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What is a Coverdell Education 
Savings Account? 

It is a n E d u c a t i o n I RA w h i c h has h a d its n a m e c h a n g e d . 
C o n g r e s s a n d P r e s i d e n t B u s h d e c i d e d to r e n a m e E d u c a t i o n 
IRAs to b e C o v e r d e l l E d u c a t i o n S a v i n g s A c c o u n t s as a 
t r i b u t e to f o r m e r S e n a t o r P a u l C o v e r d e l l ( D , G A ) . S e n a t o r 
C o v e r d e l l d i e d o f c a n c e r . H e h a v e b e e n a s t r o n g p r o p o n e n t 
o f E d u c a t i o n I RAs . T h e l a w c h a n g e w a s s i g n e d Ju ly 26, 
2 0 0 1 . 

E d u c a t i o n IRAs a re n o l o n g e r a t y p e o f I RA . T h e y 
p r o b a b l y n e v e r w e r e , e x c e p t i n n a m e o n l y . 

T h e IRS w i l l n e e d to i s sue g u i d a n c e as to h o w a n d w h e n 
the n e w n a m e w i l l be u s e d a n d w h a t a m e n d m e n t s , if any , 
w i l l n e e d to be f u r n i s h e d to e x i s t i n g d e s i g n a t e d 
b e n e f i c i a r i e s . 

Update on Qualified Plan 
Amending 

T h e IRS, in IRS N O T I C E 2 0 0 1 - 3 0 , m a k e s c l e a r that the 
G U S T p r o c e s s w i l l N O T b e d e l a y e d for E G T R R A . T h i s 
m e a n s i n d i v i d u a l l y d e s i g n e d p l a n s m u s t b e a m e n d e d / 
res ta ted o n o r b e f o r e D e c e m b e r 3 1 , 2 0 0 1 , f o r c a l e n d a r y e a r 
p l a n y ea r s , un l e s s a n e x c e p t i o n a p p l i e s . T h e IRS w i l l N O T 
i s sue a n a d d i t i o n a l e x t e n s i o n o f the d e a d l i n e . 

A n e x c e p t i o n ex is ts for p r i o r a d o p t e r s o f p r e - a p p r o v e d 
p l a n s . T h e d e a d l i n e for s u c h a n a d o p t e r is no t D e c e m b e r 
3 1 , 2 0 0 1 , bu t it is la ter of : (1) t he last d a y o f the t w e l f t h 
f o l l o w i n g the m o n t h t he IRS i ssues the s p o n s o r a f a v o r a b l e 
o p i n i o n letter, o r (2) D e c e m b e r 3 1 , 2 0 0 2 . 

A d i f f e r en t e x c e p t i o n ex i s t s for a n y e m p l o y e r . If s u c h a n 
e m p l o y e r s igns a f o r m o n o r b e f o r e D e c e m b e r 3 1 , 2 0 0 1 , 
i n d i c a t i n g its in ten t to a d o p t a G U S T q u a l i f y i n g p r o t o t y p e 
p l a n , t h e n t h e y w i l l b e a b l e to a d o p t t he p r o t o t y p e as 
a p p r o v e d w i t h i n the p e r i o d d e s c r i b e d a b o v e . 

W h a t is the status o f C W F ' s Q P p r o t o t y p e s as f i l e d w i t h 
the IRS in D e c e m b e r o f 2 0 0 0 for t he G U S T c h a n g e s ? 

T h e IRS w r o t e us o n O c t o b e r 1, 2 0 0 1 , a n d r e q u e s t e d 
v a r i o u s c h a n g e s . W e a re in t he p r o c e s s o f m a k i n g these 
c h a n g e s . W e e x p e c t the IRS w i l l i s sue us o u r o p i n i o n letters 
( and y o u y o u r s , if y o u use C W F p r o t o t y p e s ) w i t h i n the nex t 
6 0 - 9 0 d a y s . 

Continued on page 2 

Extension on 
Account of 
Filing 
Deadlines -
Terrorists 
Attacks 

T h e IRS has i s s u e d t w o 
n o t i c e s d e f i n i n g the s p e c i a l 
r e l i e f w h i c h it is g r a n t i n g o n 
a c c o u n t o f the te r ror i s t 
a t t a c k s . T h e s e a r e N o t i c e 
2 0 0 1 - 6 1 a n d N o t i c e 2 0 0 1 -
6 3 . 

T h i s e x t e n s i o n d o e s 
i m p a c t i n d i v i d u a l s a n d 
b u s i n e s s e s w i t h r e s p e c t to 
m a k i n g I RA c o n t r i b u t i o n s 
a n d p e n s i o n c o n t r i b u t i o n s , 
f i l i n g v a r i o u s r e tu rns , as 
w e l l as a l l s t a n d a r d i n c o m e 
tax f o r m s . Fo r e x a m p l e , it 
d o e s a p p l y to the f i l i n g o f 
F o r m 5 5 0 0 r e tu rns . It w o u l d 
a l s o a p p l y to the m a k i n g o f 
SEP- IRA a n d S I M P L E - I R A 
c o n t r i b u t i o n s . 

R e l i e f is n o t g r a n t e d to 
a l l t a x p a y e r s . R e l i e f w i l l b e 
g r a n t e d to a f f e c t e d t a x p a y e r s 
w h o r e s i d e in the f i ve 
c o u n t i e s o f N e w Y o r k : 
B r o n x , K i n g s , N e w Y o r k 
( b o r o u g h s o f B r o o k l y n a n d 
M a n h a t t a n ) , Q u e e n s a n d 
R i c h m o n d , a n d A r l i n g t o n 
c o u n t y o f V i r g i n i a . In 
a d d i t i o n , the f o l l o w i n g 
t a x p a y e r s w h o h a v e b e e n 
d i r e c t l y a f f e c t e d b y the 

Continued on page 8 
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W i l l a d d i t i o n a ! a m e n d m e n t s b e r e q u i r e d b e c a u s e o f 
E G T R R A ? 

Yes . T H E R E W I L L BE A S P E C I A L A M E N D M E N T P R O C E S S 
F O R E G T R R A , w h i c h w a s e n a c t e d o n )une 7, 2 0 0 1 , a n d 
i n c l u d e s n u m e r o u s c h a n g e s to the Q P ru l e s . A l rT iost a l l o f 
these c h a n g e s a re e f f e c t i v e in y e a 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 1 . W h i l e m a n y o f the c h a n g e s a re no t 
m a n d a t o r y , a p l a n s p o n s o r that c h o o s e s to i m p l e m e n t an 
o p t i o n a l p r o v i s i o n o f E G T R R A w i l l h a v e to a m e n d its p l a n to 
c o n f o r m p l a n p r o v i s i o n s to p l a n o p e r a t i o n . 

C o n g r e s s a n d the IRS h a d r e j e c t e d the a p p r o a c h that a 
p l a n c a n b e o p e r a t e d to c o m p l y w i t h a l a w c h a n g e w i t h o u t 
h a v i n g to a m e n d the p l a n . A q u a l i f i e d p l a n w i l l n o w b e 
r e q u i r e d to a d o p t a g o o d fa i th E G T R R A a m e n d m e n t in e f fec t 
for a y e a r if: (1) the p l a n is r e q u i r e d to i m p l e m e n t a n 
o p t i o n a l p r o v i s i o n of E G T R R A for t he year , o r the p l a n 
c h o o s e s to i m p l e m e n t a n o p t i o n a l p r o v i s i o n o f E G T R R A for 
the year , a n d p l a n l a n g u a g e , p r i o r to a m e n d m e n t , is no t 
c o n s i s t e n t e i t he r w i t h the p r o v i s i o n o f E G T R R A o r w i t h 
o p e r a t i o n o f the p l a n in a m a n n e r c o n s i s t e n t v/ith E G T R R A , 
as a p p l i c a b l e . 

T h e d e a d l i n e for a d o p t i n g th is g o o d i a i i h a m e n d m e n t is : 
(1) the e n d o f the G U S T r e m e d i a l a m e n d m e n t p e r i o d , o r (2) 
the e n d of t he p l a n yea r i n w h i c h the a m e n d m e n t s a re 
r e q u i r e d to b e , o r are o p t i o n a l l y , put i n to e f fec t . 

