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(iii) The provisions of this subpara-
graph may be illustrated by the fol-
lowing examples: 

Example 1. A, an individual who is other-
wise entitled to the maximum deduction al-
lowed under section 219, purchases, at age 20, 
an endowment contract described in § 1.408– 
3(e) which provides for the payment of an an-
nuity of $100 per month, at age 65, with a 
minimum death benefit of $10,000, and an an-
nual premium of $220. The cash value at the 
end of the first policy year is 0. The net pre-
mium cost, as determined by the Commis-
sioner, for A’s age is $1.61 per thousand dol-
lars of life insurance protection. The cost of 
current life insurance protection is $16.10 
($1.61 × 10). A’s maximum deduction under 
section 219 with respect to amounts paid 
under the endowment contract for the tax-
able year in which the first policy year be-
gins is $203.90 ($220 ¥ $16.10). 

Example 2. Assume the same facts as in Ex-
ample 1, except that the cash value at the end 
of the second policy year is $200 and the net 
premium cost is $1.67 per thousand for A’s 
age. The cost of current life insurance pro-
tection is $16.37 ($1.67 × 9.8). A’s maximum 
deduction under section 219 with respect to 
amounts paid under the endowment contract 
for the taxable year in which the second pol-
icy year begins is $203.63 ($220 ¥ $16.37). 

(c) Definitions and special rules—(1) 
Compensation. For purposes of this sec-
tion, the term compensation means 
wages, salaries, professional fees, or 
other amounts derived from or received 
for personal service actually rendered 
(including, but not limited to, commis-
sions paid salesmen, compensation for 
services on the basis of a percentage of 
profits, commissions on insurance pre-
miums, tips, and bonuses) and includes 
earned income, as defined in section 401 
(c) (2), but does not include amounts 
derived from or received as earnings or 
profits from property (including, but 
not limited to, interest and dividends) 
or amounts not includible in gross in-
come. 

(2) Active participant. For the defini-
tion of active participant, see § 1.219–2. 

(3) Special rules. (i) The maximum de-
duction allowable under section 
219(b)(1) is computed separately for 
each individual. Thus, if a husband and 
wife each has compensation of $10,000 
for the taxable year and they are each 
otherwise eligible to contribute to an 
individual retirement account and they 
file a joint return, then the maximum 
amount allowable as a deduction under 

section 219 is $3,000, the sum of the in-
dividual maximums of $1,500. However, 
if, for example, the husband has com-
pensation of $20,000, the wife has no 
compensation, each is otherwise eligi-
ble to contribute to an individual re-
tirement account for the taxable year, 
and they file a joint return, the max-
imum amount allowable as a deduction 
under section 219 is $1,500. 

(ii) Section 219 is to be applied with-
out regard to any community property 
laws. Thus, if, for example, a husband 
and wife, who are otherwise eligible to 
contribute to an individual retirement 
account, live in a community property 
jurisdiction and the husband alone has 
compensation of $20,000 for the taxable 
year, then the maximum amount al-
lowable as a deduction under section 
219 is $1,500. 

(4) Employer contributions. For pur-
poses of this chapter, any amount paid 
by an employer to an individual retire-
ment account or for an individual re-
tirement annuity or retirement bond 
constitutes the payment of compensa-
tion to the employee (other than a self- 
employed individual who is an em-
ployee within the meaning of section 
401(c)(1)) includible in his gross income, 
whether or not a deduction for such 
payment is allowable under section 219 
to such employee after the application 
of section 219(b). Thus, an employer 
will be entitled to a deduction for com-
pensation paid to an employee for 
amounts the employer contributes on 
the employee’s behalf to an individual 
retirement account, for an individual 
retirement annuity, or for a retirement 
bond if such deduction is otherwise al-
lowable under section 162. 

[T.D. 7714, 45 FR 52788, Aug. 8, 1980] 

§ 1.219–2 Definition of active partici-
pant. 

(a) In general. This section defines 
the term active participant for individ-
uals who participate in retirement 
plans described in section 219(b)(2). Any 
individual who is an active participant 
in such a plan is not allowed a deduc-
tion under section 219(a) for contribu-
tions to an individual retirement ac-
count. 

