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One hund:ed sixteen Members of the Con-
gress, concerned that small businesses and
thei-r nployee- were being irreparably hurt
by the act, requested that GAO examine the
act's effects on small businesses. This is the
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ing to the request.

rhis repo,'t discusses the effect of tl: act on
3bout 7,300 pension plans terminating during
the 21-morth period from September 1974
to June 1976. About 93 percent of these
plans had fewer than 100 participants. The
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COMPTROLLER GENERAL OF THE UNITED ATrrAr
WASHINGTOND, D.C. 03

B-164292

To the President of the Senate and the
Speaker of the House of Representatives

This report discusses the effect the Employee Retirement
Income Security Act of 1974 had on the termination of single
employer defined benefit pension plans and the resulting im-
pact on American workers. It is the first of two reports
responding to a request by 116 Members of Congress that we
examine the effects of the act on small businesses. The
second report will discuss the act's effects on ongoing
pension plans with fewer than 100 participants.

We made our review pul'' uant to the Budget and Account-
ing Act, 1921 (31 U.S.C. 53), and the Accounting and Auditing
Act of 1950 (31 U.S.C. 67).

Copies of this report are being sent to the Director,
Office of Management and Budget; the Secretaries of Labor
and the Treasury; and the Executive Director, Pension Benefit
Guaranty Corporation.

Comptroller General
of the United States



COMPTROLLER GENERAL'S EFFECT OF THE EMPLOYEE RETIREMENT
REPORT TO THE CONGRESS INCOME SECURITY ACT ON THE

TERMINATION OF SINGLE EMPLOYER
DEFINED BENEFIT PENSION PLANS

DIGEST

A suostantial increase in terminations of
single employer-sponsored "defined benefit"
pension plans in the 2 years after the Em-
ployee Retirement Income Security Act was
enacted in 1974 and complaints about the
burden and cost of meeting the act's re-
quirements have indicated that the act was
adversely affecting hundreds of thousands
of American workers and thousands of American
businesses.

GAO found that the act 'id contribute greatly
to pension plan terminations. However, eco-
nomic and other factors played a wore signifi-
cant role in decisions to terminate pension
plans. (See ch. 2.)

The adverse effect on American workers indi-
cated by the number of terminations is mis-
leading. The effect has not been as great
as it appeared becaus,

--Where plan sponsors called the act a major
reason for plan termination, the terminating
plans generally did not meet the act's mini-
mum participation and vesting requirements
designed to make sure that employees would
benefit from a pension plan without having
to meet unreasonable years worked and age
requirements.

--Participants of terminated plans had re-
ceived or were to receive almost all of
their vested benefits under existing plan
provisions.

-- About 41 percent of the sponsors of termi-
nating pension plans continued pension
coverage for their employees through new
or other existing plans. Other employees
had an opportunity to continue pension

Tr.Shm't. Upon removal, the reportcover should be noted hereon. i HRD-78-90



coverage by starting individual retirement
account plans. (See ch. 4.)

According to plan sponsors, under the act the
increased cost of providing benefits and re-
vising and administering plans, the burden of
meeting reporting and disclosure requirements,
the need for clarifying regulations, and the
concern about penalties for not meeting re-
quirements were major factors contributing
to plan terminations. (See ch. 3.)

However, the increased cost of providing
benefits and revising plans to meet the
act's provisions and the penalties for not
meeting the provisions are necessary to make
sure that employees have a fair chance to
participate in the plan and that participants
receive earned pension benefits. The act's
reporting and disclosure requirements are
also a direct result of efforts to protect
employees' benefits.

Lack of regulations clarifying the law's
complex provisions resulted in confusion
about how the legal requirements were to be
met and concern about penalties fo: not meet-
ing requirements. Further, reporting and
disclosure requirements were burdensome and
costly to plan sponsors. (See p. 29.)

The Department of Labor, the Internal Revenue
Service, and the Pension Benefit Guaranty
Corporation (1) have made progress in provid-
ing pension plan sponsors and administrators
with guidelines for meeting the legal require-
ments and (2) have lessened the reporting and
disclosure burden by consolidating reports and
reducing informationi required to be reported.
(See pp. 17 and 18.)

Overall, the minimum participation, vesting,
and funding standards and other provisions of
the act should strengthen responsible manage-
ment of new and continuing plans and give
tens of millions of workers a better chance
to earn and receive vested benefits without
having to work an unreasonable number of
years to an unreasonable age.
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In addition, clarifying the act's requirements
and reducing burdens on plan administrators
should be continuing goals of the three agen-
cies. Reduction in administrative burden
should not be accomplished by compromising
participant protection. (See p. 30.)

Officials of the three agencies were given an
opportunity to ,eview and comment on this
report. On February 23, 1978, the Internal
Revenue Service said that it had no comments
or recommendations. On March 3, the Pension
Benefit Guaranty Corporation said that the
data in this report is credible and useful,
and will help the Congress understand the
imnact of the act.

On March 6, Labor agreed with the report's
conclusion that Government agencies respon-
sible for administering the act should con-
tinuously seek ways to clarify its require-
ments. Labor believed that the agencies
should seek ways to reduce the cost burden
on private employee benefit plans, but not
at the expense of participant protection.

Labor outlined the steps it has taken to
more efficiently administer the act, reduce
the uncertainty of plan administrators
about the act's provisions and penalties
for failure to meet its requirements, and
reduce the paperwork burden of reporting
and disclosure requirements. (See p. 30.)
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CHAPTER 1

INTRODUCTION

On September 2, 1974, the Employee Retirement Income
Security Act (ERISA) (29 U.S.C. 1001 et seq.) became the
first comprehensive Federal legislation regulating the
private system for providing working Americans with retire-
ment income. The act requires private pension plans and plan
administrators to meet extensive, complex minimum standards
and reporting and disclosure requirements. It also estab-
lishes a Federal insurance program to guarantee payment of
certain benefits to participants of defined benefit pension
plans. Such plans provide definitely determinable benefits
bared on such factors as years of employment and compensation
received.

During March ].976, 116 Members of Congress expressed
to us their concern about ERISA's effects on small business
and their belief that many small businesses and their em-
ployees were being irreparably hurt. They emphasized the
large increase in the number of defined benefit pension
plan terminations after ERISA's enactment and requested
that we examine the act's effects on small businesses.

This is the first of two reports responding to these
concerns. The second report will. discuss ERISA's effects
on ongoing pension plans with fewer than 100 participants.

This report discusses the act's effect on the termina-
tion of defined benefit pension plans. We directed our re-
view at the total universe of terminating defined benefit
plans because of the limited data at the time of our review
or all types of terminated plans sponsored by small busi-
nesses. About 93 percent of 'he terminated pension plans
covered by our review had fewer than 100 participants. On
the average, the sponsors of these plans employed 47 full-
time employees, of which 15 were participating in the term-
inating pension plans. An analysis of the size of pension
plans covered by our review is included on page 32.

BACKGROUND

Originally, businesses established private pension
plans to retain valuable employees, reduce labor turnover,
and reward employees with long service. Although the de-
velopment of private pension plans has largely resulted
from business and labor initiative, the Federal Government
has encouraged the growth of these plans through its tax
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laws. Essentially, the tax laws provide that (1) business
contributions to pension plans are generally tax deductible,
(2) earnings on the business contributions held by a pension
plan are not taxed, and (3) employees do not pay taxes on
the contribution made on their behalf to the pension plan
and earnings on Ahese contributions until the moneys are
received.

For businesses to qualify for favorable tax treatment,
the pension plans had to comply with a general framework of
standards provided under the Internal Revenue Code. In
general, the standards required pension plans to

-- be established and operated for the exclusive
benefit of employees;

--provide benefits in accordance with the provisions
of the plan;

--.provide benefits and pension coverage to employees
that do not discriminate in favor of officers,
shareholders, supervisors, or highly compensated
employees; and

--provide that upon termination or discontinuance
of contributions to the plan, employees' rights
to benefits earned--to the extent funded--were non-
forfeitable.

Until ERISA, the principal legislation other than the
Internal Revenue Code specifically regulating pension plans
was the Welfare and Pension Plans Disclosure Act, enacted
in 1958 (29 U.S.C. 301 et seq.) and repealed by ERISA in
1974. The purpose of this act was to foster honest, respon-
sible administration of pension plans by requiring public
disclosure cf information on plan operations.

The Welfare and Pension Plans Disclosure Act required
administrators of pension plans covering over 25 employees
to file a description of the plan and subsequent amendments
with the Department of Labor. Annual financial reports
were required from plans covering 100 or more participants.
Also, the act gave participants and beneficiaries the right
to obtain an up-to-date plan description and an adequate
summary of the latest financial report from plan adminis-.
trators. Further, the act required bonding of plan per-
sonnel in a position to cause a loss to the plan through
fraud or dishonesty.
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Although Labor was authorized to interpret and enforce
the act's provisions, it was not authorized to prescribe
plan provisions, help participants collect benefits, or
otherwise interfere in the plans' internal management.

THE EMPLOYEE RETIREMENT
INCOME SECURITY ACT

ERISA, the first Federal legislation regulating the
internal workings of private pension plans, was enacted be-
cause of indications that pension plan misuse and abuse
was resulting in lost pension benefits to employees, even
those with many years of service. SRISA's purpose is to
make sure that an estimated 30 million participants in
about 470,000 private pension plans receive earned benefits.
The assets of these plans were estimated at $212 billion.
Defined benefit plans account for about 20 percent of all
private pension plans. However, it has been estimated
that over three-fourths of all pension plan participants
are covered by defined benefit plans.

ERISA changed previous Federal regulations under which
businesses established private pension plans and obtained
favorable tax treatment. ERISA neither requires businesses
to establish, nor prohibits businesses from terminating,
pension plans. However, with few exceptions, both contin-
uing and new private pension plans must comply with the act's
provisions.

To protect employees' interests, ERISA established com-
prehensive minimum standards and requirements that specify

-- how employees become eligible to participate in
pension plans (participation standards),

-- how employees earn a nonforfeitable right to pension
benefits (vesting standards),

-- how the plans are to be funded (funding provisions),

-- how the plans are to be operated in the best inter-
ests of plan participants (fiduciary standards), and

-- to what extent plan information is to De reported and
disclosed to the Federal Government a.,d plan partici-
pants (re[.orting and disclosure requirements).

The act also established an insurance program for guarantee-
ing the payment of certain bernfits to participants of defined
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benefit plans ,f a plan terminates without sufficient assets
to provide vested benefits.

Responsibilities for carrying our ERISA's provisions
are assigned to the Department of Labor, the Internal Revenue
Service (IRS), and a new Government agency, the Pension Bene-
fit Guaranty Corporation (PBGC). Labor is primarily respon-
sible for issuing regulations on and enforcing ERISA's re-
porting, disclosure, and fiduciary provisions. IRS issues
regulations on, and enforces the act's participation, vesting,
and funding provisions. PBGC administers the defined benefit
plan termination insurance program. To enforce its provi-
sions, ERISA generally provides civil enforcement authority.
Criminal enforcement authority is also provided for any
willful violation of the reporting and disclosure provisions.
Cases involving embezzlement, kickbacks, or related viola-
tions are to be referred to the Department of Justice for
prosecution under the U.S. Criminal Code.

SCOPE OF REVIEW

We reviewed a sample of all federally insured defined
benefit pension plans sponsored by single employers who
notified PBGC of their intent to terminate plans during
the 21-month period from September 2, 1974--the date ERISA
was enacted--to June 1976. We took a 10-percent random
sample--731 plans--of the approximately 7,300 defined
benefit plans reported by employers to be terminated during
this period. We sent questionnaires requesting informa-
tion on the reasons for plan termination and continuing
pension coverage to the sample of plans and received 595
responses--a response rate of 81 percent. The questionnaire
results are summarized in appendix I.

