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Understanding What Forms
Are Needed to Establish a
SIMPLE IRA Plan And a SIM-
PLE IRA

In order to establish its SIMPLE IRA
plan, a sponsoring employer must exe-
cute either the IRS Model Form 5304-
SIMPLE or the Form 5305-SIMPLE.

Each eligible employee must establish
his’/her own SIMPLE IRA to receive elec-
tive deferrals and the employer’s match-
ing or non-elective contribution. The IRS
has two model forms for this - a Form
5305-S (trust) and a Form 5305-SA (cus-
todial).

CWF Form 941 uses/incorporates Form
5305-S. CWF Forms 940 and 942
use/incorporates the custodial version,
Form 5305-SA.

These two forms do not discuss or ref-
erence what form the employer complet-
ed in order to establish its SIMPLE IRA
plan. These forms authorize the trustee or
the custodian to accept contributions
made on behalf of a participant under
the employer’s SIMPLE IRA plan.

Some IRA representatives are confused
because the IRS does not have a 5304
version for an individual to establish
his/her SIMPLE IRA.

One can see a person thinking the IRS
might have another 5304 SIMPLE IRA
form to be used by the individual, but
this form has not been written by the IRS
as the IRS does not think it is needed.

SEPs — The Last-Minute
Retirement Plan and Tax
Deduction

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.

5305-SEP. The system did not make it
clear that the individual 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 needed and so hopefully
the vendor will change its system once it
is advised that a clarification is needed.

Continued on page 2
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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 exist-
ing traditional IRA to set up a new SEP-IRA. Some finan-
cial 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 expected tax
benefits would not apply for the sponsoring business
and other employees.

In summary, establishing a SEP is easy as long as the
two steps above are completed for a one person busi-
ness and the three steps are completed for a business
with employees.

Discussion

SEP plans may be established and funded by the nor-
mal tax deadline, plus extensions. A person may come
into your institution in July of 2017, and make a SEP
contribution of $53,000, for tax year 2016. If an indi-
vidual has the proper extension(s) a SEP contribution
may be made as late as October 18 of 2017, for tax year
2016.
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+m 5305-SEP

(Rev. December 2004) Ret

Simplified ploy F

i OMB No. 1545-0499

Do not file

Department of the Treasury
Internal Revenue Service

(Under section 408(k) of the Internal Revenue Code)

with the Internal
Revenue Service

Name of employer)

Article I—Eligibi

(check appli b

The employer agrees to provide discretionary contributions in each calendar year to the individual retirement account or individual
years old (not to exceed 21 years old) and have performed
years (not to exceed 3 years) of the immediately preceding 5 years. This simplified
employee pension (SEP) [ includes [ does not include employees covered under a collective bargaining agreement,
[0 includes [ does not include certain nonresident aliens, and [] includes [1 does not include employees whose total

retirement annuity (IRA) of all employees who are at least

services for the employer in at least

compensation during the year is less than $450"

Article l—SEP Requirements (see instructions)

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

B. The same percentage of compensation for every employee.
. Limited annually to the smaller of $41,000* or 25% of compensation.

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

makes the following agreement under section 408(K) of the
Internal Revenue Code and the instructions to this form.

instructions)

Employer's signature and date

Name and title

Instructions

Section references are to the Internal
Revenue Code unless otherwise noted.

Purpose of Form

Form 5305-SEP (Model SEP) s used by an

ent to provide
benefits to all eligible employees under a
simplified employee pension (SEP) described
in section 408(K).

Do not file Form 5305-SEP with the IRS.
Instead, keep it with your records.

For more information on SEPs and IRAs,
see Pub. 560, Retirement Plans for Smal
Business (SEP, SIMPLE, and Qualified Plans),
and Pub. 590, Individual Retirement
Arrangements (IRAS).

Instructions to the Employer

plified employee pension. A SEP is
\written arrangament (e plan) that provides you
with an easy way to make contributions
toward your employees’ retirement income.
Under a SEP, you can contribute to an
employee’s traditional individual retirement
account or annuty (traditional IRA). You make
contributions directly to an IRA set up by or
mployee with a bank, insurance

company, or other qualified financial
institution. When using Form 5305-SEP to
estabish a SEP, the IRA must be a Model
traditional IRA established on an RS form or
a master or prototype traditional IRA for
which the IRS has issued a favorable opinion

tter. You may not make SEP contributions
to a Roth IRA or a SIMPLE IRA. Making the
agreement on Form 5305-SEP does not
establish an employer IRA described in
section 408(c).

