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EDUCATION THAT PROMOTES ACTION

2015 Tax Year

Your clients are probably now 
busy gathering the necessary 

information to file their 2015 federal 
income tax returns. You will want to 
be sure that as they do so, and as 
they meet with their tax advisors, 
they keep some important 
retirement plan rules and strategies 
in mind.

Retirement Plan Distributions 

If your client received a distribution 
from a retirement plan in 2015, 

that distribution may affect your 
client’s overall tax situation. 
Generally, distributions from 
retirement plans that include 
pre-tax dollars will be included in 

taxable income 
in the year taken. 
IRA distributions 
can increase 
ordinary income 
for the year of 
the distribution, 
which can 
potentially cause the loss of 
valuable exemptions, credits, tax 
deductions, and taxation of Social 
Security. An early distribution may 
result in a 10% penalty on top of 
any income tax already owed for 
the distribution. Clients should be 
reminded that rollovers should be 
reported on their tax return even 
though distributions taken in 2015, 
that are properly rolled over, are 
not included in income for the 
year.

Contribution 
Deadlines 
Approach

It is not too late for 
your client to make 
a 2015 prior-year 
traditional or Roth IRA 

contribution. The deadline for 
IRA contributions is the tax-filing 
deadline, not including extensions. 
This year, for most taxpayers, that 
deadline is April 18, 2016. Be sure 
your clients are aware that having 
an extension to file their federal 
income tax return does not give 
them more time to make a 2015 
IRA contribution. SEP or SIMPLE IRA 
contributions work differently. These 
contributions may be made until 
the business’ tax filing deadline, 
including extensions. 

1

Retirement plans are an important, but often overlooked, part of your clients’ overall 
tax planning. As the deadline for filing 2015 tax returns approaches, it is a good time 
to incorporate your clients’ retirement plan strategies with their overall tax plan. It 
also is not too early to turn your attention to the 2016 tax year. Actions taken now, 
early in the year, can pay off later.

An early distribution 
may result in a 10% 
penalty on top of 
any income tax 

already owed for 
the distribution.
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For those clients 
that qualify, making 
a deductible 
traditional IRA 
contribution for 2015 
is a valuable strategy 
to lower 2015 taxable 
income. A client 
making their first Roth 
IRA contribution now as a 2015 
prior year contribution will have 
the benefit of starting the five-year 
period for tax-free distributions of 
earnings as of January 1, 2015, 
even though the contribution 
is not actually made until 2016. 
This strategy gives your client the 
potential to take qualified tax-free 
distributions of earnings from their 
Roth IRA in less than five years.

Recharacterization

Now is the time to revisit 2015 
conversions and contributions 

and decide whether a 
recharacterization strategy makes 
sense. Recharacterization is one of 
the rare “do-overs” allowed under 
the tax code. For tax purposes, 
a recharacterization will treat a 
Roth conversion as though it never 
happened. While the deadline for 
recharacterizing a 2015 conversion 
is not until October 17, 2016, tax 
season is a good time for advisors 
to remind clients of the availability 

of this strategy 
as they review 
their 2015, tax 
situation. A Roth 
IRA conversion 
increases ordinary 
income for the 
year of the 
conversion, which 

can potentially cause the loss 
of valuable exemptions, credits, 
tax deductions, and taxation of 
Social Security. Now that 2015 is 
over, clients can see the whole 
picture and decide whether 
taking a tax hit in 2015 is worth 
the trade off for future Roth IRA 
benefits. Clients might also be 
looking at a Roth IRA converted 
in 2015 that has declined in value 
in the current turbulent markets. 
Recharacterization is a strategy 
advisors will want to discuss with 
those clients. 

Unwanted or Excess 2015 IRA 
Contributions

Now is also the time to address 
unwanted or excess tax-

year IRA contributions. A client 
may have made a traditional 
IRA contribution believing they 
would be able to deduct it. 
Or, a client may have made 
a Roth IRA contribution and 
discovered their income was too 
high.  These contributions may be 
removed as excess contributions 
without penalty or they can 
be recharacterized. While the 
deadline for these transactions 
is not until October 17, 2016, the 
client’s 2015 federal income tax 
return may be affected. Therefore, 
advisors may suggest doing these 
transactions now before filing to 
avoid having to file an amended 
return later. Acting now also avoids 
the potential pitfalls of waiting until 
the last possible minute to meet this 
important deadline.

