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Jan. 1, 22.0 $10,000 $455
Jan. 1, 21.0 10,118 482
Jan. 1, 20.0 10,214 511
Jan. 1, 19.0 10,285 541
Jan. 18.0 10,329 574
Jan. 17.0 10,340 608

For 1986, 1987, 1989, and 1990, the amount re-
quired to be distributed under §1.408-
2(b)(6)(v) is zero. Thus, H would have no ex-
cise tax liability under section 4974 for these
years. In 1991, the year H attains age T70%,
the amount required to be distributed from
the account under §1.408-2(b)(6)(v) is $565, de-
termined by dividing $10,340 (the account
balance as of January 1, 1991) by 18.8 years
(the joint life and last survivor expectancy of
H and W, assuming they are both still living,
as of January 1, 1991). If W should die after
December 31, 1990, the joint life and last sur-
vivor expectancy determined on January 1,
1991 (18.3 years) would not be redetermined.
Because the amount distributed from the ac-
count in 1991 ($608) exceeds the amount re-
quired to be distributed from the account in
1991 ($565), H has no excise tax liability under
section 4974 for 1991.

Example 3. Assume the same facts as in ex-
ample (2) except that W dies in 1988. For 1988,
1989, and 1990, the amount required to be dis-
tributed under §1.408-2(b)(6)(v) is zero. Thus,
H would have no excise tax liability under
section 4974 for these years. In 1991, the
amount required to be distributed under
§1.408-2(b)(6)(v) is $855, determined by divid-
ing $10,340 (the account balance as of Janu-
ary 1, 1991) by 12.1 years (the life expectancy
of H as of January 1, 1991). Because the
amount distributed from the account in 1991
($608) is less than the amount required to be
distributed from the account in 1991 ($855), H
has an excise tax liability of $123.50 under
section 4974 for 1991 [50% of ($855— $608)].

[T.D. 7714, 45 FR 52799, Aug. 8, 1980]

§54.4974-2 Excise tax on accumula-
tions in qualified retirement plans.

Q-1. Is any tax imposed on a payee
under any qualified retirement plan or
any eligible deferred compensation
plan (as defined in section 457(b)) to
whom an amount is required to be dis-
tributed for a taxable year if the
amount distributed during the taxable
year is less than the required minimum
distribution?

A-1. Yes, if the amount distributed to
a payee under any qualified retirement

§54.4974-2

plan or any eligible deferred compensa-
tion plan (as defined in section 457(b))
for a calendar year is less than the re-
quired minimum distribution for such
year, an excise tax is imposed on such
payee under section 4974 for the taxable
year beginning with or within the cal-
endar year during which the amount is
required to be distributed. The tax is
equal to 50 percent of the amount by
which such required minimum distribu-
tion exceeds the actual amount distrib-
uted during the calendar year. Section
4974 provides that this tax shall be paid
by the payee. For purposes of section
4974, the term required minimum dis-
tribution means the minimum distribu-
tion amount required to be distributed
pursuant to section 401(a)(9), 403(b)(10),
408(a)(6), 408(b)(3), or 457(d)(2), as the
case may be, and the regulations there-
under. Except as otherwise provided in
A-6 of this section, the required min-
imum distribution for a calendar year
is the required minimum distribution
amount required to be distributed dur-
ing the calendar year. A-6 of this sec-
tion provides a special rule for
amounts required to be distributed by
an employee’s (or individual’s) required
beginning date.

Q-2. FOR PURPOSES OF SECTION 4974,
WHAT IS A QUALIFIED RETIREMENT PLAN?

