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The Management Letter

A Surprise Bonus With Audited Financial Statements
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f your plan receives audited
financial statements, they may be
accompanied by a management letter. This can be a valuable resource
when it comes to making your plan
more efficient and identifying potential risk associated with plan qualification and ERISA compliance.
Auditing standards require auditors to communicate in writing to
management about “material weaknesses and/or significant deficiencies” in internal controls that are discovered during the course of an audit.
These could indicate potential risk
associated with financial reporting
or possibly plan compliance.
The management letter may include other comments and recommendations about compliance and fiduciary responsibilities that are unique
to employee benefit plans. Carefully
reading the management letter and
following its recommendations can go

a long way toward helping ensure that
your plan remains in compliance with
ERISA rules and regulations.

Areas Where Comments
May Focus

The AICPA Employee Benefit Plan
Audit Quality Center has identified
a number of areas in which management letter comments may pertain to
employee benefit plans. These include the following:
• Internal control over financial
statement preparation and review —
Employee benefit plans should have
a system of internal control that
would provide management with
reasonable assurance that the plan’s
financial statements and related
disclosures are complete and presented in accordance with GAAP.
Plan management is responsible for
establishing and maintaining this
system of internal control.
• Plan management controls related
to hard-to-value investments
— As part of the process
and controls over financial
reporting, plan management should have sufficient understanding of the
nature of underlying
investments, the portfolio
strategy of alternative
investments, and the
method and significant
assumptions used by the
fund manager to value the
underlying investments.
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A Year-end Retirement
Plan Checklist

• Knowledge of plan investment
arrangements — Plan financial statements should contain the proper
accounting for plan investments
and required disclosures under
GAAP. Therefore, the plan sponsor,
plan related committees and those
responsible for preparing the financial statements should be knowledgeable regarding the various
investment arrangements entered
into on behalf of the plan and the
financial statement implications of
those arrangements.
• Participant loan repayments, repayment setup, loan interest rates and
remittance of loan payments — Plan
management should clearly communicate to employees that if there are
insufficient funds from their pay to
cover loan repayments, they should
write a check to the trustee and present it to the company to be remitted
to the trustee. Sponsors should also
ensure that participant loans have
been properly set up for repayment.
In addition, plan sponsors should
develop and execute policies and
procedures to ensure proper calculation of participant loan interest
rates and remittance of loan payments to the trust at the beginning
of the plan year.
• Monitoring of participant accounts —
Plan management should monitor
inactive participant accounts for
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Operational Compliance
Controls

Continued on page 3
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Tips for Hiring Professional
Investment Help

ERISA Compliance

Keep This Year-end Checklist Handy

N

ow is a good time to begin preparing a year-end checklist for
your qualified retirement plan. Creating a checklist is a good way to
help ensure that your plan remains
in compliance with ERISA regulations throughout the year. The checklist can also serve as a valuable
reminder of upcoming deadlines for
required ERISA compliance tasks.

Check Your Plan

The IRS suggests that sponsors check
retirement plans against the following criteria at least once every year:
• Plan document updates and terms
— There have been a number of
changes to laws affecting retirement
plans in recent years, so your plan
should be updated to reflect them if it
hasn’t been yet. You should also
make sure that plan operations are
based on plan document terms, since
failure to follow these terms is a common problem on plan audits.
• Plan definition of compensation for
deferrals and allocations — Different
definitions of compensation are
sometimes used for different purposes, so be sure you’re applying the
right definition as detailed in your
plan document.
• Employer matching contributions —
Make sure that the plan terms are
being followed when allocating
employer matching contributions to
appropriate employees.
• 401(k) ADP and ACP nondiscrimination tests — Your plan will likely
need to satisfy these tests on an
annual basis.
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• Identification of plan eligible employees — All employees who are eligible
to participate in your plan must be
given the opportunity to make elective deferrals. One way to reduce the
risk of omitting eligible employees is
to provide your plan record keeper
with information on all employees
who receive a Form W-2.
• IRC Section 402(g) limits — Deferrals in excess of the 402(g) annual
limits must be distributed. Failure to
do so may result in additional taxes
and penalties for both your business
and participants.
• Deposit of employee elective deferrals — These must be deposited on a
timely basis, which the IRS considers
to be as soon as they can be reasonably segregated from the employer’s
general assets. If deferrals have not
been contributed in a timely manner,
the plan needs to evaluate the need
for corrective action.
• Participant loans — These must
meet IRC Section 72(p) and plan document requirements. Any participant
loans that are in violation of these
requirements or in default may be
treated as taxable income to the participant.
• Hardship distributions and topheavy minimum contributions — Plan
terms must be followed for all hardship distributions that are made.
Also, minimum contributions must
be made for non-key employees if the
plan is top-heavy.
• Form 5500 — This form must be
filed annually by most 401(k) plan
sponsors.

