Retirement Income;
Form 1040, Lines 15-16

Income Wages, salaries, tips, etc. Attach Formig) W-2
Taxable intarast. Attach Schedule B if required D
Tax-exempt interast. Do not includeonline8a . . . ' 8b | |
Attach Form(s) - - o ; _
W2 hare. Alsa Ordinary dividends. Attach Schedule B if required . . e e 9a
attach Forms Qualified dividends . . . 9b |
‘W-2G and Taxable refunds, credits, or offsetsofstaheand IDc:aJ |ncnmeta.xes A od el 10
1099"1::[:; Alimony raceived . . . . e 1
bt e i Business income or {loss). Aﬂach Schedule C or C EZ S 12
5 Capital gain or (loss). Attach Schedule D if required. If not requtrad chack hare D 13
"ef:ﬁ'f’zmt Cther gains or (losses). Aftach Form 4797 . . . . . . . . | 1a
ge-e instru;:tinns. IRA distributions . | 15a b Taxableamount . . . | 16b
Pensions and annuities | 16a | b Taxableamount . . . 16b

Rantal real estate, royalties, partnerships, S corporations, trusts, etc. Attach Schedule E | 17 |
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Presentation Notes
One of nine lessons covering the Income section of the return 
Focus is identifying and reporting the taxable portion of retirement income 
Does not cover social security benefits or tier 1 railroad retirement benefits (covered in Income – Social Security Benefits lesson)


About Retirement Income

* Additional resources listed in L&LT “References” tab
* Review all tips and cautions in the lesson
* Read all examples and sample interviews

* We will review answers to each exercise
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Presentation Notes
Review list of references 	
Discuss all tips and cautions in detail. 
Ask students to read and/or role-play examples and sample interviews. 
Review answers to each exercise; ask students how they arrived at their answers. 	


Objectives — Retirement Income

* |dentify how retirement income is reported to the taxpayer using Form
1099-R series

 Calculate the taxable portion of different types of retirement income
* Determine how to report retirement income on the tax return
e Determine when an adjustment to withholding should be made

* Time Required: 15 minutes
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Presentation Notes
Review lesson objectives. 	
State the presentation time. 
Remind students when reviewing Form 13614-C with taxpayers to clarify the type of retirement plan (i.e., whether the income was before-tax or after-tax dollars).	


Topics

- ]

e Retirement Income Documents

* When to Adjust Withholding

)
Nz

e Retirement Plan Distributions

e Taxable IRA Distributions
e Reporting IRA Distributions
* Taxable Pensions and Annuities

e Other Retirement Income Issues
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Presentation Notes
Emphasize that the Basic level covers pension income where the taxable amount is predetermined; the Advanced level covers computing the taxable amount.


Key Terms

Definitions are always available in the L&LT online Glossary.

* Annuity * Railroad Retirement Benefits

» After-tax Contributions (RRBs)
« Before-tax Contributions e Required Minimum Distribution

(RMD)
e Retirement Income

* Excludable Income
* Form W4-P
* Form W4-V

* Individual Retirement
Arrangement (IRA)

* Rollover
e Simplified Method

* Lump-sum Distribution
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Presentation Notes
Annuity: A series of payments under a contract from an insurance company, a trust company, or an individual. Annuity payments are made at regular intervals over a period of more than one full year.
After-tax Contributions: After-tax means the employee paid taxes on the money when it was contributed, i.e., the taxpayer has a cost basis in the plan. 
Before-tax Contributions: Before-tax simply means that the employee did not pay taxes on the money at the time it was contributed, i.e., the taxpayer has no cost basis in the plan. 
Excludable Income: Income that is not included in the taxpayer's gross income and therefore exempt from federal income tax. Certain income may be exempt from tax but must be reported on the tax return.
Form W-4P: Withholding Certificate for Pension or Annuity Payments. The form allows taxpayers to tell payers the correct amount of federal income tax to withhold from payments. 
Form W-4V: Voluntary Withholding Request, filed by taxpayers (or estates) who are recipients of social security benefits and want to request withholding from their payments from the Social Security Administration. 
Individual Retirement Arrangement (IRA): A tax-sheltered retirement savings plan set up by the taxpayer. 
Lump-Sum Distribution: A lump-sum distribution is the distribution or payment within one tax year of an employee’s entire balance from all qualified pension, stock bonus, or profit-sharing plans that the employer maintains.
Railroad Retirement Benefits (RRBs): Benefits paid to railroad retirees covered by the Railroad Retirement Act. The RRA has two components. Tier 1 is the equivalent of social security benefits and Tier 2 is like an employer's pension plan.
Required Minimum Distribution (RMD): The amount that must be distributed each year from a retirement plan or IRA.
Retirement Income: Retirement income can include social security benefits as well as any benefits from annuities, retirement or profit sharing plans, insurance contracts, IRAs, etc. Retirement income may be fully or partially taxable. 
Rollover: Generally, a rollover is a tax-free distribution to the taxpayer from one retirement account (traditional IRA or employer's pension plan) that rolls over into a similar retirement account within 60 days.
Simplified Method: This method is used to calculate the tax-free portion of each pension or annuity payment. 


