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M 
eet Paul Renn, a member of our development 
team who will celebrate his 4th anniversary with 
DATAIR this August. 

 
He was born and raised in the Chicago area, studied engi-
neering and architecture at the University of Illinois and  
received degrees in mathematics and computer science. 
 
Paul has worked in the software development field for the 
past 27 years on projects as diverse as Enhanced 911 ser-
vices, video teleconferencing, and wireless phone switch-
ing equipment. 
 
At DATAIR, he is currently working on a new version of the 
Client and Task Manager which is scheduled to be released 
later this year. He has also rewritten several internally used 
software applications, and helps out with document sys-
tem programming from time to time. 
 
When he is not working on the book which he is writing, 
you can find him playing a game of chess with a neighbor, 
enjoying the night sky with his telescope, or playing a 
game of pickup basketball. He is very proud of his two 
sons, one of whom is currently working on his PHD in bio-
chemistry and the other who will soon be graduating sum 
cum laude in economics and finance. 
 
What do you enjoy most about working at DATAIR, Paul? 
“I like the flexible working hours and the relaxed atmos-
phere.” 
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Goings and ComingsGoings and ComingsGoings and ComingsGoings and Comings    
 

T 
wo respected members of our senior 
management team, Gina Iaccino and Bill 
Lilliquist, will be retiring at the end of this year.  

Both have contributed greatly to DATAIR’s growth 
and success and we wish them both a happy and 
healthy retirement. 
 
Gina, our Vice President of Customer Services, has had 
the enormously important responsibility for managing 
our technical support staff (those who provide 
compliance and administrative support for our 
software as opposed to computer-related support). 
 
In addition, Gina has coordinated the efforts of our 
legal staff, support staff, and programmers to prepare 
our next generation of retirement plan documents for 
the upcoming EGTRRA restatement as she did with 
the GUST restatement. 
 
Bill, our Vice President of Sales and Marketing, has 
spent over twenty-five years at DATAIR developing 
marketing materials and strategies to establish 
DATAIR’s consultative sales technique. DATAIR users 
are advised to license only those modules they need 
today and to add additional modules as their business 
grows. Many of you have had the opportunity to meet 
Bill at trade shows and at DATAIR during training 
weeks. 
 
Dave Roper, whom many of you know, has been 
promoted to Vice President and is transitioning into 
the customer support management role. Tom Powers 
has begun assuming Bill’s responsibilities. Dave and 
Tom have big shoes to fill, but I have complete 
confidence in both of them. 
 
Of course, our biggest “Comings” announcement this 
year is the release of version 1.0 of the Windows-
based DC/401(k) administrative system. We are 
pleased by the number of DATAIR users who have 
already signed the new license, taken our webcast 
class, and begun converting their plans over to the 
new system. Look for many exciting enhancements 
and add-ons during the coming months. 
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� New Grace Period for Cafeteria Plans 
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review were run through the Returns and Inventory Classification System. The 
GAO Report mentioned one situation where the IRS had identified a pension 
practitioner involved with tax-abusive schemes. They were able to use the 5500 
information to identify 400 sponsors who had used the practitioner’s address 
when filing their 5500s. (Not mentioned in the report was that even if the 
sponsors had used their own address for the 5500, as directed in the instructions, 
the IRS could have been able to identify the plans by item 5 if it was completed on 
the 1999 forms. Even though item 5 has always been marked as “optional”, it was 
a new question on the 1999 forms and many practitioners were uncomfortable 
explaining to their clients why they were leaving it blank.) 
 
The GAO’s concern was that even though the list of potential alleged tax-abusive 
scheme plan sponsors was compiled, the plans were functioning for 4 more 
reporting years before the information for the list was available. So, if you haven’t 
heard from the IRS or DOL on certain plans that may have had “issues” on their 
2000 thru 2003 5500 Series, there is still time. 
 
The PBGC uses the 5500 Series information for PBGC premium compliance and to 
determine if underfunded plans have provided the participant notice as required. 
They also have an “intercept program” with EFAST that they have used to identify 
over 2,000 plans that they need to be interested in and have received copies of 
the 5500s for those plans before EFAST has even processed them. It would appear 
the PBGC is on the fast track for information from EFAST. 
 
