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OFFERING CATCH-UP CONTRIBUTIONS

atch-up contribu ons
give older employees
who may not have
contributed enough to
their employer’s 401(k) or
other re rement savings
plan in earlier years an
opportunity
to
catch
up by making higher
contribu ons now.
Catch-up basics

To be eligible to make
catch-up contribu ons, an
employee must be age
50 or older by the end of
the year and must first
contribute the maximum
allowed deferral to the
plan. The maximum is

“To gain these
advantages, you
must take care not
to misclassify an
elective deferral
as a catch-up
contribution.”
determined by the plan
document limits or by
certain tax law restric ons.
For 2012, an eligible
employee can make catchup contribu ons of up to
$5,500 to a 401(k), 403(b),
or 457 plan and up to
$2,500 to a SIMPLE.
How contribuƟons
treated

June 2012

are

Catch-up contribu ons are

not subject to the dollar
limit on annual addi ons to
an employee’s plan account.
Nor do these contribu ons
have to be counted in your
actual deferral percentage
nondiscrimina on tes ng.
In
addi on,
catch-up
contribu ons
by
key
employees
are
not
included as part of the
threshold amount that
triggers required minimum
contribu ons in a topheavy plan.
To gain these advantages,
you must take care not
to misclassify an elec ve
deferral as a catch-up
contribu on. For example,
an employee who simply
contributes $5,500 more
than in past years cannot
choose to have that amount
classified as a catch-up
contribu on.
Determining
contribuƟons

catch-up

A plan determines whether
elec ve deferrals are
catch-up
contribu ons
by comparing the total
amount deferred by an
employee during the year
to the applicable tax law
and plan limits. Here are
some examples. All of the
employees are age 50 or
older in 2012.
• Employee #1 defers
$20,000 to the plan. The
$3,000 contribu on in
excess of the $17,000
(in 2012) dollar limit on
elec ve deferrals is treated
as a catch-up contribu on.
If the plan had a lower

elec ve deferral limit, a
deferral in excess of that
limit would be considered
a catch-up contribu on.
• Employee #2 defers
$22,000 to his employer’s
safe harbor 401(k) plan, and
his employer makes a 3%
nonelec ve contribu on
of $2,000 to his account,
for a total contribu on
of $24,000. $5,000 is
considered a catch-up
contribu on because the
employee exceeded the
tax law’s elec ve deferral
limit by that amount. The
nonelec ve
employer
contribu on doesn’t factor
into the determina on.
• Employee #3, a key
employee, receives a
$50,000 profit sharing
contribu on from her
employer in 2012. She also
defers $5,500 to the plan.
Her deferral is a catch-up
contribu on because the
profit sharing and elec ve
deferral
contribu ons,

when combined, exceed
the 2012 dollar limit on
annual addi ons ($50,000).
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INCREASING EMPLOYEES’
ACCESS TO INVESTMENT
ADVICE

The U.S. Department of Labor’s (DOL) Employee Benefits
Security Administra on recently issued a final regula on
that should make personalized investment advice
available to more plan par cipants. The regula on
allows plan service providers
that oﬀer investments to
a 401(k) or other defined
contribu on
plan
to
give investment advice
to employees inves ng
in the plan - including
recommending their own
funds - without viola ng
fiduciary rules.
The Pension Protec on Act
of 2006 created a statutory
exemp on
from
the
prohibited transac on rules
to expand the availability of
fiduciary investment advice
to plan par cipants. The new regula on establishes
guidelines for the exemp on.
Adding an advice arrangement
An investment advice arrangement must be structured
in one of two ways to qualify for the fiduciary relief.
The arrangement can be provided on a “level-fee”
basis, meaning investment fees do not vary based on
the investments employees select for their accounts.
Alterna vely, the advice can be given through the
use of a computer model cer fied as unbiased and
as applying generally accepted investment theories
by an independent expert. The regula on establishes
qualifica ons and a selec on process for the investment
expert who must perform the cer fica on.
In addi on, the plan sponsor or another plan fiduciary
(independent of the investment advisor or its aﬃliates)
must authorize the arrangement. Arrangements
also must sa sfy several other condi ons, including
disclosure of the advisor’s fees and other informa on
and an annual compliance audit.
The final regula on doesn’t aﬀect the DOL’s prior
guidance on the applica on of the prohibited transac on
rules and exis ng prohibited transac on exemp ons to
investment advice arrangements.*
The DOL es mates that approximately 134,000 defined
contribu on plans covering 17 million par cipants and
beneficiaries will oﬀer investment advice under the new
regula on.
* For example, guidance in Advisory Opinion Nos. 2011-08A, 200510A (Country Trust Bank), 2001-09A (SunAmerica Re rement
Markets), and 1997-15A (Frost Na onal Bank).

