
Setting the Stage

At the Trustees Institute for Jointly
Managed Training and Education Funds,
there were approximately 200 participants.
Based on answers utilizing the Founda-
tion’s audience response system, 60% of
the audience were trustees (60% were la-
bor trustees and 40% were management
trustees), 30% were training fund coordi-
nators, 6% were administrative staff and
4% performed other functions. This article
will describe what that audience learned
and the information obtained from them
by utilizing the audience response system.

Training Fund Coordinators

Many training fund coordinators come

from a union background. They are famil-
iar with how unions operate. Unions are
governed by the Labor-Management Re-
porting and Disclosure Act (LMRDA) (also
known as the Landrum-Griffin Act) and
are reportable to the Office of Labor Man-
agement Standards (OLMS) of the U.S.
Department of Labor. A multiemployer
training fund is governed by the Labor-
Management Relations Act (also known as
the Taft-Hartley Act) and the Employee
Retirement Income Security Act (ERISA).
ERISA funds are reportable to the Em-
ployee Benefits Security Administration
(EBSA) of the U.S. Department of Labor.

What does all this mean? Unions have a
structured hierarchy and the leadership
can act in almost any manner approved
by its members. A union can sponsor so-

To clarify the title, a training fund is not a business; it has entirely different goals and objectives than a traditional business. What a
training fund does have in common with a business, however, is that both should be run effectively and efficiently.
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cial events, for example, and can give
monies to charity. This is the background
of many training fund coordinators.

The Department of Labor (DOL) states
in its Web site that those who exercise
management control over a plan are fidu-
ciaries. According to DOL, “the primary
responsibility of fiduciaries is to run the
plan solely in the interest of participants
and beneficiaries and for the exclusive
purpose of providing benefits and paying
plan expenses.” The plan coordinator who
runs the training fund on a day-to-day ba-
sis must gain the consensus of trustees,
both union and management, before tak-
ing action. The plan coordinator who runs
the training fund must remember that.
Sponsorship of golf tournaments, pay-
ments for tributes ads and donations to
charity, all of which may be acceptable in
a union environment, are expenses that
are not permitted in a training fund envi-
ronment.

Cash-Handling Arrangements

One of the significant assets in a train-
ing fund that is subject to fraud is cash.
What methods can be utilized by the
training fund to ensure that cash is prop-
erly controlled? The following are some of
the techniques that can be adopted by all
types of entities, including training funds,
in handling cash.

• Arrangements should be made with a
bank to have a zero balance account.
Under this arrangement, all cash is
kept in an interest-bearing account
and is returned to the checking ac-
count only to clear checks written
against the account and to process
transfers from the account. This tech-
nique maximizes the interest-earning
potential of the training fund’s cash
balances.

• All checks or checks over a certain dol-
lar amount should be signed by two
authorized individuals. This is an ef-
fective internal control over cash only
if each individual signing the checks
carefully examines supporting docu-
mentation before affixing a signature.
The use of a signature stamp weakens
the oversight control, and such use
should be limited to extremely un-
usual situations.

• Bank statements should be reconciled
monthly and on a timely basis by a
person who has no authority to record

cash transactions. Cash fraud fre-
quently occurs when the perpetrator
learns that cash is infrequently recon-
ciled. If the office is small, the training
coordinator should open and review
the list of canceled checks for propri-
ety prior to forwarding to the book-
keeper for processing.

• Once the training fund has significant
employer contributions, the training
fund should have employer contribu-
tions sent directly to a lock box at a
bank or other financial institution. The
lock box custodian handles all cash re-
ceived and ensures that all cash re-
ceipts are properly controlled.

• If the training fund has a significant
number of cash disbursements, then a
positive pay system should be investi-
gated. In a positive pay system, the
training fund produces a list of all
check numbers and amounts paid by
the fund. This list is sent to the bank,
which will not pay any check on which
the amount of the check and the payee
do not agree with the listing.

• As the training fund grows larger, it
should consider having separate bank
accounts for administrative expenses
and for training expenses. Separating
the disbursements by type helps en-
sure that they are charged to the
proper account.

• Checks should be stored in a secure lo-
cation and should be controlled by a
specific individual. A check can be
“borrowed” for a few minutes and can
be duplicated so quickly and so accu-
rately that it can fool an expert.

