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At the hearing, Carol Searsbusiness an extra break, not an ex-
spoke in strong support of H.R.tra burden.”
PIX DigeSt.ccoccciiccicieerenee. 3 1102, the Comprehensive Retire- Ms. Sears also told the story of
ment Security and Pension Reforma trucking and shipping company
Act, introduced by Representativesthat established a defined benefit
Rob Portman (R-Ohio) and plan shortly after ERISA passed.
Ben Cardin (D-Maryland). About 15 years later, however, they
WASHINGTON UPDATE Ir_l particular, she gmpha- terminated their generous defined
sized the small business re-benefit plan because of reductions
tirement crisis and the Congress made in the amount of an-
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heavy rules and raising re-taken into account for purposes of
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Plans U nder tirement plan limits. accruing retirement benefits and re-
The Portman-Cardin leg- ductions in the amount of benefits
Atta ck islation contains several pro- employees can earn. The company
_ visions that will bring some replaced the generous defined ben-
by Brian H. Graff, Esq. sense to the overly burden-efit plan with a 401(k) plan, thus sig-

As many of you know, over the pastsome top-heavy rules. Ms. nificantly reducing the retirement
few months cash balance plans have beeBears said, “In particular, benefits for rank-and-file workers.
discussed, often unfavorably, in newgpathese changes will allow Of this trend, she asked, “Is this
per articles throughout the country gndsmall businesses, even ifsensible retirement policy?”
on television news programs as well. Theéhey employ some family In her written testimony, sub-
Wall Street Journatan what seemed fo members, to offer a basic mitted for the record, Ms. Sears
be a series of articles critical of cash bal401(k) plan to their employ- pointed to other beneficial aspects

_ ees. It's time to give small of the legislation, including the re-
Continued on page 8
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peal of the current liability full the hearing. He expressed the corbavid Strauss, Executive Director
funding limit, the reduced PBGC cern that pension simplification pro-of the PBGC; Teresa Heinz, chair-
premiums for new small businessposals could result in smallerman of the Heinz Foundation phi-
plans, the tax credit for small busi-benefits for moderate and lower-in-lanthropies; Robert G. Chambers on
ness plan start-up costs, and the sintome workers by modifying top- behalf of the APPWP; Daniel P.
plified defined benefit plan for heavy and nondiscrimination rules.O’Connell on behalf of ERIC; Paula
small business. These are amondle also said that certain element€alimafde on behalf of the Small
the many positive reforms includedof proposals to simplify top-heavy Business Council of America; and
in the Portman-Cardin legislation.rules “warrant serious consider-others.
(Ms. Sear’stestimony is amilable ation.” The Government Affairs Com-
on the web atvww.aspa.org) Also testifying at the hearing were mittee will be working with Con-
Assistant Treasury SecretaryLeslie Kramerich, Deputy Assistantgressmen Portman and Cardin to
Donald C. Lubick also testified at Secretary of Labor of the PWBA; help pass pension reform this Con-
gress.

EWA Travel Correction
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something GAC has pushed for,
and the IRS listened.

. We urged the IRS and Treasury
to change their approach on re-
quiring that testing decisions and
other variables (such as prior year
testing and the HCE top 20% elec-
tion) be included in 401(k) plan
documents. We presented a letter
of comment, which addressed the
reasons for our concerns. Some
of the key factors are the expense

n March, members of ASPAs Government Affairs Com- of plan amendments and the fact
mittee (GAC) met in Washington, D.C., to assess thdha 'équiringamendments creates

o a trap for plan sponsors (that is,
activities of the past and to set goals for the future. Inhe plan may be properly admin-

conjunction with these meetings, teams of GAC memberistered, but tfllrough indad(;/ertentlre,
. . . . It IS not timely amended, result-
visited the offices of the Internal Reyenue Serylce, Treai—ng in plan disqualification). The
sury, Department of Labor, and Pension Benefit Guarantsailure to amend could only be
Corporation for face-to-face discussions with top agencyorrected through the Closing

ficial Th . ffecti f f Agreement Program (CAP),
officials. ese meetings create an effective forum for,pich increases the expense.

retirement plan professionals to review, with people insiglerne |rs is working on a major
the government, how the regulations function in practicetevision to the 401(k) regulations
Following are summaries of the meetings prepared by’ light of law changes since the

] suance of the final regulations
GAC members in attendance. in 1991 and the amendments in

1994. Among the changes are the
definition of a highly compen-
sated employee, the availability of
look back testing, and the change
in the HCEs who receive a return
of excess contributions in the
event of an ADP test failure.

The IRS is also working on the
following items of guidance:

a. The guidance on the repeal of
Code section 415(e), the com-
bined plan limit, is expected to

be released very soon. This guid-
ance is still needed in order to pre-
pare the GUST amendments.

Focus on GAC

IRS, Treasury, DOL
and PBGC Meetings

IRS and Department of the Treasury

by C. Frederick Reish, APM and Bruce L. Ashton, APM

Representatives of the GoverndRS Meeting
ment Affairs Committee (GAC) Atthe IRS meeting, we met with
met with officials of the Employee Carol Gold, Director of the Em- 4.
Plans Division of the IRS and with ployee Plans Division, and members
the Benefits Tax Counsel of theof her staff, as well as with Marjorie
Treasury Department and members$ioffman from the office of the Chief
of his staff to discuss current regu-Counsel, EB/EO. The following is a
latory issues and developmentssummary of the discussion:
Thes_e discussions (along WithPIan Document Issues
meetings at the Department of La-

) _ 1. The big news was the extension
bor, Pension and Benefits Welfare

Administration and at the PBGC)
are semi-annual events held in con-
junction with the spring and fall
meetings of the GAC steering com-
mittee. This article summarizes the
most significant items of discus-
sion.

of the remedial amendment period
for the “GUST” amendments
(GATT, USERRA, SBJPA and
TRA '97). We were told at the
meeting that it would happen, and
the IRS has now released Rev-
enue Procedure 99-23, giving us
a 12-month extension. This is
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b. Last year, the IRS issued No-
tice 98-29 in which it requested
comments on the issuance of guid-
ance on permissible elimination
of qualified joint and survivor

annuity (QJSA) requirements

Continued on page 10
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Technologically Improved Plan Two Views on Credit Gard

Administration Will Enhance Participant Loans
. . Congress has been reviewing the 3ap-
Retirement SﬂVIﬂgS propriateness of permitting participant

loans with a credit card. Here are two
points of view on this subject.

by Franco Modigliani

There is broad agreement among knowledgeable observers that the 401(k) program
and related ones have proved to be highly successful - indeed the most successful
innovation among the many designed to foster retirement saving. The key to this success
Is the combination of tax incentives and the philosophy underlying the progmgimnof
the saver, as nearly as possible, the same freedom of choice which he enjoys with respect t
his personal savings, subject only to the constraint of protecting the terminal accumulation for
retirement. That freedom of choice relates to when and how much to save, and, within some
limits, to the portfolio in which he wishes to invest his accumulated capital.

To appreciate the significance of this freedom, it is enough to point out that the one program which in the
past was the most important vehicle for retirement saving for the vast majority of Americans, Social Security,
is a system that offers the saver none of these choices; indeed, it tells the participant when to save, how much,

and when to draw down his credit in the form of a pension, and gives him no choice about how to invest his
accumulated capital that does not even exist, except in the form of a moral claim on future generations. In

The “Magic Box” Solution
to the “Loan Problem”

by Lawrence C. Starr, CPC

I n the previous article in this issue Tfie Pension Actuarye are honored by a
submission by Franco Modigliani, Institute Professor Emeritus at MIT - the only Nobel
Laureate to have won a prize for work in the field of retirement saving. His article is a
discussion of the application of a process which he holds a patent on — the process of using
bank credit cards to administer and issue employee loans in 401(k) plans. Mr. Modigliani
does a fine job of laying out his methodology for handling these loans, along with some
explanations as to the rationale for these loans to participants. In the interest of providing
another viewpoint, | have been asked to provide some alternative commentary on this issue
and | am pleased to do so.

Mr. Modigliani and | have a fundamental difference in our philosophy, and | know from experience that
many members of ASPA share mine (though certainly not all of them). Succinctly stateaot anfan of

participant loan provisions in 401(k) plans or otherwise. Mr. Modigliani assumes (rightfolieve) that
participant 401(k) loans are going to be with us for the long haul. He also points out that such loans are bureau-
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addition, the credit accumulating inprovide a source of credit that isreason to borrow, anyway. The
Social Security, in contrast to thatnot only available but also only other source that may
accumulated through personalgenerally cheaper than availablecompete with this is borrowing
saving, is totally illiquid; it cannot be alternatives, especially for youngerfrom an equity loan because the
used by the participant until and poorer people. interest you pay is tax deductible.
retirement, no matter how urgent and To appreciate this proposition, So, the comparative advantage
pressing his need might be. consider the sources available tajepends on the difference, if any,
One of the most valuable andsatisfy temporary cash needs inpetween the equity and the self-
attractive options that the 401(k)excess of current income. The mosfending rates. Borrowing from a
program has sanctioned is that oftraightforward, when available, issecurity margin account may be a
permitting plan sponsors to allowto draw on accumulated assetgood source of temporary cash,
401(k) and 403(b) participants tooutside the 401(k). Provided thisprovided you have such an
invest a portion of their capital in areserve contains enough liquidaccount and enough income from
temporary loan to themselves. Thigassets, it can be verified that it isfinancial assets to offset the
facility has the effect of increasing thethe cheapest source, for the cost ofierest.
liquidity of the capital accumulated in Using this source of cash (call it a  the cost of any other typical
the account, making the accumulatioﬁ'self‘|oan") is equal to the incomek)an, from merchants and Supp”ers
much more affordable and attractiveyou lose because of the money you, creit card, is likely to be higher
especially for young people anddraw out, multiplied by (1 - 44 mostly much higher because
people of more limited income, whomarginal tax rate). The ratio of they,o rates are generally higher and
tend to have little by way of reservesncome you lose per year o théyay are not tax deductible. Now
and therefore cannot afford to stasfamount drawn, measures the,,qider the cost of borrowing
money away in a form where itinterest rate you implicitly pay - call from one's retirement account
becomesnaccessible for decades, nat the "self-lending rate”. But, if \10000  The contractual interest
matter how great the need. Inyou have enough liquid assets,
addition, the 401(k)/403(b) self-loansthere should not be much of a Continued on page 16

cratically complex, time consuming, My significant disagreemenferrals to a 401(k) plan.
and expensive for employers to adwith Mr. Modigliani is in his as- | freely admit that this will
minister - particularly so for small sumption throughout his article thaquickly come to a “moral” issue:
employers (though he does not deloans to participants really are &houldparticipants be kept from
fine whatsmall means). “good thing”. He says:dne of the getting at their retirement money
So, Mr. Modigliani has come most valuable and attractive optionfor their own good? When tied to
up with a solution for making thesethat the 401(k) program has sandhe complexity of loan administra-
loans less bureaucratic, less timeioned is that of permitting plantion for the small employer (which
consuming, and less expensive tsponsors to allow 401(k) and 403(H)ll define as fewer than 100 em-
the employer. Sounds like a perparticipants to invest a portion ofployees and which constitut€3%
fect solution to these problems,their capital in a temporary loan toof all businessem the U.S.), | have
doesn’t it? And for some planthemselves”.We all know that, tech-no problem saying that loan pro-
sponsors, it very well might be so.nically, loans have nothing to dwisions should simply not be part
I know of a large insurance com-with 401(k) per se. Even a profibf the retirement plan design. The
pany with aver 40,000 employees sharing plan with no participansmall employer has no desire to
in its own plan and almost 20,000elective deferrals can provide foopen up a banking window in the
loans. Though one might questionoans to participants; but being workplace for their employees. Of
whether this is a retirement plan or @Nobel Laureate, we should forgiveourse, Mr. Modigliani’'s patented
window at the local credit union, is him this little technical oversimpli-process is intended timinatethe
it likely that they will eliminate the fication. Nonetheless, | reject theomplexity of loan administration,
loan provision from their plan? Not notion that loans to participants amhich then theoretically reduces
in this lifetime! Would they be a pos-inherently a good thing. | also reeur discussion to just the issue of
sible candidate for a simplifying ap- ject the notion that loans are necet$hould there be loans at all?”
plication of technology to this sary to get or increase employee Mr. Modigliani clearly says
situation? Sounds like a sure bet! participation in making elective de- Continued on page 20
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The Qualified
Sign-On Bonus

by Amy Cavanaugh

he Small Business Job Protection Act of 1996 (SBJPRyment, the employee is not yet

, . . deemed to be an HCE (unless of
96) made several changes to pension law in an atteRilfse he is hired and immediately

to simplify the annual administration and data collectiosquires a more than a 5% owner-

Included in the list of changes was a modification to tR@P interest in the company). Be-
use IRC 401(a)(4) only tests for

N . a
definition of highly compensated employees (HCES). Egttems of discrimination in favor of
addition to making the testing process easier, this chathgeHCEs, these highly-paid indi-

brought about an interesting planning opportunity. ;’é‘:;aff ;aTa:’geegé‘éirt‘r%&?O”n“?O'”tkfge

The definition of HCE was be considered to be an HCE in hi€mployer's defined contribution plan
amended effective for plan years befirst year of employment. The intentWithout violating the rules of IRC
ginning in 1997 to include only the of this change in the law was to en#01(2)(4). Interestingly, in addition
following classifications of employ- able the employer to determine whd© Providing a valuable benefit to the
ees: is a HCE prior to the beginning of new hire, this con,trlbutlon can also
« Employees who own 5% or morethe plan year. It was thought that thid'€!P the employer's plan pass cover-

of the employer in the current orwould make it easier for employers29€ and/or nondiscrimination testing

prior plan year; and to design plans that were nondisSince the contributions will be im-

criminatory and eliminate the year—Proving the applicable rates for the
; HCE workforce, whether it be in
year made more than $80,000. €nd shuffle to adjust coverage andl _
""" or nondiscrimination testing resultst"€ ADP or ACP test (presuming the
The $80,000 amount will be in-

_ _ by either expanding the group of bencontribution is given the character-
dexed at the same time and in th%ﬁting NHCEs or limiting the num- istics of a targeted QNEC), the aver-

Zirlrlmaer rﬂ?:i?eurna:jsetrh(égsgngi?t?gﬁf er of benefiting HCEs. To a Iarge?Lge beggﬁtg tgst,t_or the general test
\ , extent, this modification has helped'©" nondiscriminaton.

