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TAXES AND YOUR ANNUITY

The subject of our annuities and taxes is one of great interest to all of us. Nine states have no personal income tax; however, the other 41 do and many offer retirees some type of exemption on a portion of their annuity income.    


In the District of Columbia, the current law allows residents 62+ who receive a pension or annuity to exclude $3000 from their taxable income.  Although legislation to increase this amount has been introduced in recent years, no bill has come before the Council for a vote.  (There is also an additional exemption of $1,370 for all 65+.)


In Maryland, you may exclude as much as $24,000 from your 2008 taxable income if you are 65+ and receive a pension or annuity.  (This provision also applies to anyone who is totally disabled or who has a disabled spouse.) Receiving social security and/or railroad benefits will reduce the exclusion.


Virginia formerly provided some exclusions for all residents over 62.  However, their law has changed and any exclusions now vary according to date of birth and income. See the Virginia Income Tax Booklet for more information.

     The details of the laws vary greatly from state to state; i.e., some have age and/or income requirements.  All retirees should carefully investigate the relevant rules in their state of residence to be sure they are taking advantage of whatever exemption is allowed them.


Federal tax law doesn't exempt any of our annuity. However, we do NOT pay tax on that portion of our annuity which we contributed with "after tax" money.  The laws governing this "recovery of contribution to a retirement plan" changed in 1987. Before 1987, an individual was able to "recover" their own contribution immediately upon retiring.  An example of this would have been as follows:  Mr. X retired in 1985 with an annuity of $20,000 per year.  He had contributed $30,000 to the retirement fund over his 30 year career.  Consequently, the first $30,000 he received was the money he had contributed and therefore tax free.  Once he had received the first $30,000, (approximately 18 months later), he began to pay tax on the total annuity and will continue to do so for the rest of his life.


In 1987, tax law changed and now states that a retiree must amortize the recovery of their contribution over their expected life span. An example:  Mrs. X. retired in 1995 at age 55 with an annual annuity of $30,000.  She had contributed a total of $50,000 to the retirement fund over the past 30 years. According to the actuarial charts, her life expectancy was 25 years.  $50,000 divided by 25 years equals $2,000, so she may exclude $2,000 from her taxable income each year for 25 years. (The figures used to determine life expectancy changed as of Nov. 18, 1996, for those retiring after that date.) Individuals who retired after 1997 and left a life annuity for a beneficiary must use the combined ages of the retiree and the beneficiary to determine the exclusion.  All of this is clearly laid out in the Tables accompanying the Instructions for Pensions and Annuities in the 1040A booklet.


As of September, 2000, District of Columbia Teachers' contributions to the Retirement System became "pre-tax" dollars so there will be no exclusion on this amount.  If a teacher was still employed after that date, he must determine the amounts paid into the system both before and after that date. An example:  Ms. M. retired as of September 1, 2003.  She had contributed a total of $65,000 to the retirement system:  $53,000 before September, 2000 and $12,000 after.  Therefore, only $53,000 would be excluded as per the formula for Mrs. X described above. 
The amount contributed to the Retirement System was stated on papers received when you retired. Prior to 9/26/2005, the retirement process was handled by the Office of Pay and Retirement Services. Since 9/26/2005, the D.C. Retirement Board (DCRB) has processed all retirements and sent out the relevant documents. Call DCRB at 202-343-3272 or 1-866-456-3272 if you have any questions about your contributions.

Whether you do your own taxes or have someone else prepare them for you, keep these provisions in mind.  We all want to pay what we owe but none of us wants to pay more!
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