To: Chris Collins, Executive Director

From: David Roger, General Counsel &2
Re: Pension Protection Act of 2006 - Public Safety Officer Exclusion
Date: March 26, 2014

In 2006, President George W. Bush signed into law the Pension Protection
Act. Section 845(a) of the Act, provides a $3000 exclusion, from gross income,
for public safety officers who have health insurance premiums deducted from their
retirement benefits.

The IRS Code, 26 U.S.C. section 402(1), codified the legislation. The Code
allows for the exclusion, up to $3000, for premiums paid for an “...accident or
health plan or qualified long-term care insurance contract...” Early interpretations
by the IRS limited the section to state licensed insurance companies.” However,
Congress passed the Pension Protection Technical Corrections Act of 2007, which
allowed self-insured plans to qualify as insurance companies under the IRS Code.?

An additional requirement, to qualify for the exclusion, is that the retirement
plan must pay the premiums directly to the insurer. Section (1)(5)(A) provides,
“Paragraph (1) shall only apply to a distribution if payment of the premiums is
made directly to the provider of the accident or health plan or qualified long-term
care insurance contract by deduction from a distribution from the eligible
retirement plan.” (emphasis added).

Therefore, unless our retirees have their premium deductions paid directly to

the insurer, they will not be able to exclude $3000 from their gross income.

' 26 U.S.C. section 420 {I)}4)}D).
? IRS Bulletin 2007-5 section 6
¥ RS Bulletin 2007-52 amended the expianation to include a self-insured plan.



NRS 286.615 (1) allows retirees to deduct, from their retirement benefits,
premiums paid to a group insurance plan of which they belonged at the time of
their retirement.* The statute does not allow retirees to direct PERS to deduct
insurance premiums paid to private insurers.

Because the Pension Protection Act requires that an eligible retirement plan
must pay the premiums directly to the insurance company, NRS 286.615 (1) would
have to be changed to allow retirees to deduct insurance premiums paid to private
insurers. Otherwise, retirees will not be able to avail themselves to the $3000
exclusion.

Another option is to change the language of the federal legislation to allow a
retired public safety officer to exclude verifiable insurance premiums without

regard to whether the payments are deducted from their retirement benefits.

* NRS 286.615 (1) provides, “In addition to the options provided in NRS 287.023 and subject to the
requirements of that section, any officer or employee of a governmental entity enumerated in subsection
1 of NRS 287.023 who retires under the conditions set forth in NRS
1A.350, 1A.480, 286.510 or 286.620 and, at the time of retirement, was covered or had dependents
covered by any group insurance, plan of benefits or medical and hospital service established pursuant
to NRS 287.010,287.015, 287.020 or paragraph (b), {c) or {d} of subsection 1 of NRS 287.025, has the
option of having the Executive Officer deduct and pay the retired person’s premium or contribution for that
coverage, as well as the amount due or to become due upon any obligation designated by the Board
pursuant to subsection 2, from the retired person’s monthly retirement allowance untik:

(a) The retired person notifies the Executive Officer fo discontinue the deduction; or

(b) Any of the retired person’s dependents elect to assume the premium or contribution applicable to
the dependent's coverage before the death of such a retired person and continue coverage pursuant
to NRS 287.023 after the refired person's death.”
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the simplified employee pension on behalf of
thie employee, shall not be treated as distrib-
uted or made available or ag contributions
made by the employee mersly because the
simplified employee pension includes provi-
glons for such election.

(2) Limitations on employer contributions

Contributions made by an emplover to a
simplified employee pension with respect to an
employee for any year shall be treated as dis-
tributed or made available to such employee
and as contributions made by the employee to
the extent such contributions exceed the less-
er of—

(A) 25 percent of the compensation (within
the meaning of section 414(s)) from such em-
ployer includible in the employee's groas In-
come for the year (determined without re-
gard to the employer contributions to the
simplified employee pension), or

(B) the limitation in effect under section
416¢e)(1)A), reduced In the case of any high-
ly compensated employee (within the mean-
Ing of sectlon 414(g)) by the amount taken
into account with respect to such employee
wnder section 408(k)(3)(D).

{3) Distributions

Any amount pald or distributed out of an in-
dividual retirement plan pursuant to a sim-
plified employvee pengion shall be included in
gross income by the payee or distributee, as
the case may be, in accordance with the provi-
sions of section 408{d).

(i) Treatment of self-employed individuals

For purposes of this section, except as other-
wise provided in subparagraph (A) of subsection
{(d)(4);! the term “‘employee’’ includes a self-em-
ployed individual (as defined in section
401(cH(13(B)) and the employer of such individaal
shall be the person treated as his employer
under section 401{c)(4).

(j) Effect of disposition of stock by plan on net
unrealized appreciation

(1) In general

For purposes of subgection (e}(4), in the case
of any transaction to which this subsection
applies, the determination of net unrealized
appreciation shall be made without regard to
such trahsaction,

(2) Transaction to which subsection applies

This subsection shall apply to any trans-
action in which-—

(A) the plan trustee exchanges the plan’s
securities of the employer corporation for
other such securities, or

(B) the plan trustee disposes of securities
of the employer corporation and uses the
procesds of such disposition to acquire secu-
rities of the employer corporation within 90
days (or such longer period as the Secratary
may prescribe), except that this subpara-
graph shall not apply to any employee with
respect to whom a distribution of money was
made during the period after such disposi-
tion and hefore such acguisition.

18ea Reforences In Text note below.

TITLE 26—INTERNAL REVENUE CODE

§402

{k) Treatment of simple retirement accounts

Rules similar to the rules of paragraphs (1)
and (3) of subsection (h) shall apply to contribu-
tions and distributions with respect to a simple
retirement account under section 408(p).

{l) Distributions from governmentsl plans for
health and long-term care insurance

(1) In general

In the case of an employee who 18 an eligible
retired public safety officer who makes the
election described in paragraph (68) with re-
spect to any taxable year of such employee,
gross income of such employee for sach tax-
able year does not include any distribution
from an eligible retirement plan maintained

by the employer described in paragraph (4)(B)

to the extent that the apgpregate amount of

auch distributions does not exceed the amount
pald by such employee for qualified health in-
surance premiums for such taxable year.

(2} Limitation

The amount which may be excluded from
gross income for the taxable year by reason of
paragraph (1) shall not exceed $3,000.

(8) Distributions must otherwise be includible

(A) In general

An amount shall be treated as a distribn-
tion for purposes of paragraph (1) only to the
extent that such amount would be includible
in gross income without regard to paragraph
(1.

(B) Application of section 72

Notwithstanding section 73, in determin-
ing the extent to which an amount is treated
a3 a distribution for purposes of suhbpara-
graph (A), the aggregate amounts distrib-
uted from an eligible retirement plan in a
taxable year (up to the amount excluded
under paragraph (1}) shall be treated as in-
cludible in gross income (without regard to
subparagraph (A)) to the extent that such
amount does not exceed the aggregate
amount which would have been so includible
if all amounts to the credit of the eligible
public safety officer in all eligible retire-
ment plans maintalned by the employer de-
scribed in paragraph (4XB) were distributed
during such taxable year and all such plans
were treated as 1 contract for purposes of de-
termining under section 72 the aggregate
amount which would have been so includ-
ible. Proper adjustments shall be made in
applying section 72 to other distributions in
such taxable year and subszsequent tazable
years.

(4) Definitions
For purposes of this subsection—
{A) Eligible retirement plan

For purposes of paragraph (1), the term
“gligible retirement plan’” meanhs a govern-
mental plan (within the meaning of section
414(d)) which 1s described 1n clause (iii), {dv),
{v), or {vi) of subsection {o)8)(B).

