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describes and illustrates many of the cor- €xceeded the § 415(b) limits, the excess
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401(a) or 403(a) can use to correct fail* If annual additions under a defined con-
ures to comply with the qualified plan tribution plan exceeded the § 415(c)
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comments on EPCRS, many suggestedrection method, the previously paid ex-
that it would be helpful to provide addi- Ccess can be repaid to the plan or, in the
tional guidance on acceptable means ofcase of certain terminated employees
correction. who have received a distribution of
(2) This revenue procedure, together elective deferrals, nonvested employer
with the standardized correction methods contributions can be forfeited;
described in Rev. Proc. 98-22, 1998-1¢2 If amounts in excess of certain other
I.R.B. 11, gives plan sponsors methods limits have been paid, then the excesse:
(and in many cases alternative methods)can be repaid to the plan or, as an addi-
they can use to correct the Operational tional alternative in the case of a de-
Failures typically encountered under fined benefit plan, future benefit pay-

(1) Exclusion of Eligible Employees EPCRS. Of course, other methods of cor- ments can be reduced;

in a 401(k) or (m) Plan
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The methods described in this revenue compensation in excess of the
procedure will be particularly useful for § 401(a)(17) limit, then the excess allo-
plan sponsors self-correcting Operational cation can be reallocated to other partic-

(1) Failures Relating to a § 415(b)Failures under APRSC. The revenue pro-ipants or used to reduce future em-

Excess

Excess
.05 Other Overpayment Failures
.06 8§ 401(a)(17) Failures

cedure includes numerous examples illus- ployer contributions or, as an additional
(2) Failures Relating to a § 415(c)trating these correction methods.

alternative, under the Walk-in Closing
(3) The correction methods described Agreement Program (“Walk-in CAP”),

in this revenue procedure include the fol- additional plan contributions can be
lowing —

made for other employees;

.07 Correction by Amendment Under For § 401(k) and § 401(m) nondiscrimi-» If hardship distributions that were not

Walk-in CAP
(1) 8 401(a)(17) Failures
(2) Hardship Distribution Failures

nation failures, in addition to the SVP permitted under plan terms have been
correction method, a “one-to-one” cor- made, then, in accordance with speci-
rection method which combines distrib- fied requirements, a corrective plan



amendment can be made under Walk-iQualification Failure. Section 6.02(3) ofods for correcting failures with respect to
CAP; and Rev. Proc. 98-22 provides that correctivéd03(b) plans). It is requested that com-
* If corrective contributions or alloca-allocations under a defined contributiorments and suggestions be submitted b
tions are made under a defined contrplan should be adjusted for earnings andovember 21, 1999, addressed tc
bution plan, several alternative methodforfeitures that would have been allocate@C:DOM:CORP:R (Rev. Proc. 99-31),
are provided for adjustments to reflecto a participant’s account if the failure hadkoom 5228, Internal Revenue Service,
earnings. not occurred. POB 7604, Ben Franklin Station, Wash-
This revenue procedure also expands the.03 Overview. (1) Section 2 of this rev- ington, DC 20044. In the alternative,
SVP correction method for the exclusiorenue procedure describes the effect of thibmments may be hand-delivered be-
of eligible employees from elective deferrevenue procedure and taxpayers’ abilitween the hours of 8 a.m. and 5 p.m. tc
rals, employee after-tax contributionsto rely on it. CC:DOM:CORP:R (Rev. Proc. 99-31),
and matching contributions for a full year (2) Section 3 sets forth certain proviCourier’s Desk, Internal Revenue Ser-
to include partial year exclusions, andions that generally apply with respect tgice, 1111 Constitution Avenue, NW,
clarifies the SVP correction method forthe correction methods and earnings atWashington, DC. Alternatively, taxpayers
exclusion of eligible employees from emjustment methods under this revenue Pronay transmit comments electronically by
ployer nonelective contributions undercedure, and assumptions that apply fsting the following site: cynthia.
profit-sharing and stock bonus plans.  purposes of the examples in this revenugigsby@mdl. irscounsel.treas.gov
(4) The Service anticipates that thgrocedure.
methods and examples described in this (3) Section 4 sets forth a number of reaSECTION 2. EFFECT OF THIS
revenue procedure will be updated, ansonable and appropriate correction mettREVENUE PROCEDURE; RELIANCE
the methods and examples may be suppleds (and examples) that may be used to _
mented or expanded. In addition, the Secorrect specific Operational Failures 01 Effecf[ of th|s.Revenue Procgdurg.
vice will continue to monitor and improve Section 4 also clarifies and expands o an Operational Failure addressed in this

EPCRS as a whole, and accordingly, ineertain correction methods under sypEvenue procedure is corrected in the spe

tends to revise Rev. Proc. 98-22 to reflec€@onsistent with section 6.02(2) of Rev.CIfIC manner described in an apphcable
experience and public comments. Proc. 98-22, other correction methodsc,orrectlon method set forth n this rev-
.02 Background.(1) Rev. Proc. 98-22, different from those illustrated in this rev-€Nue procedure, the Service will treat the
modified and consolidated into EPCRSnue procedure, may also be consider&g!ection as a reasonable and approprial
the various Internal Revenue Service praeasonable and appropriate for the san®@Teéction for the Operational Failure
grams relating to correction of certainrOperational Failure. under section 6.02(2) of Rev. Proc.
failures (“Qualification Failures™, which  (4) Section 5 sets forth earnings adjus28—22- In addition, if an earnings adjust-
affect the qualification of a plan intendedment methods (and examples) that may BBENt is made to a corrective contribution
to be qualified under § 401(a) or 403(apised to adjust a corrective contribution of" &llocation under a defined contribution
(“Qualified Plans”), or § 403(b) (“403(b) allocation for earnings in a defined contriP!an in @ specific manner described in
plans”). The programs consolidated intdution plan. Consequently, these earninggction 5 of this revenue procedure, the
EPCRS include the Administrative Policyadjustment methods may be used to detep€rvice will treat the earmings adjustment
Regarding Self-Correction (“APRSC”), mine the earnings adjustments for corre@S satisfying the requirement of section
the Voluntary Compliance Resolutiontive contributions or allocations under theéd-02(3)(a) of Rev. Proc. 98-22 that cor-
(“VCR”) program, Walk-in CAP, and the correction methods in section 4 and unddgctive allocations in a defined contribu-
Audit Closing Agreement Programcertain SVP correction methods. Othetion plan be adjusted for earnings.
(“Audit CAP"). Rev. Proc. 99-13, earnings adjustment methods, different -02 Revenue Procedure Not Applicable
1999-5 I.R.B. 52, modified and amplifiedfrom those illustrated in this revenue proto 403(b) Plans.This revenue procedure
Rev. Proc. 98-22 with respect to 403(byedure, may also be appropriate for adloes not apply to 403(b) plans. Accord-
plans. justing corrective contributions or alloca-ngly, sponsors of 403(b) plans cannot
(2) Section 6 of Rev. Proc. 98—22 settions to reflect earnings. rely on the correction methods under sec
forth correction principles that apply to all .04 Request for CommentsThe Ser- tion 4 and the earnings adjustment meth
of the EPCRS programs. The standarddce solicits comments and suggestiongds under section 5. For guidance relat
ized correction methods permitted underelating to this revenue procedure. In paing to 403(b) plans, see Rev. Proc. 99-13
the Standardized VCR Procedurgicular, the Service requests (1) comments .03 Reliance. Taxpayers may rely on
(“SVP”) set forth in Appendix A of Rev. on the correction methods, earnings adRev. Proc. 98-22, as supplemented b
Proc. 98-22 are deemed to be reasonaljlestment methods, and examples ddhis revenue procedure. Accordingly, if
and appropriate methods of correction foscribed in this revenue procedure, (2) sugn Operational Failure addressed in thi
certain Qualification Failures that arisegestions for alternative methods ofevenue procedure is corrected in accor
solely from failure to follow the terms of correction for the Operational Failures addance with the requirements of APRSC,
a plan (“Operational Failures”). Sectiondressed in this revenue procedure, and (8)CR, Walk-in CAP, or Audit CAP,
6.02(2) of Rev. Proc. 98-22 provides thasuggestions for methods of correction fowhichever is applicable; the eligibility re-
there may be more than one reasonabf@ualification Failures not addressed imuirements set forth in section 4 of Rev.
and appropriate correction method for ¢his revenue procedure (including methProc. 98-22 for the applicable program



are satisfied; and the Operational Failureligible for the favorable tax treatment ac- (3) in a defined contribution plan, the
is corrected using an applicable correctionorded to distributions from qualifiedplan provides that forfeitures are used tc
method described in this revenue proceslans (such as eligibility for rollover reduce future employer contributions;
dure that otherwise satisfies section 6.0@nder § 402(c)). To the extent that a cur- (4) the Qualification Failures are Oper-
of Rev. Proc. 98-22, then, in accordanceent or prior distribution was a distribu-ational Failures and the eligibility and
with section 3 of Rev. Proc. 98-22, thdion of an Excess Amount, that distribu-other requirements for APRSC, VCR,
plan will not be disqualified by reason oftion is not an eligible rollover Walk-in CAP, or Audit CAP, whichever
the Operational Failure. distribution. Thus, for example, if such aapplies, are satisfied; and

.04 Effect of Future GuidanceThe distribution was contributed to an individ- (5) there are no Qualification Failures
Service expects that the correction methual retirement arrangement (“IRA”), theother than the described Operational Fail
ods and earnings adjustment methods deontribution is not a valid rollover contri- ures, and if a corrective action would re-
scribed in this revenue procedure will béution for purposes of determining thesult in any additional Qualification Fail-
updated periodically in light of experi-amount of excess contributions (withinure, appropriate corrective action is taker
ence gained and comments receivedhe meaning of § 4973) to the individual'dor that additional Qualification Failure in
However, taxpayers will be able to con/RAs. Where an Excess Amount has beeccordance with EPCRS.
tinue to rely on the correction met_hodsﬂ.lS'[”bU'fe_d in connection with an Opera. ECTION 4. CORRECTION
and earnings adjustment methods in thigonal Failure that is being corrected usmﬁlETHODS AND EXAMPLES
revenue procedure for corrections prior t@ correction method set forth in section 4,

the publication of future guidance. the employer must notify the recipient 91 ADP/ACP Failures.

that (1) the Excess Amount was distrib- (1) Correction Methods. (a) SVP Cor-
SECTION 3. GENERALLY uted and (2) the Excess Amount was N@kction Method. Appendix A, section .03
APPLICABLE PROVISIONS eligible for favorable tax treatment acf Rev. Proc. 98—22 sets forth the SVP cor-

