Continental Airlines, Inc. Pilots Retirement Plan
Questions & Answers
April 2009

Introduction:
This Q&A has been prepared to respond to the many questions Continental pilots have been raising regarding the Continental Airlines, Inc. Pilots Retirement Plan (CPRP), the Pension Protection Act of 2006 (PPA 06), changes to the funding rules and the impact of recent market conditions on the CPRP trust funds and benefits.  If you have additional questions, please e-mail them to Randy Hodge at randy.hodge@alpa.org
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Funding the CPRP
Q1.
At what funding level would CPRP be considered in an “At-Risk” status?

A1.
"At-Risk" status is a new term under the PPA 06 funding rules and first applies for plan years beginning in 2008.  In general, plans that are considered At-Risk are subject to higher minimum contribution requirements.  But the minimum contribution requirements for CPRP are controlled solely by the special 17-year funding rules applicable to frozen defined benefit plans of commercial passenger airlines that elected the relief.  As long as the CPRP is using those special funding rules, there is no real consequence of CPRP being in At-Risk status.  Continental Airlines, Inc. Retirement Plan (CARP) is subject to the At-Risk rules beginning 12/28/2008.

Q2.
At what level of funding is the Company required to file a notice of “critical status”?

A2.
"Critical status" is a new term under PPA 06. Like the new term "endangered status" in PPA 06, it only applies to multiemployer plans.  Neither CARP nor CPRP are multiemployer plans so those terms don't apply to either plan.

Q3.
Do we know who sits on the committee that oversees the investments of the CPRP?

A3.
Yes.  The Investment Committee for CARP and CPRP currently has the following members:
Gerry Laderman, Sr. VP Finance and Treasurer

Jacques Lapointe, Sr. VP Procurement

Tom Ferazzi, Managing Director, Treasury Operations

Ted North, Managing Director, Corporate Finance

Chris Schulz, Sr. Director, Benefits Administration

Q4.
What is the current funding level for CPRP?

A4.
Unfortunately, there is not one universally accepted definition of the term “funding level”.  Prior to PPA 06, we often referred to the funding level of CPRP based on the “current liability funded percentage”.  As of 12/28/2007, the current liability funded percentage for CPRP was approximately 71%.  PPA 06 eliminated that definition of funding level and replaced it with the term “funding target attainment percentage” (FTAP) for the CPRP plan year that began 12/28/2008.  Both current liability funded percentage and FTAP are measures of a plan’s funding level based on the value of assets as a percentage of the actuarial present value of accrued benefits on the valuation date.  The differences between them are in the mandatory mortality and interest rate assumptions used to calculate the actuarial present values.  
Immediately prior to PPA 06, the interest rate used to calculate the current liability funded percentage was based on long-term corporate bond rates.  Under PPA 06, the FTAP for CPRP is generally calculated using a 24-month average of three segment rates based on a corporate bond yield curve.  However, the Company can elect to use the full “spot” yield curve in calculating the FTAP instead of the 24-month average of the three segment rates.  The two interest rate structures produce significantly different results.  Once they elect a methodology, that methodology can only be changed in future years with approval of the government.
The assets used in calculating the FTAP under PPA 06 as of 12/28/2008 are also subject to a couple of elections by the Company.  They can elect to use the market value of assets or a “smoothed” value of assets.  The smoothed value allows market ups and downs to be smoothed over a 2-year period.  Once they elect a methodology for valuing assets, that methodology can only be changed in future years with approval of the government.
The second election with respect to the assets as of 12/28/2008 is whether to treat the $25 million contribution that was made in January 2009 as a contribution for the plan year that began 12/28/2007 or for the plan year that began 12/28/2008.  Contributions that are made within 8-1/2 months after the end of a plan year can be treated as assets for that plan year.  If the $25 million is a contribution for the plan year beginning 12/28/2007, it is included in the 12/28/2008 assets.  If it is a contribution for the plan year beginning 12/28/2008, it is not included in the 12/28/2008 assets.  Any additional contributions made prior to 8-1/2 months after 12/28/2008 would also be eligible for the same type of election as to which plan year it is for.

As a result of all of these unknowns, we do not know the plan’s funding level as of 12/28/2008.

Q5.
What is a liquidity shortfall?

A5.
At the end of each quarter of the plan year (3/27, 6/27, 9/27 and 12/27 for the CPRP that has a plan year beginning 12/28), a defined benefit plan is generally required to have enough liquid assets to pay three years worth of expected benefit payments and administrative expenses. In estimating three years of expected benefit payments and administrative expenses for this purpose, the plan must first look back at the benefit payments and administrative expenses that were paid from the trust in the preceding 12-month period.

The plan must include all of the administrative expenses and all of the monthly annuity payments from the prior 12 months, but not all of the lump sum payments.  The plan is only required to include a portion of the lump sum payments from the prior 12 months.  The portion of the lump sums that is included in the liquidity shortfall calculation is based on a particular definition of the plan’s funding level at the beginning of the plan year.  For example, if the plan’s funding level is 80% at the beginning of the plan year, then only 20% (100% minus the plan’s funding level of 80%) of the lump sums from the prior 12 months are included in the liquidity shortfall calculations.  This portion of the lump sums is added to the administrative expenses and annuity payments for the prior 12 months.  The sum is then multiplied by three to determine the minimum amount of liquid assets required to be in the trust.  If the trust contains at least that amount of liquid assets then there is no liquidity shortfall.  If the liquid assets in the trust fall short of that amount, then that shortage is the liquidity shortfall.