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

1. Currently maintain any other qualified
retirement plan. This does not prevent you
from maintaining another

2. Have any eligible employees for whom
IRAS have not been established.

3. Use the services of leased employees
(described in section 414(n).

4. Are a member of an affiliated service
group (described in section 414(m), a
controlled group of corporations (described in
section 414(b), or trades or businesses under
common control (described in sections 414(c)
and 414(0)), unless all eligible employees of
all the members of such groups, trades, or
businesses participate in the SEP.

5. Will not pay the cost of the SEP
contributions. Do not use Form 5305-SEP for
a SEP that provides for elective employee
contributions even if the contributions are
made under a salary reduction agreement.
Use Form 5305A-SEP, or a nonmodel SEP.
Note, SEPs permiting electve deferais
cannot be established after 199

ible employees. Al eligible employees
must be allowed to participate in the SEP. An
eligible employee is any employee who: (1) is
Jeast 21 years old, ahd @) has pertormedd

" for you in ot losst 3 o the
wmmema(e\y preceding 5 years. You can
cxtablsh lost restictive sigibilty
requirements, but not more restrictive ones.

ervice is any work performed for you for
any period of time, however short. If you are
mber of an affiiated service group, a

controlled group of corporations, or trades or
businesses under common control, service
includes any work performed for any period
of time for any other member of such group,
trades, or businesses.

Excludable employees. The following
employees do not have to be covered by the

SEP: (1) employees covered by a collective
bargaining agreement whose retirement
benefits were bargained for in good faith by
and their union, (2) nonresident alien

employees who did not ear U.S. source
income from you, and (3) employees who
received less than $450 in compensation
during the year.

Contribution limits. You may make an
annual contribution of up to 25% of the
amployee's compensation or 841,000
whichever is less. Gompensation, for this
purpose, does not include employer
contributions to the SEP or the employes's
compensation in excess of $205,000", If you
also maintain a salary reduction SEP,
contributions to the two SEPs together may
ot exceed the smaller of $41.000° or 25% of
compensation for any employs

vou are not requweu o make contistions

jear,
oot o e Se \RAS % gl
mployees who actually performed services
Gurng the year of the contrbution. This
includes eligible employees who die or quit
working before the contribution is made.

Contributions cannot discriminate in favor of
highly compensated employees. Also, you may
not integrate your SEP contributions with, or
offset them by, contributions made under the
Federal Insurance Contributions Act (FICA)

If this SEP is intended to meet the
top-heavy minimum contribution rules of
section 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.

ducting contributions. You may deduct

contributions to a SEP subject to the limits of
section 404(h). This SEP is maintained on a
calendar year basis and contributions to the

* For 2005 and later years, this amount s subject
Bulietin, and on the IRS website at

the increase, if any,

i the Internal Revenue

For Paperwork Reduction Act Notice, see page 2.

Cat. No. 118250

Form 5305-SEP (Rev. 12-2004)

IRA — Custodial Account Application - romsusa

with the Di: Deposit Information
should be malled or delivered to: Date
Custodian's Name Acct/Inst. No.
Address Deposit Amt For Tax Yr.
City. State ___ Zip
Attn: Phone Type of i
O Regular or Spousal for: O Current Year, or O Prior Year

Depositor Information O Rollover to: O Regular IRA, or O SEP-IRA
Name O SEPfor: O Current Year, or O Prior Year
Home Address > izati

State ___ Zip > Transfer—From Another IRA or SEP-IRA Custodian to:
County Date of Birth o IRA, or O SEP-IRA
Phone: Home Work Transfer—Incident to Divorce
SSN Plan No. Trans'er Surviving Spouse Elects to Treat as Own

Rollover regarding Exxon Valdez litigation

Adopting this plan agreement constitutes: o Repaymem and Postponed Contributions — Complete
O the initial adoption of an IRA plan agreement, or CWF Form #54
O the amendment and restatement (i.e. replacement) of a previous IRA plan agreement

referenced as follows:

