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SUMVARY: This docunent contains final and tenporary regul ations
that provide gui dance to enployers in determ ning the present

val ue of an enployee’ s benefit under a qualified defined benefit
pensi on plan, for purposes of the applicable consent rules and
for purposes of determ ning the anount of a distribution nmade in
any formother than certain nondecreasing annuity fornms. These
regul ations are issued to reflect changes to the applicable | aw
made by the Retirenent Protection Act of 1994 (RPA '94), which is
part of the Uruguay Round Agreements Act of 1994. RPA ’'94
anended the law to change the interest rate, and to specify the
nortality table, for the purposes described above. These

regul ations affect enployers that maintain qualified defined
benefit pension plans, and participants and beneficiaries in

t hose pl ans.

DATES: Effective date: These regulations are effective April 3,

1998.
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Applicability date: These regulations apply to plan years

begi nni ng after Decenber 31, 1994, except as provided in
§1.417(e)-1(d)(8) and (9).
FOR FURTHER INFORMATION CONTACT: Linda S. F. Marshall, (202)
622-6030 (not a toll-free number).
SUPPLEMENTARY INFORMATION:
Backgr ound

This document contains amendments to the Income Tax
Regulations (26 CFR part 1) under section 417(e). Section 417(e)
was amended by the Retirement Protection Act of 1994 (RPA '94).
On April 5, 1995, temporary regulations (TD 8591) under section
417(e) were published in the Federal Register (60 FR 17216). A
notice of proposed rulemaking (EE-12-95), cross-referencing the
temporary regulations, was published in the Federal Register (60
FR 17286) on the same day. The temporary regulations provide
guidance related to the determination of the present value of an
employee's benefit under a qualified defined benefit pension plan
in accordance with the rules of section 417(e)(3). After
consideration of the public comments received regarding the
temporary and proposed regulations, the temporary regulations are
replaced and the proposed regulations are adopted as revised by
this Treasury decision.

Section 417(e)(3) sets forth rules to be used in determining
the present value of an employee's benefit under a qualified
defined benefit pension plan, for purposes of the applicable

consent rules and for purposes of determining the amount of a
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distribution. The rules of section 417(e)(3) are also rel evant
to the application of section 411(a)(11) and section 415(b).
Section 411(a)(11) provides that a participant’s benefit with a
present value that exceeds a statutory threshold can be
I medi ately distributed to a participant only wth the
participant’s consent. The |level of this statutory threshold was
changed from $3,500 to $5,000 by the Taxpayer Relief Act of 1997,
effective for plan years beginning after August 5, 1997. Under
section 411(a)(11)(B), as anended by RPA 94, the present val ue
of a participant’s benefit is calculated using the rules of
section 417(e)(3).

Section 415(b) limts the maxi num benefit that can be
provi ded under a qualified defined benefit plan. Under section
415(b)(2)(E)(ii1), as anended by RPA '94, the m ninum i nterest
rate permtted to be used for certain purposes to determ ne
compliance with the imt under section 415(b) is the applicable
interest rate as defined in section 417(e)(3). Because the rules
of section 417(e)(3) affect the application of sections
411(a)(11)(B) and 415(b)(2)(E)(ii), the guidance provi ded by
these regulations is relevant to the application of those
provi si ons.
Expl anati on of provisions

Section 417(e) restricts the ability of certain qualified
retirement plans to distribute a participant’s benefit under the
pl an wi thout the consent of the participant and, in nmany cases,

the participant’s spouse. The application of these restrictions
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I's determ ned based on the present value of the participant’s
benefit. Prior to anendnents made by RPA ' 94, section 417(e)(3)
restricted the interest rate to be used under a plan to calcul ate
the present value of a participant’s benefit, but did not inpose
any restrictions on the nortality table to be used for that
pur pose. Section 767 of RPA "94 nodified section 417(e)(3) to
provide that the present value of a participant’s benefit is not
| ess than the present value cal cul ated by using the applicable
nortality table and the applicable interest rate.

In general, comments received on the proposed and tenporary
regul ati ons were favorable. Thus, the final regulations retain
the general structure and substance of the proposed and tenporary
regul ati ons.

Applicable nortality table

The applicable nortality table under section 417(e)(3) is
defined as the table prescribed by the Secretary based on the
prevailing conm ssioners’ standard table (described in section
807(d)(5)(A)) used to determ ne reserves for group annuity
contracts issued on the date as of which present value is being
determ ned (without regard to any other subparagraph of section
807(d)(5)). Currently, the prevailing conm ssioners’ standard
table is the 1983 G oup Annuity Mortality Table. See Rev. Rul.
92-19 (1992-1 C. B. 227). These regulations retain the provision
in the tenporary regulation that the applicable nortality table
as descri bed above is to be prescribed by the Conm ssioner in

revenue rulings, notices or other guidance published in the
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Internal Revenue Bulletin. The nortality table currently
prescribed by the Comm ssioner is set forth in Rev. Rul. 95-6
(1995-1 C.B. 80), and is based on a fixed blend of 50 percent of
the male nortality rates and 50 percent of the female nortality
rates fromthe 1983 Group Annuity Mrtality Table.
Applicable interest rate

Under section 417(e)(3), the applicable interest rate is
defined as the annual rate of interest on 30-year Treasury
securities for the nonth before the date of distribution or such
other tinme as the Secretary may by regul ati ons prescribe. These
regul ations retain the rule in the tenporary regul ations that the
applicable interest rate for a nonth is the annual interest rate
on 30-year Treasury securities as specified by the Comm ssioner
for that nonth. The Conm ssioner publishes this interest rate
for each nonth by notice, after the end of the nonth. Currently,
this interest rate is the interest rate published in Federa
Reserve releases G 13 and H 15 as the average yield on 30-year
Treasury Constant Maturities for the nonth.

