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Employee Plan Examination Process

Your Retirement Plan is selected for audit

Letter sent requesting review of plan records and documents

Appointment date set between Employer/Rep and Internal Revenue Service Agent
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Large Case (EPTA) Examinations

Retirement Plan Universe

e Approximately one million private retirement
plans covering over 99 million participants

e Exclusion of pension contributions and

earnings to employer plans is estimated to cost
$119 billion in federal tax revenue annually

e Plans range in size from one-person plans to
those of major corporations



Large Case (EPTA) Examinations

Retirement Plan Estimated Assets
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Large Case (EPTA) Examinations

EP Team Audit Program
(EPTA)

Approximately 1 million qualified plans

e About 4,500 (<1%) of these are EPTA plans
(having 2,500 or more participants), yet:

m They cover approx. 60% of plan participants

m They hold approx. 70% of plan assets



Large Case (EPTA) Examinations

EPTA Examinations

Five Area Offices nationwide with EPTA exam groups
Coordination with DOL and PBGC

Teams review each plan to ensure they are compliant
in form and in operation

Primary objective is protection of plan assets and
participants

Closing agreements used to balance the sanction
amounts with the violations

30% increase in exams during FY09



Large Case (EPTA) Examinations

Focused Examinations

Methodology to leverage resources and employ
efficiencies

B Focus on non-compliant plan
m Plan qualification is always reviewed

Based on initial focused review and internal controls
interview agent could:

m Conclude plan is compliant (no issues)
B Resolve identified issues

m Expand (issues, years, and/or plans) audit scope



Large Case (EPTA) Examinations

Internal Controls

e Interview to verify controls, for example:
m HR Personnel

m Payroll Department

m Plan Administrator

e Conduct self-audit to:
m Identify and correct plan failures

B Improve plan administration



Large Case (EPTA) Examinations

® To perform an effective and efficient audit, the examiner

must gain an understanding of the Sponsor’s internal
control structure (ICS). The degree of reliance that you can
place on the internal control structure of an enterprise
depends on a number of factors, including the control
environment and the design of the accounting systems.

® The internal control structure is defined as “the policies

and procedures established to provide reasonable
assurance that specific entity objectives will be achieved.”

® A sufficient understanding of the ICS is necessary to plan

the audit and to determine the nature, timing and extent
of tests to be performed.
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Large Case (EPTA) Examinations

® The internal control structure includes a Sponsor’s control
environment, accounting system and specific control
procedures. In order to assess control risk at less than the
maximum level, the examiner must perform tests of
controls. The results of these tests of controls provide a
basis for determining the nature, timing and extent of
substantive auditing procedures.

B CONTROL ENVIRONMENT refers to the “tone of an
organization” with respect to the importance of internal
controls with an entity. The tone begins at the top of the
organization, Board of Directors, Officers, Managers, etc. and
permeates throughout every layer of the entity.
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Large Case (EPTA) Examinations

B RISK ASSESSMENT refers to the unique set of risks that must
be effectively managed in order for the entity to achieve its
goals. Management must identify and then assess the risks to
minimize the possibility that significant loses may arise from
various activities and events. Management must be aware that
circumstances may change these risks, and management must
modify its strategies to cope with these changes.

B CONTROL ACTIVITIES to successfully address risks and achieve
its objectives, management must institute various control
activities, such as segregation of duties and a system of
approvals.

®H INFORMATION and COMMUNICATION — the internal flow of
information within the entity is a key element in the
management of risk. In a well-managed entity, the flow of
information should be in all directions, not just from the top
down.
12



Large Case (EPTA) Examinations

B MONITORING — the internal control structure must be
monitored in a systematic manner and based on the result of
the evaluations, appropriately modified.

® The above five components do not operate in a vacuum, but
are interrelated. If one component is not prominent in an
internal control structure, the overall structure cannot be

effective no matter how effective the other four
components are.

