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		Abstract

		Qualified longevity annuity contracts (QLACs) allow a retiree to defer an annuity starting date until he or she is as old as age 85, without violating required minimum distribution rules. The IRS designed QLACs to alleviate some of the risk that a retiree would outlive his or her retirement benefits. That risk is particularly acute for retirement plans and IRAs that do not normally pay life annuities.    

Since required minimum distributions for such plans and arrangements depend on both the retireeâ€™s age and his or her account balance, it is quite possible a retiree will prematurely deplete or greatly reduce the funds in his or her plan or IRA. A retiree may receive more minimum distributions over a longer period than anticipated because he or she lives longer than expected. Or the plan or IRA may suffer unexpected equity market losses or other plan losses that reduce the account balance.    

Of course, a retiree might hedge the risk of depleting the funds in a plan or IRA by having the plan or IRA use some of its initial account balance to purchase a deferred annuity. The deferred annuity could provide that it would start payments when the retiree reaches a specified advanced age (e.g., age 85).    

Unfortunately, though, for the year the annuity starts and for all prior years the retiree must normally include the actuarial value of the deferred annuity in his or her account balance.  Thus, early minimum distributions based on this inflated account balance would generally be larger than desired. As a consequence, the retiree would often find it necessary to start deferred annuity payments earlier than planned, just to continue to satisfy ongoing minimum distribution requirements. Fortunately, QLACs offer a solution to this problem.    

This article explains the requirements and limitations of QLACs, and discusses the corresponding planning pitfalls and opportunities. 
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