Mini-Case (30 pts)
For full-credit, I am looking for answers that are factually correct and that shows/ explains your work should there be a question that requires any type of calculation. Your responses should be in your own words.  Not copied directly from the text.  Remember, I will check for plagiarism.  

Mini Cases: (Hint: Don’t forget to read the footnotes!)
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1. [bookmark: _GoBack] What is the most that bubbles could contribute to the profit-sharing plan for the current year assuming this salary deferral stay constant?


2.  What is the actual deferral percentage for the highly compensated employees? 



3.  What is the actual deferral percentage for the non-highly compensated employees? 


4.  Does the plan pass the ADP test? Why or why not and what can the company do if the plan does not pass the test?







Kryptonite is a telecommunications provider located in Iowa with hundreds of thousands of employees. Their CEO, Clark Klein, is considering the replacement of their expensive Defined Benefit (DB) Pension Plan which requires large contributions every year with a 401(K) where the employees will bear the investment risk. The majority of the workforce is young, and the top executives are all in their 50s and 60s.



5.  Clarks top financial advisor, what type of qualified retirement plan would you recommend instead of the 401(k) if he wants the majority of the benefits to accrue to the top executives? Please support your answer in 3 to 4 sentences. 

6.  An intern who works for you recommend utilizing a DB/K plan, which is a combination DB and 401(k) plan. What is your opinion of using such a plan in this case?


7.  Who would benefit the most from the change away from the DB plan to a 401(k)?

8.  What is the maximum contribution to a 401(k) of a worker age 56, $20,000 per year as a factory work out with Kryptonite?




9.  Lois Kent has been with kryptonite but is nervous now that Clark has taken over operations. She wanted to know her options regarding taking money out of the 401(k) at a later date. You correctly tell her that she can access her 401(k) funds without penalty under what eight circumstances?




10.  Clark has heard that the ADP testing is an issue for 401(k) plans. What are the 3 ways to minimize this issue? Please provide 3-4 sentences explaining each of the three ways.







Situational Multiple-Choice Questions (15 pts)
I am looking for answers that are factually correct.

1.  The ACP test includes which of the following contributions? 
1. Employer matching contributions. 
2. Employer profit-sharing contributions. 
3. Employee after-tax contributions. 
a. 1and2. 
b. 1and3. 
c. 2and3. 
d. 1,2and3. 


	


2. Jared, age 54, earns $300,000 per year and is a participant in his employer’s 401(k) plan. Ignoring the ADP Test requirements, what is the maximum amount that Jared can defer under the 401(k) plan in 2020?
1. $19,500.
1. $26,000.
1. $57,000.
1. $63,500.


3.  Jason, age 52, is a highly compensated employee who earns $300,000 per year and is a participant in his employer’s 401(k). His employer also made a 20% profit sharing plan contribution during the year. Ignoring the ADP test requirements, what is the maximum amount that Jason can defer under the 401(k) during 2020?
1. $0.
1. $6,500.
1. $19,500.
1. $26,000.
4. Jacques, who is age 45, has just resigned from his current job. He worked for Ace, which sponsors a cash balance plan and a standard 401(k) plan. Each of the plans uses the longest permitted vesting schedule and both plans are top heavy. He has a balance of $40,000 in the cash balance plan, has deferred $20,000 into the 401(k) plan and has employer matching contributions of $10,000. If he has been employed for three years, but only participating in the plans for the last two years, how much does he keep if he leaves today? 
a. $20,000. 
b. $30,000. 
c. $60,000. 
d. $64,000. 
5. Bobby owns Advertising Solutions, Inc. (ASI) and sells 100% of the company stock on July 1 of the current year to an ESOP for $3,000,000. Bobby had an adjusted basis in the ASI stock of $450,000. If Bobby reinvests in qualified replacement securities before the end of the current year, which of the following statements is true?
1. Bobby will not recognize long-term capital gain or ordinary income in the current year.
1. Bobby must recognize $2,550,000 of long-term capital gain in the current year.
1. Bobby must recognize $450,000 of ordinary income in the current year.
1. If Bobby dies before selling the qualified replacement securities, his heirs will have an adjusted taxable basis in the qualified replacement securities of $450,000, Bobby’s carryover adjusted basis.


6.  Which of the following statements concerning stock bonus plans and ESOPs is(are) true?
1. They both give employees a stake in the company through stock ownership and allow taxes to be delayed on stock appreciation gains.
1. They both limit availability of retirement funds to employees if an employer’s stock falls drastically in value and create an administrative and cash-flow problem for employers by requiring them to offer a repurchase option (a.k.a. put option) if their stock is not readily tradable on an established market.
1. 1 only.
1. 2 only.
1. Both 1 and 2.
1. Neither 1 nor 2.