Retirement Income Documents

* What forms are used to report retirement income?
* The Form 1099-R series — CSA, CSF, RRB 1099-Rs

* The forms indicate amount received, taxable portion, and taxpayer’s
cost (investment) in the retirement plan.

e Pub 4012, Form 1099-R

Cl CORRECTED (if chacked)

PAYER’S name, street address, city or town, state or provincs, 1 Gross distribution OMB No. 1545-0118 Distributions From
country, and ZIP or foreign postal code Pensions, Annuities,
Retirement or

$ 2 @ 1 6 Profit-Sharing
25 Taxable amount Plans, IRAs,
Insurance
3 Farrn 1009-R Contracts, etc.
2b Taxable amount Total Copy B
not determined || distribution || Report this
PAYER'S federal identification | RECIPIENT'S identification 3 Capital gain (included | 4 Federal income tax income on your
number number in box 2a) withheld federal tax
return. If this

£ |
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Presentation Notes
Use the Landing Page questions to prompt students to share what they know about retirement income.
Direct students to Pub 4012,  Form 1099-R.
Remind students that any amount of federal income tax withheld on Forms 1099-R, CSA- and CSF-1099-R should be entered in the Payments section of the tax return
Emphasize that Basic certified volunteers can complete the return only if the taxable amount is indicated on the 1099-R.




http://www.irs.gov/app/vita/content/globalmedia/teacher/1099r_pension_and_annuity_income_4012.pdf

Retirement Plan Distributions

* Retirement plans are funded by either “before-tax” or “after-tax”
contributions.

This funding status determines if the distribution from the retirement
plan is taxable

* If the taxpayer did not contribute to the retirement plan, all the distributions
are fully taxable

* If the taxpayer made all contributions to a plan with before-tax dollars, the
entire distribution is fully taxable.

* If the taxpayer made all contributions to a plan with after-tax dollars, then
the distributions will be partially taxable.

e Review Pub 4012, Form 1099-R

Employee Contributions Taxability of
Contributions Distributions

Before-Tax After-Tax Fully Partially
Mo nia n/a Yes —
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Presentation Notes
Remind students that, if the payer did not include the taxable amount in box 2a of Forms 1099-R, CSA- or CSF-1099-R, or if the taxpayer has Form RRB 1099-R, they will have to compute the taxable portion of the distribution.
Discuss Qualified distributions from an employer plan designated ROTH account are wholly nontaxable, similar to a ROTH IRA.
Direct students to Pub 4012, Form 1099-R.
Before-tax: The employee did not pay taxes on the money at the time it was contributed
After-tax: The employee paid taxes on the money when it was contributed


http://www.irs.gov/app/vita/content/globalmedia/teacher/1099r_exclusion_worksheet_4012.pdf

Taxable IRA Distributions

* What is the difference between distributions from a Roth IRA and a
traditional IRA?

* Roth IRA distributions are generally tax-free, because the
contributions were after-tax

 Traditional IRA distributions may be fully or partially taxable, because
the contributions may have been deductible or non-deductible

* Additional taxes may apply to nonqualified distributions from a ROTH
IRA. Taxpayers who made nonqualified Roth IRA distributions should be
referred to a professional tax preparer.

e Out of scope: SIMPLE and SEP IRAs, nondeductible contributions to a
IRA, and taxable nonqualified Roth IRA distributions
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Inform students additional information about traditional IRAs is available in the Adjustments to Income lesson. 
Review exceptions to taxable nonqualified Roth IRA distributions.
Inform You can identify Roth IRAs from the distribution code used on Form 1099-R.  Distribution codes Q, J, and T are specific to Roth IRAs. Only code Q is in scope for the VITA/TCE programs. 


Reporting IRA Distributions N

* Distribution codes on Form 1099-R: Form 1099-R has explanations; also
on the back of Form 1099-R.

* Distributions rolled directly into another qualified plan are not taxable

(code G).
. 1 che
* Roth account rollover is code H  Esgmmmsemm [ smamr [omm=ss]  puiugscom

Pensioals,_Annu‘hes,
= tirement or
$ 20 Profit.Shari

2a Taxable amount 2016 r8|ans, |;';1An:
Insurance

Form 1009-R Contracts, ete.

