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Issue One

Whether the Plan meets minimum participation requirements of section 401 (a)(26) of
the Intemal Revenue Code (Code).

Issue Two

Whether the general test demonstrates compliance with nondiscrimination requirements
of section 401(a)(4) of the Code.
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Eacts

A Form 5300, Application for Determination for Employee Benefit Plan, dated

February 25, 2002, was submitted on behalf of the Plan to the Internal Revenue Service
(Service). The request was for an initial determination as to the qualified status of the
Plan which became effective on July 1, 2002. The request for a determination was
subsequently referred to Headquarters in Washington, D.C. for technical advice on
whether the Plan satisfied the minimum participation requirements of section 401(a)(26)
of the Internal Revenue Code (Code) and whether the general test demonstrated
compliance with the nondiscrimination requirements of section 401(a)(4) of the Code.
At the time the request for technical advice was submitted to Headquarters, the
Taxpayer had an initial proposed amendment and a Demonstration 6 (“Original Demo
6") based on the initial proposed amendment in an effort to demonstrate compliance
with section 401(a){4) of the Code. The Taxpayer also attempted to demonstrate that
the Plan met the minimum participation requirements of section 401 (a)(26) of the Code.
Our office reached a tentative adverse conclusion with respect to the issues raised in
the request. In a letter dated August-15, 2005, the Taxpayer was notified of our adverse
position. Ultimately, in response to our adverse position, the Taxpayer submitted a
proposed amendment (2008 Proposed Amendment) on March 2, 2006, to address the
issues that the Service had with the Plan.

Pl isions

in what follows, unless otherWIseﬂoled, Plan language is cited as written in the original
Plan document.

Section 2.1 of the Plan provides that the Accrued Benefit is the value of the benefits
provided under the terms of the Plan to a Participant or Beneficiary. The normal benefit
form for payment of a Participant's vested Accrued Benefit shall be a monthly single life
annuity beginning on his Normal Retirement Date.

Section 2.2 of the Plan provides that for purposes of computing actuarially equivalent
benefits under the Plan: (a) an interest rate of 6% compounded annually and the
Applicable Mortality Table described below shall be used to compute the actuarially
equivalent benefit forms at every age and to compute the present value of benefits at
the Normal Retirement Age, (b) an interest rate of 6% compounded annually and no
mortality shall be used to increase the present value of benefits from the Normal
Retirement Age to a later age, and (¢) an interest rate of 6% compounded annually and
no mortality shall be used to- decrease the present value of benefits from the Normai
Retirement Age to an earlier age. Section 2.2 of the Plan further provides that the
Applicable Interest Rate shall be the annual interest rate as prescribed under IRC
section 417(e)(3)(AXIi)(11) and that the Applicable Mortality Table is the mortality table
specified in Rev. Rul. 2001-62. ' :

The Taxpayer indicated that his intent was to reflect post-retirement mortality when
adjusting benefits for early and late retirement. The Taxpayer has agreed to amend
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section 2.2 of the Plan to clarify the adjustment for benefits commencing before and
after normal retirement age.

Section 217 of the Plan provides that the Normal Retirement Age is the {ater of Age 62
or the Participant's age on the 5th anniversary of the first day of the Plan Year. The
Plan does not provide for an Early Retirement Age. The Plan Year is defined in section
2.24_'as the period from the first day of July 1o the last day of June, annually.

Section 2.26 of the Plan provides that the Qualified Joint and Survivor Annuity (QJSA)
under the Plan shall be a 50% QJSA for a married participant.

Section 2.37 of the Plan provides that a Year of Service for Accrual of Benefits,
generally, means a Plan Year during which the Employee had not less than 1,000
Hours of Service (HOS) as a Participant. ‘

Section 2.38 of the Plan provides that a Year of Service for Participation means the
12-consecutive month period during which the Employee completes at least 1,000 HOS.

Section 2.39 of the Plan provides that a Year of Service for Vesting means a Plan Year
during which the Employee had not less than 1,000 HOS, including Plan Years before July
1, 2002.

Section 3.1 of the Plan provides that every Employee shall participate in the Plan on the
Entry Date nearer to the date he completes 1 Year of Service for Participation, provided
that he is an Employee on such date. For this purpose, Entry Date means each July 1
on and after July 1, 2002. Section 3.1 further provides that an Employes shall not be
eligible to participate in the Plan if he is an Employee other than HCE1, NHCE1, or
NHCE2.

Section 4.1 of the Plan (as stated originally) provides that upon Retirement at his
Normal Retirement Dats, a Participant shall be entitied to a monthly Normal Retirement
Benefit payable in the straight life annuity form commencing on his Normal Retirement
Date which is equal to $10 multiplied by his Years of Service for Vesting. For this
purpose, Years of Service for Vesting before January 1, 1897 and Years of Service for
Vesting in excess of 10 years shall not be taken into account. Section 4.1 further
provides that regardless of the praceding provisions and subject to the provisions of
Section 4.6, the minimum monthly Normal Retirement Benefit payable in the straight life
annuity form commencing on his Normal Retirement Date which is equal to 1/12 of
1/2% of the Participant's Average Annual Compensation multiplied by his Years of
Service for Accrual of Benefits. The minimum monthly Normal Retirement Benefit
payable in the normal form commencing on the Participant's Normal Retirement Date
shall be equal to $730 multiplied by his Years of Service for Accrual of Benefits (upto a
maximum of 10 years) for HCE1.

Section 4.1 of the Plan (as stated in the initial proposed amendment) provides that
upon Retirement at his Normal Retirement Date, a Participant shall be entitled to a
monthly Normal Retirement Benefit payable in the straight life annuity form commencing
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on his Normal Retirement Date which is equal to 1/12 of 1/2% of his Av

Con'!pensation multiplied by his Years of Service for Vesting. Sectio': :;af%?t;\er}nual
provides that reg_ardless of the preceding provisions, the monthly Normal Retirement
Benefit payable in the normal form commencing on the Participant's Normal Retirement
Date shall be equal to $365 multiplied by his Years of Service for Vesting for HCE1. For
purposes of this Section 4.1, Years of Service for Vesting before the Participant's
theoretical En.try Date is determined as though the Plan had always been in effect:
Years of Service for Vesting before July 1, 1997, and Years.of Service for Vesting in
excess of 20 years shall not be taken into account.

Section 4.1 of the Plan (as stated in the 2006 Proposed Amendment) provides that
upon Retirement at his Normal Retirement Date, a Participant shall be entitled to a
monthly Normal Retirement Benefit payable in the straight life annuity form commencing
on his Normal Retirement Date which is equal to the sum of his Years of Past Service
for Accrual of Benefits and his Years of Future Service for Accrual of Benefits multiplied
by: (a) 1/12 of 0.5% of her Average Annual Compensation for NHCEA1, (b) 112 of 0.8%
of his Avarage Annual Compensation for NHCE2, and (c) $730 for HCE1. '

For purposes of Article IV, a Participant's Years of Past Service for Accrual of Benefits
means the Years of Service for Accrual of Benefits the Participant would have had
before the effective date of the Plan determined as though the Plan had always been in
effect, but no more than 5 years. A Participant's Years of Future Service for Accrual of
Benefits means the Years of Service for Accrual of Benefits the Participant eamns after
the effective date of the Plan, but no more than 20 years reduced by the Participant's
Years of Past Service for Accrual of Benefits.

