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What's New for 2004

Modified AGI limit for traditional IRA contributions
increased. For 2004, if you are covered by a retirement
plan at work, your deduction for contributions to a tradi-
tional IRA is reduced (phased out) if your modified ad-
justed gross income (AGI) is:

* More than $65,000 but less than $75,000 for a mar-
ried couple filing a joint return or a qualifying
widow(er),

* More than $45,000 but less than $55,000 for a single
individual or head of household, or

* Less than $10,000 for a married individual filing a
separate return.

For all filing statuses other than married filing separately,
the upper and lower limits of the phaseout range increased
by $5,000. See How Much Can You Deduct? in chapter 1.

Increase in limit on salary reduction contributions
under a SIMPLE. For 2004, salary reduction contributions
that your employer can make on your behalf under a
SIMPLE plan increased to $9,000 (up from $8,000 in
2003).

For more information about salary reduction contribu-
tions, see How Much Can Be Contributed on Your Behalf?
in chapter 3.

Additional salary reduction contributions to SIMPLE
IRAs for persons 50 and older. For 2004, additional
salary reduction contributions could be made to your
SIMPLE IRA if:

* You were 50 or older in 2004, and

* No other salary reduction contributions could be
made for you to the plan for the year because of
limits or restrictions, such as the regular annual limit.

For 2004, the additional amount is the lesser of the
following two amounts.

* $1,500 (up from $1,000 for 2003), or

* Your compensation for the year reduced by your
other elective deferrals for the year.

For more information, see How Much Can Be Contrib-
uted on Your Behalf? in chapter 3.

New method for figuring net income on returned or
recharacterized IRA contributions. There is a new
method for figuring the net income on IRA contributions
made after 2003 that are returned to you or recharacter-
ized. For more information, see How Do You Recharacter-
ize a Contribution? or Contributions Returned Before Due
Date of Return in chapter 1.

For figuring the net income on IRA contributions made
during 2002 and 2003 that were returned to you or
recharacterized, you can use the method described in this
publication, the method permitted by Notice 2000-39, or
the method in the proposed regulations.
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What's New for 2005

Traditional IRA contribution and deduction limit. The
contribution limit to your traditional IRA for 2005 will be
increased to the smaller of the following amounts:

e $4,000, or
* Your taxable compensation for the year.

If you reach age 50 before 2006, the most that can be
contributed to your traditional IRA for 2005 will be the
smaller of the following amounts:

e $4,500, or

* Your taxable compensation for the year.

For more information, see How Much Can Be Contrib-
uted? in chapter 1.

Roth IRA contribution limit. If contributions on your be-
half are made only to Roth IRAs, your contribution limit for
2005 will generally be the lesser of:

* $4,000, or
* Your taxable compensation for the year.

If you are 50 or older in 2005 and contributions on your
behalf are made only to Roth IRAs, your contribution limit
for 2005 will generally be the lesser of:

* $4,500, or
* Your taxable compensation for the year.

However, if your modified AGI is above a certain amount,
your contribution limit may be reduced. For more informa-
tion, see How Much Can Be Contributed? under Can You
Contribute to a Roth IRA? in chapter 2.

Modified AGI limit for traditional IRA contributions
increased. For 2005, if you are covered by a retirement
plan at work, your deduction for contributions to a tradi-
tional IRA will be reduced (phased out) if your modified
adjusted gross income (AGI) is:

* More than $70,000 but less than $80,000 for a mar-
ried couple filing a joint return or a qualifying
widow(er),

* More than $50,000 but less than $60,000 for a single
individual or head of household, or

* Less than $10,000 for a married individual filing a
separate return.

For all filing statuses other than married filing separately,
the upper and lower limits of the phaseout range will
increase by $5,000. See How Much Can You Deduct? in
chapter 1.

Increase in limit on salary reduction contributions
under a SIMPLE. For 2005, salary reduction contributions
that your employer can make on your behalf under a
SIMPLE plan are increased to $10,000 (up from $9,000 in
2004).



For more information about salary reduction contribu-
tions, see How Much Can Be Contributed on Your Behalf?
in chapter 3.

Additional salary reduction contributions to SIMPLE
IRAs for persons 50 and older. For 2005, additional
salary reduction contributions can be made to your
SIMPLE IRA if:

¢ You will be 50 or older in 2005, and

* No other salary reduction contributions can be made
for you to the plan for the year because of limits or
restrictions, such as the regular annual limit.

For 2005, the additional amount will be the lesser of the
following two amounts.
¢ $2,000 (up from $1,500 for 2004), or
* Your compensation for the year reduced by your
other elective deferrals for the year.

For more information, see How Much Can Be Contrib-
uted on Your Behalf? in chapter 3.

Reminders

Simplified employee pension (SEP). SEP-IRAs are no
longer covered in this publication. They are covered in
Publication 560, Retirement Plans for Small Business.

Deemed IRAs. For plan years beginning after 2002, a
qualified employer plan (retirement plan) can maintain a
separate account or annuity under the plan (a deemed
IRA) to receive voluntary employee contributions. If the
separate account or annuity otherwise meets the require-
ments of an IRA, it will be subject only to IRA rules. An
employee’s account can be treated as a traditional IRA or a
Roth IRA.
For this purpose, a “qualified employer plan” includes:

* A qualified pension, profit-sharing, or stock bonus
plan (section 401(a) plan),

¢ A qualified employee annuity plan (section 403(a)
plan),

* A tax-sheltered annuity plan (section 403(b) plan),
and

* A deferred compensation plan (section 457 plan)
maintained by a state, a political subdivision of a
state, or an agency or instrumentality of a state or
political subdivision of a state.

Statement of required minimum distribution. If a mini-
mum distribution is required from your IRA, the trustee,
custodian, or issuer that held the IRA at the end of the
preceding year must either report the amount of the re-
quired minimum distribution to you, or offer to calculate it
for you. The report or offer must include the date by which
the amount must be distributed. The report is due January
31 of the year in which the minimum distribution is re-
quired. It can be provided with the year-end fair market
value statement that you normally get each year. No report

is required for section 403(b) contracts (generally tax-shel-
tered annuities) or for IRAs of owners who have died.

IRA interest. 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-ex-
empt interest.

Form 8606. If you make nondeductible contributions to a
traditional IRA and you do not file Form 8606, Nondeduct-
ible IRAs, with your tax return, you may have to pay a $50
penalty.

Roth IRA. You cannot claim a deduction for any contribu-
tions to a Roth IRA. But, if you satisfy the requirements, all
earnings are tax free and neither your nondeductible con-
tributions nor any earnings on them are taxable when you
withdraw them. Roth IRAs are discussed in chapter 2.

Photographs of missing children. The Internal Reve-
nue Service is a proud partner with the National Center for
Missing and Exploited Children. Photographs of missing
children selected by the Center may appear in this publica-
tion on pages that would otherwise be blank. You can help
bring these children home by looking at the photographs
and calling 1-800-THE-LOST (1-800-843-5678) if you rec-
ognize a child.

Introduction

This publication discusses individual retirement arrange-
ments (IRAs). An IRA is a personal savings plan that gives
you tax advantages for setting aside money for retirement.

What are some tax advantages of an IRA? Two tax
advantages of an IRA are that:

¢ Contributions you make to an IRA may be fully or
partially deductible, depending on which type of IRA
you have and on your circumstances, and

* Generally, amounts in your IRA (including earnings
and gains) are not taxed until distributed. In some
cases, amounts are not taxed at all if distributed
according to the rules.

What’s in this publication? This publication discusses
traditional, Roth, and SIMPLE IRAs. It explains the rules
for:

* Setting up an IRA,

¢ Contributing to an IRA,

* Transferring money or property to and from an IRA,
¢ Handling an inherited IRA,

¢ Receiving distributions (making withdrawals) from an
IRA, and

¢ Taking a credit for contributions to an IRA.
It also explains the penalties and additional taxes that
apply when the rules are not followed. To assist you in

complying with the tax rules for IRAs, this publication
contains worksheets, sample forms, and tables, which can
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be found throughout the publication and in the appendices
at the back of the publication.

How to use this publication. The rules that you must
follow depend on which type of IRA you have. Use Table
I-1 to help you determine which parts of this publication to
read. Also use Table I-1 if you were referred to this publica-

tion from instructions to a form.

Table I-1. Using This Publication

IF you need THEN see ...
information on ...
traditional IRAs chapter 1.

from, your traditional IRA(S)

Roth IRAs chapter 2, and
parts of
chapter 1.

SIMPLE IRAs chapter 3.

the credit for qualified retirement chapter 4.

savings contributions

how to keep a record of your

contributions to, and distributions appendix A.

SEP-IRAs and 401(k) plans

Publication 560.

Coverdell education savings
accounts (formerly called education
IRAS)

Publication 970.

IF for 2004, you
* received social security
benefits,
* had taxable compensation,

e contributed to a traditional IRA,
and

® you or your spouse was covered
by an employer retirement plan,

and you want to...

THEN see ...

first figure your modified adjusted
gross income (AGI)

appendix B
worksheet 1.

then figure how much of your
traditional IRA contribution you can
deduct

appendix B
worksheet 2.

and finally figure how much of your
social security is taxable

appendix B
worksheet 3.

Comments and suggestions. We welcome your com-
ments about this publication and your suggestions for

future editions.

You can write to us at the following address:

Internal Revenue Service

Individual Forms and Publications Branch

SE:W:CAR:MP:T:I
1111 Constitution Ave. NW
Washington, DC 20224

We respond to many letters by telephone. Therefore, it
would be helpful if you would include your daytime phone
number, including the area code, in your correspondence.
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You can email us at *taxforms@irs.gov. (The asterisk
must be included in the address.) Please put “Publications
Comment” on the subject line. Although we cannot re-
spond individually to each email, we do appreciate your
feedback and will consider your comments as we revise
our tax products.

Tax questions. If you have a tax question, visit
www.irs.gov or call 1-800-829-1040. We cannot answer
tax questions at either of the addresses listed above.

Ordering forms and publications. Visit www.irs.gov/
formspubs to download forms and publications, call
1-800-829-3676, or write to one of the three addresses
shown under How To Get Tax Help in the back of this
publication.

Useful Items
You may want to see:

Publications

0 560 Retirement Plans for Small Business (SEP,
SIMPLE, and Qualified Plans)

0 571 Tax-Sheltered Annuity Plans (403(b) Plans)

0 575 Pension and Annuity Income

0 939 General Rule for Pensions and Annuities

Forms (and instructions)

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

0 1099-R Distributions From Pensions, Annuities,
Retirement or Profit-Sharing Plans, IRAs,
Insurance Contracts, etc.

0 5304-SIMPLE Savings Incentive Match Plan for
Employees of Small Employers
(SIMPLE)—Not for Use With a Designated
Financial Institution

00 5305-S SIMPLE Individual Retirement Trust
Account

00 5305-SA SIMPLE Individual Retirement Custodial
Account

0 5305-SIMPLE Savings Incentive Match Plan for
Employees of Small Employers (SIMPLE)—for
Use With a Designated Financial Institution

0 5329 Additional Taxes on Qualified Plans (Including
IRAs) and Other Tax-Favored Accounts

0 5498 IRA Contribution Information
0 8606 Nondeductible IRAs

00 8815 Exclusion of Interest From Series EE and |
U.S. Savings Bonds Issued After 1989

0 8839 Qualified Adoption Expenses

[J 8880 Credit for Qualified Retirement Savings
Contributions

See chapter 5 for information about getting these publi-
cations and forms.



Table I-2. How Are a Traditional IRA and a Roth IRA Different?

This table shows the differences between traditional and Roth IRAs. Answers in the middle column
apply to traditional IRAs. Answers in the right column apply to Roth IRAs.

Question

Answer

Traditional IRA?

Roth IRA?

Is there an age limit on when | can set
up and contribute to a

Yes. You must not have reached age
70Y2 by the end of the year. See Who
Can Set Up a Traditional IRA? in
chapter 1.

No. You can be any age. See Can
You Contribute to a Roth IRA? in
chapter 2.

If | earned more than $3,000 in 2004

($3,500 if | was 50 or older by the end
of 2004), is there a limit on how much
| can contribute to a

Yes. For 2004, you can contribute to
a traditional IRA up to:

e $3,000, or

e $3,500 if you were 50 or older by

the end of 2004.

There is no upper limit on how much
you can earn and still contribute. See
How Much Can Be Contributed? in
chapter 1.

Yes. For 2004, you may be able to
contribute to a Roth IRA up to:

e $3,000, or

* $3,500 if you were 50 or older by
the end of 2004,

but the amount you can contribute
may be less than that depending on
your income, filing status, and if you
contribute to another IRA. See How
Much Can Be Contributed? and Table
2-1in chapter 2.

Can | deduct contributions to a

Yes. You may be able to deduct your
contributions to a traditional IRA
depending on your income, filing
status, whether you are covered by a
retirement plan at work, and whether
you receive social security benefits.
See How Much Can You Deduct? in
chapter 1.

No. You can never deduct
contributions to a Roth IRA. See
What is a Roth IRA? in chapter 2.

Do | have to file a form just because |
contribute to a

Not unless you make nondeductible
contributions to your traditional IRA.
In that case, you must file Form 8606.
See Nondeductible Contributions in
chapter 1.

No. You do not have to file a form if
you contribute to a Roth IRA. See
Introduction in chapter 2.

Do | have to start taking distributions
when | reach a certain age froma . . .

Yes. You must begin receiving
required minimum distributions by
April 1 of the year following the year
you reach age 70Y2. See When Must
You Withdraw Assets? (Required
Minimum Distributions) in chapter 1.

No. If you are the owner of a Roth
IRA, you do not have to take
distributions regardless of your age.
See Are Distributions Taxable? in
chapter 2.

How are distributions taxed froma ..

Distributions from a traditional IRA
are taxed as ordinary income, but if
you made nondeductible
contributions, not all of the distribution
is taxable. See Are Distributions
Taxable? in chapter 1.

Distributions from a Roth IRA are not
taxed as long as you meet certain
criteria. See Are Distributions
Taxable? in chapter 2.

Do | have to file a form just because |
receive distributions from a

Not unless you have ever made a
nondeductible contribution to a
traditional IRA. If you have, file Form
8606.

Yes. File Form 8606 if you received
distributions from a Roth IRA (other
than a rollover, recharacterization,
certain qualified distributions, or a
return of certain contributions).

Chapter Page 5



1.
Traditional IRAs

What's New for 2004

Modified AGI limit for traditional IRA contributions
increased. For 2004, if you were covered by a retirement
plan at work, your deduction for contributions to a tradi-
tional IRA is reduced (phased out) if your modified ad-
justed gross income (AGI) is:

* More than $65,000 but less than $75,000 for a mar-
ried couple filing a joint return or a qualifying
widow(er),

* More than $45,000 but less than $55,000 for a single
individual or head of household, or

* Less than $10,000 for a married individual filing a
separate return.

For all filing statuses other than married filing separately,
the upper and lower limits of the phaseout range increased
by $5,000. See How Much Can You Deduct? in this chap-
ter.

New method for figuring net income on returned or
recharacterized IRA contributions. There is a new
method for figuring the net income on IRA contributions
made after 2003 that are returned to you or recharacter-
ized. For more information, see How Do You Recharacter-
ize a Contribution? or Contributions Returned Before Due
Date of Return in this chapter.

What's New for 2005

Traditional IRA contribution and deduction limit. The
contribution limit to your traditional IRA for 2005 will be
increased to the smaller of the following amounts:

e $4,000, or
* Your taxable compensation for the year.
If you reach age 50 before 2006, the most that can be

contributed to your traditional IRA for 2005 will be the
smaller of the following amounts:

* $4,500, or
* Your taxable compensation for the year.

For more information, see How Much Can Be Contrib-
uted? in chapter 1.

Modified AGI limit for traditional IRA contributions
increased. For 2005, if you are covered by a retirement
plan at work, your deduction for contributions to a tradi-
tional IRA will be reduced (phased out) if your modified
adjusted gross income (AGI) is:

Page 6 Chapter 1 Traditional IRAs

* More than $70,000 but less than $80,000 for a mar-
ried couple filing a joint return or a qualifying
widow(er),

* More than $50,000 but less than $60,000 for a single
individual or head of household, or

* Less than $10,000 for a married individual filing a
separate return.

For all filing statuses other than married filing separately,
the upper and lower limits of the phaseout range will
increase by $5,000. See How Much Can You Deduct? in
chapter 1.

Introduction

This chapter discusses the original IRA. In this publication
the original IRA (sometimes called an ordinary or regular
IRA) is referred to as a “traditional IRA.” The following are
two advantages of a traditional IRA:

* You may be able to deduct some or all of your
contributions to it, depending on your circumstances.

¢ 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 or a
SIMPLE 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) re-
ceived taxable compensation during the year, and

* You were not age 70Y2 by the end of the year.

You can have a traditional IRA whether or not you are
covered by any other retirement plan. However, you may
not be able to deduct all of your contributions if you or your
spouse is covered by an employer retirement plan. See
How Much Can You Deduct, later.

Both spouses have compensation. If both you and your
spouse have compensation and are under age 70Y2, each
of you can set up an IRA. You cannot both participate in the
same IRA.

What Is Compensation?

Generally, compensation is what you earn from working.
For a summary of what compensation does and does not
include, see Table 1-1. Compensation includes the items
discussed next.



Wages, salaries, etc. Wages, salaries, tips, professional
fees, bonuses, and other amounts you receive for provid-
ing personal services are compensation. The IRS treats as
compensation any amount properly shown in box 1
(Wages, tips, other compensation) of Form W-2, Wage
and Tax Statement, provided that amount is reduced by
any amount properly shown in box 11 (Nonqualified plans).
Scholarship and fellowship payments are compensation
for IRA purposes only if shown in box 1 of Form W-2.

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

Self-employment income. If you are self-employed (a
sole proprietor or a partner), compensation is the net
earnings from your trade or business (provided your per-
sonal services are a material income-producing factor)
reduced by the total of:

* The deduction for contributions made on your behalf
to retirement plans, and

* The deduction allowed for one-half of your self-em-
ployment taxes.

Compensation includes earnings from self-employment
even if they are not subject to self-employment tax be-
cause of your religious beliefs.

When you have both self-employment income and sala-
ries and wages, your compensation includes both
amounts.

Self-employment loss. If you have a net loss from
self-employment, do not subtract the loss from your sala-
ries or wages when figuring your total compensation.

Alimony and separate maintenance. For IRA purposes,
compensation includes any taxable alimony and separate
maintenance payments you receive under a decree of
divorce or separate maintenance.

Table 1-1. Compensation for Purposes
of an IRA

Includes ... Does not include ...

earnings and profits from
property.

wages, salaries, etc.
interest and
dividend income.
commissions.
pension or annuity
income.
self-employment income.
deferred compensation.
alimony and separate
maintenance.

income from certain
partnerships.

any amounts you exclude
from income.

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).

* Income from a partnership for which you do not
provide services that are a material income-produc-
ing factor.

* Any amounts you exclude from income, such as
foreign earned income and housing costs.

When 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 Contributions Be Made, later.

How Can a Traditional IRA
Be Set Up?

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 stock-
broker. Any IRA must meet Internal Revenue Code re-
quirements. The requirements for the various
arrangements are discussed below.

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 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 the exclusive
benefit of you or your beneficiaries. The account is created
by a written document. The document must show that the
account meets all of the following requirements.

* The trustee or custodian must be a bank, a federally
insured credit union, a savings and loan association,
or an entity approved by the IRS to act as trustee or
custodian.

* The trustee or custodian generally cannot accept
contributions of more than $3,000 ($3,500 if you are
50 or older). However, rollover contributions and em-
ployer contributions to a simplified employee pen-
sion (SEP), can be more than this amount.

¢ Contributions, except for rollover contributions, must
be in cash. See Rollovers, later.

Chapter 1 Traditional IRAs Page 7



¢ You must have a nonforfeitable right to the amount
at all times.

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

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

* You must start receiving distributions by April 1 of
the year following the year in which you reach age
70Y2. See When Must You Withdraw Assets? (Re-
quired Minimum Distributions), later.

Individual Retirement Annuity

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

An individual retirement annuity must be issued in your
name as the owner, and either you or your beneficiaries
who survive you are the only ones who can receive the
benefits or payments.

An individual retirement annuity must meet all the fol-
lowing requirements.

* Your entire interest in the contract must be nonfor-
feitable.

* The contract must provide that you cannot transfer
any portion of it to any person other than the issuer.

* There must be 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.

* The contract must provide that contributions cannot
be more than $3,000 ($3,500 if 50 or older), 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 in which you
receive the refund. For 2005, contributions cannot
be more than $4,000 ($4,500 if 50 or older).

¢ Distributions must begin by April 1 of the year follow-
ing the year in which you reach age 70%.. See When
Must You Withdraw Assets? (Required Minimum
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.

* They stop earning interest when 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.

* You cannot transfer the bonds.
If you cash (redeem) the bonds before the year in which
you reach age 59Y2, you may be subject to a 10% addi-
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tional tax. See Age 59%: Rule under Early Distributions,
later. You can roll over redemption proceeds into IRAs.

Simplified Employee Pension (SEP)

A simplified employee pension (SEP) is a written arrange-
ment that allows your employer to make deductible contri-
butions to a traditional IRA (a SEP-IRA) set up for you to
receive such contributions. Generally, distributions from
SEP IRAs are subject to the withdrawal and tax rules that
apply to traditional IRAs. See Publication 560 for more
information about SEPs.

Employer and Employee
Association Trust Accounts

Your employer or your labor union or other employee
association can set up a trust to provide individual retire-
ment accounts for employees or members. The require-
ments for individual retirement accounts apply to these
traditional IRAs.

Required Disclosures

The trustee or issuer (sometimes called the sponsor) of
your traditional IRA generally must give you a disclosure
statement at least 7 days before you set up your IRA.
However, the sponsor does not have to give you the
statement until the date you set up (or purchase, if earlier)
your IRA, provided you are given at least 7 days from that
date to revoke the IRA.

The disclosure statement must explain certain items in
plain language. For example, the statement should explain
when and how you can revoke the IRA, and include the
name, address, and telephone number of the person to
receive the notice of cancellation. This explanation must
appear at the beginning of the disclosure statement.

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 it was made by a
trustee-to-trustee transfer) and the amount returned to
you. These requirements apply to all sponsors.

How Much Can Be
Contributed?

There are limits and other rules that affect the amount that
can be contributed to a traditional IRA. These limits and
rules are explained below.

Community property laws. Except as discussed later
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.

Brokers’ commissions. Brokers’ commissions paid in
connection with your traditional IRA are subject to the
contribution limit. For information about whether you can



deduct brokers’ commissions, see Brokers’ commissions,
later under How Much Can You Deduct.

Trustees’ fees. Trustees’ administrative fees are not sub-
ject to the contribution limit. For information about whether
you can deduct trustees’ fees, see Trustees’ fees, later
under How Much Can You Deduct.

General Limit

Contributions on your behalf to a traditional IRA
reduce your limit for contributions to a Roth IRA.
See chapter 2 for information about Roth IRAs.

The most that can be contributed to your traditional IRA is
the smaller of the following amounts:

¢ $3,000 ($3,500 if you are 50 or older; for 2005,
$4,000 or $4,500, if 50 or older), or

¢ Your taxable compensation (defined earlier) for the
year.

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 that can be contributed regardless of
whether the contributions are to one or more traditional
IRAs or whether all or part of the contributions are nonde-
ductible. (See Nondeductible Contributions, later.)

Examples. George, who is 34 years old and single,
earns $24,000 in 2004. His IRA contributions for 2004 are
limited to $3,000.

Danny, an unmarried college student working part time,
earns $1,500 in 2004. His IRA contributions for 2004 are
limited to $1,500, the amount of his compensation.