Designation of Beneficiary

Secon 1.t il Vil of e il PelromentCustodi Accau (Forn 53054) cories an portat

dscussion of

A bonaicary desiiaions wi 1559601 the reeronced IRABGCeouT, n e cvent o your deah you here

Your Regular or Spousal Cont

2012 5,000
2013-2017 $55500°  $6,500°
“These limits may be adjusted for cost of living changes after 2016

IfNot If Age 50
$6,000

by et ary oaanee m your oA ahall 56 i 9 h follwing dosigneted benefiy or bonaaros
osult

. then you wis

> the interest of that decsased beneficary, is o her issue and spouse, if any, shall terminate totally and
the percentage share of any surviving beneficiary(es) shal increase on a pro rata basis; or
O th nretofhat doceased bonatiayshll b pd o i o ssue o aav o ho v g
oased benefciary would have
\aken i ing, and persons of he same clss shallshre eaually I 1 csceased boneliary has no -
ing issue, but does have a sunviving spouse, such spouse wil receive the deceased beneficiary's share.

ssue, such issue will tako by right of representation tho share tho decy

uniess the following box is checked (

1f you 60 not make the above designation, then you are deemed 1o have elected the “pro rata” selection.
If you designate your spouse as your sole primary beneficiry, and he or she predaceases

ansiored to
rylen) e ot pessper ipas o e esue o your o

P
0 heroby dasignate ho folowing ndacualcy andor eniiy{es) to be your benefiary(es), You must
chock By or Comingon o sack bonehcny. I ncins 15 Shesked e desgmaed sonehay i 50

eemed to be a primary beneficiary.

Special P 's Si onsent

1f you reside i a site with communiy or maria propert laws and you are mar-

ried and you wish to name a person(s) other than or in addition to your spouse as.

he beneliiay,then you need 1o blain your spouse’s consen. Otherwise you do
not

Spouse's Notice, Certification of Consent and Signature

1am the spouse of the IRA deposior | understand thal my spouse wishes (o name

3o kel obar hr o b ooyl ey gon o ccaer o
neliciaris.

inlcatos my conse and tna i fegal foct of s Snatur & o change the

" character of the ownership of the intrest | have in such IRA funds. | understand

that

O O Name Date
§ § aoress ] i and ion Right
§ < City State ___ Zip You have requested that the Custodian establish an Individual Retirement
SSN Date of Birth Account (IRA) for you. You corty that your tax identfication number (social sec
e ity number) and otner informaion are correi. I the even that tis is a rolver
Share % Relationship contriuion, you hereby irfevocably elect to reat his conlribution as a rollover
. contriouton subject o your right {0 avoke this IRA as discussed below. The ruies
© O Name and conditions governing this IRA form are contained in this application and the
g 7 Address RS Model Form 5305-A plan agreement as modfied. You acknowledge hat you
i " are opening a custodial IRA and hal i expressly requires thal your IRA uncs be
i fciy State __ Zip voctad i vasous depost aceounts ae ofered by vt (16, he Custodian). You
SSN Date of Birth acknowledgo that the Custodian has furnished you with a copy of the applcaton,
B and the Individual Retrement Plan and Disclosure Statement. In adilon. you
Share % Relationship and you quall 1 mak an nflal coniouion
0 O Name 1o this IRA. The Financal Disclosuro is furmished to you using this method:
> 1. The financial projecion information and ables as shown on the reverse
ide and on page 28 of he Disclosure Statement.
State Zip O 2. Special Attachment. For example, a customized disclosure statement or
Date of Birth computer priniout
Rolationshi You have the his A which ply
p i3 tmely tasion wit the evocatin provisons as iscuseed I secon 2 o e
. Disclosure Statement. In geneva\ you have seven (7) calendar days in which to
D O Name revoke this IR/
§ 7 Address
ffoy State 7o Depositors Signature Date
SSN Date of Birth
Share % Relationship of Custodian Date
Winess
e cusodian,or
E 1RA#40-T (1117) White — Gustodian  Yellow — Depositor (Accounthoider) ©2017 Collin W. Fritz & Associates, Lt

Continued on page 3
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What Is The IRA Custodian To Do
When a SEP-IRA Owner or a SIM-
PLE IRA Owner Dies?

