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T h i s  i s  i n re
ru l i ngs  on  t he f.

l y  t o  you r  l e t t e r  da ted  November  16 ,  1998 ,  reques t i ng
app  ication  o f  t he  bas i s  r ecove ry  ru l es  unde r  sec t i on

72(d)(l)(B)(iii)  of  the In terna l  Revenue Code.

T h e  f o l l o w i n g  f a c t s , representat ions and documents have been
subm i t t ed  i n  suppo r t  o f  t he  reques t :

The i s  a  retiremlent
sys tem es tab l i shed  unde r  t he  l aws  o f  t he  s ta te  o f ( “ s t a t e " ;', to
p r o v i d e  r e t i r e m e n t  a n d  o t h e r  b e n e f i t s  f o r  f a c u l t y  a n d  s t a f f  o f  p u b l i c
u n i v e r s i t i e s , co l l eges  and  commun i t y  co l l eges  i n  t he  s ta te ,  and  ce r t a i n
a f f i l i a t e d  o r g a n i z a t i o n s ,  i n c l u d i n g  e m p l o y e e s  o f i t s e l f .

p lan ,
has  t h ree  re t i r emen t  p l ans  i n  i t s  p rog ram:  a  de f i ned  bene f i t

a  de f i ned  con t r i bu t i on  p lan  and  a  “po r tab le  bene f i t  package"
w i t h i n  t he  de f i ned  bene f i t  p l an  t ha t  has  enhanced  re fund  f ea tu res  bu t
l e s s  g e n e r o u s  s u r v i v o r  b e n e f i t s  t h a n  t h e  d e f i n e d  b e n e f i t  p l a n .  T h e
s u b j e c t  o f  t h e  r u l i n g  r e q u e s t s  i s  t h e  d e f i n e d  b e n e f i t  p l a n .

unde r  t he  de f i ned  bene f i t  p l an , each employee is  requi red to
con t r i bu te  8% o f  ea rn ings  i n to  t he  p lan .
r a t e  f o r  p o l i c e  a n d  f i r e f i g h t e r s ,

T h e r e  i s  9-l/2% c o n t r i b u t i o n
Pr io r  t o  Janua ry  1 ,  1981 ,  t he

requi red employee cont r ibut ions were made on an af ter - tax  bas is . Since
January 1 ,  1981,  the requi red employee cont r ibut ions have been p icked up
by  t he  emp loye rs  pu rsuan t  t o  sec t i on  414 (h ) (2 )  o f  t he  code .

I n  a d d i t i o n  t o  t h e  a f t e r - t a x  e m p l o y e e  c o n t r i b u t i o n s  w i t h  r e s p e c t  t o
the pre-1981 emplo e e  c o n t r i b u t i o n s ,
c o n t r i b u t i o n s  t o  t

members are permitted to make
urchase  a d d i t i o n a l  s e r v i c e  c r e d i t . Th i s

a d d i t i o n a l udes  p r i o r  se r v i ce  w i t h  a employer
p r i o r  t o  c o m m e n c i n g  p a r t i c i p a t i o n  i n  t h e  p l a n ,  s e r v i c e  f o r  l e a v e s  o f
absence at less than 50% of pay,
t he  r e i ns ta temen t  o f  pas t

up  t o  two  yea rs  o f  m i l i t a r y  se rv i ce  and
se rv i ce  t ha t  was  f o r f e i t ed  upon  accep tance  o f

a  r e f u n d  i f  t h e  r e f u n d  a m o u n t ,  p l u s  i n t e r e s t ,  i s  r e p a i d .  c o n t r i b u t i o n s
to  purchase serv ice cred i t  are  made by members pr ior  to  re t i rement  and
a re  gene ra l l y  made  on  an  a f t e r - t ax  bas i s .
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Surv ivor  benef i ts .  under  the p lan are  pa id  in  three c i rcumstances:

1 .  An  ac t i ve  pa r t i c i pan t  w i t h  a t  l eas t  one  and  one -ha l f  yea rs  o f  se rv i ce
d i e s  a n d  i s  s u r v i v e d  b y  a  q u a l i f y i n g  s u r v i v o r

2.  A terminated defer red vested
se rv i ce  d i es  and  i s  su r v i ved &

a r t i c i p a n t  w i t h  a t  l e a s t  1 0  y e a r s  o f
y  a  q u a l i f y i n g  s u r v i v o r

3 .  A  reti r ed  pa r t i c i pan t  ( annu i t an t )  , who  had  a  qua l i f y i ng  su rv i vo r  a t
the t ime of  benef i t  commencement ,  d ies  and is  surv ived by a
a u a l i f y i n g  s u r v i v o r .

