26 CFR 601.201: Rulings and determination letters.
fAlse Part I, Sections 404, 412, 442, 501; 1.404{u)-
1, F.442-1, 1.501(a)-1.)

Rev. Proc, 87-27
SECTION 1. PURPOSE

The purpose of this Revenue Proce-
dure is to provide guidelines for changing
the plan year of an employee retirement
plan and the trust year of a tax-exempt
employees’ trust. It provides certain au-
tomatic approvals of changes without re-
questing prior approval from the Internal
Revenue Service, The procedure pre-
scribed are applicable to changes in plan
years for any retirement plan to which
section 412 of the Internal Revenue Code
applies; also they apply to changes in the
trust year of any employees’ trust forming
a part of a qualified plan whether or not
the trust is part of a plan subject to section
412. Service approval is not required to
change the plan year of a plan that is not
subject to section 412. This Revenue Pro-
cedure supersedes Rev. Proc. 77-44, 1977~
2 C.B. 578.

SEC. 2. BACKGROUND

.01 Section 412(c)}(5) of the Internal
Revenue Code provides that, if the plan
year of an employee retirement plan sub-
ject to section 412 of the Code is changed,
the new plan year shall become the plan
year for the plan only if the change is
approved by the Secretary of Treasury.
Section 442 of the Code provides that, if
the taxpayer changes the annual account-
ing period, the new accounting period shall
become the taxpayer’s taxable year only
if the change is approved by the Secre-
tary.

.02 Rev. Proc. 77-44 required the
mandatory filing of Form 1128 (Appli-
cation for Change in Accounting Period)
by employers or plan administrators de-
siring to change a plan and/or trust year
unless certain conditions allowing for au-
tomatic approval (which expired on Jan-
uary 1, 1979) were met. Form 5308
(Request for Change in Plan/Trust Year),
released in February 1979, has replaced
Form 1128 as the form to be used to ob-
tain approval from the Internal Revenue
Service to change the plan year of an em-
ployee retirement plan or the trust year
of an employees’ trust (See Announce-
ment 7943, 1979-12 L.R.B. 25).

.03 Section 301.6058-1 of the Regu-
lations on Procedure and Administration
requires that the employer or plan ad-
ministrator of each plan subject to section

6058 of the Code must file the appropriate
Annual Return/Repart of Employee Ben-
efit Plan (Form 5500 series) at the time
and in the manner required hy the forms
and related instructions applicable to the
period. Item 1d of the Form 5500 series
return for the short period should be com-
pleted to reflect a change in the plan year
of an employee retirement plan.

.04 Section 1.404(a)-14(c) of the In-
come Tax Regulations provides that al-
though the deductible limit for a defined
benefit plan applies for an employer’s tax-
able year, the deductible limit is deter-
mined on the basis of a plan year. If the
employer's taxable year coincides with the
plan year, the deductible limit for the tax-
able year is the deductible limit for the
plan year that coincides with the year. Tf
the employer’s taxable year does not co-
incide with the plan year, the deductible
limit for a given taxable year of the em-
ployer is one of the following alternatives:
(1) the deductible limit determined for the
plan year commencing within the taxable
year; (2) the deductible limit determined
for the plan year ending within the taxable
year; or {3) a weighted average of alter-
natives {1) and (2). The method used must
be consistently applicd.

SEC. 3. DEFINITIONS

.01 For purposes of this revenue pro-
cedure, the term “plan year” refers to a
plan, calendar, policy, or fiscal year on
which records of the plan are kept.

.02 For purposes of this revenue pro-
cedure, the term “trust year" refers to any
12-consecutive manth period correspend-
ing to the trust’s taxable ycar.

.03 The term “short period” 15 the pe-
riod that begins on the day after the close
of the present plan or trust year and ends
at the close of the day before the day
designated as the first day of the new plan
year or trust year.

SEC. 4, INSTRUCTIONS TO TAXPAYERS

01 Awtomatic Approval

1. A plan or trust year that ends after
the effective date of this revenue proce-
dure may be changed without obtaining
prior approval from the Internal Revenue
Service if the conditions set forth in par-
agraphs 2 through 8 are satisfied.

