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Understanding What Forms
Are Needed To Establish a
SEP-IRA

SEPs — The Last-Minute
Retirement Plan and Tax
Deduction

Jane Smith wishes to make a SEP-IRA
contribution for herself. Jane is a self-
employed horse rider/exerciser. She had
a good year and so she wants to establish
a SEP and then make a $26,000 contri-
bution to her SEP-IRA for tax year 2015.

What forms will she need to prepare?

First, as an employer (a one person
business), she must establish her Simpli-
fied Employee Pension Plan (SEP). She
will do so by completing and signing the
IRS model form 5035-SEP. Note that she
signs the form as the “employer.” The
financial institution does not sign this
form. Jane will either obtain this form
from her accountant, attorney, financial
institution or she will find it on-line at
the IRS website, www.irs.gov.

Second, as the employer, she will write
a business check for the amount of
$26,000 and she will contribute it to her
SEP-IRA. A SEP-IRA is established by a
person establishing a standard tradition-
al IRA (IRS model form 5305) and then
making a SEP-IRA contribution to it. For
2015 she is permitted to make a SEP-IRA
contribution equal to the lesser of 25%
of her adjusted business earnings or
$53,000.

We recently had a call from an IRA
representative where the IRA software
system her bank was using did not make
this clear. The system gave the idea that
the only form needed was the Form

Continued on page 2

Definitions

SEP — SEP is the acronym for Simpli-
fied Employee Pension plan. In order to
have a SEP, two requirements must be
met. First, an employer must sign a SEP
plan document which may be: (1) the IRS
model Form 5305-SEP; (2) a SEP proto-
type; or (3) a SEP plan as written specifi-
cally for that employer by an attorney.
The employer may be a gigantic corpora-
tion or a self employed person. Second,
all eligible employees must establish (or
have established for them) a SEP-IRA.

SEP-IRA — A SEP-IRA is a standard,
traditional IRA established with a finan-
cial institution to which an employer has
made a SEP-IRA contribution. The IRA
custodian is required to report SEP-IRA
contributions in box 8 on Form 5498. In
all other respects, the standard, tradition-
al IRA rules will apply to administering
SEP-IRAs. Contributions to SEP-IRAs are
always owned by the employee, once the
funds have been contributed to the
employee’s SEP-IRA.

Discussion

SEP plans may be established and
funded by the normal tax deadline, plus
extensions. A person may come into your
institution in July of 2016, and make a
SEP contribution of $53,000, for tax year
2015. If an individual has the proper
extension(s) a SEP contribution may be
made as late as October 15 of 2016, for
tax year 2015.
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Establish a SEP-IRA,
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5305-SEP. The system did not make it clear that the indi-
vidual either needed to have an existing IRA into which
the SEP-IRA contribution would be contributed or a
new SEP-IRA must be established. Both forms are need-

~m 5305-SEP

(Rev. Dacember 2004)

Simplified ployee Pensiol ividual
etirement Accounts Contribution Agreement

{Under section 408(K) of the Intornal Revenue Gode}

Do not file
wiith the Internal
Revenue Service

Department of the Treasury.
Internal Revenue Senice

makes the following agreement under section 408(k) of the
Internal Revenue Code and the instructions to this form
Article I—Eligibility Requirements (check applicable boxes—see instructions)

The employer agrees to provide discretionary contributions in sach calendar year to the individual retirement account or individual
retirement annuity (IRA) of all employees who are at least years old [not to exceed 21 years old) and have performed

Nams of amployer)

ed and so hopefully the vendor will change its system
once it is advised that a clarification is needed.

IRS statistics show that annual SEP-IRA contributions
exceed those of annual traditional IRA contributions. A
financial institution will benefit by communicating with
its business customers about the benefits of SEP-IRAs.

The tax laws do not require a person who has an
existing traditional IRA to set up a new SEP-IRA. Some
financial institutions choose for administrative reasons
to require a separate IRA, but the tax laws do not
require it. If any employee would fail to have a SEP-IRA
so the business did not make a SEP contribution for
such employee, there would be no SEP and the expect-
ed tax benefits would not apply for the sponsoring busi-
ness and other employees.

In summary, establishing a SEP is easy as long as the

services for the employer in at least

years (not to exceed 8 years) of the immediately preceding 5 years. This simpiified
employee pension (SEP) _l inoludes | does ot include employees covered under a collective bargaining agreement,
[ includes [ does not include certain nenresident aliens, and [ includes [] does not include employees whose total
compensation during the vear is less than $450"

Article Il—SEP Requirements (see instructions)

The employer agrees that contributions made on behalf of each eligible employee wil be:
Based only on the first $205,000" of compensation.

B. The same percentage of compensation for every employes,

c.

