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In the January 2018 edition of IRA Insider, we reported that the recent 
tax bill eliminates the option of recharacterizing Roth IRA conversions 
that are taxable after 2017.  The tax bill also changed some other rules 
that affect IRA transactions.

Medical-Expense Exception to the
IRS Early Distribution Penalty
Individuals under age 59½ who have deductible medical expenses 
may withdraw the deductible amount from their IRA without the IRS 
early distribution penalty.  For 2017 and 2018 only, the tax bill lowers 
the threshold for such expenses from 10% of adjusted gross income 
(AGI) to 7.5% of AGI.

Disaster Distributions
The relief granted to victims of the 2017 federally-declared disaster ar-
eas (Hurricanes Harvey, Irma, and Maria) has been extended to victims 
of 2016 federally-declared disaster areas.  Qualifying distributions of 
up to $100,000 taken by affected IRA owners under age 59½ in 2016 
or 2017 will not be subject to the IRS 10% early distribution penalty.  In 
addition, such distributions could be repaid to their IRA within three 
years and any amount not repaid can be taxable over three years.

WRP Rollovers of Loan Offset Amounts
If a workplace retirement plan (WRP) participant has an outstanding 
plan loan and the plan is terminated or the participant separates from 
service, the outstanding amount is “offset” against the individual’s plan 
balance, and it is taxable if not rolled over within 60 days.  The tax bill 
extends the rollover period for such amounts to the individual’s federal 
income tax-filing deadline (including extensions) for the year of the 
offset, if the offset occurs after 2017.

COLA Adjustments
Many of the limitations for IRAs and HSAs are adjusted for inflation by the Treasury using a cost-of-living-
adjustment (COLA) formula.  Starting in 2018, the tax bill changes the formula so that such changes will 
be less frequent.   
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Letter from the Editor
Francis X. Krawiec, Executive Editor

Alexa, Where Do I Find Reliable IRA Information?
Dear Reader,

I really enjoyed being with family over the holidays.  I have adult children and having the opportunity to 
be with them and their spouses and children was great.  However, I am reminded that my sons like to have fun 
at my expense.  This year, they were telling me about a new product that I should get: The Amazon Echo Silver.  
They said it was a special device designed by Amazon and AARP that helps people of a “certain” age group, the 
so-called greatest generation, to more easily navigate the internet and control household electronics.  So, after 
they left, I looked up this new product, only to find there is no such thing as an Amazon Echo Silver.  Instead, 
my search led me to a Saturday Night Live comedy sketch about this fictitious product.  The joke’s on me… 
again.

However, in my search, I did find something quite distressing.  It appears that many individuals are using 
the Amazon Echo, which does really exist, as a substitute for reliable information about all kinds of things, 
including medical issues, financial matters, and even retirement planning.  I suppose it shouldn’t really surprise 
me, because the Amazon Echo, which responds to the name Alexa, is really just another means of searching 
the internet without using a keyboard.  Out of curiosity, I did an internet search, asking “What is the best way 
to save for retirement?”  There were 36 million results!  That is certainly enough results to confuse the best 
of us.  It always amazes me that some people are willing to trust such weighty matters to unknown entities, 
rather than getting the information from a trusted source.

That’s where you come in.  At PMC, our mission is to make you the expert on IRAs and tax-favored savings 
plans.  I am confident that, with our assistance, you and your organization can be the trusted source needed 
for reliable retirement information for your customers and prospects.

Best Regards,

mailto:fkrawiec%40pmc-corp.com?subject=
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n	Recharacterizing 2017 Roth IRA Conversions in 2018
The IRS has posted information on its website clarifying a question that some individuals had about recharacter-
izing 2017 Roth IRA conversions in light of the new restrictions contained in the Tax Cuts and Jobs Act, which was 
passed in late 2017.  The posting states that Roth IRA conversions made in 2017 may be recharacterized if the 
recharacterization is made by October 15, 2018.

