effective date of the amendment. For example, if, for a plan with a normal retirement
age of 65, the change is from an unreduced normal retirement benefit at age 55 to an
unreduced normal retirement benefit at age 60 for benefits accrued in the future, with an
actuarial reduction to apply for benefits accrued in the future to the extent that the early
retirement benefit begins before age 60, the notice must state the change and specify the
factors that apply in calculating the actuarial reduction (for example, a 5% per year
reduction applies for early retirement before age 60).

(4) Sufficient information to determine the approximate magnitude of reduction—(i)
General rule. (A) Section 204(h) notice must include sufficient information for each
applicable individual to determine the approximate magnitude of the expected reduction
for that individual. Thus, in any case in which it is not reasonable to expect that the
approximate magnitude of the reduction for each applicable individual will be reasonably
apparent from the description of the amendment provided in accordance with paragraph
(a)(3) of this Q&A-11, further information is required. The further information may be
provided by furnishing additional narrative information or in other information that
satisfies this paragraph of this section.

(B) To the extent any expected reduction is not uniformly applicable to all participants,
the notice must either identify the general classes of participants to whom the reduction is
expected to apply, or by some other method include sufficient information to allow each
applicable individual receiving the notice to determine which reductions are expected to
apply to that individual.

(ii) Tllustrative examples—(A) Requirement generally. The requirement to include
sufficient information for each applicable individual to determine the approximate
magnitude of the expected reduction for that individual under (a)(4)(i)(A) of this Q&A-
11 is deemed satisfied if the notice includes one or more illustrative examples showing
the approximate magnitude of the reduction in the examples, as provided in this
paragraph (a)(4)(ii). Illustrative examples are in any event required to be provided for
any change from a traditional defined benefit formula to a cash balance formula or a
change that results in a period of time during which there are no accruals (or minimal
accruals) with regard to normal retirement benefits or an early retirement subsidy (a
wear-away period).

(B) Examples must bound the range of reductions. Where an amendment results in
reductions that vary (either among participants, as would occur for an amendment
converting a traditional defined benefit formula to a cash balance formula, or over time
as to any individual participant, as would occur for an amendment that results in a wear-



away period), the illustrative example(s) provided in accordance with this paragraph (a)
(4)(ii) must show the approximate range of the reductions. However, any reductions that
are likely to occur in only a de minimis number of cases are not required to be taken into
account in determining the range of the reductions if a narrative statement is included to
that effect and examples are provided that show the approximate range of the reductions
in other cases. Amendments for which the maximum reduction occurs under identifiable
circumstances, with proportionately smaller reductions in other cases, may be illustrated
by one example illustrating the maximum reduction, with a statement that smaller
reductions also occur. Further, assuming that the reduction varies from small to large
depending on service or other factors, two illustrative examples may be provided
showing the smallest likely reduction and the largest likely reduction.

(C) Assumptions used in examples. The examples provided under this paragraph (a)(4)
(ii) are not required to be based on any particular form of payment (such as a life annuity
or a single sum), but may be based on whatever form appropriately illustrates the
reduction. The examples generally may be based on any reasonable assumptions (for
example, assumptions relating to the representative participant's age, years of service,
and compensation, along with any interest rate and mortality table used in the
illustrations, as well as salary scale assumptions used in the illustrations for amendments
that alter the compensation taken into account under the plan), but the section 204(h)
notice must identify those assumptions. However, if a plan's benefit provisions include a
factor that varies over time (such as a variable interest rate), the determination of whether
an amendment is reasonably expected to result in a wear-away period must be based on
the value of the factor applicable under the plan at a time that is reasonably close to the
date section 204(h) notice is provided, and any wear-away period that is solely a result of
a future change in the variable factor may be disregarded. For example, to determine
whether a wear-away occurs as a result of a section 204(h) amendment that converts a
defined benefit plan to a cash balance pension plan that will credit interest based on a
variable interest factor specified in the plan, the future interest credits must be projected
based on the interest rate applicable under the variable factor at the time section 204(h)
notice is provided.

(D) Individual statements. This paragraph (a)(4)(ii) may be satisfied by providing a
statement to each applicable individual projecting what that individual's future benefits
are reasonably expected to be at various future dates and what that individual's future
benefits would have been under the terms of the plan as in effect before the section
204(h) amendment, provided that the statement includes the same information required
for examples under paragraphs (a)(4)(ii)(A) through (C) of this Q&A-11, including
showing the approximate range of the reductions for the individual if the reductions vary
over time and identification of the assumptions used in the projections.

