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ARE YOU PREPARED FOR
AN IRS AUDIT?
The Internal Revenue Service’s (IRS’s) Employee
Benefit Audit Program is used to audit and
enforce. The IRS’s emphasis, with respect to
defined contribution plans is on compliance
with the requirements of the Internal Revenue
Code (the Code), the plan’s tax qualification and
administration of all plan documents. In the
event of noncompliance with regulations, the
IRS can impose taxes, penalties and interest.
Most IRS audits are selected at random, but
certain audit triggers exist that plan sponsors
should be aware of. If the IRS suspects
noncompliance, the chances of an audit will
increase substantially. Answers to certain

questions on the Form 5500 may also trigger an
audit.
The IRS audit process is initiated with an
Information Request Letter to the plan sponsor.
The Information Request Letter identifies the
date the auditor plans to visit, the documents
they plan to review and possibly will list
individuals they intend to speak with who handle
plan administration. The letter requests specific
information to have available for the auditor to
review. If you receive one and have questions
regarding items requested, or require additional
time to collect the requested data, it is best to
be proactive and explain your concerns and
circumstances.
It is essential to be prepared for audit by having
all requested documents readily available and
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being familiar with these documents.
Preparation should begin upon receipt of the
audit letter. Being prepared, informed and
helpful to the auditor should reflect positively on
the audit experience. Be sure to be available
during the audit in the event you are asked to
respond to follow-up questions or produce
additional documents.
The auditor may want to speak with other plan
fiduciaries, your ERISA attorney, plan advisor,
administrator, investment advisor and trustee. If
you anticipate more potentially concerning
issues may be discussed, you may want to
consider having your legal counsel assist during
the audit process.
While it is important to be prepared, understand
that auditors are looking for specific
information, so provide only information that is
requested. It is not a good idea to lead an
auditor to your plan files and let them search.
Allowing access to more information than is
requested can often be counterproductive. Be
patient with the audit process and project
confidence.
The IRS will focus on compliance with the plan
document, regulations and tax-related issues.
Compliance with all plan documents in terms of
operation and administration are the most
frequent cause of compliance deficiencies.
Also, compliance with newer regulations is likely
to be reviewed.

The most common issues the IRS finds in its
audits of retirement plans are:
+
+
+
+
+
+
+

+
+
+
+

Plan document is not up to date
Untimely participant deferral deposits
Plan operation doesn’t follow the plan
document
Plan definition of compensation not
followed
Matching contributions not made to all
eligible employees
Plan definition of eligibility to participate
or for employer match not followed
Improper administration of participant
loans (including defaults), hardships,
QDROs, etc.
Delinquent filing of Form 5500
ADP/ACP test errors
Deferral limits exceeded
Top-heavy requirements ignored

Once the audit is complete, the auditor will
follow up with a phone call to verbally convey
the audit findings; the phone call is followed by
a written audit findings letter. The letter may
show no further actions are necessary and that
the audit file is closed. If errors are found, then
certain corrective actions may be necessary
through the IRS’s Audit Closing Agreement
Program, the main intent of which is to make the
plan and its participants whole. This may
include a corrective contribution plus interest to
plan participant accounts, excise taxes required
and potentially other fees and penalties payable
to the IRS. If you disagree with the audit
conclusions in some way, there is an appeals
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program that enables another review of the
audit findings and your position.
Plan administration is complex and plan
documents are not always simple to interpret,
as a result it is not uncommon for plan sponsors
to have correction issues at some point. Many
errors that occur and corrections that need to
be made arise out of a triggering event, such as
payroll staff turnover, system changes, one-off
processing events, annual limits or business
reorganizations. If you’ve had or have this type
of event, you may want to conduct a self-audit
to ensure your plan’s operation continues to be
consistent with plan documents and all laws.
Performing regular self-audits will give you
greater
protection
against
compliance
breaches. If you identify a problem during the
self-audit of plan operations, you can voluntarily
correct these problems. Depending upon the
nature and extent of the issue, you may be able
to self-correct your plan, document the
corrections for the file and move forward
without a formal filing with the IRS or the DOL.
More significant issues, such as failing to
amend the plan timely or not depositing
employee deferrals timely, generally require
filing for and obtaining approval of the selfcorrection methodology.

GROUP WHOLE LIFE
INSURANCE: THE THIRD
PILLAR
Financial security is something that every
American strives for. The foundations of
financial security are built off of three equally
important pillars: a retirement plan, health
insurance, and permanent life insurance. These
three instruments complement one another and
work together to create holistic security for
individuals and their families. As an employer,
offering all three of these benefits can be
instrumental in attracting and retaining
employees.

