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TWO FOR THE PRICE OF ONE:  Capitalizing on Legislative Changes.  A Sales Idea by Mark Ferraro, former Hancock and SSR&M Retirement Plans Wholesaler.

Overview

The rules and regulations that govern the world of retirement plans have changed significantly.  Recognizing a potential retirement crisis, legislation has been enacted that makes privatized retirement plans more attractive to both employers and employees.  The legislative changes have, of course, also recognized the need to maintain high levels of tax revenue.
The Economic Growth and Tax Relief Reconciliation Act of 2001 (EGTRRA) has been widely discussed, but many brokers are not capitalizing on the marketing opportunities offered by the new legislation. 

Why Two Plans

In the past, employers opting to maximize their contributions and deductions had to utilize a Money Purchase Plan.  The law allowed a maximum contribution of 25% in any defined contribution plan, but the maximum deduction for a profit sharing plan was 15% of covered payroll.

In order to contribute and deduct the maximum 25%, a Money Purchase Plan would have to be used (mandatory annual additions) by itself or in conjunction with a Profit Sharing Plans.  

Deductions and contributions to the Profit Sharing Plan could total 15% and an additional 10% - mandatory each year – could be deducted and contributed to the Money Purchase Plan.

Many employers liked knowing that at least 15% of their annual contributions were discretionary and therefore elected to utilize the two plans in combination.  Indeed, this has been a common practice for many years. 

Legislative Changes & Increased Sales Opportunities

Under EGRRTA, the 15% deduction limitation has been repealed and sponsors can now deduct and contribute up to 25% to any defined contribution plan.  As a result, many existing Money Purchase Plans may now be   unnecessary. 

In other words, why would an employer maintain a plan with a mandatory annual contribution if they could deduct and contribute   the same amount with a plan that was discretionary from one year to the next?

Brokers should also note that there are significant advantages to reducing the number of plans maintained by a sponsor.  Most providers charge a full set of administrative and recordkeeping fees on each plan because they have to perform separate, as well as aggregate, testing on each plan.  Providers also have to prepare a full reporting package, including form 5500, for each plan.  Clearly, combining plans could eliminate the need for services on both plans.

Many providers base their fees on the average participant balance (divide the total plan assets by the total number of participants) to determine administrative charges.  The higher the average balance, the lower the administrative fees.  Therefore, if a sponsor maintains a $3 million/100 participant Money Purchase Plan and a $3 million/100 participant Profit Sharing Plan, each plan has an average participant balance of $30,000. 

Plans with average account balances of $30,000 often benefit from a 25 - 50% discount with most providers.  However, if the plans were “merged”, not terminated, they would have a $60,000 average balance.  By merging the plans, brokers could show sponsors how to save most of the billable costs on both plans.

In addition to targeting existing combo plans, brokers may also want to approach sponsors who maintain only a Money Purchase Plan.    Some sponsors may, however, consciously choose to maintain a Money Purchase Plan for other reasons. For example, the plan may cover a group of Union employees or an industry where mandatory contributions are required for competitive reasons. 

As you can see, legislative changes relative to the contribution limits and tax deductibility within Profit Sharing Plans and Money Purchase Plans could translate into more sales for the financial advisor. 

Sales Ideas & Target Markets

Although there are many benefits associated with (EGTRRA), let’s take a specific look at how a financial advisor could expand their business by adding tangible value and decreasing the retirement plans expense. 

Specifically, the new legislation could offer brokers the opportunities to:

· Reduce Or Eliminate Recordkeeping & Administrative Expenses.

· Increase The Employers Tax Deductibility.

· Potentially Increase Hard Dollar Allocations For HCE’s & Key Employees.

Many doctors, lawyers, and small business owners utilize   “tandem plans” (Money Purchase & Profit Sharing Plans) to help maximize contributions.  As noted, the two plans incur two sets of recordkeeping and administrative costs.  

Many stand-alone money purchase plans have also been in place for a number of years and have not been updated   to allow for new changes over the last several years. 

A combination 401k / Profit Sharing Plan would allow the employer to consolidate the plans   and potentially add a “new comparability” feature.  The additional feature could   allow more employer-allocated contributions to the HCE’s or key employees.

Other components of the new legislation could also capture the business owner’s attention.  These components include the potential for higher ER tax deductions for contributions, i.e., the 15% of net wages has been increased to 25% of gross wages.

It’s also worth noting that Money Purchase Plans are not flexible and employees could also gain more control and flexibility on the ER contributions.

Finally, employee deferrals are no longer “non”-deductible to the ER.  As noted, the deferrals are not only deductible, but they are also based on gross pay as opposed to net pay.

Plan Sponsor Hot Buttons

Sponsors generally have four areas of concern when making a decision on a plan provider.  They are, in no particular order, investments, service, cost and participant education.
The nation recently enjoyed one of the greatest bull markets in history and many sponsors were content with their existing plans because of profitable returns year in and year out.

The recent period of market risk has, however, motivated many sponsors to look at their plans from a different perspective.  Performance is no longer off the charts and service, participant education and costs have once again become important.

Most plans can be improved and weak equity markets, along with legislative changes, have made many sponsors more receptive to hard dollar savings.

Summary

Legislative changes have created new opportunities and brokers owe it to themselves and their clients to be well versed in these changes and the opportunities they offer

Many of the opportunities were either overlooked or unintended and networking with other professionals and visiting key websites are great ways for brokers to keep abreast of new opportunities.

Because employee salary deferrals are now deductible by the employer, there will be no more employer payroll taxes on employee contributions and there are additional contributions for employees over age 50.

Rather than go through each change individually, brokers should be visiting with all existing clients and warm prospects and asking the pivotal question:  “In light of all these changes, does your current plan design continue to best meet your current and long term objectives?”

Because many of these changes take effect 1-01-02, brokers and sponsors would be well advised to evaluate the changes as soon as possible.
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