What's New! Proval

ProVal version 2.21

August 2004

ProVal version 2.21 introduces PFEA 2004 funding rules, benefit payment projections in a pension
valuation, and more control over the Schedule of Active Participant Data used for the IRS Form 5500
Schedule B. You’ll find details about these and other enhancements below.

Pension Plans

¢ The Pension Funding Equity Act of 2004 is now
reflected in ProVal, including:

o 2004 and 2005 relief (with the opportunity
to model “no sunset”),

o Corporate bond index for RPA Current
Liability (90% - 100% of 4/3/2/1 average)
and PBGC Variable Premium (85% of prior
months’ rate) interest rates,

o Interest rate lookback rules,

o Old law option for maximum tax deduction,

o Alternative Deficit Reduction Contribution,
and

o §420 Retiree Health Transfers paid through
2014 (ProVal actually has no time limit).

See PFEA 2004, page 5

+ New parameters in Census Specifications let you
control the “Schedule of Active Participant
Data” exhibit used for the IRS Form 5500
Schedule B, including:

o Specifying the credited service field,

o Adding an average cash balance amount
(new with the 2003 Form 5500) to the
schedule, and

o Omitting the valuation salary from the
schedule (useful for flat dollar plans).

If a cash balance account field is specified, active
participants with missing values will be excluded
from a valuation, but not from a core projection.
This could lead to first year forecast results differing
from valuation results.

Active Data HE
Specify the database fields that define:
Date of hirth (or attained age) Wvl
Date of hire (or hire age) | LI
Sex (or percent male) | LI
Specify the codes for:
Male I vl Female I vl
Ualuation Salary Definition:
| | Edit...
Schedule of Active Participant Data:
Credited service field |<date of hire> ;l
Include average:
W Valuation salary
[ Gash balance account | LI
OK I Cancel |

+ Valuations now automatically project benefit
payments, headcount, and salary. This
eliminates the need to run a core projection to
satisfy the revised FAS 132 disclosure
requirements. To view the projection, click
View from within a Valuation or Valuation Set.
(Already available in OPEB mode).

Yiew Output 7] |

Select categories:

[ Demographics
[JPunding Variahles
[ ]Accounting Jariahles

[T Individual aggregate results
[T Display processing messages

Inputs... | Yiew Exit

¢ The 415 maximum benefit limit has been revised
for PUC and UC liabilities pursuant to 2002 IRS
Graybook, Question 11. To review, the
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maximum benefit is equal to the [Minimum of
(1) and (2)] x (3), but not less than (4)], where

(1) Dollar maximum
X commencement age reduction/increase
X participation proration;

(2) Highest 3-year average salary
X service proration;

(3) Adjustment by Benefit Definition
(usually for payment form); and

(4) $10,000 exemption
X service proration.

For benefits using accrual rate proration for PUC
and/or UC, the participation and service
proration fractions for (1), (2), and (4) are now
“frozen” at the valuation date. In addition, the
highest 3-year average salary for (2) is now
“frozen” at the valuation date for UC.

These changes are most likely to affect small
plans and SERP plans. For small plans, it
eliminates the need to set up a special accrual
definition component using #MAXBEN to
properly calculate UC liabilities.

¢ The identification of liabilities in pay status (for
FAS 35, Current and PBGC liabilities) has been
improved for participants receiving both
immediate and deferred benefits. Now, if a
participant has any benefits in payment status,
ProVal will categorize their entire liability as “in
payment status”.

¢ A new valuation set and deterministic forecast
exhibit develops the plan’s contribution policy
(e.g. 7% of pay, normal cost + supplemental
cost, etc.). This is particularly useful for public
plans.

OPEB Plans

¢ The labeling of “valuation number fully
eligible” and “valuation salary fully eligible” has
been changed to “number fully eligible” and
“number active fully eligible” and “total salary
fully eligible” to be more accurate and avoid
confusion.

All Plans

+ After running (or validating) a valuation or core
projection, a new Show ReclDs button lets you
see the RecIDs of excluded records or data
defaults. This works even when running (or
validating) through Batch Execution.

Yaluation Processing

/; Funding Valuation Validation (Elapsed time 00:00:01) -
= Excluded Records

WARNING!
status.

