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EMPLOYEE BENEFIT PLAN COMMITTEE BEST PRACTICES

W

ho is watching out for your
employee
benefit
plan?
Developing
an
advisory
commi ee for your employee benefit
plan will ensure that the plan is being
properly managed and that important
fiduciary responsibili es are met. Having
a commi ee will mi gate fiduciary and
regulatory risk and is also important to
demonstrate the company’s commitment
to making sure the plan is mee ng the
needs of its employees. Management
of an employee benefit plan requires
knowledge in a variety of areas such
as legal ma ers, human resources,
investment advising, and general
accoun ng. In most organiza ons, no one
person has skill sets in all of these areas.
By forming a commi ee, a company can
pool its resources and represent each of
these areas. Addi onally, in the event of
an audit from the IRS or DOL, having a
commi ee which adequately documents
its ac vity provides proof that the
company has carried out key fiduciary
du es.

other important company records. Tasks
can be broken up and spread throughout
At a minimum, the commi ee should the year; however, at least once per
include those involved in making year, the commi ee should consider the
key decisions regarding the 401(k) following:
plan, typically the plan’s fiduciary as
well as anyone involved in daily plan • Implementa on of the Plan –
Includes review of important plan
administra on. It should also include at
documents to verify they are
least one member of senior management
maintained and up to date with
such as the CFO, CEO or COO. A thirdcurrent laws and regula ons. Also
party investment advisor is o en included
includes considera on of any
as they are able to provide insight on
required amendments.
investment performance and strategies.
Some companies may also choose to • Major Decisions – There should
be wri en documenta on of all
involve one or two plan par cipants in
major plan decisions such as those
order to get a wide range of perspec ves
to modify, merge, or terminate
from all levels of employees.
the plan. This should also include
authoriza on of any discre onary
Mee ngs/agenda
employer contribu ons to the plan.
In order to stay on track, the commi ee • Wri en Investment Policy - What is
the desired outcome of the plan?
should develop an agenda for each
How can the plan meet those goals?
mee ng and a list of goals for each
What features are important to plan
year. Agendas and minutes of related
par cipants? These ques ons are
mee ngs should be documented and
o en answered by developing a
stored in a safe loca on, along with
wri en investment policy.
ConƟnued on Page 2
Commi ee par cipants
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Investment Performance – Are the
investments performing in line with
expecta ons and the investment
policy? How is performance
compared to other products on
the market? For this aspect, it can
be useful to u lize your outside
investment advisor to perform an
investment review to address these
ques ons. This process should also
include recommenda ons for adding
•
or replacing investment op ons.
Internal Control – What are the plan’s
area of risk? How can you ensure
there are strong internal controls
surrounding the plan so that fraud
or errors are prevented?
Plan Expenses – Are the plan’s fees
in line with the market for similar
products? Third party advisors and
other independent resources can
be a good source for aiding in fee
benchmarking.
Plan Financial Ac vity Repor ng
– The commi ee should review
the reports for the plan including
the annual 5500 filing and audited •
financial statements, if applicable.

Plan records should be agreed
to contribu ons and payroll data
maintained by the company (verified
quarterly at a minimum.) This would
also include addressing ques ons
such as: Are the plan administrator’s
repor ng func ons adequate? Do
the plan sponsor and par cipants
have access to transparent repor ng
at reasonable intervals throughout
the year?
Par cipants – There are various
repor ng requirements that plans
must meet throughout the year.
This includes no ces of plan fees,
modifica ons, and the Summary
Annual Report. Generally, these
no ces are available from the plan
administrator; however, it is the
responsibility of the commi ee to
ensure that all necessary disclosures
have been made. Evalua on
should also be done on par cipant
sa sfac on which could include
review of enrollment levels and
investment educa on resources.
Insurance
Requirements
–
Companies
with an employee

•

benefit plan are typically required
to carry a certain level of fiduciary
insurance related to the plan.
Fiduciary Checklist – Review the
Fiduciary Checklist as a tool for
discussion to ensure all appropriate
ma ers are discussed.
Documenta on

Most importantly, agendas and mee ng
minutes of the employee benefit plan
commi ee should be documented
and maintained with other important
company documents. Documen ng the
ac ons and discussions of the commi ee
provides proof that the plan sponsor is
fulfilling their fiduciary responsibility. If
the work has been done, the commi ee
should take credit!
Ques ons
If you have ques ons or would like
further assistance, please contact Julie
Courtney, CPA at jcourtney@shannoncpas.com or Jeane e Roatch, CPA at
jroatch@shannon-cpas.com.

