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Which Identification Number to Use 
for Tax, IRA & Keogh Plan Reporting 
...An Explanation ofEINs, TINs and FINs 

The purpose of this article is to discuss 
w h i c h E I N , T I N or F I N shou ld be used in 
var ious IRA and qual i f ied p l an situatioas. It 
covers those situations in w h i c h a f inancial 
inst i tut ion is an IRA or Q P cus tod ian/ 
trustee, but discusses other situations also. 

The init ials E - l - N stand for Employer 
Identif ication Numt)er, wh i l e T- I -N stands 
for Taxpayer Identif ication Number . The in i 
tials F-I-N stand for Federal IdenHfication 
Number . These terms are often used inter
changeably and this can be confusing. 

The IRS uses these numbers to keep track 
of the var ious tax entities: ind i v idua ls , sole 
proprietors w i t h no employees, sole propr i 
etors w i th employees, partnerships, for-profit 
corporations, not-for profit corporations, 
trusts, estates, trusts associated w i th pension 
plans, etc. 

Essential ly, when a business entity applies 
for such a number , it is a p p l y i n g (per the IRS 
F o r m SS-4) for an Emp loye r Identification 
Number , or E I N . Th is is the on ly identif ica
t ion terminology referenced on the SS-4 form. 

Where the terms T I N and F I N come into 
play, however, is on the var ious report ing 
forms used by the IRS. Some forms may ask 
for a T IN , others an F IN . Thus it is under
standable that both financial inst i tut ion per
sonnel and employers may sometimes be 
confused. W e hope this article sheds some 
l ight on the situation. 

In some situations the d iscuss ion w i l l 
show that it is correct to use on ly one 
E I N / T I N / F I N . In other situations, the n u m 
ber w h i c h shou ld be used w i l l depend on the 
arrangement tsetween the f inancial inst i tut ion 
and the sponsor (as i n a mul t ip l e participant 
Q P plan). For example, the financial instit i j-
tion and the business sponsor ing a Q P p lan 
may decide to a l l ow the financial inst i tut ion 
as the custodian/trustee to prepare the 
1099-R forms and related w i thho l d ing forms 
rather than have these dut ies performed by 
the p lan and the p lan administrator. In this 
case, the E I N of the financial inst i tut ion w i l l 
be used to prepare the F o r m 1099-R and 
related w i thho ld ing forms. 

For the purposes of this article we have 
created a fictitious financial inst i tut ion w i t h 
the name First Na t i o rw l Bank of N e w t o w n . It 
is a corporat ion w i t h 89 employees. It has 
IRAs and qual i f ied plans o n the retail side of 
the bank. Some are self-directed. It has IRAs 
and qual i f ied plans on the trust side of the 
bank and most assets are invested in non-
bank securities/assets. The bank sponsors a 
money purchase p l an and a 401 (k) profit 
shar ing p lan for its o w n el igible employees. 

First National Bank of Newtown as a 
Taxpayer and Employer 

The IRS has issued First Nat iona l Bank of 
N e w t o w n the E I N of 36-1234567. The IRS 
uses this number to specif ical ly identify the 
bank as a tax entity. The corporat ion w i l l 
need to insert 36-1234567 on its corporate 
income tax re turn and also o n Fo rm 941 
w h i c h deals w i t h the w i thho ld ing of payro l l 
taxes f rom the wages of its employees. 

First National Bank of Newtown as a 
Sponsor of a Money Purchase Plan and 
Trust and a 401(k) Profit Sharing Plan 
and Trust for its Own Employees 

The bank corporat ion can sponsor one or 
more qual i f ied plans. Each p l an w i l l have a 
related trust. The rule is that a Q P trust is not 
subject to current taxation as long as the p lan 
is "qua l i f i ed " by meeting IRS standards. 

A s a sponsor of a p lan , the corporat ion w i l l 
be required to file the Fo rm 5500-C/R, w h i c h 
is the plan's tax return. Tfds form asks for the 
Employer Identif ication number wh i ch , of 
course, is 36-1234567. 

The trust for each p lan , however, is a sepa
rate legal entity. The corporat ion shou ld 
request the IRS to issue a special E I N for the 
money purchase trust (let's assume 36-
2222333) and another one for the 401 (k) profit 
shar ing trust (let's assume 36-4455667). 