“ q u a l i f i e d  s u r v i v o r ”  i n c l u d e s :

The member’s spouse. The member and the spouse must have been
marr ied for  a t  least  one year  before the member ’s  death,  except
where the member dies before commencing benefi ts as an annuitant,
i n  wh i ch  case  a  soouse o f  l ess  t han  one  yea r  ma  qua l i f y  as  a
surv ivor  i f  the spouse and the member
adopted the member ’s  ch i ld  or  adopted

had a chl3d  o r  t h e  spouse
a ch i ld  w i th  the member .

18 (under  age 22 i f  a  full-A dependent unmarried chi ld under age
t ime  s tuden t .

An unmarried chi ld over age 18 who was dependent u on the

E
a r t i c i pan t  by  reason  o f  phys i ca l  o r  men ta l disabl+
efo re  age  18  (age  22  i f  a  f u l l  t ime  s tuden t ) .

Tty  which began

A dependent parent.

I n  g e n e r a l , su r v i vo r  bene f i t s  a re  pa id  i n  t he  f o rm  o f  a  mon th l y
a n n u i t y  o v e r  t h e  l i f e  o f  t h e  s u r v i v o r . Su rv i vo r  bene f i t s  a re  pa id  t o
surv iv ing spouses commencing upon the member ’s  death  or ,  i f  la ter ,  when
the  spouse  a t t a i ns  age  50  (un less  t he  s ouse has  i n  h i s  o r  he r  ca re  t he
deceased member ’s  dependent  ch i ld  who a so qua l i f ies  for  surv ivor7
benefi ts> , and cease upon the spouse’s death. I f  a s u r v i v i n
remarr ies  before age 55, t he  spouse ’ s  su rv i vo r  bene f i t s  a re ?

spouse
o r f e i t e d .

Surv ivor  benef i ts  for  a  member ’s  dependent  nondisab led,  unmarr ied
ch i ld  under  age 18 (under  age 22 i f  a  fu l l - t ime s tudent )  commence upon
the member ’s  death and cease upon the ch i ld ’s  a t ta inment  o f  age 18 (age
2 2  i f  a  f u l l - t i m e  s t u d e n t ) . Su rv i vo r  bene f i t s  f o r  a  member ’ s  d i sab led
chi ld commence upon the member’s death and cease upon the chi ld’s
marr iage,  death or  when the ch i ld  ceases to  be d isab led.

Survivor benefi ts to dependent parents commence upon the member’s
d e a t h  o r ,  i f  l a t e r ,
t he  pa ren t ’ s  dea th .

the parent ’s  a t ta inment  o f  age 55,  and cease upon
T h e  p a r e n t ’ s  s u r v i v o r  benefits  a r e  f o r f e i t e d  i f  t h e

pa ren t  r emar r i es  p r i o r  t o  a t t a i nmen t  o f  age  55 .
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In o r d e r  t o  h a v e  s u r v i v o r  b e n e f i t s  p a i d  o n  t h e i r  b e h a l f ,  a n
annu i t an t  mus t  have  a  qua l i f y i ng  su rv i vo r  bo th  a t  t he  t ime  o f  bene f i t
commencement and at the time of death. I f  an annui tant  does not  have
q u a l i f  i n g

3contra
surv ivor  a t  the  t ime o f  benef i t  commencement !  the  member ’s

utions rep resen t i ng  t he  su rv i vo r  i nsu rance  con t r i bu t i ons  a re
refunded to the member or ,  those amounts  are  used to  increase the. c: _.- .

a

member’s pension beneti  t . A member ma have  a  qualitying  su rv i vo r  a t
benef i t  commencement  and d i f fe rent  qua i f  ing

y Tf i rs t  and second spouse or  a  d isab led ch i
s u r v i v o r  a t  d e a t h  ( e . g . ,  a

d at benefit commencement and
a spouse a t  death) .

