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for purposes of satisfying the minimum
contribution or benefit requirement of
section 416(c)(2)?

A. Elective contributions on behalf of
key employees are taken into account
in determining the minimum required
contribution under section 416(c)(2).
However, elective contributions on be-
half of employees other than key em-
ployees may not be treated as em-
ployer contributions for purposes of
the minimum contribution or benefit
requirement of section 416. See section
401(k)(4)(C) and the regulations there-
under. This Question and Answer is ef-
fective for plan years beginning after
December 31, 1988.

[T.D. 7997, 49 FR 50646, Dec. 31, 1984, as
amended by T.D. 8357, 56 FR 40550, Aug. 15,
1991; T.D. 9319, 72 FR 16929, Apr. 5, 2007]

§1.417(a)(3)-1 Required explanation of
qualified joint and survivor annuity
and qualified preretirement sur-
vivor annuity.

(a) Written explanation requirement—
(1) General rule. A plan meets the sur-
vivor annuity requirements of section
401(a)(11) only if the plan meets the re-
quirements of section 417(a)(3) and this
section regarding the written expla-
nation required to be provided a partic-
ipant with respect to a QJSA or a
QPSA. A written explanation required
to be provided to a participant with re-
spect to either a QJSA or a QPSA
under section 417(a)(3) and this section
is referred to in this section as a sec-
tion 417(a)(3) explanation. See §1.401(a)-
20, Q&A-37, for exceptions to the writ-
ten explanation requirement in the
case of a fully subsidized QPSA or
QJSA, and §1.401(a)-20, Q&A-38, for the
definition of a fully subsidized QPSA or
QJSA.

(2) Time for providing section 417(a)(3)
explanation—@{1) QJSA explanation. See
§1.417(e)-1(b)(3)(ii) for rules governing
the timing of the QJSA explanation.

(i1) QPSA explanation. See §1.401(a)-
20, Q&A-35, for rules governing the
timing of the QPSA explanation.

(3) Required method for providing sec-
tion 417(a)(3) explanation. A section
417(a)(3) explanation must be a written
explanation. First class mail to the
last known address of the participant
is an acceptable delivery method for a
section 417(a)(3) explanation. Likewise,
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hand delivery is acceptable. However,
the posting of the explanation is not
considered provision of the section
417(a)(3) explanation. But see §1.401(a)—
21 of this chapter for rules permitting
the use of electronic media to provide
applicable notices to recipients with
respect to retirement plans.

4) Understandability. A  section
417(a)(3) explanation must be written in
a manner calculated to be understood
by the average participant.

(b) Required content of section 417(a)(3)
explanation—(1) Content of QPSA expla-
nation. The QPSA explanation must
contain a general description of the
QPSA, the circumstances under which
it will be paid if elected, the avail-
ability of the election of the QPSA,
and, except as provided in paragraph
(d)(3) of this section, a description of
the financial effect of the election of
the QPSA on the participant’s benefits
(i.e., an estimate of the reduction to
the participant’s estimated normal re-
tirement benefit that would result
from an election of the QPSA).

(2) Content of QJSA explanation. The
QJSA explanation must satisfy either
paragraph (c) or paragraph (d) of this
section. Under paragraph (c) of this
section, the QJSA explanation must
contain certain specific information re-
lating to the benefits available under
the plan to the particular participant.
Alternatively, under paragraph (d) of
this section, the QJSA explanation can
contain generally applicable informa-
tion in lieu of specific participant in-
formation, provided that the partici-
pant has the right to request addi-
tional information regarding the par-
ticipant’s benefits under the plan.

(c) Participant-specific information re-
quired to be provided—(1) In general. A
QJSA explanation satisfies this para-
graph (c) if it provides the following in-
formation with respect to each of the
optional forms of benefit presently
available to the participant (i.e., op-
tional forms of benefit for which the
QJSA explanation applies that have an
annuity starting date after the pro-
viding of the QJSA explanation and op-
tional forms of benefit with retroactive
annuity starting dates that are avail-
able with payments commencing at
that same time)—
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(i) A description of the optional form
of benefit;

(ii) A description of the eligibility
conditions for the optional form of ben-
efit;

(iii) A description of the financial ef-
fect of electing the optional form of
benefit (i.e., the amounts and timing of
payments to the participant under the
form of benefit during the participant’s
lifetime, and the amounts and timing
of payments after the death of the par-
ticipant);

(iv) In the case of a defined benefit
plan, a description of the relative value
of the optional form of benefit com-
pared to the value of the QJSA, in the
manner described in paragraph (c)(2) of
this section; and

(v) A description of any other mate-
rial features of the optional form of
benefit.

(2) Requirement for numerical compari-
son of relative values—(1) In general. The
description of the relative value of an
optional form of benefit compared to
the value of the QJSA under paragraph
(c)(1)(iv) of this section must be ex-
pressed to the participant in a manner
that provides a meaningful comparison
of the relative economic values of the
two forms of benefit without the par-
ticipant having to make calculations
using interest or mortality assump-
tions. Thus, in performing the calcula-
tions necessary to make this compari-
son, the benefits under one or both op-
tional forms of benefit must be con-
verted, taking into account the time
value of money and life expectancies,
so that the values of both optional
forms of benefit are expressed in the
same form. For example, such a com-
parison may be expressed to the partic-
ipant using any of the following tech-
niques—

(A) Expressing the actuarial present
value of the optional form of benefit as
a percentage or factor of the actuarial
present value of the QJSA;

(B) Stating the amount of the annu-
ity that is the actuarial equivalent of
the optional form of benefit and that is
payable at the same time and under
the same conditions as the QJSA; or

(C) Stating the actuarial present
value of both the optional form of ben-
efit and the QJSA.