7. Emily, age 58, has been a participant in the Icon, Inc. ESOP for fifteen years. She plans to retire at 65. At the end of this year, Emily’s entire account balance is comprised of Icon stock valued at $1,000,000. Emily believes that Icon has a bumpy future ahead and would like to diversify some of her ESOP investments. (She has not diversified any interest in ICON prior to this time.) How much must Icon allow Emily to diversify this year?
1. $250,000.
1. $500,000.
1. $750,000.
1. $1,000,000.



8.  Which of the following is not a requirement for the owner of corporate stock who sells to an ESOP to qualify for the nonrecognition of gain treatment?
1. The ESOP must own at least 55% of the corporation’s stock immediately after the sale.
1. The owner must reinvest the proceeds from the sale into qualified replacement securities within 12 months after the sale.
1. The ESOP may not sell the stock within three years of the transaction unless the corporation is sold.
1. The owner must not receive any allocation of the stock through the ESOP.




9. In August of 2019, Paul turned age 70 ½. He was a participant in his former employer’s profit-sharing plan. His profit-sharing plan had an account balance of $600,000 on December 31 of 2018, and $450,000 on December 31 of 2019. According to the Uniform Lifetime Table the factors for ages 70, 71, and 72 are 27.4, 26.5, and 25.6 respectively. What is the amount of Paul’s required minimum distribution for 2020?
1. $0.
1. $16,981.
1. $17,578.
1. $22,641.





10. Which of the following qualified plan distributions are subject to a 10% early withdrawal penalty?
1. Carolyn, age 56, currently employed by UBEIT Corporation, takes a $125,000 distribution from the UBEIT 401(k) plan.
1. Brad, age 60, takes a $1,000,000 distribution from his employer’s profit-sharing plan. Ten days after receiving the $800,000 check (reduced for 20% withholding), Brad deposited the $800,000 into a new IRA account.
1. Tara, age 22, withdraws $2,000 of her contributions from her 401(k).
1. 1 only.
1. 3 only.
1. 2 and 3.
1. 1 and 3.

 
11.  Rachel has attained 2 years of service with her employer, Fiasco, Inc. (FI). FI sponsors a top-heavy qualified profit-sharing plan and Rachel’s account balance within the plan is $200,000. If the plan follows the least generous graduated vesting schedule permitted under PPA 2006, and considering Rachel has never taken a plan loan before, what is the maximum loan Rachel can take, plan permitting?
1. $0. Plan loans are not permissible from a top-heavy profit-sharing plan.
1. $20,000.
1. $40,000.
1. $50,000.



12.  On April 30, Janet, age 42, received a distribution from her qualified plan of $150,000. She had an adjusted basis in the plan of $500,000 and the fair market value of the account as of April 30 was $625,000. Calculate the taxable amount of the distribution and any applicable penalty.
1. $30,000 taxable, $3,000 tax penalty.
1. $30,000 taxable, $0 tax penalty.
1. $120,000 taxable, $12,000 tax penalty.
1. $150,000 taxable, $15,000 tax penalty.



13.  Seth owns 50 percent of SM LLC, where he is the CEO. He turned 70 on May 3rd of 2019. He continues to participate in the SM LLC 401(k) plan and receive contributions to the profit-sharing plan. Which of the following is correct regarding minimum distributions from the qualified plan?
1. Since Seth is still working, he does not have to take minimum distributions until after he retires.
1. Seth must satisfy the minimum distribution rules by taking distributions by December 31st of next year.
1. Seth can satisfy his minimum distribution requirement by taking money out of an IRA.
1. Seth can satisfy his current year minimum distribution requirement by taking a distribution anytime during 2019 or up to April 1, 2020.



14.  Jerry, who was age 56, had just been called into the President’s office at Napa Sunrise, Inc. on November 12, 2019 and learned that his position has been eliminated in the recent reorganization. Unfortunately, he was devastated and was hit by a city bus while crossing the street in front of his office. He named his son, Tom, as his beneficiary. Tom had just turned 20 years old and is in college at Loyola University, in New Orleans.  Jerry’s account balance at the time of his death was $500,000. Which of the following is not correct?
1. Tom can take out 50 percent of the value of the account the first year after death.
1. Tom’s only choice for complying with the minimum distribution rules is to take out the entire balance over a five-year period.
1. Even if Tom does not take out a distribution within the first two years, he will not be subject to a penalty.
1. Tom could take distributions over his life expectancy, as determined from the single life table.



15.  Samantha, who is 54 years old, has been a participant in the LDR 401(k) plan for many years. She wants to take a distribution to pay for her niece to go to college, which is permitted by the plan. The plan permits pre-tax contributions and after-tax contributions. The plan has not been amended to offer a Roth account. Samantha contributed $100,000 in pre-tax salary deferrals and $50,000 in after-tax contributions. The total value of her 401(k) plan is $250,000. If she takes a distribution of $20,000, then which of the following is correct?
1. The entire distribution is ordinary income, but not subject to the early withdrawal penalty.
1. $4,000 will be treated as a return of basis and she will have an early withdrawal penalty of $1,600.
1. $13,333 of the distribution is treated as ordinary income and she will have a penalty of $2,000.
1. $13,333 of the distribution is treated as ordinary income and she will have a penalty of $1,333.




