Defined benefit plans
offer attractive option
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Smcial Cintritmyir
GREATER METROPLEX — Tan planming fes
small, clnsely beld corporutions. inclod:
ing these of pliysicians, architects, engi
neers and renl estate heokers, creates
unigue problems for s peofiessiomal

Unlike larpe companies. whacl prefer
retirement benefit prograns with mins-
il fuhrjmg cowls, amafler entises fncs
N cumment 1ax savings and wealth accus
mulation for their owners

Tovibose ends, the govemment has au-
therized a variety of choiced that are su-
penor o JRAs and 2D1{k) plars, These
nclude defined benefit pensions, profit
sharing and money purchase plons. A
gan chelter a relatively large amount of
ineome from current laxes whale peovids
ing significant iatitude for investing the
tax-sheliered money until retrement.

Altheagh a defined benefil persion
plan can ofien provede the mnat benefis,
it is perhaps the least-knoown retirement
program. Yet, unlike popular defined
contnbution plans, wivich cap the maxi-
marm yearly comribulinn 21 the keswer of
25% of income or S35.000, indsvidiuals
might be able o contribule more than
100 af salary into o defined bemefit

bumingss ovwner Eism more convendional
plins.

Fewr inxtqince, defined benafin plan
usuphly oost 31000 10 51 S0 annally to
axlindster. That inclodes achuaral calens
tntapns wsing sn averuge of the theee ligh-
sl conscculve }'c.mrd ey, un..a;l:.ll{c
expeclancy, years wntil relingment ol a
pr::.:lm:tl amnigal invesiment refum bes
tween 6% umd 7%, Theee it alun 2 yeaely
filarg wath the TRS und required reports in
the Penxion Beneflt Guarantee Corporas
1o 1l Ehe crimpany i nod @ proedesseonal
service corpomtion

Defined contnbution ploms could e
quire fees between S50 i $750) nmpunl-
I;.- o adminisier and 51000 bo e up. Fier
coumspanics witls mooe than 10 eampiovees,
there could ubo be adduional costs per
employee. Mutual fund famales some-
nimes offer defined contribution plany ag
novensd i youw investim iheir funds

Starting in 2002, small employers
with 1K) or fewer employees will be eli-
gible for a nonrefundable tux credil of up
£ $500 per vear for each of 2 retirement
plan’s first three years 1o help oifset plan
staft-up costi, Thhe credit will be unavails
able tn any employver that mainisined a
Tﬁan frr \1|hn.|.='nr|all:_|.' the same -:mpln:..-
ees during the presinas thnee sears

Summary of plan attributes

Campanng prott shanng and defined beselt plans

pension plan,

Oine of the moss inceresting aspects of
2 defined beénefit pension plan is that the
'phm'1 FUEE — u:u.:l]:,-' the beisiness"s
owner — langels o desired lavel of retine-
menl meome. An octuary then neparis
hew much must be crntributed esch wear
1 reach that goal. Anoual comtribuitions
may change based on compersation lgv-
els o investment redisms,

Defined benehit plans do not have a
percentage limitation like profit sharng or
money parchass plund, The contibition ks
sctusnally computed o wpply a fized
muonthly benefit for ife ai retirernent. Por
2001 and 2002 the retirement benelit may
be egual to 100K of cusrent cnmpeniation
up o a il retrrement income of
$140,000 and § 160,000 respectively, if the
wial security nermal retirement age i
135, In many cases, an earler edirement i
mee beneficial, allowing the rwrer g re-
tire sonner and Lake Larger tax deduclnm
fmem increased anmul pension coedribu-
tins, Fetrrement oo boreduced foran
age print tn 612 @nd increased il benefits
commence afier age 63

Although a deflined benefit plan cun
turbocharge retsrement plannang, W im-
poses. mone demands and cosis on the

Wisich plan is best?

Tirais a $7-year ald entrepeencur who
pays hernell 51 TOUNEY ammanlly and has a
profesainnal eomporation with fwo g
ployees, Charles and Inprid. Thirty-
seven-vear-old Charles eams S48.400
while 2R-vear-old lnprid eams $33.000
The corporation nets $1 500000 per year
afier salaries. What is the beat retirement
plan for Tina and her company?

In the ehurt, Tina leoks over her ap-
Isieni Leing cuirren qlar:,l levels, Ineach
of the defined comiributinn plans — pro.
portinnate percentape fommala, integra-
ed with Social Security, age-welghied
and eomparability albascation by glpss —
she ig Ewi'ns Tt :mplrl:rua. bedween 7%
e J2% of the total condribution, Under
the delined benelit plan, she i giving her
emplayees 8% of the 1o0al erntnbution

Albrugh oo increasingly comples
1ax eoide vimually demands profestional
dvice when evaluating and seiting up o
retiremert plan, the mast impofant tang
1% B Rlarn :nnlnhulmg s much as poass-
hle an weon as poesible. That cun make
the difference between o relaxing refire-
ment of 4 tasing nne.
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