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REVIEW-
COMPLETING 
THE 2000 
FORM 5498 

H e r e are s o m e exce rp ts 
f rom the IRS' ins t ruc t ions 
antd/or ou r obse r va t i ons for 
f i l i ng the 2 0 0 0 F o r m 5 4 9 8 . 

1 . T h e f i l i ng d e a d l i n e is o n 
or be fo re M a y 3 1 , 2 0 0 1 . 

2 .The IRS m a k e s c l ea r in 
the ins t ruc t ions that a 
separate F o r m 5 4 9 8 must be 
f i led for e a c h separa te IRA 
p l an ag reement . If there are 
three C D s he ld unde r o n e 
p l an ag reement , t hen o n l y 
o n e F o r m 5 4 9 8 needs to be 
p repa r ed . If a pe r son has a 
regular IRA a n d a c o n d u i t 
IRA, then the IRA c u s t o d i a n 
w i l l n e e d to p repa re two 
separa te F o r m 5 4 9 8 s . You 
w i l l w a n t to po in t this c h a n g e 
out to y o u r so f twa re v e n d o r 
or to y o u r in terna l 
p r o g r a m m e r s , s i n c e m a n y IRA 
sof tware p r o g r a m s aggregate 
a l l i n f o rma t i on re la ted to the 
s a m e Soc i a l Secur i t y N u m b e r 
o n t o o n e F o r m 5 4 9 8 . Th is is 
n o longer p e r m i s s i b l e . 

3. W i t h respect to i nhe r i t ed 
IRAs , the IRS m a k e s the 
statement that " a n IRA h o l d e r 
mus t be ab l e to iden t i f y the 
s o u r c e o f e a c h IRA he or she 
h o l d s for p u r p o s e s o f f i g u r i n g 
the t axa t ion of a d i s t r i b u t i o n 
f r o m an IRA." 

Observa t ion : Th i s is a very 
impor tan t statement. The IRS is 
say ing that an IRA c u s t o d i a n 
must prepare a separate F o r m 
5 4 9 8 for e a c h IRA p lan 
agreement a persons o w n s , 
e i ther in his o w n right or as a 
benef ic ia ry . For e x a m p l e , if a 
person has a regular IRA, has 
inher i ted an IRA f r o m her 
father, another f r o m her 
mother , and o n e f rom her 
grandmother , then the IRA 
c u s t o d i a n w i l l n eed to p repa re 
four separate F o r m 5 4 9 8 s . 
Your inst i tut ion w i l l have 
c o m p l i a n c e p r o b l e m s if you r 
c o m p u t e r system w o u l d locate 
a l l a c coun t s assoc ia ted w i th 
the s a m e Soc ia l Secur i ty 
N u m b e r and then aggregate 
the i n fo rma t ion o n t o o n e f o r m . 

4 . T h e IRA c u s t o d i a n must 
report the rece ip t o f a d i r e c t 
r o l l o ve r in B o x 2 - " R o l l o v e r 
IRA C o n t r i b u t i o n s . " N o t e that 
the IRS does not d i s t i n g u i s h 
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D o N O T C u t or S e p a r a t e F o r m s on Th i s P a g e — Do N O T C u t or S e p a t a t e F o r m s o n Th i s P a g e 

PROCEDURES TO 
HANDLE A 
MISSED RMD 

W h a t c a n be d o n e if y o u r 
a c c o u n t h o l d e r d i d not take 
the i r r equ i r ed m i n i m u m 
d i s t r i bu t i on o n t ime? A s y o u 
are awa re , the pena l t y is 5 0 % 
of the a m o u n t w h i c h s h o u l d 
have b e e n taken but w a s not . 

T h e IRS d o e s have the 
author i ty to w a i v e this severe 
pena l t y tax if the 
a c c o u n t h o l d e r f o l l o w s t w o 
steps: (1) the a c c o u n t h o l d e r 
must have the R M D a m o u n t 
d i s t r ibu ted f rom the IRA as 
s o o n as poss ib l e after the 
mis take is d i s c o v e r e d , a n d (2) 
the a c c o u n t h o l d e r must have 
a r ea sonab l e e x p l a n a t i o n o f 
w h y the R M D a m o u n t w a s 
not d i s t r ibu ted in a t i m e l y 
manner . 

In this ar t i c le w e d i s c u s s 
t w o real-l ife s i tua t ions — 

Situation #1: T h e 
cus tomer ' s da te of b i r th w a s 
entered into y o u r ins t i tu t ion 's 
c o m p u t e r sys tem as 10/2/29, 
w h e n it s h o u l d have b e e n 
entered as 2/10/29, a n d 
therefore this c u s t o m e r w a s 
not f l agged as o n e w h o 
s h o u l d have b e e n no t i f i ed 
that they w e r e r e q u i r e d to 
beg in d i s t r i bu t i ons f r o m the i r 
IRA a c c o u n t . The re fo r e the 
4/1/00 d e a d l i n e for 
d i s t r i bu t i ng the c u s t o m e r ' s 
first R M D a m o u n t w a s 
m i s s e d . H o w e v e r , b y 
12/31/00, the 1 9 9 9 a n d 2 0 0 0 
R M D we re d i s t r i b u t e d . 

Continued on page 6 
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b e t w e e n ro l l ove r s and d i rec t 
r o l l o ve r s o n the F o r m 5 4 9 8 . 

5. T h e IRA c u s t o d i a n n e e d 
not f u rn i sh the IRA o w n e ' (or 
a b e n e f i c i a r y of an inher i t ed 
IRA) a F o r m 5 4 9 8 if it 
f u rn i shed a statement of the 
fair marke t v a l u e to this 
pe r son b y January 3 1 , 2 0 0 1 , 
a n d if n o c o n t r i b u t i o n s w e r e 
m a d e to the IRA for 2 0 0 0 . 
T h e IRS m a k e s it ve r y c l ea r 
that th is January s tatement 
mus t c o n t a i n a l egend 
d e s i g n a t i n g w h i c h 
i n f o r m a t i o n is b e i n g f u rn i shed 
to the iRS . 

In a d d i t i o n , if this statement 
is w i t h respect to an inhe r i t ed 
IRA, a n d the IRA c u s t o d i a n 
has c h o s e n to use the 

- ' ' i t e r n a t i v e m e t h o d (i.e. not 
port in Box 4 the fair marke t 

v a l u e as of the date of death ) , 
there mus t be a l egend o r 
n o t i c e i n f o r m i n g the e x e c u t o r 
or admin i s t r a to r of the 
deceden t ' s estate of his or her 
right to request a date-of-
dea th v a l u a t i o n . If y o u use 
e i ther the l anguage for B o x 4 
o n the b a c k of the o f f i c i a l 
c o p y B, o r y o u use the o f f i c i a l 
c o p y B, y o u w i l l h a ve met 
this n o t i c e r equ i r emen t . 

6. U n t i l a spouse 
b e n e f i c i a r y e lec ts to treat a 
d e c e a s e d spouse ' s IRA as h is 
or her o w n , the IRA c u s t o d i a n 
is to treat the IRA in the s a m e 
w a y it treats an inher i t ed IRA 
of a n o n s p o u s e b e n e f i c i a r y 
(i.e. B r i an Y o u n g as 
b e n e f i c i a r y of Joan Smith) . 

7. A l l regular c o n t r i b u t i o n s 
must be repor ted in B o x 1. If 

_ t h e IRA o w n e r m a d e an 
ccess c o n t r i b u t i o n and 

w i t h d r e w it, it is st i l l r epor ted . 
Y o u are never to " n e t " an 
excess c o n t r i b u t i o n . 

8. If an IRA o w n e r 
i n t en t i ona l l y or 
u n i n t e n t i o n a l l y e lec ts to [eave--
an excess c o n t r i b u t i o n w i t h i n 
an IRA a n d use it as a 
c o n t r i b u t i o n for a subsequen t 
year, the IRA c u s t o d i a n is not 
to report this " c a r r y o v e r " o n 
the F o r m 5 4 9 8 for the 
subsequen t year. T h e IRS has 
a d o p t e d the p o s i t i o n that the 
c o n t r i b u t i o n has a l r eady b e e n 
repor ted a n d s h o u l d not be 
repor ted a s e c o n d t ime . Th i s 
e x p l a n a t i o n is q u e s t i o n a b l e , 
but at least the IRS has taken a 
p o s i t i o n o n a p o l i c y q u e s t i o n 
w h i c h had b e e n u n a d d r e s s e d 
for a l ong t i m e . 