• Employees who have access to cash
must be bonded. Bonding does not
prevent theft, but the bonding com-
pany will insist upon cash-handling
controls that minimize the opportu-
nity for defalcation.

• Management should have a detailed
and thorough program for handling
cash and short-term securities.

Investments and Reserves

Training funds are growing in size and
complexity. At one time, training funds in-
vestments would have been all cash and
short-term investments. Surveying those
attending the class found the following:

• 12% were invested only in cash.
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• 47% had cash and short-term invest-
ments.

• 13% had equities.
• 28% had alternative investments.
Thus, over 40% of the class had more

than just cash and short-term invest-
ments. Here are some questions that
trustees and coordinators should ask (and
have answered):

• How much cash is available and how
much should we maintain in cash ac-
counts?

• What types of plan investments
should we have?

• What are the market values of our al-
ternative investments?

• Are collections of investment income
current?

• How much should we spend on facili-
ties and equipment?

• What are the current and future liabil-
ities of the training fund?

• How much are we spending annually
on administration? On training?

• What is the status of any grants that we
have?

The answers to the above questions
may determine the types of investments a
training fund would have; the right an-
swer for each question depends on the
training fund. The trustees and coordina-
tors should know the answers for their
fund or find out from a financial advisor if
they don’t know the answers.

What are the fund’s reserves and are
they adequate? The audience was asked
how many months of reserves they had. In
other words, how many months could
they continue spending at current levels
without any employer contributions be-
fore all funds were gone?

Of those surveyed, 9% said their funds
had less than six months’ reserves, 28%
had six to 12 months of reserves, 55% had
more than one year’s reserves and 8% did
not know. Having less than six months’ re-
serves is dangerous, having six to 12
months’ reserves is acceptable and more
than 12 months’ reserves is ideal for a
training fund. Those that do have more
than 12 months’ reserves should desig-
nate portions of their reserve funds for
specific purposes.

Income Sources

When a training fund is small, most of
its income comes from employer contri-
butions made in accordance with the col-
lective bargaining agreement. As with any
multiemployer plan, trustees of a training
fund must ensure they are receiving all
employer contributions they are entitled
to receive. One way the training fund can
do this is to compare the hours it is being
paid to the hours paid to a related fund,
such as a pension fund or a health and
welfare fund. Often a common remittance

report can be utilized to show that an em-
ployer is paying all hours for all funds. If a
common remittance report is not utilized,
the training fund has a disadvantage.

Plan participants will complain if 
a health and welfare contribution or 
a pension contribution is not being paid
on their behalf. The participant never
sees the hours contributed to a training
fund because no credit or account bal-
ance accrues to the training fund par-
ticipant.

How then does the training fund en-
sure they are receiving the proper contri-
bution for hours paid? The only way that
most multiemployer plans can verify that
they have received all contributions to
which they are entitled is to perform pay-
roll audits. Payroll audits can be very ex-
pensive for a training fund that receives
only a few cents an hour in employer con-
tributions. This can be mitigated by hav-
ing the training fund share payroll audits
with related funds and pay a proportional
share of the audit cost (i.e., based on the
training funds percentage of employer
contributions).

As a training fund grows in size, it will
start to receive significant investment 
income. Training funds can also receive
contributions and apply for and receive
grant funding. Internal controls at the
training fund should ensure that the fund
is receiving all the income that it is enti-
tled to and that the income is properly 
reported.

Government Reporting
Requirements

Class participants were asked what sec-
tion of the Internal Revenue Code (IRC)
their training fund was exempt under. Of
those answering the question, 49% said
they were exempt as a charitable organi-
zation under IRC Section 501(c)(3), 17%
said they were exempt as a labor organiza-
tion under IRC Section 501(c)(5), 6% said
they were exempt as a voluntary employ-
ees’ benefit association (VEBA) under IRC
Section 501(c)(9) and 28% said they did
not know.

