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h
Y eeﬁURPOSE

hat The purpose of this notice is to
\Nchrovide guidance, in the form of ques
a)tions and answers, with respect to th
1S&SIMPLE plan provisions that are part of
t ishe Small Business Job Protection Ac
) tof 1996 (“SBJPA’), Pub. Law. 104-
nk'$88.
mpt Section 1421 of the SBJPA estab
7ished a simplified tax-favored retire-
Steghent  plan  for small employers
(“SIMPLE plan™) under section 408(p)
raef the Internal Revenue Code. Contribu
taxions under a SIMPLE plan are made t
0 individual retirement accounts or annu
1'sities (“SIMPLE IRAs") that are estab-
oslished pursuant to the SIMPLE plar
meadopted by the employer.
Je- This notice provides guidance solely
lenkith respect to certain issues relating t
r SIMPLE plans under section 1421 o
the SBJPA. No inference should b
ciadlrawn, however, regarding issues nc
icespecifically addressed in this notice tha
'k may be suggested by a particular que:
1y, tion and answer or as to why certail
~igluestions, and not others, are include
esFhis notice does not provide guidanct
erwith respect to section 1422 of the



SBJPA, which provides for a simplified A. A-3: A SIMPLE plan may only crued benefit under section 411(d)(6) (in
401(k) arrangement within a qualifiedbe maintained on a calendar year basithe case of a defined benefit plan) for
plan that shares many characteristic¥hus, for example, employer eligibility any plan year beginning or ending in
with the SIMPLE plans described in thisto establish a SIMPLE plan (see Q&Asthat calendar year. For this purpose, a

notice. B-1 through B-5) and SIMPLE plan “qualified plan” means a plan, contract,

contributions (see Q&As D-1 throughpension or trust described in section

TABLE OF CONTENTS D-6) are determined on a calendar yea219(g)(5) and includes a qualified plan

A SIMPLE PLANS IN GENERAL DS (Jescriod I seclon 40, = qualfes
B. EMPLOYERS THAT CAN ESTAB- y P

B. EMPLOYERS THAT CAN
ESTABLISH SIMPLE PLANS

403(a)), an annuity contract (described

LISH SIMPLE PLANS in section 403(b)), a plan established for

C. EMPLOYEE ELIGIBILITY TO - o
PARTICIPATE IN A SIMPLE PLAN Q. B—-1: Can any employer estabhs@%‘ﬁ'?r’eg; ;’; 2 sgﬁgy 2 rp?r']'é't‘;ﬁ‘:nse“nt:g;i‘g
D. SIMPLE PLAN CONTRIBUTIONS & SIMPLE plan? of any state or political subdivision
E. EMPLOYEE ELECTIONS _A. B-1: SIMPLE plans may be estab-(qther than an eligible deferred compen-
F. VESTING REQUIREMENTS lished only by employers that had nOgation plan described in section 457(b)),
G. EMPLOYER ADMINISTRATIVE More than 100 employees who earneq qimpified employee pension (“SEP”)

AND NOTIFICATION REQUIRE-

$5,000 or more in compensation duringyescribed in section 408(k)) and a trust

the preceding calendar year (the “100qegcriped in section 501(c)(18). In ap-

employee limitation”). See Q&As C—4 ving these rules, transfers, rollovers or

and C-5 for the definition of compensaxqteitures are disregarded, except to the
tion. For purposes of the 100-employe

limitai h | loved @xtent forfeitures replace otherwise re-
imitation, all employees employe atquired contributions.

any time during the calendar year are Q. B-4: Are tax-exempt employers
taken into account, regardless ob,q governmental entities permitted to
whether they are eligible to participateaintain SIMPLE plans?

in the SIMPLE plan. Thus, employees A g 4. ves Excludable contribu-

who are excludable under the rules Ofions may be made to the SIMPLE IRA
section 410(b)(3) or who have not mef employees of tax-exempt employers

A. SIMPLE PLANS IN GENERAL the plan’s mg“m“&“ eligibility req“"g' and governmental entities on the same
ments must be taken Into account. EMpagis™ a5 contributions may be made to

Q. A-1: What is a SIMPLE plan? ployees also include self-employed i”di'employees of other eligible employers.
A. A-1: A SIMPLE plan is a written viduals described in section 401(c)(1) Q. B-5: Do the employer aggregation
arrangement established under sectionho received eamed income from they,q |eased employee rules apply for
408(p) of the Code that provides aemployer during the year. urposes of the SIMPLE plan rules
simplified tax-favored retirement plan Q. B-2: Is there a grace period thaynder section 408(p)?
for small employers. If an employercan be used by an employer that ceases o, B-5: For purposes of applying the
establishes a SIMPLE plan, each emto satisfy the 100-employee limitation?s|\pLE plan rules under section
ployee may choose whether to have the A, B-2: An employer that previously 408(p), certain related employers (trades
employer make payments as contribumaintained a SIMPLE plan is treated apr businesses under common control)
tions under the SIMPLE plan or tosatisfying the 100-employee limitationare treated as a single employer. These
receive these payments directly in casffor the two calendar years immediatelyrelated employers include controlled
An employer that chooses to establish #llowing the calendar year for which it groups of corporations under section
SIMPLE plan must make either match1ast satisfied the 100-employee limita-414(b), partnerships or sole proprietor-
ing contributions or nonelective contri-tion. However, if the failure to satisfy ships under common control under sec-
butions. All contributions under a the 100-employee limitation is due to anjon 414(c), and affiliated service groups
SIMPLE plan are made to SIMPLE acquisition, disposition or similar trans-ynder section 414(m). In addition,
IRAS. action involving the employer, then thejeased employees described in section
Q. A-2: Can contributions made un-two-year grace period will apply only in 414(n) are treated as employed by the
der a SIMPLE plan be made to any typeaccordance with rules similar to theemployer.
of IRA? rules of section 410(b)(6)(C)(i). Example:Individual P owns Business
A. A-2: Contributions under a Q. B-3: Can an employer make con- A, a computer rental agency, that has
SIMPLE plan may only be made to atributions under a SIMPLE plan for a 80 employees who received more
SIMPLE IRA, not to any other type of calendar year if it maintains another than $5,000 in compensation in 1996.
IRA. A SIMPLE IRA is an individual qualified plan? Individual P also owns Business B,
retirement account described in section A, B-3: An employer cannot make which repairs computers and has 60
408(a), or an individual retirement annu-contributions under a SIMPLE plan for employees who received more than
ity described in section 408(b), to whicha calendar year if the employer, or a $5,000 in compensation in 1996. Indi-
the only contributions that can be madgredecessor employer, maintains a quali- vidual P is the sole proprietor of both
are contributions under a SIMPLE planfied plan under which any of its em- businesses. Section 414(c) provides
and rollovers or transfers from anothemployees receives an allocation of contri- that the employees of partnerships
SIMPLE IRA. butions (in the case of a defined and sole proprietorships that are under
Q. A-3: Can a SIMPLE plan be contribution plan) or has an increase in common control are treated as em-
maintained on a fiscal year basis? a benefit accrued or treated as an ac- ployees of a single employer. Thus,
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for purposes of the SIMPLE plan Q. C-2: May an employer imposeSIMPLE plan rules in the case of a
rules, all 140 employees are treated agss restrictive eligibility requirements?self-employed individual?

