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period ending on the termination date, 
including automatic benefit increases 
during that period to the extent pro-
vided in paragraph (b)(5) of this sec-
tion, shall be included in determining 
the priority category 3 benefit. The 
form of annuity elected by a retiree is 
considered the normal form of annuity 
for that participant. 

(ii) For a participant who was eligi-
ble to receive an annuity before the be-
ginning of the 3-year period ending on 
the termination date but whose benefit 
was not in pay status, the priority cat-
egory 3 benefit and the normal form of 
annuity shall be determined according 
to plan provisions in effect on the day 
before the beginning of the 3-year pe-
riod ending on the termination date as 
if the benefit had commenced at that 
time. 

(3) General benefit limitations. The gen-
eral benefit limitation is determined as 
follows: 

(i) If a participant’s benefit was in 
pay status before the beginning of the 
3-year period, the benefit assigned to 
priority category 3 with respect to that 
participant is limited to the lesser of 
the lowest annuity benefit in pay sta-
tus during the 3-year period ending on 
the termination date and the lowest 
annuity benefit payable under the plan 
provisions at any time during the 5- 
year period ending on the termination 
date. 

(ii) Unless a benefit was in pay status 
before the beginning of the 3-year pe-
riod ending on the termination date, 
the benefit assigned to priority cat-
egory 3 with respect to a participant is 
limited to the lowest annuity benefit 
payable under the plan provisions, in-
cluding any reduction for early retire-
ment, at any time during the 5-year pe-
riod ending on the termination date. If 
the annuity form of benefit under a for-
mula that appears to produce the low-
est benefit differs from the normal an-
nuity form for the participant under 
paragraph (b)(2)(ii) of this section, the 
benefits shall be compared after the 
differing form is converted to the nor-
mal annuity form, using plan factors. 
In the absence of plan factors, the fac-
tors in subpart B of part 4022 of this 
chapter shall be used. 

(iii) For purposes of this paragraph, if 
a terminating plan has been in effect 

less than five years on the termination 
date, computed in accordance with 
paragraph (b)(6) of this section, the 
lowest annuity benefit under the plan 
during the 5-year period ending on the 
termination date is zero. If the plan is 
a successor to a previously established 
defined benefit plan within the mean-
ing of section 4021(a) of ERISA, the 
time it has been in effect will include 
the time the predecessor plan was in ef-
fect. 

(4) Determination of beneficiary’s ben-
efit. If a beneficiary is eligible for a pri-
ority category 3 benefit because of the 
death of a participant during the 3-year 
period ending on the termination date, 
the benefit assigned to priority cat-
egory 3 for the beneficiary shall be de-
termined as if the participant had died 
the day before the 3-year period began. 

(5) Automatic benefit increases. If plan 
provisions adopted and effective on or 
before the first day of the 5-year period 
ending on the termination date pro-
vided for automatic increases in the 
benefit formula for both active partici-
pants and those in pay status or for 
participants in pay status only, the 
lowest annuity benefit payable during 
the 5-year period ending on the termi-
nation date determined under para-
graph (b)(3) of this section includes the 
automatic increases scheduled during 
the fourth and fifth years preceding 
termination, subject to the restriction 
that benefit increases for active par-
ticipants in excess of the increases for 
retirees shall not be taken into ac-
count. 

(6) Computation of time periods. For 
purposes of this section, a plan or 
amendment is ‘‘in effect’’ on the later 
of the date on which it is adopted or 
the date it becomes effective. 

[61 FR 34059, July 1, 1996, as amended at 62 
FR 67729, Dec. 30, 1997; 67 FR 16959, Apr. 8, 
2002; 67 FR 38003, May 31, 2002] 

§ 4044.14 Priority category 4 benefits. 
The benefits assigned to priority cat-

egory 4 with respect to each partici-
pant are the participant’s basic-type 
benefits that do not exceed the guar-
antee limits set forth in subpart B of 
part 4022 of this chapter, except as pro-
vided in the next sentence. The benefit 
assigned to priority category 4 with re-
spect to a participant is not limited by 
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the aggregate benefits limitations set 
forth in § 4022B.1 of this chapter for in-
dividuals who are participants in more 
than one plan or by the phase-in limi-
tation applicable to substantial owners 
set forth in § 4022.26. 