26 CFR Ch. | (4-1-13 Edition)

(ii) Use of one form for both married
and unmarried individuals—(A) In gen-
eral. Under the rules of this paragraph
(c)(2)(ii), in lieu of providing different
QJSA explanations for married and un-
married individuals, the plan may pro-
vide a QJSA explanation to an indi-
vidual that does not vary based on the
participant’s marital status. Except as
specifically provided in this section,
any reference in this section to com-
paring the relative value of an optional
form of benefit to the value of the
QJSA may be satisfied using the sub-
stitution permitted under paragraph
(c)(2)(ii)(B) or (C) of this section.

(B) Substitution of single life annuity
for married individual. For a married
participant, in lieu of comparing the
value of each optional form of benefit
presently available to the participant
to the value of the QJSA, the plan can
compare the value of each optional
form of benefit (including the QJSA) to
the value of a QJSA for an unmarried
participant (i.e., a single life annuity),
but only if that same single life annu-
ity is available to that married partici-
pant.

(C) Substitution of joint and survivor
annuity for unmarried individual. For an
unmarried participant, in lieu of com-
paring the value of each optional form
of benefit presently available to the
participant to the value of the QJSA
for that individual (which is a single
life annuity), the plan can compare the
value of each optional form of benefit
(including the single life annuity) to
the value of the joint and survivor an-
nuity that is the QJSA for a married
participant, but only if that same joint
and survivor annuity is available to
that unmarried participant.

(iii)  Simplified presentations per-
mitted—(A) Grouping of certain optional
forms. Two or more optional forms of
benefit that have approximately the
same value may be grouped for pur-
poses of a required numerical compari-
son described in this paragraph (c)(2).
For this purpose, two or more optional
forms of benefit have approximately
the same value if none of those op-
tional forms of benefit vary in relative
value in comparison to the value of the
QJSA by more than 5 percentage points
when the relative value comparison is
made by expressing the actuarial
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present value of each of those optional
forms of benefit as a percentage of the
actuarial present value of the QJSA.
For such a group of optional forms of
benefit, the requirement relating to
disclosing the relative value of each
optional form of benefit compared to
the value of the QJSA can be satisfied
by disclosing the relative value of any
one of the optional forms in the group
compared to the value of the QJSA,
and disclosing that the other optional
forms of benefit in the group are of ap-
proximately the same value. If a sin-
gle-sum distribution is included in such
a group of optional forms of benefit,
the single-sum distribution must be
the distribution form that is used for
purposes of this comparison.

(B) Representative relative value for
grouped optional forms. If, in accordance
with paragraph (c¢)(2)(iii)(A) of this sec-
tion, two or more optional forms of
benefits are grouped, the relative val-
ues for all of the optional forms of ben-
efit in the group can be stated using a
representative relative value as the ap-
proximate relative value for the entire
group. For this purpose, a representa-
tive relative value is any relative value
that is not less than the relative value
of the member of the group of optional
forms of benefit with the lowest rel-
ative value and is not greater than the
relative value of the member of that
group with the highest relative value
when measured on a consistent basis.
For example, if three grouped optional
forms have relative values of 87.5 per-
cent, 89 percent, and 91 percent of the
value of the QJSA, all three optional
forms can be treated as having a rel-
ative value of approximately 90 percent
of the value of the QJSA. As required
under paragraph (c)(2)(iii)(A) of this
section, if a single-sum distribution is
included in the group of optional forms
of benefit, the 90 percent relative fac-
tor of the value of the QJSA must be
disclosed as the approximate relative
value of the single sum, and the other
forms can be described as having the
same approximate value as the single
sum.

(C) Special rule for optional forms of
benefit that are close in value to the
®RJSA. The relative value of all optional
forms of benefit that have an actuarial
present value that is at least 95% of
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the actuarial present value of the
QJSA and no greater than 105% of the
actuarial present value of the QJSA is
permitted to be described by stating
that those optional forms of benefit are
approximately equal in value to the
QJSA, or that all of those forms of ben-
efit and the QJSA are approximately
equal in value.

(iv) Actuarial assumptions used to de-
termine relative values. For the purpose
of providing a numerical comparison of
the value of an optional form of benefit
to the value of the immediately com-
mencing QJSA under this paragraph
(c)(2), the following rules apply—

(A) If an optional form of benefit is
subject to the requirements of section
417(e)(3) and §1.417(e)-1(d), any com-
parison of the value of the optional
form of benefit to the value of the
QJSA must be made using the applica-
ble mortality table and the applicable
interest rate as defined in §1.417(e)-
1(d)(2) and (3) (or, at the option of the
plan, another reasonable interest rate
and reasonable mortality table used
under the plan to calculate the amount
payable under the optional form of ben-
efit); and

(B) All other optional forms of ben-
efit payable to the participant must be
compared with the QJSA using a single
set of interest and mortality assump-
tions that are reasonable and that are
applied uniformly with respect to all
such optional forms payable to the par-
ticipant (regardless of whether those
assumptions are actually used under
the plan for purposes of determining
benefit payments). For this purpose,
the reasonableness of interest and mor-
tality assumptions is determined with-
out regard to the circumstances of the
individual participant. In addition, the
applicable mortality table and the ap-
plicable interest rate as defined in
§1.417(e)-1(d)(2) and (3) are considered
reasonable actuarial assumptions for
this purpose and thus are permitted
(but not required) to be used.

(V) Required disclosure of assumptions—
(A) Ezxplanation of concept of relative
value. The notice must provide an ex-
planation of the concept of relative
value, communicating that the relative
value comparison is intended to allow
the participant to compare the total
value of distributions paid in different
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forms, that the relative value compari-
son is made by converting the value of
the optional forms of benefit presently
available to a common form (such as
the QJSA or a single-sum distribution),
and that this conversion uses interest
and life expectancy assumptions. The
explanation of relative value must in-
clude a general statement that all com-
parisons provided are based on average
life expectancies, and that the relative
value of payments ultimately made
under an annuity optional form of ben-
efit will depend on actual longevity.