13



Large Case (EPTA) Examinations

EPTA Program Includes
Specialty Work

e Employee Plans Compliance Unit (EPCU) projects
e Multi-Employer plans (20%)
e 403(b) / 457 / Governmental plans (10%)

14



Large Case (EPTA) Examinations

Top EPTA Issues

Failure to amend the plan document

Failure to follow plan document in operation
m Definition of compensation
m Eligibility provisions

Failure to satisfy required minimum distribution
rules

15



Large Case (EPTA) Examinations

Preventive Maintenance:
Why Fix Mistakes Immediately

IRS Correction Programs provide financial
incentives

Mistakes that are not fixed can result in failure to
follow the terms of the plan

Disqualifying defects, left undetected and/or
uncorrected, can be very expensive and difficult to
fix

Can present a real risk to plan sponsors and
negatively impact plan participants
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Large Case (EPTA) Examinations

Consequences of Plan
Disqualification

e Plan disqualification causes:

Disallowance of deductions taken by employer
Taxation of trust earnings

Employees lose:

» Tax deferred benefits

» The ability to rollover distributions

17



Large Case (EPTA) Examinations

EPCRS - Correcting
Voluntarily

e Program was developed in conjunction with
plan sponsors and plan practitioners

e Self-correction:

m without contact with the IRS

m through application to the IRS and receipt of a
compliance statement

m can be done on an anonymous basis

e Focus is on correction rather than sanctions

18



Large Case (EPTA) Examinations

The Three Tiers of EPCRS

e Self Correction Program (SCP):

m There is no fee, submission, or reporting
requirements

e Voluntary Correction Program (VCP):
m Voluntary correction with IRS approval
m Thereis alimited fixed fee
e Audit Closing Agreement Program (Audit CAP):

m Lets sponsors correct errors discovered during an
IRS audit for which they must pay a penalty fee
(sanction)

19



Large Case (EPTA) Examinations

Plan Self Reviews in
& Easy Steps
Step 1 — Review documentation

Step 2 — Verify operations and internal controls:
interview personnel and identify issues and
weaknesses

Step 3 — Test plan data: confirm systematic failures
Step 4 — Report findings

Step 5 — Correct plan failures/revise administration

20



Large Case (EPTA) Examinations

Self-Correction Program (SCP) —
General Description

For Sponsors of qualified plans and 403(b) plans
Pay No Fee to the IRS

m Plan sponsor may need to pay contributions and
earnings to the plan

No application or reporting requirements
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Large Case (EPTA) Examinations

Self-Correction Program (SCP) —
General Description

e Relief under the SCP limited to operational
defects

e Sufficient compliance practices and procedures
must have been established

¢ Individually designed plan needs IRS
determination letter
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Large Case (EPTA) Examinations

Self-Correction Program (SCP) —
General Description

An insignificant operational problem can be
corrected at any time and the tax-favored status of
the plan is preserved

If the problem is significant, a plan sponsor may
preserve the tax-favored status of the plan and pay
no fee if, within two years of the year in which the
problem occurs:

m Uncovers an operational problem and
m Substantially corrects the problem
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Large Case (EPTA) Examinations

Voluntary Correction Program
(VCP) — General Description

Experience one or more qualification failures

Discover the problem(s) prior to the plan coming
under examination

Bring such failures to the attention of the IRS

The plan sponsor pays a fee to preserve the tax
benefit associated with properly maintained
retirement plans

The fee, based on the size of the plan, is equal to
only a small fraction of the amount of the tax benefit

preserved
24



Large Case (EPTA) Examinations

Audit Closing Agreement Program
(Audit CAP) — General Description

Correct serious errors discovered during an IRS
audit and prevent plan disqualification

Correction is via a closing agreement to keep the
plan qualified

Retroactive correction is required

There is a higher penalty fee (sanction) than under
VCP that is negotiated with the IRS
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www.irs.gov/ep

Large Case (EPTA) Examinations
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Large Case (EPTA) Examinations

Visit the EPTA Webpage

WWW.irS.gOV IRS Employee Plans Programs

Determinations
Educational Services
Employee Plans Compliance Resolution System (EPCRS)
Self-Correction Program
Voluntary Correction Program
Audit Closing Agreement Program
EP Customer Account Services
EP Abusive Tax Transactions
Examinations/Enforcement

C i Proerams/imitiatives
Large Case — Employee Plans Team Audit (EPTA)
: : )
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Retirement Plans Community

Plans and Programs
Wish to go directly to a plan type or IRS
Employee Plans program? Find it here.




Large Case (EPTA) Examinations

EPTA Website Includes ...

