Collaborative Funding Policies

Larry Langer

Introduction

The views and opinicns expressed in this presentation are the speaker's
and do not necessarily reflect the official policy or position of his
employers {either current or prior), professional organizations to which
he belongs (the Society of Actuaries, the Conference of Consulting
Actuaries, the American Academy of Actuaries, or the Joint Board for the
Enroliment of Actuaries) or any Retirement System Boards for which he
has previously or currently served as actuary. Friends and relatives also
very likely disagree with the speaker’s viewpoints or opinions, actuarial
or otherwlse.




Background

« The City of Milwaukee's Employes' Retirement System (ERS) manages
a varll;ety of benefits for over 25,000 active, deferred, surviver and retired
members

+ ERS is Governed by the Annuity and Pension Board

« Annuity and Pension Board sets the assumptions based on input from
the actuary. Beginning in 2010 the Board was granted a veto over
changes made to the City Charter regarding Board-approved codified
funding policy. The funding policy is now the joint responsibility of the
board and the Plan sponsor (City Council and Administration).

* The January 1, 2008 Actuarial Valuation Report reported $5.2 Billion in
assets and $3.8 Billion in Liabilities, with no employer contributions

+ The January 1, 2009 Actuarial Valuation Report reported $3.4 Billion in
assets and $3.9 Billion in Liabilities, and an employer contribution of
about half the tax levy

Background

+ The actuary serves at the pleasure of the Annuity and Pension Board

+ Policy allows for the actuary to work with employer and member
stakeholders with permission.

» The actuary's focus is to make sure that the funding policy secures
the benefit promise for the members

» The Cily Finance Director requested to work with the acluary to
formulate a new funding policy to address the marked increase in
contributions




Background

+ The immediate response was to change the assumptions; but the
Board had just reviewed and approved them

+ The real need was to review the Funding Methodology

Funding Policy Considerations

+ There are three broad considerations when establishing a funding

policy for a pension plan

« Sufficiency - The funding target should be the value of benefits accrued to
date

+ intergenerational equity — taxpayers should pay for workers' pensions
while those werkers are providing their services — fund for benefits over
the worker's career.

+  Stability of contributions ~ while stable contributions are easy to budget
for, stability should not be achieved at the expense of the first two

« There are some nice papers on this topic, which have been issued in
the past year given the passage of GASB 67 and 68 standards as
the de facto funding policy of public plans

+ Of course these did not exist in 2009...




. \
Funding Policy Considerations W
+  Funding methodology (aka Actuarial Methods) describes the funding y m ,\W
policy for the Retirement System in actuarial terms. Actuarial Methods W J(J’le QM

generally are comprised of the three components below:

+  Actuarial Cost Methods - allocate costs to the past, current and fufure to (,f
allow for systematlc payment of the costs over a members career

+  Amortization Payment for UAAL Methods determine the payment schedule - c\ﬂ
for unfunded actuarial accrued liability ’)S CLONA AR
«  Asset Valuation Methods smooth or average the market value returns over A

time to alleviate contribution volatility that results from market returns that
differ fram the investment refurn assumption used in the actuarial valuation

« Actuarial methods allow for a considerable amount of flexibility in paying
of the costs of a Retirement System.

+  We provided City finance staff with a model to analyze the inpact of
potential changes.
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Policy Adoption

+ The policy changes that best suited the City (and the actuary):

+  Extended the amortization period to 25 years level percent of pay, but
provided for it o reduce over time to the previous policy

+ Increased the smoothing period for assets from 3 years to 5 years and also
the comidor from 10% to 20%

+  Didn'tfix the full funding fimit, but the Plan Sponsor contributed to a
contribution reserve fund instead

« Impact of the changes was to decrease the employer contributions from
half of the levy to a quarter of the levy
+ Board adopted the policy
+ Not a simple decision

«  Concern over aeffect on members' benefit security of lowering near-term
confribution

« All was well...for about 6 months

Funding Policy Deja Vu

» Markets rebounded in 2009
+  Employer contributions reduced fo zero
»  Contribution was made to a reserve fund

+  Components of Funding Policy placed in the Charter ~ Board and Sponsor
share joint control of Funding Policy

«  Markets rebounded more in 2010
+ No employer contribution again
«  Larger contribution made to reserve fund
«  Markets returned less than assumed rate in 2011
+  Employer contribution of cne-third of fevy
« Confribution volatility discussion begins in earnest with Retirement
System and City Finance staff




Funding Policy Deja Vu
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Invesiment returns are the blggest driver of funded status volatility, which drives
contribution volatifity under traditional actuarial methods. Better funded plans ironically
suffer more from this volatility because they are holding more assets compared {o

Funding Policy Deja Vu

= Given volatility of current contribution policy, staff requested that
Buck review a contribution policy with the following objectives:

Budget annually for the normal cost (funds could go to Reserve If
funded status allows})

Make progress on reducing unfunded liability
Maintain asset coverage = or > retired lives' liabilities

Achieve stable and predictable contribution levels over 5-year
periods

Review adequacy of contributions as part of a 5-year cycle

No change to member contributions

= To review this policy, we need to make use of Asset Liability Modeling
_{ALM) fechnique !




Funding Policy Deja Vu
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| Funding Policy Deja Vu

+ Policy presented to Cily Stakeholders and go ahead given

« Policy presented in public City Council Finance Commitiee meeting
where it met with approval

+ Many Retirement Systerm Board members present

«  Policy presented fo Retirement System Board members
+ Retirement System Board sought opinion of independent actuary
+  Opinion was favorable

«  Policy passed by Common Council and implemented in charter

+  Amendment includes statement that the actuary is to “speak up” if the funding
policy is not sufficient

Funding Policy Deja Vu

«  We continue to monitor the stable contributions policy and the previous
policy
s Previous policy is still the basis upon future rates will be based
+ Retirement Board desires to monitor the difference
- In first year, stable contribution policy contribution was less than previous policy

«  Inthe second year, we expect the stable contribution policy conkributions will be
much more than the previous policy

« We have found some unexpected benefits

—  Employers don't have to wait for the actuary to determine their contribution
amount, so they are contributing months earlier

-  Moody's reacted somewhat favorably to the contribution stability




Finally

» Achieving a sound funding policy requires a lot of collaboration ameng
various stakeholders

+ Pension Board
« Finance
+ The acluaries

+ The attorneys

Questions?

Thank you







NAPPA SEC Actions Working Group

I Proxy Advisor.

In 2010 the SEC issued a “Concept Release on the U.S. Proxy System”, accessible at:
http://www.sec.gov/rules/concept/2010/34-62495fr.pdf (Concept Release). That document
examined the history of proxy voting and how proxy advisory firms have evolved to assist
institutional investors with the proxy voting process. It identified several potential problems
inherent in proxy advisory services, including conflicts of interest and concerns regarding
accuracy of information and transparency. The Concept Release provided several potential
solutions for those problems and invited public comment on the issue. Some of those solutions
include increased regulation of proxy advisory firms.

More recently, on December 5, 2013, the SEC hosted a proxy advisory firm roundtable.
Information on the roundtable, including the agenda and participants, can be found here:
http://www sec.gov/spotlight/proxy-advisory-services.shtml. The purpose of the roundtable was
to engage stakeholders in a conversation on proxy advisory services and the issues identified in
the Concept Release. Nothing was decided during the roundtable, of course. And although this is
a relatively recent topic for the SEC’s attention, it is certainly an issue to keep an eye on going
forward.

IL. SEC Enforcement Actions in Public Pension Space.

In January 2010, the United States Securities and Exchange Commission ("SEC") formed
five specialized enforcement units to focus on high priority issues in areas where enforcement of
the securities laws is particularly complex and "highly specialized." One of the five units 1s
called the Municipal Securities and Public Pensions Unit (the "Public Pensions Unit") within the
Enforcement Division. In announcing the formation of the Public Pensions Unit, the SEC stated
that it would focus on "misconduct in the large municipal securities market and in connection
with public pension funds including: offering and disclosure fraud; tax or arbitrage-driven fraud,
pay-to-play and public corruption violations; public pension accounting and disclosure
violations; and valuation and pricing fraud.""

The current head of the Public Pensions Unit is LeeAnn Gaunt, who was appointed to the
post in November 2013. She has been with the unit since its formation in 2010.

However, actions by the SEC in areas that intersect with public pension funds have been
building since at least 2008. This memorandum summarizes those earlier actions, highlights
some of the changes in the area prompted by the formation of the Public Pensions Unit, and
concludes with a discussion of some of the general enforcement iitiatives since Mary Jo White

took over as Chair of the SEC.

! SEC Names New Specialized Unit Chiefs and Head of New Office of Market Intelligence, Release No. 2010-5 (Jan.
13, 2010), available at http:/www.sec.gov/news/press/2010/2010-5.htm .



A SEC Enforcement Actions Prior to the Formation of the Public Pensions Unit.

1. Insider Trading Enforcement.

One recent trend in SEC enforcement activity more generally has been an increase in
high-profile insider trading prosecutions, such as those against Dallas Mavericks owner Mark
Cuban, the SAC Capital insider trading prosecutions, and the Galleon Hedge Fund-related
insider trading prosecutions.

But public pension funds, or personnel that work at pension funds, also can be exposed to
insider trading liability according to a formal report and warning issued by the SEC in March
2008.

The SEC issued its report” following an investigation of a public pension fund that
purchased shares of Liberty Corporation while in possession of material, non-public information
related to a potential acquisition by Liberty of another company. The head of the pension fund
and its chief investment officer were aware of the potential acquisition because the fund was
providing financing for it. Liberty's stock rose significantly following an announcement of the
proposed acquisition, and the pension fund gained about $700,000 on its trade.

In announcing the release of the report, the SEC's then-chairman stated that "While
public pension funds are exempt from most of the federal securities laws governing other money
managers, they are not exempt from important anti-fraud provisions that prohibit insider trading
and other manipulative and dishonest behavior that threatens the integrity of our markets. It is
vitally important, therefore, that they have appropriate policies and procedures."

The SEC report concluded that the pension fund had engaged in insider trading, in
violation of the anti-fraud provisions of the securities laws. The report specifically noted the
concern that, despite managing over $30 billion in assets, the pension fund "did not have any
program, policy, practice, or training to ensure that its investment staff understood and complied
with the federal securities laws in general, or insider trading laws in particular."

Despite the violation and the concerns about the lack of a compliance program, the SEC
did not bring formal charges against the pension fund or its management because:

¢ The fund took remedial action that the Commission might have sought in an
enforcement proceeding, including adoption of a compliance program and
compensation to the sellers of the Liberty stock that it purchased.

e The fund cooperated in the investigation.

? Report of Investigation Pursuant to Section 21(a) of the Securities Exchange Act of 1934: The Retirement Systems
of Alabama, Exchange Act Release No. 34-57446 (Mar. 6, 2008), available at
http://www.sec.gov/litigation/investreport/34-57446.htmit1.

3 SEC Warns Public Pension Funds About Inadequate Compliance Procedures, Rel. No. 2008-35 (Mar. 6, 2008),
available at http://www.sec.gov/news/press/2008/2008-35 htm.
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e The fund's trading was directed by its CEO, who cooperated in the investigation
and authorized the fund's remedial action.

¢ No individual personally profited from the fund's trading.

Given today's general enforcement climate and the establishment of the Public Pensions
Unit, one wonders whether the SEC would take the same course of action today.

2. Pay-to-Play Enforcement Actions.

The SEC reaily began stepping up its enforcement activity inrelation to public pension
funds after large pay-to-play schemes related to the selection of investment managers, private
equity funds, and hedge funds were uncovered in New York, New Mexico, California and
elsewhere. So-called “pay-to-play” schemes involve direct or indirect payments (or perquisites)
by investment advisers, often through the use of placement agents or finders, to government or
pension officials for the purpose of improperly influencing the award of government investment
business. Beginning in March 2009, the SEC initiated several actions against pension fund
fiduciaries, placement agents, and investment advisors alleging pay-to-play schemes.*

The facts learned through these investigations ultimately led to the SEC adopting a new
rule governing pay-to-play on July 1, 2010. Rule 206(4)-5 (the “Rule”) under the Investment
Advisers Act of 1940 (the “Advisers Act”) prohibits an investment adviser from (i) providing
advisory services for compensation to a government entity client for two years after the adviser
or certain of its executives or employees make a contribution to certain elected officials or
candidates, (ii) providing direct or indirect payments to any third party that solicits government
entities for advisory business unless this third party is a registered broker-dealer or investment
adviser itself subject to “pay-to-play” restrictions, and (iii} soliciting from others, or
coordinating, contributions to certain elected officials or candidates or payments to political
parties where the adviser is providing or seeking government business.

After the announcement of the Public Pensions Unit, the SEC has brought several actions
for violations of the pay-to-play rule and the Municipal Securities Rulemaking Board's Rule G-
37, upon which Rule 206(4)-5 was based. This included a 2012 settled enforcement action
against a securities firm based on undisclosed contributions made by a vice-president of the firm
to the Treasurer of Massachusetts. The vice president also actively campaigned for the Treasurer
and solicited campaign contributions from others. This all occurred at the same time that the
securities firm was seeking business to underwrite bond offerings by the Commonwealth, which
resulted in the firm underwriting over 30 bond offerings worth over $9 billion. The securities

* See, e.g., SEC Charges Former New York State Official and Top Political Advisor with Defrauding the NY State
Retirement Fund in Multimillion Dollar Kickback Scheme, Lit. Release No., 20963 (Mar. 19, 2009), available at
htto://www.sec.gov/litigation/litreleases/2009/1r20963.htm; SEC Charges Former State Political Party Leader and
Hedge Fund Manager in Kickback Scheme Involving New York Pension Fund, Lit. Release No. 21001 (April 15,
2009), available at http://www.sec.gov/litigation/litreleases/2009/lr21001 him; SEC Charges Steven Rattner In Pay-
To-Play Scheme Involving New York State Pension Fund, Lit. Release No. 21748 (Nov. 18, 2010), available at
http://www.sec.gov/litigation/litreleases/2010/1r21748 htm; SEC Charges Former CalPERS CEO And Friend With
Falsifying Letters In 820 Million Placement Agent Fee Scheme, Lit. Release No. 22342 (Apr. 23, 2011), available at

hgg://www.sec.gow’litigation/litreleases/ZO12/ir22342.htm.




firm was required to pay disgorgement of $7.5 million, plus interest, and pay a $3.7 million civil
penalty.® The SEC also filed an administrative proceeding against the vice president, which was
then scttled in May 2013. The vice president was barred from the industry for five years and had
to pay a civil penalty of $100,000.°

And the SEC's focus in this area continues, with recent charges for pay-to-play schemes
related to the City of Detroit pension funds. In 2012, the SEC charged the former mayor and
treasurer of Detroit (also trustees of the City pension funds) with funneling business to a real
estate investment fund after receiving $125,000 worth of private jet travel and other perks paid
for by the investment manager. In addition, the SEC charged the investiment manager with
securities fraud violations and violations of the Investment Advisors Act.’

B. Enforcement Actions Regarding False or Misleading Disclosures About Pension
Obligations.

One of the particular areas of focus for the Public Pensions Unit has been financial
disclosures of pension obligations in bond offering statements for bonds issued by state or
municipal governmental bodies. The following are summaries of these recent enforcement

actions:

State of New Jersey. In August of 2010, the SEC brought a settled enforcement action
against the State of New Jersey, the first time that the Commission had brought an action against
a state. The SEC alleged that New Jersey misled investors in $26 billion of municipal bonds by
masking underfunding of its two biggest pension funds. The SEC concluded that the offering
statements accompanying the bond offerings failed to disclose the pension plans' asset and
funded ratio information on a market-value basis. And because that information was not
provided on the basis of market value, the offering documents effectively concealed the
magnitude of the pension funds' unfunded liability, which the SEC said hid the fact that the State
would not be able to make required contribution amounts to the funds without raising taxes,
cutting other services or otherwise drastically affecting its budget.?

5 In re Goldman Sachs & Co., Exchange Act Release No. 67934 (Sept. 27, 2012), available at
ht_tp:/!v\ww.sec.gov/litigation/admianO12/34-67934.pdf.
$ In re Netl M.M. Morrison, Exchange Act Release No. 67935 (Sept. 27, 2012), available at

hﬁp:f'/www.sec.gov/litigationfadmianO12/34-67935.pdf; In ve Neil M.M. Morrison, Bxchange Act Release No.
69627 (May 23, 2013), available at http://www.sec.gov/litigation/admin/2013/34-69627.pdf.

7 SEC Charges Former Detroit Officials And Investment Adviser To City Pension Funds In Influence Peddling
Scheme, Lit. Release No. 22362 (May 9, 2012), available at

http://www.sec.govilitigation/litreleases/2012/1r22362.htm. The same investment advisor was subsequently
charged by the SEC for stealing $3.1 million from the City of Detroit Police Officers and Firefighters pension fund

to buy real estate in California. SEC Charges Top Officials At Investment Adviser in Scheme to Hide Theft From
Pension Fund of Detroit Police and Firefighters, Lit. Release No. 22720 (June 10, 2013), available at
hitp:/fwww.sec.gov/litigation/litreleases/2013/1r22720.htm.

B In the matter of State of New Jersey, Securities Act Release No. 33-9135 (Aug, 18, 2010); SEC Charges State of
New Jersey for Fraudulent Municipal Bond Offerings, Release No. 2010-152, available at

http://www.sec.gov/news/press/2010/2010-152 him.



State of lllinois. In March of 2013, the SEC brought a similar settled enforcement action
against the State of Illinois. Similar to the New Jersey case, the SEC alleged that Illinois "misled
bond investors about the adequacy of its statutory plan to fund its pension obligations and the
risks created by the State’s underfunding of its pension systems" for general obligation bonds
that it sold to investors from 2003 to 2009, Ilinois failed to disclose material information about
the structural underfunding of its pension system in the bond offering documents. According to
the SEC’s order instituting settled administrative proceedings against Illinois, the State
established a 50-year pension contribution schedule in the Illinois Pension Funding Act that was
enacted in 1994. The schedule proved insufficient to cover both the cost of benefits accrued in a
current year and a payment to amortize the plans’ unfunded actuarial liability. The statutory plan
structurally underfunded the state’s pension obligations and backloaded the majority of pension
contributions far into the future. This structure imposed significant stress on the pension systems
and the state’s ability to meet its competing obligations — a condition that worsened over time.
The SEC’s order found that Illinois misled investors about the effect of changes to its funding
plan, particularly pension holidays enacted in 2005. Although the statc disclosed the pension
holidays and other legislative amendments to the plan, Illinois did not disclose the effect of those
changes on the contribution schedule and its ability to meet its pension obligations.”

City of San Diego. Although the initiation of SEC enforcement actions relating to
disclosures in connection with municipal bonds issued by the City of San Diego pre-date the
creation of the Public Pensions Unit in the SEC Enforcement Division, a significant settlement
occurred after its creation, in October 2010, The settlement was the first time that the
Commission had obtained financial penalties against City officials in a municipal bond fraud
case. The SEC alleged that the City had misled investors in its municipal bonds about the City's
fiscal problems related to its pension and retiree health benefit obligations. The SEC alleged that
the officials knew the city had been intentionally under-funding its pension obligations so that it
could increase pension benefits but defer the costs. They also were aware that the City would
face severe difficulty funding its future pension and retiree health care obligations unless new
revenues were obtained, benefits were reduced, or City services were cut. However, despite this
extensive knowledge, they failed to inform municipal investors about the severe funding
problems in 2002 and 2003 bond disclosure documents. Three former officials had to pay a ctvil
penalty of $25,000 each, and another former official had to pay a civil penalty of $5,000. 0

City of Harrisburg. Although not involving allegations of improper disclosure of public
pension obligations, the SEC's enforcement action against the City of Harrisburg (Pa.) is
significant in that the Commission, following on the heels of the settlement with the San Diego
officials, again stressed that it would pursue claims against individuals responsible for disclosure
violations. The SEC filed a settled enforcement action against the City for making misleading
statements in the City’s budget report, annual and mid-year financial statements, and a State of
the City address that painted an unduly optimistic picture of the City's finances. The SEC noted

? In the matter of State of Illinois, Securities Act Release No. 33-9389 (Mar. 11, 2013); SEC Charges Hlinois for
Misleading Pension Disclosures, Release No. 2013-37, available at
htto://www.sec.gov/News/PressRelease/Detail/PressRelease/1365171513202.

