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SOCIAL SECURITY BENEFIT DISTRIBUTION RULES

Age 62: Earliest age to receive Social Security Benefits w/25%

reduction.

« Age 66: Full Social Security Benefits.

« Age 70: Maximized Social Security Benefits increased by 32%.

« Worker’s spouse entitled to 50% of full retirement benefits at
age 66.

« Plan: Worker applies for benefits, at age 66 spouse applies and
gets 50% of worker’s benefits; worker elects to stop taking
benefits. At age 70, spouse gets maximized benefits on own
record.

« Divorce: Spouse and Worker married for at least 10 years,
worker is at least 66, spouse at least 62, spouse entitled to 50%
of benefits if Worker entitled to Social Security.

« Maedicare eligibility begins at age 65.
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DISTINCTIONS BETWEEN ERISA PLANS and TAX QUALIFIED

PLANS

e The Employee Retirement Income Security Act of 1974 sets
minimum standards for retirement, health and life insurance
plans in private industry.

® Most ERISA retirement plans have “REA” (Retirement Equity Act of 1984)
requirements to provide spousal benefits.

® Tax qualified plans allow income tax deductions for contributions made to
them. Not all Tax-qualified plans are ERISA plans.

® 401(a), 401(k), defined benefit and defined contribution plans, SEP-IRAs,

SIMPLE IRAs and some 403(b) plans are ERISA plans.

® Traditional and ROTH IRAs are tax-qualified but not ERISA plans, unless

associated with SEP or SIMPLE plans.

SEP and SIMPLE IRAs

e Employer (but not employees) are required to make contributions to SEP-
IRAs which are traditional IRAs owned by the employees. Created under

Code §408(K).
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® SIMPLE IRAs annually require employers to contribute either up to a 3%
matching contribution or a 2% nonelective contribution for each eligible

employee. Created under Code §408(p).

e Distribution rules for SEPs and SIMPLEs generally same as
Traditional IRAs, but penalty for early distribution is 25% within
first 2 years.

e Contributions to SEPS or SIMPLEs affect ability of worker to make

contributions to personal IRAs.
TRADITIONAL VERSUS ROTH IRAs

e Traditional IRA may be created and contributions made and
deducted until the IRA owner reaches age 70-1/2.

¢ Distributions from traditional IRAs must begin at age 70-1/2 and
are taxed as ordinary income.

e “Inherited IRAs” received by the beneficiary(ies) of deceased
owner. Distributions are taxed when received.

e ROTH IRAs have no limits to when they may be created and

contributions made. Contributions are not tax-deductible.
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e “Qualified Distributions” from ROTH IRAs: 5 years after initial
contribution and 1. On or after owner reaches 59-1/2;
2. After owner’s death;

3. are attributable to owner’s total
disability; or

4. as distribution of up to $10,000 for et
home purchase.

5 year period begins on 1/1 of 1°*' year a ROTH contribution is

made to any of owner’s ROTH IRAs except inherited ROTH IRAs.
MINIMUM REQUIRED DISTRIBUTION (“MRD”) RULES

During Lifetime of Participant

MRD in any year is determined by dividing account balance of last
Valuation date of previous year by factor from “Uniform Table”

for participant’s age on birthday in current distribution year.

Applicable Distribution Period (“ADP”) period during which
benefit may be distributed.

Required Beginning Date

Generally April 1 of year following year in which participant

attains age 70-1/2.

Participant of qualified plan who is not 5% owner is generally April

1 of year following year participant retires.
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First Distribution Year

e Generally year in which participant attains age 70-1/2 (RBD).

e For qualified plan, non-5% owner: later of year in which
participant attains age 70-1/2 or retires.

e RBD occurs in 2" distribution year.

e MRD of 1* distribution year may be made up to April 1 of 2"
distribution year.

e 2 distributions must be made if MRD is not taken until April 1 of
2" year: 1% distribution: Aprill; 2™ distribution: December 31 of
same year.

Uniform Table

» Contains factors showing the joint, recalculated (each year) life
expectancy of participant and another individual 10 years
younger.

Spouse is More than 10 years younger than Participant

e |f spouse more than 10 years younger than Participant, and
spouse is sole beneficiary of plan for entire year, use factor set
forth in Joint and Last Survivor Life Expectancy Table, recalculated
each year.

e If spouse dies or is divorced during year, may still use Joint Table
unless Participant remarries or designates new spouse during

year.
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DISTRIBUTIONS AFTER PARTCIPANT’S DEATH

Death before RBD

e Generally, all benefits must be distributed by December 31 of the
year that contains 5" anniversary of date of Participant’s death.

¢ If non-spouse individual named beneficiary in beneficiary
designation form or plan itself, distributions commencing by
December 31 of year after Participant’s death may be made over
beneficiary’s life expectancy from Single Life Expectancy Table,
non-recalculated each year.

e Distribution Factor for first distribution year determined by age of
designated beneficiary on birthday in year AFTER Participant’s
death. Divide account balance at end of year of Participant’s
death by Factor. Thereafter original factor minus 1 for each year
divided into account balance of previous year.

