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Common Retirement Plans Discussed in this Guide

¢ Pensions and Annuities

¢ Individual Retirement Accounts (IRAs): Traditional or Roth
e Section 401(k) Plans

e Section 457 Plans

e Section 403(b) Plans

Calculating Taxable and Excludable Amounts: Pensions and
Annuities

Generally, your pension and annuity income, whether from a noncontributory or contributory plan, is taxable and
must be reported on your New Jersey Income Tax return. In some cases, the taxable amount of pension or annuity
you show on your New Jersey return may differ from the taxable amount on your federal return.
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Keogh plans and State, local government, teachers’, and federal pensions are all treated the same as private
sector employee pensions and annuities. You must report any “early retirement benefits” and any pension
payments on Schedule NJK-1, Partnership Return Form NJ-1065, as taxable income.

Noncontributory Plans

Noncontributory plans do not require employees to make contributions toward their retirement. Payments you
receive from such a plan are fully taxable because you never paid tax on any of the funds in the plan. You will
report on your return the total amount of pension or annuity income shown on your Form 1099-R.

Contributory Plans
Contributory plans require employees to make contributions. In most cases, your pension contributions are made
through payroll deductions and are included in your total income.

The total value of your pension or annuity consists of:

e Your contributions;
e Your employer’s contributions, if any; and
e Earnings.

Generally, your personal contributions to your pension or annuity are taxed by the State while you are still
working. Because those contributions were taxed once, New Jersey will not tax them again. Therefore, you may
exclude from income the part of a pension or annuity payment that represents contributions that already have
been taxed.

However, any amount you receive that exceeds your previously taxed contributions must be reported as taxable
income.

You must determine the taxable and excludable portions of payments you receive from a pension or annuity to
which you have made contributions.

Three-Year Rule Method or the General Rule Method

There are two methods taxpayers can use to calculate pension income: the Three-Year Rule and the General Rule.
(See explanations below.) To determine which one to choose, complete Worksheet A. If you do not use the
correct method to determine taxable and excludable portions of your pension or annuity, you may owe additional
tax, penalty, and interest. If your retirement account is a 401(k) Plan, review the information about Section 401 (k)
Plans before continuing.
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Worksheet A
Which Pension Method to Use

1. Amount of pension you will receive during the first three years

(36 months) from the date of the first payment........cccoooveiooninnonninncins 1.
2. Your contributions t0 the Plan..........ereee e 2.
3. SUDLraCt lIN@ 2 TrOM TN Tt ssas e 3.

(a) Ifline 3 is “0" or more, andboth you and your employer contributed
to the plan, you can use the Three-Year Rule Method.

(b) If line 3 is less than “0,” or your employer did not contribute to
the plan, you must use the General Rule Method.

(Keep for your records)

Three-Year Rule Method

Under this method, you may exclude from taxable income all pension and annuity payments you receive until
they equal the amount you contributed to the plan while you were working. Your recovery period — the time it
takes to recover your contributions to the plan — begins on the date of your first pension payment and can last
up to three years (36 months).

Use the Three-Year Rule Method to determine your New Jersey taxable and excludable pension income if:

1. You will receive an amount equal to or greater than your pension and annuity contributions within 36
months of the date you receive your first payment; and

2. Your employer contributed to the plan.

Once you receive the amount you contributed to the pension or annuity, all future payments you receive are fully
taxable. (See example.)

General Rule Method

Under this method, part of your pension or annuity payment is excluded from taxes, and part of it is taxable. (The
excludable portion of that year's distribution represents your contributions.) Use Worksheet B to determine the
taxable and excludable portions of your pension or annuity payment.
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You must use the General Rule Method to determine your New Jersey taxable pension income when:

You will not recover all of your personal contributions within 36 months of the date you receive your first
payment from the plan; or

2. Your employer did not contribute to the plan.

Worksheet B
General Rule Method

1. Your previously taxed contributions to the plan W1
2. Expected return on CONTract™ ... 2.
3. Percentage excludable (Divide line 1 by line 2) w3 %
4. Amount received this YEar.........eenceneeeneereciseriseessesisesissesinens 4.

5. Amount excludable (Multiply line 4 by line 3.
Enter here and on Line 20b, Form NJ-1040).......ccccoviievveeirseenne 5.

6. Taxable amount (Subtract line 5 from line 4.
Enter here and on Line 20a, Form NJ-1040) .........cccoovevevcrenne. 6.

*The expected return on the contract is the amount a plan participant is likely to receive
over many years. If life expectancy is a factor under your plan, you must use federal
actuarial tables to calculate the expected return. The federal actuarial tables are
contained in Internal Revenue Service Publication 939, General Rule for Pensions and
Annuities. Contact the IRS for this publication. If life expectancy is not a factor under
your plan, the expected return is found by totaling the amounts to be received.

(Keep for your records)
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Example

A New Jersey resident just retired and is receiving an annual pension of $7,000. They contributed $20,000 to their
pension, and their employer also contributed. They can use the Three-Year Rule Method to calculate the taxable
amount of their pension income because they will receive $21,000 within 36 months of the date of the first
payment, which exceeds their $20,000 contribution to the plan.

Worksheet A
Which Pension Method to Use

1. Amount of pension you will receive during the first three years

(36 months) from the date of the first payment.........ccooovinoninnonninneins 1. 21,000
2. Your contributions to the plan ... seessees 2. 20,000
3. SUDLrACE [INE 2 FrOM TINE T ettt s eee s esesenees 3. 1,000

(a) If line 3 is “0" or more, and both you and your employer contributed
to the plan, you can use the Three-Year Rule Method.

(b) If line 3 is less than “0,” or your employer did not contribute to
the plan, you must use the General Rule Method.

(Keep for your records)

Using the Three-Year Rule Method, the taxpayer will exclude pension payments from the New Jersey income
they report. Their future pension payments become fully taxable. They will report their pension as follows:

Recovery Taxable Excludable
Period Pension Pension
Year 1 $ 0 $7,000
Year 2 0 7,000
Year 3 1,000 6,000
Year 4 and after 7,000 0

If the taxpayer were a nonresident, they would not report the excludable portion of their pension payment on
Form NJ-1040NR column A — only the taxable portion.

If their contributions to the pension plan were $20,000 and their annual pension amount were $4,000, they would
use the General Rule Method because they would not recover all of their contributions within 36 months after

the first payment. Using Worksheet B, they would calculate the percentage of pension payment they can exclude
from New Jersey income each year.
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Contributions Prior to Residence

Any contributions you made to a pension or annuity before you moved to New Jersey are treated, for tax
purposes, the same as if you had lived in New Jersey when you contributed to the pension. Contributions to
plans other than 401(k) Plans are considered to have been previously taxed.

Lump Sum Distributions

When you receive a lump-sum distribution of the entire balance from a qualified employee pension, annuity,
profit-sharing, or other plan, the amount that exceeds your previously taxed contributions to the plan must be
included as income in the year you receive them. New Jersey has no provisions for income averaging of lump-
sum distributions.

Voluntary Withholdings From a Pension

If you wish to have taxes withheld from your pension payments, you must submit a fully completed NJ-W-4P to
your employer, or the financial services firm that processes the payments, indicating what amount you want to
be withheld. You must have a minimum of $10 withheld, although there is no maximum. Your employer, or the
financial services firm, will issue you a 1099-R at the end of the year for your records. The 1099-R indicates
whether taxes were taken out.

IRA Contributions

AnIRA is a personal savings plan in which you set aside money for retirement. The portion of your IRA withdrawal
that is taxable for New Jersey purposes may differ from the federal amount. The New Jersey Gross Income Tax
Act does not contain provisions similar to the Internal Revenue Code that allow an individual to deduct
contributions to an IRA.

Traditional IRA

Your contributions to an IRA are subject to New Jersey Income Tax in the year they are made.

Roth IRA

Your contributions to a Roth IRA are subject to New Jersey Income Tax in the year they are made.

Rollovers

If you qualify to convert an existing IRA to a Roth IRA for federal tax purposes, you also qualify for New Jersey
tax purposes, even if your New Jersey taxable income is more than the federal limitations. You can withdraw all
or part of the assets from a traditional IRA and reinvest them in a Roth IRA. In most cases, your contributions to
a traditional IRA were previously taxed by New Jersey. Only the earnings are taxable to New Jersey in the year

you roll over the funds.
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Any amount you roll over from a traditional IRA to a Roth IRA that was not previously taxed by New Jersey — such
as a rollover distribution to an IRA from an employer’s 401(k) Plan — must be included in your New Jersey income
in the year that you withdraw the funds from the traditional IRA. This includes a rollover distribution from an
employer’'s 401(k) Plan to an IRA. However, a direct rollover from a 401(k) to a traditional IRA is not taxable.

You also may roll over a lump sum distribution from a pension plan to an existing IRA without paying taxes for
the year of the rollover as long as the plan transfers funds directly to your IRA trustee or you qualify to do so for
federal purposes.

Contributions Prior to Residence
Any contributions you made to an IRA or a Roth IRA before you moved to New Jersey are treated the same way
as if you had been living in New Jersey when you made the contributions.

