
FULLY-INSURED DEFINED BENEFIT PENSION 
PLANS ALSO REFERRED TO AS 412(e)(3) PLANS 

  

What is a fully-insured defined benefit pension plan or 412(e)(3)? 
  
A fully-insured defined benefit pension plan or 412(e)(3), referred to in IRS regulations as an 
"insurance contract plan", or a fully-insured plan under IRC section 412(e)(3).  
 
It is the only defined benefit plan that is exempt from the minimum funding requirements of 
Section 412 of the internal revenue code. This type of plan, therefore, enjoys certain 
advantages over the traditional defined benefit plan, and is worth exploring if you are a 
business owner or professional, or you have clients that are successful professionals or the 
owner of a successful small business. 
 
These advantages create a plan which, compared to a traditionally 
funded defined benefit plan, will produce the following: 
 
·          Larger initial tax deductions than a traditional DB plan 
·          More stability in the ongoing contribution levels 
·          Simpler plan administration, and 
·          A secure promise of future benefits guaranteed by an insurance company 
  
What are the advantages of a fully-insured or insurance contract plan 
over a "traditional" defined benefit plan? 
  
A fully-insured or insurance contract plan: 

 Does not require the services of an enrolled actuary every year, thus saving thousands 
of dollars of administration fees 

 Is not subject to the full funding limitation tests of a defined benefit plan  
 Is required to use the insurance companies’ contract guarantees as funding 

assumptions, thus shielding them from IRS attack as unreasonable funding 
assumptions  

 Can be designed to eliminate the potential of overfunding which, in a traditional plan, 
would be subject to taxes and penalties of 80% or more upon termination of the plan 

 Produces an understandable accrued benefit since it is simply the cash value of the 
insurance contracts funding the participants’ accounts  

 Creates larger initial tax deductions or contributions than a traditional plan since the 
funding assumptions are required to be much more conservative; these assumptions 
provide retirement benefits that are guaranteed by the insurance company and not just 
the financial strength of the particular employer providing the plan, or the hope that the 
investments will perform as planned. 

 
What requirements must be met to qualify as a Fully-insured DB plan 
under section 412(e)(3)? 
  
The major requirements under Section 412(e)(3) of the Internal Revenue Code are: 
 



 The plan must be funded exclusively with pension annuities, or a combination of 
pension qualified life insurance and annuity products, issued by an accredited 
insurance company. 

 Only certain life insurance products which satisfy IRS and ERISA guidelines will work 
in these plans and only a few companies offer these qualifying insurance contracts. 

 The benefits provided to each individual must be equal to the values provided in the 
contracts and guaranteed by the insurance carrier. Life insurance dividends and 
excess annuity interest must be used to reduce the following years’ plan 
contributions. 

  

How does the initial deductible contribution required in a fully-
insured/412(e)(3) plan compare to a traditional defined benefit plan? 
  
Below is an illustration of the funding necessary using a certain insurance company’s annuity 
products. The fully-insured plan or 412(e)(3) deduction depicted below is raised even more by 
including life insurance contracts in the plan. 
  
Assume the following example: An entity begins a new defined benefit plan. There is only one 
participant in the plan. The participant is age 55 and has 10 years of funding to the normal 
retirement age of 65.  
 
If the plan includes a life insurance contract with a maximum of 49% of the total funding in an 
insurance contract which satisfy IRS and ERISA guidelines, the contribution per EACH $1,000 
of monthly benefit will increase the Tax deduction or contribution to THREE times that of the 
traditionally funded defined benefit contribution. 
 

For EACH $1,000 of monthly benefit at age 65 for this 55-
year-old participant, the entity would be able to deduct: 
  

Type of Plan First Year Deductible Contribution per 
$1,000 of benefit 

Traditionally funded defined benefit plan   
(Traditional risk based investments only) 

 

$ 8,016 
 

Fully-Insured/412(e)(3) Pension 
(annuity only) 

 

$18,192 

Fully-Insured 412(e)(3) Pension (funded 
with a pension annuity and with a pension 

life insurance contract) 
 

$22,041 

  
The maximum annual deductible contribution for the fully-insured, 412(e)(3) plan with a 
qualifying life insurance contract is over $385,000 for a male age 55.  The insurance 
contract also will guarantee the retirement benefits and the plans completion in the event 
of the participants’ death. 
   
If your goal is a large deduction for your business and a secure retirement benefit for 
yourself, the special characteristics of the fully-insured or 412(e)(3) defined benefit plan are 
worth exploring. National Pension Partners will provide you and your tax and financial advisor 



with a free analysis of a fully-insured plan for your business or any specific business or 
professional clients. We provide complete design, consultation support, installation and third 
party administration, IRS and ERISA compliance reviews, etc.. 
  
There are many variations in the fully-insured, 412(e)(3) plan design. These plans may 
also be combined with a profit sharing and 401(k) plans to maximize the benefit for the 
professional or business owner or those with larger employee groups.  
 

Let the professionals at National Pension Partners assist you. Contact 
at 877-252-1692 or email us. 
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