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The Entrust Group ("Entrust") does not provide investment advice or 
endorse any products. 

All information and materials are for educational purposes only. All parties 
are encouraged to consult with their attorneys, accountants and financial 

advisors before entering into any type of investment.
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John Paul Ruiz
Director of Professional Development at The Entrust Group

24 Years of retirement education development 

CISP & QKA certified 

Educating investors and professionals on 
tax-preferred retirement accounts
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22k
Accounts

$4B 
Assets Under 
Management 

1
Point of 
Contact

39 
Years of 
Service
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• Self-Directed IRA administrators

• Knowledgeable Staff with CISP designations

• Nationwide offices

• National CE program

• In-person events and webinars

• Annual IRA Academy
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Contribution Eligibility Requirements

• Taxable compensation required

• No age limit

• No maximum income limit

• Earned income
• Income subject to social security tax
• Safe-harbor W-2 Wage

• Taxable compensation required

• No age limit

• Subject to income limit (MAGI)

Traditional IRA Roth IRA
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Traditional IRA Deductions & Limits (2020)

1. Individuals covered by an employer-sponsored plan are subject to the income limits for deduction

2. Eligibility for deduction will be based on the modified adjusted gross income (MAGI) of the individual 

3. Percentage of deductions available is determined using the phase-out range chart

Source: IRS publication 590 

Single or 
Head of Household

Married Filing a 
Joint Return

Married Filing a 
Separate Return

Not Eligible: $75,000 or more Not Eligible: $124,000 or more Not Eligible: $10,000 or more 

Partial Contribution: $65,001–$74,999 Partial Contribution: $104,001–$123,999 Partial Contribution: $9,999 or less

Full Contribution: $65,000 or less Full Contribution: $104,000 or less N/A
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Roth IRA Contribution Phase-Out Limits (2020)

Source: IRS Publication 590

Single or 
Head of Household

Married Filing a 
Joint Return

Married Filing a 
Separate Return

Not Eligible: $139,000 or more Not Eligible: $206,000 or more Not Eligible: $10,000 or more 

Partial Contribution: $124,001–$138,999 Partial Contribution: $196,001–$205,999 Partial Contribution: $9,999 or less

Full Contribution: $124,000 or less Full Contribution: $196,000 or less N/A
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How to Report Contributions on IRS Form 1040
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How to Track Non-Deductible Contributions
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Traditional IRA Distribution Reporting

• IRS Codes on the IRA Form 1099-R
• 1 - Under age 59 ½ with no known exception
• 4 - Death distributions to beneficiary
• 7 - Normal distributions, IRA holder 59 ½ or older
• J, Q & T - Roth distributions 

• Reported on line 4a and 4b of the IRA holder’s tax return
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Traditional IRA Taxation

• Distributions are generally taxable
• Non-deductible contributions (basis) non-

taxable
• Proration determined by IRA holder at the end                                 

of the year using IRS Form 8606
• IRS Form 1099-R reporting codes 1, 4, 7
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Proration Illustration

Notice 87-13

Total Year-End 
Traditional IRA 

Balance of 
$10,000

Basis $1,000 on 
IRS Form 8606

10
_ = 10%

Distribution x Percentage = Non-taxable Portion of Distribution 

1

https://www.linkedin.com/company/the-entrust-group
https://twitter.com/TheEntrustGroup
https://www.youtube.com/user/theentrustgroup
https://www.facebook.com/EntrustGroup/
https://www.theentrustgroup.com/


TheEntrustGroup.com 800.392.9653

Pre-59 ½ IRA Distribution Penalty IRC 72(t)

• Taxable distributions prior to age 59 ½ are 
subject to an early distribution penalty of 10%

• Age 59 ½ is date specific
• Conversions
• IRS Form 5329

Exceptions
Attainment of age 59 ½

Death

Disability

First-time home ($10,000)

Medical expenses

Health Insurance 

IRS levy

Qualified reservist

Qualified higher education

Birth and Adoption expenses

Qualified Disaster Relief (e.g., COVID)

Substantially Equal Periodic Payments (SEPP)
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Roth IRA Reporting and Taxation