(5) No false or misleading information. A section 204(h) notice may not include
materially false or misleading information (or omit information so as to cause the
information provided to be misleading).



(6) Additional information when reduction not uniform—(i) In general. If an amendment
by its terms affects different classes of participants differently (e.g., one new benefit
formula will apply to Division A and another to Division B), then the requirements of
paragraph (a) of this Q&A-11 apply separately with respect to each such general class of
participants. In addition, the notice must include sufficient information to enable an
applicable individual who is a participant to understand which class he or she is a
member of.

(ii) Option for different section 204(h) notices. If a section 204(h) amendment affects
different classes of applicable individuals differently, the plan administrator may provide
to differently affected classes of applicable individuals a section 204(h) notice
appropriate to those individuals. Such section 204(h) notice may omit information that
does not apply to the applicable individuals to whom it is furnished, but must identify the
class or classes of applicable individuals to whom it is provided.

(b) Examples. The following examples illustrate the requirements paragraph (a) of this
Q&A-11. In each example, it is assumed that the actual notice provided is written in a
manner calculated to be understood by the average plan participant and to apprise the
applicable individual of the significance of the notice in accordance with paragraph (a)(2)
of this Q&A-11. The examples are as follows:

Example 1. (i) Facts. Plan A provides that a participant is entitled to a normal retirement
benefit of 2% of the participant's average pay over the 3 consecutive years for which the
average is the highest (highest average pay) multiplied by years of service. Plan A is
amended to provide that, effective January 1, 2004, the normal retirement benefit will be
2% of the participant's highest average pay multiplied by years of service before the
effective date, plus 1% of the participant's highest average pay multiplied by years of
service after the effective date. The plan administrator provides notice that states: “Under
the Plan's current benefit formula, a participant's normal retirement benefit is 2% of the
participant's average pay over the 3 consecutive years for which the average is the
highest multiplied by the participant's years of service. This formula is being changed by
a plan amendment. Under the Plan as amended, a participant's normal retirement benefit
will be the sum of 2% of the participant's average pay over the 3 consecutive years for
which the average is the highest multiplied by years of service before the January 1, 2004
effective date, plus 1% of the participant's average pay over the 3 consecutive years for
which the average is the highest multiplied by the participant's years of service after
December 31, 2003. This change is effective on January 1, 2004.” The notice does not
contain any additional information.

(ii) Conclusion. The notice satisfies the requirements of paragraph (a) of this Q&A-11.

Example 2. (i) Facts. Plan B provides that a participant is entitled to a normal retirement
benefit at age 64 of 2.2% of the participant's career average pay multiplied by years of
service. Plan B is amended to cease all accruals, effective January 1, 2004. The plan
administrator provides notice that includes a description of the old benefit formula, a
statement that, after December 31, 2003, no participant will earn any further accruals,



and the effective date of the amendment. The notice does not contain any additional
information.

(ii) Conclusion. The notice satisfies the requirements of paragraph (a) of this Q&A-11.

Example 3. (i) Facts. Plan C provides that a participant is entitled to a normal retirement
benefit at age 65 of 2% of career average compensation multiplied by years of service.
Plan C is amended to provide that the normal retirement benefit will be 1% of average
pay over the 3 consecutive years for which the average is the highest multiplied by years
of service. The amendment only applies to accruals for years of service after the
amendment, so that each employee's accrued benefit is equal to the sum of the benefit
accrued as of the effective date of the amendment plus the accrued benefit equal to the
new formula applied to years of service beginning on or after the effective date. The plan
administrator provides notice that describes the old and new benefit formulas and also
explains that for an individual whose compensation increases over the individual's career
such that the individual's highest 3-year average exceeds the individual's career average,
the reduction will be less or there may be no reduction. The notice does not contain any
additional information.

(ii) Conclusion. The notice satisfies the requirements of paragraph (a) of this Q&A-11.

