ferred compensation plans established by TRA '97, the Service published Rev-
state and local government and tax-e enue Procedure 96-56, 1996-2 C.B. 389,
empt employers These plans may be ei-which announced that, due to study of
ther eligible plans that meet the requir these changes, the Service would suspend
ments of § 457(b) or ineligible § 457(f)issuance of rulings regarding the tax ef-
plans. Under § 457(a), compensation ddects of provisions under the SB\ af-
ferred pursuant to eligible plans that medecting § 457(b) plans until further notice.

@ the requirements of 8§ 457(b) and the inNotice 96-63, 1996-2 C.B. 228, invited
come attributable to such deferredreo comments on whether the Service should
pensation are not includible in gross i publish model language to provide
come until the taxable year in which the8 457(b) plan sponsors with a streamlined
deferred amounts are actually paid omethod for amending their plans to com-
made available to the plan participant oply with the new SBRA provisions relat-
beneficiay. ing to § 457(b) plans.

.02 Section 1447(a) of the IBIand .05 In addition, the Service has re-
section 1071 b TRA '97 amended cently issued Notice 98-8, 1998-4 |.R.B.
§ 457(e)(9) of the Code, generaliffex- 6, which provides substantive guidance
tive for years beginning after Decembegoncerning the revisions to 8 457 made by
31, 1996, to permit in-service distribu-the SBPA and TRA '97. The Service is
tions of amounts of $5,000 or less payabligsuing this revenue procedure providing
under a § 457(b) plan under certain condmodel amendments based on the guidance
tions, and to permit an additional electioprovided in Notice 98-8.
by a participant to further defer oo
mencement of distributions under aiI\EACE-I[IIgSSN'LrJgE ® THE MODEL
8 457(b) plan after the first permissible

payout date. Section 1447(b) of the (01 Any eligible employer may amend
SBJPA added new paragraph (15) taq § 457(b) plan to utilize one or more of
§ 457(e) of the Code, also effective fothe optional changes made to § 457(e) of
years beginning after December 31, 199¢he Internal Revenue Code by section
under which the $7,500 maximum defer1447 of the SBEA and section 1017 of
ral limitation under 88 457(b) (2) andTRA '97 and described in Section 2.02 of
457(c)(1) is indexed (in $500 incrementsjhis revenue procedure by adopting one or
for cost of living adjustments. (The maxmore of Modé Amendments 1, 2 or 3
imum deferral limitation for 1998 is contained in the appendix to this revenue
$8,000.) procedure.

.03 Section 1448 of the SB¥added .02 An eligible employer that is a state
new subsection (g) to § 457 of the Code tor local government employer must
26 CFR 601.201: Rulings and determination Iettersprovide that all assets and income underg@mend its 8§ 457(b) p|an to comply with
Rev. Proc. 98-41 § 457(b) plan that is maintained by a statthe mandatory trust requirement of

: : or local government employer must be§ 457(g) described in Section 2.0%n el-
SECTION 1. PURPOSE held in trust for the exclusive benefit ofigible government employer may adopt
) _ plan participants and their beneficiariesmodd Amendment 4 in the appendix to

This Revenue Procedure providegefore the enactment of the SBY, this revenue procedure in order to modify
model amendments that may be used ly 457(b)(6) mandated that all § 457(b)he plan to reflect the funding arramg
an eligible employer (as defined ingjans be unfunded (so that plan assetsent established under the plan in confor-
457(e)(1) of the Interal Revenue Codegoy|d not be set aside for the exclusivenity with § 457(g). In addition, in order
to amend its § 457(b) plan to reflect th@enefit of participants and beneficiaries)to rely on ModeAmendment 4, the eligi-
revisions made to § 457 of the Interakection 457(g) generally applies to assetsie government employer must adopt a
Revenue Code by the Small Business Jofhq income held by a governmentairust, one or more custodial accounts, or
Protectio Act of 1996, Pub. L. No. 104-g 457(p) plan on and aftéugust 20, one or more annuity contracts that hold all
188 (“SBIFA”) and by tfe Taxpayer Re- 1995, Howeve in the case of a § 457(b)assets and income described in Model
lief Act of 1997, Pub. L. No. 105-34 5|5 in existence mAugust 20, 1996, Amendment 4 The trust, custodial ac-

