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Retirement Plan Distributions and Related Taxes  
(edited transcript) 

 

 

Mikio Thomas: Thank you and good morning. Remember, she said "try" to answer 
any questions. I am out of the Cincinnati, Ohio, office. I work for 
EP Examinations and currently I work on web content. I am the 
Outreach Coordinator for EP Examinations. 

 I've been in employee plans for 34 years. In other words, I've given 
a lifetime to retirement plans. And hopefully, the next 50 minutes 
don't seem like a lifetime to you. This year, the folks at Employee 
Plans huddled and we thought it would be great to share with this 
good-looking crowd distribution options available to you and your 
clients in retirement plans. 
 
We find many errors on our examinations and there's lots of 
confusion with plan sponsors and participants when it comes to 
distributions. These distributions occur before retirement, at 
retirement, and after retirement. And questions come to me in all 
shapes and sizes. Is there any way for me to get money out of my 
retirement plan before retirement? Can my lousy ex-spouse get his 
or her hands on my retirement money? I cleaned that question up. 
If I die, what happens to my retirement account? 

 How can I move my retirement money to somewhere else; when 
and how? I received a check I didn't request for my retirement 
account; why? And I think I made a boo-boo; what can I do? I'll do 
my best to answer those questions for you here today. 
 
I wanna tell you I decided to volunteer back in Cincinnati to visit 
patients in nursing homes. So I would go to their common area 
where they have lunch and do their crafts and activities. And we 
would tell jokes, share stories – I brought along an electronic 
keyboard and tried to sing some songs. 
 
The first time I did it, when we were finished, I didn't know what 
to say to them. So as I was packing up, I said, "I hope you get 
better." And there was a gentleman on my left in a wheelchair that 
said, "I hope you get better, too." So I promise to do my best here 
today, but I did not bring the electronic keyboard. 
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In general, what you see on the screen are the main points you 
should take away after today's session. First, you'll be able to 
identify the different distribution methods available in retirement 
plans. We only have 50 minutes today, so I'm gonna limit that 
discussion to 401K plans and to the IRA-based simplified 
employee pension and the simplified incentive match plan for 
employees, otherwise known as SEP and SIMPLE. 
 
Next, you'll be able to compare the beneficiary roles and how they 
differ when it's a spouse versus a non-spouse beneficiary. And last, 
you'll be able to determine the taxes related to distributions. Don't 
fret; there's no math involved in this presentation today. What I 
will do is tell you when certain taxes will apply and share 
resources with you to assist you when it comes to actually 
calculating these taxes on distributions. 

 

I wanna spend the next few minutes encouraging, begging, 
pleading for you to leave here and establish a retirement plan for 
yourself if you do not have one. Then talk to your clients, your 
family, and friends. Please spread the word. Encourage small 
business owners to establish a retirement plan. And encourage 
clients who work for others, to participate in a plan. 
 
I wanna share a couple numbers with you. There's a group that 
does a yearly study on people preparing for retirement. And a 
couple things from their survey. This group was asked, "Are you 
currently saving for retirement?" Only seven percent who said yes 
were not in a retirement plan. 47 percent, almost half of this group, 
have savings and investments less than $25,000.00. 24 percent of 
these people have less than $1,000.00. And to me, this is 
downright scary. 

 
 
For employers, there are several benefits in establishing a 
retirement plan. Employer contributions are tax deductible. You 
may also be able to claim a tax credit for some costs for starting 
certain retirement plans. And a retirement plan can attract and 
retain better employees, which in turn will reduce new hire training 
costs. 
 
Employees also reap benefits from a retirement plan. Employees 
can reduce current taxable income with their contributions to a 
401k plan. Contributions and investments are not taxed until 
distributed. And compounding interest over time allows small 
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regular contributions to grow into significant retirement savings. 
And the most important benefit for employees and the employer is 
the opportunity to improve their financial security for retirement. 

 
 
Now if you or your clients work for an employer that doesn't 
sponsor a retirement plan, the Department of Treasury now offers 
the MyRA option. If somebody wants to start saving and doesn't 
have the means to do so through their job, the MyRA is great Plan 
B. MyRAs are safe. The investment is backed by the United States 
Treasury. Currently, July 2017, the interest rate is 2.25 percent. 
There is no risk of losing money. 
 
They're also affordable. There is no cost to open an account and 
there are no fees. You can contribute whatever you can afford. It 
could be $5.00, it could be $25.00, it could be $200.00. And you 
can fund the MyRA through your bank account, paycheck, even 
use your federal tax refund. 
 
These accounts are also simple in that if you change jobs, the 
account stays with you. Go to myra.gov to learn more about 
MyRA's other features and limitations. 

