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SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  

THE CONCLUSION OF THIS WASHINGTON REPORT. 

The Internal Revenue Service has ruled, in PLR 201111016, that the 

demutualization of a mutual holding company will not have an immediate tax effect on 

annuity contracts held under tax-qualified retirement plans, nor will ensuing 

additional policy credits constitute disqualifying distributions or result in income to 

plan participants. 

 

PLR 201111016 involves three companies: (i) a mutual holding company ("Company A"); (ii) 

Company A's wholly-owned subsidiary, a stock holding company ("Company B"); and (iii) Company B's 

wholly-owned subsidiary, a life insurance company which was stock-owned ("Company C").  A major part 

of Company C's business involves the sale of annuity contracts that are held as part of qualified plans, 

qualified 403(a) annuity plans, 403(b) plans, 457(b) plans, and IRAs ("tax-qualified retirement plans").  By 

reason of their ownership of Company C annuity contracts, policyholders of Company C were members of 

Company A.  As members of Company A, such policyholders were entitled to receive assets in the event of 

the demutualization, dissolution or liquidation of Company A. 

 

Company A agreed to enter into a transaction in which Company B would be sold to another entity.  

As part of the sales transaction, Company A would be subject to a demutualization and liquidation.  

http://www.aalu.org/
http://aaluwr.org/majorrefs/Ref11-30.pdf
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Accordingly, following the transaction, holders of policies in Company C would be eligible to receive 

consideration in their capacity as members of Company A.  Policyholders of contracts that were held under 

tax-qualified retirement plans, instead of receiving cash, would receive consideration in the form of policy 

credits to the contracts.  The policy credits would be in the form of an increase in cash value, account 

value, dividend accumulations, or benefit payments.   

 

In its analysis, the IRS looked to Rev. Rul. 2003-19, in which the IRS determined that 

demutualization would have no effect on each life insurance or annuity contract that is part of a qualified 

retirement plan, where the holders of life and annuity contracts issued by the mutual company surrender 

their membership interests for policy credits made available as part of the transaction.  Noting that Rev. 

Rul. 2003-19 did not specifically address issues in a planned demutualization of a mutual holding 

company, the IRS concluded that the holding in Rev. Rul. 2003-19 should apply to the facts in PLR 

201111016. 

 

Therefore, the planned demutualization of a mutual holding company will not have any tax effect 

on contracts held under tax-qualified retirement plans and will not result in a taxable distribution to the 

employee beneficiaries of such contracts.  Additionally, the policy credits would constitute investment 

earnings to the year in which they are added to the affected contracts.  Furthermore, the IRS ruled that the 

policy credits should not be taken into consideration when determining the investment in the contract under 

Revenue Code § 72. 

 

This is the second ruling in which the IRS has applied the holding of Rev. Rul. 2003-19 to a 

different set of circumstances.  In PLR 200820009, the IRS ruled the holding of Rev. Rul. 2003-19 applied 

in the context of the assumption of insurance and annuity contracts and the modification of those contracts 

as part of a rehabilitation plan for an insolvent mutual life insurance company.  For more information 

regarding PLR 200820009, see our Bulletin No. 08-42. 

 

Any AALU member who wishes to obtain a copy of PLR 201111016 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. 

 

 

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