The purpose of this article is to discuss various admin-
istrative approaches when a SEP-!RA owner or a SIMPLE
IRA owner dies.

Must an inherited SEP-IRA or inherited SIMPLE IRA be
established or is it permissible for the IRA custodian to
establish a standard inherited traditional IRA?

To the best of CWF's knowledge, we don't believe the
IRS has ever furnished any written guidance when a
SEP-IRA or a SIMPLE IRA owner dies. In Publication
590-B (IRA Distributions) the IRS discusses the tax rules
applying when a traditional IRA owner dies or a Roth
IRA owner dies. There is no discussion of when a SEP-
IRA or a SIMPLE IRA owner dies.

In Publication 560 (Retirement Plans for Small Busi-
ness - SEP, SIMPLE and Qualified Plans) the IRS on page
8 simply states the distributions from a SEP-IRA are sub-
ject to the IRA distribution rules and on page 10 states
that distributions from a SIMPLE-IRA are subject to IRA
rules. The IRS should improve its discussion.

There is a tax law requiring a person who takes a dis-
tribution from his/her traditional, SEP-IRA and/or SIM-
PLE IRA to aggregate the transactions and balances of all
such IRAs in determining the taxation of the distribu-
tion(s).

As with traditional IRAs and Roth IRAs, what an IRA
custodian for a beneficiary of a SEP-IRA or SIMPLE-IRA
is to do is determined by whether the beneficiary is a
spouse beneficiary or a non-spouse beneficiary.

Presumably, a surviving spouse beneficiary who is the
sole primary beneficiary is able to exercise is/her right
to elect to treat their deceased spouse’s SEP-IRA or SIM-
PLE IRA as his or her own SEP-IRA or SIMPLE IRA.
Whether or not contributions may be made on behalf of
the surviving spouse is a separate issue. Contributions
could be made for the spouse only if he or she was oth-
erwise eligible for a SEP-IRA contribution or a SIMPLE
IRA contribution.

Most surviving spouses will probably want to move
the inherited SEP-IRA funds or SIMPLE IRA funds into
their own traditional IRA. A spouse who is the sole pri-
mary beneficiary may elect to treat the deceased

Pension
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spouse's SEP-IRA or SIMPLE-IRA as his or own tradition-
al IRA. These would be a non-reportable transfer. A
spouse who is not a sole primary beneficiary will need
to use the rollover rules to move such funds into his or
her traditional IRA. The standard rollover rules would
need to be met - the 60 day rule, the once per year rule
and the required distribution rule.

Most non-spouse beneficiaries will probably want to
have the inherited SEP-IRA funds or SIMPLE IRA funds
moved by a transfer into an inherited traditional IRA.
However, a non-spouse beneficiary could elect to have
such funds moved into an inherited SEP-IRA or an inher-
ited SIMPLE-IRA.

Special Transition Rules To Apply
From April 10, 2017 to January 1,
2018 For the Fiduciary Rule and

Certain Exemptions

The new fiduciary definition applies as of April 10,
2017 unless extended by the DOL under the Trump
administration. This extension appears likely.

Not all of the BICE requirements must be met by April
10, 2017. Rather, the deadline is January 1, 2018.

In section IX of the BICE exemption, the DOL created
a special rule for transactions occurring between April
10, 2017 and January 1, 2018 where only some of the
BICE requirements as set forth below must be met in
order to receive relief from the prohibited transaction
rules.
1. Standards of Performance Requirements.
The financial institution and its adviser must provide
investment advice that is in the best interest of the IRA
accountholder using the impartial conduct standards.
The financial adviser must receive only reasonable com-
pensation. Statements by the financial institution and its
advisors about the recommended investments cannot be
materially misleading.
2. Recordkeeping transactions must be performed by the
financial institution.
3. A contact person must be designated by the financial
institution for monitoring and administering the institu-
tion’s material conflicts of interest policies and monitor-
ing that the individual advisers are adhering to the
impartial conduct standards.