Limited annually to the smaller of $41,

00" or 25% of compensation

D, Paid to the employee's IRA trustee, custodian, or insurance company (for an annuity contract)

Employer's signature and date

Nams and file

instructions

Section references ars 1o the Intemat
Reventie Code unless othenvise noted,

Burpose of Form

Form 5305-SEP Model SEF) is used by an
smployar 1o maice an agreement to provide
benefis to all eligible employees under a
simplified employee pension (SEP) described
in section 408ik)

Do not file Form 5305-SEP with the IR
Instead, kesp It with your records.

For more intormation en SEPs and IRAs,
566 Pub. 560, Retirament Plans for S
Business (8EP, SIMPLE, and Qualified Plans)
and Individual Retirement
Arangements (IFAS)

Instructions to the Employer

simplified employee pension. A SEP is a
written arrangement (2 plan) that provides you
with an easy way to make contributions
foward your employses’ retrement income,
Under you can contribute to an
em’)loy§ s traditionsl individual ratirement
account or annulty itraditional IRAY. You make
contributions directly to an IRA set up by of

for each employes vith a bank, insurance
company, or other qualified finanaial
institution. When using Form 5305-SEP to
establish a SEP, the IRA must be a Model
traditional IRA established on an IRS form or
a master of prototyps traditional IRA for
which the IRS has issued  favorable opinion
letter. You may not make SEP contributions
t0 2 Roth IRA or a SIMPLE IRA. Making the
agreement on Fosm 5305-SEP does not
establish an empioyer IRA described in
seation 408(c).

When not to use Form 5305-SEP. Do not
use this form if you:

1. Currently maintain any other qualified
retirement pian. This does not pravent you
from maintaining ancther SEP.

2, Have any elble smplovess for whom
1RAS have not been estabiished

3. Use the services of leased employees
(described in section 414},

3 e @ member of an affisted servics
group {described in section 414(m), a
controlled group of corporations (described in
seation 414(b), or trades or businesses under
cormman control (described in sections 414(c)
and 414(aj), uniess all eligible employees of
ail the members of such groups, trades, or
businesses participate in the SEF.

Will not pay the cost of the SEP
contributions. Do not use Form 5305-SEP for
a SEP that provides for slective empioyes
contributions even if the contributions are
made under a salary recuction agreemert,
Use Form 5305A-6EP, or a nonmaodel SEP
Note. SEPs permitting elective deferrals
cannot be established after 199

Eiigible employees. Al sligible employees
must be allowed to participate in the SEP. An
eligible employae is any employee who' (1) is
atleast 21 years old, and (2) has performed
“sarvioe” for you in at least 3 of the
immediately prececing 5 years. You can
establish less restrictive eligibility
eckiramants, b not mers restictive cnes

Senvice is any work performed for you for
any period of time, however short. If you are
a member of an affiliated service grodp, a
controlied group of corporations, or tradss or
businesses undsr common control, service
includes any work performed for any period
of time for any other member of such group,
tradss, or businesses.

Exciudable employees. The following

SEP: (1) employees covered by a collestive
bargaining agresment whoss retirement
benefits were bargained for in good faith by
you and their nion, (2) nonresident slien
‘empioysss who did not sarn U.S. source
income from you, and (3) employees who
ved less than S450" in Gompensation
during the year.
Contribution limits. You may make an
annual cortribution of up to 25% of the
employee’s compensation or 541,060,
whichever is less. Compensation, for this
PUMOSs, doss not include smploysr
contribiions to the SEP or the employee’s
sompensation in excess of $205,000°. K you
o mantaln 8 salary reduction SEP,
contributions to the tur togsther may
ox excesa the smaller of $41.005° o1 2550 of
Gompensation for any employee.

You are not required to make contrioutions
every year, but wien yout do, you must
Gontribute to the SEP-IRAS of i dlighie
emplovees viho sctualy periomed sorvices

during the vear of the cortribution. This
includes eligible employees who die or quit
working before the contribution is made

Gontrbutions cannot disriminate i fovor of

Federai Insurance Gontributions Act (FIGA)

If this SEP is intended to meet the
top-heavy minimum contribution rules of
saction 416, but it does not cover all your
employees who participate In your salary
reduction SEP, then you must make minimum
contributions to IRAS established on behalf of
those employees.

Dadicting contributions. You may deduct
contribtions to a SEP subject to the limits of
section 404(h). This SEP is maintained on 2

employees o not have to be covered by the  calendar year basis and contribitions to the

two steps above are completed for a one person busi-
ness and the three steps are completed for a business
with employees.

* For 2005 and letar years, thi g adjustments.
Bulltin, and on the RS waksite at wirv irs.gov.