' Former San Diego Officials Agree to Pay Financial Penalties in Municipal Bond Fraud Case, Release No. 2010-
204 (Oct. 27, 2010), available at https://www.sec.gov/news/press/2010/2010-204.htm,




that this was the first municipal bond case where charges were brought for misleading statements
made outside of its securities disclosure documents."”

Although the SEC did not charge any individuals in the Harrisburg case, in a report on
the Harrisburg investigation the SEC stated:

Based upon information obtained during the investigation, the Commission deems
it appropriate that it issue this Report of Investigation pursuant to Section 21(2) of
the Exchange Act to address the obligations of public officials relating to their
secondary market disclosures for municipal securities. Public officials should be
mindful that their public statements, whether written or oral, may affect the total
mix of information available to investors, and should understand that these public
statements, if they are materially misleading or omit material information, can
lead to potential liability under the antifraud provisions of the federal securities

laws....

The statements by the Harrisburg public officials were part of, and could have
altered, the total mix of information available to the market. There is a substantial
likelihood that a reasonable investor would consider the financial condition of the
City important in making an investment decision, and there were no other
disclosures made by the City as part of the total mix of information available to
enable investors to consider other information. These public officials’ statements
were the principal source of significant, current information about the issuer of
the security and thus could reasonably be expected to influence investors and the
secondary market. Because statements are evaluated for antifraud purposes in
light of the circumstances in which they are made, the lack of other disclosures by
the municipal entity may increase the risk that municipal officials’ public
statements may be misleading or may omit material information.

Given this potential for liability, public officials who make public statements
concerning the municipal issuer should consider taking steps to reduce the risk of
misleading investors. At a minimum, they should consider adopting policies and
procedures that are reasonably designed to result in accurate, timely, and
complete public disclosures; identifying those persons involved in the disclosure
process; evaluating other public disclosures that the municipal securities issuer
has made, including financial information and other statements, prior to public
dissemination; and assuring that responsible individuals receive adequate training
about their obligations under the federal securities laws. Public officials may also
look to Commission enforcement actions or Commission guidance in developing
the disclosure policies, procedures and controls that they choose to establish.
Public officials may choose to identify and implement other practices or
procedures that they believe are appropriate to meet their obligations under the
federal securities laws. Harrisburg has since instituted formal and tailored written
policies and procedures with respect to public statements regarding financial

W Int the matter of City of Harrisburg, Pennsylvania, Exchange Act Release No. 34-69515 (May 6, 2013).



information and other statements and its written undertakings pursuant to Rule
15¢2-12 of the Exchange Act.'?

City of Miami. The SEC has also recently pursued an enforcement action against the
City of Miami and its budget director who was allegedly responsible for the misleading
statements in bond offering materials. There, the SEC brought a civil case in federal court
alleging that the City issued over $100 million in bonds at a time when it had improperly
transferred $24 million into the City's general fund from other funds that the City Code had
designated for specific purposes. The transfers were part of an alleged scheme to help Miami
obtain positive bond ratings; when the transfers were later discovered and reversed, the City's
bond rating declined. In addition to charging the City, the SEC charged the budget director that
it said was responsible for alt of the transfers and misrepresentations regarding the nature of the
transfers in bond offering materials and during meetings with the public and other city officials.

Miami and the budget director moved to dismiss the case, but the district court denied
those motions. In January 2014, the budget director filed an interlocutory appeal of the decision,
arguing that he is entitled to qualified immunity from the SEC's suit because he was only acting
in his official caPacity when he made the transfers at issue and was not acting on his own or for
his own benefit. >

C. Enforcement Actions Related to Hedge Funds and Private Equity.

As public pension funds have made an increasingly greater number of so-called
alternative investments in things like private real estate funds, private equity funds, venture
capita! funds, and hedge funds, public pension funds are increasingly finding themselves
involved in SEC investigations related to potential improprieties by investment managers
operating these funds.

Pension funds may receive subpoenas for documents and/or testimony from its
investment personnel or trustees. More often than not, the pension fund is viewed by the SEC as
a "victim" of any potential securities fraud perpetrated by a wayward investment manager, but
personnel and trustees are not immune from being targets of these investigations, such as in the
pay-to-play investigations. And because the SEC has wide latitude in pursuing aiding and
abetting claims, it is not out of the realm of possibility that a pension fund which is, for example,
a large investor in a fund that is a target of the investigation to also have exposure in
circumstances where, for example, the pension fund utilized its influence as a large investor to

obtain some kind of benefit from its position.

Another recent phenomenon driving greater enforcement activity by the SEC in the
public pension space is that purported "whistle-blowers" and other constituencies are pushing

12 Report of Investigation in the Matter of the City of Harrisburg, Pennsylvania Concerning the Potential Liability of
Public Officials with Regard to Disclosure Obligations in the Secondary Market, Exchange Act Refease No. 69516

(May 6, 2013), available at hitp:/ferww.sec.pov/iitigation/investreport/34-695] 6, htm.

3 httn://www. law360.com/securities/articles/5046017nl_pk=8¢6e080c-Seac-4683-8 lac-
013bb42 faccB&utm source=newsletter§utm medium=email&utm campaign=securities.




SEC investigations in to public pension fund dealings with alternative investment managers.'*
Section 922 of the Dodd-Frank Wall Street Reform and Consumer Protection Act established a
whistleblower bounty program. Under the program, the SEC will provide monetary awards to
those who voluntarily provide original information that leads to successful Commission
enforcement actions resulting in the imposition of monetary sanctions over $1,000,000, and
certain related successful actions. The SEC can make awards ranging from 10 to 30 percent of
the monetary sanctions collected.

D. General SEC Enforcement Directives Under New SEC Chair,

The SEC's focus on issues that intersect with public pension funds must also be viewed in
the broader enforcement context under new SEC Chair Mary Jo White, who was confirmed as
Chair of the Commission on April 8, 2013, White is the first former criminal prosecutor to serve
in the role as chair - she was the former United States Attorney for the Southern District of New
York. And it appears that she is bringing new initiatives to the SEC derived from her criminal
prosecution background.

First, in June 2013, White directed enforcement staff, which was then reported publicly,
that the SEC would be reconsidering its longstanding practice of allowing defendants to settle
enforcement cases without admitting or denying liability Rather, under certain egregious
(though undefined) circumstances, the SEC would require admissions in cases, even where there
is no paralle! criminal action being pursued.”” The new policy may have significant
consequences as a result of admissions of wrongdoing, particularly for individuals who may be
denied access to directors and officers insurance or indemnification from the entities they serve.

Second, in an October 9, 2013, speech delivered by White she announced her goal of
bringing a "broken windows" strategy, a criminal enforcement strategy most notably used by
New York Mayor Rudy Giuliani and his Police Commissioner Bill Bratton, to the securities
enforcement world. Referring to their work, she stated that "[t]hey essentially declared that no
infraction was too small to be uncovered and punished. And, so the NYPD pursued infractions
of law at every level — from street corner squeegee men to graffiti artists to subway turnstile

jumpers to the biggest crimes in the city."

She noted her goal was that the SEC enforcement program be viewed similarly, as being
"everywhere, pursuing all types of violations of our federal securities laws, big and small." She
continued: "The same theory can be applied to our securities markets — minor violations that are
overlooked or ignored can feed bigger ones, and, perhaps more importantly, can foster a culture

" See, e.g., R.I Senator Ciccone asks SEC to probe state pension fund, 'excessive fees paid to brokers', The

Providence Journal (Nov. 13, 2013) available at http://www providencejournal combreaking-

news/content/20131113-r.i.-senator-ciccone-asks-sec-to-probe-gtate-pension-fund-excessive-fees-paid-to-
brokers.ece ; NC employee union takes pension complaints to feds (April 22, 2014), available at
http://www. wral.com/seanc-taking-pension-system-complaints-to-us-sec/13585342/

15 $.E.C. Has a Message for Firms Not Used to Admitting Guilt, New York Times (June 21, 2013), available at

ht_tp://www.nﬂimes.com/ZOl3/06/22/business/secs-new-chief-promises-tougher-line-on—

cases.html?pagewanted=all& 1=0.




where laws are increasingly treated as toothless guidelines. And so, I believe it is important to
pursue even the smallest infractions."'®

Third, White emphasized, in part as a corollary to the change in settlement policy on
admissions, that the SEC intended to take more cases to trial. In a November speech titled, "The
Importance of Trials to the Law and Public Accountability,” White stated the SEC would be
planning on taking more cases through trial. She noted that more full-scale trials "should mean
greater public accountability and more instances of a full factual record of wrongdoing that
should foster better development of the law."”

In summary, in her short time as Chair of the SEC, White has attempted to foster an
enforcement division that will be bolder, more tenacious, and pursue more claims and trials. The
impact of these new initiatives on the work of the Public Pensions Unit of the enforcement
division is unclear.

I11. Say-On-Pay,

Since the January 2011 SEC adoption of Say-on-Pay Rules to implement the applicable
provisions of the Dodd-Frank Wall Street Reform and Consumer Protection Act, the topic of
shareholder approval of executive compensation and “golden parachute” compensation
arrangements has continued to garner the attention of institutional investors.

A. What are the Rules?

The rule amendments implement Section 951 of the Dodd-Frank Wall Street Reform and
Consumer Protection Act, which added Section 14A to the Exchange Act. Section 951 expressly
states that a Say-On-Pay vote is a non-binding, advisory vote, and that it cannot be used to
“create or imply any change to the fiduciary duties” of the company or its board of directors.
This statute requires public companies subject to the federal proxy rules to:

« Provide their shareholders with an advisory vote on executive compensation, generally
known as "Say-on-Pay" votes.

« Provide their shareholders with an advisory vote on the desired frequency of say-on-pay
votes.

+ Provide their shareholders with an advisory vote on compensation arrangements and
understandings in connection with merger transactions, known as "golden parachute”
arrangements. Such “golden parachute” arrangements would need to be disclosed in
merger proxy statements.

Advisory votes provide investors with an opportunity to express their views on whether
the Board is adequately fulfilling its obligation to compensate senior management properly. The
advisory vote can be an opportunity for boards to use feedback to refine pay practices.

16 Remarks at the Securities Enforcement Forum, Oct. 9, 2013, available at
http:/fwww.sec.gov/News/Speech/Detail/Speech/1370539872100.




B.

After Adoption of the Rule has a Say-On Pay Votg failed?

As depicted in the graphic below, after the SEC adopted its Rules on Say-On-Pay, votes
have failed at a small percentage of companies. Roughly 150 companies have failed to secure
majority shareholder approval of their executive compensation proposals in the last three years.
Those include 37 failures in 201 1, 56 failures in 2012 and 56 failures in 2013. A vote is
considered a failure when the proposed compensation package does not achieve 50% support
from shareholders.

C.

# of Say on Pay Votes

Data from 188~ - o i ST b6

Under What Circumstances Are Shareholders Withholding Votes?

While most shareholders note that a vote against proposed compensation is the exception,
among the factors sharcholders cite when they withhold votes are:

i.
i1

i1.
iv.

vi.

Egregious compensation practices and policies;

Management compensation is not sufficiently sensitive to long-term share
performance;

Compensation practices are not aligned with shareholder value;

Compensation does not hold management accountable for poor performance;
Failure to adequately explain to shareholders how the compensation committee
developed, approved, monitored and disclosed the company’s compensation
philosophy with respect to the entire range of pay elements; and

Whether a company has engaged in multiple years of discussions with
shareholders about magnitude of pay as well as magnitude of equity dilution;

Has Say-On-Pay Been Used in Litigation?

10



In 2011, approximately half of all failed Say-On-Pay votes resulted in litigation. Those
early cases alleged breaches of fiduciary duty against directors who approved executive
compensation plans despite a failed Say-On-Pay vote. For the most part, these cases are being
dismissed at early stages of the litigation. The cases largely find that the directors” decisions to
approve executive compensation are protected by the business judgment rule. Faced with these
dismissals, a new wave of cases have emerged in 2012 and 2013 where plaintiffs alleged claims
involving a variety of executive compensation issues, such as compliance with shareholder-
approved equity compensation plans and/or policies, approval of tax “gross-up” provisions in
employment contracts, deficiencies in the proxy materials related to the vote, and the
implementation and/or timing of equity awards. Lately, plaintiffs have challenged directors’
independence where non-employee directors are compensated via equity-based plans that they
approve and implement in accordance with the plan. This second wave of cases is again largely
being dismissed.

IV. Political Contribution Disclosure.

A. Why was disclosure of political contributions of interest to the SEC?

i.  In the summer of 2011, a group of law school professors petitioned the SEC
asking it to force corporations to disclose political spending.

ii.  Itis reported that the SEC received more than 600,000 public comments to the
agenda item. That’s more than any prior agenda item in the SEC’s history.
The majority of those comments were in favor of more disclosure.

iii.  In December 2012, the SEC added an agenda item to its calendar signaling
that it might consider formally proposing a rule that would require publicly
traded companies to disclose the specifics of their political spending to
shareholders.

iv.  Disclosure rule garnered support from many public pensions, state and local
elected officials, shareholder activists and campaign finance reformers, but
was opposed by the U.S. Chamber of Commerce, the National Association of
Manufacturers, and the Business Roundtable.

v.  Nevertheless, the topic was notably absent from the SEC’s December 6, 2013
agenda setting forth the action items for the upcoming year.

B. Have political contribution disclosures been the topic of proxv votes?

Political disclosure is a popular proxy topic. There were 128 proposals filed last year and
probably will be about the same this year. Approximately 50 last year asked companies to
disclose spending and board policy on political activities, another 50 sought disclosure of
lobbying activities, the rest were a hodgepodge (ex: ban on all giving). One or two received
majority support from shareholders. Many were settled and withdrawn after companies agreed
to disclose political giving.

11
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Tax Update — The Ins and Outs of 1099-Rs,
Corrections, Reviewing Your 1099-R Practices
and Special 1099-R Issues

* Moderator; Jlonathan Needle, Houston Firefighters’ Relief and Retirement Fund
« Presenters:

< Luke Bailey, Strasburger & Price, LLP

< Paul W. Madden, Whiteford, Taylor & Preston

< Mary Alice McGreevy, Wisconsin Department of Employee Trust Funds
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Responsibility for Filing 1099-R’s

IRC §6047(d) places duty either on “employer” or on “plan administrator’
— IRC §414(g) provides that “plan administrator” is person “specifically
so designated by the terms of the instrument under which plan is

operated”
Duty of employer or pfan administrator under IRC §6047(d} is
nondelegable; however, plan can hire agent, e.g. custodian bank, to
prepare and file 1099-R’s on its behalf

'}
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Responsibility for Filing 1099-R’s (cont’d)

IRS instructions say:

Transmitters, paying agents, etc. A transmitter, service bureay,
paying agent, or disbursing agent (hereafter referred to as “agent”)
may sign Form 1096 on behalf of any person required to file
(hereafter referred to as “payer”) if the conditions in 1 and 2 below
are met.

1. The agent has the authority to sign the form under an
agency agreement {oral, written, or implied) that is valid under
state faw and

2. The agent signs the form and adds the caption “For:
(Name of payer).”

Signing of the form by an authorized agent on behalf of the payer
does not relieve the payer of the liability for penalties for not filing
a correct, complete, and timely Form 1096 and accompanying
returns.

From 2014 General Instructions for Certaln Informatian Returns 5

Responsibility for Filing 1099-R’s (cont’d)

* Filers of 250 or more 1099-R’s in year must file electronically using the FIRE
system
+ Achieving a high accuracy rate for 1099-R’s is challenging
— Plans may have complex distribution schemes, and application of IRS
codes may in some cases be ambiguous
— Determining appropriate codes also places stress on design of
administrative software and collection of complete, accurate, detailed,
electronically transmissible information regarding members and
beneficiaries

a
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Responsibility for Filing 1099-R’s (cont’d)

Review agreement with custodian or other agent, especially

indemnification provisions

Plan should not assume agent understands enough about plan to ensure
1099-R’s are correct in ali circumstances; plan staff should review
potential issues and stay involved with agent and process

Helpful Publications
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1

Plan directs custodian "
to pay member during
calendar year

Custadian pays

At beginning of next calendar year plan or plan’s member during
agent {2 8., custodian} prepares 1039-R(s) showing calendar year
amount{s} pald ko member during calendar year, 3

and other information about payments using
alpha/numeric codes; copy A sent to IRS by
February 28 ar next business day, copy B sent to
mamber by January 31 or next business day

Copy A

&
€

If IRS determines that member's treatment
of plan payments on personal Federal treatment of plan payments on personal
income tax retuen is not consistent with Federal income tax return (e.g., Form
information on Form 1099-R, tRS will likely 1040) and files personal income tax
contact member return with RS 8

Member determines appropriate

Preparing Form 1099-R

¢ Box - Gross amount distributed
— Amount paid to member, whether taxable or not, directly rolled over or not, etc.
+ Box 2 — Taxable amount
— Box 1 minus amounts directly rolled over to IRA, recovered tax basls, nentaxable on-
duty disability benefits, etc.
— Canbe0
— If can’t determine precise taxable amount, leave blank and check Box 2b
«  Box 2b itself contains two boxes
— Check first box if in Box 2a could not determine taxable portion of Box 1
— Second box indicates total or final distribution

w0
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Preparing Form 1099-R (contd.)

Box 3 — Capital gain portion of Box 1

- May apply to lump sum distributions to members born before January 2,

1936 (i.e., lump sums to individuals age 78 and above)

2ox 4 — Federal income tax withheld (“FITW”) {at W4-p rates, or 20% on
nonperiodic distributions)
Box 5 — Member's tax basis {e.g., from after-tax contributions)
Box 6 — Net unrealized appreciation {“NUA”) in employer securities (obviously
not applicable to governmental retirement plans)

i1

*

Preparing Form 1099-R (contd.)

Box 7 — Distribution Codes
Numeric Codes 1-9
— Generally only numeric codes 1, 2, 3, 4, and 7 will be relevant to
governmental retirement plans

Letter Codes A-W
— Generally only letter code G relevant to governmental defined benefit plans

— Additional letter codes applicable to defined contribution plans




Selected Distribution Code Meanings

Code 1: Early distribution, no known exception
— Use if member was younger than 59 % at time of distribution and no
exception to IRC §72(t) 10% early distribution tax applies
— RS instructions say use also If distributions constitute modification
of “substantially equal periodic payments” (SEPP) before end of SEPP
period (later of 59 % or 5 years)

.

