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What’s Inside
What is your company’s
philosophy around
acquisitions?

As the pace of corporate mergers and acquisitions
accelerates, corporate benefits professionals
are often under pressure to ensure the smooth
transition of a host of programs. As with so much in
life, planning ahead can pay enormous dividends,
while rushing into an under-baked strategy for
benefits harmonization can add cost and complexity,
potentially disrupting the successful integration of
an acquired company.
The overview below will focus on defined
contribution (DC) plan harmonization following
an acquisition, describing the strategic paths that
should be analyzed before planning for execution.
In fact, each of the approaches described will create
different downstream execution challenges to be
addressed. Though we can’t cover every DC plan
harmonization issue an acquiring company may
face, we will mention some of the larger concerns.

Deferring the
Harmonization Decision
Don’t forget about
non-qualified plans
Make communications
a priority

What is your company’s philosophy around acquisitions?
Understanding your company’s acquisition philosophy may help inform benefits harmonization. Companies
usually either take a “portfolio of companies” approach, or choose to acquire target companies that fit into
their core business and integrate them. Under the portfolio approach, acquired companies are likely to
have more autonomy on how they run their business, including their benefit design. In the core business
approach, acquisitions are more likely to be folded into the main compensation and benefit programs
already in existence, which can be a complex process.
Even for companies integrating core business acquisitions, there are different ways to achieve DC plan
harmonization. The most straightforward path is to move the acquired employees in to the buyer’s plan at
close date. There are two common approaches, each with different pros and cons:

1. Terminate the acquired company’s plans before the close date.
Terminating the acquired plans eliminates the compliance risks of taking on a legacy plan from another
company. All participants are paid out from the terminated plans and can roll their assets into the buyer’s
plan or to an IRA. Some buyers may see this as a disadvantage, because it allows for “plan leakage” if
employees take lump sums or roll to an IRA. Additionally, all acquired participants must be fully vested in
the terminated plans, which may increase costs. Importantly, the amendment to terminate the plans must
be executed before the close date—after the corporate merger is official, termination of the acquired plans
becomes problematic.

2. Freeze the acquired company plans at close date, and merge into buyer’s plans.
With this approach, employees from the acquired company hold their old plan assets, but all new
contributions go into the buyer’s plan. This approach may give acquired employees a greater sense of
continuity, and it eliminates the “plan leakage” problem created by plan termination. However, merging the
plans may take significant effort, and the buyer must accept any compliance risks, operational issues, and
fiduciary responsibility that come with the legacy plans.

Deferring the Harmonization Decision
Benefits harmonization is often more complex than simply moving acquired employees into the buyer’s
benefit structure, and crafting the right strategy can have positive long-term effects for workforce planning
and the benefits budget. The reality of merger and acquisition activity is there might not be enough time
prior to the close date to make these decisions. Which is why many companies defer all decisions relating to
plan design until after the close date, a third option for the handling of acquired plans:

3. Defer the decision by bringing all existing plans into the controlled group.
Plans continue to operate as they have in the past, until an ongoing strategy is finalized. This will give the
buyer time to fully develop a strategy, and acquired employees have DC plan continuity while they attend
to other elements of the transition. However, this approach will require careful management, attention, and
oversight, adding compliance risks and operational complexity to the existing structure.
Which option is best for the acquisition will depend on the particular circumstances. For example, the
terminate option may be easiest for the acquisition of a small company by a large organization, because it is
simpler to execute and it eliminates potential compliance headaches caused by a relatively small number of
employees. For the acquisition of a larger organization, the freeze and merge option might be preferable,
because it provides a stronger sense of continuity for the acquired employees and may reduce leakage and
vesting concerns. For very large deals that are closer to a “merger of equals,” deferring the decision for the
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DC plans is often the best choice, given the time it will take to develop a strategy for a fully harmonized
benefit program.
The decision about the DC plan harmonization and the transition plan will affect administrative and record
keeping requirements. Knowing your plan in advance can avoid some of the pitfalls that derail execution.
Indeed, a best practice would be to define and document your intended harmonization strategy well in
advance of an actual acquisition.

Don’t forget about non-qualified plans
Make sure non-qualified plans are on the radar, too. These can tend to have complicated change in control
provisions that could impact your flexibility. Moreover, continued compliance with IRS code 409(A) (on nonqualified deferred compensation) is critical—the consequences for non-compliance can be painful for all
involved, both employees and employers.

Make communications a priority
Whatever you decide, develop a comprehensive plan for communicating to the acquired employees.
Great planning and decisions can be undermined if you don’t communicate effectively to those involved.
What should these employees know or do, and when should they know or do it? That is the critical set of
questions you must include as you plan out execution.

Acquisitions present great opportunities for your company to grow its business and leverage the value of
the acquired company and its employees. Through thoughtful planning and execution, the harmonization of
the benefits programs can get the new relationship off on the right foot. When integrating DC plans, a little
strategy can go a long way toward ensuring success.
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