
Pension 
P u b l i s h e d S ince 1984 Coll in W. Fritz a n d Associates, Inc., "The Pension Specialists" A p r i l , 1995 

Summary and Status of Current 
Proposed IRA Legislation 

O n A p r i l 5 ,1995 , the H o u s e of R e p r e s e n t a t i v e s p a s s e d H R 1215, ' T a x F a i r n e s s a n d 
D e f i c i t R e d u c t i o n B i l l of 1995." T h i s b i l l a d d s a n e w sec t ion , s e c t i o n 4 0 8 A , to the 
Internal R e v e n u e C o d e of 1986. T h e c u r r e n t I R A r u l e s are f o u n d i n C o d e s e c t i o n 408. 

T h e c o r r e s p o n d i n g Senate tax b i l l is S.12. It is t i t l ed " S a v i n g s . a n d I n v e s t m e n t 
Incent ive B i l l of 1995." T h i s b i l l w a s a s s i g n e d to the F i n a n c e C o m m i t t e e o n J a n u a r y 3, 
1995. A s d i s c u s s e d i n p r e v i o u s issues , m o r e p e o p l e w o u l d b e c o m e e l i g i b l e u n d e r th is 
b i l l to m a k e d e d u c t i b l e c o n t r i b u t i o n s to a n I R A because the a d j u s t e d gross i n c o m e l i m ­
its w o u l d be i n c r e a s e d . T h i s b i l l p r o v i d e s that the 107c excise tax w o u l d not a p p l y to 
pre-59 1 /2 d i s t r i b u t i o n s if m a d e for a f irst h o m e p u r c h a s e , e d u c a t i o n a l expenses , cata­
s t r o p h i c h e a l t h care costs , or d u r i n g p e r i o d s of u n e m p l o y m e n t . It a l s o w o u l d create a 
b a c k - l o a d e d I R A as the H o u s e b i l l does . 

T h e p u r p o s e of th is ar t i c le is to s u m m a r i z e the b i l l w h i c h has p a s s e d the H o u s e . T h i s 
b i l l w i l l go to the C o n f e r e n c e C o m m i t t e e once the Senate passes its tax b i l l . 

S e c t i o n 4 0 8 A creates a n e w t y p e of I R A a c c o u n t ca l l ed the " A m e r i c a n D r e a m S a v i n g s 
A c c o u n t " ( A D S ) . T h i s n e w type of I R A w o u l d h a v e the f o l l o w i n g features. It w o u l d be 
ef fect ive for tax years b e g i n n i n g after D e c e m b e r 31 ,1995 (i.e. J a n u a r y 1,1996). F o r p u r ­
poses of this ar t ic le , w e w i l l refer to the sec t ion 408 I R A as the r e g u l a r I R A a n d the 
A m e r i c a n D r e a m S a v i n g s A c c o u n t as the A D S I R A . 

T h e c u r r e n t sec t ion 408 I R A r u l e s a l l o w e i ther a d e d u c t i b l e or a n o n d e d u c t i b l e c o n t r i ­
b u t i o n into a r e g u l a r I R A . U n d e r H R 1215, a p e r s o n c o u l d no l o n g e r m a k e a n o n d e ­
d u c t i b l e c o n t r i b u t i o n to a r e g u l a r I R A . H o w e v e r , a p e r s o n w i l l be e l i g i b l e to m a k e c o n ­
t r i b u t i o n s to b o t h types of I R A s - the r e g u l a r I R A a n d the A D S I R A . Because a p e r s o n 
m a y m a k e t w o types of c o n t r i b u t i o n s , the IRS w i l l i ssue ru les as to h o w a p e r s o n w i l l 
i n d i c a t e or d e s i g n a t e w h a t t y p e of c o n t r i b u t i o n he or she is m a k i n g . A s p e c i a l data p r o ­
c e s s i n g s y s t e m w i l l n e e d to exist for the A D S I R A as c o m p a r e d to the r e g u l a r I R A , 
because of the s p e c i a l t a x a t i o n r u l e s w h i c h a p p l y w h e n there is a " q u a l i f i e d d i s t r i b u ­
t i o n " f r o m a n A D S I R A . 

The Contribution Rules for the ADS IRA 
T h e aggregate c o n t r i b u t i o n l i m i t is the lesser of $2,000 o r 100% of the p e r s o n ' s c o m ­

p e n s a t i o n . H o w e v e r , i n the case of a m a r r i e d c o u p l e , the aggregate c o m p e n s a t i o n of the 
c o u p l e c a n be u s e d . T h u s , each s p o u s e m a y c o n t r i b u t e $2,000 as l o n g as the i r c o m b i n e d 
i n c o m e s e q u a l $4,000. T h e $2,000 l i m i t w i l l be ad jus ted a n n u a l l y for i n f l a t i o n b e g i n n i n g 
after 1996, b u t s u c h ad jus tments w i l l be r o u n d e d to the nearest $50. T h e r e w o u l d be n o 
tax d e d u c t i o n for the a m o u n t c o n t r i b u t e d . C o n t r i b u t i o n s to a n A D S I R A m a y be m a d e 
e v e n after the p e r s o n for w h o m the a c c o u n t is m a i n t a i n e d has a t ta ined age 70 1 /2 . 

Revised Spousal Contribution Rule For the Regular IRA 
T h e o n l y c h a n g e to the r e g u l a r I R A c o n t r i b u t i o n ru les w o u l d be to p e r m i t d e d u c t i b l e 

c o n t r i b u t i o n s for b o t h s p o u s e s of $2,000, as l o n g as their c o m b i n e d c o m p e n s a t i o n e q u a l s 
or exceeds $4,000. T h a t is , the m a x i m u m d e d u c t i b l e c o n t r i b u t i o n s w o u l d be the lesser of 
100% of their c o m b i n e d c o m p e n s a t i o n s o r $4,000. 

The Rollover Rules 
D i s t r i b u t i o n s f r o m A D S I R A s c a n be r o l l e d o v e r tax free to a n o t h e r A D S I R A . 
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Caveat for Preparing 
the Form 1099-R for 
a Qualified Plan 

W e h a v e recent ly b e c o m e a w a r e that a 
n u m b e r of f i n a n c i a l i n s t i t u t i o n s w f i i c h ser­
vice K e o g h plar i s h a v e b e e n p r e p a r i n g the 
F o r m 1099-R i n c o r r e c t l y b y l i s t i n g the 
rec ip ient ' s i d e n t i f i c a t i o n n u m b e r as the 
T I N w h i c h is u s e d to f i le the F o r m 5500-
C / R / E Z (e.g. 42-1234567), rather t h a n 
u s i n g his or her s o c i a l s e c u r i t y n u m b e r 
(e.g. 473-22-7878). T h e soc ia l s e c u r i t y 
n u m b e r is the correct n u m b e r to use 
because the d i s t r i b u t i o n w a s m a d e to a 
p e r s o n i n his o r her status as a p a r t i c i p a n t . 

If y o u h a v e m a d e this m i s t a k e , w e 
w o u l d suggest that y o u p r e p a r e c o r r e c t e d 
f o r m s for the 1994 r e p o r t i n g year a n d 
change y o u r s y s t e m for 1995 a n d f u t u r e 
r e p o r t i n g years . W i t h respect to the p r i o r 
years , w e w o u l d suggest p l a c i n g a m e m o ­
r a n d u m i n y o u r f i le so that a n e x p l a n a ­
t i o n m a y be f u r n i s h e d the IRS if the cus ­
t o m e r or y o u are ever q u e s t i o n e d a b o u t 
this s i t u a t i o n . 