Death After RBD

No Designated Beneficiary

e Distributions made over Participant’s remaining life expectancy,
no recalculation :

e MRD calculated by dividing prior year’s account balance by factor
determined by participant’s age on birthday in year of death,

reduced by 1 for each year thereafter.
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With Individual Designated Beneficiary

e Over longer of Participant’s remaining life expectancy or
Beneficiary’s remaining life expectancy, with no recalculation,
unless designated beneficiary is surviving spouse, using Single Life

Expectancy Table.
SURVIVING SPOUSE AS DESIGNATED BENEFICIARY

Participant’s Death Before RBD

e Spouse may defer post-death distributions until 12/31 of year in
which participant would have attained age 70-1/2.

e MRD calculated by dividing prior year’s account balance by factor
based on spouse’s age on birthday in year Participant would have
attained age 70-1/2 from Single Life Expectancy Table. Next
years, recalculate using spouse’s age on birthday in each
succeeding year.

e If spouse dies before distributions to spouse are required to
commence, use same “5 year” rule as if spouse were the
Participant if spouse had not named designated beneficiary.

e If spouse had named designated beneficiary before distributions
to spouse were required to commence, distributions may be
made over the designated beneficiary’s life expectancy with 1%

distribution by 12/31 of year following spouse’s death.
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Spouse Dies after Distributions to Spouse have Begun

e MRDs after spouse’s death are calculated using the spouse’s
remaining life expectancy using the factor corresponding with
spouse’s age on birthday in year of spouse’s death, reduced by 1
for each succeeding year.

Participant’s Death after RBD

e If spouse designated beneficiary, MRDs made over spouse’s
remaining life expectancy from Single Life Table, recalculated
based on spouse’s birthday in each distribution year.

e After spouse’s death, no recalculation: reduce factor by 1 each
year after spouse’s death.

Spousal Rollovers

e Until 2007, only a participant’s surviving spouse could rollover
from a deceased participant’s qualified plan or IRA to her own IRA
or qualified plan (if permitted by the plan), or elect to treat
participant’s interest in IRA as spouse’s own IRA.

e Only spouse can defer distributions to spouse’s RBD, use Uniform
Table, recalculate, designate beneficiaries whose life expectancy
(oldest) may be used to measure distributions from inherited IRA

after spouse’s death.
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EARLY DISTRIBUTION PENALTIES (PRE 59-1/2
DISTRIBUTIONS)

e 10% penalty on distribution, as well as ordinary income tax
e Does not apply to non-spouse beneficiary of inherited IRA or if

spouse does not elect to be treated as owner of IRA.

Exceptions:

e Distributions that are “series of substantially equal periodic payments” (not
less frequently than annually).
3 Methods:

e “MRD”: Each year, divide prior years balance by factor from Uniform, Joint
Life or Single Life Expectancy Table.

e “Amortization”: Like self-amortizing level mortgage, using reasonable
interest rate and Uniform, Joint Life or Single Life Table.

e “Annuatization: Choose reasonable interest rate, single or joint life
expectancy, then divide account balance by annuity factor derived from
mortality table in Appendix B of Rev. Rul. 2002-62.

e Can switch from Amortization or Annuatization method to MRD method
after first year, otherwise if exception distribution modified without IRS
approval, qualification terminates to date pre-59-1/2 withdrawals began,
10% penalty and interest owed. No new “series of substantially equal
periodic payments may start until next calendar year.

e Other exceptions: death, permanent disability, after separation from
service and age 55 (from qualified plans), higher education and up to

$10,000 of first-time homebuyer expense (from IRAs).
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Appendix B

Mortality Table Used to Formulate the Single Life Table in

§ 1.401(a)(9)-9, Q&A-1

age Yx Ix age Ax Iy

0 0.001982 1000000 58 0.004736 941078
1 0.000802 998018 59 0.005101 936621
2 0.000433 997218 60 0.005509 931843
3 0.000337 996786 61 0.005975 926709
4 0.000284 996450 62 0.006512 921172
5 0.000248 996167 63 0.007137 915173
6 0.000221 995920 64 0.007854 908641
7 0.000201 995700 65 0.008670 901505
8 0.000222 995500 66 0.009591 893689
9 0.000241 995279 67 0.010620 885118
10 0.000259 995039 68 0.011778 875718
11 0.000277 994781 69 0.013072 865404
12 0.000292 994505 70 0.014519 854091
13 0.000306 994215 71 0.016139 841690
14 0.000318 993911 72 0.017950 828106
15 0.000331 993595 73 0.019958 813241
16 0.000344 993266 74 0.022198 797010
17 0.000359 992924 75 0.024699 779318
18 0.000375 992568 76 0.027484 760070
19 0.000392 992196 77 0.030682 739180
20 0.000411 991807 78 1 .0.034010 716574
21 0.000432 991399 79 0.037807 692203
22 0.000454 990971 80 0.042010 666033
23 0.000476 990521 81 0.046652 6380563
24 0.000501 990050 82 0.051766 608287
25 0.000524 989554 83 0.057392 576798
26 0.000547 989035 84 0.063583 543694
27 0.000567 988494 85 0.070397 509124
28 0.000584 987934 86 0.077892 473283
29 0.000598 987357 87 0.086124 436418
30 0.000608 986767 88 0.095238 398832
31 0.000615 986167 89 0.105068 360848
32 0.000619 985561 90 0.115518 322934
33 0.000622 984951 91 0.126487 285629
34 0.000625 984338 92 0.137876 249501
35 0.000629 983723 93 0.149419 215101
36 0.000636 983104 94 0.161176 182961
37 0.000657 982479 95 0.173067 163472
38 0.000696 081834 96 0.185008 126811
39 0.000749 981151 97 0.196920 103431
40 0.000818 980416 98 0.210337 83063.4
41 0.000904 979614 99 0.224861 65592.1
42 0.001007 978728 100 0.241017 50843.0
43 0.00113 977742 101 0.259334 38589.0
44 0.00127 976637 102 0.280356 28581.6
45 0.001426 975397 103 0.303142 20568.6
46 0.001697 974006 104 0.329482 14333.4




