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2022 Requirement to Reset the Divisor for a Beneficiary
Using the Life Distribution Rule
The IRS finalized a number of revisions to its RMD regulation on November 12,

2020. The IRS issued new life expectancy tables to be used for 2022 RMD calcula-
tions and the IRS issued three transition rules.

Transition Rule #1. A beneficiary using the standard life distribution rule was required
to determine their distribution period or divisor. This distribution period commenced
for calendar years following the year the IRA accountholder died. The distribution
period depended on the age of the beneficiary in that first year and using the Single
Life Table. The divisor for subsequent years is determined by subtracting 1.0 for each
subsequent year. Under the transition rule, the initial divisor (i.e. the initial life
expectancy) is reset by using the divisor from the new Single Life Table for the initial
year. Then, that reset divisor is determined by subtracting 1.0 for each subsequent
year. This reset procedure applies to RMD calculations for 2022 and subsequent
years.

See the example set forth below.
Jane Doe an IRA owner, died in 2012 at age 77. Her beneficiary was her son, Mark,
whose date of birth is 2/17/70. He was age 43 in 2013. The divisor which applies for

2022 will be 33.9. The initial divisor of 40.7 for 2013 is replaced by 42.9 and the
revised schedule applies to 2022 and subsequent years.

Original RMD Schedule - Reset RMD Schedule

2013 40.7 (42.9)

2014 39.7 41.9

2015 38.7 40.9

2016 37.7 39.9

2017 36.7 38.9

2018 35.7 37.9

2019 34.7 36.9

2020 33.7 35.9

2021 307 34.9

2022 317 33.9 X
2023 30.7 32.9 X

Continued on page 8
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Department of the Treasury - Intermnal Revenue Service

Guidance to Prepare the 2021 Form 1099-R to Report a Traditional IRA,
SIMPLE-IRA or SEP-IRA Distribution

What's New.

The IRS has stated an IRA custodian/trustee may
report a code “1” or a “2” in box 7 to report a disaster

distribution. The secure Act creates-a new exception to £2.

the 10% early distribution tax for certain withdrawals of

up to $5,000 for a qualified birth or adoption.

The RMD age is now age 72 and no longer age 70'/-.

Online fillable forms. To ease statement furnishing
requirements, Copies B, C, D, 1, and 2 have been made
in a PDF format
IRS.gov/FormT1099R and I[RS.gov/Form5498, You can
complete these copies online for furnishing statements
to recipients and for retaining in your own files.

CWF’s Suggestions for completing the 2021 For 1099-R

fillable online

#1. An IRA includes all investments under one IRA

available at

#3.

plan agreement. File only one Form 1099-R no
matter how many distributions have been made
from the investments of the same IRA plan agree-
ment during one year unless different reasons
codes apply. Example, Jane Doe is paid a death
distribution (reason code #4) from her former
spouse’s IRA (she did not treat this IRA as her
own) and she is also paid a distribution from her

only IRA. She is age 65 (reason code #7). One

#4.

#5.

Form 1099-R must be filed for all distributions
with a reason code 4 and a Form 1099-R must be
filed for all distributions with a reason code 7.

The Form 1099-R and the Form 5498 are per plan
agreement forms. If a person, age 65, has two tra-
ditional IRA plan agreements and takes a distribu-
tion from each IRA, he or she must be furnished
two 1099-R forms each having a reason code 7 in
box 7. The IRA custodian could be fined $280.00
times 2 if it only created one Form 1099-R. The
IRA custodian must file Form 1099-R using the
same name and EIN/TIN used to deposit any tax
withheld and to file Form 945, Annual Return of
Withheld Federal Income Tax.

The IRS wants an IRA custodian to prepare a Form
1099-R for every distribution, even those less than
$10.00.

If an IRA custodian is required to file a Form
1099-R, then it must furnish a statement (i.e. a
copy of the 1099-R form) to the recipient.

An account number must be used on a Form
1099-R when a recipient has more than one IRA
plan agreement and when you are required to file

Continued on page 3
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Form 1099-R,
ved from page 2

#6.

#7.

#8.

#9.

multiple Form 1099-R’s because of different distri-
bution codes. However, the IRS encourages an
IRA custodian to designate an account number for
all Form 1099-Rs which it files.

Never enter a negative amount in any box on Form
1099-R.

Use the name and TIN of the individual or entity
which receives-funds from the IRA. Normally, this
will be the IRA accountholder. However, if you
make a distribution to a beneficiary (whether an
individual, trust or estate), then the 1099-R is pre-
pared using the name and TIN of the beneficiary.
You do not use the name of the decedent for pay-
ments made to beneficiaries after his or her death.
An IRA custodian has a duty to correct a Form
1099-R that it knows was prepared incorrectly.
The correction must be made as soon as possible.
See the IRS instructions as the law now does allow
the IRA custodian to not correct an incorrect Form
1099-R in some limited situations.

For a distribution from a traditional IRA, SEP-IRA
or SIMPLE-IRA boxes 1 and 2a are to be complet-
ed with the same amount unless the IRS instruc-
tions discuss a special situation.

#10. For a distribution from a Roth IRA, box 2a is to

#11.

#12.

be left blank unless an exception applies.

An IRA custodian will generally check box 2b,
taxable amount not determined for all IRA types.
There will be times when it is not checked - with-
drawal of an excess or current year contribution
before the due date, a recharacterization and
rolling funds from an IRA into an accepting
employer plan.

The total distribution box is also found in 2b. An
“X" is to be entered in this box when the amount
shown in box 1 is a total distribution. The
instructions for the total distribution section of
box 2b are not as clear as they should be. It is
doubtful if this box applies to IRA distributions;
but the instructions are unclear, and an IRA cus-
todian should complete the box pursuant to the
instructions. In order for a person to use the
favorable 10-year averaging or capital gain treat-
ment he or she must receive a total distribution.
Such treatment does not ever apply to any type
of IRA distribution. If this box is not checked, the

#13

#14

#15.

#16.

#17.
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IRS will question an individual’s attempt to use
10-year averaging. A total distribution is one or
more distributions within one tax year in which
the entire balance is distributed. This means if
two or more nonperiodic distributions occur in
more than one year, then there is no total distri-
bution and the box does not need to be checked.
For example, a person with an IRA balance of
$30,000 withdraws $10,000 in 2019 and the
remainder in 2021 has not had a total distribu-
tion. Exception. If periodic or installment pay-
ments are made in more than one year, this box
is to be marked for the year in which the final
payment is made.

For a distribution of contributions plus earnings
from an IRA under section 408(d)(4), report the
gross distribution in box 1, only the earnings in box
2a, and enter Code 8 or P, whichever is applicable,
in box 7. Enter Code 1, 2, 4 or 7, if applicable.

. For a distribution of contributions without earnings
after the due date of the individual return, under
section 408(d)(5), leave box 2a blank, and check
the “Taxable amount not determined” check box
in 2b. Use Code 1 or 7 in box 7 depending on the
age of the accountholder.

For a distribution from an IRA that is payable to the
trustee of, or is transferred to, an employer plan, or
for an IRA recharacterization, enter 0 (zero) in box
2a.

In box 7 indicate the distribution code and enter
an “X” in the IRA/SEP/SIMPLE check box if the dis-
tribution is from a traditional IRA, SEP-IRA, or SIM-
PLE-IRA. Do NOT check the box for a distributing
from a Roth IRA or for an IRA recharacterization.

Roth IRAs. For a distribution from a Roth IRA, report
the total distribution in box 1 and leave box 2a
blank except in the case of an IRA revocation or
account closure and a recharacterization. Use Code
J, Q, or T as appropriate in box 7. Use Code 8 or P,
if applicable, in box 7 with Code J. Do not combine
Code Q or T with any other codes.

However, for the distribution of excess Roth IRA
contributions, report the gross distribution in box 1
and only the earnings in box 2a. Enter Code ] and
Code 8 or P in box 7.
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Email Guidance - Inherited IRAs
Under the New Laws

IRA Accountholder Dies After 2019

Q-1. We had an IRA client who passed away this ear-
lier this year. She has not taken her RMD for the year
yet. The beneficiaries want us to do a normal distribu-
tion and put the funds into a checking account that is
still open in the IRA owner’s name. Is that ok to do?