01 General. Unless otherwise s eCi_COFded to distributions from qualifiedrection method for a failure to satisfy the
' ) PEC plans (and, specifically, was not eligibleactual deferral percentage (“ADP”), actual

fied, the provisions of this section 3 applor tax-free rollover). contribution percentage (“ACP”), or multi-
for purposes of the correction methods in - o5 N Effect on Other Lawin accor- ple use test set forth in §§ 401(k)(3),
section 4 and the earnings adjustmenfance with section 6.06 of Rev. Proc401(m)(2), and 401(m)(9), respectively.
methods in section 5 of this revenue pragg_22 compliance under these programs (b) One-to-One Correction Method.
cedure. _ _ has no effect on the rights of any parti) General. In addition to the SVP cor-
.02 Correction Should Not Violate ynder any other law, including Title | ofrection method, a failure to satisfy the
8401(a). As provided in Rev. Proc. 98-the Employee Retirement Income SecuaDpp, ACP, or multiple use test may be
22, section 6.02(2)(d), the correctionity Act of 1974. corrected using the one-to-one correctior
method used to correct an Operational og Definitions. (1) Definitions from method set forth in this section 4.01(1)(b).
Failure should not violate § 401(a). If arRev. Proc. 98-22. The definitions setnder the one-to-one correction method
additional Qualification Failure is createdigrth in section 5 of Rev. Proc. 98-22an excess contribution amount is deter-
as a result of the use of a correctiogpply for purposes of this revenue procemined and assigned to highly compen-
method in this revenue procedure, thegyre. sated employees as provided in paragrap
that Qualification Failure also must be (2) Excess Amount Defined. For pur{1)(b)(ii) below. That excess contribution
corrected in conjunction with the use ohoses of this revenue procedure, an Exmount (adjusted for earnings) is either
that correction method and in accordancgess Amount is (a) an Overpaymengistributed to highly compensated em-
with the requirements of EPCRS. (within the meaning of section 4.05(2))ployees or forfeited from highly compen-
.03 Consistency RequiremenGener- (b) an elective deferral or employee aftersated employees’ accounts as provided i
ally, where more than one correctionax contribution returned to satisfy § 415paragraph (1)(b)(iii) below. That same
method is available to correct a type ofc) an elective deferral in excess of theollar amount (i.e., the excess contribu-
Operational Failure for a plan year (ofimitation of § 402(g) that is distributed, tion amount, adjusted for earnings) is
where there are alternative ways to appli) an excess contribution or excess agontributed to the plan and allocated to
a correction method), the correctiorgregate contribution that is distributed t;monhighly compensated employees a:
method (or alternative ways to apply theatisfy § 401(k) or § 401(m), or (e) anyprovided in paragraph (1)(b)(iv) below.
correction method) should be appliedgimilar amount required to be distributed (ii) Determination of the Excess Con-
consistently in correcting all Operationain order to maintain plan qualification.  tribution Amount. The excess contribu-
Failures of that type for that plan year. .07 Assumptions for Exampletinless tion amount for the year is equal to the
Similarly, earnings adjustment methodstherwise specified, for ease of presentaxcess of (A) the sum of the excess con

generally should be applied consistentlyion, the examples assume that: tributions (as defined in § 401(k)(8)(B)),

with respect to corrective contributions or (1) the plan year and the § 415 limitathe excess aggregate contributions (as de
allocations for a particular type of Operation year are the calendar year; fined in § 401(m)(6)(B)), and the amount
tional Failure for a plan year. (2) the employer maintains a singlareated as excess contributions or exces

.04 Treatment of Excess Amountd. plan intended to satisfy § 401(a) and hasggregate contributions under the multi-
distribution of an Excess Amount is nothever maintained any other plan; ple use test pursuant to § 401(m)(9) anc



§ 1.401(m)-2(c) of the Income Tax Regu- (B)(1) This paragraph (1)(b)(iv)(B)j 4%. Accordingly, the ADP for highly compen-
lations for the year, as assigned to eacipplies to a plan that uses the current yearsated employees exceeded the ADP for non-
highly compensated employee in accottesting method described in Notice 98-1, hfrtgnctgm:egsistf%ﬁT/?;T;’tff: 2}’ g Zflt(i?é;\)'vc
dance with § 401(K)(8)(C) and (m)(6)(C).1998-3 I.R.B. 42. The contribution made (e ADP for nonfighly compensaied employees
over (B) previous corrections permittecunder paragraph (1)(b)(iv)(A) is allocated for 1996 also was 4%, so the ADP test for 1997
under § 401(k)(8), (m)(6), and (m)(9).to the account balances of those individu- would not have been satisfied even if the plan
See Notice 97-2, 19971 C.B. 348. als who were either (I) the eligible em- had used the prior year testing method describe
(i) Distributions and Forfeitures of ployees for the year of the failure who 'S”ai\'e%t'Ziqi?;;!gﬁ;&?ﬂﬁ? T;%hgloclczrlgpglr;—n
the Excess Contribution Amount. (A) Thewere not highly compensated employees ing 1997, Employee P and Employee Q. Em-
portion of the excess contribution amountor that year or (I1) the eligible employees ployee P made elective deferrals of $8,000,
assigned to a particular highly compenfor the year of the failure who were not which is equal to 10% of Employee P's compen-

sated employee under paragraph (1)(b)(iBighly compensated employees for that sation of $80,000 for 1997. Employee Q made

is adjusted for earnings through the datgear and who also are not highly compen-
of CF)H’ECIiO.n. The amount assigned to gated employees for the year of correc-
particular highly compensated employeeion. Alternatively, the contribution is al-

elective deferrals of $9,500, which is equal to 8%
of Employee Q’s compensation of $118,750 for
1997.

Correction:

as adjusted, is distributed or, to the extemgcated to account balances of eligible On June 30, 1999, Employer A uses the one-to-
the amount is forfeitable as of the close admployees described in (I) or (Il) of the one correction method to correct the failure to
the plan year of the failure, is forfeited. Ifpreceding sentence, except that the allo- satisfy the ADP test for 1997. Accordingly, Em-

the amount is forfeited, it is used in accoreati . _ ployer A calculates the dollar amount of the ex-
dance with the plan provisions relatin tcatlon is made only to the account bal cess contributions for the two highly compen-
plan p g lances of those employees who are em- g44qq employees in the manner described in ¢

forfeitures that were in effect for the yeapjoyees on a date during the year of the 401(k)@8)(B). The amount of the excess contri-
of the failure. If the amount so assignedorrection that is no later than the date of bution for Employee P is $3,200 (4% of $80,000)
to a particular highly compensated emcgrrection. Regardless of which of these and the amount of the excess contribution for
ployee has been previously distributedtoyr options (described in the two preced- E)Ta‘?lz¥e$e5(§7i§ fﬁ’iﬁﬁﬁ@?ﬁﬁ'7;2351?&;
the amount is an Excess Amount Wlthll’ing sentences) the employer selects, the D0

i i . . . (8)(C), $5,575, the excess contribution amount, is
the meaning of section 3.06(2). Thusgontribution is allocated to each such em- assigned $2,037.50 to Employee P and $3,537.5

pursuant to section 3.04, the employegioyee either as the same percentage ofto Employee Q. Itis determined that the earnings
must notify the employee that the Excesf,e employee’s compensation for the year on the assigned amounts through June 30, 199
Amount was not eligible for favorable taxys the failure or as the same dollar amount &€ $407 and $707 for Employees P and Q, re:
treatment accorded to distributions fromg; each employee. (See Examples 1, 2 spectively. The assigned amounts and the earn

ifi ifi ST distributed to Empl P and Q.
qqa_llﬂed plans (and, specifically, was nogq 3) Under the one-to-one correction %g:r:fr;eusEr:n;:yeeoP 22;3\//2222 224.80
eligible for tax-free rollover). method, the amount allocated to the ac- ($2,037.50 + $407) and Employee Q receives

~ (B) Ifany matching contributions (ad-count balance of an employee (i.e., the $4,244.50 ($3,537.50 + $707). In addition, on
justed for earnings) are forfeited in aCColamployee’s share of the total amount con- the same date, a corrective contribution is made
dance with § 411(a)(3)(G), the fOI’fEitEdtributed under paragraph (1)(b)(iv)(A)) is to the 401(k) plan equal to $6,689 (the sum of the

$2,444.50 distributed to Employee P and the

amount is used in accordance with theqt frther adjusted for earnings and is

plan provisions relating to forfeitures tha

treated as an annual addition under 8 415

were in effect for the year of the failure. 5, ihe year of the failure for the em-

(C) If a payment was made {0 an eMgoyee for whom it is allocated.
ployee and that payment is a forfeitable (2) This paragraph (1)(b)(iv)(B3] ap-

$4,244.50 distributed to Employee Q). The cor-
rective contribution is allocated to the account
balances of eligible nonhighly compensated em-
ployees for 1997, pro rata based on their compen
sation for 1997 (subject to § 415 for 1997).

match described in either paragrapB”es to a plan that uses the prior year tedgxample 2:
4.01(b)(ii))(A) or (B), then it is an Over- ing method described in Notice 98—1. The facts are the same as in Example 1.

i i i Correction:
%iysngtcgﬁgr;?:d I?Sjsggzgoﬁ35é§213?%aragraph (1)(b)(|V)(Blo is applied by the correction is the same as in Example 1, ex
; e ) substituting “the year prior to the year of cept that the corrective contribution of $6,689 is
(IV) Contribution and Allocation of the failure” for “the year of the failure”. allocated in an equal dollar amount to the account
Equivalent Amount. (A) The employer (2) Examples. balances of eligible nonhighly compensated em-
makes a contribution to the plan that is ployees for 1997 who are employees on June 30
equal to the aggregate amounts distriixample 1: 1999 and who are nonhighly compensated em-
uted and forfeited under paragraph Employer A maintains a profit-sharing plan with

ployees for 1999 (subject to § 415 for 1997).
(1)(b)(iii)(A) (i e. the excess contribution 2 cash or deferred arrangement that is intended Example 3:

amount adjusted for earnings, as provided

in paragraph (1)(b)(iii)(A), which does
not include any matching contributions
forfeited in accordance with § 411(a)-

(3)(G), as provided in paragraph (1)(b)-

(iii)(B)). The contribution must satisfy

the vesting requirements and distribution

limitations of § 401(k)(2)(B) and (C).

satisfy § 401(k) (“401(k) plan”) using the current
year testing method described in Notice 98-1.
The plan does not provide for matching contribu-
tions or employee after-tax contributions. In
1999, it was discovered that the ADP test for
1997 was not performed correctly. When the
ADP test was performed correctly, the test was
not satisfied for 1997. For 1997, the ADP for
highly compensated employees was 9% and the
ADP for nonhighly compensated employees was

The facts are the same as in Example 1, excep
that for 1997 the plan also provides (1) for em-
ployee after-tax contributions and (2) for match-
ing contributions equal to 50% of the sum of an
employee’s elective deferrals and employee
after-tax contributions that do not exceed 10% of
the employee’s compensation. The plan provides
that matching contributions are subject to the
plan’s 5-year graded vesting schedule and thal
matching contributions are forfeited and used to



reduce employer contributions if associated elegaendix A, section .05 of Rev. Proc. 98—22hat contribution and the actual total em-
tive deferrals or employee after-tax contribution§s expanded to cover an employee whployee after-tax and matching contribu-
zlf S'Ssér'tzl;iegifs rgf’"i% rafgggphgﬁfgﬁlrﬂlgﬂ;yvas improperly excluded from makingtions made by and for the employee for
pensated employees made e,’nmoyee after-tddective deferrals or employee after-taxhe plan year would excee@)(the sum

contributions and no highly compensated emeontributions for a portion of a plan yeanf the maximum employee after-tax con-
ployee made any employee after-tax contribupr from receiving matching contributionstributions permitted under the plan for
tions. Employee P received a matching contrbyton either elective deferrals or employe¢he employee for the plan year and the
;f:ei(\’/fei‘léor?&fh?rg Zgﬁtgr’igﬂgz) r‘?:}? 5 :" %%yé%c%\fter—tax contributions) for a portion of amatching contributions that would have
of $9,500). Employees P and Q were 1000plan year. In such case, the permitted copeen made if the employee had made th
vested in 1997. It is determined that, for 1997tection method under SVP for the failuranaximum matchable contributions per-
the ACP for highly compensated employees wags for the employer to satisfy this sectiommitted under the plan for the employee
not more than 125% of the ACP for nonhighly4 02(1)(a)(ii). The employer makes a corfor that plan year. The corrective contri-

compensated employees, so that the ACP an . . . it . . .
multiple use tests would have been satisfied forr%ctlve contribution on behalf of the ex-bution is adjusted for earnings.