Continued on page 4
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Form 5498,
Continued from page 3

4. Disclosure Requirements.

Prior to or at the same time as the execution of the first
recommended transaction occurring during the transi-
tion period a single written disclosure must be furnished
by the IRA fiduciary to the IRA owner setting forth clear-
ly and prominently the following:

a. Affirm the financial institution and its representatives
are acting as fiduciaries;

b. Set forth the best interest standard and affirmatively
state that it and any adviser has applied this standard in
making its investment recommendation;

c. Describes whether the financial institution has any
material conflicts of interest regarding the investment
recommendation;

d. Discloses to the IRA owner whether the financial
institution offers proprietary products or receives third
party payments, whether investments are restricted and
if so, such restrictions must be defined; and

e. Such disclosure may be provided in person, by mail
or electronically. Only one disclosure is required to be
furnished during the transition period even if multiple
investment recommendations are furnished.

A financial institution has the ability to correct certain
disclosure errors which occur if it was acting in good
faith and with reasonable diligence if it provides the cor-
rect information as soon as practicable, but not later
than 30 days after it learns of its error or omission.

Both the DOL and IRS Grant
Temporary PT Relief From the

New Fiduciary Rules/Exemptions

The IRS and the DOL have recently issued guidance
that there will be no enforcement action by the IRS and
DOL regarding the new fiduciary rules. Various condi-
tions are discussed below. It appears likely the Trump
administration will seek to repeal many of the fiduciary
regulations which are in effect now and those that go
into effect April 10, 2017.

The new fiduciary rules become effective as of April
10, 2017 unless extended until June 9, 2017. It is possi-
ble the DOL could issue a second extension later. The
DOL is to announce before April 10 if there will be an
extension. It appears there will be an extension until
June 9th. If sufficient negative comments are submitted
to the current DOL, it may be this regulation will be
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revoked in its entirety. Time will tell.

On March 10, 2017 the DOL issued Field Assistance
Bulletin 2017-01. The DOL's temporary enforcement
policy 2017-01. It addresses the DOL's temporary
enforcement policy on the fiduciary rule. Set forth is the
temporary enforcement policy:

A. In the event the Department issues a final rule after
April 10 implementing a delay in the applicability date
of the fiduciary duty rule and related PTEs, the Depart-
ment will not initiate an enforcement action because an
adviser or financial institution did not satisfy conditions
of the rule or the PTEs during the "gap" period in which
the rule becomes applicable before a delay is imple-
mented, including a failure to provide retirement
investors with disclosures or other documents intended
to comply with provisions of the rule or the related
PTEs.

B. In the event the Department decides not to issue a
delay in the fiduciary duty rule and related PTEs, the
Department will not initiate an enforcement action
because an adviser or financial institution, as of the
April 10 applicability date of the rule, failed to satisfy
conditions of the rule or the PTEs provided that the
adviser or financial institution satisfies the applicable
conditions of the rule or PTEs, including sending out
required disclosures or other documents to retirement
investors, within a reasonable period after the publica-
tion of a decision not to delay the April 10 applicability
date. The Department will also treat the 30-day cure
period under Section IX(d)(2)(vi) of the SIC Exemption
and Section VII(d)(2)(v) of the Principal Transactions
Exemption as available to financial institutions that, as
of the April 10 applicability date, did not provide to
retirement investors the disclosures or other documents
described in Section IX(d)(2)(vi) of the SIC Exemption
and Section VII(d)(2)(v) of the Principal Transactions
Exemption.

To the extent that circumstances surrounding the deci-
sion on the proposed delay of the April 10 applicability
date give rise to the need for other temporary relief,
including prohibited transaction relief, EBSA will con-
sider taking such additional steps as necessary.

This Bulletin is an expression of EBSA's temporary
enforcement policy; it should not be read as expressing
any view on any decision regarding a final rule on the

Continued on page 5
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March 2 proposal, and it does not address the rights or
obligations of other parties.

On March 28, the IRS issued electronically Announce-
ment 2017- 4. It provides relief from the PT taxes of
code section 4975 and any related reporting require-
ments to conform to the temporary enforcement policy
as described by the DOL in Field Assistance Bulletin
2017-01. The IRS guidance indicates that it will not seek
to impose any excise tax to any transaction or agree-
ment to which the DOL's temporary enforcement policy,
or any subsequent related enforcement guidance would

apply.

Reporting IRA Distributions on Form
1099-R

An IRA custodian must report all IRA distributions on
Form 1099-R. There are two exceptions.

