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to publicize Plan A’s attractive benefits 
throughout the area served by Union A, al-
ters Plan A’s status for purpose of this sec-
tion. 

Example 9. Assume the same facts as in Ex-
ample 7. Union A undertakes an area-wide 
organizing campaign among the employees 
of all the health care providers who belong 
to the Medical Consortium. When soliciting 
individual employees to sign up as union 
members, Union A distributes Plan A’s infor-
mation materials and promises to bargain 
for the same coverage. At the same time, 
when appealing to the employers in the Med-
ical Consortium for voluntary recognition, 
Union A promises to publicize the Consor-
tium’s status as a group of unionized health 
care service providers. Union A eventually 
succeeds in obtaining recognition based on 
its majority status among the employees 
working for Medical Consortium employers. 
The Consortium, acting on behalf of its em-
ployer members, negotiates a collective bar-
gaining agreement with Union A that pro-
vides terms and conditions of employment, 
including coverage under Plan A. In this ex-
ample, Plan A still meets the criteria for a 
regulatory finding that it is collectively bar-
gained under section 3(40) of ERISA. Union 
A’s recruitment and representation of a new 
occupational category of workers unrelated 
to the construction trade, its promotion of 
attractive health benefits to achieve orga-
nizing success, and the Plan’s resultant 
growth, do not take Plan A outside the regu-
latory finding. 

Example 10. Assume the same facts as in 
Example 7. The Medical Consortium, a newly 
formed organization, approaches Plan A with 
a proposal to make money for Plan A and 
Union A by enrolling a large group of em-
ployers, their employees, and self-employed 
individuals affiliated with the Medical Con-
sortium. The Medical Consortium obtains 
employers’ signatures on a generic document 
bearing Union A’s name, labeled ‘‘collective 
bargaining agreement,’’ which provides for 
health coverage under Plan A and compli-
ance with wage and hour statutes, as well as 
other employment laws. Employees of signa-
tory employers sign enrollment documents 
for Plan A and are issued membership cards 
in Union A; their membership dues are regu-
larly checked off along with their monthly 
payments for health coverage. Self-employed 
individuals similarly receive union member-
ship cards and make monthly payments, 
which are divided between Plan A and the 
Union. Aside from health coverage matters, 
these new participants have little or no con-
tact with Union A. The new participants en-
rolled through the Consortium amount to 
18% of the population of Plan A during the 
current Plan Year. In this example, Plan A 
now fails to meet the criteria in paragraphs 
(b)(2) and (b)(3) of this section, because more 
than 15% of its participants are individuals 

who are not employed under agreements that 
are the product of a bona fide collective bar-
gaining relationship and who do not fall 
within any of the other nexus categories set 
forth in paragraph (b)(2) of this section. 
Moreover, even if the number of additional 
participants enrolled through the Medical 
Consortium, together with any other partici-
pants who did not fall within any of the 
nexus categories, did not exceed 15% of the 
total participant population under the plan, 
the circumstances in this example would 
trigger the disqualification of paragraph 
(c)(2) of this section, because Plan A now is 
being maintained under a substantial num-
ber of agreements that are a ‘‘scheme, plan, 
stratagem or artifice of evasion’’ intended 
primarily to evade compliance with state 
laws and regulations pertaining to insur-
ance. In either case, the consequence of add-
ing the participants through the Medical 
Consortium is that Plan A is now a MEWA 
for purposes of section 3(40) of ERISA and is 
not exempt from state regulation by virtue 
of ERISA. 

(f) Cross-reference. See 29 CFR part 
2570, subpart H for procedural rules re-
lating to proceedings seeking an Ad-
ministrative Law Judge finding by the 
Secretary under section 3(40) of ERISA. 

(g) Effect of proceeding seeking Ad-
ministrative Law Judge Section 3(40) 
Finding. 

(1) An Administrative Law Judge 
finding issued pursuant to the proce-
dures in 29 CFR part 2570, subpart H 
will constitute a finding whether the 
entity in that proceeding is an em-
ployee welfare benefit plan established 
or maintained under or pursuant to an 
agreement that the Secretary finds to 
be a collective bargaining agreement 
for purposes of section 3(40) of ERISA. 

(2) Nothing in this section or in 29 
CFR part 2570, subpart H is intended to 
provide the basis for a stay or delay of 
a state administrative or court pro-
ceeding or enforcement of a subpoena. 

[68 FR 17480, Apr. 9, 2003] 

§ 2510.3–101 Definition of ‘‘plan as-
sets’’—plan investments. 