T h e p r o c e d u r e to p r e p a r e " c o r r e c t e d " 
f o r m s w h e n y o u h a v e u s e d a w r o n g i d e n ­
t i f i ca t ion n u m b e r is : f i rs t p r e p a r e a cor ­
rected F o r m 1099-R b y u s i n g the o r i g i n a l 
incorrec t i d e n t i f i c a t i o n n u m b e r (e.g. 42-
1234567) p l a c i n g 0.00 i n boxes 1 a n d 2; 
then p r e p a r e a n e w o r i g i n a l F o r m 1099-R 
w i t h the correct i d e n t i f i c a t i o n n u m b e r 
(e.g. 473-22-7878) a n d insert the p r o p e r 
d i s t r i b u t i o n a m o u n t s . 

T h i s p r o b l e m n o r m a l l y ar ises because 
m a n y data p r o c e s s i n g s o f t w a r e s a l l o w the 
i n p u t t i n g of o n l y o n e n u m b e r a n d not 
b o t h . G o o d s y s t e m s a l l o w the i n p u t t i n g of 
b o t h n u m b e r s , as b o t h are n e e d e d to 
p r o p e r l y a d m i n i s t e r K e o g h p l a n s . 
A c t u a l l y , a g o o d s o f t w a r e s y s t e m w i l l 
a l l o w for at least three n u m b e r s : (1) the 
p a r t i c i p a n t ' s s o c i a l s e c u r i t y n u m b e r ; (2) 
the T I N to be u s e d to f i le the F o r m 5500-
C / R / E Z ; a n d (3) the T I N w h i c h has b e e n 
ass igned to the trust of the p l a n - I p 
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Current Legislation—Continued from page 1 

D i s t r i b u t i o n s f r o m a r e g u l a r I R A c a n be 
r o l l e d o v e r i n t o a n A D S I R A o n l y if it h a p ­
p e n s b e f o r e J a n u a r y 1,1998. S p e c i a l taxa­
t i o n r u l e s w i l l a p p l y to s u c h r o l l o v e r s . 
T h i s subject is d i s c u s s e d b e l o w . 

It d o e s not a p p e a r that r o l l o v e r s c o u l d 
g o d i r e c t l y i n t o a n A D S I R A f r o m a q u a l i ­
f i e d p l a n o r a s e c t i o n 403(b) account . S u c h 
f u n d s w o u l d f i r s t need to be r o l l e d o v e r 
i n t o a r e g u l a r I R A a c c o u n t . 

The Taxation Rules Which 
Would Apply to Distributions 
From the ADS IRA 

T h e g e n e r a l r u l e is that a " q u a l i f i e d d i s ­
t r i b u t i o n " f r o m a n A D S I R A w i l l not be 
t a x e d . T o be a " q u a l i f i e d d i s t r i b u t i o n , " a 
f i v e - y e a r r e q u i r e m e n t m u s t be m e t a n d 
the d i s t r i b u t i o n m u s t f a l l i n t o o n e of the 
f o l l o w i n g f o u r categories : 

1. It is m a d e o n or after the d a t e the per ­
s o n a t ta ins age 59 1 /2 ; 

2. It is m a d e to a b e n e f i c i a r y o r to the 
estate of the p e r s o n o n o r after s u c h per ­
s o n ' s d e a t h ; 

3. It is m a d e because the p e r s o n is d i s ­
a b l e d ; o r 

4. It i s a d i s t r i b u t i o n w h i c h q u a l i f i e s as a 
" q u a l i f i e d s p e c i a l - p u r p o s e d i s t r i b u t i o n . " 

T h e f i v e - y e a r r e q u i r e m e n t d i f f e r s for 
r e g u l a r o r sp)Ousal c o n t r i b u t i o n s v e r s u s 
r o l l o v e r c o n t r i b u t i o n s . 

T h e r u l e s s e e m to b e v e r y l e n i e n t for 
r e g u l a r a n d s p o u s a l c o n t r i b u t i o n s . A n y 
d i s t r i b u t i o n w h i c h is m a d e after the i n i t i a l 
f i v e - t a x a b l e - y e a r p e r i o d , b e g i n n i n g w i t h 
the f i r s t taxable year for w h i c h (not i n 
w h i c h ) the p e r s o n or h i s or her s p o u s e (if 
a s p o u s a l I R A ) m a d e a c o n t r i b u t i o n to a n 
A D S I R A , w i l l not be subject to t a x a t i o n . 
T h a t is , the f i v e - y e a r h o l d i n g p e r i o d r u n s 
f r o m the taxable year i n w h i c h the i n d i ­
v i d u a l is d e e m e d to m a k e h i s o r her f i rs t 
A D S c o n t r i b u t i o n . F o r e x a m p l e , D a v i d 
S m i t h m a k e s h i s f irst A D S c o n t r i b u t i o n 
M a r c h 3 , 1 9 9 7 f o r tax y e a r 1996. A n y d i s ­
t r i b u t i o n s w h i c h D a v i d S m i t h w o u l d 
r e c e i v e i n 2001 o r later w o u l d not be taxed 
as l o n g as o n e of the o ther f o u r r e q u i r e ­
m e n t s w a s met . T h e r e d o e s not s e e m to be 
a r e q u i r e m e n t to c o n t r i b u t e a n y m i n i m u m 
a m o u n t , so e v e r y t a x p a y e r s h o u l d w a n t to 
c o n t r i b u t e s o m e a m o u n t i n 1996 so the 
f i v e - y e a r p e r i o d b e g i n s to r u n . T h e r e 
s h o u l d be a t r e m e n d o u s n u m b e r of c o n t r i ­
b u t i o n s i n 1996 if this p r o v i s i o n , as w r i t ­
t en , b e c o m e s l a w . 

T h e rules are not so lenient for rollover 
c o n t r i b u H o n s . A d i s t r i b u h o n w i l l o n l y 
q u a l i f y f o r n o n t a x a t i o n if the d i s t r i b u t i o n 
takes p l a c e o n o r after f i v e years after the 
d a t e o n w h i c h s u c h r o l l o v e r c o n t r i b u t i o n 
w a s m a d e . T h e IRS is to i ssue r e g u l a t i o n s 
o n th is subject. T h e r e w i l l n e e d to be ru les 
to a l loca te a p o r t i o n of a d i s t r i b u t i o n to 
the r o l l o v e r if the IRS a l l o w s a n A D S I R A 
to accept b o t h r e g u l a r a n d r o l l o v e r c o n t r i ­
b u t i o n s . 