The interest rate on 30-year Treasury Constant Maturities
publ i shed nonthly in Federal Reserve releases G 13 and H. 15 can
al so be obtained by tel ephone fromthe Public Information
Departnment of the Federal Reserve Bank of New York at (212) 720-
6130 (not a toll-free nunber), or fromthe Federal Reserve Board
of Governors’ Internet site at
http://ww. bog. frb. fed.us/rel eases. Information regarding

subscriptions to Federal Reserve releases G 13 and H. 15 can be
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obtained fromthe Publications Departnent of the Federal Reserve
Board of Governors at (202) 452-3244 (not a toll-free nunber).
Time for determning applicable interest rate

Section 417(e)(3)(A) (ii)(I1) provides that the applicable
Interest rate for distributions made during a nonth is the annual
rate of interest on 30-year Treasury securities for the nonth
before the date of distribution or such other tinme as the
Secretary may by regul ations prescribe. As an alternative to
this nonthly change in the applicable interest rate, the
tenporary regul ations permtted selection of a plan quarter or a
plan year as a stability period during which the applicable
Interest rate remains constant, thereby permtting plans to offer
greater benefit stability than is provided by the statutory rule.
One comment at or suggest ed addi ng a cal endar year and a cal endar
quarter as additional alternative stability periods for the
applicable interest rate, and anot her suggested adding a pl an
hal f-year. The IRS and Treasury have wei ghed t he useful ness of
the additional proposed stability periods for taxpayers agai nst
the additional conplexity that would be added to the regul ation,
and have added a cal endar year and a cal endar quarter as
additional alternative stability peri ods.

These regul ations retain the rule in the tenporary
regul ations that the applicable interest rate for the stability
period may be determ ned as the 30-year Treasury rate for any one
of the five calendar nonths preceding the first day of the

stability period. Permtting this "I ookback” of up to five
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nont hs provi des added flexibility and gives plan adm nistrators
and participants nore tine to conply with applicable notice and
el ection requirenments using the actual interest rate (instead of
an estinmate).

Several comrentators suggested that regulations permt an
aver age of | ookback nonth interest rates to be used, in lieu of
the interest rate for a single | ookback nonth, to mnimze
interest rate fluctuations. These regul ations adopt this
suggestion, and permt an average interest rate based on
consecutive permtted | ookback nonths to be used for this
pur pose.

Several comrentators suggested that a plan be allowed to
provide for different applicable interest rates for each portion
of the plan that independently neets the requirenents of sections
410(b) and 401(a)(26). The IRS and Treasury have determ ned,
however, that there is insufficient basis for adopting a
definition of a "plan" that is different fromthe general
definition set forth in §1.414(1)-1(b)(1).

Exceptions fromthe requirenents of section 417(e)(3)

The temporary regulations provided an exception from the
requirements of section 417(e)(3) and 81.417(e)-1T(d) for the
amount of a distribution under a nondecreasing annuity payable
for a period not less than the life of the participant or, in the
case of a QPSA, the life of the surviving spouse. For purposes
of this exception, a nondecreasing annuity included a QJSA, a

QPSA, and an annuity that decreased merely because of the
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cessation or reduction of Social Security supplenents or
qualified disability paynents (as defined in section 411(a)(9)).
Thi s exception was identical to the exception provided under
former final regulations. Several commentators pointed out that
this exception did not cover several other types of annuity forns
of distribution that were nondecreasing during the life of the
partici pant, and suggested that the regul ati ons be changed to
provi de additional exceptions for these additional annuity forns
of distribution.

The IRS and Treasury have determned that it is appropriate
to provide additional exceptions for these benefit forns.
Accordi ngly, under the final regulations, section 417(e)(3) and
81.417(e)-1(d) do not apply to the amount of a distribution paid
in the form of an annual benefit that does not decrease during
the life of the participant, or, in the case of a QPSA, the life
of the participant's spouse; or that decreases during the life of
the participant merely because of the death of the survivor
annuitant (but only if the reduction is to a level not below 50%
of the annual benefit payable before the death of the survivor
annuitant) or merely because of the cessation or reduction of
Social Security supplements or qualified disability benefits.
Also, under Q&A-2 of Rev. Rul. 98-1 (1998-2 I.R.B. 1), the
interest rate prescribed by section 415(b)(2)(E)(ii) does not
apply to these forms of benefit.

Ef fecti ve dates
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These regul ati ons generally apply to plan years begi nning
after Decenber 31, 1994.

Under section 417(e)(3)(B) and these regul ations, the
general effective date for the RPA '94 rules is delayed for
certain plans until the first plan year that begins after
Decenber 31, 1999, unless an enployer takes earlier action. The
del ayed effective date applies to a plan adopted and in effect
bef ore Decenber 8, 1994, if the provisions of the plan in effect
on Decenber 7, 1994, nmet the requirenents of section 417(e)(3) as
in effect on Decenber 7, 1994. For such a plan, the
determ nation of whether a distribution nade before the first day
of the first plan year that begins after Decenber 31, 1999,
satisfies section 417(e) is made under the provisions of the plan
in effect on Decenber 7, 1994, if the annuity starting date for
the distribution occurs before the date a plan amendnent appl ying
both the applicable nortality table and the applicable interest
rate rul es added by RPA '94 is adopted or, if later, is nade
effective. Thus, under section 417(e)(3)(B) and these
regul ati ons, a plan that was adopted and in effect before
Decenber 8, 1994, and the provisions of which, as in effect on
Decenber 7, 1994, net the requirenents of section 417(e)(3) as in
effect on that date, cannot be anended to provide a different
met hod of cal culating the present value of a distribution under
section 417(e)(3) effective before the date a plan anendnent

appl ying both the applicable nortality table and the applicable
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interest rate rules added by RPA '94 is adopted or, if later, is
made effective.

