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WEeLcomE MESSAGE

Thank you for choosing Colonial as your 401 (k) plan provider. Colonial is committed to making the
process of administering your 401 (k) plan as simple and efficient as possible.

SEeLecTED FEATURES INCLUDE:

IRC Section 415 Limit Testing - Section 415 limits contributions that may be allocated to an
individual account in any plan year. (Currently, 25% of taxable compensation or $30,000, whichever is
less.) Colonial's software assists you in keeping within prescribed contribution limits.

Top Heavy Testing - a plan is top-heavy if the total account balances of key employees exceeds
60% of the total account balances for all employees on the determination date. This software deter-
mines if the 60% limit is exceeded, and therefore whether or not the plan is top-heavy.

Vesting Analysis - vesting refers to an employee’s non-forfeitable ownership of his/her account
balance, based on a vesting schedule which corresponds to years of service with the company.
Colonial's software estimates each participant's vested percentage based on specific plan parameters
and assumptions.

Discrimination Testing - ensures salary deferrals under the plan do not discriminate in favor of
the highly compensated employees. The Colonial 401 (k) Software performs Actual Deferral
Percentage (ADP) testing, which compares the average deferrals of highly and non-highly
compensated employees, and Actual Contribution Percentage (ACP) testing, which compares
the average employer matching and employee after-tax contributions of highly and non-highly
compensated employees.

We hope the Colonial 401 (k) Software proves helpful and we appreciate your continued confidence
in Colonial. If you have any questions or comments, please call Colonial Retirement Plan Services at
1-800-799-7526 (PLAN).

Sincerely yours,

Z LDt

Frank X. Quirk
Vice President
Retirement Plan Services

New legislation has recently been signed into law. This legislation contains a number of pension simpli-
fication provisions that will impact the administration of 401 (k) plans beginning in 1997. Colonial
will be pleased to provide you with additional information in the near future.



ABour THIs SOFTWARE

This software was designed specifically to assist employers who adopt the Colonial prototype
401(k) plan in performing certain tests required to maintain the plan’s qualified status under the
Internal Revenue Code. While every effort has been made to ensure the accuracy of the informa-
tion presented, it is impossible for this or any other software to fully reflect the complexity that
currently exists in the qualified plan area, and the diversity among employers. Colonial cannot,
therefore, accept responsibility for the appropriateness or effectiveness of the software in any
particular employer’s situation. As always, we strongly suggest that you consult with your own tax
or legal advisers.

The software is designed primarily for corporations with a single qualified plan. The special rules
that apply to self employed individuals, partners, and employers with multiple plans have not been
reflected in the software. (For example, partners must, under IRS regulations, treat matching
contributions as elective deferrals.) Further, the software is designed primarily for full plan years.
If you have a short plan year you may need to pro-rate some of the testing limits (for example, the
$150,000 compensation limit under IRC Section 401 (a) (17)). Finally, employers who maintain a
section 125 cafeteria plan may have to make adjustments to reflect the effect of Section 125 elec-
tive deferrals on the definition of compensation for section 401 (k) and section 415 testing pur-
poses.



InsTaLLinG THE SOFTWARE

[\

Turn on the computer.
At the DOS prompt, type WIN.

Press Enter.

REesuLT
The Microsoft Windows Program
Manager Screen will appear.

Use the mouse to move the pointer to the
Main folder.

Double click the left mouse button.

REsurt

You will see the contents of the Main
folder.

Use the mouse to move the pointer to the
File Manager icon.

Note: if you do not see the File Manager
icon in the Main folder and you cannot
locate it in another folder, contact your
company's computer support depart-
ment,

Double click the left mouse button.

REsuLT
You will see the contents of the
computer’'s € Drive.

Insert Disk 1 of the Colonial 401(k)
Software into your computer’s 3!/z inch
disk drive.

FYI

The Colonial 401(k) Software is available only for computers
running Microsoft Windows®© Version 3.1 or higher.

Some calculations use the current date as a reference. There-
fore, it is important that the clock in your computer be set to the
current date. .

For more complete information about using MS-DOS and

Microsoft Windows, contact your company's computer support

department.



10.

11.

12.

13.

14.

Use the mouse to move the pointer to the
appropriate icon for your computer’s 3!/2
inch disk drive (usually the A Drive).

Click the left mouse button.

Resurr
You will see the contents of the Colonial
401(k) Software program disk.

Use the mouse to move the pointer to the
file named setup.exe.

Double click the left mouse button.

Resurt
You will see the Colonial 401(k) Soft-
ware Setup dialogue box.

Use the mouse to move the pointer to the
Continue button.

Click the left mouse button once.

ResuLt

The installation process will begin.
Note: Installation time may take several
minutes, based on your equipment

14.1 A box will appear that shows the
progress of the installation proce-
dure.

14.2 When the contents of Disk 1 is
installed, you will be asked to install
Disk 2.

I; If you want to install the COL401K in a different directory

and/or drive, type the name of the directory.

Install To: | C:\COL401K

To quit Setup, choose the Exit button,

Continue J Exit Setup

Iz s e A e T

Colonial 401(k) Software

Source file:
ANCOL401TK.IN_

Destination file:
C:\WINDOWS\COL401K.INI

B o |




15.
16.

17.

18.

19.

20.

21.

Eject Disk 1.

Insert Disk 2 of the Colonial 401(k)
Software into your computer’s 3!/z inch
disk drive.

REsuLT

A dialogue box asking if you wish to
proceed with the installation process will
appear.

Use the mouse to move the pointer to the
OK button.

Click the left mouse button once.
REesuLt
The installation process will continue.

When the installation process is com-
plete, a dialogue box will appear.

Use the mouse to move the pointer to the
OK button.

Click the left mouse button once.

Colonial 401(k) Software Installation is

Complete!

_OK |




ImporTiING RECORDS

This procedure is for Colonial 401 (k) Plan
clients’ using the prior version of the Colonial
401 (k) Software.

1. Use the mouse to move the pointer to the
File menu.

2. Hold down the left mouse button.

REsurt
You will see the File menu.

3. While holding down the mouse button,
drag the pointer down the menu to
import DOS Data.

4. Release the mouse button.
Resurr
You will see the first Select File screen.

5. Use the mouse to move the pointer to the
hard drive icon to the left of the e:.

6. Double click the left mouse button.

Resurr

You will see the contents of the e: drive
displayed in the window on the left side of
the screen.

7. Use the mouse to move the pointer to the
elevator box, located to the right of the
window in which the contents of the
c: drive is displayed.

8. While holding down the mouse button,
slide the elevator box down the shaft
until you see the Colonial folder.

9. Release the mouse button.
10. Double click the left mouse button.

'F\',";"I"
1= -

Please enter the path of the DOS file you would like to import.

—'3 i

(Ibatchi

i ccmail
I col401k
1 colonial
Cldell
ldos

* dat




11.

12.

13.

14.

15.

Use the mouse to move the pointer to the
Colonial folder.

Double click the left mouse button.

REesuLt

You will see the data file contining the
records from the prior version of the
Colonial 401 (k) Software displayed in the
window on the right side of the screen.

Use the mouse to move the pointer to the
data file.

Click the left mouse button once.

REsuLT

The name of the data file will be high-
lighted and the complete path name will
appear in the window above the OK and
Cancel buttons.

Use the mouse to move the pointer to the
OK button.

.

o Nl e e W
TR _'{’vjfy.__’, Cile:

Please enter the path of the DOS file you would Iike to import.

___

e\ |

abc.dat

~ [er\colonialabe.dat ]




16.

17.

18.

Click the left mouse button once.

Resurt

A dialogue box notifying you of the
number of records in the original data file
will appear.

Use the mouse to move the pointer to the
Yes button.

Click the left mouse button.

REsurt

A dialogue box notifying you that the
records from the prior version of the
Colonial 401(k) Software were
successfully imported will appear.

Note: because the prior version of the
Colonial 401(k) Software did not have
fields for Social Security Number,
Birth Date, Hire Date, and Plan Entry
Date, these fields must be manually
updated. The software will automatically
create default values for some of these
fields. These default values must be
changed to reflect the correct data.

. Use the mouse to move the pointer to the

OK button.

@ There are 9 records in the file. Continue?

Yes No

The data has been successfully imported. Each
employee has been assigned a sequential Social
Security number. The Hire Date and Plan Entry Date
have been defaulted to today’s date. Please verify all
information before continuing. Note that Relations will
need to be reestablished.

oK !
Colonial 401(k) Software v|$

Eile Edit Parameters Definitions Help

COLONIAL [[ie] «]» (/@[] 1 [=em
7 Mutu_alFund_g. PReT. | mack | MEXY | tast | wmw | 9AVE |DELETE | PResT
Employssinfo| | DiscriminationTast | TopMeavyTest |  4157Test |  PRsports
IFIND: Anderson, Marcy | #/ oo e
Bacial Security No.  |000-00-0001 Hirn Dato: b 07/31/1986
LestHame: ' ' ' |Anderson Pian Eniry Date: 072111008
First Name: I_Marcy i Data:

Middis inltinl: B

———— et —————

I G Con naation: i nzrsw_m NHMHW. "

40109 Deterrni: $3,000.00| | [ Nen-Highly Compenastad

Taxabis Compensstion: [ $64,600.00 {7 eovters

ARsr Tax Contribution: $0.00 [~ AcChiid Under 192 Years Oid or Spouse

B ! $2,300.00 rpmnmou«m«mn-r

Other Employms Contributions: $0.00| m_[“ | o
Qnec: $0.00 - 2z
Adjusted Account Balanoe: $0.00 [ Key Employes

Record 1 ol @




Running THE PROGRAM

1. Turn on the computer.
At the DOS prompt, type WIN.

3. Press Enter.

Resurt

The Microsoft Windows Program
Manager Screen will appear.

4. Use the mouse to move the pointer to the
Colonial 401k Software folder.

5. Double click the left mouse button.

REesuLT
You will see the Colonial 401(k) Soft-
ware icon. /’

6. Use the mouse to move the pointer to the  ¢oniaia0ik
Colonial 401(k) Software icon. Software

7. Double click the left mouse button.

Resurt

You will see the Colonial Mutual Funds
Splash Screen.

8. Use the mouse to move the pointer to the x;: LO NIAL
¢ MUTUAL FUNDS

Begin button.

401 (k) Software

Colonind nsesnnent Services, Tne




9. Click the left mouse button once.
IF You ARE RUNNING THE SOFTWARE FOR
THE FIRST TIME

You will see the Database is Empty
dialogue box.

o The database is empty. Ready to add a record.

2AckR

9.2 Use the mouse to move the pointer
to the OK button.

9.3 Click the left mouse button once.

RosuLr Coln@la0i(gSolware P
A blank Employee Info screen will  goicEdit Parameters Fefinifions Help
appear. COLONIAL {|i¢| «|= (=@ || 8 [ﬂ X
¢ Mutual Funds rmey | sack | wexy | wast | wew | sawve |pelEE| Pram
“Employesfa. | | Ok fonTest | TopMeavyTest |  a15Test |  Repom
Social Sacurity No. Mirs Date:
First Hame: j ] | T fon Dale: |
Aldctie Intint: ] -
Gross Compensalion: [ Highly Compenastad
501(k) Daterral: Fumﬂw:a'n_______ p.mmuh
Tazable Componsstion: (i pune
A Tax Contribution: | .} [~ A chiid Under 19 Yeara Oid or Spouse
Matohing Contribirtion: r?miifmolduohorum
Other Employes Contritutions
or[
) Do e i |
Adjusied Account Balanos: [ Key Employss

Ir OnE or MorE RECcORDS HavE

ENTERED IN THE DATABASE

You will see the employee record for the ~Cglagl§ I&ASLI m:: “: :ﬂ > E E u!u @Exrr'
first employee (listed alphabetically) in G EAY ] _
the data base. Employssinte | Dictimination Test |  TopHeavyTest |  415Test |  Repons
[r-um— (Adams, MarkA | %] | ppoee:  [01H0/1948
Boclal Security No. [111-22-3333] HimDets: [06/20/1987
| Last Hame: Adams Plan Entry Data: 01/01/1596
| First ame: [Mark Termination Date:
| idets inttiat:- [:l:] 4 il e e S
Gross Compensation: | §80,000,00] | /X Mishly Compenastes
Taxable Compenastion: : e A
Aot Thx Cartintions’ $0.00 r‘amﬂumuhmoncrapm |
Maiching Contribution: $1,25000] | m“‘thwﬂdwum
Oihar Empioyes Contributions: $1,500.00 --w’i i
oHec: $0.00] |
Adjusted Acoount Balance: s‘ls,nuu._l_lq Rm Employse
st : it
10

_Colonial 401(k) Software
File Edit Parameters Definitions Help




CHANGING THE CONFIGURATION SCREEN

The information on the Configuration
screen is used when the Discrimination, Top
Heavy, and 415 Tests are run. This informa-
tion may be changed annually, in conform-
ance with IRS regulations. Colonial will send
you updated information, when available,
each calendar year.

1. Use the mouse to move the pointer to the
Parameters menu.

2. Hold down the left mouse button.

REesurt
You will see the Parameters menu.

3. While holding down the mouse button,
drag the pointer down the menu to
Configuration.

4. Release the mouse button.

REsuLT

You will see the Configuration Informa-
tion screen.

Note: Colonial has preloaded the Con-
figuration Information based on the 1996
plan year. This information reflects the
1996 limits in effect as of January 1, 1996.

5. Enter new information in each field as
needed, as indicated under Field/
Button Definitions.

Note: Use the mouse or the Tab key to
maneuver the cursor around the screen.

» The mouse will move the cursor to a
specific field by moving the pointer to
the field and clicking the left mouse
button once.

 The Tab key will move the cursor from
field to field, in the order the fields
appear on the screen.

« Enter your company name (if desired).
This name will appear on all reports.

+ Select either Gross Compensation or
Taxable Compensation by using the
mouse to position the pointer on the
white box located to the left of either
selection and clicking the left mouse
button once.

6. Use the mouse to move the pointer to the
Save button.

7. Click the left mouse button once.

Vestlng Schedule

Password

~ Company Name: ) Your Company's Name
PlanYearEnd: 1996 ::
. Compensation Limit: $150,000.00
401(k) Deferral Limit: $9,500.00
HCE Percent Ownership: ) 5 %
HCE Salary' e 5 $100,000.00
HCE Top 20% Salary: $66,000.00
HCE Officer Salary $60,000.00
Plan EffectiveDate:  01/01/1996
Top I-l::aavy‘i’etcont: % 60 %
415 Total Contribution Limit: san,ouu 00 %Limit 25
Discrimination Tutlng Based On:

Vi n!arucacompensatlon I"Tmbia 7 g:m:o D

Database Path: [c:\com1mouo1u._m T




CHanging THE VESTING SCHEDULE

1. Use the mouse to move the pointer to the
Parameters menu.

2. Hold down the left mouse button.
Resurr
You will see the Parameters menu.

3. While holding down the mouse button,
drag the pointer down the menu to
Vesting Schedule.

4. Release the mouse button.

ResuLr " Vesting Sched _
You will see the Vesting Schedule -Vesting Schedule Based On:™
screen. Hire Date @
Note: Colonial has preloaded the Vesting Plan Effective Date o
Schedule, as indicated in this example.
Make changes as required based on the -Combpleted Years of Servicer
elections made in your Plan Adoption P 3
Agreement. 1Year: 0 %

5. Enter information in each field if needed, 2 -}ws: 20 %
as indicaled under Field/Button Defini-
tions. 3Years: 40 %
Note: Use the mouse or the Tab key to 4Years: 60 %
maneuver the cursor around the screen. ! ' = B

* Select either Hire Date or Plan
Effective Date, as indicated in your
Plan Adoption Agreement, by using
the mouse to position the pointer on | save Cencet | Pant
the white “radio button”, located to the °
right of each selection, and clicking
the left mouse button once.