Section 4.3 of the Plan (as stated originally) provides that if a Participant has a
Termination Date for any reason before his Normal Retirement Date, his Accrued
Benefit at such time shall be equal to the Normal Retirement Benefit the Participant
would have received in accordance with section 4.1 if he had remained employed until
his Normal Retirement Date (based on, if applicable, his Average Annual Compensation
as of his Termination Date) muitiplied by a fraction (not exceeding 1) the numerator of
which is the number of Years of Service for Accrual of Benefits as of his Termination
Date and the denominator of which is the lesser of 10 years or the number of Years of
Service for Accrual of Benefits he would have had if he had remalned employed until his
Normal Retirement Date.

Section 4.3 of the Plan (as stated in the 2006 Proposed Amendment) provides that if
a Participant has a Termination Date for any reason before his Normal Retirement Date,
his Accrued Benefit at such time shall be determined pursuant to the provisions of
Section 4.1, but based on his Average Annual Compensation (if applicable), Years of
Past Service for Accrual of Benefits, and Years of Future Service for Accrual of Benefits
of his Termination Date. Section 4.3 further provides that, regardless of any other
provisions of the Pian to the contrary, the maximum monthly Accrued Benefit at any
time before July 1, 2003 shall be $740 for HCE1. A terminated Participant shall be
entitied to a deferred vestaed monthly benefit payable in the normal form of benefit
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oommenging on his Normal Retirement Data which is equal to his Accrued Benefit as of
his Termination Date multiplied by his Vested Percentage. :

Section 4.6 of the Plan (as stated originally) provides that if a Participant has a
Termination Date before his Early Retirement Age for any reason other than his death,
the terminated Participant may elect to receive a reduced monthly benefit payable in the
straight life annuity form commencing as of the first day of any month following the date
of his election which is equal to the reduced actuarial equivalent of his deferred. vested
monthly benefit commencing on his Normal Retirement Date. Section 4.6 further
provides that a Participant's minimum monthly Norma! Retirement Benefit (112 of 2%
formula) of Section 4.1 shall: (a) be subject to an actuarially equivalent reduction if the
Participant's Normal Retirement Age is earlier than age 65, and (b) take into account no
more than 10 Years of Service for Accrual of Benefits.

Section 4.6 of the Plan (as stated in the 2006 Proposed Amendment) provides that
the terminated Participant may elect to receive a reduced monthly benefit payable in the
straight life annuity form commencing as of the first day of any month following the date
of his election which is equal to the reduced actuarial equivalent of his deferred vested
monthly benefit commencing on his Normal Retirement Date.

Section 8.1 of the Plan provides that a Participant may elect to receive any of the
following actuarially equivalent optional benefit forms: (a) single life annuity with no
certain period, (b) single life annuity with 120 months certain, (c) a QJSA with a survivor
annuity percentage of 50% or 100%, (d) a lump sum distribution, or (e) a direct rollover.

Applicable Law

lesue One

Section 401(a)(26) of the Code provides that a qualified plan on each day of the plan
year must benefit at least the lesser of (i) 50 employees of the employer, or (i) the
greater of 40% of all employees of the employer or 2 empioyees (or if there is only 1
employese, such employee). A plan may exclude from consideration under section
401(a)(26) employees described in paragraphs (3) and (4)(A) of section 410(b).

Section 410 of the Code provides minimum participation standards that qualified plans
must satisfy. :

Section 1.401(a)(26)-1 of the Income Tax regulations (“regulations”) provides that a
qualified plan must satisfy section 401(a)(26) of the Code for the plan year. A plan that
satisfles any of the exceptions described in 1.401(a)(26)-1(b) passes section 401(a)(26)
‘automatically for the plan year, and a plan that does not satisfy one of the exceptions
must satisfy 1.401(a)(26)-2(a). A defined benefit plan must, additionally, satisfy section
1.401(a)(26)-3 with respect to its prior benefit structure. A defined benefit plan that
benefits former employees must separately satisfy section 1.401 (a)(26)-4 with respect
to its former employees.
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Section 1.401(a)(26)-1(b) of the regulations provides exceptions to section 401(a)(26) of
the Code for certain plans, including plans that do not benefit any highly compensated
emp]oyees ("HCEs"), multiemployer plans, certain underfunded defined benefit plans,
section 401(k) plans maintained by employers that include certain governmental or tax-
exempt entities, and certain acquisitions or dispositions.

Section 1.401(a)(26)-2(a) of the regulations provides that a plan satisfies that section for
a plan year only if the plan benefits the lesser of (1) 50 employees of the employer, or
(2) 40% of the employees of the employer.

Section 1.401(a)(26)-3(a) of the regulations provides that a defined benefit plan that
does nol meet one of the exceptions In section 1.401 (a)(26)-1(b) must satisfy section
1.401(a)(26)-3(c) with respect to its prior benefit structure. Defined contribution plans
are not subject to section 1.401(a)(26)-3. Section 1.401(a)(26)-3(b) provides that each
defined benefit plan has only prior benefit structure, and all accrued benefits under the
pian as of the beginning of the plan year (including benefits rolled over or transferred to
the plan) are included In the prior benefit structure for the year,

Section 1.401(a)(26)-3(c) of the regulations provides that a plan's prior benefit structure
satisfies that paragraph If the plan provides meaningful benefits to a group of
employees that includes the lesser of 50 employees or 40% of the employer's
employees. Whether a plan provides meaningful benefits, or whether individuals have
meaningful accrued benefits under a plan, is determined on the basis of all the facts and
circumstances. .

Issue Two

Section 401(a)4) of the Code provides that a plan is a qualified plan only if the
contributions or the benefits provided under the plan do not discriminate in favor of
HCEs. A plan may exclude from consideration under section 401(a)(4) employees
described in paragraphs 410(b)(3)(A) (coliectively bargained employees) and
410(b)(3)(C) (nonresident alien employees).

Section 1.401(a)(4)-1 of the regulations provides the rules for determining whether a
plan satisfies section 401(a)(4). Section 1.401(a)(4)-1(b)(2)iii) provides that a defined
benefit plan meets these requirements if the benefits provided under the plan are
nondiscriminatory in amount under section 1.401(a)(4)-3. Section 1.401(a)(4)-1(c)(4)iv)
provides that references to satisfying section 410(b) in sections 1.401(a)(4)-1 through
1.401(a)(4)-13 mean satisfying section 1.410(b)-2.

Section 1.401(a)(4)-3(a) of the regulations provides that plans that do not provide
uniform benefits must satisfy the general test in 1.401(a)(4)-3(c).

Section 1.401(a)(4)-3(c)1) of the regulations provides that the employer-provided
benefits under a defined benefit plan are nondiscriminatory in amount for a plan year if
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each rate group under the plan satisfies section 410(b) of the Code. For pur
paragraph (c)(1), a rate group exists under a plan for each HCE and oons‘ljstspg? tehse‘:’f
tiCE and all other employees (both HCEs and nonhighly compensated employees

NHCESs") who have a normal accrusl rate greater than or equal to the HCE's norm'al
accrual rate, and who also have a most valuable accrual rate greater than or equal to
the HCE’s most valuable accrual rate.

Section 1.401(a)(4)-3(d)(1)(i) of the regulations provides that the normal accrual rate for
an employee for a plan year is the increase in the employee's accrued benefit during the
measurement period, divided by the employee's testing service during the measurement
period, and expressed sither as a level dollar amount or percentage of the employee's
average annual compensation.