(B) Disclosure of assumptions. A re-
quired numerical comparison of the
value of the optional form of benefit to
the value of the QJSA under this para-
graph (c¢)(2) is required to include a dis-
closure of the interest rate that is used
to develop the comparison. If all op-
tional forms of benefit are permitted to
be grouped under paragraph
(c)(2)(iii)(A) of this section, then the
requirement of this paragraph
(©)(2)(v)(B) does not apply for any op-
tional form of benefit not subject to
the requirements of section 417(e)(3)
and §1.417(e)-1(d)(3).

(C) Offer to provide actuarial assump-
tions. If the plan does not disclose the
actuarial assumptions used to cal-
culate the numerical comparison re-
quired under paragraph (c)(2) of this
section, then, the notice must be ac-
companied by a statement that in-
cludes an offer to provide, upon the
participant’s request, the actuarial as-
sumptions used to calculate the rel-
ative value of optional forms of benefit
under the plan.

(3) Permitted estimates of financial ef-
fect and relative value—(i) General rule.
For purposes of providing a description
of the financial effect of the distribu-
tion forms available to a participant as
required under paragraph (c)(1)(iii) of
this section, and for purposes of pro-
viding a description of the relative
value of an optional form of benefit
compared to the value of the QJSA for
a participant as required under para-
graph (c)(1)(iv) of this section, the plan
is permitted to provide reasonable esti-
mates (e.g., estimates based on data as
of an earlier date than the annuity
starting date, a reasonable assumption
for the age of the participant’s spouse,
or, in the case of a defined contribution
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plan, reasonable estimates of amounts
that would be payable under a pur-
chased annuity contract), including
reasonable estimates of the applicable
interest rate under section 417(e)(3).

(i1) Right to more precise calculation. If
a QJSA notice uses a reasonable esti-
mate under paragraph (c)(3)(i) of this
section, the QJSA explanation must
identify the estimate and explain that
the plan will, upon the request of the
participant, provide a more precise cal-
culation and the plan must provide the
participant with a more precise cal-
culation if so requested. Thus, for ex-
ample, if a plan provides an estimate of
the amount of the QJSA that is based
on a reasonable assumption concerning
the age of the participant’s spouse, the
participant can request a calculation
that takes into account the actual age
of the spouse, as provided by the par-
ticipant.

(iii) Revision of prior information. If a
more precise calculation described in
paragraph (c)(3)(ii) of this section ma-
terially changes the relative value of
an optional form compared to the value
of the QJSA, the revised relative value
of that optional form must be dis-
closed, regardless of whether the finan-
cial effect of selecting the optional
form is affected by the more precise
calculation. For example, if a partici-
pant provides a plan with the age of
the participant’s spouse and that infor-
mation materially changes the relative
value of an optional form of benefit
(such as a single sum) compared to the
value of the QJSA, then the revised rel-
ative value of the optional form of ben-
efit and the value of the QJSA must be
disclosed, regardless of whether the
amount of the payment under that op-
tional form of benefit is affected by the
more precise calculation.

(4) Special rules for disclosure of finan-
cial effect for defined contribution plans.
For a written explanation provided by
a defined contribution plan, a descrip-
tion of financial effect required by
paragraph (c)(1)(iii) of this section with
respect to an annuity form of benefit
must include a statement that the an-
nuity will be provided by purchasing an
annuity contract from an insurance
company with the participant’s ac-
count balance under the plan. If the de-
scription of the financial effect of the
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optional form of benefit is provided
using estimates rather than by assur-
ing that an insurer is able to provide
the amount disclosed to the partici-
pant, the written explanation must
also disclose this fact.

(5) Simplified presentations of financial
effect and relative value to enhance clar-
ity for participants—(i) In general. This
paragraph (c)(b) permits certain sim-
plified presentations of financial effect
and relative value of optional forms of
benefit to permit more useful presen-
tations of information to be provided
to participants in certain cases in
which a plan offers a range of optional
forms of benefit. Paragraph (c)(5)(ii) of
this section permits simplified presen-
tations of financial effect and relative
value for a plan that offers a signifi-
cant number of substantially similar
optional forms of benefit. Paragraph
(c)(5)(iii) of this section permits sim-
plified presentations of financial effect
and relative value for a plan that per-
mits the participant to make separate
benefit elections with respect to parts
of a benefit.

(ii) Disclosure for plans offering a Sig-
nificant number of substantially similar
optional forms of benefit—(A) In general.
If a plan offers a significant number of
substantially similar optional forms of
benefit within the meaning of para-
graph (c)(5)(ii)(B) of this section and
disclosing the financial effect and rel-
ative value of each such optional form
of benefit would provide a level of de-
tail that could be overwhelming rather
than helpful to participants, then the
financial effect and relative value of
those optional forms of benefit can be
disclosed by disclosing the relative
value and financial effect of a rep-
resentative range of examples of those
optional forms of benefit as described
in paragraph (c¢)(5)(ii)(C) of this section
if the requirements of paragraph
(c)(5)(ii)(D) of this section (relating to
additional information available upon
request) are satisfied.

(B) Substantially similar optional forms
of benefit. For purposes of this para-
graph (c)(5)(ii), optional forms of ben-
efit are substantially similar if those
optional forms of benefit are identical
except for a particular feature or fea-
tures (with associated adjustment fac-
tors) and the feature or features vary
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linearly. For example, if a plan offers
joint and survivor annuity options
with survivor payments available in
every whole number percentage be-
tween 50% and 100%, those joint and
survivor annuity options are substan-
tially similar optional forms of benefit.
Similarly, if a participant is entitled
under the plan to receive a particular
form of benefit with an annuity start-
ing date that is the first day of any
month beginning three years before
commencement of a distribution and
ending on the date of commencement
of the distribution, those forms of ben-
efit are substantially similar optional
forms of benefit.