One commentator inquired whether, where a plan is spun off
from anot her plan during the optional delayed effective date
period, both plans are required to be anmended to apply the
applicable nortality table and the applicable interest rate rules
added by RPA '94 effective on the sane date. Because these rules
apply on a plan by plan basis, the plans are not required to be
anended effective on the sane date. One other commentator
suggested that the regul ations be changed to permt a plan to
provide for different optional delayed effective dates for each
separate benefit structure that independently neets the
requi renents of section 401(a)(4). Section 417(e)(3)(B) requires
a single effective date for a plan anendnent applying the
applicable nortality table and the applicable interest rate rules
added by RPA '94. Therefore, this suggestion is inconsistent
with the statute. O course, a plan anendnent that applies the
applicable nortality table and the applicable interest rate rules
added by RPA 94 may provide for tenporary or permanent use of
interest and nortality assunptions for specified participant
groups that result in larger distributions than the m ni num
required under these RPA '94 rul es, provided that other
qualification requirenments (such as section 401(a)(4)) are
sati sfied.

These regul ations restate the rules applicable to plan years

begi nni ng before January 1, 1995, w thout substantive change.
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Those pre-1995 rules also apply to later plan years, to the
extent that the application of the RPA '94 rules is del ayed as
descri bed above.

In addition, section 767(d)(1) of RPA 94 permts an
enpl oyer to elect to accelerate the effective date of the RPA '94
rul es, and hence these regulations, in order to apply the RPA ' 94
rules to distributions with annuity starting dates occurring
after Decenber 7, 1994, in plan years beginning before January 1,
1995. An enployer that makes a plan amendnent applying the
applicable nortality table and the applicable interest rate rules
of these regulations is treated as making this election as of the
date the plan anendnent is adopted or, if later, is nmade
effective.

Rel ationship with section 411(d)(6)

Section 411(d)(6) provides that a plan does not satisfy the
requi rements of section 411 if the accrued benefit of a
participant is decreased by a plan anendnent. |[In general, a plan
anendnent that changes the interest rate or the nortality
assunptions used for purposes of determ ning the anmount of any
accrued benefit in any preexisting optional formis subject to
section 411(d)(6). Consistent with both the tenporary
regul ations and the prior final regulations, these regul ations
provide limted section 411(d)(6) relief for certain plan
anmendnents that change the tine for determ ning the applicable
I nterest rate. A plan anendnent that changes the tinme for

determ ning the applicable interest rate will not be treated as
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viol ating section 411(d)(6) if each distribution made until one
year after the later of the effective date or the adoption date
of the anmendnent is calculated using the tine for determ ning the
applicable interest rate as provided before or after the
amendnent, whi chever produces the |arger benefit. For this
purpose, all other plan provisions nust be applied as in effect
after the amendnent.

Section 767(d)(2) of RPA 94 provides that a participant’s
accrued benefit is not considered to be reduced in violation of
section 411(d)(6) nmerely because the benefit is determned in
accordance wth the applicable interest rate rules and the
applicable nortality table rules of section 417(e)(3)(A), as
anended by RPA '94. These regul ations provi de that an anendnent
replacing an interest rate used for purposes of section 417(e)(3)
qualifies for this section 411(d)(6) relief if the interest rate
repl aced is the Pension Benefit Guaranty Corporation (PBGC)
Interest rate or a rate based on the PBGC i nterest rate.

Pursuant to suggestions nmade by several commentators, these

regul ations clarify that the interest rates that may be repl aced
pursuant to this section 411(d)(6) relief include an interest
rate based on the average of the PBGC interest rates over a
specified period. In addition, pursuant to suggestions nade by
two commentators, the final regulations clarify the relationship
bet ween the various types of section 411(d)(6) relief under the
regul ati ons, and provide sone additional flexibility to enployers

in determning howto transition between the PBGC interest rate
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and the applicable interest rate and applicable nortality table,
where the transition is conbined with a change in the tine for
determning the interest rate.

One comment at or asked whet her the section 411(d)(6) relief
for plan anmendnments adopting the applicable nortality table and
the applicable interest rate rules applies with respect to
term nated vested participants. Because the section 411(d)(6)
relief provided under section 767(d)(2) of RPA 94 applies in the
same manner with respect to active and term nated partici pants,
the regul ations |ikew se do not distinguish term nated vested
participants fromother participants in this regard.

Several comrentators requested that the regul ati ons be
anmended to provide unconditional section 411(d)(6) relief for
pl an amendnents adopting the applicable interest rate and
applicable nortality table rules of RPA 94 regardl ess of changes
in the tine for determning the applicable interest rate. The
| RS and Treasury have determ ned that providing sone additional
flexibility to enployers in determning how to transition between
the PBGC interest rate and the applicable interest rate and
applicable nortality table, as discussed above, where the
transition is conbined wwth a change in the tinme for determ ning
the interest rate, strikes an appropriate bal ance between the
practical concerns of enployers and the rights of participants.

These regul ations further provide that, where a plan
provided for the use of an interest rate not based on the PBGCC

Interest rate prescribed by section 417(e)(3) as in effect before
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anendnents made by RPA 94, a plan anendnent that elimnates the
use of that interest rate and the associated nortality table may
result in a reduction of a participant’s accrued benefit, which
woul d violate the requirenents of section 411(d)(6). Two
comment at ors suggested that final regulations provide section
411(d)(6) relief for plan amendnents that elim nate the use of an
I nterest rate not based on the PBGC interest rate, for plan
anendnents that adopt the applicable interest rate and applicable
nortality table rules of RPA '94. Another commentator requested
that final regulations provide for simlar section 411(d)(6)
relief, but only for mandatory distributions that are permtted
pursuant to the rules of section 411(a)(11). The IRS and
Treasury have determ ned that section 767(d)(2) of RPA ' 94 does
not support a grant of section 411(d)(6) relief with respect to
pl an anmendnments elimnating interest rates that are not based on
the PBGC interest rate.

