
Clients create 401(k)s and other qual-
ified plans to benefit themselves as own-
ers of a company and also to attract,
retain and benefit employees. But advi-
sors need to watch the pot here, or
make sure a qualified plan adminis-
trator is doing that. Adopting an

employer sponsored plan and not having
it properly maintained is like getting an
expensive new car and never taking it in
for service. Eventually, something bad
will happen and the damage can be
irreparable! If the employer plan is
not properly maintained, the result
can be disqualification of the plan.
Disqualification is serious business. It
not only means that the plan ceases to
exist, but also that all funds in the plan
become immediately taxable - to the
employees - and prior tax deductions the
employer has taken for plan contribu-
tions may be lost, adding taxable income
and penalties to the employer. The cost
of a plan disqualification can be devas-
tating. In some cases, lesser penalties
may apply, such as the employer being

required to pay the IRS a penalty.
Let’s take a look at what happened
to Paul.
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Now is the time to make sure your
clients are contributing the maximum
they can to their company plans, IRAs
and Roth IRAs. To help you, Denise
Appleby, APA, CISP, CRC, CRPS,
CRSP, has once again created a compre-
hensive chart that shows you the maxi-
mum amount that can be contributed to
all types of company plans and IRAs,
specifically when a client is active both
as an employee of a company and as a

self-employed business owner. You may
be surprised at just how much clients in
these situations might be able to sock
away.
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