
Collin W. Fritz and 
Associates, Inc.,
“The Pension Specialists”

February 2011
Published Since 1984

ALSO IN 
THIS ISSUE – 
Reminder – Upcoming
Reporting Deadline, Page 2

‘Tis the Season for Withdraw-
ing Current-Year Contribu-
tions and Recharacterizing a
Contribution, Page 2

Special Explanation Regarding
the Withdrawal of a 2010 
"Current-Year" Contribution,
CWF Form #67, Page 3

Worksheet to Calculate the
Income Related to the With-
drawal of a Current-Year 
Contribution(s), CWF Form
#67-W Current Year, Page 3

Understanding the Recharac-
terizing of a 2010 Contribu-
tion in 2011, Page 4

Use the Proper Forms for
Recharacterizations, Page 7

Notice of Internal Recharac-
terization of IRA Contribu-
tion, CWF Form #54-TR1,
Page 8

Special Explanation to
Accountholder for an IRA
Recharacterization for the
2010 Tax Year, CWF Form
#56-TREX, Page 8

© 2011 Collin W. Fritz and Associates, Ltd.
Copyright is not claimed in any material
secured from official U.S. Government
sources. Published by Collin W. Fritz and
Associates, Ltd. Subscription: $95 per year.

Seek More IRA
Contributions

An IRA custodian wants to see its IRA
deposits grow. Here are some sugges-
tions.

1. Seek SEP-IRA contributions. A per-
son can establish and fund a SEP-IRA up
through his or her tax filing deadline 
of April 18, 2011, plus tax extensions.
The maximum contribution amount is
$49,000 per year.

2. Seek more periodic contributions. In
this day and age of web banking an IRA
custodian should make it easy for a per-
son to establish an automatic transfer
from his or her checking account into
either a traditional IRA or a Roth IRA. It
should also be easy to stop this transfer,
either temporarily or permanently.
Inform the person that any contribution
is made for the tax year in which the IRA
custodian receives it.

3. Seek more Roth IRA contributions.
As long as a person still has compensa-
tion(and not too much), a person can
make a Roth IRA contribution. There is
no age 701/2 limit. There is no negative
consequence to participating in a 401(k))
plan. A person can contribute to both a
401(k) plan or a SEP-IRA and a Roth IRA.

4. Seek more traditional IRA contribu-
tions from high income clients. Now that
any person with money in a traditional
IRA is eligible to make a conversion con-
tribution to a Roth IRA, more individuals
will make nondeductible IRA contribu-
tion, if it is explained to them why they
should make such contributions. Making
a nondeductible contribution and then

converting it (assumes no other funds
within a traditional IRA) has the same
effect as making a Roth IRA contribution.
Income limits still make many individu-
als ineligible to make a direct Roth IRA
contribution. ◆

2010 IRA Contribution
Deadline is Monday, 
April 18, 2011 Due to
Emancipation Day

The federal rule is that when April 15th
falls on Saturday, Sunday or a legal holi-
day, then a tax return is considered time-
ly if filed on the next succeeding day
which is NOT a Saturday, Sunday or hol-
iday.

Emancipation Day is April 16th and it
is a legal holiday in Washington, D.C. In
some years this holiday will impact the
deadline for filing federal income tax
returns.

In 2011, April 15th falls on Friday.
However, Washington D.C. observes
Emancipation Day on Friday since it falls
on a Saturday. This means in 2011, April
15th is a holiday for federal income tax
purposes. Consequently, the filing dead-
line for all tax forms and payments
required to be filed or completed on or
before April 15th (as described in Section
6072(a), including the Form 1040
returns) will be Monday April 18th,
2011.

This April 18, 2011 deadline applies to
traditional and Roth IRA contributions,
HSA contributions and CESA contribu-
tions. ◆
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Reminder –
Upcoming Reporting Deadline

March 31, 2011 – This is the last day to file 2010
1099-R’s to the IRS if you do so electronically via
modem or the internet.

May 2, 2011 – Fair Market Value statements for
Coverdell ESAs must be furnished by this date if the 
12-31-10 FMV has not already been reported to the des-
ignated beneficiary and the individual has been
informed this FMV information will be furnished to the
IRS on Form 5498-ESA.

