IRS Further Clarifies Nonspouse Beneficiary Rollovers

In a special edition of its Employee Plans News, the IRS offers further clarification of the new nonspouse beneficiary rollover option made available under the Pension Protection Act of 2006 (PPA-06).   
PPA-06 allows nonspouse beneficiaries of qualified retirement plans to roll over inherited amounts to a beneficiary IRA (i.e., an IRA maintained as an inherited IRA).  The rollover option is effective beginning in 2007, and only allowed if the plan document includes such an option (except in the case of a terminated plan). Notice 2007-7 states, in general, the distribution options under the beneficiary IRA must be the same as those that applied under the distributing plan.  

The February 13, 2007, edition of the Employee Plans News clarifies that a special rule under Q&A-17(c)(2) of Notice 2007-7 permits a switch from a plan-mandated five-year payout option to a life expectancy payout option in the IRA if the direct rollover to the beneficiary IRA is done on or before December 31 of the year following the year of the plan participant’s death.  The guidance does not address situations where the plan mandates a complete payout to the nonspouse beneficiary, which is a common plan design feature.  
Readers may access the special edition of the IRS’ Employee Plans News through the following link.
 http://www.irs.gov/pub/irs-tege/se_021307.pdf