20 TaraDleamount Total Copy B
not catermined || distribution Report this

Aion | RECIPIENT'S identication |73 Capitai gain (nciuded [ 4 Federal income tax income on your
numbsr In box 2a) withheld

-$5 o e $8 — o federal income
m| contributions el Unraal H i
TDcignated Roth appreciation In tax withheld in

contributions or employer's sacurties box 4, attach

IMEUrance premiums this copy te

L 3 your return.

apt. no,) "7 Distioution || RA | @ Oftner I
codefs) ] 1FLE€EE This information is

H 18 i baing fumished to

| . L 1} 1_ the Intemal
hoe, country, and ZIP o foreign postal codeSauurpecenagE of otel | B0 Totd employee comrbutions | Bavanue Sarvica.

distribution % $
R |44 1styearor Fﬂmrilh% 12 State tax withheld 13 State/Payer's state no. |14 State distribution
desk. Roth contrip, | Fequirsmen $ 8

, I B s
kctions) 15 Local tax withheld 16 Mame of ocallty |17 Local aistriution
$ | %
$ $

wwnw.irs.gowFomm 1 099r Department of the Treasury - Intemal Revenue Service



Presenter
Presentation Notes
TaxSlayer Demo: Link to Form 1099-R Exclusion worksheet for rollovers
explain the codes from box 7
Demonstrate reporting IRA distributions
Review 1099 R Box 7 Distribution codes
Box 7. Certain distributions may be subject to an additional 10% tax. See the instructions for Form 5329.
1—Early distribution, no known exception (in most cases, under age 59½).
2—Early distribution, exception applies (under age 59½).
3—Disability.
4—Death.
5—Prohibited transaction.
6—Section 1035 exchange (a tax-free exchange of life insurance, annuity, qualified long-term care insurance, or endowment contracts).
7—Normal distribution.
8—Excess contributions plus earnings/excess deferrals (and/or earnings) taxable in 2012.
9—Cost of current life insurance protection.
A—May be eligible for 10-year tax option (see Form 4972).
B—Designated Roth account distribution.
Note. If Code B is in box 7 and an amount is reported in box 10, see the instructions for Form 5329.


http://www.irs.gov/pub/irs-pdf/f1099r.pdf

Taxable Pensions and Annuities

* When are pension or annuity payments fully taxable?

e Taxpayers did not pay any part of the cost of their employee pensions
or annuities

* Employers did not withhold part of the cost from the taxpayers’ pay
while they worked

* Employers withheld part of the cost from the taxpayers’ “before-tax”
pay while they worked

IRA/Pension Distributions

Add or Edit a 1099-R
RRB-1099.R
Social Security Benefits

Nontaxable Distributions
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Presentation Notes
Refer students to Pub 4012, Income tab, Form 1099-R.


Taxable Pensions and Annuities

* Two methods used to figure taxable portion of pension or annuity
payment:

* The General Rule — out of scope

* The Simplified Method
* Form 1040 Instructions Simplified Method Worksheet

Disability income from a retirement plan is taxed differently depending
on the taxpayer’s age:

* Before minimum retirement age — taxed as wages
e After minimum retirement age — taxed as pension
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Presentation Notes
Review with students the Simplified Method Worksheet from Form 1040 Instructions or Pub 4012, Form 1099-R Simplified Method

http://www.irs.gov/app/vita/content/globalmedia/simplified_method_worksheet_1040i.pdf

Other Retirement Income Issues

e Some distributions are subject to additional taxes, computed on Form
5329. Only Part | of Form 5329 is within scope.

Lump sum distributions

Premature distributions

Required minimum distributions
Withdrawal of excess IRA contributions

5329 Additional Taxes on Qualified Plans ORI A5 0078
Fom (Including IRAs) and Other Tax-Favored Accounts 2046

Departmant cf the Treasury » Attach to Form 1040 or Form 1040NR. At

Internal Revenue Service (98) ® Information about Form 5329 and its separate instructions is at www.irs.gov/form5323. Sequence No, 20
Mame of individual subject to additional tax. if married filing jointly, sea instrections. Your social security number

Home address (numbser.and steet), or F.O. box if mail is.not deliversd to your homa [ Apt. mo.

If You Are Filing This
Form by Itself and Not
With Your Tax Return

thie spaces below (s=a instructions). e —

return, check here
Foreign country namea Foreign provinca/state/cownty Foreign postal cods

Fill in Your Address Only » ity, town or post office, state, and ZIP cods. f you have a foreign address, also complste ||

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, or
Form 1040MR, line 57, without filing Form 5329. See the instructions for.Form 1040, line 53, or for Form 1040NR, line 57.