ERISA Compliance
Deadlines
Following are 2018 plan year deadlines for some of the most common
ERISA compliance tasks:
12/1/17: Provide applicable 2018 safe
harbor 401(k)
plan and
Qualified
Default
Investment
Alternative
(QDIA)
notices.
2/13/18: Provide 4th quarter benefit
statements to participants (recommended).
3/15/18: Make 2017 employer contributions in order to take a deduction in fiscal year 2017 (unless
extension filed).
4/2/18: Distribute first-year
Required Minimum Distributions
(RMDs) to participants who turn
70½ in 2017.
5/15/18: Provide first quarter benefit statements to participants (recommended).
8/1/18: File 2017 Form 5500 or extension (Form 5558).
8/15/18: Provide second quarter
benefit statements to participants
(recommended).
9/17/18: Make 2017 employer contributions in order to take a deduction
in fiscal year 2017 (if extension filed).
10/1/18: Distribute 2017 Summary
Annual Report (SAR) to participants if Form 5500 filed on time.
10/15/18: File 2017 Form 5500 (if
extension filed).
11/13/18: Provide third quarter benefit statements to participants (recommended).
12/3/18: Provide applicable 2019
safe harbor 401(k) plan and Qualified Default Investment Alternative
(QDIA) notices.
12/15/18: Distribute 2017 Summary
Annual Report (SAR) to participants
if Form 5500 extension is filed.

Operational Compliance

Who’s In Control of the Controls?

I

n recent years, regulators have
intensified their focus on and scrutiny over retirement plan controls.
Given this, it’s critical to ensure that
the proper procedures and controls
are in place for your qualified plan.
Operational compliance controls
are a particular area of focus for the
regulators. Specifically, you should
make sure that your plan operations
are consistent not only with your
plan document, but also that they
meet the terms and conditions of all
applicable laws.
Failure to do so could expose
your plan to penalties and high
costs to correct errors exposed during a plan audit. In a worst-case
scenario, it could even lead to the
loss of qualified plan status.

that all applicable service hours are
counted toward vesting and that
vesting is properly determined
before benefit distributions begin.
4. Distribution of benefits — There
should be adequate controls in
place to make sure that all participants have received a summary of
and clearly understand the plan’s
distribution provisions, and that
distributions are only made to the
participant.
The summary should include triggering events applicable under the
plan’s terms, commencement dates
for distributions, different distribution options (e.g., installments, lump
sums, annuities) and any required
income tax withholding, among
other events.

Evaluating Your Controls

Organizing Plan Information

One way to ensure that your plan’s
operational compliance controls are
adequate is to evaluate them at each
stage of a worker’s employment lifecycle. These stages typically include
the following:
1. Plan entry — Controls should be
in place to verify the accuracy of
such information as employees’
dates of birth and hire, number of
hours worked and participation eligibility. Controls also should ensure
timely enrollment for eligible
employees and on-time
delivery of required
notices, such as those
regarding automatic enrollment and safe harbor
contributions.
2. Accumulation of benefits — There should be
controls that make sure
employee salary deferrals
are properly calculated,
including accurate determination of covered compensation and prompt execution of changes in
deferral elections.
3. Vesting schedules —
Controls should ensure

Your plan’s operational compliance
controls should also ensure that procedures are in place for the organization and retention of a wide range of
plan information. This typically
includes participant demographics
and benefit determinations, testing
results, consent forms, distributions,
and applicable government filings,
among other documents.
Please contact us if you have more questions
about operational compliance controls.