(‘“TRA97"). maintained by a state or local governmentount or accounts, or annuity contract or
SECTION 2. BACKGROUN AND employe, a trust is not required to be escontracts must be valid instruments under
GENERAL INFORMATION tablished pursuant to § 457(g) before Jastate lav, must otherwise comply with the

uary 1, 1999. requirements provided in Notice 98-8,
.01 Section 457 of the Internal Rev- .04 In response to these significant reand may contain no language inconsistent
enue Code applies to nonqualified devisions made to § 457 by the SBJand with Modd Amendment 4.See Section 4
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below for more information regarding athe applicable model amendments praent with the model amendment so
government entity’s right to rely upon avided under this revenue procedure on adopted.

prior private letter ruling concerning itsword-for-word basis and continue to rely

§ 457(b) plan if it adopts Model Amend-on the previously issued private letter rulSECTION 5. EFFECTIVE DATE

ment 4 on a word-for-word basis. ing regarding its § 457(b) plan without fil-

ing another request with the Service for a 1NiS revenue procedure is effective Au-
SECTION 4. RELIANCE BY new private letter ruling. gust 10, 1998.
EMPLOYERS WITH PRIOR 8§ 457(b) . . .
RULING .02 Superseding obsolete prior provipRAFTING INFORMATION

sions—An employer that satisfies the

.01 Reliance—An employer entitled toconditions of Section 4.01 above and that The principal author of this revenue
rely on a private letter ruling issued to ilamends its § 457(b) plan to include one grocedure is John Tolleris of the Office of
prior to August 10, 1998, regarding the elmore of the model amendments set fortAssociate Chief Counsel (Employee Ben-
igibility of a plan under § 457(b) that is ain this revenue procedure on a word-forefits/ Exempt Organizations). However,
defined contribution plan as defined in 8vord basis will also not lose its right toother personnel from the Internal Rev-
414(i) will not lose its right to rely on its rely on its prior letter ruling merely be-enue Service and Treasury participated in
letter ruling merely because it adopts oneause it replaces obsolete terms (such &s development. For further information
or more of the amendments set forth ineplacing “bookkeeping accounts” or “hy-regarding this revenue procedure, contact
this revenue procedure on a word-forpothetical accounts” with “accounts”), orJohn Tolleris at (202) 622-6030 (not a
word basis. Such an employer may adojpleletes prior provisions that are inconsigoll-free number).

APPENDIX FOR REVENUE PROCEDURE 98-41
MODEL AMENDMENTS

(Note to sponsors: In this appendix presenting the model amendment language, the portions printed in italics are explanat
notes for the benefit of the § 457(b) plan sponsor and are not to be included in the amendments. The portions nottglicged in i
are the model amendment language for use by the plan sponsor in amending its § 457(b) plan in accordance with this revenue
cedure.)

OPTIONAL AMENDMENTS THAT MAY BE ADOPTED BY ANY ELIGIBLE 457 PLAN
AMENDMENT 1 IN-SERVICE DISTRIBUTION OF $5,000 OR LESS

Any one of the following model amendments may be adopted for any § 457(b) plan to provide for the in-service de minimis di
bution option permitted under § 457(e)(9)(A) of the Internal Revenue Code and described in Section 2.02 above. These an
ments are in addition to any plan provision requiring distribution of small account balances following the general disirimtion
mencement date set by the plan. If it wishes, the plan sponsor may also substitute in the following model amendmeeis a cons
figure lower than $5,000 in place of “$5,000 (or the dollar limit under section 411(a)(11) of the Internal Revenue Coalker)f.gre
The plan may adopt only one of Option A, Option B, or Option C.

