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SEPs and the FDIC Pass-Through Notice Rules/ 
Examples of Pass-Through Insurance Coverage 

The FDIC has recently clarified (or changed) 
its position on whether or not SEP-IRAs are 
entitled to receive the FDIC pass-through insur
ance notice(s). 

- The FDIC has now stated its position that a 
depository must furnish the person making a 
deposit to a multiple-person SEP-IRA with the 
applicable pass-through notice when applicable, 
but that the depository is not required to furnish 
the notice to a one-person SEP-IRA plan. Please 
note that in the March newsletter we stated that 
you d i d not need to furnish the notice to a SEP 
because the FDIC's position had been to always 
aggregate SEPs wi th IRAs for insurance cover
age purposes. Also note tfiat one-person Q P or 
Keogh plans must receive the applicable notice. 
There is no logic to the IRS' position w h y a one-
person Q P plan must receive the notice and a 
one-person SEP need not receive the notice. The 
current regulation simply provides for this 
result. 

Unt i l relatively recently, FDIC regulation 
330.12 dealt wi th the subject of the insurance 
coverage available to the various types of 
employee benefit plan deposits, including IRA 
deposits. This regulation now covers a second 
subject — the notices a depository must furnish 
a person who makes or may make a deposit of 
employee benefit plan funds. 

The purp jse of this article is to further dis
cuss the topic of pass-through coverage. 
Numerous illustrations are provided. Y o u w i l l 
see that the rules are quite unsettled wi th 
respect to how a SEP-IRA w i l l be treated for 
insurance-coverage purposes. The FDIC w i l l 
need to furnish additional guidance. 

Since the FDIC has now determined that 
some SEP plans must receive the FDIC pass-
ttirough notices t)ecause a SEP meets the defini
tion of being an employee benefit plan, does this 
mean that the FDIC is rethinking its prior posi
tion as to coverage also? That is, if a SEP plan is 
an employee-benefit plan for purposes of the 
notice provisions, is the SEP plan an employee-
benefit plan for purposes of the coverage rules? 
If so, then in some cases, such SEP deposits 
w o u l d not need to be aggregated w i t h IRAs, but 
w o u l d be aggregated wi th other employee ben
efit plan deposits for insurance coverage pur
poses. A s the illustrations below w i l l show, this 
change in treatment could affect the amount of 
insurance coverage. 

Discussion of the Four (4) Types or 
Categories That Govern Insurance 
Coverage 

Regulation 330.12 essentially provides for 
four categories of insurance coverage for 
deposits of retirement and other employee-ben
efit plan accounts: 

1. Coverage when pass-through insurance 
applies, but the plan does N O T allow for self-
direction. Coverage is $100,000 per participant. 

2. Coverage when pass-through insurance 
applies, but the plan allows for self-direction. 
Aggregation of the IRA and the plan deposit is 
required and there is coverage only to the extent 
of $100,000. 

3. Coverage when pass-through insurance 
does not apply. 

The rule is that there is only $100,000 cover
age for the plan no matter how many partici
pants and no matter the size of the deposit. 

4. Coverage for IRAs, section 457 plans and 
self-directed indiv idual account plans which are 
entitled to pass-through coverage. 

These types of deposits must be aggregated 
per person and there is coverage up to $100,000 
per person. 

Illustrations 

Set forth below are illustrations applying the 
above rules. The amount of insurance coverage 
does depend upon what insurance category 
applies to a given deposit. Al though the general 
rule is that a depositor w o u l d want his or her 
deposit to qualify for pass-through insurance 
coverage, there are some situations where a per
son is better off if pass-through insurance cover
age does not apply. 

Example #1. — Nonself-directed QP 
Deposit Which Qualifies for Pass-Through 
Coverage/With No IRA Deposit 

Pat Richards has a noncontingent deposit of 
$95,000 under her employer's nonself-directed 
money purchase plan. The money purchase 
plan had total deposits of $500,000. A l l of these 
deposits qualified for pass-through insurance. 

The $95,000 deposit is a category #1 type of 
deposit and is fully insured since the deposit is 
less than $100,000. The other $405,000 of plan 
deposits are also fully insured as long as any one 
participant's share does not exceed $100,000. 

Coiitituied on page 4 

Glossary of IRA 
Terms 

Collectibles - Antiques, rugs, coins, 
s t a m p s , g e m s , m e t a l s , a n d a l c o h o l i c bever 
ages are a l l e x a m p l e s of col lect ib les . O t h e r 
p e r s o n a l p r o p e r t y c a n a lso fall under this 
d e f i n i t i o n . 

Contingent Beneficiary - P e r s o n or per
sons d e s i g n a t e d to rece ive the I R A f u n d s 
if the p r i m a r y benef ic iary( ies ) does not 
s u r v i v e the a c c o u n t h o l d e r . 

Current-Year Contribution - A n y c o n 
tribution m a d e for o r during a tax year 
where the d u e d a t e for that year's tax 
return has not yet p a s s e d . 

