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[RAŝ  and Federal Estate Taxes 
E G T R R A c o n t a i n s s o m e i m p o r t a n t es ta te tax l a w c h a n g e s . 

T h e p u r p o s e o f th is a r t i c l e is to s u m m a r i z e t hese c h a n g e s 
a n d a l s o to e x p l a i n h o w a n d w h y IRAs n e e d to b e 
c o n s i d e r e d for estate tax p u r p o s e s , e v e n after E G T R R A . 

T h e r e has b e e n a f ede ra l es ta te tax s i n c e 1 9 1 6 . S i n c e 
1 9 7 6 , t h e r e has b e e n a u n i f i e d set o f l a w s for t rans fers 
w h i l e a l i v e o r after d e a t h . A g i f t tax is i m p o s e d o n l i f e t i m e 
t rans fers a n d a n estate tax is i m p o s e d o n t rans fers at d e a t h . 
T h e g e n e r a l ru l e is that a l l o f a p e r s o n ' s p r o p e r t y m u s t b e 
i n c l u d e d in a n estate for f e d e r a l es ta te tax p u r p o s e s af ter 
that p e r s o n ' s d e a t h . A p e r s o n ' s t a x a b l e es ta te is d e f i n e d as 
the v a l u e o f the g ross estate less c e r t a i n p e r m i t t e d 
d e d u c t i o n s . As w i t h i n c o m e t axes , the re a r e m a r g i n a l tax 
rates a p p l i e d to the t a x a b l e es ta te . 

A n IRA's fair m a r k e t v a l u e is f u l l y i n c l u d e d in a 
d e c e d e n t ' s estate for f ede ra l es ta te tax p u r p o s e s , a n d the re 
is n o r e d u c t i o n to re f l ec t the fac t that t he re w i l l be a 
s u b s t a n t i a l d e p l e t i o n o f the I RA b e c a u s e u l t i m a t e l y the 
d e f e r r e d i n c o m e taxes w i l l n e e d to be p a i d . 

Fo r e x a m p l e , a p e r s o n , age 6 4 , w i t h a $ 1 , 0 0 0 , 0 0 0 IRA 
w o u l d p a y a p p r o x i m a t e l y $ 3 9 6 , 0 0 0 in f e d e r a l i n c o m e taxes 
if h e o r s h e w e r e to r e c e i v e the IRA assets in o n e l u m p 
s u m . F e d e r a l estate tax l a w i m p o s e s the f e d e r a l estate tax 
o n the $ 1 , 0 0 0 , 0 0 0 a n d not o n $ 6 0 4 , 0 0 0 ( $ 1 , 0 0 0 , 0 0 0 -
$ 3 9 6 , 0 0 0 ) e v e n t h o u g h it is k n o w n that the i n c o m e tax 
l i a b i l i t y w i l l n e e d to be p a i d . O n e c o u l d c e r t a i n l y a r g u e the 
f a i rness o f this a p p r o a c h . 

To a r r i v e at the tax l i a b i l i t y o w i n g o n an es ta te , the 
g e n e r a l f o r m u l a s a r e : 

gross estate - al lowable deduct ions = taxable estate 

taxable estate x tax rate = tentative amount ow ing 

tentative amount owing - unif ied credit = tax liability 

In 2 0 0 1 , the u n i f i e d c r e d i t is $ 2 2 0 , 5 0 0 ; th is e q u a t e s to a 
t a x a b l e estate o f $ 6 7 5 , 0 0 0 . C o n s e q u e n t l y , if a n i n d i v i d u a l 
d i e s w i t h a n estate o f $ 6 7 5 , 0 0 0 o r less , t h e n n o es ta te tax 
w i l l b e o w i n g . 

A s w i t h the f ede ra l i n c o m e tax l a w s , t he re a r e ever-
i n c r e a s i n g estate tax rates ( i .e. p r o g r e s s i v e ) . I m m e d i a t e l y 
p r i o r to E G T R R A , the e f f e c t i v e es ta te tax rates r a n g e d f r o m 
1 8 % to 5 5 % . 
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IRAs and 
Estimated Tax 
Payment Rules 

T h e e s t i m a t e d tax ru les 
r e q u i r e that a t a x p a y e r p a y 
p e r i o d i c a l l y a p o r t i o n o f h is 
o r her e s t i m a t e d tax l i a b i l i t y 
at v a r i o u s p o i n t s t h r o u g h o u t 
the year . T h e d u e da tes a re : 
A p r i l 1 5 , June 1 5, 
S e p t e m b e r 1 5 , a n d J anua r y 
1 5 o f the nex t year . 

T h e tax ru les d o not 
p e r m i t a t a x p a y e r to w a i t 
u n t i l A p r i l 1 5 th o f the 
f o l l o w i n g yea r to p a y the i r 
tax l i a b i l i t y . T h e s e ru les a re 
s u m m a r i z e d at the e n d o f 
th is a r t i c l e . If t i m e l y 
p a y m e n t s a re not m a d e , just 
as in o t h e r " l a t e p a y m e n t " 
s i t u a t i o n s , the l a w i m p o s e s 
a p e n a l t y for p a y i n g late 
p l u s r e q u i r e s that interest be 
p a i d w i t h r e s p e c t to these 
late p a y m e n t s . 

In IRS S e r v i c e C e n t e r 
A d v i c e 2 0 0 1 5 0 6 2 , the IRS 
c o n f i r m e d that the e s t i m a t e d 
tax p a y m e n t ru l e s a p p l y to 
d i s t r i b u t i o n s f r o m a 
t r a d i t i o n a l IRA , e v e n o n e 
w h i c h is c o n v e r t e d to a 
R o t h IRA . 

T h e IRS h a d r e c e i v e d a 
n u m b e r o f r eques t s to w a i v e 
the a s s e s s m e n t o f the 
u n d e r p a y m e n t p e n a l t y w i t h 
r e s p e c t to t a x p a y e r s w h o 
h a d f a i l e d to i n c l u d e the 
i n c o m e w h i c h h a d to b e 
r e c o g n i z e d o n a c c o u n t o f a 
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Set fo r th b e l o w are the estate tax rates w h i c h w i l l a p p l y 
for 2 0 0 1 - 2 0 0 9 a n d 2 0 1 1 . T H E R E IS N O F E D E R A L ESTATE 
T A X F O R D E C E D E N T S D Y I N G I N 2 0 1 0 . T h e u p p e r rates 
w i l l b e r e d u c e d o v e r tinne to a m a x i m u n n rate o f 4 5 % for 
2 0 0 7 - 2 0 0 9 . T h e l o w e r rates w e r e no t c h a n g e d . 

T h e 2 0 0 1 ( and 2 0 1 1 ) es ta te tax rate b r a c k e t s a re ; 

V a l u e o f Estate Rate o n 
F r o m To Tax Excess 

$ 0 SI 0 , 0 0 0 SO 1 8 % 

1 0 , 0 0 0 2 0 , 0 0 0 1 , 8 0 0 2 0 % 

2 0 , 0 0 0 4 0 , 0 0 0 3 , 8 0 0 2 2 % 

4 0 , 0 0 0 6 0 , 0 0 0 8 , 2 0 0 2 4 " / o 

6 0 , 0 0 0 8 0 , 0 0 0 1 3 , 0 0 0 26" ; ' ; . 

8 0 , 0 0 0 1 0 , 0 0 0 1 8 , 2 0 0 2 8 % 

1 0 0 , 0 0 0 1 5 0 , 0 0 0 2 3 , 8 0 0 30 '>o 

1 5 0 , 0 0 0 2 5 0 , 0 0 0 3 8 , 8 0 0 3 2 % 

2 5 0 , 0 0 0 5 0 0 , 0 0 0 7 0 , 8 0 0 3 4 % , 

5 0 0 , 0 0 0 7 5 0 , 0 0 0 1 5 5 . 8 0 0 ^ 3 7 % 

7 5 0 , 0 0 0 1 , 0 0 0 , 0 0 0 2 3 8 , 3 0 0 3 9 % 

1 , 0 0 0 , 0 0 0 1 , 2 5 0 , 0 0 0 3 4 5 . - 8 0 0 4 1 % 

1 , 2 5 0 , 0 0 0 1 , 5 0 0 , 0 0 0 4 4 8 , 3 0 0 4 3 " 4 . 