These regul ati ons provi de exanples of the application of
section 411(d)(6) and the special rule of section 767(d)(2) of
RPA ' 94, including an exanple illustrating the use of a phase-in
that provides for a snoother transition fromthe plan’s forner
terms to the newrules. 1In addition, these regul ati ons provide
section 411(d)(6) relief for certain plan anmendnents that
elimnate use of the applicable interest rate and the applicable
nortality table with respect to distribution forns that are newy
excepted fromthe application of section 417(e)(3) by these

regul ati ons.
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The PBGC has advised the IRS and Treasury that it has not
made any decision at this tine on whether it will continue to
cal cul ate and publish the relevant interest rates after the year
2000. Therefore, in anmending plans to conply with these
regul ati ons, enployers should not rely on the continued
determ nati on and publication of these rates by the PBGC beyond
the year 2000.
Speci al Anal yses

It has been determined that this Treasury decision is not a
significant regulatory action as defined in EO 12866. Therefore,
a regul atory assessnent is not required. It also has been
determ ned that section 553(b) of the Adm nistrative Procedure
Act (5 U.S.C. chapter 5) does not apply to these regul ations, and
because the notice of proposed rul emaki ng preceding the
regul ati ons was issued prior to March 29, 1996, the Regul atory
Flexibility Act (5 U . S.C. chapter 6) does not apply. Pursuant to
section 7805(f) of the Internal Revenue Code, the notice of
proposed rul emaki ng precedi ng these regul ati ons was submtted to
the Chief Counsel for Advocacy of the Small Business
Adm ni stration for comment on its inpact on small business.
Drafting Information

The principal author of these regulations is Linda S. F.
Marshall, O fice of the Associate Chief Counsel (Enployee
Benefits and Exenpt Organizations). However, other personnel
fromthe IRS and Treasury Departnent participated in their

devel opnent .
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Li st of Subjects in 26 CFR Part 1

I ncone taxes, Reporting and recordkeeping requirenents.
Adopti on of Anmendnents to the Regul ations

Accordingly, 26 CFR part 1 is anended as foll ows:
PART 1--1NCOVE TAXES

Paragraph 1. The authority citation for part 1 is anmended
by adding an entry in nunerical order to read as foll ows:

Authority 26 U S.C. 7805 * * *

Section 1.417(e)-1 al so issued under 26 U.S. C
417(e) () (A (ii) 1y, * = =

Par. 2. In 81.417(e)-1, paragraph (d) is revised to read as
follows:

81.417(e)-1 Restrictions and valuations of distributions from

plans subject to sections 401(a)(11) and 417.

* *k *x k%

(d) Present value requirement --(1) General rule . A defined
benefit plan must provide that the present value of any accrued
benefit and the amount (subject to sections 411(c)(3) and 415) of
any distribution, including a single sum, must not be less than
the amount calculated using the applicable interest rate
described in paragraph (d)(3) of this section (determined for the
month described in paragraph (d)(4) of this section) and the
applicable mortality table described in paragraph (d)(2) of this
section. The present value of any optional form of benefit
cannot be less than the present value of the normal retirement

benefit determined in accordance with the preceding sentence.
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The sanme rul es used for the plan under this paragraph (d) nust
al so be used to conmpute the present value of the benefit for
pur poses of determ ni ng whet her consent for a distribution is
requi red under paragraph (b) of this section.

(2) Applicable nortality table. The applicable nortality

table is the nortality table based on the prevailing

comm ssioners’ standard table (described in section 807(d)(5)(A))
used to determ ne reserves for group annuity contracts issued on
the date as of which present value is being determ ned (w thout
regard to any ot her subparagraph of section 807(d)(5)), that is
prescri bed by the Conm ssioner in revenue rulings, notices, or
ot her gui dance published in the Internal Revenue Bulletin (see
8601.601(d)(2)(i)(b _) of this chapter). The Commissioner may

prescribe rules that apply in the case of a change to the

prevailing commissioners' standard table (described in section

807(d)(5)(A)) used to determine reserves for group annuity

contracts, in revenue rulings, notices, or other guidance

published in the Internal Revenue Bulletin (see

8601.601(d)(2)(ii)(b _) of this chapter).

(3) Applicable interest rate --(i) General rule . The

applicable interest rate for a month is the annual interest rate

on 30-year Treasury securities as specified by the Commissioner
for that month in revenue rulings, notices or other guidance
published in the Internal Revenue Bulletin (see

§601.601(d)(2)(ii)(b _) of this chapter).
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(i1) Exanple. This exanple illustrates the rules of this
par agraph (d)(3):

Exanple. Plan Ais a calendar year plan. For its 1995 pl an
year, Plan A provides that the applicable nortality table is the
tabl e described in Rev. Rul. 95-6 (1995-1 C.B. 80), and that the
applicable interest rate is the annual interest rate on 30-year
Treasury securities as specified by the Conmm ssioner for the
first full calendar nonth preceding the cal endar nonth that
contains the annuity starting date. Participant Pis age 65 in
January 1995, which is the nonth that contains P's annuity
starting date. P has an accrued benefit payable nonthly of
$1,000 and has elected to receive a distribution in the formof a
single sumin January 1995. The annual interest rate on 30-year
Treasury securities as published by the Comm ssioner for Decenber
1994 is 7.87 percent. To satisfy the requirenents of section
417(e)(3) and this paragraph (d), the single sumreceived by P
may not be |less than $111, 351.

(4) Tine for determning interest rate--(i) General rule.

Except as provided in paragraph (d)(4)(iv) or (v) of this
section, the applicable interest rate to be used for a
distribution is the rate determ ned under paragraph (d)(3) of
this section for the applicable | ookback nonth. The applicable
| ookback nonth for a distribution is the |Iookback nonth (as
described in paragraph (d)(4)(iii) of this section) for the nonth
(or other longer stability period described in paragraph
(d)(4)(ii) of this section) that contains the annuity starting
date for the distribution. The tine and nethod for determ ning
the applicable interest rate for each participant’s distribution
nmust be determned in a consistent manner that is applied
uniformy to all participants in the plan.

