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Moderator: Ladies and gentlemen, thank you for standing by. Welcome to the Basics of
Roth Conversions Retirement Planning Employee Plans Phone Forum.

Asareminder, today’s conference is being recorded. | would now like to turn the
conference over to your host, Mr. O’ Donnell. Please go ahead, sir.

M. O’'Donnell: Hello, everyone. I'm Mark O’ Donnell, the Director of Customer
Education and Outreach for Employee Plans at the IRS. Thanks for dialing into

our phone forum today on the basics of Roth conversations retirement planning. Today
we' |l be hearing from Greg Nix, IRS Employee Plan’s Customer Education

and Outreach Area Analyst in Gulf Coast. He represented the Employee Plans Office at
the 2010 Nationwide Tax Forum. This Roth topic was one of the

presentations he gave at the tax forum.

We'll also be hearing from Kathy Herman, Tax Law Specialist EP Technical Guidance
and Quality Assurance. Kathy has worked on various pieces of guidance, including those
dealing with rollovers and conversion.

We will email a certificate of completion to everyone who registered for this session and
who attends the full session. Enrolled agents and enrolled retirement plan agents are
entitled to continuing professional education credit for this session. For other tax
professionals, consult with your licensing organization to seeif it will provide continuing
professional education credits for this session.

Our retirement plans community Web site at www.irs.gov/ep has information regarding
Roth’s. You can also get there by going to the main IRS Web page and clicking on the
retirement plan community tab at the top. Look to the left hand navigation bar; click on
types of plans and then select Roth IRAs.

Also you might want to subscribe to one of our free electronic newdletters. Thelink for
newslettersisin the left hand navigation bar. We have two newsletters, the Retirement
News from Employersis directed at employers sponsoring aretirement plan. The
Employee Plan News is directed at professionals who practice in the retirement area.
Check out our Web page and subscribe to our newsletters.

So without further ado, here are our speakers, Greg Nix and Kathy Herman.


http://www.irs.gov/ep

K. Herman: Good afternoon. Today we're going to be talking about the new 2010 Roth
conversion rules, as well as other hot retirement plan topics. We all know

that life events, such as marriage, death, divorce can affect your retirement plan. We will
discuss how losing ajob, having a hardship and retirement to name afew

of these life events can impact your retirement savings.

G. Nix: Let’'sstart our discussion today with a hot topic, Roth IRA conversion. We'll
cover two aspects of Roth conversions, first the rules and then second, some

areas that may cause you some headaches you need to be aware of. Even though we
know that headaches are part of life, we aways like to avoid them, especially

when they involve taxes and the IRS.

First the rules, Roth IRAs are not new, but | want to give you a brief overview of what
they are and how they work. A Roth IRA isan account or an annuity that’s designated as
aRoth IRA. Although you cannot deduct contributions to a Roth IRA, qualified
distributions from it are tax free. Some reasons for the popularity are that unlike a
traditional IRA, you may continue to contribute even after you turn age 70.5. And the
original account owners are not subject to required minimum distributions during their
lifetime. Some people even use a Roth IRA asin estate planning tools since not only are
qualified distributions tax free to you as the original account owner, but also to your
beneficiary.

Now there have been some recent changes made to the rules for rollovers to Roth IRAS.
Prior to January 1% of 2010, rollovers or conversions from atraditional IRA, aSEP IRA,
aSIMPLE IRA or from a qualified retirement plan into a Roth IRA were only allowed if
your modified adjusted gross income was $100,000 or less and your filing status was not
married, filing separate. So if you met those conditions, conversions to a Roth IRA were
taxable during the year of the rollover.

But it'sanew day. For Roth conversions only, there are no longer any income or filing
status conditions for 2010 and beyond. However, there is a special rule for conversions
to aRoth IRA in 2010 only. You report half the taxable portion of your conversion in
2011 and the other half in 2012. Or you may elect out of that treatment and pay all of the
tax in 2010. This selection is made on your 2010 tax return and is considered an
irrevocable election.

If your client is paying the tax in 2011 and 2012, but they died during 2011, the entire tax
bill isduein 2011 unless there s a surviving spouse who acquires the entire interest in the
IRA. The surviving spouse may then elect to include income in 2011 and 2012 just as the
deceased would have.

Estimated taxes are still required on the conversions and after the 2010 calendar year, we
go back to the rule that taxable portions of the conversion must be included in gross
income in that conversion year. So let metalk for a minute about recharacterizing and
reconversion.



