
Dennis J. McCarthy, et. ux. v. 
Commissioner
TC Memo 2015-50
March 18, 2015

 An elderly married couple 
learned that employer retirement plan 
distributions and Social Security benefits 
are taxed differently. As a result, the 
wife’s employer plan distribution was 
taxable and wasn’t eligible for the special 
tax breaks that apply to Social Security 
benefits.

 Facts of the Case

 Holly and Dennis 
McCarthy, a married couple, 
were both receiving Social 
Security benefits and Holly 
was taking distributions 
from her former employer’s 
retirement plan. Holly 
was a retired school nurse 
who participated in Ohio’s 
State Teachers Retirement 
System’s (STRS) qualified retirement 
plan. 

 In 2011 she received a $27,701 plan 
distribution. She received a copy of IRS 
Form 1099-R reporting a $27,701 gross 
distribution and a taxable amount of 
$27,413 (the small difference between 
the gross and taxable amount was $288 
of tax-free basis (after-tax) funds). No 
federal income taxes were withheld, in 
all likelihood because she chose to have 
zero withheld for taxes. 

 The McCarthy’s filed a joint federal 
income tax return for 2011 reporting 
only one-third ($9,233) of the retirement 
plan distribution with the taxable amount 
as $8,945 ($9,233 - $288 basis = $8,945). 

She and her husband Dennis 
also reported receiving Social 
Security benefits totaling 
$37,600 with a zero taxable 
amount on their tax return. 
The $37,600 total included 
some of Holly’s plan 
distribution. 

 In 2013, the IRS sent 
them a Notice of Deficiency for errors in 
their 2011 federal income tax return. The 
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IRS claimed that they owed over $1,000 in taxes as a result 
of failing to include in income over $18,000 of Holly’s 
STRS plan distribution. IRS also claimed that they should 
have included in income over $3,800 of Dennis’ Social 
Security benefits that year. The McCarthy’s disagreed 
with the IRS and took the issue to Tax Court where they 
represented themselves. They were age 82 at the time. 

 The Court’s Ruling

 Unfortunately for the McCarthys, the Court agreed 
with the IRS and ruled that they owed taxes as a result of 
their miscalculations with respect to both the retirement 
plan distributions and the Social Security benefits. The 
Court noted that the retirement plan distributions that 
Holly received are taxable unless she and her husband can 
claim an exclusion from gross income. 

 The McCarthy’s failed to establish that they were 
legally entitled to exclude any of the $27,413 taxable 
amount reported on Form 1099-R that they received from 
STRS Ohio. So, the Court had no choice but to agree 
with IRS that the amount should be included in their 
taxable income. The Court noted that the McCarthy’s had 
mistakenly claimed some of the STRS Ohio distribution 
as Social Security benefits. Social Security is taxed 
differently and more favorably than distributions from 
employer plans and IRAs.

From the Court:
 “By classifying a portion of the STRS Ohio distribution 
as Social Security benefits, petitioners sought to minimize 
tax on the untaxed benefits Mrs. McCarthy accrued during 
her career.”

 The Court also ruled that they miscalculated the 
taxable amount of Dennis McCarthy’s Social Security 
benefits. He received $19,132 in Social Security benefits 
and reported none of it as taxable for 2011. The Court 
agreed with the IRS that the correct taxable amount was 
$3,868. 

 The McCarthy’s only argument was to ask 
the Court to make an “equitable resolution” in 
this case. They obviously were confused and 
argued that it was unfair that two agencies of 
the federal government tax their retirement 
distributions differently. They said:

 "In essence, what we seek is 'Judicial 
Redress' of the financial inequity created 
by two different Arms of Government (SSA and IRS) 
defining the same monies (2/3 of the STRS Pension) in 
two completely opposite ways each to the detriment of 
the taxpayer. This seems to violate Court Rulings that the 
Government 'Can’t Have Its Cake And Eat It.'"