#any, in 2 naws releass, in the Internal Revenue

For Paperwork Reduction Act Notice, see page 2. Cat. No. 11825) Form 5305-SEP (Rev. 12-2004)

IRA — Custodial Account Application — romswsa

with the Discl: Deposit i
should be malled or dellvered to: Date
Custodian's Name Acat/inst. No.
Address Deposit Amt. For Tax Yr.
City. State __ Zip
Attn: Phone Type of Contribution

O Regular or Spousal for: O Current Year, or O Prior Year
Depositor Information " Rolloverto: O Regular IRA, or O SEP-IRA
Name O SEPfor: O Curent Year, or O Prior Year

Home Address O Recharacterization

> Transfer—From Another IRA or SEP-IRA Custodian to:
City State  Zp O Reguiar/Spousal IRA, or O SEP-IRA
County Date of Birth O Transfer—Incident to Divorce
Phone: Home Work > Transfer—Surviving Spouse Elects to Treat as Own
SSN Plan No. ) Special Roloverregarding Exxon Valdez Higation

and Postponed
Adopting this plan agreement constitutes: CWF Form #54
O theiniial adoption of an IRA plan agreement, or

O the amendment and restatement (i.e. replacement) of a previous IRA plan agreement  Your Regular or Spousal Contribution Limit

referenced as follows: If Not IF A
Tox Your Ages0  of Older
$5000  $6.0

Designation of Beneficiary . i5ams $5,500°

Socton 1501 [, These fiits may be adjusted for sostofIing changes after 2016
disoussion o you tight 1o beneiicares) Your

1A o L In he evenl of your Special Spouse's Si onsent

by chad bt ary Lalanca n your IRA shall ba pad 10 Iha olowing desiqnalad benefisary o benelciaries I
any. n

1t you reside in a stale wilh community o marital propesty lavs and you are mar

it of hlchaso encirn i of s nd o, § .t vt by 1 5 St thr Yt eI e ek s et Gyt
o nol
O thointaest of shall who haye fving < Nt
issus, such issus willlaka by righ of teprasnlation Ihe ~rmu e ll»masm Ir»nuhuslv would have  SPOuse's Notice, Certi ion of Consem and Slgn“ule
lakon i ing, e petsons o e same ciass shallshara squaly. epostor. | unckrstand

T bolciry ol o 1 a4 el | vy o o consentlo
my spouse's designalion of benefiiares. | expressly undersiand Ihal my sigralure
incicales my conson! and thal the legal efect of s signalure is fo changa

I you do not make the atove desination, hen you are chomad 10 hava olectad the ‘pro ata’ selection.
I you dasionale your spose as your sols primary benelicary, and ho or sho préceceases you then you

intend the onngont the primary Benelicia- - chegacter of the ownership of the inast | have in such IRA funds. | understand
FY165) and not pas por SUES 1o 1 6o of JOUr Spous. altomey
o sty el o olovng k) o sty o b your benlcianos) You must

check Primary or Conlingent for each benaliciary. I neilher s checked, the designalad beneliciary wil be
doamed 10 ba a primary beneliiary.

o w) Name

Spouses Signalure
Dale

Signatures and Revocation Right
——— You hava requested Ihal he Cuslodian establish an Individual Relirement

Date of Birth Jou You ety hatyour (sonl 3o
iy number) and olhor nfomaton ara ooect, In tho avont that his 1 a ol

fr—

Refationship coributon, you hereby imavocably olot 10 leal his coninbuon as a follover
cortibuton subjec 1o your gh 1o ovoko this IRA as iscussod bobow. The flos
o and condiions govering this IRA fom are contained in this appication and he
g RS Modsl Form 5305-A plan agreemant as mociied You acknovleckye halyou
H are openiny a cuslodial IRA and hal il expressly requires thal your IRA funds ba
H - @ state__Zp invosit i varous dogosi accounls as. offre by us (16 o Cuslodin) You
Date of Birth he appication,
am o Il Refromon P and Disclosure Statemen. In addion, you
Refationship
5 1o T Tho il Dl a3 1o i e o
: © 1. Tho finanvial projocion nformalion and labls as shown on the roverso
2 S
§ State __ Zip © 2. Specual Atachment. For example, a customizod dischsure satemant of
Date of Birth compule pinoul
Relationship ina linely octon 2o tho
Dischosue Slalemenl.In genetal, you hava seen (7 calencar days in which o
o tevoke lis IFA plan agreement
g
i .
§ State __ Zip bato
h Date of Birth Aulhorized Signature
‘Retationship of Custodian Dalo

Wilniss

ura o 11 Bopeator 1 Custodan, o 1 spouse & 159UFed 1o bo winesssd

[ raroT e Whito — Custodian  Yellow — Depostor (Accountholder) ©2016 Collin W, Fritz & Associates, L1d.
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Use the Proper Forms for 2015 and
2016 Recharacterizations

With tax season upon us, many individuals will be told
by their accountants that, because of income limits, they
are not eligible to deduct their traditional IRA contribu-
tions made for 2015 or that their 2015 conversion should
be undone.

A recharacterization can only be made for 2015, if it is
accomplished by the tax-filing deadline of the individual
plus six months. The normal tax-filing deadline for most
individuals is April 15. Generally, then, an individual has
until October 15, 2016, to recharacterize an IRA contri-
bution made for 2015.