For decades now, the conversation around
financial security at work has centered on the
first two pillars of retirement and medical
insurance. It is the third pillar, however, that has
received relatively little attention and is equally
important.
Many people think that a 401(k) serves the
same purpose as life insurance, and for that
reason, they believe you don’t need both. But the
truth is, they serve very different purposes and
they actually complement one another.
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There is also confusion around term life
insurance vs. whole life insurance. For millions
of Americans, the only type they ever receive is
term life insurance from an employer; however,
term life insurance, by its very definition, is
limited in its scope. It only provides protection
for a specified “term” or period of time. How do
you plan for the unexpected when the
unexpected must happen during a specific time
period?
Whole life insurance is the most well-known
type of permanent life insurance. Just as the
name suggests, it is a policy meant to provide
lifelong coverage, regardless of age, affliction,
or employment status.

The difference between term and whole life
insurance can be compared to the difference
between renting and owning a home. Both
renting and owning provide you a place to live,
and both term and whole life provide you a
death benefit.
However, similar to renting, you are not building
any equity while paying your term life premiums.
If you own a home, each time you make a
mortgage payment, you are building equity. The
same is true with whole life. Each premium you
pay helps you build equity in the form of the
policy’s cash value, which you can use as a
benefit.
Why Offer Group Whole Life?

Here are the main differences between term and
whole life insurance:
Term Life vs. Whole Life
Provides protection for a
specific, limited amount of time
- ex) 20 or 30 years

Provides protection for the
insured person’s entire lifetime

Provides no cash value. It is
pure death benefit protection

Has a cash value that
accumulates over the life of
the policy and can be used as
a benefit while the insured is
living

Inexpensive at younger ages.
Cost goes up each year.
Prohibitively expensive in later
years.

Higher premium cost in early
years - goes towards death
benefit and cash value benefit.
Cost remains level for life

Group whole life is a dynamic employersponsored solution that offers much more than
a death benefit. Group whole life includes a cash
accumulation component known as the policy’s
cash value. The cash value is guaranteed to
accumulate value over time and accumulates in
a tax deferred manner. This is a source of
wealth that is available to policyholders as it
accumulates. Individuals can take out loans
against their policy. Additionally, some carrier
group whole life policies are eligible for
dividends – which can be granted in the form of
cash, used to pay back loans, lower premiums,
deposited to earn interest, or even used to
increase your death benefit to help you keep up
with inflation.
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Whole life insurance is built upon three primary
guarantees:
1. Guaranteed premium
2. Guaranteed cash value
3. Guaranteed death benefit
As an employer, there are plenty of reasons to
implement a group whole life policy in your
benefits package:
+

Bona fide employee benefit
o Suitable for SCA and Davis Bacon
contractors
o Hour bank administration available

+

Tax advantages
o Death benefits are generally income tax
free
o Cash values tax deferred
o Dividends non-taxable

+

Attract and retain employees
o Very few companies offer a group whole
life plan
o Financially secure employees are more
productive
o 65% of employees believe they need
more death benefit

IMPORTANT DISCLOSURE INFORMATION
MCF Institutional is a registered d/b/a of MCF Advisors, LLC
(“MCF”). Please remember that past performance may not
be indicative of future results.
Different types of
investments involve varying degrees of risk, and there can
be no assurance that the future performance of any specific
investment, investment strategy, or product (including the
investments and/or investment strategies recommended or
undertaken by MCF), or any non-investment related content,
made reference to directly or indirectly in this brochure will
be profitable, equal any corresponding indicated historical
performance level(s), be suitable for your portfolio or
individual situation, or prove successful. Due to various
factors, including changing market conditions and/or
applicable laws, the content may no longer be reflective of
current opinions or positions. Moreover, you should not
assume that any discussion or information contained in this
brochure serves as the receipt of, or as a substitute for,
personalized investment advice from MCF. To the extent
that a reader or listener has any questions regarding the
applicability of any specific issue discussed herein to
his/her/its individual situation, he/she/it is encouraged to
consult with the professional advisor of his/her/its
choosing. MCF is neither a law firm nor a certified public
accounting firm and no portion of the content should be
construed as legal or accounting advice. A copy of MCF’s
current written disclosure statement discussing our
advisory services and fees is available upon request. If you
are an MCF client, please remember to contact MCF in
writing, if there are any changes in your personal/financial
situation or investment objectives for the purpose of
reviewing / evaluating / revising our previous
recommendations and/or service

At the end of the day, your job is to do what is
best for your business and your employees.
group whole life policy can accomplish both.
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