A-2. For purposes of section 4974,
each of the following is a qualified re-
tirement plan—

(a) A plan described in section 401(a)
which includes a trust exempt from tax
under section 501(a);

(b) An annuity plan described in sec-
tion 403(a);

(c) An annuity contract, custodial ac-
count, or retirement income account
described in section 403(b);

(d) An individual retirement account
described in section 408(a) (including a
Roth IRA described in section 408A);

(e) An individual retirement annuity
described in section 408(b) (including a
Roth IRA described in section 408A); or

(f) Any other plan, contract, account,
or annuity that, at any time, has been
treated as a plan, account, or annuity
described in paragraphs (a) through (e)
of this A-2, whether or not such plan,
contract, account, or annuity cur-
rently satisfies the applicable require-
ments for such treatment.
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Q-3. If a payee’s interest under a
qualified retirement plan is in the form
of an individual account, how is the re-
quired minimum distribution for a
given calendar year determined for
purposes of section 4974?

A-3. (a) General rule. If a payee’s in-
terest under a qualified retirement
plan is in the form of an individual ac-
count and distribution of such account
is not being made under an annuity
contract purchased in accordance with
A-4 of §1.401(a)(9)-6, the amount of the
required minimum distribution for any
calendar year for purposes of section
4974 is the required minimum distribu-
tion amount required to be distributed
for such calendar year in order to sat-
isfy the minimum distribution require-
ments in §1.401(a)(9)-5 as provided in
the following (whichever is applica-
ble)—

(1) Section 401(a)(9) and §§1.401(a)(9)-1
through 1.401(a)(9)-5 and 1.401(a)(9)-7
through 1.401(a)(9)-9 in the case of a
plan described in section 401(a) which
includes a trust exempt under section
501(a) or an annuity plan described in
section 403(a);

(2) Section 403(b)(10) and §1.403(b)-6(e)
(in the case of an annuity contract,
custodial account, or retirement in-
come account described in section
403(b));

(3) Section 408(a)(6) or (b)) and
§1.408-8 (in the case of an individual re-
tirement account or annuity described
in section 408(a) or (b)); or

(4) Section 457(d) in the case of an eli-
gible deferred compensation plan (as
defined in section 457(b)).

(b) Default provisions. Unless other-
wise provided under the qualified re-
tirement plan (or, if applicable, the
governing instrument of the qualified
retirement plan), the default provisions
in A-4(a) of §1.401(a)(9)-3 apply in de-
termining the required minimum dis-
tribution for purposes of section 4974.

(¢c) Five-year rule. If the 5-year rule in
section 401(a)(9)(B)(ii) applies to the
distribution to a payee, no amount is
required to be distributed for any cal-
endar year to satisfy the applicable
enumerated section in paragraph (a) of
this A-3 until the calendar year which
contains the date 5 years after the date
of the employee’s death. For the cal-
endar year which contains the date 5

26 CFR Ch. | (4-1-15 Edition)

years after the employee’s death, the
required minimum distribution amount
required to be distributed to satisfy the
applicable enumerated section is the
payee’s entire remaining interest in
the qualified retirement plan.

Q-4. If a payee’s interest in a quali-
fied retirement plan is being distrib-
uted in the form of an annuity, how is
the amount of the required minimum
distribution determined for purposes of
section 49747

A-4. If a payee’s interest in a quali-
fied retirement plan is being distrib-
uted in the form of an annuity (either
directly from the plan, in the case of a
defined benefit plan, or under an annu-
ity contract purchased from an insur-
ance company), the amount of the re-
quired minimum distribution for pur-
poses of section 4974 will be determined
as follows:

(a) Permissible annuity distribution op-
tion. A permissible annuity distribu-
tion option is an annuity contract (or,
in the case of annuity distributions
from a defined benefit plan, a distribu-
tion option) which specifically provides
for distributions which, if made as pro-
vided, would for every calendar year
equal or exceed the minimum distribu-
tion amount required to be distributed
to satisfy the applicable section enu-
merated in paragraph (a) of A-2 of this
section for every calendar year. If the
annuity contract (or, in the case of an-
nuity distributions from a defined ben-
efit plan, a distribution option) under
which distributions to the payee are
being made is a permissible annuity
distribution option, the required min-
imum distribution for a given calendar
year will equal the amount which the
annuity contract (or distribution op-
tion) provides is to be distributed for
that calendar year.

