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This newsletter and all supplements are meant to provide general information only.  It should not be used as a 
supplement for legal advice or opinion in any specific case.

Focusing on issues and questions that may affect you and your participants.

E n c o u r a g i n g  G r e at e r  P l a n  Pa r t i c i p at i o n
If your work force includes employees who aren’t taking full advantage of 
your 401(k) retirement plan, you may want to look for ways to increase plan 
participation. Below, we answer some commonly asked questions.

Why is it better to have more employees fully participating in a 401(k) plan? Increasing 
employee participation can help plans pass nondiscrimination testing. If a plan does not 
have a 401(k) safe harbor provision, low participation rates among non-highly compen-
sated employees (NHCEs) could cause the plan to fail the actual deferral percentage (ADP) 

tion escalation, and matching, as well as 
instituting a shortened enrollment waiting 
period, can help increase employee partici-
pation in a 401(k) plan.

How does automatic enrollment work? 
With automatic enrollment, employees 
are enrolled in the plan at a preset con-
tribution rate. Employees can elect not 
to contribute or to contribute a different 
percentage of their pay. Since many em-
ployees choose not to opt out of automatic 
enrollment, automatic enrollment tends to 
increase participation rates.

Can you explain automatic contribution 
escalation? Generally, the default deferral 
rate for 401(k) plans is too low for many 
employees to accumulate enough money 
to meet their retirement income needs. 
With automatic contribution escalation, 
an employee’s deferral rate is gradually 
increased over time and according to a 
specified schedule. An employee may opt 
out of the increases. 

and actual contribution percentage (ACP) 
tests. Sponsors of plans that fail may have 
to either make contributions to NHCEs or 
make corrective distributions from the 
401(k) plan to highly compensated employ-
ees (HCEs). Neither option is desirable.

Are there any other benefits to increasing 
employee participation? Yes. Employees 
who don’t take full advantage of a 401(k) 
plan are at risk of not having enough 
savings to retire comfortably. Increasing 
employee participation can help employ-
ers make sure their employees are better 
prepared financially for retirement. 

How can employers increase 401(k) plan 
participation? To increase employee 
participation, employers can implement 
plan design changes and provide financial 
education to employees.

What plan design changes can an employer 
make to help increase employee partici-
pation? Implementing programs such as 
automatic enrollment, automatic contribu-
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Th e  I m p o r ta n c e  o f  P l a n  C o m p l i a n c e
To preserve its tax-exempt status, a qualified retirement plan must comply with legal and regulatory requirements, both 
in form (the plan documentation) and in operation (how the plan is operated in accordance with the plan document). Plan 
sponsors must work with their service providers to ensure that plans are properly maintained and to limit plan defects.

Plan Disqualification
When the IRS discovers that a plan is not 
in compliance with qualified plan require-
ments, disqualification (originally the IRS’s 
only course of action) is a possible outcome. 
When a retirement plan is disqualified, the 
plan’s trust loses its tax-exempt status and 
becomes nonexempt. As a result, employees, 
the employer, and the plan’s trust are all neg-
atively impacted. A retirement plan’s trust is 
a separate legal entity that is tax exempt. If 
a plan is disqualified, the trust loses its tax-
exempt status and must pay income taxes 
on trust earnings.

Participants Lose Out
When a plan is disqualified, it means partici-
pants must include as taxable income any 
vested contributions the employer makes to 
the plan on their behalf in any calendar year 
for which the plan is deemed disqualified. 

IRS Example: Pat is a participant in the XYZ 
Profit Sharing Plan. The plan has immediate 
vesting of all employer contributions. 

• In calendar year one, the employer makes 
a $3,000 contribution to the trust under 
the plan for Pat’s benefit.

• In calendar year two, the employer 
contributes $4,000 to the trust for Pat’s 
benefit.