employed by Individual P. Therefore, A. C-2: An employer may impose A. C-5: For purposes of the SIMPLE
neither Business A nor Business B idess restrictive eligibility requirementsplan rules, in the case of a self-
eligible to establish a SIMPLE planby eliminating or reducing the prior yearemployed individual, compensation

for 1997. compensation requirements, the currenheans net earnings from self-
year compensation requirements, Ogmployment determined under section
C. EMPLOYEE ELIGIBILITY TO both, under its SIMPLE plan. For ex-1402(a), prior to subtracting any contri-

PARTICIPATE IN A SIMPLE PLAN ample, the employer could allow partici-putions made under the SIMPLE plan

Q. C—1: Which employees of an em-Pation for employees who receivedon pehalf of the individual.
ployer must be eligible to participate$3’QOo in compensation during any pre-
under the SIMPLE plan? ceding calendar year. However, the emp. SIMPLE PLAN CONTRIBUTIONS

) . ployer cannot impose any other condi-
A. C-1: If an employer establishes &;, " " harticipating in a SIMPLE plan. Q. D—1: What contributions must an

3”\/”;"-5 D'?]”, all _en:jplotyelzes toést(r)]go Q. C-3: May an employee participateemployer make under a SIMPLE plan?
ing any 2 preceding calendar )’ears‘:""‘rt'c''Oates in a plan of a differentSIMPLE plan, it must make salary re-
(whether or not consecutive) and th)employer for the same year? o duction contributions, as described in
are reasonably expected to receive a A. C=3: An employee may participateQ&A D-2, to the extent elected by
least $5,000 in compensation during th b a SIMPLE plan even if he or she alsoemployees. In addition, the employer
calendar year, must be eligible to par articipates in a plan of a_differentmust make employer matching contribu-
ticipate in thé SIMPLE plan for the employer for the same year. Howevertions, as described in Q&As D-4 and
calendar year the employee’s salary reduction contri-D-5, or employer nonelective contribu-
' ) . butions are subject to the limitations oftions, as described in Q&A D—6. These
An employer, at its option, may €x-gection 402(g), which provides an aggreare the only contributions that may be
clude from eligibility employees de- gate limit on the exclusion for elective made under a SIMPLE plan.
scribed in section 410(b)(3). These eMgeterrals for any individual. Similarly, Q. D-2: What is a salary reduction
ployees are: _ . _an employee who participates in &ontribution?
Ejln)itE?fplg)rﬁ?I(SJyvggg aégvg‘r‘ggd%‘i'”agSIMPLE plan and an eligible deferred '
compensation plan described in sectio ; N
agreement that the Secretary of Lab°ﬁ57(lt3)) is subjepct to the limitations de—gcr)]n (Iasmgl g;g;r,gaug?gct?;?‘detopuLsati/aent ;ﬁ

finds to be a collective bargaininggcrined in section 457(c). An emplo
. yer ; ;
agreement between employee reprpat estaplishes a SIMPLE plan is no mount - contributed to his or her

sentatives and one or more employer : o - IMPLE IRA, rather than have the
if there is evidence that retirement?,\?-sponsmle for_monitoring compliance g n paid directly to the employee in
X ‘ ith either of these limitations. :

benefits were the subject of good . - cash. An employee must be permitted to
; - Q. C-4: What definition of compen- . A
faith bargaining between such em-ca: . elect to have salary reduction contribu-
I tati d h sation applies for purposes of thetions made at the level specified by the
ployee representalives and Such emsyvpLE plan rules in the case of ang sloyee, expressed as a percentage of
PV o eployers i individual ‘who is not a self-employed com gnsétion for the year. Additionall
(2) In the case of a trust establishegngijvidual? an eFr)n over ma ern¥it A emolo ee{’o
O el hed puUrSuant 10 ah odree- A. C—4: For purposes of the SIMPLE o resps i/he Ie\yelp of salar rped)L/Jction
ment that the Secretary of Labor findspjan rules, in the case of an individualcof,)]tribu,[ionS as a spec?/fic Jollar
to be a collective bargaining agreewho is not a self-employed individual,

ment between air pilots represented iRompensation means the amount de?gsg?cqréﬁsnoenqﬁfier;&?\}: gf;rﬁ)lgfnep%ry
accordance with Title Il of the Rail- scribed in section 6051(a)(3) (wagesee,s salary reduction contributions (e.g

way Labor Act and one or moretips and other compensation from the, p. .- L
employees, all employees not COVere@[r)nployer subject topincome tax with-Y, lImiting the contribution percentage),
by that agreement; and holding under section 3401(a)), andrccht 0 the extent needed to comply
(3) Employees who are nonresidenbmounts described in section 6051(a)(8)s|I © gnntqa m t(')tr; i c argoun 'bod
aliens and who received no eamehcluding elective contributions made; 2 O 'S 0N COMMIBUHONS AESCEBe
income (within the meaning of sec-under a SIMPLE plan, and compensation Q e . .
tion 911(d)(2)) from the employer thatdeferred under a section 457 plan. For Q- D—3: What is the annual limit on
constitutes income from sourcespurposes of applying the 100-employeé_he amount of salary reduction contribu-
within the United States (within the fimitation, and in determining whether iONS under a SIMPLE plan?
meaning of section 861(a)(3)). an employee is eligible to participate in A. D-3: For 1997, the maximum an-
As noted in Q&A B-5, the employer a SIMPLE plan (i.e., whether the em-nual amount of salary reduction contri-
aggregation and leased employee rulgsoyee had $5,000 in compensation foPutions that can be made on behalf of
apply for purposes of section 408(p)any 2 preceding years), an employee’@ny employee under a SIMPLE plan is
Thus, for example, if two related em-compensation also includes the employ$6,000. This amount will be adjusted by
ployers must be aggregated under thee’s elective deferrals under a sectiothe Service to reflect any changes in the
rules of section 414(b), all employees of401(k) plan, a salary reduction SEP an@ost of living.
either employer who satisfy the eligibil-a section 403(b) annuity contract. Q. D-4: What employer matching
ity criteria must be allowed to partici- Q. C-5: What definition of compen- contribution is generally required under
pate in the SIMPLE plan. sation applies for purposes of thea SIMPLE plan?