(b) Impermissible annuity distribution
option. An impermissible annuity dis-
tribution option is an annuity contract
(or, in the case of annuity distributions
from a defined benefit plan, a distribu-
tion option) under which distributions
to the payee are being made that spe-
cifically provides for distributions
which, if made as provided, would for
any calendar year be less than the min-
imum distribution amount required to
be distributed to satisfy the applicable
section enumerated in paragraph (a) of
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A-3 of this section. If the annuity con-
tract (or, in the case of annuity dis-
tributions from a defined benefit plan,
the distribution option) under which
distributions to the payee are being
made is an impermissible annuity dis-
tribution option, the required min-
imum distribution for each calendar
year will be determined as follows:

(1) If the qualified retirement plan
under which distributions are being
made is a defined benefit plan, the min-
imum distribution amount required to
be distributed each year will be the
amount which would have been distrib-
uted under the plan if the distribution
option under which distributions to the
payee were being made was the fol-
lowing permissible annuity distribu-
tion option:

(i) In the case of distributions com-
mencing before the death of the em-
ployee, if there is a designated bene-
ficiary under the impermissible annu-
ity distribution option for purposes of
section 401(a)(9), the permissible annu-
ity distribution option is the joint and
survivor annuity option under the plan
for the lives of the employee and the
designated beneficiary that provides
for the greatest level amount payable
to the employee determined on an an-
nual basis. If the plan does not provide
such an option or there is no des-
ignated beneficiary under the imper-
missible distribution option for pur-
poses of section 401(a)(9), the permis-
sible annuity distribution option is the
life annuity option under the plan pay-
able for the life of the employee in
level amounts with no survivor benefit.

(ii) In the case of distributions com-
mencing after the death of the em-
ployee, if there is a designated bene-
ficiary under the impermissible annu-
ity distribution option for purposes of
section 401(a)(9), the permissible annu-
ity distribution option is the life annu-
ity option under the plan payable for
the life of the designated beneficiary in
level amounts. If there is no designated
beneficiary, the 5-year rule in section
401(a)(9)(B)(ii) applies. See paragraph
(b)(3) of this A-4. The determination of
whether or not there is a designated
beneficiary and the determination of
which designated beneficiary’s life is to
be used in the case of multiple bene-
ficiaries will be made in accordance

§54.4974-2

with §1.401(a)(9)-4 and A7 of
§1.401(a)(9)-5. If the defined benefit
plan does not provide for distribution
in the form of the applicable permis-
sible distribution option, the required
minimum distribution for each cal-
endar year will be an amount as deter-
mined by the Commissioner.

(2) If the qualified retirement plan
under which distributions are being
made is a defined contribution plan and
the impermissible annuity distribution
option is an annuity contract pur-
chased from an insurance company, the
minimum distribution amount required
to be distributed each year will be the
amount that would have been distrib-
uted in the form of an annuity contract
under the permissible annuity distribu-
tion option under the plan determined
in accordance with paragraph (b)(1) of
this A—4 for defined benefit plans. If the
defined contribution plan does not pro-
vide the applicable permissible annuity
distribution option, the required min-
imum distribution for each calendar
year will be the amount that would
have been distributed under an annuity
described in paragraph (b)(2)(i) or (ii) of
this A-4 purchased with the employee’s
or individual’s account used to pur-
chase the annuity contract that is the
impermissible annuity distribution op-
tion.

(i) In the case of distributions com-
mencing before the death of the em-
ployee, if there is a designated bene-
ficiary under the impermissible annu-
ity distribution option for purposes of
section 401(a)(9), the annuity is a joint
and survivor annuity for the lives of
the employee and the designated bene-
ficiary which provides level annual
payments and which would have been a
permissible annuity distribution op-
tion. However, the amount of the peri-
odic payment which would have been
payable to the survivor will be the ap-
plicable percentage under the table in
A-2(c) of §1.401(a)(9)-6 of the amount of
the periodic payment which would have
been payable to the employee or indi-
vidual. If there is no designated bene-
ficiary under the impermissible dis-
tribution option for purposes of section
401(a)(9), the annuity is a life annuity
for the life of the employee with no
survivor benefit which provides level
annual payments and which would
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have been a permissible annuity dis-
tribution option.