1997 without any corrective action. cluded employee that satisfies the vesting (D) Use of Prorated Compensation.
Correction: requirements and distribution limitationsFor purposes of this paragraph (1)(a)(ii),
The same corrective actions are taken as in Exof § 401(k)(2)(B) and (C). for administrative convenience, in lieu of

Zg‘rﬁ{'set;m's" cac?r(rjelzt(lzg\r/]e g‘ct‘:‘gr?‘?;dg;gﬁ t"(‘;“f*(‘)rftzie (B) Elective Deferral Failures. The ap-using the employee’s actual plan compen:
Employee P's and Employee Q's matching Con[pr_oprlate corrective contribution for thesat_lon for the portion of tr_]e year during
tributions associated with their distributed exceskailure to allow employees to make elecwhich the employee was improperly ex-
contributions. Employee P's distributed excesdive deferrals for a portion of the plan yeacluded, a pro rata portion of the em-
contributions and associated matching contribiis equal to the ADP of the employee'loyee’s plan compensation that would
E?:; :;::%f;:gi SSt‘é jigg:ﬁ&ﬁiﬁfﬁggi?roup (either highly or nonhighly com-have been taken into account for the plar
and associated matching contributions argensateq), determlned prior to“correctpyear, if the employee had not been im-
$3,537.50 and $1,768.75, respectively. Thudnder this section 4.02(1)(a)(ii), multi-properly excluded, may be used.
$1,018.75 is forfeited from Employee P's ac-plied by the employee’s plan compensa- (E) Special Rule for Brief Exclusion
count and $1,768.75 is forfeited from Employedtion for the portion of the year duringfrom Elective Deferrals. An employer is
f%’;;cf;’n‘igbn'g e;?i'tzgst?:rfjtrg'dngﬁtogtZ‘th;’rr_V/vhich the employee was improperly exnot required to make a corrective contri-
mined that the respective earnings on the forc_:luded.. The corrective contrlputlon f_orbut|on vy|th respect to elective def?rrals,
feited amount for Employee P is $150 and foth€ portion of the plan year during whichas provided in section 4.02(1)(a)(ii)(B),
Employee Q is $204. The total amount of thdhe employee was improperly excludedbut is required to make a corrective con-
forfeitures of $3,141.50 (Employee P’s $1,018.7rom being eligible to make elective de-ribution with respect to any employee
+ $150 and Employee Q's $1,768.75 + $204) iferrg)s js reduced to the extent thitthe after-tax and matching contributions, as
:3?;:; eraerdslljce contributions for 1999 and subseq, 1 of that contribution and any electiveprovided in section 4.02(1)()(ii)(C)) for
deferrals actually made by the employean employee for a plan year if the em-
.02 Exclusion of Eligible Employees. for that year would excee®)(the maxi- ployee has been provided the opportunity
(1) Exclusion of Eligible Employees inmum elective deferrals permitted undeto make elective deferrals under the plar
a 401(k) or (m) Plan. (a) Correctionthe plan for the employee for that plarfor a period of at least the last 9 months ir
Method. (i) SVP Correction Method foryear (including the § 402(g) limit). Thethat plan year and during that period the
Full Year Exclusion. Appendix A, sectioncorrective contribution is adjusted foremployee had the opportunity to make
.05 of Rev. Proc. 98-22 sets forth the SVParnings. (See Examples 5 and 6.) elective deferrals in an amount not less
correction method for the exclusion of an (C) Employee After-Tax and Match-than the maximum amount that would
eligible employee from all contributionsing Contribution Failures. The appropri-have been permitted if no failure had oc-
under a 401(k) or (m) plan for one omte corrective contribution for the failurecurred. (See Example 7.)
more full plan years. (See Example 4.) Ito allow employees to make employee (b) Examples.
section 4.02(1)(a)(ii) below, the SVP corafter-tax contributions or to receive
. . . . . . Example 4:
rgctlon method for the echu5|on.of an elimatching contributions because _the €M=" bloyer B maintains a 401(k) plan. The plan
gible employee from all contributionsployee was precluded from making em- provides for matching contributions for eligible
under a 401(k) or (m) plan for a full yeamployee after-tax contributions or elective employees equal to 100% of elective deferrals
is expanded to include correction for theleferrals for a portion of the plan year is that do not exceed 3% of an employee’s compen.
exclusion of an eligible employee from allequal to the ACP of the employee’s group Sation. The plan provides that employees who
. . - ] ; complete one year of service are eligible to par-
contnbutl_ons under a 401_(k) or (m) plar(either highly or nonh|ghly COMPEN-  ivate in the plan on the next January 1 or July 1
for a partial plan year. This correction forsated), determined prior to correction enry date. Twelve employees (8 nonhighly com-
a partial year exclusion may be used iander this section 4.02(1)(a)(ii), multi- pensated employees and 4 highly compensate
conjunction with the correction for a full plied by the employee’s plan compensa- employees) who had met the one year eligibility
year exclusion. tion for the portion of the year during reduirement after July 1, 1995 and before Janu:
. . . . . ary 1, 1996 were inadvertently excluded from
(ii) Expans_|on of SVP C_orrecuon which the employee_ was |m_properly X~ participating in the plan beginning on January 1,
Method to Partial Year Exclusion. (A) Included. The corrective contribution is re- 1996, These employees were offered the oppor
General. The correction method in Apduced to the extent thal)(the sum of  tunity to begin participating in the plan on Janu-



ary 1, 1997. For 1996, the ADP for the highly corrective contributions (both for the elective de-
compensated employees was 8% and the ADP for ferral and for the matching contribution), for ad-
the nonhighly compensated employees was 6%. ministrative convenience, in lieu of using actual

In addition, for 1996, the ACP for the highly

plan compensation of $23,500 for the period the

compensated employees was 2.5% and the ACP employee was excluded, the employee’s annual

for the nonhighly compensated employees was
2%. The failure to include the 12 employees was
discovered during 1998.

Correction:

Employer B uses the SVP correction method for
full year exclusions to correct the failure to in-
clude the 12 eligible employees in the plan for
the full plan year beginning January 1, 1996.
Thus, Employer B makes a corrective contribu-
tion (that satisfies the vesting requirements and
distribution limitations of § 401(k)(2)(B) and
(C)) for each of the excluded employees. The
contribution for each of the improperly excluded
highly compensated employees is 10.5% (the
highly compensated employees’ ADP of 8% plus
ACP of 2.5%) of the employee’s plan compensa-
tion for the 1996 plan year (adjusted for earn-
ings). The contribution for each of the improp-
erly excluded nonhighly compensated employees
is 8% (the nonhighly compensated employees’
ADP of 6% plus ACP of 2%) of the employee’s
plan compensation for the 1996 plan year (ad-
justed for earnings).

Example 5:

Employer C maintains a 401(k) plan. The plan
provides for matching contributions for each pay-
roll period that are equal to 100% of an em-
ployee’s elective deferrals that do not exceed 2%
of the eligible employee’s plan compensation
during the payroll period. The plan does not pro-
vide for employee after-tax contributions. The
plan provides that employees who complete one

plan compensation is pro rated for the eight-
month period that the employee was excluded
from participating in the plan. The failure to
provide the excluded employee the right to make
elective deferrals is corrected by the employer
making a corrective contribution on behalf of the
employee that is equal to $720 (the 3% ADP per-
centage for nonhighly compensated employees
multiplied by $24,000, which is 8/12ths of the
employee’s 1996 plan compensation of $36,000),
adjusted for earnings. In addition, to correct for
the failure to receive the plan’s matching contri-
bution, a corrective contribution is made on be-
half of the employee that is equal to $432 (the
1.8% ACP for the nonhighly compensated group
multiplied by $24,000, which is 8/12ths of the
employee’s 1996 plan compensation of $36,000),
adjusted for earnings. Employer C determines
that $682, the sum of the actual matching contri-
bution received by the employee for the plan year
($250) and the corrective contribution to correct
the matching contribution failure ($432), does
not exceed $720, the maximum matching contri-
bution available to the employee under the plan
(2% of $36,000) determined as if the employee
had made the maximum matchable contributions.
In addition to correcting the failure to include the
eligible employee in the plan, Employer C reruns
the ADP and ACP tests for 1996 (taking into ac-
count the corrective contribution and plan com-
pensation for 1996 for the excluded employee)
and determines that the tests were satisfied.

year of service are eligible to participate in theExample 6:

plan on the next January 1 or July 1 entry date. A
nonhighly compensated employee who met the
eligibility requirements and should have entered
the plan on January 1, 1996 was not offered the
opportunity to participate in the plan. In August
of 1996, the error was discovered and Employer
C offered the employee an election opportunity
as of September 1, 1996. The employee made
elective deferrals equal to 4% of the employee’s
plan compensation for each payroll period from
September 1, 1996 through December 31, 1996
(resulting in elective deferrals of $500). The em-
ployee’s plan compensation for 1996 was
$36,000 ($23,500 for the first eight months and
$12,500 for the last four months). Employer C
made matching contributions equal to $250 for
the excluded employee, which is 2% of the em-
ployee’s plan compensation for each payroll pe-
riod from September 1, 1996 through December
31, 1996 ($12,500). The ADP for nonhighly
compensated employees for 1996 was 3% and
the ACP for nonhighly compensated employees
for 1996 was 1.8%.

Correction:
Employer C uses the SVP correction method foExample 7:

partial year exclusions to correct the failure to in-
clude the eligible employee in the plan. Thus,
Employer C makes a corrective contribution (that
satisfies the vesting requirements and distribution
limitations of § 401(k)(2)(B) and (C)) for the ex-

cluded employee. In determining the amount of

1996 was not less than the maximum elective de-
ferrals that the employee could have made if the
employee had been given the opportunity to
make elective deferrals beginning on January 1,
1996. The employee made elective deferrals
equal to 4% of the employee’s plan compensation
for each payroll period from April 1, 1996
through December 31, 1996 of $28,000 (resulting
in elective deferrals of $1,120). Employer C
made a matching contribution equal to $560,
which is 2% of the employee’s plan compensa-
tion for each payroll period from April 1, 1996
through December 31, 1996 ($28,000). The em-
ployee’s plan compensation for 1996 was
$36,000 ($8,000 for the first three months and
$28,000 for the last nine months).

Correction:

Employer C uses the SVP correction method for
partial year exclusions to correct the failure to in-
clude an eligible employee in the plan. Because
the employee was given an opportunity to make
elective deferrals to the plan for at least the last ¢
months of the plan year (and the amount of the
elective deferrals that the employee had the op-
portunity to make was not less than the maximum
elective deferrals that the employee could have
made if the employee had been given the oppor:
tunity to make elective deferrals beginning on
January 1, 1996), under the special rule set fortt
in section 4.02(1)(a)(ii)(E), Employer C is not re-
quired to make a corrective contribution for the
failure to allow the employee to make elective
deferrals. In determining the amount of correc-
tive contribution with respect to the failure to
allow the employee to receive matching contribu-
tions, in lieu of using actual plan compensation
of $8,000 for the period the employee was ex-
cluded, the employee’s annual plan compensa:

The facts are the same as in Example 5, except tion is pro rated for the three-month period that

that the plan provides for matching contributions
that are equal to 100% of an eligible employee’s
elective deferrals that do not exceed 2% of the
employee’s plan compensation for the plan year.
Accordingly, the actual matching contribution
made by Employer C for the excluded employee
for the last four months of 1996 is $500 (which is
equal to 100% of the $500 of elective deferrals
made by the employee for the last four months of
1996).

Correction:

The correction is the same as in Example 5, ex-
cept that the corrective contribution made for the
first 8 months of 1996 to correct the failure to

the employee was excluded from participating in
the plan. Accordingly, a corrective contribution

is made on behalf of the employee that is equal tc
$160, which is the lesser of (i) $162 (a matching
contribution of 1.8% of $9,000, which is 3/12ths

of the employee’s 1996 plan compensation of
$36,000), and (ii) $160 (the excess of the maxi-
mum matching contribution for the entire plan

year, which is equal to 2% of $36,000, or $720,
over the matching contributions made after
March 31, 1996, $560). The contribution is ad-
justed for earnings.