A-1. It is not okay to put a deceased person’s RMD
into their checking account after their dying.

Once a person dies the inherited funds now belong to
the designated beneficiary(ies).

The decedent (or the decedent’s personal representa-
tive) no longer has the duty to withdraw the RMD. The
duty or requirement to withdraw the RMD now belongs
to the beneficiary(ies). The IRS position is - if there a
multiple beneficiaries, then each beneficiary has a duty
to take a prorata portion of the RMD.

| presume some beneficiaries may think, what’s the
big deal if the remaining RMD is paid into the dece-
dent’s checking account. The law (and the IRS) has not
created a special rule for this situation. It would be tax
fraud on the part of a beneficiary and the bank if the
RMD was paid into the decedent’s checking account.

The tax law requires the proper person or party to pay
the tax owed. The proper party is now the
beneficiary(ies).

It would be possible for a person to designate their
estate to be a beneficiary to the extent the person had
not withdrawn all of their RMD for that year.

Q-2. We have a customer that passed away October
2021 at the age of 90. He named his estate as his sole
beneficiary and he also had not taken his RMD for 2021
before his death.

Do the rules for estate beneficiaries remain the same?

Are they still able to use the life distribution rule if they
choose?

November 2021
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A-2.The law is unclear and unsettled on this situation.
The IRS has an example in the 2020 Publication 590-B
indicating that the special life distribution rule still
applies when an estate is the beneficiary and the IRA
owner dies after their required beginning date and after
2019.

On page 12 the IRS provides the following example:

Example. The owner died in 2020 at the age of 80, and the owners tradi-
tional IRA went to his estate. The account balance at the end of 2020 was
$100,000. In 2021 the required minimum distribution would be $10,870
($100,000 + 9.2 (the owner’s life expectancy in the year of death, 10.2,
reduced by 1).

If the owner had died in 2020 at the age of 68 (before their required begin-
ning date), the entire account would have to be distributed by the end of
2025. See Death on or after required beginning date and Death before
required beginning date, earlier, for more information.

| believe the IRS needs to issue additional guidance on
this situation. Time will tell. There was a logical reason
for the special life distribution rule under the old laws
when an IRA owner died after their required beginning
date. The 5-year rule no longer applied if the IRA owner
died after their required beginning date. That logic no
longer exists now because of the changes made by the
SECURE Act.

It makes no sense to me that the IRS believes the
revised law allows an estate to use the special life distri-
bution rule for an estate when a child beneficiary is not
allowed to use any life distribution rule. The IRS should
conclude an estate must use the 5-year rule regardless
of whether the deceased IRA owner died before or after
their required beginning date.

In your current situation | don't see the benefit of using
the life distribution rule. An annual distribution is
required. The divisor for someone age 90 who dies in
2021 will be 5.7 using the 2022 RMD table. This means
the divisor will be 4.7 for 2022. | am thinking the estate
would want to use the 5-year rule rather than the special
life distribution rule since there is no required distribu-
tion until the last year (12/31/2026).

Note that when the IRA owner dies in their 70’s or low
80’s with a beneficiary which is an estate of a non-qual-
ified trust there may be a lengthy distribution period. For
example, Ann Doe dies at age 76 in 2021 and she had
designated her non-qualified trust to be her beneficiary.
The initial divisor for 2021 would be 14.1 so the divisor
for 2022 would be 13.1. The reduce by 1.0 applies.
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The trust industry (tax attorneys, trust entities and trust
department) are probably arguing for the IRS to keep
this special rule. My statement that an estate or a non-
qualified trust should never be the designated benefici-
ary will need to be modified if the IRS keeps this special
life distribution rule. If the IRS is going to be nice, one
probably should not complain or point out their “mis-
take! “

Q-3. I have a customer whose husband passed away
in January of 2021 and he had not taken his RMD yet
we then transferred over the money into an IRA for her
(in April of 2021). She is needing to know if she has to
take an RMD? She is 74 years old.

A-3. Yes, she must take his RMD to the extent he did
not take it by 12/31/2021 It was permissible to transfer
his entire IRA into hers as long as she takes the RMD by
12/31/2021.

She must take her own RMD for 2022 in 2022.

Q-4. We were just informed that our IRA client John
Doe passed away in July. The beneficiary of the IRA is
his Trust which is attached. It says the Successor Trustee
is Trust Department of Northern Trust N.A. How do we
make the check out? Who signs the Distribution form?
Once we receive a copy of Death Certificate do we
close the IRA and how do we title it?

Sorry for so many questions.

A-4. An IRA custodian/trustee is not required (or able)
to close a person’s IRA just because that person has
died. A bank must be furnished certain instructions by
the beneficiary(ies).

In this situation the beneficiary is his trust. Mr Doe’s
IRA is now an inherited IRA.

The trustee should furnish a copy of the death certifi-
cate to American Bank (AB), The trustee of the trust
should instruct AB if the inherited IRA will remain at AB
or whether it will be transferred to another IRA trustee.

AB wants to set up an inherited IRA. It would be titled
“the John Doe Revocable trust as beneficiary of John
Doe’s IRA.” AB should make a distribution to the trustee

ension
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when the trustee has completed an IRA distribution
form.

Had he taken his RMD for 20212 If not, the trust
should withdraw the RMD by 12/31/2021.

Q-4A. How do we make the check out? Who signs the
Distribution form? Once we receive a copy of Death
Certificate do we close the IRA and how do we title it?

A-4A. To the trustee of the trust (Northern Trust). The
deadline is 12/31/2021. The 2021 RMD is not required
to be withdrawn immediately.

Q-5. The President of our Bank, would like to discuss
an IRA situation and next steps.

IRA owner died in 2020. Beneficiaries are a nephew
and niece.

Do we have to IRA transfer the money before
12/31/20212 Can we mail them a check for 50% each?

A-5. | expect these two non-spouse beneficiaries will
be required to use the 10-year rule to close their respec-
tive inherited IRAs. Under the 10-year rule a beneficiary
is required to close their inherited IRA by 12/31/2030.
The beneficiary may take a distribution in 2021 or any
year from 2022-2029, but that is not required. Again,
the inherited IRA must be closed by 12/31/2030.

A beneficiary could decide to maintain their inherited
IRA at your bank for the 10-year period. Unless these
beneficiaries will transfer their funds to another finan-
cial institution before 12/31/2021 the bank will want to
establish two inherited IRAs for these two beneficiaries.
See our Form 40-Ti.

You should review our Form 206. | assume neither of
the beneficiaries will qualify as an EDB (Eligible Desig-
nated Beneficiary).

You should furnish each beneficiary a Form 206 and a
standard IRA distribution form (Form 57).

A beneficiary could transfer their inherited-IRA to
another financial institution. Any distribution made to a
beneficiary is ineligible to be rolled over. The benefici-
ary is required to include any distribution in their

Continued on page 6
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Inherited IRAs,
Continued from page 5

income for that year. A bank does not want to issue a
distribution check to a beneficiary unless the benefici-
ary has requested that distribution in writing. There are
special procedures to be followed if a bank wants to
resign as the IRA custodian.

Email Guidance - RMDs for Living
IRA Accountholders

Q-1. We have an IRA customer that is age 76 and
opened up a new Traditional IRA with us on 4/27/2021
with a $7,000 prior year contribution. This individual
never had an IRA with us on 12/31/2020. Will this per-
son be required to receive a 2021 IRA RMD before
12/31/20212 If so, how would the RMD be calculated?

A-1. No this person does not have an RMD with
respect to that $7,000 carry-back contribution for 2021.

We understand the IRS adopted an RMD calculation
formula and intended to keep the RMD calculation sim-
ple. The 12/31 balance as of the preceding year is
adjusted only by an outstanding rollover or transfer. It is
not adjusted for contributions made after 12/31 even if
made for the prior year.

It used to be there would be an adjustment if a con-
version contribution was recharacterized. But the laws
was changed that a conversion is irrevocable so it no
longer can be recharacterized. The IRS rule has never
required or allowed the 12/31 balance to be adjusted
for an annual contribution which was recharacterized.