(C) Representative range of examples. A
range of examples with respect to sub-
stantially similar optional forms of
benefit as permitted under this para-
graph (c)(b) is representative only if it
includes examples illustrating the fi-
nancial effect and relative value of the
optional forms of benefit that reflect
each varying feature at both extremes
of its linear range, plus at least one ex-
ample illustrating the financial effect
and relative value of the optional
forms of benefit that reflects each
varying feature at an intermediate
point. However, if one intermediate ex-
ample is insufficient to illustrate the
pattern of variation in relative value
with respect to a varying feature, ex-
amples sufficient to illustrate such
pattern must be provided. Thus, for ex-
ample, if a plan offers joint and sur-
vivor annuity options with survivor
payments available in every whole
number percentage between 50% and
100%, and if all such optional forms of
benefit would be permitted to be dis-
closed as approximately equal in value
as described in paragraph (c¢)(5)(ii)(B) of
this section, the plan could satisfy the
requirement to disclose the financial
effect and relative value of a represent-
ative range of examples of those op-
tional forms of benefit by disclosing
the financial effect and relative value
with respect to the joint and 50% sur-
vivor annuity, the joint and 75% sur-
vivor annuity, and the joint and 100%
survivor annuity.

(D) Requirement to provide information
with respect to other optional forms of
benefit upon request. If a QJSA expla-
nation discloses the financial effect
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and relative value of substantially
similar optional forms of benefit by
disclosing the financial effect and rel-
ative value of a representative range of
examples in accordance with this para-
graph (c)(5)(ii), the QJSA explanation
must explain that the plan will, upon
the request of the participant, disclose
the financial effect and relative value
of any particular optional form of ben-
efit from among the substantially
similar optional forms of benefit and
the plan must provide the participant
with the financial effect and relative
value of any such optional form of ben-
efit if the participant so requests.

(iii) Separate presentations permitted
for elections that apply to parts of a ben-
efit. If the plan permits the participant
to make separate benefit elections
with respect to two or more portions of
the participant’s benefit, the descrip-
tion of the financial effect and relative
values of optional forms of benefit can
be made separately for each such por-
tion of the benefit, rather than for each
optional form of benefit (i.e., each com-
bination of possible elections).

(d) Substitution of generally applicable
information for participant information in
the section 417(a)(3) explanation—(1)
Forms of benefit available. In lieu of pro-
viding the information required under
paragraphs (¢)(1)(i) through (v) of this
section for each optional form of ben-
efit presently available to the partici-
pant as described in paragraph (c) of
this section, the QJSA explanation
may contain the information required
under paragraphs (c)(1)(i) through (v) of
this section for the QJSA and each
other optional form of benefit gen-
erally available under the plan, along
with a reference to where a participant
may readily obtain the information re-
quired under paragraphs (c)(1)()
through (v) of this section for any
other optional forms of benefit that are
presently available to the participant.

(2) Financial effect and comparison of
relative values—(i) General rule. In lieu
of providing a statement of the finan-
cial effect of electing an optional form
of benefit as required under paragraph
(c)(1)(iii) of this section, or a compari-
son of relative values as required under
paragraph (c)(1)(iv) of this section,
based on the actual age and benefit of
the participant, the QJSA explanation
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is permitted to include a chart (or
other comparable device) showing the
financial effect and relative value of
optional forms of benefit in a series of
examples specifying the amount of the
optional form of benefit payable to a
hypothetical participant at a rep-
resentative range of ages and the com-
parison of relative values at those
same representative ages. Each exam-
ple in this chart must show the finan-
cial effect of electing the optional form
of benefit pursuant to the rules of para-
graph (c)(1)(iii) of this section, and a
comparison of the relative value of the
optional form of benefit to the value of
the QJSA pursuant to the rules of para-
graph (c)(2) of this section, using rea-
sonable assumptions for the age of the
hypothetical participant’s spouse and
any other variables that affect the fi-
nancial effect, or relative value, of the
optional form of benefit. The require-
ment to show the financial effect of
electing an optional form can be satis-
fied through the use of other methods
(e.g., expressing the amount of the op-
tional form as a percentage or a factor
of the amount payable under the nor-
mal form of benefit), provided that the
method provides sufficient information
so that a participant can determine the
amount of benefits payable in the op-
tional form. The chart (or other com-
parable device) must be accompanied
by the disclosures described in para-
graph (c¢)(2)(v) of this section explain-
ing the concept of relative value and
disclosing certain interest assump-
tions. In addition, the chart (or other
comparable device) must be accom-
panied by a general statement describ-
ing the effect of significant variations
between the assumed ages or other
variables on the financial effect of
electing the optional form of benefit
and the comparison of the relative
value of the optional form of benefit to
the value of the QJSA.

(i1) Actual benefit must be disclosed.
The generalized notice described in
this paragraph (d)(2) will satisfy the re-
quirements of paragraph (b)(2) of this
section only if the notice includes ei-
ther the amount payable to the partici-
pant under the normal form of benefit
or the amount payable to the partici-
pant under the normal form of benefit
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adjusted for immediate commence-
ment. For this purpose, the normal
form of benefit is the form under which
payments due to the participant under
the plan are expressed under the plan,
prior to adjustments for form of ben-
efit. For example, assuming that a
plan’s benefit accrual formula is ex-
pressed as a straight life annuity, the
generalized notice must provide the
amount of either the straight life an-
nuity commencing at normal retire-
ment age or the straight life annuity
commencing immediately. Reasonable
estimates of the type described in para-
graph (c)(3)(i) of this section may be
used to determine the amount payable
to the participant under the normal
form of benefit for purposes of this
paragraph (d)(2)(ii) if the requirements
of paragraphs (¢)(3)(ii) and (iii) of this
section are satisfied with respect to
those estimates.

