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Alternatives for Preparing IRA Statements and Forms 
T l i e p u r p o s e of this art icle is to discuss 

the v a r i o u s m e t h o d s w h i c h a n I R A 
c u s t o d i a n / t r u s t e e m a y use to satisfy the 
I R A r e p o r t i n g requirements i m p o s e d b y the 
IRS w i t h respect to r e p o r t i n g c o n t r i b u t i o n s 
a n d the year e n d fair m a r k e t va lue . T h e 
d i s c u s s i o n is not o n l y m a d e w i t h respect to 
the 1991 r e p o r t i n g year, b u t w o u l d a p p l y for 
other years as w e l l . 

A n I R A c u s t o d i a n / t r u s t e e is required to 
f u r n i s h the IRS w i t h certain i n f o r m a t i o n 
a n d to f u r n i s h the I R A a c c o u n t h o l d e r 
a n d / o r beneficiary, w i t h certain 
i n f o r m a t i o n . 

T h e genera l ru le is that the i n f o r m a t i o n 
w h i c h the I R A c u s t o d i a n m u s t f u r n i s h to 
the IRS m u s t also be f u r n i s h e d to the 
a c c o u n t h o l d e r a n d / o r beneficiary. 

W h a t differs is w h e n the I R A c u s t o d i a n 
m u s t f u r n i s h this i n f o r m a t i o n . A s the 
d i s c u s s i o n b e l o w indicates there are 
different t ime deadl ines for f u r n i s h i n g this 
i n f o r m a t i o n to the a c c o u n t h o l d e r versus the 
IRS. 

Wliy must the IRA custodian furnish 
reports to the accountholder and to the 
IRS? 

T h e a c c o u n t h o l d e r needs this 
i n f o r m a t i o n to prepare his or her federal 
i n c o m e tax re turn . L i k e w i s e , the IRS w i l l 
use this i n f o r m a t i o n to d e t e r m i n e if the 
a c c o u n t h o l d e r / t a x p a y e r has h a n d l e d their 
I R A transactions correct ly on their federa l 
i n c o m e tax re turn . 

Deadlines and Requirements With 
Respect to the IRS 

T h e I R A c u s t o d i a n m u s t comple te a 1991 
F o r m 5498 (or its magnet ic m e d i a 
equivalent ) on or before June 1,1992 as ; q i 

f o l l o w s . 

T h e IRS m u s t be sent a c o m p l e t e d F o r m 
5498 for each I R A a c c o u n t h o l d e r a n d 
certain benefic iaries . A n I R A 
c u s t o d i a n / t r u s t e e m u s t generate a F o r m 
5498 i f a n a c c o u n t h o l d e r or benef ic iary has 
m a d e a regular or s p o u s a l I R A c o n t r i b u t i o n , 
a r o l l o v e r c o n t r i b u t i o n or has a fa ir m a r k e t 
v a l u e balance as of D e c e m b e r 31,1991. W i t h 
respect to a n I R A a c c o u n t h o l d e r w h o d i e d 

d u r i n g the year, the same rules a p p l y to 
d e t e r m i n e if a F o r m 5498 m u s t be p r e p a r e d , 
except t i m i n g for the fair market v a l u e is 
the date of death a n d not D e c e m b e r 31,1991. 
R e m e m b e r that c o n t r i b u t i o n s to i n h e r i t e d 
I R A accounts are not permiss ib le . 

Deadlines and Requirements With 
Respect to IRA Accountholders and 
Beneficiaries 

There are t w o i tems w h i c h the I R A 
c u s t o d i a n m u s t report : (1) the fair market 
v a l u e as of 12-31-91 a n d (2) the reportable 
cont r ibut ions . 

T h e fair market v a l u e as of 12-31-91 
i n f o r m a t i o n m u s t be p r o v i d e d o n or before 
January 31,1992. T h e I R A c u s t o d i a n can 
f u r n i s h this i n f o r a i a t i o n i n a n y w r i t t e n 
format . 

T h e c o n t r i b u t i o n i n f o r m a t i o n can be 
p r o v i d e d o n or before M a y 31,1992. T h e I R A 
c u s t o d i a n c a n choose to use the IRS F o r m 
5498, or a subst i tute F o r m 5498. 

T h i s article w i l l d iscuss the " p r o p e r 
p r o c e d u r e s " a n d w h e n v a r i o u s al ternatives 
are used to report the fair m a r k e t v a l u e a n d 
c o n t r i b u t i o n i n f o r m a t i o n . 

Before d i s c u s s i n g the al ternat ives , it 
m u s t be r e m e m b e r e d that there m a y be a 
difference be tween the r e p o r t i n g the IRS 
mandates a n d the r e p o r t i n g a bank chooses 
to f u r n i s h its I R A accountholders . 