 The Court responded by saying that it must enforce the 
law as written and cannot change the law; only Congress 

can do that. While the McCarthy’s might think that the 
result is harsh and the rules are confusing, the Court said 
it cannot ignore the plain language of the law and rewrite 
it to give them a break. 

 Taxation of Social Security

 The McCarthy case highlights the fact that the rules for 
figuring the taxes on distributions from retirement plans 
are not the same as the rules for taxing Social Security. 
Withdrawals from employer retirement plans and IRAs 
are taxed as ordinary income but Social Security benefits 
may, or may not, be taxable. Under the tax code, there are 
special rules for calculating the taxation of Social Security 
benefits. According to information on the Social Security 
Administration’s website, www.ssa.gov, about 40% of 
people who get Social Security have to pay income taxes 
on their benefits. Even for those clients whose Social 
Security benefits are taxable, no one pays taxes on more 
than 85% of their benefits, so 15% is always tax-free for 
everyone. 

 Combined Income

 The amount of your client’s Social Security benefits 
that are subject to income tax depends on how much 
“combined income” (also known as “provisional 
income”) they have. The formula for calculating it can be 
a bit confusing (see IRS Publication 915, Social Security 
and Equivalent Railroad Retirement Benefits, for more 
information). Combined income is calculated as follows:

 Adjusted gross income (AGI) on IRS Form 1040

  + Nontaxable interest

  + ½ of your Social Security benefits
 –––––––––––––––––––––––––––––––––––––––
  = Combined income

 AGI includes any wages, self-
employment income, dividends and interest, 
capital gains, pension payments and rental 
income among other items.

 If your client is single and his combined 
income is between $25,000 and $34,000, up 
to 50% of his Social Security benefits are 
subject to tax. If his combined income is 
more than $34,000, up to 85% of his Social 

Security benefits are subject to income tax. If your client 
is married filing jointly, he may have to pay taxes on 50% 
of his benefits if he and his spouse have combined income 
that is between $32,000 and $44,000. If their combined 
income is more than $44,000, up to 85% of their Social 
Security benefits are subject to income tax. Unlike many 
thresholds in the tax code, these amounts are not indexed 
for inflation. 

The amount of 
your client’s Social 

Security benefits that 
are subject to income 
tax depends on how 

much “combined 
income” they have.
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 Each January clients receive a Social Security benefit 
statement (Form SSA-1099) showing the amount of 
benefits they received in the previous year. Since Social 
Security may be taxable and about 40% percent of all 
people receiving Social Security benefits actually have 
to pay taxes on their benefits, individuals are allowed to 
choose to have federal taxes withheld from their benefits. 
To have federal taxes withheld, clients should complete 
IRS Form W-4V, Voluntary Withholding Request. 

 Retirement Plan RMDs Can Increase Social 
 Security Taxation

 As a practical matter for many advisors’ clients, 
Social Security is not their only source of income, so 
those benefits are often taxable because of their combined 
income. When calculating combined income, you must 
include distributions from retirement plans, including 
required minimum distributions (RMDs) from both IRAs 
and employer plans. RMDs can increase the taxation 
of Social Security because they increase AGI and thus 
increase combined income. Clients should not stop taking 
RMDs to lower the taxation of their Social Security 
because there is a 50% excess accumulation tax for not 
taking (or not taking enough of) an RMD. 

 Clients should plan for the potential impact RMDs 
may have on Social Security benefits and there are several 
planning strategies advisors should at least consider. One 
strategy that could make sense for clients is 
“spending down” IRAs in early retirement to 
delay claiming Social Security benefits. The 
primary benefits of this approach include:

 • Delaying Social Security benefits 
can result in higher monthly payments for 
life (and potentially, over the lifetime of a 
surviving spouse).

 • Required minimum distributions will be smaller 
due to lower year-end balances. As a result, combined 
income may be lower, resulting in a smaller amount of 
Social Security benefits becoming taxable.