Section 1.401(a)(4)-3(d)(1)(ii) of the regulations provides that the most valuable accrual
rate for an employee for a plan year is the increase in the employee's most valuable
optional form of payment of the accrued benefit during the measurement period, divided
by the employee's testing service during the measurement period. Paragraph 3(d)(1)(ii)
further provides that the employee's most valuable optional form of payment of the
accrued benefit is determined by caiculating for the employee the normalized QJSA
associated with the accrued benefit that is potentially payable in the current or any
future plan year at any age under the plan and selecting the largest per year of testing
service.

Section 1.401(a)(4)-3(d)(1)(iif) of the regulations provides that the measurement period
can be the current plan year, the current plan year and all prior years, or the current
plan year and all prior and future years. ’

‘Section 1.401(a)(4)-3(d)(1)(iv) of the regulations provides that testing service generally
means an employee's years of service as defined in the plan for purposes of applying
the benefit formula under the plan.

Section 1.401(a)(4)-12 of the regulations provides that to “normalize” a benefit means to
convert the benefit to an actuarlally equivalent straight life annuity commencing at the
employee's testing age.

Section 1.401(a)(4)-5(a) of the regulations provides rules for determining whether the
timing of a plan amendment or series of amendments has the effect of discriminating
significantly in favor of HCEs. For this purpose, a plan amendment includes the
establishment of the plan, and any change in the benefit formulas under the plan.

Section 1.401(a)(4)-5(a)(3) of the regulations provides a safe harbor for certain grants of
benefits for past periods. Paragraph §(a)(3) provides that a plan amendment that
credits years of service for a period in the past is deemed not to have the effect of
discriminating significantly in favor of HCEs if the period for which the service credit is
granted does not exceed the five years immediately preceding the year in which the
amendment first becomes effective, the service credit is granted on a reasonably
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uniform basis to all employees, benefits attributable to the period are determined by
applying the current plan formula, and the service credited is service with the employer
that may be taken into account under section 1.401 (a){4)-11(d)(3) of the regulations.

» Seption 1.401(a)(4)-11(d)(3)(iXB) of the regulations provides that service for periods in
which an employee performed services as an employee and did not participate in a
plan, but in which the employes would have participated in the plan but for the fact that
the plan was not in existence during that period, may be taken into account in

determining whether the plan satisfies sections 1.401(a)(4)-1(b)(2) and (b)(3) of the
regulations. :

Section 1.401(a)(4)-7(a) of the regulations provides that in determining whether a plan
satisfies section 401(a)(4) with respect to the amount of benefits provided under the
plan, permitted disparity may be taken into account by determining an adjusted accrual
rate. Section 1.401(a)(4)-7(c) provides rules for determining an employee's adjusted
accrual rate. Section 1.401(1)-3 of the regulations provides rules for determining the
permitted disparity for benefits provided under a defined benefit plan.

Section 410(b) of the Code provides minimum coverage requirements that qualified
plans must satisfy. For this purpose, excludable employees under sections 410(b)(3)
(collectively bargained employees and nonresident alien employees who earn no |
income in U.S.) and 410(b)(4) (employees who have not met minimum age and service
requirements) shall be excluded from consideration. Section 410(b)(1) of the Code
provides that a trust shall not constitute a qualified trust unless the trust meets one of
the requirements in paragraphs (A), (B), or (C). Section 410(b)(1)(B) provides that a
plan satisfies 410(b)(1) if the plan benefits (i) a percentage of the NHCEs which is at
least 70% of (it) the percentage of the HCEs benefiting under the plan.

Section 1.410(b)-2 of the regulations provides minimum coverage requirements a
qualified plan must satisfy. Section 1.410(b)-2(a) provides that a plan satisfies section
410(b) of the Code if it satisfies paragraph 1.410(b)-2(b) of the regulations with respect
to employees. Section 1.410(b)-2(b)(1) provides that a plan satisfies paragraph 2(b) for
a plan year if it satisfies at least one of the tests in paragraphs (b)(2) through (b)(7) of
this section for the pian year. Section 1.410(b)-2(b)(3) provides that a plan satisfies
paragraph 2(b) for a plan year if the plan satisfies both the nondiscriminatory
classification test of section 1.410(b)<4 and the average benefit percentage test of
section 1.410(b)-5 for the plan year.

Section 1.410(b)-4(a) of the regulations provides that a plan satisfies the
nondiscriminatory classification test for a plan year if for the plan year, the plan benefits
the employees who qualify under a reasonable classification established by the
employer in accordance with paragraph 4(b), and the classification of employees is
nondiscriminatory in accordance with paragraph 4(c).

Section 1.410(b)-5(a) of the regulations provides that a plan satisfies the average
benefit parcentage test for a plan year if the average benefit percentage of the plan for
the plan year is at least 70%. ‘
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“Section 1.410(b)-5(b) provides that the average benefit percentage of a plan fo
year is the percenfcage determined by dividing the actual benefit gercent:ge of lrhae plan
NHCEsS in the testing group for the testing period that includes the pian year by the
actual benefit percentage of the HCEs in the testing group for that testing period.

Section 1.410(b)-5(c) provides that the actual benefit percentage of a group of
employees for a testing period is the average of the employee benefit percentages,
calculated separately with respect to each of the employees in the group for the testing
period. All nonexcludable employees of the employer are taken into account for this
purpose, even if they are not benefiting under the plan.

Section 1.401(a)(4)-3(c)(2) of the regulations provides that for purposes of determining
whether a rate group satisfies section 410(b) of the Code, the same rules apply as in
section 1.401(a)(4)-2(c)(3) of the regulations. A

Section 1.401(a)(4)-2(c)(3)(i) of the regulations provides that in determining whether a
rate group satisfies section 410(b) of the Code, the rate group is treated as If it were a
separate plan that benefits only the employees included in the rate group. Paragraphs
(c)(3)(ii) and (c)(3)(iii) provide additional rules for determining whether a rate group .
satisfies section 410(b). -

Section 1.401(a)(4)-2(c)(3)(ii) of the regulations provides that a rate group satisfies the
nondiscriminatory classification test of section 1.410(b)-4 (Including the reasonable
classification requirement of section1.410(b)-4(b)) if and only if the ratio percentage of
‘the rate group is greater than or equal to the lesser of (A) the midpoint between the safe
and the unsafe harbor percentages applicable to the plan (as set forth in the table in
section 1.410(b)-4(c)4)(iv) of the regulations), and (B) the ratio percentage of the plan.

Section 1.401(a)(4)-2(c)X3)iil) of the regulations provides that a rate group satisfles the
average benefit percentage test of section 1.410(b)-5 if the plan of which it is a part
satisfies section 1.410(b)-5.

