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EMPLOYEE BENEFIT SYSTEMS, INC.

The 401(a)4 Test Passed
- but now it Fails ?

Robin Snyder, QPA, QKA

Deon Archer
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EMPLOYEE BENEFIT SYSTEMS, INC.

Where to Begin?

e Review Plan Document and Coding details in
the System

e Enter Census Information (compensation,
hours, status changes, etc.)

e Enter Investment Information (or not, if only
estimate)

e Review Results of Plan — Passes? Fails?
What to do next?
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(‘0 EMPLOYEE BENEFIT SYSTEMS, INC.

Safe Harbor 401(k) Plan with Non-
Elective and Cross Tested Allocation

e Age 21 with 1 year of service and dual entry

e Requirement to receive ER allocation is 1000
hours and last day of employment

e Cross Tested allocation provides the owner
with a large allocation and the employees
with 2% additional when added to the 3%
Safe Harbor Non-Elective

%
&

EMPLOYEE BENEFIT SYSTEMS, INC.

Discrimination Testing

Passed - 410(b) Participation Test—Ratio Percentage Test

e Passed - 410(b) Participation Test—Average Benefit Test
— Nondiscriminatory Classification Test

e Passed —410(b) Participation Test — Average Benefit
Test — Average Benefit Percentage Test

e Failed — Minimum Allocation Gateway
e Failed — 401(a) (4) Discrimination Test

NOTE: Plan Fails!
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Passed — 410(b) Participation Test —
Ratio Percentage Test

(410(b) PARTICIPATION TEST - MINIMUM COVERAGE)

Test Company for Webinar
For the plan year 1/1/2009 through 12/31/2009

PASSED 410{b} Minimum Coverage Test )

( I. Ratio Percentage Test- Passetm
-

— Mumber of Employses —

MHCE 's HCE's Total
A Benefiting 3 1 4
B. Mot Benefiting o o o
C. Tatal 3 1 4

D. Percentage (AMC) 100.00% 100.00%

E. Ratio Percentage (NHCE's/HCE's) d
Masthe T0% oMok}

Ratio percentage exception codes: a=0nly HCE=, b=Mo HCE = benefiting, d=2AI1 MHCE = benefiting
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EMPLOYEE BENEFIT SYSTEMS, INC.

Passed — 410(b) Participation Test — Average Benefit
Test — Nondiscriminatory Classification Test

GH 0(b) PARTICIPATION TEST - MINIMUM COVERAGE)

Test Company for Wehinar
For the plan year 1/1/2009 through 12/31/2009

— =
( PASSED 410(b) Minimum Coverage Test )
T, —

Il Average Benefit Test - Passed )

& Mondizcriminstory Classification Test

PASS
1. MHCE's Concertration Percentage Ta00
2. Zafe Harbor Percentage 375
3. Unzafe Harbor Percertage 2875
4, Ratio Percentage d

Pazsesif ratio percentageis 1) grester than or equal to Safe Harbor percentage or 2) grester than or equalto Unsafe Harbor percentage
subjectto facts and circumstances
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(‘0 EMPLOYEE BENEFIT SYSTEMS, INC.

Passed — 410(b) Participation Test — Average
Benefit Test — Average Benefits Test

C 410(b) PARTICIPATION TEST - MINIMUM COVERAGE )

Test Company for Webinar
For the plan year 1/1/2009 through 12312009

[~ =
PASSED 410(b} Minimum Coverage Test )
P >

T~

Il. Average Benefit Test - Passed

( B. Average Benefit Percentage Test >

L . Equivalent Be
Contribution Basis
Annual Annual Accrued-to-Date
wioP D with PO weio PO with PO wioP D with PO
1. Average Benefit Percentage of NHCE's 7E7 9.00 237 270 5.06 573
2. Average Benefit Percentage of HCE's 5307 B377 5.09 A= 552 6.05
3. Average Benefit Percentage (B1./82) 13.21% 14.11% 28.30% ey M ETH 94.71%

st 0% oMmoR) FAIL FAIL FAIL FaL|l  Pass  Pass

Ratio percentage exception codes: &=Cnly HCEs, h=No HCE s henefiting, d=2A1 NHCE s benefiting

<SP [DVagpaVie
!