(iii) Ability to request additional infor-
mation. The generalized notice de-
scribed in this paragraph (d)(2) must be
accompanied by a statement that in-
cludes an offer to provide, upon the
participant’s request, a statement of fi-
nancial effect and a comparison of rel-
ative values that is specific to the par-
ticipant for any presently available op-
tional form of benefit, and a descrip-
tion of how a participant may obtain
this additional information.

(3) Financial effect of QPSA election. In
lieu of providing a specific description
of the financial effect of the QPSA
election, the QPSA explanation may
provide a general description of the fi-
nancial effect of the election. Thus, for
example, the description can be in the
form of a chart showing the reduction
to a hypothetical participant’s normal
retirement benefit at a representative
range of participant ages as a result of
the QPSA election (using a reasonable
assumption for the age of the hypo-
thetical participant’s spouse relative
to the age of the hypothetical partici-
pant). In addition, this chart must be
accompanied by a statement that in-
cludes an offer to provide, upon the
participant’s request, an estimate of
the reduction to the participant’s esti-
mated normal retirement benefit, and
a description of how a participant may
obtain this additional information.
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(4) Additional information required to
be furnished at the participant’s request—
The generalized notice described in
paragraph (d)(2) of this section must be
accompanied by a statement that in-
cludes an offer to provide, upon the
participant’s request, information de-
scribed in this paragraph (d)(4)(i) and
(ii), and a description of how a partici-
pant may obtain this additional infor-
mation.

(1) Explanation of QJSA. If, as per-
mitted under paragraphs (d)(1) and (2)
of this section, the content of a QJSA
explanation does not include all the
items described in paragraph (c) of this
section, then, upon a participant’s re-
quest for any of the information re-

quired under paragraphs (c)(H)@)
through (v) of this section for one or
more presently available optional

forms (including a request for all op-
tional forms presently available to the
participant), the plan must furnish the
information required under paragraphs
(¢)(1)(i) through (v) of this section with
respect to those optional forms. Thus,
with respect to those optional forms of
benefit, the participant must receive a
QJSA explanation specific to the par-
ticipant that is based on the partici-
pant’s actual age and benefit. In addi-
tion, the plan must comply with para-
graph (c¢)(3)(iii) of this section. Fur-
ther, if as permitted under paragraph
(©)2)(v)(B) of this section, the plan
does not disclose the actuarial assump-
tions used to calculate the numerical
comparison required under paragraph
(c)(2) of this section, then, upon re-
quest, the plan must provide the actu-
arial assumptions used to calculate the
relative value of optional forms of ben-
efit under the plan.

(i1) Explanation of @PSA. If, as per-
mitted under paragraph (d)(3) of this
section, the content of a QPSA expla-
nation does not include all the items
described in paragraph (b)(1) of this
section, then, upon a participant’s re-
quest, the plan must furnish an esti-
mate of the reduction to the partici-
pant’s estimated normal retirement
benefit that would result from a QPSA
election.
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(5) Use of participant-specific informa-
tion in generaliced notice. A QJSA expla-
nation does not fail to satisfy the re-
quirements of this paragraph (d) mere-
ly because it contains an item of par-
ticipant-specific information in place
of the corresponding generally applica-
ble information.

(e) Examples. The following examples
illustrate the application of this sec-
tion. Solely for purposes of these exam-
ples, the applicable interest rate that
applies to any distribution that is sub-
ject to the rules of section 417(e)(3) is
assumed to be 52% percent, and the ap-
plicable mortality table under section
417(e)(3) and §1.417(e)-1(d)(2) is assumed
to be the table that applies as of Janu-
ary 1, 2003. In addition, solely for pur-
poses of these examples, assume that a
plan which determines actuarial
equivalence using 6 percent interest
and the applicable mortality table
under section 417(e)(3) and §1.417(e)-
1(d)(2) that applies as of January 1,
1995, is using reasonable actuarial as-
sumptions. The examples are as fol-
lows:

Example 1. (i) Participant M participates in
Plan A, a qualified defined benefit plan.
Under Plan A, the QJSA is a joint and 100
percent survivor annuity, which is actuari-
ally equivalent to the single life annuity de-
termined using 6 percent interest and the
section 417(e)(3) applicable mortality table
that applies as of January 1, 1995. On October
1, 2004, M will terminate employment at age
55. When M terminates employment, M will
be eligible to elect an unreduced early retire-
ment benefit, payable as either a single life
annuity or the QJSA. M will also be eligible
to elect a single-sum distribution equal to
the actuarial present value of the single life
annuity payable at normal retirement age
(age 65), determined using the applicable
mortality table and the applicable interest
rate under section 417(e)(3).

(ii) Consistent with paragraph (c) of this
section, Participant M is provided with a
QJSA explanation that describes the single
life annuity, the QJSA, and single-sum dis-
tribution options under the plan, and any
eligibility conditions associated with these
options. Participant M is married when the
explanation is provided. The explanation in-
dicates that, if Participant M commenced
benefits at age 55 and had a spouse age 55,
the monthly benefit under an immediately
commencing single life annuity is $3,000, the
monthly benefit under the QJSA is esti-
mated to be 89.96 percent of the monthly
benefit under the immediately commencing
single life annuity or $2,699, and the single
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sum is estimated to be 74.7645 times the
monthly benefit under the immediately com-
mencing single life annuity or $224,293.

(iii) The QJSA explanation indicates that
the single life annuity and the QJSA are of
approximately the same value, but that the
single-sum option is equivalent in value to a
monthly benefit under the QJSA of $1,215.
(This amount is 45 percent of the value of the
QJSA at age 55 ($1,215 divided by 89.96 per-
cent of $3,000 equals 45 percent).) The expla-
nation states that the relative value com-
parison converts the value of the single life
annuity and the single-sum options to the
value of each if paid in the form of the QJSA
and that this conversion uses interest and
life expectancy assumptions. The expla-
nation specifies that the calculations relat-
ing to the single-sum distribution were pre-
pared using 5.5 percent interest and average
life expectancy, that the other calculations
were prepared using a 6 percent interest rate
and that the relative value of actual annuity
payments for an individual can vary depend-
ing on how long the individual and spouse
live. The explanation notes that the calcula-
tion of the QJSA assumed that the spouse
was age 55, that the amount of the QJSA will
depend on the actual age of the spouse (for
example, annuity payments will be signifi-
cantly lower if the spouse is significantly
younger than the participant), and that the
amount of the single-sum payment will de-
pend on the interest rates that apply when
the participant actually takes a distribution.
The explanation also includes an offer to
provide a more precise calculation to the
participant taking into account the spouse’s
actual age.