INTERNAL CONTROLS ARE ESSENTIAL IN RETIREMENT PLANS

T

he Internal Revenue Service is
changing the way it approaches
audits by focusing more on internal
controls. In light of this, we have
included the following ar cle from the
IRS website:

“An ounce of preven on is worth a pound
of cure” definitely applies to keeping
re rement plans tax-qualified. Eﬀec ve
internal controls and annual reviews
of your plan are essen al “ingredients”
to prevent costly mistakes that can
jeopardize the plan’s tax-favored status.
Unfortunately, re rement plan audits
and voluntary correc on submissions
o en reveal that plans don’t have
needed internal controls in place or they
aren’t administered properly.
Benefits to strong internal controls
Having
eﬀec ve
prac ces and
procedures to prevent compliance
problems is a basic requirement to

be eligible to use the Self-Correc on
Program.
You can self-correct
insignificant opera onal errors at any
me and preserve the tax-favored status

of the plan without having to pay any
fees.
When audi ng a re rement plan, the
revenue agent begins by evalua ng the
plan’s internal controls to determine
whether to perform a focused or
expanded audit. In addi on, if the agent
finds plan errors, the strength of internal
controls is a factor in the nego a on of
the sanc on amount under the Audit
Closing Agreement Program . The agent
will make every eﬀort to ensure that the
plan has internal controls in place when
the audit concludes.
Please note that hiring a service provider
doesn’t relieve you of the responsibility
of keeping your plan in compliance.
Problems typically occur when there’s
a communica on gap between you
and the plan administrator about what
the plan document provides and what
documenta on is needed to ensure
compliance.
ConƟnued on Page 3

INTERNAL CONTROLS ARE ESSENTIAL IN RETIREMENT PLANS
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Common mistakes
These mistakes commonly result from
communica on problems between the
plan sponsor and administrator.
•

Failure to mely amend the plan or
to follow the terms of the plan

It’s common during audits that an
employer can’t locate documenta on
to prove the plan was mely amended
for current law. This results in an audit
closing agreement under Audit CAP. If
the error had been discovered through
an annual review of the plan document
before the plan was audited, the plan
sponsor could have filed a much less
expensive Voluntary Correc on Program
submission to bring the plan current
with all law changes (self-correc on isn’t
available for document failures).

changes
to
the summary plan
descrip on
and communicate the
changes to plan par cipants. It’s also
important to share changes made to the
plan with all persons who provide service
to the plan. For example, if the plan’s
defini on of compensa on is changed,
you should communicate this change to
anyone involved in determining deferral
amounts, performing nondiscrimina on
tests or alloca ng contribu ons.
•

Failure to review in-service,
termina on, and loan distribu on
forms to make sure they follow the
plan terms

Many plan vendors use the same
distribu on forms for all of the plans
they administer despite the fact that
individual plans may have diﬀerent
distribu on op ons and requirements.
Using a generic form can lead to
When you change your plan document, incorrect distribu ons and incorrect tax
you should also make corresponding repor ng.

Can We Help?
Our firm oﬀers
a broad range of
employee benefit
plan services. If
we can be of
service to you,
please call!

•

Failure to count all eligible
employees in tes ng

Plan sponsors o en fail to share
informa on with the plan administrator
on all employees:
•
•
•

eligible to make an elec ve deferral,
including those terminated during
the year, or
of a related company with common
ownership interests.
These employees may be eligible to
par cipate in the plan and, therefore,
may need to be included in the
various tests.
Free tools

The tools on our website can help you
strengthen your plan’s internal controls.
For links to helpful resources, see h p://
www.irs.gov/Re rement-Plans/InternalControls-Protect-Your-Re rement-Plan.

