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Top 5 Errors Found in  
            401(k) Plan Audits
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To avoid penalties, lost earnings for plan participants 
and extra expenses for TPA staff time, fiduciaries of 
401(k) plans should take preventive steps to avoid 
five common errors.  
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The Department of Labor (DOL) has been auditing 
single employer 401(k) plans with a focus on the 
quality of plan administration and internal controls. 
What are the consequences of having auditors—

from either DOL or an outside certified public accounting 
firm—find errors in your 401(k) plan? They can include hav-
ing to spend hours calculating lost earnings, incurring extra 
expenses for third-party administrator (TPA) staff time, los-
ing earnings opportunities for employees and having to pay 
financial penalties.

Fortunately, the most common errors identified during 
the annual audit of a 401(k) plan’s financial statements are 
easy to prevent. In order to ensure compliance with DOL 
standards, plan sponsors should make every attempt to avoid 
the five common errors covered in this article. 

Although prone to many of the same potential errors as sin-
gle employer 401(k) plans, multiemployer 401(k) plans are sub-
ject to a couple of their own. Those are covered in the sidebar.

Error #1:  
Late Deposit of Participant Contributions 

The most common challenge single employer 401(k) 
plans face is employee deferral deposit timing. The most 
important requirement is to deposit employee contributions 
as soon as administratively possible. Plan sponsors are bur-
dened with many administrative tasks, with deposit of par-
ticipant contributions being just one of them; however, it is 
crucial to make this a priority. It is a common misconception 
that depositing employee contributions 15 business days af-
ter month-end is acceptable. In our experience with plans 
that have been audited, DOL holds plan sponsors to the fol-
lowing standard: As soon as the plan sponsor is able to segre-
gate and send in payroll taxes, employee contributions must 
also be deposited. So if payroll taxes can be segregated and 
deposited within two days of the pay date, the expectation is 
that the same can be done with employee contributions. 

Consistency is another issue. Plans that normally deposit 
contributions within two to three business days on occasion 
will take ten or 14 business days. Most often, in these cases, 
something has occurred to disrupt the deposit cycle; for in-
stance, the main person completing the deposits has gone on 
vacation or has been out on sick leave. 

Preventive Steps

Establish a process to deposit participant contributions 
when payroll taxes are segregated and remitted. Also, de-
velop and document staffing and backup procedures so that 
you can maintain consistent deposit timing throughout the 
year. 

Error #2:  
Failure to Use Forfeitures

Many 401(k) plans have a vesting period between one 
and five years for employer contributions. Organizations 
with high turnover of certain positions, such as those in the 
manufacturing industry, often have significant plan forfei-
tures. If an employee is not fully vested upon termination, 
employer contributions are forfeited based on plan rules. 
These forfeited contributions become plan assets, which 
can be used to offset plan expenses or reduce future em-
ployer contributions. They may also be distributed to the 
remaining participants in the plan based on plan rules. 
This can be problematic during a DOL audit, especially in 
cases where forfeitures are reallocated to participants. Plan 
sponsors often must calculate lost earnings on forfeitures 
that should have been reallocated but were accumulated for 
several years before reallocation. While the resulting dollar 
amount to be deposited may be relatively small, the time 
required to properly complete the calculation or to pay the 
TPA to complete the calculation can be significant. This is a 
lost earnings opportunity for employees and is often target-
ed for examination during a DOL audit. In some cases, the 
plan may need to use the Internal Revenue Service (IRS) 
Employee Plans Compliance Resolution System (EPCRS)1 
using the Self-Correction Program (SCP) or the Voluntary 
Correction Program (VCP).

Preventive Step

Be sure to zero out your forfeiture balance once a year 
so you don’t have to go back and calculate lost earnings for 
several years.

plan audits
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Issues Unique to Multiemployer Plans
Recently, an increasing number of multiemployer plans have 
incorporated a 401(k) feature. Multiemployer 401(k) plans are 
unique in that they generally have a board of trustees made up of 
labor union and employer trustees who are the plan sponsors. In 
addition, multiemployer 401(k) plans can be self-administered or 
may hire a TPA to collect contributions from the various participat-
ing employers and to perform the recordkeeping of the individual 
participant accounts. Contributions to the multiemployer 401(k) 
plan may be required under the terms of a collective bargain-
ing agreement (CBA) between the signatory labor union(s) and 
employers. Although these plans can be prone to the same errors 
as their single employer 401(k) plan counterparts, the following 
potential errors are unique to them.