No Prior Year Conversions

For your clients who are looking 
at their 2015 tax situation and 

thinking that it would be beneficial 
to do a conversion, there is some 
bad news. There is no such thing 
as a prior year conversion. It is too 
late. A 2015 conversion had to 
leave the traditional IRA in 2015 

For those clients that 
qualify, making a 

deductible traditional 
IRA contribution for 
2015 is a valuable 

strategy to lower 2015 
taxable income. 

While the deadline 
for transactions to 

remove excess 
contributions is not 
until October 17, 
2016, the client’s 

2015 federal income 
tax return may be 

affected.
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and be reported by the custodian 
on a 2015 Form 1099-R.  

2015 QCDs No Longer 
Available

It is also too late to do a 2015 
qualified charitable distribution 

(QCD). QCDs were brought back 
retroactively for 2015 and made 
permanent by Congress late in 
December. Despite the fact that 
QCDs were brought back so late 
in the year, clients only had until 
December 31, 2015 to have a QCD 
distribution for 2015 leave their IRA. 
If they waited for the legislation 
and could not get a QCD done in 
time there is no relief. There are no 
special transition rules for 2015. A 
client cannot take a distribution in 
2016 and have it qualify as a 2015 
QCD. Advisors should be sure that 
clients who did QCDs in 2015 are 
aware that they will not be getting 
any specific reporting from the 
custodian and will need to report 
the QCD on their 2015 tax return.

2016 Tax Year

It is never too early to start tax 
planning for the current year. Here 

are some retirement plan strategies 
that advisors will want to be sure 
to discuss with clients sooner rather 
than later in 2016.

Get an Early Start on Lump-
sum distributions

If a client has employer stock 
in their company plan and is 

expecting to take a distribution 
this year, they will 
want to act sooner 
rather than later 
in 2016 if they are 
planning to use 
the net unrealized 
appreciation 
(NUA) tax break. To be eligible for 
NUA, there must be a lump-sum 
distribution. A lump-sum distribution 
means that all “like” company plan 
funds must be distributed in one 
tax year. If there is any balance in 
the plan as of the end of the year, 
clients lose the NUA tax break. 
Advisors should not begin a lump-
sum distribution late in the year 
because delays are common and 
these transactions may take more 
time than expected. Advisors with 
clients interested in NUA should, if 
possible, start the process as early 
in the year as possible.

2016 Conversion and 
Reconversion

Now is the time to begin to 
consider 2016 conversions. 

This may include reconversions 
for those clients who converted in 
2015 and recharacterized those 
funds back to a traditional IRA. 
Because we are currently in the 
next tax year, those clients may 
reconvert as long as more than 
30 days have passed since the 
date of the recharacterization. By 
reconverting when the traditional 

IRA balance is lower, the 
client can potentially 
see a much smaller tax 
bill for the reconversion 
than occurred with the 
original conversion. 
Hopefully, when the 
account rebounds, there 

will also be more tax-free earnings 
to accrue in Roth IRA as well. 

Not Too Early to Contribute

While the deadline for making 
IRA contributions is frequently 

discussed, advisors may also want 
to emphasize the benefits of 
making IRA contributions as early 
as possible. Clients who make 
IRA contributions early in 2016 
have the opportunity to begin the 
compounding of earnings earlier 

Advisors should be 
sure that clients who 
did QCDs in 2015 are 

aware that they will not 
be getting any specific 

reporting from the 
custodian

To be eligible for 
NUA, there must 
be a lump-sum 

distribution.
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for more retirement savings. Clients 
also avoid the chance of a missed 
contribution deadline later. There 
is limited risk because clients can 
undo the transaction without 
penalty if they change their minds 
before the October 2017 deadline 
for recharacterizing or correcting 
2016 contributions.

No Waiting on QCDs in 2016

For 2016 and beyond, QCDs have 
been made permanent. For the 

first time, clients will not have to 

wait until mid-December, or even 
later, to have certainty about the 
availability of QCDs for the year. 
Advisors can now integrate this 
strategy into long-term planning, 
making it more valuable than ever. 

Advisors will want to discuss the 
availability of QCDs early in the 
year with their clients. A client 
might want to make a QCD early 
in the year if they want to convert 
or roll over funds later in 2016. A 
conversion or a rollover out of the 
account can only occur after a 
client has taken their RMD for 2016. 

A QCD can be used to satisfy up 
to $100,000 of a client’s RMD. For 
many clients, taking a QCD and 
satisfying their RMD early in the 
year makes sense, simply because 
getting it done early avoids the 
possibility of missing the deadline 
later. For other clients, it may 
make sense to hold off until late in 
the year. Clients who have seen 
substantial declines in their IRAs 
may want to wait to see if their 
accounts rebound before doing a 
QCD to satisfy their RMD.


