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Important Changes

Many of the changes that follow are changes to tradi-
tional IRAs. A traditional IRA is any IRA that is not a
Roth, SIMPLE, or education IRA.

Deduction—spouse covered by employer plan.
Beginning in 1998, if you are not covered by an em-
ployer retirement plan and you file a joint return, you
may be able to deduct all of your contributions to a
traditional IRA even if your spouse is covered by a plan.
In this case, your deduction is limited to $2,000 and
must be reduced if your modified adjusted gross income
(AGIl) on a joint return is more than $150,000. You
cannot deduct any of your contributions if the modified
AGI on your joint return is $160,000 or more.
See How Much Can | Deduct? in chapter 1.

Deduction—modified AGI limit increased. For 1998,
if you are covered by a retirement plan at work, your
deduction for contributions to a traditional IRA will not
be reduced (phased out) unless your modified adjusted
gross income (AGI) is between:

* $50,000 (a $10,000 increase) and $60,000 for a
married couple or a qualifying widow(er) filing a joint
return,

* $30,000 (a $5,000 increase) and $40,000 for a sin-
gle individual or head of household, or

* $-0- (no increase) and $10,000 for a married indi-
vidual filing a separate return.

See How Much Can | Deduct? in chapter 1.

No additional tax on early withdrawals for higher
education expenses. Beginning in 1998, you can take
distributions from your traditional IRA for qualified
higher education expenses without having to pay the
10% additional tax on early withdrawals.

For more information, see Higher education ex-
penses under Age 59%: Rule in chapter 1.

No additional tax on early withdrawals for first
home. Beginning in 1998, you can take distributions
of up to $10,000 from your traditional or Roth IRA to
buy, build, or rebuild a first home without having to pay
the 10% additional tax on early withdrawals.

For Traditional IRAs, see First home, under Age
59% Rule in chapter 1. For Roth IRAs, see What Are
Qualified Distributions? in chapter 2.

Coins and bullion.  Beginning in 1998, your IRA can
invest in certain platinum coins and gold, silver,
palladium, or platinum bullion. See What Acts Result
in Penalties? in chapter 1.
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Roth IRA. Beginning in 1998, you may be able to es-
tablish and contribute to a new nondeductible tax-free
individual retirement arrangement (a plan) called the
Roth IRA. Unlike certain contributions to a traditional
IRA, you cannot claim a deduction for any contributions
to a Roth IRA. But, if you satisfy the requirements, all
earnings are tax free and neither your nondeductible
contributions nor any earnings on them are taxable
when you withdraw them. See chapter 2.

Education individual retirement account (education

IRA). Beginning in 1998, you may be able to make
nondeductible contributions of up to $500 annually to
an education IRA for a child under age 18. Earnings in
the IRA accumulate free of income tax. See chapter 3.

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 this interest on your
return as tax-exempt interest.

Penalty for failure to file Form 8606. If you make
nondeductible contributions to an IRA (other than a
Roth, SIMPLE, or education IRA) and you do not file
Form 8606, Nondeductible IRAs, with your tax return,
you may have to pay a $50 penalty.

Contributions to spousal IRAs. In the case of a
married couple filing a joint return, up to $2,000 can be
contributed to IRAs (other than SIMPLE and education
IRAs) on behalf of each spouse, even if one spouse
has little or no compensation. This means that the total
combined contributions that can be made on behalf of
a married couple can be as much as $4,000 for the
year. See Spousal IRA limit, under How Much Can |
Contribute?, in chapter 1. Employer contributions under
a SEP plan are not counted when figuring the limits just
discussed.

Introduction

An individual retirement arrangement (IRA) is a per-
sonal savings plan that offers you tax advantages to
set aside money for your retirement or, in some plans,
for certain education expenses. Two advantages are
that:

1) You may be able to deduct your contributions in
whole or in part, depending on the type of IRA and
your circumstances, and

2) Generally, amounts in your IRA, including earnings
and gains, are not taxed until distributed, or, in
some cases, are not taxed at all if distributed ac-
cording to the rules.

Chapter 1 discusses the rules for traditional IRAs
(those that are not Roth, SIMPLE, or education IRAS).
Chapter 2 discusses the new Roth IRA, which features
nondeductible contributions and tax-free withdrawals.
Chapter 3 discusses another new IRA, the education



IRA, which can be set up to finance higher education
expenses. Chapter 4 discusses simplified employee
pensions (SEPs), under which IRAs can be set up to
receive contributions from employers under SEP plans.
Chapter 5 discusses SIMPLE IRAs, which are IRAs set
up to receive employer contributions under a savings
incentive match plan for employees (SIMPLE).

This publication explains the rules for setting up an
IRA, contributing to it, transferring money or property
to and from it, and making withdrawals 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 publi-
cation.

Useful Items
You may want to see:

Publications

0560 Retirement Plans for Small Business (In-
cluding SEP, SIMPLE, and Keogh Plans)

(0571 Tax-Sheltered Annuity Programs for Em-
ployees of Public Schools and Certain Tax-
Exempt Organizations

(0575 Pension and Annuity Income
[0 939 General Rule for Pensions and Annuities

Forms (and instructions)

[J W-4P Withholding Certificate for Pension or Annu-
ity Payments

[J 1099-R Distributions From Pensions, Annuities,
Retirement or Profit-Sharing Plans, IRAs,
Insurance Contracts, etc.

[J 5304-SIMPLE Savings Incentive Match Plan for
Employees of Small Employers (SIMPLE)
(Not Subject to the Designated Financial In-
stitution Rules)

[J 5305-SEP Simplified Employee Pension - Individual
Retirement Accounts Contribution Agree-
ment

[J 5305A-SEP Salary Reduction and Other Elective
Simplified Employee Pension—Individual
Retirement Accounts Contribution Agree-

ment

] 5305-S SIMPLE Individual Retirement Trust Ac-
count

[0 5305-SA SIMPLE Individual Retirement Custodial
Account

[J 5305-SIMPLE Savings Incentive Match Plan for
Employees of Small Employers (SIMPLE)

[0 5329 Additional Taxes Attributable to IRAs, Other
Qualified Retirement Plans, Annuities, Mod-
ified Endowment Contracts, and MSAs

15498 |IRA Contribution Information
[0 8606 Nondeductible IRAs

[0 8815 Exclusion of Interest From Series EE U.S.
Savings Bonds Issued After 1989

(18839 Qualified Adoption Expenses

See chapter 6 for information about getting these
publications and forms.

1.
Traditional IRAs

This chapter discusses the original IRA. In this pub-
lication the original IRA (sometimes called an ordinary
or regular IRA) is referred to as the “traditional IRA.”
Two advantages of a traditional IRA are that you may
be able to deduct some or all of your contributions to
it, depending on your circumstances, and, generally,
amounts in your IRA, including earnings and gains, are
not taxed until they are distributed.

What Is a Traditional IRA?

A traditional IRA is any IRA that is not a Roth IRA, a
SIMPLE IRA, or an education IRA.

Who Can Set Up a Traditional
IRA?

You can set up and make contributions to a traditional
IRA if you (or, if you file a joint return, your spouse)
received taxable compensation (defined later) during
the year and you were not age 70% by the end of the
year.

You can have a traditional IRA whether or not you
are an active participant in (covered by) any other re-
tirement plan. However, you may not be able to deduct
all of the contributions if you or your spouse are covered
by an employer retirement plan. See How Much Can |
Deduct? later.

What Is Compensation?

As stated earlier, to set up and contribute to a traditional
IRA, you or your spouse must have received taxable
compensation. This rule applies to both deductible and
nondeductible contributions. Generally, what you earn
from working is compensation.

Compensation includes the items discussed next.

Wages, salaries, etc. Wages, salaries, tips, profes-
sional fees, bonuses, and other amounts you receive
for providing personal services are compensation. The
IRS treats as compensation any amount properly
shown in box 1 (Wages, tips, other compensation) of
Form W-2, provided that amount is reduced by any
amount properly shown in box 11 (Nonqualified plans).
Scholarship and fellowship payments are compensation
for this purpose only if shown in box 1 of Form W-2.

Chapter 1 Traditional IRAs Page 3



Commissions. An amount you receive that is a per-
centage 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
personal services are a material income-producing
factor), reduced by your deduction for contributions
made on your behalf to retirement plans and the de-
duction allowed for one-half of your self-employment
taxes.

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

Compensation also includes earnings from self-
employment that are not subject to self-employment tax
because 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 your
salaries or wages when figuring your total compen-
sation.

Alimony and separate maintenance. Treat as com-
pensation any taxable alimony and separate mainte-
nance payments you receive under a decree of divorce
or separate maintenance.

What Is Not Compensation?

Compensation does not include any of the following
items.

* Earnings and profits from property, such as rental
income, interest income, and dividend income.
* Pension or annuity income.

» Deferred compensation received (compensation
payments postponed from a past year).

* Foreign earned income and housing cost amounts
that you exclude from income.

* Any other amounts that you exclude from income.

When and How Can a
Traditional IRA Be Set Up?

You can set up a traditional IRA at any time. However,
the time for making contributions for any year is limited.
See When Can | Make Contributions?, later.

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 arrangements are discussed below.
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Kinds of traditional IRAs.  Your traditional IRA can be
an individual retirement account or annuity. It can be
part of either a simplified employee pension (SEP) or
a 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 associ-
ation, or an entity approved by the IRS to act as
trustee 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 4, can be more than $2,000.

3) Contributions must be in cash, except that rollover
contributions can be property other than cash. See
Rollovers later.

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
account by April 1 of the year following the year in
which you reach age 70%.. For detailed information
on distributions from your IRA, see When Must |
Withdraw IRA Assets (Required Distributions), later.

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 bene-
ficiaries who survive you are the only ones who can
receive the benefits or payments.

An individual retirement annuity must meet all the
following 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 can also change.
This provision applies to contracts issued after No-
vember 6, 1978.



4) 1t must provide that contributions cannot be 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
following the year in which you reach age 70%:. See
When Must | Withdraw IRA Assets? (Required
Distributions), later.

Individual Retirement Bonds

The sale of individual retirement bonds issued by the
Federal government was suspended after April 30,
1982. The bonds have the following 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 70%. If you die, interest will stop 5 years after
your death, or on the date you would have reached
age 70%, whichever is earlier.

3) You cannot transfer the bonds.

4) You cannot sell, discount, or use the bonds as
collateral or security.

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

Employer and Employee

Association Trust Accounts

Your employer, labor union, or other employee associ-
ation can set up a trust to provide individual retirement
accounts for its employees or members. The require-
ments for individual retirement accounts apply to these
employer or union-established traditional IRAs.

Simplified Employee Pension (SEP)

A simplified employee pension (SEP) is a written ar-
rangement that allows your employer to make deduct-
ible contributions to a traditional IRA (a SEP-IRA) set
up for you to receive such contributions. See chapter
4 for more information.

Inherited IRAs

If you inherit a traditional IRA, that IRA becomes subject
to special rules. A traditional IRA is included in the es-
tate of the decedent who owned it.

Unless you are the decedent's surviving spouse, you
cannot treat an inherited traditional IRA as your own.
This means that unless you are the surviving spouse,
contributions (including rollover contributions) cannot
be made 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
a traditional IRA inherited from your spouse as your

own. You will be treated as having made this election
if:

* Contributions (including rollover contributions) are
made to the inherited IRA, or

* Required distributions are not made from it.

For more information, see the discussions of inher-
ited IRAs later in this chapter under Rollovers, under
Beneficiaries, and under Are Distributions From My
Traditional IRA Taxable?.

Required Disclosures

The trustee or issuer (sometimes called the sponsor)
of the traditional 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 return to you the entire amount you paid.
The sponsor must report on the appropriate IRS forms
both your contribution to the IRA (unless by a trustee-
to-trustee transfer) 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 statement should provide information on when and
how you can revoke the IRA, including the name, ad-
dress, and telephone number of the person to receive
the notice of cancellation. This explanation must appear
at the beginning of the disclosure statement.

How Much Can | Contribute?

As soon as your traditional IRA is set up, you can make
contributions (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 retirement plan to another. See the discussion of
rollovers and other transfers later in this chapter.

You can make contributions to your traditional IRA
each year that you qualify. To qualify to make contri-
butions, you must have received compensation and
have not reached age 70% during the year. For any
year in which you do not work, you cannot make IRA
contributions unless you receive alimony or file a joint
return with a spouse who has compensation. See Who
Can Set Up a Traditional IRA?, earlier. 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 making
contributions for any years that you qualify.

Chapter 1 Traditional IRAs Page 5



Limits and Other Rules

There are limits and other rules that affect the amount
you can contribute. These limits and rules are explained
below.

General limit. The most that you can contribute for
any year to your traditional IRA is the smaller of the
following amounts:

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

* $2,000.

Note. This limit is reduced by any contributions to
a section 501(c)(18) plan (generally, a pension 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 tradi-
tional IRAs or whether all or part of your contributions
are nondeductible (see Nondeductible Contributions,
later).

Contributions on your behalf to a traditional IRA
reduce your limit for contributions to a Roth IRA
SN (see chapter 2).

Examples. Betty, who is single, earns $24,000 in
1998. Her IRA contributions for 1998 are limited to
$2,000.

John, a college student working part time, earns
$1,500 in 1998. His IRA contributions for 1998 are lim-
ited to $1,500, the amount of his compensation.

Spousal IRA limit.  If you file a joint return and your
taxable compensation is less than that of your spouse,
the most that can be contributed for the year to your IRA
is the smaller of the following two amounts:

1) $2,000, or

2) The total compensation includable in the gross in-
come of both you and your spouse for the year re-
duced by the following two amounts.

a) Your spouse's IRA contribution for the year.

b) Any contributions for the year to a Roth IRA on
behalf of your spouse.

This means that the total combined contributions that
can be made for the year to your IRA and your spouse's
IRA can be as much as $4,000.

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

. Contributions you (or your spouse) make to
C.

your traditional IRAs reduce your (or your
IMAEN spouse’s) limit for contributions to a Roth IRA
(see chapter 2).

Page 6 Chapter 1 Traditional IRAs

Example. Christine, a full-time student with no tax-
able compensation, marries Paul during the year. For
the year, Paul has taxable compensation of $30,000.
He plans to contribute (and deduct) $2,000 to a tradi-
tional IRA. If he and Christine file a joint return, each
can contribute $2,000 for the year to a traditional IRA.
This is because Christine, who has no compensation,
can add Paul's compensation, reduced by the amount
of his IRA contribution, ($30,000 — $2,000 = $28,000)
to her own compensation (—0-) to figure her maximum
contribution to a traditional IRA. In her case, $2,000 is
her contribution limit, because $2,000 is less than
$28,000 (her compensation for purposes of figuring her
contribution limit).

Age 70% rule. Contributions cannot be made to your
traditional IRA for the year you reach age 70% or any
later year.

Community property laws — effect on separate

computations. Except as just discussed under
Spousal IRA limit, each spouse figures his or her limit
separately, using his or her own compensation. This
is the rule even in states with community property laws.

Filing status. Generally, except as discussed earlier
under Spousal IRA limit, your filing status has no effect
on the amount of your allowable contribution to a tra-
ditional IRA. However, if during the year either you or
your spouse were covered by a retirement plan at work,
your deduction may be reduced or eliminated, de-
pending on your filing status and income. See How
Much Can | Deduct?, later.

Example. Sam and Helen are married and both are
under age 70%. They both work and each has a tradi-
tional IRA. Sam earned $1,800 and Helen earned
$48,000 in 1998. Even though Sam earned less than
$2,000, they can contribute up to $2,000 to his IRA for
the year, under the spousal IRA limit rule, if they file a
joint return. They can contribute up to $2,000 to Helen's
IRA. If they file separate returns, the amount that can
be contributed to Sam's IRA is limited to $1,800.

Contributions not required.  You do not have to con-
tribute to your traditional IRA for every tax year, even
if you can.

Less than maximum contributions. If contributions
to your traditional IRA for a year were less than the limit,
you cannot contribute more in a later year to make up
the difference.

Example. Paul earns $30,000 in 1998. Although he
can contribute up to $2,000 for 1998, he contributes
only $1,000. Paul cannot make up the $1,000 ($2,000
- $1,000) difference between his actual contributions
for 1998 and his 1998 limit by contributing $1,000 more
than the limit in 1999 or any later year.

More than maximum contributions. If contributions
to your IRA for a year were more than the limit, you can
apply the 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 Contribu-
tions,later.

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

Your limit for contributions to Roth IRAs (see
chapter 2) is reduced by contributions made on
C,

e your behalf to your traditional IRAS.

Both spouses have compensation. If both you and
your spouse have compensation and are under age
70%, each of you can set up an IRA. You cannot both
participate in the same IRA.

Inherited IRAs. If you inherit a traditional IRA from your
spouse, you can choose to treat it as your own by
making contributions to it. See Inherited IRAS, earlier.

If, however, you inherit a traditional IRA and you are
not the decedent's spouse, you cannot contribute to that
IRA, because you cannot treat it as your own.

Annuity or endowment contracts. If you invest in 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 dis-
qualified.

Brokers' commissions.  Brokers' commissions paid in
connection with your traditional IRA are subject to the
contribution limit and are not deductible as a miscel-
laneous deduction on Schedule A (Form 1040).

Trustees' fees. Trustees' administrative fees are not
subject to the contribution limit. A trustee's adminis-
trative fees that are billed separately and paid in con-
nection with your traditional IRA are deductible. They
are deductible (if they are ordinary and necessary) as
a miscellaneous deduction on Schedule A (Form 1040).
The deduction is subject to the 2%-of-adjusted-gross-
income limit.

When Can | Make Contributions?

You can make contributions to your traditional IRA for
a year at any time during the year or by the due date
for filing your return for that year, not including exten-
sions. For most people, this means that contributions
for 1998 must be made by April 15, 1999.

Designating year for which contribution is made.

If you contribute an amount to your traditional IRA be-
tween January 1 and April 15, you should tell the
sponsor which year (the current year or the previous
year) the contribution is for. If you do not tell the spon-
sor which year it is for, the sponsor can assume, for
reporting to the IRS, that the contribution is for the
current year (the year the sponsor received it).

Filing before making your contribution. You can file
your return claiming a traditional IRA contribution before
you actually make the contribution. You must, however,
make the contribution by the due date of your return,
not including extensions.

How Much Can | Deduct?

Generally, you can deduct the lesser of the contribu-
tions to your traditional IRA for the year or the general
limit (or spousal IRA limit, if applicable). However, if
you or your spouse were covered by an employer
retirement plan at any time during the year for which
you made contributions, you may not be able to deduct
all of the contributions. Your deduction may be reduced
or eliminated, depending on the amount of your income
and your filing status, as discussed later under De-
duction Limits. Any limit on the amount you can deduct
does not affect the amount you can contribute. See
Nondeductible Contributions, later.

Are You Covered by an Employer

Plan?

The Form W-2, Wage and Tax Statement, you receive
from your employer has a box used to indicate whether
you were covered for the year. The “Pension Plan” box
should have a mark in it if you were covered.

If you are not certain whether you were 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 employ-
ees. For purposes of the traditional IRA deduction rules,
an employer retirement plan is any of the following
plans.

* A qualified pension, profit-sharing, stock bonus,
money purchase pension, etc., plan (including
Keogh plans).

* A 401(k) 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(b) plan)).

* A tax-sheltered annuity plan for employees of public
schools and certain tax-exempt organizations
(403(b) plan).

* A simplified employee pension (SEP) plan.

Chapter 1 Traditional IRAs Page 7



Table 1.1 Can | Take a Traditional IRA Deduction? This chart sums up whether you can take a
full deduction, a partial deduction, or no deduction, as discussed in this chapter.

If your If You Are Covered by a If You Are Not Covered by a
Modified AGI* Retirement Plan at Work and Your Retirement Plan at Work and Your
is: Filing Status is: Filing Status is:
® Single ® Married Married Filing | Married Filing | ® Single ® Married Married
® Head of Filing Jointly | Separately** Jointly (and ® Head of Filing Jointly | Filing
Household (even if your your spouse is Household| Or Separately | Separately
spouse is_not covered by a (and spouse is | (and your
covered by a plan at work) not covered spouse is
plan at work) by a plan at covered by
® Qualifying work) a plan at
Widow(er) ® Qualifying work)
At Least But Less Widow(er)

Than You Can Take You Can Take You Can Take You Can Take |[You Can Take| You Can Take |You Can Take
$0.01 $10,000.00| Full deduction Full deduction Partial deduction | Full deduction Partial deduction
$10,000.00 $30,000.01| Full deduction Full deduction No deduction Full deduction No deduction
$30,000.01 $40,000.00| Partial deduction | Full deduction No deduction Full deduction Full Full No deduction
$40,000.00 $50,000.01| No deduction Full deduction No deduction Full deduction Deduction Deduction | No deduction
$50,000.01 $60,000.00| No deduction Partial deduction| No deduction Full deduction No deduction
$60,000.00 $150,000.01| No deduction No deduction No deduction Full deduction No deduction
$150,000.01 $160,000.00| No deduction No deduction No deduction Partial deduction No deduction
$160,000.00 or over No deduction No deduction No deduction No deduction No 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, and certain tax-exempt income amounts (See Modified adjusted

loan interest deduction, any series EE bond interest exclusion from
Form 8815, and certain tax-exempt income amounts (See Modified
adjusted gross income, later.).

without taking into account any IRA deduction or any foreign earned
income exclusion and foreign housing exclusion (deduction), any student

gross income, later.), or (2) for Form 1040—the amount on line 33, figured

**|f you did not live with your spouse at any time during the year,
your filing status is considered, for this purpose, as Single (therefore
your IRA deduction is determined under the “Single” column).

**You are entitled to the full deduction if you did not live with your
spouse at any time during the year.

* 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
contributions during the year.

* A SIMPLE plan.

A qualified plan is one that meets the requirements
of the Internal Revenue Code.

When Are You Covered?

Special rules apply to determine whether you are con-
sidered covered by (an active participant in) a plan for
atax year. These rules differ depending on whether the
plan is a defined contribution plan or a defined benefit
plan.

Defined contribution plan.  Generally, you are con-
sidered 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 allocated to each account. Types of defined con-
tribution plans include profit-sharing plans, stock bonus
plans, and money purchase pension plans.

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
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December 30, 1997. The contribution for the plan year
ending on June 30, 1998, is not made until February
15, 1999 (when Company A files its corporate income
tax return). In this case, Bob is considered covered by
the plan for his 1998 tax year.

No vested interest. If an amount is allocated to your
account for a plan year, you are covered by that plan
even if you have no vested interest in (legal right to) the
account.

Defined benefit plan. If you are eligible (meet mini-
mum age and years of service requirements) to partic-
ipate in your employer's defined benefit plan for the plan
year that ends within your tax year, you are considered
covered by the plan. This rule applies even if you de-
clined to be covered by the plan, you did not make a
required contribution, or you did not perform the mini-
mum service required to accrue a benefit for the year.

A defined benefit plan is any plan that is not a de-
fined contribution plan. Contributions to a defined ben-
efit plan are based on a computation of what contribu-
tions are necessary to provide definite benefits to plan
participants. Defined benefit plans include pension
plans and annuity plans.

Example. John, an employee of Company B, is eli-
gible for coverage under Company B's defined benefit
plan with a July 1 to June 30 plan year. John leaves
Company B on December 30, 1997. Since John is eli-
gible for coverage under the plan for its year ending



June 30, 1998, he is considered covered by the plan
for his 1998 tax year.

No vested interest. If you accrue a benefit for a plan
year, you are covered by that plan even if you have no
vested interest in (legal right to) the accrual.

Judges. For purposes of figuring the IRA deduction,
federal judges are considered covered by an employer
retirement plan.

When Are You Not Covered?

You are not covered by an employer plan in the fol-
lowing situations.

Social security or railroad retirement. Coverage un-
der social security or railroad retirement (Tier | and Tier
II) does not count as coverage under an employer re-
tirement plan.

Benefits from previous employer's plan. If you re-
ceive retirement benefits from a previous employer's
plan and you are not covered under another employer
plan, you are not considered covered by a plan.

Reservists. If the only reason you participate in a plan
is because you are a member of a reserve unit of the
armed forces, you may not be considered covered by
the plan. You are not considered covered by the plan
if both of the following conditions are met.

1) The plan you participate in is established for its
employees by:

a) The United States,
b) A state or political subdivision of a state, or
c) An instrumentality of either (a) or (b) above.
2) You did not serve more than 90 days on active duty
during the year (not counting duty for training).

Volunteer firefighters. If the only reason you partic-
ipate in a plan is because you are a volunteer firefighter,
you may not be considered covered by the plan. You
are not considered covered by the plan if both of the
following conditions are met.

1) The plan you participate in is established for its
employees by:

a) The United States,
b) A state or political subdivision of a state, or
c) An instrumentality of either (a) or (b) above.

2) Your accrued retirement benefits at the beginning
of the year will not provide more than $1,800 per
year at retirement.

Social Security Recipients

Complete the worksheets in Appendix B of this publi-
cation if, for the year, you:

1) Received social security benefits,

2) Received taxable compensation,
3) Contributed to your traditional IRA, and

4) You or your spouse were covered by an employer
retirement plan.

Use these worksheets to figure your IRA deduction and
the taxable portion, if any, of your social security ben-
efits.  Appendix B includes an example with filled-in
worksheets to assist you.

Deduction Limits

As discussed under How Much Can | Deduct?, earlier,
the deduction you can take for contributions made to
your traditional IRA depends on whether you or your
spouse were covered for any part of the year by an
employer retirement plan. Your deduction is also af-
fected by how much income you had and your filing
status, as explained later under Reduced or no de-
duction.

Full deduction. If neither you nor your spouse were
covered for any part of the year by an employer retire-
ment plan, you can take a deduction for your total
contributions to one or more traditional 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.

Spousal IRA. In the case of a married couple with
unequal compensation who file a joint return, the de-
duction for contributions to the traditional IRA of the
spouse with less compensation is limited to the smaller
of the following two amounts:

1) $2,000, or

2) The total compensation includible in the gross in-
come of both you and your spouse for the year re-
duced by the following two amounts.

a) Your spouse's IRA deduction for the year.

b) Any contributions for the year to a Roth IRA on
behalf of your spouse.

This limit is reduced by any contributions to a section
501(c)(18) plan on behalf of the spouse with less com-
pensation.

Reduced or no deduction. If either you or your spouse
were covered by an employer retirement plan, you may
be entitled to only a partial (reduced) deduction or no
deduction 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. See Table 1.1, earlier.

Adjusted gross income limit.  The effect of income
on your deduction, as just described, is sometimes
called the adjusted gross income limit. To determine if
your deduction is subject to the limit and to compute
your reduced traditional IRA deduction, you must first
determine your “modified adjusted gross income” and
your filing status, as explained later under Deduction
phaseout.
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Deduction Phaseout

If you are covered by an employer retirement plan, your
IRA deduction is reduced or eliminated entirely de-
pending on your filing status and modified AGI as
shown in the following Table A.

Table A
Your
deduction
Your IRA deduction is eliminated
is reduced if your if your
If your filing status  modified AGI modified AGI
is: is between: is:
Single, or

Head of household  $30,000 and $40,000
Married—joint return,

$40,000 or more

or Qualifying

widow(er) $50,000 and $60,000 $60,000 or more
Married—separate

return $ 0 and $10,000 $10,000 or more

For 1999, if you are covered by a retirement
@ plan at work, your IRA deduction will not be re-

duced (phased out) unless your modified ad-
justed gross income (AGl) is between:

* $31,000 (a $1,000 increase) and $41,000 for a sin-
gle individual (or head of household),

» $51,000 (a $1,000 increase) and $61,000 for a
married couple (or a qualifying widow(er)) filing a
joint return, or

* $-0- (no increase) and $10,000 for a married indi-
vidual filing a separate return.

If you are not covered by an employer retirement
plan, but your spouse is, your IRA deduction is reduced
or eliminated entirely depending on your filing status
and modified AGI as shown in the following Table B.

Table B
Your
deduction
Your IRA deduction is eliminated
is reduced if your if your
If your filing status  modified AGI modified AGI
is: is between: is:

Married—joint return $150,000 and $160,000

Married—separate
return $ 0

$160,000 or more

and $ 10,000 $ 10,000 or more

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 separately. If you need more information on filing
status, see Publication 501, Exemptions, Standard De-
duction, 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, you are not treated as mar-
ried and your filing status is considered, for this pur-
pose, as single.
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Modified adjusted gross income.  Your modified ad-
justed gross income (modified AGI) is:

1) If you file Form 1040 — the amount on the page 1
“adjusted gross income” line, but modified
(changed) by figuring it without taking into account
any:

a) IRA deduction,

b) Student loan interest deduction,

c) Foreign earned income exclusion,

d) Foreign housing exclusion or deduction,

e) Exclusion of qualified bond interest shown on
Form 8815, or

f) Exclusion of employer-paid adoption expenses
shown on Form 8839.

2) If you file Form 1040A — the amount on the page
1 “adjusted gross income” line, but modified by fig-
uring it without any IRA deduction, any student loan
interest deduction, any exclusion of qualified bond
interest shown on Form 8815, or any exclusion of
employer-paid adoption expenses shown on Form
8839.

as your compensation. You will find that your

NN modified AGI may include income in addition to

your taxable compensation such as interest, dividends,
and income from IRA distributions, discussed next.

- Do not assume that modified AGI is the same
C.

Income from IRA distributions. If you received
distributions in 1998 from one or more traditional IRAs
and your traditional IRAs include only deductible con-
tributions, the distributions are fully taxable.

If you made contributions to a traditional IRA for 1998
that may be nondeductible contributions (discussed
later), depending on whether your IRA deduction for
that year is reduced (see Deduction Phaseout, earlier),
the distributions may be partly tax free and partly taxa-
ble. In that case, you must figure the taxable part of the
traditional IRA distribution before you can figure your
modified AGI. To do this, you can use the Worksheet
to Figure Taxable Part of Distribution, under Are Distri-
butions From My Traditional IRA Taxable?, later.

Note. In 1998, you may have received taxable dis-
tributions from IRAs other than traditional IRAs as dis-
cussed in chapters 2, 3, and 5.

How To Figure Your Reduced IRA
Deduction

If you are covered by an employer retirement

plan and your modified AGI is within the
phaseout range for your filing status (see Table

A under Deduction Phaseout, earlier), your IRA de-
duction must be reduced. If you are not covered, but
your spouse is, see Table B under Deduction Phaseout.
You can figure your reduced IRA deduction for ei-
ther Form 1040 or Form 1040A by using the Worksheet
for Reduced IRA Deduction, that follows. Also, the in-



structions for these tax forms include similar work-
sheets.