(b) Defined benefit plans—(1) In gen-
eral. Except as provided in subpara-
graphs (2), (3) and (4) of this paragraph, 
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an individual is an active participant 
in a defined benefit plan if for any por-
tion of the plan year ending with or 
within such individual’s taxable year 
he is not excluded under the eligibility 
provisions of the plan. An individual is 
not an active participant in a par-
ticular taxable year merely because 
the individual meets the plan’s eligi-
bility requirements during a plan year 
beginning in that particular taxable 
year but ending in a later taxable year 
of the individual. However, for pur-
poses of this section, an individual is 
deemed not to satisfy the eligibility 
provisions for a particular plan year if 
his compensation is less than the min-
imum amount of compensation needed 
under the plan to accrue a benefit. For 
example, assume a plan is integrated 
with Social Security and only those in-
dividuals whose compensation exceeds 
a certain amount accrue benefits under 
the plan. An individual whose com-
pensation for the plan year ending with 
or within his taxable year is less than 
the amount necessary under the plan 
to accrue a benefit is not an active par-
ticipant in such plan. 

(2) Rules for plans maintained by more 
than one employer. In the case of a de-
fined benefit plan described in section 
413(a) and funded at least in part by 
service-related contributions, e.g., so 
many cents-per-hour, an individual is 
an active participant if an employer is 
contributing or is required to con-
tribute to the plan an amount based on 
that individual’s service taken into ac-
count for the plan year ending with or 
within the individual’s taxable year. 
The general rule in paragraph (b)(1) of 
this section applies in the case of plans 
described in section 413(a) and funded 
only on some non-service-related unit, 
e.g., so many cents-per-ton of coal. 

(3) Plans in which accruals for all par-
ticipants have ceased. In the case of a 
defined benefit plan in which accruals 
for all participants have ceased, an in-
dividual in such a plan is not an active 
participant. However, any benefit that 
may vary with future compensation of 
an individual provides additional ac-
cruals. For example, a plan in which 
future benefit accruals have ceased, 
but the actual benefit depends upon 
final average compensation will not be 

considered as one in which accruals 
have ceased. 

(4) No accruals after specified age. An 
individual in a defined benefit plan who 
accrues no additional benefits in a plan 
year ending with or within such indi-
vidual’s taxable year by reason of at-
taining a specified age is not an active 
participant by reason of his participa-
tion in that plan. 

(c) Money purchase plan. An indi-
vidual is an active participant in a 
money purchase plan if under the 
terms of the plan employer contribu-
tions must be allocated to the individ-
ual’s account with respect to the plan 
year ending with or within the individ-
ual’s taxable year. This rule applies 
even if an individual is not employed at 
any time during the individual’s tax-
able year. 

(d) Profit-sharing and stock-bonus 
plans—(1) In general. This paragraph 
applies to profit-sharing and stock 
bonus plans. An individual is an active 
participant in such plans in a taxable 
year if a forfeiture is allocated to his 
account as of a date in such taxable 
year. An individual is also an active 
participant in a taxable year in such 
plans if an employer contribution is 
added to the participant’s account in 
such taxable year. A contribution is 
added to a participant’s account as of 
the later of the following two dates: 
the date the contribution is made or 
the date as of which it is allocated. 
Thus, if a contribution is made in an 
individual’s taxable year 2 and allo-
cated as of a date in individual’s tax-
able year 1, the later of the relevant 
dates is the date the contribution is 
made. Consequently, the individual is 
an active participant in year 2 but not 
in year 1 as a result of that contribu-
tion. 

(2) Special rule. An individual is not 
an active participant for a particular 
taxable year by reason of a contribu-
tion made in such year allocated to a 
previous year if such individual was an 
active participant in such previous 
year by reason of a prior contribution 
that was allocated as of a date in such 
previous year. 

(e) Employee contributions. If an em-
ployee makes a voluntary or manda-
tory contribution to a plan described in 

VerDate Mar<15>2010 11:30 Jun 13, 2014 Jkt 232091 PO 00000 Frm 00501 Fmt 8010 Sfmt 8010 Y:\SGML\232091.XXX 232091eh
ie

rs
 o

n 
D

S
K

2V
P

T
V

N
1P

R
O

D
 w

ith
 C

F
R



492 

26 CFR Ch. I (4–1–14 Edition) § 1.221–1 

paragraphs (b), (c), or (d) of this sec-
tion, such employee is an active partic-
ipant in the plan for the taxable year 
in which such contribution is made. 