Selected Distribution Code Meanings
(cont’d)

Code 2: Pre-59 % distribution, but exception to IRC §72(t) 10% early
distribution tax applies, e.g.:
— Distribution made after separation fram service and member had
reached age 55 (50 for public safety) by end of year in which separated

— Disability
— IRS levy
Code 3: Disability under IRC §72(m)(7)
— When is a distribution “on account” of disability?
— Applies to on- and off-duty disabilities

— Note potential overlap with Code 1, and note that 1 and 3 are not on
RS list of acceptable code combinations

5/21/2014



Selected Distribution Code Meanings
(cont’d)

Code 4: Death
— Use for distributions to beneficiaries
g irrelevant to governmental retirement plans
Code 7: “Normal distribution”

—~ Payments were to member who was alive, over age 59 %, not disabled, and
who did not change SEPP (if used SEPP) during SEPP period {later of five
years or age 59 %)

Codes 8 and 9 irrelevant, except possibly 9 if plan provides current life

insurance benefits in addition to retirement and survivor heneflts

Selected Distribution Code Meanings
(cont’d)

Code E - Distribution under Employee Plans Compliance Resolution
System
— E.g., Section 415(c) defined contribution plan excess afocation
Code G - Direct rollover
— E.g., Member or beneficiary elected direct rollover to another
employer-sponsored gualified plan or IRA of DROP or other
nonpetiodic payment
Code H ~ Direct Roth account to Roth IRA rollover
Code L - Deamed distribution of defaulted portion of participant loan
Code P - Excess contributions plus earnings
— E.g., Section 403(b} plan

16
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Some (But Not All) Codes Can be Combined

« Numeric codes can be combined with other numeric, numeric with letter, and
letter with letter

+  No more than two alpha/numeric codes can be combined on cne 1099-R - If
need more than 2 codes for same participant in same year, need to use multiple
1059-R's for him/her for year

+  Only certain alpha/numeric code combinations listed in IRS instructions are
permitied

+ The only permitted combination that seems potentially applicable to a
governmental retirement plan is 4G, i.e. a distribution after member’s death to
beneficiary, where beneficiary chooses to roll over directly to ancther employer
sponsored plan or [RA

Multiple 1099-Rs Sometimes Required

+ Member separated from service before year in which attained age 55 (or 50 if
public safety), not disabled, commenced pension before age 59 %, and turns
age 59 ¥ during year

— Report payments during portion of year before attainment of age 59 % on
one 1099-R and code as “1”
~ Payments for rest of year would go on Second 1095-R using code 7

+ Member over age 59 % entitled to and elects nonperiodic payment and elects

to roll over part of nonperiodic payment directly to IRA
— Amount rolled directly to IRA reported on one 1099-R using codes 7and G

—~ Amount not rolled over reported on another 1099-R using only Code 7

18
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Potential Failures Relating to
Forms 1099-R and 941

Faifures to withhold proper amounts -- IRC §3405

Failures to file timely and correct informational returns (Forms 941) -- IRC
§6721

Falures to furnish timely and correct payee statements {Forms 1099-R) --
IRC §6722

Potential Liability and Penalties

Payor is liable for payment of taxes required to be withheld -- IRC §3405(d)
Penalties for failure to furnish timely and accurate Forms 1099-R -- IRC
§6722

Penalties for failure to file timely and accurate Forms 941 -- IRC§ 6721

5/21/2014
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Potential Liability and Penalties

Penalties for failures relating to Forms 1099-R and 941 are:
— 5100 per return
— $1,500,000 per year maximum
Lower penalties for prompt correction
— $30/%$250,000 for correction within 30 days
— 560/$500,000 for correction by August 1

21

Potential Liability and Penalties

Higher penalties for knowing or willful failure to furnish/file forms

— Greater of $250 per return or 10% of amount not reported or reported

incorrectly
— $1,500,000 maximum does not apply
Separate penalties for Forms 1099-R and 941.
Penalties effectively double for a failure that affects both Forms

n

5/21/2014

11



Discovering a Failure

Best case scenario: discovered internally shortly after failure, quickly
corrected®

Second-hest case scenario: discovered internally but after August 1,
before penalty letter issued by Service

Worst-case scenario: discovered by Service after August 1, penalty letter
issued

Waiver of Penalties

Penalties are waived if faiture is due to reasonable cause and not due to
willful neglect
Reasonable cause means

— there are significant mitigating factors or

— failure arose from events beyond filer’s control

24
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Significant Mitigating Factors

« Never required to file this type of return or prepare this type of statement
hefore, or

«  Filer has established a history of compliance with filing and reporting
requirements

— Prior penalties are relevant
— Improved error rate from year to year is relevant

15

Reasonable Cause

« Reasonhable cause requires filer to act responsibly both before and after
the failure
— Payor exercised prudent standard of care
— Payor took significant steps to avoid or mitigate the failure

26

5/21/2014

13



Requesting a Waiver

Standards for waiver and stiff potential penalties highlight the importance
of robust oversight and checks-and-balances for 1099-R filings

Walver is typically all-or-nothing: partial waivers unusual as fact
circumstances are typically identical for a filing failure

27

Requesting a Waiver

Service will look for detailed explanation regarding significant mitigating
factors

Should be able to demonstrate record of compiiance and safeguards to
prevent failures

Should be able to demonstrate prompt response to discovery of failure
If request for waiver is denied, appeal is available

28
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Correcting Erroneous 1099-R’s

Why?
— Had facts, e.g. amount, wrong
— Used wrong code

Must You?

— IRC §6721 and the regulations thereunder prescribe monetary penalties
for failure to file correct 1099-R, and also prescribe abatements of
monetary penalties for prompt correction of failures to fite correct 1099-
R’s

— No requirement in Code or regulations to correct an errongously filed
1099-R

— EPCRS does not require 1099-R as part of correction for operational
failures constituting “overpayments”

29

Correcting Erroneous 1099-R’s (cont'd)

IRS nevertheless in instructions to 1099-R urges correction, without any apparent limit UA%J{J L, S

as to time period and: 53 :/W

If you filed a return with the IRS and later

discover you made an error on it, you must; AR AN S
L

& Coreect it as soon as possible and file Copy
A and Form 1086 with your Internal Revenue “

Service Center (see part D). 7)
» Furnish statements fo recipients showing . - A
the correction. j 1.~ W -

by
From 2014 *General Instructions o ,\é,bd_ &A_ié/q G——M
=

IRC §6047(d) authorizes Treasury to plegeie vapranBEGlirements “by forms on

regulations”
- 7
How far back should you go? CC’YW/‘(Q/‘ \@Cé 4

— Assuming member timely filed his/her 1040, would be relevant at least three CW m #’i

calendar years back (e.g., could correct 2010 as late as April 15, 2014, since 2010 :
y (eg P e ot rasendd

1040 return would have been done Aprif 15, 2014}
— If correction is of prior underreporting and additional amount exceeds 25% of LA d@ucg:&/t Giem}t?

member’s income for year of originat report, could be relevant six years back (See [ ~{ @
IRC §6501(e){1}} AW

30
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Ethical Issues in 1099-R Preparation

* What if for particular payment or set of payments plan determines that
correct code(s) for 1099-R cannot be determined with certainty because
of tax law uncertainty and/or ambiguity of 1099-R instructions

— Could occur, for example, with respect to “early distribution” Code 1

* leaving box 2a blank and checking “Taxable amount not determined” in
box 2b is usually not responsive unless issue is taxable portion of reported
payments

+ Applying for IRS private letter ruling may not practical, and may not even
be possible since the issue is the member’s Federal income tax liability

i

Hypothetical #1

«  Member retires at age 53 {not public safety) and receives regular monthly
pension :
— Code 77 Codé
»  Member retires at'age 45 on account of disability (on- or off-duty)
- Code{.’;.g Code 2?
£
V/

32
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Hypothetical #2

« Police officer retires at age 49 and begins receiving monthly pension in
yearl
— Code 2 for years 1 through 3
+ Inyear 4 receives substantial nonperiodic payment (e.g., from DROP)
— Inyear 4, Code 1 for entire amount? Or use two 1039-Rs and report
pension using Code 2 and DROP distribution using Cocle 1?
« ‘What if annuitizes DROP using SEPP?

33

Hypothetical #3

+  Same facts as Hypothetical #2, but retired police officer demonstrates that
became disabled after retiring and DROP distribution was made because

had to quit retirement job
— For DROP 1099-R, Code 1? Code 2? Code 37

— Still need two 1099-R's?

ki)
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Hypothetical #4

+  Same facts as Hypothetical #2, but nonperfodic payment is not from DROP,
but is 13t check-type benefit that qualifies as an “independent payment”
under Q & A-6(b) (2) of Treas. Req. §1.402(c)-2, i.e., exceeds greater of
(a) 10% of “annual rate of payment” or (b) $750, and meets other
requirements

35

Hypothetical #5

+  Member over 65 requests DROP distribution fin March of year 1, and plan
mails in April of year 1

+ Three months later, without having cashed check, member contacts plan
and requests that plan issue stop payment order because member no
fonger needs

+  What if member doesn’t request that distribution be undone, but does
not cash check and, under plan policy, stop payment order is issued after
six months?

+ See Rev. Rul. 80-58 for “rescission doctrine” if payment and rescission
occur in same taxable year

»  \What if member cashes check, but wants to return funds before end of
calendar year? What if returned funds had been paid by mistake, i.e. not
at member’s request?

k1
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Hypothetical #6

« Same facts as Hypothetical #5, except distribution requested in December
of year 1 and 1099-R filed in year 2 reporting distribution

37

Hypothetical #7

+ Retired city manager receives pension; portion exceeds 415(b) limit and is

paid by 415{m} plan

38

5/21/2014
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»  Survivor of member who died in line of duty receives during year ad hoc

Hypothetical #8

DROP distribution in addition to regular survivor pension payments
What about 13th check-type payment?

)

5/21/2014
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2014

Instructions for Forms

1099-R and 5498

Department of the Treasury
Internal Revenue Service

Distributions From Pensions, Annuities, Retirement or Profit-Sharing Plans, IRAs,
Insurance Contracts, etc., and IRA Contribution Information

Section references are to the Internal Revenue Code
unless otherwise noted.

Future Developments

For the latest information about developments related to
Forms 1099-R and 5498 and thelr instructions, such as
legislation enacted after they were published, go to
www.irs,gov/iform1099r or www.irs.gov/form5498.

What's New

Form 1099-R

New distribution code. Use distribution Code K10
report distributions of IRA assets not having a readily
available FMV. See the Guide fo Distribution Codes, |ater.

Form 5498

Box 15a. FMV of certain specified assets. Use
box 15a to report the fair market value (FMV) of
investments in the 1RA that are specified by category
code(s) in box 15b.

! Box 15b. Code(s). Use codes A through H for reporting

the types(s) of investments held in an IRA for which the
FMV is required to be reported in box 15a.

See Reporting FMV of certain specified assels, and the
instructions for box 15b, in the Specific Instructions for
Form 5498, later.

. Using new Code K on Form 1099-R, and boxes
.

15a and 15b on Form 5498, for reporting
) hard-fo-value IRA assets is optional for 2014.

Reminder

In addition, see the 2014 General Instructions for Certain
Information Returns for information on the following
topics.

Who must file (nominee/middleman).

When and where to file.

Electronic reporting requirements.

Corrected and void returns.

Statements to recipients.

Taxpayer identification numbers.

Backup withholding.

Penalties.

Other general topics.

You can get the general instructions at www.irs.gov/
form1099r or www.irs.gov/form5498 or call
© 1-800-TAX-FORM (1-800-829-3676).

Dec 03, 2013

Specific Instructions for Form 1099-R

File Form 1099-R, Distributions From Pensions, Annuities,
Retirement or Profit-Sharing Plans, 1RAs, Insurance
Contracts, etc., for each person to whom you have made
a designated distribution or are treated as having made a
distribution of $10 or more from profit-sharing or
retirement plans, any individual retirement arrangements
(IRAs), annuities, pensions, insurance contracts, survivor
income benefit plans, permanent and total disability
payments under life insurance contracts, charitable gift
annuities, etc.

Also, report on Form 1099-R death benefit payments
made by employers that are not made as part of a
pension, profit-skaring, or retirement plan. See Box 1,
later.

Reportable disability payments made from a retirement
ptan must be reported on Form 1099-R.

Generally, do notreport payments subject to
withholding of social security and Medicare taxes on this
form. Report such payments on Form W-2, Wage and Tax
Statement.

Generally, do notreport amounts totally exempt from
tax, such as workers' compensation and Department of
Veterans Affairs (VA) payments. However, if part of the
distribution is taxable and part is nontaxable, report the
entire distribution.

There is no special reporting for qualified health
@ savings account (HSA) funding distributions

described in section 408(d)(9) or for the payment
of qualified health and long-term care insurance premiums
for retired public safety officers described in section

402(1).

Military retirement annuities. Report payments to
military retirees or payments of survivor benefit annuities
on Form 1099-R. Report military retirement pay awarded
as a property setiement to a former spouse under the
name and taxpayer identification number (TIN) of the
reciplent, not that of the military retiree.

Governmental section 457(b) plans. Report on Form
1099-R, not Form W-2, income tax withholding and
distributions from a governmental section 457(b) plan
maintained by a state or local government employer.
Distributions from a governmental section 457(b) planto a
participant or beneficiary include all amounts that are paid
from the plan. For more information, see Notice 2003-20
which is on page 894 of Internal Revenue Bulietin
2003-19, at www.irs.gow/pub/irs-irbs/irb03-19.pdf. Also
see Governmental section 457(b) plan distributions, later,
for information on distribution codes.
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Nonqualified plans. Report any reportable distributions
from commercial annuities. Report distributions to
employee plan participants from section 409A
nonqualified deferred compensation plans (including
nongovernmental section 457(b) plans) on Form W-2, not
on Form 1099-R; for nonemployees, these payments are
reportable on Form 1099-MISC. Also, report distributions
to heneficiaries of deceased plan participants on Form
1099-MISC.

Section 404(k) dividends. Distributions of section
404(K) dividends from an employee stock ownership pian
(ESOP), including a tax credit ESOP, are reported on
Form 1099-R. Distributions other than section 404(k)
dividends from the plan must be reported on a separate
Form 1099-R.

Section 404(k) dividends paid directly from the
corporation to participants or their beneficlaries are
reported on Form 1098-DIV. See Announcement
2008-56, 2008-26 |.R.B. 1192, avallable at www.irs.gov/
irb/2008-26 IRB/ar11.html.

Charitable gift annuities. If cash or capital gain property
is donated in exchange for a charitable gift annuity, report
distributions from the annuity on Form 1099-R. See
Charitable gift annuities, later.

Life insurance, annuity, and endowment contracts.
Report payments of matured or redeemed annuity,
endowment, and life insurance contracts. However, you
do not need to file Form 1099-R to report the surrender of
a life insurance contract if it is reasonable to befieve that
none of the payment is includible in the income of the
recipient. If you are reporting the surrender of a life
insurance contract, see Code 7, later.

Report premiums paid by a trustee or custodian for the
cost of current life or other insurance protection. Costs of
current life insurance protection are not subject to the 10%
additional tax under section 72(t). See Cost of current life
insurance protection, later.

Report charges or payments for a qualified long-term
care insurance contract against the cash value of an
annuity contract or the cash surrender value of a life
insurance contract, which is excludible from gross income
under section 72(e)(11). See Code W, later.

Section 1035 exchange. A tax-free section 1035
exchange is the exchange of (a) a life insurance contract
for another fife insurance contract, or for an endowment or
annuity contract, or fot a qualified long-term care
insurance contract; or (b) a contract of endowment
insurance for another contract of endowment insurance
that provides for regular payments to begin no later than
they would have begun under the old contract, or for an
annuity contract, or for a qualified long-term care
insurance contract; or (c) an annuity contract for an
annuity contract or for a qualified long-term care insurance
contract; or (d) a qualified long-term care insurance
contract for a qualified long-term care insurance contract.
A contract shall not fail to be treated as an annuity
contract or as a life insurance contract solely because a
qualified long-term care insurance contract is a part ofora
rider on such contract. However, the distribution of other
property or the canceliation of a contract loan at the time

of the exchange may be taxable and reportable on &
separate Form 1099-R.

These exchanges of contracts are generally reportable
on Form 1099-R. However, reporling on Form 1099-R is
not required if (a) the exchange occurs within the same
company, (b) the exchange is solely a contract for
contract exchange, as defined above, that does not result
in a designated distribution, and (c) the company
maintains adequate records of the policyholder's basis in
the contracts. For example, a life insurance contract
issued by Company X received in exchange solely for
another life insurance contract previously issued by
Company X does not have to be reported on Form 1099-R
as long as the company maintains the required records.
See Rev. Proc. 92-26, 1992-1 C.B. 744, for certain
exchanges for which reporting is not required under
section 6047(d). Also see Rev. Rul. 2007-24, 2007-21
I.R.B. 1282, available at www.irs.gov/irty2007-21_IRB/
ar15.htmi for certain transactions that do not qualify as
tax-free exchanges. For more information on partial
exchanges of annuity contracts, see Rev. Proc. 2011-38,
2011-30 |.R.B. 66, available at www.irs.gow/irb/
2011-30_{RB/ar09.him,

For more information on reporting taxable exchanges,
see Box 1, later.

Prohibited transactions. If an IRA owner engages in a
prohibited transaction with respect to an iRA, the assets of
the IRA are treated as distributed on the first day of the tax
year in which the prohibited transaction occurs. IRAs that
include, or consist of, non-marketable securities and/or
closely held investments, in which the IRA owner
effectively controls the underlying assets of such
securities or investments, have a greater potential for
resulting in a prohibited transaction, Enter Code 5 in

box 7.

Designated Roth Account Contributions

An employer offering a section 401(k), 403(b), or
govemnmental section 457(b) plan may allow participants
to contribute all or a portion of the elective deferrals they
are otherwise eligible to make to a separate designated
Roth account established under the plan. Contributions
made under a section 401{k) plan must meet the
requirements of Regulations section 1.401(k)-1(f)
(Regulations section 1.403(b)-3(c) for a section 403(b)
plan). Under the terms of the section 401(k) plan, section
403(b) plan, or govemmental section 457(b) plan, the
designated Roth account must meet the requirements of
section 402A.

IRA Distributions
For deemead IRAs under section 408(q), use the
@ rules that apply to traditional IRAs or Roth IRAs
as applicable. Simplified employee pension
(SEP) IRAs and savings incentive match plan for
employees (SIMPLE) IRAs, however, may not be used as
deemed IRAS.

Deemed IRAs. Formore information on deemed IRAs In
qualified employer plans, see Regulations section
1.408(q)-1.
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IRAs other than Roth IRAs. Unless otherwise
instructed, distributions from any IRA that is not a Roth
IRA must be reported In boxes 1 and 2a. Check the
“Taxable amount not determined” box in box 2b. But see:
. * Traditional, SEP, or SIMPLE IRA, latet, for how fo
report the withdrawal of IRA contributions under section
408(d)(4),

* Transfers, later, for information on trustee-to-trustee
transfers, including recharacterizations,

* Reporting a corrective distribution from an IRA under
section 408(d)(5), later,

* Reporting IRA revocations or account closures due to
Customer Identification Program failures on this page, and
* Reporting a transfer from a SIMPLE IRAto a
non-SIMPLE IRA within the first 2 years of plan
participation, later.

The direct rollover provisions beginning later do not apply
to distributions from any IRA. However, taxable
distributions from traditional IRAs and SEP [RAs may be
rolled over into an eligible retirement plan. See section
408(d)(3). SIMPLE IRAs may also be rolled over inte an
eligible retirement plan, but only after the 2-year period
described in section 72(t}(6).

An IRA includes alf investments under one IRA plan or
account. File only one Form 1099-R for distributions from
all investments under one plan that are paid in 1 year to
one recipient, unless you must enter different codes in
box 7. You do not have to file a separate Form 1099-R for
each distribution under the plan.

Roth IRAs. For distributions from a Roth IRA, report the
gross distribution in box 1 but generally leave box 2a
: blank. Check the “Taxable amount not determined” box in
box 2b. Enter Code J, Q, or T as appropriate in box 7. Do
not use any other codes with Code Q or Code T. You may
enter Code 8 or P with Code J. For the withdrawal of
excess contributions, see Roth IRA, later. It is not
necessary to mark the IRA/SEP/SIMPLE checkbox.

Roth IRA conversions. You musi report a traditional,
SEP, or SIMPLE IRA distribution that you know is
converted this year to a Roth IRA in boxes 1 and 2a
(checking box 2b “Taxable amount not determined”
unless otherwise directed elsewhere in these
instructions), even if the conversion is a trustee-to-trustee
transfer or is with the same trustee. Enter Code 2 or 7 in
box 7 depending on the participant's age.

Distributions allocable to an in-plan Roth rollover
(IRR). The distribution of an amount allocable to the
taxable amount of an in-plan Roth rollover (IRR}, made
within the 5-year period beginning with the first day of the
participant’s tax year in which the rollover was made, is
treated as includible in gross income for purposes of
applying section 72(t) to the distrtbution. The total amount
allocable to such an IRR is reported in box 10. See the
instructions for Box 10, later. ‘

A separate Form 1099-R must be used to report
the total annual distribution from a designated
CAUTION

Roth account.
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IRA Revocation or Account Closure

if a traditional or Roth IRA is revoked during its first 7 days
(under Regulations section 1.408-6{d)(4)(i)) or is closed
at any time by the IRA trustee or custodian due to a failure
of the taxpayer lo satisfy the Customer tdentification
Program requirements described in section 326 of the
USA PATRIOT Act, the distribution from the IRA must be
reported. in addition, Form 5498, IRA Contribution
Information, must be filed to report any regular, roflover,
Roth IRA conversion, SEP IRA, or SIMPLE IRA
contribution to an IRA that is subsequently revoked or
closed by the trustee or custodian.

if a regular contribution is made to a traditional or Roth
IRA that later is revoked or closed, and a distribution is
made to the taxpayer, enter the gross distribution in
box 1. If no earnings are distributed, enter 0 (zero) in
box 2a and Code 8 in box 7 for a traditional [RA and Code
J for a Roth IRA. if earnings are distributed, enter the
amount of earnings in box 2a. For a traditional [RA, enter
Codes 1 and 8, If applicable, in box 7; for a Roth IRA,
enter Codes J and 8, if applicable. These eamings could
be subject to the 10% early distribution tax under section
72(t). If a roltover contribution is made to a traditionaf or
Roth IRA that later is revoked or closed, and disiribution Is
made to the taxpayer, enter in boxes 1 and 2a of Form
1099-R the gross distribution and the appropriate code in
box 7 (Code J for a Roth IRA). Follow this same
procedure for a transfer from a traditional or Roth IRA to
another IRA of the same type that later is revoked or
closed. The distribution could be subject to the 10% early
distribution tax under section 72(t).

if an IRA conversion contribution or a rollover from a
gualified plan is made to a Roth IRA that later is revoked
or closed, and a distribution is made to the taxpayer, enter
the gross distribution in box 1 of Form 1099-R. If no
earnings are distributed, enter 0 (zero) in box 2a and
Code Jin box 7. If earnings are distributed, enter the
amount of the eamings in box 2a and Code J in box 7.
These earnings could be subject to the 10% early
distribution tax under section 72(t).

