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Summary of Reporting 
Requirements for Education IRAs 

The reporting deadlines for Education 
IRAs are not the same as they are for tradi
tional IRAs and Roth IRAs. Normal ly , the 
reporting requirements are thought of in 
terms of the Fair Market Value Statement 
and the Form 5498. Actually, the IRS looks 
at it in terms of furnishing two types of 
information—the fair market value as of 
December 31, and contribution informa
tion (annual, rollover, or conversion). 

As you know, an IRA custodian/trustee 
must furnish certain statements/reports to 
the participant and also to the IRS by pre
scribed deadlines. There is normally one 
deadline with respect to the participant (or 
designated beneficiary of an Ed IRA) and 
one deadline w i t h respect to the IRS. 
Who must be furnished the 
Education IRA Reporting Forms? 

One would think there w o u l d be a sim
ple answer to w h o m the Education IRA 
custodian/trustee must fi.u-nish the Form 
5498 and the Form 1099-R. But, as you 
know, nothing is simple about Education 
IRAs. 

The most conservative approach for an 
Education IRA custodian/trustee w o u l d 
be to furnish one copy to the child (i.e. the 
designated beneficiary of the Education 
IRA) and one to the responsible individual . 

We at C W F , however, feel it is permissi
ble to furnish only one copy of the respec
tive reporting form(s) as long as the child 
and responsible individual are l iv ing at 
the same address. That is, the Education 
IRA account has been titled as follows: 

Nadia Salem's Education IRA 
c/o Ilene Salem, Responsible Individual 
2410 West Peterson Avenue 
Chicago, IL 60646 
The IRS has written a model custodial 

Education I R A form. It is Form 5305-EA. 
In Article VIII there is a provision which 
requires the custodian to submit reports to 

Deadline for Furnishing the FMV Statement to the Participant: 

Deadline for Deadline for 
Task Traditional IRA Education IRA 

Furnish the fair 2-1-99, 2-1-99, 
market value as since 1-31-99 since 1-31-99 
of 12-31-98 is a Sunday is a Sunday 

Furnish the 6-1-99, 2-1-99, 
contribution since 5-31-99 since 1-31-99 
informa tion is a Hol iday is a Sunday 

Deadline for Furnishing the Information to the IRS: 

Deadline for Deadline for 
Task Traditional IRA Education IRA 

Furnish the fair 6-1-99, 6-1-99, 
market value as since 5-31-99 since 5-31-99 
of 12-31-98 is a Hol iday is a Holiday 

Furnish the 6-1-99, 6-1-99, 
contribution since 5-31-99 since 5-31-99 
information is a Hol iday is a Holiday 
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Recap - Completing the 1998 Form 1099-R 
The March and A p r i l newsletters dis

cussed this subject in detail. You may 
wish to review these. There have been a 
number of changes since March — the 
July tax legislation, the issuance of pro
posed Roth IRA regulations; and the IRS 
has issued various clarifying announce
ments. 

This article summarizes completing the 
1998 Form 1099-R for each IRA type. 
Reporting a Distribution 
(or a Deemed Distribution) 
from a Roth IRA 

For distributions from Roth IRAs, the 
fol lowing boxes of the Form 1099-R w i l l 
need to be completed as follows: 

Box 1. The total amount of the distribu
tion before income tax or other personal 
deductions were withheld. This w i l l be 
the gros.s amount of the distribution—the 
amount actually received by the Roth I R A 
accounthoider. If the accounthoider 
receives $1,480 from a withdrawal of 
$1,500 because a $20 interest penalty is 
assessed, the amount inserted should be 
$1,480, the amount received. Box 1 is the 
net amount after fees and early with
drawal interest penalties. 

Box 2a and Box2(b). The amount 
includable as taxable income. There are 
two parts to item 2(b). Box 2(a) should be 
left blank, and you should mark the "tax
able amount not determined" box in 2(b). 
The IRS instructions make clear that the 
financial institution is generally not 
required to compute the taxable amount 
of a distribution from a Roth IRA. The 
indiv idual w i l l be responsible to deter
mine what portion is not taxable. 

The second box of 2(b) is to be checked 
if the distribution is a total distribution. 
The IRS instructions state that this box is 
to be checked only if the payment shown 
in Box 1 is a total distribution. A total dis
tribution is one or more distributions 
within one tax year in which the entire 
balance of the account is distributed. A n y 
distribution which does not meet this def
inition is not a total distribution. 

The IRS' instructions are unclear as to 
whether they apply to Roth IRAs. A total 
distribution has no special tax effect for 
IRA purposes, but may for distributions 
from qualified plans. 

Thus, it w o u l d seem that this box 
should not have to be checked for Roth 
IRA distributions, even total Roth IRA 
distributions. Since the IRS instructions 

The 1998 Form 1099-R 
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do not state this, we suggest that the IRA 
custodian or trustee check this box for any 
total distribution from a Roth IRA until 
the IRS says otherwise. 

Box 3. This box w i l l never be completed 
for any Roth IRA distribution. 

Box 4. This box is u.sed to report the 
amount of federal income tax withheld. It 
is important. 

Box 5. This box w i l l never be completed 
for a Roth IRA distribution. 