38 records have been excluded from processing based on
35 records have been excluded from processing because the status is
"non-participating”.,

3 records have been excluded from processing because the status
field contains imvalid or missing walues.

WARNING! 2 active records have been excluded from processing.

2 active records have been excluded from processing because there
are migsing or imvalid walues in essential data fields. ;I

ShowReclDs I oK I PErint. I

You can still see the ReclDs after saving the run
by clicking the View button and checking:

[ Display processing messages

Deterministic & Stochastic Forecasts

¢ ProVal now supports a different accounting
return when the accounting measurement date
differs from the valuation date. For
deterministic forecasts, you can use a weighted
average of valuation year returns or specify
completely distinct returns.  For stochastic
forecasts, you can generate separate, but
consistent, funding and accounting returns based
on a simulation of monthly (rather than annual)
asset class returns.

Investment Return, Inflation & Lump Sum Benchmark Yield 2] x|
Lump Sum
Investment Inflation Benchmark
Year Yield
1 0.08 0.025 0.06

Hote: Assumptions in last year will be used for
all suhsequent years.

Lump Sum Benchmark Yield for Year 8: E.BB

Investment return
" Same returns for funding and accounting
i+ Weighted average accounting return
i~ Separate funding and accounting returns

e

0K Cancel |

Tools
¢ Administration Factors:

o A new Certain & Joint Life payment form is
available.

o Column labels for commutation factors are
now properly aligned with the data when
saving to an Excel file.

¢ Nondiscrimination Tests:
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o You can now turn off banding so that each
HCE (with a unique accrual rate) represents
a separate rate group.

o Reports now appear in a consistent order,
with NHCEs followed by HCEs.

o You can now write individual results back to
the database for HCEs: normal and most
valuable midpoints of rate group, number of
HCEs and NHCEs in rate group, ratio
percentage, and pass/fail indicator.

Census Data

¢ For status reconciliations:

o You can specify selection expressions for
each database, making it possible to
reconcile two or more groups separately.

o ProVal remembers the most recent setting
(per client), so you don’t have to start from
scratch every time.

o The report follows a standard “flow of lives”
format for easier reading, similar to the
Gain/Loss Analysis command:

+# Status Reconciliation Report H=
&5 Print... | &F’regiewl [ File... I X Close |
I T T T T 1 ;I
| | | TERM | | |
| | ACTIVE | VESTED | RETIRED | Totals |
i Prior Year i 705 i 41 i 45 i 79l i
[ : : : : :
| ACTIVE | | | | |
I To TERM VESTED | {51 5 | | |
| To RETIRED | (3] | 3| |
| TERM VESTED | | | | |
I To ACTIVE | 1] (L] | |
| additions | 55 | 1 4| 63 |
| Departures | (a5 (107 ] 137 (38|
i Current Year i 73l i 36 i 49 i g8le i
1 ! ! 1 ! | :I

General & Interface

¢ Dialog boxes with a “select the entry to edit” list

are now resizeable (look for the ﬁl in the
bottom right hand corner). This is especially
useful if you’ve used long names for the entries.

When typing in an expression with *, /, or **
(multiplication, division, or exponentiation),
Proval will offer to add parentheses as
necessary to make ProVal’s left-to-right rule
clear and prevent user errors while leaving the
meaning of the expression unchanged. For
example, “A+B*C” would become “(A+B)*C”.

When encountering an “error evaluating user
formula” (fairly rare), ProVal will now identify

the source (e.g., which benefit) of the formula
and the problem it is having with it.

¢ Multiple ProVal sessions can now be run on a
single computer (without having to set up
separate  shortcuts pointing to separate
PVCOM.SF and PROVALW.INI files).
Simply double-click on the ProVal icon @
to start another session. This facilitates
working on case B while case A runs,
copying information from client A to client B,
and more.

Praovfal

¢ The “Getting Started with
ProVal” manual has been
completely rewritten. It
now contains practical
step-by-step instructions
on how to convert a plan
using ProVal, including
how to code common
pension and OPEB plan

Winilech

Getting Started with ProVal
How to Convert a Plan
[ ——

Proval

designs. What’s more,
the “Getting Started with ProVal” manual is now
distributed with ProVal. You can access it
through Help > Help Topics > Getting Started
with ProVal (or usersgd.doc in the ProVal
directory).