EMPLOYEE BENEFIT SYSTEMS, INC.

Failed — Minimum Allocation Gateway

C 401(a)(4) GENERAL TEST )

Test Company for Webinar
For the planyear 1/1/2009 through 12/31,2009

CMinimum Allocation Gateway -- Failed )

A HighestHCE Allacation Rate 4093 % Times 113= 1366 %
B. Lowest MHCE Allocation Rate 300 %
C. LowestMHCE Rate (415() Cormpd 3.00 % Bosley
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EMPLOYEE BENEFIT SYSTEMS, INC.

Failed - 401(a)(4) Discrimination Test

401(a)(4) GENERAL TEST

est Lompany for vebinar
For the plan year 1/1/2009 through 12/31/2009

EAILED 401(a){4) Discrimination Test

The planaz a whole must pass the 401 (2)(4) Minimum Allocation Gatewey in order to pass the generaltest.
A Rate Group passesifthe Ratio Percent iz T0% or more, or if the plan passesthe average benefit percentagetest andthe Rate Group's
Fatio Percentis grester than or equal tothe mid-paint betvweenthe Safe and Unsafe Harbor Percentages.

Minimum Allocation Gateway - Failed )
Average Benefit Percentage Test - Passed
MHCE's Concentration Percent - 75.00%
Safe Harbor Percent - 38.75%
Wid-Paint - 3375%
Unsafe Harbor Percent - 2BTE%
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EMPLOYEE BENEFIT SYSTEMS, INC.

What to do when the Plan Fails?

What does your document say?
. Fail Safe Allocation election

Corrective Amendment

(c) 2010 DATAIR 5
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EMPLOYEE BENEFIT SYSTEMS, INC.

Fail Safe Allocation provisions

Selected in the adoption agreement for
e Section 2.3.8 of the Base Plan Document

e Prototype
- Options D7.j and D10.i

e Volume Submitter AA
- Options D7.m and D10.i

e Volume Submitter IDP format
- Option A9 and Section 2.3.7

X DATALR
o

EMPLOYEE BENEFIT SYSTEMS, INC.

Document Section - item D7

D7. Requirement to Share in Non-Elective
Contribution Allocation - In order to share in the
allocation of the Employer's Non-Elective Contribution for
the Plan Year, a Participant: (Select all applicable. Does
not apply to CODA Safe Harbor Contribution. See Part
11.D.17.)

e |. To satisfy the minimum coverage requirements of Code
section 410(b), the Employer elects to apply the Fail Safe

Allocation provisions of Section 2.3.8.
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EMPLOYEE BENEFIT SYSTEMS, INC.

Corrective Amendment

e Treas. Reg Section 1.401(a)(4)-11(g)

e Retroactively increase accruals or allocations for
employees who benefitted under the plan during the
plan year being corrected.

e May grant accruals or allocations to individuals who did
not benefit under the plan during for plan year being
corrected.

e May not result in the reduction of an employee’s benefit.
e Must have substance.
e 9 2months after the close of the plan year.

P DATALR

Q\) EMPLOYEE BENEFIT SYSTEMS, INC.

Plans | Provisions | Eligibility
Last Day Date

| | 3 Azsumptions | 4 Mizc

[ Age Mearest Bithday for Eligibility

d [ Age Mearest Bithday for Other &ges
_ - kMo Eq*rr of Elig Swe Break in Service Hrs
5.5 500
I Collective Bargaining L nit [ Use 410[a)(4] for Othenwize Excludable
‘2 Bargaining in Testing
llectively Bargained ( Last Day Date A : Advanced =
it Aliens El
f Excluded Class g
[” Ewclude HCE's T
Period for Measzuring Credited Swe/Part —
Advanced [Eligibility Computation Period = @
Hrs for *r'r of Credited Swc =
1.000 ™~ w05 Wwhile Participant —
bo Eq vt of Cr Svc Exclude Svec Priar To =il
55 s o
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EMPLOYEE BENEFIT SYSTEMS, INC.