Exception #1. The distribution was a non-reportable
transfer distribution.

Exception #2. There is no requirement to prepare a
Form 1099-R for a person if the total of the distributions
or is less than $10.

There is no exception because the person had the dis-
tribution for only a very short amount of time (e.g. 1/2
hour, 1 hour, 3 hours, one day. etc.) and there is no
exception because someone claims a mistake was
made.

The primary rules for reporting IRA distributions are:

1. There must be a separate Form 1099-R prepared
whenever a separate distribution code applies. For
example, Jane Doe is age 45 and she withdraws funds
from her personal IRA and she also withdraws her
required distribution with respect to the IRA she inherit-
ed from her mother. There must be two 1099-R forms
prepared, one would have a code 1 and one would have
a code 4.

2. The Form 1099-R must be prepared on a per IRA
plan agreement basis. For example, Jane Doe age 61 has
two traditional IRAs and she takes a distribution from
both IRAs. There must be two 1099-R forms prepared
and both would have a code 7 in box 7.

3. The account number box on the Form 1099-R must
be completed with an account number whenever more
than one Form 1099-R must be prepared.

Pension
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Can’t We Just Treat My IRA Contri-
bution or My IRA Distribution As It
Didn't Happen?

We have been informed in a number of consulting
calls from IRA custodians that some of their customers,
some attorneys and accountants and some core proces-
sors believe it is permissible to reverse an IRA contribu-
tion or IRA distribution and treat it as if it had never
occurred. IRS rules do not permit this. With very limited
exceptions, all IRA contributions and all IRA distribu-
tions must be reported on Forms 5498 and 1099-R.
Remember, the IRS now has the authority to assess a
penalty of $250 (times 2) for any incorrect or non-pre-
pared Form 1099-R and $50.00 (times 2) for any incor-
rect or non-prepared Form 5498.

Reporting IRA Contributions

An IRA custodian must report all IRA contributions on
Form 5498 except for non-reportable transfer contribu-
tions. There is no de mimimis IRA contribution rule. All
annual contributions must be reported regardless of the
size of the contribution or how short of time the contri-
bution was in the IRA. This is also true for the other con-
tribution types - rollovers, Roth IRA conversion, rechar-
acterized contributions, postponed contributions, and
reportable transfer contributions.

All contributions means all contributions. There is no
exception because the contribution was very small or
the contribution was in the IRA for only a short amount
of time.

Set forth below is a listing of certain movement of
funds which must be reported on the Form 5498
because they are a special type of transfer or they are a
direct rollover coming from a 401(k) plan or other
employer sponsored plan. Mistakes will happen as a
direct rollover looks like a transfer as the check is made
payable to the IRA custodian. Even so, it must be report-
ed as a rollover by the IRA custodian.

1. Direct rollover of taxable 401 (k) funds into a tradi-
tional IRA

2. Direct rollover of taxable 401(k) funds into a Roth
IRA

3. Direct rollover of non taxable 401(k) funds into a
traditional IRA

Continued on page 6
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4. Direct rollover of non taxable 401(k) funds into a
Roth IRA

5. Direct rollover of Designated Roth funds into a Roth
IRA

6. Converting traditional/SEP/SIMPLE IRA to a Roth
IRA

7. Recharacterizing either an annual contribution or a
Roth IRA conversion contribution

8. Sending traditional IRA funds to a 401(k) plan
(quasi-direct rollover).

9. Sending SEP-IRA funds to a 401(k) plan (quasi-
direct rollover).

10. Sending SIMPLE IRA funds to a 401 (k) plan (quasi-
direct rollover), but only if 2 year requirement met.

Set forth below is a listing of those transfer contribu-
tions which are not reportable on Form 1099-R.

. traditional IRA to traditional IRA
. Roth IRA to Roth IRA

. SEP-IRA to SEP-IRA

. SIMPLE IRA to SIMPLE IRA

. traditional IRA to SEP-IRA

. SEP-IRA to traditional IRA

7. SEP-IRA to SIMPLE-IRA, but only if 2 year require-
ment met

8. SIMPLE IRA to traditional IRA, but only if 2 year rule
met

9. SIMPLE IRA to SEP-IRA, but only if 2 year rule met.

The Form 5498 must be prepared on a per IRA plan
agreement basis. For example, Jane Doe age 61 has two
traditional IRAs, she makes an annual contribution to
one and she makes a rollover contribution to the other.
There must be two 5498 forms prepared since there are
two separate IRA plan agreements. It would certainly be
permissible that a person would only have one IRA plan
agreement to which the two types of contributions
would be made.