1 , 5 0 0 , 0 0 0 2 , 0 0 0 , 0 0 0 5 5 5 , 8 0 0 4 5 % 
2 , 0 0 0 , 0 0 0 2 , 5 0 0 , 0 0 0 7 8 0 , 8 8 0 4 9 % 

2 , 5 0 0 , 0 0 0 3 , 0 0 0 , 0 0 0 - 1 , 0 2 5 , 8 ( 3 0 5 3 % 
3 , 0 0 0 . 0 0 0 1 0 , 0 0 0 , 0 0 0 1 , 2 9 0 , 8 0 0 5 5 % 

1 0 , 0 0 0 , 0 0 0 1 7, i 8 4 , 0 0 0 5 , 1 4 0 , 8 0 0 6 0 ' y o 

1 7 , 1 8 4 , 0 0 0 9 , 4 5 1 , 2 0 0 5 5 % 

L i s ted b e l o w a re the a m o u n t s w h i c h c h a n g e f r o m the a b o v e 
c h a r t — they a re in b o l d 

T h e 2 0 0 2 estate tax rate b r a c k e t s a r e : 
1 , 5 0 0 , 0 0 0 2 , 0 0 0 , 0 0 0 5 5 5 , 8 0 0 4 5 % 

2 , 0 0 0 , 0 0 0 2 , 5 0 0 , 0 0 0 7 8 0 , 8 8 0 4 9 % 

2 , 5 0 0 , 0 0 0 no limit 1 , 0 2 5 , 8 0 0 5 0 % 

T h e 2 0 0 3 estate tax rate b r a c k e t s a r e : 
1 , 5 0 0 , 0 0 0 2 , 0 0 0 , 0 0 0 5 5 5 , 8 0 0 4 5 % 
2 , 0 0 0 , 0 0 0 no limit 7 8 0 , 8 8 0 4 9 % 

T h e 2 0 0 4 estate tax rate b r a c k e t s a r e : 

1 , 5 0 0 , 0 0 0 2 , 0 0 0 , 0 0 0 5 5 5 , 8 0 0 4 5 % 

2 , 0 0 0 , 0 0 0 no limit 7 8 0 , 8 8 0 4 8 % 

T h e 2 0 0 5 esta te tax rate b r a c k e t s a r e : 
1 , 5 0 0 , 0 0 0 2 , 0 0 0 , 0 0 0 5 5 5 , 8 0 0 4 5 % 

2 , 0 0 0 , 0 0 0 no limit 7 8 0 , 8 8 0 4 7 % 

T h e 2 0 0 6 es ta te tax rate b r a c k e t s a r e : 

1 , 5 0 0 , 0 0 0 2 , 0 0 0 , 0 0 0 555,800 
2 , 0 0 0 , 0 0 0 no limit 7 8 0 , 8 8 0 

T h e 2 0 0 7 - 2 0 0 9 es ta te tax rate b r a c k e t s a r e : 

1 , 5 0 0 , 0 0 0 no limit 5 5 5 , 8 0 0 

4 5 % 

4 6 % 

4 5 % 

T h e 5 5 % rate a p p l i e s w h e n the t a x a b l e estate is 
$ 3 , 0 0 0 , 0 0 0 . B e c a u s e o f the a p p l i c a b l e c r e d i t as d i s c u s s e d 
b e l o w , t he e f f e c t i v e m a r g i n a l tax rate starts at t he rate o f 
3 7 % . T h e r e is a s p e c i a l 5-percent su r t ax i m p o s e d o n 
t rans fers b e t w e e n $ 1 0 m i l l i o n a n d $ 1 7 , 1 8 4 , 0 0 0 , w h i c h has 
the e f fec t o f p h a s i n g o u t t he g r a d u a t e d rates . T h e r e f o r e , 
estates o v e r $1 7,1 8 4 , 0 0 0 a re s u b j e c t to a flat r a l e o f 55%. 

U n d e r E G T R R A , the m a r g i n a l rates w i l l stay as u n d e r 
c u r r e n t l a w w i t h t he f o l l o w i n g c h a n g e s . T h e t w o h ighes t 
b r a c k e t s w i t h tax rates o f 5 3 % a n d 5 5 " / o w i l l n o w h a v e a 
rate o f 5 0 " / o fo r d e c e d e n t s d y i n g a n d gi f ts m a d e in 2 0 0 2 ; 
4 9 % for 2 0 0 3 ; 4 8 ^ , . for 2 0 0 4 ; 4 7 " / , . for 2 0 0 5 ; 4 6 % for 2 0 0 6 ; 

4 5 % fo r 2 0 0 7 , 2 0 0 8 , a n d 2 0 0 9 ; a n d 0 % for 2 0 1 0 . T h e f i v e 

p e r c e n t s u r t a x is r e p e a l e d for d e c e d e n t s f l y i n g after 
D e c e m b e r 3 1 , 2 0 0 1 . 

E x a m p l e ; A s s u m e B a r b has a t a x a b l e es ta te e q u a l to 
$ 1 0 , 0 0 0 , 0 0 0 at d e a t h . D e p e n d i n g o n the y e a r B a r b d i e d , 
h e r es ta te tax w o u l d b e ; 

Year Tax Owin j j 
2 0 0 1 $ 5 , 1 4 0 , 8 0 0 
2 0 0 2 , $ 4 , 7 7 5 , 8 0 0 

2 0 0 3 $ 4 , 7 0 0 , 8 0 0 
2 0 0 4 5 4 , 6 2 0 , 8 0 0 

2 0 0 5 $ 4 , 5 4 0 , 8 0 0 

2 0 0 6 5 4 . 4 6 0 , 8 0 0 

2 0 0 7 - 2 0 0 9 $ 4 , 3 8 0 , 8 0 0 
2 0 1 0 S - 0 -
2 0 1 1 $ 5 , 1 4 0 , 8 0 0 

T h e l a w p r o v i d e s a u i i i f i e d c r ed i t to b e a p p l i e d aga ins t t he 
a m o u n t o f esta te tax o w i n g . T h e e x i s t e n c e o f th is c r e d i t 
e f f e c t i v e l y e x e m p t s the f o l l o w i n g l e ve l s o f t ransfers f r o m the 
es ta te tax. T h e f o l l o w i n g c h a r t s h o w s h o w th i s c r e d i t a n d the 
a p p l i c a b l e e x e m p t i o n ec |u i va !en t w i l l b e g r a d u a l l y i n c r e a s e d 
o v e r the n e x t t e w y e a r s : 

Continued on page 3 
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Year Appl icable Exemption Equivalent Under 
Uni f ied Credi t Pre-ECTRRA EGTRRA 

2001 $ 2 2 0 , 5 0 0 $ 6 7 5 , 0 0 0 N/A 
2 0 0 2 & 2 0 0 3 $ 3 4 5 , 8 0 0 $ 7 0 0 , 0 0 0 $ 1 , 0 0 0 , 0 0 0 
2 0 0 4 $ 5 5 5 , 8 0 0 $ 8 5 0 , 0 0 0 $ 1 , 5 0 0 , 0 0 0 
2 0 0 5 $ 5 5 5 , 8 0 0 $ 9 5 0 , 0 0 0 $ 1 , 5 0 0 , 0 0 0 
2 0 0 6 $ 7 8 0 , 8 0 0 $ 1 , 0 0 0 , 0 0 0 $ 2 , 0 0 0 , 0 0 0 
2 0 0 7 & 2 0 0 8 $ 7 8 0 , 8 0 0 $ 1 , 0 0 0 , 0 0 0 $ 2 , 0 0 0 , 0 0 
2 0 0 9 $ 1 , 4 5 5 , 8 0 0 $ 1 , 0 0 0 , 0 0 0 $ 3 , 5 0 0 , 0 0 0 
2 0 1 0 N/A $ 1 , 0 0 0 , 0 0 0 N/A 
2011 $ 3 4 5 , 8 0 0 $ 1 , 8 0 0 , 0 0 0 N/A 

T h e f e d e r a l estate l a w s d o a l l o w c e r t a i n d e d u c t i o n s w h i c h 
r e d u c e the a m o u n t o f the t a x a b l e f e d e r a l es ta te . T h e p r i m a r y 
d e d u c t i o n s a r e : e x p e n s e s , c l a i m s a n d d e b t s u n d e r s e c t i o n 
2 0 5 3 , c h a r i t a b l e c o n t r i b u t i o n s u n d e r s e c t i o n 2 0 5 5 a n d 
t ransfers to o n e ' s s p o u s e u n d e r s e c t i o n 2 0 5 6 . 

