B What is a Suspense Account and
Can We Use Our Forfeiture Account
Instead?

The annual compliance report that our TPA provided to us indicates that we over-funded matching contributions
for certain employees and instructs us to transfer the excess amounts out of the affected participants’ accounts
and into a plan suspense account. The only problem is that | am not sure what a suspense account is. When |
spoke to our recordkeeper, they said we have a forfeiture account but not a suspense account.

Can we just move the overfunded amounts to the forfeiture account, or is there a requirement that we create a
separate suspense account?

The short answer is that you can use the forfeiture account, but this is one of those “just because you can
doesn’t mean you should” situations.

To help answer your question, we should explain what are and, more importantly, how they must be
used.

Forfeitures

In short, a forfeiture is the non-vested portion of a participant’s account that he or she leaves behind when
taking a plan distribution. For example, if a participant has an account balance of $10,000 and is 40% vested
when s/he terminates and takes a withdrawal, the distribution will be for $4,000, and the remaining $6,000
becomes a forfeiture which is moved to the plan’s forfeiture account.

Forfeited amounts must generally be used for one of the following three purposes:
e Pay ,
e Offset company matching or profit sharing contributions, and/or
¢ Allocate to eligible participants as additional

Your plan document might limit these choices, but most plans allow all or some combination of these options.
From a timing perspective, most plans indicate that forfeitures must be used no later than the last day of the
year after the forfeiture occurs. That means a forfeiture that occurs on January 2, 2019 would not have to be
used until December 31, 2020. It can be used earlier than that, but not later.
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Suspense
Suspended amounts typically arise two ways:

 Accidental over-funding of company matching or profit sharing contributions (as is the case in your situation),
or

e Pre-funding company contributions throughout the year even though they won't be allocated to participant
accounts after the end of the year.

The crucial differences to keep in mind have to do with how and when these amounts must be used. Suspended
amounts must be allocated to participants as contributions, and they must generally be allocated no later than
the last day of the plan year in which they are deposited. For example, any suspended dollars that were initially
deposited to the plan at any time during 2019 must be allocated to participants as either matching or nonelective
contributions effective no later than December 31, 2019 (assuming the plan operates on a calendar year).

Back to the Question

So, there is not anything inherently wrong with co-mingling the forfeitures and suspense dollars in the same
holding account. However, doing so pretty much guarantees more difficulty (if not errors) in keeping track of
how much is available to, say, pay plan expenses (in the case of forfeitures) vs. how much must be allocated as
contributions.

If you plan to always use forfeitures right away and to allocate them as additional matching or nonelective
contributions, then you are probably fine using a single holding account for both forfeitures and suspense
amounts. Anything other than that, and you are probably much better off maintaining separate forfeiture and
suspense accounts.
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