Changes Log

¢ Be sure to read the changes log (see What’s New
in Help or the CHANGES.LOG file in the
ProVal directory) about updates to certain
calculations that may change results.

New Member of the ProVal
Team

Bill Martin recently joined the ProVal team
with over 25 years of experience in benefits
consulting. He’s an experienced ProVal
user, ProAdmin user, and manager of ProVal
conversions. Be sure to say hello to him if
you reach him at ProVal support or attend a
ProVal training session.

WinTech’s Virtual Back Office

Need help bringing up new clients,
converting cases or experienced help in a
ProVal area that's new to you? Why not call
upon WinTech’s experienced actuaries to fill
in? Contact Mark Ruloff at (203) 861-5530
for details or to request a quote.
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Proval”

ProVal PS, a desktop toolkit for sponsors of defined
benefit and medical plans, continues to be developed
parallel to ProVal. The following new features have
appeared in ProVal PS since the last release of
ProVal:

Disclosure & Budgeting

¢ The expected return and amortization are now
shown rather than actual return on assets,
consistent with SFAS 132’s modifications to
SFAS 87.

Financial Sensitivities

M
¢ For 3D Bar and Wave charts, a ﬁ button

swaps the green and blue data series, allowing
you to move larger values to the back.

Before swap:
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+ Just like in ProVal, additional contributions can
be specified to control future contribution
patterns.

¢ A new exhibit develops the plan’s contribution
policy (e.g. 7% of pay, normal cost +
supplemental cost, etc.). This is particularly
useful for public plans. This exhibit also
appears in Disclosure & Budgeting.

Asset Allocation

¢ You can set goals and view results based on
additional variables:

o Market Assets (Funding)

o Compound Nominal Return

o Reduction to Equity
General & Miscellaneous

)
¢ A g button lets you turn off 3D chart

effects for easier reading.

o A D3 | hutton opens a floating data window
that allows you to see the graph data “live”.

Copy |
O Meazurement |l Measurement
rear Ending rear Ending
12/31/2003 12/31/2004
Erpenze 3,885,201 4 057 342
Service Cost 2222807 2377 E44
Interest Cost 3,301,274 3,553,533
Expected Fetum 2527252 -2E51,129
Met Amortization I 7ir2z28
Other 11,645 i

Q
¢ The @ button for viewing detailed

calculation exhibits has moved to the main
toolbar.

i
¢ The @ button for charts has moved to the

o \Wirifech

toolbar.
500 West Putnam Avenue
Greenwich, CT 06830

tel: (203) 861-5530

fax: (203) 861-5531

email: support@winklevoss.com
website: www.winklevoss.com
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Pension Funding Equity Act of 2004

ProVal has been enhanced to allow users to model
the impact of the Pension Funding Equity Act of
2004 (PFEA), including:

¢ 2004 and 2005 relief (with the opportunity to
model “no sunset”),

¢ Corporate bond index for RPA Current Liability
(90% - 100% of 4/3/2/1 average) and PBGC

Variable Premium (85% of prior months’ rate)
interest rates,

Interest rate lookback rules,
Old law option for maximum tax deduction,
Alternative Deficit Reduction Contribution, and

8420 Retiree Health Transfers paid through
2014 (ProVal actually has no time limit).

* & o o

Serendipitously, we were able to make these changes
on a timely basis by taking advantage of the fact that
the OBRA Current Liability (from the Omnibus
Budget Reconciliation Act of 1987) is not relevant
for post-2003 valuations (except potentially for 8420
transfers), while the new Maximum Contribution
Basis Current Liability is relevant only for post-2003
valuations.

