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Certa in SEP (s impl i f ied employee 
pension) and qual i f ied p l a n income and 
qualif ication l imits have risen as of 
January 1,1991, i n keeping w i t h Cost of 
L i v i n g A d p s t m e n t ( C O L A ) provis ions 
of IRS law. F o l l o w i n g is a s u m m a r y of 
some of these changes. 

S E P Changes 

Em pl oyers m.aking contributions to 
S i m p l i f i e d Employee Pension (SEP) 
plans for their employees are exempt 
f r o m m a k i n g contributions for those 
earning less than $363. This exempt 
amount rose \'ia cost of l i v i n g indexing 
f rom $342 for tlie 1990 plan year (just 
one more i n a series of increases f rom 
the ini t ia l base amount of $300, w h i c h is 
sti l l listed on the F o r m 5305-SEP, 6-88 
version). 

Further SEP adjustments were made, 
i n c l u d i n g the employee compensation 
threshold be low w h i c h a l l contributions 
made o n behalf of employees must be 
the same percentage of their total 
compensation. Employees whose 
compensation is above the threshold 
level do not have to receive a SEP 
contribution that is the same percentage 
of compensation as a l l other employees. 

This compensation threshold was 
in i t ia l ly established at $200,000, and it 
too has been modi f i ed each year in 
accordance w i t h cost of l i v i n g 
adjustments. For 1991 it rises to 
$222,220, up from $209,200 in 1990. 

Elective Deferral 
Exclusion Limits 

Elective salary deferrals also saw-
changes. The l imitat ion on exclusions 
for elective deferrals under 401 (k) plans 
was increased f rom $7,979 to $8,475 
($7,000 w h e n initiated). 

Highly Compensated 
Definition Limitations 

For certain qual i f ied plans that 
discriminate between h ighly 
compensated and non-highly 
compensated employees, new income 
l imits or "thresholds" increase to $90,803 
and $60,535, u p f rom $85,485 and 
$56,990. These began ini t ia l ly at $75,000 
and $50,000. 

Defined Benefit Plans 

Defined benefit plans have had their 
benefit l imitat ion increased f rom 
$102,582 to $108,963 for 1991, also the 
result of appl icat ion of a C O L A factor to 
the previous hmit . 

Defined Contribution Plans 

Defined contr ibution plans however, 
w i l l retain their $30,000 benefit l imi t , the 
same as for 1990. This is because the 
l a w under w h i c h these l imits are set 
provides that defined contr ibution plan 
imits w i l l rem.ain at the $30,000 level 

unt i l the def ined benefit l imit exceeds 
$120,000, by virtue of further C O L A 
adjustments. 

1990 IRS 
Publication 
590 Issued 

The IRS recently issued the 1990 tax-
year version of its Publication 590, the 
36-page I R A instruction folder to be used 
in preparing 1990 tax returns. 

Publication 590 includes the most 
important I R A rules and procedures, 
sample forms, and both Ufe expectancy 
and minimum-distr ibut ion- incidental -
benefit (MDIB) tables. 

S impl i f ied Employee Pension (SEP) 
rules, options and procedures are also 
discussed, since s u d i plans require the 
use of an I R A account and 
documentation to establish and 
administer. 

Copies of this publication are 
available through C o l l i n W. Fritz and 
Associates, Box 426, Brainerd, M N 56401 
(800-346-3961), for $7.00 each, five for 
$25.00, or in larger quantities at greater 
savings if desired. 
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Schedule P's Purpose; 
Its Role With New 5500EZ Rules 

Schedule P is one of several important 
schedules that can be filed with the annual 
returns for pension benefit plans, and is 
used when the plan in question is set u p as 
a trust. The types of plan returns it is filed 
with include: 

(A) 100+ participant employee benefit 
plans (Form 5500); (B) less than 100-
participant employee benefit plans (5500-
C / R ) ; and (C) one-participant pension 
benefit plans (5500EZ) 

Schedule P Starts Tliree-Year 
Statute of Limitations 

Schedule P's pr imary role is to set in 
motion the three-year statute of 
limitations for information filed on Forms 
5500, 5500-C/R or 5500EZ. Schedule P 
may be filed by any trustee of a trust 
created as part of an employee benefit 
plan as described in section 401 (a), or any 
custodian of a custodial account 
described i n section 401(f). 

