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Caution: As this publication was being prepared for
print, Congress was considering tax law changes to the
rules on IRAs that would affect your 1996 tax return for
next year. These changes include:

* Spousal IRA provisions,

* New IRA-type accounts for nondeductible contribu-
tions that provide more favorable  withdrawal provi-
sions, and

* New IRA-type employer plans.

See Publication 553, Highlights of 1995 Tax Changes,
for further developments. Information on these changes
will also be available electronically through our bulletin
board or via the Internet (see page 34 of the Form 1040
Instructions).

Important Reminders

Interest earned. Although interest earned from your
IRA is generally not taxed in the year earned, it is not
tax-exempt interest. Do not report it on your return as
tax-exempt interest.

Penalty for failure to file Form 8606. If you make non-
deductible IRA contributions and you do not file Form
8606, Nondeductible IRAs (Contributions, Distributions,
and Basis), with your tax return, you may have to pay a
$50 penalty.

Introduction

This publication begins with a general overview of the
IRA rules and then explains them in greater detail. The
rules are for setting up an IRA, contributing to it, transfer-
ring money or property to and from it, and making with-
drawals from it. Penalties for breaking the rules are also
explained. Worksheets, sample forms, and tables, listed
under Appendices in the contents, are included to help
you comply with the rules. These appendices are at the
back of this publication.

Related publications and forms. This publication re-
fers to publications and forms that you may need. The
following list of such useful items does not include
Forms 1040, 1040A, or 1040EZ.
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Useful Items
You may want to see:

Publications
[1560 Retirement Plans for the Self-Employed

[1571 Tax-Sheltered Annuity Programs for
Employees of Public Schools and Certain Tax-
Exempt Organizations

[1575 Pension and Annuity Income (Including
Simplified General Rule)

[1939 Pension General Rule (Nonsimplified Method)

Forms (and instructions)

1 W-4P Withholding Certificate for Pension or
Annuity Payments

[11099-R Distributions From Pensions, Annuities,
Retirement or Profit-Sharing Plans, IRAs,
Insurance Contracts, etc.

[[15305-SEP Simplified Employee Pension -
Individual Retirement Accounts Contribution
Agreement

[15305A-SEP Salary Reduction and Other Elective
Simplified Employee Pension—Individual
Retirement Accounts Contribution Agreement

[[15329 Additional Taxes Attributable to Qualified
Retirement Plans (Including IRAs), Annuities, and
Modified Endowment Contracts

[15498 Individual Retirement Arrangement
Information

[18606 Nondeductible IRAs (Contributions,
Distributions, and Basis)

[18815 Exclusion of Interest From Series EE U.S.
Savings Bonds Issued After 1989

Ordering free publications and forms. To order other
publications and tax forms, call 1-800-TAX-FORM (829-
3676) or write the IRS Forms Distribution Center for your
area as shown in your tax form’s instructions.

If you have access to a personal computer and a
modem, you can also get many forms and publications
electronically. See How To Get Forms and Publications
in your income tax package for details.

Telephone help for hearing-impaired persons. Ifyou
have access to TDD equipment, you can call 1-800-829-
4059 with your tax questions or to order forms and publi-
cations. See your tax package for the hours of operation.

Asking tax questions. You can call the IRS with your
tax question Monday through Friday during regular busi-
ness hours. Check your telephone book or your tax
package for the local number or you can call 1-800—
829-1040 (1-800-829—-4059 for TDD users).



1.
Overview

This chapter contains a brief overview of the rules
that apply to IRAs. You will find detailed coverage of the
rules in the chapters that follow.

An individual retirement arrangement (IRA) is a per-
sonal savings plan that offers you tax advantages to set
aside money for your retirement. That means that you
may be able to deduct your contributions to your IRA in
whole or in part, depending on your circumstances, and
that, generally, amounts in your IRA, including earnings
and gains, are not taxed until distributed to you.

You can set up an IRA with several types of organiza-
tions. Most banks and similar savings institutions, mutual
funds, stock brokerage firms, and insurance companies
offer IRAs that meet Internal Revenue Code (IRC) re-
quirements. By the date one of them sets up an IRA for
you, it must give you an IRA disclosure statement. How-
ever, if the statement is given to you less than 7 days
before the earlier of the date you set up your IRA or the
date you purchase your IRA, if different, you can revoke
your IRA during a period ending not less than 7 days af-
ter the earlier date.

Who Can Set Up an IRA?

You can set up an IRA if you have taxable compensation
during the year and have not reached age 70Y: by the
end of the year. Compensation includes wages, salaries,
tips, commissions, fees, bonuses, and taxable alimony
and separate maintenance payments.

You may also be able to set up an IRA for your
spouse.

How Can an IRA Be Set Up?

You can use the following types of IRAs:

Individual Retirement Account. You set this up with
any financial institution that satisfies the requirements of
the Internal Revenue Code.

Individual Retirement Annuity. You set this up by
purchasing a special annuity contract from a life insur-
ance company.

Employer and Employee Association Trust Account.
Your employer, labor union, or other employee associa-
tion can set up an individual retirement account for you.

Simplified Employee Pension (SEP). Under a SEP
plan, your employer can set up an individual retirement

account (called a SEP-IRA) for you that generally lets
your employer contribute to it each year and deduct up
to 15% of your compensation or $30,000, whichever is
less. A self-employed person is treated as an employee
for this purpose.

How Much Can | Contribute to an
IRA?

You can contribute up to $2000 or 100% of your taxable
compensation, whichever is less, to your IRA each year.
Your contributions may or may not be fully deductible.
Whether your contributions are deductible or nonde-
ductible, you must have received taxable compensation
to make contributions to an IRA.

How Much Can | Deduct?

The amount of your deduction depends on whether or
not you or your spouse are covered by a retirement plan
at work. If you are covered (or considered covered), your
deduction amount also depends on your filing status,
and how much income you have. The Can You Take an
IRA Deduction? chart, in Chapter 4 of this publication,
shows whether you can take a full deduction, a partial
deduction, or no deduction. To figure a partial deduction,
see the worksheets provided in Chapter 4.

Nondeductible IRA contributions. Even if you cannot
take a full deduction, you can still contribute up to $2,000
or 100% of your taxable compensation, whichever is
less. The contributions that are not deductible are called
“nondeductible contributions.” When you make these,
you must attach Form 8606 to your tax return. For more
information, see Nondeductible Contributions in Chapter
4.

Can | Transfer (Roll Over)
Retirement Plan Assets?

If you want to move your IRA assets into another IRA,
you can. If you receive an eligible rollover distribution
from an employer’s qualified retirement plan that you
want to roll over (transfer) into your IRA, you can do that
too. You can also roll over IRA assets into another em-
ployer’s qualified plan, if all the assets transferred to the
IRA came from an employer’s qualified plan. However,
there are special rules that you must follow to avoid pay-
ing tax on such transfers.

When Can | Withdraw or Use the
Assets in My IRA?

Generally, you can withdraw money or property from
your IRA, without additional tax, only after you reach age
59%.. You must start withdrawing your IRA assets by
April 1 of the year after the year in which you reach age
707, regardless of whether you have retired.

Chapter1 OVERVIEW Page 3



What Acts Result in Penalties?
You may have to pay additional taxes or penalties if you:

+ Contribute too much to your IRA (excess
contribution),

* Get money or property from your IRA before you
reach age 59%- (early withdrawal),

* Get too much money or property from your IRA (ex-
cess distribution),

* Do not receive distributions from your IRA soon
enough and in the amounts required (excess
accumulation),

» Use your IRA in a way that is not allowed (prohibited
transaction), or

+ Fail to file Form 8606 or overstate nondeductible con-
tributions on it.

2.

Who Can Set Up an
IRA?

You can set up and make contributions to an IRA if
you received taxable compensation (defined later) dur-
ing the year and have not reached age 7072 by the end of
the year.

Your IRA. You can have an IRA whether or not you are
an active participant in (covered by) any other retirement
plan. However, you may not be able to deduct all of your
contributions if you or your spouse are covered by an
employer retirement plan. See Who is Covered by an
Employer Plan?in Chapter 4.

IRA for your spouse. You may be eligible to set up and
contribute to an IRA for your spouse, whether or not he
or she received compensation. This is called a spousal
IRA and is generally set up for a nonworking spouse.
See Contribution Limits in Chapter 4.

You can use an individual retirement account or annu-
ity, discussed in Chapter 3, to set up a spousal IRA.

You cannot set up one IRA that you and your spouse
own jointly. You and your spouse must use separate
IRAs. If you already have an IRA, you can keep that IRA
and set up another for your spouse.

You cannot roll over (see Rollovers in Chapter 5) as-
sets from your account to your spouse’s account. How-
ever, each spouse may be named as beneficiary and re-
ceive the other spouse’s IRA when that spouse dies.

Eligibility requirements. To contribute to a spousal
IRA:
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You must be married at the end of the tax year,

Your spouse must be under age 70Y: at the end of
the tax year,

You must file a joint return for the tax year,

You must have taxable compensation for the year,
and

Your spouse must either have no compensation or
choose to be treated as having no compensation
for the tax year.

The choice to be treated as having no compensation is
made by identifying the spousal IRA contribution on the
joint return for the year.

What Is Compensation?

As stated earlier, to set up and contribute to an IRA, you
must have received taxable compensation. This rule ap-
plies whether your contributions are deductible or non-
deductible. Generally, what you earn from working is
compensation.

What Income Is Compensation?
Compensation includes:

Wages, salaries, etc. Wages, salaries, tips, profes-
sional fees, bonuses, and other amounts you receive for
providing personal services are compensation. Alterna-
tively, the IRS treats as compensation any amount prop-
erly shown in box 1 of Form W-2, provided that amount is
reduced by any amount properly shown in box 11 (non-
qualified plans).

Commissions. An amount you receive that is a percent-
age of profits or sales price is compensation.

Self-employment income. If you are self-employed (a
sole proprietor or a partner), compensation is your net
earnings from your trade or business (provided your per-
sonal services are a material income-producing factor),
reduced by your deduction for contributions on your be-
half to retirement plans and the deduction allowed for
one-half of your self-employment taxes.

If you invest in a partnership and do not provide ser-
vices that are a material income-producing factor, your
share of partnership income is not compensation.

Compensation also includes earnings from self-em-
ployment that are not subject to self-employment tax be-
cause of your religious beliefs. See Publication 533, Self-
Employment Tax, for more information.

When you have both self-employment income and
salaries and wages, your compensation is the sum of the
amounts.

Self-employment loss. If you have a net loss from
self-employment, do not subtract the loss from salaries



or wages you receive when figuring your total
compensation.

Alimony and separate maintenance. All taxable ali-
mony and separate maintenance payments you receive
under a decree of divorce or separate maintenance are
treated as compensation.

What Income Is Not Compensation?
Compensation does notinclude:

» Earnings and profits from property, such as rental in-
come, interest income, and dividend income,

* Pension or annuity income,

» Any deferred compensation received (compensation
payments postponed from a past year),

» Foreign earned income and/or housing cost amounts
that are excluded from income, or

» Any other amounts that are excluded from income.

3.

When and How Can an
IRA Be Set Up?

You can set up an IRA at any time during a year. How-
ever, the time for making contributions for a year is lim-
ited. See When to Contribute in Chapter 4.

You can set up different kinds of IRAs with a variety of
organizations. You can set up an IRA at a bank or other
financial institution or with a mutual fund or life insurance
company. You can also set up an IRA through your
stockbroker. Any IRA must meet Internal Revenue Code
requirements. The requirements for the various arrange-
ments are discussed below.

Kinds of IRAS

Your IRA can be an individual retirement account or an-
nuity. It can be part of either a simplified employee pen-
sion (SEP) of your employer or part of an employer or
employee association trust account.

Individual Retirement Account

An individual retirement account is a trust or custodial
account set up in the United States for your exclusive
benefit or for the benefit of your beneficiaries. The ac-
count is created by a written document. The document

must show that the account meets all of the following
requirements:

1) The trustee or custodian must be a bank, a federally
insured credit union, a savings and loan associa-
tion, or an entity approved by the IRS to act as trus-
tee or custodian.

2) The trustee or custodian generally cannot accept
contributions of more than $2,000 a year. However,
rollover contributions and employer contributions to
a simplified employee pension (SEP), as explained
in Chapter 8, can be more than $2,000.

3) Your contributions must be in cash, except that roll-
over contributions can be property other than cash.
See Rollovers in Chapter 5.

4) The amount in your account must be fully vested
(you must have a nonforfeitable right to the amount)
at all times.

5) Money in your account cannot be used to buy a life
insurance policy.

6) Assets in your account cannot be combined with
other property, except in a common trust fund or
common investment fund.

7) You must start receiving distributions from your ac-
count by April 1 of the year following the year in
which you reach age 70%.. For detailed information
on distributions from your IRA, see the discussion in
Chapter 6 under Required Distributions.

Individual Retirement Annuity

You can set up an individual retirement annuity by
purchasing an annuity contract or an endowment con-
tract from a life insurance company.

An individual retirement annuity must be issued in
your name as the owner, and either you or your benefi-
ciaries who survive you are the only ones who can re-
ceive the benefits or payments.

An individual retirement annuity must meet the follow-
ing requirements:

1) Your entire interest in the contract must be
nonforfeitable.

2) It must provide that you cannot transfer any portion
of it to any person other than the issuer.

3) It must have flexible premiums so that if your com-
pensation changes, your payment may also
change. This provision applies to contracts issued
after November 6, 1978.

4) It must provide that you cannot contribute more
than $2,000 in any year, and that you must use any
refunded premiums to pay for future premiums or to
buy more benefits before the end of the calendar
year after the year you receive the refund.

5) It must begin distributions by April 1 of the year fol-
lowing the year in which you reach age 70Y2. See
Required Distributions in Chapter 6.

Chapter3 WHEN AND HOW CAN AN IRA BE SET UP? Page 5



Individual Retirement Bonds

The sale of individual retirement bonds issued by the
federal government was suspended after April 30, 1982.
The bonds have these features:

1) You are paid interest on them only when you cash
them in.

2) You are not paid any further interest after you reach
age 707.. If you die, interest will stop 5 years after
your death, or on the date you would have reached
age 707, whichever is earlier.

3) You may not transfer the bonds.

4) You may not sell, discount, or use the bonds as col-
lateral or security.

If you cash (redeem) the bonds before the year in which
you reach age 59%., you may be subject to a 10% pen-
alty. See Premature Distributions, in Chapter 7. You can
roll over redemption proceeds into IRAs.

Employer and Employee
Association Trust Accounts

Your employer, labor union, or other employee associa-
tion can set up a trust to provide individual retirement ac-
counts for its employees or members. The rules for indi-
vidual retirement accounts apply to these employer or
union-established IRAs.

Simplified Employee Pension
(SEP)

A simplified employee pension (SEP) is a written ar-
rangement that allows your employer to make deducti-
ble contributions to an IRA (a SEP-IRA) set up for you to
receive such contributions. See Chapter 8, Simplified
Employee Pension (SEP)for more information.

Inherited IRAS

If you, as beneficiary, inherit an IRA, that IRA becomes
subject to special rules. An IRA you inherit from an
owner who died after October 22, 1986, will be included
in the estate of the decedent and, unless you are the de-
cedent’s surviving spouse, you cannot treat it as your
own. This means that, unless you are the surviving
spouse, you cannot make contributions (including roll-
over contributions) to the IRA and you cannot roll it over.
But, like the original owner, you generally will not owe tax
on the assets in the IRA until you receive distributions
from it.

If you are a surviving spouse, you can elect to treat an
IRA inherited from your spouse as your own. You will be
treated as having made this election if you:

* Make contributions (including rollover contributions)
to the inherited IRA, or

* Do not make required distributions from it.
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For more information, see the discussions of inherited
IRAs in Chapters 5 and 6 and the discussion of distribu-
tions to beneficiaries in Chapter 6.

Required Disclosures

The trustee or issuer (sometimes called the sponsor) of
the IRA you choose generally must give you a disclosure
statement about your arrangement at least 7 days
before you set up your IRA. However, the sponsor can
give you the statement by the date you set up (or
purchase, if earlier) your IRA, if you are given at least 7
days from that date to revoke the IRA. If you revoke your
IRA within the revocation period, the sponsor must re-
turn to you the entire amount you paid. The sponsor
must report on the appropriate IRS forms both your con-
tribution to the IRA (unless by a trustee-to-trustee trans-
fer) and the distribution to you upon your revocation of
the IRA. These requirements apply to all sponsors.

Generally, the sponsor is the bank that is the trustee
of the account or the insurance company that issued the
annuity contract.

Disclosure statement. The disclosure statement given
to you by the plan sponsor must contain plain-language
explanations of certain items. For example, the state-
ment should provide information on when and how you
can revoke the IRA, including the name, address, and
telephone number of the person to receive the notice of
cancellation. This explanation must appear at the begin-
ning of the disclosure statement.

4.

How Much Can |
Contribute and
Deduct?

As soon as your IRA is set up, you can make contribu-
tions (put money in) to it through your chosen sponsor
(trustee or other administrator). Contributions must be
in the form of money (cash, check or money order).
You cannot contribute property. However, you may be
able to transfer or roll over certain property from one ac-
count to another. See the discussion of rollovers and
other transfers in Chapter 5.

You can make contributions to your IRA each year
that you qualify. To qualify to make contributions, you
must have compensation (as discussed in Chapter 2)
and have not reached age 70%2 during the year. For any

Chapter4 HOW MUCH CAN | CONTRIBUTE AND DEDUCT?



year in which you do not work, you cannot make IRA
contributions unless you receive alimony. Even if you
do not qualify to make contributions for the current
year, the amounts you contributed for years in which you
did qualify can remain in your IRA. You can resume mak-
ing contributions for any years that you qualify.

You can make contributions to a spousal IRA each
year that the spousal IRA requirements are met. See
IRA for your spouse in Chapter 2.

There are limits and other rules that affect the amount
you can contribute and the amount you can deduct. This
chapter discusses those rules.

Contribution Limits

The most that you can contribute for any year to your
IRAis the smaller of the following amounts:

* Your compensation (defined in Chapter 2) that you
must include in income for the year, or

+ $2,000.

Note. This limitis reduced by any contributions to a
501(c)(18) plan (generally, a plan created before June
25, 1959, that is funded entirely by employee
contributions).

This is the most you can contribute regardless of
whether your contributions are to one or more IRAs or
whether all or part of your contributions are nondeduct-
ible (see Nondeductible Contributions, later).

Examples. Betty, who is single, earns $24,000 in
1995. Her IRA contributions for 1995 are limited to
$2,000.

John, a college student working part time, earns
$1,500 in 1995. His IRA contributions for 1995 are lim-
ited to $1,500, the amount of his compensation.

Spousal IRA. The total combined contributions you can
make each year to your IRA and a spousal IRA (dis-
cussed earlier) is the smaller of:

* $2,250 or
* Your taxable compensation for the year.

Note. This limitis reduced by any contributions to a
501(c)(18) plan (generally, a plan created before June
25, 1959, that is funded entirely by employee
contributions)

You can divide your IRA contributions between your
IRA and the spousal IRA in any way you choose, as long
as you do not contribute more than $2,000 to either IRA.
See the examples in the next discussion.

Spouse has compensation during the year. If your
spouse also has taxable compensation during the year
and each of you is under age 70Y: at the end of the year,
you and your spouse can each have regular IRAs. You
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each may contribute up to the $2,000 limit, unless your
taxable compensation (or your spouse’s) is less than
$2,000.

However, either you or your spouse can choose to be
treated as having no compensation and use the rules for
spousal IRAs. Generally, if one spouse has compensa-
tion of less than $250 for the year, a spousal IRA is more
advantageous than a regular IRA.

Example 1. Bill and Linda file a joint return for 1995.
Bill earned $27,000 and Linda earned $190 that year.
Linda chose to be treated as having no compensation.
Bill set up a spousal IRA for her. Because he contributed
$1,800 to his IRA, the most he can contribute to the
spousal IRA is $450 ($2,250 minus $1,800).

Example 2. Assume the same facts as in Example 1
except Bill's contribution to the spousal IRA is $2,000
(the limit for either IRA). The most he can contribute to
his own IRA is $250 ($2,250 minus $2,000).

Spouse under age 70Y2. You cannot make contribu-
tions to your IRA for the year you reach age 70Y2 or any
later year. However, for any year you have compensa-
tion, you can continue to make contributions of up to
$2,000 to a spousal IRA until the year your spouse
reaches age 70Y-.

Contributions not required. You do not have to make
contributions to your IRA or a spousal IRA for every tax
year, even if you can.

Less than maximum contributions. If your contribu-
tions to your IRA for a year were less than the smaller of
100% of your compensation or $2,000, you cannot
contribute more in a later year to make up the differ-
ence. However, you can apply an excess contribution in
one year to a later year if the contributions for that later
year are less than the maximum allowed for that year.
See Excess Contributions in Chapter 7.

Example. Paul earns $30,000 in 1995. Although he
can contribute up to $2,000 for 1995, he contributes only
$1,000. Paul cannot make up the $1,000 ($2,000 —
$1,000) difference between his actual contributions for
1995 and his 1995 limit by contributing $1,000 more than
the limitin 1996 or any later year.

More than one IRA. If you have more than one IRA, the
limit applies to the total contributions made to your IRAs
for the year.

Both spouses have compensation. If both you and
your spouse have compensation, each of you can set up
an IRA. Both of you cannot participate in the same IRA.
The maximum contribution for each of you is figured sep-
arately and depends on how much each of you earns.

Filing status has no effect on the amount of the per-
mitted contribution to an IRA. However, if you or your
spouse is covered by a retirement plan at work, your de-
duction may be reduced or eliminated, depending on
your filing status and income. See Deductible Contribu-
tions, later.
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Example. Sam and Helen are married. They both
work and each has an IRA. Sam earned $1,800 and
Helen earned $28,000 in 1995. Sam can contribute to
his IRA up to $1,800 for the year. Helen can contribute
up to $2,000 to her IRA. Whether they file a joint return or
separate returns, the amount they can contribute is the
same.

IRA contributions under community property laws.
Contributions cannot be made to your IRA based on the
earnings of your spouse, unless you have a spousal IRA.
The contributions must be based on your own compen-
sation, even in community property states.

Inherited IRAs. If you inherit an IRA from your spouse,
you can choose to treat it as your own by making contri-
butions to that IRA. See Inherited IRAs in Chapter 3.

If, however, you inherit an IRA from someone who
died after December 31, 1983, and you are not the dece-
dent’s spouse, you cannot contribute to that IRA, be-
cause you cannot treat it as your own. See also Inherited
IRA(s) in Chapter 3, under Rollovers in Chapter 5, and in
Chapter 6.

Annuity or endowment contracts. If you investin an
annuity or endowment contract under an individual re-
tirement annuity, you cannot contribute more than
$2,000 toward its cost for the tax year, including the
cost of life insurance coverage. If you contribute more
than $2,000, the annuity or endowment contract is
disqualified.

Broker’'scommissions. Broker's commissions that you
paid in connection with your IRA are subject to the con-
tribution limit and are not deductible as a miscellane-
ous deduction on Schedule A (Form 1040).

Trustee's fees. Trustee’s administrative fees that are
billed separately and paid by you in connection with your
IRA are deductible. They are deductible (if they are or-
dinary and necessary) as a miscellaneous deduction on
Schedule A (Form 1040). The deduction is subject to the
2% of adjusted gross income limit. These fees are not
subject to the contribution limit.

When to Contribute

You can make contributions to your IRA (or to a spousal
IRA) for a year at any time during the year or by the due
date for filing your return for that year, not including ex-
tensions. For most people, this means that contributions
for 1995 must be made by April 15, 1996.

Designating year for which contribution is made. If
you contribute an amount to your IRA between January
1, 1996, and April 15, 1996, you should tell the sponsor
which year (1995 or 1996) the contribution is for. If you
do not tell the sponsor which year it is for, the sponsor
can assume, for reporting to the IRS, that the contribu-
tion is for 1996, the year the sponsor received it.
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Filing before making your contribution. You can file
your return claiming an IRA contribution before you actu-
ally make the contribution. You must, however, make the
contribution by the due date of your return, not including
extensions.

Deductible Contributions

Generally, you can take a deduction for the contributions
that you are allowed to make to your IRA. However, if
you or your spouse are covered by an employer re-
tirement plan at any time during the year, your allowa-
ble IRA deduction may be less than your allowable con-
tributions. Your allowable deduction may be reduced or
eliminated, depending on the amount of your income
and your filing status, as discussed later under Deduc-
tion Limits. These limits do not affect your allowable con-
tributions (see Nondeductible Contributions, later).

Who is Covered by an Employer
Plan?

The Form W-2, Wage and Tax Statement, you receive
from your employer includes a box to indicate whether or
not you are covered for the year. The form should have a
mark in the “Pension Plan” box if you are covered.

If you are not certain whether you are covered by your
employer’s retirement plan, you should ask your
employer.

Employer Plans

An employer retirement plan is one that an employer
sets up for the benefit of its employees. For purposes of
the IRA deduction rules, an employer retirement plan is
any of the following:

» A qualified (meets Internal Revenue Code require-
ments) pension, profit-sharing, stock bonus, money
purchase pension, etc., plan (including Keogh plans),

A 401(Kk) plan (generally an arrangement included in a
profit-sharing or stock bonus plan that allows you to
choose to take part of your compensation from your
employer in cash or have your employer pay it into the
plan),

A union plan (a qualified stock bonus, pension, or
profit-sharing plan created by a collective bargaining
agreement between employee representatives and
one or more employers),

A qualified annuity plan,

A plan established for its employees by the United
States, a state or political subdivision thereof, or by an
agency or instrumentality of any of the foregoing
(other than an eligible state deferred compensation
plan (section 457 plan)),

A tax-sheltered annuity plan for employees of public
schools and certain tax-exempt organizations (403(b)
plan),
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Table 4.1 Can You Take An IRA Deduction? This chart sums up whether you can take a full deduction, a
partial deduction, or no deduction as discussed in Chapter 4.

$10,000.00 $25,000.01| Full deduction

$25,000.01 $35,000.00| Partial deduction

$35,000.00 $40,000.01| No deduction

$40,000.01 $50,000.00| No deduction

$50,000.00 or over No deduction

Full deduction

Full deduction

Full deduction

Partial deduction

No deduction

No deduction

No deduction
No deduction
No deduction

No deduction

Full deduction

Full deduction

Full deduction

No deduction

Partial deduction

Full
Deduction

If Your If You Are If You Are Not
Modified AGI* | Covered by a Retirement Plan at Work Covered by a Retirement Plan at Work
is: and Your Filing Status is: and Your Filing Status is:
*Single » Married Filing |Married Filing Married Filing | Single * Married Filing |Married Fil-
*Head of Jointly (even |Separately** Jointly (and * Head of Jointly or ing Sepa-
Household if your spouse your spouse is Household | Separately rately (even if
is not covered covered by a (and your your spouse is
by a plan at plan at work) spouseis not [covered by a
work) covered by a plan at
* Qualifying plan at work) work)***
Widow(er) * Qualifying
Widow(er)
At Least ButLess
Than You Can Take YouCanTake |YouCan Take You CanTake |YouCanTake |[YouCanTake |YouCan Take
$0.01 $10,000.00 | Full deduction Full deduction Partial deduction | Full deduction

Full
Deduction

Full
Deduction

*Modified AGI (adjusted gross income) is: (1) for Form 1040A—the amount
on line 14 increased by any excluded series EE bond interest shown on Form
8815, Exclusion of Interest from Series EE U.S. Savings Bonds Issued after
1989, or (2) for Form 1040—the amount on line 31, figured without taking into
account any IRA deduction or any foreign earned income exclusion and for-
eign housing exclusion (deduction), or any series EE bond interest exclusion

**f you did not live with your spouse at any time during the year,
your filing status is considered, for this purpose, as Single (there-
fore your IRA deduction is determined under the “Single” column).
***You are entitled to the full deduction only if you did not live with
your spouse at any time during the year. If you did live with your
spouse during the year, you are, for this purpose, treated as though

from Form 8815.

you are covered by a retirement plan at work (therefore, your IRA
deduction is determined under the “Married Filing Separately” col-
umn in the “If You Are Covered by a Retirement Plan...” section of
the chart).

