






QNECS must be 100% immediately vested and

are subject to withdrawal restrictions. The correc-

tive contributions must be adjusted for earnings.

EXAMPLE: Alex is a part-time, non-highly com-

pensated employee who was improperly excluded

from his employer’s 401(k) plan and should have

become a participant effective January 1, 2005.

The average deferral percentage of the non-highly

compensated group was 4.20% for the plan year

ending December 31, 2005.  Alex earned $15,000

during 2005.

His missed deferral is calculated by multiplying

his compensation ($15,000) times the non-highly

compensated group’s average deferral percentage

(4.20%) which equals $630. To make Alex whole,

his employer makes a QNEC in the amount of

50% of the missed deferral amount, or $315.

Since the plan provides for a 25% matching

contribution, Alex will also receive a QNEC in the

Conclusion

Plan sponsors should carefully examine their plan

document language to determine if an amend-

ment is necessary to ensure that employees work-

ing 1,000 or more hours during the computation

period are eligible for plan participation. Admin-

istrative practices should be reviewed carefully to

determine if part-time employees have been im-

properly excluded.  If so, the plan sponsor should

consider using the IRS VCP to correct the failure

and make the participants whole to avoid stiff

penalties or possible plan disqualification.
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amount of $157.50 (25% times the $630 missed

deferral). These corrective contributions will also

be adjusted for earnings.

Complete census data, including part-time em-

ployees, should always be provided to the plan’s

third party administrator to ensure that the plan

is being administered properly.
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Minimum Funding Standards - Significant changes in defined benefit funding rules, for both single and 
multiemployer plans. These are the most sweeping changes in the funding rules since the enactment of ERISA.

New 401(k) plans must notify employees in writing of intent to Safe Harbor by this Friday, Sept. 1st, 2006.
Safe Harboring a plan enables owners and highly compensated to defer the max without testing.

Permanent Retirement and Savings Incentives - (EGTRRA) substantially increased pension 
contribution limits through 2010. The law makes these favorable changes permanent.

IRS Correction Programs (EPCRS) – The Treasury is instructed to give special attention to the concerns 
and circumstances that small employers face with respect to compliance and correction of plan mistakes.
Combined Defined Benefit and Defined Contribution Plan - The law creates a new type of plan for small employers (with not more 
than 500 employees) consisting of a combination defined benefit plan and defined contribution plan where the assets are held in a single trust.
Automatic Enrollment - The law creates a safe harbor to encourage employers to offer automatic enrollment in 
employer-sponsored defined contribution pension plans, which will encourage employee participation.
Treatment of IRA Contributions for Guard and Reservists Called to Active Duty  -  The law provides that distributions from an IRA or pension 
plan taken by members of the National Guard and Reserves called to active duty through 2007 are not subject to early withdrawal penalties.  Withdrawn 
amounts may be repaid to the IRA or pension plan within two years of the distribution without regard to the annual contribution limit.
Rollover Rules - The law provides new rollover requirements for after-tax rollovers in annuity contracts, direct rollovers from retirement 
plans to Roth IRAs, and rollovers by nonspouse beneficiaries of certain retirement plan distributions.

You've probably been hearing about this recently passed legislation in the news.   Here's a brief summary of 
what it includes:

2006 401(k) Safe Harbor Critical Dates:  9/1/2006, 10/1/2006
  

New 2006 Safe Harbor plans must allow participants to be able to defer to their accounts by 10/1/2006.