If you made a conversion from a qualified plan or atraditional IRA to a Roth IRA, you're
able to change your mind and do a recharacterization. A recharacterization allows you to
treat a contribution made to one type of IRA asif it had been made to a different type of
IRA. If you recharacterize, the entire amount in the Roth must be recharacterized. You
cannot pick and choose assets to move. So for that reason many people convert their IRA
into several different Roth IRAs since that would allow you to only recharacterize the
Roth IRA accounts that held the losers.

Remember, a recharacterization must be done via a trustee-to- trustee transfer. 1f you
recharacterize by your tax return due date, including extensions of the year for which the
contribution conversion was made, you may then elect to treat the contribution as having
been made originally to that second IRA instead of the first. And if you do recharacterize
the contribution, I’'m going to give you three things to keep in mind.

The entire account is recharacterized, including any income or loss. Y ou report the
recharacterization on your tax returns for the year during which the original conversion
was made. If you recharacterize an amount from a Roth to atraditional IRA, you treat
the amount asif it had been originally made to the traditional IRA on the date it was
converted to the Roth. Let’s say you converted an amount from atraditional IRA to a
Roth IRA and then later recharacterize that rollover back to the traditional IRA.

Can you then later convert that amount from the traditional IRA back the Roth IRA? The
answer to that isyes, but these rules for reconversions are that you cannot convert and
reconvert an amount during the same tax year or if later during the 30 day period
following arecharacterization. If you reconvert during either of these periods, it will be
considered afailed conversion.

K. Herman: So we know now that any taxpayer who has aregular IRA can convert it to a
Roth IRA. But just because ataxpayer can convert doesn't necessarily

mean that the taxpayer should convert. Each individual needsto look at their own
situation and decide what’ s best for them. We at the IRS are not in a position to

give advice on whether or not to convert. However, we can provide some information on
the things that you can advice taxpayers to consider before making such a

decision.

As Greg said in discussing the previous slide, Roth IRAs do have advantages. Two of the
biggest advantages are that qualified distributions from a Roth IRA are

tax free. Thisisimportant because future distributions from IRAs could affect the
taxpayer’stax bracket. Since aqualified distribution from a Roth IRA istax free,

while adistribution from atraditional IRA isincluded in income, the conversion could
have the effect of keeping the taxpayer’ s tax bracket lower.

And having alower tax bracket isimportant because it could make a difference in
whether Social Security benefits are taxable and it also could impact AGI- based tax
deductions. The second major benefit of Roth IRA isthat Roth IRAs are not subject to



minimum distributions rules, which means that taxpayers will not be required to take out
any money during their lifetime.

So what should your client consider before making a conversion from their traditional
IRA to aRoth IRA? A major consideration is whether the client can afford to pay the
taxes due on the conversion either this year or if they make the conversion in this year
and spread over 2011, 2012. Asdiscussed earlier, the tax portion of a conversionis
includable in income. Depending on the value of the IRA account, the tax bill could be
substantial and if the only way to pay the bill is to use some of the funds out of the
converted IRA or to borrow funds, it might not make sense to convert.

Another consideration is the value of the account. If the IRA took abig hit in the market
decline, it might make sense to convert it now and pay taxes on that lower value and then
enjoy tax free earnings as the value bounces back in the future, hopefully. Another
consideration is what a taxpayers tax bracket will be when they retire. Taxpayers often
don’t know what their tax bracket will be in the future, but many people have a much
higher tax bracket during their working years than they do in retirement.

So they need to decide whether it makes sense to pay taxes now by doing a conversion
when the highest tax bracket right now are 35% and without further action by Congress
will be even higher next year. No one realy knows what the tax rates will be in the
future, but it’s something that a taxpayer should consider when they decide to convert.

Another thing to consider is whether the client needs the money in retirement or whether
they plan to pass the vast majority of it onto their heirs. Since there are no lifetime
distributions from Roth, a taxpayer may want to just maximize the amount in the Roth
IRA and passit on to their heirs.

There are potential problems for clients who decide to convert. One thing they should
consider isthat the conversion limit, the income limits which have now been eliminated
are the same as contribution limitsto Roth IRAs. The income limits to contribute to a
Roth IRA is still in place. In 2010 an individua can make a Roth IRA contribution if the
individual’s modified adjusted grossincome is greater than—cannot make a Roth IRA
contribution, I’m sorry, if it's greater than $177,000 and he's married, filing jointly or a
qualifying widower. The limit is $120,000 for single filers or $10,000 for filers who are
married filing separately.

