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What is a 403(b) plan?

· 403(b) plans allow employees to defer federal and state taxes on a limited amount of their current wages, when those funds are invested in the plan for the employee’s future retirement.    This provides the employee with a vehicle to methodically save toward retirement, while currently reducing federal and state taxes.  Earnings on the investment are also tax deferred.
What is the process?
· The employee signs a Salary Reduction Agreement that specifies the dollar amount or percentage of salary to be invested with a pre-approved insurance or investment company.  
· The employee is limited to how much can be deferred each calendar year (the lesser of includible income or the overall maximum of $15,000 for 2006).  There can be higher deferral limits for employees age 50 and over making “catch-up” contributions and church employees with at least 15 years of service.  The employee and the vendor have the responsibility to calculate the maximum allowable contribution (MAC).   
· The agreement is automatically renewed every calendar year.  Changes to the amount deducted can be made once per quarter.  Changes to the investment company selection or termination of the employee’s participation in the plan can be made at any time.  Thirty (30) days written notice is required for any change or termination.
· The employee now has two taxable bases: 1. For FICA taxes (Social Security and Medicare) the wages are the employee’s gross compensation for the pay period, and 2. For federal and state income taxes, the wages are reduced by the amount of the elective deferral (which is the employee’s contribution amount) before income taxes are calculated – thus the term “Pre-Tax Deduction”.  Federal and state taxes are deferred until the employee begins withdrawing from their account, presumably at a lower tax bracket.  

· The elective deferrals must be transmitted to the vendor on a timely basis, usually within a few days of the payroll date.  This step is CRITICAL to remain in compliance with the plan.
· The vendor then invests the employee’s elective deferrals according to the agreement and reports the earnings to the employee on a quarterly basis.  

What are the problems?
· Late payment is made to the vendor.  The amount withheld is employee money.  Failure to remit it as soon as possible to the vendor is a misuse of employee funds.  The employee suffers lost earnings on their investment, which must be calculated and paid from parish funds.
· The maximum limit is not monitored.  Excess deferrals are paid to the vendor.  Taxes are miscalculated and corrective action must be taken or the plan is disqualified.

· The plan is not offered to all eligible employees, including part-time employees.

What are the solutions?

· Transmit the elective deferrals to the vendor as soon as possible after payroll processing, similar to the timing for payroll tax remittance.  Do not hold these dollars as they do not belong to the parish.  Maximize your employee’s earnings potential and protect your parish from liability for lost earnings.
· Set your accounting software to monitor the maximum limit.  Call us if you need help with this.  Update this amount annually for the new maximum.
· Offer the plan to all current and new eligible employees, including part-time employees.  

NO!





Your employees are missing an opportunity to save for the future – and enjoy current tax savings (see attached).





YES!


GREAT!  You are helping your employees build their retirement savings.





Do you offer the plan to all eligible employees, including part-time?





NO!


Give them a copy of the Salary Reduction Agreement and IRS Publication 571.





YES!


GREAT!  You are making the plan universally available.





Do you pay the employee’s withheld deferral to the Vendor as soon as possible?





NO!


You are creating a liability to your parish for lost earnings.  Call Parish Finance for help with corrective action NOW!





YES!


GREAT!  You are fulfilling your fiduciary duties.





Do you monitor the employee’s annual limit on the maximum amount that can be made to the plan? 





NO!


While the Vendor has the responsibility to ensure excess deferrals are prohibited, you might withhold and pay an unauthorized amount from an employee’s paycheck.  Call Parish Finance for guidance on setting up the deferral limit on your accounting program.





YES!


GREAT!  You are helping to avoid the headaches associated with excess deferrals and are creating goodwill with your employees.





Do you offer the Archdiocese of Denver Tax Sheltered Annuity (403(b)) Program to your employees?













Ernie Armstrong 303-715-3120  Charlotte Kair 303-715-3248  Pat Kaus 303-715-3183
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