Q-2. One of the branches is having a hard time getting
in touch with two IRA accountholders for their RMD.
Does the bank get penalized as well as the client for not
taking it?

A-2. Definitely not. The law imposes the 50% tax on
an IRA accountholder or an IRA beneficiary who has an
excess accumulation. There is no authority for the IRS to
assess the 50% tax against the IRA custodian/trustee.

The 50% tax is owed when an individual or a nonper-
son beneficiary fails to withdraw an RMD by a deadline.
The law uses the term excess accumulation.

November 2021
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| should have added. An IRA custodian was required
to furnish an RMD notice in January of 2021. The bank
did so. This meets IRS requirements and means the IRS
would not be able to impose a $50 fine for failing to fur-
nish the required RMD notice.

Q-3. If a customer is age 72 and their sole primary
beneficiary is their spouse who is 62 and is ten years
and one month younger than him, are they eligible to
use the Joint Life Table? If so, what would be the divisor?

A-3. The RMD formula for a living accountholder
requires use of either the Uniform Lifetime Table of the
Joint Life Expectancy Tables.

Regardless of whom or what is the IRA beneficiary, the
Uniform Lifetime Table is to be used to determine the
RMD divisor. There is one exception. The exception is -
if the sole beneficiary is the IRA accountholder’s spouse
who is more than 10-younger, then the Joint Life Tables
are to be used.

For purposes of the RMD formula the age of the IRA
accountholder is determined as of December 31 of each
year and the same is true for the spouse when the
spouse is the sole beneficiary.

| know we and the IRS always discuss that the Joint
Life table is to be used when the spouse is the sole ben-
eficiary and is more than 10 years younger. However, as
a practical matter the spouse must be at least 11 years
younger in order for there to be a benefit (the divisor
from the Joint Table is larger than the divisor from the
Uniform Table).

When the beneficiary is 10 years younger (even if 10
years plus 364 days) , the divisor will be the same under
both the Uniform Lifetime table and the Joint Table.
There is only a difference (i.e. a benefit) when the
spouse beneficiary is 11 years or more younger older
than the IRA accountholder.
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Excess HSA Contributions — 2021

Q1. If one of our customers over contributed to their
HSA for 2021 already, how can we fix this to make sure
they don't get a penalty at Tax time?

A-1. The customer needs to inform you that she or he
made an excess and how much the excess was.

If the excess has not already been withdrawn, it needs
to be withdrawn and it will get reported on Form 1099-
SA. Your customer will get two Form 1099-SA forms -
one showing the regular distributions (reason code 1)
and one showing the withdrawal of the excess contribu-
tion (reason code 2).

It may be the customer already has withdrawn the
funds and right now they have been coded as a regular
distribution. They should have been withdrawn as the
withdrawal of an excess. The coding would need to be
changed to show an excess was withdrawn.

The customer needs to complete the HSA distribution
form (57HSA) and possibly the Form 67 for HSAs.

The customer’s Form 5498-SA will show the total
amount contributed. The customer explains on their tax
return that they corrected the situation by taking out the
excess.

Duty to Correct an Excess HSA Contribution. This duty
primarily belongs to the HSA owner and not the HSA
custodian.

The HSA plan agreement does not require the HSA
custodian to monitor contributions made for a person
who has single HDHP coverage. The annual limit for a
person under age 55 is $3,600. Although not required
by the IRS, many banks will do so as a customer service.
Many HSA core systems as a customer service are
designed to know if a person has single HDHP coverage
or family HDHP coverage. Under IRS rules the bank is
not required to know this fact.

The HSA plan agreement does require the HSA custo-
dian to monitor the contribution limit of $8,200 for
2021. That is, this is maximum contribution limit for a
person who has family HDHP coverage and who is age
55 or older. The bank is not to accept contributions
exceeding this limit. If it does it must be proactive in
having the HSA owner correct the excess contribution
situation.
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CWF's Email Guidance -
DOL Extends Temporary Relief With
Respect to PTE 2020-02

The DOL on October 25, 2021, issued Field Assis-
tance Bulletin No. 2021-02. It extends the compliance
deadlines as set forth in prohibited transaction exemp-
tion (PTE) 2020-02.

The DOL has determined that it will not enforce the
specific documentation and disclosure requirements for
rollovers as set forth in PTE 2020-02 through June 30,
2022. That is, the DOL will start to enforce these rules
on July 1, 2022 so a financial institution now has addi-
tional time to decide how it will comply with these new
rules, if at all.

The DOL has stated it will enforce all other require-
ments of PTE 2020-02 as of February 1, 2022.

Note that this temporary relief only applies to an
investment advice fiduciary who is working diligently
and in good faith to comply with the Impartial Conduct
Standards.

The DOL in this Field Assistance Bulletin No. 2020-02
does state that this guidance applies to financial institu-
tions and/or investment advisers who want to rely on the
relief granted by PTE 2020-02. Not every financial insti-
tution needs to rely on PTE 2020-02.




ension
Digest

2022 Requirement,
Continued from page 1

Transition Rule #2. A special life distribution rule is to
be used when the IRA accountholder dies after their
required beginning date without a designated benefici-
ary (e.g. an estate or a non-qualified trust). This distribu-
tion period commences for calendar years following the
year the IRA accountholder died. The distribution peri-
od depends on the age of the IRA accountholder in the
year they died using the Single Life Table. The divisor for
subsequent years is determined by subtracting 1.0 for
each subsequent year. In essence this divisor is the
remaining life expectancy of the deceased IRA account-
holder. Under the transition rule, the initial divisor (i.e.
the initial life expectancy) is reset by using the divisor
from the new Single Life Table for the initial year. Then,
that reset divisor is determined by subtracting 1.0 for
each subsequent year. This reset procedure applies to
RMD calculations for 2022 and subsequent years.

Note, the IRS has stated the 5-year rule does not apply
to a beneficiary which is not a person when the IRA
accountholder has died after their required beginning
date. This special transition can mean the distribution
period will be substantially longer than 5 years. In fact
in some situations it can be more than 10 years.

The IRS furnishes the following example on page 12
of the 2020 version of IRA Publication 590-B Distribu-
tions. Note the 1.0 reduction method will apply.

Example. The owner died in 2020 at the age of 80, and
the owner’s traditional IRA went to his estate. The
account balance at the end of 2020 was $100,000. In
2021, the required minimum distribution would be
$10,870 ($100,000 + 9.2 (the owner’s life expectancy
in the year of death 10.2, reduced by 1).

Here is another CWF example. The IRA owner died in
2020 at age 73, and the owner’s traditional IRA went to
his estate or a non-qualified trust. The applicable divi-
sors would be:

Original RMD Schedule Reset RMD Schedule

2020 14.8 not used 16.4 not used
2021 13.8 used 15.4 not used
2022 12.8 not used 14.4 used
2023 13.4

2024 12.4

2025 11.4

2026 10.4
continues
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Query. Is it now possible that Jane Doe can achieve a
longer distribution period by naming her revocable trust
or her estate as her IRA beneficiary rather than designat-
ing her children directly? For example, she designates
her revocable trust as her IRA beneficiary. Under her
trust her three children are to get a 1/3 share of the
inherited IRA funds. Her trust expressly authorizes the
trustee of the trust to establish an inherited IRA for each
child and then authorizes a pass-through to each child
the right to withdraw their share of the inherited IRA.
This means the distribution period will be 16.4 years
rather than the 10-year rule.

Transition Rule #3. A special life distribution rule is to
be used when the IRA accountholder dies after their
required beginning date and the deceased IRA account-
holder is younger than their designated IRA beneficiary.

This distribution period commences for calendar years
following the year the IRA accountholder died. The dis-
tribution period is not based on the age of the benefici-
ary. a The distribution period depends on the age of the
deceased IRA accountholder in the year they died using
the Single Life Table. The divisor for subsequent years is
determined by subtracting 1.0 for each subsequent year.
In essence this divisor is the remaining life expectancy
of the deceased IRA accountholder. Under the transition
rule, the initial divisor (i.e. the initial life expectancy) is
reset by using the divisor from the new Single Life Table
for the initial year. Then, that reset divisor is determined
by subtracting 1.0 for each subsequent year. This reset
procedure applies to RMD calculations for 2022 and
subsequent years.

