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The Internd Revenue Service has issued proposed regulations affecting new comparability plans. A new
comparability plan is one that provides a higher contribution rate for one or more key executives than it
does for other participants.

For example, the key executive(s) might receive contributions of 10% of pay while al other participants
receive contributions of 5% of pay. These plansrely on a process caled "cross testing” to prove that they
do not discriminate in favor of highly compensated employees.  This means that the discrimination test is
based on the amount of retirement income that can be generated by the contributions rather than on the
contributions themsalves.

The proposed regulations are ggnificant because, in many cases, they require an increase in the contribution
rate for participants who are not highly compensated.

Proposed Requirements

Under the proposed rules, "cross testing” cannot be used unless dl nonhighly compensated employees
(generdly, those earning less than $85,000 per year) receive arate of contribution a least equa to the
lesser of:

@ 1/3 of the highest contribution rate for any highly compensated employee, or
(b) 5.0%.

In effect, the proposed regulations are creating a“gateway” in the form of a minimum contribution that must
be made in order to use new comparability/cross testing to prove nondiscrimination

For example...

1. In many new comparability plans, key executives receive contributions of $19,500 (so that, along
with a 401(k) contribution of $10,500, the $30,000 maximum total contribution is achieved).
Based on compensation of $170,000, the key executives are receiving 11.5% of pay ($19,500
divided by $170,000). Under the proposed regulations, the nonhighly compensated employees
must receive alocations of a least 1/3 of 11.5%, or 3.83% of pay. If the plan currently provides
for contributions less than 3.83% of pay, the contribution rate will have to be increased.
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2. In plans where the key executives receive contributions of $30,000, this represents 17.7% of their
$170,000 compensation. Under the new rules, the nonhighly compensated employees must
receive contributions at least equa to 5% of pay (snce 1/3 of 17.7% is greater than 5.0%, the
5.0% minimum applies).

Discrimination Testing Still Required

This minimum contribution percentage does not replace the annuad nondiscrimination test. If this test results
in a contribution requirement that exceeds the new minimum, the larger contribution must be made.

Combination Defined Benefit & Defined Contribution Plans

If a new comparability plan is combined with a defined benefit plan, such as a cash balance plan, the
minimum contribution requirement will likdy exceed 5.0% of pay. The rules for combination plans are very
complex and beyond the scope of this information release.

Effective Date

The proposed regulations are to be effective for plan years beginning on or after January 1, 2002. Until
that time, both new and exigting plans can be operated under the current, more favorable rules.

ToLearn More
The new regulations will have an impact on many plans. Y ou can learn more about the new rules a one of

our Retirement Plan Seminars being held this month. For information on these seminars, vigt our web Site
at www.lkravitz.comor cal Diane Hill at (818) 379-6147.

Louis Kravitz & Associates, Inc. is the largest independent firm of retirement consultants headquartered in Southern California. We
specialize in the design, implementation and administration of virtually every type of retirement plan. Our consultants, actuaries and
other specialists have the experience and ability to make certain your retirement plans are properly designed, meet your needs and
operate to your satisfaction. We have been dedicated to providing high quality service since our firmwas founded in 1977. One of our
specialtiesisworking with our clients to maximize benefits for their key executives.

© 2000 LouisKravitz & Associates, Inc. All rightsreserved. ThisInformation Release is published as an information
source for our clients and friends. Articles are general in nature and are not a substitute for legal advicein a particular
case. We welcome your comments and questions.




