Sheet Metal Workers’ National Pension Fund v. Commissioner, 117 T. C. 206
(U. S. Tax Ct. 2001)

In a landmark ruling, the U. S. Tax Court held that cost-of-living adjustments
(COLAs) added to a pension plan after certain participants retired are not ‘accrued
benefits’ under ERISA’s anticutback rule. The court’s decision, favoring the Sheet
Metal Workers’ National Pension Fund, clarified that such post-retirement COLAs
are not protected from reduction by plan amendments, impacting how pension plans
manage benefits for retirees.

Parties

Plaintiff: Sheet Metal Workers’ National Pension Fund (Petitioner). Defendant:
Commissioner of Internal Revenue (Respondent).

Facts

The Sheet Metal Workers’ National Pension Fund, a multiemployer defined benefit
pension plan established in 1966, faced a dispute over the qualification of its plan
under section 401 for the plan year ended December 31, 1995, and thereafter. The
plan provided retirement benefits to employees in the sheet metal industry. In 1985,
a separate COLA fund was established to provide cost-of-living adjustments, but its
assets were often insufficient, leading the main plan to make ad hoc payments to
meet the intended 3-percent COLA. In 1991, the plan was amended to include a 2-
percent COLA (NPF COLA) as part of the plan itself. Subsequent amendments in
1995 and 1996 limited the NPF COLA to participants who separated from covered
employment on or after January 1, 1991, prompting a dispute over whether the
elimination of NPF COLAs for pre-1991 retirees violated ERISA’s anticutback rule.

Procedural History

The pension fund filed an Application for Determination for Collectively Bargained
Plan with the IRS in 1995. The IRS issued a final adverse determination letter in
2000, concluding that the plan failed to qualify under section 401(a) for 1995 and
subsequent years due to the 1995 amendment violating section 411(d)(6). The case
was appealed to the U. S. Tax Court, which reviewed the case based on the
stipulated administrative record.

Issue(s)

Whether the cost-of-living adjustments (NPF COLAs) added to the pension plan after
the retirement of certain participants constitute ‘accrued benefits’ under section
411(d)(6) of the Internal Revenue Code, such that their elimination by the 1995 plan
amendment violates the anticutback rule?

Rule(s) of Law
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Section 411(d)(6) of the Internal Revenue Code states that a plan amendment which
decreases an accrued benefit of a participant is prohibited. ‘Accrued benefit’ under
section 411(a)(7) is defined as the employee’s accrued benefit under the plan,
expressed as an annual benefit commencing at normal retirement age. ERISA aims
to protect benefits accrued during an employee’s tenure.

Holding

The U. S. Tax Court held that the NPF COLAs added to the plan after the retirement
of certain participants are not ‘accrued benefits’ under section 411(d)(6).
Consequently, the 1995 plan amendment eliminating these COLAs for pre-1991
retirees did not violate the anticutback rule, and the plan qualified under section
401.

Reasoning

The court’s reasoning focused on the statutory language and legislative history of
ERISA. It noted that ‘accrued benefits’ are those earned by an employee during
employment, not benefits added post-retirement. The court cited the statutory
definition in section 411(a)(7), which ties accrued benefits to the employee’s tenure,
and emphasized that ERISA’s purpose is to protect benefits ‘stockpiled’ during
employment, as per the legislative history. The court distinguished the case from
prior rulings like Hickey and Shaw, which dealt with COLAs promised during
employment. It also rejected the argument that NPF COLAs constituted ‘retirement-
type subsidies’ under section 411(d)(6)(B)(i), as this term typically refers to early
retirement benefits. The court analyzed the ad hoc payments made before the formal
inclusion of the NPF COLA in the plan but found that these did not establish a
pattern of amendments under section 1. 411(d)-4, Q&A-1(c), Income Tax Regs. , due
to the effective date provisions of the regulation. The court concluded that the 1995
amendment did not reduce an accrued benefit, thus not violating the anticutback
rule.

Disposition

The court entered a decision for the petitioner, affirming that the plan qualified
under section 401 and that its trust was exempt from federal income taxation under
section 501.

Significance/Impact

This decision clarifies the scope of ERISA’s anticutback rule, specifying that benefits
added to a pension plan after certain participants retire are not protected as
‘accrued benefits. * This ruling impacts how pension plans can manage and adjust
benefits for retirees, potentially allowing for more flexibility in amending plans
without fear of violating ERISA’s anticutback provisions. It has implications for
multiemployer pension plans and may influence future interpretations of what
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constitutes an ‘accrued benefit’ under ERISA, affecting the legal and financial
strategies of pension funds and their participants.
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