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IRA Amendments?

At PMC, we continue to receive many questions about whether or 
not IRA documents need to be amended for changes made by the 
SECURE Act of 2019.
To open an IRA, a written IRA plan agreement must be executed 
by the individual.  Most IRA sponsors use IRA agreements that 
are based on the IRS model agreements, (e.g., Form 5305 (Trust) 
for Traditional IRAs) and a copy must be given to the IRA holder 
when the IRA is opened along with a disclosure statement that 
accurately describes the IRA rules in nontechnical (i.e., laymen’s) 
language. 

Existing IRAs
IRS Notice 2020-68 states that financial organizations must amend 
their IRA plan agreements and disclosure statements for the 
SECURE Act by December 31, 2022, or a later date as determined 
by the IRS.  This implies that existing IRAs generally do not need to 
be amended currently, but the IRS expects to issue revised model 
IRA agreements by that time.  However, because of the significant 
changes made by the SECURE Act, some financial organizations, as 
a customer service, have sent a disclosure statement amendment 
or an informational brochure to all existing IRA customers. 

New IRAs
Because of the changes to the IRA rules made by the SECURE 
Act, some of the provisions in the prior IRA disclosure statements 
that accompany IRA Agreements have changed and should be 
updated to incorporate these changes.  As a practical matter, IRA 
sponsors’ IRA documents likely have been updated by their forms 
provider (e.g., PMC) or a disclosure statement amendment update 
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should be given with any outdated preprinted disclosure statements already in stock. 

Contributions Past Age 70½
Beginning for 2020, individuals age 70½ or older can make Traditional IRA contributions.  Notice 
2020-68 states that IRA sponsors do not have to accept post-age 70½ contributions.  Per Notice 
2020-68, Q&A B-3, IRA sponsors must send a disclo=sure statement amendment to benefited 
individuals if the IRA sponsor has chosen to accept post-age 70½ contributions.  



Selective Hearing, Half-Stories, and 
IRAs
It seems that there are many books or advice blogs written on poor communication or a lack of listening and its 
impact on relationships (e.g., marriages, friendships, and co-workers).  However, if you think about it, this is not 
that surprising since most of us have probably experienced this problem daily.

Selective Hearing 
Nowadays, when someone wants an answer to their questions, they go online and do an internet search.  The 
results of this search may provide answers in the form of news articles, blogs, tweets, or podcasts.  However, the 
information found may not answer the person’s question correctly, or the person does not read or listen to the full 
article or podcast, which results in missed information that was vital.  For example, a beneficiary who inherited IRA 
funds this year from her sister (the deceased IRA owner was age 68 and the beneficiary was age 65) partially listens 
to a podcast online and only heard from the podcast that the inherited IRA funds must be depleted according to a 
10-year rule.  However, since the customer did not listen to the full podcast, they missed the part that a beneficiary 
who is not more than ten years younger than the deceased IRA owner may also have the option to distribute the 
inherited funds over their own life expectancy. 
The beneficiary may then come into the financial institution and tell the representative (e.g., banker, broker, etc.) 
that they wish to deplete the funds using the 10-year rule.  However, as a representative who took advantage of 
training seminars and webinars informing you of the changes due to the SECURE Act, you can explain both op-
tions available to this eligible designated beneficiary (e.g., the 10-year rule and single life expectancy payout).  This 
way, the beneficiary may then choose the best payout option after being informed of all the available options.