Upcoming 2022 IRA Furnishing & Filing Deadlines
for 2021 Reporting

FMV IRA Statement

to IRA Owners and Beneficiaries 1/31/2022
Form 1099-R IRA Distributions

to IRA Owners and Beneficiaries 1/31/2022
Form 1099-R IRA Distributions

to IRS If File on Paper 2/28/2022
Form 1099-R IRA Distributions

to IRS If File Electronically 3/31/2022
RMD Notice to IRA Owners

Age 72 or Older in 2021 1/31/2022
Form 5498 (IRA Contributions

to IRA Owners and Beneficiaries) 5/31/2022
Form 5498

(IRA Contributions to IRS) 5/31/2022




December 2021
Published Since 1984

¢

>’

Pension

Digest

ALSO IN
THIS ISSUE -

Inherited IRA Reporting — Form
5498 and FMV Statement, Page 7

Reporting 2021 RMDs for
Beneficiaries on the 2021
Form 5498, Page 8

Email Guidance - Inherited IRAs,
Page 9

Email Guidance — CRP Contract
as an IRA Investment, Page 9

Email Guidance — HSAs, Page 10

Email Guidance - RMD for 2021,
Page 11

Collin W. Fritz and
Associates, Inc.,

“The Pension Specialists “

© 2021 Collin W. Fritz and Associates,
Ltd. Copyright is not claimed in any
material secured from official U.S. Gov-
ernment sources. Published by Collin
W. Fritz and Associates, Ltd. Subscrip-
tion: $95 per year.

Final Review 2021 Form 5498

2828 [JvOoID  [] CORRECTED
TRUSTEE'S or ISSUER'S name, street address, city or town, state or 1 IRA centributions (other OMB Mo. 1545-0747
province, country, and ZIP or foreign postal code than amounts in boxes
2-4,8-10, 13a, and 14a) IRA
s 2021 Contribution
— Information
2 Rollover contributions
3% Form 5498
3 Roth IRA conversion 4 Recharacterized
amount contributions c‘)py A
TRUSTEE'S or ISSUER'S TIN PARTICIPANT'S TIN $ $ For
- ! § FMV of account 6 Lifeinsurance cost included in| INternal Revenue
) box 1 Service Center
$ $ File with Form 1096.
PARTICIPANT'S name 7mal] sep[]  ampie [ Rothima [
8 SEF contrbutions 9 SIMPLE contributions .
$ $ For Privacy Act

Street address (including apt. no.)

$

10 Roth IRA contributions

and Paperwork
0O Reduction Act
Notice, see the

11 Check if RMD for 2022

City or town, state or province, country, and ZIP or foreign postal code

12a RMD date

12b RMD it
amoun 2021 General

$ Instructions for

$

assets

13a Postponed/ate contrib. 13b Year |13c Code Certain
$ Information
14a Repayments 14b Code Returns.
$
Account number (see instructions) 15a FMV of certain specified [15b Codeqs)

Ferm 5498 Cat. No. 50010C

Deadlines to Furnish

The due dates for the 2021 Form 5498
are: furnish copy B to the IRA accoun-
tholder by May 31, 2022 and file Copy A
with the IRS also by May 31, 2022. If you
file electronically, you must comply with
the filing specifications set forth in Publi-
cation 1220.

What’s New For 2021?
Form 5498

New repayment code. The IRS has
added code “BA” for reporting a repay-
ment of a qualified birth or adoption dis-
tribution. See the instructions for Box
14a. Repayments and Box 14b. Code,
later.

Account Number

1. On the bottom left there is an

www.irs.gov/Form5498

Department of the Treasury - Internal Revenue Service

“Account Number” box. The IRA
custodian is required to insert an
account number in this box when fil-
ing more than one Form 5498 for the
same person. If your institution wants
to earn some bonus points with the
IRS, you will complete this box even
though it is not required. IRS instruc-
tions state the account number must
be unique. This instruction that this
number must be unique can be con-
fusing. It must be unique with
respect to this particular IRA account
older. If a person has 3 IRAs each
one must have an account number
which is different. The account num-
bers could be 01, 02 and 03. The
purpose of the account number is to
identify which Form 5498 is being

Continued on page 2
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corrected when there have been multiple 5498

forms prepared for a person and a correction is
now being submitted to IRS. It is best if the
account number is not based on the person’s
SSN.

In Box 7 only one of the 4 boxes must be checked

to indicate the type of IRA. A person who has a tra-

ditional IRA, SEP IRA and Roth IRA would need to

be furnished three 5498 forms.

Contribution Amounts

3.

Box 1. IRA Contributions (other than amounts in
boxes 2-4, 8-10, 13a and 14a). Enter the amount of
the annual contributions made on or after January
1, 2021 through April 18, 2022 as designated for
2021. The IRA custodian is to report the gross
amount of the annual contributions even if such
contributions are excess contributions, or will be
later recharacterized. A traditional IRA contribu-
tion, which is not properly reported in one of the
other traditional IRA boxes as discussed below, is to
be reported in box 1. For example, if a person tries
to roll over $28,000, but does so on day 70 and
does not furnish a late rollover certification and the
IRA custodian learns of this fact prior to filing the
current year’s Form 5498, then the IRA custodian
must report this $28,000 in box 1. This same proce-
dure would apply if somehow non-IRA funds had
been mistakenly transferred into an IRA. If an
excess contribution is treated as a contribution in a
subsequent year under section 219(f)(6), do not
report it on Form 5498 for the subsequent year. It
has already been reported as a contribution on
Form 5498 for the year it was actually contributed.

Box 2. Rollover Contributions. Enter the amount of
the rollover contributions made on or after January
1, 2021 through December 31, 2021. Made means
received by the traditional IRA custodian.

A late rollover contribution made pursuant to a
late rollover certification is reported in box 13a and
not box 2.

A rollover may either be an indirect rollover or
a direct rollover.

A direct rollover occurs when an employer plan
issues the check to the IRA custodian on behalf of
the individual. By definition, a direct rollover can-

December 2021
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not occur between IRAs. Employer plan means a
qualified plan, section 403(b) plan or a governmen-
tal section 457(b) plan. The funds attributable to a
nonspouse beneficiary of such plans are eligible to
be directly rollover to an inherited IRA and would
be reported in Box 2.

An indirect rollover means the paying plan
(could be an IRA or an employer plan) issues the
distribution check to the individual who then makes
a rollover contribution by the 60 day deadline. A 60
day indirect rollover may occur between two tradi-
tional IRAs, two SEP-IRAs, or between a traditional
IRA and a SEP-IRA or vice versa.

Remember that nonspouse IRA beneficiaries are
ineligible to roll over a distribution from one inher-
ited IRA and redeposit it into another inherited IRA.

These contributions may be any of the follow-

ing.

¢ A 60-day rollover between Roth IRAs or
between other types of IRAs.

e A direct or indirect (within 60 days) rollover
from a qualified plan, section 403(b) plan, or
governmental section 457(b) plan.

e Any qualified rollover contribution as
defined in section 408A(e) from an eligible
retirement plan (other than an IRA) to a Roth
IRA.

e A military death gratuity.

¢ An SGLI payment.

For the rollover of property, enter the FMV of the
property on the date you receive it. This value may
be different from the value of the property on the
date it was distributed to the participant.

Box 3. Roth IRA Conversion Amount. This box will
be completed when a conversion contribution is
made to a Roth IRA from a traditional IRA, SEP-IRA
or SIMPLE-IRA. Do not include the rollover of non-
Designated Roth funds from a 401 (k) or similar plan
into a Roth IRA. Such rollover contributions are to
be reported in box 2.