IRA Withdrawals
Traditional IRA

Your IRA consists of your contributions, earnings, and, if applicable, certain amounts rolled over from pension
plans. In general, the State taxed your contributions when you made them, so they are not taxed by New Jersey
when withdrawn.

Interest, dividends, and other earnings credited to an IRA are taxable when withdrawn. Funds that you received
as a result of a tax-free pension rollover to an IRA also become taxable for the year in which you withdraw them.

Exception
There is an exception to the taxability of an IRA withdrawal when the IRA funds are invested in exempt
obligations. The State's Gross Income Tax Act specifically excludes from income:

¢ Interest received from obligations of the State of New Jersey or any of New Jersey's political subdivisions
(such as counties or municipalities); and
¢ Interest received from direct federal debt obligations.

IRA distributions that include interest from exempt obligations that you own directly in the IRA plan are exempt
from New Jersey Income Tax.

If the IRA is part of a New Jersey "Qualified Investment Fund,” the exempt portion of the IRA distribution is the
portion that represents interest or gains from the qualified exempt obligations held by the fund. However, the
portion of a distribution that comes from taxable investments held by the fund is taxable.

If the IRA is part of a mutual fund that is not a Qualified Investment Fund, the distributions paid by the mutual
fund are exempt only if they are derived from interest on federal debt obligations. GIT-1 &2
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Roth IRA

Qualified Distributions. You do not have to include a qualified distribution from a Roth IRA in your New Jersey
income in the year you received it, whether it is a periodic distribution or a lump-sum distribution. A qualified
distribution means a payment distributed after a five-year waiting period. That period begins with the first tax
year you made a contribution to your Roth IRA. Other requirements for a qualified distribution include payments
made:

On or after the date the individual reaches age 59%; or

To a beneficiary (or the individual’s estate) after the individual’s death; or

Because the individual became disabled; or

As a qualified first-time home buyer distribution as defined by the Internal Revenue Code.

Nonqualified Distributions. Your distribution becomes nonqualified if it is not made under one of the four
circumstances above, or if it is made within five years of your first Roth IRA contribution. A distribution that is
considered nonqualified for federal income tax purposes is also considered nonqualified for New Jersey Income
Tax purposes.

A distribution of an allowable ro/lover contribution from a non-Roth IRA also is not a qualified distribution if it is
made within the five-year period described above. (Income earned on the amount rolled over also is not a
qualified distribution under those circumstances.) Under the five-year rule, if you established a Roth IRA in 2021,
you will not be able to receive a qualified distribution before 2026.

Rollovers

If you receive a lump-sum distribution from a traditional IRA or lump-sum nonqualified distribution from a Roth
IRA, the amount you receive that exceeds your previously taxed contributions is fully taxable. You must include
the distribution as income for the tax year you receive it. New Jersey has no provisions for income averaging of
lump-sum distributions.

Do not report on your State return a lump-sum distribution you roll over to a traditional IRA, or other eligible
plan if the rollover qualifies for deferral under federal income tax law. The amount rolled over (minus previously
taxed amounts) is taxable later when it is withdrawn.

A distribution from a traditional rollover IRA that is fully taxable for federal income tax purposes may be treated
differently for New Jersey purposes if contributions remaining in the IRA were subject to New Jersey Income
Tax when you made those contributions.

If you convert a traditional IRA to a Roth IRA, you must include as income any amount from the existing IRA that
would be taxable if withdrawn.
GIT-1 & 2
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Retirement Income Loan

A pension loan from a retirement plan is a loan that is not reportable as income.

Coverdell Education Savings Account (ESA)

A Coverdell education savings account (ESA), formerly known as an education IRA, is not a retirement account. It
is a trust or custodial account created only for the purpose of paying qualified higher education expenses of the
designated beneficiary of the account. New Jersey’'s treatment of Coverdell ESAs differs from the federal
government. Contributions to Coverdell ESAs are subject to New Jersey Income Tax in the year they are made.

When you make a withdrawal from a Coverdell ESA, the amount contributed is not taxable. Earnings credited to
a Coverdell ESA are subject to New Jersey tax when withdrawn. Distributed earnings from a Coverdell ESA are
reported on line 16a, Form NJ-1040 or line 16, column A, Form NJ-1040NR. Do notinclude the earnings portion
of a distribution from a Coverdell ESA on line 20a, Form NJ-1040 or line 22, column A, Form NJ-1040NR.

Periodic Distributions

If you make qualified withdrawals from a traditional IRA or nonqualified withdrawals from a Roth IRA over a
period of years, you must report the portion of the annual distribution that represents interest and accumulated
gains as taxable income each year a withdrawal is made. (This includes amounts rolled over and not previously
taxed.) The amount subject to tax is based on the ratio that the taxable portion of the account bears to the total
amount in the account.

Use the following formula to determine the taxable amount of a distribution from a traditional IRA or a
nonqualified distribution from a Roth IRA:

Taxable Portion x Distribution = Taxable Amount
Total Value

Total Value means the value of the IRA on December 31 of the tax year (including contributions made for the tax
year from January 1 through April 15 of the following year), plus total IRA distributions during the tax year.

Taxable Portion means the Total Value minus previously taxed contributions.

In the first year you make a withdrawal, contributions means the total amount you contributed to the IRA from
the time the account was opened through the end of the tax year in which you made the first withdrawal. (It does
not include amounts rolled over and not previously taxed.)
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After the first year, the formula for calculating the portion of a distribution that is taxable remains the same.
However, the base for each item changes to take into account the fact that both taxable and excludable amounts
have been withdrawn from the account. See example.

If you are a New Jersey resident, you will calculate the excludable amount by subtracting the portion of your
distribution that is taxable from the total distribution. Then enter that number on line 20b, Form NJ-1040.

IRA Worksheet

Use the New Jersey IRA Worksheet to calculate the taxable and excludable portions of a withdrawal from a
traditional IRA or nonqualified withdrawal from a Roth IRA. If you make withdrawals from several IRAs in the
same year, you can use a separate worksheet for each IRA, or you can combine all IRAs on one worksheet. Report
the total taxable amount, and the excludable amount if you are a resident, on your tax return.

You can use the IRA Worksheets that appear in the New Jersey Income Tax return resident or nonresident
instruction booklets. Do not file the IRA Worksheet with your New Jersey Income Tax return. Keep it for your
records.
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Worksheet C
IRA Withdrawals

Part | — Calculating Taxable and Excludable Amounts
1. Value of IRA on 12/31/25.

Include contributions made for the tax year from 1/1/26 — 4/15/26 ...........ccccoeoinnieiiennnncciinns 1.
2. Total distributions from IRA during the tax year. Do not include tax-free rollovers................. 2.
3. Total Value of IRA. Add 1INES 1 NG 2. .....oveiiiiiiicce e 3.
Unrecovered Contributions:
Complete either line 4a or 4b. Then continue with line 5.
4a. First year of withdrawal from IRA:

Enter the total of IRA contributions that were previously taxed ...........cccovvvvveeieninnneieierennenenns 4a.
4b. After first year of withdrawal from IRA:

Complete Part I1. Enter amount of unrecovered contributions from line 15 ..........ccccovvvvieenne. 4b.
5. Accumulated earnings in IRA on 12/31/25.

Subtract either line 4a 0r 4b from 1IN 3.......cooviiiiiiiie e 5.
6. Divide line 5 by line 3. (Enter the result as a deCimal.) .......ccccovreeiiinrseee e 6.
7. Taxable portion of this year’s withdrawal. Multiply line 2 by decimal amount on

line 6. Enter here and on line 208, FOrM NJ-1040 ........ccocoriieieiminrnneeee e 7.
8. Excludable portion of this year’s withdrawal. Subtract line 7 from line 2. Enter

here and on line 20D, FOrM NJ-1040 .........cccccoviiiiiiiie s 8.
Part Il — Unrecovered Contributions (For Second and Later Years)
See Part 111 if you did not complete Worksheet C in prior years.
9. Last year’s unrecovered contributions. From line 4 of last year’s Worksheet C...........cccoeuvieinns 9.
10. Amount withdrawn last year. From line 2 of last year’s Worksheet C .........cccocvvriiiciiinnnenn 10.
11. Taxable portion of last year’s withdrawal. From line 7 of last year’s Worksheet C .................. 11.
12. Contributions recovered last year. Subtract line 11 from line 10 ..........ccccevvnvvniciiciiiin 12.
13. This year’s unrecovered contributions. Subtract line 12 from line 9 ........ccccccovvviiicininnenn 13.
14. Contributions to IRA during current tax year. Do not include tax-free rollovers..................... 14.
15. Total unrecovered contributions. Add lines 13 and 14. Enter here and on line 4b...................... 15.
Part 111 — Unrecovered Contributions (For Second and Later Years)
Complete this section only if you did not complete Worksheet C in prior years.
Calculate the amount of unrecovered contributions as follows:
16. Total amount of withdrawals made from the IRA in Previous Years ...........ccccvvvnicricreeinnenns 16.
17. Total of previous year withdrawal(s) already reported as income on prior

NEW JEISEY TaX FELUIMS ...ttt bbb s 17.
18. Contributions already recovered. Subtract line 17 from lin€ 16 ........ccccoveivirrecenininreeeseerseeenes 18.
19. Unrecovered contributions. Subtract line 18 from the total amount of

contributions made to the IRA. Enter here and on 1IN 4b. ........c.cooeeeiiinnniiicnneeeesee 19.