» A simplified employee pension (SEP) plan, or

* A 501(c)(18) trust (a certain type of tax-exempt trust
created before June 25, 1959, that is funded only by
employee contributions) if you made deductible con-
tributions during the year.

When Are You Covered?

Special rules apply to determine whether you are con-
sidered to be covered by (an active participant in) a plan
for a tax year. These rules differ depending on whether
the plan is a defined contribution or defined benefit plan.
They also differ because of your marital status.

Defined contribution plan. Generally, you are consid-
ered covered by a defined contribution plan if amounts
are contributed or allocated to your account for the plan
year that ends within your tax year.

A defined contribution plan is a plan that provides for
a separate account for each person covered by the plan.
Benefits are based only on amounts contributed to or al-
located to each account. Types of defined contribution
plans include profit-sharing plans, stock bonus plans,
and money purchase pension plans.

Chapter4 HOW MUCH CANICONTRIBUTE AND DEDUCT?

Example. Company A has a money purchase pen-
sion plan. Its plan year is from July 1 to June 30. The plan
provides that contributions must be allocated as of June
30. Bob, an employee, leaves Company A on December
30, 1994. The contribution for the plan year ending on
June 30, 1995, is not made until February 15, 1996
(when Company A files its corporate income tax return).
In this case, Bob is considered covered by the plan for
his 1995 tax year.

Defined benefit plan. If you are eligible (meet minimum
age and years of service requirements) to participate in
your employer’s defined benefit plan for the plan year
that ends within your tax year, you are considered cov-
ered by the plan. This rule applies even if you declined to
be covered by the plan, you did not make a required con-
tribution, or you did not perform the minimum service re-
quired to accrue a benefit for the year.

A defined benefit plan is any plan that is not a defined
contribution plan. Contributions to a defined benefit plan
are based on a computation of what contributions are
necessary to provide definite benefits to plan partici-
pants. Defined benefit plans include pension plans and
annuity plans.
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Example. John, an employee of B, is eligible for cov-
erage under B’s defined benefit plan with a July 1 to
June 30 plan year. John leaves B on December 30,
1994. Since John is eligible for coverage under the plan
for its year ending June 30, 1995, he is considered cov-
ered by the plan for his 1995 tax year.

Nonvested employees. If, for a plan year, an amount is
allocated to your plan account in a defined contribution
plan, or you accrue a benefit in a defined benefit plan,
but you have no vested interest (legal right) in such ac-
count or accrual, you are still covered by such plan as an
active participant.

Marital status. Generally, you are considered covered
by an employer retirement plan if your spouse is covered
by one. To determine whether you are considered cov-
ered by an employer retirement plan for the tax year be-
cause of your spouse’s coverage, you must wait until the
last day of the year. This is because your filing status
(whether you are considered married or single) for the
year depends on your marital status on the last day of
the tax year.

If you were married to two different spouses dur-
ing the same year, you are considered married for the
year, for this purpose, to the spouse to whom you were
married at the end of the year.

If your spouse died during the year, and you file a
joint return as the surviving spouse, coverage by an em-
ployer retirement plan for that year is determined as if
your spouse were still alive.

If you are married filing a joint return. Both you
and your spouse are considered covered by a plan if ei-
ther of you is covered by a plan and you file a joint return.

If you are married filing a separate return and you
are not covered by an employer retirement plan, but your
spouse is, you are considered covered if you and your
spouse lived together at any time during the year.

Federal judges are considered covered by an em-
ployer retirement plan in figuring the IRA deduction.

When Are You Not Covered?

You are not covered by an employer plan if neither you
nor your spouse is covered for any part of the year. You
are also not covered for this purpose in the following
situations.

If you are married filing a separate return and you
are not covered by an employer retirement plan, you can
be considered not covered, even if your spouse is cov-
ered by a plan. This rule applies only if you and your
spouse did not live together at any time during the year.

Coverage under social security or railroad retire-
ment (Tier | and Tier 1) does not count as coverage
under an employer retirement plan in figuring the IRA de-
duction.
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If you receive retirement benefits from a previous
employer’s plan and you are not covered (or consid-
ered covered because of your spouse) under another
employer plan, you are not considered covered by a
plan.

Reservists and volunteer fire fighters. Certain mem-
bers of the reserve units of the Armed Forces (in gen-
eral, those members who did not serve more than 90
days during the year) and certain volunteer fire fighters
(in general, those members whose accrued retirement
benefits at the beginning of the year will not exceed
$1800 per year at retirement) are not considered cov-
ered by U.S. or local government retirement plans.

Social Security Recipients

If you receive social security benefits, have taxable com-
pensation, contribute to your IRA, and are covered (or
considered covered) by an employer retirement plan,
complete the worksheets in Appendix B of this publica-
tion. Use these worksheets to figure your IRA deduction
and the taxable portion, if any, of your social security
benefits.

Deduction Limits

As discussed under Deductible Contributions, earlier,
the deduction you can take for contributions made to
your IRA depends on whether you or your spouse is cov-
ered for any part of the year by an employer retirement
plan. But your deduction is also affected by how much
income you have and your filing status, as discussed be-
low under Adjusted Gross Income Limitation.

Full deduction. If neither you nor your spouse is cov-
ered for any part of the year by an employer retirement
plan, you can take a deduction for your total contribu-
tions to one or more IRAs of up to $2,000, or 100% of
compensation, whichever is less. This limit is reduced by
any contributions to a 501(c)(18) plan.

Reduced or no deduction. If either you or your spouse
is covered by an employer retirement plan, you may be
entitled to only a partial (reduced) deduction or no de-
duction at all, depending on your income and your filing
status. Your deduction begins to decrease (phase out)
when your income rises above a certain amount and is
eliminated altogether when it reaches a higher amount.
The amounts vary depending on your filing status.

Adjusted Gross Income Limitation

The effect of income on your deduction, as just de-
scribed, is sometimes called the adjusted gross income
limitation (AGI limit). To compute your reduced IRA de-
duction, you must first determine your modified ad-
justed gross income and your filing status.
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Modified adjusted gross income (modified AGI) is:

* Ifyou file Form 1040 — the amount on the page 1 “ad-
justed gross income” line, but modified (changed) by
figuring it without taking any:

a) IRA deduction,
b) Foreign earned income exclusion,
¢) Foreign housing exclusion or deduction, or

d) Exclusion of series EE bond interest shown on
Form 8815.

* Ifyou file Form 1040A — the amount on the page 1
“adjusted gross income” line, but modified by figuring
it without any IRA deduction, or any exclusion of se-
ries EE bond interest shown on Form 8815.

Note: Do not assume that modified AGI is the same
as your compensation. You will find that your modified
AGI may include income in addition to your taxable com-
pensation such as interest, dividends, and /Income from
IRA distributions, discussed next.

Income from IRA distributions. If you received IRA
distributions in 1995 and your IRA(s) include(s) only de-
ductible contributions, the distributions are fully taxable.

If you made contributions for 1995 that may be non-
deductible contributions (discussed later), depending on
whether your IRA deduction for that year is reduced (see
Deduction phaseout, later), the distributions may be
partly tax-free and partly taxable. In that case, you
must figure the taxable part of the IRA distribution
before you can figure your modified AGI. To do this,
you can use the Worksheet to Figure Taxable Part of
Distribution, under Tax Treatment of Distributions in
Chapter 6.

Filing status. Your filing status depends primarily on
your marital status. For this purpose you need to know if
your filing status is single or head of household, married
filing jointly or qualifying widow(er), or married filing sep-
arately. If you need more information on filing status, see
Publication 501, Exemptions, Standard Deduction, and
Filing Information.

Married filing separate exception. If you did not live
with your spouse at any time during the year and you file
a separate return, your filing status is considered, for this
purpose, as single.

Deduction phaseout. Your IRA deduction is reduced
or eliminated entirely depending on your filing status and
modified AGI as follows:

Chapter4 HOW MUCH CAN | CONTRIBUTE AND DEDUCT?

Your IRA deduction Your
is reduced if your deduction
modified AGI is eliminated
is within the if your
Ifyour filing phaseout range modified AGI
statusis: of: is:
Single, or
Head of

household $25,000.01 —$35,000 $35,000 or more

Married—
joint
return, or
Qualifying

widow(er) $40,000.01-$50,000 $50,000 or more

Married—
separate

return $ 0.01-%10,000 $10,000 or more

How to Figure Your Reduced IRA
Deduction

If you are covered or considered covered by an em-

ployer retirement plan and your modified AGI is within
the phaseout range for your filing status (see above ta-
ble), your IRA deduction must be reduced. You can fig-
ure your reduced IRA deduction for either Form 1040 or
Form 1040A by using the following worksheet. Also, the
instructions for these tax forms include similar

worksheets.

Note: If you were married and both you and your
spouse worked and you both contributed to IRAs, figure
the deduction for each of you separately.

If you were divorced or legally separated (and did not
remarry) before the end of the year, you cannot deduct
any contributions you made to your spouse’s IRA. After
a divorce or legal separation, you can deduct only the
contributions you made to your own IRA and your deduc-
tions are subject to the adjusted gross income limitation
under the rules for single individuals.

Deductible (and nondeductible) IRA contributions
for an IRA other than a spousal IRA. Complete lines 1
through 8 to figure your deductible and nondeductible
IRA contributions for the year.
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Worksheet for Reduced IRA Deduction

(Use only if you are covered, or considered covered, by an
employer plan and your modified AGl is within the phaseout
range that applies.)

And your Enteron
modified AGI line 1
If your filing statusis: is over: below:
Single, or Head
of household $25,000 $35,000
Married—joint return, or
Qualifying widow(er) $40,000 $50,000
Married—separate return $ -0- $10,000

1. Enter the amount from above that applies ........

2. Enter your modified AGI (combined, if married
filing Jointly) ....oooeie

Note: If line 2 is equal to or more than the amount on
line 1, stop here; your IRA contributions are not deducti-
ble; see Nondeductible Contributions, later.

3. Subtract line 2 from 1. (If line 3is $10,000 or
more, stop here; you can take a full IRA
deduction for contributions of up to $2,000 or
100% of your compensation, whichever is less.)

4. Multiply line 3 by 20% (.20). If the resultis not a
multiple of $10, round it to the next highest
multiple of $10. (For example, $611.40 is
rounded to $620.) However, if the result is less
than $200, enter $200 .........cccevviiiiiiieennnn.

5. Enter your compensation. (Do not include your
spouse’s compensation, and, if you file Form
1040, do not reduce your compensation by any
losses from self-employment.) .....................

6. Enter contributions you made, or plan to make,
to your IRA for 1995, but do not enter more than
$2,000. (If contributions are more than $2,000,
see Excess Contributionsin Chapter7.) ..........

7. IRA deduction. Compare lines 4, 5, and 6. Enter
the smallest amount (or a smaller amount if you
choose) here and on the Form 1040 or 1040A
line for your IRA, whichever applies. (If line 6 is
more than line 7 and you want to make a
nondeductible contribution, gotoline 8.) .........

8. Nondeductible contribution. Subtract line 7
from line 5 or 6, whichever is smaller. Enter the
result here and on line 1 of your Form 8606. (See
Nondeductible Contributions, later.) ..............

Deductible (and nondeductible) IRA contributions
for a spousal IRA. The deduction phaseout rules that
reduce or eliminate your IRA deduction also apply to a
spousal IRA. If you have a spousal IRA, are covered by
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an employer retirement plan, and your modified AGI is
within the phaseout range, you can take only a reduced
spousal IRA deduction.

Complete lines 9 through 17 to figure deductible and
nondeductible contributions (discussed later) for the
year to a spousal IRA.

9. Enter the smaller of (a) $2,250 or (b) the amount
fromline5 ...

10. Add lines 7 and 8. Enter the total. (If this
amount is equal to or more than line 9, stop
here; you cannot make contributions to a
spousal IRA. Also, see Excess Contributions in
Chapter7,1ater.) ........coooveiiiiiiii i

11. Subtractline 10fromline9 ............ccoevvvnnnn

12. Enter the smallest of (a) IRA contributions for
1995 to your spouse’s IRA; (b) $2,000; or (c) the
amount on line 11. (If contributions are more
than $2,000, see Excess Contributions, later.) ...

13. Multiply line 3 by 22.5% (.225). If the result is not
a multiple of $10, round it to the next highest
multiple of $10. However, if the result is less than
$200, enter $200 ...oiviiiii s

14. Enter the amountfromline7 .......................

15. Subtract line 14 from line 13. Enter the result but
do not enter more than the amount on line 12 ...

16. Spousal IRA deduction. Compare lines 4,5,
and 15. Enter the smallest amount (or a smaller
amount if you choose) here and on your Form
1040 or 1040A. (If line 12 is more than line 16
and you want to make a nondeductible
contribution for your spouse, go to line 17.) ......

17. Spousal IRA nondeductible contributions.
Subtract line 16 from line 12. Enter the result
here and on line 1 of your spouse’s Form 8606

Reporting Deductible Contributions

You do not have to itemize deductions to claim your de-
duction for IRA contributions. For Form 1040, deduct
your IRA contributions for 1995 on line 23a and, if you
file a joint return, deduct your spouse’s IRA contributions
on line 23b. For Form 1040A, deduct your contributions
on line 15a and, if you file a joint return, deduct your
spouse’s IRA contributions on line 15b.

You must use Form 1040 instead of Form 1040A if
you owe tax on any early distributions from your IRA, any
excess contributions made to your IRA, or any excess
accumulations in your IRA account. See Chapter 7,
What Acts Result in Penalties?

Form 1040EZ does not provide for IRA deductions.

If you are self-employed (a sole proprietor or partner)
and have a SEP-IRA, take your deduction for allowable
contributions on line 27, Form 1040.
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Form 1040

23 Your \RA deduction (ses page 19) 23
Adjustments oo aets 1A deduction (see page 1 . 230
to Income 24 Moving expenses. Attach Form 3903 or 3803-F . L2

25  One-half of sslf-amployment tax . . . | 25

20 smﬂmmmalmmummmzn 28

27  Keogh & asif-employed SEP plans. if SEP, check » [] | 27

28  Penalty on early withdrawai of aavings . 2

29  Alimony paid. Recipient's SSN P -}

30 Add lines 23a through 29. These areyowrtotal adjustments . . . . . . . > | 30
Adjusted 8t Subtract ling 30 from line 22. This Is your sdjeeted grees iname. If less than 526,673 and a child Ived
Gross Income wilh you {lass than $9.230 If a chixd didr't live with you), 508 “Eamed income Credit™ on page 27 & | 31

Cat. No. 113208

Form 1040 1908

Form 1040A

14 Add lines 7 throug

h 13b tfarng__cnlumn} This is your total income. > 14

15a Your IRA deduction {(see page 35).

15a

b Spouse's IRA deduction (see page 35).

15b

¢ Add lines 15a and 15b. These are your totsl adjustments. 15¢

YVYVSYLIG

16 Subtract line 15¢ from line 14. This is your adjusted gross income.
If less than $26,873 and a child lived with you (less than $9,230 if a child

—

Withholding allowances. To figure the number of addi-
tional withholding allowances on your Form W—-4, Em-
ployee’s Withholding Allowance Certificate, you can
take into account your estimated deductible IRA contri-
butions. For this purpose, however, do not take into ac-
count any of your employer’s regular contributions to
your SEP-IRA, discussed later (They generally are not
included in your income and you cannot deduct them.).
For more information on withholding, see Publication
505, Tax Withholding and Estimated Tax.

Form 5498. You should receive by May 31, 1996, Form
5498 or a similar statement from plan sponsors, showing
all the contributions made to your IRA for 1995.

Nondeductible Contributions

Although your deduction for IRA contributions may be
reduced or eliminated because of the adjusted gross in-
come limitation (See Deductible Contributions, earlier.),
you can still make contributions to your IRA of up to
$2,000 ($2,250 for a regular and a spousal IRA com-
bined) or 100% of compensation, whichever is less. The
difference between your total permitted contributions
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didn't live with you), see “Earned income credit® on page 47, > 16
Cat No. 1132TA :

1995 Form 1040A page 1

and your total deductible contributions, if any, is your
nondeductible contribution.

Example. Sonny Jones is single. In 1995, he is cov-
ered by a retirement plan at work. His salary is $52,312.
His modified adjusted gross income (MAGI) is $55,000.
Sonny makes a $2,000 IRA contribution that year. Be-
cause he is covered by a retirement plan and his MAGI is
above $35,000, he cannot deduct his $2,000 IRA contri-
bution. However, he may choose to either:

1) Designate this contribution as a nondeductible
contribution by reporting it on his tax return, as ex-
plained later under Reporting Nondeductible Contri-
butions, or

2) Withdraw the contribution as explained later under
Tax-Free Withdrawal of Contributions.

As long as your contributions are within the contribu-
tion limits just discussed, none of the earnings on any
contributions (deductible or nondeductible) will be taxed
until they are distributed. See Chapter 6, When Can |
Withdraw or Use Assets From an IRA?

Cost basis. You will have a cost basis in your IRA if you
make nondeductible contributions. Your basis is the
sum of the nondeductible amounts you have contributed
to your IRA less any distributions of those amounts.
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Nondeductible IRAs
{Contributions, Distributions, and Basis)

Form 8606

OMB No. 15451007

19995

Depertment of the Treasury P Plsase see What Reconds Must | Keep? oo page 2. Attacrment

intarngl Revenue Service » Attach to Form 1040, Form 1040A, Form 1040NR, or Form 1040-T, Sequence No. 47

Nama. 3 mamiad, fila a separate Form 6606 for sach apouse who & required to e Form: BB06. Sed inatnictions. Your social sacurity number
Horrw scicress (number and sirest, or P.O, box i mad is not delvemsd to your home) ApL nao.

Fill in Your Address Only
if You Are Filing This

Form by Hself and Not
With Your Tax Retum

City, town or post office, stos, and ZIP code

Contributions, Nontaxable Distributions, and Basls
1 Enter your IRA contributions for 1885 that you choose to be nondeductibie. Include those made dunng
1/1/96-4/15/96 that were for 1995, See instructions . . e e e . .
2 Enter your total IRA basis for 1984 and sarfier ysars. Ses Muclms e e e e
3 Addlinestand 2. . . . . . . . L . . h e e e e e e e e

Did you 4 No § Enter the amount from kne 3 on
any IRA fine 12. Then, stop and read When
clslrlbulians] and Where To File on page 2.
{withdirawals

in 19957 You P Goto line 4.

4  Enter only those contributions included on line 1 that were made during 1/1/96-4/15/98, This amount
will be the same as line 1 if all of your nondeductible contributions for 1985 were made in 1996 by
4/15/95. Sea imatructions

§ Subtract line 4 from line 3

8 Enterthetotal vdueofhu.yowlnﬁsasnf 12.'31!959!usany ututandng
rollovers. Sea instructions

7 Enter the total IRA distributions racsmd dunng 1995 Do not inch.lde
amounts rollsd over before 1/1/98. See instructions |

AddlnesSand 7 . L8 i T 'l

8 Divide kna 5 by line 8 and entsrthe resullaaadscinsl {to at least two
places). Do nat enter mora than “1.00" |

10 Muitiply kne 7 by line 8, This Is the unountofyour nonuxllab dlulnbuliunlior 1995 . ..
11 Subiract Ine 10 from line 5. This is the basia inyour IRA[B) esof 1273195 . . . . . . | .
12 Addlines 4 and 11, This Is vour total IRA basis for 1095 and earlar ysars .

Taxable Distributions for 1995

13 Subtract kne 10 from line 7. Enter the result here and on Form 1040, line 15b; Form 1040A, line 10b;
Form 1040NR, lina 18b; or Form 1040-T, line Sh, whichever spplias .

Lindar pemalties of perjury, | declare thist | have sxamined Ihlafon'n Imb:lng at:nnmpnnying amtachments, and o tha best of my

Sign Hare Oniy If You

2 FIingThliFurm Wm@wnhmmwm

by ltseif and Not With ’ ’
Your Tax Return Your signature Dats

When you withdraw (or receive distributions of) these
amounts, as discussed later in Chapter 6, you can do so
tax-free.

Note. Generally, you cannot withdraw only the
amounts representing your basis. If you have basis in
any of your IRAs, your withdrawals from any of your IRAs
will generally include both taxable and nontaxable
amounts. See Chapter 6 for more information.

Reporting Nondeductible
Contributions

You must report nondeductible contributions, but you do
not have to designate a contribution as nondeductible
until you file your tax return. When you file, you can even
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designate otherwise deductible contributions as
nondeductible.

To designate contributions as nondeductible,
you must file Form 8606, Nondeductible IRAs (Contribu-
tions, Distributions, and Basis). (See the filled-in Forms
8606, in Appendix D.) You must file Form 8606 to report
nondeductible contributions even if you do not have to
file a tax return for the year.

File Form 8606 if:

* You made nondeductible contributions to your IRA for
1995, or

* You received IRA distributions in 1995 and you have
ever made nondeductible contributions to any of your
IRAS.
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If you do not report nondeductible contributions, all
of your IRA contributions will be treated as deductible.
When you make withdrawals from your IRA, the
amounts you withdraw will be taxed unless you can
show, with satisfactory evidence, that nondeductible
contributions were made.

There is a recordkeeping worksheet, Appendix A,
Summary Record of IRA(s) for 1995, that you can use to
keep records of your deductible and nondeductible IRA
contributions.

Penalty for overstatement. If you overstate the
amount of your nondeductible contributions on your
Form 8606 for any tax year, you must pay a penalty of
$100 for each overstatement, unless it was due to rea-
sonable cause.

Penalty for failure to file Form 8606. You will have to
pay a $50 penalty if you do not file a required Form 8606,
unless you can prove that the failure was due to reason-
able cause.

Tax-Free Withdrawal of
Contributions

If you made IRA contributions for 1995, you can with-
draw them tax free (except for any earnings on them) by
April 15, 1996 (or a later date, if you have an extension to
file your return). You can do this if:

* You did not take a deduction for the contributions you
withdraw, and

* You also withdraw any interest or other income
earned on the contributions. You must report this in-
come on your 1995 return.

IRA trustees must include these amounts in box 1 and, if
applicable, in box 2a of Form 1099-R. You must report
these amounts on line 15a, Form 1040. If there is an
amount in box 2a of Form 1099-R, include it on line 15b
of Form 1040.

Premature withdrawals tax. The 10 percent addi-
tional tax on withdrawals made before you reach age
59Y: does not apply to these withdrawals of your contri-
butions. (See Exceptions in Chapter 6.) However, your
early withdrawal of the interest or other income must be
reported on Form 5329 and may be subject to this tax.
(See Excess Contributions and Premature Distributions
(Early Withdrawals) in Chapter 7.)

Excess contributions tax. If any part of these contri-
butions is an excess contribution, it will be subject to a
6% excise tax. You will not have to pay the 6% tax if any
1994 excess contribution was withdrawn by April 17,
1995 (plus extensions), and if any 1995 excess contribu-
tion is withdrawn by April 15, 1996 (plus extensions).
See Excess Contributions in Chapter 7.

Comprehensive
Examples —
Deductible and
Nondeductible
Contributions

The following examples illustrate the use of the IRA de-
duction worksheet shown earlier under How to Figure
Your Reduced IRA Deduction.

Example 1. For 1995, Tom and Betty Smith file a joint
return on Form 1040. They both work and Tom is cov-
ered by his employer’s retirement plan. Tom’s salary is
$40,000 and Betty’s is $6,555. They each have an IRA
and their combined modified AGlI is $46,555. Since their
modified AGI is between $40,000 and $50,000 and Tom
is covered by an employer plan, each of them is subject
to the deduction limits. See Deduction Limits, earlier.

For 1995, Tom contributed $2,000 to his IRA and
Betty contributed $500 to hers. Even though they file a
joint return, they must use separate worksheets to figure
the reduced IRA deduction for each of them.

Tom can take a deduction of only $690. See the work-
sheet below. Even though he contributed the maximum
($2,000), $1,310 ($2,000 minus $690) of his contribu-
tions must be treated as nondeductible.

He can choose to treat the $690 as either deductible
or nondeductible contributions. He can either leave the
$1,310 of nondeductible contributions in his IRA or with-
draw them by April 15, 1996. He decides to treat the
$690 as deductible contributions and leave the $1,310
of nondeductible contributions in his IRA.

Betty can treat all or part of her contributions as either
deductible or nondeductible. This is because her $500
contribution for 1995 is less than the $690 deduction
limit for her IRA contributions that year. See line 4 of her
worksheet, later. She decides to treat her $500 IRA con-
tributions as deductible.

Using the Worksheet for Reduced IRA Deduction,
Tom figures his deductible and nondeductible amounts
as follows:

Worksheet for Reduced IRA Deduction

(Use only if you are covered, or considered covered, by an
employer plan and your modified AGl is within the phaseout
range that applies.)

And your Enter on
modified AGI line 1
If your filing statusis: is over: below:
Single, or Head
of household $25,000 $35,000
Married—joint return, or
Quialifying widow(er) $40,000 $50,000
Married—separate return $ —0- $10,000
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1
2

. Enter the amount from above that applies ........ $50,000
. Enter your modified AGI (combined, if married
filing jointly) .....ooveii 46,555

Note: Ifline 2 is equal to or more than the amount on

line 1, stop here; your IRA contributions are not deducti-
ble; see Nondeductible Contributions, earlier.

3.

Subtract line 2 from 1. (If line 3is $10,000 or
more, stop here; you can take a full IRA
deduction for contributions of up to $2,000 or

100% of your compensation, whichever is less.) 3,445

. Multiply line 3 by 20% (.20). If the result is not a

multiple of $10, round it to the next highest
multiple of $10. (For example, $611.40 is
rounded to $620.) However, if the result is less
than $200, enter $200

. Enter your compensation. (Do not include your

spouse’s compensation, and, if you file Form
1040, do not reduce your compensation by any
losses from self-employment.) ..................... 40,000

. Enter contributions you made, or plan to make,

to your IRA for 1995, but do not enter more than
$2,000. (If contributions are more than $2,000,
see Excess Contributionsin Chapter7.) .......... 2,000

. IRA deduction. Compare lines 4, 5, and 6. Enter

the smallest amount (or a smaller amount if you
choose) here and on the Form 1040 or 1040A
line for your IRA, whichever applies. (If line 6 is
more than line 7 and you want to make a
nondeductible contribution, go to line 8.)

. Nondeductible contribution. Subtract line 7

from line 5 or 6, whichever is smaller. Enter the

result here and on line 1 of your Form 8606. ..... 1,310

Betty figures her IRA deduction as follows:

Worksheet for Reduced IRA Deduction

(Use only if you are covered, or considered covered, by an
employer plan and your modified AGl is within the phaseout

Note: Ifline 2 is equal to or more than the amount on

line 1, stop here; your IRA contributions are not deducti-
ble; see Nondeductible Contributions, earlier.