415(b) (in multiples of $5,000) and P A qualified sign-on bonus is an

is rounded to the next lower multiple effective mechanism for attracting

of $5,000. In applying the $80,QOO and retaining new employees. With

threshold, the employer is permitted unemployment lower than ever and

t0 limit its HCES to the ton-paid nition has also offered up some in--" =~ )
p-p teresting planning opportunities,h'ghly specialized workers continu-

group. The top-paid group is defined specially in the case of employerdnd t0 demand high salaries, total
to mean the highest paid 20 perce compensation packages are becom-

f th | , ludabl ho hire highly-paid individuals, | :
gmplﬁyi?sp OYyers non-excludablé,, i is common in professional in- N9 More important than ever. En-

) dustries as well as many hi-tech1@N¢ing a compensation package
This means, under the new law,

. @Wehields. These design opportunities ardVIth a sign on-bonus that escapes
unless an employee acquires a5%qf | ... o< the fact that during anCurrent taxation because it is contrib-

greater ownership interest in his f'rSt{'ndividuaI’s first plan year of em- uted into a qualified plan could be
plan year of employment, he canno

» Employees whan the priorplan

with plan designh and compliance
testing.
Curiously, the change in the defi-
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an added benefit that seals the deal Based on the above example, In addition, if a plan is
when an employer is attractingthe plan fails the ADP test becausalrafted properly, a targeted
people who are in high demand. the maximum ADP for the HCEs QNEC can be made on behalf of
For example, XYZ, Inc. spon-is 7.58% (NHCE average plusonly certain NHCEs. There are
sors a 401(k) profit sharing plan,2.00%) which is less than 8.12%. no rules that prevent treating one
which offers salary deferrals as  The ADP test failure can gen-NHCE differently than another;
well as employer matching and dis-erally be cured by one of threebecause of this, a targeted QNEC

cretionary profit sharing contribu- ways: can be made to designated
tions. The salary deferrals are) Returning excess deferrals toVHCES. In general, the specific
tested using the ADP test, and the atfected HCEs: employees will not need to be spe-
Employee Compensation Salary Deferral Match ADP ACP
HCE A $160,000 $10,000 $ 5,000 6.25% 3.12%
HCE B $100,000 $10,000 $ 5,000 10.00% 5.00%
HCE Totals $260,000 $20,000 $10,000 8.12% 4.06%
NHCE A* $160,000 $10,000 $ 5,000 6.25% 3.12%
NHCE B $ 40,000 $ 2,000 $ 1,000 5.00% 2.50%
NHCE C $ 20,000 $ 0 $ 0 0.00% 0.00%
NHCE D $ 15,000 $ 1,000 $ 500 6.66% 3.33%
NHCE E $ 10,000 $ 1,000 $ 500 10.00% 5.00%
Totals $245,000 $14,000 $ 7,000 5.58% 2.79%
* New employee to receive sign-on bonus.

match is tested using the ACP testy Recharacterizing excess defercifically named, rather the plan
To the extent that the discretionary 5|5 as after-tax voluntary con-€an st_ate that a QNEC co_nFrlbu-
profit sharing contribution does  rjpytions: or tion will be made to a definitely
not meet the criteria to be consid- . . . determinable class of NHCEs in
ered a safe harbor plan, the pIar?' Maklng additional contribu- o, 50 6nt sufficient to pass ap-
will need to test the profit sharing :leosrt]isn on behalf of the NHCE plicable 401(k) testing. A com-
contributions using the general test g universe in the form of o ajternative is to make the
either on a contributions or benefits QNECS 0F QMACs. contribution to the lowest paid
basis. A qualified sign-on bonus Qualified nonelective contri- NHCE (or the lowest paid NHCE
allocated to anew employee can butions (QNECSs) are an attractivestill employed by the employer,
be used to emance those test design tool because of their ver-if the employer has a philosophi-
results. By declaring a targetedsatility. They can be used for acal problem in giving plan dol-
qualified non-elective contribu- number of corrective purposes,lars to an individual who is no
tion (QNEC) to the highest paid including preventing refunds of longer employed). While this is
NHCE (one who will presumably elective deferrals to HCEs be-a cost-effective way to pass the
be an HCE in his second year ofcause of ADP failures and to pro-test, it is often hard to explain to
employment), the test results carvide top-heavy minimums for the plan sponsor the rationale for
improve dramatically. See thenon-key employees in a top-9iving low paid (or perhaps ter-

above table for several examplesheavy plan.
Continued on page 22
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March-April issue ofThe Pension
pei).owere vl aomeys -

resenting prticipants in a number of
Washington Update the cash balance plan conversion

lawsuits also held a congressional
ance plan conversions. It was ru{ADEA). In general, ADEA prohib- staff briefing. At their briefing, they
mored, although this has not been sukits employers from discriminating Played recorded excerpts of presen-
stantiated, that the articles wereagainst older workers with respecttations on cash balangans made
precipitated by some internal manageto employment issues, which includeat actuarial conferences (fortunately
ment discussions at Dow Jones, Incgompensation and benefits. The artot ASPAS), where consultants were
the parent of thdournal about con- ticles point out that sometimes wherheard suggesting that cash balance
verting their own plan to a cash bal-employers, typically larger employ- Plans were an excellent tool for mask-
ance plan. ers, convert from a traditional final- ing reductions in benefits. For ex-

The majority of these articles haveaverage pay defined benefit plan t@mple, one consultant was quoted as
focused on the issue of inadequata cash balance plan, older worker§aying, “It is easy to install @ash bal-
disclosure in the context of cash balwith significant years of service mayance plan in place of a traditional
ance plan conversions. Section 204(hot accrue any additional benefitsdefined benefit plan and cover up
of ERISA is presently the governingunder the new plan for several yearscutbacks in future benefit accruals.”
law in this area. Under this rule, if anAlthough previously accrued ben-Not surprisingly, a number of con-
employer sponsoring a defined benefits for these employees cannot b@ressional staff reacted negatively to
efit plan (or money purchase plan)reduced because of the anti-cutthese quotes.
chooses to significantly reduce the ratéack rules, the articles nonetheless The attention given cash balance
of future benefit accruals, the em-typically describe these situationsPlan conversions has led Senator
ployer must provide participants withas a “reduction in benefits” since Daniel Moynihan (D-NY) and Rep-
notice of the reduction in benefits nothe affected employees are earntesentative Jerry Weller (R-IL) to in-
later than 15 days before such redudng lower benefits than they would troduce legislation greatly expanding
tion takes effect. Such notice must alshhave under the old plan. Thethe 204(h) notice requirements. They
be given after the employer formally ADEA question arises in these situ-argue that the expanded notice re-
adopts the plan amendment reducingtions because older workers endluirements are necessary to give par-
future benefit accruals, often compli-up with marginal increases in ben-ticipants the information they need to
cating matters for the plan sponsor anéfits which are lower than their reasonably assess how their benefits
administrator. Final Treasury regula-younger counterparts. A numberare being affected. Under the pro-
tions, issued last December, providef class-action lawsuits have beerPosal, participants would have to be
that the notice may include a “plain-filed throughout the country argu-given an individual statement of ben-
English” summary of the plan amend-ing that these situations violate€fit change no less than 15 days prior
ment reducing future benefit accrualsSADEA. The articles typically fail to the effective date of a plan amend-
However, the regulations explicitly to mention that employers couldment, significantly reducing the rate
provide that the notice need not exsimply terminate the plan if they of future benefit accruals. The indi-
plain how the individual benefit of so choose. vidual statement of benefit change
each participant will be affected by ~ Needless to say, these articlegvould have to detail how an individual
such plan amendment. The articlehave made an impact in Washingfarticipant's benefits under the plan
generally state that the current discloton. When the articles first startingwould compare both before and after
sure scheme fails to provide partici-coming out, ASPA, along with sev- the amendment as of the effective date
pants with the information necessaneral other members of the Retiremen®f the amendment, three years hence,
to fully understand how their own in- Savings Network, conducted a confive years hence, 10 years hence, and
dividual benefits will be impacted by gressional staff briefing on cash bal-at normal retirement age. The state-
the plan amendment. ance plans. Carobears, FSPA, ment would be prepared using pro-
In addition to questions about ad-CPC, and ASPA's president, ex-Scfibed actuarial assumptions,

equate disclosure, some of these aplained to congressional staff whyincluding increasing compensation
ticles have also suggested that castash balance plans can be attradased on the consumer price index.
balance plans may violate the Agedive to both employers and em-  The proposal applies to all amend-
Discrimination in Employment Act ployees (see Carol’s article in thements reducing future benefit accru-
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als, not just cash balance plan conplans. ASPA supports an alternativdo actuarial discretion, subject to stan-
versions. However, in recognition of proposal requiring the plan sponsoidards issued by the Actuarial Standards
the special administrative pressureso distribute detailed illustrative ex- Board. ASPA is currently discussing

facing defined benefit plans main-amples showing how different this alternative with key members of

tained by smaller businesses, and thaiasses of employees at different agegongress.

cash balance conversions are chiefland with different levels of service  If any package of pension reform

a phenomenon of larger corporationswill be affected by the plan amend-legislation is enacted this year (or per-
the proposal does not apply to plansnent. At a significantly reduced haps next year), right now it appears
with less than 1,000 participants.burden to the plan sponsor, thidikely that some form of enhanced

Further, in response to an ASPA GAGwould provide participants with 204(h) notice requirements would also
suggestion, any 204(h) notice, remeaningful information clearly P€ enacted. The final form and appli-
gardless of the size of the plan, coulddentifying which class of employ- ation for such enhanced notice re-
be made before the plan sponsor forees would likely be negatively af- dUrement remains to be seen. ASPA,
mally adopts the plan amendment refected. Under this alternative as always, will _contlnue to advocatg

ducing future benefit accruals. proposal, after receiving the iIIustra-LOr a more sensﬂ;le approach. We will

ASPA's Government Affairs tive examples, individual partici- eep you posted.

Committee believes that requiringpants could request an individual
individual benefit comparison _state-bengfit comparison stat_ement if SOrian H. Graff, Esq., is executive di-

ments for every participant will be desired. Also under this proposal,ecior of ASPA. Before joining ASPA,
extremely difficult and expensive for actuarial assumptions used in prepay)r. Graff was legislation counsel to

plan sponsors and may lead manyation of the examples and indi-the U.S. Congress Joint Committee on
employers to instead terminate theividual statements would be subjectraxation.

Announcements from the Joint Board

for the Enroliment of Actuaries

May 1, 1999 month period, provided he/she hasActuaries for examinations 2 and
At this time, the Joint Board Satisfied the requirements for re-en3 of the Society’s new examina
is still receiving inquiries from a roliment including (1) having earnedtion program, which will be initi-
number of actuaries who have nothe required continuing professionalated in 2000.
yet received their notices of re-en-education credits, (2) having filed the  The Board also clarified its po
roliment. They have asked howapplication for re-enroliment, and (3)sition regarding the waiver of this
they are to sign the Schedule Bhaving paid the re-enroliment fee. examination on account of com-
(and other government forms re- Service centers of the Internalp|et9d academ!c work. The Board
quiring an enrolled actuary’s sig- Revenue Service have agreed to actated that a waiver would be granted
nature) that will be dated May 1,Cept any of the forms mentioned int0 any person who had (1) re-
1999 or later. the first paragraph that are signed bgeived a bachelor's degree fro
The Board today restated itsan enrolled actuary using the “96-"an accredited institution, and (3
position that an enrolled actuaryprefix, provided the signature datecompleted the Board's required
currently having a “96-" prefix to is not later than July 31, 1999. courses through a combination of
his/her enroliment number is not ~ The Board also announced retndergraduate and graduate edu-
permitted to use the “99-" prefix vised rules relative to the waiver ofcation, provided that the graduate
until such time as the notice of re-Segment A of its basic (EA-1) ex- credits were obtained as part of |a
enrollment has actually been re-amination to be given in 2000 anddegree program even if the appl
ceived. The use of the “96-" its sequel, the EA-1 examination tot@nt for waiver did not actually re
prefix is currently permitted up to be given in 2001 and thereafter. C€ive a degree.
April 30, 1999. By this announce-  The Board stated that beginning ) _
ment, an enrolled actuary may usdn 2000, it would grant waiver of this F2uletté Tino, Chairman
the “96-" prefix after April 30, examination to any person who hagd®int Board for the
1999, for an additional three- received credit from the Society of Enoliment of Actuaries
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CONTINUED FROM PAGE 3

IRS Meeting

from non-pension plansi.¢.,
plans that are not required by
Code section 401(a)(11) to pay
benefits inthe form of QJSAS,
such as 401(k) plans and profit
sharing plans). Under current
rules, the form of payment is a
protected benefit that cannot be
eliminated because of Code sec-
tion 411(d)(6). The IRS is work-
ing onthe issuance of regula-
tions which would permit
plans, such ag01(k) plans, to

do not expect the guidance to

are currently handled in Wash-
ington, as well as the CAP pro-
grams and APRSC) will be

handled in a “rulings and agree-
ments branch,” possibly on a lo-
cal office basis. This would not
include Audit CAP, which is ex-

pected to stay in the division that
conducts plan examinations.
Nevertheless, consolidating all

It appears that the IRS
eliminate QJSAs. While we WI”

grant the additional

be out in the next few months,1 2-month extension of

it should be out this year. In
our meeting, we asked the IR

he remedial amend-

to consider requiring nothingment period for users of

more than a lump sum form

of payment on the basis thafdrototype and volume

once spousal consent is elimi
nated, then the plan shoul
not be required to offer other
payment options because the
participant can roll over the dis-
tribution to an IRA and shape his
or her own distributions. We
also suggested that some form
of notice be required if a plan is
going to eliminate optional
forms of benefit in case people
have done personal planning
around the benefit options pre-
viously provided for in the plan.