If an employer SEP IRA or SIMPLE IRA plan
contribution is made and the SEP IRA or SIMPLE IRA is
revoked by the employee or is closed by the trustee or
custodian, report the distribution as fully taxable.

For more information on IRAs that have been revoked,
see Rev. Proc. 91-70, 1991-2 C.B. 899.

Deductible Voluntary Employee Contributions
(DVECs)

If you are reporting a total distribution from a plan that
includes a distribution of DVECs, you may file a separate
Form 1099-R to report the distribution of DVECs. If you
do, report the distribution of DVECs in boxes 1 and 2a on
the separate Form 1099-R. For the direct rollover
(explained later) of funds that include DVECs, a separate
Form 1099-R is not required to report the direct rollover of
the DVECs.

Direct Rollovers

You must report a direct rollover of an eligible rollover
distribution. A direct rollover is the direct payment of the



distribution from a qualified plan, a section 403(b) plan, or
a governmental section 457(b) plan to a traditional IRA,
Roth IRA, or other eligible retirement plan. For additional
tules regarding the treatment of direct roliovers from
designated Roth accounts, see Designated Roth
accounts, later. A direct rollover may be made for the
employee, for the employee's surviving spouse, for the
spouse or former spouse who is an alternate payee under
a qualified domestic relations order (QDRO) or for a
nonspouse designated beneficiary, in which case the
direct rollover can only be made to an inherited IRA. if the
distribution is paid to the surviving spouss, the distribution
is treated in the same manner as If the spouse were the
employee. See Part V of Notice 2007-7, 2007-5 [.R.B.
395, available at www.irs.qov/irb/2007-05_IRB/ar11.htm,
which has been modified by Notice 2009-82, 2009-41
I.R.B. 491, available at www.irs.gov/irb/2009-41 IRB/
ar12.himi for guidance on direct rollovers by nonspouse
designated beneficiaries. See also Notice 2008-30, Part |,
2008-12 I.R.B. 638, available at www.irs. gow/irty
2008-12_IRB/ar11.html, which has been amplified and
clarified by Notice 2009-75, 2009-39 L.R.B. 4386, available
at www.irs.gov/irb/2009-39 [RB/ar15.html, for questions
and answers covering rollover contributions to Roth IRAs.

Notice 2007-7 and Notice 2008-30 do not reflect
changes made to section 402 by the Worker,

Retiree, and Employer Recovery Act of 2008.

An eligible rollover distribution is any distribution of all
or any portion of the balance to the credit of the employee
(including net unrealized appreciation (NUA)) from a
qualified plan, a section 403(b) plan or a governmental
section 457(b) plan except:

1. One of a series of substantially equal periodic
payments made at least annually over:

a. The life of the employee or the joint lives of the
employee and the employee's designated beneficlary,

b. The life expectancy of the employee or the joint life
and last survivor expectancy of the employee and the
employee's designated beneficiary, or

c. A specified period of 10 years or more.

2. A required minimum distribution (RMD}) under
section 401(a){(9). A plan administrator Is permitted to
assume there is no designated beneficiary for purposes of
determining the minimum distribution.

3. Elective deferrals {under section 402(g)(3)),
employee contributions, and earnings on each returned
because of the section 415 limits.

4. Corrective distributions of excess deferrals (under
section 402(g)) and earnings.

5. Corrective distributions of excess contributions
under a quallfied cash or deferred arrangement (under
section 401{k)) and excess aggregate contributions
(under section 401(m)) and earnings.

6. Loans treated as deemed distributions (under
section 72(p)). But plan loan offset amounts can be
eligible rollover distributions. See Regulations section
1.402(c)-2, QYA-9.

7. Section 404(k) dividends.

8. Cost of current life insurance protection.

9, Distributions o a payee other than the employes,
the employee's surviving spouse, a spouse or former
spouse who is an alternate payee under a QDRO, or a
nonspouse designated beneficiary.

10. Any hardship distribution.
11. A permissible withdrawal under section 414(w).

12, Prohibited allocations of securitiesinan S
corporation that are freated as deemed distributions.

18. Distributions of premiums for accident or heaith
insurance under Regulations section 1.402(a)-1(e).

Amounts paid under an annuity coniract purchased for
and distributed to a participant under a qualified plan can
qualify as eligible rollover distributions. See Regulations
section 1.402(c)-2, Q/A-10.

Automatic rollovers. Eligible rollover distributions may
also include involuntary distributions that are more than
$1,000 but $5,000 orless and are made from a qualified
plan to an IRA on behaif of a plan participant. Involuntary
distributions are generally subject to the automatic rollover
provisions of section 401(a)(31)(B) and must be paidin a
direct rollover to an IRA, unless the plan participant elects
to receive the distribution directly.

For Information on the notification requirements, see
Explanation to Reciplents Before Eligible Rollover
Distributions (Section 402(f) Notice), |ater. For additional
information, also see Notice 2005-5, 2005-3 I.R.B. 337,
available at www.irs.qov/irb/2005-03_IRB/ar10.himl,
modified by Notice 2005-85, 2005-51 |.R.B. 1172,
available at www.irs.gowirb/2005-51_1RB/ar12.htmi.

Reporting a direct rollover. Report a direct rolfover in
box 1 and & 0 (zero) in box 2a, unless the rollover is a
direct rollover of a qualified rollover contribution other than
from a designated Roth account. See Qualified rolfover
contributions as defined in section 408A(e), later. You do
not have to report capital gain in box 3 or NUA in box 6.
Enter Code G in box 7 unless the rollover is a direct
rollover from a designated Roth account to a Roth [RA.
See Designated Roth accounts below. If the direct rollover
is made by a nonspouse designated beneficiary, also
enter Code 4 in box 7,

Prepare the form using the name and social security
number (SSN) of the person for whose benefit the funds
were rolled over (generally the participant}, not those of
the trustee of the traditional [RA or other plan to which the
funds were rolled.

if part of the distribution is a direct roflover and partis
distributed to the recipient, prepare two Forms 1099-R.

For more information on eligible rollover distributions,
inciuding substantially equal periodic payments, RMDs,
and plan loan offset amounts, see Regulations sections
1.402(c)-2 and 1.403(b)-7(b). Also, see Rev. Rul. 2002-62
which is on page 710 of Internal Revenue Bulletin
2002-42 at www.irs.gov/pub/irs-irbs/irb02-42.pdf for
guidance on substantially equal periodic payments.
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For information on distributions of amounts
attributable to rollover contributions separately

accounted for by an efigible retirement plan and if
permissible timing restrictions apply, see Rev. Rul.
2004-12, 2004-7 1.R.B. 478, available at www.irs.gov/irb/

2004-07_IRB/ar08.himl.

Designated Roth accounts. A direct rollover from a
designated Roth account may only be made to another
designated Roth account or to a Roth IRA. A distribution
from a Roth IRA, however, cannct be rolled over into a
designated Roth account. In addition, a plan is permitted
to treat the balance of the participant's designated Roth
account and the participant's other accounts under the
plan as accounts held under two separate pians for
purposes of applying the automatic rollover rules of
section 401(a)(31)(B) and Q/A-9 through Q/A-11 of
Regulations section 1.401(a)(31)-1. Thus, if a participant's
balance in the designated Roth account is less than $200,
the plan is not required to offer a direct rollover election or
to apply the automatic rollover provisions to such balance.

A distribution from a designated Roth account that is a
qualified distribution is tax-free. A qualified distribution is a
payment that is made both after age 59% (or after death or
disabiliity) and after the 5-taxable-year period that begins
with the first day of the first taxable year in which the
employee makes a contribution to the designated Roth
account, Certain amounts, including corrective
distributions, cannot be qualified distributions. See
Regulations section 1.402A-1.

If any portion of a distribution from a designated Roth
account that is not includible in gross Income is to be
rolted over into a designated Roth account under another
plan, the rollover must be accomplished by a direct
rollover. Any portion not includible in gross income that is
distributed to the employee, however, cannot be rolled
over to another designated Roth account, though it can be
rolled over into a Roth IRA within the 60-day period
described in section 402{c){3). In the case of a direct
rollover, the distributing plan is required to report to the
recipient plan the amount of the investment (basis) in the
contract and the first year of the 5-taxable-year period, or
that the distribution is a qualified distribution.

For a direct rollover of a distribution from a designated
Roth account to a Roth IRA, enter the amount rolled over
in box 1 and 0 (zero) in box 2a. Use Code H in box 7. For
all other distributions from a designated Roth account, use
Code B in box 7, unless Code E applies. If the direct
rollover is from one designated Roth account to another
designated Roth account, also enter Code G in box 7.

For a direct roilover of a distribution from a section
401(k) plan, a section 403(b} ptan, or a governmental
section 457(b) plan to a designated Roth account in the
same plan, enter the amount rolled over in box 1, the
taxable amount in box 2a, and any basis recovery amount
in box 5. Use Code G in box 7.

Qualitied roflover contributions as defined in
section 408A(e). A qualified rollover contribution as
defined in section 408A(e} is:

* A rollover contribution to a Roth IRA from another IRA
that meets the requirements of section 408(d}(3) or
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* A rollover confribution to a Roth IRA from an eligible
retirement plan (other than an IRA) that meets the
requirements of section 408A{e)(1}(B).

For reporting a rollover from an IRA other than a Roth
IRA to a Roth IRA, see Roth IRA conversions, earlier and
later.

For a direct roflover of an eligible rollover distribution to
a Roth IRA (other than from a designated Roth account),
report the total amountrolied over in box 1, the taxable
amount in box 2a, and any basis recovery amount in
box 5. (See the instructions for Box 5, later.) Use Code G
in box 7. if the direct rollover is made on behalf of &
nonspouse designated beneficiary, also enter Code 4 in
box 7.

For reporting instructions for a direct rollover from a
designated Roth account, see Designated Roth accounts,
earlier.

Explanation to Recipients Before Eligible
Rollover Distributions (Section 402(f) Notice)

For qualified plans, section 403(b) plans, and
governmental section 457(b) plans, the plan administrator
must provide to each recipient of an eligible rollover
distribution an explanation using either a written paper
document or an electronic medium (section 402(f) notice).
The explanation must be provided no more than 180 days
and no fewer than 30 days before making an eligible
rollover distribution or before the annuity starting date.
However, if the recipient who has recesived the section
402(f) notice affirmatively elects a distribution, you wilt not
fail to satisfy the timing requirements merely because you
make the distribution fewer than 30 days after you
provided the notice as long as you meet the requirements
of Regulations section 1.402(f)-1, Q/A-2. The electronic
section 402(f) notice must meet the requirements for
using electronic media in Regulations section 1.401(a)-21.

The notice must explain the rollover rules, the special
tax treatment for certain lump-sum distributions, the direct
rollover option {and any default procedures), the
mandatory 20% withholding rules, and an explanation of
how distributions from the plan to which the rollover is
made may have different restrictions and tax
consequences than the plan from which the rollover is
made. The notice is permitted to be sent eitheras a
written paper document or through an electronic medium;
see Regulations section 1.402(f)-1, Q/A-5.

For periodic payments that are eligible rollover
distributions, you must provide the notice before the first
payment and at ieast cnce a year as long as the payments
continue. For section 403(b) plans, the payer must
provide an explanation of the direct rollover option within
the time period described eatlier or some other
reasonable period of time.

Notice 2009-68, 2009-39 |.R.B. 423, available at
www. irs.gov/rb/2009-39_IRB/ar14.himi, contains two
safe harbor exptanations that may be provided to
recipients of eligible rollover distributions from an
employer plan in order to satisfy section 402(f). See also
Notice 2009-75, and, if the plan offers IRRs, Notice
2010-84, Q/A-5, 2010-51 |.R.B. 872, which s available at
WWW. irs. gowirl/2010-51_IRB/ar1 1.htmi.




Involuntary distributions. For involuntary distributions
paid to an [RA in a direct rollover (automatic roliover) you
may satisfy the notification requirements of section 401(a)
(31)(B)(i) either separately or as a part of the section
402(f) notice. The notification must be in writing and may
be sent using electronic media in accordance with Q/A-5
of Regulations section 1.402(f)-1. Also see Notice 2005-5,
Q/A-15.

Transfers

Generally, do not report a transfer between trustees or
issuers that involves no payment or distribution of funds to
the participant, including a trustee-to-trustee transfer from
one IRA to another IRA, valid transfers from one section
403(b) plan in accordance with paragraphs 1 through 3 of
Regulations section 1.403(b)-10(b), or for the purchase of
permissive service credit under section 403(b)(13) or
section 457(e)(17) in accordance with paragraph 4 of
Regulations section 1.403(b)-10{b) and Regulations
section 1.457-10(b)(8). However, you must report:

* Recharactetized IRA contributions;

* Roth IRA conversions;

* Direct rollovers from qualified plans, section 403(b)
plans or governmental section 457(b) plans, including any
direct rollovers from such plans that are IRRs or are
qualified rollover contributions described in section
408A(e); and

* Direct payments from IRAs to accepting employer
plans.

IRA recharacterizations. You must report each
recharacterization of an IRA contribution. If a participant
makes a contribution to an IRA (first IRA) for a year, the
participant may choose to recharacterize the contribution
by transferring, in a trustee-to-trustee transfer, any part of
the contribution (plus earnings) to another IRA (second
IRA). The contribution is treated as made to the second
IRA (recharacterization). A recharacterization may be
made with the same trustee or with another trustee. The
trustee of the first IRA must report the recharacterization
as a distribution on Form 1099-R and the contribution to
the first IRA and its character on Form 5498.

Enter the fair market value (FMV} of the amount
recharacterized in box 1, 0 (zero) in box 2a, and Code R
in box 7 if reporting a recharacterization of a prior-year
(2013} contribution or Code N if reporting a
recharacterization of a contribution in the same year
(2014). Itis not necessary to check the IRA/SEPR/SIMPLE
checkbox. For more information on how to report, see
Notice 2000-30 on page 1266 of Internal Revenue Bulletin

2000-25 at www.irs.gov/publirs-irbs/irb00-25.pdf.

Section 1035 exchange. You may have to report
exchanges of insurance contracts, including an exchange
under section 1035, under which any designated
distribution may be made. For a section 1035 exchange
that is in part taxable, file a separate Form 1099-R to
repott the taxable amount. See Section 1035 exchange,
earller,

SIMPLE IRAs. Do not report a trustee-to-trustee transfer
from one SIMPLE IRA to another SIMPLE IRA. However,
you must report as a taxable distribution in boxes 1 and 2a
a trustee-to-trustee transfer from a SIMPLE IRA to an IRA

that is not a SIMPLE IRA during the 2-year period
beginning on the day contributions are first deposited in
the individual's SIMPLE IRA by the employer. Use Code S

in box 7 if appropriate.

Transter of an IRA to spouse. If you transfer or
re-designate an interest from one spouse’s IRA to an IRA
for the other spouse under a divorce or separation
instrument, the transfer or re-designation as provided
under section 408(d)() is tax free. Do not report such a
transfer on Form 1099-R.

Corrective Distributions

You must report on Form 1099-R corrective distributions
of excess deferrals, excess contributions and excess
aggregate contributions under section 401(a} plans,
section 401(k) cash or deferred arrangements, section
403(a) annuity plans, section 403(b) salary reduction
agreements, and salary reduction simplified employee
pensions (SARSEPs) under section 408(k)(8). Excess
contributions that are recharacterized under a section
401(k} plan are treated as distributed. Corrective
distributions must include earnings through the end of the
year in which the excess arose. These distributions are
reportable on Form 1099-R and are generally taxable in
the year of the distribution (except for excess deferrals
under section 402(g)). Enter Code 8 or P in box 7 (with
Code B if applicable) to designate the distribution and the
year it is taxable.

Use a separate Form 1099-R to report a corrective
distribution from a designated Roth account.

The total amount of the elective deferral is

reported in box 12 of Form W-2. See the
Instructions for Forms W-2 and W-3 for more
information.

For more information about reporting corrective
distributions see: the Guide to Distribution Codes, later,
Notice 89-32, 1989-1 C.B. 671; Notice 88-33, 1988-1 C.B.
513; Notice 87-77, 1987-2 C.B. 385; and the Regulations
under sections 401{K), 401{m), 402(g), and 457.

Excess deferrals. Excess deferrals under section 402(g)
can occur in section 401(k) plans, section 403(b} plans or
SARSEPs, If distributed by April 15 of the year following
the year of deferral, the excess is taxable to the
participant in the year of deferral (other than designated
Roth contributions), but the earnings are taxable in the
year distributed. Except for a SARSEP, if the distribution
occurs after April 15, the excess is taxable in the year of
deferral and the year distributed. The earnings are taxable
in the year distributed. For a SARSEP, excess deferrals
not withdrawn by April 15 are considered regular IRA
contributions subject to the IRA contribution limits.
Corrective distributions of excess deferrals are not subject
to federal income tax withholding or social security and
Medicare taxes. For losses on excess deferrals, see
Losses, below. See Regulations section 1.457-4(e) for
special rufes relating to excess deferrals under
governmental section 457(b) plans.

Excess contributions. Excess contributions can occur
in a section 401(k) plan or a SARSEP. All distributions of
the excess contributions plus earnings (other than
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designated Roth contributions), including recharacterized
excess contributions, are taxable to the participant in the
year of distribution. Report the gross distribution in box 1
of Form 1099-R. In box 2a, enter the excess contribution
_ and eamings distributed less any designated Roth
contributions. For a SARSEP, the employer must notify
the participant by March 15 of the year after the year the
excess contribution was made that the participant must
withdraw the excess and earnings. All distributions from a
SARSEP are taxable in the year of distribution. An excess
contribution not withdrawn by April 15 of the year after the
year of notification is considered a regular IRA
contribution subject to the IRA contribution limits.

CAUTION

Excess aggregate contributions. Excess aggregate
contributions under section 401(m) can occur in section
401(a), section 401(k), section 403(a), and section 403(b}
plans. A corrective distribution of excess aggregate
contributions plus earnings is taxable to the participant in
the year the distribution was made. Report the gross
distribution in box 1 of Form 1099-R. In box 2a, enter the
excess and earnings distributed less any after-tax
contributions.

Losses. If a corrective distribution of an excess deferral
is made in a year after the year of deferral and a net loss
has been allocated to the excess deferral, report the
corrective distribution amount in boxes 1 and 2a of Form
1099-R for the year of the distribution with the appropriate
~ distribution code in box 7. If the excess deferrals consist
! of designated Roth contributions, report the corrective
distribution amount in box 1, 0 {zero) in box 2a, and the
appropriate distribution code in box 7. However,
taxpayers must include the total amount of the excess
deferral (unadjusted for loss) in income in the year of
deferral, and they may report a foss on the tax return for
the year the corrective distribution is made.

Regulations have not been updated for
SARSEPs.

Distributions under Employee Plans
Compliance Resolution System (EPCRS)

The procedure for correcting excess annual additions
under section 415 is explained in the latest EPCRS
revenue procedure, Rev. Proc. 2013-12, 2013-4 .R.B.
313, available at www.irs.gov/irb/2013-04_IRB/ar06.html.

Distributions to correct a section 415 failure are not
eligible rollover distributions although they are subject to
federal income tax withholding under section 3405. They
are not subject to social security, Medicare, or Federal
Unemployment Tax Act (FUTA) taxes. In addition, such
distributions are not subject to the 10% early distribution
tax under section 72(t).

You may report the distribution of elective deferrals
(other than designated Roth contributions) and employee
contributions (and earnings attributable to such elective
deferrals and employee contributions) on the same Form
~ 1099-R. However, if you made other distributions during

the year, report them on a separate Form 1099-R.
Because the distribution of elective deferrals (other than
designated Roth contributions) is fully texable in the year
distributed (no part of the distribution is a return of the
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investment in the contract), report the total amount of the
distribution in boxes 1 and 2a. Leave box 5 blank, and
enter Code E inbox 7. For a retum of employee
contributions (or designated Roth contributions) plus
earnings, enter the gross distribution in box 1, the
earnings attributable to the amployee contributions (or
designated Roth contributions) being returned in box 2a,
and the employee contributions (or designated Roth
contributions) being returned in box 5. Enter Code E in
box 7. For more information, see Rev. Proc. 92-93,
1992-2 C.B. 505.