Section 1.410(b)-9 of the regulations defines the ratio percentage as the percentage
determined by dividing (a) the percentage of NHCEs who benefit under the plan by (b)
the percentage of the HCEs who benefit under the plan. The percentage of NHCEs who
benefit under the plan is determined by dividing the number of NHCESs benefiting under
the plan by the total number of nonexcluable NHCEs. Similarly, the percentage of
HCEs who benefit under the plan is determined by dividing the number of HCEs
benefiting under the plan by the total number of nonexcludable HCEs.
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Non-exchylable ~ Benetting
Employee St Hire Dte Under DB
1 HCEY HCE 09/01/92 Yes
2 HCE2 HéE 10/18/98 No
3 NHCET NHCE  02/15/83 Yos
4 NHCE2 NHCE 06411401 Yes
5 NHCE3 NHCE  10726/98 No
6 NHCE4 NHCE 01/24/00 No
Analysis- lssue One

A qualified defined benefit plan must satisfy section 401(a)(26) of the Intemal Revenue
Code. To satisfy section 401(a)(26), a plan must benefit the lesser of (i) 50 employees
of the employer, or (ii) the greater of 40% of all employees of the employer, or 2
smployees (or if there is only 1 employee, such employee). For these purposes, a plan
may exclude from consideration employees described in paragraphs (3) and (4)(A) of
section 410(b) of the Code. Section 410(b)(3) of the Code provides for the exclusion of
certain employees for purposes of that section. Section 410(b)(4)(A) provides that if a
plan, prescribes minimum age and service requirements as a condition of participation,
and excludes all employees not meeting such requirements from participation, then
such employees are excluded from consideration for purposes of that subsection.

The Taxpayer has a total of 6 nonexcludable employees on the test date. In order to
satisfy section 401(a)(26)(A) of the Code and section 1.401(a)(26)-2(a) of the
regulations, the Plan must benefit at least the lesser of (1) 50 employees, or (2) 40% of
the employees of the Taxpayer. Because the Taxpayer only has 6 nonexciudable
employees, the lesser of (1) 50 employees or (2) the greater of 40% of the employees
of the Taxpayer and two employees is 40% of the employees of the Taxpayer. The
Plan must benefit a total of 3 employees (40%*6 = 2.4, rounded to 3) to satisfy the 40%
requirement. Since the Plan bensfits 3 employees, the 40% requirement of section
401(a)(26)(A) of the Code and section 1.401(a)(26)-2(a) of the regulations is satisfied
for the plan year beginning July 1, 2002.

Section 1.401(a)(26)-3(a) of the regulations provides that a defined benefit plan that
does not meet one of the exceptions in section 1.401(a)(26)-1(b) must satisfy section
1.401(a)(26)-3(c) with respect to its prior benefit structure. A plan's prior benefit
structure satisfies that paragraph if the plan provides meaningful benefits to the lesser
of 50 employees or 40% of the employer's employees. A plan will satisfy this
requirement If at least 50 employees or 40% of the employer's employees currently

- accrue meaningful benefits under the plan, or if at least 50 employees and former

.10
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employees or 40% of the employer's employees and former employees have
meaningful accrued benefits under the plan.

Section 1.401(a)}(26)-3(c)(2) of the regulations provides that whether a plan is providing
meaningful benefits, or whether individuals have meaningful accrued benefits under a
plan, is determined on the basis of all the facts and circumstances. The relevant factors .
in making this determination include, but are not limited to, the following:

» Thelevel of current benefit accruals; _

« The comparative rate of accruals under the current benefit formula compared to
prior rates of accrual under the pian;

« The projected accrued benefits under the current benefit formula compared to
accrued benefits as of the close of the immediately preceding plan year:; ‘
The length of time the current benefit formula has been in effect;

The number of employees with accrued benefits under the pian; and
The length of time the plan has been in effect.

The regulation further provides that a plan does not satisfy the meaningful benefit
requirement of that section if it exists primarily to preserve accrued benefits for a small
group of employees, and functions more-as an individual pian for the small group of
employees or for the employer. Moreover, the meaningful benefit requirement of
section 1.401(a)(26)-3(c)(2) is concemed with a plan that exists to provide or preserve
accrued benefits for highly compensated employees (because a plan that benefits only
non-highly compensated employees is deemed to satisfy section 401 (a)(26) pursuant to
the exceptions in section 1.401(a)(26)-1(b) of the regulations). The factors to be
considered include consideration of the level of current benefit accruals and such a
consideration needs to be made on a consistent basis. The accrued benefits provided
to HCEs are generally defined in terms of the normal retirement age under the plan.
Thus, the measurement of the benefit provided to NHCEs should likewise use the plan’s
normal retirement age to measure meaningful benefits. Furthermore, using the normal
retirement age to measure whether a benefit is meaningful is consistent with the top-
heavy rules and the minimum top-heavy benefit. '

Under section 416 of the Code, a minimum benefit of 2% of compensation per year of
service (up to 10 years) is considered sufficient to provide to non-key employees in a
top-heavy plan. This suggests that a total benefit of 20% shouild be considered as a
meaningful benefit in the absence of other considerations. The top-heavy minimum
benefit accrues over 10 years. However, NHCEs will often be younger than HCEs and
have a total career of roughly 40 years. Dividing 20% by 40 years, results in a rate of
accrual of 0.5 percent per year of service. Viewed over the span of a 40 year career,
the 0.5 percent per year will provide a benefit consistent with top-heavy accruals. Thus
we can consider 0.5 percent as a minimum meaningful benefit when HCEs are accruing
a greater level of benefit. '

The Plan does not meet any of the exceptions in section 1.401(a)(26)-(1)(b) and,
therefore, must satisfy section 1.401(a)(26)-3(c). Thus, the Plan must provide

.11
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meaningful benefits o a group of employees that Includes the lesser of 50 employees or
40% of the Taxpayer's employess. That is, to satisfy section 1.401(a)(26)-3(c), the Plan
must provide meaningful benefits to at least 3 employees.

Initigl P m

Section 4.1 of the Plan, as stated in the initial proposed amendment, provided that
NHCE1 and NHCE2 shall be entitled to a monthly Normal Retirement Benefit
commencing on Normal Retirement Date (Age 62) which is equal to 1/12 of 1/2% of
Average Annual Compensation multiplied by Years of Service for Vesting. Section 4.6
of the Plan, as stated originally, provided that a Participant's minimum monthly Normal
Retirement Benefit set forth section 4.1 shall be subject to an actuarially equivaient
reduction if the Participant's Normal Retirement Age is earfier than age 65. Thus, the
Plan, as stated in the initial proposed amendment, provided a benefit accrual of at least
0.50% at normal retirement for only 1 benefiting employee, an HCE with a benefit
accrual rate of approximately 5%. Therefore, the Plan, as stated in the initial proposed
amendment, failed to provide meaningful benefits to at least 40% of the nonexcludable
employees, accordingly, the meaningful benefit requirement of section 1.401(a)(26)-3(c)
of the regulations was not satisfied for the plan year beginning July 1, 2002 under the
initial proposed amendment. '

2006 Proposed Amendment

Section 4.1 of the Plan, as stated in the 2006 Proposed Amendment, provides a benefit
accrual of at least 0.50% of Average Annual Compensation for all 3 benefiting
employees. Section 4.6 of the Plan, as stated in the 2006 Proposed Amendment,
provides that a terminated Participant may elect to receive a reduced monthly benefit
which is equal to the reduced actuarial equivalent of the deferred vested monthly benefit
commencing on Normal Retirement Date (Age 62). Thus, the Plan, as stated in the
2006 Proposed Amendment, provides a benefit accrual of at least 0.50% for all 3
benefiting employees. Therefore, the Plan, as stated in the 2006 Proposed
Amendment, Is providing meaningful benefits to at ieast 40% of the nonexciudable
employees, accordingly the meaningful benefit requirement of section 1.401(a)(26)-3(c)
of the regulations is satisfied for the plan year beginning July 1, 2002 under the 2006
Proposed Amendment.