Two or more
s imu l taneous l y .

u a l i f y i n g
9,

su rv i vo rs  may  rece i ve  su rv i vo r  bene f i t s
T e aggregate amount  o f  month ly  surv ivor  benef i ts

and the amount  pa id  to  each ind iv idua l
p a i d ,

v a r i o u s  f a c t o r s .
q u a l i f y i n

These  f ac to r s  i nc l ude  t he  tota 9
surv ivor ,  depends on
number  o f  surv ivors

the f inal average earnings of the member and the amount of the member’s
ea rned  re t i r emen t  annu i t y . In n o  e v e n t  w i l l  t h e  t o t a l  s u r v i v o r  a n n u i t y
be less than 50% of  the member ’s  normal  re t i rement  annui ty  or  more than
80% of  the member ’s  normal  re t i rement  annui ty .

Based  on  t he  f o rego ing ,  t he  f o l l ow ing  ru l i ngs  a re  reques ted :

(1)

(2)

( 3 )

(4 )

The bas is  recovery  method for  a annui tant  under  the p lan who
commences re t i rement  benef i ts  on or  a f ter  January  1 ,  1998,  and who

The bas is  recovery  method for  a annui tant  under  the p lan who
commences re t i rement  benef i ts  on or  a f ter  January  1 ,  1998,  and who
has  on ly  (i) a  dependen t  pa ren t  o r  a  d i sab led  ch i l d  and  (ii) a
dependent, nondisabled,  unmarr ied ch i ld  under  age 18 (age 22 i f  a
f u l l - t i m e  s t u d e n t )  a s  q u a l i f y i n g  s u r v i v o r s  i s  r e q u i r e d  t o  b e  m a d e
using the Two Lives Table, tak ing in to  account  on ly  the combined
ages  o f  t he  pa r t i c i pan t  and  t he  dependen t  pa ren t  o r  d i sab led  ch i l d .

The bas is  recovery  method for  a annui tant  under  the p lan who
commences re t i rement  benef i ts  on or  a f ter  January  1  1998,  and who
has  as  qua l i f y i ng  su rv i vo rs  a  spouse ,  a  d i sab led  ch;ld and  a
dependen t  pa ren t  ( o r  any  two  o f  t he  f o rego ing )  i s re  u i r ed  t o  be
made us ing the Two L ives Table ,  tak ing in to  account ?o r  t h i s
purpose the combined ages of  the par t ic ipant  and the youngest
survivor annui tant .

The bas is  recovery  method for  a annui tant  under  the p lan who
commences re t i rement  benef i ts  on or  a f ter  January  1 ,  1998,  and
whose on ly  qual i fy ing surv ivors  are one or  more dependent ,
nond i sab led ,  unmar r i ed  ch i l d ren  unde r  aqe  18  (aqe 22  i f  a  f u l l - t ime
s t u d e n t ) , is  requ i red to  be made us ing the tab le  under  sect ion
72 (d )  ( 1 )  (B )  ( i i i )  o f  t he  code  ( t he  “S ing le  L i f e  Tab le ” ) .

- -^-



- 4 - 2 0 0 0 0 9 0 6 6

(5)

(6)

w i t h  r e s p e c t  t o  a n y a n n u i t a n t  w h o s e  b a s i s  r e c o v e r y  i s
determined wi th  respect  to  the Two L ives Table ,  the month ly  amount
exc luded f rom income should  not  be reca lcu la ted upon the death o f
the member annuitant.

W i t h  r espec t  t o  any annui tant  whose bas is  recover i s
determined wi th  respect  to  the Two L ives Tab le ,  upon t  e  d e a t h  o frl
t he  member  annu i t an t ,  t he  un recove red  bas i s ,  i f  any ,  i s  t o  be
a l l o c a t e d  b y to  t he  su rv i vo r  bene f i t s  payab le  w i t h  r espec t  t o
the  member ' s  su rv i v i ng  spouse ,  i f  t hen  l i v i ng ,  dependen t  pa ren t  and
disabled ch i ld ,  i f  any,  and need not  be prorated among any

1
u a l i f y i n g  s u r v i v o r s  r e c e i v i n g  o n l y  tern o r a r y  a n n u i t i e s  ( e . g . ,  a
ependent, nond i sab led ,  unmar r i ed  ch i l dP .

