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12/31/14 is RMD Deadline
for 5-Year Rule if Death
Occurred in 2008 or 2009

This article is a reminder to an IRA cus-
todian to make sure that any nonspouse
beneficiary using the 5-year RMD rule
must close out an inherited IRA by
December 31, 2014, if the IRA accoun-
tholder died in 2008 or 2009. If not
closed, the beneficiary will owe the 50%
tax on the balance as of December 31,
2014.

The IRS acknowledged in 2009 that the
5-year rule needed to be changed on
account of the 2009 law waiving when
the IRA owner had died during 2004-
2008. The IRS ruled that 2009 would not
be used to determine (i.e. it would be
skipped) the end of the 5-year period for
determining when the IRA had to be
closed. 

Illustration. Jane Doe died in May of 2008 at the age
of 67. Her son, Mark, age 43 in 2008, had elected the 5-
year rule as the beneficiary. The balance of Jane’s IRA as
of 12/31/05 had been $28,600. What rules applied to his
situation and what options does he have? 

2009Any withdrawal amount permissible, but the year is not con-
sidered for purposes of the 5-year rule; 

2010Any withdrawal amount permissible 

2011Any withdrawal amount permissible 

2012Any withdrawal amount permissible 

2013Any withdrawal amount permissible 

2014Account must be closed by 12-31-14 

The standard 5-year rule applies to the
nonspouse beneficiary of an IRA accoun-
tholder who died on or after January 1,
2009. The inherited IRA must be closed
by December 31 of the fifth year follow-
ing the year of his or her passing. This is
December 31 2014 if the person died in
2009.

SIMPLE-IRA Summary
Description —
IRA Custodian Must Furnish
by October 2014 for 2015

What are a financial institution’s duties
if it is the custodian or trustee of SIMPLE
IRA funds? After a SIMPLE IRA has been
established at an institution, it is the insti-
tution’s duty to provide a Summary
Description each year within a reason-
able period of time before the employ-
ees’ 60-day election period. CWF
believes that providing the Summary
Description 30 days prior to the election
period would be considered “reason-
able.” The actual IRS wording is that the
Summary Description must be provided
“early enough so that the employer can
meet its notice obligation.” You will want
to furnish the Summary Description to
the employer in September or the first
week of October. The employer is
required to furnish the summary descrip-
tion before the employees’ 60-day elec-
tion period.

IRS Notice 98-4 provides the rules and
procedures for SIMPLEs. This notice is
reproduced in CWF’s 2014 IRA Proce-
dures Manual.

The Summary Description to be fur-
nished by the SIMPLE IRA custodian/
trustee to the sponsoring employer
depends upon what form the employer
used to establish the SIMPLE IRA plan.

As you are probably aware, the
employer may complete either Form
5305-SIMPLE (where all employees’

Continued on page 4
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HSA Owner’s Duty to File
IRS Form 8889

An HSA owner has a duty to file the Form 8889 (HSAs)
in certain situations. There are special rules if a person
has more than one HSA as discussed below. 

A person uses the Form 8889 to determine various tax
consequences relating to his or her HSA. The individual
reports the contributions made to his or her HSA either
by an employer or personally. The individual determines
what amount he or she is able to claim as a tax deduc-
tion. The individual also reports to what extent, if any,
the distributions are taxable and whether or not any
amount must be included in income because he or she
did not remain an eligible individual during a testing
period. 

A person must file Form 8889 if any of the following
applies:

1. Contributions were made to the person’s HSA for
the year. These contributions could have been made
by the individual, the individual’s employer or
another person or entity. Note: the Form 8889 must
be filed even if it was only the employer who made
any contributions.

2. Distributions were made from the person’s HSA
during the year.

3. The individual failed to remain an eligible individ-
ual and so must include certain amounts in income.

4. The individual acquired an interest in the HSA
because he or she had been designated as a benefi-
ciary and the HSA owner died. 