(B) Eligible retired public safety officer

The term “‘eligible retired public safety of-

ficer'* means an individual who, by reason of
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disability or attainment of normal retire-
ment age, is separated from service as a pub-
e safety officer with the employer who
maintains the eligible retirement plan from
which distributions subject to paragraph (1)
are made.,

{C) Public safety officer

The term “public safety officer” shall have
the same meaning given such term by sec-
tion 1204(8){A) of the Omnibus Crime Control
and Safe Strests Act of 1968 (42 U.8.C.
3786b(9)(A)).

(D) Qualified health insurance premiums

The term ‘‘qualified health insurance pre-
miums” means premiums for coverage for
the eligible retired public safaty officer; his
spouse, and dependents (as defined in section
152}, by an accident or health plan or guali-
fied long-term care insurance contract (as
defined in section 7702B(h)).

(5) Special rules
For purposes of this subsection—
(A) Direct payment to insurer required
Faragraph (1) shall only apply to a dis-
tribution if payment of the premiums is
made directly to the provider of the accident
or health plan or qualified long-term care in-

surance contract by deduction from a dis-
tribution from the eligible retirement plan.

{B) Related plans treated as 1

All eligible retirement plans of an em-

ployer shall be treated as a single plan.
(8) Election described

(A) In general

For purpeses of paragraph (1), an election
is described in this paragraph if the slection
i made by an employee after separation
from serviee with respect to amounts not
distributed from an eligible rstirement plan
to have amounts from auch plan distributed
in order to pay for qualified health insur-
ance premiums.

(8) Special rule

A plan shall not be treated as violating the
requirements of section 401, or as engaging
in a prohibited transaction for purposes of
section 503(b), merely because it provides for
an election with respect to amounts that are
otherwise distributable under the plan or
merely because of a distribution made pur-
suant to an election described in subpara-
graph (A).

{7y Coordination with medical expense deduc-
tion
The amounts excluded from gross incoms
under paragraph (1) shall not be taken into ac-
count under section 213,

(8) Coordination with deduction for health in-
surance costs of self-employed individuals
The amounts excluded from gross incoms
under paragraph (1) shall not be taken into ac-
count under section 162(1).

(Aug. 16, 1954, ch. 736, 68A SHtat. 135 Pub. L,
85437, §§1, 2(a), Apr. 22, 1860, 74 Stat. 79; Fub. L.
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877192, §4(c), Oct. 10, 1962, T6 Stat. 826, Pub. L.
88-272, title II, §§221¢c)1), 232(e)(1}-(3), Feb. 26,
1964, 78 Stat. 75, 111; Pub. L. 91-172, title IH.
§321(b)(1), title V. 5515(3.)(1}, Dec. 30, 1969, 83
Stat. 580, 643; Pub. L. 93408, title II, §§ 2002(z(5),
2005(a.3, (b)(1), (c)(1), (2), Sept. 2, 1974, 88 Stat. 968,
987, 950, 991: Pub. L. 94 267, §1(a), Apr. 15, 1976, 90
Stat. 865; Pub. L. 94455, titla X1V, § 14020 (1),
@, title XV, §1512(a), titls XIX,
§81901(a)(BTHA-(O)(), 1906(b)(13)(A), Oct. 4, 15976,
00 Stat. 1731, 1732, 1742, 1773, 1774, 1834; Pub. L.
95-30, title T, §102(b)(4), May 23, 1877, 91 Stat. 137;
Pub. L. 965458, §4(=), (¢), Oct. 14, 1978, 92 Stat.
1267, 1259; Pub. L. 95500, title I, $§8101()(D).
135(b), 167¢0)(1}, (&)1}, (h)(1), Nov. 6, 1978, 92 Stab,
2770, 2787, 2806-2808; Pub. L. 96-222, title 1,
§101(a)(14XC), (EX(1), Apr. 1, 1980, 94 Stat. 204, 205;
Pub. L. 96-608, §2(a), Dec. 28, 1980, 94 Stat. 3551;
Pub. L. 97-84, title III, §§311(b)(2), (3MA), (o),
314(c)(1), Aug. 18, 1981, 95 Stat, 280, 286; Pub, 1.
97-448, title I, §§101(b), 103(e)(T), (8)}A), (12XD),
Jan. 12, 1883, 96 Stat. 2366, 2376, 237T: Pub. L.
98-369, div. A, title IV, §491(c)2), (AXP)-(11), title
V, §522(a)(1), (b)-(A)(8), title VII, §713(cK3), title
X, §1001(b)(3), (&), July 18, 1984, 98 Stab. 548, 849,
868570, 857, 1011, 1012; Pub. L. 98-397, title II,
§§204(0)(1), (8), (4), 207(a), Aug. 23, 1034, BB Stat.
1448, 1449; Pub. L. 98272, title XI, §11012{c), Apr.
7, 1986, 100 Stat. 260, Pub. L. 99-514, title I,
§104(h)(5), title XI, §§1105(a), 1106(c)(2), 1108(b),
1112(c), 1121(cX1), 1122(a), (bYLMA), (D, (&)X,
(2)(A), (g), title XVIII, §§1852(a)(6){A), (D)D),
(e)(6), I8BA(FX(2), 1876(oXI)A), 1888(a)(2), (3).
(eX1YA), (MAX1), (e), Oct. 92, 1986, 100 Stat, 2105,
2417, 2423, 2432, 2444, 2465, 2466, 2469, 2470,
2885-3867, 2881, 2004, 2042, 2043, 2051, 2954, 2955;
Pub. L. 100647, title I, §§1011(eX1-(B)B). (11).
(h4), 1011A(aXD), (BYEMAM(D), (B)(B), (10,
{c)(9), 1018(L)BYA}, (C). (1), (6), (T), title VI,
§6068(a), Nov. 10, 1988, 102 Stat. 3457-3450, 3464,
8472-3474, 3476, 3589, 3590, 3703; Pub. L. 101-239,
title VII, §781l(g)2), (1)(13), Dec. 18, 1989, 103
Stat. 2408, 24i1; Pub. L, 101-508, title XI,
§11801(c)@)I), Nov. 5, 1990, 104 Stat. 1388-526:
Pub. L. 102-818, sitle V, §§521(a), (b)}O-(11),
§23(o3(1), July 3, 1992, 106 Stat. 300, 310, 311, 315;
Pub, L: 103465, title VII, §732(c), Dec. 8, 1994, 108
Stat. 5005; Pub, L. 104-188, title I, §§1401a)~(b)(2),
(13), 1421(bX3)(A), (9B}, 1450(aX2), 1704(t)(68),
Aug. 20, 1996, 110 Stat. 1787-1788, 1796, 1798, 1814,
1891; Pub. L. 106-34, title XV, §1601(a), Aug. 5,
1907, 111 Stat. 1058; Pub. L. 105-208, title VI,
§6005(c)(2HA), July 22, 1898, 112 Stat. 800; Pub. L.
107-16, HlEle VI, §§61L(A1-3)A), 617(b), (c),
632(a)(IHG), 636(H)(1Y, B4lia)2)(A), (B), (N2(d),
(e)(4)-(B), 643(a), B44(a), 65T(b), June 7, 2001, 115
Stat. 97, 98, 105, 114, 117, 1160-123, 136; Pub. L.
107147, title IV, §411(1)(38), (oX1), (D)(6), (A2,
Mar. 9, 2002, 116 Stat. 47, 48, 51: Pub. I.. 109-185,
title IV, §407¢a), Dec. 21, 2005, 119 Stat. 2685; Pub.
L. 109-280, title VIII, §§823(a), 828(a)(1), 845(a),
Aug. 17, 2006, 120 Stat. 998, 1001, 1013; Pub. L.
110-172, §8(a)(1), Dec. 28, 2007, 121 Stat. 2483; Pub.
L. 110-458, title I, §§208(D(1)}-(2)(B), (3}, 10%(b)(3),
title II, §201(b), Dec. 23, 2008, 122 Stat, 5108-5111,
5117.)