IRS Restructuring
1. The IRS restructuring project is

almost complete. We should not
see a significant change in how we
work with the Tax Exempt Sec-
tion, which will absorb the current
Employee Plans Division, with a
couple of notable exceptions.
First, the IRS expects that all of the
voluntary compliance programs
(including SVP and VCR, which

THE PENSION ACTUARY =

ssubmitter plans.

of the voluntary correction pro-
grams in the field offices should
be a welcome change, since it
would permit practitioners to
handle complex qualification is-
sues on a “face-to-face” basis.
We did express concern about
the possible loss of uniformity
among the offices, but were told
that the IRS would make every
effort to ensure coordination on
policy issues. It also appears that
audits will be conducted much
as they are now, though it may
be that the local agent will end
up reporting to a manager who
is at a remote site. Finally, there
will be increased emphasis on
public outreach and education.
What form this will take is not
clear, though the IRS will appar-
ently continue to sponsor the
Mid-States, Northeast Key Dis-
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trict, and Los Angeles Benefits
Conferences along with ASPA.

. We discussed a number of is-

sues regarding prototype plans.
The IRS will be combining the
national and regional prototype
programs to create one category
of prototype. They anticipate
that they will keep the most flex-
ible parts of each program, such
as pairing of plans (which is cur-
rently available only for national
prototypes). They have drafted
a Revenue Procedure on this
that they soon expect to issue.
One change we should see is
an expansion of permissible
sponsors of “national” proto-
types. Put another way, all pro-
totype documents will be na-
tional, and there will not be a
special category reserved just
for financial institutions.

It also appears that the IRS
will grant the additional 12-
month extension of the remedial
amendment period for users of
prototype and volume submitter
plans. This would permit plan
sponsors who adopt a prototype
or volume submitter plan to do so
during the 12-month period after
the IRS issues the approval letter
on the prototype or volume sub-
mitter document, even if that is
after the normal remedial amend-
ment period for the plan. In the
discussion, we urged the IRS to
adopt a good faith standard in ap-
plying the 12-month extension to
prototype and volume submitter
plans. Our concern is based on
the fact that it is possible to make
non-material changes to prototype
and volume submitter plans with-
out losing prototype or volume
submitter status. Since there are
no formal standards on how ex-
tensivethe changes may be before
the plan will be treated as an indi-
vidually-designed planwhat
happens if a plan sponsadopts



a prototype or volume submitter
plan during the 12 month ex-
tended remedial amendment pe-
riod, and then makes changes
which, the IRS believes, changes
the plan to an individually de-
signed plan? If the amendment is
adopted after the normal remedial
amendment period for the plan,
the plan would be treated as a non-
amender and be required to go,
through the Closing Agreement
Program to preserve its qualified
status on a retroactive basis. We
urged the IRS to adopt a good
faith standard in this situation. We
also suggested, as we have before,
that the IRS permit cross-testing
to be included in prototype plans,
as well as in volume submitter
documents.

EPCRS
1. We were again promised that the

correction examples, which the
IRS has been working on, will be
issued “very soon.” However, we
were also told that the number of
examples will be limited and may
only include correction examples
for 401(a)(17) issues; failure of the
ADP and ACP tests; methods of
determining and allocating earn-
ings in connection with a failure =-
to make timely contributions; the
exclusion of eligible employees
from profit sharing and 401(k)
plans; and 415 issues. We pointed
out that a very common problem
was the admission of ineligible
employees to plan participation,
especially in 401(k) plans, and
that guidance on correction of this
defect would be most helpful. It
is unlikely that this issue will be
addressed in the first group of cor-
rection examples. We anticipate
that GAC will offer comments on
the correction examples when they
come out. The IRS representatives
were careful to point out that the
examples reflect areas where there

is consensus within the IRS on the
form of correction. They stressed
that if we do not see a particular
type of correction discussed in the
examples, we should not read any-
thing into that omission. In other

words, the fact that a form of cor-

rection is not included does not
mean that the IRS would reject the
form of correction.

Under Revenue Procedure 98-22,
it is possible to amend a plan to
conform to its operation as long
as the amendment does not vio-
late Code sections 401(a)(4),
410(b), and 411(d)(6). This is re-
ferred to as “reformation CAP.” In
Rev. Proc. 98-22, the IRS said it
would issue additional guidance
on when reformation CAP would
be appropriate. The IRS represen-
tatives indicated that we should
not expect such guidance in the
near future. We again urged the
IRS to grant a limited form of cor-
rection by plan amendment un-
der APRSC, such as where the plan
made hardship distributions or
loans, but there was no plan pro-
vision, or where the sponsor failed
to check a box on a prototype
adoption agreement.

3. Over the past several years, GAC

has urged the Department of La-
bor to establish a voluntary fidu-
ciary breach correction program,
which we labeled “VFC.” The
DOL announced earlier this year
that it is working on such a pro-
gram. Because it will address cor-
rection of prohibited transactions,
over which both IRS and DOL
have jurisdiction, the agencies
have established a joint task force
to address issues of correction in
connection with the VFC pro-
gram.

Earlier this year, the IRS issued a
“best practices memo” regarding5.
the coordination between Walk-
in and Audit CAP and the deter-
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mination letter program. Several
of the items addressed in the
memo were unclear, so we asked
for and obtained clarification from
the IRS in the meeting. They in-
dicated that the portion of the
memo dealing with qualification
failures discovered after an appli-
cation for a favorable determina-
tion letter has been filed is not lim-
ited to plan document failures, but
would include operational and de-
mographic failures as well. (Re-
member, however, that opera-
tional failures can only be cor-
rected under Walk-in CAP if there
is also a plan document or demo-
graphic failure; otherwise, they
can be corrected under APRSC if
correction is made within the two
plan years after the failure occurs
or is insignificant or under VCR.)
The IRS officials stressed the im-
portance of notifying the IRS in
writing when such a defect is dis-
covered after a determination let-
ter application has been submit-
ted to ensure treatment under the
Walk-in CAP program, even if the
plan sponsor does not yet know
the Specialist to whom the case
has been assigned. They also
noted that the instruction in the
memo that EP Specialists should
routinely waive excise taxes in
connection with use of the volun-
tary correction programs is lim-
ited to Walk-in CAP. Finally, the
memo discusses a new type of
gualification failure, a “minor fail-
ure.” If a plan document failure
is minor and is discovered by the
EP Specialist, the case will be
handled under the Audit CAP pro-
cedure, but the maximum sanc-
tion will be limited to the pre-
sumptive amount of the compli-
ance fee under the Walk-in CAP
program.

The IRS has no information on
how many people are self-correct-
ing under APRSC. Based on an-
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ecdotal evidence, they believe it is
substantial. This is based on the fact
that VCR applications have declined
from 150 per month prior to the is-
suance of APRSC in March 1998 to
approximately 60 per montbur-
rently. In adition, the IRS officials
indicated that field agents are apply-
ing APRSC in larger numbers in plan
examinations.

. The IRS expects to issue a revamped
Revenue Procedure to replace 98-
22 later this year, possibly by the fall.
They indicated that it will be a major
re-write, possibly as a result of the
IRS restructuring discussed above.
GAC is submitting comments on a
possible “Group CAP” program
which will permit correction of plan
document failures for a large num-
ber of similarly-situated clients of a
single service provider. Such a pro-
gram could be especially important
in years 2000 and 2001 becaus&'
ASPA members will be amending
and restating all the plans they rep-
resent. In the event of a widespread
failure to amend plans, whether due
to a systematic failure or otherwise,
a Group CAP program would pro-
vide a vehicle for walking them in.

403(b) Arrangements

1. We indicated to the IRS that we were
generally pleased with Revenue
Procedure 99-13, extending the re-
medial programs to 403(b) arrange-
ments (or tax-sheltered annuities —
TSAs). The IRS officials stated that
it was unlikely that any correction
examples for TSAs will be issued
in the near future. However, they
indicated that a number of large
TSA vendors are beginning to in-
quire about the meaning of “prac-
tices and procedures” (which are re-
quired to be eligible for self-correc-
tion under APRSC). As a result, the
IRS may issue a “best practicesy.
memo” to instruct the field on how
to apply APRSC on audit of TSAs.

2. On other guidance areas, the IRS

12 = THE PENSION ACTUARY =

officials said that they were close
to finalizing the 403(b) examina-
tion guidelines, possibly as soon
as May 1999. In the meantime,
the GAC Tax Exempt and Gov-
ernmental Plans Committee is
working on comment letters re-
garding the definition of the em-
ployer and discrimination testing.
Finally, with respect to the restruc-
turing, the IRS said that they antici-
pated that there will be four regional
coordinators who will have as one
of their principal functions engag-
ing in educational outreach. Also
as part of the restructuring, they will
gain jurisdiction over 457 plans,
and expect to begin a substantial
program of education and outreach
on these types of plans before they
start a major enforcement project.

Other Guidance Issues

We urged the IRS to move ahead
with guidance on rollovers to
make it less burdensome
on a plan that receives di-
rect or regular rollovers.

employees. (These issues relate to
whether workers are properly
classed as independent contractors
who do not need to be covered by a
plan or should be classified as em-
ployees who are entitled to benefits.)
The leased employee issues arise in
several ways. One concern is
whether the worker is truly an em-
ployee of the leasing organization
as opposed to the recipient organi-
zation. They stated that they cur-
rently have a number of cases in-
volving leasing organizations and
whether those organizations can
sponsor plans that cover the leased
employees. Their preference is to
have testing for coverage done at the
recipient company level. On all of
the worker classification issues, we
urged the IRS to engage in more
educational outreach to achieve vol-
untary compliance rather than em-
barking on enforcement through
plan examinations.

The principal focus

The IRS' proposed requ- Of our Treasury meet-

lations seem to require the -
recipient plan to have

cation, such as a favorable

ing was on whether
some ewulence of qualifi- 401 ( k)

testing deci-

determination letter or alet- SIONS should be in-

ter from the distributing
plan. We suggested that this

cluded in the plan

requirement imposes an document.

unreasonable burden on

the recipient plan. We noted thatTreasury Meeting

the current rules are a trap for the

At the Treasury meeting, we met

unwary and impose a barrier towith Mark Iwry, Benefits Tax Coun-
rollovers because of the requiresel, and members of his staff. The
ments they impose on the recipienfollowing is a summary of the dis-
plan. The IRS officials said it was cussion:

unlikely that the IRS would ry 10 1 The principal focus of the meet-

“trace” funds from a plan which is
disqualified to see if they were
rolled over to another plan.

The IRS officials said they were
addressing certain aspects of the
“worker classification” issue,
principally those related to leased
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ing was on whether 401(k) testing
decisions should be included in the
plan document. The Treasury po-
sition is that normally, when a tax-

payer has to make an election on
something, they have to file a form
with the IRS. Thus, by “merely”



requiring that testing decisions
be included in the plan docu-
ment, they felt that they were
providing a break to taxpayers
and that, from their perspective,
this was a fallback position. We
urged them to view the issue the
other way around, and indicated
that inclusion of a checkbox on
the Form 5500 would be prefer-
able, so long as failure to check
the correct box did not itself be-
come a basis for plan disqualifi-
cation. We also pointed out that
most plan sponsors will chose test-
ing methodologies and make
other elective choices and stay
with them unless they have a large
change in demographics. GAC
submitted written comments on
this issue. We anticipate that this
will be an on-going dialogue over
the next months.