Note. If you were married and either or 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 deductions are subject to the adjusted gross in-
come limit under the rules for single individuals.

Figuring deductible and nondeductible contribu-
tions to a traditional IRA (including a spousal IRA).
Complete lines 1 through 8 to figure your deductible and
nondeductible IRA contributions for the year.

Worksheet for Reduced IRA Deduction

(Use only if you or your spouse is covered by an employer plan and
your modified AGlI is within the phaseout range that applies.)

And your Enter on
If you are covered and modified AG! line 1
your filing status is: is over: below:
Single or
Head of household $ 30,000 $ 40,000
Married—joint return or
Qualifying widow(er) $ 50,000 $ 60,000
Married—separate return $ —0- $ 10,000

And your Enter on
If your spouse is covered, but you modified AG! line 1
are not, and your filing status is: is over: below:
Married—joint return $150,000 $160,000
Married—separate return $ -0- $ 10,000

1. Enter the amount from above that applies .................
2. Enter your modified AGI (combined, if married filing
J (01141117 SRS

Note. If line 2 is equal to or more than the amount
on line 1, stop here; contributions to your traditional
IRA are not deductible; see Nondeductible Contribu-
tions, later.

3. Subtract line 2 from 1. ( If line 3 is $10,000 or more,
stop here; you can take a full IRA deduction for con-
tributions of up to $2,000 or 100% of your compen-
sation, whichever is 1€SS.) ......cccccviiieiiiie e

4. Multiply line 3 by 20% (.20). If the result is not a mul-
tiple 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 ...................

5. Enter your compensation. (If you are the lower income
spouse and filing a joint return, include your spouse's
compensation reduced by his or her traditional IRA
deduction and contributions to Roth IRAs for this year.
If you file Form 1040, do not reduce your compen-
sation by any losses from self-employment.)

6. Enter contributions you made, or plan to make, to your
traditional IRA for 1998, but do not enter more than
$2,000. (If contributions are more than $2,000, see
Excess Contributions, 1ater.) .........c.cccooverierieenieniineenns

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, go to
lINE 8.) it

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, 1ater.) .........ccoceriieiiiie e

Reporting Deductible Contributions

You do not have to itemize deductions to claim your
deduction for IRA contributions. If you file Form 1040,
deduct your IRA contributions for 1998 on line 23 and,
if you file a joint return, deduct your spouse's IRA con-
tributions on line 23.

If you file Form 1040A, deduct your contributions on
line 15 and, if you file a joint return, deduct your
spouse's IRA contributions on line 15. Form 1040EZ
does not provide for IRA deductions.

When you must use Form 1040. You must use
Form 1040 instead of Form 1040A if you owe tax on
any early distributions from your IRA, any excess con-
tributions made to your IRA, or any excess accumu-
lations in your IRA account. See What Acts Result in
Penalties?, later.

Note. If you made contributions to a section
501(c)(18) pension plan, include your deduction in the
total on line 32, Form 1040. Enter the amount and
“501(c)(18)” on the dotted line next to line 32. See
Publication 575 for information on deduction limits that
apply to contributions to these plans.

Self-employed. If you are self-employed (a sole pro-
prietor or partner) and have a SEP-IRA or a SIMPLE
IRA, take your deduction for allowable plan contribu-
tions on line 29, Form 1040.

Withholding allowances. To figure the number of
additional withholding allowances on your Form W-4,
Employee's Withholding Allowance Certificate, you can
take into account your estimated deductible IRA con-
tributions. For this purpose, however, do not take into
account any of your employer's regular contributions to
your SEP-IRA or SIMPLE IRA. They generally are not
included in your income and you cannot deduct them.
SEP-IRAs and SIMPLE IRAs are discussed later in
chapters 4 and 5. For more information on withholding,
see Publication 505, Tax Withholding and Estimated
Tax.

Form 5498. You should receive by June 1, 1999, Form
5498 or a similar statement from plan sponsors, show-
ing all the contributions made to your IRA for 1998.

Nondeductible Contributions

Although your deduction for IRA contributions may be
reduced or eliminated because of the adjusted gross
income limit (see How Much Can | Deduct?, earlier),
you can still make contributions to your IRA of up to
$2,000 or 100% of compensation, whichever is less.
For a spousal IRA, see Spousal IRA limit, under How
Much Can | Contribute?, earlier. The difference be-
tween your total permitted contributions and your total
deductible contributions, if any, is your nondeductible
contribution.
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Form 1040

; 23  IRA deduction (see page 25) . 23
Adjusted 24 Student loan interest deduction (see page 27) . 24
Gross 25  Medical savings account deduction. Attach Form 8853 25
Income 26  Moving expenses. Attach Form 3903 . . 26

- _ 27
If line 33 is under 27  One-half of self-employment tax. Attach Schedule SE .

$30,095 (under 28  Self-employed health insurance deduction (see page 28) 28

$10,030 ifa child 29  Keogh and self-employed SEP and SIMPLE plans . 29
did not live with 30 Penalt v withd | of . 30
you), see EIC enalty on early withdrawal of savings
inst. on page 36. 31a Alimony paid b Recipient's SSN P 3la
32 Add lines 23 through 31a e 74
33  Subtract line 32 from line 22. This is your adjusted grossincome . ., , . . . P» | 33
For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 51. Cat. No. 11320B Form 1040 (1998)
Form 1040A
Adjusted 15 IRA deduction (see page 28). 15
gross . .
; 16 Student loan interest deduction (see page 28). 16
Income - -
17 Add lines 15 and 16. These are your total adjustments. 17
18 Subtract line 17 from line 14. This is your adjusted gross income.
If under $30,095 (under $10,030 if a child did not live with you), see the
EIC instructions on page 36. » 18

For Disclosure, Privacy Act, and Paperwork Reduction Act Notice, see page 49.

Example. Sonny Jones is single. In 1998, he is
covered by a retirement plan at work. His salary is
$52,312. His modified adjusted gross income (modified
AGI) is $55,000. Sonny makes a $2,000 IRA contribu-
tion for that year. Because he is covered by a retirement
plan and his modified AGI is above $40,000, he cannot
deduct his $2,000 IRA contribution. However, he can
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 Con-
tributions, or

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

As long as your contributions are within the contri-
bution limits, none of the earnings or gains on those
contributions (deductible or nondeductible) will be taxed
until they are distributed. See When Can | Withdraw
or Use IRA Assets?, later.

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 contrib-
uted to your IRA less any distributions of those
amounts. When you withdraw (or receive distributions
of) these amounts, as discussed later under Are Distri-
butions From My Traditional IRA Taxable?, you can do
so tax free.

Generally, you cannot withdraw only the
A amounts representing your basis. If you have
&WLEN made deductible contributions to any of your

traditional IRAs, your withdrawals from any of your IRAs
will generally include both taxable and nontaxable (ba-
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Cat. No. 11327A 1998 Form 1040A

sis) amounts. See Are Distributions From My Traditional
IRA Taxable?, later, for more information.

Reporting Nondeductible Contributions

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

Designating nondeductible contributions. To des-
ignate contributions as nondeductible, you must file
Form 8606, Nondeductible IRAs. (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.

Form 8606. You must file Form 8606 if any of the fol-
lowing applies.

* You made nondeductible contributions to a tradi-
tional IRA for 1998.

* You received distributions from a traditional IRA in
1998 and you have ever made nondeductible con-
tributions to a traditional IRA.

* You converted part or all of the assets in a tradi-
tional IRA or a SIMPLE IRA to a Roth IRA during
1998. See chapter 2.

¢ You recharacterized amounts that were converted
to a Roth IRA. See chapter 2.

* You received distributions from a Roth IRA in 1998.
See chapter 2.

* You have a recharacterization involving a Roth IRA
contribution. See chapter 2.



* You are the beneficiary of an Ed IRA and you re-
ceived distributions from an Ed IRA in 1998. See
chapter 3.

Failure to report nondeductible contributions. If you
do not report nondeductible contributions, all of your
traditional IRA contributions will be treated as deduct-
ible. 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 Traditional IRA(s) for 1998, 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
reasonable 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
reasonable cause.

Comprehensive Examples —
Nondeductible and
Deductible Contributions

The following examples illustrate the use of the IRA
deduction worksheet shown earlier under How To Fig-
ure Your Reduced IRA Deduction.

Example 1. For 1998, Tom and Betty Smith file a
joint return on Form 1040. They both work and Tom is
covered by his employer's retirement plan. Tom's salary
is $40,000 and Betty's is $16,555. They each have a
traditional IRA and their combined modified AGI is
$56,555. Since their modified AGI is between $50,000
and $60,000 and Tom is covered by an employer plan,
Tom is subject to the deduction phaseout discussed
earlier under Deduction Limits.

For 1998, Tom contributed $2,000 to his IRA and
Betty contributed $2,000 to hers. Even though they file
a joint return, they must use separate worksheets to
figure the IRA deduction for each of them.

Tom can take a deduction of only $690. See the
worksheet below. $1,310 ($2,000 minus $690) of his
contributions 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
withdraw them by April 15, 1999. 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 ei-
ther deductible or nondeductible. This is because her
$2,000 contribution for 1998 is not subject to the de-
duction phaseout discussed earlier under Deduction
Limits. She decides to treat her $2,000 IRA contribu-
tions 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 or your spouse is covered by an employer plan and
your modified AGI is within the phaseout range that applies.)

And your Enter on
If you are covered and modified AGI line 1
your filing status is: is over: below:
Single, or
Head of household $30,000 $40,000
Married—joint return, or
Quialifying widow(er) $50,000 $60,000
Married—separate return $—-0- $10,000
And your Enter on
If your spouse is covered, but you modified AGI line 1
are not, and your filing status is: is over: below:
Married—joint return $150,000 $160,000
Married—separate return $ -0- $ 10,000
1. Enter the amount from above that applies ..................
2. Enter your modified AGI (combined, if married filing
JOINEIY) e 56,555

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

3. Subtract line 2 from line 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 1€SS.) ........cccccoviiiiiiennns 3,445

4. Multiply line 3 by 20% (.20). If the result is not a mul-
tiple 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

5. Enter your compensation. (If you are the lower income
spouse and filing a joint return, include your spouse's
compensation reduced by his or her traditional IRA
deduction and contributions to Roth IRAs for this year.
If you file Form 1040, do not reduce your compen-
sation by any losses from self-employment.)

6. Enter contributions you made, or plan to make, to your
IRA for 1998, but do not enter more than $2,000. (If
contributions are more than $2,000, see Excess Con-
tributions, 1ater.) .....ccoovcieeeiie e 2,000

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, go to
lINE 8.) it 690

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. ...........cccceveuvenieniiieneenne. 1,310

Betty figures her IRA deduction as follows:

—_40.000
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Worksheet for Reduced IRA Deduction
( Use only if you or your spouse is covered by an employer plan and
your modified AGlI is within the phaseout range that applies.)

And your Enter on
If you are covered and modified AG! line 1
your filing status is: is over: below:
Single, or
Head of household $30,000 $40,000
Married—joint return, or
Qualifying widow(er) $50,000 $60,000
Married—separate return $ —0- $10,000
And your Enter on
If your spouse is covered, but you modified AGI line 1
are not, and your filing status is: is over: below:
Married—joint return $150,000 $160,000
Married—separate return $ -0- $ 10,000
1. Enter the amount from above that applies .................. _$160,000
2. Enter your modified AGI (combined, if married filing
JOINEY) e 56,555

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

3. Subtract line 2 from line 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 1€ss.) .......c.ccccociviiennennnn. 103,445

4. Multiply line 3 by 20% (.20). If the result is not a mul-
tiple 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 ...................

5. Enter your compensation. (If you are the lower income
spouse and filing a joint return, include your spouse's
compensation reduced by his or her traditional IRA
deduction and contributions to Roth IRAs for this year.
If you file Form 1040, do not reduce your compen-
sation by any losses from self-employment.)

6. Enter contributions you made, or plan to make, to your
IRA for 1998, but do not enter more than $2,000. (If
contributions are more than $2,000, see Excess Con-
tribULioNS, 1ater.) .....c.coiiiiiiiiiii e

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, go to
INE 8.) i

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. ...........cccoceeeeriieeiniiieennns

The IRA deductions of $690 and $2,000 on the joint
return for Tom and Betty total $2,690.

Example 2. Assume the same facts as in Example
1, except that Tom contributed $2,000 to his Roth IRA
and $2,000 to a traditional IRA for Betty (a spousal IRA)
because Betty had no compensation for the year and
did not contribute to an IRA. Also, their modified AGI
has increased to $156,555. Betty figures her IRA de-
duction as follows:
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Worksheet for Reduced IRA Deduction

( Use only if you or your spouse is covered by an employer plan and
your modified AGI is within the phaseout range that applies.)

And your Enter on
If you are covered and modified AGI line 1
your filing status is: is over: below:
Single, or
Head of household $30,000 $40,000
Married—joint return, or
Qualifying widow(er) $50,000 $60,000
Married—separate return $ —0- $10,000
And your Enter on
If your spouse is covered, but you modified AG! line 1
are not, and your filing status is: is over: below:
Married—joint return $150,000 $160,000
Married—separate return $ -0- $ 10,000
1. Enter the amount from above that applies .................. _$160,000
2. Enter your modified AGI (combined, if married filing
JOINEY) e 156,555

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

3. Subtract line 2 from line 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 1€ss.) .......c.ccccooernieniennn. 3,445

4. Multiply line 3 by 20% (.20). If the result is not a mul-
tiple 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

5. Enter your compensation. (If you are the lower income
spouse and filing a joint return, include your spouse's
compensation reduced by his or her traditional IRA
deduction and contributions to Roth IRAs for this year.
If you file Form 1040, do not reduce your compen-
sation by any losses from self-employment.)

6. Enter contributions you made, or plan to make, to your
IRA for 1998, but do not enter more than $2,000. (If
contributions are more than $2,000, see Excess Con-
tribULIoNS, ater.) ...oceeiiiiee e 2,000

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, go to
INE 8.) i 690

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. ..........ccccovoeeveriieeiiiiieannns 1,310

* $0 plus $40,000 minus $2,000 = $38,000.

_38,000*

Can | Move Retirement Plan
Assets?

Traditional IRA rules permit you to transfer, tax free,
assets (money or property) from other retirement pro-
grams (including traditional IRAS) to a traditional IRA.
The rules permit the following kinds of transfers.

* Transfers from one trustee to another.

* Rollovers.

e Transfers incident to a divorce.

This chapter discusses all three kinds of transfers.



Transfers to Roth IRAs.  Under certain conditions, you
can move assets from a traditional IRA to a Roth IRA.
See the discussion at Can | Move Amounts Into a Roth
IRA in chapter 2.

Trustee to Trustee Transfer

A transfer of funds in your traditional IRA from one
trustee directly to another, either at your request or at
the trustee's request, is not a rollover. Because there
is no distribution to you, the transfer is tax free. Be-
cause it is not a rollover, it is not affected by the one-
year waiting period that is required between rollovers,
discussed later under Rollover From One IRA Into An-
other.

For information about direct transfers from retirement
programs other than traditional 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 plan that you
contribute to another retirement plan. The amount you
roll over tax free, however, is generally taxable later
when the new plan pays that amount to you or your
beneficiary.

Kinds of rollovers to an IRA. There are two kinds of
rollover contributions to a traditional IRA. In one, you
put amounts you receive from one traditional IRA into
another. In the other, you put amounts you receive from
an employer's qualified retirement plan for its employ-
ees (see Employer plans under Are You Covered by
an Employer Plan?, earlier) into a traditional 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 tra-
ditional 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
qualify 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
taxable in the year distributed, not in the year the
60-day period expires. You may also have to pay a
10% tax on premature distributions as discussed later
under Premature Distributions (Early Withdrawals).
Treat a contribution after the 60-day period as a
regular contribution to your IRA. Any part of the contri-
bution that is more than the maximum amount you

could contribute may be an excess contribution, as
discussed later under Excess Contributions.

Extension of rollover period.  If an amount distributed
to you from a traditional IRA or a qualified employer
retirement plan becomes a frozen deposit in a finan-
cial institution during the 60-day period allowed for a
rollover, a special rule extends the rollover period.

The period during which the amount is a frozen de-
posit 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 de-
posit must be frozen on at least one day during the
60-day rollover period.

Frozen deposit. This is any deposit that cannot be
withdrawn because of either of the following reasons.

1) The financial institution is bankrupt or insolvent.

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

Rollover From One IRA Into Another

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

You may be able to treat a contribution made
@ to one type of IRA as having been made to a
different type of IRA. This is called recharac-

terizing the contribution. See Recharacterizations in
chapter 2 for more information.

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

This rule applies separately to each traditional IRA
you own. For example, if you have two traditional IRAS,
IRA-1 and IRA-2, and you roll over assets of IRA-1
into a new traditional IRA (IRA-3), you may also make
a rollover from IRA-2 into IRA-3, or into any other tra-
ditional IRA, within one year after the rollover distribu-
tion from IRA-1. These are both allowable rollovers
because you have not received more than one distri-
bution 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 tradi-
tional IRA.

If any amount distributed from a traditional 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 distributions.

Exception. An exception to the one-year waiting
period rule has been granted by the IRS for distributions
made from a failed financial institution by the Federal
Deposit Insurance Corporation (FDIC) as receiver for
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the institution. To qualify for the exception, the distri-
bution must satisfy both of the following requirements.

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

2) It must be made because:
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 must
roll over into a new traditional IRA the same property
you received from your old traditional IRA.

Partial rollovers. If you withdraw assets from a tradi-
tional IRA, you can roll over part of the withdrawal tax
free into another traditional IRA and keep the rest of it.
The amount you keep will generally be taxable (except
for the part that is a return of nondeductible contribu-
tions) and may be subject to the 10% tax on premature
distributions discussed later under Premature Distribu-
tions (Early Withdrawals).

Required distributions.  Amounts that must be distrib-
uted during a particular year under the required distri-
bution rules (discussed later) are not eligible for
rollover treatment.

Inherited IRAs. If you inherit a traditional IRA from
your spouse, you generally can roll it over into a tradi-
tional IRA established for you, or you can choose to
make it your own as discussed earlier (see Inherited
IRAs under How Much Can | Contribute?). Also, see
Distributions received by a surviving spouse, later.

Not inherited from spouse.  If you inherited a tra-
ditional IRA from someone other than your spouse, you
cannot roll it over or allow it to receive a rollover con-
tribution. You must withdraw the IRA assets within a
certain period. For more information, see Beneficiaries,
later, under When Must | Withdraw IRA Assets?.

Reporting rollovers from IRAs. Report any rollover
from one traditional IRA to another traditional IRA on
lines 15a and 15b of Form 1040, or on lines 10a and
10b of Form 1040A. Enter the total amount of the dis-
tribution on line 15a of Form 1040, or on line 10a of
Form 1040A. If the total amount on line 15a of Form
1040, or on line 10a of Form 1040A was rolled over,
enter zero on line 15b of Form 1040, or on line 10b of
Form 1040A. Otherwise, enter the taxable portion of the
part that was not rolled over on line 15b of Form 1040,
or on line 10b of Form 1040A. See Distributions Fully
or Partly Taxable under Are Distributions From My
Traditional IRA Taxable?.

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
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 a traditional IRA.
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A qualified plan is one that meets the requirements
of the Internal Revenue Code.

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:

1) A required minimum distribution, or

2) Any of a series of substantially equal periodic dis-
tributions 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

c) 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.

Written explanation to recipients. The administrator
of a qualified employer plan must, within a reasonable
period of time before making an eligible rollover distri-
bution, provide a written explanation to you. It must tell
you about all of the following.

* Your right to have the distribution paid tax free di-
rectly to a traditional IRA or another eligible retire-
ment plan.

* The requirement to withhold tax from the distribution
if it is not paid directly to a traditional IRA or another
eligible retirement plan.

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

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

The plan administrator must provide you with a writ-
ten explanation no earlier than 90 days and no later
than 30 days before the distribution is made.

However, you can choose to have a distribution
made less than 30 days after the explanation is pro-
vided as long as both of the following 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.

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

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

Withholding requirement. If an eligible rollover dis-
tribution is paid directly to you, the payer must withhold
20% of it. This applies even if you plan to roll over the
distribution to a traditional IRA (or another qualified plan



as discussed in Publication 575). However, you can
avoid withholding by choosing the direct rollover option,
discussed later.

Exceptions.  Withholding from an eligible rollover
distribution paid to you is not required if either of the
following conditions apply.

1) The distribution and all previous eligible rollover
distributions you received during your tax year from
the same plan (or, at the payer's option, from all
your employer's plans) total less than $200.

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 distribu-
tion that is not an eligible rollover distribution, the 20%
withholding requirement does not apply. However,
other withholding rules apply to these distributions. The
rules that apply depend on whether the distribution is
a periodic distribution or a nonperiodic distribution that
is not an eligible rollover distribution. For either of these
distributions, you can still choose not to have tax with-
held. 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 directly to a traditional IRA (or
to an eligible retirement plan as discussed in Publica-
tion 575). Under this option, all or part of the distribution
can be paid directly to a traditional IRA (or another eli-
gible retirement plan that accepts rollovers). This op-
tion is not required for distributions that are expected
to total less than $200 for the year.

Withholding.  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
traditional IRA (or other plan).

If any part is paid to you, the payer must withhold
20% of that part's taxable amount. Since most distri-
butions are fully taxable, payers will generally withhold
20% of the entire amount designated for distribution to
you.

Choosing the right option. You generally can leave
all or part of the distribution in the plan. If you do not
leave the distribution in your employer's plan, the fol-
lowing comparison chart may help you decide which
distribution option to choose. Carefully compare the
following tax effects of each option.

Comparison Chart
Payment to You

Direct Rollover
No withholding.

Payer must withhold income tax of
20% on the taxable part (even if you
roll it over to a traditional IRA or
other plan).

No 10% additional tax.
(See Premature
Distributions, later.)

If you are under age 59%, a 10%
additional tax may apply to the taxable
part (including an amount equal to the
tax withheld) that is not rolled over.

Not income until later
distributed to you from
the IRA or other plan.

Any taxable part (including an amount
equal to the tax withheld) not rolled over
is income.

If you decide to roll over tax free any part of a
@ distribution, the direct rollover option will gen-

erally be to your advantage. This is 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 of it, the distribution may be eligible
for special tax treatment that could lower your tax for
the distribution year. In that case, you may want to see
Publication 575 and Form 4972, Tax on Lump-Sum
Distributions, and its instructions to determine whether
your distribution 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 distri-
bution 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 any part of the
distribution.

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 distri-
bution, earlier. The distribution you receive generally
will be all taxable unless you have made nondeductible
employee 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
deductible employee contributions (DECs as defined
below), which are treated like employer contributions.
If you do, you must treat them as regular (not rollover)
contributions and you may have to pay an excess
contributions tax (discussed later) on all or part of them.

DECs. DECs are voluntary deductible employee
contributions. Prior to January 1, 1987, employees
could make and deduct these contributions to certain
qualified employers' plans and government plans.
These are not the same as an employee's elective
contributions to a 401(k) plan, which are not deductible
by the employee.

If you receive a distribution from your employer'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.

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
rollovers does not apply to these distributions.

IRA as a holding account (conduit IRA) for rollovers

to other eligible plans. If you receive an eligible
rollover 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. An IRA qualifies as a conduit IRA if it is a tradi-
tional IRA that serves as a holding account or conduit
for only those assets. The conduit IRA must be made
up of only those assets received from the first employ-
er's plan and gains and earnings on those assets. A
conduit IRA will no longer qualify if you mix regular
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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 distri-
bution from your employer's plan, you can roll over ei-
ther the property or the cash, or any combination of the
two that you choose.

Treatment if the same property is not rolled over.
Your contribution to a traditional IRA of cash repre-
senting 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 explained next.

Sale of property received in a distribution from a
qualified 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 a traditional IRA.
You cannot 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 a traditional IRA the
$10,000 cash received, but you cannot roll over an
additional $15,000 representing the value of the prop-
erty you choose not to sell.

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

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
include the $10,000 gain from the sale of stock as part
of his income because he rolled over the entire amount
into a traditional IRA.

Note. Special rules may apply to distributions of
employer securities. For more information, get Publi-
cation 575.

Some sales proceeds rolled over.  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 a traditional
IRA.

Distributions received by a surviving spouse. A
surviving spouse can roll over into a traditional IRA part
or all of any eligible rollover distribution (defined earlier)
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received from an employer's qualified plan or tax-
sheltered annuity (or all or any part of a distribution of
deductible employee contributions) because of the
death of the deceased spouse.
No rollover into another employer qualified plan.

A surviving spouse cannot roll over a distribution de-
scribed in the preceding paragraph into another qual-
ified 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 em-
ployer plan a distribution that results from divorce or
similar proceedings, you may be able to roll over all or
part of it into a traditional IRA. To qualify, the distribution
must be:

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

2) Made under a qualified domestic relations order.

Qualified domestic relations order. A domestic
relations order is a judgment, decree, or order (includ-
ing approval of a property settlement agreement) that
is issued under the domestic relations law of a state.
A “qualified domestic relations order” gives to an alter-
nate payee (a spouse, former spouse, child, or de-
pendent of a participant in a retirement plan) the right
to receive all or part of the benefits that would be pay-
able to a participant under the plan. The order requires
certain specific information, and it cannot 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
rollover 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 Publication 575. The 10% additional tax on pre-
mature distributions, discussed later under What Acts
Result in Penalties?, 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 receive an eligible
rollover distribution from a Keogh plan, you can roll over
all or part of the distribution (including a lump-sum dis-
tribution) into a traditional IRA (or another eligible re-
tirement plan as discussed in Publication 575). For
information on lump-sum distributions, see Publication
575.

More information. For more information about
Keogh plans, get Publication 560.

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



Receipt of property other than money. If you re-
ceive property other than money, you can sell the
property and roll over the proceeds as discussed ear-
lier.

Conduit IRA. If your traditional 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 rollover into another tax-sheltered annuity,
do not combine the 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.

More information.  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 redemption into
a traditional IRA.

You can redeem these bonds even if you have not
reached age 59%. In addition, you can roll over the
proceeds, 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. To report
a rollover from an employer retirement plan to a tradi-
tional IRA, use lines 16a and 16b, Form 1040, or lines
11a and 11b, Form 1040A. Do not use lines 15a or 15b,
Form 1040, or lines 10a or 10b, Form 1040A.

Transfers Incident to Divorce

If an interest in a traditional IRA is transferred from your
spouse or former spouse to you by a divorce or sepa-
rate maintenance decree or a written document related
to such a decree, the interest in the IRA, starting from
the date of the transfer, is treated as your IRA. The
transfer is tax-free. For transfer of interests in em-
ployer plans, see Distributions under divorce or similar
proceedings (alternate payees), under Rollovers, ear-
lier.

Transfer methods. If you are required to transfer
some or all of the assets in a traditional IRA to your
spouse or former spouse, there are two commonly used
methods that you can use to make the transfer. The
methods 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 a traditional 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 traditional IRA to transfer the affected
assets directly to the trustee of a new or existing tradi-
tional 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 permitted to keep directly
to a new or existing traditional IRA set up in your name.
The name on the IRA containing your spouse's or for-
mer spouse's portion of the assets would then be
changed to show his or her ownership.

When Can | Withdraw or Use
IRA Assets?

Because a traditional IRA is a tax-favored means of
saving for your retirement, there are rules limiting the
withdrawal and use of your IRA assets. Violation of the
rules generally results in additional taxes in the year of
violation. See What Acts Result in Penalties? later.

Note. These rules also apply to SIMPLE retirement
accounts, which are discussed in chapter 5.

Age 59% Rule

Generally, until you reach age 59%, you must pay a
10% additional tax if you withdraw assets (money or
other property) from your traditional IRA. This tax is
10% of the part of the distribution that you have to in-
clude in gross income. It is in addition to any regular
income tax on the amount you have to include in gross
income. A number of exceptions to this rule are dis-
cussed below under Exceptions. Also see Premature
Distributions (Early Withdrawals), later.

You may have to pay a 25% additional tax,
rather than 10%, if you withdraw amounts from
C

e a SIMPLE IRA before you are age 59%. See
Additional Tax on Premature Distributions (Early With-
drawals), in chapter 5.

Note. If you receive a distribution from a traditional
IRA that includes a return of nondeductible contribu-
tions, the 10% additional tax does not apply to the
nontaxable part of the distribution. See Figuring the
Nontaxable and Taxable Amounts under Are Distribu-
tions From My Traditional IRA Taxable?, later in this
chapter.

After age 59 . and before age 70 .. You can withdraw
assets from your traditional IRA after you reach age
59, without penalty. Even though you can, you do not
have to withdraw any assets from your IRA until you
reach age 70%.. See When Must | Withdraw IRA Assets
(Required Distributions)?, later in this chapter.

Exceptions
The exceptions to the age 59% rule for distributions
from traditional IRAs are in part designed to provide
relief from hardship situations such as:

* Significant unreimbursed medical expenses,

* Paying medical insurance premiums after losing
your job,

* Disability, and
* Death.
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But there are also exceptions for distributions:

* That are a part of a series of substantially equal
payments (see Annuity, later),

* That are not more than qualified higher education
expenses (see Higher education expenses, later),
and

* To pay certain qualified first-time homebuyer
amounts (see First home, later).

Note. Distributions that are rolled over, as discussed
earlier, are not subject to regular income tax or the 10%
additional tax. Certain withdrawals of contributions are
also tax-free and not subject to the 10% additional tax
(see Tax-free withdrawal of contributions, later).

Unreimbursed medical expenses. Even if you are
under age 59'%, you do not have to pay the 10% tax
on amounts you withdraw that are not more than:

1) The amount you paid for unreimbursed medical
expenses during the year of the withdrawal, minus

2) 7.5% of your adjusted gross income for the year of
the withdrawal.

You can only take into account unreimbursed medical
expenses that you would be able to include in figuring
a deduction for medical expenses on Schedule A, Form
1040. You do not have to itemize your deductions to
take advantage of this exception to the 10% additional
tax.

Medical insurance. Even if you are under age 59%,
you may not have to pay the 10% tax on amounts you
withdraw from your traditional IRA during the year that
are not more than the amount you paid during the year
for medical insurance for yourself, your spouse, and
your dependents. You will not have to pay the tax on
these amounts if all four of the following conditions ap-

ply.
1) You lost your job.

2) You received unemployment compensation paid
under any federal or state law for 12 consecutive
weeks.

3) You make the withdrawals during either the year
you received the unemployment compensation or
the following year.

4) You make the withdrawals no later than 60 days
after you have been reemployed.

Disability. If you become disabled before you reach
age 59%, any amounts you withdraw from your tradi-
tional 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.
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Death. If you die before reaching age 59, the assets
in your traditional IRA can be distributed to your bene-
ficiary or to your estate without either having to pay the
10% additional tax.