(a) In general. (1) This section de-
scribes what constitute assets of a plan 
with respect to a plan’s investment in 
another entity for purposes of subtitle 
A, and parts 1 and 4 of subtitle B, of 
title I of the Act and section 4975 of the 
Internal Revenue Code. Paragraph 
(a)(2) of this section contains a general 
rule relating to plan investments. 
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Paragraphs (b) through (f) of this sec-
tion define certain terms that are used 
in the application of the general rule. 
Paragraph (g) of this section describes 
how the rules in this section are to be 
applied when a plan owns property 
jointly with others or where it acquires 
an equity interest whose value relates 
solely to identified assets of an issuer. 
Paragraph (h) of this section contains 
special rules relating to particular 
kinds of plan investments. Paragraph 
(i) describes the assets that a plan ac-
quires when it purchases certain guar-
anteed mortgage certificates. Para-
graph (j) of this section contains exam-
ples illustrating the operation of this 
section. The effective date of this sec-
tion is set forth in paragraph (k) of this 
section. 

(2) Generally, when a plan invests in 
another entity, the plan’s assets in-
clude its investment, but do not, solely 
by reason of such investment, include 
any of the underlying assets of the en-
tity. However, in the case of a plan’s 
investment in an equity interest of an 
entity that is neither a publicly-offered 
security nor a security issued by an in-
vestment company registered under 
the Investment Company Act of 1940 its 
assets include both the equity interest 
and an undivided interest in each of 
the underlying assets of the entity, un-
less it is established that— 

(i) The entity is an operating com-
pany, or 

(ii) Equity participation in the entity 
by benefit plan investors is not signifi-
cant. 

Therefore, any person who exercises 
authority or control respecting the 
management or disposition of such un-
derlying assets, and any person who 
provides investment advice with re-
spect to such assets for a fee (direct or 
indirect), is a fiduciary of the investing 
plan. 

(b) Equity interests and publicly-offered 
securities. (1) The term equity interest 
means any interest in an entity other 
than an instrument that is treated as 
indebtedness under applicable local law 
and which has no substantial equity 
features. A profits interest in a part-
nership, an undivided ownership inter-
est in property and a beneficial inter-
est in a trust are equity interests. 

(2) A publicly-offered security is a secu-
rity that is freely transferable, part of 
a class of securities that is widely held 
and either— 

(i) Part of a class of securities reg-
istered under section 12(b) or 12(g) of 
the Securities Exchange Act of 1934, or 

(ii) Sold to the plan as part of an of-
fering of securities to the public pursu-
ant to an effective registration state-
ment under the Securities Act of 1933 
and the class of securities of which 
such security is a part is registered 
under the Securities Exchange Act of 
1934 within 120 days (or such later time 
as may be allowed by the Securities 
and Exchange Commission) after the 
end of the fiscal year of the issuer dur-
ing which the offering of such securi-
ties to the public occurred. 

(3) For purposes of paragraph (b)(2) of 
this section, a class of securities is 
‘‘widely-held’’ only if it is a class of se-
curities that is owned by 100 or more 
investors independent of the issuer and 
of one another. A class of securities 
will not fail to be widely-held solely 
because subsequent to the initial offer-
ing the number of independent inves-
tors falls below 100 as a result of events 
beyond the control of the issuer. 

(4) For purposes of paragraph (b)(2) of 
this section, whether a security is 
‘‘freely transferable’’ is a factual ques-
tion to be determined on the basis of 
all relevant facts and circumstances. If 
a security is part of an offering in 
which the minimum investment is 
$10,000 or less, however, the following 
factors ordinarily will not, alone or in 
combination, affect a finding that such 
securities are freely transferable: 

(i) Any requirement that not less 
than a minimum number of shares or 
units of such security be transferred or 
assigned by any investor, provided that 
such requirement does not prevent 
transfer of all of the then remaining 
shares or units held by an investor; 

(ii) Any prohibition against transfer 
or assignment of such security or 
rights in respect thereof to an ineli-
gible or unsuitable investor; 

(iii) Any restriction on, or prohibi-
tion against, any transfer or assign-
ment which would either result in a 
termination or reclassification of the 
entity for Federal or state tax purposes 
or which would violate any state or 
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Federal statute, regulation, court 
order, judicial decree, or rule of law; 

(iv) Any requirement that reasonable 
transfer or administrative fees be paid 
in connection with a transfer or assign-
ment; 

(v) Any requirement that advance no-
tice of a transfer or assignment be 
given to the entity and any require-
ment regarding execution of docu-
mentation evidencing such transfer or 
assignment (including documentation 
setting forth representations from ei-
ther or both of the transferor or trans-
feree as to compliance with any re-
striction or requirement described in 
this paragraph (b)(4) of this section or 
requiring compliance with the entity’s 
governing instruments); 

(vi) Any restriction on substitution 
of an assignee as a limited partner of a 
partnership, including a general part-
ner consent requirement, provided that 
the economic benefits of ownership of 
the assignor may be transferred or as-
signed without regard to such restric-
tion or consent (other than compliance 
with any other restriction described in 
this paragraph (b)(4)) of this section; 

(vii) Any administrative procedure 
which establishes an effective date, or 
an event, such as the completion of the 
offering, prior to which a transfer or 
assignment will not be effective; and 

(viii) Any limitation or restriction on 
transfer or assignment which is not 
created or imposed by the issuer or any 
person acting for or on behalf of such 
issuer. 