9. W i t h respect to r epo r t i ng 
ro l love rs of p rope r t y in B o x 2, 
the ins t ruc t ions ve ry c l e a r l y 
state that the IRA c u s t o d i a n is 
to enter the fair marke t v a l u e 
of the p roper t y as of the date 
y o u rece i ve it, e v e n t h o u g h 

. this v a l u e m a y be di f ferent 
f rom the v a l u e o f the p rope r t y 
o n the date it w a s d i s t r i bu ted 
(i.e. as it w a s repor ted o n the 
F o r m 1099-R) . 

Obse r va t i on : T h e du ty of 
y o u r f i n a n c i a l ins t i tu t ion is to 
report ' 'gross" t r ansac t ions to 
the IRS and not necessa r i l y 
p repa re reports in s u c h a w a y 
that the IRS w i l l not need to 
ask the taxpaye r for an 
e x p l a n a t i o n . 

Transmittals for the 
Form 5 4 9 8 

M a g n e t i c M e d i a F i lers — 
U s e Fo rm 4 8 0 4 to t ransmi t the 
5 4 9 8 i n f o r m a t i o n returns as 
repor ted o n m a g n e t i c m e d i a . 

Paper Fo rms F i lers — U s e 
F o r m 1 0 9 6 to t ransmi t to the 
IRS the pape r 5 4 9 8 fo rms . A 
s a m p l e is set forth b e l o w . 

Magnet ic M e d i a Fil ing 
Requirements 

These r equ i r emen t s d o 
a p p l y to the F o r m 5 4 9 8 . In 
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gene ra l , if the trustee or 
c u s t o d i a n is r equ i r ed to f i le 
2 5 0 or m o r e i n f o r m a t i o n 
returns, then it rviust f i le o n 
m a g n e t i c m e d i a . T h e 
m a g n e t i c m e d i a f i l i ng 
r equ i r emen t s a p p l y separa te l y 
to o r i g i n a l returns a n d 
c o r r e c t e d returns. 

For e x a m p l e , if an IRA 
c u s t o d i a n has 3 7 5 o r i g i n a l 
returns a n d 22 c o r r e c t i o n s , 
t hen it must submi t the 375 
returns o n m a g n e t i c m e d i a 
but w o u l d not be r equ i r ed to 
s u b m i t the 22 co r r e c t i ons o n 
m a g n e t i c m e d i a . 
Prepar ing a n d Report ing 
Fo rm 5 4 9 8 Correct ions to 
IRS a n d IRA Accountholders 

Trustees a n d c u s t o d i a n s o f 
IRAs w h o have i m p r o p e r l y 
c o m p l e t e d F o r m 5 4 9 8 must 

f i le c o r r e c t i o n s w i t h the IRS 
a n d must a l so fu rn i sh the 
" c o r r e c t e d " f o r m to the IRA 
a c c o u n t h o l d e r . 

T h e c o r r e c t i o n s most l i ke l y 
to be m a d e n o w w o u l d be for 
tax years 1 9 9 8 a n d 1 9 9 9 . 

T h e c u s t o d i a n or trustee 
w i l l n e e d to d e c i d e in wha t 
fo rmat , p a p e r or magne t i c 
m e d i a , it w i l l s u b m i t the 
c o r r e c t i o n s to the IRS. 
O b v i o u s l y , a pape r f o r m w i l l 
n eed to be f u r n i s h e d to the 
IRA a c c o u n t h o l d e r . 

If the c u s t o d i a n or trustee 
has 2 5 0 o r m o r e co r r e c t i ons 
for a g i v e n r epo r t i ng year (e.g. 
2 5 2 c o r r e c t i o n s out of 13,00C 
IRAs), t h e n it must use 
m a g n e t i c m e d i a to fi le these 
c o r r e c t i o n s w i t h the IRS. 

Cont inued on page 3 
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b o x e s w i t h 0 . 0 0 to s h o w that 
the f o r m s h o u l d not have b e e n 
p r e p a r e d . 

Step #2 is to n o w p repa re 
the fo rm us ing the n a m e / 
address/Soc ia l Secur i t y 
N u m b e r o f the pe r son w h o 
s h o u l d have r e c e i v e d the 
f o r m . N o t e that w h e n y o u 
prepa re this f o r m , y o u are 
p r e p a r i n g an o r i g i n a l a n d not 
a c o r r e c t i o n . In the eyes of the 
IRS, a c o r r e c t i o n c a n o n l y be 
d o n e if an o r i g i na l has b e e n 
f i l ed p rev ious l y . D o not c h e c k 
the " • c o r r e c t e d b o x " in this 
s i t ua t i on . 

S i n c e y o u w i l l , in a l l 
l i k e l i h o o d , be p r e p a r i n g s u c h 
an o r i g i na l w e l l after the 
s u b m i s s i o n d e a d l i n e , y o u m a y 
w a n t to s u b m i t a c o v e r letter 
to the IRS e x p l a i n i n g the 
s i t ua t i on ; m a k i n g y o u r c a se for 
not b e i n g f i ned for th is late 
s u b m i s s i o n . (This n e w 
" o r i g i n a l " s h o u l d be sent w i t h 
a separate t ransmi t ta l f r o m the 
transmit ta l for the true 
co r rec t ions . ) Po ten t i a l 
pena l t i e s are r e c a p p e d b e l o w . 
Pena l t i e s for Late F i l i ng 

Form 5498 - Per IR C o d e 
s e c t i on 6693(a ) , the pena l t y 
for fa i lu re to f i le F o r m 5 4 9 8 
w i t h the IRS in a t ime l y 
f a sh ion and/or fa i lu re to 
fu rn i sh the a c c o u n t h o l d e r w i t h 
the i n f o r m a t i o n to be repor ted 
o n F o r m 5 4 9 8 is $ 5 0 per 
fa i lu re , un less r e a s o n a b l e 
c a u s e for s u c h fa i lu re c a n be 

s h o w n . T h e r e is n o m a x i m u m 
to the a m o u n t that c a n be 
assessed aga inst the 
custod ian/t rus tee in a case o f 
m u l t i p l e a c c o u n t s . 

Type o f Error #3 - Vbu issue 
the form to the right person, 
but there is an error in the 
Social Security Number. 

Step #1 is to co r r ec t the 
f o r m y o u p r e p a r e d w i t h the 
w r o n g S o c i a l Secur i t y 
N u m b e r . Y o u d o this by 
p r e p a r i n g a f o r m w i t h an " X " 
in the " c o r r e c t e d " b o x , 
s h o w i n g the n a m e , address , 
i n co r rec t S o c i a l Secu r i t y 
N u m b e r , a n d $ 0 . 0 0 in the 
a p p l i c a b l e b o x e s , an 
i n d i c a t i o n that the o r i g i n a l 
f o r m s h o u l d not h a v e b e e n 
p r e p a r e d . 

Step #2 is to then p r epa r e a 
n e w f o r m - an " o r i g i n a l " -
us ing the s a m e n a m e , 
address , a n d the C O R R E C T 
Soc i a l Secur i t y n u m b e r . 

Step #3 is to p r e p a r e 
separate t ransmi t ta l f o rms for 
e a c h , o n e for the " c o r r e c t e d " 
f o r m a n d o n e for the n e w 
" o r i g i n a l " f o r m . 

T h e " c o r r e c t e d " 5 4 9 8 must 
be s u b m i t t e d o n a " c o r r e c t e d " 
1 0 9 6 t ransmi t ta l a n d the 
" o r i g i n a l " 5 4 9 8 must be 
s u b m i t t e d o n an " o r i g i n a l " 
1 0 9 6 t r ansmi t t a l . 
IRS Forms 1 0 4 0 a n d 8 6 0 6 

If an i n d i v i d u a l m a k e s an 
IRA c o n t r i b u t i o n , in most cases 

he or she needs to i n fo rm the 
IRS of this fact o n the F o r m 
1 0 4 0 and/or the Fo rm 8 6 0 6 . 
This is the respons ib i l i t y o f the 
i n d i v i d u a l . 