We also discussed the details of plan termination with
representatives of 63 of the plan sponsors who indicated
that ERISA was a major factor in the decision to terminate
their pension plans. The 63 plans were in California,
Florida, Georgia, Illinois, New York, and Pennsylvania.
In addition, we reviewed the information on the 63 plans
maintained by PBGC at its Washington, D.C., headquarters.
We also spoke with selected consulting firms that helped
administer some of the pension plans in our sample.

We reviewed applicable legislation, regulations, publica-
tions, and other information related to pension plan termina-
tions. We also interviewed headquarters officials of the
Department of Labor, IRS, and PBGC.
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CHAPTER 2

NON-ERISA FACTORS CONTRIBUTED SIGNIFICANTLY

TO PENSION PLAN TERMINATIONS

The Employee Retirement Income Security Act established
minimum standards and requirements for the operation and
administration of private pension plans to ensure that plan
participants receive their earned pension benefits. ERISA
also established an insurance program to guarantee, within
certain limits, the benefits of participants of terminated
defined benefit plans. During 1975, almost 4,000 defined
benefit pension plans were terminated. This was an 82-
percent increase over the estimated 2,200 plans that were
terminated during 1974. Many Members of Congress, pension
plan sponsors, and plan administrators expressed concern that
rE2SA was causing the significant increase in terminations
and could be unnecessarily harming private pension plans
and their participants.

Although the act was a major factor in many pension plan
terminations, other factors played a more significant role.
About 35 percent of the 595 responses to our questionnaire
noted both ERISA and non-ERISA factors as major reasons 1/
for plan terminations. However, non-ERISA factors were noted
by about 44 percent of the responses and ERISA by about 17
percent of the responses as the only major reason for plan
termination. Almost 80 percent of the 595 questionnaire
responses noted non-ERISA factors as major reasons for plan
termination, whereas about 53 percent noted ERISA as a major
reason.

The following table shows the number and percentage of
our sample that indicated ERISA and/or non-ERISA factors as
a major reason for plan termination.

1/The questionnaire asked respondents co indicate whether ERISA
or non-ERISA factors had little or no, some, moderate, sub-
stantial, or a very great effect on or was the only reason
for plan termination. For reporting purposes, however, we
considered any response of moderate or greater as a major
reason for plan termination.
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ERISA Non-ERISA Total
Major Number w-uaibe r Number

termination of Per- of Per- of Per-
factors p cent plans cent plans cent

ERISA only 103 17.3 - - 103 17.3
Non-ERISA only - - 263 44.2 263 44.2
Both ERISA and

non-ERISA 210 35.3 210 35.3 210 35.3
No major factor

indicated - - - - 19 3.2

Total 313 52.6 473 79.5 595 100

Based on the sample results, we estimate that non-ELlSA
factors played a major role in the decision to terminate 5,811
of the 7,310 defined benefit plans that were terminated during
the period from September 1974 to June 1976. ERISA played
a major role in the decision to terminate 3,845 of the plans
during this period. The following table details the estimated
effect ERISA and other factors had on decisions to terminate
pension plans during the 21-month period.

Terminations (note a)
ERISA Non-ERRISA Tota

Major Number Number Number
termination of Per- of Per- of Per-

factors plans cent plans cent plans cent

ERISA only _,265 17.3 - - 1,265 17.3
Non-ERISA only - - 3,231 44.2 3,231 44.2
Both ERISA and
non-ERISA 2,580 35.3 2.580 35.3 2,580 35.3

No major fac' r
indicated - - - - 234 3.2

Total 3L845 52.6 5,311 79.5 7,310 100

a/Projected number of plans terminating due to ERISA and
non-ERISA factors have a statistical reliability of 95
percent, subject to a maximum sampling error of plus or
minus 3.8 percent.

The 473 respondents that indicated non-ERISA factors as
a major reason for plan termination most often noted adverse
business conditions, the plans' unsuitability for meeting
employee or employer needs, the cost of providing benefits,
and the administrative cost and burden of the plan as the
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specific termination causes. The following table shows the
number and percentage of specific non-ERISA circumstances
noted by the 473 responses as having a major effect on
termination decisions.

Number
of

respond- Per-
ents cent

1. Adverse business conditions 176 37

2. Cost of providing benefits became
greater than expected (other than
ERISA-based costs) 176 37

3. Administrative burden and associated
costs of running the plan were
greater than expected (other than
ERIS%-based costs) 136 29

4. Plan did not meet the employer's
needs 109 23

5. Plan did not meet employees' needs 104 22

6. Investment performance was lower
than expected 65 14

7. Dissolution of the business 59 12

8. Change of ownership 54 11

9. Lack of participation by employees 26 5

10. Closing of a subsidiary, plant,
division, etc. 25 5

11. Bankruptcy 7 1

12. Other 58 12

Total a/995

a/Totals more than 473 because many respondents noted
more than one non-ERISA reason having a major effect.
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An analysis of the specific ERISA-related factors con-
tributing to plan termination decisions, as indicated by
the 313 respondents who noted that ERISA was a major reason
for termination, is presented in chapter 3.
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CHAPTER 3

IMPACT OF ERISA ON DECISIONS

TO TERMINATE PENSION PLANS

The enactment of the Employee Retirement Income Security
Act brought sweeping changes to the Federal Government's
regulatory scheme to help ensure that American workers have
an equitable right to and receive benefits promised by em-
ployers through private pension plans. To achieve this goal,
ERISA established minimum standards and other requirements
to govern the equitable character, proper administration, and
financial soundness of pension plans. The act also requires
plan sponsors and administrators to report and disclose to
employees and three Federal agencies--the Department of Labor,
the Internal Revenue Service, and the Pension Benefit Guaranty
Corporation--financial and ocher information on plan opera-
tions. To further protect participants, ERISA provided en-
forcement remedies and established an insurance program to
guarantee, within certain limits, the benefits promised by
defined benefit pension plans.

Complaints about the burden and cost of meeting ERISA re-
quirements and the significant increase in pension plan term-
inations gave strong indications that ERISA was greatly af-
fecting plan sponsors and administrators and causing increased
terminations. Our review indicates that ERISA contributed
significantly to plan sponsors' decisions to terminate plans.
However, as pointed out in chapter 2, other factors also con-
tributed significantly to the terminations.

Of the 595 respondents to our questionnaire, 313 (53
percent) identified ERISA as a major reason for plan termina-
tion. (It should be noted, however, that 210 (67 percent) of
the 313 respondents indicated that ERISA was not the only major
reason.) The 313 respondents indicated that the cost and
administrative burden to begin -id continue to meet ERISA re-
quirements, the lack of clarifying regulations on what was
equired, and the potential penalties for not meeting the re-
.uirements were major factors in decisions to terminate plans.
Another major factor was the objection in principle to Federal
regulation of private pension plans voluntarily established
and funded by employers.

COSTS--A MAJOR TERMINATION FACTOR

Of the 313 respondents identifying ERISA as a major
reason for plan termination, 246 (79 percent) indicated that
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anticipated increased costs due to the act had a major effect
on the decision to terminate the plan. Of the 246 respondents,
202 (82 percent) l/ indicated that these anticipated cost
increases were major and 173 (70 percent) responded that they
were unacceptable.

Generally, the following three types of increased costs
can be associated with ERISA:

-- Benefit costs: to provide benefits excluding admini-
strative costs.

-- Initial costs: to amend the plans to meet ERISA stand-
ards.

--Administrative costs: to administer the plan.

Of the 246 respondents, about 82 percent indicated that admin-
istrative cost increases would have been major, about 72 per-

cent indicated that benefit cost increases would have been
major, and about 69 percent indicated that initial cost in-
creases would have been major. However, according to the

cost information provided by respondents, the anticipated
benefit cost increases would have been much larger than the
anticipated administrative cost increases. Forty-nine of the
246 respondents provided both administrative and benefit
cost information. This information showed that the average
anticipated increase in benefit costs was almost 13 times
greater than the average anticipated increase in adminis-
trative costs.

Benefit costs

The amount of annual employer benefit contributions re-

quired by ERISA to fund pension plans can vary greatly de-
pending on plan provisions. Revising plans to meet the
minimum participation and vesting standards could increase

the number of employees participating in pension plans and
the amount of benefits to which these participants have a
nonforfeitable right, even if they terminate employment.
ERISA provides minimum funding standards to make sure that

i/The questionnaire asked respondents to measure the extent
of cost increases by indicating that there would be a little
or no, moderate, or very large increase. For reporting pur-
poses, however, we considered answers of moderate or very
large as indicating major cost increases.
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plans have enough money to pay promised benefits. For defined
benefit plans, the act's funding standards require plan spon-

sors to fund for the estimated costs of future benefits. The
annual cost for a defined benefit plan is computed using an

actuarial cost method permitted by ERISA. Under any accepted
method, the unfunded liability will be amortized if the plan

is continued and the actuarial assumptions are realized.

Actuarial cost methods are techniques used to estimate
and assign annually the costs of benefits accrued to plan par-
ticipants in that year. A set of assumptions based on past
or expected plan experience is used in conjunction with the
actuarial cost method. These assumptions, which relate to
expected future plan experience, may address such matters as

the plan's investment performance, age and years of service
of employees, increases in benefits, mortality rates of em-
ployees, and plan operational expenses. Unfunded liabilities
are created by new or additional benefits provided to employees
for past services, previous funding deficiencies, and unan-
ticipated plan financial losses and experience.

Of the 246 respondents who indicated that ERISA costs
were a major reason for termination, 177 (72 percent) con-
sidered anticipated benefit costs to be significant and 131
considered them to be unacceptable. The anticipated benefit
cost information provided by 65 respondents indicated that
ERISA would have increased average annual benefit costs by
96 percent--from $22,832 to $44,815. The following table
shows the specific ERISA-related benefit factors--partici-
pation, vesting, and funding--that the 177 respondents be-
lieved would result in major cost increases.

Percent of
Responses respondents

Cost to meet participation
requirements 155 88

Cost to meet funding
requirements 126 71

Cost to meet vesting
requirements 120 68

Total a/401

a/Totals more than 177 because some respondents indicated
that more than one benefit factor would result in a major
cost increase.
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Initial costs

Many plan sponsors anticipated significant costs to
revise their plans to meet ERISA requirements. These costs,
especially for smaller businesses and plans, could include
legal, actuarial, and other consultant fees.

Of the 246 respondents who indicated that increased costs
were a major reason for termination, 170 (69 percent) con-
sidered initial costs as a major cost element and 124 (50 per-
cent) considered them to be unacceptable. According to 79
of the 246 respondents who provided us with estimates of
anticipated initial costs, the average cost to revise a plan
to meet ERISA requirements would have been $3,515.

We discussed the initial costs of rev'-rng plans to meet
ERISA with 12 firms that administer pension plans for private
companies. According to representatives of the firms, the
initial costs they charged their clients to revise plans to
comply with ERISA ranged from $500 to $2,000. Factors con-
sidered by the firms in determining charges included the types
of changes that had to be made, the type of plan, and the num-
ber of plan participants. The president and vice president
of one actuarial consulting firm with about 1,300 clients said
that the initial costs charged to revise a pension plan to
meet ERISA requirements was about $1,500 to $2,000. Accord-
ing to the president of another actuarial firm, the charges
to revise a plan ranged from about $500 to $1,000. The rep-
resentative of an insurance company advised us that such
charges were included in the annual fee to administer the
plan.

Administrative costs

ERISA requirements resulted in many plan sponsors antici-
pating substantial increases in annual costs to administer
their pension plans. Additional administrative expenses could
result from changes in recordkeeping practices, reporting and
providing information to Government agencies and plan par-
ticipants, and consulting fees for services and advice. Cost.,
could also be incurred for bonding fiduciaries 1/ of the plan
as required by ERISA and the purchase of insurance to protect
fiduciaries from personal liability for plan administration.

