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The reconciliation process has grown increasingly complex in today's rapidly evolving financial landscape. While the
term "reconciliation" is commonly understood as the act of verifying one account against another to ensure accuracy,
this definition only scratches the surface when applied to Defined Contribution (DC) plan recordkeeping.
Reconciliation in this context involves aligning both shares and cash balances across multiple systems, a task that
requires more than simple numerical verification. For financial institutions managing DC plans, reconciliation
comprises two critical components:

= Share Reconciliation: The process of comparing the shares recorded in the investment accounts to those
held in custody.

= Cash Reconciliation: The process of tracking and verifying cash balances in custody to ensure they are
accurately reflected in recordkeeping systems.

The complexities involved in reconciling DC plans are exacerbated by rising transaction volumes, stringent regulatory
requirements, and the limitations of traditional manual processes, which are prone to inefficiencies and errors.
Financial organizations must move beyond outdated methods and embrace automation to improve accuracy,
enhance compliance, and mitigate operational risks.

This whitepaper not only explores the intricacies of DC plan reconciliation but also highlights the growing importance
of automated reconciliation solutions. By implementing cutting-edge technologies like artificial intelligence and
machine learning, financial organizations can streamline reconciliation processes, reduce manual intervention, and
respond to discrepancies in real time. This ensures operational efficiency, strengthens regulatory compliance, and
minimizes financial statement errors. Additionally, this whitepaper outlines how financial organizations can leverage
modern reconciliation frameworks to achieve these goals, and how Enterprise Iron's tailored solutions can help
transform reconciliation from a cumbersome task into a strategic advantage.

Challenges in Reconciliation

In today's fast-evolving financial landscape, organizations face increasing challenges in managing reconciliation
processes. As transaction volumes grow and regulatory demands tighten, traditional manual methods of
reconciliation are becoming inadequate. Legacy approaches, often reliant on spreadsheets and outdated systems,
are prone to errors, inefficiencies, and security vulnerabilities, posing risks for both organizations and clients.

Identifying Upstream Issues

Organizations often mistake backlogs of reconciliation errors or numerous daily manual matches as reconciliation
problems. In reality, these issues frequently stem from inefficient upstream business processes, such as:

= Mismatches in payroll data caused by funds sent without proper data alignment
= Poorly documented workflows leading to unbalanced accounts

= Data submission errors from plan sponsors, often due to insufficient training or a lack of oversight

14 Cliffwood Avenue | Suite 200 | Matawan, NJ 07747 | 888.242.4682 | info@enterpriseiron.com | www.enterpriseiron.com




E ENTERPRISE

To address these upstream issues, organizations should: implement stricter data submission policies and improve
communication and training for sponsors. A system-wide assessment is necessary to identify and resolve upstream
issues, ensuring smoother and more accurate reconciliation processes.

The Business Case for Automation

Transitioning to automated reconciliation is a powerful way for financial organizations to improve both
efficiency and risk management. Automation replaces slow, error-prone manual processes with faster, more
accurate systems, reducing operational costs while enhancing scalability and compliance.

Cost Savings vs. Long-Term ROI: Automation delivers immediate cost savings by reducing manual labor,
minimizing errors, and streamlining workflows. More importantly, it offers long-term benefits like improved
compliance, fraud prevention, and operational resilience, all of which contribute to a greater ROI.

Eliminating Hidden Legacy System Costs: Legacy systems are costly to maintain and prone to failures,
requiring constant manual reconciliation and frequent fixes. These outdated platforms lead to inefficiencies,
increasing operational costs. Moving to automated reconciliation reduces these hidden costs by introducing
consistency and real-time tracking, allowing organizations to focus on growth and innovation. Enterprise Iron offers
phased implementation strategies, ensuring seamless transitions without business disruptions.

Risk Reduction and Compliance: Automation also plays a crucial role in mitigating risks. By automating
reconciliation, organizations significantly reduce the chances of compliance failures or fraud. Enterprise Iron’s
reconciliation solutions ensure that all processes are streamlined and compliant with industry regulations, allowing
organizations to operate with confidence and minimize their risk exposure.

Best Practices for Reconciliation
A thorough reconciliation process should include:

= Daily reconciliations at the plan level for both shares held for investment and plan cash. This ensures that
share balances match between recordkeeping systems and custodial accounts.

= Separate cash reconciliation processes to verify payroll deposits align with payroll files, reducing the chance
of incorrect deposits and ensuring accurate accounting.

Implementing these best practices helps mitigate reconciliation errors, ensuring operational efficiency and
compliance. Enterprise Iron’s tailored reconciliation solutions allow organizations to streamline their processes by
addressing discrepancies quickly, ensuring all balances are accurate and up to date.