All training fund trustees and coordi-
nators should know under which section
of the IRC their fund is exempt. Many
training funds are exempt as union orga-
nizations under IRC Section 501(c)(5) be-
cause one of their sponsoring organiza-
tions is a labor union, and it is much more
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Required Documentation for a Training Fund

• Copy of the plan
• Agreement and declaration of trust
• Apprenticeship and training standards
• Participation agreements
• IRS determination letter
• Collective bargaining agreements
• Annual audited financial statements
• Form 990
• Insurance policies

—Fidelity bonds
—Fiduciary liability insurance
—Property and liability insurance

• Requests for information from participants
• Service provider agreements
• Trustee minutes
• Trustee written acceptances and resignations
• Expense reimbursement vouchers and receipts
• Accounting records
• Personnel records
• Training records
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cumbersome and expensive to maintain
exemption as a charitable organization.
For small training funds that don’t expect
to grow, having tax-exempt status as a la-
bor organization may be the way to go. If
the training fund wants to grow and wants
to build reserves, the trustees of the fund
should consider obtaining exempt status
as a charitable organization. Gifts from in-
dividuals to a charity are tax exempt, and
charities are often exempt from various
state and local taxes. It is true that record-
keeping and reporting by a charitable or-
ganization are more difficult than report-
ing by a union organization but the effort
and expense may be worth it.

Some training funds are exempt under
IRC Section 501(c)(9). Employee benefit
plans are classified by IRS and DOL as ei-
ther pension plans or health and welfare
plans. A training fund is a type of health
and welfare plan. Health and welfare
plans that pay health-and-welfare-type
benefits are normally tax exempt as
501(c)(9) organizations. Although a train-
ing fund may apply and receive an ex-
emption under 501(c)(9), getting the ex-
emption as a charitable organization or as

a labor union may be a better choice. A
good ERISA attorney will be invaluable in
helping the training fund make the best
choice.

Training funds must file an annual
Form 990, Annual Return of Organization
Exempt From Tax. Once filed, this docu-
ment is available to anyone who requests
to see it. The training fund must maintain
a public inspection copy of this return,
and significant penalties can accumulate
for failure to provide the return when re-
quested by anyone that communicates
their interest to the fund.

A training fund, under normal circum-
stances, would also file a Form 5500, An-
nual Return/Report of Employee Benefit
Plan. However, a training fund can qualify
for an exemption from filing Form 5500
by filing a one-time request under DOL
Regulation 29 CFR 2520, 104-22. When
asked whether their training fund filed 
a Form 5500, 40% of the participants said
their training fund filed a Form 5500, 33%
of the participants said their training
fund did not file a Form 5500 and 27% 
of the participants were unsure. That
such a high percentage of the training

funds surveyed file a Form 5500 was sur-
prising when they can obtain a waiver to
avoid the filing. Whereas it is generally a
good idea to limit annual reporting to a
Form 990, there may be strategic reasons
to file Form 5500, especially if DOL is suc-
cessful in efforts to require the training
fund to file Form T-1. Filing Form 5500
would likely be an exception from filing
Form T-1.

Unrelated Business 
Income Tax

An organization may have tax-exempt
status but that does not mean that the
fund is totally exempt from income taxes.
A tax-exempt organization that conducts
a trade or business that is carried on regu-
larly, and that is not substantially related
to its tax-exempt function, may be subject
to federal income taxes on its net income
from that activity. This tax is called Unre-
lated Business Income Tax (UBIT). Activi-
ties that could result in a training fund
paying UBIT might include:
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• Sale of advertising in a training fund’s
magazine or newsletter

• Training nonparticipants
• Income from debt-financed properties
• Conducting a business with trainees

where the business is not related to
their tax-exempt purpose.

A training fund subject to UBIT would
be allowed to exclude the first $1,000 of
taxable income from tax and then would
pay tax on the remaining net income.

The seminar participants were asked
whether their training fund had UBIT is-
sues. Only 8% of the seminar participants
said their training fund was subject to

UBIT, 33% said their fund was not subject
to UBIT while 59% admitted that they did
not know. Training fund trustees and co-
ordinators should question their plan pro-
fessionals annually whether any of the
plan’s activities are subject to UBIT. The
rules concerning UBIT are somewhat
complex and a training fund may have an
issue without realizing it.