Additional Tax on Early Distributions. Complete this part if you took a taxable distribution before you reached age 591
from a qualified retirement plan (including an IRA) or modified endowment contract (unless you are reporting this tax directly on
Form 1040 or Form 1040NR—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 orfor certain Roth IRA distributions (see instructions).
Early distributions included in income. For Roth IRA distributions, see instructions
Early distributions included on line 1 that are not subject to the additicnal tax (see instructions).
Enter the appropriate exception number from the instructions:

Amount subject to additional tax. Subtract line 2 from lin
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Presentation Notes
Review the L&LT topic
Remind students Form 5329 and exceptions from the additional tax are covered in more detail in the Other Taxes lesson.

http://www.irs.gov/pub/irs-pdf/f5329.pdf
http://www.irs.gov/pub/irs-pdf/f5329.pdf

When to Adjust Withholding

* Discuss with taxpayer if they owe $1,000 or more on their tax return
* Taxpayers can request withholding using form W-4P or Form W-4V

* If no withholding, taxpayer may need to make quarterly estimated tax
payments

- W-4pP Withholding Certificate for OME o 1545-0074
Pension or Annuity Payments 2016
Department of the Treasury

Internal Revenus Senice » For Privacy Act and Paperwork Reduction Act Notice, see page 4.
Your first name and middle initial Last name

Your social security number

Home address (number and street or rural route) [ Claim or identification number
(if any) of your pension or

City or town, state, and ZIP code | annuity contract

Complete the following applicable lines.

1 Check here if you do not want any federal income tax withheld|  Form W-4V Voluntary Withholding Request

2 Total number of allowances and marital status you are | [Rev. August 2014]
annuity payment. (You also may designate an additional dq - Deparient ot ibe Treasury » Give this form to your payer. Do not send It to the IRS.
Marital status: | | Single | | Married | | Married, b
Additional amount, if any, you want withheld from each pe
you cannot enter an amount here without entering the num 3

(For unemployment compensation and certain federal government and other payments.) OME No. 15450074

1 Your first name and middle initial Last name | 2 Your social security number

Home address (number and street or rural route) City or town ZIP code

Your signature » Claim or identification number (if any) you use with your payer
Cat. No. 102

[] | want federal Income tax withheld from my unemployment compensation at a rate of 10% of each payment.

| want federal income tax withheld from (a) my social security benefits, (o) my social security equivalent Tier 1 railroad retirement benefits, (c)
my Commodity Cradit Corporation loans, (d) certain crop disaster payments under the Agricultural Act of 1949 or under Title Il of the Disaster
Assistance Act of 1988, or (g) dividends and other distributions from Alaska Native Corporations to its shareholders, at the rate of (check one):

7% ] 10% [] 15% [] 25% [

7 [] Iwant you to stop withholding federal Income tax from my payment(s).

Your signature » Date >
For Privacy Act and Paperwork Reduction Act Notice, see page 2. Cat. No. 22801V Form W-4V (Rev. 08-2014)
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Remind students there is more information on this topic in the Concluding the Interview and Refund and Amount of Tax Owed lessons. 
Show the withholding calculator on irs.gov - http://www.irs.gov/Individuals/IRS-Withholding-Calculator 


Summary

* This lesson covered:

e |dentifying, calculating and reporting the taxable portion of
retirement income

 Types of retirement income and forms used to report it
e Requirements for taking minimum distributions
* When adjustments to withholding may be needed

* Check your understanding of this lesson by going to Certification Warm
Up on your student landing page

[ p— m— r
[ |

N ¥ E = 7

Skills Certification Media: Videos  TaxWise Job Aids Practice
Workout Warm Up & Audio Tutorial Lab
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Review Summary topics from L&LT or 4491


Out of Scope for this Lesson:

* Form 8606 required
* Nondeductible contributions made to a traditional IRA
* Taxpayers subject to additional tax due to excess IRA contributions

* Roth IRA distributions that are taxable or partially taxable, and those
with Form 1099-R, codeJor T

* |IRA rollovers that do not meet the tax-free requirements

 Part of a distribution is a return of after-tax contributions (may require
Form 8606)

e General Rule used to figure the taxable portion of pensions and/or
annuities for past years

e Form 1099-R, distribution code A (lump-sum distribution qualifying for
special tax treatments)

e Contributions to SIMPLE and SEP IRAs
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Presentation Notes
Remind students this list may not include ALL out of scope topics.


Practice

* Select the problem from Publication 4491-W based on your
certification course of study

* Complete the exercise

4491 W

VITA/TCE Problems and Exercises POV NSRS

Volunteer Income Tax Assistance (VITA) / Tax Counseling for the Elderly (TCE) EVERGREEN VERSION
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Presentation Notes
Verify students have correctly entered the income. 
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