L ine 23 of F o r m 1 0 4 0 is 
used to report d e d u c t i b l e 
c o n t r i b u t i o n s . T h e F o r m 8 6 0 6 
is used to report n o n d e d u c t 
ib l e c o n t r i b u t i o n s . L ine 2 9 of 
F o r m 1 0 4 0 is used b y a self-
e m p l o y e d pe r son to repor t h i s 
or her SEP/IRA c o n t r i b u t i o n . 

Excerpts f rom the 2 0 0 0 
F o r m 1 0 4 0 are set forth 
b e l o w . 

N o t e that the IRS d o e s no t 
ask the taxpayer (i.e. a Ro th 
IRA a c c o u n t h o l d e r ) to repor t 
o n h is or her tax return that a 
c o n t r i b u t i o n has been m a d e 
to a Roth IRA. There is n o 
need s i n c e the t axpaye r is not 
a l l o w e d a tax d e d u c t i o n for 
the c o n t r i b u t i o n . T h e IRA 
c u s t o d i a n does i n f o r m the IRS 
of the " r e p o r t a b l e " c o n t r i b u 
t ions o n the Fo rm 5 4 9 8 . 

A F o r m 8 6 0 6 is to be 
p repa red by the taxpayer/ IRA 
pa r t i c ipan t in the f o l l o w i n g 
s i tua t ions : 

• You m a d e 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 s to a t r ad i t i ona l 
IRA for 2 0 0 0 . 

• You r e ce i v ed d i s t r i bu t i ons 
f rom a t rad i t iona l or 
S IMPLE- IRA in 2 0 0 0 and y o u 
have ever m a d e 
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 s 
to a t rad i t iona l IRA. 

• You r e ce i v ed d i s t r i b u t i o n s 
f r o m a Roth IRA in 2 0 0 0 . 

• You r e c h a r a c t e r i z e d a 
2 0 0 0 Roth IRA c o n t r i b u t i o n as 
a t rad i t iona l IRA c o n t r i b u t i o n , 
or v i c e versa. 

• You are the b e n e f i c i a r y o f 
an Ed IRA and y o u r e c e i v e d 
d i s t r i bu t i ons f r o m an Ed IRA 
in 2 0 0 0 . • 

O n the other h a n d , if the 
c u s t o d i a n or trustee had less 
than 2 5 0 , 5 4 9 8 c o r r e c t i o n s for 
a g i v e n r epo r t i ng year (240 for 
1 9 9 8 a n d 2 0 0 for 1999 ) , then 
it c a n c h o o s e to d o the 
repo r t i ng v i a m a g n e t i c m e d i a 
or paper . 

Type of Error #1 - You issue 
the form to the right person, 
but with the wrong 
information on the form. For 
example, the dollar amounts 
are wrong or a rollover or SEP 
contribution was reported as a 
regular IRA contribution. 

This is the easiest type of 
error to cor rec t s i n c e it 
i n vo l ves the p repa ra t i on of 
o n l y o n e f o r m . To m a k e the 
c o r r e c t i o n , y o u s i m p l y prepare 

c o r r e c t e d fo rm (p l a c ing an 
X " in the " • c o r r e c t e d b o x " ) 

us ing the s a m e n a m e , address 
and S o c i a l Secur i t y N u m b e r , 
but n o w c o m p l e t e the boxes 
as they s h o u l d have been 
c o m p l e t e d . 

Type o f Error #2 - Y o u issue 
the form to the wrong person. 

Step #1 is to co r r e c t the 
f o r m w h i c h y o u p r e p a r e d for 
the w r o n g p e r s o n . You w i l l 
n eed to issue the co r rec t f o r m 
to the s a m e person/address/ 
S o c i a l Secur i t y n u m b e r , e tc . 
a n d y o u must p l a c e an " X " in 
the " c o r r e c t e d " b o x . You need 
to c o m p l e t e the a p p l i c a b l e 

Adjusted 
Gross 
Income 

23 
24 
25 
26 
27 
28 
29 
30 
31a 
32 
33 

IRA dcduc i i on (see page 27) . 
Student loan interest deduct ion (see page 27) . 
Med ica l savings account deduct ion. Attach Form 8853 
Mov ing expenses . Attach Form 3903 
One-half ol self-employment tax. Attach Schedule SE . 
Self-employed health insurance deduct ion (see page 29) 
Self-employed SEP, S IMPLE, and qualified plans , . 
Penal ly on early withdrawal of savings 
Alimony paid b Recipient's SSN • 
A d d lines 23 through 31a 

23 
24 
25 
26 
27 
28 
29 

I 30 
31a 

Subtract line 32 from line 22, This is your your adjusted gross income 33 
For Disclosure, Privacy Acl , and Paperwork Reduction Act Notice, see page 56. Cat, No, 1 1320B 
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SELF-AUDIT OF 
5498 REPORTING 
FOR 2000 

A s an i R A cus tod ian/t rus iee , 
y o u h o p e f u l l y w i l l be 
p r e p a r i n g the 5 4 9 8 torms a n d 
the m a g n e t i c m e d i a 
equ i v a l en t correct ly . 

if y o u ' d l ike to c o n d u c t a 
self-audit of vou r 5 4 9 8 s , ask 
yourse l f the f o l l o w i n g 
ques t i ons : 

Quest ion #1: " D i d I 
p repa re the fo rm for as 
m a n y IRA accountholders 
a n d beneficiar ies as the 
rules r equ i r e ? " The IRS can 
assess a penal ty for each 
Form 5498 that y o o 
missed . 

A n IRA c u s t o d i a n must 
p repa re a F o r m 5 4 9 8 for any 
IRA a c c o u n t h o l d e r w h o rails 
in to o n e of the f o l i o w i n g 
c l a ss i f i c a t i ons . (No te that the 
IRS is c o n c e r n e f i w i t h gett ing 
ce r ta in con t r i l ) u t i on 
i n f o r m a t i o n a n d the IRA's fair 
marke t v a l u e i F M V ) as o f 12-
,31-XX, or the date ot death . 
Regular , s p o u s a l , ro l lover , SEP, 
a n d S I M P L E con t r i bu t i ons are 
rcjported, but transfer 
c o n t r i b u t i o n s are not.) 

To aud i t 2 0 0 0 , the 
c l a ss i f i c a t i ons are: 

• A regular or spousa l 
c o n t r i b u t i o n m a d e o n behal f 
of an a c c o u n t h o l d e r d u r i n g 
the p e r i o d of 1 -1-00, to 4-16 
0 1 , but o n l y if s u c h 
c o n t r i b u t i o n w a s m a d e for the 
2 0 0 0 tax year ; 

• A r o l l o v e r c o n t r i b u t i o n 
- j n a d e b y the a c c o u n t h o l d e r 

u r i ng the p e r i o d of 1-1-00, 
to 12-31-00 ; 

• A Ro th c o n v e r s i o n 
c o n t r i b u t i o n by the 

a c c o u n t h o l d e r d u r i n g the 
p e r i o d of 1-1-00, to 12-31-00 ; 

• A n a c c o u n t h o l d e r o'r,xi 
b e n e f i c i a r y w h o had an 
a c c o u n t b a l a n c e as of 12-31-
0 0 , or a d e c e a s e d 
a c c o u n t h o l d e r w h o h a d an 
a c c o u n t b a l a n c e as of their 
date of dea th in 2 ( !00. 

• A SEP c o n t r i b u t i o n ma t l e 
d u r i n g the p e r i o d ot 1-1-00. l o 
12-31-00 ; 

• A S IMPLE c o n t r i b u t i o n 
m a d e d u r i n g the p e r i o d ot 1-
1-00, to 12-31-00 ; 

• A Rot i i \RA c o n t r i b u t i o n 
m a d e o n beha l f ot the 
a c c o u n t h o l d e r d u r i n g i l i e 
p e r i o d of 1 -1 -00, to 4-1 b-iM , 
but o n l y if s u c h c o n t r i b u t i o n 
was m a d e for the 2 0 0 0 tax 
vear ; or 

• A n Educa t i on IR.A 
c o n t r i b u t i o n m a d e o n bet ia l i of 
the a c c o u n t h o l d e r d u r i n g the 

. p e r i o d o i 1-1-00, to 12-31-00. 