EPTA Error Trends and Tips
Taxpayer Documentation Guide
Internal Control Questionnaire
FAQs

Contact Information
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Large Case (EPTA) Examinations

IRS 401(k) Fix-It Guide

Trends Tips
Potential Mistake How to Find How to Fix How to Avoid
the Mistake the Mistake the Mistake
Correction
Corrective Action Program(s)
Available
Has your plan Review annual EPCRS VCP Plan sponsors need to
document been cumulative list Adopt amendments | Audit CAP resort to a calendar
updated within the | published close to for missed law (More) (tickler) of when

past few years to
reflect recent law
changes?
(More)

year-end to see if plan
made all required law

changes (e.g., Notice

2007-94).

(More)

changes

Appendix D, Part Il
(More)

amendments must be
completed. Review
your plan document
annually. Maintain
regular contact with the
company that sold you
the plan.

(More)
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Top 10 Tips

Top 10 Tips
to Prepare for an Efficient Audit

The following are tips to assist you in preparing
for an examination of the return for your plan
and trust.
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Top 10 Tips

1. Have readily available:

® Plan documents, including amendments, summary plan
description, etc. (include all prior versions requested)

® OQOpinion letters / determination letters
® Requested records efficiently organized
® Agreements with service providers

2. Have appropriate people available: (e.g., trustee,
representative with power of attorney, record keeper, actuary,
employer personnel)
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Top 10 Tips

3. Be prepared to explain terms of the plan

4. Be prepared to explain operation of the plan:

® Administrative forms (e.g., salary deferrals, payment
elections, spousal consents)

® Loan and hardship documentation

5. Be prepared to provide all applicable test
results (e.g., coverage, ADP/ACP, discrimination, top-heavy)
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Top 10 Tips

6. Be prepared to explain internal administrative
processes:

® Practices and procedures

® |nternal controls

7. Be prepared to identify plan errors:

® Resolved through self-corrections and the Voluntary
Correction Program (VCP)

® Proof of corrections (see Correcting Plan Errors)

® Unresolved errors and suggestions to correct
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Top 10 Tips

8. Be prepared to provide information about
related employers / entities:

® Controlled groups
® Affiliated service groups
® (QSLOB (Qualified Separate Lines of Business)

9. Consider utilizing annual self-audit as a
verification tool
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Top 10 Tips

10. Consider utilizing available IRS resources:

® \Web site — www.irs.gov/ep
® Retirement News for Employers

® Employee Plans News
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Top 10 Issues

EP Team Audit (EPTA) Program —
Top 10 Issues
Found in EPTA Audits

The following EPTA “Top 10” items include issues
which can be identified during the planning and
initial stages of an examination.
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Top 10 Issues

1. Termination or Partial Termination — Potential
Vesting / Distribution Issues

® When comparing multiple years, there is a large drop in plan
participants.

® There is a large decrease in plan participants from beginning of the
year to end of the year.

® There appears to be a large number of separated participants during
the year.

® There appears to be a low percentage of participants compared to
the total number of employees relative to other plan years.

® The corporation appears to be “downsizing”.

® The employer uses plan assets to provide incentives for termination,
such as enhanced early retirement benefits or severance pay not
specified in the plan document. Note: This is a problem even when
all the affected participants are fully vested as is often the case.

® Not all of the participants from an acquired plan continue to
participate after that plan has been merged with an ongoing plan.
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Top 10 Issues

2. Acquisitions

With respect to employer allocations made each pay period, the
acquiring employer’s profit sharing allocation may not be made to the
trust timely for employees of newly acquired companies because the
employees may not yet be part of the centralized payroll system.

The acquiring employer may exclude the matching contribution for
employees of the newly acquired company.

The acquiring employer might fail to offer all optional benefits on
distributions of transferred assets from merged plans.

The acquiring employer might use incorrect compensation amounts
when computing the matching contribution for business units of the
newly acquired company.

Incorrect matching contributions due to inaccurate participation dates
for employees of newly acquired companies.

The acquiring employer makes a plan contribution relating to an
assumed liability. Such contributions are generally acquisition costs that
cannot be deducted by either company.
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Top 10 Issues

3. Deferral Percentage Tests

® |f the plan has no limits on HCE deferrals and no matching
contributions, examining how the plan meets the ADP test may
uncover a process inadequacy.

® ADP/ACP percentage calculations may be performed incorrectly.
® ADP/ACP electronic data may be faulty.

® There could be failures if testing is completed by a third party
vendor and there is no oversight by the employer.

® The employer’s ADP test could fail if a benefit is provided to a
“special” group of participants and not to “all” participants.