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

Annuity or endowment contracts. If you invest in an
annuity or endowment contract under an individual retire-
ment annuity, no more than $3,000 ($3,500 if 50 or older;
for 2005, $4,000 or $4,500, if 50 or older) can be contrib-
uted toward its cost for the tax year, including the cost of
life insurance coverage. If more than this amount is con-
tributed, the annuity or endowment contract is disqualified.

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 contrib-
uted for the year to your IRA is the smaller of the following
two amounts:

1. $3,000 ($3,500 if you are 50 or older; for 2005,
$4,000 or $4,500, if 50 or older), or

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

a. Your spouse’s IRA contribution for the year to a
traditional IRA.

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 $6,000 ($6,500 if only one of you is
50 or older or $7,000 if both of you are 50 or older). For
2005, combined total contributions can be as much as
$8,000 ($8,500 if only one of you is 50 or older or $9,000 if
both of you are 50 or older).

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

Example. Kristin, a full-time student with no taxable
compensation, marries Carl during the year. Neither was
50 by the end of 2004. For the year, Carl has taxable
compensation of $30,000. He plans to contribute (and
deduct) $3,000 to a traditional IRA. If he and Kristin file a
joint return, each can contribute $3,000 to a traditional IRA.
This is because Kristin, who has no compensation, can
add Carl's compensation, reduced by the amount of his
IRA contribution, ($30,000 — $3,000 = $27,000) to her own
compensation (-0-) to figure her maximum contribution to a
traditional IRA. In her case, $3,000 is her contribution limit,
because $3,000 is less than $27,000 (her compensation
for purposes of figuring her contribution limit).

Filing Status

Generally, except as discussed earlier under Spousal IRA
Limit, your filing status has no effect on the amount of
allowable contributions to your traditional IRA. However, if
during the year either you or your spouse was covered by a
retirement plan at work, your deduction may be reduced or
eliminated, depending on your filing status and income.
See How Much Can You Deduct, later.

Example. Tom and Darcy are married and both are 53.
They both work and each has a traditional IRA. Tom
earned $2,800 and Darcy earned $48,000 in 2004. Be-
cause of the spousal IRA limit rule, even though Tom
earned less than $3,500, they can contribute up to $3,500
to his IRA for 2004 if they file a joint return. They can
contribute up to $3,500 to Darcy’s IRA. If they file separate
returns, the amount that can be contributed to Tom’s IRA is
limited to $2,800.

Less Than Maximum Contributions

If contributions to your traditional IRA for a year were less
than the limit, you cannot contribute more after the due
date of your return for that year to make up the difference.

Example. Rafael, who is 40, earns $30,000 in 2004.
Although he can contribute up to $3,000 for 2004, he
contributes only $1,000. After April 15, 2005, Rafael can-
not make up the difference between his actual contribu-
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tions for 2004 ($1,000) and his 2004 limit ($3,000). He
cannot contribute $2,000 more than the limit for 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. However, a pen-
alty or additional tax may apply. See Excess Contributions,
later under What Acts Result in Penalties or Additional
Taxes.

When Can Contributions
Be Made?

As soon as you set up your traditional IRA, contributions
can be made to it through your chosen sponsor (trustee or
other administrator). Contributions must be in the form of
money (cash, check, or money order). Property cannot be
contributed. 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 under Can You Move Retirement Plan Assets.

Contributions can be made to your traditional IRA for
each year that you receive compensation and have not
reached age 70%2. For any year in which you do not work,
contributions cannot be made to your IRA 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 contributions cannot be made for the cur-
rent year, the amounts contributed for years in which you
did qualify can remain in your IRA. Contributions can
resume for any years that you qualify.

Contributions must be made by due date. Contribu-
tions can be made 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 extensions. For most people,
this means that contributions for 2004 must be made by
April 15, 2005, and contributions for 2005 must be made by
April 17, 2006.

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

You attain age 70%. on the date that is six calendar
months after the 70th anniversary of your birth. If you were
born on June 30, 1934, the 70th anniversary of your birth is
June 30, 2004, and you attained age 70%. on December
30, 2004. If you were born on July 1, 1934, the 70th
anniversary of your birth was July 1, 2004, and you at-
tained age 70%2 on January 1, 2005.

Designating year for which contribution is made. If an
amount is contributed to your traditional IRA between Jan-
uary 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 sponsor which year it is for, the
sponsor can assume, and report to the IRS, that the contri-
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bution is for the current year (the year the sponsor received

it).

Filing before a contribution is made. You can file your
return claiming a traditional IRA contribution before the
contribution is actually made. However, the contribution
must be made by the due date of your return, not including
extensions.

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

How Much Can You Deduct?

Generally, you can deduct the lesser of:

* The contributions to your traditional IRA for the year,
or

* The general limit (or the spousal IRA limit, if applica-
ble) explained earlier under How Much Can Be Con-
tributed.

However, if you or your spouse was covered by an em-
ployer retirement plan, you may not be able to deduct this
amount. See Limit If Covered By Employer Plan, later.

Trustees’ fees. Trustees’ administrative fees that are
billed separately and paid in connection with your tradi-
tional IRA are not deductible as IRA contributions. How-
ever, they may be deductible as a miscellaneous itemized
deduction on Schedule A (Form 1040). For information
about miscellaneous itemized deductions, see Publication
529, Miscellaneous Deductions.

You may be able to claim a credit for contributions
to your traditional IRA. For more information, see
chapter 4.

Brokers’ commissions. These commissions are part of
your IRA contribution and, as such, are deductible subject
to the limits.

Full deduction. If neither you nor your spouse was cov-
ered for any part of the year by an employer retirement
plan, you can take a deduction for total contributions to one
or more of your traditional IRAs of up to the lesser of:

* $3,000 ($3,500 if you are 50 or older; for 2005,
$4,000 or $4,500, if 50 or older), or

¢ 100% of your compensation.

This limit is reduced by any contributions made to a
501(c)(18) plan on your behalf.

Spousal IRA. In the case of a married couple with
unequal compensation who file a joint return, the deduction
for contributions to the traditional IRA of the spouse with
less compensation is limited to the lesser of:

1. $3,000 ($3,500 if the spouse with the lower compen-
sation is 50 or older; for 2005, $4,000 or $4,500, if 50
or older), or



2. The total compensation includible in the gross in-
come of both spouses for the year reduced by the
following three amounts.

a. The IRA deduction for the year of the spouse with
the greater compensation.

b. Any designated nondeductible contribution for the
year made on behalf of the spouse with the
greater compensation.

c. Any contributions for the year to a Roth IRA on
behalf of the spouse with the greater compensa-
tion.

This limit is reduced by any contributions to a section
501(c)(18) plan on behalf of the spouse with the lesser
compensation.

Note. If you were divorced or legally separated (and did
not remarry) before the end of the year, you cannot deduct
any contributions to your spouse’s IRA. After a divorce or
legal separation, you can deduct only the contributions to
your own IRA. Your deductions are subject to the rules for
single individuals.

Covered by an employer retirement plan. If you or your
spouse was covered by an employer retirement plan at any
time during the year for which contributions were made,
your deduction may be further limited. This is discussed
later under Limit If Covered By Employer Plan. Limits on
the amount you can deduct do not affect the amount that
can be contributed.

Are You Covered
by an Employer Plan?

The Form W-2 you receive from your employer has a box
used to indicate whether you were covered for the year.
The “Retirement Plan” box should be checked if you were
covered.

Reservists and volunteer firefighters should also see
Situations in Which You Are Not Covered, later.

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

Federal judges. For purposes of the IRA deduction, fed-
eral judges are covered by an employer plan.

For Which Year(s) Are You Covered?

Special rules apply to determine the tax years for which
you are covered by an employer plan. These rules differ
depending on whether the plan is a defined contribution
plan or a defined benefit plan.

Tax year. Your tax year is the annual accounting period
you use to keep records and report income and expenses
on your income tax return. For almost all people, the tax
year is the calendar year.

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

that ends with or within that tax year. However, also see
Situations in Which You Are Not Covered, later.

A defined contribution plan is a plan that provides for a
separate account for each person covered by the plan. In a
defined contribution plan, the amount to be contributed to
each participant’s account is spelled out in the plan. The
level of benefits actually provided to a participant depends
on the total amount contributed to that participant’s ac-
count and any earnings on those contributions. Types of
defined contribution plans include profit-sharing plans,
stock bonus plans, and money purchase pension plans.

Example 1. Company A has a money purchase pen-
sion plan. Its plan year is from July 1 to June 30. The plan
provides that contributions must be allocated as of June
30. Bob, an employee, leaves Company A on December
31, 2003. The contribution for the plan year ending on June
30, 2004, is made February 15, 2005. Because an amount
is contributed to Bob’s account for the plan year, Bob is
covered by the plan for his 2004 tax year.

Example 2. Mickey was covered by a profit-sharing
plan and left the company on December 31, 2003. The
plan year runs from July 1 to June 30. Under the terms of
the plan, employer contributions do not have to be made,
but if they are made, they are contributed to the plan before
the due date for filing the company’s tax return. Such
contributions are allocated as of the last day of the plan
year, and allocations are made to the accounts of individu-
als who have any service during the plan year. As of June
30, 2004, no contributions were made that were allocated
to the June 30, 2004, plan year, and no forfeitures had
been allocated within the plan year. In addition, as of that
date, the company was not obligated to make a contribu-
tion for such plan year and it was impossible to determine
whether or not a contribution would be made for the plan
year. On December 31, 2004, the company decided to
contribute to the plan for the plan year ending June 30,
2004. That contribution was made on February 15, 2005.
Because an amount was allocated to Mickey’s account as
of June 30, 2004, Mickey is an active participant in the plan
for his 2005 tax year but not for his 2004 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 to participate in
your employer’s defined benefit plan for the plan year that
ends within your tax year, you are covered by the plan.
This rule applies even if you:

¢ Declined to participate in the plan,
¢ Did not make a required contribution, or

¢ Did not perform the minimum service required to
accrue a benefit for the year.

A defined benefit plan is any plan that is not a defined
contribution plan. In a defined benefit plan, the level of
benefits to be provided to each participant is spelled out in
the plan. The plan administrator figures the amount
needed to provide those benefits and those amounts are
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contributed to the plan. Defined benefit plans include pen-
sion plans and annuity plans.

Example. Nick, an employee of Company B, is eligible
to participate in Company B’s defined benefit plan, which
has a July 1 to June 30 plan year. Nick leaves Company B
on December 31, 2003. Because Nick is eligible to partici-
pate in the plan for its year ending June 30, 2004, he is
covered by the plan for his 2004 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.

Situations in Which You Are Not Covered

Unless you are covered by another employer plan, you are
not covered by an employer plan if you are in one of the
situations described below.

Social security or railroad retirement. Coverage under
social security or railroad retirement is not coverage under
an employer retirement plan.

Benefits from previous employer’s plan. If you receive
retirement benefits from a previous employer’s plan, you
are not covered by that 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 covered by the plan. You are not
covered by the plan if both of the following conditions are
met.

1. The plan you participate in is established for its em-
ployees by:

a. The United States,
b. A state or political subdivision of a state, or
¢. 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 participate
in a plan is because you are a volunteer firefighter, you
may not be covered by the plan. You are not covered by
the plan if both of the following conditions are met.

1. The plan you participate in is established for its em-
ployees by:

a. The United States,
b. A state or political subdivision of a state, or
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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.

Limit If Covered By Employer Plan

As discussed earlier, the deduction you can take for contri-
butions made to your traditional IRA depends on whether
you or your spouse was 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 by your filing
status. Your deduction may also be affected by social
security benefits you received.

Reduced or no deduction. If either you or your spouse
was covered by an employer retirement plan, you may be
entitled to only a partial (reduced) deduction or no deduc-
tion 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 elimi-
nated altogether when it reaches a higher amount. These
amounts vary depending on your filing status.

To determine if your deduction is subject to the
phaseout, you must determine your modified adjusted
gross income (AGI) and your filing status, as explained
later under Deduction Phaseout. Once you have deter-
mined your modified AGI and your filing status, you can
use Table 1-2 or Table 1-3 to determine if the phaseout
applies.

Social Security Recipients

Instead of using Table 1-2 or Table 1-3 and Worksheet 1-2,
Figuring Your Reduced IRA Deduction for 2004, later,
complete the worksheets in Appendix B of this publication
if, for the year, all of the following apply.

* You received social security benefits.
* You received taxable compensation.
* Contributions were made to your traditional IRA.

* You or your spouse was covered by an employer
retirement plan.

Use the worksheets in Appendix B to figure your IRA
deduction, your nondeductible contribution, and the tax-
able portion, if any, of your social security benefits. Appen-
dix B includes an example with filled-in worksheets to
assist you.



Table 1-2. Effect of Modified AGI! on
Deduction If You Are Covered by a
Retirement Plan at Work

If you are covered by a retirement plan at work, use this
table to determine if your modified AGI affects the amount
of your deduction.

AND your
modified adjusted
gross income

IF your filing (modified AGI) THEN you can
status is ... is ... take ...
$45,000 or less | a full deduction.
. more than
single or $45,000 a partial
household but less than deduction.
$55,000

$55,000 or more
$65,000 or less

no deduction.

a full deduction.

married filing more than

jointly or $65,000 a partial
qualifying but less than deduction.
widow(er) $75,000

$75,000 or more no deduction.

less than $10,000

a partial

Table 1-3. Effect of Modified AGI! on
Deduction If You Are NOT Covered by a
Retirement Plan at Work

If you are not covered by a retirement plan at work, use
this table to determine if your modified AGI affects the

amount of your deduction.

married filing
separately?

deduction.

$10,000 or more

1 Modified AGI (adjusted gross income). See Modified
adjusted gross income (AGI), later.

2 1f you did not live with your spouse at any time during
the year, your filing status is considered Single for this
purpose (therefore, your IRA deduction is determined
under the “Single” filing status).

no deduction.

AND your modified
adjusted gross
IF your filing income (modified THEN you
status is ... AGl) is ... can take ...
single,
head of a full
household, or any amount .
qualifying deduction.
widow(er)
married filing
jointly or
separately with a a full
spouse who is not any amount deduction.
covered by a plan
at work
a full
S $150,000 or less deduction.
married filing
jointly with a more than $150,000 ;
spouse who is but less than ddeL?crttilgl\
covered by a plan $160,000 '
at work no
$160,000 or more deduction.
married filing a partial
separately with a less than $10,000 deduction.
spouse who is
covered by a plan no
at work? $10,000 or more deduction.

1 Modified AGI (adjusted gross income). See Modified
adjusted gross income (AGI), later.

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

Deduction Phaseout

The amount of any reduction in the limit on your IRA
deduction (phaseout) depends on whether you or your
spouse was covered by an employer retirement plan.

Covered by a retirement plan. If you are covered by an
employer retirement plan and you did not receive any
social security retirement benefits, your IRA deduction
may be reduced or eliminated depending on your filing
status and modified AGI, as shown in Table 1-2.

* More than $50,000 but less than $60,000 for a single
individual (or head of household),

For 2005, if you are covered by a retirement plan
at work, your IRA deduction will not be reduced
(phased out) unless your modified AGI is:
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Worksheet 1-1. Figuring Your Modified AGI
Use this worksheet to figure your modified AGI for traditional IRA purposes.

1. Enter your adjusted gross income (AGI) shown on line 22, Form 1040A, or line 37,
Form 1040 figured without taking into account line 17, Form 1040A, or line 25, Form

L1040 .. e 1.
2. Enter any student loan interest deduction from line 18, Form 1040A, or line 26, Form
L1040 .. 2.

Enter any tuition and fees deduction from line 19, Form 1040A, or line 27, Form 1040 3.

Enter any foreign earned income exclusion and/or housing exclusion from line 18,

Form 2555-EZ, orline 43, Form 2555 . . .. . ... . . . . e 4,
5. Enter any foreign housing deduction from line 48, Form 2555 .. ................ 5.
6. Enter any excluded qualified savings bond interest shown on line 3, Schedule 1,

Form 1040A, or line 3, Schedule B, Form 1040 (from line 14, Form 8815) ......... 6.
7. Enter any exclusion of employer-provided adoption benefits shown on line 30, Form

88380 L 7.
8. Add lines 1 through 7. This is your Modified AGI for traditional IRA purposes . ... .. 8.

* More than $70,000 but less than $80,000 for a mar-
ried couple filing a joint return (or a qualifying
widow(er)), or

* Less than $10,000 for a married individual filing a
separate return.

For all filing statuses other than married filing separately,
the upper and lower limits of the phaseout range for 2005
will increase by $5,000 from the limit for 2004.

If your spouse is covered. If you are not covered by an
employer retirement plan, but your spouse is, and you did
not receive any social security benefits, your IRA deduc-
tion may be reduced or eliminated entirely depending on
your filing status and modified AGI as shown in Table 1-3.

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 Publica-
tion 501, Exemptions, Standard Deduction, and Filing In-
formation.

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

Modified adjusted gross income (AGI). You can use
Worksheet 1-1 to figure your modified AGI. If you made
contributions to your IRA for 2004 and received a distribu-
tion from your IRA in 2004, see Both contributions for 2004

and distributions in 2004, later.

same as your compensation. Your modified AGI
QYLD may include income in addition to your compen-
sation such as interest, dividends, and income from IRA
distributions.

Do not assume that your modified AGI is the
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Form 1040. If you file Form 1040, refigure the amount
on the page 1 “adjusted gross income” line without taking
into account any of the following amounts.

* |IRA deduction.

¢ Student loan interest deduction.

¢ Tuition and fees deduction.

¢ Foreign earned income exclusion.

* Foreign housing exclusion or deduction.

¢ Exclusion of qualified savings bond interest shown
on Form 8815.

¢ Exclusion of employer-provided adoption benefits
shown on Form 8839.

This is your modified AGI.

Form 1040A. If you file Form 1040A, refigure the
amount on the page 1 “adjusted gross income” line without
taking into account any of the following amounts.

¢ |RA deduction.
e Student loan interest deduction.
¢ Tuition and fees deduction.

¢ Exclusion of qualified bond interest shown on Form
8815.

¢ Exclusion of employer-provided adoption benefits
shown on Form 8839.

This is your modified AGI.

Income from IRA distributions. If you received distri-
butions in 2004 from one or more traditional IRAs and your
traditional IRAs include only deductible contributions, the
distributions are fully taxable and are included in your
modified AGI.

Both contributions for 2004 and distributions in
2004. If all three of the following apply, any IRA distribu-



tions you received in 2004 may be partly tax free and partly
taxable.

* You received distributions in 2004 from one or more
traditional IRAs,

* You made contributions to a traditional IRA for 2004,
and

¢ Some of those contributions may be nondeductible
contributions. (See Nondeductible Contributions and
Worksheet 1-2, later.)

If this is your situation, you must figure the taxable part of
the traditional IRA distribution before you can figure your
modified AGI. To do this, you can use Worksheet 1-5,
Figuring the Taxable Part of Your IRA Distribution.

If at least one of the above does not apply, figure your
modified AGI using Worksheet 1-1.

How To Figure Your Reduced IRA Deduction

If you or your spouse is covered by an employer retirement
plan and you did not receive any social security benefits,
you can figure your reduced IRA deduction by using Work-
sheet 1-2, Figuring Your Reduced IRA Deduction for 2004.
The instructions for both Form 1040 and Form 1040A
include similar worksheets that you can use instead of the
worksheet in this publication.

If you or your spouse is covered by an employer retire-
ment plan, and you received any social security benefits,
see Social Security Recipients, earlier.

Note. If you were married and both you and your
spouse contributed to IRAs, figure your deduction and your
spouse’s deduction separately.

Reporting Deductible Contributions

If you file Form 1040, enter your IRA deduction on line 25
of that form. If you file Form 1040A, enter your IRA deduc-
tion on line 17 of that form. You cannot deduct IRA contri-
butions on Form 1040EZ.

Self-employed. If you are self-employed (a sole proprie-
tor or partner) and have a SIMPLE IRA, enter your deduc-
tion for allowable plan contributions on Form 1040, line 32.

Nondeductible Contributions

Although your deduction for IRA contributions may be
reduced or eliminated, contributions can be made to your
IRA of up to the general limit or, if it applies, the spousal
IRA limit. The difference between your total permitted
contributions and your IRA deduction, if any, is your non-
deductible contribution.

Example. Tony is 29 years old and single. In 2004, he
was covered by a retirement plan at work. His salary is
$52,312. His modified adjusted gross income (modified
AGI) is $60,000. Tony makes a $3,000 IRA contribution for
2004. Because he was covered by a retirement plan and
his modified AGI is above $55,000, he cannot deduct his
$3,000 IRA contribution. He must designate this contribu-

tion as a nondeductible contribution by reporting it on Form
8606.

Form 8606. To designate contributions as nondeductible,
you must file Form 8606. (See the filled-in Forms 8606 in
this chapter.)

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

You must file Form 8606 to report nondeductible contri-
butions even if you do not have to file a tax return for the
year.

Failure to report nondeductible contributions. If you
do not report nondeductible contributions, all of the contri-
butions to your traditional IRA will be treated as deductible.
All distributions from your IRA will be taxed unless you can
show, with satisfactory evidence, that nondeductible con-
tributions were made.

Penalty for overstatement. If you overstate the amount
of nondeductible contributions on your Form 8606 for any
tax year, you must pay a penalty of $100 for each over-
statement, 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 reasona-
ble cause.

Tax on earnings on nondeductible contributions. As
long as contributions are within the contribution limits,
none of the earnings or gains on contributions (deductible
or nondeductible) will be taxed until they are distributed.

Cost basis. You will have a cost basis in your traditional
IRA if you made any nondeductible contributions. Your
cost basis is the sum of the nondeductible contributions to
your IRA minus any withdrawals or distributions of nonde-

ductible contributions.
IRAs will include both taxable and nontaxable

(cost basis) amounts. See Are Distributions Tax-

able, later, for more information.

Commonly, distributions from your traditional

ﬁ_ Recordkeeping. There is a recordkeeping work-

sheet, Appendix A, Summary Record of Tradi-
tional IRA(s) for 2004, that you can use to keep a
record of deductible and nondeductible IRA contributions.

RECORDS

Examples — Worksheet for
Reduced IRA Deduction for 2004

The following examples illustrate the use of Worksheet
1-2, Figuring Your Reduced IRA Deduction for 2004.

Example 1. For 2004, Tom and Betty file a joint return
on Form 1040. They are both 39 years old. They are both
employed and Tom is covered by his employer’s retire-
ment plan. Tom'’s salary is $42,000 and Betty’s is $26,555.
They each have a traditional IRA and their combined
modified AGI, which includes $2,000 interest and dividend
income, is $70,555. Because their modified AGI is be-
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Worksheet 1-2. Figuring Your Reduced IRA Deduction for 2004

(Use only if you or your spouse is covered by an employer plan and your modified AGI falls
between the two amounts shown below for your coverage situation and filing status.)

Note. If you were married and both you and your spouse contributed to IRAs, figure your deduction
and your spouse’s deduction separately.

AND your THEN enter

AND your modified onlinel
IFyou ... filing status is ... AGlis over... below ...
are covered by an single or head of
employer plan household $45,000 $55,000

married filing jointly or

qualifying widow(er) $65,000 $75,000

married filing separately $0 $10,000
are not covered by an |married filing jointly $150,000 $160,000
employe_r plan, but your
spouse is covered married filing separately $0 $10,000
1. Enter applicable amount fromtableabove............ ... ... ... ... ... ... ... 1.
2. Enter your modified AGI (that of both spouses, if married filing jointly) . ........... 2.

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.

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 $3,000 ($3,500 if 50 or older) or 100% of your
(and if married filing jointly, your spouse’s) compensation, whicheverisless ........ 3.

4.  Multiply line 3 by 30% (.30) (by 35% (.35) if age 50 or older). 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. . ........... 4.