* The Completed Years of Service
for Vesting should be completed as
indicated in Section XI of your Plan
Adoption Agreement.

» The mouse will move the cursor to a
specific field by moving the pointer to
the field and clicking the left mouse
button once.

 The Tab key will move the cursor from
field to field, in the order the fields
appear on the screen.

6Years: 100 %

6. Use the mouse to move the pointer to the
Save button.

7. Click the left mouse button once.



CHANGING THE PASSWORD

1.

2.

Use the mouse to move the pointer to the
Parameters menu.

Hold down the left mouse button.

ResuLtr
You will see the Parameters menu.
While holding down the mouse button,

drag the pointer down the menu to
Password.

Release the mouse button.

REesurr
You will see the Password screen.

Type your new password in the field
under Enter your new password.

Verify your new password by typing it
again in the field under Verify your new
password.

Note: Use the mouse or the Tab key to
maneuver the cursor around the screen.

 The mouse will move the cursor to a
specific field by moving the pointer to
the field and clicking the left mouse
button once.

e The Tab key will move the cursor from
field to field, in the order the fields
appear on the screen.

Use the mouse to move the pointer to the
OK button.

Click the left mouse button once.

) Configuration

Vesting Schedule

Verify your new password.

Enter your new password.

0K |



Apping A New EmpPLOYEE RecorD

1.

Use the mouse to move the pointer to the
New button in the command bar.

Click the left mouse button once.
IF THERE ARE No RECORDS IN THE
DATABASE

You will see the Database is Empty
dialogue box.

2.1 Use the mouse to move the pointer
to the OK button.

2.2 Click the left mouse button once.
Resurr
A blank Employee Info screen will
appear.

2.3 Type information in each field as
indicated under Field Definitions.

0 The database is empty. Ready to add a record.

N

Colonial 401(k) Sottware hdth |

File Edit Parameters Definitions Help

COLONIAL |[j«| «[= (/@[] 8 [T
¢ Mutual Funds mast | mack | wexr | wasy | wew | wave fosies| prom [T
Employoainio. ] DiecrimipationTeat | TopHearyTesl | #Tesh | faporte
s [ oo 13 | mumonm:
SockiSecurityNo. | | Hire Date:
Lant Nama: Bt Date,
FirstHame: {1} Pncmioation Dete:
Widdie inRial: j ::___I—r;-—'-—1_._
Gross Compensation: | 1 Highly compensamd
401(K) Dolerral: FWW
Taxable Compensation: - | R f
Aftar Tax Contribution: [ A Child Under 19 Years Old or Spouss
Matching Contribution: !"_#_e:"uuvmoumwumm
Other Employes Contributiona:
GNEC: : of:[ ] ¥
MMM [~ Kay Employes
[T f

14




Use the mouse to move the pointer to the
New button in the command bar. ﬁ

Click the left mouse button once. NEW

Ir ONE 0rR MoORE RECcORDS HAVE BEEN Colonial 401(k) Software
ENTERED IN THE DATABASE File Eﬁ Parameters Definitions Help

You will see the Employee Info screen CQLE}I;IIAL ] 4= o] =] D!ﬁ z =
. . HEW
for the first employee (listed alphabeti- #¢ Mutual Funds ABAT | BAcK | Nt savE |
cally) in the data base will appear. Enployseinie | Dloiinaton ot | TopHeeyTost | 41Tes | eponn
B _ [Adams, MarkA | % Bith Ot 0171011548
Sockal Bacurtty o, [111-22-3333| i HieDsts:  |06/20/1987
Last Nama: Adams ‘Plan Entry Date: 01/01/1986
Firal Nama: Mark Tormination Date:
Gross Compensation: $80,000.00] | X Hishly Compenssted
401(K) Deforral: $5,000.00] | L ton oy Compeoned
Tuxabis Compensation: - [ §7apo0m0 | 1 . f
Aftor Tax Contribution: [ $0.00] [~ A Child Under 18 Yeara Old or Spouse
Matohing Contribution; §1,250.00] | [ pmdnmw«om«m
Other Employee Contributions: 51,500.00
anEc: ; so.00] | ! | 8]
Adjusted Acoount $15,000.00 | X Key Empioyes
Fecord 1018 T




Note: Use the mouse or the Tab key to
maneuver the cursor around the screen.

* The mouse will move the cursor to a
specific field by moving the pointer to
the field and clicking the left mouse
button once.

* The Tab key will move the cursor from
field to field, in the order the fields
appear on the screen.

* Select Highly Compensated Em-
ployee or Non-Highly Compensated
Employee, A Chiid Under 19 Years
Old or Spouse or A Child 19 Years
Old or Older or Other Family Mem-
bers, and/or Key Employee by using
the mouse to position the pointer on
the white box located to the left of each
selection and clicking the left mouse
button once.

If A Child Under 19 Years Old or Spouse
or A Child 19 Years Old or Oider or Other
Family Members is selected, the HCE the
employce is related to must be indicated.

3. Use the mouse to move the pointer to the
Down Arrow button located to the right
of the Of field.

Note: Do not type names in this field,
since only HCEs already added to the
database can be used.

4 . Click the left mouse button once.

Resurt

A list of HCEs whose records have been
entered in the data base will appear.

5. Hold down the left mouse button and use
the mouse to “scroll” through the list of
names.

6. When the name of the appropriate HCE
is highlighted, release the left mouse
button.

Resurr

The name of the selected HCE will
appear in the Of field.

Field Definitions

Personal

Soclal Security Number - the employee’s Social Security number
(hyphens are automatically inserted). The social security number must
be entered in the format 30000000 or x:xx-x0x. If an incorrect format
is used, the following dialogue box will appear:

® The Social Security Number must be 9 digits long.

e

Of:

Last Name - the employee's last name,
First Name - the employee's first name.
Middie Initlal - the employee’s middie initial.

Adams, ary
Carr, Beth




Field Definitions cont.

Wages & Contributions
Numbers can be entered in these fields with or without dollar signs,
commas, and decimal points.

Gross Compensation — an employee’s total compensation (normally what
is reported as W-2 wages increased by any Section 401(k) and Section
125 elective deferrals). For self employed individuals, gross compensa-
tion is net eamnings from self employment. If an amount greater than
$150,000 is entered, the following dialogue box will appear:

(= Colonlal 401(k) Software = ||

This record’s compensation amount qualifies it
as a Highly Compensated Employee.

| ok |

When you press OK, the following dialogue box will apper:

1= . Colonial 401(k) Software = |
i Only $150,000.00 will be taken into account |
| during ACP/ADP testing.

401(k) Deferral — the amount deducted from the employee's gross pay
before taxes are calculated. If the amount exceeds the amount exceeds
the 401(k) Deferral Limit shown in the Configuration Table, the following
dialogue box will appear.

- Colonial 401(k) Software

|

: The 401(k) Deferral amount should not be
I 6 greater than the 401(k) Deferral Limit of

I 9,500.00 in the Configuration table.

| oK |

Taxable Compensation — the employee’s gross compensation less
the amount of the 401(k) deferral (calculated automatically).

After Tax Contribution — the amount deducted from the employee'’s net
pay after taxes are deducted.

Matching Contribution — the amount the embloyer contributes to the
plan on behalf of the employee based on the employee's 401(k)
Deferral. 2




Field Definitions cont.

Other Employer Contributlons — any other employer contributions
included as annual additions for Section 415 testing, including discre-
tionary profit sharing contributions, top heavy minimum contributions,
and reallocations of forfeitures.

QNEC (Qualified Non-elective Contribution) — a 100% vested non-forfeit-
able contribution made by the employer to the plan on behalf of all Non-
Highly Compensated Employees eligible to participate in the plan. If a
value greater than zero is entered in this field and the employee is
marked as highly compensated, the following dialogue box will appear:

Adjusted Account Balance — the employee's plan balance used in
performing Top Heavy testing. Refer to Appendix VI — Definitions, for
details.

= Colonial401(k) Software

Due to this employee’s QNEC value, he/she can
| only qualify as NHCE.

OK

Dates

All dates must be entered in the format MMDDYYYY, where MM is
number of the month (leading zero required if less than 10), DD is the
number of the day (leading zero required if less than 10), and YYYY is
a four digit year. Slashes “/” will automatically be entered. If an
incorrect format is used, a dialogue box similar to the following will
appear:

Birth Date — the employee’s date of birth.

Hire Date — the employee’s date of hire.

Plan Entry Date — the date the employee became a plan participant.

\= ___Colonial 401(k) Software |

0 Date of Birth is Invalid l

oK | ;

1 1

Termination Date - the date a participant’s employment ended. If the
Termination Date is less than the Plan Entry Date, the following
dialogue box will appear:

e . = " Colonial401(k)Software =~~~ =

The Termination date must be greater than or equal to the Plan
Entry Date.

|
| i) |




Field Definitions cont.

HCE Status

Highly Compensated Employee — an individual who is a 5% owner, and
any other employee who in a testing year (if one of the top paid 100
employees) or in the previous year: (a) made more than $100,000, (b)
made more than $66,000 and was in the top 20% by compensation of
all employees, or (c) was an officer and made more than $60,000. See
Appendix VI — Definitions, for details. If this is selected and a value
greater than zero is later entered in the QNEC field, the following
dialogue box will appear:

‘=0 Colonial40i(k) Software . |

Only a Non-Highly Compensated Employee may
0 Ilg_a\:g a value greater than zero entered into this
ield.

| |
e

Non-Highly Compensated Employee — any employee not meeting the
requirements for a Highly Compensated Employee.

A Child Under 19 Years or Spouse — the employee is either (a) the
spouse or (b) a child or grandchild who will not be 19 years old by the
end of the plan year, of another employee who is a 5% owner or one of
the ten highest paid Highly Compensated Employees. Refer to Appendix
Vi - Definitions, for details.

A Child 19 Years Old or Older or Other Family Member — the
employee is (a) a child or grandchild who will be 19 years old by the
end of the plan year, (b) a parent or grandparent, or (c) the spouse of
someone described in (a) or (b), of another employee who is a 5%
owner or one of the ten highest paid Highly Compensated Employees.
Refer to Appendix VI — Definitions, for details.

Note: If A Child Under 19 Years or Spouse or A Child 19 Years Old or
Older or Other Family Member is selected, the relative of the employee
must be declared or the following dialogue box will appear:

T Colonial 401(k) Software |

=

If this employee is related to an HCE, then the
HCE must be declared. Enter the related HCE by
clicking the listbox below and choosing an

employee,
OK |

Key Employee — any employee meeting the definition provided in
Internal Revenue Code Section 416(i)(1). Refer to Appendix VI -
Definitions, for details.




SEeAarcHING For RecorDs

Search by Typing the Employee’s

Initial

1. Ifyou do not see the Employee Info
screen, use Lhe mouse o move Lthe

pointer to the Employee Info file folder
tab at the top of the screen.

2. Click the left mouse button once.

Resurr Colonial 401(k) Software |

. File Edit Parameters Definitions Hel
You will see the Employee info screen. £

PCOLONIAL |[ie] e[ [+[Z[H]| 1 =
f Mutua] Funds Il Lmnsy [ Back | wext | Last | Wew | save |oetere| pnT [=—
ployes Into | Db jonTest |  Top Hewvy Test | 415 Tost 1 Reporta
| o [Adams, MarkA | 31 [ gy pure: et
Soclsl Secury No.  [111-22-3333 | Hire Date: 06/20/1987 |
Last Name: Adams Plan Entry Dats: 01/01/1996 |
First Name: Mark Termination Date: |
Middle : |
meo II HCE Status
Gross Compensation: [~ $80,000.00 X Highly Compensated
401(k) Deforral: $6,000,00 [~ Non-Highly Compensated
Tazabie Compensation: 74,000.00 i o
After Tax Contribution: $0.00 [~ AChlld Under 19 Years Old or Spouse
Matching Contribution: [ $1,250.00 r :.t':"hll';i 19 v--r- Old or Oider or Other
Other Employss Contributions: $1,500.00 |
ot:| ] 8!
QNEC: $0.00 24
Adjusted Account Batance: | $15,000.00] | [X Koy Empioyes
| Record 1 oi 6 |

3. Use the mouse to move the pointer to the
Find field.

ResuLr ‘
The pointer changes to an | Beam
cursor.

4. Use the mouse to move the | Beam
cursor to the left edge of the Find field.

5. Click the left mouse button once.

REsurt

A flashing cursor will appear at the left
edge of the Find field.

6. Type the first letter of the employee’s last
name.

Resurr

The first employee record with a last
name beginning with the letter that was
typed will appear on the Employee Info
screen.

Note: if the employee record that ap-
pears is not the record you were search-
ing for, use the Search Using the Pull
Down Menu procedure.



Search Using the Pull Down Menu

1. Ifyou do not see the Employee Info
screen, use the mouse to move the
pointer to the Employee Info file folder
tab at the top of the screen.

2. Click the left mouse button once.

REesurr Colonial 401(k) Software

. Edit P initi
You will see the Employee Info screen. gie GOR Enmmelens Definitions liep

P COLONIAL |||«| «|=» [=|E| | B =l
’; Mutual Funds || LpmsT | Back | wext | Last | New | save |oelere| Rt ||
sloreetnto | DiscriminationTeet | ToptesyTest | 4157wt | epors I
== [Adams, MarkA__| &| | g owe: 01/10/1948
Soclal Becurlty No. [111-22-3333] Hire Date: 06/20/1987
Last Name: Adams Plan Entry Date: 01/01/1996
Flrst Name: Mark Termination Dats:
Middie initial: ] e
Grosa Compensation: [ $80,000.00] | X Miahiy Compensated
401(k) Detorra: [_$6,000.00] | [ Montushly Compenssted
Taxable Compensation: IW -Thie Emploreat
Afar Tax Contributlon: [ $0.00| | [ AChAd Under 10 Years Oid or Spouse
Matching Contribution: [ $1,250.00 r é.m'&dmg;- Old or Oider or Other
Other Employee Contributions: 51,500.00 i 1 '
QNEC: $0.00 il | &
Adjusted Account Balancs: $15,000.00 [X' Key Employee
[Record 1 ol 6 I
3. Use the mouse to move the pointer to the
Down Arrow button located to the right
of the Find field.
4. Click the left mouse button once.
Resurr [ i.’
A list of employees whose records have Ad Mark =)
been entered in the data base will appear. Adams’ Mar
ams, Ma
5. Hold down the left mouse button and use Brown ,Lisary
the mouse to “scroll” through the list of b e ——
names. [Carr Beth sy i i al
. . Dunn, Brian
6. When the name you are searching for is ’ -
highlighted, release the left mouse Evans, Tom

button.

REesurr

The employee record for the employee
whose name was selected will appear.



UpbpariINg RECORDS

1.

2.

Use the Searching For Records proce-
dure to locate the record to be updated.

Type the updated information in each
field as indicated under Field Defini-
tions.

Note: Use the mouse or the Tab key to
maneuver the cursor around the screen.

¢ The mouse will move the cursor to a
specific field by moving the pointer to
the field and clicking the left mouse
button once.

¢ The Tab key will move the cursor from
field to field, in the order the fields
appear on the screen.