The special E I N for the Q P trust w i l l be 
used in at least two situations. First, the p lan 
trustee owns the p lan assets on behalf of the 
trust. Thus, the trustee w i l l need to furnish 
the trust's E I N as owner. For example, let's 
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Reclassifying IRA 
"Marital Property" 
Was Not Deemed 
Distribution 

A m o n g the . l u m e r o u s res t r i c t i ons o n 
I R A p lans , are those p r o h i b i t i n g a s s i gn 
ment , l oans , p l e d g i n g as secur i t y , etc., 
w i t h respect to a n I R A ' s assets. A c t i o n s 
s u c h as these are c l ea r l y p r o h i b i t e d , a n d 
resu l t i n a n I R A b e i n g c o n s i d e r e d - o r 
d e e m e d - d i s t r i b u t e d i n that year, w i t h a l l 
of the r e s u l t i n g tax consequences . 

B u t s ome I R A ac t i ons fa l l w i t h i n " g r a y 
a reas " o f the C o d e . T h i s w a s the case i n 
IRS Let ter R u l i n g 9419036. T h i s r u l i n g 
dea l t w i t h a n ag reement b e t w e e n m a r r i e d 
spouses to h a v e a n I R A o w n e d b y one 
spouse rec lass i f i ed as " m a r i t a l p r o p e r t y , " 
w h e n it w o u l d not o t h e r w i s e be so c lass i 
fied u n d e r state l a w . W o u l d this rec lass i f i 
c a t i on of i n d i v i d u a l l y o w n e d I R A assets 
g i ve r ise to a d e e m e d " t axab l e d i s t r i b u 
tion," w i t h r e s u l t i n g tax consequences? 

Here are the case facts in simplified 
summary form: 

T h e state i n w h i c h th is c o u p l e r e s i d ed 
enacted a m a r i t a l p r o p e r t y l a w that gave 
each spouse a n u n d i v i d e d one -ha l f interest 
i n each i t em of m a r i t a l p r ope r t y , w h i c h 
i n c l u d e d mos t f o r m s of i n c o m e , i n c l u d i n g 
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WhenNOTtoBepori 
IRA, QP Asset 
Movements 

W h e n a f inanc ia l i n s t i t u t i o n is c u s t o d i 
a n o r trustee for a n I R A p l a n , or trustee o f 
a qua l i f i e d p l a n for bus iness cus tomers , it 
i s g ene ra l l y r espons ib l e f o r the r e p o r t i n g 
o f ce r ta in m o v e m e n t s o r changes i n p l a n 
assets. In the case of a n I R A , a d i s t r i b u t i o n 
- i n c l u d i n g a r o l l o v e r - is r epor t ed o n 
F o r m 1099-R. A c o n t r i b u t i o n - a lso i n c l u d 
i n g v i a r o l l o v e r - is a lso r epo r t ed , i n th is 
case o n F o r m 5498. In th is m a n n e r , Q P 
d i s t r i b u H o n s are a lso r epo r t ed , o n the 
F o r m 1099-R. 

B u t w h a t h a p p e n s to r e p o r t i n g r e s p o n 
s ib i l i t i es w h e n a f i nanc i a l i n s t i t u t i o n is the 
" r e p o s i t o r y " of p l a n f u n d s , b u t does n o t 
f u n c t i o n i n the ro le of c u s t o d i a n or trustee 
i n the case of a n I R A , o r trustee o f a Q P ? 

Example: An IRA Situation ... 
S u s a n Jones has a n I R A at F i r s t F a r m e r s 

N a t i o n a l Bank , w i t h a n accoun t ba l ance of 
$150,000. S ince the m a x i m u m i n s u r a n c e 
coverage o n this p l a n (and po t en t i a l l y 
o ther p l ans aggregated w i t h it) is 
$100,000, $50,000 of her I R A assets are 
w i t h o u t F D I C insurance p ro t ec t i on . T o 
a v o i d th is risk, $50,000 of her I R A assets 
are m o v e d to Second M a r i n e N a t i o n a l 
B a n k . W h e n r e ce i v ing these f u n d s . S e cond 

M a r i n e m u s t r e co rd w h o is the c u s t o d i 
a n / trustee of the I R A p l a n , a n d c l ea r l y 
ident i f y the p l a n . 