 • By “swapping” out IRA income for Social Security 
benefits, a client may be able to have more spendable 
dollars due to the relative tax efficiencies of those benefits. 

 There are some drawbacks to this approach too:

 • There is no guarantee a client will live long enough 
to see the benefits of delaying Social Security payments.

 • IRA assets remaining at a client’s death can be 
passed on to beneficiaries, but Social Security benefits 
generally “die” along with a client (or their spouse).

 Another potential strategy to consider is converting 
IRA and other pre-tax retirement account funds to Roth 

IRAs prior to taking Social Security benefits. The primary 
benefits of this approach include:

 • Unlike supposedly tax-free municipal bond interest, 
tax-free distributions from Roth IRAs don’t increase 
combined income. Therefore, tax-free distributions 
from Roth IRAs can be taken without subjecting Social 
Security benefits to increased taxation. 

 • Roth IRAs have no required minimum distributions, 
so clients can supplement their other income (including 
Social Security benefits) with distributions from Roth 
IRAs as they please. 

 There are, of course, some downsides to this approach 
as well. They include:

 • It may be more tax efficient for a client to have more 
of their future Social Security benefits included in their 
income than it is for them to do a Roth IRA conversion 
today.

 • There’s no guarantee that the rules for Roth IRAs 
today will be the same as when a client is eligible to claim 
Social Security benefits.

 If the Roth IRA conversion strategy is going to be 
used to minimize the taxation of Social Security benefits, 
it’s often best to use the strategy before Social Security 

benefits are received.  That’s because when 
clients are receiving Social Security benefits, 
converting IRA or employer plan funds to a 
Roth IRA may increase the taxation of Social 
Security for the year of the conversion. 

 For example, let’s suppose your client is 
67 years old and currently receiving Social 
Security benefits, but, because her combined 
income is low enough, none of it is taxable. 

However, if she converts enough money to a Roth IRA, 
say $50,000 or more, she will increase her combined 
income so that 85% of her Social Security benefits will 
now be taxable.

 On the other hand, for affluent clients that have a lot 
of combined income from wages, interest and dividends, 
RMDs, etc., they may already be paying tax on 85% of 
their Social Security benefits. A Roth IRA conversion 
won’t affect their Social Security because the taxes they’ll 
owe on their Social Security can’t increase. Of course, the 
Roth IRA conversion itself will add to their tax bill and 
could push them into a higher tax bracket. 

 Advisors should know that Roth IRA conversions will 
only cause clients to pay more taxes on Social Security 
payments in the year of the conversion. However, by not 
converting to a Roth IRA now, RMDs from employer 
plans and IRAs in future years could affect the taxation of 
your client’s Social Security benefits each year.

Clients should 
plan for the 

potential impact 
RMDs may have 

on Social Security 
benefits.
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IRS Allows Late Recharacterization of Annual Roth IRA Contributions

PLR 201511022
Released March 13, 2015

 Almost all of the late recharacterization requests to 
the IRS involve taxpayers who did a Roth IRA conversion. 
However annual traditional or Roth IRA contributions 
can also be recharacterized, and thus are potentially 
eligible for a late recharacterization private letter ruling 
(PLR) from the IRS. In PLR 201511022, released by IRS 
March 13, 2015, the IRS allowed late recharacterizations 
of Roth contributions because the couple’s tax-preparer 
never told them they could not contribute to a Roth IRA 
because their income was too high.

 Facts of the PLR

 “Al” and “Betty" are a married couple who file a 
joint income tax return. They each had Roth IRAs and 
made Roth IRA contributions from 1999 through 2012. 
In March 2013, they met with a new CPA to develop a 
comprehensive retirement plan. The CPA looked over 
their Roth IRA contribution history and determined that 
from 2006 through 2012 they were not eligible to make 
any Roth IRA contributions because their joint income 
exceeded the modified adjusted gross income (MAGI) 
phase-out limits in effect for those years. Their CPA also 
told them that their 2005 Roth IRA contribution exceeded 
the phased-out annual Roth IRA contribution limit (i.e., 
apparently they were eligible to make a partial Roth 
contribution but contributed too much). 