.12
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Analysis- Issue Two

The Original Demo 6 submitted with the initial proposed amendment indicates that the
Plan meets nondiscrimination requirements on the basis of the general test as
described in 1.401(a)(4)-(3)(c) of the regulations. The Original Demo 6 utilizes the first
year of benefit accrual (Years of Service for Accrual of Benefits as of June 30, 2003, the
end of the plan year being tested, equals 1 for all participants as defined in the Plan).
The testing service utilized in the Original Demo 6 was Years of Service for Vesting as
defined in section 4.1 of the Plan under the initial proposed amendment.

The Plan is tested on a benefits basis, using a measurement period consisting of the
current plan year and all prior years. The assumptions used by the Plan to calculate
actuarially equivalent benefits consist of a 6% interest rate (pre-retirement and post-
retirement) and the mortality table specified in Rev. Rul. 2001 -62 applied post-
retirement only. The Plan's actuary performed nondiscrimination testing under sections
401(a)(4) and 410(b) of the Code based on assumptions consisting of an 8.5% pre-
retirement interest rate, a 7.5% post-retirement interest rate, and the IAM 83 (Female)
mortality table, applied post-retirement only.

In the tables that follow, the following abbreviations are used: attained age (AA), testing
age (TA), social security retirement age (SSRA), permitted disparity factor (PDF), years
of service (YOS), and annuity purchase rate (APR).

For the plan year beginning July 1, 2002, participant'data relevant to the initial proposed
amendment follows:

Participant Data - Initial Proposed Amendment

YOS YOS Covered
AA TA SSRA Acciual Vesting Salay  Conp POF
NHCE2 26 62 67 1 1 40908 84,900 0.50%
HCE1 68 62 66 1 6 177,000 58608 O0.55%

NHCEY 49 62 68 1 é 54077 73,056 0.55%

-13
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The following formulas were used by the Taxpayer in determining the benefits that were
tested in the Original Demo 6:

~ Benefit Table - Initial Proposed Amendment

As Submitted by Taxpayer
1)) ) (1)) (1)) ®) (6) @)
Formitiia Used Fornmila Used Formnula Usedl
For Montidy AB Momtily For Momthly AB Monthity AB  Test For Inc Montldy Inc Momtiily
M NRA ABAINRA TestDwe TestDate Svc  ABfor Year AB for Year
NHCE2 (.005)(20)[40.808):«-1'; 340.90 340.90..% 34,09 1 34.08 ‘.% 34,08
HCE1 (365)(10) 3,850.00 3,650.00 -% 730.00 6 730.00 .;f 121.67
NHCE1 (005)(4 9)(54.071).«113- 428.11 42811 » 7% 42.81 6 42.91 *% 714

Years of Service for Vasting
Yearr of Servicw for focrual of Banafhs

When determining the adjusted normal accrual rates, using the tested benefits as
shown above, we have the following results:

Adjusted Normal Rates - Initial Proposed Amendment

As Submitted by Taxpayer
§)) @ @& @ ®) ©) @) ®) ® (10)
n B2
-] “ Adjusted
Moy AB Test "C®9%€ . Covered Noral Rate
TestDate Svc MOMW AB ooy Comp UMIMSted pop 4/ Rie B/D Rate Minf(3). (1)
Yeur Normvl Rite .

NHCE2 34.08 1 3400 - 40,808 84,800 1.00% 080% 200% 1.50% 1.50%
HWCEY 73000 6  121.67 177,000 58,808 082% 0.55% 0.99% 1.0 % 089%
NHCE1 4281 B 714 54,077 73,056 016% 056% 032% 0N % 0.32%

Note that NHCE2 is potentially in HCE1's rate group with the above adjusted normal
rates.

Section 1.401(a)(4)-3(d)(1)(iv) of the regulations provides that testing service means an
employee's years of service as defined in the plan for purposes of applying the benefit

formula under the plan. The testing service used in the Original Demo 6 does not meet

this requirement. In this case, the Years of Service for Accrual of Benefits equals 1 for
all participants as defined in Plan; therefore, the testing service should equal 1 for all

participants.

.14
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Acceptable Testing Met - |nitia sed A dment

With testing service equal to one for all participants, we have the following results in
determining the benefits that are to be tested: :

Benefit Table - initial Proposed Amendment
Acceptable Testing Method

(4] @ 8] @ ® (6 0
Formudha Used Formnila Used Fornniln Used
ForMomiily AB  Monthly For Moitisy AB Momhly AB Test For Inc Moinlly Inc Monthly
at NRA ABMNRA TestDme TostDiMe Sw  ABfor Year ABfor Yeur
NHCE2 (.005)(20)(40.906)-—}5 340.90 ’“"9“"?'6 34.09 1 34,004 % 34.09
HCE1 (365)(10) 3,650.00 3,850 .uu-% 730.00 1 730.00 .—: 730.00
NHCE1 (,005)(1 9)(54.017)..-'12- 42611. 42011« -1‘5 42.81 1 42.81+ % 42.81
When datermining the adjustad normal rates, using the benefits as shown above, we
have the following resuits: ’
Adjusted Normal Rates - Initlal Proposed Amendment
Acceptable Testing Method
m o B @& e ® @ ® ) (10)
0} a2
'm “ _ Adjusted
"Montlily AB Test ;‘:\‘”S:B Covered ed' Nosymal Rate
TestDme Sve MOMIVAB oo Comp UAdUSed  one ok Rte B/D Rate MIni(e). )]
: Year Normal Rate _

NHCE2 34.09 1 3409 40,908 04,900 1.00% 0.50% 200% 1.50% 1.50%
HCE1 73000 1 730.00 177, 000 68,608 4.95% 0.55% 583% 6.43% 513%
NHCE1 4281 1 4281 54,077 73,056 095% 055% 1.80% 1.60% 1.50%

No NHCEs are in HCE1's rate group with the above adjusted normal rates. The rate
group fails to satisfy the non-discriminatory classification test of section 1.410(b)-4 since
the ratlo parcentage for the rate group is equal to 0%. Accordingly, the requirements of
section 1.401(a)(4)-2(c)(3Xii) of the regulations are not met and the Plan, as stated in
the Initial proposed amendment, does not satisfy section 401(a)(4) of the Code.