M a n y I R A custodians w i l l f u r n i s h their 
I R A accountholders a c o m p r e h e n s i v e 
statement o n or before January 31,1992, i n 
the f o l l o w i n g format : 

Beginning Balance as of 1-1-91 
Plus Regular and Spousal 

Contributions for 1990 
Plus Regular and Spousal 

Contributions for 1991 
Plus Rollover Contributions in 1991 
Plus Transfer Contributions in 1991 
Plus bjterest Credited in 1991 
Less Distributions in 1991 
Ending Balance (Fair Marlcet 

Value) as of 12-31-91 

W h e n a n I R A c u s t o d i a n uses s u c h a 
c o m p r e h e n s i v e statement it furnishes the 
I R A a c c o u n t h o l d e r w i t h m o r e i n f o r m a t i o n 

than is r e q u i r e d b y the IRS. T h e IRS requires 
the r e p o r t i n g o n l y of reportable 
contr ibut ions (not transfers a n d S E P 
contr ibut ions) a n d the year e n d fair m a r k e t 
va lue . N o t e that interest or a n y other type 
of earn ings are not r e p o r t e d to the I R S ' 

¥air Market Value Reporting 
Alternatives 

W h a t , then, are a n I R A custodian ' s 
al ternatives for r e p o r t i n g the 12-31-91 fa ir 
market v a l u e o n or before January 31,1992? 

A l t e r n a t i v e #1 is to use a cus tomer 
statement. 

A l t e r n a t i v e #2 is to use the IRS F o r m 
5498. There are t w o subal ternat ives : (1) 
comple te o n l y box 4 or (2) comple te boxes 1, 
2 a n d 4 w i t h the i n f o r m a t i o n as of 
D e c e m b e r 31,1991. 

If a cus tomer statement is to be u s e d to 
satisfy the IRS r e p o r t i n g requirements , then 
the I R A c u s t o d i a n m u s t m a k e sure that it 
contains the p r o p e r i n f o r m a t i o n a l messages 
as d i s c u s s e d i n the N o v e m b e r P e n s i o n 
Digest . 

If the IRS F o r m 5498 is f u r n i s h e d i n 
January, then the I R A c u s t o d i a n w i l l need a 
p r o c e d u r e to f u r n i s h the f i n a l F o r m 5498 to 
those w l i o m a d e (carryback) c o n t r i b u t i o n s 
i n 1992 for 1991. W e d o not r e c o m m e n d 
u s i n g the IRS F o r m 5498 i n J a n u a r y of 1992, 
as w e foresee real p r o b l e m s w i t h i n d i c a t i n g 
to the I R A a c c o u n t h o l d e r w h a t ILIS or her 
" f i n a l c o n t r i b u t i o n " a m o u n t s are. That is , 
h o w does the a c c o u n t h o l d e r d i s t i n g u i s h 
be tween the f irst F o r m 5498 w h i c h w a s 
issued a n d a n y later one? F o r this reason, 
w e d o not r e c o m m e n d u s i n g the IRS F o r m 
5498 to satisfy the January statement 
requirement . 

Contributions Reporting Alternatives 
A l t e r n a t i v e #1. A n I R A c u s t o d i a n 

furnishes those I R A accountholders w h o 
m a d e a reportable 1991 c o n t r i b u t i o n the 
c o m p l e t e d F o r m 5498. It is f u r n i s h e d after 
A p r i l 15,1992, but on or before M a y 31st, 
1992. 

W h y use al ternat ive #1? A l l the 
i n f o r m a t i o n w h i c h is r e q u i r e d to be g i v e n 
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Statements—Co«t//!»erf from page 1 

IRS f o r m . B y u s i n g the F o r m 5498, a n I R A 
c u s t o d i a n k n o w s it does not have a 
c o m p l i a n c e p r o b l e m , a s s u m i n g the f o r m 
has been c o m p l e t e d correctly. 

N o t e that u n d e r this a l ternat ive the IRS 
does not require a F o r m 5498 to be 
p r e p a r e d for those I R A accountholders w h o 
d i d not m a k e a reportable c o n t r i b u t i o n . F o r 
those accountholders w h o d i d not m a k e a 
reportable c o n t r i b u t i o n , the IRS does not 
require the I R A c u s t o d i a n to f u r n i s h a F o r m 
5498 or subst i tute statement. T h e IRS has 
r i g h t f u l l y c o n c l u d e d that the f u r n i s h i n g of a 
F o r m 5498 or a substi tute statement w i t h 
o n l y b o x 4 c o m p l e t e d , w o u l d s i m p l y 
d u p l i c a t e the fair m a r k e t v a l u e i n f o r m a t i o n 
w h i c h w a s f u r n i s h e d on the cus tomer 
statement f u r n i s h e d on or before J a n u a r y 31, 
1992. 

A l t e r n a t i v e #2. T h e I R A c u s t o d i a n w i l l 
use the January statement to h a n d l e b o t h 
the fair m a r k e t v a l u e requirement and the 
c o n t r i b u t i o n requirement . T h u s , the I R A 
c u s t o d i a n w i l l prepare o n or before J a n u a r y 
31,1992, a statement (i.e. a subst i tute F o r m 
5498) that w i l l reflect the D e c e m b e r 31,1991 
fair m a r k e t v a l u e a n d the reportable 
cont r ibut ions . 

