Section 401.—Qualified
Pensions, Profit-sharing, and
Stock Bonus Plans

ACTION: Final and temporary regula-sponsors of qualified retirement plans,
tions. employers that maintain qualified retire-

SUMMARY: This document contains mer!t _plans, and qualified retirement plan
. . . roart|C|pants.
regulations relating to the remedia

26 CFR 1.401(b)-1: Certain retroactive changes ingmendment period, during which a sponEFFECTIVE DATES: These regulations

plan.
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AGENCY: Internal Revenue Serviceamendments relating to changes to t

(IRS), Treasury.

sor of a qualified retirement plan or arare effective February 4, 2000.

employer that maintains aqual.lfled retire- OR EURTHER INFORMATION CON-
ment plan can make retroactive amend-

- . TACT: Linda S.F. Marshall at (202)622-
ments to the plan to eliminate certalrz3

e X .~ 6030 or Lisa A. Tavares at (202) 622-
qualification defects for the entire period
. i : 6090 (not a toll-free number).
These final regulations clarify the scope
of the Commissioner’s authority to pro-SUPPLEMENTARY INFORMATION:
vide relief from plan disqualification
under the regulations. These clarificaBackground

tions confirm the Commissioner’s author- This document contains amendments

ity to provide appropriate relief for plan;, ihe Income Tax Regulations (26 CFR
rt 1) under section 401(b). These regu-

plan qualification rules made in receny,iions provide guidance to clarify the

legislation. These final regulations affect



scope of the Commissioner’s authority tan those requirements effected by the legusly provided in the temporary regula-
provide relief from plan disqualification islation listed in §1.401(b)-1(b)(2)(i) andtions, regarding the beginning of the re-
under section 401(b) and the regulationgii). Under §1.401(b)-1(b)(2)(ii), a dis- medial amendment period for disqualify-
On August 1, 1997, temporary regulationgjualifying provision also includes a planing provisions  described in
(T.D. 8727, 1997-2 C.B. 47) under secprovision that is integral to a qualification§1.401(b)-1(b)(3).
tion 401(b) were published in tirederal requirement changed by specified legisla-
Register (62 F.R. 41272). A notice of tion. As in effect prior to the previously SPecial Analyses
proposed rulemaking (REG-106043-97ssued final and temporary regulations
1997-2 C.B. 654) cross-referencing th&1.401(b)-1(b)(2)(iii) provided that a dis-Sury decision is not a significant regula-
temporary regulations, was published imualifying provision includes a plan provi-tory action as defined in Executive Order
the Federal Register(62 F.R. 41322) on sion that results in failure of the plan t012866. Therefore, a regulatory assess-
the same day. The temporary regulatiorsatisfy the Code’s qualification require-ment is not requireé. It also has been de-
enabled the Commissioner to provide apnents by reason of a change in those e rmined that section 553(b) of the Ad-
propriate relief concerning the timing ofquirements effected by amendments to tn%inistrative Procedure Act (5 U.S.C.
plan amendments relating to changes tGode, that is designated by the Commisc-hapter 5) does not apply to these regula-
the plan qualification rules made in recengioner, at the Commissioner’s discretionl,ions and because the regulation does not
legislation, as well as for other planas a disqualifying provision. impo,se a collection of information on
amendments that may be needed as a re-section 1.401(b)-1(d) provides rulegmall entities, the Regulatory Flexibility
sult of future changes to the Internal Revfor determining the period for which theact (5 U.S.C , chapter 6) does not apply.
enue Code (Code). relief provided under section 401(b) appyrsyant to section 7805(f) of the Internal
No written comments responding to theplies (the “remedial amendment peReyenue Code, the notice of proposed
notice of proposed rulemaking were refiod”). Section 1.401(b)-1(d)(1) defines,jemaking preceding these regulations
ceived. No public hearing was requestethe beginning of the remedial amendyyas sybmitted to the Small Business Ad-
or held. The proposed regulations undenent period for the disqualifying provi- pinistration for comment on its impact on
section 401(b) are adopted by this Tresions listed in 881.401(b)—(1)(b)(1) andymall businesses.
sury decision, and the corresponding teni-.401(b)-1(b)(2)(i) and (ii).

'’ It has been determined that this Trea-

porary regulations are removed. The final regulations retain the rules serafting Information
forth in the temporary regulations to clar- o
Explanation of Provisions ify the scope of the Commissioner’s au- The principal authors of these regula-

thority to provide relief from plan dis- tions are Linda S. F. Marshall and Lisa A.