Deduc t ion for Charitable Contr ibut ions 
A d e c e d e n t ' s estate is g i v e n a 1 0 0 % d e d u c t i o n for its 
q u a l i f y i n g c h a r i t a b l e c o n t r i b u t i o n s . T h a t is , n o es ta te tax w i l l 
e v e r b e p a i d w i t h r espec t to the d e c e d e n t ' s p r o p e r t y w h i c h 
is g i v e n to a q u a l i f y i n g c h a r i t a b l e ent i t y . A n d the c h a r i t a b l e 
o r g a n i z a t i o n w i l l no t be r e q u i r e d to p a y a n y i n c o m e tax o n 
the I RA f unds b e c a u s e it is a t a x - e x e m p t en t i t y . T h e s e a re 
t w o v e r y f a v o r a b l e tax resu l t s . 

A n IRA a c c o u n t h o l d e r w h o w i t h d r a w s f u n d s f r o m his or 
her I RA w h i l e l i v i n g a n d g i v e s it to a c h a r i t a b l e o r g a n i z a t i o n 
a l s o is d o i n g estate p l a n n i n g . T h e a c c o u n t h o l d e r ' s estate has 
b e e n r e d u c e d . S i n c e the a c c o u n t h o l d e r n o l o n g e r o w n s the 
a m o u n t w i t h d r a w n , it w i l l no t be i n c l u d e d in h is o r he r 
es ta te for f e d e r a l estate tax p u r p o s e s . T h e I RA a c c o u n t h o l d e r 
is g r a n t e d a l i m i t e d a b i l i t y to of fset h a v i n g to i n c l u d e in 
i n c o m e the I RA d i s t r i b u t i o n b y the a b i l i t y to c l a i m a 
d e d u c t i o n for the c h a r i t a b l e c o n t r i b u t i o n . H o w e v e r , it is an 
" i t e m i z e d " d e d u c t i o n a n d is s u b j e c t to a n u m b e r o f l i m i t s . 
S o , the a c c o u n t h o l d e r w i l l no t be a b l e to e l i m i n a t e a l l o f the 
i n c o m e tax a s s o c i a t e d w i t h the IRA d i s t r i b u t i o n . 

Deduct ion for Certain Marital Transfer 
A d e c e d e n t ' s estate is a l s o g i v e n a 1 0 0 % . ( i .e. u n l i m i t e d ) 
d e d u c t i o n for a n y p r o p e r t y w h i c h is " p a s s e d " ( i .e. g i v e n o r 
t rans fe r red ) to h is o r her s u r v i v i n g s p o u s e . T h e r e a re , o f 
c o u r s e , r e q u i r e m e n t s to b e m e t to r e c e i v e th is f a v o r a b l e tax 
t r e a t m e n t . T h e y a r e : 

1. T h e r e m u s t b e a s u r v i v i n g s p o u s e ; 
2 . T h e p r o p e r t y is b e i n g t r ans fe r r ed f r o m the d e c e d e n t to 

the s u r v i v i n g s p o u s e ; 
3. T h e p r o p e r t y b e i n g t r ans f e r r ed m u s t b e i n c l u d e d in the 

d e c e d e n t ' s s p o u s e ' s g ross es ta te ; 
4 . T h e s u r v i v i n g s p o u s e m u s t b e a U .S . c i t i z e n e x c e p t to 

the e x t e n t t h e p r o p e r t y p a s s e s to a Q u a l i f i e d D o m e s t i c 
Trust . 

5. T h e t rans fe r m u s t n o t p a s s in the f o r m o f a 
n o n d e d u c t i b l e t e r m i n a b l e in terest . 

T h e g e n e r a l m a r i t a l d e d u c t i o n se rves o n l y to d e f e r w h e n 
the estate tax w i l l b e p a i d . T h e estate o f the f i rst-to-die w i l l 
no t p a y a n estate t ax . H o w e v e r , estate ta-^es w i l l b e p a i d in 
the estate o f the s e c o n d s p o u s e to d i e . 

A d e c e d e n t ' s es ta te is a l s o g i v e n a 1 0 0 % (i.e. u n l i m i t e d ) 
d e d u c t i o n if the re is a p r o p e r l y d e s i g n a t e d m a r i t a l d e d u c t i o n 
trust s u c h as a Q T I P trust, e s t a t e/gene ra ! p o w e r o f 
a p p o i n t m e n t trust, o r es ta te trust w h i c h has b e e n d e s i g n a t e d 
as the b e n e f i c i a r y . 

S p e c i a l ru l e s a l l o w c e r t a i n t ypes o f trusts to b e set u p so 
that they c a n " b e n e f i t " the s u r v i v i n g s p o u s e , yet there w i l l 
b e a m a r i t a l d e d u c t i o n a v a i l a b l e for s u c h p r o p e r t y in the 
first to d i e s p o u s e ' s es ta te a n d then s u c h p r o p e r t y w i l l no t 
h a v e to b e i n c l u d e d in the s e c o n d to d i e s p o u s e ' s es ta te . 

O n e o f t hese trusts is c a l l e d the q u a l i f i e d t e r m i n a b l e 
interest trust (QT IP ) . M a n y t i m e s IRA a c c o u n t h o l d e r s 
d e s i g n a t e a Q T I P trust as t he b e n e f i c i a r y o f t he i r I RA . 

In o r d e r for the p r o p e r t y o f a trust to q u a l i f y as a Q T I P 
( q u a l i f i e d t e r m i n a b l e in teres t p rope r t y ) the p r o p e r t y m u s t 
pass o r t rans fe r f r o m the d e c e d e n t ; the s u r v i v i n g s p o u s e 
mus t h a v e a " q u a l i f y i n g i n c o m e interest for l i f e , " a n d a n 
e l e c t i o n u n d e r these ru l es a p p l i e s . A " q u a l i f y i n g i n c o m e 
interest for l i f e " ex i s t s if (1) t he s u r v i v i n g s p o u s e is e n t i t l e d to 
a l l the i n c o m e f r o m the p r o p e r t y ( p a y a b l e a n n u a l l y o r at 
m o r e f r e q u e n t in te rva l s ) o r t he r ight to use the p r o p e r t y 
d u r i n g the s p o u s e ' s l i f e , a n d (2) n o p e r s o n has the p o w e r to 
a p p o i n t a n y par t o f t he p r o p e r t y to a n y p e r s o n o t h e r t h a n 
the s u r v i v i n g s p o u s e . 

W i t h r e s p e c t to the r e q u i r e m e n t to d i s t r i b u t e i n c o m e 
a n n u a l l y to the s u r v i v i n g s p o u s e , the g o v e r n i n g r e g u l a t i o n 
r e q u i r e s that e i t h e r the assets in the trust m u s t a c t u a l l y be 
i n c o m e p r o d u c i n g , o r the s u r v i v i n g s p o u s e m u s t h a v e the 
r ight to d e m a n d that the t rus tee c o n v e r t u n p r o d u c t i v e assets 
to p r o d u c t i v e assets o r d i s t r i b u t e o t h e r assets e q u a l in v a l u e 
to the i n c o m e that v v o u l d h a v e b e e n p r o d u c e d b y the 
u n p r o d u c t i v e assets if it w e r e p r o d u c t i v e . In fact , t he IRS has 
r u l e d that if IRAs a re par t o f the assets o f the Q T I P , t h e n the 
IRA m u s t p a y o u t to the Q T I P at least a n n u a l l y , t he i n c o m e 
e a r n e d b y the IRA assets , a n d s u c h i n c o m e m u s t b e 
d i s t r i b u t e d by the Q T I P to the s p o u s e . 

