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 Substantially Equal Periodic Payments 
 
  On May 11, 2004, the Tax Exempt & Governmental Entities division of the 
Internal Revenue Service issued a favorable private letter ruling1 on substantially equal periodic 
payments pursuant to IRC §72(t)(2)(A)(iv). This is an early release of the ruling contents. The 
ruling was successfully obtained by The Marble Group, Ltd. (this author’s firm) on behalf of its 
client. This ruling is significant in three respects. In summary: 
 
 (1) It is the 1st ruling on this subject since the issuance of Revenue Ruling 2002-62, 

some 19 months ago.  
 
 (2) It redefines the concept of who constitutes the “submitting taxpayer”. 
 
 (3) It re-approves or re-affirms the use of “annual recalculation” of periodic 

payments. 
 
  
  Being 1st unto itself is immaterial. However, the 1st ruling is always the most 
difficult. This ruling request was originally submitted in September, 2003. Further, it is the 
author’s understanding that there are several other private letter ruling requests within the IRS 
dealing with substantially the same theoretical issues of (3) above. Thus, although taxpayers may 
not rely upon another taxpayer’s ruling, it is possible to likely that we will see additional rulings 
within the next 60 to 120 days that similarly rule favorably on the concept of “annual 
recalculation”.  
 
  In this case, both Mr. and Mrs. X had IRAs of substantial size and both wished to 
commence substantially equal periodic payments; each independently electing to or not electing 
to perform annual recalculation as part of that process. The Service originally ruled that Mr. X 
and Mrs. X were separate taxpayers (even though they are married and file jointly) resulting in 
two user fees being required for two private letter rulings. Using the fee reconsideration 
procedure2 this author convinced the IRS that Mr. & Mrs. X were, in fact, one taxpayer and were 
therefore entitled to a single private letter ruling for a single fee; however, that the ruling would 
be independently applicable to both. User fees for 2004 are $625 and $2,570 for taxpayer’s with 
total income under or over $200,000, respectively. Future ruling request submitters should keep 
this in mind when planning their submissions. 
 
  Third, and most important, the Service approved annual recalculation. Annual 
recalculation has had a checkered past dating back to 1989, shortly after the issuance of Notice 
                                                 

 1As indicated, this ruling was issued yesterday. As a result, most search 
services will not pick this up for several weeks or months until formally published 
under the Freedom of Information Act. 

 2See Revenue Procedure 2004-8; Section 11. 



89-25. During the next decade, approximately ten rulings were issued on this subject with mixed 
results; particularly with respect to which of the variables (IRA balance, life expectancy and 
interest rate assumption) were recalculated; e.g. updated and how they were to be done. In the 
Summer of 2000, the Service issued an information letter on this subject defining how they 
believed annual recalculation should be performed: 
 

  The implication of the above was obvious. If a taxpayer wants to perform annual 
recalculation then he must recalculate all three variables in the amortization or annuitization 
method as of the same day each year in order to arrive at that year’s annual distribution amount. 
There is an important abstraction here. The sum of the individual rulings plus the Information 
Letter effectively said that it is NOT the actual payments which must remain substantially equal; 
instead, that is permissible for the methodology used to remain identical and allow the payments 
to “fall where they may” based upon the updated data used in the methodology. 
 
  Thus, annual recalculation used in conjunction with the amortization or 
annuitization methods remained a viable planning opportunity until January 1, 2003; the first 
mandatory effective date of Revenue Ruling 2002-62. This ruling reiterated much of Notice 89-
25 as well as ventured into new areas not germane to this private letter ruling. However, Revenue 
Ruling 2002-62 was replete with the use of the word “fixed”. Furthermore, the operative 
language for very explicit: 

 
  Thus, virtually all practitioners focused on the words of “fixed” and “determined 

“If payments are recalculated each year using the [amortization or annuitization] method, 
then payments would be recalculated in the same manner, using the account balance as of 
the same day each year, the applicable life expectancy (or life expectancies), and the same 
interest rate “standard” in effect for the same period of the year, which must provide an 
interest rate that does not exceed a reasonable interest rate on the date payments 
commence.” 
 
      IRS Information Letter, circa 2000 

(b) The fixed amortization method. The annual payment for each year is determined by 
amortizing in level amounts the account balance over a specified number of years 
determined using the chosen life expectancy table and the chosen interest rate. Under this 
method, the account balance, the number from the chosen life expectancy table and the 
resulting annual payment are determined once for the fist distribution year and the 
annual payment is the same amount in each succeeding year. 
 
      Revenue Ruling 2002-62, 2.01(b) 
     



once” and immediately came to the conclusion that “annual recalculation” was no longer 
permissible. Nineteen months later, annual recalculation is back. Whether one would like to 
consider it a 4th and distinct method or simply a sub-method election of the amortization method 
is immaterial. The operative language contained within the ruling is: 

 
 
  In summary, annual recalculation has been conceptually re-approved in 
substantially the same form as originally defined the IRS Information Letter of 2000; e.g. pick a 
method, pick a date; update all three variables (amount, life expectancy & interest rate); 
recalculate and distribute that new amount. Wait one year and do it again for every year until the 
later of five years or the taxpayer attaining age 59 ½ . 
 
 
 
 
 
        

Mr. X is N years old. Mrs. X is Q years old. The taxpayers each maintain an IRA with M, and 
both are contemplating the commencement of payments from their respective IRAs in a series 
of substantially equal periodic payments. The proposed annual distribution amount will be 
determined each year by amortizing the respective IRA account balances as of December 31st 
over the respective taxpayer’s life expectancy using 120% of the federal mid-term rate as of 
December 31. Mr. & Mrs. X’s respective life expectancy will be determined using the single 
life table contained in IRC Reg. §1.401(a)(9)-9, Q&A-1. Mr. & Mrs. X propose to use the 
amortization method on an annually recalculated basis. 
 
For example, Mr. X will recalculate the annual distribution for each succeeding year based 
on the account balance of his IRA as of December 31st of the prior year, determine his life 
expectancy as of his age in each distribution year using the single life table..., and 120% of 
the federal mid-term rate as of December 31st of the prior year. Mr X. Proposes to perform 
the above recalculation each and every December 31st going forward through 20XX. 
 
[A paragraph identical to the above appeared next for Mrs. X] 
 
In this case, Mr. & Mrs. X propose to determine the annual payments from their IRAs using 
the fixed amortization method as described in revenue Ruling 2002-62, except that rather 
than making a fixed annual payment, Mr. X and Mrs. X propose to recalculate the amount of 
the annual payment from their respective IRAs each year. 
 
Accordingly, the proposed method of determining periodic payments results in a substantially 
equal periodic payments within the meaning of IRC §72(t)92)(A)(iv) and such payments will 
not be subject to the additional tax of §72(t) unless the requirements of §72(t)(4) are not met. 
 



Regards, 
 
 
       William J. Stecker, CPA 
       The Marble Group, Ltd. 
       30671 Bearcat Trail 
       Conifer, Colorado 80433 
       (303) 816-2543 (phone) 
       (303) 200-9269 (fax) 
 
 
P.S.  Additional information about this topic appears in my book, A Practical Guide To 
Substantially Equal Periodic Payments and Internal Revenue Code §72(t), which can be 
purchased online at http://store.yahoo.com/benefitslink/pracguidtosu.html 