. Subtract line 2 from 1. (If line 3 is $10,000 or

more, stop here; you can take a full IRA
deduction for contributions of up to $2,000 or

100% of your compensation, whichever is less.) 3,445

. Multiply line 3 by 20% (.20). If the result is not a

multiple of $10, round it to the next highest
multiple of $10. (For example, $611.40 is
rounded to $620.) However, if the result is less

than $200, enter $200 690

. Enter your compensation. (Do not include your

spouse’s compensation, and, if you file Form
1040, do not reduce your compensation by any

losses from self-employment.) ..................... 6,555

. Enter contributions you made, or plan to make,

to your IRA for 1995, but do not enter more than
$2,000. (If contributions are more than $2,000,

see Excess Contributionsin Chapter7.) .......... 500

. IRA deduction. Compare lines 4, 5, and 6. Enter

the smallest amount (or a smaller amount if you
choose) here and on the Form 1040 or 1040A
line for your IRA, whichever applies. (If line 6 is
more than line 7 and you want to make a

nondeductible contribution, go to line 8.) 500

. Nondeductible contribution. Subtract line 7

from line 5 or 6, whichever is smaller. Enter the
result here and on line 1 of your Form 8606. ..... 0

The IRA deductions of $690 and $500 on the joint re-

turn for Tom and Betty total $1,190. Betty’'s unused IRA
deduction limit of $190 ($690 minus $500) cannot be
transferred to Tom to increase his deduction.

Example 2. Assume the same facts as in Example 1,

except that Tom contributed $250 to a spousal IRA be-
cause Betty had no compensation for the year and did
not contribute to an IRA. Their modified AGI remains at
$46,555. Tom uses lines 1 through 8 of his worksheet to

range that applies.) complete the spousal IRA portion of the Worksheet for
Reduced IRA Deduction as follows:
And your Enteron
modified AGI line 1
If your filing status is: is over: below: 9. Enter the smaller of (a) $2,250 or (b) the amount
Single, or Head fromlines ..o $2,250
of household $25,000 $35,000 10. Add lines 7 and 8. Enter the total. (If this
S amount is equal to or more than line 9, stop
MarrleQ—jplnt return, or here; you cannot make contributions to a
Qualifying widow(er) $40,000 $50,000 spousal IRA. Also, see Excess Contributionsin
Married—separate return $ —0- $10,000 Chapter7,later.) ......ccoeiiiiii e 2,000
11. Subtractline 10 fromline9 .................coo.its 250
12. Enter the smallest of (a) IRA contributions for
1. Enter the amount fl’0m above that applies ........ $50,000 1995 to your spouse’s |RA, (b) $2’000’ or (C) the
2. Enteryour modified AGI (combined, if married amount on line 11. (If contributions are more
filing jointly) ....oove e 46,555 than $2,000, see Excess Contributions, later.) ... 250
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13. Multiply line 3 by 22.5% (.225). If the result is not
a multiple of $10, round it to the next highest
multiple of $10. However, if the result is less than

$200,enter $200 .......cceiiiiiii 780
14. Enter the amountfromline7 ....................... 690
15. Subtractline 14 from line 13. Enter the result but

do not enter more than the amount on line 12 ... 90

16. Spousal IRA deduction. Compare lines 4, 5,
and 15. Enter the smallest amount (or a smaller
amount if you choose) here and on your Form
1040 or 1040A. (If line 12 is more than line 16
and you want to make a nondeductible
contribution for your spouse, go to line 17.) ...... 90

17. Spousal IRA nondeductible contributions.
Subtract line 16 from line 12. Enter the result
here and on line 1 of your spouse’s Form 8606. 160

The IRA deductions of $690 and $90 on the joint re-
turn for Tom and Betty total $780. In this case, the full
spousal IRA deduction of $2,250 (limited to $2,000 for
either spouse’s IRA) has been reduced by the IRA de-
duction phaseout rules to $780.

5.

Can | Transfer
Retirement Plan
Assets?

IRA rules permit you to transfer, tax-free, assets
(money or property) from other retirement programs (in-
cluding IRASs) to an IRA. The rules permit the following
kinds of transfers:

* Transfers from one trustee to another,
* Rollovers, and
* Transfers incident to a divorce.

This chapter discusses all three kinds of transfers.

Transfer From One Trustee to
Another

A transfer of funds in your IRA from one trustee directly
to another, either at your request or at the trustee’s re-
quest, is not a rollover. Because there is no distribution
to you, the transfer is tax-free. Since it is not a rollover, it

Chapter5 CANITRANSFER RETIREMENT PLAN ASSETS?

is not affected by the one-year waiting period that is re-
quired between rollovers, discussed later, under Roll-
over From One IRA Into Another.

For information about direct transfers from retirement
programs other than IRAs, see Direct Rollover Option,
later.

Rollovers

Generally, a rollover is a tax-free distribution to you of
cash or other assets from one retirement program that
you contribute to another program. The amount you roll
over tax-free, however, is generally taxable later when
the new program pays that amount to you or your
beneficiary.

Kinds of rollovers to an IRA. There are two kinds of
rollover contributions to an IRA. In one, you put amounts
you receive from one IRA into another. In the other, you
put amounts you receive from an employer’s qualified
retirement plan for its employees (See Employer Plans
under Who is Covered by an Employer Plan?in Chapter
4))into an IRA.

Treatment of rollovers. You cannot deduct a rollover
contribution, but you must report the rollover distribution
on your tax return as discussed later under Reporting
Rollovers from IRAs, and Reporting Rollovers from Em-
ployer Plans.

Rollover notice. A written explanation of rollover
treatment must be given to you by the plan making the
distribution.

Time Limit for Making
a Rollover Contribution

You must make the rollover contribution by the 60th day
after the day you receive the distribution from your IRA
or your employer’s plan. However, see Extension of
Rollover Period, later.

Rollovers completed after the 60—day period.
Amounts not rolled over within the 60—day period do not
gualify for tax-free rollover treatment and must be
treated as a taxable distribution from either your IRA or
your employer’s plan. The amount not rolled over is tax-
able in the year distributed, not in the year the 60-day pe-
riod expires. You may also have to pay a 10% tax on pre-
mature distributions and a 15% tax on excess
distributions as discussed in Chapter 7.

Treat a contribution after the 60-day period as a regu-
lar contribution to your IRA. Any part of the contribution
that is more than the maximum amount you could con-
tribute may be an excess contribution, as discussed in
Chapter 7.
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Extension of Rollover Period

If an amount distributed to you from an IRA or a qualified
employer retirement plan becomes a frozen deposit in
a financial institution during the 60—day period allowed
for a rollover, a special rule extends the period. The pe-
riod during which the amount is a frozen deposit is not
counted in the 60—day period, nor can the 60—day period
end earlier than 10 days after the deposit is no longer
frozen. To qualify under this rule, the deposit must be
frozen on at least one day during the 60—day rollover
period.

A frozen deposit is any deposit that cannot be with-
drawn because:

1) The financial institution is bankrupt or insolvent, or

2) The state where the institution is located restricts
withdrawals because one or more financial institu-
tions in the state are (or are about to be) bankrupt or
insolvent.

Rollover From One IRA Into Another

You may withdraw, tax free, all or part of the assets from
one IRA if you reinvest them within 60 days in another
IRA. Because this is a rollover, you cannot deduct the
amount that you reinvest in the new IRA.

Waiting period between rollovers. You can take (re-
ceive) a distribution from an IRA and make a rollover
contribution (of all or part of the amount received) to an-
other IRA only once in any one-year period. The one-
year period begins on the date you receive the IRA distri-
bution, not on the date you roll it over into another IRA.

This rule applies separately to each IRA you own. For
example, if you have two IRAs, IRA-1 and IRA-2, and
you roll over assets of IRA-1 into a new IRA-3, you may
also make a rollover from IRA-2 into IRA-3, or into any
other IRA, within one year after the rollover distribution
from IRA-1. These are both rollovers because you have
not received more than one distribution from either IRA
within one year. However, you cannot, within the one-
year period, again roll over the assets you rolled over
into IRA-3 into any other IRA.

If any amount distributed from an IRA was rolled over
tax-free, later distributions from that IRA within a one-
year period will not qualify as rollovers. They are taxable
and may be subject to the 10% tax on premature distri-
butions and the 15% tax on excess distributions.

Exception. An exception to the one-year waiting pe-
riod rule has been granted by the IRS for distributions
made from a failed financial institution by the Federal
Deposit Insurance Corporation (FDIC) or the Resolution
Trust Corporation (RTC) as receiver for the institution.
To qualify for the exception, the distribution must satisfy
the following requirements:

1) It must not be initiated by either the custodial insti-
tution or the depositor;

2) It must be made because:
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a) The custodial institution is insolvent, and

b) The receiver is unable to find a buyer for the
institution.

The same property must be rolled over. You mustroll
over into a new IRA the same property you received
from your old IRA.

Partial rollovers. If you withdraw assets from an IRA,
you may roll over part of the withdrawal tax free into an-
other IRA and keep the rest of it. The amount you keep
will generally be taxable (except for the part that is a re-
turn of nondeductible contributions) and may be subject
to the 10% tax on premature distributions and the 15%
tax on excess distributions discussed in Chapter 7.

Required distributions. Amounts that must be distrib-
uted during a particular year under the required distribu-
tion rules (discussed in Chapter 6) are not eligible for
rollover treatment.

Inherited IRAS

If you inherit an IRA from your spouse, you generally
can roll it over into an IRA established for you, or you can
choose to make it your own as discussed in Chapter 3
under Inherited IRAs. Also see Distributions Received by
a Surviving Spouse later in this chapter.

If you inherited an IRA from someone other than
your spouse, you cannot roll it over or allow it to re-
ceive a rollover contribution.

Reporting Rollovers from IRAs

Report any rollover from one IRA to another IRA on lines
15a and 15b, Form 1040, or lines 10a and 10b, Form
1040A. Enter the total amount of the distribution on line
15a, Form 1040, or line 10a, Form 1040A. If the total
amount on line 15a, Form 1040, or line 10a, Form 1040A
was rolled over, enter zero on line 15b, Form 1040, or
line 10b, Form 1040A. Otherwise, enter the taxable por-
tion of the part that was not rolled over on line 15b, Form
1040, or line 10b, Form 1040A. See Distributions Fully or
Partly Taxable in Chapter 6.

Rollover From Employer’s Plan Into
an IRA

If you receive an eligible rollover distribution from
your (or your deceased spouse’s) employer’s qualified
(meets Internal Revenue Code requirements) pension,
profit-sharing or stock bonus plan, annuity plan, or tax-
sheltered annuity plan (403(b) plan), you can roll over all
or part of it into an IRA.

Eligible rollover distribution. Generally, an eligible
rollover distribution is the taxable part of any distribution
of all or part of the balance to an employee’s credit in a
qualified retirement plan except:
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1) Arequired minimum distribution, or

2) Any of a series of substantially equal periodic distri-
butions paid at least once a year over:

a) Your lifetime or life expectancy

b) The lifetimes or life expectancies of you and
your beneficiary, or

¢) A period of 10 years or more.

The taxable parts of most other distributions are eligible
rollover distributions. See Maximum rollover, later. Also,
see Publication 575 for additional exceptions.

Withholding Requirement

If an eligible rollover distribution is paid directly to you,
the payer must withhold 20% of it. This applies even if
you plan to roll over the distribution to an IRA (or another
gualified plan as discussed in Publication 575). How-
ever, you can avoid withholding by choosing the Direct
Rollover Option, discussed later.

Exceptions. Withholding from an eligible rollover distri-
bution paid to you is not required if:

1) The distribution and all previous eligible rollover dis-
tributions you received during your tax year from the
same plan (or, at the payor’s option, from all your
employer’s plans) total less than $200, or

2) The distribution consists solely of employer securi-
ties, plus cash of $200 or less in lieu of fractional
shares.

Other withholding rules. If you receive a distribution
that is not an eligible rollover distribution, the 20% with-
holding requirement does not apply. However, other
withholding rules apply to these distributions. The rules
that apply depend on whether the distribution is a peri-
odic distribution or a nonperiodic distribution that is not
an eligible rollover distribution. For either of these distri-
butions, you can still choose not to have tax withheld.
For more information get Publication 575.

Direct Rollover Option

Your employer’s qualified plan must give you the option
to have any part of an eligible rollover distribution paid di-
rectly to an IRA (or to an eligible retirement plan as dis-
cussed in Publication 575). Under this option, all or part
of the distribution can be paid directly to an IRA (or an-
other eligible retirement plan that accepts rollovers).
This option is not required for distributions that are ex-
pected to total less than $200 for the year.

No tax withheld. If you choose the direct rollover op-
tion, no tax is withheld from any part of the designated
distribution that is directly paid to the trustee of the IRA
(or other plan). If any part is paid to you, the payer must
withhold 20% of that part’s taxable amount. Since most
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distributions are fully taxable, payers will generally with-
hold 20% of the entire amount designated for distribu-
tion to you.

Other Rollover Limits and Special Rules

Maximum rollover. The most you can roll over is the
taxable part of any eligible rollover distribution from your
employer’s qualified plan. See Eligible rollover distribu-
tion, earlier. The distribution you receive generally will be
all taxable unless you have made nondeductible em-
ployee contributions to the plan.

Contributions you made to your employer’s plan.
You cannot roll over a distribution of contributions you
made to your employer’s plan, except voluntary deducti-
ble employee contributions (DECs as defined below),
which are treated like employer contributions. If you do,
you must treat them as regular contributions and you
may have to pay an excess contributions tax (discussed
in Chapter 7) on all or part of them.

DECs. If you receive a distribution from your employ-
er's qualified plan of any part of the balance of your
DECs and the earnings from them, you can roll over any
part of the distribution. DEC s the short name for volun-
tary deductible employee contributions. Prior to January
1, 1987, employees could make and deduct these con-
tributions to certain qualified employers’ plans and gov-
ernment plans. These are not the same as an employ-
ee’s elective contributions to a 401(k) plan, which are
not deductible by the employee.

Time limit. You must complete the rollover within 60
days after the day you receive the eligible rollover distri-
bution. However, see Extension of Rollover Period,
earlier.

No waiting period between rollovers. You can make
more than one rollover of employer plan distributions
within a year. The once-a-year limit on IRA-to-IRA roll-
overs does not apply to these distributions.

IRA as a holding account (conduit IRA) for rollovers
to other eligible plans. If you receive an eligible roll-
over distribution from your employer’s plan and roll over
part or all of it into one or more conduit IRAS, you can
later roll over those assets into a new employer’s plan.
Your IRA qualifies as a conduit IRA if it serves as a hold-
ing account or conduit for only those assets. The conduit
IRA must be made up of only those assets received from
the first employer’s plan and gains and earnings on
those assets. The conduit IRA will no longer qualify if you
mix regular contributions or funds from other sources
with the rollover distribution from your employer’s plan.

Property and cash received in a distribution. If you
receive property and cash in an eligible rollover distribu-
tion from your employer’s plan, you can roll over either
the property or the cash, or any combination of the two
that you choose.
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Treatment if the same property is not rolled over.
Your contribution to an IRA of cash representing the fair
market value of property received in a distribution from a
qualified retirement plan does not qualify as a rollover
if you keep the property. You must either roll over the
property or sell it and roll over the proceeds, as ex-
plained next.

Sale of property received in a distribution from a
qgualified plan. Instead of rolling over a distribution of
property other than cash from a qualified employer re-
tirement plan, you can sell all or part of the property and
roll over the amount you receive into an IRA. You can-
not substitute your own funds for property you receive
from your employer’s retirement plan.

Example. You receive a total distribution from your
employer’s plan consisting of $10,000 cash and $15,000
worth of property. You decided to keep the property. You
can roll over to an IRA the $10,000 cash received, but
you cannot roll over an additional $15,000 representing
the value of the property you choose not to sell.

Treatment of gain or loss. If you sell the distributed
property and roll over all the proceeds into an IRA, no
gain or loss is recognized. The sale proceeds (including
any increase in value) are treated as part of the distribu-
tion and are not included in your gross income.

Example. On September 4, John received a lump-
sum distribution from his employer’s retirement plan of
$50,000 in cash and $50,000 in stock. The stock was not
stock of his employer. On September 26, he sold the
stock for $60,000. On October 3, he rolled over
$110,000 in cash ($50,000 from the original distribution
and $60,000 from the sale of stock). John does not in-
clude the $10,000 gain from the sale of stock as part of
his income because he rolled over the entire amount into
an IRA.

Note: Special rules may apply to distributions of em-
ployer securities. For more information, get Publication
575.

If you roll over part of the amount received from the
sale of property, see Publication 575.

Life Insurance Contract

You cannot roll over a life insurance contract from a
qualified plan into an IRA.

Distributions Received by
aSurviving Spouse

Your surviving spouse can roll over into an IRA part or all
of any eligible rollover distribution (defined earlier) re-
ceived from your employer’s qualified plan because of
your death. For information about estate tax conse-
guences of certain rollovers, see Publication 448, Fed-
eral Estate and Gift Taxes.
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Death benefit exclusion. In certain situations, your
spouse can exclude from income up to $5,000 of the dis-
tribution from a qualified plan or tax-sheltered annuity.
Your spouse cannot roll over into an IRA any part of the
distribution that qualifies for the $5,000 death benefit ex-
clusion. For more information on the death benefit exclu-
sion, see Publication 575.

No rollover into another employer qualified plan.
Your surviving spouse who receives an eligible rollover
distribution from your employer’s qualified plan or tax-
sheltered annuity can roll over all or any part of it (or all
or any part of a distribution of deductible employee con-
tributions) into an IRA. He or she cannot roll over a distri-
bution into another qualified employer plan or annuity.

Distributions Under Divorce
or Similar Proceedings
(Alternate Payees)

If you (as a spouse or former spouse of the employee)
receive from a qualified employer plan a distribution
that results from divorce or similar proceedings, you may
be able to roll over all or part of it into an IRA. To qualify,
the distribution must be:

One that would have been an eligible rollover distri-
bution (defined earlier) if it had been made to an
employee, and

Made under a qualified domestic relations order.

Qualified domestic relations order. A domestic rela-
tions order is a judgment, decree, or order (including ap-
proval of a property settlement agreement) that is issued
under the domestic relations law of a state. A “qualified
domestic relations order’gives to an alternate payee (a
spouse, former spouse, child, or dependent of a partici-
pant in a retirement plan) the right to receive all or part of
the benefits that would be payable to a participant under
the plan. The order requires certain specific information,
and it may not alter the amount or form of the benefits of
the plan.

Tax treatment if all of an eligible distribution is not
rolled over. If you roll over only part of an eligible roll-
over distribution, the amount you keep is taxable in the
year you receive it. If you roll over none of it, the special
rules for lump-sum distributions (5— or 10—year tax option
or 20% capital gain treatment) may apply. See Publica-
tion 575. The 10% additional tax on premature distribu-
tions, discussed in Chapter 7, does not apply.

Keogh Plans and Rollovers

If you are self-employed, you are generally treated as an
employee for rollover purposes. Consequently, if you re-
ceive an eligible rollover distribution from a Keogh plan,
you can roll over all or part of the distribution (including
alump-sum distribution) into an IRA (or another eligi-
ble retirement plan as discussed in Publication 575).
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Lump-sum distributions. A distribution to you of your
complete share from your Keogh plan is not alump-sum
distribution if you are self-employed, under age 59¥2, and
are not disabled. Consequently, such distributions do
not qualify for the special tax treatment available to
lump-sum distributions. For information on lump-sum
distributions, get Publication 575.

For more information about Keogh plans, get Publi-
cation 560.

Distribution From a Tax-Sheltered Annuity

If you receive an eligible rollover distribution from a tax-
sheltered annuity plan, it can be rolled over into an IRA.
It cannot be rolled over into another eligible retirement
plan unless that plan is a tax-sheltered annuity plan.

If you receive property other than money, you can
sell the property and roll over the proceeds as discussed
earlier.

Conduit IRA. If your IRA contains only assets (including
earnings and gains) that were rolled over from a tax-
sheltered annuity, you may roll over these assets into
another tax-sheltered annuity. If you plan another roll-
over into another tax-sheltered annuity, do not com-
binethe assets in your IRA from the rollover with assets
from another source. Do not roll over an amount from
a tax-sheltered annuity into a qualified pension plan.

For more information about tax-sheltered annuities,
get Publication 571.

Rollover From Bond Purchase Plan

If you redeem retirement bonds that were distributed to
you under a qualified bond purchase plan, you can roll
over tax free part of the amount you receive from the re-
demption into an IRA.

You can redeem these bonds even if you have not
reached age 59Y.. In addition, you can roll over the pro-
ceeds, tax free, into a qualified employer plan. However,
when you receive a distribution at a later time, it will not
be eligible for special 5- or 10-year averaging or 20%
capital gain treatment.

Reporting Rollovers from Employer Plans

Do not use lines 15a or 15b, Form 1040, or lines 10a or
10b, Form 1040A, to report a rollover from an employer
retirement plan to an IRA; use lines 16a and 16b, Form
1040, or lines 11a and 11b, Form 1040A, instead.

Written Explanation to Recipients

The administrator of a qualified employer plan must,
within a reasonable period of time before making an eli-
gible rollover distribution, provide a written explanation
to you. It must tell you about:

* Your right to have the distribution paid tax free directly
to an IRA or another eligible retirement plan,
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Direct Rollover

* The requirement to withhold tax from the distribution if
it is not paid directly to an IRA or another eligible re-
tirement plan,

* The nontaxability of any part of the distribution that
you roll over to an IRA or another eligible retirement
plan within 60 days after you receive the distribution,
and

» Other qualified employer plan rules, if they apply, in-
cluding those for lump-sum distributions, alternate
payees, and cash or deferred arrangements.

Reasonable period of time. The plan administrator
must provide you with a written explanation no earlier
than 90 days and no later than 30 days before the distri-
bution is made.

However, you can choose to have a distribution made
less than 30 days after the explanation is provided as
long as the following two requirements are met:

1) You must have the opportunity to consider whether
or not you want to make a direct rollover for at least
30 days after the explanation is provided, and

2) The information you receive must clearly state that
you have the right to have 30 days to make a
decision.

Contact the plan administrator if you have any questions
regarding this information.

Choosing the right option. As explained earlier, you
can have all or part of the distribution from your employ-
er's plan made either as a direct rollover to an IRA or an-
other eligible retirement plan, or as a payment to you.

Also, you generally can leave all or part of the distribu-
tion in the plan. If you do not leave the distribution in your
employer’s plan, the following comparison chart may
help you decide which distribution option to choose.

Comparison chart. To help ensure that you choose
the distribution option that is best for you, carefully com-
pare the following tax effects of each:

Payment to You

Payer must withhold
income tax of 20% on
the taxable part (even

if you roll it over to

an IRA or other plan).

If you are under age 597,
(See Premature a 10% additional tax may
Distributions, apply to the taxable part
later.) (including an amount
equal to the tax withheld)
that is not rolled over.
Any taxable part (including

No withholding.

No 10% additional tax.

Not income until later

distributed to you an amount equal to the tax
from the IRA or withheld) not rolled over
other plan. is income.
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Important: If you decide to roll over tax free any part
of a distribution, the direct rollover option, as indicated
above, will generally be to your advantage because you
will not have 20% withholding or be subject to the 10%
additional tax under that option.

If you have a lump-sum distribution and do not plan to
roll over any part, it may be eligible for special tax treat-
ment that could lower your tax for the distribution year.
See Lump-sum distributions, earlier. In that case, you
may want to get Form 4972, Tax on Lump-Sum Distribu-
tions, and its instructions to determine whether your dis-
tribution qualifies for special tax treatment and, if so, to
figure your tax under the special methods.

You can then compare any advantages from using
Form 4972 to figure your tax on the lump-sum distribu-
tion with any advantages from rolling over tax free all or
part of the distribution. If you roll over any part of the
lump-sum distribution, however, you cannot use the
Form 4972 special tax treatment for the distribution at
all.

Transfers Incident to Divorce

If an interest in an IRA is transferred from your spouse or
former spouse to you by a divorce or separate mainte-
nance decree or a written document related to such a
decree, starting from the date of the transfer, the interest
in the IRA is treated as your IRA. The transfer is tax-
free. For transfer of interests in employer plans, see Dis-
tributions Under Divorce or Similar Proceedings (Alter-
nate Payees), under Rollovers, earlier.

Transfer methods. If you are required to transfer some
or all of the assets in an IRA to your spouse or former
spouse, there are two commonly used methods that you
can use to make the transfer. The methods (explained
below) are:

» Changing the name on the IRA, and
» Making a direct transfer of IRA assets.

Changing the name on the IRA. If all the assets in
an IRA are to be transferred, you can make the transfer
by changing the name on the IRA from your name to the
name of your spouse or former spouse, whichever
applies.

Direct transfer. Under this method, you direct the
trustee of the IRA to transfer the affected assets directly
to the trustee of a new or existing IRA set up in the name
of your spouse or former spouse, whichever applies. Or,
if your spouse or former spouse is allowed to keep his or
her portion of the IRA assets in your existing IRA, you
can direct the trustee to transfer the assets you are per-
mitted to keep directly to a new or existing IRA set up in
your name. The name on the IRA containing your
spouse’s or former spouse’s portion of the assets would
then be changed to show his or her ownership.
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6.

When Can | Withdraw
or Use Assets From an
IRA?

Because an IRA is a tax-favored means of saving for
your retirement, there are rules limiting the withdrawal
and use of your IRA assets. Also, if during a year you re-
ceive distributions from an IRA, you must generally
include them in your gross income for the year. A
properly handled rollover, as discussed in Chapter 5, is
an exception to this rule. This chapter discusses this and
other rules affecting distributions from your IRA.

Failed financial institutions. The general rule (you
must include IRA distributions in your gross income un-
less properly rolled over) applies to distributions made
(with or without your consent) by a state agency as re-
ceiver of an insolvent savings institution. For an excep-
tion to the one-year waiting period rule for rollovers of
certain distributions from failed financial institutions, see
Exception under Rollover From One IRA Into Another in
Chapter 5.

Age 59Y2 Rule

Generally, you cannot withdraw assets (money or other
property) from your IRA without having to pay a 10% ad-
ditional tax (that is, a 10% tax on the taxable distribution
in addition to the regular income tax), until you reach age
59Y.. However, there are a number of exceptions to this
rule as discussed below under Exceptions. Also see Pre-
mature Distributions (Early Withdrawals) in Chapter 7.

Note: If you receive a distribution from an IRA that in-
cludes a return of nondeductible contributions, the
10% additional tax does not apply to the portion of the
distribution that is considered to be nontaxable. See Fig-
uring the Nontaxable and Taxable Amounts under Tax
Treatment of Distributions, later in this chapter.

After age 59Y. and before age 70Y.. Generally, you
can withdraw assets from your IRA after you reach age
59%. without penalty. However, if you withdraw more
than $150,000 in a year, you may have to pay a 15% tax
on the amount that exceeds $150,000. See Excess Dis-
tributions in chapter 7. Even though you can, you do not
have to withdraw assets from your IRA until you reach
age 70Y:.. See Required Distributions later in this
chapter.
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Exceptions

The exceptions to the age 59%- rule for distributions are
in part designed to provide relief from hardship situa-
tions such as disability and death. But there is also an
exception for distributions that are a part of a series of
substantially equal payments as discussed below under
Annuity exception.

Note: Distributions that are rolled over, as discussed
in Chapter 5, are not subject to regular income tax or the
10% additional tax.

Disability exception. If you become disabled before
you reach age 59%2, any amounts you withdraw from
your IRA because of your disability are not subject to the
10% additional tax.

You are considered disabled if you can furnish proof
that you cannot do any substantial gainful activity be-
cause of your physical or mental condition. A physician
must determine that your condition can be expected to
result in death or to be of long continued and indefinite
duration. For example, your doctor expects your condi-
tion to last continuously for 12 months or more.

Death exception. If you die before reaching age 597,
the assets in your IRA can be distributed to your benefi-
ciary or to your estate without either having to pay the
10% additional tax.

However, if you inherit an IRA from your deceased
spouse and elect to treat it as your own (as discussed
under Inherited IRAs in Chapter 3), any distribution you
later receive before you reach age 59Y. may be subject
to the 10% additional tax.