• In calendar year two, the IRS disqualifies 
the plan retroactively to the beginning of 
calendar year one. Pat would have to  

 
include $3,000 in her income in calendar 
year one and $4,000 in her income in 
calendar year two to reflect the employer 
contributions paid to the trust for her 
benefit in each of those calendar years.

Note: If the plan has a five-year graded vest-
ing schedule and Pat is only 20% vested in 
her employer contributions in calendar year 
one, then she would include $600 (20% x 
$3,000) in her income for the year.

Sponsors Lose Out, Too
Disqualification also impacts the plan spon-
sor. The sponsor’s tax deduction for amounts 
it contributed to the trust may be delayed or 
restricted as a result of a plan disqualifica-
tion based on the deduction rules that apply 
when the plan is deemed nonqualified. Gen-
erally, sponsors of qualified plans cannot de-
duct contributions as of the point at which 
the plan is considered to be disqualified.

Fallout for Rollovers
Plan disqualification has an impact on 
rollovers, too. Plan distributions that were 
rolled over to other eligible retirement plans 
or individual retirement accounts (IRAs) 
are no longer considered eligible rollover 
distributions. As a result, all eligible rollover 
distributions that were rolled into an IRA or 
other qualified plan after the point the plan 
was considered to be disqualified would not 
be eligible for rollover and would be subject 
to taxation at that point.

Correction Programs
Because the consequences for innocent, 
nonhighly compensated plan participants 
can be extremely negative, the IRS estab-
lished a program to assist plan sponsors in 
correcting the most common operational 
and plan document errors and retaining the 
plan’s tax-exempt status. The IRS Employee 
Plans Compliance Resolution System (EPCRS) 
encompasses three programs for correcting 
operational and plan document errors: the 
Self-Correction Program (SCP), the Voluntary 
Compliance Program (VCP), and the Closing 
Agreement Program (CAP). Through EPCRS, 
a plan sponsor can correct plan errors, pay a 
preset fee to regain its compliant status, and 
avoid the negative consequences of disquali-
fication.

More details on the tax consequences of 
plan disqualification may be found in an  
IRS publication: Employee Plans News, Issue 
2012-1, March 20, 2012 (www.irs.gov/pub/irs-
tege/epn_2012_1.pdf ).

Make Compliance a Focus
Maintaining compliance is key to avoid-
ing disqualification. A strong partnership 
between employer and service provider can 
help ensure that all the necessary steps are 
taken to make certain the plan is in compli-
ance with the vast number of regulatory re-
quirements that need to be satisfied. One of 
the best ways to assure proper compliance 
is to keep your service providers informed 
of any major changes in business circum-
stances that could impact the operation of 
your plan. 
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How do matching contributions increase 
participation? When an employer matches 
all or a percentage of an employee’s contri-
bution amount, employees are more moti-
vated to contribute because the employer’s 
contribution is viewed as potentially “free 
money” for the employee. Though such a 
program would create a direct expense for 
the employer, it can be an effective way to 
increase participation. 

What is a shortened enrollment waiting pe-
riod? Some plans require a new employee 

to wait a period of time before starting to 
make deferrals to the 401(k) plan. Shorten-
ing or even eliminating this waiting period 
would make it possible for more employ-
ees to become eligible to participate. If 
employer contributions are not accelerated, 
employers incur no additional contribution 
costs with this approach. 

However, if a company has a high rate of 
employee turnover, this strategy may result 
in a high number of 401(k) accounts with 
small balances, which could increase plan 
administration costs. 