Box 6. This box w i l l never be completed 
for a Roth IRA distribution. 

Box 7. This box is used to indicate the 
type of distribution being made. This sec
tion also includes a box that is to be 
checked if the distribution is from an IRA 
or SEP, and the appropriate reason code 
must be inserted. Because this is a Roth 
I R A , you are not to check the 
I R A / S E P / S I M P L E box. The various rea
son codes are: 

1 - Early (premature) distribution, no 
k n o w n exception. This is used to report all 
distributions paid to anyone under age 
59 1/2 when an exception is not known. 

2 -• Early (premature) distribution, excep
tion applies as defined in code section 72 
(q), (t) or (v). For IRA purposes, the only 
type of distribution to be coded a "2" 
w o u l d be: those which are part of a series 
of substantially equal periodic payments 

(not less frequently than annually) made 
for the life or life expectancy of the 
accounthoider or the joint life expectancy 
of the accounthoider and his designated 
beneficiary. 

3 - Disability. Please be aware, the defini
tion of "disabled" for I R A purposes m.ay 
be different than that for workman's com
pensation or other disability payments. 
Per IRC section 72(m)(7) and IRS 
Regulation 1.72-17(f), disability for this 
distribution code means the IRA accoun
thoider is "unable to engage in A N Y sub
stantial gainful activity by reason of any 
medically determinable physical or men
tal impairment which can be expected to 
result in death or to be of long-continued 
or indefinite duration." 

4 - Death. Code 4 is used regardless of the 
age of the accounthoider to indicate pay
ment to a beneficiary. 

5 - Prohibited Transaction. Code 5 is used 
if the Roth IRA trustee or custodian or 
accounthoider incurs a prohibited transac
tion. 

6 - Not used for Roth IRA and pension 
purposes, 

7 - Normal . This code is used to report 
distributions paid to the accounthoider 
who has attained age 59 1 /2 or older. 

Continued on pnge 3 



1099-R—Continued from page 2 

8 - Excess contributions/deferrals refund
ed plus earnings taxable in the same cal
endar year. 
P - Excess contributions/deferrals refund
ed plus earnings taxable in the previous 
calendar year. 
A - Not used for Roth IRAs. 
B - Not used for IRAs. 
C - Not used for Roth IRAs. 
D - Not used for Roth IRAs. 
E - Not used for Roth IRAs. 
F - Not used for Roth IRAs. 
G - Used to report a recharacterization. 
H - Not used for Roth IRA distributions. 
J - Distribution from a Roth IRA in first 5 
years. 
K - Distribution from a 1998 Roth 
Conversion IRA in first 5 years. 

Comment #1 - The IRS in 
Announcement 98-112 as issued on 
December 21,1998, has stated that the 
Roth custodian/trustee need not use Code 
K. Rather, it may use Code J in box 7 for 
all distributions from a Roth IRA or a Roth 
Conversion IRA. We recommend this. 
L - Not used for Roth IRAs. 
M - Not used for Roth IRAs. 
P - Not used for Roth IRAs. 
S - Not used for Roth IRAs. 

Box 8. Other. This box is used to give 
the accounthoider information on distrib
utions not covered by the above. 

Box 9. This box is used if a total distrib
ution is split among a number of recipi
ents (i.e. more than one beneficiary). This 
box is used to enter the percentage this 
recipient was paid. 

Boxes 10 to 15. These boxes do not need 
to be completed for IRS purposes, but may 
need to be completed for state and local 
tax reasons. 

Comment #2 - The IRS says that Codes 
1 and 2 may be used in combination with 
the j or K, but that a Code 7 must not be 
used. Also note that nothing is said about 
Codes 3, 4 and 5. Our guess is that you 
could use Codes 3, 4, or 5 in combination 
with J or K. 
Reporting a Distribution (or a 
Deemed Distribution) from an 
Education IRA 

For distributions from Education IRAs, 
the following boxes of the Form w i l l need 
to be completed as follows: 

Box 1. The total amount of the distribu
tion before income tax or other personal 
deductions were withheld. This wi l l be 
the gross amount of the distribution—the 

amount achially received by the 
Education IRA designated beneficiary. If 
the accounthoider receives $1,480 from a 
withdrawal of $1,500 because a $20 inter
est perialty is assessed, the amount insert
ed should be $1,480, the amount received. 
Box 1 is the net amount after fees and 
early withdrawal interest penalties. 

Box 2a and Box 2(b). The amount 
includable as taxable income. There are 
two parts to item 2(b). Box 2(a) should be 
left blank, and you should mark the "tax
able amount not determined" box i n 2(b). 
The IRS instructions make clear that the 
financial institution is generally not 
required to compute the taxable amount 
of a distribution from an Education IRA. 
The individual wi l l be responsible to 
determine what portion is not taxable. 

The second box of 2(b) is to be checked 
if the distribution is a total distribution. 
The IRS instructions state that this box is 
to be checked only if the payment shown 
in Box 1 is a total distribution. A total dis
tribution is one or more distributions 
within one tax year in which the entire 
balance of the account is distributed. A n y 
distribution which does not meet this defi
nition is not a total distribution. 

The IRS' instructions are unclear as to 
whether they apply to Ed IRAs. A total 
distribution has no special tax effect for 
IRA purposes, but may for distributions 
from qualified plans. 