 
 
Now I know you didn't come here for an infomercial about MyRAs 
and saving for retirement, but saving is important. So let's get into 
why you signed up to hear me today. We're gonna start with plan 
loans, and I know some of you are probably thinking, "Hey, IRS 
guy, distributive loans are not really a distribution." True, but two 
things: play along with me, you are getting money out of the plan; 
and two, that loan could turn into a distribution if not properly 
maintained. More on that in a bit. 
 
Almost every one of us come to a point in our life where a question 
says, how am I gonna get the money for that? It enters our mind. 
Maybe you need to repaint the house. Or maybe you have a once in 
a lifetime opportunity to take a two-week Caribbean cruise with 
family or friends. Many people see their retirement account 
balance and go, hmm, maybe I could take a loan out of that 
amount. 

 
 
None of the IRA-based plans of the SEP and SIMPLE, as well as 
traditional Roth IRAs permit loans. However, qualified plans such 
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as 401K, profit sharing, money purchase, et cetera, may allow for 
loans. The plan document must include specific language outlining 
the loan program before participants are allowed to borrow from 
their accounts. 
 
Let me share some general rules with you. The amount a 
participant may take out for a loan is limited to the lesser of 50 
percent of their vested account balance or $50,000.00. Payments 
are required to be made at least quarterly over a period not 
exceeding five years, unless the loan is for the purchase of a 
primary home. And it must have a reasonable interest rate. 

 
 
Now a plan can limit the number of loans, the length of the 
repayment period, and could require payment to be made more 
frequently than quarterly. The plan language dictates the rules 
behind the loan program. As I mentioned, there are two instances 
where these loans can turn into distributions. 
 
First, we have loans to employee that leaves the company. A plan 
sponsor may require that employee to repay the balance of that 
loan. And if you are unable to repay that loan, the employer will 
report the balance as a distribution to the IRS using Form 1099-R. 
To avoid the immediate income tax consequences, if you're able to 
come up with the loan's outstanding balance within 60 days and 
roll over the amount to an IRA or eligible retirement plan. 
 
The other instance we see occur, loans to not meet the legal or plan 
requirements. In our examinations, we occasionally find loans that 
exceed the maximum amount, or do not follow the required 
repayment schedule. So if the loan payments are not made at least 
quarterly, the remaining balance is treated as a distribution that is 
subject to income tax and could also be subject to the ten percent 
early distribution tax. 

 
 
If you continue to participate in the plan after this deemed 
distribution occurs, you are still required to make loan repayments. 
These amounts are treated as basis and will not be taxable when 
later distributed by the plan. Let me briefly discuss this ten percent 
early distribution tax. Generally, the amounts an individual 
withdraws from an IRA or retirement plan before reaching age 
fifty-nine and a half, are called early distributions. These 
distributions are taxed at an additional 10 percent, unless an 
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exception applies. And you can find a complete list of exemptions 
on our website. 

 

 
 
Another distribution for retirement is hardship distributions. And 
you only find hardship distributions in defined contribution plans 
like 401k. Again, a plan is not required to provide for hardship 
distributions to participants. But if it does provide hardships, again 
the plan must provide the specific criteria used to make the 
determination of a hardship. 
 
The general legal requirements for a hardship distribution include: 
there must be an immediate and heavy financial need. The plan 
sponsor determines if the participant has an immediate and heavy 
financial need based on the plan terms and the specific facts and 
circumstances with that participant. Consumer purchases are 
generally not considered immediate and heavy financial need. Yes, 
I understand that some of us think not having the latest 4K Ultra 
HD TV when it's our turn to host the Super Bowl or Oscar party, is 
a hardship. 

 
 
Maybe it is in our definition, but the regulations would disagree. 
The IRS provides a list of safe harbor hardship distributions. In 
other words, an employee is automatically considered to meet the 
immediate and heavy financial need if the distribution is for 
medical expenses, the purchases of a principle residence, tuition 
and related education expenses, to prevent eviction or foreclosure, 
funeral expenses, and repairing casualty damage to the employee's 
house. 
 
There are limitations as to who can benefit from the medical, 
tuition, and funeral expenses. Generally, it's the employee, spouse, 
children, dependents, or beneficiary. Earnings from your 
accumulated elective deferrals cannot be used for hardship 
distributions. 

 
 
So the next requirement is how much is available for the hardship. 
A distribution on account of hardship must be limited to the 
amount necessary to satisfy the need. And what we have is a two-
pronged test to meet this requirement. The first prong is the 
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distribution must be limited to the amount needed to cover this 
immediate and heavy financial need, and it can include any taxes 
resulting from the distribution. 
 
The second prong is the employee couldn't reasonably obtain the 
funds from another source. So unless the employer has actual 
knowledge to the contrary, the employer can rely on the 
employee's written statement that their need can't be relieved from 
any other resources. Also an employee doesn't have to use 
alternative resources if doing so would increase the amount of the 
need. 