The duty to prepare and file the Form 8889 applies
even if the individual (and spouse, if married) is not
required to file Form 1040 or Form 1040-NR. In this sit-
uation, the individual must prepare and file both the
Form 8889 and the Form 1040/Form 1040-NR. A form
8889 must be filed for each HSA. 

Example #1. An individual is the HSA owner of two or
more HSAs, then he or she must complete a separate
Form 8889 for each HSA. 

Example #2. An individual is the beneficiary of two or
more HSAs, then he or she must complete a separate
Form 8889 for each HSA.

Example #3. An individual is the beneficiary of an
HSA and he or she has his or her own HSA, then he or
she must complete a separate Form 8889 for each
HSA.

Example #4. An individual is married and has his or
her own HSA and so does the spouse. A separate Form
8889 must be prepared for each spouse and each HSA. 

The IRS instructions then require an individual to
consolidate the multiple 8889 forms as follows. Enter
“statement” at the top of each Form 8889 and com-
plete the form as instructed. Next, complete a control-
ling Form 8889 combining the amounts shown on each
of the statement Forms 8889. The individual is then to
attach the statements to his or her tax return after com-
pleting the controlling Form 8889. 
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tive” approach of the Summary Description being pro-
vided directly to an employee. 

The penalty for not furnishing the Summary Descrip-
tion is $50 per day.

Special Rule for a “transfer” SIMPLE IRA.
There is also what is termed a “transfer” SIMPLE IRA.

If your institution has accepted a transfer SIMPLE IRA,
and there have been no current employer contributions,
then there is no duty to furnish the Summary Descrip-
tion. 

However, if there is the expectation that future contri-
butions will be made to this transfer SIMPLE IRA, then
the institution will have the duty to furnish the Summa-
ry Description.
Reminder of Additional Reporting Requirements

The custodian/trustee must provide each SIMPLE IRA
account holder with a statement by January 31, 2015,
showing the account balance as of December 31, 2014,
(this is the same as for the traditional IRA), and include
the activity in the account during the calendar year (this
is not required for a traditional IRA). There is a $50 per
day fine for failure to furnish this statement (with a tra-
ditional IRA, it would be a flat $50 fee). u

Is it Still Possible to Establish a 
SIMPLE-IRA Plan for 2014?

Yes, if the sponsoring business has never sponsored a
SIMPLE-IRA Plan before and if the business has not
made any contributions for 2014 to another type of
retirement plan (e.g. profit sharing plan or SEP).

A person or business can set up a SIMPLE-IRA plan
effective on any date between January 1 and October 1
of a year, provided it did not previously maintain a SIM-
PLE-IRA plan. This requirement does not apply if there is
a new employer that comes into existence after October
1 of the year the SIMPLE-IRA plan is set up and you set
up a SIMPLE-IRA plan as soon as administratively feasi-
ble after you come into existence. If it previously main-
tained a SIMPLE-IRA Plan, it can set up a SIMPLE-IRA
plan effective only on January 1 of a year. A SIMPLE-IRA
plan cannot have an effective date that is before the date
you actually adopt the plan.

SIMPLE IRAs are established at the same employer-des-
ignated financial institution) or Form 5304-SIMPLE
(where the employer allows the employees to establish
the SIMPLE IRA at the financial institution of his or her
choice).

There will be one Summary Description if the employ-
er has used the 5305-SIMPLE form. There will be anoth-
er Summary Description if the employer has used the
5304-SIMPLE form. If you are a user of CWF forms,
these forms will be Form 918-A and 918-B. 

The general rule is that the SIMPLE IRA custodian/
trustee is required to furnish the summary description to
the employer. This Summary Description will only be
partially completed. The employer will be required to
complete it and then furnish it to his employees. The
employer needs to indicate for the upcoming 2015 year
the rate of its matching contribution or that it will be
making the non-elective contribution equal to 2% of
compensation.