BENEFIT NOTES
New deadline for parƟcipant fee disclosure
The U.S. Department of Labor recently issued final
regula ons on fee disclosures that extend the deadlines
for both the fee disclosures service providers must furnish
to plan sponsors and the disclosures plan sponsors must
provide to par cipants in 401(k) and similar re rement
savings plans. For sponsors of calendar-year plans, the
deadline for furnishing par cipants with ini al fee
disclosure no ces is August 30, 2012. The first quarterly
statement (for fees incurred July through September)
must be furnished no later than November 14, 2012.
Get ready to report health care costs on W-2s
Larger employers that provide health insurance coverage
will have to disclose the cost of coverage on Form W-2
(Wage and Tax Statement), star ng with W-2s for 2012
(to be furnished to employees in January 2013). For
small employers, repor ng is op onal for health care
coverage provided through at least 2012 or un l further
IRS guidance is issued. A small employer is one that filed
fewer than 250 Forms W-2 for the preceding calendar year.
So, for example, an employer that filed fewer than 250
Forms W-2 for 2011 would not be subject to the repor ng
requirement for the 2012 calendar year. Employers that
are subject to the repor ng requirement for 2012 or that
intend to provide the informa on voluntarily should put
procedures in place to collect the necessary data.
Employer contribuƟons make a comeback
Many companies have restored or plan to restore employer
contribu ons that were suspended or reduced since the
beginning of 2008, according to the Plan Sponsor Council
of America’s 401(k) and Profit Sharing Plan Response to
Current Condi ons, released in late 2011. Of the 14% of
plans that suspended employer matching contribu ons
in the past four years (through October 2011), half have
fully restored those contribu ons. Two thirds of the plans
surveyed maintained their matching contribu ons during
the survey period, and 12.1% increased their match or
added matching contribu ons.

HELP PROTECT YOUR PLAN’S FINANCIAL INTEGRITY

I

n addi on to fulfilling
federal
repor ng
requirements, securing a
professional audit can help
protect your plan’s financial
integrity and ensure that it
will have the funds to pay
employees’ benefits. An
audit can reveal problems
your plan may have, and
your auditor may suggest
ways to improve your plan’s
controls and opera ons.
Depending on the size of
the plan, Federal pension
law
(ERISA)
generally
requires re rement plans
to have an annual audit
as part of the Form 5500
return/report
process.
Independent audits of your
plan’s financial statements
by a CPA can help you fulfill
your repor ng obliga ons
and avoid costly penal es.
Most plans require audits

Plans with 100 or more
par cipants
at
the
beginning of the plan year
(so-called “large plans”)
are generally subject to the
annual audit requirement.
The audit requirement
applies unless the plan
sa sfies certain waiver
condi ons. A plan may be
able to file Form 5500 as
a small plan and qualify
for the audit waiver if the
number of par cipants
covered is between 80
and 120 at the start of the
plan year and the plan filed
Form 5500 as a small plan
for the prior year. We can

tell you if your plan needs • Benefit payments were
to be audited.
made in accordance with
the plan terms
What does an audit The auditor also will
involve?
evaluate your overall
payroll
process to
Basically, auditors assess determine that employees’
whether a plan sponsor is deferrals
are
being
complying with the plan calculated on the correct
document,
Department compensa on
amounts
of Labor (DOL) rules and defined by the plan.
whether the plan’s financial Other issues an audit
statements comply with addresses include:
repor ng standards. The • The proper valua on of
financial and opera onal plan investments
aspects the auditor will • Plan obliga ons
review may vary from plan • Issues that may aﬀect the
to plan. However, one of the plan’s tax status
most important processes
the auditor will look at is Controls are examined
the payroll process. Among too
the items the auditor will
scru nize are whether:
The
relevant
internal
•
Contribu ons
are controls within the plan’s
consistent with employees’ accoun ng system are
signed deferral elec ons
assessed as part of the
• Contribu ons have been audit. If the employer
sent to the right party, outsources certain planreceived, and credited to related func ons, the
the right accounts
review of internal controls
•
Contribu ons
were includes
func ons
deposited in a
mely performed by the third
manner as defined by the party service provider that
department
aﬀect the plan’s financial

statements. Providers may
have their own “SSAE 16”
reports that the plan’s
auditor can rely on to some
extent. The employer, as
plan administrator, is s ll
responsible for monitoring
the overall process, despite
the fact that professionals
may have been hired
to
handle
day-to-day
administra ve func ons,
such
as
distribu on
calcula ons.
Having wri en policies for
your plan helps the auditor
review internal controls
more quickly and eﬃciently
by providing a star ng
point for the review. Having
an internal process in place
to spot-check controls,
correct any errors, and
document those checks is
also helpful.
LimiƟng the audit’s scope
Federal law allows the plan
sponsor/administrator
to limit the scope of the
plan’s annual audit if banks
or insurance companies
hold the plan’s assets
and
provide
wri en
cer fica ons. We can
advise whether limi ng the
scope of your plan’s audit
would be appropriate in
your situa on.
Employers
shouldn’t
overlook the importance
of securing a quality plan
audit if one is required.
Please call our firm if you
would like to discuss your
plan’s audi ng needs.