(iv) In accordance with paragraph (c)(3)(ii)
of this section, Participant M requests a
more precise calculation of the financial ef-
fect of choosing a QJSA taking into account
that Participant M’s spouse is 50 years of
age. Using the actual age of Participant M’s
spouse, Plan A determines that the monthly
payments under the QJSA are 87.62 percent
of the monthly payments under the single
life annuity, or $2,628.60 per month, and pro-
vides this information to M. Plan A is not re-
quired to provide an updated calculation of
the relative value of the single sum because
the value of single sum continues to be 45
percent of the value of the QJSA.

Example 2. (i) The facts are the same as in
Example 1, except that the comparison of the
relative values of optional forms of benefit
to the value of the QJSA is not expressed as
a percentage of the actuarial present value
of the QJSA, but instead is expressed by dis-
closing the actuarial present values of the
optional forms and the QJSA. In addition,
the Plan uses the applicable interest rate
and the applicable mortality table under sec-
tion 417(e)(3) for all comparison purposes.

(ii) Accordingly, the QJSA explanation in-
dicates that the QJSA has an actuarial
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present value of $498,089, while the single-
sum payment has an actuarial present value
of $224,293 (i.e. the amount of the single sum
is $224,293) and that the single life annuity is
approximately equal in value to the QJSA.
The explanation states that the relative
value comparison converts the value of sin-
gle life annuity and the QJSA into an
amount payable in the form of the single-
sum option (even though a single-sum dis-
tribution in that amount is not available
under the plan) and that this conversion uses
interest and life expectancy assumptions.
The explanation specifies that the calcula-
tions were prepared using 5.5 percent inter-
est and average life expectancy, and that the
relative value of actual annuity payments
for an individual can vary depending on how
long the individual and spouse live. The ex-
planation notes that the calculation of the
QJSA assumed that the spouse was age 55,
that the amount of the QJSA will depend on
the actual age of the spouse (for example, an-
nuity payments will be significantly lower if
the spouse is significantly younger than the
participant), and that the amount of the sin-
gle-sum payment will depend on the interest
rates that apply when the participant actu-

§1.417(a)(3)-1

ally takes a distribution. The explanation
also includes an offer to provide a more pre-
cise calculation to the participant taking
into account the spouse’s actual age.

Example 3. (i) The facts are the same as in
Example 1, except that, in lieu of providing
information specific to Participant M in the
QJSA notice as set forth in paragraph (c) of
this section, Plan A satisfies the QJSA ex-
planation requirement in accordance with
paragraph (d)(2) of this section by providing
M with a statement that M’s monthly ben-
efit under an immediately commencing sin-
gle life annuity (which is the normal form of
benefit under Plan A, adjusted for immediate
commencement) is $3,000, along with the fol-
lowing chart. The chart shows the financial
effect of electing each optional form of ben-
efit for a hypothetical participant with a
$1,000 benefit and a spouse who is the same
age as the participant. Instead of showing
the relative value of these optional forms of
benefit compared to the value of the QJSA,
the chart shows the relative value of these
optional forms of benefit compared to the
value of the single life annuity. Separate
charts are provided for ages 55, 60, and 65 as
follows:

AGE 55 COMMENCEMENT

Optional form

Amount of distribution per $1,000 of
immediate single life annuity

Relative value

Life ANNUItY ..o $1,000 per month
QJSA (Joint and 100 percent survivor an-

nuity). vivor annuity).
LUMP SUM oot $74,764 ..o

................................. n/a.
$900 per month ($900 per month for sur-

Approximately the same value as the
Life Annuity.

Approximately 45 percent of the value of
the Life Annuity.

AGE 60 COMMENCEMENT

Optional form

Amount of distribution per $1,000 of
immediate single life annuity

Relative value

Life Annuity ... $1,000 per month ... n/a.
QJSA (Joint an $878 per month ($878 p Approximately the same value as the
nuity). vivor annuity). Life Annuity.
LUMP SUM oo $99,792 o Approximately 66 percent of the value of
the Life Annuity.
AGE 65 COMMENCEMENT
. Amount of distribution per $1,000 of N
Optional form immediate single life annuity Relative value
Life ANNUILY oo $1,000 per month ........ceeeeeeeeerenererirenees n/a.
QJSA (Joint and 100 percent survivor an- | $852 per month ($852 per month for sur- | Approximately the same value as the
nuity). vivor annuity). Life Annuity.
Lump SUM ..o $135,759 ot Approximately the same value as the
Life Annuity.

(ii) In accordance with paragraph (d)(4)(i)
of this section, when Participant M requests
specific information regarding the amounts
payable under the QJSA, the joint and 100
percent survivor annuity, and the single-sum

distribution and provides the age of M’s
spouse, Plan A determines that M’s QJSA is
$2,628.60 per month and the single-sum dis-
tribution is $224,293. The actuarial present
value of the QJSA (determined using the 5.5
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percent interest and the section 417(e)(3) ap-
plicable mortality table) is $498,896 and the
actuarial present value of the single life an-
nuity is $497,876. Accordingly, the specific in-
formation discloses that the single-sum dis-
tribution has a value that is 45 percent of the
value of the single life annuity available to
M on October 1, 2004. In accordance with
paragraph (c)(2)(iii)(C) of this section, the
QJSA notice provides that the QJSA is of ap-
proximately the same value as the single life
annuity.

