Guidance on Single-Employer Defined Benefit Pension Plan Funding Changes
under the American Rescue Plan Act of 2021

Notice 2021-48
l. Purpose

This notice provides guidance on the changes to the funding rules for single-employer
defined benefit pension plans under § 430 of the Internal Revenue Code (Code) that
were made by 88 9705 and 9706 of the American Rescue Plan Act of 2021 (the ARP),
Pub. L. No. 117-2, 135 Stat. 4 (March 11, 2021). Those changes also affect the
application of the funding-based limits on benefits under § 436 of the Code.

Section 303 of the Employee Retirement Income Security Act of 1974, Pub. L. No.
93-406, 88 Stat. 829 (September 2, 1974), as amended (ERISA), provides rules that are
parallel to the rules of § 430 of the Code, and § 206(g) of ERISA provides rules that are
parallel to the rules of § 436 of the Code. Section 303 of ERISA was amended by 88
9705 and 9706 of the ARP. Under 8§ 101 of Reorganization Plan No. 4 of 1978 (92 Stat.
3790, as amended by Pub. L. No. 99-514, § 2, Oct. 22, 1986, 100 Stat. 2095) and §
3002(c) of ERISA, the Secretary of the Treasury has interpretive jurisdiction over the
subject matter addressed in this notice for purposes of ERISA, as well as the Code.
Thus, the provisions of this notice pertaining to 88 430 and 436 of the Code also apply
for purposes of 88 303 and 206(g) of ERISA.

Il. Background

A. Minimum funding requirements under § 430 of the Code and benefit limitations
under § 436 of the Code

Section 412 of the Code provides that a sponsor of a qualified defined benefit plan
(other than a multiemployer plan described in § 414(f) or a CSEC plan described in

§ 414(y)) must make contributions to or under the plan for the plan year that, in the
aggregate, are not less than the minimum required contribution determined under 8§ 430
for the plan year.

As part of the determination of the minimum required contribution under § 430, § 430(c)
generally requires the establishment of a shortfall amortization base with respect to any
plan year for which the value of a plan’s assets is less than the amount of the plan’s
funding target. The shortfall amortization base of a plan for a plan year is equal to the
funding shortfall of the plan for the plan year, minus the present value of the aggregate
total of the shortfall amortization installments and waiver amortization installments that
have been determined for the plan year and any succeeding plan year with respect to
the shortfall amortization bases and waiver amortization bases of the plan for plan years
preceding the plan year. Prior to the enactment of the ARP, a plan’s shortfall



amortization installments generally were calculated to amortize each shortfall
amortization base over 7 plan years pursuant to 8 430(c)(2).

Under 8§ 430(f), the plan sponsor of a defined benefit plan that is subject to § 430 may
elect to maintain a prefunding balance and a funding standard carryover balance,
representing the cumulative total of contributions in excess of the minimum required
contribution. Subject to certain conditions, all or a portion of the prefunding balance or
funding standard carryover balance may be used, at the plan sponsor's election, to
offset the minimum required contribution for a plan year. Under 8§ 430(f)(6)(B)(i), a plan
sponsor that makes contributions in excess of the minimum required contribution for a
plan year may elect to add that excess (adjusted with interest using the effective interest
rate for that plan year in accordance with 8 430(f)(6)(B)(ii)) to the plan's prefunding
balance. A plan sponsor may also elect to reduce the plan's prefunding balance or the
funding standard carryover balance as provided in 8§ 430(f)(5).

Section 430(h)(2) specifies interest rates that are used to calculate the minimum
required contribution under § 430. These interest rates are a set of three segment rates
described in § 430(h)(2)(C)(i), (ii) and (iii), or, alternatively, a full yield curve described in
8§ 430(h)(2)(D)(i). Section 40211(a) of The Moving Ahead for Progress in the 21st
Century Act (MAP-21), Pub. L. N0.112-141, 126 Stat. 405 (July 6, 2012), added

§ 430(h)(2)(C)(iv) to the Code, which provides that each of the three segment rates
described in § 430(h)(2)(C)(i), (ii), and (iii) for a plan year is adjusted as necessary to fall
within a specified range that is determined based on an average of the corresponding
segment rates for the 25-year period ending on September 30 of the calendar year
preceding the first day of that plan year. Notice 2012-61, 2012-42 I.R.B. 479, provides
guidance regarding the application of the adjusted segment rates.

Section 436 provides limits on benefits and benefit accruals under a single-employer
defined benefit pension plan (other than a CSEC plan), which are applied based on the
plan's adjusted funding target attainment percentage (AFTAP) within the meaning of

8 436(j)(2) for a plan year. Under 8§ 436(j)(2), the AFTAP for a plan year is based on the
percentage determined by dividing the value of plan assets for the plan year (generally
reduced by the sum of the plan’s prefunding balance and funding standard carryover
balance) by the funding target for the plan year. Section 436(b) provides generally that
unpredictable contingent event benefits resulting from an event may not be paid if,
taking into account the payment of those benefits, the plan's AFTAP would be less than
60 percent. Section 436(c) provides generally that no amendment increasing liabilities
may take effect if, after taking into account that amendment, the plan's AFTAP would be
less than 80 percent. Section 436(d) provides generally that the plan may not pay
certain accelerated forms of benefit (such as a single-sum distribution) if the plan's
AFTAP is less than 80 percent. Section 436(e) provides generally that benefit accruals
must cease if the plan's AFTAP is less than 60 percent.