Half-Stories
Sometimes, as the person answering the client’s question, a representative may unintentionally give someone 
the wrong answer.  This is because the person asking or telling the representative their problem only gives half 
the information or half the story.  For example, a customer comes into a bank and states that they need to remove 
an excess contribution of $1,500 plus the net income attributable. If processed exactly as the customer instruct-
ed by removing the $1,500 plus the net income attributable, then it may appear as though everything was done 
correctly.  
However, let’s assume this was not the whole story.  With a bit of detective work (e.g., looking at the account his-
tory or asking the customer some additional questions), the whole story is that the customer, age 72, rolled over 
$11,000 back in April of this year, which included her required minimum distribution (RMD) of $1,500 for 2021.  
While the customer is correct that she needs to remove her excess contribution of $1,500 plus the net income at-
tributable, that is not all that the IRA sponsor must do to fix the problem.  Thanks to the representative’s detective 
work, per the IRS Form 1099-R and 5498 Instructions, an adjustment needs to be made to the amount originally 
rolled over.  Namely, the IRA sponsor must change the rollover amount from $11,000 to $9,500 (i.e., $11,000 actual 
rollover minus $1,500 RMD = $9,500 eligible rollover amount) and report the $1,500 (the RMD amount that was 
ineligible for rollover) as a current year IRA contribution.  Then the IRA sponsor may remove the $1,500 plus the 
net income attributable as an excess contribution. 
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n	WRP-to-IRA Rollover Temporary Relief
The IRS has extended temporary relief due to the COVID-19 pandemic through June 30, 2022, which modifies the 
physical presence requirement for certain workplace retirement plan (WRP) participant elections.  For example, for 
WRPs, a spouse is generally the default beneficiary according to federal law.  If naming a primary beneficiary other 
than a spouse or for certain distribution requests, such as most requests for direct rollovers to IRAs, the spouse is 
required to provide their consent.  Under the physical presence requirement, the spousal consent must normally be 
made in the physical presence of a notary public or a WRP representative.  Due to the COVID-19 pandemic and social 
distancing requirements, however, the IRS has provided temporary relief from the physical presence requirement 
for any participant election witnessed by a notary public of a state that permits remote electronic notarization or by 
a WRP representative, if certain requirements were satisfied.  Therefore, a live audio-video internet conference may 
be used when the spouse is required to provide their consent witnessed by a notary or WRP representative.  [Notice 
2021-40]

n	IRS Releases Specifications for Substitute Forms
The IRS has released Publication 1179 (Revenue Procedure 2021-27), General Rules and Specifications for Substitute 
Forms 1096, 1098, 1099, 5498, and Certain Other Information Returns.  If a financial organization does not use the 
official IRS form to furnish statements to recipients, then they must furnish an acceptable substitute statement.  The 
publication, which is updated annually, sets forth the requirements for 2021 information returns.  For example, a 
substitute Form 5498 must display the tax year, form number, and form name; all applicable money amounts and in-
formation, including box numbers, must be titled in substantially the same manner as those on the official IRS Form 
5498; and provided instructions must be similar to the official IRS Form 5498, in addition to other requirements.
The publication has been updated to provide clarification regarding the change to the information return thresh-
old that, when exceeded, requires forms to be submitted by the IRA sponsor electronically to the IRS.  The Taxpayer 
First Act of 2019, enacted July 1, 2019, authorized the IRS to issue regulations that reduce the 250-return threshold 
for 2021 tax returns.  The publication states that if those regulations are issued and effective for 2021 tax returns 
required to be filed in 2022, the IRS will post an article at IRS.gov explaining the change.  Until regulations are issued, 
however, the threshold remains at 250, as reflected in the publication. 

n	Proposal to Increase Homebuyer Exception
Distributions from a Traditional IRA or a Roth IRA made by an IRA owner who is under age 59½ are subject to an IRS 
10% early distribution penalty, unless an exception to the IRS 10% early distribution penalty applies.  One exception 
to the penalty is for distributions made to acquire a principal residence by a first-time homebuyer.  However, a 
$10,000 lifetime limit on IRS penalty-free distributions for first-time home purchases currently applies to each IRA 
owner.  Under a proposal recently made in Congress, the lifetime limit would increase to $20,000 if the Uplifting 
First-Time Homebuyers Act is passed and signed into law.



Be Careful Moving Inherited IRA 
Funds

IRAs can be a valuable estate-planning tool as the tax-deferral of Traditional IRA funds and the potential for tax-free 
funds from a Roth IRA are passed on to the beneficiaries of IRAs.  Beneficiaries will have to deplete the IRA funds in 
some manner, but any “stretch” of the benefits of the IRA funds into future years may provide significant tax savings 
to the beneficiaries.  However, the future tax benefits are lost if a nonspouse beneficiary distributes the IRA funds 
sooner than what is required, and the transaction is irreversible. 

No 60-Day Rollovers for Nonspouse Beneficiaries
The Internal Revenue Code provides that a death distribution to a nonspouse beneficiary is not eligible to be rolled 
over.  Therefore, a nonspouse beneficiary may not roll over a death distribution to their own IRA or an inherited IRA.  
Basically, an IRA distribution to a nonspouse beneficiary is an irrevocable transaction for which a rollover is unavail-
able to undo the tax consequences of such distribution.