Schedule P To Be Filed 
Onhj With 5500-Series Forms 

Schedule P is not to be filed by itself, 
that is, without one of the 5500-series 
forms to which it is to be attached, 
according to IRS instructions for the 1990 
tax year, under "C . H o w to File." 

How About Those Below 
5500EZ Filing Threshold? 

This poses a question for many one-
participant pension benefit plans (owner 
and spouse) w i t h less than S100,000 in 
plan assets. Under the newest IRS rules, 
those w i t h such balances—either singly or 
fn aggregated plans—need not file the 
Form 5500EZ. 

Does this mean that these non-filers' 
custodian/trustees do not receive the 
benefit of the statute of limitations? The 
Schedule P is itself a return, filed to 
protect the trustee or custodian, moreso 
than the plan administrator of 
participants. IRS instrucdons do not 
address this issue. A n d i n the absence of 
such guidance, a literal interpretation 
might suggest that this is the case; no 
f i l ing of 5500EZ, no fi l ing of Schedule P. 
N o Schedule P, no statute of limitations. 
To clarify this matter, we contacted the 
[RS. 

Schedule P Without a 
5500-Series Form? 

The IRS' M a r k O 'Donnel l of its 
Employee Benefits Plans & Projects 
Branch conceded that the regulation gap 
is a real one. O 'Donnel l points out that 
the IRS f i l ing system for these plans is in 
itself based on the Form 5500-series, not 
the custodian/trustee's name. Without a 
file-based form (5500) to attach it to, the 

IRS w i l l not keep records of a Schedule P 
fi led by itself. 

"People have and do send i n Schedule 
Ps by themselves," says O 'Donnel l . "It's 
not prohibited, but it's l ikely that the 
form w i l l be sent back." O 'Donnel l 
continued that the IRS is not especially 
interested i n the records that w o u l d be 
missed when Form 5500EZ is not f i led 
(on less than $100,000 in assets). H e 
a l luded to "bigger f ish" that the IRS is 
more interested in . 

Yet "we can't refuse to al low someone 
to start the statute of limitations running 
... or force them into an unlimited statute 
of limitations," said O'Donnel l . 

H e commented that if the issue ever 
did arise as to whether a Schedule P was 
filed by itself, and the statute of 
limitations had been started and r u n , 
"... it w o u l d become a question for the 
courts,"said O'Donnel l . "Our guess is 
that tlie court w o u l d accept a w e l l 
supported case ...whether or not we 
accept the form w o u l d be irrelevant." 

O'Donnel l added that if a custodian/ 
trustee really felt it necessary to start the 
statute running when no 5500EZ is fi led, 
that sending the Schedule P via registered 
mai l might be advised, to provide sup
porting evidence of its having been sent. 

Schedule P and the Bank Customer 

A conservative position for banks that 
serve as the trustee for one-person 
employee benefit trust plans, w o u l d be to 
complete the Schedule P and provide it to 
every such plan holder, and keep a 
record (copy) of it in their bank file. In 
this w a y banks' f iduciary obligations to 
that customer with respect to Schedule P 
reporting have been met, whether or not 
a Form 5500EZ is required or is f i led. 
This is particularly helpful when it is not 
k n o w n whetlier the customer has 
other such plans at other institutions, 
and the amount of Iris/her aggregate 
asset balance. 

Schedule P and the IRS 

Meet ing 
responsibilities to the 
IRS may be another 
matter If a customer 
w i t h less than $100,000 in 
assets should prove to have 
a non-qual i fying p lan , and 
thus owe the IRS tax monies 
plus potential penalties, can 
the IRS argue tor and collect 
from the trustee if the plan funds 
are no longer reachable? 

This scenario is certainly not 
inconceivable. Without a statute of 
limitations for protection, a trustee can 

5500-Series 
Forms Issued 

The 1990 5500-series forms for the 
annual returns/reports of E R I S A -
governed employee benefit plans have 
n o w been issued, as they are each year 
jointly b y the IRS, the Pension Benefit 
Guaranty Corporat ion , and the Pension 
and Welfare Benefits A d m i n i s t r a t i o n . 

A new Schedule E has been a d d e d 
this year for plans containing E S O P 
benefits. 