 Note: Making Roth IRA contributions when MAGI 
exceeds the annual phase-out limits creates excess Roth 
IRA contributions that are subject to a 6% penalty for 
each year they remain in the Roth IRA unless timely 
corrected by either withdrawing the excess funds or 
recharacterizing them as a traditional IRA contribution. 

 Al and Betty were never told about any 
MAGI limits for contributing to a Roth IRA 
by their former tax preparer who had filed 
their tax returns for many years. In 2013, 
acting on the advice of their new CPA, they 
each timely recharacterized their 2012 excess 
Roth IRA contribution as traditional IRA 
contributions for 2012 to avoid the 6% excess 
contribution penalty. However, it was too late 
to recharacterize all the other excess Roth IRA 
contributions from 2005 - 2011 since they had 
missed the October 15 deadlines for another seven years 
of excess Roth contributions. 

 Al and Betty ended up speaking to a lawyer who 
recommended that they apply to the IRS for a late 
recharacterization PLR for the excess Roth contributions. 
At the time of the PLR request, all the funds remained in 

their Roth IRAs and the IRS had not discovered their failure 
to timely recharacterize all the excess contributions. They 
applied for a PLR asking to recharacterize all the excess 
Roth contributions as traditional IRA contributions. 

 IRS Ruling

The IRS granted Al and Betty’s request for all the late 
recharacterizations. They said that Al and Betty didn’t 
know about the MAGI limits and that they had relied 
on their tax preparer to advise them about the Roth IRA 
contribution eligibility rules, but their preparer failed 
to do so. As soon as Al and Betty were made aware of 
the problem by their new CPA, they requested the PLR 
before the IRS realized they weren’t eligible to make the 
contributions. The IRS believed they acted reasonably 
and gave them 60 days from the date of the PLR to 
recharacterize all the excess Roth IRA contributions to 
traditional IRAs. 

 Recharacterization Basics

 A recharacterization is a transaction that allows 
individuals to treat an IRA contribution made to one 
kind of IRA as if it were made to a different kind of IRA. 
From a tax perspective, a recharacterization changes 
the original IRA contribution to a different kind of IRA 
contribution. Anyone can do a recharacterization for 
any reason, and a partial recharacterization can be done. 
The recharacterization is one of the rare second chances 
granted by the tax code and allows great flexibility in a 
client’s financial and tax planning. There are three primary 
types of IRA contributions that can be recharacterized:

 1. Reversing (undoing) a Roth IRA conversion.

 2. Changing a traditional IRA contribution to a Roth 
IRA contribution.

 3. Changing a Roth IRA contribution to a 
traditional IRA contribution.

 Reversing a Roth IRA Conversion

 By far, the most common 
recharacterization involves undoing a Roth 
IRA conversion from an IRA or company 
retirement plan. The result is that the 
conversion is treated as though it never 

happened and thus there are no taxes due. Note that if 
company plan funds, such as a 401(k) were converted to a 
Roth IRA and then recharacterized, the recharacterization 
must be made to an IRA, not a company retirement plan. 

 Recharacterizations are generally made for one of 
two reasons. Either a client: 1) doesn’t have the money 

The 
recharacterization 
is one of the rare 
second chances 

granted by the tax 
code.
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to pay the taxes due on the conversion, or 2) has seen a 
significant decline in the value of the assets in the Roth 
IRA after the conversion.

 Changing a Traditional IRA Contribution to a 
 Roth IRA Contribution

 Clients can also recharacterize annual contributions 
(the $5,500 per year contributions). For instance, clients 
may have contributed to a traditional IRA, but now, due 
to a change in circumstances, they may want to have that 
contribution treated as a Roth IRA contribution instead. If 
so, they can recharacterize the traditional IRA contribution 
to a Roth IRA (assuming they otherwise qualify for a 
Roth IRA contribution). The result is that the contribution 
will be treated as if it were made to the Roth IRA to begin 
with. 