However, in the situation where the employer has
completed the Form 5304-SIMPLE, the IRS understands
that many times the SIMPLE IRA custodian/trustee will
have a minimal relationship with the employer. It may
well be that only one employee of the employer estab-
lishes a SIMPLE IRA with a financial institution. In this
situation, the IRS allows the financial institution to com-
ply with the Summary Description rules by using an
alternative method.

To comply with the alternative method, the SIMPLE
IRA custodian/trustee is to furnish the individual SIMPLE
IRA accountholder the following:
3 A current 5304-SIMPLE — this could be filled out by

the employer, or it could be the blank form
3 Instructions for the 5304-SIMPLE
3 Information for completing Article VI (Procedures for

withdrawal) (You will need to provide a memo
explaining these procedures.)

3 The financial institution’s name and address.
Obviously, if an institution provides the employee

with a blank form, he/she will need to have the employ-
er complete it, and, the employee may well need to
remind the employer that it needs to provide the form to
all eligible employees.

CWF has created a form which covers the “alterna-

SIMPLE-IRA,
Continued from page 1



The tax benefit is great. A person is able to convert tax-
able money into non-taxable money. Who would not
want to do this?

The federal income tax laws authorize an IRA accoun-
tholder to move IRA funds to an HSA on a tax-free basis.
IRA funds are generally taxable when distributed. In
2014 it is permissible for an IRA accountholder, age 58,
who also has family HDHP coverage and is otherwise
eligible to make an annual HSA contribution, to move
$7,550 from his or her IRA to an HSA. There is no taxa-
tion when this is done. If the individual then withdraws
funds from the HSA to pay qualified medical expenses,
that distribution too is tax-free.

What guidance has the IRS issued on Qualified HSA
Funding Distributions? The IRS issued Notice 2008-51
in June of 2008. The following rules apply to HSA fund-
ing distributions.

1. This tax-free transfer counts against the individ-
ual’s maximum annual HSA contribution for the
tax year of the transfer/distribution. Thus, if the IRA
distribution takes place in 2014, then the 2014
HSA contribution limit applies. The fact that this
tax-free transfer counts against the contribution
limit does not mean that the individual is able to
claim a tax deduction for the transfer amount. He
or she cannot. To allow a tax deduction, would be
to allow a second tax benefit in addition to the
tax-free treatment. This Notice makes clear that
the maximum contribution amount includes any
catch-up amount, if applicable. For example, in
2014, an IRA owner who is an eligible individual
with family HDHP coverage at the time of the dis-
tribution and who is age 55 or over by the end of
the year is allowed a qualified HSA funding distri-
bution of $7,550 for 2014 ($6,550 plus $1,000).
An IRA owner who is an eligible individual with
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self-only HDHP coverage, and who is age 55 or
over December 31, 2014 is allowed a qualified
HSA funding distribution of $4,300 for 2014
($3,300 + $1,000).

The maximum amount which can be trans-
ferred tax-free is determined at the time of the
transfer and not later in the year. A person who is
covered under a HDHP in March of 2014 may
transfer from an IRA to an HSA in March the “fam-
ily” amount even though later in 2014 he switches
to a “single” HDHP. The IRS has concluded that
there will be no penalty for switching to the “sin-
gle” coverage. The person is still allowed the bene-
fit of transferring the family amount. 

2. This tax-free transfer (qualified HSA funding distri-
bution) is a type of contribution. However, it is
more like a rollover contribution than an annual
contribution even though it counts against the
annual contribution limit. Therefore, the IRS has
concluded that the contribution relates to the tax
year in which the transfer is actually made and
that a person cannot use the special rule that a
contribution is timely if made before the deadline
for filing the individual’s federal income tax return
because the contribution is deemed made on the
last day of the preceding tax year. That is, an indi-
vidual cannot during the carryback period (Janu-
ary 1 to April 15) designate this special transfer as
being for the prior tax year.

