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IRS Finalizes Relative Value Disclosure Regulations

On March 24, 2006, the IRS issued final regulations requir-
ing pension plans to disclose the relative value of different
forms of pension benefits. As we reported in our July 2004

.Manﬁgﬂﬂiul_ALm_LaJ_Qp;jof which can be found at
Wwww.seyfarth.com/MAQ072604), the relative value regula-
tions were originally issued in December 2003, and were
generally applicable to retirement benefits beginning
October 1, 2004. However, the IRS subsequently delayed
the effective date on February 1, 2006 (with some excep-
tions described below), in part in response to criticism of the
complexity of the rules and in part to give plan sponsors a
chance to amend their plans to eliminate redundant benefit
forms.

The extension did not apply to plans that give retirees the
choice of a lump sum benefit that is less valuable than the
qualified joint and survivor annuity (“QJSA™), and also did
not apply to surviving spouses who are given a choice of dif-
ferent forms of benefit for the qualified preretirement sur-
vivor annuity (“QPSA”).

The final regulations issued on March 24th modified and
clarified the 2003 regulations, as discussed below. In gener-
al, the final regulations require reasonable good faith com-
pliance with the relative value disclosure regulations for
QJSA explanations provided before January 1, 2007.
However, the good faith standard does not apply to lump
sum payments that are less valuable than the QJSA benefit.
For these optional forms of payment, the original October 1,
2004 deadline from the 2003 regulations continues to apply.

Overview of 2006 Final Regulations

In most respects, the 2006 final regulations are consistent
with the previous IRS guidance, including the following key
points:

*  Prior to the issuance of the relative value regulations,
most plans simply described different forms of benefit
(i.e., life annuities and joint and survivor annuities) as
being equal in value. However, the relative value reg-
ulations require the plan to actually calculate, and dis-
close to retirees, the relative actuarial values of differ-

ent forms of benefit, using reasonable actuarial
assumptions that in many cases are different from the
actuarial factors used to convert one form of benefit
into another.

¢ The final regulations continue to allow plans to
describe the relative values of different forms of bene-
fit in general terms, including the use of reasonable
estimates to determine the amount of a participant’s
normal form of benefit. However, the plan must pro-
vide a more precise calculation for each retiree upon
request and must revise previously disclosed informa-
tion to be consistent with more precise information.

¢ The final regulations do not change the compliance
deadlines for QPSA explanations and QJSA explana-
tions for lump sums and other optional forms of pay-
ment subject to Code Section 417(e)(3).

Changes and Clarifications

The 2006 final regulations also make a number of important
changes and clarifications to the prior IRS guidance for rel-
ative value disclosure, including the following:

¢ The final regulations provide a new standard for deter-
mining whether an optional form of payment is approx-
imately equal to a straight life or QJSA benefit. Under
the new rule, an optional form of payment that is at
least 95% and no greater than 105% of the value of a
straight life or QJSA benefit may be described as
approximately equal in value to the benefit.

¢  The final regulations clarify that the relative value dis-
closure for an optional form of payment (including any
benefits with retroactive annuity starting dates) must
describe the amount and timing of benefits during the
participant’s lifetime, as well as the amount and timing
of benefits after the participant’s death.

¢ The final regulations also permit simplified explana-
tions for plans that offer a significant number of sub-
stantially similar optional forms of payment. In the
preambles to the final regulations, the IRS provides an
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example of a plan that offers a number of J&S annuity options with survivor
payments available in all whole number percentages between 50% and
100%. Under the final regulations, such a plan could provide a representa-
tive range of examples, which might include disclosing the relative value of
the 50% J&S option, the 75% J&S option, and the 100% J&S option.

¢ As noted above, the relative value regulations contain special rules that
apply to lump sum distributions. Technically, these rules apply not only to
lump sums, but to any form of benefit that must be calculated using the 30
year Treasury interest rate and the prescribed actuarial tables under Code
Section 417(e)(3). The IRS takes the position that Section 417(e)(3) also
applies to certain forms of level income options, under which the amount of
the benefit decreases when the retiree becomes eligible for social security,
and one example in the 2003 regulations stated that such a benefit was sub-
ject to Code Section 417(e)(3). Many commentators objected on the
grounds that this is an unresolved issue that would affect the calculation of
the benefit and not merely the manner in which it is disclosed, and should be
addressed separately. In response, the IRS deleted the example, but stated
that it was not changing its position on the applicability of Code Section
417(e)(3) to level income options.

Effective Dates

As discussed above, with respect to lump sums and other optional forms of ben-
efit subject to Code Section 417(e)(3), the relative value rules continue to apply
for QJSA explanations provided for annuity starting dates on or after October 1,
2004. For all other optional forms of benefit, the new rules apply to QJSA expla-
nations for annuity starting dates on or after February 1, 2006. Under the 2006
final regulations, however, plans can satisfy this deadline with reasonable good
faith compliance for QJSA explanations provided before January 1, 2007.

Plans that deferred relative value disclosures in reliance on the extension will
need to begin providing the disclosures in compliance with the final regulations
not later than January 1, 2007. Plans that began providing relative value disclo-
sures in 2004 (typically, cash balance plans that were not eligible for the exten-
sion because of the lump sum option) will need to check with their actuaries to
make sure the disclosures comply with the final regulations. This will particu-
larly be the case if the disclosures provide that certain benefit forms are “approx-
imately equal”, in light of the new definition contained in the final regulations.

In addition, as noted above one reason the IRS deferred the relative value require-
ments was to give plan sponsors an opportunity to eliminate redundant benefit
forms under the new protected benefit regulations that took effect January 1,
2006. Although the final regulations simplify the disclosures required for multi-
ple forms of benefit, plan sponsors that have not already done so may still wish
to review their plans and determine whether some forms of benefit are of rela-
tively little value to retirees and can be simply eliminated prior to the end of 2006.

If you have any questions concerning this Management Alert, please contact the
Seyfarth Shaw LLP Employee Benefits Group attﬁtl\?lﬁm;/umlhﬂhaceﬂyou work or
any Employee Benefits attorney on the website at .seyfarth.com.

This newsletter is a periodical publication of Seyfarth Shaw LLP and should not be consfrued as legal advice or a legal opin-
ion on any specific fads or circumstances. The contents are infended for general information purposes only, and you are
urged fo consult a lawyer conceming your own situation and any specific legal questions you may have. For further infor-
mation about these contents, please contact the firm’s Employee Benefits Practice Group.
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