(2) Exclusion of Eligible Employees In

make matching contributions is equal to $22((]Ja Profit-Sharing Plan

(adjusted for earnings), instead of the $432 (a

justed for earnings) in Example 5, because the (a) Correction Methods. (') SVP Cor-
corrective contribution is limited to the maxi- rection Method. Appendix A, section .05
mum matching contributions available under theof Rev. Proc. 98—22 sets forth the SVP
plan for the employee for the plan year, $720 (2% grrection method for correcting the ex-
of $36,000), reduced by the actual matching conzyusion of an eligible employee. In the
tributions made for the employee for the plan . . . )
year, $500. case of a defined contribution plan, the
SVP correction method is to make a con-
The facts are the same as in Example 5, exceftibution on behalf of the excluded em-
that the error is discovered in March of 1996 an(ilﬂoyee. Section 4.02(2)(8_)(”) below clar-
the employee was given the opportunity to make. . .
elective deferrals beginning on April 1, 1996.ﬁ|es the SVP ?OrreCt_lon method in the
The amount of elective deferrals that the emc@s€ Of a profit-sharing or stock bonus
ployee was given the opportunity to make duringdlan that provides for nonelective contri-



butions (within the meaning oflocation of the nonelective contribution.(iii)(C), the employer makes a corrective
§ 1.401(k)-1(g)(10)). The amount is adjusted for earnings. contribution to the plan for the amount of
(if) Clarification of SVP Correction  (C) Reduction in Account Balances othe excess. If the aggregate amount of th
Method for Profit-Sharing Plans. To cor-Other Employees. 1J The account bal- reductions under section 4.02(2)(a)-
rect for the exclusion of an eligible em-ance of each employee who was an eligii)(C) exceeds the aggregate amount of
ployee from nonelective contributions inble employee who shared in the originathe increases under section 4.02(2)(a)
a profit-sharing or stock bonus plan undeallocation of the nonelective contribution(iii)(B), then the amount by which each
the SVP correction method, an allocatiolis reduced by the excess, if any, of (I) themployee’s account balance is reduce
amount is determined for each excludedmployee’s allocation of that contributionunder section 4.02(2)(a)(iii)(C) is de-
employee on the same basis as the alloaaver (Il) the amount that would have beerreased on a pro rata basis.
tion amounts were determined for theallocated to that employee had the failure (E) Reductions Among Multiple In-
other employees under the plan’s allocarot occurred. This amount is adjusted fovestment Funds. If an employee’s ac-
tion formula (e.g., the same ratio of alloearnings taking into account the rules sefount balance is reduced and the em
cation to compensation), taking into acforth in section 4.02(2)(a)(iii)(C3) and ployee’s account balance is invested in
count all of the employee’s relevant3) below. The amount after adjustmeniore than one investment fund, then the
factors (e.g., compensation) under th&br earnings is limited in accordance withreduction may be made from the invest-
formula for that year. The employersection 4.02(2)(a)(iii)(CX) below. ment funds selected in any reasonable
makes a corrective contribution on behalf (2) This paragraph (2)(a)(iii))(C2} ap- manner.
of the excluded employee that is equal tplies if most of the employees with ac- (F) Limitations on Use of Reallocation
the allocation amount for the excludedount balances that are being reduced aBorrection Method. If any employee
employee. The corrective contribution isionhighly compensated employees. hvould be permitted to retain any distribu-
adjusted for earnings. If, as a result of exthere has been an overall gain for the péfon pursuant to section 4.02(2)(a)-
cluding an employee, an amount was indod from the date of the original alloca-(iii)(C)(4), then the reallocation correc-
properly allocated to the account balancgon of the contribution through the date ofion method may not be used unless mos
of an eligible employee who shared in theorrection, no adjustment for earnings isf the employees who would be permitted
original allocation of the nonelective con+equired to the amount determined undep retain a distribution are nonhighly com-
tribution, no reduction is made to the acsection 4.02(2)(a)(iii)(C)) for the em- pensated employees.
count balance of the employee whloyee. If the amount for the employee is (b) Examples.
shared in the original allocation on acbeing adjusted for earnings and the plan
count of the improper allocation. (Seeermits investment of account balances i'r:f(E I , .
. mployer D maintains a profit-sharing plan that
Example 8.) more than one investment fund, for ad- provides for discretionary nonelective employer
(iii) Reallocation Correction Method. ministrative convenience, the reduction to contributions. The plan provides that the em-
(A) In General. Subject to the limitationsthe employee’s account balance may be ployer's contributions are allocated to account
set forth in section 4.02(2)(a)(iii)(F) adjusted by the lowest earnings rate of any palances in the ratio that each eligible employee’s
below, in addition to the SVP correctionfund for the period from the date of the cmpensation for the plan year bears to the com
. . . . . . pensation of all eligible employees for the plan
method, the exclusion of an eligible emeriginal allocation of the contribution /o, anq. therefore, the only relevant factor for
ployee for a plan year from a profit-sharthrough the date of correction. determining an allocation is the employee’s com-
ing or stock bonus plan that provides for (3) If an employee’s account balance pensation. The plan provides for self-directed in-
nonelective contributions may be coris reduced and the original allocation was vestments among four investment funds and
rected using the reallocation correctiomade to more than one investment fund or 9aY valuations of account balances. For the
. . . . . 1997 plan year, Employer D made a contribution
method set forth in this sect!onthere was a subsequent _d_|str|but|01_1 OF 5 the plan of a fixed dollar amount. However,
4.02(2)(a)(iii). Under the reallocationtransfer from the fund receiving the origi- five employees who met the eligibility require-
correction method, the account balance afal allocation, then, reasonable, consis- ments were inadvertently excluded from partici-
the excluded employee is increased a@snt assumptions are used to determine Pating in the plan. The contribution resulted in
provided in paragraph (2)(a)(iii)(B) the earnings adjustment. an allocation on behalf of each of the eligible em-
. . . ployees, other than the excluded employees
below, the account balances of other em- (4) The 'f'.imount determined in section equal to 10% of compensation. Most of the em-
ployees are reduced as provided in pard-02(2)(a)(iii)(C)@) for an employee after  pjoyees who received allocations under the plar
graph (2)(a)(iii)(C) below, and the in-the application of section 4.02(2)(a)(iii)- for the year of the failure were nonhighly com-
creases and reductions are reconciled, &3)(2) and @) may not exceed the account pensated employees. No distributions have beel
necessary, as provided in paragrapbalance of the employee on the date of Made from the plan since 1997. If the five ex-
(2)(a)(iii)(D) below. (See Examples 9correction, and the employee is permitted cluded employees had shared in the original allo-
oo N ) cation, the allocation made on behalf of each em-
and 10.) to retain any distribution made prior to the  pjoyee would have equaled 9% of compensation
(B) Increase in Account Balance ofdate of correction. The excluded employees began participating in
Excluded Employee. The account bal- (D) Reconciliation of Increases and the plan in the 1998 plan year.
ance of the excluded employee is inReductions. If the aggregate amount of Correction: _

. . . Employer D uses the SVP correction method to
crease_d by an amount that is equal to th!e_\_e increases under section 4.02(2)(a)- correct the failure to include the five eligible em-
allocation the employee would have reiii)(B) exceeds the aggregate amount of ;ovees. Thus, Employer D makes a corrective
ceived had the employee shared in the ghe reductions under section 4.02(2)(a)- contribution to the plan. The amount of the cor-

ample 8:



rective contribution on behalf of the five ex-  which the account balances of the excluded emadjustments for the account balances the
cluded employees for the 1997 plan year is equal ployees is increased exceeds the aggregatfea being reduced are determined in ac
to 10% of compensation of each excluded em- amount (adjusted for earnings) by which the . . iy

ployee, the same allocation that was made for other employees’ account balances are reducegi.ordance with sections 4'_02(2)(a)(|“)

other eligible employees, adjusted for earnings. Accordingly, Employer D makes a contribution'c)(z) and @) and the. redUCt|0n5_ after aFi'
The excluded employees receive an allocation to the plan in an amount equal to the excess. THeStments for earnings are limited in
equal to 10% of compensation (adjusted for earn- reduction from account balances is made on a p@ccordance with section 4.02(2)(a)(iii)-
ings) even though, had the excluded employees rata basis among all of the funds in which eacbc)(4). In accordance with section
originally shared in the allocation for the 1997 employee’s account balance is invested. .

contribution, their account balances, as well as 4.02(2)(a)(ii(D), if the aggregate amount

those of the other eligible employees, would have .03 Vesting Failures. of the increases eXC?edS the aggregat
received an allocation equal to only 9% of com- (1) Correction Methods. (a) Contribu-2mount of the reductions, the employer
pensation. tion Correction Method. A failure in a de-makes a corrective contribution to the
Example 9: . . . _
The facts are the same as in Example 8. fined Cont”_buuon plan to apply theplan for the .amount. of the excess'_.ln ac
Correction proper vesting percentage to an enfordance with section 4.02(2)(a)(iii)(D),

Employer D uses the reallocation correctiorployee’s account balance that results it the aggregate amount of the redUCtior']E
method to correct the failure to include the fiveforfeiture of too large a portion of the em-exceeds the aggregate amount of the in

eligible employees. Thus, the account balanc loyee’s account balance may be cofcreases, then the amount by which eac

are adjusted to reflect what would have resulte . . . . ) : :
mployee’s account balance is reduced i
from the correct allocation of the employer con-remed using the contribution correctiorfMploy

tribution for the 1997 plan year among all eligi-method set forth in this paragraph. Thélecreased on a pro rata basis. (See Exar
ble employees, including the five excluded ememployer makes a corrective contributio®le 12.)
ployees. The inclusion of the eXClUdedon behalf of the emp'oyee whose account (2) EXampIeS.

employees in the allocation of that contribution I ; : :
nce was impr rly forfei in )
would have resulted in each eligible employeel,:)a ance was improperly forfeited AlExample 11:

including each excluded employee, receiving agmount equal to the improper forfeiture. Employer E maintains a profit-sharing plan that
allocation equal to 9% of compensation. Accord e corrective contribution is adjusted for provides for nonelective contributions. The plan
ingly, the account balance of each excluded enearnings_ If, as a result of the improper provides for self-directed investments among
D e et o oo epforfeiture, an amount was improperly al-  C8 EETEC e S8 S IE S BT S
accouﬁﬁr;;ZEzZtgnéaacﬁ?fﬁe ec;irgﬁ)all;ngr]r?;oyee@cated to the accou_nt b_alance of another tures of account balances are reallocated amon
other than the excluded employees is reduced tg;'nployee, no reduction is made to the ac- the account balances of other eligible employees
1% of the employee’s 1997 compensation, adcount balance of that employee. (See Ex- on the basis of compensation. During the 1997
justed for earnings. Employer D determines thample 11.) plan year, Employee R terminated employment
adjustment for earnings’ using the earnings rate of (jy) Reallocation Correction Method. with Employer E and elected and received a sin-
ccn ol el ces ke (ST adciion t the contrbuion orreton 94247 511 f e s pre f e
ingly, for an’employee who shared in the originamethOd: in a defined contribution plan peen made since 1997. However, an incorrec
allocation and directed the investment of the allotlnder which forfeitures of account bal- determination of Employee R’s vested percent-
cation into more than one investment fund oances are reallocated among the accountage was made resulting in Employee R receiving
who subsequently t‘ransfgrred a pgrtion of a fungyglances of the other eligible employees a distribgtion of less than the amount to.v\{hich he
o e b it it i e 199y the i, falure to apply the proper o e P T e
assumptions are followed to determine the ad/€Sting percentage to an employee’s ac- fejted and reallocated (and these reallocations
justment for earnings. It is determined that th&ount balance which results in forfeiture were not affected by the limitations of § 415).

total of the initially determined reductions in ac-of too Ia_rge a portion of the employee’s Most of the employees who received allocations
f:ount balaqces exceeds the total of the reguire(gccoum balance may be corrected under of the improper forfeiture were nonhighly com-

Inese il decermine: requetions are qethe reallocation correction method set ggiil FTPees

creased pro rata so that the total of the actual forth in this paragraph. A corrective real- gmployer E uses the contribution correction

ductions in account balances equals the total dpcation is made in accordance with the method to correct the improper forfeiture. Thus,
the increases in the account balances, and Ereallocation correction method set forth in  Employer E makes a contribution on behalf of
ployer D does no_t make any corrective contribusection 4.02(2)(a)(iii), subject to the limi- Employee R equal to tht_e incorrectly forfeited'

e made on a o ta bacs among i of q1AUIONS et forth in'section 4.02(2)(8)- St batance i ncreased Accordingy. o o
funds in which each employee’s account balanc@“)(F)- In applying section 4.02(2)(@)-  duction is made from the account balances of the

is invested. (iii)(B), the account balance of the employees who received an allocation of the im-
Example 10: employee who incurred the improper for- proper forfeiture.