Special Taxation Rules for Rollovers 
to an ADS IRA From a Regular IRA 

A p e r s o n w h o c u r r e n t l y m a i n t a i n s a 
r e g u l a r I R A m a y elect to r o l l o v e r these 
f u n d s to a n A D S I R A f r o m J a n u a r y 1, 
1996, to D e c e m b e r 31, 1997. H o w e v e r , he 
o r she w i l l need to p a y i n c o m e tax o n the 
taxable p o r t i o n of the r e g u l a r I R A (i.e. 
total a c c o u n t balance less n o n d e d u c t i b l e 
basis) . T h e tax b i l l a l l o w s the p e r s o n to 
i n c l u d e 2 5 % of the taxable a m o u n t of the 
d i s t r i b u t i o n i n h i s o r h e r i n c o m e o v e r a 
f o u r - y e a r tax p e r i o d c o m m e n c i n g w i t h the 
y e a r of d i s t r i b u t i o n . T h e 10% excise tax 
w i l l n o t a p p l y to a m o u n t s r o l l e d o v e r 
f r o m a r e g u l a r I R A to a n A D S I R A . 

W h y w o u l d a p e r s o n m a k e s u c h a n 
e lect ion? T h e p e r s o n p a y s the IRS a n d is 
d o n e w i t h t h e m . T h e p e r s o n m a y b e l i e v e 
that tax rates are r e l a t i v e l y l o w n o w a n d 
m a y o n l y g o u p i n the f u t u r e . F r o m the 
g o v e m m e n f s v i e w p o i n t , they co l lec t tax 
d o l l a r s n o w a n d that w i l l h e l p r e a c h the 
t a x - r e d u c t i o n g o a l o n a s h o r t - t e r m basis . 

Certain Excise Taxes and Other Rules 
Would Not Apply to ADS IRAs 

C o d e s e c t i o n 4973 p r o v i d e s for a 15% 
excise tax o n excess d i s t r i b u t i o n s . In g e n ­
era l , a n n u a l d i s t r i b u t i o n s i n excess of 
$150,000 are subject to th is 15% excise tax. 
A l l d i s t r i b u t i o n s f r o m I R A s , q u a l i f i e d 
p l a n s a n d sec t ion 403(b) p l a n s are aggre ­
g a t e d . T h i s b i l l w o u l d a p p l y the $150,000 
l i m i t jus t to the A D S I R A . T h a t i s , the A D S 
I R A has its o w n l i m i t o f $150,000 a n d d o e s 
n o t n e e d to be a g g r e g a t e d w i t h the o t h e r 
t y p e s of p e n s i o n p l a n s . F o r s o m e p e o p l e 
this w i l l be a s t r o n g i n c e n t i v e to r o l l o v e r 
the f u n d s i n t o a n A D S I R A . 

C o d e s e c t i o n 408(b) r e q u i r e s that a n 
I R A a c c o u n t h o l d e r w h o at ta ins age 
70 1 /2 m u s t c o m m e n c e d i s t r i b u t i o n of a 
c e r t a i n r e q u i r e d m i n i m u m a m o u n t . If the 
a c c o u n t h o l d e r is not p a i d h i s or h e r 
r e q u i r e d m i n i m u m a m o u n t , t h e n he o r 
she o w e s a 50% excise tax (as r e q u i r e d b y 
C o d e s e c t i o n 4974) o n the a m o u n t w h i c h 
s h o u l d h a v e b e e n t a k e n b u t w a s not . A 
p e r s o n w h o m a i n t a i n s a n A D S I R A w o u l d 
n o t be r e q u i r e d to take a n y d i s t r i b u t i o n at 
70 1 /2 a n d therefore w o u l d not be subject 
to the 50% excise tax. T h i s w i l l be a n o t h e r 
s t r o n g a r g u m e n t for r o l l i n g o v e r the r e g u ­
lar I R A to a n A D S I R A . 

Death Rules Would Apply 
T h e a f ter -death r u l e s w h i c h n o w a p p l y 

to r e g u l a r I R A s w o u l d a l so a p p l y to the 
A D S I R A . 

Wliat Special Rules Will Apply for 
First-Time Home Buyers, Qualified 
Higher-Education Expenses and 
Qualified Medical Expenses? 

If a d i s t r i b u t i o n meets the d e f i n i t i o n of 
a " q u a l i f i e d s p e c i a l - p u r p o s e d i s t r i b u t i o n , " 
a n d the f i v e - y e a r r e q u i r e m e n t is met , then 
the d i s t r i b u t i o n w i l l n o t be taxed or s u b ­
ject to the 10% excise tax. 

T h e t e r m " q u a l i f i e d s p e c i a l - p u r p o s e 

d i s t r i b u t i o n " m e a n s a n y d i s t r i b u t i o n f r o m 
a n A D S I R A to the p e r s o n f o r w h o s e bene­
fit s u c h a c c o u n t is e s t a b l i s h e d , if s u c h p a y ­
m e n t s are q u a l i f i e d f i r s t - t i m e h o m e b u y e r 
d i s t r i b u t i o n s , or to the extent s u c h d i s t r i b ­
u t i o n s d o not exceed the q u a l i f i e d h i g h e r -
e d u c a t i o n expenses of the p e r s o n for that 
y e a r a n d the q u a l i f i e d m e d i c a l expenses 
for that year . 

T h e t e r m " f i r s t - t i m e h o m e b u y e r " m e a n s 
a n y p e r s o n (and if rr\arried, s u c h i n d i v i d ­
u a l ' s s p o u s e ) w h o has h a d n o present 
o w n e r s h i p interest i n a p r i n c i p a l r e s i ­
d e n c e d u r i n g the three-year p e r i o d e n d i n g 
o n the date of p u r c h a s e . 

T h e t e r m " q u a l i f i e d h i g h e r - e d u c a t i o n 
e x p e n s e s " m e a n s t u i t i o n , fees, b o o k s , s u p ­
p l i e s , a n d e q u i p m e n t r e q u i r e d for the 
e n r o l l m e n t or a t tendance of the p e r s o n , 
h i s or h e r s p o u s e , o r h i s o r h e r c h i l d or 
g r a n d c h i l d . 

T h e t e r m " q u a l i f i e d m e d i c a l e x p e n s e s " 
m e a n s a n y a m o u n t p a i d d u r i n g the tax­
ab le y e a r , not c o m p e n s a t e d f o r b y i n s u r ­
ance o r o t h e r w i s e , fo r m e d i c a l care for the 
p e r s o n , h i s or h e r s p o u s e o r a n y d e p e n ­
d e n t . T h e p a y m e n t of l o n g - t e r m care 
i n s u r a n c e p r e m i u m s w i l l be treated as 
m e d i c a l expenses . 

Taxable Distributions From Certain 
Retirement Plans Would Be Reduced 
By Premiums Paid for Long-Term Care 
Insurance and Would Not Be Taxed 

T h e n e w r u l e w o u l d be that a n y a m o u n t 
w h i c h w o u l d (but f o r this n e w ru le ) be 
i n c l u d e d i n i n c o m e a n d taxed w o u l d be 
r e d u c e d (but n o t b e l o w zero) b y the 
aggregate p r e m i u m s p a i d b y s u c h p e r s o n 
d u r i n g the tax year for a n y l o n g - t e r m 
i n s u r a n c e contract for c o v e r a g e of the per­
s o n or fus or her s p o u s e . 

O n l y cer ta in d i s t r i b u t i o n s w o u l d q u a l i f y 
for this spec ia l treatment a n d they are d i s ­
t r i b u t i o n s to the p e r s o n f r o m a n I R A , 
a m o u n t s a t t r ibutable to e m p l o y e r c o n t r i b u ­
t ions m a d e p u r s u a n t to e lect ive deferra ls , 
o r a m o u n t s d e f e r r e d u n d e r sect ion 457. 