(i1) Stability period. A plan nust specify the period for

whi ch the applicable interest rate remains constant. This
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stability period may be one cal endar nonth, one plan quarter, one
cal endar quarter, one plan year, or one cal endar year.

(ii11) Lookback nmonth. A plan nust specify the | ookback

nonth that is used to determ ne the applicable interest rate.
The | ookback nmonth nmay be the first, second, third, fourth, or
fifth full calendar nonth preceding the first day of the
stability period.

(iv) Permtted average interest rate. A plan may apply the

rul es of paragraph (d)(4)(i) of this section by substituting a
permtted average interest rate with respect to the plan's
stability period for the rate determ ned under paragraph (d)(3)
of this section for the applicable | ookback nonth for the
stability period. For this purpose, a permtted average interest
rate with respect to a stability period is an interest rate that
I's conputed by averaging the applicable interest rates determ ned
under paragraph (d)(3) of this section for two or nore
consecutive nonths fromanong the first, second, third, fourth,
and fifth cal endar nonths preceding the first day of the
stability period. For this paragraph (d)(4)(iv) to apply, a plan
must specify the manner in which the permtted average interest
rate i s comput ed.

(v) Additional determnation dates. The Conm ssioner may

prescribe, in revenue rulings, notices or other guidance
published in the Internal Revenue Bulletin (see
8601.601(d)(2)(ii)(b _)), other times that a plan may provide for

determining the applicable interest rate.
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(vi) Exanple. This exanple illustrates the rules of this
par agraph (d)(4):

Exanple. Enployer X maintains Plan A a cal endar year plan.
Enpl oyer X wi shes to anmend Plan A so that the applicable interest
rate will remain fixed for each plan quarter, and so that the
applicable interest rate for distributions made during each plan
quarter can be determ ned approxi mately 80 days before the
begi nning of the plan quarter. To conply with the provisions of
this paragraph (d)(4), Plan Ais anended to provide that the
applicable interest rate is the annual interest rate on 30-year
Treasury securities as specified by the Conmm ssioner for the
fourth calendar nonth preceding the first day of the plan quarter
during which the annuity starting date occurs.

(5) Use of alternative interest rate and nortality table.

If a plan provides for use of an interest rate or nortality table
other than the applicable interest rate or the applicable
nortality table, the plan nust provide that a participant’s
benefit nmust be at |east as great as the benefit produced by
using the applicable interest rate and the applicable nortality
table. For exanple, if a plan provides for use of an interest
rate of 7% and the UP-1984 Mortality Table (see §1.401(a)(4)-12,

Standard mortality table ) in calculating single-sum

distributions, the plan must provide that any single-sum
distribution is calculated as the greater of the single-sum
benefit calculated using 7% and the UP-1984 Mortality Table and
the single-sum benefit calculated using the applicable interest
rate and the applicable mortality table.

(6) Exceptions . This paragraph (d) (other than the
provisions relating to section 411(d)(6) requirements in
paragraph (d)(10) of this section) does not apply to the amount

of a distribution paid in the form of an annual benefit that--
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(i) Does not decrease during the Iife of the participant,
or, in the case of a QPSA the life of the participant’s spouse;
or

(ii1) Decreases during the life of the participant nerely
because of --

(A) The death of the survivor annuitant (but only if the
reduction is to a |l evel not bel ow 50% of the annual benefit
payabl e before the death of the survivor annuitant); or

(B) The cessation or reduction of Social Security
suppl ements or qualified disability benefits (as defined in
section 411(a)(9)).

(7) Defined contribution plans. Because the accrued benefit

under a defined contribution plan equals the account bal ance, a
defined contribution plan is not subject to the requirenents of
this paragraph (d), even though it is subject to section
401(a)(11).

(8) Effective date--(i) In general. This paragraph (d) is

effective for distributions with annuity starting dates in plan
years begi nning after Decenber 31, 1994.

(ii1) Optional delayed effective date of Retirenent

Protection Act of 1994 (RPA '94) (108 Stat. 5012) rules for plans

adopted and in effect before Decenber 8, 1994. For a plan

adopted and in effect before Decenber 8, 1994, the application of
the rules relating to the applicable nortality table and
applicable interest rate under paragraphs (d)(2) through (4) of

this section is delayed to the extent provided in this paragraph
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(d)(8)(ii), if the plan provisions in effect on Decenber 7, 1994,
met the requirements of section 417(e)(3) and 81.417(e)-1(d) as
in effect on December 7, 1994 (as contained in 26 CFR part 1
revised April 1, 1995). In the case of a distribution from such
a plan with an annuity starting date that precedes the optional
delayed effective date described in paragraph (d)(8)(iv) of this
section, and that precedes the first day of the first plan year
beginning after December 31, 1999, the rules of paragraph (d)(9)
of this section (which generally apply to distributions with
annuity starting dates in plan years beginning before January 1,
1995) apply in lieu of the rules of paragraphs (d)(2) through (4)
of this section. The interest rate under the rules of paragraph
(d)(9) of this section is determined under the provisions of the
plan as in effect on December 7, 1994, reflecting the interest
rate or rates published by the Pension Benefit Guaranty
Corporation (PBGC) and the provisions of the plan for determining
the date on which the interest rate is fixed. The above
described interest rate or rates published by the PBGC are those
determined by the PBGC (for the date determined under those plan
provisions) pursuant to the methodology under the regulations of
the PBGC for determining the present value of a lump sum
distribution on plan termination under 29 CFR part 2619 that were
in effect on September 1, 1993 (as contained in 29 CFR part 2619
revised July 1, 1994).

