Year-End Benefits Checklist 2005

The Treasury Department has been busy this year! Below is a recap of legislative and regulatory changes that impact benefit plans. Items that need immediate attention are marked in italics. 

1. Nonqualified plans. Although plan amendments are generally not required until 2006, several items may need attention now:

Cancellation of Deferrals. It’s not too late to offer participants the option to cancel deferrals or terminate participation in the plan. If this opportunity is offered, however, you will need to adopt a plan amendment by the end of 2005. Offering this election will have implications for any remaining participants in the plan.

Elections for 2006. Now is the time to make salary and bonus deferral elections for 2006 payments. The timing rules for bonus deferrals have changed, so these should be closely examined to ensure that it’s not too late. Fiscal year plans also have new rules.

Planning for 2006. The 409A guidance is exhaustive, and can apply where you least expect it: Severance plans, employment agreements, stock options, and even run-of-the-mill bonus practices that aren’t written down. We advise gathering up all your plans and assessing your options before January 1st. You may need the Compensation Committee to make decisions when it meets this fall.

2. Pension Plans 

Automatic Rollover to IRA.  Cashouts between $1001 and $5000 must be rolled over to an IRA, where the participant fails to provide payment instructions. Amendments and IRA arrangements must be in place by the end of 2005. These rules apply to involuntary distributions made on or after March 28, 2005.

Retroactive Annuity Starting Date. These rules took effect operationally back in 2004, but amendments were required by the fall of 2005. The IRS has indicated that it will extend the remedial amendment period until the end of 2005. 

Protected Optional Forms Under 411(d)(6). You can begin to assess which optional forms of benefit you’d like to strip out of your pension plans, per the final regulations under section 411(d)(6). If you want to eliminate any unpredictable contingent event benefits, you must do so before the end of 2005. Eliminating benefit forms may be particularly attractive now that the relative value regulations have taken effect in full.
Pension Funding Equity Act. This legislation affected the interest rates used for certain funding and other plan purposes. Amendments could be required to implement certain transition rules this year. 

EGTRRA Filings. It’s never too early…we advise identifying all of the pension plans in your controlled group, to determine which ones will be required to file determination letter submissions in early 2007. You may have the option of filing all plans on this early date. 

Electronic Disclosures. You can now issue a number of participant notices electronically, including 204(h) notices, QJSA notices, spousal consent forms, and 402(f) distribution notices. Some restrictions apply.

3. 401(k) Plans 

Automatic Rollover to IRA.  See Pension Plan comment above.

401(k), (m) Regulations. New regulations under 401(k) and 401(m) generally take effect in 2006, but an amendment will be required in 2005 if you have elected to implement the rules this year. Early implementation is attractive for ESOPs that can now be aggregated with a 401(k) plan for ADP/ACP testing purposes. 

Hurricane Katrina/Rita/Wilma.  Katrina relief relaxes the standards and limits for hardship withdrawals and loans. Amendments are not required until February 2006, but may be advisable in 2005 to provide operational guidance to your administrators.
Roth 401(k) Accounts. You can add Roth accounts as early as January 1, 2006. Again, amendments can wait until 2006 but may be advisable now for administrative reasons. 

EGTRRA filings. See Pension Plan comment above.

4. Cafeteria Plans & Welfare Plans
Flex Plan Grace Period. You can add a 2-½ month grace period to your health and dependent care flex plans, to give participants extra time to use up their account balances before forfeiture occurs. Amendments are required by the end of 2005 for any grace period applying to the 2005 plan year. 

HIPAA security provisions. HIPAA security took effect April 21, 2005 for most plans. If you didn’t amend, you may still be able to adopt an amendment in 2005 ratifying an earlier committee or board decision.

Definition of Dependent. Changes to the definition of dependent under section 152 have caused unintended consequences for benefit plans. Numerous technical corrections have been issued to erase this unwanted change, but amendments are needed in 2005 to incorporate the technical corrections into your flexible spending and health plans.