Sec t i on  402 (a ) ( l )  o f  t he  code  p rov ides  t ha t  t he  amoun t  ac tua l l y
d i s t r i b u t e d  t o  a n y  d i s t r i b u t e e  b y  a n  e m p l o y e e s '  t r u s t  d e s c r i b e d  i n
sec t i on  401 (a )  which i s  exemp t  f r om tax  unde r  sec t i on  501(a)  sha l l  be
t a x a b l e  t o  t h e  d i s t r i b u t e e , i n  t h e  y e a r  i n  w h i c h  d i s t r i b u t e d ,  u n d e r
s e c t i o n  7 2  ( r e l a t i n g  t o  a n n u i t i e s ) . S i m i l a r l y ,  a m o u n t s  d i s t r i b u t e d  f r o m
emp loyee  annu i t y  con t rac t s  unde r  sec t i on  403 (a )  and  annu i t y  con t rac t s
u n d e r  s e c t i o n  4 0 3 ( b )  a r e  t a x a b l e  t o  t h e  d i s t r i b u t e e  ( i n  t h e  y e a r  i n
wh i ch  d i s t r i bu ted )  unde r  sec t i on  72 .

Sec t i on  72 (b )  o f  t he  code  p rov ides  t ha t  a  po r t i on  o f  t he  annu i t y
payments received in a taxable year may be excluded from gross income as
a  r e t u r n  o f  t h e  d i s t r i b u t e e ' s  i n v e s t m e n t  a c c o r d i n g  t o  a n  e x c l u s i o n  r a t i o
d e t e r m i n e d  a t  t h e  a n n u i t y  s t a r t i n g  d a t e .  T h e  n u m e r a t o r  o f  t h i s  r a t i o  i s
t he  emp loyee ' s  i nves tmen t  i n  t he  con t rac t ,  and  t he  denomina to r  i s  t he
expec ted  re tu rn .

Sect ion 1403 of  the Smal l  Bus iness lobs Protect ion Act  o f  1996
(“SBIPA")  amended sect ion 72(d)  o f  the code to  requ i re  the use o f  a
s imp l i f i ed  me thod  o f  r ecove r i n t he  i nves tmen t  i n  t he  con t rac t  f o r  mos t
a n n u i t y  d i s t r i b u t i o n s  f r o m  u a  i f i e d  p l a n s  u n d e r  s e c t i o n  4 0 1 ( a )  o f  t h e
code. T h e  s i m p l i f i e d  methoifI 4o f  s e c t i o n  7 2 ( d )  o f  t h e  c o d e  i s  s i m i l a r  t o ,
but not the same as, the safe-harbor  method that  was

P
rov ided  i n  No t i ce

88-118. Genera l l y ,  t he  SBJPA  changes  t o  sec t i on  72(d of  the Code apply
to  d i s t r i bu t i ons  w i t h  annu i t y  s ta r t i ng  da tes  a f t e r  November  18 ,  1996 .

Sect ion 1075 of  the Taxpayer  Rel ie f  Act  o f  1997 (?TRA  '97")  amended
the  s imp l i f i ed  me thod  o f  r ecove r i ng  t he  i nves tmen t  i n  t he  con t rac t  i n
s e c t i o n  7 2 ( d ) ( l ) ( S )  o f  t h e  c o d e  t o  p r e s c r i b e  a  d i f f e r e n t  t a b l e  i f  t h e
a n n u i t

x
i s pa ab le  based on the l ives o f  more than one ind iv idua l .