PENALTIES ON EARLY DISTRIBUTIONS FROM ROTH IRAs

e Pre-59-1/2 ROTH IRA distributions and earnings generally subject to same
10% penalty.

e Qualified distribution from ROTH excluded from gross income & penalty.

e Exceptions: conversions to ROTH IRAs (penalty applies to any income tax

withheld); series of substantially equal periodic payments.

PENALTIES FOR FAILING TO MAKE MINIMUM
DISTRIBUTIONS

Qualified Plans and Traditional IRAs

e 50% penalty on missed MRD.

e File Form 5329 and try to establish to IRS: missed distribution due to
“reasonable” error and steps are being taken to correct shortfall.

ROTH IRAs

e No MRD rules and no MRDs for ROTH owners and surviving spouses.

e Post-death non-distributions by non-spouse beneficiary subject to 50%
penalty to extent it exceeds amount contributed or converted to ROTH.

e |f ROTH IRA being distributed in series of substantially equal periodic
payments and payments modified within 5 years of first payment, prior to

owner attaining 59-1/2, 10% penalty applicable.
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TRANSFERS VERSUS ROLLOVER OF BENEFITS

Eligible Recipients

e Almost any type of retirement plan may be rolled over or rolled into.

e Eligible rollover distribution: any distribution from qualified plan or IRA,
EXCEPT: MRD; series of substantially equal periodic distributions paid at least
annually over life of participant, participant and beneficiary, period of 10 or
more years; inherited plan by non-surviving spouse; hardship distribution;
corrective and deemed distributions; loans; dividends; PS58 costs.

Single Annual Rollover

e Beginning in 2015, only one 60 day rollover permitted in any 12 month
period per owner.
e ROTH conversion doesn’t count as rollover.

Trustee to Trustee Transfers or Direct Rollover

e From plan administrator or IRA custodian directly to other plan
administrator or custodian (usually by electronic transfer), not deemed
rollover and not limited to 1 a year.

Allocation of After-Tax and Pretax Amounts (Notice 2014-54)

Apply to Distributions made on or after 1/1/15:

e All distributions made at same time treated as single distribution, whether
to single or multiple recipient plans.

e Pre-tax amount of direct rollover less than amount transferred, entire
pretax amount allocated to recipient plan. More than 1 plan recipient,

participant selects how pretax amount allocated between plans.

11
SUSAN B. SLATER-JANSEN



e Pre-tax amount of direct rollover equals or exceeds amount transferred to
1 or more plans, pretax amount allocated up to amounts transferred. Any
remaining pre-tax amounts allocated to 60 day rollovers.

e Any pre-tax amount remaining after assignment and allocation among
transfers and rollovers, includible in gross income.

e |f transfers and rollovers exceed pretax amounts allocated, any remaining
amounts rolled over deemed after-tax.

Spousal Rollovers (Continued)

e Surviving spouse may roll into ROTH IRA.

e No after-death deadline when spouse must complete rollover (but 60 day
rollover still applies).

e |If participant dies before RBD and 5 year rule would otherwise apply,
spouse can rollover entire account balance in 4™ year.

e Many PLRs allowing spouse to rollover when she is sole beneficiary of an
estate or trust and the sole executor or Trustee. But must get PLR to do.

Non-Spousal Rollovers

e Pension Protection Act of 2006 permits Designated Beneficiary to use
Trustee to Trustee transfer to inherited IRA by 12/31 of year after
Participant’s death. No 60 day rollovers permitted.

¢ |[f Designated Beneficiary dies before his or her life expectancy, unless plan
doc calls for shorter period, remaining assets must be taken over balance of

Designated Beneficiary's life expectancy, non-recalculated (minus 1 each

yr).

12
SUSAN B. SLATER-JANSEN



All Post-Death of Participant Rollovers

¢ If Participant/Owner attains RBD before death, the Designated
Beneficiary(ies) must take balance (if any) of Participant/Owner’s MRD for

year of death using Universal Table, before rollover(s).
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