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

Annuity. You can receive distributions from your tradi-
tional IRA that are part of a series of substantially equal
payments over your life (or your life expectancy), or
over the lives (or joint life expectancies) of you and your
beneficiary, without having to pay the 10% additional
tax, even if you receive such distributions before you
are age 59'%. You must use an IRS-approved distribu-
tion method and you must take at least one distribution
annually for this exception to apply. See Figuring the
Minimum Distribution, later, for one IRS-approved dis-
tribution method, generally referred to as the ‘“life ex-
pectancy method.” Unlike for minimum distribution pur-
poses, this method, when used for this purpose, results
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 gen-
erally 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
at least 5 years, or until you reach age 59%, whichever
is the longer period. This 5-year rule does not apply if
a change from an approved distribution method is made
because 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
reason 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 received a lump-sum distribution
of the balance in your traditional IRA before the end of
the required period for your annuity distributions and
you did not receive it because you were disabled, you
would be subject to the 10% additional tax. The tax
would apply to the lump-sum distribution and all previ-
ous distributions made under the exception rule.

Higher education expenses. Even if you are under
age 59%, if you paid expenses for higher education
during the year, part (or all) of any withdrawal may not
be subject to the 10% tax on early withdrawals. The
part not subject to the tax is generally the amount that
is not more than the qualified higher education ex-
penses (defined later) for the year for education fur-
nished at an eligible educational institution (defined
later). The education must be for you, your spouse, or
the children or grandchildren of you or your spouse.
When determining the amount of the withdrawal that
is not subject to the 10% tax, include qualified higher



education expenses paid with any of the following
funds.

1) An individual's earnings.
2) A loan.
3) A gift.

4) An inheritance given to either the student or the
individual making the withdrawal.

5) Personal savings (including savings from a qualified
state tuition program).

Do not include expenses paid with any of the following
funds.

1) Tax-free distributions from an education IRA.
2) Tax-free scholarships, such as a Pell grant.

3) Tax-free employer-provided educational assist-
ance.

4) Any tax-free payment (other than a gift, bequest,
or devise) due to enroliment at an eligible educa-
tional institution.

Qualified higher education expenses. Qualified
higher education expenses are tuition, fees, books,
supplies, and equipment required for the enroliment or
attendance of a student at an eligible educational insti-
tution. In addition, if the individual is at least a half-time
student, room and board are qualified higher education
expenses.

Eligible educational institution. This is any col-
lege, university, vocational school, or other postsecon-
dary educational institution eligible to participate in the
student aid programs administered by the Department
of Education. It includes virtually all accredited, public,
nonprofit, and proprietary (privately owned profit-
making) postsecondary institutions. The educational
institution should be able to tell you if it is an eligible
educational institution.

First home. To qualify for penalty-free withdrawal
treatment as a first-time homebuyer distribution, a dis-
tribution must meet the following requirements.

1) It must be used to pay qualified acquisition costs
(defined later) before the close of the 120th day
after the day you received it.

2) It must be used to pay qualified acquisition costs for
the main home of a first-time homebuyer (defined
later) who is any of the following.

a) Yourself.

b) Your spouse.

c) Your or your spouse's child.

d) Your or your spouse's grandchild.

e) Your or your spouse's parent or other ancestor.

3) When added to all your prior qualified first-time
homebuyer distributions, if any, the total distribu-
tions cannot be more than $10,000.

If both husband and wife are first-time
@ homebuyers (defined later), they each can

withdraw up to $10,000 penalty-free for a first
home.

Qualified acquisition costs.
costs include the following items.

Qualified acquisition

1) Costs of buying, building, or rebuilding a home.

2) Any usual or reasonable settlement, financing, or
other closing costs.

First-time homebuyer. A first-time homebuyer is,
generally, any individual (and his or her spouse, if
married) who had no present ownership interest in a
main home during the 2-year period ending on the date
the individual acquires the main home to which these
rules apply.

Date of acquisition.
date that:

The date of acquisition is the

1) The first-time homebuyer enters into a binding
contract to buy the main home to which these rules

apply, or

2) The building or rebuilding of the main home to
which these rules apply begins.

Tax-free withdrawal of contributions. If you made
IRA contributions for 1998, you can withdraw them tax
free by the due date of your return. If you have an ex-
tension of time to file your return, you can withdraw
them tax free by the extended due date. You can do this
if both the following apply.

¢ You did not take a deduction for the contributions
you withdraw.

* You also withdraw any interest or other income
earned on the contributions. You must include in
income any earnings on the contributions you with-
draw. Include the earnings in income for the year in
which you made the withdrawn contributions.

Generally, except for any part of a withdrawal
that is a return of nondeductible contributions
C.

e (basis), any withdrawal of your contributions
after the due date (or extended due date) of your return
will be treated as a taxable distribution. Another ex-
ception is the return of an excess contribution as dis-
cussed later under What Acts Result in Penalties?,
later.

Premature withdrawals tax. The 10% additional
tax on withdrawals made before you reach age 59%
does not apply to these tax-free withdrawals of your
contributions. However, your early withdrawal of inter-
est or other income must be reported on Form 5329
and, unless the withdrawal qualifies as an exception to
the age 59% rule, it will be subject to this tax. See
Premature Distributions (Early Withdrawals) under
What Acts Result in Penalties?, later.

Excess contributions tax. If any part of these
contributions is an excess contribution for 1997, it is
subject to a 6% excise tax. You will not have to pay the
6% tax if any 1997 excess contribution was withdrawn
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by April 15, 1998 (plus extensions), and if any 1998
excess contribution is withdrawn by April 15, 1999. See
Excess Contributions under What Acts Result in Pen-
alties?, later.

You may be able to treat a contribution made
@ to one type of IRA as having been made to a
different type of IRA. This is called recharac-

terizing the contribution. See Recharacterizations in
chapter 2 for more information.

When Must | Withdraw IRA Assets?
(Required Distributions)

You cannot keep funds in a traditional IRA indefinitely.
Eventually you must withdraw them. If you do not make
any withdrawals, or if you do not withdraw enough, you
may have to pay a 50% excise tax on the amount not
withdrawn as required. See Excess Accumulations,
later. The requirements for withdrawing IRA funds differ,
depending on whether you are the IRA owner or the
beneficiary of a decedent's IRA.

IRA Owners

If you are the owner of a traditional IRA, you must
choose to withdraw the balance in your traditional IRA
in one of the following two ways:

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

2) By withdrawing periodic distributions  of the bal-
ance in your IRA starting no later than the required
beginning date.

Periodic distributions. If you do not withdraw the
entire balance in your traditional 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),

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 des-
ignated beneficiary.

See Determining Life Expectancy, later, for more de-
tails.

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

Multiple individual beneficiaries. If you have more
than one beneficiary and all are individuals, the bene-
ficiary with the shortest life expectancy will be the des-
ignated beneficiary used to determine the period over
which you must make withdrawals. Also, see Minimum
Distribution Incidental Benefit (MDIB) Requirement,
later.
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Changing the designated beneficiary. You can
change your designated beneficiary before or after the
required beginning date (defined later). If, after the
distributions period has been determined, you name a
new designated beneficiary with a shorter life expect-
ancy than the individual you are replacing, you must
refigure the period over which you must make with-
drawals 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 des-
ignated beneficiary if that beneficiary had been desig-
nated on the required beginning date. See Determining
Life Expectancy, later. If the new designated beneficiary
has a longer life expectancy than the individual you are
replacing, you cannot recalculate the period over which
you must make withdrawals, except as provided under
Refiguring life expectancy elected, later.

Naming a trust. Generally, if you name a trust to
replace your designated beneficiary after the required
beginning date, you must refigure the period over which
you must make withdrawals for subsequent years using
only your remaining life expectancy.

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

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 70%
year). If you do not (or did not) receive that minimum
amount in your 70%: year, then you must receive distri-
butions for your 70% year that reach the minimum
amount by April 1 of the next year. See Minimum Dis-
tributions, later.

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

Example. You reach age 70%: on August 20, 1998.
For 1998 (your 70% year), you must receive the re-
quired minimum distribution from your IRA by April 1,
1999. You must receive the required minimum distri-
bution for 1999 (the first year after your 70%. year) by
December 31, 1999.

Beneficiaries

If you are the beneficiary of a decedent's traditional IRA,
the requirements you must satisfy for withdrawing funds
from that IRA depend on whether distributions that
satisfy the minimum distributions requirement have be-
gun.

Determining when distributions have begun. For
purposes of determining the requirements for with-
drawals from a decedent's traditional IRA, distributions
to the deceased owner generally are considered as
having begun on the RBD, even if payments actually
began before that date. This means that if the IRA
owner dies before the RBD, distributions generally are
not considered to have begun before the owner's death.



Exception. If distributions in the form of an annuity
irrevocably began to the IRA owner before the RBD and
began over a permitted period, distributions are con-
sidered to have begun before the owner's death, even
if the owner died before the RBD. For this exception
to apply, the annuity must have provided for periodic
distributions at intervals of no more than one year over
one of the permitted periods listed earlier under Peri-
odic distributions.

Distributions begun before owner's death. If peri-
odic distributions that satisfy the minimum distribution
requirements have begun and the owner dies, any un-
distributed amounts at the 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 desig-
nated beneficiary is the owner's surviving spouse who
becomes the new owner by choosing to treat the IRA
as his or her own IRA. See Inherited IRAs, earlier. In
that case, the surviving spouse can designate benefi-
ciaries and should follow the required distribution rules
for owners of traditional IRAs as discussed under /RA
Owners, earlier.

Owner dies before distributions have begun. If the
owner dies before distributions that satisfy the minimum
distribution requirements have begun, the entire interest
must be distributed under one of the following two rules.

Rule 1. By December 31 of the fifth year following the
year of the owner's death.

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

The terms of the traditional IRA 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 generally be made by December 31 of the year
following the year of the owner's death. This is because
distributions generally must begin under rule 2 by that
date.

Under rule 2, at least a minimum amount must be
distributed each year.

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

Rule 2 picked and spouse is not the beneficiary.

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

Rule 2 picked and spouse is the beneficiary. 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), distribution must
begin by the later of:

* December 31 of the year the IRA owner would have
reached age 70%, or

* December 31 of the year following the year of the
owner's death.

Spouse dies before receiving distribution. 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 beneficiary
as if the spouse's beneficiary were the IRA owner's
spouse and the owner died on the spouse's date of
death.

Spouse remarried. However, if the spouse has re-
married since the owner's death and the new spouse
is designated as the spouse's beneficiary, the special
rules that apply to surviving spouses would not apply
to the new spouse.

Minimum Distributions

If you are the owner of a traditional IRA that is an indi-
vidual retirement account, you must figure the mini-
mum amount required to be distributed each year. See
Figuring the Minimum Distribution, below.

If your traditional IRA is an individual retirement an-
nuity, special rules apply to figuring the minimum dis-
tribution required. For more information on rules for
annuities, get proposed regulation  sections
1.401(a)(9)-1, 1.401(a)(9)-2, and 1.408-8. These reg-
ulations can be read in many libraries 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. If you have a non-
spouse beneficiary who is more than 10 years younger
than you, the distribution must satisfy the minimum
distribution incidental benefit (MDIB) requirement dis-
cussed later. If this is the case, compare the applicable
divisor (see Table for Determining Applicable Divisor
for MDIB* in Appendix E) and the applicable life ex-
pectancy and use the lower number.

Note. Although all required distributions must satisfy
the MDIB requirement, as discussed later, the com-
parison involved in satisfying the requirement makes a
difference in the amount required to be distributed only
if there is a beneficiary more than 10 years younger
than the owner of the IRA account. If the only benefi-
ciary of an account is the spouse, even if that spouse
is more than 10 years younger, the MDIB requirement
is satisfied by figuring the distribution as if the MDIB
requirement did not apply.

IRA account balance. The IRA account balance is the
amount in the traditional IRA at the end of the imme-
diately preceding year with the following adjustments.

1) Contributions — It is increased by any contributions
for the immediately preceding year that were made
in the year for which the minimum distribution is
being figured.

2) Distributions — For purposes of figuring the mini-
mum distribution for the second distribution year
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only, it is reduced by any distribution made in that
year to satisfy the minimum distribution require-
ments for the first distribution year. The first distri-
bution year is the year the owner reaches age
70Y%.. The next year is the second distribution year.

See Example 1, later.

Applicable life expectancy.
pectancy is:

The applicable life ex-

* 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.

Example 1. Joe, born October 1, 1927, reached
70%2 in 1998. His wife (his beneficiary) turned 56 in
September 1998. He must begin receiving distributions
by April 1, 1999. Joe's IRA account balance as of De-
cember 31, 1997, is $29,000. Based on their ages at
year end (December 31, 1998), 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 1998, Joe's first distribution year (his
70Y year), is $1,000 ($29,000 divided by 29). This
amount is distributed to Joe on April 1, 1999.

Joe's IRA account balance as of December 31, 1998,
is $29,725.

To figure the minimum amount that must be distrib-
uted for 1999, the IRA account balance (as of Decem-
ber 31, 1998) of $29,725 is reduced by the $1,000
minimum required distribution for 1998 that was made
on April 1, 1999. The account balance for determining
the required distribution for 1999 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.

How do | use the tables? To determine your annual
minimum distribution, use the applicable life expectancy
in Table I (Single Life Expectancy) if the periodic pay-
ments are for your life only. Use the applicable life ex-
pectancy in Table Il (Joint Life and Last Survivor Ex-
pectancy) 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
C

ILEN 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 (MDIB) Requirement, later.

What ages do | use? For distributions beginning
by the required beginning date (RBD) (see Periodic
distributions under IRA Owners, earlier), determine life
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expectancies using the ages of the owner and the
designated beneficiary (assuming you are using Table
II) as of their birthdays in the year the owner becomes
age 70%..

Owner dies before distributions begin. If the
owner dies before the owner's required beginning date,
the life expectancy of the designated beneficiary is de-
termined using Table | and the age as of the benefi-
ciary's birthday in the year distributions must begin. See
Owner dies before distributions have begun, earlier, for
more information.

Life expectancy for subsequent year distributions.
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 determined.
Use of this rule is said to result in distributions under
the term certain method.

Designated beneficiary dies. If you use the term
certain method and your designated beneficiary dies,
you do not have to refigure life expectancy by substi-
tuting a different life expectancy for that of the deceased
beneficiary. Whether or not there is another benefi-
ciary, continue to use the joint life expectancy that you
were using before your designated beneficiary died.

Election to refigure or not to refigure life expect-
ancy. Your traditional IRA terms may permit you and
your spouse to elect whether to refigure one or both of
your life expectancies. You must make this election
by the date of the first required minimum distribution.
See Required beginning date (RBD) — Age 70%: rule,
earlier.

Refiguring life expectancy elected. If you own a
traditional IRA and elect to refigure your life expectancy
(and that of your spouse, if it applies), it must be refig-
ured annually unless 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
(the term certain method) does not apply.

Refiguring your life expectancy. 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.

Refiguring joint life and last survivor expectancy.

To refigure the joint life and last survivor expectancy
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.

Beneficiary not spouse or choosing not to refig-
ure. 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
Incidental Benefit (MDIB) Requirement, and illustrated
in Example 3, later.

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 expect-
ancy of you and your spouse is refigured annually and
either of you dies, then only the survivor's life expect-
ancy 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 distri-
butions for the years after the year in which your death
occurs. The beneficiary's life expectancy must be de-
termined in the same way as before your death (see
Example 3, later), except that neither Table Il nor the
MDIB requirement (discussed next) applies after your
death. Using Example 3, steps 1 through 4, and as-
suming Joe died in 1997, Joe's brother's life expectancy
after Joe's death would be 25.9, the amount from Table
| in step 4 of the example.

This rule also applies if your spouse is your desig-
nated beneficiary and his or her life expectancy is not
refigured annually.

Further information.  The above rules are explained
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 of-
fices.

Minimum Distribution Incidental
Benefit (MDIB) Requirement

Distributions from a traditional IRA during the owner's
lifetime must satisfy the MDIB requirement. This is to
ensure that the IRA is used primarily to provide retire-
ment 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).

Only beneficiary is spouse.  If your spouse is your
only beneficiary, you will satisfy the MDIB requirement
if you satisfy the general minimum distribution require-
ments discussed earlier.

Nonspouse beneficiary more than 10 years
younger. If you have a beneficiary other than your
spouse who is more than 10 years younger than you,
there are additional steps to figure your required mini-
mum distribution that satisfies the MDIB requirement.
If you have two or more beneficiaries, including your
spouse, the rule for spouses in the preceding paragraph
applies only if your spouse's portion of your benefit is
in a separate account.

To figure a minimum distribution that meets the MDIB
requirements, you must complete the following 3 addi-
tional steps.

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

2) Compare your applicable divisor and your applica-
ble life expectancy (see Figuring the Minimum
Distribution, earlier) for the year, and determine
which number is smaller.

3) To figure your required minimum distribution, divide
the IRA account balance (see Figuring the Mini-
mum Distribution, earlier) as of the close of busi-
ness of the December 31 of the preceding year by
the smaller of your applicable divisor or your appli-
cable life expectancy.

Example 2. Assume the same facts as in Example
1, earlier, except that Joe's beneficiary is his brother.
Because 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 Appendix E. Joe must use the smaller number from
the tables. In this example, the required minimum dis-
tribution for 1998 is $1,146 ($29,000 divided by 25.3)
instead of the $1,000 computed in Example 1. Joe's
adjusted December 31, 1998, account balance to be
used for determining the required distribution for 1999
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 1999. Joe's mini-
mum distribution for 1999 is figured by dividing his ad-
justed account balance as of December 31, 1998
($28,579) by his and his brother's joint life and last
survivor expectancy. Their joint life and last survivor
expectancy can be refigured as follows:

1) Life expectancy of nonspouse beneficiary (from Table |
in Appendix E) using his or her age (56 in this example)

as of his or her birthday in calendar year 1998 ............... 27.7
2) Number of years that have passed since 1998 (Use whole

NUMDBET.) o 1
3) Remaining life expectancy period. Subtract line 2 from

INE L e 26.7

4) Find the divisor amount in Table | that is closest to, but
less than the amount on line 3 (25.9 in this example).

Enter the age shown for that divisor amount ................... 58
5) IRA owner's age as of his or her birthday in calendar year

1999 e 72
6) Joint life and last survivor expectancy (from Table Il in

Appendix E) using the ages on lines 4 and 5 ................. 27.3
7) Applicable divisor (from Table for Determining Applicable

DiVISOr fOr MDIB) ........c.coiiiiiiiiiiiiieecee e 24.4
8) Refigured life expectancy. Compare lines 6 and 7. Enter

the smaller number here ..o 24.4

Joe's required minimum distribution for 1999, 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 re-
guirement does not apply to distributions in years after
the death of the original IRA owner. See If you die and
your designated beneficiary is not your spouse, earlier
under Refiguring life expectancy elected.

Further information. Required distribution rules are
explained 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.
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Miscellaneous Rules for
Minimum Distributions

The following rules may apply to your minimum distri-
bution.

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

More than one IRA. If you have more than one tradi-
tional 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, 1927, became
70Y% on February 1, 1998. She has two traditional IRAs.
She must begin receiving her IRA distributions by April
1, 1999. On December 31, 1997, Mary's account bal-
ance 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 1998, is the beneficiary of IRA A. Her
husband, age 78 as of his birthday in 1998, 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
survivor expectancy of Mary and her brother per Table
Il in Appendix E). The amount of the required minimum
distribution from IRA B is $1,143 ($20,000 divided by
17.5, the joint life and last survivor expectancy of Mary
and her husband per Table Il in Appendix E). The re-
quired distribution that must be withdrawn by Mary from
either one, or both, of her IRA accounts by April 1,
1999, is $1,570 ($427 plus $1,143).

More than minimum received. 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. This does not mean that you
do not reduce your IRA account balance. It means that
you cannot count the amount distributed in one year
that is more than the amount required to be distributed
as a distribution of an amount required to be distributed
in a later year. However, any amount distributed in your
704 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
traditional IRA as an annuity purchased from an insur-
ance company. See Further information, earlier.

Are Distributions From My
Traditional IRA Taxable?

In general, include traditional IRA distributions in your
gross income in the year you receive them.

Failed financial institutions. ~ This general rule applies
to distributions made (with or without your consent) by
a state agency as receiver of an insolvent savings in-
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stitution. This means you must include such distribu-
tions in your gross income unless you can roll them
over. For an exception to the one-year waiting period
rule for rollovers of certain distributions from failed fi-
nancial institutions, see Exception under Rollover From
One IRA Into Another, earlier.

Exceptions. Exceptions to the general rule are
rollovers and tax-free withdrawals of contributions, dis-
cussed earlier, and the return of nondeductible contri-
butions, discussed next under Distributions Fully or
Partly Taxable.

Although a conversion of a traditional IRA is
considered a rollover for Roth IRA purposes, it
C,

INLEN /s not an exception to the general rule for dis-
tributions from a traditional IRA. Conversion distribu-
tions are includable in your gross income subject to
these rules and the special rules for conversions ex-
plained in chapter 2.

Ordinary income. Distributions from traditional IRAs
that you must include 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

Distributions from your traditional IRA may be fully or
partly taxable, depending on whether your IRA includes
any nondeductible contributions.

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

Partly taxable. If you made nondeductible contributions
to any of your traditional IRAs, you have a cost basis
(investment in the contract) equal to the amount of
those contributions. 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:

* Only nondeductible IRA contributions were made
and there are any earnings or gains, or

¢ Both deductible and nondeductible IRA contribu-
tions were made.

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



Form 8606. You must complete, and attach to your
return, Form 8606 if you receive a distribution from a
traditional IRA and have ever made nondeductible
contributions to any of your traditional IRAs. Using the
form, you will figure the nontaxable distributions for
1998, and your total IRA basis for 1998 and earlier
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 traditional IRA includes nondeductible
contributions and you received a distribution
from it in 1998, you must use Form 8606 to

figure how much of your 1998 IRA distribution is tax
free.

Covered by employer plan.  If you are covered by an
employer retirement plan and you made contributions
to your traditional IRA for 1998 that may be non-
deductible, depending on whether your IRA deduction
for that year is reduced (see How Much Can | Deduct?,
earlier), you can use the following worksheet to figure
how much of your 1998 IRA distribution(s) is tax free
and how much is taxable. Use the related instructions,
under Reporting your nontaxable distribution on Form
8606, later, to figure your remaining basis after the
distribution.

Using the worksheet. Form 8606 and the related in-
structions may be helpful when using this worksheet.

When used in the following worksheet the term out-
standing rollover refers to an amount distributed from
a traditional IRA as part of a rollover that, as of De-
cember 31, 1998, had not yet been reinvested into an-
other traditional IRA.

Worksheet to Figure

Taxable Part of Distribution
Use only if you have to figure the taxable part of your 1998 distribu-
tions to determine your modified AGI for that year; see How Much
Can | Deduct?, earlier.

1) Enter the basis in your traditional IRA(s) as of 12/31/97

...................................................................................... $
2) Enter all contributions made to your traditional IRAs

for 1998, whether or not deductible. Include

contributions made during 1999 for 1998, but not

rollover contributions properly rolled over into the

IRAS e $
3) Add lines 1 and 2 .....ccceeviiiiieniieiiee e $

4) Enter the value of ALL your traditional IRA(s) as of
12/31/98 (include any outstanding rollovers from
traditional IRAs to other traditional IRAS) ...........cc...... $

5) Enter the total distributions from traditional IRAs
(including amounts converted to Roth IRAs shown
on line 14c of Form 8606) received in 1998. (Do not
include outstanding rollovers included on line 4 or
any rollovers between traditional IRAs completed
by 12/31/98. Also, do not include certain returned
contributions described in the instructions for line 7,
Part I, of FOrm 8606.) ........cccceevieeiiiriieiiieie e $

6) Add lines 4 and 5 ......cccooiiiiieiieiie e $

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

8) Nontaxable portion of the distribution. Multiply line
5 by line 7. Enter the result here and on line 10 of
FOrM 8606 ......ooeiiiiiiiiiiiieee e $
9) Taxable portion — before adjustment for
conversions. Subtract line 8 from line 5. Enter the
result here and, if there are no amounts converted
to Roth IRAs, STOP HERE and enter the result
on line 13 of FOrm 8606 ..........ccccccvvviriienieniiieiieiieene $
10) Enter the amount included on line 9 that is allocable
to amounts converted to Roth IRAs by 12/31/98. (See
footnote 1 at the end of this worksheet.) Enter here

and on line 16 of FOrm 8606 ...........ccccevcvieeiiiieeniineenne $
11) Subtract line 10 from line 9. Enter the result here and
on line 13 of FOrm 8606 ..........cccccevcviriienieniienieieeene $

12) Multiply the amount on line 10 by 25% (.25). Enter the
result here and on line 17 of Form 8606. If you
elect to include in your 1998 income the entire
taxable amount allocable to amounts converted to

Roth IRAs, enter the amount from line 10 here. ......... $
13) Taxable portion — adjusted for conversions.
Add lines 11 and 12. ......ccocceveeiiiiiiiiieee e $

1 — If the amount on line 5 of this worksheet in-
cludes an amount converted to a Roth IRA by 12/31/98,
and you do not elect to include the entire taxable
amount in your 1998 income, you must determine the
percentage of the distribution allocable to the conver-
sion. To figure the percentage, divide the amount con-
verted (from line 14c of Form 8606) by the total distri-
butions shown on line 5. To figure the amounts to
include on line 10 of this worksheet and on line 16, Part
Il of Form 8606, multiply line 9 of this worksheet by the
percentage you figured.

Reporting your nontaxable distribution on Form
8606. To report your nontaxable distribution and to
figure the remaining basis in your traditional IRA after
distributions, you can follow these steps.

1) Use the worksheet in the Form 1040 or 1040A in-
structions to figure your deductible contributions to
traditional IRAs to report on line 23 of Form 1040
or line 15 of Form 1040A.

2) After you complete the worksheet in the form in-
structions, enter your nondeductible contributions
to traditional IRAs on line 1 of Form 8606.

3) Complete lines 2 through 5 of Form 8606. If your
basis in your traditional IRAs before 1998 distribu-
tions (line 5 of Form 8606) is less than the nontax-
able part of those distributions (line 8 of the above
worksheet), complete lines 6 through 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 through 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 (or, if you entered an amount on line 11,
the amount from that line) on line 13 of Form 8606.

5) Complete lines 11 and 12 of Form 8606.
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Form 8606 Nondeductlble IRAS OMB No. 1545-1007

» See separate instructions. 199 8

Department of the Treasury Attachment

Internal Revenue Service » Attach to Form 1040, Form 1040A, or Form 1040NR. Sequence No. 48

Name. If married, file a separate Form 8606 for each spouse who is required to file Form 8606. See page 5 of instructions. Your social security number
Rose Green 001: 00 :0000

Fill in Your Address Only Home address (humber and street, or P.O. box if mail is not delivered to your home) Apt. no.

if You Are Filing This

Form by Itself and Not City, town or post office, state, and ZIP code

With Your Tax Return

Traditional IRAs (Nondeductible Contributions, Distributions, and Basis)
Caution: If you converted part or all of your traditional IRAs to Roth IRAs in 1998, go to Part Il.

1 Enter your nondeductible contributions to traditional IRAs for 1998, including those made during

1/1/99-4/15/99 that were for 1998. See page 5 . . . . T 500

2 Enter your total IRA basis for 1997 and earlier years. See page 5 e e e e e 2 300
3 Addlinesland2. . . . . . . . . .. ..o 3 800

Did you receive No P Enter the amount from line 3 on

any distributions line 12. Do not complete the rest of

(withdrawals) this Part.

from traditional

IRAs in 1998? Yes » Go to line 4.

4  Enter only those contributions included on line 1 that were made during 1/1/99-4/15/99. This amount
will be the same as line 1 if all of your nondeductible contributions for 1998 were made in 1999 by

4/15/99. S€e PAGe 5 . . . . . . 4 0
Subtract line 4 fromline3 . . . . e e e 5 800
6 Enter the total value of ALL your tradltlonal IRAs as of 12/31/98 plus any
outstanding rollovers. See page 5. . . . . . . e e 6
7  Enter the total distributions you received from traditional IRAs during 1998.
Do not include amounts rolled over before 1/1/99. See page 6. . . . 7
8 Addlnes6and7. . . . . . . . . 8] |
9 Divide line 5 by line 8 and enter the result as a decimal (rounded to at
least 3 places). Do not enter more than “1.00” . . . 9 X
10 Multiply line 7 by line 9. This is the amount of your nontaxable d|str|but|ons for1998 . . . . . 10 460 *
11  Subtract line 10 from line 5. This is the basis in your traditional IRA(s) as of 12/31/98 . . . . . 11 340
12 Add lines 4 and 11. This is your total basis in traditional IRAs for 1998 and earlier years . . . 12 340
13 Taxable amount. Subtract line 10 from line 7. Enter the result here and include in the total on Form
1040, line 15b; Form 1040A, line 10b; or Form 1040NR, line16b . . . . . . . . . . . . |13 o*

Il Conversions from Traditional IRAs to Roth IRAs
Before you begin, see page 6 if: (1) your filing status is married filing separately, or (2) your modified AGI is more than
$100,000; or (3) you converted only part of your traditional IRAs to Roth IRAs, or (4) you received any distributions (withdrawals)
from traditional IRAs during 1998.

14a Enter the total amount of your traditional IRAs that were converted to Roth IRAs before 1/1/99 . . |14a 5,000
b Recharacterizations. Seepage3 . . . . . . . . . . . . . . . .. ... 14b
c Subtract line 14b from line 14a. . . . L 14c 5,000
15 Enter your basis in the amount you entered on Ilne 14c See page 6 e e e e 15
16 Taxable amount of conversions. Subtract line 15 from line 14c . . . . . 16 4,540 |~
17 Amount subject to tax in 1998. Check here if you elect NOT to spread the taxable amount on
line 16 over 4 years (see page 7) . . . . . T I Y4 1,135(*
If you checked the box, enter the amount from Ilne 16 on Ilne 17 Othervwse enter 25% (0.25) of
line 16 on line 17. Include the line 17 amount in the total on Form 1040, line 15b; Form 1040A,
line 10b; or Form 1040NR, line 16b.

For Paperwork Reduction Act Notice, see page 8. Cat. No. 63966F Form 8606 (1998)

* From Worksheet in Publication 590
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Example. Rose Green has made the following
contributions to her traditional IRAs.