(iif) Optional accelerated effective date of RPA '94 rules

This paragraph (d) is also effective for a distribution with an
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annuity starting date after Decenber 7, 1994, during a plan year
begi nni ng before January 1, 1995, if the enployer elects, on or
before the annuity starting date, to nake the rules of this
par agraph (d) effective with respect to the plan as of the
optional accelerated effective date described in paragraph
(d)(8)(iv) of this section. An enployer is treated as neking
this election by nmaking the plan anmendnents described in
paragraph (d)(8)(iv) of this section.

(iv) Determnation of delayed or accelerated effective date

by plan anendnent adopting RPA 94 rules. The optional del ayed

effective date of paragraph (d)(8)(ii) of this section, or the
optional accelerated effective date of paragraph (d)(8)(iii) of
this section, whichever is applicable, is the date plan
anendnent s applying both the applicable nortality table of

par agraph (d)(2) of this section and the applicable interest rate
of paragraph (d)(3) of this section are adopted or, if later, are
made effective.

(9) PlLan years beginning before January 1, 1995--(i)

Interest rate. (A) For distributions nmade in plan years

begi nni ng after Decenber 31, 1986, and before January 1, 1995,
the following interest rate described in paragraph
(D)9 (I)(A (L) or (2) of this section, whichever applies, is
substituted for the applicable interest rate for purposes of this
section--

(1) The rate or rates that would be used by the PBGC for a

trusteed singl e-enployer plan to value the participant’s (or
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beneficiary’s) vested benefit (PBGC interest rate) if the present
val ue of such benefit does not exceed $25, 000; or

(2) 120 percent of the PBGC interest rate, as determned in
accordance wth paragraph (d)(9)(i)(A) (1) of this section, if
such present val ue exceeds $25,000. 1In no event shall the
present val ue determ ned by use of 120 percent of the PBCC
interest rate result in a present value |ess than $25, 000.

(B) The PBGC interest rate may be a series of interest rates
for any given date. For exanple, the PBGC interest rate for
I medi ate annuities for Novenber 1994 is 6% and the PBCC
interest rates for the deferral period for that nonth are as
follows: 5.25%for the first 7 years of the deferral period, 4%
for the followng 8 years of the deferral period, and 4% for the
remai nder of the deferral period. For Novenber 1994, 120 percent
of the PBGC interest rate is 7.2% (1.2 tines 6% for an imedi ate
annuity, 6.3% (1.2 tinmes 5.25% for the first 7 years of the
deferral period, 4.8% (1.2 tines 4% for the follow ng 8 years of
the deferral period, and 4.8% (1.2 tinmes 4% for the renai nder of
the deferral period. The PBCC interest rates are the interest
rates that woul d be used (as of the date of the distribution) by
the PBGC for purposes of determning the present val ue of that
benefit upon term nation of an insufficient trusteed single
enpl oyer plan. Except as otherw se provided by the Conm ssioner,
the PBGC interest rates are determ ned by PBGC regul ations. See

subpart B of 29 CFR part 4044 for the applicable PBGC rates.
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(i1) Tinme for determning interest rate. (A) Except as

provided in paragraph (d)(9)(ii)(B) of this section, the PBGC
interest rate or rates are determned on either the annuity
starting date or the first day of the plan year that contains the
annuity starting date. The plan nust provide which date is
appl i cabl e.

(B) The plan may provide for the use of any other tinme for
determning the PBGC interest rate or rates provided that such
time is not nore than 120 days before the annuity starting date
iIf such tinme is determned in a consistent manner and is applied
uniformy to all participants.

(© The Comm ssioner may, in revenue rulings, notices or
ot her gui dance published in the Internal Revenue Bulletin (see
8601.601(d)(2)(ii)(b _)), prescribe other times for determining the

PBGC interest rate or rates.

(iif) No applicable mortality table . In the case of a
distribution to which this paragraph (d)(9) applies, the rules of
this paragraph (d) are applied without regard to the applicable
mortality table described in paragraph (d)(2) of this section.

(10) Relationship with section 411(d)(6) --(i) In general A

plan amendment that changes the interest rate, the time for
determining the interest rate, or the mortality assumptions used
for the purposes described in paragraph (d)(1) of this section is
subject to section 411(d)(6). But see 81.411(d)-4, Q&A-
2(b)(2)(v) (regarding plan amendments relating to involuntary

distributions). In addition, a plan amendment that changes the
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interest rate or the nortality assunptions used for the purposes
described in paragraph (d)(1) of this section nerely to elimnate
use of the interest rate described in paragraph (d)(3) or
par agraph (d)(9) of this section, or the applicable nortality
table, with respect to a distribution form described in paragraph
(d)(6) of this section, for distributions with annuity starting
dates occurring after a specified date that is after the
anendnent is adopted, does not violate the requirenents of
section 411(d)(6) if the anendnent is adopted on or before the
| ast day of the last plan year ending before January 1, 2000.

(ii) Section 411(d)(6) relief for change in tinme for

determning interest rate. Notw thstanding the general rule of

paragraph (d)(10)(i) of this section, if a plan anendnent changes
the tine for determning the applicable interest rate (including
an indirect change as a result of a change in plan year), the
anmendnent will not be treated as reducing accrued benefits in
viol ation of section 411(d)(6) nerely on account of this change
If the conditions of this paragraph (d)(10)(ii) are satisfied.

If the plan amendnent is effective on or after the adoption date,
any distribution for which the annuity starting date occurs in

t he one-year period comencing at the tinme the anendnent is
effective nust be determined using the interest rate provided
under the plan determned at either the date for determ ning the
interest rate before the anmendnent or the date for determ ning
the interest rate after the anendnent, whichever results in the

| arger distribution. |If the plan anmendnent is adopted
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retroactively (that is, the amendnent is effective prior to the
adoption date), the plan nust use the interest rate determ nation
date resulting in the larger distribution for the period
beginning with the effective date and endi ng one year after the

adopti on date.