A. D-2: A salary reduction contribu-



A. D—4: Under a SIMPLE plan, antaken into account under sectionperiods for permitting employees to en-
employer is generally required to make401(a)(17) for the year. The sectionter into salary reduction agreements or
a contribution on behalf of each eligible401(a)(17) limit for 1997 is $160,000.to modify prior agreements. For ex-
employee in an amount equal to therhis amount will be adjusted by theample, a SIMPLE plan can provide a
employee’s salary reduction contribu-Service for subsequent years to reflec®0-day election period instead of the
tions, up to a limit of 3 percent of the changes in the cost of living. 60-day period described in Q&A E-1.
employee’s compensation for the entire An employer may substitute theSimilarly, in addition to the 60-day
calendar year. 2-percent nonelective contribution forperiod described in Q&A E-1, a

Q. D-5: Can the 3-percent limit onthe matching contribution for a year,SIMPLE plan can provide quarterly
matching contributions be reduced? only if: election periods during the 30 days

A. D-5: The 3-percent limit on (1) Eligible employees are notified before each calendar quarter.
matching contributions is permitted to that a 2-percent nonelective contribu- Q. E-3: Does an employee have the
be reduced for a calendar year at the tion will be made instead of a match-right to terminate a salary reduction

election of the employer, but only if: ing contribution; and agreement outside a SIMPLE plan’s nor-
(1) The limit is not reduced below 1 (2) This notice is provided within a mal election period?
percent; reasonable period of time before the A E-3: An employee must be given

(2) The limit is not reduced for more ~ 60-day election period during whichthe right to terminate a salary reduction
than 2 years out of the 5-year period employees can enter into salary reagreement for a calendar year at any
;Ehat err:_dsh wgh (ard mcludes)f}he_year duction agreements. See Q&A E-ltime during the year. A SIMPLE plan
or which the election is effective; :

' may provide that an employee who
and E. EMPLOYEE ELECTIONS terminates a salary reduction agreement

(3) Employees are notified of the Q. E—1: When must an employee b@t any time other than the periods

reduced limit within a reasonable pe- . . . i i i
P given the right to enter into a salarydescribed in Q&A E-1 or E-2 is not

riod of time before the 60-day elec-= \" . ' agreement? eligible to resume participation until the

tion period during which employees i
can gnter into sa?ary reductioﬂ a%lgree- . E-1: During the 60-day period P®9iNNing of the next calendar year.
ments. See Q&A E—1. immediately preceding January 1 of a Q. E-4: Must an employer allow an

For purposes of applying the rulecalendar year (i.e., November 2 to Deemployee to select the financial institu-
described in paragraph (2) of this QgAcember 31 of the preceding calendafion to which the employer will make
D-5, in determining whether the limit Year), an eligible employee must beall SIMPLE plan contributions on behalf
was reduced below 3 percent for a yeagiven the right to enter into a salaryof the employee? _
any year before the first year in whichreduction agreement for the calendar A. E-4: Generally, under section
an employer (or a predecessor emy€ar, or to modify a prior agreement408(p), an employer must permit an
ployer) maintains a SIMPLE plan will (including reducing the amount subjeciemployee to select the financial institu-
be treated as a year for which the limit0 this agreement to $0). However, fortion for the SIMPLE IRA to which the
was 3 percent. If an employer choosethe year in which the employee becomesmployer will make all contributions on
to make nonelective contributions for a€ligible to make salary reduction contri-behalf of the employee. If an employer
year (see Q&A D-6), that year also will butions, the period during which theuses Form 5305-SIMPLE as modified in
be treated as a year for which the limi€mployee may enter into a salary reducQ&A K-3, the employer may modify
was 3 percent. tion agreement or modify a prior agreepage 3 of Form 5305-SIMPLE (October

Q. D-6: May an employer make non-Ment is a 60-day period that includesl996) (Model Salary Reduction Agree-
elective contributions instead of match-£ither the date the employee becomesient) to include a section for employees
ing contributions? eligible or the day before that date. Fotto indicate the financial institution they

A. D-6: As an alternative to making €xample, if an employer establishes #&ave selected and any additional infor-
matching contributions under a SIMPLESIMPLE plan effective as of July 1, mation necessary to facilitate transmittal
plan (as described in Q&A D—4 and1997, each eligible employee becomesf the contribution to that institution.
D-5), an employer may make nonelecéligible to make salary reduction contri-Alternatively, under the exception de-
tive contributions equal to 2 percent ofoutions on that date and the 60-dagcribed in Q&A J-1, an employer may
each eligible employee’s compensatioﬁ’e“Od must begin no later than July Irequire that all contributions be made to
for the entire calendar year. The emand cannot end before June 30, 1997 designated financial institution.

ployer's nonelective contributions must During these 60-day periods, employ-
be made for each eligible employeee€s have the right to modify their salary~. VESTING REQUIREMENTS

regardless of whether the emplovededuction agreements without restric- ] N
elgcts to make salary reduction coFr)ltri)l/)utionS- In addition, for the year in which _ @: F_l'l Mubst conftnt;u.tlogls ?under a
tions for the calendar year. The eman employee becomes eligible to makeMPLE plan be nonforfeitabler

p|oyer may, but is not required to, limit salary reduction contributions, the em- A. F-1: Yes. All contributions under

nonelective contributions to eligible em-Ployee must be able to commence these SIMPLE plan must be fully vested
ployees who have at least $5,000 (ofontributions as soon as the employe@nd nonforfeitable when made.

some lower amount selected by théecomes eligible, regardless of whether Q. F-2: May amounts held in a
emp|0yer) of Compensation for the yearthe 60-day period has ended. S|MPLE IRA be withdrawn at any

For purposes of the 2-percent non- Q. E-2: Can a SIMPLE plan providetime?

elective contribution, the compensatioradditional or longer election periods? A. F-2: Yes. An employer may not
taken into account must be limited to A. E-2: Nothing precludes a SIMPLE require an employee to retain any por-
the amount of compensation that may belan from providing additional or longer tion of the contributions in his or her



SIMPLE IRA or otherwise impose any A. G-3: If the employer fails to pro- the employer’s general assets, but in no

withdrawal restrictions. vide one or more of the required noticesvent later than the 30-day deadline
described in Q&A G-1, the employerdescribed above.

G. EMPLOYER ADMINISTRATIVE will be liable, under the Code, for a Q. G-6: When must an employer

AND NOTIFICATION penalty of $50 per day until the noticesmake matching and nonelective contri-
REQUIREMENTS are provided. If the employer shows thabutions under a SIMPLE plan?