¢ Select Highly Compensated Em-
ployee or Non-Highly Compensated
Employee, A Child Under 19 Years
Old or Spouse or A Child 19 Years
Old or Older or Other Family Mem-
bers, and/or Key Employee by using
the mouse to position the pointer on
the white box located to the left of each
selection and clicking the left mouse
button once.

It A Child Under 19 Years Old or Spouse
or A Child 19 Years Old or Older or Other
Family Members is selected, the HCE the
employee is related to must be indicated.

3. Use the mouse to move the pointer to the

Down Arrow button located to the right
of the Of field.

Note: Do not type names in this field,
since only HCEs already added to the
database can be used.

Click the left mouse button once.

Resurr

Alist of HCEs whose records have been
entered in the data base will appear.

Hold down the left mouse button and use
the mouse to “scroll” through the list of
names.

When the name of the appropriate HCE
is highlighted, release the left mouse
button.

Resurr

The name of the selected HCE will
appear in the Of field.

Field Definitions

Personal

Soclal Securlty Number — the employee's Social Security number
(hyphens are automatically inserted). The social security number must
be entered in the format xoooooxx or xxx-xx-xx. If an incorrect format
is used, the following dialogue box will appear:

I=I = .:_ ;...-:.-.-,.AGOlonla,’ Gpjv(k)ks,gfmra_—_ ‘ L = l

! @ The Social Security Number must be 9 digits long.

OK

Last Name — the employee's last name.
First Name - the employee’s first name.
Middle Initlal — the employee's middle initial.

or [ &

T Iy s Ty

Adams, Mark
Adams, Mary
Carr, Beth

ThR. e b s 1 e e — e




Field Definitions cont.

Wages & Contributions
Numbers can be entered in these fields with or without dollar signs,
commas, and decimal points.

Gross Compensatlon — an employee’s total compensation (normally what
is reported as W-2 wages increased by any Section 401(k) and Section
125 elective deferrals). For self employed individuals, gross compensa-
tion is net eamings from self employment. If an amount greater than
$150,000 is entered, the following dialogue box will appear:

= . Colonial 401(k) Software

This record’s compensation amount qualifies it
as a Highly Compensated Employee.

oK

When you press OK, the following dialogue box will apper:

= Colonial 401(k) Software

(=5 LTS

Only $150,000.00 will be taken into account
during ACP/ADP testing.

oK |

]

401(k) Deferral — the amount deducted from the employee’s gross pay
before taxes are calculated. If the amount exceeds the amount exceeds
the 401(k) Deferral Limit shown In the Configuration Table, the following
dialogue box will appear.

l«s ~Colonial 401(k) Software " |

The 401(k) Deferral amount should not be
0 greater than the 401(k) Deferral Limit of
9,500.00 in the Configuration table.

ol

Taxable Compensation - the employee's gross compensation less
the amount of the 401(k) deferral (calculated automatically).

After Tax Contribution — the amount deducted from the employee’s net
pay after taxes are deducted.

Matching Contribution — the amount the employer contributes to the
plan on behalf of the employee based on the employee’s 401(k)
Deferral. !




Field Definitions cont.

Other Employer Contrlbutlons — any other employer contributions
included as annual additions for Section 415 testing, including discre-
tionary profit sharing contributions, top heavy minimum contributions,
and reallocations of forfeitures.

QNEC (Qualified Non-elective Contribution) — a 100% vested non-forfeit-
able contribution made by the employer to the plan on behalf of all Non-
Highly Compensated Employees eligible to participate in the plan. If a
value greater than zero is entered in this field and the employee is
marked as highly compensated, the following dialogue box will appear:

Adjusted Account Balance - the employee's plan balance used in
performing Top Heavy testing. Refer to Appendix Vi — Definitions, for
details.

=.._ Colonial 401(k) Software .

| Due to this employee’s QNEC value, he/she can
only qualify as NHCE.

| JEGRE|

Dates

All dates must be entered in the format MMDDYYYY, where MM is
number of the month (leading zero required if less than 10), DD is the
number of the day (leading zero required if less than 10), and YYYY is
a four digit year. Slashes “/” will automatically be entered. If an
incorrect format is used, a dialogue box similar to the following will
appear:

Birth Date — the employee's date of birth.
Hire Date - the employee's date of hire.
Plan Entry Date - the date the employee became a plan participant.

= Colonial 401(k) Software " |

o Date of Birth is Invalid
|
' ok |

| e |

Termination Date - the date a participant's employment ended. If the
Termination Date is less than the Plan Entry Date, the following
dialogue box will appear:

|=i " Colonial 401(k) Software

|
;, @ The Termination date must be greater than or equal to the Plan
'1
|
|
|

Entry Date.
OK I




Field Definitions cont.

HCE Status

Highly Compensated Employee — an individual who is a 5% owner, and
any other employee who in a testing year (if one of the top paid 100
employees) or in the previous year: (a) made more than $100,000, (b)
made more than $66,000 and was in the top 20% by compensation of
all employees, or (c) was an officer and made more than $60,000. See
Appendix VI ~ Definitions, for details. If this is selected and a value
greater than zero is later entered in the QNEC field, the following
dialogue box will appear:

=°._...... __Colonial 401(k) Software " " jl
6 Only a Non-Highly Compensated Employee may

have a value greater than zero entered into this
Field. !
i

LTS

Non-Highly Compensated Employee - any employee not meeting the
requirements for a Highly Compensated Employee.

A Child Under 19 Years or Spouse — the employee is either (a) the
spouse or (b) a child or grandchild who will not be 19 years old by the
end of the plan year, of another employee who is a 5% owner or one of
the ten highest paid Highly Compensated Employees. Refer to Appendix
VI — Definitions, for details.

A Chiid 19 Years Old or Older or Other Family Member — the
employee is (a) a child or grandchild who will be 19 years old by the
end of the plan year, (b) a parent or grandparent, or (c) the spouse of
someone described in (a) or (b), of another employee who is a 5%
owner or one of the ten highest paid Highly Compensated Employees.
Refer to Appendix VI — Definitions, for details.

Note: If A Child Under 19 Years or Spouse or A Child 19 Years Old or
Older or Other Family Member is selected, the relative of the employee
must be declared or the following dialogue box will appear:

=l Colonial 401(k) Software = =

If this employee is related to an HCE, then the
HCE must be deciared. Enter the related HCE by
clicking the listbox below and choosing an

employee. 1i
OK l I

Key Employee - any employee meeting the definition provided in
Internal Revenue Code Section 416(i)(1). Refer to Appendix VI —
Definitions, for details.

1
|

?
|
|




DEeLeTING RECORDS

Procedure

1. Use the Searching For Records proce-
dure to locate the record to be deleted.

2. When the appropriate record has been
located, use the mouse to move to the
Delete button.

3. Click the left mouse button once.

HCE EMPLOYEES

A dialogue box reminding you that the
employee is an HCE and that all employ-
ees (spouse, children, other relatives)
linked to the record will retain HCE
status will appear.

3.1 Use the mouse to move the pointer
to the OK button.

3.2 Click the left mouse button once.

REesurr

The Delete Record dialogue box
will appear.

TERMINATED EMPLOYEES

A dialogue box reminding you that the
employee has been terminated and that
the record may be needed for plan
testing will appear.

3.3 Use the mouse to move the pointer
to the OK button.

3.4 Click the left mouse button once.

Resurr

The Delete Record dialogue box
will appear.

il

DELETE

Colonial 401(K) Software

@ You are about to delete an employee record. Are you sure?

| — |

| m—

____ Colonial 401(k) Software

- Colorial 461 Softwars

i = 3

Yes I

You are deleting a HCE record that is reiated to
one or more records. If you delete this record,
all records related to it will retain their HCE
status unless corrected. Do you want to
continue?

Yes No

You are about to delete a terminated employee
record that may be needed for plan testing. Are
you sure?

Yes No

FRERERE < S S A



Non-HCE/No~N-TERMINATED EEMPLOYEES

The Delete Record dialogue box will
appear.

Use the mouse to move the pointer to the
OK button.

Click the left mouse button once.

REsuLT
The record will be deleted.

|

__ Colonial 401(k) Software

@ You are about to delete an employee record. Are you sure?

Yes

No




Saving CHANGES

Procedure

1.

2.

Use the mouse to move the pointer to the
Save button.

Click the left mouse button once.

ResurLr
All changes will be saved.

=

SAVE




Running THE DiscrRIMINATION TEST

1. Use the mouse to move the pointer to the
Discrimination Test tab at the top of the
screen.

2. Press the left mouse button once.

REesuLT
The Discrimination Test screen will
appear.

Note: the Discrimination Test results
are automatically calculated.

For detailed Discrimination Test examples,
refer to Appendix I.

[ Discrimination Test ]

Colonial 401 (k) Software v

File Edit Parameters Definitions Help

P COLONIAL (e[ «[» [+/[@[H[ 8 =
f Mutual Funds | =i um st usw_ s_nv: M_T -_--—-
ployes Info ]'r riminath r...] Top Hesvy Test I 415 Toot T Reports
“ The Plan Passed the Test
HCE Non-HCE
Number of Employees N 3
Actual Deferral Percentage (ADP) [soe [ a73%
Actual Contribution Percentage (ACP) [2a0% [ zae%

ADP Test: [
ACP Test: [
Aggregate Limit Test: |

Falled the 1.25 Test But Passed the 2 Times/2% Test

Passed the 1.25 Test

Not Required

| Print the Discrimination Test report and see documentation for additional information.

Colonial 401(k) Software

File Edit Parameters Definitions Help

COLONIAL | A=
P Mutual_Fg_lni]s |! | t—utx :xr e, % neﬁére % §x_IT"| _
o | i =5 T"_'T ToPanyTut T 415 Tost f 3 _ﬁopwt;
“ The Plan Did Not Pass the Test
HCE Non-HCE
Number of Employees 2 3
Actual Deferral Percentage (ADP) [ese% [ a7a%
Actual Contribution Percentage (ACP) [2a0% [ 2a9%
ADP Test: | Falled Both the 1.25 and 2 Times/2% Tests
ACP Tost: | Not Required
Aggregate Limit Test: | Not Required

Print the Discrimination Test report and see documentation for addltional information.




Definitions

ADP (Actual Deferral Percentage) Test — a calculation that compares
the average 401(k) Deferrals of Highly Compensated Employees (HCEs)
with the average 401(k) Deferrals of Non-Highly Compensated Employ-
ees (NHCEs). This comparison determines if the average 401(k)
Deferral of the HCEs is either 1.25x or 2x/+2% of the average 401(k)
Deferral of the NHCEs. Refer to Appendix VI — Definitions, for details.

ACP (Actual Contribution Percentage) — a calculation that compares
the average After Tax Contributions and employer Matching Contribu-
tions of Highly Compensated Employees (HCEs) with the average
employee After Tax salary deferrals and employer Matching Contribu-
tions of Non-Highly Compensated Employees (NHCEs). This comparison
determines if the contributions for the NHCEs is either 1.25x or 2x/+2%
of the average contributions of the NHCEs. Refer to Appendix VI -
Definitions, for details.

Aggregate Limit Test — an additional discrimination test that must be
performed if both the ADP and ACP tests are satisfied only by using the
more generous 2x/+2% alternative. Refer to Appendix VI - Definitions,
for details.



Running THE Top HEeavy TEst

1. Use the mouse to move the pointer to the
Top Heavy Test tab at the top of the
screen.

2. Press the left mouse button once.

REsuLT

The Top Heavy Test screen will appear.
Note: the Top Heavy Test results are
automatically calculated.

For detailed Top Heavy Test examples,
refer to Appendix I1.

[ Top Heavy Test J

Colonial 401(k) Software
File Edit Parameters Definitions Help

POQLONIAL [ 1¢] ¢ 2 2

Into T Dl

Dl ¥

=
—)
NEW SAVE | DELETE | PRINT
eports

.Tulf TopHmyT.;l T 8 Tout | I R

Proy

“ The Plan is Not Top Heavy

Key Non Key Total
Number of
Er‘:lployrm ] 2 | 4 | 6
o teds | $28,467.00 [ $19,427.00 | $47,894.00
Percent of Totals | 59.44% I 20.56%
T
Donition 60.0%

| Print the Top Heavy Analysis report and see documentation for additional information.

Colonial 401(k) Software i $

File Edit Parameters Definitions Help

gECOLONIAL; 4| 4| ||

¢ Mutual Funds mack | NEXT | LasT | NEW | save

| T P T
“ The Plan is Top Heavy

Key Non Key Total
Number of
E:\';onrogs [ 3 l 3 r 6
Total of Adlusted  ['$38,467.00 [ $19,427.00 | $57,894.00
Percent of Totals I 66.44% | 33.56%
Definition. | 60.0%

] Print the Top Heavy Analysia report and see documentation for addlitional information.




Running THE 415 Test

1. Use the mouse to move the pointer to the
415 Test tab at the top of the screen.

2. Press the left mouse button once.

REesurr

The 415 Test screen will appear.

Note: the 415 Test results are automati-
cally calculated.

For a detailed 415 Test example, refer to
Appendix I11.

415 Test }

Colonial 401(k) Software e

_File

Edit Parameters Definitions Help

BOQLONIAL [1e] o2 (2 [B[H LSk

info | Discrimination Test |  Top Heavy Test | M5Tost | > Reports

ploy

No Participants Exceed 415 Limitations.

Print the 415 Limitation report for test Its and see d tion for additional information.

Colonial 401(k) Sollware haih J

File

Edit Parameters Dafinitions Help

PCOLONIAL |4-:| «» [»[@LH 8 é?slmi

NEXT | LAST NEW BAVE | DELETE | PRINT

Mutuai Funds

,', Info Tr riminatl 'rut'[ 'ropunvyrm '[ 45Test | n.pom

The Following Participants Exceed 415 Limitations.

Double Click on an Employee to view their information on the Employee info tab.

Brown, Lisa 334-44-5555

Print the 415 Limitation report for test results and see documentation for additional Information.




GENERATING REPORTS

Selecting a Report

1. Use the mouse to move the pointer to the Reports
Reports tab at the top of the screen. F gha ]

2. Press the left mouse button once.

REesuLt

The Reports screen will appear. Colonial 401(k) Software v|$|

. _File Edit Parameters Definitions Hel
3. Use the mouse to move the pointer to the 2

white “check box” across from the report F COLONIAL! 4' @ =5 'N ]
to be printed. "' Mutual Funds | oack | ne wew | save

ployss Info Ir Tost | TopHewvyTest |  415Test |

4. Press the left mouse button once.

Resurr All Reports

An “x” will appear in the check box. Employee Database
Highly Compensated Employees (HCE)
Non-Highly Compensaied Employees (NHCE)
Discrimination Test Results
Top Heavy Analysis
Vesting Analysis

L1 LTS S (=T T Ty 1

415 Limitation Report




Previewing a Report

1.

P

Use the mouse to move the pointer to the
Preview button.

Press the left mouse button once.

Resurr

A full size preview of the selected report
will appear on the screen.

Note: see Button Definitions below for
additional preview operations.

Printing a Report

1.

2

Use the mouse to move the pointer to the
Print button.

Press the left mouse button once.

REesurr
The selected report will be printed.

Refer to Appendix IV for samples of each report.

ACP/ADP Summary Report

results2
L]

*

BAREESERANCESRTAAR BN R RIS

Colonial 401(k) Mutual Funds
401(k) Software

Company: Your Company Name
Plan Year: 1996

Test Compensation: ~ Gross Compensation

EEEEEE R

401(k) Discrimination Test Resq

The ADP of the Highly Compensated Group is:

-»

Close | 19 of 19

44| rot1 b |pl| cancet| 5 | e

W A

— ACP/ADP Summary Report

results
Colonlal Mutual Funds
401(k) Soliware

401(k) Discriminalion Test Results

Company:  Your Company Name
Plan Year:  19%

Test Compensation:  Gross Compensation

+

n3M6
10:24:52 PM
Pagr: 1

The ADP of the Highly Compenated Group ls?

