Part IV. Items of General Interest

Transition Relief for SIMPLES
Announcement 96-112

PURPOSE

Sectin 1421 of the Smal Business
Jdb Protection Act of 19% (PL. 104—
188) signa into law on Augudg 20,
1996 established a simplified tax-
favored retiremen plan for smal em-
ployers (the “SIMPLE plan’) under
section 408(p of the Internd Revenue
Code The purpo® of this announce-
mert is to provide transition relief from
the 60-day electilm period ard related
notice requirements in the case of
SIMPLE plars tha begn Januay 1,
1997.

Unde this transitin relief, for a
SIMPLE plan tha allows employes to
begnh salay reduction contributiors on
Januay 1, 1997, the employees salary
reduction election pericd may begh as
late as Januay 1, 1997 During this 60-
day electicn period employes mug be
pemitted to prospedively make or
modify ary salay reduction election.

BACKGROUND

SIMPLE plars can be establishd for
calenda yeas beginnirg after 1996.
Generaly, SIMPLE plars can be estab-
lished by any employe that for the
prior yea, had no more than 100 em-
ployees who receivel at leag $5,0® in
compensatio from the employe.

Unde sectian 408(p) contributiors to
a SIMPLE plan are mack to individual
retirement- accouns- or- annuities
(SIMPLE IRAs) tha are established
unde the SIMPLE plan adopta by the
employe. The Coce provides that if an
employe adops a SIMPLE plan, all of
the employe’s eligible employes must
be given the opportuniy to make salary
reduction contributiors to their SIMPLE
IRAs (up to a maximun of $6,0® for
1997) The adoptirg employe is re-
quired to match 100 percen of employ-
ees salay reduction contributiors up to
three percem of compensationAlterna-
tively, an employe may contribue two
percem of compensatio for all eligible
employes or, for up to two out of five
years matd alower percentag (but not
less than one percem of compensation.)

Sectiom  408(p)(5)(Q provides that,
for ead calenda yea, ead eligible
employe may elect during the 60-day
periad before the beginnirg of the cal-
enda yea (ard the 60-day periad be-

fore the first day the employe is eli-

PLANS THAT BEGIN AFTER

gible to participate) to participat in the JANUARY 1, 1997

qualified salay reduction arrangement

unde the SIMPLE plan maintaing by
the employe, or to modify the amounts
subjec¢ to the arrangementThe statute

This announceméndoes not address

the treatmen of SIMPLE plars estab-

lished for 1997 tha are first effective
after Januay 1, 1997 Furthe guidance

requires that the employe notify each || pe provided regardiny thos plans.

eligible employee immediatey before
the election periad of the employeés
opportuniyy to make salay reduction
contributiors and provide certan other
information.

TRANSITION RELIEF FOR PLANS
THAT BEGIN JANUARY 1, 1997

The 60-dgy periad during which eli-
gible employes may eled to make
salay reduction contributiors unde a
SIMPLE plan, or to modify prior elec-
tions will not be required (but will be
permittedJ to begnh before Januay 1,
1997 For plars tha begh Januay 1,
1997, the 60-day election periad require-
mert can be satisfied by providing an
electin period of at leag 60 days that
includes eitha the dak the employee
becoms eligible to make salay reduc-
tion contributiors or the day immedi-
ately before tha date Thus in the case
of a SIMPLE plan unde which eligible
employes may begh making salary
reduction contributiors on Januay 1,
1997, employes who are eligible em-
ployees as of tha dake mud hawe an
election periad of at leag 60 continuous
days tha begirs betwe@ Novembe 2,
1996 ard Januay 1, 1997 This min-
imum 60-day election period could
be Novembe 2 through Decembe 31,
1996 Januay 1 throuch March 2, 1997;
or ary continuows periad of at leag 60
days beginnirg betwe@ Novembe 2,
1996 and Januay 1, 1997.

The electin period canna begn until
notice is provided to all eligible employ-
ees of their opportuniyy to make salary
reduction contributions including the
summay descriptin required by the
statute An employe may permi an
eligible employe to begh making sal-
ary reduction contributiors less than 60
days after receivirg notice of the oppa-
tunity to make thes contributions but
in no evert befor Januay 1, 1997 The
employe mug be given the opportunity
to prospectivey modify the electian dur-
ing the remainde of the 60-da election
period.
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