T h e r e m e d i a l a m e n d m e n t p e r i o d for E G T R R A , in g e n e r a l , 
is D e c e m b e r 3 1 , 2 0 0 5 . If t he p l a n has b e e n a m e n d e d w i t h a 
g o o d fa i th E G T R R A p l a n a m e n d m e n t o r w h i c h a u t o m a t i c a l l y 
r e f l e c t e d a s ta tu tory E G T R R A c h a n g e b y a p e r m i t t e d 
i n c o r p o r a t i o n b y r e f e r e n c e , t h e n the p l a n ' s r e m e d i a l 
a m e n d m e n t p e r i o d e n d s o n the last d a y o f t he 2 0 0 5 p l a n 
year . 

C W F a n d A s s o c i a t e s w i l l b e p r o v i d i n g a g o o d fa i th 
E G T R R A a m e n d m e n t o n o r b e f o r e D e c e m b e r 1 5 , 2 0 0 1 . • 

Marketins/Selling IRAs In 2002 
B e c a u s e o f the i n c r e a s e in c o n t r i b u t i o n l i m i t s a l l o w e d 

u n d e r E G T R R A , w e at (^WF b e l i e v e f i n a n c i a l i n s t i t u t i ons 
h a v e t h e p o t e n t i a l to see a g rea t d e m a n d for a l l t y p e s o f I R A 
a c c o u n t s , as w e l l as for t he E d u c a t i o n S a v i n g s A c c o u n t , if a n 
i n s t i t u t i on k e e p s its c u s t o m e r s a n d p r o s p e c t i v e c u s t o m e r s 
w e l l i n f o r m e d . M o s t i n d i v i d u a l s h a v e n o i d e a w h a t the n e w 
tax l a w c h a n g e s c a n m e a n to t he i r f i n a n c i a l f u tu re . T h e 
i n s t i t u t i o n m u s t c o n s i d e r w h a t m a r k e t i n g t e c i m i q u e s w i l l 
w o r k bes t to a c c o m p l i s h th is i n f o r m a t i o n a l g o a l ; b r o c h u r e s , 
pos te r s , r a d i o and/or n e w s p a p e r a d s , w e b s i te d e v e l o p m e n t , 
c u s t o m e r news l e t t e r s , e t c . 

O f c o u r s e , the i n s t i t u t i on ' s staff m u s t a l s o b e i n f o r m e d a n d 
u p to d a t e o n a l l c h a n g e s , to e n a b l e t h e m to a n s w e r 
c u s t o m e r q u e s t i o n s a c c u r a t e l y a n d i n t e l l i g e n t l y . A w e l l -
i n f o r m e d staff t r a i ! i ed to p i c k u p o n a c u s t o m e r ' s n e e d o r 
s u p p l y a t i m e l y s u g g e s t i o n , c a n b e o n e o f y o u r g rea tes t 
assets i n o b t a i n i n g these i n c r e a s e d I R A d e p o s i t s . 

C W F has p r o d t i c t s to a i d y o u r i n s t i t u t i o n in m a r k e t i n g 
I RAs to y o u r c u s t o m e r s . W e p e r s o n a l l y r e c o m m e n d 
b r o c t i u r e s a n d c u s t o m e r n e w s l e t t e r s as a w a y o f p r o m o t i n g 
t h e s e I RAs a n d i n f o r m i n g c u s t o m e r s o f t he c h a n g e s . 

M o s t o f o u r b r o c l i u r e s d i s c u s s b o t h the ru les f o r 2 0 0 1 a n d 
for 2 0 0 2 , bu t in s o m e cases o n l y t he 2 0 0 2 ru l es a r e 
d i s c u s s e d . W e h a v e the f o l l o w i n g b r o c h u r e s a v a i l a b l e : 

# 1 0 0 
N E W # 1 0 i 

# 1 0 2 
# 1 0 2 
# 1 0 5 

N E W # 1 0 6 
# 1 0 7 

N E W # 1 0 8 

# 1 0 9 
N E W # i l 0 

NEVNy #111 
#115 

# 1 1 8 
# 1 5 0 
#1 51 
# 1 5 4 
# 1 7 0 
# 1 8 9 

Trad i t i ( jna l IRA for 2 0 0 1 a n d 2 0 0 2 
C o v e r ( i e l l Educa l i o r^ S a v i n g s A c c o u n t s 
O p p o r t u n i t i e s 
R o t h IRA 
C o v e t d e l l E d u c a t i o n S a v i n g s A c c o u n t s 
R o t h I KA , C a l c u l a t i n g the A n n u a l C o n t r i b u t i o n 
T h e S p e c i a l 5 0 + C o n t r i b u t i o n R u l e s 
U n d e r s t a n d i n g the " S i m p l i f i e d " R M D R u l e s 
U n d e r s t a n d i n g the N e w IRA C o n t r i b u t i o n s 
C r e d i t 
! RA- to- !RA R o l l o v e r s a n d Transfers 
A b o o k l e t d e s c r i b i n g t h r e e a c c o u n t s , 
t r a d i t i o n a l a n d R o t h IRAs a n d C o v e r d e l l 
E d u c a t i o n S a v i n g s A c c o u n t s 
N e w IRA O p p o r t u n i t i e s for 2 0 0 2 
F D I C I n s u r a n c e C o v e r a g e tbr I RAs a n d 
C o v e r r l e l l S a v i n g s A c c o u n t s 
S I M P L E - I R A s f o r 2 0 0 2 
C a l c u l a t i n g Y o u r IRA D e d u c t i o n for 2 0 0 1 / 2 0 0 2 
T l i e S p o u s a l C o n t r i b u t i o n R u l e s for 2 0 0 2 
In i i en i ec i I RA R u l e s 
S EP IRAs for 2 0 0 2 
401 (ki to IRA R o l l o v e r R u l e s • 

Upcoming IRA Forms Changes 
I RA f o r m s w i l l b e r e v i s e d to i n c o r p o r a t e the l a w c h a n g e s 

b r o u g h t a b o u t b y the E c o n o m i c G r o w t h a n d R e v e n u e 
R e c o n c i l i a t i o n A c t o f 2 0 0 1 ( E G T R R A ) a n d the r e v i s i o n s in 
t he r e q u i r e d m i n i m u m d i s t r i b u t i o n r u l e s . 

T h e p u r p o s e o f th is a r t i c l e is t o i n f o r m y o u o f the c h a n g e s 
w e w i l l b e m a k i n g in c e r t a i n I R A f o r m s . 

W'e exj:)ect the IRS w i l l c h a n g e ( i .e. r e w r i t e l its m o d e l I RA 
f o r m s d u r i n g the p e r i o d o f O c t o b e r - D e c e m b e r 2 0 0 1 so that 
t he n e w f o r m s vvi l l l i e a b l e to b e a v a i l a b l e as o f J a n u a r y 1, 
2 0 0 2 , T h e IRS has i n f o r m e d us that the i r d e a d l i n e is t o h a v e 
t hese f o r m s a v a i l a b l e as of : 

Cont inued on page 3 
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IRA A M E N D M E N T S 
1. C o m p r e h e n s i v e t r a d i t i o n a l I RA o n o r b e f o r e 12-1 7-01 
2. C o m p r e h e n s i v e R o t h I RA o n o r b e f o r e 1 2-1 7-01 
3. C o m p r e h e n s i v e S I M P L E - I R A o n o r b e f o r e 1 2-1 7-01 
4 . C o m p r e h e n s i v e C o v e r d e l l E d u c a t i o n S a v i n g s A c c o u n t o n 

o r b e f o r e 12-17-01 
Note - the re w i l l b e s epa r a t e I RA a m e n d m e n t s f o r t he 
t r a d i t i o n a l I RA , the R o t h IRA , the S I M P L E I RA a n d the 
C o v e r d e l l E d u c a t i o n S a v i n g s A c c o u n t s ( f o r m e r l y t he 
E d u c a t i o n IRA) . 