If a liquidity shortfall was to occur, the Company would be required to make an additional contribution to the trust (within 15 days after the end of the quarter for which the liquidity shortfall was calculated) in order to eliminate that shortfall.

Q6.
What if there is a liquidity shortfall and the Company doesn’t make the required contribution by the due date?

A6.
ALPA has no reason to believe that the Company would fail to make the required contributions when due.  Failure to make a liquidity shortfall contribution within the required timeframe would result in excise tax penalties from the Internal Revenue Service (IRS) and the temporary suspension of lump sum payments from the plan.  Lump sum payments would remain turned off until a subsequent quarterly liquidity shortfall calculation showed that either there was no longer a liquidity shortfall or that there was still a liquidity shortfall that was corrected by a timely contribution from the Company.

In the unlikely event that the Company failed to make a required liquidity shortfall contribution, ALPA would contend that the payment of lump sums under the CPRP is a contractual right under the Collective Bargaining Agreement (CBA) and attempt to force the Company to make the contributions necessary to keep lump sums available.

Q7.
If there is a liquidity shortfall and the Company never makes the additional contributions to eliminate it, are lump sums turned off permanently?

A7.
No.  Eventually the plan would come out of liquidity shortfall by virtue of the mechanics of the liquidity shortfall calculation itself.  Remember that the liquidity shortfall calculation uses a 12-month look-back at annuity payments, administrative expenses and lump sum payments.  Each quarter that goes by without any lump sum payments makes it less likely that the plan will remain in liquidity shortfall.

Q8.
Could the CPRP be amended to eliminate the lump sum option?

A8.
No.  The lump sum option cannot be negotiated away.  Under IRS “anti-cutback” rules, employers are not permitted to eliminate the lump sum distribution option for accrued vested benefits. Since all benefits under the frozen CPRP are accrued vested benefits, the lump sum option cannot be eliminated by a plan amendment.

Q9.
Is there any way that the lump sum option under the CPRP could be eliminated permanently?

A9.
Under existing law, the only way the lump sum option could be eliminated permanently from the CPRP is through a “distress termination” of the plan.  A “distress termination” is one in which a plan is terminated at a time when the assets in the trust are insufficient to pay out all of the benefits that have been earned, either through the purchase of annuities from an insurance company or the payment of lump sums to the participants.  A “distress termination” would only occur while the Company is in bankruptcy.

Outside of bankruptcy, the CPRP would not be terminated by the Company unless there was enough money in the trust to pay all of the benefits already earned under the plan, either through the purchase of annuities from an insurance company or the payment of lump sums to the participants.  This would be called a “standard termination” and would provide for lump sum payments upon the plan termination.  ALPA’s consent would be required.
Of course, Congress always has the option of passing new laws that could impact the availability of lump sum payments from defined benefit plans.  While ALPA has no knowledge of any such legislation currently in process, we cannot guarantee that Congress will not entertain such legislation in the future.  Our CBA does include a provision that if Congress provides any defined benefit plan funding relief that is tied to the elimination of the lump sum option, the Company cannot elect that relief without ALPA’s consent.
Q10.
Does the Company have access to the money that has been contributed to the CPRP?
A10.
No.  Once the Company makes a contribution to CPRP, the Company does not have any access to those funds.  The Company cannot “borrow” or withdraw funds from CPRP.  CPRP funds must be used to provide benefits for the plan participants.  Even in bankruptcy, CPRP funds are not subject to the claims of creditors.
Q11.
When we agreed to spin-off our plan from CARP and to freeze our benefits in 2005, we were told our plan would be 80% funded within a few years.  What happened?

A11.
Many things have happened since 2005.  Based on the minimum funding rules that were in effect at the time of the CPRP spin-off and freeze, the Company’s actuary projected that the plan would be approximately 80% funded within a few years.  As with any projections of plan funded status, those projections were based on certain assumptions.  Those assumptions included the idea that the minimum funding rules would stay the same and that the plan’s assets would earn certain positive returns each year.  Neither of those assumptions ultimately proved to be true.

One factor in not meeting the projected 80% funding level is the dramatic stock market losses in 2008.  That type of negative asset return was not anticipated in projecting the CPRP funding status forward from 2005.

PPA 06 became law in the last half of 2006.  The major provisions of that legislation were a complete revision of the minimum and maximum funding rules for defined benefit plans.  A small part of that legislation provided for reduced minimum funding rules for frozen defined benefit plans of commercial passenger airlines (like CPRP) and different reduced minimum funding rules for non-frozen defined benefit plans of commercial passenger airlines (like CARP).  These reduced minimum funding rules were optional, subject to an election by the plan sponsor.
Against ALPA’s desires, the Company elected the special frozen plan minimum funding rules for CPRP effective for the plan year beginning 12/28/2006 (the first year it was available).  They also elected the special non-frozen minimum funding rules for CARP for the plan year beginning 12/28/2008 (the first year it was available).  Electing to be eligible for the reduced minimum funding rules did not mean the Company was required to make lower contributions than if they had not elected the relief.  It simply provided them with the flexibility to make lower contributions than would otherwise be required.

When the Company first elected the PPA 06 funding relief for CPRP, Larry Kellner provided a letter to the MEC Chairman indicating the Company’s commitment to fund CPRP through 2008 as if that funding relief had not been elected.  But that letter included a contingency clause in the event there were economic circumstances that the Company determined would cause them to need to actually fund the plan in accordance with the special minimum funding rules.