The facts are the same as in Example 8. feiture is increased by an amount equal @(ample 12:

Correction: The facts are the same as in Example 11.

The correction is the same as in Example 9, e}-he amount of the improper forfeiture and Correction:

cept that, because most of the employees whot8€ amount is adjusted for earnings. In gmpioyer E uses the reallocation correction
account balances are being reduced are noapplying section 4.02(2)(a)(iii))(CYy, the method to correct the improper forfeiture. Thus,
highly compensated employees, for administraaccount balance of each employee who Employee R’s account balance is increased by
tive convenience, Employer D uses the earningshared in the allocation of the improper the admfount that W;:IS irEproperIy forffeitedh(ad-
rate of the fund with the lowest earnings rate fo . . justed for earnings). The account of each em-
the period of the failure to adjust the reduction téorfelture IS reqluced by the amount of the ployee who shared in the allocation of the im-
each account balance. It is determined that tHENProper forfeiture that was allocated t0 proper forfeiture is reduced by the amount of the
aggregate amount (adjusted for earnings) bthat employee's account. The earnings improper forfeiture that was allocated to that em-



ployee’s account (adjusted for earnings). Beriod) so that the actuarial present value of arial present value of a benefit of $1,000 annually
cause most of the employees whose account baha additional reduction is equal to the for$!ife commencing in 1999 is equal to the sum
ances are being reduced are nonhighly compenps . . of $10,000 and interest at the rate used by the
sated employees, for administrative conveniencg,)\/(_:‘rpa‘ymerlt plus Interest at the interest plan to determine actuarial equivalence begin-
Employer E uses the earnings rate of the funtAt€ used by the plan to determine actuar- ning with the date of the first Overpayment and
with the lowest earnings rate for the period of théal equivalence. (See Examples 13 and ending with the date the reduced annuity pay-
failure to adjust the reduction to each account4,) ment begins. Thus, Employee S’s remaining
balance. It is determined that the amount (ad- (B) Joint and Survivor Annuity Pay- bene_fit payments are reduced so that Employee ¢
justed for earnings) by which the account balanCﬁ]emS If the employee is receiving pay- receives $129,000 for 1999, and for each yeat
of Employee R is increased exceeds the aggre- " -0 ) thereafter.
gate amount (adjusted for earnings) by which thB1€nts in the form of a joint and survivorexample 14:
other employees’ account balances are reduce@nnuity, with the employee’s spouse to re- The facts are the same as in Example 13.
Accordingly, Employer E makes a contributionceive a life annuity upon the employee’s Correction: _
to the plan in an amount equal to the excess. Thfagth equal to a percentage (e.g., 75%) of Employer F uses the adjustments of future pay-
reduction from the account balances is made ONA 2 mount being paid to the employee ments correction method to correct the § 415(b)
pro rata basis among all of the funds in which . . ' failure, by recouping the entire excess payment
each employee’s account balance is invested. th€ reduction of future annuity payments made in 1998 from Employee S's remaining ben-
to reflect 8 415(b) reduces the amount of efit payments for 1999. Thus, Employee S's an-
.04 § 415 Failures. benefits payable during the lives of both Nual annuity benefit for 1999 is reduced to

1) Failures Relating to a § 415(b) Ex _$119,400 to reflect the excess benefit amounts
cegs) 9 8 ( ) the employee and Spouse, but any reduc (increased by interest) that were paid from the

) . tion to recoup Overpayments made to the pjan to Employee S during the 1998 plan year.

(a) Correction Methods. (i) Return ofemployee does not reduce the amount of Beginning in 2000, Employee S begins to receive
Overpayment Correction Method. Overthe spouse’s survivor benefit. Thus, the annual benefit payments of $130,000.
payments as a result of amounts beingpouse’s benefit will be based on the préx@mple 15: _

id in ex f the limi f841 . - o The facts are the same as in Example 13, excer
paid b excess 8 t .e h ts of § f 5(blvious Sp?CIfled perc_entage (e.g., 75%) of that the benefit was paid to Employee S in the
may be correcte ' using the return o OV€khe maximum permitted under § 415(b), form of a single-sum distribution in 1998, which
payment correction method set forth innstead of the reduced annual periodic exceeded the maximum § 415(b) limits by
this paragraph (1)(a)(i). The employeamount payable to the employee. $110,000.
takes reasonable steps to have the Over-C) Overpayment Not Treated as an Eorr?ctlon;: ) f

: : : mployer F uses the return of overpayment cor-
payment (Wlth a_ppropnate mtereSt) reExcess Amount'_ An _Overpayment COr- yection method to correct the § 415(b) failure.
turned by the recipient to the plan and rérected under this adjustment of future Thus, Employer F notifies Employee S of the
duces future benefit payments (if any) dUBayment correction method, is not treated $110,000 Overpayment and that the Overpay-
to the employee to reflect 8§ 415(b). Tqys an Excess Amount as defined in section Ment was not eligible for favorable tax treatment
the extent the amount returned by the rey 06(2) accorded to distributions from qualified plans

. . A ’ (and, specifically, was not eligible for tax-free
f:|p|ent s less t_han the Overpa,yment,_ ad (b) Examples. rollover). The notice also informs Employee S
JUSted for earnings at the plan S earnings ) that the Overpayment (with interest at the rate
rate, then the employer or another persdr@mple 13:

Employer F maintains a defined benefit plan used by the plan to calculate the single-sum pay
contributes the difference to the plan. In ploy P ment) is owed to the plan. Employer F takes rea-

addition, in accordance with section 3.04,

the employer must notify the recipient

that the Overpayment was not eligible for
favorable tax treatment accorded to distri-

butions from qualified plans (and, specifi-
cally, was not eligible for tax-free
rollover). (See Examples 15 and 16.)

(ii) Adjustment of Future Payments
Correction Method. (A) In General. In

addition to the return of overpayment cor-

funded solely through employer contributions.
The plan provides that the benefits of employees
are limited to the maximum amount permitted
under § 415(b), disregarding cost-of-living ad-
justments under § 415(d) after benefit payments
have commenced. At the beginning of the 1998

plan year, Employee S retired and started receiv-

ing an annual straight life annuity of $140,000
from the plan. Due to an administrative error, the

sonable steps to have the Overpayment (with in-
terest at the rate used by the plan to calculate th
single-sum payment) paid to the plan. Employee
S pays the $110,000 (plus the requested interes
to the plan. It is determined that the plan’s earn-
ings rate for the relevant period was 2 percentage
points more than the rate used by the plan to cal
culate the single-sum payment. Accordingly,

Employer F contributes the difference to the plan.

annual amount received by Employee S for 199§xample 16:

included an Overpayment of $10,000 (because
the § 415(b)(1)(A) limit for 1998 was $130,000).
This error was discovered at the beginning of

The facts are the same as in Example 15.
Correction:
Employer F uses the return of overpayment cor-

rection method, in the case of plan bene- ;4qq
fits that are being distributed in the form correction:
of periodic payments, Overpayments as a Employer F uses the adjustment of future pay-
result of amounts being paid in excess of mepts corrgct?o.n method to correct the fgilure to
the limits in § 415(b) may be corrected by sgusfy the limit in § 415(b). Future annuity ben-
. . efit payments to Employee S are reduced so that
using t_he adJUStmem of fUtu_re pgyments they do not exceed the § 415(b) maximum limit,
correction method set forth in this para- ang, in addition, Employee S's future benefit
graph (1)(a)(ii). Future payments to the payments from the plan are actuarially reduced to
recipient are reduced so that they do not recoup the Overpayment. Accordingly, Em-
exceed the § 415(b) maximum limit and ployee S’s future benefit payments from the plan

an additional reduction is made to recou are reduced to $130,000 and further reduced by
P $1,000 annually for life, beginning in 1999. The

the Overpayment (O'V?r a period not annyal benefit amount is reduced by $1,000 an-
longer than the remaining payment pe- nually for life because, for Employee S, the actu-

rection method to correct the § 415(b) failure.
Thus, Employer F notifies Employee S of the
$110,000 Overpayment and that the Overpay-
ment was not eligible for favorable tax treatment
accorded to distributions from qualified plans

(and, specifically, was not eligible for tax-free

rollover). The notice also informs Employee S
that the Overpayment (with interest at the rate
used by the plan to calculate the single-sum pay
ment) is owed to the plan. Employer F takes rea-
sonable steps to have the Overpayment (with in-
terest at the rate used by the plan to calculate th
single-sum payment) paid to the plan. As a result
of Employer F's recovery efforts, some, but not
all, of the Overpayment (with interest) is recov-



ered from Employee S. It is determined that thquently reemployed and becomes vesteahnd, accordingly, a § 415(c)(1)(B) limit of $10,000.
amount returned by Employee S to the plan ifSee Examples 17 and 18.) Employee U made elective deferrals. Also, on Jan
less than the Overpayment adjusted for earnings (i) Return of Overpayment Correc- uary 1, 1999, Employee U, who had three years of
at the plan’s earnings rate. Accordingly, Em-. . . service with Employer G, terminated his employ-
ployer F contributes the difference to the plan. tion Method. A failure to satisfy § 415(c) ment and received his entire vested account balanc
that includes a distribution of the § 415(C}which consisted of his elective deferrals). The an-
(2) Failures Relating to a 8 415(c) Exexcess attributable to nonelective contrirual additions for Employees T and U consisted of:

cess. butions and matching contributions may

. . . T u
(a) Correction Methods. (i) SVP Cor-be corrected using the return of overpay- _
rection Method. Appendix A, section .08ment correction method set forth in thi~({\4")r"3'.‘3°t'."e $7.500 $4,500
ontributions
of Rev: Proc. 98-22 sets forth the S\/Ibaragraph. The employer takes reasogective 10,000 5.800
correction method for correcting the fail-able steps to have the Overpayment (i.eeferrals
ure to satisfy the § 415(c) limits on annuathe distribution of the 415(c) excess adAfter-tax 500 0
additions. justed for earnings to the date of the dig=ontributions
(i) Forfeiture Correction Method. In tribution), plus appropriate interest from! ! Contiibutions $18,000 $10,300
ddition to the SVP correction methodthe date of the distribution to the date og 415(c) Limit $15,000 $10.000
a 415(c) Excess $3,000 $300

the failure to satisfy 8§ 415(c) with respecthe repayment, returned by the employee

to a nonhighly compensated employe® the plan. To the extent the amount re- Correction:

(A) who in the limitation year of the fail- turned by the employee is less than the Employer G uses the SVP correction method to
ure had annual additions consisting oBverpayment adjusted for earnings at the g?g;icef tTh‘Z S 4;2(8333)’“?5“?”; L?:‘?bct:titgnE:f]-
both (1) either electl\{e d.eferrals or emplan’s earnings rate, t_hen the employer O Jlan assets (émd ’Correspondiag reduction of the
ployee after-tax contributions and (Il) ei-another person contributes the difference account balance) consisting of $500 (adjusted for
ther matching or nonelective contributo the plan. The Overpayment, adjusted earnings) of employee after-tax contributions and
tions, (B) for whom the matching andfor earnings at the plan’s earnings rate to $2,500 (adjusted for earnings) of elective defer-
nonelective contributions equal or exceethe date of the repayment, is to be placed ][:'rsf;ist:zdsgfr:é“tig'gyriee ;Oirqg'%‘frrr;‘;fﬁz tge
t.he portion of the empl_oyee’s annual addin an unallocated account, S|m|lar o the 415(c) excess with respect to Employee U. Thus
tion that exceeds the limits under § 415(cjuspense account described in 8 1.415—y,0 § 415(c) excess is deemed to consist solely ¢
(“§ 415(c) excess”) for the limitation 6(b)(6)(iii), to be used to reduce employer the nonelective contributions. Accordingly, Em-

year, and (C) who has terminated with neontributions in succeeding year(s) (or if ployee U's nonvested account balance is reduce
vested interest in the matching and northe amount would have been allocated to by $300 (adjusted for earnings) which is placed in

. . . ther eligible emplovees who were in the a" unallocated account, similar to the suspens
elective contributions (and has not beef g ploy account described in § 1.415-6(b)(6)(ii), to be

reemployed at the time of the correction)plan for the year of the failure if the fail- oy equce employer contributions in succeed
may be corrected by using the forfeituréire had not occurred, then that amount is ing year(s). After correction, it is determined that
correction method set forth in this parareallocated to the other eligible employ- the ADP and ACP tests for 1998 were satisfied.
graph. The § 415(c) excess is deemed &&s in accordance with the plan’s alloce=xample 18:

consist solely of the matching and nontion formula). In addition, the employer Emplover H maiaiis & 401(9 plan.  The plan
. - , : _ provides for nonelective employer contributions,
elective contributions. If the employee'smust notify the employee that the Over matching contributions and elective deferrals.

§ 415(c) excess (adjusted for earningg)ayment was not eligible .forlfavc.)rable taX  The plan provides for matching contributions that
has previously been forfeited, the greatment accorded to distributions from are equal to 100% of an employee's elective de-
415(c) failure is deemed to be correctedjualified plans (and, specifically, was not ferrals that do not exceed 8% of the employee’s

If the § 415(c) excess (adjusted for earreligible for tax-free rollover). plan compensation for the plan year. For the
. h b forfeited. th (b) Examples 1998 limitation year, Employee V had § 415
mgs) as not been forfeited, that amount ' compensation of $50,000, and, accordingly, a §

is placed in an unallocated account, Simi, ;e 17. 415(c)(1)(B) limit of $12,500. During that limi-
lar to the suspense account described in 8Employer G maintains a 401(k) plan. The plan tation year, the annual additions for Employee V
1.415-6(b)(6)(iii), to be used to reducerovides for nonelective employer contributions, ~totaled $15,000, consisting of $5,000 in elective

employer contributions in succeedingflective deferrals, and employee after-tax contribu- deferrals, a $4,000 matching contribution (8% of

: jons. The plan provides that the nonelective contri- $50,000), and a $6,000 nonelective employer
year(s) (OI’ if the amount would have bee_ﬁutions vest under a 5-year cliff vesting schedule. contribution. Thus, the annual additions for Em-
allocated to other employees V\_/ho WET€ e plan provides that when an employee terminates Ployee V exceeded the § 415(c) limit by $2,500.
the p|an for the year of the failure if theemp|oyment’ the employee’s nonvested account bal- Correction: -
failure had not occurred, then that amountnce is forfeited five years after a distribution of the Employer H uses the SVP correction method to
is reallocated to the other employees ifmployee’s VSSted zccoum bla'ance a”(.’bth.at forfFEi' ;?J;Z(: \t/h((aij 431;;3(;());“;50&;\)':;?”;?; p;ftog’oirp'
: ; ; tures are used to reduce employer contributions. For €., $2, . s $1,
accordance with the plan’s allocation fory “/soe i viaion vear. the annual additions made the unmatched elective deferrals (adjusted for
mula). N(?te that'Wh”e this correctiong, penalf of two nonhighly compensated employees earnings) are distributed to Employee V. The re-
method will permit more favorable taXin the plan, Employees T and U, exceeded the limit maining $1,500 excess is apportioned equally be-
treatment of elective deferrals for the emin 8§ 415(c). For the 1998 limitation year, Em- tween the elective deferrals and the associate
ployee than the SVP correction methodayloyez'T t|1ad §§ﬁg(c;)(T);zg;Tatift)nfo;lsgegb%ooéand, \r;atching etrEp:oyer _co?tril;utionj, sodlimgl_otygbe

: . accordingly, a c imit o ,000. Em- s account balance is further reduced by distrib-
this correction method CQUId belless fa loyee T made elective deferrals and employee uting to Employee V $750 (adjusted for earnings)
vorable to the_employee n Cert_am CaSe€gjter-tax contributions. For the 1998 limitation year, of the elective deferrals and forfeiting $750 (ad-
for example, if the employee is subseEmployee U had § 415 compensation of $40,000, justed for earnings) of the associated employel



matching contributions. The forfeited matchingfor earnings) is placed in an unallocate& 401(a)(17) failure) who received an al-
contributions are placed in an unallocated acaccoynt, similar to the suspense accouthication for the year of the failure,
count, similar to the suspense account describe

in § 1.415-6(b)(6)(ii), to be used to reduce em_c?iescribed in 8 1.415—6(b)(6)(?ii), -to bga!”nending the ple}n (as necessgry) to prc
ployer contributions in succeeding year(s). Aftet!S€d to reduce employer contributions inide for the additional allocation. The
correction, it is determined that the ADP andsucceeding year(s). For example, if amount contributed for an employee is
ACP tests for 1998 were satisfied. plan provides for a fixed level of em-equal to the employee’s plan compensa
ployer contributions for each eligible em-ion for the year of the failure multiplied
(1) Correction of Overpayment. Ar]ployee, and the plan provides that forfeiby a fraction, the numerator of which is
: res are used to reduce future employéhne improperly allocated amount made or
Overpayment, other than one described |IH N . .
- : contributions, the improperly allocatedbehalf of the employee with the largest
section 4.04(1) (relating to a § 415(b) ex- _ ) )
- . gmount (adjusted for earnings) would bémproperly allocated amount, and the de-
cess) or section 4.04(2) (relating to a . . S o
sed to reduce future employer contriburominator of which is the limit under 8§

415(c) excess), may be corrected in a‘J'Et:_ons. (See Example 19.) If a paymemd01(a)(17) applicable to the year of the

cordance with this section 4.05. An Over- . . I
payment from a defined benefit plan iwas made to_an employee_and that pafailure. The resulting additional amount
corrected in accordance with the rules ient was attributable to an improperly alfor each of th.e other employees is ad-
section 4.04(1). An Overpayment from Jocated amount, thgn it is an Overpayjusted for earnings. (See Example 20.)
defined contribution plan is corrected ipment defined in section 4.05(2) that must (b) Examples.

accordance with the rules in sectiof® corrected (see section 4.05(1)).
4.04(2)(a)(iii). (2) Example.
(2) Overpayment Defined. For pur-gxample 19:
poses of this revenue procedure, an Over- Employer J maintains a money purchase pension
payment is defined as a distribution to an plan. Under the plan, an eligible employee is en-
employee or beneficiary that exceeds the titledI to an employer contributionh0f§8% o(f ;?e)
; L ) employee’s compensation up to the § 401(a)(17
employee’s or beneficiary's benefit un.der limit ($160,000 for 1998). During the 1998 plan
the terms of the plan because of a failure year, an eligible employee, Employee W, inad-
to comply with plan terms that implement vertently was credited with a contribution based
§ 401(a)(17), 401(m) (but only with re- on compensation above the § 401(a)(17) limit.
spect to the forfeiture of nonvested match- Employee W's compensation for 1998 was
ing contributions that are excess aggregate $220.000. Employee W received a contribution
contributions), 411(a)(3)(G), or 415. An of $17,600 for 1.998.(8/0 of $220,000), rather
! INSD o than the contribution of $12,800 (8% of
Overpayment does not include a distribu- $160,000) provided by the plan for that year, re-
tion of an Excess Amount described in sulting in an improper allocation of $4,800.

section 3.06(2) (b), (c), (d), or (e). Correction:

.05 Other Overpayment Failures.

Example 20:

The facts are the same as in Example 19.
Correction:

Employer J corrects the failure under Walk-in
CAP using the contribution correction method by
(1) amending the plan to increase the contribu-
tion percentage for all eligible employees (other
than Employee W) for the 1998 plan year and (2)
contributing an additional amount (adjusted for
earnings) for those employees for that plan year
To determine the increase in the plan’s contribu-
tion percentage (and the additional amount con-
tributed on behalf of each eligible employee), the
improperly allocated amount ($4,800) is divided
by the § 401(a)(17) limit for 1998 ($160,000).
Accordingly, the plan is amended to increase the
contribution percentage by 3 percentage points
(%$4,800/$160,000) from 8% to 11%. In addition,
each eligible employee for the 1998 plan year

.06 §401(a)(17) Failures.
(1) Reduction of Account Balance Cor-
rection Method. The allocation of contri-

The § 401(a)(17) failure is corrected using the re-
duction of account balance method by reducing
Employee W’s account balance by $4,800 (ad-
justed for earnings) and crediting that amount to

(other than Employee W) receives an additional
contribution of 3% multiplied by that employee’s
plan compensation for 1998. This additional

an unallocated account, similar to the suspense contribution is adjusted for eamings.
butions or forfeitures under a defined con- account described in § 1.415-6(b)(B)(i), to be

tribution plan for a plan year on the basis used to reduce employer contributions in suc- (2) Hardship Distribution '.:a”ures' (@)
of compensation in excess of the limit ceeding year(s). Plan Amendment Correction Method.
under § 401(a)(17) for the plan year may The Operational Failure of making hard-
be corrected using the reduction of ac- -07 Correction by Amendment Undership distributions to employees under a
count balance correction method set fortdvalk-in CAP. plan that does not provide for hardship
in this paragraph. The account balance of (1) 8 401(a)(17) Failures. (a) Contribudistributions may be corrected under
an employee who received an allocatiofion Correction Method. In addition toWalk-in CAP (in accordance with the re-
on the basis of compensation in excess #1€ reduction of account balance correaiuirements of section 11 of Rev. Proc. 98-
the § 401(a)(17) limit is reduced by thigion method under section 4.06, an en22) using the plan amendment correctior
improperly allocated amount (adjusted foployer may correct a 8 401(a)(17) failuremethod set forth in this paragraph. The
earnings). If the improperly allocatedfor a plan year under a defined contribuplan is amended retroactively to provide
amount would have been allocated téion plan under the Walk-in Closingfor the hardship distributions that were
other employees in the year of the failurégreement Program (“Walk-in CAP”) (in made available. This paragraph does nc
if the failure had not occurred, then thagccordance with the requirements of seapply unless (i) the amendment satisfies
amount (adjusted for earnings) is reallotion 11 of Rev. Proc. 98-22) by using thg 401(a), and (ii) the plan as amendec
cated to those employees in accordane@ntribution correction method set forthwould have satisfied the qualification re-
with the plan’s allocation formula. If thein this paragraph. The employer conguirements of § 401(a) (including the re-
improperly allocated amount would nottributes an additional amount on behalf ofjuirements applicable to hardship distrib-
have been allocated to other employee=ach of the other employees (excludingtions under 8 401(k), if applicable) had
absent the failure, that amount (adjusteglach employee for whom there was the amendment been adopted when harc



ship distributions were first made availing the earnings adjustment requiremerttase of an improper forfeiture of an em-

able. (See Example 21.) of section 6.02(3)(a) of Rev. Proc. 98-22ployee’s account balance, the beginning
(b) Example. Other earnings adjustment methods, dilf the period of the failure is the date as of