OPTION A: INVOLUNTARY DISTRIBUTIONS

The following amendment may be adopted by an eligible employer that wishes to provide for the mandatory in-service distribuf
to participants with aggregate account balances under the § 457(b) plan that total $5,000 or less:
“Involuntary In-Service Distribution: The Plan shall distribute the total amount payable under the Plan to a participaahwho is
active employee of an eligible employer if the following requirements are met:
(i) the total amount payable to the participant under the Plan does not exceed $5,000 (or the dollar limit under sectiot
411(a)(11) of the Internal Revenue Code, if greater),
(ii) the participant has not previously received an in-service distribution of the total amount payable to the participant unde
the Plan; and
(i) no amount has been deferred under the Plan with respect to the participant during the two-year period ending on the da
of the in-service distribution.”

OPTION B: VOLUNTARY DISTRIBUTIONS

The following amendment may be adopted by an eligible employer that wishes to provide for the voluntary in-service distribut
to participants with aggregate account balances under the § 457(b) plan that total $5,000 or less:
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“Voluntary In-Service Distribution: A participant who is an active employee of an eligible employer shall receive a diswibutio
the total amount payable to the participant under the Plan if the following requirements are met:

(i) the total amount payable to the participant under the Plan does not exceed $5,000 (or the dollar limit under sectior
411(a)(11) of the Internal Revenue Code, if greater),

(ii) the participant has not previously received an in-service distribution of the total amount payable to the participant unde
the Plan,

(iif) no amount has been deferred under the Plan with respect to the participant during the two-year period ending on the dat
of the in-service distribution; and

(iv) the participant elects to receive the distribution.”

OPTION C: COMBINATION VOLUNTARY AND INVOLUNTARY DISTRIBUTIONS

The following amendment may be adopted by an eligible employer that wishes to provide for both a mandatory in-service disti
ution of small account balances (such as $500) and a voluntary in-service distribution election to participants with highateagg
account balances under the § 457(b) plan that total $5,000 or less:

“Involuntary In-Service Distribution: The Plan shall distribute the total amount payable under the Plan to a participaanwho i
active employee of an eligible employer if the following requirements are met:

(i) the total amount payable to the participant under the Plan does not exceed [enter a dollar amount that is less]than $5,00

(i) the participant has not previously received an in-service distribution of the total amount payable to the parti@pant und
the Plan; and

(i) no amount has been deferred under the Plan with respect to the participant during the two-year period ending on the da
of the in-service distribution.

Voluntary In-Service Distribution: A participant who is an active employee of an eligible employer shall receive a distiibution
the total amount payable to the participant under the Plan if the following requirements are met:

(i) the total amount payable to the participant under the Plan does not exceed $5,000 (or the dollar limit under sectior

411(a)(11) of the Internal Revenue Code, if greater),

(i) the participant has not previously received an in-service distribution of the total amount payable to the parti@pant und
the Plan,

(i) no amount has been deferred under the Plan with respect to the participant during the two-year period ending on the da
of the in-service distribution; and

(iv) the participant elects to receive the distribution.”

AMENDMENT 2 ADDITIONAL DEFERRAL ELECTION

The following model amendment may be used to provide foorteéadditional” distribution election authorized by §
457(e)(9)(B) of the Internal Revenue Code and described in section 2.03 above.

“If a participant has elected, in accordance with the Plan, to defer the commencement of distributions beyond the fitdepermiss
payout date, then the participant may make an additional election to further defer the commencement of distributionsharovided
the election is filed before distributions actually begin and the later commencement date meets the required distributice-comme
ment date provisions of sections 401(a)(9) and 457(d)(2) of the Internal Revenue Code. A participant may not make more than
such additional deferral election after the first permissible payout date.

For purposes of the preceding paragraph, the “first permissible payout date” is the earliest date on which the Plan permits |
ments to begin after separation from service, disregarding payments to a participant who has an unforeseeable emeligency or a
age 7@, or under the in-service distribution provisions of the Pl@hiy of the provisions mentioned in the preceding sentence may
be omitted if the plan does not include such a provision.)

AMENDMENT 3 COST-OF-LIVING-ADJUSTMENTS

Any 8§ 457(b) plan may be amended to provide for implementing cost of living adjustments to the “$7,500” maximum deferr
amount pursuant to § 457(e)(15) by substituting the following for “$7,500” wherever it appears as a limitation on the maximum d
ferral amount under the plan:

“$7,500, adjusted for the calendar year to reflect increases in cost-of-living in accordance with sections 457(e)(15) afd#15(d
Internal Revenue Code.”