If ataxpayer contributes to a Roth IRA and has modified adjusted grossincome above
these limits, there’ s an excise tax of 6% on the excess contributions, so ataxpayer
shouldn’t make contributions to an IRA if it'snot eligible. Required minimum
distributions cannot be converted to a Roth and the first dollars withdrawn in any year are
deemed to be required minimum distributions.

So taxpayers who are required to take minimum distributions for ayear need to do that
before they make a conversion. If they convert required minimum distributions and don’t



withdraw them by the tax filing return date, they will aso have excess contributionsto
the Roth IRA, which will be subject to the excise tax of 6%.

There are aso rollover rulesthat need to be considered. An IRA does not have the
mandatory income tax withholding, however the taxpayer has to elect out of that
withholding. If the taxpayer doesn’'t elect out, there is a 10% federal income tax
withholding and that can affect the conversion. We can do alittle example of that.

If your client is 40 years old and wants to convert $100,000 traditional IRA to a Roth
IRA, the client doesn’t have any IRAs with after tax contributions, so all the IRAs are
pretax rather than doing a direct transfer, they want to take a distribution and roll it into a
different financial institution.

However, when they complete the paperwork, they forget to check the box that says they
don’'t want taxes withheld. When the taxpayer gets the check, the check will have 10%
withheld. And if the taxpayer discovers thiswithin a 60 day period, they can come up
with the extra 10% money and roll it over and then receive arefund on their tax return. |If
they don't, then that extra 10% that was withheld will be subject to income tax and will
also be subject to excise tax for an early distribution.

This becomes even agreater problem if the client only rolls over the 90% that they
actually received into the Roth IRA and then they decide to convert it or recharacterize it
back to the traditional IRA because they will only be able to recharacterize the 90% that
they actually. And they’ll till owe the tax on the 10% and won'’t be able to get that back
into their traditional IRA. Conversions when ataxpayer has both deductible and
nondeductibledeductible contributions can also present a problem. If the taxpayer
decides to convert an IRA made up entirely of nondeductible contributions, on the
surface that sounds really good, because it can grow tax free and the qualified
distributions at a later date will be tax free. But if the taxpayer aso has IRAsthat are
made up of deductible contributions, a pro ratarule applies. This means that the taxable
portion of the conversion is determined by using a percentage of al of the IRA accounts.

Thiswe can do another example to explain this. Let’s say, aclient hastwo IRAS, one
with nondeductible contributions and one with deductible contributions. The
nondeductible contribution IRA has a balance of $10,000 and there are no earnings. The
deductible contribution IRA has atotal of $30,000 and that includes taxable earnings.
When the taxpayer decidesto do a conversion of the IRA that only has nondeductible
contributions, $10,000, you need to determine how much of the conversion will really be
taxable. Under the pro ratarule, you divide the total of the taxable amount in all of the
IRAs by thetotal of all of the IRAS.

In this example, the taxable amount in the taxpayer’s IRAs total $30,000. You divide
that by the total of all the IRAs, which is the $10,000, which is nondeductible and the
$30,000, which is deductible for atotal of $40,000; $30,000 divided by $40,000 equals
75%. Soin this example 75% of the amount converted or $7,500 is considered taxable,
even though the taxpayer thought he was only converting his nondeductible contribution.



Y ou can look at Form 8606 and the instructions and this will explain how to determine
the percentage of conversion subject to taxes.

Another thing to consider isthat when an amount is converted from atraditional to a
Roth IRA, the taxpayer has to complete a new beneficiary form. If the Roth IRA doesn’t
have a designated beneficiary, then the Roth IRA must be distributed within five years
after the account owner’ s death, which would be different—the designated beneficiary
would have a different distribution rule.

Thisisjust asampling of the area where clients can run into trouble with Roth
conversions. Although many articles have been written indicating that a conversionisa
great thing, it’s good idea for taxpayers to carefully consider whether it is good for them
in their situation.

G. Nix: Now we're going to take alook at some loans and hardship distributions.
Sometimes like in a case of Roth IRA conversion, you can look at the situation

from all angles and decide the best way to proceed. But there's other times that you
really have little control over life events and things do get tough for everybody.
Although the goal is not to tap into your retirement plan or those accounts until after you
retire, the law does recognize that there are times when you may need

immediate access to that money.