Box 4. Recharacterized Contributions. The IRS
instructions are very brief, “Enter any amounts
recharacterized plus earnings from one type of IRA

Continued on page 3
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to another.” If a person had made an annual contri- prepare a corrected Form 5498. However, an IRA
bution he or she may elect to recharacterize it as custodian must still furnish the FMV as of the date
adjusted by earnings or losses. The total amount of death if requested to do so.
recharacterized is to be reported in box 4. Although | 8. Box 6. Life Insurance cost included in box 1. An
the IRS instructions use the term, “plus earnings, the IRA custodian will leave this box blank or will
IRS should use the term, “plus or minus earnings or insert a 0.00 since it is only to be completed if there
losses.” was a contribution to an IRA endowment contract
Box 5. Fair Market Value of Account. The IRS as sold by an insurance company a long time ago.
instructions for this box are also very brief, “Enter | 9. Box 8. SEP Contributions. Any SEP contributions
the FMV of the account on December 31.” made to the IRA custodian during 2021 are to be
The IRS added a caution to self-directed and reported in box 8. Such contributions could have
trust IRAs as follows: “Trustees and custodians are been for 2020 or 2021. Contributions made in
responsible for ensuring that all IRA assets (includ- 2022 for 2021 are to be reported on the 2022 Form
ing those not traded on established markets or with 5498.
otherwise readily determinable market value) are | 10. Box 9. SIMPLE Contributions. Any SIMPLE-IRA
valued annually at their fair market value.” contributions made during 2021 are to be reported
The instruction to report the FMV as of Decem- in box 9. Such contribution could have been for
ber 31 applies whether there is a living IRA account- 2020 or 2021. Contributions made in 2022 for
holder or an inheriting IRA beneficiary. 2021 are to be reported on the 2022 Form 5498.
hc. the 'lRA accountholder or '”he”t'”S be.nfeflu- 11. Box 10. Roth IRA Contributions. Any Roth IRA
ary is alive as of December 31, the individual contributions for 2021 are to be reported in box 10
closed his or her IRA during the year by taking a as long as made between January 1, 2021 and April
total distribution and he or she made no “reportable 18 2022,
contribution”, ‘then the IRA custodian is not | 1, oy 11 Check if RMD for 2022. An IRA custodian
required to prepare and file the Form 5498. How- . . . . .
. _ . _ is required to check this box if the traditional IRA
ever, if the IRA accountholder or inheriting benefi- .
: . . . , SEP-IRA or SIMPLE-IRA accountholder attains or
ciary died during the year, the IRA custodian will . .
. would attain age 72 or older during 2022. The
need to prepare a final Form 5498 for the deceased . . . .
. . . ) instructions do not discuss whether or not this box
IRA accountholder or inheriting beneficiary as dis- . . . o
is to be checked for an inheriting traditional IRA
cussed below. . . .
. beneficiary. It should not be checked for an inherit-
With respect to a deceased accountholder or a . . . .
. - - . ed IRA. Completing this box is necessary only if the
deceased inheriting IRA beneficiary, the IRS gives L .
: , i IRA custodian is required to prepare a 2021 Form
the IRA custodian two options. Option #1 - report . . .
. 5498 for a person. This box is not checked with
the FMV as of the date of death. Option #2 - report o . .
. : respect to an individual who died during 2021 and
the FMV as of the end of the year in which the . .
. , . who would have attained age 72 or older during
decedent died. This alternate value will usually be .
. . _ 2021 had he or she lived.
zero because the IRA custodian will be reporting 13.B 123 (RMD dat d12b (RMD A . A
the end of year value on the Form 5498'’s for the : IR(X(eS adf / a ez ah" ( : l.noun.). ln
beneficiary or beneficiaries. If Option #2 is used, o custo lar:js use of these two boxes Is optional,
the IRA custodian must inform the executor or It s not mandatory.

. , . Under current IRS procedures, the IRS does not
administrator of the decedent’s estate of his or her e th ditional IRA i cimich |
right to ask for the FMV as of the date of death. require the traditiona custodian to furnish it

with the RMD amount. The law is unsettled whether

If the IRA custodian does not learn of the indi- or nlgtAthe IRSdhas ’;he l_eialsmgi/\rgy to requwesr‘that
vidual’s death until after the filing deadline for the an custodian furnish the amount. Since
Form 5498 (i.e May 31), then it is not required to Continued on page 4
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the IRS would like to be furnished this information,
the IRS has added boxes 12a and 12b to the Form
5498.

The approach adopted by the IRS is that an IRA custo-
dian by completing boxes 11, 12a and 12b on the Form
5498 and furnishing it to the IRA accountholder will
meet the requirement that it must furnish a RMD Notice
by January 31. The IRS instructions do permit the IRA
custodian to furnish to the IRA accountholder a separate
Form 5498 with the only information being furnished is
the information for boxes 11, 12a and 12b.

14. Box 13a. Postponed contributions and late rollover
contributions. Our federal tax laws are complicated
and the reporting of certain special IRA contribu-
tions is complicated.

There is a limit as to the number of boxes which

are present on the Form 5498 (IRA Contributions) to

be used to inform the IRS and the taxpayer that a

taxpayer has made various types of IRA contribu-

tions. There are standard contributions and then

there are special contributions such as postponed

contributions, late rollover contributions and repay-

ment contributions.

Boxes 13 and 14 are to be completed to report special

contributions such as postponed contributions, late
rollovers and repayments of disaster distributions.

2828 []voID [] CORRECTED
TRUSTEE'S or ESSUER 'S name. street ‘nddress, oty of Lown, state of 1 IRA convibutions jather | OMB Ho. 1543-0747
privince, courtry, and ZIP o foraign postal code than srrourts i bexas
2-4,8-10, 1, and 142} _ IRA
s 2021 Contribution
Information
2 Rallover contribution:
3 Feem 5408
3 Aom IFA corversion 4 Rechamcierzed
i cantributiorn Copy A
TRUSTEE'S of ISSUER'S TIN FARTICIPANT'S Tid [ s s For
B FMN of nocount 6 Lis bsurance cost ncuded 1| Internal Revenue
- Serice Center
3 3 Fibe with Forrm 1006,
PARTICIRANT S name Tomal) serl]  swee [ monims
8 SEP comributions B SIMPLE consnoutions
$ For Privacy Act
Sroet addrmsa fincluding spt. na.) 10 Fom A contrbamions |11 Check if FRMD for 2022 and Paperwork
s 0 Reduction Act
Notice, see the
128 AMD date 120 AMD amount
2021 General
ity o Iown, s2ate of proviece, country, and ZIF or for
13a Postponed/ate conir ®. | 13b Year [13¢ Code \ Certain
$
\ 14a Repayment: 14 Code Returns.,
N,
ACCount numibes {see nstructions| 158 PRIV Of Certam spoched | 150 Codels)
| P
s |
[Form 5498 Cat. No. 500100 www s goviFoms&as Deopartment of tha Troasury - Inbemal Fevenus Serdce

The IRS has furnished the following instructions
for completing the 3 boxes that make up Box 13. Box 13
reports postponed contributions and certain special late
rollovers.

Some IRA owners are entitled to make an IRA
contribution for a prior year in addition to make a cur-

December 2021
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rent year contribution. Report the amount of the post-
poned contribution.

If the IRA owner makes a prior year contribution for
more than one year, each year’s prior year postponed
contribution must be reported on a separate Form 5498.

Some IRA owners will make late rollover contri-
butions pursuant to the IRS procedures set forth in
Rev. Proc. 2016-47. Report the amount of the late
rollover contribution.

Box 13a. This is titled Postponed/late Contribu-
tion in the 2019-2021 instructions. The IRS should
change the title to somehow make clear it is a late
rollover contribution.

If an IRA owner makes both a postponed contri-
bution and a late rollover contribution, there must
be two separate 5498 forms prepared.

Unless the IRS has issued special guidance,
there cannot be two late rollover contributions in
the same year because of the once per year rollover
rule. However, a person could have made a rollover
of a qualified plan loan off-set amount. A separate
Form 5498 would need to be prepared.

For 2019 and subsequent years there are two
important changes with respect to reporting certain
rollovers. Reports rollovers made with respect to
qualified plan loan off-sets and for affected taxpay-
ers in a federally declared disaster area. Note that
there is no discussion for the reporting of a person’s
rollover after the IRS has returned levied funds. Most
likely the IRS will provide such guidance later.