O b v i o u s l y , a s p o u s e b e n e f i c i a r y w h o is p a i d f u n d s f r o m 
the d e c e a s e d s p o u s e ' s IRA w i l l h a v e to i n c l u d e s u c h 
p r o p e r t y in h is o r he r es ta te , r ega rd l e s s if he o r s h e ro l l s 
t h e m o v e r to a n o t h e r I RA , b u t the u n l i m i t e d m a r i t a l 
d e d u c t i o n s h o u l d a p p l y . 

T h e o p t i m u m m a r i t a l d e d u c t i o n p l a n for a m a r r i e d c o u p l e 
g e n e r a l l y i n v o l v e s e s t a b l i s h i n g a n o n - m a r i t a l trust ( n o r m a l l y 
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c a l l e d c r e d i t she l t e r trust) a n d a n-iaritai trust. T h e n o n -
m a r i t a l trust is f u n d e d w i t h assets w o r t h $ 6 7 5 , 0 0 0 ( i .e. the 
a m o u n t e q u i v a l e n t to the u n i f i e d c r e d i t ) . T h e b a l a n c e is 
a l l o c a t e d to a m a r i t a l trust for t he b e n e f i t o f the s u r v i v i n g 
s p o u s e . For e x a m p l e , let 's a s s u m e " A " is m a r r i e d to " S . " 
H i s estate w i l l not o w e a n y f e d e r a l es ta te tax if he 
s t ruc tu res h is estate as f o l l o w s : $ 6 7 5 , 0 0 0 is p a s s e d to h i s 
c r ed i t she l t e r trust a n d the r e m a i n i n g $ 1 , 3 2 5 , 0 0 0 is 
t r ans fe r red to a Q T I P trust fo r " S . " 

A l t e r n a t i v e l y , he c o u l d s i m p l y t ransfer the 5 1 , 3 2 5 , 0 0 0 to 
" S " a n d b e c a u s e o f the u n l i m i t e d m a r i t a l d e d u c t i o n " A ' s " 
estate w o u l d not o w e a n y f e d e r a l estate tax. O n c e " S " d i e s 
a n d a s s u m i n g the v a l u e o f t he es ta te r e m a i n s at 
5 1 , 3 2 5 , 0 0 0 , the estate o f " 5 " w i l l p a y a n estate tax of 
5 2 1 1 , 3 0 0 c a l c u l a t e d as t o l l o w s : 

G r o s s Estate 5 1 , 3 2 5 , 0 0 0 
E x e m p t i o n Equ i\ 'a lent $ 6 7 5 , 0 0 0 
T a x a b l e Estate $ 6 5 0 , 0 0 0 
Tax L i a b i l i t y 5 1 5 5 , 8 0 0 (first 5500,000) 
Tax L i a b i l i t y 5 5 5 , 5 0 0 (37".;, x $1 =i(),u(K)) 

$ 2 1 1 , 3 0 0 

If " A " h a d not d o n e a n y estate p l a n n i n g a n d h a d 
t rans fe r red the en t i r e 5 2 , 0 0 0 , 0 0 0 to ' 5 " a n d " S " h a d t h e n 
d i e d , t hen the estate o f " S " . w o u l d h a v e a t a x a b l e estate o f 
5 1 , 3 2 5 , 0 0 0 ( $ 2 , 0 0 0 , 0 0 0 - $ 6 7 5 , 0 0 0 ) . T h e estate tax 
l i a b i l i t y w o u l d be $ 4 8 0 , 5 5 0 . S in.ce o n l y o n e of the t w o 
s p o u s e w o u l d h a v e u s e d the $ 6 7 5 , 0 0 0 e x e m p t i o n 
e q u i v a l e n t , a n a d d i t i o n a l $ 2 6 9 , 2 5 0 w i l l b e o w e d . 

T h e a b o v e e x a m p l e s i l l us t ra te that the estate tax l i a b i l i t y 
with respect to an estate o f $ 2 , 0 0 0 , 0 0 0 m a y r ange f r o m 0 
to $ 4 8 0 , 5 5 0 d e p e n d i n g u p o n w h e t h e r o r n o r the re has 
b e e n a n y estate p l a n n i n g i m p l e m e n t e d . T h e s e e x a m p l e s 
s h o u l d i l lus t ra te that s o m e estate p l a n n i n g is n e c e s s a r y If a 
p e r s o n m a y h a v e a n estate w i t h a v a l u e o f m o r e t h a n 
$ 6 7 5 , 0 0 0 . A s h o u s i n g p r i c e s c o n t i n u e to i n c r e a s e a n d as 
\RA a n d 401 (k) b a l a n c e s g r o w , m o r e arad m o r e p e o p l e a r e 
e x c e e d i n g the $ 6 7 5 , 0 0 0 l i m i t . 

A q u e s t i o n w h i c h a l w a y s a r i ses is w h e t h e r o r no t IRA 
i u n d s a n d o t h e r p e n s i o n f u n d s a r e i n c o m e in r e spec t to a 
d e c e d e n t . T h e a n s w e r is "yes." Set fo r th b e l o w is a 
s u m m a r y o f this t o p i c w h i c h i m p a c t s b o t h f e d e r a l i n c o m e 
tax c a l c u l a t i o n s as w e l l as f e d e r a l es ta te tax c a l c u l a t i o n s . 

Income in Respect to a Decedent (IRD) 
It is d e f i n e d as " t h o s e a m o u n t s to w h i c h a d e c e d e n t w a s 
entitled as g ross i n c o m e , b u t w h i c h w e r e not p r o p e r l y 
i n c l u d a b l e in c o m p u t i n g the d e c e d e n t ' s t a x a b l e i n c o m e 
for the tax y e a r ending w i t h h is o r he r d e a t h o r for a 
previous year under the method o f a c c o u n t i n g e m p l o y e d 
by the decedent." 
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I R D is s u b j e c t to b o t h the estate tax a n d to the i n c o m e t ax . 
I R D is p r o p e r t y i n c l u d a b l e in the d e c e d e n t ' s es ta te . I R D w i l l 
b e i n c l u d a b l e in the i n c o m e o f the r e c i p i e n t w h e n it is 
r e c e i v e d . 

T h e r e c i p i e n t o n t h e I R D w i l l r epo r t the i n c o m e a r i s i n g 
f r o m the I R D i t e m w h e n c a s h o r p r o p e r t y is r e c e i v e d in 
s a t i s f a c t i o n o f that r ight to i n c o m e . N o t e , it is no t the r e c e i p t 
o f the r ight to the i n c o m e w h i c h is I R D , but it is t he a c t u a l 
r e c e i p t o f the i n c o m e w h i c h is I R D . 

T h e c h a r a c t e r o f the I R D to the r e c i j i i e n t is d e t e r m i n e d b y 
r e f e r e n c e to the c h a r a c t e r as it w a s in the h a n d s o f the 
d e c e d e n t . 

T h e r e c i p i e n t m a y b e e n t i t l e d [o c l a i m a d e d u c t i o n o n h i s 
o r her i n c o m e tax re turn for the estate tax a t t r i b u t a b l e to the 
i n c l u s i o n o f the IRL^ in the d e c e d e n t ' s g ross es ta te . 