Sections 436(b)(2) and (c)(2) provide rules that allow a plan sponsor to avoid or
terminate benefit restrictions under 8§ 436(b) or (c) by making an additional contribution
of a certain amount to the plan. Section 1.436-1(f) provides rules for these



contributions, which are referred to as 8 436 contributions. Section 1.436-1(f)(2)(i)(A)
provides that any 8§ 436 contribution made by a plan sponsor on a date other than the
valuation date for the plan year must be adjusted with interest at the plan's effective
interest rate for that plan year. If the plan's effective interest rate for the plan year has
not been determined at the time of the contribution, then this interest adjustment must
be made using the highest of the three segment rates as applicable for that plan year.

In that case, if the effective interest rate for the plan year is subsequently determined to
be less than that highest rate, the excess is recharacterized as an employer contribution
taken into account under § 430 for the current plan year.

Section 436(h) provides rules that apply prior to the certification of the AFTAP for a plan
year by the plan’s enrolled actuary. Under § 436(h)(1), if a benefit limitation applied to a
plan on the last day of the preceding plan year, then the current plan year's AFTAP
generally is presumed to be equal to the prior plan year's AFTAP for the period
beginning on the first day of the plan year and ending when the plan's enrolled actuary
certifies the AFTAP for the current plan year. Under § 436(h)(3), if (i) the plan's enrolled
actuary has not certified the AFTAP for the current plan year by the first day of the 4th
month of the plan year, and (ii) the AFTAP for the prior plan year did not result in the
application of a benefit limitation for that prior plan year (but would have resulted in the
application of a benefit limitation had that AFTAP been 10 percentage points lower),
then the AFTAP for the current plan year is presumed to be equal to 10 percentage
points less than the AFTAP for the prior plan year for the period beginning on that first
day of the 4th month and ending when the plan’s enrolled actuary certifies the plan's
AFTAP for the current plan year. Under 8§ 436(h)(2), if no certification of the AFTAP for
the current plan year is made before the first day of the 10th month of that year, then
the AFTAP for the current plan year is presumed to be less than 60 percent as of that
first day.

Section 3608(a)(1) of the Coronavirus Aid, Relief, and Economic Security Act (CARES
Act), Pub. L. No. 116-136, 134 Stat. 281 (March 27, 2020) provides that any minimum
required contribution that would otherwise be due under § 430 of the Code during
calendar year 2020 (including quarterly installments under 8§ 430(j)(3) of the Code and
§ 303(j)(3) of ERISA) are due on January 1, 2021. Section 3608(a)(2) of the CARES
Act provides that those contributions and installments are to be increased with interest
accruing for the period between the original due date for the contribution or installment
and the date of the payment at the effective interest rate for the plan for the plan year
that includes the payment date. Section 3608(b) of the CARES Act provides that for
purposes of applying 8 436 of the Code (and 8§ 206(g) of ERISA), a plan sponsor may
elect to treat the plan’s AFTAP for the last plan year ending before January 1, 2020, as
the AFTAP for plan years that include calendar year 2020. Notice 2020-61, 2020-35
I.R.B. 468 and Notice 2020-82, 2020-49 |.R.B. 1458 provide guidance regarding the
application of § 3608 of the CARES Act.

B. Extension of the amortization period for shortfall amortization bases



Section 9705(a) of the ARP added 8§ 430(c)(8) to the Code to extend the amortization
period for shortfall amortization bases. Under § 430(c)(8), with respect to plan years
beginning after December 31, 2021 (or, at the election of the plan sponsor, plan years
beginning after December 31, 2018, December 31, 2019, or December 31, 2020), the
shortfall amortization bases for all plan years preceding the first plan year to which this
provision applies (and all shortfall amortization installments determined with respect to
those bases) are reduced to zero, and shortfall amortization installments for all new
shortfall amortization bases are calculated to amortize each shortfall amortization base
over 15 plan years.

C. Changes to the adjusted 24-month average segment rates

Prior to the enactment of the ARP, the applicable minimum and maximum percentages
for the 24-month average segment rates set forth in the table in 8 430(h)(2)(C)(iv)(ll) of
the Code were 90% to 110% for plan years beginning before January 1, 2021, 85% to
115% for plan years beginning in 2021, 80% to 120% for plan years beginning in 2022,
and a wider corridor for later plan years. Section 9706(a)(1) of the ARP changed those
specified ranges. As amended by the ARP, the applicable minimum and maximum
percentages are 95% and 105% for plan years beginning in 2020 through 2025, and a
wider corridor for later plan years. Section 9706(a)(2) of the ARP amended §
430(h)(2)(C)(iv)(1) of the Code to provide that if the average of the first, second, or third
segment rate for any 25-year period is less than 5 percent, then 5 percent is substituted
for that 25-year average. The adjusted 24-month average segment rates determined
under § 430(h)(2)(C)(iv), taking into account the amendments made by the ARP, are
referred to in this notice as the ARP segment rates (and the adjusted 24-month average
segment rates determined not taking into account the amendments made by the ARP
are referred to as the pre-ARP segment rates).

Section 9706(c)(1) of the ARP provides that the amendments made by 8§ 9706 are
effective with respect to plan years beginning after December 31, 2019.1 However,

§ 9706(c)(2) provides that a plan sponsor may elect not to have the amendments made
by 8§ 9706 apply to any plan year beginning before January 1, 2022, either (as specified
in the election) for all purposes or solely for purposes of determining the AFTAP for the
plan year. In addition, under § 9706(c)(2), a plan is not treated as failing to meet the
requirements of § 411(d)(6) of the Code solely by reason of this election.