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 situation.

One form, CWF’s Form #54-TR “Notice of Recharac-
terization of IRA Contribution,” is recommended. It col-
lects 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 alloca-
ble net income, in a trustee-to-trustee transfer to the cus-
todian/trustee of the second IRA.

4. The name of the first and second custodian/trustee.

5. Acknowledgement by the accountholder, and the
current and successor custodian, that they understand
the situation, and that the recharacterization will be han-
dled and reported correctly.

An institution will also want the accountholder to
understand the tax issues associated with a recharacteri-
zation, and how the individual must handle it on their
tax return. CWF Form #56-TREX for 2015 provides this
information.

The income earned on the amount recharacterized
must 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 contribution
— Form #67-W.

Of course, the applicable plan agreement must also be

Pension
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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.
CWEF has these special forms available.

Calculating the Distribution Amount
When There is Both Federal and State
Income Tax Withholding

Set forth below is the basic formula to be used to cal-
culate the amount to be withdrawn and the proper
amounts to be withheld for federal withholding and
state income tax withholding. It is assumed there is no
early withdrawal interest penalty.

A - B e -D

Amount to be Withdrawn - less federal withholding - less state withholding = Amount
request
to be
furnished.

If B, C and D are known or defined then A (Amount
to be withdrawn from the IRA) can be determined.

For example, if D is $1,000 and B is 10% and C is
5.3%, then A is $1,180.64 determined by dividing
$1,000/.847,

If the amount to be withdrawn is x, then federal with-
holding is .10x and state withholding is .053x. The
individual is to receive .847x.

This is 1.0 minus .10 minus .053 or .847.

$1,000 = .847x, x = $1,000/.847 and x =$1,180.64.
Federal withholding is 10% of $1,180.64 or $118.07
State withholding is 5.3% or $62.57.

The rate of federal and state withholding may vary
and need not be 10% and 5.3%. Let's assume 25% for
federal withholding and 5.1 % for state withholding.

1.0-.25-.051 =1.0-.301 =.699

$1,000/.699 = $1,430.62.

Federal withholding is 25% of $1,430.62 or $357.66
State Withholding is 5.1% of $1,430.62 or $72.96
$1,430.62 - $357.66 - $72.96 = $1,000.
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Understanding When Reason Code G
Is to Be Used and When It Is Wrong
to Use Code G

There are numerous terms used to describe the move-
ment of IRA funds and pension funds - actual distribu-
tions, deemed distributions, direct rollovers, rollovers,
non-reportable transfers and reportable transfers.

Although the IRS has issued some guidance, everyone
would benefit if the IRS would issue more comprehen-
sive guidance.

This article discusses direct rollovers and the use of
reason code G on the Form 1099-R. The primary use of
reason code G is when an individual’s 401(k) funds are
directly rolled over to an IRA custodian for the benefit
of an individual’s traditional IRA. In a direct rollover the
disbursement check issued by the 401(k) plan lists the
IRA custodian as the check’s payee for the benefit of a
specified individual’s traditional IRA. This check may
look like a transfer check. but it is not since the 401 (k)
plan is not an IRA plan or vice versa.

Some tax accountants and some IRA personnel mis-
takenly believe that IRA funds are eligible to be directly
rolled over to another IRA in the same way that 401(k)
funds can be directly rolled over. And they believe that
reason G is to be used to report this movement.

IRA funds are ineligible to be directly rolled over to
another IRA so it would be improper to use reason G.
By statutory definition there cannot be a direct rollover
of IRA funds from one IRA to another IRA. A direct
rollover requires that a pension plan (and not an IRA)
makes a deemed distribution to an IRA or another pen-
sion plan. An actual distribution to an individual does
not occur.

For example, Jane Doe instructs that she will have her
vested 401(k) balance of $40,000 directly rolled over
into her traditional IRA with IRA custodian #1. The
401(k) plan will issue her a Form 1099-R with $40,000
in box 1 (gross amount), 0.00 in box 2a (taxable
amount) as there has been a rollover) box 4 (withhold-
ing will have a 0.00 or be blank) and box 7 will have a
reason code G (direct rollover). The IRA custodian will
prepare a Form5498 for Jane showing in box 2 that she
made a rollover contribution of $40,000.

March 2016
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The standard pension plan distribution rule is, if a per-
son is eligible to directly rollover his or her vested
account, but elects not to, the plan must withhold 20%
of the distribution amount and will pay the individual
80%. That is, for the 20% mandatory withholding rule
to not apply, the participant must elect to have a direct
rollover. And most do. The mandatory 20% withholding
rule does not apply to a distribution of IRA funds. The
IRA rule is, the IRA custodian will withhold 10% of the
distribution amount unless the individual instructs to
have no withholding or to have more withheld.

How does one move IRA funds from one IRA to
another IRA if he or she cannot do a direct rollover?

The first answer is, one moves the funds via a nonre-
portable transfer.