. We also discussed the IRS no-
tice on safe harbor plans, Notice
98-52. We indicated that our
members generally liked the
guidance but that the notice re-
quirement was overly burden-

Conclusion

issues involved and had a num-<ently, to the work of ASPAs ex-
ber of concerns, including how ecutive director, Brian Graff, Esq.
to determine whether there hasNe are pleased that these agencies
actually been a fiduciary breach(as well as the DOL and PBGC)
so that the payment to the plan isare prepared to provide ASPA with
truly being made to restore lostan opportunity to explain the
benefits resulting from such apractical issues involved in the op-
breach. We urged that they coneration and administration of
sider adopting safe harbors.d, plans and to air our views on com-
a breach will be presumed if thepliance issues. Based on some of
participants have filed a lawsuit, the guidance the IRS has released
if there has been a written claimand on the tenor of our semi-an-
of a fiduciary breach by or on nual meetings, we believe that
behalf of the participants, or if the they are listening to our concerns
DOL has demanded correctionand are trying to address highly
of a fiduciary breach). We alsotechnical problems with practical
suggested that outside of the safenderstanding.

harbors, the IRS leave it to the
plan sponsor to determine

whether the loss falls within the C. Frederick Reish, Esq., APM, is
parameters of the ruling. a founder of and partner with the

Los Angeles law firm Reish &
Luftman. He is a former cochair
Over the last few years, the re-of ASPA’s Government Affairs

lationships with the IRS and Trea-Committee. Bruce L. Ashton, APM,
sury Department have improveda partner with Reish & Luftman, is
substantially. This is due in partcochair of the Government Affairs
to the efforts of the GovernmentCommittee, and serves on ASPA'’s
Affairs Committee and, more re-Board of Directors.

some and not required by the

legislation. GAC also submitted D€pPartment of Labor

written comments on Notice 98- by R. Bradford Huss, APM

52. We urged that the notice
requirement be simplified and

Representatives of ASPA’'s marketplace practices so as not to

said that notice should not beGovernment Affairs Committee be burdensome on plan adminis-
required at all where the em-met with senior personnel from thetration. ASPA specifically recom-
ployer is using the employer Pension and Welfare Benefits Ad-mended that a certification from
contribution, rather than the ministration of the Department of one regulated financial institution
match, to satisfy the safe harborLabor on March 16, 1999. Brianshould be sufficient where that in-
since that alternative will have Graff, Executive Director of ASPA, stitution holds in a plan account
little impact, if any, on an thanked the DOL for its discussionsshares of other regulated institu-
employee’s deferral election. Wwith ASPA concerning the DOL's tions, such as mutual funds. ASPA
_Finally, we discussed the GAcsma“ plan asset reporting projectoffered to consult with the DOL on
request thathe IRS issue a rev- and for Secretary Herman's letterthe framework of the proposal be-
enue ruling dealing with “resto- indicating that the DOL would not fore publication.

ration” payments. These pay-Proceed with its proposal for re- The DOL told the GAC repre-
ments are made when there haguiring institutional trustees for sentatives it had presented a brief-
been a fiduciary breach, and thesMall plans. ASPA expressed itgng to Congress on a new proposal
fiduciary wishes to restore lost GONcern that any potential requireo_limit the availability under
benefits to the plan participants.ments for the certification or other ERISA of limited scope audits.
The Treasury officials indicated Verification of plan assets be pracDOLS prior proposal was to elimi-
that they had been looking at thefical in terms of costs and actuainate limited scope audits alto-
13
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gether. The new proposal is to al-ASPA pointed out that the exten-the 1998 Form 5500. The DOL in-
low limited scope audits only for sion of the remedial amendmentdicated that it believes its Y2K
plans that have 95% onore of their period by the IRS will facilitate the awareness program has been suc-
investments in assets with readilyDOL's ability to accommodate simi- cessful and that most plan fiducia-
ascertainable fair market value, suchar deadlines and that any new andies are working on achieving
as publicly-traded securities. ASPAmore restrictive claims proceduressystems compliance.

suggested that the DOL establish delt necessary for health plans should
definition for qualifying assets that not be extended to retirement plans.

would include insurance company and  The issue of the possible con-R. Bradford Huss, APM, is a partner
other appropriate products. A key newflict of negative 401(k) elections in the San Francisco, California law
component of the proposa| is to in-with state wage laws was dis-firm of Trucker Huss which Special—
clude a “SAS 70” style report require-cussed. ASPA requested that thézes in ERISA and employee benefits.
ment for those regulated financialDOL provide guidance as toMr. Huss concentrates his practice
institutions that are eligible to certify whether ERISA preempts the ap-on qualified pension and profit shar-
plan assets under the current rulegdlication of these laws to negativeing plans, ERISA litigation, and IRS
The report would include an audit of€lections. and DOL audits of employee benefit
the institution’s internal controls. ~ The DOL is wrapping up the en-plans. He serves on ASPA’s Board
ASPA expressed particular concerrforcement component of its 401(k)of Directors, is a past president of the
with the portion of the proposal thatfée project, with several investiga-san Francisco Chapter of the West-
would require unaffiliated entities pro- tions still to be completed, and op-em Pension & Benefits Conference,
viding necessary recordkeeping, suchions as to additional regulatory ang is a member of the American Bar
as third party administrators, to alsoféquirements still being considered association, the Bar Association of
provide a “SAS 70" style report. ASPA ~ DOL plans to issue a notice for g5 Francisco, and the International
also emphasized that an adequate traR®MMent very soon, that concems:qnqation of Employee Benefit
sition period for any new requirementScannable Forms 5500. A Y2Kp,o

would be necessary. Other aspects GH€rt has been put on the face of

the DOLSs legislative proposal are the

pame as last year, nduding penaliePension Benefit Guaranty Corporation
or failing to report plan asset irregu- _
by Kurt F. Piper, MSPA

larities.

ASPA's long-standing proposal Representatives of ASPA’s
that the DOL establish a program forGovernment Affairs Committee
voluntary fiduciary corrections was met on March 15, 1999 with rep-
discussed. The DOL indicated that itresentatives of the Pension Benefit
was aiming to shortly issue a VFC pi-Guaranty Corporation. This was
lot project that would probably run for our semi-annual conference to dis-
one year, and it has been coordinatinguss a range of issues of impor-
with the IRS on prohibited transactiontance to ASPA members. Items,

aspects of the VFC program. ASPAdiscussed included:

a key employee was less than
2%. ASPA invited consideration

of whether this could result in

any possible abuse. Of note is
that the PBGC, like the Admin-

istration, does not favor the re-
peal of top-heavy.

The second item of discussion
was additional premium rates.

offered to supplement its previous de-
tailed recommendations for the struc-
ture of the VFC program.

The Department has completed
hearings on the recent proposed
changes in claims processing and
SPD procedures. ASPA recom-
mended that the deadline for any
new DOL requirements in these ar-
eas be coordinated with SPD changes
for the GUSTO required plan amend-
ments so as to avoid multiple SPD
changes in a short period of time.
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The first item of discussion was
the recent legislative proposals
to ease some of the burdens of
compliance with the top-heavy
rules. The PBGC was most sym-
pathetic to the problems of fro-
zen plans being required to pro-
vide top-heavy minimum accru-
als when the key employees are
not receiving accruals. Also dis-
cussed was the possibility of re-
quiring a lower accrual than 2%
when the highest accrual rate for
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ASPA suggested two possible
changes: the return of the flat
rate (instead of calculating the
variable premium) for additional
premiums for very small em-
ployers (to save on administra-
tive fees); or risk-related addi-
tional premiums, which take
into account the fact that the
benefits for substantial owners
are less insured, and allow ma-
jority owners to waive out of
PBGC coverage and, thus, ad-



ditional premiums on their part of
the Plan. The PBGC continues tq,
be concerned about creating un-
reasom@ble distinctions between
large and small plans. The
PBGC is thinking of increasing
the coverage for substantial own-
ers so that full coverage will oc-
cur in, perhaps, 10 years instead
of 30. ASPA would prefer less
coverage and lower premiums.

In addition, the PBGC has re-
quested input on simplifying the
Alternative Calculation Method so
that it doesn’t require an actuary to
run the calculation. ASPA's Regu-
lations/PBGC Committee will ex-
plore the possibilities and comment
after tax season.

As part of the additional pre-
mium discussion, it was noted that
the PBGC'’s current liability inter-
est rate will change from 85% of
the 30-year Treasury rate to 100%
in the year 2000 when the Secre-
tary of the Treasury changes the
mortality table.

* The third item of discussion was
the need to preserve the pre-
GATT PBGC lump sum interest
rates for the foreseeable future.
There are a number of plans
which will need these rates ei-
ther because plan sponsors and/
or plan participants are comfort-
able with them or else they will
need them to implement their
GATT 415 limit calculations un-
der a fresh-start-without wearaway
basis. (ASPA wrote a comment let-
ter in late December supporting
this extension.) The PBGC is will-
ing to continue to publish thesee
rates. Of minor note is that the
PBGC no longer fits these particu-
lar rates to annuity rates but,
rather, tries to follow a corporate
bond market index.

e The fourth item of discussion
was that ASPA was pleased withe
the lack of member problems

with PBGC audits.

The fifth item of discussion
was the proposed expansion of
the missing participant pro-
gram. As the existing program
continues, there will be a re-

be partly addressed by fixing
the IRC Section 415(b) inter-
est rate at 5% again instead of
using the 30-year Treasury
rate. This would allow a plan
sponsor to more accurately

pants”, namely, pdicipants
who pop out of the woodwork
long after a plan is terminated
and distributed. Unfortunately
there is opposition in the
profit-sharing community to
extending the missing partici-
pant program to defined con-
tribution plans. ASPA sug-
gested that the program could
at least be extended to non-
Title 1V defined benefit pen-
sion plans, as ASPA believes
that this program provides a
valuable service to plans andy .+ £ Piper, MSPA, is owner
to ASPA members. and Chief Actuary of Piper Pen-
The sixth item of discussion sion & Profit Sharing in Los An-
was on proposals to stimulategeles. Piper is a member of the
the expansion of defined ben-American Academy of Actuaries,
efit pension plans. Since onean associate of the Society of
of the reasons for the popular-Actuaries, a Member of ASPA,
ity of 401(k) plans is the de- and an Enrolled Actuary. He is a
gree of control employeesfrequent speaker and currently
have over the contributions, serves as chair of GAC’s Regula-
ASPA suggested a type of de-tions Committee.

fined benefit pension plan with

Conclusion

The meeting with the PBGC was
very constructive. The PBGC is
anxious to promote the growth of
defined benefit pension plans by
changing the law to create incen-
tives and remove obstacles. |If
the politics of last year can be
avoided, the momentum of both
‘Congress and the Administration
is to enact into law some positive
pension legislation this year.

a fixed benefit, plus the abil- | .z AR
ity of a participant to buy ad- |A =) i, £ e

ditional accruals on a pre-tax
basis. If there was some sort
of non-discrimination test on
these extra accruals, then em
ployers would have an incen-
tive to sell defined benefit pen-
sion plans to their employees.

Also discussed was the ability to)
buy defined benefit annuities with
401(k) money. Among the issues
involved are the choice of con-
version rates, PBGC guaranteeq, If you begin receiving theASAPvia

the need for adequate records, ange-mail, you will no longer receive
gaming issues. it via facsimile. There will be no

Another issue discussed was change in the cost of tRe&SPA ASAP

that of volatility, which could
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C 5 shorten if it feels prudent. Failure
ONTINUED FROM PAGE to pay within the set limits is

treated as #otal withdrawal of the

Technologica"y |mproved outstanding loan amount and is
. . . seriously penalized with taxes and
Plan Administration penalties.

In a world in which the average
401(k) and 403(b) participant
already possesses many credit

you pay on this loan is immaterial, borrowers (401(k) and 403(b) plan
for it is entirely credited back to your participants), for limited amounts
account except for a small fixedand for a limited time, to access )
spread or fee needed to cover th#éheir own account in an immediateCarOIS and is reasonably sma_rt,
transaction costs. However, this doegand painless way through a banl«peome can be_counted upon W'_th
not mean that the cost of the loan isard and/or writing a check againslgracncal certainty to repay _thelr

) o ebt to themselves and avoid the
simply the fee. One must add to ittheir account. disastrous consequences of 401(K)
the income lost because of the money The newly-enhanced system . )

. . card default by either cutting
you draw out of the account (i.e., theenabling bank card access tospending or borrowing from some
self-lending rate an, though from retirement plan loans is Very Siher source. The likelihood of
a different account). The two self-beneficial to the employers Whodefault on thé 401(k) and 403(b)
lending rates may be deemed to b&ould be interested in offering theirCard is negligible.
similar, since they belong to the401(k) and 403(b) participants the Another unfounded concern is
same investor, and hence we caprivilege of limited borrowing that once participants are offered a
conclude that the cheapestfrom their accounts. In fact, thebank card they will use that card to
borrowing comes from reducing bank card and check and any othef . .o-o<a the volume of consumer
one's liquid assets. 401(k) and 403(b) participant Ioancredit card debt. That concern is

When you do really need towill be administered by a . founded since it is known that,
borrow to satisfy temporary cashprofessional third party and thereby,, he average, consumers have
needs, of the remaining sourcesthe cost will be reduced and will {5, or five credit cards in hand and
only two may be cheaper - equitybe paid by the user of the credit.5.¢ continuously solicited to take
loans, and possibly borrowing Thus, plan sponsors would be ablgnqe. They can already borrow
from unused security marginto offer a borrowing facility at little ,ore than they are currently
accounts, but these are sourcesr no cost to themselves, thereby,grrowing, a fact that we know
available only to richer and olderincreasing the availability of tom the observatiothat lines of
people. For the younger and poorert01(k) and 403(b) borrowing to credit are a multiple of the
the opportunity of borrowing from participants. This is especially trueayerage credit balance out-
a retirement account is clearly a veryof smaller firms who typically standing. There is no reason or
valuable one. employ lower-paid employees. evidence why access to one more

In the past, the option of 401(k)  The borrowing privilege (from card should increase the overall
and 403(b) borrowing has beend01(k) and 403(b) plans), in borrowing of a consumer. What
limited because the procedure tgarticular using bank cards, hasjoes happen if the latest bank card
secure a loan was typicallycome under some criticism on thepffers more favorable credit
bureaucratic, and time consumingyery superficial and unfoundedconditions, is that the consumer
discouraging the use and limiting theargument that borrowing from your may use it to consolidate debt.
benefit of utilizing it. It was also retirement account threatens toThis development could very well
costly for the employers, so thatreduce the resources that will be iroccur with the 401(k) and 403(b)
many, especially among the smalthat account at time of retirement. card, but the borrowingvill be
firms, have ended up not offering or It is superficial and unfounded offset by a reduction of other
severely limiting the loan option. for many reasons. The first is thatdebt, as occurs in any debt

But very recently, utilizing it ignores the fact that loans haveconsolidation.
innovative ideas and modernto be paid back within a Instead, one result that may be
data processing technology, aimmaximum of five years as expected with great confidence is
importantnew development has prescribed by the DOL and IRS,an increase in the inflow into and
occurred that would permit theand which any plan sponsor carthe balances of 401(k) and 403(b)
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accounts. People, especially those quidity in attracting investments averages:
with a lower income, will be much  can be very powerful indeed. Without a loan feature ..... 2.93%
more inclined to add to their. prom the United States General \ith a loan feature .......... 3.83%

401(k) and 403(b) balances if they
know these funds have not been
locked away until retirement and
are illiquid; but instead they are
readily and easily borrowable
when the need arises.

