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supplemental annuity benefits paid by the U.S. Railroad
Retirement Board:

Tax-sheitered annulty plans (403(b} plans). If you
work for a public school or certain tax-exempt organiza-
tions, you may be eligible to paricipate in a 403(b) ratire-
ment plan offered by your employer. Although this
publication covers the treatment of benefits under 403(b)
plans, it does not cover otheér tax provisions that apply to
these plans. For'that and other information on 403(p)
plang, see Publication 571, Tax-Sheltered Annuity Plans
{403(b) Plans) For Employees of Public Scheols and Cer-
tain Tax-Exempt Organizations.

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

You can write to us at the following address:

Intomal Revenue Service

Individual Forms and Publications Branch
SEW.CAR:MP:T:1

1111 Constitutiont Ave. NW, |R-6528
Washington, DC 20224

We respend 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.

You can email.us at “taxforms@irs.gov. {The asterigk
must be included in the address.) Pleass put “Publications
Comment” on the subject fine. Although we cannot re-
spond individually 1o each email, we do appreciate your
tesdback and will consider your comments as we revise
our tax products. |

Ordering forms and publications. Visit www.irs.qov/
formspubs to download forms and publications, call
1-800-829-3676, or write io the address below and receive
a response withini 10 days after your request is received.

Internad Revénue Service
1201 N. Mitsubishi Motorway
Bloomington, L. 61705-6643

Tax questions. If you have a tax question, chack the
information available on www.irs.gov or call
1-800-829-1040. We cannot answer tax questens sent to
either of the above addresses.

Useful Hems -

You may want tg see:
Pubilcation
Q 824 Creditfor the Elderly or the Disabled
0 525 Taxahle and Nontaxable income

Q 560 Rctirement Plans for Small Business (SEP,
SIMPLE, and Qualified Plans)

Tax-Shettered Annuity Plans (403(b) Plans)
For Emplovees of Public Schools and Certain
Tax-Exempt Crganizations

Individual Retirement Arrangements (IRAs)

Yy
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0 721 Tax Guide to U.S. Civil Service Retirement
Benefits

2 915 Social Saecurity and Equivalent Raflroad
Retirement Benefits

O 939 General Rule for Pensions and Annuities

0 4492 Information for Taxpayers Affected by
Hurricanes Katrina, Rita, and Wiima

O 4492-A Information for Taxpayers Affected by the
May 4, 2007, Kansas Storms and Tomadoes

Q 4492-B Information for Affected Taxpayers in the
Midwestemn Disaster Areas

Form (and instructions)

O W-4P Withholding Centificate for Pension or Annuity
Payments

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

[ 4972 Tax on Lump-Sum Distributions

O 5329 Additional Taxes on Quaslified Plans (Including
IRAs) and Cther Tax-Favored Accounts

0 8915 Qualified Hurricane Retirerent Plan
Distributions and Repayments
0 8930 Qualified Disaster Recovery Assistance
Hetirement Plan Distributions and
Repayments
See How To Got Tax Heip near the end of this publica-
tion for information about getting publications and forms,

General Information

Definitions. Soms of the torms used In this publication
are defined in the foliowing paragraphs.

Pension. A pension is generally a series of definitely
daterminable payments made to you after you retire from
work. Pension payments are made regularly and are
based on such factors as years of service and prior com-
pensation.

Annuity. An annuity iz a series of payments under a
contract made at reqular intervals over a period of more
than one full year. They can be either fixed {under which
you raceive a definite amount) or variable (not fixed). You
can buy the confract alone or with the help of your em-
piayer.

Qualified employee plan. A qualified employee planis
an ermployer's stock bonus, pension, or profit-sharing plan
that is for the exclusive benefit of employeses cr their
beneficiares and that meets Internal Revenue Code re-
quirements. It qualifies for special tax bensfits, such as tax
deforral for employer contributions and capital gain treat-
ment or the 10-year tax option for lump-sum distributions (if
participants qualify). To determine whether your plan is a
qualified plan. check with your employer or the plan admin-
istrator.
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Qualified emplayee annuity. A qualified employee an-
nuity is a retirement annuity purchased by an employer for
an employee under a plan that meets Internal Revenue
Code requirements.