1/A fiduciary is anyone who exercises discretionary control o:
authority over pension plan management or assets. A fiduci-
ary may be the plan sponsor or administrator, or anyone with
authority or responsibility in administering a plal.
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Of the 246 respondents who considered costs to meet ERISA
as a major reason for termination, 202 (82 percent) expected
a major increase in administrative costs. Almost 56 percent
considered the anticipated increase to be unacceptable.
The anticipated administrative cost information provided
by 74 plan sponsors indicated that ERISA would have increased
average annual administrative costs by about 114 percent--
from $2,110 to $4,525.

The most frequently noted factors anticipated to increase
administrative costs to a major extent were consulting fees
to actuaries or legal advisors and the cost of meeting ERISA's
reporting and disclosure requirements. The following table
shows the administrative cost elements that the 202 respondents
believed would result ini major cost increases.

Number of Percent of
Administrative cost factor respondents respondents

Fees to consultants for advice or
services 183 7'

Reporting to Government agencies 176 72
Providing information to employees 133 54
Changes in recordkeeping practices 125 51
Obtaining fiduciary insurance to

cover personal liability for
proper plan administration 121 49

Bonding of fiduciaries ]04 42
Employees to administer plan 72 29
Other factors, such as greater
management attention 9 4

Total a/923

a_/Totals more than 202 because some respondents indicated
that a major cost increase was anticipated for more than one
administrative cost factor.

A representative of a major insurance company that admin-
isters thousands of private pension plans told us that the
company did not charge a separate administrative fee for
plan administration before ERISA because the costs were in-
cluded in the insurance premiums. However, because of the
increase in administrative expenses due to ERISA, the in-
surance company established an additional annual fee. The
fee was $400 per plan covering the first 10 participants
and $10 for each additional participant.
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According to a representative of a consulting firm, fees
for administering plans were not increased because of ERISA.
He said that the company charged $20 per participant for the
first 30 participants and $10 for each additional participant.
The minimum charge was $325. He noted that, since many of his
clients' plans would have increased plan participation because
of ERISA, the clients would experience increased administra-
tive costs. For example, one of the firm's clients expected
plan participation to increase from 25 to about 1,000 partici-
pants due to ERISA.

REPORTING AND DISCLOSURE REQUIREMENTS--
A MAJOR TERMINATION FACTOR

ERISA requires pension plan administrators to report and
disclose extensive information about pension plan operations
and financial condition to the Department of Labor, IRS,
PBGC, and plan participants and beneficiaries. Accordinq to
many sponsors of terminated pension plans, this burden was
a major reason for plan termination. At the time of our
review, the principal reporting and disclosure requirements
included the detailed and summary plan descriptions and
annual reports to the three agencies.

The detailed and summary plan descriptions, which describe
how the plan works, include information on plan eligibility
and vesting requirements, procedures for presenting claims
for benefits, and circumstances that could result in a par-
ticipant becoming ineligible to participate or losing bene-
fits. The detailed plan description is required to be fur-
;ihed to Labor and the summary description is required to be

furnished to both Labor and plan participants.

An annual report that had to be filed with Labor and IRS
included financial statements and schedules showing such in-
formation as the current value of plan assets and liabilities,
actuarial information for defined benefit plans, party-in-
interest transactions, separated participants with deferred
vested benefits, and information on plan modifications. A
summary of the annual report had to be provided to plan par-
ticipants and beneficiaries.

A premium payment and annual report had to be filed with
PBGC for defined benefit pension plans covered under ERISA's
termination insurance program. The report included informa-
tion on the plan type (single or multiemployer plan), the
number of pa:ticipants, the annual insurance premium required
to guarantee pensions to participants, and certain events that
must be reported, such as adoption of an amendment to a plan
that decreases payments to participants.
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Plan administrators also are required to (1) furnish
Labor and fL=.ticipants with information on plan amendments
or modifications, (2) on request, furnish Labor with all
documents, such as the trust agreement, relating to the
plan, (3) routinely make available to plan participants the
latest annual report and other documents, (4' when requEsted,
fur-nj3h each participant with information on benefits
earn . and on when their benefits become vested, and (5)
pro - written notifications to employees of the terms and
cond._.ons of early retirement or joint and survivor options.

Of the 313 respondents who indicated that ERISA was
a major reason for plan termination, 235 (75 percent)
indicated that ERISA reporting and disclosure requirements
had a major effect on their decisions to terminate their
plans. Of the many reporting and disclosure requirements,the annual report, plan description, separated employees,
plan modification, and reportable events requirements were
noted most as having . major effect on plan termination
decisions.

The following table lists the reporting and disclosure
requirements indicated by 235 of the 313 respondents as having
a maj-r effect on plan terminations.

Reporting and disclosure Numbez of Percent of
requirement responses respondents

1. Annual report to Labor and IRS 200 85
2. Notifying PBGC of reportable events 172 73
3. Filing plan modifications with Labor 169 72
4. Annual report to PBGC 167 71
5. Plan description to Labor 167 71
6. Notifying IRS of terminated employees

with deferred vested benefits 158 67
. Summary annual report to employees 140 60

8. Providing employees with requested
statement of earned benefits 126 54

9. Notifying employees of plan amendments 125 53
10. Su.nmary of plan modifications to employees 12U 51
11. Sunmary of plan description to employees 118 50
12. Notifying terminated employees of their

deferred vested benefits 95 40
13. Notifying employees of options for early

retirement and/or joint and survivor
benefits 92 39

Total a/1,849

a/Totals more than 235 because some respondents reported more than
one reporting and disclosure requirement as having a major effect
on plan terminations.
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OTHER ERISA FACTORS THAT CONTRIBUTED
TO PLAN TERMINATIONS

Of the 313 respondents who indicated that ERISA was a
m:jor reason for plan terminations, 271 (87 percent) noted
other ERISA factors as major reasons for terminating pension
plans. About 77 percent of the 271 respondents indicated
that a major reason for termination was an objection in
principle to Federal regulation of pension plans established
and funded by employers.

About 74 percent of the 271 respondents indicated that
a lack of clarifying regulations by Labor and IRS was a
major reason for termination. Two previzus GAO studies
support this contention. (Our July 6, 1977, report to the
Senate Committee on Human Resources, "Efforts to Implement
the Employee Retirement Income Security Act of 1974 by the
Department of Labor" (HRD-77-99), points out that, although
Labor had identified 53 areas needing regulations to imple-
ment and clarify ERISA, only 15 regulations had been issued
and another 10 proposed as of March 10, 1977. Also, we
pointed out in an October 21, 1976, teport to Congressman
Alan Steelman (HRD-77-7) that Labor generally showed a lack
of timely response to public inquiries on ERISA requirements.)

A significant number of respondents indicated that ERISA
provisions directed at responsible management of pension plans
were major reasons for termination. For example, ERISA re-
quires that pension plan assets generally be used only to
provide benefits and pay necessary administrative costs of
the plan. Accordingly, fiduciaries, including plan trustees,
are required to meet strict Federal standards in administer-
ing plans. Fiduciaries are required to perform their duties
solely in the interest of plan participants and their ben-
eficiaries according to tne "prudent man" rule.

Under this rule, fiduciaries must perform their duties
with the care, skill, prudence, and diligence that a prudent
man, acting in a similar capacity and familiar with such
matters, would use. To reduce thX, risk to the assets of
defined benefit plans, fiduciaries are also required to
d'versify investments. Fiduciaries are personally liable
for losses t,) the plan due to imprudent actions and may be
subject to other enforcement actions, such as removal from
office.

ERISA provides remedies for enforcing its provisions.
For example, criminal and civil remedies are provided for
enforcing the reporting and disclosure requirements. Civil
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remedies are provided for other violations. Further, sponsors
of defined benefit plans are responsible for up to 30 percentof their net worth for the unfunded liabilities of terminated
plans.

The following able summarizes the other ERISA factors
that, according to 271 of the 313 respondents, had a major
effect on plan termination decisions.

Number of Percent of
Termination decision factors responses respondents

General principle of Federal
regulation 208 77Lack of clarifying regulations 201 74

Trustee responsibilities 173 64
Fiduciary personal liability 171 63
Funding requirement penalty 170 63
Reporting and disclosure re-
quirement penalties 167 62

Employer liability for 30 per-
cent of net worth for
unfunded liability 152 56

Determination of "prudent"
investments 120 44

Diversifying investment assets 88 32
Other factors, such as the time

required to understand and
implement the requirements
and the potential penalties 4 1

Total a/1,454

a/Totals more than 271 because some respondents indicated
more than one factor.

AGENCIES' ACTIONS TO REDUCE
ERISA CONFUSION AND BURDEN

As pointed out, many plan sponsors indicated that the
lack of regulations to clarify ERTSA requirements and theadministrative burden of ERISA were major reasons for plan
terminations. The Department of Labor, IRS, and PBGC have
taken action to alleviate these problems.

For example, the following table shows that the number
of final, temporary, and proposed regulations issued by the
agencies increased between September 30, 1976, ;aid Decem-
ber 31, 1977.
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September 30, December 31,
1976 (note a) 1977 (note a)

Labor:
Final 13 22
Proposed or temporary 9 6

(note b)
22 28

IRS:
Final 5 14
Proposed or temporary 33 46

38 60
PBGC:

Final 10 14
Proposed 3 _9

13 23

Total 73 111

a/Regulations cover one or more specific provisions of ERISA
and vary in significance and complexity. Therefore, the
table does not provide a basis for comparing the progress
of one agency with another.

b/Proposed regulations are published in the Federal Register
for comment and provide an indicator to plan administrators
on how the plan should be administered with respect to the
subject matter. Temporary regulations are also published
in the Federal Register, but they are effective immediately
and must be adhered to until firal regulations are issued.
The temporary regulations present the position of the agency
issuing the regulations and generally- are not expected to
have any major changes when issued in final form.

Actions taken to reduce the administrative and paperwork
burden cost to plan administrators included eliminating cer-
tain annual report information requirements, such as the in-
dependent public accountant's certification requirement for
financial statements of pension plans with fewer than 100
participants. Also, beginning with the 1977 annual report,
one annual report will be filed with IRS rather than in-
dividual reports with Labor, IRS. and PBGC.

In addition, each agency has established advisory groups
and initiated studies to identify and determine how plan ad-
ministrator problems and concerns can be further alleviated.
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CHAPTER 4

THE INDICATED ADVERSE EFFECT OF PLAN

TERMINATIONS ON PARTICIPANTS WAS MISLEADING

There is no doubt that ERISA conitributed to the increase

in terminations. However, our review showed that the adverse

effect on American workers indicated by the large 
number of

defined benefit pension plan terminations was misleading.

The effect was not as great as it appeared because:

--Where ERISA was noted as a major reason for plan

terminations, the terminating plans generally did 
not

meet ERISA's minimum participation and vesting require-

ments designed to ensure that employees would benefit

from a pension plan without having to meet unreason-

able years worked and age requirements.

--Participants of Lerminated plans generally had 
re-

ceived or were to receive almost all of their vested
benefits under existing plan provisions.

-- About 41 percent of the sponsors of terminated pension

plans continued pension coverage for their employees

through new or other existing pension plans. Other

employees had an opportunity to continue pension

coverage by starting individual retirement account

plans.

MOST TERMINATING PLANS DID NOT

MEET ERISA MINIMUM PARTICIPATION
AND VESTING STANDARDS

ERISA established minimum participation and vesting

standards so that employees do not have to work an 
unrea-

sonable number of years before participating in and bene-

fiting from a private pension plan. Vesting standards

provide the criteria for ensuring that plan participants

have a nonforfeitable (vested) right to accrued benefits.

The further the terminating plans were from meeting these

standards, the less the adverse impact the termination 
had

on plan participants and employees of plan sponsors.

Of the 595 responses to our questionnaire, 313 (53

percent) noted that ERISA was a major reason for plan term-

ination. Of the 313, 114 were located in California,
Florida, Georgia, Illinois, New York, and Pennsylvania.

We compared the plan provisions of 63 (55 percent) of the

19



114 plans with the ERISA minimum participation and vesting
requirements. Sixty (95 percent) of the 63 plans did not
meet one or both requirements, (94 percent did not meet
the participation requirements and 56 percent did not meet
the vesting requirements). We have no reason to believe
that a review of all 313 plan. would have produced signif-
icantly different findings.