Summary 
T h e fact that the H o u s e has p a s s e d H R 

1215 d o e s not m e a n that a l l of its p r o v i ­
s i o n s w i l l b e c o m e l a w . T h e Senate w i l l 
n o w n e e d to pass its tax b i l l . A c o m p r o ­
m i s e w i l l n e e d to be r e a c h e d . W h e t h e r 
P r e s i d e n t C l i n t o n w i l l s i g n a tax b i l l is 
v e r y u n c l e a r at this p o i n t . H o w e v e r , the 
H o u s e , the Senate a n d the P r e s i d e n t h a v e 
a l l i n d i c a t e d they w o u l d l i k e to see s o m e 
c h a n g e s i n the I R A r u l e s to e n c o u r a g e 
m o r e s a v i n g s a n d d e p o s i t s . T h e H o u s e 
b i l l , as d i s c u s s e d a b o v e , i n d i c a t e s that 
there m a y be a w h o l e n e w set of I R A r u l e s 
i n a d d i t i o n to the c u r r e n t ru les . A l t h o u g h 
these ru les w i l l be m o r e c o m p l e x , they 
w i l l generate n e w c o n t r i b u t i o n s a n d m o r e 
b u s i n e s s . W e w i l l keep y o u a d v i s e d of the 
s taUis of the l e g i s l a t i o n . U n d e r H R 1215, 
the n e w r u l e s w o u l d go i n t o effect 
J a n u a r y 1, 1996. 
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Administrative Procedures for "Certain 
Qualified Plan Deposits 

M o r e a n d m o r e f i n a n c i a l i n s t i t u t i o n s are 
b e i n g a s k e d to accept depos i t s f r o m v a r i ­
ous types of q u a l i f i e d plans and Keogh 
p l a n s (a K e o g h p l a n is a q u a l i f i e d p l a n 
w h i c h covers s e l f - e m p l o y e d i n d i v i d u a l s ) 
— 401(k) p l a n s , prof i t s h a r i n g p l a n s , 
m o n e y p u r c h a s e p lans , d e f i n e d benef i t 
p e n s i o n p l a n s . W h y is thiis h a p p e n i n g ? 
M a n y businesses w i t h e m p l o y e e s are 
e s t a b l i s h i n g 401(k) p l a n s w h i c h a l l o w the 
i n d i v i d u a l p a r t i c i p a n t s to se l f -direct their 
p l a n a c c o u n t balances . M a n y p l a n s estab­
l i s h e d as o n e - p e r s o n K e o g h p lans are n o w 
b e i n g w r i t t e n to a l l o w the o w n e r / 
e m p l o y e e to inves t his or her p l a n f u n d s i n 
m a n y d i f fe rent i n v e s t m e n t entit ies . 

Y o u r f i n a n c i a l i n s t i t u t i o n w i l l h a v e p e o ­
p l e w h o are c u r r e n t l y c u s t o m e r s w i t h 
c h e c k i n g a n d s a v i n g s / t i m e d e p o s i t 
accounts w h o are also p a r t i c i p a n t s i n a 
q u a l i f i e d p l a n at w o r k . M a n y of these peo­
ple w i l l w a n t a p o r t i o n of their q u a l i f i e d 
p l a n account balance i n v e s t e d i n a f i x e d 
interest rate i n s t r u m e n t or a v a r i a b l e inter­
est rate i n s t r u m e n t w h i c h is en t i t l ed to 
i n s u r a n c e f r o m the F D I C or s i m i l a r i n s u r ­
ance. Y o u r f i n a n c i a l i n s t i t u t i o n s h o u l d at 
least be avtraTe that this is a d e p o s i t catego­
ry for w h i c h there m a y be m o r e d e m a n d 
t h a n there has been i n the past . If y o u r 
f i n a n c i a l i n s t i t u t i o n has not a l r e a d y d o n e 
so, y o u s h o u l d es tabl i sh the necessary p r o ­
cedures to seek out s u c h depos i t s a n d to 
serv ice t h e m w e l l . 

H e r e is a t y p i c a l s i t u a t i o n . M a r y 
M a r t i n e z comes to y o u r f i n a n c i a l i n s t i t u ­
t i o n . She is e m p l o y e d b y A B C N a t i o n a l 
C o r p o r a t i o n as a senior c o m p u t e r p r o ­
g r a m m e r . She is a n excel lent c u s t o m e r of 
y o u r insti(nation. She c u r r e n t l y has $80,000 
of n o n - I R 7 \ n t i m e d e p o s i t s w i t h 
y o u r f i n a n c i a l i n s t i t u t i o n . She n o w comes 
to y o u r f i n a n c i a l i n s t i t u t i o n a n d states that 
her e m p l o y e r m a i n t a i n s a 401(k) p l a n 
w h i c h a l l o w s her to direc t the p l a n trustee 
h o w to invest her p l a n account balance . 
She tells y o u that she w o u l d l i k e to have 
s o m e of her 401(k) elective deferrals ($400 
per m o n t h ) invested i n one or m o r e t ime 
deposi ts as offered b y y o u r i n s t i t u t i o n . She 
asks y o u if y o u r i n s t i t u t i o n w i l l be able to 
a c c o m m o d a t e her a n d the p l a n trustee. If 
y o u are w i l l i n g , then she w a n t s y o u to tell 
her w h a t she a n d the p l a n trustee n e e d to 
d o to c o m m e n c e s u c h deposi t s . She asks 
w h a t " t e r m s " w i l l a p p l y to her d e p o s i t s . 

M a n y i n s t i t u t i o n s w o u l d p r o b a b l y tell 
M a r y M a r t i n e z one of t w o things . First , 
she w o u l d be t o l d , " W e d o n ' t h a n d l e Q P 

p l a n s or deposi t s ; w e q u i t d o i n g that years 
a g o . " M a n y ins t i tu t ions t e r m i n a t e d their 
s p o n s o r s h i p of K e o g h s (one-person q u a l i ­
f i e d plans) d u r i n g the p e r i o d of 1986-1995. 
T h e y a p p a r e n t l y d i d so because they c o n ­
c l u d e d that there w e r e not suff ic ient b u s i ­
ness reasons ( l o w p r o f i t s , p e r c e i v e d h i g h e r 
l i a b i l i t y e x p o s u r e , or not necessary for cus­
t o m e r retention) to seek a n d service s u c h 
deposi t s . M a n y t h o u g h t that the rules 
w e r e too c o m p l e x . 

S e c o n d l y , the i n s t i t u t i o n ' s p e r s o n n e l 
m i g h t tell M a r y that p e n s i o n deposi t s m a y 
o n l y be m a d e i n the trust d e p a r t m e n t . 

W e w o u l d suggest that if a f i n a n c i a l 
i n s t i t u t i o n establishes a n d f o l l o w s the 
p r o p e r a d m i n i s t r a t i v e p r o c e d u r e s , then 
most f i n a n c i a l i n s t i t u t i o n s ( i n c l u d i n g the 
n o n - t r u s t / r e t a i l side) s h o u l d be w i l l i n g 
a n d able to accept a p e n s i o n d e p o s i t . 