Thus, it would seem that this box 
should not have to be checked for Ed IRA 
distributions, even total Ed IRA distribu
tions. Since the IRS instructions do not 
state this, we suggest that the IRA custodi
an or trustee check this box for any total 
distribution from an Ed IRA until the IRS 
says otherwise. 

Box 3. This box wil l never be completed 
for any Ed IRA distribution. 

Box 4. This box is used to report the 
amount of federal income tax withheld. It 
is important. 

Box 5. This box wi l l never be completed 
for an Ed IRA distribution. 

Box 6. This box wi l l never be completed 
for an Ed IRA disti-ibution. 

Box 7. This box is used to indicate the 
type of distribution being made. This sec
tion also includes a box that is to be 
checked if the distribution is from an IRA 
or SEP, and the appropriate reason code 
must be inserted. Because this is an Ed 
IRA, you are not to check the 
I R A / S E P / S I M P L E box. The various rea
son codes are: 

The only Code to be used for a distribu
tion from an Ed IRA is the " M " Code. 

None of the other codes are used. That 
is, 1, 2, 3, 4, 5, 7, 8, P. 

A , B, C , D, E, F, G , H , I, J, K , L , O , P, or S 
are not used for distributions from Ed 
IRAs. 
Reporting a Distribution (or a 
Deemed Distribution) from a 
Traditional IRA 

For distributions from traditional IRAs, 
the following boxes of the Form wi l l need 
to be completed as follows: 

Box 1. The total amount of the distribu
tion before income tax or other personal 
deductions were withheld. This wil l be 
the gross amount of the distribution—the 
amount actually received by the IRA 
accounthoider. If the accounthoider 
receives $1,480 from a withdrawal of 
$1,500 because a $20 interest penalty is 
assessed, the amount inserted should be 
$1,480, the amount received. Box 1 is the 
net amount after fees and early withdraw
al interest penalties. 

Box 2a. The amount includable as tax
able income. This wi l l always be the same 
as the amount reported in Box 1 unless the 
reason code in Box 7 is an 8, P, or 2; then 
the IRS only wants the related income, if 
any, inserted in Box 2. The related income 
is zero if there has been a deemed distrib
ution because a Roth Conversion has 
occurred. 

Box 2b. There are two parts to item 2(b). 
First, an IRA custodian may now check 
the first box if it does not know the taxable 
amount of a distiibution. The IRS wants 
this box checked only as a last resort, if the 
IRA custodian or trustee has attempted to 
determine the tax consequences but can
not. The Form W-2P used to have this 
paragraph, but until 1991 the Form i099-R 
did not. 

The second box of 2(b) is to be checked 
if the distribution is a total distribution. 
The IRS instructions state that this box is 
to be checked only if the payment shown 
in Box 1 is a total distribution. A total dis
tribution is one or more distributions 
within one tax year in which the entire 
balance of the account is distributed. An y 
distribution which does not meet this defi
nition is not a total distribution. 

The IRS' instructions are unclear as to 
whether they apply to IRAs. A total distri
bution has no special tax effect for IRA 
purposes, but may for distributions from 
qualitied plans. 

Thus, it would seem that this box 
should not have to be checked for IRA dis
tributions, even total IRA distributions. 
Since the IRS instructions do not state this. 

Continued on page 4 
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1099-K—Continued from page 3 

we suggest that the IRA custodian or 
trustee check this box for any total distrib
ution from an IRA until the IRS says oth
erwise. 

Box 3. This box w i l l never be completed 
for any IRA distribution. 

Box 4. This box is used to report the 
amount of federal income tax withheld. It 
is important. 

Box 5. This box w i l l never be completed 
for an IRA distribution. 

Box 6. This box wi l l never be completed 
for an IRA distribution. 

Box 7. This box is used to indicate the 
type of distribution being made. This sec
tion includes a box that is to be checked if 
the distribution is from an IRA or SEP, 
and the appropriate reason code must be 
inserted. A l l IRA distributions M U S T "x" 
this I R A / S E P box. The reason codes are as 
follows: 

1 - Early (premature) distribution, no 
known exception. This is used to report all 
distributions paid to anyone under age 
591/2. 

2 - Early (premature) distribution, 
exception applies as defined in code sec
tion 72 (q), (t) or (v). For IRA purposes, 
there are two reasons a Code "2" should 
be used: there has been a Roth Conversion 
or the distribution is part of a series of sub
stantially equal periodic payments (not 
less frequently than annually) made for the 
life or life expectancy of the accounthoider 
or the joint life expectancy of the accoun
thoider and his designated beneficiary. 

3 - Disability. Please be aware, the defi
nition of "disabled" for IRA purposes may 
be different than that for workman's com
pensation or other disability payments. 
Per IRC section 72(m)(7) and IRS 
Regulation 1.72-17(0, disability for this 
distribution code means the IRA accoun
thoider is "unable to engage in A N Y sub
stantial gairvful activity by reason of any 
medically determinable physical or men
tal impairment which can be expected to 
result in death or to be of long-continued 
or indefinite duration." 

4 - Death. Code 4 is used regardless of 
the age of the accounthoider to indicate 
payment to a beneficiary. 

