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Employee Equivalent Normal Equivalent Normal
Allocation Rates for the 1% Accrual Rates for the 15%/3%
Accrual under Plan O Allocations under Plan P
(defined benefit plan) (defined contribution plan)

HCE A (age 55) 3.93% 3.82%

HCE B (age 50) 2.61% 5.74%

C (age 60) 5.91% .51%

D (age 45) 1.73% 1.73%

E (age 35) .77% 3.90%

F (age 25) .34% 8.82%

(ii) Although all of the NHCEs benefit under the
Plan O (the defined benefit plan), the aggregated
DB/DC plan is not primarily defined benefit in char-
acter because the normal accrual rate attributable to
defined benefit plans (which is 1% for all the
NHCEs) is greater than the equivalent accrual rate
under defined contribution plans only for Employee
C.  In addition, because the 15% allocation rate is
only available to HCEs, the defined contribution
plan cannot satisfy the requirements of
§1.401(a)(4)–2 and does not have broadly available
allocation rates within the meaning of
§1.401(a)(4)–8(b)(1)(iii).  Further, the defined con-
tribution plan does not satisfy the minimum alloca-
tion gateway of §1.401(a)(4)–8(b)(1)(iv) (3% is less
than 1/3 of the 15% HCE rate).  Therefore, the de-
fined contribution plan within the DB/DC plan can-
not separately satisfy §1.401(a)(4)–1(b)(2) and does
not constitute a broadly available separate plan
within the meaning of paragraph (b)(2)(v)(C) of this
section.  Accordingly, the aggregated plans can sat-
isfy the nondiscrimination in amounts requirement
of §1.401(a)(4)–1(b)(2) on the basis of benefits only
if the aggregated plans satisfy the minimum aggre-
gate allocation gateway of paragraph (b)(2)(v)(D) of
this section.

(iii) Employee A has an aggregate normal alloca-
tion rate of 18.93% under the aggregated plans
(3.93% from Plan O plus 15% from Plan P), which
is the highest aggregate normal allocation rate for
any HCE under the plans.  Employee F has an aggre-
gate normal allocation rate of 3.34% under the ag-
gregated plans (.34% from Plan O plus 3% from
Plan P) which is less than the 5% aggregate normal
allocation rate that Employee F would be required to
have to satisfy the minimum aggregate allocation
gateway of paragraph (b)(2)(v)(D) of this section.  

(iv) However, for purposes of satisfying the min-
imum aggregate allocation gateway of paragraph
(b)(2)(v)(D) of this section, Employer B is permitted
to treat each NHCE who benefits under the Plan O
(the defined benefit plan) as having an equivalent al-
location rate equal to the average of the equivalent
allocation rates under Plan O for all NHCEs benefit-
ting under that plan.  The average of the equivalent
allocation rates for all the NHCEs under Plan O is
2.19% (the sum of 5.91%, 1.73%, .77%, and .34%,
divided by 4).  Accordingly, Employer B is permit-
ted to treat all the NHCEs as having an equivalent
allocation rate attributable to Plan O equal to 2.19%.
Thus, all NHCEs can be treated as having an aggre-
gate normal allocation rate of 5.19% for this purpose
(3% from the defined contribution plan and 2.19%

from the defined benefit plan) and the aggregated
DB/DC plan satisfies the minimum aggregate allo-
cation gateway of paragraph (b)(2)(v)(D) of this sec-
tion.

* * * * *
(c) * * *

(3) * * *
(ii) Restructuring not available for cer-

tain testing purposes.  The safe harbor in
§1.401(a)(4)–2(b)(3) for plans with uni-
form points allocation formulas is not
available in testing (and thus cannot be
satisfied by) contributions under a com-
ponent plan.  Similarly, component plans
cannot be used for purposes of determin-
ing whether a plan provides broadly avail-
able allocation rates (as defined in
§1.401(a)(4)–8(b)(1)(iii)), or determining
whether a plan is primarily defined bene-
fit in character or consists of broadly
available separate plans (as defined in
paragraphs (b)(2)(v)(B) and (C) of this
section).  In addition, the minimum allo-
cation gateway of
§1.401(a)(4)–8(b)(1)(iv) and the mini-
mum aggregate allocation gateway of
paragraph (b)(2)(v)(D) of this section
cannot be satisfied on the basis of compo-
nent plans.  See §§1.401(k)–1(b)(3)(iii)
and 1.401(m)–1(b)(3)(iii) for rules re-
garding the inapplicability of restructur-
ing to section 401(k) plans and section
401(m) plans.