n	IRS Releases 2017 Form 5329
IRS Form 5329 is filed by taxpayers who owe additional taxes, or need to claim an exception from an additional 
tax, on IRAs, HSAs, Coverdell ESAs and other tax-favored plans.  The 2017 form and its instructions have been 
updated to reflect recent legislation signed into law regarding qualified hurricane distributions and 2016 disaster 
recovery distributions.

n	Trust Is Qualified Look-Through Trust
An individual established a trust that contained a sub-trust established to hold the assets from the individual’s 
retirement accounts, which included a Traditional IRA, a Roth IRA and a 403(b) retirement plan.  The sub-trust 
was listed as the beneficiary for each of the individual’s retirement accounts.  Upon the death of the individual, 
the trust became irrevocable.  The individual’s daughter was the sole beneficiary of the trust and sub-trust.  The 
trustee submitted a private letter ruling request to the IRS to determine if required minimum distributions for the 
sub-trust may be calculated based on the daughter as the designated beneficiary.   The IRS approved the private 
letter request, agreeing that the trust met the requirements of a qualified look-through trust, and that required 
minimum distributions with regard to the retirement accounts are to be calculated based on the life expectancy 
of the daughter, the sole designated beneficiary of the sub-trust.  [PLR 201750004]

n	Successor Beneficiary Is Not Eligible to Roll Over WRP
An individual recently requested information from the IRS regarding a rollover from a deceased participant’s 
workplace retirement plan (WRP) to an IRA.  Specifically, the individual asked the IRS if, after the death of a surviv-
ing spouse beneficiary, a distribution from the workplace retirement plan made to an inherited IRA established 
for the beneficiary of the surviving spouse would be an “eligible rollover distribution.”  In response, the IRS issued 
an information letter explaining that only a designated beneficiary, or a beneficiary designated by the plan par-
ticipant, may roll over an eligible distribution to an inherited IRA.  A beneficiary named by a surviving spouse of 
a WRP may not roll over a distribution to an inherited IRA because the beneficiary is not a beneficiary designated 
by the plan participant.  [IRS Info Letter 2017-0030]

n	Most IRA Owners Do Not Make Regular Contributions
According to a recent Employee Benefit Research Institute (EBRI) report, for IRA owners who maintained an IRA 
continuously from 2010 through 2015, most did not make a regular contribution to their IRA each year.  Among 
Traditional IRA owners, 87% did not contribute to the IRA in any year, while about 2% contributed in all six years.  
In contrast, about 60% of Roth IRA owners did not contribute in any year and about 10% contributed in all six 
years.  [Craig Copeland, EBRI Issue Brief, no. 440, January 10, 2018]

Noteworthy
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Legal Actions

We all know that the “I” in IRA stands for “individual,” and in most situations, an IRA is opened by the individual IRA 
owner.  However, there are a few situations that may require the IRA be opened without the IRA owner’s presence 
or authorization.

Automatic Direct Rollover
A workplace retirement plan (WRP) may have a mandatory cash-out provision that requires the WRP to directly 
roll over a vested plan balance of less than $5,000 to a Traditional IRA if the plan participant does not select either 
a distribution or a direct rollover for the plan balance.  In this case, the plan administrator may execute the neces-
sary IRA documents to establish a Traditional IRA on the plan participant’s behalf.  Many IRA sponsors choose 
not to accept these automatic direct rollovers because of the low balance that will be held in the IRA, and also a 
higher chance that the IRA will be escheated as the WRP already had no response from the plan participant.  

SEP/SIMPLE Plans
Employers who are required to make a SEP or SIMPLE IRA contribution for an employee are required to make the 
contribution, even if the employee has left the company or died.  The employer contribution for a year may be 
made as late as the employer’s tax-filing deadline, including extensions, which may be as late as October 15 of 
the following year.  In other words, over a year could pass from the time an eligible employee quits or dies, until 
the time the employer will be making a contribution.  Even if the employee has not established an IRA to receive 
the contribution, the employer is still required to make a contribution to comply with the requirements of its SEP 
or SIMPLE plan agreement.  The employer is allowed to establish an IRA on behalf of the individual so that the 
required contribution can be made.