REVISED IRA B O O K L E T S 
1. T r a d i t i o n a l I RA p l a n a g r e e m e n t s a n d D i s c l o s u r e 

S t a t e m e n t s - a l l v e r s i o n s , o n o r b e f o r e 1 2-1 7-01 
2. R o t h IRA p l a n a g r e e m e n t s a n d D i s c l o s u r e S t a t e m e n t s -

a l l v e r s i o n s , o n o r b e f o r e 12-01-01 
3. SEP- IRA. the re is n o s p e c i a l SEP- IRA p l a n a g r e e m e n t for 

the p a r t i c i p a n t . T h e e m p l o y e r ' s f o r m w i l l p r e s u m a b l y b e 
u p d a t e d b y the IRS in the n e a r f u tu re . T h e r e is n o rea l 
r u s h , as the n e w c o n t r i b u t i o n l i m i t s a p p l y for the 2 0 0 2 
tax year . 

4 . S I M P L E - I R A . T h e r e is a s p e c i a l " e m p l o y e r " f o r m a n d a l s o 
a n e m p l o y e e S l M P L E - l R A p l a n a g r e e m e n t . T h e r e a re a 
n u m b e r o f a d m i n i s t r a t i v e f o r m s . W e h a v e u p d a t e d the 
s u m m a r y d e s c r i p t i o n for 2 0 0 1 a n d 2 0 0 2 . W e h a v e 
u p d a t e d the e m i p l o y e e ' s e l e c t i v e d e f e r r a l i n s t r u c t i o n f o r m 
for 2 0 0 1 a n d 2 0 0 2 . 

5. C o v e r d e l l E d u c a t i o n S a v i n g s A c c o u n t s P l a n A g r e e m e n t 
a n d D i s c l o s u r e S t a t e m e n t - a i l v e r s i o n s , o n or b e f o r e 
12-15-01 

O T H E R IRA ADMIN I STRAT IVE F O R M S 
1. A H c o n t r i b u t i o n s f o r m s for e a c h t y p e o f IRA , o n o r b e f o r e 

10-1 5-01 ( ex i s t i ng f o r m s a re o k a y for 2 0 0 1 c o n t r i b u t i o n s , 
b u t w i l l no t w o r k for 2 0 0 2 c o n t r i b u t i o n s . ) 

2. I R A R o l l o v e r F o r m s - a l l t ypes o f IRAs , o n o r b e f o r e 
10-15-01 

F O R M S C H A N G E S O N A C C O U N T O F R M D RULES 
M a n y IRA f o r m s h a v e b e e n r e v i s e d o n a c c o u n t o f the 
m o d i f i e d R M D ru l e s . N e w f o r m s h a v e b e e n c r e a t e d , a n d 
s o m e e x i s t i n g f o r m s s h o u l d n o l o n g e r be u s e d ( i .e. t h e y 
s h o u l d b e d i s c a r d e d ) . See the s u m m a r y b e l o w : 

Old 
Form* 
64,203 
203-N 

New/ 
Revised # 

64 

Explanation 
Under new rules, there is no need to 
make 70'h explanation elections. There is 
a need to instruct on form and method of 

204,204-N 204 

204-R 204-R 

distributions or use of alternative method. 
Must discard old version. 

Election Form for Beneficiaries Was 
Changed Because Rules Changed. Must 
discard old version. 

Election Form for Roth IRA Beneficiaries 
Was Also Changed. Must discard old 
version. 

N E W F O R M S O N A C C O U N T O F R M D RULES 
56 56 Changed to reflect fact that an RMD may 

be transferred. Old version should no 
longer be used for "70 1/2" persons. 

56- 1 56-1 Changed to reflect fact that new rules 
apply to Beneficiaries. These impact the 
transfer of inherited IRAs. Must discard 
old version. 

306 306 Worksheet to calculate the RMD amount 
using the 2001 rules. Old form referenced 
tables which no longer are correct. 

312 312 Certification form for use of alternative 
method was changed because of change 
in like-kind rules. Must discard old version. 

Booklets explain the 2001 R M D rules for accountholders . 

N./A 24,25 Notice forms to explain RMDs under old 
and 2001 rules. 

N/A 26,27, 28 An IRA beneficiary may now designate his 
or her own beneficiary(ies). 

N/A 61-1 Until the comprehensive amendment is 
furnished, an IRA would need to be 
amended to allow a beneficiary to 
designate a beneficiary. This amendment 
will no longer be necessary once the IRA 
plan agreement and disclosure statement 
are rewritten. 

F O R M S C H A N G E S O N A C C O U N T O F O T H E R L A W 
C H A N G E S 
57- R 57-R Versions prior to 1/01 must be discarded 

as the withholding rules no longer apply to 
Roth distributions. 
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O T H E R N E W F O R M S 
N/A 56-S 

N/A 56TREX 

N/A 

N/A 

67-W 
method 2 

77-R 

Transferring an IRA subject to a 
substantially equal periodic payment 
schedule is a special task. 

Explanation for Recharacterization - As 
with excess contributions, the IRS 
wants the IRA custodian to give a 
special notice to those who 
recharacterize. 

Worksheet to calculate earnings 
related to an earnings excess or a 
recharacterization. 

Current form says bank must withhold 
unless instructed otherwise. Most IRA 
custodians have not furnished this 
amendment. The furnishing of a 
comprehensive amendment should 
resolve any compliance problems. 

S U M M A R Y . L a w a n d r e g u l a t o r y c h a n g e s l e a d to I RA 
f o r m s h a v i n g to b e r e v i s e d a n d u p d a t e d . B e c a u s e the re a re 
n o w so m a n y t ypes o f a c c o u n t s ( t r a d i t i o n a l IRA , R o t h IRA . 
SEP IRA , S I M P L E I RA a n d C o v e r d e l l E d u c a t i o n S a v i n g s 
A c c o u n t s ) the re c a n b e m a n y f o r m s w h i c h m u s t b e 
r e v i s e d . If y o u r f i n a n c i a l i n s t i t u t i o n ' h a s no t g i v e n s e r i o u s 
c o n s i d e r a t i o n to h a v i n g a n " e l e c t r o n i c " IRA f o r m s s y s t e m , 
it s h o u l d . S o m e b e n e f i t s o f s u c h a s y s t e m a re - c o s t 
s a v i n g s ; f o r m s a re ea s i e r to u p d a t e ; a n d y o u h a v e a c c e s s 
to s p e c i a l t y f o r m s w h i c h n o r m a l l y a r e no t b o u g h t b e c a u s e 
they are s e l d o m l y u s e d . • 

The SIMPLE-IRA Elective 
Deferral Limits 

Under Age 5 0 
Year Age 5 0 and O v e r 
2 0 0 1 $ 6 , 5 0 0 $ 6 , 5 0 0 
2 0 0 2 $ 7 , 0 0 0 $ 7 , 5 0 0 
2 0 0 3 $ 8 , 0 0 0 $ 9 , 0 0 0 
2 0 0 4 $ 9 , 0 0 0 $ 1 0 , 5 0 0 
2 0 0 5 $ 1 0 , 0 0 0 $ 1 2 , 0 0 0 
2 0 0 6 - 2 0 1 0 $ 1 0 , 0 0 0 $ 1 2 , 5 0 0 • 
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The Interrelation of the 1987 or 
the 2001 RMD Rules and the 
Election to Treat a Deceased 
Spousê s IRA as Own 

M a n y o f y o u h a v e c a l l e d a n d a s k e d h o w R M D ' s a re to b e 
b a n d i e d in s i t u a t i o n s w h e r e the s u r v i v i n g s p o u s e e l e c t s to 
treat the d e c e d e n t ' s I RA as h i s o r he r o w n . A r e the re a n y 
r e q u i r e m e n t s f o r a s u r v i v i n g s p o u s e t o t a k e o n e o r m o r e 
d i s t r i b u t i o n s w i t h r e s p e c t to the d e c e a s e d s p o u s e ' s IRA? 

