Defined Benefit Plan Alert

Defined Benefit Plans require funding every year!

A defined benefit plan is truly a long-term “plan”:
Defined benefit pension plans are designed to require a contribution each year.  It is a payment plan with the goal of accumulating a sum of money by retirement age to provide an annual stream of income.  For this reason contributions to a pension plan cannot be changed without a plan amendment, which alters a fundamental design aspect of the plan.

Contribution calculations:

Contributions are determined by several variable factors:

1) Compensation of plan participants

2) Age of plan participants

3) Retirement age stated in plan document

4) Value of plan assets as of the end of the year

5) Market interest rates and current mortality tables

6) Investment experience of the plan

7) Turnover of plan participants

Any change in one or more of these variables from year to year will affect the size of the required contribution to the plan.  This is why contributions can differ from year to year even if there is a perception that nothing has changed.

Amending the Plan:

Amendments to the plan may be required to be made prior to the end of the year to be effective for that year.  In fact many amendments must be adopted at the beginning of the year.   For these reasons it is very important to plan out a year in advance whenever possible and  determine your contribution budget as early as possible.  You are never allowed to change your plan to retroactively reduce any benefits earned during the year.

It’s best to be pro-active with pension plans –

The earlier we know your contribution goal for the year the more likely we will be able to achieve your goal.  In some cases it is not possible to meet your goal given all the calculation variables and the detailed IRS regulations.  Unfortunately affordability is not a recognized variable in the contribution equation.  Our actuary will try his best to do what he can!

Actuarial Valuation Required:
An actuarial valuation certified by an Enrolled Actuary must be performed each year.  The result of this valuation is to determine the required funding to the plan and ascertain if the plan is still on target to provide the stated retirement benefits as designed in the plan.  The enrolled actuary also prepares schedule B which we attach to your Form 5500 as required by the IRS and Department of Labor.

Please give us a call if you have any questions or concerns about this material.