(Keep for your records)
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Section 401 (k) Plans

If you made contributions:

1. On or after January 1, 1984, your contributions to your 401(k) Plan were not included as income when
they were made, unless the contributions exceeded the federal elective deferral limit. As a result, you
must report all distributions on your New Jersey Income Tax return because they are fully taxable;

2. Before January 1, 1984, your contributions to your 401(k) Plan were included in your income when they
were made. If you made contributions to a 401(k) Plan before January 1, 1984, or you made contributions
beyond the federal limit, use IRA Worksheet C to calculate the taxable and excludable portions of your
distribution.

Section 457 Plans

If you participated in an eligible deferred compensation plan of a state or local government or tax-exempt
organization — Section 457 of the IRS code — your contributions to the plan were included in your New Jersey
income when they were made. (The New Jersey State Employees Deferred Compensation Plan is an example of
a 457 Plan.) When you retire, you will only be taxed on amounts you receive in excess of those contributions. For
tax years:

1. Ending before January 1, 2002, distributions of deferred pay were treated as wages and reported on
the wages line of the New Jersey Income Tax return. Taxpayers used the “State wages” figure from the
W-2 form they received from the Section 457 Plan, which in most cases was different from the “federal
wages” amount;

2. Beginning on or after January 1, 2002, the federal reporting document for Section 457 Plan
distributions for State and local government employees changed from federal Form W-2 to Form 1099-R.
Distributions from a Section 457 Plan of amounts exceeding previously taxed contributions are treated as
pension payments. You should report them on line 20a, Form NJ-1040 (or line 22, column A, Form NJ-
1040NR).

If you are a nongovernmental employee, continue to report your distributions from federal Form W-2. Use the
State wages figure from the W-2 you receive on the wages line of Form NJ-1040 or on the wages line in column
A, Form NJ-1040NR. If your distributions are reported on Form 1099-R, use IRA Worksheet C to calculate the
taxable and excludable portions of your distribution.

GIT-1 &2
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If you are a nonresident and your distributions are reported on Form W-2, they are not subject to New Jersey
Income Tax. Do not report them on the wages line in column B, Form NJ-1040NR. They do not have to be
reported if:

e The income was part of a series of substantially equal periodic payments (not less frequently than
annually); or

e Made for the life or life expectancy of the recipient (or the joint lives or joint life expectancies of the
recipient and the designated beneficiary of the recipient); or

e For a period of not less than 10 years; or

e The payment was received from a retirement benefit plan after termination of employment.

Section 403(b) Plans

If you participated in a 403(b) plan, your contributions to the plan were included in your New Jersey income when
you made them. When you retire, you will only be taxed on amounts you receive exceeding those contributions.
Use IRA Worksheet C to calculate the taxable and excludable portions of your distribution.

Post-retirement Contributions. If your employer makes a contribution to your 403(b) Plan after you retire, the
contribution is taxable for New Jersey Income Tax purposes and must be reported as wages on your New Jersey
Income Tax return in the year(s) that the contribution is made. You must take such post-retirement contributions,
which have already been taxed by New Jersey, into account when determining your taxable and excludable
distributions from the 403(b) Plan. (See Calculating Taxable and Excludable Amounts.)

Reporting Taxable and Excludable Retirement Income
Pensions, Annuities, Traditional IRAs, 401 (k), etc.

Taxable. You must report the taxable portion of a pension or annuity payment or the taxable portion of a
withdrawal from a traditional IRA, Section 401(k), Section 457, and/or Section 403(b) Plan on line 20a, Form NJ-
1040 or line 22, column A, Form NJ-1040NR.

Excludable. If you are a New Jersey resident, you must also report the excludable portion of a pension or annuity
payment or the excludable portion of a withdrawal from a traditional IRA, Section 401(k), Section 457, and/or
Section 403(b) on line 20b of Form NJ-1040. However, Form NJ-1040NR does not have a line for reporting these
excludable amounts. The excludable portion of a distribution is the amount that represents your previously taxed
contributions to the plan.

Example

A New Jersey resident started to make withdrawals from a traditional IRA in 2024. They withdrew $1,000 in 2024
and another $1,000 in 2025. The Worksheet C that follows shows how they calculated the taxable portion and
the excludable portion of the withdrawals for their 2024 and 2025 New Jersey Income Tax returns.
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Example, continued

Worksheet C
IRA Withdrawals

Part | — Calculating Taxable and Excludable Amounts
1. Value of IRA on 12/31/24.

Include contributions made for the tax year from 1/1/25 — 4/15/25 ... 1. 9,210
2. Total distributions from IRA during the tax year. Do not include tax-free rollovers................. 2. 1,000
3. Total Value of IRA. Add lINES 1 AN 2......c.cueuiiririiieieinieinine et 3. 10,210
Unrecovered Contributions:
Complete either line 4a or 4b. Then continue with line 5.
4a. First year of withdrawal from IRA:

Enter the total of IRA contributions that were previously taxed ............ccooereeieninnnsiecniinnnns 4a. 7,000
4b. After first year of withdrawal from IRA:

Complete Part I1. Enter amount of unrecovered contributions from line 15 ...........cccccoovvniiennee 4b.
5. Accumulated earnings in IRA on 12/31/24.

Subtract either line 4a or 4b from liNe 3........cccoviiiiiiii s 5. 3210

Divide line 5 by line 3. (Enter the result as a decimal.) .........ccccoorrieiiiinnrcee e 6. 314
7. Taxable portion of this year’s withdrawal. Multiply line 2 by decimal amount on

line 6. Enter here and on line 20a, FOrmM NJ-1040 ........c.cccovieiiiiiiiiceee e 7. 314
8. Excludable portion of this year’s withdrawal. Subtract line 7 from line 2. Enter

here and on line 20D, FOrM NJ-1040 .......cccciiiriirireieieee sttt 8. 686
Part Il — Unrecovered Contributions (For Second and Later Years)
See Part 111 if you did not complete Worksheet C in prior years.
9. Last year’s unrecovered contributions. From line 4 of last year’s Worksheet C.............c.ccceuune. 9.
10. Amount withdrawn last year. From line 2 of last year’s Worksheet C ...........cocoonicicinnninnns 10.
11. Taxable portion of last year’s withdrawal. From line 7 of last year’s Worksheet C .................. 11.
12. Contributions recovered last year. Subtract line 11 from line 10 ..........ccccevvvvinnicnicnsnenes 12.
13. This year’s unrecovered contributions. Subtract line 12 from line 9 .........cccccooviiviinnnnnen 13.
14. Contributions to IRA during current tax year. Do not include tax-free rollovers..................... 14.
15. Total unrecovered contributions. Add lines 13 and 14. Enter here and on line 4b...................... 15.
Part 111 — Unrecovered Contributions (For Second and Later Years)
Complete this section only if you did not complete Worksheet C in prior years.
Calculate the amount of unrecovered contributions as follows:
16. Total amount of withdrawals made from the IRA in Previous YEars ...........cccccvvririeeieieensnnens 16.
17. Total of previous year withdrawal(s) already reported as income on prior

INEW JEISBY TAX TELUIMS ...ttt sttt n e nn e nnen 17.
18. Contributions already recovered. Subtract line 17 from line 16 ..........ccceeemvrnnnnieeieisersnenns 18.
19. Unrecovered contributions. Subtract line 18 from the total amount of

contributions made to the IRA. Enter here and on liNe 4b............cccovevinnicnincereeens 19.

(Keep for your records)
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Example, continued

Worksheet C
IRA Withdrawals

Part | — Calculating Taxable and Excludable Amounts
1. Value of IRA on 12/31/25.

Include contributions made for the tax year from 1/1/26 — 4/15/26 .........ccocooveirieennnnnniniceienns 1. 8,622
2. Total distributions from IRA during the tax year. Do not include tax-free rollovers................. 2. 1,000
3. Total Value of IRA. Add 1INES 1 aNd 2. ...t 3. 9,622
Unrecovered Contributions:
Complete either line 4a or 4b. Then continue with line 5.
4a. First year of withdrawal from IRA:

Enter the total of IRA contributions that were previously taxed ..........c.ccceerrrnnnieneeenernnes da.
4b. After first year of withdrawal from IRA:

Complete Part 11. Enter amount of unrecovered contributions from line 15..........cccccevvvvvveennns 4b. 6,314
5. Accumulated earnings in IRA on 12/31/25.