Soon after making a $32 million contribution to CPRP on January 10, 2008, the Company indicated that the cost of jet fuel was such a circumstance and they were reverting to the PPA 06 funding relief contributions.  No further contributions were made to CPRP until the $25 million contribution (which was not required under the special minimum funding rules applicable to CPRP) that was made in January 2009.

Once fuel prices came back down, ALPA asked the Company to go back to funding CPRP as if the special frozen plan funding relief had not been elected.  To date they have been unwilling to commit to that, although they did make a $25 million contribution to CPRP in January 2009 which was not required under the special frozen plan funding relief.
Q12.
Is CARP funded at a higher level than CPRP?

A12.
While that seems like a straightforward question, unfortunately it is not.  Part of the problem lies with the definition of “funding level”.  
Unfortunately, there is not one universally accepted definition of the term “funding level”.  Prior to PPA 06, we often referred to the funding level of a defined benefit plan based on the “current liability funded percentage”.  As of 12/28/2007, the current liability funded percentage for CPRP was approximately 71%.  As of 12/28/2007, the current liability funded percentage for CARP was approximately 89%.  These current liability funded percentages for CPRP and CARP were calculated using the same interest rate assumptions, so they are generally comparable (apples-to-apples).  PPA 06 eliminated that definition of funding level and replaced it with the term “funding target attainment percentage” (FTAP) for CPRP and CARP for the plan year that began 12/28/2008.  Both current liability funded percentage and FTAP are measures of a plan’s funding level based on the value of assets as a percentage of the actuarial present value of accrued benefits on the valuation date.  The differences between them are in the mandatory mortality and interest rate assumptions used to calculate the actuarial present values.  

Immediately prior to PPA 06, the interest rate used to calculate the current liability funded percentage was based on long-term corporate bond rates.  Under PPA 06, the FTAP for CPRP is generally calculated using a 24-month average of three segment rates based on a corporate bond yield curve.  However, the Company can elect to use the full “spot” yield curve in calculating the FTAP instead of the 24-month average of the three segment rates.  The two interest rate structures produce significantly different results.

As a result of electing the special non-frozen airline plan funding relief for CARP, the FTAP for that plan is calculated using an 8.25% interest rate for each of the first ten valuations beginning with the 12/28/2008 valuation.  That interest rate is much higher than the rates that will be used for calculating the FTAP for CPRP, regardless of which interest rate methodology is elected for CPRP.  That higher interest rate for CARP would result in lower CARP liabilities and therefore a higher CARP funding level, all other things being equal.  Once they elect a methodology, that methodology can only be changed in future years with approval of the government.
The assets used in calculating the FTAP under PPA 06 as of 12/28/2008 for CARP and CPRP are also subject to a couple of elections by the Company.  They can elect to use the market value of assets or a “smoothed” value of assets.  The smoothed value allows market ups and downs to be smoothed over a 2-year period.  Once they elect a methodology for valuing assets, that methodology can only be changed in future years with approval of the government.

The second election with respect to the assets as of 12/28/2008 is whether to treat the $25 million contributions that were made in January 2009 to CARP and CPRP as contributions for the plan year that began 12/28/2007 or for the plan year that began 12/28/2008.  Contributions that are made within 8-1/2 months after the end of a plan year can be treated as assets for that plan year.  If the $25 million amounts are considered to be contributions for the plan year beginning 12/28/2007, they are included in the 12/28/2008 assets.  If they are considered contributions for the plan year beginning 12/28/2008, they are not included in the 12/28/2008 assets.  Any additional contributions made prior to 8-1/2 months after 12/28/2008 would also be eligible for the same type of election as to which plan year they are for.

As a result of all of these unknowns, we do not know the CPRP or CARP funding level as of 12/28/2008.  But even when we know the FTAP for CPRP and CARP, it will not really provide an apples-to-apples comparison of the funding level of the two plans because of the different interest rates used in those calculations for each plan.
Benefit Payment Options
Q. 13.
What are the CPRP Payment Options?

A13.
There are four different types of payment options under the CPRP:  Life Annuity; Joint and Survivor Annuity; Years Certain and Life; and Lump Sum.
1. Life Annuity
Under a Life Annuity, a monthly benefit is payable only during the retiree’s lifetime. This option produces the maximum monthly benefit but has no survivor benefit. All other benefit options are calculated or based upon the amount of the life annuity.
2. Joint & Survivor Annuity
Under a J&S Annuity, a monthly benefit is payable during the retiree’s lifetime, with a reduced monthly benefit payable for the life of a surviving beneficiary (who must be the participant’s spouse under the CPRP) if the retiree pre-deceases the dependent.

Typical survivor benefit options are 50%, 66 2/3%, 75% or 100% of the original amount paid to the retiree. The retiree’s benefit is reduced from the amount that would have been payable as a Life Annuity in order to provide the survivor benefit coverage. The reduction in monthly benefit at retirement is based on the option (percentage) chosen and the age of the designated survivor beneficiary. The reduction in benefits is also based on the age difference between the pilot participant and the survivor beneficiary. CPRP has four J&S options – 50%, 66 2/3%, 75%, and 100%.
Example: A retired pilot with a spouse three years younger is due a life annuity of $100 per month. If the pilot elects the 50% J&S option, the pilot’s monthly annuity is reduced to $91.66 in order to provide the 50% survivor benefit coverage. If the pilot predeceases the spouse, the spouse is then due a monthly annuity of $45.83 (50% of the reduced pilot monthly benefit). If the spouse predeceases the pilot, the pilot’s monthly benefit would remain at $91.66 for the remainder of the pilot’s life. Similarly, a pilot electing a 100% J&S option would have the $100 Life Annuity reduced to $84.61 in order to provide the 100% survivor benefit coverage. If the pilot predeceases the spouse, the spouse would receive $84.61 for the remainder of his/her life. If the spouse predeceases the pilot, the pilot’s monthly benefit would remain at $84.61 for the remainder of the pilot’s life.