The IRS, for a long time, has authorized that funds
may be transferred from one IRA to another IRA. In a
transfer, the disbursement check lists the IRA custodian
as the payee. Transfers are non-reportable. In order to be
considered a transfer, the movement of funds must be
between the same type of plan (e.g. a QP-to-QP trans-
fer, an IRA-to-IRA transfer, a 403(b)-to-403(b) transfer, a
Roth IRA-to-Roth IRA transfer, etc.)

Concerning IRA-to-IRA transfers, the IRS” instructions
state: Transfers. Generally, do not report transfers
between trustees or issuers (unless they are direct
rollovers from qualified plans) that involve no payment
or distribution of funds to the participant, including a
trustee-to-trustee transfer from one IRA to another
(unless they are recharacterized IRA contributions or
Roth IRA Conversions) or from one tax-sheltered (sec-
tion 403 (b)) arrangement to another.

An IRA custodian who sends a check to another IRA
custodian in the format, “First Bank IRA custodian fbo
Jane Doe,” should do so only if a transfer form has been
completed by the three parties involved.

The second answer is, the person takes an actual dis-
tribution and then makes a rollover contribution. Or, the
person takes a deemed distribution (i.e. the check is
made payable to IRA custodian #2 fbo of the individ-
ual’s IRA) and then he or she makes a a rollover contri-
bution. This approach assumes the individual satisfies
the standard IRA rollover rules - any RMD s ineligible,
60 day rule and once per year rule.
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The IRA custodian distributing the IRA funds is
required to prepare a Form 1099-R using the name and
social security number of the individual. The reason
code to be used will be the standard codes 1 if the indi-
vidual is under age 59'/2 and 7 if the individual is age
59'/2 or older. A long time ago the IRS had a code 2 to
be used if a person had indicated that he or she intend-
ed to make a rollover contribution. The IRS changed its
procedures by no longer using code 2 for this purpose
since the IRS learned that many individuals may initial-
ly believe they will make a rollover contribution, but
they never do. Reason code G is not to be used. The
individual will need to complete lines 15a and 15b of
his or her tax return to show the distribution is not tax-
able because he or she made a rollover contribution.

The IRA custodian receiving the IRA funds is required
to report the rollover contribution in box 2 of Form
5498.

Set forth below is an excerpt from the IRS chart
describing the use of reason code G.

Note that a direct rollover must come from a qualified
plan or other employer sponsored plan and NOT from
an IRA. The deemed distributed funds may go into
another qualified plan or an IRA.

Also note there is an explanation that a direct payment
from an IRA (note not called a direct rollover) to an
accepting employer plan may be coded as a G. Yes, it is
confusing. But these IRA funds are going into an
employer plan and not an IRA.

In summary, a direct rollover does not occur when
funds are moved from one IRA to another IRA and using
reason Code G on the Form 1099-R will subject the IRA
custodian to being fined $250 for preparing an incorrect
Form 1099-R.

Pension
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Form 5329 - Reporting Additional
IRA Taxes

A person is required to file Form 5329 to report the
6% tax for an excess contribution, the 10% tax for an
early distribution and the 50% tax for a missed required
distribution. Additional tax penalties most likely will be
imposed if Form 5329 is not filed when required.

Who must complete and file Form 5329?

1. A person who failed to take his or her 2015
required distribution. This can be the IRA accounthold-
er or an inheriting beneficiary.

2. A person who made an excess contribution for
2015 or there was a tax due on the 2014 Form 5329.
Note that form 5329 must be completed and filed even
if the individual has corrected the excess contribution
situation by withdrawing the excess contributions.

3. A person who received an early distribution from a
Roth IRA and withdrew some earnings which must be
included in his or her income.

4. A person who received more than one early distri-
bution from a traditional IRA.

5. A person who received a form 1099-R with a rea-
son code 1 in box 7 indicating an early distribution from
a traditional IRA, but the individual is claiming that he
or she meets one of the listed exceptions to the 10% tax.

6. A person who received a form 1099-R without a
reason code 1 in box 7 indicating an early distribution
from a traditional IRA, but the individual is claiming that
he or she meets one of the listed exceptions to the 10%
tax or the exception does not apply to the entire distri-
bution.

Normally the Form 5329 will be attached to the per-
son’s Form 1040 or Form 1040NR. Note that a person
required to file Form 5329 is ineligible to use Form

Continued on page 8

G—Direct rollover and direct payment.

a FRoth IRA. Use Code H.

Use Code G for adirect rollover from a qualified plan, a section 403(b) plan, or a
governmental section 457(b) plan to an eligible retirement plan (another qualified
plan, a section 403(b) plan, a governmental section 457(b) plan, or an IRA). See
Direct Roffovers, earlier. Also use Code G for a direct payment from an IRAto an
accepting employer plan, and for IRRs that are direct rollovers.