5.  Enter your compensation minus any deductions on Form 1040, line 30 (one-half of
self-employment tax) and line 32 (self-employed SEP, SIMPLE, and qualified plans). If
you are filing a joint return and your compensation is less than your spouse’s, include
your spouse’s compensation reduced by his or her traditional IRA and Roth IRA
contributions for this year. If you file Form 1040, do not reduce your compensation by
any losses from self-employment . .. ... ... 5.

6. Enter contributions made, or to be made, to your IRA for 2004 but do not enter more
than $3,000 ($3,500 if 50 or older). If contributions are more than $3,000 ($3,500 if 50
or older), see Excess Contributions, later. . . ......... ... .. . . . 6.

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, goto liNe 8 . . .. . .. .. 7.

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 . .. ...................... 8.
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tween $65,000 and $75,000 and Tom is covered by an
employer plan, Tom is subject to the deduction phaseout
discussed earlier under Limit If Covered By Employer Plan.

For 2004, Tom contributed $3,000 to his IRA and Betty
contributed $3,000 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 $1,340.

He can choose to treat the $1,340 as either deductible
or nondeductible contributions. He can either leave the
$1,660 ($3,000 - $1,340) of nondeductible contributions in
his IRA or withdraw them by April 15, 2005. He decides to
treat the $1,340 as deductible contributions and leave the
$1,660 of nondeductible contributions in his IRA.

Using Worksheet 1-2, Figuring Your Reduced IRA De-
duction for 2004, Tom figures his deductible and nonde-
ductible amounts as shown on Worksheet 1-2, Figuring
Your Reduced IRA Deduction for 2004—Example 1 lllus-
trated.

Betty figures her IRA deduction as follows. Betty can
treat all or part of her contributions as either deductible or
nondeductible. This is because her $3,000 contribution for
2004 is not subject to the deduction phaseout discussed
earlier under Limit If Covered By Employer Plan. She does
not need to use Worksheet 1-2, Figuring Your Reduced
IRA Deduction for 2004, because their modified AGI is not
within the phaseout range that applies. Betty decides to
treat her $3,000 IRA contributions as deductible.

The IRA deductions of $1,340 and $3,000 on the joint
return for Tom and Betty total $4,340.

Example 2. For 2004, Ed and Sue file a joint return on
Form 1040. They are both 39 years old. Ed is covered by
his employer’s retirement plan. Ed’s salary is $40,000. Sue
had no compensation for the year and did not contribute to
an IRA. Ed contributed $3,000 to his traditional IRA and
$3,000 to a traditional IRA for Sue (a spousal IRA). Their
combined modified AGI, which includes $2,000 interest
and dividend income and a large capital gain from the sale
of stock, is $156,555.

Because the combined modified AGI is $70,000 or
more, Ed cannot deduct any of the contribution to his
traditional IRA. He can either leave the $3,000 of nonde-
ductible contributions in his IRA or withdraw them by April
15, 2005.

Sue figures her IRA deduction as shown on Worksheet
1-2, Figuring Your Reduced IRA Deduction for 2004—
Example 2 lllustrated.

What If You Inherit an IRA?

If you inherit a traditional IRA, you are called a beneficiary.
A beneficiary can be any person or entity the owner
chooses to receive the benefits of the IRA after he or she
dies. Beneficiaries of a traditional IRA must include in their
gross income any taxable distributions they receive.

Inherited from spouse. If you inherit a traditional IRA
from your spouse, you generally have the following three
choices. You can:

1. Treat it as your own IRA by designating yourself as
the account owner.

2. Treat it as your own by rolling it over into your tradi-
tional IRA, or to the extent it is taxable, into a:

a. Qualified employer plan,

b. Qualified employee annuity plan (section 403(a)
plan),

c. Tax-sheltered annuity plan (section 403(b) plan),

d. Deferred compensation plan of a state or local
government (section 457 plan), or

3. Treat yourself as the beneficiary rather than treating
the IRA as your own.

Treating it as your own. You will be considered to
have chosen to treat the IRA as your own if:

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

* You do not take the required minimum distribution
for a year as a beneficiary of the IRA.

You will only be considered to have chosen to treat the IRA
as your own if:

* You are the sole beneficiary of the IRA, and

* You have an unlimited right to withdraw amounts
from it.

However, if you receive a distribution from your de-
ceased spouse’s IRA, you can roll that distribution over
into your own IRA within the 60-day time limit, as long as
the distribution is not a required distribution, even if you are
not the sole beneficiary of your deceased spouse’s IRA.
For more information, see When Must You Withdraw As-
sets? (Required Minimum Distributions), later.

Inherited from someone other than spouse. If you in-
herit a traditional IRA from anyone other than your de-
ceased spouse, you cannot treat the inherited IRA as your
own. This means that you cannot make any contributions
to the IRA. It also means you cannot roll over any amounts
into or out of the inherited IRA. However, you can make a
trustee-to-trustee transfer as long as the IRA into which
amounts are being moved is set up and maintained in the
name of the deceased IRA owner for the benefit of you as
beneficiary.

Like the original owner, you generally will not owe tax on
the assets in the IRA until you receive distributions from it.
You must begin receiving distributions from the IRA under
the rules for distributions that apply to beneficiaries.

IRA with basis. If you inherit a traditional IRA from a
person who had a basis in the IRA because of nondeduct-
ible 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 distributions from both an inherited IRA and your
IRA, and each has basis, you must complete separate
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Forms 8606 to determine the taxable and nontaxable por-
tions of those distributions.

Federal estate tax deduction. A beneficiary may be able
to claim a deduction for estate tax resulting from certain
distributions from a traditional IRA. The beneficiary can
deduct the estate tax paid on any part of a distribution that
is income in respect of a decedent. He or she can take the
deduction for the tax year the income is reported. For
information on claiming this deduction, see Estate Tax
Deduction under Other Tax Information 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 cannot take
any estate tax deduction for this part.

A surviving spouse can roll over the distribution to an-
other traditional IRA and avoid including it in income for the
year received.

More information. For more information about rollovers,
required distributions, and inherited IRAS, see:

¢ Rollovers, later under Can You Move Retirement
Plan Assets?,

* When Must You Withdraw Assets? (Required Mini-
mum Distributions), later, and

* The discussion of IRA beneficiaries later under
When Must You Withdraw Assets? (Required Mini-
mum Distributions).

Can You Move Retirement
Plan Assets?

You can transfer, tax free, assets (money or property) from
other retirement programs (including traditional IRAS) to a
traditional IRA. You can make the following kinds of trans-
fers.

* Transfers from one trustee to another.
* Rollovers.
* 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. For
more information about these transfers, see Converting
From Any Traditional IRA Into a Roth IRA, later, and Can
You 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. Because it is not a rollover, it
is not affected by the 1-year waiting period required be-
tween rollovers. This waiting period is discussed later
under Rollover From One IRA Into Another.
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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 contrib-
ute to another retirement plan. The contribution to the
second retirement plan is called a “rollover contribution.”

Note. An amount rolled over tax free from one retire-
ment plan to another is generally includible in income when
it is distributed from the second plan.

Kinds of rollovers to atraditional IRA. You can roll over
amounts from the following plans into a traditional IRA:

e A traditional IRA,

* An employer’s qualified retirement plan for its em-
ployees,

¢ A deferred compensation plan of a state or local
government (section 457 plan), or

¢ A tax-sheltered annuity plan (section 403 plan).

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 rollo-
vers from IRAs and Reporting rollovers from employer
plans.

Rollover notice. A written explanation of rollover treat-
ment must be given to you by the plan (other than an IRA)
making the distribution.

Kinds of rollovers from a traditional IRA. You may be
able to roll over, tax free, a distribution from your traditional
IRA into a qualified plan. These plans include the Federal
Thrift Savings Fund (for federal employees), deferred com-
pensation plans of state or local governments (section 457
plans), and tax-sheltered annuity plans (section 403(b)
plans). The part of the distribution that you can roll over is
the part that would otherwise be taxable (includible in your
income). Qualified plans may, but are not required to,
accept such rollovers.

Tax treatment of a rollover from a traditional IRA to
an eligible retirement plan other than an IRA. If you roll
over a distribution from an IRA into an eligible retirement
plan (defined next) other than an IRA, the part of the
distribution you roll over is considered to come first from
amounts other than after-tax contributions in any of your
traditional IRAs. This means that you can roll over a distri-
bution from an IRA with nontaxable income into a qualified
plan if you have enough taxable income in your other IRAs
to cover the nontaxable part. The effect of this is to make
the amount in your traditional IRAs that you can roll over to
a qualified plan as large as possible.

Eligible retirement plans. The following are consid-
ered eligible retirement plans.

¢ [ndividual retirement arrangements (IRAS).
¢ Qualified trusts.



Worksheet 1-2. Figuring Your Reduced IRA Deduction for 2004—Example 1 lllustrated

(Use only if you or your spouse is covered by an employer plan and your modified AGI falls

between the two amounts shown below for your coverage situation and filing status.)

Note. If you were married and both you and your spouse contributed to IRAs, figure your deduction

and your spouse’s deduction separately.

AND your
AND your modified AGI |THEN enter on
IFyou ... filing status is ... is over ... line 1 below ...
are covered by an single or head of
employer plan household $45,000 $55,000
married filing jointly or
qualifying widow(er) $65,000 $75,000
married filing separately $0 $10,000
are not covered by an married filing jointly $150,000 $160,000
employe_r plan, but your
spouse is covered married filing separately $0 $10,000
1. Enter applicable amount from table above . ... ......... ... ... .. .. ... ..., 1. 75,000
2. Enter your modified AGI (that of both spouses, if married filing jointly) ........... 2. 70,555
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.
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 $3,000 ($3,500 if 50 or older) or 100% of
your (and if married filing jointly, your spouse’s) compensation, whicheverisless ... 3. 4,445
4.  Multiply line 3 by 30% (.30) (by 35% (.35) if age 50 or older). 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............ 4. 1,340
5.  Enter your compensation minus any deductions on Form 1040, line 30 (one-half of
self-employment tax) and line 32 (self-employed SEP, SIMPLE, and qualified plans).
If you are filing a joint return and your compensation is less than your spouse’s,
include your spouse’s compensation reduced by his or her traditional IRA and Roth
IRA contributions for this year. If you file Form 1040, do not reduce your
compensation by any losses from self-employment . .. ............. ... ... ... 5. 42,000
6. Enter contributions made, or to be made, to your IRA for 2004 but do not enter more
than $3,000 ($3,500 if 50 or older). If contributions are more than $3,000 ($3,500 if 50
or older), see Excess Contributions, later. .. ......... . ... ... ... . . . . .. . . . ... 6. 3,000
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, goto liNe 8 . . . . ... 7. 1,340
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 . ....................... 8. 1,660
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Worksheet 1-2. Figuring Your Reduced IRA Deduction for 2004—Example 2 lllustrated

(Use only if you or your spouse is covered by an employer plan and your modified AGI falls
between the two amounts shown below for your coverage situation and filing status.)

Note. If you were married and both you and your spouse contributed to IRAs, figure your deduction
and your spouse’s deduction separately.

AND your
AND your modified AGI |THEN enter on
IFyou ... filing status is ... is over ... line 1 below ...
are covered by an single or head of
employer plan household $45,000 $55,000
married filing jointly or
qualifying widow(er) $65,000 $75,000
married filing separately $0 $10,000
are not covered by an married filing jointly $150,000 $160,000
employe_r plan, but your
spouse is covered married filing separately $0 $10,000
1. Enter applicable amount from table above . ... ......... ... ... .. .. ... ..., 1. 160,000
2. Enter your modified AGI (that of both spouses, if married filing jointly) ........... 2. 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.

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 $3,000 ($3,500 if 50 or older) or 100% of
your (and if married filing jointly, your spouse’s) compensation, whicheverisless ... 3. 3,445

4.  Multiply line 3 by 30% (.30) (by 35% (.35) if age 50 or older). 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............ 4. 1,040

5.  Enter your compensation minus any deductions on Form 1040, line 30 (one-half of
self-employment tax) and line 32 (self-employed SEP, SIMPLE, and qualified plans).
If you are filing a joint return and your compensation is less than your spouse’s,
include your spouse’s compensation reduced by his or her traditional IRA and Roth
IRA contributions for this year. If you file Form 1040, do not reduce your
compensation by any losses from self-employment . .. ............. ... ... ... 5. 37,000

6. Enter contributions made, or to be made, to your IRA for 2004 but do not enter more
than $3,000 ($3,500 if 50 or older). If contributions are more than $3,000 ($3,500 if 50
or older), see Excess Contributions, later. .. ......... . ... ... ... . . . . .. . . . ... 6. 3,000

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, goto liNe 8 . . . . ... 7. 1,040

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 . ....................... 8. 1,960
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¢ Qualified employee annuity plans under section
403(a).

¢ Deferred compensation plans of state and local gov-
ernments (section 457 plans).

¢ Tax-sheltered annuities (section 403(b) annuities).

Time Limit for Making
a Rollover Contribution

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

The IRS may waive the 60-day requirement where the
failure to do so would be against equity or good con-
science, such as in the event of a casualty, disaster, or
other event beyond your reasonable control.

Rollovers completed after the 60-day period. In the
absence of a waiver, amounts not rolled over within the
60-day period do not qualify for tax-free rollover treatment.
You must treat them as a taxable distribution from either
your IRA or your employer's plan. These amounts are
taxable in the year distributed, even if the 60-day period
expires in the next year. You may also have to pay a 10%
additional tax on early distributions as discussed later
under Early Distributions.

Unless there is a waiver or an extension of the 60-day
rollover period, any contribution you make to your IRA
more than 60 days after the distribution is a regular contri-
bution, not a rollover contribution.

Example. You received a distribution in late December
2004 from a traditional IRA that you do not roll over into
another traditional IRA within the 60-day limit. You do not
qualify for a waiver. This distribution is taxable in 2004
even though the 60-day limit was not up until 2005.

Automatic waiver. The 60-day rollover requirement is
waived automatically only if all of the following apply.

* The financial institution receives the funds on your
behalf before the end of the 60-day rollover period.

* You followed all the procedures set by the financial
institution for depositing the funds into an eligible
retirement plan within the 60-day period (including
giving instructions to deposit the funds into an eligi-
ble retirement plan).

¢ The funds are not deposited into an eligible retire-
ment plan within the 60-day rollover period solely
because of an error on the part of the financial insti-
tution.

¢ The funds are deposited into an eligible retirement
plan within 1 year from the beginning of the 60-day
rollover period.

¢ [t would have been a valid rollover if the financial
institution had deposited the funds as instructed.

Other waivers. If you do not qualify for an automatic
waiver, you can apply to the IRS for a waiver of the 60-day

rollover requirement. You apply by following the proce-
dures for applying for a letter ruling. Those procedures are
stated in a revenue procedure generally published in the
first Internal Revenue Bulletin of the year. You must also
pay a user fee with the application. For how to get that
revenue procedure, see chapter 5.

In determining whether to grant a waiver, the IRS will
consider all relevant facts and circumstances, including:

¢ Whether errors were made by the financial institution
(other than those described under Automatic waiver,
above),

* Whether you were unable to complete the rollover
due to death, disability, hospitalization, incarceration,
restrictions imposed by a foreign country or postal
error,

* Whether you used the amount distributed (for exam-
ple, in the case of payment by check, whether you
cashed the check), and

¢ How much time has passed since the date of distri-
bution.

Amount. The rules regarding the amount that can be
rolled over within the 60-day time period also apply to the
amount that can be deposited due to a waiver. For exam-
ple, if you received $6,000 from your IRA, the most that you
can deposit into an eligible retirement plan due to a waiver
is $6,000.

Extension of rollover period. If an amount distributed to
you from a traditional IRA or a qualified employer retire-
ment plan is a frozen deposit at any time during the 60-day
period allowed for a rollover, two special rules extend the
rollover period.

¢ The period during which the amount is a frozen de-
posit is not counted in the 60-day period.

* The 60-day period cannot end earlier than 10 days
after the deposit is no longer frozen.

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

* The financial institution is bankrupt or insolvent.

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

Rollover From One IRA Into Another

You can withdraw, tax free, all or part of the assets from
one traditional IRA if you reinvest them within 60 days in
the same or another traditional IRA. Because this is a
rollover, you cannot deduct the amount that you reinvest in
an IRA.
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You may be able to treat a contribution made to
@ one type of IRA as having been made to a differ-

ent type of IRA. This is called recharacterizing the
contribution. See Recharacterizations in this chapter for
more information.

Waiting period between rollovers. Generally, if you
make a tax-free rollover of any part of a distribution from a
traditional IRA, you cannot, within a 1-year period, make a
tax-free rollover of any later distribution from that same
IRA. You also cannot make a tax-free rollover of any
amount distributed, within the same 1-year period, from the
IRA into which you made the tax-free rollover.

The 1-year period begins on the date you receive the
IRA distribution, not on the date you roll it over into an IRA.

Example. You have two traditional IRAs, IRA-1 and
IRA-2. You make a tax-free rollover of a distribution from
IRA-1 into a new traditional IRA (IRA-3). You cannot, within
1 year of the distribution from IRA-1, make a tax-free
rollover of any distribution from either IRA-1 or IRA-3 into
another traditional IRA.

However, the rollover from IRA-1 into IRA-3 does not
prevent you from making a tax-free rollover from IRA-2 into
any other traditional IRA. This is because you have not,
within the last year, rolled over, tax-free, any distribution
from IRA-2 or made a tax-free rollover into IRA-2.

Exception. There is an exception to the rule that
amounts rolled over tax free into an IRA cannot be rolled
over tax free again within the 1-year period beginning on
the date of the original distribution. The exception applies
to a distribution which meets all three of the following
requirements.

1. Itis made from a failed financial institution by the
Federal Deposit Insurance Corporation (FDIC) as re-
ceiver for the institution.

2. It was not initiated by either the custodial institution
or the depositor.

3. It was 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. If property is
distributed to you from an IRA and you complete the
rollover by contributing property to an IRA, your rollover is
tax free only if the property you contribute is the same
property that was distributed to you.

Partial rollovers. If you withdraw assets from a traditional
IRA, you can roll over part of the withdrawal tax free and
keep the rest of it. The amount you keep will generally be
taxable (except for the part that is a return of nondeductible
contributions). The amount you keep may be subject to the
10% additional tax on early distributions discussed later
under What Acts Result in Penalties or Additional Taxes.

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

Inherited IRAs. If you inherit a traditional IRA from your
spouse, you generally can roll it over, or you can choose to
make the inherited IRA your own as discussed earlier
under What If You Inherit an IRA.

Not inherited from spouse. If you inherited a tradi-
tional IRA from someone other than your spouse, you
cannot roll it over or allow it to receive a rollover contribu-
tion. You must withdraw the IRA assets within a certain
period. For more information, see When Must You With-
draw Assets, later.

Reporting rollovers from IRAs. Report any rollover from
one traditional IRA to the same or another traditional IRA
on Form 1040, lines 15a and 15b or on Form 1040A, lines
11la and 11b.

Enter the total amount of the distribution on Form 1040,
line 15a or on Form 1040A, line 11a. If the total amount on
Form 1040, line 15a or on Form 1040A, line 11a was rolled
over, enter zero on Form 1040, line 15b or on Form 1040A,
line 11b. If the total distribution was not rolled over, enter
the taxable portion of the part that was not rolled over on
Form 1040, line 15b or on Form 1040A, line 11b. Put
“Rollover” next to line 15b, Form 1040 or line 11b, Form
1040A. See the forms’ instructions.

If you rolled over the distribution in 2005 or from an IRA
into a qualified plan (other than an IRA), attach a statement
explaining what you did.

For information on how to figure the taxable portion, see
Are Distributions Taxable, later.

Rollover From Employer’s Plan
Into an IRA

You can roll over into a traditional IRA all or part of an
eligible rollover distribution you receive from your (or your
deceased spouse’s):

* Employer’s qualified pension, profit-sharing or stock
bonus plan,

¢ Annuity plan,

* Tax-sheltered annuity plan (section 403(b) plan), or

* Governmental deferred compensation plan (section
457 plan).

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

Eligible rollover distribution. Generally, an eligible roll-
over distribution is any distribution of all or part of the
balance to your credit in a qualified retirement plan except
the following.

1. A required minimum distribution (explained later
under When Must You Withdraw Assets? (Required
Minimum Distributions)).

2. A hardship distribution.

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



a. Your lifetime or life expectancy,

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

c. A period of 10 years or more.

4. Corrective distributions of excess contributions or ex-
cess deferrals, and any income allocable to the ex-
cess, or of excess annual additions and any
allocable gains.

5. Alloan treated as a distribution because it does not
satisfy certain requirements either when made or
later (such as upon default), unless the participant’s
accrued benefits are reduced (offset) to repay the
loan.

6. Dividends on employer securities.
7. The cost of life insurance coverage.

8. Generally, a distribution to the plan participant’s ben-
eficiary.

Your rollover into a traditional IRA may include both
amounts that would be taxable and amounts that would not
be taxable if they were distributed to you, but not rolled
over. To the extent the distribution is rolled over into a
traditional IRA, it is not includible in your income.

Written explanation to recipients. Before making an
eligible rollover distribution, the administrator of a qualified
employer plan must provide you with a written explanation.
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 tax treatment 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.

¢ How the plan receiving the distribution differs from
the plan making the distribution in its restrictions and
tax consequences.

The plan administrator must provide you with this written
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 provided as long
as both of the following requirements are met.

* You are given at least 30 days after the notice is
provided to consider whether you want to elect a
direct rollover.

* You are given information that clearly states that you
have this 30-day period to make the decision.

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

Withholding requirement. Generally, if an eligible rollo-
ver distribution is paid directly to you, the payer must
withhold 20% of it. This applies even if you plan to roll over
the distribution to a traditional IRA. You can avoid withhold-
ing by choosing the direct rollover option, discussed later.

Exceptions. The payer does not have to withhold from
an eligible rollover distribution paid to you if either of the
following conditions apply.

* The distribution and all previous eligible rollover dis-
tributions 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.

* The distribution consists solely of employer securi-
ties, plus cash of $200 or less in lieu of fractional

shares.

The amount withheld is part of the distribution. If
you roll over less than the full amount of the
XL distribution, you may have to include in your in-
come the amount you do not roll over. However, you can
make up the amount withheld with funds from other
sources.

Other withholding rules. The 20% withholding re-
quirement does not apply to distributions that are not
eligible rollover distributions. 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. For either of these types of
distributions, you can still choose not to have tax withheld.
For more information, see 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. The
plan is not required to give you this option if your eligible
rollover distributions are expected to total less than $200
for the year.

Withholding. If you choose the direct rollover option,
no tax is withheld from any part of the designated distribu-
tion that is directly paid to the trustee of the traditional IRA.

If any part is paid to you, the payer must withhold 20% of
that part’s taxable amount.

Choosing an option. Table 1-4 may help you decide
which distribution option to choose. Carefully compare the
effects of each option.
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Table 1-4. Comparison of Payment to You
Versus Direct Rollover

Affected item

Result of a
payment to you

Result of a
direct rollover

withholding

The payer must
withhold 20% of
the taxable part.

There is no
withholding.

additional tax

If you are under
age 59Y%2, a 10%
additional tax
may apply to the
taxable part
(including an
amount equal to
the tax withheld)
that is not rolled
over.

There is no 10%
additional tax.
See Early
Distributions.

when to report

Any taxable part
(including the
taxable part of
any amount
withheld) not
rolled over is

Any taxable part
is not income to
you until later
distributed to you

income to you in from the IRA.

the year paid.

as income

If you decide to roll over any part of a distribution,

the direct rollover option will generally 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 Publi-
cation 575 and Form 4972, Tax on Lump-Sum Distribu-
tions, 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 distribution
with any advantages from rolling over all or part of the
distribution. However, if you roll over any part of the
lump-sum distribution, you cannot use the Form 4972
special tax treatment for any part of the distribution.