5 - Prohibited Transaction. Code 5 is 
used if the IRA trustee or custodian or 
accounthoider incurs a prohibited transac
tion. 

6 - Not used for IRA and pension pur
poses. 

7 - Normal . This code is used to report 
distributions paid to the accounthoider 
who has attained age 59 1/2 or older. 

8 - Excess conbnbutions/deferrals 
refunded plus earnings taxable in the 
same calendar year. 

P - Excess conh-ibutions/deferrals 
refunded plus earnings taxable in the pre
vious calendar year. 

A - Not used for traditional IRAs. 
B - Not used for traditional IRAs. 
C - Not used for traditional IRAs. 
D - Not used for b-aditional IRAs. 
E - Not used for traditional IRAs. 
F - Not used for traditional IRAs. 
G - Used to report a recharacterization 
H - Used to report a transfer from a 

conduit IRA to a Qualified plan. 
I - Not used for ti-aditional IRA. 
K - Not used for traditional IRA. 
M - Not used for traditional IRA. 
S - Used to report an early distribution 

from a Single IRA in first 2 years, no 
known exception (under age 59 1/2). 

Box 8. Other. This box is used to give 
the accounthoider information on distrib
utions not covered by the above. 

Box 9. This box is used if a total distrib
ution is split among a number of recipi
ents (i.e. more than one beneficiary). This 
box is used to enter the percentage this 
recipient was paid. 

Boxes 10 to 15. These boxes do not need 
to be completed for IRS purposes, but may 
need to be completed for state and local 
tax reasons. 

Additional Observations 
1. IRS Instructions Regarding Use of 

Code 1 for a Specific Situation. The IRS 
instructions now make clear that if an IRA 
accounthoider establishes a periodic pay
ment schedule and modifies it before the 
law permits, then you are to use a Code 1 
for the distributions occurring in the year 
of modification. The IRS' instruction 
reads: 

Note: Even if the employee/taxpayer is 
59 1/2 or over, use Code 1 if a series of 
substantially equal periodic payments was 
modified within 5 years of the date of the 
first payment (within the meaning of sec
tion 72(q)(3) or (t)(4)). For example, M r . B 
began receiving payments that qualified 
for the exception for part of a series of 
substantially equal periodic payments 
under section 72(t)(2)(A)(iv) when he was 
57. When he was 61, M r . B substantially 
modified the payments. Because the pay
ments were modified within 5 years, use 
Code 1 in the year the payments were 
modified, even though M r . B is over 
59 1/2. 

l A . Our Comments. Tfiis instruction is 
understandable. If the schedule is imper-

nnissibly changed, then the Code 2 is not 
the proper code even if the person is now 
age 59 1 / 2 or older. The IRS makes it clear -
that a Code 1 might be required to be used 
even if the IRA accounthoider is older 
than age 59 1/2. A n d this is correct. Note 
that the IRS does not require any correct
ing of prior-year forms. Apparently, the 
IRS wi l l determine that when a "2" is 
being used and then is changed to a "1" in 
a subsequent year, that additional taxes 
w i l l be owing. 

2. IRS Instructions for Use of Proper 
Distr ibut ion Codes for Box 7. You are to 
file only one Form 1099-R from an IRA 
plan which may be comprised of multiple 
investments unless you must enter differ
ent distribution codes in Box 7. Further, 
you do not have to file a separate Form 
1099-R for each distribution under the 
plan. File only one Form 1099-R for multi
ple distributions from an IRA that are 
paid in one year to one recipient and that 
all require the same distribution code in 
Box 7. 

You must enter the proper numeric 
code except when it is required to use the 
alpha code: H , J, K , M , P or S. When 
applicable, you may insert both an alpha 
and a numeric code. A n d in three situa-
tior&, you may insert two numeric codes 
(8/1, 8/2 and 8/4). 

2A. Our Comments. The IRS insh-uc-
tions are murky as to whether or not an 
IRA custodian could prepare a separate 
Form 1099-R for each distribution. We 
don't think the IRS wants a separate form 
for each disti-ibution, but the first sentence 
above says one thing and the second sen
tence implies the opposite. We recom
mend that you prepare just one Form 
1099-R per recipient as long as the distrib
ution codes are the same. We also believe 
the IRS would prefer you to insert two 
codes when applicable. For example, 
when using a Code P or 8 for the with
drawal of a current-year excess, you also 
enter Code 1. 

3. IRS Instructions for "Correcting" 
Erroneous Rollovers. This is new for 1998. 
This is an important change. The IRS 
instructions contain the following state
ment with respect to the Form 1099-R. Be 
aware that the IRS also has some new 
instructions with respect to correcting the 
Form 5498 as to an erroneous rollover. 
Yo u should review the Form 5498 portion 
of this article for that discussion. 

Corrected Form 1099-R. If you filed a 
Form 1099-R with the IRS and later dis
cover that there is an error on it, you must 
correct it as soon as possible. For example, 
if you transmit a direct rollover and file a 

Continued on page 5 
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1099-R—Continued from page 4 

Form 1099-R with the IRS reporting that 
none of the direct rollover is taxable by 
entering "0" (zero) in Box 2a, and you 
then discover that part of the direct 
rollover consists of required minimum 
distributions under section 401(a)(9), you 
must file a corrected Form 1099-R. See 
part I under General Instructions on 
page 9. 