Example 4. (i) The facts are the same as in
Example 1, except that under Plan A, the sin-
gle-sum distribution is determined as the ac-
tuarial present value of the immediately
commencing single life annuity. In addition,
Plan A provides a joint and 75 percent sur-
vivor annuity that is reduced from the single
life annuity and that is the QJSA under Plan
A. For purposes of determining the amount
of the QJSA, if the participant is married
the reduction is only half of the reduction
that would normally apply under the actu-
arial assumptions specified in Plan A for de-
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termining actuarial equivalence of optional
forms.

(ii) In lieu of providing information spe-
cific to Participant M in the QJSA notice as
set forth in paragraph (c) of this section,
Plan A satisfies the QJSA explanation re-
quirement in accordance with paragraph
(d)(2) of this section by providing M with a
statement that M’s monthly benefit under
an immediately commencing single life an-
nuity (which is the normal form of benefit
under Plan A, adjusted for immediate com-
mencement) is $3,000, along with the fol-
lowing chart showing the financial effect and
the relative value of the optional forms of
benefit compared to the QJSA for a hypo-
thetical participant with a $1,000 benefit and
a spouse who is three years younger than the
participant. For each optional form gen-
erally available under the plan, the chart
shows the financial effect and the relative
value, using the grouping rules of paragraph
(c)(2)(iii) of this section. Separate charts are
provided for ages 55, 60, and 65, as follows:

AGE 55 COMMENCEMENT

Optional form

Amount of distribution per $1,000 of
immediate single life annuity

Relative value

Life Annuity ...

QJSA (joint and 75 percent survivor an-
nuity for a participant who is married).
Joint and 100 percent survivor annuity ....

Lump sum ..

$1,000 per month ...

$956 per month ($717 per month for sur-
vivor annuity).

$886 per month ($886 per month for sur-
vivor annuity).

$165,959 ..

Approximately the same value as the
QJSA.
n/a.

Approximately the same value as the

Approximately the same value as the
QJSA.

AGE 60 COMMENCEMENT

Optional form

Amount of distribution per $1,000 of
immediate single life annuity

Relative value

Life ANNUItY ...ooooiiiiieccee
QJSA (joint and 75 percent survivor an-
nuity for a participant who is married).
Joint and 100 percent survivor annuity ....

$1,000 per MONtN .......ccoveeeiermerreeereiriieene

$945 per month ($709 per month for sur-
vivor annuity).

$859 per month ($859 per month for sur-
vivor annuity).

Approximately 94 percent of the value of
the QJSA.
n/a.

Approximately 94 percent of the value of
the QJSA.

LUMP SUM .o $151,691 oo Approximately the same value as the
QJSA.
AGE 65 COMMENCEMENT
" Amount of distribution per $1,000 of .
Optional form immediate single life annuity Relative value
Life ANNUItY ...oooooviiiiicc $1,000 per month ........cccevevereecenerereeeenees Approximately 93 percent of the value of

QJSA (joint and 75 percent survivor an-
nuity for a participant who is married).
Joint and 100 percent survivor annuity ....

$932 per month ($699 per month for sur-
vivor annuity).

$828 per month ($828 per month for sur-
vivor annuity).

$135,759

the QJSA.
n/a.

Approximately 93 percent of the value of
the QJSA.

Approximately 93 percent of the value of
the QJSA.
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(iii) The chart disclosing the financial ef-
fect and relative value of the optional forms
specifies that the calculations were prepared
assuming that the spouse is three years
younger than the participant, that the cal-
culations relating to the single-sum distribu-
tion were prepared using 5.5 percent interest
and average life expectancy, that the other
calculations were prepared using a 6 percent
interest rate, and that the relative value of
actual payments for an individual can vary
depending on how long the individual and
spouse live. The explanation states that the
relative value comparison converts the sin-
gle life annuity, the joint and 100 percent
survivor annuity, and the single-sum options
to value of each if paid in the form of the
QJSA and that this conversion uses interest
and life expectancy assumptions. The expla-
nation notes that the calculation of the
QJSA depends on the actual age of the
spouse (for example, annuity payments will
be significantly lower if the spouse is signifi-
cantly younger than the participant), and
that the amount of the single-sum payment
will depend on the interest rates that apply
when the participant actually takes a dis-
tribution. The explanation also includes an
offer to provide a calculation specific to the
participant upon request, and an offer to pro-
vide mortality tables used in preparing cal-
culations upon request.

(iv) In accordance with paragraph (d)(4)(i)
of this section, Participant M requests spe-
cific information regarding the amounts
payable under the QJSA, the joint and 100
percent survivor annuity, and the single
sum.

(v) Based on the information about the age
of Participant M’s spouse, Plan A determines
that M’s QJSA is $2,856.30 per month, the
joint and 100 percent survivor annuity is
$2,628.60 per month, and the single sum is
$497,876. The actuarial present value of the
QJSA (determined using the 5.5 percent in-
terest and the section 417(e)(3) applicable
mortality table, the actuarial assumptions
required under section 417) is $525,091. Ac-
cordingly, the value of the single-sum dis-
tribution available to M on October 1, 2004, is
94.8 percent of the actuarial present value of
the QJSA. In addition, the actuarial present
value of the life annuity and the 100 percent
joint and survivor annuity are 95.0 percent of
the actuarial present value of the QJSA.

(vi) Plan A provides M with a QJSA expla-
nation that incorporates these more precise
calculations of the financial effect and rel-
ative value of the optional forms for which M
requested information.

(f) Effective date—(1) General effective
date for QJSA explanations—(i) In gen-
eral. Except as otherwise provided in
this paragraph (f), this section applies
to a QJSA explanation with respect to

§1.417(a)(3)-1

any distribution with an annuity start-
ing date that is on or after February 1,
2006.