Subtract either line 4a or 4b from lINE 3. ...c.oiiiiiiiee e 5. 3,308

Divide line 5 by line 3. (Enter the result as @ decimal.).........c.ccoeerrinnniciene s 6. 344
7. Taxable portion of this year’s withdrawal. Multiply line 2 by decimal amount on

line 6. Enter here and on line 20, FOrM NJ-1040 .......cccccoireiiinirinieeeresie e 7. 344
8. Excludable portion of this year’s withdrawal. Subtract line 7 from line 2. Enter

here and on line 20D, FOrM NJ-1040.........ccottitiririrriieieeie bbb 8. 656
Part Il — Unrecovered Contributions (For Second and Later Years)
See Part 111 if you did not complete Worksheet C in prior years.
9. Last year’s unrecovered contributions. From line 4 of last year’s Worksheet C.........ccccovvrurenne 9. 7,000
10. Amount withdrawn last year. From line 2 of last year’s Worksheet C...........c.cooviiiciinnnnn. 10. 1,000
11. Taxable portion of last year’s withdrawal. From line 7 of last year’s Worksheet C.................. 11. 314
12. Contributions recovered last year. Subtract line 11 from ling 10.........cccovvvrvevienirnneeieniens 12. 686
13. This year’s unrecovered contributions. Subtract line 12 from line 9..........ccocecevivinnciinnnnn 13. 6,314
14. Contributions to IRA during current tax year. Do not include tax-free rollovers..................... 14.
15. Total unrecovered contributions. Add lines 13 and 14. Enter here and on line 4b ..................... 15. 6,314
Part 111 — Unrecovered Contributions (For Second and Later Years)
Complete this section only if you did not complete Worksheet C in prior years.
Calculate the amount of unrecovered contributions as follows:
16. Total amount of withdrawals made from the IRA in Previous Years...........ccccevvrnieeeeeenrnennenns 16.
17. Total of previous year withdrawal(s) already reported as income on prior

NEW JEISEY AX TELUIMS ...ttt ettt b b 17.
18. Contributions already recovered. Subtract line 17 from line 16..........cccccoeeivvnninicicneenn 18.
19. Unrecovered contributions. Subtract line 18 from the total amount of

contributions made to the IRA. Enter here and on line 4b. ..........cccooiiiiinnncciceee 19.

(Keep for your records)
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Roth IRAs

Qualified Distribution. If you receive a qualified distribution from a Roth IRA, do not report any portion of the
distribution on your return. Do not report the amount that represents your previously taxed contributions or the
funds that represent earnings and amounts rolled over that were not previously taxed.

Nonqualified Distribution. If you receive a nonqualified distribution from a Roth IRA, part of the withdrawal is
taxable, and part is excludable. You must report the taxable portion of the withdrawal on line 20a, Form NJ-1040
or line 22, column A, Form NJ-1040NR. Residents must also report the excludable portion on line 20b, Form NJ-
1040.

If you convert a traditional IRA to a Roth IRA, any amount from the existing IRA that would be taxable if withdrawn
must be included in your income on line 20a, Form NJ-1040 or line 22, column A, Form NJ-1040NR. Residents
must also report the excludable portion of the converted IRA on line 20b, Form NJ-1040.

Income Exclusions

New Jersey tax law provides the following retirement income exclusions to enable you to reduce your taxable
income: pension exclusion and the other retirement income exclusion, which includes the unclaimed pension
exclusion and the special exclusion. Both residents and nonresidents can take advantage of the retirement income
exclusions if they meet the qualifications.

Pension Exclusion
If you qualify, you can exclude all or part of the income you received during the year from taxable pensions,
annuities, and IRA withdrawals.

You qualify for the New Jersey pension exclusion if:

1. You (and/or your spouse, if filing jointly) were 62 or older or disabled as defined by Social Security
guidelines on December 31; and

2. Your total income for the entire year was $150,000 or less.

If you qualify, you can claim the lesser of:
1. Your actual taxable pension income; or

2. The maximum pension exclusion amount for your filing status based on your total income. See the charts
below to determine your maximum pension exclusion based upon your total income and filing status.
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Total Income of 3100,000 or Less

If your total income is $100,000 or less, you can exclude reported taxable pension, annuity, and IRA
withdrawals up to the maximum amount for your filing status listed below.

Total Married/CU Married/CU Single, or Head of Household,
Income Couple, Partner, or Qualifying Widow(er)/Surviving CU
Filing Joint Filing Separate Partner
Return Return
$1- $100,000 $50,000 $75,000
$100,000

Total Income of $100,001 - $150,000

If your total income is $100,001, but not more than $150,000, you can exclude a percentage of your
reported taxable pension, annuity, and IRA withdrawals.

Use the chart below to determine your exclusion amount. Multiply your taxable pension found on
Line 20a of the 2024 NJ-1040, by the percentage listed next to your 2024 filing status.

Total Income % of Taxable Pension Filing Status

$100,001 - 50 % Married filing jointly
$125,000
25% Married filing separately
37.5% Single/head of household/qualifying
widow(er)
$125,001 - 25% Married filing jointly
$150,000
125% Married filing separately
1875% Single/head of household/qualifying
widow(er)

$150,001 or more Not eligible for a pension
exclusion
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If you are a part-year resident, you must prorate the pension exclusion amount by the number of months you
spent as a New Jersey resident. (See Part-Year Residents.)

You may still qualify for other exclusions if you (and/or your spouse) were 62 or older on December 31 and you
did not use the maximum pension exclusion amount for your filing status, or you did not use the pension
exclusion because you reported no taxable pension, annuity, or IRA withdrawal income on line 20a, Form NJ-1040
or line 22, column A, Form NJ-1040NR.

Example
Two taxpayers are both 63 years old and file a joint return. Their combined total income is $66,000 for the tax
year. Their combined taxable pension income totals:

Actual Taxable Pension Income $62,000
Applicable Pension Exclusion $62,000
Example

A taxpayer is 59 years old. They are single and not disabled. Their total income for the tax year is $45,000. They
receive a taxable pension of $7,000, and $303 of their IRA withdrawal is taxable.

Actual Taxable Pension Income $ 7,303
Applicable Pension Exclusion $ 0

The taxpayer is not eligible to claim the pension exclusion because they are under age 62 and not disabled.

Example

Two taxpayers file a joint return, and both qualify for the pension exclusion. They have combined total income
of $85,000 for the tax year. One spouse receives an annual taxable pension of $81,500, and the other receives a
$2,500 pension. The second spouse reports $0 as taxable income this year because they are using the Three-Year
Rule Method and still recovering the contributions they made to the pension plan.

Actual Taxable Pension Income $81,500
Applicable Pension Exclusion $81,500
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Example

Two taxpayers are both age 67 and file a joint return. They have combined total income of $150,450 for the tax
year, including taxable pension income of $109,000.

Actual Taxable Pension Income $109,000
Applicable Pension Exclusion $ 0

The taxpayers are not eligible for a pension exclusion this year because their combined total income for the entire
year is more than $150,000.

Only One Spouse Qualifies for Exclusion

When you and your spouse file a joint return with a combined total income of $150,000 or less, and only one of
you is 62 or older or disabled, you can still claim the maximum pension exclusion amount. However, you can only
exclude the pension, annuity, or IRA withdrawal of the spouse who is 62 or older or disabled.

Example
Two taxpayers file a joint return for the tax year. Their combined total income is $74,500. One is 63 and receives
a taxable pension of $40,500. The other is 60 years old, not disabled, and receives a taxable pension of $28,000.

Actual Taxable Pension Income $68,500
Applicable Pension Exclusion $40,500

The taxpayers can only claim a pension exclusion of $40.500, the full amount of pension received by the taxpayer
who is 63. They cannot claim a pension exclusion for the $28,000 in taxable pension received by the taxpayer
who is under 62 and not disabled, because that taxpayer does not qualify.

Example
A couple files a joint return. Their combined total income for the tax year is $127,000. Spouse #1 is 64 and receives
taxable pension income of $10,000. Spouse #2 is 61, not disabled, and receives taxable pension income of $8,000.

Actual Total Taxable Pension Income $18,000
Income Qualified for Pension Exclusion $10,000
Applicable Pension Exclusion $2,500

The taxpayers can use only $2,500 of their pension exclusion because only $10,000 of their combined $18,000
taxable pension income belongs to the spouse who is age 64. The balance of their pension income belongs to
spouse #2 ($8,000), which they cannot exclude because they are under age 62 and not disabled. Because their
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comb/neo’ z‘ota/ income is between 8125001 and $ 750 000, z‘hey quality to exc/ua’e 25% of z‘he taxab/e penS/on
from the qualifying taxpayer. However, they may be able to use the balance of the pension exclusion to exclude
additional income. (See the instructions for the other retirement income exclusion below.)

Other Retirement Income Exclusion: Unclaimed Pension
Exclusion and Special Exclusion

If you (and/or your spouse filing jointly) are 62 or older as of the last day of the tax year, you may be able to
exclude other types of income (wages, interest, dividends, etc.) from your total income. There are two parts to
the other retirement income exclusion (ORIE):

e The unclaimed pension exclusion; and
o A special exclusion for taxpayers who cannot receive Social Security or Railroad Retirement benefits.

