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Example 3. Employer Y has a single plan 
(Plan B) with a calendar plan year. With re-
spect to the plan year beginning in 1990, em-
ployer Y elects to make the look-back year 
calculation for the 1990 determination year 
on the basis of the calendar year ending with 
or within the 1990 determination year. Be-
cause employer Y’s determination year is 
the 1990 calendar year there is no lag period 
and employer Y determines the group of 
highly compensated employees for purposes 
of the 1990 calendar plan year on the basis of 
such plan year alone.

Q–15: Is there any transition rule in 
determining the group of highly com-
pensated employees for 1987 and 1988? 

A–15: (a) In general. Solely for pur-
poses of section 401(k)(3) and (m)(2) and 
solely for twelve-month plan years be-
ginning in 1987 and 1988, an eligible em-
ployer may elect to define the group of 
highly compensated employees as the 
group consisting of 5-percent owners of 
the employer at any time during the 
plan year and employees who receive 
compensation in excess of $50,000 dur-
ing the plan year. This rule would 
apply in lieu of the look-back year cal-
culation and determination year cal-
culation otherwise applicable under A–
3(a) of this § 1.44(q)–1. In addition, an el-
igible employer may elect to make the 
determinations permitted under this 
transition rule on the basis of the cal-
endar year ending in the plan year and 
the period by which such plan year ex-
tends beyond such calendar year, in ac-
cordance with the rules of A–14(b), in 
lieu of making the determinations 
under this transition rule on the basis 
of the plan year for which the deter-
minations are being made. 

(b) Eligible employers. An employer is 
an eligible employer under this A–15 if 
such employer satisfies both of the fol-
lowing requirements: 

(1) The employer does not maintain 
any top-heavy plan within the meaning 
of section 416 at any time during 1987 
and 1988; and 

(2) Under each plan of the employer 
to which section 401(k)(3) or 401(m)(2) is 
applicable, the group of eligible em-
ployees that comprises the highest 25% 
of eligible employees ranked on the 
basis of compensation includes at least 
one employee whose compensation is 
$50,000 or below. This requirement 
must be met separately with respect to 
each such plan of the employer. 

(c) Uniformity requirement. An eligible 
employer may not make the election 
under paragraph (a) of this A–15 unless 
the election applies to all of the plans 
maintained by the employer to which 
section 401(k)(3) or 401(m)(2) applies. 

(d) Election requirements. This election 
is operational and does not require a 
plan provision. 

[T.D. 8173, 53 FR 4967, Feb. 19, 1988, as amend-
ed by T.D. 8334, 56 FR 3977, Feb. 1, 1991; T.D. 
8548, 59 FR 32916, June 27, 1994]
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are applied.
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[T.D. 8376, 56 FR 63434, Dec. 4, 1991, as amended by T.D. 8548, 59 FR 32916, June 27, 1994]

§ 1.414(r)–1 Requirements applicable 
to qualified separate lines of busi-
ness. 

(a) In general. Section 414(r) pre-
scribes the conditions under which an 
employer is treated as operating quali-

fied separate lines of business. If an 
employer is treated as operating quali-
fied separate lines of business under 
section 414(r), certain requirements 
under the Code may be applied sepa-
rately with respect to the employees of 

VerDate Apr<18>2002 06:16 Apr 20, 2002 Jkt 197084 PO 00000 Frm 00663 Fmt 8010 Sfmt 8010 Y:\SGML\197084T.XXX pfrm12 PsN: 197084T E
C

05
O

C
91

.0
15

<
/G

P
H

>