First there' s afew different ways you can do that. One of thoseisaplan loan. Not every
type of retirement plan alows aplan loan. If you have an IRA based plan, such as a SEP,
aSIMPLE IRA, aSARSEP or even atraditional and Roth IRA, they are not allowed to
have plan loans. Qualified plans such as 401(k) and profit sharing plans are permitted to
make participant loans, but only if the plan document allows for it. The plan language or
adocument that’ s referenced in the plan must outline this loan program. It will describe
the rules, the limits, and all the procedures for borrowing.

Unless the participant |oan meets the code requirements, it’s going to be subject to
income tax to the borrower. Some of these requirements are that the amount of the loan
islimited to the lesser of 50% of the employee's vested account balance or $50,000. A
borrower must make payments at least quarterly over no more than five years. There’san
exception to this five year rule for loans that are used to purchase a principal residence by
that employee.

There may be taxability issues with plan loans, of course. For example, loans that aren’t
limited to the 50% of an employee’s vested account balance or loans that exceed $50,000
are treated as a distribution to the extent they exceed those limits and they’ re taxed
accordingly. Missed payments may send the entire loan into default. 1f left uncorrected,
the entire loan will become fully taxable to that employee. The law treatsaloan asa
deemed distribution and it will be included in the borrower’ s income.

The most common reason we have that aloan becomes taxable is when an employee
terminates employment with an outstanding loan balance. In this situation planswill give



that participant some time to pay that money back. But most often these loans are offset
by adistribution of that account by that outstanding loan balance. The taxable amount of
the distribution is reported on a 1099R and it would include the loan balance because this
money was never taxed.

Another way employees may tap into their retirement funds is through a hardship
distribution. Only certain types of retirement plans, such as a401(k), a403(b) and 457
plans might offer hardship distribution. Plans are not required to offer these hardship
distributions. If they do, they must contain specific criteriato be used to determine that
the hardship qualifies for the distribution.

Now the regulations for 401(k) plans require that there be an immediate and heavy
financial need to meet this hardship. My neighbor’s 1967 Camaro has for sale, no matter
much | really want that car, it doesn’t meet the IRS definition of a hardship. Distribution
of elective deferralsis deemed to be for an immediate and heavy financial need if it'sfor
medical expenses, the purchase of a principal resident, tuition and related education
expenses, to prevent eviction, funeral expenses and repairing casualty damage to the
participant’ s house.

A distribution may not be considered necessary to satisfy thisimmediate and heavy
financial need if employees have other resources available to meet that need. That
includes a spouse and minor children’s assets.

Employees may also be able to obtain a hardship distribution for medical, tuition, and
funeral related expenses for their grandchild or domestic partner if that individual has
been designated as the employee’ s beneficiary in the plan.

So how much would be available for a hardship? In the case of a hardship distribution of
elective contributions, the distribution must be limited to an employee’ stotal elective
contributions. The amount of the hardship cannot be greater than what’ s necessary to
satisfy this financial hardship need. That includes any associated costs of taking the
distribution. Asusual, there’stax issuesthat are related to hardships. It’'snot going to be
free money. It'sgoing to hurt. Hardship distributions are subject to income tax in the
year of distribution and if the employee is under age 59.5, they’ re al so subject to the
additional 10% early distribution tax.

However, these distributions are not subject to the mandatory 20% income tax
withholding for distribution. Employees may add the amount of the income tax they have
to pay because of the hardship distribution to the amount of the distribution request. For
example, Joe has an account balance that includes $50,000 in elected deferrals and has a
hardship need of $26,000. Assuming Joeisin a25% tax bracket and is aso subject to the
additional 10% early distribution tax, it would take a distribution of around $40,000 to
satisfy this hardship. And it would be even more if you have to include state and local
taxes. So taking a hardship distribution from retirement plans should be used as atrue
last resort because unlike a plan loan, a hardship distribution is a permanent reduction of
an account balance and would never be paid back.



K. Herman: In addition to loans and hardship distributions, another way to access money
in your retirement account isto take a distribution. However, there' stax

consequences to taking a distribution aswell. Let’sfirst talk about IRAs. A taxpayer can
withdraw all or some of the funds from their traditional or Roth IRA or

any IRA plan like a SEP or SIMPLE at any time. The tax consequences of the
withdrawal depend on a number of factors, such as what type of account the

individual withdrew the money from and when and why the withdrawal was made.

Typically the amount withdrawn from atraditional IRA that is from deductible
contributions and the associated earnings must be included in gross income in the year of
the withdrawal. In addition unless the taxpayer is age 59.5 or one of the following
exceptions apply, the taxpayer also will owe an additional 10% early distribution tax on
the amount withdrawn.