Note: Do not use Code G for a direct roflover from a designated Roth account to

4, B, orK

H—Direct rollover of a designated Roth account

distribution to a Roth IRA. to a Roth IRA.

Use Code H for a direct rollover of a distribution from a designated Roth account |4
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Reminder- A Person With an Inherited
Traditional IRA May Make a Qualified
HSA Funding Distribution

The tax rules permit a person to move funds from his
or her traditional IRA to his or her HSA and this move-
ment is tax- free. The individual benefits since the gen-
eral tax rule is that funds within the traditional IRA will
one day be taxable whereas if the individual withdraws
the funds from the HSA and uses them to pay qualified
medical expenses the distribution is tax free.

The individual must meet the standard eligibility rules
to make a qualified HSA funding distribution. The indi-
vidual must be HSA eligible for the current year. The
individual can never have made a prior qualified HSA
funding distribution. The check or funds cannot be dis-
tributed from the IRA to the individual who then recon-
tributes the funds into his or her HSA. The IRA funds
must be withdrawn by the IRA custodian and paid to the
HSA custodian for the benefit of the individual’s HSA.
This is a special type of transfer and IRS reporting forms
must be prepared by the IRA custodian (Form 1099-R)
and by the HSA custodian (Form 5498-SA).

In Notice 2008-51 the IRS issued guidance that an
individual with an inherited IRA could use it to make a
qualified HSA funding distribution and the IRS also stat-
ed the person could take this special distribution into
account for the required distribution relating to the
inherited IRA. This was a double bonus.

The IRS policy was set in 2008. Our reading of the
current IRS administration is that it would not have
adopted such a policy in 2008.

Set forth on the adjacent page are the IRS instructions
to the individual for Form 1040 as to how he or she pre-
pares the federal income tax return to reflect the quali-
fied HSA funding distribution. See page 26 of the 2015
instructions for Form 1040. Most likely, the 2016 IRS
forms and instructions will be very similar to the 2015
forms.

In 2016 a person under age 55 with single HDHP cov-
erage for all of 2016 is eligible to make a qualified HSA
funding distribution of $3350 and $4350 if age 55 or
older as of December 31, 2016.
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In 2016 a person under age 55 with family HDHP
coverage for all of 2016 is eligible to make a qualified
HSA funding distribution of $6750 and $7750 if age 55
or older as of December 31, 2016.

Qualified Reservist Repayments

The general IRA contribution rule is that a person may
contribute the lesser of 100% of his or her compensa-
tion or $5,500/$6,500, as applicable. There is a major
exception, a person may also be eligible to repay a
qualified reservist distribution. This repayment is in
addition to the regular IRA contribution limit as long as
certain rules are met.

First, a person’s repayment cannot be more than the
amount the individual withdrew as qualified reservist
distributions. The individual would have included such
amount in his or income for the year of receipt, but
would not have owed the 10% additional tax.

Second, a person has two years from the date his or
her active duty ends to make his/her repayment contri-
bution.

A repayment contribution is a non-deductible contri-
bution. A person is to include such repayment with any
other nondeductible contributions, if any, made for such
year on line 1 of Form 8606.

Example, Jane Doe’s contribution limit for 2015 is
$5,500. She was an active participant in a pension plan
for 2015. She is eligible to claim a tax deduction for
$4,000, but $1,500 of her contribution is nonde-
ductible. She is also eligible to repay a $4,500 qualified
reservist distribution she received in 2012. This means
she is eligible to contribute $10,000 to her traditional
IRA as follows - $4,000 as deductible, $1,500 as nond-
eductible and $4,500 as a nondeductible repayment.
She will need to file the 2015 Form 8606 and include
$6,000 on line 1.

Be ready to assist with repayment IRA contributions.
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Department of the Treasury—Intemal Revenue Service
U.S. Individual Income Tax Return
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OMB No. 1545-0074

IRS Use Only—Do not write or staple in this space.

For the year Jan. 1-Dec. 31, 2015, or other tax year beginning , 2015, ending .20 See separate instructions.

Your first name and initial Last name Your social security number

If a joint return, spouse’s first name and initial Last name Spouse's social secl.rity number

Home address (number and street). If you have a P.O. box, see instructions. Apt. no. A Make sure the SSN(s) above

and on line 6¢ are comect.

City, town or post office, state, and ZIP code. If you have a foreign address, also complete spaces below (see instructions). Presidential Election Campaign
Check here if you, or your spouse if filing

Foreign country name Foreign province/state/county Foreign postal code ': ';:E m! ﬁlma ml thﬁm';xh:hm
refund. [[] You []spouse

Filing Status

Check only one
box.

1 [ single
2 [ Married filing jointly (even if only one had income)
3 [ Married filing separately. Enter spouse’s SSN above

and full name here. b

4 l:] Head of household (with qualifying person). (See instructions.) If
the qualifying person is a child but not your dependent, enter this
child's name here.

5 [] Qualifying widow(er) with dependent child

6a D Yourself. If someone can claim you as a dependent, do not check box 6a .