Here is the research which
supports the contention that
retirement plan loan availability
enhances retirement savings:

» The Response Center in Phila-
delphia conducted a survey of

1997: Plans that allow borrow- L
. . When workers perceive in-
ing have a somewhat higher pro-

. L creased ease of eess to their
portion of employees participat- ST
: account balances, their willingness
ing than other plans, all other

factors being equal. In addition.to participate will increase. The
to employer matching, allowing

innovation enhances this per-
0 ..~ ception without compromising the

borrowing increases participa-

tion among eligible employees,

availability of savings for retirement
especially lower-income em-

needs.
ployees. (In other words, plans

The benefits of a bank card
that allow borrowing have dra- loan provision in a 401(k) or 403(b)

640 employees having access to
401(k) plans (491 plan partici-
pants and 149 nonparticipants).
22% of the participants said that
if this feature (401(k) cards and
checks) were available, they
would increase their contribu-
tion rates. This percentage rose
to almost 30% among partici-
pants earning less than $35,000
per year and dropped to 15% for
those earning over $50,000.
More importantly, among
non-participants (i.e., those

not contributing to their increased ease of access
their account balances,
their willingness to par-

401(k) plan) 22% said that
they would be "very likely" tO
to begin participating if this
borrowing feature were

matically reduced refusal rates.

plan may now be summarized:

These rates show the percentagé reduces the administrative bur-

of employees refusing to partici-
pate. By actual statistics, plans
that allow borrowing have re-
fusal rates about 20% lower than
plans that do not!) Allowing pen-
sion plan borrowing also signifi-
cantly affects how much employ- «
ees contribute. Participants in
plans that allow borrowing con-

When workers perceive

available, and an additionarticipate will increase.

28% said they would be
"somewhat likely" to begin
participating. Thus, this innova-
tive borrowing feature could mo-
tivate a significant 50% of em-
ployees not yet participating to
start contributing to their 401(k) °
plan for their retirement. These
responses are just what a national
observer would expect. It is in-
teresting to note that when
Merrill Lynch added bank card
access to their brokerage ac-
counts, it revolutionized the in-
dustry and caused huge
amounts of funds to move into
these accounts. The impact of li-

tribute, on average, 35% more to
their pension accounts than par-
ticipants in plans that do not al-,
low borrowing.

The Profit Sharing Council of

America, a respected industry
association, maintains statistics
on average contribution rates to
401(k) plans. Plans that provide
no matching employer contribu-
tions offer the cleanest compari-
son available. One recent com-
pilation looked at averages among
non-highly compensated employ-

den and related expense of loan
processing. (For example, the
issuing bank could provide

sign-up, payment processing,
delinquency monitoring, and

customer service.)

lets the plan sponsor deal more
fairly, effectively, and efficiently
with terminated employees who
have outstanding loan bal-
ances in their 403(b) or 401(k)
plan. With the card, the em-
ployee can continue paying the
issuing bank after termination
and thus keep all of the accu-
mulated pension funds within
the retirement system. There
would be no mandatory tax
(and possible penalty) which
typically occurs when termi-
nation of employment occurs with
a loan outstanding.

does credit-bureau reporting on
all credit lines, outstanding
credit balances, and default oc-
currences associated with the ac-
count. This serves to keep the
plan loan within the context of
the participant's overall financial
evaluation and credit history.
This can be an advantage to the
participant because it provides a
safeguard against future inadvert-
ent overuse of credit. A traditional

ees inthese plans. These were the 403(b) or 401(k) plan loan typi-
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cally does not provide for credit-
bureau reporting.

encourages increased employee
participation and contributions
to 403(b) or 401(k) plans. Itis
particularly helpful to younger b.
and lower-paid employees, who
tend to have a harder time man-
aging their borrowing and sav-
ings because they do not put
aside enough money for emer-
gencies. Also, these employees
are less likely to own a home
and thus do not enjoy the ad-
vantages of deducting interest
on a home-equity line of credit.

gives plan participants more
flexibility than a traditional plan
loan. By permitting access to
and termination of a line of

credit, the bank card helps indi-2dvantages of bank card f
tion is reduced "leakage".

viduals to get the money they

need for emergencies when they*9€ . SO
g )gonsiderable attention amongcannot find a device like bank

need it, not at the end of a frus-

card issuer will automatically flip are still outstanding at employment
any excess borrowing to a regulatermination involve major leakage.
consumer loan, thereby restrictingAlmost without exception, these
the participant loan to the exactloans close out when termination
limit in the law. occurs. When this happens, the

The finance charge applicable tgoest possible outcome is a smaller
these "flipped" consumer loansrollover. Leakage has occurred.
may be less than the finance Contrast this with what
charge applicable to a regularhappens  with  bank card
consumer loan (which is not facilitation. Here, the soon-to-be-
linked to participant loan bor- former employer has noeason
rowing via the card). This is true to force close out. The sponsor
because the card issuer magan encourage the terminating
have evaluated the risk associemployee to continuewith
ated with lending to the kind of orderly loan repayments. The
individual involved in retirement worker's retirement money stays
plan borrowing, concluding that where it belongs: in the system
such lending will involve a re- and available to provide retirement
duced risk. income. Leakage is avoided.
But one of the most important L€t no one underestimate the
acilita-Problem of loan leakage upon
Leak-€mployment termination. Some

is Currently receiving observers Speculate that if we

trating bureaucratic procedure PClICY planners in Washington. card facilitation to solve the
’ ' ireproblem, wemay need legislation.
and to repay as soon as the neeIdeakage is the departure of retirefro " _ or
has term?na){ted ment funds from the system beforeThis legislation would prohibit
' _ _ retirement. Participants whosponsors from forcing loan
There are other considerationg;pange jobs and take lump sumgepayment upon employment

which make it clear that bank cardyesent leakage risks. Participantéermination.
facilitation of participant loans is a yho receive hardship distributions
"plus™ present leakage risks.
a. Exposure to unwanted taxation Participant loans that are re-
and possible penalties as a repaid during employment involve
sult of inadvertent distribution no leakage. However, under cur-
of loans in excess of the limit in rent practices, participant loans that
the law will be avoided. The

Here are seven highlighted differences between
conventional participant loans and bank card participant loans:

Conventional ELAC *

Bureaucratic paper shuffling pelEach participant obtains a card by
meates the conventional arrangeeompleting paperwork only once.
ment. Each loan requires a separat€his generates both the application
loan application, a separate indi-and the note. Then, a participant ini-
vidually-signed note, and a non-tiates each loan, without sponsor in-
routine accounting transaction.tervention, using the ELAC card.
Even loans by phone and InterneModern technology provides auto-
may take 2-4 days to process. matic processing of each transaction.

Old vs. Modern Technology

*Electronic Loan
Administration Card
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Conventional ELAC *

Over-Borrowing Since loans are difficult, participantdarticipants borrow what they need
facing a need will borrow to meet thewhen they need it, reducing average
entire need at its outset. outstanding 401(k) loans.

Expense to Sponsor Plan sponsors incur substantial exAfter initial card issuance,

penses to administer the programall administration expenses flow

Fees account for part. Internal stafthrough the outside loan adminis-

resources account for much more. trator. This introduces total
outsourcing. The sponsor will pass
this administrator's entire charge on
to participants.

Loss of Retirement Savings Upon Employment termination inevitably Loan repayments continue beyond
Termination closes out the loan, causing retireemployment termination - at no ad-
ment assets to leave the system - uswmainistrative cost to the former em-

ally forever - to pay off the loan.  ployer. Retirement savings remain

intact to provide retirement income.

Privacy Participants must expose their perAfter obtaining the card, a participant
sonal finances to clerks and superviinitiates each loan in total privacy.
sors with each borrowing.

An End To Negative Arbitrage Because loans are difficult and in-With technologically innovative ad-
vade privacy, participants carry sub-ministration, participants borrow
stantial credit card debt, paying upfrom themselves instead of the banks.
to 18% at the same time they invesThe spread between what they earn
in conservative 401(k) options earn-and what they pay is reduced to sen-
ing prime rates or less. sible proportions.

Advantages To Women, Younger The lowest 401(k) participation ratesWorking women, younger employ-

Employees, Lower Paids involve working women, younger ees, and the lower paid will greatly
employees, and the lower paid.value reasonable access through
These groups cannot risk tying up reELACs. If they want ELACS, they
sources in an illiquid form. This se-must join a 401(k) or 403(b) plan.
riously undermines 401(k) as a usefuRESULT: improved participation in
tool to encourage retirement savingsthis critically important area.

Franco Modigliani is an economist known throughout the world for his
work in macroeconomics and finance. He is the only Nobel Laureate ever
to have won a prize for work in the field of retirement saving. Mr.
Modigliani is a co-holder of a patent regarding card facilitation of plan
participant loans. His participation in developing the proposed arrange-
*Electronic Loan ment reflects his belief in its socially beneficial effects. Mr. Modigliani is
Administration Card Institute Professor Emeritus of the Massachusetts Institute of Technology.

MAY-JUNE 1999 = THE PENSION ACTUARY = 19



CONTINUED FROM PAGE b than he would have been if he
o v o hadn’t borrowed in the first place!

Wouldn't the better choice to have

The "Magic Box” Solution been simply not to have borrowed
“ ” in the first place?
ToThe “Loan Problem Mr. Modigliani also suggests

- - _ _ that an unfounded concern is that
that loan provisions within a retire- ment that borrowing from your re- gnce participants are offered a

ment plan are going to be bestirement account threatens 1o répank card that they will use that
suited to the younger and pooremuce the resources that will be inc3¢q to increase the volume of con-
people, since older and richerthat account at time of retirement.symer credit card debt. He sug-
people will do better (economi- It is funny how those of us who gests that is unfounded because it
cally) by borrowing using either an operate in the real world with realig known that, on the average, con-
equity line or drawing on accumu-clients and employee participantss;mers already have 4-5 credit
lated assets (that is, the “no loan’have no doubt that borrowing has;ards and are continuously solic-
loan). He also clearly shows howsuch an affect; but then, surveysied to take more. Since they al-
borrowing from the plan would be and studies are always so mUC*Peady can borrow themselves into
expected to be cheaper than bormore persuasive than real worlddeep trouble with all the cards they
rowing by the use of a regular bankexperience, aren’t they? As ON&jjready have, why should adding
credit card (say, at an 18% annuahrgument for why his position is gne more card increase their out-
rate). He then goes on to suggestorrect, he says that the argumenianding debt? Rather, he argues,
that utilizing a professional third against borrowing ignores the faCtthey are more likely to transfer their
party to administer these 401(k)that loans have to be paid backjept to the card that costs less, thus
credit card loans will reduce thewithin a maximum of five years consolidating their debt and reduc-
cost to the employer (since the borunder DOL and IRS rules. Thoughing their costs for carrying that debt.
rower will pay the cost of adminis- here | do agree with his interpreta-That all sounds wonderful, doesn't
tration via the fees charged by thetion of the law, | disagree with his > But | believe that participants
credit card company). | do notapplication of this to the real world. gpsojutelydon’t think of plan loans
doubt the above statement, butHe argues that since the averagggreal loans. “It's only money that
when he says thattfis is espe- 401(k) participant already has| gwe to myself’is a common re-
cially true of smaller firms who many credit cards and is reasonfrain from participants who want
typically employ lower paid em- ably smart (Are these the samgg know why theyhaveto make
ployees”, | wonder how many smartemployees who invest all {gjr payments. Participants don't
small businesses of 100 or fewettheir funds in money market ac-nderstand that this is a real loan -
employees he really believes willcounts, or are these tlo¢her smart just like if they borrowed from the
be targeted for this product by theemployees?), that they can b&gank. In the real world that we in-
banks that will be marketing it. counted on‘with practical cer- papit day in and day out, trying to
Somehow | think Mr. Modigliani’s tainty to repay their debts to them-iaach participants fundamental eco-
definition of small employer will selves and avoid the disastrous,omics is like trying to teach pigs
be limited only to the largest of ourconsequences of 401(k) card deg fly. It won't work, and it's an-
clients. Perhaps in the 1,000 emfault by either cutting spending O noying to the pig! If employees
ployee and larger “small business”,borrowing from some other gre 50 smart, how come so many
this program will find acceptance source”. Though | certainly sup- of them are still paying 18% to
and marketability. | find it diffi- port the reduction of spendingcredit card companies when they
cult to believe that it will be any- when someone can't afford t0 gocan with a little effort, find cards
thing but an interesting talking into debt (and maybe “going into that allow them to substantially re-
point for the vast majority of our debt” shouldn’t be made so easyy,ce their cost of credit. Two an-
clients - never to be implemented for those folks), | find it mystify- gwers: First, employees are not all