Q. G-1: What notification require- the failure was due to reasonable cause, A- G-6: Matching and nonelective
ments apply to employers? the penalty will not be imposed. To theemployer contributions must be made to

each employee, immediately before thdo select the trustee for his or herS!MPLE IRA no later than the due date
employee’s 60-day election period deSIMPLE IRA pursuant to Q&A E—4, for filing the employer's income tax
return, including extensions, for the tax-

scribed in Q&A E—1, of the employee’sand is so notified in accordance with .
opportunity to enter into a salary reducQ&A G-1, and the information with ab;ecgianrdg:atégf '?greivﬁﬂi Ite;]set ngtrﬁf
tion agreement or to modify a priorrespect to the trustee (the name ang‘utions are lede
agreement. If applicable, this notifica-address of the trustee and its withdrawal '
tion must disclose an employee“s abilityprocedures) is not available at the timgy TRUSTEE ADMINISTRATIVE
to select the financial institution thatthe employer is required to provide theREQUIREMENTS
will serve as the trustee of the employsummary description, the employer is _ _
ee’s SIMPLE IRA as described in Q&A deemed to have shown reasonable causeQ: H-1: What information must a
E-4. If an employer uses Form 5305-or failure to provide this information to SIMPLE IRA trustee provide to an
SIMPLE as modified in Q&A K-3, the eligible employees, but only if the em-€mployer?
employer may modify page 3 of Formployer sees to it that this information is A- H-1: Each year, a SIMPLE IRA
5305-SIMPLE (O_c_tober 1996) (MOdelprovided to the employee as soon alrustee must provide the em_ployer spon-
N_ot|f|cat|on to Ellglble“ Em_pjoyees) to administratively feasible once the trustee®Ng the _SI.MPLE plgn_ with a sum-
disclose an employee“s ability to selecthas been selected mary description containing the follow-
the financial institution that will serve as . . ing information:
the trustee of the employee’s SIMPLE Q- G—4: What if an eligible employee (1) The name and address of the
IRA as described in Q&A E-4. Theis unwilling or unable to establish a employer and the trustee.
notification must also include the sum-SIMPLE IRA? (2) The requirements for eligibility
mary description described in Q&A A. G—4: If an eligible employee who for participation.
H-1. In the case of a SIMPLE planis entitted to a contribution under a (3) The benefits provided with re-
established using Form 5305-SIMPLESIMPLE plan is unwilling or unable to  spect to the arrangement.
the summary description requiremenestablish a SIMPLE IRA with any finan-  (4) The time and method of making
may be satisfied by providing a com-cial institution prior to the date on elections with respect to the arrange-
pleted copy of pages one and two ofvhich the contribution is required to be ment.
Form 5305-SIMPLE that reflects themade to the SIMPLE IRA of the em- (5) The procedures for, and effects
terms of the employer’s plan (includingployee under Q&A G-5 or G-6, an of withdrawals (including rollovers)
the materials provided by the trustee foemployer may execute the necessary from the arrangement.
completion of Article VI). documents to establish a SIMPLE IRAThe trustee must provide the summary
Q. G-2: May the notifications regard-on the employee“s behalf with a finan-gescription to the employer early
ing a reduced matching contributioncial institution selected by the employerenough to allow the employer to meet
(described in Q&A D-5) and a nonelec- Q. G-5: When must an employerits notification obligation described in
tive contribution in lieu of a matching make salary reduction contributions unQ&A G-1. However, a trustee is not
contribution (described in Q&A D-6) be der a SIMPLE plan? required to provide the summary de-
pro_vided at the same time as the _notifi- A. G-5: The employer must makescription prior to agreeing to be the
cation of an employee’s opportunity tOsajary reduction contributions to the fi-trustee of a SIMPLE IRA for the
enter into a salary reduction agreememiancial institution maintaining the SIMPLE plan.
and the summary description? SIMPLE IRA no later than the close of A trustee that fails to provide the
A. G-2: Yes. An employer is deemedthe 30-day period following the last dayemployer with a summary plan descrip-
to provide the notification regarding aof the month in which amounts wouldtion incurs a $50 penalty, under the
reduced matching contribution or a nonotherwise have been payable to th€ode, for each day the failure continues,
elective contribution in lieu of a match- employee in cash. The Department ofinless the trustee shows that the failure
ing contribution within a reasonable pe-_abor has indicated that most SIMPLEis due to reasonable cause. To the extent
riod of time before the 60-day electionplans are also subject to Title | of thethat the employer or trustee provides the
period if, immediately before the 60-dayEmployee Retirement Income Securitjnformation described in paragraphs (1)
election period, this notification is in- Act of 1974 (ERISA). The Departmentthrough (5) of this Q&A H-1 within the
cluded with the notification of an em-of Labor has informed the Treasurytime period prescribed in Q&A G-1 to
ployee’s opportunity to enter into aDepartment and the Service that, as the employee for whom the SIMPLE
salary reduction agreement. matter of enforcement policy, for theselRA is established, the trustee of that
Q. G-3: What reporting penalties un-plans, salary reduction contributionsSIMPLE IRA is deemed to have shown
der the Code apply if an employer failsmust be made to the SIMPLE IRA as ofreasonable cause for failure to provide
to provide one or more of the requiredthe earliest date on which the contributhat information to the employer. For
notices? tions can reasonably be segregated froexample, if the employer provides its



name and address and the information Q. H-3: What information must al. TAX TREATMENT OF SIMPLE
described in paragraphs (2) through (45IMPLE IRA trustee provide to the PLANS

: a o
of this Q&A H-1, and the effects of Service Q. I-1: What are the tax conse-

withdrawal to all eligible employees ina A. H-3: Section 408(i) requires the quences of SIMPLE plan contributions?
SIMPLE plan in accordance with Q&A trustee of an individual retrement ac-' A |—1: Contributions to a SIMPLE
G-1, and the trustee provides its nameount to make reports regarding theserA are excludable from federal income
and address and its procedures for withaccounts to the Service. The Servicgax and not subject to federal income
drawal to each eligible employee forintends to modify Form 5498ndividual tax withholding. Salary reduction contri-
whom a SIMPLE IRA is established Retirement Arrangement Informatioto  butions to a SIMPLE IRA are subject to
with the trustee under the SIMPLE planequire that the amount of contributionstax under the Federal Insurance Contri-
the trustee will be deemed to havep a SIMPLE IRA, rollover contribu- butions Act (“FICA), the Federal Un-

shown reasonable cause for failing tqijons, and the fair market value of theemployment Tax Act (“FUTA"), and the

provide the employer the informationaccount be reported, and that contribuRailroad Retirement Act (‘RRTA"), and

described in paragraphs (1) through (5)ions to a SIMPLE IRA be identified as must be reported on Form W-2, Wage
of this Q&A H-1. such. A trustee who fails to file theseand Tax Statement. Matching and non-

In the case of a SIMPLE plan estab+eports incurs a $50 penalty under thé&lective contributions to a SIMPLE IRA
lished using Form 5305-SIMPLE, aCode for each failure, unless it is showrff€ not subject to FICA, FUTA, or
trustee may satisfy this obligation bythat the failure is due to reasonabldXRTA taxes, and are not required to be
providing an employer with a currentcause. reported on Form W-2.
copy of Form 5305-SIMPLE, with in- Q. H-4: Are distributions from a Q. I-2: Y]Vhat are the taxd.co_rt;se-d
Structions, the information required fOI’S|MP|_E IRA required to be reported Onﬂgﬂ];eélxﬂvpﬁg FRTTAC‘))U”tS are distribute
completion of Article VI, and the name Form 1099-R? ’

. T _ A. |-2: Generally, the same tax re-
and address of the financial institution. A H_a: pursuant to section 6047 ofsults apply to distributions from a