(c) Operating company. (1) An ‘‘oper-
ating company’’ is an entity that is 
primarily engaged, directly or through 
a majority owned subsidiary or subsidi-
aries, in the production or sale of a 
product or service other than the in-
vestment of capital. The term ‘‘oper-
ating company’’ includes an entity 
which is not described in the preceding 
sentence, but which is a ‘‘venture cap-
ital operating company’’ described in 
paragraph (d) or a ‘‘real estate oper-
ating company’’ described in paragraph 
(e). 

(2) [Reserved] 
(d) Venture capital operating company. 

(1) An entity is a ‘‘venture capital op-
erating company’’ for the period begin-
ning on an initial valuation date de-
scribed in paragraph (d)(5)(i) and end-

ing on the last day of the first ‘‘annual 
valuation period’’ described in para-
graph (d)(5)(ii) (in the case of an entity 
that is not a venture capital operating 
company immediately before the deter-
mination) or for the 12 month period 
following the expiration of an ‘‘annual 
valuation period’’ described in para-
graph (d)(5)(ii) (in the case of an entity 
that is a venture capital operating 
company immediately before the deter-
mination) if— 

(i) On such initial valuation date, or 
at any time within such annual valu-
ation period, at least 50 percent of its 
assets (other than short-term invest-
ments pending long-term commitment 
or distribution to investors), valued at 
cost, are invested in venture capital in-
vestments described in paragraph 
(d)(3)(i) or derivative investments de-
scribed in paragraph (d)(4); and 

(ii) During such 12 month period (or 
during the period beginning on the ini-
tial valuation date and ending on the 
last day of the first annual valuation 
period), the entity, in the ordinary 
course of its business, actually exer-
cises management rights of the kind 
described in paragraph (d)(3)(ii) with 
respect to one or more of the operating 
companies in which it invests. 

(2)(i) A venture capital operating 
company described in paragraph (d)(1) 
shall continue to be treated as a ven-
ture capital operating company during 
the ‘‘distribution period’’ described in 
paragraph (d)(2)(ii). An entity shall not 
be treated as a venture capital oper-
ating company at any time after the 
end of the distribution period. 

(ii) The ‘‘distribution period’’ re-
ferred to in paragraph (d)(2)(i) begins 
on a date established by a venture cap-
ital operating company that occurs 
after the first date on which the ven-
ture capital operating company has 
distributed to investors the proceeds of 
at least 50 percent of the highest 
amount of its investments (other than 
short-term investments made pending 
long-term commitment or distribution 
to investors) outstanding at any time 
from the date it commenced business 
(determined on the basis of the cost of 
such investments) and ends on the ear-
lier of— 
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(A) The date on which the company 
makes a ‘‘new portfolio investment’’, 
or 

(B) The expiration of 10 years from 
the beginning of the distribution pe-
riod. 

(iii) For purposes of paragraph 
(d)(2)(ii)(A), a ‘‘new portfolio invest-
ment’’ is an investment other than— 

(A) An investment in an entity in 
which the venture capital operating 
company had an outstanding venture 
capital investment at the beginning of 
the distribution period which has con-
tinued to be outstanding at all times 
during the distribution period, or 

(B) A short-term investment pending 
long-term commitment or distribution 
to investors. 

(3)(i) For purposes of this paragraph 
(d) a ‘‘venture capital investment’’ is 
an investment in an operating com-
pany (other than a venture capital op-
erating company) as to which the in-
vestor has or obtains management 
rights. 

(ii) The term ‘‘management rights’’ 
means contractual rights directly be-
tween the investor and an operating 
company to substantially participate 
in, or substantially influence the con-
duct of, the management of the oper-
ating company. 

(4)(i) An investment is a ‘‘derivative 
investment’’ for purposes of this para-
graph (d) if it is— 

(A) A venture capital investment as 
to which the investor’s management 
rights have ceased in connection with a 
public offering of securities of the oper-
ating company to which the invest-
ment relates, or 

(B) An investment that is acquired 
by a venture capital operating com-
pany in the ordinary course of its busi-
ness in exchange for an existing ven-
ture capital investment in connection 
with: 

(1) A public offering of securities of 
the operating company to which the 
existing venture capital investment re-
lates, or 

(2) A merger or reorganization of the 
operating company to which the exist-
ing venture capital investment relates, 
provided that such merger or reorga-
nization is made for independent busi-
ness reasons unrelated to extinguishing 
management rights. 