W e w o u l d also suggest that f i n a n c i a l 
i n s t i t u t i o n s c o n s i d e r the f o l l o w i n g o p t i o n s 
i n e s t a b l i s h i n g its p r o c e d u r e s w i t h respect 
to p e n s i o n deposi t s . T h e o p t i o n s are: 

1. T h e i n s t i t u t i o n d e c i d e s to n e v e r 
accept a n y q u a l i f i e d p l a n d e p o s i t s ; 

2. T h e i n s t i t u t i o n d e c i d e s to accept q u a l ­
i f i e d p l a n d e p o s i t s , b u t it m a k e s v e r y clear 
its p o l i c y that it w i l l r e n d e r n o other ser­
vices . 

3. In o r d e r to e n c o u r a g e the m a k i n g of 
q u a l i f i e d p l a n d e p o s i t s , the i n s t i t u t i o n 
dec ides to s p o n s o r one or m o r e q u a l i f i e d 
p l a n p r o t o t y p e s , but it a lso d e c i d e s to 
r e q u i r e the business c u s t o m e r to c o n s u l t 
w i t h his or her o w n a t torney , accountant , 
o r p e n s i o n consul tant for a l l of the a d m i n ­
istrat ive r e q u i r e m e n t s . 

4. In o r d e r to encourage the m a k i n g of 
q u a l i f i e d p l a n d e p o s i t s , the i n s t i t u t i o n 
dec ides to s p o n s o r one o r m o r e q u a l i f i e d 
p l a n p r o t o t y p e s a n d d e c i d e s that it w i l l 
assist the business c u s t o m e r w i t h s o m e of 
the a d m i n i s t r a t i v e tasks, b u t the e m p l o y e r 
w i l l re ta in p r i m a r y r e s p o n s i b i l i t y . F o r 
e x a m p l e , the i n s t i t u t i o n w i l l p r e p a r e F o r m 
1099-Rs as based u p o n i n f o r m a t i o n f u r ­
n i s h e d b y the e m p l o y e r , p l u s the i n s t i t u ­
tion w i l l assist w i t h the p r e p a r a t i o n of the 
F o r m 5 5 0 0 - C / R / E Z . T h e tinancial i n s t i t u ­
t ion c o u l d either d o the a d m i n i s t r a t i v e ser­
vice itself, or contract w i t h a p e n s i o n c o n ­
s u l t i n g firm to have s u c h services per­
f o r m e d . 

O b v i o u s l y , the a d m i n i s t r a t i v e proce­
d u r e s w h i c h a tinancial i n s t i t u t i o n a d o p t s 
w i l l v a r y d e p e n d i n g u p o n w h i c h o p t i o n it 
elects. 

Purpose of This Article 
T h e purpose of this article is to discuss 

o p t i o n #2 — the i n s t i t u t i o n w i l l accept 
q u a l i f i e d p l a n d e p o s i t s , b u t w i l l r e n d e r n o 
o ther services . A f i n a n c i a l i n s t i t u t i o n m a y 
c e r t a i n l y accept d e p o s i t s f r o m the trustee 
of a q u a l i f i e d p l a n w i t h o u t r e n d e r i n g a n y 
p l a n d o c u m e n t or a d m i n i s t r a t i v e services . 
W h a t s h o u l d be the p r o c e d u r e s for h a n ­
d l i n g d e p o s i t s a n d c o n t r i b u H o n s w h e n 
this o p t i o n has b e e n selected? 

T H E P O L I C Y C O N S I D E R A T I O N S 

A N D P R O C E D U R E S W I T H R E S P E C T 

T O A C C E P T I N G D E P O S I T S 

T o p i c # 1. U n d e r s t a n d W h o Y o u r 
D e p o s i t o r o r C u ; ; t o m e r Is 

Y o u r c u s t o m e r is the trustee of the q u a l ­
i f i e d p l a n . T h e o n l y p e r s o n a u t h o r i z e d to 
s i g n o n this a c c o u n t w i l l be the trustee. 
T h i s is t rue e v e n if the d e p o s i t is m a d e o n 
b e h a l f of a spec i t i c p e r s o n . T h e f i n a n c i a l 
i n s t i t u t i o n s h o u l d n e v e r d e a l w i t h the 
n a m e d p l a n p a r t i c i p a n t , b u t s h o u l d o n l y 
d e a l w i t h the trustee. W h e n the trustee 
w i t h d r a w s the f u n d s , he o r she w i l l be 
d o i n g so i n their status as a trustee. T h u s , 
the f i n a n c i a l i n s t i t u t i o n has n o r e s p o n s i ­
b i l i t y to p r e p a r e a F o r m 1099-R a n d the 
w i t h h o l d i n g r u l e s d o not a p p l y . 

F o r e x a m p l e , Jane D o e , trustee of the 
A B C C o r p o r a t i o n 401(k) p r o f i t s h a r i n g 
p l a n , p u r c h a s e s a time d e p o s i t i n the 
a m o u n t of $25,000 for the benef i t of J o h n 
S m i t h , a p l a n p a r t i c i p a n t . T h e o w n e r of 
the time d e p o s i t is Jane D o e as trustee of 
the A B C C o r p o r a t i o n P r o f i t S h a r i n g P l a n 
a n d T r u s t . T h e tax i d e n t i t i c a t i o n n u m b e r 
u s e d w i t h respect to the t i m e d e p o s i t 
s h o u l d be the T I N of the trust re la ted to 
the p l a n . Y o u m a y refer to the J u l y , 1994 
i ssue of this newsle t te r for a n i n - d e p t h 
d i s c u s s i o n of w h e n v a r i o u s T l N s are u s e d . 
Y o u r f i n a n c i a l i n s t i t u t i o n s h o u l d n e v e r 
d e a l d i r e c t i y w i t h the p a r t i c i p a n t , J o h n 
S m i t h . T h i s is true e v e n if the trustee 
w o u l d w a n t y o u to m a k e a d i s t r i b u t i o n 
d i r e c t l y to J o h n S m i t h . Based u p o n y o u r 
serv ice a g r e e m e n t (see d i s c u s s i o n i m m e ­
d i a t e l y b e l o w ) , y o u w o u l d i n f o r m Jane 
D o e , trustee that s u c h a n a c t i o n is a d m i n ­
i s t ra t ive a n d is not y o u r task, a n d that y o u 
w i l l not p a y the f u n d s d i r e c t i y to J o h n 
S m i t h b u t that y o u w i l l i s sue the check to 
her as trustee. 

T h i s s a m e s i t u a t i o n c a n o c c u r w i t h a 
o n e - p e r s o n K e o g h p l a n . M a n y f i n a n c i a l 
i n s t i t u t i o n p e r s o n n e l are c o n f u s e d i n this 
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s i t u a t i o n . F o r e x a m p l e , T o m M i l l s has 
s i g n e d a p r o f i t s h a r i n g p r o t o t y p e d o c u ­
m e n t w i t h F i r s t I n v e s t m e n t C o r p o r a t i o n 
w h i c h a l l o w s h i m , as the e m p l o y e r / p l a n 
s p o n s o r , to i n v e s t h i s Q P f u n d s i n n u m e r ­
o u s f i n a n c i a l i n s t i t u t i o n s . H e n o w c o m e s 
to y o u r f i n a n c i a l i n s t i t u t i o n , F i r s t State 
B a n k . Y o u r i n s t i t u t i o n d o e s not s p o n s o r a 
Q P p r o t o t y p e . H e w i s h e s to p u r c h a s e a n 
$80,000 t i m e d e p o s i t f r o m y o u because 
y o u h a v e exce l lent t e r m s o n a f i v e - y e a r 
C D . N o t e that he b u y s the t i m e d e p o s i t i n 
h i s s tatus as the p l a n trustee. A g a i n , w h e n 
he c o m e s i n to w i t h d r a w the f u n d s , y o u 
w i l l d e a l w i t h h i m i n h i s s tatus as b e i n g a 
trustee a n d n o t a p a r t i c i p a n t . If y o u i ssue 
the check to h i m as trustee, then y o u w i l l 
h a v e n o r e s p o n s i b i l i t y to p r e p a r e a n y 
F o r m 1099-R o r to c o m p l y w i t h the w i t h ­
h o l d i n g r u l e s . 