GET CONNECTED!

Shannon & Associates
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BETWEEN A ROCK AND A HARDSHIP

W

hen a par cipant requests access
to money in his or her qualified
re rement plan account, do you
know the rules for distribu ng it? Federal
tax law allows hardship distribu ons for
an employee’s “immediate and heavy”
financial need. Here’s what you need to
know.
Hardships and your plan document

Qualified re rement plans, such as
401(k)s and 403(b)s, aren’t required to
allow for hardship withdrawals. If they do,
they use one of two hardship methods:
1. Safe harbor. Under safe harbor
hardship rules, hardship withdrawals are
allowed for:
• Certain medical expenses,
• Costs rela ng to the purchase of a
principal residence,
• Tui on and related educa onal fees
and expenses,
• Payments necessary to prevent
evic on from (or foreclosure on) a
principal residence,
• Burial or funeral expenses, and
• Certain expenses for the repair of
damage to the employee’s principal
residence.
2. Facts and circumstances. Under the
facts and circumstances rule, the plan
sponsor determines if the expense

qualifies based on the IRS hardship 4. By other available distribu ons
defini on of immediate and heavy need.
(such as plan loans or in-service
However, this oﬀers less protec on to
distribu ons) under plans
a plan sponsor, so the sponsor should
maintained by the employer or by
consider requiring the six IRS safe harbor
any other employer, or
reasons.
5. By borrowing from commercial
sources.
The plan sponsor determines if a request
qualifies as a hardship under the plan However, a par cipant isn’t obligated
provisions. Ask the par cipant to provide to take counterproduc ve ac ons.
documenta on to verify the need and the For instance, obtaining a plan loan
amount requested. This may be an invoice, isn’t required if it would prevent the
a past-due billing statement or no ce, par cipant from obtaining addi onal
or a le er from a financial ins tu on or financing for a home purchase.
business. Review the documenta on to
ensure its validity and keep a copy in the Consider implemen ng an internal
employee’s file for audit purposes.
hardship applica on with a par cipant’s
signature. The applica on may include
Hardships and other financial resources items such as the reason for the hardship
and verifica on that the applicant has
Plan sponsors may rely on an employee’s exhausted all other available means.
representa on that he or she has Retain a copy for your records.
exhausted all other monetary sources
unless the plan sponsor has actual
Making hardships work
knowledge that this isn’t the case. For
example, a hardship distribu on isn’t Plan sponsors should remind par cipants
permi ed if the par cipant can obtain that, if they’re under age 59½, they will
funds:
owe a 10% early withdrawal penalty
1. Through reimbursement or
in addi on to any taxes they owe on
compensa on from insurance,
the distribu on. Hardships are heavily
2. By liquida on of the employee’s
regulated. This ar cle covers only
assets,
some of the requirements. Make sure
3. By stopping elec ve contribu ons or you understand your plan hardship
employee contribu ons under the
requirements and that hardship
plan,
distribu on paperwork is in order.

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.
Julie has over 20 years of public accoun ng experience. Her areas of exper se include benefit plan and financial
audits and financial repor ng. Her responsibili es include advising closely-held businesses, internal control review,
and various tax engagements. She also assists in quality control and staﬀ training for the firm. Julie a ends the
AICPA Na onal Conference on Benefit Plans annually. She has served clients in many industries including the
following: manufacturing, non-profit organiza ons, real estate development, wholesale distributors, restaurants,
construc on (home builders), and professional services. Julie holds a Bachelor of Arts degree in Accoun ng from
Western Washington University.
Bethany Hulbert, CPC, our Employee Benefits Consultant, has over 10 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 and courses, has resulted in an up-to-date mastery in
profit sharing, 401(k), and money purchase pension plans. We encourage you to contact Bethany regarding any
ques ons you may have with your defined contribu on plans.
Bethany provides expert and mely services in the areas of plan document design, implementa on and submission
to the IRS; employee communica ons; all aspects of plan administra on; evalua on of controlled groups and
related businesses; discrimina on/coverage tes ng and solu ons; compliance with all repor ng required by the
IRS and DOL; and minimum required distribu ons.
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