Year Deductible Nondeductible
1991 $2,000 -0-
1992 2,000 -0-
1993 2,000 -0-
1994 1,000 -0-
1995 1,000 -0-
1996 1,000 -0-
1997 700 $ 300
Totals $9,700 $ 300

In 1998, 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 for conversion to a Roth IRA. She completed the
conversion before 12/31/98 and did not recharacterize
any contributions. At the end of 1998, the fair market
values 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 for
1998 is figured as follows:

Worksheet to Figure

Taxable Part of Distribution
Use only if you have to figure the taxable part of your 1998 distribu-
tions to determine your modified AGI for that year; see How Much
Can | Deduct?, earlier.

1) Enter the basis in your traditional IRA(s) as of 12/31/97

...................................................................................... $ 300
2) Enter all contributions made to your traditional IRAs

for 1998, whether or not deductible. Include

contributions made during 1999 for 1998, but not

rollover contributions properly rolled over into the

IRAS e $ 2,000
3) Add liNes 1 and 2 .....cocceeeeiiiiiiiiieee e $ 2300

4) Enter the value of ALL your traditional IRA(s) as of

12/31/98 (include any outstanding rollovers from

traditional IRAs to other traditional IRAS) .................... $ 20,000
5) Enter the total distributions from traditional IRAs

(including amounts converted to Roth IRAs shown

on line 14c of Form 8606) received in 1998. (Do not

include outstanding rollovers included on line 4 or

any rollovers between traditional IRAs completed

by 12/31/98. Also, do not include certain returned

contributions described in the instructions for line 7,

Part I, of FOrm 8606.) ......ccceeeviieeiiiiieeiiie e $ 5,000
6) Add liNes 4 and 5 ......occeeeiiiiiiiiiieee e $ 25,000
7) Divide line 3 by line 6. Enter the result as a decimal

(to at least two places). Do not enter more than 1.00. ____.092
8) Nontaxable portion of the distribution. Multiply line

5 by line 7. Enter the result here and on line 10 of

FOrm 8606. .......cccoiiiiiiiiiiiie e $ 460
9) Taxable portion — before adjustment for

conversions. Subtract line 8 from line 5. Enter the

result here and, if there are no amounts converted

to Roth IRAs, STOP HERE and enter the result

on line 13 of FOrm 8606 ...........cccccevivveneneeneieeienens $ 4540

10) Enter the amount included on line 9 that is allocable
to amounts converted to Roth IRAs by 12/31/98. (See
footnote 1 at the end of this worksheet.) Enter here

and on line 16 of Form 8606 ...........cccccevieeiieenicineenns $ 4540
11) Subtract line 10 from line 9. Enter the result here and

on line 13 of FOrm 8606. ........ccccceviiiiienienieeiieiieene $ -0
12) Multiply the amount on line 10 by 25% (.25). Enter the

result here and on line 17 of Form 8606 .................... $ 1135
13) Taxable portion — adjusted for conversions.

Add lines 11 and 12 ........ccocvveieniiiiencee e $ 1,135

1 — If the amount on line 5 of this worksheet in-
cludes an amount converted to a Roth IRA by 12/31/98,
and you do not elect to include the entire taxable
amount in your 1998 income, you must determine the
percentage of the distribution allocable to the conver-

sion. To figure the percentage, divide the amount con-
verted (from line 14c of Form 8606) by the total distri-
butions shown on line 5. To figure the amounts to
include on line 10 of this worksheet and on line 16, Part
Il of Form 8606, multiply line 9 of this worksheet by the
percentage you just figured.

The Form 8606 for Rose, illustrated earlier, 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.

Recognizing Losses on IRA Investments

If you have a loss on your traditional IRA investment,
you can recognize the loss on your income tax return,
but only when all the amounts in all your traditional IRA
accounts have been distributed 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 traditional IRAs. You claim the loss
as a miscellaneous itemized deduction, subject to the
2% limit, on Schedule A, Form 1040.

Example. Bill King has made nondeductible contri-
butions to a traditional IRA totaling $2,000, giving him
a basis at the end of 1997 of $2,000. By the end of
1998, his IRA earns $400 in interest income. In that
year, Bill withdraws $600 ($500 basis + $100 interest),
reducing the value of his IRA to $1,800 ($2,000 + 400
— 600) at year's end. Bill figures the taxable part of the
distribution and his remaining basis on Form 8606 (il-
lustrated in Appendix D).

In 1999, Bill's IRA has a loss of $500. At the end of
that year, Bill's IRA balance is $1,300 ($1,800 - 500).
Bill's remaining basis in his IRA is $1,500 ($2,000 -
500). Bill withdraws the $1,300 balance remaining in the
IRA. He can claim a loss for 1999 of $200 (the $1,500
basis minus the $1,300 withdrawn IRA balance). Bill
completes Form 8606 as illustrated in Appendix D.

Inherited IRAs

The beneficiaries of your traditional 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
benefits of your IRA after you die.

Spouse. If you inherit an interest in a traditional IRA
from your spouse, you can elect to treat the entire in-
herited interest as your own IRA as discussed under
Inherited IRAs, earlier. Also see the discussion earlier
under When Must | Withdraw IRA Assets? (Required
Distributions) for the rules on when you must begin to
make withdrawals from the IRA.

Beneficiary other than spouse. If you inherit a
traditional IRA from someone other than your spouse,
you cannot treat it as though you established it. The IRA
cannot be rolled over into, or receive a rollover from,
another IRA. No deduction will be allowed for amounts
paid into that inherited IRA, nor can nondeductible
contributions be made to an inherited traditional IRA.
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Form 1040

7  Wages, salaries, tips, etc. Attach Form(s) W-2, 7

Income 8a Taxable interest. Attach Schedule B if required . e 8a
Attach b Tax-exempt interest. DO NOT include on line 8a. | 8o | |

Copy B of your 9 Ordinary dividends. Attach Schedule B if required e e e 9

5\(/)_ rzrgs X\r/1_(12 10 Taxable refunds, credits, or offsets of state and local income taxes (see page 21). . 10

1ogg_iq here. 11 Alimony received e e e 11

12 Business income or (loss). Attach Schedule CorC-EZ . . . . . . . . . 12

If you did not 13  Capital gain or (loss). Attach Schedule D . 13

gg; %;Aéf’zo' 14  Other gains or (losses). Attach Form 4797 . 14

15a Total IRA distributions. |15a

b Taxable amount (see page 22) | 150

Enclose, but do  16a Total pensions and annuities [ 162

b Taxable amount (see page 22) | 16b

not staple, any 17

payment. Also, .
please use 18 Farm income or (loss). Attach Schedule F .

Form 1040-V. 19 Unemployment compensation
20a Social security benefits . | 20a |

Rental real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E 17

18
19

| | b Taxable amount (see page 24) | 20b

21  Other income. List type and amount—see page 24 ... oooooooe . 21
22 Add the amounts in the far right column for lines 7 through 21. This is your total income » | 22

Form 1040A
Income
7 Wages, salaries, tips, etc. Attach Form(s) W-2. 7
Attach 8a Taxable interest. Attach Schedule 1 if required. 8a
Copy B of b Tax-exempt interest. DO NOT include on line 8a. 8b |
W_”;;?Jms 9 Ordinary dividends. Attach Schedule 1 if required. 9
1099-R here. 10a Total IRA 10b Taxable amount
_ distributions. 10a (see page 24). 10b
R 11a Total pensions 11b Taxable amount
page 24. and annuities. 1lla (see page 25). 11b
12 Unemployment compensation. 12
Enclose, but do ; -
not staple, any 13a Social security 13b Taxable amount
payment. benefits. 13a (see page 27). 13b
14 Add lines 7 through 13b (far right column). This is your total income.  » 14

IRA with basis. If you inherit a traditional IRA from a
person who had a basis in the IRA because of non-
deductible contributions, 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 traditional
IRA(S) or any basis in traditional IRA(S) you inherited
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.

Federal estate tax deduction.  Your beneficiary may
be able to claim a deduction for estate tax resulting from
certain distributions from your traditional IRA after you
die. The beneficiary can deduct the part of the estate
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tax paid on any part of a distribution that the beneficiary
must include in income as income in respect of a de-
cedent. He or she can take the deduction for the tax
year the beneficiary reports that income. For informa-
tion on claiming this deduction, see Other Tax Infor-
mation in Publication 559, 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 can-
not 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
traditional IRA and avoid including it in income for the
year received.



Other Special IRA Situations

There are other special IRA situations that you may
encounter. Two of them are discussed below.

Distribution of an annuity contract from your IRA
account. You can tell the trustee or custodian of your
traditional IRA account to use the amount in the account
to buy an annuity contract for you. You are not taxed
when you receive the annuity contract from your ac-
count. You are taxed when you start receiving pay-
ments from that annuity contract.

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

If any of your traditional IRAs include both deductible
and nondeductible contributions, the annuity payments
are taxed as explained earlier under Distributions Fully
or Partly Taxable.

Cashing in retirement bonds.  When you cash in re-
tirement bonds, you are taxed on the entire amount you
receive. If you do not cash in your bonds before the end
of the year in which you reach age 70%, you will be
taxed on the entire value of the bonds at that time.
Bond value 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 traditional IRA,
you will receive Form 1099-R, 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.

Number codes. Some of the number codes are ex-
plained below. All the codes are explained in the in-
structions for recipients on Form 1099-R.

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

4—Death.

5—Prohibited transaction.

7—Normal distribution.

8—Excess contributions plus earnings/
excess deferrals (and/or earnings)
taxable in 1998.

Letter codes. Some of the letter codes are explained
below. All the codes are explained in the instructions
for recipients on Form 1099-R.

D—Excess contributions plus earnings/
excess deferrals taxable in 1996.

G—Direct rollover to IRA.

H—Direct rollover to qualified plan or

tax-sheltered annuity or a transfer
from a conduit IRA to a qualified plan.

J—Distribution from a Roth IRA in first 5
years.

K—Distribution from a 1998 Roth conversion
IRA in first 5 years.

M—Distribution from an education IRA.

P—EXxcess contributions plus earnings/
excess deferrals taxable in 1997.

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

If the distribution shown on Form 1099-R is from your
IRA, SEP-IRA, or SIMPLE IRA, the small box in box 7
(labeled IRA/SEP/SIMPLE) should be marked with an
ay

Withholding. Federal income tax is withheld from
distributions out of traditional IRAs unless you choose
not to have tax withheld. See Rollover From Employ-
er's Plan Into an IRA, earlier.

The tax withheld from an annuity or a similar periodic
payment is based on your marital status and the num-
ber of withholding allowances you claim on your with-
holding certificate (Form W-4P). If you have not filed
a certificate, tax will be withheld as if you are a married
individual claiming three withholding allowances.

Generally, tax will be withheld at a 10% rate on a
nonperiodic distribution.

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 ex-
emption from withholding on distributions from your
traditional IRA.

To choose exemption from withholding, you must
certify 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.

More information.  For more information, see Pen-
sions and Annuities in chapter 1 of Publication 505, Tax
Withholding and Estimated Tax. See also Publication
515, Withholding of Tax on Nonresident Aliens and
Foreign Corporations.

Reporting taxable distributions on your return.
Report fully taxable distributions, including premature
distributions, on line 15b, Form 1040 (no entry is re-
quired on line 15a), or line 10b, Form 1040A. If only part
of the distribution 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. Generally, the value of an annuity or other
payment receivable by any beneficiary of a decedent's
traditional IRA that represents the part of the purchase
price contributed by the decedent (or by his or her for-
mer employer(s)), must be included in the decedent's
gross estate. For more information, see the instructions
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for Schedules | and S, Form 706, United States Estate
(and Generation-Skipping Transfer) Tax Return.

What Acts Result in
Penalties?

The tax advantages of using traditional IRAs for retire-
ment savings can be offset by additional taxes and
penalties if you do not follow the rules. For example,
there are additions to the regular tax for using your IRA
funds in prohibited transactions. There are also addi-
tional taxes for:

* Investing in collectibles,
* Making excess contributions,

* Making early withdrawals (taking premature distri-
butions), and

* Allowing excess amounts to accumulate (failing to
make required withdrawals).

There are penalties for overstating the amount of
nondeductible contributions and for failure to file Form
86086, if required.

This chapter discusses those acts that you should
avoid and the additional taxes and other costs, includ-
ing loss of IRA status, that apply if you do not avoid
those acts.

Prohibited Transactions

Generally, a prohibited transaction is any improper use
of your traditional IRA account or annuity by you or any
disqualified person.

Examples of disqualified persons include your
fiduciary and members of your family (spouse, ances-
tor, lineal descendant, and any spouse of a lineal de-
scendant).

Some examples of prohibited transactions with a
traditional 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 traditional IRA account at any time
during the year, the account stops being 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 traditional IRA account at any time
during the year, you (or your beneficiary) must include
the fair market value of all (or part, in certain cases) of
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the IRA assets 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 reasonable 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 have to pay the 10% tax on
premature distributions, discussed later.

Borrowing on an annuity contract. If you borrow
money against your traditional IRA annuity contract, you
must include in your gross income the fair market value
of the annuity contract as of the first day of your tax
year. You may have to pay the 10% additional tax on
premature distributions, discussed later.

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

Trust account set up by an employer or an em-
ployee association.  Your account or annuity does not
lose its IRA treatment if your employer or employee
association, with whom you have your traditional IRA,
engages in a prohibited transaction.

Owner participation.  If you participate in the pro-
hibited transaction with your employer or association,
your account is no longer treated as an IRA.

Taxes on prohibited transactions. If someone other
than the owner or beneficiary of a traditional IRA en-
gages in a prohibited transaction, that person may be
liable for certain taxes. In general, there is a 15% tax
on the amount of the prohibited transaction and a 100%
additional tax if the transaction is not corrected.

Loss of IRA status.  If the traditional IRA ceases to
be an IRA because of a prohibited 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
earlier under Effect on you (or your beneficiary).

Exemptions

Certain transactions viewed previously as prohibited
transactions have been granted exemption from pro-
hibited transaction penalties by the Department of La-
bor. Exemptions have been granted for the following
two transactions, if they meet the requirements for ex-
emption.

* Payments by a traditional IRA sponsor of cash,
property, or other consideration to an individual (or
members of the individual's 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 a traditional
IRA is established or maintained.

Payments of cash, property, or other consideration.
All of the following requirements must be satisfied for
this traditional IRA exemption to apply.



1) The payments must be given for establishing a
traditional 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 requirements (a) and (b) 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.

Services you receive at reduced or no cost.  All of the
following conditions must be satisfied for this traditional
IRA exemption to apply.

1) The traditional IRA taken into account for purposes
of qualifying to receive the services must be es-
tablished 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)
to customers who qualify but do not maintain an
IRA (or a Keogh plan).

4) For a traditional IRA, the determination of who
gualifies for these services must be based on an
IRA (or a Keogh plan) deposit balance equal to the
lowest qualifying balance for any other type of ac-
count.

5) The rate of return on a traditional IRA investment
that qualifies 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 re-
ceive) these services.

Investment in Collectibles

If your traditional IRA invests in collectibles, the amount
invested is considered distributed to you in the year
invested. You may have to pay the 10% tax on pre-
mature distributions, discussed later.

Collectibles.  These include art works, rugs, antiques,
metals, gems, stamps, coins, alcoholic beverages, and
certain other tangible personal property.

Exception. Your IRA can invest in one, one-half,
one-quarter, or one-tenth ounce U.S. gold coins, or
one-ounce silver coins minted by the Treasury Depart-
ment. It can also invest in certain platinum coins and
certain gold, silver, palladium, and platinum bullion.

Excess Contributions

Generally, an excess contribution is the amount con-
tributed to your traditional IRAs that is more than the
smaller of the following 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 70%: 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 4, later.

Tax on Excess Contributions

In general, if the excess contribution for a year and any
earnings on it are 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 traditional IRA at the end of your tax year. 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 infor-
mation on filing Form 5329, see Reporting Additional
Taxes, later.

Example. For 1998, 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 contribu-
tion earned $5 interest in 1998 and $6 interest in 1999
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 for 1998 by
multiplying the excess contribution ($500) shown on line
16, Form 5329, by .06, giving him an additional tax li-
ability of $30. He enters the tax on line 17, Form 5329,
and on line 53, Form 1040. See Paul's filled-in Form
5329 in Appendix C, later.

Excess Contributions Withdrawn by Due
Date of Return

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

How to treat withdrawn contributions. Do not in-
clude in your gross income an excess contribution that
you withdraw from your traditional IRA before your tax
return is due if both of the following conditions are met.

1) No deduction was allowed for the excess contribu-
tion.
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2) The interest or other income earned on the excess
was also withdrawn.

How to treat withdrawn interest or other income.
You must include in your gross income the interest or
other income that was earned on the excess contribu-
tion. Report it on your return for the year in which the
excess contribution was made. Your withdrawal of in-
terest 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 indicating
the amount of the withdrawal. If the excess contribution
was made in a previous tax year, the form will indicate
the year in which the earnings are taxable.

Excess Contributions Withdrawn After Due
Date of Return

In general, you must include all withdrawals from your
traditional IRA in your gross income. However, if the
total contributions (other than rollover contributions) for
the year to your IRA are $2,000 or less and there are
no employer contributions for the year, you can with-
draw 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 income.
This applies only to the part of the excess for which you
did not take a deduction.

Excess contribution deducted in an earlier year. If
you deducted an excess contribution in an earlier year
for which the total contributions were $2,000 ($2,250 for
years ending before 1997) or less and for which there
were no employer contributions, you can still remove
the excess from your traditional 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
return within 3 years after you filed your return, or 2
years from the time the tax was paid, whichever is later.

Excess due to incorrect rollover information. If an
excess contribution in your traditional IRA is the result
of a rollover and the excess occurred because you had
incorrect information required to be supplied by the
plan, you can withdraw the excess contribution. The
limits, mentioned above, are 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 occurred to correct the reporting of the
rollover amounts in that year. Do not include the excess
contribution that was the result of the incorrect infor-
mation in your gross income.

Deducting an Excess Contribution in a

Later Year

You cannot reduce an excess by applying it against an
earlier year in which less than the maximum amount
allowable was contributed. But you may be able to ap-
ply it to a later year if the contributions for that later year
are less than the maximum allowed for that year.
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You can deduct excess contributions for previous
years that are still in your traditional IRA. The amount
you can deduct is the excess contribution up to the
maximum amount deductible for the current year minus
any amounts contributed to the IRA for the current year.

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

Example. Terry was entitled to contribute to her
traditional IRA and deduct $1,000 in 1997 and $1,500
in 1998 (the amounts of her taxable compensation for
these years). In 1997, she actually contributed $1,400
but could deduct only $1,000. In 1997, $400 is an ex-
cess 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 1997 return. Since Terry did not withdraw the ex-
cess, she owes excise tax of $24 for 1997. To avoid the
excise tax for 1998, she can correct the $400 excess
amount from 1997 in 1998 if her actual contributions
are only $1,100 in 1998 (the allowable deductible con-
tribution of $1,500 minus the $400 excess from 1997
she wants to treat as a deductible contribution in 1998).
Terry can deduct $1,500 in 1998 (the $1,100 actually
contributed plus the $400 excess contribution from
1997).

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
a traditional IRA deduction for a later correction year
(the year you contribute less than the allowable
amount) must be reduced by the amount of the excess
contribution deducted in the closed year.

Premature Distributions
(Early Withdrawals)

You must include premature distributions of taxable
amounts from your traditional IRA in your gross income.
Premature distributions (sometimes called early with-
drawals or early distributions) are also subject to an
additional 10% tax, as discussed later.

Premature distributions defined. Premature distri-
butions are amounts you withdraw from your traditional
IRA account or annuity before you are age 59%, or
amounts you receive when you cash in retirement
bonds before you are age 59%%-.

Exceptions. In certain circumstances, the additional
tax does not apply to distributions from your traditional
IRA, even though they are made before you are age
59%. There are exceptions for:

* Certain higher education expenses,

* Certain first-time homebuyer payments,
 Certain medical expenses,

* Disability,

* Death, and

* Annuity distributions.



The exceptions are discussed in detail earlier under
Exceptions, under Age 59%: Rule.

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

Additional tax.  The additional tax on premature dis-
tributions is 10% of the amount of the premature distri-
bution that you must include in your gross income. This
tax is in addition to any regular income tax resulting
from including the distribution in income.

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, makes a
$3,000 withdrawal from his traditional IRA account. Tom
does not meet any of the exceptions to the age 59%
rule, so the $3,000 is a premature distribution. Tom
never made any nondeductible contributions to his IRA.
He must include the $3,000 in his gross income for the
year of the withdrawal 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.

Early withdrawals of funds from a SIMPLE re-

tirement account made within 2 years of begin-
GWHEN ning participation in the SIMPLE are subject to
a 25% penalty, rather than 10%.

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

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

Excess Accumulations (Insufficient

Distributions)

You cannot keep amounts in your traditional IRA in-
definitely. Generally, you must begin receiving distri-
butions by April 1 of the year following the year in which
you reach age 70%. The required minimum distribution
for any year after your 70%: year must be made by
December 31 of that later year.

Tax on excess. |If distributions are less than the
required minimum distribution for the year, discussed
earlier under When Must | Withdraw IRA Assets?, you
may have to pay a 50% excise tax for that year on the
amount not distributed as required.

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 accumu-
lation is due to reasonable error, and you have taken,
or are taking, steps to remedy the insufficient distribu-
tion, 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 accu-
mulations. Attach an explanation for the excess accu-
mulation 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
excess accumulations tax you paid.

Exemption from tax. If you are unable to make re-
quired distributions because you have a traditional 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 satis-
fied. Those conditions and requirements are summa-
rized below. You can read the full text of the revenue
procedure at most IRS offices and at many public li-
braries.

Conditions. To qualify for exemption from the tax,
the assets in your traditional IRA must include an af-
fected investment. Also, the amount of your required
distribution must be determined as discussed earlier.

Affected investment defined.  Affected investment
means an annuity contract or a guaranteed investment
contract (with an insurance company) for which pay-
ments under the terms of the contract have been re-
duced or suspended because of state insurer delin-
guency proceedings against the contracting insurance
company.

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

Available portion.  The available portion of your
affected investment is the amount of payments re-
maining 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
distribution because of the proceedings. You make up
(reduce or eliminate) the shortfall with the increased
payments you receive.

You must make up the shortfall by December 31 of
the calendar year following the year that you receive
increased payments.

Reporting Additional Taxes

Generally you must use Form 5329 to report the tax
on excess contributions, premature (early) distributions,
and excess accumulations.
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Table 2.1 You Can Contribute to a Roth IRA

IF you have taxable compensation AND your modified AGI
and your filing status is . . . is less than . . .

Married filing jointly $160,000
Married filing separately—and you lived with your

spouse during the year $ 10,000

Single, head of household, or married filing

separately—and you did not live with your spouse at $110,000

any time during the year

Filing Form 1040. 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 53, Form 1040.

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

Not filing Form 1040. If you do not have to file a Form
1040 but do have to pay one of the IRA taxes men-
tioned earlier, file the completed Form 5329 with IRS
at the time and place you would have filed Form 1040.
Be sure to include your address on page 1 and your
signature and date on page 2. Enclose, but do not at-
tach a check or money order payable to the Department
of Treasury for the tax you owe, as shown on Form
5329. Write your social security number and “1998
Form 5329” on your check or money order.

Form 5329 not required. You do not have to use
Form 5329 if any of the following conditions exist.

* 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 53 of Form 1040. Write “No” next to
line 53 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 dis-
tributions tax. You need not report the exception if
distribution 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 re-
ceived during the year.

Page 36 Chapter 2 Roth IRAs

2.
Roth IRASs

Beginning in 1998, regardless of your age, you may
be able to establish and contribute to a new individual
retirement plan called a Roth IRA.

You can make contributions for 1998 by the due
@ date (not including extensions) for filing your

1999 tax return. This means that most people
can make contributions for 1998 by April 15, 1999.

What is a Roth IRA?

A Roth IRA is an individual retirement plan that, except
as explained in this chapter, is subject to the rules that
apply to a traditional IRA (defined below). It can be ei-
ther an account or an annuity. Individual retirement
accounts and annuities are described in chapter 1 un-
der When and How Can a Traditional IRA Be Set
Up?. To be a Roth IRA, the account or annuity must
be designated as a Roth IRA when it is set up. Neither
a SEP-IRA nor a SIMPLE IRA can be designated as a
Roth IRA.

Unlike a traditional IRA, you cannot deduct contri-
butions to a Roth IRA. But, if you satisfy the require-
ments, qualified distributions (discussed later) are tax
free. Contributions can be made to your Roth IRA after
you reach age 70%. and you can leave amounts in your
Roth IRA as long as you live.

Traditional IRA. A traditional IRA is any IRA that is
not a Roth IRA, SIMPLE IRA, or education IRA. Tradi-
tional IRAs are discussed in chapter 1.



Table 2.2 Your Contribution Limit is Reduced

IF your filing status is . . .

AND your modified AGI is between . . .

Married filing a joint return

$150,000 and $160,000

Married filing separately—and you lived with your
spouse during the year

$0 and $10,000

Single, head of household, or married filing
separately—and you did not live with your spouse at
any time during the year

$95,000 and $110,000

Can | Contribute to a Roth
IRA?

Generally, you can contribute to a Roth IRA if you have
taxable compensation (defined later) and your modi-
fied AGI (defined later) is less than the amount shown
for your filing status in Table 2.1.

Is there an age limit for contributions? Contributions
can be made to your Roth IRA regardless of your age.

Can | contribute to a Roth IRA for my spouse? You
can contribute to a Roth IRA for your spouse provided
the contributions satisfy the spousal IRA limit discussed
in chapter 1 under How Much Can | Contribute? and
your modified AGI is less than the amount shown for
your filing status in Table 2.1

Compensation. Compensation includes wages, sala-
ries, tips, professional fees, bonuses, and other
amounts received for providing personal services. It
also includes commissions, self-employment income,
and taxable alimony and separate maintenance pay-
ments. For more information, see What Is Compen-
sation? in chapter 1.

Modified AGI. Modified AGI is your adjusted gross
income (AGI) as shown on your return modified as fol-
lows:

1) Subtract any income resulting from a conversion
of an IRA (other than a Roth IRA) to a Roth IRA.
Conversions are discussed under Can | Move
Amounts Into a Roth IRA?, later. (If this subtraction
and the addition under 2 below result in a modified
AGI amount that is more than the applicable Roth
IRA limit and you have other income or loss items,
such as social security income or passive activity
losses, that are subject to AGI-based phaseouts,
you may refigure your AGI solely for the purpose
of figuring your modified AGI for Roth IRA pur-
poses. Refigure your AGI without taking any income
from conversions into account. (If you receive social
security benefits, use Worksheet 1 in Appendix B
to refigure your AGI.) Then go to 2 below to refigure
your modified AGI.)

2) Add the following deductions and exclusions:
a) Traditional IRA deduction,
b) Student loan interest deduction,
c) Foreign earned income exclusion,
d) Foreign housing exclusion or deduction,

e) Exclusion of qualified bond interest shown on
Form 8815, and

f) Exclusion of employer-paid adoption expenses
shown on Form 8839.

when computing other AGI-based phaseouts

INAEN and taxable income for the year. You disregard

conversion income only for the purpose of figuring your
modified AGI for Roth IRA purposes.

Conversion income must be taken into account
C.

How Much Can | Contribute?

The contribution limit for Roth IRAs depends on
whether you contribute only to Roth IRAs or to both
traditional IRAs and Roth IRAs.

Roth IRAs only. If you contribute only to Roth IRAS,
the contribution limit is the lesser of $2,000 or your
taxable compensation (the maximum contribution
limit). If your modified AGI is above a certain amount,
you may have to reduce this limit, as explained later
under Contribution limit reduced.

Roth IRAs and traditional IRAs. If you contribute to
both Roth IRAs and traditional IRAs established for your
benefit, the contribution limit for Roth IRAs is the lesser
of:

1) The maximum contribution limit reduced by all
contributions (other than employer contributions
under a SEP or SIMPLE IRA plan) for the year to
all IRAs other than Roth IRAs, or

2) The maximum contribution reduced because your
modified AGI is above a certain amount, as ex-
plained next.

Simplified employee pensions (SEPs) are discussed in
chapter 4. Savings incentive match plans for employees
(SIMPLE) are discussed in chapter 5.
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Contribution limit reduced. If your modified AGI is
above a certain amount, your maximum contribution
limit is gradually reduced. Use Table 2.2 to determine
if this reduction applies to you.

Figuring the reduction. If your modified AGI is
within the range shown in Table 2.2 for your filing sta-
tus, figure your reduced contribution limit as follows.

1) Start with your modified AGI .
2) Subtract from the amount in (1):
a) $150,000 if filing a joint return,

b) $-0-if married filing a separate return, and you
lived with your spouse at any time during the
year, or

c) $95,000 for all other individuals.

3) Divide the result in (2) by $15,000 ($10,000 if filing
a joint return or married filing a separate return).

4) Multiply your contribution limit (before reduction by
this adjustment and before reduction for any con-
tributions to traditional IRAs) by the result in (3).

5) Subtract the result in (4) from your contribution limit
before this reduction. The result is your reduced
contribution limit.

Round your reduced contribution limit up to the
@ nearest $10. If your reduced contribution limit

is more than $0, but less than $200, increase
the limit to $200.

Example. You are a single individual with taxable
compensation of $113,000. You want to make the
maximum allowable contribution to your Roth IRA for
1998. Your modified AGI for 1998 is $100,000. You
have not contributed to any traditional IRA, so your
contribution limit before the modified AGI reduction is
$2,000. Using the 5 steps just described, you figure
your reduced Roth IRA contribution of $1,340 as fol-
lows.

1) Modified AGI = $100,000

2) Subtract the amount for your filing status from line
1 ($100,000 - $95,000) = $5,000

3) Divide line 2 by the amount for your filing status
($5,000 + $15,000) = .3333

4) Multiply the contribution limit (before adjustment)
by line 3 ($2,000 x .3333) = $667

5) Subtract line 4 from the contribution limit (before
adjustment) ($2,000 - $667) = $1,340
(This is your reduced Roth IRA contribution limit of
$1,333 rounded up to the nearest $10.)

When Can | Make Contributions?

You can make contributions to a Roth IRA for a year
at any time during the year or by the due date of your
return for that year (not including extensions).
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What If | Contribute Too Much?

If you make an excess contribution to a Roth IRA, a
6% penalty tax applies to the excess.

Excess contributions.  These are the contributions to
your Roth IRAs for a year that equal the total of:

1) Amounts contributed for the tax year to your Roth
IRAs (other than amounts properly and timely rolled
over from a Roth IRA or converted from a traditional
IRA, as described later) that are more than your
contribution limit for the year, plus

2) Any excess contributions for the preceding year,
reduced by the total of:

a) Any distributions out of your Roth IRAs for the
year, plus

b) Your contribution limit for the year minus your
contributions to all your IRAs (other than edu-
cation IRASs) for the year.