(If a S E P p l a n , th is s a m e ident i f i ca t i on of 
the cus t od i an i n s t i t u t i o n is a lso necessary. ) 

T h e r epo r t i ng that w i l l be d o n e w i t h 
respect to the $50,000 h e l d at S e cond 
M a r i n e w i l l a c tua l l y be done by , a n d 
u s i n g the E I N n u m b e r of. F i rs t F a r m e r s . 
( H o w e v e r , i n this s i t u a t i o n a separate E I N 
for F i rs t F a r m e r ' s N a t i o n a l ' s ro le as 
trustee w o u l d be u s e d , no t its co rpora te 
E I N . See ar t ic le o n page 1 for fu r the r d i s 
cuss ion. ) 

A t 5498 I R A c o n t r i b u t i o n r e p o r t i n g 
t ime . Second M a r i n e N a t i o n a l - w h i c h 
does not p l a y a cus t od i an/ t rus t e e ro le for 
these funds - s h o u l d n o t p r epa re a 5498 
f o r m . Tha t is the r e spons ib i l i t y o f F i rs t 
Fa rmer ' s , the cus tod ian/ t rus t ee . 
D i s t r i bu t i ons are h a n d l e d s i m i l a r l y . If 
Second M a r i n e uses a n I R A da ta process
i n g package that i n c l u d e s 5498 a n d 1099-R 
r epor t ing , this f unc t i on m u s t be " d i s a b l e d " 
w i t h respect to th is account . (If r e co rd 
k e e p i n g is h a n d l e d u s i n g a n o n - I R A sys
tem. Second M a r i n e s h o u l d no t p repare a 
1099- INT for interest ea rned b y th is plan. ) 

W h e n the I R A f u n d s e v e n t u a l l y l eave 
Second M a r i n e , the i r d epa r tu r e s h o u l d 
no t be r e co rded as a d i s t r i b u t i o n , r o l l o v e r 
o r transfer. T h i s w o u l d l i k e l y create d u a l 
r e p o r t i n g for the s a m e p l a n assets. 
Instead, the check for the d e p a r t i n g f u n d s 
s h o u l d be i s sued to the cus t od i an/ t rus t e e 
of the p l a n , w h o w i l l h a n d l e the r e p o r t i n g 
a n d - i f ca l l ed for - d i s b u r s e the f u n d s to 
the a ccoun tho lde r . 

A QP Comparison 
In the case of a q u a l i f i e d p l a n for w h i c h 

a n i n s t i t u t i o n is no t the trustee, the same 
log i c app l i es . T h e i n s t i h i t i o n s h o u l d 
r e co rd w h o is the trustee of the p l a n w h e n 
it accepts a depos i t . W h e n a w i t h d r a w a l is 
taken , the check s h o u l d be m a d e o u t to 
the trustee, no t a n i n d i v i d u a l as " p r i v a t e 
c i t i z e n . " If the trustee h a p p e n s to be a per 
s o n (as it c an be w i t h a Q P , b u t no t a n 
I R A ) , the check c o u l d be m a d e out to " D r . 
D e a n S m i t h as trustee of the p l a n of D r . 
D e a n S m i t h . " 

A s w i t h the I R A p l a n e xamp l e , n o c o n 
t r i b u t i o n or d i s t r i b u t i o n - or 1099- INT -
r e p o r t i n g is d o n e b y a n i n s t i t u t i o n that i s 
no t a trustee. I Q 

O 

A l t h o u g h l i t t l e more t h a n a p r o c e d u r a l f o r m a l i t y , the I R S o n l u n e 23 i s s u e d i t s " f i n a l r u l e s " 
o n the a n n u a l c o m p e n s a t i o n l i m i t for tax q u a l i f i e d r e t i r e m e n t p l a n s u n d e r C o d e s e c t i o n 
401(a)(17). T h i s a p p l i e s to S E P a n d q u a l i f i e d p l a n s , as w e l l as c e r ta in c o l l e c t i v e l y b a r g a i n e d 
p l a n s a n d g o v e r n m e n t a l p l a n s . T h e s e c h a n g e s , as m o s t are w e l l aware , w e r e par t o f the 
O m n i b u s B u d g e t R e c o n c i l i a t i o n A c t o f 1993. T h e y p r e s c r i b e the m a x i m u m a m o u n t o f a n 
e m p l o y e e ' s c o m p e n s a t i o n tha t c a n be u s e d b y the e m p l o y e r to base c o n t r i b u t i o n s o r b ene f i t s 
o n , a n d the m a x i m u m a m o u n t tha t can b e c o n s i d e r e d i n d e t e r m i n i n g a l l o c a t i o n s o r a c c rua l s . 