The 50% J&S option for a pilot with a spouse six years younger would result in a reduction at retirement from $100 to $90.74 and the surviving spouse would receive 50% of this amount, or $45.37. The normal form of annuity in CPRP for married pilots is a 50% J&S benefit. By law, spouses must consent in writing to any other option elected by the pilot.
3. Years Certain and Life
Retirees who are not married could choose this option, which would ensure that a residual benefit would be payable to, for example, dependent children, if the retiree dies early in retirement. CPRP allows retirees a choice to receive a reduced monthly payment for life with payments to be made for at least a 10-, 15- or 20-year guaranteed payment period. Such options ensure payments would be made for at least the elected period. For example, a 10-year certain election would provide payments to a dependent for the remainder of the 10-year period if the retiree died before receiving payments for 10 years. If the retiree lived past 10 years, the reduced monthly payments would continue for the retiree’s lifetime. 
4. Lump Sum
The Lump Sum option is, by far, the most popular retirement benefit distribution option with the pilots.  In CPRP, the married pilot can elect this or other forms of benefit if the pilot’s spouse agrees in writing. In order to understand which interest rates are used in calculating the Lump Sum; you must keep the following in mind. 
Lump Sum Theory

Defined benefit pension plans, like CPRP, are designed to provide a lifetime single life annuity.  All other benefit options, like the lump sum, are derived from the single life annuity payable at normal retirement date and are designed to be “actuarially equivalent” to the single life annuity benefit.  That means if all of the assumptions used in the actuarial conversion hold true, the plan and the participant will be in no better position or worse position regardless of what option is selected.

The lump sum is the actuarial present value, as of the lump sum payment date, of the stream of annuity payments that you would have been expected to receive beginning at age 60 (or beginning at your age on the lump sum payment date if you are over age 60 on that date) if you elected the single life annuity form of payment.

There are two assumptions that are used when calculating the actuarially equivalent lump sum.  One is mortality, which is used to discount future annuity payments based on the probability you will be alive to receive each payment.  The other is interest, which is used to discount the future annuity stream to a present value at the date the lump sum is to be paid to reflect the time-value of money.
Changing Basis for Calculating Lump Sums Under CPRP
Beginning in 2009, the basis of the assumptions for calculating CPRP lump sums changed, as required by PPA 06.  This is true for both the mortality table and the interest rate.
The mortality table used to calculate lump sums during 2008 was referred to as the GAR 94 Projected to 2002 Unisex Mortality Table.  For lump sums paid in 2009, the mortality table is the 2009 Lump Sum Mortality Table.  Under PPA 06, the lump sum mortality table is expected to change each year in the future.  The 2009 Lump Sum Mortality Table assumes a slightly lower mortality (longer life expectancy) than under the GAR 94 Projected to 2002 Unisex Mortality Table.  The effect of the new mortality table alone would be slightly higher lump sums, since the probability of death at each age is slightly lower.

Prior to 2009, CPRP lump sums were based on the 30-year Treasury rate.  The average of the 30-year Treasury rates from February was used to calculate lump sums paid in July through December of that year.  The average of the 30-year Treasury rates from August was used to calculate lump sums paid in January through June of the following year.  Prior to the PPA 06 rules, all annuity payments were discounted using this one interest rate.

PPA 06 changes the interest rate basis for calculating lump sums from the 30-year Treasury rate to interest rates based on a corporate bond yield curve.  The corporate bond yield curve interest rates consist of three “segment” rates.  The first segment rate is used to discount annuity payments that would be made in the next 5 years.  The second segment rate is used to discount annuity payments that would be made in the following 15 years (years 6 through 20).  And the third segment rate is used to discount annuity payments that would be made thereafter (years 21 and beyond).

We would expect the new segment rates to be higher than the 30-year Treasury rate when measured over the same period.  That is because the rate on corporate bonds is generally higher than on government securities due to somewhat higher risk of default.  Since the interest rates are used to discount the future annuity stream to a present value at the date the lump sum is to be paid, higher interest rates alone would translate into lower lump sums.

While the change in interest basis for CPRP begins with 2009 lump sums, there is a 5-year transition period from the 30-year Treasury rate basis to the new corporate bond yield curve basis.  The PPA 06 mortality tables, however, are not subject to any transition period since they would serve to slightly increase lump sums compared to the old table.
2008 – 2009 Transition for Lump Sums

Pilots with last day of employment from June 1, 2008 through November 30, 2008 who complete their retirement paperwork in a timely manner and elected a benefit commencement date of July 1, 2008 through December 1, 2008 had their lump sum benefit based on the 30-year Treasury rate for the month of February 2008, which was 4.52%.  These lump sums were calculated using the GAR 94 Projected to 2002 Unisex Mortality Table.