• Qualified distribution 
• IRS code Q on IRS Form 1099-R
• Tax-free

• Non-qualified distribution
• Ordering rules
• IRA holder files IRS Form 8606 part III
• IRS codes J or T on IRS Form 1099-R
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Qualified Distribution

5-Year Period

1 of the 4
qualifying events:

1. Death 
2. Disability
3. Attainment of 59 ½
4. First time home 

buyer ($10,000)

AND

IRS distribution code Q on IRS Form 1099-R
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5-Year Period

• Period starts as of January 1 of the year for which the first 
contribution was made

• Period begins for all Roth IRAs of the individual
• May be started by a conversion contribution
• May not be started by an excess contribution 

Jan 1

Contribution 

Year 5Year 4Year 3Year 2Year 1

5-year 
period 

completed 

Jan 1
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Nonqualified Distribution Ordering Rules

Contributions

• Aggregate contributions made to all Roth IRAs
• Includes basis from designated Roth account rollovers

Conversions

• Taxable conversions
• Nontaxable conversion
• May be subject to an additional 10% penalty if under age 

59 ½ with no known exception (if within a 5-year period)
• 10% penalty waived after 5 years

Earnings 

• Taxed like Traditional IRA earnings
• May be subject to 10% early distribution penalty if under 

age 59 ½ with no known exception
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How to Report Rollovers on Your IRS Form 1040
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Roth IRA Distribution Reporting

• IRS Codes on the IRA Form 1099-R
• J – Have not satisfied the 5-year period and any of the qualifying events
• T – Have one of the qualifying events (i.e., Death, Disability,                             

attainment of age 59 ½)
• Q – Qualified distribution; all tax-free

• Reported on line 4a and 4b of the IRA holder’s tax return
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Rollover Reporting 

• Line 4a of the IRS Form 1040 reports the total amount distributed
• If total distributions is rolled over amount on 4b should be “0”
• If only partial amount of distribution is rolled over, report amount 

taxable on line 4b
• Enter Rollover next to line 4b

https://www.linkedin.com/company/the-entrust-group
https://twitter.com/TheEntrustGroup
https://www.youtube.com/user/theentrustgroup
https://www.facebook.com/EntrustGroup/
https://www.theentrustgroup.com/


TheEntrustGroup.com 800.392.9653

Reporting SEP, SIMPLE and 
Individual 401(k) Contributions on Tax Return 
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Additional Tax Reporting

• IRS Form 990-T Exempt Organization Business Income Tax Return
• Unrelated Business Income Tax (UBIT) 
• Applies for income that exceeds $1,000
• IRA will need to acquire its own EIN
• May be required for the following types of investments:

• Partnerships
• LLCs
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Additional Tax Reporting

• Leveraged investments under an IRA may also be subject to 
Unrelated Debt-Financed Income (UDFI) taxes
• Filed with IRS Form 990-T
• Leveraged portion of asset income is subject to trust tax rates
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Investments Not Subject to UBIT

• Examples: (IRS Publication 598, Tax on Unrelated Business Income)
• Corporations
• Stocks (dividends)
• Rental property (rents)
• Rights (royalties)
• Disposition of property (gains)

• Leveraged investments may be subject to UDFI
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Unrelated Debt-Financed Income Tax

• Any property held to produce income (including gains from its 
disposition) for which there is an acquisition indebtedness at any 
time during the tax year

• Example:
• Ernie purchased an income property using his IRA to fund 50% of the    

purchase price, and funding the other 50% from a non-recourse loan lender
• The monthly income of the property is $2,000
• Assuming the payments towards the loan go only towards the interest accrued, 

50% of the monthly income will be taxed 
• The income will be taxed at trust tax rates
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IRS Form 990-T
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Join us next month for our webinar on every deadline IRA 

holders must know in 2021                                          

Register on our Events Page 

Want more information regarding today’s topic?       

Complete our brief webinar survey

Need more information on SDIRAs? 

Visit our website and Learning Center

Follow us on social media for updates

What’s Next? 
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Time for Questions
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Stay Connected

John Paul Ruiz

Director of Professional Development at The Entrust Group

(510) 316-0488

jpruiz@theentrustgroup.com
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An investment in knowledge 
pays the best interest.

- Benjamin Franklin
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