Example #1: 
 Bernice has always been a high earner 
and has perennially been phased out of 
being eligible to contribute directly to her 
Roth IRA. However, she still wanted to 
contribute to an IRA, so she has been making 
contributions to a traditional IRA instead. In 
early 2014, in anticipation of once again being 
over her applicable Roth IRA contribution 
income limit, Bernice contributed $5,500 
to a traditional IRA for 2014. In July 2014, 
however, Bernice was unexpectedly laid off and did not 
resume working for a new employer until February 1, 
2015.

 In April 2015, when Bernice met with her CPA, they 
determined that her income for the year was just under the 
Roth IRA contribution phase-out range and as such, she 
was eligible to make a full $5,500 Roth contribution for 
2014. At the time, Bernice’s contribution had increased in 
value and the contribution, along with the earnings, was 
worth $7,000.  In this scenario, Bernice could very well 
benefit from recharacterization.

 Some advisors might look at this recharacterization 
as the same thing as a Roth IRA conversion, but there’s a 
difference. Ignoring any pro-rata concerns for a moment, 
if Bernice were to convert her $7,000 traditional IRA 
value to a Roth IRA, she’d owe income tax on her $5,500 
traditional IRA contribution, plus income tax on the 
$1,500 of earnings. 

 In contrast, if Bernice was to recharacterize her 
traditional IRA contribution to a Roth IRA, she’d still owe 
income tax on her $5,500 Roth IRA contribution (because 
there are no tax deductions for Roth IRA contributions), 
but there’d be no tax liability for the $1,500 of earnings. 
Since the recharacterization would treat the contribution 
as if it had been made to a Roth IRA to begin with, the 
earnings would be treated as though they were earned in 
that account (and thus, not taxable).

 Changing a Roth IRA Contribution to a 
 Traditional IRA Contribution

 Perhaps some of your clients contributed to a Roth 
IRA, but they now see that they would qualify for a tax 
deduction if they had contributed to a traditional IRA 
instead. Or maybe, some clients contributed to a Roth IRA 
but weren’t eligible to contribute because their income 
was too high. They can recharacterize the Roth IRA 
contribution to a traditional IRA assuming they otherwise 
qualify for a traditional IRA contribution (e.g., they are 
under age 70½ for the year). 

Example #2: 
 Glen, age 56, contributed to a Roth IRA for 2014 but 
in September received a large bonus at work that pushed 
his income over his Roth IRA contribution threshold 
for the year. As such, Glen has two choices. He can 

either remove his contribution, plus/minus 
earnings, as an excess contribution, or he can 
recharacterize the contribution to a traditional 
IRA contribution. 

 If Glenn chooses to remove the 
contribution as an excess contribution, he’ll 
lose the tax deferral on future gains. Plus, any 
gains that have already been earned on the 
contribution will be taxable when distributed, 
and, since Glen is under 59½, they’ll be 

subject to the 10% early distribution penalty as well. 
None of this may be particularly appealing to Glen. 

 If that’s the case, a recharacterization to a traditional 
IRA contribution is likely Glen’s best option. The 
contribution will be treated as if it was made to the 
traditional IRA on the same date it was originally made 
to his Roth IRA (i.e., as a timely 2014 traditional IRA 
contribution even though the funds did not get deposited 
in the traditional IRA until September 2015). There 
will be no income tax due on the earnings until they 
are distributed, and, if he qualifies, Glen may even be 
able to take a tax deduction for his now-traditional IRA 
contribution. 