INFLATION ADJUSTED ITEMS FOR CERTAIN YRARS

For inflation adjustment of ecertain items in
this section, see Internal Revenue Notices listed
in a table under section 401 of this title.
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I. PURPOBE

This notios provides guidanca In the form of qusstions and anawers with respactio certain provisions of the Pansion Prolaclion Act of 2006, P.L. 108-280 {"PPA’067), that are
effective in 2007 or earlier. The sections of PPA’08 addressed i this natice, whith are primarily related to distributions, are § 303 (redating 1o Interestrate assumptions for lump
surn distributions), § 626 (relating to hardship distibutions ), § 828 (refating to early distribuions to public safety employees), § 620 {relating to rollovers for nanspause
beneficiaries), § 845 (relating to distributions to payfor accident or health insuranoe for public safely officers), § 804 (ralating to vesting of nonelective conftributions ), § 1102
{relating io the notice and consent period for distributions), and § 1201 (relating to distibulions from IRAs ko charitable organizations).

il. SECTION 303 OF PPA '06

Saction 415(b) of the Code provides limitafians on annual benefits under a defined benefit plan. Under § 415(b)(2)(B), if 2 benokitis payable in a form ather than a straight life
annuity, the benefitis adjusted lo an actuarially equivalant straight life annuity for purposes of datermining whether the limitations of § 415(b) have been satisfied. Section 415(b)
(2)(E) provides limiiatione on the actuarial assumptions that can be used in making the adjustmant under § 415(b)(2)(B). Priar to the snactment of PPA’06, for purposes of
adjusfing @ benefit payable in a form thatis subject o the minimum present vaiue requiremants of § 417(2)(3), § 415(b)ZHEXi) provided that the intarest rete assumption must
not be less than the greater of the applicable interest rate as defined in § 417(e)(3) or tha rate apacifiad in the plan. Howaver, § 101(b)4) of e Pension Funding Equity Act of
2004, P L. 108-218, amended § 415(b)}2XE)(ii) to provide thal, for plan years beginning in 2004 and 2005, 5.5% must be used in lisu of the applicable intarest rate {as defined in
§ 417(e}{3)) for purposes of adjusting tha banatt.

Seclion 303(a) of PPA’06 amended § 415(b)(2)(E)i1} to provide that the interest rate assumplion for purposes of adjusting a beneft payabie in a form thatls sublecito the
minlmum present value requiremnanis of § 417(e)3) must not be tess than the greatast of () 5.5%, (i) the rate thatprovides 2 benefit of not more than 105% of the benafit that
would be provided i the applicatile interest rate (xs defined In § 417(e)(3)) ware the interest rate assumplion, or (il the rate spscified under the plan.

Q-1. What s the effactive date of the changes made 1o § 415 of the Code by § 303{a) of PPA'06?

A1, The changes 1o § 415 of the Code made by § 303(a) of PPA’06 apply 1 distributions made In plan years beginning after Desember 31, 2005, However, the changas do not
applyto & pian with a termination date thatis on or before Augusi 17, 2006, the date of snactment of PPA'06.

Q2. Maya plan be amended retroactively o comptywith the requirements of § 303(e) of PPA'06 without violating the anti-cutback rules provided in § 411(d}6} of the Code?

A2, Yas. Under § 1107 of PPA'06, a plan does not violate the anti-cutback rides of § 411{d){6) of the Coda If itis amended retroactively to compiy with § 303(a) of PPA'0S,
provided the smendment is adapiad on or before thelast day of the first plan year beginning on o after Jantary 1, 2009 {2011 in tha case of a governmentat plany, and the planis
oparated &% if such amendment were in effect as of the first dals the amendment is sfecive.

Q3. # a plan made & distribulion in 8 plan year beginning in 2006 that satisfied the limitations of § 415{b) prior io the anactment of PPA '06 but which is in excess of the
limitations of § 415{b) taking into mccount the amendmanis {o § 415 made by § 303(s) ol PPA'06 (a “§ 303 excess distibution™), doas the distribution viclate the requirements of
§ 415(by?

A3, Yes. However, three methods are svailsbie for correcting & § 303 excess distibution. First, Q&A4 of this notice sets forth a speclal comaction method that is avallable fora

§ 303 exvess distribuion made prior 1o September 1, 2008, provided that the correction fs completad by March 15, 2007. Second, if correction is completed byDecember 31,
2007 (aven ifthe § 303 excess distribution occurs afier September 1, 2006, a plan maycomect a § 303 excess distribution by using e correction method for a § 415(b) excess
distribution describad in the Employse Plans Compliance Resolution System (‘EPCRS") (see sectian 2,04(1) in Appendix B in Rev, Proc. 2006-27, 2006-2 |R.B. 845} even If the
plan does not mest the requirements spacifled in Rev. Proc. 2008-27, including the special requirements for self correction under Part IV of Rev. Proc. 2008-27. Finally, & plan
thatmeets the requiremants of Rev. Proc. 2006-27 may correct § 303 excess distributions by using the correction method for § 415(b) excess distribulions under EPCRS even
after Decamber 31, 2007, Aplan thatis amended retroaclively fo compiy with § 303(4) of PPA '06 will not fail to satisfythe requirementin § 140T{pX2)A) of PPA'08 (that the plan
be operated in accordance with the terms of the amendment) mersly because it matle a § 303 excass distribution, provided the § 303 mxness distribution is coreciad using one
of these three correction methods.

Q4. What special correction methed is available to correct a § 303 excess distibution made priar to September 1, 26067:

A4, Aspecial corrsoion method is available for a § 303 excess distribution made prior o September 1, 2006, provided the correction is complelad by March 15, 2007, Under the:
spacial camection method, 8 plan mayuse the EPCRS correction method for a § 415(b} excess distibution (s describad in secion 2.64{1)in Appendix B in Rev. Prac, 2006-27,
even Ifthe plan doas not ctherwise mest the requirements of Rev. Proc. 2006-27, Inciuding tha spedlal raquirements for self comection) with the following modifications. The
excass amount {L.e., the ameunt by which the distibution actually made axceeds the distibution permittad using tie inleres! assumption specified in § 415(b) as amended by
PPA’06) Is not required Io ba retumed to the plan (as otherwlse required under the EPCRS comeclion method). Instesd, & plan mustissus two Forms 1089-R {Distributions
From Pensions, Annuiies. Refireinentor Profit-Shaning Plans, JRAs, Insurance Gontracts, etc.) fo pariicipant who has received & § 303 axcess distribution, The frat Porm 1099.
R should include onlythe amount that would have been distributed had the benefil payabie been adjusted using the interestassumptions specified in § 415{b) as amended by
PPA'06. The second Form 1089-R should include only the axcess amount that was distribulad, and shouid inchide oade *E inbox7 1o identify the amount as an excess
distribution. -As provided in the EPCRS comection, this excess amountia not an eligible rollover distribution, and therefore mugtbe includad in gross income in the year
distributed from the plan. '



Hi. SECTION 826 OF PPA 06

An employee's elective contributions under a cash or deferred arrangement can only be distributed upon the.occurrence of certain events, one of which is the empioyee's
hardship. A distribuion is made-on accountof hardship only If the distribufion both is made on accountof an immediate and heavy financlal need of the employee and is
necessaryto satisfy the financial need. AdIstdbution made for any of the expenses listed in Regulation § 1.407(k)-1{d)(3)(lli}{B) is deemed 1o be on account of an immediate and
heaw financlal need of the employee. Saveral of these listad expenses can be expenses of the employee's spouse or dependents.