(ii) An investment ceases to be a de-
rivative investment on the later of: 

(A) 10 years from the date of the ac-
quisition of the original venture cap-
ital investment to which the derivative 
investment relates, or 

(B) 30 months from the date on which 
the investment becomes a derivative 
investment. 

(5) For purposes of this paragraph (d) 
and paragraph (e)— 

(i) An ‘‘initial valuation date’’ is the 
later of— 

(A) Any date designated by the com-
pany within the 12 month period end-
ing with the effective date of this sec-
tion, or 

(B) The first date on which an entity 
makes an investment that is not a 
short-term investment of funds pend-
ing long-term commitment. 

(ii) An ‘‘annual valuation period’’ is a 
preestablished annual period, not ex-
ceeding 90 days in duration, which be-
gins no later than the anniversary of 
an entity’s initial valuation date. An 
annual valuation period, once estab-
lished may not be changed except for 
good cause unrelated to a determina-
tion under this paragraph (d) or para-
graph (e). 

(e) Real estate operating company. An 
entity is a ‘‘real estate operating com-
pany’’ for the period beginning on an 
initial valuation date described in 
paragraph (d)(5)(i) and ending on the 
last day of the first ‘‘annual valuation 
period’’ described in paragraph (d)(5)(ii) 
(in the case of an entity that is not a 
real estate operating company imme-
diately before the determination) or 
for the 12 month period following the 
expiration of an annual valuation pe-
riod described in paragraph (d)(5)(ii) (in 
the case of an entity that is a real es-
tate operating company immediately 
before the determination) if: 

(1) On such initial valuation date, or 
on any date within such annual valu-
ation period, at least 50 percent of its 
assets, valued at cost (other than 
short-term investments pending long- 
term commitment or distribution to 
investors), are invested in real estate 
which is managed or developed and 
with respect to which such entity has 
the right to substantially participate 
directly in the management or develop-
ment activities; and 
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(2) During such 12 month period (or 
during the period beginning on the ini-
tial valuation date and ending on the 
last day of the first annual valuation 
period) such entity in the ordinary 
course of its business is engaged di-
rectly in real estate management or 
development activities. 

(f) Participation by benefit plan inves-
tors. (1) Equity participation in an enti-
ty by benefit plan investors is ‘‘signifi-
cant’’ on any date if, immediately after 
the most recent acquisition of any eq-
uity interest in the entity, 25 percent 
or more of the value of any class of eq-
uity interests in the entity is held by 
benefit plan investors (as defined in 
paragraph (f)(2)). For purposes of deter-
minations pursuant to this paragraph 
(f), the value of any equity interests 
held by a person (other than a benefit 
plan investor) who has discretionary 
authority or control with respect to 
the assets of the entity or any person 
who provides investment advice for a 
fee (direct or indirect) with respect to 
such assets, or any affiliate of such a 
person, shall be disregarded. 

(2) A ‘‘benefit plan investor’’ is any of 
the following— 

(i) Any employee benefit plan (as de-
fined in section 3(3) of the Act), wheth-
er or not it is subject to the provisions 
of title I of the Act, 

(ii) Any plan described in section 
4975(e)(1) of the Internal Revenue Code, 

(iii) Any entity whose underlying as-
sets include plan assets by reason of a 
plan’s investment in the entity. 

(3) An ‘‘affiliate’’ of a person includes 
any person, directly or indirectly, 
through one or more intermediaries, 
controlling, controlled by, or under 
common control with the person. For 
purposes of this paragraph (f)(3), ‘‘con-
trol’’, with respect to a person other 
than an individual, means the power to 
exercise a controlling influence over 
the management or policies of such 
person. 

(g) Joint ownership. For purposes of 
this section, where a plan jointly owns 
property with others, or where the 
value of a plan’s equity interest in an 
entity relates solely to identified prop-
erty of the entity, such property shall 
be treated as the sole property of a sep-
arate entity. 

(h) Specific rules relating to plan invest-
ments. Notwithstanding any other pro-
vision of this section— 

(1) Except where the entity is an in-
vestment company registered under 
the Investment Company Act of 1940, 
when a plan acquires or holds an inter-
est in any of the following entities its 
assets include its investment and an 
undivided interest in each of the under-
lying assets of the entity: 

(i) A group trust which is exempt 
from taxation under section 501(a) of 
the Internal Revenue Code pursuant to 
the principles of Rev. Rul. 81–100, 1981– 
1 C.B. 326, 

(ii) A common or collective trust 
fund of a bank, 

(iii) A separate account of an insur-
ance company, other than a separate 
account that is maintained solely in 
connection with fixed contractual obli-
gations of the insurance company 
under which the amounts payable, or 
credited, to the plan and to any partic-
ipant or beneficiary of the plan (includ-
ing an annuitant) are not affected in 
any manner by the investment per-
formance of the separate account. 