(ii) In the case of a distribution com-
mencing after the death of the em-
ployee, if there is a designated bene-
ficiary under the impermissible annu-
ity distribution option for purposes of
section 401(a)(9), the annuity option is
a life annuity for the life of the des-
ignated Dbeneficiary which provides
level annual payments and which
would have been a permissible annuity
distribution option. If there is no des-
ignated beneficiary, the 5-year rule in
section 401(a)(9)(B)(ii) applies. See
paragraph (b)(3) of this A-4. The
amount of the payments under the an-
nuity contract will be determined
using the interest rate and actuarial
tables prescribed under section 7520 de-
termined using the date determined
under A-3 of §1.401(a)(9)-3 when dis-
tributions are required to commence
and using the age of the beneficiary as
of the beneficiary’s birthday in the cal-
endar year that contains that date.
The determination of whether or not
there is a designated beneficiary and
the determination of which designated
beneficiary’s life is to be used in the
case of multiple beneficiaries will be
made in accordance with §1.401(a)(9)-4
and A-T of §1.401(a)(9)-5.

(3) If the b-year rule in section
401(a)(9)(B)(ii) applies to the distribu-
tion to the payee under the contract
(or distribution option), no amount is
required to be distributed to satisfy the
applicable enumerated section in para-
graph (a) of this A-4 until the calendar
year which contains the date 5 years
after the date of the employee’s death.
For the calendar year which contains
the date 5 years after the employee’s
death, the required minimum distribu-
tion amount required to be distributed
to satisfy the applicable enumerated
section is the payee’s entire remaining
interest in the annuity contract (or
under the plan in the case of distribu-
tions from a defined benefit plan).

(4) If the plan provides that the re-
quired beginning date for purposes of
section 401(a)(9) for all employees is
April 1 of the calendar year following
the calendar year in which the em-
ployee attained age 70% in accordance
with paragraph A-2(e) of §1.401(a)(9)-2,
the required minimum distribution for

26 CFR Ch. | (4-1-15 Edition)

each calendar year for an employee
who is not a 5-percent owner for pur-
poses of this section will be the lesser
of the amount determined based on the
required beginning date as set forth in
A-2(a) of §1.401(a)(9)-2 or the required
beginning date under the plan. Thus,
for example, if an employee dies after
attaining age 70%, but before April 1 of
the calendar year following the cal-
endar year in which the employee re-
tired, and there is no designated bene-
ficiary as of September 30 of the year
following the employee’s year of death,
required minimum distributions for
calendar years after the calendar year
containing the employee’s date of
death may be based on either the appli-
cable distribution period provided
under either the 5-year rule of A-1 of
§1.401(a)(9)-3 or the employee’s remain-
ing life expectancy as set forth in A-
5(c)(3) of §1.401(a)(9)-5.

Q-5. If there is any remaining benefit
with respect to an employee (or IRA
owner) after any calendar year in
which the entire remaining benefit is
required to be distributed under sec-
tion 401(a)(9), what is the amount of
the required minimum distribution for
each calendar year subsequent to such
calendar year?

A-b5. If there is any remaining benefit
with respect to an employee (or IRA
owner) after the calendar year in which
the entire remaining benefit is re-
quired to be distributed, the required
minimum distribution for each cal-
endar year subsequent to such calendar
year is the entire remaining benefit.

Q-6. With respect to which calendar
year is the excise tax under section
4974 imposed in the case in which the
amount not distributed is an amount
required to be distributed by April 1 of
a calendar year (by the employee’s or
individual’s required beginning date)?

