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only correcting distributions for prior year
are considered. However, for taxable year
1978 the correcting distribution of $4,000
would be taken into account.

(iii) Assume that, for taxable year 1978,
there are no additional amounts determined
under sections 4972(b)(2) and 4972(b)(4) and
that Plan Y distributes $900 to B. The
amount determined under section 4972(b)(5)
and this paragraph (the correcting distribu-
tion for Plan Y) for the 1978 taxable year is
$900, computed and attributed as follows: the
amount of the distribution to B, $900, applied
to B’s $1,000 amount described in subpara-
graph (1)(iii) of this paragraph. For purposes
of computing the excess contributions for
taxable year 1978, the correcting distribution
of $900 would not be taken into account.
However, for taxable year 1979, the cor-
recting distribution of $900 would be taken
into account.

(h) Amount permitted to be contributed
by owner-employee—(1) General rule. Ex-
cept as provided in subparagraph (2),
for purposes of section 4972(b)(2) and
paragraph (d), the amount permitted to
be contributed under a plan by an
owner-employee as an employee for
any taxable year of the employer is the
smallest of the following:

(i) $2,500;
(ii) 10 percent of the earned income

(as defined in section 401(c)(2)) for such
taxable year derived by the owner-em-
ployee from the trade or business with
respect to which the plan is estab-
lished, or

(iii) The amount of the contribution
which would be contributed by the
owner-employee (as an employee) if
such contribution were made at the
rate of contributions which is per-
mitted to be made by employees who
are not owner-employees during such
taxable year.

(2) Special rule. In the case of a tax-
able year of the employer in which
there are no employees other than
owner-employees, the amount per-
mitted to be contributed under a plan
by an owner-employee (as an employee)
is zero.

(i) Special rules and cross references—
(1) Time of contributions. For purposes of
this section, time of employer con-
tributions made with respect to any
taxable year shall take into account
the rules specified in section 404(a)(6),
relating to time when contributions
deemed made.

(2) Disallowance of deduction. For dis-
allowance of deduction for taxes paid
under this section, see section 275(a)(6).

(3) Certain annuity contracts. For a
special rule relating to owner-em-
ployee contributions for premiums on
annuity, etc. contracts, see § 1.401(e)4(a)

(4) Disqualification for excess contribu-
tions. For plan qualification require-
ments relating to excess contributions,
see section 401(d)(5).

[T.D. 7759, 46 FR 6932, Jan. 22, 1981]

§ 54.4974–1 Excise tax on accumula-
tions in individual retirement ac-
counts or annuities.

(a) General rule. A tax equal to 50 per-
cent of the amount by which the min-
imum amount required to be distrib-
uted from an individual retirement ac-
count or annuity described in section
408 during the taxable year of the
payee under paragraph (b) of this sec-
tion exceeds the amount actually dis-
tributed during the taxable year is im-
posed by section 4974 on the payee.

(b) Minimum amount required to be dis-
tributed. For purposes of this section,
the minimum amount required to be
distributed is the amount required
under § 1.408–2(b)(6)(v) to be distributed
in the taxable year described in para-
graph (a) of this section.

(c) Examples. The application of this
section may be illustrated by the fol-
lowing examples.

Example (1). In 1975, the minimum amount
required to be distributed under § 1.408–
2(b)(6)(v) to A under his individual retire-
ment account is $100. Only $60 is actually
distributed to A in 1975. Under section 4974, A
would have an excise tax liability of $20 [50%
of ($100—$60)].

Example (2). Although no distribution is re-
quired under § 1.408–2(b)(6)(v) to be made in
1986, H, a married individual born on Feb-
ruary 1, 1921, who has established and main-
tained an individual retirement account de-
cides to begin receiving distributions from
the account beginning in 1986. H’s wife, W,
was born on March 6, 1921. H and W are cal-
endar year taxpayers. H decides to receive
his interest in the account over the joint life
and last survivor expectancy of himself and
his wife. On January 1, 1986, the balance in
H’s account is $10,000; H and W, based on
their nearest birthdates, are 65; and the joint
life and last survivor expectancy of H and his
wife is 22.0 years (see Table II of § 1.72–9). His
annual payments during the following years
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(none of which were required) were deter-
mined by dividing the balance in the account
on the first day of each year by the joint life
and last survivor expectancy reduced by the
number of whole years elapsed since the dis-
tributions were to commence.

Date

Life ex-
pectan-

cy
minus
whole
years

elapsed

Account
balance
at begin-
ning of
each
year

An-
nual
pay-
ment

Jan. 1, 1986 ................................ 22.0 $10,000 $455
Jan. 1, 1987 ................................ 21.0 10,118 482
Jan. 1, 1988 ................................ 20.0 10,214 511
Jan. 1, 1989 ................................ 19.0 10,285 541
Jan. 1, 1990 ................................ 18.0 10,329 574
Jan. 1, 1991 ................................ 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 701⁄2,
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
example (2) except that W dies in 1988. For
1988, 1989, and 1990, the amount required to
be distributed 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]

§ 54.4975–1 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
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) Exemption 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
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