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State of Maine Deferred Compensation Plan
Questions and Answers
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	These questions and answers are designed to help you understand how you can use the Deferred Compensation Plan to save for retirement. If you have additional questions about the plan, or wish to enroll, please call one of the local financial services organization (FSO) representatives. Phone numbers for the FSO representatives are shown in the FSO Contact List, which is available online at www.maine.gov/beh or from Employee Health and Benefits by calling 207-287-6780 or 1-800-422-4503.


Inside, you’ll find questions and answers on these topics:
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 \* MERGEFORMAT 
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· 
 \* MERGEFORMAT Enrolling in the Plan

· Participating in the Plan
· Planning and Investing
· Other Resources
General Information

1. Is the Deferred Compensation Plan a 401(k) plan?

No, the Deferred Compensation Plan is a 457(b) plan. Section 457(b) of the Internal Revenue Code contains savings plan rules for tax‑exempt organizations and governments. Like a 401(k) plan, a 457(b) plan allows you to delay paying taxes (known as “deferring taxes”) on the portion of your income you contribute to the plan until you take a distribution from the plan. Unlike a 401(k) plan, however, this plan has no tax penalty if you receive a distribution before age 59½.
2. Who can participate in the plan?

You are eligible to participate in the plan if you are:

· An employee, elected official or appointed official of the State of Maine,

· Actively performing services for the State of Maine, and

· Being paid for your services by the State.

Leased employees and independent contractors are not eligible to participate in the plan.
3. What are the advantages of saving in the Deferred Compensation Plan?

The plan offers you several important features to help make saving easy and rewarding:

· Tax‑saving opportunities. When you contribute to the plan, you use pre‑tax dollars, which means you save on your current taxes. You don’t pay taxes on the money in your plan account until you receive a distribution.

· The power of compounding. The money you save will start making money through the power of compounding. For example, “monthly compounding” means that each month your account is adjusted to reflect the previous month’s gains and losses. If the overall result is positive, you’ll have an even larger account balance the next month to generate even more investment income. That’s because now you’re earning investment income on two things — your contributions and the investment gains on those contributions.

· A wide variety of investment options. You can invest your account balance in a wide variety of investment options. The plan offers investments with varying levels of risk so that you can select those investments that are right for you. 

· Professional asset management. You get to take advantage of the professional asset management offered by your financial services organization (FSO). Plus, the plan’s Advisory Council monitors the plan’s investment options to make sure the investment funds offered in the plan meet stated goals and objectives. This includes making sure that you have a range of investment options to choose from with different risk and return characteristics. You may contact your FSO representative if you have questions about your plan or your investments.
· Flexibility to change your contributions and investments. The plan offers you the opportunity to change the amount you contribute and how your contributions are invested. You can also stop participating, while continuing to direct the investment of your existing plan account.
· There are flexible payment options when you leave. If you leave your job with the State, you can avoid current income taxes by rolling over this account to another employer’s plan (for example, a 401(k), 403(b) or other government plan) or an individual retirement account (IRA). You may also elect to receive a payout (generally in installments, as an annuity or as a lump sum) or leave your money in the plan, where your account may continue to grow through investment earnings and compounding. Your local FSO representative can provide more information about these options.
Enrolling in the Plan

4. How do I enroll?
You may enroll at any time. As a first step, request an information packet from one or more FSOs, so you can review the various investment and distribution options available to you. To request an information packet, call your local FSO representative. The FSO Contact List showing the FSO representatives’ phone numbers is available online at www.maine.gov/beh or by calling Employee Health and Benefits at 207‑287‑6780 or 1‑800‑422‑4503.

Next, choose one FSO and arrange a meeting with your local FSO representative, who will help you complete the forms you need to enroll.
5. What is an FSO?
The State has carefully selected a group of financial services organizations (FSOs) to support your participation in the plan. The role of the FSOs is to help you enroll in the plan, assist you in investing your plan account and process any distributions you receive from the plan. Each FSO offers a range of investment options to choose from with different risk and return characteristics. You can find a list of the participating FSOs online at www.maine.gov/beh.

6. How do I choose an FSO?

Before you can contribute to the plan, you need to choose one of the participating FSOs. First, contact one or more of the FSOs for detailed information. Then, select the one you feel best meets your needs. Don’t forget that some investment options may have management fees. See question 7 for more information on these fees.