(2) When a plan acquires or holds an 
interest in any entity (other than an 
insurance company licensed to do busi-
ness in a State) which is established or 
maintained for the purpose of offering 
or providing any benefit described in 
section 3(1) or section 3(2) of the Act to 
participants or beneficiaries of the in-
vesting plan, its assets will include its 
investment and an undivided interest 
in the underlying assets of that entity. 

(3) When a plan or a related group of 
plans owns all of the outstanding eq-
uity interests (other than director’s 
qualifying shares) in an entity, its as-
sets include those equity interests and 
all of the underlying assets of the enti-
ty. This paragraph (h)(3) does not 
apply, however, where all of the out-
standing equity interests in an entity 
are qualifying employer securities de-
scribed in section 407(d)(5) of the Act, 
owned by one or more eligible indi-
vidual account plan(s) (as defined in 
section 407(d)(3) of the Act) maintained 
by the same employer, provided that 
substantially all of the participants in 
the plan(s) are, or have been, employed 
by the issuer of such securities or by 
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members of a group of affiliated cor-
porations (as determined under section 
407(d)(7) of the Act) of which the issuer 
is a member. 

(4) For purposes of paragraph (h)(3), a 
‘‘related group’’ of employee benefit 
plans consists of every group of two or 
more employee benefit plans— 

(i) Each of which receives 10 percent 
or more of its aggregate contributions 
from the same employer or from mem-
bers of the same controlled group of 
corporations (as determined under sec-
tion 1563(a) of the Internal Revenue 
Code, without regard to section 
1563(a)(4) thereof); or 

(ii) Each of which is either main-
tained by, or maintained pursuant to a 
collective bargaining agreement nego-
tiated by, the same employee organiza-
tion or affiliated employee organiza-
tions. For purposes of this paragraph, 
an ‘‘affiliate’’ of an employee organiza-
tion means any person controlling, 
controlled by, or under common con-
trol with such organization, and in-
cludes any organization chartered by 
the same parent body, or governed by 
the same constitution and bylaws, or 
having the relation of parent and sub-
ordinate. 

(i) Governmental mortgage pools. (1) 
Where a plan acquires a guaranteed 
governmental mortgage pool certifi-
cate, as defined in paragraph (i)(2), the 
plan’s assets include the certificate and 
all of its rights with respect to such 
certificate under applicable law, but do 
not, solely by reason of the plan’s hold-
ing of such certificate, include any of 
the mortgages underlying such certifi-
cate. 

(2) A ‘‘guaranteed governmental 
mortgage pool certificate’’ is a certifi-
cate backed by, or evidencing an inter-
est in, specified mortgages or partici-
pation interests therein and with re-
spect to which interest and principal 
payable pursuant to the certificate is 
guaranteed by the United States or an 
agency or instrumentality thereof. The 
term ‘‘guaranteed governmental mort-
gage pool certificate’’ includes a mort-
gage pool certificate with respect to 
which interest and principal payable 
pursuant to the certificate is guaran-
teed by: 

(i) The Government National Mort-
gage Association; 

(ii) The Federal Home Loan Mort-
gage Corporation; or 

(iii) The Federal National Mortgage 
Association. 

(j) Examples. The principles of this 
section are illustrated by the following 
examples: 

(1) A plan, P, acquires debentures issued by 
a corporation, T, pursuant to a private offer-
ing. T is engaged primarily in investing and 
reinvesting in precious metals on behalf of 
its shareholders, all of which are benefit plan 
investors. By its terms, the debenture is con-
vertible to common stock of T at P’s option. 
At the time of P’s acquisition of the deben-
tures, the conversion feature is incidental to 
T’s obligation to pay interest and principal. 
Although T is not an operating company, P’s 
assets do not include an interest in the un-
derlying assets of T because P has not ac-
quired an equity interest in T. However, if P 
exercises its option to convert the deben-
tures to common stock, it will have acquired 
an equity interest in T at that time and (as-
suming that the common stock is not a pub-
licly-offered security and that there has been 
no change in the composition of the other 
equity investors in T) P’s assets would then 
include an undivided interest in the under-
lying assets of T. 

(2) A plan, P, acquires a limited partner-
ship interest in a limited partnership, U, 
which is established and maintained by A, a 
general partner in U. U has only one class of 
limited partnership interests. U is engaged 
in the business of investing and reinvesting 
in securities. Limited partnership interests 
in U are offered privately pursuant to an ex-
emption from the registration requirements 
of the Securities Act of 1933. P acquires 15 
percent of the value of all the outstanding 
limited partnership interests in U, and, at 
the time of P’s investment, a governmental 
plan owns 15 percent of the value of those in-
terests. U is not an operating company be-
cause it is engaged primarily in the invest-
ment of capital. In addition, equity partici-
pation by benefit plan investors is signifi-
cant because immediately after P’s invest-
ment such investors hold more than 25 per-
cent of the limited partnership interests in 
U. Accordingly, P’s assets include an undi-
vided interest in the underlying assets of U, 
and A is a fiduciary of P with respect to such 
assets by reason of its discretionary author-
ity and control over U’s assets. Although the 
governmental plan’s investment is taken 
into account for purposes of determining 
whether equity participation by benefit plan 
investors is significant, nothing in this sec-
tion imposes fiduciary obligations on A with 
respect to that plan. 