The trustee should provide guidance Igne Coge and section 35.3405-1 of th&IMPLE IRA as to distributions from a
the employer conceming the need tQgqjations, the payor of a designatedegular IRA (i.e., an IRA described in
complete the first two pages of FOrMyigiribytion from an IRA must report the section 408(a) or (b)). However, a spe-
5305,_S|MPLE in accordance with itSgjstribytion on Form 1099-R. A distri- cial rule applies to a payment or distri-
plan’s terms and to distribute completed,tion from a SIMPLE IRA is a desig- bution received from a SIMPLE IRA
copies to eligible employees. nated distribution from an IRA and thusduring the two-year period beginning on
The trustee of a transfer SIMPLE IRAmust be reported on Form 1099-R. Théhe date on which the individual first
is not required to provide the sUmmaryirs intends to revise Form 1099-R participated in any SIMPLE plan main-
descriptiohn described in the precedfingjistributions From Pensions, Annuities,tained by the individual's employer (the
paragraph. A SIMPLE IRA is a transfergetirement or Profit-sharing Plans, ‘two-year period”).
SIMPLE IRAf it is not a SIMPLE IRA \gag “|nsurance Contracts Egicto re-  Under this special rule, if the addi-
to which the employer has made contriyjoot *the requirements that apply totional income tax on early distributions
butions under the SIMPLE plan. SIMPLE IRAs. The penalty, under theunder section 72(t) applies to a distribu-
Q. H=2: What information must a : ’ ion within this two-year period, section
SIMPLE IRA trustee provide to partici- 2(t)(6) provides that the rate of addi-

pants in the SIMPLE plan? SIMPLE IRA) is determined under Sec_.tional tax under this special rule is

A. H-2: Within 30 days after the {ions 6721-6724. increased from 10 percent to 25 percent.

close of each calendar year, a SIMPLE _ If one of the exceptions to application
IRA trustee must provide each indi- O H=5: IS a SIMPLE IRA trustee of the tax under section 72(t) applies

vidual on whose behalf an account id€SPonsible for reporting whether a dis{e g, for amounts paid after age 59 1/2,
maintained with a statement of the indiribution to a participant occurred duringafter death, or as part of a series of
vidual’s account balance as of the closdh€ two-year period described in Q&Asubstantially equal payments), the ex-
of that calendar year and the accourkt2? ception also applies to distributions
activity during that calendar year. A A. H-5: Yes. A SIMPLE IRA trustee Within the two-year period and the 25-
trustee who fails to provide individualsis required to report on Form 1099-Rpercent additional tax does not apply.
with this statement incurs a $50 penaltywhether a distribution to a participant Q. 1-3: Are there any special rollover
under the Code, for each day the failur@ccurred during the two-year period defules that apply to a distribution from a
continues, unless the trustee shows thatribed in Q&A I-2. A trustee is permit- SIMPLE IRA?

the failure is due to reasonable causded to prepare this report on the basis of A. 1-3: Section 408(d)(3)(G) provides
However, no penalty will apply if a its own records with respect to thethat the rollover provisions of section
trustee provides this statement not lateBIMPLE IRA account. A trustee may, 408(d)(3) apply to a distribution from a
than January 31 following the calendaibut is not required to, take into accountSIMPLE IRA during the two-year pe-
year to which the statement relates. Thether adequately substantiated informadod described in Q&A -2 only if the
trustee must also provide any othetion regarding the date on which andistribution is paid into another SIMPLE
information required to be furnished toindividual first participated in any IRA. Thus, a distribution from a
IRA holders (e.g., disclosure statementSIMPLE plan maintained by the indi- SIMPLE IRA during that two-year pe-
for individual retirement plans as re-vidual's employer. See Q&A I-2 on theriod qualifies as a rollover contribution
ferred to in section 1.408-6 of theeffect of distributions within this two- (and thus is not includable in gross
regulations). year period. income) only if the distribution is paid

Code, for failure to report a designate
distribution from an IRA (including a



into another SIMPLE IRA and satisfiesJune 30, 1997) are deductible in the
the other requirements of sectiontaxable year ending June 30, 1998.
408(d)(3) for treatment as a rolloverContributions will be treated as made
contribution. for a particular taxable year if they are
Q. 1-4: Can an amount be transferrednade on account of that taxable year
from a SIMPLE IRA to another IRA in and are made by the due date (including
a tax-free trustee-to-trustee transferextensions) prescribed by law for filing
A. |-4: During the two-year period the return for the taxable year.
described in Q&A I-2, an amount in a
SIMPLE IRA can be transferred toJ- EXCEPTION FOR USE OF
another SIMPLE IRA in a tax-free DESIGNATED FINANCIAL
trustee-to-trustee transfer. If, during thidNSTITUTION

two-year period, an amount is paid from Q. J-1: Can an emplo ;
| . : yer designate a
a SIMPLE IRA directly to the trustee of yriicyiar financial institution to which

an IRA that is not a SIMPLE IRA, the 5 contributions under the SIMPLE plan

payment is neither a tax-free trustee-togii e made?

pustee ansfer nor 2 rolover sonrb . 3.3 Yes. n accorcance with sec.
' - tion 408(p)(7), instead of making
the SIMPLE IRA and a contribution to SIMPLE plan contributions to the finan-

the other IRA that does not qualify as &\ ingtitytion selected by each eligible

rollover contribution. After the expira-
. i : employee (see Q&A E—-4), an employer
tion of the two-year period, an amountmay require that all contributions on

in a SIMPLE IRA can be transferred in behalf of all eligible employees under

a tax-free trustee-to-trustee transfer to aAle SIMPLE plan be made to SIMPLE

IRA that is not a SIMPLE IRA. IRAs at a particular financial institution
Q. I-5: When does the two-year pe+f he following requirements are met:
riod described in Q&A -2 begin? (1) the employer and the financial insti-
A. 1-5: The two-year period de- tution agree that the financial institution
scribed in Q&A -2 begins on the first will be a designated financial institution
Qay on which contributions made_ by t_hqmder section 408(p)(7) (“DFI") for the
individual*s employer are deposited iNSIMPLE plan; (2) the financial institu-
the individuals SIMPLE IRA. tion agrees that, if a participant so
Q. I-6: Do the qualification rules of requests, the participant’s balance will
section 401(a) apply to contributionsbe transferred without cost or penalty to
under a SIMPLE plan? another SIMPLE IRA (or, after the
A. 1-6: None of the qualification two-year period described in Q&A -2,
rules of section 401(a) apply to SIMPLEto any IRA) at a financial institution
plans. For example, the section 415 angelected by the participant; and (3) each
416 rules do not apply to contributionsparticipant is given written notification
under a SIMPLE plan. Similarly, the describing the procedures under which,
section 401(a)(17) limit does not applyif a participant so requests, the partici-
to salary reduction contributions andpant’s balance will be transferred with-
matching contributions. However, asout cost or penalty to another SIMPLE
noted in Q&A D-6, the amount of IRA (or, after the two-year period de-
compensation that may be taken intscribed in Q&A 1-2, to any IRA) at a
account for purposes of the 2-percenfinancial institution selected by the par-
nonelective contribution is limited to theticipant.
amount that may be taken into accountThis Q&A J-1 is illustrated by the
under section 401(a)(17) for the yearfollowing examples:

Q. I-7: What rules apply to an em- Example 1:A representative of Finan-
ployer's ability to deduct contributions cial Institution L approaches Employer
under a SIMPLE plan? B concerning the establishment of a

A. |-7: Pursuant to section 404(m), SIMPLE plan. Employer B agrees to
contributions under a SIMPLE plan are establish a SIMPLE plan for its eli-
deductible in the taxable year of the gible employees. Employer B would
employer with or within which the cal- prefer to avoid writing checks to more
endar year for which contributions were than one financial institution on behalf
made ends (without regard to the limita- of employees, and is interested in
tions of section 404(a)). For example, if making all contributions under the
an employer has a June 30 taxable year SIMPLE plan to a single financial
end, contributions under the SIMPLE institution. Employer B and Financial
plan for the calendar year 1997 (includ- Institution L agree that Financial Insti-
ing contributions made in 1997 before tution L will be a DFI and Financial

Institution L agrees that, if a partici-
pant so requests, it will transfer the
participant’s balance, without cost or
penalty, to another SIMPLE IRA (or,
after the two-year period described in
Q&A -2, to any IRA) at a financial
institution selected by the participant.
A SIMPLE IRA is established for each
participating employee of Employer B
at Financial Institution L. Each partici-
pant is provided with a written de-
scription of how and when the partici-
pant may direct that the participant’s
balance attributable to contributions
made to Financial Institution L be
transferred without cost or penalty to a
SIMPLE IRA (or, after the two-year
period described in Q&A -2, to any
IRA) at another financial institution
selected by the participant. Financial
Institution L is a DFI, and Employer B
may require that all contributions on
behalf of all eligible employees be
made to SIMPLE IRAs at Financial
Institution L.

Example 2:A representative of Finan-
cial Institution M approaches Em-
ployer C concerning the establishment
of a SIMPLE plan. Employer C in-
vites Financial Institution M to make
a presentation on its investment op-
tions for SIMPLE IRAs to Employer
C's employees. Each eligible em-
ployee receives notification that the
employer must permit the employee
to select which financial institution
will serve as the trustee of the em-
ployee’s SIMPLE IRA (see Q&A
G-1). All eligible employees of Em-
ployer C voluntarily select Financial
Institution M to serve as the trustee of
the SIMPLE IRAs to which Employer
C will make all contributions on
behalf of the employees. Financial
Institution M is not a DFI merely
because all eligible employees of Em-
ployer C selected Financial Institution
M to serve as the trustee of their
SIMPLE IRAs and Employer C con-
sequently makes all contributions to
Financial Institution M. Therefore, Fi-
nancial Institution M is not required
to transfer SIMPLE IRA balances
without cost or penalty.

Example 3:Assume the same facts as
Example 2 except that Employee X
and Employee Y, who made salary
reduction elections, failed to establish
SIMPLE IRAs to receive SIMPLE
plan contributions on their behalf be-
fore the first date on which Employer
C is required to make a contribution
to their SIMPLE IRAs. Employer C
establishes SIMPLE IRAs at Financial



Institution M for these employees and
contributes the amount required to
their accounts. Financial Institution M
is not a DFI merely because Em-
ployer C establishes SIMPLE IRAs
on behalf of Employee X and Em-
ployee Y while all other employees
voluntarily select Financial Institution
M to serve as the trustee of the
SIMPLE IRAs to which Employer C
will make contributions on their be-
half.

Q. J-2: May the time and manner in
which a participant may transfer his or
her balance without cost or penalty be
limited without violating the require-
ments of section 408(p)(7)?

A. J-2: Yes. Section 408(p)(7) will

not be violated merely because a partici-

pant is given only a reasonable period
of time each year in which to transfer
his or her balance without cost or
penalty. A participant will be deemed to

time in which to transfer his or her

until the end of the 60-day period
described in Q&A E-1 to request to
transfer, without cost or penalty, his or
her balance attributable to SIMPLE plan
contributions for the calendar year fol-
lowing that 60-day period (or, for the
year in which an employee becomes
eligible to make salary reduction contri-
butions, for the balance of that year) and
subsequent calendar years.
If the time or manner in which a

participant may transfer his or her bal-
ance without cost or penalty is limited,

any such limitation must be disclosed as

part of the written notification described
in Q&A J-1. In the case of a SIMPLE
plan established using Form 5305-
SIMPLE, if the summary description
requirement is being satisfied by provid-

ing a completed copy of pages one and

two of Form 5305-SIMPLE, Atrticle VI
(Procedures for Withdrawal) must con-
tain a clear explanation of any such
limitation.

This Q&A J-2 is illustrated by the
following examples:

Example 1:Employer A first estab-

attributable to future contributions bedeemed to be transferred on a reason-
transferred from Financial Institution ably frequent basis if it is transferred on
M to a SIMPLE IRA at a financial a monthly basis.

institution that the participant selects. Q. J-4: How does a DFI transfer a
The notification states that the transarticipant’s balance without cost or
fer will be made without cost or penalty? _ .
penalty if the participant contacts Fi- A. J—4: In order to satisfy section
nancial Institution M prior to January 408(P)(7), a participant's balance must
1, 1998. For the 1998 calendar yearbe transferred in a trustee-to-trustee
the requirements of section 408(p)(7)fransfer directly to a SIMPLE IRA (or,
will not be violated merely becausegg& Ithze tt\é)voéﬁ‘i/aer%:rgcdthdee?i%r;ec?alln
Ezzfépﬁ]nihirﬁ tg'ﬁguggltytoatg?]sfginstitution specified by the participant.

. ) A transfer is deemed to be made
their balances without cost or penal'[ywithout cost or penalty if no liquidation,
Example 2:Assume the same facts asransaction, redemption or termination
Example 1. Participant X does notfee, or any commission, load (whether
request a transfer of her balance byront-end or back-end) or surrender
December 31, 1997, but requests gharge, or similar fee or charge is
transfer of her current balance toimposed with respect to the balance

another SIMPLE IRA on July 1, being transferred. A transfer will not fail

1998. Participant X“s current balanceto be made without cost or penalty
would not be required to be trans-merely because contributions that a par-
have been given a reasonable period of ferred without cost or penalty becausdicipant has elected to have transferred
Participant X did not request such awithout cost or penalty are required to
balance without cost or penalty if, for ansfer prior to January 1, 1998.be invested in one specified investment
each calendar year, the participant has However, during the 60-day periodoption until transferred, even though a

preceding the 1999 calendar year,
Participant X may request a transfer
without cost or penalty, of her balanc
attributable to contributions made for
the 1999 calendar year and,
elects, for all future calendar years
(but not her balance attributable to
contributions for the 1998 calendar
year).