Y.
Th i s

new ta  le app les t o  d i s t r i b u t i o n s  w i t h  a n n u i t y  startin d a t e s  a f t e r
December 31, 1997. 4'lfe o f  on1
i n d i v i d u a l ,

For  annui t ies  payable based on the
section 1075 of TRA '97 made no changes in the appl ica le

g one

tab le  unde r  t he  s imp l i f i ed  me thod  desc r i bed  by  SBIPA.

z4Q
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Under  t he  s imp l i f i ed  me thod ,  t he  d i s t r i bu tee  recove rs  h i s  o r  he r
investment  in  the cont rac t  in  leve l  amounts  over  the expected number  o f
month ly  payments  determined f rom the tab les be low. The por t ion o f  each
annu i t y  paymen t  t ha t  i s  exc luded  f r om g ross  i ncome  by  a  d i s t r i bu tee  f o r
i ncome  tax  pu rposes  i s  a  l eve l  do l l a r  amoun t  de te rm ined  by  d i v i d i ng  t he
investment  in  the cont ract  by  the set  number  o f  annui ty  payments  f rom
the  t ab les  be low .

I n v e s t m e n t  =
Expected

T a x  f r e e  p o r t i o n  o f

Number of Monthly
mon th l y  annu i t y

Payments

Fo r  annu i t y  s ta r t i ng  da tes  beg inn ing  a f t e r  December  31 ,  1997 ,  t he
table used to determine the expected number of payments depends on
whether  the payments  are based on the l i fe  o f  more than one ind iv idua l .
I n  t he  case  o f  an  annu i t y  payab le  based  on  the  l i f e  o f  on l y  one
i n d i v i d u a l , the to ta l  number  o f  expected month ly  annui ty  payments  is
based  on  t he  annu i t an t ' s  age  a t  t he  annu i t y  s ta r t i ng  da te .  The  expec ted
number  o f  paymen ts  f o r  an  annu i t y  based  on  t he  l i f e  o f  one  i nd i v i dua l  i s
s e t  f o r t h  i n  t h e  t a b l e  b e l o w .

A g e  O f  A n n u i t a n t
55 and under

56-60
61-65
66-70

71 and over

Expected
Number of Payments

360
310

In the case of  an annui ty  payable based on the l i fe  o f  more than
o n e  i n d i v i d u a l , the to ta l  number  o f  month ly  annui ty  payments  expected to
be rece ived is  based on the combined ages o f  the annui tants  a t  the
a n n u i t
t h e  t a  l eil

s t a r t i n g  d a t e .
below.

The expected number  o f  payments  is  set  for th  in

combined Ages
o f  A n n u i t a n t s

Expected

110 and under
Number of Payments

410
111-120 360
121-130 310
131-140 260

141 and over 210

The  i nves tmen t  i n  t he  con t rac t  i s  de f i ned  unde r  sec t i on  72(c)(l) o f
the code as the aggregate premiums or  o ther  cons iderat ion pa id
(  e n e r a l l y ,

9
t he  agg rega te  amoun t  o f  a f t e r - t ax  con t r i bu t i ons  made  t o  t he

P  an) , r educed  by  amoun ts  rece i ved  be fo re  t he  annu i t y  s ta r t i ng  da te  t ha t
were excluded from gross income.

36,
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Notice  98-2,  I .R.B.  1998-1,  prov ides gu idance on the changes made
by SelPA and  TRA ' 97  f o r  t he  de te rm ina t i on  o f  t he  t ax - f r ee  po r t i on  o f
a,;;;;ty payments. The not ice  prov ides that  the do l la r  amount  determined

monthiy
as  o f  t he  annu i t y  s ta r t i ng  da te ,  w i l l  be  exc luded  f r om each

change.
a n n u i t y pa ment,

For Y
even where the amount of the annuity payments

examp e, the amount to be excluded from each annuity
payment  determined at  the annui ty  s tar t ing date  remains constant ,  even
i f  t he  amoun t  o f  t he  annu i t y  paymen ts  i nc reases  due  t o  cos t  o f  l i v i ng
i nc reases , o r  dec reases  i n  t he  case  o f  a  r educed  su rv i vo r  annu i t y  a f t e r
dea th  o f  one  o f  t he  annu i t an t s .