The exceptions to the 10% early distribution tax include if the taxpayer has unreimbursed
medical expensesin excess of 7.5% of AGI. The taxpayer is unemployed and the
distributions are not more than the cost of medical insurance; the taxpayer is disabled.
The taxpayer receives distributions in substantially equal periodic payments over hislife
or hislife expectancy, sort of like an annuity. The distributions aren’t more than
qualified higher education expenses. The distributions are used to buy, build or rebuild a
first home or the distribution isto aqualified reservist, which isamilitary person.

Keep in mind that the amount still goesinto income. It’sjust that that early distribution
tax doesn't apply to it. There'sacomplete list of the exceptionsin Pub 590.

Now | want to make special mention of SIMPLE IRAs because they’re allittle bit
different. Just like other IRAS, an individual can withdraw contributions and earnings
fromaSIMPLE IRA at any time. Theindividual will be taxed on the withdrawal in the
year it isreceived. However with SIMPLE IRAS, the additional 10% early distribution
tax isincreased to 25% if the withdrawal occurs within two years of beginning
participation in this SIMPLE. Also, if a person wantsto make arollover or atransfer
from a SIMPLE IRA within this first two year period, it can only go to another SIMPLE
IRA.

Distributions from Roth IRAs are alittle different also. Because they’ re funded with
after tax contributions, individuals don’t have to pay income tax on any withdrawals as
long as they’re qualified distributions. The earnings associated with those withdrawals
are not taxed either. If an individual takes a non-qualified distribution from a Roth IRA,
they will have to include the earningsin the grossincome. The actual distribution is not
taxed because it was already an after tax contribution however unless an exception
appliesthe early distribution 10% tax does apply.

A qualified distribution as was mentioned earlier is after five years. It's measured from
January 1% of the year in which the individual made the contribution to the Roth IRA.
And it ends on the last day of the fifth year. In addition to having to wait five years, there



has to be on other event, either be 59.5, be disabled, use it to buy or rebuild a home or on
account of death.

Distributions from company retirement plans are also alittle different. Plans generally
don’t give distributions to a participant unless there’' s adistributable event. That is
retirement, death, disability or leaving your job. Most planswill alow participants to
take alump sum distribution. However, whether or not you can depends on the plan
provisions regarding distribution.

If an individual takes alump sum from a plan, any money withdrawn from the plan that
the individual hasn’'t already paid taxes on will be includable in grossincome in the year
received. Theindividual may also have to pay the additional 10% early distribution tax
unless an exception applies.

Some of these exceptions are the same as with the IRA. There are afew different ones.
Thelist includes being 59.5, being disabled; adistribution in substantially equal periodic
payments after you separate from service; adistribution after you separate from servicein
the year in which you reach age 55; for medical care up to the amount allowable as a
medical expense deduction; because of an IRS levy; or the qualified reservist
distributions. Publication 560 has a complete list of al of these exceptions.

Generally speaking you can leave your money in aplan if it's greater than $5,000. If it's
less than $5,000 when you leave the plan can force it out. Usually an individual can roll
their tax deferred account to another tax deferred account. And that would be discussed
in the next couple of dlides.

G. Nix: An dternative to cashing out from aqualified planisrolling it over. If you leave
your old job, you can move the money from your old employer’ s retirement

plan directly into your new employer’s retirement plan if that plan allows or into an IRA.
There are two ways you can do arollover from your employer’s plan to an

IRA. Thefirst isadirect rollover, in which you inform the plan administrator that you
want to transfer your retirement plan account into an IRA. Then you give them

the name of the institution, where the IRA islocated. And then they just roll the money
over directly into that IRA.

As an dternative, you can do an indirect rollover commonly called a 60 day rollover.
The administrator gives you your account balance minus the 20% income tax
withholding. And then you have 60 days to deposit the asset into an IRA or they’ll
become taxable distributions to you. There are some very limited waivers to the 60 day
rollover deadline and they’ re outlined in publication 590.

Y ou have to apply for awaiver or show that the 60 day deadline wasn't met because of
an error that was made by your financial institution and that’s what caused this failure to
meet the 60 day deadline. That'salot of paperwork. It can be expensive to get this done.
So you really need to be careful about that. 1I’d definitely recommend the direct rollover
into the accounts.