Contributions you made to your employer’s plan.
You can roll over a distribution of voluntary deductible
employee contributions (DECs) you made to your
employer’s plan. Prior to January 1, 1987, employees
could make and deduct these contributions to certain quali-
fied 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 quali-
fied 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. The once-a-year
limit on IRA-to-IRA rollovers does not apply to eligible
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rollover distributions from an employer plan. You can roll
over more than one distribution from the same employer
plan within a year.

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, you can 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. You can
use a traditional IRA as a conduit IRA. You can roll over
part or all of the conduit IRA to a qualified plan, even if you
make regular contributions to it or add funds from sources
other than your employer’'s plan. However, if you make
regular contributions to the conduit IRA or add funds from
other sources, the qualified plan into which you move
funds will not be eligible for any optional tax treatment for
which it might have otherwise qualified.

Property and cash received in a distribution. If you
receive both property and cash in an eligible rollover distri-
bution, you can roll over part or all of the property, part or all
of the cash, or any combination of the two that you choose.

The same property (or sales proceeds) must be
rolled over. If you receive property in an eligible rollover
distribution from a qualified retirement plan you cannot
keep the property and contribute cash to a traditional IRA
in place of 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 adistribution from a quali-
fied plan. Instead of rolling over a distribution of property
other than cash, you can sell all or part of the property and
roll over the amount you receive from the sale (the pro-
ceeds) into a traditional IRA. You cannot keep the property
and substitute your own funds for property you received.

Example. You receive a total distribution from your
employer’s plan consisting of $10,000 cash and $15,000
worth of property. You decide 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 property 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 income.

Example. On September 2, Mike 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 24, he sold the stock for
$60,000. On October 4, he rolled over $110,000 in cash
($50,000 from the original distribution and $60,000 from
the sale of stock). Mike 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 em-
ployer securities. For more information, see Publication
575.



Partial rollover. If you received both cash and property,
or just property, but did not roll over the entire distribution,
see Rollovers in Publication 575.

Life insurance contract. You cannot roll over a life insur-
ance contract from a qualified plan into a traditional IRA.

Distributions received by a surviving spouse. If you
receive an eligible rollover distribution (defined earlier)
from your deceased spouse’s eligible retirement plan (de-
fined earlier), you can roll over part or all of it into a
traditional IRA. You can also roll over all or any part of a
distribution of deductible employee contributions (DECSs).

Distributions under divorce or similar proceedings (al-
ternate payees). If you are the spouse or former spouse
of an employee and you receive a distribution from a
qualified employer plan as a result of 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:

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

* Made under a qualified domestic relations order.

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

Tax treatment if all of an eligible distribution is not
rolled over. Any part of an eligible rollover distribution that
you keep is taxable in the year you receive it. If you do not
roll over any of it, special rules for lump-sum distributions
may apply. See Publication 575. The 10% additional tax on
early distributions, discussed later under What Acts Result
in Penalties or Additional Taxes, 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 (a qualified plan with at least
one self-employed participant), you can roll over all or part
of the distribution (including a lump-sum distribution) into a
traditional IRA. For information on lump-sum distributions,
see Publication 575.

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

Distribution from a tax-sheltered annuity. If you re-
ceive an eligible rollover distribution from a tax-sheltered
annuity plan (section 403(b) plan), you canroll it over into a
traditional IRA.

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

Rollover from bond purchase plan. If you redeem re-
tirement bonds that were distributed to you under a quali-
fied bond purchase plan, you can roll over tax free into a
traditional IRA the part of the amount you receive that is
more than your basis in the retirement bonds.

Reporting rollovers from employer plans. Enter the
total distribution (before income tax or other deductions
were withheld) on Form 1040, line 16a, or Form 1040A,
line 12a. This amount should be shown in box 1 of Form
1099-R. From this amount, subtract any contributions
(usually shown in box 5 of Form 1099-R) that were taxable
to you when made. From that result, subtract the amount
that was rolled over either directly or within 60 days of
receiving the distribution. Enter the remaining amount,
even if zero, on Form 1040, line 16b, or Form 1040A, line
12b. Also, enter “Rollover” next to line 16b on Form 1040
or line 12b of 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 separate
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 information about transfers of interests in employer
plans, see Distributions under divorce or similar proceed-
ings (alternate payees) under Rollover From Employer’s
Plan Into an IRA, earlier.

Transfer methods. There are two commonly-used meth-
ods of transferring IRA assets to a spouse or former
spouse. 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 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.

Direct transfer. Under this method, you direct the trus-
tee of the traditional IRA to transfer the affected assets
directly to the trustee of a new or existing traditional IRA set
up in the name of your spouse or former spouse.

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 former spouse’s portion of the assets would then be
changed to show his or her ownership.
the traditional IRA of either spouse, both spouses
D) must file Form 8606 and follow the directions in

the instructions for that form.

If the transfer results in a change in the basis of
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Converting From Any Traditional IRA
Into a Roth 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 requirements are met.

¢ Your modified AGI for Roth IRA purposes (explained
in chapter 2) is not more than $100,000.

* You are not a married individual filing a separate
return.

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

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. The amount that you withdraw and
timely contribute (convert) to the Roth IRA is called a
conversion contribution. If properly (and timely) rolled over,
the 10% additional tax on early distributions 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 generally be taxable (except for
the part that is a return of nondeductible contributions) and
may be subject to the 10% additional tax on early distribu-
tions. See When Can You Withdraw or Use Assets, later
for more information on distributions from traditional IRAs
and Early Distributions, later, for more information on the
tax on early distributions.

Periodic distributions. If you have started taking sub-
stantially equal periodic payments from a traditional IRA,
you can convert the amounts in the traditional IRA to a
Roth IRA and then continue the periodic payments. The
10% additional tax on early distributions will not apply even
if the distributions are not qualified distributions (as long as
they are part of a series of substantially equal periodic
payments).

Required distributions. You cannot convert amounts
that must be distributed from your traditional IRA for a
particular year (including the calendar year in which you
reach age 70%Y2) under the required distribution rules (dis-
cussed in this chapter).

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 distribu-
tions from a traditional IRA that you would have had to
include in income if you had not converted them into a Roth
IRA. You do not include in gross income any part of a
distribution from a traditional IRA that is a return of your
basis, as discussed under Are Distributions Taxable, later

in this chapter.
income, you may have to increase your withhold-
LD  ing or make estimated tax payments. See Publi-

cation 505, Tax Withholding and Estimated Tax.

If you must include any amount in your gross
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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 originally
made to the second IRA instead of to the first IRA. If you
recharacterize your contribution, you must do all three of
the following.

¢ Include in the transfer any net income allocable to
the contribution. If there was a loss, the net income
you must transfer may be a negative amount.

* Report the recharacterization on your tax return for
the year during which the contribution was made.

¢ Treat the contribution as having been made to the
second IRA on the date that it was actually made to
the first IRA.

No deduction allowed. You cannot deduct the contribu-
tion to the first IRA. Any net income you transfer with the
recharacterized contribution is 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 for the contribution to the first IRA.

Conversion by rollover from traditional to Roth IRA.
For recharacterization purposes, if you receive a distribu-
tion from a traditional IRA in one tax year and roll it over
into a Roth IRA in the next year, but still within 60 days of
the distribution from the traditional IRA, treat it as a contri-
bution to the Roth IRA in the year of the distribution from
the traditional IRA.

Effect of previous tax-free transfers. If an amount has
been moved from one IRA to another in a tax-free transfer,
such as a rollover, you generally cannot recharacterize the
amount that was transferred. However, see Traditional IRA
mistakenly moved to SIMPLE IRA, later.

Recharacterizing to a SEP-IRA or SIMPLE IRA. Roth
IRA conversion contributions from a SEP-IRA or SIMPLE
IRA can be recharacterized to a SEP-IRA or SIMPLE IRA
(including the original SEP-IRA or SIMPLE IRA).

Traditional IRA mistakenly moved to SIMPLE IRA. If
you mistakenly roll over or transfer an amount from a
traditional IRA to a SIMPLE IRA, you can later recharacter-
ize the amount as a contribution to another traditional IRA.

Recharacterizing excess contributions. You can
recharacterize only actual contributions. If you are apply-
ing excess contributions for prior years as current contribu-
tions, you can recharacterize them only if the
recharacterization would still be timely with respect to the
tax year for which the applied contributions were actually
made.



Example. You contributed more than you were entitled
to in 2004. You cannot recharacterize the excess contribu-
tions you made in 2004 after April 15, 2005, because
contributions after that date are no longer timely for 2004.

Recharacterizing employer contributions. You cannot
recharacterize employer contributions (including elective
deferrals) under a SEP or SIMPLE plan as contributions to
another IRA. SEPs are discussed in Publication 560.
SIMPLE plans are discussed in chapter 3.

Recharacterization not counted as rollover. The
recharacterization of a contribution is not treated as a
rollover for purposes of the 1-year waiting period described
earlier in this chapter under Rollover From One IRA Into
Another. This is true 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 recharacterization of a contribution to the first
IRA.

Reconversions

You cannot convert and reconvert an amount during the
same taxable year or, if later, during the 30-day period
following a recharacterization. If you reconvert during ei-
ther of these periods, it will be a failed conversion.

Example. If you convert an amount from a traditional
IRA to a Roth IRA and then transfer that amount back to a
traditional IRA in a recharacterization in the same year,
you may not reconvert that amount from the traditional IRA
to a Roth IRA before:

* The beginning of the year following the year in which
the amount was converted to a Roth IRA or, if later,

* The end of the 30-day period beginning on the day
on which you transfer the amount from the Roth IRA
back to a traditional IRA in a recharacterization.

How Do You Recharacterize a Contribution?

To recharacterize a contribution, you must notify both the
trustee of the first IRA (the one to which the contribution
was actually made) and the trustee of the second IRA (the
one to which the contribution is being moved) that you
have elected to treat 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 notifica-
tion 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.

e A direction to the trustee of the first IRA to transfer in
a trustee-to-trustee transfer the amount of the contri-
bution and any net income (or loss) 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.

In most cases, the net income you must transfer is
determined by your IRA trustee or custodian. If you need to
determine the applicable net income on IRA contributions
made after 2003 that are recharacterized, use Worksheet
1-3. See Regulations section 1.408A-5 for more informa-
tion.

Worksheet 1-3. Determining the Amount of
Net Income Due To an IRA Contribution and
Total Amount To Be Recharacterized

1. Enter the amount of your IRA
contribution for 2005 to be
recharacterized. .. ............... 1.

2. Enter the fair market value of the IRA
immediately prior to the
recharacterization (include any
distributions, transfers, or
recharacterization made while the
contribution was in the account). . ... 2.

3. Enter the fair market value of the IRA
immediately prior to the time the
contribution being recharacterized
was made, including the amount of
such contribution and any other
contributions, transfers, or
recharacterizations made while the
contribution was in the account ... .. 3.

4. Subtractline 3fromline2.......... 4.

5. Divide line 4 by line 3. Enter the result
as a decimal (rounded to at least three
places). ......... ... ... ... ... 5.

6. Multiply line 1 by line 5. This is the net
income attributable to the contribution
to be recharacterized.. ............ 6.

7. Add lines 1 and 6. This is the amount
of the IRA contribution plus the net
income attributable to it to be
recharacterized. .. ............... 7.

Example. On March 1, 2005, when her Roth IRA is
worth $80,000, Allison makes a $160,000 conversion con-
tribution to the Roth IRA. Subsequently, Allison discovers
that she was ineligible to make a Roth conversion contribu-
tion in 2005 and so she requests that the $160,000 be
recharacterized to a traditional IRA. Pursuant to this re-
quest, on March 1, 2006, when the IRA is worth $225,000,
the Roth IRA trustee transfers to a traditional IRA the
$160,000 plus allocable netincome. No other contributions
have been made to the Roth IRA and no distributions have
been made.

The adjusted opening balance is $240,000 ($80,000 +
$160,000) and the adjusted closing balance is $225,000.
Thus the net income allocable to the $160,000 is ($10,000)
($160,000 x (($225,000 — $240,000) + $240,000). There-
fore in order to recharacterize the March 1, 2005, $160,000
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conversion contribution on March 1, 2006, the Roth IRA
trustee must transfer from Allison’s Roth IRA to her tradi-
tional IRA $150,000 ($160,000 — $10,000). This is shown
on the following worksheet.

Worksheet 1-3. Example—Illustrated

1. Enter the amount of your IRA

contribution for 2005 to be

recharacterized. .. ............... 1. 160,000
2. Enter the fair market value of the IRA

immediately prior to the

recharacterization (include any

distributions, transfers, or

recharacterization made while the

contribution was in the account). . ... 2. 225,000
3. Enter the fair market value of the IRA

immediately prior to the time the

contribution being recharacterized

was made, including the amount of

such contribution and any other

contributions, transfers, or

recharacterizations made while the

contribution was in the account . .. .. 3. 240,000
4. Subtract line 3fromline?2. ......... 4. (15,000)
5. Divide line 4 by line 3. Enter the result

as a decimal (rounded to at least three

places)............ .. ... L. 5.  (.0625)
6. Multiply line 1 by line 5. This is the net

income attributable to the contribution

to be recharacterized. ............ 6. (10,000)
7. Add lines 1 and 6. This is the amount

of the IRA contribution plus the net

income attributable to it to be

recharacterized. .. ............... 7. 150,000

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

Extension. Ordinarily you must choose to recharacter-
ize a contribution by the due date of the return or the due
date plus extensions. However, if you miss this deadline,
you can still recharacterize a contribution if:

* Your return was timely filed for the year the choice
should have been made, and

* You take appropriate corrective action within 6
months from the due date of your return excluding
extensions. For returns due April 15, 2005, this pe-
riod ends on October 15, 2005.

Appropriate corrective action consists of:

¢ Notifying the trustee(s) of your intent to recharacter-
ize,

* Providing the trustee with all necessary information,
and

* Having the trustee transfer the contribution.

Once this is done, you must amend your return to show the
recharacterization. You have until the regular due date for
amending a return to do this. Report the recharacterization
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on the amended return and write “Filed pursuant to section
301.9100-2" on the return. File the amended return at the
same address you filed the original return.

Decedent. The election to recharacterize can be made
on behalf of a deceased IRA owner by the executor,
administrator, or other person responsible for filing the
decedent’s final income tax return.

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

Same trustee. Recharacterizations made with the same
trustee can be made by redesignating the first IRA as the
second IRA, rather than transferring the account balance.

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 Form
8606 and its instructions. You must treat the contribution
as having been made to the second IRA.

Example. On June 1, 2004, Christine properly and
timely converted her traditional IRAs to a Roth IRA. At the
time, she and her husband, Lyle, expected to have modi-
fied AGI of less than $100,000 for 2004. In December, Lyle
received an unexpected bonus that increased his and
Christine’s modified AGI to more than $100,000. In Janu-
ary 2005, to make the necessary adjustment to remove the
unallowable conversion, Christine set up a traditional IRA
with the same trustee. Also in January 2005, 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 net income allocable to it since the conver-
sion) to the new traditional IRA. She also notified the
trustee that she was electing to recharacterize the contri-
bution to the Roth IRA and treat it as if it had been
contributed to the new traditional IRA. Because of the
recharacterization, Lyle and Christine have no taxable
income from the conversion to report for 2004, and the
resulting rollover to a traditional IRA is not treated as a
rollover for purposes of the one-rollover-per-year rule.

More than one IRA. Ifyou have more than one IRA, figure
the amount to be recharacterized only on the account from
which you withdraw the contribution.

When Can You Withdraw or
Use Assets?

You can withdraw or use your traditional IRA assets at any
time. However, a 10% additional tax generally applies if
you withdraw or use IRA assets before you are age 59%-.
This is explained under Age 59%: Rule under Early Distri-
butions, later.

You generally can make a tax-free withdrawal of contri-
butions if you do it before the due date for filing your tax
return for the year in which you made them. This means



that, even if you are under age 592, the 10% additional tax
may not apply. These withdrawals are explained next.

Contributions Returned
Before Due Date of Return

If you made IRA contributions in 2004, you can withdraw
them tax free by the due date of your return. If you have an
extension of time to file your return, you can withdraw them
tax free by the extended due date. You can do this if, for
each contribution you withdraw, both of the following con-
ditions apply.

* You did not take a deduction for the contribution.

¢ You withdraw any interest or other income earned
on the contribution. You can take into account any
loss on the contribution while it was in the IRA when
calculating the amount that must be withdrawn. If
there was a loss, the net income earned on the
contribution may be a negative amount.

In most cases, the net income you must withdraw is
determined by the IRA trustee or custodian. If you need to
determine the applicable net income on IRA contributions
made after 2004 that are returned to you, use Worksheet
1-4. See Regulations section 1.408-11 for more informa-
tion.

Worksheet 1-4. Determining the Amount of
Net Income Due To an IRA Contribution and
Total Amount To Be Withdrawn From the
IRA

1. Enter the amount of your IRA
contribution for 2005 to be returned to
YOU. © ottt e e e e e e 1.

2. Enter the fair market value of the IRA
immediately prior to the removal of the
contribution, plus the amount of any
distributions, transfers, and
recharacterizations made while the
contribution was inthe IRA. . ....... 2.

3. Enter the fair market value of the IRA
immediately before the contribution
was made, plus the amount of such
contribution and any other
contributions, transfers, and
recharacterizations made while the
contributionwasinthe IRA. . ... .. .. 3.

4. Subtract line 3fromline2. ......... 4.

5. Divide line 4 by line 3. Enter the result
as a decimal (rounded to at least three
places).............. ... ... .... 5.

6. Multiply line 1 by line 5. This is the net
income attributable to the contribution
tobereturned. . ................. 6.

7. Add lines 1 and 6. This is the amount
of the IRA contribution plus the net
income attributable to it to be returned
toyou. ... ... 7.

Example. On May 1, 2005, when her IRA is worth
$4,800, Cathy makes a $1,600 regular contribution to her
IRA. Cathy requests that $400 of the May 1, 2005, contri-
bution be returned to her. On February 1, 2006, when the
IRA is worth $7,600, the IRA trustee distributes to Cathy
the $400 plus net income attributable to the contribution.
No other contributions have been made to the IRA for 2005
and no distributions have been made.

The adjusted opening balance is $6,400 ($4,800 +
$1,600) and the adjusted closing balance is $7,600. The
net income due to the May 1, 2005, contribution is $75
($400 x ($7,600 — $6,400) + $6,400). Therefore, the total
to be distributed on February 1, 2006, is $475. This is
shown on the following worksheet.

Worksheet 1-4. Example—Illustrated

1. Enter the amount of your IRA

contribution for 2005 to be returned to

YOU. © ittt e e 1. 400
2. Enter the fair market value of the IRA

immediately prior to the removal of the

contribution, plus the amount of any

distributions, transfers, and

recharacterizations made while the

contribution was inthe IRA. ........ 2.
3. Enter the fair market value of the IRA

immediately before the contribution

was made, plus the amount of such

contribution and any other

contributions, transfers, and

recharacterizations made while the

contributionwasinthe IRA. . ... .. .. 3. 6,400
4. Subtract line 3fromline2. ......... 4.
5. Divide line 4 by line 3. Enter the result

as a decimal (rounded to at least three

places). ......... .. L. 5.
6. Multiply line 1 by line 5. This is the net

income attributable to the contribution

tobereturned. . ................. 6. 75
7. Add lines 1 and 6. This is the amount

of the IRA contribution plus the net

income attributable to it to be returned

foyou. ....... . 7. 475

7,600

Last-in first-out rule. If you made more than one regular
contribution for the year, your last contribution is consid-
ered to be the one that is returned to you first.

Earnings Includible in Income

You must include in income any earnings on the contribu-
tions you withdraw. Include the earnings in income for the
year in which you made the contributions, not the year in

which you withdraw them.

is a return of nondeductible contributions (basis),
XD any withdrawal of your contributions after the due
date (or extended due date) of your return will be treated as
a taxable distribution. Excess contributions can also be
recovered tax free as discussed under What Acts Result in
Penalties or Additional Taxes, later.

Generally, except for any part of a withdrawal that
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Early Distributions Tax

The 10% additional tax on distributions made before you
reach age 59Y. does not apply to these tax-free withdraw-
als of your contributions. However, the distribution of inter-
est or other income must be reported on Form 5329 and,
unless the distribution qualifies as an exception to the age
59 rule, it will be subject to this tax. See Early Distribu-
tions under What Acts Result in Penalties or Additional
Taxes, later.

Excess Contributions Tax

If any part of these contributions is an excess contribution
for 2003, it is subject to a 6% excise tax. You will not have
to pay the 6% tax if any 2003 excess contribution was
withdrawn by April 15, 2004 (plus extensions), and if any
2004 excess contribution is withdrawn by April 15, 2005
(plus extensions). See Excess Contributions under What
Acts Result in Penalties or Additional Taxes, 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 recharacterizing the

contribution. See Recharacterizations earlier for more in-
formation.

When Must You Withdraw
Assets? (Required Minimum
Distributions)

You cannot keep funds in a traditional IRA indefinitely.
Eventually they must be distributed. If there are no distribu-
tions, or if the distributions are not large enough, you may
have to pay a 50% excise tax on the amount not distributed
as required. See Excess Accumulations, later under What
Acts Result in Penalties or Additional Taxes. The require-
ments for distributing IRA funds differ, depending on
whether you are the IRA owner or the beneficiary of a
decedent’s IRA.

Required minimum distribution. The amount that must
be distributed each year is referred to as the required
minimum distribution.

Distributions not eligible for rollover. Amounts that
must be distributed (required minimum distributions) dur-
ing a particular year are not eligible for rollover treatment.

IRA Owners

If you are the owner of a traditional IRA, you must start
receiving distributions from your IRA by April 1 of the year
following the year in which you reach age 70%.. April 1 of
the year following the year in which you reach age 70%z is
referred to as the required beginning date.

Distributions by the required beginning date. You
must receive at least a minimum amount for each year
starting with the year you reach age 70%- (your 702 year).
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If you do not (or did not) receive that minimum amount in
your 70%z year, then you must receive distributions for your
70Y2 year by April 1 of the next year.

If an IRA owner dies after reaching age 70%2, but before
April 1 of the next year, no minimum distribution is required
because death occurred before the required beginning

date.
you reach age 70%2, you must begin calculating

and receiving required minimum distributions by

your required beginning date.

Even if you begin receiving distributions before

More than minimum received. If, in any year, you
receive more than the required minimum distribution for
that year, you will not receive credit for the additional
amount when determining the minimum required distribu-
tions for future years. This does not mean that you do not
reduce your IRA account balance. It means that if you
receive more than your required minimum distribution in
one year, you cannot treat the excess (the amount that is
more than the required minimum distribution) as part of
your required minimum distribution for any later year. How-
ever, any amount distributed in your 70Y> year will be
credited toward the amount that must be distributed by
April 1 of the following year.

Distributions after the required beginning date. The
required minimum distribution for any year after the year
you turn 70%> must be made by December 31 of that later
year.

Example. You reach age 70%2 on August 20, 2004. For
2004, you must receive the required minimum distribution
from your IRA by April 1, 2005. You must receive the
required minimum distribution for 2005 by December 31,

2005.
tribution for 2004 until 2005, both your 2004 and
LD your 2005 distributions will be includible on your

2005 return.

If you do not receive your required minimum dis-

Distributions from individual retirement account. If
you are the owner of a traditional IRA that is an individual
retirement account, you or your trustee must figure the
required minimum distribution for each year. See Figuring
the Owner’s Required Minimum Distribution, later.

Distributions from individual retirement annuities. If
your traditional IRA is an individual retirement annuity,
special rules apply to figuring the required minimum distri-
bution. For more information on rules for annuities, see
Regulations section 1.401(a)(9)-6. These regulations can
be read in many libraries and IRS offices.