Section 401(b) provides that a plan igyalification under section 401(b). Thesdavares, Office of the Associate Chief
considered to satisfy the qualification rechanges are needed to clarify the rules rgounsel (Employee Benefits and Exempt
quirements of section 401(a) for the pepting to the plan provisions that may p&rganizations). However, other person-
riod beginning with the date on which itgesignated by the Commissioner as giqel from the IRS and Treasury Depart-
was put into effect, or for the period bequalifying provisions based on amend™eNt participated in their development.

ginning with the earlier of the date onments to the plan qualification require- e

which any amendment that caused th@ents of the Internal Revenue Code

’ : ; Adoption of Amendments to the
plan to fail to satlsfy those requirementSsection 1.401(b)—1(b)(3) retains the ru'%eegﬁlations
was adopted or put into effect, and endinget forth in the temporary regulations to

with the time prescribed by law for filing provide that a disqualifying provision in-  Accordingly, 26 CFR part 1 is amended
the employer’s return for the taxable yeag|ydes a plan provision designated by thes follows:

in which that plan or amendment wagommissioner, at the Commissioner’s

adopted (including extensions) or sucljiscretion, as a disqualifying provisionPART 1—INCOME TAXES

later time as the Secretary may designalghat either (1) results in the failure of the L

if all provisions of the plan needed to satpjan to satisfy the qualification require- Faradraph 1. The authority citation for
isfy the qualification requirements are innents of the Code by reason of a chan jart 1 continues to read in part as follows:
effect by the end of the specified periogh those requirements; or (2) is integral to ~uthority: 26 U.S.C. 7805 * = »

and have been made effective for all puy qualification requirement of the Code Par- 2. Section 1.401(b)-1 is amended

poses for the entire period. that has been changed. SectioRV: o

Section 1.401(b)—1(b) lists the plan pro1.401(b)-1(c)(2) retains the rule set forth 1- Revising paragraphs (b)(3), (c), and
visions that may be amended retroactivelyn the temporary regulations to provide(d)(l)("’)-
pursuant to the rules of section 401(bthe Commissioner with explicit authority 2. Adding paragraph (d)(1)(v).
These plan provisions, termeisqualify- to impose limits and provide additional The addition and revisions read as fol-
ing provisionsjnclude the plan provisions rules regarding the amendments that magws:
described in section 401(b), as well abe made with respect to disqualifying pro81.401(b)-1 Certain retroactive changes
plan provisions that result in failure of avisions during the remedial amendmeni plan.
plan to satisfy the qualification require-period. Section 1.401(b)-1(d)(1)(iv) and® * * * *
ments of the Code by reason of a chandg) provide conforming rules, as previ- (b)***



(3) A plan provision designated by theguidance in revenue rulings, notices, and
Commissioner, at the Commissioner’®ther guidance published in the Internal
discretion, as a disqualifying provisionRevenue Bulletin. See §601.601(d)(2) of
that either— this chapter.

(i) Results in the failure of the plan to (d) ***
satisfy the qualification requirements of (1) ***
the Internal Revenue Code by reason of a (iv) In the case of a disqualifying provi-
change in those requirements; or sion described in paragraph (b)(3)(i) of

(ii) Is integral to a qualification require- this section, the date on which the change
ment of the Internal Revenue Code thaffected by an amendment to the Internal
has been changed. Revenue Code became effective with re-

(c) Special rules applicable to disquali-spect to the plan; or
fying provisions — (1) Absence of plan (v) In the case of a disqualifying provi-
provision For purposes of paragraphsion described in paragraph (b)(3)(ii) of
(b)(2) and (3) of this section, a disqualifythis section, the first day on which the
ing provision includes the absence from plan was operated in accordance with
plan of a provision required by, or, if ap-such provision, as amended, unless an-
plicable, integral to the applicable changether time is specified by the Commis-
to the qualification requirements of thesioner in revenue rulings, notices, and
Internal Revenue Code, if the plan was inther guidance published in the Internal
effect on the date the change became d®evenue Bulletin. See §601.601(d)(2) of
fective with respect to the plan. this chapter.

(2) Method of designating disqualifying* * * * *
provisions The Commissioner may des-
ignate a plan provision as a disqualifying1-401(P)-1T [Removed]
provision pursuant to paragraph (b)(3) of pgy 3. Section 1.401(b)—1T is removed.
this section only in revenue rulings, no-
tices, and other guidance published in the ~_John M. Dalrymple,
Internal Revenue Bulletin. See Acting Deputy Commissioner
§601.601(d)(2) of this chapter. of Internal Revenue.

(3) Authority to i_m_pose limitationsIn Approved January 19, 2000.
the case of a provision that has been des-

ignated as a disqualifying provision by Jonathan Talisman,
the Commissioner pursuant to paragraph Acting Assistant Secretary
(b)(3) of this section, the Commissioner of the Treasury.

may impose limits and provide additional

rules regarding the amendments that mégiled by the Office of the Federal Register on Feb-
rbary 3, 2000, 8:45 a.m., and published in the issue

be ma_de Wlth_ respect to thgt dlsqua“fym%f the Federal Register for February 4, 2000, 65 F.R.
provision during the remedial amendmeng,zy)

period. The Commissioner may provide