Direct Rollover - A r o l l o v e r from a 
Q u a l i f i e d P l a n ( Q P ) or Tax-She l te red 
A n n u i t y ( T S A ) that is p a i d d i r e c t l y to 
a n o t h e r Q P / T S A or a n I R A . T h e check is 
m a d e p a y a b l e the I R A c u s t o d i a n , b u t the 
t ransac t ion is r e p o r t e d as a r o l l o v e r . 

Disabili ty - 1 0 0 % p e r m a n e n t l y and 
to ta l ly d i s a b l e d , m e a n i n g the d i s a b i l i t y 
w i l l resul t i n d e a t h or i n the loss of a n y 
g a i n f u l e m p l o y m e n t for a p e r i o d of at 
least o n e year . 

Disqual i f ied Person - T h e a c c o u n t h o l d 
er, the a c c o u n t h o l d e r ' s s p o u s e , c h i l d r e n , 
or p a r e n t s , o r a n y l i n e a l family member, 
a n y c o r p o r a t i o n the a c c o u n t h o l d e r is a n 
of f i cer o r d i r e c t o r of, a n y p a r t n e r s h i p the 
a c c o u n t h o l d e r is a p a r t n e r i n , a n d a n y 
f i d u c i a r y of the a c c o u n t . 

Earned Income - I n c o m e a p e r s o n 
receives i n e x c h a n g e for services they 
h a v e r e n d e r e d . It is a lso a n y i n c o m e that 
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Glossary—Continued from page 1 

a p p e a r s i n B o x 10 of F o r m W - 2 less the 
a m o u n t s h o w n i n B o x 16 of that f o r m . 
E x a m p l e s of e a r n e d i n c o m e i n c l u d e 
w a g e s , s a l a r y , c o m m i s s i o n s , b o n u s e s , t i p s , 
a n d s e l f - e m p l o y m e n t i n c o m e . Interest , 
d i v i d e n d s , p e n s i o n benef i t s , rent o n p r o p 
erty o w n e d b y the i n d i v i d u a l , a n d s o c i a l 
s e c u r i t y benef i t s are not e a r n e d i n c o m e . 

Excess Contribution - A n i m p e r m i s s i 
b l e c o n t r i b u t i o n , o n e that exceeds the 
a m o u n t a n i n d i v i d u a l is e l i g i b l e to c o n 
t r ibute . E x a m p l e s i n c l u d e a r e g u l a r c o n t r i 
b u t i o n that exceeds $2,000 a year , a r e g u 
lar c o n t r i b u t i o n that exceeds 100% of a 
p e r s o n ' s e a r n e d i n c o m e , a r e g u l a r c o n t r i 
b u t i o n m a d e b y s o m e o n e o v e r 70 1 / 2 , o r 
a n i m p e r m i s s i b l e r o l l o v e r . 

Financial Disclosure - A d i s c l o s u r e that 
i n c l u d e s a f i n a n c i a l p r o j e c t i o n of the v a l u e 
of the I R A i n the f u t u r e , s h o w i n g the 
effect c o n t i n u e d c o n t r i b u t i o n s , interest , 
penal t ies a n d fees w o u l d h a v e o n the 
f u t u r e v a l u e of the I R A . T h e f i n a n c i a l d i s 
c l o s u r e is b a s e d o n an a n n u a l c o n t r i b u t i o n 
of $1,000, w h e r e a r e g u l a r c o n t r i b u t i o n 
establ ishes the I R A , a n d a o n e - t i m e c o n t r i 
b u t i o n of $1,000, w h e r e a r o l l o v e r estab
l i shes the I R A . T h e p r o j e c t i o n s h o w s the 
a s s u m e d v a l u e s at the e n d of each of the 
f irst f i v e years the I R A exists a n d at the 
t i m e the i n d i v i d u a l w o u l d a t ta in ages 60, 
65, a n d 70. 

Form 1096 - I R S t r a n s m i t t a l f o r m that 
must a c c o m p a n y a n y p a p e r 5498 a n d 
1099-R s u b m i s s i o n to the IRS. It tel ls the 
IRS w h i c h f o r m is b e i n g s u b m i t t e d , the 
n u m b e r of f o r m s b e i n g s u b m i t t e d a n d 
g i v e s total d o l l a r f i g u r e s f r o m a l l of the 
f o r m s b e i n g s u b m i t t e d . 

Form 1099-R - I R S F o r m that is u s e d to 
report d i s t r i b u t i o n s f r o m a n I R A or f r o m a 
Q u a l i f i e d R e t i r e m e n t p l a n . It is d u e to the 
a c c o u n t h o l d e r b y J a n u a r y 31, a n d the IRS 
b y F e b r u a r y 28, of the year f o l l o w i n g the 
year of the d i s t r i b u t i o n . 

Form 4804 - IRS t r a n s m i t t a l f o r m that 
must a c c o m p a n y a n y m a g n e t i c m e d i a 
s u b m i s s i o n to the IRS of the f o r m s 1099-R 
a n d 5498 

Form 5329 - IRS f o r m that m u s t be f i l e d 
b y a n a c c o u n t h o l d e r that d o e s o r c o u l d 
o w e a n I R A p e n a l t y tax. It is f i l e d a l o n g 
w i t h the i n d i v i d u a l ' s tax r e t u r n for that 
year . 