3A. Our Comments. The IRS has finally 
addressed in their instructions a paying 
entity's duty to correct a previously issued 
Form 1099-R when an error has occurred 
as to the dollar amount eligible to be 
rolled over. The IRS is saying that the pay
ing entity must correct a previously issued 
Form 1099-R if it has information to know 
that part of the funds did not qualify to be 
rolled over. 

The IRS has chosen to discuss only one 
specific situation—an error occurred with 
respect to a direct rollover from a quali
fied plan to an IRA because there was an 
impermissible rollover of a required mini
mum distribution. The Form 1099-R 
which was originally prepared showed a 
taxable amount as "0" because the distrib

ution code was a " G . " Note that the IRS 
says it must be corrected, but there is no 
discussion as to what specific corrections 
must be made. 

Lef s assume that the amount of $26,425 
is directly rolled over, but this includes 
the required minimum distribution 
amount of $3,000. 

To make the necessary corrections, we 
believe the following should happen: (1) 
correct the original Form 1099-R by show
ing the proper amount in Box 1 (i.e. the 
amount as reduced by the R M D amount) 
or $23,425 and (2) prepare a new Form 
1099-R for the R M D amount of $3,000, and 
insert the $3,000 in Boxes 1 and 2a with a 
distribution Code 7. 

Question: In some situations, might an 
IRA custodian be required to correct a 
previously issued Form 1099-R because of 
an error which has occurred with respect 
to a rollover? Based upon the 1998 IRA 
instructions, we believe the answer is a 
definite "yes." 

4. IRS Instructions for Withholding. 
Do not withhold on a distribution from an 
Education IRA. You must withhold from a 
distribution from a traditional IRA or 
Roth IRA unless the recipient instructs 

you that he or she does not want with
holding. You are allowed to assume that 
the entire amount of an IRA distribution is 
taxable, but you may not assume this for 
the withdrawal of excess contributions. 
The IRS makes clear that the mandatory 
withholding rate of 20% does not apply to 
IRA distributions. 

4A. Our Comments. We agree with the 
IRS. Be aware that the IRS is following the 
logical approach that withholding applies 
only if the distribution is taxable. Thus, if 
you know the distribution is not taxable, 
then withholding does not apply to that 
extent. Most likely the IRS simply forgot 
to include the movement of funds from a 
conduit IRA to a qualified plan as not 
being subject to withholding. 

5. IRS Instructions for Use of Code S. 
Use Code S only if the distribution is from 
a S IMPLE-IRA in the first two years, the 
person has not yet reached age 59 1/2, 
and none of the exceptions under section 
72(t) are known to apply. The two-year 
period begins on the day contributions 
are first deposited in the person's S IM
PLE-IRA. Do not use Code S if Code 3 or 
4 applies. Fp 

IRS Issues 1999 COLAs 
IRS A n n o u n c e s C o s t - o f - L i v i n g AcJ jus tments f o r 1 9 9 9 

The IRS i n N e w s R e l e a s e 9 8 - 6 3 R e l e a s e d its 1 9 9 9 A d j u s t m e n t s a s F o l l o w s : 

1 9 9 7 1 9 9 8 1 9 9 9 

Taxable Wage Base — O A S D A Only 6 5 , 4 0 0 6 8 , 4 0 0 7 2 , 6 0 0 

SEP and Qualif ied Plan 
M a x i m u m C o m p e n s a t i o n C a p 1 6 0 , 0 O 0 1 6 0 , 0 0 0 1 6 0 , 0 0 0 

Elective (Salary) Deferral Limit - 401(k) & S A R - S E P 9 , 5 0 0 1 0 , 0 0 0 1 0 , 0 0 0 

Highly-Compensated Employees (Compensation as Indexed) 
C o m p e n s a t i o n in excess of $ 7 5 , 0 0 0 
C o m p e n s a t i o n in excess of $50 ,000Arop P a i d G r o u p 
N e w D e f i n i t i o n as of l anua ry 1, 1997 

N/A 
N/A 

8 0 , 0 0 0 

N / A 
N / A 

8 0 , 0 0 0 

N / A 
N / A 

8 0 , 0 0 0 

Defined Benefit Limit — Sec t i on 415(b) 1 2 5 , 0 0 0 1 3 0 , 0 0 0 1 3 0 , 0 0 0 

Defined Contribution Limit — S e c t i o n 415(c) 
(The a n n u a l d e f i n e d c o n t r i b u t i o n p lan l imi t is $ 3 0 , 0 0 0 
as i n d e x e d a n d w i l l not c h a n g e unti l the de f i ned benef i t 
a m o u n t e x c e e d s $1 20 ,000 . ) 

3 0 , 0 0 0 3 0 , 0 0 0 3 0 , 0 0 0 

SEP Min imum Compensation Threshold 400 400 400 

Officer Amount — Top Heavy 6 2 , 5 0 0 6 5 , 0 0 0 6 5 , 0 0 0 

Top 10 Owner Group — Top Heavy 
(Has m o r e than o n e - h a l f percent and the largest o w n e r 
s h i p interest a n d i n c o m e in excess of $30 ,000 . ) 