(iii) Section 411(d)(6) relief for plan anendnents pursuant

to changes to section 417 nmade by RPA '94 providing for statutory

interest rate determ nation date. Notw thstanding the general

rul e of paragraph (d)(10)(i) of this section, except as provided
I n paragraph (d)(10)(vi)(B) of this section, a participant’s
accrued benefit is not considered to be reduced in violation of
section 411(d)(6) nerely because of a plan amendnent that changes
any interest rate or nortality assunption used to calculate the
present value of a participant’s benefit under the plan, if the
followi ng conditions are satisfied--

(A) The anendnent replaces the PBGC interest rate (or an
interest rate or rates based on the PBGC interest rate) as the
I nterest rate used under the plan in determ ning the present
value of a participant’s benefit under this paragraph (d); and

(B) After the anmendnment is effective, the present value of a
participant’s benefit under the plan cannot be | ess than the
anount cal cul ated using the applicable nortality table and the
applicable interest rate for the first full cal endar nonth
precedi ng the cal endar nonth that contains the annuity starting

dat e.
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(iv) Section 411(d)(6) relief for plan amendnents pursuant

to changes to section 417 nmade by RPA ' 94 providing for prior

determ nation date or up to two nonths earlier. Notw thstanding

the general rule of paragraph (d)(10)(i) of this section, except
as provided in paragraph (d)(10)(vi)(B) of this section, a
participant’s accrued benefit is not considered to be reduced in
viol ation of section 411(d)(6) nerely because of a plan anmendnent
that changes any interest rate or nortality assunption used to
calculate the present value of a participant’s benefit under the
plan, if the follow ng conditions are satisfied--

(A) The anendnent replaces the PBGC interest rate (or an
interest rate or rates based on the PBGC interest rate) as the
Interest rate used under the plan in determ ning the present
value of a participant’s benefit under this paragraph (d); and

(B) After the anmendnment is effective, the present value of a
participant’s benefit under the plan cannot be | ess than the
anount cal cul ated using the applicable nortality table and the
applicable interest rate, but only if the applicable interest
rate is the annual interest rate on 30-year Treasury securities
for the cal endar nonth that contains the date as of which the
PBGC interest rate (or an interest rate or rates based on the
PBGC interest rate) was determ ned i medi ately before the
anendnent, or for one of the two cal endar nonths i medi ately
precedi ng such nont h.

(v) Section 411(d)(6) relief for plan amendnents pursuant to

changes to section 417 nmade by RPA ' 94 providing for other
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interest rate determ nation date. Notw thstanding the general

rul e of paragraph (d)(10)(i) of this section, except as provided
I n paragraph (d)(10)(vi)(B) of this section, a participant’s
accrued benefit is not considered to be reduced in violation of
section 411(d)(6) nmerely because of a plan amendnent that changes
any interest rate or nortality assunption used to calculate the
present value of a participant’s benefit under the plan, if the
followi ng conditions are satisfied--

(A) The anendnent replaces the PBGC interest rate (or an
interest rate or rates based on the PBGC interest rate) as the
Interest rate used under the plan in determ ning the present
value of a participant’s benefit under this paragraph (d);

(B) After the anmendnment is effective, the present value of a
participant’s benefit under the plan cannot be | ess than the
anount cal cul ated using the applicable nortality table and the
applicable interest rate; and

(© The plan anendnent satisfies either the condition of
par agraph (d)(10)(ii) of this section (determ ned using the
Interest rate provided under the terns of the plan after the
effective date of the anendnent) or the special early transition
interest rate rule of paragraph (d)(10)(vi)(C of this section.

(vi) Special rules--(A) Provision of tenporary additional

benefits. A plan anendnent described in paragraph (d)(10)(iii),
(itv), or (v) of this section is not considered to reduce a
participant’s accrued benefit in violation of section 411(d)(6)

even if the plan amendnent provides for tenporary additional
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benefits to accommobdate a nore gradual transition fromthe plan’s
old interest rate to the new rules.

(B) Replacenent of non-PBGC interest rate. The section

411(d)(6) relief provided in paragraphs (d)(10)(iii) through (v)
of this section does not apply to a plan anmendnent that replaces
an interest rate other than the PBGC interest rate (or an
interest rate or rates based on the PBGC interest rate) as an

I nterest rate used under the plan in determ ning the present
value of a participant’s benefit under this paragraph (d). Thus,
the accrued benefit determ ned using that interest rate and the
associated nortality table is protected under section 411(d)(6).
For purposes of this paragraph (d), an interest rate is based on
the PBGC interest rate if the interest rate is defined as a
specified percentage of the PBGC interest rate, the PBGC interest
rate mnus a specified nunber of basis points, or an average of
such interest rates over a specified period.

(C) Special early transition interest rate rule for

par agraph (d)(10)(v). A plan anmendnent satisfies the special

rule of this paragraph (d)(10)(vi)(C if any distribution for
which the annuity starting date occurs in the one-year period
commencing at the tinme the plan amendnent is effective is
det erm ned usi ng whichever of the followng two interest rates
results in the larger distribution--

(1) The interest rate as provided under the terns of the
plan after the effective date of the amendnent, but determ ned at

a date that is either one nonth or two nonths (as specified in
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the plan) before the date for determning the interest rate used
under the terns of the plan before the anendnent; or

(2) The interest rate as provided under the terns of the
plan after the effective date of the amendnent, determ ned at the
date for determining the interest rate after the anendnent.

(vii) Exanples. The provisions of this paragraph (d)(10)
are illustrated by the foll ow ng exanpl es:

Exanple 1. On Decenber 31, 1994, Plan A provided that al
singl e-sum di stributions were to be cal cul ated using the UP-1984
Mortality Table and 100% of the PBGC interest rate for the date
of distribution. On January 4, 1995, and effective on February
1, 1995, Plan A was anmended to provide that all single-sum
distributions are cal culated using the applicable nortality table
and the annual interest rate on 30-year Treasury securities for
the first full cal endar nonth precedi ng the cal endar nonth that
contains the annuity starting date. Pursuant to paragraph
(d)(210)(iii) of this section, this anmendnment of Plan A is not
considered to reduce the accrued benefit of any participant in
viol ation of section 411(d)(6).