3. The transaction will be tax-free only if it is done
by a direct transfer (i.e. HSA custodian to HSA
custodian). As with the tax-free charitable distribu-
tion which can be accomplished only by a direct
transfer, the IRS has determined that as long as the
check is made payable to the HSA custodian or

Why Does an IRA Accountholder Want to do a Qualified 
HSA Funding Distribution?

IRA IRA Þ Þ HSAHSA

Continued on page 6
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ond qualified HSA funding distribution
begins in August 2014 and ends on August
31, 2015.

6. An inheriting IRA beneficiary has the right to
make a tax-free transfer of his or her inherited
IRA interest to his or her own HSA. It is certain-
ly not clear that Congress intended to allow a
beneficiary to make a tax-free transfer from a
decedent’s IRA to his or her own HSA, but the
IRS has authorized such a transfer in this Notice.
And it gets better. When a beneficiary transfers
funds from his or her inherited IRA to an HSA,
such a transfer will count to satisfy his or her
IRA required distribution from the inherited IRA.

7. The IRS has adopted an approach allowing any
traditional IRA and/or Roth IRA funds to be
transferred to an HSA, including non-taxable
basis. However, if a person chooses to transfer
his or her basis from either a traditional IRA
and/or Roth IRA, the individual will not be able
to carry over this basis to his or her HSA. The
IRS has adopted the position that the general
HSA distribution rule will be applied even if a
person has transferred IRA basis into his or her
HSA. Example – an individual transfers $3,000
of nontaxable Roth IRA contributions and then
later withdraws the $3,000 from the HSA and
uses it for non-medical reasons. The individual
will owe income tax on the $3,000 and also
owe the 20% tax, if applicable. 

8. Under current IRS reporting rules, the IRA custo-
dian will report the IRA distribution as it reports
any other IRA distribution. It will be reported as
being taxable; it will be up to the individual to
complete his or her tax return to show it as
being nontaxable. The contribution made to the
HSA is reported as an annual contribution.

9. A person who has established a substantially
equal periodic payment schedule with respect to
his or her IRA is eligible to make a tax-free
transfer to his or her HSA. The amount trans-
ferred will not be taxed and will not be subject
to the 20% additional tax. However, a determi-
nation will need to be made whether or not the

trustee, then the check may be given to the individ-
ual who then delivers the check to the HSA custodi-
an or trustee.

4. A person is allowed only one tax-free transfer HSA
funding distribution during his or her lifetime. One
means one. Therefore, if a person has two or more
IRAs and wants to use amounts in multiple IRAs to
make the tax-free transfer, if eligible, the individual
must first make an IRA to IRA or Roth IRA to Roth
IRA transfer of the amounts to be distributed into a
single IRA, and then make the one tax-free transfer.
The IRS points out that a person who has both a tra-
ditional IRA and a Roth IRA will only be able to do
the transfer from one or the other IRA.

5. There is the one special situation where the law
expressly authorizes two tax-free transfers. An indi-
vidual who makes a tax-free transfer from his tradi-
tional IRA or Roth IRA to his HSA while he is cov-
ered under a self-only HDHP is permitted a second
tax-free transfer if later in the same tax year he
acquires family HDHP coverage. Both such transfers
will count against the contribution limit for the year.
Each such transfer will have its own testing period
for recapture tax purposes. Set forth below is IRS 

Example #4. Example 4. Individual C, age 38,
enrolls in self only HDHP coverage on January 1,
2014, is otherwise an eligible individual on Janu-
ary 1, and remains an eligible individual through
December 31, 2015. C owns an IRA with a bal-
ance of $12,550. A qualified HSA funding distri-
bution of $3,300 is made from C’s IRA trustee
directly to C’s HSA trustee on June 4, 2014. On
August 1, C enrolls in family HDHP coverage. A
transfer of $3,250 is made from C’s IRA trustee
directly to C’s HSA trustee on August 15, 2014.
The $3,300 and $3,250 distributions are quali-
fied HSA funding distributions. The distributions
from the IRA are not included in C’s gross
income and are not subject to the additional tax
under §72(t). The qualified HSA funding distribu-
tions of $6,550 ($3,300 + $3,250) equal C’s
2014 maximum annual HSA contribution. C’s
testing period for the first qualified HSA funding
distribution begins in June 2014 and ends on
June 30, 2015 and the testing period for the sec-

HSA Funding,
Continued from page 5

Continued on page 7
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qualified HSA funding distribution results in an
impermissible modification. If there is an imper-
missible modification, then the recapture tax of
Code section 72 applies. 