Error #1: Late Deposit Timing of Participant Contributions
An extra layer of challenges arises for multiemployer 401(k) plans 
in relation to timely deposit of participant contributions. 
Multiemployer plans work with different employers that have a 
variety of payroll systems, and it is often difficult to know how 
quickly an employer can consistently remit participant contribu-
tions.
In addition, multiemployer plans often have CBAs, which include 
provisions for when contributions are due to the 401(k) plan. 
Often, the due dates in the CBA do not correspond with the time 
frames called for by DOL, the 401(k) trust agreement, the 401(k) 
collection policy, etc.
In May 2003, DOL issued Field Assistance Bulletin (FAB) 2003-2,1 
which specifically addressed the timing of participant contribu-
tions for multiemployer defined contribution plans. 
The DOL FAB 2003-2 concludes “that the time frames estab-
lished in collective bargaining, employer participation and simi-
lar agreements must be taken into account to the extent such 
agreements represent the considered judgment of the plan’s 
trustees that such time frames reflect the appropriate balanc-
ing of the costs of transmitting, receiving and processing such 
contributions relative to the protections provided to participants 
and beneficiaries, provided that any such time frames do not ex-
tend beyond the maximum period. . . .” The administrative costs 
involved in processing contributions in relation to any additional 
benefit provided to the participants should be considered when 
establishing contribution remittance time frames. In no event 
can the time frames established be later than the 15th business 
day of the following month. 
In January 2010, the DOL Employee Benefits Security Adminis-
tration published final regulations in the Federal Register that 
reiterated the timing of participant contributions to multiemployer 
defined contribution plans.2 

Preventive Steps
An important first step to avoid delinquent participant contri-
butions is to formally establish the due date for participant 
contributions within the 401(k) trust agreement and/or other plan 
agreements to correspond with DOL rules. Some 401(k) plans 
have established due dates within these agreements that call 
for a participant contribution due date that is earlier than that of 
the CBA. In other cases, some 401(k) plans require participant 
contributions to be remitted no less often than biweekly. Both of 
these scenarios are intended to help the 401(k) plan comply with 
government regulations.
Another option to enable employers to timely remit participant 
contributions is to allow electronic fund transfers to the 401(k) 
plan. Allowing for electronic deposits can cut down the time it 
takes for participant contributions to become 401(k) plan assets.
Timely remittance of contributions is a complex area. Working 
with the plan’s attorney, administrator and auditor to develop 
practical policies can help protect plan participants.

Error #2: Salary Deferral Elections
Another challenge for multiemployer plans is having controls in 
place to ensure that contributing employers are properly remitting 
employee and employer contributions to the 401(k) plan based on 
the CBA or other applicable agreement. 

Preventive Steps
Having a good payroll compliance program in place furthers 
this effort. A payroll compliance program establishes a set of 
procedures to systematically test each employer on a rotating 
basis. The payroll compliance program can test for the proper 
calculation of matching and flat-rate employer contributions and 
proper participant deferrals based on the participant’s election. 
These programs also include testing to ensure the employer is 
submitting contributions on behalf of the correct employees in 
accordance with the CBA. Many payroll compliance programs 
test employers on a rotating basis; however, some programs test 
employers every year.   
A solid payroll compliance program not only helps plan sponsors 
meet their fiduciary duties but also benefits employees by testing 
to make sure that contributions are being remitted properly to the 
plan on their behalf. 

Endnotes
1.   Department of Labor Field Assistance Bulletin 2003-2 is available at  

www.dol.gov/ebsa/regs/fab_2003-2.html.
2.   Federal Register Volume 75, Number 9 is available at http://webapps 

.dol.gov/FederalRegister/HtmlDisplay.aspx?DocId=23466&AgencyId=8&Doc
umentType=2.
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Error #3:  
Failure to Execute Salary Deferral Elections

For a number of plan sponsors, executing salary deferral 
elections is still a manual process involving a download of ac-
tivity from the recordkeeper, which gets either uploaded into 
the payroll system for withholdings or manually entered. In 
both cases, there often is an upload or data entry error, or the 
changes are sent but not implemented. Failure to correctly 
follow participant elections can be costly to employers, es-
pecially when an employee increases his or her deferral per-
centage, because the employer is responsible for 50% of the 
missed contributions and 100% of the lost earnings on these 
deferrals. (Under the new Revenue Procedure 2015-28, IRS 
waives the penalty if the plan sponsor finds the error within 
three months of when the failure first occurred or by the end 
of the month following the month when the employee noti-
fies the employer and notice is sent to the employee within 45 
days of correcting the deferral.)