How will providing financial education 
to employees increase participation? A 
knowledgeable employee is more likely 
to understand the value of participat-
ing in his or her 401(k) plan. So the 
education materials should clearly 
communicate both the importance of 
saving for retirement and the benefits 
of participating in a 401(k) plan. Several 
different types of education materials 
can be used. Employers also may want 
to consider providing one-on-one meet-
ings with financial advisors. 
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I R S  L i m i t s  f o r  2 0 1 5 ,  2 0 1 6  a n d  2 0 1 7  Ta x  Ye a r s
Annual Compensation Limit – The maximum compensation 
which may be used to calculate benefits and contributions un-
der a qualified retirement plan for the 2017 Plan Year. $270,000

Annual Defined Contribution Limit - Generally includes em-
ployer contributions, employee contributions, and forfeitures 
allocated to a participant’s account under a defined contribu-
tion plan. $54,000 

Highly Compensated Employee Threshold - An individual is 
considered highly compensated for IRS non-discrimination 
testing if the employee owned more 5% of the company in the 
current or prior year or if in the prior year the employee’s com-
pensation was more than the HCE threshold for that year. For 
example, to be considered an HCE in 2017, a participant must 
have made more than $120,000.00 in 2016.  To be considered 
an HCE for 2018, a participant will have to make more than 
$120,000 in 2017.

Annual Limits: 2015 2016 2017
Annual Compensation Limit 
[401(a)(17)/404(l)] :

$265,000 $265,000 $270,000

Annual Contribution Limit 
[415(c)(1)(A)] : 

$53,000 $53,000 $54,000

HCE Threshold [414(q)(1)(B)] : $120,000 $120,000 $120,000

Annual Deferral Limit  
[402(g)(1)] :

$18,000 $18,000 $18,000

Catch-Up Contributions 
[414(v)(2)(B)(i)] : 

$6,000 $6,000 $6,000
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R e c o r d  R e t e n t i o n  —  Th e  “ Pa p e r ”  Tr a i l
As plan sponsors are well aware, the pension law (ERISA) includes specific reporting and disclosure obligations with respect 
to qualified retirement plans. A lesser known fact is that ERISA also has specific requirements regarding the retention of plan 
records. Below we answer questions you and other plan sponsors may have about retaining records and the importance of a 
record retention policy.

Why would we need a record retention 
policy? A retirement plan, by its very nature, 
generates a large amount of documenta-
tion. Some records should be retained 
indefinitely. Others may be disposed of 
in time. Having an established document 
retention system that allows plan records 
to be reviewed, updated, and preserved or 
disposed of in an organized fashion fosters 
good administration and helps the plan 
comply with pension law. Such a system 
can also make required documents readily 
accessible for IRS review, if requested.

Who is responsible for retaining plan 
records? Under ERISA, the plan administra-
tor — which is often the plan sponsor — is 
ultimately responsible for maintaining the 
plan’s records. 

What records do we need to keep? The list 
is long. First, you need to keep all records 
that support the information included in 
your plan’s Form 5500 filings and other 
reports and disclosures. These support-
ing documents essentially include what-
ever records a government auditor might 
need to verify the accuracy of the original 

report or disclosure. You also need to keep 
records used to determine eligibility for 
plan participation and any plan benefits to 
which employees and beneficiaries may be 
entitled. Records include:

• The original signed and dated plan 
document, plus all original signed and 
dated plan amendments

• Employee communications including 
Summary Plan Descriptions, Summaries 
of Material Modifications, and anything 
else describing the plan that you provide 
to plan participants

• The determination, advisory, or opinion 
letter for the plan

• All financial reports

• Copies of Form 5500

• Payroll records used to determine 
eligibility and contributions, including 
details supporting any exclusions from 
participation

• Evidence of the plan’s fidelity bond

• Documentation supporting the trust’s 
ownership of the plan’s assets

• Documents relating to plan loans, 
withdrawals, and distributions

• Nondiscrimination and coverage test 
results

• Employee personal information, such as 
name, Social Security number, date of 
birth, and marital/family status

• Employment history, including hire, 
termination, and rehire dates (as 
applicable) and termination details

• Officer and ownership history and 
familial relationships

• Election forms for deferral amount, 
investment direction, beneficiary 
designation, and distribution request