Pilots with last day of employment from December 1, 2008 through May 31, 2009 who complete their retirement paperwork in a timely manner and elect a benefit commencement date of January 1, 2009 through June 1, 2009 have their lump sum benefit based on interest rates that are equal to 80% of the 30-year Treasury rate for the month of August 2008 (4.50%) and 20% of the corporate bond yield curve interest rates for the month of August 2008 (5.21%, 6.87 and 6.91%).  The result of the transition rules is that these lump sums are calculated using three segment rates of 4.64% (80% of 4.50% + 20% of 5.21%), 4.97% (80% of 4.50% + 20% of 6.87%) and 4.98% (80% of 4.50% + 20% of 6.91%).  These lump sums are calculated using the 2009 Lump Sum Mortality Table.
Pilots with last day of employment from June 1, 2009 through November 30, 2009 who complete their retirement paperwork in a timely manner and elect a benefit commencement date of July 1, 2009 through December 1, 2009 will have their lump sum benefit based on 80% of the 30-year Treasury rate for the month of February 2009 (3.59%) and 20% of the corporate bond yield curve interest rates for the month of February 2009 (5.24%, 7.07 and 7.08%).  The result of the transition rules is that these lump sums are calculated using three segment rates of 3.92% (80% of 3.59% + 20% of 5.24%), 4.29% (80% of 3.59% + 20% of 7.07%) and 4.29% (80% of 3.59% + 20% of 7.08%).  These lump sums will be calculated using the 2009 Lump Sum Mortality Table.
The Lump Sum factors are calculated based on the pilot’s age on the benefit commencement date elected by the pilot. As noted earlier, higher interest rates mean a lower lump sum benefit and vice versa.

The following tables show summary information for the assumptions that will be used to calculate CPRP lump sums each year during the 5-year transition period.
Transition Tables
2009 Transition for Lump Sums

	Last day of employment
	12/01/2008 - 05/31/2009
	06/01/2009 - 11/30/2009

	Benefit commencement date
	01/01/2009 - 06/01/2009
	07/01/2009 - 12/01/2009

	% of 30-year Treasury rate 
	80%
	80%

	% of corporate bond yield curve rates
	20%
	20%

	Rates from the month of
	August 2008
	February 2009

	Mortality table
	2009 Lump Sum Mortality
	2009 Lump Sum Mortality


2010 Transition for Lump Sums

	Last day of employment
	12/01/2009 - 05/31/2010
	06/01/2010 - 11/30/2010

	Benefit commencement date
	01/01/2010 - 06/01/2010
	07/01/2010 - 12/01/2010

	% of 30-year Treasury rate 
	60%
	60%

	% of corporate bond yield curve rates
	40%
	40%

	Rates from the month of
	August 2009
	February 2010

	Mortality table
	2010 Lump Sum Mortality
	2010 Lump Sum Mortality


2011 Transition for Lump Sums

	Last day of employment
	12/01/2010 - 05/31/2011
	06/01/2011 - 11/30/2011

	Benefit commencement date
	01/01/2011 - 06/01/2011
	07/01/2011 - 12/01/2011

	% of 30-year Treasury rate 
	40%
	40%

	% of corporate bond yield curve rates
	60%
	60%

	Rates from the month of
	August 2010
	February 2011

	Mortality table
	2011 Lump Sum Mortality
	2011 Lump Sum Mortality


2012 Transition for Lump Sums

	Last day of employment
	12/01/2011 - 05/31/2012
	06/01/2012 - 11/30/2012

	Benefit commencement date
	01/01/2012 - 06/01/2012
	07/01/2012 - 12/01/2012

	% of 30-year Treasury rate 
	20%
	20%

	% of corporate bond yield curve rates
	80%
	80%

	Rates from the month of
	August 2011
	February 2012

	Mortality table
	2012 Lump Sum Mortality
	2012 Lump Sum Mortality


2013 Lump Sums – Transition Complete

	Last day of employment
	12/01/2012 - 05/31/2013
	06/01/2013 - 11/30/2013

	Benefit commencement date
	01/01/2013 - 06/01/2013
	07/01/2013 - 12/01/2013

	% of 30-year Treasury rate 
	0%
	0%

	% of corporate bond yield curve rates
	100%
	100%

	Rates from the month of
	August 2012
	February 2013

	Mortality table
	2013 Lump Sum Mortality
	2013 Lump Sum Mortality


CPRP Terms – Service, Retirement, Compensation
Q14.
Would you please describe Definitions of Service in CPRP?

A14.
Credited Service – Credited Service is the period of service used to determine the amount of CPRP benefit.
Vesting Service – Vesting Service is the period of service used to determine if the pilot is eligible to receive a benefit from CPRP. Under the freeze all pilots became 100% vested at the freeze date. 
Q15.
When a pilot provides notification of retirement, when will they receive their retirement benefits?
A15.
You will begin receiving benefits on the first day of the month following your last day of employment. This is the day you will receive your lump sum or first monthly payment, if you have given the Continental Benefits Center sufficient notice and completed all of your CPRP elections in a timely manner. Example: If your last day of employment falls on March 1 through March 30, and you have reached your early or normal retirement date, then the date you begin receiving benefits would be April 1.

· Pilots with last day of employment from June 1 through Nov. 30 who complete their retirement paperwork in a timely manner will have their lump sum benefit based on the February interest rate, established by the IRS.
· Pilots with last day of employment from Dec. 1 through May 31 who complete their retirement paperwork in a timely manner will have their lump sum benefit based on the August interest rate, established by the IRS. 
Contract Considerations

Q16.
Can the lump sum distributions be terminated through contract negotiations?