T o p i c #2 - F o r m a l i z e a n d E s t a b l i s h Y o u r 
R e l a t i o n s h i p W i t h the D e p o s i t o r / T r u s t e e 

W e r e c o m m e n d that y o u r f i n a n c i a l 
i n s t i t u t i o n a n d y o u r c u s t o m e r (the trustee) 
s i g n a contrac t o r s e r v i c e a g r e e m e n t 
w h e r e i n the d e p o s i t o r as the trustee for ­
m a l l y a c k n o w l e d g e s that he o r she is m a k ­
i n g tfiis d e p o s i t i n their c a p a c i t y as a 
trustee a n d n o t as a p a r t i c i p a n t , a n d that 
the f i n a n c i a l i n s t i t u t i o n has n o p l a n d o c u ­
m e n t o r a d m i n i s t r a t i v e d u t i e s . T h i s w i l l 
n o t g e n e r a l l y be a p r o b l e m w h e n the 
trustee is a c t i n g o n behal f of a p l a n w i t h 
m u l t i p l e p a r t i c i p a n t s . If a p r o b l e m arises , 
it n o r m a l l y ar ises w i t h respect to the one-
p e r s o n p l a n s . M a n y times the d o c t o r s , 
dent i s t s , etc. w h o es tab l i sh these p l a n s 
d o n ' t u n d e r s t a n d that there is a v e r y 
i m p o r t a n t a n d c r i t i c a l d i f f e r e n c e i n the i r 
respec t ive ro les of trustee o r p a r t i c i p a n t . 
T h e p u r p o s e of the serv ice a g r e e m e n t is to 
e m p h a s i z e that y o u r f i n a n c i a l i n s t i t u t i o n 
is d e a l i n g w i t h t h e m because they are the 
trustee. T h u s , w h e n the p e r s o n w i t h d r a w s 
h i s o r her d e p o s i t , y o u m a k e the p a y e e o n 
the check , " T o m M i l l s as trustee of the 
T o m M i l l s p r o f i t s h a r i n g p l a n . " 
T o p i c #3 - D e c i d e W h a t T y p e of T i m e 
D e p o s i t , S a v i n g s A c c o u n t s a n d C h e c k i n g 
A c c o u n t s Y o u A r e G o i n g to O f f e r Y o u r 
P e n s i o n D e p o s i t o r s 

W h a t t y p e of time d e p o s i t w i l l y o u of fer 
M a r y M a r t i n e z a n d the p l a n ' s trustee 
s ince the p l a n w i l l be d e p o s i t i n g $400 
e v e r y m o n t h o n her behal f? D o y o u w a n t 
to se l l the trustee 12 d i f f e r e n t C D s ? W i l l 
y o u o n l y o f fe r a v a r i a b l e interest rate t i m e 
d e p o s i t ? O r , w o u l d y o u r f i n a n c i a l i n s t i t u ­
tion be w i l l i n g to g i v e a f i x e d rate? 

F i n a n c i a l i n s t i t u t i o n s m a y need to be 
m o r e crea t ive t h a n they h a v e b e e n w i t h 
this spec ia l t y p e of d e p o s i t . A s l o n g as the 
p l a n trustee o n b e h a l f o f M a r y M a r t i n e z 

c o n t r a c t u a l l y p r o m i s e s that the subse­
q u e n t m o n t h l y c o n t r i b u t i o n s o v e r the 
t e r m of the d e p o s i t a c c o u n t w i l l be m a d e , 
a n d that there w o u l d b e d e f i n e d p e n a l t i e s 
if they w e r e n o t m a d e , then it seems rea­
s o n a b l e that a tixed rate c o u l d be o f f e r e d . 
T o p i c #4 - F u r n i s h the R e q u i r e d Pass -
Through I n s u r a n c e Notices A s Required 
b y F D I C R u l e s 

T h e M a r c h 1995 n e w s l e t t e r d i s c u s s e d 
these n e w r u l e s i n d e t a i l . A f i n a n c i a l insti­
t u t i o n w h i c h is subject to F D I C r e g u l a t i o n 
is r e q u i r e d i n v a r i o u s s i t u a t i o n s to f u r n i s h 
one of the v a r i o u s p a s s - t h r o u g h not ices . A 
f i n a n c i a l i n s t i t u t i o n w i l l need to f u r n i s h a 
not i ce i n the f o l l o w i n g three s i t u a t i o n s : 

(1) w h e n a n a c c o u n t is tirst o p e n e d ; 
(2) w h e n a d e p o s i t o r requests one ; a n d 
(3) w h e n the c a p i t a l s tatus of the f i n a n c i a l 
i n s t i t u t i o n deter iorates so that c u r r e n t 
d e p o s i t s w o u l d not be ent i t i ed to pass-
t h r o u g h c o v e r a g e . 

T o p i c #5 - D a t a P r o c e s s i n g a n d 
G o v e r n m e n t a l R e p o r t i n g C o n s i d e r a t i o n s 

T h i s is w h e r e m a n y f i n a n c i a l i n s t i t u ­
tions e x p e r i e n c e p r o b l e m s because m o s t 
d a t a p r o c e s s i n g s y s t e m s are w r i t t e n to 
h a n d l e o n l y t w o t y p e s of d e p o s i t s : (1) a 
n o n - I R A d e p o s i t w h i c h r e q u i r e s , i n m o s t 
cases, the g e n e r a t i o n of a F o r m 1 0 9 9 - I N T 
o r (2) a n I R A d e p o s i t w h i c h r e q u i r e s the 
g e n e r a t i o n of F o r m 5498. 

T h e p r o b l e m is that a q u a l i f i e d p l a n 
d e p o s i t is a u n i q u e t h i r d t y p e of d e p o s i t . 
T h e i n c o m e o r interest earned b y a q u a l i ­
f i e d p l a n d e p o s i t is n o t subject to c u r r e n t 
i n c o m e t a x a t i o n u n d e r the Internal 
R e v e n u e C o d e . In that sense, a q u a l i f i e d 
p l a n is v e r y s i m i l a r to a n I R A . T h e d i f f e r ­
ence is that a f i n a n c i a l i n s t i t u t i o n m u s t 
r e p o r t I R A c o n t r i b u t i o n s to the IRS o n the 
F o r m 5498, b u t there is n o s i m i l a r f o r m 
u s e d to r e p o r t the q u a l i f i e d p l a n c o n t r i b u ­
tions m a d e b y the s p o n s o r of a q u a l i f i e d 
p l a n . T h u s , the f i n a n c i a l i n s t i t u t i o n m u s t 
b e ab le to " s h u t o f f " o r not generate a 
F o r m 5498 for a n y Q P / K e o g h d e p o s i t s . 