• Transactional history of contributions 
and distributions

How long do we need to keep the records? 
Generally, you should keep records used 
for IRS and DOL filings for at least six years 
after the filing date. Retain records relevant 
to the determination of benefit entitlement 
indefinitely (basically, permanently).
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Corporate Office
2420 Trade Centre Avenue 
Suite B 
Longmont, CO 80503 
Tel. (303) 485-9000  
Fax. (303) 485-9009

C o n ta c t  I n f o
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D R S  C o m p l i a n c e  C a l e n d a r  f o r  D e f i n e d  C o n t r i b u t i o n  P l a n s *

January 16, 2017 – DRS closed for Martin 
Luther King Jr. Holiday 

January 31, 2017 – Mailing deadline for par-
ticipant copies of 2016 1099-R’s

January 31, 2017 – DRS Year-End Information 
Packet and Census Data Due

February 20, 2017 – DRS closed for Presi-
dent’s Day Holiday 

February 28, 2017 – Filing deadline for 2016 
1099-R’s and 1096

March 15, 2017 – Deadline to correct excess 
deferral and match for 2016 plan year test-
ing failures without IRS penalties

April 1, 2017 – Required minimum distri-
bution (RMD) begin date for participants 
attaining age 70 1/2 or retiring after age 70 
1/2 in 2017

April 14, 2017 – DRS closed for Good Friday 
Holiday

April, 14 2017 – Deadline to process correc-
tive distributions for excess deferrals

May 29, 2017 – DRS closed for Memorial Day 
Holiday

June 30th, 2017 – Deadline to process cor-
rective distributions for failed ADP/ACP test 
from EACA plans without incurring 10% 
excise tax

July 4, 2017 – DRS closed for Independence 
Day Holiday

July 31, 2017 – Initial 2015 Form 5500 and 
8955-SSA filing deadline or deadline for fil-
ing extension (5558)

July 31, 2017 – Deadline to file Form 5330 to 
report prohibited transactions and excess 
401(k) contributions for 2016

July 31, 2017 – Deadline to distribute Sum-
mary of Material Modification (SMM) for 
plans with amendments effective in 2017

September 4, 2017 – DRS closed for Labor 
Day Holiday

September 30, 2017 – Distribute Summary 
Annual Report (SAR) for plans that did not 
extend their 5500 filing deadline

October 15, 2017 – Final filing deadline for 
2016 Form 5500 if extension was filed prior 
to July 31, 2017

November 23, 2017 – DRS closed for Thanks-
giving Holiday

December 1, 2017 – Deadline to distribute 
Safe-Harbor Notice, Qualified Default 
Investment Alternative Notice and Annual 
Automatic Contribution Arrangement 
Notice

December 15, 2017 – Extended deadline for 
distribution of SAR to participants

December 25, 2017 – DRS closed for Christ-
mas Holiday

December 31, 2017 – Final deadline to cor-
rect failed ADP/ACP test via distributions or 
qualified nonelective contributions

December 31, 2017 – Required minimum dis-
tributions due under IRC Section 401(a)(9)

January 1, 2018 – DRS closed for New Year’s 
Holiday 

*assumes 12/31 Plan Year End

For general questions:
helpdesk@drs401k.com

To submit your payroll files:
files@drs401k.com

To submit your year-end census data:
yearend@drs401k.com

For audit support, tax forms, and testing 
inquiries:
compliance@drs401k.com

For quotes for new retirement plan 
services:
proposals@drs401k.com

Annual Deferral Limit – The maximum any 
one participant may defer for the 2017 Plan 
Year. $18,000

Catch-Up Deferral Limit – For participants 
turning age 50 or older during the Plan 
Year, the maximum additional “catch-up” 
deferrals allowed for the 2017 Plan Year. 
$6,000

Income Subject to Social Security - The 
maximum amount of earnings subject to 
social security taxes in 2017. $127,200

If you have not already done so, please 
update this information with your payroll 
department. If you have any questions 
regarding these limits or how they affect 

your plan, please feel free to contact our 
Helpdesk at 303-485-9000 or helpdesk@
drs401k.com for assistance.
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