 October 15 Deadline

 The deadline to do a timely recharacterization is 
October 15 of the year after the year for which the 
contribution/conversion is made. As such, clients 
have until October 15, 2015 to recharacterize a 2014 
contribution or conversion. The October 15 deadline is 
applicable even if a client’s 2014 tax return has already 
been filed. If the return was already filed, then an amended 
return will generally have to be filed on Form 1040X (and 
an amended state tax return, if applicable). Clients have 
three years from the original due date (or extended due 
date) of the return to file an amended tax return, but they 
should generally get it done as quickly as possible for 
statute of limitations purposes. 

Clients have 
until October 
15, 2015 to 

recharacterize a 
2014 contribution 

or conversion.
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IRS needs to 
improve its 

ability to  identify 
individuals who 
may have made 

excess IRA 
contributions.

 The IRS has the authority to extend the time to 
recharacterize beyond the October 15 deadline but doing 
so can only be done through a private letter ruling (PLR). 
But getting a PLR is an expensive and time-consuming 
route and the extension is generally granted only in cases 
where there is custodian or advisor error. The IRS fee 
for this type of PLR is $4,000. That is only the IRS fee. 
Clients will most likely have to pay someone to prepare 
the PLR for them.   

 Other Recharacterization Rules

 • The recharacterization must be done as a reportable 
trustee-to-trustee transfer (not a withdrawal from the Roth 
IRA and a subsequent deposit to an IRA).

 • The recharacterized amount is a net amount (plus or 
minus the gains or losses on the account attributable to the 
recharacterization amount).

 • Both the Roth and the traditional IRA custodians 
must be notified of the recharacterization in writing 
because special recharacterization reporting is required 
on IRS Forms 1099-R and 5498.

 • Although recharacterizations are nontaxable 
transfers, clients must report them to IRS by attaching a 
statement to their federal income tax return. They may 
also need to file IRS Form 8606 with their return.

 • A contribution can only be recharacterized for the 
year the amount was originally contributed. You cannot 
change the year of the original contribution or conversion 
(i.e., you cannot recharacterize a 2014 IRA contribution 
to a 2015 IRA contribution).

 • A deceased IRA owner’s executor or person who 
files his final federal income tax return can recharacterize 
for the decedent.

Treasury Report on Excess IRA Contributions Finds IRA Custodians
 Need More Education

Actions Can Be Taken to Further Improve the Strategy 
for Addressing Excess Contributions to Individual 
Retirement Arrangements
March 17, 2015
2015-10-020

 Have you ever felt frustrated because you didn’t feel 
your client’s custodian was reporting information properly 
to the IRS? It turns out that might be a lot more common 
that one would expect. A report issued by the Treasury 
Inspector General for Tax Administration (TIGTA) found 
that the IRS needs to improve its ability to  
identify individuals who may have made 
excess IRA contributions and that IRA 
custodians need to be educated about their 
IRS reporting responsibilities.

 According to the Government 
Accountability Office, an estimated 43 
million people had IRAs in 2011 with 
a fair market value of $5.2 trillion. In 
2008 and 2010, TIGTA performed audits 
concerning compliance with IRA rules and 
recommended that the IRS develop a strategy to address 
noncompliance. The overall objective of this audit was 
to determine whether the IRS has an effective strategy to 
identify and address excess contributions made to IRAs.

 In response, the IRS implemented a strategy that 
focused on educating tax preparers and individuals 
about IRA rules and notifying individuals when they 
might have exceeded the annual contribution limits. 
Despite these efforts from IRS, TIGTA determined that 
additional improvements could be made. For example, 
the IRS developed education materials for individuals 

and tax preparers but did not consider education materials 
for IRA custodians. TIGTA identified a large number of 
inaccurate IRA information on Form 5498 submitted by 
IRA custodians. The hope is that improved education 
to IRA custodians should improve the accuracy of 
information sent to the IRS, which will in turn help IRS 
to better identify which individuals have made excess 
contributions. 

 "IRAs are a key tax-preferred way for individuals to 
save for retirement; however, there are rules that limit the 

amount individuals can contribute to IRAs in 
a tax year,” said J. Russell George, Treasury 
Inspector General for Tax Administration. 
“Individual noncompliance with excess IRA 
contribution rules results in revenue loss to 
the Federal Government." 

