Review of Issues Raised By in disparities in contribution rates beplans, including existing plans, on a
“New Comparability” Plans tween highly compensated and nonhighlprospective basis only.
compensated employees can be recon-One possible approach to address the
ciled with the basic purpose of the nondisissues raised by new comparability plans
crimination rules as applied to definedvould be to provide that, for purposes of
contribution plans. In this regard, the Serdetermining whether a defined contribu-
. PURPOSE vice and Treasury are reviewing whethetion plan satisfies
_ it is appropriate in all cases, without re- § 1.401(a)(4)-8(b)(1) of the Income

The Internal Revenue Service and thg, q g the particular structure of a crossfax Regulations (i.e., the rules governing
Treasury Department are undertaking gisieq defined contribution plan, to allowthe cross-testing of defined contribution
review of issues posed by "new comparaye projected future value of employeplans), the right to receive each rate of
bility” plans and invite public comments. o, ribytions to be tested as the equivaronelective employer contributions must
The Service and Treasury believe it iS aant of employer-provided benefits undebe currently and effectively available on a
propriate at this time to review the effect, yafined penefit plan. nondiscriminatory basis, determined in a
of these rapidly evolving plan designs ¢ example, in a typical new comparamanner generally patterned after the ap-
with the benefit of comments from planyjiw, plan, highly compensated employ-proach under § 1.401(a)(4)—4 of the regu-
sponsors, plan participants, and other inseg (who tend to be older than a majoritiations. These regulations already contain
terested parties. _ . of nonhighly compensated employees) rea requirement that rates of the other three

New comparability plans (and similarceiye high allocation rates (often 18% tdasic types of contributions — elective
plan designs such as “super-integratedyno, of compensation), while nonhighlycontributions, after-tax employee contri-
plans) are defined contribution plans thal,hensated employees, regardless bétions, and employer matching contribu-
generally restrict higher rates of employefeir age or years of service, receive contions — be made currently and effectively
contributions to highly compensated emgq atively low allocation rates (e.g., 3%available in a nondiscriminatory manner.
ployees. The focus of this review is theys oo mnensation). In the typical case, If such an approach were adopted,
nondiscrimination requirements applicay,qre i 4 sufficient number of young nonhowever, it is anticipated that, subject to
ble to these plans. highly compensated employees to enabteertain conditions, a plan would be per-

Section 401(a)(4) of the Internal Revyne empjoyer to demonstrate compliancanitted to disregard differences in rates of
enue Code provides that a plan is a quallis, the nondiscrimination standards bynonelective contributions that result from
fied plan only if the contributions or the o haring the actuarially projected valudifferences in attained age or service for
benefits provided under the plan do nok¢ ye small allocations for those youngourposes of determining whether contri-
discriminate in favor of highly compen-,,hhighiy compensated employees withution rates are currently available in a
sated employees. For purposes of detgfe actyarially projected value of the subrondiscriminatory manner. Accordingly,
mining whether nonelective employeigisntia|ly larger allocations for olderunder such an approach, the Service and
contributions under a defined contributionyjony compensated employees. The Sefreasury anticipate that cross-testing
plan discriminate in favor of highly com-ice g Treasury are concerned that, hyould continue to be a permissible testing
pensated employees, the regulationga, gesign, nonhighly compensated emalternative for generic age-weighted or
under § 401(a)(4) permit such contribuy,,vees never have an opportunity to easervice-based defined contribution plans
tions either to be tested on a present valyge nigher allocation rates as they workplans under which younger and shorter-
basis or to be “cross-tested” on a futurgqitional years for the employer andservice participants become entitled to
value basis. Under this cross-testing o, gider.” Further, when a sponsor rehigher allocation rates as they age and ac-
method, contributions are converted 19,64 jts existing defined contributioncumulate more service) and certain other
and tested as equivalent benefits payabl,, yith a new comparability plan, rank-appropriate plan designs.
at normal retirement age; the conversio fije employees may suffer significant Comments are invited on this and other
is done by making an actuarial projectiong,ctions in their allocation rates, whilepossible approaches (including appropriate
of the benefits payable at normal retireg,nerg and executives may benefit from exceptions) to address the issues raised by
ment age that are attributable to such co@jgnificant increase in their allocationnew comparability plans. It is requested

tributions. Thus, this cross-testing g that comments be submitted by May 15,
method effectively permits nonelective 2000, and that they refer to Notice
employer contributions under a definedl. POSSIBLE APPROACHES 2000_'14_ Comments can be addressed to

contribution plan to be tested as the : : : ;

equivalent of elzomployer-provided benefits N their review of new comparability CC.DES)ZI\ZAéCi(?[RP.IIQR(Notlce 8200'0_1;23’8
under a defined benefit plan plans, the Service and Treasury are cof2°M » INternal kévenue service,

i _ plan. ideri hat modificati to th ist./604, Ben Franklin Station, Washington,
Notwithstanding the analytical under-3'9€Ng wWhat modications 1o the exist 5,0 5 S o on o t

pinnings of cross-testing, the Service antf9 "ules applicable to these plans migt? [N e aternaive, commens
Treasury are concerned whether cros§€ appropriate. It is anticipated that anfay be hand delivered be.tween. the hqurs
tested plan designs that provide for buil$§Uch modifications would be applied o 8:am. and 5 p.m. to CC:DOM:CORP:R
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(Notice 2000-14), Courier’s Desk, InternaDRAFTING INFORMATION contact the Employee Plans’ taxpayer assis-
Revenue Service, 1111 Constitution Av- o ) .. tance telephone service at (202) 622-
enue NW, Washington, DC. Alternatively, ' "€ Principal author of this notice isgn74/6075 (not toll-free numbers) between
taxpayers may transmit comments electrof@Mes Flannery of the Tax Exempt anghe hoyrs of 1:30 and 3:30 p.m. Eastern
ically via the IRS Internet site at: Government Entities Division. For furtherime Monday through Thursday.

http:/Awww.irs.gov/tax_regs/regslist.html. information regarding this notice, please