(3) Assume the same facts as in paragraph 
(j)(2), except that P acquires only 5 percent 
of the value of all the outstanding limited 
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partnership interests in U, and that benefit 
plan investors in the aggregate hold only 10 
percent of the value of the limited partner-
ship interests in U. Under these facts, there 
is no significant equity participation by ben-
efit plan investors in U, and, accordingly, P’s 
assets include its limited partnership inter-
est in U, but do not include any of the under-
lying assets of U. Thus, A would not be a fi-
duciary of P by reason of P’s investment. 

(4) Assume the same facts as in paragraph 
(j)(3) and that the aggregate value of the out-
standing limited partnership interests in U 
is $10,000 (and that the value of the interests 
held by benefit plan investors is thus $1000). 
Also assume that an affiliate of A owns lim-
ited partnership interests in U having a 
value of $6500. The value of the limited part-
nership interests held by A’s affiliate are dis-
regarded for purposes of determining wheth-
er there is significant equity participation in 
U by benefit plan investors. Thus, the per-
centage of the aggregate value of the limited 
partnership interests held by benefit plan in-
vestors in U for purposes of such a deter-
mination is approximately 28.6% ($1000/ 
$3500). Therefore there is significant benefit 
plan investment in T. 

(5) A plan, P, invests in a limited partner-
ship, V, pursuant to a private offering. There 
is significant equity participation by benefit 
plan investors in V. V acquires equity posi-
tions in the companies in which it invests, 
and, in connection with these investments, V 
negotiates terms that give it the right to 
participate in or influence the management 
of those companies. Some of these invest-
ments are in publicly-offered securities and 
some are in securities acquired in private of-
ferings. During its most recent valuation pe-
riod, more than 50 percent of V’s assets, val-
ued at cost, consisted of investments with 
respect to which V obtained management 
rights of the kind described above. V’s man-
agers routinely consult informally with, and 
advise, the management of only one portfolio 
company with respect to which it has man-
agement rights, although it devotes substan-
tial resources to its consultations with that 
company. With respect to the other portfolio 
companies, V relies on the managers of other 
entities to consult with and advise the com-
panies’ management. V is a venture capital 
operating company and therefore P has ac-
quired its limited partnership investment, 
but has not acquired an interest in any of 
the underlying assets of V. Thus, none of the 
managers of V would be fiduciaries with re-
spect to P solely by reason of its investment. 
In this situation, the mere fact that V does 
not participate in or influence the manage-
ment of all its portfolio companies does not 
affect its characterization as a venture cap-
ital operating company. 

(6) Assume the same facts as in paragraph 
(j)(5) and the following additional facts: V in-
vests in debt securities as well as equity se-

curities of its portfolio companies. In some 
cases V makes debt investments in compa-
nies in which it also has an equity invest-
ment; in other cases V only invests in debt 
instruments of the portfolio company. V’s 
debt investments are acquired pursuant to 
private offerings and V negotiates covenants 
that give it the right to substantially par-
ticipate in or to substantially influence the 
conduct of the management of the companies 
issuing the obligations. These covenants give 
V more significant rights with respect to the 
portfolio companies’ management than the 
covenants ordinarily found in debt instru-
ments of established, creditworthy compa-
nies that are purchased privately by institu-
tional investors. V routinely consults with 
and advises the management of its portfolio 
companies. The mere fact that V’s invest-
ments in portfolio companies are debt, rath-
er than equity, will not cause V to fail to be 
a venture capital operating company, pro-
vided it actually obtains the right to sub-
stantially participate in or influence the 
conduct of the management of its portfolio 
companies and provided that in the ordinary 
course of its business it actually exercises 
those rights. 

(7) A plan, P, invests (pursuant to a private 
offering) in a limited partnership, W, that is 
engaged primarily in investing and rein-
vesting assets in equity positions in real 
property. The properties acquired by W are 
subject to long-term leases under which sub-
stantially all management and maintenance 
activities with respect to the property are 
the responsibility of the lessee. W is not en-
gaged in the management or development of 
real estate merely because it assumes the 
risks of ownership of income-producing real 
property, and W is not a real estate oper-
ating company. If there is significant equity 
participation in W by benefit plan investors, 
P will be considered to have acquired an un-
divided interest in each of the underlying as-
sets of W. 