So, let’s discuss the issue ofing how he seems to suggest thag, 4t knowledgable when it comes
whether loans are a good thingborrowing from some other sourceq fyndamental economics or fi-
Mr. Modigliani believes that it is a to pay off your 401(k) loan puts nance, and second, there is tremen-
superficial and unfoundedrgu- the participant in a better situationgygys inertia.
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As to the survey results that Mr.funds and increasing the contribu-a participant can pull out the money
Modigliani cites, | just don’t believe tions made by employees. Wherhe needs when he has a hardship, but
them. It's not that the surveys them-an employeaeedshis money, he he isnotforced by law to pay that back
selves are slanted (and they mightloes not want to have to borrow itwithin five years when maybe he will
be, even inadvertently), but ratherand then have to pay it back; he wantaot be able to afford such a repay-
that you cannot believe what em-it no strings attached Of course, ment schedule. His early distribution
ployees say they will do when pre-there are the tax consequences, bpenalty will be offset by the interest
sented with a hypothetical choice.employees just do not care about thatharge he won't be paying; and if he
Again, most employees are not parissue when they need the monegan afford to start re-contributing to
ticularly savvy when it comes to fi- (and, of course, the hardship distrithe plan, he can do so on his own time
nancial decisions. Basically, thebution can be grossed up to take cargame and by setting his own
survey from The Response Centeof the taxes and penalties incurredJamounts. Does the hardship with-
says what one would expect. To the Why do we hear so much aboutdrawal risk the ultimate accumulation
guestion that | readWould you put loans and so little about hardshigfor retirement? Of course it does. You
more money away in your plan if youwithdrawals? If we were really in- cannot spend the same dollar twice.
could treat it like a Christmas Club?” terested in meeting employee needgfut, it seems to me that this is the far
employees said they would be moreve would have all kinds of studiesmore appropriate choice of design
inclined to put money away. Well, comparing loans with hardships andeatures to give the employee what he
as my 14 year old daughter wouldasking employees which they preteally needs, to allow for increased
say, “duuuhh”! fer and which will produce higher contributions to the plan (because of

What is it that employees fear, forelective contributions. | suggest thathe liquidity factor now in play), and
which a plan loan possibility is a so-the reason we do not see such studer simplifying out of existence the
lution? It is, quite simply, the inabil- ies is that it is not in the interest ofwhole process of individual partici-
ity to get money when you need it.most organizations that pay for suclpant loans. Who loses? Seems to me
For that reason, and here | agree witktudies, which usually seem to bt will be Mr. Modigliani’s credit card
Mr. Modigliani, employees will be connected to investments. Offeringcompanies.
more inclined to put money awayloans that require payback to the At least, that's my opinion!
when they see that there is liquidityplan definitely is in the best inter-
attached to it, that they can get theests of the organizations that sell in-
money if they really need it. Now, is vestments. They (only) temporarilyLawrence C. Starr, CPC, EA, CEBS, is
this an argument for loan provisions7ose the funds, with a strong prom-President of Qualified Plan Consult-
I'd suggest that this is really an argudise that they will be paid back overants, Inc. (QPC), a West Springfield,
ment for hardship withdrawal provi- five years. And if that is the only Massachusetts firm providing pension
sions! way they can sell the plan in the firs@nd profit sharing plan consulting,

If you ask employees the sameplace, then it is a good tradeoff foradministration, and actuarial service
questions that Mr. Modigliani cites them. However, if the employee©n a fee-for-service basis. Starr is also
in his article, but offer a choice of really needs the money, a hardshigt Partner and operator (Sysop) of a
the loan provision (where the par-withdrawal has no requirement thaiationwide electronic pension bulletin
ticipant mustpay back the money) the money be paid back and ndoard system called The Pension In-
contrasted with an option of a hard-credit card company charging in-formation eXchange (PIX). A holder
ship withdrawalwithout any require- terest and no insurance company d¢¢f @ graduate degree in Economics
ment to have to pay back the moneymutual firm counting on cash flow and Finance, Mr. Starr has served as
| would venture to say that the loanin the form of loan payments. ~ ASPA’s Vice President, and on the
provision would fall off the scale of  If participants take a hardshipPoard of directors, and Education and
desirability and the hardship provi-withdrawal, even if it is a safe har-Examination Committee. Mr. Starr is
sion would rule the day. Though Ibor hardship withdrawal, they cancurrently Communications Chair of
am no more personally in favor ofgo back to contributing deductiblethe Government Affairs Committee and
having hardship withdrawal provi- dollars to the plan either immedi-Serves on ASPA’s Communications and
sions in plans than loan provisionsately or in a year. If anything, we Technology Committee. He is also a
(because it does ultimately reduceshould lobby to remove the one-frequent lecturer and speaker and has
the retirement awmulation), it is my year prohibition on contributions on Participated in many seminars across
preferred method of giving access tdhe safe harbor withdrawals. Thenthe country.
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C 7 one year of service. However, it
ONTINUED FROM PAGE would still fulfill its primary mission

of recruiting the desired new em-
The Qualified Sign-On Bonus ployee. |
This type of design would prob-
minated) employees more moneymember however, a QNEC requires2bly not work for a similarly situ-
Alternatively, the targeted QNEC full vesting. ated HCE. This is because the rules
could be allocated to a defined The sign-on bonus does notregarding both coverage and non-
high paid NHCE. While this is need to be a QNEC. For examplediscrimination prohibit a benefiting
certainly more costly than a tar-a newly hired, but not yet highly classification that discriminates in fa-
geted QNEC to the lower end ofcompensated employee, could b&or of HCEs. The allocation would
the NHCE workforce, it may be offered a qualified sign-on bonus,not pass the nondiscriminatory clas-
dollars that are easier for the em{i.e., a special contribution madesification portion of the average ben-
ployer to rationalize, or money only to a select NHCE) of any €fits test. It would also undoubtedly
that can be worked into a sign-amount not to exceed his appli-be cqn&dered a d|scr|m|natc_)ry right,
on bonus. cable maximum annual additionbenefit or feature, so even if the al-
To see how this mlght work, (25% of Compensation or $3o,ooo)_locaﬁon could be ab_sorbed into the
let's return to our above example.Assuming that he is not yet eligible@pplicable mathematical test resullts,
The first step is to correct the fai|edf0r the other contributions offered It would be Cl_e_arly dlscrlmlnatory on
ADP test. Our options are refundsunder the plan, this could be a nicéts_ face. In add_ltlon, the_amendment cre-
to the HCEs or increase the ADP ofax-deferred addition to the ating the special allocation may not pass
the NHCEs. The ADP of the individual's compensation packagethe IRC 401(a)(4) requirement that a
NHCEs must be increased to at leastnd is @ good way to distinguish arPlan not be amended in a manner or at
6.12% or by 54%. This could beemp|oyment package from the@a time that would be discriminatory.

done several different ways. competition’s offer. It may also be

1. Each of the NHCEs could bea great way to enhance a plan’s non-

g . Amy Cavanaugh is an employee
. discrimination test results, be it the

given a QNEC equal to .54%.

This would cost .54% times the

ADP and or ACP test the averagepenefits consultant with the actu-
, benefits test or the general test fof'/2/ and consulting firm of

total NHCE compensation of

$245,000 or $1,323.

nondiscrimination. In some cases'\/“”'m""n & Robertson in Albany,
2. Alternatively, the lowest paid to be used to help the testing, for°XPerence in matters of plan de-

the sign-on bonus may not be ablg\Iew York.  She has over 18 years
sign, compliance, and administra-

NHCE could be given a targetedexample, if it is necessary to disag-’
QNEC of .54% times 5 or 2.7%. gregate employees with less thari ©"
This works out to be $270.

3. The third alternative would be to MarkYour CaLeNDAR NowAND PLAN TOATTEND
target the highest paid NHCE
The targeted QNEC would be ERISA - The First 25 Years and Into the New Millennium
equal to 2.7% of his $160,000, Sunday, October 24 to Wednesday, October 27, 1999
which is $4,320. :
) ] ) Grand Hyatt Washington
While option three is more ex- $180/single  $195/double
pensive, the hlghly pgld |nd|V|_du§I (202) 582-1234
(but not yet HCE) is likely an indi- :
vidual that the employer would be New this year!
more willing to compensate than theg * More IRS Q&A » Conference Materials in a Binder and
lower paid NHCE, especially if the |+ Dedicated Time for the March on onaCD-ROM
lower paid NHCE is no longer even|  the Hill + Extended Tuesday Reception
employed by the employer. The|* Informative Seminars, New Speak-
larger the bonus, the more signifi-|  €rs: New Topics

cant its effect on the test results. Re-Watch your mailbox for more information or check out our website.aspa.org
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You're Invited! Dont Miss ASPAS | Aspa's March on

Premier Summer Event the Hill Rides
in Style!

Summer Conference - July 11-14, 1999

Join other ASPA mem-

You are invited to attend the first The program has been designed| to bers as they march on
ASPA Summer Conference, July 11-earn 20 JBEA credit hours for ep- Capitol Hill to discuss
14, 1999 at the Fairmont Hotel (ho-rolled actuaries. the latest pension
tel cut-off date is June 11) in proposals with their
San Francisco, California. The Senators and Repre-
theme of the Summer Confer .
ence is “Education for the Mil- sentatives as part of
lennium” and, like all ASPA's the annual conference
conferences, promises to pro- in October! More
vide you with the skills and
knowledge to prepare you for £ -
next year and beyond. e

The ASPA Summer Con-
ference combines the forme
East and West Coast Regional In addition to outstanding edy-
Seminars into one event with acational opportunities, a ful
west coast location. It featurescomplement of vendors will di
workshops on defined benefit planplay the latest tools, products, apd
administration from A to Z, cross- services that make your job easjer
tested p!a_ns, daily-valued plgns,and more ma_nageabl_e. ASPA Exam Results
nonqualified plans, marketing For more information, contalj'fA Posted Online
techniques, legislative updatesPiper J. Deuschl, CMP, at AS
documents and restatements, merg703) 516-9300, or visit the ASPA
ers and acquisitions plus muchwebsite atwww.aspa.org
more. Attendees will earn 20 ASPA  Register early....this conferenge
continuing education credit hours.is expected to sell out quickly!

details to come later!

Exam results for the
December 1998 C-1, C-
2(DB), C-2(DC), C-3, C-4,
and A-4 exams are now

Registration Fees: posted alphabetically by
Early Bird Late On-Site name atwww.aspa.org/
(by 6/11) (after 6/11)  (after 7/5) aspaedu.htm

Member $550 $690 $ 860 A list of candidates who

Non-member $690 $860 $1075 earned the Pension

Additional Registrant*$500 n/a n/a Administrators Certificate

effective August 31, 1998
is also available at the site.

* To qualify for the additional registrant fee: Additional registrants mugt
be from the same location of the same firm and all registration forfn§ & = & & - & + « =

e — - A

must be submitted together with payment by the early registration deagl- == = S s s pu s .

. S e |l oo e
Ilne. E "'i oo’ | by Srmaries Proirosemabs

Suiciel o P P iy
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WELCOME NEW MEMBERS

Welcome and congratulations to ASPA’s new members
and recent designees. March — April 1999.

MSPA

Andrew D. Eisner
Barry R. Naugle

CPC

Stacie L. Brass
Susan L. Breen-Held
Randy O. Cater
Irene F. Diamond
Stephen L. Dobrow
Heather H. Fenimore
Michael J. Flis
Mary Jo Hartman

Victoria L. Kennedy
Daniel E. LaGrone
Cary Cleveland Lucas
Barbara Y. Phillips
Donna Thomas Sharp
Lisa A. Showalter
Deborah L. Sjostrom
Susan L. VanMeter
Michael E. Wesson
Michelle X. Zhang
Andrew J. Zollman

QPA

Barbara E. Allen
Mary Arcand
Sandra D. Bartash
Avaneesh K. Bhagat
Jeanne L. Blake
Debra L. Blankenship
Carolyn A. Campbell
Phyllis A. Carter
Amy L. Cavanaugh
Jennifer Marie Crickenberger
Michael W. Curran
Kathleen Ann DiMonda
Dale Drees
Paul F. Eisenhardt

Terri L. Ely
Pamela S. Ernsting
Claire M. Eyges
John W. Fox
David Frazer
Cathy J. French
Scott Freund
Michael J. Gardyasz

THE PENSION ACTUARY =

Gene M. Gutschenritter
Elizabeth K. Harrington
Robert A. Hartnett Jr.
Patrick G. Henn
Pamela A. Johnson
Beth A. Koch
Kevin J. Krogstad
Kathleen Laird
Stephen Sean Lewis
Paul W. Litwinczuk
Bonny Mannina
Shannon M. Meyer

Mary T. Miller
Kimberly L. Oros
Barbara Y. Phillips

Marina Rolbin

Michelle Suzy Steffens
Eric D. Swiggum
Tanya J. Uptegraph
Tamara M. Vaughn
Dennis R. Wiley, Jr.
Michelle M. Young
Katie J. Younker

APM

Clarence J. Braun
James T. Comer Il
Kevin J. Konzen
Richard A. Nelson
Robin T. Sproles
Doris P. Watson

Affiliate

Kimberly A. Baker
Thomas E. Barrett
Mary Jo Baumann
Quynhchau Le
Sue MccCall
Jon M. Michelizzi
Stacey Miller
Michael Murray
Lori A. Parker
Charles R. Parks
Jerry L. Slater
Bryan D. Uecker
Shirlee Walker
Ernst A. Wright
Todd Yagoda

MAY-JUNE 1999

Agenda Finalized
for Three Best of
Midstates Workshops

ASPA is teaming up with the In-
ternal Revenue Service’s Midstates
Key District Employee Plans/Exempt
Organizations Division toffer three
workshops that will take six topics
from the Midstates Benefits Confer-
ence and present them in Kansas
City, Missouri, on July 21; Minne-
apolis, Minnesota on July 23; and
Milwaukee, Wisconsin on July 30.