2. No plan year is more than 12 months
long.

3. The change will not delay the time
when the plan would otherwise have been
required to conform to the requirements
of any statute, regulation, or published
position of the Service.

4. The trust, if any, retains its exempt
status for the short period required to ef-
fect the change as well as for the taxable
year immediately preceding the short
period.

5. The trust, if any, has no unrelated
business taxable income under section 511
of the Code for the short period.

6. All actions necessary to implement
the change of plan year, including plan
amendment and a resolution of the Board
of Directors (if applicable), have been
taken on or before the last day of the short
period.

7. No change of plan year has been
made for any of the four preceding plan
years.

8. In the case of a defined benefit plan,
the deductible limit under section 404(a)(1)
of the Code is limited by the requirements
of section 5 of this Revenue Procedure.

.02 Form 5308 Filing Requirements.

The employer or the plan administrator
must file a Form 5308 to obtain approval
to change a plan and/or trust year when
the automatic approval requirements of
section 4.01 are not met. The employer
or plan administrator must attach a state-
ment to the Form 5308 explaining which
of the automatic approval criteria stated
in section 4.01 above has not been met
and the reasons for noncompliance with
said criteria. All approvals by the Service
arc conditioned upon the cmployer com-
plving with the applicable provisions of
sections 4.015 and 4.018 of this Revenue
Procedure. Form 5308 is to be filed in
duplicate with the Commissioner of the
internal Revenue, Washington, D.C.,
20224, Attention: OP:E:EP:R, on or be-
fore the last day of the end of the short
period.

SEC. 5. DEDUCTIBLE LIMITS FOR DEFINED
BENEFIT PLANS

.01 If, as a consequence of a change in
plan year, more than one plan year is as-
sociated with the taxable year of the em-
ployer, or the sum of the number of months
of each plan year associated with an em-
ployer’s taxable year is different from the
number of months in the employer’s tax-
able year, then the deductible limit for
the employer’s taxable year must be ap-
propriately adjusted as described within
this section.

.02 The appropriate adjustment as de-
scribed in subsection .01 above is ob-
tained by multiplying the sum of the
deductible limits for the associated plan
years by a fraction, where the numerator
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“t” equals the number of months in the
taxable year of the employer and the de-
nominator “‘p” is the aggregate number
of months in plan years associated with
such taxable year. The deductible limit for
a short plan year is determined by ratably
reducing the deductible limit for a 12-
month plan year in proportion to the
number of months of the short plan year.

.03 Tf the requirements of this section
5 are followed, then the taxpayer will have
met the requirements of section 1.404(a)-
14{c) of the regulations regarding ap-
proval for changing the plan year that is
used as the basis for determining the de-
ductible limit.

.04 The requirements of this section are
illustrated by the following examples.

Example 1. A calendar year employer
computed the deductible limit for a de-
fined benefit plan on the basis of the plan
year commencing October 1 within such
calendar year. In 1987, the employer,
pursuant to section 4 of this Revenue Pro-
cedure, changed the plan year to a cal-
endar vear basis. This resulted in a short
plan year commencing on October 1, 1987,
and ending on December 31, 1987. The
plan uses an aggregate funding method
and the normal cost for the 12-month plan
year commencing October 1, 1987, is
$24,000. The deductible limit is not re-
duced by the full funding limit and is not
increased by the provisions of section
404(a)(1} A)i) of the Code.

The plan year associated with the 1987
calendar year of the employer (taxable
year) is the plan year commencing Oc-
tober 1, 1987, and ending December 31,
1987. The deductible limit determined on
the basis of this short plan year is $6,000
($24,000 times 3/12). The deductible limit
applicable to the employer’s 1987 taxable
year is $24,000, the product of the de-
ductible limit for the short plan year,
$6,000, multiplied by the fraction t/p {12/
3). For 1988 and succeeding taxable years,
the deductible limit is the limit for the
ptan year coincident with the taxable year
and is determined with regard to section
1.404(a)-14 of the regulations, particu-
larly section 1.404(a}-14(d) of the regu-
lations.

