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* |n providing for a better retirement, public school
employees have used a 403(b) plan to invest using
pre-tax dollars. With a 403(b) plan, your investment
grows tax-deferred until you take distributions, at
which time the initial investment plus all interest,
dividends, and capital gains are subject to income
tax. A 10% penalty beyond normal tax rates may
apply for withdrawals taken before age 59'/2. For
those who have a 403(b) plan, your contribution
limit for 2006 is $15,000, with annual increases
indexed at $500 increments through 2010.

A 457(b) is a district-sponsored deferred compen-
sation plan that also allows you to invest pre-tax
dollars but provides access to your money if you
separate from service prior to age 59'/2. Like a
403(b) your investment grows tax-free until you take
distributions, at which time the initial investment
plus all interest, dividends and capital gains are
subject to income tax. It's also a good way to
shelter accumulated vacation and sick pay that has
been earned but not yet received when you decide
to terminate. With a 457(b) plan, you're able to defer
another $15,000 in 2006, then annual increases are
indexed at $500 increments through 2010.

Two special 457(b) catch-up provisions add
extra incentive. There's a $5,000 special Age
50+ catch-up provision for 457(b) plan hold-
ers who reach age 50 at any time during the
calendar year. A special 457(b) Pre-Retirement
Catch-up is available in the last three full tax-
able years ending before the year the partici-
pant attains normal retirement age under the
District's 457(b) Plan. (Note: this special
catch-up contribution may not be used in the
final year of service.) The catch-up allows
employees the opportunity to contribute twice

the annual deferral limit for each of the three
years. Since this catch-up is considered a
“missed opportunity”, the 457(b) Plan must
have been established by the school district
for the full time period prior to election. Unlike
the 403(b) Catch-up rules, if the 457(b) Pre-
Retirement Catch-up is elected, the Age 50+
Catch-up can't be used simultaneously and
vice-versa,

Your employer may also contribute to your
457(b) plan subject to the annual rules regard-
ing 457(b) contribution limits (i.e., $15,000 plus
either of the catch-ups if they apply). And with
the MEA Financial Services 457(b) program,
you have a choice of investments.

* With 457(b) plans, distributions can be taken if

you're separated from service, regardless of age,
or have attained age 70'/2.

If your school plan permits, you can take a loan
against your 457(b) plan or take distributions for
unforeseen emergencies.

* Also, regardiess of age, a special low-balance dis-

tribution can be requested provided that your
school plan permits it and your account is less
than $5,000, you have made no contributions into
the account for at least two years, and you have
never taken a distribution from your account.

* |f your school has adopted a 457(b) plan, a sim-

ple payroll reduction procedure should be in
place. Once your 457(b) is established, the
funds may be rolled over into other retirement
plans including 403(b) plans, 401(k) plans,
IRAs, etc. if permitted by your school's plan.
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