® Newly acquired employees may have not been offered an option
to make elective deferrals or may not have been considered for
testing purposes.
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Top 10 Issues

4. Compensation

® Equity compensation plans typically generate Form W-2 income
on exercise of stock options or early sales of stock purchased
through a Section 423 stock purchase plan. A plan, which permits
employees to make Section 401(k) deferrals from such income,
may not have any means to collect the deferred income and,
therefore would be applying the deferral percentages incorrectly.

® |f the Section 401(a)(17) compensation limitation is exceeded, the
result could be excess employer contributions.
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Top 10 Issues

5. Plan Document

Qualification issues exist where plans have not timely adopted
amendments (including GUST amendments), leading to automatic
disqualification. These issues are resolved through closing
agreements.

The merger of plans into other plans — The plan documents may
not have been timely amended to comply with all applicable laws
prior to the time the plans were merged.
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Top 10 Issues

6. Vesting

® |ssues may exist where the accounts of participants age 65 and
over have forfeitures. If the participant is age 65 or over, the
participant should be 100% vested and there should be no
forfeitures.

® |ssues exist where the plan failed to properly calculate
participants’ vesting percentages.

® Plans may be using incorrect vesting schedules.
® Plans may fail to properly determine participants’ service.

® Failures occur when plan administrators incorrectly apply the
vesting provisions written in the plan documents.
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Top 10 Issues

7. Distributions and Loans

® Large distributions on the income statement relative to plan assets or to a
prior or subsequent plan year.

® Large distributions payable relative to plan assets or to distributions actually
paid out during the plan year.

®  Plans may fail to suspend “salary deferrals” of participants receiving
hardship distributions from their accounts as required by
I.T. Regulation 1.401(k)-1(d)(2)(iv)(b).

® Plan participants, receiving premature distributions or defaulting on plan
loans, fail to report the distributions and/or pay the 10% excise tax on their
individual tax returns.

® Return indicates that the plan terminated a long time ago, but distributions
did not take place.

® |fthe employer uses automated systems for participants to secure plan loans,
in-service distributions, or hardship distributions, significant compliance issues
may occur if required documentation or spousal consents are not secured and
maintained.

® Distributions may be understated due to a plan’s failure to properly value
employer real property or employer securities in a closely held corporation.

® Distribution codes used on the Forms 1099 may be in error resulting in
improper tax treatment of distributions and/or a failure to report the 10%

excise tax.
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Top 10 Issues

8. Assets

® Large percentage of assets classified as other assets on the
balance sheet.

® Large percentage of assets in one single investment.
® Large amounts of administrative expenses.
® Significant misclassifications of assets or liabilities.

® Significant changes in types of investments from one year to the
next based on a comparative analysis of three or more plan years.

® Existence of relatively large liabilities (other than in a leveraged
ESOP).

® Large percentage of assets invested in employer real property or
employer securities (other than in an ESOP).
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Top 10 Issues

9. Limits

|”

® Excess deduction taken as a result of the “accrual” of a pension
expense with no corresponding Schedule M-1 adjustment.

® Plan(s) may exceed IRC Section 415 limits when plan participants
are participating in more than one plan of the employer and the
employer is making annual additions to all plans.

® Employees may also exceed the IRC Section 402(g) limit when
participants are participating in more than one plan that offers
elective deferrals.
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Top 10 Issues

10. Miscellaneous

Lack of sufficient internal controls to ensure that data provided to
third party record keepers / plan administrators is accurate. Often
the audit reveals that reports and testing prepared by third parties
have inaccurate data, such as dates of hire or termination, ages of
employees, amount of compensation, etc. Thus the plan
administrator is improperly calculating such things as vesting or
employer matching allocations.

Large corporations with decentralized payroll systems may have
problems administering the plan if there are no internal controls to
ensure plan provisions are properly applied. For example, if each
subsidiary determines eligibility for plan participation, who is an HCE,
or what constitutes “plan compensation”, significant compliance
issues may occur in coverage and allocations.