.15
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2006 Proposed A ent

The Plan is tested on a benefits basis, using a measurement period consisting of the
current plan year and all prior years. The assumptions used by the Plan to calculate
actuarially equivalent benefits consist of a 8% interest rate (pre-retirement and post-
retirement) and the mortality table specified in Rev. Rul. 2001-62 applied post-
retirement only. For the 2006 Proposed Amendment, the Plan's actuary performed
nondiscrimination testing under sections 401(a)(4) and 410(b) of the Code based on
assumptions consisting of an 8.5% pre-retirement interest rate, a 7.5% post-retirement
interest rate, and the mortality table specified in Rev. Rul. 2001-62, applied post-
retirement only. :

In determining whether the Plan, as stated in the 2006 Proposed Amendment, satisfies
301(?)(2())8; the Code, the following Participant data pertains to the plan year beginning
uly 1, :

Participant Data - 2008 Proposed Amendment

YOS YOS
Accrud Accrual Testiw Covered
AA TA SSRA Past Funwe Seivice Salmy Conp PDF

MHCE2 26 62 67 0 1 1 40,908 84,800 0.50%
HCEt 68 62 68 S 1 ] 177,000 58,608 0.55%
NHCE1 49 62 66 5 -1 B 64,077 73056 0.55% _

" The following formulas are used in detemiining the benefits under the Plan, as stated in -

the 2006 Proposed Amendment, that are to be tested under section 401 (a)(4) of the
Code: :

Bensfit Table - 2006 Proposed Amendment

(1) @) 3) ) ) 6)
Fornuila Used 4.1 4.3 Limied Formula Used
For 4.1 Momtldy Moty Monthly Test For inc Monthdy Inc Monthily
ABatNRA ABWMNRA ABAtNRA Sv¢  ABfor Year ABfor Yew

NHCEZ (0081)e(400088-L 2727 27.27 1 a4 27.27

HCE1 (13048) 438000 74000 6 Zﬂ;—“—‘l 123.33

NHCE1 (.005@)-.-:54.077).%2 13518 13518 & 1‘-’%1“- 22.53

.16
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The safe harbor under section 1.401(a)(4)-5(a)(3) of the regulations provides that a plan
amendment that credits years of service for a period in the past is deemed not to have
the effect of discriminating significantly in favor of HCEs if the period for which the
service credit is granted does not exceed the five years immediately preceding the year
in which the amendment first becomes effective, the service credit is granted on a
reasonably uniform basis to all employees, benefits attributable to the period are :
determined by applying the current plan formula, and the service credited is service with
the employer that may be taken into account under section 1.401(a)(4)-11(d)(3) of the
regulations. The service granted under the 2006 Proposed Amendment satisfies the
safe harbor of saction 1.401(a)(4)-5(a)(3) of the regulations.

The normal accrual rate and most valuable accrual rate are determined by imputing
permitted disparity in accordance with section 1.401(a)(4)-7(c) of the regulations. The
adjusted normal accrual rate calculation for each Participant is found below:

Adjusted Normal Rates - 2006 Proposed Amendmc:nnt

1]] @ (] @) ® ()] @ 8)
: M2
incrense @ Adjusted
Momhly AB Covereq Unadnisted Normal Rate
Year  Solary Comp TOWAIRME iy Ak Rate BDRwWe Min((6) @]

MHCEz 2727 40808 84900  080% 050% 160% 1.30%  130%
HCE1 12333 177,000 58608  084% 055% 1.00% 102%  1.00%
NHCE1 2253 54077 7305  050%  055% 100% 105%  1.00%

The following tables show the progression from thé annual accrued benefits under the
plan to the normalized QJSA that is tested for 401(a)(4) and ultimately the adjusted
most valuable rates for each Participant. In accordance with the regulations, the most
valuable accrual rate should be determined by calculating the increase in the accrued
benefit payable in the QJSA form of payment at each age the benefit can commence
under the terms of the Plan. However, in the Demonstration 6 submitted with the 2006
Proposed Amendment, the Plan’s actuary calcul ated the increase in the accrued benefit
based on testing assumptians rather than Plan actuarial equivalence assumptions. This
is carrected in the development that follows, it is assumed that all participants are
married and that a participant's spouse is the same age as the Participant when
determining the 50% QJSA payable under the Plan. These benefits are then
normalized to the actuarially equivalent benefit payable as a straight life annuity at the
Participant's normal retirement age, and the largest normalized benefit is used as the
basis for the most valuable accrual rate. The attached Appendix shows the calculations
of the normalized benefits payable at all ages for each participant in determining the
most valuable benefit used in calculating the most valuable accrual rates. For this Plan
and the testing assumptions used, calculations show that the most valuable accrual rate
is based on the benefit payable at the participant's attained age.



Jun 13 2006 2:02PM HP LASERJET FAX

f‘ . o
18
Development

Normalized Accrued Benefit
Most Valuable Retirement Age (AA)

0 @ ()] @ ® 16) M ®) 9 (10)
@43 10602  @)ef) B (8)d0)
AR APR m AR APR Test
APR Discourt 50% QJSA 50% QJSA 50% QUSA 50% QJSA
Momthly Age 62 ABPV Factor ABPV PlanBasis Payable TestBasis PV
AA AB* PianBasis NRA planBasis AR 6% PlnBasis 7.5% AA

NHCE2 26 27.27 133.280 379817 01227 466.19 197.819 236 162812 383.88
HCE1 $8 74000 139260 103,087.20 0.7921 B81,639.87 159.584  511.67 138.667 7(,933.30

NHCEY 49 13519 138.280 1 8,820.26 0.4688 6827688 176.992 49.98 160.606 7511.83
* Column 3 from 2006 Praposad Amendment Benefit Table above.

(continued).
ay a2 a9 (14) (15) (16) an
©)=0 1085200 (1219 04 124(16)
Test Test  Lie APR 03)
50% OJSA Accunwiation 50% 0JSA  Age 62 Normmwlized Normwalized
PV Factor PV  TestBasis Momthly  Annual

AR AR Tost Busis NRA 7.5% Boneflt Benefit

NHCE2 26 38369 18.8568 7.23528 12324 58.71 704.50
‘HCE1 58 70,933.30 1.3859 88,30353 123.241 797686  8,571.81
NHCE1 49 751183 2.8079 21,693.62 " 123.241 176.03 2,112.31

Adjusted Most Valuable Rates

2006 Proposed Amendment
) 3 w O ® O 10
(1) @ Py “) (17 ®
Most . Milu @ Adjusted
Valuable Valuahle Unadjusted MV Accrud
Anual Testing Covered MV hocru MG B Rawes

Beneft** Semvice Accrual Sakwy Cowmp POF Rates Rates Rates MIn[i8L(9)]

NHCE2 704.50 1 70450 40908 64,00 0.50% 1.72%  3.44% 2.22% 2.22%
HCE1 9,571.81 6 1,505.30 177,000 56,608 0.55% 0.80% 1.08% 108% 1.08%

NHCES 2,112,321 6 35205 64,077 73,056 0.65% 0.65% 1.30% 1.20% 1.20%
»Bgsed on earliest retirement age (column 17 in table above).

.18
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Section 1.401(a)(4)-3(c)(1) of the regulations provides that a rate group exists under a
plan for each HCE and consists of the HCE and all other employees (both HCEs and
NHCESs) who have a normal accrual rate greater than or equal to the HCE's normal

- accrual rate, and who also have a most valuable accrual rate greater than or equal to
the HCE's most valuable accrual rate. Accordingly, the Plan has one rate group
consisting of HCE1, NHCE1 and NHCE2.

Section 1.401(a)(4)-3(c)(1) of the regulations provides that the benefits under a defined
benefit plan are nondiscriminatory in amount for a plan year if each rate group under the
plan satisfies section 410(b) of the Code. in this case, there is one rate group to test to
determine whether the Plan satisfies section 410(b) of the Code.