In summary, an IRA custodian must report each and
every IRA contribution which goes into an IRA regard-
less of size or length of time within the IRA. Each con-
tribution must be reported in the proper contribution
box - annual, rollover, conversion, recharacterization,
SEP, SIMPLE or Roth.

It should be remembered that the IRA custodian
reports aggregated annual contributions, rollovers,
recharacterizations, etc. For example, Jane Doe
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rollovers over $40,000 from her former employer's
401(k) plan and also rollovers $10,000 from IRA custo-
dian #1 and $20,000 from IRA custodian #2. In the
rollover box (box 2) the amount of $70,000 is reported.
The IRS is not informed of the individual rollover contri-
butions comprising the $70,000. The distributing plan
or IRA will prepare the 1099-R forms reporting the indi-
vidual distributions.

Reporting HSA Distributions on
Form 1099-SA

An HSA custodian must report all HSA distributions

on Form 1099-SA, but there are two exceptions.
Exception #1. HSA transfer distributions are not report-
ed on the Form 1099-SA.
Exception #2. If a mistaken distribution is re-contributed
to an HSA, this re-contribution is not to be reported on
the Form 5498-SA and the original distribution is not to
be reported on the Form 1099-SA.

Note there is no $10 de minimis rule as there is with
IRA and pension distributions. An HSA custodian is not
allowed to not file Form 5498-SA because the recipient
had the distribution only for a very short amount of
time. The fact that someone made a mistake does not
permit the Form 1099-SA to not be prepared.

The primary rules for reporting HSA distributions are:
1. There must be a separate Form 1099-SA prepared
whenever a separate distribution code applies. For
example, in 2017 John Doe is age 45 and he withdraws
funds from his own HSA and he also withdraws funds
from his mother's HSA who died in 2016. There must be
two 1099-SA forms prepared, one with a code 1 and
one with a code 6 in box 3.

2. The Form 1099-SA must be prepared on a per HSA
plan agreement basis. For example, Jane Doe, age 57,
has two HSAs and she takes a distribution from both.
There must be two 1099-SA forms prepared and both
would have a code 1 in box 3.

3. The account number box on the Form 1099-SA must
be completed on each Form 1099-SA whenever more
than one Form 1099-SA must be prepared.

Continued on page 7
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Why Can't We Just Treat M}i) HSA
Contribution or My HSA Distribution
As It Didn't Happen?

This discussion of reporting HSA contributions and
distributions is very similar to the IRA discussion.

There are some minor differences. Therefore, with
very limited exceptions, all HSA contributions and all
HSA distributions must be reported on Forms 5498-SA
and 1099-SA.

For some reason, some HSA core processors believe
it is premissable to reverse HSA contributions and dis-
tributions. Maybe IRS rules should permit this, but
presently they don't.

Reporting HSA Contributions

An HSA custodian must report all HSA contributions
on Form 5498-SA. All annual and rollover contriutions
must be reported. There is no exception because the
contribution was very small or the contribution was in
the HSA for only a short amount of time.

There are two exceptions. First, non-reportable HSA
transfer contributions are not required to be reported.
Second, the recontribution of a mistaken distribution is
not required to be reported.

Set forth below is a listing of those transfer contribu-
tions which are not reportable on Form 5498-SA:

1. HSA to HSA

2. Archer MSA to HSA

The Form 5498-SA must be prepared on a per IRA
plan agreement basis. For example, Jane Doe age 61
has two traditional HSAs; she makes an annual contri-
bution to one and she makes a rollover contribution to
the other. There must be two 5498-SA forms prepared
since there are two separate HSA plan agreements. It
would certainly be permissible that a person would
only have one HSA plan agreement to which the two
types of contributions would be made.