The forms include: 

F o r m 5500 — for employee benefit 
plans w i t h 100 or more participants. 

Forms 5500-C/R — for EBPs w i t h 
less than 100 participants. 

F o r m 5500EZ — for one-participant 
plans (those w h o have less than 
$100,000 i n assets i n such plans—either 
i n one p lan or i n aggregated plans—are 
not required to file a F o r m 5500EZ). 

Avai lab le n o w also are the f o l l o w i n g 
schedules for the 5500-series forms: 

Schedule A (insurance informat ion 

Schedule B (actuarial information) 

Schedule C (service provider & 
trustee information) 

Schedule E (employee stock 
ownership p l a n — E S O P — i n f o ) 

Schedule SSA (may be needed for 
separated participants) 

Schedule P (filed to begin the 3-year 
statute-of-limitations term) 

These forms and schedules are 
available f rom IRS—cal l 1-800-424-3676 
8 a.m. to 5 p . m . (weekdays) and 9 a.m. 
to 3 p . m . (Saturdays). I Q 

r ightful ly feel 
vulnerable. 

A Model 
Letter 

A s imi lar ly 
conservative 

posit ion w o u l d 
be to provide the 

IRS w i t h a copy of 
Schedule P for 

every one-
participant plan, 

accompanied by a message 
' s imilar to the fo l lowing: 

"We are herewith p r o v i d i n g the 
IRS w i t h a copy of the Schedule P 

return for every one-participant trust 
plan w h i c h we administer, whose 
participants may or may not be f i l ing a 

Continued on page 3 
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Form 8300 for Cash 
IRA Transactions? 

In Januar)' of 1990 the Internal 
Revenue Service printed a new form, the 
Form 8300, requiring the reporting of cash 
payments over $10,000 received i n a trade 
or business. The form states that "the 
information is useful in criminal , tax and 
regulatory investigations, for instance by 
directing the Federal Government's 
attention to unusual or questionable 
transactions. Trades or businesses are 
required to provide the information 
under 26 u s e 60501." 

This form was also the topic of an 
Internal Revenue Service Notice in 
October 1990 [Notice 90-61, October 1, 
1990]. The Revenue Reconcihation Act of 
November 5,1990 clarified definitions 
and reporting requirements. With al l of 
this information, it was not entirely clear 
how this applied to I R A or other pension 
contributions or transactions. The 
fol lowing information may be helpful to 
you i n handling cash I R A contributions in 
the coming year 

We contacted the office of Robert C . 
Harper, Jr at the Exempt Organizations 
Technical Div i s ion of the IRS, w h o drafted 
the Notice. H i s assistant Tom M i l l e r 
informed us that this question has been 
common, and the reporting required does 
apply to I R A or pension contributions i n 

"excess of $10,000, but only to those that 
are i n cash. 

Cash is defined by the regulations as 
the "coin and currency of the United 
States or of any other country, U.S. notes 
and Federal Reserve notes. It does not 
include bank checks, travelers checks, 
bank drafts, wire transfers or other 
negotiable or monetary instruments not 
customarily accepted as money." 

In the event of a transfer or rollover 
(where the money comes in the form of a 
check or bank transfer) the reporting is 
not necessary. N o r is the reporting 
necessary if the financial institution is 
already required to file a Form 4789, 
Currency Transaction Report. 

Branch banks are considered to be 
separate businesses, and each responsible 
for its o w n reporting unless—in t le 
ordinary course of business—the branch 
w o u l d have reason to know the identity 
of payers making cash payments at other 
branches; that is, if there is a central unit 
that receives all such information. 

General instructions for the form state 
that transactions wi th an initial payment 
in excess of $10,000 must be reported. So 
must two related transactions wi thin 24 
hours totalling over $10,000. If a recipient 
knows or has reason to k n o w that 
transactions occurring over a longer time 
period are related, those must be reported 

Continued on page 4 

Are Participants in 
"Frozen" Plans 
Considered "Active" 
for IRA Purposes? 

What happens if you're a plan 
participant i n a qual i f ied pension or 
profi t -sharing plan whose assets are 
frozen, a n d y o u want to make an I R A 
contribution? A r e y o u sti l l considered 
an active participant, and therefore 
l imited by adjusted gross income (AGI) 
in the I R A amount that is tax 
deductible? 