The  no t i ce  p rov ides  t ha t  an  annu i t y  wh i ch  i s  payab le  ove r  t he  l i f e
o f  one  annu i t an t  w i t h  a  t e rm  ce r ta i n  f ea tu re  i s  an  annu i t y  based  on  t he
l i f e  o f  t h a t  i n d i v i d u a l .  S i m i l a r l y , an annui ty  which is  payable over
the  l i f e  o f  one  annu i t an t  w i t h  a  t empora ry  annu i t y  payab le  t o  t he
a n n u i t a n t ' s  c h i l d  u n t i l  t h e  c h i l d  r e a c h e s  a n  a g e
(not  more than age 25)  is  an annui t based on the

s ecified  i n  t h e  p l a n

tl
?ife o f  t h a t

i n d i v i d u a l . I f  t h e  a n n u i t y  i s paya l e to  a  pr imary annui tant  and more
than  one  su rv i vo r  annu i t an t ,  t he  comb ined  ages  o f  t he  annu i t an t s  i s  t he
sum of  the age of  the pr imary annui tant  and the youngest  surv ivor
a n n u i t a n t . I f  t he  annu i t y  i s  payab le  t o  more  t han  one  su rv i vo r
a n n u i t a n t  b u t  t h e r e  i s  n o

1
r imary annui tant ,  the combined age of  the

annu i t an t s  i s  t he  sum o f  t  e age  o f  t he  o l des t  su rv i vo r  annu i t an t  and
the  younges t  su rv i vo r  annu i t an t . I n  a d d i t i o n , any  su rv i vo r  annu i t an t
whose ent i t lement  to  payments  is  cont ingent  on an event  o ther  than the
dea th  o f  t he  p r imary  annu i t an t  i s  d i s rega rded .

The  no t i ce  a l so  p rov ides  t ha t  i f  t he  amoun t  t o  be  exc luded  f r om
each payment  is  greater  than the amount  o f  the annui ty  payment  (e .g . ,
because of  decreased surv ivor  payments) ,  then each annui ty  payment  wi l l
be  comp le te l y  exc luded  f r om g ross  i ncome  un t i l  t he  en t i r e  i nves tmen t  i s
recovered. F o r  t h o s e  d i s t r i b u t e e s  w i t h  a n n u i t y  s t a r t i n g  d a t e s  a f t e r
December 31, 1986, annuity pa ments
r e c o v e r e d  ( g e n e r a l l y ,  a f t e r  t  e.expectedx

rece i ved  a f t e r  t he  i nves tmen t  i s
number of payments has been

r e c e i v e d )  a r e  f u l l y  includable in g r o s s  i n c o m e .
cease by reason of death,

I f  annu i t y  paymen ts
a deduct ion for  the unrecovered investment  in

t h e  c o n t r a c t ,  i f  a n y , i s  a l l o w e d  o n  t h e  d i s t r i b u t e e ' s  l a s t  i n c o m e  t a x
r e t u r n .

The not ice  goes on to  prov ide that  where two or  more annui tants  are
rece iv ing payments  a t  the same t ime, each  annu i t an t  w i l l  exc lude  f r om
each  annu i t y  paymen t  a  p ro - ra ta  po r t i on  o f  t h i s  amoun t . T h i s  p r o - r a t a
po r t i on  i s  de te rm ined  acco rd ing  t o  a  r a t i o ,  t he  numera to r  o f  wh i ch  i s
t he  amoun t  o f  t he  bene f i c i a r y ' s  annu i t payment, and the denominator of
which is  the to ta l  amount  o f  the month y  annui ty  payments  to  a l lY
b e n e f i c i a r i e s .
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I s sue  1__-

annui tant  who commences re t i rement  benef i ts  on or  a f ter
,anua& 1, 1998, has only a spouse and a dependent nondisabled,
unmar r i ed  ch i l d  unde r  age  18  (age  22  i f  a  f u l l - t ime  s tuden t )  as
qua l i f y i ng  su rv i vo r s  a t  t he  t ime  o f  bene f i t  commencemen t .  The  ch i l d  i s
e n t i t l e d  o n l y  t o  a  t e m p o r a r y  a n n u i t y .

