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

In Private Letter Ruling ("PLR") 201141023, the IRS ruled that a settlement 
agreement negotiated by a retiree committee appointed under Bankruptcy 
Code section (“Bankr. Code §”) 1114 is treated as a collective bargaining 
agreement for purposes of Internal Revenue Code section ("Code §") 419A 
because the agreement was negotiated in an arm's length transaction and at 
least 90% of the participants eligible to receive benefits under the welfare 
benefit fund are covered by the settlement agreement.  
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In PLR 201141023, the taxpayer was a company sponsoring a welfare benefit plan 
providing health and life insurance to eligible retirees and certain disabled employees of 
the company and its affiliates and predecessors.  Both union and non-union employees 
were covered under the plan. 

  

The company and its subsidiaries filed a petition for bankruptcy for reorganization under 
Chapter 11 of the Bankruptcy Code.  As part of the reorganization, the company modified 
and reduced retiree welfare benefits pursuant to the process in Bankruptcy Code section 
1114.  In connection with that process, a committee (the “Retiree Committee”) was 
appointed by the Bankruptcy Court to represent the retirees with regard to the welfare 
benefit plan.  No member of the Retiree Committee was an officer or executive of the 
company, nor did any member of the Retiree Committee own more than a de minimis 
number of shares of company stock. 

  

            The Retiree Committee eventually entered into a global settlement agreement (the 
“Settlement Agreement”) that included a resolution of the company’s liabilities under the 
welfare benefit plan.  The company represents that the Settlement Agreement was 
negotiated through an arm’s length process in accordance with Bankr. Code §1114.  The 
Settlement Agreement, covering all of the individuals eligible to receive benefits under 
the welfare benefit plan, required that the company pre-fund the trust for the welfare 
benefit plan in exchange for a reduction of welfare benefits that could not have been 
unilaterally imposed by the company under Bankr. Code §1114. 

  

            Ordinarily, deductions relating to contributions to a welfare benefit plan trust are 
limited under Code §§419 and 419A.  As a result, employers are restricted in their ability 
to take deductions for pre-funding welfare benefits.  However, under Code §419A(f)(5)
(A), there are no particular limits on the amount that an employer may pre-fund under a 
welfare benefit plan maintained under a collective bargaining agreement. 

  

            In PLR 201141023, the company sought to have the Settlement Agreement 
treated like a collective bargaining agreement, so that the company's contributions to the 
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trust would be deductible without regard to the limitations of Code §§419 and 419A.  The 
IRS ruled that, pursuant to Treasury Regulations section 1.419A-2T,  the Settlement 
Agreement would be treated as a collective bargaining agreement for purposes of Code 
§§419 and 419A because: 

  

            (1)        The Settlement Agreement was reached as part of an arm's length 
negotiation, in which there was good faith bargaining between adverse parties over the 
welfare benefits; 

  

            (2)        No member of the Retiree Committee was an officer or executive of the 
company nor did any member own more than a de minimis number of shares of company 
stock and, as a result, the Retiree Committee was an authorized "employee 
representative" within the meaning of Code §7701(a)(46); 

  

            (3)        As all of the individuals eligible to receive benefits (i.e., health and life 
insurance benefits) under the welfare benefit plan were covered by the Settlement 
Agreement, the requirement that at least 90% of the employees eligible to receive 
benefits under the fund be covered by the agreement was satisfied; and 

  

            (4)        There have been no amendments (nor are there expected to be any 
amendments) to the Settlement Agreement, Plan or Trust documents that would increase 
the number of participants in the Plan who would not be covered by the Settlement 
Agreement. 

  

As a result, the limitations of Code §§419 and 419A would not apply to the welfare 
benefit plan and, as a result, all contributions made by the company to fund post-
retirement welfare benefits as described in the Plan and Settlement Agreement are 
deductible, subject to the requirements of Code §162. 
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This PLR is another in a line of PLRs establishing that agreements negotiated by 
committees established under Bankr. Code §1114 can be treated similarly to collective 
bargaining agreements.  It is important to note that any amendment or corporate action 
that has the effect of increasing the number of employees covered by the plan, but not the 
Settlement Agreement, will negate the treatment of the Settlement Agreement as a 
collective bargaining agreement for purposes of Code §§419 and 419A. 

  

Any AALU member who wishes to obtain a copy of PLR 201141023 may do so through 
the following means: (1) use hyperlink above next to “Major References,” (2) log onto 
the AALU website at http://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. 
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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.  
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