Form 5498 - I R S f o r m that is u s e d to 
repor t I R A c o n t r i b u t i o n s a n d the f a i r m a r 
ket v a l u e of the I R A . It is d u e to the 
a c c o u n t h o l d e r a n d the IRS b y M a y 31 of 
the y e a r f o l l o w i n g the y e a r for w h i c h it is 
b e i n g r e p o r t e d . 

Form 8606 - I R S f o r m that m u s t be f i l e d 
w i t h the tax r e t u r n i n a n y y e a r a p e r s o n 
m a k e s a n o n d e d u c t i b l e I R A c o n t r i b u t i o n 
o r i n a n y y e a r that they take a d i s t r i b u t i o n 
if 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 h a d e v e r 
b e e n m a d e to o n e of h i s I R A s . 

Form W-4F - I R S f o r m that c o n t a i n s a 
w i t h h o l d i n g not i ce a n d e l e c t i o n . 

I R A Income Tax W i t h h o l d i n g - A p a r 
t ia l p a y m e n t of i n c o m e taxes o w e d o n a n 
I R A d i s t r i b u t i o n . T h e taxes are t a k e n o u t 
of the d i s t r i b u t i o n f r o m the I R A , n o r m a l l y 
at a rate of 10% of the d i s t r i b u t i o n . 

Income Tax W i t h h o l d i n g Election - A 
w r i t t e n e l e c t i o n m a d e b y the a c c o u n t h o l d 
er i n s t r u c t i n g the c u s t o d i a n / t r u s t e e e i ther 
to w i t h h o l d o r not to w i t h h o l d i n c o m e tax 
f r o m an I R A d i s t r i b u t i o n . 

Income Tax W i t h h o l d i n g Notice - A 
w r i t t e n e x p l a n a t i o n of the i n c o m e tax 
w i t h h o l d i n g ru les . T h e not ice for I R A s 
i n f o r m s the a c c o u n t h o l d e r that he has the 
r i g h t not to h a v e w i t h h o l d i n g , a n d that 
the es t imated tax r u l e s a p p l y to I R A d i s 
t r i b u t i o n s . 

M D I B Life Expectancy Table - T h e 
M i n i m u m D i s t r i b u t i o n I n c i d e n t a l Benef i t 
table is u s e d to d e t e r m i n e the l i fe 
expec tancy w h e n there is a n o n s p o u s e 
b e n e f i c i a r y n a m e d that is m o r e t h a n 10 
years y o u n g e r t h a n the a c c o u n t h o l d e r . It 
is f o u n d i n R e g u l a t i o n 1.401(a)(9). 

Nonrecalculation - T h e l i f e - e x p e c t a n c y 
factor is d e t e r m i n e d f r o m the U n i s e x table 
i n the f irst d i s t r i b u t i o n year . T h i s i n i t i a l 
factor is r e d u c e d b y o n e each year there
after. 

Flan Agreement - A w r i t t e n d o c u m e n t 
that m u s t be c o m p l e t e d a n d executed i n 
o r d e r to h a v e a n I R A . T h e p l a n a g r e e m e n t 
c o u l d be a n I R A M o d e l 5305 o r 5 3 0 5 - A . 
T h e 5305 is a h-ust p l a n a n d the 5 3 0 5 - A a 
c u s t o d i a l p l a n . T h e p l a n a g r e e m e n t c o u l d 
a lso be a p r o t o t y p e p l a n d r a f t e d for a n 
i n s t i t u t i o n b y lega l c o u n s e l . A p r o t o t y p e 
p l a n needs to be s u b m i t t e d to the IRS for 
its a p p r o v a l . 

Premature Distr ibution - A n y d i s t r i b u 
t i o n m a d e f r o m the I R A before the d a y the 
a c c o u n t h o l d e r has a t ta ined age 59 1 /2 . 

Primary Beneficiary - P e r s o n or p e r 
sons d e s i g n a t e d to rece ive the I R A f u n d s 
u p o n the d e a t h of the a c c o u n t h o l d e r . 

Prohibited Transactions - I m p r o p e r use 
of a n I R A a c c o u n t b y the a c c o u n t h o l d e r o r 
a d i s q u a l i f i e d p e r s o n . E x a m p l e s i n c l u d e a 
d i s q u a l i f i e d p e r s o n b o r r o w i n g m o n e y 
f r o m the I R A , s e l l i n g p r o p e r t y to the I R A , 
u s i n g it as s e c u r i t y for a l o a n , or p u r c h a s 
i n g c o r p o r a t e s tock w i t h the I R A w h e n the 
a c c o u n t h o l d e r is a d i r e c t o r or of f i cer of 
the c o r p o r a t i o n . 