Death Distribution Cannot Be Reversed with PLR
According to a recently published private letter ruling (PLR), an IRA owner died after naming a trust as the benefi-
ciary of the IRA.  The trustee had inquired with the IRA sponsor about trading stocks within the inherited IRA.  The 
IRA sponsor advised that the funds would have to be placed into another account type in order to trade stocks.  The 
trustee of the trust then moved the funds from the inherited IRA and put them into a non-IRA account for the trust 
with the same financial organization, resulting in a death distribution taxable to the trust.
After several months, the trustee of the trust (apparently realizing the adverse tax consequences) submitted a 
request for a PLR from the IRS:  1) to allow for the transfer of the funds from the non-IRA account to an inherited IRA 
for the trust, 2) to rule that after the transfer, the original death distribution would not be taxable, and 3) that the 
transfer could be made to an inherited IRA with the same or a different IRA sponsor.
The IRS found that the transfer could not be completed and that the death distribution would be taxable for the 
year the funds were taken from the inherited IRA because for a nonspouse beneficiary, “once the assets have 
been distributed from an inherited IRA, there is no permitted method of transferring them back into an IRA.”  [PLR 
202125007]

IRS Limited by Congress
Although the IRS has the authority to make rulings for certain matters related to IRAs, making an exception to the 
law that nonspouse beneficiaries cannot roll over death distributions is not one of them.  One rule the IRS does have 
Congressional authority to waive is the 60-day rollover period for IRA owners in situations where failing to waive the 
60-day rule would be against equity or good conscience, including casualty, disaster, or other events beyond the 
reasonable control of the IRA owner, which does not apply to this PLR.
As the trustee in this PLR found out, asking the IRS to allow a nonspouse beneficiary to roll over a death distribution 
is a futile and costly endeavor.  In addition to the $10,000 IRS fee for a PLR, the trustee likely incurred the cost of 
hiring a tax professional to submit the PLR. 
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Planning
Points

Reducing or Eliminating 
Lifetime IRA RMDs

Traditional IRA owners generally must take lifetime required minimum distributions (RMDs) starting the year they 
attain age 72 (age 70½ before 2020).  For IRA owners who want to reduce or eliminate their RMD amount, there are 
potential ways to do so.

10+ Years Younger Spouse Calculation 
Generally, the annual RMD amount is calculated by dividing the prior December 31 Traditional IRA balance by the 
appropriate life expectancy factor (e.g., the uniform lifetime table (ULT) factor).  The ULT factor is based on the joint 
life expectancy using the age of the IRA owner and a hypothetical beneficiary exactly ten years younger than the 
IRA owner.  However, if the IRA owner’s spouse is the sole primary beneficiary during the entire year and the spouse 
is more than ten years younger than the IRA owner, the joint life expectancy factor using the actual ages of the IRA 
owner and her much younger spouse can be used which yields a smaller RMD amount than the ULT factor because 
their actual joint life expectancy is longer.
However, financial organizations do not have to do this calculation because for purposes of the RMD statement that 
is required to be sent to the IRA owner each year for which an RMD is required, the organization may use the ULT 
factor as a default.  Therefore, IRA owners with much younger spouses may have an actual RMD amount that is lower 
than the RMD amount reported on the organization’s RMD statement.  Affected IRA owners should check to see that 
the actual joint life expectancy is being used to take advantage of this rule.

Roth IRA Conversions
There are no lifetime RMDs for Roth IRAs, therefore converting funds from a Traditional IRA to a Roth IRA eliminates 
RMDs on the amount converted as well as yielding future tax-free investment gains and withdrawals from the Roth 
IRA if certain rules are followed.  Note: RMD amounts may not be converted to a Roth IRA.  The only problem is that 
conversions are taxable (but no IRS 10% early distribution penalty on the converted amount if the IRA owner is un-
der age 59½).  However, a conversion can be beneficial for some IRA owners and a discussion with a financial plan-
ner is recommended before doing a conversion because conversions are irrevocable.

Investing in a Qualified Longevity Annuity Contract 
A qualified longevity annuity contract (QLAC) is an annuity contract designed to keep IRA owners from outliving 
their retirement funds by providing the individual with a monthly stream of income for life starting when the indi-
vidual reaches an advanced age (e.g., age 85).  QLACs are allowed as a Traditional IRA investment (within limits) and 
the value of the annuity is not included in the RMD calculation, so RMDs will be lower before the QLAC starts paying 
out.

