
TAX NOTES

RETIREMENT PLAN COLAs

The IRS announced 2006 cost-of-living adjust-
ments (COLAs) for retirement plans.  Many of
the limits that apply to pension and other
retirement plans will be increased, some
because of COLA adjustments, others because
of statutory changes made by the Economic
Growth and Tax Relief Reconciliation Act of
2001.

Increased Limits for 2006

The following plan limits are increased for inflation
effective January 1, 2006:

Å Defined benefit plans. The limitation on the
annual benefit under a defined benefit plan
increases from $170,000 to $175,000. 

Å Defined contribution plans. The limit on
annual additions to a participant's defined
contribution increases from $42,000 to $44,000.

Å Annual compensation limit. The maximum
amount of annual compensation that can be
taken into account for various qualified plan
purposes increases from $210,000 to $220,000.

Å ESOP five-year distribution period. The
dollar amount for determining the maximum
account balance in an ESOP subject to a five-
year distribution period increases from $850,000
to $885,000, while the dollar amount used to
determine the lengthening of the five-year
distribution period increases from $170,000 to
$175,000.

Å Elective deferrals. The limit on the exclusion
for elective deferrals which applies to 401(k)
plans, 403(b) annuities, SEPs, and the federal
government's Thrift Savings Plan, increases
from $14,000 to $15,000.

Å Catch-up contributions for those age 50 or
over.   The dollar limit for catch-up contributions
to an applicable employer plan for individuals
aged 50 or over increases from $4,000 to
$5,000.  For SIMPLE Code Sec. 401(k) or
SIMPLE plans, the catch-up amount for
individuals aged 50 or over increases from
$2,000 to $2,500.

Unchanged Limits

The following limits are unchanged: 

Å SIMPLE salary deferral. The maximum
amount of compensation an employee may
elect to defer for a SIMPLE plan remains at
$10,000.

Å SEP compensation qualification.  The amount
of annual compensation above which an
employee who meets other requirements must
earn to be able to participate in an employer's
SEP plan remains at $450.

STANDARD MILEAGE RATE

The IRS announced that the optional standard
mileage rate drops 4 cents to 44.5 cents per mile
for all business miles driven after 2005, down from
48.5 cents for the last four months of 2005.  The
rate for computing deductible medical or moving
expenses after 2005 drops to 18 cents per mile,
down from 22 cents per mile for the last four
months of 2005. 

Death and taxes are unsolved engineering
problems.
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Items in this publication should not be considered official
statements of position, nor advice for individuals or
organizations without consulting a tax advisor.  Pursuant to
Treasury Regulations, any U.S. Federal tax advice contained
in this communication, unless otherwise stated, is not intended,
and cannot be used, for the purpose of avoiding tax-related
penalties.  For more information, contact Howard Pell or Leo
Parmegiani.
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