Participation standards

Generally, ERISA provides that employees must be allowed
to participate in a plan after they are 25 years old and have
completed 1 year of service (minimum age and service require-
ments). However, a plan may provide for participation after
3 years of service and age 25 if employees are given a non-
forfeitable right to 100 percent of accrued benefits when
they begin to participate. To earn a year of service, an
employee generally has to work 1,000 hours for the plan sponsor
within a 12-month period.

A plan has to meet bcth the age and years of service
criteria before compliance is achieved. Participation may be

delayed for 6 months after both requirements are met, however,

because participation must begin no later than the earlier
of the start of the next plan year or 6 months after the
requirements are met. For example, under the age 25 and 1
year of se:vice requirements, an employee may be required
to be 25-1/2 years old and work for 1-1/2 years before being
allowed to participate in a plan.

Further, older employees may be excluded from partici-
pating in defined benefit pension plans if their age at the
time of they begin employment is within 5 years of the plan's
normal retirement age (maximum age requirement). For example,
if a plan's normal retirement age is 65, an employee hired
before age 60 must be allowed to participate in the plan,
but an employee hired at age 60 or older may be denied par-
ticipation.

Both the minimum age and service and the maximum age
requirements have to be met before a plan meets ERISA's
minimum participation standards. Of the 63 plans reviewed,
57 did not meet the minimum age and service requirements
and 32 did not meet the maximum age requirement. Overall,
59 (almost 94 percent) of the 63 plans did not meet both.
The 32 plans that did not meet the maximum age requirement
required that older workers, to participate, begin employment
an average of 9.-1/2 years before reaching th,: plans' normal
retirement age, rather than the 5 years required by ERISA.
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To determine whether the 63 plans met the minimum age
and service requirements, we compared the greatest age and
years of service required under the plan provisions with
the greatest age and years of service required under ERISA's
general requirements,. Plans that allowed employees to par-
ticipate at age 25-1/2 and 1-1/2 years of service and plans
that gave participants a nonforfeitable right to 100 percent
of earned benefits at age 25-1/2 and 3-1/2 years of service
were considered to meet ERISA's minimum age and service re-
quirements.

Of the 63 plans, 57 did not meet the minimum age and
service requirements (15 did not meet the age requirement
and 57 did not meet the years of service requirement). The
age required by the plans not meeting the minimum age re-
quirement ranged from 26 to 35 and averaged 30. Twelve of
the 15 plans required employees to be at least 30 before
being eligible to participate.

The 57 plans that did not meet the years of service re-
quirement required employees to work from 2 to 6 years before
participating. About 74 percent of the plans required "-

employee to work 3 years or more before being allowed to
participate.

The following table summarizes the age and years of
service requirements for the 63 plans.

__Agrequirement
Years of 26
service Up to through
reguirement 25-1/2 29 30 35 Total

(plans)

1-1/2 a/3 - - - 3
2 11 - 2 2 15
3 b/9 1 2 - 12
4 15 2 3 - 20
5 6 - - 6
6 4 - 3 - 7

Total c/48 3 10 2 63

a/Met the age 25 and 1 year of service requirement.

b/Three of these plans met the age 25 and 3 years of service
requirements because the plans provided for 100 percent
vesting after 3 years of service. The other six plans
had more restrictive vesting requirements.

c/Met the age 25 requirement.
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Because of the lack of available data, we could not
determine the extent to which the restrictive participation
provisions of the 57 plans would have kept employees from
becoming plan participants in the long run. Based on in-
formation provided by sponsors of 15 of the plans, however,
revising the plans to meet ERIS"'s minimum participation
standards would have increased the number of employees par-
ticipating from 35 to 4,000 percent.

As an example at the extreme, one plan sponsor operated
a chain of fast food restaurants and employed about 1,400
full-time employees. The plan was considered tax qualified
by IRS and required employees to be at least 30 years of
age, have at least 5 years of service, and earn a salary
greater than $550 per month to be eligible to participate.
The plan sponsor said only 25 employees met these qualifica-
tions, mainly because of a high employee turnover rate.
The sponsor believeC that revising the plan's participation
provisions to meet ERISA standards would permit about 1,000
additional employees to participate.--a 4,000-percent increase.

Another plan sponsor operated a small retail business
with 15 employees, of whom 5 participated in the plan. The
plan required employees to be at least 30 years of age and
work for 5 years before participating. According to the
sponsor, revising the plan to meet the ERISA participation
standards would have increased participation by 10 emplcyees--
a 200-percent increase.

Vesting standards

ERISA provides that participants of defined benefit
plans have a nonforfeitable (vested) right to retirement
benefits upon reaching the plans' normal retirement age.
ERISA also provides that participants have a full and im-
mediate vested right to accrued benefits resulting from their
own contributions to a plan even if they terminate employment
before retirement. Regarding accrued benefits resulting from
employer contributions, ERISA provides three minimum vesting
schedules that are generally governed by years of service.
Under any of the schedules, participants must be at least
50 percent vested in their accrued benefits after 10 years
of service and 100 percent vested after 15 years of service.
Generally, every year a participant works for the plan sponsor
for at least 1,000 hours after age 22 must be counted as
a year of service.
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Further, ERISA provides other vesting-related standards
on such aatters as (1) the effect ,n vesting rights of work-
ing less than 1,000 hours in a year, (2) the way accrued
benefits are to be determined, and (3) the right of a sur-
viving spouse to benefits.

To ascertain the degree to which plans terminating be-
cause of ERISA met the act's minimum vesting requirements,
we compared these requirements with the length of time re-
quired for 50 and 100 percent vesting under the 63 plans we
reviewed in detail. In making the comparison, we used the
ERISA general requirements that all years of service after
age 22 be counted in determining vesting rights.

Our comparison showed that 35 (almost 56 percent) of
the 63 plans did not meet the vesting requirements. Of the
35 plans, 33 had vesting schedules. These schedules required
participants to have an average of about 19 years of service
before becoming G0O percent vested, or 4 years more than
required by ERISA. The following table summarizes the years
of service required by the 33 plans for participants to
become 50 and 100 percent vested.

100 percent vesting
Years of Years of service Total
service 15 16 17 18 20 22 23 24 25 26 plans

1i - - - - - - - - 1
11 - 4 - - - - - - - - 4

50 12 1 - 3 - - - - - - - 4
percent 13 - - 1 3 1 - - - - - 5
vesting 14 - - - 1 1 - - 1 - - 3

15 a/1 - - - 2 - - - - - 3
17 - - a/6 - - 1 - - - - 7
18 - - - a/l - - - 1 - - 2
20 - - - - - - - 1 - 1
21 - - - - - - - - - 1 1
23 - - - - - - a/ - - - 1
26 - - - - - - - - - a/ 1

Total plans 2 4 11 5 4 1 1 2 1 2 33
x e= =

/Participants of these plans had no vesting rights until the vesting require-
ments were met, at which time they became 100 percent vested.
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Of the 35 plans, 9 of the 33 that had vesting schedules,
and the 2 that did not, required participants to meet a minimum
age requirement before becoming vested at all. The minimum
age required by these 11 plans for vesting ranged from 40
to 65 and averaged 50. Participants in these plans could
lose benefits regardless of their years of service by term-
inating employment before reaching the specified age. For
example, four plans required participants to be 50 years old
before becoming vested in any part of their accrued benefits.
A participant starting to work for the sponsors of these
plans at age 22 could work for 28 years for the sponsor before
having a vested right to any benefits.

The following table shows the age required by the 11
plans before participants were vested.

Age required Number of plans

40 1

45 4

50 4

60 1

65 1

Total 11

TERMINATING PLAN PARTICIPANTS
RECEIVED VESTED BENEFITS

According to the Pension Benefit Guaranty Corporation,
9,627 single employer defined benefit pension plans having
about 214,000 participants gave notification of intent to
terminate during the 25-month period after ERISA's passage--
from September 1974 through September 1976. PBGC said most
participants had received or were to receive benefits that
had become vested urnder the terminating plans' provisions.

A principal purpose of ERISA was the creation of an
insurance program to make sure that participants of single
employer defined benefit pension plans receive promised benc--
fits. The insurance program is administered by PBGC and
guarantees, within certain limits, participants' accrued
benefits vested under plan provisions at the time of term-
ination. During 1977, the monthly benefits guaranteed by
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each participant of a terminating plan was generally limited
to $937.50. 1/

PBGC reviews terminating pension plans to determine if

the plans have sufficient assets to pay the guaranteed vested
benefits of participants. If plan assets are sufficient, the

plan administrator or trustee distributes them to participants
through such distribution methods as lump-sum payments or pur-

chases of annuities for participants. If plan assets are
insufficient, PBGC, if necessary, becomes trustee, takes
over plan assets, makes up the insufficiency through premium
collections from ongoing plans and collections from terminat-
ing plan sponsors of up to 30 percent of the sponsors' net
worth, and pays current and deferred benefits to participants.

According to PBGC, an estimated 227 (about 2 percent)
of the 9,627 plans giving notice of termination during the
period September 1974 through September 1976 had insufficient
assets to pay guaranteed vested benefits. Presumably, the
other 9,400 terminating plans had sufficient assets to pay
guaranteed benefits. The 227 insufficient plans had about
19,000 participants with guaranteed vested benefits totaling
about $144.5 million but had assets of only about $55.2 mil-

lion. PBGC was to guarantee the other $89.3 million in vested
benefits. Further, as of September 30, 1976, PBGC reported
that about 8,000 of the 19,000 participants were entitled
to receive monthly benefits totaling $950,000. The other
11,000 participants had deferred vesting rights to benefits
to be paid when participants reached the specified retirement
age of the plans.

The responses to our questionnaire indicated that the
lump-sum payment and purchase of annuity methods were to be

used most frequently in distributing assets. Of the 595
respondents, the 539 providing information on asset distribu-
tion indicated that one or more of the following distribution
methods would be used:

1/When ERISA was enacted, the limit was $750. However, this
limit is adjusted based on changes in the Social Security
contribution and benefit base. According to PBGC, the

maximum benefit guaranteed is based on the insurance limit
in effect at the time of termination and is not further
adjusted to reflect changes in limits.
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Number of Percent of
Asset distribution method responses respondents

Assets used to make lump-sum
payments 318 59

Assets used to purchase annuities 159 29
Assets put into another employer-

sponsored pension plan 65 12
Assets held in trust for plan

participants until benefits due 34 6
Other asset distribution methods,

such as placing funds in
employees' individual retire-
itent accounts or turning the
assets over to PBGC 50 9

Total a/626

a/Totals more than 539 because some respondents indicated
that more than one distribution method would be used.

Data was not available to determine the extent to which
participants lost vested benefits that exceeded the maximum
guaranteed by PBGC. Nor was data available to determine
the extent to which participants and employees lost accrued
benefits because the-y had not worked long enough as of term-
ination to become vested. According to PBGC officials, how-
ever, only a few participants lost vested benefits because
they exceeded the maximum guaranteed by PBGC.

CONTINUING PENSION COVERAGE FOR
MANY TERMINATING PLAN PARTICIPANTS

The large increase in terminating single employer de-
fined benefit pension plans after passage of ERISA indicated
that the act might be the cause of hundreds of thousands
of plan participants not having continuing private pension
coverage and an unknown number of workers not having the
opportunity to participate in a private pension plan.

Of the 595 questionnaire respondents, 524 indicated
whether participants of terminating pension plans would have
continuing employer-sponsored pension coverage. Of the 524
respondents, 216 (about 41 percent) indicated that their em-
ployees would continue to have private pension coverage
through new or existing employer-sponsored pension plans.
The following table shows the pension coverage status of
the 524 respondents.
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Pension Number of Percent of
coverage responses responses

No coverage 308 59

New plan established 83 16

Another existing plan 54 10

New plan to be established 29 6

Othex types of coverage 50 10

Total 524 a/10l

a/Does not total 100 percent due to rounding.