Both parts have different eligibility requirements and are claimed at the line on your return labeled Other
Retirement Income Exclusion (ORIE). You can find this on line 28b, Form NJ-1040 or line 28b, column A and
column B, Form NJ-1040NR. If you qualify, you may be able to claim both parts of the ORIE in addition to the
pension exclusion. To calculate your total eligible ORIE amount, complete Worksheet D (full-year residents),
Worksheet E (part-year residents), or the Other Retirement Income Exclusion Worksheet (non-residents).
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Unclaimed Pension Exclusion

If you and/or your spouse did not claim the maximum pension exclusion amount, you may be able to use the
unclaimed pension exclusion to exclude other types of income (wages, interest, dividends, etc.) on your return.
You may have claimed less than the maximum pension exclusion amount because your actual taxable pension
income was less than the maximum pension exclusion amount for your filing status, or because you did not
report any taxable pension, annuity, or IRA withdrawal income on your return.

To qualify for the Unclaimed Pension Exclusion, you must satisfy all of the following conditions:

1. You (and/or your spouse if filing jointly) must be 62 or older by the last day of the tax year; and

2. Your total income on line 27, Form NJ-1040 (or line 27, column A, Form NJ-1040NR) for the entire year
must be $150,000 or less; and

3. Your earned income (combined if filing jointly) from wages, net profits from business, distributive share
of partnership income, and net pro rata share of S corporation income must be $3,000 or less; and

4. You did not use the maximum pension exclusion amount.

The actual amount of the unclaimed pension exclusion differs from taxpayer to taxpayer, since it is the difference
between the amount of pension exclusion you claimed on line 28a, Form NJ-1040 (line 28a, column A, Form NJ-
1040NR) and the maximum pension exclusion amount for your filing status.

If you did not use the pension exclusion because you reported no taxable pension income on your return, you
can still take advantage of the unclaimed pension exclusion if you meet the qualifications.

Example

A taxpayer is 69 years old and single. Their total income for the tax year was $92,000. They received a $3,000
taxable pension and claimed $3,000 as pension exclusion. Their income from wages, net profits from business,
distributive share of partnership income, and net pro rata share of S corporation income totals $2,308.

Maximum Pension Exclusion $75,000
Less: Pension Exclusion claimed $ 3,000
Unused Pension Exclusion $72,000
ORIE - Unclaimed Pension Exclusion $72,000

The taxpayer qualifies for the unclaimed pension exclusion.
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A taxpayer is over age 62 and their filing status is head of household. Their total income was $83,000 for the tax
year. Their received a pension but reported $0 as taxable pension income this year because they are using the
Three-Year Rule Method and are still recovering their pension contributions. Their income from wages, net profits
from business, distributive share of partnership income, and net pro rata share of S corporation income totals

$2,675.
Maximum Pension Exclusion $75,000
Less: Pension Exclusion claimed $ 0
Unused Pension Exclusion $75,000
ORIE - Unclaimed Pension Exclusion $75,000

The taxpayer qualifies for the unclaimed pension exclusion.

Example

Two taxpayers are both 63 years old and file a joint return. Their combined total income was $85,000 for the tax
year. They do not have any pension income. The couple’s joint income from wages, net profits from business,
distributive share of partnership income, and net pro rata share of S corporation income totals $1,872.

Maximum Pension Exclusion $100,000
Less: Pension Exclusion claimed $ 0
Unused Pension Exclusion $100,000
ORIE — Unclaimed Pension Exclusion $85,000

They qualify for the unclaimed pension exclusion.

Example
A taxpayer is 67 years old, and their filing status is married/CU partner, filing separate return. Their total income
for the tax year was $58,000. They received $50,000 in taxable pension income and claimed $50,000 as pension

exclusion.
Maximum Pension Exclusion $50,000
Less: Pension Exclusion claimed $50,000
Unused Pension Exclusion $ 0
ORIE - Unclaimed Pension Exclusion $ 0

The taxpayer does not qualify for the unclaimed pension exclusion because they have already claimed the
maximum pension exclusion amount.
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A couple files a joint return for the tax year. Both are over age 62. Their combined total income was $114,000.
One spouse has a taxable pension of $6,200, and they also earned $1,500 in net profits from their business. The
other spouse had wages of $2,306 from their part-time job.

Maximum Pension Exclusion $ 3,100
Pension Exclusion claimed $ 3,100
Maximum Exclusion $57,000
Less: Pension Exclusion claimed $ 3,100
Unclaimed Maximum Exclusion $53,900
ORIE — Unclaimed Exclusion $ 0

The taxpayers are eligible to claim 50% of their taxable pension as the maximum pension exclusion, as their
income is over $100,000, but less than $125,000. They cannot take advantage of the unclaimed maximum
exclusion even though they did not use their maximum exclusion. That is because their joint income from wages,
net profits from business, distributive share of partnership income, and net pro rata share of S corporation income
was more than $3,000.

Example

Two taxpayers are both over age 65. They file a joint return on which they report combined total income of
$153,200 for the tax year. Their taxable pension income was $57,000. They also had $22,200 in taxable interest
income and $74,000 in taxable dividends.

The taxpayers are not eligible for the unclaimed pension exclusion (nor were they eligible for the pension
exclusion) because their combined total income for the entire year was more than $150,000.

Only One Spouse Qualifies for Exclusion.
When you and your spouse file a joint return and only one of you is 62 or older, any pension exclusion that you
did not claim can be used as the unclaimed pension exclusion provided that:

1. The joint total income for the entire year is $150,000 or less;

2. The joint earned income (total of: wages, net profits from business, distributive share of partnership
income, and net pro rata share of S corporation income) is $3,000 or less; and

3. The exclusion is applied only to the income of the qualified (age 62 or older) spouse.

Example
A taxpayer (age 58) and their spouse (age 63) file a joint return for the tax year. They have a combined total
income of $30,000. Spouse #1 receives a taxable pension of $18,000, and spouse #2 receives a taxable pension
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of $6,000. Interest from their joint savings account totals $4,000. Spouse #1 has wages of $500, and spouse #2
has wages of $1,500.

Maximum Pension Exclusion $ 100,000
Less: Pension Exclusion claimed $ 6,000
Unused Pension Exclusion $ 94,000
ORIE — Unclaimed Pension Exclusion $ 3,500

In this example, only $3,500 of the $94,000 unused pension exclusion can be used as the unclaimed pension
exclusion. That is because only $3,500 of their combined total income belongs to the spouse who is age 63
($7,500 wages and $2,000 interest). The balance belongs to spouse #1 ($500 wages, $2,000 interest. and $18000
pension). None of the income belonging to spouse #1 can be excluded because they are under age 62.

Special Exclusion

In addition to the pension exclusion and unclaimed exclusion, New Jersey provides a special exclusion for
taxpayers who cannot receive Social Security or Railroad Retirement benefits. This benefit is not related to the
pension exclusion and, if you qualify, you can claim it whether or not you use the pension exclusion and/or the
unclaimed pension exclusion.

You qualify for this additional exclusion if:
1. You (and/or your spouse, if filing jointly) were 62 or older on the last day of the tax year; and
2. You (and your spouse, if filing jointly) cannot receive Social Security or Railroad Retirement benefits, but

would have been eligible for benefits had you fully participated in either program.

You must work a minimum of 40 quarters with Social Security coverage to be eligible to receive Social Security
benefits. If you worked the required amount of time but contributed to Social Security for less than 40 quarters,
you cannot receive Social Security benefits and may be eligible for the special exclusion. Since most people will
receive Social Security or Railroad Retirement benefits, relatively few people are eligible for the special exclusion.

If you contributed to the Social Security or Railroad Retirement funds so that you would be eligible to receive
Social Security or Railroad Retirement benefits, you are not eligible for the special exclusion, regardless of
whether you are actually collecting any benefits. Also, if you file a joint return and one spouse is covered by either
the Social Security or the Railroad Retirement program, neither spouse can claim the special exclusion.

If you are eligible for the special exclusion, you can use one of these amounts depending on your filing status:

$6,000 Married/CU couple, filing joint return; Head of household; Qualifying widow(er)/Surviving CU
partner

$3,000 Single; Married/CU partner, filing separate return
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The special exclusion is also claimed on the Other Retirement Income Exclusion line on the return (line 28b, Form
NJ-1040 or line 28b, columns A and B, Form NJ-1040NR). You must add the special exclusion amount to any
amount of unclaimed pension exclusion to arrive at the total for line 28b.

Example

Spouse #1 (age 65) and spouse #2 (age 62) are married and file a joint return. Their combined total income is
$87,000. Their combined taxable pension income is $59,000, joint interest is $6,000, and they have gambling
winnings of $20,000, and dividends of $2,000. They had no wages, business profits, partnership, or S corporation
income. They are not covered by either the Social Security or Railroad Retirement program, but they would have
been eligible if they had been enrolled in either plan.

Maximum Pension Exclusion $100,000
Less: Pension Exclusion claimed $59,000
Unused Pension Exclusion $41,000
ORIE — Unclaimed Pension Exclusion $41,000
ORIE - Special Exclusion $ 6,000
Total ORIE $47,000

The couple is eligible to exclude the full amount of their taxable pension income of $59,000, as well as claim the
unclaimed pension exclusion because their total earned income was less than $3,000. Since neither of them
receive Social Security or Railroad Retirement Benefits, even though they would have been eligible had they
enrolled in either plan, the Browns also are eligible for the $6,000 special exclusion. They will report that amount
on the other retirement income exclusion line (line 28b, Form NJ-1040 or line 28b, columns A and B, Form NJ-
1040NR).