Remember the amounts rolled over are not includable in your gross income and that
they’ll continue to enjoy tax deferred growth in the new plan or in that IRA.

K. Herman: Now we're going to talk alittle bit about beneficiaries. If anindividual is
named as a beneficiary of someone’ s retirement plan account, the individual
has some decisionsto make. Generally plan rules will determine whether a beneficiary
can keep the money in the plan or he or she must take a distribution.

Depending on what the terms of the plan provide, the beneficiary may be able to take
periodic distributions or they may be required to take alump sum distribution.

If the beneficiary takes alump sum distribution, he might be ableto roll it over. Rules
regarding what the beneficiary can do depend on whether the beneficiary isa
surviving spouse or a designated non-spouse beneficiary.

If the beneficiary is able to and decides to keep the money in the plan, future distributions
from the inherited account depend on whether the deceased participant was already
receiving payments or not. If the deceased participant was aready receiving payments
from the plan, payments to the beneficiary, either a spouse or a non-spouse, will continue.
If the deceased participant had not begun receiving periodic payments from the plan, the
beneficiary may be able to set up his own payment schedule if the plan allows this.

The payments from the plan must be made by end of the fifth year or over life
expectancy. That means basicaly if the beneficiary decidesto go with the five year
option, all payments have to be out by the end of the fifth year. The beneficiary generally
has until the December 31% of the year following the year the person dies to choose
between the five year or the life expectancy option.

The surviving spouse if they choose the life expectancy option may elect to start
receiving payments by the end of the year of the participant’ s death or the end of the year
in which the participant would have turned 70.5. The non-spouse beneficiary doesn’t
have this option. They can only start payments at the end of the year following the
participant’s death.

If the beneficiary electsto receive alump sum distribution in certain circumstances, they
may be abletoroll it over to an IRA. If the beneficiary decidesto just keep the lump sum
distribution, any previously untaxed money would be included in the beneficiary’ s gross
income. However the 10% early distribution tax would not apply, because the exception
that the distribution was on account of death would apply.

Beneficiary may also roll over the inherited amount. Starting in 2010, all plans must
offer designated non-spouse beneficiaries the option of doing a direct rollover into an
IRA set up to receive such funds. For either a spouse or a non-spouse beneficiary, unless
the rollover isinto a Roth IRA, the beneficiary would not include the amount in gross
income. Instead the beneficiary would include the amount in gross income when the
payments are received from the IRA at alater date.



Rules regarding rollover differ, depending on whether the beneficiary is the spouse or the
non-spouse designated beneficiary. We'll ook at the surviving spouse first. The
surviving spouse can roll an inherited plan account to three different places, well, actually
three different types of accounts. They can roll it over to an IRA that the spouse electsto
treat as his or her own and name him or herself as the account owner.

If the spouse treats the account as his or her own, the spouse’ s required minimum
distribution rules apply, which mean he or she can leave the amountsin the IRA until his
or her required beginning date. Any withdrawals from that IRA would be subject to the
early distribution tax if no other exception applies. The surviving spouse can also roll the
amount into an inherited IRA, either traditional or Roth, and by designating himself or
herself asthe beneficiary of the IRA.

If the spouse treats the account as inherited, the spouse uses the required minimum
distribution rules of the participant as discussed previously, where they have the five year
or the life expectancy option and any distributions would not be subject to the early
distribution tax because the distributions would be considered on account of death. A
surviving spouse can aso roll an inherited amount into another qualified plan if the other
qualified plan will accept that rollover.

If the beneficiary is a designated non-spouse beneficiary, the options are more limited.
That beneficiary can only roll over to an inherited IRA and the participant’s required
minimum distribution rules apply, asfive year life expectancy. The significance of an
inherited IRA isthat the beneficiary can’t make any other contributions or rolloversto or
from that account.

The rulesfor inheriting an IRA from someone are similar to inheriting plan accounts. If a
beneficiary inherits atraditional IRA from a person other than his or her spouse, the
beneficiary could not treat the inherited IRA as his or her own. It has to be treated as an
inherited IRA. Likethe origina owner, the beneficiary will only include amountsin
gross income as he or she received distributions from that IRA. And if abeneficiary
inherits an IRA that has after tax contributionsin the IRA, the basis stays with the IRA,
carries over to the beneficiary.

However, a non-spouse beneficiary cannot combine that basis with any basis of their
own. If the spouse treats the IRA as their own, then they can combine the basis with their
own basis because they’ re treating the IRA as their own. When the non-spouse
beneficiary takes future distributions from an inherited IRA, they have to keep the basis
in that IRA separate from their own basis and compl ete separate form 8606 for each IRA
to determine the taxable and non-taxable portions of the distributions.