Recalculation - D e t e r m i n i n g a l i f e -
expec tancy factor each year b y t a k i n g the 
a c c o u n t h o l d e r ' s age to the U n i s e x l i fe 
e x p e c t a n c y tables. T h i s c a n a l so be d o n e 
for s p o u s e b e n e f i c i a r i e s . 

Regular I R A Contribution - A n I R A 
c o n t r i b u t i o n m a d e for a s p e c i f i c tax y e a r 
by a p e r s o n w h o has e a r n e d i n c o m e a n d is 
701 / 2 o r less. It is l i m i t e d to $2,000 or 
100% of the a c c o u n t h o l d e r ' s e a r n e d 
i n c o m e , w h i c h e v e r is less. 

Required M i n i m u m Distribution - A 
d i s t r i b u t i o n that m u s t b e t a k e n b y A p r i l 1 
of the y e a r after the y e a r the a c c o u n t h o l d 
er attains age 70 1 /2 . D i s t r i b u t i o n s m u s t 

be t a k e n b y D e c e m b e r 31 of each y e a r 
thereafter. T h e d i s t r i b u t i o n s are b a s e d o n 
ei ther a s i n g l e o r jo int l i fe e x p e c t a n c y that 
c a n be r e c a l c u l a t e d or r e d u c e d b y o n e 
each year . 

Rollover - A r o l l o v e r is a d i s t r i b u t i o n of 
f u n d s f r o m a n I R A or a Q u a l i f i e d P l a n 
that is c o n t r i b u t e d to a n o t h e r I R A w i t h i n 
60 d a y s of the d a t e of rece ipt . T h e a m o u n t 
r o l l e d o v e r is n o t subject to tax. T h e i n d i 
v i d u a l has p o s s e s s i o n of the f u n d s . T h e 
check is m a d e p a y a b l e to the i n d i v i d u a l . 

SEP - 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 is 
a w r i t t e n p l a n that a l l o w s a n e m p l o y e r to 
m a k e c o n t r i b u t i o n s t o w a r d his o r h e r o w n 
a n d e m p l o y e e s ' r e t i r e m e n t . T h e c o n t r i b u 
tions are m a d e to I R A s of the p a r t i c i p a n t s . 

Seven-Day Right of Revocation - T h e 
s e v e n - c a l e n d a r - d a y p e r i o d the a c c o u n t -
h o l d e r has to r e v o k e the I R A after i t is i n i 
tially es tab l i shed a n d the a c c o u n t h o l d e r 
receives a w r i t t e n d i s c l o s u r e s tatement . 

Spousal IRA Contribution - A n I R A 
c o n t r i b u t i o n m a d e to the I R A of a n o n 
c o m p e n s a t e d s p o u s e based o n the e a r n e d 
i n c o m e of the c o m p e n s a t e d s p o u s e . It is 
l i m i t e d to the lesser of $2,000 or 100% of 
the e a r n e d i n c o m e of the c o m p e n s a t e d 
spouse . T h e m a x i m u m c o n t r i b u t i o n to 
b o t h s p o u s e ' s I R A s m a y not exceed 
$2,250. 

Substitute Form W-P - N o r m a l l y a v e n 
d o r ' s d i s t r i b u t i o n o r w i t h d r a w a l f o r m that 
c o n t a i n s a w i t h h o l d i n g not ice a n d e l e c t i o n 
sec t ion . It m u s t c o m p l y w i t h I R S r e q u i r e 
m e n t s for s u b s t i t u t e f o r m s . 

Transfer - T h e d i r e c t m o v e m e n t of I R A 
f u n d s f r o m a n I R A w i t h one c u s t o d i a n / 
trustee to a n I R A w i t h a d i f f e r e n t c u s t o d i 
a n / t r u s t e e . T h e a c c o u n t h o l d e r n e v e r has 
possess ion of the f u n d s ; the check is m a d e 
p a y a b l e to the n e w c u s t o d i a n / t r u s t e e . 

Transfer D u e to Divorce - A transfer of 
I R A f u n d s f r o m the I R A of o n e s p o u s e to 
the I R A of the o t h e r s p o u s e , s u b s e q u e n t to 
a c o u r t o r d e r f o u n d in a d i v o r c e decree . 

Unisex Life Expectancy Tables - I R S 
a p p r o v e d l i f e - e x p e c t a n c y tables f o u n d in 
R e g u l a t i o n 1.72-9. 