A-6. In the case in which the amount
not paid is an amount required to be
paid by April 1 of a calendar year, such
amount is a required minimum dis-
tribution for the previous calendar
year, i.e., for the employee’s or the in-
dividual’s first distribution calendar
yvear. However, the excise tax under
section 4974 is imposed for the calendar
year containing the last day by which
the amount is required to be distrib-
uted, i.e., the calendar year containing
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the employee’s or individual’s required
beginning date, even though the pre-
ceding calendar year is the calendar
year for which the amount is required
to be distributed. There is also a re-
quired minimum distribution for the
calendar year which contains the em-
ployee’s or individual’s required begin-
ning date. Such distribution is also re-
quired to be made during the calendar
year which contains the employee’s or
individual’s required beginning date.

Q-7. Are there any circumstances
when the excise tax under section 4974
for a taxable year may be waived?

A-T7. (a) Reasonable cause. The tax
under section 4974(a) may be waived if
the payee described in section 4974(a)
establishes to the satisfaction of the
Commissioner the following—

(1) The shortfall described in section
4974(a) in the amount distributed in
any taxable year was due to reasonable
error; and

(2) Reasonable steps are being taken
to remedy the shortfall.

(b) Automatic waiver. The tax under
section 4974 will be automatically
waived, unless the Commissioner deter-
mines otherwise, if—

(1) The payee described in section
4974(a) is an individual who is the sole
beneficiary and whose required min-
imum distribution amount for a cal-
endar year is determined under the life
expectancy rule described in
§1.401(a)(9)-3 A-3 in the case of an em-
ployee’s or individual’s death before
the employee’s or individual’s required
beginning date; and

(2) The employee’s or individual’s en-
tire benefit to which that beneficiary is
entitled is distributed by the end of the
fifth calendar year following the cal-
endar year that contains the employ-
ee’s or individual’s date of death.

[T.D. 8987, 67 FR 19026, Apr. 17, 2002; 67 FR
35732, May 21, 2002, as amended by T.D. 9340,
72 FR 41160, July 26, 2007]

§54.4975-1 General rules relating to
excise tax on prohibited trans-
actions.

(a) Scope. This section provides gen-
eral rules for the imposition of the ex-
cise taxes on prohibited transactions.

(b) Initial tax. Section 4975(a) imposes
an initial tax on each prohibited trans-
action. The initial tax is 5 percent of

§54.4975-6

the amount involved with respect to
the prohibited transaction for each
year (or part thereof) in the taxable pe-
riod.

(c) Additional tax. Section 4975(b) im-
poses an excise tax in any case in
which an initial tax is imposed under
section 4975(a) on a prohibited trans-
action and the prohibited transaction
is not corrected within the taxable pe-
riod (as defined in paragraph (d) of this
section). The additional tax is 100 per-
cent of the amount involved with re-
spect to the prohibited transaction.

(d) Taxable period—(1) In general. For
purposes of any prohibited transaction,
the term ‘‘taxable period’” means the
period beginning with the date on
which the prohibited transaction oc-
curs and ending on the earliest of:

(i) The date of mailing of a notice of
deficiency under section 6212 with re-
spect to the tax imposed by section
4975(a);

(ii) The date on which correction of
the prohibited transaction is com-
pleted; or

(iii) The date on which the tax im-
posed by section 4975(a) is assessed.

(2) Special rule. Where a notice of defi-
ciency referred to in paragraph (d)(1)(i)
of this section is not mailed because a
waiver of the restrictions on assess-
ment and collection of a deficiency has
been accepted or because the deficiency
is paid, the date of filing of the waiver
or the date of such payment, respec-
tively, shall be treated as the end of
the taxable period.

[T.D. 8084, 51 FR 16305, May 2, 1986]

§54.4975-6 Statutory exemptions for
office space or services and certain
transactions involving financial in-
stitutions.

(a) Ezxemption for office space or serv-
ices—(1) In general. Section 4975(d)(2)
exempts from the excise taxes imposed
by section 4975 payment by a plan to a
disqualified person, including a fidu-
ciary, for office space or any service (or
a combination of services), if (i) such
office space or service is necessary for
the establishment or operation of the
plan; (ii) such office space or service is
furnished under a contract or arrange-
ment which is reasonable; and (iii) no
more than reasonable compensation is
paid for such office space or service.
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