Similar rules apply to other corrective distributions
under EPCRS. Also, special Form 1098-R reporting is
available for certain plan loan failures. See Rev. Proc.
2013-12 for details.

If excess employer contributions (other than elective
deferrals), and the earnings on them, under SEP,
SARSEP, or SIMPLE IRA plans are returned to an
employer (with the participant's consent), enter the gross
distribution (excess and earnings) in box 1 and 0 (zero) in
box 2a. Enter Code E inbox 7.

Failing the ADP or ACP Test After a Total
Distribution

If you make a total distribution in 2014 and file a Form
1099-R with the IRS and then discover in 2015 that the
plan failed either the section 401(k)(3) actual deferral
percentage (ADP) test for 2014 and you compute excess
contributions or the section 401(m)(2) actual contribution
percentage (ACP) test and you compute excess
aggregate contributions, you must recharacterize part of
the total distribution as excess contributions or excess
aggregate contributions. First, file a CORRECTED Form
1099-R for 2014 for the correct amount of the total
distribution (hotincluding the amount recharacterized as
excess contributions or excess aggregate contributions).
Second, file a new Form 1099-R for 2014 for the excess
contributions or excess aggregate contributions and
allocable earnings.

To avoid a late filing penalty if the new Form 1099-R Is
filed after the due date, enter in the bottom margin of Form
1096, Annual Summary and Transmittal of U.S.
Information Retums, the words “Filed To Correct Excess
Contributions.”

You must also issue copies of the Forms 1099-R to the
plan participant with an explanation of why these new
forms are beingissued. ADP and ACP test corrective
distributions are exempt from the 10% early distribution
tax under section 72(t).

Loans Treated as Distributions

Aloan from a qualified plan under sections 401(a) and
403(a) and (b), and a ptan maintained by the United
States, a state or political subdivision, or any agency or
instrumentality of the United States, a state or political
subdivision, made to a participant or beneficiary is not
treated as a distribution from the plan if the loan satisfies
the following requirements.

1. The loan is evidenced by an enforceable
agreement,



2. The agreement specifies that the loan must be
repaid within 5 years, except for a principal residence,

3. The loan must be repaid in substantially level
installments (at least quartetly), and

4. The loan amount does not exceed the limits in
section 72(p)(2){A) (maximum limit is equal to the lesser
of 50% of the vested account balance or $50,000).

Certain exceptions, cure periods, and suspension of
the repayment schedule may apply.

The loan agreement must specify the amount of the
loan, the term of the loan, and the repayment schedule.
The agreement may include more than one document.

If a loan fails to satisfy 1, 2, or 3, the balance of the loan
is a deemed distribution. The distribution may occur at the
time the loan is made or later if the loan is not repaid in
accordance with the repayment schedule.

If & loan fails to satisfy 4 at the time the loan is made,
the amount that exceeds the amount permitted to be
loaned is a deemed distribution.

Deemed distribution. If a loan is treated as & deemed
distribution, it is reportable on Form 1099-R using the
normal taxation rules of section 72, including tax basis
ruies. The distribution also may be subject to the 10%
early distribution tax under section 72(t). itis not eligible to
be rolled over to an eligible retirement plan nor is it eligible
for the 10-year tax option. On Form 1099-R, complete the
appropriate boxes, including boxes 1 and 2a, and enter
Code L in box 7. Also, enter Code 1 or Code B, if
applicable.

Interest that accrues after the deemed distribution of a
loan is not an additional foan, and, therefore, is not
reportable on Form 1099-R.

Loans that are treated as deemed distributions or that
are actual distributions are subject to federal income tax
withholding. If such a distribution occurs after the loan is
made, you must withhold only if you distributed cash or
property {other than employer securities) at the time of the
deemed or actual distribution. See section 72(p), section
72(e)(4)(A}, and Regulations section 1.72(p)-1.

Subsequent repayments. If a participant makes any
cash repayments on a loan that was reported on Form
1099-R as a deemed distribution, the repayments
increase the participant's tax basis in the plan as if the
repayments were after-tax contributions. However, such
repayments are hot treated as after-tax contributions for
purposes of section 401(m) or 415{c)(2)(B).

For a deemed distribution that was reported on Form
1099-R but was not repaid, the deemed distribution does
not increase the participant's basis.

If a participant's accrued benefit is reduced (offset) to
repay a loan, the amount of the account balance that is
offset against the loan is an actual distribution. Reportit as
you would any other actual distribution. Do not enter Code
Linbox 7.

Permissible Withdrawals Under Section 414(w)

For permissible withdrawals from an eligible automatic
contribution arrangement (EACA) under section 414(w):

* The distribution {except to the extent the distribution
consists of designated Roth contributions) is included in
the employee's gross income in the year distributed;

* Report principal and eamings in boxes 1 and 2a
except, in the case of a distribution from a designated
Roth aceount, report only earnings in box 2a;

* The distribution is not subject to the 10% additional tax,
indicated by reporting Code 2 in box 7; and

* The distribution must be elected by the employee no
later than 90 days after the first default elective
contribution under the EACA, as specified in Regulations
section 1.414({w)-1{c)(2).

If the distribution is from a designated Roth account,
enter Code B as wellas Code 2in box 7.

Corrected Form 1099-R

If you filed a Form 1099-R with the IRS and later discover
that there is an erroron it, you must correct it as soon as
possible. For example, if you transmit a direct rollover and
file 2 Form 1099-R with the IRS reporting that none of the
direct rollover is taxable by entering 0 {(zero) in box 2a,
and you then discover that part of the direct rollover
consists of RMDs under section 401(a)(9), you must file a
corrected Form 1099-R reporting the eligible rotlover
distribution as the direct rollover and file a new Form
1099-R reporting the AMD as if it had been distributed to
the participant. See part H in the 2014 General
Instructions for Certain Information Returns or Pub. 1220,
if filing electronically.

Filer

The payer, trustee, or plan administrator must file Form
1099-R using the same name and employer identification
number (EIN) used to deposit any tax withheld and to file
Form 945, Annual Return of Withheld Federal

Income Tax.

Beneficiaries

If you make a distribution to a beneficiary, trust, or estate,
prepare Form 1099-R using the name and TIN of the
beneficiary, trust, or estate, not that of the decedent. If
there are multiple beneficiaries, report on each Form
1098-R only the amount paid to the beneficiary whose
name appears on the Form 1099-R, and enter the
percentage in box 9a, if applicable.

Disclaimers. A beneficiary may make a qualified
disclaimer of all or some of an IRA account balance if the
disclaimed amount and income are paid to a new
beneficiary or segregated in a separate account. A
qualified disclaimer may be made after the beneficiary has
previously received the RMD for the year of the
decedent's death. For mora information, see Rev. Rul.
2005-36, 2005-26 {.R.B. 1368, available at www.irs.gov/
irb/2005-26_I1RB/art 1. himl.

Alternate Payee under a Qualified Domestic
Relations Order (QDRO)

Distributions to an alternate payee who is a spouse or
former spouse of the employse under a QDRO are
reportable on Form 1099-R using the name and TIN of the
alternate payee. lfthe alternate payee underaQDRO s a
nonspouse, enter the name and TIN of the employee.
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However, this rule does not apply to IRAs; see Transfer of
an IRA to spouse, earlier.

Nonresident Aliens

if income tax is withheld under section 3405 on any

i distribution to a nonresident alien, report the distribution
and withholding on Form 1099-R. Also file Form 945 to
report the withholding. See the Presumption Rules in part
S of the 2014 General Instructions for Certain

Information Returns.

However, any payments to a nonresident alien from
any trust under section 401(a}, any annuity plan under
section 403(a), any annuity, custodial account, or
retirement income account under section 403(b}, or any
IRA account under section 408(a) or (b) are subject to
withholding under section 1441, uniess there is an
exception under a tax treaty. Report the distribution and
withholding on Form 1042, Annual Withholding Tax
Return for U.S. Source Income of Foreign Persons, and
Form 1042-S, Foreign Person's U.S. Source Income
Subject to Withholding.

For guidance regarding covered expatriates, see
Notice 2009-85, 2009-45 |.R.B. 528, available at
WwWW.irs.gov/irb/2009-45_1RB/ar10.htmil.

Statements to Recipients

If you are required to file Form 1099-R, you must furnish a
statement to the recipient. For more information about the
requirement to furnish a statement to each recipient, see
part M in the 2014 General Instructions for Certain
Information Returns.

i Truncating recipient's identification number on pa-
per payee statements. Pursuant o proposed
regulations § 301.6109-4 (REG-148873-09), all filers of
Form 1099-R may truncate a recipient’s identification
number {social security number (SSN}, individual
taxpayer identification number (ITIN}, or adoption
taxpayer identification number (ATIN)) on payee
statements. See part M in the 2014 General Instructions
for Certain Information Returns, for more information.

Do not enter a negative amount in any box on
@ Form 1099-R.

Account Number

The account number is required if you have muitiple
accounts for a reciplent for whom you are filing more than
one Form 1099-R. Additionally, the IRS encourages you
to designate an account number for all Forms 1099-R that
you file. See part L in the 2014 General Instructions for
Certain Information Returns.

Box 1. Gross Distribution

Enter the total amount of the distribution before income
tax or other deductions were withheld. include direct
rollovers, IRA direct payments to accepting employer
plans, premiums paid by a trustee or custodian for the

~ cost of current life or other insurance protection, including
' a recharacterization and a Roth IRA conversion. Also
include in this box distributions to plan participants from
governmental section 457(b) plans. However, in the case
of a distribution by a trust representing certificates of
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deposit (CDs) redeemed early, report the net amount
distributed. Also, see Box 6, later.

Include in this box the value of U.S. Savings Bonds
distributed from a plan. Enter the appropriate taxable
amount in box 2a. Furnish a statement to the pian
participant showing the value of each bond at the time of
distribution. This will provide him or her with the
information necessary to figure the interest income on
each bond when It is redeemed.

Include in box 1 amounts distributed from a qualified
retirement plan for which the reciplent elects to pay health
insurance premiums under a cafeteria plan or that are
paid directly to reimburse medical care expenses incurred
by the recipient {see Rev. Rul. 2003-62 on page 1034 of
Internal Revenue Bulletin 2003-25 at www.irs.gov/pub/irs-
irbs/irb03-25.pdf). Also include this amount in box 2a.

include in box 1 charges or payments for qualified
long-term care insurance contracts under combined
arrangements. Enter Code Win box 7.

In addition to reporting distributions to beneficiaries of
deceased employees, report here any death benefit
payments made by employers that are not made as part
of a pension, profit-sharing, or retirement plan. Also enter
these amounts inbox 2a; enter Code 4 inbox 7.

. Do not report accelerated death benefits on Form
[

1099-R. Report them on Form 1099-LTC,
) Long-Term Care and Accelerated
Death Benefits.

For section 1035 exchanges that are reportable on
Form 1099-R, enter the total value of the contract in box 1,
0 (zero) in box 2z, the total premiums paid in box 5, and
CodeBinbox 7.

Designated Roth account distributions. If you are
making a distribution from a designated Roth account,
enter the gross distribution in box 1, the taxable portion of
the distribution inbox 2a, the basis included in the
distributed amountin box 5, any amount allocable to an
IRR made within the previous 5 years (unless an
exception to section 72(t) applies) in box 10, and the first
year of the 5-taxable-year period for determining qualified
distributions in box 11. Also, enter the applicable code(s)
inbox 7.

Employer securities and other property. If you
distribute employer securities or other property, inciude in
box 1 the FMV of the securities or other property on the
date of distribution. If there is a loss, see Losses, later.

If you are distributing worthiess property only, you are
not required to file Form 1099-R. However, you may fite
and enter 0 (zero) inboxes 1 and 2a and any after-tax
employee contributions or designated Roth contributions
in box 5.

Charitable gift annuities. If cash or capital gain property
is donated in exchange for a charitable gift annuity, report
the total amount distributed during the year in box 1. See
Charitable gift annuities under Box 3, later.



Box 2a. Taxable Amount

When determining the taxable amount to be
“entered in box 2a, do not reduce the taxable
C.

g amount by any portion of the $3,000 exclusion for
which the participant may be eligible as a payment of
qualified health and long-term care insurance premiums
for retired public safety officers under section 402(f).

Generaliy, you must enter the taxable amount in box 2a.
However, if you are unable to reasonably obtain the data
neaded to compute the taxable amount, leave this box
blank. Do not enter excludable or tax-deferred amounts
reportable in boxes 5, 6, and 8. Enter 0 (zero) in box 2a
for:

® A direct rollover (other than an IRR) from a qualified
plan, a section 403(b} plan, a governmental section
457(b) plan to another such plan or to a fraditional IRA,;

* A direct rollover from a designated Roth account to a
Roth IRA;

* A traditional, SEF, or SIMPLE IRA directly transferred
to an accepting employer plan,

* An IRA recharacterization;

* A nontaxable section 1035 exchange of life insurance,
annuity, endowment or long-term care insurance
contracis; or

* Anontaxable charge or payment, for the purchase of a
qualified long-term care insurance contract, against the
cash value of an annuity contract or the cash surrender
value of a life insurance contract.

Annuity starting date in 1998 or later. If you made
annuity payments from a qualified plan under section
401(a), 403(a), or 403(b) and the annuity starting date is in
1998 or later, you must use the simplified method under
section 72(d)(1) to figure the taxable amount. Under this
methaod, the expected number of payments you use to
figure the taxable amount depends on whether the
payments are based on the life of one or more than one
person. See Notice 98-2, 1998-1 C.B. 266, and Pub. 575,
Pension and Annuity income, to help you figure the
taxable amount to enter in box 2a.

Annuity starting date after November 18, 1996, and
hefore 1998. Under the simplified method for figuring the
taxable amount, the expected number of payments is
based only on the primary annuitant's age on the annuity
starting date. See Notice 98-2.

Annuity starting date before November 19, 1996. If
you properly used the rules in effect before November 19,
1996, for annuities that started before that date, continue
to report using those rules. No changes are necessary.

Corrective distributions. Enter in box 2a the amount of
excess deferrals, excess contributions, or excess
aggregate contributions (other than employee
contributions or designated Roth contributions). See
Corrective Distributions, earlier.

Cost of current life insurance protection. include
current life insurance protection costs (net premium costs)
that were reported in box 1. However, do not report these
costs and a distribution on the same Form 1099-R. Use a
separate Form 1099-R for each. For the cost of current life
insurance protection, enter Code @in box 7.
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DVECs. Include DVEC distributions in this box. Also see
Deductible Voluntary Empioyee Coniributions (DVECS),
earlier.

Designated Roth account. Generally, a distribution
from a designated Roth account that is not a qualified
distribution is taxable to the recipient under section 402 in
the case of a plan quafified under section 401(a), under
section 403(b)(1) in the case of a section 403(b) plan and
under section 457(a)(1)(A} in the case of a governmental
saction 457(b) plan. For purposes of section 72,
designated Roth contributions are treated as employer
contributions as described in section 72(f)(1) {thatis, as
includible in the parficipant's gross income).

Examples. Patticipant A received a nonqualified
distribution of $5,000 from the participant's designated
Roth account. Immediately before the distribution, the
participant's account balance was $10,000, consisting of
$9,400 of designated Roth contributions and $800 of
earnings. The taxable amount of the $5,000 distribution is
$300 ($600/$10,000 x $5,000). The nontaxable portion of
the distribution is $4,700 ($9,400/$10,000 x $5,000). The
issuer would report on Form 1098-R:

* Box 1, $5,000 as the gross distribution;

* Box 2a, $300 as the taxable amount;

* Box 4, $60 ($300 x 20%) as the withholding on the
earnings portion of the distribution;

* Box 5, $4,700 as the designated Roth contribution
basis (nontaxable amount);

* Box 7, Code B; and

* The first year of the 5-taxable-year period in box 11.

Using the same facts as in the example above, except
that the distribution was & direct rollover to a Roth IRA, the
issuer would report on Form 109¢-R:

* Box 1, $5,000 as the gross distribution;

* Box 2a, 0 (zer0) as the taxable amount;

* Box 4, no entry;

* Box 5, $4,700 as the designated Roth contribution
basis {(nontaxable amount};

* Box 7, Code H; and

* The first year of the 5-taxable-year period in box 11.

Losses. If adistribution is a loss, do not enter a negative
amount in this box. For example, if an employee's 401(K)
account balance, consisting solely of stock, is distributed
but the value is less than the employee's remaining
after-tax contributions or designated Roth contributions,
enter the value of the stock in box 1, leave box 2a blank,
and enter the employee's contributions or designated
Roth contributions in box 5.

For a plan with no after-tax contributions or designated
Roth contributions, even though the value of the account
may have decreased, there is no loss for reporting
purposes. Thersfore, if there are no employer securities
distributed, show the actual cash and/or FMV of property
distributed in boxes 1 and 2a, and make no entry in box 5.
If only employer securities are distributed, show the FMV
of the securities in boxes 1 and 2a and make no entry in
box 5 or 8. If both employer securities and cash or other
property are disttibuted, show the actuat cash and/or FMV
of the property (including employer securities) distributed
in box 1, the gross less any NUA on employer securities in
box 2a, no entry in box 5, and any NUA in box 8.
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Roth IRA. For a distribution from a Roth IRA, report the
total distribution in box 1 and leave box 2a blank except in
the case of an IRA revocation or account closure and a
recharacterization, earlier. Use Code J, Q, or T as

. appropriate in box 7. Use Code 8 or P, if applicable, in
box 7 with Code J. Do not combine Code Q or T with any
other codes.

However, for the distribution of excess Roth IRA
contributions, report the gross distribution in box 1 and
only the earnings in box 2a. Enter Code J and Code 8 or P
inbox 7.

Roth IRA conversions. Report the total amount
converted from a traditional IRA, SEP {RA, or SIMPLE IRA
to a Roth IRA in box 2a. Check the “Taxable amount not
determined” box in box 2b, A conversion is considered a
distribution and must be reported even if it is with the
same trustee and even if the conversion is done by a
trustee-to-trustee transfer. When an individual retirement
annuity described in section 408(b) is converted to a Roth
IRA, the amount that is treated as distributed is the FMV of
the annuity contract on the date the annuity contract is
converted. This rule also applies when a traditional IRA
holds an annuity contract as an account asset and the
traditional IRA is converted to a Roth IRA. Determining the
FMV of an individual retirement annuity issued by a
company regularly engaged in the selling of contracts
depends on the timing of the conversion as outfined in Q/
A-14 of Regulations section 1.408A-4.

For a Roth [RA conversion, use Code 2in box 7 if the
participant is under age 59% or Code 7 if the participant is
_ atleast age 59'%. Also check the IRA/SEP/SIMPLE box in
: box 7.

Traditional, SEP, or SIMPLE IRA. Generally, you are
not required to compute the taxable amount of a
traditional, SEP, or SIMPLE IRA nor designate whether
any part of a distribution is a return of basis attributable to
nondeductible contributions. Therefore, except as
provided below or elsewhere in these instructions, report
the total amount distributed from a tradiional, SEP, or
SIMPLE IRA in box 2a. This will be the same amount
reported in box 1. Check the “Taxable amount not
determined” box in box 2b.

However, for a distribution by a trust representing CDs
redeemed early, report the net amount distributed. Do not
include any amount paid for IRA insurance protection in
this box.

For a distribution of contributions plus earnings from an
IRA before the due date of the return under section 408(d)
(4), report the gross distribution in box 1, only the earnings
in box 2a, and enter Code 8 or P, whicheveris applicable,
in box 7. Enter Code 1 or 4 also, if applicable.

For a distribution of excess contributions without
earnings after the due date of the individual's retum under
section 408(d)(5), leave box 2a blank, and check the
“Taxable amount not determined” box in box 2b. Use
Code 1 or 7 in box 7 depending on the age of the

participant.
' Foran amount in a traditional IRA or a SEP IRA paid
directly to an accepting employer plan, or an amount ina
SIMPLE IRA paid directly to an accepting employer plan
after the 2-year period (see section 72(t)(6}), enter the

gross amount in box 1, 0 (zero) in box 2a, and Code G in
box 7.