Valuation Assumptions

The Valuation Assumptions > Current Liability
topic now determines whether a valuation is pre- or
post-PFEA. The user selects, via a radio button,
either the OBRA ’87 current liability (for a “pre-
PFEA valuation”) or the maximum contribution
basis current liability (for a “PFEA valuation™)

»

Cunent Liability EHE
I Caleulate Vested Liabilities!
RPA *?4 Current Liability
Interest Rate: |.655 Look up...
Gateway (highest allowahle) Interest Rate: IB.BGSS
+ Maximum contribution hasis Interest Rate: |.4'?2
Mortality Rates
fictive and Non-disabled Inactive Members:
[IRS 1995 "Applicable Mortality Table” =1
Inactive Disabled Members and Actives after disablement:
[IRS 1995 "Applicable Hortality Table =l
[T Zero active (pre-decrement) mortality
¢ OBRA ‘87 Current Liabhility Interest Rate: I Look up:..

»

OK I

Cancel |

Your choice of current liability on this dialog box

has several implications:

1) The mortality assumptions reflected in the
liability varies: if maximum contribution basis
is selected, RPA mortality is used; but if OBRA

87 is  selected, the

assumptions are used.

valuation mortality

2) The valuation current liability output will be
labeled “maximum contribution basis” or
“OBRA” depending on your choice. Where
available (e.g., under the Output menu), values
for the non-applicable basis will be displayed as

blank.

Liabilities. Normal Costs & Dthers

Term Cost: [
Uested

Total HActive Active Inactive

r

Liahilities & Normal Costs
PU of Future Benefits:

PU of Future Salaries:

PV of Future Working Lifetimes:

PU of Future Employee Contributions:
Entry Age Normal-Level » of Salawry:
Entry Age Normal-Level Dollar:
Projected Unit Credit:

Pure llpit Ceadit:

Hormal

o
-]
@
o+

OBRA °87 Current Liability:

m

FPA ' 94 Current Liabhility:

Cateuay Cuppent Lishility:s

Maximum Basis Current Liability:

PBGC Uariahle Premium Liahility:
FAS 35:

Beginning of Year ABO:
Beginning of Year PBO:
Beginning of Year EBO:

1

E|—I—I—I—I o nTaan 1
=

o e S M O e e e i
a7 [(pgpTaan

e S M o e

Details... | an | Cancel

=
=]
=)
]

3) To be combined in a Valuation Set or forecast,
valuations and core projections must reflect the
same current liability types and valuation
interest rates.

4) Valuation Set and Deterministic Forecast
Exhibits will no longer include OBRA
terminology if the underlying runs are post-

PFEA.

If you have a PFEA valuation and the RPA and
maximum contribution basis interest rates differ,
the maximum tax deduction will be calculated
by using the maximum contribution basis
current liability for two aspects of the

5)

b Valuation Set Exhibits M=k
&b Prirt. | @ Fraglewl & File... | X Close |
Eu.mmax:y of Maximum Tax Deductible Contribution Limits ;I
r T 1
| 1. Funding interest rate | g.00% |
| | |
| 2. HNormal Cost | $185,035 |
| | |
| 3. Amortization amounts [i.e.,limit adjustments) | 531,729 |
| | |
| 4. Interest at rate (1) to December 31, 2004 on (2)+(3) | 62,941 |
| | |
| 5. Preliminary limit: (2)+(3)+(4) | 5849,705 |
| | |
| 6. Full funding limitation | |
| (a) Based on actusrisl sccrued lisbilit | 4.24] g |
| | (b) Bazed on current liability | 5,224,419 |
I [c] GEeater of [a)] and (D) [ 5,223,415 7
| | |
| 7. End of year minimum contribution | 1,673,478 |
I I I
T T T
| B. Cont. necessary to fund 100% of current lisbility | 5,835,634 |
| | |
| 9. Maximum tax deductible contribution: lesser of | |
| (5] or (6)(c), but not less than max of (7) or (&) | 55,835,634 |
L 1 =
4 | _’I_/‘
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calculation: the full funding limit and the 100%
of unfunded current liability minimum. No
change was made with respect to the minimum
contribution as it impacts the maximum because
any change would, by definition, not be more
than the 100% of unfunded current liability limit
that already applies.

6) If you have a PFEA valuation, you can choose to
reflect the Alternative Deficit Reduction
Contribution, and you can choose among the
various PFEA  options in  Stochastic
Assumptions. PFEA parameters are not
available for non-PFEA valuations.