H o w e v e r , if this a l ternat ive is u s e d , the 
I R A c u s t o d i a n m u s t u n d e r s t a n d that it 
m u s t f u r n i s h a " later s ta tement" if the I R A 
a c c o u n t h o l d e r makes a c o n t r i b u t i o n for 1991 
i n 1992. P r e s u m a b l y , b y r e p o r t i n g 
contr ibut ions o n l y once o n the January 
statement for m o s t I R A accountholders , 
s o m e m o n e y can he saved i n less f o r m 
p r e p a r a t i o n a n d l o w e r m a i l i n g costs. T h i s is 
a sensible a p p r o a c h to r e p o r t i n g fa ir m a r k e t 
v a l u e a n d cont r ibuf lons . 

W A R N I N G : A n y t ime a subst i tute 5498 
f o r m is u s e d rather than the ac tua l F o r m 
5498, the IRS has stated v e r y c lear ly i n its 
ins truct ions that it is i m p o r t a n t that the 
i n c o m e tax i tems o n this subst i tute 
statement be p r o p e r l y c lass i f ied for federal 
i n c o m e tax purposes . T h e IRS requires that 
the f o l l o w i n g message appear on the 
statement - " T h i s i n f o r m a t i o n is b e i n g 
f u r n i s h e d to the Internal R e v e n u e Serv ice . " 

In a d d i t i o n , the IRS requires that the I R A 
c u s t o d i a n p r o v i d e the rec ipient w i t h 

apphcab le ins t ruct ions s i m i l a r to those that 
appear o n the back of the rec ipient 's c o p y 
of the F o r m 5498 so that the i n f o r m a t i o n 
m a y be p r o p e r l y u s e d b y the rec ipient i n 
m e e t i n g his or her tax obhgat ions . 

In p l a i n E n g l i s h , this means that the I R A 
a c c o u n t h o l d e r is ent i t led to receive the 
explanat ions for B o x 1, B o x 2 a n d B o x 4 of 
F o r m 5498 or s i m i l a r language . A n d , the 
a c c o u n t h o l d e r is ent i t l ed to k n o w 
spec i f i ca l ly w h a t i n f o r m a t i o n is b e i n g 
f u r n i s h e d to the IRS. A g a i n , certain 
c o n t r i b u t i o n s are not repor ted , nor is 
interest repor ted . 

Therefore, if y o u r a p p r o a c h as an I R A 
c u s t o d i a n / t r u s t e e is to report contr ibut ions 
o n y o u r J a n u a r y statement, then y o u m u s t 
i n c l u d e the m e s s a g e s / i n s t r u c t i o n s for boxes 
I, 2 a n d 4 s o m e w h e r e o n y o u r J a n u a r y 
statement. A m o r e conservat ive a p p r o a c h 
w o u l d be to g i v e comple te 5498 
m e s s a g e / i n s t r u c t i o n s , but indica te that box 
3 ( e n d o w m e n t contracts) does not a p p l y 

If these m e s s a g e s / m s t r u c t i o n s are not 
i n c l u d e d , then there is a n o n c o m p l i a n c e 
p r o b l e m . F r o m the a u d i t s w e c o n d u c t , w e 
c o n c l u d e that most statements at this t ime 
d o not conta in the necessary messages. Y o u 
m a y have to talk w i t h y o u r data process ing 
sof tware people to resolve this p r o b l e m . 

W e w o u l d also r e c o m m e n d that a n I R A 
c u s t o d i a n s h o u l d also p u t the 
a c c o u n t h o l d e r o n notice that if he or she 
does m a k e a c o n t r i b u t i o n in 1992 for 1991 
that y o u w i l l be s e n d i n g the cus tomer a n 
a d d i t i o n a l statement w h i c h w i l l s h o w the 
" f i n a l c o n t r i b u t i o n " i n f o r m a t i o n w h i c h w i l l 
be f u r n i s h e d to the IRS. 

Summary 
W h i l e the r e p o r t i n g of y e a r - e n d fair 

n iarket va lues ( F M V ) and c o n t r i b u t i o n s to 
the IRS is pret ty m u c h a c u t - a n d - d r i e d 
matter, there is m o r e t h a n one w a y to report 
these i tems to customers a n d yet r e m a i n i n 
c o m p U a n c e w i t h IRS regulat ions . 

In par t icular , y o u h a v e v a r i o u s o p t i o n s 
for r e p o r t i n g to y o u r cus tomers , b u t s o m e 
m a y be "safer" than others. 

1) O n e a p p r o a c h is to use the IRS F o r m 
5498 for the J a n u a r y 31 F M V r e p o r t i n g , 
c o m p l e t i n g o n l y B o x 4 ( F M V ) . A n o t h e r 

F o r m 5498 w i l l later need to be sent (by 
M a y 31) w i t h the 1991 c o n t r i b u t i o n a m o u n t . 

2) A n o t h e r is to report b o t h the F M V 
a n d (1991) c o n t r i b u t i o n s o n the 5498 b y 
J a n u a r y 31 ( c o m p l e t i n g boxes 1, 2, a n d 4). 
B u t this w i l l require that a s e c o n d 5498 be 
sent to each cus tomer w h o m a k e s 1992 
contr ibut ions for 1991 (carryback 
contr ibut ions) . 