D. Market rate of interest limitation for statutory hybrid plans

Section 1.411(b)(5)-1(d)(1)(i) provides that a statutory hybrid plan satisfies the
requirement in 8 411(b)(1)(H) only if the interest crediting rate under the statutory hybrid
benefit formula does not exceed a market rate of return. Under § 1.411(b)(5)-
1(d)(2)(iii)(A) and (d)(3), an interest crediting rate satisfies this market rate of return
limitation if it is no greater than the third segment rate described in § 430(h)(2)(C)(iii),

! The adjusted 24-month average segment rates for months between January 2020 and March 2021,
taking into account the amendments made by the ARP, are set forth in Notice 2021-27, 2021-18 |.R.B.
1125.
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determined with or without regard to § 430(h)(2)(C)(iv). Under 8§ 1.411(b)(5)-
1(d)(1)(iii)(B) and (d)(4), an interest crediting rate satisfies the market rate of return
limitation if it is no greater than the first or second segment rate described in

8 430(h)(2)(C)(i) and (ii), determined with or without regard to § 430(h)(2)(C)(iv).

lll. Application of 8 430(c)(8) of the Code and § 9706 of the ARP
A. General guidance relating to application of 8 430(c)(8) of the Code

For all plan years beginning after December 31, 2021, shortfall amortization bases are
amortized over 15 years, and for all earlier plan years, all shortfall amortization bases
are eliminated. However, a plan sponsor may elect to have this rule apply to plan years
beginning after December 31, 2018, 2019, or 2020. If the plan sponsor elects an earlier
application of 8 430(c)(8), the first sentence of this section IIl.A is applied by substituting
the December 31 of the earlier calendar year that the plan sponsor elects for December
31, 2021.

B. General guidance relating to application of 8 9706 of the ARP
1. Applicability of the ARP segment rates

Q&A G-2 of Notice 2012-61 specifies the items for which the adjusted 24-month
average segment rates, determined taking into account 8 430(h)(2)(C)(iv), apply or do
not apply. That guidance generally remains in effect following the enactment of the
ARP, but is modified to reflect subsequent statutory changes and to take into account
any election under 8 9706(c)(2) of the ARP not to apply the ARP segment rates for a
plan year.

For example, Notice 2012-61 provides that if the adjusted segment rates under

8 430(h)(2)(C)(iv) apply for a plan year, then those rates apply for the purposes of
determining the minimum required contribution under § 430, including the calculation of
target normal cost and funding target under 8 430(b) and (d) and § 1.430(d)-1, the
calculation of the present value of remaining shortfall and waiver amortization
installments for purposes of determining any shortfall amortization base established in
the current plan year under 8§ 430(c)(3), the determination of shortfall and waiver
amortization installments under § 430(c)(2) and (e)(2), and the limitation on the
assumed rate of return for purposes of determining the average value of assets under
8 430(9)(3)(B), as described in section IlI.B. or III.C. of Notice 2009-22, 2009-14 |.R.B.
741. Therefore, for a plan year beginning in 2020, the ARP segment rates apply for
these purposes unless the plan sponsor has elected under § 9706(c)(2) of the ARP to
apply the pre-ARP segment rates for that plan year.

2. Effect of 8 9706 of the ARP on interest adjustments with respect to certain
contributions made pursuant to § 3608(a) of the CARES Act



The application of the ARP segment rates for a plan year increases the effective interest
rate for the plan for that plan year, compared to the effective interest rate determined
using the pre-ARP segment rates for that plan year. Although Q&A-2 of Notice 2020-61
provides that the effective interest rate for the plan year in which a contribution is made
is used for certain interest adjustments with respect to a contribution that is made after
the original due date for the plan year (but no later than the extended deadline under §
3608(a) of the CARES Act), the ARP segment rates are not used for determining that
effective interest rate if the plan year for which the extended due date applies is a plan
year beginning before January 1, 2020. This is because pursuant to § 9706(c)(1) of the
ARP, the ARP segment rates only apply with respect to a plan year beginning after
December 31, 2019.

In addition, if a contribution for a plan year beginning before January 1, 2020 is made
after the original due date but no later than the extended due date under § 3608(a) of
the CARES Act, then, as described in Q&A-9 of Notice 2020-61, the interest adjustment
rules of Q&A-2 of Notice 2020-61 apply for purposes of determining the value of plan
assets for the next plan year. Accordingly, the pre-ARP segment rates will apply to
determine the effective interest rate that is used for this purpose.

3. Applying the ARP segment rates to statutory hybrid plan interest credits

If a statutory hybrid plan provides an interest crediting rate that is based on any of the
three segment rates specified in § 430(h)(2)(C)(i), (i), or (iii) of the Code determined
taking into account the corridor under 8§ 430(h)(2)(C)(iv), the enactment of the ARP will
result in a change to the plan’s interest crediting rate. If an election under § 9706(c)(2)
of the ARP to apply the pre-ARP segment rates for a plan year beginning in 2020 or
2021 has been made, the plan’s interest crediting rate for the plan year will be
determined by applying 8§ 430(h)(2)(C)(iv) of the Code without regard to the amendment
by 8 9706 of the ARP. In contrast, if a plan sponsor does not make an election under §
9706(c)(2) of the ARP to apply the pre-ARP rates for a plan year beginning in 2020 or
2021, then the plan’s interest crediting rate for the plan year will be determined by
applying 8 430(h)(2)(C)(iv) of the Code taking into account its amendment by 8§ 9706 of
the ARP. In that case, the plan administrator may apply a reasonable interpretation of
plan terms that reference § 430(h)(2)(C)(iv) of the Code in determining when this
change in the interest crediting rate takes effect. For this purpose, it is reasonable to
interpret the plan as providing for interest credits determined without taking into account
the amendments made by 8 9706 of the ARP for interest crediting periods that ended
prior to March 11, 2021 (the date of enactment of the ARP), and to interpret the plan as
providing for interest credits taking into account those amendments for all interest
crediting periods that end on or after March 11, 2021.