A16.
No.  The lump sum distribution option is a protected benefit under IRC section 411(d)(6).  Therefore, the Company and ALPA cannot agree to eliminate this method of distribution under the CPRP. 

Q17.
What about the language in the CBA Section 28, Part 1, paragraph 4, it says: “The Company will not make an election under any optional funding legislation that would eliminate the lump sum benefit option under a Retirement Plan without the prior written consent of ALPA.” Doesn’t that mean the Company has to get ALPA’s agreement to eliminate the lump sum?  

A17.
This section of the CBA was designed to provide ALPA an opportunity to engage with the Company in the event Congress passed funding legislation that required elimination of lump sum distributions.  At the time, prior to PPA 06, there was some discussion in Congress about eliminating lump sum distributions for all defined benefit plans in the context of providing funding relief. However, restrictions such as these were not adopted, in part, due to lobbying efforts by ALPA and the Company. 

Q18.
Can the CPRP be terminated through contract negotiations?

A18.
Yes, the CPRP could be terminated through contract negotiations.  If the termination were to occur solely as a result of negotiations, then this would be a Standard Termination.  In a Standard Termination, the Company would have to fully fund the CPRP and either purchase annuities or pay lump sum benefits to all pilots.  

Q19.
What is the approval process for CPRP amendments?

A19.
Generally, for amendments adopted to maintain the CPRP’s qualified plan status with the IRS, the Company usually approaches ALPA with a draft amendment.  After the R&I Committee and ALPA staff review the proposed amendment, comments are sent back to the Company.  Once a satisfactory draft is obtained, ALPA informs the Company, in writing, that the amendment is acceptable for adoption by the Company.   However, if an amendment changes a term in the CBA, then an LOA is entered into with appropriate oversight by the Negotiating Committee and MEC.

Q20.
Are CPRP amendments required to have an ALPA signature?

A20.
No, the contract does not currently provide for ALPA execution of plan documents or plan amendments.

Q21.
Have amendments been incorporated to the CPRP without ALPA consent?

A21.
No.

Q22.
CBA Section 28, Part 1, B.2 states: “Should the federal government enact any legislation which may affect any Retirement Benefits…the Company and ALPA agree to meet within fifteen (15) days to negotiate benefits which would be consistent with the newly enacted federal legislation and, to the full extent practicable, consistent with the level of benefits previously provided and consistent with the intent of this Agreement.”  Why didn’t the Company engage in negotiations concerning the adoption of the 17-year funding rule? 

A22.
The Company did not engage with ALPA because this section deals with legislation that would change benefits.  The adoption of the 17-year funding does not change any CPRP benefits.

Q23.
Why hasn’t the CPRP been amended to incorporate the language of CBA Section 28, Part 1, B.1, regarding ALPA approval of amendments to the CPRP?

A23.
The Company has approached ALPA with a request to restate the CPRP pursuant to the plan spin off and freeze.  ALPA has suggested the inclusion of language incorporating the intent of CBA Section 28, Part 1, B.1.
Claims Procedure

Q24.
How does the Claims Procedure under the CPRP work?

A24.
The CPRP Claims Procedure works as follows:
Step 1:  If a Pilot disagrees with the calculation of his or her CPRP benefit, has a dispute about the information used to calculate the CPRP benefit, or has another dispute about the information provided on the pilot’s CPRP benefit statement, the pilot’s first step is to bring this to the attention of the Company’s Benefits Department.  The pilot should send a letter to: CPRP Plan Sponsor, Continental Airlines, Inc., c/o Benefits Dept., 1600 Smith Street, Mail Code HQSBP, Houston, TX 77002 (the “Benefits Administrator”).  The letter should state what the disagreement is about and cite to the CPRP section(s) that supports the pilot’s position and if possible should furnish any additional information the pilot has in support of the claim.  If the Benefits Administrator agrees with the pilot, then the error should be corrected in a timely manner.  

Step 2:  If the Benefits Administrator cannot make a decision, then the request will be forwarded to the Administrative Committee for a determination.  The Administrative Committee is a committee of Continental employees (management) appointed by the President of Continental.   Alternatively, if the Benefits Administrator denies a pilot’s request in Step 1, then the pilot may request a review by the Administrative Committee by directing a request for review to: Continental Airlines, Inc., Administrative Committee, Continental Pilots Retirement Plan, c/o Benefits Dept., 1600 Smith Street, Mail Code HQSBP, Houston, TX 77002.
If a pilot’s request is denied by the Administrative Committee, then the pilot may have an Adverse Benefit Determination under the CPRP.  An Adverse Benefit Determination is a denial, reduction or termination of or failure to provide or make a payment (or a portion of a payment) for a CPRP benefit.  So, this cannot occur until the pilot is retired and receives a payment that is disputed.  

If a pilot receives an Adverse Benefit Determination or receives a payment that the pilot does not agree with he or she should take steps to appeal the determination to the Retirement Board within sixty (60) days following receipt of the payment or determination to preserve his or her rights.

Step 3:   Under this step, the pilot may request that the Retirement Board review the Adverse Benefit Determination. The Retirement Board consists of two ALPA representatives, currently Jim Hodgson and Dave Earnest, and two Company representatives, currently Fred Abbott and Robin Curtis.  The pilot should send a letter to: Continental Airlines, Inc., c/o Retirement Board, Continental Pilots Retirement Plan, 1600 Smith Street, Mail Code HQSBP, Houston, TX 77002.
The Retirement Board will review the record of the claim and any material submitted by the pilot concerning his or her claim for benefits.