Plan data used to prepare the 5500 returns does not always match
the actual records (such as payroll data). In addition, the Taxpayer’s
Employee Master File has been found to be incomplete (for example,
participants who are being reflected on the Section 401(a) plan
records do not have hire dates shown on the Employee Master File).
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Model EPTA Opening Conference Agenda

Model EPTA Opening
Conference Agenda
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Model EPTA Opening Conference Agenda

1. Participants:

a. XYZ Corporation:

(1)

(2)

Henry Lodge, Senior Vice President

Carla Pine, Director, Benefits

b. Internal Revenue Service:

(1)
(2)
(3)
(4)

(5)

Tom Pecan, EPTA Case Manager (Badge No. 52-09876)
Alice Cedar, EPTA Team Coordinator (Badge No. 52-12345)
David Magnolia, EPTA Team Member (Badge No. 52-98765)

Robert Syracuse, Computer Audit Manager
(Badge No. 52-34567)

James Dartmouth, Computer Audit Specialists
(Badge No. 52-65432)
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Model EPTA Opening Conference Agenda

c. Other Participants:

(1) Kenneth Oak, Employee Plans Field Actuary
(Badge No. 52-76543)

(2) Sandy Cambridge, EBEO Area Counsel
(Badge No. 52-54321)

Plans under audit:

a. Profit Sharing and Retirement Plan of XYZ Corporation
(Plan 001)

b. Retirement Plan of XYZ Corporation (Plan 002)

c. Tax Sheltered Annuity Plan of XYZ Health Care System
(Plan 003)

This list could expand depending on the response of the IDRs that
will be issued after this opening conference.

Initial year under audit:
a. Planyear ending December 31, 1999.
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Model EPTA Opening Conference Agenda

4. Scope of audit and information needed to complete review:

a.

Plan qualification — all plans.

Copy of plan and trust documents, copy of last determination
letter and any amendments since last determination letter.
Eligibility*, participation™® and coverage — all plans.

Payroll master file or employee census containing all employees
who performed an hour of service at any time during the plan
year. At a minimum, this information should contain name, social
security number, unit, division, etc. number, date of hire, date of
birth, date of termination, if any, and date of plan participation for
each plan.

Vesting — all plans.*

Form 1099-R tape or tax registers, cancelled checks and account
balance/accrued benefit calculation as of date of termination of
employment.

Deduction within IRC Section 404 limits — all plans.

Copy of Form 1120 tax return and all appropriate schedules, copy
of cancelled checks for all contributions made to the plans, copies
of trust statements verifying contributions and reconciliation of
deduction. -



e.

Model EPTA Opening Conference Agenda

Discrimination:

(1)

(2)

(3)

Cross testing — all plans.

Payroll records; Allocation records or participant statements
that contain beginning account balance, allocations of
employer and employee contributions, allocation of
earnings and forfeitures and ending account balance.

Allocations of contributions and earnings — defined
contribution and tax sheltered annuity plans.*

Allocation records or participant statements that contain
beginning account balance, allocations of employer and
employee contributions, allocation of earnings and
forfeitures and ending account balance.

Accrued benefit calculations — defined benefit plans.*
Calculation of participant’s accrued benefit as of the end of
the plan year.
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Model EPTA Opening Conference Agenda

(4) Highly-Compensated Employee test — all plans.
Copy of test results of the determination of who is a highly
compensated employee.

(5) Actual deferral percentage test — defined contribution plans
with a CODA feature only.
Copy of test results and tape used for testing as of the end
of the plan year.

(6) Actual contribution percentage test — plans with employee
contributions and/or employer matching contributions only.
Copy of test results and tape used for testing as of the end
of the plan year.
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f.

Model EPTA Opening Conference Agenda

Modes of distributions:
(1) Termination of service — all plans.*

(2)

(3)

Copy of cancelled check, copy of participant’s account balance
and accrued benefit calculation at termination and at
distribution, calculation of vesting service, copy of Form
1099-R, consents applicable under IRC Section 411(a)(11) and
consents and waivers applicable under IRC Section 417.

Required Distributions under IRC Section 401(a)(9) — all plans.
Copy of cancelled check, copy of participant’s account balance
and accrued benefit calculation at termination and at
distribution, calculation of vesting service, copy of Form
1099-R, consents applicable under IRC Section 411(a)11 and
consents and waivers applicable under IRC Section 417.

Hardship withdrawals — defined contribution plans with a
CODA feature only or tax sheltered annuity plans with this
feature.*

Copy of request for withdrawal, copy of cancelled check, copy
of Form 1099-R and copy of participant’s account balance as of

the withdrawal. -



(4)

(5)

(6)

Model EPTA Opening Conference Agenda

In-service withdrawals — defined contribution or tax sheltered
annuity plans with employer contributions and/or plans with
employee contributions.*

Copy of request for withdrawal, copy of cancelled check, copy
of Form 1099-R and copy of participant’s account balance as
of the withdrawal.

