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Retirement Plan Tax Documents and  
How They Impact Retirement Accounts

The two most 
common forms 

generated by 
retirement plans are 
the 1099-R and the 
5498. Government 
reports show that 
over 50% of these forms have 
errors, so individuals receiving them 
should check them carefully for 
accuracy. The issuer is required to 
issue a corrected form, no matter 
when they learn of the error, but 
they generally will not. That leaves 
the individual to explain any 
discrepancies on their tax return.

Form 1099-R

The title of this form is Distributions 
From Pensions, Annuities, 

Retirement or Profit-Sharing Plans, 
IRAs, Insurance Contracts, etc. The 

form is issued by 
the IRA custodian 
or employer plan 
administrator in 
January of the 
year following 
the reportable 

transaction. For an IRA, a 
reportable transaction is a 
distribution payable to the account 
owner, but for an employer plan, 
any distribution is reportable.  A 
copy of the 1099-R goes to the IRA 
owner or plan participant as well 
as to IRS. Any amounts reported 
on this form should generally be 
included on the individual’s tax 
return, even if some, or all, of the 
amount will not be taxable.  This 
form should not be issued when IRA 
funds are directly transferred from 
one IRA custodian to another.

Most boxes on the form are 
easy to figure out. Box 7 is for the 
distribution codes. An explanation 
of these codes can be found on 
the back of the copies of the 1099-
R form that are sent to the account 
holder. The client should give all 
1099-R forms to their tax preparer 
and an explanation of the 
transaction so that the information 
is included correctly on the tax 
return. Any errors on the tax return 
could cost the taxpayer, not the 
tax preparer, penalties and interest.

Form 5498

This form has a much simpler 
name, IRA Contribution 

Information. It is an informational 
form only and should not be 
filed with a tax return. The form 
is issued by the IRA custodian. It 

The two most common 
forms generated by 
retirement plans are 
the 1099-R and 5498.

Many retirement account transactions will generate tax reporting to IRS. Contributions to 
IRAs will be reported on Form 5498. Distributions from any retirement account payable to 
the account owner will generate a Form 1099-R. Roth conversions, recharacterizations and 
reconversions will also all generate that form. Sometimes an action not taken will make tax 
reporting necessary. A missed required minimum distribution (RMD) must be reported to IRS 
on Form 5329. 
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should never be 
issued when IRA 
funds are directly 
transferred from one 
IRA custodian to 
another. The form 
is used to tell IRS of 
any contributions, 
rollovers, required 
minimum distributions, and the 
year-end fair market value of 
the account.

Why are required minimum 
distributions on Form 5498? Box 
11 on the form is titled “Check if 
RMD for 20XX.” On the 2015 version 
of the form, it is asking if there is 
an RMD for 2016. This way, IRS will 
know to look for a distribution in 
2016. The IRA owner will know that 
they have an RMD that they must 
take. If there is no RMD taken, the 
taxpayer might get an inquiry from 
IRS. 

Box 5 shows the year-end fair 
market value of the account. But 
boxes 15a and 15b are also used 
for fair market value, looking for 
certain hard-to-value assets that 
may be in the account, such as 
limited partnerships, LLCs, or real 
estate. It is up to the custodian 
to be sure that this information 
is accurate. This could mean a 
valuation of the asset must be 
done each year and the cost of 
this valuation will generally be paid 
by the IRA.

There are several 
less common forms 
that an IRA owner, 
or his advisor, needs 
to know. They are 
used to report and 
calculate penalties 
for IRAs, after-tax 
contributions or 

Roth IRA transactions, and to 
help determine if a taxpayer can 
deduct an IRA contribution.

NOTE: Forms 5329 and 8606 
have their own signature lines. 
They can be filed as stand-
alone tax returns. Because of 
this, when a form is not filed, 
the statute of limitations does 
not start to run. At any time in 
the future, IRS can assess any of 
the additional taxes assessed 
on Form 5329, plus interest, plus 
failure to file penalties, and, if 
the amount is large enough, 
accuracy related penalties, 
plus interest on all of these 
additional taxes and penalties. 

Form 5329

This is the form taxpayers like the 
least. It is used to report penalties 

for those who “break” the IRA rules. 
Its official title is Additional Taxes on 
Qualified Plans (Including IRAs) and 
Other Tax-Favored Accounts. 