If a pe r son fal ls \nlo any 
these c l a s s i f i c a t i ons , then a 
2 0 0 0 F o r m 5 4 9 8 must l i e 
gene ra ted tor that pe r son . 
Later, an e x a m p l e w i l l . l x-
h e l p i u i in i l lus t ra t ing the 
a j ) ( i l i r a ! ion of these ru les . 
A Special Rule 

A F o r m 5 4 9 o mus t be 
gene ra ted for e a c h sou r ce of 
an IRA a c c o u n t . If a pe r son 
has h is o r her o w n IR,A, a n d 
then , as a bene f i c i a r y , inher i ts 
ano the r IR.A, the IRA c u s t o d i a n 
must genera te t w o F o r m 
5 4 9 8 s , If a p e r s o n has a 
bene f i c i a r y ' s interest in h is 
d e c e a s e d mo the r ' s IRA, a 
bene f i c i a r y ' s interest in h is 
d e c e a s e d father 's IRA, p lus his 
o w n IRA, then the IRA 
c u s t o d i a n mus t generate three 
F o r m 5 4 9 8 s . 

Th i s separa te IRA for e a c h 
separa te s o u r c e of IRA funds 
a l so a p p l i e s to s u r v i v i n g 
spouses . That is, if j ane D o e 

has her o w n IRA a n d she a lso 
is the so le b e n e f i c i a r y of her 
jus t-deceased h u s b a n d ' s IRA 
( lohn Doe ) , t hen the IRA 
c u s t o d i a n must be ab l e to 
generate t w o F o r m 5 4 9 8 s for 
her. O n e w i l l be for her 
pe r sona l IRA a n d the other 
w i l l be " l a n e D o e as 
beneficl<)ry o f John D o e . " 
Both fo rms w i l l list her Soc i a l 
Secur i t y N u m b e r . 

N o t e that the data 
p r o c e s s i n g depa r tme f i t s and 
soi lvvare v e n d o r s must dev i se 
svstems w h i c h w i l l generate 
these separate fo rms , or y o u 
must genera te t h e m m a n u a l l y . 
T l ie re w i l l n e e d to • le s o m e 
c o d e in a d d i t i o n to the Soc in i 
Se rur i sv Numbt- ! l o i n s i u i C 
the c o m p u l e r s ys tem to 
;generc!te >eparvite fo rms . 

A n Examp le — H o w m a n \ 
3 4 9 8 fo rms must be p r ep . i r ed ; 

First Test Bank of M i d t o w n , 
U S A h a d 1 ,800 IRAs as of 
1-1-00. 1 ,570 of these w e r e 
t r ad i t i ona l IRAs, 150 w e r e 
Ro th IRAs, 65 w e r e E d u c a t i o n 
lR,As, 10 w e r e SEP-iR.'\ a n d 5 
v,ere S IMPLE- IRAs . 

The f o l l o w i n g even ts took 
p l a c e in 2 0 0 0 , . jnd b e t w e e n 
i-]-00 a n d 4 - 1 6 - 0 i . 

With Respect to the 
Traditional IRAs: 

1 . 1 0 0 IRAs w e r e d o s e d out 
in 2 0 0 0 . O f these 1 0 0 , 25 had 
m a d e c o n t r i b u t i o n s for 2 0 0 0 
be fo re c l o s i n g out . (Keep in 
m i n d that these 100/25 f igures 
are i n c l u d e d in the 1,570,1 

2 . O f the 1 ,570 a c c o u n t s , 
o n l y 4 5 0 m a d e regu la r 
c o n t r i b u t i o n s for 2 0 0 0 , and 
o n l y 95 m a d e a ro l l o ve r 
c o n t r i b u t i o n . 

3 . 85 n e w . l R A s w i t h regular 
c o n t r i b u t i o n s w e r e es t ab l i shed 
in 2 0 0 0 , for 2 0 0 0 ; 

4 . 1 3 5 n e w IRAs w i t h 
regu la r c o n t r i b u t i o n s w e r e 
e s t ab l i shed in 2 0 0 1 , for 2 0 0 0 . 
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5 .15 IRA a c c o u n t h o l d e r s 
d i e d in 2 0 0 0 . Each h a d t w o 
IRA bene f i c i a r i e s . 10 of the 
bene f i c i a r i e s w i t h d r e w the i r 
shares ( a ccoun t ba l ances ) 
before 12-31-00 . 

6 . 2 0 K e o g h a c c o u n t h o l d e r s 
m a d e c o n t r i b u t i o n s to their 
Keoghs for 2 0 0 0 . 

H o w m a n y 2 0 0 0 F o r m 
5 4 9 8 s is First Test Bank 
requ i r ed to generate w i t h 
respect to the t rad i t iona l IR,-\s' 
The Calculation 

The answe r c- 1.'735. H o w 
d i d w c ar r i ve ai this nutnber ? 
Thore w e r e 1,570 a c c o u n t s to 
start vv i l l i . Th is nu tnber is 
r e d u c e d \>\5 L iecause these 
a c toun th .o lde r s c l o s e d out 
their a c c o u n t s a n d m a d e ru; 

j other c o n t r i b u t i o n s . Resu l t , 
j 1 4 9 5 . (A F o n n 5 4 9 8 must Iv 

pr t 'pared for i he 25 w h o 
rnade a 2 0 0 0 con t r i L ' u t ion 
before c l o s i n g out i i i e 
a c c o u n t . ! A F o r m 54 ' )8 n i u s ! 
!,)e [:irepared for e a c h of the 
n e w IRAs so a d d 220 i l 

1 + 85) . Resu l t , 1 ."̂ 'l 5, 
T h e i 5 d e c e a s e d i RA 

a c c o u n t h o l d e r s w e r e i n c l u d e d 
in the o r i g i n a l 1,000, a n d the 
rule is that y o u must a l w a y s 
generate a F o r m 5 4 9 8 for the 
year of d e a t h . So, there is 
n o t h i n g to be a d d e d or 
subt rac ted '-vith .respect to the 
deceden t s . 

F ina l l y , a t ld 2 0 5 4 9 8 s frn 
the bene f i c i a r i e s w h o st i l l h a d 
an a c c o u n t b a l a n c e as ot 12-
31-00 . Resul t , 1 ,735 . T h e r e is 
n o need or requi . rement t o 
p repa re a F o r m 5 4 9 8 for 
those bene f i c i a r i e s w h o have 
no a c c o u n t b a l a n c e as of 12-
31-00 . F i i r ther r i io re , the F o r m 
5 4 9 8 is for IRA repo r t i ng , so 
K e o g h c o n t r i b u t i o n s or year-
e n d b a l a n c e s s h o u l d not be 
i n c l u d e d o n a F o r m 5 4 9 8 . 

Continued on page 5 
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With respect to the 
Roth IRAs: 

l . N o Roth IRAs w e r e 
c l o s e d out in 2 0 0 0 . 

2 . 0 t the 1 5 0 a c c o u n t s , 1 0 0 
m a d e regu lar c o n t r i b u t i o n s for 
2 0 0 0 , a n d o n l y 2 0 m a d e a 
ro l l o ve r c o n t r i b u t i o n , 

3 . 5 0 n e w Roth IRAs w i t h 
regular c o n t r i b u t i o n s w e r e 
es tab l i shed in 2 0 0 0 , for 2 0 0 0 ; 

4 . 7 5 n e w Roth IRAs w i t h 
regu lar c o n t r i b u t i o n s w e r e 
es tab l i shed in 2 0 0 1 , for 2 0 0 0 . 

5 . O n e Roth IRA a c c o u n t -
h o l d e r d i e d in 2 0 0 0 . The re 
w e r e three bene f i c i a r i e s . 

H o w m a n y 2 0 0 0 F o r m 
5 4 9 8 s is First Test B ank 
requ i r ed to genera te w i t h 
respect to Roth IRAs? 
The Calculation 

The answe r is 2 7 8 . H o w 
d i d w e arr ive at this n u m b e r ? 
The re w e r e 1 5 0 a c c o u n t s to 
start w i t h . A F o r m 5 4 9 8 must 
be p repa red for e a c h of the 
n e w IRAs — so a d d 1 25 (50 + 
75), Resul t , 2 7 5 . 

T h e o n e d e c e a s e d Roth IRA 
a c c o u n t h o l d e r is i n c l u d e d in 
the o r i g i n a l 1 5 0 , a n d the ru le 
is that y o u must a l w a y s 
generate a F o r m 5 4 9 8 for the 
year of dea th . So, there is 
n o t h i n g to be a d d e d or 
sub t rac ted w i t h respect to the 
d e c e d e n t s . 