F u r n i s h i n g a n s w e r s to t hese s i t u a t i o n s c a n b e v e r y 
c o n f u s i n g b e c a u s e : (1) t he re a re t w o sets o f p r o p o s e d 
r e g u l a t i o n s w h i c h m a y be a p p l i e d for 2 0 0 1 a n d (2) these 
t w o p r o p o s e d r e g u l a t i o n s d o not p r o v i d e a c l e a r a n s w e r fo r 
s o m e s i t u a t i o n s . H o p e f u l l y t he IRS w i l l d o a bet ter j o b i n 
f u r n i s h i n g a n s w e r s fo r the f o l l o w i n g s i t u a t i o n s w h e n it i s sues 
t h e f i n a l r e g u l a t i o n . R e m e m b e r that t he 2 0 0 1 r e g u l a t i o n is 
p r o p o s e d , a n d s h o u l d b e f i n a l i z e d b y the e n d o f 2 0 0 1 , f o r 
2 0 0 2 a n d s u b s e q u e n t y ea r s , b u t it is c o n s i d e r e d f i n a l fo r 
2 0 0 1 p u r p o s e s . T h i s a r t i c l e is b e i n g w r i t t e n b e f o r e t h e IRS 
has i s s u e d its f i n a l r e g u l a t i o n . 

Set forth be low is Q/A-5 of the proposed IRA regulat ion. 
" Q - 5 . M a y a n i n d i v i d u a l ' s s u r v i v i n g s p o u s e e l e c t to treat 

s u c h s p o u s e ' s e n t i r e in teres t as a b e n e f i c i a r y in a n 
i n d i v i d u a l ' s IR.A u p o n the d e a t h o f the i n d i v i d u a l (or the 
r e m a i n i n g par t o f s u c h interest if d i s t r i b u t i o n to the s p o u s e 
has c o m m e n c e d ) as t he s p o u s e ' s o w n a c c o u n t ? 

A - 5 . (a) T h e s u r v i v i n g s p o u s e o f a n i n d i v i d u a l m a y e l e c t in 
t h e m a n n e r d e s c r i b e d i n p a r a g r a p h (b) o f th is A-5 to treat t he 
s p o u s e ' s e n t i r e in teres t as a b e n e f i c i a r y in a n i n d i v i d u a l ' s IRA 
(or the r e m a i n i n g par t o f s u c h in te res t if d i s t r i b u t i o n t h e r e o f 
has c o m m e n c e d to the .spouse) as the s p o u s e ' s o w n IRA . 
T h i s e l e c t i o n is p e r m i t t e d to b e m a d e at a n y t i m e after t h e 
d i s t r i b u t i o n o f the r e q u i r e d m i n i m u m a m o u n t f o r t he 
a c c o u n t fo r t h e c a i e n d a r y e a r c o n t a i n i n g the i n d i v i d u a l ' s 
d a t e o f d e a t h . In o r d e r to m a k e th is e l e c t i o n , the s p o u s e 
m u s t b e t h e s o l e b e n e f i c i a r y o f t he IR.A a n d h a v e a n 
u n l i m i t e d r igh t to v . ' i thdravya i a m o u n t s f r o m the IRA . T h i s 
r e q u i r e m e n t is no t s a t i s f i ed if a trust is n a m e d as b e n e f i c i a r y 
o f the ! R A e v e n if t h e s p o u s e is the s o l e b e n e f i c i a r y o f the 
trust . If t h e s u r v i v i n g s p o u s e m a k e s s u c h a n e l e c t i o n , t he 
s u r v i v i n g s p o u s e ' s in te res t in t he I RA w o u l d t h e n b e s u b j e c t 
t o t h e d i s t r i b u t i o n r e q u i r e m e n t s o f s e c t i o n 401 (a)(9)(A) 
a p p l i c a b l e to the s p o u s e as the I RA o w n e r ra ther t h a n t h o s e 
o f s e c t i o n 401 (a)(9)(B) a p p l i c a b l e to the s u r v i v i n g s p o u s e as 
t h e d e c e d e n t i R A o w n e r ' s b e n e f i c i a r y . T h u s , the r e q u i r e d 
m i n i m u m d i s t r i b u t i o n for t he y e a r o f t he e l e c t i o n a n d e a c h 
s u b s e q u e n t y e a r w o u l d b e d e t e r m i n e d u n d e r s e c t i o n 

Continued on page 5 
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401 (a)(9)(A) w i t h the s p o u s e as IRA o w n e r a n d not s e c t i o n 
401 (a)(9)(B)." 

T h e IRS d o e s d e f i n e s o m e n e w c o n d i t i o n s t o b e m e t 
b e f o r e a s u r v i v i n g s p o u s e m a y e l e c t to treat h is o r her 
d e c e a s e d s p o u s e ' s I RA as h is o r her o w n . 

1. In o r d e r to e l e c t to treat t he d e c e a s e d s p o u s e ' s I R A as 
h i s o r he r o w n , t he s u r v i v i n g s p o u s e m u s t b e the s o l e 
b e n e f i c i a r y a n d m u s t h a v e a n u n l i m i t e d r ight to 
w i t h d r a w a m o u n t s f r o m the IRA . U n d e r the 1 9 8 7 ru l e s , 
t h e s p o u s e c o u l d b e o n e o f m a n y b e n e f i c i a r i e s a n d d i d 
no t h a v e to h a v e a n u n l i m i t e d r ight to w i t h d r a w 
a m o u n t s f r o m the IRA . 

2. In o r d e r to e l e c t to treat t he d e c e a s e d s p o u s e ' s IRA as 
h i s o r he r o w n , t he R M D for the d e c e a s e d s p o u s e ' s I R A 
for t he y e a r o f d e a t h m u s t h a v e b e e n d i s t r i b u t e d to the 
s u r v i v i n g s p o u s e . 

W e at C W F b e l i e v e th is n e w r u l e is f u n d a m e n t a l l y at 
o d d s w i t h the w a y the statute is w r i t t e n . T h e a p p r o a c h 
o f the s ta tu te is - t he re is a n R M D w h i c h m u s t b e 
d i s t r i b u t e d to the I RA a c c o u n t h o l d e r w h i l e h e o r s h e is 
a l i v e , a n d a n R M D w h i c h m u s t b e d i s t r i b u t e d to the I RA 
b e n e f i c i a r y after t he a c c o u n t h o l d e r d i e s . F i o w e v e r , w e 
w i l l no t b e s u r p r i s e d if the IRS a d o p t s s u c h a r u l e . 

3 . O n c e the s u r v i v i n g s p o u s e e l e c t s to treat the d e c e a s e d 
s p o u s e ' s IRA as h is o r her o w n , that I RA is t h e n the 
s u r v i v i n g s p o u s e ' s I RA . A n d it is s ta ted that the R M D , 
fo r t he y e a r o f e l e c t i o n a n d e a c h s u b s e q u e n t year , w i l l 
b e d e t e r m i n e d u n d e r s e c t i o n 401(a ) (9 ) (A ) a n d not 
401(a ) (9 ) (B ) . H o w e v e r , the p r o p o s e d r e g u l a t i o n d o e s no t 
m a k e it c l e a r w h e t h e r o r no t the s u r v i v i n g s p o u s e , if he 
o r s h e is o v e r a g e 7 0 ' A , m u s t t ake a n R M D w i t h r e s p e c t 
to these f u n d s for the y e a r o f d e a t h . A t th is p o i n t , w e at 
C W F b e l i e v e s u c h a d i s t r i b u t i o n is no t r e q u i r e d , s i n c e 
t h e b a l a n c e as o f the p r e v i o u s 12-31 w a s z e r o . T h e r e 
w o u l d b e a n R M D fo r the y e a r after t he y e a r o f d e a t h . 
H o p e f u l l y , t he IRS w i l l p r o v i d e a n a n s w e r in t he f i n a l 
r e g u l a t i o n . 

W e d i s c u s s b e l o w a n u m b e r o f s i t u a t i o n s to i l l u s t r a t e 
the o l d a n d n e w p r o p o s e d R M D ru l e s . 