Box 13b. Year

Enter the year for which the postponed contribu-
tion was made if a postponed contribution.
Leave blank if a late rollover contribution or a
rollover of a qualified plan loan off-set amount.

Note that the IRS does not provide guidance for
reporting the rollover of IRA funds levied by the IRS
but returned to the taxpayer.

Box 13c. Code

Enter the applicable reason code for a post-
poned contribution.

For service in a combat zone enter the appropri-
ate code as set forth at end of this guidance.

Continued on page 5
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Enter FD for affected taxpayers of a federally
declared disaster.

Enter PO for taxpayers who made a rollover of a
qualified plan loan off-set amount.

Enter SC for taxpayers who made a late rollover
certification.

15. Box 14 reports repayment contributions.

A person can make three types of repayments, a
repayment of a qualified reservist distribution, a
designated disaster distribution or related to a qual-
ified birth or adoption distribution.

Box 14a. Repayments.

Enter the amount of the repayments.

Box 14b. Code.

Enter QR for the repayment of a qualified
reservist distribution.

Enter DD for the repayment of a federally desig-
nated disaster distribution.

Enter BA for the repayment of a qualified birth
or adoption distribution.

The instructions don’t expressly state that sepa-
rate forms are to be prepared if a person would have
both transactions, but it is implied by having sepa-
rate codes.

See the following special codes applying to cer-
tain individuals serving in combat zones, hazardous
duty zones or who have served in an active support
area.

16.

a. Use "ED13238" for Afghanistan and those countries
in direct support, including Djibouti, Jordan, Kyrgyzslan,
Pakistan. Somalia, Syria. Tajikistan, Uzbekistan, Yemen,
and the Philippines. For the Philippines only, personnel
must be deployed in conjunction with Operation Enduring
Freedom supparting military operations in the Afghanistan
combat zone.

b, Use "EC12744" for the Arahian Peninsula. including
air space and adjacent waters {the Persian Gulf, the Red
Sea, the Gulf of Oman, the Gulf of Aden, the portion of the
Arabian Sea that lies north of 10 degrees north latitude
and west of 68 degrees east longitude, and the total fand
areas of Iraq, Kuwait. Saudi Arabia, Chman, Bahrain,
Qatar, and the United Arab Emirates), and Jordan which
is in direct support of the Arabian Peninsuta,

¢, Use "EQ13118° or Public Law 108-21 “PL106-21"
for the Federal Republic of Yugoslavia {Serbia and
Montenegro), Albania, Kosova. the Adrialic Sea. and the
lonian Sea north of the 39th parallal. {Note. The combat
zone designation for Montenegro and Kesovo (previously
a provinee within Serbial under Executive Order 13118
retmaing in foree even though Montenegro and Kosove
became independent nations since EC13119 was
signad.)

d. Use Public Law 115-87 "PL115-97" for the Sinai
Peninsula of Egypt.

For additions 1o, or subtractions from, the fist of
M combat zones or qualified hazardous duly areas

implamented by executive orders and public faws.
and direc! support areas designated by the Secretary of
Defense, after the publication date of these instructions,

ga to 1RS qowFonmS484.

Electronic filers. You may request an automatic

waiver from filing Forms 5498 for combat zone par-
ticipants by submitting Form 8508, Request for
Waiver From Filing Information Returns Electroni-
cally. Once you have received the waiver, you may
report all Forms 5498 for combat zone participants
on paper. Alternatively, you may report contribu-
tions made by the normal contribution due date
electronically and report the contributions made
after the normal contribution due date on paper. You
also may report prior year contributions by combat
zone participants on a corrected Form 5498 elec-
tronically or on paper.
Box 15a. FMV of certain specified assets. Comple-
tion of Boxes 15a and 15b is mandatory for 2021
and subsequent years. If you are an IRA custodian
or trustee with IRA assets of which the fair market
values are not readily determinable, you should
review the following.

Box 15a is titled FMV of certain specified assets.

Box 15b will be used to furnish info on the type of
the investment. It is titled “Codes.”

The IRS has developed an administrative approach

Continued on page 6
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so that it can better administer IRAs that hold non-
market assets. Such IRAs may either be trust IRAs or
self-directed custodial IRAs. It appears the IRS will
choose to audit more IRAs holding non-market
assets than those holding only market assets. With-
out a doubt, it is more likely that prohibited transac-
tions occur with respect to IRAs holding non-market
assets than market assets.

Box 5 will still be used to report the FMV of the
entire IRA. The total FMV will equal the FMV of the
easy to value assets plus the FMV of the hard to
value assets. An asset where there is a readily avail-
able market to determine an asset’s value is an easy
to value asset. When there is no readily available
market to be used to determine as asset, this is a
hard to value asset. It is also known as a non-market
asset.

Box 15a will be used to report the FMV of all of the
non-market assets. These are the assets which are not
readily tradable on an established U.S. or foreign
securities market or option exchange or that do not
have a readily available FMV. The IRS does not define
what is meant by “does not have a readily available
FMV.” As for box 5, the IRS states that the FMV must
be determined annually. The amount in box 15a may
be the same as in box 5, but most likely will be less
as will be the case when there are both easy to value
and hard to value assets in the same IRA.

The FMV of the “market” assets may be determined
by subtracting the FMV of the non-market assets
(box 15a) from box 5.

In box 15b, one or two letter codes must be inserted
to identify the type or types of the non-market
investment. If only one code applies, insert that one
code. If only two codes apply, then insert both
codes. However, if more than two codes apply, then
enter a Code H. Code H means there are more than
two non-market assets held in the IRA. From the
perspective of the IRA accountholder, he or she may
prefer to have at least three hard to value assets
rather than just one or two because when an “H” is
used the IRS does not know specifically what assets
are owned and would need to obtain this informa-
tion from additional communications with presum-
ably the IRA accountholder.

17.

December 2021
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There are 7 identifying codes:

A — Stock or other ownership interest in a corpora-
tion that is not readily tradable on an estab-
lished U.S. or foreign securities market.

B — Short or long-term debt obligation that is not
traded on an established securities market.

C — Ownership interest in a limited company or
simular entity (unless the entity is traded on an
established U.S. or foreign securities market.

D — Real Estate

E — Ownership interest in a partnership, trust, or
similar entity (unless the entity is traded on an
established U.S. or foreign securities market).

F — Option contract or similar product that is not
offered for trade on an established U.S. option
exchange or established foreign option
exchange.

G — Other asset (i.e. not described in A-F) that does
not have a readily available FMV.

H — More than two types of assets (listed A through
G are held in this IRA.

In summary, the IRS requires an IRA custodian/
trustee to furnish certain information regarding hard
to value assets. The IRS will presumably use this
information to determine if it wishes to gather addi-
tional information. The deadline to furnish the 2018
Form 5498 to the individual and the IRS is Friday,
May 31, 2019. The IRA custodian/trustee wants to
know wants it has prepared as many 5498 forms as
the rules require and that each form has been pre-
pared correctly.

Duty To Prepare/Furnish Corrected Form 5498. An
IRA custodian is required to prepare a corrected
form 5498 as soon as possible after it learns there is
an error on the original form as filed. The IRS fur-
nishes the following example. “If you reported as
rollover contributions in box 2, and you later dis-
cover that part of the contribution was not eligible
to be rolled over and was, therefore, a regular con-
tribution that should have been reported in box 1
(even if the amount exceeds the regular contribu-
tion limit), you must file a corrected For 5498.
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Inherited IRA Reporting — Form 5498
and FMV Statement

This article discusses the proper reporting for Inherit-
ed IRAs.

IRS Revenue Procedure 89-52, a required procedure
since 1989, dictates how an IRA Custodian/Trustee is to
report IRAs once the IRA Accountholder has died. The
procedure has not changed since 1989, and is to be
used as soon as the IRA Custodian/Trustee knows of the
death of the IRA Accountholder! Knowledge of death
means anywhere in your financial institution. If the
checking account department, the loan department, or
the safety deposit vault department knew of the death
but the IRA department did not, that is a lack of com-
munication, NOT a lack of knowledge!