In summary, an HSA custodian must report each and
every HSA contribution (but not non-reportable trans-
fers or the recontribution of a mistaken distribution)
which goes into an HSA regardless of size or length of
time within the HSA.
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Recharacterizing in 2017 a Direct
Rollover Occurring In 2016 From a
401(k) Plan Into a Roth IRA

IRA custodians are starting to see clients directly rolling over
their funds in their employer's 401(k) plan into their Roth IRA.
And some of these clients will decide after doing such a direct
rollover that they want to recharacterize all of such direct rollover
or a portion.

Here is a real life situation. Jane Roe retired in October of 2016
with a 401(k) balance of $96,000. She had two types of accounts
under the 401(k) plan. She had a pre-tax account. This account
was comprised of her elective deferrals, her employer matching
contributions and the related earnings. Her balance in this
account was $70,000. She also had a post-tax account with a bal-
ance of $26,000. This account was comprised of her post-tax con-
tributions of $3,000 plus $23,000 of earnings as the $3,000 was
contributed over 30 years ago.

Jane completed the 401(k) distribution form to instruct she want-
ed the taxable dollars to be directly rolled over to her traditional
IRA and the non-taxable dollars to her Roth IRA.

The 401(k) administrator who processed her 401(k) distribution
sent two checks to ABC Bank as her IRA custodian. One check for
$70,000 was to go into her traditional IRA and the other check for
$26,000 was to to into her Roth IRA. The 401 (k) administrator had
made a mistake since Jane had instructed that only her non-tax-
able funds ($3,000) were to go into her Roth IRA. In fact, $26,000
had gone into her Roth IRA.

Jane Doe went to her tax preparer in early March of 2017 and
was informed she owed $5,750 ($23,000 x 25%) in additional
income tax. The tax preparer informed her that she will not owe
this amount if she recharacterizes to her traditional IRA the
amount of $23,000 plus the allocable earnings on the $23,000.
For discussion purposes we assume this to be $4,000 since the
stock market has performed well since the November elections.
Her recharacterization contribution is $27,000.

An alternative approach would be to contact the 401(k) administrator
and ask for their help in correcting their error. The excess funds in the
Roth IRA would have to corrected by withdrawing the excess to the
401(k) plan. This could be very time consuming. It is going to be easiest
to make the correction by doing a recharacterization.

As in with any recharacterization, Jand Doe and her accountant will
want to attach a note of explanation regarding the recharacterization
and that she does need to include the $23,000/$27,000 in her taxable
income.

Continued on page 8
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Use the Proper Forms for 2016 and 2017 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 2016 or that their 2016 conver-
sion should be undone.

A recharacterization can only be made for 2016, 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, 2017, to recharacter-
ize an IRA contribution made for 2016.

It is important to document this recharacterization,
so that the custodians of both IRAs are aware of the
transaction. CWF has created special forms for this sit-
uation.

One form, CWF’s Form #54-TR “Notice of Recharac-
terization 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
allocable 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, and the
current and successor custodian, that they understand
the situation, and that the recharacterization will be
handled and reported correctly.

An institution will also want the accountholder to
understand the tax issues associated with a recharac-
terization, and how the individual must handle it on
their tax return. CWF Form #56-TREX for 2015 pro-
vides 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 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
cglstodian/trustee. CWEF has these special forms avail-
able.
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Special Explanation to Accountholder for an IRA
Recharacterization for the 2016 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 2016 tax year.

You will need o properly report and explain your recharacterization when you file your 2016

federal income tax return. We have furnished to you a copy of the IRA Recharacterization
50

incom: riginal cor was
recharacterized, and the amount of earmings 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 2016, then you must also
include on the 2016 tax return the amount deemed distributed from the one IRA on Form
1040, line 15(a) (or similar form). This s the gross amount you recharacterized. You should
also complete line 15(b), the taxable amount, with zero. If the recharacterization of the
contribution for 2016 occurred in 2017 then you only need to attach the explanatory statement.

Date

Custodian Date

Notice of Internal Recharacterization of IRA Contribution

To: Custodian/Trustee
Name

nnnnn

From: Depositor or Grantor
Name.

Adress

ciy Sate 7 Work

‘The Original Contribution ‘The Recharacterized Contribution
Acoour Aco

Description of Assets Being

Worksheet to Calculate the Income Related
to a Recharacterized Contribution

Custodian/Trustee Information
Name

‘Additional Discussion —