F o r p l a n years b e g i n n i n g o n o r after l a n u a r y 1,1994, the f o r m e r l i m i t o f 5?.no,00n !^2^^ «4n 
as i n d e x e d f o r 1993) has f o r S E P s a n d q u a l i f i e d p l a n s b e e n r e d u c e d to$150 ,000. I h e i n d e v u i g 
m e c h a n i s m , o r cost o f l i v i n g a d j u s t m e n t , has c h a n g e d , too. W h i l e f o n i i e r l y a n a n n u a l ad jus t 
m e n t m a t c h i n g the S e c t i o n 413 C O L A factor , f u t u r e a d j u s t m e n t s w i l l o n l y b e m a d e w h e n the 
a c c u m u l a t e d increases t o ta l $10,000 o r m o r e . F o r e x a m p l e , the f i rs t a d j u s t m e n t w i l l no t t a k e 
p l a c e u n t i l the a n n u a l a d j u s t m e n t s w o u l d ra i se the i n d e x e d a m o u n t to $160,000 ($150,000 + 
$10,000 = $160,000). 

T h i s , as w e ' v e s a i d , is no t n e w i n f o r m a t i o n , b u t a s u m m a r y o f the m o s t s i g n i f i c a n t changes 
a f f e c t i n g tax q u a l i f i e d r e t i r emen t p l a n s . 

Rules Modification: Prorating of Maximum Compensation Limit 
T h e o n l y n e w m o d i f i c a t i o n w e f i n d w o r t h y o f s p e c i a l m e n t i o n re la tes to q u a i i t i o d p l a n s , 

a n d to the p r o r a t i n g o f i n c o m e w h e n con ipe ' i sa t i t ;^ ; f o r a p e r i o d o f l e ss t h a n 12 m o n t h s is 
u s e d f o r a p l a n year . T h e m a x i m u m c o m p e n s a t i o n l i m i t f o r s u c h a n e m p l o y o e is no t <Xcict-
m i n t ' d b y , i p p ! y i n g the s t r i c t m o n t h i y i t i o r j i i o n c a l c a l a t i o n o f l/12th (1/12 K $150,00"3 n u i x i -
m u m - $1 .!,500), a n d m u l t i p l y i n g b y the n u m b e r o f m o n t h s i n the c o m p e n s a t i o n p e r i o d . 
I n s t ead , the m a x i m u m c o m p e n s a t i o n l i m i t o f $150,000 s t i l l m a y b e a p p l i e d e v e n t h o u g h c o m 
p e n s a t i o n w a s e a r n e d o v e r l ess t h a n 12 m o n t h s . 

T h i s c l a r i f i c a t i o n b y the I R S w a s m a d e i n r e s p o n s e to c o m m e n t s o n the p r o p o s e d r e g u l a 
t i o n s r e c e i v e d d u r i n g the p u b l i c (wr i t t en ) c o m m e n t p e r i o d , 
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ElNniNfFlN—Continued from page 1 

assume that J i l l Ha lverson , trustee of the First 
NaHona l Bank of N e w t o w n 401(k) profit 
shar ing p lan , decides to buy $45,000 of a 
m u t u a l fund o n behalf of the trust. A s hiostee 
she w i l l furn ish the 401(k) trust's E I N (36-
4455667) and not the corporation's E I N (36-
1234567). 

Second, the Schedule P w h i c h is a n attach
ment to the F o r m 5500-C/R asks for the 
trust's E I N (36-4455667) and the E I N of the 
p l an sponsor as s h o w n o n the Fo rm 5500-
C / R , 36-1234567). 

First National Bank of Newtown as an 
IRA Custodian/Trustee of 1,000 Non-
Self-Directed IRAs and 50 Non-Self-
Directed Qualified Plans 

In this case a l l deposits are invested i n the 
bank 's o w n time deposits or savings 
accounts. 