3 0 , 0 0 0 3 0 , 0 0 0 3 0 , 0 0 0 

1 % Owner — Top Heavy 
( H a v i n g a n n u a l c o m p e n s a t i o n in excess of $ 1 5 0 , 0 0 0 . ) 

1 5 0 , 0 0 0 5 0 , 0 0 0 1 5 0 , 0 0 0 

SIMPLE Contribution Limit 6 , 0 0 0 6 , 0 0 0 6 , 0 0 0 
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' IRS Issues the 1998 Form 5329 
This form is generally to be completed 

when a taxpayer must report any addi
tional income tax or excise tax which the 
taxpayer owes in connection with tradi
tional IRAs, Roth IRAs, Education IRAs, 
qualified retirement plans, medical sav
ings accounts (MSA), annuities and 
endowment contracts. 

A copy of this form is shown on pages 
7 and 8. 

The main changes to the form have 
occurred because it is now used for Roth 
IRAs and Education IRAs. 

1. The 10% additional tax of Code sec
tion (72)(t) w i l l apply in som.e situations 
to a distribution from a Roth IRA. Part I 
has been modified to cover this situation. 

2. There is a 10% tax if distributions 
from an Education IRA were not used for 
qualifying educational expenses. See Part 
II which is new. 

3. A person may make an excess contri
bution to a Roth IRA and an Education 

IRA as well as a traditional IRA. See Parts 
IV and V . 

A taxpayer must file the Form 5329 if 
any of the following apply. This is true 
even if the taxpayer would not otherwise 
have to file a Form 1040. However, if the 
taxpayer does not owe any special taxes 
because he or she rolls over the taxable 
portion of all of his or her distributions 
received during the year, then the Form 
5329 need not be filed. Who must f i le— 

1. The taxpayer owes a tax because he 
or she received distributions from an 
Education IRA in excess of amounts spent 
for educational purposes. 

2. The taxpayer owes a tax because of 
excess contributions to any type of IRA or 
M S A . 

3. The taxpayer owes a tax because he 
or she failed to receive a required mini
mum distribution. 

4. The taxpayer knows that he or she 
has met one of the exceptions to the 10% 

additional tax even though his or her 
Form 1099-R does not show a reason code 
2, 3 or 4 in Box 7, or he or she knows the 
code which has been inserted in box 7 is 
incorrect. 

5. The taxpayer knows he or she owes 
the 10% additional tax even though the 
Form 1099-R which has been furnished 
does not show a Code 1 in Box 7. Note, if 
a taxpayer receives a Form 1099-R with a 
reason Code 1 in Box 7, he or she is not 
required to file the Form 5329 with his or 
her Form 1040 if he or she owes only the 
10% additional tax for early distributions. 
The taxpayer is to f i l l in the amount owed 
on liiie 53 and write "no" on the dotted 
line next to line 53. ^ 

Reporting Ed IRAs—Continued from page 1 

address, that is, the address to which you 
mail the forms or statements, there is no 
problem. Hopefully, the IRS wi l l clarify 
their instructions next year. 

Set forth on page one is a summary of 
the requirements and the various dead
lines. 

The IRS must be sent the required infor
mation via the Form 5498 or its magnet
ic/electronic equivalent. With respect to 
the IRA accounthoider (and now desig
nated beneficiary for the Ed IRA), the cus-
todian/b-ustee may use a combination of 
a fair market value statement, the Form 
5498 and a Substitute Form 5498 
Statement. 

Since an Education IRA custodian/ 
trustee needs to furnish both fair market 
value information and contribution infor
mation to the designated beneficiary by 
February 1,1999, the custodian/trustee 
may very well wish to furnish in January 
1999, the Form 5498 for its Ed IRAs to the 
designated beneficiary, or furnish a state
ment which qualifies as a substitute Form 
5498 statement. Again, the Form 5498 or a 
substitute Form 5498 statement must be 
furnished in January and not in May as is 
norm.ally done with the traditional IRA or 
the Roth IRA. 

Reminder—Substitute StQtements 
to Ed IRA Recipients 

If an IRA custodian/trustee does not 
use the official IRS reporting form (gener
ally copy B) to furnish statements to par
ticipants, then you must be sure your sub
stitute statements comply with rules in 
Publication 1197, Rules and Specifications 
for Private Printing of Substitute Forms 
1096,1098,1099, 5498 and W-2G. 
Remember that all substitute statements 
to recipients must contain the tax year, 
form number and form name prominent
ly displayed together in one area of the 
statement. For example, they could be 
shown in the upper right of the statement. 

The information which appears on the 
Copy B which applies to the Ed IRA and 
which should be on any substitute state
ment for the form 5498 is: 

1. This information is being furnished 
to the Internal Revenue Service. 

2. Box 2. Shows any rollover, including 
a direct rollover to a traditional IRA. 

3. Box 4. Shows the fair market value of 
your account at year-end. 

4. Box 6. May show the kind of IRA 
reported on this Form 5498. That is, check 
the box indicating it is an Ed IRA. 

5. Box 10. Shows education IRA (Ed 
IRA) contributions made in 1998 on your 
betialf. Do not deduct on your income tax 
return. If the total of all contributions 
made to all of your Ed IRAs this year 
exceeded S500, you should withdraw the 
excess plus the earnings, generally by 
A p r i l 15, or you may owe a penalty. You 
must keep track of your IRA basis (contri
butions and distributions). See Pub. 590. 