Designated Roth account. A designated Roth account
is a separate account created under a qualified Roth con-
tribution program to which participants may elect 1o have
part or all of their: elective deferrals to a 401(k) or 403(b)
plan designated as Hoth contributions. Elective deferrals
that are designated as Roth contributions are included in
your income. However, qualified distributions are net in-
cluded in your income. You shoulid check with your plan
administrator to determine if your plan will accept desig-
nated Roth contributions.

Tax-sheltered iannuity plan. A tax-sheltered annyity
pian (often referred 10 as a 403(L) plan or a tax-deferred
annuity plan) is a‘ratirement plan for employees of public
schools and certain tax-exempt organizations. Generally,
a tax-sheltered annuity plan provides retiremert benefits
by purchasing annuity contracts for its participants.

Types of pensions and annuities. Pensions and annui-
ties include the following types.

Fixed-period annuities. You receive definite amounts
at regular intervals for a specified length of ime,

Annuities for a single Hfe. You recesive definite
amolrts at reguiar intervals for fife. The payments end at
death, ;

Joint and survivor annuities. The first annuitant re-
ceives a definite amount at regular intervals for life. After
he or she dies, a second annuitant receives a definite
arnount at regular.intervals for life. The amount paid to the
second annuitant:may or may not differ from the amount
paid 1o the first annuitant.

Variable annuilties. You receive payments that may
vary in amount for a specified length of time or for life. The
amounts you receive may depend upon such variables as
profits earned by the pension or annuity funds,
costofiving indexes, or eamings from a mutual fund.

Disability pensions. You receive disabifity payments
because you retired on disability and have not reached
minimum retirament age.

More than one program. You may receive employee
plan benefits from more than one program under a singie
trust or plan of your employer. if you participate in more
than ohe program, you may have 10 treat each as a sepa-
rate pension or annuity contract, depending upon the facts
in each case. Also, you may be considered 1o have re-
coived more than one pension or annuity. Your former
employer or the plan administrator should be able to tell
you if you have more than one contract.

Example. Your employer set up a noncontributory
profit-sharing plan for its employees. The plan provides
that the amount held in the account of each participant will
be paid when that participant retires. Your employer alse
set up a contributory defined benefit pension plan for its
employees providing for the payment of a lifetime pension
to each participant after retirement.

The amourt of any distribution from the profit-sharing
plan depends on the contributions (including allocated
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forfeitures} made for the participant and the eamings from
those contributions. Under the pansion plan, however, a
formula determines the amount of the pension benefits.
The amount of contributions is the amount necessary to
provide that pension.

Each plan is a sepatate program and & separels con-
fract. If you get benefits from thege plans, you must ac-
count for each separately, even though the benefits from
both may bs included in the same check.

. Distributions from a dasignated Both account are
A treztedd separately from other distributions from
T tha plan,

Qualified domestic relations order (QDRO). AQDROIs
a judgment, decree, or order relating to payment of ¢hitd
support, alimony, or marital property rights {0 8 spouse,
former spouse, child, or other dependent of a participant in
2 retirerment plan. The QDRO must contain cartain specific
inforrngtion, such as the name and last known mailing
address of the participant and each alternate payee, and
the amount or parcentage of the participant’s benefits to be
paid to each alternate payes. A QDRO may not award an
amount or form of benefit that is not available under the
plan.

A spouse or former spouse who receives part of the
benefits fram a retirement plan under 2 QDRO reports the
payments received as if he or she were a plan participant.
The spouse or former spouse is allocated a share of the
participant’s cost (investment in the contract) equal to the
cost timas a fraction. The numerator of the fraction is the
present value of the benefits payable 1o the spouse or
formar spousa. The dencminator is the present value of all
banafits payable to tha participant.