The agenda for the Best of
Midstates workshops has been final-
ized. The information-packed agenda
will be presented by local practitioners
and representatives from the IRS who
will address the following topics:

1. Plan Amendments and Restate-
ments During the Remedial Amend-
ment Period

2.401(k) Plan Design and Compli-
ance -Emphasis on 401(k) Safe
Harbor Plans

3. Fiduciary Responsibilities, Prohib-
ited Transactions, Plan Expenses

4. IRS Voluntary Compliance Pro-
grams

5. Cross-Testing Your Defined Contri-
bution Plans

6. A session with local members of the
IRS

The workshops begin at 8:30 am
and conclude at 4:45 pm. They pro-
vide up to eight hours of ASPA con-
tinuing education credit hours. More
information on CEcredits ispro-
vided in the promotional brochure.

These intermediate level work-
shops are designed for people with two
to five years of plan and benefits ad-
ministration experience, including:
actuaries, consultants, in-house admin-
istrators, lawyers, recordkeepers, and
others. To receive a brochure, please
contact the ASPA Meeting Department
at (703) 516-9300 or check ASPAs
website atvww.aspa.org




CANADIAN INSTITUTE OF ACTUARIES
Symposium on Aging:
Call for Papers

hat will retirement mean in the coming years amépers will form the basis for a con-
what will retirement benefits look like? Carle'énce. scheduled for May 1-2,

000, in Toronto. Authors may be

public policy improve the current retirement picture?  gjigible for continuing education

The Canadian Institute of Ac- ¢
tuaries (CIA) is sponsoring a call
for papers to encourage and ex;
pose new ideas for retirement
benefit public policy debates.
The audience will include actu-*
aries, policy makers, employers,
human resource professionals,

unions, academics, and otherdished. Itis also anticipated that the

interested in retirement policy.

Accordingly, this call for papers
is addressed to all professionals www.a$pa.org
interested and knowledgeable in

retirement issues. It is not re-
stricted to members of the CIA.
Fresh insights into the issues
impacting public policy for re-
tirement and retirement benefits
are being sought. These include
but are not limited to, an explo-
ration of the following questions:

* How is our current understand-
ing of retirement changing,
and will it still be valid in the
future?

* What is the appropriate role of
government, employers, and|
individuals in securing one’s
retirement?

* What is the role of government
guarantees regarding private
programs?

) _ credits from ASPA, the CIA, the
Can work and retirement be in- Academy of Actuaries, and the Con-
tegrated, and if so, how? ference of Consulting Actuaries.
What makes up an adequate re- An abstract and outline of your
tirement benefit? proposal must be submitted by June 1,
At what age should benefits be1999. For more information, contact
provided? the Organizing Committee on Sympo-
sium on Aging at (613) 236-8196 or

Papers accepted will be IOUb_e-mailsymposiumZOOO@actuaries.ca.

Check out the Meetings Webpage to download
information, brochures, and registration forms
for upcoming conferences, including the
401(k) workshops and the new 1999 ASPA

Summer Conference.

Get your copy of e —
The Pension Actuary == - ' -
early... before 1t iS O Atwaries, Cosstalasts, A lsiafraters

0 sal [tk Bamwriee Mo fe i
even mailed out! F i Nype vhee m doim
How?
Download it from the Mem-

bers Only section at
www.aspa.org!
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403(b) IRS Voluntary Correction Program

**Partnership for Compliance**

Tax-Sheltered Annuity Education Outreach Program

by Theresa Lensander, CPC, QPA
Chair, Tax Exempt and Governmental Plans Committee

ASPAs Government Affairs Committee had the opportunity to meet with the Internal Revenue Se:lvice in
Washington D.C. on Monday, March 15. The following information was provided to introduce the new Edugational
Coordinators for the 403(b) voluntary compliance programs set forth in Revenue Procedure 99-13:

Northeast Key District Southeast Key District Midstates Key District Western Key District

Charles Patrasanta Randall Reed Diann Johnson Terry Holloway

Internal Revenue Servicdnternal Revenue Service Internal Revenue Service Internal Revenue Service
EP/EO Division, # Floor EP/EO Division, Room 480EP Group 7105 EP/EO Division

150 Court Street 400 N. & Street 316 North Robert Street 1244 Speer Blvd., Suite 442
New Haven, CT 06511 Richmond, VA 23240 MC 4915 STP Denver, CO 80204-3583
Phone: (203) 773-2756 Phone: (804) 262-0954  St. Paul, MN 55101 Phone: (303) 844-2545,
Fax: (203) 773-2279 Fax: (804) 771-8240 Phone: (651) 312-7750 Ext. 254

Fax: (651) 312-7715  Fax: (303) 844-3596

The 401(k) Safe Harbor Blues: A Rap Song

by Bruce “Slim Daddy” Ashton

| gave my notice and | gave it right “If you make a contribution, “Fully vested_too, no for-fei-tures
Told my participants to just sit ight YOU can cross-test, too ‘_‘Th_e money in the plan,
Safe harbor, safe harbor “Some for them, more money for you” it ain't all yours”

Safe harbor, safe harbor Safe harbor, safe harbor
| used the match ‘cuz it was so cheap _ . _ o
Told my TPA and he didn't | gave a new notice and | gave it rightl put the money in and | did it right
make a peep | told my participants to just sit tight | told my participants to just sit tight
Safe harbor, safe harbor Safe harbor, safe harbor Safe harbor, safe harbor
At the end of the year, At the end of the year, Thank you, Carol —
| got some bad news | got some more news thanks a lot, Wick
“Plan’ll be top-heavy” — “Even those you fired, My safe harbor plan, it sure is slick
now | got the blues they just can’t lose” Safe harbor, safe harbor
Safe harbor, safe harbor Safe harbor, safe harbor

Safe harbor, safe harbor
“No worries, man.” the TPA said “3% for all, but you're a rich man
Make a contribution ~ ,-Eslitgziar;o;f {,(I,TJ can” Bruce L. Ashton, APM, a partner

your plan ain't dead”

Safe harbor, safe harbor Safe harbor, safe harbor with Reish & Luftman, is cochair of

the Government Affairs Committee,
and serves on ASPA’'s Board of
Directors.
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Focus on CE

ASPA Conferences and
Workshops — An Education
and CE Credits, Too!

by Cathy M. Green, CPC, QPA

SPA conferences and workshops provide educationalFor more information on

and timely information on the latest government reg=- A continuing education pro-
gram, contact Kevin Scott, Assis-

lations. In addition, they are an easy way to earn yourt44 pirector of Education Services
required ASPA CE credits for the upcoming ASPA CE cychkd. (703) 516-9300 or e-mail
educaspa@aspa.org. For more in-
At the top of the list are the new of Midstates workshops earns eighformation on the 1999 ASPA con-
ASPA 1999 Summer Conference ,ASPA CE credits. These workshopgerences and workshops, contact
July 11-14 in San Francisco, Califor-are conveniently located throughouthe ASPA meetings department or
nia and the 1999 ASPA Annualthe country and, like all of ASPA's e-mail meetings@aspa.org. Infor-
Conference, October 24-29 in Wash-conferences and workshops, providénation about both these topics may
ington, DC. Each of these confer-quality pension education at an afbe found on the ASPA web site,
ences earns 20 ASPA CE creditsfordable price. www.aspa.org
half the requirement needed for re- Tapes of the sessions, which can
taining your post-1990 ASPA cre- be purchased at any of these confer-

dential. ences or through the ASPA office,Cathy M. Green, CPC, QPA, is vice
The Midstates Benefits Confer- provide a chance to bring valuablePresident of CMC in Glendale, Ca-
ence, April 29-30, in Chicago, llli- conference information to ASPA lif- She is the chair of the Continu-

nois, earns 15 credits and themembers who could not attend inin9 Education Commitiee. Ms.
Northeast Key District Employee person. Tapes may be used for aff'€€n, @ member of ASPA’s Board
Benefits Conference earns 14 ASPAN-house training session, preferably?f Directors, also serves on the
CE credits. led by a CPC or a QPA, to earn AspaConference Committee and is chair
CE opportunities are provided atCE credits for both the trainer and®f the 1999 ASPA Summer Confer-
any of the six 401(k) workshops inthe trainee. ence. She is also a member of the
Philadelphia, Pennsylvania; Hous- Each ASPA credentialed mem-Ed Policy Commitiee.
ton, Texas; Cleveland, Ohio; Atlanta,ber is required to earn 40 continuing
Georgia; Seattle, Washington; anceducation credits in each continuingheb iU R LU LI B
Boston, Massachusetts; at the threeducation cycle subsequent to thiiimkabithid
defined benefit workshops in New- cycle in which the member received| The Pension Actuaryelcomes your views
ark, New Jersey; Dallas, Texas; andis post-1990 ASPA designation. Foi Send to:
San Francisco, California; or at thethe initial continuing education cycle, The Pension Actuary
Best of Midstates workshops in Kan-the number of credits required is pro ASPA, Suite 820
sas City, Missouri; Minneapolis, rated based on the date of admittande if”sr? ;\é%rt(]/:;g?gg?{gfg
Minnesota; and Milwaukee, Wiscon-or designation within the two-year (703)9516-9300
sin. Attendance at any of the 401(k)continuing education cycle. The cur-
or DB workshops earns seven ASPAent cycle began on January 1, 199
CE credits. Attendance at the Besand will end on December 31, ZOOOr

or fax (703) 516-9308
or e-mail aspa@aspa.org
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Focus on ASPA PERF

PERF Awards Presidential
Scholarship

by Scott D. Miller, FSPA, CPC

he ASPA Pension Education and Research Foundatieits. In May 1999, 31 actuarial

Inc., or ASPA PERF, is a not-for-profit 501(c)(32té‘§fe”etsa?]r§ f:&e;tgfetz)f;‘g;taeg'tso'

corporation formed to foster excellence in pension educatigh a m.s. degree. The under-
and to promote scholarly research in the pension field. Igigduate program requires eight

supported by tax-deductible member contributions. courses in post-calculus mathemat-
ics and statistics (including theory

In support of our educational  The recipient of the 1999 schol-°f INterest, three semesters of sta-
objective, ASPA PERF introducedarship is Michael E. Mielzynski tistics, and a two-semester life con-
a new ASPA Presidential Scholar-from Des Plaines, lllinois. Michael lingéncies sequence) and a
ship in 1999. Each year, ASPAsgraduated with highest honorsMinimum of four courses in fi-
president will be asked to designatdrom Elk Grove High School. He Nance. In addition to these courses,
a college or university to receive ais expected to graduate from the?!l Students are expected to com-
one-time $2,000 ASPA PERF University of lllinois with a degree P'€t€ requirements in foreign lan-
Scholarship. The scholarship willin actuarial science and finance ind4@d€s, humanities, sciences, and
be awarded to an outstanding junMay 2000. He has an overall GPAIN English composition.
ior. of 3.98 with a 4.0 in his major.

Carol Sears, FSPA, CPC, Michael served as an intern at : . :
ASPA's 1999 president, selecteda Chicago pension office duringigr?:ton'Xﬂcllf;}izlscp:ﬁhguiﬁgsgrfi)
the University of lllinois to receive the summer of 1998 and is very in'lnc. in South Salem. N.Y. Mr. Miller
the 1999 scholarship. Ms. Searderested in pursuing a career withir]S chairman of ASPA PERF. is one of
earned her degree in actuarial scithe pension field. ’
ences and finance from the Uni- The Actuarial Program at the
versity. University of lllinois has 125 stu-

ASPA's vice presidents, and serves
on ASPA’s Board of Directors and
Executive Committee.

A primary duty of the TEC will ing experience and expertise i
be to review materials prepared byboth defined benefit and define
o [TO e M BT 1118  the E&E Committee for consistencycontribution plans. An educatio
and technical accuracy. In additionbackground is a plus. It is als

The American Society of the individual will evaluate textbooks necessary to possess good wr
Pension Actuaries is seeking amand assist in course developmenting and technical skills. Compen
individual for the position of The TEC will also attend E&E com- sation will be determined base
technical education consultantmittee meetings. Various technicalon ability. Resumes should b
(TEC). The TEC will provide support for other committees andsent by July 15, 1999 to:
technical educational services toASPA events may be required. ASPA TEC
ASPAs national office staff, Edu-  Candidates for this position 4350 North Fairfax Drive, Ste 82
cation and Examination (E&E) should be credentialed ASPA MeM-alington, Virginia 22203-1619
Committee, and ASPA members.bers with five to 10 years of consult-

ASPA Seeks Technical
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Focus on E&E
Nominations Sought for

Prestigious Educator’'s Award

by Gwen S. O’'Connell, CPC, QPA

wo years ago, the ASPA Education and Examinati@xamination Committees. In ad-

(E&E) Committee established the Educator's Award §g'°". Ms. Wegesin is a very
popular speaker at ASPAs con-

recognize and honor outstanding educators. Nominees fokdh&ces and workshops.
1999 award are being accepted now. The deadline folChuck Klose, FSPA, CPC, was
submissions is July 15, 1999, selected as ASPA's first recipient of

the Educator’s
The criteria for the award are modation, and feature articles in Award in 1997.