W i t h respect to report ing for IRAs, the 
bank must prepare the F o r m 5498 to report 
12-31-baIance, the Fo rm 1099-R to report d is
tributions a n d the F o r m 945 to report the 
w i thho ld ing , if any, f rom a n IRA d i s t r i buHoa 

The F o r m 5498 " a sks " the hiistee or issuer 
to furn ish its Federal Identif ication number, 
or F IN . The number that shou ld be used is, i n 
truth, its corporate Employee Identification 
number , or E I N - i n this example, 36-
1234567. (Form 5498 is prepared only for 
5498s, and not qual i f ied plans.) 

The F o r m 1099-R o n the other hand, asks 
for the ' T a y e f s " F I N . Here too, the actual 
number be ing sought is the corporate E I N , 
36-1234567. 

The Fo rm 945 used for pension w i thho ld 
ing , however, asks the "Paye r " to prov ide its 
Tax Identif ication Numbe r , or T IN . Here 
again, the number be ing sought is the corpo
rate E I N . 

Thus , two different terms - F I N and T I N -
are be ing used to request the same identif ica
t ion number o n these three form. 

W i t h respect to report ing for qual i f ied 
plans, the report ing forms to be prepared are: 
the F o r m 1099-R to report distr ibutions, the 
F o r m 945 to report the w i thho ld ing , i f any, 
f r om these dish-ibutions, the F o r m 5500-C/R, 
and Schedule P, w h i c h is an attachment to 
the 5500 series of forms. 

A l t h o u g h it is technical ly possible to have 
the qual i f ied p l an admirustrator be responsi
ble for the preparat ion of the F o r m 1099-R 
a n d F o r m 945, this no rma l l y w i l l not be the 
case. No rma l l y , the custodian/tnistee inst i tu
t ion w i l l be responsible for the preparat ion of 
the F o r m 1099-R and 945 a n d w i l l use its 
standard corporate E I N (36-1234567). 

No t e that your business customer w i l l pre
pare the F o r m 5500-C/R or 5500-EZ as the 
" sponsor " of the p lan. Either form requires 
the insert ion of a n Emp loye r Identification 
N u m b e r . Th is E I N is your business cus
tomer's E I N a n d not the bank's . 

For any business w i t h employees this E I N 
is the same number w h i c h the business uses 
o n its income and w i thho l d ing tax returns. 

This number w i l l be i n the format of xx-
yyyyyyy . 

For example, Joe Snaart's D o g Shop has 
five employees. The IRS assigned 42-9988777 
as the E I N to Joe Smart for his business. That 
is the number he uses for payro l l tax w i th 
ho ld ing a n d income tax re turn f i l ing. 

For a business w h i c h has on ly a sole pro
prietor, the E I N for 5500-EZ f i l ing is a spe
cial ly assigned E I N because it is not permit
ted to use the ind i v i dua l ' s social security 
number (wh ich is used for income tax return 
filing). (We presume that the IRS' software 
for admin is te r ing 5 5 0 0 - C / R / E Z forms can
not handle social security number format 
xxx-yy-zzzz but must have the E I N i n the 
form xx -yyyyyyy format.) 

The Schedule P f o rm is the tax return of 
the plan's trust. A s discussed be low, it seeks 
two numbers. The nxmibers to kie entered are 
achia l ly Employee Identif ication Numbers , 
or E l N s . The first one to be entered is the 
p l an sponsor 's E I N ( in this example case, that 
of Joe Smart 's business), the second be ing the 
trust's separate E I N . 

M a n y f>eople are surpr ised to learn that 
the trust shou ld have its o w n F I N / E I N . But 
as a separate tax entity, it shou ld . W e w o u l d 
certainly r ecommend that one be obtained. 
However , the instructions for the Schedule P 
state that if there is not a trust E I N , then enter 
the E I N that w o u l d b>e used o n F o r m 1099-R 
and o n F o r m 945. Th is w o u l d be the custodi 
an/trustee bank corporate ' s E I N . W e tjelieve 
the better administrat ive practice is for each 
Q P p lan to receive a trust E I N , even if a l l 
assets are invested i n bank time deposits (i.e. 
no self-directing). 

( IRA trusts that must file a F o r m 990-T -
Exempt Organ i za t i on Business Income Tax 
Return (essentially nonprof i t organizations) -
must have a separate trust E I N , so that the 
trust itself can file a n income tax return. Mos t 
IRAs ( IRA trusts) do not need an EIN.) 