 
 
Hardship distributions are subject to income tax and may also be 
subject to the 10 percent additional tax on early distributions. 
Employees who take a hardship distribution cannot repay it back to 
the plan or can they rollover this amount to another plan or to an 
IRA. Hardship distributions can really decimate retirement savings 
and really should only be used as a very last resort. 
 
 

I noticed in writing this presentation that most of this distributions 
before retirement were bringing me down. We're talking about 
funerals and medical expenses and evictions. And now we're 
gonna talk about divorce. But I need to tell you a quick story here. 
My wife forced me to go to this dietician meeting and he's up there 
telling us how red meat is bad for you and don't drink that soda it's 
ruining your stomach, don't drink the tap water, and it was really a 
downer. 
 
So he mentioned that there was one food that's really dangerous of 
all and all of us have probably eaten it or probably will eat it in our 
lifetime. Can anyone tell me what this food is that causes suffering 
years after you eat it? 

 
 
And some guy in the back yelled, "wedding cake". So distributions 
in divorce lead to the acronym QDRO, or quadro, and it stands for 
qualified domestic relations order. These QDROs have their own 
sets of rules, so please check our website to know what each 
QDRO must contain. 
 
Distribution options called for in a domestic relations order, or 
DRO, must be one offered by the plan. For example, if the plan 
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offers the lump sum option only and the domestic relations order 
calls for a ten-year payout, it would not be a qualified domestic 
relations order. 
 
Next, federal law provides a very specific definition of earliest 
retirement age, which is the earliest date a QDRO can order 
payment to an alternate payee, unless the plan permits payments at 
an earlier date. 

 
 
The earliest retirement age is the earlier of these two dates: the date 
on which a participant is entitled to receive a distribution under the 
plan or the later of either the date the participant reaches age 50 or 
the earliest date on which the participant could begin receiving 
benefits under the plan if the participant separated from service 
with the employer. 
 
With regard to taxes, a spouse or former spouse who receives a 
QDRO distribution reports the payments received as if they were 
the plan participant. A QDRO distribution paid to a child or other 
dependent is taxed to the plan participant. An individual may be 
able to rollover tax-free all or part of a distribution from a qualified 
retirement plan that he or she received under a QDRO. 

 
 
If a person receiving QDRO payments is either the employee's 
spouse or former spouse, then he or she can roll it over, just as if 
he or she were the employee receiving a plan distribution and 
choosing to roll it over. A QDRO is not subject to the 10 percent 
additional tax on early distributions. And also a plan may charge 
the participant to make the determination that the domestic 
relations order is qualified. 
 
This one slide presentation is not by any means everything you 
need to know about QDROs; however, not following the QDRO 
procedures could cause the plan to become disqualified. For more 
detailed QDRO information, I suggest going to the IRS or DOL 
website, Department of Labor, and place the acronym QDRO in 
the search engine. And we also have two publications with the IRS 
that would help. Publication 504 and Publication 575. 

 
 
People born between 1980 and 1996, the millennial generation, are 
also referred to as the job-hopping generation according to a recent 
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Gallup poll. It revealed that 1 in 5 millennials changed jobs in the 
last year. That's triple the number for non-millennials. Also, half of 
the millennial work force do not see a future with their current 
employer. 
 
I have friends whose millennial children already had three or four 
jobs with different companies in their career. So we have many 
folks in the workforce who, if they stay long enough to meet the 
eligibility requirements, are leaving for another company with 
retirement money sitting in an IRA or 401k account. And they may 
come to you asking what they should do with that money. 

 
 
They have three options. They can leave the money in the 
retirement plan, they could roll it over to the new employer's 
retirement plan, or they could take a distribution. For them to make 
a lucid decision, I suggest you have them do some homework. 
Have them compare the investment options between the old plan 
and the new plan and see which investment options are better for 
them. 
 
Look at the plan for plan loans and hardship distributions. If one 
plan provides for loans or hardships and the other doesn't, maybe 
they have easier access to the money and they might consider that 
plan. And check other provisions, such as normal retirement age. 
Overall, just look at both plans and determine which is better for 
their situation. 
 
If their decision is to take the money and take a distribution from 
the plan now because they need the money, remind them of the 10 
percent additional tax under Code §72(t). They will owe federal, 
probably state, and city tax, along with the 10 percent additional 
tax for early distribution. This means your clients could be hit up 
with a 40 percent tax bill or even maybe more. 

 
Mandatory withholding is only 20 percent, so they may owe more 
than they're expecting on April 15th. You can also start having 
them make estimated tax payments. You can take distributions 
from your IRA, your SIMPLE, at any time. And again, there is no 
need to show a hardship to take a distribution. However, your 
distribution is included in taxable income and again, may be 
subject to the 10 percent additional tax if you're under age fifty-
nine and a half. 
 
