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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  
THE CONCLUSION OF THIS WASHINGTON REPORT. 

The Internal Revenue Service has privately ruled in PLR 201048044 that a 
participant's election to receive guaranteed lifetime annuity withdrawals under a 
target-date investment option offered by a qualified profit-sharing plan subjects the 
plan to the Revenue Code's qualified joint and survivor annuity ("QJSA") and 
qualified preretirement survivor annuity ("QPSA") rules. 

 
The qualified profit-sharing plan in issue intends to offer a target-date investment option designed 

(i) to seek high returns earlier in the participant's life, (ii) to gradually moderate risk over time, and (iii) to 
automatically secure lifetime retirement income as retirement age approaches through an insurance 
guarantee.  Under this option, as retirement age approaches, a participant's investment would automatically 
be directed into group flexible premium variable deferred annuity contracts issued by insurance companies 
and funded by a separate account that would be invested in a balanced mix of equities and fixed income 
instruments.  The portion of a participant's funds that would be directed towards variable annuity contracts 
will gradually be phased in beginning at the time the participant reaches age 50, with a complete phase-in 
by age 60. 

 
Sometime after reaching age 62 and terminating employment, a participant can elect to receive 

guaranteed lifetime annual withdrawals, the amount of which is determined as the product of a guaranteed 

http://www.aalu.org/
http://www.aaluwr.org/majorrefs/Ref10-131.pdf
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percentage and the participant's "base amount."  The guaranteed percentage is the average of percentages 
specified by each of the insurance companies underwriting the investment option.  A participant's base 
amount is the amount of the funds in the participant's account when the participant reaches age 60.  On the 
participant's birthday each subsequent year, the base amount is redetermined as the greater of (i) the prior 
year's base amount or (ii) the account balance on the participant's birthday.  For purposes of this 
determination, the account balance is the net of contributions plus investment earnings less expense 
charges and withdrawals.  The base amount can increase, but does not decrease unless withdrawals in 
excess of the annual guaranteed amount are made.  If such a withdrawal is made, the base amount is 
reduced proportionately.  If a participant skips a payment or withdraws less than the annual guaranteed 
amount, the base amount will increase.  The base amount will also increase if the participant transfers 
additional funds into the proposed investment option by way of a fund-to-fund transfer or via a rollover 
from another plan. 

 
Participants who never elect to receive guaranteed lifetime annual withdrawals may withdraw funds 

on an ad hoc basis.  Once all funds have been withdrawn, the participant is entitled to no further benefits.  
Upon the participant's death, the remaining balance is paid to the participant's spouse. 

 
In ruling that guaranteed withdrawals under the proposed investment option constitute a life annuity 

for purposes of the QJSA and QPSA rules, the IRS also determined the following: 
 
 A participant's election to receive guaranteed lifetime annual withdrawals is an election to 

receive benefits in the form of a life annuity and, as a result, benefits subject to the guaranteed 
payments are also subject to the QJSA and QPSA rules of Revenue Code sections 401(a)(11) 
and 417.  The QJSA and QPSA rules will not apply unless and until the date the participant 
makes the election to receive guaranteed payments. 

 
 The annuity starting date will be the date on which the participant makes an election to receive 

guaranteed annual payments.  The annuity starting date with respect to those benefits will not 
change regardless of whether the participant skips payments or makes withdrawals in excess of 
the guaranteed payments. 

 
 If additional funds are transferred to the proposed investment option, either through an internal 

transfer or through a rollover into the plan, the increase in the guaranteed withdrawal amount 
resulting from the additional funds will be subject to a new annuity starting date occurring on 
the date of the increase. 

 
 The ruling does not address the tax treatment under sections 72(t), 401(a)(9), 402(c) and 3405 of the 
withdrawals of funds invested in this option. 
 
 This ruling is the second one this year addressing the treatment of elections to receive plan 
distributions using life insurance contracts.  As discussed in our Bulletin No. 10-19, insurance companies 
and other financial institutions are developing investment products that provide participants in defined 
contribution plans with both guaranteed withdrawal rights and lifetime benefits.  These products are being 
developed to provide participants with some flexibility while also providing protection from outliving their 
retirement benefits. 
 
 The IRS and the Department of Labor have established a joint task force to address issues relating 
to lifetime distribution options under defined contribution plans.  On May 3, 2010, AALU submitted 
comments regarding some of these issues.  (See our Bulletin No. 10-50.)  Agency hearings addressing 
lifetime distribution options were held on September 14-15, 2010.  As the IRS has placed guidance relating 
to lifetime distribution options on its 2010-2011 priority guidance plan, we can expect to see more releases 
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addressing these issues.  See our Bulletin No. 10-130 to find information regarding the IRS 2010-2011 
priority guidance plan. 

 
Any AALU member who wishes to obtain a copy of PLR 201048044 may do so through the 

following means: (1) use hyperlink above next to “Major References,” (2) log onto the AALU website at 
www.aalu.org and enter the Member Portal with your last name and birth date and select Current Washington 
Report for linkage to source material or (3) email Anthony Raglani at raglani@aalu.org and include a 
reference to this Washington Report. 

 
In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT 
BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE 

IMPOSED BY THE INTERNAL REVENUE SERVICE. 

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 
of the IRS guidance, then, as required by the IRS, please be further advised of the following: 

 

THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR 
MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN 
ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK 

ADVICE FROM AN INDEPENDENT TAX ADVISOR. 
 

 

                                                                             
The mission of AALU is to promote, preserve and protect advanced life insurance planning  

for the benefit of our members, their clients, the industry and the general public. 
 

For more information about how AALU’s advocacy efforts help protect your business and the 
advanced life insurance marketplace, visit our website at www.aalu.org, or  

call toll free 1-(888)-275-0092. 
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