Example
A married couple are both 83 years old and file a joint return. They report combined total income of $154,000.

Their combined taxable pension and annuity income is $146,000, joint interest is $6,000, and dividends are
$2,000. They are not covered by either the Social Security or Railroad Retirement program, but they would have
been eligible if they had been enrolled in either plan.

Maximum Pension Exclusion $ 0
Less: Pension Exclusion claimed $ 0
Unused Pension Exclusion $ 0
ORIE — Unclaimed Pension Exclusion $ 0
ORIE - Special Exclusion $ 6,000
Total ORIE $ 6,000
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They do not qualify for the pension exclusion or the unclaimed pension exclusion because their combined total
income is more than $150,000. However, they are eligible for the $6,000 special exclusion and will report that
amount on the other retirement income exclusion line (line 28b, Form NJ-1040 or line 28b, columns A and B,
Form NJ-T1040NR).

Example
A taxpayer is single and over age 65. They contributed to the Social Security program for over 30 years, but have

chosen to delay receiving Social Security benefits until age 70.

They do not qualify for the special exclusion because they contributed to the Social Security fund so that they
would be eligible to receive Social Security, despite the fact that they are not actually collecting any benefits now.

Other Retirement Income Exclusion Worksheet

If you and/or your spouse are 62 or older on December 31, you can calculate the total exclusion amount you are
eligible to claim. Go to the line on your tax return labeled Other Retirement Income Exclusion (line 28b, Form NJ-
1040 or line 28b, columns A and B, Form NJ-1040NR), complete Worksheet D (full-year residents), Worksheet E
(part-year residents), or the Other Retirement Income Exclusion Worksheet (nonresidents). Only complete the
worksheet if you (or your spouse if you are filing a joint return) are 62 or older.

Part-Year Residents. If you were a New Jersey resident for only part of the year, do not complete Worksheet D,
Other Retirement Income Exclusion. Instead, complete Worksheet E, Other Retirement Income Exclusion — Part-
Year Residents to determine the total exclusion amount you are eligible to claim. You may be able to use the
unclaimed pension exclusion if you and/or your spouse are 62 or older and your earned income for the entire
year is $3,000 or less and you did not use your entire prorated pension exclusion. (See line 28b on Form NJ-1040
or NJ-1040NR.) You can only claim it if your total income (combined income if filing jointly) for the year is
$150,000 or less before subtracting any pension exclusion.

If you (and your spouse if filing jointly) are eligible for the special exclusion, you can claim the additional
exclusion amount whether or not you used all of your prorated pension exclusion. For more information, see
Part-Year Residents.
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Example

A taxpayer is single and 66 years old. They receive an annuity of $8,000, which is fully taxable, and claim $8,000
as pension exclusion. They cannot receive Social Security, but would have been eligible for benefits if the program
had covered them. Their other income includes: $12,108 taxable interest, $2,981 dividends, $9,500 from the sale

of stock, $14,000 net rental income, and $22,142 gambling winnings. The taxpayer completes Worksheet D as
follows:

Worksheet D
Other Retirement Income Exclusion
Age Requirement: 62 or older
Part-year residents do not complete this worksheet. (See instructions on page 20.)
L inoome on line 27, WI-1040 MORE than $150, 0007
=== Yes, Yom are not alizible to use any wmclaimed pormon of your mavinomn exchsion
Nake no entry on line 28h mless yon ars eligible for the Special Exchosion (s bealow).

ame Mo, Continne with line 1.

. Enter the amount from line 288, WI-1080 oo 2 SB,000
3. Sobiract1ime 2 SOMEDE 1 oo e emene 3. 9012000
Is the amomt on line 3 MORE than 507
- Yoz Continne with line 4
= Mo. You do not have aoy wmsed exchision amowmt Make no enfry on line 28b mmless you
are eligitle for the Spedial Exchsion (ses below).
8 Addlimes4. 5 6.oand7 ..

Is the amowmnt on line 3 MORE than $3 0007
o> Wes, You are not elizible 1o use the umclaimed porton of your maxinnom exchsion.
Make no entry on line 28b mless yon are eligible for the Special Exchosion (see below).

e 1o, Confinne with line &
9. Unclaimed Exclusion. Enter the amount from line 3. Also inchude this smenmt on line 285, NI-1040 9. $67.000

Joint filers: If only one spouse is §2 or older, only the ncome of that sponse can be excluded
Special Exclnsion. If you (and your spouse if filing jointly) will never be able to receive Soctal Seourity or Bailread Fetiverment
benefits because your employer did not paridpate in either program. yon may qualify for this exchosion. See GIT-1 & 2, Renne-
mignt Jncome, bafore entering an amount on line 28,

[R=]

e

(=

S

Maximum Exclusion

Income on lime 27:
Filing Statms: F0 — 100,000 S100,001 — $125000  F125 001 — 3150,000
Mamied T couple, filing joinf refum 5100000 5020 of line 27 25% of line 27
Singla
Head of household §$75,000 37.5% of line 27 18.75% of line 27
Califying widcra{er) surviving CUT parmer
Mamied T parmer, filimg separate remm $50,000 25% of line 27 12.5% of lina 27
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Retlrement Income

Understanding Income Tax

The income section of the New Jersey resident return looks like this:

15. \Wages, salaries, tips, and other employee compensafion (State wages from m E E m
Box 16 of enclosed W-2(s)) (See instructions) . - SR L X

16a. Taxable interest income (Enclose federal Schedule B |f over 5‘1 500) m - - -
(See instructions) .. . 16a. . . . . E E E ﬂ

16b. Tax-exempt interest income (Enclose schedule] Dmm
(See instructions) Do not include on line 16a........oooveeeeeeeee

18. Met pmﬁls from husmess (S::hedule NJ BUS 1 Par1 I |II'IE! 4) mm Em
(Enclose federal Schedule C). . e 18 1 ! 1
19. Net gains or income from disposition of property (Schedule NJ-DOPR, line 4)...._.... 19. EI]EI:IE

20a. Taxable pension, annuity, and IRA distributionsiwithdrawals (See instructions) .....20a Elj -

20b. Excludable pension, annuity, and IRA distributionsiwithdrawals (See insir) 20b.

21. Distributive Share of Partnership Income (Schedule NJ-BUS-1, Part Il, line 4) mm Em
(Enclose Schedule NMJK-1 or federal Schedule K-1) .. s 1

22. Net pro rata share of S Corporation Income {Schedule NJ-BUS- 1 Part III Jline. 4) mm Em
(Enclose Schedule NJ-K-1 or federal Schedule K-1) ... SRR~ .

23. Met gains or income from rents, royalties, patents, and copyngm:s mm
(Schedule NJ-BUS-1, Part IV, iNE 4} ..o et ee e esene e eee 23

24 Net gambling winnings {See instructions) .24 m . E E

25. Alimony and separate maintenance payments received..........ccccoceeveveveeceeeee. 280 EI]EI:I] EI:DEI]

27. Total Income {(Add lines 15, 16a, 17 through 20a, and 21 through 26) ........... 27. E .

28a. Pension/Retirement Exclusion (See instructions) _. m m E E E
28b. Other Retirement Income Exclusion (See Womsheet D and
instructions pages 20-21) e 28D ﬂ ﬂ ﬂ ﬂ
28c. Total Exclusion Amount (Add lines 28a and 28b) . USSR | o
29. New Jersey Gross Income (Subtract line 28¢ ﬁ'om ine 2?’)

The taxpayer dlid not claim the maximum pension exclusion amount for their filing status ($75,000). They used
only $8000 as pension exclusion. However, they can use the unclaimed $67,000 other retirement income
exclusion because their earned income (line 5 of worksheet) is less than $3,000. They also are eligible to claim
the $3 000 special exclusion for a total other retirement income exclusion of $70,000.
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e Retirement Income
- Understanding Income Tax
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TR
Example

Two taxpayers are both over age 65. They are married and file a joint return. They are not covered by either the
Social Security or Railroad Retirement program, but they would have been eligible for benefits if they had been
enrolled in either plan. Their income consists of $8,200 taxable interest, $19,000 pension income ($11,000 taxable
and $8,000 excludable using the General Rule Method), $1,500 partnership income, and a $145,000 net gain from
the sale of their vacation home. They complete Worksheet D as follows:

Worksheet D
QOther Retirement Income Exclusion

Age Requirement: 62 or older
Part-year residents do not complete this worksheet. (See instructions on page 20.)

I: income on line 27, H1-1040 MORE than $150,0007

4 Tes. You are not eligtble to use any unclaimed portion of your maximum exclusion.
Mske no entry on line 28k unless you are eligible for the Special Exclusion (see below).

<> Mo. Continue with line 1.
1. Enter the amount of your maximum exclusion wsing the chart balow ..o L
. Enter the amount from line 283, MJ-1040..
. Sobtract Hme 2 omn HIe 1 e cece e mms e e s eme e e sr e es e ere

Iz the amount on line 3 MORE than 507
«—2 Yes. Continue with line 4.