(8) Assume the same facts as in paragraph 
(j)(7) except that W owns several shopping 
centers in which individual stores are leased 
for relatively short periods to various mer-
chants (rather than owning properties sub-
ject to long-term leases under which sub-
stantially all management and maintenance 
activities are the responsibility of the les-
see). W retains independent contractors to 
manage the shopping center properties. 
These independent contractors negotiate in-
dividual leases, maintain the common areas 
and conduct maintenance activities with re-
spect to the properties. W has the responsi-
bility to supervise and the authority to ter-
minate the independent contractors. During 
its most recent valuation period more than 
50 percent of W’s assets, valued at cost, are 
invested in such properties. W is a real es-
tate operating company. The fact that W 
does not have its own employees who engage 
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in day-to-day management and development 
activities is only one factor in determining 
whether it is actively managing or devel-
oping real estate. Thus, P’s assets include its 
interest in W, but do not include any of the 
underlying assets of W. 

(9) A plan, P, acquires a limited partner-
ship interest in X pursuant to a private of-
fering. There is significant equity participa-
tion in X by benefit plan investors. X is en-
gaged in the business of making ‘‘convertible 
loans’’ which are structured as follows: X 
lends a specified percentage of the cost of ac-
quiring real property to a borrower who pro-
vides the remaining capital needed to make 
the acquisition. This loan is secured by a 
mortgage on the property. Under the terms 
of the loan, X is entitled to receive a fixed 
rate of interest payable out of the initial 
cash flow from the property and is also enti-
tled to that portion of any additional cash 
flow which is equal to the percentage of the 
acquisition cost that is financed by its loan. 
Simultaneously with the making of the loan, 
the borrower also gives X an option to pur-
chase an interest in the property for the 
original principal amount of the loan at the 
expiration of its initial term. X’s percentage 
interest in the property, if it exercises this 
option, would be equal to the percentage of 
the acquisition cost of the property which is 
financed by its loan. The parties to the 
transaction contemplate that the option or-
dinarily will be exercised at the expiration of 
the loan term if the property has appreciated 
in value. X and the borrower also agree that, 
if the option is exercised, they will form a 
limited partnership to hold the property. X 
negotiates loan terms which give it rights to 
substantially influence, or to substantially 
participate in, the management of the prop-
erty which is acquired with the proceeds of 
the loan. These loan terms give X signifi-
cantly greater rights to participate in the 
management of the property than it would 
obtain under a conventional mortgage loan. 
In addition, under the terms of the loan, X 
and the borrower ratably share any capital 
expenditures relating to the property. Dur-
ing its most recent valuation period, more 
than 50 percent of the value of X’s assets val-
ued at cost consisted of real estate invest-
ments of the kind described above. X, in the 
ordinary course of its business, routinely ex-
ercises its management rights and fre-
quently consults with and advises the bor-
rower and the property manager. Under 
these facts, X is a real estate operating com-
pany. Thus, P’s assets include its interest in 
X, but do not include any of the underlying 
assets of X. 

(10) In a private transaction, a plan, P, ac-
quires a 30 percent participation in a debt in-
strument that is held by a bank. Since the 
value of the participation certificate relates 
solely to the debt instrument, that debt in-
strument is, under paragraph (g), treated as 

the sole asset of a separate entity. Equity 
participation in that entity by benefit plan 
investors is significant since the value of the 
plan’s participation exceeds 25 percent of the 
value of the instrument. In addition, the hy-
pothetical entity is not an operating com-
pany because it is primarily engaged in the 
investment of capital (i.e., holding the debt 
instrument). Thus, P’s assets include the 
participation and an undivided interest in 
the debt instrument, and the bank is a fidu-
ciary of P to the extent it has discretionary 
authority or control over the debt instru-
ment. 

(11) In a private transaction, a plan, P, ac-
quires 30% of the value of a class of equity 
securities issued by an operating company, 
Y. These securities provide that dividends 
shall be paid solely out of earnings attrib-
utable to certain tracts of undeveloped land 
that are held by Y for investment. Under 
paragraph (g), the property is treated as the 
sole asset of a separate entity. Thus, even 
though Y is an operating company, the hypo-
thetical entity whose sole assets are the un-
developed tracts of land is not an operating 
company. Accordingly, P is considered to 
have acquired an undivided interest in the 
tracts of land held by Y. Thus, Y would be a 
fiduciary of P to the extent it exercises dis-
cretionary authority or control over such 
property. 

(12) A medical benefit plan, P, acquires a 
beneficial interest in a trust, Z, that is not 
an insurance company licensed to do busi-
ness in a State. Under this arrangement, Z 
will provide the benefits to the participants 
and beneficiaries of P that are promised 
under the terms of the plan. Under para-
graph (h)(2), P’s assets include its beneficial 
interest in Z and an undivided interest in 
each of its underlying assets. Thus, persons 
with discretionary authority or control over 
the assets of Z would be fiduciaries of P. 