The additional tax gets bumped up to 25 percent if you're 
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participating in a SIMPLE plan and it's the first two years you're a 
participant. Distributions that you roll over or transfer to another 
IRA or qualified retirement plan aren't subject to this additional 10 
percent tax, as long as you follow the one IRA to IRA rollover per 
year rule. 

 
What's this rule? Generally, you can make only one rollover from 
an IRA to another or the same IRA in any 12-month period, 
regardless of the number of IRAs that you own. Again, there are 
exceptions to the 10 percent early withdrawal additional tax and 
distributions. And these exceptions differ for IRA and retirement 
plan distributions. 
 
Go to our website to see the early distribution chart for a listing of 
exceptions. And again, we have two publications that get into the 
exceptions. Publication 575 and Publication 590B, as in boy. One 
final item here, the separation from service at age 55 option is not 
available in an IRA. Once a participant rolls their money out of 
their 401K into an IRA, any early distribution from that IRA is 
subject to the early withdrawal additional tax.  

 
With IRA monies rolled into a 401K plan upon separation from 
service, the full balance in the 401K account, including the money 
rolled over from the IRA, is eligible for the age 55 option to avoid 
the 10 percent additional tax. As you can see, there is a lot to 
consider with you and your clients prior to taking a distribution or 
rollover of the 401K account. 
 

 
If you terminate employment with a vested account balance greater 
than $50,000.00, you're not required to take a distribution from any 
plan prior to reaching normal retirement age. However, if you 
consent to take a distribution, the plan is required to offer a direct 
rollover distribution option. And a direct trustee-to-trustee rollover, 
there are no tax consequences. 
 
For account balances between $1,000.00 and $5,000.00, the law 
has an automatic rollover provision. A plan is required to make a 
direct rollover of the funds to an IRA in the name of a participant. 

 
In reality, most plans do their best to contact participants and have 
the participants set up their own IRA, because the company would 
rather not set up an IRA for the participant, they would rather have 
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the participant set up the IRA. If you have a designated Roth 401K 
account that's less than five years old, and you roll over a 
distribution to the Roth IRA, the earnings rolled over from the 
Roth IRA, along with any earnings accumulated after the rollover, 
are subject to tax if you take the distribution before the Roth IRA 
is five years old. 
 
If your designated Roth 401k account is at least five years old 
when you roll it over to the Roth IRA, only the earnings 
accumulated after the rollover are subject to tax if distributed prior 
to the Roth IRA being at least five years old. In all qualified Roth 
distributions, not only must the account be at least five years old, 
you must also meet the age fifty-nine and a half or death or 
disability rule. 

 
If you take a non-qualified distribution from your Roth, only the 
accumulated earnings would be subject to tax. All eligible rollover 
distributions to participants are subject to a required 20 percent 
withholding. The participant, if he subsequently decides to roll 
over the distribution within 60 days, then they can use their own 
funds to make up the 20 percent withheld from the original 
distribution. I've been using the term 60-day a bit; let me explain. 
 
Assuming the other requirements are satisfied, you have 60 days 
from the date you receive a distribution from an IRA or retirement 
plan to roll over to another retirement plan or IRA. If it's not rolled 
over, it will be subject to tax again, again, could be subject to the 
10 percent tax on early distributions. 

 
 
Now the IRS could waive the 60-day rollover requirement in 
certain situations. And that is if you missed the deadline because of 
circumstances beyond your control. And there are three ways to do 
this. First, you qualify for an automatic waiver. This occurs 
because you did everything you were supposed to as required; 
however, it was the financial institution that made the error. 
 
You can request and receive a private letter ruling granting a 
waiver. The procedures are outlined in Revenue Procedure 2003-
16 and Revenue Procedure 2017-4. The current user fee of 
$10,000.00 must accompany every request for a waiver of the 60-
day rollover requirement. 
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And the third way is self-certifying that you met the requirements 
for a waiver. And this is in Revenue Procedure 2016-47. It 
contains the self-certification rules and also has a model letter you 
can complete and take to the financial institution. The model letter 
has a list of about 11 reasons for the late contribution. You check 
each reason that's applicable to your situation, sign the letter, and 
present it to the financial institution. 
 
For more details about these waivers, again, please go to our 
website. We have a very comprehensive, but user friendly, rollover 
chart to help you determine whether a rollover is permitted and 
other facts you'll need to know to ensure a rollover is properly 
completed. 
 
What I would also strongly suggest to avoid all of this mess and 
confusion is do direct trustee-to-trustee transfers. Have the rollover 
monies go electronically into the new account. Also remember the 
one rollover per year rule I discussed a few minutes ago. This limit 
doesn't apply to trustee-to-trustee transfers. 