= ] Boxes checked

Exemptions on 6a and 6b
b Shouse T G TNt~ oatama
o | ooy | campn | OO Chedvitge
: : O g{:u due to divorce
[J rnonz tha:n four O (see instructions)
ines?:;:ti?)rl]'l 5s .asr:iie ] ‘;l;tpendent.s:&?g
check here »[] 5 [ Add kst oh D
d Total number of exemptions claimed - lines above P
Income 7  Wages, salaries, tips, etc. Attach Form(s) W-2 7
8a Taxable interest. Attach Schedule B if required 5w mw B 5 8a
b Tax-exempt interest. Do notinclude online8a . . . | 8b | |
s:_’g"h*';:’:;ﬁ 9a Ordinary dividends. Attach Schedule B if required 2| Ba
shach Eoiink b Qualified dividends e |
W-2G and 10  Taxable refunds, credits, or offsets of state and IncaJ income taxes 10
1099-R if tax 11 Alimony received . 2 : 11
Wes withheid. 12 Business income or (loss), Attach Schedule G or C-EZ . 12
. 13  Capital gain or (loss). Attach Schedule D if required. If not requwed check here > D 13
If ﬁouﬂdznot 14  Other gains or (losses). Attach Form 4797 . A Al e EE e 14
g:efi’nst;uéztions. 15a |RA distributions 15a b Taxable amount 15b
16a Pensions and annuities | 16a b Taxable amount . 16b
17 Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E 17
18  Farm income or (loss). Attach Schedule F . 18
19  Unemployment compensation e e e e e e 19
20a  Social security benefits | 20a | | | b Taxable amount
21 Other income. List type and amount 21
22  Combine the amounts in the far right column for lines 7 through 21. This is your total income » 22

IRS Instructions for Lines 15a and 15b of Form 1040

Exception 4. If the distribution is a
health savings account (HSA) funding
distribution (HFD), enter the total distri-
bution on line 15a. If the total amount

distributed is an HFD and you elect to

exclude it from income, enter -0- on

line 15b. If only part of the distribution
is an HFD and you elect to exclude that
part from income, enter the part that isn't
an HFD on line 15b unless Exception 2
applies to that part. Enter “HFD” next to

line 15b.

I

An HFD is a distribution made di-
rectly by the trustee of your IRA (other
than an ongoing SEP or SIMPLE IRA)
to your HSA. If eligible, you generally
can elect to exclude an HFD from your
income once in your lifetime. You can't
exclude more than the limit on HSA
contributions or more than the amount
that would otherwise be included in your
income. If your IRA includes nondeduc-
tible contributions, the HFD is first con-
sidered to be paid out of otherwise taxa-
ble income. See Pub. 969 for details.

The amount of an HFD re-
duces the amount you can con-
tribute to your HSA for the
vear. If vou fail to maintain eligibility
Jor an HSA for the 12 months following
the month of the HFD, you may have to
report the HFD as income and pay an
additional tax. See Form 8889, Part I11.

CAUTION
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1040A, 1040EZ or T040NR-EZ. In limited situations the
Form 5329 may be completed and filed by itself.

In two situations a person need not file the Form
5329. First, if the person rolled over the distribution, the
10% tax is not owed and so the form need not be pre-
pared. Second, if you only received one Form 1099-R
with a reason code 1, then the person is permitted to
enter the amount owing (10% times the distribution
amountjon line 59 of Form 1040. The person is to put a
“No” to the left of the line to indicate that he or she is

not required to file Form 5329.

CWF’s Recharacterization Forms

These forms are discussed in the article,

“Use the Proper Forms for 2015 and 2016
Recharacterizations,” page 3.

Notice of Internal Recharacterization of IRA Contribution

To: Custodian/Trustee

Name Date

Address Phone

City State ___ Zip.

From: Depositor or Grantor

Name SSN

Address Date of Birth
Phone: Home

City State ___ Zip. Work _

The Original Contribution The Recharacterized Contribution

Account Number: AccountNumber: _— -
Date of Gt i Date of C i
Amount:

Amount:
Type of Original Contribution (Check only one) Type of Recharacterized Contribution

O 1. Conversion/Rollover to Roth IRA from a traditional IRA——1. Return to the traditional IRA

O 2. Conversion to Roth IRA from a SEP-IRA or SIMPLE-IRA —2. Return to the SEP-IRA or SIMPLE-IRA

O 3. Annual contribution to a Roth IRA for tax yr 3. Annual to a traditional IRA for the same tax year
© 4. Annual contribution to a traditional IRA for _ tax yr—4. Annual contribution to a Roth IRA for the same tax year

O 5. Transfer or rollover to a SIMPLE-IRA from a traditional IRA —»5. Return to the traditional IRA

O 6. Conversion/Rollover to Roth IRA from an employer ————6. Return to a traditional IRA

sponsored plan (other than a rollover of Designated Roth funds)

