ACCOUNTING &

AUDITING

employee benefit plans
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Highlighting Deficiencies Found in Department of Labor Inspections

My A 5 Ly

any paditors who conduct

employee bemefil plan (EBP)

aadils may b wrowane of the
respodibalinies and the naks thal come
adong with these midits. The Departsnca
ol Labor (DOL) is actively imvesiigating
EBP mudies; when an msda is foand defi-
cienl, the DR, refers ihe pudsor 1o the
AICPA Eikics Davision, When it decnes
noceasany . Ihe AICPA Ethics Division
has been mmposieg pomlses on aadions,
inchuding pre-issuance fevicws, praciics
TCSITCTHNES, SIESPETERoN o lenvrenion (mm
ihe ANCPA, and notilicaisem o the sinig
bhaamd of aooountancy.

The 0L Study

I May 2015, ihe DOL rebeased &
sindy " Assessing ihe Cheatity of Enaplosos
Benefit Plan Audits” The study conchid-
cd that 3996 of (ho ;udits inspoctod wiere
dhedicacnd. up Tram 1995 m 1997, The soody
showed a strong comelation berween
it qualiny and the mmber of BB mades
@ Tirm gorducied. Finms vhat mudiied ooy
ong & fwo or three o five plans goddbii=
cd n TG nnd a G5 Balune mie, espocs
vl Tirmns: et apadstod 100 oF more plans
exlebaied a 12% falure e, The muisber
of mudits conductad wis imversely ekl
0 the fadlure mic

Accordivg w0 the sudy, in 3011 there
were 5.0 firmes thal sodiled one 1 five
plans. These limms penerally focus on
s aind Ly sevices, and onh el
EBPs &5 a comnesy 1o ihear chems. EBP
s g g (oo finncial stmemend
mdiis, nnd developng the recessy exper-
fise 00 conduct @ high-quality nudil 5 a
lins-camsumng commilmend. 11 EBP
alits ar: nod an ol i 's prineany [oous,
il il is merchy “dabbleng” in the pracice,
ihe proger escarces and necessan auds
ity men: mod be ihere

54

Cucts (s v ofben conlisad by (e kenm
“lirmstadscopse mudL ™ Wihen i insqericnoad
EBP mudsor secs ihod 3 tnist compamy s
certifiing the pln's mesets, the madiior might
thirk: thet the audil is & compilation, mther
fhan & lghly regulbsied il Inoa hemicd-
sconpe i, the sdior © nol ssponsbis for

|

icsding the anounts on the sicmenis off ot
cts mvakable Sor henefits (bolnoe shoat) or
the semcrent of dhomges i nol sscts inail-
able Bor benedits (mooene el howe -
ef, the auditor Sl pee perfoms auditng
pencoduncs. on the Bmeiod-soope oonification
nned dest dhat the plan praiciponts are being
treabod im pcoonhnce with ERESA puidcs
limes | the phin docunaont. [Lismited-sope
audits benve iscreased in populasily, repre-
serming: £7%% of all EBP audis in 2003 (wp
fmam 48% in 2001}, The misundersinnding
crver mn mudiior’s msporesbalites oo limils
ci=sope mett mery e contrbaied o the

The discussson belon fooases on thiee
common deliciencics found in limigd-
scope BBP nuding. namely ndequatels
iesting for—

B S

W renming cplve: contribations on a
ey basis,

B demopmphic dain. and

& hardship disinbutioos

Flam sporsors hae the fiducian
respoesbility to tmnsne cmployos
contribations lo the plin " of the
carlicsl doie on nhich such comin-
Dt S essonabhy be wpneg-
ol Trom the employer™s gencral
assels” (29 CFR X300.3-103).
There is no brighi-ling ke lor brpe
filers {genemily ower 1 panici=
pomits), and it i mmportant for madi-
lars 1o camdider mulaple fclors
when detcrmning e proper Hme
frame for the sponsors 10 femal
emploves contnibeiions. First, an
muditor should comsader the: coplony -
or's ability to remil cmplovee
parvincmls. An audmor should alse
amalyse the tmeliness of a sponsor’s
remiliance. I a sponsor bas deman-
sirmicd the abslany i weamil on ihe: ponv-