W e d o not r e c o m m e n d either 1 or 2 
above , because they can be p o t e n t i a l l y 
c o n f u s i n g to cus tomers , m a n y of w h o m w i l l 
n e e d to be t o l d w h i c h F o r m 5498 w a s sent 
to the IRS. W e are not e v e n sure if the IRS 
w o u l d a l l o w the issuance of t w o o r i g i n a l 
F o r m 5498s. 

3) A th i rd a p p r o a c h is to use a cus tomer 
statement to s e n d F M V o n or before 
J a n u a r y 31, and to f u r n i s h the 5498 b y M a y 
31 w i t h f i n a l 1991 c o n t r i b u t i o n i n f o r m a t i o n . 
T h i s means that every customer w h o m a d e 
a c o n t r i b u t i o n for 1991—whether i n 1991 or 
as a carryback before A p r i l 15 of 1 9 9 2 — w i l l 
receive t w o m a i U n g s . B u t it's a safe, n o n -
c o n f u s i n g a p p r o a c h . Those w h o d i d not 
m a k e a c o n t r i b u t i o n w i l l receive o n l y one 
m a i U n g . 

4) A f o u r t h a p p r o a c h is to use the 
cus tomer statement to report to the 
a c c o u n t h o l d e r b o t h the F M V a n d a n n u a l 
c o n t r i b u t i o n b y J a n u a r y 31. T h i s w i l l satisfy 
a l l requirements for those customers w h o 
m a k e n o c o n t r i b u t i o n s i n 1992 for 1991. 

T h e n , send the F o r m 5498 or another 
subst i tute statement o n l y to those 
customers w h o m a d e 1991 contr ibut ions i : ''^ 
1992 (carrybacks) . T h e percentage of a 
bank 's total I R A customers n e e d i n g this 
w i l l v a r y b y bank . B u t it w i l l a l w a y s be 
smal ler than the total n u m b e r of those 
m a k i n g c o n t r i b u t i o n s for 1991. T h u s , time, 
l abor a n d m a i l i n g cost w i l l be s a v e d b y this 
a p p r o a c h . 

W h i l e w e feel that a p p r o a c h #3 is 
safest, w e are a lso c o m f o r t a b l e w i t h 
a p p r o a c h #4. Be a w a r e that the s p e c i a l 
l a n g u a g e w h i c h m u s t be c o n t a i n e d o n the 
statement var ies d e p e n d i n g u p o n w h i c h 
a p p r o a c h is u s e d . F p 

Example of Form 5498 Instructions 
Aftnaricial institution sending IRA 

statements to customers may choose to use 
only those excerpts from the Form 549S 
instructions that are appropriate to explain 
its reports. 

Hoivever, a more thorough approach 
may be to send the complete instructions -
in any format - indicating which box 
number inforamtion applies or does not 
apply. In this way you will be sure to 
include key points of information such as: 

- informing the customer that the 
appropriate information has been 
submitted to the IRS, 

- what reportable contributions were 
made, and 

- describing the fair market value 
(FMV) and the possible handling of this 
entry in the event of accountholder death. 

Instructions to Participant 
The Information in Boxes 1, 2 , 3 , and 4 has been submitted 
to the Internal Revenue Service by the trustee or issuer of 
your individual retirement arrangement (IRA) to report 
regular or rollover contributions made to your IRA and the 
value of your IRA or simplified employee pension (SEP) 
account. 

If you or your spouse were an active participant in an 
employer's pension plan, your IRA contributions may not be 
deductible. See your Form 1040 or 1040A instructions for 
details. 

Box 1.—The amount shown is the contributions for 1991 
made In 1991 and through April 15, 1992, to an IRA. 

Box 2.—This is the amount of any rollover you made in 
1991. You must report the total distribution you received 
from your IRA on the appropriate line of your income tax 
return. Subtract the part of the distribution that was rolled 
over and enter the taxable remainder on the appropriate 
line of your income tax return. But if you have ever made 
any nondeductible contributions to your IRA, use Form 

8606, Nondeductible IRA Contributions, IRA Basis, and 
Nontaxable IRA Distributions, to figure the taxable amount. 
If property was rolled over, see Pub. 590, Individual 
Retirement Arrangements (IRAs). 

Box 3.—For endowment contracts only, this is the amount 
allocable to the cost of life insurance. Subtract this amount 
from your aiiowable IRA contribution included in Box 1 to 
compute the amount allowable for your IRA deduction. 

Box 4.—This is the fair market value (FMV) of your 
account at the end of the year. However, if a decedent is 
shown as the participant on this form, it may be the FMV at 
date of death. If a decedent's name is shovi/n as the 
participant and the FMV shown is -0- , the executor or 
administrator of the decedent's estate may request a 
date-of-death valuation from the financial institution. 

The trustee or issuer of the plan may use the other boxes on 
this form to give you more information about your IRA. 

