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year 1976, that is, $1,000 ($700 for A and $300 
for B) and $4,000 ($2,300 by X for A and $1,700 
by X for B), respectively. Assume further 
that, in 1977, Plan Y distributes $3,000 to A 
and $1,000 to B. The amount determined 
under section 4972(b)(5) and this paragraph 
(the correcting distribution for Plan Y) for 
taxable year 1977 is $4,000, computed and at-
tributed as follows: the sum of (A) $3,000 with 
respect to A, the amount of the distribution 
to A applied first to A’s $700 amount de-
scribed in subparagraph (1)(i) of this para-
graph and next to A’s $2,300 amount de-
scribed in subparagraph (1)(iii) of this para-
graph and (B) $1,000 with respect to B, the 
amount of the distribution to B applied first 
to B’s $300 amount described in subparagraph 
(1)(i) of this paragraph and next to B’s $1,700 
amount described in subparagraph (1)(iii) of 
this paragraph. For purposes of computing 
the excess contributions for taxable year 
1977, the correcting distribution of $4,000 
would not be taken into account because 
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 

VerDate Nov<24>2008 07:59 Apr 27, 2010 Jkt 220100 PO 00000 Frm 00265 Fmt 8010 Sfmt 8010 Y:\SGML\220100.XXX 220100er
ow

e 
on

 D
S

K
5C

LS
3C

1P
R

O
D

 w
ith

 C
F

R



256 

26 CFR Ch. I (4–1–10 Edition) § 54.4974–2 

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 
(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 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 
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. 
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