Annuity exception. You can receive distributions from
your IRA that are part of a series of substantially equal
payments over your life (or your life expectancy), or over
the lives of you and your beneficiary (or your joint life ex-
pectancies), without having to pay the 10% additional
tax, even if you receive such distributions before you are
age 59Y.. You must use an IRS-approved distribution
method and you must take at least one distribution annu-
ally for this exception to apply. See Figuring the Mini-
mum Distribution, later, for one IRS-approved distribu-
tion method, generally referred to as the ‘“‘life
expectancy method.” Unlike for minimum distribution
purposes, this method, when used for this purpose, re-
sults in the exact amount required, not the minimum
amount. There are two other IRS-approved distribution
methods that you can use. They are generally referred to
as the “amortization method” and the “annuity factor
method.” These two methods are not discussed in this
publication because they are more complex and gener-
ally require professional assistance. See IRS notice 89-
25 in Internal Revenue cumulative bulletin 1989-1 for
more information on these two methods. This notice can
be read in many libraries and IRS offices.

The payments under this exception must continue for
atleast 5 years, or until you reach age 59Y:, whichever is
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the longer period. This 5-year rule does not apply if a
change from an approved distribution method is be-
cause of the death or disability of the IRA owner.

If the payments under this exception are changed
before the end of the above required periods for any rea-
son other than the death or disability of the IRA owner,
he or she will be subject to the 10% additional tax. For
example, if you made a lump-sum distribution of the bal-
ance in your IRA before the end of the required period
for your annuity distributions and you did not make it be-
cause you were disabled, you would be subject to the
10% additional tax. The tax would apply to the lump-sum
distribution and all previous distributions made under the
exception rule.

Timely contribution withdrawal. If you make a contri-
bution to your IRA for a year, take no deduction for it, and
withdraw it before the due date (including extensions) of
your income tax return for that year, as discussed earlier
under Tax-Free Withdrawal of Contributions in Chapter
4, the withdrawal of the contribution is not a taxable
distribution.

However, any interest or other income earned on the
contribution, which also must be withdrawn, is treated as
income in the year the contribution was made. This with-
drawn interest or other income must be reported on
Form 5329, and may be subject to the 10% additional
tax on early withdrawals discussed in Chapter 7.

Required Distributions

You cannot keep funds in an IRA indefinitely. Eventually
you mustwithdraw them. If you do not, or if you withdraw
an amount that is less than the required minimum distri-
bution for a year, you may have to pay a 50% excise tax
on the amount not withdrawn as required. See Excess
Accumulations, in Chapter 7. The requirements for with-
drawing IRA funds differ, depending on whether you are
the IRA owner or the beneficiary of a decedent’s IRA.

IRA Owners

If you are an IRA owner, you must choose to withdraw

the balance in your IRA in one of the following two ways:

» By withdrawing the entire balance in your IRA by the
required beginning date (defined later), or

By starting to withdraw periodic distributions of the
balance in your IRA by the required beginning date.

Periodic distributions. If you do not withdraw the en-
tire balance in your IRA by the required beginning date,
you must start to withdraw periodic distributions over
one of the following periods:

1) Your life,

2) The lives of you and your designated beneficiary
(defined later),
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3) A period that does not extend beyond your life ex-
pectancy, or

4) A period that does not extend beyond the joint life
and last survivor expectancy of you and your desig-
nated beneficiary.

See Determining Life Expectancy, later, for more details.

A designated beneficiary, for these purposes, is any
individual you name to receive your IRA upon your
death.

If you have more than one beneficiary and all are
individuals, the beneficiary with the shortest life expec-
tancy will be the designated beneficiary used to deter-
mine the period over which your withdrawals must be
made. Also, see Minimum Distribution Incidental Benefit
Requirement (MDIB Requirement), later.

Changing the designated beneficiary. You can
change your designated beneficiary before or after the
required beginning date (defined later). If, after the dis-
tributions period has been determined, you name a new
designated beneficiary with a shorter life expectancy
than the individual you are replacing, you must refigure
the period over which you must make withdrawals for
subsequent years using the life expectancy of the new
designated beneficiary. The new period is the period that
would have been the remaining joint life and last survivor
expectancy of you and the new designated beneficiary if
that beneficiary had been designated on the required
beginning date. See Determining Life Expectancy, later.
If the new designated beneficiary has a longer life ex-
pectancy than the individual you are replacing, you can-
not recalculate the period over which you must make
withdrawals, except as provided under Refiguring life ex-
pectancy, later.

Generally, if you name a trust to replace your desig-
nated beneficiary after the required beginning date, you
must refigure the period over which you must make with-
drawals for subsequent years using only your remaining
life expectancy.

Required beginning date (RBD) — Age 70Yzrule.
You must receive the entire balance in your IRA or start
receiving periodic distributions from your IRA by April 1
of the year following the year in which you reach age
70%2.

If you choose to receive periodic distributions, you
must receive at least a minimum amount for each year
starting with the year you reach age 70 ¥ (your 70Y:
year). If you did not receive that minimum amount in your
7092 year, then you must receive distributions for your
70Y2 year that reach the minimum amount by April 1 of
the next year. See Minimum Distributions, later.

Distributions after the RBD. The required minimum
distribution for any year after your 70%. year must be
made by December 31 of that later year.

Example. You reach age 70Y2 on August 20, 1995.
For 1995 (your 70Y: year), you must receive the required
minimum distribution from your IRA by April 1, 1996. You
must receive the required minimum distribution for 1996
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(the first year after your 70%. year) by December 31,
1996.

Beneficiaries

If you are the beneficiary of a decedent’s IRA, the re-
quirements for withdrawing the IRA funds differ, depend-
ing on whether distributions that satisfy the minimum dis-
tribution requirements have begun.

Distributions begun before owner’s death. If periodic
distributions that satisfy the minimum distribution re-
guirements have begun and the owner dies, any undis-
tributed amounts at the IRA owner’s death must be dis-
tributed at least as rapidly as under the method being
used at the owner’s death.

Exception. This rule does not apply if the designated
beneficiary is the owner’s surviving spouse who be-
comes the new owner by choosing to treat the IRA as his
or her own IRA. See Inherited IRAs in Chapter 3. In that
case, the surviving spouse can designate beneficiaries
and should follow the required distribution rules for IRA
owners in the preceding discussion.

Owner dies before distributions begun. If the owner
dies before distributions that satisfy the minimum distri-
bution requirements have begun, the entire interest
must be distributed under either:

Rule 1. By December 31 of the fifth year following
the year of the owner’s death, or

Rule 2. Over the life of the designated beneficiary or
over a period not extending beyond the life expec-
tancy of the designated beneficiary. See Table 1
(Single Life Expectancy) in Appendix E.

The IRA terms can specify whether rule 1 or 2 applies, or
they can permit either the owner or beneficiary to
choose which rule applies. If the owner or beneficiary
can choose which rule applies, the choice must gener-
ally be made by December 31 of the year following the
year of the owner’s death.

Under rule 2, at least a minimum amount must be dis-
tributed each year.

If no rule has been specified or chosen, distribu-
tion must be made under rule 2 if the beneficiary is the
surviving spouse (and he or she did not choose to treat
the IRA as his or her own), or under rule 1 if the benefici-
ary is not the surviving spouse.

If rule 2 has been specified or chosen and the
beneficiary is not the surviving spouse, distribution
must begin by December 31 of the year following the
year of the owner’s death.

If rule 2 has been specified or chosen and the
beneficiary is the surviving spouse (and he or she did
not choose to treat the IRA as his or her own), distribu-
tion must begin by the later of:

» December 31 of the year the IRA owner would have
reached age 707, or
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* December 31 of the year following the year of the
owner’s death.

A special rule applies if the spouse dies before the
date distributions to the spouse must begin. In this
case, distributions may be made to the spouse’s benefi-
ciary as if the spouse’s beneficiary were the IRA owner’s
spouse and the owner died on the spouse’s date of
death.

However, if the spouse has remarried since the
owner’s death and the new spouse is designated as the
spouse’s beneficiary, the special rules that apply to sur-
viving spouses would not apply to the new spouse.

Minimum Distributions

If you are the owner of an individual retirement account,
you must figure the minimum amount required to be dis-
tributed each year. See Figuring the Minimum Distribu-
tion, below.

If your IRA is an individual retirement annuity, special
rules apply to figuring the minimum distribution required.
For more information on rules for annuities, get pro-
posed regulation sections 1.401(a)(9)-1, 1.401(a)(9)-2,
and 1.408-8. These regulations can be read in many li-
braries and IRS offices.

Figuring the Minimum Distribution

Figure your required minimum distribution for each year
by dividing the IRA account balance as of the close of
business on December 31 of the preceding year by the
applicable life expectancy. Or, if because you have a
nonspouse beneficiary who is more than 10 years
younger than you the distribution must satisfy the mini-
mum distribution incidental benefit requirement (MDIB),
discussed later, compare the applicable divisor (See
Table for Determining Applicable Divisor for MDIB*, in
Appendix E.) and the applicable life expectancy and use
the lower number.

Applicable life expectancy. The applicable life expec-

tancy is:

* The owner’s remaining life expectancy (single life
expectancy),

* The remaining joint life expectancy of the owner and
the owner’s designated beneficiary, or

* If the owner dies before distributions have begun, the
remaining life expectancy of the designated
beneficiary.

For more information, see Determining Life Expectancy,
later.

Figuring subsequent year distributions. To figure the
required minimum distribution after the first distribution
year (the owner’s 70¥2 year), reduce the IRA account
balance as of December 31 of that first year by any distri-
bution for that first year made by April 1 of the following
year.

Chapter6 WHEN CAN | WITHDRAW OR USE ASSETS FROM AN IRA?

Example 1. Joe, born October 1, 1924, reached 70Y-
in 1995. His wife (his beneficiary) turned 56 in Septem-
ber 1995. He must begin receiving distributions by April
1, 1996. Joe’s IRA account balance as of December 31,
1994, is $29,000. Based on their ages at year end (De-
cember 31, 1995), the joint life expectancy for Joe (age
71) and his beneficiary (age 56) is 29 years (see Table Il
in Appendix E). The required minimum distribution for
1995, Joe’s first distribution year (his 70 ¥z year), is
$1,000 ($29,000 divided by 29). This amount is distrib-
uted to Joe on April 1, 1996.

Joe’s IRA account balance as of December 31, 1995,
is $29,725.

To figure the minimum amount that must be distrib-
uted for 1996, the IRA account balance (as of December
31, 1995) of $29,725 is reduced by the $1,000 minimum
required distribution for 1995 that was made on April 1,
1996. The account balance for determining the required
distribution for 1996 is $28,725.

Determining Life Expectancy

Life expectancies are determined using life expectancy
tables like Tables | and Il in Appendix E. More extensive
tables are in Publication 939.

To determine your annual minimum distribution, use
the applicable life expectancy in Table | (Single Life
Expectancy) if the periodic payments are for your life
only. Use the applicable life expectancy in Table Il (Joint
Life and Last Survivor Expectancy) if the payments are
for the lives of you and your designated beneficiary.

If you designate as your beneficiary someone
(other than your spouse) who is more than 10 years
younger than you and the distributions are not made as
annuity payments under an annuity contract, be sure to
see Minimum Distribution Incidental Benefit Require-
ment (MDIB Requirement), later.

For distributions beginning by the required begin-
ning date (RBD) (See Periodic distributions under IRA
Owners, earlier.), determine life expectancies using the
ages of the owner and the designated beneficiary (as-
suming you are using Table Il) as of their birthdays in the
owner’s 70Yz2year.

If the owner dies before distributions have begun,
the life expectancy of the designated beneficiary is de-
termined using Table | and the age as of the benefici-
ary’s birthday in the year distributions must begin.

Life expectancy for subsequent year distribu-
tions. Unless you choose to refigure your (or your
spouse’s) life expectancy each year (as discussed next),
it must be reduced by one for each year that has passed
since the date the life expectancy was initially deter-
mined. Use of this rule is said to result in distributions
under the term certain method.

Election to refigure or not to refigure life expec-
tancy. Your IRA terms may permit you and your spouse
to elect whether to refigure one or both of your life ex-
pectancies. You must make this election by the date of
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the first required minimum distribution. See Required be-
ginning date (RBD) — Age 707 rule, earlier.

Refiguring life expectancy. If you own an IRA and
elect to refigure your life expectancy (and that of your
spouse, if it applies), it must be refigured annually un-
less your IRA terms provide otherwise. If you refigure life
expectancy annually, the reduction of it by one for each
year after it was initially determined does not apply.

To refigure your life expectancy for each year,
use your age as of your birthday during the year. Then
find your “refigured” life expectancy amount on Table I.

To refigure the joint life and last survivor expec-
tancy of you and your spouse for each year, use
your and your spouse’s ages as of your birthdays during
the year. Then find your “refigured” life expectancy
amount on Table II.

If your designated beneficiary is not your spouse
or if either (but not both) you or your spouse elect
not to refigure, do not use this method to refigure your
life expectancy. You must use a special computation
method that is discussed under Minimum Distribution In-
cidental Benefit Requirement, and illustrated in Example
3, later.

See Further information, later, for relevant regulation
citations.

You can use the worksheet provided at the bottom of
Appendix A for determining your required distribution
whether or not you refigure life expectancy.

If you or your spouse dies. If the joint life expec-
tancy of you and your spouse is refigured annually and
either of you dies, then only the survivor's life expec-
tancy is used to figure distributions for the years after the
year in which the death occurred.

If you and your spouse die. If the life expectancies
of both you and your spouse are refigured and both of
you die after the date distributions must start, the entire
interest must be distributed before the last day of the
year following the year of the second death.

If you die and your designated beneficiary is not
your spouse. If your life expectancy is being refigured
annually and you die, then only the life expectancy of the
designated beneficiary is used to determine distributions
for the years after the year in which your death occurs.

Minimum Distribution
Incidental Benefit Requirement
(MDIB Requirement)

Distributions from an IRA during the owner’s lifetime
must satisfy the MDIB requirement. This is a requirement
that must be met to ensure that the IRA is used primarily
to provide retirement benefits to the IRA owner. After the
owner’s death, only “incidental” benefits are expected
to remain for distribution to the owner’s beneficiary (or
beneficiaries).

If your spouse is your only beneficiary, you will
satisfy the MDIB requirement if you satisfy the general
minimum distribution requirements just discussed.

If someone other than your spouse is your benefi-
ciary and is more than 10 years younger than you, or
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if you have one or more beneficiaries in addition to your
spouse and the youngest is more than 10 years younger
than you, there are additional steps to figure your re-
quired minimum distribution that satisfies the MDIB re-
qguirement. If you have two or more beneficiaries, includ-
ing your spouse, the rule in the preceding paragraph
applies only if his or her portion of your benefitis in a
separate account.

To figure a minimum distribution that meets the MDIB
requirements, you must complete the following addi-
tional steps:

1) Find the applicable divisor for a person your age in
Appendix E under Table for Determining Applicable
Divisor for MDIB. Use your age as of your birthday in
the year that you are figuring the minimum
distribution.

2) Compare your applicable divisor and your applica-
ble life expectancy (See Determining Life Expec-
tancy, earlier.) for the year, and determine which
number is smaller.

3) To figure your required minimum distribution, divide
the IRA account balance as of the close of busi-
ness of the December 31 of the preceding year by
the smaller number (your applicable divisor or your
applicable life expectancy).

Example 2. Assume the same facts as in Example 1,
earlier, except that Joe’s beneficiary is his brother. Be-
cause Joe’s beneficiary is not his spouse, he must use
the Table for Determining Applicable Divisor for MDIB
(See Appendix E.) and compare the applicable divisor
from that table to the life expectancy determined using
Table Il (Joint Life and Last Survivor Expectancy) in Ap-
pendix E. Joe must use the smaller number from the ta-
bles. In this example, the required minimum distribution
for 1995 is $1,146 ($29,000 divided by 25.3) instead of
the $1,000 computed in Example 1. Joe’s adjusted De-
cember 31, 1995, account balance to be used for deter-
mining the required distribution for 1996 is $28,579
($29,725 minus $1,146).

Example 3. Assume the same facts as in Example 2,
except that, because Joe’s IRA terms do not provide
otherwise, he must refigure life expectancies to figure
his required minimum distribution for 1996. Joe’s mini-
mum distribution for 1996 is figured by dividing his ad-
justed account balance as of December 31, 1995
($28,579) by his and his brother’s joint life and last survi-
vor expectancy. Their joint life and last survivor expec-
tancy can be refigured as follows:

1) Life expectancy of nonspouse beneficiary (from
Table I in Appendix E) using his or her age as of his

or her birthday in calendar year 1995 .................. 27.7
2) Number of years that have passed since 1995 (Use

whole number.) ... 1
3) Remaining life expectancy period. Subtract line 2

fromlinel ... 26.7
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4) Find the divisor amount in Table | that is closest to,
but less than the amount on line 3. Enter the age

shown for that divisoramount .......................... 58
5) IRA owner’s age as of his or her birthday in calendar

Year 1996 ... 72
6) Joint life and last survivor expectancy (from Table Il

in Appendix) using the ages onlines4 and5 ......... 27.3
7) Applicable divisor (from Table for Determining

Applicable Divisor for MDIB) ............ccovveiinnnnn.. 24.4
8) Refigured life expectancy. Compare lines 6 and 7.

Enter the smaller numberhere ......................... 24.4

Joe’s required minimum distribution for 1996 using the
refigured life expectancy (line 8 above) is $1,171
($28,579 divided by 24.4).

Effect of the IRA owner’s death. The MDIB require-
ment does not apply to distributions in years after the
death of the original IRA owner. Consequently, if you
hold an IRA as the beneficiary of the IRA owner, mini-
mum distributions from this IRA can be figured using the
general rules for minimum distributions discussed
earlier.

Further information. Required distribution rules are ex-
plained more fully in sections 1.401(a)(9)-1, 1.401(a)(9)—
2, and 1.408 of the proposed Income Tax Regulations.
These regulations can be read in many libraries and IRS
offices.

Miscellaneous Rules for
Minimum Distributions

The following rules may apply to your minimum
distribution.

Installments allowed. The yearly minimum required
distribution can be taken in a series of installments
(monthly, quarterly, etc.) as long as the total distributions
for the year equal the minimum required amount.

If you have more than one IRA, you must determine
the required minimum distribution separately for each
IRA; however, you can total these minimum amounts
and take the total from any one or more of the IRAs.

Example. Mary, born August 1, 1924, became 70Y-
on February 1, 1995. She has two IRAs. She must begin
receiving her IRA distributions by April 1, 1996. On De-
cember 31, 1994, Mary’s account balance from IRA A
was $10,000; her account balance from IRA B was
$20,000. Mary’s brother, age 64 as of his birthday in
1995, is the beneficiary of IRA A. Her husband, age 78
as of his birthday in 1995, is the beneficiary of IRA B.

Mary’s required minimum distribution from IRA A is
$427 ($10,000 divided by 23.4, the joint life and last sur-
vivor expectancy of Mary and her brother per Table Il in
Appendix E). The amount of the required minimum distri-
bution from IRA B is $1,143 ($20,000 divided by 17.5,
the joint life and last survivor expectancy of Mary and her
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husband per Table Il in Appendix E). The required distri-
bution that must be withdrawn by Mary from either one,
or both, of her IRA accounts by April 1, 1996, is $1,570.

If, in any year, you receive more than the required
minimum amount for that year, you will not receive
credit for the additional amount when determining the
required minimum amounts for future years. However,
any amount distributed in your 70%2 year will be credited
toward the amount that must be distributed by April 1 of
the following year.

Annuity distributions from an insurance company.
Special rules apply if you receive distributions from your
IRA as an annuity purchased from an insurance com-
pany. See Further information, earlier.

Tax Treatment of Distributions

In general, include IRA distributions in your gross in-
come in the year you receive them. Exceptions to this
general rule are rollovers and timely withdrawals of con-
tributions, discussed earlier, and the return of nonde-
ductible contributions, discussed next under Distribu-
tions Fully or Partly Taxable.

Ordinary income. IRA distributions that you must in-
clude in income are taxed as ordinary income.

No special treatment. In figuring your tax, you cannot
use the special averaging or capital gain treatment that
applies to lump-sum distributions from qualified em-
ployer plans.

Distributions Fully
or Partly Taxable

Your IRA distributions may be fully or partly taxable, de-
pending on whether your IRA includes only deductible
contributions or any nondeductible contributions.

Fully taxable. If only deductible contributions were
made to your IRA (or IRAs, if you have more than one)
since it was set up, you have no basis in your IRA. Be-
cause you have no basis in your IRA, any distributions
are fully taxable when received. See Reporting and
Withholding Requirements for Taxable Amounts later.

Partly taxable. If you made nondeductible contribu-
tions to any of your IRAS, you have a cost basis (invest-
ment in the contract) equal to the amount of those con-
tributions. These nondeductible contributions are not
taxed when they are distributed to you. They are a return
of your investment in your IRA.

When IRA distributions are made, special rules apply
in figuring the tax on the distributions if:
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* Only nondeductible IRA contributions were made and
there are any earnings or gains, or

* |f both deductible and nondeductible IRA contribu-
tions were made.

Only the part of the distribution that represents nonde-
ductible contributions (your cost basis) is tax-free. Once
nondeductible contributions have been made, distribu-
tions consist partly of nondeductible contributions (ba-
sis) and partly of deductible contributions, earnings, or
gains. Until you run out of basis, each distribution is
partly taxable and partly nontaxable.

Form 8606. You must complete, and attach to your re-
turn, Form 8606 if you receive an IRA distribution and, at
any time, have made nondeductible IRA contributions.
Using the form, you will figure the nontaxable distribu-
tions for 1995, and your total IRA basis for 1995 and ear-
lier years. See the illustrated Forms 8606 in Appendix D.

Note: If you are required to file Form 8606, but you
are not required to file an income tax return, you still
must file Form 8606. Send it to the IRS at the time and
place you would otherwise file an income tax return.

Figuring the Nontaxable and Taxable
Amounts

If your IRA includes nondeductible contributions and you
received a distribution from it in 1995, you must use
Form 8606 to figure how much of your 1995 IRA distribu-
tion is tax free.

If you made IRA contributions for 1995 that may
be nondeductible because you are covered by an em-
ployer retirement plan, you also need to use a special
worksheet. See Covered by employer plan?, next. You
can then determine how much you must include in taxa-
ble income for any part of the IRA distribution that repre-
sents deductible contributions, earnings or gains. If you
have more than one IRA, you must consider them to-
gether, as if they were a single IRA.

Covered by employer plan? If you are covered by an
employer retirement plan and you made IRA contribu-
tions for 1995 that may be nondeductible, depending on
whether your IRA deduction for that year is reduced
(See Deduction Limits, in Chapter 4.), you can use the
following worksheet to figure how much of your 1995
IRA distribution(s) is tax-free and how much is taxable.
Use the related instructions, under Reporting your non-
taxable distribution on Form 8606, later, to figure your re-
maining basis after the distribution.
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Worksheet to Figure
Taxable Part of Distribution

Use only if you have to figure the taxable part of your 1995
distributions to determine your modified AGI for that year;
see Deduction Limits in Chapter 4.

1) Enter the basis in your IRA(S) as of 12/31/94

..................................................... $
2) Enter all IRA contributions made for 1995,

whether or not deductible. Include

contributions made during 1/1/96 — 4/15/96

for the 1995 year, but exclude contributions

rolled over from retirement plans ............. $
3) Addlinesland2 ..........ccooviiiiiiiiiininnnn. $
4) Enter the value of ALL your IRA(s) as of 12/

31/95 (include any outstanding rollovers) ... $

5) Enter the total IRA distributions received in
1995. (Do not include outstanding rollovers.) _$

6) Addlines4and5 .............coeiiiiiiiiinn... $

7) Divide line 3 by line 6. Enter the result as a
decimal (to at least two places). Do not enter
morethan 1.00 ...

8) Nontaxable portion of the distribution.
Multiply line 5 by line 7. ................oooeee. $

9) Taxable portion of the distribution. Subtract
line8fromline5. ........ooeiiiiiiiiin, $

Reporting your nontaxable distribution on Form
8606. To report your nontaxable distribution and to fig-
ure the remaining basis in your IRA after distributions,
you can:

1) Use the worksheet in the Form 1040, 1040A, or
1040-T instructions to figure your deductible IRA
contributions to report on lines 23a and 23b of Form
1040, lines 15a and 15b of Form 1040A, or lines11
and 12 of Form 1040T.

2) After you complete the worksheet in the form in-
structions, enter your nondeductible IRA contribu-
tions on line 1 of Form 8606.

3) Complete lines 2-5 of Form 8606. If your IRA basis
before 1995 distributions (line 5 of Form 8606) is
less than the nontaxable part of those distributions
(line 8 of the above worksheet), complete lines 6—
13 of Form 8606 and stop here. If line 5 of Form
8606 is equal to or greater than line 8 of the above
worksheet, follow instructions 4 and 5, next. Do not
complete lines 6—9 of Form 8606.

4) Enter the amount from line 8 of the above work-
sheet on line 10 of Form 8606. Enter the amount
from line 9 on line 13 of Form 8606.

5) Complete lines 11 and 12 of Form 8606.
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Example. Rose Green has made the following contri-
butions to her IRAs—

Year Deductible Nondeductible
1988 $2,000 -0-
1989 $2,000 -0-
1990 $2,000 -0-
1991 $1,000 -0-
1992 $1,000 -0-
1993 $1,000 -0-
1994 $ 700 $ 300
Totals $9,700 $ 300

In 1995, Rose, whose IRA deduction for that year may
be reduced or eliminated, makes a $2,000 contribution
that may be partly nondeductible. She also withdraws
$5,000. At the end of that year, the fair market value of
her accounts, including earnings, total $20,000. She did
not have any tax-free withdrawals in earlier years. The
amount she includes in income is figured as follows:

Worksheet to Figure
Taxable Part of Distribution

Use only if you have to figure the taxable part of your 1995
distributions to determine your modified AGI for that year;
see Deduction Limits in Chapter 4.

1) Enter the basis in your IRA(S) as of 12/31/94

..................................................... $ 300
2) Enter all IRA contributions made for 1995,

whether or not deductible. Include

contributions made during 1/1/96 — 4/15/96

for the 1995 year, but exclude contributions

rolled over from retirement plans ............. $ 2,000
3) Addlinesland2 ...........ccoovvviiiiiiinnnnn. $ 2,300
4) Enter the value of ALL your IRA(s) as of 12/

31/95 (include any outstanding rollovers) ... $ 20,000

5) Enter the total IRA distributions received in
1995. (Do not include outstanding rollovers.) $ 5000

6) Addlines4and5 ............cccoeiiiiiiiiiinns $ 25,000

7) Divide line 3 by line 6. Enter the result as a
decimal (to at least two places). Do not enter

morethan 1.00 ..........ccooiiiiiiiiiiiieennnen. .092
8) Nontaxable portion of the distribution.

Multiply line 5byline7. ....................... .. $ 460
9) Taxable portion of the distribution. Subtract

line8fromlines. ..o, $ 4,540

The following illustrated Form 8606 for Rose shows
the information required when you need to use the
above worksheet to figure your nontaxable distribution.
Assume that the amount used on line 1 of Form 8606 is
the amount Rose figured using instructions 1) and 2)
given earlier under Reporting your nontaxable distribu-
tion on Form 8606.
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Recognizing Losses
on IRA Investments

If you have a loss on your IRA investment, you can rec-
ognize the loss on your income tax return, but only when
all the amounts in all your IRA accounts have been dis-
tributed to you and the total distributions are less than
your unrecovered basis, if any. Your basis is the total
amount of the nondeductible contributions in your IRAs.
You claim the loss as a miscellaneous itemized deduc-
tion, subject to the 2 percent limit, on Schedule A, Form
1040.