Beneficiaries
IRA sponsors may want to consider immediately establishing a separate beneficiary account, if they do not al-
ready do so, for each beneficiary of an IRA upon being notified of the death of an IRA owner.  Many IRA sponsors 
leave IRA funds untouched in a deceased owner’s IRA, even after being notified of the death of the IRA owner, 
until the beneficiaries provide instructions regarding their share of the IRA.  In the case of multiple beneficiaries, 
some IRA sponsors will wait until all the beneficiaries make an election in regards to their share of the IRA be-
fore splitting the IRA into separate accounts.  However, upon notification of the death of an IRA owner, IRS Form 
5498 must be issued using the name and tax identification number of each beneficiary of the IRA, reporting the 
beneficiary’s share of the IRA if a balance remains as of the end of the year.  Separate accounts may aid in correct 
reporting after an IRA owner passes away.  In addition, if separate accounts are not established by December 31 
of the year following the year of death for an IRA with multiple primary beneficiaries, younger beneficiaries will 
not get the benefit of using their own longer life expectancies when calculating death distributions.

CIP Requirement Concerns
Some IRA sponsors are hesitant to open an IRA without the presence or authorization of the IRA holder because 
of their customer identification program (CIP) requirements.  Guidance from federal regulators, however, stated 
that CIP is only required when the IRA holder first contacts the IRA sponsor to assert ownership of, or exercise 
control over, the IRA; not at the time the funds are rolled over or when the IRA is established.  

Opening an IRA without
the IRA Owner Present
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The new tax law that was signed into law last month was the first major revision of the federal tax code in 30 
years.  Very few of the changes in its over 1,000 pages affect IRAs, but the change to the recharacterization rules 
does.  Recharacterizations will still be allowed, but the recharacterization of a conversion contribution to a Roth 
IRA will not be allowed after the 2017 tax year.  How this change will affect (or not affect) the planning for trans-
actions in 2018 and beyond will start becoming evident here in 2018.

Recharacterizations Are Still Allowed
Tax-year contributions will continue to be eligible to be recharacterized under the same rules that have applied 
before.  As such, this will continue to offer some tax-planning options (even in the year after the year for which 
the contribution is made) for taxpayers who are eligible to contribute to either type of IRA.
For example, if an individual makes a Roth IRA contribution for 2018, and then determines that a deductible 
Traditional IRA contribution would have been better, the contribution may be recharacterized — with the result 
being the same as if a Traditional IRA contribution had originally been made for 2018.

Conversions Are Still Allowed
One important point that needs to be made is that conversions are still allowed in 2018 and after, just as before.  
This includes rolling over (“converting”) funds that are distributed from a qualified retirement plan and funds that 
are converted from a Traditional, SEP, or SIMPLE IRA.
The big difference now is that when a “conversion” contribution is made to a Roth IRA, it becomes “irrevocable” 
when the transaction is completed.  It can’t be recharacterized from the Roth IRA to a Traditional IRA.  

Recharacterization of “2018” or Later Conversions Are Not Allowed
The law does not remove just the option of recharacterizing conversion contributions after the end of the year, 
it removes the option completely, starting with the 2018 tax year!  Therefore, when planning to undertake a 
conversion, the ramifications of the conversion transaction should be explored before completing the conversion 
transaction.
One IRA transaction that has often been regretted later is a lump-sum death distribution to a non-spouse benefi-
ciary.  Once it has occurred, the non-spouse beneficiary has no way to “undo” the transaction.  The finality of that 
transaction will now be similar to that of a conversion contribution.  Going forward, both transactions should be 
thoroughly understood before completion.  Customer service representatives may be asking their customers/
clients a question such as, “Are you certain that this is what you want to do?”

Conversions Will Need More Thorough Planning
In prior years, when conversions could be recharacterized — either in the same year that the conversion was tax-
able, or in the following year (typically up to October 15 of that year) — taxpayers had the latitude of purposely 
converting more funds than they would ideally prefer to convert.  That was often transacted to allow the taxable 
income of the year of the conversion to be “trimmed” (using a recharacterization) to an amount equal to the top 
of a marginal tax bracket.  This kept any income from being taxed at the higher rate and taxed long-term capital 
gains and qualified dividends at a 0% tax rate for federal income tax purposes.  This latitude has been taken away 
by the recent law change.  