You are not required to attach a copy of Form 5498 to your 
income tax return. Keep this form for your records. For 
more information about IRAs, see Pub. 590. 
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SEPs Only Remaining Employer 
Option to Shelter 1991 Plan Funds 

T h e d e a d h n e m a y h a v e p a s s e d for y o u r b u s i n e s s c u s t o m e r s to es tabUsh a 
t r a d i t i o n a l " q u a l i f i e d re t i rement p l a n " , b u t there 's s t i l l t i m e for t h e m to es tab l i sh a 
p l a n that w i l p r o v i d e tax benef i ts to their c o m p a n y , a n d r e t i r e m e n t p l a n n i n g a n d tax 
a d v a n t a g e s to e m p l o y e e s . 

T h a t p l a n is a S i m p l i f i e d E m p l o y e e P e n s i o n , better k n o w n as a S E P , a n d the _ 
d e a d l i n e is the tax f i l i n g d e a d l i n e ( A p r i l 15), p l u s ex tens ions , fo r a b u s i n e s s ent i ty 
w i t h a c a l e n d a r - y e a r tax year . 

A SEP is...? 

A S i m p l i f i e d E m p l o y e e P e n s i o n uses I R A d o c u m e n t a t i o n a n d p e r m i t s a n 
e m p l o y e r (or s e l f - e m p l o y e d person) to m a k e t a x - d e d u c t i b l e r e t i r e m e n t c o n t r i b u t i o n s 
o n beha l f of those e m p l o y e e s . 

S E P s are e s p e c i a l l y a t t rac t ive because they a l l o w e m p l o y e e s to m a k e larger tax-
d e f e r r e d c o n t r i b u t i o n s t h a n I R A s d o , u p to 15% of a n n u a l e a r n i n g s , o r $30,000, 
w h i c h e v e r is less. (By a s p e c i a l a d j u s t e d c a l c u l a t i o n , the s e l f - e m p l o y e d i n d i v i d u a l has 
a m a x i m u m 13.043% l i m i t . ) A n I R A o n the o ther h a n d , has a $2,000 l i m i t , or $2,250 if 
a s p o u s a l I R A . 

Your Institution Can Meet This Need 

Y o u r b u s i n e s s c u s t o m e r m a y l o o k e l s e w h e r e for the i r S E P p l a n d o c u m e n t , s u c h as 
a n a c c o u n t a n t , b u t y o u r i n s t i t u t i o n c a n serve the i r needs a l m o s t as e a s i l y as w i t h a n 
I R A , a n d c a n reap the benef i ts of c o m p l e t i n g the c irc le of serv ice , b y m e e t i n g o n e 
m o r e i m p o r t a n t need for that c u s t o m e r 

Plan Options 

A S E P p r o t o t y p e , c u s t o m d e s i g n e d S E P p l a n , or the IRS M o d e l F o r m 5305-SEP 
c a n be u s e d to o p e n a S E P p l a n for y o u r c u s t o m e r T h e 5305 -SEP a p p r o a c h is easy for 
a n y i n s t i t u t i o n to offer, a n d m a y be o b t a i n e d at n o cost f r o m the IRS. P e n s i o n services 
p r o v i d e r s s u c h as C o l l i n W . F r i t z a n d A s s o c i a t e s c a n a lso m e e t this n e e d for y o u r 
i n s t i t u t i o n . A S E P p r o t o t y p e , h o w e v e r , p r o v i d e s s t i l l greater f l e x i b i l i t y , a l l o w i n g s u c h 
t h i n g s as c o n t r i b u t i o n s f a v o r i n g cer ta in classes of e m p l o y e e s s u c h as the h i g h l y 
c o m p e n s a t e d (often the o w n e r s ) , or a l l o w i n g a f i sca l tax y e a r 

T h o u g h y o u r bus iness c u s t o m e r bears u l t i m a t e r e s p o n s i b i l i t y for p l a n accuracy , 
y o u c a n h e l p those c u s t o m e r s w h o are n o t w i s e i n the w a y s of p e n s i o n p l a n s . It's 
r e a l l y as s i m p l e as: 

L i n e 1 - f i l l i n g i n the n a m e of the b u s i n e s s 

L i n e 2 - se t t ing the age r e q u i r e m e n t s for e m p l o y e e s to p a r t i c i p a t e i n the p l a n ; 
u s u a l l y 21 , or N / A if a o n e - p e r s o n b u s i n e s s 

L i n e 3 - se t t ing years -o f - serv ice m i n i m u m , i f a p p l i c a b l e 

L i n e 4 - i n d i c a t i n g w h e t h e r the p l a n w i l l i n c l u d e e m p l o y e e s r e p r e s e n t e d b y a 
c o l l e c t i v e - b a r g a i n i n g a g r e e m e n t ( u n i o n ) ; m o s t p l a n s w i l l n b f . ' 

L i n e 5 - i n d i c a t i n g w h e t h e r the p l a n w i l l i n c l u d e a n y e m p l o y e e s e a r n i n g less t h a n 
$300 for the c u r r e n t year ; m o s t bus inesses w i l l not . 