1310%2 3 659%

The ADF of the Non-Highly Compensated Group In:

119%3 =3.73%

The ATIP of the Highly Compenaied Empluysss extessts 135% of the ATIP of
tha Nip-Highly Campersated and $56% af tiie Non-Highly Crmpersaisd ADP
oe 2% phus tve ADP &f Ihe Nan-Highly Compensated.

Themfare the ADF teat 1s NOT satiafimd,

THEREFORE THA PLAN DID NOT PAS5 THE TEST.

See documentation for remedies lo comply with teal.

[¢

1of 1 le éancal'jﬂélg;eﬁ[

Close l 190119 Total: 19 100%

" Button Definitions

5

a— s

| previewing.

| formats, including EXCEL 4.0 (XLS).

Press this button to resize the report you are previewing.

! Press this button to print a copy of the report you are

B;E Press this button to export records to disk in a variety of

Press this button to export records to your e-mail application.



E-MaiLing ReEcOrDS

1.

10.

11.

12.

Use the mouse to move the pointer to the
Export (Envelope) located at the bot-
tom of the Print Preview screen.

Click the left mouse button once.

ResuLt =
The Export screen will appear.

Use the mouse to move the pointer to the Format

Down Arrow button located to the right Excel 2.1 (XLS)

of the Format field.

Click the left mouse button once. oK

l Cancel |

REesurt

You will see a list of the file formats
available for the report you will be ex-
porting.

Hold down the left mouse button and use
the mouse to “scroll” through the list of
file formats.

When the desired format is highlighted,
release the left mouse button.

Resurr

The file format you selected will appear.

Use the mouse to move the pointer to the
Down Arrow button located to the right
of the Destination field.

Click the left mouse button once.

Resurr

You will see a list of the destinations
available for the report you will be ex-
porting.

Hold down the left mouse button and use
the mouse to “scroll” through the list of
destinations.

When the desired destination is high-
lighted, release the left mouse button.

REesuLr
The destination you selected will appear.

Use the mouse to move the pointer to the
OK button.

Click the left mouse button once.




ExpPorTING RECORDS

1.

10.

11.

12.

Use the mouse to move the pointer to the
Export (Suitcase) located at the bottom
of the Print Preview screen.

Click the left mouse button once.

REesuLt
The Export screen will appear.

Use the mouse to move the pointer to the
Down Arrow button located to the right
of the Format field.

Click the left mouse button once.

REesuLt

You will see a list of the file formats
available for the report you will be ex-
porting.

Hold down the left mouse button and use
the mouse to “scroll” through the list of
file formats.

When the desired format is highlighted,
release the left mouse button.

Resurr
The file format you selected will appear.

Use the mouse to move the pointer to the
Down Arrow button located to the right
of the Destination field.

Click the left mouse button once.

REsurT

You will see a list of the destinations
available for the report you will be ex-
porting.

Hold down the left mouse button and use
the mouse to “scroll” through the list of
destinations.

When the desired destination is high-
lighted, release the left mouse button.

REesuLr
The destination you selected will appear.

Use the mouse to move the pointer to the
OK button.

Click the left mouse button once.

Export
Format Destination
[Excel 40/(XLS) " 11" &/ DiskFile

ok |

Cancel |




Exiting THe PROGRAM

1. Use the mouse to move the pointer to the

Exit button. m

2. Press the left mouse button once. Log Off Screen
Resurr
The Logoff screen will appear. CO I ,O NIAL
3. Use the mouse to move the pointer to the ’ MUTUAL FUNDS

OK button.

4. Press the left mouse button once. You are about to exit this application.
Do you wish to exit?

REesurr

You will exit the Colonial 401(k) Soft- oK | Cancel |
ware.

Developed By

c.w. Costello & Associates, inc.

management information systems




ApPPENDIX | = SamPLE DiscrimMINATION TEST REsuLTS

Following are the results of the 401(k) Discrimination Test for a hypothetical six person company. In each ex-
ample, the payroll information for employee Mark Adams, a Highly Compensated Employee (HCE), is altered to
produce different test results. The information for the other employees remains the same.

Example 1A Last  First Gross 401(k) AfterTax Matching Other Employer HCE

Name Name Compensation Deferral Contribution Contribution Contributions QNEC Status
ADP Test Totals Adams Mark 80,000 6,000 0 1,250 1,500 0 Y
Highly Compensated Adams Mary 30,000 800 1,000 200 560 0 Y
b1 AdamST} $6,800/$110,000 = 6.18% Brown Lisa 35,000 1,000 0 500 1,000 0 N
Mary Adamst

Carr Beth 300,000 5,730 1,000 2,860 1,000 0 Y
Beth Carr $5,730/8150,000+ = 3.82%

Dunn Brian 40,000 2,000 1,000 750 1,000 0 N
TOtal «.uveeeerirenrrenenreerisececnconconnes 10.00%

Evans Tom 30,000 1,000 0 500 1,000 0 N

Non-Highly Compensated
Lisa Brown  $1,000/835,000

2 86% Colonial 401(k) Software -|$

File Edit Parameters Definitions Help

Brian Dunn  $2,000/840,000 = 5.00% COLONIAL ﬂ —
- |dm | 4= | = (=) =3 '
Tom Evans  $1,000/830,000 = 3.33% P Mutu al Fun ds ) il Eies g @ . % EXIT|
Total ...c.cceeiniaimiiaicinirnciecenanannss 11.19% — - ———
Employss Info ]' Discrimination Test ] Top Heavy Test I a15Test | Reports
Test Results
ADP of Highly Componsated ’ The Plan Passed the Test
Employees
L . HCE Non-HCE
10.00%/2 = 5.00% Number of Employees | 2 {| A
ADP of Non-Highly Compensated Actual Deferral Percentage (ADP) | so00% | 3.73%
Employees Actual Contribution Percentage (ACP) | z40% | 249%
11.19%/3 = 3.73%
ADP Test: [ Failed the 1.25 Test But Passed the 2 Times/2% Test
7 For testing purposes, spouses, children, ACE Teot: [ b o b e
and other family members are combined. Aggregate Limit Test: | Not Required
# Maximum 1996 compensation cap as | Print the Discrimination Test report and see documentation for additional Information.
established by IRS regulations.
Analysis

The plan passes both the ADP and ACP tests. Since the 2x/+2 test was
not needed to pass both, the Aggregate Limit test is not required and no
other tests are run.



Example 1B

ACP Test Totals

Highly Compensated
Mark Adamst

}$2 450/8110,000 = 2.23%

Mary Adamst
Beth Carr $3,860/8150,000¢ = 2.57%
Total u....cueeiiieemaininerncnisinseseciancnns 4.80%
Non-Highly Compensated
Lisa Brown  $500/835,000 = 1.43%
Brian Dunn  $1,750/$40,000 = 4.38%
Tom Evans $500/830,000 = 1.67%
Total .....ceveeereecenenncaneennsencennenss 7.48%
Test Results
ACP of Highly Compensated
Employees

4.80%/2 = 2.40%
ACP of Non-Highly Compensated
Employees

7.48%/3 = 2.49%

1 For testing purposes, spouses, children,
and other family members are combined.

# Maximum 1996 compensation cap as
established by IRS regulations.

Last First Gross 401(k) After Tax Matching Other Employer HCE
Name Name Compensation Deferral Contribution Contribution Contributions QNEC Status
Adams Mark 80,000 6,000 0 1,250 1,500 0 Y
Adams Mary 30,000 800 1,000 200 560 0 Y
Brown Lisa 35000 1,000 0 500 1,000 0 N
Carr Beth 300,000 5,730 1,000 2,860 1,000 0 Y
Dunn Brian 40,000 2,000 1,000 750 1,000 0 N
Evans Tom 30,000 1,000 0 500 1,000 0 N

Colonial 401(k) Software

File Edit Parameters Definitions Help

P;COLONIAL\ & «|= || | %Exn{

Mutual Funds | BACK | NEXT | LA6T | NEw | sAvE |DELETE| PRINT

Employes Info | Discrimination Test ] Top Heavy Test I 415 Test T Reports

“ The Plan Passed the Test

HCE Non-HCE
Number of Employees | 2 | 3
Actual Deferral Percentage (ADP) | s00% | 373%
Actual Contribution Percentage (ACP) [ 240% | 249%
ADP Tost: | Failed the 1,25 Test But Passed the 2 Times/2% Test
ACP Test: | Passed the 1.25 Test
Aggregate Limit Test: f Not Required

I Print the Discrimination Test report and see documentation for additional Information.

Analysis

The plan passes both the ADP and ACP tests. Since the 2x/+2 test was
not needed to pass both, the Aggregate Limit test is not required and no
other tests are run..



Example 2A

ADP Test Totals

Highly Compensated
Mark Adamst

$6,800/5110,000 = 6.18%
Mary Adamst }
Beth Carr $5,730/8150,000¢ = 3.82%
Total .c.eveennnnnresrssenssrnssnssnnssnscasses 10.00%
Non-Highly Compensated
Lisa Brown  $1,000/835,000 = 2.86%
Brian Dunn  $2,000/840,000 = 5.00%
Tom Evans $1,000/830,000 = 3.33%
Total ...oeineenecnesminnessainsnssussnsbsnsare 11.19%
Test Results
ADP of Highly Compensated
Employees

10.00%/2 = 5.00%
ADP of Non-Highly Compensated
Employees

11.19%/3 = 3.73%

1 For testing purposes, spouses, children,
and other family members are combined.

# Maximum 1996 compensation cap as
established by IRS regulations.

Last  Flirst Gross 401(k) After Tax Matching Other Employer HCE
Name Name Compensation Deferral Contribution Contribution Contributions QNEC Status
Adams Mark 80,000 6,000 2,000 1,250 1,500 0 V4
Adams Mary 30,000 800 1,000 200 560 0 Y
Rrown lisa 35000 1,000 0 500 1,000 0 N
Carr Beth 300,000 5,730 1,000 2,860 1,000 0 Y
Dunn Brian 40,000 2,000 1,000 750 1,000 0 N
Evans Tom 30,000 1,000 0 500 1,000 0 N

Colonial 401(k) Software

File Edit Parameters Definitions Help

COLONIAL | || =
P; Mutual Funds _ i IFI:T BA:( zﬂ L?s'rl E% n@éﬁ%m
Employee Info Tr‘ riml TmT TopHmy'ITeu T 415 Test T Reports

” The Plan Passed the Test

Number of Employees
Actual Deferral Percentage (ADP)

Actual Contribution Percentage (ACP)

HCE Non-HCE
| 2 I
[ s00% | 373%
| sa1% | 249%

ADP Test:

Failed the 1.25 Test But Passed the 2 Times/2% Test

Failed the 1.25 Test But Passed the 2 Times/2% Test

|
ACP Test: [
Aggregate Limit Test: |

Passed the First Aggregate Test

l Print the Discrimination Test report and see documentation for additional information.

Analysis

Because neither the ADP nor the ACP satisfied the 1.25x test, the Aggre-
gate Limit Tests must be performed. Under the Aggregate Limit Tests, the
combined ADP and ACP of the HCEs must be less than the aggregate limit

of the NHCEs.

Test 1 Tost 2
1. Greater of NHCEs’ 6. Lesser of NHCEs’

ADP Or ACP ....covvnievianannns 3.73 ADP or ACP ....ccccevvuieennnens 2.49
2. 1.25 number from Step 1 4.66 7. 1.25 number from Step 1 3.11
3. Lesser of NHCESs’ 8. Greater of NHCES’

ADP of ACP ....cceevevvmnnnnnn. 2.49 ADP or ACP .....ccccvvvurvennnns 3.73
4. Apply 2 times/2% 8. Apply 2 times/2%

test to number in Step 3.. 4.49
5. Sum of Step 2 and
Step 4

10.

test to number in Step 3.. 5.73
Sum of Step 2 and
Step 4

The Aggregate Limit Test was satisfied because the combined ADP and
ACP of the HCEs (8.31) was less than either the Test 1 (9.15) or Test 2

(8.84) aggregate limit of the NHCEs:

20



Example 2B

Last Flrst Gross 401(k) After Tax Matching Other Employer HCE

Name Name Componsation Deferral Contribution Contribution  Contributions QNEC Status
ACP Test Totals Adams Mark 80,000 6,000  2.000 1,250 1,500 Y
Highly Compensated Adams Mary 30,000 800 1,000 200 560 0 Y
Mark Adams T} $4 450/$110 000 = 4.05% Brown Lisa 35,000 1,000 0 500 1,000 0 N
Mary Adamst

Carr Beth 300,000 5,730 1,000 2,860 1,000 0 Y
Beth Carr $3,860/8150,000¢ = 2.57%

Dunn Brian 40,000 2,000 1,000 750 1,000 0 N
TOtAl .cuereienrmserrnrnsensecssscsossonencennans 6.62%

Evans Tom 30,000 1,000 0 500 1,000 0 N
Non-Highly Compensated I il

. _ Colonia 401(k) Software vz
Lisa Brown  $500/535,000 - 143% File Edit Parameters Definitions Help
Brian Dunn $1,750/840,000 = 4.38% =
COLONIAL €| « & > = | @
Tom Evans  $500/$30,000 = 1.67% P; “Mutual Funds g | P = @ EXIT
Total sississmidiisssssisssisaie e 7.48% _— e —
Employee Info T Discrimination Test T Top Heavy Test T 415 Test T Reports
Test Results ‘ Th Pl P d h T
ACP of Highly Compensated e an asse t e eSt
Employses HCE Non-HCE
6.62%/2 = 3.31% Number of Employees | 2 [ s
ACP of Non-Highly Compensated Actual Deferral Percentage (ADP) | s00% | 373%
Employees Actual Contribution Percentage (ACP) | 331% | 249%
7.48%/3 = 2.49%
ADP Test: | Failed the 1.25 Test But Passed the 2 Times/2% Test
+ For testing purposes, spouses, children, ACP Test: | Failed the 1.25 Test But Passed the 2 Times/2% Test
Aggregate Limit Test: I Passed the First Aggregate Test

and other family members are combined,

¥ Maximum 1996 compensation cap as I Print the Discrimination Test report and see documentation for additional information.

established by IRS regulations.

Analysis

Because neither the ADP nor the ACP satisfied the 1.25x test, the Aggre-
gate Limit Tests must be performed. Under the Aggregate Limit Tests, the
combined ADP and ACP of the HCEs must be less than the aggregate limit
of the NHCEs.

Toest 1 Tost 2
1. Greater of NHCES' 6. Lesser of NHCEs'

ADP or ACP ....cerereaeiiennnnes 3.73 ADPorACP .....cocevnueennneee 2.49
2. 1.25 number from Step1 4.66 7. 1.25 number from Step1 3.11
3. Lesser of NHCES’ 8. Greater of NHCEs'

ADP Or ACP ...cevreeererannnene 2.49 ADP or ACP ..coeeriviucarnnnaans 3.73
4. Apply 2 times/2% 9. Apply 2 times/2%

test to number in Step 3.. 4.49
5. Sum of Step 2 and
Step 4

10.

test to number in Step 3.. 5.73
Sum of Step 2 and
Step 4

............................