Exanple 2. On Decenber 31, 1994, Plan B provided that al
singl e-sum di stributions were to be cal cul ated using the UP-1984
Mortality Table and an interest rate equal to the | esser of 100%
of the PBGC interest rate for the date of distribution, or 6%

On January 4, 1995, and effective on February 1, 1995, Plan B was
anended to provide that all single-sumdistributions are

cal cul ated using the applicable nortality table and the annual
interest rate on 30-year Treasury securities for the second ful
cal endar nonth precedi ng the cal endar nonth that contains the
annuity starting date. Pursuant to paragraph (d)(10)(iv) of this
section, this anmendnent of Plan B is not considered to reduce the
accrued benefit of any participant in violation of section

411(d) (6) nerely because of the replacenent of the PBGC interest
rate. However, under paragraph (d)(10)(vi)(B) of this section,
the section 411(d)(6) relief provided in paragraphs (d)(210)(iii)
through (v) of this section does not apply to a plan amendnent
that replaces an interest rate other than the PBGC interest rate
(or a rate based on the PBGC interest rate). Therefore, pursuant
to paragraph (d)(10)(vi)(B) of this section, to satisfy the

requi renents of section 411(d)(6), the plan nust provide that the
singl e-sum di stribution payable to any partici pant nust be no

| ess than the single-sumdistribution calculated using the UP-
1984 Mortality Table and an interest rate of 6% based on the
participant’s benefits under the plan accrued through January 31,



- 32 -

1995, and based on the participant’s age at the annuity starting
dat e.

Exanple 3. On Decenber 31, 1994, Plan C, a cal endar year
pl an, provided that all single sumdistributions were to be
cal cul ated using the UP-1984 Mortality Table and an interest rate
equal to the PBGC interest rate for January 1 of the plan year
On March 1, 1995, and effective on July 1, 1995, Plan C was
anended to provide that all single-sumdistributions are
cal cul ated using the applicable nortality table and the annual
interest rate on 30-year Treasury securities for August of the
year before the plan year that contains the annuity starting
date. The plan anendnent provides that each distribution with an
annuity starting date after June 30, 1995, and before July 1,
1996, is calculated using the 30-year Treasury rate for August of
the year before the plan year that contains the annuity starting
date, or the 30-year Treasury rate for January of the plan year
that contains the annuity starting date, whichever produces the
| arger benefit. Pursuant to paragraph (d)(10)(v) of this
section, the amendnent of Plan Cis not considered to have
reduced the accrued benefit of any participant in violation of
section 411(d)(6).

Exanple 4. (a) Enployer X nmaintains Plan D, a cal endar year
plan. As of Decenber 7, 1994, Plan D provided for single-sum
distributions to be calculated using the PBGC interest rate as of
the annuity starting date for distributions not greater than
$25, 000, and 120% of that interest rate (but not an interest rate
produci ng a present value | ess than $25,000) for distributions
over $25,000. Enployer X wishes to delay the effective date of
the RPA "94 rules for a year, and to provide for an extended
transition fromthe use of the PBGC interest rate to the new
applicable interest rate under section 417(e)(3). On Decenber 1,
1995, and effective on January 1, 1996, Enpl oyer X anends Plan D
to provide that single-sumdistributions are determ ned as the
sum of - -

(i) The single-sumdistribution cal cul ated based on the
applicable nortality table and the annual interest rate on 30-
year Treasury securities for the first full cal endar nonth
precedi ng the cal endar nonth that contains the annuity starting
date; and

(ii) Atransition anount.

(b) The anmendnent provides that the transition amount for
distributions in the years 1996-99 is a transition percentage of
t he excess, if any, of the anmpbunt that the single-sum
di stribution woul d have been under the plan provisions in effect
prior to this amendnent over the anount of the single sum
described in paragraph (a)(i) of this Exanple 4. The transition
percentages are 80% for 1996, decreasing to 60% for 1997, 40%for
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1998 and 20% for 1999. The anendnent al so provides that the
transition amount is zero for plan years beginning on or after

t he year 2000. Pursuant to paragraphs (d)(10)(iii) and (vi)(A)
of this section, the anendnent of Plan D is not considered to
have reduced the accrued benefit of any participant in violation
of section 411(d)(6).

Exanple 5. On Decenber 31, 1994, Plan E, a cal endar year
pl an, provided that all single sumdistributions were to be
cal cul ated using the UP-1984 Mortality Table and an interest rate
equal to the PBGC interest rate for January 1 of the plan year
On March 1, 1995, and effective on July 1, 1995, Plan E was
anended to provide that all single-sumdistributions are
cal cul ated using the applicable nortality table and the annual
interest rate on 30-year Treasury securities for August of the
year before the plan year that contains the annuity starting
date. The plan anendnent provides that each distribution with an
annuity starting date after June 30, 1995, and before July 1,
1996, is calculated using the 30-year Treasury rate for August of
the year before the plan year that contains the annuity starting
date, or the 30-year Treasury rate for Novenber of the plan year
precedi ng the plan year that contains the annuity starting date,
whi chever produces the |arger benefit. Pursuant to paragraphs
(d)(10)(v) and (vi)(C of this section, the anendnent of Plan E
I's not considered to have reduced the accrued benefit of any
participant in violation of section 411(d)(6).

Par. 3. In 81.417(e)-1T, paragraph (d) is revised to read
as follows:

81.417(e)-1T Restrictions and valuations of distributions from

plans subject to sections 401(a)(11) and 417. (Temporary)

* k k k%

(d) For rules regarding the present value of a
participant's accrued benefit and related matters, see 81.417(e)-
1(d).
Michael P. Dolan
Deputy Commissioner of Internal Revenue
Approved: March 30, 1998
Donald C. Lubick

Assistant Secretary of the Treasury