Federal and private sector researchers believe the 5500 Series has not kept pace 
with the current plan environment, stating that the forms are designed more for 
defined benefit plans than defined contribution plans. Considering that the forms 
have not undergone a major revamp (other than the introduction and subsequent 
removal of the 5500-R and the addition of schedules for the EFAST project) in 
more than 20 years, they are probably correct. Federal agencies and researchers 
alike would like to see more information on the range of investment options 
offered, matching contributions, plan limits on employee contributions, allocations 
when there are pooled accounts, the true cost of administering a defined contri-
bution plan and 401k plan fees. Of all of these issues, the 401(k) plan fees and the 
true cost of administering a defined contribution plan have also been included in a 
request by the ERISA Advisory Council to the Department of Labor to be included 
in a redesigned 5500 Series. 
 
The recommendations that were made in the GAO report which would impact 
most TPAs  included mandatory electronic filing of the 5500 Series with the 
stipulation that the DOL make the process less burdensome by revising the proce-
dure for signing and authenticating an electronic filing and streamlined EFAST 
processing methods for data correction by not accepting filings with errors and 
communicating the errors found electronically. If EFAST rejects a filing due to 
errors, it is the same as if the forms were never filed. It would be difficult, if not 
impossible, for them to apply this particular process to paper filers, which means 
that electronic filing of forms is even more likely to become mandatory in the near 
future. 
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The DATAIR News strives to provide our 
customers with valuable and enjoyable 
information about DATAIR software, 
services, and the pension industry. Reader 
contributions are welcome.  

I 
n June, 2005, the GAO 
(Government Accountability 
Office) released their findings in 

regard to the filing of the 5500 Series 
for all plans and the PBGC filings for 
defined benefit plans. They reviewed 
the reasons for the filings, other than 
ERISA requirements, as well as the 
timeframe to gather the information 
and then disseminate it to policy 
decision-makers and IRS/DOL 
auditors. 
 
One thing they found was that the 
1999 filing year started in mid-2000 
and the information from those 
forms was not compiled for use by 
the agencies until 2004. The filing 
deadline of 9½ months was 
mentioned as being the greatest 
area of the delay, along with the 
time it takes the DOL to notify the 
filer of errors and to receive the 
corrected information. Of course, 
another contributing factor was that 
the DOL does not release its research 
file for a filing year until all of the 
filings, including corrected filings, 
have been received by EFAST. 
 
The IRS examined 10,700 plans in 
fiscal year 2004 and 91% of those 
were based solely on the 5500 infor-
mation and an additional 5% were 
based in part on the 5500 
information. The plans selected for 

By Kristina Kananen, QPA, QKA, APABy Kristina Kananen, QPA, QKA, APABy Kristina Kananen, QPA, QKA, APABy Kristina Kananen, QPA, QKA, APA    

Are Changes in Store for 5500 Filings?Are Changes in Store for 5500 Filings?Are Changes in Store for 5500 Filings?Are Changes in Store for 5500 Filings?    



 

 

New Grace period for New Grace period for New Grace period for New Grace period for 
Cafeteria plansCafeteria plansCafeteria plansCafeteria plans    
 

R 
ecent legislation now allows 
cafeteria plans to establish a 
grace period, not to extend 

beyond a maximum of the 15th day of  
the third month following the end of   
the plan year, for unreimbursed claims. 
This ruling will cause a decrease in the 
number of participants forfeiting 
contributions made to the plan.  
 
Note that the plan sponsor may also 
want to amend the document to imple-
ment a run- out period following  the 
grace period during which participants 
can submit expenses incurred during the 
grace period. 
 
The following are some general rules 
regarding the grace period. 

 
1. Plan document must be amended to 

incorporate the new rule. If an 
employer decides to implement the 
rule, the employer must amend the 
plan document prior to the end of 
the plan year in which they want the 
rule to apply. Therefore, it can be 
implemented for current plan years.  

2.  If adopted, the grace period must 
apply to all cafeteria plan partici-
pants, and cannot discriminate 
against any group of plan partici-
pants. However, the grace period 
can be adopted only for certain 
benefits; e.g., the health FSA, but   
not dependent care.  

3. Temporary Carry Over amounts may 
not be used for any other taxable or 
non-taxable benefits. Unused funds 
from the health FSA may only be 
used to reimburse eligible health FSA 
expenses incurred during the grace 
period and likewise for unused de-
pendent care amounts. Also, 
Temporary Carry Over Amounts may 
not be transferred to a Health Sav-
ings Account (HSA) or to a Health 
Reimbursement Account (HRA). 