Discussion Questions with Open-Ended Response Questions (30 pts)
I am looking for answers that are factually correct, complete (you have responded to the full question) and show direct correlations to the key topics covered in Chapters 5, 6, and 7.  Your responses should be in your own words.  Not copied directly from the text.  Remember, I will check for plagiarism.  

1. When we covered Pension Plans, we discussed that only “Employers” can make contributions into Pension Plans.  Reflecting on Ch. 5 Profit-Sharing Plans, please discuss if or when “Employees” can make contributions to Profit-Sharing Plans.  
In your own words explain what a “CODA” is, how it’s used.  Also, describe a “CODA’s” characteristics including limitations.  Your answer should include explaining the difference between “contributory profit-sharing plans” and “non-contributory profit-sharing plans”.
 



2.  With respect to 401(k) plans, in your own words define “participation” and “negative elections”.  Please explain the purpose of the ADP/ACP tests and how do they work? How are the ADP/ACP tests calculated? What are the remedies available to an employer who fails the ADP test?  In your own words explain “Qualified Non-Elective Contributions” & “Qualified Matching Contributions”. Your answer should include their how they are calculated and their vesting schedules.  Please explain how they are used to correct the ADP tests.  Can you think of any time when an employer would choose to not use ADP and ACP testing?  What alternatives does an employer have to ADP and ACP testing?  Please discuss any rules associated with the alternatives.





3. Assume a client who owns their own business comes to you for advice on establishing a Profit-Sharing Plan, in particular a “Stock Bonus” Plan.  Please explain the required characteristics of stock bonus plans to your clients  & give them at least three distinctions between profit sharing plans and stock bonus plans.  In you own words define Net Unrealized Appreciation (NUA) & discuss its tax advantages. 
Now assume, you are presenting at a conference for Stock Bonus Plan Participants.  Participants in attendance come from both Publicly Traded & Privately-Owned Corporations.  They are confused about the “voting rights” of Stock Bonus Plans.  What would you advise them? 


4.  In your own words define ESOPs and discuss when they are used. For the owner of a closely held business to qualify for the “non-recognition of capital gain treatment” certain requirements must be met. Please explain these requirements. Your answer should include a definition of “qualified replacement securities” and include several advantages/disadvantages of an ESOP. Additionally, please describe  a “put option” for an ESOP.  When do you think employees would want to use a “put option” for an ESOP? 




5.  A client comes to you with questions about taking distributions from their retirement savings for their retirement income needs. Please describe their “direct rollover” options from their qualified plans and their “in-direct rollover” options from their qualified plans.  Your answer should include the processes & requirements of conducting each rollover option as well as any potential tax implications associated.  In your own words explain “Basis” & how it is created in tax-deferred plans. Why do you think this is important when considering distributions from tax-deferred plans?






6. A client approaches you with questions regarding distributions from their qualified plans. Your client is very young, age 40 and needs additional money to for a year-long luxury trip around the world.  What would you advise your client about taking distributions from their 401(k) plan for this expense? Your answer should include any tax and penalty implications they many face as well as an explanation of the early 10% Distribution Exceptions for Qualified Plans.  The same client is also concerned about their father’s retirement plan.  Their father has never taken a distribution from their 401(k) plan and is 80-year-old.  What would you advise your client about “Required Minimum Distributions” (RMDs) and how does this impact their father?  Your answer should include describing RMDs, their requirements, how they are calculated and associated penalties. 
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ITEM SET 6: QUALIFIED PLAN RULES

Bubbles LLC is a web design company that operates out of Boulder, Colorado. Mark and Jeff started
Bubbles twenty years ago and it has grown to be one of the more sizable web development firms in
Colorado. Bubbles offers a 401(k) /profit sharing plan with a Roth account option. The plan has the
following characteristics:

Eligibility: age 21 and one-year of service

Match: dollar for dollar match

Vesting: 20% per year (years 1 through 5)

Highly compensated definition: uses top 20% election

Profit-sharing contribution: Bubbles generally makes a sizeable contribution, but the percentage
varies.

e The plan has been amended to permit in-plan Roth rollovers.

¢ The plan permits rollovers from other qualified plans and IRAs.

EE# Employee @ Ownership Age Tenure Salary Deferral
1 Mark 60% 48 20 Years $200,000 $10,000
2 Jeff 30% 49 20 Years $150,000 $15,000
3 Chad 6% 33 15 Years $75,000 $5,250
4 Josh 4% 42 10 Years $85,000 $5,100
5 Alex 0% 58 8 Years $60,000 $0
6 Shay 0% 29 6 Years $75,000 $4,500
7 Lisa 0% 53 4 Years $50,000 $0
8 Alison 0% 19 2 Years $60,000 $0
9 Chung 0% 25 8 Months $24,000 $0

10 Chau 0% 19 6 Months $18,000 $0

ote: Shay is Jeff’s daughter.

e graduated from the art institute five years ago.