The new or other existing plans, while having to meet
ERISA's minimum standards, were not all defined benefit pen-
sion plans. The act does not require an employer to sponsor
a pension plan and does not mandate the type of plan an
employer may establish. This facet of ERISA permits the
sponsor to establish the plan most suited to the operational
nature and financial condition of the business.

Of the 216 respondents continuing employee pension
coverage, 199 indicated how the continuing pension coverage
would be provided. About 46 percent of the 199 respondents
indicated that a profit sharing plan would be used. With
a profit sharing plan, the employer's contribution to the
plan is based on company profits. A percentage of the pro-
fits is to be passed on to employees each year. The amounts
are generally allocated to individuals in direct proportion
to their salaries. The employer contributions required for
defined benefit plans, however, are based on complex actuarial
estimates of plan assets needed to pay future benefits based
on participant earnings and years of service and, under ERISA,
generally cannot be reduced in lean business years. A profit
sharing plan may be more appropriate for a newly established
or marginally profitable company, since little or no con-
tribution to the pension fund would be required during poor
business years.

The following shows the types of plans to be used by
the 199 respondents to provide continuing pension coverage
for their employees.
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Number of Percent of
Type of plan respondents respondents

Profit sharing 92 46
Defined benefit 30 15
Money purchase (note a) 25 13
Employer sponsored individual

retirement account (note b) 20 0
Other, such as savings or thrift

and employee stock ownership 32 16
(notes c, d)

Total 199 100

a/A money purchase plan is similar to a profit sharing plan,
but the contribution rate does not vary from year to year.
Generally, the employer contributes a specified amount or
a percentage of an employee's pay, and this contribution
must be made regardless of whether profits are made.

b/In an employer sponsored individual retirement account
plan, an employer sets aside money (from business funds
and/or a portion of an employee's salary) in individual
accounts for retirement savings.

c/In a savings or thrift plan, both the employee and employer
contribute. lTese plans generally provide a range of con-
tributions, and 'he employer's contribution is usually
related to the .mount or rate of employee contributions.

d/In an employee stock ownership plan, an employer sets
aside money (from business funds and/or a portion of an
employee's salary) to invest primarily in stock of the
employer.

Employees who were not provided continuing pension
coverage by employers could continue pension coverage
through individual retirement accounts. An individual
retirement account is a retirement savings plan that allows
employees not covered by a tax-qualified private pension
plan to set aside part of their earnings for which Federal
taxes are deferred until benefits are received.
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CHAPTER 5

CONCLUSIONS AND AGENCY COMMENTS

CONCLUSIONS

The substantial increase in single employer-sponsored
defined benefit pension plan terminations in the 2 years after

enactment of the Employee Retirement Income Security Act and

complaints about the burden and cost of meeting the act's

requirements indicated that the act was a major cause of ter-

minations and was adversely affecting hundreds of thousands

of American workers and thousands of American businesses.

Our review showed that ERISA did contribute significantly
to defined benefit pension plan terminations. However, eco-
nomic and other non-ERISA factors played a more significant
role in sponsors' decisions to terminate such plans.

Also, the adverse effect on American workers indicated
by the number of terminations was misleading. The effect

was not as great as it appeared because:

--Where plan sponsors noted ERISA as a major reason for
plan terminations, the terminating plans generally did
not meet the act's minimum participation and vesting
requirements designed to ensure that employees would

benefit from a pension plan without having to meet
unreasonable years worked and age requirements.

--Participants of terminated plans had received or were

to :eceive almost all of their vested benefits under
e.isting olan provisions.

-- About 41 percent of the sponsors of terminating pension
plans continued pension coverage for their employees
through new or other existing plans. Other employees
had an opportunity to continue pension coverage by
starting individual retirement account plans.

According to plan sponsors, the increased cost of provid-

ing benefits and revising and administering plans, the burden

of meetJng reporting and disclosure requirements, the need

for clarifying regulations, and the concern about penalties

for not meeting requirements were major ERISA factors contrib-
uting to plan terminations. However, the increased cost of

providing benefits and revising plans to meet ZRISA provisions

and the penalties for not meeting the provisions are necessary

to make sure that employees have an equitable opportunity to
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participate in the plan and that participants receive earned
pension benefits. ERISA's reporting and disclosure require-
ments are also a direct result of efforts to protect employ-
ees' benefits.

The lack of regulations clarifying ERISA's complex pro-
visions resulted in confusion about how the act's requirements
were to be met and concern about penalties for not meeting
requirements. Further, the reporting and disclosure require-
ments were burdensome and costly to plan sponsors. The De-
partment of Labor, the Internal Revenue Service, and the
Pension Benefit Guaranty Corporation, however, have made
progress in providing pension plan sponsors and administra-
tors with guidelines for meeting ERISA requirements and have
lessened the reporting and disclosure burden oy consolidating
reports and reducing information required to be reported.

Overall, the minimum participation, vesting, and funding
standards and other provisions of ERISA should enhance respon-
sible management of new and continuing plans and give tens of
millions of workers a better chance to earn and receive vested
benefits without having to work an unreasonable number of
years and reach an unreasonable age. In addition, we believe
the; clarifying ERISA requirements and reducing burdens on
plan administrators should be a continuing goal of the three
agencies. However, a reduction in administrative burden should
not be accomplished by compromising participant protection.

AGENCY C)MMENTS

Labor, IRS, and PBGC officials were given an opportunity
to review and comment on this report. On February 23, 1978,
IRS said that it had no comments or recommendations. On
March 3, 1978, PBGC said that the data in our report is
credible and useful, an.] will help the Congress understand
the impact of ERISA on defined benefit pension plans.

In a March 6, 1978, letter Labor agreed that Government
agencies responsible for administering ERISA should continu-
ously seek ways to clarify its requirements. Labor also
agreed that the agencies should seek ways to reduce the cost
burden on private employee benefit plans, but not at the ex-
pense of participant protection. Labor outlined the steps
it has taken to (1) administer ERISA more efficiently,
(2) reduce the uncertainty of plan administrators about the
act's provisions and penalties for failure to meet its re-
quiremerts, and (3) reduce the paperwork burden of reporting
and disclosure requirements. (See app. III.)
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APPENDIX I 
APENDIX A

SUMMARY OF QUESTIONNAIRE RESULTS

For the period September 2, 1974, to June 
1976, an

estimated 7,310 businesses had notified 
the Pension Benefit

Guaranty Corporation that they were terminating 
single

employer-sponsored defined benefit pension 
plans. We

randomly selected and sent questionnaires 
to 731 of these

businesses to obtain information on what effect 
the Employee

Retirement Income Security Act had on decisions 
to terminate

their plans. A total of 595 businesses responded to the

questionnaire.

The following summarizes the questionnaire and the
answers to specific questions. Because some businesses did

not answer or gave more than one answer to specific ques-

tions, the number of responses to individual 
questions vary.
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APPENDIX I APPENDIX I

A. PLAN BACKGROUND

1. Question - What was the average number of employees
participating in the pension plan and
full-time employees employed during the
fiscal year in which the plan terminated?

Answer - The following summarizes the information
provided by the 534 businesses that pro-
vided information on the average number
of employees participating in the pension
plan and the 521 businesses that provided
information on the average number of full-
time employees employed.

Full-time employees
Pension planparticipants Average

Plan size Average number number of
(number of Number of plan Number employees

participants) of plans participants of plans (note a)

1 to 10 297 5 291 21
11 to 25 117 17 114 73
26 to 50 60 36 56 77
51 to 99 24 73 24 155

100 to 199
(note b) 18 135 18 344

200 to 399 15 288 15 549
400 and over 3 704 3 1,415

Total 534 521

Overall average
(note b) 30 79

a/The average number of employees exceeds the average number
of participants because some employees did not meet the
plans' participation requirements or the plans were de-
signed to cover only a part of the workforce, such as
hourly paid employees.

b/One employer employing 14,000 employees terminated a pen-
sion plan that had 155 participating employees. The plan
was designed to cover only a part of the workforce. This
plan was excluded so as not to distort the results.
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2. Question - Who was the pension plan designed to cover?

Answer - Of the 548 businesses responding to this
question:

338 said the plan was designed to cover
all of the workforce and

210 said the plan was designed to cover
only a portion of the workforce, i.e.,
hourly employees or a particular group
of employees.

548 Total

3. Question - How was the pension plan established?

Answer - Of the 547 businesses responding to this
question:

515 said they voluntarily started the
plans,

23 said the plans were started through
negotiations with an employee union,

3 said the plans wer,. started through
negotiations with an employee group
(other than a union), and

6 gave other explanations of how the
plans were started, such as a former
owner established the plan.

547 Total
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4. Question - During the period of time the pension plan
was in operation, how was the plan funded?

Answer - Of the 551 businesses responding to this
question:

479 said the plans were financed entirely
by the employer,

47 said the plans were financed by employer
and mandatory employee contributions,

24 said the plans were financed by employer
and voluntary employee contributions,
and

1 indicated that another method of plan
financing was used which required em-
ployees to pay for certain insurance
policies.

551 Total

5. Question - At its termination, was the plan subject
to union negotiation or covered by a
collective bargaining agreement?

Answer - Of the 553 businesses responding to this
question, 34 said the plans were subject
to union negotiation or a collective bar-
gaining agreement.
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6. Question - How are the terminated pension plan assets
.being distributed to plan participants?

Answer - The 539 businesses responding to this ques-
tion indicated that one or more of the
following asset distribution methods would
be used:

318 said that assets would be used to make
lump sum payments to persons covered
by che terminating plans,

159 said that assets would be used to pur-
chase annuities for plan participants,

65 said that assets would be put into
another employer-sponsored pension
plan,

34 said that assets would be held in
trust for plan participants until
benefits were due,

8 said that assets would be taken over
.y PBGC, and

42 indicated other asset distribution
methods would be used, such as placing
funds in employees' individual retire-
ment accounts.

a/626

a/Totals more than 539 because businesses indicated that
multiple distribution methods would be used.
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B. CAUSE OF TERMINATION

1. Question - To what extent was the decision to termi-
nate the pension plan caused by any of
the 12 following non-ERISA circumstances?

Answer - The 560 businesses responding to this
question indicated the extent to which one
or more of the following 12 r.on-ERISA
circumstances contributed to the decision
to terminate the plan.

Extent Circumstances Caused
tEhiTerrniRatIon is.. noteY

Non-ERISA Little Moder- Substan- Very, Only
circumstance or no Some ate tial great reason Total

1i. Dissolution of the
business X X X X X 59 59

2. Bankruptcy X X X X X 7 7

3. Closing of a subsi-
diary, plant, etc. 27 4 - - 1 24 56

4. Change of ownership 26 7 2 8 17 27 87

5. Adverse business
conditions 193 42 33 41 102 X 411

6. Plan did not meet
needs of employer 235 29 17 32 60 X 373

7. Plan did not meet
needs of emeloyees 236 31 16 33 55 X 371

8. Lack of employee
participation 317 4 5 6 15 X 347

9. Cost of benefits
became greater than
expected (non-ERISA-
based costs) 190 28 27 46 103 X 394

10. Investment perform-
ance was lower than
expected 265 27 17 17 31 X 357

11. Plan administrative
burden and costs
were greater than
expected (non-ERISA-
based costs) 207 38 32 37 67 X 381

12. Other non-ERISA
circumstances 63 1 - 5 5 ; X 122

Note: X denotes specific characteristics of the question not asked. The
question was designed to obtain a scaled response to determine the
relative impact of each circumstance. A scaled response was not
allowed for circumstances 1 and 2 because the occurrence of either
circumstance should have been the only reason for termination. An
"only reason" answer was not allowed for circumstances 5 through 12
because such an answer would have restricted a scaled response.
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2. Question - Overall, what effect did ERISA have on the
decision to terminate the plan?