The Aggregate Limit Test was satisfied because the combined ADP and

ACP of the HCEs (8.31) was less than eith
(8.84) aggregate limit of the NHCEs.

er the Test 1 (9.15) or Test 2



Example 3A

Last Flrst Gross 401(k) After Tax Matching Other Employer HCE

Name Name Compensation Deferral Contribution Contribution Contributlions QNEC Status
ADP Test Totals Adams Mark 80,000 9,500 0 1,250 1500 0 Y
Highly Compensated Adams Mary 30,000 800 1,000 200 560 0 Y
Mark Adamst .

}310’300/8110,000 — 9.36% Brown Lisa 35000 1,000 0 500 1,000 0 N

Mary Adamst

Carr Beth 300,000 5,730 1,000 2,860 1,000 0 Y
Beth Carr $§5,730/8150,000¢ = 3.82%

Dunn Brian 40,000 2,000 1,000 750 1,000 0 N
TOUAl ceueerrreenvenenserencnsereararnasaansass 13.18%

Evans Tom 30,000 1,000 0 500 1,000 0 N

Non-Highly Compensated
Lisa Brown  $1,000/835,000

9 86% Colonial 401(k) Software

File Edit Parameters Definitions Help

Brian Dunn  $2,000/840,000 = 5.00%
COLONIAL |[i«| «[=» wall ol = EXIT
Tom Evans  $1,000/$30,000 = 3.33% P; Mutual Funds || Lrwr | wix | vor E;Evg wﬁﬁ E5|EXIT
Total suvissanisssssmsmmisarsassesaseassasese 11.19% e e
Employes Info T Discrimination Test ] Top Heavy Test | 415 Tost | Reports
Test Results | Th Pl D_d N P h T
ADP of Highly Compensated e an : Ot ass t e eSt
Employees HCE Non-HCE
13.18%/2 = 6.59% Number of Employees [ 2 [ s
ADP of Non-Highly Compensated Actual Defervel Percentage (ADP) | es9% | a73%
Employees Actual Contribution Percentage (ACP) [ T240% | 240%
11.19%/3 = 3.73%
ADP Test: |— Failed Both the 1.25 and 2 Times/2% Tests
1 For testing purposes, spouses, children, ACETest: ! LI
and other family members are combined. Aggregate Limit Test: | Not Required
# Maximum 1996 compensation cap as | Print the Discrimination Test report and see documentation for additiona! information.

established by IRS regulations.

Analysis

The ADP of the HCEs exceeds both 1.25x and 2x/+2% of the NHCEs’ ADP.

Note: The plan did not pass the ADP Test, so no other tests are run. See
Appendix V for possible corrective measures.



Example 3B

ACP Test Totals

Highly Compensated

Mark Adamst
}$2.450/8110,000 = 2.23%

Mary Adamst
Beth Carr $3,860/8150,000¢ = 2.57%
Total ...ceueereeeeenenierraraeressocsarnones 4.80%
Non-Highly Compensated
Lisa Brown  $500/$35,000 = 1.43%
Brian Dunn  $1,750/840,000 = 4.38%
Tom Evans  $500/830,000 = 1.67%
lotal e e 7.48%
Test Results
ACP of Highly Compensated
Employees

4.80%/2 = 2.40%
ACP of Non-Highly Compensated
Employees

7.48%/3 = 2.49%

1 For testing purposes, spouses, children,
and other family members are combined.

¥ Maximum 1996 compensation cap as
established by IRS regulations.

Last First Gross 401(k) After Tax Matching Other Employer HCE
Name Name Compensation Deferral Contribution Contribution Contributions QNEC Status
Adams Mark 80,000 7,500 0 1,250 1,500 0
Adams Mary 30,000 800 1,000 200 560 0
Brown Lisa 35000 1,000 0 500 1,000 0
Carr Beth 300,000 5,730 1,000 2,860 1,000 0
Dunn Brian 40,000 2,000 1,000 750 1,000 0
Evans Tom 30,000 1,000 0 500 1,000 0

Colonial 401(k) Software

File Edit Parameters Definitions Help

COLONIAL | = —s|EXIT
G it nenin | 51512 2B e
Employee Info Ir rimi T"'T Top Heavy Test | 415 Test 1 Reports
[ The Plan Did Not Pass the Test
HCE Non-HCE
Number of Employees | 2 [ 3
Actual Deferral Percentage (ADP) | es8% | 373%
Actual Contribution Percentage (ACP) | 240% | 249%

ADP Test: | Failed Both the 1.25 and 2 Times/2% Tests
ACP Test: | Not Required
Aggregate Limit Test: | Not Required

| Print the Discrimination Test report and see documentation for additional information.

Analysis

The ADP of the HCEs exceeds both 1.25x and 2x/+2% of the NHCEs' ADP.

Note: The plan did not pass the ADP Test, so no other tests are run. See

Appendix V for possible corrective measures.

|5



AprPenpix Il = SampLE Top Heavy Test REsuLts

Following are the results of the Top Heavy test for a hypothetical six person company. The Top Heavy test
compares the total Adjusted Account Balances for Key Employees with the total Adjusted Account Balances for
all employees. If this ratio exceeds 60%, the plan is Top Heavy.

Last  First Groas 401(k) After Tax Matching Other Employer Adjusted Account Key
Name Name Compensation Deferral Contribution Contribution Contributions QNEC Balance Employee
Adams Mark 80,000 6,000 0 1,250 1,500 0 15,000 Y
Adams Mary 30,000 800 1,000 200 560 0 10,000 Y
Brown Lisa 35,000 1,000 0 500 1,000 0 8,797 N
Carr Beth 300,000 5,730 1,000 2,860 1,000 0 13,467 Y
Dunn Brian 40,000 2,000 1,000 750 1,000 0 6,400 N
Evans Tom 30,000 1,000 0 500 1,000 0 4,230 N

Colonial 401(k) Software hilh 4

File Edit Parameters Definitions_l;lelp

P;COLONIAL HERRIEEI=E

Mutual Funds | BACK | NEXT | LAST | NEW | SAVE |DELETE| PRINT

Employeeinfo | Discriminstion Test T Top Heavy Test I 415 Test 1 Reports

“ The Plan is Top Heavy

Key _ Non Key Total
Number of
Employees I 3 | 3 | 6

e eted . [ $38,467.00 [ $19,427.00 [ $57,894.00

Percent of Totals I 66.44% | 33.56%

Doy | 60.0%

Print the Top Heavy Analysis report and see documentation for additional Information.

Analysis

The Plan is top heavy. The total Adjusted Account Balances of the Key
Employees ($38,467) exceeds 60% of the total Adjusted Account Balance
for all employees ($57,894).

|2



Last First

Gross

Name Name Compensation

Adams Mark
Adams Mary
Brown Lisa

Carr Beth

Dunn Brian

Evans Tom

401(k)

After Tax
Deferral Contribution Contribution Contributions

80,000 6,000 0
30,000 800 1,000
35,000 1,000 0
300,000 5,730 1,000
40,000 2,000 1,000
30,000 1,000 0

Matching Other Employer
1,250 1,500
200 560

500 1,000
2,860 1,000
750 1,000

500 1,000

Adjusted Account

QNEC

CORICRICTNIC o O

5,000
10,000
8,797
13,467
6,400

4,230

Key

Employes

Z Z < Z <

Colonial 401(k) Software >|$

File Edit Parameters

Definitions Help

P COLONIAL | ||¢| «|» *I | = ﬁ @ EXIT|
f Mutual Funds FIRST | BACK | WEXT NEW | SAVE |DELEVE| PRINT
ploy lnfo"—I"‘- riminati _Tes_l_r TopH-ea:yTI’e; “'[‘# 4—15Te-st —_T_ -H;p;n:
l The Plan is Not Top Heavy
Key Non Key Total
Employess K N G
T o et [ $28,467.00 [ $19,427.00 [ $47,894.00
Percent of Totals I 59.44% | 40.56%
Definition [ e0.0%

Print the Top Heavy Analysis report and see documentation tor additional information.

Analysis

The Plan is not top heavy. The total Adjusted Account Balance of the Key
Employees ($28,467) is less than 60% of the total Adjusted Account
Balance for all employees ($47,894).



Apprenpix Il = SampLe 415 Test ResuLrs

Following are the results of the 415 Limit Test for a hypothetical six person company. The Test limits annual
additions to an employee’s account to the lesser of 25% of taxable compensation or $30,000.

Last First Taxable 401(k) After Tax Matching Other Employer Adjusted Account Key

Name Name Compeonsation Deferral Contribution Contribution Contributions QNEC Balance Employee

Adams Mark 74,000 6,000 0 1,250 1,500 0 15,000 N

Adams Mary 29,200 800 1,000 200 560 0 10,000 Y

Brown Lisa 31,500 3,500 2,000 1,500 1,600 0 8,797 N

Carr Beth 150,000 5,730 1,000 2,860 1,000 0 13,467 Y

Dunn Brian 38,000 2,000 1,000 750 1,000 0 6,400 N

Evans Tom 29,000 1,000 0 500 1,000 0 4,230 N
L Colonial401() Software K43

File Edit Parameters Definitions Help
| —g
pogLoNIaL [[ie[+]2 [+ [E[E[ B
Employulnfo. TDIseﬂmlnaﬁ;nTm I Top Heavy Test ]' = WATS Tt = 1 _Repons

The Following Participants Exceed 415 Limitations.

Double Click on an Employee to view their information on the Employee Info tab.

Brown, Lisa 334-44-5555

Print the 415 Limitation report for test results and see documentation for additional information.

Analysis

The test is failed because annual additions to Lisa Brown’s account
($8,600) exceed 25% of her taxable compensation ($31,500). See
Appendix V for possible corrective measures.



AppPenpix IV = SampLE REPORTS

Employee Database (page 1)

Employee Database (page 2)
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Highly Compensated Employees -
Average Deferral Percentage (ADP) Test — —_— o
SR S
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Feye s
Highly Compmmpd Busploycss (1)CT)
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Non-Highly Compensated Employees -
Average Deferral Percentage (ADP) Test

Non-Highly Compensated Employees -
Average Contribution Percentage (ACP) Test

12956
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... ntsassesserorrvrmmeosevsoss

T QNEC P
Reawd SN ‘Negme Comprasicn (1) Deforl § Dufarrd %
1 13444593 Arows, Lisa £35,000.00 $1.0000 86
2 35667777 Duma. Brin $40000.00 2omm 0
3 667-774834  Bvmsa Tom QD000 31,000.00 13
Tombs 5103,000.00 $4.000.00 mne
m i lachemles fami L
L and ienting Defimitions i e Configuratrn Sorea.
gy SocRaro0a s e R B0 986
Coloalel Muml Pasts 120715
40100 Solerare e )

: Yomr Compmey's Neme
P Yeur 1996
Noa-Highly Comprassnd Bmployess (NHCE) Afer-T 3
Te P

Racowd SN N Compesmmicn (1} Bpioyor Mack Cromtribution %
1 334444133 Mrown, Lim AR 43000 14
2 186467777  Dwm, Beem $40.00.00 $1,750.00 an
bl 667-77-854  Bvem. Tom £30,000.00 $s@om 157

Tombs $104.000.00 2.0 mm

{1} Test Conpamion imchuics il - it
Limins saxd woting Defmizms w amrrod in é Configunitin Screen.




Discrimination Test Results

Top Heavy Analysis

- B
. 401(k) Saftwere. . Ir;ﬂtlﬂlm

Compewry: ¥V our Campusey's Name

Pam Yo 1996

Toa Compmanicn:  Osom Compeagion

Tha ADP of the Highly Cranpammsied Growp is:
10008 /1= 100%

The ADP of the Noa-Haghly Compramstnt Gromp b
1,198/1=378

Tha ADP of th¢ Highly Compommtad Bmpiryees 50t more thea

2twmen or 7% gt tha ADP af the Nom-Highly Comprmamnt

Thervirs, the ADP it 15 sl

The ACP of tha Highly Compmemted Growp L
4625 /203318

The ACK of e Noa-Highly oyt (remp s:
1415112000

The ACP of e Highly Campramated Esmpioyera is st et

2 mes or 2% plm e ACP of the: Nem-Highly Comprmsatond

Thcretorc. @ ACP ext IS satinfiexd.

Agpmpatc Lt Tent

Simrs mpithar @ AP or ACP pamee] wacr e 1.29 1. e
agprops it b prforment.

[Py ——y
THERERGRE. THE PLAN PASSED THE TEST.
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Appenpix V = CorrecTiVE MEASURES

The following is a discussion of some of the corrective measures that may be taken if the Section 401(k)/
(m), 415, or 402(g) limits are exceeded in any year.

1.

ADP/ACP Tests
General: Article 4 of the 401(k) Plan Document

Many employers perform the ADP, ACP, and Aggregate Limit discrimination tests periodically during
the plan year to monitor their plans” compliance. Performing periodic testing during the year, and
projecting the results to year-end, allows you to anticipate a potential year-end failure. You may then
be able to take corrective action by reducing the elective deferrals and/or after tax contributions for
highly compensated employees for the balance of the plan year.

You should also keep in mind as you are performing the ADP, ACP, and Aggregate Limit tests that
Treasury Regulations permit you to use “helper” contributions to pass each test. For example, in
order to pass the ACP test you can use any “excess” elective deferrals that you don’t need to pass the
ADP tests. (These elective deferrals still count as elective deferrals for purposes of the 401 (k) with-
drawal restrictions and vesting.)

Similarly, in order to pass the ADP test you can use certain “excess” matching contributions that you
don’t need to pass the ACP tests. These are called Qualified Matching Contributions (QMACs). In
order to use these matching contributions in the ADP test they must have been fully vested when
made to the plan. (In Colonial’s prototype 401 (k) plan these contributions automatically meet the
requirement that they not be distributable before age 59 1/2.) If you use QMACs in the ADP test,
they are excluded from the ACP test.

You can also try to pass the tests by using different definitions of compensation for testing purposes
(vou may use any definition acceptable under IRC Section 414(s)).

If you still fail the ACP or ADP tests you can make additional contributions for your NHCEs (QMACs
or Qualified Non-Elective Contributions (QNECs)), recharacterize elective deferrals as after-tax
contributions, and finally, if necessary, distribute excess amounts to HCE's. These corrective actions
are discussed in more detail below. You can use one or any combination of these techniques.

Terminology: for purposes of the discussion below, “excess contributions” means the amount by
which a plan is failing the ADP test, and “excess aggregate contributions” means the amount by
which a plan is failing the ACP test.

Additional Contributions: Section 4.8(c) of the 401(k) Plan Document
A QNEC is a 100% vested non-forfeitable contribution made by the employer to the plan on behalf of
all NHCEs who are eligible to participate in the 401(k) plan.

A QNEC in an amount necessary to pass the test is added to the employee pretax salary deferral to
pass the ADP test, or treated as a matching contribution if the QNEC is being used to satisfy the ACP
test. (The same QNEC can be used in both the ADP and ACP tests.)

Using Appendix I, Example 3, a QNEC can be used to pass the ADP test under the more lenient
alternate method (2X/+2).

ADP 01 the HCES ..ottt sttt seses e e eestorsssssssresnesssessons 6.59%
subtract max 2% differential allowed ........ccccoveeermeneiecrnninieeninennes -2.00%
ADP for NHCE necessary to pass teSt......ooviereererresenrecreencenennnneninenienens 4.59%
subtract current ADP of NHCE... v =3.73%
Percent increase for each NHCE necessary to pass ADP test .. veere. 0.86%

Additional QNEC Contribution
Brown: $35,000 x .86% = $301.00

Dunn: $40,000 x .86% = $344.00
Evans: $30,000 x .86% = $258.00



A QMAC is a 100% vested nonforfeitable contribution made by the employer on behalf of all NHCEs
who have made a pretax salary deferral. The QMAC is used to pass either a failed ACP test or a failed
ADP test — it can not be used for both. The procedure for calculating the QMAC is the same process
used for calculating the QNEC.