 
The law permits a plan to distribute an account after certain events 
called distributable events. Different distributable events apply to 
different types of plans and different types of contributions and 
accounts within those plans. A plan is not required to allow 
distributions for every possible distributable event. 
 
As with most everything else we've talked about today, the plan 
must state when you can take these distributions. 401K plans have 
two contribution categories. First, for the employee elective 
deferrals and the related earnings, the plan may permit a 
distribution upon termination of employment, death, disability, 
retirement, reaching age fifty-nine and a half, or suffering a 
hardship. 

 
For the second category, which are the employer profit sharing and 
matching contributions, the plan may permit a distribution of your 
vested accrued benefit when you terminate employment, again, by 
death, disability, retirement, et cetera, reach the age specified in the 
plan, or suffer a hardship or experience another event specified in 
the plan. 
 
The SEP and SIMPLE IRA plans, these plans use IRAs to hold the 
participant retirement savings. You can withdraw money from an 
IRA at any time. I cannot stress enough that the plan document 
must clearly state when a distribution will be made. I suggest you 
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consult the plan or the summary plan description or other 
disclosure documents the employer maintains to find out when you 
can request a retirement plan distribution. 

 
 
Here is the only occasion I found during this session that isn't a 
downer, retirement. We all look forward to that day when we have 
six Saturdays and a Sunday during our week. Where a nap follows 
breakfast and we can catch up on all the books, TV shows, and 
movies that we've been missing. 
 
Unless you elect otherwise, benefits under a qualified plan must 
begin within 60 days after the close of the latest plan year in which 
you turn age 65 or reach the plans normal retirement age, if earlier, 
complete 10 years of plan participation, or terminate service with 
the employer. 
 
The choices you have when receiving your benefits are where? 
Everyone in their head should be saying the plan document. The 
plan document dictates your options. A 401K plan is a plan that 
can provide these options: a single lump sum payment, payments 
over a set period of time, like five years or ten years, or an annuity 
with monthly lifetime payments. 

 
 
Generally, with SEP and SIMPLE IRA distributions, the rules are 
the same as those with regular IRAs. Now is a good time in 
retirement to make sure your beneficiary designations reflect the 
right people in your life. All the sacrifices you've made to save for 
retirement, you'd hate leaving that money to someone who no 
longer makes your top 10,000 people on Earth that I like list. 
 
I strongly suggest you keep your beneficiary forms updated 
throughout your work life as well as your retirement life. 
Distributions from retirement plans must be included income, 
unless they represent an employee's own contribution, such as an 
after-tax employee contribution or if the distribution is a qualified 
distribution from a designated Roth account. 
 
Plan for how each payment option may impact your taxes. You 
may wanna delay that distribution to the next tax year or you need 
to request a change in the amounts being withheld for taxes. While 
enjoying life in retirement, the last thing you want is to be hit with 
a large tax bill. One more item to remember. 
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You need to begin taking required minimum distributions from 
your retirement accounts and your IRAs. You may hear me use the 
term RMD. You cannot keep retirement funds in your account 
indefinitely. You generally have to start taking withdrawals from 
your IRA, SIMPLE IRA, SEP IRA, or 401K account when you 
reach age seventy and a half. 
 
Roth IRAs do not require withdrawals until after the death of the 
owner. Your required minimum distribution is the minimum 
amount you must withdraw from your account each year. You can 
withdraw more if you wish. Your withdrawals will be included in 
your taxable income, except for any part that was taxed before or 
can be received tax-free. 
 
You must take your first required minimum distribution for the 
year in which you turn age seventy and a half. However, the first 
payment can be delayed until April 1st of the following year in 
which you turn age seventy and a half. 

 
 
And for all subsequent years, including the year which you are 
paid the first RMD by April 1st, you must take the RMD by 
December 31st of that year. And here's something a lot of us don't 
think about. This means you could have two distributions in the 
same year and it could result in a larger than expected tax bill. 
 
To avoid having both of these amounts included in your income in 
the same year, you can make your first withdrawal by December 
31st of the year you turn seventy and a half instead of waiting until 
April 1st of the following year. An IRA owner must calculate the 
RMD separately for each IRA they own, but they can withdraw 
this total amount from one or more of the IRAs. 
 
However, RMDs required from 401K plans have to be taken 
separately from each of those plan accounts. Did he just say 
calculate? Yes I did. 

 
 
As the account owner, you are the responsible party for ensuring 
the RMD is calculated correctly, even if you have a trusted 
financial advisor that does the calculation. If you have a financial 
advisor, be sure they have all the accounts. If you're doing the 
RMD for your clients, make sure you know about all of their 



  

  Page 14 of 22 
 

accounts. 
 