mdl duic. ithen 1 bos shown thal ol com
reaeonably segregaie in tbal Gime frme
aponsors olten <ile % CFR 25010.3-
DO D), bl smabes: "B i evenl skall
the date determined .. occur later than
oo the 1 ith besimess day of the monik
followimg the month i which such
nmounis wolld hene othenwise blerve been
payable o the panisipant in cish™ The
DAL bers noded on several cocasions thal
this. * 1 5t busieess dn™ b 5 not o sl
barbor, Thoi section of the nalz is only io
define an owlside limit for remiiting
cmplovee conirbations. If o Sponsor is
relving an the 15h business day “mbke,”
tsen such spomsor likely has several
dclimpucnt contribaation remimanges
M g fest. Anditors should consider
nll rematinnges from the sponsor io the plan,
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At e begnning of (e audit, an sadior
shald ask the clieni for o schedube of
cvery pavmoll daie, the nmownts withheld,
and the dote the funds wers enaticd. The
b of s 1L ook the sporsor o rol
all contmbuboss shoald b caloulaod and
ik tested by rscing & samphe of the
cominibutions o ik st gpon. All lng
comtribagions. st be disclosed on Fonm
5500, Schedule H, Ling 4a, and the mouired
supplementany sehedule, “Schedule of
Delimgoeal Panscipanl  Contrbulions” =
applcmcay nlomon

Honee e it ofieant, T mooad fishes
s, o spsce shild st up mn msonlic
remittue from s pvmll compamy (o ik
ko (T, sporsars fone overly oomphcal-
o svacens thal imobve scrding chocks o a
thisd-pamy sdminisraior belong the sy
COHTHE,. Sponses semetines depend upon
o coplenves who oo bone other seoesi-
bditics or mmewy be oul of the offfioz on the dy
the aoninbatioe mood 6 be ool Thess
el fanctions pul spodeas o ek fF Rl
Ring: peticipnn comtribtons bic. In addison,
mafitors shoeld remdnd tnisices 80 revien
repoats fmm the st consprin: & oxker o
caich amy e contribeations carty m the vear
and pul CormEne aciors in phxe prosnply.
Lane contributions ol ar: ddemtiliod shoukd be
Tioved thiroisgh the DON. s Self-Comection
Proggeam or Volingary Faducony Comeotion
Pmgmm

Demographic Data

Plam sponsors ae soquired te keep an
S CoTEEs and appIRRENG SUpPOIETE
documentaion. The oerms is ised 26 2 basis
Tor plan decisions, nach ns inclsson and
cuclusion from ke plan cligibiliy for
gy e contnbutions, vesmg, and bone-
1ol payments. Sponsess thal seglect this
reporskality My ne an accurme cen-
A OF indor; Supporting doaumneniation
A madiior s red the plan doosmend o
dcterming vwhich domographic crileria (come
mily, e of barth, sex, daie of hore. and
chake off BepmiEaacn) ane DecesEny K b

Hwe fo G, Testiog demographic data
i gsmeniial so an EBP mudin. boi inesperi-
ceced mudiiors afien overlook 6, Wiils i
is mol oo, the aulbor roocmmends a
two-ierad approach: a confirmestion niul-
i amd iEspeciion of the panicipant's
personned ks fo vouch pamicpant date
B Cnrfmaation niailirg, Auditors shioald
aticmpi e conlfinm the doie of barih, sex
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daie of hire, and daie of wnvanation for
every persom in their semple. Cosdinmaton
keticrs should be send ab the beginning of
the audit, fichd work schoduled 2 fow wedks
Eucn, and all weectrnsd Sonlamelan k-
e slusibid the be boought o the clieid's
lecation. Participent dencification shoilkd be
observed 10 ersar dal the comen) person
sigre ihe condfinmation lotier:
B | mnchieg perticiperd bt Adler sclocts
igz a sanaple, the clicnt shoubd be asled w
supply documentainn suppoiting their due
off barihy sex, date of hire, and daic of K-
miresiion An midior shoukd go thmughthe
cliznl’s fik i vomich for the spporting doc-
wmeniation for the astiblcs iesicd
e Bo aadvise Bl olfeml 1 osder 1o
ampaoae Ahe quality of their oomsus and
doqumeniation of demographic dua the
clizni should be encousaped 1o conduct
mgcrmed mudils, Huean ressimes namgers
should test & cortan number of cmploy-
o ihe cersus Seh month by mpec-
ing personscl Mles and companing ihe
demapmphic data in ibem against ihe
censas, just as an awditor wonld, 17
tamem respurees Nunctions g deceniml-
weed, o maneger shoald iesi differenl koo
liond amd compare the recordkacping
policacs. The wone 3 the op ks ctkal, a8
the saadl maintaining (hese reconds might
o over Frequently,