IV. Manner and Timing of Making Elections under the ARP

A. Manner of election under § 430(c)(8) of the Code



The election under 8 430(c)(8) of the Code to have the first plan year for which 15-year
amortization of shortfall amortization bases applies be a plan year that starts before
January 1, 2022, is made by the plan sponsor by providing written notification of this
election to both the plan's enrolled actuary and the plan administrator. This election
must be signed and dated by the plan sponsor, and must include the following
information:

(1) The name of the plan;

(2) The plan number;

(3) The name of the plan sponsor;

(4) The plan sponsor's mailing address;

(5) The plan sponsor's employer identification number; and

(6) The first plan year for which the 15-year amortization period will apply.

If a Form 5500 “Annual Return/Report of Employee Benefit Plan”, Form 5500-SF “Short
Form Annual Return/Report of Small Employee Benefit Plan,” or Form 5500-EZ “Annual
Return of A One-Participant (Owners/Partners and Their Spouses) Retirement Plan or A
Foreign Plan,” is filed for the plan year beginning in 2019, 2020, or 2021, and the
Schedule SB “Single-Employer Defined Benefit Plan Actuarial Information” reflects the
15-year amortization of shortfall amortization bases under § 430(c)(8), then the plan
sponsor is deemed to have elected to apply 8 430(c)(8) beginning with the first plan
year for which this 15-year amortization is used.? For example, if an attachment to line
32 of the Schedule SB for the 2020 plan year reflects 14 years remaining in the
amortization period for the shortfall amortization base for the 2019 plan year, the plan
sponsor will be deemed to have elected to apply 8 430(c)(8) beginning with the 2019
plan year. If instead an attachment to line 32 of the Schedule SB for the 2020 plan year
reflects only one shortfall amortization base with 15 years remaining in the amortization
period, the plan sponsor will be deemed to have elected to apply 8§ 430(c)(8) beginning
with the 2020 plan year.

B. Manner of election under 8 9706(c)(2) of the ARP

The election not to have the amendments made by § 9706 of the ARP apply to a plan
year (that is, to use the pre-ARP segment rates for the plan year) is made in the same

2 Schedule SB is not required to be filed for plans for which Form 5500-EZ is filed and certain plans for
which Form 5500-SF is filed. For these plans, the Schedule SB must be completed (including being
signed by the enrolled actuary) and delivered to the plan administrator, who must retain it. With respect
to these plans, references in this notice to the filing of an amended Form 5500, Form 5500-SF, or Form
5500-EZ with a revised Schedule SB are applied by substituting the completion and delivery of the
revised Schedule SB for the filing of the amended form.



manner as the election in section IV.A of this notice. The contents of the election must
include items (1) through (5), with the following additions:

(6) If the election is made for a plan year beginning in 2020, a statement of
whether the election not to have the amendments made by § 9706 of the ARP
apply is being made for all purposes or solely for purposes of determining the
AFTAP under § 436 of the Code for the plan year.

(7) If the election is made for a plan year beginning in 2021, a statement of
whether the election not to have the amendments made by § 9706 of the ARP
apply is being made for all purposes or solely for purposes of determining the
AFTAP under § 436 of the Code for the plan year.

C. Election under 8 9706(c) of the ARP deemed to be made by completing Schedule
SB in a specified manner

If a Form 5500, Form 5500-SF or Form 5500-EZ is filed for the plan year beginning in
2020, and if line 21a of the Schedule SB reflects the segment rates determined without
regard to the ARP, then the plan sponsor is deemed to have elected to apply the pre-
ARP segment rates for purposes of both 88 430 and 436 of the Code for that plan year.
If this deemed election is made by a filing on or before October 15, 2021, then the
election may be revoked by filing, no later than December 31, 2021, an amended Form
5500, Form 5500-SF, or Form 5500-EZ for the plan year, with a revised Schedule SB
that reflects the use of the ARP segment rates. If the plan sponsor revokes the deemed
election, the plan sponsor may also elect to apply the pre-ARP segment rates only for
purposes of § 436 under the rules of section IV.B of this notice.

An election that is deemed made pursuant to this section IV.C is irrevocable if it is not
revoked in the time and manner set forth in this section IV.C.

D. Timing of elections under the ARP

Any plan sponsor election made in accordance with section IV.A or IV.B of this notice
(other than the deemed election under section IV.A) must be made by the later of: (i) the
last day of the plan year beginning in 2021, or (ii) December 31, 2021.

V. Rules for Elections under § 430(f) of the Code as a Result of the ARP and
Flexibility to Redesignate Contributions Between Plan Years

Section 1.430(f)-1(f)(1)(i) generally provides that any election under 8§ 430(f) by the plan
sponsor must be made by providing written notification of the election to the plan's
enrolled actuary and the plan administrator. Section 1.430(f)-1(f)(2)(i) generally
provides that any election under 8§ 430(f) with respect to a plan year must be made no
later than the last date for making the minimum required contribution for the plan year
as described in 8 430(j)(1), or such later date as prescribed in guidance published in the
Internal Revenue Bulletin. However, 8§ 1.430(f)-1(f)(2)(iii) provides that any election to



reduce the prefunding balance or funding standard carryover balance for a plan year
(for example, in order to avoid or terminate a benefit restriction under § 436) must be
made by the end of the plan year to which the election relates.

Section 1.430(f)-1(f)(3) provides, in general, that elections with respect to the plan’s
prefunding balance or funding standard carryover balance are irrevocable and must be
unconditional. However, § 1.430(f)-1(f)(3)(ii) provides that an election to use the
prefunding balance or funding standard carryover balance to offset the minimum
required contribution for a plan year is permitted to be revoked for a plan year to the
extent the amount the plan sponsor elected to use to offset the minimum required
contribution exceeds the minimum required contribution for the plan year.