7) If you start with a PFEA valuation but the plan

year is pre-2004, the maximum contribution
basis current liability will be used as if it’s the
OBRA liability. Note that this feature allows
you to forecast PFEA provisions even when
your starting valuation is pre-2004. (A revised
first year interest rate may be needed to generate
the correct 2003 liability, and other adjustments
may also be necessary. Please call ProVal
support if you need help with this issue.)

An enhancement has also been added to the
Valuation Assumptions to facilitate valuation under
the revised lookback rules. ~ When you click the
interest rate look up button, you will have the choice
of viewing either the 30 year Treasury or the
Corporate Bond rate limits for the 2001-2003 RPA
current liability. The default selection (30-year
Treasury rates for 2001-2003) is appropriate for
valuations to determine all liabilities and costs for
the plan year, while the alternative would be used if
a prior year valuation is being re-run solely to
determine the appropriate current liability funded
ratio basis for quarterly contributions and/or the
additional funding charge.

.__ﬁ Look up current liability rates X |
Plan year RPh ‘94 Haximum
bhegins in Louwest Highest GContrib.

Year Month Basis rate rate Rate
2884 4 Corp A.a576 A.8648 A.8467 .
2884 3 Corp A.a581 8.8645% A.846%7
2884 2 Corp A.[A585 a.8658 A.8478

v 20084 1 Corp A.\a589 @.8655 a.8472
2883 12 38yT A.a474 A.8632
2883 11 38yT A.[a475 a.8633
20883 18 38yT A.8476 A.8635
20083 9 38yT a.[a427 a.8637
2083 8 38yT a.[a478 a.8638
2883 ? 38yT A.[A481 a.8641
20883 6 38yT A.[A485 A.8646 LI

Basis for 2001-2803:

IBB-year Treasury LI
G

Interest Rateff

RPA '94: |B.8655 (A.8589 - B.A655)
Gateway: B.8655 (highest allowable)
Max. Contrib.: @.8472 (alternative)
Paste | Cancel

» ¥ Heflect Alternative Deficit Heduction Contribution

Asset & Funding Policy

With the advent of PFEA, the Asset & Funding
Policy > Additional Funding Requirements
parameters have been enhanced to reflect the
Alternative Deficit Reduction Contribution option
under the law for eligible electing plans. The dialog
box has also been streamlined to eliminate some
now obsolete parameters relative to prior law
changes (the Optional and Transition Rules under
RPA °94, and the OBRA °’87 unfunded current
liability amounts). Note that we have taken these
parameters off the screen just for clarity; if you have
a need to re-run an old valuation for which these
parameters were relevant, they will still work as they
used to and they will still be displayed the same way
as in the Asset & Funding Policy view.

Additional Funding Requirements

[~ Multiemployer plan

Historical gateway current liability funded ratios:
Year: -1 -2 -3
Ratio: |2 jt jt 1

-4

Schedule of Amortization Bases

Schedule date: lm Remaining Unamortized
Years Amount
Unfunded 01d Liability [ [
Benefit Increase Liability IE IE
Assumption Change Liahility I I
UCEB Parameters | 0OK I Cancel

Deterministic Assumptions

Inasmuch as PFEA sunsets in 2006, Deterministic
Assumptions are designed such that the default
forecast assumptions follow the law. Thus, the
default assumption with respect to determining the
maximum tax deduction at a lower current liability
interest rate than used for the minimum contribution
is that this law will sunset.  Accordingly, as
footnoted on the screen, if a user leaves the
Deterministic Assumptions > Future Valuation

Future ¥Yaluation Interest Rates
(leave all columns blank to reference valuation assumptions)
Funding RPA Gateway |Max Cont PE_lGC Acctg Accig

Current Current Current | Variable -
Interest - - - - Discount |Expected
Rate Liab Liab Liab Premium Rate Return
Year Rate Rate Rate * Rate

#* Or OBRA ‘87 current liahility rate if applicable;
2006 Sunset assumed if all columns hlank

Hote: Assumptions in last year will be used for all subsequent years.

0K | Cancel |

Interest Rates dialog box blank, then the maximum
contribution liability interest rate will be set equal to
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the RPA current liability rate for forecast plan years
after 2005. Users can elect to ignore the law’s
sunset provision by explicitly entering future
valuation interest rates (that differ).

