Income —Non Deductible Form 8606

Distributions from traditional IRAs are fully taxable unless nondeductible
contributions have been made. Form 8606, Nondeductible IRAs, is used to keep
track of nondeductible contributions. Taxpayers who made nondeductible
contributions are in scope for AARP Foundation Tax-Aide counselors.

Learning Objectives

e Calculate the non-taxable portion of an IRA distribution using Form 8606

e Determine how to report the Form 8606 on the tax return

Example: Dick contributed $1000 a year to a traditional IRA where $200 was
non-deductible. Each year, he deducted $800 of these contributions from his
income. This year he received his first distribution from the traditional IRA. A
portion of the distribution is non-taxable and determined on Form 8606. Dick
will pay income tax only on the distributions he receives, which represent the
contributions he made and deducted, as well as the earnings on these
contributions over the years.

Getting Started:

M 4491 Study the associated Pub 4491 VITA/TCE Training Guide
IRS
Chapter 12-4

@ 4012 OpenVolunteer Resource Guide, Tab E-1 ... in scope for AARP Tax-
Aide.

l Bachicelah l NTTC Workbook, TY2018. Comprehensive Exercise - Meadows

Meadows has some nondeductible basis in an IRA distribution, page 129.

1. Find the nondeductible info. IRS agreed to let AARP Tax-Aide
handle this as "in scope". (The 4491 and 4012 does not help and
says it is out of scope.)
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e In 2017 Workbook, the prior year Form 8606 was provided. For
2018, the facts are provided by the taxpayer without showing
a Form 8606.
2. The steps are:
Input the Form 1099-R with 2a blank
Open a TaxSlayer - Form 8606:
e Total basis in traditional IRAs, Line2, input 9500
e Contributions made from January 1 through 4/17/2018, Line 4,
0
e Total value of all your traditional, SEP, and SIMPLE IRAs as of
December 31, 2018, Line 6, input 57239
e Enter Traditional IRA distributions (reported to you on Form
1099-R) during 2018, Line 7, input 3700

Go to Summary/Print and find the Form 8606 pdf

The taxable amount is at the bottom of the Form 8606, Line 15c
Go back to the TaxSlayer input for the Form 1099-R and put the
taxable amount in 1099-R, Box 2a
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) X L Copy B
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Form 1099-R
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This is the first time Albert has taken a withdrawal from his IRA. He said he made
non-deductible contributions to his Second Federal IRA for several years. He kept
track of these contributions and has records showing that his basis is $9,500. He
has two IRAs. Albert brought both Forms 5498 that shows the value of his Second
Federal IRA was $43,540.13 and his First National IRA was $13,698.54 on
12/31/2018. He made no contributions to his IRAs in 2018.

r |
Learning Review

1. The taxpayer takes a distribution from his IRA and tells
you he had made non-deductible contributions in prior
years. How would you enter the non-taxable portion of
the current distribution into TaxSlayer?
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Answer to Learning Review

You will need either the Form 8606 from the prior year’s tax return or taxpayer
records. Use the basis information to complete the Form 8606 input screen and
calculate the taxable portion of the distribution. The taxable amount is then
entered in box 2a of the Form 1099-R input screen. Note: Form 8606, Part | is in
scope for Tax-Aide.