Section 1.430(f)-1(H)(3)(ii) specifies that the method for revoking this election is to
provide written notification of the revocation to the plan's enrolled actuary and the plan
administrator by the deadline set forth in § 1.430(f)-1(f)(3)(iii). Under 8 1.430(f)-
1(H)(3)(iii), this revocation must generally be made by the end of the plan year for which
the election was made (if the valuation date is the first day of the plan year) or the due
date for contributions under § 430(j)(1) (if the valuation date is not the first day of the
plan year).

Section 1.430(j)-1(b)(3)(ii) provides that if a contribution is made during the current plan
year but before the deadline for contributions for a prior plan year, and the plan has no
unpaid minimum required contribution for any plan year at the time the contribution is
made, then the contribution may be designated as a contribution for either that prior
plan year or the current plan year. Similarly, if a contribution made during the current
plan year but before the deadline for contributions for a prior plan year is more than
enough to correct a plan's unpaid minimum required contributions for all plan years, the
portion of that contribution that was not used to correct unpaid minimum required
contributions may be designated as a contribution for either that prior plan year or the
current plan year. Under 8 1.430(j)-1(b)(3)(iii)(B), the designation that a contribution is
for a plan year is established by the completion (and filing, if required) of the Schedule
SB for the plan year for which the contribution is designated. In addition, that
designation may not be changed after the actuarial report that reflects the contribution is
completed (and filed, if required) except as provided in guidance published in the
Internal Revenue Bulletin.

A. Election to add to a prefunding balance

If a plan sponsor is applying the ARP for a plan year beginning in 2019, 2020, or 2021,
the plan sponsor may make an election to increase the prefunding balance by an
amount no greater than the amount of the increase in excess contributions for the plan
year resulting from the amendments made by the ARP.

Generally, any election to add to the prefunding balance for a plan year must be made
by 8% months after the end of plan year. Pursuant to the authority under 8 1.430(f)-

1(f)(2)(i) to provide exceptions to this rule, an election made under this section V.A will
be deemed timely if it is made by December 31, 2021. However, this extension of time



does not affect the application of the rules under § 1.430(f)-1(d)(2)(ii) regarding the
maximum amount of available balances or the timing requirements under § 1.430(f)-1(f)
for an election to use a funding standard carryover balance or prefunding balance to
offset the minimum required contribution.

B. Revocation of an election to use a prefunding balance or funding standard carryover
balance

An election to use a prefunding balance or funding standard carryover balance to offset
the minimum required contribution for a plan year that begins in 2019 or 2020 may be
revoked to the extent of the reduction in the minimum required contribution that results
from applying any of the amendments made by the ARP. This revocation is made by
providing written notification of the revocation to the plan's enrolled actuary and the plan
administrator and is deemed timely if it is made by December 31, 2021.

C. Revocation of an election to reduce a prefunding balance or funding standard
carryover balance

An election to reduce a plan’s prefunding balance or funding standard carryover
balance under § 1.430(f)-1(e) as of the first day of a plan year beginning in 2020 or
2021 may be revoked in full or in part if either of the amendments made by the ARP
apply for purposes of determining the minimum required contribution for that plan year.
This revocation is made by providing written notification of the revocation to the plan's
enrolled actuary and the plan administrator and is timely if made by December 31,
2021.

D. Redesignation of plan year for contributions

Pursuant to the authority under 8 1.430(j)-1(b)(3)(iii)(B) to permit a contribution that has
been designated for a plan year to be redesignated for a different plan year, a plan
sponsor may choose to redesignate all or a portion of a contribution that was originally
designated as applying for the plan year beginning in 2019 or 2020 as a contribution for
the immediately succeeding plan year. Any redesignation made under this section V.D
applies only if the contribution could have been designated as made for that
immediately succeeding plan year. For example, redesignation is not permitted if the
redesignation would conflict with the requirement in § 1.430(j)-1(b)(3)(i) (related to
allocations to satisfy unpaid minimum required contributions). Similarly, if a contribution
that was designated for one plan year is being redesignated for the next plan year, the
contribution must have been made within that next plan year (or after the end of that
next plan year and no later than the deadline for contributions for that next plan year). A
redesignation of a contribution for a plan year to the next plan year is available only if
the original designation was made on a Schedule SB filed on or before October 15,
2021. Plan sponsors should note that the redesignation of a contribution to the next
plan year will have an impact on the asset value for various purposes, including the
determination of variable-rate premiums payable to the Pension Benefit Guaranty
Corporation.
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For example, assume that for a calendar year plan, a plan sponsor elects to apply the
15-year amortization schedule under 8§ 430(c)(8) of the Code for shortfall amortization
bases for the 2019 plan year, which lowers the plan’s minimum required contribution for
2019 and increases the amount of excess contributions for that plan year. Assume
further that the plan’s funding target as of the beginning of the 2020 plan year is below
the threshold for use of the prefunding balance or funding standard carryover balance
for the 2020 plan year under 8§ 430(f)(3)(C). In that case, although the plan sponsor
could elect to add the additional excess contributions to the prefunding balance, the
plan sponsor would then not be able to use that addition to the prefunding balance
toward the 2020 minimum required contribution. Instead, the plan sponsor may elect to
redesignate the excess contributions made in 2020 that were originally designated for
the 2019 plan year as contributions for the 2020 plan year.