QNECs and QMACs may be contributed as late as 12 months after the year for which they are
allocated. (Contributions made after the filing date for Form 5500 are not deductible for the prior plan
year but count with other employer contributions against the deduction limits of IRC Section 404 in
the year they are made.)

Recharacterization: Section 4.8(e) of the 401(k) Plan Document

In this method a pretax salary deferral is recharacterized as an after tax employee contribution.
Accordingly, the amount recharacterized is treated as income in the year it was deferred and subject
to all federal, state, and local taxes that were not paid when the money was treated as a pretax salary
deferral.

The “top down” method is used to determine how much of the excess contribution is to be allocated
to each HCE. Starting with the HCE(s) with the highest actual deferral ratio (ADR), recharacterize
the deferral as an after tax contribution until the ADP test is passed or the ADR equals that of the
HCE with the next highest ADR. This process continues until the plan passes the ADP test (see
Examples below).

Recharacterized deferrals are treated as employee after tax contributions for ACP testing but for most
other qualification purposes (including Sections 404 and 415) continue to be treated as elective salary
deferrals. Recharacterized amounts are not treated as compensation for purposes of Sections 404 and
415. It appears that recharacterized amounts are treated as employee after tax contributions for
withdrawal purposes, and do not retain their Section 401 (k) withdrawal restrictions.

Recharacterization may not be used if after tax contributions are not permitted pursuant to the
Colonial 401 (k) Plan Adoption Agreement. Similarly, it is unlikely that recharacterization is available
where the excess contributions have been matched (because this would result in an employer match
on after tax contributions only for HCEs). If no matching contributions are made to the plan and none
of the NHCESs make after tax contributions then using recharacterization will cause the plan to fail the
ACP test unless a QNEC is made (see QNEC above).

Plans may recharacterize excess contributions only within the first 2 1/2 months after the plan year in
which the excess arose.

Distribution Method: Sections 4.8(f) and 4.10 of the 401(k) Plan Document

This method requires excess contributions and/or excess aggregate contributions to be backed out
along with associated income or loss and given back to HCEs. Excess matching contributions may be
distributed to correct the ACP test only if vested; and only after excess matching contributions that
are not vested have been forfeited. If pretax salary deferrals are distributed to correct the ADP test,
any associated employer matching contribution generally must be forfeited in order to avoid prohib-
ited discrimination (unless these matching contributions have themselves been distributed as excess
aggregate contributions). Any excess contributions, excess aggregate contributions or matching
contributions distributed or forfeited as described above continue to be treated as employer contribu-
tions for purposes of IRC Sections 404 and 415.

Distributions should be made within 2 1/2 months from the end of the plan year to avoid a 10%
penalty payable by the employer. Distributions made within this 2 1/2 month period are generally
included in the HCEs gross income in the prior tax year (otherwise they are included in income when
distributed). Distributions must be made within 12 months from the end of the plan year to avoid plan
disqualification.

As before, the “top down” method is used to determine how much of the excess contribution or
excess aggregate contribution is to be allocated to each HCE. Begin with the HCE(s) with the highest
ADR or ACR, as applicable. Distribute the amount necessary to pass the test or equal the ADR/ACR
of the HCE with the next highest rate. This process continues until the plan passes the applicable test.



Examples:

Elective deferrals by the three HCEs—Adams, Brown and Carter—are 10%, 8% and 6% of compensa-
tion, respectively. Assume that the ADP limit on elective deferrals for the HCEs under the plan is 7%.
To reduce the ADP for Adams, Brown and Carter to 7%, it is necessary first to reduce Adams” per-
centage, which is the highest, to 8% (the same as Brown, who has the next highest percentage).
Because the ADP for HCEs still exceeds 7%, it is necessary next to reduce Adams” and Brown’s
deferrals to 7.5% ‘L'his reduces the ADP for the group to 7%. Thus, excess contributions of 2.5% of
compensation (plus income) must be distributed to Adams; while 0.5% of compensation (plus income)
must be distributed to Brown.

When making distributions to HCEs and related family members to correct the ADP test, the amount
to be distributed to the family group is allocated by dividing each employee’s share of pretax salary
deferral by the total salary deferral of the family group. Assume $5,000 needs to be distributed to the
family unit to pass the ADP test.

Pretax Salary

Deferral Allocation
Dad $7,500 (87,500/$13,500) x $5,000 = $2,778
Mom $4,000 (84,000/$13,500) x $5,000 = $1,482
Son $2,000 (82,000/$13,500) x $5,000 =  $740
Total $13,500 $5,000

Multiple Use: Section 4.7(h) of the 401(k) Plan Document:

If correction is required because of the Aggregate Limit Test then the ACRs of HCEs are reduced to
the extent necessary to pass the test. This reduction is treated as an excess aggregate contribution,
and may be corrected as described above.

Section 402(g) Dollar Limit: Sections 4.4(b)(ii) and 4.9 of the 401(k) Plan Document

IRC Section 402(g) provides that pretax salary deferrals in excess of $7,000 (indexed) are included in
the employee’s income for the year. For 1996, the dollar limit as indexed is $9,500. IRC Section 402(g)
applies to the participant, for the participant’s tax year, rather than the plan. Thus, a participant
covered by two or more plans (including 401 (k) plans, SARSEPs, and 403(b) annuities) of unrelated
employers can not defer more than $9,500 overall in the participant’s tax year that begins in 1996.

In addition, IRC Section 402(g) applies through IRC Section 401(a) (30), which provides that accepting
contributions from participants in excess of the dollar limit is a disqualifying event. If an employer has
more than one plan then the plan documents must provide that the plans taken together will not
accept pretax salary deferrals in excess of the dollar limit.

You should monitor your plan on an ongoing basis and stop pretax salary deferrals once the dollar
limit is reached. However, even if you do so, an employee may be contributing to an unrelated plan
without your knowledge, and may exceed the annual dollar limit. Treasury Regulation Section
1.402(g) provides a correction mechanism in the event the dollar limit is exceeded in an employee’s
tax year.

a. If the excess is attributable solely to the employee’s elective deferrals to your own plan(s), you may
“deem” the employee to have requested a distribution of the excess. This amount (and any
allocable gain or loss) must be distributed to the employee no later than April 15 of the year
following the tax year in which the excess arose in order to avoid plan disqualification.

b. If the excess is not attributable solely to the employee’s elective deferrals to your own plan(s), the
employee may request a distribution of excess deferrals (and allocable income). This request must
generally be made in writing by March 15 of the year following the tax year in which the excess
arose. If the distribution is not made by April 15 the excess deferral will be taxed twice to the
employee- once in the year contributed and again when distributed. If the employee doesn’t make a
timely request for a distribution the excess must remain in the plan until there is a permitted
distribution event.



Excess deferrals count as annual additions under IRC Section 415 unless distributed in accordance
with (a) or (b) above. Excess deferrals count in the ADP test except for excess deferrals of NHCEs
described in (a) above. Excess deferrals are generally treated as employer contributions for other
Code purposes.

Section 415 Limits: Sections 4.3(b)(ii), 4.4(b)(iii), and Article 6 of the 401(k) Plan
Document

Under IRC Section 415, “annual additions” to a defined contribution plan, such as a 401 (k) plan, can not
exceed the lesser of 25% of the employee’s compensation or $30,000. Special rules apply if an employer
maintains more than one qualified plan. Annual additions generally include all pretax salary deferrals,
after-tax employee contributions, employer contributions (matching, discretionary, top heavy, QMAC,
QNEC, etc.), and reallocated forfeitures.

Keep in mind that the 25% limit under Section 415 applies to an employee’s “taxable” compensation.
Normally this is total compensation reduced by any Section 401(k), 403(b), 125, or SARSEP elective
deferrals. This definition sometimes causes inadvertent problems under Section 415.

You should monitor your plan on an ongoing basis, and stop pretax salary deferrals or employee after
tax contributions if necessary to avoid failing the IRC Section 415 limits for any year. There are only
limited correction methods available if the Section 415 limits are exceeded and the penalty for failure is
disqualification of the plan. Please refer to Treasury Regulation Section 1.415-6(b) (6) for additional
information about correcting excess annual additions.



AppPenpix VI — DEFINITIONS

415 Test

Section 415 of the Internal Revenue Code limits the contributions that may be allocated to an individual’s
account in any limitation year. There is also a combined limitation on the benefits and contributions for an
individual who participates in both a defined benefit and defined contribution plan. This 401(k) plan is a
defined contribution plan. For a defined contribution plans annual additions are limited to the lesser of 25
percent of compensation or $30,000. IRC Section 415(c) (1). When computing the 25% test, the employees
compensation net of his or her elective deferrals (i.e. taxable compensation) is used.

The limitation year is generally the calendar year. However, another 12-month period may be elected by
the employer in the Adoption Agreement.

An employer for purposes of the Section 415 limitations is:

1. A controlled group of corporations, or a group of trades or businesses under common control; and
2. All members of an affiliated service group.

The defined contribution limit applies on an annual basis to all additions (other than investment earnings) to
the participant’s account.

Annual Additions include:

. Elective contributions;

. Matching Contributions;

. Employer non-elective contributions;

. Employee mandatory and voluntary contributions;

. Employer contributions to another defined contribution plan, including money purchase plans, SEPs,
ESOPs, and profit sharing plans;

. Forfeitures allocated to a participant’s account;

. Amounts allocated to an individual medical account, which is part of a qualified pnsion plan maintained
by the employer; and

8. Employer contributions for a Key Employee allocated to a separate account under a welfare benefit plan

for post-retirement medical benefits.

IRC Sections 415(c)(2), 415(1), 419A(d)(2)

Compensation

Generally, under the Colonial 401 (k) plan, total compensation earned during the limitation year from the
employer maintaining the plan is considered for purposes of Section 415.  Specifically, the following items
are included:

a1 W N
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1. The participant’s wages, salaries, fees for professional services, and other amounts received for personal
services, to the extent that such amounts are includible in gross income;

2. For self-employed individuals, earned income;

3. Taxable amounts due to employer-provided accident and health insurance benefits and medical reim-
bursement plan benefits;

4. Moving expenses paid by the employer that are not deductible by the employee;

5. The value of a non-qualified stock option granted to an employee to the extent includible in gross in-
come; and

6. The amount includible in gross income upon making an election to be taxed on the value of restricted
property.



Treasury Regulation section 415-2(d)(2)
The following items are specifically excluded from compensation for the purposes of Section
415:
1. 401(k) deferrals and Code Section 125 deferrals to the extent that such deferrals are not included in the
gross income of the employee for the taxable year contributed;
. Employer contributions to a simplified employee pension plan;
. Distributions from a deferred compensation plan;
. Contributions made by an employer toward the purchase of an annuity contract under Section 403 ®);
. Amounts realized from the exercise of a non-qualified stock option, or when restricted stock or property
held by either becomes freely transferable or is no longer subject to a substantial risk of forfeiture;
6. Amounts realized from the sale, exchange, or other disposition of stock acquired under a qualified stock
option; and
7. Amounts that receive special tax benefits, such as premiums for group term life insurance, to the extent
that such benefits are not includible in gross income of the employee;
8. Employer contributions to a deferred compensation plan to the extent such contributions are not in-
cluded in the gross income of the employee for the taxable year contributed.

(Treasury Regulation Sections 415-2(d)(2) and (d)(3))
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Adjusted Account Balance

What balances are used in calculating whether or not the plan is top heavy?
The adjusted account balances for both “key” and “non-key” employees are used in the determination of Top
Heavy. (Refer to the definition of Top Heavy.)

The account balances for the key and non-key employees are adjusted to:

1. Include any distributions received by key, former key, and non-key employees during the 5-year period
ending on the Determination Date.

2. Exclude any “unrelated” rollovers received after 19 83 with respect to key and non-key employees. An
unrelated rollover is one received from the plan of an unrelated employer.

Account balances of key and non-key employees who have not rendered any services to the employer during
the 5-year period ending on the determination date are not counted in determining whether the plan is top
heavy.

Account balances of Key Employees who have become non-key employees (referred to as “former key
employees”) are not counted in determining whether the plan is Top Heavy. (Because the determination
period is five years in length, a former key employee will be treated as a key Employee through the end of
the 5-year period. Thereafter, they are considered former key employees and they are disregarded in the
Top-Heavy calculation.)

Note: If the employer maintains other plans in addition to this 401(k) plan, and they are considered a
required aggregation group, then the data from this plan must be combined with the same data complied for
such other plans to determine whether the required aggregation group is top heavy. Each plan in that group
will be considered Top-Heavy if the required aggregation group is top heavy.



Child 19 Years Old or Older or Other Family Member

Check this box if the employee is

a. Alineal ascendant (e.g., parent or grandparent), or

b. Alineal descendant (e.g., child or grandchild) who will be age 19 by the end of the plan year of another

employee who is either a 5% owner or one of the ten highest paid Highly Compensated Employees. Also
check the box if the employee is a spouse of an individual described in (a) or (b). Refer to the Highly
Compensated Employee definition for further information.

Family Aggregation

Family aggregation rules apply whenever you are determining the identity of HCEs participating in your
plan. Family aggregation rules also apply to the $150,000 limit under IRC Sections 401(a) (17) (annual
compensation limit) and 404(l) (deduction limit). The general reasoning is that the members of the family
constitute an economic unit and thus should be treated as one employee.

1.

3.

Determination of HCEs

Under IRC Section 414(q) (6), the compensation and contributions of family members of (a) a 5% owner,

or (b) an HCE who is one of an employer’s 10 top paid workers, must be aggregated with the compensa-
tion and contributions of the HCE as though all the family members are a single HCE. The term “family
member” means the employee’s spouse and lineal ascendants or descendants (as well as the spouses of

those lineal ascendants and descendants). Lineal relatives include children, parents, grandparents,

grandchildren, etc., but do not include siblings, cousins, aunts, and uncles of the employee. This is the
“IRC Section 414 (q) family group.”

This IRC section 414(q) family group is treated as a single HCE whenever the HCE rules apply, includ-
ing ADP/ACP testing as discussed below.

Section 401(a)(17) Compensation Limit (§150,000* Limit)

IRC Section 401(a) (17) limits the annual compensation that can be taken into account for plan contribu-

tion and discrimination testing purposes to $150,000 per employee. The family aggregation rules

described in (1) above also apply under IRC section 401(a) (17), with an important difference. For this

purpose, “family member” includes only the employee’s spouse, and any lineal descendants (children,

grandchildren, etc.) who have not attained age 19 before the end of the Plan Year. This is the “IRC

Section 401 (a) (17) family group.”

* The IRC Section 401 (a) (17) limils is indexed, and may changed unnually. The limil is $150,000 for
1995 and 1996.

ADP/ACP Testing Procedure

While regulations have not yet been issued, the IRS has suggested the following four step approach in
performing the ADP/ACP tests where these family aggregation rules apply:

a. Determine the total compensation of the employee and all family members in the IRC Section
401(a) (17) family group (i.e., spouse and lineal descendants under age 19).

b. Cap the compensation determined in (1) at the IRC Section 401 (a) (17) limit ($150,000 for 1996).

¢. Identify any other family members that must be aggregated for discrimination testing purposes (.e.,
other family members who are in the IRC Section 414(q) family group). Cap each individual family
member’s compensation at the IRC Section 401 (a) (17) limit and add their capped compensation
together.



