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The following information explains what a Savings 

Incentive Match Plan for Employees (“SIMPLE”) 

is, how contributions are made, and how to 

treat these contributions for tax purposes. Your 

employer offers this benefit as a way to encourage 

employees to save for retirement. 

For a calendar year, you may make or modify a 

salary reduction election during the 60-day period 

immediately preceding January 1 of that year.

However, for the year in which you first become eligible to make salary reduction contributions, the period during 
which you may make or modify the election is a 60 day period that includes either the date you become eligible or the 
day before. If indicated on the Adoption Agreement, you may have additional opportunities during a calendar year to 
make or modify your salary reduction election.

I. SIMPLE Retirement Plan and SIMPLE IRA Defined
A SIMPLE Retirement Plan is a retirement income arrangement established by your employer. Under this SIMPLE Plan, you may 
choose to defer compensation to your own Individual Retirement Account or Annuity (“IRA”). You may base these “elective 
deferrals” on a salary reduction basis that, at your election, may be contributed to a SIMPLE IRA or received in cash. This type of 
plan is available only to an employer with 100 or fewer employees who earned at least $5,000 during the prior calendar year.

A SIMPLE IRA is a separate IRA plan that you establish with an eligible financial institution for the purpose of receiving 
contributions under this SIMPLE Retirement Plan. Your employer must provide you with a copy of the SIMPLE agreement 
containing eligibility requirements and a description of the basis upon which contributions may be made. All amounts 
contributed to your SIMPLE IRA belong to you, even after you quit working for your employer.

II. Elective Deferrals – Not Required
You are not required to make elective deferrals under this SIMPLE Retirement Plan. However, if the Employer is matching your 
elective deferrals, no Employer contribution will be made on your behalf unless you elect to defer under the plan.

III. Elective Deferrals – Annual Limitation
The maximum amount that you may defer under this SIMPLE Plan for any calendar year is limited to the lesser of the percentage 
of your compensation indicated in the Deferral Form or the maximum deferral limit permitted under law, subject to cost of living 
increases. For 2020 this amount is $13,500.

If you attain age 50 or over by the end of a calendar year, you can elect to have your compensation reduced by an additional 
“catch-up” amount of $3,000 for 2020.

If you work for other employers (unrelated to this Employer) who also maintain a salary deferral plan, there is an overall limit on 
the maximum amount that you may defer in each calendar year to all elective SEPs, cash or deferred arrangements under section 
401(k) of the Code, other SIMPLE plans and 403(b) plans regardless of how many employers you may have worked for during the 
year. This limitation is referred to as the 402(g) limit. The section 402(g) limit on elective deferrals is $19,500, plus the cost-of-living 
adjustments for 2020 and is indexed according to the cost of living.

IV. Elective Deferrals – Tax Treatment
The amount that you may elect to contribute to your SIMPLE IRA is excludible from gross income, subject to the limitations 
discussed above, and is not includible as taxable wages on Form W-2. However, these amounts are subject to FICA and FUTA taxes.
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V. Elective Deferrals – Excess Amounts Contributed
When “excess elective deferrals” (i.e., amounts in excess of the SIMPLE elective deferral limit of $13,500 or the section 402(g) limit) 
are made, you are responsible for calculating whether you have exceeded these limits in the calendar year.

VI. Excess Elective Deferrals – How to Avoid Adverse Tax Consequences
Excess elective deferrals are includible in your gross income in the calendar year of deferral. Income on the excess elective 
deferrals is includible in your income in the year of withdrawal from the SIMPLE IRA. You should withdraw excess elective deferrals 
and any allocable income, from your SIMPLE IRA by April 15 following the year to which the deferrals relate. These amounts may 
not be transferred or rolled over tax-free to another SIMPLE IRA.

VII. SIMPLE IRA Distributions
You may withdraw from your SIMPLE IRA at any time. However, any distributions will be includible in your gross income and may 
also be subject to a 25% additional income tax or a 10% additional income tax depending upon how long you have participated 
in the SIMPLE Plan. For more information refer to the SIMPLE IRA disclosure statement which was provided to you when you 
established your SIMPLE IRA.

VIII. Rollover or Transfer to Another IRA
You may not roll over or transfer from your SIMPLE IRA any SIMPLE contributions (or income on these contributions) made during 
the plan year to another IRA (other than a SIMPLE IRA) until the 2 years following the date you first participated in the SIMPLE plan. 
You may, however, remove excess elective deferrals and income allocable to such excess amounts from your SIMPLE IRA before 
this time, but you may not roll over or transfer these amounts to another IRA.

After the restriction described above no longer applies, you may withdraw, or receive funds from your SIMPLE IRA, and no more 
than 60 days later, place such funds in another IRA or SIMPLE IRA. This is called a “rollover” and may not be done more frequently 
than at 12-month intervals. However, there are no restrictions on the number of times that you may make “transfers” if you arrange 
to have such funds transferred between the custodians so that you never have possession of the funds. You may not, however, roll 
over or transfer excess elective deferrals and income allocable to such excess amounts from your SIMPLE IRA to another IRA. These 
excess amounts generally may be reduced only by a distribution to you.

IX. Conversions to a Roth IRA
After the 2-year restriction described above no longer applies, you may convert your SIMPLE IRA to a Roth IRA. Such conversion is 
taxable to you but is not subject to the 10% additional income tax if you are under age 59 ½.

X. Cost of Living Adjustments/or COLAs
COLAs are announced by the Internal Revenue Service (IRS) during the last calendar quarter of a calendar year relating to the 
following calendar year.

Tax services are not offered through, or supervised by Lincoln Investment. None of the information in this document should be considered as tax advice. 

You should consult your tax advisor for information concerning your individual situation.
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