Tax Tricks & Tips,

By Michele Knight, CPA

For those of you lucky enough to be retired, you are familiar with pension and annuity payments.  However, many of the younger folks are not nearly as familiar with the 1099 form used to report IRA and 401(k) withdrawals.  Any payments received from IRA’s, pensions or annuities must be reported on the front side of the 1040, however what you do with the money often determines the tax treatment of the funds.
A funny thing about retirement withdrawals…they’re taxable!  It’s very common for people to pull money out of retirement accounts when they need the funds, but forget all about it by the time tax season arrives.  If possible, have taxes withheld at the time of distribution to save yourself the hassles later.  Otherwise, a safe bet is to estimate 20% of the amount for federal taxes and 5% for state taxes.

Another shocker for most younger individuals: penalties!  If you pull money out of a 401(k) or IRA while you are below age 59 ½, you may be subject to a 10% penalty on the amount you withdrew.  In most cases, unless you use the funds for very specific purposes such as a first time home purchase, you will pay the penalty on all funds withdrawn.
When reporting pensions and annuities on your tax return, be sure to look carefully at both Box 1 and Box 2 on the 1099.  Box 1 starts the total amount of payments made, while Box 2 specifies the amount subject to income tax.  It can be a costly mistake if you misreport these amounts, as oftentimes the entire payment is not subject to taxes.  A quick review will help ensure that you’re only paying income tax and penalties when necessary, and not a penny more.

Note:  The above advice is not meant to be comprehensive tax planning advice, and you should always consult a tax professional if you have any questions.  For additional information and resources, or to submit questions for future columns, please visit www.cpamichele.com. 