Answer - Of the 595 businesses responding to this
quest in:

244 said ERISA had no effect on the termi-
nation,

14 said ERISA had little effect on the
termination,

24 said ERISA had some effect on the
termination,

31 said ERISA had a moderate effect on
the termination,

79 said ERISA had a substantial effect
on the termination,

108 said ERISA had a very great effect on
the termination,

95 said ERISA was the only reason for the
termination.

595 Total

Explanatory note: The 244 businesses that said
RISA had noeffect on the plan termination were

asked not to answer questions 3 through 11 of sec-tion B on the cause of termination. The following
data in this section summarizes the information pro-
vided by the 351 businesses that said ERISA had an
effect on the decision to terminate the plan.
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3. Question - To what extent did increased costs due to
ERISA affect the decision to terminate the
plan?

Answer - Of the 338 businesses responding to this
question:

16 said costs did not increase due to
ERISA,

25 said increased cost had no effect,

10 said increased cost had little effect,

38 said increased cost had some effect,

27 said increased cost had a moderate
effect,

78 said increased cost had a substantial
effect,

82 said increased cost had a very great
effect,

62 said increased cost was the only reason
for terminating the plan.

338 Total

Explanatory note: Of the 338 businesses responding
to question 3, the 297 that said increased costs
due to ERISA had an effect on the termination deci-
sion were asked to complete the following six ques-
tions. The other 41 were directed to go to question
number 10.
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4. Request - If increased costs due to ERISA were a con-
sideration in terminating the plan, provide
estimates of what the following three cate-
gories of costs would be with and without
ERISA requirements.

--Administrative costs - to administer the
pension plan innuaii y, including consult-
ing or legal fees, insurance premiums,
administrative costs (i.e. recordkeeping),
reporting and disclosure to the government
and your employees.

--Benefit costs - to provide for annual
benefits excTuding administrative costs
as shown above.

-- Initial. costs - to meet ERISA require-
ments, inclIuing amending plan documents,
obtaining tax qualification and associated
professional fees.

Response - Following is a summary of responses pro-
vided by businesses on the change in
administrative and benefit costs and
ERISA initial costs.

Number of Average
Administrative costs responses cost

Without ERISA requirements 85 $ 2,003
With ERISA requirements 85 4,231

Benefit costs

Without ERISA requirements 72 22,356
With ERISA requirements 72 42,670

ERISA inital costs 94 3,162
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5. Request - Considering changes in administrative costs
resulting from ERISA, indicate the extent
of the cost increases for each o'f the
9 types of cost.

Response - Following is a summary of responses pro-
vided by the 265 businesses on the 9 types
of administrative costs.

Extent of cost increase
Little Moder- Very Data not Not
or no ate _are avgailable applicable Total

1. Changes in record-
keeping practices 75 88 58 19 8 248

2. Number of employees
.eded to manage

the plan 116 68 19 16 24 243

3. Fees to consultants,
actuaries, insurance
companies, or legal
advisors for services
or advice 14 71 149 13 6 253

4. Obtaining fiduciary
insurance to cover
personal liability 69 78 55 26 20 248

5. Reporting to
Government
agencies 18 102 110 19 5 254

6. Reporting and
providing data
and information
to employees 60 100 60 19 11 250

7. Bonding of
fiduciaries 75 80 37 29 25 246

8. Other adminis-
trative costs 14 7 16 25 29 91

9. Overall adminis-
trative costs 11 71 102 20 11 215
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6. Request - Considering changes in benefit costs re-
sulting from ERISA, indicate the extent of
the cost increase for each of the 5 types
of cost.

Response - Following is a summary of responses pro-
vided by the 264 businesses on the types
of benefit costs.

Extent of cost increase
LIttte Moder- Very Data not Not
or _no ate large available apElicable Total

1. Contributions required
to provide benefits to
employees entering the
plan due to the new
eligibility standards 50 50 125 18 15 258

2. Costs of providing
benefits to terminating
employees due to new
vesting provisions 70 71 71 19 21 252

3. Contributions required
to meet new minimum
funding standards 73 59 84 25 17 258

4. Other benefit costs 11 2 6 31 33 83
5. Overall benefit costs 29 38 90 29 17 203

7. Request - For the initial costs resulting from
ERISA, indicate the extent of the cost
increase for each of the 3 types of cost.

Response - Following is a summary of the responses
provided by 267 businesses on the 3 types
of initial costs.

Extent of cost increase
'E[r[e--M6eer- Veriy -- Data not Not
or no ate large available applicable Total

1. Amending plan to meet
ERISA requirements 25 97 103 30 9 264

2. Other initial costs 20 16 20 35 29 120
3. Overall initial costs 24 63 70 35 13 205
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8. Question - Considering changes in the combined admin-
istrative, benefit, and initial costs re-
sulcing from ERISA, indicate the extent
of the changes.

Answer - Of the 258 businesses responding to this
question:

3 said the combined costs represented
little or no cost increase,

13 said the combined costs represented
some cost increase,

50 said the combined costs represented a
moderate cost increase,

90 said the combined costs represented a
substantial cost increase, and

102 said the combined costs represented a
very large cost increase.

258 Total

j. Question - Considering the changes in administrative,
benefit, and initial costs resulting from
ERISA, how acceptable or unacceptable is
the change in each o7 the four categories
listed?

Answer - Following is a summary of the responses
provided by 250 businesses.

Acceptabilit y of cost changces
Neither

Acceptable acceptable nor UnacceptableChangeS in -fsts Very Somewhat unacceptable Somewhat Very Total

1. Administrative 9 51 30 54 99 243

2. Benefit 17 32 42 46 100 237

3. Initial 11 44 48 46 89 238

4. Total of admin-
istrative,
benefit, and
initial 4 19 20 53 143 239
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10. Request - Considering other provisions of ERISA--
those without determinable costs--indicate
the effect each of the 11 listed items had
on the decision to terminate the pension
plan.

Response - Following is a summary of the responses
provided by 326 businesses on the 11 cost
items.

Effect on termination
Nondeterminable Little Modr--- --Very No exer- Not
cost items or no ate great ience aeelicable Total

1. Potential penalty for
not fully meeting the
reporting and dis-
closure requirements 103 73 97 25 11 309

2. Potential penalty for
not complying with the
funding requirements
in any one year 95 57 122 19 17 310

3. Potential personal
liabilities resulting
from the fiduciary
requirements 92 65 115 23 13 308

4. Potential 30 percent
employer liability
covering unfunded vest-
ed benefits at termin-
ation 96 46 115 30 15 302

5. Responsibilities placed
on pension plan trustees 94 73 113 16 11 307

6. Determining what "pri'-
dent" investments art 132 55 69 23 25 304

7. Required diversifica-
ti.on of pension plan
assets 156 48 45 27 27 303

8. Lack of clarifying
regulations by the
Department of Labor
and Internal Revenue
Service 59 67 149 23 10 308

9. General principle
of Federal regula-
tory effort over a
pension plan
voluntarily estab-
lished by an employer
and funded in its
entirety by employer
contributions 62 46 179 14 6 307

10. Other 11 2 20 8 19 60

11. Overall effect of
ERISA provisions
withcut determinable
costs 34 64 161 11 7 277
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11. Request - Considering the ERISA reporting and dis-
closure requirements, indicate the effect
each of the 15 listed items had on the
decision to terminate the pension plan.

Response - Following is a summary of the responses
provided by 319 businesses.

Effect on termination
BRISA reporting ald Lttte o-der- Very No exper- Not

disclosure requirements or no ate great i!nc applicable Total

1. Annual financial report
to the Department of
Labot and Internal
Revenue Service includ-
ing schedules for in-
surance and actuarial
data 75 98 115 18 6 312

2. Summary annual report
to employees 140 86 62 16 5 309

3. Annual report and
premium payment to
the Pension Benefit
Guaranty Corporation 105 87 93 14 7 306

4. Registration statement
to IRS of separated
employees having de-
ferred vested benefits 98 89 76 33 11 307

5. Plan description to be
sent to Labor 113 96 82 14 6 311

6. Summary plan descrip-
tion to employees . 162 72 52 16 7 309

7. Substanti'l plan moJifi-
cation to be filed with
Labor 95. 82 100 24 8 309

8. Summary of plan
modifications to be
given to employees 145 76 53 22 8 304

9. Notification to par-
ticipants of early
retirement or joint
and survivor option 167 64 33 26 10 300

10. Providing participants
with a statement of earn-
ed benefits on request 144 86 45 22 8 305

11. Notification to termin-
ated employees of their
deferred vested benefit 164 63 37 29 12 305

12. Notifying employees
concerning plan
amendments prior to
applying for tax qual-
ified status from IRS 132 76 56 29 11 304

13. Notifying PBGC of
reportable events 86 95 88 29 8 306

14. Other 16 1 17 15 18 67

15. Overall effect of the
ERISA reporting and
disclosure requireme'nto 62 88 113 14 8 285
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C. CURRENT COVERAGE

1. Question - Which of the 6 listed categories best
descriLas the current status of employees
previously covered by the terminated pen-
sion plan?

Answer - Of the 520 businesses responding to this
question:

83 said a new employer-sponsored retire-
ment plan was established to cover
those employees,

29 said a new employer-sponsored retire-
ment plan is expected to be estab-
lished soon to cover those employees,

34 said a separate but preexisting
employer-sponsored retirement plan
covering those employees is still in
effect,

20 said a separate but pieexisting
employer-sponsored retirement plan
was amended (or will be amended soon)
to include those employees,

50 specifiId some other form of coverage
for those employees, and

308 said no further employer-sponsored
retirement coverage is expected for
those employees at this time.

524 Total
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2. Question - If employer-sponsored retirement coverage
is to be continued for those employees
previously covered by the terminated plan,
which of t.: following describes the type
of plan prc. iding the continuing coverage?

Answer - Of the 205 businesses responding to this
question:

91 said the continuing coverage would be
provided by a profit sharing plan,

30 said the continuing coverage would be
provided by a defined benefit plan,

24 said the continuing coverage would be
provided by a money purchase plan,

17 said the continuing coverage would be
provided by an employer-sponsored
individual retirement account plan,

7 said the continuing coverage would be
provided by a savings or thrift plan,

6 said the continuing coverage would be
provided by an employee stock owner-
shipplan,

5 said the continuing coverage would be
provided by a target benefit plan,

1 said the continuing coverage would be
provided by a stock bonus plan, and

24 said the continuing coverage would be
provided through some other type of
plan or arrangement.

205 Total

46



APPENDIX I APPENDIX I

3. Question - If retirement coverage is to be continued,
to what extent do the 10 listed items
describe the reason for switching to a

new plan?

Answer - Following is a summary of responses pro-

vided by 183 businesses.

Reasons for Effect of the reasons
switching to tIttre od-e[: very No exper- Not

new plan or no ate ireat ience aeplicable Total

1. More control
over contribution
levels 37 24 73 3 29 166

2. More flexibility
in annual contri-
butions 38 21 78 4 26 167

3. Elimination of
30 percent
employer liability 55 13 46 12 40 166

4. Reduction of
actuarial con-
sulting fees 49 30 49 8 30 166

5. Reduction of
recordkeeping
costs 47 32 50 8 27 164

6. Elimination
of unfunded
liability 54 11 52 11 38 166

7. Easier to
administer 36 24 80 4 22 166

8. Reduction of
annual contri-
bution costs 58 18 44 9 35 164

9. To consolidate
preexisting
plans 54 6 22 6 64 152

10. Other reasons 0 1 22 1 12 36
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U.S. GENERAL ACCOUNTING OFFICE
SURVEY OF SMALL BUSINESSES

TERMINATING DEFINED BENEFIT PENSION PLANS

I. IDENTIFICATION 5. Who was the pension plan dcsilgnd to cover?
(C0ieck one. )

1. Please provide the name and address of your busi-
ness. I 0 All of the work force (cxcluding age or service

requirenments)

(Name ot Businest) 2 O A portion of the work firce. ie., hotmrly cem-
ployees or particular group of cmpilolriy-s5

(Address)

___ __ _ _ _ .. 1How was tlC pension plant ecsallilshcd? (Clht* r ne.¢)

I 0 Voluntarily by employer
(City) 'State) (Zip CudO)

2 0 Tlhrough negotiations wilh an employee titkon

2. Please provide the name, title and telephone number 3 0 Trlrough negotiations with an; cmlilyce group
e f the person to be contacted if further information
is required. 4 0 Other (picast' speci'fy)

(Name)
7. During the period of time the pension plan was In

(Title) operation, how was the plan funded? (Check one.)