W h i l e m o s t bus inesses m a y use the F o r m 5305-SEP to o p e n a S E P p l a n , s o m e 
cannot . These i n c l u d e : 

a) a n e m p l o y e r c u r r e n t l y m a i n t a i n i n g a n o t h e r re t i rement p l a n . 

b) a n y e m p l o y e r w h o n o w — o r has e v e r — m a i n t a i n e d a d e f i n e d benef i t q u a l i f i e d 
p l a n . 

c) a n e m p l o y e r w h o is p a r t o f a " c o n t r o l l e d g r o u p , " a n a f f i l i a t e d serv ice g r o u p , or 
w h o m a k e s use of l eased e m p l o y e e s . 

F o r these e m p l o y e r classes, a S E P p r o t o t y p e c a n be u s e d to set u p a S E P p l a n for 
the i r e m p l o y e e s . 

N e x t to I R A r o l l o v e r s , a S E P p l a n is the best w a y for a f i n a n c i a l i n s t i t u t i o n to take 
a d v a n t a g e of the o p p o r t u n i t y to rece ive large re t i rement p l a n c o n t r i b u t i o n d e p o s i t s . 
C o n s i d e r i n g its ease of a d m i n i s t r a t i o n a n d the p o t e n t i a l benef i ts , i t ' s a serv ice n o 
i n s t i t u t i o n s h o u l d be w i t h o u t . 

F o r m o r e i n f o r m a t i o n o n h o w y o u c a n serve y o u r b u s i n e s s c u s t o m e r s w i t h a S E P 
p l a n , contact C o l h n W . F r i t z & A s s o c i a t e s at 1-800-346-3961. I Q 

REVOKED I R A S N O W 
REQUIRE CONTRIBUTION, 

D I S T R I B U T I O N R E P O R T I N G 

O n D e c e m b e r 3 0 , 1 9 9 1 , the IRS i s s u e d 
R e v e n u e P r o c e d u r e 91-70, to c l a r i f y 
c o n t r i b u t i o n a n d d i s t r i b u t i o n r e p o r t i n g 
r e q u i r e m e n t s f o r I R A s that are r e v o k e d . A 
" r e v o k e d I R A " is o n e that is t e r m i n a t e d 
w i t h i n s e v e n d a y s of its o p e n i n g . 

Revocation a Customer 
Protection Option 

S e c t i o n 1.408-6(d)(4)(ii) of the i n c o m e 
tax r e g u l a t i o n s p r o v i d e s s o m e p r o t e c t i o n s 
for c u s t o m e r s o p e n m g a n I R A . E i t h e r the 
c u s t o d i a n i n s t i t u t i o n ( w h e r e the I R A is 
o p e n e d ) m u s t p r o v i d e I R A d i s c l o s u r e 
d o c u m e n t s s e v e n (7) d a y s be fore the I R A 
is o p e n e d , o r the a c c o u n t h o l d e r has s e v e n 
d a y s f o l l o w i n g its o p e n i n g to c h a n g e the i r 
m i n d a n d r e v o k e o r " c a n c e l " the I R A . 

N o fee, loss of interest or o ther p e n a l t y 
m a y be assessed the c u s t o m e r r e v o k i n g 
s u c h a n I R A . 

New Rule for Reporting 
Revoked IRA Contributions 

P r i o r to i s s u a n c e of this R e v e n u e 
P r o c e d u r e there h a d b e e n u n c e r t a i n t y 
a b o u t h o w or i f the o p e n i n g d e p o s i t 
( c o n t r i b u t i o n ) a n d the re turnecf f u n d s 
( d i s t r i b u t i o n ) w e r e to b e r e p o r t e d . 

T h e p r i o r p o s i t i o n of C o l l i n W . F r i t z & 
A s s o c i a t e s , L t d . a n d m o s t o t h e r p e n s i o n 
c o n s u l t i n g f i r m s h a d b e e n that the 
c o n t r i b u t i o n s a n d the d i s t r i b u t i o n s 
i n v o l v e d i n a r e v o c a t i o n d i d n o t n e e d to 
be r e p o r t e d . T h e r a t i o n a l e h a d b e e n that 
the I R A w a s treated as n e v e r h a v i n g 
e x i s t e d , a n d t h u s s h o u l d n o t be r e p o r t e d . 

T h e r e w a s o n e c o n c e r n : a n i n d i v i d u a l 
m i g h t t ransfer I R A f u n d s f r o m o n e 
m s t i t u t i o n to a n o t h e r a n d t h e n exercise 
the r e v o c a t i o n r i g h t . I n th is s i t u t i o n , i f the 
n e w I R A c u s t o d i a n d i d n o t r e p o r t the 
" r e f u n d " as a d i s t r i b u t i o n , the I R S w o u l d 
n o t h a v e h a d a n y i d e a that the r e c i p i e n t 
s h o u l d p a y i n c o m e tax o n this d i s t r i b u t e d 
a m o u n t . T h e o l d I R A c u s t o d i a n d i d n o t 
r e p o r t the p a y m e n t , as t h e y p r o p e r l y 
h a n d l e d it as a transfer . In th is s i t u t i o n w e 
f o r m e r l y r e c o m m e n d e d the n e w I R A 
c u s t o d i a n p r e p a r e the F o r m 1099-R. 