Instruction & A t to Rech ize Ack ledgments & Sig
I elect to $ Depositor or Grantor
Which is O all or O a portion of my original contribution. | acknowledge that you have instructed me to consult with my
legal or tax advisor because of the complexity and importance of
Itis adjusted by: this matter. | have read the information on the reverse side of this
sheet. This recharacterization is being made on or before the due

a. Related Earnings (losses)
b. Interest Penalty Fee
c. Administrative Fee

date (including extensions) for filing my individual federal income
tax return for the taxable year for which the contribution was
made or other applicable deadline. | expressly assume all respon-

d. Other _—
e Net Amount sibility for this recharacterization of IRA funds. | realize that my
. R . election to ize my is .

Description of Assets Being Recharacterized
Depositor or Grantor:
Date:

IRA Custodian/Trustee:
We receiving your i

We will report the original contribution on Form 5498. We will
report the distribution for recharacterization on Form 1099-R per
the current IRS instructions, and we will also report the recharac-
terization contribution on a Form 5498.

Custodian/Trustee:

Date:

Special Notice. A person who recharacterizes an IRA contribution needs to follow the pertinent IRS instructions for recharacterizations
set forth for Form 8606. In general, you will need to attach an explanation to your tax return. Your IRA custodian/trustee should be fur-

nishing you with a special form(s) to be used to provide this explanation.

Pink — ©2015 Colin W, Fritz & Associates, Ltd
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Special Explanation to Accountholder for an IRA
Recharacterization for the 2015 Tax Year

(Name of Accountholder)

The purpose of this special explanation is to provide you with information about your
recharacterization. You recharacterized a contribution which you made for the 2015 tax year.
You will need to properly report and explain your recharacterization when you file your 2015
federal income tax return. We have furnished to you a copy of the /RA Recharacterization
Form which you executed. You will also want to review the 2015 instructions for Form 8606.
The IRS’ instructions require you, as the IRA accountholder, attach an explanation to your
income tax return indicating the original contribution amount, the amount which was
recharacterized, and the amount of earnings which was recharacterized. You may attach a
copy of the IRA Recharacterization Form for this purpose.

In some situations you will need to do more than just attach an explanatory statement. If both
the original contribution and the recharacterization occurred during 2015, then you must also
include on the 2015 tax return the amount deemed distributed from the one IRA on Form
1040, line 15(a) (or similar form). This is the gross amount you recharacterized. You should
also complete line 15(b), the taxable amount, with zero. If the recharacterization of the
contribution for 2015 occurred in 2016 then you only need to attach the explanatory statement.

Accountholder Date
Custodian, Date
Workshe.
et to Calcyl
— to ate the Incom
P—— a Fiecharactenzed Contribfu,je’ated
Name rustee Information n
Address
;.‘v!y -
o ———
P P—
Accountholge,
Name
Home Address

City

SCWﬂry - s oo
SN \Dafemamh —_—
IRA AW PlanNo,
Where Initia) ¢ -
ontribution wag Made IRA Account Information wy
N Whey

Account Number Cont re the R
Type: ’)Traa\ ontribution is gej @ Recharacteri,
itional O Rotpy Accoun Ing Made zed
t Number
Type: O 1 \
ditional O Roty
h

earned with res
Pect to a curr,
tructed that it ent-year contripyt, ;
may be ) ion which is being iy
income or ey o 2% Wt 12Dect 10,0 rechapacten being withdrawn
% 3PPicable for the recharacterigeg o e " 7 MUla

contribution,

Date of Conmbunon(s)

Amount of Ccnm‘auﬂon(s)

Date of Recharactenzatmn
1. Amount of
Current-year Confnbution(s) to be Rechar: Cte
acteriz

2. Adjusteq Closing Balance: B

a  FMV ; o

(FMV\A—mFr‘ned!ately prior to wrmdrawal) o
. Dygm();n "Incipal + Interest + Accrued Interg e
'ons during ‘Computation Period o=
2(b).

C T I
otal Adjusteq Closing Balance (line 23 4+ 2b)
_—

3. Adjusted i
e zrismng Balance: T
sl pmemately Prior to contribution) -
b Coms ; rincipal + Interest + Accrued |nt o
o e : 1ons during Computation Pperiod eresh
ljusted Opemng Balance (line 3a + 3b) o
_
4. Subtract
tline 3c from line 2¢ (thig may be a negativ b

» '€ number) -

5. Divide line
4 by line 3¢ (a quotient to 6 decvma!pVacss) )
8. Income (los:
S) felated to the ¢
urrent- ’
Hecharacrervzsd (multiply fine Sby hr‘:::; cortibuton serg -
7. Total
amount to be Recharacterizeq (line 1 + g) ’

T 7
Signature of Custog; Mo L

Signature of Accounthoigey

IRA#67 Additional Discussion — See Reverse Side
ide

Recharactorization o1,
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