F ina l l y , a d d three 5 4 9 8 s for 
the bene f i c i a r i e s w h o st i l l h a d 
an a c c o u n t b a l a n c e as of 
12-31-00 . Resul t , 2 7 8 . The re 
is n o need or r e q u i r e m e n t to 
prepa re a F o r m 5 4 9 8 for 
those bene f i c i a r i e s w h o have 
n o a c c o u n t b a l a n c e as of 
12-31-00 . 

With Respect to 
Education IRAs: 

1.10 E d u c a t i o n IRAs w e r e 
c l o s e d out in 2 0 0 0 . O f these 

10 , 5 had m a d e c o n t r i b u t i o n s 
for 2 0 0 0 before c l o s i n g out . 
(Keep in m i n d that these 10/5 
f igures are i n c l u d e d in the 6 5 . 

2 . O f the 65 a c c o u n t s , o n l y 
45 m a d e regular c o n t r i b u t i o n s 
for 2 0 0 0 , a n d o n l y 15 m a d e a 
ro l lover c o n t r i b u t i o n . 

3 . 2 0 n e w E d u c a t i o n IRAs 
w i t h regular c o n t r i b u t i o n s 
w e r e es tab l i shed in 2 0 0 0 , for 
2 0 0 0 ; 

4 . 2 5 n e w E d u c a t i o n IRAs 
w i t h regular c o n t r i b u t i o n s 
we re establ ishied in 2 0 0 1 . 

5. N o IR.A a c c o u n t h o l d e r s 
d i e d in 2 0 0 0 . 

H o w m a n y 2 0 0 0 Fo rm 
5 4 9 8 s is First Test Bank 
requ i red to p repa re w i t h 
respect to Educa t i on IRAs? 
The Calculation 

The answe r is 8 0 . H o w d i d 
w e arr ive at this number ? 
There w e r e 65 a c c o u n t s to 
start w i t h . Th is n u m b e r is 
r e d u c e d by five b e c a u s e these 
a c c o u n t h o l d e r s c l o s e d out 
their a c c o u n t s a n d m a d e no 
other c o n t r i b u t i o n s . Result , 
6 0 . (A Fo rm 5 4 9 8 must be 
prepa red for the f ive w h o 
m a d e a 2 0 0 0 c o n t r i b u t i o n 
before c l o s i n g out the 
account . ) A F o r m 5 4 9 8 must 
be p repa red o n l y for the n e w 
IRAs es tab l i shed d u r i n g 2 0 0 0 . 
D o not add the c o n t r i b u t i o n s 
m a d e in 2 0 0 1 . So add 2 0 
(20 + 0). Result , 8 0 . 

The " 0 " d e c e a s e d IRA 
a c c o u n t h o l d e r s w e r e i n c l u d e d 
in the o r ig ina l 6 5 . 
With Respect to SEP-IRAs: 

1.2 SEP-IRAs w e r e c l o s e d 
out in 2 0 0 0 w i t h no other 
con t r i bu t i ons . 

2.5 n e w SEP-IRAs w e r e 
f u n d e d in 2 0 0 0 . 

3 .8 n e w SEP-IRAs w e r e 
f u n d e d in 2 0 0 1 . 

H o w m a n y 2 0 0 0 Fo rm 
5 4 9 8 s are r equ i r ed to be 

genera ted w i t h respect to 
SEP-IRAs? 

T h e a n s w e r is that 13 
SEP-IRAs are repor ted o n a 
c a l e n d a r year bas is . 

With Respect to the 
SIMPLE-IRAs: 

1. A d d i t i o n a l c o n t r i b u t i o n s 
w e r e m a d e to a l l f ive of the 
S IMPLE- IRAs ; 

2. N o S IMPLE- IRAs w e r e 
c l o s e d out i n 2 0 0 0 ; 

3 .3 S IMPLE- IRAs w e r e 
t ransferred out d u r i n g 2 0 0 1 ; 

4 . 8 n e w S IMPLE- IRAs w e r e 
set u p in Sep t embe r of 2 0 0 0 . 

5.4 n e w S IMPLE- IRAs w e r e 
set u p in 2 0 0 1 . 

H o w m a n y 2 0 0 0 F o r m 
5 4 9 8 s are requ i r ed w i t h 
respect to S IMPLE-IRAs? 

T h i r t e e n . S IMPLE- IRAs are 
a l so repor ted o n a c a l e n d a r 
year bas is . T ransac t ions t ak i ng 
p l a c e in 2001 (even if for 
2000 ) are not repor ted o n the 
2 0 0 0 f o r m . 
S u m m a r y 

A total of 2 ,119 F o r m 5 4 9 8 s 
must be p r e p a r e d . Th i s is the 
s u m ot: 

T rad i t iona l 1,735 
Roth 2 7 8 
E d u c a t i o n 8 0 
SEP 13 
S I M P L E 13 

2 ,119 

Quest ion #2. " D i d I 
p r epa re the forms 
correct ly ? " If not, y o u m a y 
be subject to a fine of $ 5 0 
for each incorrect f o r m . 

Box 1. T h e a m o u n t in B o x 1 
s h o u l d never be m o r e than 
$ 2 , 0 0 0 . If there is m o r e than 
$ 2 , 0 0 0 , that m e a n s the 
c u s t o m e r has e i ther m a d e an 
exces s c o n t r i b u t i o n , or y o u 
have erred by repor t ing a S E P 
K e o g h , or ro l l ove r 
c o n t r i b u t i o n in the w r o n g box . 
(If an excess c o n t r i b u t i o n w a s 

m a d e , it must be repor ted o n 
the 5 4 9 8 , e v e n if a l ready 
co r rec ted . ) 

T h e fact that the amoun t in 
B o x 1 is less than or equa l to 
$ 2 , 0 0 0 d o e s not necessar i l y 
m e a n the i n f o r m a t i o n is 
co r rec t . T h e a m o u n t in Box 1 
must be the exac t a m o u n t of 
the ac tua l c o n t r i b u t i o n m a d e 
b y or o n b e h a l f of that pe r son . 

A n IRA custodian/t rustee 
s h o u l d have a p r o c e d u r e to 
ver i fy that the a m o u n t in Box 
1 is the a c tua l c o n t r i b u t i o n 
a m o u n t . Th i s c a n be d o n e by 
c o m p a r i n g the a m o u n t against 
o n e or m o r e c o n t r i b u t i o n 
fo rms . O b v i o u s l y , you may 
not f ind it cos t e f fec t ive to 
c h e c k eve ry s ing le a c c o u n t , 
but y o u s h o u l d test a 
m e a n i n g f u l n u m b e r so that 
y o u c a n c o n c l u d e that you r 
er ror rate is m i n i m a l . 

N o t e that the s u m of Box 1 
a n d B o x 9 s h o u l d a lso be less 
than $ 2 , 0 0 0 . O t h e r w i s e , most 
l i k e l y there has been an 
excess c o n t r i b u t i o n . 

Box 2. T h e a m o u n t in Box 2 
is a n y r o l l o v e r c o n t r i b u t i o n 
m a d e by a n a c c o u n t h o l d e r 
d u r i n g the p e r i o d January 1 to 
D e c e m b e r 31 w i t h respect to 
a t r ad i t i ona l IRA. A repor tab le 
r o l l o v e r or d i r ec t ro l l o ve r 
o c c u r s w h e n the c u s t o m e r 
w a s p a i d m o n e y f r o m a 
p e n s i o n p l a n or IRA, a n d then 
redepos i t s this a m o u n t into an 
IRA in c o m p l i a n c e w i t h al l 
r o l l o v e r ru les . A n IRA 
cus tod ian/ t rus tee s h o u l d 
c h e c k s u c h an a m o u n t against 
the r o l l o v e r c e r t i f i c a t i on 
f o r m / c o n t r i b u t i o n f o r m , w h i c h 
it s h o u l d h a v e in its f i le . 
Transfers are not to be 
repor ted in B o x 2. 

Box 3. Th i s b o x app l i e s 
o n l y to a Ro th IRA. 

Cont inued on page 6 
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C o n v e r s i o n c o n t r i b u t i o n s are 
repor ted in this b o x . 