Change in marital status. For purposes of figuring your
required minimum distribution, your marital status is deter-
mined as of January 1 of each year. If you are married on
January 1, but get divorced or your spouse dies during the
year, your spouse as of January 1 remains your sole
beneficiary for that year. For purposes of determining your
distribution period, a change in beneficiary is effective in
the year following the year of death or divorce.



Change of beneficiary. If your spouse is the sole bene-
ficiary of your IRA, and he or she dies before you, your
spouse will not fail to be your sole beneficiary for the year
that he or she died solely because someone other than
your spouse is named a beneficiary for the rest of that year.
However, if you get divorced during the year and change
the beneficiary designation on the IRA during that same
year, your former spouse will not be treated as the sole
beneficiary for that year.

Figuring the Owner’s Required Minimum
Distribution

Figure your required minimum distribution for each year by
dividing the IRA account balance (defined next) as of the
close of business on December 31 of the preceding year
by the applicable distribution period or life expectancy.

IRA account balance. The IRA account balance is the
amount in the IRA at the end of the year preceding the year
for which the required minimum distribution is being fig-
ured.

Contributions. Contributions increase the account bal-
ance in the year they are made. If a contribution for last
year is not made until after December 31 of last year, it
increases the account balance for this year, but not for last
year. Disregard contributions made after December 31 of
last year in determining your required minimum distribution
for this year.

Outstanding rollovers and recharacterizations. The
IRA account balance is adjusted by outstanding rollovers
and recharacterizations of Roth IRA conversions that are
not in any account at the end of the preceding year.

For a rollover from a qualified plan or another IRA that
was not in any account at the end of the preceding year,
increase the account balance of the receiving IRA by the
rollover amount valued as of the date of receipt.

If a conversion contribution or failed conversion contri-
bution is contributed to a Roth IRA and that amount (plus
netincome allocable to it) is transferred to another IRA in a
subsequent year as a recharacterized contribution, in-
crease the account balance of the receiving IRA by the
recharacterized contribution (plus allocable netincome) for
the year in which the conversion or failed conversion oc-
curred.

Distributions. Distributions reduce the account bal-
ance in the year they are made. If a distribution for last year
is not made until after December 31 of last year, it reduces
the account balance for this year, but not for last year.
Disregard distributions made after December 31 of last
year in determining your required minimum distribution for
this year.

Example 1. Laura was born on October 1, 1934. She is
an unmarried participant in a qualified defined contribution
plan. She reaches age 70%z in 2005. Her required begin-
ning date is April 1, 2006. As of December 31, 2004, her
account balance was $26,500. No rollover or recharacter-
ization amounts were outstanding. Using Table Il in Ap-
pendix C, the applicable distribution period for someone
her age (71) is 26.5 years. Her required minimum distribu-

tion for 2005 is $1,000 ($26,500 + 26.5). That amount is
distributed to her on April 1, 2006.

Example 2. Joe, born October 1, 1933, reached 70%2 in
2004. His wife (his beneficiary) turned 56 in September
2004. He must begin receiving distributions by April 1,
2005. Joe’s IRA account balance as of December 31,
2003, is $30,100. Because Joe’s wife is more than 10
years younger than Joe and is the sole beneficiary of his
IRA, Joe uses Table Il in Appendix C. Based on their ages
at year end (December 31, 2004), the joint life expectancy
for Joe (age 71) and his wife (age 56) is 30.1 years. The
required minimum distribution for 2004, Joe’s first distribu-
tion year (his 70Y2 year), is $1,000 ($30,100 + 30.1). This
amount is distributed to Joe on April 1, 2005.

Distribution period. This is the maximum number of
years over which you are allowed to take distributions from
the IRA. The period to use for 2004 is listed next to your
age as of your birthday in 2004 in Table Il in Appendix C.

Life expectancy. If you must use Table I, your life expec-
tancy for 2005 is listed in the table next to your age as of
your birthday in 2005. If you use Table I, your life expec-
tancy is listed where the row or column containing your age
as of your birthday in 2005 intersects with the row or
column containing your spouse’s age as of his or her
birthday in 2005. Both Table | and Table Il are in Appendix
C.

Distributions during your lifetime. Required minimum
distributions during your lifetime are based on a distribution
period that generally is determined using Table Il (Uniform
Lifetime) in Appendix C. However, if the sole beneficiary of
your IRA is your spouse who is more than 10 years
younger than you, see Sole beneficiary spouse who is
more than 10 years younger, later.

To figure the required minimum distribution for 2005,
divide your account balance at the end of 2004 by the
distribution period from the table. This is the distribution
period listed next to your age (as of your birthday in 2005)
in Table Il in Appendix C, unless the sole beneficiary of
your IRA is your spouse who is more than 10 years
younger than you.

Example. You own a traditional IRA. Your account bal-
ance at the end of 2004 was $100,000. You are married
and your spouse, who is the sole beneficiary of your IRA, is
6 years younger than you. You turn 75 years old in 2005.
You use Table lll. Your distribution period is 22.9. Your
required minimum distribution for 2005 is $4,367
($100,000 + 22.9).

Sole beneficiary spouse who is more than 10 years
younger. Ifthe sole beneficiary of your IRA is your spouse
and your spouse is more than 10 years younger than you,
use the life expectancy from Table Il (Joint Life and Last
Survivor Expectancy).

The life expectancy to use is the joint life and last
survivor expectancy listed where the row or column con-
taining your age as of your birthday in 2005 intersects with
the row or column containing your spouse’s age as of his or
her birthday in 2005.

You figure your required minimum distribution for 2005
by dividing your account balance at the end of 2004 by the
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life expectancy from Table Il (Joint Life and Last Survivor
Expectancy) in Appendix C.

Example. You own a traditional IRA. Your account bal-
ance at the end of 2004 was $100,000. You are married
and your spouse, who is the sole beneficiary of your IRA, is
11 years younger than you. You turn 75 in 2005 and your
spouse turns 64. You use Table Il. Your joint life and last
survivor expectancy is 23.6. Your required minimum distri-
bution for 2005 is $4,237 ($100,000 + 23.6).

Distributions in the year of the owner’'s death. The
required minimum distribution for the year of the owner’s
death depends on whether the owner died before the
required beginning date.

If the owner died before the required beginning date,
see Owner Died Before Required Beginning Date, later
under IRA Beneficiaries.

If the owner died on or after the required beginning date,
the required minimum distribution for the year of death
generally is based on Table Il (Uniform Lifetime) in Appen-
dix C. However, if the sole beneficiary of the IRA is the
owner’s spouse who is more than 10 years younger than
the owner, use the life expectancy from Table Il (Joint Life
and Last Survivor Expectancy).

Note. You figure the required minimum distribution for
the year in which an IRA owner dies as if the owner lived for
the entire year.

IRA Beneficiaries

The rules for determining required minimum distributions
for beneficiaries depend on whether the beneficiary is an
individual. The rules for individuals are explained below. If
the owner’s beneficiary is not an individual (for example, if
the beneficiary is the owner’s estate), see Beneficiary not
an individual, later.

Surviving spouse. If you are a surviving spouse who is
the sole beneficiary of your deceased spouse’s IRA, you
may elect to be treated as the owner and not as the
beneficiary. If you elect to be treated as the owner, you
determine the required minimum distribution (if any) as if
you were the owner beginning with the year you elect or
are deemed to be the owner. However, if you become the
owner in the year your deceased spouse died, you are not
required to determine the required minimum distribution for
that year using your life; rather, you can take the deceased
owner’s required minimum distribution for that year (to the
extent it was not already distributed to the owner before his
or her death).

Taking balance within 5 years. A beneficiary who is an
individual may be required to take the entire account by the
end of the fifth year following the year of the owner’s death.
If this rule applies, no distribution is required for any year
before that fifth year.

Owner Died On or After Required Beginning
Date

If the owner died on or after his or her required beginning
date, and you are the designated beneficiary, you gener-
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ally must base required minimum distributions for years
after the year of the owner’s death on the longer of:

* Your single life expectancy as shown on Table I, or

* The owner's life expectancy as determined under
Death on or after required beginning date, under
Beneficiary not an individual, later.

Owner Died Before Required Beginning Date

If the owner died before his or her required beginning date,
base required minimum distributions for years after the
year of the owner’s death generally on your single life
expectancy.

If the owner’s beneficiary is not an individual (for exam-
ple, if the beneficiary is the owner’s estate), see Benefi-
ciary not an individual, later.

Date the designated beneficiary is determined. Gener-
ally, the designated beneficiary is determined on Septem-
ber 30 of the calendar year following the calendar year of
the IRA owner’s death. In order to be a designated benefi-
ciary, an individual must be a beneficiary as of the date of
death. Any person who was a beneficiary on the date of the
owner’s death, but is not a beneficiary on September 30 of
the calendar year following the calendar year of the
owner’s death (because, for example, he or she disclaimed
entitlement or received his or her entire benefit), will not be
taken into account in determining the designated benefi-
ciary.

Death of a beneficiary. If a person who is a beneficiary
as of the owner’s date of death dies before September 30
of the year following the year of the owner’s death without
disclaiming entitlement to benefits, that individual, rather
than his or her successor beneficiary, continues to be
treated as a beneficiary for determining the distribution
period.

Death of surviving spouse. If the designated beneficiary
is the owner’s surviving spouse, and he or she dies before
he or she was required to begin receiving distributions, the
surviving spouse will be treated as if he or she were the
owner of the IRA. However, this rule does not apply to the
surviving spouse of a surviving spouse.

More than one beneficiary. If an IRA has more than one
beneficiary or a trust is named as beneficiary, see Miscel-
laneous Rules for Required Minimum Distributions, later.

Figuring the Beneficiary’s Required
Minimum Distribution

How you figure the required minimum distribution depends
on whether the beneficiary is an individual or some other
entity, such as a trust or estate.

Beneficiary an individual. If the beneficiary is an individ-
ual, to figure the required minimum distribution for 2005,
divide the account balance at the end of 2004 by the
appropriate life expectancy from Table | (Single Life Ex-
pectancy) in Appendix C. Determine the appropriate life
expectancy as follows.



* Spouse as sole designated beneficiary. Use the
life expectancy listed in the table next to the
spouse’s age (as of the spouse’s birthday in 2005). If
the owner died before the year in which he or she
reached age 702, distributions to the spouse do not
need to begin until the year in which the owner
would have reached age 70%-.

e Other designated beneficiary. Use the life expec-
tancy listed in the table next to the beneficiary’s age
as of his or her birthday in the year following the
year of the owner’s death, reduced by one for each
year since the year following the owner’s death.

Example. Your father died in 2004. You are the desig-
nated beneficiary of your father’s traditional IRA. You are
53 years old in 2005. You use Table | and see that your life
expectancy in 2005 is 31.4. If the IRA was worth $100,000
at the end of 2004, your required minimum distribution for
2005 is $3,185 ($100,000 + 31.4). If the value of the IRA at
the end of 2005 was again $100,000, your required mini-
mum distribution for 2006 would be $3,289 ($100,000 +
30.4). Instead of taking yearly distributions, you could
choose to take the entire distribution in 2009 or earlier.

Beneficiary not an individual. If the beneficiary is not an
individual, determine the required minimum distribution for
2004 as follows.

* Death on or after required beginning date. Divide
the account balance at the end of 2003 by the ap-
propriate life expectancy from Table | (Single Life
Expectancy) in Appendix C. Use the life expectancy
listed next to the owner’s age as of his or her birth-
day in the year of death, reduced by one for each
year since the year of death.

¢ Death before required beginning date. The entire
account must be distributed by the end of the fifth
year following the year of the owner’s death. No
distribution is required for any year before that fifth
year.

Example. The owner died in 2004 at the age of 80. The
owner’s traditional IRA went to his estate. The account
balance at the end of 2004 was $100,000. In 2005, the
required minimum distribution was $10,870 ($100,000 +
9.2). (The owner’s life expectancy in the year of death,
10.2, reduced by one.) If the owner had died in 2004 at the
age of 70, the entire account would have to be distributed
by the end of 2009.

Which Table Do You Use
To Determine Your
Required Minimum Distribution?

There are three different tables. You use only one of them
to determine your required minimum distribution for each
traditional IRA. Determine which one to use as follows.

Reminder. In using the tables for lifetime distributions,
marital status is determined as of January 1 each year.
Divorce or death after January 1 is generally disregarded

until the next year. However, if you divorce and change the
beneficiary designation in the same year, your former
spouse cannot be considered your sole beneficiary for that
year.

Table | (Single Life Expectancy). Use Table | for years
after the year of the owner’s death if either of the following
apply.

* You are an individual and a designated beneficiary,

but not both the owner’s surviving spouse and sole
designated beneficiary.

* You are not an individual and the owner died on or
after the required beginning date.

Surviving spouse. If you are the owner’s surviving
spouse and sole designated beneficiary, and the owner
had not reached age 70> when he or she died, and you do
not elect to be treated as the owner of the IRA, you do not
have to take distributions (and use Table I) until the year in
which the owner would have reached age 70%-.

Table Il (Joint Life and Last Survivor Expectancy). Use
Table Il if you are the IRA owner and your spouse is both
your sole designated beneficiary and more than 10 years
younger than you.

Note. Use this table in the year of the owner’s death if
the owner died after the required beginning date and this is
the table that would have been used had he or she not
died.

Table Il (Uniform Lifetime). Use Table Il if you are the
IRA owner and your spouse is not both the sole designated
beneficiary of your IRA and more than 10 years younger
than you.

Note. Use this table in the year of the owner’s death if
the owner died after the required beginning date and this is
the table that would have been used had he or she not
died.

No table. Do not use any of the tables if the designated
beneficiary is not an individual and the owner died before
the required beginning date. In this case, the entire distri-
bution must be made by the end of the fifth year following
the year of the IRA owner’s death.

This rule also applies if there is no designated benefi-
ciary named by September 30 of the year following the
year of the IRA owner’s death.

5-year rule. If you are an individual, you can elect to
take the entire account by the end of the fifth year following
the year of the owner’s death. If you make this election, do
not use a table.

What Age(s) Do You Use With the
Table(s)?

The age or ages to use with each table are explained
below.

Table | (Single Life Expectancy). If you are a designated
beneficiary figuring your first distribution, use your age as
of your birthday in the year distributions must begin. This is
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usually the calendar year immediately following the calen-
dar year of the owner's death. If you are the owner’s
surviving spouse and the sole designated beneficiary, this
is the year in which the owner would have reached age
70Y2. After the first distribution year, reduce your life expec-
tancy by one for each subsequent year.

Example. You are the owner’s designated beneficiary
figuring your first required minimum distribution. Distribu-
tions must begin in 2005. You become 57 years old in
2005. You use Table I. Your distribution period for 2005 is
27.9 years. Your distribution period for 2006 is 26.9 (27.9 -
1). Your distribution period for 2007 is 25.9 (27.9 - 2).

No designated beneficiary. In some cases, you need
to use the owner’s life expectancy. You need to use it when
the owner dies on or after the required beginning date and
there is no designated beneficiary as of September 30 of
the year following the year of the owner’s death. In this
case, use the owner’s life expectancy for his or her age as
of the owner’s birthday in the year of death and reduce it by
one for each subsequent year.

Table Il (Joint Life and Last Survivor Expectancy). For
your first distribution by the required beginning date, use
your age and the age of your designated beneficiary as of
your birthdays in the year you become age 70%.. Your
combined life expectancy is at the intersection of your
ages.

If you are figuring your required minimum distribution for
2005, use your ages as of your birthdays in 2005. For each
subsequent year, use your and your spouse’s ages as of
your birthdays in the subsequent year.

Table Il (Uniform Lifetime). For your first distribution by
your required beginning date, use your age as of your
birthday in the year you become age 70%2.

If you are figuring your required minimum distribution for
2005, use your age as of your birthday in 2005. For each
subsequent year, use your age as of your birthday in the
subsequent year.

Miscellaneous Rules for
Required Minimum Distributions

The following rules may apply to you.

Installments allowed. The yearly required minimum dis-
tribution can be taken in a series of installments (monthly,
guarterly, etc.) as long as the total distributions for the year
are at least as much as the minimum required amount.

More than one IRA. If you have more than one traditional
IRA, you must determine a separate required minimum
distribution for each IRA. However, you can total these
minimum amounts and take the total from any one or more
of the IRAs.

Example. Sara, born August 1, 1933, became 70%2 on
February 1, 2004. She has two traditional IRAs. She must
begin receiving her IRA distributions by April 1, 2005. On
December 31, 2003, Sara’s account balance from IRA A
was $10,000; her account balance from IRA B was
$20,000. Sara’s brother, age 64 as of his birthday in 2004,
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is the beneficiary of IRA A. Her husband, age 78 as of his
birthday in 2004, is the beneficiary of IRA B.

Sara’s required minimum distribution from IRA A is $377
($10,000 + 26.5 (the distribution period for age 71 per
Table 111)). The amount of the required minimum distribu-
tion from IRA B is $755 ($20,000 + 26.5). The amount that
must be withdrawn by Sara from her IRA accounts by April
1, 2005, is $1,132 ($377 + $755).

More than minimum received. If, in any year, you re-
ceive more than the required minimum amount for that
year, you will not receive credit for the additional amount
when determining the minimum required amounts for fu-
ture years. This does not mean that you do not reduce your
IRA account balance. It means that if you receive more
than your required minimum distribution in one year, you
cannot treat the excess (the amount that is more than the
required minimum distribution) as part of your required
minimum distribution for any later year. However, any
amount distributed in your 70Y2 year will be credited toward
the amount that must be distributed by April 1 of the
following year.

Example. Justin became 70Y> on December 15, 2004.
Justin’s IRA account balance on December 31, 2003, was
$38,400. He figured his required minimum distribution for
2004 was $1,401 ($38,400 + 27.4). By December 31,
2004, he had actually received distributions totaling
$3,600, $2,199 more than was required. Justin cannot use
that $2,199 to reduce the amount he is required to with-
draw for 2005, but his IRA account balance is reduced by
the full $3,600 to figure his required minimum distribution
for 2005. Justin’s reduced IRA account balance on Decem-
ber 31, 2004, was $34,800. Justin figured his required
minimum distribution for 2005 is $1,313 ($34,800 + 26.5).
During 2005, he must receive distributions of at least that
amount.

Multiple individual beneficiaries. If as of September 30
of the year following the year in which the owner dies there
is more than one beneficiary, the beneficiary with the
shortest life expectancy will be the designated beneficiary
if both of the following apply.

¢ All of the beneficiaries are individuals, and

* The account or benefit has not been divided into
separate accounts or shares for each beneficiary.

Separate accounts. Separate accounts with separate
beneficiaries can be set up at any time, either before or
after the owner’s required beginning date. If separate ac-
counts with separate beneficiaries are set up, the separate
accounts are not combined for required minimum distribu-
tion purposes until the year after the separate accounts are
established, or if later, the date of death. As a general rule,
the required minimum distribution rules separately apply to
each account. However, the distribution period for an ac-
count is separately determined (disregarding beneficiaries
of the other account(s)) only if the account was set up by
the end of the year following the year of the owner’s death.

The separate account rules cannot be used by benefi-
ciaries of a trust.



Trust as beneficiary. A trust cannot be a designated
beneficiary even if it is a named beneficiary. However, the
beneficiaries of a trust will be treated as having been
designated as beneficiaries if all of the following are true.

1. The trust is a valid trust under state law, or would be
but for the fact that there is no corpus.

2. The trust is irrevocable or will, by its terms, become
irrevocable upon the death of the owner.

3. The beneficiaries of the trust who are beneficiaries
with respect to the trust’s interest in the owner’s
benefit are identifiable from the trust instrument.

4. The IRA trustee, custodian, or issuer has been pro-
vided with either a copy of the trust instrument with
the agreement that if the trust instrument is
amended, the administrator will be provided with a
copy of the amendment within a reasonable time, or
all of the following.

a. A list of all of the beneficiaries of the trust (includ-
ing contingent and remaindermen beneficiaries
with a description of the conditions on their entitle-
ment).

b. Certification that, to the best of the owner’s knowl-
edge, the list is correct and complete and that the
requirements of (1), (2), and (3) above, are met.

c. An agreement that, if the trust instrument is
amended at any time in the future, the owner will,
within a reasonable time, provide to the IRA trus-
tee, custodian, or issuer corrected certifications to
the extent that the amendment changes any infor-
mation previously certified.

d. An agreement to provide a copy of the trust instru-
ment to the IRA trustee, custodian, or issuer upon
demand.

The deadline for providing the beneficiary documenta-
tion to the IRA trustee, custodian, or issuer is October 31 of
the year following the year of the owner’s death.

If the beneficiary of the trust is another trust and the
above requirements for both trusts are met, the beneficia-
ries of the other trust will be treated as having been desig-
nated as beneficiaries for purposes of determining the
distribution period.

The separate account rules cannot be used by benefi-
ciaries of a trust.

Annuity distributions from an insurance company.
Special rules apply if you receive distributions from your
traditional IRA as an annuity purchased from an insurance
company. See Regulations sections 1.401(a)(9)-6 and
54.4974-2. These regulations can be found in many librar-
ies and IRS offices.

Are Distributions Taxable?

In general, distributions from a traditional IRA are taxable
in the year you receive them.

Failed financial institutions. Distributions from a tradi-
tional IRA are taxable in the year you receive them even if
they are made without your consent by a state agency as
receiver of an insolvent savings institution. This means you
must include such distributions in your gross income un-
less you roll them over. For an exception to the 1-year
waiting period rule for rollovers of certain distributions from
failed financial institutions, see Exception under Rollover
From One IRA Into Another, earlier.

Exceptions. Exceptions to distributions from traditional
IRAs being taxable in the year you receive them are:

¢ Rollovers,

e Tax-free withdrawals of contributions, discussed ear-
lier, and

* The return of nondeductible contributions, discussed
later under Distributions Fully or Partly Taxable.
sidered a rollover for Roth IRA purposes, it is not
ILID)  an exception to the rule that distributions from a
traditional IRA are taxable in the year you receive them.
Conversion distributions are includible in your gross in-

come subject to this rule and the special rules for conver-
sions explained earlier and in chapter 2.

Although a conversion of a traditional IRA is con-

Ordinary income. Distributions from traditional IRAs that
you include in income are taxed as ordinary income.

No special treatment. In figuring your tax, you cannot
use the 10-year tax option or capital gain treatment that
applies to lump-sum distributions from qualified employer
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),
you have no basis in your IRA. Because you have no basis
in your IRA, any distributions are fully taxable when re-
ceived. See Reporting 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.

Only the part of the distribution that represents nonde-
ductible contributions (your cost basis) is tax free. If nonde-
ductible contributions have been made, distributions
consist partly of nondeductible contributions (basis) and
partly of deductible contributions, earnings, and gains (if
there are any). Until all of your basis has been distributed,
each distribution is partly nontaxable and partly taxable.

Form 8606. You must complete Form 8606, and attach it
to your return, if you receive a distribution from a traditional
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IRA and have ever made nondeductible contributions to
any of your traditional IRAs. Using the form, you will figure
the nontaxable distributions for 2004, and your total IRA
basis for 2004 and earlier years. See the illustrated Forms
8606 in this chapter.

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. Complete Form 8606, sign it, and 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 2004, you must
use Form 8606 to figure how much of your 2004 IRA
distribution is tax free.

Contribution and distribution in the same year. If you
received a distribution in 2004 from a traditional IRA and
you also made contributions to a traditional IRA for 2004
that may not be fully deductible because of the income
limits, you can use Worksheet 1-5 to figure how much of
your 2004 IRA distribution is tax free and how much is
taxable. Then you can figure the amount of nondeductible
contributions to report on Form 8606. Follow the instruc-
tions under Reporting your nontaxable distribution on
Form 8606, next, to figure your remaining basis after the
distribution.