(i1) Reasonable, good faith transition
rule. Except with respect to any por-
tion of a QJSA explanation that is sub-
ject to the earlier effective date rule of
paragraph (f)(2) of this section, a rea-
sonable, good faith effort to comply
with these regulations will be deemed
to satisfy the requirements of these
regulations for QJSA explanations pro-
vided before January 1, 2007, with re-
spect to distributions with annuity
starting dates that are on or after Feb-
ruary 1, 2006. For this purpose, a rea-
sonable, good faith effort to comply
with these regulations includes sub-
stantial compliance with §1.417(a)(3)-1
as it appeared in 26 CFR part 1 revised
April 1, 2004.

(2) Special effective date for certain
QRJSA explanations—(i) Application to
QRJSA explanations with respect to certain
optional forms that are less valuable than
the ®QJSA. This section also applies to a
QJSA explanation with respect to any
distribution with an annuity starting
date that is on or after October 1, 2004,
and before February 1, 2006, if the actu-
arial present value of any optional
form of benefit that is subject to the
requirements of section 417(e)(3) is less
than the actuarial present value (as de-
termined under §1.417(e)-1(d)) of the
QJSA. For purposes of this paragraph
(£)(2)(1), the actuarial present value of
an optional form is treated as not less
than the actuarial present value of the
QJSA if—

(A) Using the applicable interest rate
and applicable mortality table under
§1.417(e)-1(d)(2) and (3), the actuarial
present value of that optional form is
not less than the actuarial present
value of the QJSA for an unmarried
participant; and

(B) Using reasonable actuarial as-
sumptions, the actuarial present value
of the QJSA for an unmarried partici-
pant is not less than the actuarial
present value of the QJSA for a mar-
ried participant.

(ii) Requirement to disclose differences
in value for certain optional forms. A
QJSA explanation with respect to any
distribution with an annuity starting
date that is on or after October 1, 2004,
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and before February 1, 2006, is only re-
quired to be provided under this sec-
tion with respect to—

(A) An optional form of benefit that
is subject to the requirements of sec-
tion 417(e)(3) and that has an actuarial
present value that is less than the ac-
tuarial present value of the QJSA (as
described in paragraph (f)(2)(i) of this
section); and

(B) The QJSA (determined without
application of paragraph (c)(2)(ii) of
this section).

(iii) Application to QJSA explanations
with respect to optional forms that are ap-
proximately equal in value to the QJSA.
Paragraph (¢)(2)(iii)(C) of this section,
relating to disclosures of optional
forms of benefit that are permitted to
be described as approximately equal in
value to the QJSA, is not applicable to
a QJSA explanation provided before
January 1, 2007. However, §1.417(a)(3)-
1(c)(2)(ii)(C), as it appeared in 26 CFR
part 1 revised April 1, 2004, applies to a
QJSA explanation with respect to any
distribution with an annuity starting
date that is on or after October 1, 2004,
and that is provided before January 1,
2007.

(3) Annuity starting date. For purposes
of paragraphs (f)(1) and (2) of this sec-
tion, in the case of a retroactive annu-
ity starting date under section
417(a)(7), as described in §1.417(e)-
1(b)(3)(vi), the date of commencement
of the actual payments based on the
retroactive annuity starting date is
substituted for the annuity starting
date.

(4) Effective date for QPSA expla-
nations. This section applies to any
QPSA explanation provided on or after
July 1, 2004.

[T.D. 9099, 68 FR 70144, Dec. 17, 2003, as
amended by T.D. 9256, 71 FR 14802, Mar. 24,
2006; 71 FR 26688, May 8, 2006; T.D. 9294, 71 FR
61888, Oct. 20, 2006]

§1.417(e)-1 Restrictions and valu-
ations of distributions from plans
subject to sections 401(a)(11) and
417.

(a) Scope—(1) In general. A plan does
not satisfy the requirements of sec-
tions 401(a)(11) and 417 unless it satis-
fies the consent requirements, the de-
termination of present value require-
ments and the other requirements set
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forth in this section. See section
401(a)(11) and §1.401(a)-20 for other
rules regarding the survivor annuity
requirements.

(2) Additional requirements. See
§1.411(a)-11 for other rules applicable to
the consent requirements.

(38) Accrued benefit. The definition of
“‘accrued benefit” in §1.411(a)-11 ap-
plies when that term is used in this
section.

(b) Consent, etc. requirements—(1) Gen-
eral rule. Generally plans may not com-
mence the distribution of any portion
of a participant’s accrued benefit in
any form unless the applicable consent
requirements are satisfied. No consent
of the participant or spouse is needed
for distribution of a QJSA or QPSA
after the benefit is no longer imme-
diately distributable (after the partici-
pant attains (or would have attained if
not dead) the later of normal retire-
ment age (as defined in section
411(a)(8)) or age 62). No consent of the
spouse is needed for distribution of a
QJSA at any time. After the partici-
pant’s death, a benefit may be paid to
a nonspouse beneficiary without the
beneficiary’s consent. A distribution
cannot be made at any time in a form
other than a QJSA unless such QJSA
has been waived by the participant and
such waiver has been consented to by
the spouse. A QJSA is an annuity that
commences immediately. Thus, for ex-
ample, a plan may not offer a partici-
pant separating from service at age 45
a choice only between a single sum dis-
tribution at separation of service and a
joint and survivor annuity that satis-
fies all the requirements of a QJSA ex-
cept that it commences at normal re-
tirement age rather than immediately.
To satisfy this section, the plan must
also offer a QJSA (i.e., an annuity that
satisfies all the requirements for a
QJSA including the requirement that
it commences immediately).

(2) Consent. (i) Written consent of the
participant and, if the participant is
married at the annuity starting date
and the benefit is to be paid in a form
other than a QJSA, the participant’s
spouse (or, if either the participant or
the spouse has died, the survivor) is re-
quired before the commencement of
the distribution of any part of an ac-
crued benefit if the present value of the
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