Box 4. T h e a m o u n t in b o x 4 
of the F o r m 5 4 9 8 (the fair 
market v a l u e as of 12-31) 
must m a t c h the a m o u n t y o u 
d i s c l o s e d to the 
a c c o u n t h o l d e r o n the January 
statement. A n IRA cus tod ian , ' 
trustee needs a p r o c e d u r e to 
c h e c k these a m o u n t s . If they 
d o not m a t c h , the IRA 
custodian/t rustee mus t 
d e t e r m i n e w h i c h is w r o n g , 
a n d co r rec t that o n e . 

In a d d i t i o n to b o x e s 1, 2 
a n d 4 , the IRA custodian,/ 
trustee must a l so co r r e c t l y 
c o m p l e t e its n a m e , address , 
and tax i den t i f i c a t i on n u m b e r , 
a l o n g w i th the s a m e 
i»-'<irmation for the 

j u n t h o l d e r or bene f i c i a r y . 

Box 5. Th i s b o x does not 
app l y to n o n i n s u r a n c e IRAs. 

Box 6. Ind icate the type o f 
IRA. 

Box 7. Reports SEP 
c o n t r i b u t i o n s m a d e d u r i n g the 
p e r i o d o f 1-1-00 to 12-31-00 
regardless o f the tax years for 
w h i c h c o n t r i b u t e d . M a x i m u m 
c o n t r i b u t i o n a m o u n t is 
$ 2 5 , 5 0 0 . 

Box 8. Repor ts S I M P L E 
c o n t r i b u t i o n s . T h e s u m of the 
e m p l o y e e ' s e l ec t i ve deferra ls 
p lus the e m p l o y e r ' s m a t c h are 
repor ted in this b o x . A g a i n , 
o n l y report con t r i bu t i ons 
m a d e d u r i n g the p e r i o d of 1-
1-00 to 12-31-00 regard less o f 
the tax year for w h i c h 
c o n t r i b u t e d . M a x i m u m 
c o n t r i b u t i o n a m o u n t is 
$ 1 1 , 1 0 0 for 2 0 0 0 . 

" 'ox 9. Repor ts regular Ro th 
. c o n t r i b u t i o n s . The 

a m o u n t in B o x 9 s h o u l d never 
be m o r e than $ 2 , 0 0 0 . If there 

is m o r e than $ 2 , 0 0 0 , then 
there is an excess 
c o n t r i b u t i o n . A n d the sumi 'of 
B o x 9 a n d B o x 1 s h o u l d a lso • 
be less than $ 2 , 0 0 0 . These 
c o n t r i b u t i o n s are for the 2 0 0 0 
tax year or 1-1-00 to 4-16-01 . 

Box 10. Repor ts E d u c a t i o n 
IR.A c o n t r i b u t i o n s . T h e a m o u n t 
in B o x 10 s h o u l d never be 
m o r e than $ 5 0 0 . If there is 
m o r e than $ 5 0 0 , then there is 
an excess c o n t r i b u t i o n . • 

Hand l ing M i s sed RMD, 
Cont inued f r o m p a g e 1 

Situation #2: A c u s t o m e r 
had t ransferred a [.portion of 
his/her IRA a c c o u n t to another 
ins t i tu t ion . Your ins t i tu t ion , 
howeve r , c o d e d the transfer as 
a d i s t r i bu t i on . T h e a m o u n t 
t ransferred w a s greater than 
the c u s t o m e r ' s R M D for this 
a c c o u n t . The re fo re , y o u r 
ins t i tu t ion c o n s i d e r e d the 
R M D a m o u n t to have b e e n 
d i s t r i bu ted , w h e n , in fact, it 
h a d not b e e n . T h e R M D 
a m o u n t w a s taken f r o m the 
a m o u n t at the other 
ins t i tu t ion , but n o t h i n g was 
taken fror i i the a m o u n t w h i c h 
r e m a i n e d at y o u r ins t i tu t ion . 
T h e result is that the d e a d l i n e 
for t ak ing the R M D f r o m the 
funds left at y o u r ins t i tu t ion 
(12-31-00) w a s m i s s e d . In 
e a d y January 2 0 0 1 , the 
co r rec t R M D a m o u n t w a s 
d i s t r ibu ted f r o m the funds left 
at y o u r ins t i tu t ion . 

T h e answe r to both 
s i tua t ions is the same ; there 

•are t w o p o s s i b l e courses of 
a c t i o n as d e s c r i b e d b e l o w . 
Option #1 

U n d e r this o p t i o n , the 
a c c o u n t h o l d e r f i les h is F o r m 
1 0 4 0 a n d at taches F o r m 5 3 2 9 
(see excerp t ) . F o r m 5 3 2 9 is 
the f o r m the a c c o u n t h o l d e r 
uses to c a l c u l a t e a n d i n fo rm 
the IRS o f the m issed R M D 
a m o u n t . T h e a c c o u n t h o l d e r 
s h o u l d e n c l o s e paymen t o f the 
5 0 % p e n a l t y tax w i th Fo rms 
1 0 4 0 a n d 5 3 2 9 . 

T h e n , the a c c o u n t h o l d e r 
s h o u l d f i le an a m e n d e d tax 
return ( 1 0 4 0 X ) , i n c l u d i n g a 
letter of e .xplanat ion I'or the 
m i s s e d R M D a m o u n t , and 
reques t i ng a re fund of the 
50% tax w h i c h was p a i d w i t h 
the o r i g i n a l 1 0 4 0 . 

T h e 1 0 4 0 X c o u l d be f i l ed 
i m m e d i a t e l y after f i l i ng the 
1 0 4 0 a n d 5 3 2 9 . H o w e v e r , if a 
r e fund is d u e f rom the f i l i ng of 
the o r i g i n a l 1 0 4 0 , w e suggest 
t he a c c o u n t h o l d e r wa i t unt i l 
the r e fund is r e ce i ved before 
f i l i n g t he 1 0 4 0 X . T h e reason 
for this is that u p o n rece ipt of 
the a m e n d e d retucn, the IRS 
w o u l d put a " h o l d " o n the 
re fund f rom the o r ig ina l 
re turn . 
Option #2 

U n d e r th is o p t i o n , the 
a c c o u n t h o l d e r w o u l d f i le 
F o r m 1 0 4 0 , attach F o r m 5 3 2 9 , 
a n d at tach the letter of 

Excerpt from Form 5329 

e x p l a n a t i o n . T h e 
a c c o u n t h o l d e r w o u l d not s e n d 
p a y m e n t o f the 5 0 % pena l t y 
tax. U s i n g th is o p t i o n is 
o p e r a t i n g u n d e r the 
a s s u m p t i o n that the IRS w i l l 
i n d e e d w a i v e the pena l t y tax. 

O p t i o n #1 is the IRS-
r e c o m m e n d e d a p p r o a c h . 
H o w e v e r , it is up to the 
a c c o u n t h o l d e r a n d the i r tax 
and/or lega l a d v i s o r to d e c i d e 
w h i c h a p p r o a c h to use . 

In b o t h o f these s i tua t ions , 
the 2 0 0 0 1099-R w a s a l r e ady 
p r e p a r e d a n d sent to the 
c u s t o m e r p r i o r to the 
d i s c o v e r y o f the m i s t a k e . The 
q u e s t i o n w h i c h t h e n ar ises is 
w h e t h e r or not the 2 0 0 0 
1 099-R c a n be " r e d o n e " to 
s h o w the c o r r e c t e d 
d i s t r i b u t i o n of funds . T h e 
a n s w e r is " N o . " T h e 1099-R 
w a s p r e p a r e d c o r r e c t l y for 
2 0 0 0 b e c a u s e it s h o w e d the 
a m o u n t w h i c h w a s a c t u a l l y 
d i s t r i bu t ed to the 
a c c o u n t h o l d e r . Y o u c a n n o t 
c h a n g e the 1099-R to s h o w 
d i s t r i bu t i ons m a d e in 2001 
w h i c h c o r r e c t e d m is t akes 
m a d e in the R M D s for 2 0 0 0 . 
T h e ru le is that i n c o m e is 
t axab l e w h e n r e c e i v e d . 
The re fo r e , the result o f s u c h 
R M D mis takes is that the 
a c c o u n t h o l d e r w i l l h a ve to 
pay taxes o n t w o d i s t r i bu t i ons 
in o n e year. 