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 must complete Worksheet 1-5 before completing Form
8606. Then follow these steps to complete Form 8606.

¢ Use the IRA Deduction Worksheet in the Form 1040
or 1040A instructions to figure your deductible contri-
butions to traditional IRAs to report on line 25 of
Form 1040 or line 17 of Form 1040A.

¢ After you complete the IRA deduction worksheet in
the form instructions, enter your nondeductible con-
tributions to traditional IRAs on line 1 of Form 8606.

e Complete lines 2 through 5 of Form 8606.

¢ Ifline 5 of Form 8606 is less than line 8 of Work-
sheet 1-5, complete lines 6 through 15 of Form 8606
and stop here.

¢ Ifline 5 of Form 8606 is equal to or greater than line
8 of Worksheet 1-5, follow instructions 6 and 7, next.
Do not complete lines 6 through 12 of Form 8606.

¢ Enter the amount from line 8 of Worksheet 1-5 on
lines 13 and 17 of Form 8606.

¢ Complete line 14 of Form 8606.

¢ Enter the amount from line 9 of Worksheet 1-5 (or, if
you entered an amount on line 11, the amount from
that line) on line 15 of Form 8606.
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Example. Rose Green has made the following contribu-
tions to her traditional IRAs.

Year Deductible Nondeductible
1997 $2,000 -0-
1998 2,000 -0-
1999 2,000 -0-
2000 1,000 -0-
2001 1,000 -0-
2002 1,000 -0-
2003 700 $ 300
Totals $9,700 $ 300

In 2004, Rose, whose IRA deduction for that year may be
reduced or eliminated, makes a $2,000 contribution that
may be partly nondeductible. She also receives a distribu-
tion of $5,000 for conversion to a Roth IRA. She completed
the conversion before December 31, 2004, and did not
recharacterize any contributions. At the end of 2004, the
fair market values of her accounts, including earnings, total
$20,000. She did not receive any tax-free distributions in
earlier years. The amount she includes in income for 2004
is figured on Worksheet 1-5, Figuring the Taxable Part of
Your IRA Distribution—Illustrated.

The Form 8606 for Rose, illustrated, shows the informa-
tion required when you need to use Worksheet 1-5 to
figure your nontaxable distribution. Assume that the $500
entered on Form 8606, line 1 is the amount Rose figured
using instructions 1 and 2 given earlier under Reporting
your nontaxable distribution on Form 8606.

Recognizing Losses on Traditional
IRA Investments

If you have a loss on your traditional IRA investment, you
can recognize (include) 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 distri-
butions 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 miscellane-
ous itemized deduction, subject to the
2%-of-adjusted-gross-income limit that applies to certain
miscellaneous itemized deductions on Schedule A, Form
1040.

Example. Bill King has made nondeductible contribu-
tions to a traditional IRA totaling $2,000, giving him a basis
at the end of 2003 of $2,000. By the end of 2004, his IRA
earns $400 in interest income. In that year, Bill receives a
distribution of $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 (illustrated).

In 2005, 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
receives the $1,300 balance remaining in the IRA. He can
claim a loss for 2005 of $200 (the $1,500 basis minus the
$1,300 distribution of the IRA balance).



Worksheet 1-5. Figuring the Taxable Part of Your IRA Distribution

Use only if you made contributions to a traditional IRA for 2004 and have to figure the taxable part
of your 2004 distributions to determine your modified AGI. See Limit If Covered By Employer Plan.
Form 8606 and the related instructions will be needed when using this worksheet.

Note. When used in this worksheet, the term outstanding rollover refers to an amount distributed
from a traditional IRA as part of a rollover that, as of December 31, 2004, had not yet been
reinvested in another traditional IRA, but was still eligible to be rolled over tax free.

1. Enter the basis in your traditional IRA(S) as of December 31,2003 .............. 1.

2. Enter the total of all contributions made to your traditional IRAs during 2004 and all
contributions made during 2005 that were for 2004, whether or not deductible. Do
not include rollover contributions properly rolled over into IRAs. Also, do not include
certain returned contributions described in the instructions for line 7, Part |, of Form
BB0B. .. 2.

B.AdA INes L and 2 . .. ..o

4. Enter the value of all your traditional IRA(s) as of December 31, 2004 (include any
outstanding rollovers from traditional IRAs to other traditional IRAS) . ............ 4,

5. Enter the total distributions from traditional IRAs (including amounts converted to Roth
IRAs that will be shown on line 16 of Form 8606) received in 2004. (Do not include
outstanding rollovers included on line 4 or any rollovers between traditional IRAs
completed by December 31, 2004. Also, do not include certain returned contributions

described in the instructions for line 7, Part I, of Form 8606.) . . . ................ 5.
6. Add lines 4 and 5 ... ... 6.
7. Divide line 3 by line 6. Enter the result as a decimal (rounded to at least three places).

If the result is 1.000 or more, enter 1.000 . . ... ... ..t 7.

8. Nontaxable portion of the distribution.
Multiply line 5 by line 7. Enter the result here and on lines 13 and 17 of Form 8606 . . 8.

9. Taxable portion of the distribution (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 15 of Form 8606 . . . . 9.

10. Enter the amount included on line 9 that is allocable to amounts converted to Roth
IRAs by December 31, 2004. (See Note at the end of this worksheet.) Enter here and
online 18 of FOrm 8606 . . .. .. . .. i 10.

11. Taxable portion of the distribution (after adjustments for conversions).
Subtract line 10 from line 9. Enter the result here and on line 15 of Form 8606 .. ... 11.

Note. If the amount on line 5 of this worksheet includes an amount converted to a Roth IRA by December 31, 2004, you must
determine the percentage of the distribution allocable to the conversion. To figure the percentage, divide the amount converted
(from line 16 of Form 8606) by the total distributions shown on line 5. To figure the amounts to include on line 10 of this worksheet
and on line 18, Part Il of Form 8606, multiply line 9 of the worksheet by the percentage you figured.

you receive the annuity contract. You are taxed when you

Other Special IRA

Distribution Situations

Two other special IRA distribution situations 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

start receiving payments under 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.
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Worksheet 1-5. Figuring the Taxable Part of Your IRA Distribution—Illustrated

Use only if you made contributions to a traditional IRA for 2004 and have to figure the taxable part
of your 2004 distributions to determine your modified AGI. See Limit If Covered By Employer Plan.
Form 8606 and the related instructions will be needed when using this worksheet.

Note. When used in this worksheet, the term outstanding rollover refers to an amount distributed
from a traditional IRA as part of a rollover that, as of December 31, 2004, had not yet been
reinvested in another traditional IRA, but was still eligible to be rolled over tax free.

1. Enter the basis in your traditional IRA(S) as of December 31,2003 .................. 1. 300
2. Enter the total of all contributions made to your traditional IRAs during 2004 and all
contributions made during 2005 that were for 2004, whether or not deductible. Do not
include rollover contributions properly rolled over into IRAs. Also, do not include certain
returned contributions described in the instructions for line 7, Part I, of Form 8606. . .. ... 2. 2,000
B.AdAlines L1 and 2 . ... 3. 2,300
4. Enter the value of all your traditional IRA(s) as of December 31, 2004 (include any

outstanding rollovers from traditional IRAs to other traditional IRAS) . ................ 4. 20,000
5. Enter the total distributions from traditional IRAs (including amounts converted to Roth
IRAs that will be shown on line 16 of Form 8606) received in 2004. (Do not include
outstanding rollovers included on line 4 or any rollovers between traditional IRAs
completed by December 31, 2004. Also, do not include certain returned contributions
described in the instructions for line 7, Part |, of Form 8606.) . . . . ................... 5. 5,000
6. Add lines 4 and 5 . . ... . 6. 25,000
7. Divide line 3 by line 6. Enter the result as a decimal (rounded to at least three places).

If the result is 1.000 or more, enter 1.000 . ... ..ttt 7. .092
8. Nontaxable portion of the distribution.

Multiply line 5 by line 7. Enter the result here and on lines 13 and 17 of Form 8606 . . . . .. 8. 460
9. Taxable portion of the distribution (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 15 of Form 8606 . . ... ............. 9. 4,540
10. Enter the amount included on line 9 that is allocable to amounts converted to Roth IRAs

by December 31, 2004. (See Note at the end of this worksheet.) Enter here and on line 18

Of FOrM 8606 . . ... .. 10. 4,540
11. Taxable portion of the distribution (after adjustments for conversions).

Subtract line 10 from line 9. Enter the result here and on line 15 of Form 8606 ......... 11. 0
Note. If the amount on line 5 of this worksheet includes an amount converted to a Roth IRA by December 31, 2004, you must
determine the percentage of the distribution allocable to the conversion. To figure the percentage, divide the amount converted
(from line 16 of Form 8606) by the total distributions shown on line 5. To figure the amounts to include on line 10 of this worksheet
and on line 18, Part Il of Form 8606, multiply line 9 of the worksheet by the percentage you figured.

Cashing in retirement bonds. When you cash in retire-
ment bonds, you are taxed on the entire amount you
receive. Unless you have already cashed them in, you will
be taxed on the entire value of your bonds in the year in
which you reach age 70%.. The value of the bonds is the
amount you would have received if you had cashed them
in at the end of that year. When you later cash in the bonds,
you will not be taxed again.
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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 explained
below. All of the codes are explained in the instructions for
recipients on Form 1099-R.



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

4—Death.

5—Prohibited transaction.

7—Normal distribution.

8—EXxcess contributions plus earnings/
excess deferrals (and/or earnings)

taxable in 2004.

If code 1, 5, or 8 appears on your Form 1099-R,
A you are probably subject to a penalty or additional
CILED) tax. If code 1 appears, see Early Distributions,
later. If code 5 appears, see Prohibited Transactions, later.
If code 8 appears, see Excess Contributions, later.

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

D—Excess contributions plus earnings/
excess deferrals taxable in 2002.

G—Direct rollover to a qualified plan, a tax-sheltered
annuity, a governmental 457(b) plan, or an IRA. May
also include a transfer from a conduit IRA to a
qualified plan.

J—Early distribution from a Roth IRA.

N—Recharacterized IRA contribution made for 2004
and recharacterized in 2004.

P—Excess contributions plus earnings/
excess deferrals taxable in 2003.

Q—Roth IRA qualified distribution.

R—Recharacterized IRA contribution made for 2003
and recharacterized in 2004.

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

T—Roth IRA distribution, exception applies.

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 “X.”

1099-R, you are probably subject to a penalty or
LD} additional tax. If code D appears, see Excess
Contributions, later. If code J appears, see Early Distribu-
tions, later. If code P appears, see Excess Contributions,

later. If code S appears, see Additional Tax on Early
Distributions in chapter 3.

If code D, J, P, or S appears on your Form

Withholding. Federal income tax is withheld from distri-
butions from traditional IRAs unless you choose not to
have tax withheld.

The amount of tax withheld from an annuity or a similar
periodic payment is based on your marital status and the

number of withholding allowances you claim on your 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 nonperi-
odic distributions.

IRA distributions delivered outside the United
States. In general, if you are a U.S. citizen or resident
alien and your home address is outside the United States
or its possessions, you cannot choose exemption from
withholding on 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 on withhold-
ing on pensions and annuities, see Pensions and Annui-
ties in chapter 1 of Publication 505, Tax Withholding and
Estimated Tax. For more information on withholding on
nonresident aliens and foreign entities, see Publication
515, Withholding of Tax on Nonresident Aliens and For-
eign Entities.

Reporting taxable distributions on your return. Report
fully taxable distributions, including early distributions, on
Form 1040, line 15b (no entry is required on line 15a), or
Form 1040A, line 11b. If only part of the distribution is
taxable, enter the total amount on Form 1040, line 15a (or
Form 1040A, line 11a), and the taxable part on line 15b (or
line 11b). 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 former
employer(s)), must be included in the decedent’s gross
estate. For more information, see the instructions for
Schedule |, Form 706, United States Estate (and
Generation-Skipping Transfer) Tax Return.

What Acts Result in Penalties
or Additional Taxes?

The tax advantages of using traditional IRAs for retirement
savings can be offset by additional taxes and penalties if
you do not follow the rules. There are additions to the
regular tax for using your IRA funds in prohibited transac-
tions. There are also additional taxes for the following
activities.

¢ |nvesting in collectibles.

* Making excess contributions.

¢ Taking early distributions.

¢ Allowing excess amounts to accumulate (failing to
take required distributions).
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- 8606 Nondeductible IRAs

» See separate instructions.

Department of the Treasury
Internal Revenue Service (99) » Attach to Form 1040, Form 1040A, or Form 1040NR.

OMB No. 1545-1007

2004

Attachment
Sequence No. 48

Name. If married, file a separate form for each spouse required to file Form 8606. See page 5 of the instructions.

Rose Green

Your social security number

001

00 0000

Fill in Your Address Only Home address (number and street, or P.O. box if mail is not delivered to your home)

if You Are Filing This

Apt. no.

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

With Your Tax Return
Nondeductible Contributions to Traditional IRAs and Distributions From Traditional, SEP, and SIMPLE IRAs

Complete this part only if:
® You made nondeductible contributions to a traditional IRA for 2004,

® You took distributions from a traditional, SEP, or SIMPLE IRA in 2004 (other than a rollover, conversion,
recharacterization, or return of certain contributions) and you made nondeductible contributions to a traditional IRA

in 2004 or an earlier year, or

® You converted part, but not all, of your traditional, SEP, and SIMPLE IRAs to Roth IRAs in 2004 (excluding any portion
you recharacterized) and you made nondeductible contributions to a traditional IRA in 2004 or an earlier year.

1 Enter your nondeductible contributions to traditional IRAs for 2004, including those made for
2004 from January 1, 2005, through April 15, 2005 (see page 5 of the instructions) . 1 500
2 Enter your total basis in traditional IRAs (see page 5 of the instructions) 2 500
3 Add lines 1 and 2 3 800
In 2004, did you take a No ————p Enter the amount from line 3 on
distribution from traditional, line 14. Do not complete the rest
SEP, or SIMPLE IRAs or of Part I.
make a Roth IRA conversion? Yes ——» Go to line 4.
4  Enter those contributions included on line 1 that were made from January 1, 2005, through April
15, 2005 : 4 0
5 Subtract line 4 from Ilne 3 .o 5 800
6 Enter the value of all your traditional, SEP and SIMPLE IRAs as of
December 31, 2004, plus any outstandlng rollovers (see page 6 of
the instructions) . . . . . . 6
7 Enter your distributions from traditional, SEP, and SIMPLE IRAs in
2004. Do not include rollovers, conversions to a Roth IRA, certain
returned contributions, or recharacterizations of traditional IRA
contributions (see page 6 of the instructions) . . . . . . . . 7
8  Enter the net amount you converted from traditional, SEP, and SIMPLE
IRAs to Roth IRAs in 2004. Do not include amounts converted that
you later recharacterized (see page 6 of the instructions). Also enter
thisamountonlinet16 . . . . . . . . . . . . . . . 8
9 Addlines6,7,and8 . . . . . . .|9|
10 Divide line 5 by line 9. Enter the result as a decimal rounded to at
least 3 places. If the result is 1.000 or more, enter “1.000” . . . 10 X
11 Multiply line 8 by line 10. This is the nontaxable portion of the amount
you converted to Roth IRAs. Also enter this amounton line 17 . . . |11
12 Multiply line 7 by line 10. This is the nontaxable portion of your
distributions that you did not convert to a Roth IRA . 12
13 Add lines 11 and 12. This is the nontaxable portion of all your distributions 13 460 |
14 Subtract line 13 from line 3. This is your total basis in traditional IRAs for 2004 and earller
years. . 14 2340
15 Taxable amount. Subtract Ilne 12 from Ilne 7 Also |nc|ude thls amount on Form 1040 Ilne 15b
Form 1040A, line 11b; or Form 1040NR, line 16b 15 ol"
Note: You may be subject to an additional 10% tax on the amount on llne 1 5 if you were under
age 597 at the time of the distribution (see page 7 of the instructions).
For Paperwork Reduction Act Notice, see page 8 of the instructions. Cat. No. 63966F Form 8606 (2004)

*From Worksheet in Publication 590
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Form 8606 (2004)

Page 2

2004 Conversions From Traditional, SEP, or SIMPLE IRAs to Roth IRAs

Complete this part if you converted part or all of your traditional, SEP, and SIMPLE IRAs to a Roth IRA in 2004 (excluding

any portion you recharacterized).

Caution: If your modified adjusted gross income is over $100,000 or you are married filing separately and you lived with
your spouse at any time in 2004, you cannot convert any amount from traditional, SEP, or SIMPLE IRAs to Roth IRAs
e 7 of the instructions).

for 2004. If you erroneously made a conversion, you must recharacterize (correct) it (see pa

16

17

18

If you completed Part I, enter the amount from line 8. Otherwise, enter the net amount you
converted from traditional, SEP, and SIMPLE IRAs to Roth IRAs in 2004. Do not include amounts
you later recharacterized back to traditional, SEP, or SIMPLE IRAs in 2004 or 2005 (see page 7
of the instructions) e e e e

If you completed Part |, enter the amount from line 11. Otherwise, enter your basis in the amount
on line 16 (see page 7 of the instructions) .

Taxable amount. Subtract line 17 from line 16. Also include this amount on Form 1040,
line 15b; Form 1040A, line 11b; or Form 1040NR, line 16b .

16 5,000
17 460
18 4540 | *

il Distributions From Roth IRAs
Complete this part only if you took a distribution from a Roth IRA in 2004 (other than a rollover, recharacterization, or

return of certain contributions—see page 7 of the instructions).

19

20

21

22

23

24

25

Enter your total nonqualified distributions from Roth IRAs in 2004 including any qualified first-time
homebuyer distributions (see page 7 of the instructions)

Qualified first-time homebuyer expenses (see page 7 of the instructions). Do not enter more
than $10,000 .

Subtract line 20 from line 19. If zero or less, enter -0- and skip lines 22 through 25 .
Enter your basis in Roth IRA contributions (see page 7 of the instructions) .

Subtract line 22 from line 21. If zero or less, enter -0- and skip lines 24 and 25. If more than
zero, you may be subject to an additional tax (see page 8 of the instructions)

Enter your basis in Roth IRA conversions (see page 8 of the instructions)

Taxable amount. Subtract line 24 from line 283. If zero or less, enter -0-. Also include this amount
on Form 1040, line 15b; Form 1040A, line 11b; or Form 1040NR, line 16b

19

20

21

22

23

24

25

Sign Here Only if You
Are Filing This Form
by Itself and Not With

knowledge and belief, it is true, correct, and complete.

Under penalties of perjury, | declare that | have examined this form, including accompanying attachments, and to the best of my

Your Tax Return } Your signature } Date

Form 8606 (2004)
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.. 8606 Nondeductible IRAs

P> See separate instructions.

Department of the Treasury

Internal Revenue Service (99) » Attach to Form 1040, Form 1040A, or Form 1040NR.

OMB No. 1545-1007

2004

Attachment
Sequence No. 4

Name. If married, file a separate form for each spouse required to file Form 8606. See page 5 of the instructions.

Bill King

Your social security number

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)

if You Are Filing This

Apt. no.

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

With Your Tax Return
Nondeductible Contributions to Traditional IRAs and Distributions From Traditional, SEP, and SIMPLE IRAs

Complete this part only if:
® You made nondeductible contributions to a traditional IRA for 2004,

® You took distributions from a traditional, SEP, or SIMPLE IRA in 2004 (other than a rollover, conversion,
recharacterization, or return of certain contributions) and you made nondeductible contributions to a traditional IRA

in 2004 or an earlier year, or

® You converted part, but not all, of your traditional, SEP, and SIMPLE IRAs to Roth IRAs in 2004 (excluding any portion
you recharacterized) and you made nondeductible contributions to a traditional IRA in 2004 or an earlier year.

1 Enter your nondeductible contributions to traditional IRAs for 2004, including those made for
2004 from January 1, 2005, through April 15, 2005 (see page 5 of the instructions) . 1 0
2 Enter your total basis in traditional IRAs (see page 5 of the instructions) 2 2,000
3 Add lines 1 and 2 3 2,000
In 2004, did you take a No ———p Enter the amount from line 3 on
distribution from traditional, line 14. Do not complete the rest
SEP, or SIMPLE IRAs or of Part I.
make a Roth IRA conversion? Yes ——» Go to line 4.
4  Enter those contributions included on line 1 that were made from January 1, 2005, through April
15, 2005 4 0
5  Subtract line 4 from line 3 . o 5 2,000
6 Enter the value of all your traditional, SEP and SIMPLE IRAs as of
December 31, 2004, plus any outstanding rollovers (see page 6 of
the instructions) . . . . . . 6 1,600
7 Enter your distributions from traditional, SEP, and SIMPLE IRAs in
2004. Do not include rollovers, conversions to a Roth IRA, certain
returned contributions, or recharacterizations of traditional IRA
contributions (see page 6 of the instructions) . . . . . . . . 7 €00
8  Enter the net amount you converted from traditional, SEP, and SIMPLE
IRAs to Roth IRAs in 2004. Do not include amounts converted that
you later recharacterized (see page 6 of the instructions). Also enter
this amountonlinet16 . . . . . . . . . . . . . . . . 8
9 Addlines6,7,and8 . . . . . . .|9| 2,400
10 Divide line 5 by line 9. Enter the result as a decimal rounded to at
least 3 places. If the result is 1.000 or more, enter “1.000” . . . 10 X . 829
11 Multiply line 8 by line 10. This is the nontaxable portion of the amount
you converted to Roth IRAs. Also enter this amounton line17 . . . |11
12  Multiply line 7 by line 10. This is the nontaxable portion of your
distributions that you did not convert to a Roth IRA . 12 500
13 Add lines 11 and 12. This is the nontaxable portion of all your distributions 13 500
14 Subtract line 13 from line 3. This is your total basis in traditional IRAs for 2004 and earller
years. . 14 1,500
15 Taxable amount. Subtract Ilne 12 from ||ne 7 Also |nclude thls amount on Form 1040 Ilne 15b
Form 1040A, line 11b; or Form 1040NR, line 16b 15 100
Note: You may be subject to an additional 10% tax on the amount on //ne 15 if you were under
age 59 at the time of the distribution (see page 7 of the instructions).
For Paperwork Reduction Act Notice, see page 8 of the instructions. Cat. No. 63966F Form 8606 (2004)
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There are penalties for overstating the amount of nonde-
ductible contributions and for failure to file Form 8606, if
required.

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

Prohibited Transactions

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

Disqualified persons include your fiduciary and mem-
bers of your family (spouse, ancestor, lineal descendant,
and any spouse of a lineal descendant).

The following are examples of prohibited transactions
with a traditional IRA.

¢ Borrowing money from it.
¢ Selling property to it.

* Receiving unreasonable compensation for managing
it.
¢ Using it as security for a loan.

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

Fiduciary. For these purposes, a fiduciary includes any-
one who does any of the following.

¢ Exercises any discretionary authority or discretionary
control in managing your IRA or exercises any au-
thority or control in managing or disposing of its
assets.

* Provides investment advice to your IRA for a fee, or
has any authority or responsibility to do so.

¢ Has any discretionary authority or discretionary re-
sponsibility in administering your IRA.

Effect on an IRA account. Generally, if you or your bene-
ficiary engages in a prohibited transaction in connection
with your traditional IRA account at any time during the
year, the account stops being an IRA as of the first day of
that year.

Effect on you or your beneficiary. If your account stops
being an IRA because you or your beneficiary engaged in
a prohibited transaction, the account is treated as distribut-
ing all its assets to you at their fair market values on the first
day of the year. If the total of those values is more than
your basis in the IRA, you will have a taxable gain that is
includible in your income. For information on figuring your
gain and reporting it in income, see Are Distributions Tax-
able, earlier. The distribution may be subject to additional
taxes or penalties.