Source | Eligibility | Contribution

1 Type/Mame | 2 Eligibility | 3Westing | 4 Allocation
Eligibility Requirements for Source: Employer Profit Sharing
Minirmum Hours to Receive Contribution o
g
o
™ HCE Does Mot Get Contibution ™ KeyHCE Does Naot Get Contribution g_
[™ MHCE Daes Mot Get Contribution E]
Contribution Allocation Farfeiture Allocation
Check ta Minirnum Check ta Minirnum
Bz H Receive Hours -
Germinated this Year r 1000 ) r 1000 ﬁ
Retired this
etired this Year v 1000 v 1000 o
Dizabled this Year v 1000 v 1000 E
N =
Died this Year v 1000 v 1000 5
S
H

< [(DVa AN R
c(l\>3 EMPLOYEE BENEFIT SYSTEMS, INC.
Provide Client with Estimate or
Allocation for Plan Year

e Client provides you with Census information —
including new entrants and compensation

e Enter Data — Review Plan Resulis

e Provide Client with Estimate for Allocation
based on Plan Results

e Nothing changed — but a few months later — the
plan now fails! HELP! What happened?
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EMPLOYEE BENEFIT SYSTEMS, INC.

Discrimination Testing

Passed - 410(b) Participation Test—Ratio Percentage Test

e Passed - 410(b) Participation Test—Average Benefit Test
— Nondiscriminatory Classification Test

e Passed — 410(b) Participation Test — Average Benefit
Test — Average Benefit Percentage Test

e Passed — Minimum Allocation Gateway
e Passed —401(a) (4) Discrimination Test

NOTE: ALL TESTS PASS!

P DATALR

Q\) EMPLOYEE BENEFIT SYSTEMS, INC.

Passed — 410(b) Participation Test —
Ratio Percentage Test

(1410(b) PARTICIPATION TEST - MINIMUM COVERAGE )
est CompanyTfor Webinar

For the plan year 1/1/2009 through 12/31/2009

EASSED 410({b) Minimum Coverage Test )

[ I. Ratio Percentage Test- Passe(lj

— Number of Employees —

MHCE's  HCE's Total

A, Benefiting 3 1 4
B. Mot Benefiting 1] 0 1]
C. Tatal 3 1 4

D. Percentage (ASC) 100.00% 100.00%

E. Ratio Percentage (MHCE'sHCE 's) d
Musthe 0% ormog)

Ratio percentage exception codes: a=0nly HCEs, b=No HCE = benefiting, d=A1l NHCE 5 henefiting
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(‘0 EMPLOYEE BENEFIT SYSTEMS, INC.

Passed — 410(b) Participation Test — Average Benefit
Test — Nondiscriminatory Classification Test

C410(b) PARTICIPATION TEST - MINIMUM COVERAGE)

Test Company for Webinar
For the pnlan vear 1/1/2009 throuah 12/31/2009

P <
( PASSED 410(b) Minimum Coverage Test )

P |

II. Average Benefit Test - Passed \

A Mondiscriminatory Classification Tesj

PAZS
1. MHCE's Concentration Percentage 7500
2. Safe Harbor P ercentaoe 3875
3. Unsafe Harbor Percentage 2875
4, Ratio Percentage d

subjectto facts and circumatances

m

. Ratio Percertage (MHCE'sHCE's) d

Mizthe 0% ormok)

Ratio percertage exception codes: a=0nly HCEs, b=Mo HCE s benefiting, d=AI MNHCE & benefiting

Passesif ratio percentage is 1) greater than or equal to Safe Harbor percentage or 2) greater than or equal to Unsafe Harbor percentage

P DATALR

Q\) EMPLOYEE BENEFIT SYSTEMS, INC.

Passed — 410(b) Participation Test — Average
Benefit Test — Average Benefits Test

410(b) PARTICIPATION TEST - MINIMUM COVERAGE

Test Company for Webinar
For the plan year 1/1/2009 through 12/31/2009

@SSED 410(b) Minimum Coverage T@

Il. Average Benefit Test - Passe(l\

B. Average Benefit Percentage Test ) Equivalent Benefit Basis

Contribution Basis

Annual Annusl Accruedto-Date
wioPD with PD wigPD  with PD wigPD with PD
1. Average Benefit Percentage of NHCE's 11.00 16.00 342 4.09 552 E.19
2. Average Beneftt Percentage of HCE's 56.71 E2.41 .40 g.45 529 582
3. Average Beneftt Percentage (B1/82) 19.40%  2564% 4329% 4840 104.35%  106.36%
etz 0% omor) FAL  FAL  FAL  FaLl  Pass  pass
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EMPLOYEE BENEFIT SYSTEMS, INC.