Capital Market Simulations

In order to allow reasonable stochastic forecasts of
the PFEA provisions, it was necessary to add
explicit support for corporate bond rates to each of
ProVal’s three capital market simulation types. In
each case, the 30-year Treasury rate yield must be
simulated if a corporate bond yield is to be simulated
so that the law’s sunset provision can be valued.

In the Classic Mean/Variance simulator, corporate
bonds are valued comparably to 30-year Treasury
yields: as the geometric combination of inflation, a

user-specified real vyield and an error term.
Benchmark Yields K
Simulate Benchmark Yield for: i i
3A-Year GCorporate
Treasuries Bonds
RY: Expected real yield IE.BlS IE.BZ
sd(e): Standard deviation
of weal yield [@. 801 [7-6@8
¥1d(td = [C(1 + RY) = (1 + Inf(t)) * (1 + )] = 1

Cancel |

In the Multi-Factor Term Structure simulator,
corporate bond yields can now be modeled based on
a specified Treasury yield from the simulated yield
curve. The user enters a maturity representing the
starting point from the Treasury yield curve. Then
the corporate bond vyield is built up from that by
adding an expected risk premium and an error term.

Corporate Bond Benchmark Yield 2]
v &imulate Corporate Bond Henchmark Yield:
TBond: Treasury Bond maturity (years) IZB
RP: Expected risk premium IB.BB49
sd(e): Standard deviation of risk premium P.BB3
cle,uil: Correlation of risk premium
and unexpected inflation -8.2
BY1ld(t) = TBondYld(t) + RP + e
oK I Cancel |

For the custom simulator, users can elect to import a

corporate bond vyield in addition to a 30-year
Treasury yield.

To give you a head-start parameterizing the capital
market simulators, a new illustrative simulation,
which includes corporate bond yields, has been
added. The capital market simulation is called
“1926-2003 Illus. Multi-Factor Term Structure
Params.” and will be included automatically in the
five universe projects of any client files created
under version 2.21 (or later).

Stochastic Assumptions

Several parameters have been added to the
Stochastic Assumptions > Current Liability / PBGC
Rates dialog box to facilitate analysis of the
implications of PFEA. These options are unghosted
(i.e., available for selection) if the referenced capital

RPA & OBRA Current Liability rates relative to corridor:
* Funding Rate within Range
¢ Minimum Rate
" Maximum Rate

Determine RPA and PBGC rates bhased on:
Prior law (JUWCAA ‘B2) only:
1282 ~ 108 for 2082 and 20803
 128% ~ 108x for all years after 2001

Current law (PFEA *B4):
* Corporate Bond index for 2084 and 2885
" Corporate Bond index for all years after 2883

Historical Rates... | 0OK I Cancel |

market simulation includes corporate bond yields.
Users may model the law with or without sunset,
and with or without the new maximum tax deduction
provisions.  ProVal will maintain the 4/3/2/1
weighted average yield of both indices to properly
value the sunset.

Please note that if the “use prior law for maximum
tax deduction” option is checked, ProVal’s current
behavior is to pick the 30-year Treasury rate that is
the same place within the range as selected for the
RPA liability.

Users also now have a choice as to which
benchmark should be used when interest rates vary
during a stochastic forecast.

Asset Classes FAS 87 Dizcount Hate K1 E3
Asset Classes: .
0rder| Name | Description |Class Type||n|:ume Turnover [Years| Trials (Acctg F UaPy based on benchmark yleld
1LTC Long Term Corporates Fixed Income 0.0578 0.2 0/ Mo = = — =
2/HvC High vield Corporates Fixad Incoms|  0.0650 0.2 g 0N Benchmark yield
3|3P500 .S, Large Cap Stocks Eqjuity 0.0zo0 0.2 0 0/ Mo dM=year Ilrea
4USSS U5 SmallCap Stocks | Equity 0.0150 0.2 0 0/No Target Rate Spreaf Tiorate bond
Inflation= a
¥ Include 38-Year Treasury Benchmark Yield a
I Ing;
[~ Include separate accounting returns assuming [
months between the measurement and valuation dates
Import... I Import Accty... | 0OK I Cancel I
N .
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