<= No. You do not have any ummsed exchosion amount. Make no eniry on line 28b unless you
are aligible for the Special Exclosion (see below).

[

(Y]

4. Enter the amount from line 15, NI-1040 ..
5. Enter the amount from line LB, MI-L00 oo e e e e

§. Enter the amount from line 21, MT-L00 oo e e een e B
7. Enter the amount from lne 32, W10 oo et e can b s e e eeen T

Is the amount on line & MORE than 33,0007
<> Yes. You are not eligible to use the unclaimed portion of your maximum exchosion
Maske no entry on line 28k unless you are eligible for the Special Exclusion (see below).
<= No. Continue with line 9.
9. Unclaimed Exclusion. Enter the amount from line 3. Also inchide this amount on line 280, NI-1040 ... o
Juoint filers: If only one sponse is §2 or oldar, only the income of that spouse can be exclodad.
Special Exclusion. If you (and your spouse if filing jointly) will mever be able to receive Social Secarity or Failroad Fetrement
benefits becase your employer did not participate in either program. you may qualify for this exclusion See GIT-1 & 2 Refire-
mént Income, before entering an amount on line 28b.

Maximum Exclusion

Income on line 27:
Filing Statws: 0 — $100,000 3100001 — $125,000  3125,001 — £150,000
Mamied'CU couple, filing joint retum $100.000 50% of line 27 25% of lina 27
Single
Head of housshold F75,000 37.5% of line 27 18.75% of line 27
Qrualifying widew(er) surviving CUJ parmer
Mamed'CU parmer, filing separate refurn 350,000 25% of line 27 12.5% of line 27
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Retirement Income

Understanding Income Tax

The couple cannot claim the unclaimed pension exclusion because their combined total income is more than
$150000. However, they are eligible to claim a special exclusion of the other retirement income exclusion. That
is because even though they do not receive Social Security or Railroad Retirement benefits, they would have
been eligible had their employers participated in either program. They can claim $6,000 since they are married,
filing jointly.

They complete the income section of their New Jersey resident return like this:

15. Wages, salaries, tips, and other employee compensation (State wages from | l ” I l " I I ]ED
Box 16 of enclosed W-2(s)) (See instructions) ............ccooiieoieoieiieciccceecee e 15. .

6a. Taxable i i Enclose fi Schedule B if $1,500
O e ———— 1 e LA LI Jelf2f0fo]jo]o]

16b. Tax-exewl lf\teres( income (Enclose Schedule) D I:l:[:] I I I l l I I

(See instructions) Do not include on line 16a............................. 16b. ! .
T DGO, ... oo oo mentorysaest eSSy e i Se e oSy S g o 17. LL.ILL.I—” l l “ l I
Gl oo bR gt e N w LLILL X I T Y I
19. Net gains or Income from disposition of property (Schedule NJ-DOP, line 4) ......... 19. |_L.I [ll:E [_0_121_0_“_011]
20a. Taxable pension, annuity, and IRA distributions/withdrawals (See instructions).....20a. D] L.I_‘E Lﬂﬁlﬂ.”il_o_]
20b. Excludaple pension, annuity, apd IRA distributions/withdrawals .............. : .20b. D [ 0 l 0 [ 0 ][ 0 l 0 ]

" {emons Schocte N1 o fdaratScnes K)-eoererrerez2. AL LT T LT ]
Sl NIBUS, Pt .l ) e o » LIILLLILTLIT]
24. Net gambling winnings (See INSUCHONS) ..........ooiiiriiri e eeeeeeaans 24. [—l—“ l l._“ l l ” l I
25. Alimony and separate maintenance payments received................ccccoceeiiriueeannn. 25. I l ”_l I_“ l l ]I l I
26. Other (Enclose documents) (See InStructions).............coouoiioeeoinicicecee e eeaeee 26. I—]—] E[ ' ] EED [:D
27. Total Income (Add lines 15, 16a, 17 through 20a, and 21 through 26) ................... L—L] [_rLJ[ 7 [O [0 ]I 0 l 0 l
Wi/ i [ B

ot =, i s 2. L1 Tel[ofoTollofo]
28c. Total Exciusion Amount (Add lines 28a and 28b) e 28c. MLO_LO_]
29. (Nse:; .‘lnosr::zt ig:‘-;ss Income (Subtract line 28¢ from line 27) - r—l'—‘l [Il?m mﬂﬂ I_O"I'O—I
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Example

Two taxpayers are both 70 years old and file a joint return. Their combined income consists of $19,806 in Social
Security benefits, $26,039 of taxable interest, $5,000 of tax-exempt interest, $20,987 in taxable dividends, $5,600
in gambling winnings, $1,500 in partnership income, $1,000 in net pro rata share of S corporation income, and
$28,607 of rental income. Neither spouse receives a pension. They complete Worksheet D as follows:

Worksheet D
Other Retirement Income Exclusion

Age Requirement: 62 or older
Part-year residents do not complete this worksheet. (See instructions on page 20.)

Iz income on line 27, NI-1040 MORE than $150,0087
=== Yes. You are not eligible to use aoy unclaimed portion of your maximom exchasion
Make no entry on line 28b unless you are elizihle for the Special Exchusion (see below).
e Mo, Cootime with line 1.

1. Enter the amount of your maximum exclusion using the chartbelow 1 S100,000
2 Enterthe amount from line 28a, WI-1040. 2. 80
3. Submactline ? fromlime 1 3 S100.000
Is the amoant on line 3 MORE than $07
ol Yoz Continos with line £
«==>Mo. You do not have amy wmrsed exclosion amount. Make po eniry oo line 28% unless you
are eligible for the Special Exchision (see below).

4 Enter the amount from Jime 15, WI-1040 A
5. Enter the amount from fine 18, WT-10$0 5
5. Enter the amount from lime 21, WI-1040 o f. 1300
7. Enter the amount from line 23, NMI-1040 7. SLO0D
8 Addlines4, 5. 6 and7 e 8. 32,500

Is the amount on line & MORE than $3,0007
== Yes. Vou are not eligible to uzs the unclaimed porton of your maximom exchision
Make no entry on line 28b unless you are elizihle for the Special Exchusion (see below).
e Mo, Coptime with line &
2. Unclammed Excluston. Enter the amounnt from line 3. Alse include this amount on line 28h, NI-1040 ... & '.&I{H],{H:H]
Joint filers: If only ons spouse is §2 or older, enly the income of that spouse can be excluded.
Special Excluzion. If you (and your spouss if filing jeintdy) will mever be able to receive Sodal Seournty or Bailroad thireinent
henefits because your emplover did not participate in either program, you may qualify for this exclusion. Ses GIT-1 & I, Rerre-
ment fncome, before enfering an amount on lins 185,

Maximum Exclusion

Income on line 27:

Filing Status: $0 — $100,000 $100,001 — $125,000  $125,001 — $150,000
Married/CU couple, filing joint return $100,000 50% of line 27 25% of line 27
Single

Head of household $75.000 37.5% of line 27 18.75% of line 27

Qualifying widow(er)/surviving CU partner

Married/CU partner. filing separate return $£50,000 25% of line 27 12.5% of line 27
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Retirement Income

Understanding Income Tax

Because they receive Social Security benefits, they are not eligible to claim the special exclusion. They complete
the income section of their New Jersey resident return like this:

15. Wages, salaries, tips, and other employee compensation (State wages from m E Em
Box 16 Df en clo\s!ed W-2(5)) (See instructions) 15.

O e o) S“”e"”'f*f_f_‘f'f‘_*ffff"“’ e LI T2le][ofaTs]foJo]

" féifmél'ﬁiﬁ Hone Cose el I:IEEIB 0 l’l olfo. EI

18. Net pmﬁts from husmess (Schedule NJ BUS 1 Part I Fne 4] m E Em
(Enclose federal Schedule C). ... 1B i :

19. MNet gains or income from disposition of property (Schedule NJ-DOF, line 4) ........ 19. EI]EI:I]EI:I]EI]

20a. Taxable pension, annuity, and IRA distiibutions/withdrawals (See instructions) .....20a. mmmm

20b. E;cln_fdd:_)le pension, annuity, m_d IRA distributionsfwithdrawals (See instr_} 20h. DEI:I]EI:DEI]

2" ncoss Senea . o fodertsemate 11y o2t Ll LA 2] [5 ] ol o] [o] 0]

i e o coeten reome e s patine s ] 2] [eTe ol o]

2. Yot e o e obes s ndcopris [ || zLs (e[ o 7][o]o]

24 Net gambling winnings (See instructions) ... ... 24 m
EEEI HEEEE

25, Alimony and separate maintenance payments received ... ... 250 EI]

27. Total Income (Add lines 15, 16a, 17 through 20a, and 21 through 26) . 27. E
28a. Pension/Retirement Exclusion (See instructions) ... EI:DEI:I]EI]
28b. Other Retirement Income Exclusion (See Worksheet D and --
instructions pages 20-21) .. enn 281 . E E E E E E E
28c. Total Exclusion Amount (Add lines 28a and 28b) . reeeereennnn 2BC.
2 e s oross ncome (St ne 2o ine ) EEEIEEEIEEEIEEI
[ T=T= g0l Loty Y. |
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Example

Spouse #1 (age 66) and spouse #2 (age 63) live in Nyack, New York. They are married and file a joint return.
Spouse #1 is retired and received Social Security benefits of $12,478 and taxable annuity income of $13,624. They
also received $4,600 of taxable interest, $7,100 in dividends, and a $52,500 net gain from the sale of New Jersey
real estate. Spouse#2 earned $2,836 of wages in New Jersey. They complete the Other Retirement Income
Exclusion Worksheet as follows:

Worksheet D
Other Retirement Income Exclusion
Age Requirement: 62 or older
Part-year idents do not this (Seei jons on page 22.)