Section 826 of PPA 08 directs the Sacretary of the Treasury to modify the ruleg relating to distibutions from § 401(k}, § 403(b), § 409A and § 457(b) plans on accountof a
participant's hardship or unforeseeable financiat emergency to permit such plans 1o treat a participant' s beneficlaryundar the plan the same as the participant's spouse or
dependent In detsrmining whether the participant has incurred a hardship or unforesesabile financial emergenty,

Q-5. Whai changes are being made pursuant to § 826 of PPA’0S In the rules relating to hardship distributions from § 401(k) plans and § 403(b} plans and relating to
distribuions on account of an unforeseesble financial emergency from a plan described in § 457(b) or§ 409A7

A5, {a) Hardship distrib tiions from § 401(k) plans and § 403(b) pfans. A§ 401{k) plan that permits hardship distributions of elective contributions to a parficipant only for
expenses describedin § 1.401(k}-1(d)(3)(iii}(B) may, beginning August 17, 2008, permit distributions for expenses described in § 1.401{k}-1{d)(3)iI)B) 1), {3), or {5} {ralating to
medical, tullkon, and funeral expenses, respectvely) for a primary beneficiary under the plan. Fer this purpose, a “primary beneficiary under the pian” iz an individual whe Is
named as a beneflclary under the plan and has an.unconditional right 1o all or a portion of the participant’s account balance under the ptan upon the death of the parlicipant. A
plan that adopts these expanded hardship provisions must still satisfy all the other requirements applicable to hardship distributions, such as the requirement that the
distribution be necessaryto satisfy the financlal need. These rules also apply to § 403(b) plans.

{b) Distributions on account of an unforeseeabls financial emergency from a plan dascribed in § 457(b) or § 409A. In applying § 457{d}{1)ANl), § 1457-6{c)(2)(1). § 400A(8)(2)
{A}v), and Proposed Regulation § 1.408A-3(g}(3)(i}, a plan describad in § 457 {b) or § 409A mayireat a participant's beneficiary under the plan the same as the participant's
spouse or dependent in determining whether the parficipant has Incurred an unforeseeable financial emergency. This will be reflected tn the upcoming final regulations under
§ 409A.

Iv. SECTION 828 OF PPA '06

Section 72(t){1) of the Code provides for a 10% additional taxcn an eany distributior from a qualified retirement plan (as defined in § 4874(c)), uness the early distribution
qualifies for one ofthe exceptions listsd in § 72(t)(2). For example, § 72{)(2){A)(v) provides an exceplion to the 10% additicnal tax for distributions made to an employee who
separales from senice after atinment of age 55, Under § 72(1H3)A), § 72{4H2)(A)v) does not apply to individual retirement plans.

Section 828 of PPA'08 amended § 72.of the Code byadding § 72(1)(10), which provides thatin the case of a distribution to a qualified public safety employee from a
governmental defined bengfit pian, § 72(tH2){A)v) is applied by substituting aige 50 for age 55. Thus, the 10% additiohal tax.on early distributions under § 72(t){1) does not apply
fo a distribution from a governmental defined benefit plan made to a qualified public safety employee who separates from sendce after attainment of age 50. This exception to the
10% additional tax applies to distributions made after August 17, 2006 {the date of enactment of PPA'06).

Q6. Who is a quaiified public safety employee?

A6, For purposes of § 72(1)(10), the term “qualified public safely employee” means an empioyee of a State or of a polifical subdivsion of 2 State (such as a county or city) whose
prncipal dutles include senices requiring speclalized raining in the area of palice protection, firafighting services, or emergency medical services for any area within the
jurigdiction of the State or the political subdivision of the State.

Q-7, How does a qualified publie safety empleyee qualify for the exception to the 10% additional tax under § 72(t)(10)?

AT, In order to qualtify for the exception tothe 0% additional tax under § 72(1){10), a qualified public s atety employee (i} must hawe recelved the distribution from a gavernmental
defined benefit plan after separdlting from senvice with the employar maintaining the plan and (i) the separation from senice must have occurred during or afler the calendar year
in which the gualified public safety em ployes attained age 50, For example, a qualified public safety employee who separated from servce on June a0, 2006, and altained age 50
on Dacember 12, 2008, is eligible for the exception under § 72(1){10) with respect to distributions made afler August 17, 2006.

Q-8. What are the consequences if, before August 18, 2006, a qualified public safety employee began receiving substantally equal periodic payments that qualify for the
exception to.the 10% addltional tax described In § 72(t)(2)(A)(iv} and then modified the perlodic payments afier August 17, 20067

A8, ff the payments satisfy the requirements in Q&A-7 of this notice, payments received by the qualified public safelyemployee after August 17, 2006, would qualify for the
exceplian to the 10% additional tax under § 72{(1)(10). However, if the modiication would result in the imposition of the recapture taxunder the rules of § 72()(4), then the
recapture tax applies to the payments made bafore August 18, 2006,

Q9. Does the excaption to the 10% addilional taxunder § 72{t)(10) apply if the qualified public safety employee rolls over distributlone from a governmental defined benefit plan
into an IRA or a defined contribution plan and subsequentlytakes an earty distribution from the IRAor defined confribution plan?

A8, No. The exceplion to the 10%-additional taxunder § 72()(10) appiles only to amounts distributed from a govemmental defined benefit plan and does notapplyto
distributions from a defined contribution plan ar an individual retirement plan.

Q-10. How doas a payer rapont distributions that quallfy for the exception to the 10%. additional taxunder § 72{t{{10) on Form 1088-R?

A-10. Apayer is permitted to use distribution code 2 (early disfribution, exceplion applies) in box7 of Farm 1089-R. However, & pajer is also permitied to use distribution cade 1
(early distribution, no known exception)in box 7 of Form 1098-R, if the payer does not know whether the exceplion under § 72(t){10) apples. For further information on reporting,
see Instructions for Forms 1099-R and 5488,

V. SECTION 829 OF PPA "06

Under § 402(c}{11) of the Code, which was added by§ 828 of PPA '08, if a direct rusiee-to-rustes transfer of any portion of a distribution frem an eiigible retirement plan is made
to an Individual refirement plan described In § 408(a) or (b} (an "IRA") thatis established for the purpose of receiving the distribution on behalf of a designated beneficiary who is
a nonspouse beneficiary, the ransfer is treated as a direct rollover of an eligible rollover distribution for purposes of § 402(c). The IRA of the nonspouse beneficiaryIs treated as
an inherited IRA within the meaning of § 408{d)(3)(C). Section 402{c}{11) applies to distributions made afier Dacember 31, 2008.

Q-11. Can a qualified plan described in § 401(a) offer a direct rolfover of a distribution to a nonspouse beneficiary?