The Ripple Effect of the New 
Recharacterization Limit
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May an IRA owner, age 84, take a qualified charitable distribution (QCD) in 2018?  
Yes.  In 2015, the Consolidated Appropriations Act made QCDs permanent.  Therefore, for 2018, an individual 
who is age 70½ or older on the date of the distribution may complete a QCD.  

Our customer, age 54, has a beneficiary IRA that she inherited in 2017 from her spouse.  In 2018, she wants 
to make a 2018 contribution to this IRA (she is eligible to make an IRA contribution for 2018).   May she 
make a tax-year contribution to her beneficiary IRA?
Yes; however, by doing so, she has elected to treat the beneficiary IRA as her own IRA.  Therefore, most IRA 
sponsors will not accept a tax-year contribution to an inherited IRA.  Instead, the spouse beneficiary would be 
required to have an IRA that is not an inherited IRA to accept a tax-year contribution.  The surviving spouse could 
then roll over or transfer the inherited IRA funds to her own IRA.  

May an individual contribute to both a 401(k) and a Traditional IRA?
Yes.  Participating in a 401(k) plan does not prevent an individual from contributing to a Traditional IRA.  However, 
participating in a 401(k) plan may, depending on the individual’s tax-filing status and level of income, affect their 
ability to deduct the Traditional IRA contribution.

If a 2018 distribution from a 401(k) plan is rolled over to a Roth IRA, may that contribution be recharacter-
ized to a Traditional IRA?
No.  Prior to 2018, a rollover from a workplace retirement plan (WRP) to a Roth IRA could be recharacterized to a 
Traditional IRA by the applicable deadline.  However, the new tax law has changed the recharacterization rules so 
that conversions and WRP rollovers to a Roth IRA that are taxable for a tax year after 2017 may not be recharac-
terized.

How much of an individual’s IRA may be insured by the FDIC?
The FDIC adds together all retirement deposit accounts (Traditional, Roth, SEP, and SIMPLE IRAs, along with self-
directed 401(k), Keogh, and 457 plans) owned by the same person at the same insured bank and insures the total 
amount up to $250,000.

Where can an HSA owner find what medical expenses are considered qualified medical expenses?
IRS Publication 502, Medical and Dental Expenses, is an excellent source of information on this topic.

A spouse inherited 50% of a deceased IRA owner’s IRA.  May the spouse beneficiary roll over or transfer 
her share to her own IRA even though she is not the sole primary beneficiary of the IRA?
Yes.  Regardless of whether or not the surviving spouse is the sole primary beneficiary, a surviving spouse may 
roll over or transfer the funds received due to death to an IRA in the surviving spouse’s own name.

If a customer, age 70½, transfers his Traditional IRA to our institution in 2018, are we responsible for de-
termining the 2018 RMD amount on those funds?  
No.  Your customer should work with the prior institution to determine the RMD amount.  

Heard It on the Hotline
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An individual transferred Roth IRA funds to our institution.  We received the check payable to our bank 
FBO the customer.  Must the customer sign a Roth IRA Rollover Election form when the check is deposited 
in the Roth IRA?
No.  Because the check was payable to your bank FBO the customer, the Roth IRA owner does not have construc-
tive receipt of the funds.  Therefore, the transaction would be considered a non-reportable transfer, not a rollover.  

May an employer establish a SIMPLE IRA plan to cover certain employees of the company and also estab-
lish a SEP IRA plan that only includes its managers?
No.  An employer that maintains a SIMPLE IRA plan may not maintain any other retirement plans in which any 
employees currently accrue benefits.  This is sometimes called the exclusive-plan rule.   

May a 2018 tax-year IRA contribution be recharacterized?
Yes.  The new recharacterization rules in the recently passed tax bill still allow a tax-year IRA contribution to be 
recharacterized by the federal income tax filing deadline, including extensions. 