Is income on line 27, column A, NJ-1040NR MORE than $150,000?
< Yes. You are not eligible to use any unclaimed portion of your maximum exclusion
Make no entry on line 28b, columns A and B unless you are eligible for the
Special Exclusion (see below).
o No. Continue with line 1.

1. Enter the amount of your maximum exclusion using the chart below ..............cc.ccoiiiiiicniiniceee 1. $100,000
2. Enter the amount from line 28a, NJ-1040NR ..............cc.c..... s o T 2. $ 13624
3 Stibtract e 2 Tronmy e 4z i i L R L R S R B R I 3. $86,376

Is the amount on line 3 MORE than $0?

«m» Yes. Continue with line 4.

<> No. You do not have any unused exclusion amount. Make no entry on line 28b,
columns A and B unless you are eligible for the Special Exclusion (see below).

4. Enter the amount from line 15, €ol. A, NJ-1080NR .......c.coocoooceooerorsoesoeseeseeesees et 4.5 28%
5. Enter the amount from line 18, col. A, NJ-1040NR _..
6. Enter the amount from line 23, col. A, NJ-T040NR ... e emne e
7. Enter the amount from line 24, col. A, NJ-1040NR ... Z.
B A IR 4, D, 0 A i R o S S R S s s 8. $ 2836

Is the amount on line 8 MORE than $3,0007
< Yes. You are not eligible to use the unclaimed portion of your maximum exclusion.
Make no entry on line 28b, columns A and B unless you are eligible for the
Special Exclusion (see below).
«m» No. Continue with line 9.
9. Unclaimed Pension Exclusion. Enter the amount from line 3. Also include this amount
on line 28b, column A and column B, NJ-1040NR ...t 9.
Joint filers: If only one spouse is 62 or older, only the income of that spouse can be excluded.

Special Exclusion. If you (and your spouse if filing jointly) will never be able to receive Social Security or Railroad
Retirement benefits because your employer did not participate in either program, you may qualify for this exclusion.
See GIT-1 & 2, Retirement Income, before entering an amount on line 28b.

Maximum Exclusion

Income on line 27, column A:

Filing Status: $0 - $100,000 $100,001 - $125,000  $125,001 ~- $150,000
Married/CU couple, filing joint return $100,000 50% of line 27, col. A 25% of line 27, col. A
Single
Head of household $75,000 37.5% of line 27, col. A | 18.75% of line 27, col. A
Qualifying widow(er)/surviving CU partner
Married/CU partner, filing separate return $50,000 25% of line 27, col. A | 12.5% of line 27, col. A

(Keep for your records)
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Retirement Income
: Understanding Income Tax

The couple did not claim the maximum pension exclusion amount for their filing status ($100,000). They used
only $13624 as pension exclusion. However, they can use the unclaimed $86,376 other retirement income
exclusion because their earned income (line 5 of worksheet) is less than $3,000.

They complete lines 15-29 on pages 1 & 2 and Part I on page 4 of their New Jersey nonresident return as follows:

Form NJ-1040NR (Pages 1 & 2)

) ) State {(Column A) (Column B)
Driver's License # I I I I I I I I I I I I I I | |_ —l Amount of Gross Income Amount From New Jersey

{Vokmtary) (Everywhere) Sources
15 Wages, salaries, tips, and other employee compensation

Check box if you completed lines 69 through 75 O .o 15. 2,836 15. 2.836
6. IMETEST. .- eeeeeeee et eeeeeeeee e 16. 4,600 16.
AT DIVIDRIIES ..o e ee e ee oo es e e ees e 17. 7.100 17.
18. Net profits from business (Schedule NJ-BUS-1, Part |, line d) ... 18. 18.
19. Net gains or income from disposition of property (From line 68)...__ 19, 22,500 19. 52,500
20. Net gains or income from rents, royalties, patents, and copyrights (Schedule

NJ-BUS-1, Part 1L, line ) 20.

21. Net gambling winnings (See INSUCHONS) ..o oo oo 21.

22. Taxable pensions, annuities, and IRA distributions/withdrawals...................... 22 1 3,624
23 Distributive Share of Partnership Income (Schedule NJ-BUS-1,

20
21
Part L, e ) e e o e e 23 23.
24,

24. Net pro rata share of S Corporation Income (Schedule NJ-BUS-1, Part IV,

O &) 24
25 Alimony and separate maintenance payments received ... 25.
26. Other — State Nature and Source ________________ 26. 26.
27. Total Income (Add lines 15 through 26) oo 27 80,660 27. 55,336
28a. Pension/Retirement Exclusion (See INStructions) oo 28a. 13,624 _
28b. Other Retirement Income Exclusion (See Worksheet and
Instrutions) 28b. 86,376 28b. 86,376
28c. Total Exclusion Amount (Add line 28a and line 28b). 28¢. 100,000 28¢. 100,000
29 Gross Income (Subtract line 28¢ from ling 27) e e 29. 29.
GIT-1 &2
January 2026
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Retirement Income
: Understanding Income Tax
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“_ o) “
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(Page 4)
Net Gains or Income From List the net gains or income, less net loss, derived from the sale, exchange, or other
Disposition of Property disposition of property including real or personal whether tangible or intangible as reported
on federal Schedule D.
(b) Date (e) Cost or other
a) Kind of property and description ' (c) Date s0ld | 4y Gross sales price | 2SS as adjusted (f) Gain or (loss)
(a) property P aquired (Mo., day, yr.) (@ . (see instructions) (d less &)
(Mo, day, yr.)
and expense of sale
65. Six-acre lot in Park Ridge, NJ |3/11/2009 |11/18/2024 112,500 £0.000 52,500
B6. Capital Gains DSt N 66.
L gLl L A T O 67.
68. Net Gains (Add lines 65, 66, and 67) (Enter here and on line 19) (If loss, enter ZEro) .o G8. 5235[][]

Survivors and Beneficiaries: Pension, Annuity, and IRA

In general, pension, annuity, and IRA income received by a survivor or beneficiary is treated the same way as
regular pension, annuity, or IRA income. Amounts received, whether in the form of periodic payments or in a
lump sum, are taxable if they exceed the decedent’s previously taxed contributions to the plan. Upon the death
of the owner of the pension, annuity, or IRA, the amount paid to the surviving beneficiary is taxable if it exceeds
the surviving beneficiary’s contribution to the plan. The surviving beneficiary’s contribution is determined as
follows:

1. When the distribution to the surviving beneficiary is subject to the New Jersey Inheritance Tax,* the
contribution of the surviving beneficiary is the value of the annuity, pension, or retirement benefits as
determined for Inheritance Tax purposes. The recipient can exclude from Income Tax the amount that
represents the contribution, which is the value determined for Transfer Inheritance Tax purposes. Consult
the Tax Guide on being an Executor for more details.

2. When the beneficiary receives benefits that are not subject to Inheritance Tax, they are entitled to exclude
from income the remaining previously taxed contributions of the decedent. If the decedent's
contributions to the plan have already been recovered, all pension income the beneficiary receives is
taxable and must be included in income.

*Contact the Division’s Inheritance Tax Section at (609) 292-5033 for more information.
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https://www.state.nj.us/treasury/taxation/documents/pdf/guides/General-%20Guide-to-Being-an-Executor.pdf
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Connect With Us.

Email your State tax questions;

P A

» &

¥

Visit a Regional Information Center;
Call (609) 292-6400;
Subscribe to our NJ Tax Alert E-News;

Follow us on:

£ > X O)lin]

The forms and amounts referred to in this Bulletin are for Tax Year 2025. This document is designed to provide
guidance to taxpayers and is accurate as of the date issued.

Any reference in this publication to a spouse also refers to a spouse who entered into a valid same-sex marriage
in another state or foreign nation and a partner in a civil union (CU) recognized under New Jersey law.
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https://www.state.nj.us/treasury/assets/contact/taxation/contact-taxation.shtml
https://www.state.nj.us/treasury/taxation/contact.shtml
https://www.state.nj.us/treasury/taxation/organization/ts-customer.shtml
https://www.state.nj.us/treasury/taxation/listservice.shtml
http://www.state.nj.us/treasury/taxation/civilunionact.shtml
https://www.facebook.com/njtaxation
https://www.youtube.com/channel/UCtN4NzI6i32MmP8Z2pdlD4Q
https://twitter.com/nj_taxation
https://www.instagram.com/nj_taxation/
https://www.linkedin.com/company/njtaxation