Box 2b. Taxable Amount Not Determined

Entar an “X” in this box only if you are unable to
reasonably obtain the data needed to compute the
taxable amount. If you check this box, leave box 2a biank;
but see Traditional, SEP, or SIMPLE IRA, on this page.
Except for IRAs, make every effort to compute the
taxable amount.

Box 2b. Total Distribution

Enter an “X” in this box only if the payment shown in box 1
is a total distribution. A total distribution is one or more
distributions within 1 tax year in which the entire balance
of the account is distributed. If periodic or installment
payments are made, mark this box in the year the final
payment is made.

Box 3. Capital Gain (Included in Box 2a)

If any amount is taxable as a capital gain, report itin
box 3.

Charitable gift annuities. Reportin box 3 any amount
from a charitable gift annuity that is taxable as a capital
gain. Report in box 1 the total amount distributed during
the year. Report in box 2a the taxable amount. Advise the
annuity recipient of any amount in box 3 subject to the
28% rate gain for collectibles and any unrecaptured
section 1250 gain. Report in box 5 any nontaxable
amount. Enter Code F in box 7. See Regulations section
1.1011-2(c), Example 8.

Special rule for participants born before January 2,
1936 (or their beneficiaries). For lump-sum
distributions from qualified plans only, enter the amount in
box 2a eligible for the capital gain election under section
1122(h)(3) of the Tax Reform Act of 1986 and section
641(f)(3) of the Economic Growth and Tax Relief
Reconciliation Act of 2001. Enter the full amount eligible
for the capital gain election. You should not compiete this
kox for a direct rollover.

To compute the months of an employee's active
participation before 1974, count as 12 months any part of
a calendar year in which an employee actively
participated under the plan; for active participation after
1973, count as 1 month any part of a month in which the
employee actively participated under the plan. See the
Example, below,

Active participation begins with the first month in which
an employee became a participant under the plan and
ends with the earliest of:

* The month inwhich the employee received a lump-sum
distribution under the plan;

* For an employee, other than a self-employed person or
owner-employes, the month in which the employee
separates from service;

* The month inwhich the employee dies; or

* For a self-employed person or owner-employes, the
first month in which the employee becomes disabled
within the meaning of section 72(m})(7).
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Method for Computing Amount Eligible for
Capital Gain Election (See Box 3.}

Step 1. Total Taxable Amount

A. Total distribution

B. Less:

1. Current actuarial value of any annuity

2. Employee contributions or designated Roth
contributions (minus any amounts previously
distributed that were not includible in the
employee’s gross Income)

3. Net unrealized appreciation in the value of
any employer securities that was a part of the
lump-sum distribution.

C. Total of lines 1 through 3

D. Total taxable amotnt. Subtract line C from
line A.

Step 2. Capital Gain

Moenths of active
participation before 1974

Total taxable
amount

Line D X = Capital gain

Total months of active
participation

Box 4. Federal Income Tax Withheld

Enter any federal income tax withheld. This withholding
under section 3405 is subject to deposit rules and the
withholding tax return is Form 945. Backup withholding
does not apply. See Pub. 15-A, Employer's Supplemental
Tax Guide, and the Instructions for Form 945 for more
withholding information.

Even though you may be using Code 1inbox 7 to
designate an early distribution subject to the 10%
additional tax specified in section 72(q), (t), or (v), you are
not required to withhold that tax.

The amount withheld cannot be more than the
sum of the cash and the FMV of propetty

(excluding employer securities) received in the
distribution. If a distribution consists solefy of employer
securities and cash ($200 or less) in lieu of fractional
shares, no withholding is required.

To determine your withholding requirements for any
designated distribution under section 3405, you must first
determine whether the distribution is an eligible rollover
distribution. See Direct Rollovers, eatlier, for a discussion
of eligible rollover distributions. If the distribution is not an
eligible rollover distribution, the rules for pericdic
payments or nonpetiodic distributions apply. For purposes
of withholding, distributions from any IRA are not eligible
roliover distributions.

Eligible rollover distribution; 20% withholding. If an
eligible rollover distribution is paid directly to an eligible
retirement plan in a direct rollover, do not withhold federal
income tax. If any part of an eligible rollover distribution is
not a direct rollover, you must withhotd 20% of the part
that is paid to the recipient and includible in gross income.
This includes the earnings portion of any nonqualified

designated Roth account distribution that is not directly
rolled over. The recipient cannot claim exemption from the
20% withholding but may ask to have additional amounts
withheld on Form W-4P, Withholding Certificate for
Pension or Annuity Payments. If the recipient is not asking
that additional amounts be withheld, Form W-4P is not
required for an eligible rolover distribution because 20%
withholding is mandatory.

Employer securities and plan loan offset amounts that
are part of an eligible roliover distribution must be
included In the amount muttiplied by 20%. However, the
actual amount to be withheld cannot be more than the
sum of the cash and the FMV of property (excluding
employer securities and plan loan offset amounts). For
example, if the only part of an eligible rollover distribution
that is not a direct rollover is employer securities or a plan
loan offset amount, no withholding is required. However,
unless otherwise exempt, any cash that is paid in the
distribution must be used to satisfy the withholding on the
employer securities or plan loan offset amount.

Depending on thetype of plan or arrangement, the
payer or, in some cases, the plan administrator is required
to withhold 20% of eligible roliover distributions from a
qualified plan's distributed annuity and on eligible rollover
distributions from a governmental section 457(b) plan. For
additional information, see section 3405(d) and
Regulations sections 35.3405-1T, A-13; and
31.3405(c)-1, Q/A 4 and 5. For governmental section
457(b) plans only, see Notice 2003-20.

Any NUA excludable from gross income under section
402(e)(4) is not included in the amount of any eligible
rollover distribution that is subject to 20% withholding.

You are not required to withhold 20% of an eligible
rollover distribution that, when aggregated with other
eligible rollover distributions made to one person during
the year, is less than $200.

IRAs. The 20% withholding does not apply to
distributions from any IRA, but withholding does apply to
iRAs under the rules for periodic payments and
nonperiodic distributions. For withholding, assume that
the entire amount of a distribution from an IRA other than
a Roth IRA is taxable (except for the distribution of
contributions under section 408(d)(4), in which only the
earnings are taxable, and section 408(d)(5), as
applicable). Generally, Roth IRA distributions are not
subject to withholding except on the earnings portion of
axcess contributions distributed under section 408(d)(4).

An IRA recharacterization is not subject to income tax
withholding.

Periodic payments. For perodic payments that are not
eligible rollover distributions, withhold on the taxable part
as though the periodic payments were wages, based on
the recipient's Form W-4P. The recipient may request
additional withholding on Form W-4P or claim exemption
from withholding. If a recipient does not submit a Form
W-4P, withhold by treating the recipient as married with
three withholding allowances. See Circular E, Employer's
Tax Guide (Pub. 15), for wage withholding tables.
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Rather than Form W-4P, military relirees should
@ give you Form W-4, Employee's Withholding
Allowance Cerlificate.

Nonperiodic distributions. Withhold 10% of the taxable
part of a nonperiodic distribution that is not an eligible
rollover distribution. In most cases, designated
distributions from any IRA are treated as nonperiodic
distributions subject to withholding at the 10% rate even if
the distributions are paid over a periodic basis. See
Regulations section 35.3405-1T, QWA F-15. The recipient
may request additional withholding on Form W-4P or
claim exemption from withholding.

Failure to provide TIN. For periodic payments and
nonperiodic distributions, if a payee fails to furnish his or
her correct TIN to you in the manner required, or if the IRS
notifies you before any distribution that the TIN furnished
is incorrect, a payee cannot claim exemption from
withholding. For periodic payments, withhold as if the
payee was single claiming no withholding allowances. For
nonperiodic payments, withhold 10%. Backup withholding
does not apply.

Box 5. Employee Contributions/Designated
Roth Contributions or Insurance Premiums

Enter the employee's contributions, designated Roth
contributions, or insurance premiums that the employee
may recover tax free this year (even if they exceed the
box 1 amount). The entry in box 5 may include any of the
following: (a) designated Roth contributions or
contributions actually made on behalf of the employee
over the years under the plan that were required to be
included in the income of the employee when contributed
(after-tax contributions), (b) contributions made by the
employer but considered to have been contributed by the
employee under section 72(f), (c) the accumulated cost of
premiums paid for life insurance protection taxable to the
employes in previous years and in the current year under
Reguiations section 1.72-16 (cost of current life Insurance
protection) (only if the life insurance contract itself is
distributed), and (d) premiums paid on commercial
annuities. Do not include any DVECs, elective deferrals,
or any contribution to a retirement plan that was not an
after-tax contribution.

Generally, for qualified plans, section 403(b) plans, and
nonqualified commercial annuities, enter in box 5 the
employee contributions or insurance premiums recovered
tax free during the year based on the method you used to
determine the taxable amount to be entered in box 2a. On
a separate Form 1099-R, include the portion of the
employee's basis that has been distributed from a
designated Roth account. See the Examples in the
instructions for box 2a, earfier.

if periodic payments began before 1993, you are not
required to, but you are encouraged to, report in box 5.

: f you made periodic payments from a qualified
plan and the annuity starting date is after

. Eommm] Novemnber 18, 1996, you must use the simplified
- method to figure the tax-free amount each year. See
Annuity starting date in 1998 or later, earlier.

Instructions for Forms 1099-R and 5488 (2014)

If a total distribution is made, the total employee
contributions or insurance premiums available to be
recovered tax free must be shown only in box 5. If any
previous distributions were made, any amount recovered
tax free in prior years must not appear in box 6.

If you are unable to reasonably obtain the data
necessary to compute the taxable amount, leave boxes
2a and 5 blank, and check the first box in box 2b.

For more information, see Rev. Proc. 92-86, 1992-2
C.B. 495 and section 72(d}.

For reporting charitable gift annuities, see Charitable
gift annuities, eatlier.

Box 6. Net Unrealized Appreciation (NUA) in
Employer's Securities

Use this box if a distribution from a qualified plan (except
a qualified distribution from a designated Roth account)
includes securities of the employer corporation (or a
subsidiary or parent corporation) and you can compute
the NUA in the employer's securities. Enter ali the NUA in
employer securities if this is a lump-sum distribution. if this
is not a lump-sum distribution, enter only the NUA in
employer securities attributable to employee
contributions. See Regulations section 1.402(a)-1(b) for
the determination of the NUA. Also see Notice 89-25, Q/
A-1, 1989-1 C.B. 662. Include the NUA in box 1 but notin
box 2a except in the case of a direct rollover to a Roth IRA
(see Notice 2009-75, Q/A 1). You do not have to complete
this box for a direct rollover.

Box 7. Distribution Code(s)

Enter an ‘%" in the IRA/SEP/SIMPLE checkbox if the
distribution Is from atraditional IRA, SEP IRA, or SIMPLE
IRA. Do not check the box for a distribution from a Roth
IRA or for an IRA recharacterization.

Enter the appropriate code(s) in box 7. Use the Guide
to Distribution Codes, later, to determine the appropriate
code(s) to enter in box 7 for any amounts reported on
Form 1099-R. Read the codes carefully and enter them
accurately because the IRS uses the codes to help
determine whether the recipient has propetly reported the
distribution. If the codes you enter are incorrect, the IRS
may improperly propose changes to the recipient's taxes.

When applicable, enter a numetic and an alpha code.
For example, when using Code P for a traditional IRA
distribution under section 408(d)(4), you must also enter
Code 1, if it applies. For a normal distribution from a
qualified plan that qualifies for the 10-year tax option,
enter Codes 7 and A. For a direct rolloverto an IRA or a
qualified plan for the surviving spouse of a deceased
participant, or on behalf of a nonspouse designated
beneficiary, enter Codes 4 and G (Codes 4 and Hif from a
designated Roth account to a Roth IRA). If two or more
distribution codes are not valid combinations, you must
file more than one Form 1092-R.

Enter a maximum of two alpha/numeric codes in

box 7. See the Guide to Distribution Codes, /ater,
ey for allowable combinations. Only three numetic
combinations are permitted on one Form 1099-R. Codes
8and 1, 8and 2, or 8 and 4. If two or more other numeric
codes are applicabls, you must file more than one Form
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1099-R. For example, Iif part of a distribution is premature
(Code 1) and part is not (Code 7), file one Form 1093-R
for the part to which Code 1 applies and another Form
1099-R for the part to which Code 7 applies. In addition,
for the distribution of excess deferrals, parts of the
distribution may be taxable in 2 different years. File
separate Forms 1099-R using Code 8 or P to indicate the
year the amount is taxable.

Even if the employee/taxpayer is age 59' or over, use
Code 1 if a series of substantially equal periodic payments
was modified within 5 years of the date of the first
payment (within the meaning of section 72(q)(3) or (t){4)),
if you have been reporting distributions in previous years
using Code 2.

For example, Mr. B began receiving payments that
qualified for the exception for part of a series of
substantially equal periodic payments under section 72(t)
(2)(AXiv) when he was 57. When he was 61, Mr. B
modified the payments. Because the payments were
modified within 5 years, use Code 1 in the year the
payments were modified, even though Mr. B is over 59%.

If you do not know that the taxpayer meets the
requirements for substantially equal periodic payments
under section 72(t{2)(A)(iv), use Code 1 to report the
payments.

For further guidance on what makes a series of

substantially equal periodic payments, see Notice
nien)  89-25, Q/A-12, as modified by Rev. Rul. 2002-62,
2002-42 1.R.B. 710. Notice 2004-15, 2004-9 1.R.B. 526,
available at www.irs.gow/irb/2004-09_IRB/ar09.htmi,
allows taxpayers to use one of three methods in Notice
89-25, as modified by Rev. Rul. 2002-62, fo determine
whether a distribution from a nonqualified annufty is part
of a series of substantially equal periodic payments under
section 72(q)(2)(D).

If part of a distribution is paid in a direct rollover and
part is not, you must file a separate Form 1099-R for each
part showing the appropriate code on each form.

Governmental section 457(b) plan distributions.
Generally, a distribution from a governmental section
457(b) plan is not subject to the 10% additional tax under
section 72(t). However, an early distribution from a
governmental section 457(b) plan of an amount that is
attributable to a rollover from another type of eligible
retirement plan or IRA is subject to the additional tax as if
the distribution were from a pian described in section
401{a). See section 72(t)(9). If the distribution consists
solely of amounts that are not aftributable to such a
rollover, enter Code 2 in box 7. If the distribution consists
solely of amounts attributable to such a rollover, then
enter the appropriate code in box 7 as if the distribution
were from a plan described in section 401(a). If the
distribution is made up of amounts from both sources, you
must file separate Forms 1099-R for each part of the
distribution unless Code 2 would be entered on
each form.

Box 8. Other

Enter the current actuarial value of an annuity contract
that is part of a lump-sum distribution. Do not include this
itam in boxes 1 and 2a.
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To determine the value of an annuity contract, show the
value as an amount equal to the current actuarial vatue of
the annuity contract, reduced by an amount equal to the
excess of the employee's contributions over the cash and
other property (not including the annuity contract)
distributed.

If an annuity contractis part of a multiple recipient
lump-sum distribution, enter in box 8, along with the
current actuarial value, the percentage of the total annuity
contract each Form 1099-R represents.

Also, enter in box 8 the amount of the reduction in the
investment (but not below 0 (zero)) against the cash value
of an annuity contract or the cash surrender value of a life
insurance contract due to charges or payments for
qualified long-term care insurance contracts.

Box 9a. Your Percentage of Total Distribution

If this is a total distribution and it is made to more than one
person, enter the percentage received by the person
whose name appears on Form 1099-R. You need not
complete this box for any IRA distributions or for a

direct rollover.

Box 9b. Total Employee Contributions

You are not required to enter the total employee
contributions or designated Roth contributions in box 9b.
However, because this information may be helpful to the
recipient, you may choose fo report them.

If you choose to report the total employee contributions
or designated Roth contributions, do not include any
amounts recovered fax free in prior years. For a total
distribution, report the total employee contributions or
designated Roth contributions in box 5 rather than in
box 9b.

Box 10. Amount Allocable to IRR Within 5 years

Enter the amount of the disiribution alfocable to an IRR
made within the 5-year period beginning with the first day
of the year in which the rollover was made. Do not
complete this boxif an exception under section 72(t)
applies.

For futther guidance on determining amounts allocable
to an IRR, see Notice 2010-84, Q/A-13.

Box 11. 1st Year of Desig. Roth Contrib.

Enter the first year of the 5-taxable-year period. This is the
year in which the designated Roth account was first
established by the recipient.

Boxes 12~17. State and Local Information

These boxes and Copies 1 and 2 are provided for your
convenience only and need not be completed for the IRS.
Use the state and local information boxes to report
distributions and taxes for up to two states or [ocalities.
Keep the informationfor each state or locality separated
by the broken line. If state or local income tax has been
withheld on this distribution, you may enter it in boxes 12
and 15, as apprepriate. In box 13, enter the abbreviated
name of the state and the payer's state identification
number. The state number is the payer's identification
number assigned by the individual state. In box 186, enter

Instructions for Forms 1099-R and 5498 (2014)



the name of the locality. In boxes 14 and 17, you may
anter the amount of the state or local distribution. Copy 1
may be used to provide information to the state or local

tax department. Gopy 2 may be used as the recipient's
copy in filing a state or local income tax return.

Guide to Distribution Codes

Distribution Codes

Explanations

*Used with code ...(If
applicable)

1-—Early distrlbution, no known exception,

Use Code 1 only if the participant has not reached age 5%, and you do notknow
if any of the exceptions under Code 2, 3, or 4 apply. However, use Code 1 evenif
the distribution is made for medical expenses, healthinsurance premiums,
qualified higher education expenses, a first-time home gurchase, ora qualified
reservist distibution under section 72()(2)(B), (D), (€}, {F), or (G). Code 1 must
also be used even If a taxpayer Is 58%z or older and he or she modifies a series of
substantially equal periotic payments under section 72{a), {), or {v) prior to the
end of the 5-year period which began with the first payment.

8,B,D, KL orP

2—Early distribulion, exception applies.

Use Code 2 only if the parlicipant has not reached age 59% and you know the
distribution is:

* A Roth IRA conversion {an IRA converled to a Roth IRA).

* A disttbution made from a qualitied retirement plan of IRA because ofan IRS
levy under section 6331,

* A governmental section 457(b) plan distribution that is not subject to the
additional 10% tax. But see Govarnmenlal section 457(b) plan distributions,
sarlier, for information on distributions that may be subjsct to the 10% additional
tax.

* A distribution from a qualified retirement plan after separation from sarvice in or
after the year the participant has reached age 55.

* A distribution from a governmental defined benetit planto a pubtic safety
employee (as defined in 72(t)(10)(B}) after separation from service In or after the
year the employee has reached age 50.

* A distribution that is part of a series of substantialiy equal periodic payments as
described in section 72(q), (t}, {u), or (v).

® A distribution that is a permissible withdrawal under an eligible automatic
contribution arrangement (EACA).

* Any other distribution subject 1o an exception under section 72(q), 1), (W), or{v)
that Is not required to be reported using Code 1, 3, or4.

8,B,D,K,orP

3—Disability.

For these purposes, see section 72{m){7).

D

4—Death.

Use Code 4 regardless of the age of the participant to indicale paymentto a
decedent's beneficiary, ingluding an estate or trust. Also use it for death benefit
payments made by an employer but not made as part of a gension, profit-sharlng,
or retirement plan.

8,A 8D GHKLoP

5—Prahibited transaction.

Usa Code 5 if there was a prohibited transaction involving the IRA account. Code
5 means the account is no longer an IRA.

None

6—Section 1035 exchange.

Use Code 6 to indicate the tax-free exchange of life insurance, annuity, long-term
care insurance, or endowment contracts under section 1035

W
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Guide to Distribution Codes

Distribution Codes

Explanations

*Used with code ...[if
applicable}

7-Normal distribution.

Use Code 7; (a) for & normal diskribution from a plan, inciuding a fraditionat IRA,
section 401(K), or section 403(b) plan, if the employes/taxpayer is at least age 59
1, (b} for a Roth IRA conversion if the participant Is at least age 59, and (¢} to
report a distribution from a life insurance, annuity, or endowment contract and for
reporting Income from a failed e insurance contract under sections 7702{(g) and
{h). See Rev. Proc. 2008-42, 2008-29 |.R.B. 160, available at www.irs.qovirh/
2008-23 IRB/r19.Atml. Generally, use Code 7 if no other code applies. Do not
use Code 7 for 2 Roth IRA.

Note: Codea 1 must ba used even if a taxpayer is 59" or older and he or she
madifies a series of substantially equal periodic paymenis under section 72(q),
{t), or (v} prior to the end of the 5-year period which began wilh the first payment.