10. A literal reading of the law is that this type of
tax-free transfer may not be made from a SEP-
IRA or SIMPLE-IRA to an HSA. As with the tax-
free charitable distributions, the IRS played word
games and changed the rule to be – a person
will be able to take funds from their SEP-IRA or
SIMPLE-IRA and transfer them to their HSA as
long as such SEP or SIMPLE is not an “on-going”
plan. That is, the transfer is permissible as long
as the employer has not made an employer con-
tribution for the plan year ending with or within
the SEP-IRA or SIMPLE IRA owner’s tax year.

11. The traditional or Roth IRA custodian or trustee
is allowed to rely upon the instructions of the
IRA owner that he or she qualifies to do this tax-
free transfer as long as such representations are
reasonable. CWF Form #66-HSA obtains this
reasonable representation. Being a tax-free trans-
fer, the IRS has ruled that the withholding rules
do not apply because the IRA accountholder is
deemed to have elected out of withholding.

12. The IRS has expressly stated that an employer
has no responsibility to report whether an
employee remains an eligible individual during a
testing period. The IRS is silent as to whether or
not the HSA custodian or trustee has any duty to
do any special reporting regarding testing peri-
ods. 

Employers and Payroll Deduction
Plans or Services 

A financial institution may wish to to inform its busi-
ness clients it is willing to assist with IRA contributions
arising from payroll deductions. 

Everyone should be saving more and IRAs are an
excellent savings tool. Too many think that because he
or she is participating in a 401(k) that there is no bene-
fit to make an IRA contribution. But there is and more
individuals should make periodic IRA contributions. 

An employer may agree to assist one or more of its
employees in making traditional IRA and/or Roth IRA
contributions. That is, an employer agrees to send to an
IRA custodian an individual's IRA contribution. For
example, ABC corporation withholds $100 from Rober-
ta's wages each payroll and transmits a check to First
National Bank, to be deposited into Roberta's Roth IRA. 

An employer most likely will make this service avail-
able to all employees who would wish to take advan-
tage of the employer's offer to assist, but the employer
could choose to perform this special service for only
certain employees. An employer might require that the
IRA contributions must be made with one selected
financial institution. 

Set forth below is the IRS summary on payroll deduc-
tion IRA services. The myRA is essentially a payroll
deduction service. 

Operating a Payroll Deduction IRA
What are the employer’s administrative responsibilities?
• There is no annual filing or reporting requirement for a Payroll

Deduction IRA.
• The employee’s Form W-2 will not reflect the contributions and

will indicate that the employee is not a participant in a retire-
ment plan.

• No separate statements need to be provided to the employees.

Who is eligible for participation?
Any employee who performs services for your company is eligi-
ble to be included in a Payroll Deduction IRA. If you offer it to one
employee, then you should offer it to everyone.

What are the contribution rules?
• Employees fund their own Payroll Deduction IRA through pay-

roll withholding.
• Contributions to each employee’s account are limited.
• After employers send Payroll Deduction IRA contributions to

each financial institution, they have no further responsibility for
the amounts contributed.

Investments:
• Each employee has the freedom to move their IRA assets from

one IRA to another.
• The financial institutions selected will manage the funds.
• Payroll Deduction IRA contributions can be invested in stocks,

mutual funds, money market funds, savings accounts and other
similar types of investments.

What are the vesting rules?
Each employee is always 100% vested in (or has total ownership
of) the contributions to their Payroll Deduction IRA.

HSA Funding,
Continued from page 6



August 2014
Page 8