Example. Bill King has made nondeductible contribu-
tions to an IRA totaling $2,000, giving him a basis at the
end of 1994 of $2,000. By the end of 1995, his IRA earns
$400 in interest income. In that year, Bill withdraws
$600, reducing the value of his IRA to $1,800 at year’s
end. Bill figures the taxable part of the distribution and
his remaining basis on Form 8606 (illustrated in Ap-
pendix D).

In 1996, Bill's IRA has a /oss of $500. At the end of
that year, Bill's IRA balance is $1,300. Bill's remaining
basis in his IRA is $1,500. Bill withdraws the $1,300 bal-
ance remaining in the IRA. He can claim a loss for 1996
of $200 (the $1,500 basis minus the $1,300 withdrawn
IRA balance).

Inherited IRAS

The beneficiaries of your IRA must include distributions
to them in their gross incomes.

Beneficiaries. Your beneficiaries can be your estate,
dependents, and anyone you choose to receive the ben-
efits of your IRA after you die.

Spouse. If you inherit an interest in an IRA from your
spouse, you can elect to treat the entire inherited inter-
est as your own IRA as discussed under Inherited IRAs
in Chapter 3. See the discussion earlier under Required
Distributions for the rules on when you must begin to
make withdrawals from the IRA.

Beneficiary other than spouse. If youinheritan IRA
from someone other than your spouse, you cannot treat
it as though you established it. The IRA may not be rolled
over into, or receive a rollover from, another IRA. No de-
duction will be allowed for amounts paid into that inher-
ited IRA, nor can nondeductible contributions be made
to an inherited IRA.

IRA with basis. If you inherit an IRA from a person who
had a basis in the IRA because of nhondeductible contri-
butions, that basis remains with the IRA. Unless you are
the decedent’s spouse and choose to treat the IRA as
your own, you cannot combine this basis with any basis
you have in your own IRA(S) or any basis in IRA(S) you in-
herited from other decedents. If you take a distribution
from an inherited IRA and your IRA, and each has basis,
you must complete separate Forms 8606 to determine
the taxable and nontaxable portions of those
distributions.
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Death benefit exclusion. Your beneficiaries cannot
claim a death benefit exclusion for any part of a distribu-
tion from your IRA.

Federal estate tax deduction. Your beneficiary may
be able to claim a deduction for estate tax resulting from
certain distributions from your IRA after you die. The
beneficiary can deduct the part of the estate tax paid on
any part of a distribution that the beneficiary must in-
clude in income as income in respect of a decedent. He
or she can take the deduction for the tax year the benefi-
ciary reports that income. For information on claiming
this deduction, see Other Tax Information in Publication
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559, Tax Information for Survivors, Executors, and
Administrators.

Any taxable part of a distribution that is not income in
respect of a decedent is a payment the beneficiary must
include in income. However, the beneficiary cannot take
any estate tax deduction for this part.

If the beneficiary is your spouse, he or she can, as the
surviving spouse, roll over the distribution to another IRA
and avoid including it in income for the year received.

Other Special IRA Situations

There are other special IRA situations that you may en-
counter. They include the following:
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Distribution of an annuity contract from your IRA ac-
count. You may tell the trustee or custodian of your IRA
account to use the amount in the account to buy an an-
nuity contract for you. You are not taxed when you re-
ceive the annuity contract from your account. You are
taxed when you start receiving payments from that an-
nuity contract.

Tax treatment. If only deductible contributions were
made to your IRA since it was set up (This includes all
your IRAs, if you have more than one.), the annuity pay-
ments are fully taxable.

If your IRA includes both deductible and nondeduct-
ible contributions, the annuity payments are taxed as ex-
plained earlier under Distributions Fully or Partly
Taxable.

Cashing in retirement bonds. When you cash in retire-
ment bonds, you are taxed on the entire amount you re-
ceive. If you do not cash in your bonds before the end of
the year in which you reach age 702, you will be taxed
on the entire value of the bonds at that time. This is the
amount you would have received if you had cashed in
the bonds at that time. When the bonds are cashed later,
you will not be taxed again.

Reporting and Withholding
Requirements for Taxable Amounts

If you receive a distribution from your IRA, you will re-
ceive Form 1099-R, Distributions From Pensions, An-
nuities, Retirement or Profit-Sharing Plans, IRAs, Insur-
ance Contracts, etc., or a similar statement. IRA
distributions are shown in Boxes 1 and 2 of Form 1099-
R. A number or letter code in Box 7 tells you what type of
distribution you received from your IRA (or other retire-
ment plan). The number codes mean:

1) Early (premature) distribution, no known exception.
2) Early (premature) distribution, exception applies.
3) Disability.

4) Death.

5) Prohibited transaction.

6) Section 1035 exchange (a tax-free exchange of
life insurance, annuity, or endowment contracts).

7) Normal distribution.

8) Excess contributions plus earnings/
excess deferrals (and/or earnings)
taxable in 1995.

9) PS-58 costs (premiums paid by a trustee or
custodian for current insurance protection,
taxable to you currently).

The letter codes mean:

P—EXxcess contributions plus earnings/
excess deferrals taxable in 1994,

A—May be eligible for 5-year/10-year averaging.
B—May be eligible for death benefit exclusion.
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C—May be eligible for both A and B.

D—Excess contributions plus earnings/
excess deferrals taxable in 1993.

E—Excess annual additions under section 415.
F—Charitable gift annuity.
G—Direct rollover to IRA.

H—Direct rollover to qualified plan or
tax-sheltered annuity.

If the distribution shown on Form 1099-R is from your
IRA (or SEP-IRA), the small box in box 7 (labeled IRA/
SEP) should be checked.

Withholding. Federal income tax is withheld from IRA
distributions unless you choose not to have tax withheld.
See Rollover From Employer’s Plan Into an IRA, in
Chapter 5.

The tax withheld from an annuity or a similar periodic
payment is based on your marital status and the number
of withholding allowances you claim on your withholding
certificate (Form W—4P). If you have not filed a certifi-
cate, the tax withheld will be determined by treating you
as a married individual claiming three withholding
allowances.

Generally, tax will be withheld at a 10% rate on lump-
sum distributions.

Withholding from IRA distributions delivered
outside the United States. In general, if you are a U.S.
citizen or resident alien and your home address is
outside the United States or its possessions, you cannot
choose exemption from withholding on your IRA
distributions.

To choose exemption from withholding, you must cer-
tify to the payer under penalties of perjury that you are
not a U.S. citizen, a resident alien of the United States,
or a tax-avoidance expatriate.

Even if this election is made, the payer must withhold
tax at the rates prescribed for nonresident aliens.

For more information, see Withholding on Pen-
sions and Annuities in Publication 505, Tax Withholding
and Estimated Tax. See also Publication 515, Withhold-
ing of Tax on Nonresident Aliens and Foreign
Corporations.

Reporting taxable distributions on your return. Re-
port fully taxable distributions, including premature distri-
butions, on line 15b, Form 1040 (no entry is required on
line 15a), or line 10b, Form 1040A. If only part of the dis-
tribution is taxable, enter the total amount on line 15a,
Form 1040 (or line 10a, Form 1040A), and the taxable
part on line 15b (or 10b). You cannot report distributions
on Form 1040EZ.

Estate tax. For information on how estate tax laws re-
late to certain IRAs, get Publication 448, Federal Estate
and Gift Taxes.
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7.

What Acts Result In
Penalties?

The tax advantages of using IRAs for retirement sav-
ings can be offset by additional taxes and penalties if
you do not follow the rules. For example, there are addi-
tions to the regular tax for using your IRA funds in prohi-
bited transactions. There are also additional taxes for:

* Making excess contributions,

* Making early withdrawals (taking premature
distributions),

» Allowing excess amounts to accumulate (failing to
make required withdrawals), or

* Receiving excess distributions.

There are penalties for overstating the amount of
nondeductible contributions and for failure to file Form
8606, Nondeductible IRAs (Contributions, Distributions,
and Basis), if required.

This chapter discusses those acts that you should
avoid and the additional taxes and other costs, including
loss of IRA status, that apply if you don't.

Prohibited Transactions

Generally, a prohibited transaction is any improper use
of your IRA account or annuity by you or any disquali-
fied person.

Some examples of disqualified persons for this pur-
pose are:

Your fiduciary, or

Members of your family (spouse, ancestor, lineal de-
scendant and any spouse of a lineal descendant).

Some examples of prohibited transactions with an
IRA are:

1) Borrowing money from it,

2) Selling property to it,

3) Receiving unreasonable compensation for manag-
ing it,

4) Using it as security for a loan, and

5) Buying property for personal use (present or future)
with IRA funds.

Effect on an IRA account. Generally, if you or your
beneficiary engage in a prohibited transaction in con-
nection with your IRA account at any time during the
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year, it will not be treated as an IRA as of the first day
of the year.

Effect on you (or your beneficiary). If you (or your
beneficiary) engage in a prohibited transaction in con-
nection with your IRA account at any time during the
year, you (or your beneficiary) must include the fair mar-
ket value of all (or part, in certain cases) of the IRA as-
sets in your gross income for that year. The fair market
value is the price at which the IRA assets would change
hands between a willing buyer and a willing seller, when
neither has any need to buy or sell, and both have rea-
sonable knowledge of the relevant facts.

You must use the fair market value of the assets as of
the first day of the year you engaged in the prohibited
transaction. You may also have to pay the 10% tax on
premature distributions and the 15% tax on excess dis-
tributions, discussed later.

Borrowing on an annuity contract. If you borrow
money against your IRA annuity contract, you must in-
clude in your gross income the fair market value of the
annuity contract as of the first day of your tax year. You
may also have to pay the 10% additional tax on prema-
ture distributions and the 15% tax on excess distribu-
tions discussed later.

Pledging an account as security. If you use a part
of your IRA account as security for a loan, that part is
treated as a distribution and is included in your gross in-
come. You may have to pay the 10% additional tax on
premature distributions, and the 15% tax on excess dis-
tributions discussed later.

Trust account set up by an employer or an employee
association. Your account or annuity does not lose its
IRA treatment if your employer or employee associa-
tion, with whom you have your IRA, engages in a prohi-
bited transaction.

If you participate in the prohibited transaction with
your employer or association, your account is no longer
treated as an IRA.

Excise taxes. If someone other than the owner or ben-
eficiary of an IRA engages in a prohibited transaction,
that person may be liable for certain excise taxes. In
general, there is a 5% tax on the amount of the prohi-
bited transaction and a 100% additional tax if the trans-
action is not corrected.

If the IRA ceases to be an IRA because of a prohi-
bited transaction by you (or your beneficiary), you (or
your beneficiary) are not liable for these excise taxes.
However, you (or your beneficiary) may have to pay
other taxes as discussed above under Effect on you (or
your beneficiary).

Other Acts to Avoid

The following acts are also prohibited:

Investment in collectibles. If your IRA invests in col-
lectibles, the amount invested is considered distributed
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to you in the year invested. You may also have to pay the
10% tax on premature distributions, the 15% tax on ex-
cess distributions, and the excise taxes discussed
earlier.

Collectibles include art works, rugs, antiques, met-
als, gems, stamps, coins, alcoholic beverages, and cer-
tain other tangible personal property.

Exception. Your IRA can invest in one, one-half, one-
guarter, or one-tenth ounce U.S. gold coins, or one-
ounce silver coins minted by the Treasury Department.

Exemptions

Certain transactions that have been viewed previously
as prohibited transactions, have been granted exemp-
tion from prohibited transaction penalties by the Depart-
ment of Labor. Recently, exemptions have been
granted for the following, if they meet the requirements
for exemption:

* Payments by an IRA sponsor of cash, property, or
other consideration to an individual (or members of his
family) for whose benefit the IRA is established or
maintained.

* Receipt of services from a bank at reduced or no cost
by an individual for whose benefit an IRA is estab-
lished or maintained.

Exemption for payments of cash, property, or other
consideration. The following requirements must be
satisfied for this exemption to apply:

1) The payments must be given for establishing an
IRA or for making additional contributions to it;

2) The IRA must be established solely to benefit you,
your spouse, and beneficiaries (yours and your
spouse’s);

3) During the year the total of the fair market value of
the payments you receive cannot exceed:

a) $10 for IRA deposits of less than $5,000, or
b) $20 for IRA deposits of $5,000 or more;

4) If the consideration you are provided is group term
life insurance, then the previous two conditions do
not apply provided that no more than $5,000 of the
face value of the insurance is based on a dollar for
dollar basis on the assets in your IRA.

Exemption for services you receive at reduced or no
cost. After May 11, 1993, the following conditions must
be satisfied for this exemption to apply:

1) The IRA taken into account for purposes of qualify-
ing to receive the services must be established and
maintained for the benefit of you, your spouse, or
beneficiaries (yours and your spouse’s).

2) The services must be services the bank itself can
legally offer.

3) The services must be provided in the ordinary
course of business by the bank (or a bank affiliate)
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to customers who qualify but do not maintain an IRA
(or a Keogh plan).

4) For an IRA, the determination of who qualifies for
these services must be based on an IRA (or a Ke-
ogh plan) deposit balance equal to the lowest quali-
fying balance for any other type of account.

5) The rate of return on an IRA investment that quali-
fies cannot be less than the return on an identical
investment that could have been made at the same
time at the same branch of the bank by a customer
who is not eligible for (or does not receive) these
services.

Excess Contributions

Generally, an excess contribution is the amount contrib-
uted to your IRAs that is more than the smaller of the fol-
lowing amounts:

1) Your taxable compensation for the year, or
2) $2,000.

The taxable compensation limit applies whether your
contributions are deductible or nondeductible.

Contributions for the year you reach age 70Y- and
any later year are also excess contributions.

An excess contribution could be the result of your
contribution, your spouse’s contribution, your employ-
er's contribution, or an improper rollover contribution. If
your employer makes contributions on your behalf to a
SEP-IRA, see Chapter 8, Simplified Employee Pension
(SEP).

Tax on excess contributions. If the excess contribu-
tion for a year is not withdrawn by the date your return for
the year is due (including extensions) as explained later,
you are subject to a 6% tax. You must pay the 6% tax
each year on excess amounts that remain in your IRA at
the end of your tax year. The excess is taxed for the year
of the excess contribution and for each year after that,
until you correct it. The tax cannot be more than 6% of
the value of your IRA as of the end of your tax year.

The excise tax is figured on Form 5329. For informa-
tion on filing Form 5329, see Reporting Additional
Taxes, later.

Example. For 1995, Paul Jones is single, his com-
pensation is $31,000, and he contributed $2,500 to his
IRA. Paul has made an excess contribution to his IRA of
$500 ($2,500 minus the $2,000 limit). The contribution
earned $5 interest in 1995 and $6 interest in 1996 before
the due date of the return, including extensions. He does
not withdraw the $500 or the interest it earned by the
due date of his return, including extensions.

Paul figures his excess contribution tax by multiplying
the excess contribution ($500) shown on line 12, Form
5329, by .06, giving him an additional tax liability of $30.
He enters the tax on line 13, Form 5329, and on line 51,
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Form 1040. See Paul’s filled-in Form 5329 in Appendix
C, later.

Excess contributions you withdraw by the date your
returnis due. You will not have to pay the 6% tax if you
withdraw an excess contribution made during a tax year
and interest or other income earned on it by the date
your tax return for that year is due, including extensions.

Do not include in your gross income an excess con-
tribution that you withdraw from your IRA before your tax
return is due if:

1) No deduction was allowed for the excess contribu-
tion, and

2) The interest or other income earned on the excess
was also withdrawn.

However, you mustincludein your gross income the in-
terest or other income that was earned on the excess
contribution. Report it on your return for the year in which
the excess contribution was made. Your withdrawal of
interest or other income may be subject to an additional
10% tax on early withdrawals, discussed later.

Form 1099-R. You will receive Form 1099-R indicat-
ing the amount of the withdrawal. If the excess contribu-
tion was made in a previous tax year, these forms will in-
dicate the year in which the earnings are taxable.

Excess contributions you withdraw after your return
is due. If the total contributions (other than rollover con-
tributions) for the year to your IRA are $2,250 or less and
there are no employer contributions for the year, you can
withdraw any excess contribution after the due date for
filing your tax return for that year, including extensions,
and not include the amount withdrawn in your gross in-
come. This applies only to the part of the excess for
which you did not take a deduction. The 6% tax applies
to the excess contribution amount that remains in your
IRA at the end of a year (This includes the year of the
contribution and any later year.).

Excess contribution deducted in an earlier year. If
you deducted an excess contribution in an earlier year
for which the total contributions were $2,250 or less and
for which there were no employer contributions, you can
still remove the excess from your IRA and not include it
in your gross income. To do this, file Form 1040X,
Amended U.S. Individual Income Tax Return, for that
year and do not deduct the excess contribution on the
amended return. Generally, you can file an amended re-
turn within 3 years after you filed your return, or 2 years
from the time the tax was paid, whichever is later.

Excess dueto incorrect rollover information. If an
excess contribution in your IRA is the result of a rollover
and the excess occurred because you had incorrect in-
formation required to be supplied by the plan, you can
withdraw the excess contribution. The $2,250 limit, men-
tioned above, is increased by the amount of the excess
that is due to the incorrect information. You will have to
amend your return for the year in which the excess oc-
curred to correct the reporting of the rollover amounts in
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that year. Do not include in your gross income, in the
year you withdraw it, the excess contribution that was
the result of the incorrect information.

Taking a deduction in a later year for an excess con-
tribution. You cannot reduce an excess by applying it
against an earlier year in which less than the maximum
amount allowable was contributed. But you can apply it
to a later year if the contributions for that later year are
less than the maximum allowed for that year.

You can deduct from your gross income, in the first
available tax year, the amount of the excess contribu-
tions in your IRA, from preceding years, up to the differ-
ence between the maximum amount that is deductible in
the year and the amount actually contributed during the
year.

This method lets you avoid making a withdrawal. It
does not, however, let you avoid the 6% tax on any ex-
cess contributions remaining at the end of a tax year.

Example. Terry was entitled to contribute to her IRA
and deduct $1,000 in 1994 and $1,500 in 1995, the
amounts of her taxable compensation for these years. In
1994, she actually contributed $1,400 but could deduct
only $1,000. In 1994, $400 is an excess contribution
subject to the 6% tax. However, she would not have to
pay the 6% tax if she withdrew the excess (including any
earnings) before the due date of her 1994 return. Since
Terry did not withdraw the excess, she owes excise tax
of $24 for 1994. To avoid the excise tax for 1995, she
can correct the $400 excess amount from 1994 in 1995
if her actual contributions are only $1,100 in 1995 (the al-
lowable deductible contribution of $1,500 minus the
$400 excess from 1994 she wants to treat as a deducti-
ble contribution in 1995). Terry can deduct $1,500 in
1995 (the $1,100 actually contributed plus the $400 ex-
cess contribution from 1994).

Closed tax year. A special rule applies if you incor-
rectly deducted part of the excess contribution in a
closed tax year (one for which the period to assess a tax
deficiency has expired). The amount allowable as an
IRA deduction for a later correction year (the year you
contribute less than the allowable amount) must be re-
duced by the amount of the excess contribution de-
ducted in the closed year.

Premature Distributions
(Early Withdrawals)

You must include in your gross income premature distri-
butions (sometimes called early withdrawals or early dis-
tributions) from your IRA. They are also subject to an ad-
ditional tax, as discussed below.

Premature distributions are amounts you withdraw
from your IRA account or annuity before you are age
59%,, or amounts you receive when you cash in retire-
ment bonds before you are age 59Y-.
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Exceptions. In certain circumstances, the additional
tax does not apply to distributions from your IRA, even
though they are made before you are age 59¥.. There
are exceptions for:

+ Disability,
* Death, and
» Annuity distributions.

The exceptions are discussed in detail near the begin-
ning of Chapter 6 under Exceptions.

Receivership Distributions. Premature distributions
(with or without your consent) from savings institutions
placed in receivership are subject to this tax unless one
of the exceptions discussed above applies. This is true
even if the distribution is from a receiver that is a state
agency.

Additional tax. The additional tax on premature distri-
butions is equal to 10% of the amount of the premature
distribution that you must include in your gross income.
This tax is in addition to any regular income tax that is
due.

Use Form 5329 to figure the tax. See the discussion
of Form 5329, later, under Reporting Additional Taxes,
for information on filing the form.

Example. Tom, who is 35 years old, and is not dis-
abled, makes a $3,000 withdrawal from his IRA account.
The $3,000 is a premature distribution. Tom never made
any nondeductible contributions to his IRA. He must in-
clude the $3,000 in his gross income for that year and
pay income tax on it. Tom must also pay an additional
tax of $300 (10% x $3,000). He chooses to file Form
5329. See the filled-in Form 5329 in Appendix C.

Nondeductible contributions. The tax on premature
distributions does not apply to the part of a distribution
that represents a return of your nondeductible contribu-
tions (basis).

Rollovers. Distributions that are rolled over, as dis-
cussed in Chapter 5, can be made without your having to
pay the regular income tax or the 10% additional tax.

Excess Accumulations
(Insufficient Distributions)

Amounts contributed to your IRA cannot be kept in it in-
definitely. In general, you must begin receiving distribu-
tions by April 1 of the year following the year in which you
reach age 70Y.. The required minimum distribution for
any year after your 70Y. year must be made by Decem-
ber 31 of that later year.

Tax on excess. If distributions are less than the re-
quired minimum distribution for the year, discussed in
Chapter 6, you may have to pay a 50% excise tax for
the year on the amount not distributed as required.
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Reporting the tax. Use Form 5329 to report the tax on
excess accumulations. See the discussion of Form
5329, later, under Reporting Additional Taxes, for more
information on filing the form.

Request to excuse the tax. If the excess accumulation
is due to reasonable error, and you have taken, or are
taking, steps to remedy the insufficient distribution, you
can request that the tax be excused.

How to file the request. File Form 5329 with your
Form 1040 and pay any tax you owe on excess accumu-
lations. Attach an explanation for the excess accumula-
tion and show when you removed the excess or what
you have done that will result in its withdrawal.

If the IRS approves your request, it will refund the ex-
cess accumulations tax you paid.

Exemption from tax. If you are unable to make re-
quired distributions because you have an IRA invested in
a contract issued by an insurance company that is in
state insurer delinquency proceedings, the 50% excise
tax does not apply if the conditions and requirements
of Revenue Procedure 92-10 are satisfied. Those condi-
tions and requirements are summarized below. You can
read the full text of the revenue procedure at most IRS
offices and at many public libraries.

Conditions. To qualify for exemption from the tax,
the assets in your IRA must include an affected invest-
ment . Also, the amount of your required distribution
must be determined as discussed in Chapter 6.

Affected investment means an annuity contract or
a guaranteed investment contract (with an insurance
company) for which payments under the terms of the
contract have been reduced or suspended because of
state insurer delinquency proceedings against the con-
tracting insurance company.

Requirements. If your IRA (or IRAS) includes other
assets in addition to your affected investment, all IRA
assets, including the available portion of your affected
investment, must be used to satisfy as much as possible
your IRA distribution requirement. If the affected invest-
ment is the only asset in your IRA, as much as possible
of the required distribution must come from the available
portion, if any, of your affected investment.

Available portion. The available portion of your af-
fected investment is the amount of payments remaining
after they have been reduced or suspended because of
state insurer delinquency proceedings.

Make up of shortfall in distribution. If the pay-
ments to you under the contract increase because all or
part of the reduction or suspension is canceled, you
must make up the amount of any shortfall in a prior distri-
bution because of the proceedings. You make up (re-
duce or eliminate) the shortfall with the increased pay-
ments you receive.

You must make up the shortfall by December 31 of
the calendar year following the year that you receive in-
creased payments.
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Excess Distributions

If you received retirement distributions during the year of
more than $150,000, you may have to pay a 15% tax on
the distributions that are more than $150,000. The
term retirement distributions means your distributions
from any qualified employer plan (including a tax-shel-
tered annuity plan), or IRA.

Use Form 5329 to figure the tax. See the discussion
of Form 5329, later, under Reporting Additional Taxes.

This excise tax is reduced by any tax on premature
distributions that applies to the excess distribution. See
Premature Distributions, discussed earlier.

Excluded distributions. The excess distribution tax
does not apply to the following distributions:

1) Distributions after the death of the IRA owner (or
employee in the case of employer plans),

2) Distributions that are rolled over,

3) Distributions that represent nondeductible
contributions,

4) Distributions to an alternate payee under a qualified
domestic relations order, if includable in the alter-
nate payee'’s income,

5) Corrective distributions of excess deferrals under a
salary reduction arrangement (or a similar qualified
plan) discussed in Chapter 8,

6) Corrective distributions of excess contributions and
excess aggregate contributions, and

7) Corrective distributions of excess annual additions.

Combining distributions. If distributions with regard to
a person are made to that person and others, the distri-
butions must be combined to figure the amount of ex-
cess distributions for the year.

Special limitation on tax. On a return filed for a tax
year ended before January 1, 1989, you could have cho-
sen not to pay the 15% tax on the part of any distribution
that is related to your accrued benefits on August 1,
1986. This rule applies only if the accrued benefit as of
August 1, 1986, was more than $562,500.

However, if you made this choice to exclude from the
tax on excess distributions a distribution amount alloca-
ble to your August 1, 1986, benefit accruals, your other
retirement distributions that are more than $150,000 for
1995 are subject to the tax. Furthermore, this $150,000
amount is reduced (but not below zero) by any distribu-
tions received during the year that are allocable to the
August 1, 1986, benefit accruals.

If you did not elect to apply this rule, the 15% tax will
apply to the part of the distribution that is more than
$150,000.

Increase in estate tax. For decedents dying after De-
cember 31, 1986, the estate tax will be increased by
15% of the excess retirement accumulation. A person’s
excess retirement accumulation, if any, is the value of
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the decedent’s interests in all qualified employee plans,
tax-sheltered annuities, qualified annuity plans, individ-
ual retirement accounts, and any other plans that the In-
ternal Revenue Service may include, over the “present
value” of a single life annuity with payments equal to the
annual ceiling ($150,000), and payable for a period
equal to the decedent’s life expectancy immediately
before death. The tax may not be offset by any credits
against the estate tax, such as the unified credit.

Reporting
Additional Taxes

Generally you must use Form 5329 to report the tax on
excess contributions, premature (early) distributions, ex-
cess distributions, and excess accumulations.

You must file Form 5329 if you receive excess dis-
tributions from a qualified retirement plan, whether or not
you owe tax on them.

You do not have to use Form 5329 if:

+ Distribution code 1 (early distribution) is shown in box
7 of Form 1099-R. Instead, multiply the taxable part of
the early distribution by 10% and enter the result on
line 51 of Form 1040. Write “No” on the dotted line
next to line 51 to indicate that you do not have to file
Form 5329. However, if you owe this tax and also
owe any other additional tax on a distribution, do not
enter this 10% additional tax directly on your Form
1040. You must file Form 5329 to report your addi-
tional taxes.

* You qualify for an exception to the premature distribu-
tions tax. You need not report the exception if distribu-
tion code 2, 3, or 4 is shown in box 7 of Form 1099-R.
However, if one of those codes is not shown, or the
code shown is incorrect, you must file Form 5329 to
report the exception.

* You properly rolled over all distributions you received
during the year.

If you file Form 1040, complete Form 5329 and attach
it to your Form 1040. Enter the total amount of IRA tax
due on line 51, Form 1040.

Note: If you have to file an individual income tax re-
turn and Form 5329, you must use Form 1040.

If you do not have to file a Form 1040 but do have to
pay one of the IRA taxes mentioned earlier, file the com-
pleted Form 5329 with IRS at the time and place you
would have filed Form 1040. Be sure to include your ad-
dress on page 1 and your signature and date on page 2.
Enclose, but do not attach a check or money order paya-
ble to Internal Revenue Service for the tax you owe, as
shown on Form 5329. Write your social security number
and “1995 Form 5329” on your check or money order.
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8.