This is an especially painful mistake because often it is dif-
ficult to quantify in terms of whether it affected one person 
or many, resulting in many hours of work to rectify. Failure to 
execute salary deferral elections can be difficult to catch; with-
out back-end controls, it seldom is identified before the audit. 

Preventive Step

Have one individual (usually responsible for payroll) 
make all of the salary deferral election changes, but ensure 
two people get the changes report. Have the second individ-
ual receiving the report ensure that the changes have been 
processed properly within the payroll system. 

Error #4:  
Failure to Operate as Defined in the Plan 
Documents and Adoption Agreements

This error is surprisingly common and happens most fre-
quently when changes are made to a plan when the plan is 
set up with a new TPA or when it is a new plan. Often those 
making the decisions on what the plan should look like are 
not the ones responsible for its day-to-day administration. 
Frequently, those administering the plan on a daily basis 
are given a draft document to work from, and there may be 
changes between the draft and the final versions of the plan 
document. Or, in some cases, those responsible for plan ad-
ministration, often in payroll or human resources, simply do 
not understand the provisions of the plan. Again, this is an 
error that can be very costly to plan sponsors. If they are not 
admitting employees to the plan in a timely manner or are 
using an incorrect definition of compensation, this can be 
pervasive to the entire plan and can cost the sponsor 100% of 
lost earnings on employee deferrals and employer contribu-
tions, 50% of missed employee contributions and 100% of 
the missed employer contributions. 

Preventive Steps

The person responsible for day-to-day administration of 
the plan should ask whoever holds the most current plan 
documents (often the TPA or Employee Retirement Income 
Security Act (ERISA) attorney) to forward them quarterly; 
by doing so, you’ll be able to correct any errors in a timely 
fashion. Be sure to do a full plan review with not only those 
making decisions about what the plan should look like but 
also with those completing the day-to-day administration 
of the plan. If you don’t understand provisions of the plan 
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for eligibility or definitions of compensation, ask to ensure 
you’re administering the plan properly. 

Error #5:  
Failure to Credit Service as a Temporary 
Employee for Temp-to-Hire Employees in 
Determining Eligibility 

Failure to credit service is commonly seen with plan 
sponsors that use temporary labor to meet shifting demand 
until they are sure they will need the increased workforce. 
Many of these plan sponsors also have a waiting period to 
enter their plans in order to reduce the administrative bur-
den of having many people enter the plan who may never 
become part of the normal workforce. Plan sponsors must 
be cautious to preserve the temporary employee’s work his-
tory when transitioning an employee to regular employee 
status in order for the employee to receive the credited work 
history and to properly track the employee’s waiting period. 

Preventive Steps

TPAs have started coming up with innovative solutions to 
track temporary employees and their eligibility to ensure that 
employers are compliant. Ask the TPA to track the temp-to-
hire employees so that any work history as a temporary em-
ployee is credited to the plan when the employee is hired. If 
you aren’t sure whether your TPA provides this service, contact 
the administrator to ask. If this service isn’t offered, you should 
enter any temp-to-hire employees with a hire date of the date 
they first became a temp for your company so that you ensure 
they become eligible at the proper time. If your system doesn’t 
allow that, review all temp-to-hire employees monthly or quar-
terly to make sure they are being given credit for their service as 
temporary employees when determining plan eligibility. 

An Ounce of Prevention
Even though fixing these errors after the fact is doable, it’s 

better to take steps to prevent them from causing problems 
in the first place—and doing so will help ensure your plan is 
properly administered. So consider implementing these easy 
fixes, which can help ensure your plan doesn’t make these 
errors and doesn’t suffer the consequences. Preventing errors 
now in your single employer 401(k) plan could save you lots 
of time and expense later.  

Endnote

 1. IRS Employee Plans Compliance Resolution System is available at 
www.irs.gov/retirement-plans/epcrs-overview.

takeaways
•  Employee contributions should be deposited in 401(k) accounts as 

soon as administratively possible.

•  Employer contributions that are forfeited because employees 
have left before they are vested should be dealt with by the end 
of each plan year so that a forfeiture balance doesn’t continue to 
accumulate.

•  Failure to correctly follow participant elections can be costly, 
especially when an employee increases his or her deferral 
percentage. The employer is responsible for 50% of the missed 
contributions and 100% of the lost earnings on deferrals.

•  The person responsible for day-to-day administration of the plan 
should ask whoever holds the most current plan documents to 
forward them quarterly so that errors can be corrected in a timely 
fashion. 

•  All temp-to-hire employees should be reviewed monthly or quar-
terly to make sure they are being given credit for their service as 
temporary employees when determining plan eligibility.
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