Part I is for reporting and 

calculating the 10% early 
distribution tax. Distributions taken 
by any retirement account owner 
before age 59 ½ are generally 
subject to this additional tax. There 
are a number of exceptions to the 
tax. Part I has only four lines. 1 – 
How much is includable in income, 
2 – How much is not subject to the 
tax and why, 3 – Amount subject to 
additional tax, and 4 – The amount 
of the additional tax. 

Taxpayers will need to file this form 
with their tax return in any year 
that they owe the additional tax. 
They also would need to file the 
form when there is an exception 
to the tax, but the 1099-R that they 
received does not reflect this. 

For example, Joy took a distribution 
from her IRA to help pay for her 
daughter’s higher education 
expenses. The IRA custodian issues 
the 1099-R with a code for early 
distribution, no known exception. 
Joy files Form 5329 to tell IRS that 
the higher education exception 
applies to her distribution, and that 
she owes no additional tax.

Parts III and IV are for reporting 
excess contributions to traditional 
IRAs and Roth IRAs. These sections 
are a little more complicated as 
the additional tax of 6% is owed 
for each year that the excess 
contribution remains in the IRA or 
Roth IRA account as of December 

Form 5498 should 
never be issued 

when IRA funds are 
directly transferred 

from one IRA 
custodian to another
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31 of the year. The form should also 
be filed in the year that the excess 
contribution is finally distributed to 
let IRS know that the 6% additional 
tax is no longer owed. 

Excess contributions can occur in a 
couple of ways. An individual can 
contribute more than the amount 
allowed in a tax year or they can 
contribute amounts that are not 
eligible to be rolled over to an IRA 
or Roth IRA. An excess contribution 
can be corrected without penalty 
up to October 15 of the year after 
the excess contribution occurred. 
When it is not timely corrected, 
then the additional tax is owed 
and Form 5329 must be filed with 
the individual’s tax return.

Part IX is the last section. It is for 
reporting the additional tax when 
an individual does not take the full 
required minimum distribution for 
the year. The additional tax is 50% 
of the amount not taken. That is 
not a typo! This additional tax also 
applies to beneficiaries who miss 

distributions on inherited Roth IRAs. 
Even though the distribution itself is 
not subject to income tax, a missed 
required distribution is still subject to 
the 50% additional tax.

There are only four lines in this 
section, 1 – Minimum required 
distribution, 2 – Amount actually 
distributed, 3 – Subtract, 4 – 
Additional tax. This is the only 
additional tax that IRS has the 
ability to waive and they frequently 
do waive it. In fact, we know of 
less than 10 instances where the 
50% additional tax was actually 
paid and at least one of those 
individuals had the funds returned 
to him.

To get the additional tax waived, 
the instructions for 
Form 5329 set out 
the procedures for 
completing the 
form. The taxpayer 
will use code “RC” 
on the third line 
of this section to 
indicate that they 
are requesting 
a waiver. The important thing to 
remember is that the last line of 
the form must have a zero in it! 
If there is an amount on this line, 
then IRS will expect a payment. 
The individual must also attach a 
note to the return explaining the 
circumstances of the shortfall, and 
that steps have been taken to be 

sure that it does not happen again. 
IRS will review the form and the 
note and determine whether or not 
to grant the waiver. 

Form 8606

This form is probably the one 
that is missed most often. Its title 

is Nondeductible IRAs. It is used 
to track after-tax amounts in a 
traditional IRA. It also does the 
pro-rata calculation for distributions 
that include after-tax amounts, 
it is used whenever there is a 
conversion from an IRA to a Roth 
IRA, and it is used for non-qualified 
Roth IRA distributions.  

Part I is used for tracking after-tax 
contributions to an IRA. It is up to 

the IRA owner 
to keep track of 
these amounts, 
not the IRA 
custodian. The 
instructions for 
Form 8606 tell 
how an individual 
can verify 
amounts not 

reported in the past. 

The form starts by carrying the 
balance from previous years 
forward onto the current form. 
Additions and distributions are 
incorporated from there, and you 
come up with an ending balance 
for the year.