T h e r e a r e m a n y c o m m o n e x a m p l e s o f I R D : 
1. T h e d e c e d e n t ' s interest i n a n I RA ; 
2. T h e d e c e d e n t ' s in terest in q u a l i f i e d p e n s i o n p l a n s ; 
3. T h e d e c e d e n t ' s interest in sa l a r y o r w a g e s e a r n e d , bu t 

no t yet pa i t i p r i o r to h i s o r he r d e a t h ; 
4 . T h e d e c e d e n t ' s interest in n o n - q u a l i f i e d d e f e r r e d 

c o m p e n s a t i o n a n d L iont ises a w a r d e d to the decer le .nt 
be l 'o re h i s o r her d e a t h : 

5. . A c c o u n t s R e c e i v a b l e — a m o u n t s o w e d the d e c e d e n t as o 
i h e t i m e o f h i s o r her d e a l h ; 

6. , A c c r u e d interest o w e d the d e c e d e n t as o f the t i m e o f h is 
o r he r d e a l h ; a n d 

7. T h e g a i n to b e r e a l i z e d u n d e r a n i n s t a l l m e n t s a l e w h i c h 
the d e c e d e n t e n t e r e d i n t o p r i o r to h is o r her d e a t h . 

8. D i v i d e n d s w h i c h h a d b e e n d e c l a r e d as o f t he d e c e d e n t ' s 
d e a t h ( i .e. t hey w e r e o v v e d to h i m or her ) . 

T h e g e n e r a l r u l e is that a l l I RA assets a n d o t h e r 
r e t i r e m e n t assets a re t rea ted as I R D u p o n the 
a c c o u n t h o l d e r ' s d e a t h . H o w e v e r , s i n c e the r e c i p i e n t 
a c q u i r e s the s a m e a t t r ibu tes as the d e c e d e n t h a d , t he af ter ­
tax c o n t r i b u t i o n s w i l l no t resul t in a n y i n c o m e w h i c h m u s t 
b e i n c l u d e d in i n c o m e . If t he re a re p u r e i n s u r a n c e d e a t h 
bene f i t s to b e p a i d f r o m the r e t i r e m e n t p l a n , t hey t o o m a y 
b e e x c l u d e d f r o m i n c o m e . 

In su rnma i 'Y , b e c a u s e I RA a n d o t h e r r e t i r e m e n t p l a n 
assets a r e I R D , the f o l l o w i n g c o n s e q u e n c e s resu l t : 
1. T h e r e is n o s tep-up in bas i s as the re is w i t h c e r t a i n o t h e r 

p r o p e r t y u p o n the d e c e d e n t ' s d e a t h . 
2. T h e r e c i p i e n t w i l l i n c l u d e t he I R D i t e m in h is o r he r 

i n c o m e w h e n R E C E I V E D . 
3. W h e n the I R D is r e c e i v e d , t he u l t i m a t e r e c i p i e n t is 

e n t i t l e d to a n i n c o m e tax d e d u c t i o n for the f e d e r a l es ta te 
tax a t t r i b u t a b l e to the I R D . • 

Continued on page 5 
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T h e s e c o r p o r a t i o n s s h o u l d b e m u t u a l l y e x c l u s i v e tor 
the f o l l o w i n g r e a s o n s . Bu t as the d i s c u s s i o n b e l o w 
i l lus t ra tes the re m a y b e s i t ua t i ons w h e r e they are i n v o l v e d 
w i t h e a c h o the r . 

In o r d e r fo r a c o r p o r a t i o n to q u a l i f y as an S 
c o r p o r a t i o n , it m u s t m e e t c e r t a i n ru l es . A n S c o r p o r a t i o n is 
not p e r m i t t e d to h a v e a s h a r e h o l d e r o t h e r t han a p e r s o n , 
an es ta te , c e r t a i n trusts, a n d c e r t a i n o r g a n i z a t i o n s 
d e s c r i b e d in s e c t i o n 1 361 (c)(6). If there is a n o n q u a l i f y i n g 
s h a r e h o l d e r , t h e n the pur|5or ted S c o r p o r a t i o n ta i l s , a n d it 
w i l l b e t a x e d as a C c o r p o r a t i o n . 

A q u a l i f i e d p lan/ t rus t d e s c r i b e d in s e c t i o n 401 (a) o r 
501(c ) (3 ) w h i c h is no t t a x a b l e u n d e r s e c t i o n 501 (a ) is 
l i s ted u n d e r s e c t i o n 1361 (c ) (6 ) . A n E m p l o y e e S t o c k 
O w n e r s h i p P l a n ( E SOP ) is a t ype of q u a l i f i e d p l a n . 
C o n s e q u e n t l y , an E S O P is e l i g i b l e to be a s h a r e h o l d e r o f 
an S c o r p o r a t i o n . 

T h e S c o r p o r a t i o n ru les st i l l d o not d e f i n e an I RA as a 
p e r m i s s i b l e s h a r e h o l d e r . 

T h e r e a r e a l s o s o m e s p e c i a l ru l e s w h i c h a p p l y to 
q u a l i f i e d p l a n s a n d E S O P s w h i c h w i l l l e a d , in s o m e 
s i t u a t i o n s , to a n IRA b e i n g a " m o m e n t a r y " o w n e r o f a n S 
c o r p o r a t i o n . E S O P ru les m a n d a t e that an E S O P p r i m a r i l y 
inves t in e m p l o y e r s t o c k (i.e. S u b c h a p t e r S s tock ) a n d that 
it d i s t r i b u t e s u c h sha res to a p a r t i c i p a n t u p o n t e r m i n a t i o n . 
E S O P s g e n e r a l l y a re w r i t t e n to i n c l u d e a p r o v i s i o n w h i c h 
r e q u i r e s t he s p o n s o r i n g c o r p o r a t i o n to i m m e d i a t e l y 
p u r c h a s e a n y d i s t r i b u t e d s t o c k w h e n the s p o n s o r i n g 
c o r p o r a t i o n has a s u b c h a p t e r S e l e c t i o n in ef fect , a n d 
Interna l R e v e n u e C o d e s e c t i o n 401 (a ) (31 ) m a n d a t e s that a 
p l a n , to b e q u a l i f i e d , m u s t c o n t a i n p r o v i s i o n s w h i c h a l l o w 
a t e r m i n a t i n g p a r t i c i p a n t the r ight to h a v e a d i r e c t r o l l o v e r 
f r o m the q u a l i f i e d p l a n to an IR,^. T h u s , m a n y 
p a r t i c i p a n t s h a v e t he r ight to be d i s t r i b u t e d e m p l o y e r 
s tock a n d to d i r e c t l y r o l l o v e r s u c h s t o c k to the i r IRA . W i l l 
the S c o r p o r a t i o n e l e c t i o n fa i l in those s i t ua t i ons ? 

T h e IRS a d d r e s s e s th is s i t u a t i o n in p r i v a t e letter r u l i n g 
2 0 0 1 2 2 0 3 4 . T h e IRS ru les that the m o m e n t a r y 
d e s i g n a t i o n o f the I R A c u s t o d i a n as the o w n e r o f t he s t o c k 
o f a s u b c h a p t e r S c o r p o r a t i o n w i l l no t c a u s e the e l e c t i o n 
to f a i l . T h e r e a l i t y is - the I RA n e v e r r e a l l y is the o w n e r 
s i n c e the c o r p o r a t i o n b y - l a w s a n d the p l a n d o c u m e n t 
m a n d a t e that t he c o r p o r a t i o n r e p u r c h a s e s u c h s t o c k . 

N o t e that the re a re n o IRA l a w s o r ru les w h i c h p r e v e n t 
a n I RA f r o m o w n i n g c o r p o r a t e s t o c k w i t h a n S c o r p o r a t i o n 
e l e c t i o n i m p e r m i s s i b l e . It is the s u b c h a p t e r S ru l es w h i c h 
p r o h i b i t a n I RA f r o m b e i n g a s h a r e h o l d e r . • 

Qualified Plan Audit 
What to Expect 

S h o u l d a n y of y o u r q u a l i f i e d p l a n c u s t o m e r s be a u d i t e d b y 
the IRS, l is ted b e l o w is w h a t w i l l be r e q u i r e d of t h e m . T h e 
IRS letter r e c e i v e d b y o n e o f C W F ' s c u s t o m e r s reads as 
f o l l o w s . 