"Yes," says the IRS. U n d e r such 
circumstances y o u must check box 6 of 
F o r m W-2 indicat ing that y o u are an 
active participant, and f o l l o w the 
normal active-participant rules as they 
apply-to I R A contr ibut ions . 

M o s t such situations involve 
qual i f ied pension or profi t -sharing 
plans affected by statutory changes 
ordered by the Tax Reform A c t of 1986 
( T R A 86). The change w i t h respect to 
these plans took effect on January 1, 
1989. H o w e v e r , due to the complexi ty 
of the amendments necessary under the 
A c t , employers have been g iven u n t i l 
the last d a y of 1992 to amend their 
plans. 

M a n y employers have adopted the 
transitional M o d e l A m e n d m e n t 2 or 
M o d e l A m e n d m e n t 3. U n d e r their 
conditions, no addi t iona l plan benefits 
accrue d u r i n g the period between 
adopt ion a n d f inal ame nding . 

"Active Status" Yet No Accruing 
Plan Benefits? 

W h a t at first glance may seem an 
injustice m a y i n most circumstances not 
be so. The IRS has indicated that 
adopt ion of the M o d e l 2 or 3 
A m e n d m e n t s by an employer usual ly 
indicates an intent by the employer to 
continue p r o v i d i n g p l a n benefits once 

the amendment takes effect, i n c l u d i n g 
p r o v i d i n g them on a retroactive basis. 

This being the case, the IRS has 
opted for retaining active status for the 
plan member, if they otherwise qual i fy 
under the guidance previously given by 
the IRS in Not ice 87-16. 

T i l l s posi t ion is no doubt taken 
because of the difficulties that w o u l d 
arise if p l a n participants w h o were 
temporari ly not accruing quahf ied p l a n 
benefits were a l l o w e d to make 
deductible contributions to other plans 
such as I R A s , and then subsequently 
received retroactive qual i f ied pension 
or profi t -sharing p lan contributions 
f rom their employers . This c o u l d — 
depending on the participants' A G I — 
make their pr ior I R A contributions 
excesses, w i t h accompanying penalties. 

If Retroactive Benefits Are Not 
Provided . .. 

Whi l e it is the n o r m for employers to 
prov ide retroactive benefits, the M o d e l 
A m e n d m e n t s d o not require this. But if 
the employer does not intend to 
continue benefits, it w o u l d very l ike ly 
not adopt M o d e l A m e n d m e n t s 2 or 3. 
W h e n the employer does not intend to 
prov ide retroactive accrued benefits, 
then p lan participants are N O T 
C O N S I D E R E D A C T I V E 
P A R T I C I P A N T S for purposes of 
part ic ipation i n other plans. 

Schedule P's Purpose—Continued from page 2 

Form 5500EZ. We seek the same 
protection of the statute of hmitations as 
that afforded to trustees whose 
customers must and do file Form 
5500EZ, and w h o thereby begin the 
running of that statute. 

Copies of the schedules w i l l be kept in 
our files, i n the event that verification of 
the date of f i l ing and tlie start of the 
running of the statute of l imitations is 
needed. 

We are aware that IRS in the past has 
had no system for accepting and f ihng 
the Schedule P if it is not submitted wi th 
a 5500-series form, and that you have 
provided instructions not to submit it in 

such fashion. However , this pol icy is 
viewed by us as one that does not 
provide trustee entities w i t h tire fu l l 
statute-of-limitation protection that they 
should be afforded. For that reason we 
have made this submission." 

Since an IRS representative has 
described the agency as comparatively 
less interested in the fiduciary/Schedule 
P consequences of plans not required to 
file Schedule P (under $100,000), this 
may seem an unnecessarily elaborate 
step to take for purposes of self-
protection. That is a decision you as a 
trustee institution must make yourself, 
based o n the plans y o u administer, and 
therefore your potential level of risk, 
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Form 8300—Continued from page o 
as wel l . Furthermore if a l l the 
transactions are related and wi th in a one 
year period tally more than $10,000, the 
form must be used to report those 
transactions. 