IRA Rollover to a Workplace Retirement Plan
Pre-tax Traditional IRA funds can potentially be rolled over to a workplace retirement plan (WRP) if the WRP has this 
option.  Employees who are still working and do not own 5% or more of their employer can delay taking their WRP 
RMD until they actually retire (i.e., potentially after age 72).
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A Traditional IRA owner requested a distribution of $10,000 and did not make a federal income tax 
withholding election on the IRA Request for Distribution form. Our bank did not withhold any funds, and 
the IRA owner received the total amount requested of $10,000. What is the penalty for not withholding the 
required 10% when the customer did not elect out of withholding?
For IRA distributions, the payor (IRA sponsor) must withhold, and is liable for, the federal income taxes required to 
be withheld.  Specifically, the penalty for an IRA sponsor not withholding when required is the dollar amount that 
should have been withheld (i.e., in this case, $1,000 ($10,000 x 10%)).

Must the IRA sponsor receive a copy of the employer’s IRS Form 5305-SEP when opening a SEP IRA for the 
employee?
No. An IRA sponsor is not required to receive a copy of IRS Form 5305-SEP to accept SEP IRA contributions. However, 
some IRA sponsors do require, as a matter of policy, that a copy of the SEP plan agreement (e.g., IRS Form 5305-SEP or 
a prototype) be kept in the IRA owner’s file.

An IRA owner, age 47, elected to have federal income tax withheld from an IRA distribution. The IRA owner 
is now rolling over the amount within 60 days of receipt of the distribution. May the IRA owner roll over the 
withheld amount with out-of-pocket funds? 
Yes. The IRA owner may roll over the eligible portion (up to the full dollar amount) that was distributed from the IRA. 
Even though funds were withheld for federal income tax, the IRA owner may make up the difference using other 
funds.

May an IRA sponsor allow beneficiaries to name beneficiaries (known as successor beneficiaries) on inherited 
IRAs? 
Yes.  IRA sponsors may allow an IRA beneficiary to name successor beneficiaries, for inherited IRAs. 

Is it a requirement for a married IRA owner who resides in New Jersey to obtain spousal consent to name a 
primary beneficiary other than her spouse? 
Generally, no.  Because New Jersey is not a community property state, spousal consent is not necessary. Only an IRA 
owner who is a resident of a community property state must have his or her spouse’s consent in writing if the IRA 
owner wants to name a primary beneficiary other than the spouse. However, a financial organization in New Jersey 
may have a policy requiring spousal consent if a beneficiary other than the spouse is named.

May a self-employed individual contribute to a Health Savings Account (HSA)?
Yes.  An individual is an eligible individual if covered under a high-deductible health plan (HDHP) and is otherwise 
eligible to contribute to an HSA. 

An IRA owner turns 50 on December 15, 2021. Must he wait until the day he turns 50 to contribute the $1,000 
catch-up contribution amount to his IRA?
No. Because he will be age 50 or older before the end of this year, he can make the $1,000 contribution anytime 
during 2021.

A Traditional IRA owner turns age 72 this year and must take an RMD for 2021. May she contribute to her 
Traditional IRA this year even though she has started RMDs?
Yes, providing that she has taxable compensation to base her IRA contribution on, she may contribute to her IRA for 
2021 even though she has started taking RMDs in 2021. 



PMC Fall 2021 IRA & HSA Training 
Webinars

Adapting to provide the Best IRA & HSA Training in the Industry!
PMC’s interactive IRA & HSA Webinar series promises to provide the most comprehensive training and learning 
experience.  The series has been updated to reflect the SECURE Act and CARES Act changes that have significantly 
impacted IRAs and HSAs. Each participant will receive their very own webinar outline. Plus, each paid registration 
will have 30 days of FREE on-demand playback for every webinar purchased.  For more information or to register, 
visit pmc-corp.com/webinars. 
Just one more way we make you the expert!

An individual received an IRA distribution and is eligible to roll over the amount within 60 days. The 
individual would like to roll over half of the distribution to an IRA with our bank and the other half to an IRA 
at another bank. Does this violate the one-rollover-per-year rule?
No.  The one-rollover-per-year rule states that the IRA holder may roll over only one distribution from an IRA within 
a one-year period.  Because the amounts being rolled over to each bank are from one IRA distribution, this does not 
violate the one-rollover-per-year rule. 