Continued on page 7 

Tax on Excess Accumulation in Qualified Retirement Plans 
Complete \h>s part if you die) not receive tfio minimum reaiiiiea drMritjution fioni yr̂ uf qualified rctirii'inoni pkin iincluding 
an IRA oinw ttian a n Ed IRA or Roth IRA) 

42 Minimum requifcd dislnbutton. See page A 
: 43 Amount actually dist,'ibuied io you 
44 Subuart line 43 frnm line 4?. if /(jfo or less, enter -0 
45 Tax due. Enter S 0 % (50) ol line 44 Also include lhi« amount on I orni U.M!I, line 5.1 

42 
43 
44 
45 
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BELOW ARE EXAMPLES O F SAMPLE LEHERS T O SEND T O THE IRS. 

S A M P L E LETTER — 
B A N K T O C U S T O M E R T O 
SEND T O IRS (Birth dates 
t rar isposed — S i tua t ion #1) 
D e a r A c c o u n t h o l d e r : 

It has b e e n d i s c o v e r e d that 
A B C Inst i tut ion, as y o u r IRA 
c u s t o d i a n , has m a d e a 
m i s t ake c o n c e r n i n g you r IRA 
a c c o u n t . W e have f o u n d that 
in e n t e r i n g y o u r data o n our 
c o m p u t e r s ys tem, the m o n t h 
a n d date of y o u r b i r th w a s 
t r a n s p o s e d . T h e result of this 
error is that w e c a l c u l a t e d 
y o u r age incor rec t l y , a n d 
there fore d i d not not i fy y o u 
in a t i m e l y m a n n e r that y o u 
w e r e r e q u i r e d to beg in 
r equ i r ed d i s t r i bu t i ons f r o m 
y o u r IRA a c c o u n t by 4-1-00. 

W e r e a l i z e that not t a k i n g 
y o u r R M D in a t ime l y 
m a n n e r c a n have severe tax 
pena l t i e s . H o w e v e r , b e c a u s e 
the m i s t ake is that of A B C 
Inst i tut ion, p lease e n c l o s e 
this letter a l o n g w i th y o u r tax 
fo rms . T h e IRS has the 
au thor i t y to w a i v e the 
pena l t y tax if they b e l i e v e the 
e x p l a n a t i o n for the m i s t ake is 
r e a s o n a b l e . W e h o p e this 
letter serves that p u r p o s e . 

W e a p o l o g i z e for the error 
and any i n c o n v e n i e n c e it has 
c a u s e d y o u . 

Sincerely, 
ABC Institution 

S A M P L E LETTER — 
C U S T O M E R T O IRS 
(B ir th dates t r ansposed — 
S i tua t ion #1) 
D e a r IRS: 

It w a s recent l y d i s c o v e r e d 
that I f a i l ed to take m y 1 9 9 9 
r equ i r ed m i n i m u m 
d i s t r ibu t ion ( R M D ) by 4-1-
2 0 0 0 f rom m y IRA a c c o u n t 
($1 ,000 ) . T h e r eason for this 
m i s t ake is that the f i n a n c i a l 
ins t i tu t ion i n co r r e c t l y en te red 
m y date of b ir th in their 
sys tem, and therefore d i d not 
co r r e c t l y c a l cu l a t e m y age 
and d i d not not i fy m e of m y 
r equ i r ed b e g i n n i n g date . A s 
s o o n as this m is take w a s 
d i s c o v e r e d , the f i n a n c i a l 
ins t i tu t ion d i s t r ibu ted bo th m y 
1 9 9 9 a n d 2 0 0 0 R M D a m o u n t 
to m e by 12-31-00 . 

I r ea l i ze that the pena l t y for 
f a i l i ng to take a r equ i r ed 
d i s t r i bu t ion is 5 0 % of wha t 
w a s r equ i r ed to be taken but 
w a s not. In this case , I 
unde r s t and the pena l t y to be 
$ 5 0 0 . 

B e cause this w a s a m i s t ake 
m a d e by the IRA c u s t o d i a n 
(see a t tached letter), I request 
that y o u w a i v e the 5 0 % 
pena l t y tax. I have f i l ed m y 
2 0 0 0 F o r m 1 0 4 0 a n d F o r m 
5 3 2 9 , a n d have sent p a y m e n t 
o f the pena l t y tax. I n o w ask 
that y o u re fund the a m o u n t of 
this tax to m e ($500 ) . 

T h a n k y o u for y o u r 
c o n s i d e r a t i o n . 

Sincerely, John Doe 
IRA Accountholder 

S A M P L E LETTER — 
B A N K T O C U S T O M E R T O 
S E N D T O IRS (Part ia l 
transfer — S i tua t ion #2) 
D e a r A c c o u n t h o l d e r : 

It has b e e n d i s c o v e r e d that 
w e ( A B C Inst i tut ion), as y o u r 
IRA c u s t o d i a n , have m a d e a 
m is take c o n c e r n i n g y o u r IRA 
a c c o u n t . W e have f o u n d that 
the par t ia l transfer of funds 
w h i c h y o u m a d e to X Y Z 
ins t i tu t ion w a s in te rpre ted b y 
ou r ins t i tu t ion as a 
d i s t r i bu t i on rather than a 
transfer. B e cause the a m o u n t 
transferred was greater than 
the a m o u n t o f y o u r R M D for 
this a c c o u n t , w e a s s u m e d that 
you r R M D for the year 2 0 0 0 
had b e e n r e m o v e d . W e 
recen t l y d i s c o v e r e d that the 
R M D a m o u n t h a d i n d e e d 
been t aken for the p o r t i o n of 
the funds w h i c h y o u 
transferred to X Y Z ins t i tu t i on . 
H o w e v e r , no R M D w a s t aken 
f r o m the funds left o n d e p o s i t 
at ou r ins t i tu t ion ( A B C ) . 

W e r e a l i z e that not t a k i n g 
you r R M D in a t i m e l y m a n n e r 
c a n have severe tax pena l t i e s . 
H o w e v e r , b e c a u s e the 
mis take is that of A B C 
Inst i tut ion, p l ease e n c l o s e this 
letter a l o n g w i t h y o u r tax 
fo rms . T h e IRS has the 
au thor i t y to w a i v e the p e n a l t y 
tax if they b e l i e v e the 
e x p l a n a t i o n for the m i s t a k e is 
r e a s o n a b l e . W e h o p e this 
letter serves that p u r p o s e . 

W e a p o l o g i z e for the er ror 
and any i n c o n v e n i e n c e it has 
c a u s e d y o u . 

Sincerely, 
ABC Institution 

S A M P L E LETTER — 
C U S T O M E R T O IRS 
(Part ia l transfer — 
S i tua t ion #2) 
D e a r IRS: 

It was recent l y d i s c o v e r e d 
that I fa i led to take m y 2 0 0 0 
requ i red m i n i m u m d i s t r ibu t ion 
( R M D ) by 12-31-2000 in the 
a m o u n t of $ 4 0 0 f r o m m y IRA 
a c c o u n t at A B C Inst i tut ion. 
T h e reason for this m i s t ake is 
that A B C Inst i tut ion f r o m 
w h i c h I t ransferred the funds , 
c o d e d this part ia l transfer as a 
d i s t r i bu t i on . Because the 
a m o u n t w h i c h I t ransferred 
w a s greater than m y R M D 
a m o u n t for 2 0 0 0 , they 
c o n s i d e r e d m y R M D a m o u n t 
to have been t aken . A s s o o n 
as this m i s t ake w a s 
d i s c o v e r e d , the app rop r i a t e 
R M D a m o u n t was r e m o v e d 
f rom what r e m a i n e d in m y 
IRA at A B C Inst i tut ion. For 
y o u r i n f o r m a t i o n , the correct 
R M D a m o u n t was d is t r ibuted 
by 12-31 -00 f r o m the a m o u n t 
w h i c h I h a d t ransferred to X Y Z 
ins t i tu t ion . 

I r e a l i z e that the pena l t y for 
f a i l i ng to take a r equ i r ed 
d i s t r i bu t i on is 5 0 % of w h a t 
w a s r equ i r ed to be taken but 
was not. In this case , I under 
s tand the pena l t y to be $ 2 0 0 . 

Because this w a s a m i s t ake 
m a d e by the IRA c u s t o d i a n 
(see a t tached letter), I request 
that y o u w a i v e the 5 0 % 
pena l t y tax. I have f i l ed m y 
2 0 0 0 Fo rm 1 0 4 0 a n d F o r m 
5 3 2 9 , and have sent p a y m e n t 
o f the pena l t y tax. I n o w ask 
that y o u re fund the a m o u n t of 
this tax to m e ($200 ) . 