As  p rov ided  i n  No t i ce  98-2.,
annui  tant  w i th  a

an  annu i t y  payab le  ove r  t he  l i f e  o f  one

u n t i l  t h e  c h i l d
tern o r a r y

R
a n n u i t y  p a y a b l e  t o  t h e  a n n u i t a n t ’ s  c h i l d

reac es  an  age  s ecifled in  t he  p lan  (no t  g rea te r  t han
a g e  2 5 )  i s  a n  a n n u i t y  b a s e d  o n  t  e  l i f e  o f  t h a t  i n d i v i d u a l .E . In  essence,
such  a  ch i l d  i s  d i s rega rded  f o r  pu rposes  o f  de te rm in ing  t he  expec ted
number of payments. Therefore, annui tant
with a spouse and a dependent,

t he  bas i s  recove ry  f o r  a
nondisabled,  unmarr ied ch i ld  under  age 18

(a  e  22  i f  a  f u l l - t ime  s tuden t )  i s  de te rm ined  us ing  t he  Two  L i ves  Tab le ,
t a  ing i n to  accoun t  on l y  t he  comb ined  ages  o f  t he  pa r t i c i pan t  andil.
spouse.

Issue 2

A annui tant  under  the p lan who commences re t i rement  benef i ts
on  o r  a f t e r  Janua ry  1 ,  1998  has  on l y  (i) a  de  endent pa ren t  o r  a
d i sab led  ch i l d  and  ( i i )  a  dependen t , nondisab ed,7 unmar r i ed  ch i l d  unde r
a g e  1 8  ( a g e  2 2  i f  a  f u l l - t i m e  s t u d e n t )  a s  q u a l i f y i n g  s u r v i v o r s . The
n o n d i s a b l e d  c h i l d  i s  e n t i t l e d  o n l y  t o  a  t e m p o r a r y  a n n u i t y .  A s  p r o v i d e d
in  No t i ce  98-2! an  annu i t y  payab le  ove r  t he  l i f e  o f  one  annu i t an t  w i t h  a
t e m p o r a r y  a n n u i t y  p a y a b l e  t o  t h e  a n n u i t a n t ’ s  c h i l d  u n t i l  t h e  c h i l d
reaches  an  age  spec i f i ed  i n  t he  p lan  (no t  g rea te r  t han  age  25 )  i s  an
a n n u i t y  b a s e d  o n  t h e  l i f e  o f  t h a t  i n d i v i d u a l . In essence, such  a  ch i l d
is  d is regarded for  purposes of  determin ing the expected number  o f
payments. The re fo re ! t he  bas i s  r ecove ry  me thod  f o r  t ha t  annu i t an t  i s
made usi n  the Two Lives  Table ,  tak ing in to  account  on ly  the combined
ages  o f  t  e2 pa r t i c i pan t  and  t he  dependen t  pa ren t  o r  d i sab led  ch i l d .

Issue 3

annui tant under the plan that commences reti rement benefi ts
on or  Aafter  January  1 ,  1998 has as qual i fy ing surv ivors :  a  spouse
d i sab led  ch i l d  and  a  dependen t  pa ren t  ( o r  any  two  o f  t he  f o rego ing ) !  As
p rov ided  i n  No t i ce  98 -2 ,  t he  bas i s  r ecove ry  me thod  f o r  t he  annu i t an t  i s
made using the Two Lives Table, tak ing in to  account  the combined ages of
t he  pa r t i c i pan t  and  t he  younges t  su rv i vo r  annu i t an t .
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Issue 4

annui tant under the plan who commences ret irement benefi ts
o n  o r  a f t e r  Januar  1 ,  1 9 9 8 ,  h a s  a s  q u a l i f y i n g  s u r v i v o r s  o n e  o r  m o r e

%l??n~~~’  s t uden t ) !
nondisa  l e d , unmarr ied ch i ldren under  age 18 (age 22 i f  a