Example:
Tom Smith owns a business that employs his wife Ann, son Todd, who is age 15, and daughter Amy,

who is age 21.

Step 1: Determine the total compensation of the employee and all family members in the IRC
Section 401 (a) (17) family group.

Compensation Defeorral
Tom Smith $100,000 $6,000
Ann Smith $40,000 $4,000
Todd Smith $30,000 $3,000
Total $170,000 $13,000
Step 2: Cap the compensation determined in Step 1 at $150,000.
Total $150,000 $13,000
Step 3: Determine other members of the IRC Section 414(q) family group. Cap the compensation of
each member at $150,000:
Amy Smith $60,000 $6,000
Step 4: Add the result for Steps 2 and 3.
Total $210,000 $ 19,000

The ADP for this Section 414 (q) family group = $19,000/$210,000 = .09048 divided by .01 or 9.05%.
Note: Amy’s compensation is not included in the $150,000* cap but is added to the total. Note also
that where the Section 401 (a) (17) limit applies there may be a number of alternatives available for
apportioning the $150,000 among family members for purposes of allocating nonelective contribu-
tions under the plan.

Refer to the definition of Child Under 19 Years Old or Spouse.

Child Under 19 Years Old or Spouse

Check this box if the employee is:

a. Alineal descendant (e.g., child or grandchild) who will not be age 19 by the end of the plan year, or

b. The spouse of another employee who is either a 5% owner of the business or one of the ten highest paid
Highly Compensated Employees. Refer to the Highly Compensated Employee definition for further
information.

Family Aggregation

Family aggregation rules apply whenever you are determining the identity of HCEs participating in your
plan. Family aggregation rules also apply to the $150,000 limit under IRC Sections 401(a) (17) (annual
compensation limit) and 404 () (deduction limit). The general reasoning is that the members of the family
constitute an economic unit and thus should be treated as one employee.

1. Determination of HCEs
Under IRC Section 414(q) (6), the compensation and contributions of family members of (a) a 5% owner,
or (b) an HCE who is one of an employer’s 10 top paid workers, must be aggregated with the compensa-
tion and contributions of the HCE as though all the family members are a single HCE. The term “family
member” means the employee’s spouse and lineal ascendants or descendants (as well as the spouses of
those lineal ascendants and descendants). Lineal relatives include children, parents, grandparents,
grandchildren, etc., but do not include siblings, cousins, aunts, and uncles of the employee. This is the
“IRC Section 414(q) family group.”

This IRC section 414(q) family group is treated as a single HCE whenever the HCE rules apply, includ-
ing ADP/ACP testing as discussed below.



2. Section 401(a)(17) Compensation Limit ($§150,000* Limit)
IRC Section 401(a) (17) limits the annual compensation that can be taken into account for plan contribu-
tion and discrimination testing purposes to $150,000 per employee. The family aggregation rules
described in (1) above also apply under IRC section 401(a) (17), with an important difference. For this
purpose, “family member” includes only the employee’s spouse, and any lineal descendants (children,
grandchildren, etc.) who have not attained age 19 before the end of the Plan Year. This is the “IRC
Section 401 (a) (17) family group.”

* The IRC Section 401 (a) (17) limits is indexed, and may changed annually. The limit is $150,000 for
1995 and 1996.

3. ADP/ACP Testing Procedure
While regulations have not yet been issued, the IRS has suggested the following four step approach in
performing the ADP/ACP tests where these family aggregation rules apply:

a. Determine the total compensation of the employee and all family members in the IRC Section
401 (a) (17) family group (i.e., Spouse and lineal descendents under age 19).

b. Cap the compensation determined in (1) at the IRC Section 401(a) (17) limit ($150,000 for 1996).

c. Identify any other family members that must be aggregated for discrimination testing purposes (i.e.,
other family members who are in the IRC Section 414(q) family group). Cap each individual family
member’s compensation at the IRC Section 401(a) (17) limit and add their capped compensation
together.

d. Add (2) and (3) but don’t cap the total.

Example
Tom Smith owns a business that employs his wife Ann, son Todd, who is age 15, and daughter Amy,
who is age 21.

Step 1: Determine the total compensation of the employee and all family members in the IRC
Section 401(a) (17) family group.

Compensation Deferral
Tom Smith $100,000 $6,000
Ann Smith $40,000 $4,000
Todd Smith $30,000 $3,000
Total $170,000 $13,000
Step 2: Cap the compensation determined in Step 1 at $150,000.
Total $150,000 $13,000
Step 3: Determine other members of the IRC Section 414 (q) family group. Cap the compensation of
each member at $150,000:
Amy Smith $ 60,000 $6,000
Step 4: Add the result for Steps 2 and 3.
Total $210,000 $19,000

The ADP for this Section 414(q) family group = $19,000/5$210,000 = .09048 divided by .01 or 9.05%.

Note: Amy’s compensation is not included in the $150,000* cap but is added to the total. Note also
that where the Section 401(a) (17) limit applies there may be a number of alternatives available for
apportioning the $150,000 among family members for purposes of allocating nonelective contribu-
tions under the plan.

Refer to the definition of Child 19 Years Old or Older or Other Family Member.



Determination Date

The assessment of whether a plan is Top Heavy for a plan year is made as of the determination date for the
plan year. IRC Section 416(g) (4) (C) provides that the determination date for a plan year is:

1. The last day of the preceding plan year, or

2. In the case of a plan’s first plan year, the last day of that plan year. This means that a plan (other than a
plan that is in its first year) which becomes Top Heavy will not have to satisfy the Top Heavy rules in
operation until the next plan year.

A Key Employee is any employee who at any time during the plan year containing the Determination
Date (the determination date year) or the four preceding years is an officer who meets a compensation
threshold, one of the ten largest owners of the employer who meets a compensation threshold, a 5%
owner of the employer, or a 1% owner of the employer who meets a compensation threshold.

Example 1

An employer maintains Plan A, a defined contribution plan, in which key employees participate.

Plan A’s plan year is the calendar year. For Plan A’s plan year starting in 1996, the determination date
is December 31, 1995. As of the determination date, the aggregate of the accounts of the key employ-
ees under the plan exceeds 60 percent of the aggregate of the accounts of all employees under the
plan. Plan A is top-heavy for the 1996 calendar year.

Example 2

You are examining a plan for the 1996 calendar year to determine whether it is top heavy, The deter-
mination date for the 1996 plan year is December 31, 1995. Individual A, an officer of the employer
whose compensation exceeded the threshold limit, separated from service in 1991. Even though
Individual A is no longer an employee of the employer, Individual A is treated as a key employee for
purposes of determining whether this plan is top-heavy for the 1996 plan year. However, for the
purposes of determining whether the plan is top-heavy for the 1997 plan year, Individual A is not
treated as a key employee because five years have elapsed since Individual A performed any services
for the employer.

Discrimination Testing

What is Discrimination Testing?

Atfter the plan has satisfied the minimum participation and minimum coverage rules, it is necessary to test
the plan to ensure that the amount of contribution or benefits under the plan does not discriminate in favor of
the Highly Compensated Employees (HCEs). The elective contributions (deferrals) under a 401(k) plan is
not considered discriminatory if the plan satisfies the actual deferral percentage (ADP) test. Similarly,
employer matching and employee after-tax contributions are not discriminatory in amount if the plan meets
the actual contribution percentage (ACP) test.

If a Section 401(k) plan provides for both elective contributions and employee after-tax and matching
contributions, the plan must prevent the use of the “alternative method” being used to pass both tests. That
is, it is not enough to show that the ADP and ACP tests are both satisfied by using the 200 percent and 2
percentage point test. If this occurs, an Aggregate Limit Test must also be performed.



What is the Actual Deferral Percentage (ADP) Test?

Elective contributions under a Section 401(k) plan must satisfy either of the following tests:

1. The ADP of the group of eligible HCEs cannot be more than 125 percent of the ADP of the eligible Non-
Highly Compensated Employees (NHCEs).

2. The ADP of the eligible HCEs cannot be more than 2 percentage points greater than the ADP of the
eligible NHCEs and the ADP of the eligible HCEs cannot be more than two times the ADP of the eligible
NHCEs (This is the alternate method).

The following shows the maximum ADP for HCEs given an ADP for NHCEs:
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2.00

4.00

5.00

6.00

7.00

8.00

9.00

10.00

11.25

12.50

O 001 AN U h W=

—
o

How is the ADP calculated?
The ADP for each group (HCEs and NHCES) is determined by calculating an actual deferral ratio for each
eligible employee, and averaging together the ratios of all HCEs and NHCEs.

How is an eligible employee’s actual deferral ratio determined?

In general, an eligible employee’s actual deferral ratio is the amount of employee’s elective contribution
(deferral) divided by the employee’s compensation. Qualified matching contributions (QMACs) and quali-
fied nonelective contributions (QNECs) that arc trcatcd as clective contributions for purposes of the ADP
test are added to the employee’s elective contributions. If elective contributions are treated as matching
contributions for purposes of the ACP test then the ADP test must be satisfied both with and without those
elective contributions.

You must count each employee who is eligible to make clcctive contributions, regardless of whether the
employee actually chooses to do so. An eligible employee who makes no elective contribution has an actual
deferral ratio of 0.

What is considered compensation for purposes of calculating actual deferral ratios?

The definition of compensation used in determining actual deferral ratios must be one that is non-discrimina-
tory under Section 414(s). Generally, compensation paid during the plan year will be used for this purpose.
Refer to the Test Compensation definition.

What happens if the ADP test for a plan year is not satisfied?

If the ADP test for a plan year is not satisfied, the portion of the Section 401 (k) plan attributable to elective
contributions - and, most likely, the plan in its entirety - will no longer be qualified. The regulations, how-
ever, provide several mechanisms for correcting an ADP test that does not meet the requirements of the law.
These mechanisms are discussed in detail in Appendix V of your User’s Guide.



What is the Actual Contribution Percentage (ACP) Test?

The employer matching and employee after-tax contributions to a plan must satisfy either of the following

tests:

1. The ACP of the group of eligible HCEs cannot be more than 125 percent of the ACP of the eligible
NHCEs.

2. The ACP of the eligible HCEs cannot be more than 2 percentage points greater than the ACP of the

eligible NHCEs and the ACP of the eligible HCEs cannot be more than two times the ACP of the eligible

NHCEs.
The following shows the maximum ACP for HCEs given an ACP for NHCEs:

ACP for NHCEs ACP for HCEs
1 2
2 4
3 5
4 6
5 7
6 8
7 9
8 10
9 11.25
10 12.50

How is the ACP calculated?
The ACP for each group (HCEs and NHCEsS) is determined by calculating an actual contribution ratio for
each eligible employee, and averaging together the ratios of all HCEs and NHCEs.

How is an eligible employee’s actual contribution ratio determined?

In general, an eligible employee’s actual contribution ratio is the sum of employer matching and employee
after-tax contributions allocated to the employee’s account divided by the employee’s compensation. You
may use elective contributions not needed to pass the ADP test, as well as QNECs, as matching contribu-
tions in determining an employees actual contribution ratio. Recharacterized elective contributions are also
taken into account in determining an employee’s actual contribution ratio. However, matching contributions
treated as elective contributions for purposes of the ADP test are disregarded.

In addition, matching contributions that are forfeited because the elective or employee contributions to
which they relate are treated as excess contributions or excess deferrals are not taken into account. If the
ACP test is not satisfied, plan provisions calling for distribution and/or forfeiture of excess aggregate
contributions are implemented first before determining whether matching contributions must be forfeited.
You must count each employee who is eligible to make after tax contributions or to receive a matching
contribution regardless of whether the employee actually chooses to contribute to the plan. An employee
who makes an after tax contribution and received no matching contribution has an actual contribution ratio
of 0.

What happens if the ACP test for a plan year is not satisfied?

If the ACP test for a plan year is not satisfied, the plan will no longer be qualified. The regulations, however,
provide several mechanisms for correcting an ACP test that does not meet the requirements of the law.
These mechanisms are discussed in detail in Appendix V of your User’s Guide.

What is the Aggregate Limit Test?

The aggregate limit test (sometimes called the “multiple use test”) is a special test that applies to prevent
both the ADP and ACP tests from being satisfied using the alternate method. If the test applies, and is not
satisfied, the plan is disqualified.

When is the Aggregate Limit Test performed?

If the plan can pass either the ADP or ACP test by using the 125% test, there is no need to perform the
aggregate limit test. This test is also only used when the Section 401(k) plan has contributions subject to the
ADP and ACP test. For example, if a plan only has elective deferrals (tested under the ADP test), there is no
need to perform the aggregate limit test.

A detailed explanation and examples of all the above tests are located in Appendix I of your User’s Guide.



Highly Compensated Employee (HCE)

Who is a highly compensated active employee?

An employee is a Highly Compensated Employee (HCE) for a plan year only if the employee performs
services for the employer during the determination year, and is a member of one or more specified em-
ployee groups (see Example below) during the determination year or look-back year. “Leased employees”
may have to be counted as your employees. Also, special rules may apply if the employer is a member of a
controlled group of corporations, an affiliated service group, or a group of businesses under common
control.

The determination of HCE vs NHCE is important, since the tests necessary to satisfy non-discrimination
rules require that these employees be grouped, and ratios from each group be used to show non-discrimina-
tory results.

To determine if an employee is a Highly Compensated Employee (HCE) for the determination year, two
calculations are required: the determination year calculation and the look-back year calculation. The deter-
mination year is generally the current plan year. The look-back year is the twelve months preceding the
determination year. The look-back year can never be less than twelve months.

Example

Plan A has adopted the calendar year as its plan year. The determination year for 1996 ends December 31,
1996, and the look-back year is the twelve months that ended December 31, 1995.

For the look-back year calculation, a highly compensated active employee is an employee who performs
services for the employer during the determination year, and who during the look-back year:

1. Was a 5% owner of the employer;

2. Received compensation from the employer of more than $100,000.*

3. Received compensation from the employer of more than $66,000* and was a member of the top-paid
group of employees; or

4. Was an officer of the employer who received compensation of more than $60,000.*

For the determination year calculation, an employee is a highly compensated active employee only if, during
the determination year, the employee is either (a) a 5% owner; or (b) both described in paragraph 2, 3, or 4
above (substituting determination year for look back year) and one of the 100 cmployees paid the most
compensation,

* These dollar limits are indexed, and may change annually. You must use the dollar amount in effect for the
calendar year in which the determination year or look-back year begins, whichever is applicable. The dollar
amounts shown are applicable for both 1995 and 1996.

Do family aggregation rules apply in determining Highly Compensated Employees?

Yes. Under IRC Section 414(q) (6), the compensation and contributions of family members of (a) a 5% owner,
or (b) an HCE who is one of an employer’s 10 top paid workers, must be aggregated with the compensation
and contributions of the HCE as though all the family members are a single HCE. The term “family mem-
ber” means the employee’s spouse and lineal ascendants or descendants (as well as the spouses of those
lineal ascendants and descendants). Lineal relatives include children, parents, grandparents, grandchildren,
etc., but do not include siblings, cousins, aunts, and uncles of the employee. Refer to “Child 19 Years Old or
Older or Other Family Member” and “Child Under 19 Years Old or Spouse” for further information.

Who is a 5 percent owner?

An employee is a 5 percent owner of the employer for the determination or look-back year if, at any time
during the year, the employee is a 5 percent owner for top-heavy purposes. (IRC Section 414(q) (3) and
416() (1) B) (i).) Also refer to the Top-Heavy definition for further information.



What is the top-paid group?