T h a n k y o u for y o u r 
c o n s i d e r a t i o n . 

Sincerely, John Doe 
IRA Accountholder • 
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QUESTIONS AND ANSWERS 
t K N O W O U R INSTITUTION HAS F O L L O W E D THE IRS' 
INSTRUCTIONS FOR PREPARING T H E F O R M 1099-R. EVEN 
SO, I HAVE A N A C C O U N T A N T W H O IS SURE W E HAVE 
M A D E A N ERROR. H O W S H O U L D I DEAL W ITH HIM? 

M o s t o f t en , y o u r w r i t i n g a p ro fess iona l letter w i l l r eso l ve the 
matter. For e x a m p l e , w e recen t l y w r o t e the f o l l o w i n g letter. 

I h a ve t a l ked w i t h M s . A n d r e a Ray of E B A N C O . She has 
i n f o r m e d m e of y o u r c o m p l a i n t . 1 a m w r i t i n g y o u b e c a u s e w e 
p r o v i d e IRA data 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 epor t i ng 
serv i ces for E B A N C O . 

Y o u h a v e an accountant/ tax c l i en t w h o w i t h d r e w funds f o r m 
a t r ad i t i ona l IRA a n d used s u c h funds to pay e d u c a t i o n 
expenses . Th i s c l i e n t w a s not age 5 9 1/2 or o l d e r at the t i m e 
of the d i s t r i b u t i o n . 

E B A N C O , as the IRA c u s t o d i a n (i.e. the payer ) , f u rn i shed a 
F o r m 1099-R s h o w i n g a reason c o d e " 1 " in b o x 7, A s y o u 
k n o w , a " 1 " is to be used w h e n there is a p r ema tu re 
d i s t r i bu t i on , w i t h n o k n o w n e x c e p t i o n . N o r m a l l y , a " 1 " te l ls 

-.the IRS the 1 0 % a d d i t i o n a l tax m a y be o w i n g . A "2" is to b e 
e d if there is a " k n o w n " e x c e p t i o n m e a n i n g the 1 0 % 

a d d i t i o n a l tax is not o w e d . 

You b e l i e v e qu i t e s t rong ly that the b a n k is not to insert a " 1 " 
as the reason c o d e in b o x 7 of the F o r m 1099-R . You b e l i e v e a 
c o d e "2" s h o u l d be inser ted a n d y o u Piave a s k e d that the f o r m 
be c o r r e c t e d . 

I d o not b e l i e v e the IRS has a u t h o r i z e d an IRA c u s t o d i a n to 
d o wha t y o u have r eques ted . T h e IRS has wr i t t en ins t ruc t ions 
for bo th the F o r m 1099-R a n d the F o r m 5 3 2 9 . T h e per t inent 
po r t i on of the 1099-R ins t ruc t ions states: ' 

" 7 — Early distribution, no known exception. Use Code V 
only if the employee/taxpayer has not reached age 59 1/2, and 
if none of the exceptions under section 72(q}, (t), or (v) are 
known to apply. For example, if a distribution is made for 
medical or qualified higher education expenses, you probably 
will not know if any medical or qualified higher education 
expense exception under section 72(t) applies. Therefore, use 
Code /.•' 

1 b e l i e v e these ins t ruc t ions c l ea r l y ref lect the c o n c e p t that 
the IRA c u s t o d i a n w i l l not gene ra l l y k n o w if the q u a l i f i e d 
h igher e d u c a t i o n e x p e n s e s e x c e p t i o n unde r C o d e s e c t i on 72(t) 
app l i e s . Thus , C o d e "V is to be used . 

I w o u l d obse r ve that it w o u l d be very rare if E B A N C O 
w o u l d have the k n o w l e d g e it w o u l d n e e d to k n o w that the 
^^ducat ion e x e m p t i o n r equ i r emen t h a d been met . 

For e x a m p l e , E B A N C O d o e s not rea i i y k n o w if the funds 
w e r e used for the a c c o u n t h o l d e r or f a m i l y m e m b e r ; E B A N C O 
does not de temnine if the e x p e n s e s w e r e " q u a l i f y i n g 

e x p e n s e s ; " E B A N C O bank d o e s not d e t e r m i n e if the s c h o o l at 
w h i c h they w e r e used is a " q u a l i f y i n g " s c h o o l , a n d E B A N C O 
d o e s not d e t e r m i n e if there w e r e any s c h o l a r s h i p s or e d u c a t i o n a l 
ass is tance p r o g r a m s w h i c h w o u l d r e d u c e the a m o u n t of 
e x p e n s e s w h i c h c o u l d b e c l a i m e d . 

C o n s e q u e n t l y , it is the a c c o u n t h o l d e r (or h is a ccoun tan t ) w h o 
w i l l n eed to c o m p l e t e the F o r m 5 3 2 9 to i n d i c a t e that the 
e d u c a t i o n e x p e n s e e x c e p t i o n app l i e s . It is the a c c o u n t h o l d e r 
w h o has the facts to be ab l e to d e t e r m i n e w h e t h e r or not the 
r equ i r emen t s for the e x c e p t i o n h a v e b e e n met . W h y e lse does 
the IRS have the F o r m 5 3 2 9 w i t h a r eason 08? See the f o l l o w i n g . 

"The 1 0 % additional tax does not apply to the distributions 
described below. Enter on line 2 the amount that can be excluded. 
In the space provided, enter the applicable exception number (01-
ri) Exception 08 — Distributions made for higher education 
expenses (applies only to IRAs)." 

In s u m m a r y , it is c l e a r l y not the bank ' s j o b to d e t e r m i n e 
w h e t h e r or not a l l the r equ i r emen t s have b e e n met to c l a i m 
e x e m p t i o n f r o m the 1 0 % a d d i t i o n a l tax u n d e r the e d u c a t i o n 
e x p e n s e e x e m p t i o n . M a k i n g this d e t e r m i n a t i o n is the 
a c c o u n t h o l d e r ' s j o b . That is w h y it is co r r e c t for the b a n k to 
insert c o d e " 1 " in b o x 7 of the F o r m 1099-R. 

WE HAVE F O U N D T H A T THERE ARE N O R M D ELECTIONS IN 
O U R FILES FOR A C C O U N T H O L D E R S A G E 70 1/2 A N D 
OLDER . W H A T DOES THE BANK NEED T O D O ? 

A s y o u k n o w , the IRS has issued s o m e rev i sed p r o p o s e d 
regu la t ions g o v e r n i n g R M D ' s . T h e rev i sed ru les have the result 
that there w i l l no . Jonger b e a n y n e e d for a p e r s o n to m a k e s u c h 
e l e c t i ons . S i m p l y put, y o u r ins t i tu t ion has " l u c k e d o u t . " You w i l l 
n e e d to m o n i t o r IRS l a w c h a n g e s to m a k e ce r t a in these p r o p o s e d 
regu la t ions are i n d e e d a d o p t e d as f ina l r egu l a t i ons . Th is s h o u l d 
h a p p e n in late 2 0 0 1 , or ea r l y 2 0 0 2 . 

T h e rev i sed rules a p p l y for 2 0 0 1 . Miost l i k e l y they w i l l a p p l y to 
subsequen t years a l so . 

M o s t IRA formis c o n t a i n " d e f a u l t " p r o v i s i o n s . T h e defau l t in 
most IRA fo rms is " r e c a l c u l a t i o n , " a n d " n o n r e c a l c u l a t i o n " 
a p p l i e s o n l y if express l y e l e c t e d , b e c a u s e that is the a p p r o a c h 
w i t h i n the IRS M o d e l F o r m 5 3 0 5 - A . 

O n e d o e s N O T e lect s i ng l e o r j o i n ' Th i s is determ. ined .solely 
by w h o the bene f i c i a r y is. 

1 w o u l d r e c o m m e n d that if y o u d o not have any e l e c t i ons , 
then there needs to be a m e m o r a n d u m o r no te in the f i le stat ing 
that r e c a l c u l a t i o n must b e used b e c a u s e it w a s tl"ie de fau l t . 

Y o u s h o u l d a l so i nd i ca t e w h o the b e n e f i c i a r y wns as o f the 
r e q u i r e d b e g i n n i n g date , as w e l l as h is or her date o f b i r th a l o n g 
w i t h that of the a c c o u n t h o l d e r . • 