Written Disclosure Statement - A n o n 
technical w r i t t e n e x p l a n a t i o n of the I R A 
rules . F Q 
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A s I R A administration has become 
m o r e a n d m o r e c o m p l e x , it has b e c o m e 
c o m m o n for I R A trustees a n d c u s t o d i a n s 
to c h a r g e fees i n c o n n e c t i o n w i t h I R A 
accounts . It is p e r m i s s i b l e for a c u s t o d i 
a n / t r u s t e e to c h a r g e fees i n c o n n e c t i o n 
w i t h a n I R A . It m u s t be stressed, h o w e v e r , 
that the p l a n d o c u m e n t m u s t a l l o w the 
c u s t o d i a n / t r u s t e e t o c h a r g e fees , .and the 
fees m u s t h a v e b e e n d i s c l o s e d to the 
a c c o u n t h o l d e r p r i o r to the i r i n s t i t u t i o n . If 
the fee w a s not i n existence w h e n the 
a c c o u n t w a s o p e n e d , the c u s t o d i a n m u s t 
g i v e w r i t t e n not i ce of its i n c e p t i o n a n d 
a l l o w a reasonable t i m e p e r i o d b e f o r e 
i n s t i t u t i n g the fee. D u r i n g this p e r i o d of 
t i m e , a c c o u n t h o l d e r s m u s t be a l l o w e d to 
t e r m i n a t e the i r a c c o u n t w i t h o u t the i m p o 
s i t i o n of a n y n e w l y created fees. 

G e n e r a l l y the p l a n d o c u m e n t w i l l not 
spec i fy the t y p e o r a m o u n t of fees a p a r -
. i c u l a r c u s t o d i a n / t r u s t e e w i l l charge . T h e 
d o c u m e n t n o r m a l l y just c o n t a i n s a p r o v i 
s i o n that reserves the r i g h t to c h a r g e fees 
to the c u s t o d i a n / t r u s t e e . T h e c u s t o d i a n / 

trustee m u s t d i s c l o s u r e the ac tua l t y p e of 
fees a n d a m o u n t of s u c h fees o n a s e p a 
rate fee s c h e d u l e . A d d i t i o n a l l y , a n y a n d 
a l l fees m u s t be d i s c l o s e d a n y t i m e a 
T r u t h - i n - S a v i n g s d i s c l o s u r e is r e q u i r e d . 

T h e last d i s c l o s u r e i t e m an i n s t i t u t i o n 
needs to be a w a r e of before i n s t i t u t i n g 
fees is the effect this w i l l h a v e o n their 
IRA disclosure statement, in particular the 
f i n a n c i a l d i s c l o s u r e sec t ion of that d o c u 
ment . T h e r u l e s are v e r y e x p l i c i t i n r e q u i r 
i n g that a l l p o s s i b l e pena l t i es a n d fees be 
factored i n t o the f i n a n c i a l p r o j e c t i o n m o s t 
c u s t o m e r s are r e q u i r e d to rece ive . In m o s t 
cases p r e - p r i n t e d f i n a n c i a l d i s c l o s u r e 
tables d o not factor i n a n y fees. A s s u c h , 
spec ia l d i s c l o s u r e tables w i l l be necessary 
for a n y I R A fees c h a r g e d b y a n i n s t i t u t i o n . 

D i s c u s s e d b e l o w are s o m e of the c o m 
m o n types of I R A fees w e h a v e seen. 

I . A n n u a l A d m i n i s t r a t i v e Fees . T h e s e 
are fees that the c u s t o d i a n / t r u s t e e charges 
for the d a i l y u p k e e p of the account . T h e 
a m o u n t v a r i e s f r o m i n s t i t u t i o n to i n s t i t u 
t i o n . A c o m m o n f i g u r e is $25 to $50 a 
year . T h i s t y p e of fee is e s p e c i a l l y c o m 
m o n w h e n d e a l i n g w i t h se l f -d i rec ted 
I R A s . T h e s e fees m a y be d e d u c t i b l e b y the 
a c c o u n t h o l d e r u n d e r C o d e sec t ion 212, as 
a n expense p a i d for the p r o d u c t i o n of 
i n c o m e . T o be d e d u c t i b l e , the fee m u s t be 
b i l l e d d i r e c t l y to the a c c o u n t h o l d e r . T h e 
a c c o u n t h o l d e r m u s t then p a y the fee w i t h 
o u t u s i n g I R A f u n d s . It is p e r m i s s i b l e to 
use the assets of the I R A to p a y the fee, 
b u t if this is d o n e , the fee is not 
d e d u c t i b l e . It is not p e r m i s s i b l e to c o n 
t r ibute m o r e t h a n $2,000 to the I R A to 

cover the expense of this fee. F o r e x a m p l e , 
if B a n k A charges a $50 a r m u a l a d m i n i s 
t ra t ive fee. C u s t o m e r B c o u l d not c o n 
t r ibute $2,050 for the tax year . T h i s w o u l d 
result i n a n excess c o n t r i b u t i o n of $50. 
Instead, C u s t o m e r B w o u l d h a v e the 
cho ice of w r i t i n g a separate check to p a y 
the $50 fee or h a v e the $50 taken f r o m the 
$2,000 contribution. 

II . B r o k e r a g e Fees . Brokers fees are fees 
p a i d to a n i n d i v i d u a l w h o sells the 
a c c o u n t h o l d e r a n i n v e s t m e n t for the I R A . 
T h e s e fees u s u a l l y take the f o r m of c o m 
m i s s i o n s . T h e y are not d e d u c t i b l e b y the 
a c c o u n t h o l d e r . A n y c o m m i s s i o n p a i d to a 
b r o k e r o u t of a n a c c o u n t h o l d e r ' s $2,000 
c o n t r i b u t i o n c a n n o t be d e d u c t e d nor c a n 
m o r e m o n e y be a d d e d to the account to 
rep lace the c o m m i s s i o n s p a i d . 