"Dear Sir: 
I am examining your returns(s) identified above (Plan year 

Ending December 31, 1998), and have arranged the 
appointment indicated (July 24, 2001 at 8:30 a.m., at your 
office). To help make the e.xamination as brief as possible, 
please have the items available that I have listed at the end of 
this letter 

If you have any questions or cannot keep the scheduled 
appointment, please contact me. 

Thank you for your cooperation. 
Please have the following items available during the 

examination: 
Copy of the determination letter that applies to the year(s) 

under examination. 
Copies of the plan, the trust, and all amendments. 
Trustee's or administrator's reports; plan census, ledgers; 

journals; trust, administrative committee, and investment 
committee minutes; investment analysis, certified audits, and 
other financial reports such as receipt and disbursement 
statements, income and expense statements, and balance 
sheets. 

Copy of Forms 5500 or 5500-C/R for the year(s) under 
audit, as well as two prior and following plan years. 

Copy of Forms 5500 or 5500-C/R annual Return/Report of 
Employee Benefit Plan, tor any other deferred pension plans 
the employer had during each year under examination. Be 
sure to include copies of all schedules filed such as 
Schedules, A, B, and SSA, if applicable. 

The employer's payroll records that were used to decide 
employees' eligibility to take part in the plan for the year(s) 
under examination, such as personnel records, and 
employment contracts. List of employees ineligible to 
panicipate in the plan and the reasons for their ineligibility. 

Also include a copy of the Forms 940, Employer's Annual 
Federal Unemployment Tax Return; 941, Employer's 
Quarterly Federal Tax Return; and W-2, Wage and Tax 
Statement, that were filed for the year(s) under examination. 

Calculation used to determine if the plan was top heavy. 
Participant allocation schedules. 
Participant account records and vested interest calculations. 
Copies of the trust's or employer's Forms W-2P, statement 

for Recipients of Periodic Annuities, Pensions, Retired Pay, or 

Continued on page 6 
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IRA payments, and copies ot the trust's Forms 1099-R, 
Statement for Recipient of Total Distributions from Profit 
Sharing, Retirement Plans, and Individual [Retirement 
arrangement, for the year(s) under examination. 

Cancelled checks verifying contnbutions for the year(s) 
under examination. 

Copy of the employer's income tax return (i.e., Form 1120, 
lOijS. 1040) on which the plan contribution was deducted. 
Include any filing extensions obtained. If the actual deduction 
per the tax return differs from the actual contribution amount, 
please explain. For self-employed individuals, please show 
how the deduction was figured out. 

A worksheet showing tlial the plan properly meets the 
pennitteil dispanty lules under IRC 401(1). 

Evidence of tidelily bond for all people handling trust funds. 
Copy of the following items for the yearisi under 

examination; Plan Description: and tlw .sunmiarv Plan 
Description (SPD), Summary [Description of .Material Plan 
Modifications (SSM), and Summary Annual Reports (SAR) 
required under Title I, section 104, of the Employee 
Retirement Income Security .Act of 1974 (ERISA). 

Schedule of trust fund investnients and amounts invested in 
each. Supporting documents for pkin <issets and liabilities, 
such as baijk and broker's statements, titles, deeds, notes for 
loans, or insurance contracts. Specifically, if loans were made 
from trust assets, include copies of the executed loan 
agreeme'nts, amortization tables, evidence that the loans were 
aderfualely secured, and the loan's actual repayment 
schedule. 

A worksheet showing that the IRC 415 limits were not 
exceeded for the highest paid panicipanls. 

.A schi=dule demonstrating whether the plan meets the 
Actual Deferral Percentage test of IRC 40Ukli.i). 

A schedule demonstrating whether the plan meets the 
Actual Contribution Percentage test ot IRC 401 (mH2). 

,'\ demonstrating whether the plan meets the 
Multiple Use test of Proposed Treas. Regs. I 401(m!-2(h)(J) 
and Revenue Procedure 89-65, it applicable. 

Completed Form 2848, Power of Attorney. If you would 
like someone else to represent the plan during this 
e\amination, please fill out the encloseit form and send it 
back to me within the next week. 

Sincerely, 
Employee Plans Specialist" 

As y o u c a n see , m u c h d o c u m e n t a t i o n is r e q u i r e d tor this 
qua l i t l ec i p l a n aud i t . Y o u r c u s t o m e r s n e e d to k e e p 
o x c r | ) t i o n , i i l y a c c u r a t e r e co r i l s that are o r g a n i z e d a n d easy to 
l o ca t e . • 
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Three Major Changes in the QP 
Anti-Cutback Rules - EGTRRA 

T h e first c h a n g e d e a l s w i t h c e r t a i n t rans fe rs , i n c l u d i n g 
p l a n m e r g e r s a n d o the r t r a n s a c t i o n s h a v i n g the e f fec t o f a 
d i r e c t t ransfer , i n c l u d i n g c o n s o l i d a t i o n o f bene f i t s 
a t t r i b u t a b l e to d i f f e r en t e m p l o y e r s w i t h i n a m u l t i p l e -
e m p l o y e r p l a n . 

A t rans fe ree p l a n w i l l no t fa i l ! ) e cause it d o e s not [nrovide 
s o m e o r a l l o f the t ypes ot d i s t r i b u t i o n p r e v i o u s l y a v a i l a b l e 
u n d e r the t ransferor p l a n , as l o n g tis a i i o f t he f o l l o w i n g 
r e q u i r e m e n t s are m e t ; 

1. T h e t ransfer i r o m the i r a i i s r e ro r p l a n to the t rans fe ree 
p l a n w a s b e c a u s e o l a d i r e c t t ransfer r a the r t h a n p u r s u a n t to 
a d i s t r i b u t i o n f r o m the t r ans fe ro r p l a n , 

2. T h e t rans ie r is a u t i i o r i z e d by boih i p l a n s . 
3 . T l i e t ransfer mt is t b e v o k i n t a r i l y e l e c t e d l)y the 

p a r t i c i p a n t o r the b e n e f i c i a r y . 
4 . T h e e l e c t i o n is m a d e after the r e c e i p t o i a n o t i c e 

i i e s c r i l ) i n g the c o n s e q u e n c e s o f m a k i n g the e l e c t i o n . 
5. Th,e t rans fe ree p l a n mus t p r o v i d e that any s u b s e q u e n t 

d i s t r i b u t i o n o f s u c h f u n d s \)e in the tVirm o f a s i n g l e - s u m 
d i s t r i b u t i o n . 

T h e s e c o n d c h a n g e c r ea t es a m a j o r e x c e p t i o n ' . v l i i ch 
a l l o w s for the e l i m i n a t i o n o f a t y p e o f d i s t r i b u t i o n as l o n g as 
c e r t a i n r e q u i r e m e n t s a re me t . T h a t is , a p l a n w i l l no t fa i l to 
qua ! i f \y I j e cause a !y|)e of d i s t r i i j u t i o n p r e v i o u s l y 
m a d e a v a i l a b l e is e l i m i n a t e d , as l o n g ,is t w o r e q u i r e m e n t s 
a r e me t . First , a s i n g l e - s u m (payment is a v a i l a b l e at the s a m e 
t i m e o r t i m e s as the tyfje o f d i s t r i b u t i o n being e l i m i n . a t e d . 
S e c o n d , s u c h s i n g l e - s u m p a y m e n t is b a s e d o n the s a m e or 
g rea t e r j j o r t i o n o f t he part ic i | . )ant 's a c c o u n t as the tyfje o f 
d i s t r i b u t i o n l ) e ing e l i m i n a t e d . 

T l i e s e first t w o c h a n g e s a p | j l y to yea rs F i e g i n n i n g after 
D e c e m b e r 3 1 , 2 0 0 1 . 