Noncompliance Penalties. A n IRA 
custodian/trustee should be aware that 
the penalties under Code sections 6721 
and 6722 do not apply to the preparation 
of Form 5498 and Form 1099-R for Ed IRA 
transactions. Code section 6693 provides 
the governing rules. The penalty for fail
ure to timely file is $50 per account with 
no maximum unless the failure is due to 
reasonable cause. I Q 
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F o r m 5329 
DRP' i l ln ic i i l ')t Ilu' l io^isi i iy 
lnUMiial [^(•vfiniii^ SI!IVK;(> 

Additional Taxes Attributable to IRAs, Other 
Qualified Retirement Plans, Annuities, Modified 

Endowment Contracts, and MSAs 
(LInder Sect ions 72, 530, 4973, and 4974 of ttie Internal Revenue Code) 

• Attach to Form 1040. See separate instructions. 

Olv lB No 1 5 ' : 5 . 0 2 0 3 

1il)98 
A u o c i i m e i U 
Sequence N o 2 9 

Name of i n c i v i d u a l sutsject to oc lc l i l iona l tax . (I( m a r r i e d fi l ir ig joir i t ly. s e e p a g e 2 of the ins t ruc t o n s } Your social security number 

Fi l l in You r A d d r e s s On ly 
If Y o u A re F i l ing Th is 
F o r m by Itself and No t 
W i t h You r Tax R e t u r n 

HorT'e a d d r e s s (number a n d s i r ee i j , or P . O . b o x if tv.aW is not d e l i v e r e d to your l i o m e A'ji no Fi l l in You r A d d r e s s On ly 
If Y o u A re F i l ing Th is 
F o r m by Itself and No t 
W i t h You r Tax R e t u r n 

C i i y , t o w n or pos t o f f i ce , s ta te , a n d ZIP c o d e If this is an a m e n d e d 
rettjrn. check here • 1 

If y o u a re s u b j e c t to the 1 0 % tax o n ear l y d i s t r i b u t i o n s o n l y , s e e W h o M u s t F i l e in the i n s t r u c t i o n s 
b e f o r e c o n t i n u i n g . Y o u i n a y b e a b l e to repo r t l l i i s l a x d i rec t l y o n F o r m 1 0 4 0 w i t h o u t f i l ing F o r m 5 3 2 9 . 

Part I T a x o n E a r l y D i s t r i b u t i o n s 

Complete this part if a taxat)le distrilnrtion was made from your qualified retirement plan (including an IRA other than an education (Ed) 
IRA), annuity contract, or modified endowment contract before you readied age 59'/? (or was incorrectly indicated as sucti on your 
Form Wgy-R—see instructions). Note: You must include the amount ot the distribution on line 15b or 16b of Form 1040. 

1 Early distnbLi i ions inc luded in gross income (see page 3 of the instructions) 
2 Distr ibut ions e x c e p t e d from addi t ional tax {see page 3 of the instruct ions). Enter appropr iate 

except ion number from instruct ions • 
3 Amount subject lo addi t ional tax. Subtract line 2 from line 1 
4 Tax d u e . Mult ip ly line 3 by 1 0 % (,10). Enter here and on F o r m 1040, line 53 

C a u t i o n ; if any amount on line 3 was a distribution from a Slt^PLE retirement plan, you must multiply tliat distribution by 25% 
(.25) instead of 10%. See instructions for more information. 

Part II T a x o n D i s t r i b u t i o n s F r o m E d I R A s N o t U s e d f o r E d u c a t i o n a l E x p e n s e s 
Complete ttiis part if a distribution was made from your Ed IRA and was not used for educational e,Kpenses. 
N o t e : You must include the amount of the distribution on line 15b of Form 1040. 

5 Taxable amount from line 29 of Fo rm 8505 
6 Distr ibut ions e x c e p t e d from addi t ional tax (see page A ol the instructions) 
7 Amount subject to addi t ional tax, Si,ibtract line 6 from line S 

Tax due . Mult ip ly line 7 by 1 0 % (.10), Enter here and on Form 1040, line 53 , 

Part ill T a x o n E x c e s s C o n t r i b u t i o n s t o T r a d i t i o n a l I R A s 
Complete ttiis part if eittier in this year or in earlier years, you contributed more to your traditional IR.As than is or was allowable 
and you tiave an excess contribution subject to tax. 

E x c e s s contr ibut ions for 1998 (see (lage 4 of ttie instructions). Do not inc lude this amount on 
Form 1040, line 23 

10 Earlier year e x c e s s contr ibut ions not previously el iminated (see page 
4 of the instructions) 10 

11 Contr ibut ion credit. If your actual contr ibut ion for 1998 is less than 
your m a x i m u m a l lowable contr ibut ion, see page 4 of the instruct ions; 
otherwise, enter -0^ n 

12 1998 distr ibut ions from your tradit ional IRA accoun ts that are 
includible in taxable i ncome , 12 

13 1997 tax year e x c e s s contr ibut ions (if any) wi thdrawn after ttie due 
date (including extensions) of your 1997 income tax return, and 1996 
and earlier lax year e x c e s s contr ibut ions wit f idrawn in 1 998 . . . 