O n the other h a n d , a tinancial i n s t i t u ­
tion s h o u l d not generate a F o r m 1 0 9 9 - I N T 
to repor t a n y interest e a r n e d s ince the 
p e n s i o n trust does not c u r r e n t i y p a y taxes 
o n i ts i n c o m e . If the trustee c a n s u b s t a n t i ­
ate for y o u r tinancial i n s t i t u t i o n that he o r 
she is a c t i n g o n b e h a l f of a q u a l i f i e d p l a n 
b y f u r n i s h i n g y o u w i t h a c o p y of the 
f a v o r a b l e IRS o p i n i o n o r d e t e r m i n a t i o n 
letter , then y o u s h o u l d not generate a 
Form 1099-INT. For a more d e t a i l e d dis­
c u s s i o n of tf i is t o p i c see the J a n u a r y , 1991 
c o p y of this n e w s l e t t e r . 

T h e e m p l o y e r w h o s p o n s o r s a p l a n c o v ­
e r i n g m a n y p a r t i c i p a n t s w i l l r e p o r t the 
aggregate total of i ts c o n t r i b u t i o n s o n the 
I R S F o r m 5 5 0 0 - C / R o r F o r m 5500. T h i s 

e m p l o y e r i n m o s t s i t u a t i o n s w i l l c l a i m as 
a tax d e d u c t i o n the a m o u n t of its c o n t r i ­
b u t i o n o n its tax f o r m . 

T h e s p o n s o r of a o n e - p e r s o n p l a n w i l l 
c l a i m the a m o u n t of h i s or h e r c o n t r i b u ­
tion o n F o r m 1040 a n d w i l l a l so r e p o r t it 
o n F o r m 5 5 0 0 - E Z , if r e q u i r e d to f i le s u c h a 
f o r m because the $100,000 t h r e s h o l d 
a m o u n t is e x c e e d e d . 
T o p i c #6 - Be a w a r e that the T r u t h - I n -
S a v i n g s R u l e s D o N o t A p p l y to O P 
D e p o s i t s 

T h e T r u t h - I n - S a v i n g s r u l e s a p p l y o n l y 
to c o n s u m e r s , a n d d e p o s i t s m a d e b y b u s i ­
nesses (even o n e - p e r s o n bus inesses ) are 
not c o v e r e d b y T I S A . 

P O L I C Y C O N S I D E R A T I O N S A N D 

P R O C E D U R E S W H E N T H E D E P O S I T 

IS W I T H D R A W N 

T h i s subject has a l r e a d y b e e n b r i e f l y 
d i s c u s s e d . A g a i n , y o u r i n s t i t u t i o n m u s t 
o n l y d e a l w i t h the p l a n trustee. If y o u r 
f i n a n c i a l i n s t i t u t i o n is d e a l i n g w i t h a one -
p e r s o n p l a n , y o u m u s t m a k e s u r e y o u 
d e a l w i t h tfiis o n e p e r s o n i n h i s o r h e r 
c a p a c i t y as a trustee a n d n o t as a p a r t i c i ­
pant . 

A s t a n d a r d q u a l i f i e d p l a n d i s t r i b u t i o n 
f o r m m u s t not be u s e d , as this p a y m e n t of 
f u n d s is not a d i s t r i b u t i o n . T h e trustee has 
s i m p l y d e c i d e d that he o r she w i s h e s to 
c h a n g e h o w the f u n d s are i n v e s t e d . A spe­
c ia l w i t h d r a w a l f o r m s h o u l d be u s e d — a 
request for a w i t h d r a w a l b y a p l a n trustee. 
Y o u r f i n a n c i a l i n s t i t u t i o n m u s t i ssue the 
check to the trustee a n d not to a n y p a r t i c i ­
pant . B y i s s u i n g the check to the trustee 
this m e a n s that there has b e e n n o d i s t r i b u ­
tion of assets (at least not yet) f r o m the 
p l a n , a n d therefore, the w i t f i h o l d i n g r u l e s 
d o not a p p l y a n d there is n o n e e d to p r e ­
pare a F o r m 1099-R. If there is to be a d i s ­
t r i b u t i o n to a p a r t i c i p a n t , then the trustee 
w i l l h a v e the d u t y to c o m p l y w i t h a l l of 
the d i s t r i b u t i o n r u l e s — f u r n i s h the sec­
tion 402(f) not ice , f u r n i s h the w i t h h o l d i n g 
not ice , a n d c o m p l y w i t h the w i t h h o l d i n g 
r u l e s a n d p r e p a r e the F o r m 1099-R to 
r e p o r t the a m o u n t s d i s t r i b u t e d a n d w i t h ­
h e l d , i f a n y . 

Summary 

W i t h p r o p e r p r o c e d u r e s , a tinancial 
i n s t i t u t i o n s h o u l d feel v e r y c o m f o r t a b l e 
a c c e p t i n g q u a l i f i e d p l a n d e p o s i t s e v e n 
t h o u g h it d o e s n o t s p o n s o r a n y q u a l i f i e d 
p l a n p r o t o t y p e s o r p e r f o r m a n y a d m i n i s ­
t ra t ive services . I Q 
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• F D I C i n s u r e d b a n k s a n d s a v i n g s a n d 

l o a n s m u s t be a w a r e that the p a s s - t h r o u g h 

i n s u r a n c e r u l e s a p p l y to d e p o s i t s m a d e w i t h 

respect to a n e m p l o y e e b e n e f i t p l a n . T h a t is , 

the p a s s - t h r o u g h not i ce r u l e s a p p l y to m o r e 

t h a n just p e n s i o n p l a n s . 

S e c t i o n 3(3) of E R I S A d e f i n e s " e m p l o y e e 

benef i t p l a n " to be a n e m p l o y e e w e l f a r e 

benef i t p l a n o r a n e m p l o y e e p e n s i o n benef i t 

p l a n , o r a p l a n w h i c h is b o t h . E R I S A sec t ion 

''(I) d e f i n e s the t e r m " e m p l o y e e w e l f a r e 

;nef i t p l a n " as: 

(1) the terms "employee welfare benefit plan" 

and "welfare plan" mean any plan, fund; or 

program which was heretofore or Is hereafter 

established or maintained by an employer or by 

an employee organization, or by both, to the 

extent that such plan, fund, or program was 

established or is maintained for the purpose of 

providing for its participants or their beneficiaries, 

through the purchase of insurance or otherwise, 

(A) medical, suiflicai, or hospital care or benefits, 

or benefits in the event of sickness, accident. 

disatjiUy, death or unemolovment. or vacation 
benefits, apprenticeship or other training 

prpqram?, or (Jay garg Cgnt$r?, aeMaiSllifi 
]mk, or prgpaij Iggal ?grvi(;g?, or (B) any 

benefit described in section 302(c) of the Labor 

Management Relations Act, 1947 [29 (JSCS 

§ 186(c)] (other than pensions on retirement or 

death, and insurance to provide such pensions.) 