The l l i i r d c h a n g e is that E C i T R R A c r ea t e s a m a j o r 
e x c e p t i o n to the l a w w h i c h states that a p a r t i c i p a n t ' s 
a c c r u e d b e n e f i t m a y not be d e c r e a s e d b y a p l a n 
ameriLlment. S u c h a t i e c r e a s e w i l l b e c o m e p e r m i s s i b l e in 
l i m i t e d s i t u a t i o n s . If the imp-os i t ion o f the l a w w o u l d c r ea t e 
s i g n i t i c a n i I j u rdens or c o m p l e x i t i e s for the p l a n a n d p l a n 
p a r t i c i p a n t s a n d yet not a d v e r s e l y af fect t he r ights o f a n y 
part ici ( )ant in a m o r e t h a n cle min i tT i i s m a n n e r , t hen the 
a . m c n d m e n t a u t h o r i z i n g the d e c r e a s e v v o u l d no t c a u s e the 
p l a n to f a i l . 

T h e IRS is to i s sue s u c h r e g u l a t i o n s n o later t h a n 
D e c e m b e r 3 1 , 2 0 0 3 . S u c h r e g u l a t i o n s w i l l a p p l y to p l a n 
yea r s b e g i n n i n g after D e c e m b e r 3 1 , 2 0 0 3 , or s u c h ea r l i e r 
d a t e as s p e c i f i e d . • 

C ontinued on page 7 
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Q&A 
I w i s h to w i t h d r a w $ 2 0 , 0 0 0 f r o m m y t r a d i t i o n a l IRA to 

p a y the " q u a l i f i e d e d u c a t i o n a l e x p e n s e s " o f m y s o n , p l u s I 
w i s h to w i t h d r a w a n a d d i t i o n a l a m o u n t to p a y the taxes 
w h i c h w i l l be o w i n g o n this d i s t r i b u t i o n . H o w m u c h s h o u l d 
I w i t h d r a w , a n d a re the re a n y o t h e r tax i ssues o f w h i c h I 
s h o u l d be a w a r e ? I a m 5 5 yea r s o l d . 

,As y o u k n o w , d i s t r i b u t i o n s f r o m a t r a d i t i o n a l IRA u s e d to 
p a y the q u a l i f y i n g e d u c a t i o n a l e x p e n s e s o f a c h i l d a r e no t 
s u b j e c t to the 1 0 % e x c i s e tax . H o w e v e r , as y o u a re a w a r e , 
the a m o u n t d i s t r i b u t e d is t a x a b l e i n c o m e to y o u , a n d y o u 
w i s h to w i t h d r a w a n a d d i t i o n a l a m o u n t to c o v e r these 
t axes . A s a l w a y s , t he a m o u n t o f tax y o u p a y is b a s e d o n 
y o u r m a r g i n a l i n c o m e tax rate. Fo r this q u e s t i o n , let's 
a s s u m e y o u a re in the 2 5 % tax b r a c k e t . Y o u w o u l d 
t he r e fo r e w i s h to w i t h d r a w an a d d i t i o n a l $ 5 , 0 0 0 to p a y the 
tax o n the $ 2 0 , 0 0 0 w i t h d r a w a l . A t th is p o i n t , a n o t h e r tax 
i ssue a r i ses — b e c a u s e the 5 , 0 0 0 is not b e i n g u s e d to p a y 
q u a l i f y i n g e d u c a t i o n a l e x p e n s e s , th is a m o u n t w i l l be s u b j e c t 
to the 1 0 % e x c i s e tax, p l u s the 2 5 % i n c o m e t ax . N o w h e r e 
in the C o d e d o e s it l ist t axes o w i n g o n a d i s t r i b u t i o n to p a y 
q u a l i f y i n g e d u c a t i o n a l e x p e n s e s as a q u a l i f i e d e d u c a t i o n a l 
e x p e n s e . T h i s m a y s e e m unfa i r , bu t that is the w a y the 
c u r r e n t l a w is w r i t t e n . 

Y o u w i l l h a v e to c o m p l e t e F o r m 5 3 2 9 a n d a t t a c h it to 
y o u r F o r m 1 0 4 0 to i n f o r m the IRS that y o u d o no t o w e the 
1 0 % a d d i t i o n a l tax o n the $ 2 0 , 0 0 0 , b e c a u s e y o u a re u s i n g 
the " e d u c a t i o n " e x c e p t i o n . 

T h i s s a m e t y p e o f s i t u a t i o n o c c u r s w h e n a n i n d i v i d u a l 
c o n v e r t s a t r a d i t i o n a l IRA to a R o t h IRA. A p e r s o n c a n 
c o n v e r t t he e n t i r e a m o u n t w i t h d r a w n , in w h i c h c a s e the 
a m o u n t is to be i n c l u d e d in i n c o m e , but the 1 0 % a d d i t i o n a l 
tax d o e s no t a p p l y b e c a u s e the statute p r o v i d e s the 1 0 % 
a d d i t i o n a l tax d o e s no t a p p l y to a n y a m o u n t w h i c h is 
c o n v e r t e d . A n i n d i v i d u a l c o u l d a l s o d e d u c t f r o m the 
d i s t r i b u t i o n the a m o u n t n e c e s s a r y to p a y the r e l a t ed i n c o m e 
tax , a n d c o n v e r t t he b a l a n c e . In th is s i t u a t i o n , the 1 0 % 
a d d i t i o n a l tax w o u l d b e o w i n g , s i n c e the a m o u n t w a s no t 
c o n v e r t e d , a n d d o e s no t q u a l i f y for the c o n v e r s i o n 
e x c e p t i o n . • 

IRAs a n d Es t imated T a x e s , 
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c o n v e r s i o n o f a t r a d i t i o n a l I RA to a R o t h I RA in the i r 
e s t i m a t e d tax p a y m e n t s . 

T h e IRS c o n c l u d e d t h e y w o u l d no t w a i v e the 
u n d e r p a y m e n t a s s e s s m e n t b e c a u s e C o d e s e c t i o n 6 6 5 4 
d e f i n e s the s i t u a t i o n s w h e n a w a i v e r s h o u l d b e i s s u e d . T h e 
s i t u a t i o n s a re : c a s u a l t y , d i s a s t e r o r o t h e r u n u s u a l 
c i r c u m s t a n c e s . N o n e o f t hese e x c e p t i o n s a p p l i e d . T h e IRS 
d i d no t see this as a n u n u s u a l s i t u a t i o n s i n c e t he l a w m a k e s 
c l e a r that the p e r s o n w i l l p a y i n c o m e tax o n the a m o u n t o f 
h is o r her IRA w i t h d r a w a l e v e n if it is c o n v e r t e d to a Ro th 
IRA . 

Continued on page 8 

CAN YOU UNSCRAMBLE THESE PENSION PLAN WORDS? 

1. NPENOISNPAL 
2. ND0UETCCH 
3. DLFIEUQAI 
4. RROIHTA (two words) 
5. NfTBOIUCNROTl 
6. OHKEG 
7. DHRTBEN 
8. FCRBIIEESNEIA 
9. TTMNRREEIE 
10. RLDDIESTCEEF (hyphenated word) 

CAN YOU FIND THE HIDDEN WORDS RELATED TO PENSIONS/INCOME7 

E D U C A T 1 0 N 1 R A P 
W E A R N D T o 1 0 E P E 
c D R S S W C z T c T N N 
V U Y S E A L H U p 1 M S 
H C U P F M 1 1 w B R R 1 
U T 1 O C R O T M E E 0 0 
1 ! K U A Y 1 c 1 1 D V N 
N O G S B R T R N B T C 1 
1 N H E R 1 T E D 1 R A O 
X E A S O P B W A U Q S 1 
F E A T N E M T S E V N 1 
B G L Y M A X Y J P W A c 
T A X D E D U C T 1 B L E 
B K D G Y T u 1 0 W A G E 
M 1 L A N O 1 T 1 D A R T 

EDUCATION IRA 
DEDUCTON 
INHERfTEDIRA 
TAX DEtXJCTlBLE 
ROTH IRA 
PENSION 
LIMIT 
SPOUSE 

RETFiO:) 
INVESTMENTT 
TRADITIONAL 
WAGE 
EARN 
INCOME 
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Set f o r t h b e l o w is a s u m m a r y o f t he e s t i m a t e d tax ru l es 
as t a k e n f r o m IRS P u b l i c a t i o n 5 0 5 . 