Section 1.401(a)(4)-3(c)(2) of the regulations provides that for purposes of determining
whether a rate group satisfies section 410(b) of the Code, the same rules apply as in
section 1.401(a)(4)-2(c)3) of the regulations. Section 1.401(a)(4)-2(c)3)(i) of the
regulations provides that the rate group is treated as if it were a separate plan that
benefits only the employees included in the rate group. Paragraphs (c)(3)(ii) and
(c)(3)ill) of section 1.401(a)(4)-3 provide additional rules for determining whether a rate
group satisfies section 410(b). :

Section 1.401(a)(4)-2(c)(3)(ii) of the regulations provides that a rate group satisfies the
nondiscriminatory classification test of section 1.410(b)-4 (including the reasonable
classification requirement of section1.410(b)-4(b)) if the ratio percentage of the rate
group is greater than or equal to the lesser of (A) the midpoint between the safe and the
unsafe harbor percentages applicable to the plan, and (B) the ratio percentage of the
plan. .

Rate Group
Nondiscriminatory Classification Test
2006 Proposed Amendment
Total Nonexcludablie NHCEs 4
Total Nonexcludable HCES 2
Yotnl Nonexcludable EEs 1)
NHCE Concentration Percentae 66 %
Safe Hwrhor Percemage 45.5%
Unsde Harbor Percentiage 35.5%
Midpoiit Between Safe & Unsafe Hahor Percetage 40.5%
Faglo '
NHCEs HCEs NMCE HCE Perceitage ‘
InGroup in Group Ratlo Ratlo Group MidPolmt  Test Results

2 1 50% 50% 100% 40.5% Passes

.19



Jun 13 2006 2:03PHM HP LASERJET FAX

- -

20

in aco_ordgn_ce with Section 1.401(a)(4)-2(c)(3)(ii), the rate group satisfies the
non-discriminatory classification test of section 1.410(b)-4 since the ratio percentage of

'tl}a t'.?rolgxlp is greater than the midpoint between the safe and unsafe harbor percentages
of the Plan. '

Section 1.401(a)(4)-2(c)(3)(ill) of the regulations provides that a rate group satisfies the
average benefit percentage test of section 1.410(b)-5 if the plan of which it is a part
satisfies section 1.410(b)-5.

" Average Benefit Percontage Test
2006 Proposed Amendment

Sum NHCE Avg Ad)
NHCE1 NHCE2  NHCES  NHCE4 Rettes Total NHCE Rate

Adjusted 100% ~ 1.30% 0.00% 0.00% 2.30% 4 0.56%
Notmal Rate

sSum HCE Avg Adi
HCE1 HCE2 Rmes Total  HCERuate

Adjusted 400% 000% 1.00% 2 0.60%
Noimal Rate

Average

Benefit

NHCEs HCEs Percentage Result

Average Adiusted 058% 050% 116.00% Pasgses
Noimal Accrual Rate

The rate group satisfies the average benefit percentage test of section 1.410(b}-5 since
the average benefit percentage of the Plan Is greater than 70%. -

In accordance with section 1.401(a)(4)-3(c)(1) of the regulations, since the rate group
satisfies sections 1.401(a)(4)-2(c)(3)ii) and 1.401(a)(4)-2(c)(3)(iii) of the regulations, the
Plan satisfies section 410(b) of the Code. Accordingly, the Plan, as stated in the 2006
Proposed Amendment, satisfies section 1.401(a)(4)-1 of the regulations and the non-
discrimination requirements of section 401(a)(4) of the Code are satisfied for the plan
year beginning July 1, 2002, - '

.20
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Conclusion

If the 2006 Proposed Amendment is properly adopted and executed, the Plan will
satisfy sections 401(a)(26) and 401(a)(4) of the Code for the plan year beginning

July 1, 2002. If the 2006 Proposed Amendment is not properly adopted and executed,
the Plan will not satisfy the Code sections referenced above.

However the 2006 Proposed Amendment must be restated to clarify the adjustment for
benefits commencing before and after normal retirement age to reflect the actual
administration of the Plan.

Even if the Plan is amended as described above, based on the demographics of the
participant group and the structure of the benefit formula, we have concerns that the
Plan may not satisfy the nondiscrimination requirements under section 401(a)(4) of the
Code in subsequent years,

Attachment:
2006 Proposed Amendment

.21
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Appendix l
NHCE2 Plan 50%QJSA
Payable All Ages*
(1y @ t)) (4) (5 (6 M
1.08-62 @)+(3)+(4) 2
APR APR 50% QJSA
AB Age 62 Discount PV 50% QJSA Payable
Age EOY Plan Basls Factor Plan Basis Plan Basls Plan Basis
26 27.27 139.280 0.12217 466.19 197.819 2.36
27 27.27 139.280 0.1301 494.16 197.351 2.50
28 27,27 139.280 0.1379 523.81 196.857 2.66
29 27.27 139.280 0.1462 . 555.24 196.335 2.03
30 27.27 139.280 0.1550 586. 55 195.785 3.01
3 21.27 139.280 0.1643 623.87 195.204 3.20
32 27.27 139,280 0.1741 661.30 194.590 3.40
33 21.27 139.280 0.1846 700.98 193.942 3.61
34 27.27 139.280 0.1956 743.04 193.256 3.84
35 27.27 139.280 0.2074 787.62 192.531 4.09
36 27.27 139.280 0.2198 834.87 191.763 4.35
37 27.27 139.280 0.2330 884.97 190.951 4.53
38 27.217 139.280 0.2470 938.07 190.094 4,93
39 27.27 139,280 D.2618 994.35 189.190 5,26
40 27.27 139,280 0.2775 1,054.01 188.236 .60
q1 27.27 138,260 0.2942 1,117.25 187.231 5.97
42 27.27 139.280 0.3118 1,184.29 186.173 6.36
43 27.27 139.260 0.3305 1,255.34 185.057 6.78
4 27.27 139.280 0. 3503 1,330.66 183.882 7.24
45 27.27 139.280 0.3714 1,410.50 182,643 7.72
46 27.27 139.280 0.3936 1,495.13 181.337 8.25
47 27.27 139.280 0.4173 1,584.84 179.961 8.81
48 27.27 139.280 0.4423 1,679.93 178.514 9.41
49 27.27 139.280 0.4688 1,780.73 176.992 10.06
50 271.27 139.280 0.4970 1,887.57 175.393 10.76
51 27.27 139.280 0.5268 2,000.83 173.714 11.52
52 27.27 139,280 0.5584 2,120.88 171.954 12.33
53 27.27 139.280 0.5919 2,248.13 170.111 13.22
54 27.27 139.280 0.6274 2,383.02 168.182 14.17
55 27.27 139.280 '0.6651 2,526.00  166.165 15.20
56 27.27 139.280 0.7050Q 2,677.56 164.058 16,32
57 27.27 139.280 0.7473 2,838.21 161.863 17.53
58 27.27 139.280 0.7921 3,008,50 159.584 18.85
59 27.27 139.280 0.8396 3,189.01 157.221 20.285
60 27.27 ' 139.280 0.8900 3,380.35 154.774 21.84
61 27.217 139,280 0.9434 3,583.17 152.242 23.54
62 27.27 139.280 1.0000 3,798.17 149.633 25.38

=Gaiculations based on 2008 Proposed Amendment rastated 1o clarify the adjustment for banefits commencing before normal retirament ege.
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NHCE2 Normalized Benefit
Applicable All Ages*
¢)] (2 @ (4)_ (5 ® o
1.088%%-" D )et)
APR Life APR S 12+(6)
50% QJSA 80% QJSA Accumulation Age 62 Normalized Normalized

