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As described in our February 2001 Information Release, 
the Department of Labor ("DOL") has issued final regulations that could require independent CPA audits for many small retirement plans (generally plans with less than 100 participants).
Plans are exempt from the new audit requirement if, among other things, their fidelity bond coverage is increased so that it covers at least the full amount of the plan's assets that are not “qualifying plan assets”.  The timing of the increase in the fidelity bond coverage has now become an urgent issue.

The 
DOL has taken the position that the required increase in fidelity bond coverage must be in place no later than the first day of the plan year in order to qualify for the exemption to the new audit requirement.  Since the new rules are effective for plan years beginning after April 17, 2001, this means that for some plans the bond must be increased by May 1, 2001.  For plans whose plan year is the calendar year, the bond increase needs to be in place by January 1, 2002.
Who Should Be Concerned?

Your plan may need an audit if some or all of the plan’s assets are held by individual trustees and more than 5% of assets are invested in “non-qualifying” plan assets, such as trust deeds, limited partnerships and collectibles.

The new audit rules will not affect your plan if:

· it is already having an annual CPA audit, or 
· it has only one participant and that participant owns 100% of the business, or
· all assets are held by a corporate trustee, insurance company or broker-dealer.
Qualifying Plan Assets
"Qualifying plan assets" are defined to include:

· employer securities, 
· participant loans,
· investment and annuity contracts issued by insurance companies, 

· assets in participant-directed accounts,

· mutual fund company shares, or
· any assets held by the following institutions:
· banks or similar financial institutions, 
· insurance companies,
· broker-dealers, or
· any other organizations authorized to act as an IRA trustee.
· 
· 
· 
What You Should Do

If these new rules could cause your plan to have an annual CPA audit, you should consider increasing your fidelity bond coverage before the beginning of your next plan year.  We can help you determine the appropriate amount of coverage and assist in getting your fidelity bond increased.  If you have a question about this matter or want our assistance, please contact us well in advance of the first day of your plan year.

Louis Kravitz & Associates, Inc. is the largest independent firm of retirement consultants headquartered in Southern California.  We specialize in the design, implementation and administration of virtually every type of retirement plan.  Our consultants, actuaries and other specialists have the experience and ability to make certain your retirement plans are properly designed, meet your needs and operate to your satisfaction.  We have been dedicated to providing high quality service since our firm was founded in 1977.  One of our specialties is working with our clients to maximize benefits for their key executives.
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