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

The Internal Revenue Service, with the issuance of Rev. Rul.2011-7, has 
released long-awaited guidance regarding the termination of 403(b) plans.  The final 
regulations under Revenue Code § 403(b) issued on July 26, 2007 (see our Bulletins 
Nos. 07-70 and 09-98) provided plan sponsors with the ability to terminate such plans, 
but confusion existed within the 403(b) community regarding how to distribute certain 
plan assets without participant consent.  Rev. Rul. 2011-7 not only addresses how to 
terminate plans comprised of individual annuity contracts and/or group annuity 
contracts, but it also considers the taxability of the participants receiving termination 
distributions of plan assets. 
 
Rev. Rul. 2011-7 addresses the termination of four types of 403(b) plans:  (i) a plan funded solely 

through the use of fully paid individual annuity contracts; (ii) a plan funded by individual annuity contracts 
and a group annuity contract; (iii) a plan funded by individual annuity contracts, a group annuity contract, 
and custodial accounts; and (iv) a plan that is a money purchase pension plan funded by individual annuity 
contracts, a group annuity contract, and custodial accounts. 

 
Pursuant to the ruling, a 403(b) plan will be considered terminated under the following 

circumstances: 
 

http://www.aalu.org/
http://www.aaluwr.org/majorrefs/Ref11-23.pdf
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 A plan sponsor (i) adopts a binding resolution authorizing the termination, (ii) ceases future 
contributions to the plan, and (iii) provides that all plan benefits are fully vested and nonforfeitable as 
of the termination date.  The resolution must direct that all benefits be distributed as soon as practicable 
thereafter. 

 
 Contributions to any 403(b) plan maintained by the sponsor or any member in its control group cease 

for a period of at least twelve months following the distribution of all plan assets.  An exception to this 
rule exists if fewer than 2% of employees eligible under the terminating plan are also eligible for 
contributions under another 403(b) plan. 

 
 Plan participants are notified of the termination, including by way of a 402(f) notice. 

 
 Distributions are made as soon as administratively practicable after the date of termination. 
 
 Distributions of 403(b) plan assets may be accomplished by the following methods: 
 

o With respect to individual annuity contracts, distributions are effectuated by the delivery of 
fully paid individual annuity contracts, with no amount includible in income until payments are 
made pursuant to the contract. 

 
o With respect to group annuity contracts, distributions are effectuated by the issuance of 

individual certificates evidencing a fully paid interest in the group annuity contract, with no 
amount includible in income until amounts are paid out of the policy. 

 
o With respect to custodial accounts in plans other than money purchase pension plans, 

distributions are effectuated by the delivery to the participant of his account balance under the 
custodial account.  Such amounts are includible in income to the extent they are not rolled over 
into an IRA or other eligible retirement plan. 

 
o With respect to the money purchase pension plan, amounts held in custodial accounts are 

distributed with the purchase and delivery of a fully paid individual insurance annuity. 
 
 Although Rev. Rul. 2011-7 provides a framework for terminating 403(b) plans, certain questions 
remain unanswered.  For example, it is not clear what it means to “deliver” a fully paid individual annuity 
contract.  Additionally, individual annuity contracts distributed from a plan are considered 403(b) contracts 
upon plan termination.  So long as such contracts maintain their status as 403(b) contracts, participants will 
not be taxed until amounts are paid from the contract.  It is not clear what steps must be taken to preserve a 
distributed contract's 403(b) status, particularly with respect to future changes in the law.  
 

Any AALU member who wishes to obtain a copy of Rev. Rul. 2011-7 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. 

http://www.aalu.org/
mailto:raglani@aalu.org
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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. 
 

http://www.aalu.org/
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