Example 4. (i) Facts. (A) Plan D is a defined benefit pension plan under which each
participant accrues a normal retirement benefit, as a life annuity beginning at the normal
retirement age of 65, equal to the participant's number of years of service multiplied by
1.5 percent multiplied by the participant's average pay over the 3 consecutive years for
which the average is the highest. Plan D provides early retirement benefits for former
employees beginning at or after age 55 in the form of an early retirement annuity that is
actuarially equivalent to the normal retirement benefit, with the reduction for early
commencement based on reasonable actuarial assumptions that are specified in Plan D.
Plan D provides for the suspension of benefits of participants who continue in
employment beyond normal retirement age, in accordance with section 203(a)(3)(B) of
ERISA and regulations thereunder issued by the Department of Labor. The pension of a
participant who retires after age 65 is calculated under the same normal retirement
benefit formula, but is based on the participant's service credit and highest 3-year pay at
the time of late retirement with any appropriate actuarial increases.

(B) Plan D is amended, effective July 1, 2005, to change the formula for all future
accruals to a cash balance formula under which the opening account balance for each
participant on July 1, 2005, is zero, hypothetical pay credits equal to 5 percent of pay are
credited to the account thereafter, and hypothetical interest is credited monthly based on
the applicable interest rate under section 417(e)(3) of the Internal Revenue Code at the
beginning of the quarter. Any participant who terminates employment with vested
benefits can receive an actuarially equivalent annuity (based on the same reasonable
actuarial assumptions that are specified in Plan D) commencing at any time after
termination of employment and before the plan's normal retirement age of 65. The
benefit resulting from the hypothetical account balance is in addition to the benefit



accrued before July 1, 2005 (taking into account only service and highest 3-year pay
before July 1, 2005), so that it is reasonably expected that no wear-away period will
result from the amendment. The plan administrator expects that, as a general rule,
depending on future pay increases and future interest rates, the rate of future benefit
accrual after the conversion is higher for participants who accrue benefits before
approximately age 50 and after approximately age 70, but is lower for participants who
accrue benefits between approximately age 50 and age 70.

(C) The plan administrator of Plan D announces the conversion to a cash balance formula
on May 16, 2005. The announcement is delivered to all participants and includes a
written notice that describes the old formula, the new formula, and the effective date.

(D) In addition, the notice states that the Plan D formula before the conversion provided
a normal retirement benefit equal to the product of a participant's number of years of
service multiplied by 1.5 percent multiplied by the participant's average pay over the 3
years for which the average is the highest (highest 3-year pay). The notice includes an
example showing the normal retirement benefit that will be accrued after June 30, 2005
for a participant who is age 49 with 10 years of service at the time of the conversion. The
plan administrator reasonably believes that such a participant is representative of the
participants whose rate of future benefit accrual will be reduced as a result of the
amendment. The example estimates that, if the participant continues employment to age
65, the participant's normal retirement benefit for service from age 49 to age 65 will be
$657 per month for life. The example assumes that the participant's pay is $50,000 at age
49. The example states that the estimated $657 monthly pension accrues over the 16-year
period from age 49 to age 65 and that, based on assumed future pay increases, this
amount annually would be 9.1 percent of the participant's highest 3-year pay at age 65,
which over the 16 years from age 49 to age 65 averages 0.57 percent per year multiplied
by the participant's highest 3-year pay. The example also states that the sum of the
monthly annuity accrued before the conversion in the 10-year period from age 39 to age
49 plus the $657 monthly annuity estimated to be accrued over the 16-year period from
age 49 to age 65 is $1,235 and that, based on assumed future increases in pay, this would
be 17.1 percent of the participant's highest 3-year pay at age 65, which over the
employee's career from age 39 to age 65 averages 0.66 percent per year multiplied by the
participant's highest 3-year pay. The notice also includes two other examples with similar
information, one of which is intended to show the circumstances in which a small
reduction may occur and the other of which shows the largest reduction that the plan
administrator thinks is likely to occur. The notice states that the estimates are based on
the assumption that pay increases annually after June 30, 2005, at a 4 percent rate. The
notice also specifies that the applicable interest rate under section 417(e) for hypothetical
interest credits after June 30, 2005 is assumed to be 6 percent, which is the section 417(e)
of the Internal Revenue Code applicable interest rate under the plan for 2005.