Loans — defined contribution or tax sheltered annuity plans
only.*

Copy of the loan agreement, verification of payments made to
date and copy of participant’s account balance at the time the
loan was made.

Qualified domestic relations orders — all plans.*

Copy of the order, copy of the cancelled check, if payment has
been made, and copy of Form 1099-R issued, if payment has
been made.
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g.

Model EPTA Opening Conference Agenda

Limitations — all plans.

(1)

(2)

(3)

(4)

IRC Section 401(a)(30) / 402(g) limitations — plans with
employee salary deferrals.

Use the Payroll Master File or the ADP/ACP tape for
compliance check.

Contributions in excess of plan limits — plans with employee
before-tax and/or after-tax contributions.

Use the Payroll Master File or the ADP/ACP tape for
compliance check.

Maximum exclusion allowances — all TSAs only.
Review calculations done on all participants.

IRC Section 415 limitations — all plans.
IRS Section 415(c) calculations will be done using ADP/ACP
tape. IRC Section 415(b) and (e) calculations will be done for
the sample of participants who terminated during the plan
year.
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Model EPTA Opening Conference Agenda

Minimum funding — money purchase, target benefit and defined

benefit plans only.
The Field Actuary will review previous five years and subsequent
two years of actuarial reports and Schedule B’s (Form 5500).

Trust disbursements and sources of income — all plans.
(1) Evidence of fidelity bond for all people handling trust funds.

(2) Trustee’s or administrator’s reports; ledgers, journals, trust,
administrative committee and investment committee minutes,
investment analyses, certified audits and other financial
reports such as receipt and disbursement statements, income
and expense statements and balance sheets.

(3) Copy of Form 990-T, Exempt Organization Business Income
Tax Return, for the year under examination, if applicable.
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Model EPTA Opening Conference Agenda

(4) Copy of Form 5330, Return of Initial Excise Tax Related to
Pension and Profit Sharing Plans, for the year under
examination, if applicable. If Form 5330 has been filed,
provide copies of cancelled checks (front and back) to verify
payment.

(5) Contributions timely paid — all plans.
Copy of cancelled checks for all contributions made to the
plans and copies of trust statements verifying contributions.

j.  Asset review — all plans.
Same as Iltem #4(i).

*Note: This area of review will begin with a statistical sample, if
possible.
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Model EPTA Opening Conference Agenda

Disclosure:

a. Any other audits completed by Department of Labor, other
federal or state agencies.

b. Any current determination letter requests pending.

c. Operational problems of the plans.

Communications Agreement:

a. ldentify personnel from Employer to be included.

Statutes for the initial year under examination:
a. XYZ Corporation (Plans 001 and 002) —July 31, 1999.
b. XYZ Health Care System (Plan 003) — July 31, 1999.

When a statute is within six months of expiration, Form 872 and Form
56 or SS-10 will be prepared and given to the Employer for signature.
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Model EPTA Opening Conference Agenda

8. Facilities:
a. Private office space for 3 permanent work stations.
b. Locking storage cabinets.
c. Telephone.
d. Modem lines (analog).
e. Fax Machine.
f. Copier.

g. Building Access.

9. Time Span of Examination:
a. Opening — October 2001.
b. Closing —June 2003 (estimate only).
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10.

11.

12.

13.

Model EPTA Opening Conference Agenda

Information Document Requests (IDRs):
a. Issued on Form 4564.
b. Verbal request for information will be followed-up in writing.

c. The turnaround time will be 30 days or less.

Proposed Adjustments:
a. Issuedon Form 5701.

b. Response to these adjustments will be 30 days.

Interim Meetings with Employer:

a. Status meetings will be held as needed.

Questions.

60



Model EPTA Engagement Agreement

Model EPTA
Engagement Agreement
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Model EPTA Engagement Agreement

EPTA Engagement Agreement Employer Plan Year(s)
EPTA, Inc. 200812

City and State
Anywhere, USA

Employer/EPTA EPTA Area
Agreements Mid-Atlantic

Communications (Contacts and Disclosure Authorization)

Name & Title Entity Telephone Disclosure Code
Henry Lodge EPTA, Inc. (214) 555-7777 A,C,D
Senior Vice President
Carla Evergreen EPTA, Inc. (214) 555-6666 B,E
Director, Human Resources

Disclosure Codes:
Designated to discuss Notice of Proposed Adjustments (NOPAS), clarification of facts, etc.
Designated to receive document requests.

