


alerusret i rementsolut ions .com • 800.433.1685

CONTINUED FROM PAGE 1

	 match that totals at least 3.5% (both may be on 
	 a 2 year vesting schedule), 
b.	 Providing all eligible employees with an annual 
	 QACA notice at least 30 days before the plan 
	 year begins, and 
c.	 Implementing automatic deferrals ranging from 
	 3% to 6% from employees’ salaries unless they 
	 opt out. 

3.	 Create an Eligible Automatic Contribution 
Arrangement (EACA):  EACA, which establishes a 
minimum deferral contribution for each participant, 
is similar to a QACA, but does not require company 
contribution.  Unlike a Safe Harbor or QACA, the 
plan still must pass the ADP test.  However, the 
EACA will normally improve the plan’s ADP test.  
Studies show that plans with automatic contribution 
arrangements have much higher participation rates. 
Many employees who may never have “gotten 
around to it” end up using the plan by default. 
Generally, higher usage results in a higher ADP for 
the plan which provides the HCEs a greater ability 
to defer.  The employer creates an  
EACA by:

	 a.	 Amending the plan to include an automatic 
	 contribution arrangement, 
b.	 Providing all eligible employees an annual 
	 EACA notice at least 30 days before the plan 
	 year begins, and 
c.	 Implementing the automatic deferral amounts 
	 from employees pay unless they opt out.

Question 2:  Can I shift plan administration 
costs to the plan? 
Some employers bear a portion or even all 
administrative or miscellaneous fees for the retirement 
plan.  However, this burden is not required by ERISA.  
The employer, as plan administrator, may assess 
reasonable third party administration costs against plan 
assets. Examples of fees that may be shifted to the plan 
include: annual vendor fees for administration, asset 
based fees, professional trustees’ fees, per participant 
account fees, large plan audit fees, and costs associated 
with IRS Form 5500 preparation.  Generally, if the 
employer intends to have fees assessed against plan 
assets, it would:

	 a.	 Confirm that the plan language permits this 
	 assessment of fees (or amend the plan 
	 accordingly), and 
b.	 Provide participants with an updated 
	 summary plan description or summary of material 
	 modification explaining the change.

a summer rally for stocks

Stocks had their greatest 
quarterly gains since the 
fourth quarter of 1998.  
Beginning in March of 
this year and continuing 
through the summer, the 
stock market rallied--ending 
the third quarter near 2009 
highs.  

The Dow Jones Industrial 
Average, the broader Standard & Poor’s 500-stock 
index, and the Nasdaq Composite index all rose about 
15% for the quarter and are up over 50% since their 
March lows.  Smaller companies fared better with the 
Russell 2000 gaining 19% in the third quarter and 
over 75% since its lows of March 9.  This rally since 
the March lows could, in professional terms, be termed 
as a beta rally—one in which stocks of the riskiest 
companies do the best.  Some of the best performers 
were financial companies that did very poorly last year 
amid the financial crisis--American Express (up 45%), 
Genworth Financial (up 71%), and AIG doubled in 
value.

With the dollar weaker against other major currencies, 
international stocks did better than U.S. stocks.  The 
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Dow Jones World (excluding U.S.) index rose 19% 
with the MSCI Emerging Markets Index gaining 26%, 
U.K.’s FTSE 100 up 21%, France’s CAC 40 rising 
21%, and Germany’s DAX increasing 18%.  Only 
Japan’s Nikkei struggled amid political turmoil, rising 
just 1.8% as the Yen strengthened against the dollar 
hurting this export driven economy.  The rally in 
international stocks was a mirror image of the U.S. 
with the most speculative and the most leveraged 
financials doing the best.  One of the surprises was 
China’s Shanghai Composite Index falling 6.1%.  
Perhaps it is a leading indicator of an impending 
correction in other markets, which appear to have 
risen too far too fast.

bond market—a mirror image of stocks

As credit markets continued to heal, investors moved 
money from low yielding money market funds into 
bonds.  As was the case with the stock market, 
low quality and high-yielding bonds of the riskiest 
companies offered the best returns—up 15% for the 
quarter and 48% from their lows.  The spread on these 
high-yield junk bonds narrowed from 10.6 percentage 
points over Treasurys to 7.9 percentage points.  Even 
within this category of high-yield junk bonds, spreads 
on the riskiest debt rated C or lower have narrowed 
more than higher B-rated debt, suggesting that the 
market has come too far too fast.  With over $750 
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Question 3:  Am I using plan forfeitures to 
benefit the company’s bottom line? 
Plan forfeitures occur when a partially vested participant 
receives a distribution.  The unvested portion of the 
participant’s account is forfeited to the plan.  The use 
of the forfeiture is controlled by the plan design.  There 
are generally three options for the use of forfeitures:  

	 a.	 Reduce plan fees, 
b.	 Make additional company contributions to 
	 participants accounts, or 
c.	 Offset company contributions to the plan.

Although ERISA prohibits an employer from directly 
using forfeitures to benefit the company, if a plan uses 
forfeitures to offset company contributions, it indirectly 
reduces a company expense.  

For example, Company A provides employees with a 
match made on a payroll basis that generally costs the 
company $5,000 every two weeks.  The plan has $5,000 
of accumulated forfeitures and permits forfeitures to offset 
company contributions.  Rather than forwarding $5,000 
for the company match, the plan uses the forfeitures to 
cover the company contribution.  The company saved 
$5,000 of retirement plan expense.

If the employer wants to change the method for 
forfeiture allocation, it would amend its plan to require 
forfeitures to offset company contributions. 

Question 4:  Can I use company 
contributions more effectively? 
Plan design controls who may receive a company 
contribution.  The plan may have restrictive allocation 
criteria or may create classes of employees who will be 
treated differently.

restrictive allocation criteria
An employer may establish benchmarks that an 
employee must meet to receive a company contribution.  
If the plan benefits a sufficient number of NHCEs (i.e., 
passes certain coverage tests), it may require employees 
to work up to a 1,000 hours or be employed on the 
last day of the plan year in order to receive a company 
contribution. These restrictive allocation criteria allow 
the employer to reduce its retirement plan costs by 
avoiding a contribution to employees who terminated 
during the year.

For example, Company A intends to give its employees a 
profit sharing contribution of 2% of compensation.  The 
employer has 100 employees—10 of whom terminate 
employment before the end of the year.  If Company 
A’s plan requires employment on the last day of the plan 
year, then those 10 employees do not receive a company 

contribution even if they were otherwise eligible to 
participate in the plan. 

allocation classifications
Employers may place employees into separate classes 
for company contribution purposes.  If the plan passes 
a non-discrimination test, then the employer may treat 
the classes differently. This type of plan design permits 
the employer to move company dollars to classes of 
employees that may deserve the contribution without 
the necessity of treating all employees the same.

For example, Company A has two divisions, B and 
C.  Division B employees exceeded certain performance 
goals; Division C employees missed their benchmarks.  
The plan allows for a discretionary company contribution 
and has separate allocation classes for Division B and C 

employees.  Company A may decide to award Division B 
employees a profit sharing contribution and give Division 
C employees nothing.

conclusion   
The above questions are just the starting point for 
discussion.  Whether a change in plan design is 
warranted depends upon your circumstances. The 
important point is to consider the issues now.  By doing 
so, you will preserve your ability to make needed changes 
before the start of the new plan year.  

Alerus Retirement Solutions works to partner with 
clients to assist in this complicated area.  Feel free to 
contact one of our account managers if you would like to 
discuss these or other issues.  We’re happy to help.