(ii) Conclusion. The information in the notice, as described in paragraph (i)(C) and (i)(D)
of this Example 4, satisfies the requirements of paragraph (a)(3) of this Q&A-11 with

respect to applicable individuals who are participants. The requirements of paragraph (a)
(4) of this Q&A-11 are satisfied because, as noted in paragraph (i)(D) of this Example 4,
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the notice describes the old formula and describes the estimated future accruals under the
new formula in terms that can be readily compared to the old formula, i.e., the notice
states that the estimated $657 monthly pension accrued over the 16-year period from age
49 to age 65 averages 0.57 percent of the participant's highest 3-year pay at age 65. The
requirement in paragraph (a)(4)(ii) of this Q&A-11 that the examples include sufficient
information to be able to determine the approximate magnitude of the reduction would
also be satisfied if the notice instead directly stated the amount of the monthly pension
that would have accrued over the 16-year period from age 49 to age 65 under the old
formula.

Example 5. (i) Facts. The facts are the same as in Example 4, except that, under the plan
as in effect before the amendment, the early retirement pension for a participant who
terminates employment after age 55 with at least 20 years of service is equal to the
normal retirement benefit without reduction from age 65 to age 62 and reduced by only 5
percent per year for each year before age 62. As a result, early retirement benefits for
such a participant constitute a retirement-type subsidy. The plan as in effect after the
amendment provides an early retirement benefit equal to the sum of the early retirement
benefit payable under the plan as in effect before the amendment taking into account only
service and highest 3-year pay before July 1, 2005, plus an early retirement annuity that
is actuarially equivalent to the account balance for service after June 30, 2005. The notice
provided by the plan administrator describes the old early retirement annuity, the new
early retirement annuity, and the effective date. The notice includes an estimate of the
early retirement annuity payable to the illustrated participant for service after the
conversion if the participant were to retire at age 59 (which the plan administrator
believes is a typical early retirement age) and elect to begin receiving an immediate early
retirement annuity. The example states that the normal retirement benefit expected to be
payable at age 65 as a result of service from age 49 to age 59 is $434 per month for life
beginning at age 65 and that the early retirement annuity expected to be payable as a
result of service from age 49 to age 59 is $270 per month for life beginning at age 59.
The example states that the monthly early retirement annuity of $270 is 38 percent less
than the monthly normal retirement benefit of $434, whereas a 15 percent reduction
would have applied under the plan as in effect before the amendment. The notice also
includes similar information for examples that show the smallest and largest reduction
that the plan administrator thinks is likely to occur in the early retirement benefit. The
notice also specifies the applicable interest rate, mortality table, and salary scale used in
the example to calculate the early retirement reductions.

(ii) Conclusion. The information in the notice, as described in paragraphs (i)(C) and (D)
of Example 4 and paragraph (i) of this Example 5, satisfies the requirements of
paragraph (a)(3) of this Q&A-11 with respect to applicable individuals who are
participants. The requirements of paragraph (a)(4) of this Q&A-11 are satisfied because,
as noted in paragraph (i) of this Example 5, the notice describes the early retirement
subsidy under the old formula and describes the estimated early retirement pension under
the new formula in terms that can be readily compared to the old formula, i.e., the notice
states that the monthly early retirement pension of $270 is 38 percent less than the
monthly normal retirement benefit of $434, whereas a 15 percent reduction would have
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applied under the plan as in effect before the amendment. The requirements of paragraph
(a)(4)(ii) of this Q&A-11 that the examples include sufficient information to be able to
determine the approximate magnitude of the reduction would also be satisfied if the
notice instead directly stated the amount of the monthly early retirement pension that
would be payable at age 59 under the old formula.

USE OF DATA

The information contained in the notice will be used to inform qualified plan participants
that their future benefit accrual under the plan may be reduced in the future.

USE OF IMPROVED INFORMATION TECHNOLOGY TO REDUCE BURDEN

The final regulations provide rules for use of new technology in providing the required
notice. Twenty percent of the responses will be collected electronically.

EFFORTS TO IDENTIFY DUPLICATION

The information obtained through this collection is unique and is not already available
for use or adaptation from another source.

METHODS TO MINIMIZE BURDEN ON SMALL BUSINESSES OR OTHER

SMALL ENTITIES

There is minimal to no burden on small businesses or entities by this collection due to the
inapplicability of the authorizing statute to this type of entity.