For purposes of determining excess contributions, any
contribution that is withdrawn on or before the due date
(including extensions) for filing your tax return for the
year is treated as an amount not contributed. This
treatment only applies if any earnings on the contribu-
tions are also withdrawn and are reported as income
earned and receivable in the year the contribution was
made.

Can | Move Amounts Into a
Roth IRA?

You may be able to move (convert) amounts from either
a traditional, SIMPLE, or other Roth IRA into a Roth
IRA. You may also be able to move (transfer) contri-
butions made to one IRA to a different IRA and re-
characterize them as having been made directly to the
different IRA.

Conversions

You can convert a traditional IRA to a Roth IRA. The
conversion is treated as a rollover, regardless of the
conversion method used. Most of the rules for rollovers,
described under Rollover From One IRA Into Another,
in chapter 1, apply to these rollovers. However, the
one-year waiting period described in chapter 1 does not

apply.

Conversion methods.  There are three ways to con-
vert amounts from a traditional IRA to a Roth IRA.

1) Rollover —You can receive a distribution from a
traditional IRA and roll it over (contribute it) to a
Roth IRA within 60 days after the distribution.

2) Trustee-to-trustee transfer —You can direct the
trustee of the traditional IRA to transfer an amount
from the traditional IRA to the trustee of the Roth
IRA.

3) Same trustee transfer —If the trustee of the tradi-
tional IRA also maintains the Roth IRA, you can



direct the trustee to transfer an amount from the
traditional IRA to the Roth IRA.

Converting From Any Traditional IRA

You can convert amounts from a traditional IRA into a
Roth IRA if, for the tax year you make the withdrawal
from the traditional IRA, both of the following require-
ments are met.

1) Your modified AGI (explained earlier) is not more
than $100,000.

2) You are not a married individual filing a separate
return.

Allowable conversions.  You can withdraw all or part
of the assets from a traditional IRA and reinvest them
(within 60 days) in a Roth IRA. If properly (and timely)
rolled over, the 10% additional tax on early withdrawals
will not apply. You must roll over into the Roth IRA the
same property you received from the traditional IRA.
You can roll over part of the withdrawal into a Roth IRA
and keep the rest of it. The amount you keep will gen-
erally be taxable (except for the part that is a return of
nondeductible contributions) and may be subject to the
10% tax on early withdrawals. See chapter 1 for more
information on withdrawals from traditional IRAs and the
tax on early withdrawals.

Required distributions. Amounts that must be
distributed from a traditional IRA for a particular year
(including the calendar year in which the individual at-
tains age 70%) under the required distribution rules
(discussed in chapter 1) are not eligible for conversion.

Inherited IRAs. If you inherited a traditional IRA
from someone other than your spouse, you cannot
convert it to a Roth IRA.

Income. You must include in your gross income
amounts that you withdraw from a traditional IRA that
you would have to include in income if you had not
converted them into a Roth IRA.

Conversion of 1998 withdrawal from a traditional
IRA. If you withdrew an amount from a traditional IRA
in 1998 and converted it to a Roth IRA, any amount you
must include in income as a result of the withdrawal is
generally included ratably over a 4-year period, begin-
ning with 1998. This means you include one quarter of
the amount in 1998, one quarter in 1999, one quarter
in 2000, and one quarter in 2001. See the illustrated
example involving Rose Green in chapter 1, under
Figuring the Taxable and Nontaxable Amounts. How-
ever, see Later withdrawals from Roth IRA, later.

Election not to use 4-year period. You can elect
to include the total amount in income in 1998 rather
than ratably over the 4-year period. You make the
election on Form 8606. If you make this election, you
cannot change it after the due date (including exten-
sions) for your 1998 tax return.

Later withdrawals from Roth IRA. If you include the
taxable part of a 1998 conversion ratably over the
4-year period and in 1998, 1999, or 2000 you withdraw
from the Roth IRA any amount allocable to the taxable
part of the conversion, you will generally have to include
in income both the ratable (one quarter) portion for the

year and the part of the withdrawal made during the
year that is allocable to the taxable part of the conver-
sion. See Ordering Rules for Withdrawals, later, for in-
formation on how to determine the amount allocable to
the taxable part of the conversion.

You must include in income the total of the following
two amounts.

1) One quarter of the taxable part of the 1998 with-
drawal from the traditional IRA that was converted
to the Roth IRA.

2) The part of the 1998 withdrawal from the Roth IRA
that, under the ordering rules for withdrawals (dis-
cussed later), is allocable to the taxable part of the
conversion from the traditional IRA to the Roth IRA.

Any amount allocable to the conversion that is included
in income in 1998 because of the withdrawal from the
Roth IRA first reduces the taxable amount that is re-
portable in the fourth year of the 4-year period. The third
year amount is reduced next, and, finally, the second
year amount is reduced. The most that can be included
in income because of a withdrawal of a conversion
amount for any one year in the 4-year period is the total
amount required to be included over all 4 years of the
period minus the amounts included in all preceding
years in the period.

Death of IRA owner during 4-year period. If a Roth
IRA owner who is including amounts ratably over the
4-year period dies before including all of the amounts
in income, any amounts not included must generally
be included in the owner's gross income for the year
of death. However, If the owner's surviving spouse re-
ceives the entire interest in all the owner's Roth IRAs,
that spouse can elect to continue to ratably include the
amounts in income over the remaining years in the
4-year period. The election is made on Form 8606 and
must be made by the income tax return due date for the
surviving spouse's tax year that includes the date of the
owner's death. Any amount includible in the decedent's
(owner's) gross income for the year of death under this
rule must be reported on the decedent's final income
tax return.

Converting From a SIMPLE IRA

Generally, you can convert an amount in your SIMPLE
IRA to a Roth IRA under the same rules explained
earlier under Converting From Any Traditional IRA.
However, you cannot convert any amount distrib-
uted from the SIMPLE IRA during the 2-year period
beginning on the date you first participated in any
SIMPLE IRA plan maintained by your employer.

Rollover From a Roth IRA

You can withdraw, tax free, all or part of the assets from
one Roth IRA if you contribute them within 60 days to
another Roth IRA. Most of the rules for rollovers, de-
scribed under Rollover From One IRA Into Another in
chapter 1, apply to these rollovers. However, no
deductible contributions can be made to Roth IRAs and
rollovers from retirement plans other than Roth IRAs
are disregarded for purposes of the one-year waiting
period between rollovers.
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Recharacterizations

You may be able to treat a contribution made to one
type of IRA as having been made to a different type of
IRA. This is called recharacterizing the contribution.

To recharacterize a contribution, you generally must
have the contribution transferred from the first IRA (the
one to which it was made) to the second IRA in a
trustee-to-trustee transfer. If the transfer is made by the
due date (including extensions) for your tax return for
the year during which the contribution was made, you
can elect to treat the contribution as having been ori-
ginally made to the second IRA instead of to the first
IRA. It will be treated as having been made to the
second IRA on the same date that it was actually made
to the first IRA.

Conversion by rollover from traditional to Roth IRA.

For recharacterization purposes, a distribution from a
traditional IRA that is received in one tax year and rolled
over into a Roth IRA in the next year, but still within 60
days of the distribution from the traditional IRA, is
treated as a contribution to the Roth IRA in the year of
the distribution from the traditional IRA.

Earnings must be transferred. The contribution will
not be treated as having been made to the second IRA
unless the transfer includes any net earnings allocable
to the contribution.

No deduction allowed. No deduction is allowed for the
contribution to the first IRA and any net earnings
transferred with the recharacterized contribution are
treated as earned in the second IRA. The contribution
will not be treated as having been made to the second
IRA to the extent any deduction was allowed with re-
spect to the contribution to the first IRA.

Effect of previous tax-free transfers. If a contribution
has been moved from one IRA to another in a tax-free
transfer, such as a rollover, the contribution to the
second IRA generally cannot be recharacterized. How-
ever, see Move from traditional to SIMPLE IRA, later.

Recharacterization of original contribution. A
contribution to one IRA that has been moved between
IRAs in tax-free transfers can be treated as if it re-
mained in the first IRA, the IRA that received the ori-
ginal contribution. This means that you can elect to
recharacterize the contribution to the first IRA by having
a trustee-to-trustee transfer of the contribution made
from the IRA in which it now resides to a second IRA
and treating the contribution as having been made to
the second IRA on the same date it was actually made
to the first IRA. If both IRAs involved in the trustee-to-
trustee transfer are maintained by the same trustee,
you need only direct that trustee to transfer the contri-
bution.

Move from traditional to SIMPLE IRA. If you
mistakenly roll over or transfer an amount from a tradi-
tional IRA to a SIMPLE IRA, you can later recharac-
terize the amount as a contribution to another traditional
IRA.
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Employer contributions. You cannot recharacterize
employer contributions (including including elective
deferrals) under a SEP or SIMPLE plan as contributions
to another IRA. SEPs are discussed in chapter 4.
SIMPLE plans are discussed in chapter 5.

Recharacterizations not counted as rollover. The
recharacterization of a contribution is not treated as a
rollover for purposes of the one-year waiting period
described in chapter 1 under Rollover From One IRA
Into Another. This rule applies even if the contribution
would have been treated as a rollover contribution by
the second IRA if it had been made directly to the
second IRA rather than as a result of a recharacteriza-
tion of a contribution to the first IRA.

Reconversions

Prior to November 1, 1998, you could recharacterize a
conversion contribution made to a Roth IRA as a con-
tribution to a traditional IRA and then convert the tradi-
tional IRA holding the recharacterized contribution to a
Roth IRA again (a reconversion). You could do this as
many times as you chose to.

Limit. Effective November 1, 1998, reconversions are
limited between November 1, 1998, and December 31,
1998, to only one reconversion of a 1998 conversion
to a Roth IRA that you later recharacterized to a tradi-
tional IRA. This amount, if recharacterized, can also be
reconverted once during 1999. Reconversions com-
pleted prior to November 1, 1998, are not taken into
account for purposes of this limit.

The one conversion limit applies to 1999 conversions
too. A 1999 conversion that you recharacterize can be
converted once during 1999.

Effect of limit.  If, after the effective date, you reconvert
a contribution more than once (an excess reconver-
sion), the excess reconversion and the recharacteriza-
tion that was done just before it will be ignored. The
amount you include in income must be based on the
last valid reconversion you completed before the ex-
cess reconversion. Do not include the recharacteriza-
tion that was just done and the subsequent excess re-
conversion on Form 8606, lines 14(a) and 14(b).

How Do | Recharacterize a Contribution?

To recharacterize a contribution, you must notify both
the trustee of the first IRA (the one to which the contri-
bution was actually made) and the trustee of the second
IRA that you have elected to treat, for federal tax pur-
poses, the contribution as having been made to the
second IRA rather than the first. You must make the
notifications by the date of the transfer. Only one no-
tification is required if both IRAs are maintained by the
same trustee. The notification(s) must include all of the
following information.

* The type and amount of the contribution to the first
IRA that is to be recharacterized.

¢ The date on which the contribution was made to the
first IRA and the year for which it was made.



¢ A direction to the trustee of the first IRA to transfer
in a trustee-to-trustee transfer the amount of the
contribution and any net income allocable to the
contribution to the trustee of the second IRA.

¢ The name of the trustee of the first IRA and the
name of the trustee of the second IRA.

* Any additional information needed to make the
transfer.

Timing. The election to recharacterize and the transfer
must both take place on or before the due date (in-
cluding extensions) for filing your tax return for the year
for which the contribution was made to the first IRA.

Election cannot be changed.  After the transfer has
taken place, you cannot change your election to re-
characterize.

Reporting a Recharacterization

If you elect to recharacterize a contribution to one IRA
as a contribution to another IRA, you must report the
recharacterization on your tax return as directed by the
tax form and its instructions. You must treat the con-
tribution as having been made to the second IRA.

Recharacterization Example

On June 1, 1998, Christine properly and timely con-
verted her traditional IRAs to a Roth IRA. At the time,
she and her husband Paul expected to have modified
AGI of less than $100,000 for 1998. In December, Paul
received an unexpected bonus that increased his and
Christine's modified AGI to more than $100,000. In
January, 1999, to make the necessary adjustment to
remove the unallowable conversion, Christine set up a
traditional IRA with the same trustee. Also in January
1999, she instructed the trustee of the Roth IRA to
make a trustee-to-trustee transfer of the conversion
contribution made to the Roth IRA (including amounts
earned since the conversion) to the new traditional IRA.
She also notified the trustee that she was electing to
recharacterize the contribution to the Roth IRA and treat
it as if it had been contributed to the new traditional IRA.
Because of the recharacterization, Paul and Christine
have no taxable income from the conversion to report
for 1998, and the resulting rollover to a traditional IRA
is not treated as a rollover for purposes of the one-
rollover-per-year rule.

Are Distributions From My
Roth IRA Taxable?

You do not include in your gross income qualified
distributions or distributions that are a return of your
regular contributions from your Roth IRA(s). Distribu-
tions from your Roth IRA that you roll over tax free into
another Roth IRA are not included either. You may
have to include part of other distributions in your in-
come. See Ordering Rules for Withdrawals, later.

What Are Qualified Distributions?

A qualified distribution is, generally, any payment or
distribution from your Roth IRA made after the
5-taxable-year period described below under 5-year
rule, and:

1) Made on or after the date you reach age 59%-,
2) Made because you are disabled,

3) Made to a beneficiary or to your estate after your
death, or

4) That meets the requirements listed under First
home in chapter 1 (up to a $10,000 lifetime limit).

What Distributions Are Not Qualified

Distributions?

A distribution is not a qualified distribution if either of the
following rules applies.

1) 5-year rule. Any distribution made within the
5-taxable-year period beginning with the first tax
year for which a contribution was made to a Roth
IRA set up for your benefit is not a qualified distri-
bution. Even if a distribution is one described earlier
under What are qualified distributions?, it must also
satisfy this 5-year rule to be a qualified distribution.

2) Excess contributions rule.  Withdrawals of excess
contributions and the earnings on them before the
due date of your return (including extensions) are
not qualified distributions. The returned contribu-
tions are not taxable, but the distributed earnings
are taxable in the year the contribution to which
they relate was made and may be subject to the
10% additional tax on premature distributions.

Additional tax — withdrawals of conversion contri-
butions within 5-year period. If within the 5-year pe-
riod starting with the year of a conversion contribution,
any part of a withdrawal from a Roth IRA is from the
taxable part of an amount converted, the 10% additional
tax on premature distributions applies, unless one of the
exceptions applies. It applies only to the portion of a
conversion contribution that is includible in income be-
cause of the conversion. And it applies as though the
amount is includible in gross income in the year of the
withdrawal, even if no conversion income is includible.
See Example 2, later.

Additional tax — other withdrawals. The taxable part
of other withdrawals from your Roth IRA(s) that are not
qualified distributions is subject to the additional tax on
premature distributions unless one of the exceptions
applies.

Ordering Rules for Withdrawals

If you make a withdrawal from your Roth IRA that is not
a qualified distribution, part of the withdrawal may be
taxable. For purposes of determining the correct tax
treatment of withdrawals (other than the withdrawal of
excess contributions and the earnings on them, dis-
cussed earlier), there is a rule that sets the order that
you withdraw contributions (including conversion con-
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tributions) and earnings from your Roth IRA. The order
of withdrawals is as follows.

1) Regular contributions.

2) Conversion contributions, on a first-in-first-out basis
(generally, total conversions from the earliest year
first). See Aggregation (grouping and adding) rules,
later. These conversion contributions are taken into
account as follows:

a) Taxable portion (the amount required to be
included in gross income because of conver-
sion) first, and then the

b) Nontaxable portion .

3) Earnings on contributions.

Rollover contributions from other Roth IRAs are disre-
garded for this purpose.

Aggregation (grouping and adding) rules. To
determine the taxable amounts withdrawn (distributed),
withdrawals and contributions are grouped and added
together as follows.

1) All withdrawals from all your Roth IRAs during the
year are added together.

2) All regular contributions made during and for the
year (contributions made after the close of the year,
but before the due date of your return) are added
together. This total is added to the total undistrib-
uted regular contributions made in prior years.

3) All conversion contributions made during the year
are added together. For purposes of the ordering
rules, in the case of any conversion in which the
conversion withdrawal is made in 1998 and the
conversion contribution is made in 1999, the con-
version contribution is treated as contributed prior
to other conversion contributions made in 1999.

Any recharacterized contributions that end up in a Roth
IRA are added to the appropriate contribution group for
the year that the original contribution would have been
taken into account if it had been made directly to the
Roth IRA.

Any recharacterized contribution that ends up in an
IRA other than a Roth IRA is disregarded for the pur-
pose of grouping (aggregating) both contributions and
distributions. Any amount withdrawn to correct an ex-
cess contribution (including the earnings withdrawn) is
also disregarded for this purpose.

How Do | Figure the Taxable Part?

To figure the taxable part of a withdrawal (distribution)
that is not a qualified distribution, follow these steps.

1) Add all distributions made from your Roth IRA(S)
during the year.

2) From the total in step 1, subtract the total of your
regular contributions made for the year to your Roth
IRA(s) and any undistributed regular contributions
from prior years. If the result is:

a) Zero or less, STOP here. None of your distri-
bution is taxable.
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b) More than zero, go to step 3 if you have ever
made conversion contributions to your Roth
IRA(s). Otherwise, STOP here. The amount
that is more than zero is taxable.

3) From the remaining amount in step 2b, subtract the
taxable portion (described earlier, under Ordering
Rules for Withdrawals) of previously undistributed
conversion contributions made to your Roth IRA(S)
as of the end of the year. Subtract undistributed
conversion contributions made in the earliest year
first. If the result is:

a) Zero or less, STOP here. The remaining
amount in step 2b is not taxable.

b) More than zero, you must go to step 4.

4) From the remaining amount from step 3(b), subtract
the nontaxable portion of the undistributed conver-
sion contributions for that year. If the result is:

a) Zero or less, STOP here. The remaining
amount in step 3b is not taxable.

b) More than zero, and there are other conversion
contributions from other years, go back to step
3 and subtract the taxable and nontaxable
portions of such contributions made in the next
earliest year, and so on. If there are no other
conversion contributions, the amount here that
is more than zero is taxable.

5) Taxable part. The taxable part is the amount at
step 2b if you did not go to step 3. Otherwise, the
taxable part is the amount from step 4b.

6) You also need to determine if:

a) An additional tax is due because of an early
withdrawal, generally, or a withdrawal of con-
version contributions within the 5-year period,
and

b) Income inclusion is accelerated because the
withdrawal is allocable to a conversion contri-
bution and occurs during the 4-year period.

Examples

The following examples illustrate the rules affecting the
tax treatment of distributions from Roth IRAs.

Example 1. On February 23, 1998, Justin makes a
regular contribution of $2,000 to a Roth IRA. On Octo-
ber 16, 1998, Justin converts $80,000 in his traditional
IRA to his Roth IRA. His Forms 8606 from prior years
show that $20,000 of the amount converted is his basis.
Because of the conversion, Justin must include $60,000
($80,000 minus $20,000) in his gross income. He does
not want to elect to report all the income in 1998, so the
income is spread ratably over 4 years. For 1998, Justin
must include $15,000 ($60,000 divided by 4) in his
gross income for 1998. On November 7, 1998, Justin
withdraws $5,000 from his Roth IRA. The first $2,000
of the withdrawal is a return of Justin's regular contri-
bution and is not includible in his income. The next
$3,000 of the withdrawal is includible because of the
special early inclusion rule for conversion contributions
that are withdrawn during the 4-year spread period. The
$3,000 is added to the $15,000 of conversion income



that is includible in his income for 1998 under the 4-year
rule. Justin must report $18,000 as taxable IRA distri-
butions on his return for 1998. Because the $3,000 is
distributed before the end of the 5-year period, it is
subject to the 10% additional tax on early withdrawals
that applies to distributions of conversion contributions.
Justin must file Form 5329 with his return to report the
early withdrawal and figure the additional tax or claim
an exception, if one applies.

Example 2. The facts are the same as in Example
1, except that Justin makes a regular contribution to his
Roth IRA in each year 1999 through 2002 and does not
make a withdrawal in 1998. He did not make any with-
drawals in 1999 through 2001 either. On October 14,
2002, Justin withdraws $85,000 from his IRA. The first
$10,000 of the distribution is a return of his regular
contributions (the total of his regular contributions in
each year 1998 through 2002). This amount is returned
tax-free. The next $60,000 is a return of the conversion
contributions made in 1998 that were includible in in-
come in 1998, 1999, 2000, and 2001. This amount is
not includible in income. The next $15,000 is a return
of the conversion contributions made in 1998 that were
not includible in income. This amount is returned tax-
free. Although none of the distribution is includible in
income, the $60,000 of conversion contributions with-
drawn is subject to the 10% early withdrawal tax, unless
an exception to that tax applies. The tax is applied as
though the $60,000 is includible in income in the year
of the distribution. This is because the conversion con-
tribution that was includible in income is distributed
within the 5-year period beginning with the year of the
conversion contribution (1998). In this case, the addi-
tional tax is $6,000. Although Justin has no income to
report from the distribution, he must file Form 5329 to
report the additional tax.

Example 3. Assume the same facts as in Example
2, except that there is no distribution in 2002. Instead,
Justin withdraws the entire $170,000 balance in his
Roth IRA in 2003. The balance includes all contribu-
tions made to the IRA and the earnings on those con-
tributions ($90,000 of contributions and $80,000 of
earnings). Because Justin is not age 59%: or disabled
and the distribution will not be used to buy a first home,
the distribution is not a qualified distribution. As in Ex-
ample 2, the first $10,000 of the distribution is treated
as a return of his regular contributions. This amount is
returned tax-free. The next $60,000 is a return of the
conversion contributions made in 1998 that were
includible in income in 1998, 1999, 2000, and 2001.
This amount is not includible in income. The next
$20,000 is a return of the conversion contributions
made in 1998 that were not includible in income. This
amount is returned tax free. The last $80,000 distrib-
uted is the earnings on the contributions. This amount
must be included in Justin's gross income for 2003 and
is subject to the 10% additional tax on early withdrawals
unless an exception applies.

Am | required to take distributions when | reach age
70%? You are not required to take distributions from
your Roth IRA at any age. The minimum distribution

rules that apply to traditional IRAs do not apply to Roth
IRAs while the owner is alive. However, after the death
of a Roth IRA owner, certain of the minimum distribution
rules that apply to traditional IRAs also apply to Roth
IRAS.

Can | use my Roth IRA to satisfy minimum dis-
tribution requirements for traditional IRAs? No. Nor
can you use distributions from traditional IRAs for re-
quired distributions from Roth IRAs. See Distributions
to beneficiaries, later.

Distributions After Owner's Death

If a Roth IRA owner dies, the minimum distribution rules
that apply to traditional IRAs apply to Roth IRAs as
though the Roth IRA owner died before his or her re-
quired beginning date. See When Can | Withdraw or
Use IRA Assets?, in chapter 1.

Distributions to beneficiaries. Generally, the entire
interest in the Roth IRA must be distributed by the end
of the fifth calendar year after the year of the owner's
death unless the interest is payable to a designated
beneficiary over the life or life expectancy of the des-
ignated beneficiary. (See Beneficiaries under When
Must | Withdraw IRA Assets? in chapter 1.) If paid as
an annuity, it must be payable over a period not greater
than the designated beneficiary's life expectancy and
distributions must begin before the end of the calendar
year following the year of death. Distributions from an-
other Roth IRA cannot be substituted for these distri-
butions unless the other IRA was inherited from the
same decedent.

If the sole beneficiary is the spouse, he or she can
delay distributions until the decedent would have
reached age 70%, or treat the Roth IRA as his or her
own.

Distributions that are not qualified distributions.

If a distribution to a beneficiary does not satisfy the
requirements for a qualified distribution, it is generally
includible in the beneficiary's gross income in the same
manner as a distribution to the IRA owner when he or
she was alive.

If the owner of a Roth IRA dies before all amounts
are included in gross income under the 4-year rule for
conversions, all remaining amounts are included in the
IRA owner's gross income for the year in which the
owner died. Consequently, beneficiaries generally re-
ceive distributions of conversion contributions tax free,
provided the distributions are made after the end of the
5-year period discussed under What Are Qualified
Distributions?, earlier. To determine the 5-year period,
count the time the Roth IRA was held by the owner and
the beneficiary. There is a special rule if the spouse is
the sole beneficiary of the IRA. See Death of IRA owner
during 4-year period under Can | Move Amounts Into
a Roth IRA?, earlier.

If the owner of a Roth IRA dies prior to the end of the
5-year period discussed earlier under What Distribu-
tions Are Not Qualified Distributions, or the 5-year pe-
riod starting with the year of a conversion contribution,
each type of contribution is divided among multiple
beneficiaries according to the pro-rata share of each.
See Ordering Rules for Withdrawals, earlier.
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Table 3.1 Education IRAs at a Glance

Do not rely on this chart alone. It provides only general highlights. See the text for definitions of terms in bold

type and for more complete explanations.

Question

Answer

What is an education IRA?

An IRA that is set up to pay the qualified higher
education expenses of a designated beneficiary.

Where can it be established?

It can be opened in the United States at any bank
or other IRS-approved entity that offers education
IRASs.

Who can an education IRA be set up for?

Any child who is under age 18.

Who can contribute to an education IRA?

Generally, any individual (including the beneficiary)
whose maodified adjusted gross income for the
year is not more than $110,000 ($160,000 for
married taxpayers filing jointly).

Example. When Ms. Hubbard dies in 1999, her Roth
IRA contains regular contributions of $4,000, a conver-
sion contribution of $10,000 that was made in 1998, and
earnings of $2,000. No distributions had been made
from her IRA. She had no basis and did not elect to pay
the tax on the entire conversion contribution in 1998.
When she established her IRA, she named each of her
4 children as equal beneficiaries. Each child will receive
one-fourth of each type of contribution and one-fourth
of the earnings. An immediate distribution of $4,000 to
each child will be treated as $1,000 from regular con-
tributions, $2,500 from conversion contributions, and
$500 from earnings. In this case, because the distri-
butions are made before the end of the 5-year period,
each beneficiary includes $500 in income for 1999. The
10% addition to tax on premature distributions does not
apply because the distribution was made to the bene-
ficiaries as a result of the death of the IRA owner. The
amounts not previously included in Ms. Hubbard's gross
income under the 4-year rule are included in gross in-
come on her final return.

Basis of distributed amounts. The basis of property
distributed from a Roth IRA is its fair market value
(FMV) on the date of distribution, whether or not the
distribution is a qualified distribution.

3.
Education IRAs

You may be able to contribute up to $500 each year
to an education individual retirement account (educa-
tion IRA or Ed IRA) for a child under age 18. Contribu-
tions to an education IRA are not deductible.

Any individual (including the child) can contribute to
a child's education IRA if the individual's modified ad-
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Justed gross income (defined later) is not more than
$110,000 ($160,000 on a joint return). The $500 max-
imum contribution for each child is gradually reduced if
the individual's modified adjusted gross income is be-
tween $95,000 and $110,000 (between $150,000 and
$160,000 on a joint return). See Who Can Contribute
to an Education IRA?, later.

There is no limit on the number of education IRAs
that can be established designating the same child as
the beneficiary. However, total contributions for the
child during any tax year cannot be more than $500.

Amounts deposited in the accounts grow tax free
until distributed (withdrawn).

If, for a year, withdrawals from an account are not
more than a child's qualified higher education ex-
penses (defined later) at an eligible educational in-
stitution (defined later), the child will not owe tax on the
withdrawals. See Are Withdrawals From an Education
IRA Taxable?, later, for more information.

What Is an Education IRA?

An education IRA is not a retirement arrangement. It is
a trust or custodial account created only for the purpose
of paying the qualified higher education expenses
(defined later) of the designated beneficiary (defined
later) of the account. To be treated as an education
IRA, the account must be designated as an education
IRA when it is created.

Account requirements.  The document creating and
governing the account must be in writing and must
satisfy the following requirements.

1) The account must be created or organized in the
United States.

2) The trustee or custodian must be a bank or an entity
approved by the IRS.

3) The document must provide that the trustee or
custodian can only accept a contribution that:



a) Isin cash,

b) Is made before the beneficiary reaches age 18,
and

¢) Would not result in total contributions for the tax
year (not including rollover contributions) being
more than $500.

4) Money in the account cannot be invested in life in-
surance contracts.

5) Money in the account cannot be combined with
other property except in a common trust fund or
common investment fund.

6) Generally, the balance in the account must be dis-
tributed within 30 days after the earlier of the fol-
lowing events.

a) The beneficiary reaches age 30.
b) The beneficiary's death.

However, distribution is not required if, as the result of
the death of the designated beneficiary, the education
IRA is transferred to a surviving spouse or other family
member under age 30.

Designated beneficiary.  The designated beneficiary
is the individual on whose behalf the trust or custodial
account has been established.

Qualified higher education expenses. These are
expenses required for the enrollment or attendance of
the designated beneficiary at an eligible educational
institution. The term *“qualified higher education ex-
penses” means expenses for:

1) Tuition,
2) Fees,
3) Books,
4) Supplies, and
5) Equipment.
The term also includes:

1) Amounts contributed to a qualified state tuition
program. State tuition programs are discussed in
Publication 970, Tax Benefits for Higher Education.

2) Room and board if the designated beneficiary is at
least a half-time student at an eligible educational
institution. A student is enrolled at least half-time
if he or she is enrolled for at least half the full-time
academic workload for the course of study the stu-
dent is pursuing as determined under the standards
of the institution where the student is enrolled.
Room and board is limited to:

a) The school's posted room and board charge for
students living on-campus, or

b) $2,500 each year for students living off-campus
and not at home.

Eligible educational institution. This is any col-
lege, university, vocational school, or other postsecon-
dary educational institution eligible to participate in the

student aid programs administered by the Department
of Education. It includes virtually any accredited public,
nonprofit, or proprietary (privately owned profit-making)
postsecondary institution.

Who Can Contribute to an
Education IRA?

Any individual (including the designated beneficiary)
can contribute to a child's education IRA if the individ-
ual's modified adjusted gross income (discussed later)
for the tax year is less than $110,000 ($160,000 for
married taxpayers filing jointly).

Contributions can be made to one or several edu-
cation IRAs for the same child provided that the total
contributions are not more than the contribution limit
(defined later) for a tax year.

Qualified state tuition program. No contributions can
be made to an education IRA on behalf of a beneficiary
if any amount is contributed during the tax year to a
qualified state tuition program on behalf of the same
beneficiary. For more information on state tuition pro-
grams see Publication 970.