By adopting automation technologies and best practices, organizations can focus on scaling operations while
maintaining precision in both cash and share reconciliations.
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Framework for Automating Reconciliation with Enterprise Iron

Figure 1: Enterprise Iron’s Reconciliation Framework
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Our reconciliation framework as depicted above shows how internal and external systems connect with reconciliation
capabilities. Key data flows, including contributions, demographic updates, and audit reviews, are matched, audited,
and managed by the central reconciliation system. This ensures real-time reporting, exception handling, and
enhanced accuracy through AI and machine learning.

The framework divides the reconciliation process into Internal Systems, External Systems, and the
Reconciliation Framework at the center. Internal systems like Plan Sponsor Systems, Recordkeeping Systems,
and Compliance Systems send critical data (e.g., census/remittance data, contributions, process verification) to the
framework. External systems, such as Custodian Banks, Trust Banks, and Broker-Dealers, provide cash
confirmations and other transaction data. The Reconciliation Framework processes all data through key capabilities
such as Data Matching, Exception Handling, Audit Trails, and Al, ensuring accuracy and compliance.

Key Services of a Reconciliation Platform

1. Data Matching: Automated matching and comparison of records from various sources to ensure consistency
and reduce manual errors.

2. Exception Handling: Automatically flags discrepancies for human oversight when necessary.
3. Audit Trails: Comprehensive logging of all actions within the system ensures transparency and compliance.

4. Risk Management Alerts: Proactive alerts and notifications for discrepancies that might pose financial or
operational risks.

5. Real-Time Reporting: Dashboards provide up-to-date status reports on reconciliation progress.

6. AI and Machine Learning Capabilities: Optimizes reconciliation by learning from past discrepancies and
continuously improving system accuracy.
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Practical Insights

We examine real-world examples of organizations grappling with reconciliation challenges. These case studies
provide valuable insights into common pitfalls and highlight the critical role that automation plays in overcoming
them. By addressing issues such as the absence of cash reconciliation and inefficient circular reconciliations,
organizations can streamline their processes, mitigate risk, and ensure compliance.

#1 No Cash Reconciliation

This organization lacked both cash reconciliation software and processes, focusing solely on reconciling the market
value of investments. As a result, unaccounted cash across numerous plans led to significant issues, such as:

= Incorrect 5500 filings
= Unpaid distributions
= Unaccounted rollover deposits

Solution: Enterprise Iron assisted in setting up a cash reconciliation process, allowing for daily management and
tracking of plan cash.

#2 Circular Reconciliations

This organization generated its own financial data to send to the custodian, resulting in circular reconciliations where
daily and annual figures appeared to match, but no actual reconciliation occurred. The consequences mirrored those
of the first case, with unaccounted cash and compliance issues arising.

Solution: Enterprise Iron worked with the organization to implement an accurate, automated reconciliation process
that matched real financial data from custodians rather than self-reported figures.

Consequences of Out-of-Balance Reconciliation

Out-of-balance reconciliation presents a range of challenges that can significantly impact both the financial health
and operational efficiency of organizations managing defined contribution plans. From financial statement errors to
compliance failures, these discrepancies can create costly liabilities, damage client trust, and trigger regulatory
penalties. Addressing out-of-balance situations quickly and effectively is crucial to maintaining accuracy, upholding
regulatory standards, and ensuring the smooth functioning of retirement plan operations.

1. Financial Exposure: Misallocated contributions and undetected errors can lead to significant financial
consequences, including unanticipated expenses.

2. Reputational and Compliance Risk: Persistent reconciliation errors can erode client trust and invite
regulatory scrutiny, potentially leading to penalties.

3. Operational Instability: Addressing out-of-balance reconciliations diverts resources from critical tasks,
reducing overall productivity and leading to inefficiencies.
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Leveraging Commercial Off-the-Shelf (COTS) Tools for Effective Implementation

COTS tools may help streamline the automation of reconciliation processes. Tools like BlackLine, Trintech, and
SmartStream offer platforms that automate key processes, reduce manual workloads, and improve data accuracy.
Enterprise Iron specializes in tailoring COTS and building custom solutions to fit unique operational needs, ensuring
seamless integration with existing systems. Through a phased implementation strategy, organizations can gradually
adopt automated reconciliation processes while minimizing operational disruptions.

Conclusion
Automating reconciliation processes is essential for financial organizations to achieve operational efficiency,
regulatory compliance, and effective risk management. As transaction volumes increase and regulatory scrutiny

heightens, organizations must adopt systems that streamline processes and enhance accuracy.

Enterprise Iron provides the expertise and tailored solutions necessary to implement effective reconciliation
systems, ensuring a smooth transition from legacy, manual processes to automated solutions.

The time to act is now. Avoid operational disruptions by addressing the need for change today. Contact our team
at info@enterpriseiron.com for a consultation and start transforming your reconciliation processes! To learn
more about how we've helped our clients, explore our Case Studies and follow us on LinkedIn.

Visit our website:
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