 
(Continued on back page) 
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By Delwyn Horton, CFCBy Delwyn Horton, CFCBy Delwyn Horton, CFCBy Delwyn Horton, CFC    

Q.  What is “phased retirement”?Q.  What is “phased retirement”?Q.  What is “phased retirement”?Q.  What is “phased retirement”?    
A.  A.  A.  A.  According to the IRS, as life expectancies have increased, there is increased 
risk that people will “outlive their retirement savings.” In addition, many employ-
ers want to encourage older, more experienced employees to remain with 
them. Although there are many variations, phased retirement generally permits 
an employee who is at or near retirement to continue working on a reduced 
schedule or workload. In some ways, this is comparable to an internship or part-
time job for a younger worker. Phased retirement allows the employer to keep 
the services of an experienced worker and allows the employee to continue ac-
tive employment with greater flexibility and more free time. 
    
Q.  Why is the IRS suggesting new rules?Q.  Why is the IRS suggesting new rules?Q.  Why is the IRS suggesting new rules?Q.  Why is the IRS suggesting new rules?    
A.  A.  A.  A.  Employees considering phased retirement may wish to use a portion of their 
retirement benefits to supplement their reduced part-time income from employ-
ment. Current regulations can penalize that approach, however, if the benefits 
start before the employee has reached normal retirement age. The IRS previ-
ously issued Notice 2002-43 seeking comments on phased retirement issues 
and on November 11, 2004, issued proposed regulations to accommodate 
phased retirement arrangements. The accompanying press release described 
the proposal as “removing an unnecessary barrier” to phased retirement pro-
grams. It added that the Treasury Department needs “to encourage programs 
which not only reduce the risk that individuals may outlive their retirement sav-
ings, but also retain this valuable and productive part of our workforce.” 
 

Q.  What are the key aspects of the proposal?Q.  What are the key aspects of the proposal?Q.  What are the key aspects of the proposal?Q.  What are the key aspects of the proposal?    
A.  A.  A.  A.  The proposal would amend Treasury Regulation section 1.401(a)-1(b) and 
add section 1.401(a)-3 “to permit a pro rata share of an employee’s accrued 
benefit” in a defined benefit plan or money purchase plan “to be paid under a 
bona fide phased retirement plan.” The proposed regulations do not cover 
other types of benefit plans, such as profit-sharing plans and 401(k) plans, be-
cause those plans are already subject to less restrictive rules that permit in-
service distributions. 
 
The proposal defines a bona fide phased retirement plan as a “written, em-
ployer-adopted program” that allows employees to reduce their work hours 
beginning on or after a specified retirement date and receive phased retirement 
benefits. The plan cannot permit payment of phased retirement benefits before 
the employee attains age 59½. The plan must also state that employee participa-
tion is voluntary and that the employer and employee expect that the reduced 
hours will be 20 percent or more during the phased retirement period. 
 
The proposed regulations state that the maximum benefits the employee can 
receive are equal to “the product of the employee’s total accrued benefit on the 
date the employee commences phased retirement” (or an earlier date selected 
for administrative ease) and the employee’s “reduction in work.” This is deter-
mined by the employee’s “work schedule fraction,” which the proposal defines 
as “the ratio of the hours that the employee is reasonably expected to work dur-
ing the phased retirement period” compared to the hours that the employee 
would work under a full-time schedule. 
 
The regulations also require that “all early retirement benefits, retirement-type 
subsidies, and optional forms of benefits” that would be available to the em-
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4. Temporary Carry Over amounts may be restricted. In other words, the grace period rule is an optional rule and there is 

nothing in the Notice that prevents an employer/plan sponsor from restricting how much can be carried over. This 
could be limited by plan design. 

5. Since the grace period is an optional rule, the employer/plan sponsor has the option of limiting the Temporary Carry 
Over amount to ‘participants’ only. Therefore, when    an employee terminates employment during the grace period, 
they would not be allowed to carry over the unused amounts.  

 

Besides creating an administrative problem of applying claims to the correct plan year, the new grace period rule raises 
other issues. It may cause a health FSA to lose its status as an excepted benefit under HIPAA’s portability rules. . . . It may also 
cause the health FSA to be subject to the full COBRA continuation coverage period.  For these legal issues, 

(Café Corner, continued from page 3) 

ployee upon “full retirement” also be available as part of the phased retirement accrued benefit. The proposal would not 
permit payment of a single-sum distribution or any other eligible rollover distribution “in order to prevent the premature 
distribution of retirement benefits.” An employee electing phased retirement must be permitted to continue to participate 
in the plan in the same manner as other employees, except that years of service credited for benefit purposes must be ad-
justed to reflect the reduced work status. 
 

Finally, the proposed regulations require “periodic testing to ensure that employees in phased retirement are in fact work-
ing at the reduced schedule, as expected.” These rules have many exceptions. 

(Phased Retirement, continued from page 3) 