Your Service
Don Beideman, Director of Customer Service

PMC’s Electronic Forms and Documents
Going Green Means Saving Green!  It would be great if money grew on trees.  But it doesn’t.  So it pays to 
work smarter.  Have PMC’s acclaimed IRA, HSA and ESA forms and documents when you need them.  No 
more paying for the forms and documents that may become obsolete before you use them.  And, most 
importantly – no more worrying whether the forms you have are up-to-date.  
Call us today at 800-233-3207 or simply visit pmc-corp.com/eforms for a no-obligation quote on how your 
organization can ”Go Green” and be guaranteed to have forms and documents that are current and in 
compliance - with automatic updates.  
Just one more way we make you the expert!

mailto:beideman%40pmc-corp.com?subject=
http://www.pmc-corp-catalogs.com/Customer_Brochures/Brochures.html
http://pmc-corp.com/eforms
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We were talking 
during our coffee 
break, and this 
question came up:

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

Please Join Us . . .  
Submit a question to the IRA Insider and if it appears in the Coffee Break, we will send you your very own IRA 
Insider coffee mug.  Send your question to: pmc@pmc-corp.com.  Put “Coffee Break” in the subject line.

If we use your question, in addition to sending you an IRA Insider coffee mug, we will acknowledge your 
contribution in this space.

A 66-year-old HSA owner is married, and his spouse is under age 65.  If the spouse is added 
as an authorized signer on the HSA, and a nonqualified distribution is taken from the HSA, 
will the IRS 20% penalty apply?

The Answer:
No.  The application of the IRS 20% penalty for nonqualified distributions from an HSA is based on the age of the 
HSA owner, not on the age of any additional signers on the account.  Because the HSA owner is over age 65, the 
20% penalty will not apply to a nonqualified distribution, even if his younger spouse authorizes the distribution.

http://www.pmc-corp.com/early-warning.html
http://www.pmc-corp.com/early-warning.html
http://www.pmc-corp.com/early-warning.html
http://www.pmc-corp.com/early-warning.html
mailto:pmc%40pmc-corp.com?subject=Coffee%20Break
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When Is IRS Form 8606 Used?
Even though IRS Form 8606 is not a form that is completed by the IRA sponsor, in the name of customer 
service, it may be helpful to know what IRA transactions would require a taxpayer to complete IRS Form 
8606.  This article will discuss four situations that necessitate filing Form 8606.

Nondeductible IRA Contributions
After an individual determines that he or she is eligible to contribute to a Traditional IRA, he or she must 
determine how much, if any, of the contribution is tax-deductible.  If all or a portion of an amount con-
tributed to the Traditional IRA is not deductible, the individual must report the nondeductible portion 
in Part I of IRS Form 8606.  If the individual fails to report the nondeductible contribution using IRS Form 
8606, such contributions to Traditional IRAs are treated as deductible contributions, and would be tax-
able when distributed, even though no deduction was taken when the contribution was made.

After-Tax Funds Distributed from Traditional IRAs
First, for the purposes of determining taxation, all of an individual’s Traditional IRAs (including SEP and 
SIMPLE IRAs) are treated as one IRA and all distributions from any of these IRAs are treated as one distri-
bution.  If an IRA owner has made nondeductible contributions to any Traditional IRA, the IRA is said to 
contain basis.  When the IRA owner takes a distribution from his or her Traditional IRAs, a portion of the 
distribution will be a return of basis and will not be taxable.  Part I of IRS Form 8606 is used to report the 
nontaxable distributions and to determine the remaining basis in the Traditional IRA after the distribu-
tion.

Conversions from Traditional, SEP, or SIMPLE IRAs to Roth IRAs
An IRA owner who converts all or a portion of his or her Traditional, SEP or SIMPLE IRA assets to a Roth 
IRA must complete Part II of IRS Form 8606.  IRS Form 8606 is also used to determine the taxable and 
nontaxable portion of the Traditional IRA distribution that is being converted, if any of the individual’s 
Traditional IRAs contain after-tax funds (basis).

Distributions from Roth IRAs
The IRA owner completes Part III of IRS Form 8606 to calculate the taxable amount (if any) of a non-
qualified Roth IRA distribution.