Simplified Employee
Pension (SEP)

A simplified employee pension (SEP) is a written ar-
rangement (a plan) that allows an employer to make
contributions toward his or her own (if a self-employed
individual) and employees’ retirement, without becom-
ing involved in more complex retirement plans. The con-
tributions are made to IRAs (SEP-IRAS) of the partici-
pants in the plan. Under a SEP, IRAs are set up for, at a
minimum, each qualifying employee (defined below).
IRAs may have to be set up for leased employees (de-
fined below), but they do not have to be set up for ex-
cludable employees (defined below).

An employer can use Form 5305-SEP to satisfy the
written arrangement requirement for a SEP. A SEP can
be established at any time during a year. However, the
time for making contributions for a year under a SEP
agreement is limited. See Time limit for contributions,
later.

Note. The SEP plan under which contributions are
made can be set up after the close of the year for which
contributions are made. However, the plan must exist at
the time the contributions are made and they must be
made within the time limit. See Time limit for contribu-
tions, later.

An employer who signs a SEP agreement does not
have to make any contribution to the SEP-IRAs that are
set up. But, if the employer does make contributions, the
contributions must be based on a written allocation
formula and must not discriminate in favor of highly
compensated employees (defined later).

Definitions

A self-employed individual is an employee for SEP
purposes. He or she is also the employer. Even if the
self-employed individual is the only qualifying employee,
he or she can have a SEP-IRA.

A qualifying employeeis one who:

Is at least 21 years old,

Has worked for the employer during at least 3 of the 5
years immediately preceding the tax year, and

Has received from the employer at least $400 in com-
pensation in the tax year.
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Note. An employer can establish less restrictive par-
ticipation requirements for its employees than those
listed, but not more restrictive ones.

Leased employees. The person or firm for whom you
perform services (the recipient) may have to include you
in a SEP if you are a “leased employee” and are treated
as an employee of the recipient. A leased employee is
any person who is not an employee of the recipient and
who is hired by a leasing organization, but who performs
services for another (the recipient of the services). You
are a leased employee if:

1) Your services are provided under an agreement be-
tween the recipient and the leasing organization,

2) Your services are performed for the recipient, or for
the recipient and related persons, on a substantially
full-time basis, for a period of at least one year, and

3) Your services are of a type historically performed by
employees in the recipient’s field of business.

For more information on leased employees, see the dis-
cussion in Publication 560.

Excludable employees. The following employees can
be excluded from coverage under a SEP:

Employees covered by a union agreement and
whose retirement benefits were bargained for in
good faith by their union and their employer, and

Nonresident alien employees who have no U.S.
source earned income from their employer. For
more information about nonresident aliens, see
Publication 519, U.S. Tax Guide for Aliens.

A highly compensated employee is an employee who
during the year or preceding year:

1) Owns more than 5% of the capital or profits interest
in the employer (if not a corporation); or more than
5% of the outstanding stock or more than 5% of the
total voting power of all stock of the employer
corporation;

2) Received annual compensation from the employer
of more than $100,000;

3) Received annual compensation from the employer
of more than $66,000 and was a member of the top-
paid group (20%) of employees during the year; or

4) Is an officer whose annual compensation is more
than $60,000.

Contributions

The SEP rules permit an employer to contribute (and de-
duct) each year to each participating employee’s SEP-
IRA up to 15% of the employee’s compensation or
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$30,000, whichever is less. These contributions are
funded by the employer.

Figuring the 15% limit. For purposes of determining
the 15% limit, compensation is generally limited to
$150,000, Not including your employer’s contribution
to your SEP-IRA.

Note. For employees in a collective bargaining unit
covered by a SEP for which the $150,000 limit is not ef-
fective for the plan year beginning in 1995, the compen-
sation limit is $245,000.

Example. Barry’s nonunion employer has a SEP for
its employees. Barry’s compensation for 1995, before
his employer’s contribution to his SEP-IRA, was
$160,000. Barry’s employer can contribute up to
$22,500 (15% x $150,000) to Barry’s SEP-IRA.

Deduction limit for a self-employed person. If you
are self-employed and contribute to your own SEP-IRA,
special rules apply when figuring your maximum deduc-
tion for these contributions.

For determining the 15% limit on contributions,
discussed above, your compensation is your net earn-
ings from self-employment. See Net earnings from
self-employment, later. Note that, for SEP purposes,
your net earnings (compensation) must take into ac-
count your deduction for contributions to your own SEP-
IRA. Because your deduction amount and your net earn-
ings amount are each dependent on the other, this ad-
justment presents a problem.

To solve this problem, you make the adjustment to
net earnings indirectly by, in figuring your maximum de-
duction, reducing the contribution rate called for in the
plan. Use the following worksheets to find this reduced
contribution rate and your maximum deduction. Make no
reduction to the contribution rate for any common-law
employees.

Self-Employed Person’s Rate Worksheet

1) Plan contribution rate as a decimal (for
example, 10¥2% would be 0.105) ...............

2) Rate inline 1 plus one (for example, 0.105 plus
onewouldbe 1.105) ........cocvviviiiiiininnnnnn.

3) Self-employed rate as a decimal (Divide line 1
byline2.) oo

Self-Employed Person’s Deduction Worksheet

Step 1
Enter your rate from the Self-Employed
Person’s Rate Worksheet .....................
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Step 2
Enter your net earnings from line 3,
Schedule C-EZ (Form 1040), line 31,
Schedule C (Form 1040), line 36, Schedule F
(Form 1040), or line 15a, Schedule K-1

(FOrm2065) ....cvveii i $
Step 3

Enter your deduction for self-employment

tax from line 25, Form 1040 ................... $
Step 4

Subtract Step 3 from Step 2 and enter the

FESUIL .. $
Step 5

Multiply Step 4 by Step 1 and enter the result

.................................................... $
Step 6

Multiply $150,000 by your plan contribution

rate. Enter the result but not more than

$30,000 ..ot $

Step 7
Enter the smaller of Step 5 or Step 6. This is
your maximum deductible contribution.
Enter your deduction on line 27, Form 1040 $

Example. You are a sole proprietor and have em-
ployees. The terms of your plan provide that you contrib-
ute 10¥2% (.105) of your compensation, and 10Y:% of
your common-law employees’ compensation. Your net
earnings from line 31, Schedule C (Form 1040) is
$200,000. In figuring this amount, you deducted your
common-law employees’ compensation of $100,000
and contributions for them of $10,500 (10 ¥.% x
$100,000). This net earnings amount is now reduced to
$193,527 by subtracting your self-employment tax de-
duction of $6,473. You figure your self-employed rate
and maximum deduction for employer contributions on
behalf of yourself as follows:

Self-Employed Person’s Rate Worksheet

1) Plan contribution rate as a decimal (for

example, 10Y.% would be 0.105) ............... 0.105
2) Rateinline 1 plus one, (for example, 0.105 plus

onewouldbe 1.105) ........cooviviiiiiininnnnnn. 1.105
3) Self-employed rate as a decimal (Divide line 1

byline2.) .o 0.0950

Self-Employed Person’s Deduction Worksheet

Step 1

Enter your rate from the Self-Employed

Person’s Rate Worksheet ..................... _0.0950
Step 2

Enter your net earnings from line 3,

Schedule C-EZ (Form 1040), line 31,

Schedule C (Form 1040), line 36, Schedule F

(Form 1040), or line 15a, Schedule K-1

(FOrm2065) ..o e $ 200,000
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Step 3

Enter your deduction for self-employment

tax from line 25, Form 1040 ................... $ 6,473
Step 4

Subtract Step 3 from Step 2 and enter the

FESUIt ..o $ 193,527
Step 5

Multiply Step 4 by Step 1 and enter the result

.................................................... $ 18,385
Step 6

Multiply $150,000 by your plan contribution

rate. Enter the result but not more than

$30,000 ..ot $ 15,750

Step 7
Enter the smaller of Step 5 or Step 6. This is
your maximum deductible contribution.
Enter your deduction on line 27, Form 1040. $ 15,750

Net earnings from self-employment. For SEP pur-
poses, your net earnings are your gross income from
your business minus allowable deductions for that busi-
ness. Allowable deductions include contributions to your
employees’ SEP-IRAs. You also take into account the
deduction allowed for one-half of your self-employment
tax, and the deduction for contributions to your own
SEP-IRA. Net earnings do not include tax-free items (or
deductions related to them), but do include foreign
earned income and housing cost amounts. Net earnings
include a partner’s distributive share of partnership in-
come or loss (other than separately treated items such
as capital gains or losses). If paid for services to or for
the partnership, net earnings include guaranteed pay-
ments to a limited partner. They do not include distribu-
tions of income or loss to a limited partner.

Time limit for contributions. To deduct contributions
for a year, the employer must make the contributions by
the due date (including extensions) of the employer’s re-
turn for the year.

Overall limit — employer with defined contribution
and SEP plans. If an employer contributes to a defined
contribution retirement plan (a plan under which an indi-
vidual account is set up for each participant), annual ad-
ditions to an account are limited to the lesser of (1)
$30,000 or (2) 25% of the participant's compensation.
Moreover, for purposes of these limits, contributions to
more than one such plan must be added. Since a SEP is
considered a defined contribution plan for purposes of
these limits, employer contributions to a SEP must be
added to other contributions to defined contribution
plans.
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Tax Treatment of Employer’s
Contributions

Unlike your contributions to IRAs, contributions to your
SEP-IRA by your employer are excluded from your in-
come rather than deducted from it. Your employer’s con-
tributions to your SEP-IRA should not be included in your
wages on your Form W-2, Wage and Tax Statement, un-
less there are contributions under a salary reduction
arrangement.

Contributions under a salary reduction arrange-
ment. Form W-2 should include contributions under a
salary reduction arrangement (discussed later) for social
security and Medicare tax purposes only.

If there are no excess contributions, you do not in-
clude any contributions in your gross income; nor do you
deduct any of them.

If there are excess employer contributions, you
must include them in your gross income, without any off-
setting deduction.

Excess employer contributions you withdraw
before your return is due. If your employer contributes
more to your SEP-IRA than 15% of your compensation
or $30,000, whichever is less, you will not have to pay
the 6% tax (discussed in Chapter 7) on it if you withdraw
this excess amount (and any interest or other income
earned on it) from your SEP-IRA before the date for filing
your tax return, including extensions. However, you may
have to pay an additional 10% tax (discussed in Chapter
7) on the early withdrawal of the interest or other income
earned on the excess contribution.

Excess employer contributions you withdraw after
your return is due. If employer contributions for the
year are $30,000 or less, you may withdraw any excess
employer contributions from your SEP-IRA after the due
date for filing your tax return, including extensions, free
of the 10% tax on premature distributions, discussed
earlier. However, the excess contribution is subject to
the annual 6% excise tax. Also, you may have to pay the
additional 10% tax on the early withdrawal of interest or
other income earned on the excess contribution.

Contributions You Make to Your
SEP-IRA

If you make contributions to your SEP-IRA independent
of employer SEP contributions, you can deduct them the
same way as contributions to a regular IRA. However,
your deduction may be reduced or eliminated because,
as a participant in a SEP, you are covered by an em-
ployer retirement plan. See Chapter 4, How Much Can |
Contribute and Deduct?

Excess contributions you make. For information on
excess contributions you make to your SEP-IRA inde-
pendent of employer SEP contributions, see Chapter 7,
What Acts Result in Penalties?
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Tax Treatment by Self-Employed
Individuals.

If you are self-employed (a sole proprietor or partner)
and have a SEP plan, take your deduction for employer
contributions to your own SEP-IRA on line 27, Form
1040. If you also make deductible contributions to your
SEP-IRA (or any other IRA you own) independent of your
employer contributions, take your deduction on line 23,
Form 1040.

For more employer information on SEP-IRAs, get
Publication 560.

Salary Reduction Arrangement

A SEP may include a salary reduction arrangement.
Under the arrangement, you can elect to have your em-
ployer contribute part of your pay to your SEP-IRA. Only
the remaining portion of your pay is currently taxable.
The tax on the contribution is deferred. This choice is
called an elective deferral. Form 5305A-SEP can be
used by an employer to set up such an arrangement.

Restrictions on election. You can choose elective de-
ferrals only if:

+ At least 50% of employees eligible to participate
choose elective deferrals,

* There were no more than 25 eligible employees at any
time during the preceding year, and

* The amount deferred each year by each eligible highly
compensated employee as a percentage of pay is no
more than 125% of the average deferral percentage
of all other eligible employees (ADP test). Generally,
compensation that is more than $150,000 cannot be
considered in figuring an employee’s deferral
percentage.

Note. For collectively bargained SEPs for which the
$150,000 limit is not effective for the plan year beginning

Chapter8 SIMPLIFIED EMPLOYEE PENSION (SEP)

in 1995, the compensation limit for covered bargaining
unit employees is $245,000.

Exceptions. An elective deferral arrangement is not
available for a SEP maintained by a state or local gov-
ernment, or any of their political subdivisions, agencies,
or instrumentalities, or to a tax-exempt organization.

Limits on deferrals. In general, the total income you
can defer under a salary reduction arrangement in-
cluded in your SEP and certain other elective deferral ar-
rangements, for 1995, is limited to $9,240. This limit ap-
plies only to the amounts that represent a reduction from
your salary, not to any contributions from employer
funds.

Elective deferrals, not exceeding the ADP test, are
excluded from your income in the year of deferral, but
are included in wages for social security, Medicare, and
unemployment (FUTA) tax purposes.

Overall Limits on SEP Contributions

Contributions, including elective deferrals (salary reduc-
tions), made by your employer to the SEP-IRA are sub-
ject to the overall limit of 15% of your compensation
(generally up to $150,000 for 1995) or $30,000, which-
everis less.

Distributions (Withdrawals)

An employer cannot prohibit withdrawals from a SEP-
IRA. Also, an employer cannot condition contributions to
a SEP-IRA on the keeping of any part of them in the
account.

Distributions (withdrawals) from a SEP-IRA are sub-
ject to IRA rules. For information on these rules, includ-
ing tax treatment of distributions, tax-free rollovers, re-
quired distributions, and income tax withholding, see
Chapter 6, When Can | Withdraw and Use Assets From
aniRA?

Page 41



Table 8.1. Contribution/Distribution Quick Reference Chart — IRAs and SEPs

Can contribute for the year
by:

Maximum contribution for
the year limited to:

Must begin distributions®
by:

(including extensions)

of participant’s
compensation?

IRA Due date of return The lesser of $2000 or April 1 of the year following
(notincluding extensions) owner’s taxable the year in which owner
compensation? reaches age 70%
SEP-IRA Due date of return The lesser of $30,000 or 15% | April 1 of the year following

the year in which owner
reaches age 70Y:

! The entire balance or periodic distributions of the balance. See Chapter 6 for additional rules.
2|f owner also has a SEP-IRA (or only a SEP-IRA) this contribution can be made instead to the SEP-IRA (in addition to

the employer’s contributions under the SEP plan).

8 Compensation does not include your employer’s contribution to your SEP-IRA and generally is limited to $150,000 in
1995. A special computation is required to figure the self-employed participant’s contribution limit. See Chapter 8.
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Appendices

To help you complete your tax re-
turn, the following appendices in-
clude the following chart, work-
sheets, sample forms, and tables:

* Appendix A — Summary Record
of IRA(s) for 1995 and Worksheet
For Determining Required Annual
Distributions From Your IRA(S).

* Appendix B — contains work-
sheets that you use if you receive
social security benefits and are
subject to the IRA deduction
phaseout rules. A filled-in example
isincluded.

a) Worksheet 1, Computation
of Modified AGI

b) Worksheet 2, Computation
of IRA Deduction

¢) Worksheet 3, Computation
of Taxable Social Security
Benefits

d) Example and completed
worksheets

* Appendix C — Filled-in Form
5329, Additional Taxes Attributa-
ble to Qualified Retirement Plans
(Including IRAs), Annuities, and
Modified Endowment Contracts

* Appendix D — Filled-in Forms
8606, Nondeductible IRAs (Contri-
butions, Distributions, and Basis)

* Appendix E — Life Expectancy
Tables and the Table for Determin-
ing Applicable Divisor for MDIB
(Minimum Distribution Incidental
Benefit). These tables are included
to assist you in computing your re-
quired minimum distribution
amount if you have not taken all
your assets from all your IRA(S)
before age 70Y..

Page 43



APPENDIXA. Summary Record of IRA(s) for 1995 (You May Keep This for Your Records.)

Name

| became age 59Y2 on

(month) (day) (year)

Iwas [_] covered [_] not covered by my employer’s retirement plan during the year.

contribution

| became age 70Y2 on .
(month) (day) (year)
Contributions
Check. if rollover Fair Market value of
Name of IRA Date Amount contributed for 1995 ' IRA as of December 31,

1995, from Form 5498

IS EaR R A I

Total

Total contributions deducted on tax return
Total contributions treated as nondeductible on Form 8606

Distributions

1. Age

Reason Taxable
Amount of (e.g., for retirement, Income amount gﬁlgf:ﬁ?(lin
Name of IRA Date distribution rollover, withdrawal earned on reported on Form 8606
of excess IRA income tax ; '
o line 10
contributions, etc.) return
1.
2.
3.
4,
Total
Basis of all IRAs as of 12/31/95 (from Form 8606, line 11) $
Basis of all IRAs for 1995 (from Form 8606, line 12) s
Note: You should keep copies of your income tax return, and Forms W-2, 8606, and 5498.
WORKSHEET
FOR
DETERMINING REQUIRED ANNUAL DISTRIBUTIONS FROM YOUR IRA(s)
7092 719> 729 73%> 749, 75%.

2. Year age was reached

3. Value of IRA at the close of business on December 31 of the|
year immediately prior to the year on line 2*

4. Divisor from Life Expectancy Table | or Table II?

5. Required distribution (divide line 3 by line 4)*

*If you have more than one IRA, you must figure the required distribution separately for each IRA.
2Use the appropriate divisor for each year and for each IRA. You can either (a) use the appropriate divisor from the table each year, or (b) use the

appropriate divisor from the table for your 707 year and reduce it by 1 (one) for each subsequent year. To find the appropriate divisor, use your age
(and that of your beneficiary, if applicable) as of your birthday(s) in the year shown on line 2. If your beneficiary is someone other than your spouse,
see Minimum Distribution Incidental Benefit Requirementin Chapter 6.

°If you have more than one IRA, you must withdraw an amount equal to the total of the required distributions figured for each IRA. You can,
however, withdraw the total from one IRA or from more than one IRA.
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APPENDIXB. Worksheets For Social Security Recipients Who Contribute To An IRA

If you receive social security benefits, have taxable compensation, contribute to your IRA, and are

Who is Covered by an Employer Plan?in Chapter 4.)

Use Worksheet 1 to figure your modified adjusted gross income. This amount is needed in the
computation of your IRA deduction, if any, which is figured using Worksheet 2.

The IRA deduction figured using Worksheet 2 is entered on your tax return.

covered (or considered covered) by an employer retirement plan, complete the following worksheets. (See

Worksheet 1
Computation of Modified AGI
(For use only by taxpayers who receive social security benefits)

Filing Status — Check only one box:
[] A.Married filing a joint return

[] B.Single, Head of Household, Qualifying Widow(er), or Married filing separately
and lived apart from your spouse during the entire year

[] C.Married filing separately and lived with your spouse at any time during the year

1) Adjusted gross income (AGI) from Form 1040, Form 1040A, or Form 1040-T (not taking
into account any social security benefits from Form SSA-1099 or RRB-1099, any
deduction for an IRA, or any exclusion of interest from savings bonds to be reported on
O B8 LD ) .ttt

2) Enter the amount in Box 5 of all Forms SSA-1099 and Forms RRB-1099 ..................

3) Enterone half of INe 2 ... ..o e

4) Enter the amount of any foreign earned income exclusion, foreign housing exclusion,
U.S. possessions income exclusion, or exclusion of income from Puerto Rico you
claimed as a bona fide resident of PUEITO RICO .........cooiviiiiiiiii e

5) Enter the amount of any tax-exempt interest reported on line 8b of Form 1040 or
1040A, or line 2D Of FOIrM L040-T ... uni et

B6) AdAIiNES L, 3,4, ANd D ...t

7) Enter the amount listed below for your filing status ...

+ $32,000 if you checked box A above, or
» $25,000 if you checked box B above, or
+ $-0-if you checked box C above.

8) Subtractline 7 from line 6. If zero or less, enterOonthisline ................coooiiian,
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APPENDIXB. (Continued)

9) Ifline 8iszero, STOP HERE. None of your social security benefits are taxable. If line 8
is more than 0, enter the amount listed below for your filing status ..........................

$12,000 if you checked box A above
$ 9,000 if you checked box B above
$—0- if you checked box C above

10) Subtractline 9 fromline 8. If zeroorless, enter—0— .........cooviiiii it e

11) Enterthesmallerof iNe 8 orliNe 9 ......c..oiiiiiiii e

12) Enterone half of IN@ L1 ... e e

13) Enterthe smallerofline 30orline 12...... ..o i e

14) Multiply line 10 by .85. If line 10 is zero, enter —0— ..ot

15)  AdAIINES L3 AN L4 ..ottt

16)  MURIPIY lINE 2 DY 85 .ttt e e et

17) Taxable benefits to be included in Modified AGIfor IRA deduction purposes. Enter
the smaller of liNe 15 0r INE 16 ... .o e

18) Enter the amount of any foreign earned income exclusion and foreign housing
exclusion or deduction that you claimed ......... ..o e

19) Modified AGI for determining you reduced IRA deduction — add lines 1, 17, and 18.
Enter here and on line 2 of Worksheet 2, Next ...
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APPENDIXB. (Continued)

Worksheet 2
Computation of IRA Deduction
(For use only by taxpayers who receive social security benefits)

If your filing And your modified AGI Enter on line 1
statusis: isover: below:

Married-joint return,

or qualifying widow(er) $40,000* $50,000
Single, or Head

of household $25,000* $35,000
Married-separate return** $ -0+ $10,000

* |If your modified AGI is not over this amount, you can take an IRA deduction for your contributions of up to
the lesser of $2,000 or your taxable compensation. Skip this worksheet and proceed to Worksheet 3.

**|f you did not live with your spouse at any time during the year, consider your filing status as single.

NOTE: If you were married and both you and your spouse worked and you both contributed to IRAs, figure the
deduction for each of you separately.

1. Enterthe applicable amount fromabove.............cooiii i

2. Enteryour modified AGI from Worksheet 1, 1in€@ 19 ........coovviiiiiiiiii i

NOTE: Ifline 2 is equal to or more than the amount on line 1, stop here; your IRA contributions are not
deductible. Proceed to Worksheet 3.

3. SUbtract INe 2 fromM M@ d. ..ot e e e

4. Multiply line 3 by 20% (.20). If the result is not a multiple of $10, round it to the next highest
multiple of $10. (For example, $611.40 is rounded to $620.) However, if the result is less
than $200, €NTEE F200 ... .. ettt

5. Enter your compensation. (Do not include your spouse’s compensation.).....................

6. Enter contributions you made, or plan to make, to your IRA for 1995, but do not enter more
than $2,000 ...

7. IRA deduction. Compare lines 4, 5, and 6. Enter the smallest amount here (or a smaller
amount if you choose). Enter this amount on the Form 1040, 1040A, or 1040-T line for your
IRA. (If the amount on line 6 is more than the amount on line 7, complete line 8.) ............

8. Nondeductible contributions. Subtract line 7 from line 5 or 6, whichever is smaller. Enter
the result here and on line 1 of your Form 8606, Nondeductible IRAs (Contributions,
DISHIBULIONS, @NA BASIS) . .. ...

NOTE: If you qualify to contribute to a spousal IRA, continue with line 9.
9. Compare the amount on line 5 to $2,250 and enter the smalleramount .......................

0. A IINES 7 AN 8.ttt e e s

11.  Subtract iNe L0 fromM lINE O ... e e ettt eeaees

NOTE: Ifline 11is zero or less, stop here. You cannot make contributions to an IRA for your spouse. If line 11
is more than zero, go to line 12.

Page 47



APPENDIXB. (Continued)

12. Enterthe smallest Ofi. .. ..o
A. IRA contributions you made, or plan to make, for 1995 to your spouse’s IRA,
B. The amounton line 11; or
C. $2,000.

13. Multiply line 3 by 22.5% (.225). If the result is not a multiple of $10, round it up to the next
multiple of $10. If the result is less than $200, enter $200. ..........cccovvviiiiiiiie i

14. Enterthe amount from lINe 7 ... oo e
15, Subtract 14 from liNe L3 ... e
16. Compare the amounts on lines 12 and 15. Enter the smalleramount ..........................

17. Spousal IRA deduction. Compare the amounts on lines 4, 5, and 16. Enter the smallest
amount (or a smaller amount if you choose) here and on Form 1040, 1040A, or 1040-T ....

NOTE: If line 12 is more than line 17, complete line 18.

18. Maximum spousal IRA nondeductible contributions. Subtract line 17 from line 12.
Enter the result here and on line 1 of your spouse’'s FOrm 8606 ...............coevevivvveinnn...
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APPENDIXB. (Continued)

Worksheet 3
Computation Of Taxable Social Security Benefits
(For use by taxpayers who receive social security benefits and take an IRA deduction)

Filing Status— Check only one box:
] A. Married filing a joint return

[1B. Single, Head of Household, Qualifying Widow(er), or Married filing separately and
lived apart from your spouse during the entire year

[]C. Married filing separately and /ived with your spouse at any time during the year

1) Adjusted gross income (AGI) from Form 1040, Form 1040A, or Form 1040-T (not
taking into account any IRA deduction, any social security benefits from Form SSA-
1099 or RRB-1099, or any exclusion of interest from savings bonds to be reported on
O B8 LD ...ttt

2) IRA deduction(s) from line 7, and, if applicable, line 17 of Worksheet2....................
3) Subtract ine 2 from liNE L .....oiii e
4) Enter amount in Box 5 of all Forms SSA-1099 and Forms RRB-1099......................
5) Enterone half of IN€ 4 ... i e

6) Enter the amount of any foreign earned income exclusion, foreign housing exclusion,
exclusion of income from U.S. possessions, or exclusion of income from Puerto Rico
you claimed as a bona fide resident of PUEMO RICO ..........coovviiiiiiiii i

7 Enter the amount of any tax-exempt interest reported on line 8b of Form 1040 or
1040A, or line 2b Of FOIM 1040-T ..o uiiiiie e eeeeeeeaeeannnaes

8) AdAIiNES 3,5, 6, AN 7 ..o
9) Enter the amount listed below for your filing status..............cccooiiiiiiii i

» $32,000 if you checked box A above, or
» $25,000 if you checked box B above, or

+ $-0-if you checked box C above.

10)  Subtract line 9 from line 8. If zero or less, enterO on thisline ...................coone e,
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APPENDIXB. (Continued)

11) Ifline 10is zero, STOP HERE. None of your social security benefits are taxable. If line
10 is more than 0, enter the amount listed below for your filing status......................

$12,000 if you checked box A above
$ 9,000 if you checked box B above

$—0—if you checked C above

12) Subtractline 11 from line 10. If zeroorless, enter —0— ...,
13) Enterthesmallerof line 100rline L1 .....coovoiiiiiiiiii i e e
14)  Enterone half of INe 13 ... o
15) Enterthesmallerof iNne 50rline 14. ... .ot e
16)  Multiply line 12 by .85. If line 12 is zero, enter —0— ........ooeiiiii i
17) A lNES 15 aNd 16 ... .uuiiiit et e
18)  MURIPIY INE A DY L85 .
19) Taxable social security benefits. Enter the smaller of line 17 orline 18 .................
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APPENDIXB. (Continued)

Comprehensive Example
Determining Your IRA Deduction and the Taxable Portion of Your
Social Security Benefits

John Black is married and files a joint return. He had 1995 wages of $42,500. His wife did not work in
1995. He also received social security benefits of $7,000 and made a $2,000 contribution to his IRA and a
$250 contribution to a spousal IRA for his wife for the year. He had no foreign income, no tax-exempt interest,
and no adjustments to income on lines 24 through 29 on his Form 1040. He participated in a section 401(k)
retirement plan at work.