* * * * *

David A. Mader,
Acting Deputy Commissioner 

of Internal Revenue.

(Filed by the Office of the Federal Register on Octo-
ber 5, 2000, 8:45 a.m., and published in the issue of
the Federal Register for October 6, 2000, 65 F.R.
59774)

Monthly Limit for Transit Passes
and Transportation in a
Commuter Highway Vehicle
Provided by an Employer to
Employees Under Section 132(f)
of the Internal Revenue Code

Announcement 2000–78

This announcement sets forth a clarifi-
cation to the proposed Treasury Regula-
tions dealing with qualified transporta-
tion fringes (Prop. Treas. Reg. § 1.132–9,
65 F.R. 4388).  Specifically, when final-
ized, the regulations will clarify that tran-
sit passes may be distributed in advance
for more than one month (such as for a
calendar quarter).  The applicable statu-
tory monthly l imit under section
132(f)(2) on the combined amount of
transit passes and transportation in a
commuter highway vehicle may be cal-
culated by taking into account the
monthly limits for all months for which
the transit passes are distributed.  Thus,
for example, the employer may distribute
advance transit passes for a subsequent
calendar quarter with a value equal to the
statutory monthly l imit t imes three
months (for 2000, $65 times three equals
$195).  However, if transit passes are pro-
vided in advance and the employee’s em-
ployment terminates before the begin-
ning of the last month of the period for
which the transit passes are provided, the
value of transit passes covering the
month(s) that begin after the employee’s
employment terminates is included in the
employee’s wages for income tax pur-
poses and for employment tax purposes
(income tax withholding, FICA and
FUTA) to the extent the employer does
not recover those transit passes or the
value of those passes. 
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Pending issuance of the final regula-
tions, taxpayers may rely on this an-
nouncement.  An employer will not be
considered to have failed to satisfy em-
ployment tax requirements under this an-
nouncement for advance transit pass distri-
butions occurring before January 1, 2001.

Prior to issuing final regulations, the
Service is requesting comments concern-
ing this announcement. Written comments
should be sent to the following address:

Internal Revenue Service
CC:DOM:CORP (ANN 2000–78;
CC:TEGE:EOEG:ET2)
P.O. Box 7604, Ben Franklin Station
Washington, DC 20044

In the alternative, comments may be
hand delivered between the hours of 8:00
a.m. and 5:00 p.m. to the courier’s desk
at 1111 Constitution Avenue, NW.,
Washington, DC, or submitted electroni-
cally via the IRS Internet site at
http://www.irs.utreas.gov/tax_regs/regsli
st.html. 

Because the Service and Treasury would
like to receive comments with sufficient
time to consider them in developing the
final regulations, comments should be sub-
mitted by November 15, 2000.  However,
to the extent possible, consideration will be
given to comments received after that date.

The principal author of this announce-
ment is John Richards of the Office of As-
sociate Chief Counsel (Tax Exempt and

Government Entities).  For further infor-
mation regarding this announcement con-
tact John Richards at (202) 622-6040 (not
a toll-free call).

Need for Correction

As published, the notice of proposed
rulemaking contains errors that may
prove to be misleading and are in need of
clarification.

Correction of Publication

Accordingly, the publication of the no-
tice of proposed rulemaking
(REG–108522–00, 2000–34 I.R.B. 187),
that was the subject of FR Doc.
00–19896, is corrected as follows:

§1.684–3 [Corrected]

On page 48202, column 1, §1.684–3(f),
the first line in Example 1, the language
“Example 1.  Transfer to owner trust. In”
is corrected to read “Example 1.  Transfer
to grantor trust.  In”

Cynthia E. Grigsby,
Chief, Regulations Unit,

Office of Special Counsel
(Modernization and Strategic Planning).

(Filed by the Office of the Federal Register on Octo-
ber 2, 2000, 8:45 a.m., and published in the issue of
the Federal Register for October 3, 2000, 65 F.R.
58973)