 Having better ways to monitor and 
identify excess IRA contributions will help 
the IRS choose which individuals to pursue 
given the IRS' current limited resources. It 
will help the IRS to more easily identify 

which clients have excesses and to collect the 6% excess 
contribution penalty for excesses that aren’t timely 
corrected.

 Form 5498 Reporting Problems

 An IRA custodian is required to report the actual 
amount contributed to an individual’s IRA. For example, 
if your 45 year old client contributed $10,000 to her IRA 
for 2015, the custodian would report a $10,000 IRA 
contribution in box 1 of the 2015 Form 5498, even though 
she clearly has made an excess contribution of $4,500 
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($10,000 contribution - $5,500 limit for 2015 = $4,500 
excess). While you would hope that IRA custodians 
would have procedures in place to help clients avoid 
making excess contributions, or notify them of an excess, 
ultimately your client is the one responsible to know the 
contribution rules and for fixing their excess contributions 
to avoid adverse tax consequences and penalties. 

 As the TIGTA report noted, the Treasury found lots 
of mistakes with respect to IRA custodians reporting IRA 
information. When analyzing 2011 Forms 5498 for excess 
contributions, it was determined that approximately 
834,000 (7%) of the 11.9 million Form 5498s that reported 
a traditional or Roth IRA contribution that year were 
inaccurate. For example, IRA custodians are supposed to 
report Roth and traditional IRA information on separate 
Forms 5498, however TIGTA found that information on 
both types of accounts at the same custodian was reported 
on only one Form 5498. When custodians combine Roth 
and traditional IRA information on one form, it hinders 
the IRS’ ability to identify excess contributions.  

 The TIGTA report also found errors on Form 5498 
in which IRA custodians mistakenly reported rollovers in 
box 1 - IRA contributions instead of box 4 - Rollovers. By 
mistakenly reporting rollovers as annual contributions, the 
IRS would likely believe that an excess contribution has 
occurred and then notify the individual. In addition, the 
analysis found that taxpayers responding to IRS notices 
about possible excess contributions complained that the 
Form 5498 they received was wrong. 

 Roth IRA Excesses are Harder 
 to Catch

 A Roth IRA contribution for someone 
whose modified adjusted gross income 
(MAGI) exceeds certain income limits 
for the year will create an excess Roth 
IRA contribution. For 2015, the phase-out 
range to make Roth IRA contributions for 
married couples filing jointly is $183,000 
- $193,000, or $116,000 - $131,000 for 
singles. 

 Since individuals must report traditional IRA 
contributions on their tax returns by either taking a tax 
deduction for it or by filing Form 8606 to report it as 
nondeductible, the IRS is able to more easily identify 
individuals who make excess contributions to traditional 
IRAs. However, Roth IRA contributions are not reported 
anywhere on the tax return and thus can only be verified 
by analyzing other third-party documents. 

 The lack of a method to easily identify excess Roth 
IRA contributions is significant because Roth IRAs 
generally grow tax-free and are not subject to income 
taxes when distributed. If individuals who make excess 
Roth IRA contributions are not notified by the IRS, then 

they might continue to make excess contributions, making 
the problem worse, which could result in lost revenue to 
the federal government in the form of tax-free Roth IRA 
distributions that should not actually be tax free. 

 IRA Custodians Need More Education

 As a result of these findings, the TIGTA report 
recommends that the IRS develop education materials 
for IRA custodians informing them of common mistakes 
made on information documents such as Form 5498 
and the importance of submitting accurate documents. 
The IRS responded by saying that they plan to continue 
to inform IRA custodians of issues and errors affecting 
the administration of IRAs from a taxation perspective. 
Communications, such as those contained in the IRS’ 
Employee Plans News, will continue to be published 
to ensure that the information and delivery modes are 
effective for addressing and reducing common IRA 
reporting errors by custodians. Also, IRA custodians must 
follow the instructions for filing Form 5498 and 1099-R 
when submitting those information returns to the IRS and 
the IRA owners. These instructions are updated each year. 

