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allocate all the assets to employee M, the 
older employee. Method F, under these facts, 
is not an acceptable funding method because 
the allocation is not in proportion to related 
liabilities as required under paragraph (c)(5) 
of this section. 

[T.D. 7746, 45 FR 86430, Dec. 31, 1980] 

§ 1.412(c)(3)–2 Effective dates and tran-
sitional rules relating to reasonable 
funding methods. 

(a) Introduction. This section pre-
scribes effective dates for rules relat-
ing to reasonable funding methods, 
under section 412(c)(3) and § 1.412(c)(3)– 
1. Also, this section sets forth rules 
concerning adjustments to a plan’s 
funding standard account that are ne-
cessitated by a change in funding 
method, and a provision setting forth 
procedural requirements for use of an 
optional phase-in of required changes. 

(b) Effective date—(1) General rule. Ex-
cept as otherwise provided by subpara-
graph (2) of this paragraph, § 1.412(c)(3)– 
1 applies to any valuation of a plan’s li-
abilities (within the meaning of section 
412(c)(9)) as of a date after April 30, 
1981. 

(2) Exception. If a collective bar-
gaining agreement which determines 
contributions to a plan is in effect on 
April 30, 1981, then § 1.412(c)(3)–1 applies 
to any valuation of that plan’s liabil-
ities as of a date after the earlier of the 
date on which the last such collective 
bargaining agreement expires or April 
30, 1984. 

(3) Transitional rule. The reasonable-
ness of a funding method used in mak-
ing a valuation of a plan’s liability as 
of a date before the effective date de-
termined under subparagraph (1) or (2) 
of this paragraph is determined on the 
basis of such published guidance as was 
available on the date as of which the 
valuation was made. 

(c) Change of funding method without 
approval—(1) In general. A plan that is 
required to change its funding method 
to comply with § 1.412(c)(3)–1 is not re-
quired to submit the change of funding 
method for approval as otherwise re-
quired by section 412(c)(5). However, 
this change must be described on Form 
5500, Schedule B for the plan year with 
respect to which the change is first ef-
fective. 

(2) Amortization base. An amortization 
base must be established in the plan 

year of the change in method equal to 
the change in the unfunded liability 
due to the change (where both un-
funded liabilities are based on the same 
actuarial assumptions). Such a base 
must be amortized over 30 years in de-
termining the charges or credits to the 
funding standard account, unless the 
Commissioner upon application per-
mits amortization over a shorter pe-
riod. 

(d) Phase-in of additional funding re-
quired by new method—(1) In general. A 
plan that is required to change its 
funding method to comply with 
§ 1.412(c)(3)–1 may elect to charge and 
credit the funding standard account as 
provided in this paragraph. An election 
under this paragraph shall be irrev-
ocable. 

(2) Credit in year of change. In the 
plan year of the change in method the 
funding standard account may be cred-
ited with an amount not in excess of 0.8 
multiplied by the excess (if any) of— 

(i) The normal cost under the new 
method plus the amortization charge 
(or minus the amortization credit) 
computed as described in § 1.412(c)(3)– 
2(c)(2), over 

(ii) The normal cost under the prior 
method, for the plan year of the change 
in method. 

(3) Credits in the next three years. In 
the three years following the year of 
the change the funding standard ac-
count may be credited with an amount 
not in excess of 0.6, 0.4, and 0.2 respec-
tively in the first, second, and third 
years, multiplied by either of the fol-
lowing amounts, computed as of the 
last day of the year of credit— 

(i) The excess described in 
§ 1.412(c)(3)–2(d)(2) multiplied by a frac-
tion (not greater than 1), the numer-
ator of which is the number of partici-
pants in the year of the credit and the 
denominator of which is the number of 
participants in the year of the change, 
or, at the option of the plan, 

(ii) The excess (if any) in the year of 
credit of— 

(A) The net charge to the funding 
standard account based on the new 
method, over 

(B) The net charge to the funding 
standing account based on the prior 
method. 
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(4) Computational rules. For purposes 
of the calculation described in 
§ 1.412(c)(3)–2(d)(3)(ii), the net charge is 
the excess of charges under section 
412(b)(2) (A) and (B) over the credits 
under section 412(b)(3)(B) (including 
the charge or credit described in 
§ 1.412(c)(3)–2(c)) which would be re-
quired using the actuarial assumptions 
and plan benefit structure in effect on 
the last day of the plan year of change. 