When making your choice, take a look at the investment options and the past performance of the FSOs’ funds — with an eye on the options in which you would like to invest. Keep in mind, the past performance of any investment is not a guarantee of future performance. You can request up‑to‑date investment results from the FSO representatives noted in the FSO Contact List available at www.maine.gov/beh. Also, the FSOs offer different payment options; so if you are nearing retirement, make sure that the FSO you choose has the payment option you would like.

You may change your FSO once a year and have your future contributions directed to the new FSO. If you change to a new FSO, you may keep your existing account balance with the current FSO, but you may not direct future contributions to more than one FSO at the same time.
7. What are the fees for investing in the plan?

The FSOs contracted by the State for this plan are allowed a margin of profit on your investments and were selected on a competitive basis. Costs vary by FSO and investment option, so be sure to speak with an FSO representative about fees before you make your investment decisions. Some of these fees include:

· Management fees to pay the investment manager or advisor,

· 12b‑1 fees to cover certain costs related to marketing the funds, and

· Administrative fees for maintaining accounts, enrollment, education, customer servicing, tax reporting, compliance services, third‑party administration services, etc.
8. I’m not sure I can participate in the plan. What if I can’t afford to save?

There are two important things to keep in mind:

1. Even a small contribution can grow into a significant amount over time. For example, if you save $60 a month — only $2 a day — that amount would grow to $24,662 after 20 years in a 
Deferred Compensation Plan tax‑deferred account, assuming your account earns a 5% average annual rate of return. By making a small adjustment in your daily living — like bringing your lunch to work or renting movies instead of going to the theater — you may be able to find that extra money to save in the plan.
2. By participating in the plan, you can take advantage of two important opportunities to save on your taxes:

· You reduce your current taxes. Because your contributions to the plan are made with pre‑tax dollars, they are deducted from your pay before federal and state income taxes are calculated. This means you get more bang for your buck. For example, if you put $20 into the plan, it may cost you only $15.87 because of the tax savings (the amount you save depends on your deductions and tax bracket). In other words, it costs less than a dollar to save a dollar. 
· Your account grows tax‑deferred because you don’t pay taxes on your contributions or any earnings on your investments until you receive a distribution. This means that you have more money available to grow through compounding and investment returns.
Participating in the Plan

9. How does the plan work?

Once you enroll, your contributions to the plan are deducted automatically from your paycheck before you pay current state and federal income taxes, so you save on taxes now while growing savings for your future. Your annual contributions to this plan, when combined with contributions to any other 457(b) plan, cannot be more than the Internal Revenue Service (IRS) contribution limit (see questions 11 and 12 for the limits that apply to you). The minimum amount you may contribute is $20 per biweekly payroll period. You may change your contribution amount or stop contributing at any time.
The plan provides you with three financial services organizations (also referred to as FSOs) that offer a variety of investment options for your savings. After you enroll, your contributions are sent directly to the FSO you chose. You direct how your dollars are invested, and your account balance will reflect any gains or losses on your investments.
10. How often may I change my contributions?

You can change your contribution amount — or stop contributing — at any time. To do so, you will need to submit a form a few days before the end of the month. Your change will take effect in the month following the month in which your form is received. Forms are available from your local FSO representative. Please work with your FSO representative to determine the exact timing requirements for your change and to start the process.
11. Are there limits on the contributions that I can make to the plan?

Yes, the most you may contribute to the plan for the year is $16,500 in 2010. This limit is set by the IRS and generally increases each year, along with increases in the cost of living. If you are age 50 or older and you reach this limit, you may make a catch‑up contribution — over and above the regular contribution limit. If you’re approaching retirement, you may also be able to take advantage of pre‑retirement catch‑up contributions that allow you to make up the contributions you could have made in the past, but didn’t. See question 12 for more information on catch-up contributions.
12. What are “catch‑up” contributions?

If you are or will be age 50 or older by December 31 and are contributing up to the annual contribution limit ($16,500 in 2010), you may make an age 50 or older catch‑up contribution of up to $5,500 above the normal contribution limit, making your total annual contribution limit $22,000 for 2010.
If you are nearing your Normal Retirement Age, you also may be eligible to make pre‑retirement catch‑up contributions of up to $16,500 above the normal contribution limit, for a total annual contribution limit of $33,000 for 2010. Normal Retirement Age is 70½, unless you elect another age in writing. Please note you must elect the same Normal Retirement Age under this plan and other 457(b) plans sponsored by the State of Maine. The rules and limits that apply to pre‑retirement catch‑up contributions are complex. For example, if you make age 50 or older catch‑up contributions, you will decrease the amount of pre‑retirement catch‑up contributions you can make. If you are thinking about making catch‑up contributions, consult your local FSO representative for advice. Also, see A Guide to Preparing for Retirement, available online at www.maine.gov/beh, for more details. 
13. Can I roll over my 401(k) funds into my Deferred Compensation Plan account?