VI. Changes in AFTAP under 8 436 of the Code as a Result of the ARP

The regulations under 8§ 436 of the Code address the calculation of a plan's AFTAP.
Section 1.436-1(h)(4)(iii) provides rules relating to changes in a plan's AFTAP after it
has been certified, and the effect of such a change depends on whether the change is
material (within the meaning of 8 1.436-1(h)(4)(iii)(B)) or immaterial (within the meaning
of 8 1.436-1(h)(4)(ii))(C)). In general, a material change in AFTAP is defined as a
change under which plan operations would have been different based on the
subsequent AFTAP determination, and an immaterial change in AFTAP is defined as a
change that is not a material change. Under § 1.436-1(h)(4)(iv)(A), a material change in
a plan's AFTAP will cause a plan to fail to comply with § 401(a).

Section 1.436-1(h)(4)(iii)(C) provides a special rule that, subject to certain conditions,
deems a change in a plan's AFTAP to be immaterial (even if the change would
otherwise be material) if the change results from an event specified in

8 1.436-1(h)(4)(iii)(C)(1) through (8). Deemed immaterial treatment under 8 1.436-
1(h)(4)(iii)(C) with respect to an event that results in a change in AFTAP is conditioned
on the AFTAP being recertified as soon as reasonably practicable after the event. The
effect of this deemed immaterial treatment is that the change in the plan's AFTAP will
not cause the plan to fail to comply with § 401(a) merely because of the change,
provided that the plan administrator reflects the new AFTAP in plan operations on a
prospective basis beginning with the date of the event. Section 1.436-1(h)(4)(iii)(C)(9)
permits the expansion of the list of events for which a resulting change in AFTAP may
be deemed immaterial through publication of guidance in the Internal Revenue Bulletin.

A. Prospective application of change in benefit restrictions reflecting amendments
made by the ARP

If the plan’s AFTAP has been certified for a plan year, then any subsequent change to
that AFTAP (including a change that results from the changes in the minimum funding
requirements made by the ARP and any related elections made as described in this
notice) is subject to the rules regarding a change in AFTAP set forth in § 1.436-
1(h)(4)(iii)) and (iv).

11



A change in a plan’s AFTAP is treated as a deemed immaterial change if (1) the plan’s
AFTAP has been certified for a plan year beginning in 2020 or 2021 based on the
minimum funding requirements not reflecting the amendments made by the ARP, (2)
subsequently, but no later than December 31, 2021, a revised certification of the AFTAP
for that plan year is made taking into account those changes to the minimum funding
requirements and any related elections made as described in this notice, and (3) the
plan sponsor does not elect to apply the change in AFTAP retroactively as described in
section VI.B of this notice. The event that gives rise to this deemed immaterial change
is the revised AFTAP certification. Accordingly, the plan must be operated in
accordance with the revised AFTAP certification on a prospective basis.

B. Retroactive application of change in benefit restrictions reflecting changes under the
ARP

A change in a plan’s AFTAP is also treated as a deemed immaterial change if (1) the
plan’s AFTAP has been certified for a plan year beginning in 2020 or 2021 based on the
minimum funding requirements not reflecting the amendments made by the ARP, (2)
subsequently, but no later than December 31, 2021, a revised certification of the AFTAP
for that plan year is made taking into account those changes to the minimum funding
requirements and any related elections made as described in this notice, and (3) the
plan sponsor elects to apply the AFTAP determined taking into account those
amendments and elections retroactively. In that case, the operations of the plan must
be conformed to that updated AFTAP for the period beginning when the AFTAP for the
plan year was originally certified. For example, if the amendments made by the ARP
were applied for purposes of determining the AFTAP for the plan year beginning in
2020, then operations of the plan for the 2021 plan year must be conformed to apply the
rules of § 1.436-1(g) and (h) using the redetermined 2020 AFTAP as the AFTAP for the
preceding plan year prior to the date of certification of the AFTAP for the 2021 plan
year.

C. Rules with respect to elections under § 3608(b) of the CARES Act

If an election under § 3608(b) of the CARES Act applies for a plan year beginning in
2020, then any application of the changes in the minimum funding rules made by the
ARP for that plan year will not affect the application of 8 436 of the Code for that plan
year. However, if the changes made by the ARP apply for purposes of determining the
AFTAP for the plan year beginning in 2020, then pursuant to Q&A-18 of Notice 2020-61,
those changes will affect the presumed AFTAP that applies for the plan year that follows
the last plan year for which an election under § 3608(b) of the CARES Act was made.

In that case, the plan sponsor may apply the rules of either paragraph A or B of this
section VI with respect to the redetermined AFTAP for the plan year beginning in 2020
that applies for a portion of the next plan year.

If an election under § 3608(b) of the CARES Act applies for a plan year beginning in

2020 and the plan sponsor does not elect to apply the pre-ARP segment rates for that
plan year (including for purposes of § 436 of the Code), then the plan sponsor may no
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longer wish to retain the election under § 3608(b) of the CARES Act for that plan year.
Pursuant to Q&A-16 of Notice 2020-61, the election under § 3608(b) may be revoked.
Notwithstanding Q&A-16 of Notice 2020-61, the new AFTAP arising from the revocation
of the election under § 3608(b) of the CARES Act and the application of the
amendments made by the ARP will be eligible to be treated as a deemed immaterial
change pursuant to paragraph A or B of this section VI.

D. Recharacterization of contributions made to avoid benefit limitations pursuant to
§ 436 of the Code

Pursuant to this notice, a contribution that was designated pursuant to §1.436(f)-
1(H)(2)(i))(B) as a contribution made to terminate or avoid the application of a 8§ 436
limitation for a plan year beginning in 2020 or 2021 may be redesignated as an
employer contribution that is taken into account under § 430 to the extent that
contribution is not needed to terminate or avoid the application of that benefit restriction
as a result of the application of the amendments made by the ARP.