(5) Fifteen-year amortization of credits. 
The funding standard account shall be 
charged with 15-year amortization of 
each credit described in § 1.412(c)(3)–2(d) 
(2) and (3) beginning in the year fol-
lowing each such credit. 

(6) Manner of election. An election 
under this paragraph shall be made by 
the claiming of the credits described in 
§ 1.412(c)(3)–2(d) (2) and (3) on Schedule 
B to Form 5500 and by filing such other 
information as may be required by the 
Commissioner. 

(e) Effect on shortfall method. The 
charges and credits described in this 
section apply in the shortfall method 
to the annual computation charge de-
scribed in § 1.412(c)(1)–2(d). The 
amounts described in § 1.412(c)(3)–2(d) 
shall be determined before the applica-
tion of the shortfall method. 

(Sec. 3(31) of the Employee Retirement In-
come Security Act of 1974 (88 Stat. 837; 29 
U.S.C. 1002) and sec. 7805 of the Internal Rev-
enue Code of 1954 (68A Stat. 917; 26 U.S.C. 
7805)) 

[T.D. 7746, 45 FR 86432, Dec. 31, 1980] 

§ 1.412(i)–1 Certain insurance contract 
plans. 

(a) In general. Under section 412(h)(2) 
of the Internal Revenue Code of 1954, as 
added by section 1013(a) of the Em-
ployee Retirement Income Security 
Act of 1974 (88 Stat. 914) (hereinafter re-
ferred to as ‘‘the Act’’), an insurance 
contract plan described in section 412(i) 
for a plan year is not subject to the 
minimum funding requirements of sec-
tion 412 for that plan year. Con-
sequently, if an individual or group in-
surance contract plan satisfies all of 
the requirements of paragraph (b)(2) or 
(c)(2) of this section, whichever are ap-
plicable, for the plan year, the plan is 
not subject to the requirements of sec-
tion 412 for that plan year. The effec-
tive date for section 412 of the Code is 

determined under section 1017 of the 
Act. In general, in the case of a plan 
which was not in existence on January 
1, 1974, this section applies for plan 
years beginning after September 2, 
1974, and in the case of a plan in exist-
ence on January 1, 1974, to plan years 
beginning after December 31, 1975. 

(b) Individual insurance contract plans. 
(1) An individual insurance contract 
plan is described in section 412(i) dur-
ing a plan year if the plan satisfies the 
requirements of paragraph (b)(2) of this 
section for the plan year. 

(2) The requirements of this para-
graph are: 

(i) The plan must be funded exclu-
sively by the purchase from an insur-
ance company or companies (licensed 
under the law of a State or the District 
of Columbia to do business with the 
plan) of individual annuity or indi-
vidual insurance contracts, or a com-
bination thereof. The purchase may be 
made either directly by the employer 
or through the use of a custodial ac-
count or trust. A plan shall not be con-
sidered to be funded otherwise than ex-
clusively by the purchase of individual 
annuity or individual insurance con-
tracts merely because the employer 
makes a payment necessary to comply 
with the provisions of section 411(c)(2) 
(relating to accrued benefit from em-
ployee contributions). 

(ii) The individual annuity or indi-
vidual insurance contracts issued 
under the plan must provide for level 
annual, or more frequent, premium 
payments to be paid under the plan for 
the period commencing with the date 
each individual participating in the 
plan became a participant and ending 
not later than the normal retirement 
age for that individual or, if earlier, 
the date the individual ceases his par-
ticipation in the plan. Premium pay-
ments may be considered to be level 
even though items such as experience 
gains and dividends are applied against 
premiums. In the case of an increase in 
benefits, the contracts must provide 
for level annual payments with respect 
to such increase to be paid for the pe-
riod commencing at the time the in-
crease becomes effective. If payment 
commences on the first payment date 
under the contract occurring after the 
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