ASPA membership and a significantThe Pension ActuargndThe Can- He was recog-
contribution to pension educationdidate Connection nized for his 13
(e.g., through instruction, confer- If you know someone you years of experi-
ences, ASPA Benefits Councils, pro-would like to nominate, contact ence as a coor-
motion of ASPA's education Holly Wilhelm, Education Services dinator and
program, or preparation of educa-Coordinator, at (703) 516-9300 for

a
tional materials). a nomination form. ASPA's C-1,

Nominations for the award are  Janice Wegesin, CPC, QPA,C-2(DC), C-2(DB), C-3, and C-4
subject to the following limitations: was selected as ASPA's 1998courses in the Philadelphia area.

instructor of

Educator’'s Mr. Klose, also an Enrolled Actu-
Award Winner. ary and Certified Benefits Special-
She won this ist, has taught EA-1, E&, and the
recognition for Society of Actuaries’ 210 and
her volunteer 200 exam review classes. He is
efforts in de- Vice president and actuary at Es-
veloping the tate & Pension Advisory Board,
* Any divisional chairs nominated Pension Inc,inBalaCynwyd, PA. Chuck
will be excluded during the evalu- LY Administrator's 1S @ former member of ASPA's
ation and voting processes. (PA-1) course. Ms. Wegesin,Poard of directors and previously

Upon receipt of all nominations, president of JMW Consulting, served on the board of directors
E&E’s divisional chairs will evalu- Inc., has over 17 years of expe0f the ABC of Delaware Valley.
ate the candidates and choose a deience in retirement plan design!n addition, Mr. Klose is a fre-
serving recipient by majority vote. and administration. She is a condUeént speaker at ASPA and EA
The candidates will not only be evalu-tributing author to several issuesconferences.
ated solely on the number of nomi-of the Journal of Pension Benefits
nations received, but also on theand co-author ofThe 5500 Gwen S. O'Connell, CPC, QPA, is
candidates’ years of contribution toPreparer’s Manual. Janice is a ’ ’ ’
education. current member of ASPA's Gov- i, Services, Inc. in Eugene, Of-

The recipient of the Educator'sernment Affairs Committee and o, s, O'Connell currently serves
Award will receive a plaque in rec- has served on ASPA's board of di-;, Aspa’s Executive Committee as
ognition of their achievement, freerectors and as chair of the Mem-;q secretary, is a member of the
registration to the 1999 ASPA An-bership Committee. She has alsgyq4.q of Directors, and is the gen-
nual Conference for the award preserved on ASPA's Conferenceg g chair of the Education and Ex-
sentation, one night’'s accom-and Programs and Education and,mination Committee.

* No prior recipient of the award
may be considered.

* Nominations may be submitted by
anyone in the pension field, ex-
cluding ASPA's E&E divisional
chairs.

!

=

Principal of Summit Benefit & Actu-

MAY-JUNE 1999 = THE PENSION ACTUARY ® 29



Still Time To Register for ASPAs 401(k) Workshops!
PaGce 32 Bringing ASPA to you! Aftertwo seven noncore JBEA credit hours.

Pix Digest successful workshops in PhiladelphiaThese intermediate workshops are

PA and Houston, TX, ASPA still has designed for pension and retirement
much of which is not even attrib_’space available in the four remainingoenefits professiona_ls with two or
utable to current clients. 401(k) workshops in Cleveland, OH; more years of experience.

To read the entire thread Atlanta, GA; Seattle, WA; and Boston, = For ASPA, ABC members,
"MA. and coopertating sponsors’ mem-
Janice M. Wegesin, CPC, QPA,bers (AAA, CCA, NIPA, SOA,

401(k) Plans, Loans,and  ASPAs 1998 Educator's Award win- and WEB) the “early” registration
Home as Collateral ner, will be the featured speaker ateacfee is $200. The “early” non-
[Thread #73711] workshop. At each location, she willmember fee is $250. The “early”

401(k) plans and participant P& accompanied by a local speakeregistration deadlines are set
loans are inseparable. Of courseSome of the topics covered includeapproximately three weeks prior
the code provides that plan loan in-Safe-Harbor Plans; Testing 401(k)to each workshop. For com-
terest is not deductible if the loan isPlans; Participant LoansandTricky pletedetails, call Ken Morton,
secured with 401(k) deferrals. AEligibility and Compensation Issues ASPA Meetings Coordinator,
PIX user posted a question regard- These one-day workshops offerat (703) 516-9300, e-mail:
ing the use of a participant’s homeUp to seven ASPA continuing edu-meetings@aspa.org or access the
as collateral so that the interestation (CE) credit hours and up toweb site atwww.aspa.org

would be deductible. Since the The four remaining workshops:

accumulation of years of data

download the file howlong2.fsg.

401(k) plan has individual ac-  cjeyeland, OH June 11 Cleveland South Hilton
counts, the loan would be allocable  Ayania, GA June 21 Hilton Atlanta and Towers
just to that participant's account. In gaatile WA June 28 Crowne Plaza Hotel - Seattle
the event of a default, the pugion WA July 16 The Seaport Hotel

participant’s account would suffer
an investment loss in the amount of

the loan, effectively the same resul ASPA Benefits Councils’ Calendar of

as if the loan was secured by the .
account. Would this lead to the IRS Upcoming Events

challenging the loan’s collateral andf Date Location Event
deductibility? June Philadelphia Lunch Meeting:

Several users suggested that { (date tha (Delaware Valley)  Cash Balance Plans
would not be a problem, that the Speaker: tha

loan would meet the letter of the
law by its terms. However, most
of these users assumed that if th

June 3 Chicago Short Plan Year Issues
Speaker: Kevin J. Donovan, APM, CPA

v

would simply be allowed to suffer | June 16 North Florida Amending Plans for GUST
a loss. Another user suggested thdt (Jacksonville)

the trustees of the plan would be Speaker: Robert M. Richter, APM, Esq., Corbel
obligated to seek to collect thel 556 29 Atlanta ASPA 401(k) Workshop
loan, possibly by foreclosing on o o i
the participant’s home. This is no July 13 Orlando Limiting Liabilities and Risks

in Takeover Plans
Speaker: llene Ferenczy

different than when a loan offset is
applied to an account used as colf

lateral for a loan, the trustee is act{ July 29 Atlanta Breakfast/Workshop Panel
ing to collect on the loan’s Discussion: “In the Trenches”
collateral. Panel: llene Ferenczy, CPC, Cynthia Groszkiewicz, MSPA,
To read the entire thread, down- QPA, David Levin, APM, Esq.
load the thread khomeln2 ng For more information or for the name of a local contact, please call the ASPA office at (703) 514-9300.
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San Francisco to Host 1999 CALENDAR OF EVENTS

DB Workshop

On July 10, immediately prior
to the new 1999 ASPA Summer™"® ?'
Conference, a one-day workshopluly 10
on defined benefit plan design will
be held at The Fairmont Hotel on”d TH14
Nob Hill in San Francisco, Califor- j;\ 15
nia. This intermediate level work-
shop provides an interactive forumJuly 16
for participants to learn and shareJu|y21
information.

Joan A. Gucciardi, MSPA, CPC, July23
President, Gucciardi Benefit Re-
sources, Inc., Wauwatosa, Wisconsirf"!Y 30
and Norman Levinrad, FSPA, CPC,p g 31
President, Summit Benefits & Actu-
arial Services, Inc., Eugene, Oregon,
will provide hands-on instruction on Sept. 16-17
ways defined benefit plans can worlgO ¢t 15
for you and your clients and how to =
effectively market them. Oct. 24-27

The workshop is designed for
retirement and benefit plan profes-
sionals with two or more years of
experience and will offer seven ASPAyy, 1
continuing education credit hours
and up to seven hours of core creditiov.6-7
for enrolled actuaries.

The early registration deadlineDeC 1
is June 21. Registration fees until”
June 21 are $250 for members an®ec.?2
$320 for non-members.

For more information and a bro- 0&¢-3
chure, please call ASPA at (703) 516-

Oct.-Nov.

ASPA
CE Credit

401(k) Workshop, Atlanta, GA
ASPA Defined Benefit Workshop, San Francisco, CA 7

~

ASPA 1999 Summer Conference 20
Deadline for nominations for the 1999 Educator's Award
401(k)Workshop, Boston, MA 7
Best of Midstates\Workshop, Kansas City, MO 8
Best of Midstates\\orkshop, Minneapolis, MIN 8
Best of Midstates\\orkshop, Milwaukee, WI 8
Final deadline for 10th edition PA-1Aand B *
examinations

LA Benefits Conference, Universal City, CA 19
Early registration deadline for ASPAs fall exams

1999 ASPA Annual Conference, Washington, DC 20
EA-2 classes t (Washington, D.C.,CA, Chicago, IL, and 20
awest coast location to be announced)

Late registration deadline for ASPAs fall exams

ASPAWeekend Courses, Denver, CO b
C2(DB),C2(DC), C-3,and C4

C-1, C-3, C4, and A-4 examinations ¥
C-2(DC) examination *
C-2(DB) examination *

9300, e-mail meetings@aspa.org, of Exam candidates earn 20 hours of ASPA continuing education credit for
access our web sitevatvw.aspa.org passing exams, 15 hours of credit for failing an exam with a score of 5 or
6, and no credit for failing with a score lower than 5.

** PA-1A and B exams earn 5 ASPA continuing credits each for a passing
grade.

t ASPA offers these courses as an educational service for students who
wish to sit for examinations which ASPA cosponsors with the Society of
Actuaries and the Joint Board for the Enrollment of Actuaries. In order
to preserve the integrity of the examination process, measures are taken
by ASPA to prevent the course instructors from having any access to
information which is not available to the general public. Accordingly, the
students should understand that there is no advantage to participation in
these courses by reason that they are offered by a cosponsor of the
examinations.
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P/X DIGEST the deductibility of a contribution
in a later year if the sole reason it
Ded uctio n was not deductible in a prior year
was because the contribution was
- not made by the return filing dead-
Of Requ I red line. Yet another user suggested
that this technique might still work
due to 1.412(b)-1(b)(ii) which pro-

CO ntri butio ns vides that the charge to the Fund-

ing Standard Account for a

S I P - deficiency is the first day of the

to O e roprl etor following plan year. This implies
that it should be deductible in the
D B Pla n next plan year because it is a cur-
rent charge to the FSA and is there-

fore a required 412 contribution for

[Thread #74606] year is lost entirely. The possibil-that year in its own right.

This thread discusses the IRSty of amortizing the deduction The issue remains, and practitio-
response to Question and Answepver 10 years was quickly ruledners should be advising clients and
#13 from the 1999 Enrolled Actu- out. Regulation section 1.404(a)-their tax advisors of these deductibil-
aries meeting. The following ques-6(b) provides for a 10 year amorti-ity issues. To read the entire thread,
tion was posted: zation where a contribution is notdownload the file soledb2.fsg.

“A contribution is made to  fully deductible in the final year of

satisfy the minimum funding ~ the plan, but it applies specifically

requirement. Due to net busi- to terminating plans. [Thread #73108]

ness losses, the contribution Another PIX user pointed out Usually a plan administration

cannot be deducted because that the future contribution calcula-firm asks the question, “How far back

of 404(a)(8)(C), which says tions for the plan would use lowerdo we have to keep records?” This

contributions fail to satisfy the assets for 404 than for 412, andhread started with a question from a

162 and 212 requirement if would therefore develop a higher 404user regarding a plan participant ask-

they exceed earned income. COSt. However, the higher 404 limiting for copies of all his profit shar-

in future years does not by itself pering statements, back to his entry date

Can the deductions be carried  mit the carryover of a contribution in 1970,

over to future years? Canthey made in a prior year. IRC 404 gen-  Several users immediately said

be deducted up to the earned  erally permits a contribution to bethat no more than the current year

income limit in each succeed-  deducted in the year contributed.statement is required, however,
ing year as contributions re-  Section 404(a)(6) deems a contribuother users took issue with this.
quired to meet the minimum  tion made within the time for filing Section 209(a) of ERISA was cited,
funding requirement of aprior  the tax return to be made on the lastequiring sufficient plan records to
plan year, or would aten-year  day of the year. Of course, in thedeteminebenefits. A number of par-
amortization rule be used?”  following plan years, the contribution ticipants discussed what the possible

The response given by the IRSwas made in a prior plan year, so doegsamifications would be in court
was, “The statute does not appeanot meet the deductibility require- should a participant make such a re-
to accommodate a carryover of thement of being made in the later yearsquest and the plan not be able to fully
404(a)(8)(C) limit to later tax years. One user suggested that the plasomply. Further discussion revolved
Section 4972(c)(4) exempts suchsponsor intentionally incur a funding around the participants’ responsibili-
amounts from the 10% excise tax orfleficiency to move the contribution ties to timely question a statement.
nondeductible contributions.” to the next plan year, as contributions ~ While there is no specific guid-

The PIX user who participated required for Section 412 are gen-ance to resolve this question, this
in this thread discussed this topic aerally deductible. However, the de-thread is a valuable one for practi-
length. Several users were adaductibility is still in doubt due to tioners, as we all struggle with the
mant that the deduction for such al.404(a)-14(e)(1) which permits Continued on page 30
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