CONSEQUENCES OF LESS FREQUENT COLLECTION ON FEDERAL
PROGRAMS OR POLICY ACTIVITIES

The notice requirement under section 204 of ERISA and section 4980F of the Code is
necessary because it informs applicable individuals of the effect of a plan amendment
that either provides for a significant reduction in the rate of future benefit accrual or that
eliminates or significantly reduces an early retirement benefit or retirement-type subsidy.

This notice is important tool in providing retirement security to affected employees.

IRS asks for the information to carry out the Internal Revenue laws of the United States.
IRS needs it to ensure taxpayers are complying with the laws, and to allow IRS to figure
and collect the right amount of tax.

SPECIAL CIRCUMSTANCES REQUIRING DATA COLLECTION INCONSISTENT
WITH GUIDELINES IN 5 CFER 1320.5(D)(2).

There are no special circumstances requiring data collection to be inconsistent with
guidelines in 5 CFR 1320.5(d)(2).



10.

11.

12.

13.

CONSULTATION WITH INDIVIDUALS OUTSIDE OF THE AGENCY ON
AVAILABILITY OF DATA, FREQUENCY OF COLLECTION, CLARITY OF
INSTRUCTIONS AND FORMS, AND DATA ELEMENTS

In response to the Federal Register notice dated June 14, 2017 (82 FR 27326), we
received no comments during the comment period regarding TD 9472.

EXPLANATION OF DECISION TO PROVIDE ANY PAYMENT OR GIFT TO
RESPONDENTS

There has been no payments or gifts provided to respondents.

ASSURANCE OF CONFIDENTIALITY OF RESPONSES

Generally, tax returns and tax return information are confidential as required by 26 USC
6103.

JUSTIFICATION OF SENSITIVE QUESTIONS

No personally identifiable information (PII) is collected.

ESTIMATED BURDEN OF INFORMATION COLLECTION

Information collection requirements are in §54.4980F-1 and implement requirements of
section 4980F and section 204(h) that a plan administrator provide notice to participants
and certain other parties if certain pension plans are amended to provide for a significant
reduction in the rate of future benefit accrual. We estimate that 4,000 respondents will
spend an average of 10 hours preparing the notices. The reporting burden for this
requirement is 40,000 hours.

# Responses
# of per Annual Hours per
Authority Description Respondents | Respondent | Responses Response Total Burden
IRC§
54.4980F-1 and Providing notice to
IRC § 204(h) participants 4,000 1 4,000 10 40,000
Totals 4,000 40,000

Estimates of the annualized cost to respondents for the hour burdens shown are not
available at this time.

ESTIMATED TOTAL ANNUAL COST BURDEN TO RESPONDENTS

To ensure more accuracy and consistency across its information collections, IRS is
currently in the process of revising the methodology it uses to estimate burden and costs.
Once this methodology is complete, IRS will update this information collection to reflect
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14.

15.

16.

17.

18.

a more precise estimate of burden and costs.

ESTIMATED ANNUALIZED COST TO THE FEDERAL GOVERNMENT

To ensure more accuracy and consistency across its information collections, IRS is
currently in the process of revising the methodology it uses to estimate burden and costs.
Once this methodology is complete, IRS will update this information collection to reflect
a more precise estimate of burden and costs.

REASONS FOR CHANGE IN BURDEN

There is no change in the paperwork burden previously approved by OMB.
This information collection is being submitted for renewal purposes only.

PLANS FOR TABULATION, STATISTICAL ANALYSIS AND PUBLICATION

There are no plans for tabulation, statistical analysis, and publication.

REASONS WHY DISPLAYING THE OMB EXPIRATION DATE IS

INAPPROPRIATE

IRS believes that displaying the OMB expiration date is inappropriate because it could
cause confusion by leading taxpayers to believe that the form or regulation sunsets as of
the expiration date. Taxpayers are not likely to be aware that the Service intends to
request renewal of the OMB approval and obtain a new expiration date before the old
one expires.

EXCEPTIONS TO THE CERTIFICATION STATEMENT

There are no exceptions to the certification statement.

Note: The following paragraph applies to all of the collections of information in this
submission:

An agency may not conduct or sponsor, and a person is not required to respond to, a
collection of information unless the collection of information displays a valid OMB
control number. Books or records relating to a collection of information must be
retained as long as their contents may become material in the administration of any
internal revenue law. Generally, tax returns and tax return information are confidential,
as required by 26 U.S.C. 6103.
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