A digtribution that is paid 10 a child or other dependent
under a QDRO is taxed to the plan participant.

Variable Annuities

The tax rules in this publication apply both to annuities that
provide fixed payments and to annuities that provide pay-
ments that vary in amount based on invastment results or
cother factors. For example, they apply 1o commercial varia-
ble annuity contracts, whether bought by an employes
retirement plan for its participants or bougit directly from
the issuer by an individual investor. Under these contracts,
the owner can generally allocate the purchase payments
among several types of investment portfolios or mutual
funds and the ¢ontract value is determined by the perform-
ance of those investments, The eamings are not taxed
until distributed either in a withdrawal or in annuity pay-
ments. The taxable part of g disttibution is treated as
ordinary income.

For Information on the tax treatment of a transter or
exchange of a variable annuity contract, see Transfers of

Annu%' Contracts under Taxalion of Nonperiodic Pay-
marts, later.

Withdrawals. If you withdraw funds before your annuity
starting date and your annuity is under a qualified retire-
ment plan, a ratable part of the amount withdrawn is tax
free. The tax-free part is based on the ratio of your cost
(investment in the contract) to your account balaree under
e plan.

Publlcation 575 (2009)
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M your annuity is under a nonqualified plan {including a
contract you bought diractly from the issuer), the amount
withdrawn is aliocated first 10 samings (the taxable part)
and then to your cost (the tax-free part). However, if you
bought your annuity contract before August 14, 1982, a
different allocation applies to the investment before that
date and the eamings on that investment. To the extent the
amount withdrawn does not exceed that investment and
earnings, it is allocated first to your cost {the tax-free part}
and then 10 earnings (the 1axable part).

If you withdraw funds (other than as an annuity) on or
after your annuyity starting date, the entire amount with-
drawn is generally taxable.

The amount you receive in a full surrender of your
annuity contract at any time is tax free to the extent of any
cost that you have not previously recoverad tax free. The
rest is taxable.

For more information on the tax treatment of withdraw-
als, see Taxstion of Nonperiodic Payments, later. If you
withdraw funds from your annurty before you reach age
592, alse see Tax on Early Distributions under Special
Additional Taxes, later.

Annuity payments. If you receive annuity payments
under & variable annuity plan or contract, you recover your
cost tax free under either the Simplified Method or the
General Rule, as explained under Taxation of Periodic
Payments, later. For a variable annuity paid under a guali-
ied plan, you generally must use the Simplified Method.
For a variable annuity paid under a nonqualified plan
{(including a contract you bought directly from the issuer),
you must use a special computation under the General
Rule. For more information, see Variable annuitiesin Pub-
lication 939 undet Computation Under the General Rule.

Death benefits. If you receive a single-sum distribution
from a variable annuity contract because of the death of
the owner or annuitant, the distribution is generally taxable
only 1o the extent it i3 more than the unrecovered cost of
the contract. If you choose 10 receive an annuity, the
payments are subject to tax as described above. K the
contract provides a joint and survivor annuity and the
primary annuitant had received annuity payments before
death. you figure the tax-free part of annuity payments vou
racaive as the surviver in the same way the primary annui-
tant did, See Survivors and Beneficiaries, later.

Section 457 Deferred
Compensation Plans

if you work for & state or local government or for &
tax-exempt organization, you may be able to participats in
a section 457 deferred compensation plan. If your plan is
an eligible plan, you are not taxed currently on pay that is
deferred under the plan or on any eamings from the plan's
investment of the deferred pay. You are generally taxed on
amounts daferred in an &ligibls state or local governmant
plan only when they are distributed from the plan. You are
taxed on amounts deferred in an eligible tax-exsmpt or-
ganization plan when they are distributed or otherwise
made available 1o you.

This publication covers the tax treatment of benefits
under eligible section 457 plans, but it does not cover the
treatment of deferrals. For information on deferrals under
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section 457 plans, see Retirement Plan Contributions
under Ermployee Compensationin Publication 525.