MODEL AMENDMENT TO REFLECT MANDATORY § 457(g) REQUIREMENTS FOR GOVERNMENTAL § 457(b)
PLANS

AMENDMENT 4 § 457(g) TRUST REQUIREMENTS FOR GOVERNMENTAL § 457(b) PLANS

Any one of the following three model amendments may be used to reflect the mandatory trust requirement applicable to elig
plans of state and local government entities under 8 457(g) of the Code. None of these amendments are applicable tar§457(b) |
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sponsored by tax-exempt organizations that are not state or local government entities, and they may not be adopted Iy such ol
zations. The last sentence of each of the following model amendments (requiring amounts to be transferred within adé)yday pe
is optional.

OPTION A: TRUST

“Notwithstanding any contrary provision of the Plan, in accordance with section 457(g) of the Internal Revenue Code, ll amot
of compensation deferred pursuant to the Plan, all property and rights purchased with such amounts, and all income tattributal
such amounts, property, or rights shall be held in trust for the exclusive benefit of participants and beneficiariesRlader&hg
trust under the Plan shall be established pursuant to a written agreement that constitutes a valid trust undejinikertamanfe of
applicable state].

All amounts of compensation deferred under the Plan shall be transferred to a trust established under the Plan witttiat&a periot
is not longer than is reasonable for the proper administration of the accounts of participants. To comply with this recliremen
amounts of compensation deferred under the Plan shall be transferred to a trust established under the Plan not latsinttem 15 bt
days after the end of the month in which the compensation would otherwise have been paid to the employee.”

OPTION B: ANNUITY CONTRACT

“Notwithstanding any contrary provision of the Plan, including any annuity contract issued under the plan, in accordance w
section 457(g) of the Internal Revenue Code, all amounts of compensation deferred pursuant to the Plan, all propertpamd rights
chased with such amounts, and all income attributable to such amounts, property, or rights shall be held in one or mooa-annuity
tracts, as defined in section 401(g) of such Code, issued by an insurance company qualified to do business in the B&tamwhere t
tract was issued, for the exclusive benefit of participants and beneficiaries under the Plan. For this purpose, the itgrm “anr
contract” does not include a life, health or accident, property, casualty, or liability insurance contract.

All amounts of compensation deferred under the Plan shall be transferred to an annuity contract described in sectidhet01(f) o
Internal Revenue Code within a period that is not longer than is reasonable for the proper administration of the acatigirts of pa
pants. To comply with this requirement, all amounts of compensation deferred under the Plan shall be transferred tala-contrac
scribed in section 401(f) of such Code not later than 15 business days after the end of the month in which the compeldsation v
otherwise have been paid to the employee.”

OPTION C: CUSTODIALACCOUNT

“Notwithstanding any contrary provision of the Plan, in accordance with section 457(g) of the Internal Revenue Code, ll amot
of compensation deferred pursuant to the Plan, all property and rights purchased with such amounts, and all income tattributal
such amounts, property, or rights shall be held in one or more custodial accounts for the exclusive benefit of partidijeaetfs and
ciaries under the Plan. For purposes of this paragraph, the custodian of any custodial account created pursuant tethee Rlan mu
bank, as described in section 408(n) of the Internal Revenue Code, or a person who meets the nonbank trustee requiraments o
graphs (2)—(6) of section 1.408-2(e) of the Income Tax Regulations relating to the use of non-bank trustees.

All amounts of compensation deferred under the Plan shall be transferred to a custodial account described in sectidme401(f) c
Internal Revenue Code within a period that is not longer than is reasonable for the proper administration of the acatigirts of pa
pants. To comply with this requirement, all amounts of compensation deferred under the Plan shall be transferred tbac-custodic
count described in section 401(f) of such Code not later than 15 business days after the end of the month in which tht@®oompen:
would otherwise have been paid to the employee.”