First National Bank of Newtown as an 
IRA Custodian/Trustee of 250 Self-
Directed IRAs 

The bank as custodian/trustee w i l l pur 
chase var ious assets o n behalf of these IRAs, 
at the direct ion of the accountholders. Note 
that First Na t i ona l Bank of N e w t o w n 
rennains the IRA custodian/hnstee , but is not 
the issuer of the investment. The investment 
w i l l be issued by a different entity. 

Examp l e #1: First Na t i ona l Bank of 
N e w t o w n has a n I R A accountholder. Shei la 
Bostrom, w i t h $158,000. Because of FD IC 
coverage concerns she wants $70,000 w i th 
d r a w n and invested i n a time deposit offered 
by Cap i ta l Bank. She wants First Nat iona l 
Bank to r ema in the I R A custod ian w i t h 
respect to the $70,000 p lus the other $88,000. 

First Na t i ona l Bank must instruct Cap i ta l 
Bank that the time deposit shou ld be titled, 
"F i rs t Na t i ona l Bank as I R A custodian for the 
I R A of Shei la Bos t rom. " 

Example #2: First Na t i ona l Bank of 
N e w t o w n has an IRA accountholder, Susie 
Harr is , w i t h $134,000. Susie wishes to pur

chase $50,000 of var ious mutua l funds from 
Char les Schwab. First Nat iona l BarJc shou ld 
instruct Char les Schwab that the mutua l 
funds shou ld be titled, "F i rs t Nat iona l Bank 
as I R A custodian for the I R A of Susie Har r i s . " 

Note that neither Cap i t a l Bank nor Char les 
Schwab w i l l prepare any F o r m 5498,1099-R, 
945 etc. w i t h respect to these depos i ts/wi th
drawals since they are not the IRA custodian. 

First Na t i ona l Bank must furnish Cap i ta l 
Bank a n d Char les Schwab w i t h a special E I N 
to reflect its status as an IRA custod ian/ 
trustee of self-directed I R A accounts. It must 
not furn ish its corporate E I N of 36-1234567, 
as these assets are not o w n e d by the corpora
t ion for itself, but are o w n e d as a 
custodian/trustee. 

A l t h o u g h it w o u l d b>e technically pjermissi-
ble to receive an E I N f rom the IRS for each 
i n d i v i d u a l self-directed IRA , i n most sihaa-
tions that w i l l not be practical or desirable. 
One special number shou ld work for a l l self-
directed IRAs . The bai\ w i l l need to obtain 
this number for its custod ian role f rom the 
IRS. 

First National Bank of Newtown as 
QP Custodian/Trustee of 25 Self-
Directed QP Plans 

The key d is t ingu ish ing factor is that these 
are self-directed Q P plans. 

The m a i n administrat ive quest ion is: 
shou ld the E I N of the custodian/trustee he 
used for ownersh ip and repxsrting purposes, 
or shou ld the E I N of the trust itself be used? 

W e w o u l d norma l l y recommend us ing a 
special E I N issued to the bank for its role as 
custodian/trustee of self-directed accounts. 

If a bank is act ing as custodian/trustee for 
25 self-directed Q P plans, it may t>e easiest -
for ownersh ip purposes - for the bank to 
have a spjedal E I N for its status as an IRA 
and Q P custodian, rather than use 25 sepa
rate numh)ers. 

Th is also w o u l d be easiest for the prepara
tion of F o r m 1099-R/945 returns, since there 
wiU be one return and not 25. Some w o u l d 
argue, however, that the i n d i v i d u a l return 
approach is to be preferred because it a l lows 
the custodian/trustee inst i tut ion to avo id the 
magnet ic med ia f i l ing thresholds, w h i c h may 
be beneficial i n some sihaations. 

How To Obtain Additional 
EIN/TIN/FIN Numbers 

N u m b e r s can be obtained by phone, rather 
than wa i t ing for a wr i t t en appl icat ion to be 
processed. If y o u or y o u r business customer 
cal l the IRS, the service w i l l assign a number . 
The requester must then foUow-up by sub-
nnitting a completed F o r m SS-4 to the appro 
priate IRS service center to complete the 
process. For a thorough discuss ion of this 
phone appl icat ion procedure, refer to page 2 
of y ou r M a y 1992 Pens ion Digest. For a 
repr int of this article, complete w i t h a m a p 
s h o w i n g a l l regional service centers, please 
send $2.50 and a re turn addressed envelope 
to: C W F E I N Reprint , P.O. Box 426, Bra inerd , 
M N 56401. 