Situation #1. 
A l e x a n d J ean Raf fe r ty h a v e b e e n m a r r i e d for 4 6 y e a r s a n d 
e a c h has h a d h is o r he r o w n IRA s i n c e 1 9 8 2 . E a c h has 
n a m e d the o t h e r as h is o r he r s o l e p r i m a r y b e n e f i c i a r y . 
A l e x is a g e 7 7 a n d J ean is age 7 2 . A l e x ' s I RA h a d a 
b a l a n c e o f $ 4 0 , 0 0 0 as o f 1 2 - 3 1 - 0 0 . J e a n ' s I RA h a d a 
b a l a n c e o f $ 5 0 , 0 0 0 as o f 1 2 - 3 1 - 0 0 . A l e x d i e d o n A p r i l 4 , 
2 0 0 1 . E a c h h a d e l e c t e d to use the j o i n t o n e - y e a r r e d u c t i o n 
m e t h o d fo r t he i r R M D c a l c u l a t i o n s u n d e r the 1 9 8 7 ru l e s . 

A l e x ' s R M D u n d e r the 1 9 8 7 ru les is $ 2 , 7 2 1 ( $ 4 0 , 0 0 0 / 1 4 . 7 ) . 
Jean ' s R M D u n d e r the 1 9 8 7 ru l e s is $ 2 , 8 2 5 . ( $ 5 0 , 0 0 0 / 1 7 . 7 ) . 
A l e x ' s R M D u n d e r the 2 0 0 1 ru l es is $ 1 , 9 9 0 ( $ 4 0 , 0 0 0 / 2 0 . 1 ) . 
Jean 's R M D u n d e r the 1 9 8 7 ru l es is $ 2 , 0 4 9 . ( $ 5 0 , 0 0 0 / 2 4 . 4 ) . 

O u r observations are: 
1 . A l e x d i e d after h is r e q u i r e d b e g i n n i n g d a t e . 

2 . N e i t h e r A l e x n o r Jean a t t a in age 70'/2 in 2 0 0 1 . T h e y 
a t t a i n e d age 70'/2 in a n e a r l i e r yea r . 

3. J e an , as the s u r v i v i n g s p o u s e , has the r ight to e l e c t to 
treat A l e x ' s I RA as he r o w n u n d e r the 1 9 8 7 ru l e s . 
A l t h o u g h she is A l e x ' s s o l e b e n e f i c i a r y , s h e w o u l d not 
n e e d t o b e u n d e r the 1 9 8 7 ru l e s . U n d e r the 1 9 8 7 ru l e s , 
s h e w o u l d h a v e h a d at least t w o o p t i o n s - s h e c o u l d 
h a v e set u p a n e w I RA a n d d e s i g n a t e d a n e w b e n e f i c i a r y 
o r s h e c o u l d h a v e s i m p l y a d d e d A l e x ' s I RA to her e x i s t i n g 
IRA . 

4 . U n d e r the 1 9 8 7 ru l e s , C W F u n d e r s t o o d the IRS' p o s i t i o n 
to be that A l e x ' s R M D for 2 0 0 1 w o u l d no t n e e d to b e 
p a i d to J ean . A n y r e q u i r e m e n t t o t a k e a R M D for 2 0 0 1 
c e a s e d s i n c e he w a s n o l o n g e r a l i v e . A n d s i n c e it w a s not 
in he r b a l a n c e as o f 12-31 o f t he p r e c e d i n g year , s h e a l s o 
d i d no t h a v e to t ake a n y d i s t r i b u t i o n f r o m " h e r I R A " o n 
a c c o u n t o f t r ans f e r r i ng his IRA to he r I RA . 

S h e w o u l d , h o w e v e r , b e r e q u i r e d to h a v e p a i d to her 
the R M D for her I RA fo r 2 0 0 1 . 

P r e s u m a b l y , s h e w o u l d c h o o s e to use the 2 0 0 1 ru l e s . 
T h u s , s h e w o u l d n e e d to h a v e p a i d t o h e r t he a m o u n t o f 
$ 2 , 0 4 9 . 

5. U n d e r the 2 0 0 1 r u l e s , J ean is n o t e l i g i b l e to treat A l e x ' s 
I RA as her o w n u n t i l h i s IRA's R M D a m o u n t for 2 0 0 1 o f 
$ 1 , 9 9 0 ( u s i n g the 2 0 0 1 rules) has b e e n d i s t r i b u t e d to her. 
N o t e , the d i s t r i b u t i o n m u s t st i l l b e m a d e to her a n d no t to 
A l e x o r A l e x ' s es ta te . 

A s d i s c u s s e d a b o v e , it is n o t c l e a r if J e an w o u l d h a v e to 
c a l c u l a t e an R M D w i t h r e s p e c t to h i s IRS w h i c h s h e 
t r ea ted as he r o w n . W e t h i n k no t , b u t if s h e w a n t s to b e 
c o n s e r v a t i v e , th is c a l c u l a t i o n c o u l d b e m a d e . 

S h e w o u l d , h o w e v e r , b e r e q u i r e d to h a v e p a i d to he r 
t he R M D for her I RA for 2 0 0 1 . P r e s u m a b l y , s h e w o u l d 
c h o o s e to use the 2 0 0 1 ru l e s , t h u s , s h e w o u l d n e e d to 
h a v e p a i d to he r the a m o u n t o f $ 2 , 0 4 9 . 

Situation #2. 
S a m e fac ts as s i t u a t i o n #1 e x c e p t J e an is a g e 6 7 a n d no t age 
7 2 . A l e x h a d e l e c t e d to u s e the j o i n t o n e - y e a r r e d u c t i o n 
m e t h o d for h is R M D c a l c u l a t i o n for 2 0 0 1 u n d e r the 1 9 8 7 
r u l e s . A l e x ' s R M D u n d e r t h e 1 9 8 7 ru l e s is $ 2 0 8 3 . 3 3 

Continued on page 6 
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( $ 4 0 , 0 0 0 / 1 9 . 2 ) . A l e x ' s R M D u n d e r the 2 0 0 1 ru les is 
$ 1 9 9 0 . 0 5 ( $ 4 0 , 0 0 0 / 2 0 . 1 ) . 

O u r analysis o f this situation is 
1. .Alex d i e d after h is r e q u i r e d b e g i n n i n g d a t e . 

2. l e a n , as t he s u r v i v i n g s p o u s e , has the r ight to e l e c t to treat 
A l e x ' s I R A as he r o w n u n d e r the 1 9 8 7 ru l e s . T h e a b o v e 
d i s c u s s i o n a p p l i e s . 

3. U n d e r the 1 9 8 7 ru l e s , C W F u n d e r s t o o d the IRS' p o s i t i o n 
•to b e that A l e x ' s R M D for 2 0 0 1 w o u l d no t n e e d to b e 
p a i d to J e an . A n y r e q u i r e m e n t to t a k e a n R M D fo r 2 0 0 1 
c e a s e d s i n c e h e w a s n o l o n g e r a l i v e . A n d s i n c e it w a s n o t 
in her b a l a n c e as o f 12-31 o f the p r e c e d i n g year , s h e a l s o 
d i d n o t h a v e to t ake a n y d i s t r i b u t i o n w i t l i r e spec t to h is 
IRA for t h e y e a r o f d e a t h . 

4. U n d e r the 2 0 0 1 ru l e s , l e a n is n o ! e l i g i b l e to treat .A lex 's 
IRA as h e r o w n u n t i l h i s IRA's R M D a m o u n t for 2 0 0 1 o f 
$ 1 9 9 0 . 0 5 ( u s i n g the 2 0 0 1 rules) has b e e n d i s t r i b u t e d to 
her. N o t e , t he d i s t r i b u t i o n mus t s t i l l b e m a d e to he r a n d 
not to A l e x o r A l e x ' s es ta te . 

In th is s i t u a t i o n , Jean is no t s u b j e c t to the R M D ru l e s , so 
s h e w o u l d n o t h a v e to c a l c u l a t e a n R M D w i t h r e s p e c t to 
h is I RA w h i c h she t rea ted as her o w n . 