Payable Test Basls Factor Test Basis Wonthly Annual
Age Plan Basls 1.5% Tost Basis 7.5% Benefit Benefit
26 ‘2,36 162,812 18.8569 123.241 58.71 104,50
27 2.50 162.579 17.3796 123.241 57,41 688.91
28 2.66 162.330 16.0181 123.241 56.14 673.64
29 2.83 162.064 14.7632 123,241 54.80 658.83
30 3.01 161.780 13.6067 123.241 53.69 £44.33
3 3.20 161.4717 12.5407 123.241 52.51 §30.18
3z 3.40 161.153 11.5583 123.241 51.36 616.36
33 361 160.807 10.6528 123.241 50.24 602.87
34 3.84 160.436 9.8182 123.241 49.14 589.71
3s 4.09 160.038 9.0490 123.241 48.07 576.85
16 4.35 159.611 g.3401 123.241 47.03 564.31
37 4.63 159.155 7.6868 123,241 46.01 552.07
38 4.93 158.666 7.0846 123.241 45.01 540.12
9 5.26 158,145 6.5296 123.241 44.04 52B.45
a0 5.60 157.589 6.0180 123.241 _43.09 517.07
1 5.97 156.996 5.5466 123.241 42.16 505.95
a2 6.36 156.364 5.1120 123.241 41.26 495.11
43 6.78 155.691 4.7116 123.241 40.38 484.52
a4 7.24 194.973 4.3425 123.241 39.52 474.18
45 1.72 154.207 4.0023 123.241 38.67 464.09
46 6.25 153.390 3.6887 123.241 37.85% 454.25
47 .81 152.519 3.3997 123.241 37.05 244.63
48 9.41 151.582 3.1334 123.241 36.27 435.25
49 10.06 150.606 2.8879 123,241 35.51 426,09
50 10.76 149.558 2.6617 123.241 34.76 417.14
51 11.52 148.446 2.4532 123.241 34.03 408.41
52 12.33 © 147,267 2.2610 123.241 33.32 399,88
53 13.22 146.019 2.0839 123.241 32.63 391.55
54 14.17 144,699 1.9206 123.241 31.95 383.42
55 15.20 143.303 1,7701 123.241 31.29 375,48
56 16,32 141.831 1.6315 123.241 30.64 367.72
57 17.53 140.282 1.5037 123.241 30.01 360.14
58 18.85 138.657 1.3859 123.241 29.39 352.73
59 20.28 136.958 1.2773 123.241 26.79 345.50
60 21.84 135.181 1.1772 123.241 28.20 338.43
81 23.54 133.327 1.0850 123.241 ° 27. 63 331.52
62 25.38 131.399 1.0000 123.241 27.06 324.76

+Calculstions based on 2008 Propoessd Amandment restated lo clarify the adjuaiment for bensfits commenaing before nommal retirement age.
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Appendix 3

HCE1 Plan 50%QJSA

Payable All Ages”
)] @ (3) 0] ) ®) M
1.06"-52 (2)+(3)0(4) &
APR APR 50% QJSA
AB Age 62 Discount PV 50% QJSA Payable
Age EOY Plan Basis ' Factor Plan Basis Plan Basls Plan Basis
58 740,00 139.280 0.7921 gl,638.87 159.584 511.57
S9 740,00 139.280 0.8396 86,537.20 157.221 550.42
€0 740.00 139.280 0.8900 91,729.43 154.774 592. 67
61 740,00 139.280 0.9434 97,233.20 152.242 638.67
62 740.00 139.280 1.0000 103,067.20 149.633 688.80
HCE1 Normalized Benefit
Applicable All Ages®
) 2 (3 @ ®
1.085%-™ (? 4 ™
Be(B)e(4) 12¢(6)
APR Life APR 2 Normalizad
50% QJSA 50% QJSA Accumutation Age 62 Normalized Annval
" Payable Test Basls Factor Test Basis Monthly Benefit
Age Plan Basls 7.5% Test Basls 7.5% Benefit
58 511.57 138.657 1.3859 123.241 797.65 9,571.81
$9 550.42 136.958 1.2773 123.241 781.29 9,375.46
80 592.67 135.181 1.1772 123.241 765,30 3,183,57
61 638.67 133.327 1.0850 123.241 749.67 8,996.03
62 688,80 131.399 1.0000 123,241 734.39% 8,812.7¢0
ST,

*Calculations based on 2008 Proposed Amendment reslated to clarily the adjus!i-nen! for henefits commencing befors normat retiremant age.
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Appendix 4
NHCE1 Plan 50%QJSA
Payable All Ages’
¢)] @ (&) O ) (6 M
1.08M-02 2%(3)(4) 2
APR APR 50% QUSA
_ AB Age 62 Discount PV 50% QJSA Payable
Age EOY Plan Basis Factor Plan Basis Pian Basis Plan Basls
49 135.19 139,280 0.4688 8,6827.89 176.992 49.86
50 135.19 139.280 0.4970 9,357.57 175.393 53.35
51 135,19 139.280 0.5268 9,919.02 173.714 57.10
52 135.19 139.280 0.5564 10,514.16 171.954 61.15
53 135.19 139.280 0.5919 11,145.01 170,111 65.52
54 135.19 139.280 0.6274 11,813.71 168.182 70.24
55 135.19 139,280 0.6651 12,522.53 166.165 75.36
56 135.19 139.280 0.7050 13,273.89 164.058 80.91
57 135.19 139,280 0.7473 14,070.32 161.863 86.93
58 135.19 139,280 0.7921 14,914.5¢ 159.584 93.46
59 135.19 139,280 0.8386 15,809.41 157,221 100.56
60 135.19 139,280 0.8900 16,7%7.98 154.774 108.27
61 135.19 139.260 0.9434 17,763.45 152,242 116.68
62 135.19 139,280 1.0000 18,828.26 149.633 125.84
NHCE1 Normalized Benefit
Applicable All Ages*
) @ &) (4:“» 6 ) .
1.085 2 )etd) 124(6)
APR Life APR 9 Normalized
50% QJSA 50% QJSA Accumulation ,  Age62 Normalized
Monthly Annual
Payable Tost Basls Factor Test Basis Benefit
Age Flan Basls 7.5% TostBasis 7.5% Berefit
49 49.88 150.606 2.8879 123,241 176.03 2,112.31
50 53,35 149.558 2.6617 123,241 172.33 2,067,96
51 57.10 148.446 2.4532 123.241 168.72 2,024.67
52 61,15 147.267 2.2610 + 123,241 165.20 1,982.33
53 65.52 146.019 2.0B39 123.241 161.76 1,941.11
54 20.24 144.699 1.9206 123.241 159.40 1,900.79
55 75.36 143.303 1.7701 123.241 155.12 1,861.41
56 80.91 141.831 1.6315 123.241 151.91 1,822.95
57 86.93 140,282 1.5037 123.241 148.78 1,785.38
58 93.46 138,657 1.3859 123.241 145.72 1,748.67
59 100.56 136.958 1.2773 123.241 142.73 1,712.79
60 108.27 135,181 1.1772 123.241 139.81 1,677.74
61 116.68 133.327 1.0850 123.241 136.96 1,643.48
62 125.84 131.399 1.0000 123.241 134,17 1,609.99

+Caiculslions bessd on 2008 Propased Amen:

cment retiaed to clarty the adjustment for benafita ocommencing before

narmsl retirament age,