I I I . T e r m i n a t i o n Fees. T h i s fee is p a i d 
w h e n the I R A is t e r m i n a t e d or t r a n s f e r r e d 
to a n o t h e r i n s t i t u t i o n . T h i s fee m u s t be 
d i s c l o s e d to the a c c o u n t h o l d e r w h e n the 
a c c o u n t is f i rst o p e n e d or w h e n the c u s t o 
d i a n / t r u s t e e ins t i tu tes the fee. T h i s is p e r 
h a p s the m o s t c o m m o n I R A fee w e see 
b e i n g u s e d t o d a y , r a n g i n g f r o m $25 to 
$50. 

I V . Distribution Fees. T h i s t y p e of fee 
is o w e d w h e n e v e r a d i s t r i b u t i o n is m a d e 
f r o m a n I R A . It is assessed w h e t h e r the 
d i s t r i b u t i o n is a total o r p a r t i a l d i s t r i b u 
tion of the I R A assets. These fees c o m 
m o n l y r u n i n the range of $10 to $25 d o l 
lars . T h e y are g e n e r a l l y assessed i n a d d i 
tion to a n y C D interest penal t ies for e a r l y 
w i t h d r a w a l . I Q 

• • • Check It Out • • • 
Question: 1 am still confused by the administrative tasks associated with rollovers, direct rollovers and transfers. W o u l d you 

please explain? 

• A n s w e r . Y o u r tasks w i l l v a r y d e p e n d i n g u p o n w h e t h e r y o u r i n s t i t u t i o n ' s r o l e is that of the p a y o r o r the p a y e e / r e c i p i e n t a n d 
the t y p e of the t ransac t ion . F o r p u r p o s e s of this a n s w e r , i t is a s s u m e d that y o u are the p a y e e / r e c i p i e n t a n d that the f u n d s w i l l be 
d e p o s i t e d i n t o a n I R A a c c o u n t . 

In a t ransfer s i t u a t i o n , the f u n d s m u s t m o v e f r o m a n d b e t w e e n the s a m e t y p e of p l a n (e.g. I R A to I R A , Q P to Q P or T S A to T S A ) . 
T h e r e f o r e , f u n d s c a n n o t m o v e f r o m a Q P or T S A to a n I R A v i a a transfer . T h i s m o v e m e n t w o u l d o n l y be p e r m i s s i b l e as a r o l l o v e r 
o r a d i r e c t r o l l o v e r as d i s c u s s e d b e l o w . In a transfer , the check has b e e n m a d e p a y a b l e to y o u r i n s t i t u t i o n as the I R A c u s t o d i a n for 
the c u s t o m e r . Y o u r i n s t i t u t i o n s h o u l d h a v e a s i g n e d I R A transfer f o r m as f u r n i s h e d b y the s e n d i n g i n s t i t u t i o n . F o r data p r o c e s s i n g 
p u r p o s e s th is " t r a n s f e r " c o n t r i b u t i o n w i l l not affect the p r e p a r a t i o n of the F o r m 5498. 

I n a r o l l o v e r s i t u a t i o n , the check has b e e n m a d e p a y a b l e to y o u r c u s t o m e r . In o r d e r to substant ia te that the p e r s o n is e l i g i b l e to 
m a k e this r o l l o v e r c o n t r i b u t i o n , y o u s h o u l d h a v e the c u s t o m e r c o m p l e t e a n d s i g n a r o l l o v e r c e r t i f i c a t i o n f o r m or h a v e the c u s t o m e r 
f u r n i s h y o u a c o p y of the sec t ion 402(f) not ice w h i c h the p l a n a d m i n i s t r a t o r f u r n i s h e d i n d i c a t i n g w h a t a m o u n t is e l i g i b l e to r o l l 
o v e r . Be a w a r e that i n a r o l l o v e r s i t u a t i o n , the 60 -day r u l e a p p l i e s . T h e " o n c e p e r 1 2 - m o n t h " r u l e o n l y a p p l i e s if the d i s t r i b u t i o n 
c o m e s f r o m a n I R A . F o r data p r o c e s s i n g p u r p o s e s , th is c o n t r i b u t i o n m u s t be c o d e d as a " r o l l o v e r " so that it w i l l s h o w u p i n b o x 2 
of the F o r m 5498. 

