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IRS Withholding Rule for IRAs “Pardoned” at the Last Minute

In a pre-Thanksgiving pardon from Washington, D.C. (unrelated to President Trump’s poultry pardon of
Peas and Carrots), the Internal Revenue Service issued notice N-2018-90 on November 20, 2018, stating
that the requirement to comply with Revenue Ruling 2018-17 will be delayed from January 1, 2019, until
January 1, 2020. We previously summarized this ruling, which concluded that the escheatment of an
Individual Retirement Account (IRA) to a state as unclaimed property constitutes a designated distribution
and is therefore subject to federal income tax withholding and reporting requirements.

In the time since Revenue Ruling 2018-17 was issued in May 2018, numerous concerns have been raised
with the ruling centering on the logistical and practical difficulties of complying with the directive in the
context of securities. The Holders Coalition — whose members consist of Alston &Bird, the American Bankers
Association, Investment Company Institute, Securities Industry and Financial Markets Association, and
others — submitted a letter to the IRS and met with agency representatives in September to bring attention
to certain key issues.

In particular, the Holders Coalition letter pointed out to the IRS that its directive would require holders to
liquidate securities prior to escheatment in order to withhold income tax — an action that may be inconsistent
with both state unclaimed property laws and applicable federal securities laws. In contrast, state unclaimed
property departments routinely liquidate securities following escheatment. The Holders Coalition letter
concluded that the states rather than holders were in the best position to withhold tax on escheated IRAs.

The IRS had not issued any additional guidance regarding Revenue Ruling 2018-17 (including a response
to the Holders Coalition letter). As a result, it was assumed that the directive’s start date would take effect
as scheduled. Now that notice N-2018-90 has pushed back the effective date to January 2020, “or the date
it becomes reasonably practicable for the person to comply,” it remains to be seen whether the IRS will
further refine the directive to address the valid concerns espoused by the industry. Regardless, the financial
services sector seems certain to “gobble up” this implementation deferral along with other holiday treats.

For further information, please contact a member of our Unclaimed Property Group.

This advisory is published by Alston & Bird LLP to provide a summary of significant developments to our clients and friends. It is intended
to be informational and does not constitute legal advice regarding any specific situation. This material may also be considered attorney
advertising under court rules of certain jurisdictions.
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You can subscribe to future Unclaimed Property advisories and other Alston & Bird publications by completing our publications
subscription form.

Alston & Bird offers clients unparalleled experience dealing with issues involving state unclaimed property/escheat laws. Our five senior
attorneys with unclaimed property experience together have more than 85 years of experience advising major corporations on unclaimed
property matters. We assist our clients in analyzing complex legal issues, obtaining legal opinions, conducting multistate/multi-entity
internal compliance reviews, designing corporate compliance policies, advising clients on planning and related restructurings, negotiating
voluntary disclosure agreements, defending single-state and multistate audits, litigating unclaimed property issues, and influencing
unclaimed property policy and administration.

Click here for Alston & Bird's Tax Blog

Please direct any questions to the following members of Alston & Bird's Unclaimed Property Group:

John L. Coalson, Jr. Kendall L. Houghton
404.881.7482 202.239.3673
john.coalson@alston.com kendall.houghton@alston.com
Kathleen S. Cornett Maryann H. Luongo
404.881.4445 202.239.3675
kathleen.cornett@alston.com maryann.luongo@alston.com
Michael M. Giovannini Ethan D. Millar

704.444.1189 213.293.7258
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Matthew P. Hedstrom Andrew W. Yates
212.210.9533 404.881.7677
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ALSTON&BIRD

WWW.ALSTON.COM
© ALSTON &BIRD LLP 2018

ATLANTA: One Atlantic Center ® 1201 West Peachtree Street ® Atlanta, Georgia, USA, 30309-3424 = 404.881.7000 = Fax: 404.881.7777
BEIJING: Hanwei Plaza West Wing = Suite 21B2 = No. 7 Guanghua Road = Chaoyang District = Beijing, 100004 CN = +86 10 8592 7500
BRUSSELS: Level 20 Bastion Tower ® Place du Champ de Mars ® B-1050 Brussels, BE = +32 25503700 = Fax:+32 25503719
CHARLOTTE: Bank of America Plaza ® 101 South Tryon Street ® Suite 4000 ® Charlotte, North Carolina, USA, 28280-4000 = 704.444.1000 = Fax: 704.444.1111
DALLAS: 2828 North Harwood Street ® 18th Floor = Dallas, Texas, USA, 75201 = 214.922.3400 = Fax: 214.922.3899

LOS ANGELES: 333 South Hope Street ® 16th Floor ® Los Angeles, California, USA, 90071-3004 = 213.576.1000 ® Fax: 213.576.1100
NEW YORK: 90 Park Avenue = 15th Floor ® New York, New York, USA, 10016-1387 = 212210.9400 = Fax: 212.210.9444

RALEIGH: 555 Fayetteville Street = Suite 600 ® Raleigh, North Carolina, USA, 27601-3034 = 919.862.2200 = Fax: 919.862.2260

SAN FRANCISCO: 560 Mission Street m Suite 2100 ® San Francisco, California, USA, 94105-0912 = 415.243.1000 = Fax: 415.243.1001
SILICON VALLEY: 1950 University Avenue ® 5th Floor = East Palo Alto, California, USA, 94303-2282 = 650-838-2000 = Fax: 650.838.2001
WASHINGTON, DC: The Atlantic Building = 950 F Street, NW = Washington, DC, USA, 20004-1404 = 202.239.3300 = Fax: 202.239.3333



http://www.alston.com
https://www.alston.com/en/resources/subscriptions-form
https://www.alston.com/en/resources/subscriptions-form
http://www.alstontax.com/
https://www.alston.com/en/professionals/h/houghton-kendall-l
https://www.alston.com/en/professionals/l/luongo-maryann-h
https://www.alston.com/en/professionals/m/millar-ethan-d
https://www.alston.com/en/professionals/y/yates-andrew-w
https://www.alston.com/en/professionals/c/coalson-john-l/
https://www.alston.com/en/professionals/c/cornett-kathleen-s
https://www.alston.com/en/professionals/g/giovannini-michael-m
https://www.alston.com/en/professionals/h/hedstrom-matthew-p

