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Dear Valued Clients and Friends –  
 

We are pleased to provide you with the latest developments and alerts  

related to retirement plans and our practice.  In an effort to best serve you 

and keep you up to date on important developments, we will provide you 

with the email communications throughout the year.  We hope you find 

them beneficial. 
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IRS ANNOUNCES COST OF LIVING INCREASES 

 
The IRS has announced 2013 cost of living increases for many of the retirement plan limits. 

 
The contribution limit for salary deferral arrangements, such as 401(k) and 403(b) plans, has 

increased from $17,000 to $17,500.  The defined contribution plan limit increased from 

$50,000 to $51,000, and the defined benefit limit (the maximum benefit at retirement)       

increased from $200,000 to $205,000. 

 

We have prepared an historical chart showing the adjustments to all the relevant limits for 

2013, as well as the progression of the increases back to 2006.  This chart is also available on 

our website. 

http://bit.ly/Uhz92a 

 

CREATING TAX-FREE ACCOUNTS THROUGH A ROTH CONVERSION 

 
Many retirement plans have a Roth option, which allows participants to contribute after-tax 

contributions to an account that will never be subject to further taxation, regardless of the 

growth of the assets.  With tax increases looming on the horizon, some plan participants are 

considering converting their existing retirement assets to Roth accounts.  Such a conversion 

can either be done in an IRA account or within a 401(k) plan, and there are advantages to 

each type of conversion, as detailed in the following article: 

http://bit.ly/VAtvIe 

  

http://bit.ly/Uhz92a
http://bit.ly/VAtvIe


 

403(b) PLAN ISSUES 

 
Earlier this year, the IRS Director of Employee Plans Examinations, Monika Templeton,     

discussed the guidance that been provided to IRA auditors examining 403(b) plans beginning 

with the 2009 plan year. 

 

The guidance was necessary because the current Employee Plans Compliance Resolution   

System (EPCRS) does not cover 403(b) plans.  Ms. Templeton encourages plan sponsors to 

fix any errors that are discovered as soon as possible rather than wait for the revised EPCRS 

procedures, which have been pending for several years. 

 

If a plan document or operational failure is discovered during examination, the agent will   

prepare an Audit Closing Agreement, but use a sanction much closer to the fees that would 

be paid under EPCRS for similarly situated qualified plans.  The amount of the fee will depend 

on the following: 

 
 How did the plan sponsor comply with the 403(b) regulations (IRS Notice 

2009-3) prior to being informed of the audit? 

 Did the plan sponsor timely adopt a written 403(b) plan? 

 Is the sponsor operating the plan according the written plan requirement? 

 Were there other plan failures? 

 
The guidance is significant because the fees under EPCRS are much lower than the amounts 

that can be imposed under the Closing Agreement, and the guidance assures plan sponsors 

that ultimately there will be relief provided under a revised EPCRS program. 

 

We encourage plan sponsors to review their plans for any potential compliance or          

qualification errors prior to being selected for IRS examination.  This temporary guidance 

encourages the voluntary correction of any plan problems before examination.  A voluntarily 

corrected plan can later be submitted for retroactive approval once the new guidance      

becomes available.  Please contact us with any questions regarding your plan. 
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COMPLIANCE SPOTLIGHT:  REQUIRED MINIMUM DISTRIBUTIONS 

 
Distributions from retirement plans, including IRAs, are generally required to commence by 

the April 1st following the attainment of age 70.5.  The consequence of missing a required 

distribution is significant: a 50% excise tax can be assessed on delinquent required minimum 

distributions (RMDs). 

 

IRA participants will be contacted by the IRA custodian regarding their minimum distribu-

tions.  A taxpayer’s IRA minimums must be determined for each IRA separately (based on 

the account value at the end of the prior year), but the minimum distribution may be taken 

from any of the taxpayer’s IRAs. 

 

The distribution of RMDs from qualified plans is the responsibility of the plan trustee. Each 

qualified plan must make its own distribution, so participants cannot aggregate plans and       

distribute from a single source as with IRAs. 

mailto:ebs@windes.com


 

Compliance Spotlight: Required Minimum Distributions continued 

 

 
Plan participants who are more than 5% owners of the sponsoring employer are subject to 

the same RMD timing rules as IRAs.  However, non-owners who continue to work past age 

70.5 may have their required minimum distribution commencement date deferred to the 

April 1st following their actual retirement.  This can create a practical problem for the third 

party administrator, since we may not become aware of a participant’s retirement until the 

receipt of plan census information in the following year.  It is important that plan     

sponsors inform us of any participant’s retirement immediately so that we do 

not miss the required beginning date for RMDs and risk the imposition of the  

excise tax. 

 

The calculation of RMDs in defined contribution plans is straightforward.  A life-expectancy 

factor is divided into the participant’s account balance from the prior year to determine the 

minimum amount due.  The minimum for the first year may be deferred to the following 

April 1, but that means a participant will have two taxable distributions in that year.  For  

example, if Bob turns 70.5 on October 20, 2012, then 2012 is his first distribution year.  He 

can take his first distribution in 2012 or defer until April 1, 2013.  His 2013 distribution     

will be due on 12/31/13, so if he has deferred the first distribution, he will have two taxable 

distributions on his 2013 tax return. 

