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Introduction 

On July 6, 2012, President Obama signed 

the “Moving Ahead for Progress in the 

21st Century Act”, also known as “MAP-

21”, into law. While primarily a highway 

construction funding bill, the law also 

contained important provisions affording 

pension funding relief that had been 

sought by the business community to 

mitigate the effect of historic prolonged 

below-market interest rates. As something 

of a counter-weight, the legislation also 

substantially increased the insurance 

premiums that private sector plans pay to 

the federal pension insurer, the Pension 

Benefit Guaranty Corporation (PBGC). 

Background 

Only two years before the 2008 market 

downturn, Congress had significantly 

tightened funding rules for US employers 

with defined benefit plans in the Pension 

Protection Act of 2006 (PPA). Those rules 

generally required faster amortization of 

liabilities, limited the use of credit 

balances from prior excess contributions, 

placed severe restrictions on benefit terms 

of underfunded plans, limited the use of 

smoothing to reduce volatility of asset 

values and interest rates, and imposed 

strict mandated interest rates for 

calculating liabilities. 

The PPA rules were generally intended to 

increase the funding ratios of private plans 

and to commensurately protect the PBGC 

against assuming greater liabilities for 

future plan failures. In a different 

economy, the new rules may well have 

made counter-cyclical sense. But the rules 

were fairly rigid, and with the downturn in 

the markets beginning in 2008, pension 
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funding requirements became much more 

volatile and the corporate burden of 

pension funding increased significantly, 

particularly due to the US government's 

efforts to keep interest rates artificially low 

to stimulate the economy. 

By early 2012, according to the American 

Benefits Council, a leading advocacy 

group for US pension plan sponsors, 

these artificially low rates were projected 

to increase the 2012 pension funding 

obligations to four times the level in 2010, 

and in 2013-2017 to increase funding 

obligations to seven times the 2010 level. 

The increased liabilities were projected to 

severely affect jobs and economic 

recovery by draining away billions of 

dollars from business investment. 

Consequently, in the first half of 2012, the 

US business community lobbied 

extensively for targeted changes to the 

PPA's minimum funding rules and benefit 

restrictions to adjust for periods of 

abnormally low or extremely high interest 

rates so as to lessen the distortions 

caused by the current low interest rate 

environment. This effort culminated in the 

pension provisions of MAP-21 in July, 

2012. 

Pension Funding Relief 

MAP-21 includes a rule that adjusts the 

relevant interest rates for any period to the 

extent that the rate for that period is not 

within a specified range of the average 

"segment" rates for the preceding 25-year 

period (ending September 30 of the 

calendar year before the calendar year in 

which the plan year begins). The 25-year 

period was the subject of much legislative 

debate, and was selected to represent an 

historical average that included years of 

relatively high interest rates to counter-

balance the artificially low rates of more 

recent years. 

In particular, if a segment rate for an 

applicable month under the regular rules 

is less than the applicable minimum 

percentage, the segment rate is adjusted 

upward to match that percentage. 

Accordingly, that is likely to be the most 

important number for most plans. If a 

segment rate for an applicable month 

under the regular rules is more than the 

applicable maximum percentage, the 

segment rate is adjusted downward to 

match that percentage. The following 

ranges would apply. 

 

If the calendar 

year is: 
The applicable minimum percentage is The applicable maximum percentage is 

2012 90 percent 110 percent 

2013 85 percent 115 percent 

2014 80 percent 120 percent 

2015 75 percent 125 percent 

2016 or later 70 percent 130 percent 
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These interest rate changes are 

essentially for minimum funding purposes 

only, and do not apply in a variety of 

related areas, including: 

 the interest rates used for 

calculating actuarial equivalent 

lump sum (and other non-annuity) 

payouts (though subsequent 

guidance issued by the IRS has 

provided some relief in this area); 

 the interest rate used for 

calculating maximum lump sum 

(and other non-annuity) payouts 

for purposes of the maximum 

Internal Revenue Code limitations 

on benefits, 

 the limits on maximum deductible 

employer contributions; 

 the calculations of variable rate 

PBGC premiums, and 

 reporting of certain funding-related 

events to the PBGC. 

In addition, the law requires that certain 

additional information be included in the 

annual funding notice provided by the plan 

administrator to participants after a plan 

year.  

The IRS has recently issued Notice 2012-

61 providing implementation and transition 

guidance to plan sponsors, and issued 

interest rates in accordance with MAP-

21and a description of the methodology 

for determining them, in Notice 2012-55. 

These provisions are generally effective 

for plan years beginning after December 

31, 2011. An employer may, however, 

elect for any plan year beginning before 

January 1, 2013 not to have the new 

funding provision apply either (1) for all 

purposes for which the provision would 

otherwise apply, or (2) solely for purposes 

of determining the plan's adjusted funding 

target attainment percentage used in 

applying the funding-based benefit 

restrictions added by PPA. The final 

legislation also provides that if, on the 

date of enactment, an employer election is 

in effect to use a monthly yield curve 

(rather than segment rates) to determine 

minimum required contributions, the 

employer may revoke the election and use 

segment rates as modified by the 

legislation, without obtaining IRS approval. 

Such a revocation must be made before 

the date that is one year after the date of 

enactment and the revocation would be 

effective for the first plan year to which the 

new rules apply and for all subsequent 

years. 

PBGC Premium Increases 

MAP-21 also includes nearly $9 billion in 

significant increases in PBGC premiums 

for single-employer plans, along with a 

more modest increase in multiemployer 

plan PBGC premiums. In general, the bill 

includes the following changes. 

 Flat-rate single-employer plan 

premiums increase from $35 per 

participant to $42 per participant 

for 2013 and to $49 per participant 

for 2014. The $49 premium is 

indexed to inflation after 2014. 

 Variable-rate premiums, currently 

$9 per each $1,000 of unfunded 

vested benefits, are indexed to 

inflation beginning in 2013, with an 

additional increase of $4 for 2014 

and another $5 for 2015. 

 The per-participant variable-rate 

premium will be subject to a cap, 

beginning at $400 for 2013, and 

indexed to inflation thereafter. 

 Multiemployer (collectively 

bargained) plan flat-rate premiums 

increase to $12 per participant for 

plan years beginning in 2013 and 

are indexed to inflation thereafter. 
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The final agreement also imposes new 

governance requirements on the PBGC 

including: 

 changes to the make-up of the 

PBGC's board of directors; 

 mandatory independent review of 

PBGC's governance structure; and 

 the addition of a Participant and 

Plan Sponsor Advocate. 

Summary 

US policymakers in 2012 stepped back 

from some of the consequences of the 

strict funding rules they had adopted only 

a few years before in 2006, largely due to 

the potential effect on pensions and their 

plan sponsors in 2012 and future years of 

the below-market interest rates resulting 

from other government economic policies. 

It serves as a reminder of the significant 

impact of interest rates on pension funding 

and the collateral consequences of 

quantitative easing, as plan sponsors try 

to anticipate the future interest rate 

environment.