G. Nix: Sofar we've been trying to talk about how to keep money in retirement plans.
But eventually the law requires people to start taking required minimum

distributions from their retirement plans and from traditional IRAS. Y ou must begin
taking these required minimum distributions from your traditional IRAs when you



turn age 70.5. If you participate in an employer sponsored retirement plan, you must
begin taking these required minimum distributions from that plan by the later of
when you turn 70.5 or retire. 1f you own more than 5% of the business, however, you
need to take the required minimum distributions when you turn 70.5. You

don’'t have that later of date.

The Worker Retiree and Employer Recovery Act of 2008 waived the 2009 required
minimum distributions. But this act did not waive any 2010 required minimum
distributions that would be due by December 31% of 2010 or April 1% of 2011 for those
people that turn 70.5 during 2010.

A participant who turned 70.5 in 2009 would not have been required to take their first
required minimum distribution that’s normally due by April 1, 2010. But they would be
required to take the 2010 required minimum distribution by December 31, 2010.

Qualified planswill usualy calculate the amount of your required minimum distribution.
But for IRAS, you may have to calculate the amount of this required distribution yourself.
For IRAS, to calculate the amount due by December 31, 2010, you need to take the
account balance of the December 31, 2009 and divide that by the distribution period

that’ s found in the life expectancy table that are in publication 590.

If you have a number of IRAS, you can take a required minimum distribution from one or
more of these IRAs to meet the requirement. However, if you'rein aretirement plan, a
required minimum distribution is calculated separately for that plan. A person’s account
balance is going to be adjusted for any outstanding rollovers and recharacterizations of
Roth IRA conversions that aren’t in any account at the end of that preceding year. The
tables that you' re going to use depend on whether you' re a beneficiary, single, married,
or married with a spouse more than ten years younger than you and the sole beneficiary
of your account. Publication 590 has all the details on how to calculate these required
minimum distributions from your IRA.

Y ou can aways withdraw more, but you must withdraw at least the amount of your
required minimum distribution. Otherwise you’ll be subject to an excise tax of 50% of
the amount that you should have withdrawn. These required minimum distributions are
going to be taxed just like any other distribution. Y ou must include any previously
untaxed amount in your gross income in that year distributed.

K. Herman: It s no surprise that many people’s IRAs and retirement clients have
incurred losses in the past few years. In the case of IRA based and other defined
contribution plans, employees bear the investment losses. The employer on the other
hand makes up the defined benefit plan losses. The defined benefit plan

sponsors may need to make substantial contributions to meeting funding requirements.
There' s an excise tax if minimum funding requirements for defined benefit

plans aren’t satisfied or if contributions aren’t made in atimely manner.



When atraditional IRA has aloss, ataxpayer can deduct it on their income tax return, but
only when al the taxpayer’ s traditional IRAs have been distributed and the total amount
distributed is less than the taxpayer’ s unrecovered basis. Taxpayer’'sbasisinan IRA is
the nondeductible or after tax contributions that have been made the IRA.

For example, if the taxpayer’s basisis $10,000 and the loss is $5,000, then the taxpayer
can only deduct $5,000. If thelossis $20,000, then the taxpayer can deduct the $10,000
in basis. For Roth IRAS, ataxpayer can recognize aloss on an income tax return also.
But the same situation applies only when al the amountsin all of the taxpayer’s Roth
IRASs have been distributed and the total distributions are less than the total Roth IRA
contributions that have been made. For this purpose taxpayers have to aggregate all of
their like IRAs when they’re figuring out whether they have losses.

With both traditional and Roth IRA losses, the taxpayer can claim thelossas a
miscellaneous itemized deduction subject to the 2% of AGI on Form 1040 Schedule A.
Any such losses are added back into taxable income for purposes of calculating the
alternate minimum tax.

One areathat’ s kind of been of interest lately are losses due to taxpayers who have
invested in Ponzi schemes with their IRA. Many people have |osses as a result of these
Ponzi schemes and they liketo try to deduct it as atheft loss. There' s not adeduction as
atheft loss for thistype of investment loss. Thisis atheft lossfor the plan or the IRA
and cannot be treated as a theft loss by an individual account owner. The regular loss
rules apply to this situation and the individual can only take a deduction when all of their
accounts have been liquidated as discussed previoudly.

