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From The Desk Of Gene Schloss

To Our Clients and Friends:

In my 40 plus years of involvement in the retirement plan industry, there has not been a more vexing problem than that facing 401(k) plan participants and plan fiduciaries. The well publicized investigation and problems of the mutual fund industry have all responsible parties looking to take the appropriate course of action.

The two types of trading practices involved are market timing and late trading. The following are brief descriptions:

Market Timing 

This is the practice of short-term or rapid trades that allow investors to profit from the inefficiencies in the way funds are priced. While this practice is not itself illegal, excessive or frequent trading is often restricted by the fund’s prospectus and can adversely impact fund performance and long-term investors. 

Late Trading 

This is an illegal practice that occurs when trades are placed after the close of the market (4:00 p.m. EST) at the current day’s price, with full knowledge of the day’s market activity. 

The issue for those monitoring and choosing investments is simply to decide whether to remain with a given fund or to invest elsewhere. A knee-jerk reaction to jump to another fund may find a new set of as yet unidentified problems. In addition, if there is some restitution made to the funds, will those parties who have left receive the full amount and will that amount be allocated equitably to those who had incurred a loss? A change to a new fund may cause additional expenses to the departing fund and/or acquisition expenses for the new fund. 

Actions that plan fiduciaries should take regardless of which decision is made with respect to staying or leaving a fund or fund family are as follows: 

· Establish and/or review the investment policy statement. 

· Review procedures for investment decisions. 

· Monitor plan performance and review comparisons with readily available indices. 

· Review fund investment expenses. 

· Make investment decisions with the care of a prudent man. A review of a funds’ prospectus is part of this process. 

· Document and date all deliberations and actions. 

· Keep plan participants advised of their options. 

Further research on these issues is available directly from the fund families or from insurers such as Nationwide, ING or Manulife. Mailings or Internet downloads should be reviewed and be part of this process.

Plan participant investment decisions should still be based on the time frame until retirement, risk tolerance, allocation and the overview of the family’s financial condition. It is still the plan fiduciaries’ responsibility to provide enough diversification by asset class so that participants can have the proper options. In addition, communication to and efforts at education of the participant are basic requirements.

If the above guidelines are followed, the tax-advantaged retirement program will continue to be a viable part of a family’s retirement and savings plan.

Sincerely,
Gene Schloss
Calculation of 2002 Keogh Contribution

The calculation of contributions for self-employed individuals must reflect the deduction of ½ of the Social Security taxes on self-employment earnings (“SEE”). The procedure is complicated by the two-tiered Social Security tax (i.e., 12.4% of the first $87,000 of SEE, plus 2.9% of all SEE). The $200,000 compensation limit further complicates the calculation, regardless of the Plan type - Profit Sharing (“PS”) or Money Purchase (“MP”).

The 2003 Keogh contribution may be determined as follows*:
	1.
	Enter Net Schedule C profit - but not more than $248,724.42
	$________

	2.
	(a)If item #1 is greater than or equal to $94,201.89 multiply item #1 by .98661

(b)Subtract from item #2(a) $5,394.00
	$________

	3.
	If item #1 is less than $94,201.89 multiply item #1 by .92935
	$________

	4.
	If PS enter .15 (maximum) or if MP enter rate specified in plan but not to exceed .25
	$________

	5.
	Multiply item #4 by item #2(b) or item #3 whichever is applicable
	$________

	6.
	Add one "1" to item #4
	$________

	7.
	Divide item #5 by item #6 equals the 2003 Keogh Contribution (maximum $40,000)
	$________


*Note: If the plan provides for contributions or allocations that are not pro rata on compensation (e.g., the plan provides for permitted disparity, or is age-weighted or otherwise cross-tested), or the self-employed individual also has regular W-2 wages subject to FICA taxes from any employer, then the above method requires modification.

Updated 2004 Employee Benefit Information

	2003
$Value
	2004
$Value
	 

	12,000
	13,000
	Maximum elective deferral under 401(k), 403(b) and 457(e) elections.

	2,000
	3,000
	Maximum "catch-up" elective deferral for employees age 50 and over under 401(k), 403(b) and 457(e) elections.

	40,000
	41,000
	Maximum participant allocation under all defined contribution plans, including 401(k), matching, profit sharing, etc. Total allocation cannot exceed 100% of compensation.

	200,000
	205,000
	Maximum compensation allowed for determining benefits, contributions and tax deductible contributions for all retirement programs.

	160,000
	165,000
	Maximum annual lifetime benefit allowed to be paid in a defined benefit plan commencing anytime between ages 62 and 65.

	87,000
	87,900
	Social Security Taxable Wage Base taxed at 6.2%.

	NO
LIMIT
	NO
LIMIT
	Medicare Wage Base taxed at 1.45% on all wages.

	90,000
	90,000
	Salary in prior year to be considered Highly Compensated Employee (HCE) in current year. (5% or more owners in prior or current year are automatically HCEs regardless of salary.)


The above limits are increased only when the Cost of Living Adjustment (COLA) reaches the next rounded threshold. Certain figures are rounded down rather than up, and the increments are not uniform for all figures. Thus, some figures may change for a given year, while others may not.

Year-End Reminder

The deadline for adopting a new plan for the 2003 calendar year is December 31, 2003. You must have a signed document in place at that time, even if your first contribution is not actually made until some time in 2004. In addition, if you have an age-weighted or cross-tested plan, and have experienced a big change in the relative-age composition of your work force that will affect the 2003 plan year, please contact us immediately. Changes to the allocation method that may be appropriate must be adopted before December, 2003 (for calendar year plans).

Deadline Reminders

	Date
	Action Required

	2/2/2004
	Distribute Form 1099-R to all recipients of 2003 distributions, including direct rollovers of lump sum payments to IRAs or other qualified plans, minimum required distributions and monthly pensions.

File Form 945 to report any income tax withheld from 2003 distributions.

	3/1/2004
	File Forms 1099-R using transmittal Form 1096.

	3/15/2004
	Distribute 401(k) contributions plus imputed earnings to the Highly Compensated Employees from 401(k) Plans that fail ADP/ACP Test for 2003 calendar Plan year. Amount distributed is taxable 2003 income. (For non-calendar plans, distribute within 2½ months of plan year end). Employer subject to 10% penalty tax on distributions after this date, but then amount is taxable to participants in 2004.

	4/01/2004
	Pay out first minimum distribution to participants who reach 70½ in 2003 and did not take the first payout by 12/31/2003. Second minimum payout due by 12/31/2004, with annual payouts thereafter. Participants with a valid TEFRA 242(b) election and non-owner employees born prior to July 1, 1917 may continue deferral of distributions until actual retirement. Non-owners attaining age 70½ in 1997 and beyond may also elect to defer if the Plan document is properly amended and a valid deferral form (with spousal consent) is timely signed.

	4/15/2004
	Distribute any 2003 salary deferrals in excess of $12,000 , except valid "catch-up" deferrals for employees age 50 and over, (plus imputed earnings) made to 401(k) Plans. Excess deferrals taxable as 2003 income. Imputed earnings taxable as 2004 income.

First Quarterly Contribution for 2004 due for calendar year defined benefit plans, unless notice is given to participants by 6/15/2004 or Plan is exempt. 