An employee is in the top-paid group of employees for the determination or look-back year if the employee is
in the group consisting of the top 20 percent of the employer’s employees when ranked on the basis of
compensation received from the employer during the year. The identification of the employees who are in
the top-paid group for a year involves a two-step procedure:

1. The determination of the number of employees that corresponds to 20 percent of the
employer’s employees; and
2. The identification of the employees who are among the number of employees who receive the most
compensation during the year.
Employees who perform no services for the employer during the year are not included in making either
of these determinations. For purposes of determining the number of employees in the top-paid group for
a year, the following employees are excluded:
a. Employees who have not completed six months of service by the end of the year;
b. Employees who normally work less than 17 1/2 hours per week during the year;
c. Employees who normally work six months or less during any year;
d. Employees who are not age 21 by the end of the year; and
e. Certain nonresident aliens.
The employer may elect to reduce the period of service or lower the age specified above, including a
zero service or age requirement, provided the election applies to all plans of the employer.

Who is an officer?
To determine if an employee is an officer of the employer for Highly Compensated Employee purposes, the
same general test in determining who is an officer for Top-Heavy plan purposes is applied.

For an officer to be a member of the group of HCEs, the officer must receive compensation during the
determination or look-back year that is more than one-half of the defined benefit plan maximum dollar
amount. If no officer satisfies the compensation requirement, the highest paid officer for the year is treated
as a highly compensated employee by reason of being an officer without regard to the amount of compensa-
tion. If no officer of the employer meets the compensation requirement and an employee is both the highest
paid officer and a 5 percent owner, the employee is treated as an includible officer for this minimum inclu-
sion rule.

The number of employees that can be considered officers is equal to 10 percent of all employees, or three,
whichever is greater. In no case, however, can the total number of officers exceed 50. Thus, if the employer
has fewer than 30 employees, no more than three can be considered officers.

What “Compensation” is used for determining Highly Compensated Employees?

”Compensation” is based on compensation as defined in IRC Section 415(c) (3) of the Internal Revenue Code.
This is, generally, the total compensation an employee receives from the employer during the year, and
includes any salary deferrals under IRC Section 401 (k) plans, IRC Section 403 (b) tax sheltered annuities,
SEP’s, and cafeteria plans.



Key Employee

Who is a key employee?

A key employee is any employee (including any deceased employee) who, at any time during the plan year
containing the Determination Date or any of the four preceding plan years, is (or was):

1. An includible officer having annual compensation in excess of 50 percent of the Section 415 annual
dollar limitation for defined benefit plans in effect for such plan year;

2. One of the top ten largest owners of the employer having annual compensation in excess of the annual
addition limitation in effect for such plan year;

3. A5 percent owner; or

4. A1 percent owner whose compensation exceeds $150,000

(IRC 416(i)(1)(A); Treasury Regulation 1.416-1, Question T-12)

A family member (spouse, child, grandchild, and parents) of a key employee may also be a key employee as
a result of the stock attribution rules of Internal Revenue Section 318. A family member of a 5% owner
will always be a key employee. A family member of a top ten owner or 1 percent owner will be a key
employee if the family member has the requisite amount of compensation.

The determination of key employee status is necessary to properly perform top heavy testing. Refer to the
Top-Heavy definition.

Who is an includible officer ?

An includible officer is an employee who, at any time during a plan year in the determination period, is an
officer and receives compensation in excess of 50 percent of the Section 415 defined benefit limitation in
effect for the plan year. The Section 415 defined benefit dollar limit in effect for a plan year is the limit in
effect for the calendar year in which such plan ends. For example, an officer who earns more than $60,000 in
a plan year that ends in 1996 will be an includible officer.

There are limits on the number of employees who are treated as key employees by reason of being officers.
If the employer has less than 30 employees, then no more than three individuals will be treated as officers. If
the employer has 30 or more employees than up to 10% (but not more than 50) can be treated as key employ-
ees by reason of being officers.

Who is a top ten owner?

An employee is considered a top ten owner if the employee’s interest in the employer, during any of the plan
years in the determination period in which the employee is eligible to be a top ten owner, is among the ten
largest interests owned by employees during the determination period. If two or more employees have
the same ownership interest, the employee having the greatest amount of compensation during the plan year
will be treated as having the largest interest in the employer.

An employee is eligible to be a top ten owner if the employee meets both of the following requirements:

1. The employee has annual compensation for any plan year in the determination period greater than the
Section 415 defined contribution plan dollar limit for the calendar year in which such plan year ends.
2. The employee owns (applying attribution rules under Section 318 as modified under Section
416(i) (1) B) (iii) (I)) at any time during such plan year more than a one-half percent interest in the
employer.
If an employee’s ownership interest changes during a plan year in the determination period, the employee’s
ownership interest is the largest interest owned at any time during the plan year. The controlled group and
affiliated service group rules are disregarded in determining whether an employee is a top ten owner.

Who is a 5 percent owner?

An employee is considered a 5 percent owner if at any time during a plan year in the determination period an
employee owns or is considered to own (applying attribution rulcs under Section 318 as modified under
Section 416 (i) (1) B) (iii) (I)) more than 5 percent of the value of the outstanding stock of a corporation, or
stock having more than 5 percent of the total combined voting power of all stock of the corporation. If the
employer is not a corporation, a 5 percent owner is any employee owning more than 5 percent of the capital
or profits interest of the employer. The controlled group and affiliated service group rules are disregarded in
determining a 5 percent owner.



Who is a 1 percent owner?

A 1 percent owner is determined in exactly the same way as a 5 percent, except that 1 percent is substituted
for 5 percent. Although the controlled group and affiliated service group rules are disregarded in determin-
ing a 1 percent owner, they are taken into account in determining whether an employee has $150,000 in
compensation for a plan year in the determination period.

What is considered compensation for purposes of determining key employees?

"Compensation” is based on compensation as defined in IRC Section 415(c) (3) of the Internal Revenue Code.
This is generally total compensation the employee receives from the employer during the year, and includes
salary deferrals under IRC Section 401(k) plans, IRC Section 403 (b) tax sheltered annuities, SARSEP’s and
cafeteria plan.

What is the determination period?
The determination period is generally the five year period ending on the Determination Date, Refer to the
Top-Heavy definition.

Non-Highly Compensated Employee (NHCE)

Who is a non-highly compensated employee (NHCE)?

Any employee who performs services for you in a determination year and who does not meet the definition
of Highly Compensated Employee (HCE) is considered a Non-Highly Compensated Employee (NHCE).
Please refer to the definition of Highly Compensated Employee. “Leased employees” may have to be counted
as your employees.

The determination of HCE vs NHCE is important, since the tests necessary to satisfy non-discrimination
rules require that these employees be grouped, and ratios from each group be used to show non-discrimina-
tory results.

Test Compensation

What compensation is used to perform 401(k) discrimination testing?

For 401 (k) discrimination testing any definition of compensation permissible under IRC Section 414(s) may
be used. The software provides two options, Gross Compensation and Taxable Compensation. You should
run the test using both to see which works best in your particular case.

Gross Compensation means an employee’s total compensation (normally, what will be reported as W-2
wages increased by any IRC Section 401(k), 403(b), 125, or SARSEP elective deferrals.) For self employed
individuals gross compensation is net earnings from self employment.

Taxable Compensation means the employee’s compensation which will be reported on his or her W-2 (that
is not increased by any IRC Section 401 (k), 403(b), 125, or SARSEP elective deferrals).

The maximum compensation that can be used for test purposes for a participant is $150,000. Special family
aggregation rules also apply if the spouse, children, or other family members are included in the plan. Refer
to the definitions for Child Under 19 Years Old or Spouse, and Child 19 Years Old or Older or Other Family
Members for details.

Note: this Colonial 401(k) software also provides 415(c) testing. This compensation election above is not
used for this test, as 415 rules require this test be done using taxable compensation. (Gross Compensation
less deferrals). The 415 Test is done to check if any participant is exceeding the IRS limit that can be contrib-
uted to any participant in the plan year. That limit is the lesser of 25% of compensation or $30,000 for 1996.



Top Heavy

What is a top-heavy 401(k) plan?

A 401(k) plan is top-heavy if, as of the Determination Date, the total of all accounts of all key employees
exceeds 60 percent of the total of the accounts of all employees. If this occurs, the plan is subject to addi-
tional requirements. These plans, referred to as top-heavy plans, must provide minimum contributions to
non-key employees. If a 401(k) plan provides for employer contributions other than elective contributions,
the account balances attributable to these contributions must vest at an accelerated rate.

Which factors must be considered in determining whether a qualified retirement plan is top-

heavy?

To determine whether a qualified plan is top-heavy, it is necessary to consider;

1. Which employers must be treated as a single employer;

2. What the Determination Date is for the plan year (generally, the last day of the prior plan year; in the

first plan year, the last day of that plan year); )

3. Which employees are or formerly were Key Employee;

4. Which former employees have not performed any services for the employer during the five-year period
ending on the determination date;

5. Which plans of such employers are required or permitted to be aggregated in determining top-heavy
status; and

6. The present value of the account balances of key employees, former key employees, and non-key
employees.

What is a required aggregation Group?

Arequired aggregation group consists of each retirement plan of the employer in which a key employee is a
participant in the plan year containing the determination date or any of the four preceding plan years, and
any other retirement plan of the employer that enables a retirement plan covering a key employee to satisfy
the coverage and nondiscriminatory benefit requirements.

An aggregation group is a top-heavy group if, as of the determination date, the sum of (1) the present value
of the accumulated accrued benefits for key employees under all defined benefit plans included in the group
and (2) the account balances of key employees under all defined contribution plans included in the group
exceeds 60 percent of the same amount determined for all employees under all retirement plans included in
the group.

Are there any special qualification requirements that apply to top-heavy plans?
Yes. In addition to the qualification requirements that apply to all retirement plans, a top-heavy plan must
satisfy the following requirements;

1. Minimum Vesting
A top-heavy plan must contain either a three year vesting provision or a six-year graded vesting provi-
sion. The Colonial 401(k) plan automatically satisfies this requirement. Under the three-year vesting, an
employee who completes at least three years of service must be 100 percent vested. Under the six-year
graded vesting, an employee must become vested as determined by the following table:

6 Year Schedule

Completed Years Vested
of Service Percentage
2 20
3 40
4 60
5 80
6 or more 100



2. Minimum Contributions
If 2 401 (k) plan becomes top-heavy, non-key participants who have not separated from service before the
end of the plan year must be provided with a minimum employer contribution. In general, the minimum
contribution (including reallocated forfeitures) will be equal to 3 percent of compensation.
A lower minimum is permitted when the allocation of contributions and forfeitures on behalf of any Key
Employee is less than 3 percent of compensation. In that event, the minimum contribution is the largest
percentage of compensation allocated to any key employee. ~ There is, however, an exception to this
rule. The top-heavy minimum remains at 3 percent of compensation if the 401(k) plan enables a defined
benefit plan in the same required aggregation group to satisfy the minimum coverage rules under
Section 410(b).

Some special rules apply to 401(k) plans:

1. Elective deferrals by non-key employees can not be used to satisfy the top heavy minimum contribution
requirement. But elective deferrals of key employees are taken into account in determining the key-
employee’s contribution percentage.

2. Qualified nonelective contributions are treated as part of the employer’s minimum required contribution.

3. Matching contributions allocated to key employees are taken into account in determining the key-
employee’s contribution percentage. They may also be used to satisfy the top heavy minimum contribu-
tion requirement but if they are, then they can not be used in the ADP or ACP tests.

4. In the case of elective contributions under a 401(k) plan, the required minimum contribution is based on
an employee’s compensation excluding the elective deferral.

Example #1

XYZ Company maintains a top-heavy 401(k) plan that provides for elective contributions only. Bob is the
only key employee to defer 3 percent of compensation. The top-heavy minimum contribution for non-key
employees is 3 percent of compensation.

Example #2

The facts are the same as in Example #1, except that Bob defers only 2 percent of his compensation,
which is the largest rate of deferral by any key employee in the plan. The top-heavy minimum contribu-
tion for non-key employees is 2 percent of compensation.

Example #3

The facts are the same as in Example #2, except that XYZ Company sponsors a defined benefit plan that is
required to be aggregated with the 401 (k) plan and that satisfies the minimum coverage rules under
Section 410(b) only when aggregated with the 401(k) plan. The top-heavy minimum contribution for non-
key employees is 3 percent of compensation.



Vesting

The vesting calculation is an estimate. It generally assumes an employee has worked 1,000 hours in each
completed vesting computation period (VCP). However, an employee is assumed to work 1,000 hours in the
VCP containing his hire date only if the employee is hired in the first six months of that period. Vesting
percentages for Plan purposes must be calculated based on the actual hours worked. A terminated employee
who works 1,000 or more hours in the year of termination is entitled to a year of vesting service in that year.
An employer may elect in the Plan adoption agreement to require less than 1,000 hours, in which case the
estimate of vesled percentage would require a mutual adjustment. This software will not perform this
adjustment.

Example

» Vesting Analysis as of 11/1/1996

¢ Plan Year is calendar year

e Year of service for vesting purposes = 1,000 hours
An employee hired on 3/4/94, is assumed to work 1,000 hours in the 1994 plan year, as the employment
date is between 1/1/94 and 6/30/94. Vested percentage would be based on 2 years of vesting service,
1994 and 1995.
An employee hired on 8/3/94, is assumed to work less than 1,000 hours in the 1994 plan year, as the
employment date is between 7/1/94 and 12/31/94. Vested percentage would be based on 1 year of
vesting service, 1995.

After the first VCPF, it is assumed a year of vesting service is accrued on 1/1 of the following year.



License AGREEMENT

This is a legal agreement between you (the “Purchaser”) and Colonial Investment Services, Inc.
(“Colonial”) for the use of the enclosed 401(K) Software program (the “Program”). By installing
and using the Program, the Purchaser agrees to be bound by the terms of this

agreement.

1.

2.

Grant of License. Colonial grants the Purchaser the right to use one copy of the Program on
a single computer by a single user or on a network by no more than one concurrent user.

Copyright. The Program is owned by Colonial and is protected by United States copyright
laws. Purchaser may not copy the Program other than to the hard disk of a single computer,
or to one set of floppy diskettes for back-up or archival purposes. The documentation pro-
vided with the Program may not be copied or reproduced.

Other Restrictions. Purchaser may not transfer, rent or lease the Program or the written
documentation on a temporary or permanent basis to any other user. Purchaser may not
reverse engineer, decompile, disassemble or otherwise inspect the Program or any of the
accompanying computer files provided with the Program.

Limited Warranty. Colonial warrants the physical diskettes and documentation to be free
of defects in material or workmanship for a period of ninety (90) days from the date of
purchase. Colonial also warrants the Program to work as specified in the written documenta-
tion. Colonial’s entire liability and Purchaser’s exclusive remedy for claims under this limited
warranty will be replacement of any defective diskettes, documentation materials and Pro-
gram files not performing in accordance with the written documentation.

No Other Warranties or Liability. Colonial disclaims all other warranties, either express
or implied, including, but not limited to, implied warranties of merchantability and fitness for
a particular purpose with respect to the Program and the accompanying documentation. In no
event shall Colonial be liable for any damages whatsoever (including, but not limited to,
damages for loss of business profits, business interruption, loss of business information or
other pecuniary loss) arising out of the use or inability to use the Program, even if Colonial is
advised of the possibility of such damages. Some states do not allow the exclusion or limita-
tion of liability for consequential or incidental damages. Therefore, the above limitations may
not apply in those states.

Update Policy. No update fees will be payable in the calendar year of initial purchase.
Thereafter, any update to the Program will be provided at Colonial’s then current rate.
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