 

For defined benefit plans, the RMD calculation is more involved.  A participant must receive 

an annuity distribution each year equal to the minimum required amount. A separate      

election is made for each distribution, resulting in multiple annuity payments, and the        

distributions occur on April 1 of each year. 

 

The rules regarding RMDs are complicated, and every effort should be made to timely      

distribute the required amounts to avoid the excise tax.  Fortunately, for those occasions 

when an RMD is missed, the IRS offers a program to correct the missed distribution and 

avoid the penalty.  Please contact us with any questions on this subject.  
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YEAR-END REMINDER: DISTRIBUTION VERIFICATIONS 

 
When we provide instructions to our plan sponsors to process a participant’s balance out of 

a retirement plan, we include a verification form to confirm that the distribution has actually 

taken place.  This form is our trigger to process the IRS reporting forms (Forms 1099-r, 

1096, and 945) that transmit the information on the distribution to both the IRS and the plan 

participant for use on their personal tax returns.  It is vital that we receive the           

verification of all 2012 distributions by the end of the year so that we can prepare 

the reporting forms prior to the January 31 transmittal deadline.  

mailto:ebs@windes.com


 

NEW W-2 REPORTING REQUIREMENTS UNDER  

THE HEALTH CARE REFORM ACT 

 
As we have noted in prior newsletters, we have partnered with Ovation payroll as our     

preferred provider of payroll services.  Steve Evans from Ovation has provided the following 

article on the new payroll reporting required by Health Care Reform. His contact            

information is included in the article, and we would encourage you to reach out to him with 

any payroll related questions. 

 
http://bit.ly/RHgFU9 

 

Learn more about Ovation:  http://www.ovationpayroll.com/ 
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FEE DISCLOSURE REGULATIONS 

 
In the past two newsletters, we have detailed the various components of the Department of 

Labor Fee disclosure regulations.  Beginning in November, plan participants in participant- 

directed plans must receive the first quarterly reporting of fees and expenses that were    

actually deducted from their accounts during the third quarter of 2012.  For most plans with 

individual accounts, these disclosures will be incorporated into the participant’s account 

statement issued by the investment entity where the plan accounts are held.  For other     

arrangements, we will prepare customized disclosures to satisfy the regulations. 

FIDUCIARY BENCHMARKING 

 
The intent of the fee disclosure regulations is to provide plan sponsors and participants with 

information on the overall expenses associated with their plans in comparison to industry or 

fund benchmarks.  Under the regulations, fiduciaries are charged with ensuring that plan fees 

are “reasonable.” As part of prudent fiduciary practice, plan sponsors should document that 

their choice of plan investment providers and/or specific investment choices are in line with 

similar plans and that they reflect their specific plan’s investment policy. 

 

We have partnered with a financial services company that can provide a benchmarking      

report tailored to your specific plan.  The report will detail how your specific investments 

compare to the financial standards for each asset class, as well as the expenses associated 

with each asset. The report will provide recommendations for changes in fund offerings and  

asset allocation.  This is an important tool to limit fiduciary liability and provide an independ-

ent opinion on the plan’s investments. 

 

We can provide this service at a reduced fee that offers great value for this important      

evaluation.  Please contact us for more information. 

http://bit.ly/RHgFU9
http://www.ovationpayroll.com/
mailto:ebs@windes.com


The goal of Windes & McClaughry Employee Benefit Services is to deliver the highest      

quality administrative and consulting services to our clients and their advisors.  All  clients 

have direct contact with their plan administrators, and receive personalized service          

from our experienced professionals.  With over a century of combined experience in the         

employee benefits field, our professionals have the expertise and access to leading edge     

resources that uniquely qualify us to provide our clients with complete administrative       

services that ensure the successful operation of their employee benefit programs.  

 

Richard L. Green, CPC, 

QPA,APA 

Partner 

 

James R. Howe, CPC,  

MSPA, APA 

Partner 

 

Dolores M. Hernandez 

Senior Manager 

 

Therese S. Cheevers, APA 
Senior Manager 

 

Connie Lee, QPA, QKA 

Manager 

 

Marybeth Herbage 

Lisa Johnson 

Joel Leonor 

Janet Martin 

Philena Merry 

Diana Miller 

Headquarters 

111 West Ocean Boulevard 

Twenty-Second Floor 

Long Beach, CA  90802 
 

Tel: (562) 435-1191 

Orange County Office 

18201 Von Karman Avenue 

Suite 1060 

Irvine, CA  92612 
 

Tel: (949) 271-2600 

South Bay Office 

21515 Hawthorne Boulevard 

Suite 840 

Torrance, CA  90503 
 

Tel: (310) 316-8130 

Los Angeles Office 

601 South Figueroa Street 

Suite 4950 

Los Angeles, CA  90017 
 

Tel: (213) 239-9745 

Contact us at: ebs@windes.com 
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