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 early distribu-
tions, 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% additional tax on
early distributions, discussed later.

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

Owner participation. If you participate in the prohibited
transaction with your employer or the 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 engages
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 under Effect on you or your
beneficiary, earlier.

Exempt Transactions

The following two types of transactions are not prohibited
transactions if they meet the requirements that follow.

* Payments of cash, property, or other consideration
by the sponsor of your traditional IRA to you (or
members of your family).

* Your receipt of services at reduced or no cost from
the bank where your traditional IRA is established or
maintained.

Payments of cash, property, or other consideration.
Even if a sponsor makes payments to you or your family,
there is no prohibited transaction if all three of the following
requirements are met.

1. The payments are for establishing a traditional IRA
or for making additional contributions to it.

2. The IRA is established solely to benefit you, your
spouse, and your or your spouse’s beneficiaries.

3. During the year, the total fair market value of the
payments you receive is not more than;

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

If the consideration is group term life insurance, require-
ments (1) and (3) do not apply if 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.
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Services received at reduced or no cost. Even if a
sponsor provides services at reduced or no cost, there is
no prohibited transaction if all of the following requirements
are met.

* The traditional IRA qualifying you to receive the
services is established and maintained for the bene-
fit of you, your spouse, and your or your spouse’s
beneficiaries.

* The bank itself can legally offer the services.

* The services are provided in the ordinary course of
business by the bank (or a bank affiliate) to custom-
ers who qualify but do not maintain an IRA (or a
Keogh plan).

* The determination, for a traditional IRA, of who quali-
fies for these services is based on an IRA (or a
Keogh plan) deposit balance equal to the lowest
qualifying balance for any other type of account.

* The rate of return on a traditional IRA investment
that qualifies is not less than the return on an identi-
cal investment that could have been made at the
same time at the same branch of the bank by a
customer who is not eligible for (or does not receive)
these services.

Investment in Collectibles

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

Collectibles. These include:

* Art works,

* Rugs,

¢ Antiques,

* Metals,

* Gems,

e 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 contrib-
uted to your traditional IRAs for the year that is more than
the smaller of:

* $3,000 ($3,500 if 50 or older), or
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* Your taxable compensation for the year.

The taxable compensation limit applies whether your con-
tributions 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 contri-
bution, your spouse’s contribution, your employer’s contri-
bution, or an improper rollover contribution. If your
employer makes contributions on your behalf to a
SEP-IRA, see Publication 560.

Tax on Excess Contributions

In general, if the excess contributions for a year are not
withdrawn by the date your return for the year is due
(including extensions), 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 additional tax is figured on Form 5329. For informa-
tion on filing Form 5329, see Reporting Additional Taxes,
later.

Example. For 2004, Paul Jones is 45 years old and
single, his compensation is $31,000, and he contributed
$3,500 to his traditional IRA. Paul has made an excess
contribution to his IRA of $500 ($3,500 minus the $3,000
limit). The contribution earned $5 interest in 2004 and $6
interest in 2005 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 exten-
sions.

Paul figures his additional tax for 2004 by multiplying the
excess contribution ($500) shown on Form 5329, line 16,
by .06, giving him an additional tax liability of $30. He
enters the tax on Form 5329, line 17, and on Form 1040,
line 59. See Paul’s filled-in Form 5329.

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 ex-
cess 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 notinclude in
your gross income an excess contribution that you with-
draw from your traditional IRA before your tax return is due
if both of the following conditions are met.

¢ No deduction was allowed for the excess contribu-
tion.

* You withdraw the interest or other income earned on
the excess contribution.

You can take into account any loss on the contribution
while it was in the IRA when calculating the amount that



. 5329 Additional Taxes on Qualified Plans

(Including IRAs) and Other Tax-Favored Accounts

» Attach to Form 1040.

Department of the Treasury > See separate instructions.
Internal Revenue Service  (99)

OMB No. 1545-0203

2004

Attachment

Sequence No. 29

Name of individual subject to additional tax. If married filing jointly, see instructions.

Faul Jones

Your social security number

003 i 00 0000

Fill in Your Address on|y Home address (number and street), or P.O. box if mail is not delivered to your home

If You Are Filing This

Apt. no.

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

With Your Tax Return

If this is an amended
return, check here »

If you only owe the additional 10% tax on early distributions, you may be able to report this tax directly
on Form 1040, line 59, without filing Form 5329. See the instructions for Form 1040, line 59.

m Additional Tax on Early Distributions
Complete this part if you took a taxable distribution, before you reached age 5972, from a qualified retirement plan (including
an IRA) or modified endowment contract (unless you are reporting this tax directly on Form 1040—see above). You may also
have to complete this part to indicate that you qualify for an exception to the additional tax on early distributions or for certain

Roth IRA distributions (see instructions).

N =

[

Early distributions included in income. For Roth IRA distributions, see instructions .

Early distributions included on line 1 that are not subject to the additional tax (see |nstruct|ons)
Enter the appropriate exception number from the instructions:
Amount subject to additional tax. Subtract line 2 from line 1 .o
Additional tax. Enter 10% (.10) of line 3. Include this amount on Form 1040 I|ne 59

Caution: If any part of the amount on line 3 was a distribution from a SIMPLE IRA, you may have
to include 25% of that amount on line 4 instead of 10% (see instructions).

1

2

(%)

4

m Additional Tax on Certain Distributions From Education-Accounts
Complete this part if you included an amount in income, on-Form 1040, line 21, from a Coverdell education savings

account (ESA) or a qualified tuition program.(QTP).

O~NO O

Distributions included in income from Coverdell ESAs and QTPs

Distributions included on line 5 that are not subject.to the additional tax (see |nstruct|ons)
Amount subject to additional-tax. Subtract line 6 from.line 5 . .

Additional tax. Enter.10% (.10) of line 7. Include this:amount on Form 1040 Ilne 59

® N[O O

iG]l Additional Tax on Excess Contributions to Traditional IRAs
Complete this part if you contributed more to your traditional IRAs for 2004 than is allowable or you had an amount

on line 17 of your 2003-Form 5329.

9 Enter your excess contributions:from line 16 of your 2003 Form 5329 (see instructions). If zero,

go to line 15 . . . 9
10 If your traditional IRA contnbutlons for 2004 are Iess than your

maximum allowable contribution, see instructions. Otherwise, enter -0- | 10
11 2004 traditional IRA distributions included in income (see instructions) 11
12 2004 distributions of prior year excess contributions (see instructions) 12
13 Add lines 10, 11, and 12 . : 13
14 Prior year excess contributions. Subtract I|ne 13 from I|ne 9 If zero or Iess enter O- 14
15 Excess contributions for 2004 (see instructions). 15 500
16 Total excess contributions. Add lines 14 and 15 16 500
17  Additional tax. Enter 6% (.06) of the smaller of line 16 or the value of your tradltlonal IRAs on December

31, 2004 (including 2004 contributions made in 2005). Include this amount on Form 1040, line 59 17 20
Additional Tax on Excess Contributions to Roth IRAs

Complete this part if you contributed more to your Roth IRAs for 2004 than is allowable or you had an amount on line
25 of your 2003 Form 5329.

18 Enter your excess contributions from line 24 of your 2003 Form 5329 (see instructions). If zero, go to line 23 18
19 If your Roth IRA contributions for 2004 are less than your maximum

allowable contribution, see instructions. Otherwise, enter -0- . . . 19
20 2004 distributions from your Roth IRAs (see instructions) . . . . 20
21 Add lines 19 and 20 21
22 Prior year excess contributions. Subtract I|ne 21 from I|ne 18 If zero or Iess enter O— 22
23 Excess contributions for 2004 (see instructions) 23
24 Total excess contributions. Add lines 22 and 23 ) 24
25 Additional tax. Enter 6% (.06) of the smaller of line 24 or the value of your Roth IRAs on December 31

2004 (including 2004 contributions made in 2005). Include this amount on Form 1040, line 59 25
For Paperwork Reduction Act Notice, see page 5 of the instructions. Cat. No. 13329Q Form 5329 (2004)
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must be withdrawn. If there was a loss, the net income you
must withdraw may be a negative amount.

In most cases, the net income you must transfer will be
determined by your IRA trustee or custodian. If you need to
determine the applicable netincome you need to withdraw,
you can use the same method that was used in Worksheet
1-3, earlier.

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 contribution. Report
it on your return for the year in which the excess contribu-
tion was made. Your withdrawal of interest or other income
may be subject to an additional 10% tax on early distribu-
tions, 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.

Example. Maria, age 35, made an excess contribution
in 2004 of $1,000, which she withdrew by April 15, 2005,
the due date of her return. At the same time, she also
withdrew the $50 income that was earned on the $1,000.
She mustinclude the $50 in her gross income for 2004 (the
year in which the excess contribution was made). She
must also pay an additional tax of $5 (the 10% additional
tax on early distributions because she is not yet 59%- years
old), but she does not have to report the excess contribu-
tion as income or pay the 6% excise tax. Maria receives a
Form 1099-R showing that the earnings are taxable for
2004.

Excess Contributions Withdrawn
After Due Date of Return

In general, you must include all distributions (withdrawals)
from your traditional IRA in your gross income. However, if
the following conditions are met, you can withdraw excess
contributions from your IRA and not include the amount
withdrawn in your gross income.

¢ Total contributions (other than rollover contributions)
for 2004 to your IRA were not more than $3,000
($3,500 if 50 or older).

* You did not take a deduction for the excess contribu-
tion being withdrawn.

The withdrawal can take place at any time, even after the
due date, including extensions, for filing your tax return for
the year.

Excess contribution deducted in an earlier year. If you
deducted an excess contribution in an earlier year for
which the total contributions were not more than the maxi-
mum deductible amount for that year ($2,000 for 2001 and
earlier years, $3,000 for 2002 and 2003 ($3,500 for 2002
and 2003 if 50 or older)), 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. Indi-
vidual Income Tax Return, for that year and do not deduct
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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 ex-
cess contribution in your traditional IRA is the result of a
rollover and the excess occurred because the information
the plan was required to give you was incorrect, 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 in your gross income the part of the excess
contribution caused by the incorrect information.

Deducting an Excess Contribution
in a Later Year

You cannot apply an excess contribution to an earlier year
even if you contributed less than the maximum amount
allowable for the earlier year. However, you may be able to
apply it to a later year if the contributions for that later year
are less than the maximum allowed for that year.

You can deduct excess contributions for previous years
that are still in your traditional IRA. The amount you can
deduct this year is the lesser of the following two amounts.

¢ Your maximum IRA deduction for this year minus
any amounts contributed to your traditional IRAs for
this year.

* The total excess contributions in your IRAs at the
beginning of this 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.

To figure the amount of excess contributions for previ-
ous years that you can deduct this year, see Worksheet
1-6.

Worksheet 1-6. Excess Contributions
Deductible This Year

Use this worksheet to figure the amount of excess
contributions from prior years you can deduct this year.

1. Maximum IRA deduction for the current

2. IRA contributions for the current year 2.

3. Subtract line 2 from line 1. If zero (0) or
less, enterzero ................. 3.

4. Excess contributions in IRA at
beginningofyear ................ 4.

5. Enter the lesser of line 3 or line 4. This
is the amount of excess contributions
for previous years that you can deduct
thisyear....................... 5.




Example. Teri was entitled to contribute to her tradi-
tional IRA and deduct $1,000 in 2003 and $1,500 in 2004
(the amounts of her taxable compensation for these
years). For 2003, she actually contributed $1,400 but could
deduct only $1,000. In 2003, $400 is an excess contribu-
tion 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 2003 return. Because
Teri did not withdraw the excess, she owes excise tax of
$24 for 2003. To avoid the excise tax for 2004, she can
correct the $400 excess amount from 2003 in 2004 if her
actual contributions are only $1,100 for 2004 (the allowa-
ble deductible contribution of $1,500 minus the $400 ex-
cess from 2003 she wants to treat as a deductible
contribution in 2004). Teri can deduct $1,500 in 2004 (the
$1,100 actually contributed plus the $400 excess contribu-
tion from 2003). This is shown on the following worksheet.

Worksheet 1-6. Example—Illustrated
Use this worksheet to figure the amount of excess
contributions from prior years you can deduct this year.

1. Maximum IRA deduction for the current

VAl . o 1. 1,500
2. IRA contributions for the current year 2. 1,100
3. Subtract line 2 from line 1. If zero (0) or

less,enterzero ................. 3. 400
4. Excess contributions in IRA at

beginningofyear . ............... 4. 400
5. Enter the lesser of line 3 or line 4. This

is the amount of excess contributions

for previous years that you can deduct

thisyear....................... 5. 400

Closed tax year. A special rule applies if you incorrectly
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 contrib-
ute less than the allowable amount) must be reduced by
the amount of the excess contribution deducted in the
closed year.

To figure the amount of excess contributions for previ-
ous years that you can deduct this year if you incorrectly
deducted part of the excess contribution in a closed tax
year, see Worksheet 1-7.

Worksheet 1-7. Excess Contributions
Deductible This Year if Any Were Deducted
in a Closed Tax Year

Use this worksheet to figure the amount of excess
contributions for prior years that you can deduct this year if
you incorrectly deducted excess contributions in a closed
tax year.

1. Maximum IRA deduction for the current

2. IRA contributions for the current year 2.

3. Ifline 2 is less than line 1, enter any
excess contributions that were
deducted in a closed tax year.
Otherwise, enter zero (0) .......... 3.

4. Subtractline 3fromlinel.......... 4,

5. Subtract line 2 from line 4. If zero (0) or
less, enterzero .................

6. Excess contributions in IRA at
beginning ofyear . ............... 6.

7. Enter the lesser of line 5 or line 6. This
is the amount of excess contributions
for previous years that you can deduct
thisyear....................... 7.

Early Distributions

You must include early distributions of taxable amounts
from your traditional IRA in your gross income. Early distri-
butions are also subject to an additional 10% tax, as
discussed later.

Early distributions defined. Early distributions generally
are amounts distributed from your traditional IRA account
or annuity before you are age 59%2, or amounts you receive
when you cash in retirement bonds before you are age
591,

Age 59%: Rule

Generally, if you are under age 59%2, you must pay a 10%
additional tax on the distribution of any assets (money or
other property) from your traditional IRA. Distributions
before you are age 59%: are called early distributions.

The 10% additional tax applies to the part of the distribu-
tion that you have to include in gross income. It is in
addition to any regular income tax on that amount.

A number of exceptions to this rule are discussed below
under Exceptions. Also see Contributions Returned Before

Due Date of Return, earlier.
additional tax if you receive distributions from a
I SIMPLE IRA before you are age 59%.. See Addi-
tional Tax on Early Distributions under When Can You
Withdraw or Use Assets? in chapter 3.

You may have to pay a 25%, rather than 10%,

After age 59Y. and before age 70%.. After you reach age
592, you can receive distributions without having to pay
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the 10% additional tax. Even though you can receive
distributions after you reach age 59%2, distributions are not
required until you reach age 70%.. See When Must You
Withdraw Assets? (Required Minimum Distributions), ear-
lier.

Exceptions

There are several exceptions to the age 59%- rule. Even if
you receive a distribution before you are age 59%, you
may not have to pay the 10% additional tax if you are in one
of the following situations.

¢ You have unreimbursed medical expenses that are
more than 7.5% of your adjusted gross income.

* The distributions are not more than the cost of your
medical insurance.

* You are disabled.
* You are the beneficiary of a deceased IRA owner.

* You are receiving distributions in the form of an
annuity.

¢ The distributions are not more than your qualified
higher education expenses.

* You use the distributions to buy, build, or rebuild a
first home.

* The distribution is due to an IRS levy of the qualified
plan.

Most of these exceptions are explained below.

Note. Distributions that are timely and properly rolled
over, as discussed earlier, are not subject to either regular
income tax or the 10% additional tax. Certain withdrawals
of excess contributions after the due date of your return are
also tax free and therefore not subject to the 10% addi-
tional tax. (See Excess Contributions Withdrawn After Due
Date of Return, earlier.) This also applies to transfers
incident to divorce, as discussed earlier under Can You
Move Retirement Plan Assets.

Unreimbursed medical expenses. Evenif you are under
age 59%-, you do not have to pay the 10% additional tax on
distributions that are not more than:

* The amount you paid for unreimbursed medical ex-
penses during the year of the distribution, minus

e 7.5% of your adjusted gross income (defined later)
for the year of the distribution.

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.

Adjusted gross income. This is the amount on Form
1040, line 37, or Form 1040A, line 22.

Medical insurance. Even if you are under age 592, you
may not have to pay the 10% additional tax on distributions
during the year that are not more than the amount you paid
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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 of the following conditions

apply.
* You lost your job.

* You received unemployment compensation paid
under any federal or state law for 12 consecutive
weeks because you lost your job.

* You receive the distributions during either the year
you received the unemployment compensation or
the following year.

* You receive the distributions no later than 60 days
after you have been reemployed.

Disabled. If you become disabled before you reach age
59>, any distributions from your traditional 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 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.

Beneficiary. If you die before reaching age 59%, the
assets in your traditional IRA can be distributed to your
beneficiary or to your estate without either having to pay
the 10% additional tax.

However, if you inherit a traditional IRA from your de-
ceased spouse and elect to treat it as your own (as dis-
cussed under What If You Inherit an IRA, earlier), any
distribution you later receive before you reach age 59%-
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 the 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 distribution method
and you must take at least one distribution annually for this
exception to apply. The “required minimum distribution
method,” when used for this purpose, results in the exact
amount required to be distributed, not the minimum
amount.

There are two other IRS-approved distribution methods
that you can use. They are generally referred to as the
“fixed amortization method” and the “fixed annuitization
method.” These two methods are not discussed in this
publication because they are more complex and generally
require professional assistance. See Revenue Ruling
2002-62 in Internal Revenue Bulletin 2002-42 for more
information on these two methods. To obtain a copy of this
revenue ruling, see Mail in chapter 5. This revenue ruling
can also be found in many libraries and IRS offices.

The payments under this exception must generally con-
tinue until at least 5 years after the date of the first pay-
ment, or until you reach age 59%., whichever is later. If a
change from an approved distribution method is made
before the end of the appropriate period, any payments
you receive before you reach age 59%. will be subject to



the 10% additional tax. This is true even if the change is
made after you reach age 59%.. The payments will not be
subject to the 10% additional tax if another exception
applies or if the change is made because of your death or
disability.

One-time switch. If you are receiving a series of sub-
stantially equal periodic payments, you can make a
one-time switch to the required minimum distribution
method at any time without incurring the additional tax.
Once a change is made, you must follow the required
minimum distribution method in all subsequent years.

Higher education expenses. Even if you are under age
597, if you paid expenses for higher education during the
year, part (or all) of any distribution may not be subject to
the 10% additional tax. The part not subject to the tax is
generally the amount that is not more than the qualified
higher education expenses (defined later) for the year for
education furnished 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 distribution that is
not subject to the 10% additional tax, include qualified
higher education expenses paid with any of the following
funds.

¢ Payment for services, such as wages.
* Aloan.
* A gift.

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

¢ A withdrawal from personal savings (including sav-
ings from a qualified tuition program).

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

e Tax-free distributions from a Coverdell education
savings account.

e Tax-free part of scholarships and fellowships.
¢ Pell grants.

* Employer-provided educational assistance.

* Veterans’ educational assistance.

* Any other tax-free payment (other than a gift or in-
heritance) received as educational assistance.

Qualified higher education expenses. Qualified
higher education expenses are tuition, fees, books, sup-
plies, and equipment required for the enrollment or attend-
ance of a student at an eligible educational institution.
They also include expenses for special needs services
incurred by or for special needs students in connection
with their enrollment or attendance. In addition, if the indi-
vidual is at least a half-time student, room and board are
qualified higher education expenses.

Eligible educational institution. This is any college,
university, vocational school, or other postsecondary edu-
cational institution eligible to participate in the student aid

programs administered by the Department of Education. It
includes virtually all accredited, public, nonprofit, and pro-
prietary (privately owned profit-making) postsecondary in-
stitutions. The educational institution should be able to tell
you if it is an eligible educational institution.

First home. Even if you are under age 59%2, you do not
have to pay the 10% additional tax on distributions you
receive to buy, build, or rebuild a first home. To qualify for
treatment as a first-time homebuyer distribution, the distri-
bution must meet all 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.

Yourself.

Your spouse.

Your or your spouse’s child.

Your or your spouse’s grandchild.

® 2 0o T ®

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 distributions

cannot be more than $10,000.
homebuyers (defined later), each of you can re-
ceive distributions up to $10,000 for a first home

without having to pay the 10% additional tax.

If both you and your spouse are first-time

Qualified acquisition costs. Qualified acquisition
costs include the following items.

¢ Costs of buying, building, or rebuilding a home.

* Any usual or reasonable settlement, financing, or
other closing costs.

First-time homebuyer. Generally, you are a first-time
homebuyer if you had no present interest in a main home
during the 2-year period ending on the date of acquisition
of the home which the distribution is being used to buy,
build, or rebuild. If you are married, your spouse must also
meet this no-ownership requirement.

Date of acquisition. The date of acquisition is the date
that:

* You enter into a binding contract to buy the main
home for which the distribution is being used, or

¢ The building or rebuilding of the main home for
which the distribution is being used begins.

Note. Distributions that are timely and properly rolled
over, as discussed earlier, are not subject to either regular
income tax or the 10% additional tax. Certain withdrawals
of excess contributions are also tax free and not subject to
the 10% additional tax. (See Excess Contributions With-
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drawn by Due Date of Return, and Excess Contributions
Withdrawn After Due Date of Return, earlier.) This also
applies to transfers incident to divorce, as discussed under
Can You Move Retirement Plan Assets, earlier.

Receivership distributions. Early distributions (with or
without your consent) from savings institutions 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 10% tax

The additional tax on early distributions is 10% of the
amount of the early distribution that you must include in
your gross income. This tax is in addition to any regular
income tax resulting from including the distribution in in-
come.

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 Jones, who is 35 years old, receives a
$3,000 distribution from his traditional IRA account. Tom
does not meet any of the exceptions to the 10% additional
tax, so the $3,000 is an early distribution. Tom never made
any nondeductible contributions to his IRA. He must in-
clude the $3,000 in his gross income for the year of the
distribution and pay income tax on it. Tom must also pay an
additional tax of $300 (10% x $3,000). He files Form 5329.

See the filled-in Form 5329.
ment account made within 2 years of beginning
YLD participation in the SIMPLE are subject to a 25%,

rather than 10%, early distributions tax.

Early distributions of funds from a SIMPLE retire-

Nondeductible contributions.

The tax on early distributions does not apply to the part
of a distribution that represents a return of your nondeduct-
ible contributions (basis).

Excess Accumulations
(Insufficient Distributions)

You cannot keep amounts in your traditional IRA indefi-
nitely. Generally, you must begin receiving distributions by
April 1 of the year following the year in which you reach age
70%2. The required minimum distribution for any year after
the year in which you reach age 70%. must be made by
December 31 of that later year.

Tax on excess. If distributions are less than the re-
quired minimum distribution for the year, discussed earlier
under When Must You Withdraw Assets? (Required Mini-
mum Distributions), 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 informa-
tion on filing the form.

Request to excuse the tax. If the excess accumulation is
due to reasonable error, and you have taken, or are taking,
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steps to remedy the insufficient distribution, you can re-
quest that the tax be excused.
If you believe you qualify for this relief, do the following.

¢ File Form 5329 with your Form 1040.
¢ Pay any tax you owe on excess accumulations.
¢ Attach a letter of explanation.

If the IRS approves your request, it will refund the excess
accumulations tax you paid.