Situation #3. 
A l e x a n d J ean Ra f fe r ty h a v e b e e n m a r r i e d for 4 6 y e a r s a n d 
e a c h has h a d h i s o r he r o w n IRA s i n c e 1 9 8 2 . E a c h has 
n a m e d the o t h e r as h i s o r he r s o l e p r i m a r y b e n e f i c i a r y . A i e x 
is age 7 0 a n d J ean is age 7 0 . B o t h w i l l a t t a in age 70'/.- i n 
2 0 0 1 . A l e x ' s I R A h a d a b a l a n c e of $ 4 0 , 0 0 0 as o f 1 2 - 3 1 - 0 0 . 
l ean ' s IRA h a d a l ) a l a n c e of $ 5 0 , 0 0 0 as o f 1 2-31-00 . A i e x 
d i e d o n A p r i l 4 , 2 0 0 1 . 

O u r observations are: 
1. T h e m a i n d i f f e r e n c e f r o m s i t u a t i o n s #1 a n d #2 is that 

b o t h A l e x a n d J ean a t ta in age 70V.' t h i s year . W h a t 
d i f f e r e n c e d o e s this m a k e ? 

2. H e s t i l l d i e d b e f o r e 1i is r e q u i r e d b e g i n n i n g d a t e . J ean has 
th ree o p t i o n s s i n c e h e d i e d b e f o r e h is r e q u i r e d b e g i n n i n g 
d a t e : ( l ) l i f e d i s t r i b u t i o n r u l e ; (2) f i ve-year r u l e o r (3) e l e c t 
as o w n . 

3. Is t he re a r e q u i r e m e n t to d i s t r i b u t e the R M D a m o u n t 
w h i c h w a s c a l c u l a t e d for A l e x ' s I RA for 2 0 0 1 , o r d i d that 
r e q u i r e m e n t c e a s e o n c e he d i e d ? D o e s the a n s w e r 
d e p e n d u p o n w h i c h o p t i o n w i l l be e l e c t e d ? W e d o n ' t 
t h i n k s o . T h e r e q u i r e m e n t to m a k e the d i s t r i b u t i o n c e a s e s 
o n c e the a c c o u n t h o l d e r d i e s . Jean , as the s u r v i v i n g 
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s p o u s e , has the r ight to e l e c t t o t reat A l e x ' s I R A as he r 
o w n u n d e r the 1 9 8 7 ru l e s . 

Situation #4. 
.A lex a n d j e a n Raf fe r ty h a v e b e e n m a r r i e d for 4 6 y e a r s a n d 
e a c h has h a d h i s o r her o w n I R A s i n c e 1 9 8 2 . E a c h has 
n a m e d the o t h e r as h i s o r h e r s o l e p r i m a r y b e n e f i c i a r y . B o t h 
a re age 6 6 . A l e x d i e d o n A p r i l 4 , 2 0 0 1 . 

O u r o b s e r v a t i o n s a r e : 
1. S i t u a t i o n #4 is v e r y s i m i l a r t o s i t u a t i o n #3, bu t in th is 

s i t u a t i o n it is v e r y c l e a r that t he R M D ru les for a l i v i n g 
a c c o u n t h o l d e r d o not a p p l y to e i t h e r o f t h e m , s i n c e t h e y 
b o t h a re o n l y 6 6 . 

2. H e s t i l l d i e d b e f o r e h i s r e q u i r e d b e g i n n i n g d a t e . Jean has 
t h r e e o p t i o n s s i n c e he d i e d b e f o r e h i s r e q u i r e d b e g i n n i n g 
d a t e : (1) l i fe d i s t r i b u t i o n r u l e ; (2) f i ve-yea r ru l e o r (3) e l e c t 
as o w n . 

3. B e c a u s e j e a n is the s a m e a g e as A l e x a n d s i n c e s h e is 
o v e r a g e 5 9 7 J , m o s t l i k e l y s h e w i l l w a n t to treat h is IRA as 
h e r o w n . 

Situation #5. 
A l e x a n d j ean Ra f fe r ty h a v e b e e n m a r r i e d for 3 0 y e a r s a n d 
e a c h has b a d h is o r her o w n I RA s i n c e 1 9 8 2 . E a c h has 
n a m e d the o t h e r as h i s o r h e r s o l e p r i m a r y b e n e f i c i a r y . B o t h 
a re age 5 0 . A l e x d i e d o n .Apr i l 4 , 2 0 0 1 . 

O u r observations are: 
1. A l t h o u g h J e an , in th is s i t u a t i o n , ha s the r ight to e l e c t to 

treat A l e x ' s IRAs as he r o w n , s h e m o s t l y l i k e l y d o e s not 
w a n t to . S h e m o s t l i k e l y w a n t s to e l e c t t he l i f e - d i s t r i b u t i o n 
ru l e a n d m a i n t a i n the I RA as a n i n h e r i t e d IRA. S h e t h e n is 
e n t i t l e d to take " e a r l y " d i s t r i b u t i o n s a n d not o w e the 1 0 % 
a d d i t i o n a l t ax . 

2. If s h e w i s h e s , s h e c a n e l e c t to t reat t he i n h e r i t e d I R A as 
her o w n w h e n s h e a t ta ins a g e 59',/,' o r o l d e r . 

Situation #6. 
S a m e facts in s i t u a t i o n #1 e x c e p t h i s d a u g h t e r , A n n e M a r i e , 
a g e 5 1 , has b e e n h is s o l e b e n e f i c i a r y s i n c e h is r e q u i r e d 
b e g i n n i n g d a t e ra ther t h a n J e an . A l e x d i e d o n A p r i l 4 , 2 0 0 1 . 

O u r observations are: 
1. H e d i e d after h i s r e q u i r e d b e g i n n i n g d a t e . 
2. T h e R M D ru l e is that the r e m a i n i n g p o r t i o n o f h is IRA 

m u s t b e d i s t r i b u t e d at least as r a p i d l y as u n d e r t h e 
d i s t r i b u t i o n m e t h o d b e i n g u s e d as o f the d a t e o f h i s 
d e a t h . T h e f i ve-yea r ru l e a n d the l i f e - d i s t r i b u t i o n ru les a re 
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ru les w h i c h a p p l y o n l y if the a c c o u n t h o l d e r d i e s b e f o r e 
h i s r e q u i r e d b e g i n n i n g da t e . 

3 . U n d e r t he 1 9 8 7 ru l e s , the d i s t r i b u t i o n w i l l n e e d to b e 
m o d i f i e d if o n e o f the t w o fac to rs w a s b e i n g r e c a l c u l a t e d . 
If n e i t h e r f a c to r w a s b e i n g r e c a l c u l a t e d , t h e n the 
d i s t r i b u t i o n m e t h o d w o u l d no t be c h a n g e d . 

4 . U n d e r t he 2 0 0 1 ru l e s , un l e s s a s i n g l e l i f e - e x p e c t a n c y 
f a c to r w i l l b e u s e d as b a s e d o n A n n e M a r i e ' s a g e in the 
y e a r f o l l o w i n g the y e a r o f A l e x ' s d e a t h . T h i s f a c to r w i l l 
b e r e d u c e d b y o n e for s u b s e q u e n t y ea r s . T h i s m e t h o d is 
p e r m i s s i b l e b e c a u s e it, b y d e f i n i t i o n , w i l l resu l t in 
d i s t r i b u t i o n s b e i n g m a d e at least as r a p i d l y , s i n c e it is 
b a s e d o n a s i n g l e l i f e - e x p e c t a n c y fac tor . 

Situation #7. 

S a m e fac ts in s i t u a t i o n #5 e x c e p t A l e x is 6 9 . 

O u r observations are: 
1. H e d i e d b e f o r e h is r e q u i r e d b e g i n n i n g d a t e . 

