Request for Comments on the
Desirability of Guidance Relating to
Section 457 Nonqualified Deferred
Compensation Plans of State and
Local Government and Tax-Exempt
Employers

Notice 96-63

This notice invites public commen on
possibé changs to procedurs relating
to requests for private letter rulings
unde § 457 of the Code Thes changes
may include (1) the publication of
modd amendmers for existing 8 457
plars in lieu of the issuane of rulings
on individud plan amendmer# reflect-
ing changs applicabé to plars that
med the requiremerg of § 457(h un-
der the Smal Busines Jdb Protection
Act of 1996 PL. 104-18 (“SBJPA”),
ard (2) the creatiomn of a Masteg and
Prototype plan progran for plars that
med the requiremerg of § 457(b).

BACKGROUND

Sectimn 457 plars are nonqualified,
deferrel compensatio plars established
by stae ard locd governmeh and tax-
exemp employers Thee employes
may establif eithe eligible plars that
med the requiremerg of § 457(h or
ineligible § 457(f) plans The plars are
subjet to the specifc requiremerg and
deferrd limitations of § 457 of the
Code Undea 8§ 457(a) compensation
deferra pursuan to eligible plars that
med the requiremerg of § 457(h and
the income attributabé to sud deferred
compensatio is not taxabk until the
taxabke yea in which the deferred
amouns are actually paid or mack avail-
able to the plan participant or other
beneficiay. In contrast compensation
deferral undg a plan describé in
§ 457(f) is includa in the participants
or beneficiarys gros income for the
first taxabk yea in which there is no
substantifirisk of forfeiture of the rights
to the compensationIn addition prior
to the enactmeh of the SBJFPA,

§ 457(b)(§ mandatd that eligible plans
unde § 457(9 be unfundel ard that
plan asset not be se asice for the
exclusive beneft of participants.

The SBJPA changd certan require-
mens for plars unde § 457(b) Section
457(g) addel by § 1448 of the SBFA,
now mandats tha all assets ard income
of eligible stae ard locd government
plars (but not eligible plamrs of tax-
exemp entitie9 mug be held in trust
for the exclusive beneft of participants
ard their beneficiaries The trug require-
mert applies immediatey to eligible
plars establishd after Augug 20, 1996.
For governmen plars alread in exist-
ence on tha date the effective dake of
the 8 457(9 requiremen is Januay 1,
1999 Howeve, atrug may be addal to
existing governmen plars at ary time.

In addition all plars tha med the
requiremerg of § 457() may imple-
mert changs to § 457(¢ mace by
§ 1447 of the SBPPA. Sectim 457(e)(9)
provides that certan benefis will not be
treatel as mack availabk by reasm of
certah electiors with regad to distribu-
tions from eligible § 457( plans Also,
§ 457(e)(19 provides a cost-of-living
adjustmen for the maximum deferral
amourt unde § § 457(b)(9 ard (c)(1)
of the Code Thee amendmerst made
by § 1447 of the SBJPPA apply to tax-
able years beginnirg after Decembe 31,
1996.

The Servie is consideriig issuing
modé languag tha will provide plan
sponsos of eligible plars tha med the
requiremerd of 8§ 457(h with a stream-
lined metha for amendilg their plans
to comply with the new requiremerg of
§ 457. This modd languag@ can be
adoptel by existing eligible plars in lieu
of receivig a new ruling unde
8§ 457(b) This approab will provide
time ard cog saving to employes who
hawe previousy receival favorabk rul-
ing letters with respet to their § 457(b)
plans.

In addition the Servie is considering
the establishmen of a ruling program
for maste ard prototype 8§ 457(0 plans
that will conside the statutoy changes
to § 457 unde the SBJPPA. The Service
believes tha this type of progran is
particulary well suited to ruling re-
quess unde § 457(b) For example,
unde sudch a program if a stakt creates
a plan it can then be adopta by the
political subdivisions agencis ard in-
strumentalitis of that state without the
neel for individud rulings for ead state
employe that adops the same plan In
addition the prototype plan program

could be usa by banks insurane com-
panies and mutud fund companieswho
may be intereste in receiving advance
rulings for plars tha med the require-
ment of § 457(b).

REQUEST FOR PUBLIC
COMMENT

The Servie is now evaluatirg pos-
sible changs to the advane letter rul-
ing progran for eligible 8 457 plans.
Accordingly, the Servie request com-
mens concernilg the usefulnes of the
modd languag@ and maste and proto-
type plan approaches and welcomes
commens on ary othe usefu ap-
proachs the Servie might conside.
Commensg~ can~ be- addresseé- to
CC:DOM:CORPR (Notice 96-63)
room 5228 Internd Revene Service,
POB 7604 Ben Franklin Station Wash-
ington, DC 20044 Alternatively, taxpay-
ers mgy transmt commeng electroni-
cally via the IRS Internd site at http://
www.irs.ustreas.gov/prod/tax_relgs
comments.html In the alternative
commens may be hard deliverad be-
tween the hours of 8 a.m and 5 p.m. to
CC:DOM:CORPR (Notice 96-63)
Courig’s Desk Internd Revene Build-
ing, 1111 Constitution Avente NW,,
Washington DC.

DRAFTIN G INFORM ATION

The principd autha of this revenue
procedue is Chery Pres of the Office
of the Associat Chief Counsé (Em-
ployee Benefis and Exemg Organiza-
tions) For further information regarding
this notice contat Chery Pres at (202)
622-608 (nat a toll-free number).