There are two aspects to complying with this proce-
dure: One for the reporting for the deceased IRA
Accountholder; the other for the reporting to the bene-
ficiary.

The usual comment we hear is “The beneficiary has
not come in” or “The beneficiary has not done anything
with the IRA.” Neither one of these comments has any-
thing to do with your required reporting if there is
knowledge the IRA owner has died. The IRS’ position is
that the IRA becomes an Inherited IRA owned by the
beneficiary at the moment of death. And, the IRA Cus-
todian/Trustee must report it accordingly. This applies to
all beneficiary situations, spouse or nonspouse.

Reporting for the Deceased IRA Accountholder

For the year of death, there is required reporting for
the decedent.

A vyear-end Fair Market Value (FMV) statement must
be produced in the name and Social Security Number
(SSN) of the deceased IRA Accountholder. The FMV that
is reported is either the FMV as of the date of death, or
zero. It is never the actual December 31 FMV unless the
IRA Accountholder died on December 31. If the zero
balance option is reported, the availability of the FMV
on the date of death must be disclosed to the decedent’s
representative on both the FMV statement and in the
instructions to the participant for Form 5498.

The IRS Form 5498 for the year of death must also be
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prepared in the name and SSN of the decedent, show-
ing the FMV as was reported in the FMV statement at
the end of the year. (All other reports for the decedent
for IRA transactions completed before the death are, of
course, also reported.)

These are the last reports/statements/ forms prepared
in the name and SSN of the deceased, whether the ben-
eficiaries address the situation or not. But the responsi-
bilities of the IRA Custodian/ Trustee are just beginning
because it also has reporting requirements for each
Inherited IRA beneficiary starting with the year of death.
It makes no difference that a beneficiary has not con-
tacted the custodian/trustee. The reporting requirements
are the financial institution’s as soon as it knows of the
death.

Reporting for the Inherited IRA/Beneficiary

Beginning in the year of death, the FMV of the Inher-
ited IRA as of December 31 must be reported to each
beneficiary. Each beneficiary must receive the statement
showing their share of the December 31 FMV. This
applies for all beneficiaries including spouses, non-
spouses, trusts, estates, charities, foundations, etc. It is
their Inherited IRA balance and it must be reported sep-
arately. It is reported in the name and SSN or TIN of the
beneficiary, noted as beneficiary of the decedent. For
instance,

ABC Financial Institution for the benefit of Jane Doe
as beneficiary of Mary Doe’s traditional IRA.

The SSN of the deceased can never be used for report-
ing to any beneficiary, including estates and trusts. IRS
Form 5498 is also required for each beneficiary, report-
ing the FMV as was reported in their year-end FMV
statement.

This reporting procedure for the beneficiary is
required for each subsequent year there is a balance
in the inherited IRA as of December 31. Of course, dis-
tributions to a beneficiary will be reported on Form
1099-R.

Common Consulting Call Question

The IRA accountholder died in 2021, the financial
institution knew of the death, and the beneficiaries are

Continued on page 8
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just coming into the office now, April 2022. The IRA is
still in the name and SSN of the deceased. What do we
do?

IRS Rev. Proc. 89-52 requires that the reporting proce-
dures be complied with. The year-end FMV statements
must be corrected and the Form 5498s must be pre-
pared correctly as described above. It was an Inherited
IRA in 2021 and must be reported as such, even if the
beneficiary is the spouse and the spouse now intends to
treat it as his or her own IRA in 2010.

What if the IRA custodian did not know of the IRA
Accountholder’s death?

Obviously, if you do not know of the death, the
reporting can not be done. But it does make a differ-
ence when you find out about the death. If you learn of
the death before February 1 of the year after the death,
even if your FMV Statements are already sent, this pro-
cedure applies. Any FMV Statement already sent would
need to be corrected.

If you learn of the death between February 1 and May
31, the FMV Statement does not need to be amended,
but likely should be because the Form 5498 procedure
as described above must be complied with. So that your
Form 5498 and your year end statement balance agree,
you likely will want to correct the December 31 FMV.

If you learn of the death after May 31, neither the
FMV Statement nor the Form 5498 for the year of death
needs to be corrected. However, all future reports and
statements must be prepared in a complying fashion.
And, the FMV on the date of death must be made avail-
able to the decedent’s representative if so requested.

Conclusion

This is a fairly complicated and administratively heavy
procedure and we have heard that some systems do not
make it easy to do the mandated reporting correctly.
Never the less, it is required. IRS penalties on the finan-
cial institution for non-complying reporting can be
severe, and can be assessed as far back as the IRS cares
to go. You will get little understanding from the IRS for
not complying with a 1989 required procedure.

If you have any questions concerning this complicat-
ed and required procedure, please contact our Consult-
ing Department.
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Reporting 2021 RMDs for
Beneficiaries on the 2021 Form 5498

The IRS policy regarding IRA beneficiaries and RMD
reporting since 2002/2003 has been that an IRA custo-
dian is NOT required to report the RMDs for
inherited/beneficiary IRAs. The IRS for many years has
furnished instructions for the IRA custodian to complete
and furnish Forms 1099-R and 5498. Discussion of
RMDs starts on the bottom of page 18. On page 18 of
the 2021 Instructions for Forms 1099-R and 5498 the
IRS states, “Until further guidance is issued, no report-
ing is required for IRAs of deceased participants (except
where the surviving spouse elects to treat the IRA as the
spouse’s own, as described above).” The IRS has not
adopted any further guidance.

No reporting means that box 11 is not required to be
checked for a beneficiary. Because of this rule, the IRS
has also adopted the policy that the IRA custodian is not
required to furnish an inheriting IRA beneficiary with an
RMD Notice as it must to living accountholders. Some
IRA custodians have asked “even though the IRA custo-
dian is not required to furnish this RMD information on
the Form 5498 to either the IRS or the beneficiary, may
we choose to do so?” With respect to furnishing a Form
5498 for a beneficiary to the IRS with box 11 being
checked, we at CWF believe the conservative answer is
to not do so. Privacy is a very important subject. Some
people are litigious. If the IRS does not require this
information be furnished to the IRS, we expect that most
beneficiaries would choose to not have it furnished to
the IRS.

If an IRA custodian would choose to voluntarily fur-
nish this information to the IRS, such IRA custodian will
want to determine if its IRA plan agreement authorizes
such action. We would be surprised if the IRA plan
agreement authorizes the IRA custodian to send infor-
mation to the IRS which is not required.

With respect to furnishing a Form 5498 for a benefici-
ary to the beneficiary with box 11 being checked, this
will be unnecessary if the IRA custodian has followed
CWF’s advice and furnished an RMD Notice to the ben-
eficiary in January. As mentioned previously, the IRA
custodian presently has no duty to furnish an RMD
Notice to a beneficiary. An IRA custodian may furnish
this RMD information to the beneficiary more than
once.
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Email Guidance - Inherited IRAs

Q-1. Grandmother passed away In October 2021. She
was 90. Her beneficiaries are her granddaughters.
Grandmother had not taken her RMD yet. The grand-
daughters aren’t coming in. Do | just send them each a
check for their share and then wait till next year to
divide whats left?

Their RMD share would be 658.17. Their portion of
IRA would be 7602.42 each.

And how do | code them, just death benefit. ¢?

A-1. | see two likely courses of action.

1. The first is the action you suggest - make a distribu-
tion to each beneficiary for $658.17.

2.You can inform them that if they don’t withdraw the
$658.17 by 12/31/21 that each technically owes the
50% tax or $329.09 unless the IRS would agree to
waive the 50% tax because equity and fairness requires
it. I'm not sure the IRS would agree that due to the death
occurring so late in the year(?¢2?) that the withdrawal by
12/31/21 was unreasonable. If a beneficiary misses an
RMD deadline, the beneficiary must file Form 5329 and
complete Part IX informing the IRS the beneficiary had
missed taking the RMD.

| suggest what you suggest. Set up the 2 inherited IRAs
and pay each beneficiary the $658.17 before year end.