Yes, you may roll over taxable amounts into the plan from any combination of qualified plans, such as a 401(k) plan, 403(b) plan or MainePERS, or from an individual retirement account (IRA) or other governmental 457(b) plan.
14. Who invests the money in the plan?

Your contributions are sent directly to the FSO you choose at the time you enroll. You choose the investments in your plan account from the options offered by the FSO you chose. Any gains or losses on your investments are applied to your account balance.

15. How often may I change my investments?

You may change your investment options with your current FSO (for example, transfer an existing balance from one investment fund to another or change the way future contributions are invested) at any time by calling your FSO’s customer service center or going online. In general, if you submit your election change before 4 p.m., Eastern time, it will be processed within 24 hours. Note: Each FSO has rules in place to prevent excessive trading. Contact your local FSO representative for more information.
You can change your FSO once a year. If you change your FSO, all of your future contributions to the plan will be directed to the new FSO. You may not direct future contributions to more than one FSO at the same time. If you wish, you may keep part or all of your existing account balance with the current FSO or move it to any FSO where you have an account. You may do this at any time, but only once a year.  

16. Can I withdraw money from my retirement account?
Because this plan is designed primarily to help you save for retirement, the withdrawals you may make while you are working for the State are limited by law. In general, you may take a withdrawal from the plan only if you have an unforeseeable emergency, as defined by the IRS (see question 17 for more information). However, you will have to apply for a withdrawal and have your request approved. If you are considering taking a withdrawal from the plan as a result of an unforeseeable emergency, please speak with your FSO representative about the requirements related to withdrawals. 

Keep in mind that if you take a withdrawal when your investments are showing a loss, you will not have an opportunity to recover from that loss if the market turns up. You will also be subject to taxes if you take a withdrawal while working.

17. What is considered an “unforeseeable emergency”?

The IRS regulates the types of events that can be considered an unforeseeable emergency. Some examples include:

· Preventing imminent foreclosure on, or eviction from, your primary residence,
· Expenses resulting from the loss of your property due to a casualty event (including the need to rebuild) not otherwise covered by insurance,
· Home repairs not covered by insurance (that is, those that constitute or arise from an unforeseeable emergency),
· Expenses associated with a funeral for your spouse or dependent,
· Expenses associated with a sudden and unexpected illness (or accident) for you, your spouse or your dependent,
· Medical expenses not covered by insurance, including the cost of non-prescription drugs, and
· Other similar extraordinary and unforeseeable circumstances arising as a result of events beyond your control. 

If you have an unforeseeable emergency, you may apply for a withdrawal only if your hardship cannot be satisfied through any other means. You must submit evidence of the financial hardship, as required by the Plan Administrator. Each application will be considered on an individual basis and reviewed based on the facts and circumstances. To request a withdrawal application for an unforeseeable emergency, please contact your local FSO representative.

Note: An unforeseeable emergency does not include circumstances that can be planned for, such as purchasing a home or car, education expenses or payment of taxes. However, if you withdraw amounts from the plan due to an unforeseeable emergency, you may also withdraw an additional amount necessary to cover the taxes on the withdrawal amount. 

18. Can I contribute my payment for unused vacation to the plan?

Yes. When you leave employment with the State of Maine, you will receive a payment for any unused vacation days you may have. You may contribute all or a portion of this payment to the plan on a pre-tax basis, as long as it is paid by the time you stop working. Keep in mind that, in addition to contributions you make to your account throughout the year, this contribution is subject to the IRS limits noted in questions 11 and 12.
If you don’t currently have a plan account, you may join the plan just to make this contribution. But you must establish your plan account before your employment ends. First, contact your local payroll representative at least one month before you plan to leave to find out how much unused vacation pay you can expect. Next, request an information packet from one or more FSOs, so you can review the various investment and distribution options available to you. To request information packets, call the local FSO representatives (their phone numbers are shown on the FSO Contact List available at www.maine.gov/beh) or call Employee Health and Benefits at 207‑287‑6780 or 1‑800‑422‑4503. Then, choose one FSO and arrange a meeting with your local FSO representative, who will help you complete the forms you need to enroll in the plan and set up the contribution. 
For more information on contributing your payment for unused vacation to the plan, see A Guide to Preparing for Retirement, available online at www.maine.gov/beh.
19. Are there any advantages to contributing my payment for unused vacation to the plan?