A-11, Yes. Under § 402(c){11), a qualified plan described in § 401{a)can offer a direct rollover of a distribution to a nonspouss beneficlary wha is a designated beneficiary within
the meaning of § 401(a)(8)(E), provided that the distributed amourit sefisfies all the raquirements to be an eligible rollover diskibution otter than the requirement that the
distribution be made (o the participant or the participant's spouse. (Ses § 1.401{a)(9)4 for rutes regarding designated beneficiarles.} The direct rollover must be made to an IRA
established on behalf of the designated beneficlary that will be treated as an inherited IRA pursuantto the provisions of § 402(c)(11). if a nonspouse beneficiary etecls a direct
raltover, thé amount directly rolled over is notincludible in gross income in the year of the distributien. See § 1.401{a)(31)-1, Q&A-3 and-4, for procedures for making a direct
roitover,

Q-12. Can other types of plans offer-a direct rollover of b distribution to a nonspouse beneficiary?
A-12. Yes. Section 402(c}{11) also applies to annuity plans described in § 403(a} or (b) and 1o eligible govemmental plans under § 457(b).
Q-13. How must the IRAbe established and titled?

A-13. The [RAmust be established in a manner thatidentifies it as an IRA with respectto a deceased individual and alsc identifies the deceased Individual and the beneficiary,
for example, “Tam Smith as beneficiary of John Smith.”



Q-14. |s a plan required to offer a direct rollover of a distribution to a nonspouse beneficlary pursuant to § 402(¢)(11)7

A-14, No. Aplan is not required fo offer a diract rollover of a disfribution to a nonspouse beneficiary. If & plan does offer direct rollovers to nonspouse beneficiaries of some, but
notatl, participants, such roflovers must be offered on a nondiscriminatory basle because the opportunity to make a direct reliover is a benefit, right, or feature thatis subject to
§ 401{a)}{4). In the case of distributions from a terminatad defined contribution plan pursuant to 28 C.F.R. § 2550.4042-3(d)(1 Xii), the plan will be considered to offer direct
roflovers pursuantto § 402{c){17) with respect fo such distributions without regard to plan terms.

Q-15. Forwhat purposes is the directrollover of a distribufion by a nonspouse benelficiary treated as a rollover of an eligible rollover distribution?

A-16, Section-402(c)(11) provides thata direct roliover of 2. distribution by a ronspouse beneficiary s a rollover of an eligible rollover distribution enlyfor purpeses of § 402(c).
Accordingly, the distnbulion is nat subjectio the directrollaver requirements of § 401(a)(31), the notice requirements of § 402(f), orthe mandatorywithholding requirements of
§ 3405(c). If an amount distributed from a plan i& received by a nonspouse beneficiary, the distribulion is not eligible for rollover;

Q:16. Ifthe named beneficiary of-a decedentis a trust, is-a plan permitted to make a direct rollover to-an IRA established with the kust as beneficiany?

A-16. Yes. Aplan may make a directrolfover to an IRA on biehalf of a frust where the tiustis the named baneficiaryof a decedent, provided the beneficiaries of the frust mestthe
requirements Yo be designated beneficlaries within the meaning of § 401(a){9)(E). The IRAmust be established in accordance with the rules in Q%A-13 of this notice, with the
trustidenfified as the beneficiary. In such a case, the beneficlaries of the.frust ara treated as having been designated as baneficiaries of the decadant for purposes of
determining the distribution periad under § 401{a)(9), if the rust meets the requirements setforth in § 1.401(a)(9)4, Q&%A-5, with respect fo the IRA

Q-17. How is the required minimum distribution (an amount not eligible for roltover) determined with respect to a nonspouse bensficiary if the employee dies before his or her
required beginning date within the meaning of § 401{a)(9)}{C)?

A17. (a) General rule. If the employee dies before his-or her required beginning date, the required minimum distributions for purposes of determining the amount eligible for
rollover with respect to a nonspouse beneficiary are determinad under either the 5-year rule deserlbed in § 401(a){(8)(B)(fi) or the life expectancy rule described in § 401(a)(9){B)
{iii}. See Q&A-4 of § 1.407(2)(9)-3 10 determine which rule applies to a particutar designaled beneficiary. Under either rule, no amount 18 a regquired minimum distribution for the
year in which the employee dies. The rule in Q3A-7(b) of § 1.402{c)-2 (relating to distributions before an empioyse has attained age 70%) does not applyto nongpouse
beneficiaries.

{b) Aive-year rfa. Under the S-year rule described In § 401(a)}(9)(B){l1). no amount is required Yo be distributed until the fifth calendar year foliowing the year of the employee's
daath, Inthat year, the entire amountto which the beneficiaryis entiled under the plan mustbe distributed. Thus, if the 5-vear rule applies with respectio a nonspouse
heneficiary who is a designaled beneficiary within the meaning of § 401{a)}(9)(E), for the first4 years affer the year the employee dies, no amount payable to the beneficiaryls
ineligible for direct roliover as a required minimum distribution. Accordingly, the beneficiary is permitted to directiy roll over the beneficiary's entire benefit until the end of the Tourth
year (but, as described in Q8A-19 of this notice, the 5-year rule must also apply to the IRA fo which the rollover contribution is made). On or-after January 1 of the fifth year
following the year in which the employes died, no amount payable {o the beneficiaryis eligible for rollover.

{s) Life expectancy rute. (1) General rule. K the life expectancy rule described in § 401(a){8)(B)(lil) applies, In the year following the year of death and each subseruent year, there
is a required minimum distribution. See Q&A-5(c){1) of § 1.401{a}{9)-5 to determine the applicable distribution period for the nonspouse beneficlary, The amount not eliglble for

rellaver includes all undistributed required minimum distributions for the year in which the direct roilover occurs and any prior year (even Ifthe axcise taxunder § 4974 has been

paid with respeci fo the failure in‘the prior years). See the last sentence of § 1.402(c}-2, QdA-7(a).

(2) Special rule. If, under paragraph (b} or {c) of Q&A-4 of § 1.401(a}8}-3, the 5-year rule applies, the nons pouse designated beneficiary may determine the required minimum
disiribution under the plan using:the life expectancy rule in the case of a distribution made prior to the end of the year fallowing the year of death. However, in order to use this
fule, the required minimumi distributions under the IRA fo which the direct roliover is made raust be determined under the life expectancy rule using the same designated
beneficiary.

Q-18. How is the requitad minimum distibutien with ree pect to & nonspouse beneficlary determined if the employes dies on ot after his or her raquired beginning date?

A-18. IFan employee diet on or after his or her required beginning date, within the meaning of § 401(a)(8)(C), for the year of tha employee’s death, the required minimum
diatribution not eligible for rollovar is the same ag the amount that would have applied if the employee were still alive and elected the direct rollover. For the year after the year of
the employee’s death and subsequent years, see Q&A-S of § 1.401(a)(9)-5 to determine the applicable distribution period to use In calculating the required minimum distribution.
As in the case of death before the employee’s required beginning date, the amount not eligible for rolfover includes all undistributed required minimum distributions for the year
In which the direct rollover occurs and any prior year, including years before the employse's death.

Q-19. After a direct rollover by a nonspouse designated beneficiary, how is the required minimum distibution determined with respect to the IRA to which the rollover contribution
is made?

A-18. Under § 402(c)(11), 2n IRAestablished to receive a direct roliover on behalf of a nonspouse designated beneficiary Is frealed as an inherited IRAwithin the meaning of

§ 408(d)(3MC). The required minimum diskibufion requirements set forth in § 401{a)}(9)(B) and the regulations thereunder apply fo the inherited IRA The rules for determining the
required minimum distributions under the plan with respect to the nonspouse beneficlary aiso apply under the IRA. Thus, if the employee dies belore his or her required
beginning date and the 5-year rule In § 401(a)(9)B)il) applied lo the nonspouse designated beneficlary underthe plan making the directrollover, the S-year rule applies for
purposes of determining reguirad minimum distributions under the IRA, If the life expectancyrule applied to the nenspouse designated beneficiary under the plan, the required
minimum distribution under the IRAmust be determined using the same applicable distribution period as would have been used under the plan ifthe diract rollover had not
ocewrrad. Similarly, ifthe employee dies on or afler his or her raquired beginning date, the required minimum distribution under the IRAfor any year after the year of death must
be determined using the same applicable dislribution period as would have been used under the plan if the direct rollover had not ogcumred.