 Other Excess Contributions

 Making an IRA contribution that is more than the 
annual limit for the year ($5,500 or $6,500 for someone 
age 50 or older for 2015) isn’t the only way an excess 
contribution can happen. Excess IRA contributions can 

occur in other ways including:

 • Any traditional IRA contribution for 
someone who is age 70½ or older during 
the year.

 • Any regular traditional or Roth IRA 
contribution for someone who has no 
compensation or earned income during 
the year (Clients who are married whose 
spouse has compensation could potentially 
make spousal traditional or Roth IRA 
contributions).

 • Funds not eligible for rollover are considered 
contributed to a traditional or Roth IRA.

 Correcting a Mistake on Form 5498

 Ideally, advisors should check the Forms 5498 of their 
clients to make sure that there are no errors on them. The 
2014 Form 5498 is sent to the IRS and your IRA clients 
by June 1, 2015. If you find a mistake on that form, notify 
the custodian immediately and demand that the form be 
fixed. The 2014 Instructions for Forms 1099-R and 5498 
say that a corrected 5498 should be filed with the IRS as 
soon as possible. There is no deadline for the custodian to 
fix a reporting error they made. A copy of the corrected 
form should be sent to the IRS and to your client.

Ultimately your 
client is the one 

responsible to know 
the contribution 

rules and for 
fixing their excess 

contributions.
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Disclaimer and Warning to Readers:

Ed Slott’s IRA Advisor has been 
carefully researched to provide accurate 
and current data to financial advisors, 
taxpayers, and others who seek and 
use the information contained in this 
newsletter. Readers are cautioned, 
however, that this newsletter is 
not intended to provide tax, legal,          
accounting, financial, or professional 
advice. If such services are required, 
then readers are advised to seek the 
aid of competent professional advisors. 
This news letter contains timely 
information about complicated tax 
topics that may eventually be changed, 
outdated, or rendered incorrect by new 
legislation or official rulings. The editor, 
authors, and publisher shall not have 
liability or responsibility to any person 
or entity with respect to any loss or 
damage caused or alleged to be caused, 
directly or indirectly, by the information             
contained in this newsletter. CLIENT PRESENTATIONS YOU’VE BEEN WAITING FOR! 

DEMONSTRATE YOUR IRA PLANNING EXPERTISE

Learn, Interact, Promote and Connect with Horsesmouth’s 
Savvy IRA Planning™ client education program.

You will receive:

• 2 comprehensive educational guides 
written by Ed Slott and Company’s team of 
IRA Experts

• 2 client presentations – customizable and 
complete with slides and speaker notes

• 50 copies of the Baby Boomer’s Guide to 
IRA Planning client reference

• Instant access to a private website to obtain 
key elements of the program

• And so much more … visit  
www.horsesmouth.com/IRA today!

Take Your IRA Education to the Next Level and Apply it During Client Events

To register or learn more: Call: 877-337-5688
Visit: www.irahelp.com   E-mail: info@irahelp.comREGISTER TODAY!

VISIT WWW.HORSESMOUTH.COM/IRAREGISTER TODAY!

You will receive in Philadelphia:
• Detailed information on the 2015 retirement 

tax changes you must know

• IRA strategies that will solidify your standing 
with current and future clients – your 
competitors don’t know these!

 JULY 30-31, 2015 • PHILADELPHIA, PA

Ed Slott and Company’s Exclusive 2-Day IRA Workshop

GROUP DISCOUNTS AVAILABLE – 
BRING YOUR OFFICE

CE Credits Available

IRAs MAKE UP A $7.3 
TRILLION MARKETPLACE

Receive an Action Plan to Capture This Business