Designated to conduct Information Document Request (IDR) meetings, discuss
examination progress, etc.

Authorized to sign consents to extend the statute of limitations.
Primary contact person with the EPTA Team.

Authorized to approve or reject any final adjustment, including those proposed under the
Employee Plans Compliance Resolution System (EPCRS).

Authorized to sign powers of attorney.

nmo oW

®
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Model EPTA Engagement Agreement

IRC Section 6103 Provisions

Under the provisions of Internal Revenue Code (IRC) 6103, | hereby authorize the Internal
Revenue Service (IRS) to discuss the return, return information, and discuss tax issues related
to U.S. tax qualified retirement plans for the calendar years ending December 31, 2008 with the
above named individuals for the entities identified.

Potential Disclosures by IRS EPTA Team Members

There may be occasions for IRS personnel to make telephone calls from the audit site to parties
outside the company. If the company is concerned about “fact of audit” disclosure to the
recipients of the calls (who might have Caller ID), the IRS phone lines should be blocked. By not
blocking the IRS phone lines, the company indicates that it is willing to accept such disclosures.
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Internal Revenue Service Personnel

Name Position or Specialty Badge Number Telephone Number
Tom Pecan (1,2,3,4) EPTA Case Manager 52-09876 (214) 555-1234
Alice Cedar (1,2,3,4) EPTA Team Coordinator 52-12345 (214) 555-2345
David Magnolia (1,2,4) Employee Plans Agent 52-98765 (214) 555-3456
Mark Pine (1,2,4) Employee Plans Agent 52-87654 (214) 555-4567
Kenneth Oak EP Field Actuary 52-76543 (214) 555-5678
James Dartmouth (1,2,4) Computer Audit Specialist 52-65432 (214) 555-6789
Oliver Maple (1,2,4) FSLG Specialist 52-23456 (214) 555-7654
Sandy Cambridge Area Counsel 52-54321 (214) 555-9012

(1) Authorized to secure information.

(2) Authorized to discuss tax matters.

(3) Authorized to propose adjustments.

(4) Authorized to deliver Form 4564, Information Document Requests (IDRS).

Changes in the IRS examination team will be communicated to the employer when such
changes occur.
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Model EPTA Engagement Agreement

Protocol List of Company Officers and
Corresponding IRS Management

Company Officers IRS Management
Leonard Sycamore John Balsam
President and CEO EPTA Senior Program Manager
(214) 555-9999 (214) 555-0123
Jack Alpine Tom Pecan
Chief Financial Officer EPTA Case Manager
(214) 555-8888 (214) 555-1234
Henry Lodge Alice Cedar
Senior Vice President EPTA Team Coordinator
(214) 555-7777 (214) 555-2345

It is our goal to resolve all issues at the lowest level. Either party will initiate discussions with their
respective counterparts in an effort to seek satisfactory resolutions.
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Returns / Entities Planned for Examinations

Plan Number Plan Name Plan Type EIN
001 EPTA, Inc. Profit Sharing Plan 401(k) 12-3456789
002 EPTA, Inc. Retirement Plan DB 12-3456789
Flexible Compensation Plan for Employees of
501 EPTA, Inc. (Cafeteria Plan) 125 12-3456789

Expansion to Other Returns

If circumstances warrant the expansion of this examination to other returns or controlled entities
beyond those listed above, the employer will be notified.

*Individual Returns

Individual returns may be inspected and/or examined as circumstances warrant. These returns
are not covered by this agreement and in order to maintain their privacy and prevent disclosure
of audit, each individual will be contacted directly by IRS.

**Contacts by Other IRS Personnel

If any IRS employee contacts the employer for the purpose of examining any Federal tax
returns, the employer should notify the EPTA Team Coordinator so that audit is coordinated as
part of this audit.

66



Model EPTA Engagement Agreement

Other Provisions and Agreements

1.

Accommodations:

The employer has agreed to provide desk space for two EPTA Team Members, one
telephone line, access to a fax machine, copier, and at least two locking filing cabinets.
If access to the building is secure, the employer will provide access cards to each
EPTA Team Member.