Who Must Make Estimated Tax Payments 
for 2001? 

If y o u h a d a tax l i a b i l i t y for 2 0 0 0 , y o u m a y h a v e to p a y 
e s t i m a t e d tax for 2 0 0 1 . 

Genera l rule. Y o u mus t m a k e e s t i m a t e d tax p a y m e n t s for 
2 0 0 1 if y o u e x p e c t to o w e at least $ 1 , 0 0 0 in tax for 2 0 0 1 , 
after s u b t r a c t i n g y o u r w i t h h o l d i n g a n d c r e d i t s , a n d y o u 
e x p e c t y o u r w i t h h o l d i n g a n d c r ed i t s to b e less than the 
s m a l l e r o f ; 
1) 90'!'o o f the t ax to b e s h o w n o n y o u r 2001 tax r e t u r n , o r 
2) 1 0 0 % o f the tax s h o w n o n y o u r 2 0 0 0 tax r e t u r n . Y o u r 

2 0 0 0 tax r e tu rn m u s t c o v e r a l l 12 m o n t h s . 
E x c e p t i o n s . T h e r e a re e x c e p t i o n s to the g e n e r a l r u l e for 

f a r m e r s , f i s h e r m e n , a n d c e r t a i n h i g h e r i n c o m e t a x p a y e r s . 
Farmers and fishermen. If at least tv^'o th i rds o f y o u r 

gross i n c o m e for 2 0 0 0 o r 2001 is f r o m f a r m i n g o r f i s h i n g , 
subs t i t u t e 6 6 2 / 3 % for 9 0 % i n (1) a b o v e . 

Higher income taxpayers. If y o u r a d j u s t e d g ross i n c o m e 
(AGI ) for 2 0 0 0 was m o r e t h a n $1 5 0 , 0 0 0 ( $ 7 5 , 0 0 0 if y o u r 
f i l i n g status for 2 0 0 1 is m a r r i e d f i l i n g a s epa r a t e re turn ) , 
subs t i t u t e 1 1 0 % for 1 0 0 % in (2) a b o v e . T h i s ru l e d o e s no t 
a p p l y to farmers a n d f i s h e r m e n . 

When To Pay Estimated Tax 
For e s t i m a t e d tax p u r p o s e s , the y e a r is d i v i d e d i n to f o u r 

p a y m e n t fx^r iods . E a ch p e r i o d has a sptKi f ic p a y m e n t d u e 
d a t e . If y o u d o not p a y e n o u g h tax l̂ y the d u e d a t e o f e a c h 
of the payment p e r i o d s , y o u i n a y b e c h a r g e d a p e n a l t y even 
if y o u a re d u e a r e f u n d w h e n y o u f i le y o u r i n c o m e tax 
r e t u r n . T h e f o l l o w i n g cha r t g i v e s the p a y m e n t p e r i o d s a n d 
d u e da t e s for e s t i m a t e d tax p a y m e n t s . 
Table 2 .3 
For the per iod; D u e da t e ; 
Jan. 1 * t h r o u g h M a r c h 31 A p r i l 1 5 
A p r i l 1 t h r o u g h M a y 31 June 15 
June 1 t h r o u g h A u g u s t 3 I S e p t e m b e r 1 5 
Sept . 1 t h r o u g h D e c . 31 Jan . 1 5 nex t y e a r * * 

* l f y o u r tax y e a r d o e s no t b e g i n o n J anua ry 1, see F i s c a l 
y e a r t a x p a y e r s , later. 
* *See J a n u a r y p a y m e n t , later. 

Saturday, Sunday, holiday rule. If the d u e d a t e for 
m a k i n g a n e s t i m a t e d tax p a y m e n t f a l l s o n a Sa tu rday , 
S u n d a y , o r l ega l h o l i d a y , the p a y m e n t w i l l b e o n t i m e if y o u 
m a k e it o n the nex t d a y that is no t a Sa tu rday , S u n d a y , o r 
l ega l h o l i d a y . Fo r example, a p a y m e n t d u e S u n d a y , -April 
1 5, 2 0 0 1 , w i l l b e o n t i m e if y o u m a k e it b y M o n d a y , A p r i l 
16 , 2 0 0 1 . 
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January payment. If y o u f i l e y o u r 2 0 0 1 F o r m 1 0 4 0 o r 
F o r m 1 0 4 0 A b y J anua ry 3 1 , 2 0 0 2 , a n d p a y the rest o f the tax 
y o u o w e , y o u d o not n e e d to m a k e y o u r e s t i m a t e d tax 
p a y m e n t that w o u l d b e d u e o n J anua r y 1 5 , 2 0 0 2 . 

M i n i m u m required each per iod . Y o u w i l l o w e a p e n a l t y 
for a n y 2 0 0 1 p a y m e n t p e r i o d for w h i c h y o u r e s t i m a t e d tax 
p a y m e n t p l u s y o u r w i t h h o l d i n g for the p e r i o d a n d 
o v e r p a y m e n t s for p r e v i o u s p e r i o d s w e r e less t h a n the 
s m a l l e r o f ; 
1) 2 2 . 5 % o f y o u r 2 0 0 1 tax , o r 
2) 2 5 % o f y o u r 2 0 0 0 tax . ( You r 2 0 0 0 tax re turn m u s t c o v e r a 

1 2 - m o n t h p e r i o d . ) 
Note. If y o u are s u b j e c t to the r u l e for h i g h e r i n c o m e 

t a x p a y e r s , d i s c u s s e d ea r l i e r , subs t i t u t e 2 7 . 1 5 ' X , for 2 5 " o in (2) 
a b o v e . 

When penalty is charged. If y o u m i s s a p a y m e n t o r y o u 
p a i d less t h a n the m i n i m u m r e q u i r e d in a p e r i o d , y o u m a y 
b e c h a r g e d a n u n d e r p a y m e n t p e n a l t y f r o m the d a t e the 
a m o i i n t w a s d u e to the d a t e t he p a y m e n t is m a d e . 

No Penalty Situation 
G e n e r a l l y , y o u w i l l no t h a v e to p a y a p e n a l t y for 2 0 0 1 if 

a n y o f t he f o l l o w i n g s i t u a t i o n s a p p l i e s to y o u . 
• T h e tota l o f y o u r w i t h h o l d i n g a n d e s t i m a t e d tax p a y m e n t s 

w e r e at least as m u c h as y o u r 2 0 0 0 tax , y o u a re not 
s u b j e c t to the s p e c i a l ru le l i m i t i n g the use of the p r i o r 
yea r ' s tax, a n d y o u p a i d a l l r e q u i r e d e s t i m a t e d tax 
p a y m e n t s o n t i m e . 

• T h e tax b a l a n c e c lue o n y o u r r e tu rn is n o m o r e t h a n 10',^, 
o f y o u r tota l 2 0 0 1 tax, a n d y o u p a i d a l l r e q u i r e d e s t i m a t e d 
tax p a y m e n t s o n t i m e . 

• Y o u r to ta l 2001 tax ( d e f i n e d later) m i n u s y o u r w i t h h o l d i n g 
is less t h a n $ 1 , 0 0 0 . 

• Y o u d i d not h a v e a tax l i a b i l i t y for 2 0 0 0 . 
• Y o u d i d not h a v e a n y w i t h h o l d i n g t axes , a n d y o u r cu r ren t-

y e a r tax less a n y h o u s e h o l d e m p l o y m e n t taxes is less t h a n 
S I , 0 0 0 . 

S p e c i a l ru les a p p l y if y o u a re a f a rme r or f i s h e r m a n . • 

Puzzle Answers: 
1. Pens ion P lan 
2. Deduc t ion 
3. Qual i f ied 
4. R O T H IRA (two words) 
5. Contr ibut ion 
6. K e o g h 
7. Inherited 
8. Benef ic iar ies 
9. Ret i rement 
10. Self-directed 