(Area Code) (Telephone Number) I 0 IO b% by contributions of the employer

2 0 By employer and voluntary contributions by em-
ployees

II. PLAN BACKGROUND 3 0 By employer and mandatory contributions by
employees

3. What was the average number of employees partici-
pating in the pension plan during the fiscal year in 4 0 Other (please specifyJ
which the plan terminated?

participants 8. At its termination, was the plan subject to union
negotiation o- covered by a collective bargaining

4. What wats the average number of employees (con- agreement? (Check one.)
sidered as full-time employees) employed during the
fiscal , ear in whlich the plan terminated? I 0 Yes

employees 2 JU No

48- J
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9. Which of the following describes the distribution or proposed distribution of the pension plan assets at the termina-
tion of the plan? QCheck those which apply.)

1 [ Asset are to be held in a wasting trust to provide benefits to persons cnvered by the terminating plan when the

benefits are due.

2 0 Assets are to be rolled over Into another employer sponsored plan providing retirement benefits.

3 [ Assets are to be used to purchase annuities for the persons covered by the terminating plan.

4 0 Assets are to be used to make lump sum payments to persons covered by the terminating plan.

S 0 Assets are to he taken over by the Pension Benefit Guaranty Corporation.

6 0 Other (plk spectyJ

lease consider the reason(s) why you terminated your pension plan. It may be that the employee Retirement Income
Security Act of 1974 (ERISA) played a role or some other factors may have influenced your decision. We would like to
know how various ERISA and non-ERISA factors may ham influenced you. The following questions attempt to do this.

Hi. CAUSFS FOR TERMINATION

10. To what extent was the decision to terminate caused by any of the following non-ERISA circumstances? (Check one

box pec item.)

(I) Dissolution of the business .. s E 

(2) Bankruptcy iiiiiiii

(3) Closing of a subsidiary, plant, division, etc.

(4) Change of ownership

(S) Adverse business conditions

(6) Plan did not meet needs of the employer

(7) Plan did not meet needs of the employees

(8) LUck of participation by employees

(9) Cost of providing benefits became greater than
expected (other than ERISA based costs)

(10) investment performance was lower than expected

(I 1) Administrative burden and associated costs of
running the plan were greater than expected
(non-ERISA bas d costs)

(12) Other non.ERISA circumstances (please specify).
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11. Overall, what effect did ERISA have on the decision 12. To what extent did increased costs due to ERISA
to terminate your plan? (Check one.) affect the decision to terminate the plan? (Check

one.)
I 0 No eff.ct (GO TO QUESTION21)

1 0 Costs did not increase due to ERISA (GO TO
2 Little effect (GO TO QUESTION 12) QUESTION 19)

3 0 Some effect (GO TO QUESTION 12) 2 0 No extent (GO TO QUEST.'ON 19)

4 0 Moderate effect (GO TO QUESTION 12) 3 0 Littie extent (GO TO QUESTION 13)

5 aI Substantial effect (GO TO QUESTION 12) 4 0 Some extent (GO TO QUESTION 13)

6 0 Very great effect (GO TO QUESTION 12) 5 0 Moderate extent (GO TO QUESTION 13)

7 0 Only reason for terminating (GO TO QUESTION 6 0 Substantial extent (GO TO QUESTI(GN 13)
12)

7 [ Very great extent (GO TO QUESTION 13)

8 0 Only reason for terminating (GO TO QULSTION
13)

13. If increased costs due to ERISA were a consideration in terminating the plan, for each of the items listed below
(administrative, benefit and initial costs):

[1] estimate the amount needed without the ERISA requirements

[2] estimate the amount needed with the ERISA requirements

If estimates are not available enter N/A

I[I1 21
Cost Cost

without with
ERISA ERISA

requirements requirements

(1) ADMINISTRATIVE COSTS - to administer the pension plan annually includ.
ing consulting or legal fees, insurance premiums, administrative costs (i.e., rec-
ordkeeping), reporting and disclosure to the government and your employees.

(2) BENEFIT COSTS - to provide for annual benefits excluding administrative
costs as shown above.

(3) INITIAL COSTS - to meet ERISA requirements including amending plan i
documents, obtaining tax qualification, and associated professional fees.

-3 -
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14. Consider any change In ADMINISTRATIVE COSTS shown in Question 13. For uah element listed below and the
sum of all elements together indicate what kind of COST the item has associated with it. (COeck one box per item.)

(1) Changes in recordkeeping practices 

(2) Number of employees needed to manage the plan

(3) Fees to consultants, actuaries, insurance companies or legal
advisors for services or advice

(4) Obtaining fiduciary insurance to cover personal liability

(5) Reporting to government agencies

(6) Reporting and providing data and information to employees

(7) Bonding of fiduciaries

(8) Other administrative costs (please specify)I

(9) Overall administrative costs (sum of all elements)

15. Consider any change in BENEFIT COSTS shown in Question 13. For each elel, nt listed below and the sum of all
elements together indicate what kind of cost the item has associated with it. (Check one box per item.)

(2) Costs associated with providing benefits to terminating employees
due to the new vesting provisions.

(3) Contributions required to meet the new mirnimum funding standards

(4) Other benefit costs (please specify)

(5) Overall benefit costs (sum of all elements)

-4-
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16. Consider the INITIAL COSTS mentioned in Queition 13. For each element listed below and the sum of all elments
together indicate what kind of cost the item his associated with it. (Check one box per Item.)

(I) Amending plan to m-et ERISA requirements

(2) Other initial costs (please specify)

(3) Overall initial costs (sum of all elements)

17. Consider the ADMINISTRATIVE, BENEFIT and INITIAL COSTS combined. Indicate what kind of cost this repre-
sents. (Check one.)

I 0 Little or no cost increase

2 0E Some cost increase

3 1 Moderate cost increase

4 0 Substantial cost increase

5 0 Very large cost increase

18. Consider the administrative, benefit and initial costs without and with ERISA as you indicated them in Question 13.
How acceptable or unacceptable is the change in each of the three types of costs and the overall costs combined?
(Check one box for each item.)

Neither
Acceptable

Very Somewhat nor Somewhat Very
Acceptable Acceptable Unacceptable Unacceptable Unacceptable

Change in I 2 3 4 5

(1) Administrative costs

(2) Benefit costs

(3) Initial costs

(4) Total of administrative, benefit, and
initial costs

-5-
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19. Listed below are a number of other provisions of ERISA (those without determinable costs). Indicate the effect that
each had on the decision to terminate your pension plan. (ChAck one box for each item.

(1) Potential penalty for not fully meeting the reporting and disclosure
requirements

(2) Potential penalty for not complying with the funding requirements
in any ONE YEAR

(3) Potential personal liabilities resulting from the fiduciary require-
ments

(4) Potential 30% employer liability covering unfunded vested t_"eflts
at termination

(Si Responsibilities rplaced on pension plan trustees

(6) Determining what 'prudent" investments are

(7) Required diversification of pension plan assets

(8) Lack of clarifying regulations by the Department of Labor and In-
temrnal Revenue Service

(9) General principle of' Federal regulatory effort over a pension plan
voluntarily establishd by an employer and funded in its entirety by
employer contributions.

(10) Other (pleae pecify)- 

(11) Overall effect of ERISA provisions without determinable costs (sum
of all listed above)

-6-

53



APPENDIX II APPENDIX II

20. Listed below are a number of ERISA reporting and disclosure requirements. Indicate the effect that each had on the
decision to terminate your pension plan. (Check one box per item)

ERISA Requirement .

(I) Annual financial report to the Department of Labor and Internal
Revenue Service including schedules for insurance and actuarial data

(2) Summary annual report to employees

(3) Annual report and premium payment to the Pension Benefit Guaran-
ty Corporation

(4) Registration statement to IRS of separated employees having de-
ferred vested benefits

(5) Plan description to be sent to Department of Labor

(6) Summary plan description to employees

(7) Substantial plan modification to be file i'h Department of Labor

(8) Summary of plan modifications to be L employe"s

(9) Notification to participants of early re., - md survivor
option

(10) Providing participants with a statement o; eatued benefits on rquest

(11) Notification to terminated employees of their deferred vested benefit

(12) Notifying employees concerning plan amendments prior to applying
for tax qualified status from IRS

(13) Notifying the Pension Benefit Guaranty Corporation of reportable
events

(14) Plter (pleasedescribe),.

(15) Overall effect of the ERISA reporting and disclosure requirements
(summation of the above listed requirements)

-7-

54



APPENDIX TI APPENDIX II

IV. CURRENT COVERAGE 23. If retirement coverap for your employees is to be

continued, to what extent do each of the following
21. For the employees previously coveed by the pen- describe the reason for switching to a new plan?

dion pln which was terminated, which of the fol- (Oeck one box per tem.)
lowing best describes their current status? (GrOck
one.

10 -A new employer sponsored retirment plan was 
estblidhed to cover thoseemployees

2 0 A new employer sponsored retirement pn is ex- 
pected to be establihed oon to cower thosem- 
ployme I

30 A separate but prexisting employer sponrored i
retiremont plan pevioudy covering thol em 
ploy# is still in effect (1) ore contro over

contribution levels

4 0 A separat but preexisting employer ponsored (2) More flexibility in an-
retirement plan wu amended (or will be nual contributions
mended soon) to include those employees

(3) Emination of 30%

50 Other (p'se,p"'(f/J__ employer liability _

(4) Reduction of actu-
aral conuiting fees

60 No further employer sponsored retirement _ -d

coverage for those employees Is expected at th (5) Reduction of record
time. (If #,. GO QUrEmON 24 keeping co ts_ 

(6) Elimination of un-
22. If employer sponored retirement coverae is to be funded liability

continued for thos employees previousy covered _ -

by the terninated plan, which of the folowing most (7) Easier to administer
closely describes the type plan providing the con- 
tinuinglcoveral? (Ock on) (8) Reduction of annual

contribution costs

10 Defimed benefit pension plan (9) To consolidate pm.

existing plans
2 0l Taret benefit pension plon 'Oh p/ 

1) Other (placs specify'

3 0 Money purchas pension plan

40 Svinps or thrift pension plun __ _

S P rofit shaung plan

60 Stock bonus plan 24. If you desire to amplify your response to any of the

questions or provide additional comments on the
7 0 Employee stock ownership plan effect of ERISA please do so on a separate sheet of

paper and attach it to the questionnaire.
80 Employer sponsored Individual Retirement Ac-

count plan (IRA)

90 Other (please describe).

THANK YOU FOR YOUR PARTICIPATION. WE
APPRECIATE YOUR COOPERATION.

-8-
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U.S. DEPARTMENT OF LABOR
O0nc or rm Arum&rr SAmarry

WAMIINOTON

March 6, 19'78

Mr. Gregory J. Ahart
Director, Human Resources

Division
U.S. General Accounting Office
441 G Street, N.W.
Washington, D.C. 20548

Dear Mr. Ahart:

We appreciate the opportunity to review your draft report
entitled "Effect of the Employee Retirement Income Security
Act on the Termination of Single Employer Defined Benefit
Plans." We agree with the report's conclusion that govern-
ment agencies responsible for the administration of ERISA
should continuously seek ways to clarify ERISA requirements.
We do agree that the agencies should seeks ways to reduce
the cost burden on private employee benefit plans, but not
at the expense of participant protection.