As for the remaining balance each beneficiary will be
using the 10-year rule. There is no specific RMD for
2022-2030, but the inherited IRA must be closed by
12/31/2031. The general tax rule is - the beneficiary
must include in their income any amount withdrawn
during that year.

Q-1A. If | remember correctly. | would take their RMD
out first and then the remaining money be divided and
new IRA’s would be made unless they want to cash
them all in.

A-TA. I'm not sure what you mean by first taking out
thier RMD amount for 2021. Each beneficiary is to
receive their own Form 1099-R. Each beneficiary will
receive or inherit 50%. There is no requirement that
their share of the 2021 RMD needs to be withdrawn
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first. The entire inherited balance may be transferred
into the inherited IRA and then each beneficiary may
take their share of 2021 RMD or the beneficiary may
take out more.

Email Guidance -
CRP Contract as an IRA Investment

Q-2. Mike, age 55, has a $463,000 self-directed IRA
to which FB is custodian.

Mike directed the purchase of 160 acres of farmland
from his IRA to which we complied.

After the purchase and receiving the deed, Mike
informed us that we need to bring the recorded deed to
our local FSA office to change the CRP contract to the
IRA name.

The person handling CRP contracts has never put a
non-individual as owner of a contract and seems to
think that it won’t be allowed but really has no basis for
that opinion.

We understand this is a gray area and we’ve done our
due diligence as far as making sure we are only custo-
dian of his IRA and making sure he signs off on all
investment directives.

Have you ever seen a governmental contract such as
CRP payment being paid to an IRA? Do you have any
knowledge if this would be prohibited?

A-2.There is no IRA law prohibiting this investment (a
CRP contract) as an IRA investment.

Further research would be needed to see if there are
any “farming” laws or regulations prohibiting an owner
(which is an IRA) from participating in the CRP program.
One would think the public policy does not change
because the owner is an IRA. | would want to review a
written explanation if the explanation came back that
the IRA is ineligible to participate in the CRP program.

Continued on page 10




ension
Digest

Email Guidance — HSAs

Q-1. We have a customer that wants to open an HSA
for 2022. Can we do that now-(December 27) or do we
need to wait until after the new year?

A-1. You must wait in the sense that the deposit/con-
tribution must be processed in 2022. It can't be
processed this week. The paper work (HSA plan agree-
ment) could be signed now.

Is there a way for the bank to hold the funds in a hold-
ing account or can you just inform the person you will
hold their check until It Is 2022. Any HSA contribution
made now must be processed for tax year 2021

Q-2. We have a customer who has an HSA and he has
named his 2 sisters as beneficiaries. The account owner
died in 2021, but the distributions to the beneficiaries
will not be made until 2022. The bank president asked
me to find out how this will be reported for income tax
purposes, since the account will accrue interest in the
meantime, (the DOD value will be different from the
actual amount distributed).

This same customer also has a self-directed IRA. We
wanted to know how this will be reported for income
tax purposes since the value of the account at distribu-
tion could be much greater or much less than the DOD
value.

A-2. As you know HSAs and IRAs have important tax
differences.

When the HSA owner dies the HSA ceases to exist
when the beneficiary is not the spouse. Neither the ben-
eficiaries nor the bank is required to rush to close the
HSA.

A beneficiary is required to include in their 2021
income their inherited share regardless of when they
withdraw their share. In your customer’s situation the
withdrawal will occur in 2022. The bank should be nice
and inform the beneficiaries that they are required to
include in their 2021 income their inherited share
regardless of when they withdraw.their share. Because
the distribution will occur in 2022 the bank will report
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this distribution on the 2022 Form 1099-SA which is fur-
nished in January of 2023.

The HSA rule is - any income earned after the date of
death is to be included in income for the year with-
drawn. This will be 2022.

So, the 2022 Form 1099-SA will show a gross amount
in box 1 and the value as of the date of death in box 4
and the reason code will be a 6 since the distribution is
occurring in 2022 and not 2021. The reason code 6
means - the recipient needed to include this distribution
in their 2021 tax return.

The IRA distribution and taxation rules are much dif-
ferent. Taxation only occurs when there is a distribu-
tion.That is, the withdrawn amount must be included in
income.

There is no special IRS reporting of the change in
value between date of death and withdrawal. It is the
amount (FMV) at time of distribution which is critical
and important. If an asset will increase in value in the
future, a person might want to withdraw that the
increase in the value of that asset in the future would
receive capital gain treatment rather than ordinary
income treatment. A distribution from an IRA is always
treated as ordinary income.

There is no requirement to close immediately an
inherited IRA. A person (IRA accountholder or benefici-
ary) must include in their income the amount with-
drawn that year. Most people would not want a lump
sum distribution because the entire amount is taxable
unless the decedent would have had basis (non-taxable)
within an IRA.

| believe the sisters will be an EDB under the new
RMD rules. Each beneficiary will have the right to elect
to use either the life distribution rule or the 10-year
thereby stretching out distributions and taxation over a
number of years. See our Form 206. Any earnings of the
IRA are tax deferred until withdrawn. In my opinion
there is little reason to withdraw IRA funds before one is
required because with the inherited IRA there is contin-
ued tax deferral whereas if one takes the funds and then
reinvests them there will taxes owing immediately on
future earnings.
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HSAs
Continued from page 10

Q-3. We have an HSA where the client never com-
pleted signing our new account documents. The place
they worked for sent us all their information and we
opened the account but was never able to get the
signed documents. This person has since left that job
and after may attempts we get no response back. We
want to close the account out and mail him a check.
Are we in our rights to do that? | know it would code
the withdrawal as a distribution and he would get a
1099. Or is there another way to code it so it doesn’t go
as a distribution?

A-3. The bank has some business decisions to make.
As you already know the bank wants to do what it can
to prevent this situation from occurring again. But it has
occurred.

When was the account opened? Did he withdraw any
of the funds? When were contributions made? What
amount of money is in the HSA?

What actions has the bank taken to try to find this per-
son? | have not researched the question whether an
employer has the authority to establish an employee’s
HSA. | would assume the employer has been given this
authority. For purposes of this email | assume the
employer has this authority.

Is the bank permitted to treated the account as an
HSA?

Even so, the employer did not execute any HSA plan
agreement documents.

You must review your standard HSA form. I assume it
gives the bank the trustee the right to resign as the cus-
todian if proper notice is given.

As a general rule the bank should not issue a check to
your customer unless he or she has requested it. The
person might have some adverse tax consequences.
Unless rolled over or unless used to pay qualified med-
ical expense, a person must include the amount in
income and pay the related tax and the person will owe
the 20% penalty tax unless age 65.

Q-4. We have had several new HSA accounts opened
at the bank this week, each seem to have there own
unique situation. We have had several conversations
with customer’s making sure that they are eligible and
have a qualifying HDHP.
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That brings me to my question... One of the customers
would like to transfer or rollover funds from a previous
HSA account to our bank. She is no longer covered
under a qualifying HDHP so is not eligible to make any
contributions and would not normally be eligible to
open an HSA account. However, is she eligible to open
an HSA with a transfer contribution?

A-4. That is sufficient. A person is eligible to make a
rollover HSA contribution or an HSA transfer contribu-
tion even though she is ineligible to now make an annu-
al contribution because she no longer has HDHP cov-
erage.

The IRS should improve its discussion of this situation
- what are the eligibility requirements to establish an
HSA? A person establishes their first HSA by making an
annual contribution. In order to make that annual con-
tribution a person must be covered at that time by a
HDHP.

Email Guidance - RMD for 2021

Q-1. We had a customer at one of our branches ask if
they could wait until January of 2022 to take their 2021
RMD, but claim it on this year’s tax return? | told them |
would ask, but from what | knew it has to be by Decem-
ber 31, 2021.

A-1. You are correct. A person who attains age 72 in
2021 is not required to withdraw that amount by
12/31/21. The law provides a special deadline for the
first RMD. It may be withdrawn by April 1 of the follow-
ing year.

However, the general tax rule still applies - a person
includes in their income the amount of any distribution
which occurred during that year. So a person who waits
to take their 2021 RMD in 2022 and who takes their
2022 RMD by 12/31/22 will have to include in their
2022 income the combined amount.