We provide the necessary links to tables and worksheets to 
determine the required minimum distribution on our website and 
also in Publication 590B, as in boy. One last item here. The 
penalty for getting this wrong. If you failed to timely withdraw the 
correct RMD, the amount not withdrawn is taxed at 50 percent, 
five zero. This penalty could be waived if the account owner 
establishes that the shortfall in distributions was due to reasonable 
error and they've taken responsible steps to remedy the situation. 

 
 
When a participant in a retirement plan dies, benefits the 
participant would have been entitled to are usually paid to the 
participant's designated beneficiary in the form provided by the 
terms of the plan. We will start when the beneficiary is the spouse. 
And the first thing we need to do is address the definition of 
spouse. Married, same-sex couples are now treated as married for 
all federal tax purposes, including retirement plans where marriage 
is a factor. Notice 2014-19 gives additional guidance on how 
qualified retirement plans should treat the marriages of same-sex 
couples. 
 
Payments to the surviving spouse are controlled by the plan 
document. Certain payments are not eligible for rollover treatment. 
For example, if a participant elects payout in the form of a joint 
survivor annuity or a 10-year certain annuity, payments made 
pursuant to such an election are not eligible for rollover treatment. 

 
However, lump sum payments are eligible. I'm gonna limit our 
discussion to those distributions. The surviving spouse can take the 
lump sum distribution and pay ordinary income tax. Amounts paid 
to a surviving spouse on the count of the death of the plan 
participant or IRA owner are not subject to 10 percent early 
withdrawal additional tax. 
 
In an IRA, a surviving spouse as the sole designated beneficiary 
can treat the IRA of the decedent as their own, even if the deceased 
account holder had begun taking required minimum distributions. 
Funds would continue to grow tax-deferred. Distributions are not 
required until the year the surviving spouse reaches age seventy 
and a half. A ROTH IRA does not require distributions. 

 
Distribution for the surviving spouse IRA before they reach age 
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fifty-nine and a half are subject to the 10 percent early withdrawal 
additional tax. A couple things to note here. Remember to notify 
your plan sponsor or administrator about any change in your 
marriage status. Also with 401K plans, the surviving spouse is the 
default beneficiary and must consent in writing to another 
beneficiary. 
 
When you retire and rollover your account to an IRA, it is 
imperative that you complete a new beneficiary designation form. 
Unlike 401Ks, IRAs are not required to have a spouse be the 
primary beneficiary. As an IRA owner, you can name anyone your 
beneficiary. 
 

 
Moving on to a non-spouse beneficiary where the distribution 
options are a little more complicated. If a participant dies before 
reaching the required beginning date, plan documents may contain 
language that allows for distributions after a participant's death to 
be made in a lump sum, over a five-year period, or under the life 
expectancy rule. 

 Most plans require non-spouse beneficiaries to be paid in lump 
sum distributions or by distributions under the five-year rule. And 
the five-year rule is just requires payment by the end of the fifth 
year following the year of death. Distributions to beneficiaries are 
not subject to the 20 percent withholding requirement or the 10 
percent early distribution tax. 
 
A non-spouse beneficiary may rollover an inherited retirement 
account to an IRA, but only by means of a trustee-to-trustee 
transfer. All beneficiaries may take advantage of this rollover 
option. The IRS has issued guidance to allow payouts under the 
IRA to be made using the life expectancy rule in certain cases 
regardless of what the plan required. 

 
 
If a distribution from an inherited retirement account goes to a 
non-spouse beneficiary, it may not be rolled over. Distributions 
from a transferee IRA need to begin using the life expectancy rule 
by the end of the year following the year of the participant's death. 
If the plan participant dies after reaching the required beginning 
date, distributions based on the life expectancy of the beneficiary 
must begin by the end of the year following the year of the 
participant's death. 
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Inherited IRA accounts where the IRA owner dies leaving the 
account to a non-spouse beneficiary, again, cannot be rolled over. 
As with qualified plans, if the account holder dies prior to reaching 
the required beginning date, distributions based on the life 
expectancy of the beneficiary must begin by the end of the year 
following the year of the participant's death or the end of five years 
after death. 

 
 
And if the IRA owner dies after reaching the required beginning 
date, distributions based on the life expectancy of the beneficiary 
must begin by the end of the year following the year of the 
participant's death. So if you and your clients have funds in a 
retirement plan, check with the plan administrator and see if the 
plan will allow for a non-spouse beneficiary direct rollover. If not, 
a distribution to a non-spouse is likely to be made an immediate 
lump sum, taxable all at once. 
 

 
What I wanna do now is share with you the reporting requirements 
and some tips to help you and your clients when it comes time to 
receive your retirement monies. And we'll start with retirement 
income. When you start receiving your retirement benefits, you 
can and should request federal tax and probably state tax be 
withheld from your retirement and social security. 