Example 21: ferent from those iIIustrat_ed in this s_ectilorwhich the account balance was improp-
Employer K, a for-profit corporation, maintains a5’ may_ also be.approprlate for agijustln@rly reduceq L.
401(k) plan. Although plan provisions in 199gcorrective contributions or allocations to (b) Special Rules for Beginning Date
did not provide for hardship distributions, begin-reflect earnings. for Exclusion of Eligible Employees from
ning in 1998 hardship distributions of amounts (b) Under the earnings adjustmenPlan. (i) General Rule. In the case of ar
allowed to be distributed under § 401(k) wergpethods of this section 5, a correctivexclusion of an eligible employee from a
made currently and effectively available to . . . . . . L
all employees (within the meaning of CONtribution or allocation that mcregses).lan contr|but|_on, th_e beginning of the pe-
§1.401(a)(4)—4). The standard used to determindn €mployee’s account balance is adjustethd of the failure is the date on which
hardship satisfied the deemed hardship distribito reflect an “earnings amount” that iscontributions of the same type (e.g., elec
tion standards in § 1.401(k)-1(d)(2). Hardshihased on the earnings rate(s) (determingide deferrals, matching contributions, or
distributions were made to a number of employyyger section 5.01(3)) for the period otliscretionary nonelective employer contri-

ees during the 1998 and 1999 plan years, creatin . . . .
9 pany the failure (determined under sectiorbutions) were made for other employees

an Operational Failure. The failure was discov- ) . .
ered in 2000. 5.01(2)). The earnings amount is allofor the year of the failure. In the case of
Correction: cated in accordance with section 5.01(4)an exclusion of an eligible employee from
Employer K corrects the failure through Walk-in  (¢) The rule in section 6.02(4)(a) ofan allocation of a forfeiture, the beginning
CAP by adopting a plan amendment, effectivgaay, proc. 98-22 permitting reasonablef the period of the failure is the date on
January 1, 1998, to provide a hardship distribu- .. . L . . .
tion option that satisfies the rules applicable (Sstimates in certaln cwcumstances appl[e/shlch forfeitures were aIIocateq to other
hardship distributions in § 1.401(k)-1(d)(2). Thefor purposes of this section 5. For thimployees for the year of the failure.
amendment provides that the hardship distribupurpose, a determination of earnings (ii) Exclusion from a 401(k) or (m)
tion option is available to all employees. Thusmade in accordance with the rules of adRlan. For administrative convenience, for
the amendment satisfies § 401(a), and the plan gginjstrative convenience set forth in thispurposes of calculating the earnings rats
amended in 2000 would have satisfied § 401('Egection 5 is treated as a precise determinfr corrective contributions for a plan
(including § 1.401(a)(4)—4 and the requirements’ . ) )
applicable to hardship distributions under gi0n of earnings. Thus, if the probableyear (or the portion of the plan year) dur-
401(k)) if the amendment had been adopted idifference between an approximate deteing which an employee was improperly
1998. mination of earnings and a determinatioexcluded from making periodic elective
SECTION 5. EARNINGS e o T e o
ADJUSTMENT METHODS AND ) L S T
EXAMPLES a precise determination Woulq signifi-ing contr|butlons, the empIc_)yer. may treat
cantly exceed the probable differencethe date on which the contributions would
.01 Earnings Adjustment Methods.reasonable estimates may be used in célave been made as the midpoint of the
(1) In general. (a) Under sectionculating the appropriate earnings. plan year (or the midpoint of the portion
6.02(3)(a) of Rev. Proc. 98—-22, whenever (d) This section 5 does not apply to coref the plan year) for which the failure oc-
the appropriate correction method for afective distributions or corrective reduc-curred. Alternatively, in this case, the em-
Operational Failure in a defined contributions in account balances. Thus, for exsloyer may treat the date on which the
tion plan includes a corrective contribu@mple, while this section 5 applies incontributions would have been made as
tion or allocation that increases one oincreasing the account balance of an inthe first date of the plan year (or the por-
more employees’ account balance (now diroperly excluded employee to correct théon of the plan year) during which an em-
in the future), the contribution or alloca-€xclusion of the employee under the reaployee was excluded, provided that the
tion is adjusted for earnings and forfeilocation correction method described irearnings rate used is one half of the earn
tures. This section 5 provides earnings agection 4.02(2)(a)(iii)(B), this section 5ings rate applicable under section 5.01(3;
justment methods (but not forfeituredoes not apply in reducing the accourfor the plan year (or the portion of the
adjustment methods) that may be used Halances of other employees under the rptan year) for which the failure occurred.
an employer to adjust a corrective contriallocation correction method. (See sec- (3) Earnings Rate. (a) General Rule.
bution or allocation for earnings in a detion 4.02(2)(a)(iii)(C) for rules that apply For purposes of this section 5, the earn
fined contribution plan. Consequentlyfo the earnings adjustments for such rengs rate generally is based on the invest
these earnings adjustment methods mélgctions.) In addition, this section 5 doement results that would have applied to
be used to determine the earnings adjugtot apply in determining earnings adjustthe corrective contribution or allocation if
ments for corrective contributions or alloiments under the one-to-one correctiothe failure had not occurred.
cations made under the correction metinethod described in section 4.01(1)- (b) Multiple Investment Funds. If a
ods in section 4 and under the SVgb)(iii). plan permits employees to direct the in-
correction methods in Appendix A, in (2) Period of the Failure. (a) Generavestment of account balances into more
Rev. Proc. 98-22. If an earnings adjusfRule. For purposes of this section 5, ththan one investment fund, the earnings
ment method in this section 5 is used tgeeriod of the failure” is the period from rate is based on the rate applicable to th
adjust a corrective contribution or allocathe date that the failure began through themployee’s investment choices for the pe-
tion, that adjustment is treated as satisfylate of correction. For example, in theiod of the failure. In accordance with



section 6.03(3)(a) of Rev. Proc. 98-22ocation method, the entire earningg$or the valuation period during which the
for administrative convenience, if most olamount is allocated solely to the accourdorrective contribution or allocation is
the employees for whom the correctivdalance of the employee on whose behatfiade in accordance section 5.01(4)(b)
contribution or allocation is made arethe corrective contribution or allocation isThe earnings for the subsequent full valu-
nonhighly compensated employees, thmade (regardless of whether the plan’s ahtion periods ending before the beginning
rate of return of the fund with the highestocation method would have allocated thef the valuation period during which the
earnings rate under the plan for the periogarnings solely to that employee). In decorrective contribution or allocation is
of the failure may be used to determinéermining the allocation of plan earninganade are allocated solely to the employe
the earnings rate for all corrective contrifor the valuation period during which thefor whom the required contribution
butions or allocations. If the employeecorrective contribution or allocation isshould have been made. The earning
had not made any applicable investmemhade, the corrective contribution or alloamount for the valuation period during
choices, the earnings rate may be basedtion (including the earnings amount) isvhich the corrective contribution or allo-
on the earnings rate under the plan asteeated in the same manner as any otheation is made (“second partial valuation
whole (i.e., the average of the rates earn@dntribution under the plan on behalf operiod”) is allocated in accordance with
by all of the funds in the valuation periodghe employee during that valuation pethe plan’s method for allocating other
during the period of the failure weightedriod. Alternatively, where the plan’s allo-earnings for that valuation period in ac-
by the portion of the plan assets investechation method does not allocate plan earcordance with section 5.01(4)(b). (See
in the various funds during the period ofngs for a valuation period to aExample 25.)
the failure). contribution made during that valuation .02 Examples.
(c) Other Simplifying Assumptions. period, plan earnings for the valuation peéxarnpIe -
For adm|n|stre_1t|ve convenience, the earrrfod during whl_ch the corrective contribu- Employer L maintains a profit-sharing plan that
ings rate applicable to the corrective cortion or allocation is made may be allo- ,qyides only for nonelective contributions. The
tribution or allocation for a valuation pe-cated as if that employee’s account pian has a single investment fund. Under the
riod with respect to any investment fundalance had been increased as of the lastlan, assets are valued annually (the last day o
may be assumed to be the actual earninday of the prior valuation period by the the plan year) and earnings for the year are allo
rate for the plan’s investments in that funaorrective contribution or allocation, in- Icated In proportion to account balances as of thr
. . . . . . ast day of the prior year, after reduction for dis-
during that valuation period. For exam<luding only that portion of the eamnings yiyytions during the current year but without re-
ple, the earnings rate may be determinegimount attributable to earnings through gard to contributions received during the current
without regard to any special investmenthe last day of the prior valuation period. year (the “prior year account balance”). Plan
provisions that vary according to the siz&he employee’s account balance is then contributions for 1997 were made on March 31,
of the fund. Further, the earnings rate agurther increased as of the last day of the 1998 OnApril 20, 2000 Employer L determines
. . S . . . . that an Operational Failure occurred for 1997 be-
plicable to the corrective contribution orvaluation period during which the correc- ., se Employee X was improperly excluded
allocation for a portion of a valuation pe-ive contribution or allocation is made by from the plan. Employer L decides to correct the
riod may be a pro rata portion of the earrthat portion of the earnings amount attrib- failure by using the SVP correction method for
ings rate for the entire valuation periodutable to earnings after the last day of the the exclusion of an eligible employee from non-
unless the application of this rule wouldprior valuation period. (See Example 23.) ©!éctive contributions in a profit-sharing plan.
. . . . . Under this method, Employer L determines that
result in either a significant understate- (d) Bifurcated Allocation Method. . tilure is corrected by making a contribution
ment or overstatement of the actual eartdnder the bifurcated allocation method, on behalf of Employee X of $5,000 (adjusted for
ings during that portion of the valuationthe entire earnings amount for the valua- eamings). The earnings rate under the plan foi
period. tion periods ending before the date the 1998 was +20%. The earnings rate under the
(4) Allocation Methods. (a) In General.corrective contribution or allocation is P!an for 1999 was +10%. On May 15, 2000,
. . . when Employer L determines that a contribution
For purposes of this section 5, the earrmade is allocated solely to the account | - '« ihe failure will be made on June 1,
ings amount generally may be allocated ibalance of the employee on whose behalf 2000, a reasonable estimate of the earnings rat
accordance with any of the methods séhe corrective contribution or allocation is under the plan from January 1, 2000 to June 1
forth in this paragraph (4). The methodsnade. The earnings amount for the valua- 2000 is +12%.
under paragraph (4)(c), (d), and (e) are irtion period during which the corrective Earnings Adjustment on the Corrective Contribu-
tended to be particularly helpful wherecontribution or allocation is made is allo- gn:
corrective contributions are made at datesated in accordance with the plan’s The $5,000 corrective contribution on behalf of
between the plan’s valuation dates. method for allocating other earnings foEmployee X is adjusted to reflect an earnings
(b) Plan Allocation Method. Under thethat valuation period in accordance witiimount based on the earnings rates for the period «
. . . the failure (March 31, 1998 through June 1, 2000)
plan allgcatlon method, the earningsection 5.01(4)(b).. (See Exa.mple 24)  and the earnings amount is allocated using the pla
amount is allocated to account balances (e) Current Period Allocation Method. gjiocation method. Employer L determines that a
under the plan in accordance with th&nder the current period allocationpro rata simplifying assumption may be used to de-
plan’s method for allocating earnings as imethod, the portion of the earninggermine the earnings rate for the period from March
the failure had not occurred. (See Examamount attributable to the valuation pe3l: 1998 to December 31, 1998, because that rat
. . . . . does not significantly understate or overstate the ac
ple 22.) 3 _ nod_durm_g Whlch_the per|o_d of theT fa|lu_retual earnings for that period. Accordingly, Em-
(c) Specific Employee Allocation begins (*first partial valuation period”) is poyer L determines that the earnings rate for that
Method. Under the specific employee alallocated in the same manner as earningeriod is 15% (9/12 of the plan’s 20% earnings rate