Example 2. The facts are the same as
in Example 1, except the taxpayer creates
a short plan year beginning October 1,
1987, and ending November 30, 1987, and
subsequent plan years commence Decem-
ber 1. Further assume that the normal
cost for the 12-month plan year comm-
encing December 1, 1987, is $38,000.
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For the 1987 calendar year of the em-
ployer (taxable year), the plan year
commencing October 1, 1987, and ending
November 30, 1987, and the plan year
commencing December 1, 1987, and end-
ing November 30, 1988, are associated with
that taxable year. The number of months
of plan years associated with the taxable
year equals 14.

The deductible limit determined on the
basis of the short plan year commencing
October 1, 1987, is $4,000 ($24,000 times
2/12). The deductible limit for the 12-
month plan year commencing December
1, 1987, is $38,000. The deductible limit
for the taxable year (calendar year 1987)
is $36,000, obtained by multiplying the
sum of the deductible limits, $42,000
($4,000 plus $38,000), by 12/14. For 1988
and succeeding taxable years, the de-
ductible limit is determined on the basis
of the deductible limit for the 12-month
plan year commencing on December 1
within the taxable year (calendar year) of
the employer as computed under section
1.404(a)-14 of the rcgulations, particu-
larly section 1.404(a)-14(d) of such reg-
ulations. Thus, for the 19588 taxable year
the deductible limit is determined by ref-
erence to the deductible limit for the plan
year beginning on December 1, 1988.

SEC. 6. EFFECT ON OTHER DOCUMENTS

Rev. Proc. 7744, 19772 C.B. 578, 18
superseded.

$EC. 7. EFFECTIVE DATE

This Revenue Procedure applies to
changes in plan and/or trust years when
the last day of the short period required
to effect the change ends after June 22,
1987, (the date of the publication of this
Revenue Procedure).

26 CFR 601.201: Rufings and determinaiion leners.
Rev, Proc. 87-28

SECTION 1. PURPOSE

The purpose of this Revenue Proce-
dure is to set forth procedures for the sub-
mission of requests for rulings to the
Internal Revenue Service under section
162(k) of the Internal Revenue Code.

SEC. 2. BACKGROUND

.01 Section 162{(k) of the Code pro-
vides, in general, that no deduction will
be allowed for expenses paid or incurred

by an employer for a group health plan
unless each “qualified beneficiary” who
would lose coverage under the plan as a
result of a “qualifying event” is entitled
to elect, within a specified period, contin-
uation coverage under the plan. In ad-
dition, sections 601 through 609 of the
Employee Retirement Income Security Act
of 1974 (“*ERISA") require that contin-
uvation coverage be provided under group
health plans to certain individuals.

.02 Proposed regulations under sec-
tion 162(k) were published on June 15,
1987. Those proposed regulations ad-
dressed issues other than those concern-
ing the cost of providing continuation
coverage.

.03 The Service expects to issue addi-
tional guidance under section 162(k). Such
guidance may include the following:

(1) additional proposed regulations,
relating to the computation of the cost of
providing continuation coverage;

(2) model plan language applicable to
several statutory provisions, including
section 162(k)(2)(B)(iii), relating to fail-
ure to pay premium; section 162(k)(5)(A),
relating to election period; section
162(k)(3)(B), relating to effect of election
on other beneficiaries; and section
162(k)(7), relating to various definitions;
and

(3) revenue rulings under other pro-
visions of section 162(k).

SEC. 3, RULINGS ISSUED BY THE NATIONAL
OFFICE

.01 In general, the National Office will
issue rulings under section 162(k) only to
sponsors of group health plans.

.02 The National Office will not issue
a ruling with respect to an issue that is
clearly and adequately addressed by stat-
ute, regulations, revenue rulings or rev-
enue procedures.

.03 In cases described in subsection .02,
and in the case of requests submitted by
persons other than plan sponsors, the Na-
tional Office will respond to the ruling
request with a general information letter
which either indicates the Service’s posi-
tion with respect to the issue addressed
in the ruling request or directs the tax-
payer to published guidance relevant to
the issue.

.04 Requests for rulings relating to the
computation of the cost of providing con-
tinuation coverage will not be accepted at
this time. Guidance on such rulings will
be provided after proposed regulations on
the subject have been published.
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