Is your plan eligible? To find out if your plan is an sligible
plan, check with your employer. Plans that are not eligible
section 457 plans include the following:

* Bona fide vacation leave, sick leave, compensatory
ime, severance pay, disability pay, or death benefit
plans.

¢ Nonelective deferred compensation plans for non-
employees (independent contractors).

» Deferred compensation plans maintained by
churches.

* | ength of service award plans for bona fide volun-
teer firefighters and emergency medical personnel,
An excaption applies if the total amount paid to &
voluntesr exceeds $3,000 for any year of service.

Disability Pensions

If you retired on disability, you generally must include in
income any disability pension you receive under a plan that
is paid for by your employer, You must report your taxable
digability payments as wages on line 7 of Form 1040 or
Form 10404 or on ling 8 of Form 1040NR until you reach
minj etirernent age, Minimur retirement age gener-
ally is the age at which you can first receive a pensicn or
annuity if you are not disabled.

You may be entitled 1o a tax credit if you were

permanently and totally disabled when you re-
tired. For information on this credit, see Publica-

tion 524.
Beginning on the day after you reach minimum refire-
ment age, payments you receive are taxable as a pension
or annuity. Report the payments on Form 1040, lines 16a

and 16b; Form 10404, lines 122 and 12b; or on Form
1040NR, flines 17a and 17b.

isability payments for Injuries incurred as a di-
@ roct rasult of a terrorist attack directad against the

United States (or its allies) are not included in
income. For mare information about payments to SUrvivors
of terrorist attacks, see Publicationn 3920, Tax Relief for
Victims of Tarrorist Attacks.

Insurance Premiums for Retired
Public Safety Officers

If you are an eligible retired public safety officer (law
enforcement officer, firefighter, chaplain, or member of a
rascue squad or ambuiance crew), you ¢an elfect 1o ex-
clude from income distributions made from your eligible
retirement plan that are used 1o pay the premiums for
accident or health insurance or long-term care insurance.
The premiums can be for coverage for you, your spouse,
or dependents. The distribution must be made directly from
the plan to the insurance provider. You can exclude from
income the smaller of the amount of the insurance premi-
ums or $3.000. You can only make this election for
amounts that would ctherwise be included in your income.
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The amount excluded from your income cannot be used 1o
claim a medical expense deduction.

An eligible retitement plan Is a governmental plan that
is:

* a qualified trust,

* a section 403(a) plan,

» g section 403(b) annuity, or

* a section 457(b) plan.

H you make this glection, reduce the otherwise taxable
amount of your pension or annuity by the amount ex-
cluded. The amount shown in box 2a of Form 1098-R does
not reflect this exclusion. Report your total distributions on
Form 1040, line \16a; Form 10404, line 12a; or Form
1040NR, line 172, Report the taxable amount on Form
1040, line 16b; Form 10404, line 12b; ar Form 1040NR,
line 17%. Enter “PSO" next to the appropriate line on which
you repert the taxable amount. ,

if you are retired on disability and reponting your disabil-
ity pension on line-7 of Form 1040 or Form 10404, orline 8
of Form 1040NR, include only the taxable ameount on that
line and enter “PSO” and the amount excluded on the
dotted line next to-the applicable fine.

Railroad Retirement Benefits

Benefits paid under the Railroad Retirement Act fall into
wo categories. These categories are wreatad differently for
income tax purposes.

The first category is the amount of tier 1 railroad retire-
ment bensfits that equais the social security benefit that a
raifroad employee:or benaficiary would have been antitled
1o receive under the social security system. This part of the
tier 1 benefit is the social security equivalent benefit
{SSEB) and you treat it for tax purposes like social security
benefits. If you received, repaid, or had tax withheld from
the SSEB portion of tier 1 henefits during 2009, you will
receive Form RRB-1099, Payments by the Railroad Re-
tirement Board (or Form RRBE-10428, Statemant for Non-
resident Alien Recipients of Payments by the Railroad
Retirement Board, if you are a nonresident alien) from the
U.S. Railroad Retirement Board (RRB).