The advantages of making this payment to the plan are similar to making any contribution to the plan. The taxes on a large, lump‑sum payment, such as your payment for vacation, could be substantial. By contributing this payment to the plan, you defer taxes on that contribution — which lowers your taxable income and allows your money to grow tax‑deferred until you withdraw it from the plan.
20. How can I designate or change the beneficiary for my plan account?

It’s important to have an up-to-date beneficiary designation on file for your plan account. To designate — or update — your beneficiary, call or email your local FSO representative. Phone numbers for local FSO representatives are included in the FSO Contact List, which can be found online at www.maine.gov/beh. You can also call Employee Health and Benefits at 207‑287‑6780 or 1‑800‑422‑4503.
21. How can I determine how much money I have in my account?

You can check your account balance at any time by logging on to your FSO’s website. As a plan participant, you will also receive quarterly statements showing your account balance and investment performance. You can find each FSO’s website address on the FSO Contact List available at www.maine.gov/beh.
Planning and Investing

22. How much should I be saving for retirement?

Experts say that we need at least 70% of our annual pre‑retirement income in retirement.

MainePERS, the State’s pension plan, will replace some of your pre‑retirement income, but you will most likely need additional savings to reach that retirement income goal. The percentage of your pre‑retirement income that MainePERS replaces will depend on your years of service at retirement and other factors, such as the payment option you select. The money you have in the plan plus any personal savings you may have also will help you meet this goal. If you contribute to the plan, keep in mind that saving enough to meet your goals has more to do with how much you contribute than how you invest your savings. 
23. How do I come up with an investment strategy?
The best investment strategy is one that is based on your own individual needs and objectives. Whatever your retirement goals may be, you need to begin by planning how you’ll get there. In order to do so, you should consider a combination of three factors:
· How much you will need for a comfortable retirement. The amount that you will need in retirement depends on your retirement plans, your expenses in retirement and any other sources of retirement income you may have, such as your MainePERS benefit, Social Security benefits, if applicable, and your own personal savings and investments. Also, keep in mind you may be eligible for retiree medical coverage if you are actively enrolled in State of Maine medical coverage at least one year before retirement, and you start payment of your pension benefits immediately upon termination. Identifying your income needs will help you determine what role the plan should play in your future financial security.
· How much time you have to save. Generally, the younger you are, the more risk you can afford to take. That’s because if the market experiences a downturn, you have more years to recover from any short‑term losses. Along those same lines, as you get closer to retirement, you may want to consider shifting a portion of your portfolio to less risky funds since you will have less time to make up any losses.
· Your comfort level with risk, especially stock market risk. As you decide where to invest your money, consider whether you are comfortable with the idea of investing in riskier assets like stocks in order to earn a potentially greater rate of return. An investor who is more uncomfortable with risk may want to hold a lower percentage in stocks.
24. How do I decide where to invest my money? 
You may want to make investment decisions based on the investments that offer the greatest potential return for the amount of risk that you can afford to take. That said, there are some things you can do to help minimize the effects of investment risk.
Many financial experts suggest that you spread your money among different types of investments (like stocks or bonds) that have varying degrees of risk and return over time. This is called diversification. In other words, don’t put all of your eggs in one basket. The plan offers you the ability to choose from a range of different investment types, including fixed income, domestic stock, international stock and global stock funds. By diversifying your portfolio, you’re less likely to feel the effect of a single investment’s poor performance.
25. What is risk?
Risk is the possibility that the value of your investment will decrease — or will not increase at the expected rate. Each of your investment options offers a different degree of risk. Generally, the higher the risk, the higher the potential return on your investment. Likewise, lower‑risk investments, with their lower potential for loss, tend to offer lower average returns. Here are some of the different types of risk an investor can face:
· Inflation risk is the risk that over time your investments will not keep pace with increases in the cost of living. You are vulnerable to this risk if you invest too conservatively — that is, put all your money in “safe” investments that have low rates of return.
· Interest rate risk is the risk that if interest rates rise, your fixed‑income investments — such as bonds — may be locked into receiving a lower rate of return, and, as a result, lose value. On the other hand, when interest rates fall, bond prices generally rise. This means your investment can rise in value.

· Business risk is the possibility that a company’s stock or bonds may experience poor returns if the issuing company has a business problem or goes out of business.