Hardship Distributions

Hardslup: dranbations fram an EBF anc
aremod 1o B o Lt resor for pamicipns.
Thee reiuiscaments mecessany & ke a hoad-
ship disinbuiion ase clearly stied im the
plan documend and in ERISA. guidelines,
Handship disiributions also nocd o be
appeoved by the appeopriake kel of ihe
plan's mamagemenl. Oecstorally, a par-
micapanl negha be im neod wethoul mecting
the specifications of & hasdship distnbu-
tiom=—perhaps the participant has mat
claimod one of the qualifying resomns or
hae i Laken e msvanman mmimber of
alkvwabd: looe. Participants can onby will-
iy cimpdons Conbnbstions (nol candigs
of crploner conirbaniors), and is resrnicl-
il frome medang conirbaiions for the next
s montles. Management may nol be awass
of e pubes, and s pesisl o lasdship
dtsranion in violaton of ERISA nulkes.

Hine o g, When sesting benedll pan-
butions and select them in the bemedit

wilhowat selecting handship disirbations & ool
n peeseniiive semple, Fird, eosire thai the
plan allons for boandship distribtions, that
the pamicapam ook owl the maximan
et of hoare befone the lomddep dista-
bastiodn wias wssuod, aead (ot (he panicipas
ooy withdrew cmploves coninbsations. Tn
nckcliticn o reapuesstine: the benelil mthoria-
tan fonm and cancelled checks, mudilors
dhoull sk poquest the documentstion that
dinoretrad the petcipa s Erancil nooad
When inspocting the bencli pay ment s
forms. the reason given for ik hardship
shpudd be tmood #o the phin doqemend, 1
ERISA gmdelines, and io the doommentaton
indicating moed. Auditors choald also
sich (bt an appeopriate lovel of -
e appmvved the distsbetaon

I the taedship wis not for the partici-
pant, il must be for o Bsied benclician,
Aficr testing the haedship, suditors should
perfoenm sabsetuent e 1o ersuee fhol the
paticipast did Bol make amy contmlis-
o for the nesd sis months

Auditors showbd ask plas tnistces il they
arg g dhat the posticiponl ieok ke had-
ship disiribation. 1t is possible ihat 1he
trustecs wonld nod hone approved that
denbastion, bed they knoon sbot i The
il of the tnessees 1o kngw shoul the
disstribution s indicative of the plan's imser-
mal condrols and should contribuic
muditors” planning and leding procoduns.

Meny £ i thee client, Clhons men nod
b graare el bowdship distributions. cxpose
thens ko additiond asbong procoduss
ecpdations. Handship distributions receive
scnainy i both mudiioes and the T4,
andd perper procodues nuest inplace o chol-
kenge paricipants” sscrons Lot they qual-
iy T o haslship dessibution. Pl spomsons
shioubd fere ackaqenls: docmentate o ap-
posi ihe rotre and exiend of ike handship,
nnd they should not merely relv upon o
serioe provider's clecimnic appemal sore
vice i ke sheenoe of documentabon I a
client & ooncemad that the requisenents
o b et i shwwibd coresal o thind-poy
ncdminisicaior. bn nddision, the insices shoukd
eevicw the plan’s activify cach pencd 1
ks s bl they are mware of all hond-
ship disinbubcer: a

lakew & LilBsap, CPA, CFA, i o posties of
Ly & Comgroeny LI Cinear Mook, VY