Statute Extensions:

The IRS will solicit consents to extend the Statute of Limitations nine months prior to when
the statute is due to expire. Form 872, Consent to Extend the Time to Assess Tax, will be
used to extend statutes. If Form 872 is for the trust associated with a qualified plan, Form
56, Notice Concerning Fiduciary Relationship, will be completed.

Request for Information (IDRS):

The IRS agrees that all requests for information, documents, interviews with employer
personnel or written explanations will be made using Form 4564, Information Document
Request (IDR). All EPTA Team Members, including specialists, will submit three copies of
the IDR through the EPTA Team Coordinator to the person designated in this Agreement.
One copy will be retained in the IDR logbook. The employer will retain one copy and the
other copy will be returned to the EPTA Team Coordinator with the requested data
attached.
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Model EPTA Engagement Agreement

Generally, the turn around time for IDRs will be 21 business days from receipt of the IDR,
excluding federal holidays. Without limiting the IDRs choice of delivery method, the IRS
generally will use facsimile as the standard method of providing an IDR to the employer.
The facsimile confirmation sheet will be the confirmation of receipt by the employer. If the
sole method of providing an IDR to the employer is regular mail, the IRS will inform the
employer by telephone on the day posted, and the employer will be considered to have
received the IDR within three business days of postmark.

The employer agrees to promptly review the IDR to ensure that the requested documents
are satisfactorily described, available and relevant. If any item on the IDR appears
unclear, the employer will immediately contact the EPTA Team Coordinator for clarification.

As soon as it is known that the IDR cannot be filed timely and prior to the due date, the
employer will orally explain to the EPTA Team Coordinator the reasons why and when the
information will be provided. If this new date is not acceptable because it will delay the
closing of the audit, a meeting will be held with the EPTA Case Manager.
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Notice of Proposed Adjustments:

Form 5701, Notice of Proposed Adjustment (NOPA), will be used by the IRS to formally
notify the employer of issues being raised during the examination. Potential issues will be
first informally discussed with the personnel designated in this agreement. Every attempt
to reach an agreement on the facts should be made during the IDR stage. Upon EPTA
Case Manager approval, a NOPA will be submitted to the designated official.

The employer agrees that a written response to any NOPA will be provided within 21
calendar days from the receipt of the NOPA. The response will address the employer’s
agreement or disagreement, any factual or dollar amount changes, etc. If unagreed, the
legal position taken by the employer regarding the issue will be provided to the EPTA Team
Coordinator.

Statistical Sampling:

The IRS may use statistical sampling and other computer assisted techniques where
possible. The IRS will notify the employer of those situations where such techniques will
be applied in order to allow for any objections to be considered before their use.

Periodic Meetings:

The EPTA Team Coordinator and team member will hold a status meeting no less than
every three months or as necessary to ensure the smooth flow of information between the
employer and the IRS and to update the employer of the status of the audit. All meetings
between the IRS and the employer will be scheduled with advance notice of at least three
business days, and all questions will be submitted in writing three days before the meeting
to the extent reasonably possible.
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7. *One Stop Customer Service:
It is the policy of the EPTA program to provide one stop customer service to the EPTA
employers. All requests for help or assistance should be routed through the EPTA Team
Coordinator.

8. Post-Examination Critique:
At the end of the examination, a meeting will be scheduled to discuss the effectiveness of
the completed audit and to consider ways to improve the EPTA process. This is the
employer’s opportunity to raise any concerns with the EPTA Case Manager about how the
audit has been conducted and any recommendations for future audits. IRS officials such
as the Area Manager and/or the EPTA National Coordinator may attend this meeting.

9. Responsibilities:
It is the duty of the EPTA Team Coordinator to coordinate the day-to-day activities of the
examination, to work directly with the designated company officials and to carry out the
policies and procedures set forth in this agreement.

The EPTA case Manager will be available and open to any questions or concerns that
arise during the course of the examination, as well as to provide any required assistance to
the audit team or the employer as needed.

Estimated Completion Date

At the beginning of this audit, the estimated completion date (ECD) is June 30, 2012. The
estimated completion date may be adjusted as the examination is developed.
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This agreement is a guide for the Employee Plans Team Audit examination. It is subject
to revision. The individuals identified in this Engagement Agreement are authorized to
either provide the IRS with records or enter into preliminary and final discussions with
the IRS relative to issues or other items of interest.

Date Signature of EPTA Case Manager

Date Name, Title and Signature of Corporate Officer
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