§ 4044.15 Priority category 5 benefits. 

The benefits assigned to priority cat-
egory 5 with respect to each partici-
pant are all of the participant’s non-
forfeitable benefits under the plan. 

§ 4044.16 Priority category 6 benefits. 

The benefits assigned to priority cat-
egory 6 with respect to each partici-
pant are all of the participant’s bene-
fits under the plan, whether forfeitable 
or nonforfeitable. 

§ 4044.17 Subclasses. 

(a) General rule. A plan may establish 
one or more subclasses within any pri-
ority category, other than priority cat-
egories 1 and 2, which subclasses will 
govern the allocation of assets within 
that priority category. The subclasses 
may be based only on a participant’s 
longer service, older age, or disability, 
or any combination thereof. 

(b) Limitation. Except as provided in 
paragraph (c) of this section, whenever 
the allocation within a priority cat-
egory on the basis of the subclasses es-
tablished by the plan increases or de-
creases the cumulative amount of as-
sets that otherwise would be allocated 
to guaranteed benefits, the assets so 
shifted shall be reallocated to other 
participants’ benefits within the pri-
ority category in accordance with the 
subclasses. 

(c) Exception for subclasses in effect on 
September 2, 1974. A plan administrator 
may allocate assets to subclasses with-
in any priority category, other than 
priority categories 1 and 2, without re-
gard to the limitation in paragraph (b) 
of this section if, on September 2, 1974, 
the plan provided for allocation of plan 
assets upon termination of the plan 
based on a participant’s longer service, 
older age, or disability, or any com-
bination thereof, and— 

(1) Such provisions are still in effect; 
or 

(2) The plan, if subsequently amended 
to modify or remove those subclasses, 

is re-amended to re-establish the same 
subclasses on or before July 28, 1981. 

(d) Discrimination under Code. Not-
withstanding the provisions of para-
graphs (a) through (c) of this section, 
allocation of assets to subclasses estab-
lished under this section is permitted 
only to the extent that the allocation 
does not result in discrimination pro-
hibited under the Code and regulations 
thereunder. 

ALLOCATION OF RESIDUAL ASSETS 

§ 4044.30 [Reserved] 

Subpart B—Valuation of Benefits 
and Assets 

GENERAL PROVISIONS 

§ 4044.41 General valuation rules. 

(a) Valuation of benefits—(1) Trusteed 
plans. The plan administrator of a plan 
that has been or will be placed into 
trusteeship by the PBGC shall value 
plan benefits in accordance with 
§§ 4044.51 through 4044.57. 

(2) Non-trusteed plans. The plan ad-
ministrator of a non-trusteed plan 
shall value plan benefits in accordance 
with §§ 4044.71 through 4044.75. If a plan 
with respect to which PBGC has issued 
a Notice of Sufficiency is unable to sat-
isfy all benefits assigned to priority 
categories 1 through 4 on the distribu-
tion date, the PBGC will place it into 
trusteeship and the plan administrator 
shall re-value the benefits in accord-
ance with §§ 4044.51 through 4044.57. (See 
Note at beginning of part 4044.) 

(b) Valuation of assets. Plan assets 
shall be valued at their fair market 
value, based on the method of valu-
ation that most accurately reflects 
such fair market value. 

TRUSTEED PLANS 

§ 4044.51 Benefits to be valued. 

(a) Form of benefit. The plan adminis-
trator shall determine the form of each 
benefit to be valued in accordance with 
the following rules: 

(1) If a benefit is in pay status as of 
the valuation date, the plan adminis-
trator shall value the form of the ben-
efit being paid. 
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