T h e P e n s i o n D i g e s t • J u l y , 1994 • Page 3 



Mar i t a l Property—Cont inued from page 1 

de f e r red e m p l o y m e n t benef i ts . T h e h u s 
b a n d h a d a p p r o x i m a t e l y $800,000 i n q u a l i 
f i ed p l a n assets that h a d been r o l l ed in to 
a n I R A p l a n . 

B u t this l a w w a s no t re t roact i ve to 
i n c l u d e ea rn ings before i ts date of enact
ment , a n d therefore the ma jo r i t y of the 
$800,000 i n I R A assets r e m a i n e d i n the sta-
h i s of " u n c l a s s i f i e d , " a n d the i n d i v i d u a l 
p r o p e r t y of the h u s b a n d i n acco rdance 
w i t h the state l a w . B u t th is l a w a lso h a d a 
p r o v i s i o n a l l o w i n g j o i n d y - s i g n e d s p o u s a l 
ag reements to rec lass i fy i n d i v i d u a l p r o p 
er ty as m a r i t a l p r ope r t y . D o i n g so w o u l d 
g ran t m a r i t a l p r o p e r t y r i gh t s to assets - i n 
th is case a n I R A - that w o u l d not other
w i s e exist for the a c c o u n t h o l d e r ' s w i f e 
u n d e r th is state 's l aws . 

T h i s the c o u p l e w i s h e d to do , a n d thus 
reques ted a r u l i n g that s u c h ac t i on w o u l d 
no t have adve rse tax consequences - i.e. 
be c ons i d e r ed a d e e m e d d i s t r i b u t i o n per 
C o d e sect ion 408(d)(1). 

T h e coup l e ' s in t en t i ons i n c l u d e d the fo l 
l o w i n g : 

1. N o assets w o u l d a c tua l l y be d i s t r i b 
u t e d to, or be i n the c on t r o l of, e i ther 
spouse . 

2. N o n e o f the I R A a c coun t ba lance 
w o u l d be t rans ferred f r o m the h u s b a n d ' s 
I R A account(s) i n t o a n a c coun t o f h i s 
spouse . 

3. N o change i n I R A p l a n trustee w o u l d 
be m a d e . T h e assets w o u l d r e m a i n w h e r e 
they cu r r en t l y were . 

C o n s i d e r i n g these facts, the IRS stated 
i n its Le t ter R u l i n g 9419036 that " S u c h 
rec lass i f i ca t ion , (to m a r i t a l p rope r t y ) 
a lone , is not t a n t a m o u n t to a n ac tua l d i s 
t r i b u t i o n or p a y m e n t f r o m a n I R A . 
F u r t h e r m o r e , s u c h rec lass i f i ca t i on w i l l not 
cause the I R A to fa i l to mee t the r equ i re 
m e n t s u n d e r sec t ion 408(a) so as no t to be 
fo r the exc lus i v e benef i t o f the i n v o l v e d 
t axpaye rs . " 

There fore , the IRS c o n c l u d e d that the 
agreement to reclassi fy the I R A as m a r i t a l 
p r o p e r t y "... w i l l not g i v e r ise to a d i s t r i b 
u t i o n f r o m taxpayer A ' s I R A p u r s u a n t to 
sec t i on 408(d)(1) of the C o d e . " 

T h i s Let ter R u l i n g w a s p r e p a r e d b y 
J o h n G . R i d d l e , Jr . , A c t i n g C h i e f of the 
I R S ' E m p l o y e e P l ans , R u l i n g s B r a n c h . 
H o w e v e r , w i t h u s u a l IRS c a u t i o n the 
R u l i n g stated that its text w a s not to "... be 
u s e d or c i ted as p recedent . " I Q 

Desp i t e 

h a v i n g d i s 

cussed ea rned -

interest r e p o r t i n g o n 

F o r m 1099- INT i n a 

p r e v i o u s i ssue of Die 
Pension Digest, there c o n t i n u e 

_ ( > ^ , t>s ques t i ons f r o m f inanc ia l 

' ^ A J ^ ins t i tu t i ons o n the subject. W h a t 

r v ' f o l l o w s is a s u m m a r y of key po in t s 

f r o m past d i s cuss i ons , p l u s n e w c o m 

m e n t a r y o n this i m p o r t a n t b u t often m i s -

A ^ V l " u n d e r s t o o d subject. 