If the Retirement Board does not make a favorable decision, then the pilot may proceed to litigation in Federal Court.

If the Retirement Board deadlocks, then the pilot has a right to go to arbitration or to sue in Federal Court.  In arbitration, a third party neutral is selected to hear the case, and the Board sits as a System Board of Adjustment under the Railway Labor Act.  If the pilot selects the arbitration route, he or she must waive his or her right to sue in Federal Court.  The cost of arbitration will be borne 50% by the Company and 50% by ALPA.   If the pilot pursues litigation, the cost will be borne by the pilot alone.  An election to arbitrate must be made by the pilot within sixty (60) days after the pilot is informed of the Retirement Board’s deadlock.

Q25.
Will ALPA represent me if I have an Adverse Benefit Determination?

A25.
Yes, ALPA will assist you with a request for a benefits determination or with an appeal of an Adverse Benefit Determination to the Retirement Board.  ALPA will also represent you in an arbitration when the Retirement Board deadlocks.  However, ALPA generally will not assist you in litigation.  If you need assistance with a benefit claim or Adverse Benefit Determination, contact ALPA’s Continental Benefit Specialist at 281-987-3636.
Q26.
If the Plan Administrator makes a mistake in the calculation of my benefit do they have to correct it for me and for other pilots?

A26.
Yes, if the Plan Administrator makes an error in the calculation of your benefit, it must correct it, and if the same error applied to other pilots, it must make that correction as well.  This principle applies whether the correction is in your favor or not.  The Plan Administrator is obliged to follow the written terms of the CPRP for all pilots.

Reporting

Q27.
Where can I get a copy of the CPRP Annual Report on IRS Form 5500?

A27.
The most recent CPRP 5500 (for the 2006 Plan Year) is posted on the CAL ALPA website under R&I Committee.

Q28.
Where can I get a copy of the CPRP Summary Annual Report?

A28.
The most recent CPRP SAR (for the 2006 Plan Year) is posted on the CAL ALPA website under R&I Committee.

Q29.
Does the MEC have a copy of the notice sent to pilots announcing the CPRP freeze?

A29.
Yes, the MEC has a copy of the notice under IRC section 204(h).  It is posted on the CAL ALPA website under R&I Committee.  Pilots received this notice in a timely manner when the CPRP was frozen.

Q30.
Does the MEC have a copy of the IRS Form 5310-A for the CPRP spin-off from the CARP?

A30.
Yes, the MEC has a copy of the IRS Form 5310-A for the CPRP spin-off.  It is posted on the CAL ALPA website under R&I Committee.
ERISA Fiduciary Duties

Q31.
Who is an ERISA plan fiduciary?

A31.
An ERISA plan fiduciary is any person who:

· Exercises any discretionary authority or control respecting management of a plan or exercises any authority or control respecting the disposition of plan assets;
· Renders investment advice for a fee or other compensation direct or indirect concerning any moneys or other property of the plan or has any authority or responsibility to do so;
· Has any authority or discretionary responsibility in the administration of the plan.
Generally, plan trustees, plan administrators, plan officers and plan investment committee members will be plan fiduciaries.  ALPA members of the Retirement Board are plan fiduciaries only when they exercise discretionary authority or control over plan assets or in making decisions regarding plan benefits.

Q32.
As a fiduciary, what duties are owed to ERISA plan participants?

A32.
ERISA requires that a plan fiduciary discharge the fiduciary's duties with respect to an employee benefit plan solely in the interest of the plan's participants and beneficiaries.  In the discharge of those duties, the fiduciary must act: 

· for the exclusive purpose of providing benefits to participants and beneficiaries and defraying the reasonable expenses of administering the plan; 
· with the care, skill, prudence, and diligence, under the circumstances then prevailing, that a prudent man acting in like capacity and familiar with such matters would use in the conduct of an enterprise of a like character and with like aims; 
· by diversifying the investments of the plan to minimize the risk of large losses, unless, under the particular circumstances, it is clearly not prudent to do so; 
· in accordance with the documents and instruments governing the plan to the extent that those documents and instruments are consistent with the provisions of ERISA. 
Q33.
Are members of the MEC ERISA plan fiduciaries for purposes of the CPRP, the 401(k) or the B-Plan?

A33.
Generally, a member of the MEC will not be an ERISA plan fiduciary for purposes of the pilot plans.  However, if an MEC member is also serving on the Retirement Board, and exercising discretionary authority or control over an ERISA plan, then he or she would be an ERISA plan fiduciary.  In addition, MEC members who appoint plan fiduciaries may be fiduciaries in connection with such appointments and in the review of the performance of those appointees.
The CPRP Freeze

Q34.
Has the CPRP been reimbursed for overpayments made to certain participants?

A34.
When ALPA discovered an error in the benefits service of some of the Frontier pilots, which caused overpayment in some cases, ALPA asked the Company to either request repayment from the participants or to reimburse the CPRP. The Company responded by maintaining a funding schedule, as if PPA 06 (17-year funding) were not in place. ALPA agreed that the additional contributions over and above the minimum funding requirement of PPA 06 were sufficient to make up the overpayments.   

Q35.
How were the assets split between CARP and CPRP when CPRP was spun-off? 