(k) Effective date and transitional 
rules. (1) In general, this section is ef-
fective for purposes of identifying the 
assets of a plan on or after March 13, 
1987. Except as a defense, this section 
shall not apply to investments in an 
entity in existence on March 13, 1987, if 
no plan subject to title I of the Act or 
plan described in section 4975(e)(1) of 
the Code (other than a plan described 
in section 4975(g)(2) or (3)) acquires an 
interest in the entity from an issuer or 
underwriter at any time on or after 
March 13, 1987 except pursuant to a 
contract binding on the plan in effect 
on March 13, 1987 with an issuer or un-
derwriter to acquire an interest in the 
entity. 
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(2) Notwithstanding paragraph (k)(1), 
this section shall not, except as a de-
fense, apply to a real estate entity de-
scribed in section 11018(a) of Pub. L. 99– 
272. 

[51 FR 41280, Nov. 13, 1986, as amended at 51 
FR 47226, Dec. 31, 1986] 

§ 2510.3–102 Definition of ‘‘plan as-
sets’’—participant contributions. 

(a)(1) General rule. For purposes of 
subtitle A and parts 1 and 4 of subtitle 
B of title I of ERISA and section 4975 of 
the Internal Revenue Code only (but 
without any implication for and may 
not be relied upon to bar criminal pros-
ecutions under 18 U.S.C. 664), the assets 
of the plan include amounts (other 
than union dues) that a participant or 
beneficiary pays to an employer, or 
amounts that a participant has with-
held from his wages by an employer, 
for contribution or repayment of a par-
ticipant loan to the plan, as of the ear-
liest date on which such contributions 
or repayments can reasonably be seg-
regated from the employer’s general 
assets. 

(2) Safe harbor. (i) For purposes of 
paragraph (a)(1) of this section, in the 
case of a plan with fewer than 100 par-
ticipants at the beginning of the plan 
year, any amount deposited with such 
plan not later than the 7th business 
day following the day on which such 
amount is received by the employer (in 
the case of amounts that a participant 
or beneficiary pays to an employer), or 
the 7th business day following the day 
on which such amount would otherwise 
have been payable to the participant in 
cash (in the case of amounts withheld 
by an employer from a participant’s 
wages), shall be deemed to be contrib-
uted or repaid to such plan on the ear-
liest date on which such contributions 
or participant loan repayments can 
reasonably be segregated from the em-
ployer’s general assets. 

(ii) This paragraph (a)(2) sets forth an 
optional alternative method of compli-
ance with the rule set forth in para-
graph (a)(1) of this section. This para-
graph (a)(2) does not establish the ex-
clusive means by which participant 
contribution or participant loan repay-
ment amounts shall be considered to be 
contributed or repaid to a plan by the 
earliest date on which such contribu-

tions or repayments can reasonably be 
segregated from the employer’s general 
assets. 

(b) Maximum time period for pension 
benefit plans. (1) Except as provided in 
paragraph (b)(2) of this section, with 
respect to an employee pension benefit 
plan as defined in section 3(2) of 
ERISA, in no event shall the date de-
termined pursuant to paragraph (a)(1) 
of this section occur later than the 
15th business day of the month fol-
lowing the month in which the partici-
pant contribution or participant loan 
repayment amounts are received by the 
employer (in the case of amounts that 
a participant or beneficiary pays to an 
employer) or the 15th business day of 
the month following the month in 
which such amounts would otherwise 
have been payable to the participant in 
cash (in the case of amounts withheld 
by an employer from a participant’s 
wages). 

(2) With respect to a SIMPLE plan 
that involves SIMPLE IRAs (i.e., Sim-
ple Retirement Accounts, as described 
in section 408(p) of the Internal Rev-
enue Code), in no event shall the date 
determined pursuant to paragraph 
(a)(1) of this section occur later than 
the 30th calendar day following the 
month in which the participant con-
tribution amounts would otherwise 
have been payable to the participant in 
cash. 

(c) Maximum time period for welfare 
benefit plans. With respect to an em-
ployee welfare benefit plan as defined 
in section 3(1) of ERISA, in no event 
shall the date determined pursuant to 
paragraph (a)(1) of this section occur 
later than 90 days from the date on 
which the participant contribution 
amounts are received by the employer 
(in the case of amounts that a partici-
pant or beneficiary pays to an em-
ployer) or the date on which such 
amounts would otherwise have been 
payable to the participant in cash (in 
the case of amounts withheld by an 
employer from a participant’s wages). 

(d) Extension of maximum time period 
for pension plans. (1) With respect to 
participant contributions received or 
withheld by the employer in a single 
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