A,B,DorK

8—Excess contributions plus earningsfexcess
deferrals {and/or earnings) taxable in 2014,

Use Code 8 for an IRA distribution under section 408{d)(4), unfess Code P
applies. Also use this code for corrective distributions of excess deferrals, excass
contributions, and excess aggregate contributions, un'ess Code P applies. See
Corrective Distributions, earlier, and IRA Revocation or Account Clostre, earlier,
for more information.

1,2,4,B, J,orK

9—Cost of current life insurance protection,

Use Code & to report premiums paid by a trustee or custodian for current e or
ather insurance protection. See the Instructions for box 2a, earlier, for more
information.

None

A—May be eligible for 10-year tax aption.

Use Code A only for participants born before January 2, 1936, or their
beneficiaries to indicate the distribution may be eligibte for the 10-year tax option
method of computing the tax on lump-sum distributions (on Form 4972, Tax on
Lump-Sum Distributiens). To determing whether the distribution may be eligible
far the tax optien, you need not consider whether the recipient used this method
{or capital galn treatment) In the past.

dor7

B—Designated Roth account distribution.

Use Code B for a distribution from a designated Foth account. But use Code E
for & section 415 distribution under EPCRS (see Cods E) or Code H for a direct
rollover to a Roth IRA.

1,2,4,7,8,G,L,P,orl

D—Annuity paymenis from nonqualified annuities
and distributions from life insurance contracts
that may be subject to fax under section 1411,

Use Code D for a distribution from any plan or arrangement not described in
sactions 401(a), 403(a), 403(b), 408, 4084, or 457(b).

1,2,3,4,0r7

E—DIstributions under Employee Plans
Compliance Resolution System (EPCRS).

See Distributions under Employee Plans Compliance Resolullon System
(EPCRS}, earlier.

None

F—Charitable gift annuity.

See Charitable gift annuities, earlier.

None

G—Direct rollover and direct payment.

Use Code G for a direct rollover from a qualified plan, a section 403(k) plan or a
governmental section 457{5} plan fo an efigible retirement plan (another qualified
plan, a section 403(b) plan, a governmental section 457 (b} ptan, or an IRA). See
Direct Rollovers, earlier. Also use Code G for a direct payment from an IRA to an
accepting employer plan, and for IRRs that are direct rollovers.

Note: Do not use Code G for a direct rollover from a deslgnated Roth account to
a Hoth IRA. Use Code H.

4,B,0rK

H--Direct rallaver of a designated Roth account
distribution to a Roth IRA.

Use Code M for a direct roltover of a distribution from a desfgrated Roth account
to a Roth IRA.

J—Early distribution frem a Roth iRA.

Use Code J for a distribution from a Roth IRA when Code Qor Code T does not
apply. Butuse Code 2 for an IRS levy and Code 5 for a prohibited transaction.

BorP

K—Distribution of IRA assels not having a readily
available FMV.

Use Code K to report distributions of IRA assets not having a readily available
FMV. These assets may include:

* gtocks, short or long-term obligations, ownership Interests in limited Hiability
companves (LLCs), partnarships, trusts, or similar entities, not readily tradable on
an established US or forelgn secusities market,

* realestate, or

* option contracts o similar products not offered for trade on an established US
or forelgn option exchange.

Use of Code K is optional for 2014,

1,2,4,7,00G

-1§-
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Guide to Distribution Codes

Distribution Codes

Explanations

*Used with code ...(if
applicable)

L—Loans treated as deemed distributions under
section 72(p}.

Do rot use Code L to report a loan offset. See Loans Treated as Dislibutions,
earlier.

1,4,0rB

N—Recharacterized IRA contribution made for
2014,

Use Code N for a recharacterization of an IRA contribution made for 2014 and
recharaclerized in 2014 to another type of IRA by a truslee-lo-trustes transfer or
with the same trustee.

None

P—Excess contributions plus earningsfexcess
deferrals taxable in 2013.

See the explanation for Code 8. The IRS suggests that anjone using Code P for
the refund of an IRA contribution under section 408(d){4), including excess Roth
IRA contributions, advise payess, at the time the distribution is made, that the
samings are faxable in the year in which the contributions were made.

1,2,4,B,0rd

Q—~Qualified distribution from a Roth IRA.

Use Code Q for a distribution from a Roth IRA if you knowthat the participant
meets the 6-year holding period and:

* The parlicipant has reached ags 59'%,
* The participant died, or

* The particlpant is disabled.
Note: If any other coda, such as 8 or P, appliss, use Coded.

None

R--Recharacterized IRA tontribution made for
2013,

Use Cods R for a recharactetization of an IRA contribution made for 2013 and
recharaclerized in 2014 to another type of [RA by a tustee-to-trustee transfer or
with the sama trustee.

None

S—Early distribution from a SIMPLE IRA in the
first 2 years, no known exception.

Use Code S only if the distribution Is from a SIMPLE IRA in the first 2 years, the
employeeftaxpayer has not reached age 58z, and nona of the excaptions under
section 72{1) are known to apply when the distributionis made. Tha 2-year period
begins on the day contributions are first deposited In theindividual's SIMPLE [RA.
Do not use Code S if Code 3 or 4 applies.

None

T--Roth IRA distribution, exception applies.

Use Code T for a distibution from a Roth IRA if you do notknow if the 5-year
holding pericd has been met but:

* The participant has reached age 59k,
* The participant died, or

* The participant s disabled.
Note: If any other code, stich as 8 or P, applles, use CodeJ.

None

U—Dividends distributed from an ESOP under
section 404(k).

Use Cade U for a distribution of dividends from an employee stock ownership
plan {ESOP) under section 404(k}. These are not sligible rollover distributions.
Note: Do not report dividends paid by the corporation directly to plan participants
or their beneficiaries. Continue to report those dividends on Form 1089-DIV.

W—Charges or payments for purchasing qualified
long-term care insurance contracts under

Use Cade W for charges or payments for purchasing qualifed long-term care
insurance contracts under combined arrangements which are excludible under

combined arrangements.

section 72(e}{11) against the cash value of an annuity contract or the cash
surrender value of a life insurance contract.

*Sage the first Cautlon for box 7 insirucions, earlier.

Specific Instructions for Form 5498

File Form 5498, IRA Contribution Information, with the IRS
by June 1, 2015, for each person for whom in 2014 you
maintained any individual retirement arrangement (IRA),
including a deemed IRA under section 408(q).

An IRA includes all investments under one IRA plan. [t
is not necessary to file a Form 5498 for each investment
under one plan. For example, if a participant has three
certificates of deposit (CDs) under one IRA plan, only one
Form 5498 is required for all contributions and the fair
market values (FMVs) of the CDs under the plan.
However, if a participant has established more than one
IRA plan with the same trustee, a separate Form 5488
must be filed for each plan.

Contributions. You must report contributions to any IRA
on Form 5498. See the instructions under boxes 1, 2, 3, 4,
8, 9, 10, 13a, and 14a, later. If no reportable contributions
. were made for 2014, complete only boxes 5 and 7, and
boxes 11, 12a, 12b, 15a, and 15b, if applicable. See
Reporting FMV of certain specified assels, later.

Instructions for Forms 1099-R and 5498 (2014)

You are required to file Form 5498 even if
required minimum distributions (RMDs) or other
] annuity or periodic payments have started.

Report contributions to a Kay Bailey Hutchinson
Spousal IRA under section 219(c) on a separate Form
5498 using the name and taxpayer identification number
(TIN}) of the spouse.

For contributions made between January 1 and April
15, 2015, trustees and issuers should obtain the
participant's designation of the year for which the
contributions are made.

Direct rollovers, transfers, and recharacterizations.
You must report the receipt of a direct rollover from a
qualified plan, section 403(b) plan or governmental
section 457(b) planto an IRA. Report a direct rollover in
box 2.

If you receive a direct rollover to a qualified plan, a
section 403(b) plan, or a governmental section 457(b)
plan, no report is required. For information on direct
roflovers of eligible rollover distributions, see Direct
Rollovers, eatlier.
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If a rollover or trustee-to-trustes transfer is made from a
savings incentive match plan for employees (SIMPLE}
IRA to an IRA that is not a SIMPLE IRA and the trustee
has adequately substantiated information that the
participant has not satisfied the 2-year period specified in
section 72(t){6), report the amount as a regular
contribution in box 1 even if the amount exceeds §5,500
($6,500 for participants 50 or older).

Transfers. Do not report on Form 5498 a direct
trustee-to-trustee transfer from (a) a traditional IRA o
another traditional iRA or to a simplified employee
pension (SEP) IRA, (b) a SIMPLE IRA to another SIMPLE
IRA, (c) a SEP IRA to another SEP IRA or to a traditional
IRA, or (d} a Roth IRA to another Roth IRA. For reporting
purposes, contributions and rollovers do not include these
transfers.

Recharacterizations. You must report each
techaracterization of an IRA contribution. If a participant
makes a contribution to an IRA (first IRA} for a year, the
participant may choose to recharacterize the contribution
by transfetring, in a trustee-to-trustee transfer, any part of
the contribution (plus earnings) to another IRA (second
IRA). The contribution is treated as made to the second
IRA (recharacterization). A recharacterization may be
made with the same trustee or with another trustee. The
trustee of the first IRA must report the amount contributed
before the recharacterization as a contribution on Form
5498 and the recharacterization as a distribution on Form
1099-R. The trustee of the second IRA must report the
amount received (FMV) in box 4 on Form 5498 and check
the type of IRA in box 7.

All recharacterized contributions received by an IRA in
the same year must be totaled and reported on one Form
5498 in box 4. You may report the FMV of the account on
the same Form 5498 you use to report a
recharacterization of an IRA contribution and any other
contributions made to the IRA for the year.

Catch-up contributions. Participants who are age 50 or
older by the end of the year may be eligible to make
catch-up IRA contributions or caich-up elective deferral
contributions. The annual IRA regutar contribution limit of
$5,500 is increased to $6,500 for participants age 50 or
older. Catch-up elective deferral contributions reported on
Form 5498 may be made under a salary reduction SEP
(SARSEP) or under a SIMPLE IRA plan. For 2014, up to
$5,500 in catch-up elective deferral contributions may be
made under a SARSEP, and up to $2,500 to a SIMPLE
IRA plan. For more information on catch-up elective

deferral contributions, see Regutations section 1.414(v)-1.

Include any catch-up amounts when reporting
contributions for the year in boxes 1, 8, 9, or 10, or fora
prior year in box 13a.

Roth IRA conversions. You must report the receipt of a
conversion from an IRA to a Roth IRA even if the
conversion is with the same trustee. Report the total
amount converted from a traditional IRA, SEP IRA, or
SIMPLE IRA to a Roth IRA in box 3.

IRA revocation or account closure. If a traditional IRA,
Roth IRA, or SIMPLE IRA is revoked during its first 7 days
(under Regulations section 1.408-6(d)(4)(ii)) or closed at
any time by the IRA trustee pursuant to its resignation or

such other event mandating the closure of the account,
Form 5498 must be filed to report any regular, roliover,
IRA conversion, SEP IRA, or SIMPLE IRA contributions to
the IRA. For information about reporting a distribution from
a revoked or closed IRA, see [RA Revocation or Account

Closure, earlier.

Total distribution, no contributions. Generally, if a
total distribution wasmade from an account during the
year and no contributions, including rollovers,
recharacterizations, or Roth IRA conversion amounts,
were made for that year, you need not file Form 5498 nor
furnish the annual statement to reflect that the FMV on
December 31 was zero.

Required minimum distributions (RMDs). AnIRA
(other than a Roth 1RA) owner/participant must begin
taking distributions for each calendar year beginning with
the calendar year in which the participant attains age 70'%.
The distribution for the 70'% year must be made no later
than April 1 of the following calendar year; RMDs for any
other year must be made no later than December 31 of
the year. See Regulations section 1.401(a)(9)-6 for RMDs
from annulity contracts.

For each IRA you held as of December 31 of the prior
year, if an RMD is required for the year, you must provide
a statement to the IRA participant by January 31
regarding the RMD using one of two alternative methods
described below. You are not required to use the same
method for all IRA partticipants; you can use Alternative
one for some IRA participants and Alternative two for the
rest. Under both methods, the statement must inform the
participant that you are reporting to the IRS that an RMD
is required for the year, The statement can be provided in
conjunction with the statement of the FMV.

If the IRA participant is deceased, and the surviving

- spouse is the sole beneficiary, special rules apply for

RMD reporting. If the surviving spouse elects to treat the
IRA as the spouse's own, then report with the surviving
spouse as the owner. However, if the surviving spouse
does not elect to treat the IRA as the spouse's own, then
you must continue totreat the surviving spouse as the
beneficiary. Until further guidance is issued, no reporting
is required for IRAs of deceased participants (except
where the surviving spouse elects to treat the IRA as the
spouse's own as desctibed above).

Alternative one. Under this method, include in the
statement the amount of the RMD with respect to the IRA
for the calendar year and the date by which the
distribution must be made. The amount may be calculated
assuming the sole beneficiary of the IRA is not a spouse
meore than 10 years younger than the participant. Use the
value of the account as of December 31 of the prior year
to compute the amount. See boxes 17, 12a, and 12b,
later, for how to report.

Alternative two. Under this method, the statement
informs the participant that a minimum distribution with
respect to the IRA is required for the calendar year and
the date by which such amount must be distributed. You
must include an offer to furnish the participant with a
calculation of the amount of the RMD if requested by the
participant.

Electronic filing. These statements may be furnished
electronically using the procedures described in part F of
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the 2014 General Instructions for Certain Information
Retums.

Reporting to the IRS. if an RMD is required, check
box 11. See page 22. For example, box 11 is checked on
. the Form 5498 for a 2015 RMD. You are not required to
i report to the IRS the amount or the date by which the
distribution must be made. However, see the Caution
following the Box 11 instructions, later, for reporting RMDs
to participants.

For more details, see Notice 2002-27 on page 814 of
Internal Revenue Bulletin 2002-18 at www.irs.gov/pub/irs-
irbs/irb02-18.pdf as clarified by Notice 2003-3 on
page 258 of Internal Revenue Bultetin 2003-2 at
WWW.irs.gov/pub/irs-irbs/irb03-02.paf.

Inherited IRAs. In the year an IRA participant dies, you,
as an IRA trustee or issuer, generally must file a Form
5498 and furnish an annuat statement for the decedent
and a Form 5498 and an annual statement for each
nonspouse beneficiary. An IRA holder must be able to
identify the source of each IRA he or she holds for
purposes of figuring the taxation of a distribution from an
IRA. Thus, the decedent's name must ba shown on the
beneficiary's Form 5498 and annual statement. For
example, you may enter “Brian Willow as beneficiary of
Joan Maple” or something similar that signifies that the
IRA was once owned by Joan Maple. You may abbreviate
the word “beneficiary” as, for example, “bene.”

For a spouse beneficiary, unless the spouse makes the
IRA his of het own, treat the spouse as a nenspouse
beneficiary for reporting purposes. If the spouse makes
the IRA his or her own, do not report the beneficiary
. designation on Form 5498 and the annual statement.

An IRA set up to receive a direct rollover for a
nonspouse designated beneficiary is treated as an
inherited IRA.

Fair market value (FMV). On the decedent's Form
5498 and annual statement, you must enter the FMV of
the IRA on the date of death in box 5. Or you may choose
the alternate reporting method and report the FMV as of
the end of the year in which the decedent died. This
alternate value will usually be zero because you will be
reporting the end-of-year valuation on the beneficiary's
Form 5498 and annual statement. The same figure should
not be shown on both the beneficiary's and decedent's
forms. if you choose to report using the alternate method,
you must Inform the executor or administrator of the
decedent's estate of his ot her right to request a
date-of-death valuation.

On the benaficiary's Form 5498 and annual statement,
the FMV of that beneficiary's share of the IRA as of the
end of the year must be shown in box 5. Every year
thereafter that the IRA exists, you must file Form 5498 and
furnish an annual statement for each beneficiary who has
not received a total distribution of his or her share of the
IRA showing the FMV at the end of the year and
identifying the IRA as described above.

However, if a beneficiary takes a total distribution of his
or her share of the IRA in the year of death, you need not
" file a Form 5498 nor furnish an annual statement for that
beneficiary, but you must still file Form 5498 for the
decedent.
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If you have no knowledge of the death of an IRA
participant until after you are required to file Form 5498
(June 1, 2015), you are not required to file a corrected
Form 5498 nor furnish a corrected annual statement,
However, you mus! still provide the date-of-death
valuation in a timely manner to the executor or
administrator upon request.

In the case of successor beneficiaries, apply the
preceding rules by treating the prior beneficiary as the
decedent and the successor beneficiary as the
beneficiary. Using the example above (Brian Willow as
beneficiary of Joan Maple), when that account passes to
Brian's successor beneficiary, Maurice Poplar, Form 5498
and the annual statement for Maurice should state
“Maurice Poplar as beneficiary of Brian Willow.” The final
Form 5498 and annual statement for Brian Willow will
state “Brian Willow as beneficiary of Joan Maple” and will
show the FMV as of the date of Brian's death or year-end
valuation, depending on the method chosen.

For more information about the reporting requirements
for inherited IiAs, see Rev. Proc. 89-52, 1989-2 C.B. 632.

Disaster refief reporting. Special tax law provisions and
reporting instructions may apply when the president
declares a location to be a major disaster area. To
determine the location of and special rules applicable to
individual federally declared disaster areas, go to IRS.gov
and enter the keyword “disaster” in the upper right hand
corner. Then click on “Tax Relief in Disaster Situations.”
The information provided includes:

* Alist of the areas for which relief has recently been
granted,

* News Releases detailing the scope of the relief and any
special reporting instructions, and

* A link to the Federal Emergency Management Agency's
list of federal disaster declarations.

See the instructions for boxes 13a through 73c for
reporting postponed contributions, later.

Qualified settlement income. Qualified settlement
income received in connection with the Exxon Valdez
litigation may be contributed to a traditional or Roth IRA.
See P.L. 110-343, Division C, sec. 504 for contribution
limitations and Box 2. Roflover contributions, later.

Airline payment amount. Subject to certain limitations,
qualified airline employees may contribute the amounts
received (money or other properly) with respect to the
employee's interest in a bankruptey claim against the
airline carrier, to a Roth IRA or traditional IRA. See P.L.
110-458, sec. 125 for contribution limitations to Roth
IRAs, P.L. 112-95, sac. 11086 for contribution limitations to
traditional IRAs, and Box 2. Rollover contributions, later.

Special reporting for U.S. Armed Forces in designa-
ted combat zones. A participant who is serving in or in
support of the Armed Forces in a designated combat zone
or qualified hazardous duty area has an additional period
after the normal contribution due date of April 15 to make
IRA contributions for a prior year. The petiod is the time
the participant was in the designated zone or area plus at
least 180 days. The participant must designate the IRA
contribution for a prior year to claim it as a deduction on
the income tax return,
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Under section 219(f), combat zone compensation that
is excluded from gross income under section 112 s
treated as includible compensation for purposes of
determining IRA contributions.

A qualifying participant is:
* Serving, or has served in a combat zone,
¢ Serving, or has served in a qualifying hazardous duty
area, or
¢ Serving, or has served in an active direct support area.

If & qualifying participant makes a contribution to an
IRA after April 15 and designates the contribution for a
prior year, you must report the type of IRA (box 7) and the
amount on Form 5488, Report the amount either for (1)
the year for which the contribution was made or (2) a
subsequent year. See boxes 13a, 13b, and 13c, later.

1. If you report the contribution for the year it is made,
no special reporting is required. include the contribution in
box 1 or box 10 of an original Form 5498 or of a corrected
Form 5498 if an original was previousiy filed.

2. If you report the contribution on Form 5498 in a
subsequent year, you must include the year for which the
contribution was made, the amount of the contribution,
and one of the followlng indicators.

a. Use “EO13239" for Afghanistan and those countries
in direct suppont, including Djibouti, Jordan, Kyrgyzstan,
Pakistan, Somalia, Syria, Tajikistan, Uzbekistan, Yemen,
and the Philippines. For the Philippines only, personnel
must be deployed in conjunction with Operation Enduring
Freedom supporting military operations in the Afghanistan
combat zone.

b. Use "EQ12744" for the Arabian Peninsula, including
air space and adjacent waters {the Persian Gulf, the Red
Sea, the Gulf of Oman, the Gulf of Aden, the portion of the
Arabian Sea that lies north of 10 degrees north latitude
and west of 68 degrees east longitude, and the total land
areas of lraq, Kuwait, Saudi Arabia, Oman, Bahrain,
Qatar, the United Arab Emirates), and Jordan which is in
direct support of the Arabian Peninsula.

c. Use“E013119" or Public Law 106-21 “PL106-21"
for the Federal Republic of Yugoslavia (Serbia and
Montenegro), Albania, Kosovo, the Adriatic Sea, and the
lonian Sea north of the 39th parallel. (Note: the combat
zone designation for Montenegro and Kosove (previously
a pravince within Serbia) under Executive Order 13119
remains in force even though Montenegro and Kosovo
became independent nations since EO 13119 was
signed.)