If an individual directs the 401(k)-plan administrator to send their retirement funds directly to a Roth IRA, 
will the 401(k) plan withhold 20% for federal income taxes?
No. Mandatory 20% federal income tax withholding does not apply to a workplace retirement plan (WRP) distribu-
tion, such as from a 401(k) plan, that is directly rolled over to an IRA.  However, because the taxable portion of the 
WRP distribution is taxable if the funds are directly rolled over (converted) to a Roth IRA, the WRP administrator may 
offer, and the individual may agree, to have tax withheld voluntarily.

August 2021 IRA Insider © 2021 PMC

https://www.pmc-corp.com/webinars
https://www.pmc-corp.com/webinars
https://www.pmc-corp.com/webinars
https://www.pmc-corp.com/webinars
https://www.pmc-corp.com/webinars
https://www.pmc-corp.com/webinars
https://www.pmc-corp.com/webinars
https://www.pmc-corp.com/webinars
https://www.pmc-corp.com/webinars


We were talking 
during our coffee 
break and this 
question came up:

Get breaking news, timely 
reminders and important 
dates. It’s FREE!  Sign up 
today @ pmc-corp.com, click 
“Early Warning Email.”

Our client recently received their 2020 IRS Form 5498 from our organization showing 
a SEP contribution in Box 8. However, the client is arguing that they told us, in writing, 
that the SEP contribution made in April of 2020 was for the prior year (2019) and are 
demanding we correct the Form 5498 reporting. Should we?

The Answer:
No. The IRS Form 5498 instructions state that SEP contributions are reported based on the year received, not 
the year for which they are made (i.e., report all SEP contributions as current year contributions).  Therefore, 
your 2020 Form 5498 reporting is correct and should not be changed.  While this SEP reporting issue sometimes 
causes concern from employers and sometimes even their tax preparers, it does not prevent the employer from 
taking a valid tax deduction for prior year SEP contributions 

Important Dates
September 21, 2021 PMC’s fall IRA & HSA training webinar series begins
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Penalties for Late or Incorrect IRS Form 1099-R Filing
IRA sponsors work hard to correctly report IRA distributions to the IRA holder (i.e., IRA owners and 
beneficiaries) and IRS by the IRS Form 1099-R filing deadline.  Sometimes, after the deadline, it is brought 
to the IRA sponsor’s attention that there was an error on a Form 1099-R that was filed, or a Form 1099-
R was not filed for a situation that required one to be filed.  Financial organizations that fail to file a 
correct Form 1099-R by the due date may be subject to penalties unless reasonable cause can be shown.  
When an IRA sponsor learns a Form 1099-R is filed with incorrect information, a corrected Form 1099-R 
should be filed as soon as possible, and a copy of the corrected Form 1099-R should also be sent to the 
distribution recipient.
Generally, Form 1099-R is subject to a three-tier penalty structure for corrective reporting.  The following 
is the three-tier structure for filing late or incorrect 2020 Form 1099-Rs to the IRS. 
Tier 1.  No later than 30 days after the filing deadline, subject to a $50 IRS penalty, per form, maximum 
penalty of $565,000 per year ($197,500 for small businesses).
Tier 2.  Filed more than 30 days after the filing deadline, but by August 1, subject to a $110 IRS penalty, 
per form, maximum of $1,696,000 per year ($565,000 for small businesses).
Tier 3.  Filed after August 1, subject to a $280 IRS penalty, per form, maximum of $3,392,000 per year 
($1,130,500 for small businesses).

Exception to Penalties 
Even though a financial organization might not be able to show reasonable cause, the penalty for 
failing to file a correct Form 1099-R will not apply to a small number of corrections (known as the de 
minimus rule for corrections), if the organization timely filed the Form 1099-R but failed to include all 
required information or included incorrect information and the organization files corrected Form 1099-
Rs by August 1.  If filers “promptly” correct the return for purposes of establishing reasonable cause, the 
penalties will be waived (assuming the error was not willful neglect).  IRS regulations provide that such 
returns will be deemed promptly corrected if corrected: within 30 days of the required filing date, or by 
August 1 following the required filing date, or if after August 1, if corrected by the date announced in 
other IRS guidance such as forms & instructions (including electronic filing instructions), or within 30 days 
after the date the impediment/failure is discovered if not submitted within the time frames listed above.