Exemption from tax. If you are unable to take required
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 Reve-
nue Procedure 92-10 are satisfied. Those conditions and
requirements are summarized below. Revenue Procedure
92-10is in Cumulative Bulletin 1992-1. To obtain a copy of
this revenue procedure, see Mail in chapter 5. You can
also read the revenue procedure at most IRS offices and at
many public libraries.

Conditions. To qualify for exemption from the tax, the
assets in your traditional IRA must include an affected
investment. Also, the amount of your required distribution
must be determined as discussed earlier under When Must
You Withdraw Assets.

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

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

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

Make up of shortfall in distribution. Ifthe paymentsto
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, early distributions, and excess accu-



o 5329 Additional Taxes on Qualified Plans

(Including IRAs) and Other Tax-Favored Accounts

» Attach to Form 1040.

Department of the Treasury . .
Internal Revenue Service ~ (99) » See separate instructions.

OMB No. 1545-0203

2004

Attachment

Sequence No.

Name of individual subject to additional tax. If married filing jointly, see instructions.

Tom Jones

Your social security number

004: 00 i 0000

Fill in Your Address on|y Home address (number and street), or P.O. box if mail is not delivered to your home

If You Are Filing This

Apt. no.

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

With Your Tax Return

If this is an amended
return, check here »

O

If you only owe the additional 10% tax on early distributions, you may be able to report this tax directly
on Form 1040, line 59, without filing Form 5329. See the instructions for Form 1040, line 59.

m Additional Tax on Early Distributions
Complete this part if you took a taxable distribution, before you reached age 59, from a qualified retirement plan (including
an IRA) or modified endowment contract (unless you are reporting this tax directly on Form 1040—see above). You may also
have to complete this part to indicate that you qualify for an exception to the additional tax on early distributions or for certain

Roth IRA distributions (see instructions).

1 Early distributions included in income. For Roth IRA distributions, see instructions . 1 3,000
2 Early distributions included on line 1 that are not subject to the additional tax (see mstructlons)
Enter the appropriate exception number from the instructions: 2 0
3 Amount subject to additional tax. Subtract line 2 from line 1 .o . 3 3,000
4 Additional tax. Enter 10% (.10) of line 3. Include this amount.on Form 1040, line 59", 4 500
Caution: If any part of the amount on line 3 was a distribution from a SIMPLE (IRA, you may have
to include 25% of that amount on line 4 instead of 10%(see instructions):
Additional Tax on Certain Distributions From Education Accounts
Complete this part if you included ‘an amount in income, on Form 1040, line 21, from a Coverdell education savings
account (ESA) or a qualified tuition program (QTP):
5 Distributions included in income from Coverdell ESAs and QTPs 5
6 Distributions included on line 5 that-are not subject to the additional tax (see lnstructlons) 6
7 Amount subject to additional tax. Subtract line 6 fromline 5 . < 7
8 Additional tax. Enter 10% (.10) of line 7. Include this amount on Form 1040 Ilne 59 8

gl Additional Tax on Excess Contributions to Traditional IRAs
Complete this part.if you contributed more to your.traditional IRAs for 2004 than is allowable or you had an amount

on line 17 of your2003 Form 5329.

9

10

11
12
13
14
15
16
17

Enter your excess contributions from line:16-of your 2003 Form 5329 (see instructions). If zero,
go to line 15 .
If your traditional IRA contnbutrons for 2004 are Iess than your
maximum allowable contribution;see instructions. Otherwise, enter -0- 10

2004 traditional IRA distributions included in income (see instructions) 11

2004 distributions of prior year excess contributions (see instructions) 12
Add lines 10, 11, and 12 . .
Prior year excess contributions. Subtract I|ne 13 from Ilne 9 If zero or Iess enter O—
Excess contributions for 2004 (see instructions).

Total excess contributions. Add lines 14 and 15

Additional tax. Enter 6% (.06) of the smaller of line 16 or the value of your tradltlonal IRAs on December
31, 2004 (including 2004 contributions made in 2005). Include this amount on Form 1040, line 59

13

14

15

16

17

Il Additional Tax on Excess Contributions to Roth IRAs

Complete this part if you contributed more to your Roth IRAs for 2004 than is allowable or

25 of your 2003 Form 5329.

you had an amount on line

18
19

20
21
22
23
24
25

Enter your excess contributions from line 24 of your 2003 Form 5329 (see instructions). If zero, go to line 23 18
If your Roth IRA contributions for 2004 are less than your maximum

allowable contribution, see instructions. Otherwise, enter -0- . . . 19

2004 distributions from your Roth IRAs (see instructions) . . . . [ 20

Add lines 19 and 20 21
Prior year excess contributions. Subtract I|ne 21 from I|ne 18 If zero or Iess enter 0— 22
Excess contributions for 2004 (see instructions). 23
Total excess contributions. Add lines 22 and 23 . 24
Additional tax. Enter 6% (.06) of the smaller of line 24 or the value of your Roth IRAs on December 31

2004 (including 2004 contributions made in 2005). Include this amount on Form 1040, line 59 25

For Paperwork Reduction Act Notice, see page 5 of the instructions. Cat. No. 13329Q

Form 5329 (2004)
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mulations. If you must file Form 5329, you cannot use
Form 1040A or Form 1040EZ.

Filing a tax return. If you must file an individual income
tax return, complete Form 5329 and attach it to your Form
1040. Enter the total additional taxes due on Form 1040,
line 59.

Not filing a tax return. If you do not have to file a return,
but do have to pay one of the additional taxes mentioned
earlier, file the completed Form 5329 with the 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 attach, a check or
money order payable to the United States Treasury for the
tax you owe, as shown on Form 5329. Write your social
security number and “2004 Form 5329” on your check or
money order.

Form 5329 not required. You do not have to use Form
5329 if either of the following situations exist.

¢ Distribution code 1 (early distribution) is correctly
shown in box 7 of Form 1099-R. If you do not owe
any other additional tax on a distribution, multiply the
taxable part of the early distribution by 10% and
enter the result on Form 1040, line 59. Put “No” to
the left of line 59 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
additional taxes.

e If you rolled over part or all of a distribution from a
qualified retirement plan, the part rolled over is not
subject to the tax on early distributions.

2.
Roth IRAs

What's New for 2005

Roth IRA contribution limit. If contributions on your be-
half are made only to Roth IRAs, your contribution limit for
2005 will generally be the lesser of:

e $4,000, or
* Your taxable compensation for the year.

If you are 50 or older in 2005 and contributions on your
behalf are made only to Roth IRAs, your contribution limit
for 2005 will generally be the lesser of:

* $4,500, or

* Your taxable compensation for the year.
However, if your modified AGI is above a certain amount,
your contribution limit may be reduced. For more informa-
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tion, see How Much Can Be Contributed? under Can You
Contribute to a Roth IRA?, later.

Reminder

Deemed IRAs. For plan years beginning after 2002, a
qualified employer plan (retirement plan) can maintain a
separate account or annuity under the plan (a deemed
IRA) to receive voluntary employee contributions. If the
separate account or annuity otherwise meets the require-
ments of an IRA, it will be subject only to IRA rules. An
employee’s account can be treated as a traditional IRA or a
Roth IRA.

For this purpose, a “qualified employer plan” includes:

¢ A qualified pension, profit-sharing, or stock bonus
plan (section 401(a) plan),

* A qualified employee annuity plan (section 403(a)
plan),

* A tax-sheltered annuity plan (section 403(b) plan),
and

¢ A deferred compensation plan (section 457 plan)
maintained by a state, a political subdivision of a
state, or an agency or instrumentality of a state or
political subdivision of a state.

Introduction

Regardless of your age, you may be able to establish and
make nondeductible contributions to an individual retire-
ment plan called a Roth IRA.

Contributions not reported. You do not report Roth IRA
contributions on your return.

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 either an
account or an annuity. Individual retirement accounts and
annuities are described in chapter 1 under 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 itis set up. A deemed IRA
can be a Roth IRA, but neither a SEP-IRA nor a SIMPLE
IRA can be designated as a Roth IRA.

Unlike a traditional IRA, you cannot deduct contributions
to a Roth IRA. But, if you satisfy the requirements, 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 or SIMPLE IRA. Traditional IRAs are discussed
in chapter 1.



When Can a Roth IRA Be Set
Up?

You can set up a Roth IRA at any time. However, the time
for making contributions for any year is limited. See When
Can You Make Contributions, later under Can You Contrib-
ute to a Roth IRA.

Can You Contribute to
a Roth IRA?

Generally, you can contribute to a Roth IRA if you have
taxable compensation (defined later) and your modified
AGI (defined later) is less than:

¢ $160,000 for married filing jointly or qualifying
widow(er),

¢ $10,000 for married filing separately and you lived
with your spouse at any time during the year, and

¢ $110,000 for single, head of household, or married
filing separately and you did not live with your
spouse at any time during the year.

You may be eligible to claim a credit for contribu-
@ tions to your Roth IRA. For more information, see

chapter 4.

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

Can you contribute to a Roth IRA for your 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 Be Contributed?), you file
jointly, and your modified AGl is less than $160,000.

Compensation. Compensation includes wages, salaries,
tips, professional fees, bonuses, and other amounts re-
ceived for providing personal services. It also includes

Table 2-1. Effect of Modified AGI on Roth IRA Contribution
This table shows whether your contribution to a Roth IRA is affected by the amount of your

modified adjusted gross income (modified AGI).

IF you have taxable compensation
and your filing status is ...

AND your modified AGl is ...

THEN ...

married filing jointly or

less than $150,000

you can contribute up to $3,000
($3,500 if age 50 or older; for 2005,
$4,000 or $4,500, if 50 or older) as
explained under How Much Can Be
Contributed.

qualifying widow(er)

at least $150,000
but less than $160,000

the amount you can contribute is
reduced as explained under
Contribution limit reduced.

$160,000 or more

you cannot contribute to a Roth IRA.

married filing separately and
you lived with your spouse at any
time during the year

zero (-0-)

you can contribute up to $3,000
($3,500 if 50 or older; for 2005,
$4,000 or $4,500, if 50 or older) as
explained under How Much Can Be
Contributed.

more than zero (-0-)
but less than $10,000

the amount you can contribute is
reduced as explained under
Contribution limit reduced.

$10,000 or more

you cannot contribute to a Roth IRA.

single,

head of household,

or married filing separately and
you did not live with your spouse
at any time during the year

less than $95,000

you can contribute up to $3,000
($3,500 if age 50 or older; for 2005,
$4,000 or $4,500, if 50 or older) as
explained under How Much Can Be
Contributed.

at least $95,000
but less than $110,000

the amount you can contribute is
reduced as explained under
Contribution limit reduced.

$110,000 or more

you cannot contribute to a Roth IRA.

Chapter 2 Roth IRAs
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commissions, self-employment income, and taxable ali- a. Traditional IRA deduction,
mony and separate maintenance payments. For more in- . .
formation, see What Is Compensation? under Who Can b. Student loan interest deduction,
Set Up a Traditional IRA? in chapter 1. c. Tuition and fees deduction,
Modified AGI. Your modified AGI for Roth IRA purposes d. Foreign earned income exclusion,
is your adjp_sted gross income (AGI) as shown on your e. Foreign housing exclusion or deduction,
return modified as follows. ] -~ ]
f. Exclusion of qualified bond interest shown on
1. Subtract conversion income. This is any income re- Form 8815, and

sulting from the conversion of an IRA (other than a
Roth IRA) to a Roth IRA. Conversions are discussed

under Can You Move Amounts Into a Roth IRA, later. shown on Form 8839.

g. Exclusion of employer-provided adoption benefits

2. Add the following deductions and exclusions: You can use Worksheet 2-1 to figure your modified AGI.

Worksheet 2-1. Modified Adjusted Gross Income for Roth IRA Purposes
Use this worksheet to figure your modified adjusted gross income for Roth IRA purposes.

1. Enter your adjusted gross income (Form 1040, line 37 or Form 1040A, line 22) 1.

2. Enter any income resulting from the conversion of an IRA (other than a Roth
IRA)to a ROth IRA ... 2.

3. Subtractline2fromline 1 ... .. ... . . 3.

4. Enter any traditional IRA deduction (Form 1040, line 25 or Form 1040A, line 17) 4.

5. Enter any student loan interest deduction (Form 1040, line 26 or Form 1040A,

N A8) ..o i e 5.
6. Enter any tuition and fees deduction (Form 1040, line 27 or Form 1040A, line
S 6.
7. Enter any foreign earned income and/or housing exclusion (Form 2555, line 43
or Form 2555-EZ, line 18) . . . . .. ... 7.
8. Enter any foreign housing deduction (Form 2555,1ine48) ................. 8.
9. Enter any exclusion of bond interest (Form 8815, line14) ................. 9.
10. Enter any exclusion of employer-provided adoption benefits (Form 8839, line
3B0) 10.
11. Addthe amounts onlines 3through 10. ......... .. ... .. ... ... ........ 11.
12. Enter:

¢ $160,000 if married filing jointly or qualifying widow(er)
¢ $10,000 if married filing separately and you lived with your spouse at any
time during the year
* $110,000 forallothers .. ... 12.

Next. Is the amount on line 11 more than the amount on line 127

Yes. See the Note below.

No. The amount on line 11 is your modified adjusted gross income for Roth
IRA purposes.

Note. If the amount on line 11 is more than the amount on line 12 and you have
other income or loss items, such as social security income or passive activity
losses, that are subject to AGl-based phaseouts, you can refigure your AGI
solely for the purpose of figuring your modified AGI for Roth IRA purposes.
Refigure your AGI without taking into account any income from conversions. (If
you receive social security benefits, use Worksheet 1 in Appendix B to refigure
your AGI.) Then go to list item 2) above under Modified AGI or line 4 above in
Worksheet 2-1 to refigure your modified AGI. If you do not have other income or
loss items subject to AGI-based phaseouts, your modified adjusted gross
income for Roth IRA purposes is the amount on line 11 above.
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Do not subtract conversion income when figuring
A your other AGI-based phaseouts and taxable in-
QYLD come, such as your deduction for medical and
dental expenses. Subtract it from AGI only for the purpose
of figuring your modified AGI for Roth IRA purposes.

How Much Can Be Contributed?

The contribution limit for Roth IRAs depends on whether
contributions are made only to Roth IRAs or to both tradi-
tional IRAs and Roth IRAs.

Roth IRAs only. If contributions are made only to Roth
IRASs, your contribution limit generally is the lesser of:

e $3,000 ($3,500 if you are 50 or older; for 2005,
$4,000 or $4,500, if 50 or older), or

* Your taxable compensation.

However, if your modified AGI is above a certain amount,
your contribution limit may be reduced, as explained later
under Contribution limit reduced.

Roth IRAs and traditional IRAs. If contributions are
made to both Roth IRAs and traditional IRAs established
for your benefit, your contribution limit for Roth IRAs gener-
ally is the same as your limit would be if contributions were
made only to Roth IRAs, but then reduced by all contribu-
tions (other than employer contributions under a SEP or
SIMPLE IRA plan) for the year to all IRAs other than Roth
IRAS.
This means that your contribution limit is the lesser of:

¢ $3,000 ($3,500 if you are 50 or older; for 2005,
$4,000 or $4,500, if 50 or older) minus all contribu-
tions (other than employer contributions under a
SEP or SIMPLE IRA plan) for the year to all IRAs
other than Roth IRAs, or

* Your taxable compensation minus all contributions
(other than employer contributions under a SEP or
SIMPLE IRA plan) for the year to all IRAs other than
Roth IRAs.

However, if your modified AGI is above a certain amount,
your contribution limit may be reduced, as explained next
under Contribution limit reduced.

Simplified employee pensions (SEPSs) are discussed in
Publication 560. Savings incentive match plans for em-
ployees (SIMPLES) are discussed in chapter 3.

Contribution limit reduced. If your modified AGI is
above a certain amount, your contribution limit is gradually
reduced. Use Table 2-1 to determine if this reduction
applies to you.

Figuring the reduction. If the amount you can contrib-
ute must be reduced, 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 or qualifying
widow(er),

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, qualifying widow(er), or married filing a
separate return and you lived with your spouse at
any time during the year).

4. Multiply the maximum contribution limit (before re-
duction by this adjustment and before reduction for
any contributions to traditional IRAS) by the result in
3).

5. Subtract the result in (4) from the maximum contribu-

tion limit before this reduction. The result is your
reduced contribution limit.

You can use Worksheet 2-2 to figure the reduction.
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Worksheet 2-2. Determining Your Reduced
Roth IRA Contribution Limit

Before using this worksheet, check Table 2-1 to deter-
mine whether or not your Roth IRA contribution limit is
reduced. If itis, use this worksheet to determine how much
it is reduced.

1. Enter your modified AGI for Roth
IRApurposes . ................ 1.

Using the steps described above, you figure your reduced
Roth IRA contribution of $2,010 as shown on the following
worksheet.

Worksheet 2-2. Example—Illustrated

Before using this worksheet, check Table 2-1 to deter-
mine whether or not your Roth IRA contribution limit is
reduced. If it is, use this worksheet to determine how much
it is reduced.

2. Enter:
e $150,000 if filing a joint return or
qualifying widow(er)
* 30 if married filing a separate
return and you lived with your
spouse at any time in 2004

e $95,000 for all others .. ... ... 2.
3. Subtractline 2 fromlinel ........ 3.
4. Enter:

e $10,000 if filing a joint return or
qualifying widow(er) or married
filing a separate return and you
lived with your spouse at any
time during the year

e $15,000 for all others . ....... 4.

5. Divide line 3 by line 4 and enter the
result as a decimal (rounded to at
least three places). If the result is
1.000 or more, enter 1.000 . ...... 5.

6. Enter the lesser of:

e $3,000 ($3,500 if 50 or older; for
2005, $4,000 or $4,500, if 50 or

older), or
* Your taxable compensation ... 6.
7. Multiply line5byline6 .......... 7.

8. Subtract line 7 from line 6. Round
the result up to the nearest $10. If
the result is less than $200, enter

$200 . ..o 8.
9. Enter contributions for the year to

otherlRAs ................... 9.
10. Subtract line 9 fromline6 ........ 10.

11. Enter the lesser of line 8 or line 10.
This is your reduced Roth IRA

contribution limit ............. 11.
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 45-year-old, single individual with
taxable compensation of $113,000. You want to make the
maximum allowable contribution to your Roth IRA for 2004.
Your modified AGI for 2004 is $100,000. You have not
contributed to any traditional IRA, so the maximum contri-
bution limit before the modified AGI reduction is $3,000.
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1. Enter your modified AGI for Roth
IRA purposes ............... 1.

2. Enter:

* $150,000 if filing a joint return
or qualifying widow(er)

* $0 if married filing a separate
return and you lived with your
spouse at any time in 2004

* $95,000 for all others ... ... 2.

3. Subtractline 2 fromlinel ...... 3.

100,000

95,000
5,000

4. Enter:

* $10,000 if filing a joint return
or qualifying widow(er) or
married filing a separate
return and you lived with your
spouse at any time during the
year

* $15,000 for all others . . . ... 4.

5. Divide line 3 by line 4 and enter
the result as a decimal (rounded
to at least three places). If the
result is 1.000 or more, enter 1.00 5. .333

15,000

6. Enter the lesser of:
* $3,000 ($3,500 if 50 or older;
for 2005, $4,000 or $4,500, if
50 or older), or
* Your taxable compensation 6. 3,000

7. Multiply line5byline6 ........ 7. 999

8. Subtract line 7 from line 6. Round
the result up to the nearest $10. If
the result is less than $200, enter
$200 .. ... 8.

9. Enter contributions for the year to
otherIRAs . ................. 9. 0

10. Subtract line 9 fromline6 ...... 10. 3,000

2,010

11. Enter the lesser of line 8 or line
10. This is your reduced Roth

IRA contribution limit ........ 11. 2,010

When Can You 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).



You can make contributions for 2004 by the due
date (not including extensions) for filing your

2004 tax return. This means that most people can

make contributions for 2004 by April 15, 2005.

What If You Contribute Too Much?

A 6% excise tax applies to any excess contribution to a
Roth IRA.

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 properly converted from a
traditional IRA, as described later) that are more than
your contribution limit for the year (explained earlier
under How Much Can be Contributed?), plus

2. Any excess contributions for the preceding year, re-
duced 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 for the year.

Withdrawal of excess contributions. 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 contributions are also withdrawn. The earnings are
considered earned and received in the year the excess
contribution was made.

Applying excess contributions. If contributions to your
Roth 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.

Can You Move Amounts
Into a Roth IRA?

You may be able to convert amounts from either a tradi-
tional, SEP, or SIMPLE IRA into a Roth IRA. You may be
able to recharacterize contributions made to one IRA as
having been made directly to a different IRA. You can roll
amounts over from one Roth IRA to another Roth IRA.

Conversions

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

Conversion methods. You can convert amounts from a
traditional IRA to a Roth IRA in any of the following three
ways.

* Rollover. You can receive a distribution from a tradi-
tional IRA and roll it over (contribute it) to a Roth IRA
within 60 days after the distribution.

e 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.

* 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.

Same trustee. Conversions made with the same trus-
tee can be made by redesignating the traditional IRA as a
Roth IRA, rather than opening a new account or issuing a
new contract.

More information. For more information on conversions,
see Converting From Any Traditional IRA Into a Roth IRA
in chapter 1.

Failed Conversions

If, when you converted amounts from a traditional IRA or
SIMPLE IRA into a Roth IRA, you expected to have modi-
fied AGI of less than $100,000 and a filing status other than
married filing separately, but your expectations did not
come true, you have made a failed conversion.

Results of failed conversions. If the converted amount
(contribution) is not recharacterized (explained in chapter
1), the contribution will be treated as a regular contribution
to the Roth IRA and subject to the following tax conse-
guences.

* A 6% excise tax per year will apply to any excess
contribution not withdrawn from the Roth IRA.

¢ The distributions from the traditional IRA must be
included in your gross income.

* The 10% additional tax on early distributions may
apply to any distribution.

How to avoid. You must move the amount converted
(including all earnings from the date of conversion) into a
traditional IRA by the due date (including extensions) for
your tax return for the year during which you made the
conversion to the Roth IRA. You do not have to include this
distribution (withdrawal) in income.

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, described
in chapter 1 under Rollover From One IRA Into Another,
apply to these rollovers. However, rollovers from retire-
ment plans other than Roth IRAs are disregarded for pur-
poses of the 1-year waiting period between rollovers.
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A rollover from a Roth IRA to an employer retirement
plan is not allowed.

Are Distributions Taxable?

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

Basis of distributed property. 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.

Withdrawals of contributions by due date. If you with-
draw contributions (including any net earnings on the con-
tributions) by the due date of your return for the year in
which you made the contribution, the contributions are
treated as if you never made them. If you have an exten-
sion of time to file your return, you can withdraw the
contributions and earnings by the extended due date. The
withdrawal of contributions is tax free, but you must include
the earnings on the contributions in income for the year in
which you made the contributions.

What Are Qualified Distributions?

A qualified distribution is any payment or distribution from
your Roth IRA that meets the following requirements.

1. Itis made after the 5-year period beginning with the
first taxable year for which a contribution was made
to a Roth IRA set up for your benefit, and

2. The payment or distribution is:

a. Made on or after the date you reach age 59%-,
b. Made because you are disabled,

c. Made to a beneficiary or to your estate after your
death, or

d. One that meets the requirements listed under
First home under Exceptions in chapter 1 (up to a
$10,000 lifetime limit).

Additional Tax on Early Distributions

If you receive a distribution that is not a qualified distribu-
tion, you may have to pay the 10% additional tax on early
distributions as explained in the following paragraphs.

Distributions of conversion contributions within
5-year period. If, within the 5-year period starting with the
first day of your tax year in which you convert an amount
from a traditional IRA to a Roth IRA, you take a distribution
from a Roth IRA, you may have to pay the 10% additional
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tax on early distributions. You generally must pay the 10%
additional tax 