For additions to, or sublractions from, the list of
- combat zones or qualified hazardous duty areas
froen)  implemented by executive orders and public
laws, and direct support areas designated by the
Secretary of Defense, after the publication aate of these
instructions, go to www.irs.gov/form5498.

Example. For a $4,000 IRA contribution designated by
a participant who served under EO 13239 for the tax year
2011, enter “4000” in box 13a, “2011” in box 13b, and
“E013239" in box 13¢ only. Make no entry in box 1 or
box 10.

Repayment of qualified reservist distributions.
Report any repayment of a qualified reservist distribution

as described in section 72()(2)(G) in boxes 14a (amount)
and 14b (with indicator code “QR").

Military death gratuities and servicemembers'’
group life insurance (SGLI) payments. Recipients of
military death gratuities and SGLI payments may
contribute amounts received to a Roth IRA, up to the
amount of the gratuity or SGLI payment less any amounts
contributed to Coverdell ESAs. Report the amount of the
rollover contribution in box 2 only. See section 408A(e)(2),
and Notice 2010-15, 2010-086 |.R.B. 390, available at
www.irs.qov/irb/2010-06_IRB/ar@9.himl, for more
information on limitations.

Electronic fifers. You may request an automatic
waiver from filing Forms 5498 for combat zone
participants by submitting Form 8508, Request for Waiver
From Filing Information Returns Electronically. Once you
have received the walver, you may report all Forms 5498
for combat zone participants on paper. Alternatively, you
may report contributions made by the normal contribution
due date electronically and report the contributions made
after the normal contribution due date on paper. You may
also report prior year contributions by combat zone
participants on a corrected Form 5498 electronically or on
paper.

See part F in the 2014 General Instructions for Certain
Information Returns for information on how to request a
waiver on Form B508.

Reporting FMV of certain specified assets. Assets
held in an IRA that are not readily tradable on an
established US or foreign securities market or option
exchange, or that do not have a readily available FMV,
must be reported at the FMV determined as of December
31, 2014, See the instructions for boxes 15a and 15b,
fater,

. Use of boxes 15a and 15b for reporting FMV of
CAUTION

certain specified IRA assets Is optional for 2014.

Corrected Form 5498. Ifyou file a Form 5498 with the
IRS and later discover that there is an error on it, you must
correct it as soon as possible. See part Hin the 2014
General Instructions for Certain Information Returns or
Pub. 1220, if filing electronically. For example, if you
reported contributions as rolfover contributions in box 2,
and you later discover that part of the contribution was not
eligible to be rolled over and was, therefore, a regular
contribution that should have been reported in box 1
(even if the amount exceeds the regular contribution limit),
you must file a corrected Form 5498.

Statements to participants. If you are required to file
Form 5498, you must provide a statement to the
participant. By February 2, 2015, you must provide
participants with a statement of the December 31, 2014,
value of the participant's account and RMD, if applicable.
Trustees of SIMPLE IRAs also must provide a statement
of the account activity by February 2, 2015. Contribution
information for all other types of IRAs must be provided by
June 1, 2015. You are not required to provide information
to the IRS or to participants as to whether a contribution is
deductible or nondeductible. In addition, the participant is
not required to tell you whether a contribution is
deduetible or nondeductible.
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If you furnished a statement of the FMV of the account,
and RMD if applicable, to the participant by February 2,
2015, and no reportable contributions, including rollovers,
recharacterizations, or Roth IRA conversions, were made
for 2014, you need not furnish another statement (or Form
5498) to the participant to report zero contributions.
However, you must file Form 5498 with the IRS by June 1,
2015, to report the December 31, 2014, FMV of the
account and, for years after 2014, the FMV of
hard-to-value assets. This rule alse applies to beneficiary
accounts under the inherited IRA rules, earlier.

if you do not furnish another statement to the
. participant because no reportable contributions
err]  were made for the year, the statement of the FMV
of the account must contain a legend designating which
information is being filed with the IRS.

Truncating recipients identification number on paper
payee statements. Pursuant to proposed regulations §
301.6109-4 (REG-148873-09), all filers of Form 5498 may
truncate a recipient's identification number (social security
number (SSN), individual taxpayer identification number
(ITIN), or adoption taxpayer identification number (ATIN))
on payee statements. See part M in the 2014 General
Instructions for Certain Information Returns.

For more information about the requirement to furnish
statements to participants and truncation, see part M in
the 2014 General instructions for Certain Information
Returns.

Account Number

. The account number is required if you have multiple

' accounts for a recipient for whom you are filing more than
one Form 5498. Additionally, the IRS encourages you to
designate an account number for all Forms 5498 that you
file. See part L in the 2014 General Instructions for Certain
Information Returns.

Box 1. IRA Contributions (Other Than Amounts
in Boxes 2-4, 8-10, 13a, and 14a)

Enter contributions to a traditional IRA made in 2014 and
through April 15, 2015, designated for 2014.

Report gross contributions, including the amount
allocable to the cost of life insurance (see box 6) and
including any excess contributions, even if the excess
contributions were withdrawn. If an excess contribution is
treated as a contribution in a subsequent year under
section 219(f)(6), do not report it on Form 5498 for the
subsequent year. |t has already been reported as a
contribution on Form 5498 for the year it was actually
contributed.

Also include employee contributions to an IRA under a
SEP plan. These are contributions made by the employee,
not by the employer, that are treated as regufar IRA
contributions subject to the 100% of compensation and
$5,500 ($6,500 for participants 50 or older) limits of
section 219. Do not include employer SEP IRA
contributions or SARSEP contributions under section
408(k)(6). Instead, include them in box 8.

Also, do not include in box 1 contributions to a SIMPLE
IRA (report them in box 9) and a Roth IRA (report them in
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box 10). In addition, do not include in box 1 rollovers and
recharacterizations (report rolovers in box 2 and
recharacterizations in box 4}, or a Roth IRA conversion
amount (report in box 3).

Box 2. Rollover Contributions

Enter any rollover contributions {or contributions treated
as rollovers) to any IRA received by you during 2014.
These contributions may be any of the following:

* A 60-day rollover between IRAs of the same type.

* A direct or indirect rollover from a qualified plan, section
403(b) plan or governmental section 457(b) plan.

* Any qualified rollover contribution as defined in section
408A(e) from an eligible retirement plan (other than an
IRA) to a Roth IRA.

* A military death gratuity.

* An SGLI payment.

* Qualified setflement income recsived in connection
with the Exxon Valdez litigation.

® Airline payment amounts.

For the rollover of property, enter the FMV of the
properly on the dale you receive it. This value may be
different from the value of the property on the date it was
distributed to the participant.

For more delails, see Pub. 590.

Box 3. Roth IRA Conversion Amount

Enter the amouni converted from a traditiona! IRA, SEP
IRA, or SIMPLE IRA to a Roth IRA during 2014. Do not
include a rollover from one Roth IRA to another Roth IRA,
or a qualified rollover contribution under section 408A(e)
from an eligible retirement plan (other than anIRA) to a
Roth IRA. These rollovers are reported in box 2.

Box 4. Recharacterized Contributions

Enter any amounts recharacterized plus earnings from
one type of IRA to another.

Box 5. Fair Market Value of Account

Enter the FMV of the account on December 31, 2014, For
inherited 1RAs, see inherited RAs, earlier.

Trustees and custodians are responsible for

ensuring that all IRA assets (including those not
gy fraded on established markels or with otherwise
readily determinable market value) are valued annually at

their fair market value.

Box 6. Life Insurance Cost Included in Box 1

For endowment conlracts only, enter the amount included
in box 1 allocable to the cost of life insurance.

Box 7. Checkboxes
Check the appropriate box.

IRA. Check “IRA" if you are filing Form 5498 to report
information about a fraditional IRA account.

SEP. Check “SEP” if you are filing Form 5498 to report
information about a SEP IRA. If you do not know whether
the ac_:count Is a SEP IRA, check the “IRA” box.
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SIMPLE. Check “SIMPLE" if you are filing Form 5498 to
report information about a SIMPLE IRA account. Do not
file Form 5498 for a SIMPLE 401 (k) plan. See

section 408(p).

Roth IRA. Check “Roth IRA" if you are filing Form 5498 to
report information about a Roth IRA account.

Box 8. SEP Contributions

Enter employer contributions made to & SEP IRA
(including salary deferrals under 2 SARSEP) during 2014
including contributions made in 2014 for 2013, but not
including contributions made in 2015 for 2014. Trustees
and issuers are not responsibie for reporting the year for
which SEP contributions are made. Do not enter
employee contributions to an IRA under a SEP plan.
Report any employee contributions to an IRA under a SEP
plan in box 1. Also include in box 8 SEP contributions
made by a seif-employed person to his or her own
account.

Box 9. SIMPLE Contributions

Enter contributions, including defetrals, made to a
SIMPLE IRA during 2014, Trustees and issuers are not
responsible for reporting the year for which SIMPLE
contributions are made. Do not include contributions to a
SIMPLE 401(k) plan.

Box 10. Roth IRA Contributions

Enter any contributions made to a Roth IRA in 2014 and
through April 15, 2015, designated for 2014. However,
report Roth IRA conversion amounts in box 3. Report a
qualified rollover contribution made under section 408A(e)
from an eligible retirement plan (other than an IRA) to a
Roth I1RA in box 2.

Box 11. Check if RMD for 2015

Check the box if the participant must take an RMD for
2015. You are required to check the box for the year in
which the IRA participant reaches age 70% even though
the RMD for that year need not be made untit April 1 of the
following year. Then check the box for each subsequent
year an RMD is required to be made.

Boxes 12a and 12b are provided for your use to
report RMD dates and amounts to participants.
oy You may choose to complete these boxes, or
continue to provide a separate Form 5498, or a separate
statement, to report the information required by
Alternative one or Alternative two, earfier. To determine
the BMD, see the regulations under sections 401(a)(9)
and 408(a)(6) and (b)(3).

Box 12a. RMD Date

Enter the RMD date if you are using Form 5498 to report
the additional information. See page 18.

Box 12b. RMD Amount

Enter the RMD amount if you are using Form 5498 to
report the additional information under Affernative one.
See page 18.
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Box 13a. Postponed Contribution

Report the amount of any postponed contribution made in
2014 for a prior year. If contributions were made for more
than 1 prior year, each pricr year's postponed contribution
must be reported on a separate form.

Box 13b. Year
Enter the year for which the postponed contribution in
box 13a was made.

Box 13c. Code

Enter the reason the participant made the postponed
contribution.

* For participants' service in a combat zone, hazardous
duty area, or direct support area, enter the appropriate
executive order or public law as defined under Special
reporting for U.S. Armed Forces in designated combat
zones, earlier.

* For participants who are “affected taxpayers,” as
described in an IRS News Release relating to a federally
designated disaster area, enter FD.

Box 14a. Repayments

Enter the amount of any repayment of a qualified reservist
distribution or of a designated disaster distribution (for
example, a qualified disaster recovery assistance
distribution).

Box 14b. Code

Enter QR for the repayment of a qualified reservist
distribution, or DD for repayment of a federally designated
disaster distribution.

Box 15a. FMV of Certain Specified Assets

Enter the FMV of the investments in the IRA that are
specified in the categories identified below.

Box 15b. Code(s)

Enter the code forthe type(s) of investments held in the
IRA for which the FMV is reported in Box 15a. A maximum
of two codes can be entered in box 15b. If more than two
codes apply, enter code H.

® A — Stock orother ownership interest in a corporation
that is not readily tradable on an established securities
market.

* B — Short or long-term debt obligation that is not
traded on an established securities market.

® C — Ownership interest in a limited liability company or
similar entity (Unless the interest is traded on an
established securities market).

¢ D — Real estate.

* E— Ownership interestin a partnership, trust, or
similar entity (unless the interest is traded on an
established securities market).

* F-— Option contract or similar product that is not
offered for trade on an established option exchange.

* G — Other asset that does not have a readily available
FMV.

* H - More thantwo types of assets (listed in A through
G) are held in this IRA.
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Introduction

o Qur presentation will focus on recent
developments in alternative investment
documents that make it difficult for investors to
parse through potentially undesirable terms

o We are not trying to discuss all alternative
investment document issues
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Consents

u Deemed consent if no response (negative
consent) :
" Failure to respond within the specified time
period will be a vote in favor of and consent
to the proposed amendment
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Consents

o Short timelines applied to negative consent

= | imited Partners may not have sufficient
time to review, receive any required advice
or recommendation from a consultant and
respond to a request for consent

» Consent or amendment requests are often

sent before holidays and popular vacation
times, leaving even less time for review and

response
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Consents

o Counting only thoée who vote

" Excludes commitments of those Limited
Partners who do not participate in a vote
- Included in definition of “Majority in

Interest,” which can drastically affect a
vote
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Consents

o General Partner and affiliates not excluded
from the voting pool

» General Partner and affiliate votes not
excluded at all

= General Partner and affiliate votes excluded
selectively but may vote on critical issues
where it is not appropriate (such as removali
of the General Partner)
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Voting

o Limited Partner v. Limited Pariner Advisory
Committee

= Commitment size of Limited Partner
Total commitments of Partnership
Percentage of vote

Override provisions

Membership of LPAC
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Amendment

o -Amendments to key economic terms
= Permitted by general amendment standard

= \Without requirement of obtaining the
consent of affected Limited Partners
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Amendment

o Increasingly broad amendments permitted
without Limited Partner consent

"No consent required as long as amendment
does not materially adversely affect the
interests of the Limited Partners as a whole

®No consent required as long as amendment
addresses change in applicable law,
regulation or accounting practice

=No consent required for amendments
negotiated with Limited Partners in
subsequent closings
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Amendment

a Amendments permitted so long as do not
disproportionately alter or affect the rights of a
Limited Partner (including economic rights)
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Buried Substantive Provisions in
Subscription Documents

o Broad and continuing representation on
accuracy of information

® All information that the Investor has provided
is true, correct and complete as of each date
that the Investor is required to make a capital
contribution or receives a distribution
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Buried Substantive Provisions in
Subscription Documents

o Broad representation regarding applicability of
laws to the Partnership
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Buried Substantive Provisions in
Subscription Documents

" |f Subscriber is an “employee benefit plan” as
defined in Section 3(3) of ERISA that is not
subject to either Title | of ERISA or Section
4975 of the Code (including a govemmental
plan or foreign plan), the Subscriber represents
and warrants that neither the Partnership nor
any person who manages the assets of the
Partnership will be subject to any laws, rules or
regulations applicable to such Subscriber solely
as a resulf of the investment in the Partnership
by such Subscriber
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Buried Substantive Provisions in
Subscription Documents

= |f the investment in the Interestis being
made on behalf of a plan established and
maintained by any U.S. state, its political
subdivisions, or any agency or instrumen-
tality of such a state or its political sub-
divisions, for the benefit of its employees,
there is no provision in the instruments
governing such plan or any U.S. federal,
state or local or non-U.S. law, rule,
regulation, or constitutional provision
applicable to the plan that could in any
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Buried Substantive Provisions in
Subscription Documents

respect affect the operation of the
Partnership by the General Partner or
prohibit any action contemplated by the
operational documents and related
disclosure of the Partnership, including,
without limitation, the investments that may
be made pursuant to the Partnership’s
investment strategies, the concentration of
investments for the Partnership and the
payment by the plan of incentive or other
fees
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Buried Substantive Provisions in
Subscription Documents

= Breadth of the representation could be read
to include securities laws or any state law
applicable to any investor, not just a public
pension plan
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Buried Substantive Provisions in
Subscription Documents

o Broad representation regarding applicability of
registration or filing requirements

= Each Limited Partner represents and
warrants that there are no governmental
orders, consents, or authorizations that are
required to be obtained, and no registrations
or other filings are required to be made in
connection with the Investor’s status as a
Limited Partner
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Buried Substantive Provisions in
Subscription Documents

o Broad power of attorney

® Any misstatement or breach of any of the
representations, warranties,
acknowledgements and confirmations by a
Limited Partner in the Subscription
Agreement may entitle the General Partner
to transfer such Limited Partner's
commitment
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Buried Substantive Provisions in
Subscription Documents

o Confidentiality provisions that vary from the
Partnership Agreement
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Buried Substantive Provisions in
Partnership Agreements

a Waivers or limitations of fiduciary duties
hidden in unusual places

= included in section regarding management
and control of the Partnership: Actions
taken by the General Partner are considered
binding and conclusive and are not subject
to question or review by Limited Partners in
any suit or proceeding, with limited
exception
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Buried Substantive Provisions in
Partnership Agreements

" |ncluded in key man, removal, conflicts and
amendment sections of a Partnership
Agreement: Actions taken by a General
Partner pursuant to such sections will not
constitute a breach of any duty owed by the
General Partner
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Buried Substantive Provisions in
Partnership Agreements

o Default to sole and absolute discretion
" Every power vested in the General Partner
will be construed as a power to act in its sole
and absolute discretion
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Buried Substantive Provisions in
Other Documents

o Examples of provisions found in subscription
documents and private placement
memoranda but not in the Partnership
Agreement (where they would typically be):

®Waiver of right to trial by jury
® Consent to jurisdiction and venue
=Broader power of attorney
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LPAC it oo adwsses comat.”

Buried Substantive Provisions in
Other Documents

o Waiver of conflicts

" By acquiring an interest in the Partnership, a
Limited Partner will be deemed to have
acknowledged the existence of any conflicts
of interest and to have waived any claim with
respect to such conflict of interest
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Early Closing Discounts

o Early closing discounts

" Enticing Limited Partners with reduced
management fee if participate in first close

" Pressures agreement on business terms or
risk losing the discount

= Provides General Partners a benefit to
publicize large first close and resist changes
from subsequent closing partners
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Expenses

o More expenses explicitly included in
Partnership Expenses

® Travel expenses “including, where
appropriate, the chartering of private aircraft’

B Research expenses

_ Expenses incurred in obtaining systems,
research and other information utilized for
portfolio management purposes
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Expenses

" Costs and expenses associated with
outsourcing of certain services to affiliated
and unaffiliated service providers

= internal legal costs
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Deal Fees and Fee Sharing

a Deal Fees and Fee Sharing
= SEC issues

" Types of fees shared should be broadly
defined

= Recipients of fees
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Offsets to Management Fee

a End of Partnership
® Distribution of excess fees should be to fee-

oy
8 Distribution through watin:y '
" Carry over to succes}or related

partnerships
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Recycling and Termination of Commitment
Period

o Recycling
= Returned capital or all proceeds
= Unrestrained by termination of commitment
period
aUnrestrained after cause event or key
person event

® Failure to clearly define termination of
commitment period
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Side Letters

o Carve outs expanding (agreements excluded
from a side letter for purposes of the MFN)
"New:

Reporting

Withdrawal rights

- EXxcuse

Regulatory rights

Transfer rights
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Side Letters

=| imited MFN Packets (e.g., General Partner
selects side letter provisions applicable to
Investor's MFN)

o Side Letter provision v. Partnership
Agreement provision
® Enforceability issues
= Other concerns
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Due Diligence Letter in Lieu of Side Letter

o General Partners provide a separate
disclosure letter “in response to the due
diligence inquiry” from a Limited Partner

covering provisions typically included in a side
letter

8 |nterest in co-investment opportunities
" Representations regarding litigation

® |nformation to be provided at the request of
the Limited Partner
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Due Diligence Letter in Lieu of Side Letter

® Confirmations regarding intended
interpretation of Partnership Agreement
provisions

a Questions regarding enforceability
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Opinions

o Previous opinion vs. subsequent fund opinion
®Disclosure by law
= Documents being opined on

= Provide different opinion or no opinion to
some Limited Partners
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Parallel Funds c«uﬁﬁbﬂ W

a Different economic terms may be permitted
(either explicitly or implicitly) for Parallel
Funds
= Different terms may not be disclosed to

Limited Partners as a matter of course
8 Different terms may not be subject to the
MFN
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