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IRS Provides Welcome Changes for 
Fixing Common Plan Errors 

The IRS has long understood that the complexity of plan administration for employers 
can lead to mistakes.  Rather than requiring employers to formally apply to the IRS for 
approval of the correction of these errors, the IRS created the Employee Plans Correction 
Resolution System (EPCRS). Under EPCRS, employers have an avenue, without the costs 
and burden of a formal IRS review, for correcting numerous common operational errors 
that frequently occur. Last week was very busy for the IRS as they announced several 
pieces of guidance that amend how mistakes are corrected through ECPRS; several of 
the amended guidelines are very beneficial to employers. 

Correcting the Missed Opportunity to Defer 

 
As more plans adopt automatic enrollment, automatic escalation, or simply streamline 
the process for making a deferral election, it is common that mistakes are made, 
resulting in the missed opportunity for an employee to defer income into the plan. For 
automatic features, these errors can balloon because employees tend to pay less 
attention to automatic enrollments than affirmative elections, allowing the error to 
continue for some time before being discovered by the employer or the plan audit at the 
end of the year.  

Recognizing this, the IRS had previously established procedures that required plans to 
correct the error by funding a Qualified Nonelective Contribution (QNEC) for 50 percent 
of the amount of the missed deferral, a contribution for 100 percent of the missed 
employer contribution, and adjust both for lost earnings.  This correction resulted in a 
windfall for the employee who received not only the corrective contributions, but already 
received the income on their paycheck. When the error occurred on a plan-wide scale 
and was not caught for several pay periods, the cost of the correction could be 
enormous.  Responding to longstanding pressure from the plan sponsor community and 
the industry, the IRS has announced welcome changes in favor of employers. 

In Revenue Procedure 2015-28, the IRS amended the process by which a plan may 
correct the failure to implement automatic contribution arrangements or salary deferral 
elections by employees as follows: 

 Correcting Automatic Enrollment/Escalation Plans - If the failure to 
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implement the automatic contribution or escalation is fixed within 9½ months 
after the end of the plan year of the failure (corresponding to the filing of the 
Form 5500 with extension) the employer will only have to contribute the match 
(and earnings) that would have been associated with the employee deferrals. The 
deadline for making the retroactive matching contributions is the close of the 
second plan year after the plan year in which the operational failure occurred. 
Looking at these dates, the guidance could potentially allow an employer to avoid 
making the deferral correction for up to 21½ months after the missed enrollment 
or escalation. Failure to meet the timing deadline results in the requirement to 
fund the QNEC for the deferral. In addition, the employer must also notify 
affected employees no later than 45 days after their deferrals start. The lost 
earnings calculation is based on the employee's investment election, but if an 
election was not in place, earnings may be calculated based on the plan's default 
investment alternative. 

 Correcting Automatic Enrollment/Escalation Employee Complaints - If 
an employee notifies the employer of the missed automatic enrollment or 
escalation, the same new relief (as outlined above) applies, if the problem is fixed 
by the first payroll after the end of the month following the month an employee 
notified the employer. Failure to meet this deadline results in the requirement to 
fund the QNEC for the missed employee deferral. 

 Correcting Non-Automatic Feature Plans - For plans that do not have 
automatic enrollment or escalation, but still fail to implement an employee's 
election to defer, the guidance provides that if the missed election is corrected 
within three months, no employer contribution is required. This replaces the 
former requirement that if a missed deferral was caught in the first three months 
of a plan year, no correction for the missed deferral was required. The new 
guidance essentially allows for a rolling three month period throughout the plan 
year. If corrected after three months, but prior to the end of the second year 
following the year of the failure, the employer must make a corrective 
contribution of 25 percent of the missed deferrals in place of the original 50 
percent.  

Plans may begin relying on the guidance immediately; however the relief will sunset on 
December 31, 2020, at which time the IRS will consider whether to extend the safe 
harbor correction method, taking into account the extent to which there is an increase in 
the number of plans with automatic contribution features. 

Correcting Overpayments and Plan Limit Failures 

 
In Revenue Procedure 2015-27, the IRS amended guidance on several other common 
plan mistakes: 

 Correcting Overpayments to Participants - The general position of the IRS is 
that any overpayment to a participant results in a reduction in the plan's assets, 
and thus the plan must be made whole. Many believed this placed a duty on the 
employer to collect the overpayment directly from the participant. Addressing 
situations where employers are required to collect large amounts paid over a long 
period of time due to plan administration error, and acknowledging the financial 
hardship to affected participants, the IRS has clarified the employer's obligation. 
Instead of pursuing a recovery from a participant, the employer itself may 
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contribute the overpaid amount, plus earnings, into the plan. 
 Correcting Section 415 Limit Failures - Section 415(c) limits the total amount 

that can be contributed on behalf of each participant ($53,000 in 2015). Under 
previous guidance, the excess amount had to be paid to the participant or 
forfeited no later than 2½ months after the end of the affected plan year. The 
IRS has now extended this period to 9½ months (tied to the filing of the Form 
5500), allowing employers more time and flexibility to address situations involving 
separated participants. 

 Reduced VCP Fees - The IRS also announced lower compliance fees for 
Voluntary Correction Program (VCP) submissions, if the only failure being 
reported is a failure to comply with minimum required distributions (MRDs) under 
Internal Revenue Code (IRC) Section 401(a)(9). The lowest rate, $500, now 
applies to plans with up to 150 participants (previously was limited to plans with 
50 or fewer participants). The rate for plans with between 151 and 300 
participants is now $1,500. Previously, a plan with 300 participants would be 
required to pay a compliance fee of $5,000, even if this was the only failure. The 
guidance also lowers the compliance fee for plans if the only failure is an error 
related to plan loans under IRC Section 72(p), which limits the amount and timing 
of repayment on such loans. There is now a lower tiered fee schedule ranging 
from $300 to $3,000 for loan failures affecting up to 150 participants, based on 
the number of affected participants. 

Employer Impact  

 
The official position of the IRS on the missed opportunity guidance is that it is intended 
to encourage employers to adopt automatic enrollment and contribution increases in 
plans. In reality, few, if any, employers avoid automatic features because of a fear of the 
IRS correction process; rather, the decision is based on culture and cost. It is much more 
likely that the IRS has simply caved to significant pressure on this issue from employers 
tired of having to pay exorbitant correction costs. Regardless, the new guidance should 
be very welcome and relied upon immediately by plan sponsors that wish to easily 
correct administrative errors without risking the plan's tax qualification by not obtaining 
IRS approval. 

Should you have any questions, please contact your Lockton Retirement Services Team.  
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