Form 8606 is used to 
track after-tax amounts 

in a traditional IRA 
as well as the pro-
rata calculation for 

distributions that include 
after-tax amounts.

Parts III and IV of Form 5329 
are more complicated as 
the additional tax of 6% is 
owed for each year that 
the excess contribution 

remains in the IRA or 
Roth IRA account as of 

December 31 of the year.
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Once there are after-tax 
amounts in a traditional IRA, 
most distributions will contain a 
pro-rata share of both pre- and 
after-tax amounts. : The taxpayer 
cannot only take out the after-tax 
amounts. For distribution purposes, 
all IRAs are considered one big IRA, 
including SEP and SIMPLE IRAs.  

Pro-Rata Distribution Example

Jeffrey has three IRA accounts. 
One consists of annual pre-

tax contributions, balance 
$30,000; one is a SEP IRA, balance 
$15,000; and one is his after-tax 
contributions, balance $5,000 
(there are no earnings in this 
account). His total IRA balance is 
$50,000. 10% ($5,000 / $50,000 = 
10%) of his IRA funds are after-tax 
funds. He takes a distribution of 
$5,000 and closes out his after-tax 
IRA. 10% of his distribution ($5,000 x 
10% = $500) will not be taxable. The 
balance of his distribution will be 
subject to income tax. The after-tax 
amount remaining in his IRA is now 
$4,500 ($5,000 - $500 = $4,500).

This calculation is included in Part I 
of Form 8606. The form is required 
to be filed with the taxpayer’s tax 
return in any year that an after-
tax contribution is made and in 

any subsequent year in which the 
taxpayer takes a distribution or until 
all after-tax amounts are gone.

Part II of the form calculates the 
taxable amount of a Roth IRA 
conversion. If there are no after-
tax amounts in any IRA, then 
the taxable amount equals the 
amount converted. If there are 
after-tax amounts in an IRA, then 
the pro-rata calculation above will 
apply to the amount converted.

Part III is for calculating the income 
tax on a non-qualified distribution 
from a Roth IRA. A qualified 
distribution is one that is made 
more than five years after the Roth 
owner established their first Roth 
IRA AND after age 59 ½, or the 
distribution is due to the death of 
the Roth owner, or the distribution 
is due to the disability of the Roth 
IRA owner, or the distribution is 
for a first-time home purchase 
(lifetime cap of $10,000). When 
the distribution is a non-qualified 
distribution, then any earnings 
distributed from the Roth IRA will 
be taxable. The earnings may 
also be subject to the 10% early 
distribution additional tax if the Roth 
owner is under the age of 59 ½ 
and none of the exceptions to the 
penalty apply.

 

Form W-2

While the W-2 form is not 
generally considered a form 

that has anything to do with IRAs, it 
does impact IRAs in one area. IRA 
contributions are 100% deductible 
if an individual is not covered by an 
employer plan. The W-2 indicates if 
you are covered by a plan.

Box 13 has a box titled Retirement 
plan that can be checked off. 
When that box is checked by 
the employer, the employee is 
considered to be covered by an 
employer plan – even if they are 
not eligible to actually contribute 
to that plan. 

When an individual, or their spouse, 
is covered by an employer plan, 
the ability to deduct an IRA 
contribution will phase out. The 
limits are indexed for inflation each 
year. The limits for 2015 and 2016 
can be found on the next page.

IRA contributions are 100% 
deductible if an individual 

is not covered by an 
employer plan. The W-2 

indicates if you are covered 
by a plan.

Continued on next page
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Phase-Out Ranges for IRA Deductibility
This chart is only for those who are covered by a company retirement plan. 

         

Year Married/Joint Single or Head of Household

2015 $98,000 - $118,000 $61,000 - $71,000

2016 $98,000 - $118,000 $61,000 - $71,000

If not covered by a company plan but the spouse is, the phase-out range for 2015 is $183,000-$193,000 and for 2016 is 
$184,000-$194,000. If filing married-separate, the phase-out range is $0-$10,000 for both 2015 and 2016. 

NOTE:  Individuals can still make IRA contributions even if they participate in an employer plan. The plan 
participation does not have an effect on the ability to contribute. It does affect the ability to deduct the 
contribution, as noted above. 