Establishing a Budget

A small, uncomplicated training fund
may not need a budget. The larger and
more complex the training fund becomes,

the more it needs an annual budget to set
financial goals and targets. Budgeting for-
malizes the financial planning process for
the training fund. An accurately devel-
oped budget sets an expectation, so actual
performance can later be measured
against the expectation to judge the fin-
ancial performance of the training fund.
Monthly financial statements showing 
a budget-to-actual comparison for each
month and year to date coordinate and
communicate financial information with-
in the organization.

How should a training fund develop 
an annual operating budget? The budget
starts with last year’s budget and financial
statements. The person preparing this
year’s budget can look at the concluding
year with 20-20 hindsight to see where 
the budget worked and where it did not.
The person preparing the budget should
adopt the lessons learned from last year’s
budget and then anticipate future
changes, including inflation. Everyone
preparing and using the budget should re-
alize that the budget is just a guide, at best.

As the training fund becomes more so-
phisticated and more complex, it may
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Best Business Practices

Build an endowment 8%
Trim overhead 3%
Increase revenue 16%
Formalize documentation 15%
Improve relationship with trainers 6%
Adopt budgeting 8%
Improve education techniques 44%
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need more than an annual operating
budget that projects income and ex-
penses. A training fund may need to pro-
ject cash flow needs over a three- to five-
year period, and a capital budget may be
needed to project when equipment and
facilities should be acquired, financed and
paid. Budgeting can and should be a so-
phisticated process that steers the training
fund in the right direction to avoid finan-
cial surprises.

Recordkeeping

To be up-to-date, all employee benefit
funds, including training funds, must
have certain documents and must keep
them updated. If IRS conducts an audit or
DOL conducts an investigation, they want
to see certain plan documents. See page
38 for a list of documents that govern-
ment officials normally demand when
they conduct their examinations. A train-
ing fund should produce its own list of
key documents with a notation of when
each document was last updated. Files
should be purged annually of documents
that are no longer needed, while recog-
nizing that ERISA requires most docu-
ments to be kept at least six years. Some
documents should be retained on a per-
manent basis.

Best Business Practices

Participants at the seminar were given
a list of business practices and asked to
pick one that they could improve on in
their training fund. See the table.

Since the goal of a training fund is ed-
ucation, it is not surprising that almost
half of those surveyed stated they could
best improve the fund by improving edu-
cational techniques. What is surprising is
that a majority (56%) picked a choice
other than training. A total of 27% picked
one of the first three, all of which involve
improving their fund financially, and an-
other 8% picked a related best practice,
which is budgeting.

Of the fund representatives, 15% said
they could do a better job of formalizing
documentation for their funds. Improved
documentation standards are being im-
posed on all types of organizations by law

(e.g., Sarbanes-Oxley Act), the regulators,
the accounting and legal professions and
by members of the organization itself (in
this case, plan participants) who demand
better guidance.

Of those surveyed, 6% said they could
do a better job of improving their rela-
tionship with instructors. Quality instruc-
tors are the lifeblood of a training fund.
Unless a training fund keeps its good in-
structors by keeping them satisfied, then
the plan participants will quickly become
dissatisfied.

Any or all of these business practices

could improve your training fund. A train-
ing fund is not a business, but it needs to
adopt and improve upon sound business
practices to grow and to prosper. B&C

This article is based on the author’s
presentation at the Trustees Institute for
Jointly Managed Training and Education
Funds, offered by the International Foun-
dation and held in January in Las Vegas,
Nevada.

For information on ordering reprints of
this article, call (888) 334-3327, option 4.
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Dashboard

The class was asked how many of their funds had a dashboard. The
dashboard could be referred to as a corporate dashboard, a digital
dashboard, an enterprise dashboard or an executive dashboard.
Only 4% of the audience had one, 5% said they did not and 92%
admitted that they never had heard of a dashboard.

A dashboard resembles the instrument panel of a car. It is a business
management tool that pulls information from accounting,
personnel, operations and other sources, normally on a monthly
basis. The dashboard then displays the information in a series of
summaries, comparisons, bar charts, pie charts, line charts, scatter
charts, drill downs and many other ways that are meaningful to
fund management. It is a business tool that provides the manager
with a flash report showing important information about the
training fund. The training fund trustees and coordinator simply
state what key information they want to see on a monthly basis, and
it is made available to them in the dashboard. Properly used, a
dashboard keeps training fund managers informed and can help in
making information decisions regarding the fund.