V1. SECTION 845 OF PPA "06

Code § 402(|), which was added by § 845(a) of PPA'06, provides far an axclusion from gross income for distributians from certain retiremant plans (referrad fo in this nofice as
“Eligible Government Plans”) usad o pay qualified health insurance premiums of an eligible retired public gafety ofiicer. The sxclusion applies with respect to an eligibie refired
public s afety officar who elecls to have gualified Health Insurance premiums deducled from amounts distributed from an Eligible Government Plan and paid directly to'the insurer.
Qualified health Insurance premiums Inolude premiums for accident and health insurance. or qualified long-térm care insurance corifracts for the eligible retired public safety
officar and his or her spouse and dependents. The distribution is excluded frem gross income to the extent that the aggregate amount of the distributions does not exceed the
armount used to pay the qualified health insurance premiums of the efigible refirad public safety officer and his or her spouse and dependents, An *Ekgible Government Plan™is a
gowemmental plan described in § 414(d) thatis elther: a § 401({a), § 403(a), or § 403(b) plan; or an eligible governmental plan under § 457(b). Seclion 402() applies to
distributions in taxabte years beginning after December 31, 2006,

©-20. Who Is an sligible retired public safetyofficer for purpases of the exclusion under § 402(1?

A20. An employee Is an eligible retirad public safaty officer for purposes of the exclusion under § 402() onlyif the employee is an individual who separated from service, sither hy
reason of disability or after attainment of normal retirement age, as a public safety officer with the em ployer who maintains tha Eliglble Government Plan from which the
distributions to pay qualified health insurance premiums are made. Thus, a pubiic safety officer who retires before attainment of normal retirement age is not an eligible rafired
public safety officer uniess the public safaty officer ratires byreason of disability. The terms of the Eligible Governmenit Plan from which the participani will be receiving the
distributions apply in determining whether a public safety officer has separated from senice by reason of disability or after attainment of normal retirement age,

21, Who is a public safety officer?

A-21, For purposes of § 402{l}, the term “public safety officer” means an individual senving a public agenty In an officiat capacity, with or without compensation, as a law
anforcemerit officer, a firefighter, a chaplaln, or as a member of 2 rescus squad or ambulance crew. Sae § 1204(8)(A) of the Omnilbus Crime Control and Safe Streets Actof 1968
(42 U.5.C. 3796b{3)(A)).

Q-22. Under what circumstances are tha provisions of § 402(|) available for eligible retired public safetyofflcers?
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A-22, The favorable tax treatment under § 402(1) Is available only when an eligible retired public safety officer élects 1o have an amount subtracied from his or her diskributions
from an Eligible Government Plan and such amount is used to-pay qualified health insurance premiums. The-employer spensoring the Eligible Government Plan is not required
to offer such an election.

Lo L

Q-23. Gan the accident or health plan receiving the payments of qualified health insurance premiums be & salfinsured plan? CJdR‘NfPCO BB 01— S ?

A-23. No. The accident or health plan must be an accident or health insurance plan. Thus, the plan must be providing Insurance Issued by an Insurance company reguiated by a
State (Including a managed cara organization that 1s treated as 1Ssung Insurance).

Q-24. Will an eliglble retired public safety officer be entitted to favorable tax treatmsnt urider § 402() with respect to benefits akributable ko service other than as a public safely
officer?

A:24. Yes. Benefils aftibutable to senvice other than as e public safety officer are eligible for favorable tax reatment under § 402(), as long as the individual separates from
sendce as a public safety officer, by reason af disabillty or after attainment of normal retiremient age, with thie employer maintaining the Efigible Government Plan,

Q-25. I an sligible reired public safety officer dias, are amounts subtracled from distributions made to the decedent's suniving spouse or dependents eligible for favorable tax
treatment under § 402(()?

A-25. No, Section 402(1) providas that the distribution Is not includibte In he gross income of an employes who is an eligible refired public safety officer. Thus, the exclusion
weuld not extend to amounis sublracted from distributions to other distributees.

Q-26. Is an eligibla retired public:safety officer limited in the amount that the officer can exclude from gross income for distributions from an Eligible Government Plan usad to pay
qualified health insurance premtums?

A-26. Yes. The apgregate amount that is permitted to be excluded, with respect lo any taxabla year, from an eligible retired public safely officer's gross income byreasonof
§ 402()) is limited to $3,000. For purposes of appiying this $3,000 limitation, disfribulions with respect to the eligible retired public safely officer that are used to pay for qualified
health Insurance premiums kom all Eligible Government Plans are aggregated.

Q-27. Are amounts usad to pay qualified health insurance premiums thatare excluded from gross income under § 402(1) taken into account for purposes of deilermining the
itemized deduction for medical care expenses under § 2137

A-27.No. Amaunts used to pay qualified hezlth Insurance premiums thatare excluded from gross income under § 402(1) are not taken into account in determining the itemized
deduction for medical care expenses under § 213,

Vil. SECTION 904 OF PPA '08

Prior to the effective date of PPA'08 § 904, & defined contribution plan satisfied the minimum vesting requirements of Code § 411{a) with respect to employer nonelective
contributions If itmaintained a 5-year vesting schedule or a 3o 7 year vesting schedule. Section 904 of PPA ‘08 amended the minimim vesling requirements fo require faster
westing of employer nonelective coniributions to a defined coniribution plan. Under Code § 411(a)(2)(B) as amended by§ 204 of PPA ‘06, a defined contribution plan satisfies the
minimum vesting requirements with respact to employsr nonelective contributions If it has a 3-year vesting schedule or a 2 to 6 year vesting schedule. Code § 41 1(a}{2)(B) as
amended by § 904 of PPA’08 generally applies to contributions for plan years beginning afier December 31, 2006.

Q-28. If a plan amendment changas the plan's vesfing schedule to satisfy Code § 411{a)(2)(B} as amended by § 904 of PPA’06, is the plan amendmaent required to satisfy
§411(a){10)?

A-28. Yes. Aplan amendment that changes. the vesting schedule must satisfy Code § 411 (a)(10). Although § 411(a)(10){B) would require a pariicipant with at least 3 years of
senvice fo elect to have the nonforfeitabie percentage of his acerued benefitdetermined without regard to the amendment, the plan must ensure that any such election satisfles
the vesting requirements of § 411(a)(2)(B), as amended by § 204 of PPA '06. Thus, such a parficipant mustbe provided, at all times, a vesting percantaga thatis no less than the
minimum under & vesting schedule that satisfies § 804 and the vasting percentage determined under the plan withoul regard to.the amendment. Under Temporary Regulation

§ 1.411(a)-8T, no slection need be provided far any particlpant whose nonferfeitable percantage underthe plan, as amended, at any time cannotba less than such parcentage
detsrmined without regard to such amendment.

Q-29. Can a plan have separato vesting schedules for employer nonelactive contributions thatare and are not subjectto Coda § 411(a)(2)(B), as amended by § 904 of PPA '067

A-29. Yes. Aplan can have a vesting schedule for employer nonefective contriutions for pian years beginning after December 31, 2008, and another vesting schedule for other
eimployer nonelective confributions under the plan, provided that the plan separately accounts for ihe contributiohs made under the vesting schedule in efiect prior to the first day
of the first plan year beginning afier December 371, 2008, and the vesting schedule for employer nonalective contributions for plan years beginning after December 31, 2008,
satisfies Code.§ 411(a){2)(B}, as amended by § 804 of PPA"08.