John completes Worksheets 1 and 2. Worksheet 2 shows that his 1995 IRA deduction is $460 and the
spousal IRA deduction is $60. He must either withdraw the contributions that are more than the deductions
(the $1,540 shown on line 8 and the $190 shown on line 18 of Worksheet 2), or treat the excess amounts as
nondeductible contributions (in which case he must complete two Forms 8606 and attach them to his Form
1040).

The completed worksheets that follow show how John figured his modified AGI to determine the IRA
deductions and the taxable social security benefits to report on his Form 1040.

Worksheet 1
Computation of Modified AGI
(For use only by taxpayers who receive social security benefits)

Filing Status — Check only one box:

[] A. Married filing a joint return

[] B.Single, Head of Household, Qualifying Widow(er), or Married filing separately
and lived apart from your spouse during the entire year

[] C.Married filing separately and lived with your spouse at any time during the year

1) Adjusted gross income (AGI) from Form 1040, Form 1040A, or Form 1040-T (not taking
into account any social security benefits from Form SSA-1099 or RRB-1099, any
deduction for an IRA, or any exclusion of interest from savings bonds to be reported on

FOMM B8L5) .. ee e ettt et ___$42,500
2) Enter the amountin Box 5 of all Forms SSA-1099 and Forms RRB-1099 .................. 7,000
3) Enterone half Of N 2 .. ..o e 3,500

4) Enter the amount of any foreign earned income exclusion, foreign housing exclusion,
U.S. possessions income exclusion, or exclusion of income from Puerto Rico you

claimed as a bona fide resident of PUEITO RICO ........ccoiiiiiiii —0-
5) Enter the total amount of any tax-exempt interest reported on line 8b of Form 1040 or

1040A, or line 2D of FOrM L040-T ... .uiit et - 0
6) AddIiNES 1, 3,4, aNnd 5 ... e 46,000
7) Enter the amount listed below for your filing Status ..o, 32,000

» $32,000 if you checked box A above, or
+ $25,000 if you checked box B above, or
» —0-if you checked box C above.

8) Subtractline 7 from line 6. If zero or less, enter zero on thisline .............................




APPENDIXB. (Continued)

9)

10)

11)

12)

13)

14)

15)

16)

17)

18)

19)

If line 8 is zero, STOP HERE. None of your social security benefits are taxable. If line 8

is more than 0, enter the amount listed below for your filing status ..........................

$12,000 if you checked box A above
$ 9,000 if you checked box B above
$-0-if you checked box C above

Subtractline 9 fromline 8. If zero or less, enter —0— ......oviiiiiiiii e

Enterthe smaller of iN@ 8 0r liNE 9 ... vuuiiiiii e eeeaeeeeees

Enter one half Of INE L1 ...ttt eeeeeeeennnnanees

Enterthe smaller of IN@ 3 0rliNe 12......cooiiiiiiiiii e

Multiply line 10 by .85. Ifline 10 is zero, enter —0— ........ouiiiiiii i

A IINES 13 ANA 14 ... e e e e e

MUIIPIY INE 2 DY 85 ...

Taxable benefits to be included in Modified AGIfor IRA deduction purposes. Enter

the smaller of INE 15 0r N 16 ....oviiirn e e

Enter the amount of any foreign earned income exclusion and foreign housing

exclusion or deduction thatyou claimed ...

MODIFIED AGI for determining your reduced IRA Deduction—add lines 1, 17, and 18.

Enter here and on line 2 of Worksheet 2, NexXt ........covviiiiiiiiiiiii i

12,000

2,000
12,000

6,000
3,500

1,700
5,200

5,950

5,200

47,700
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APPENDIXB. (Continued)

Worksheet 2 _
Computation of IRA Deduction ] )
(For use only by taxpayers who receive social security benefits)

If your filing And your modified AGI Enter online 1
statusis: isover: below:
Married-joint return,
or qualifying widow(er) $40,000* $50,000
Single, or Head
of household $25,000* $35,000
Married-separate return** $ -0+ $10,000

* |If your modified AGI is not over this amount, you can take an IRA deduction for your contributions of up to
the lesser of $2,000 or your taxable compensation. Skip this worksheet and proceed to Worksheet 3.

**|f you did not live with your spouse at any time during the year, consider your filing status as single.

NOTE: If you were married and both you and your spouse worked and you both contributed to IRAS, figure the
deduction for each of you separately.

1. Enter the applicable amount from above.............ooo $50,000

2. Enter your modified AGI from Worksheet 1,line 19 ... 47,700

NOTE: Ifline 2 is equal to or more than the amount on line 1, stop here; your IRA contributions are not
deductible.
Proceed to Worksheet 3.

3. SUbtract iN€ 2 fromM lINE L. ...ttt eeaeeeeeeereeeenenennes

2,300

4.  Multiply line 3 by 20% (.20). If the result is not a multiple of $10, round it to the next
highest multiple of $10. (For example, $611.40 is rounded to $620.) However, if the

resultis less than $200, enter $200 ......coiurriiii it e 460
5. Enter your compensation. (Do not include your spouse’s compensation.).................. 42,500
6. Enter contributions you made, or plan to make, to your IRA for 1995, but do not enter

MOTE than $2,000 ... ..ottt e 2,000
7. IRA deduction. Compare lines 4, 5, and 6. Enter the smallest amount here (or a smaller

amount if you choose). Enter this amount on the Form 1040, 1040A, or 1040-T line for

your IRA. (If the amount on line 6 is more than the amount on line 7, complete line 8.) ... 460

8. Nondeductible contributions. Subtract line 7 from line 5 or 6, whichever is smaller.
Enter the result here and on line 1 of your Form 8606, Nondeductible IRAs 0
(Contributions, Distributions, and BASIS) ..............uiiuuueiiie ittt iie e 1,540

NOTE: If you qualify to contribute to a spousal IRA, continue with line 9.

9. Compare the amount on line 5 to $2,250 and enter the smaller amount .................... 2,250
10, A INES 7 AN 8. ..o
11. Subtractline L0 from liNE O .. .. e 250

NOTE: Ifline 11is zero or less, stop here. You cannot make contributions to an IRA for your spouse. If line 11
is more than zero, go to line 12.
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12.

13.

14.

15.

16.

17.

18.

A. IRA contributions you made, or plan to make, for 1995 to your spouse’s IRA,
B. The amount on line 11; or
C. $2,000.

Multiply line 3 by 22.5% (.225). If the result is not a multiple of $10, round it up to the next
multiple of $10. If the result is less than $200, enter $200. ...........cccovviiiiiiiiiii i,

Enter the amount from N 7 ... o
Subtract line L4 from N L3 ... ..o e
Compare the amounts on lines 12 and 15. Enter the smalleramount ..........................

Spousal IRA deduction. Compare the amounts on lines 4, 5, and 16. Enter the smallest
amount (or a smaller amount if you choose) here and on Form 1040, 1040A, or 1040-T ....

NOTE: Ifline 12 is more than line 17, complete line 18.

Maximum spousal IRA nondeductible contributions. Subtract line 17 from line 12.
Enter the result here and on line 1 of your spouse’'s FOorm 8606..............c.coevevivevennnnn..

250

520

460

60

60

60

190
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Worksheet 3
Computation Of Taxable Social Security Benefits

(For use by taxpayers who receive social security benefits and take an IRA deduction)

Filing Status—Check only one box:

[] A.Married filing a joint return

[] B.Single, Head of Household, Qualifying Widow(er), or Married filing separately
and lived apart from your spouse during the entire year

[] C.Married filing separately and /ived with your spouse at any time during the year

1

2)

3)

4)

5)

6)

7)

8)

9)

10)

Adjusted gross income (AGI) from Form 1040, Form 1040A, or Form 1040-T ( not
taking into account any IRA deduction, any social security benefits from Form SSA-
1099 or RRB-1099, or any exclusion of interest from savings bonds to be reported on
0T IS5 1)

IRA deduction(s) from line 7, and, if applicable, line 17 of Worksheet2....................

Subtract liNe 2 fromM NG L ... e e

Enter the amount in Box 5 of all Forms SSA-1099 and Forms RRB-1099 .................

Enterone half Of INE 4 ... e e

Enter the amount of any foreign earned income exclusion, foreign housing exclusion,
exclusion of income from U.S. possessions, or exclusion of income from Puerto Rico
you claimed as a bona fide resident of PUEMO RICO ..........covvviiiii it

Enter the amount of any tax-exempt interest reported on line 8b of Form 1040 or
1040A, or line 2D of FOrmM L040-T ... .ui ittt

AdAIINES 3,5, 6, AN 7 ..o e e e

Enter the amount listed below for your filing status.............oooiii i

» $32,000 if you checked box A above, or
» $25,000 if you checked box B above, or
+ $-0-if you checked box C above.

Subtract line 9 from line 8. If zero or less, enterOonthisline ...........ccovveviiiiiiinn...

$42,500

41,980

7,000

3,500

45,480

32,000

13,480

520
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11)

12)

13)

14)

15)

16)

17)

18)

19)

If line 10 is zero, STOP HERE. None of your social security benefits are taxable. If line
10 is more than 0, enter the amount listed below for your filing status...................... 12,000

$12,000 if you checked box A above
$ 9,000 if you checked box B above

$—0-if you checked box C above

Subtract line 11 from line 10. If zero orless, enter —0— .......cooiiiiiiiiiiiiiiiiiii e, 1,480
Enter the smaller of in@ L0 or line 11 ...t e 12,000
Enterone half of line 13 ... 6,000
Enterthe smallerof ine 50rline 14. ... ... i e 3,500
Multiply line 12 by .85. Ifline 12 is zero, enter —0— .........ooiiiiiii i 1,258
A INES L5 ANA L6 ....ei e 4,758
MUIIPIY N 4 DY 85 .. 5,950
Taxable social security benefits. Enter the smaller of line 17 orline18 ................. 4,758
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Appendix C.

5329 Additional Taxes Attributable to Qualified OMB No. 15450203

Form Retirement Plans (including IRAs), Annuities, "l]@95
and Modified Endowment Contracts
Department of the Tragaury {Undar Bactians 72, 4973, 4974, snd 4580A of the Intamal Revenue Cadnl Aftachment
Inteena Revenue Senvce = Attach o Form 1040. Ses separate instructions. Sequence No.
Name of nowgual subject to aadimonal tan. [If marred fitng jcintly. see page 2 of the nstructions.) Your ugial sscurity numbar
PRUL JDMES 003 00 ‘pOoD

Fill in Your Address Only Home address (numbier and street), or PLO. box if man 15 not deivered 1o your home Apt. ro.
if You Are Filing This
Form by hself and Not City, tawn or post ofice. state. and ZIP code If this is an amended
With Your Tax Return raturn. check hare i O

If you are subject to the 10% tax on early distributions only, see Who
Must File in the instructions before continuing. You may be able to
repont this tax directly on Form 1040 without filing Form 5328,

Tax on Early Distributions

Compilete this part if & taxable distribution was made from your qualified retirement plan (including an IRA), annuity contract, or
modified engdowment contract before you reached age 59 (or was incomectly indicated as such on your Form 1099-R—see
instructions). Note: You must include the amount of the distribution on line 15b or 18b of Form 1040 or on the appropriale line of
Form 4972.

1 Early digtributions included in gross income {see page 2 of the instructions) ., | . 1
Distributions excepted from additional tax (see page 2 of the instructions). Enter appropnate
exception number from instructions »_____ . . . . . . . L L. L L ... 2

3 Amount subject to additional tax. Subtract line 2 fomlinet . . . . . . . . . _ . . 3

4 Tax due. Multiply line 3 by 10% (.10). Enter here and on Form 1040, line51., . . . . . . 4

Tax on Excess Contributions to Individual Retirement Arrangements
Compiete this part if, either in this year or in eanlier years, you contributed more to your IRA than is or was aliowable and you have
an excess contribution subject to fax,

6 Excess contributions for 1995 (see page 3 of the instructions). Do not inciude this amount on
Form 1040, line 23a or 23b . . . . O - oo

f Eanier year excess contributions not prewously allmlnated {see pags
3 of tha instructions) . ., . . . . 6

7 Contribution cradit. f your actual mntrlbutnon for 1995 i8 Iess than
your maximum allowable contribution, see page 3 of the instructions;

otherwise, enter -0- ?
8 1995 distributions from your IRA accoum 1hat are rncludlble in taxabie
income . . . Ce 8

8 1994 tax year excess comnbuuons (lf any] wnthdrawn aﬂer 1113 due
date {inciuding extensions) of your 1984 income tax return, and 1993

and earlier tax year excess contributions withdrawn in 1995 . , . |8

10 Addlines7,8,and8 ., . . . 10

11 Adjusted eartier year excess contnbullons Sub!ract Ilne 10 Irom Ime 6. Enter the result, but not
lessthanzsro..........................."

12 Total excess contributions, Acdd lines 5and 11. . . . 12 Sope

13 Tax due. Enter the smaller of §% (.06) of line 12 or 6% {DG] uf 1he value of your IFIA on the
last day of 1995. Aiso enter this amount on Form 1040, line 51 . . . . . . . |13 30

For Paperwork Reduction Act Notice, yee page 1 of separate Instructions. Cat. No. 133230 Form 5329 (1085
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Appendix C. {Continued)

5329 Additional Taxes Attributable to Qualified OMB MNo. 15450203

Form Retirement Plans (Including 1RAs), Annuities, ﬂ@95
and Modifled Endowment Contracts
ODepanment of the Treasuny {Under Sectlons 72, 4973, 4974, and 4860A of the Internal Revenus Code) Aftachment
Inlgrna Apvanue Service * Attach 10 Form 1040. Sea saparate inatructions. Sequence No, 29
Name of Indwigual subject 1o addmonal tax. | mamaed filng jomtly, gee page 2 of the instruchions.) Your lntl:lll sacurily number
Tom JonES - 004 0O ©D00

Fill in Your Address Only Home address (number and streeth. or P.O. box f mail s net delversd 10 your home Apt. no.
if You Are Filing This
Form by itself and Not City. town or post othce, state. and ZIP code If this is an amended
With Your Tax Return return. check here » |

if you are subject to the 10% tax on early distributions anly, see Who
Must File in the instructions before continuing. You may be able to
report this tax directly on Form 1040 without filing Form 5328.

Tax on Early Distributions

Compiete this part if a taxable distribution was made from your qualified retirement plan (including an IRA), annuity contract, or
rmodified endowment contract before you resched age 59 for was incorrectly indicated as such on your Form 1099-R—sge
instructions). Note: You must inclide the armount of the distribution on line 155 or 16b of Form 1040 or on the appropriats line of
Form 4972

1 Early distributions included in gross income (see page 2 of the instructions) , . | 1 3; [rdw]-]
2 Distributions excepted from additional tax (see page 2 of the instructions}. Enter appropnate

exception number from instructions b .. l___:_.' 7]
3 Amount subject to additional tax. Subtract line2 fromhine1 . . . . . . . . . . . . 3 3,000
4  Tax dus. Multiply line 3 by 109 (,10). Emter here and on Form 1040, line 5. . . . 1 4 Jo00

Tax on Excess Contributions o Individual Retirement Arrangements
Complete this part if, either in this year or in eariier years, you contributed more to your IRA than is or was allowable and you have
&n axcess contribution subject 10 tax.

§ Excess contributions for 1985 (3ee page 3 of the instructions). Do not inciude this amount on
Form 1040, line 23a 0r23b ., |, | e e e e 5
6 Earier year excess contributions not prsvlously ollrmnatad (sse page
3 of the instructions) . . . . . 8

7 Contribution cradit. If your actual oontrlbutron for 1995 i5 Iess than
your maximum allowable ¢ontribution, see page 3 of the instructions;

otherwiss, enter -Q- . . . . 7
& 1895 distributions fram your lHA account that are mctudmle in taxable
income . . . . . Do 8

9 1994 tax year excess contributions [lf any) withdrawn after the due
date (including extensions) of your 1984 income tax return, and 1993

and earlier fax year excess contributions withdrawn in 1995 . . . 9
10 Addlines 7,8, and8 . . . 10
11 Adjusted earlier year excess contnbutaons Subtrnct Ilne 10 frorn Ime €. Enter the result, but not
lessthanzero, . . . . ., . ., . . .. ... ... ..
12 Total excess contributions. Add lines Sand 11. . . . 12
13 Tax due. Enter the smaller of 6% (.06} of line 12 or 6% {06) of tha value of your IRA on the
last day of 1995, Also enter this amount on Form 1040, line 51 . . 13
For Paperwork Raduction Act Nolice, see page 1 of ssparste instructions. Cat. No. 133200 Form 8328 nses
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Appendix D

- 8606

Dwpssrtmarn of the Treawery

Nondeductible IRAs

(Contributions, Distributions, and Basis)

» Plaatt 308 What Records Must | Kesp? on page 2.

OMB No. 1545-1007

1995

Attachment
Saciuerce No, 47

iMemal Favenue Gewice > Attach to Form 1040, Form 1040A, Form 1040MR, or Form 1040-T.

Name. #f mumnec, fils & ssparate Form S80S for each-SpOUSE Whe it QUi L file Form B806. See matructions. Your social ssourity mumber
Bl KinE 0O 00 (DOOD
Home address (number and street, or P.O. box i mail & not gelévesd 1o your homa) Apt. na.

Flll in Your Address Only
if You Are Filing This

Form by iseif and Not
With Your Tax Returmn

City, tom or pont office, sume, and ZIF coda

Contributions, Nontaxable Distributions, and Basis

1 Enter your IRA contributions for 1885 that you chooge 10 be nondeductibie. Inciude those madedurkng

1/1/26~4/15/96 that ware for 1995, Sas instructions . .

3 Addlineatland2 .,

Entaryoutotnllmmlsfoﬂmandurlrym&omﬂucﬂuns

-

No

Oid you recsive
any IRA
distributions

P Goto line 4.

in 10057

4  Enter only those contributions included on line 1 that wer mads during 1/1/86—4/15/86. This amount
wili be the same as lins 1 il'alafyowmndoductlbllmnmmﬂor 1995 were made in 1996by

4/15/96. See ingtryctiocns . ., ,
5 Subtractlinedfremiines |

Yeu

[T L N L T B | [

) E\tarﬂ\etotaivmeofALLynwlﬂAauof 12!31!95ph.au1youutandlng

rotiovers. See Instructions

7 &mmamrmamuuummumngms Donmlndm
amounta rolled over before 1/1/D6. See instructions . . LT

8 AddlnesSand 7 .

. a] I.Qo

4 Enter the amount from line 3 on
ine 12. Then, stop and read When
md Whare To Flile on page 2.

i

coo

L8 | AHOOI

-] Dmllmsbyllmsmmthomultuadwnul(toatlluttwo

piaces). Do not enter more than “1,.00" . .
Multiply line 7 by line 8. TNsumemmofyaurmnmmfonﬂs
Subtract fine 10 from lina 5. This |s the basls In your IRA(s) as of 1273188 |
Add lines 4 arxd 11, This is your total IRA baais for 1995 and serfer yeurs .

10
11

12

Taxable Distributions for 1985

13

Subtract line 10 from fine 7. Enter the result hera and on Form 1040, line 15b: Form 10404, line 10b;
Form 1040NR, line 16b; or Form 1040-T, line 5b, whichever applies

X 5333

250
|, foeo
5,500

l00

Sign Here Only if You
Are Flling This Form

Unuirmmuul'pmumluﬂ.mnim-nnhdm-fummuudmmmmmwmhbmmmy
el and balief, It & true, comect. and COmMpa.

by Itseif and Not With
Your Tax Return } Your signais ' o,
Paperwork Reduction Act wa would be happy to hear from you. See Your basis is the total of all your

Notice

We gk for the information on this form to
cBITy out tha [mamal Revenue iaws of the
United States. You are required to give us
the information. We need it 1o ansure that
you are complying with these laws and to
allow us to figure and collect the right
amount of tax.

The time neaded to compiste and file
thiz form will vary depending on individual
circumstances. The satimated aversge time
is: Recordieeping, 26 min.; Leaming
about the taw or the form, 7 min.;
Preparing the form, 21 min.; and
Caopying, assembling, and sanding the
form to the IRE, 20 min,

ff you have comments conceming the
accuracy of these time estimates or
supggestions for making this form simpler,

the instructions for the tax retum with
which this form is fileci.

General Instructions

Saction referancas ane 1o the intemal
Revenue Code. Forrn 1040-T refarences
are 1o & new form sant 1o cortain
indfviduais on a test basis.

Purposs of Form
Usa Form BSOB to report your IRA
contributions that you choose to be
nondeductible. For example, if you cannot
deduct all of your contributions because of
the income limits for IRAs, you may want
1o’ make nondeductible comribrutions,
Also use Form 8806 1o figure the basis
in your IRA{s] and the taxable part of any
distribitions you mceived in 1995 i you
have ever made nondeductible
contritations.

nondeductible IRA contributions minus the
total of all nontaxabia IRA distribations
received. It s to your advantage to kesp
track of your basis becauas it iz uawd 1o
figure the nomaxabls part of future
distributions.

Note: To figure your gaductibie 1RA
contnbutions, use tha instructions for Form
1040, Form 1040A, or Formn 1040-T,
whichever applias.

Who Must File

You must file Form 8606 for 1595 if:

® You made nondsductible contributions
to your IRA for 1885, or

® You received IRA distributions in 1895
and you have gver made nondeductible
contributions to any of your IRAs,

Cat No. 83066F

Form 8808 1995
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Appendix D. (Continuved)

- 36006

Dwpartmant of tha Treseury
ntermal s Sanice

Nondeductible [RAs

(Contributions, Distributions, and Basis)

> Plgass see What Racords Must | Keep? on page 2
> Attach bo Form 1040, Form 1040A, Form 1040NR, or Form 1040-T.

OMB No. 1545-1007

1995

Aftachmant
Sequence No. 47

Name. f mamed, file 5 separxte Form 8508 for sach apouse who is requited to fils Form 8808, See instructions.

BiLl KING

Your social ssturity number
06 ): 0b 000D

Fill in Your Address Only
If You Are Filing This

Home aciiress {number and street, wPQbﬂdMlnmlddwmmrhmq

AL ne.

Form by leell and Not
With Your Tax Return

City, town or post oifice, stats, and ZIP code

Contributions, Nontaxabla Distributions, and Basls

1 Enter your [RA contributions tor 1995 that you choose to be nondeductible. inciude those mndedmng

1/1/96—-4/15/96 that wers for 1985, See instructions , . . e .
2 ErnarywtntaIIHAbmfoMSNandudiermSuMuchom e e
3 Addiinestaend2. . . . . . . . .« 0« e o e e s

4  Enter only those contributions included on line 1 thet were rmade during 1/1/98-4/1
will bs the same as line 1 Ifallutyourmmloomtnbmamforwsﬁm
4/15/86. See instructions . . . .o

5 Subtract ling 4 from lina 3

8 EmcrmnomlvweofALLyourIRAsuoﬁmvss phsmy
ralovers. Saeimvuchuns

Did you receive No bmmmmm:m
any IRA ine 12, Then, stop and read When
distributions and Where To Flils on paga 2.

in 19657 ) You » Gotoiine 4.

€§‘é$

* .

o

amounts roliad over before 1/1/86. Sea /1,300
& AodiinesGand7 .
0 Divide line § by line B and entur the

places). Do nat enter more than = e x t.oe
10  Multiply line 7 by line 9. This distributions for 1006 .

1"
12

13  Subtract line 10 7. Entar the reault hare and on Form 1040, line 18b; Form 10404, iine 10b;
Form 1040NR, 7 or Form 1040-T, kine Sb, whichever
Sign Here Only If You wmumlmmummmhm Mmmm and o the best of my
Are Filing This Eorm imowlecige and belief, it s Trul, Comct, Al Compiets.
by htaelf and Not With ’ ’
Your Tax Return Your sipnaturs Dawe
Paperwork Reduction Act we would be happy to hear frorn you. See Your basia Is the total of all your
Notice the instructions for the tax return with nondeductible IRA contributions minus the

which this form s filed.
We ask for the information on this form to

carry out the Intemal Revenue laws of tha
United States. You are regquired to give us
the information. We need i to snsure that
you are complying with thesa lews and to
allow us to figure and callect the right
ampurt of tax.

Tha time neadsd to compiete and file
this form will vary depending on individual
circumstances. The estimated average time
is: Racordikeaping, 26 min.; Leaming
sbout the law or the form, 7 min.;
Proparing the form, 21 min_; and
Copying, asssmbiing, and sending the
form to the IRS, 20 min.

K you have comments conceming the
sccuracy of thase time estimeates or
suagestions for making this form simpier,

General Instructions

Section refarences am 1o the inlermnal
Revenue Code. Form 1040-T references
arm o a new form sent to cortain
ndividuals on a test basis.

Purpose of Form

Use Form 5606 to report your [RA
contributions that you choose to be
nondeductible. For sxemple, if you cannct
daduct all of your contributions becase of
the income limits for IRAs, you may want
to maike nondeductible contributions.

Also use Form 8606 to figure the basis
in your IRA(s) and the toable part of any
distributions you received in 1985 if you
have ever made nondeductible
contributions.

total of all nontaxabie IRA diatributiona
raceived. It is to your advantage to kesp
track of your basis bacause it is usad to
figure the nomaxable pant of future
distributions.

Note: To figure your deductitie IRA
contributions, use the instruckions for Form
1040, Form 10404, or Form 1040-T,
whichever applies.