G. Nix: Last year as part of President Obama’ s Retirement and Savings Initiative, the
IRS and Treasury clarified some additional ways that employees can save for
retirement. Profit sharing and 401(k) plans can be amended to allow for employees to

contribute the dollar equivalent of their unused paid time off, such as

vacation and sick |eave to the plan, either on an annual basis or when they terminate

employment.

Of course, in either of those cases, there’' s going to be an overall contribution limit.
These contributions can’t exceed the elective salary deferral limits under 402(g) if the
contributions are elected deferrals, or the overall annual additional limits that are under
code Section 415(c). Check out our Web page for links to the guidance for employers
that they can use for contributionsin lieu of leave.

WE' ve been receiving many questions on Notice 2009-68. That includes the 402(F)
notice. This 402(f) notice provides participants with the timely written explanation that
describes the rollover rules, tax consequences of distributions, etc. There seemsto bea
lot of confusion out there, so we' re planning on releasing information very soon to make
it alittle bit clearer, so stay tuned on that.



K. Herman: Also, Greg, anew law was just passed and signed this week called the Small
Job Business Act. Thislaw provides an additional way to do a

conversion. It allows conversion of 401(k) contributions within a plan to a Roth account
also within the same plan. Thiswould allow people to convert their money

without having to moveit into an IRA.

G. Nix: Oh, great. Well, we actually have an article in both of our newsletters that came
out today that discussesthat. That will segue right into our next little

discussion here. We have two electronic newsletters that we'll talk alittle bit in detail in
the next slide. But right now | want to highlight arecurring article that we

feature in the newdletter. It's called “We're Glad You Asked.” It features current hot
topics, questions that we're seeing. It provides answers and resources to

those questions. It’'sagood resource to see what's new and to keep up with all the
current information that’ s out there.

K. Herman: AsMark and Greg mentioned, we have developed many tools to assist you
and your clients with retirement plans, whether your questions are how do

| choose aretirement plan, how much money can | contribute to my retirement plan or
this plan isn’'t working for me anymore, how do | terminate it.

Information is provided on the Web site. Y ou can visit the Web site at www.irs.gov/ep
or you can find the retirement plan’s community tab on the main www.irs.gov page.
You'll find information for the benefits practitioner, plan participants and employees and
plan sponsors and employees on that page. The pages contain al of the retirement plan
information that you come to expect from the employee plans.

Be sure to check out our new plan participant Web page that contains a tremendous
amount of information in plain language to answer plan participant questions about their
retirement plans. The information is organized by major life events, so that they can get
information on what they need to do when they start anew job, get married, have
children or when they retire.

There are two different ways that you can discuss questions with retirement plan
specialists. You can email your questions to retirementpl anquestions@irs.gov or you can
call the customer account service toll freeline at 877-829-5500. Our specialists respond
to email questions by telephone, so remember to include your telephone number when
you call.

We also have two free quarterly electronic newsletter you can subscribeto. Thefirstis
the Employee Plan News that’ s geared towards the practitioner community. It'smore
technical and involved than our newdletter that is geared toward plan sponsors.
Retirement News for Employers being a Web based product, both of these newsletters
make excellent reference guides as we fill them with embedded links to source materials.

Y ou can easily subscribe to both of these newsletters. Just click on newslettersin the left
navigation pane on our Web page and then Employee Plans News or Retirement News of



Employers and then click subscribe, which is down towards the bottom of the page and
provide us with your email address. That'sall it takes. Whenever we issue an edition,
you' |l receive amessage in your email box with alink to it.

G. Nix: When we say that we' d like you to contact us with your questions and problems,
etc., | just want to let you know we try to listen as much as we can to

your concerns. Earlier in one of the earlier slides where we talked about the 402F notice,
| think we' ve been listening to your concerns and trying to get out some

more information on these, get some more guidance out. That communication isabig
part of this because if there are areas you’ re having problemsin, just let us

know.

Thislast dlideiswhere | tell to join us for our simple presentation, but that was afew
days ago, so you can’t join us on that phone forum. So | guess that concludes our
presentation for today.

M. O’'Donnell: Yes, this concludes our phone forum on the basics of Roth conversions
retirement planning. Thanks, everyone, for listening in. Please look out for
future phone forums on our Web site and in our newdletters. Good day, everyone.

Moderator: That does conclude or conference for today. Thank you for your
participation and for using AT& T Teleconference Service. Y ou may now
disconnect.