Q-30. Ifa plan maintains & bifurcated vesting schedule, how is it determined whether a contribution is for a plan year beginning before January 1, 20077

A-30. Acontribution Is for a plan year that begins before January 1, 2007, ifitis allocated under the terms of the plan as of a date In thal plan year and is not subject io any
conditions that have not been satisfied by the end of that plan year. This applies even ifthe contribution is nol made until the next plan war, Thus, for example, If a plan with a
calendar-year plan yoar makes a contribution as of December 31, 2006, based on compensation and senvice in 2008, and the contribution is not contingent on the cocurrence of
an event after 2006, then the contribulion is treated as made for the 2005 plan year and is not subject to Code § 411(a)(2)(B), as- amended by § 904 of PPA 06, even it it is not
contributed untd 2007, Forfeitures and ESOP allocations from a suspense account are freated in the same manner for this purpasa,

Vili. SECTION 1102 OF PPA *06

Section 1102 of PPA'06 makes certain changes to the nofice requirements related to distributions. Section 1102{a) provides that a notice required fo be provided under § 402(f),
§411(a)(11}, or § 417 maybe provided {6 & participant as much as 180 days before the annuity starling date. Section 1102(b) directs the Secretaryio modify the regulations
under § 411(a)(11) of the Code and § 205 of ERISA o provide that the description of a participant's right to defer a distribution must also include a description of the
consequences offailing to defer receipt of a distributior. The modifications made by § 1102 applyto years beginning after December 31, 2006, However, § 1102(b){2)(B)
provides that a plan will not be treated as failing to meet the new requirements under § 1102(b} If the plan adminlstrator makes a reasonable attempt to comply with the:new
requirements under hat section during the period that Is within 90 days of the issuance of regulations required by § 1502(b).

Q-31. How does the effective date of § 1102 operate?

A-31. The provisions of § 1102 apply fo plan years that begin after December 31, 2006. This means that the new rules relating to the contant of the noticas apply only to notices

issued in thase plan years, wilhout regard to the annulty starting date for the disributions. Similarly, the 180-day pariod for disiributing notices applies fo nefices distibuted in a
plan year that bagins after December 31, 2006. This change 1o the 180-day perlod also modifles the definition of the maximum QUSA explanation period under § 1.411{d}3(g),

which Is used in applying the timing rules for the effective date of a plan amendment under the rules of § 1.411(d)-3(c} and (f) In the caseé of an amendment that is adopted In a

plan year that begins after December 31, 2008.

Q-32. s a plan required to revise the notice under § 411 pursuant te the modifications made by § 1102(b} before the regulations are amsended to refiect the requirement?

A-32. Yes. Aplan administrator is required to revise the nofice under § 411 to reflect the modifications to the requirements made by § 1102(b} for nolices pravided In plan years
bisginning after December 31, 2008. However, pursuant to § 1102(b}{2)(B} of PPA'06, a ptan will not be treated as failing to mest the new requirements under § 1102(b} if the
plan administrator makes a reasonable attempt to complywith the new requirements under hat seclion in the case of a nofice that is provided prior to the 30th day after the
Issuance of regutations refiacting the modifications required by § 1102(b).

Q-33. s there a safe harbor availabie fo a plan administrator that would be considerad & reasonable attempt te comply with the requirementin § 1102(b)(1) that a description of a
participant's right to defer receipt of a distribution Inciude & description of the conisequences of falling to defer?



Ar33. Yes. Adescriplion thal is writlen in a manner reasenably calculaled to be undersicod bythe average participant and that Includes the following information is a reasonable
attempt to comply with the requiremants of § 1102{b)(2)(B): (&) in the case of a defined benefit plan, a desctiption of how much larger benafits will be i the commencement.of
distributions is deferrad; (b} in tHe case of a defined contribution plan, a description indicating the investment options available under the plan (Including fees) that will be
available if distributions are deferred; and (c} the portian of the summary plan description that contains anyspetial rules that might materially affect & perticipant's decision to
defer. For purposes of clause (a), a plan administrator can use a description thatindudes the financial effect of deferring distributions, as described in § 1.417(a}(3)-1(d)(2)(7,
based solely an the normal fornt of benefit,

IX. SECTION 1201 OF PPA 05

Saeclion 1201(a)of PPA'06 adds § 408(d)(8) to the Code, which is applicable to distributions made in taxable years 2006 and 2007, Under § 408(d)8), generally, if a-distribution
from an [RAowned by an individual after the individual has attained age 70% |s made directly by the trustee to cerlain organizations described in § 170(b)(1}(4), the distribution is
excludéd from gross income, The exclusion is only avaltable to the axtent that the distribution would othérwlse have been Includible In gross income, and § 408(d){8)(D} provides
a special rule for determining the amount that would otherwise be includible in gross income. In addition, the exclusion applies only If the contribution would otherwise qualify for
a charitable contribution deduction under § 170 {(without regard fo the percentage !Imitations of § 170(b)). A distribution that Is aligible for this exclusion is called a qualified
chatitable distribution.

Q-34. Is there an overall limiton the amount that may be excluded from gross income for qualified chaiitable distributions that are mads in a year?

A-34. Yes, The income exclusion for qualified charitable distibutions anlyapplies to the extent that the aggregate amount of qualified charitable distributions made during any
taxable year with respect to-an IRA owner does not exceed $100,000. Thus, if an IRAowner maintaing muftiple IRAs In a taxable year, and qualified charltable distributions are
made from more than one of these IRAs, the maximum total amount that may be excluded for that year by the IRAowner is $100,000. For married Individuats filing a joint return,
the limit Is §100,000 per individual IRA owner.

Q-35. Is the exclusion for qualified charitable distributions awailable for a distribution made to any organization eligible to receive charitable confributions that are deductible by the
doner forincome tax purposes?

A-35. No. Qualified charitable distributions maybe made to an organization deseribed in § 170{b}{1){A}, other than supporting organizations deseribed in § 509{a)(3) or donor
advised funds that are described in § 4866{d)(2).

Q-36. is the exclusion for qualified charitable distributions available for distribuions from any type of IRA?

A-36, Genarally, the exclusion for qualified charitable. distributions is available for distributions from any type of IRA [including a Roth IRAdescribed in §408Aand a deemed IRA
described in § 408(q)) that is neither an ongoing SEP IRA described in § 408(k) nor an ongoing SIMPLE IRA described in § 408(p). For this purpose, a SEP (RA or a SIMPLE IRA
is freated as ongoing ifitis maintained under an employer arrangement under which an employer contribution is made for the plan year ending with or within the IRA owner's
taxable year in which the charltable contribufions would be made.

Q-37. Is the exclusion for qualified charitable distributions available for distributions from an IRA malntained for a beneficiaryif the baneficiary has atiained - age 70% before the
distribution is made?

A-37. Yes. The exclusion from gross income for qualified charitable distibutions is avallable for distributions from an IRAmaintained for the tenefit of a beneficiary after the death
ofthe IRA owner ifthe benaficiary has attained age 70% before the distribution is made.

Q-38. If-a 2006 distribution satisfies all the reguirements under § 408(d)(B), butit was made before August 17, 2006 (the date PPA '08 was enacted), is the amount distributed
exciudable as a qualifled charitable distribution?