Example 3:Assume the same facts as
Example 1 Under the terms of the
SIMPLE plan, Participant Y becomes
an eligible employee on June 1, 1998,
and, for Participant Y, the 60-day
period described in Q&A E-1 begins
on that date. For the 1998 calendar
year, Participant Y will be deemed to
have been given a reasonable amount
of time in which to request to trans-
fer, without cost or penalty, his bal-
ance attributable to contributions for
the balance of the 1998 calendar year
if Financial Institution M allows such

a request to be made prior to July 31,
1998.

Q. J-3: Is there a limit on the fre-

lishes a SIMPLE plan effective Janu-quency with which a participant's bal-
ary 1, 1998, and intends to make alpnce must be transferred without cost or

contributions to Financial Institution Penalty?
M, which has agreed to serve as a A. J-3: In order to satisfy Section

DFlI.

For the 1998 calendar year,408(p)(7), if a participant acts, within

Employer A provides the 60-day elec-applicable reasonable time limits, if any,
tion period described in Q&A E-1to request a transfer of his or her
beginning November 2, 1997, andbalance, the participant’s balance must
notifies each participant that he or shée transferred on a reasonably frequent
may request that his or her balancéasis. A participant’s balance will be

variety of investment options are avail-
able with respect to contributions that
articipants have not elected to transfer.
his Q&A J-4 is illustrated by the
if she SI)ollowing examples:

Example 1: Financial Institution Q
agrees to be a DFI for the SIMPLE
plan maintained by Employer D. Em-
ployer D provides the 60-day election
period described in Q&A E-1 begin-
ning on November 2 of each year and
each participant is notified that he or
she may request, before the end of the
60-day period, a transfer of his or her
future contributions from Financial
Institution Q without cost or penalty
to a SIMPLE IRA (or, after the
two-year period described in Q&A
I-2, to any IRA) at a financial institu-
tion selected by the participant. The
notification states that a participant’s
contributions that are to be transferred
without cost or penalty will be in-
vested in a specified investment op-
tion and will be transferred to the
financial institution selected by the
participant on a monthly basis.
Financial Institution Q offers various
investment options to account holders
of IRA SIMPLE accounts, including
investment options with a sales
charge. Any participant who does not
elect to have his or her balance
transferred to another financial institu-
tion may invest the contributions
made on his or her behalf in any
investment option available to account



holders of SIMPLE IRA accounts atemployer that comes into existence after

Financial Institution Q. However, October 1 of the year the SIMPLE plan

contributions that a participant hasis established if the employer establishes
elected to have transferred are autathe SIMPLE plan as soon as administra-
matically invested, prior to transfer, intively feasible after the employer comes

a specified investment option that hasnto existence. If an employer (or prede-

no sales charge. The requirement thatessor employer) previously maintained

a participant’s balance be transferred SIMPLE plan, the employer may
without cost or penalty will not be establish a SIMPLE plan effective only
violated merely because contributionsn January 1 of a year.

that have been designated to be trans- Q. K-2: When must a SIMPLE IRA
ferred pursuant to a participant’sbe established for an employee?
election are automatically invested in A, K-2: A SIMPLE IRA is required

one specified investment option ando be established for an employee prior

transferred on a monthly basis to theo the first date by which a contribution
financial institution selected by theis required to be deposited into the
participant. employee”s SIMPLE IRA (see Q&As

Example 2:Assume the same facts asG-5 and G-6).

in Example 1. Financial Institution Q Q. K-3: Will the Service issue model

generally charges its IRA accounts &rms employers can use to establish

reasonable annual administration feeSIMPLE plans?
Financial Institution Q also charges A. K-3: Yes. On October 31, 1996,

this annual administration fee withthe Service issued Form 5305-SIMPLE,
respect to SIMPLE IRA accounts,which is a form that may be used by an

including SIMPLE IRA accounts from employer establishing a SIMPLE plan
which balances must be transferred ifwith a financial institution that is a DFI.

accordance with participants’ transferrhe Service also intends to issue a

elections. The requirement that parmodel form that may be used by an
ticipants* balances be transferredemployer establishing a SIMPLE plan

without cost or penalty will not be that does not use a DFIl. (The Service
violated merely because a reasonablesued Form 5304-SIMPLE on Decem-

SIMPLE IRA to which the employer
will make all contributions on behalf
of that employee.”;

(5) Item 4 of Article V: strike this
Item; substitute SIMPLE IRA. A
SIMPLE IRA is an individual retire-
ment account described in section
408(a), or an individual retirement
annuity described in section 408(b), to
which the only contributions that can
be made are contributions under a
SIMPLE plan and rollovers or trans-
fers from another SIMPLE IRA.”;

(6) Article VI, heading: strike every-
thing after the title and substitute
“(The employer will provide each
employee with the procedures for
withdrawals of contributions received
by the financial institution selected by
that employee unless that financial
institution provides the procedures di-
rectly to the employee.)”; and

(7) Article VII: strike the paragraph
pertaining to the agreement to be a
designated financial institution (i.e.,
the paragraph that begins “The under-
signed agrees...”) and the related
name, address, and signature block.

annual administration fee is chargecber 30, 1996.) Until the Service issued- Modifications to the Instructions:

to SIMPLE IRA accounts from which this model form, an employer establish-
balances must be transferred in accoing a SIMPLE plan that does not use a

dance with participants” transfer elec-DFI and wishes to use a model form

tions.

Q. J-5: Is the “without cost or pen- 1996), subject to the following modifi-
alty” requirement violated if a DFI cations:
charges an employer for a participant‘s
transfer of his or her balance? A. Modifications to the Form:

A. J-5. The "without cost or pen-
alty“ requirement of section 408(p)(7) is
not violated merely because a DFlI
charges an employer an amount that
takes into account the financial institu-
tion’s responsibility to transfer balances
upon participants’ requests or otherwise
charges an employer for transfers re-
quested participants, provided that the
charge is not passed through to the
participants who request the transfer.