In a d i r e c t r o l l o v e r s i t u a t i o n , the check has b e e n m a d e p a y a b l e to y o u r i n s t i t u t i o n (First E n t i t y as i R A c u s t o d i a n for S a l l y S m i t h ) . 
It l o o k s l i k e a transfer , b u t it is not . In a d i r e c t r o l l o v e r the f u n d s m u s t be c o m i n g f r o m a Q P o r a T S A . B y d e f i n i t i o n , the f u n d s c a n 
n o t c o m e f r o m a n o t h e r I R A . W h e n y o u rece ive a d i rec t r o l l o v e r check f r o m a Q P or T S A o n behal f of y o u r c u s t o m e r , y o u , as the 
I R A c u s t o d i a n , w a n t to o b t a i n a c o p y of the sec t ion 402(f) not ice w h i c h the p l a n a d m i n i s t r a t o r f u r n i s h e d y o u r c u s t o m e r . If y o u can
not o b t a i n a c o p y of the sect ion 402(f) not ice , then y o u s h o u l d h a v e the c u s t o m e r c o m p l e t e a r o l l o v e r c e r t i f i c a t i o n f o r m . F o r data 
p r o c e s s i n g p u r p o s e s , this d i rec t r o l l o v e r t ransac t ion m u s t be c o d e d i n t o y o u r c o m p u t e r s y s t e m so that this c o n t r i b u t i o n w i l l s h o w 
u p i n b o x 2 of the F o r m 5498 as a r o l l o v e r . T h e IRS does not ask that the I R A c u s t o d i a n d i s t i n g u i s h b e t w e e n a d i rec t r o l l o v e r a n d a 
r o l l o v e r i n c o m p l e t i n g the F o r m 5498. T h e y are b o t h " r o l l o v e r s " for F o r m 5498 p u r p o s e s . I Q 

Tlie Pension Digest invites your questions and comments. 
PleaseaddresstoXheckIlOut/\CollinW.Fritz&Associates, Ltd., P.O. Box426, Brainerd,MN56401. 
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Pass-Through—Continued from page 1 
Example # M . — Nonself-directed QP 
Deposit Which Does Not Qualify for Pass-
Through Coverage/With No IRA Deposit 

Same situation as with example #1 except the 
deposits are not eligible for pass-through cover
age. Pat Richards has a noncontingent deposit 
of $95,000 under her employer's norwelf-direct-
ed money purchase plan. The money purchase 
plan had total deposits of $500,000. A l l of these 
deposits d i d not qualify for pass-ttirough insur
ance. 

The $95,000 deposit is a category #3 type of 
deposit and is not fully insured. The fol lowing 
amount w o u l d be insured - $95,000/$500,000 
times $100,000 or $19,000. Thus, $76,000 w o u l d 
be uninsured. 

Example #2. — Self-directed QP Deposit 
Which Qualifies for Pass-Through 
Coverage/With No IRA Deposit 

In this situation, Maria Hassel has a noncon
tingent deposit of $95,000 under her employer's 
money purchase plan and she has the right to 
self-direct. The money purchase plan had total 
deposits of $500,000. A l l of these deposits quali
fied for pass-through insurance. 

The $95,000 deposit is a category #2 type of 
deposit (not a type #1) and is fully insured since 
it is less than $100,000. Al though a self-directed 
account, there is no other IRA or sechon 457 
deposits wi th which there must be aggregation. 

Example *2A. — Self-directed QP Deposit 
Which Does Not Qualify for Pass-Through 
Coverage/With No IRA Deposit 

In this situation, Maria Hassel has a noncon
tingent deposit of $95,000 under her employer's 
money purchase plan and she has the right to 
self-direct. The money purchase plan had total 
deposits of $500,000. A l l of these deposits d i d 
not qualify for pass-through insurance. 

The $95,000 deposit is a category #3 type of 
deposit and is not fully insured. The fol lowing 
amount would b * insured - $95,000/$500,000 
times $100,000 or $19,000. Thus, $76,000 w o u l d 
tie uninsured. 

Example #3. — Nonself-Directed QP 
Deposit Which Qualifies for Pass-Through 
Coverage/With an IRA Deposit 

Sally Gervais has $70,000 of IRA deposits 
wi th First National Bank and has a noncontin
gent deposit of $80,000 under her employer's 
nonself-directed money purchase plan. The 
money purchase plan had total deposits of 
$800,000. A l l of these deposits qualified for 
pass-through insurance. 

The $80,000 Q P deposit is a category #1 type 
of deposit and is fully insured since it is less 
than $100,000. The $70,000 deposit is a category 
#4 type of deposit. Total insured amount is 
$150,000 since these deposits are insured sepa
rately and need not be aggregated. 
Example *3A. — Nonself-Directed QP 
Deposit Which Does Not Qualify for Pass-
Through Coverage/With an IRA Deposit 

Sally Gervais has $70,000 of IRA deposits 
with First National Bank and has a noncontin
gent deposit of $80,000 under her employer's 

nonself-directed money purchase plan. The 
money purchase plan had total deposits of 
$800,000. A l l of these deposits d id not qualify 
for pass-through insurance. 

The $70,000 IRA deposit is a category #4 type 
of deposit and is fully insured since it is less 
than $100,000. The $80,000 Q P deposit is a cate
gory #3 type of deposit and is not totally 
insured. The fol lowing amount would be 
insured -$80,000/$800,000 times $100,000 or 
$10,000 would he insured and $70,000 w o u l d 
not he insured. 