Contribution Limits

The maximum total contribution for each designated
beneficiary (child) is $500 for a tax year. This includes
contributions to all the child's education IRAs from all
sources other than rollovers. See Can Education IRA
Assets Be Moved?, later.

Reduced Limit for Certain Contributors

If your modified adjusted gross income (defined
later) is between $95,000 and $110,000 (between
$150,000 and $160,000 for married taxpayers filing
jointly), the $500 maximum contribution for each child
is gradually reduced (see Figuring the limit, next). If
your modified adjusted income is $110,000 or more
($160,000 or more for married taxpayers filing jointly),
you cannot contribute to anyone's education IRA.

Figuring the limit.  To figure the limit, multiply $500
by a fraction. The numerator (top number) is your
modified adjusted gross income (defined later) minus
$95,000 ($150,000 in the case of a joint return). The
denominator (bottom number) is $15,000 ($10,000 in
the case of a joint return). Subtract the result from $500.
This is the amount you can deduct.

Example. Paul, a single individual, had modified
adjusted gross income of $96,500 for the year. For
Paul, the maximum contribution for each child is re-
duced to $450, figured as follows.

1) $96,500 - $95,000 = $1,500
2) $1,500 + $15,000 = 10%

3) 10% x $500 = $50

4) $500 - $50 = $450
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Table 3.2 Education IRA Contributions at a Glance
Do not rely on this chart alone. It provides only general highlights. See the text for definitions of terms in bold type

and for more complete explanations.

Question

Answer

Are contributions deductible?

No.

Why should someone contribute to an education
IRA?

It is a tax benefit for families saving for higher
education costs.

What is the contribution limit?

$500 each year for each child.

What if more than one education IRA has been
opened for the same child?

The annual contribution limit is $500 for each child,
no matter how many education IRAs are set up for
that child.

What if more than one individual makes
contributions for the same child?

The contribution limit is $500 per child, no matter
how many individuals contribute.

Can contributions other than cash be made to an
education IRA?

No.

When must contributions stop?

No contributions can be made to a child’s education
IRA after he or she reaches age 18.

Modified adjusted gross income. Your modified ad-
justed gross income for the purpose of determining the
contribution limit is the adjusted gross income shown
on your return, increased by the following exclusions
from your income.

1) Foreign earned income of U.S. citizens or residents
living abroad.

2) Housing costs of U.S. citizens or residents living
abroad.

3) Income from sources within:
a) Puerto Rico,
b) Guam,
¢) American Samoa, or

d) The Northern Mariana Islands.

Additional Tax on Excess Contributions

A 6% excise tax applies each year to excess contribu-
tions made to an education IRA on behalf of a desig-
nated beneficiary. Excess contributions include the
following amounts.

1) Contributions that are more than the contribution
limit (the smaller of $500 or the reduced limit for
certain contributors, discussed earlier).
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2) Contributions to the account, if any amount is also
contributed to a qualified state tuition program on
behalf of the same child in the same tax year. The
excise tax will not apply, however, if funds were
withdrawn from the education IRA to be contributed
to the qualified state tuition program.

3) Excess contributions for the preceding year, re-
duced by the total of the following:

a) Withdrawals (other than those rolled over as
discussed later) made during the year, and

b) The contribution limit for the current year minus
the amount contributed for the current year.

Exceptions. The excise tax does not apply if the ex-
cess contributions (and any earnings on them) are
withdrawn before the due date of the beneficiary's tax
return for the year (including extensions). If the benefi-
ciary does not have to file a return for the year, the tax
does not apply if the excess contributions (and the
earnings on them) are withdrawn by April 15 of the year
following the year the contributions are made. The
withdrawn earnings must be included in the beneficia-
ry's income for the year in which the excess contribution
is made.

The excise tax also does not apply to any rollover
contribution.



Other Contribution Rules

You can contribute only cash to an education IRA. You
cannot contribute to an education IRA after the benefi-
ciary reaches his or her 18th birthday.

Can Education IRA Assets Be
Moved?

You can roll over assets from one education IRA to
another. You can also change the designated benefi-
ciary's interest to a spouse or former spouse.

Rollovers

Any amount withdrawn from an education IRA and
rolled over to another education IRA for the benefit of
the same designated beneficiary or certain members
of the designated beneficiary's family is not taxable.
This rule applies only if the beneficiary of the new IRA
is under age 30 on the date of the rollover contribution
to the new IRA.

An amount is rolled over if it is paid to another edu-
cation IRA within 60 days after the date of the with-
drawal.

Members of the beneficiary's family. The beneficia-
ry's spouse and the following individuals (and their
spouses) are members of the designated beneficiary's
family.

1) The beneficiary's child, grandchild, or stepchild.

2) A brother, sister, stepbrother, or stepsister of the
beneficiary.

3) A son or daughter of the beneficiary's brother or
sister.

4) The father, mother, grandfather, grandmother,
stepfather, or stepmother of the beneficiary.

5) A brother or sister of the beneficiary's father or
mother.

6) The beneficiary's son-in-law, daughter-in-law,
father-in-law, mother-in-law, brother-in-law, or
sister-in-law.

Only one rollover per education IRA is allowed
during a 12-month period ending on the date
C

N of the payment or distribution.

Changing the designated beneficiary. The desig-
nated beneficiary can be changed to certain members
of the beneficiary's family (listed earlier). There are no
income tax consequences if, at the time of the change,
the new beneficiary is under age 30.

Transfer because of divorce.  The transfer of a des-
ignated beneficiary's interest in an education IRA to his
or her spouse or former spouse under a divorce or
separation instrument is not a taxable transfer. After
the transfer, the interest will be treated as an education
IRA in which the spouse or former spouse is the des-
ignated beneficiary.

Are Withdrawals From an
Education IRA Taxable?

The designated beneficiary of an education IRA can
take withdrawals at any time. But, see When Must Ed-
ucation IRA Assets Be Distributed?, later. Withdrawals
for the designated beneficiary's qualified higher educa-
tion expenses during the year are generally tax free.

What Determines the Tax Treatment

of Withdrawals?

The tax treatment of distributions (withdrawals) from an
education IRA depends, in part, on the qualified higher
education expenses that a designated beneficiary has
in a tax year.

Distribution Not More Than Expenses

Generally, a withdrawal is tax free if it is not more than
the designated beneficiary's qualified higher education
expenses in a tax year.

Distributions More Than Expenses

Generally, if the total withdrawals for a tax year are
more than the qualified higher education expenses, a
portion of the amount withdrawn is taxable to the ben-
eficiary.

The taxable portion is the amount that represents
earnings that have accumulated tax free in the account.
Figure the taxable amount as shown in the following
steps.

1) Multiply the amount withdrawn by a fraction, the
numerator (top number) of which is the total contri-
butions in the account and the denominator (bottom
number) of which is the total balance in the account
before the withdrawal(s).

2) Subtract the amount figured in (1) from the total
amount withdrawn during the year. This is the
amount of earnings included in the withdrawal(s).

3) Multiply the amount of earnings figured in (2) by a
fraction, the numerator of which is the qualified
higher education expenses paid during the year and
the denominator of which is the total amount with-
drawn during the year.

4) Subtract the amount figured in (3) from the amount
figured in (2). This is the amount the beneficiary
must include in income.

Example. You receive a $6,000 distribution from an
education IRA to which $10,000 has been contributed.
The balance in the IRA before the withdrawal was
$12,000. You had $4,500 of qualified higher education
expenses for the year. Using the steps above, you fig-
ure the taxable portion of your withdrawal as follows.

1) $6,000 x 100005000 = $5,000
2) $6,000 - $5,000 = $1,000
3) $1,000 x 4599000 = $750
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4) $1,000 - $750 = $250

You must include $250 in income as withdrawn
earnings not used for the expenses of higher education.

Waiver of tax-free treatment.  The student may waive
the tax-free treatment of the education IRA distribution
and elect to pay any tax that would otherwise be owed
on the distribution. The student or the student's parents
may then be eligible to claim a Hope credit or lifetime
learning credit for qualified higher education expenses
paid in that tax year. See Publication 970 for information
about these credits.

Additional tax.  Generally, if you receive a taxable
distribution, you must pay a 10% additional tax on the
amount included in income.

Exceptions. The 10% additional tax does not apply
to distributions that are:

1) Made to a beneficiary (or to the estate of the des-
ignated beneficiary) on or after the death of the
designated beneficiary,

2) Made because the designated beneficiary is disa-
bled (defined later),

3) Made because the designated beneficiary received
a qualified scholarship excludable from gross in-
come, an educational assistance allowance, or
payment for the designated beneficiary's educa-
tional expenses that is excludable from gross in-
come under any law of the United States to the
extent the distribution is not more than the schol-
arship, allowance, or payment, or

4) Included in income only because the student
waived the tax-free treatment of the withdrawal as
discussed earlier.

The 10% additional tax also does not apply to a
distribution that is a return of an excess contribution.
For the additional tax not to apply, the distribution must
be made before the due date of the contributor's tax
return (including extensions) and it must include any
net income attributable to that contribution. That net
income also must be included in the contributor's gross
income for the tax year the contribution was made. If
the beneficiary does not have to file a return, the excess
contribution (and any earnings attributable to it) must
be withdrawn by April 15 of the year following the year
of the contribution.

Disabled. You are considered to be disabled if you
show proof that you cannot do any substantial gainful
activity because 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.
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When Must Education IRA Assets
Be Distributed?

Generally, any assets remaining in the education IRA
must be withdrawn or distributed when either one of the
following two events occurs.

1) The designated beneficiary reaches age 30. In this
case, the designated beneficiary must withdraw the
remaining assets within 30 days after he or she
reaches age 30.

2) The designated beneficiary dies before reaching
age 30. In this case, the remaining assets must
generally be distributed. The assets must be dis-
tributed to the estate of the designated beneficiary
(if no beneficary is named) or to the beneficiary
named by the designated beneficiary (if not a
spouse or other family member) within 30 days after
the date of death.

When distribution is required because of one of these
events, any balance remaining at the close of the
30-day period is deemed to be distributed at that time
and the earnings portion of the distribution is includable
in the beneficiary's gross income. For distributions
made because the designated beneficiary reaches age
30, the designated beneficiary may be subject to an
additional 10% tax on the portion of the amount with-
drawn that represents earnings if the designated ben-
eficiary does not have any qualified higher education
expenses in the same taxable year he or she makes the
withdrawal. To determine the earnings on the amount
withdrawn, use the following two steps.

1) Multiply the amount withdrawn by a fraction. The
numerator is the total contributions in the account
and the denominator is the total balance in the ac-
count before the withdrawal(s).

2) Subtract the amount figured in (1) from the total
amount withdrawn during the year. The result is the
amount of earnings included in the withdrawal. The
beneficiary must include this amount in income.

Exception for transfer to surviving spouse or
family member.  There are no income tax conse-
guences if amounts that are required to be distributed
are transferred or rolled over in the following situations.

1) Before a designated beneficiary reaches age 30,
the remaining balance in his or her education IRA
may be transferred or rolled over to another edu-
cation IRA for a member of the designated benefi-
ciary's family (defined earlier). The new designated
beneficiary must be under age 30 at the time of the
transfer or rollover.

2) In the event of a designated beneficiary's death, a
spouse or family member acquires the former des-
ignated beneficiary's interest in an education IRA
as a result of the death of the designated benefi-
ciary. The spouse or family member can treat the
education IRA as his or her own.
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Simplified Employee
Pension (SEP)

Self-employed individuals, as well as other employ-
ers, can set up simplified employee pension (SEP)
plans. A SEP plan allows an employer to make contri-
butions toward employees' retirement, and, if self-
employed, his or her own retirement, without becoming
involved in more complex retirement plans.

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 em-
ployee, he or she can have a SEP-IRA.

This chapter focuses on the rules affecting employ-
ees. For information on the rules affecting employers,
see Publication 560.

What Is a SEP?

A simplified employee pension (SEP) is a written ar-
rangement (a plan) that allows an employer to make
deductible contributions for the benefit of participating
employees. The contributions are made to individual
retirement arrangements (IRAs) set up for participants
in the plan. Under a SEP, traditional IRAs are set up for,
at a minimum, each qualifying employee (defined
below). IRAs may have to be set up for leased em-
ployees (defined below), but they do not have to be
set up for excludable employees (defined below).
Traditional IRAs set up under a SEP plan are referred
to in this publication as SEP-IRAs.

Qualifying employee. A qualifying employee is one
who meets all of the following conditions:

1) Is at least 21 years old,

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

3) Has received from the employer at least $400 in
compensation in the tax year.

Note. An employer can establish less restrictive
participation 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 em-
ployee is any person who is not an employee of the
recipient and who is hired by a leasing organization,

Chapter 4 Simplified Employee Pension (SEP)

but who performs services for another (the recipient of
the services). You are a leased employee if all of the
following apply.

1) Your services are provided under an agreement
between 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.

3) Your services are performed under the primary di-
rection and control of the recipient.

For more information on leased employees, see the
discussion in Publication 560.

Excludable employees. The following groups of em-
ployees can be excluded from coverage under a SEP:

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

2) 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.

How Much Can Be
Contributed to a SEP-IRA on
My Behalf?

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

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).

Highly compensated employee. A highly compen-
sated employee is any employee who meets either of
the following two conditions.

1) The employee owns (or owned last year) more than
5% of the capital or profits interest in the employer
(if not a corporation); or more than 5% of the out-
standing stock, or more than 5% of the total voting
power of all stock, of the employer corporation.

2) The employee's compensation from the employer
for last year was more than $80,000 and (if the
employer elects to apply this clause for last year)
the employee was in the top 20% when ranked on
the basis of last year's compensation.
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Figuring the 15% Limit

For purposes of determining the 15% limit, compen-
sation is generally limited to $160,000, not including
your employer's contribution to your SEP-IRA.

Example. Barry's nonunion employer has a SEP for
its employees. Barry's compensation for 1998, before
his employer's contribution to his SEP-IRA, was
$180,000. Barry's employer can contribute up to
$24,000 (15% x $160,000) 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 maxi-
mum deduction for these contributions.

Compensation for the self-employed. For determin-
ing the 15% limit on contributions, discussed above,
your compensation is your net earnings from self-
employment, defined later. Note that, for SEP pur-
poses, your net earnings (compensation) must take into
account your deduction for contributions to your own
SEP-IRA. Because your deduction amount and your
net earnings amount are each dependent on the other,
this adjustment presents a problem.

To solve this problem, you make the adjustment
to net earnings indirectly by, in figuring your

maximum deduction, 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%% would be 0.105) ......ccccevrviiiieniieieeiieeee e
2) Rate in line 1 plus one (for example, 0.105 plus one
WOUId BE 1.105) ..ooiiiiiiiiiieiieeriee e
3) Self-employed rate as a decimal (divide line 1 by line

2) eeeeeeeeee ettt

Self-Employed Person's Deduction Worksheet

Step 1

Enter your rate from the Self-Employed Person’s Rate

WOIKSREEL ...t
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 (Form 1065) plus any elective contributions or

deferrals described under Net earnings from

self-employment, 1ater ...........cccccevveeiiiiiiinie e $
Step 3

Enter your deduction for self-employment tax from

line 27, FOrM 1040 .....ccooiiiiiiiiiienie e $
Step 4

Subtract Step 3 from Step 2 and enter the result ...... $
Step 5

Multiply Step 4 by Step 1 and enter the result ........... $ 00
Step 6

Multiply $160,000 by your plan contribution rate.

Enter the result but not more than $30,000 ................ $ 00000
Step 7

Enter the smaller of Step 5 or Step 6. This is your

maximum deductible contribution. Enter your

deduction on line 29, Form 1040 .........cccceeiiiviniieennnns $
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Example. You are a sole proprietor and have em-
ployees. The terms of your plan provide that you con-
tribute 10%2% (.105) of your compensation, and 10%:%
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 $193,267 by subtracting your self-employment tax
deduction of $6,733. 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,

10%% would be 0.105) ......cccceermiiiienieeiee e 0.105
2) Rate in line 1 plus one, (for example, 0.105 plus one
would be 1.105) ....ooiiiiiiiiiiieiiee e 1.105

3) Self-employed rate as a decimal (divide line 1 by line
2

Self-Employed Person's Deduction Worksheet

Step 1

Enter your rate from the Self-Employed Person's Rate

WOIKSREEL  ......cceviiiiiiiiiiiit e 0.095
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 (Form 1065) plus any elective contributions or

deferrals described under Net earnings from

self-employment, later ..........ccccoviiiiiiiiiiiiie e __$ 200,000
Step 3

Enter your deduction for self-employment tax from

line 27, FOrmM 1040 .....ccoooiiiiiiieiiiee e $ 6,733
Step 4

Subtract Step 3 from Step 2 and enter the result ...... _ $193267
Step 5

Multiply Step 4 by Step 1 and enter the result ........... $ 18,360
Step 6

Multiply $160,000 by your plan contribution rate.

Enter the result but not more than $30,000 ................ $ 16,800
Step 7

Enter the smaller of Step 5 or Step 6. This is your

maximum deductible contribution.

Enter your deduction on line 29, Form 1040. ............. _$ 16,800

Net earnings from self-employment. For SEP pur-
poses, your net earnings are your gross income from
your business minus allowable deductions for that
business. Allowable deductions include contributions
to your employees' SEP-IRAs. You also take into ac-
count the deduction allowed for one-half of your self-
employment tax, and the deduction for contributions to
your own SEP-IRA.

What to include. Include the following items in your
net earnings.

1) Foreign earned income and housing cost amounts.

2) If you are a partner, your distributive share of part-
nership income or loss (other than separately
treated items such as capital gains and losses).

3) If you are a limited partner, guaranteed payments
for services to or for the partnership.

4) Elective contributions or deferrals under any of the
following plans.

a) 401(k) plans.



b) 403(b) plans (tax-sheltered annuities).
c) SEP plans (salary reduction arrangements).

d) Savings incentive match plans for employees
(SIMPLE plans)

e) Cafeteria plans.

f) 457 plans (plans of state and local governments
and certain tax-exempt organizations).

What not to include. Do not include the following
items in your net earnings.

* Tax-free items (or deductions related to them).

* If you are a limited partner, distributions of income
or loss.

Time limit for contributions

To deduct contributions for a year, the employer must
make the contributions by the due date (including ex-
tensions) of the employer's return for the year.

Overall Limit—Employer With Defined
Contribution and SEP Plans

If an employer contributes to a defined contribution re-
tirement plan (a plan under which an individual account
is set up for each participant), annual additions 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.

Are My Employer's Contributions

Taxable?

Your employer's contributions to your SEP-IRA are ex-
cluded from your income rather than deducted from it.
Your employer's contributions to your SEP-IRA should
not be included in your wages on your Form W-2, Wage
and Tax Statement, unless there are contributions un-
der a salary reduction arrangement (explained later).

Unless there are excess contributions, you do not
include any contributions in your gross income; nor do
you deduct any of them.

Excess employer contributions. If your employer
contributes more than is allowed, you must include the
excess in your gross income, without any offsetting
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 1 under Excess Con-
tributions) 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, in-
cluding extensions. However, you may have to pay an
additional 10% tax (discussed in chapter 1 under Pre-
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mature Distributions (Early Withdrawals)) on the early
withdrawal of the interest or other income earned on the
excess contribution.
Excess employer contributions you withdraw af-

ter your return is due. If employer contributions for the
year are $30,000 or less, you can 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 inter-
est or other income earned on the excess contribution.

Can | Contribute to My SEP-IRA?

You can make contributions to your SEP-IRA inde-
pendent of employer SEP contributions. You can de-
duct 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 employer retirement plan. See How
Much Can | Deduct? in chapter 1.

Excess contributions you make. For information on
excess contributions you make to your SEP-IRA inde-
pendent of employer SEP contributions, see What Acts
Result in Penalties? in chapter 1.

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 29, Form 1040. If you also make
deductible contributions to your SEP-IRA (or any other
IRA you own) independent of your employer contribu-
tions, 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
employer contribute part of your pay to your SEP-IRA.
Only the remaining portion of your pay is currently tax-
able. 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 ar-
rangement.

An employer cannot start a new simplified em-
ployee pension (SEP) that includes a salary
C

RN reduction arrangement. Only SEPs that allowed
employees to choose elective deferrals as of December
31, 1996, can include salary reduction arrangements.

Restrictions on election. You can choose elective
deferrals only if all three of the following conditions ex-
ist.

* At least 50% of employees eligible to participate
choose elective deferrals.
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* There were no more than 25 eligible employees at
any time during the preceding year.

* 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
$160,000 cannot be considered in figuring an em-
ployee's deferral percentage.

An elective deferral arrangement is not available for
a SEP maintained by a state or local government, any
of their political subdivisions, agencies, or instrumen-
talities, or 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
arrangements, for 1998, is limited to $10,000. This limit
applies 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 (see
Restrictions on election, earlier), 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 reductions), made
by your employer to the SEP-IRA are subject to the
overall limit of 15% of your compensation (generally up
to $160,000 for 1998) or $30,000, whichever is less.

When Can | Withdraw or Use
SEP-IRA Assets?

An employer cannot prohibit withdrawals from a
SEP-IRA. Also, an employer cannot condition contri-
butions 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 traditional IRA rules. For information on these
rules, including tax treatment of distributions, tax-free
rollovers, required distributions, and income tax with-
holding, see Can | Move Retirement Plan Assets? and
When Can | Withdraw or Use IRA Assets? in chapter
1.

5.

Savings Incentive
Match Plans for
Employees (SIMPLE)
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This chapter is for employees who need information
about savings incentive match plans for employees
(SIMPLE plans). It explains what a SIMPLE plan is,
contributions, and withdrawals.

Under a SIMPLE plan, SIMPLE retirement accounts
for participating employees can be set up either as:

* Part of a 401(k) plan, or
¢ A plan using IRAs (SIMPLE IRAS).

This chapter only discusses the SIMPLE plan rules as
they relate to SIMPLE IRAs. See Publication 560 for
information on any special rules for plans that do not
use IRAs.

If your employer maintains a SIMPLE plan, you
@ must be notified, in writing, that you can choose
the financial institution that will serve as trustee
for your SIMPLE IRA and that you can rollover or

transfer your SIMPLE IRA to another financial institu-
tion. See Rollovers and Transfers Exception, later.

What Is a SIMPLE Plan?

A SIMPLE plan is a tax-favored retirement plan that
certain small employers (including self-employed indi-
viduals) can set up for the benefit of their employees.
See Publication 560 for information on the requirements
employers must satisfy to set up a SIMPLE plan.

A SIMPLE plan is a written agreement (salary re-
duction arrangement ) between an employer and an
employee that allows an eligible employee (including a
self-employed individual) to choose to:

* Reduce his or her compensation by a certain per-
centage each pay period, and

* Have the employer contribute the salary reductions
to a SIMPLE IRA on behalf of the employee. These
contributions are called salary reduction contribu-
tions.

All contributions under a SIMPLE IRA plan must be
made to SIMPLE IRAs, not to any other type of IRA.
The SIMPLE IRA can be an individual retirement ac-
count or an individual retirement annuity, described in
chapter 1. Contributions are made on behalf of eligible
employees . (See Eligible Employees, later.) Contribu-
tions are also subject to various limits . (See How Much
Can Be Contributed to a SIMPLE IRA on My Behalf?,
later.)

In addition to salary reduction contributions, an
employer must make either matching contributions
or nonelective contributions . See How Are Contribu-
tions Made?, later.

Eligible Employees
Employees must be allowed to participate in the em-
ployer's SIMPLE plan if they:

* Received at least $5,000 in compensation from the
employer during any 2 years prior to the current
year, and

Chapter 5 Savings Incentive Match Plans for Employees (SIMPLE)



* Are reasonably expected to receive at least $5,000
in compensation during the calendar year for which
contributions are made.

Self-employed individual. For plan purposes, the
term employee includes a self-employed individual who
received earned income.

Excludable employees.
from eligibility the following:

An employer can exclude

* Employees whose retirement benefits are covered
by a collective bargaining agreement (union con-
tract).

* Employees who are nonresident aliens and received
no earned income from sources within the United
States.

* Employees who would not have been eligible em-
ployees if an acquisition, disposition, or similar
transaction had not occurred during the year. See
Publication 560 for more information.

Compensation — employee. For purposes of the
SIMPLE plan rules, an employee's compensation for a
year generally includes the following:

* Wages, tips, and other pay from the employer that
is subject to income tax withholding, and

» Deferred amounts elected under any 401(k) plans,
403(b) plans, government (section 457(b)) plans,
SEP plans, and SIMPLE plans.

Compensation — self-employed individual. For
purposes of the SIMPLE plan rules, a self-employed
individual's compensation for a year is his or her net
earnings from self-employment (line 4, Section A of
Schedule SE (Form 1040)) before subtracting any
contributions made to a SIMPLE IRA on his or her be-
half.

How Are Contributions Made?

Contributions under a salary reduction agreement are
called salary reduction contributions. They are made
on your behalf by the employer. Employers must also
make either matching contributions or nonelective con-
tributions.

Salary reduction contributions. During the 60-day
period before the beginning of any year, and during the
60-day period before the employee is eligible, an eligi-
ble employee can choose salary reduction contributions
expressed either as a percentage of compensation, or
as a specific dollar amount (if the employer offers this
choice). An employee can choose to cancel the
election at any time during the year.

An employer cannot place restrictions on the contri-
butions amount (such as by limiting the contributions
percentage), except to comply with the salary reduction
contributions limit, discussed later.

Chapter 5 Savings Incentive Match Plans for Employees (SIMPLE)

Matching contributions. Employers, unless they
choose to make non-elective contributions, must make
contributions equal to the salary reduction contributions
chosen (elected) by the employee, but only up to certain
limits. See How Much Can Be Contributed to a SIMPLE
IRA on My Behalf?, later. These contributions are in
addition to the salary reduction contributions and must
be made to the SIMPLE IRAs of all eligible employees
(defined earlier) who chose salary reductions. These
contributions are referred to as matching contributions.

Matching contributions on behalf of a self-employed
individual are not treated as salary reduction contribu-
tions.

Nonelective contributions. Instead of making
matching contributions, employers, if they satisfy cer-
tain requirements, can choose to make nonelective
contributions on behalf of all eligible employees. These
nonelective contributions must be made on behalf of
each eligible employee who has at least $5,000 of
compensation from the employer, whether or not the
employee chose salary reductions.

One of the requirements the employer must satisfy
is notifying the employees that the election was made.
For other requirements that the employer must satisfy,
see Publication 560.

How Much Can Be
Contributed to a SIMPLE IRA
on My Behalf?

The limits on contributions to a SIMPLE IRA vary with
the type of contribution that is made.

Salary reduction contributions. For 1998, salary re-
duction contributions (employee-chosen contributions)
that an employer can make on behalf of an employee
under a SIMPLE plan are limited to $6,000.

If an employee is a participant in any other
employer plans during the year and has elective
C,

NN salary reductions or deferred compensation
under those plans, the salary reduction contributions
under the SIMPLE plan also are included in the $9,500
annual limit on exclusions of salary reductions and
other elective deferrals.

If the other plan is a deferred compensation plan of
a state or local government or a tax-exempt organiza-
tion, the limit on elective deferrals is $8,000.

The employee, not the employer, is responsible for
monitoring compliance with these limits.

Matching employer contributions. Generally, an
employer must make matching contributions to the
SIMPLE IRA of each eligible employee in an amount
equal to the employee's salary reduction contributions.
These matching contributions cannot be more than 3%
of the employee's compensation for the calendar year.
See Matching contributions less than 3%, later.

Example 1. In 1998, Paul was a participant in his
employer's SIMPLE plan. His compensation, before
SIMPLE plan contributions, was $41,600, or $800 per
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week. Instead of taking it all in cash, Paul elected to
have 12.5% of his weekly pay ($100) contributed to his
SIMPLE IRA. For the full year, Paul's salary reduction
contributions were $5,200, which is less than the
$6,000 limit on these contributions.

Under the plan, Paul's employer was required to
make matching contributions to Paul's SIMPLE IRA.
Because the employer's matching contributions must
equal Paul's salary reductions, but cannot be more than
3% of his compensation (before salary reductions) for
the year, his employer's matching contribution was
limited to $1,248 (3% of $41,600).

Example 2. Assume the same facts as in Example
1, except that Paul's compensation for the year was
$240,000 and he chose to have 2.5% of his weekly pay
contributed to his SIMPLE IRA. In this example, Paul's
salary reduction contributions for the year (2.5% times
$240,000) were equal to the 1998 limit for salary re-
duction contributions—$6,000. Because 3% of Paul's
compensation ($7,200) is more than the amount the
employer was required to match ($6,000), the employ-
er's matching contributions were limited to $6,000. In
this example, total contributions made on Paul's behalf
for the year were $12,000, the maximum contributions
permitted under a SIMPLE plan for 1998.

Matching contributions less than 3%. An em-
ployer can reduce the 3% limit on matching contribu-
tions for a calendar year, but only if:

1) The limit is not reduced below 1%,

2) The limit is not reduced for more than 2 years out
of the 5-year period that ends with (and includes)
the year for which the election is effective, and

3) Employees are notified of the reduced limit within
a reasonable period of time before the 60-day
election period during which employees can enter
into salary reduction agreements.

For purposes of applying the rule in item (2) in de-
termining whether the limit was reduced below 3% for
the year, any year before the first year in which an
employer (or a predecessor employer) maintains a
SIMPLE IRA plan will be treated as a year for which the
limit was 3%. If an employer chooses to make none-
lective contributions for a year (discussed next), that
year also will be treated as a year for which the limit
was 3%.

Nonelective employer contributions. If an employer
chooses to make nonelective contributions, instead of
matching contributions, to each eligible employee's
SIMPLE IRA, contributions must be 2% of the employ-
ee's compensation for the entire year. For 1998, only
$160,000 of the employee's compensation can be taken
into account to figure the contribution limit.

An employer can substitute the 2% nonelective con-
tribution for the matching contribution for a year, only
if:

1) Eligible employees are notified that a 2% nonelec-
tive contribution will be made instead of a matching
contribution, and
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2) This notice is provided within a reasonable period
during which employees can enter into salary re-
duction agreements.

Example 3. Assume the same facts as in Example
2, except that Paul's employer chose to make none-
lective contributions instead of matching contributions.
Because the employer's nonelective contributions are
limited to 2% of up to $160,000 of Paul's compensation,
the employer's contribution to Paul's SIMPLE IRA was
limited to $3,200 for 1998. In this example, total contri-
butions made on Paul's behalf for the year were $9,200
(Paul's salary reductions of $6,000 plus the employer's
contribution of $3,200).

When Can | Withdraw or Use
SIMPLE IRA Assets?

Generally, the same distribution (withdrawal) rules that
apply to traditional IRAs apply to SIMPLE IRAs. These
rules are discussed in chapter 1.