2. S i n c e A n n e M a r i e is a n o n s p o u s e b e n e f i c i a r y , s h e w i l l 
h a v e the r ight to e l e c t b e t w e e n the l i f e - d i s t r i b u t i o n ru l e 
a n d the f i ve-yea r r u l e . T h e d e f a u l t is n o w the l i fe 
d i s t r i b u t i o n r u l e , so she m u s t e x p r e s s l y e l e c t the f i ve-year 
r u l e if s h e w a n t s to use that r u l e . • 

C W F will Update its SEP Prototype 
C W F w i l l b e g i n a p r o j e c t to u p d a t e its SEP p r o t o t y p e , 

b e c a u s e it has no t u p d a t e d its p r o t o t y p e s i n c e 1 9 9 1 . T h e IRS 
has no t i n f o r m e d C W F that it m u s t u p d a t e its p r o t o t y p e s , bu t 
C W F b e l i e v e s that the 1 9 9 1 d o c u m e n t s (as m o d i f i e d b y 
a m e n d m e n t s ) n o l o n g e r a r e s a t i s f a c t o r y to s e r v i c e a b u s i n e s s 
c u s t o m e r . C W F w i l l s o o n b e i n f o r m i n g a l l o f its SEP 
p r o t o t y p e a d o p t e r s that C W F w i l l b e s u b m i t t i n g a r e v i s e d 
SEP p r o t o t y p e to the IRS as s o o n as the IRS i ssues g u i d a n c e 
o n E G T R R A . C W F w i l l no t f i l e its a p p l i c a t i o n s w i t h t he IRS 
un l e s s a n d u n t i l the E G T R R A t o p i c s a re c o v e r e d . C W F w i l l 
start the p r o c e s s o f c o l l e c t i n g t he p o w e r o f a t t o r n e y f o r m s 
a n d the f i l i n g fees . T h e f i l i n g f ee for a S EP p r o t o t y p e is $1 2 5 . 

T h e r e a re t w o p r i n c i p a l r e a s o n s for a f i n a n c i a l i n s t i t u t i o n 
to s p o n s o r a S EP p r o t o t y p e o v e r u s i n g the IRS m o d e l F o r m 
5305-SEP . First , a p r o t o t y p e w i l l a l l o w a b u s i n e s s w i t h a 
f i s ca l y ea r tax y e a r to e s t a b l i s h the SEP a n d use that y e a r for 
its p l a n y e a r r a the r t h a n b e i n g f o r c e d to use the c a l e n d a r 
y e a r as the p l a n yea r , as is r e q u i r e d b y the IRS m o d e l F o r m 
5305-SEP . S e c o n d l y , a SEP p r o t o t y p e m a y c o n t a i n an 
i n t eg ra t ed a l l o c a t i o n f o r m u l a , w h e r e a s th is is no t a l l o w e d 
u n d e r the M o d e l F o r m 5 3 0 5 - S E P . A n i n t eg ra t ed f o r m u l a w i l l 
a l l o w a la rger c o n t r i b u t i o n to b e m a d e for a h i g h l y -
c o m p e n s a t e d i n d i v i d u a l t h a n w o u l d o t h e r w i s e be the c a s e . 
In m o s t c a s e s , the la rger c o n t r i b u t i o n w i l l b e greater t h a n 
the a d d i t i o n a l fees w h i c h a r e a s s o c i a t e d w i t h a d o p t i n g a n 
in t eg ra ted SEP p l a n . • 

IRS Creates Form 5306-A 
T h e IRS ha s d e c i d e d to r e p l a c e F o r m 5 3 0 6 , A p p l i c a t i o n 

for A p p r o v a l o f P r o t o t y p e S i m p l i f i e d E m p l o y e e P e n s i o n -
SEP w i t h F o r m 5 3 0 6 - A , A p p l i c a t i o n for A p p r o v a l o f 
P r o t o t y p e S i m p l i f i e d E m p l o y e e P e n s i o n o r S a v i n g s I n c e n t i v e 
M a t c h P l a n fo r E m p l o y e e s o f S m a l l E m p l o y e r s ( S IMPLE- IRA 
P L A N ) . 

T h e r e a s o n for the c h a n g e is s e l f -ev iden t . T h e F o r m 5 3 0 6 
w a s w r i t t e n o n l y for SEP f i l i n g s , w h e r e a s the F o r m 5 3 0 6 - A is 
w r i t t e n so that a f i l i n g m a y be m a d e for e i t h e r a SEP o r a 
S I M P L E - I R A . 

T h e IRS a n n o u n c e d th is c h a n g e in A n n o u n c e m e n t 2 0 0 1 -
96. T h e IRS w i l l c o n t i n u e to a c c e p t a p p l i c a t i o n s s u b m i t t e d 
o n the F o r m 5 3 0 6 - S E P u n t i l D e c e m b e r 3 1 , 2 0 0 2 . 

A l t h o u g h the IRS has r e v i s e d the f i l i n g f o r m , t he IRS has 
s ta ted that the IRS a p p r o v a l letters fo r t he t i m e b e i n g for 
s u c h p l a n s w i l l no t c o v e r the c h a n g e s b r o u g h t a b o u t b y 
E G T R R A . T h e IRS w i l l g i v e n o t i c e w h e n E G T R R A c h a n g e s 
w i l l b e c o v e r e d . 
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[RA Planning Concepts 
# 1 . T H E M A R K E T IS D O W N . Y o u a re a t r a d i t i o n a l IRA 
a c c o u n t h o l d e r . T h e v a l u e o f y o u r a c c o u n t is d o w n 2 0 - 5 0 % . 

N o w is a g o o d t i m e for y o u , as a t r a d i t i o n a l I RA 
a c c o u n t h o l d e r , to s e r i o u s l y c o n s i d e r c o n v e r t i n g s o m e o r a l l 
o f y o u r t r a d i t i o n a l I RA to a R o t h I R A . T h i s is e s p e c i a l l y t rue 
if y o u b e l i e v e the m a r k e t (or at leas t y o u r s p e c i f i c 
i n ves tmen t ( s ) w i l l r e g a i n the i r v a l u e . 

F o r e x a m p l e , y o u h a v e a n IRA w h i c h h a d a v a l u e as o f 
1 2-31-00 o f $ 8 0 , 0 0 0 . T h e v a l u e t o d a y is $ 4 0 , 0 0 0 . Y o u 
e x p e c t t hese i n v e s t m e n t s w i l l r e b o u n d to $ 8 0 , 0 0 0 o r m o r e 
b y M a r c h o f 2 0 0 3 . If y o u w o u l d c o n v e r t y o u r e n t i r e a c c o u n t 
n o w , y o u w o u l d p a y tax o n $ 4 0 , 0 0 0 a n d n o t $ 8 0 , 0 0 0 . T h a t 
is, y o u d o not p a y tax o n the $ 4 0 , 0 0 0 loss . 

#2. R O T H T R A s a re not d e s i g n e d just as a r e t i r e m e n t 
a c c o u n t . T h e y a re i n t e n d e d to b e u s e d to e n c o u r a g e p e o p l e 
to use t h e m to a c c u m i u l a t e f u n d s to p u r c h a s e t he i r f irst 
h o m e . T h e ru l es p r o v i d e that f u n d s w i t h d r a w n o n c e the 
f i v e-yea r r e q u i r e m e n t is m e t a n d o n a c c o u n t o f p a y i n g for 
f i r s t- t ime h o m e e x p e n s e s w i l l b e a q u a l i f i e d d i s t r i b u t i o n . 
T h i s m e a n s the d i s t r i b u t i o n is tax-f ree , s u b j e c t to the 
$ 1 0 , 0 0 0 l i m i t . 

#3 . T h e g e n e r a l ru l e is that f u n d s p a i d to a n I RA 
a c c o u n t h o l d e r b e f o r e h e o r s h e a t ta ins a g e 59 V J a re s u b j e c t 
to a n a d d i t i o n a l tax e q u a l to 1 0 % o f t h e t a x a b l e p o r t i o n o f 
the w i t h d r a w a l . T h e r e are a n u m b e r o f e x c e p t i o n s - d e a t h , 
d i s a b i l i t y , f irst t i m e h o m e buye r , e d u c a t i o n e x p e n s e s , c e r t a i n 
m e d i c a l e x p e n s e s , R o t h c o n v e r s i o n , e t c . 

F u n d s w h i c h are c o n v e r t e d f r o m a t r a d i t i o n a l I RA to a 
R o t h I R A e s c a p e the 1 0 % a d d i t i o n a l t ax , b u t rem.a in s u b j e c t 
to a s p e c i a l 1 0 % tax if w i t h d r a w n w i t h i n f i v e yea r s o f the 
c o n v e r s i o n . Th i s s p e c i a l 1 0 % tax a p p l i e s o n a pe r 
c o n v e r s i o n bas i s . 