E. Corrections

Once a plan's AFTAP for a plan year has been certified taking into account the
amendments made by the ARP, the plan administrator must take any corrective actions
necessary to conform plan operations to this certified AFTAP, if applying this certified
AFTAP would have changed the application of the § 436 restrictions for the period (1)
beginning with the date of the immaterial event described in section VI.A of this notice (if
the AFTAP certification applying the ARP segment rates applies prospectively under
section VI.A of this notice) or (2) beginning with the date the AFTAP for the year was
first certified, as applicable (if the AFTAP certification applying the ARP segment rates
applies retroactively under section VI.B of this notice). If the AFTAP for a plan year
beginning in 2020 has been changed, the period for potential correction also includes
the period during the 2021 plan year before the AFTAP for that plan year beginning in
2021 was originally certified.

If the corrective actions described in this section VI.E are taken to reflect the application
of the new certified AFTAP, then the plan's operations are treated as having been
consistent with the provisions of the plan document relative to the requirements of

§ 436. For this purpose, the provisions of the Employee Plans Compliance Resolution
System (EPCRS) apply, as set forth in Rev. Proc. 2021-30, 2021-31 I.R.B. 172, except
that a plan is eligible for self-correction under sections 7, 8, and 9 of Rev. Proc. 2021-30
without regard to the requirements of sections 4.03 (requiring a favorable IRS
determination letter) and 4.04 (requiring certain established practices and procedures)
of that revenue procedure.

Consistent with § 1.436-1(a)(4)(iii), if unpredictable contingent event benefits due to an
event occurring during a plan year beginning in 2020 are not permitted to be paid
because of restrictions under § 436(b), but are later permitted to be paid as a result of a
new certification of the AFTAP for the plan year reflecting the amendments made by the
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ARP, then those unpredictable contingent event benefits must become payable,
retroactive to the period those benefits would have been payable under the terms of the
plan (other than plan terms implementing the requirements of § 436(b)).

Consistent with 8 1.436-1(a)(4)(iv), if a plan amendment with an effective date during a
plan year beginning in 2020 does not take effect because of the limitations of § 436(c),
but is later permitted to take effect as a result of a new certification of the AFTAP for the
plan year reflecting the amendments made by the ARP, then the plan amendment must
automatically take effect as of the first day of that plan year (or, if later, the original
effective date of the amendment).

For any prohibited payment that was not permitted to be paid during a plan year
beginning in 2020 because of the restrictions under § 436(d), but is permitted to be paid
as a result of a new certification of the AFTAP reflecting the amendments made by the
ARP, the plan has taken adequate corrective action if it makes the prohibited payment
available to participants or beneficiaries who would have been eligible for the prohibited
payment (including a prohibited payment that is available on a restricted basis under

8 436(d)(3)) on or after the dates described in the first paragraph of this section VI.E.

For any accruals that were not permitted during a plan year beginning in 2020 because
of restrictions under § 436(c), but are permitted as a result of a new certification of the
AFTAP reflecting the amendments made by the ARP, the plan has taken adequate
corrective action if it restores benefits that accrue during the period that begins on the
date described in the first paragraph of this section VI.E.

In the case of a participant or beneficiary who, as a result of any of the changes
described in this section VI is entitled to increased benefits, to benefits payable at a
special early retirement date, or to benefits payable in a different form of payment (and
who elects such different form of payment, with spousal consent, if applicable), the
corrective action is to provide the benefit payments in the increased amount or other
form of payment commencing with a new prospective annuity starting date. However, if
payments have already commenced, the corrective action is to provide the participant or
beneficiary with (1) future benefit payments that are paid in the same manner and
amount as if the participant or beneficiary had begun receiving the corrected payment at
the time payments originally commenced, and (2) a make-up payment for past
underpayments. The make-up payment for past underpayments (1) is equal to the
aggregate difference between the past payments actually received and the amounts
that would have been received by the participant or beneficiary had the benefit
commenced in the correct form of payment at the original commencement date, plus
interest to the date of the correction (in accordance with EPCRS), and (2) may be paid
as either (i) a single-sum payment, or (ii) an actuarially equivalent increase in the
amount of future benefit payments.

VII. Limitations on Actions Described in this Notice
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Any action described in this notice is not permitted to the extent it would result in the
imposition of benefit restrictions under § 436 of the Code that would otherwise not be
imposed. For example, for a plan year beginning in 2020, any reduction election that
was made to avoid or remove benefit restrictions under 8§ 436 during the period before
the date of the original AFTAP certification for that plan year may not be revoked. This
is because the AFTAP based on the elections under the ARP will not apply to that
portion of the plan year and therefore the revocation of any reduction election that was
made to avoid or remove benefit restrictions under 8 436 during that period would result
in the imposition of new restrictions. Similarly, for a plan year beginning in 2021, no
change is permitted with respect to 8§ 436 contributions that were made in connection
with a presumed AFTAP before the AFTAP was certified for the plan year.

As another example, assume that a plan has excess contributions for the 2020 plan
year due to a reduction of the minimum required contribution for the 2019 plan year. If
adding these excess contributions to the prefunding balance as described in section V.A
of this notice would cause the AFTAP to fall below 80 percent, then the contributions
may not be added to the prefunding balance to the extent that addition results in
imposition of benefit restrictions under § 436.