We are enclosing for your use in finalizing this report an
outline of the steps the Department of Labor has taken to:

(1) Improve the efficiency of administering ERISA.

(2) Reduce the uncertainty of plan administrators
about ERISA's provisions and penalities for
failure to meet ERISA's requirements.

(3) Reduce the paperwork burden of reporting and dis-
closure requirements.

If we can be of further assistance, please contact Ian Lanoff,
the Administrator of the Pension and Welfare Benefit Programs.
He and his staff are available to provide further explanations
and input.

Sincerely,

is X. Burkhardt
Assistant Secretary of Labor

Enclosure
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PLENSION AND WELFARE BENEFIT PROGRAMS AC'CMPLISHMENTS
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PENSION AND WELFARE BENEFIT PROGRAMS

I. INTRODUCTION

Implementing ERISA representsone of LMSA's primary
responsibilities and over the last year we have made

considerable progress in a number of program areas.

A greater emphasis has been placed on improving the

quality of the compliance program by providing increased
support to the field staff. Efforts have been made to

i.crease the information available to participants
about their plans and their rights. We have expedited

the issuance of regulations and exemptions. A special
Pffort is underway to reduce the paper-work burden while

maintaining the needed standards of public disclosure.
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II. COMPLIANCE EFFORTS

The increased emphasis placed on compliance activities
has involved the development of a number of program
elements designed to increase the effectiveness of the
field staff.

A. The development of an over-all compliance strategy document

Thiu document was produced by a joint field-National
Office task force. It satisfies a long expressed need
to improve dialogue between the field and the National
Office. It is the first such document to communicate
enforcement policy and the future direction of our com-
pliance program.

B. The develepment of a field compliance manual

The compliance manual is now in the final stages of
review and well be distributed to all field offices
no later than March 1, 1978. The manual provides com-
plete guidance to field compliance officers investigating
potential violations of ERISA. It was developed with
considerable input from field employees.

C. The development of a computerized compliance audit

A system has been developed and implemented to direct
compliance efforts based on a computerized review of the
annual financial reports. This permits us to identify
major abuses affecting large number of participants and
potentially involving substantial monetary losses. This
project is being refined to consider additional factors
such as administrative costs and plan characteristics.

D. Fiduciary training

In December, we conducted a training course for both
field and National Office employees on ERISA fiduciary
provisions. This training course represented the first
comprehensive treatment of the fiduciary provisions
contained in ERISA and the regulations issued by the
Department pertaining to those provisions. Seven
additional sessions are scheduled.
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III. REGULATIONS AND EXEMPTIONS

We have accelerated the issuance of final regulations
and the granting of exemptions from ERISA's prohibited
transactions.

A. Regulations issued since January 1, 1977

Claims Procedure 15/27/77)
Service Provider (6/24/77)
Summary Plan Description (7/19/77)
Statement of Rights (7/19/77)
Employee Stock Ownership Plans (LSOPs) (9/2/77)
Plan Divestiture (9/20/77)
Indicia of Ownership (10/4/77)

Temporary Final

Optional Method for Disclosure, Multiemployer Plans (2/11/77)
403(b), Tax-sheltered Annuities (12/2/77)

Proposed

Reduction of Annual Reporting Requirements (11/29/77)

B. Regulations to be issued in 1978

Severance Pay
Annual Reporting Requirements
Suspension of Benefits
Transitional Rules
Supplemental Payments
Prudence in Investments
Record keeping Requirements -- Benefit Status Reports
Acquisitions/Sales
Arbitration
Church Plans
Government Plans
Bonding
Maintenance of Assets in Trust

C. Class exemptions issued since 1/1/77

These are often issued in response to many individual
requests relating to the same plan practice.
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Final:

Name

Investment Advisors, In-House (4/8/77)
Investment Advisors, Out-House (4/8/77)
Transfer-In (6/21/77)
Transfer-Out (6/21/77)
Pension Consultants (6/24/77)
ABC Extension (7/1/77)

Proposed:

Name

Pooled Separate Account
Apprenticeship and Training Plans
Customer Notes

D. Individual Exemptions

In CY 1977, PWBP processed 302 individual exemptions. This
is approximately three times the number of all individual
exemptions processed in prior years. The break-down, by
category, is as follows:

Covered by Granted Exemptions

a. Class 85
b. Individual 11

Denied

a. On merits 22
b. Failure to 60

respond
c. Withdrawn 73

Closed by regulations (e.g. Service Provider Regulations): 8
Closed by Rulings (e.g. coverage available under existing
statutory exemptions): 38 Insufficient Application 5

TOTAL PROCESSED: 302
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IV. RECEIPT AND PROCESSING OF REPORTS

A. Reducing the paperwork burden

We have attempted to reduce the paperwork burden of ERISA.

In April of 1977, we entered into an agreement with the
IRS to permit plans to file the Annual Report form at one
place and on one date. Beginning in 1978, plan administrators
will send the 5500 form solely to the IRS. This single
filing is estimated to reduce the reporting costs to
plans by $550,000.

On November 29, 1977, we proposed the following changes to
simplify current reporting requirements:

1. A limitation of the categories of 3 percent trans-
actions that will trigger the reporting of all other

transactions with a person involved in a 3 percent
transaction.

2. A reduction of requirements for reporting invest-
ment assets that were acquired and then disposed
of within the plan year.

3. And, the elimination of the requirement that an

amended form EBS-1 be filed 60 days after a
material modification of the plan.

Two other proposed changes in the 1977 Annual Report form
to reduce paperwork were also announced. These were the

elimination of the requirement (1) that all assets be

reported at "book value" and (2) that employee benefit

plans report acquisitions and dispositions in the aggre-
gate for each cctegory of pension assets.

B. Technical Mt ids

During CY 1977, we prepared and wiCely distributed a

slide show on how to fill out the 5500 Annual Report
form. PWBP estimates that nearly 250 viewings were held,

reaching some 6,000 plan advisors and administrators.
In addition, we published a reporting and disclosure

guide for use by employee benefit plan administrators
in meeting the reporting requirements of ERISA. The
publication shows the reports required, the dates on

which they are due, the offices to which they must be

sent, and presents brief information reminders for each
required report.
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C. Receipt and Disclosure

We are continuing to receive and process a large volume
of annual reports and summary plan descriptions.

a. As of January 9, 1973, we had received 552,000
EBS-1 plan description forms. Approximately
542,000 (98%) are microfiched and available for
public disclosure.

b. As of the same date, we had received 578,000
1975 Annual Reports. Aproximately 488,000
(84%) are microfiched and available for public
disclosure.

c. As of the same date, we had received 362,000
1976 Annual Reports. Approximately 148,000
(41%) are microfiched and available for public
disclosure.

d. As of January 27, 1978, over 400,000 summary plan
descriptions had been received.

D. SPD Review

We are developing an SPD review and evaluation program
to test SPDs for accuracy, completeness and readability.
We have identified a variety of alternative review methods
and the personnel needs associated with each. This includes
developing a priority scheme for selecting SPDs for review.
We anticipate implementing the total evaluation program
this spring.
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V. COMMLUNICATIONS AND PUBLIC SERVICES

We have directed our public information resources to

two groups which we feel need them most: the individuals
covered by employee benefit plans and small plans which

often lack the professional expertise larger plans
utilize in complying with ERISA's reporting and disclosure
requirements. Accordingly, we are negotiating with the
Small Business Administration to use its expertise in
reaching the owners of small business. It may be possible

to use their volunteer support group, the Se vice Corps
of Retired Executives (SCORE), to leverage our public
service resources.

In FY 1977, approximately 1.8 million publications were

distributed to the public. In 1978, we anticipate wider

distribution of our publications through the additional
facilities of the National Technical Information Service
of the Department of Commerce.

A. In 1977, we issued the following publications:

Reporting and Disclosure Guide
How to File a Claim for Benefits
SPD Checklist

B. In 1977, we produced the following audio-visual programs:

Filing the Form 5500
SPDs and You

C. Publications/audio-visusl programs planned for 1978:

Survivor Annuities (booklet)
Participant Rights under ERISA (booklet)
You and ERISA (revised slide show)
Filing the Form 5500 (revised slide show for small plans)
Filing the Form 5500 (revised slide show for large plans)

D. Inquiries handled and anticipated

In FY 1977, we received 200,000 inquiries from the public.

Of these, 198,000 (99%) were processed. In 1978, we
anticipate receiving 242,000 inquiries.
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PRINCIPAL OFFICIALS RESPONSIBLE

FOR ADMINISTERING ACTIVITIES

DISCUSSED IN THIS REPORT

Tenure of office
From To

DEPARTMENT OF LABOR

SECRETARY OF LABOR:
Ray Marshall Jan. 1977 Present
William J. Usery, Jr. Feb. 1976 Jan. 1977
John T. Dunlop Mar. 1975 Jan. 1976
Peter J. Brennan Feb. 1973 Mar. 1975

UNDER SECRETARY OF LABOR:
Robert J. Brown Mar. 1977 Present
Vacant Jan. 1977 Mar. 1977
Michael H. Moskow May 1976 Jan. 1977
Robert O. Aders Sept. 1975 May 1976
Vacant Feb. 1975 Sept. 1975
Richard F. Shubert May 1973 Feb. 1975

ASSISTANT SECRETARY FOR LABOR-
MANAGEMENT RELATIONS:

Francis X. Burkhardt Mar. 1977 Present
Bernard E. DeLury Apr. 1976 Feb. 1977
Paul J. Fasser Apr. 1973 Apr. 1976

ADMINISTRATOR, PENSION AND WELFARE
BENEFIT PROGRAMS (note a):

Ian David Lanoff May 1977 Present
J. Vernon Ballard (acting) Jan. 1977 May 1977
William J. Chadwick Oct. 1976 Jan. 1977
James D. Hutchinson (note b) June 1975 Oct, 1976
J. Vernon Ballard (acting) Dec. 1974 June 1975

DEPARTMENT OF THE TREASURY

SECRETARY OF THE TREASURY:
W. Michael Blumenthal Jan. 1977 Present
William E. Simon May 1974 Jan. 1977
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Tenure of office
From To

DEPARTMENT OF THE TREASURY (continued)

COMMISSIONER OF JNTERNAL REVENUE:
Jerome Kurtz May 1977 Present
William E. Williams (acting) Feb. 1977 May 1977
Donald C. Alexander May 1973 Feb. 1977

ASSISTANT COMMISSIONER, EMPLOYEE
PLANS AND EXEMPT ORGANIZATIONS
(note c):
Alvin D. Lurie Feb. 1975 Present
Alvin D. Lurie (acting) Oct. 1974 Feb. 1975

PENSION BENEFIT GUARANTY CORPORATION (note d)

EXECUTIVE DIRECTOR:
Matthew M. Lind Nov. 1977 Present
Matthew M. Lind (acting) Dec. 1976 Nov. 1977
Kenneth L. Houck Feb. 1976 Nov. 1976
Steven E. Schanes Aug. 1975 Feb. 1976
Steven E. Schanes (acting) Nov. 1974 Aug. 1975
Charles E. Skopic (acting) Sept. 1974 Nov. 1974

a/The Office of Employee Benefits Security was established on
December 16, 1974, to administer the Department of Labor's
responsibility under the Employee Retirement Income Security
Act of 1974. The activities of the Office were originally
directed by the Director, Office of Employee Benefits Secur-
ity. In April 1975, the position of Administrator, Pension
and Welfare Benefit Programs, was established to direct the
activities of the Office. In May 1976, the title of the
Office of Employee Benefit Security was officially changed
to the Pension and Welfare Benefit Programs.

b/First Administrator of Pension and Welfare Benefit Programs.

c/The Office of Employee Plans and Exempt Organizations was
established on December 2, 1974, to administer the Depart-
ment of the Treasury's responsibilities under ERISA.

d/The Pension Benefit Guaranty Corporation was established
under title IV of ERISA to provide termination insurance
for most defined benefit pension plans shou'.d they terminate
with insufficient funds to pay guaranteed benefits.
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