Qual i fy ing transactions must be 
reported within 15 days of receipt. This 
15-day deadline begins to run at the time 
the aggregate amounts exceed $10,000. If 
two or more separately reportable 
transactions occur within 15 days of one 
another they may be reported on the same 
Form 8300, but the due date is 15 days 
after the first transaction. 

Businesses f i l ing the return must f i l l in 
the identification mformation on the 
blanks of the return. If the recipient 
knows that the payer is an agent of 
another, this w i 1 be hvo parties instead of 
one. By regulation, the identity of the 
payer must be verified by the usual form 
of identification, such as passport, 
immigration document, driver's license or 
credit card. 

A statement of the information that 
was filed on the form must be given to the 
payer in any form by January 31 of the 
year fo l lowing the transaction. Copies of 
the returns must be kept for five years. 

The form may also be filed in the event 
that the recipient views a transaction as 
suspicious. There is a special box to be 
checked in that instance. Penalties for not 
reporting to the IRS as required, or for 
filing fraudulent reports, are set out on 
the instructions and are both c ivi l and 
criminal , and include up to five years 
imprisonment. 

A t this printing we are unaware of 
specific penalties for failing to provide 
this information to customers by 
January 31. 

Correction to Calculation 
for Self-Employed 

In the January, 1991 Pension Digest 
newsletter w e erred i n the discussion of 
the new method to be used to calculate 
the deductible contribution amount for 
a sel f -employed person contributing to 
a K e o g h or a SEP for 1990. 

For the purpose of calculating the 
proper contribution amoimt for a self-
e m p l o y e d person, w e were correct in 
stating that a sel f -employed person 
must adjust (i.e. reduce) his or her net 
earnings b y two amounts: (1) the 
deduct ion w h i c h he or she is a l l o w e d to 
take for sel f -employment taxes and (2) 
the deduct ion amount for his or her 
pension contribution. 

In general, the deduct ion amount for 
sel f -employment taxes equals 50% of 
the amount w h i c h he or she must pay in 
self -employment taxes. 

We erred i n calculating what the self-
employment tax amount w o u l d be. 

In our first example, w e erred i n 
calculating the sel f -employment tax 
because w e mult ipl ied ' the net income of 
$50,000 by 15.30% to determine such 
tax. It is not this s imple. If one 
m u l t i p l i e d the net earnings by .1530, the 
i n d i v i d u a l w o u l d pay too m u c h self-
employment tax. 

Internal Revenue C o d e sections 1401 
and 1402 define the assessment of the 
self -employment tax. Section 1402(a) 
defines net earnings as gross income 
from a trade or business, less related 
business expenses, less the deduct ion 
p r o v i d e d by 1402(a)(12). Subsection 
(12) provides for a special deduct ion 
equal to the net earnings (determined 
without regard to this paragraph) times 
50% of the s u m of the tax rates of 
section 1401(a) and (b) for such year. 

The best w a y to determine and 
illustrate the calculation of a self-

Sectlon A—Short Schedule SE (Read above to see if you must use the long Schedule SE on the back (Section B).) 

1 Net farm profit or (loss) from Schedule F (Form 1040), tine 36, and farm partnerships. Schedule K-l 
(Form 1065), line 15a . . . . 1 

2 Net profit or (loss) from Schedule C (Form 1040), line 29, and Schedule K-l (Form 1065), line 15a 
(other than farming). See Instructions for other income to report. . 2 50,000 00 

3 Combine lines I and 2. Enter the result 3 50,000 00 
4 Multiply line 3 hy .9235. Enter the result. If the result is less than $400, do not file this schedule; you 

do not owe self-employment tax > 4 46,175 00 
5 Maximum amount of combined wages and self-employment earnings subject to social security or 

fsiirosd letitement (tier l)t3x for 1990 
6 Total sociai security wages and tips (from Forrr!(s) W-2) and railroad retirement compensation (tier 1). 

Do not include Medicare qualified govern,7ient wages on this line 
7 Subtract tine 6 from line 5. Enter the result. If the result is zero or less, do not file this schedule: you do 

not owe sell-employment tax • 

5 $.51,300 00 
5 Maximum amount of combined wages and self-employment earnings subject to social security or 

fsiirosd letitement (tier l)t3x for 1990 
6 Total sociai security wages and tips (from Forrr!(s) W-2) and railroad retirement compensation (tier 1). 