1099-INT Interest Reporting Situation #1: 
j^Sy Account(s) and Assets Held in Same 

( ^ J V Institution 
W h e n a n I R A , K e o g h or other qua l i f i e d p l a n has been 

es tab l i shed at a g i v e n i n s t i tu t i on , a n d the p l a n ' s assets are 
o n depos i t there, m u s t that i n s t i tu t i on generate a F o r m 1099-

I N T for interest ea rned i n that p l a n in a g i v e n tax year? 
T h e a n s w e r is " n o . " E a r n i n g s f r o m s u c h p l ans are tax-de ferred, 

per Interna l R e v e n u e C o d e sec t i on 6049(b)(4)(B). R e p o r t i n g them to 
the IRS o n F o r m 1099- INT w o u l d e r r oneous l y ind i ca t e taxable ea rn ings , 

a n d the a c c o u n t h o l d e r or p l a n p a r t i c i p a n t w o u l d f ind themse lves i n the 
uncomfo r t ab l e p o s i t i o n of h a v i n g to e x p l a i n to the IRS that these are i n fact 

no t taxable. W i t h the p l a n based there a n d assets he ld there, this i n s t i tu t i on 
k n o w s - or s h o u l d k n o w - that the interest is tax-deferred, a n d thus it is not o n l y 
safe b u t p r ope r to not generate a F o r m 1099- INT. (If this we r e not a tax-deferred 
account , the i n s t i t u t i o n w o u l d have to generate a 1099- INT, or face a pena l t y for 
f a i l i n g to d o so.) 

1099-INT Reporting Situation #2: Investments Made in Other 
Institution(s) 

If a n I R A , K e o g h o r o ther q u a l i f i e d p l a n is es tab l i shed at one i n s t i t u t i o n , bu t 
p l a n inves tmen ts are m a d e i n assets s u c h as time depos i t s of fered b y o ther (we ' l l 
ca l l t h e m " s e c o n d a r y " ) i ns t i tu t i ons , s h o u l d these s econdary ins t i tu t i ons generate 
the F o r m 1099-INT? 

H a v i n g o n l y the i n v e s tmen t i n s t r u m e n t s a n d no t " h o s t i n g " the p l a n itself, 
these s e condary i n s t i tu t i ons m i g h t l o g i c a l l y c ons i d e r the safe course to be to gen
erate the 1099-INT, s ince there is a p ena l t y for f a i l ing to d o so if r e q u i r e d . 

T h i s , as w e ' v e d i s c u s s e d , w i l l cause p r o b l e m s for a cus tomer if the p l a n is i n 
fact tax-deferred. T h u s , i n the interest of p r o v i d i n g cus tomers w i t h the best ser
v ice , the i d ea l a p p r o a c h is for s u c h a s e c o n d a r y i n s t i tu t i on to request cer t i f i ca t ion 
f r o m the c u s t o d i a n o r trustee i n s t i t u t i o n , that the I R A or qua l i f i e d p l a n to w h i c h 
these interest ea rn ings b e l o n g is i n d e e d q u a l i f i e d . 

T h i s is m o r e time c o n s u m i n g , bu t is i n the best interest of a n ins t i tu t i on ' s cus
tomers . It is a lso the a p p r o a c h that the IRS w o u l d prefer (see the M a y , 1991 
Pension Digest for a s ta tement o n this pre ference f r o m the Taxpaye r Serv i ce 
D i v i s i o n of the IRS). W h y ? T h e IRS is r ea l l y no m o r e eager than a n I R A account -
ho lde r , or K e o g h o r Q P p l a n pa r t i c i pan t , to go t h r o u g h the time-consuming task 
of c l a r i f y i ng a tax-de ferred vs. taxable interest ques t i on , p a r t i c u l a r l y if it is l i k e l y 
to be r eso l ved i n the taxpayer ' s favor . 

(Note : In cases w h e r e a p l a n is no t " q u a l i t i e d , " a n d a 1099- INT m u s t be filed to 
r epor t earned interest , the i n s t i tu t i on ' s p r o p e r E I N m u s t be used . See the a c c o m 
p a n y i n g ar t ic le o n w h i c h E I N to use for I R A a n d K e o g h 1099-R, 5498, 5500-series 
a n d i n c o m e tax r e p o r t i n g for m o r e detai ls . ) 
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