An employer cannot restrict an employee from mak-
ing withdrawals from a SIMPLE IRA.

Are Distributions Taxable?

Generally, distributions from a SIMPLE IRA are fully
taxable as ordinary income. If the distribution is a pre-
mature distribution (discussed in chapter 1), it may be
subject to the additional tax on premature distributions.
See Additional Tax on Premature Distributions (Early
Withdrawals), later.

Rollovers and Transfers Exception

Generally, rollovers and trustee-to-trustee transfers are
not taxable distributions. See Two-year rule, next.

Two-year rule. To qualify as a tax-free rollover (or a
tax-free trustee-to-trustee transfer), a rollover distribu-
tion (or a transfer) made from a SIMPLE IRA during the
two-year period beginning on the date on which the
individual first participated in his or her employer's
SIMPLE plan must be contributed (or transferred) to
another SIMPLE IRA. The two-year period begins on
the first day on which contributions made by the indi-
vidual's employer are deposited in the individual's
SIMPLE IRA.

After the two-year period, amounts in a SIMPLE IRA
can be rolled over or transferred tax free to an IRA other
than a SIMPLE IRA.

Additional Tax on Premature Distributions
(Early Withdrawals)

The additional tax on premature distributions (dis-
cussed in chapter 1) applies to SIMPLE IRAs. If a dis-
tribution is a premature distribution and occurs during
the 2-year period following the date on which the indi-
vidual first participated in his or her employer's SIMPLE
plan, the additional tax on premature distributions is
increased from 10% to 25%.

Also, if a rollover distribution (or transfer) from a
SIMPLE IRA does not satisfy the two-year rule, and is
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otherwise a premature distribution, the additional tax
imposed because of the premature distribution is in-
creased from 10% to 25% of the amount distributed.

6.

How To Get More
Information

You can order free publications and forms, ask tax
guestions, and get more information from the IRS in
several ways. By selecting the method that is best for
you, you will have quick and easy access to tax help.

Free tax services. To find out what services are
available, get Publication 910, Guide to Free Tax Ser-
vices. It contains a list of free tax publications and an
index of tax topics. It also describes other free tax in-
formation services, including tax education and assist-
ance programs and a list of TeleTax topics.

Personal computer. With your personal com-

puter and modem, you can access the IRS on

the Internet at www.irs.ustreas.gov . While
visiting our Web Site, you can select:

* Frequently Asked Tax Questions to find answers to
questions you may have.

* Fill-in Forms to complete tax forms on-line.

* Forms and Publications to download forms and
publications or search publications by topic or
keyword.

e Comments & Help to e-mail us with comments
about the site or with tax questions.

* Digital Dispatch and IRS Local News Net to receive
our electronic newsletters on hot tax issues and
news.

You can also reach us with your computer using any
of the following.

* Telnet at iris.irs.ustreas.gov
* File Transfer Protocol at ftp.irs.ustreas.gov
¢ Direct dial (by modem) 703-321-8020

your fax machine, you can receive forms, in-

structions, and tax information by calling
703-368-9694. Follow the directions from the prompts.
When you order forms, enter the catalog number for the
form you need. The items you request will be faxed to
you.

TaxFax Service. Using the phone attached to
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E Phone. Many services are available by phone.

* Ordering forms, instructions, and publica-
tions. Call 1-800-829-3676 to order current
and prior year forms, instructions, and pub-
lications.

* Asking tax questions. Call the IRS with your
tax questions at 1-800—829-1040.

» TTY/TDD equipment. If you have access to
TTY/TDD equipment, call 1-800-829-4059
to ask tax questions or to order forms and
publications.

» TeleTax topics. Call 1-800-829—-4477 to
listen to pre-recorded messages covering
various tax topics.

Evaluating the quality of our telephone ser-
vices. To ensure that IRS representatives give
accurate, courteous, and professional answers,
we evaluate the quality of our telephone ser-
vices in several ways.

* A second IRS representative sometimes
monitors live telephone calls. That person
only evaluates the IRS assistor and does not
keep a record of any taxpayer's name or tax
identification number.

* We sometimes record telephone calls to
evaluate IRS assistors objectively. We hold
these recordings no longer than one week
and use them only to measure the quality
of assistance.

* We value our customers' opinions.
Throughout this year, we will be surveying
our customers for their opinions on our ser-
vice.

@l Walk-in. You can pick up certain forms, in-
w structions, and publications at many post of-
fices, libraries, and IRS offices. Some libraries

and IRS offices have an extensive collection of products

available to print from a CD-ROM or photocopy from
reproducible proofs.

Mail. You can send your order for forms, in-
structions, and publications to the Distribution
Center nearest to you and receive a response

7 to 15 workdays after your request is received. Find
the address that applies to your part of the country.

* Western part of U.S.:
Western Area Distribution Center
Rancho Cordova, CA 95743-0001

* Central part of U.S.:
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Central Area Distribution Center
P.O. Box 8903
Bloomington, IL 61702-8903

* Eastern part of U.S. and foreign addresses:
Eastern Area Distribution Center
P.O. Box 85074
Richmond, VA 23261-5074

K CD-ROM. You can order IRS Publication 1796,
‘@Q Federal Tax Products on CD-ROM, and obtain:
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* Current tax forms, instructions, and publications.
* Prior-year tax forms, instructions, and publications.

* Popular tax forms which may be filled-in electron-
ically, printed out for submission, and saved for
recordkeeping.

¢ Internal Revenue Bulletins.

The CD-ROM can be purchased from National Techni-
cal Information Service (NTIS) for $25.00 by calling
1-877-233-6767 or for $18.00 on the Internet at
www.irs.ustreas.gov/cdorders. The first release is
available in mid-December and the final release is
available in late January.



Appendices

To help you complete your tax
return, use the following appendi-
ces that include worksheets, sam-
ple forms, and tables.

1) Appendix A — Summary
Record of Traditional IRA(s) for
1998 and Worksheet For De-
termining Required Annual
Distributions From Your Tradi-
tional IRA(S).

2) Appendix B — Worksheets
you use if you receive social
security benefits and are sub-
ject to the IRA deduction
phaseout rules. A filled-in ex-
ample is included.

a) Worksheet 1, Computation
of Modified AGlI.

b) Worksheet 2, Computation
of Traditional IRA De-
duction.

c) Worksheet 3, Computation
of Taxable Social Security
Benefits.

d) Comprehensive Example
and completed work-
sheets.

3) Appendix C — Filled-in Form

5329, Additional Taxes Attrib-
utable to IRAs, Other Qualified
Retirement Plans, Annuities,
Modified Endowment Con-
tracts, and MSAs.

4) Appendix D — Filled-in Forms

8606, Nondeductible IRAs.

5) Appendix E — Life Expect-

ancy Tables and the Table for
Determining Applicable Divisor
for MDIB (Minimum Distribution
Incidental Benefit). These ta-
bles are included to assist you
in computing your required
minimum distribution amount if
you have not taken all your
assets from all your traditional
IRAs before age 70%..

6) Appendix F —

Contribution/Distribution Quick
Reference Chart—IRAs.
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APPENDIX A. Summary Record of Traditional IRA(s) for 1998 (You May Keep This for Your Records.)

Name
I was [] covered [ not covered by my employer’s retirement plan during the year.

| became age 59%2 on
(month) (day) (year)

| became age 70%2 on

(month) (day) (year)
Contributions

. ; Fair Market value of IRA
Name of traditional IRA Date Amount Cfgn;gbuted for S:r?t(iil;ulzkr)%llover as of December 31,
1998, from Form 5498
1.
2.
3.
4,
5.
Total
Total contributions deducted on tax return $

Total contributions treated as nondeductible on Form 8606 $

Distributions

Reason (e.g., for Income -arfnx(i?rlﬁ Nontaxable
N Amount of retirement, rollover, earned reported on amount from
Name of traditional IRA Date distribution conversion, withdrawal of on IRA incrz)ome tax Form 8606,
excess contributions, etc.) line 10
return
1.
2.
3.
4.
Total
Basis of all traditional IRAs as of 12/31/98 (from Form 8606, line 11) $
Basis of all traditional IRAs for 1998 (from Form 8606, line 12) $
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 TRADITIONAL IRA(s)
1. Age 70%2 71> 72Y> 73%2 74Y> 75%2

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.

?Use 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 70%: 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 Requirement in Chapter 1.

%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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APPENDIX B. Worksheets for Social Security Recipients Who Contribute to a Traditional IRA

If you receive social security benefits, have taxable compensation, contribute to your traditional IRA,
and you or your spouse are covered by an employer retirement plan, complete the following worksheets.
(See Are You Covered by an Employer Plan? in chapter 1.)

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.

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

Filing Status—Check only one box:

[ 1 A. Married filing a joint return

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

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

10)

Adjusted gross income (AGI) from Form 1040 or Form 1040A (not taking into account
any social security benefits from Form SSA-1099 or RRB-1099, any deduction for
contributions to a traditional IRA, any student loan interest deduction, or any exclusion
of interest from savings bonds to be reported on Form 8815) .

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

Enter one half of line 2 .

Enter the amount of any foreign earned income exclusion, foreign housing exclusion,
U.S. possessions income exclusion, exclusion of income from Puerto Rico you claimed
as a bona fide resident of Puerto Rico, or exclusion of employer-paid adoption
expenses .

Enter the amount of any tax-exempt interest reported on line 8b of Form 1040 or
1040A .

Add lines 1, 3, 4, and 5 .

Enter the amount listed below for your filing status.

® $32,000 if you checked box A above.

® $25,000 if you checked box B above.

® $-0- if you checked box C above.

Subtract line 7 from line 6. If zero or less, enter 0 on this line

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 .

e $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 9 from line 8. If zero or less, enter -0-,
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APPENDIX B. (Continued)

11)
12)
13)
14)
15)
16)

17)

18)

19)

Enter the smaller of line 8 or line 9,

Enter one half of line 11

Enter the smaller of line 3 or line 12 .

Multiply line 10 by .85. If line 10 is zero, enter -0- .
Add lines 13 and 14 .

Multiply line 2 by .85.

Taxable benefits to be included in Modified AGI for traditional IRA deduction
purposes. Enter the smaller of line 15 or line 16.

Enter the amount of any employer-paid adoption expenses exclusion and any foreign
earned income exclusion and foreign housing exclusion or deduction that you claimed

Modified AGI for determining your reduced traditional IRA deduction— add lines 1,
17, and 18. Enter here and on line 2 of Worksheet 2, next. ..

Page 60




APPENDIX B. (Continued)

Worksheet 2
Computation of Traditional IRA Deduction
(For use only by taxpayers who receive social security benefits)

status is: is over: below:

If your filing And your modified AGI Enter on line 1

Married-joint return or

Married-joint return

(You are not covered
by an employer plan

deduction for each of you separately.

qualifying widow(er) $ 50,000* $ 60,000

but your spouse is) $150,000 $160,000
Single, or Head of

household $ 30,000* $ 40,000
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.

**If 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 you or your spouse worked and you both contributed to IRAs, figure the

1. Enter the applicable amount from above
2. Enter your modified AGI from Worksheet 1, line 19

Note: If line 2 is equal to or more than the amount on line 1, stop here; your traditional
IRA contributions are not deductible. Proceed to Worksheet 3.

3. Subtract line 2 from line 1 .

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, enter $200 . e e s

5. Enter your compensation. (If you are the lower income spouse, include your spouse’s
compensation reduced by his or her IRA deduction and any contributions to Roth IRAs.)

6. Enter contributions you made, or plan to make, to your traditional IRA for 1998, but do
not enter more than $2,000 .

7. 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 or 1040A line for your IRA. (If the
amount on line 6 is more than the amount on line 7, complete line 8.) e

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,
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Worksheet 3
Computation of Taxable Social Security Benefits
(For use by taxpayers who receive social security benefits and take a traditional IRA deduction)

Filing Status—Check only one box:

L1 A. Married filing a joint return

L] 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

10)
11)

12)

Adjusted gross income (AGI) from Form 1040 or Form 1040A (not taking into account
any IRA deduction, any student loan interest deduction, any social security benefits
from Form SSA-1099 or RBB-1099, or any exclusion of interest from savings bonds

to be reported on Form 8815) .

Deduction(s) from line 7 of Worksheet(s) 2

Subtract line 2 from line 1

Enter amount in Box 5 of all Forms SSA-1099 and Forms RRB-1099

Enter one half of line 4

Enter the amount of any foreign earned income exclusion, foreign housing exclusion,
exclusion of income from U.S. possessions, exclusion of income from Puerto Rico
you claimed as a bona fide resident of Puerto Rico, or exclusion of employer-paid

adoption expenses .

Enter the amount of any tax-exempt interest reported on line 8b of Form 1040 or
1040A .

Add lines 3,5, 6 and 7

Enter the amount listed below for your filing status
® $32,000 if you checked box A above.

® $25,000 if you checked box B above.

® $-0- if you checked box C above.

Subtract line 9 from line 8. If zero or less, enter 0 on this line

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 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 or less, enter -0- .
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13) Enter the smaller of line 10 or line 11

14) Enter one half of line 13

15) Enter the smaller of line 5 or line 14 .

16) Multiply line 12 by .85. If line 12 is zero, enter -O- .
17) Add lines 15 and 16 .

18) Multiply line 4 by .85

19) Taxable social security benefits. Enter the smaller of line 17 or line 18
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Comprehensive Example

Determining Your Traditional IRA Deduction and the Taxable Portion of Your

Social Security Benefits

John Black is married and files a joint return. He had 1998 wages of $52,500. His wife did not work in
1998. He also received social security benefits of $7,000 and made a $2,000 contribution to his traditional
IRA for the year. He had no foreign income, no tax-exempt interest, and no adjustments to income on lines
24 through 31 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 1998 IRA deduction is $310. He must
either withdraw the contributions that are more than the deduction (the $1,690 shown on line 8 of Worksheet
2), or treat the excess amounts as nondeductible contributions (in which case he must complete Form 8606
and attach it to his Form 1040).

The completed worksheets that follow show how John figured his modified AGI to determine the IRA
deduction 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

L] 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

Adjusted gross income (AGI) from Form 1040 or Form 1040A (not taking into account
any social security benefits from Form SSA-1099 or RRB-1099, any deduction for
contributions to a traditional IRA, any student loan interest deduction, or any
exclusion of interest from savings bonds to be reported on Form 8815)

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

Enter the amount of any foreign earned income exclusion, foreign housing exclusion,
U.S. possessions income exclusion, exclusion of income from Puerto Rico you
claimed as a bona fide resident of Puerto Rico, or exclusion of employer-paid
adoption expenses e

Enter the amount of any tax-exempt interest reported on line 8b of Form 1040 or
1040A . .

Add lines 1, 3, 4, and 5

Enter the amount listed below for your filing status
® $32,000 if you checked box A above.

® $25,000 if you checked box B above.

® $-0- if you checked box C above.

Subtract line 7 from line 6. If zero or less, enter zero on this line

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.

_ $52,500

7,000

3,500

24,000

12,000
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10)
11)
12)
13)
14)
15)
16)

17)

18)

19)

Subtract line 9 from line 8. If zero or less, enter -0-
Enter the smaller of line 8 or line 9

Enter one half of line 11

Enter the smaller of line 3 or line 12 .

Multiply line 10 by .85. If line 10 is zero, enter -0- .
Add lines 13 and 14 .

Multiply line 2 by .85

Taxable benefits to be included in Modified AGI for traditional IRA deduction
purposes. Enter the smaller of line 15 or line 16

Enter the amount of any employer-paid adoption expenses exclusion and any
foreign earned income exclusion and foreign housing exclusion or deduction
that you claimed .

MODIFIED AGI for determining your reduced traditional IRA deduction—add
lines 1, 17, and 18. Enter here and on line 2 of Worksheet 2, next

12,000

12,000

6,000

3,500

10,200

13,700

5,950

5,950

58,450
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Worksheet 2
Computation of Traditional IRA Deduction
(For use only by taxpayers who receive social security benefits)

If your filing And your modified AGI Enter on line 1
status is: is over: below:

Married-joint return,

or qualifying widow(er) $ 50,000* $ 60,000
Married-joint return

(You are not covered

by an employer plan

but your spouse is) $150,000 $160,000
Single, or Head

of household $ 30,000* $ 40,000
Married-separate return** $ -0-* $ 10,000

*1If 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 you or your spouse worked and you both contributed to IRAs, figure the
deduction for each of you separately.

1. Enter the applicable amount from above . . . . . . . . . . . . . . . . .. _$60,000
2. Enter your modified AGI from Worksheet 1, line19 . . . . . . . . . . . . . _ 958450

Note: If line 2 is equal to or more than the amount on line 1, stop here; your traditional
IRA contributions are not deductible. Proceed to Worksheet 3.

3. Subtractline 2 fromlinel . . . . . . . . . . . . L L L. L. _ 150

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, enter $200 . . . . . . . . . . . . . . . . . . . __ 310

5. Enter your compensation. (If you are the lower income spouse, include your spouse’s
compensation reduced by his or her IRA deduction and any contributions to Roth IRAS.) _ 52,500

6. Enter contributions you made, or plan to make, to your traditional IRA for 1998, but do
not enter more than $2,000 . . . . . . . . . . . . . . . . . . . ... ___2000

7. 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 or 1040A line for your IRA.
(If the amount on line 6 is more than the amount on line 7, complete line 8.) . . . . _ 310

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 . . . . . 169
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Worksheet 3
Computation of Taxable Social Security Benefits

(For use by taxpayers who receive social security benefits and take a traditional IRA deduction)

Filing Status—Check only one box:
M A. Married filing a joint return
L[] B. Single, Head of Household, Qualifying Widow(er), or Married filing separately and

lived apart from your spouse during the entire year

L1 c. Married filing separately and lived with your spouse at any time during the year

1)

10)

11)

12)

Adjusted gross income (AGI) from Form 1040 or Form 1040A (not taking into account
any IRA deduction, any student loan interest deduction, any social security benefits
from Form SSA-1099 or RBB-1099, or any exclusion of interest from savings bonds
to be reported on Form 8815) .

Deduction(s) from line 7 of Worksheet(s) 2

Subtract line 2 from line 1

Enter the amount in Box 5 of all Forms SSA-1099 and Forms RRB-1099 .
Enter one half of line 4 .

Enter the amount of any foreign earned income exclusion, foreign housing exclusion,
exclusion of income from U.S. possessions, exclusion of income from Puerto Rico
you claimed as a bona fide resident of Puerto Rico, or exclusion of employer-paid
adoption expenses G e

Enter the amount of any tax-exempt interest reported on line 8b of Form 1040 or
1040A .

Add lines 3, 5, 6 and 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.

Subtract line 9 from line 8. If zero or less, enter 0 on this line

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 before 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

Subtract line 11 from line 10. If zero or less, enter -0- .

$52,500

310
52,190
7,000

3,500

23,690

12,000

11,690
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13)
14)
15)
16)
17)
18)

19)

Enter the smaller of line 10 or line 11

Enter one half of line 13

Enter the smaller of line 5 or line 14 ,

Multiply line 12 by .85. If line 12 is zero, enter -0- .
Add lines 15 and 16 .

Multiply line 4 by .85

Taxable social security benefits. Enter the smaller of line 17 or line 18

12,000
6,000
3,500

9,937

13,437

5,950

5,950
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APPENDIX C. Filled-in Forms 5329 (for Examples in Chapter 1)

5 329 Additional Taxes Attributable to IRAs, Other OMB No. 1545-0203

Form Qualified Retirement Plans, Annuities, Modified 1998
Endowment Contracts, and MSAs
Department of the Treasury (Under Sections 72, 530, 4973, and 4974 of the Internal Revenue Code) Attachment
Internal Revenue Service » Attach to Form 1040. See separate instructions. Sequence No. 29
Name of individual subject to additional tax. (If married filing jointly, see page 2 of the instructions.) Your social security number
Paul Jones 003 00: 0000

Fill in Your Address Only Home address (number and street), or P.O. box if mail is not delivered to your home Apt. no.
If You Are Filing This
Form by Itself and Not City, town or post office, 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 only, see Who Must File in the instructions
before continuing. You may be able to report this tax directly on Form 1040 without filing Form 5329.

Tax on Early Distributions

Complete this part if a taxable distribution was made from your qualified retirement plan (including an IRA other than an education (Ed)
IRA), annuity contract, or modified endowment contract before you reached age 59%: (or was incorrectly indicated as such on your
Form 1099-R—see instructions). Note: You must include the amount of the distribution on line 15b or 16b of Form 1040.

1 Early distributions included in gross income (see page 2 of the instructions) . . . . . . . 1
2 Distributions excepted from additional tax (see page 2 of the instructions). Enter appropriate
exception number from instructions »___ | e e e 2
3 Amount subject to additional tax. Subtract line 2 from Ilne l .. e e 3
4  Tax due. Multiply line 3 by 10% (.10). Enter here and on Form 1040 I|ne 53 o 4

Caution: If any amount on line 3 was a distribution from a SIMPLE retirement plan, you must muItlpIy that distribution by 25%
(.25) instead of 10%. See instructions for more information.

Tax on Distributions From Ed IRAs Not Used for Educational Expenses

Complete this part if a distribution was made from your Ed IRA and was not used for educational expenses.

Note: You must include the amount of the distribution on line 15b of Form 1040.

5 Taxable amount from line 29 of Form 8606 .

6 Distributions excepted from additional tax (see page 3 of the |nstruct|ons)

7  Amount subject to additional tax. Subtract line 6 from line 5 . .

8 Tax due. Multiply line 7 by 10% (.10). Enter here and on Form 1040 I|ne 53
Tax on Excess Contributions to Traditional IRAs
Complete this part if, either in this year or in earlier years, you contributed more to your traditional IRAs than is or was allowable
and you have an excess contribution subject to tax.

[eoBENRI N[

9 Excess contributions for 1998 (see page 3 of the instructions). Do not include this amount on
Form 1040, line 23 . 9 500
10 Earlier year excess contrlbutlons not preV|0ust ellmlnated (see page
3 of the instructions) . . . . . . . . . . . . . . . . |10
11 Contribution credit. If your actual contribution for 1998 is less than
your maximum allowable contribution, see page 3 of the instructions;
otherwise, enter -0- Lo . . 11
12 1998 distributions from your tradltlonal IRA accounts that are
includible in taxable income . . . . . . . . . . . . . . 12
13 1997 tax year excess contributions (if any) withdrawn after the due
date (including extensions) of your 1997 income tax return, and 1996
and earlier tax year excess contributions withdrawn in 1998 . . . |13
14 Addlines11,12,and 13 . . . . . . . . . . . . . . . |14
15 Adjusted earlier year excess contributions. Subtract line 14 from line 10. Enter the result, but
not less than zero . . . e e s 15
16 Total excess contributions. Add I|nes 9 and 15 o 16 500
17 Tax due. Enter the smaller of 6% (.06) of line 16 or 6% (. 06) of the value of your tradltlonal IRAs
on the last day of 1998. Also enter this amount on Form 1040, line53 . . . . . . . . |17 30
Tax on Excess Contributions to Roth IRAs
18 Excess contributions for 1998 (see page 4 of the instructions). . 18
19 Tax due. Enter the smaller of 6% (.06) of line 18 or 6% (.06) of the value of your Roth IRAs on
the last day of 1998. Also enter this amount on Form 1040, line53. . . . . . . . . . 19
For Paperwork Reduction Act Notice, see page 4 of separate instructions. Cat. No. 13329Q Form 5329 (1998)
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5 329 Additional Taxes Attributable to IRAs, Other OMB No. 1545-0203

Form Qualified Retirement Plans, Annuities, Modified 1998
Endowment Contracts, and MSAs
Department of the Treasury (Under Sections 72, 530, 4973, and 4974 of the Internal Revenue Code) Attachment
Internal Revenue Service » Attach to Form 1040. See separate instructions. Sequence No. 29
Name of individual subject to additional tax. (If married filing jointly, see page 2 of the instructions.) Your social security number
Tom Jones 004; 00 ; 0000

Fill in Your Address OnIy Home address (number and street), or P.O. box if mail is not delivered to your home Apt. no.
If You Are Filing This
Form by Itself and Not City, town or post office, 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 only, see Who Must File in the instructions
before continuing. You may be able to report this tax directly on Form 1040 without filing Form 5329.

Tax on Early Distributions

Complete this part if a taxable distribution was made from your qualified retirement plan (including an IRA other than an education (Ed)
IRA), annuity contract, or modified endowment contract before you reached age 59%: (or was incorrectly indicated as such on your
Form 1099-R—see instructions). Note: You must include the amount of the distribution on line 15b or 16b of Form 1040.

1 Early distributions included in gross income (see page 2 of the instructions) . . . . . . . 1 3,000
2 Distributions excepted from additional tax (see page 2 of the instructions). Enter appropriate

exception number from instructions » . e e e 2 0
3 Amount subject to additional tax. Subtract line 2 from Ilne 1 .. e 3 3,000
4  Tax due. Multiply line 3 by 10% (.10). Enter here and on Form 1040 Ilne 53 o 4 300

Caution: If any amount on line 3 was a distribution from a SIMPLE retirement plan, you must multlply that distribution by 25%
(.25) instead of 10%. See instructions for more infor mation.

Part Il Tax on Distributions From Ed IRAs Not Used for Educational Expenses
Complete this part if a distribution was made from your Ed IRA and was not used for educational expenses.
Note: You must include the amount of the distribution on line 15b of Form 1040.

5 Taxable amount from line 29 of Form 8606 .

6 Distributions excepted from additional tax (see page 3 of the lnstructlons)

7 Amount subject to additional tax. Subtract line 6 from line 5 . .

8 Tax due. Multiply line 7 by 10% (.10). Enter here and on Form 1040 Ilne 53
Tax on Excess Contributions to Traditional IRAs
Complete this part if, either in this year or in earlier years, you contributed more to your traditional IRAs than is or was allowable
and you have an excess contribution subject to tax.

[eoBENRI NI}

9 Excess contributions for 1998 (see page 3 of the instructions). Do not include this amount on
Form 1040, line 23 . . . . 9
10 Earlier year excess contnbutlons not prevnously ellmlnated (see page
3 of the instructions) . . . . . . . . . . . . . . . . |10

11 Contribution credit. If your actual contribution for 1998 is less than
your maximum allowable contribution, see page 3 of the instructions;

otherwise, enter -0- .. . . 11
12 1998 distributions from your tradltlonal IRA accounts that are
includible in taxable income . . . . . . S .12

13 1997 tax year excess contributions (if any) withdrawn after the due
date (including extensions) of your 1997 income tax return, and 1996

and earlier tax year excess contributions withdrawn in 1998 . . . 13
14 Add lines 11,12,and 13 . . . . . . . . . . . . . . . |14
15 Adjusted earlier year excess contributions. Subtract line 14 from line 10. Enter the result, but

not less than zero . . )
16 Total excess contributions. Add lines 9 and 15. . . . . . . . . . . . . . . .. 16
17 Tax due. Enter the smaller of 6% (.06) of line 16 or 6% (.06) of the value of your traditional IRAs

on the last day of 1998. Also enter this amount on Form 1040, line53 . ., . . . . . 17

SETGMWA Tax on Excess Contributions to Roth IRAs

18 Excess contributions for 1998 (see page 4 of the instructions). . 18
19 Tax due. Enter the smaller of 6% (.06) of line 18 or 6% (.06) of the value of your Roth IRAs on
the last day of 1998. Also enter this amount on Form 1040, line53. . . . . . . . . . 19
For Paperwork Reduction Act Notice, see page 4 of separate instructions. Cat. No. 13329Q Form 5329 (1998)
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Form 8606 Nondeductible IRAs

» See separate instructions.

Department of the Treasury
Internal Revenue Service » Attach to Form 1040, Form 1040A, or Form 1040NR.

OMB No. 1545-1007

1998

Attachment
Sequence No. 48

Name. If married, file a separate Form 8606 for each spouse who is required to file Form 8606. See page 5 of instructions.

Your social security number

Bill King 002: 00 : 0000
Fill in Your Address Only Home address (number and street, or P.O. box if mail is not delivered to your home) Apt. no.
if You Are Filing This
Form by Itself and Not City, town or post office, state, and ZIP code
With Your Tax Return
Traditional IRAs (Nondeductible Contributions, Distributions, and Basis)
Caution: If you converted part or all of your traditional IRAs to Roth IRAs in 1998, go to Part Il.
1 Enter your nondeductible contributions to traditional IRAs for 1998, including those made during
1/1/99-4/15/99 that were for 1998. See page 5 1 0
2 Enter your total IRA basis for 1997 and earlier years. See page 5 2 2,000
3 Addlines1and?2 . 3 2,000
Did you receive No P» Enter the amount from line 3 on
any distributions line 12. Do not complete the rest of
(withdrawals) this Part.
from traditional
IRAs in 19987 Yes P Go to line 4.
4 Enter only those contributions included on line 1 that were made during 1/1/99-4/15/99. This amount
will be the same as line 1 if all of your nondeductible contributions for 1998 were made in 1999 by 0
4/15/99. See page 5 . 4
5 Subtract line 4 from line 3 .. . ) 2,000
6 Enter the total value of ALL your tradmonal IRAs as of 12/31/98 plus any 1800
outstanding rollovers. See page 5. . . . . . . . . . . . . 6 !
7  Enter the total distributions you received from traditional IRAs during 1998.
Do not include amounts rolled over before 1/1/99. See page 6. . 7 600
8 Addlines6and7. . . . . . . . . L&l 2400|
9 Divide line 5 by line 8 and enter the result as a decimal (rounded to at
least 3 places). Do not enter more than “1.00” . 9 S - 8333
10 Multiply line 7 by line 9. This is the amount of your nontaxable dlstrlbutlons for 1998 10 500
11  Subtract line 10 from line 5. This is the basis in your traditional IRA(s) as of 12/31/98 11 1,500
12 Add lines 4 and 11. This is your total basis in traditional IRAs for 1998 and earlier years 12 1,500
13 Taxable amount. Subtract line 10 from line 7. Enter the result here and include in the total on Form
1040, line 15b; Form 1040A, line 10b; or Form 1040NR, line 16D . 13 100

Conversions from Traditional IRAs to Roth IRAs

Before you begin, see page 6 if: (1) your filing status is married filing separately, or (2) your modified AGI is more than
$100,000; or (3) you converted only part of your traditional IRAs to Roth IRAs, or (4) you received any distributions (withdrawals)

from traditional IRAs during 1998.