A35.
When one defined benefit plan is split into two defined benefit plans, the assets of the original single plan must be divided between the two plans.  The methodology that must be followed to divide the assets is provided in law and regulations.  The theory behind the methodology is that if the two “new” plans were terminated on the same date they were spun off from the single plan, all participants in each of the two new plans would receive guaranteed benefits from the Pension Benefit Guaranty Corporation (PBGC) in the same amount as if the original single plan had terminated on that same date.

The liabilities that are used for determining the asset split are the plan termination liabilities, not the plan liabilities (current liability under pre-PPA 06 rules or funding target under post-PPA 06 rules) we are accustomed to seeing in the annual actuarial valuation reports.  The plan termination liabilities must be calculated using PBGC’s mandated assumptions and methods, and certified by the plan’s Enrolled Actuary.

Under PBGC’s plan termination rules, benefits must be broken down into six “priority categories” (PC-1 through PC-6).  Once the benefits have been allocated to the various priority categories, their associated liabilities are calculated using PBGC’s mandated assumptions.  The plan’s assets are then allocated to cover the liabilities of the various priority categories in order (PC-1, PC-2, PC-3, PC-4, PC-5 and PC-6).  If the assets are exhausted in a particular priority category, they are divided proportionately between all of the liabilities in that category. This process is often referred to as a “4044 allocation” because section 4044 of ERISA provides the basis for these calculations.
PC-1 and PC-2 benefits are related to prior employee contributions in a defined benefit plan. Since the original CARP did not have any employee contributions, there were no benefits or liabilities in PC-1 or PC-2.  For the CARP/CPRP spinoff, assets were first allocated to the liabilities in PC-3.

Based on information publicly available through the 2004 CARP Form 5500 filing, the new spun-off CARP was allocated approximately 58% of the original CARP assets and the CPRP was allocated approximately 42% of the original CARP assets.  From that point forward, the assets of each plan are accounted for separately.
While ALPA and the MEC have access to more detailed information regarding the actual CARP/CPRP 4044 allocation, that information is considered confidential and is not publicly available. ALPA and the MEC are prohibited from divulging any confidential material. As a result, the information provided above was based solely on the section 4044 rules and regulations as well as publicly available information with respect to the actual CARP/CPRP spin-off.
Q36.
Did ALPA perform an analysis of the of the asset allocation as a result of the CPRP spin-off?
A36.
ALPA attended meetings with the Company and the plan’s Enrolled Actuary prior to the spin-off calculations to discuss the data, methodology and assumptions to be used as well as the details of the calculations themselves.  ALPA did not attempt to replicate the calculations, but reviewed the results for reasonableness.

Bankruptcy
Q37.
 Would a bankruptcy by Continental automatically threaten CPRP?

A37.
A bankruptcy filing has no automatic effect on a defined benefit plan such as ours. Our CBA covers our benefit plans. Therefore, no changes can be made without ALPA consent, except through a Section 1113 proceeding (described later), and through satisfying ERISA standards in the case of a plan termination.
Q38.
Can the Company change the CPRP in bankruptcy?

A38.
Benefits that are subject to an agreement between ALPA and the Company cannot be changed unilaterally. If the Company wants to make a change to our CBA while in bankruptcy, it must undertake a negotiation process described in Section 1113 of the Bankruptcy Code. If no agreement is reached, the Company can file a motion with the bankruptcy court, requesting that the CBA be “rejected” in order to permit the Company to impose new terms and conditions. Their “new terms and conditions” could include proposed changes to the retirement benefits. If the Company and ALPA reach agreement on the proposal, including changes to retirement benefits, those changes would go into effect. If they do not reach agreement, the Bankruptcy Court would hold a hearing on the rejection motion.
Q39.
Does a bankruptcy automatically lead to a CPRP distress termination?
A39.
No.  A retirement plan remains in existence until it is terminated in accordance with applicable non-bankruptcy law. 

U.S. Bankruptcy law covers two basic situations:

· Chapter 11 – Reorganization

· Chapter 7 – Liquidation
In Chapter 11, a corporation seeks relief from creditors, seeks negotiated compensation and benefit concessions from unionized employees, imposes concessions on non-union employees and management, and seeks operational savings. It may also shed unprofitable segments of its business. During bankruptcy, corporations attempt to negotiate more favorable agreements with employees and vendors. Corporations often seek to reduce wages, pension benefits and retiree liability, such as retiree medical insurance. Distress terminations of defined benefit plans can occur during Chapter 11.
During Chapter 7, all retirement and welfare plans would be terminated.

Q40.
What happens if the pension plan is terminated in a distress termination? 

A40.
First, the Company must issue a “Notice of Intent to Terminate” the plan to each participant – and to ALPA and the PBGC – at least 60 days and not more than 90 days before the proposed termination date. To do so, the Company must be able to state that it expects that a distress termination of the plan will occur on the proposed termination date. Effective upon issuance of the Notice, there would be no further lump sum distributions paid from the CPRP until and unless it is later determined that the Company did not meet the requirements for a distress termination. For example, it might be determined that the Company’s intended termination of the plan would violate the CBA or that termination of the CPRP is not necessary for the Company to reorganize and emerge from bankruptcy. In either of these situations, the Notice of Intent to Terminate would be voided retroactively and the payment of lump sum distributions would resume, including those to pilots whose payments had been suspended. Assuming a distress termination is approved, all pilots’ benefits will be divided among priority categories under the rules of the PBGC. 