 
 
Complete Form W-4P, as in Paul, for your retirement distributions 
and provide to the payer as soon as possible. On our website we 
have a withholding calculator that can help you determine the 
proper withholding amount. We discussed an eligible rollover 
distribution as subject to the mandatory 20 percent withholding. 
There is no need for you to submit a Form W-4P, unless you want 
to withhold an additional amount. 
 
There are penalties for not paying enough federal income tax 
during the year and new retirees sometimes get hit with this 
penalty. Please go to Publication 505. It provides details about 
estimated tax payments and potential underpayment penalties. You 
can use form W-4V, as in Victor, if you wish to have federal taxes 
withheld from your social security payments. 
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The options you have there are 7 percent, 10 percent, 15 percent, 
or 25 percent. You cannot request a flat dollar amount be withheld. 
So at tax time, you're gonna receive a 1099-R from each plan for 
the distributions. The form provides the amount you received, the 
taxable portion, the amount you withheld, et cetera. Box 1, gross 
distribution, and Box 2a, taxable amount, get reported on your 
Form 1040 or 1040A. 
 
Now some people find Box 2 blank. That doesn't mean you get to 
plan a trip around the world because your distribution is tax-free. 
Look down to line 2B. If the box labeled taxable amount not 
determined is checked, it means the payer was not able to 
determine the taxable amount, so you will. 

 
Box 7 on Form 1099-R provides a distribution code. There are 
about 25 different codes available for the payer to use. The code 
might inform you that you owe additional taxes. For instance, if 
line 7 has code 1, it indicates that there is a distribution made prior 
to age fifty-nine and a half and there is no known exception to this 
tax. Are there mistakes made on this form? You betcha. Check to 
ensure the right code is placed in line 7. 
 
You would then need to complete Form 5329. Part 1 of this form 
involves the additional tax on early distributions, so if line 7 is 
coded 1, the 10 percent additional tax may apply and you complete 
this form. Part 9 of this same form is where you report the failure 
to take a minimum required distribution. Again, this is a 50 percent 
additional tax. 

 
 
Tip: always, as in always, ask the IRS to waive this additional tax.  

Mel Brooks said, "As long as the world is turning and spinning, 
we're gonna be dizzy and we're gonna make mistakes." Confucius 
says, "A man who has committed a mistake and doesn't correct it, 
is committing another mistake." I give you these two quotes 
because mistakes are made all the time in retirement plans. 
 
Plan sponsors with the best internal control policies in place, still 
see mistakes occur. It happens. So Mel was right, and so was 
Confucius. It is important to correct the plan mistake and correct it 
as soon as it is found, preferably with little time in between the 
error and when you found it. 
 
One of our programs involves voluntary correction and I asked the 



  

  Page 18 of 22 
 

manager if he could share with me the list of the top errors that 
have been submitted voluntarily by folks like you into the 
voluntary correction program. And I share these list of plan 
mistakes with folks like you so you can go back to your plan and to 
your client's plan to see if they have these same errors and get them 
corrected as soon as possible. 

 
So the list he recently provided me has two distribution related 
errors. So again, a lot of people are submitting these errors in 
because they found them. Defaulted loans that contain distributions 
and the failure to make required minimum distributions. I'm gonna 
briefly discuss how to handle these certain distribution related 
errors. 
 
I'm gonna use terminology that is found in our correction program 
known as EPTRS, or EPTRS. To find out more details about the 
correction programs, please go to our homepage and click on the 
correcting plan errors link. The consequences for not correcting a 
required minimum distribution error can lead to potential plan 
disqualification, which can affect all the plan participants. 

 
 
And we also have the plan participants who could be liable for the 
50 percent of the RMD amount not received. Here's how we can 
fix this error. Good news, if you as the plan sponsor are eligible or 
self-correction, or SCP, you can use the SCP to correct an RMD 
failure even if your plan is currently under an employee plan's 
examination. 
 
There are no fees with self-correction. The bad news: the 
participant owed 50 percent excise tax cannot be waived in self-
correction. The plan sponsor could choose to voluntary correct, or 
VCP, the error. There is a compliance fee associated with 
voluntary correction. And under voluntary correction, you can help 
the plan participants by requesting a waiver of this 50 percent tax. 
Also if the only error you are submitting is the required minimum 
distribution error, you could receive a discount on your compliance 
fee. 

 
 
Our correcting plan errors website provides the forms you need to 
complete for this error along with detailed instructions on how to 
properly complete the submission so the voluntary correction 
office has the information needed to get this error fixed and 
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hopefully have the affected participants avoid the 50 percent tax. 
 
Loans that exceed the maximum amount or don't follow the 
required repayment schedule are considered deemed distributions. 
Missed loan payments can cause the balance of the loan to be 
treated as a distribution that's subject to income tax, and again, 
possibly the 10 percent early distribution tax. 
 