14a Enter the total amount of your traditional IRAs that were converted to Roth IRAs before 1/1/99 14a
b Recharacterizations. See page 3 14b
c Subtract line 14b from line 14a. l4c
15  Enter your basis in the amount you entered on I|ne 14c See page 6 15
16 Taxable amount of conversions. Subtract line 15 from line 14c . . 16
17  Amount subject to tax in 1998. Check here if you elect NOT to spread the taxable amount on
line 16 over 4 years (see page 7) . . . . . ... .o 17
If you checked the box, enter the amount from I|ne 16 on I|ne 17 OtherW|se enter 25% (0.25) of
line 16 on line 17. Include the line 17 amount in the total on Form 1040, line 15b; Form 1040A,
line 10b; or Form 1040NR, line 16b.
For Paperwork Reduction Act Notice, see page 8. Cat. No. 63966F Form 8606 (1998)
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; OMB No. 1545-1007
Form 8606 Nondeductible IRAs 1.998
» See separate instructions.

Department of the Treasury Attachment
Internal Revenue Service » Attach to Form 1040, Form 1040A, or Form 1040NR. Sequence No. 48
Name. If married, file a separate Form 8606 for each spouse who is required to file Form 8606. See page 5 of instructions. Your social security number

Bill King 002: 00 : 0000
Fill in Your Address Only Home address (number and street, or P.O. box if mail is not delivered to your home) Apt. no.
if You Are Filing This
Form by Itself and Not City, town or post office, state, and ZIP code
With Your Tax Return

Traditional IRAs (Nondeductible Contributions, Distributions, and Basis)
Caution: If you converted part or all of your traditional IRAs to Roth IRAs in 1998, go to Part .

1 Enter your nondeductible contributions to traditional IRAs for 1998, including those made during 0
1/1/99-4/15/99 that were for 1998. See page 5 . . . A 4 < 1
2  Enter your total IRA basis for 1997 and earlier years. See page 5 v AN L 2 1500
3 Addlinesland2 . . . . . . . . . . L L. ..o T L 3 1,500
Did you receive No P Enter,the amount from line 3'on
any distributions line 12, Do not complete the rest of
(withdrawals) this Rart.
from traditional
IRAS in 19982 Yes P Go to line/4.
4 Enter only those contributions included on line, "that were made during 1/1/99-4/15/99. This amount
will be the same as line 1 if all of your nondeductible contributions for 1998 were made in 1999 by o
4/15/99. See page 5 . . . . . b VN oL L C T L N oo 4
5 Subtract line 4 fromline3 . (. ). . A 5 1,500
6  Enter the total value of ALL your. tradltlonal IRAs as of 12/31/98 plus any 0
outstanding rollovers. See page 5. ..\ . 6
7  Enter the total distributions you received from tradmonal IRAs durlng 1998.
Do not include amounts rolled(over before 1/1/99. See-page 6. . 7 1,300
8 Addlines6and7 . .. N7 . . Lo ks | 1300 |
9 Divide line 5 by_line.8 and enter the'result-as a decimal (rounded to at
least 3 places). Dojnot enter more than “1.00” . ., . 9 X 1. 00
10  Multiplyline’7by line 9. This is the amount of your nontaxable dlstrlbutlons for 1998 .o 10 1,300
11  Subtractline 10 from line 5. This is the basis in your traditional IRA(s) as of 12/31/98 . . . . . 11 200
12  Add lines 4 and 11. This is your total basis in traditional IRAs for 1998 and earlier years . . . 12 200
13 Taxable amount. Subtract line 10 from line 7. Enter the result here and include in the total on Form
1040, line 15b; Form 1040A, line 10b; or Form 1040NR, linel16b . . . . . . . . . . . . 13

Part 1l Conversions from Traditional IRAs to Roth IRAs
Before you begin, see page 6 if: (1) your filing status is married filing separately, or (2) your modified AGI is more than
$100,000; or (3) you converted only part of your traditional IRAs to Roth IRAs, or (4) you received any distributions (withdrawals)
from traditional IRAs during 1998.

14a Enter the total amount of your traditional IRAs that were converted to Roth IRAs before 1/1/99 . . 14a
b Recharacterizations. Seepage 3 . . . . . . . . . . . . ..o 0 .o 14b
c Subtract line 14b from line 14a. . . . e e e e l4c
15  Enter your basis in the amount you entered on Ilne 14c See page 6 e e e e e 15
16 Taxable amount of conversions. Subtract line 15 from line 14c . ., . . 16

17 Amount subject to tax in 1998. Check here if you elect NOT to spread the taxable amount on
line 16 over 4 years (see page 7) . . . . . A Y

If you checked the box, enter the amount from Ilne 16 on I|ne 17 OtherW|se enter 25% (0.25) of

line 16 on line 17. Include the line 17 amount in the total on Form 1040, line 15b; Form 1040A,

line 10b; or Form 1040NR, line 16b.

For Paperwork Reduction Act Notice, see page 8. Cat. No. 63966F Form 8606 (1998)
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APPENDIX E. Life Expectancy Tables

TABLE |
(Single Life Expectancy)*

AGE DIVISOR AGE DIVISOR
35 47.3 73 13.9
36 46.4 74 13.2
37 45.4 75 125
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 25
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 1.4
70 16.0 108 1.3
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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APPENDIX E. (Continued)

TABLE I
(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 48.5
39 52.2 51.6 51.0 50.5 50.0 49.5 49.1 48.6 48.2 47.8
40 51.8 51.2 50.6 50.0 49.5 49.0 48.5 48.1 47.6 47.2
41 51.4 50.8 50.2 49.6 49.1 48.5 48.0 47.5 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 47.1 46.6 46.0 45.6
44 50.5 49.8 49.1 48.5 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 45.7 45.1 44.6
46 50.0 49.2 48.5 47.8 47.2 46.5 459 45.3 44.7 44.1
47 49.7 49.0 48.3 47.5 46.8 46.2 45.5 44.9 44.3 43.7
48 49.5 48.8 48.0 47.3 46.6 459 45.2 44.5 43.9 43.3
49 49.3 48.5 47.8 47.0 46.3 45.6 44.9 44.2 43.6 429
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 45.8 45.1 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 42.6 419
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 45.9 45.1 44.2 43.4 42.7 419 41.2
56 48.3 47.5 46.6 45.8 449 44.1 43.3 42.5 41.7 40.9
57 48.3 47.4 46.5 45.6 44.8 43.9 43.1 42.3 41.5 40.7
58 48.2 47.3 46.4 45.5 44.7 43.8 43.0 42.1 41.3 40.5
59 48.1 47.2 46.3 45.4 44.5 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 45.2 44.3 43.5 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 45.1 44.2 43.3 42.4 41.5 40.6 39.8
64 47.8 46.8 459 45.0 44.1 43.2 42.3 41.4 40.5 39.7
65 47.7 46.8 459 449 44.0 43.1 42.2 41.3 40.4 39.6
66 47.7 46.7 45.8 449 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 42.1 41.1 40.3 39.4
68 47.6 46.7 45.7 44.8 43.9 429 42.0 41.1 40.2 39.3
69 47.6 46.6 45.7 44.8 43.8 429 42.0 41.0 40.2 39.3
70 47.5 46.6 45.7 44.7 43.8 42.9 41.9 41.0 40.1 39.2
71 47.5 46.6 45.6 447 43.8 42.8 419 40.9 40.1 39.1
72 47.5 46.6 45.6 44.7 43.7 42.8 41.9 40.9 40.0 39.1
73 47.5 46.5 45.6 44.6 43.7 42.8 41.8 40.9 40.0 39.0
74 47.5 46.5 45.6 44.6 43.7 42.7 41.8 40.8 39.9 39.0
75 47.4 46.5 45.5 44.6 43.6 42.7 41.8 40.8 39.9 39.0
76 47.4 46.5 45.5 44.6 43.6 42.7 41.7 40.8 39.9 38.9
77 47.4 46.5 45.5 44.6 43.6 42.7 41.7 40.7 39.8 38.9
78 47.4 46.4 45.5 44.5 43.6 42.6 41.7 40.7 39.8 38.9
79 47.4 46.4 45.5 445 43.6 42.6 41.7 40.7 39.8 38.9
80 47.4 46.4 45.5 44.5 43.6 42.6 41.7 40.7 39.8 38.8
81 47.4 46.4 45.5 44.5 43.5 42.6 41.6 40.7 39.8 38.8
82 47.4 46.4 45.4 445 43.5 42.6 41.6 40.7 39.7 38.8
83 47.4 46.4 45.4 445 43.5 42.6 41.6 40.7 39.7 38.8
84 47.4 46.4 45.4 44.5 43.5 42.6 41.6 40.7 39.7 38.8
85 47.4 46.4 45.4 44.5 43.5 42.6 41.6 40.6 39.7 38.8
86 47.3 46.4 45.4 44.5 43.5 42.5 41.6 40.6 39.7 38.8
87 47.3 46.4 45.4 44.5 43.5 425 41.6 40.6 39.7 38.7
88 47.3 46.4 45.4 445 435 425 41.6 40.6 39.7 38.7
89 47.3 46.4 45.4 44.4 43.5 42.5 41.6 40.6 39.7 38.7
90 47.3 46.4 45.4 44.4 43.5 425 41.6 40.6 39.7 38.7
91 47.3 46.4 45.4 44.4 43.5 425 41.6 40.6 39.7 38.7
92 47.3 46.4 45.4 44.4 435 425 41.6 40.6 39.7 38.7

*Table Il does not provide for IRA owners or survivors younger than 35 years of age. For additional life expectancy tables, see IRS Publication
939. If you have a beneficiary other than your spouse who is 10 or more years younger than you, see Minimum Distribution Incidental Benefit
Requirement in chapter 5.
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APPENDIX E. (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 42.2 41.8 41.4 41.0 40.6 40.3 40.0
47 43.2 42.6 42.1 41.7 41.2 40.8 40.4 40.0 39.7 39.3
48 42.7 42.2 417 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 37.5
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 35.5 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 37.5 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 33.5 32.7 32.0
64 38.8 38.0 37.2 36.3 35.5 34.8 34.0 33.2 32.5 318
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 33.5 32.7 31.9 31.2
68 38.4 37.6 36.7 35.8 35.0 34.2 33.4 32.5 318 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 35.5 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 32.0 311 30.3
74 38.1 37.2 36.3 35.4 34.5 33.6 32.8 31.9 311 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 33.5 32.6 31.8 30.9 30.1
77 38.0 37.1 36.2 35.3 34.4 33.5 32.6 31.7 30.8 30.0
78 38.0 37.0 36.1 35.2 34.3 33.4 32.5 31.7 30.8 29.9
79 37.9 37.0 36.1 35.2 34.3 33.4 32.5 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 31.5 30.7 29.8
82 37.9 36.9 36.0 35.1 34.2 33.3 32.4 31.5 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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APPENDIX E. (Continued)

TABLE Il (comtinued)
(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
55 344 339 335 331 327 323 320 317 314 311
56 339 334 330 325 321 317 314 310 307 304
57 335 330 325 320 316 312 308 304 30.1 298
58 331 325 320 315 311 306 302 299 295 292
59 327 321 316 311 306 301 297 293 289 286
60 323 317 312 306 301 297 292 288 284 280
61 320 314 308 302 297 292 287 283 278 274
62 31.7 310 304 299 293 288 283 278 273 269
63 31.4 307 301 295 289 284 278 273 269 264
64 31.1 304 298 292 286 280 274 269 264 259
65 309 302 295 289 282 276 271 265 260 255 250 246 242 238 234 231 228 225 222 220
66 30.6 299 292 286 279 273 267 261 256 251 246 241 237 233 229 225 222 219 216 214
67 304 297 290 283 276 270 264 258 252 247 242 237 232 228 224 220 217 213 210 208
68 30.2 295 288 281 274 267 261 255 249 243 238 233 228 223 219 215 212 208 205 202
69 301 293 286 278 271 265 258 252 246 240 234 229 224 219 215 211 207 203 200 196
70 299 291 284 276 269 262 256 249 243 237 231 225 220 215 211 206 202 198 194 191
71 297 290 282 275 267 260 253 247 240 234 228 222 217 212 207 202 198 194 190 186
72 296 288 281 273 265 258 251 244 238 231 225 219 213 208 203 198 194 189 185 182
73 295 287 279 271 264 256 249 242 235 229 222 216 21.0 205 200 194 190 185 181 17.7
74 294 286 278 270 262 255 247 240 233 227 220 214 208 202 196 191 186 182 177 173
75 293 285 277 269 261 253 246 238 231 224 218 211 205 199 193 188 183 17.8 173 16.9
76 292 284 276 268 260 o252 244 237 230 223 216 209 203 197 191 185 180 175 17.0 165
77 291 283 275 267 259 251 243 236 228 221 214 207 201 194 188 183 177 172 167 162
78 291 282 274 266 258 250 242 234 227 219 212 205 199 192 186 180 175 169 164 159
79 290 282 273 265 257 249 241 233 226 218 211 204 197 190 184 178 172 167 161 156
80 290 281 273 264 256 9948 240 232 9224 217 210 202 195 189 182 176 170 164 159 154
81 289 281 272 264 255 9947 239 231 223 216 208 201 194 187 181 174 168 162 157 151
82 289 280 272 263 255 246 238 230 223 215 207 200 193 186 179 173 166 160 155 14.9
83 288 280 271 263 254 9946 238 230 222 214 206 199 192 185 178 17.1 165 159 153 147
84 288 279 271 262 254 9945 237 229 9221 213 205 198 191 184 177 170 163 157 151 145
85 288 279 270 262 253 p45 237 228 220 213 205 197 190 183 176 169 162 156 150 144
86 287 279 270 261 253 9245 236 228 220 212 204 196 189 182 175 168 161 155 148 142
87 287 278 270 261 253 944 236 228 219 211 204 196 188 181 174 167 160 154 147 141
88 287 278 270 261 252 9944 235 227 219 211 203 195 188 180 173 166 159 153 146 140
89 287 278 269 261 252 244 235 227 219 211 203 195 187 180 172 165 158 152 145 139
90 287 278 269 261 252 43 235 227 218 210 202 194 187 179 172 165 158 151 145 138
91 287 278 269 260 252 243 235 226 218 210 202 194 186 179 171 164 157 150 144 137
92 286 278 269 260 252 243 235 226 218 210 202 194 186 178 171 164 157 150 143 137
93 286 278 269 260 251 243 234 226 218 209 201 193 186 178 171 163 156 149 143 136
94 286 277 269 260 251 243 234 226 217 209 201 193 185 178 170 163 156 149 142 136
95 286 277 269 260 251 243 234 226 217 209 201 193 185 178 170 163 156 149 142 135
96 286 277 269 260 251 242 234 226 217 209 201 193 185 177 170 162 155 148 142 135
97 286 277 268 260 251 242 234 225 217 209 201 193 185 177 170 162 155 148 141 135
98 286 277 268 260 251 242 234 225 217 209 201 193 185 177 169 162 155 148 141 134
99 286 277 268 260 251 242 234 225 217 209 200 192 185 177 169 162 155 147 141 134
100 286 277 268 260 251 242 234 225 217 208 200 192 184 177 169 162 154 147 140 134
101 286 277 268 259 251 242 234 225 217 208 200 192 184 177 169 161 154 147 140 133
102 286 277 268 259 251 242 233 225 217 208 200 192 184 176 169 161 154 147 140 133
103 286 277 268 259 251 242 233 225 217 208 200 192 184 176 169 161 154 147 140 133
104 286 277 268 259 251 242 233 225 216 208 200 192 184 176 169 161 154 147 140 133
105 286 277 268 259 251 242 233 225 216 208 200 192 184 176 168 161 154 146 139 133
106 28.6 277 268 259 251 242 233 225 216 208 200 192 184 176 168 161 153 146 139 133
107 286 277 268 259 251 242 233 225 216 208 200 192 184 176 168 161 153 146 139 132
108 286 277 268 259 251 242 233 225 216 208 200 192 184 176 168 161 153 146 139 132
109 286 277 268 259 251 242 233 225 216 208 200 192 184 176 168 161 153 146 139 132
110 286 277 268 259 251 242 233 225 216 208 200 192 184 176 168 161 153 146 139 132
111 286 277 2658 259 250 242 233 225 216 208 200 19.2 184 176 168 160 153 146 139 132
112 286 277 268 259 250 242 233 225 216 208 200 192 184 176 168 160 153 146 139 132
113 286 277 268 259 250 242 233 225 216 208 200 192 184 176 168 160 153 146 139 132
114 286 277 268 259 250 242 233 225 216 208 200 192 184 176 168 160 153 146 139 132
115 286 277 268 259 250 242 233 225 216 208 200 19.2 184 176 168 160 153 146 139 132
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APPENDIX E. (Continued)

TABLE Il (continued)
(Joint Life and Last Survivor Expectancy)

AGES 75 76 77 78 79 8 8 8 83 8 8 8 87 8 8 90 91 92 93 94
75 16.5 16.1 158 154 151 149 146 14.4 14.2 14.0

76 16.1 157 154 150 147 144 141 13.9 13.7 13.5

77 158 154 150 146 143 140 137 13.4 13.2 13.0

78 154 150 146 142 139 135 132 13.0 12.7 12.5

79 151 147 143 139 135 132 1238 12.5 12.3 12.0

80 14.9 144 140 135 132 128 125 12.2 11.9 11.6

81 146 141 137 132 128 125 121 11.8 11.5 11.2

82 144 139 134 130 125 122 1138 11.5 111 10.9

83 14.2 13.7 132 127 123 119 115 11.1 10.8 10.5

84 14.0 135 13.0 125 120 116 112 10.9 10.5 10.2

85 13.8 133 128 123 118 114 110 10.6 10.2 99 96 9.3 9.1 8.9 8.7 8.5 8.3 8.2 8.0 7.9
86 13.7 131 126 121 116 112 1038 10.4 10.0 9.7 93 9.1 8.8 8.6 8.3 8.2 8.0 7.8 7.7 7.6
87 135 13.0 124 119 114 110 106 10.1 9.8 94 91 8.8 8.5 8.3 8.1 7.9 7.7 7.5 7.4 7.2
88 134 128 123 11.8 113 108 104 10.0 9.6 9.2 89 8.6 8.3 8.0 7.8 7.6 7.4 7.2 7.1 6.9
89 133 127 122 116 111 107 102 9.8 9.4 9.0 87 8.3 8.1 7.8 7.5 7.3 71 6.9 6.8 6.6
90 13.2 126 121 115 110 105 101 9.6 9.2 88 85 8.2 7.9 7.6 7.3 7.1 6.9 6.7 6.5 6.4
91 13.1 125 120 114 109 104 9.9 9.5 9.1 87 83 8.0 7.7 7.4 7.1 6.9 6.7 6.5 6.3 6.2
92 131 125 119 113 108 103 9.8 9.4 8.9 85 82 7.8 7.5 7.2 6.9 6.7 6.5 6.3 6.1 5.9
93 13.0 124 118 113 107 10.2 9.7 9.3 8.8 8.4 80 7.7 7.4 7.1 6.8 6.5 6.3 6.1 5.9 5.8
94 129 123 117 112 106 10.1 9.6 9.2 8.7 83 79 7.6 7.2 6.9 6.6 6.4 6.2 5.9 5.8 5.6
95 129 123 117 111 106 10.1 9.6 9.1 8.6 82 78 7.5 7.1 6.8 6.5 6.3 6.0 5.8 5.6 54
96 129 122 116 111 105 10.0 9.5 9.0 8.5 81 7.7 7.3 7.0 6.7 6.4 6.1 5.9 5.7 55 5.3
97 128 122 116 11.0 105 9.9 9.4 8.9 8.5 80 76 7.3 6.9 6.6 6.3 6.0 5.8 55 53 51
98 12.8 122 115 11.0 104 9.9 9.4 8.9 8.4 80 76 7.2 6.8 6.5 6.2 5.9 5.6 5.4 5.2 5.0
99 127 121 115 109 104 9.8 9.3 8.8 8.3 79 75 7.1 6.7 6.4 6.1 5.8 55 5.3 5.1 4.9
100 127 121 115 109 103 9.8 9.2 8.7 8.3 78 74 7.0 6.6 6.3 6.0 5.7 5.4 5.2 5.0 4.8
101 127 121 114 108 103 9.7 9.2 8.7 8.2 78 73 6.9 6.6 6.2 5.9 5.6 5.3 51 4.9 4.7
102 12.7 120 114 108 10.2 9.7 9.2 8.7 8.2 77 7.3 6.9 6.5 6.2 5.8 55 5.3 5.0 4.8 4.6
103 126 120 114 108 102 9.7 9.1 8.6 8.1 77 7.2 6.8 6.4 6.1 5.8 5.5 5.2 4.9 4.7 4.5
104 126 120 114 108 102 9.6 9.1 8.6 8.1 76 72 6.8 6.4 6.0 5.7 5.4 5.1 4.8 4.6 4.4
105 126 120 11.3 107 10.2 9.6 9.1 8.5 8.0 76 71 6.7 6.3 6.0 5.6 5.3 5.0 4.8 4.5 4.3
106 12.6 119 113 107 101 9.6 9.0 8.5 8.0 75 71 6.7 6.3 5.9 5.6 5.3 5.0 4.7 4.5 4.2
107 126 119 113 107 101 9.6 9.0 8.5 8.0 75 71 6.6 6.2 5.9 5.5 5.2 4.9 4.6 4.4 4.2
108 126 119 113 107 101 9.5 9.0 8.5 8.0 75 70 6.6 6.2 5.8 5.5 5.2 4.9 4.6 4.3 4.1
109 126 119 113 107 101 9.5 9.0 8.4 7.9 75 70 6.6 6.2 5.8 5.5 5.1 4.8 4.5 4.3 4.1
110 126 119 113 107 101 9.5 9.0 8.4 7.9 74 70 6.6 6.2 5.8 54 5.1 4.8 4.5 4.3 4.0
111 125 119 113 107 101 9.5 8.9 8.4 7.9 74 70 6.5 6.1 5.7 5.4 51 4.8 4.5 4.2 4.0
112 125 119 113 106 10.1 9.5 8.9 8.4 7.9 74 70 6.5 6.1 5.7 5.4 5.0 4.7 4.4 4.2 3.9
113 125 119 112 106 100 9.5 8.9 8.4 7.9 74 6.9 6.5 6.1 5.7 5.4 5.0 4.7 4.4 4.2 3.9
114 125 119 112 106 10.0 9.5 8.9 8.4 7.9 74 6.9 6.5 6.1 5.7 5.3 5.0 4.7 4.4 4.1 3.9
115 125 119 112 106 100 9.5 8.9 8.4 7.9 74 6.9 6.5 6.1 5.7 5.3 5.0 4.7 4.4 4.1 3.9
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APPENDIX E. (Continued)

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 33
86 13.1 109 3.1
87 12.4 110 2.8
88 11.8 111 2.6
89 111 112 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 you have a beneficiary other than your spouse who is 10 or more years younger than you. For additional
instructions, see Minimum Distribution Incidental Benefit (MDIB) Requirement in chapter 5.
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APPENDIX F. Contribution/Distribution Quick Reference Chart—IRAs

extensions)

reduction contribution plus
$6,000 matching employer
contribution®)

Type of IRA Can contribute for the year | Maximum contribution for | Must begin distributions *
by: the year limited to: by:
Traditional Due date of return (not The lesser of $2,000 or April 1 of the year following
IRA including extensions) owner’s taxable the year in which owner
compensation reaches age 70%2
Roth IRA Due date of return (not The lesser of $2,000 or Distributions are not required
including extensions) owner’s taxable at any age
compensation unless there
are also contributions to a
traditional IRA®
SEP-IRA Due date of return (including The lesser of $30,000 or April 1 of the year following
extensions) 15% of partici?ant’s the year in which owner
compensation reaches age 70%:
SIMPLE IRA | Due date of return (including | $12,000 ($6,000 salary April 1 of the year following

the year in which owner
reaches age 70%2

'The entire balance or periodic distributions of the balance. See chapter 1 for additional rules.

°If owner also has a SEP-IRA, this contribution can be made instead to the SEP-IRA (in addition to the employer’s
contributions under the SEP plan). See chapter 4.
*Compensation does not include your employer’s contribution to your SEP-IRA or SIMPLE IRA and generally is limited to
$160,000 in 1998. A special computation is required to figure the self-employed participant’s contribution limit for a
SEP-IRA. See chapter 4. Compensation does include your elective deferrals under certain plans (see list in chapter 4).
SIMPLE IRA rules are in chapter 5.
*Matching employer contribution is limited to the lesser of the participant’s salary reduction contribution or up to 3% of
the participant’s compensation. See chapter 5.

®This limit must be reduced by all contributions (other than employer contributions) for the year to all traditional IRAs. See

chapter 2.
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Tax Publications for Individual Taxpayers

See How To Get More Information for a variety of ways to get publications,
including by computer, phone, and mail.

General Guides

1 Your Rights as a Taxpayer
17 Your Federal Income Tax (For
Individuals)
Farmer’s Tax Guide
Tax Guide for Small Business
Tax Calendars for 1999
Highlights of 1998 Tax Changes
Tax Highlights for Commercial
Fishermen
Guide to Free Tax Services

225
334
509
553
595

910

Specialized Publications

3 Armed Forces’ Tax Guide
378 Fuel Tax Credits and Refunds
463 Travel, Entertainment, Gift, and Car
Expenses
Exemptions, Standard Deduction,
and Filing Information
Medical and Dental Expenses
Child and Dependent Care Expenses
Divorced or Separated Individuals
Tax Withholding and Estimated Tax
Educational Expenses
Foreign Tax Credit for Individuals
U.S. Government Civilian Employees
Stationed Abroad
Social Security and Other
Information for Members of the
Clergy and Religious Workers
U.S. Tax Guide for Aliens
Scholarships and Fellowships
Moving Expenses
Selling Your Home
Credit for the Elderly or the Disabled
Taxable and Nontaxable Income
Charitable Contributions
Residential Rental Property
Miscellaneous Deductions

501

502
503
504
505
508
514
516

517

519
520
521
523
524
525
526
527
529

Commonly Used Tax Forms

530

531
533
534

537
541
544
547
550
551
552
554

555
556

559
561

564
570

575
584

587

590

593

594
596
721

Tax Information for First-Time
Homeowners

Reporting Tip Income
Self-Employment Tax
Depreciating Property Placed in
Service Before 1987

Installment Sales

Partnerships

Sales and Other Dispositions of
Assets

Casualties, Disasters, and Thefts
(Business and Nonbusiness)
Investment Income and Expenses
Basis of Assets

Recordkeeping for Individuals
Older Americans’ Tax Guide
Community Property

Examination of Returns, Appeal
Rights, and Claims for Refund
Survivors, Executors, and
Administrators

Determining the Value of Donated
Property

Mutual Fund Distributions

Tax Guide for Individuals With
Income From U.S. Possessions
Pension and Annuity Income
Nonbusiness Disaster, Casualty, and
Theft Loss Workbook

Business Use of Your Home
(Including Use by Day-Care
Providers)

Individual Retirement Arrangements
(IRASs) (Including Roth IRAs and
Education IRAS)

Tax Highlights for U.S. Citizens and
Residents Going Abroad
Understanding the Collection Process
Earned Income Credit

Tax Guide to U.S. Civil Service
Retirement Benefits

901
907

908
911
915

919
925
926
929

936
946
947

950
967
968
970
971
1542
1544

1546

U.S. Tax Treaties

Tax Highlights for Persons with
Disabilities

Bankruptcy Tax Guide

Direct Sellers

Social Security and Equivalent
Railroad Retirement Benefits

Is My Withholding Correct for 19997
Passive Activity and At-Risk Rules
Household Employer’s Tax Guide
Tax Rules for Children and
Dependents

Home Mortgage Interest Deduction
How To Depreciate Property
Practice Before the IRS and Power
of Attorney

Introduction to Estate and Gift Taxes
IRS Will Figure Your Tax

Tax Benefits for Adoption

Tax Benefits for Higher Education
Innocent Spouse Relief

Per Diem Rates

Reporting Cash Payments of Over
$10,000

The Problem Resolution Program
of the Internal Revenue Service

Spanish Language Publications

1SP
579SP

594SpP

596SP
850

1544SP

Derechos del Contribuyente

Cémo Preparar la Declaracion de
Impuesto Federal

Comprendiendo el Proceso de Cobro
Crédito por Ingreso del Trabajo
English-Spanish Glossary of Words
and Phrases Used in Publications
Issued by the Internal Revenue
Service

Informe de Pagos en Efectivo en
Exceso de $10,000 (Recibidos en
una Ocupacién o Negocio)

See How To Get More Information for a variety of ways to get forms, including by computer,
fax, phone, and mail. For fax orders only, use the catalog numbers when ordering.

Form Number and Title

1040 U.S. Individual Income Tax Return
SchA&B

Ordinary Dividends
Sch C Profit or Loss From Business
Sch C-EZ Net Profit From Business
Sch D Capital Gains and Losses
Sch E  Supplemental Income and Loss
Sch EIC Earned Income Credit

Sch F  Profit or Loss From Farming
Sch H Household Employment Taxes
Sch J Farm Income Averaging

Sch R Credit for the Elderly or the Disabled
Sch SE  Self-Employment Tax

1040A U.S. Individual Income Tax Return

Sch 1 Interest and Ordinary Dividends for

Form 1040A Filers

Sch 2 Child and Dependent Care
Expenses for Form 1040A Filers

Sch 3 Credit for the Elderly or the
Disabled for Form 1040A Filers

1040EZ Income Tax Return for Single and
Joint Filers With No Dependents
1040-ES Estimated Tax for Individuals
1040X Amended U.S. Individual Income Tax

Return
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Itemized Deductions & Interest and

Catalog Catalog
Number Form Number and Title Number
11320 2106 Employee Business Expenses 11700
11330 2106-EZ Unreimbursed Employee Business 20604

Expenses
11334 2210 Underpayment of Estimated Tax by 11744
14374 Individuals, Estates and Trusts
11338 2441 Child and Dependent Care Expenses 11862
11344 2848 Power of Attorney and Declaration 11980
11339 of Representatwe
11346 3903 Movmg_ Expenses o 12490
12187 4562 Depreciation and Amortization 12906
25513 4868 Application for Automatic Extension of Time 13141
11359 To File U.S. Individual Income Tax R_eturn
11358 4952 Investment Interest Expense Deduction 13177
11327 5329 Additional Taxes Attributable to IRAs, Other 13329
12075 Qualified Retirement Plans, Annuities,
Modified Endowment Contracts, and MSAs

10749 6251 Alternative Minimum Tax-Individuals 13600

8283 Noncash Charitable Contributions 62294
12064 8582 Passive Activity Loss Limitations 63704

8606 Nondeductible IRAs 63966
11329 8812 Additional Child Tax Credit 10644

8822 Change of Address 12081
11340 8829 Expenses for Business Use of Your Home 13232
11360 8863 Education Credits 25379