for the year). Thus, applicable earnings rates undérereon) allocated in proportion to the prior yeacontribution ($5,750(.10)), to determine the account

the plan during the period of the failure are: (December 31, 1998) account balances along withalances as of December 31, 1999. However, eac
Eamnings  Cther 1999 earnings, and (4) earnings for 2008ccount balance other than Employee X’s accoun
Time Periods Rate  Would have been increased by the earnings on tiglance has already shared in the 1999 earnings, e
3/31/98 — 12/31/98 (First gddmonal $5,000 (including 1998 and 1999 earnc|yding the $575. Accordingly, Employee X's ac-
Partial Valuation Period) +150%  Ings thereon) from January 1 to June 1, 2000 anghunt balance as of December 31, 1999 will include
1/1/99 — 12/31/99 +10%  Would be allocated in proportion to the prior yeakssog of the 1999 portion of the earnings amount
1/1/00 — 6/1/00 (Second (December 31, 1999) account balances along Wiff,seq on the $5,000 corrective contribution allo-
Partial Valuation Period) +12% other 2000 earnings. Accordingly, the $5,000 COlzated to Employee X’s account balance as of De-

rective contribution is adjusted to reflect an earningg
. _— ember 31, 1998 ($5,000(.10)). Then each accoun
If the 35,000 corrective contribution had been conamount of $2,084 ($5’000[(1'15)(1'10)(1'12)_1])b?lance that origir(illly sr(1are)()1 in the allocation (L)Jf

tributed for Employee X on March 31, 1998, (1)and the earnings amount is allocated to the accoun

earnings for 1998 would have been increased by thgalances under the plan allocation method as fofo "9S for 1999 (i.e., excluding the $5,500 addi-

amount of the earnings on the additional $5,000 coflews: tlon.s to Employee X's account balanc.e.) IS Increasec
tribution from March 31, 1998 through December (a) Each account balance that shared in the all§Y 'S @ppropriate share of the remaining 1999 por-
31, 1998 and would have been allocated as 1998ition of earnings for 1998 is increased, as of DN Of the earnings amount, $75.

earnings in proportion to the prior year (Decembetember 31, 1998, by its appropriate share of the (d) The resulting December 31, 1999 account bal-
31, 1997) account balances, (2) Employee X's a@arnings amount for 1998, $750 ($5,000(.15)).  @nces (including the $5,500 additions to Employee
count balance as of December 31, 1998 would have (b) Employee X's account balance is increased{’s account balance) will share in the 2000 portion
been increased by the additional $5,000 contribwas of December 31, 1998, by $5,000. of the earnings amount based on the estimated Jan
tion, (3) earnings for 1999 would have been in- (c) The resulting December 31, 1998 account bagry 1, 2000 to June 1, 2000 earnings included in the
creased by the 1999 earnings on the additionahces will share in the 1999 earnings, including theorrective contribution equal to $759 ($6,325(.12)).
$5,000 contribution (including 1998 earnings$575 for 1999 earnings included in the correctivgéSee Table 1.)

TABLE 1
CALCULATION AND ALLOCATION OF THE
CORRECTIVE AMOUNT ADJUSTED FOR EARNINGS
Earnings Rate Amount Allocated to:
Corrective Contribution $5,000 Employee X
First Partial Valuation Period Earnings 15% ¥50 All 12/31/1997 Account Balancts
1999 Earnings 10% 575 Employee X ($500)/ All 12/31/1998 Account Balances
($75y
Second Partial Valuation Period Earnings 12% 3759 All 12/31/1999 Account Balances (including Employege
X's $5,500%
Total Amount Contributed $7,084

1$5,000% 15%

2$5,750($5,000 + 750% 10%

3$6,325($5,000 + 750 + 575) 12%

4 After reduction for distributions during the year for which earning are being determined but without regard to contrilsefigrgs daring the year for which earn-
ings are being determined.

Example 23: location method. Thus, the entire earnings amount's account balance as of December 31, 2000 is in:
The facts are the same as in Example 22. for all periods through June 1, 2000 (i.e., $750 focreased by $7,084. Alternatively, Employee X’s ac-

) ) ) ~ March 31, 1998 to December 31, 1998, $575 focount balance as of December 31, 1999 is increase
Earnings Adjustment on the Corrective Contribu-y ggq 54 §759 for January 1, 2000 to June 1, 2008y $6,325 ($5,000(1.15)(1.10)), which shares in the
tion: . . . is allocated to Employee X. Accordingly, Employerallocation of earnings for 2000, and Employee X's
The earnings amount on the corrective contrlbuE makes a contribution on June 1, 2000 to the plaaccount balance as of December 31, 2000 is in

tion is the same as in Example 22, but the eamings 47 084 ($5,000(1.15) (1.10)(1.12)). Employeereased by the remaining $759. (See Table 2.)
amount is allocated using the specific employee al-



TABLE 2

CALCULATION AND ALLOCATION OF THE
CORRECTIVE AMOUNT ADJUSTED FOR EARNINGS

Earnings Rate Amount Allocated to:
Corrective Contribution $5,000 Employee X
First Partial Valuation Period Earnings 15% ¥50 Employee X
1999 Earnings 10% 575 Employee X
Second Partial Valuation Period Earnings 12% 3759 Employee X
Total Amount Contributed $7,084

1$5,000x 15%
2$5,750 ($5,000 + 750% 10%
3.$6,325 ($5,000 + 750 + 57%) 12%

Example 24:
The facts are the same as in Example 22.

method. Thus, the earnings for the first partial valu$6,325 ($5,000 (1.15)(1.10)); and the December 31
ation period (March 31, 1998 to December 311999 account balances of employees (including Em:
Earnings Adjustment on the Corrective Contribu-1998) and the earnings for 1999 are allocated to Erployee X's increased account balance) will share in
tion: ployee X. Accordingly, Employer L makes a contri-estimated January 1, 2000 to June 1, 2000 earning
The earnings amount on the corrective contribubution on June 1, 2000 to the plan of $7,084n the corrective contribution equal to $759

tion is the same as in Example 22, but the earning$5,000(1.15)(1.10)(1.12)). Employee X’'s accoun{$6,325(.12)). (See Table 3.)

amount is allocated using the bifurcated allocatiobalance as of December 31, 1999 is increased by

TABLE 3

CALCULATION AND ALLOCATION OF THE
CORRECTIVE AMOUNT ADJUSTED FOR EARNINGS

Earnings Rate Amount Allocated to:
Corrective Contribution $5,000 Employee X
First Partial Valuation Period Earnings 15% ¥50 Employee X
1999 Earnings 10% 575 Employee X
Second Partial Valuation Period Earnings 12% 3759 12/31/99 Account Balances (including Em
ployee X’s $6,323)
Total Amount Contributed $7,084

1$5,000x 15%
2$5,750 ($5,000 + 750% 10%
3$6,325 ($5,000 +750 + 575) 12%

4 After reduction for distributions during the 2000 year but without regard to contributions received during the 2000 year .




Example 25: Employer L makes a contribution on June 1, 2000 tmgs on the corrective contribution equal to $759

The facts are the same as in Example 22. the plan of $7,084 ($5,000 (1.15)(1.10) (1.12)). Em($6,325(.12)) are treated in the same manner as 200
Earnings Adjustment on the Corrective ContribuPloyee X’s account balance as of December 3karnings by allocating these amounts to the Decem:
tion: 1999 is increased by the sum of $5,50®er 31, 2000 account balances of employees in pro-

The earnings amount on the corrective contribu$5,000(1.10)) and the remaining 1999 earnings oportion to account balances as of December 31,
tion is the same as in Example 22, but the earning@e corrective contribution equal to $75 ($5,000(.151999 (including Employee X's increased account
amount is allocated using the current period allocd-10)). Further, both (1) the estimated March 31balance). (See Table 4.) Thus, Employee X is allo-
tion method. Thus, the earnings for the first partial 998 to December 31, 1998 earnings on the correcated the earnings for the full valuation period dur-
valuation period (March 31, 1998 to December 31tjive contribution equal to $750 ($5,000(.15)) and (2jng the period of the failure.

1998) are allocated as 2000 earnings. Accordingljhe estimated January 1, 2000 to June 1, 2000 earn-

TABLE 4
CALCULATION AND ALLOCATION OF THE
CORRECTIVE AMOUNT ADJUSTED FOR EARNINGS

Earnings Rate Amount Allocated to:
Corrective Contribution $5,000 Employee X
First Partial Valuation Period Earnings 15% ¥50 12/31/99 Account Balances (including

Employee X's $5,575)

1999 Earnings 10% 575 Employee X

Second Partial Valuation Period Earnings 12% 3759 12/31/99 Account Balances (including
Employee X's $5,575)

Total Amount Contributed $7,084

1$5,000% 15%

2$5,750($5,000 + 750% 10%

3$6,325($5,000 + 750 + 575) 12%

4 After reduction for distributions during the year for which earnings are being determined but without regard to contéloeiiceds during the year for which
earnings are being determined.

SECTION 6. EFFECT ON OTHER (2) with respect to Audit CAP, for ex- lection of information displays a valid
DOCUMENTS aminations begun on or after January DMB control number.
2000; and The collections of information in this

m;?ZIdPF:Z(\:/. g?;fzggl_azrg'?gC?;gﬁzlép;rlg (3) with respect to APRSC, for failuresrevenue procedure are in sections 3.04
) ' ' for which correction is not complete be-and 4.01-4.07. This information is re-

supplemented by this revenue procedure,
PP Y P fore May 1, 2000. quired to enable the Office of Assistant

SECTIONT. EFFECTVEDMTE | secrons, paperwonk  ConTosen (Enmeree e o
The effective date of this revenue proREDUCTION ACT enue Service to make determinations re-

cedure is January 1, 2000. In addition, ) ) ) . . . .
employers are permitted, at their option, 1he collection of information con- garding the issuance of certain closing
to apply the provisions of this revenudained in this revenue procedure has be@greements and to ascertain if plan partic.

procedure on or after March 9, 1998 (théeViewed and approved by the Office ofpants have been notified of certain ac-
release date of Rev. Proc. 98-22). Unleddanagement and Budget in accordandéons. This information can allow indi-
a plan sponsor applies the provisions o¥ith the Paperwork Reduction Act (44vidual plans to continue to maintain their
this revenue procedure earlier, this re.S.C. 3507) under control numbetax qualified status. As a result, favorable
enue procedure is effective: 1545-1656. tax treatment of the benefits of the eligi-
(1) with respect to VCR and Walk-in An agency may not conduct or sponsokle employees is retained. The likely re-
CAP, for applications submitted on orand a person is not required to respond tepondents are individuals, state or local
after January 1, 2000; a collection of information unless the col-governments, business or other for- profit



institutions, nonprofit institutions, and
small businesses or organizations.

The estimated total annual reportin
and/or recordkeeping burden is 10,80
hours.

The estimated annual burden per re
spondent/recordkeeper varies from 2 t
12 hours, depending on individual cir
cumstances, with an estimated average
10.8 hours. The estimated number of r
spondents and/or recordkeepers is 1,00(

The estimated annual frequency of re
sponses is occasionally.

Books or records relating to a collec
tion of information must be retained a:
long as their contents may become mate
ial in the administration of any interna
revenue law. Generally tax returns an
tax return information are confidential, a:
required by 26 U.S.C. 6103.

DRAFTING INFORMATION

The principal authors of this revenu
procedure are Jeanne Royal Singley al
Maxine Terry of the Employee Plans Di
vision. For more information concerning
this revenue procedure, call the Employe
Plans Division’s taxpayer assistance tels
phone service at (202) 622-6074/607
(not toll-free numbers) between the houl
of 1:30 and 3:30 p.m. Eastern Time, Morn
day through Thursday. Ms. Singley an:
Ms. Terry may be reached at (202) 622
6214 (also not a toll-free number).