VIIl. Reporting Requirements for Changes for the 2019 Plan Year

A. Revised minimum required contributions, excess contributions, unpaid minimum
required contributions, and redesignated contributions

The amendments made by the ARP may affect the plan’s minimum required
contribution for the plan year beginning in 2019 if the election to use the 15-year
amortization is made for that plan year. If that election is made for the 2019 plan year,
and it changes the minimum required contribution already reported on a 2019 Schedule
SB, then the 2020 Schedule SB should reflect the revised minimum required
contribution for the 2019 plan year. For example:

e The reporting of excess contributions for the 2019 plan year on line 11a and 11b
of the Schedule SB for the 2020 plan year should reflect the revised minimum
required contribution, even if those excess contributions are different than the
amounts reported on Lines 38a and 38b of the Schedule SB filed for the 2019
plan year.

e The reporting of the unpaid minimum required contribution for all prior plan years
on line 28 of the Schedule SB for the 2020 plan year should reflect the revised
unpaid minimum required contribution for the 2019 plan year, even if the unpaid
minimum required contribution for all prior plan years is different than the amount
reported on Line 40 of the Schedule SB for that plan year.

Alternatively, an amended Form 5500, Form 5500-SF, or Form 5500-EZ, for the 2019
plan year, with a revised Schedule SB, may be filed.
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If any contributions originally designated as applying for the 2019 or 2020 plan years
are redesignated as for a different year, an amended Form 5500, Form 5500-SF or
Form 5500-EZ with an amended Schedule SB must be filed for both the plan year for
which the contributions are redesignated, and the year for which the contributions were
originally designated.

B. Changes in elections to use a prefunding balance or funding standard carryover
balance

If, as described in section V.B of this notice, a plan sponsor makes an election to revoke
some or all of an earlier election to use the prefunding balance or funding standard
carryover balance to offset a minimum required contribution for the 2019 plan year, then
the reporting of the amount of the prefunding balance or funding standard carryover
balance used for the 2019 plan year entered on line 8 of the Schedule SB for the 2020
plan year should take into account the revocation, even if the amount of the prefunding
balance or funding standard carryover balance used to offset the minimum required
contribution for the 2019 plan year is different than the amount entered on line 35 of the
Schedule SB for that plan year.

C. Reporting changes in excise tax on unpaid minimum required contributions

If a plan sponsor reported an unpaid minimum required contribution on a Schedule SB,
the plan sponsor filed a Form 5330 to report and pay the excise tax under 8§ 4971 of the
Code, and the unpaid minimum required contribution is subsequently reduced or
eliminated as described in section VIII.A of this notice, then the plan sponsor may file an
amended Form 5330 to obtain a refund of the overpayment of the excise tax.

If a plan sponsor expects that an unpaid minimum required contribution shown on the
Schedule SB for the 2019 plan year will be eliminated by the amendments made by the
ARP, Form 5330 should not be filed. However, when a Schedule SB showing an
unpaid minimum required contribution is filed, and the plan sponsor does not timely file
a Form 5330 to pay the associated excise tax under § 4971 of the Code, the Internal
Revenue Service (IRS) normally will send a notice that informs the plan sponsor that the
Form 5330 and the excise tax are due. In this case, the plan sponsor should respond to
the notice, advising the IRS that the reported unpaid minimum required contribution will
be eliminated by the amendments made by the ARP and providing supporting evidence
thereof.

If the plan sponsor expects to have an unpaid minimum required contribution for the
plan year once the amendments made by the ARP are reflected but did not file a Form
5330 when due, the plan sponsor should file a Form 5330 reflecting the corrected
unpaid minimum required contribution and pay the excise tax under § 4971 of the Code
as soon as possible in order to minimize interest and penalty charges.

IX. Reporting Requirements for Changes for the 2020 Plan Year
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The amendments made by the ARP for the 2020 plan year may affect the plan’s
minimum required contribution for the 2020 plan year, and any elections made under
the ARP that affect the minimum required contribution for the 2020 plan year should be
reflected in the Schedule SB for the 2020 plan year.

The IRS expects that most Schedules SB for the 2020 plan year will not have been filed
before the issuance of this notice, but some Schedules SB may have been filed. If a
Schedule SB has been filed for the 2020 plan year that is inconsistent with the guidance
in this notice (or if the plan sponsor makes an election pursuant to this notice that
affects information reported on the Schedule SB for the 2020 plan year and that was not
reflected on the filed Schedule SB), an amended Form 5500, Form 5500-SF, or Form
5500-EZ, for the 2020 plan year, with a revised Schedule SB, may be filed. If the
Schedule SB that has been filed for the 2020 plan year has become inaccurate on
account of the amendments made by the ARP, the guidance provided in this notice, or
any elections made pursuant to this notice, then the rules of section VIl of this notice
should be applied for purposes of completing the Schedule SB for the 2021 plan year,
but substituting 2020 for 2019 and 2021 for 2020.

X. Paperwork Reduction Act

The collections of information contained in this notice have been reviewed and
approved by the Office of Management and Budget in accordance with the Paperwork
Reduction Act (44 U.S.C. 8§ 3507) under control number 1545-2095.

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.

The collections of information in this notice are in section IV of this notice. The
collections of information are required to implement the application of 88 9705 and 9706
of the ARP. The collections of information are mandatory for those plan sponsors
making an election under 88 9705 and 9706 of the ARP.

The likely respondents are sponsors of single-employer defined benefit plans.

Any potential changes on burden will be reported through the renewal of the current
OMB approval numbers.

Estimates of the annualized cost to respondents are not available at this time.

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 § 6103
of the Code.

XI. Drafting Information
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The principal author of this notice is Tom Morgan of the Office of the Associate Chief
Counsel (Employee Benefits, Exempt Organizations, and Employment Taxes).
However, other personnel from the IRS participated in the development of this
guidance. For further information regarding this notice, contact Mr. Morgan or Linda
Marshall at 202-317-6700 (not a toll-free call).
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