Passed — Minimum Allocation Gateway

(' 401(a)(4) GENERAL TEST)

Test Company for Wehinar
For the plan year 1/1/2009 through 12/31/2009

CMillillllllll Allocation Gateway -- Passe(DLowest NHCE Allocation Rate using 415(c) Comp is 5% or Greater
A HighestHCE Allocation Rate 703 % Times /3= 1234 %
B. Lowest NHCE Allocation Rate 5.00 %

C. LowestMHCE Rate (415(c) Campy 500 % Bosley,J

D
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EMPLOYEE BENEFIT SYSTEMS, INC.

Passed - 401(a)(4) Discrimination Test

( 401(a)(4) GENERAL TEST )

Test Companyfor Webinar
For the plan year 1/1/2009 through 12/31/2009
7 ~
( PASSED 401{a){4} Discrimination Test )

B, v,

The plan a=a whole must passthe 401 (2004) Minimum Allocstion Gatewsy in order to pass the generaltest.
A Rate Group passes if the Retio Percent is 70% or mare, or if the plan passes the average benefit percentage test andthe Rate Group's
Ratio Percentis greater than o equal tothe mid-paint betweenthe Safe and Unsafe Harbar Percentages.

Winimurm Allocation Gateway - Paszad
Average Benefit Percentage Test - Passed
NHCE's Concentration Percent - 75.00%
Safe Harbor Percent - 3BT%
Mid-Point - 3375%
Unsafe Harbor Percent - 1875%
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EMPLOYEE BENEFIT SYSTEMS, INC.

Months later...enter gains/losses

e All tests passed before. | provided client with
allocation amount and deposits were made to the
participants’ accounts.

e Now today...enter gains/losses for the plan to
finalize and.

e TESTS NO LONGER PASS! What happened?
My allocations are the same? My participants are
the same?

X DATALR
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EMPLOYEE BENEFIT SYSTEMS, INC.

Discrimination Test Results
— after entering Gains/Losses

Passed - 410(b) Participation Test—Ratio Percentage Test

Passed - 410(b) Participation Test—Average Benefit Test —
Nondiscriminatory Classification Test

Passed — 410(b) Participation Test — Average Benefit Test
— Average Benefit Percentage Test

Passed — Minimum Allocation Gateway
FAILED — 401(a) (4) Discrimination Test

NOTE: PLAN NOW FAILS!

(c) 2010 DATAIR

2/18/2010

12



401(a)4 Test

R DATALE
3

EMPLOYEE BENEFIT SYSTEMS, INC.

FAILED - 401(a) (4) Discrimination Test

( 401(a)(4) GENERAL TEST )

Test Company for Webinar
For the plan year 1/1,2009 through 12/31,2009
FAILED 401{a){4} Dis crimination Test
The planas & whaole must passthe 401(2)04) Minimum  Allocation Gateway in order to passthe generaltest.

ARate Group passesifthe Ratio Percentis 70% or more, or if the plan passesthe average benefit percentage test andthe Rate Group's
Ratio Percentis greater than or equal tothe mid-point between the Safe and Unsafe Harbor Percertages.

Minirnurn Allocation Gatewsy - Passed
Average Benefit Percentage Test - Passed
s Concentration Perce - BB,

Safe Harbor Percent - 4540%

Wid-Paint - 40.50%
Unsafe Harhor Percent - 3HA0%

X DATALR
o

EMPLOYEE BENEFIT SYSTEMS, INC.

What to do next?

e Now a solution is needed.
e Did client deduct the contribution already?
e Can more money be contributed?

e Can allocations be revised?

e Facts and circumstances based on the
needs of your client will determine the best
way to proceed.
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EMPLOYEE BENEFIT SYSTEMS, INC.

Resources

e Release Notes
e DATAIR Employee Benefit Systems, Inc.
— Customer Support
Email: support@datair.com
Telephone: (630)325-2600
- DATAIR Discussion Forums http://www.datair.com/
e |Internal Revenue Service (IRS)

- Retirement Plans Community:
http://www.irs.gov/retirement/index.html
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