(f) Certain individuals not active par-
ticipants. For purposes of this section, 
an individual is not an active partici-
pant under a plan for any taxable year 
of such individual for which such indi-
vidual elects, pursuant to the plan, not 
to participate in such plan. 

(g) Retirement savings for married indi-
viduals. The provisions of this section 
apply in determining whether an indi-
vidual or his spouse is an active partic-
ipant in a plan for purposes of section 
220 (relating to retirement savings for 
certain married individuals). 

(h) Examples. The provisions of this 
section may be illustrated by the fol-
lowing examples: 

Example 1. The X Corporation maintains a 
defined benefit plan which has the following 
rules on participation and accrual of bene-
fits. Each employee who has attained the age 
of 25 or has completed one year of service is 
a participant in the plan. The plan further 
provides that each participant shall receive 
upon retirement $12 per month for each year 
of service in which the employee completes 
1,000 hours of service. The plan year is the 
calendar year. B, a calendar-year taxpayer, 
enters the plan on January 2, 1980, when he 
is 27 years of age. Since B has attained the 
age of 25, he is a participant in the plan. 
However, B completes less than 1,000 hours of 
service in 1980 and 1981. Although B is not ac-
cruing any benefits under the plan in 1980 
and 1981, he is an active participant under 
section 219(b)(2) because he is a participant 
in the plan. Thus, B cannot make deductible 
contributions to an individual retirement ar-
rangement for his taxable years of 1980 and 
1981. 

Example 2. The Y Corporation maintains a 
profit-sharing plan for its employees. The 
plan year of the plan is the calendar year. C 
is a calendar-year taxpayer and a participant 
in the plan. On June 30, 1980, the employer 
makes a contribution for 1980 which as allo-
cated on July 31, 1980. In 1981 the employer 
makes a second contribution for 1980, allo-
cated as of December 31, 1980. Under the gen-
eral rule stated in § 1.219–2(d)(1), C is an ac-
tive participant in 1980. Under the special 
rule stated in § 1.219–2(d)(2), however, C is not 
an active participant in 1981 by reason of 
that contribution made in 1981. 

(i) Effective date. The provisions set 
forth in this section are effective for 

taxable years beginning after Decem-
ber 31, 1978. 

[T.D. 7714, 45 FR 52789, Aug. 8, 1980] 

§ 1.221–1 Deduction for interest paid 
on qualified education loans after 
December 31, 2001. 

(a) In general—(1) Applicability. Under 
section 221, an individual taxpayer may 
deduct from gross income certain in-
terest paid by the taxpayer during the 
taxable year on a qualified education 
loan. See paragraph (b)(4) of this sec-
tion for rules on payments of interest 
by third parties. The rules of this sec-
tion are applicable to periods governed 
by section 221 as amended in 2001, 
which relates to deductions for interest 
paid on qualified education loans after 
December 31, 2001, in taxable years end-
ing after December 31, 2001, and on or 
before December 31, 2010. For rules ap-
plicable to interest due and paid on 
qualified education loans after January 
21, 1999, if paid before January 1, 2002, 
see § 1.221–2. Taxpayers also may apply 
§ 1.221–2 to interest due and paid on 
qualified education loans after Decem-
ber 31, 1997, but before January 21, 1999. 
To the extent that the effective date 
limitation (sunset) of the 2001 amend-
ment remains in force unchanged, sec-
tion 221 before amendment in 2001, to 
which § 1.221–2 relates, also applies to 
interest due and paid on qualified edu-
cation loans in taxable years beginning 
after December 31, 2010. 

(2) Example. The following example il-
lustrates the rules of this paragraph 
(a). In the example, assume that the in-
stitution the student attends is an eli-
gible educational institution, the loan 
is a qualified education loan, the stu-
dent is legally obligated to make inter-
est payments under the terms of the 
loan, and any other applicable require-
ments, if not otherwise specified, are 
fulfilled. The example is as follows: 

Example. Effective dates. Student A begins 
to make monthly interest payments on her 
loan beginning January 1, 1997. Student A 
continues to make interest payments in a 
timely fashion. However, under the effective 
date provisions of section 221, no deduction 
is allowed for interest Student A pays prior 
to January 1, 1998. Student A may deduct in-
terest due and paid on the loan after Decem-
ber 31, 1997. Student A may apply the rules of 
§ 1.221–2 to interest due and paid during the 
period beginning January 1, 1998, and ending 
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