Reporting Contributions, 
Distributions on the 5498,1099-R 

T h e I R S therefore a d d r e s s e d this 
s i t u a t i o n b y i s s u i n g R e v e n u e P r o c e d u r e 
91-70, w h i c h a p p h e s to c o n t r i b u t i o n s a n d 
d i s t i i b u t i o n s m a d e after D e c e m b e r 31 , 
1991. D e s p i t e the h m i t e d d u r a t i o n of s u c h 
a n I R A , c o n t r i b u t i o n s a n d d i s t r i b u t i o n s 

Continued on page 4 
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m u s t s t i l l be r e p o r t e d b y use o f F o r m 5498 
f o r c o n t r i b u t i o n s , a n d 1099-R f o r 
d i s t r i b u t i o n s . 

W i t h respect to c o n t r i b u t i o n s , the I R A 
c u s t o d i a n w i l l n e e d to p r e p a r e a F o r m 
5498 for regular , s p o u s a l o r r o l l o v e r 
c o n t r i b u t i o n s , b u t n o t f o r t rans fer o r S E P 
c o n t r i b u t i o n s . 

W i t h respect to d i s t r i b u t i o n s , the I R A 
c u s t o d i a n m u s t p r e p a r e a F o r m 1099-R 
a n y t i m e I R A f u n d s are d i s t r i b u t e d to 
s o m e o n e . T h u s , w h e n a p e r s o n r e v o k e s 
h i s o r h e r I R A , h e o r she is p a i d the i r 
m o n e y a n d the I R A c u s t o d i a n m u s t 
p r e p a r e a F o r m 1099-R to r e p o r t the 
d i s t r i b u t i o n a m o u n t a n d the r e a s o n c o d e . 

W h a t r e a s o n c o d e i s to b e u s e d ? T h e 
R e v e n u e P r o c e d u r e d o e s n o t a d d r e s s th is 
q u e s t i o n . W e c a l l e d the I R S a n d they s a i d 
to u s e r e a s o n c o d e "8" ( w i t h d r a w a l o f a 
c u r r e n t year c o n t r i b u t i o n ) for 1992 
r e p o r t i n g p u r p o s e s . T h e I R S i n d i c a t e d 
that the 1992 1099-R i n s t r u c t i o n s w o u l d 
f u r t h e r c o n f i r m this . F o r r e p o r t i n g y e a r s 
1993 a n d o n w a r d , the I R S i n d i c a t e d that 
there w o u l d be a separate r e a s o n c o d e 
n u m b e r just for r e v o c a t i o n s . 

Must Fair Market Value Be Reported? 

I n m o s t cases o f r e v o k e d I R A s , the 
p e r i o d f r o m e s t a b l i s h i n g to r e v o c a t i o n 
w i l l be w i t h i n the s a m e c a l e n d a r y e a r In 
s u c h cases, the r e v o k e d I R A w i l l h a v e n o 
a c c o u n t b a l a n c e as of D e c e m b e r 31 , a n d 
t h u s n o fa i r m a r k e t v a l u e ( F M V ) to be 
r e p o r t e d . H o w e v e r , i n those u n c o m m o n 
cases i n w h i c h the o p e n i n g / r e v o c a t i o n of 
a n I R A s p a n s the y e a r - e n d , the fa ir m a r k e t 
v a l u e of the I R A m u s t be r e p o r t e d o n the 
F o r m 5498 a l o n g w i t h c o n t r i b u t i o n 
i n f o r m a t i o n . 

F o r f u r t h e r i n f o r m a t i o n o n this n e w 
R e v e n u e P r o c e d u r e , contac t o n e o f the 
r e t i r e m e n t p l a n c o n s u l t a n t s at C o l l i n W . 
F r i t z a n d A s s o c i a t e s , b y c a l l i n g 
1-800-346-3961.1^ 

Just a Reminder 

CWF Retirement Plan Conference 

August 9-12 
Madden's Conference Center 
Brainerd, Minnesota 

P l a n n o w to t a k e a d v a n t a g e o f e x t e n s i v e 
t r a i n i n g i n t h e p e n s i o n t o p i c s o f y o u r 
cho ice , d u r i n g t h i s t h r e e - d a y w o r k ­
s h o p — h e l d a t one o f M i n n e s o t a ' s finest 
r e s o r t s . C a l l 1 -800-346-3961 for m o r e 
i n f o r m a t i o n . 

(Refer back to December's Pension Digest "Extra" 
for a more detailed conference summary.) 

Q u e s t i o n : A c u s t o m e r , age 37, has asked if she c a n w i t h d r a w f u n d s for the 
p u r c h a s e of a h o m e without being s u b j e c t to the 10% excise tax for a d i s t r i b u t i o n 
prior to age 59-1/2. 

• A n s w e r A l t h o u g h C o n g r e s s is c o n s i d e r i n g c h a n g i n g the l a w s so that a f i r s t - t i m e 
h o m e b u y e r w o u l d not be assessed the 10% excise tax, s u c h a l a w has not yet b e e n 
p a s s e d . 

Q u e s t i o n : The interest rate we are paying some of our new I R A c u s t o m e r s is 
3.85%. The p r o j e c t i o n schedule c o n t a i n e d in our I R A forms uses 4%, what must we 
do? 