(1) Form Title: strike the parentheti-
cal “(for Use With a Designated
Financial Institution)”;

(2) tem 1 of Article I. strike
“SIMPLE individual retirement ac-

designated financial institution
(SIMPLE IRA) for” and substitute
“SIMPLE IRA established by”;
(3) Item 3 of Article IlI: strike “to
the designated financial institution for
the IRAs established under this
SIMPLE plan” each time it appears
and substitute “for each eligible em-
ployee to the SIMPLE IRA estab-
A. K-1: An existing employer may lished at the financial institution se-
establish a SIMPLE plan effective on lected by that employee”;
any date between January 1 and October (4) Item 4 of Article IV: strike this
1 of a year beginning after December Item and substitute Selection of
31, 1996, provided that the employer (or IRA Trustee. The employer must per-

K. SIMPLE PLAN ESTABLISHMENT

Q. K-1: Must an employer establish
a SIMPLE plan on January 1?

any predecessor employer) did not pre- mit each eligible employee to select

viously maintain a SIMPLE plan. This the financial institution that will serve

requirement does not apply to a new as trustee, custodian or issuer of the

may use Form 5305-SIMPLE (October

count or annuity established at the

(1) Under heading What is a
SIMPLE Plan?”: strike “designated
financial institution named in Article
VII" and substitute “financial institu-
tion selected by each eligible em-
ployee”;
(2) Under heading When to Use
Form 5305-SIMPLE": strike Item 1
and renumber Items 2 and 3 accord-
ingly;
(3) Under heading Completing
Form 5305-SIMPLE”: strike “and
the designated financial institution”;
(4) Under heading Contributions
(Article 11l) ", subheading ‘Salary
Reduction Contributions”: strike
“designated financial institution for
the employee’'s SIMPLE IRA" and
substitute “financial institution se-
lected by each eligible employee”;
(5) Under heading Other Important
Information About Your SIMPLE
Plan”, subheading ‘Timing of Sal-
ary Reduction Contributions”:
(a) Strike “designated financial in-
stitution for the SIMPLE IRAs of
all eligible employees” and substi-
tute “financial institution selected
by each eligible employee for his
or her SIMPLE IRA"; and



(b) Strike “the SIMPLE IRA at the
designatd financid institutioni’ and
substitue- ‘‘each- participants
SIMPLE IRA";
(6) Unde headig ‘‘Other Impor-
tant- Informatio n- About- Your
SIMPLE Plan”, subheadig “Em-
ployee Notification”: strike every-
thing after the title and substitute
“You mug notify eadh eligible em-
ployee prior to the employeés 60-day
electicn period describe abowe that
he or she can make or chang salary
reduction electiors and sele¢ the fi-
nancid institution tha will sene as
the trustee custodian or issue of the
employeés SIMPLE IRA. In this no-
tification, you mug indicae whether
you will provide:

1. A matchirg contribution equal
to your employee’s salay reduction
contributiors up to a limit of 3% of
their compensation;

2. A matchirg contributicn equal
to your employee’s salay reduction
contributiors subje¢ to a percentage
limit that is betwea& 1% and 3% of
their compensationor

3. A nonelectie contributian equal
to 2% of your employeescompensa-
tion.

You can use the Model Notifica-
tion to Eligibl e Employees on page 3
to satisf thee employe notification
requiremerg for this SIMPLE plan,
provided you either (1) modify the
modd to discloe employees ability
to selet the financid institution that
will sene as the trustee custodian or
issue of the employeés SIMPLE
IRA or (2) provide this sarre disclo-
Sure in a separa¢ documentA Sum-
mary Description mug also be pro-
vided to eligible employes at this
time. This summay description re-
quiremen may be satisfied by provid-
ing a completa copy of pages 1 and
2 of Form 5305-SIMPIE (including
the Article VI Procedurs for With-
drawals).

If you fail to provide the employee
notification (including the summary
description describe above you will
be liable for a penaly of $50 per day
until the notification is provided If
you can shaw tha the failure was due
to reasonald cause the penaly will
nat be imposed.

If the summay description infor-
mation with respet to the financial
institution (i.e., the name and address
of the financid institution and its
withdrawd procedurel is not avail-
able at the time the employe mug be

given the summay description you
mug provide the summay description
without this information In suc a
case you will hawe reasonald cause
for not including this information
with respet to the financid institu-
tion in the summay description’;
(7) Unde headig ‘Other Impor-
tant- Informatio n- About- Your
SIMPLE Plan”: strike subheading
““Choosing the Designatel Financial
Institution” ard the following three
paragraphs;
(8) Strike the headimgy “Instructions
for the Designatel Financial Insti-
tution” and the subheadig *‘Com-
pleting Form 5305-SIMPLE’ and
the following paragraphand
(9) Unde the subheadig ““ Summary
Description’”:
(@ In the first paragraph strike
“you’” and substitué “the financial
institution for the SIMPLE IRA of
ead eligible employeé;
(b) In the first paragraph strike
“your procedurs for withdrawals
and transfes from the SIMPLE
IRAs~ establishd- unde- this
SIMPLE plan’ ard substitue “that
financid institutiori’s procedurs for
withdrawak from SIMPLE IRAs es-
tablishel at tha financid institution,
including the financid institution‘s
name ard address; and
(c) Strike the seconl paragrap and
substitue “There is a penaly of
$50 pe day for ead failure to
provide the summay description
describel above Howeve, if the
failure was due to reasonald cause,
the penaly will not be imposed!

REQUES FOR COMMENTS

The Servie and Treasuy request
commens$ on the guidane provided in
the® questiors ard answes for use in
developig arny future guidan@ on
SIMPLE plans.

Commens can be addresse to
CC:DOM:CORPR (Notice 97-6) room
5228 Internd Revene Service POB
7604 Ben Franklin Station Washington,
DC 20044 In the alternative comments
may be hard delivered betwee the
hours of 8 am and 5 p.m to
CC:DOM:CORPR (Notice 97-6) Cou-
rier's Desk Internd Revene Service,
1111 Constitution Avente NW., Wash-
ington, DC. Alternatively, taxpayes may
transmt commens electronicaly via the
IRS= Internd- sitem at— http:/

www.irs.ustreas.gov/prod/tax_relgs

comments.html

PAPERWORK REDUCTION ACT

The collectiors of information con-
taina in this notice hawe been reviewed
ard approvel by the Office of Manage-
mert and Budgé for review in acca-
dane with the Paperwok Reduction
Act (44 U.S.C 3507 unde control
numbe 1545-1502.

An ageng may not condud or spon-
sa, and a persa is not required to
respom to, a collection of information
unles the collection of information dis-
plays avalid contrd numbe:.

The collectiors of information in this
notice are in the sectiors headed Em-
ployee Elections Employe Administra-
tive And Notification Requremens,
Trustee Administratie Requiemens,
and SIMPLE Plan EstablishmentsThis
information is required by the IRS to
assue compliane with the new provi-
siors of the Smal Busines Jdb Protec-
tion Act of 1996 The likely respondents
are individuals busines or othe for-
profit institutions and not-for-profit in-
stitutions.

The estimate totd annua reporting
burden is 769,0® hours The estimated
avera@ annua burden per respondehis
2 hours ard 34 minutes The estimated
numbe of responderstis 300,000.

The estimaté annud frequeny of
responsg is annualy.

Books or record relating to a collec-
tion of information mug be retainal as
long as their contens may becone ma-
terid in the administratiomn of ary inter-
nd revene law. Generaly, tax returns
ard tax retum information are confiden-
tial, as requiredl by 26 U.S.C 6103.

DRAFTING INFORMATION

The principd autha of this notice is
Carlton Watkins of the Employe= Plans
Division. For further informatian regard-
ing this notice pleag contat¢ the Em-
ployee Plars Division's taxpaye assis-
tane telephomr servie at (202 622-
6074/60B (not a toll-free number),
betwea the hours of 1:30 ard 4:00 p.m.
Easten Time, Monda throuch Thurs-

day.