If participant loans under your plan do not meet the legal 
requirements or if repayments have not been made according to the 
schedule set out in the plan, you may be able to correct these 
problems using the voluntary correction program. You cannot use 
self-correction for this error. 

 
 
So if you come across this error, I suggest you visit our website. 
We have a series called Fixing Common Plan Mistakes, which 
includes participant loans. It helps you find, fix, and avoid this 
error.  

We try very hard in the IRS to get you the information you need. 
Here's a quick summary of some publications that can help you 
and your clients. 
 
Publication 4190 gives assistance on pension related taxes, social 
security related questions, health care law information, including 
answers to Medicare questions. Publication 575 helps you figure 
out the tax required of periodic and non-periodic payments under a 
pension or annuity plan. It also has a simple worksheet for 
payments under a qualified plan. It also talks about rolling over 
certain distributions from a retirement plan into another retirement 
plan or IRA and when additional taxes on certain distributions may 
apply. 

 
 
Next, publication 554 includes information on estimated tax 
payments and reporting social security benefits. Not on this slide is 
Publication 560, which gives you more information on SEPs, 
SIMPLEs and other plans you can establish for you as the 
employer and employees. 
 

 
There are several ways for you to stay on top of the latest 
retirement plan news and get your questions answered. I've just 
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mentioned the various publications during this presentation. On 
our homepage, there is a form and publications link. It provides a 
link to every retirement plan related form or publication that we 
have. 
 
If you would like to have a paper copy for whatever reason, you 
can use the 800 number that's the second bullet on this slide. 
Underneath that 800 number is our website. We place our latest 
and greatest information on there. We have a frequently asked 
questions section. There's 25 different categories. A lot of them 
have to do with distributions. 

 
 
And we also have on the homepage an area that talks about the 
latest in retirement plan news. I would suggested bookmarking and 
checking that regularly to make sure your up on the latest of what's 
going on in retirement plans. Sometimes we'll also put 
examinations findings in that area so you can see what we're 
finding on exams. 
 
We also have a newsletter that provides you with the latest in 
retirement plan news. I would just search newsletters on our 
website and they'll tell you how to subscribe. But we don't send 
you a big PDF newsletter file, we just send you ten links and you 
can choose the links you wanna read about, so the email is very 
small and you can get the information that you need. 
 
Hopefully, I conveyed the objectives on slide two to you and now 
you're leaving here with a wealth of knowledge. One thing, please 
take care of yourself and take care of someone else. And thank you 
for spending your time with me this morning. 
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 Glossary 

EP Examinations - The Employee Plans Examination program is responsible for 
ensuring that qualified retirement plans comply with qualification, reporting/disclosure, 
and excise and income tax matters. 
 
EPCRS – The IRS Employee Plans Compliance Resolution System is used to remedy 
mistakes and avoid the consequences of plan disqualification (or the consequences of 
disqualification of the 403(b) annuity contracts or custodial accounts of employees in the 
case of a 403(b) plan). 
 
IRA - An Individual Retirement Arrangement is a personal savings plan that gives tax 
advantages for setting aside money for retirement. 

 
MyRA option – The MyRA option (my Retirement Account) is a Roth IRA—an 
individual retirement account in which earnings and withdrawals are tax-free under 
certain circumstances—that invests in a U.S. Treasury retirement security which is 
guaranteed to never lose dollar value. A myRA has no fees and has no minimum balance 
or contribution (deposit) requirements. 
 
QDRO – A Qualified Domestic Relations Order is a judgment, decree, or order for a 
retirement plan to pay child support, alimony or marital property rights to a spouse, 
former spouse, child or other dependent of a participant.  
 
SCP - The SCP is one of three programs for correcting retirement plan errors that 
together are called the Employee Plans Compliance Resolution System. 
 
SEP - A SEP is a Simplified Employee Pension plan and provides employers a simplified 
method to make contributions toward their employees’ retirement and their own 
retirement. Contributions are made directly to an IRA set up for each employee (a SEP-
IRA). 
 
SIMPLE - A SIMPLE IRA plan is a Savings Incentive Match Plan for Employees. It 
gives small employers a simplified method to make contributions toward their 
employees’ retirement and their own retirement. Under a SIMPLE IRA plan, employees 
may choose to make salary reduction contributions and the employer makes matching or 
nonelective contributions. All contributions are made directly to an IRA set up for each 
employee (a SIMPLE-IRA). 
 
RMD – The required minimum distribution is the minimum amount an individual must 
withdraw from his or her retirement account each year. 
 
VCP- The Voluntary Correction Program is one of three correction programs an 
individual can use to correct errors under the Employee Plans Compliance Resolution 
System.  
 

https://www.irs.gov/retirement-plans/tax-consequences-of-plan-disqualification
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