As s ta ted above,  dependent ,  nondisab led,  unmarr ied
c h i l d r e n  u n d e r  a g e  1 8  ( a g e  2 2  i f  a  f u l l - t i m e  s t u d e n t )  a r e  e n t i t l e d  o n l y
t o tern o r a r y  a n n u i t i e s . As prov ided in  Not ice 98-2,  an annui ty  payable
ove r t c: e 1  i fe  o f  one annui tant  wi th  a  temporary  annui ty  payable to  the
a n n u i t a n t ’ s  c h i l d  u n t i l  t h e  c h i l d  r e a c h e s  a n  a g e  s ecified  i n  t h e  p l a n
(no t  g rea te r  t han  age  25 )  i s  an  annu i t y  based  on  t  e  l i f e  o f  t ha tR
i n d i v i d u a l . I n  essence ,  such  ch i l d ren  a re  d i s rega rded  f o r  pu rposes  o f
determin ing the expected number  o f  payments .  Therefore,  the bas is
recovery  method for  the annui tant  is  made us ing the a t ta ined age of  the
annu i t an t  and  t he  s i ng le  L i f e  Tab le .

Issue 5Issue 5

In  t he  even t  t ha t  t he  bas i s  r ecove ry  me thod  f o r  aIn  t he  even t  t ha t  t he  bas i s  r ecove ry  me thod  f o r  a annui tant i sannui tant i s
determined us ing the Two L ives Table ,  Not ice  98-2 prov ides that  thedetermined us ing the Two L ives Table ,  Not ice  98-2 prov ides that  the
monthly amount excluded from income should not be recalculated upon themonthly amount excluded from income should not be recalculated upon the
death of the member annui tant.death of the member annui tant.

I ssue  6

A annui tant  whose bas is  recovery  is  determined wi th  respect  to
the Two Lives Table has, upon death, an unrecovered basis. Not ice 98-2
prov ides that  where two or  more annui tants  are  rece iv ing payments  a t  the
same time each annui tant  wi l l  exc lude f rom each annui ty  payment  a  pro-
ra ta  portjon  o f  t h i s  amoun t .
a c c o r d i n g  t o  a  r a t i o ,

Th i s  p ro - ra ta  po r t i on  i s  de te rm ined
the numerator  o f  wh ich is  the amount  o f  the

bene f i c i a ry ’ s  annu i t y  paymen t , and the denominator  o f  wh ich is  the to ta l
amoun t  o f  t he  mon th l y  annu i t y  paymen ts  t o  a l l  bene f i c i a r i es .

As we have ru led in  the above issues,  i f  a t  benef i t  commencement ,  a
member  has  a  ch i l d  age  18  o r  l ess  (age  22  o r  l ess  i f  a  f u l l - t ime

s t u d e n t ) , such  ch i l d  i s ,  in essence ,
expected number of payments.

d isregarded when determin ing the
The Two Lives Table is used to determine

the expected number of payments when, at benefi t  commencement, the
member had a spouse, dependent parent or disabled chi ld.

Fu r the rmore ,  because  a  nond i sab led ,  unmar r i ed  ch i l d  i s ,  i n  essence ,
d i s rega rded , i f  t he re  i s  an  un recove red  bas i s  a t  t he  t ime  o f  t he
member ’ s  dea th ,  t ha t  amoun t  i s  t o  be  a l l oca ted  t o  t he  su rv i vo r  bene f i t s
payable  wi th  res  ect  to  the member ’s  surv iv ing spouse,  dependent  parent
and disabled chi.T d . The amount is not prorated among any dependent,
nond i sab led ,  unmar r i ed  ch i l d ren .
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T h i s  r u l i n
?

i s  d i r e c t e d  o n l y  t o  t h e  t a x p a y e r  t h a t  r e q u e s t e d  i t .
sec t i on  6110 (k ) 3) o f  t he  code  p rov ides  t ha t  i t  may  no t  be  used  o r  c i t ed
by others  as precedent .

Th i s  rulina i s  based  on  t he  assump t i ons  t ha t  t he  de f i ned  bene f i t
p lan under  the i s  qua l i f i ed  unde r  sec t i on  401(a) o f  t he  code  and
t h a t  i t s  r e l a t e d  t r u s t  i s  t a x - e x e m p t  u n d e r  s e c t i o n  501(a)  a t  a l l  t i m e s
r e l e v a n t  t o  t h i s  r u l i n g .

S ince re l y  you rs ,