14 A d d lines 11, 12, and 13 

13 

13 1997 tax year e x c e s s contr ibut ions (if any) wi thdrawn after ttie due 
date (including extensions) of your 1997 income tax return, and 1996 
and earlier lax year e x c e s s contr ibut ions wit f idrawn in 1 998 . . . 

14 A d d lines 11, 12, and 13 14 

15 

16 

17 

Adjus ted earlier year e x c e s s contr ibut ions. Subtract line 14 from line 10. Enter the result, but 
not less than zero 
Total e x c e s s cont r ibut ions. A d d l ines 9 and 1 5 . 

Tax d u e . Enter tlie s m a l l e r of 6 % (.06) of line 16 or 6 % (.06) of the va lue of your tradit ional IRAs 
on the last day of 1998 A lso enter this amount on Form 1040, line 53 

15 

i 16 

17 
Part IV T a x o n E x c e s s C o n t r i b u t i o n s t o R o t h I R A s 

18 E x c e s s contr ibut iot is for 1998 (sec page 5 of the Instructions) 
19 Tax d u e . Enter the s m a l l e r ot 6 % (06) of line 18 or 6 % (.06) of ttie value of your Roth IRAs on 

ttie last (lay of 1998, A lso enter this amount on Form 1040, line 53 

18 

19 

For Paperwork Roduction Act Not ice, see page 6 of separate inslruct ions. No 1 3 3 2 9 0 5 3 2 9 11993 
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Form 5325 (1988) 
Tax o n E x c e s s Contr ibut ions to E d IRAs 

20 Excess coniribulions for 1998 (see page 5 of tfie instructwns) 
21 Tax due . Enter tfie sma l le r of 6 % (.05) of line 20 or 5 % (.06) of Ifie value of your Ed IRAs on 

tfie last day of 1998. Also enter tfiis amount on Form 1040, line 53 
Part VI 

20 

21 
_ Tax on E x c e s s Contr ibut ions to Medica l Savings A c c o u n t s (MSAs) 
Complete this pan if, either in 1998 or 1997. you or your employer contributed more to your /WSAs liian is or was allowable and 
you have an excess contribution subject to tax. 

22 .Excess cpntributjon.s for 1998 (see page .5 of the instrii.cti.ons). Dp not i.ncl.udfi this araount on 
Form 1040, line 25 

23 1997 excess contributions not previously eliminated (see page 5 of 
the instructions) 

24 Contribution credit. If your actual contribution for 1998 is less than 
your maximum allowable contribution, see page 6 of the instructions; 
otherwise, enter -0-

25 1938 distributioivs frorn your MSA account(s) that are Inqludible in 
taxable income 

26 1997 tax year excess contributions (if any) withdrawn in 1998 after 
tfie due date (including extensions) of your 1997 income tax return 

27 Add lines 24, 25, and 26 U l 

23 

1 

24 

25 

26 

27 

28 Adjusted 1997 excess contributions. Subtract line 27 from line 23, Enter the result, but not less 
than .zero 

22 

28 

29 Total excess contributions. Add lines 22 and 28 29 
30 Tax due. Enter the smal le r of 6 % (.06) of line 29 or 6 % (,06) of the value of your M S A s on the 

last day of 1998, Also enter this amount on Form 1040, line 53 30 
Part VII Tax on E x c e s s Accumulat ion in Qualif ied Retirement Plans 
Complete this part if you did not receive the minimum required distribution from your qualified retirement plan (including an IRA 
oilier tlian an Ed IRA or Roth IRA). 

31 Minimum required distribution (see page 6 of the instructions) 31 

32 Amoui i l actually distributed lo you 32 

33 Subtract line 32 from line 31, If line 32 is more than line 31, en te r -0 - 33 

34 Tax due . Multiply line 33 by 5 0 % (50), Cnler here and on Form 1040, line 53 34 
S i g n a t u r e . Complete ONLY if you are filing this form by itself and not witti your tax return. 

' L;r-2er pei r^ i r ies ot j.x;rjury. i dec ."r'e tn:it t hove ex j . - i . ned f i t s (nrm. incUid iny o c c c m p a n y r-,g s c h e d u l e s a r d s ta ten ien l s , ,Dnd to the b e ? : c.f my ,kriov.'led9e 
P l e a s e l c i - .Ubel ier , s t t u e . c o ' r e c t a r i a c o m p o t c Dec la ra t ion o ' p , ' epa re r (otrier than taxpayer) 5 o a s e d on a!; in lcrrr .at ion of w n i c ' i p reparer h a s any <ncw iedqe 

S i g n 
H e r e 

Paid 
Preparer's 
Use Only 

YotM signature Date 

Preparer's k 
signature P 
F i rm 's name (or y o u r s , 
if Sf^ l f -empioyedj and 
a d d r e s s 

Date Check if self-
employed • n 

Prepa re r ' s soc ia l secur i ty n o 

EIN • 
ZIP c o d e »• 

© 
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