Taxpayer Relief Act of 1997

SIMPLE  IRA CHANGES
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SIMPLE IRA contributions (Act section 1601(d)(1), Code section 408(p)(8))

Prior Law. Participants in a SIMPLE IRA may make elective contributions of up to $6,000 per year. Employers may match the contribution or make a nonelective contribution of 2 percent of the compensation of each eligible employee. Uncertainty existed due to the general $2,000 ceiling applicable to traditional IRAs.

NewLaw. The $2,000 IRA ceiling is expanded for a SIMPLE IRA such that an employee may make elective contributions of up to $6,000 (and the employer may match the $6,000 contribution for a total annual contribution of$12,000).


Matching Contributions for self-employed Individuals (Act section 1501(a), Code section 402(g)(9))

Prior Law. Matching contributions to a defined contribution plan on behalf of a self-employed individual are treated differently from matching contributions for an employee. Matching contributions on behalf of a self-employed individual, such as a partner in a partnership, are treated as additional elective contributions by the self-employed individual who receives the matching contribution. As a result, matching contributions for a self-employed individual are subject to the section 402(g) exclusion limit ($9,500 in 1997). It was not clear whether contributions to a SIMPLE IRA on behalf of a self-employed person were treated as elective employer contributions subject to the $6,000 limit.

New Law. The Act provides that matching contributions on behalf of self-employed individuals are not treated as elective employer contributions. The provision is effective for years beginning after December 31, 1997.
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