A-38. Yes, Secfion 408(d){8} is applicable o distribulions made atany time in 2006. Thus, a distribulion made in 2006 that salisfies the requirements under § 408(d)(8) Is a
qualified charitable distriibution even if it was made bafore August 17, 2006.

Q-39. Is the amounit of a qualified chariltable distribution deductible as a charitable conlribution under § 1707

A-39. No. For purposes of determining the amount of charitable contributions that may be deducled under § 170, qualified charitable distributions which are excluded from
income under § 408(d)(8) are not taken into account. However, qualified charitable distributions must still satisfy the requiremants fo be deduclible charitable contributions under
§ 170 (other than the percentage limits of § 170{b}}, including the substantiation requirements under § 170(N{8).

Q-40. Is a qualified charitable diskibution s ubject to withhoiding under § 3405?

A-10. No. Aqualified charitable distribution is nat subject to withhelding under § 3405 because an {RAowner that requests such a distribution is deemed to have elected out of
withholding undar § 3405(a)(2). For purposes of determining whether a distributlon requested by an IRAsatisfies the requirements under § 408(d)(8), the IRA trusiag, custodian,
or lssuer mayrely upon reasonsble representations made bythe IRAowner.

Q-41. Is a chack from an IRAmade payable to a charltable organization described in § 408(d)(8} and delivered by the IRA awner to the charitable organization a direct paymant to
such organization?

A-41. Yes. If a check from an IRAIs made payable to a charitable organizaticn described in § 408(d)(8) and delivered bythe IRA owner to the charitable organization, the payment
to the charitable.organizaion will be considered a direct payment by the IRA frustee to the charitable organization for purposes of § 408(d)}{SXB)).

Q-42. Will a gualified charitable distribution be taken into secount in determining whether the required minimum distribution requiremants of §§ 408(a)(6), 408(h)(3), and 408A(c)
(5) have been safisfiad?

A-42. Yes, The amount distributed in a quallfied chariteble distribution is an amouni distributed from the IRAfor purposes of §§ 408(a)(6), 408(b)(3). and 408A(cK5).

Q-43, What are the tax cansequences of a diract payment of an amountirom an IRAto a charity where the ransaction is Intended to satisfythe requirements of § 408{d)(8) but
falls to do-so?

A43. If an amount infended to be a qualified charitable distribution is paid to a charitable organization butfalls to satisfythe requirements of § 408(d)(8), the amountpaid is
treated as (1) a distribution from the IRAto the IRA owner that [s includible In gross income under the rules of § 408 or § 408A, as applicable; and (2) a contribution from the IRA
owner to the charitable organization that is subjectto the rules under § 170 (Including the percentage limis of § 170(b}).

Q-44. Wil a distribution made directiyby the trustee to a § 170{b)(1)(A) organization {as permitted by § 408(d}(8)(B)}{I}) be treated as a receipl by the IRA owner under § 4875(d)
@y

A-44. Yas. The Depament of Labor, which has interpretive jurisdiction with respact to § 4975(d), has advised Treasury and the [RS that a distribution made byan IRAtrustee
directly to a § 170(b)({1){A) organlzation (as permitted by § 408(dX8)(B)i)) will be reated as a recaipt by the IRA owner under § 4975(d)(9), and thus would nol constitute a
prohibited transaction. This would be frue aven if the individual for whose benefit the [RAis maintained had an outstanding pladge to the receiving charitable organization.

DRAFTING INFORMATION

Thte principal author ofthis nofice is Angelique V. Carington of the Employee Plans, Tax Exempt and Government Entitie's Division. For furthier information regarding this notice,
please contact the Employee Plans taxpayer assistance telephone senvice at (877) 829-6500 {a toli-free number) between the hours of 8:30 am and 4:30 pm Eastern Time,
Monday through Friday. Ms. Carrington maybe reached at (202) 283-0888 (nol a toll-free number).
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L. Purposs

This notice modifies Q&A-23 of Notice 2007-7, 2007-5 L.R.B. 395. Notice 2007-7, Q&A-23, states that the exclusion provided under § 402(1) of the Intsmal Revenue Code with
respect {o the payment of certain health insuranoce premiums by certain pension plans does not apply ko premiums paid to an accldant or health plan thatis salfnsured.

Il. Background

Section 402(1).ol the inlemal Revenue Code, which was added by sectinh 845(a) of Pension Profection Act o1 2006, P .L. 108-280 (‘PPA 06"}, provides for an exclusion from gross
income up to $3,000 annuallyfor certain diskibutions paid from an sligible govemmental pian that are used to payqualified heaith Insurance premiums of an aligible retired
public safetyofiicer or his or. her spouse or dapendents. The tarm “qualified health Insurance premiums” is defined in § 402({{4)D} es "premiums for cowarage for the aligible
retired public zafelyofficer, his spouse, and dependents, byan accident or health insurance plan or qualified long-term care insurance contract (as definad in § 77028(bj)."
(Emphasis added.) Ssction 402(1{S)}A) further limits tha sxclusion to premiums that areé paid “directiyto the provider of the accident or health insuranoe plan of qualifiad long-
term.care Insurancs contract” (Emphasis adted.) Section 402(1) applies ta diskibulions in taxable years baginning after Dacember 31, 2006,

Notice 2007-7, Q8A-23, provides that premiums paid to seliinsured accident or health plans are not aligible for the § 402(1) exclusion from gross income bacause, in arder to
receive favorable tax reatment under § 402()), the accident or health plan receiving the premium payments must be an accident or health Insurence plan. Thus, the plan must be
providing insuranos issued byan insurance company regulated by a State {including 2 managed care arganization that is treatsd as lssuing Insurance).

In general, §§ 104(a}(3) and 105(b) and {c) exclude from gross income certain amounts received through atcident or health Insurance. Under § 105(e)(1), smounts received
under an accldent or heatth pian for employeas are reated as received through accident or health insurance for purposss of §§ 104 and 105, Saction 1.105-5{s) of the Income
Tax Regulations provides thet an accident or health plan may be elthar insured or self-insured.

On August 2, 2007, §. 1874, the Pension Protection Technical Comections Act of 2007, was introduced [n the Senate and, on August 3, 2007, H.R. 2361, the Pension Protection
Technical Corrections Actof 2007, was infroduced in the House of Represenitatives. Both bills have idantical provisions — § 9(1)(1}{B) and (C)of 5. 1974 and H.R_ 3381 — which
would revise section 845{s) of PPA'06 by deleting the word *insurance’ from the term “accident or health ingsurance pian,” which oceurs. in both the definiion of qualified health
insuranee premiums In § 402()(#XD) of the Code and the direct payment requirement in § 402(1)(5)(4). Because of these pending technical comecions and special
considerations involving eligible relired public safety officers, Notice 2007-7, Q&A-23, s baing modified.

. Modification of Notice 2007-7, Q&A-23

Notice 2007-7, Q8A-23, Is modified as follows:

Q=23 Can the accident or health plan recehing the paymants of quatified health insurance premiums be a seltinsured plan?

A-23. Yes. An accldent or health pian, which is defined under § 105(e), includes a seildnsured plan, See § 1.105-5(a) of e lncome Tax Regulations,
V. EFFECT ON GTHER DOCUMENTS

Notice 2007-7 is modified.

DRAFTING INFORMATION

The principal author of this notice is Angelique Carvington of Employse Plans, Tax Exampt and Govemnment Entities Division. For further information regarding this nofice, please
cail e Employes Plans customer assistance servics Monday through Friday between 5:30 am, and 4:30 p.m. Esstem Ume st {877) 829-5500 (a toli<ree number) or e<mail Ms,
Carrington at RetirementPlanQuestions@irs.gov.
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