A fiduciary checklist can help plan sponsors be er fulfill their fiduciary
responsibili es to plan par cipants.
Below please find a link to our Fiduciary Checklist for Plan Sponsors. The checklist covers, at a high level, many of the
tasks that plan fiduciaries and plan oﬃcials should perform in order to fulfill their responsibili es to plan par cipants.
Contact us for more informa on on how we can help you ensure that you fulfill your fiduciary responsibility to plan
par cipants.
h p://www.shannon-cpas.com/resources/forms

PUT A STOP TO PLAN LEAKS

Oﬀering plan loans can control plan loan amounts is
encourage some employees to prohibit borrowing from
who might not otherwise employer
contribu ons.
par cipate to join and
contribute to your 401(k)
plan. But you don’t want
plan par cipants to view
their account as a family
emergency fund they can tap
for any unexpected expense.
This a tude can undermine
re rement savings success.
You can discourage such
behavior by taking steps to
counter it.

No
resumpƟon
of
contribuƟons aŌer a hardship
withdrawal

your employee educa on
program to encourage new
employees to directly transfer
balances from their former
The problem with hardship employers’ plans to your plan
withdrawals o en isn’t the (if it accepts rollovers). And
eﬀect of the distribu on encourage re ring employees
but, rather, employee iner a and other employees leaving
in restar ng contribu ons. your company to directly
Plans generally must suspend transfer or roll over their
employee
contribu ons account balances to an IRA or
for six months a er the another employer’s plan.
withdrawal. As a ma er of
plan design, you can address
this problem by automa cally
CAN WE HELP?
restar ng the employee’s
Too many loans
elec ve deferrals when the
suspension period ends. You
Our firm offers
When they take a plan loan,
might also send messages
a broad range of
many employees reduce By doing so, you send a encouraging employees who
their contribu ons to the message to employees that made hardship withdrawals
employee benefit
plan or stop them altogether. company contribu ons are to restart their contribu ons.
plan services.
You may be able to decrease for re rement only. Educa ng
requests for plan loans employees about the pi alls Account cashouts
If we can be of
by limi ng the number of of taking a plan loan can also
service to you,
loans an employee can have be helpful. And, loan fees The most harm to future
outstanding at one me and/ might make some employees re rement security may
please call.
or the amount an employee think twice about borrowing come from the failure to roll
can borrow. Another way to from their plan accounts.
over cash distribu ons. Use
Julie Courtney, CPA, Partner,
our Director of Accoun ng
and Audi ng for Shannon
& Associates, is in charge of
the firm’s employee benefit
plan audit prac ce. Julie is
involved in all aspects of the
audits we perform as well as
plan consul ng and advisory
services.

Bethany Hulbert, CPC, our Employee
Benefits Consultant, has over 9 years
experience specializing in defined
contribu on plan administra on
and holds the Cer fied Pension
Consultant (CPC) creden al from
the American Society of Pension
Professionals and Actuaries (ASPPA).
This experience, along with her
educa onal background in accoun ng
and a endance at numerous seminars
Julie has over 20 years of and courses, has resulted in an up-topublic accoun ng experience. date mastery in profit sharing, 401(k), and money purchase
Her areas of exper se include pension plans. We encourage you to contact Bethany regarding
benefit plan and financial audits and financial repor ng. any ques ons you may have with your defined contribu on
Her responsibili es include advising closely-held businesses, plans.
internal control review, and various tax engagements. She Bethany provides expert and mely services in the following
also assists in quality control and staﬀ training for the firm. areas:
Julie a ends the AICPA Na onal Conference on Benefit Plans • Plan document design, implementa on and submission to
annually. She has served clients in many industries including
the IRS
the following: manufacturing, non-profit organiza ons, real • Employee communica ons
estate development, wholesale distributors, restaurant, • All aspects of plan administra on
construc on (home builders), and professional services. Julie • Evalua on of controlled groups and related businesses
holds a Bachelor of Arts degree in Accoun ng from Western • Discrimina on/coverage tes ng and solu ons
Washington University.
• Compliance with all repor ng required by the IRS and DOL
• Minimum required distribu ons
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