• A n s w e r T h e I R A p r o j e c t i o n m u s t be d o n e u s i n g a n interest rate n o greater t h a n 
w h a t is o f f e r e d that p a r t i c u l a r c u s t o m e r T h e r e f o r e , y o u m u s t e i ther s w i t c h to a n e w 
I R A f o r m w h i c h uses a n interest rate e q u a l to or less t h a n 3.85% (2% for e x a m p l e ) or 
use s o m e t y p e of s p e c i a l a m e n d m e n t to y o u r e x i s t i n g f o r m . T h e a m e n d m e n t m u s t 
a l s o use a n interest rate less t h a n 3.85%. M o s t I R A f o r m s v e n d o r s w i l l m a k e b o t h 
a l te rnat ives a v a i l a b l e to their c u s t o m e r s . 

Q u e s t i o n : O u r c u s t o m e r has $50,000 in his I R A a c c o u n t . H e has jus t bought a 
condominium. H e closes on it on January 31,1992. H e also just sold his house, but 
he does not c lose on it u n t i l M a r c h 20,1992. He needs c a s h for the c l o s i n g on the 
c o n d o m i n i u m . C a n he w i t h d r a w $45,000 f r o m the I R A a n d use it to buy the 
condominium, but then c o n t r i b u t e $45,000 before the 60-day rollover limit expires. 
The s o u r c e of the $45,000 w o u l d be from the p r o c e e d s of the house sale. 

• A n s w e r T h i s is a r o l l o v e r q u e s t i o n . T h e l a w p e r m i t s a p e r s o n to r o l l o v e r a 
d i s t r i b u t i o n if he c o m p l i e s w i t h the 6 0 - d a y r u l e a n d the o n c e - p e r - t w e l v e - m o n t h 
p e r i o d r u l e . U n d e r e x i s t i n g r u l e s , the IRS does not e x a m i n e h o w those f u n d s w e r e 
u s e d d u r i n g the 6 0 - d a y p e r i o d . S ince the s ize of this t r a n s a c t i o n is q u i t e large , the 
c u s t o m e r s h o u l d be r e l y i n g o n the a d v i c e of h i s or h e r tax a d v i s o r . 

Q u e s t i o n : What s h o u l d be o u r s t a n d a r d a d m i n i s t r a t i v e p r o c e d u r e once we are 
aware that an I R A a c c o u n t h o l d e r has died? 

• A n s w e r Y o u s h o u l d contact the benef i c iar ies as s o o n as p o s s i b l e after y o u are 
a w a r e of the d e a t h . Pre ferab ly , this contact s h o u l d be i n w r i t i n g . Y o u n e e d to i n f o r m 
the benef i c iar ies that t h e y w i l l n e e d to f u r n i s h y o u w i t h the i r i n d i v i d u a l 
i n s t r u c t i o n s — h o w they w i l l w i t h d r a w the ir respec t ive shares. T h e benef i c iar ies n e e d 
to be t o l d their d e a d l i n e s for m a k i n g these e lect ions . Y o u can use a f o r m s u c h as 
C W F ' s #204N — M i n i m u m D i s t r i b u t i o n E l e c t i o n F o r m for I R A Benef i c ia r ies — to 
a c c o m p l i s h this task. 

Q u e s t i o n ; We h a d a n I R A a c c o u n t h o l d e r age 74, with a h u s b a n d age 72. She w a s 
having her required m i n i m u m d i s t r i b u t i o n amount d e p o s i t e d into the joint 
c h e c k i n g a c c o u n t she m a i n t a i n s with her h u s b a n d . She died on January 15,1992. 
S h o u l d we c o n t i n u e to d e p o s i t these funds into the joint c h e c k i n g account? 

• A n s w e r N o . Y o u s h o u l d m a k e sure that y o u r " a u t o m a t i c " or " s c h e d u l e d " 
d i s t r i b u t i o n s w i l l s top once y o u are a w a r e of a n a c c o u n t h o l d e r s d e a t h . W h y ? 

T h e b e n e f i c i a r y of her I R A is n o w e n t i d e d to rece ive the f u n d s . T h i s m a y or m a y 
not be her h u s b a n d . If her h u s b a n d is n o t the benef i c iary , a c o n t i n u a t i o n of the 
p a y m e n t s w o u l d m e a n that the w r o n g p e r s o n w o u l d be r e c e i v i n g the f u n d s . 

If h e r h u s b a n d is the benef i c iary , he w i l l n e e d to d e c i d e h o w he w i l l take h i s 
d i s t r i b u t i o n s . R e m e m b e r that he m u s t c o n t i n u e the s c h e d u l e she set u p , s p e e d it u p , 
or elect to treat h e r I R A as h i s o w n . If she h a d e lected to reca lcula te her o w n l i fe 
e x p e c t a n c y factor, t h e n the s c h e d u l e w o u l d be af fec ted by h e r d e a t h . | ^ 

The Pension Digest invites your questions and comments. 

Please address to — "Check It Out," Collin W. Fritz & Associates, Ltd., 
P.O. Box 426, Brainerd, MN56401. 
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