Example #4. — Self-Directed QP Deposit 
Which Qualifies for Pass-Through 
Coverage/With an IRA Deposit 

Rita A d a m s has $70,000 of IRA deposits wi th 
First National Bank and has a noncontingent 
deposit of $80,000 under her employer's self-
directed money purchase plan. The money pur
chase plan had total deposits of $800,000. A l l of 
these deposits qualified for pass-tfirough insur
ance. 

The $80,000 Q P deposit is a category #1 type 
of deposit and is fully insured since it is less 
than $100,000. The $70,000 deposit is a category 
#4 type of deposit. However , the right to self-
direct means that the amounts must be aggre
gated. Thus, $100,000 w i l l be insured and 
$50,000 w i l l not be insured. 

Example *4A — Self-Directed QP Deposit 
Which Does Not Qualify for Pass-Through 
Coverage/With an IRA Deposit. 

Rita A d a m s has $90,000 of IRA deposits w i t h 
First National Bank and has a noncontingent 
deposit of $50,000 under her employer's self-
directed money purchase plan. The money pur
chase plan had total deposits of $200,000. A l l of 
these deposits d i d not qualify for pass-through 
insurance. 

The $90,000 IRA deposit is a category #4 type 
of deposit and is fully insured since less than 
$100,000. The $50,000 Q P deposit is a category 
#3 type of deposit and is not totally insured. 
The fol lowing amount would be insured 
$50,000 ^ $200,000 times $100,000 or $25,000 
w o u l d be insured and $25,000 would not be 
insured. Note tfiat there is no requirement to 
aggregate the Q P and the IRA (if required, then 
$40,000 w o u l d he uninsured) since this is 
required only if the Q P deposit is eligible for 
pass-tfvrough coverage. 

Example MB. — Self-Directed QP Deposit 
Which Does Not Qualify for Pass-Through 
Coverage and Total Plan Deposits Less 
than $m,000/With an IRA Deposit 

Susie Hanson has $90,000 of IRA deposits 
wi th First National Bank and has a noncontin
gent deposit of $50,000 under her employer's 
self-directed money purchase plan. The money 
purchase plan had total deposits of $80,000. A l l 
of these deposits d id not qualify for pass-
through insurance. 

The $90,000 IRA deposit is a category #4 type 
of deposit and is fully insured since it is less 
than $100,000. The $50,000 Q P deposit is a cate
gory #3 type of deposit and is also fully insured 
as the total of the plan's deposits is less than 
$100,000. A g a i n , there is no requirement to 

aggregate the Q P and the IRA (if required, then 
$40,000 w o u l d be uninsured) since aggregation 
only required if the Q P deposit is eligible for 
pass-through coverage. 

Example #5. — SEP Deposit and an IRA 
Deposit 

Sally West has a SEP-IRA wi th a balance of 
$98,000 and an IRA wi th a balance of $77,000 
with First State Bank. The SEP is a multiple-par
ticipant plan. 

There is no doubt that the I R A deposit of 
$77,0(X) is a category #4 type of deposit. 

Is the SEP deposit of $98,000 a category #1, cate
gory #2 or a category #4 deposit ? 

Category #1 and category #2 deposits are 
deposits to an employee-benefit plan. Category 
#2 deposits are those v/hich are self-directed. A 
category #4 deposit is essentially an IRA 
deposit 

Are SEPs self-directed? Most people w o u l d 
consider a SEP to be a self-directed plan. The 
legal problem is that the orJy types of plans 
which are defined to hie "self-directed" under 
the regulation are " indiv idua l account plans" as 
defined in ERISA section 3(34). If thus section is 
read literally, a SEP is not an individual account 
plan and thus w o u l d not be self-directed. 

If the SEP deposit is a category #1 deposit, 
then there is no requirement to aggregate, and 
separate insurance covers h>oth the $98,000 
deposit and the $77,000 deposit. 

If the SEP deposit is a category #2 deposit 
since it is self-directed, then the deposits must 
be aggregated and insurance w o u l d cover 
$100,000, but $75,000 would be uninsured. 

If the SEP deposit is also a category #4 
deposit, then insurance would cover $100,000 
and $75,000 would t>e uninsured. 

Since the FDIC has concluded that a multiple-
participant SEP plan is an employee benefit 
plan for "notice" purposes, it may he very hard 
for the FDIC to argue that such a SEP plan is not 
also an employee-benefit plan for coverage pur
poses. 

Summary 

The rules governing pass-through insurance 
are complex. There are rules which require an 
institution to furnish certain mandated notices. 
The FDIC has recently stated that multiplep>er-
son SEPs must h>e furnished the notice but that 
one-person SEPs need not be. There are also 
rules to determine wliat amount of insurance 
coverage a particular deposit w i l l receive. The 
FDIC regulation 330.12 is the governing regula
tion and it is not clear on some important 
issues. The FDIC w i l l need to state a position on 
how insurance coverage is to h>e determined for 
a contribution to a multiple-person SEP plan. 
The FDIC may well need to revise regulation 
330.12.1^ 
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