May 31, 2011 – This is the due date for Form 5498,
5498-ESA, 5498-SA to be provided to the accounthold-
ers and the IRS. ◆

‘Tis the Season for Withdrawing
Current-Year Contributions and
Recharacterizing a Contribution

IRA Accountholders are now visiting their tax preparers.
In some cases, these accountholders will be told they
contributed too much to their traditional IRA, Roth IRA or
both types of IRAs. They will visit you (i.e. their IRA cus-
todian) so corrective action may be taken.

The tax rules provide two ways for an individual to cor-
rect or un-do a current year contribution. A current year
contribution may be an excess contribution (i.e. an imper-
missible contribution), but need not be. An individual
may choose to un-do or correct any current year contri-
bution without having to have a qualifying reason to do
so.

Method #1 allows the individual to withdraw the excess
amount plus the related earnings. 

Method #2 allows the individual to recharacterize the
excess amount plus the related earnings.

The following discussion is intended to explain to you
and your IRA accountholders the special rules applying to
withdrawing a current-year contribution and the rechar-
acterizing of a current-year contribution.

Illustration. Jane Doe makes a traditional IRA contribu-
tion of $6,000 in September of 2010. She believes the

entire amount would be deductible. It is now March of
2011 and she has just visited her tax prepare. She was
informed she needed to withdraw $2,300. She was told
to visit her IRA custodian as soon as possible She has
instructed the IRA custodian that she wishes to withdraw
the $2,300 plus the related income. The IRA custodian
calculates the income to be $80.

CWF has prepared a special form, Special Explanation
Regarding the Withdrawal of 2010 “Current Year” Con-
tribution. This form explains how the accountholder
should handle this transaction on his or her tax return.
This is not tax advice. The IRS, in the instructions for the
Form 1099-R, asks the IRA custodian to furnish such a
notice, since in the situation of when the contribution
was made in 2010 and withdrawn in 2011, the 2011
Form 1099-R with a reason code “P” will not be fur-
nished to the accountholder until January of 2012. This
distribution must be included on the 2010 tax return,
since the law requires that the income be taxed in the
year in which the contribution was made, and not the
year for which the contribution was made. In this case,
the income is actually earned in both 2010 and 2011,
but it is taxed in 2010. If you don’t use such a form or
similar form, you should.

Use the proper forms for withdrawing current contri-
butions. 

• IRA Distribution Form (CWF #57)
• Special Explanation Regarding the Withdrawal of

2010 “Current Year” Contribution (CWF #67A)
• Worksheet to Calculate the Income Related to the

Withdrawal of a Current-Year Contribution(s)
(CWF  #67-W) ◆
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tional IRA to be a contribution to a Roth IRA, and 
(3) recharacterizing a conversion contribution.

Situation #1. Annual Roth IRA Contribution Rechar-
acterized to a Traditional IRA Contribution

Lisa Water made a $5,000 contribution to a Roth IRA
on 1-10-10, for 2010. The fair market value of this IRA
as of 12-31-10 was $5,100. Lisa is not married, and she
is not an active participant in an employer-sponsored
plan. Her MAGI for 2010 was $123,000. Therefore, she
has determined that she is not eligible to make a contri-
bution to a Roth IRA. There were earnings of $130 relat-
ed to the contribution of $5,000 as of 3-3-11. One of the
methods to correct an excess contribution is to rechar-
acterize it. She chose to recharacterize this contribu-
tion, plus earnings, on 3-3-11. Assume the fair market
value of this IRA as of 12-31-11 will be $5,400.

Step #1. Accountholder Must Instruct to Recharacterize

The individual must instruct you (the IRA custodian) to
recharacterize. The individual is required to furnish you
with very specific information. You can make his/her
task easier by making available to your accountholder a
form such as CWF’s “Notice of Recharacterization of
IRA Contribution” as set forth on page 8.

Step #2. You (the IRA Custodian) Must Furnish an Explana-
tion to the Accountholder

You should furnish an explanation to your accoun-
tholder similar to the one on page 8.

Step #3. You Will Prepare the Various Reporting Forms

1.1 You will prepare a 2010 Form 5498 to report the
original contribution to the Roth IRA of $5,000 as
shown and the FMV as of 12-31-10.

1.2 You will prepare a 2011 Form 1099-R to report the
“deemed” distribution from the Roth IRA to the tradi-
tional IRA. It should be reported as follows. Box 1 is to
be completed with the gross distribution amount
($5,130) and box 2a is to be completed with a 0.00. The
reason code in box 7 is to be an “R” for recharacteriza-
tion.

1.3 You will prepare a 2011 Form 5498 to report the
recharacterized contribution (plus earnings) to the tradi-
tional IRA of $5,130 and the balance of $5,400 as of
December 31, 2011.