· Stock market risk is the possibility that a downturn in the market will cause your stocks to decrease in value.

26. What are the different kinds of investment options in the plan? 
Each of the FSOs offers a variety of investments, including mutual funds, so you can use the plan to build a diversified portfolio. A mutual fund is a company that pools money from many investors and invests the money in stocks, bonds or other types of investments. Here are some definitions of the types of mutual funds that you can choose:
· Fixed income — This type of fund seeks investments that make regular payments, giving you a steady, reliable stream of income. This stream of income is based on interest payments from the fund’s investments. A bond is an example of a fixed‑income investment. Note: The plan also offers fixed‑interest accounts, a type of fixed‑income investment that doesn’t invest in a mutual fund.
· Balanced — This type of fund invests in stocks for growth and bonds for steady income. The fund will typically set a specific mix of stocks and bonds, and the fund’s manager will maintain that mix for you. An example would be a fund that invests 60% in stocks and 40% in bonds.
· Domestic stock — This type of fund tries to get your contributions to grow over the long term by investing in the stocks of U.S. companies. Most funds also focus on the size of the company that the fund will invest in. This is referred to as a stock’s market capitalization (“market cap,” for short). Traditionally, investments are referred to as large‑cap, mid‑cap or small‑cap stocks. 
· Large‑cap funds include stocks of very large companies whose market capitalization generally is greater than $10 billion. Because of their size, large‑cap companies generally have more resources to help them weather difficult economic times. So, over longer time periods, stocks for these companies may experience less dramatic swings in price than stocks of small‑cap companies. Examples include: General Electric, Home Depot, Wal‑Mart.

· Mid‑cap funds include stocks of medium‑sized companies whose market capitalization generally is less than $10 billion and greater than $2 billion. Examples include: Foot Locker, Delta Air Lines.
· Small‑cap funds include stocks of small companies whose market capitalization is generally less than $2 billion and greater than $200 million. Because they are smaller, small‑cap companies may be able to respond to market changes more quickly than large‑cap companies (think tug boat versus ocean liner). On the other hand, they also don’t have as many resources to weather an economic downturn as large‑cap companies. So, over longer time periods, stocks for these companies may experience more dramatic swings in price than stocks of large‑cap companies. Examples include: Weight Watcher’s Int’l, Sirius XM Radio.
· International stock — This type of fund invests only in foreign stocks. Like domestic funds, these funds come in different market cap structures (that is, large‑cap, mid‑cap and small‑cap).
· Global stock — This type of fund holds a variety of foreign and domestic stocks.
27. Is my money safe when I invest in the plan?

No one can guarantee that your account won’t lose value when you invest in stocks and bonds. However, there are some protections that may be available to you as an investor in the unlikely event of an FSO’s bankruptcy:

· Fixed‑interest options. Your investment in fixed‑interest options (a type of fixed-income investment) is insured by the Maine Life & Health Insurance Guaranty Association up to the legal limit of $250,000 per FSO, if your FSO goes bankrupt and does not have the money necessary to meet its obligations to creditors.

· Mutual funds and variable annuity account options. Mutual fund investments are regulated by the U.S. Securities and Exchange Commission (SEC). Variable annuity account options are regulated by state insurance commissioners, as well as by the SEC. Money held in these funds may not be used to meet obligations to creditors if the FSO goes bankrupt.

Whether the market is up or down, it’s still important to save for retirement. It is also important to continue investing at times when assets (like stocks) have lower prices in order to reap the benefits of a later upturn in the market. While security is important, there are other important factors — such as the rate of return, withdrawal restrictions, fees, etc. — that you should consider when choosing your investments. 
28. How often should I re‑evaluate my investment strategy?

To make sure you stay on track to meet your investment income goals, you should review your investment strategy on a quarterly basis or if a significant event occurs (for example, you have a child, you change your planned retirement date or there is a significant shift in the U.S. marketplace).
Other Resources

29. What other resources are available to help me plan for retirement?
There are many resources available to help you plan for a financially secure retirement. Each of the FSOs offers financial planning tools and information. Other resources that can help you with your savings and investment strategy include your accountant or financial advisor, the public library and online resources. See the online resource guide available at www.maine.gov/beh for details.

Your FSO representative is also a valuable resource to help you develop a strategy for your personal situation. An FSO representative can answer any questions you may have about how the plan works and help you set a savings and investment strategy that’s right for you. Contact information for the plan’s FSO representatives is available online at www.maine.gov/beh.
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