
Maintaining IRA 
Compliance



Learning Objectives

Describe auditing procedures and the recommended 
corrections
Recognize and prevent common compliance errors
Identify the penalties associated with the three main 
areas of IRA compliance
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Three Areas of IRA Compliance
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Documents WithholdingReporting



Suggested Auditing Procedures
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Review
• Rules
• Forms
• Operations
• Files

Evaluate Results
• Error patterns
• Root causes

Address Problems
• Training
• Procedure updates
• Follow up



Review Files
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CIP information

Opening documents

Amendments

Beneficiary information

IRA transaction documents

Contribution information

Distribution information

Other transaction paperwork



Plan Agreement and Disclosure 
Statement
• No signed document
• No written acknowledgement of receipt

Common 
Errors
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Financial Disclosure
• Required assumptions not used
• Projections do not reflect early 

withdrawal penalties
• Blank financial disclosure provided
• No written acknowledgement of receipt
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Common 
Errors



Amendments
• No evidence of amendment
• Only occasional occurrence
• Limited or non-existent documentation 

from acquired businesses
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Common 
Errors



Problem Solution

No Opening 
Documents

The financial organization may
• ask the individual if he has the signed, original documents, and make 

copies for its files;
• ask the individual to sign new documents to legitimize the IRA from this 

point forward; or
• place a note in the file detailing the circumstances that may account for 

the loss of the documents (e.g., a merger or acquisition).

Missing 
Amendments

The financial organization may want to send a “catch-all” amendment to all 
affected IRA owners.

Corrections
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Penalties

Deficiency Penalty

Failure to provide plan agreement or disclosure statement to 
IRA owners 

$50 for each failure

Failure to provide properly completed financial disclosure to 
IRA owners

$50 for each failure

Failure to provide plan agreement or disclosure statement 
amendment to IRA owners when amendment is required by 
the law or regulation

$50 for each failure
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Maintaining IRA Compliance 
Exercise #1

7-10
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Maintaining IRA Compliance Exercise #1

Bearcats Financial Organization asked you to audit a random sampling 
of IRA files. Assess the forms on pages 8-10 or slides 13-15 and 
determine whether they are compliant.
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Maintaining IRA Compliance Exercise #1

Application
Compliant?
No

Why or why not?
The application is not signed by the trustee.
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Maintaining IRA Compliance Exercise #1

Financial Disclosure
Compliant?
Yes, so long as the financial organization doesn’t charge additional 
transaction fees.

Why or why not?
The financial disclosure shows projected amounts for the first 5 years 
of investment and ages 60, 65, and 70 based on the appropriate 
assumptions.
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Withholding
• Failure to provide notice
• Failure to withhold correct amount
• Failure to report and remit withholding 

to the IRS

Common 
Errors
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Problem Solution

Missing Evidence of 
Withholding Notice 
and Election

No remedial action is available if withholding notices 
and elections are absent. 

Financial organizations should make sure current 
operations include correct withholding procedures.

Corrections
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Penalties

Deficiency Penalty

Failure to give notice to recipients of their right to 
waive federal withholding on IRA distributions

$10 for each failure

Failure to withhold federal income tax required 
to be withheld on IRA distributions

Financial organization 
liable for the payment of 
the tax required to be 
withheld

Failure to keep records necessary to report 
withholding to the IRS

$50 for each account 
for which proper records 
were not kept
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Maintaining IRA Compliance 
Exercise #2

13-16
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Maintaining IRA Compliance Exercise #2

Assess the Withdrawal Authorization form and Form 1099-R on 
pages 14-16 or slides 23-25 and determine whether the transaction 
and reporting were properly completed.

22



23



24



25



Maintaining IRA Compliance Exercise #2

Withdrawal Authorization
Compliant?
No

Why or why not?
The withholding amount is under 10%.
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Maintaining IRA Compliance Exercise #2

Form 1099-R
Compliant?
No

Why or why not?
It shows $5,000.00 in boxes 1 and 2a – it should show $5,500.00.
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Reporting
• Lack of documentation to support 

transactions
• Form 5498 incorrectly completed
• Form 1099-R incorrectly completed

Common 
Errors

28



Reporting
• FMV or RMD statement does not 

contain required language
• Reporting corrections are not 

completed correctly

Common 
Errors
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Corrections

Problem Solution

Incorrect 
Reporting Forms

The examiner may find that some IRS reporting forms do not accurately 
reflect the IRA transactions that took place.
According to the Instructions for Forms 1099-R and 5498, corrections to 
reporting forms should be made as soon as possible following the 
discovery of the error.
• 250 or more corrections of any Forms 5498 or 1099-R – send

corrections electronically. Limit applies separately to each form. IRS 
proposed regulations would aggregate this total for returns filed after 
December 31, 2018.

• Financial organizations must use Form 1096 to transmit paper 
corrections. 
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Penalties

Deficiency Penalty

Failure to timely file Forms 5498 with IRS or IRA owner $50 per return, no maximum

Failure to timely file Forms 1099-R with IRS or 
IRA owner

Tiered penalty structure 
($50, $100, or $270 per return)

Failure to provide FMV statements to IRA owners $50 for each failure

Failure to provide account statements to IRA owners $50 for each failure

Failure to provide RMD statements to IRA owners Unspecified

31



Maintaining IRA Compliance 
Exercise #3

21-29
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Maintaining IRA Compliance Exercise #3

Assess the file for Johnny Reach on pages 22-24 or slides 34-36.
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34

Updated form so all 
years are 2018 – DS 



35



36



Maintaining IRA Compliance Exercise #3

File
Compliant?
No

Why or why not?
The file contains no opening documents.
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Maintaining IRA Compliance Exercise #3

Assess the forms for Hank Brackett on pages 25-29 or slides 39-43.
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Maintaining IRA Compliance Exercise #3

Roth IRA Application
Compliant?
No

Why or why not?
The application is not signed by the custodian.
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Maintaining IRA Compliance Exercise #3

Roth IRA Transfer Request
Compliant?
No

Why or why not?
Though an IRA Transfer Request form is not required by the IRS, 
Ascensus recommends completing and retaining a transfer request 
signed by the accepting trustee or custodian and the IRA owner.
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Maintaining IRA Compliance Exercise #3

Form 5498
Compliant?
Yes

Why or why not?
Form 5498 shows the FMV and does not show the transfer as a 
reportable transaction.
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Record Retention
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Sources vary on 
length of time

Electronic media 
becoming more 

common

Federal and state law 
requirements apply



Penalties

Deficiency Penalty

Failure to properly retain records –
negligence

Secretary of Treasury may assess 
a civil penalty

Failure to properly retain records –
willful violation

Imprisoned for a year or fined
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IRA Master Files

Current Forms File Opening documents
Ancillary forms

Amendment File
Amendment
Cover letter (dated)
Mailing list

Withholding File
Withholding elections
Mailing list
Dates of mailings

General 
Correspondence 
File

Correspondence to IRA owners
Mailing list
Dates of mailings

CIP File Documents from IRA owner
Date of receipt
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Ascensus Support 

Let our experts review your IRA program with our on-site Compliance 
Review. 

Visit Stacy at the Q&A session for more answers to your compliance 
questions.
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Questions?



Thank you for attending

We Appreciate Your Opinion
Please complete the electronic course survey for this course located on the Ascend 2019 mobile app.
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