Do not include Medicare qualified govern,7ient wages on this line 
7 Subtract tine 6 from line 5. Enter the result. If the result is zero or less, do not file this schedule: you do 

not owe sell-employment tax • 

« 0 00 

5 Maximum amount of combined wages and self-employment earnings subject to social security or 
fsiirosd letitement (tier l)t3x for 1990 

6 Total sociai security wages and tips (from Forrr!(s) W-2) and railroad retirement compensation (tier 1). 
Do not include Medicare qualified govern,7ient wages on this line 

7 Subtract tine 6 from line 5. Enter the result. If the result is zero or less, do not file this schedule: you do 
not owe sell-employment tax • 7 51,300 00 

8 Enter the smaller of line 4 or Sine 7 8 46,175 00 

9 Rate of tax 9 X.163 

10 Seif-empioyment tax. if line S is $51,300, enter $7,84S.90. Otherwise, muttipiy the amount on line 5 
by the decimal amount on line 9 and e.nter the result. Also enter this amount on Form 1040, line 48 . JO 7,065 78 

employed's self -employment tax is to 
complete the 1990 F o r m SE. L i n e 4 is 
the special deduct ion authorized by 
subsection (12). 

Set forth below is a completed 
sample of the SE form us ing net 
earnings of $50,000, the same amount as 
i n example #1 of the January newsletter. 

This calculation shows the self-
employment tax to be $7,064.78 and not 
the $7,650 as or ig inal ly s h o w n . Thus , 
the $50,000 is to be reduced by $3,532.39 
(50% of $7,064.78) and then m u l t i p l i e d 
by the special percentage of 13.04348%. 
The proper contribution amount is then 
$6,060.99 rather than the $6,022.61 as 
s h o w n i n the January newsletter. 

N o error was made in the second 
example because the tax rate of .1530 is 
appl ied against the m a x i m u m amount 
of $51,300. This w i l l be the case 
whenever the net earnings times .9235 is 
equal or greater than $51,300. Thus , any 
time the net earnings are more than 
$55,549.54 ($55,549.54 x .9235 = $51,300), 
the sel f -employment tax w i l l be the 
m a x i m u m of $7,848.24 and the 50% 
deduct ion amount w i l l be $3,929.45. 

The IRS has recentiy issued the 1990 
Publ icat ion 560—Retirement Plans for 
the Se l f -Employed. O n page three, the 
followdng worksheet is used to calculate 
the contribution amount for a self-
e m p l o y e d person. We recommend the 
use of this worksheet. 

For Paperwor1( Rtducllon Act Notice, s*« Form 1040 Instructions. Sdwdult SE (Form 1040) 1990 

S * l f - E m p l o y « d Person'* Rata W o r f c s h « a t 

1) Plan contrtbutton rate as a doctmal (for 
oxampte. 10% would Ije 0.10) 

2) Rase in U n o 1 Pius 1, a s a cfocimal (for 
example, 0.10 plus t would be 1.10) 

3> OMOe Une 1 by Une 2. Tnis is your self-
omployod rate as a decimal 

F i g u r i n g y o u r d e d u c t i o n . N o w that you tiave 
your se l f - employed rate, you c a n figure your 
deduct ion (or contributions on betialf of yourself 
tsy complet ing tf>e following s teps : 

St*p 1 
Enter your rats trom t.he Sclf-Empfoyod 
Person's Bsie Table or Sen-Employed 
Person's Rmte Woricsheet 

St*p 2 
Entar the arrxxint ol your net earnings 
from U r ^ 29. Sctiedufc C (Form ICWO) 
or (Joe 36. Scr>eduie F (Form 1040) S 

Step 3 
Enter your d e d u c t i o n for self-
eniptoyment tax t rom Line 25 . F o r m 
1040 

Step 4 
Subtract S tep 3 t rom Step ^ and enter 
the amount $ 

Step S 
Multiply S t e p "* by S t o p 1 a n d enter the 
arYKHJnt 

S t e p s 
Multiply $209,200 by your plan 
contribution ra le . Enter the result t>ut 
rx>t more than S30,000 S 

Step 7 
Enter tt>e smaller of Step 5 or Step 6. 
This is your deduclible contribution. 
Enter this amount on Lirw 27, Form 
1040 S 
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