Who Must Fils

You must file Form 8606 for 1995 i

8 You made nondeductible contributions
to your IRA for 1895, ar

& You received IRA distributions in 1885
and you have ever made nondaductible
contributions 1o any of your IRAs.
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APPENDIXE. Life Expectancy Tables

TABLEI

(Single Life Expectancy)*

AGE DIVISOR AGE DIVISOR
35 47.3 73 13.9
36 46.4 74 13.2
37 45.4 75 12.5
38 44.4 76 11.9
39 43.5 77 11.2
40 42.5 78 10.6
41 41.5 79 10.0
42 40.6 80 9.5
43 39.6 81 8.9
44 38.7 82 8.4
45 37.7 83 7.9
46 36.8 84 7.4
47 35.9 85 6.9
48 34.9 86 6.5
49 34.0 87 6.1
50 33.1 88 5.7
51 32.2 89 5.3
52 31.3 90 5.0
53 30.4 91 4.7
54 29.5 92 4.4
55 28.6 93 4.1
56 27.7 94 3.9
57 26.8 95 3.7
58 25.9 96 3.4
59 25.0 97 3.2
60 24.2 98 3.0
61 23.3 99 2.8
62 22.5 100 2.7
63 21.6 101 2.5
64 20.8 102 2.3
65 20.0 103 2.1
66 19.2 104 1.9
67 18.4 105 1.8
68 17.6 106 1.6
69 16.8 107 14
70 16.0 108 13
71 15.3 109 1.1
72 14.6 110 1.0

* Table | does not provide for IRA owners younger than 35 years of age. For additional life expectancy tables, see

Publication 939.
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APPENDIXE. (continued)

TABLEI
(Joint Life and Last Survivor Expectancy)*

AGES 35 36 37 38 39 40 41 42 43 44
35 54.0 53.5 53.0 52.6 52.2 51.8 51.4 51.1 50.8 50.5
36 53.5 53.0 52.5 52.0 51.6 51.2 50.8 50.4 50.1 49.8
37 53.0 52.5 52.0 51.5 51.0 50.6 50.2 49.8 49.5 49.1
38 52.6 52.0 51.5 51.0 50.5 50.0 49.6 49.2 48.8 485
39 52.2 51.6 51.0 50.5 50.0 495 49.1 48.6 48.2 47.8
40 51.8 51.2 50.6 50.0 495 49.0 48.5 48.1 47.6 47.2
41 51.4 50.8 50.2 49.6 49.1 485 48.0 475 47.1 46.7
42 51.1 50.4 49.8 49.2 48.6 48.1 47.5 47.0 46.6 46.1
43 50.8 50.1 49.5 48.8 48.2 47.6 471 46.6 46.0 456
44 50.5 49.8 49.1 485 47.8 47.2 46.7 46.1 45.6 45.1
45 50.2 495 48.8 48.1 475 46.9 46.3 457 45.1 44.6
46 50.0 49.2 485 47.8 47.2 46.5 45.9 45.3 44.7 44.1
47 49.7 49.0 48.3 475 46.8 46.2 455 44.9 443 437
48 49.5 48.8 48.0 47.3 46.6 45.9 45.2 445 43.9 43.3
49 493 485 47.8 47.0 46.3 45.6 44.9 44.2 43.6 42.9
50 49.2 48.4 47.6 46.8 46.0 45.3 44.6 43.9 43.2 42.6
51 49.0 48.2 47.4 46.6 458 451 44.3 43.6 42.9 42.2
52 48.8 48.0 47.2 46.4 45.6 44.8 44.1 43.3 42.6 41.9
53 48.7 47.9 47.0 46.2 45.4 44.6 43.9 43.1 42.4 41.7
54 48.6 47.7 46.9 46.0 45.2 44.4 43.6 42.9 42.1 41.4
55 48.5 47.6 46.7 459 451 44.2 43.4 427 41.9 41.2
56 48.3 475 46.6 45.8 44.9 44.1 43.3 425 41.7 40.9
57 48.3 47.4 46.5 456 44.8 43.9 431 42.3 415 40.7
58 48.2 47.3 46.4 455 44.7 43.8 43.0 42.1 41.3 40.5
59 48.1 47.2 46.3 45.4 445 43.7 42.8 42.0 41.2 40.4
60 48.0 47.1 46.2 45.3 44.4 43.6 42.7 41.9 41.0 40.2
61 47.9 47.0 46.1 452 443 435 42,6 41.7 40.9 40.0
62 47.9 47.0 46.0 45.1 44.2 43.4 42,5 41.6 40.8 39.9
63 47.8 46.9 46.0 451 44.2 43.3 42.4 41.5 40.6 30.8
64 47.8 46.8 45.9 45.0 44.1 43.2 42.3 41.4 40.5 39.7
65 47.7 46.8 45.9 44.9 44.0 431 422 41.3 40.4 30.6
66 47.7 46.7 45.8 44.9 44.0 43.1 42.2 41.3 40.4 39.5
67 47.6 46.7 45.8 44.8 43.9 43.0 421 41.2 40.3 39.4
68 47.6 46.7 45.7 44.8 43.9 42.9 42.0 41.1 40.2 39.3
69 47.6 46.6 457 44.8 438 42.9 42.0 411 40.2 39.3
70 475 46.6 45.7 44.7 43.8 42.9 41.9 41.0 40.1 39.2
71 475 46.6 45.6 44.7 438 42.8 41.9 41.0 40.1 30.1
72 475 46.6 45.6 44.7 43.7 42.8 41.9 40.9 40.0 39.1
73 475 46.5 45.6 44.6 437 42.8 41.8 40.9 40.0 39.0
74 475 46.5 45.6 44.6 43.7 42.7 41.8 40.9 39.9 39.0
75 47.4 46.5 455 44.6 436 42.7 41.8 40.8 39.9 39.0
76 47.4 46.5 455 44.6 43.6 42.7 41.7 40.8 39.9 38.9
77 47.4 46.5 455 44.6 436 42.7 41.7 40.8 39.8 38.9
78 47.4 46.4 455 445 43.6 42.6 41.7 40.7 39.8 38.9
79 47.4 46.4 455 445 436 42,6 41.7 40.7 39.8 38.9
80 47.4 46.4 455 445 43.6 42.6 41.7 40.7 39.8 38.8
81 47.4 46.4 455 445 435 42,6 41.6 40.7 39.8 38.8
82 47.4 46.4 45.4 445 435 42.6 41.6 40.7 39.7 38.8
83 47.4 46.4 45.4 445 435 42,6 41.6 40.7 39.7 38.8
84 47.4 46.4 45.4 445 435 42.6 41.6 40.7 39.7 38.8
85 47.4 46.4 45.4 445 435 42,6 41.6 40.7 39.7 38.8
86 47.3 46.4 45.4 445 435 42,5 41.6 40.6 39.7 38.8
87 47.3 46.4 45.4 445 435 425 41.6 40.6 39.7 38.7
88 47.3 46.4 45.4 445 435 42,5 41.6 40.6 39.7 38.7
89 47.3 46.4 45.4 44.4 435 425 41.6 40.6 39.7 38.7
90 47.3 46.4 45.4 44.4 435 42,5 41.6 40.6 39.7 38.7
91 47.3 46.4 45.4 44.4 435 425 41.6 40.6 39.7 38.7
92 47.3 46.4 45.4 44.4 435 42,5 41.6 40.6 39.7 38.7

* Table 1l does not provide for IRA owners or survivors younger than 35 years of age. For additional life expectancy tables, see IRS Publication 939.
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APPENDIXE. (continued)

TABLE Il (continued)
(Joint Life and Last Survivor Expectancy)

AGES 45 46 47 48 49 50 51 52 53 54
45 44.1 43.6 43.2 42.7 42.3 42.0 41.6 41.3 41.0 40.7
46 43.6 43.1 42,6 422 418 41.4 41.0 40.6 40.3 40.0
47 43.2 42,6 421 41.7 41.2 40.8 40.4 40.0 39.7 39.3
48 427 42.2 41.7 41.2 40.7 40.2 39.8 39.4 39.0 38.7
49 42.3 41.8 41.2 40.7 40.2 39.7 39.3 38.8 38.4 38.1
50 42.0 41.4 40.8 40.2 39.7 39.2 38.7 38.3 37.9 375
51 41.6 41.0 40.4 39.8 39.3 38.7 38.2 37.8 37.3 36.9
52 41.3 40.6 40.0 39.4 38.8 38.3 37.8 37.3 36.8 36.4
53 41.0 40.3 39.7 39.0 38.4 37.9 37.3 36.8 36.3 35.8
54 40.7 40.0 39.3 38.7 38.1 37.5 36.9 36.4 35.8 35.3
55 40.4 39.7 39.0 38.4 37.7 37.1 36.5 35.9 35.4 34.9
56 40.2 39.5 38.7 38.1 37.4 36.8 36.1 35.6 35.0 34.4
57 40.0 39.2 38.5 37.8 37.1 36.4 35.8 35.2 34.6 34.0
58 39.7 39.0 38.2 37.5 36.8 36.1 355 34.8 34.2 33.6
59 39.6 38.8 38.0 37.3 36.6 35.9 35.2 34.5 33.9 33.3
60 39.4 38.6 37.8 37.1 36.3 35.6 34.9 34.2 33.6 32.9
61 39.2 38.4 37.6 36.9 36.1 35.4 34.6 33.9 33.3 32.6
62 39.1 38.3 375 36.7 35.9 35.1 34.4 33.7 33.0 32.3
63 38.9 38.1 37.3 36.5 35.7 34.9 34.2 335 32.7 32.0
64 38.8 38.0 37.2 36.3 355 34.8 34.0 33.2 325 31.8
65 38.7 37.9 37.0 36.2 35.4 34.6 33.8 33.0 32.3 31.6
66 38.6 37.8 36.9 36.1 35.2 34.4 33.6 32.9 32.1 31.4
67 38.5 37.7 36.8 36.0 35.1 34.3 335 32.7 31.9 31.2
68 38.4 37.6 36.7 35.8 35.0 34.2 33.4 32,5 31.8 31.0
69 38.4 37.5 36.6 35.7 34.9 34.1 33.2 32.4 31.6 30.8
70 38.3 37.4 36.5 35.7 34.8 34.0 33.1 32.3 315 30.7
71 38.2 37.3 36.5 35.6 34.7 33.9 33.0 32.2 31.4 30.5
72 38.2 37.3 36.4 355 34.6 33.8 32.9 32.1 31.2 30.4
73 38.1 37.2 36.3 35.4 34.6 33.7 32.8 32.0 31.1 30.3
74 38.1 37.2 36.3 35.4 345 33.6 32.8 31.9 31.1 30.2
75 38.1 37.1 36.2 35.3 34.5 33.6 32.7 31.8 31.0 30.1
76 38.0 37.1 36.2 35.3 34.4 335 32,6 31.8 30.9 30.1
77 38.0 37.1 36.2 35.3 34.4 335 32.6 31.7 30.8 30.0
78 38.0 37.0 36.1 35.2 34.3 33.4 325 31.7 30.8 29.9
79 37.9 37.0 36.1 35.2 34.3 33.4 325 31.6 30.7 29.9
80 37.9 37.0 36.1 35.2 34.2 33.4 325 31.6 30.7 29.8
81 37.9 37.0 36.0 35.1 34.2 33.3 32.4 315 30.7 29.8
82 37.9 36.9 36.0 35.1 34.2 33.3 32.4 315 30.6 29.7
83 37.9 36.9 36.0 35.1 34.2 33.3 32.4 315 30.6 29.7
84 37.8 36.9 36.0 35.1 34.2 33.2 32.3 31.4 30.6 29.7
85 37.8 36.9 36.0 35.1 34.1 33.2 32.3 31.4 30.5 29.6
86 37.8 36.9 36.0 35.0 34.1 33.2 32.3 31.4 30.5 29.6
87 37.8 36.9 35.9 35.0 34.1 33.2 32.3 31.4 30.5 29.6
88 37.8 36.9 35.9 35.0 34.1 33.2 32.3 31.4 30.5 29.6
89 37.8 36.9 35.9 35.0 34.1 33.2 32.3 31.4 30.5 29.6
90 37.8 36.9 35.9 35.0 34.1 33.2 32.3 31.3 30.5 29.6
91 37.8 36.8 35.9 35.0 34.1 33.2 32.2 31.3 30.4 29.5
92 37.8 36.8 35.9 35.0 34.1 33.2 32.2 31.3 30.4 29.5
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APPENDIXE. Life Expectancy Tables (continued)

TABLE Il (continued)
(Joint Life and Last Survivor Expectancy)

AGES 55 56 57 58 59 60 61 62 63 64 65 66 67 68 69 70 71 72 73 74

55 344 33.9 335 33.1 32.7 323 32.0 317 314 311
56 33.9 334 330 325 321 317 314 31.0 30.7 30.4
57 335 33.0 325 320 316 31.2 30.8 304 301 29.8
58 331 325 32.0 315 311 306 30.2 29.9 29.5 29.2
59 327 321 31.6 311 30.6 30.1 29.7 29.3 28.9 28.6
60 323 317 31.2 30.6 30.1 29.7 29.2 28.8 284  28.0
61 320 314 308 30.2 29.7 29.2 28.7 28.3 27.8 27.4
62 317 31.0 304 299 29.3 28.8 28.3 27.8 27.3 26.9
63 314 30.7 30.1 29.5 28.9 28.4 27.8 27.3 26.9 26.4
64 311 304 298 29.2 28.6 28.0 27.4 26.9 264 259
65 309 30.2 29.5 28.9 28.2 27.6 27.1 26.5 26.0 255 25.0 24.6 24.2 23.8 23.4 231 22.8 225 22.2 22.0
66  30.6 29.9 29.2 28.6 27.9 27.3 26.7 26.1 25.6 25.1 24.6 241 23.7 23.3 22.9 225 222 21.9 21.6 21.4
67 304 29.7 29.0 28.3 27.6 27.0 26.4 25.8 25.2 24.7 242 23.7 23.2 22.8 22.4 22.0 21.7 21.3 21.0 20.8
68 30.2 29.5 28.8 28.1 27.4 26.7 26.1 255 24.9 24.3 23.8 23.3 22.8 22.3 21.9 215 21.2 20.8 20.5 20.2
69 30.1 29.3 28.6 27.8 27.1 26.5 25.8 25.2 24.6 24.0 234 22.9 224 219 215 211 20.7 20.3 20.0 19.6
70 299 29.1 284 276 26.9 26.2 25.6 24.9 24.3 23.7 231 225 22.0 215 21.1 20.6 20.2 19.8 194 191
71 297 29.0 28.2 275 26.7 26.0 25.3 247 240 234 22.8 22.2 21.7 21.2 20.7 20.2 19.8 194 19.0 18.6
72 29.6 28.8 28.1 27.3 26.5 25.8 25.1 244 238 23.1 225 21.9 21.3 20.8 20.3 19.8 194 18.9 185 18.2
73 295 28.7 27.9 27.1 26.4 25.6 24.9 24.2 235 22.9 222 21.6 21.0 20.5 20.0 194 19.0 185 18.1 17.7
74 294 28.6 27.8 27.0 26.2 255 247 24.0 233 22.7 22.0 21.4 20.8 20.2 19.6 19.1 18.6 18.2 17.7 17.3
75 293 28.5 27.7 26.9 26.1 253 24.6 23.8 23.1 22.4 21.8 211 20.5 19.9 19.3 18.8 18.3 17.8 17.3 16.9
76 29.2 284 276 26.8 26.0 25.2 244 23.7 230 223 21.6 20.9 20.3 19.7 191 185 18.0 175 17.0 16.5
77 291 28.3 27.5 26.7 25.9 25.1 243 23.6 22.8 22.1 21.4 20.7 20.1 194 18.8 183 17.7 17.2 16.7 16.2
78 291 28.2 274  26.6 25.8 25.0 24.2 234 227 21.9 21.2 20.5 19.9 19.2 18.6 18.0 175 16.9 16.4 15.9
79 29.0 28.2 27.3 26.5 25.7 24.9 241 23.3 22.6 21.8 211 20.4 19.7 19.0 18.4 17.8 17.2 16.7 16.1 15.6
80 29.0 28.1 27.3 26.4 256 24.8 24.0 23.2 224 217 21.0 20.2 19.5 18.9 18.2 17.6 17.0 16.4 15.9 154
81 289 28.1 27.2 264 255 247 23.9 23.1 22.3 21.6 20.8 20.1 194 18.7 18.1 17.4 16.8 16.2 15.7 151
82 289 28.0 27.2 26.3 255 24.6 23.8 23.0 22.3 215 20.7 20.0 19.3 18.6 17.9 17.3 16.6 16.0 155 14.9
83 288 28.0 27.1 26.3 25.4 24.6 23.8 23.0 22.2 21.4 20.6 19.9 19.2 18.5 17.8 171 16.5 15.9 15.3 14.7
84 2838 27.9 27.1 26.2 25.4 245 23.7 22.9 22.1 21.3 205 19.8 19.1 18.4 17.7 17.0 16.3 157 151 145
85 2838 27.9 27.0 26.2 25.3 245 23.7 22.8 220 213 20.5 19.7 19.0 18.3 17.6 16.9 16.2 15.6 15.0 144
86 28.7 27.9 27.0 26.1 25.3 245 23.6 22.8 220 212 204 19.6 18.9 18.2 175 16.8 16.1 155 14.8 14.2
87 287 27.8 27.0 26.1 25.3 24.4 23.6 22.8 21.9 211 20.4 19.6 18.8 18.1 17.4 16.7 16.0 154 14.7 141
88 287 27.8 27.0 26.1 25.2 244 235 22.7 21.9 211 20.3 195 18.8 18.0 17.3 16.6 15.9 15.3 14.6 14.0
89 287 27.8 26.9 26.1 25.2 24.4 235 22.7 21.9 21.1 20.3 195 18.7 18.0 17.2 16.5 158 15.2 145 13.9
90 287 27.8 26.9 26.1 25.2 243 235 22.7 21.8 21.0 20.2 19.4 18.7 17.9 17.2 16.5 15.8 15.1 145 13.8
91 287 27.8 26.9 26.0 252 24.3 235 22.6 21.8 21.0 20.2 19.4 18.6 17.9 171 16.4 15.7 15.0 14.4 13.7
92 286 27.8 26.9 26.0 252 243 235 22.6 21.8 21.0 20.2 194 18.6 17.8 171 16.4 15.7 15.0 14.3 13.7
93 286 27.8 26.9 26.0 25.1 243 234 22.6 21.8 20.9 20.1 19.3 18.6 17.8 171 16.3 15.6 149 14.3 13.6
94 286 27.7 26.9 26.0 25.1 243 23.4 22.6 21.7 20.9 20.1 193 185 17.8 17.0 16.3 15.6 14.9 14.2 13.6
95 28.6 27.7 26.9 26.0 25.1 243 234 22.6 21.7 20.9 20.1 19.3 185 17.8 17.0 16.3 15.6 149 14.2 135
96 28.6 27.7 26.9 26.0 25.1 24.2 23.4 22.6 21.7 20.9 20.1 19.3 185 17.7 17.0 16.2 155 14.8 14.2 135
97 286 27.7 26.8 26.0 25.1 242 234 225 21.7 20.9 20.1 19.3 185 17.7 17.0 16.2 155 14.8 141 135
98 28.6 27.7 26.8 26.0 25.1 24.2 23.4 22,5 21.7 20.9 20.1 193 185 17.7 16.9 16.2 155 14.8 141 134
99 28.6 21.7 26.8 26.0 25.1 24.2 234 225 21.7 20.9 20.0 19.2 18.5 17.7 16.9 16.2 155 147 141 134
100 28.6 27.7 26.8 26.0 25.1 24.2 234 225 21.7 20.8 20.0 19.2 18.4 17.7 16.9 16.2 154 14.7 14.0 134
101 286 27.7 26.8 25.9 25.1 24.2 234 225 21.7 20.8 20.0 19.2 18.4 17.7 16.9 16.1 154 14.7 14.0 13.3
102  28.6 27.7 26.8 25.9 25.1 24.2 233 225 21.7 20.8 20.0 19.2 18.4 17.6 16.9 16.1 154 14.7 14.0 13.3
103  28.6 27.7 26.8 25.9 25.1 24.2 233 225 21.7 20.8 20.0 19.2 18.4 17.6 16.9 16.1 154 14.7 14.0 13.3
104 28.6 27.7 26.8 25.9 25.1 24.2 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.9 16.1 154 14.7 14.0 13.3
105 28.6 27.7 26.8 25.9 25.1 24.2 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.1 154 14.6 13.9 133
106  28.6 27.7 26.8 25.9 25.1 24.2 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.1 15.3 14.6 13.9 13.3
107  28.6 27.7 26.8 25.9 25.1 24.2 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.1 15.3 14.6 13.9 13.2
108 28.6 27.7 26.8 25.9 25.1 24.2 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.1 153 14.6 13.9 13.2
109 28.6 27.7 26.8 25.9 25.1 24.2 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.1 15.3 14.6 13.9 13.2
110 286 27.7 26.8 25.9 25.1 24.2 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.1 153 14.6 13.9 13.2
111 286 27.7 26.8 25.9 250 242 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.0 15.3 14.6 13.9 13.2
112 28.6 27.7 26.8 25.9 25.0 242 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.0 153 14.6 13.9 13.2
113 286 27.7 26.8 25.9 250 242 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.0 15.3 14.6 13.9 13.2
114  28.6 27.7 26.8 25.9 250 242 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.0 15.3 14.6 13.9 13.2
115 286 27.7 26.8 25.9 250 242 233 225 21.6 20.8 20.0 19.2 18.4 17.6 16.8 16.0 153 14.6 13.9 13.2
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APPENDIXE. Life Expectancy Tables (continued)

TABLE Il (continued)
(Joint Life and Last Survivor Expectancy)
AGES 75 76 77 78 79 80 8 8 8 8 8 8 8 8 8 90 91 92 93 94
75 165 16.1 15.8 15.4 15.1 14.9 14.6 14.4 14.2 14.0
76 16.1 15.7 15.4 15.0 14.7 14.4 14.1 13.9 13.7 135
77 158 15.4 15.0 14.6 14.3 14.0 13.7 13.4 13.2 13.0
78 154 15.0 14.6 14.2 13.9 13.5 13.2 13.0 12.7 12.5
79 151 14.7 14.3 13.9 135 13.2 12.8 125 12.3 12.0
80 149 14.4 14.0 13.5 13.2 12.8 12.5 12.2 119 11.6
81 146 14.1 13.7 13.2 12.8 12.5 12.1 11.8 115 11.2
82 144 13.9 134 13.0 125 12.2 11.8 115 111 10.9
83 14.2 13.7 13.2 12.7 12.3 11.9 115 111 10.8 10.5
84 14.0 135 13.0 12.5 12.0 11.6 11.2 10.9 10.5 10.2
85 1338 13.3 12.8 12.3 11.8 11.4 11.0 10.6 10.2 9.9 9.6 9.3 9.1 8.9 8.7 8.5 8.3 8.2 8.0 7.9
86 13.7 13.1 12.6 12.1 11.6 11.2 10.8 10.4 10.0 9.7 9.3 9.1 8.8 8.6 8.3 8.2 8.0 7.8 7.7 7.6
87 135 13.0 12.4 11.9 11.4 11.0 10.6 10.1 9.8 9.4 9.1 8.8 8.5 8.3 8.1 7.9 7.7 75 7.4 7.2
88 134 12.8 12.3 11.8 11.3 10.8 10.4 10.0 9.6 9.2 8.9 8.6 8.3 8.0 7.8 7.6 7.4 7.2 7.1 6.9
89 133 12.7 12.2 11.6 111 10.7 10.2 9.8 9.4 9.0 8.7 8.3 8.1 7.8 7.5 7.3 7.1 6.9 6.8 6.6
90 132 12.6 12.1 115 11.0 10.5 10.1 9.6 9.2 8.8 8.5 8.2 7.9 7.6 7.3 7.1 6.9 6.7 6.5 6.4
91 131 12.5 12.0 114 10.9 104 9.9 9.5 9.1 8.7 8.3 8.0 7.7 7.4 7.1 6.9 6.7 6.5 6.3 6.2
92 131 12.5 11.9 11.3 10.8 10.3 9.8 9.4 8.9 8.5 8.2 7.8 75 7.2 6.9 6.7 6.5 6.3 6.1 5.9
93 13.0 12.4 11.8 11.3 10.7 10.2 9.7 9.3 8.8 8.4 8.0 7.7 74 7.1 6.8 6.5 6.3 6.1 5.9 5.8
94 129 12.3 11.7 11.2 10.6 10.1 9.6 9.2 8.7 8.3 7.9 7.6 7.2 6.9 6.6 6.4 6.2 5.9 5.8 5.6
95 129 12.3 11.7 111 10.6 10.1 9.6 9.1 8.6 8.2 7.8 7.5 7.1 6.8 6.5 6.3 6.0 5.8 5.6 5.4
96 12.9 12.2 11.6 111 10.5 10.0 9.5 9.0 8.5 8.1 7.7 7.3 7.0 6.7 6.4 6.1 5.9 5.7 5.5 53
97 1238 12.2 11.6 11.0 10.5 9.9 9.4 8.9 8.5 8.0 7.6 7.3 6.9 6.6 6.3 6.0 5.8 5.5 53 5.1
98 1238 12.2 115 11.0 10.4 9.9 9.4 8.9 8.4 8.0 7.6 7.2 6.8 6.5 6.2 59 5.6 54 5.2 5.0
99 127 12.1 115 10.9 10.4 9.8 9.3 8.8 8.3 7.9 7.5 7.1 6.7 6.4 6.1 5.8 55 5.3 51 4.9
100 12.7 12.1 115 10.9 10.3 9.8 9.2 8.7 8.3 7.8 7.4 7.0 6.6 6.3 6.0 5.7 54 5.2 5.0 4.8
101 127 12.1 114 10.8 10.3 9.7 9.2 8.7 8.2 7.8 7.3 6.9 6.6 6.2 5.9 5.6 5.3 5.1 4.9 4.7
102 127 12.0 11.4 10.8 10.2 9.7 9.2 8.7 8.2 7.7 7.3 6.9 6.5 6.2 5.8 5.5 5.3 5.0 4.8 4.6
103 12.6 12.0 114 10.8 10.2 9.7 9.1 8.6 8.1 7.7 7.2 6.8 6.4 6.1 5.8 5.5 5.2 4.9 4.7 4.5
104 126 12.0 114 10.8 10.2 9.6 9.1 8.6 8.1 7.6 7.2 6.8 6.4 6.0 5.7 54 5.1 4.8 4.6 4.4
105 12.6 12.0 11.3 10.7 10.2 9.6 9.1 8.5 8.0 7.6 7.1 6.7 6.3 6.0 5.6 5.3 5.0 4.8 4.5 4.3
106 126 11.9 11.3 10.7 10.1 9.6 9.0 8.5 8.0 7.5 7.1 6.7 6.3 5.9 5.6 5.3 5.0 4.7 4.5 4.2
107 12.6 11.9 11.3 10.7 10.1 9.6 9.0 8.5 8.0 7.5 7.1 6.6 6.2 5.9 55 5.2 4.9 4.6 4.4 4.2
108 12.6 119 11.3 10.7 10.1 9.5 9.0 8.5 8.0 75 7.0 6.6 6.2 5.8 5.5 5.2 49 4.6 4.3 4.1
109 12.6 11.9 11.3 10.7 10.1 9.5 9.0 8.4 7.9 7.5 7.0 6.6 6.2 5.8 55 5.1 4.8 4.5 4.3 4.1
110 126 119 11.3 10.7 10.1 9.5 9.0 8.4 7.9 7.4 7.0 6.6 6.2 5.8 5.4 5.1 4.8 4.5 4.3 4.0
111 125 11.9 11.3 10.7 10.1 9.5 8.9 8.4 7.9 7.4 7.0 6.5 6.1 5.7 5.4 5.1 4.8 4.5 4.2 4.0
112 125 119 11.3 10.6 10.1 9.5 8.9 8.4 7.9 7.4 7.0 6.5 6.1 5.7 5.4 5.0 4.7 4.4 4.2 3.9
113 125 11.9 11.2 10.6 10.0 9.5 8.9 8.4 7.9 7.4 6.9 6.5 6.1 5.7 5.4 5.0 4.7 4.4 4.2 3.9
114 125 11.9 11.2 10.6 10.0 9.5 8.9 8.4 7.9 7.4 6.9 6.5 6.1 5.7 5.3 5.0 4.7 4.4 4.1 3.9
115 125 119 11.2 10.6 10.0 9.5 8.9 8.4 7.9 7.4 6.9 6.5 6.1 57 5.3 5.0 4.7 4.4 4.1 3.9
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APPENDIXE. Table for Determining Applicable Divisor for MDIB*
(Minimum Distribution Incidental Benefit)

Applicable Applicable
Age divisor Age divisor
70 26.2 93 8.8
71 25.3 94 8.3
72 24.4 95 7.8
73 235 96 7.3
74 22.7 97 6.9
75 21.8 98 6.5
76 20.9 99 6.1
77 20.1 100 5.7
78 19.2 101 5.3
79 18.4 102 5.0
80 17.6 103 4.7
81 16.8 104 4.4
82 16.0 105 4.1
83 15.3 106 3.8
84 14.5 107 3.6
85 13.8 108 3.3
86 13.1 109 3.1
87 12.4 110 2.8
88 11.8 111 2.6
89 11.1 112 2.4
90 10.5 113 2.2
91 9.9 114 2.0
92 9.4 115 and older 1.8

*Use this table if your beneficiary is someone other than your spouse. For additional instructions, see Minimum Distri-
bution Incidental Benefit Requirement in Chapter 6.
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