For more information about the tax treatment of the
SSEB portion of tier 1 benefits and Forms RRB-1039 and
RRB-10428, see Publication 915,

The second category cortaing the rest of the tier 1
railroad retirement benefits, called the non-social security
oquivalent benefit (NSSEB). It also containg any tlar 2
benefit, vasted dual benefit (VDB), and supplemental an-
nuity benefit. Treat this category of benefits, shown on
Form RRB-1099-R, as an amount received from 2 qualified
employee plan. This aliows for the tax-free (nontaxable)
recovery of employes contributions from the tier 2 benefits
and the NSSEB part of the tier 1 benefits. (The NSSEE and
tier 2 benefits, less certain repayments, are cornbined into
one amount called the Cortributory Amount Paid on Form
RRB-1099-R.) Vested dual benefits and supplemental an-
nuity benefits are non-gontributory pensions and are fully
taxable. See Taxation of Perodic Payments, later, for
information on how to report your benefits and how to
recover the employse contributions tax free. Form
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RRB-1099-R is used for U.S. citizens, resident aliens, and
nonresident aliens.

Nonresident allens. A nonresident alien is an individual
who is not a eitizen or a resident alien of the United States.
Nonresident aliens are subject to mandatory U.S. tax with-
helding unless exempt under a tax treaty betweenh the
United States and their country of legal residency. A tax
trasty exemption may reduce or sliminate tax withholding
from railroad retirement benefits, See Tax withbolding
next, for more information.

If you are a nonresident alien and your tax withholding
rate changed or your country of legal residence changed
during the year, you may receive more than one Form
RRB-10428 or Form RRB-1088-R. To determine your total
benefits paid or repaid and total tax withheld for the year,
you should add the amounts shown on all forms you
received for that year. For information on filing require-
ments for aliens, see Publication 519, U.S. Tax Guide for
Aliens. For information on %ax treaties between the United
States and other countries that may reduce or eliminate
U.S. tax on your benefits, see Publication 901, U.S. Tax
Traaties.

Tax withholding. To request or change your income tax
withholding from SSEB payments, U.S. ciizens should
contact the IRS for Form W-4V, Voluntary Withholding
Request, and file it with the RRE. To elect, revole, or
change your ingome tax withholding from NSSES, tier 2,
VDE, and supplemental annuity payments received, use
Form RRE W-4P, Withhoiding Certificate for Ralliroad Re-
tirement Payments, If you are a nonresident alien ora U.S,
citizen living abroad, you should provide Form RRB-1001,
Nonresident Questicninaire, o the RRB to furnish citizen-
ship and residency information and to claim any treaty
exemption from U.S. tax withhelding. Nontesident U.S,
citizens cannot elect to be exempt from withholding on
payments delivered outside of the L.S.

Help frem the RAB. To request an RREB form or to get
help with questions about an RRB benefit, you should
contact your nearest RRB field office if you reside in the
United States {(call 1-877-772-5772 for the nearest fisld
office) or U.S, consulate/Embassy if vou reside outside the
United States, You can visit the RRB on the Intemet at
www.rrb.gov.

Form RRB-1099-R, The following discussion expiains the
items shown on Form RREB-1088-R. The amounts shown
on this form are before any deduction for:

* Federal income tax withholding,
* Medicars prérmiums,
® Legal process gamishment payments,

+ Recovery of a prior year overpayment of an NSSEB,
tier 2 benefit, VDB, or supplemental annuity benefit,
or

* Recovery of Railroad Unemployment Insurance Act
benefits received while awaiting payment of your
railroad ratirameant annuity.

The amounts shown on this form are after any offset for:
& Social Security benefits,
* Age reduction,

Publication 575 (2009)

TCTAL P.00B