T h u s , y o u w i l l n e e d to f u r n i s h the pass-

t h r o u g h not ice w h e n a n a c c o u n t is o p e n e d 

a p e n s i o n p l a n a n d b y o t h e r e m p l o y e e 

benef i t p l a n s (e.g. s e l f - i n s u r e d h e a l t h p l a n s , 

v a c a t i o n p l a n s , c e r t a i n d a y care center p l a n s , 

etc.) 

• Y o u s h o u l d a l so b e a w a r e that the F D I C 

i n s u r a n c e r u l e r e q u i r i n g a not i ce to be 

f u r n i s h e d i n c e r t a i n " a c c o u n t " s i t u a t i o n s is 

not l i m i t e d to s a v i n g s o r t i m e d e p o s i t 

a c c o u n t s . It a l so c o v e r s " c h e c k i n g " a c c o u n t s 

if the a c c o u n t s are o p e n e d b y a n e m p l o y e e 

b e n e f i t p l a n . T h u s , a n o t i c e m u s t b e 

f u r n i s h e d w h e n the c h e c k i n g a c c o u n t is 

o p e n e d , u p o n request , o r w h e n the c a p i t a l 

s tatus of the i n s t i t u t i o n deter iora tes . Y o u 

m a y f i n d that a trustee of a n e m p l o y e e 

benef i t p l a n m a y v e r y w e l l request the pass-

t h r o u g h not ice each a n d e v e r y t i m e it m a k e s 

a d e p o s i t to a c h e c k i n g a c c o u n t , because 

w h e t h e r a spec i f i c d e p o s i t is i n s u r e d 

d e p e n d s u p o n the c a p i t a l s tatus of the b a n k 

at that t i m e . 

• S o m e f i n a n c i a l i n s t i t u t i o n s h a v e c a l l e d 

to ask w h a t not ice they need to f u r n i s h o n o r 

before J u l y 14 ,1995. T h e s e i n s t i t u t i o n s m a y 

t h i n k they n e e d to f u r n i s h a p a s s - t h r o u g h 

not i ce w h e n they d o n ' t n e e d to. 

T h e r e are f o u r s i t u a t i o n s w h e n a f i n a n c i a l 

i n s t i t u t i o n is r e q u i r e d to f u r i u s h a not ice : 

1. U p o n request ; 

2. W h e n a n a c c o u n t is o p e n e d ; 

3. W h e n the c a p i t a l s tatus of the 

i n s t i t u t i o n deter iorates so that p a s s - t f i r o u g h 

i n s u r a n c e c o v e r a g e w o u l d n o t a p p l y to 

c u r r e n t d e p o s i t s ; a n d 

4. To those d e p o s i t s m a d e b e t w e e n 

D e c e m b e r 19 ,1992 , t h r o u g h J u l y 1 ,1995, 

w h i c h w e r e N O T e n t i t l e d to p a s s - t h r o u g h 

c o v e r a g e at the t i m e the d e p o s i t w a s m a d e . 

S i n c e a l m o s t a l l f i n a n c i a l i n s t i t u t i o n s 

m a i n t a i n e d a s u f f i c i e n t l y g o o d c a p i t a l status 

f r o m D e c e m b e r 19 ,1992 , t h r o u g h J u l y 1, 

1995, these f i n a n c i a l i n s t i t u t i o n s are not 

r e q u i r e d to g i v e the #4 n o t i c e . T h e y w i l l 

o n l y n e e d to b e c o n c e r n e d a b o u t not ices #1, 

#2 a n d #3 o n o r after J u l y 1 ,1995. 

• In o r d e r to d e m o n s t r a t e to the F D I C 

that y o u r f i n a n c i a l i n s t i t u t i o n has ac ted to 

c o m p l y w i t h th i s r e g u l a t i o n , your institution 

s h o u l d p r e p a r e a m e m o r a n d u m w h i c h 

s u m m a r i z e s the c a p i t a l status categories that 

w e r e r e p o r t e d o n the f o l l o w i n g ca l l repor ts 

f o r the p e r i o d s e n d i n g : 12/31/92; 

3 / 3 1 / 9 3 ; 6 /30/93 ; 9 /30 /93 ; 12/31/93; 

3 /31/94 ; 6 /30/94 ; 9 /30/94 ; 12/31/94; 

3 /31 /95 ; a n d 6 /30/95 . 

W e r e c o m m e n d this a p p r o a c h because 

y o u m u s t d e t e r m i n e to the best of y o u r 

a b i l i t y w h e t h e r a d e p o s i t o f a n e m p l o y e e 

b e n e f i t p l a n w a s or w a s n o t en t i t l ed to pass-

t h r o u g h c o v e r a g e w h e n the d e p o s i t w a s 

m a d e for those d e p o s i t s y o u r e c e i v e d o r w i l l 

r ece ive f r o m D e c e m b e r 19 ,1992 , to J u l y 1, 

1995. Y o u o n l y n e e d to g i v e the s p e c i a l 

n o t i c e if the d e p o s i t w a s N O T e n t i t l e d to 

p a s s - t h r o u g h c o v e r a g e . 

The Pension Digest Extra • April, 1995 



May 31,1995 Deadline for the 1994 Form 5498 
A n IRA custodian must furnish the IRS 

the Form 5498 information on or before M a y 

31,1995. Your institution must furnish this 

information to the IRS on magnetic media if 

you file 250 or more such forms. If you have 

less than 250 forms to file, then you are 

pernutted to file on paper forms. 

A n IRA custodian must prepare a Form 

5498 if any of the following events have 

occurred in 1994: 

1. A regular or spousal contribution for 

tax year 1994 was made on behalf of the IRA 

accountholder between January 1,1994, and 

A p r i l 17,1995; 

2. A rollover or a direct rollover was made 

by the IRA accountholder between Jan­

uary 1,1994, and December 31,1994; 

3. T h e IRA had a positive fair market 

value as of December 31,1994. This applies 

to both regular and inherited IRAs. 

4. The IRA accountholder died k)metime 

in 1994. 

The IRA custodian is also required to 

furnish the 1994 Form 5498 to each person 

for whom the Form 5498 was sent to the 

IRS. This deadline is also M a y 31,1995. 

However, there are two major exceptions. 

First, if you furnished a customer statement 

in January which reflected the December 31, 

1994, fair market value, and this person d i d 

not make any regular, spousal or rollover 

contributions, then there is no need to 

furnish a Form 5498 since it will only repeat 

information which y o u already have 

furnished. Secondly, if y o u furnished a 

statement in January which showed 

contribuHons, rollovers and the fair market 

value as of December 31,1994, arid you 

indicated what iiifonnaHon would be 

furnished to the IRS and that information 

has not changed, then there is no need to 

furnish the 1994 Form 5498 or a substihite 

since you have already furnished this 

information. For a more detailed discussion 

of this topic, see the May, 1993 issue of this 

newsletter. 

Note that transfer contributions and SEP 

contributions are not reported on the Form 

5498. If the IRA accountholder died during 

1994, the IRA custodian/trustee is given, 

with respect to the deceased accountholder, 

the option of reporting as the fair market 

value either the actual fair market value as 

of the date of death, or reporting a zero. If 

the custodian/trustee reports a zero, it then 

must include the notice stating that the 

personal representative may request the fair 

market value as of the date of death. This 

special notice is already included on IRS 

Form 5498, and it must also be included on 

any qualifying sutjstitute foBn. 
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