IRS News Release Explains Qualified Reservist Distributions Under New Tax Law

On September 29, 2006, the IRS issued news release IR-2006-152 to further explain the requirements related to a qualified reservist distribution, and the re-contribution options.  
The Pension Protection Act of 2006 (PPA-06) created a new exception to the 10 percent early distribution penalty tax for “qualified reservist distributions.”  A qualified reservist distribution is a distribution from an IRA, or a distribution of elective deferrals from a 401(k), or 403(b) plan, paid to a reservist during an active duty period which lasts longer than 179 days.  Qualified reservist distributions apply for individuals called to active duty after September 11, 2001, and before December 31, 2007.  
In addition to the exempt from the 10 percent early distribution penalty tax, during the two-year period following the active duty period, individuals who received a qualified reservist distribution may re-contribute the amount taken to an IRA.  The contribution is nondeductible, and cannot exceed the amount of the qualified reservist distribution.

Reservists who have previously taken qualified reservist distributions and already paid the tax penalty on a prior tax return may amend that return by filing Form 1040X, Amended U.S. Individual Income Tax Return, and writing the words "active duty reservist" at the top of the return.  Although the time period for re-contributions of such distributed amounts is generally limited to two years from discharge, those reservists whose duty ended prior to PPA's enactment (August 17, 2006) have until August 17, 2008, to re-contribute these amounts.  
IR-2006-152 may be accessed at the following link.
http://www.irs.gov/newsroom/article/0,,id=163054,00.html
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