The Management
Letter
Continued from page 1

unusual activity or excessive fees
and to determine whether changes
and charges to these accounts appear
to be reasonable. The accounts of participants who are 70½ years of age or
over should also be monitored to
determine whether mandatory distributions are required to be paid from
the accounts.
• Remittance of participant contributions — Failure to remit participant
contributions in a timely manner
could lead to prohibited transactions, which may result in lost earnings for the plan and penalties to
the plan sponsor. Plan management
should implement policies and procedures to ensure that participant
contributions are remitted to the
plan on the earliest date on which
they can be reasonably segregated
from the company’s general assets.
In no event should participant
contributions be remitted to the
plan later than the 15th business
day following the end of the
month in which amounts are contributed by employees or withheld
from their wages. However, if a
company has demonstrated that it
can make plan contributions in a
shorter period of time, it will be
expected to do so in the future.

Claim Your “Bonus”

Think of the management letter as
a surprise bonus that accompanies
your audited financial statements.
Be sure to claim this bonus by carefully reviewing the management
letter and paying heed to its recommendations.
We can help you review your management letter and implement the suggestions
contained within it. To learn more, please
give us a call.
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Our goal is to provide the highest quality tax,
accounting and consulting services for our clients.

Certified Public Accountants and Consultants
A Professional Corporation
200 East Carrillo, Suite 303
Santa Barbara, CA 93101
805-963-1837 Fax 805-564-2150

Three Options for Hiring Professional Investment Help

C

ompanies that sponsor qualified
retirement plans have a fiduciary
duty to prudently select and monitor
the investment options offered in
their plan. Failure to meet this fiduciary standard can expose plan sponsors to costly litigation in which they
could face personal liability.
As a retirement plan fiduciary,
you are held to what’s referred to
as the “prudent expert” standard.
According to ERISA, this means
you must act “with the care, skill,
prudence, and diligence under the
circumstances then prevailing that
a prudent person acting in a like
capacity and familiar with such
matters would use.”
According to this standard, a plan
sponsor must be more than a prudent
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layperson — a sponsor must be a
prudent investment professional. If no
one on your staff would meet this criteria, you might consider hiring an
outside expert to help you make prudent investment selection decisions.
There are three main types of
investment experts from which to
choose:
1. A consultant — Hiring a consultant helps reduce fiduciary liability by demonstrating that you have
taken an extra step to try to ensure
that prudent investment decisions
are made. However, the consultant
will assume no fiduciary liability,
which resides solely with you as the
plan sponsor.
2. An ERISA 3(21) investment
advisor — This professional would

assume co-fiduciary liability along
with your business by delivering
prudent investment advice consistent with ERISA fiduciary standards. Since you would retain final
decision-making authority over
plan assets, you would still have
fiduciary liability.
3. An ERISA 3(38) investment
manager — This professional would
assume sole fiduciary liability for
selecting and monitoring plan investment options, thus offering the highest level of liability protection for you
as a plan sponsor. You would only be
held liable for selecting and monitoring the investment manager.
Contact us if you have more questions about
your fiduciary duty as a plan sponsor.

This publication is distributed with the understanding that the author, publisher, and distributor are not rendering legal, accounting, tax, or other
professional advice or opinions on specific facts or matters and, accordingly, assume no liability whatsoever in connection with its use. The information
in this publication is not intended or written to be used, and cannot be used, by a taxpayer for the purpose of (i) avoiding penalties that may be imposed
under the Internal Revenue Code or applicable state or local tax law provisions or (ii) promoting, marketing, or recommending to another party any
transaction or matter addressed in this publication. © 2017
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