Understanding the Recharacterizing 
of a 2010 Contribution in 2011

This time of year is the season for recharacterizations.
People are visiting their tax accountants. The account-
ants will be telling some of your accountholders they
should recharacterize some or all of a Roth IRA conver-
sion made in 2010. Or, they may tell the accounthold-
er that they were ineligible to make a $5,000/$6,000
contribution to their Roth IRA or that they do not wish
to make their contribution to the traditional IRA, as it is
non-deductible. The point is—you, as an IRA custodian
or trustee, can expect to see some of your IRA accoun-
tholders instruct you that they want to recharacterize a
contribution made in 2010, for 2010, before he or she
files a 2010 federal income tax return in 2011. Most
such accountholders will normally complete the rechar-
acterization on or before the tax-filing deadline for
2010. This is April 18, 2011. However, a person will
have until October 17, 2011, to recharacterize a contri-
bution. A person who timely files his or her 2010
income tax return without having made a recharacteri-
zation, may file an amended return and still make the
recharacterization within six months of the due date of
his or her return, excluding extensions.

This explanation focuses on how you can assist your
customer(s) to understand how he or she will need to
handle the recharacterization on his or her 2010
income tax return. Recharacterizations are confusing to
everyone involved. This is especially true for 2010 con-
tributions which are recharacterized in 2011, because,
as with excess contributions, these recharacterization
transactions will be reported on the 2011 Form 1099-R
and the 2011 Form 5498, which are not furnished until
January of 2012 and May 2012. These forms obviously
arrive well after the time the accountholder needs the
information to file his or her 2010 federal income tax
return. This is why the IRS requires an IRA custodian to
furnish a written explanation to the accountholder and
why the accountholder should attach a note of expla-
nation to their federal income tax return. 

Three situations are illustrated: (1) recharacterizing a
Roth IRA contribution to be a contribution to a tradi-
tional IRA; (2) recharacterizing a contribution to a tradi-



Situation #2. Annual Traditional IRA Contribution
Recharacterized to be a Roth IRA Contribution

Sara Roe made a $5,000 contribution to a traditional
IRA on 2-10-10, for 2010, rather than a Roth IRA. The
fair market value of this traditional IRA was $5,125 as of
12-31-10. Sara is not married. She is an active partici-
pant in an employer-sponsored plan. Her MAGI was
$92,000. There were earnings of $140 related to the
contribution of $5,000 as of 2-20-11. Sara has deter-
mined, on 2-20-11, she will recharacterize her tradition-
al IRA contribution to be a Roth IRA contribution,
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Continued on page 6

because she is not able to claim a deduction for her
$5,000 contribution to the traditional IRA. Assume the
fair market value of this IRA as of 12-31-11, will be
$5,300.

Step #1. Accountholder Must Instruct to Recharacterize

The individual must instruct you (the IRA custodian) 
to recharacterize. The individual is required to furnish
you with very specific information. You can make his or
her task easier by making available to your account-
holder a form such as CWF’s “Notice of Recharacteri-
zation of IRA Contribution” as set forth on page 8, or a
similar form.

Step #2. You (IRA Custodian) Must Furnish an Explanation to
the Accountholder

You should furnish your accountholder an explanation
similar to the one shown in Step #2 of Situation #1.

Step #3. You Will Prepare the Various Reporting Forms

2.1 You will prepare a 2010 Form 5498 to report the
original contribution to the traditional IRA of $5,000. It
should be reported as shown.

2.2 You will prepare a 2011 Form 1099-R to report the
“deemed” distribution from the traditional IRA to the Roth
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5000.00

X

1.1

5130.00

0.00

R

5130.00

5400.00
X

1.2

1.3

5000.00

5125.00
X

2.1

5140.00

0.00

R X

2.2
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3.2 You will prepare a 2011 Form 1099-R to report the
“deemed” distribution from the Roth IRA to the tradition-
al IRA. It should be reported as follows. Box 1 is to be
completed with the gross distribution amount ($33,900)
and box 2a is to be completed 0.00. The reason code in
box 7 is to be an “R” for recharacterization.

3.3 Prepare a 2011 Form 5498 to report the recharac-
terized contribution (plus earnings) of $33,900 to the
traditional IRA. It should be reported as shown below.

IRA. It should be reported as follows. Box 1 is to be com-
pleted with the gross distribution amount ($5,140) and
box 2a is to be completed 0.00. The reason code in box
7 is to be an “R” for recharacterization.