O n c e the f i ve-year r e q u i r e m e n t has b e e n s a t i s f i e d , t h e n 
the 1 0 % a d d i t i o n a l tax w i l l no t b e o w e d e v e n t h o u g h the 
R o t h I R A a c c o u n t h o l d e r is y o u n g e r t h a n age 59',/,; w h e n h e 
o r s h e w i t h d r a w s f unds f r o m the R o t h IRA . Fo r e x a m p l e , 
C r e t c h e n D a v i s has a n I RA w i t h a b a l a n c e o f $ 6 5 , 0 0 0 . S h e 
is age 4 8 . She t h i n k s she vv i l l w a n t to b u y a s e c o n d h o m e in 
5-7 yea r s . S h e w i l l n e e d $ 2 0 , 0 0 0 as the d o w n p a y m e n t . 
B u y i n g a s e c o n d h o m e d o e s not q u a l i f y as a n e x c e p t i o n to 
the 1 0 % a d d i t i o n a l t ax . If s h e c o n v e r t s $ 2 0 , 0 0 0 f r o m he r 
t r a d i t i o n a l I RA in to a R o t h I R A o n 1 0 - 1 3 - 0 1 , she w i l l 
i n c l u d e the $ 2 0 , 0 0 0 in her i n c o m e in 2 0 0 1 . O n o r after 
1 0 - 1 3 - 0 6 w h e n s h e w i l l b e a g e 5 3 s h e w i l l b e a b l e to 
w i t h d r a w f u n d s f r o m her R o t h I R A a n d no t o w e the 1 0 % 
a d d i t i o n a l tax. S h e m a y o r m a y not b e in a l o w e r tax 
b r a c k e t in 2 0 0 1 t h a n s h e w o u l d be in 2 0 0 6 . H o w e v e r , she 
w o u l d no t h a v e e s c a p e d the 1 0 % a d d i t i o n a l tax if s h e h a d 
w i t h d r a w n the f u n d s f r o m the t r a d i t i o n a l I RA . N o t e that th is 
p l a n n i n g t e c h n i q u e is a v a i l a b l e o n l y to R o t h I RA 

a c c o u n t h o l d e r s w h o h a v e c o n v e r t e d , b u t w h o h a v e no t 
m a d e a n y r e g u l a r c o n t r i b u t i o n s , s i n c e t he l a w m a n d a t e s t h e 
o r d e r o f d i s t r i b u t i o n s - a n n u a l c o n t r i b u t i o n s , c o n v e r s i o n 
c o n t r i b u t i o n s , a n d t h e n e a r n i n g s . 

#4. ,An I RA c u s t o d i a n m a y w i s h to s h a r e these p l a n n i n g 
p o i n t s w i t h c u s t o m e r s o r p r o s p e c t i v e c u s t o m e r s . T h e y m a y 
c h o o s e to ac t o r no t a c t . • 
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te r ror is ts a t t a cks a re c o n s i d e r e d a f f e c t ed t a x p a y e r s . " S o m e 
e x a m p l e s - re l i e f w o r k e r s , t he v i c t i m s o f the a i r p l a n e s , 
t a x p a y e r s w h o s e p l a c e o f e m p l o y m e n t is i n a d i s a s t e r a r e a , 
a n d t a x p a y e r s w i t h r e c o r d s m a i n t a i n e d in a d i s a s t e r a r e a . 

A f f e c t e d t a x p a y e r s w h o a re not i n d i v i d u a l s a n d w h o h a v e 
a n o r i g i n a l f i l i n g d e a d l i n e b e t w e e n S e p t e m b e r 1 1 , 2 0 0 1 , a n d 
N o v e m b e r 3 0 , 2 0 0 1 , vv i l l h a v e a n a d d i t i o n a l s i x m o n t h s p l u s 
1 2 0 d a y s to f i l e that r e tu rn a n d m a k e a n y p a y m e n t d u e w i t h 
that r e t u r n . S u c h t a x p a y e r s w h o a re c u r r e n t l y o n a n 
e x t e n s i o n that e x p i r e s b e t w e e n S e p t e m b e r 11 , 2 0 0 1 , a n d 
N o v e m b e r 3 0 , 2 0 0 1 , w i l l h a v e a n a d d i t i o n a l 1 2 0 d a y s to f i l e 
that r e t u r n . T h e s e e x t e n s i o n s d o a p p l y to the f i l i n g o f F o r m 
5 5 0 0 a n d F o r m 5 5 0 0 - E Z . N o fu r the r e x t e n s i o n u n d e r f o r m 
5 5 5 8 is p e r m i t t e d . 

A f f e c t e d t a x p a y e r s w h o a re i n d i v i d u a l s a n d w h o h a v e a n 
o r i g i n a l f i l i n g d e a d l i n e b e t w e e n S e p t e m b e r 1 1 , 2 0 0 1 , a n d 
N o v e m b e r 3 0 , 2 0 0 1 , w i l l h a v e u n t i l J a n u a r y 9, 2 0 0 2 (i ,e. 
1 2 0 days ) to f i l e that r e tu rn a n d m a k e a n y p a y m e n t d u e w i t h 
that r e t u r n . T a x p a y e r s w h o a re c u r r e n t l y o n a n e x t e n s i o n that 
e x p i r e s b e t w e e n S e p t e m b e r 1 1 , 2 0 0 1 , a n d N o v e m b e r 3 0 , 
2 0 0 1 , w i l l h a v e an a d d i t i o n a l 1 2 0 d a y s to f i l e tha t r e t u r n . 

E x c e p t i o n . N o v e m b e r 15 , 2 0 0 1 , is the d e a d l i n e to f i l e 
r e tu rns a n d m a k e p a y m e n t s r e q u i r e d i o b e m a d e f r o m 
S e p t e m b e r 1 1 , 2 0 0 1 , t h r o u g h O c t o b e r 3 1 , 2 0 0 1 , ra ther t h a n 
the 1 0 m o n t h s d e s c r i b e d a b o v e if y o u a re a t a x p a y e r w h o 
has d i f f i c u l t y in m e e t i n g tax o b l i g a t i o n s b e c a u s e o f 
d i s r u p t i o n in t he t r a n s p o r t a t i o n o r d e l i v e r y o f d o c u m e n t s b y 
m a i l o r p r i v a t e s e r v i c e b e c a u s e o f t he ter ror is t a t t a c k s , a n d 
w h o d o not o t h e r w i s e q u a l i f y . 

In g e n e r a l , e s t i m a t e d tax p a y m e n t s o t h e r w i s e d u e after 
S e p t e m b e r 1 0 , 2 0 0 1 , m a y b e p a i d o n o r b e f o r e J anua r y 1 5 , 
2 0 0 2 . 

T a x p a y e r s w h o b e l i e v e t h e y a re e n t i t l e d to th is r e l i e f a re 
to w r i t e " S e p t e m b e r 1 i , 2 0 0 1 , Terror is t A t t a c k " in R E D I N K 
o n the t o p o f the i r r e tu rn a n d o t h e r d o c u m e n t s s u b m i t t e d to 
the IRS. 

In N o t i c e 2 0 0 1 - 6 3 , t he IRS has e x t e n d e d the f i l i n g 
d e a d l i n e ( i .e. d u e date ) fo r a l l f ede ra l tax o b l i g a t i o n s d u e 
b e t w e e n S e p t e m b e r 10 , 2 0 0 1 , a n d S e p t e m b e r 2 4 , 2 0 0 1 , 
u n t i l S e p t e m b e r 2 4 , 2 0 0 1 fo r a l l t a x p a y e r s (not just a f f e c t e d 
t axpaye r s ) r ega rd l e s s o f l o c a t i o n . T h i s p o s t p o n e m e n t a p p l i e s 
to the p a y m e n t o f taxes o w i n g a l s o , e x c e p t it d o e s n o t a p p l y 
to d e p o s i t s o f f e d e r a l t axes . • 