2.3 You will prepare a 2011 Form 5498 to report the
recharacterized contribution (plus earnings) to the Roth
IRA of $5,140. It should be reported as shown.

Situation #3. Recharacterizing a Conversion 
Contribution from a Traditional IRA to a Roth IRA

Francoise Bell converted $30,000 from her traditional
IRA to a Roth IRA on 1-15-10. The fair market value of
this Roth IRA was $15,000 as of 12-31-10 and as of 
3-1-11. She is not married. On 3-1-11, her accountant
told her she should recharacterize this amount because
of the decrease in FMV. The related income is a negative
$15,000. The recharacterized amount is $15,000. She
elects to recharacterize this conversion contribution on
3-1-11. Assume the fair market value of the traditional
IRA as of 12-31-11 will be $15,800.

Step #1. Accountholder Must Instruct to Recharacterize

The individual must instruct you (the IRA custodian)
to recharacterize. The individual is required to furnish
you with very specific information. You can make his or
her task easier by making available to your accoun-
tholder a form such as CWF’s “Notice of Recharacteri-
zation of IRA Contribution” set forth on page 8 or a sim-
ilar form.
Step #2. You (IRA Custodian) Must Furnish an Explanation to
the Accountholder

You should furnish your accountholder an explanation
similar to the one shown in Step #2 of Situation #1.

Step #3. You Will Prepare the Various Reporting Forms

3.1 You will prepare a 2010 Form 5498 to report the
original conversion contribution to the Roth IRA of
$30,000 as shown.

Recharacterizing,
Continued from page 5
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Conclusion. You will certainly be receiving requests
to recharacterize, in calendar year 2011, a contribution
which was made in calendar year 2010. Taxpayers and
their accountants are beginning to understand the con-
cept of recharacterizing a contribution as a correction
tool. The instructions for the Form 8606 state the tax-
payer is to attach a statement explaining the recharac-
terization. This explanation should indicate the total
amount recharacterized, the original contribution, the
earnings or loss, and the amount that is now
deductible, if applicable. The instructions also indicate
that an IRA custodian has the duty to furnish this same
information to the accountholder. ◆

Use the Proper Forms for 
Recharacterizations

With tax season upon us, many individuals will be
told by their accountants that, because of income lim-
its, they are not eligible to deduct their traditional IRA
contributions made for 2010. That is, they made too
much money, and are not allowed to make a
deductible contribution to their IRA. The easiest solu-
tion to this problem is to recharacterize the contribu-
tion to be a Roth IRA contribution instead.

A recharacterization can only be made for 2010, if it
is accomplished by the tax-filing deadline of the indi-
vidual plus six months. The normal tax-filing deadline
for most individuals is April 15. Generally, then, an
individual has until October 15, 2011, to recharacter-
ize an IRA contribution made for 2010.

It is important to document this recharacterization, so
that the custodians of both IRAs are aware of the trans-
action. CWF has created special forms for this situa-
tion. 

One form is CWF’s Form #54-TR “Notice of Rechar-
acterization of IRA Contribution” is recommended. It
collects the following information:

1. Type and amount of the contribution to the first
IRA that is to be recharacterized.

2. The date on which the initial contribution was
made.

3. A direction to the custodian/trustee of the first IRA
to transfer the amount of the contribution, plus the allo-
cable net income, in a trustee-to-trustee transfer to the
custodian/trustee of the second IRA.

4. The name of the first and second custodian/trustee.
5. Acknowledgement by the accountholder, current

and successor custodian that they understand the situa-
tion and the recharacterization will be handled and
reported correctly.

An institution will also want the accountholder to
understand the tax issues associated with a recharacter-
ization, and how the individual must handle it on their
tax return. CWF Form #56-TREX for 2010 provides this
information. 

The income earned on the amount recharacterized
may also be transferred with no tax penalty. This is a
valuable tax advantage. CWF has created a form to use
to calculate the applicable interest on the contribu-
tion—Form #67-W.

Of course, the applicable plan agreement must also
be completed, if the individual does not already have
the correct type of IRA established.

Summary. Recharacterizations are becoming more
popular. A financial institution will want to be certain to
document these transactions correctly. The forms used
must collect the needed information concerning the
funds in question, the accountholder, the current IRA
custodian/trustee and the successor custodian/ trustee.
CWF has these special forms available. ◆

Recharacterizing,
Continued from page 6
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