You can rollover up to 100% of your eli-
gible payment, including the 20% that was
withheld as taxes, but you must find other
money to replace the 20% that SERS with-
held for taxes. If you rollover the 80% you
received, you will only be taxed on the
20% that SERS withheld.

Additional 10% Excise Tax on
Distributions Before Age 55

A refund of contributions following sever-
ance of employment before age 55 (50 for
police positions) is subject to a 10% excise
tax if you do not roll it over. The excise
tax does not apply to a refund of contribu-
tions following severance of employment
after age 55, or from death or disability.

SPECIAL TAX TREATMENT
FOR LUMP SUM

DISTRIBUTIONS
For Those Born Before January 1, 1936
f_._, The ten-year averaging method and

¥ the capital gains provisions for
lump sum payments has been

A\ rule appliesto you, your spouse,
trust, or estate if you were age
50 before January 1, 1986.

This rule allows ten-year averaging at 1986
tax rates, and capital gains treatment at a 20%
tax rate. The averaging method may not be
chosen unless you participated in SERS for
at least five years. The five-year participation
rule does not apply to death benefit distribu-
tions. If you were not age 50 before January
1, 1986, the capital gains treatment may not
be used.

SURVIVING SPOUSES,
ALTERNATE PAYEES,
OTHER BENEFICIARIES

In general, the rules that apply to payments to
members also apply to payments to their sur-
viving spouses. Some of the rules described
above also apply to a deceased member’s
beneficiary who is not a spouse.

If you are a surviving spouse or benefi-
ciary, you can have your payment rolled over,
paid in a direct rollover to a traditional IRA
or qualified employer plan, or have it paid
to you. If you have the payment sent to your
home, you can keep it or roll it over yourself
into an IRA or a qualified employer plan that
accepts rollovers.

If you are a surviving spouse or other ben-
eficiary, your payment is generally not subject
to the additional 10% excise tax. You may also
be able to use the special tax treatment for
lump sum distributions as described above.

OBTAINING ADDITIONAL
INFORMATION

This brochure summarizes the
[l RS federal tax rules that may apply
to your lump sum payment. You
can find more specific information on the
tax treatment of lump sum payments from
qualified retirement plans in IRS Publication
575 “Pension and Annuity Income,” and IRS
Publication 590 “Individual Retirement Ar-
rangements.”
These publications are available from your
local IRS office, on the IRS’s web site at www.
irs.gov, or by calling 1-800-TAX-FORM.
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This brochure contains important information to review before you decide how to
receive your lump sum payment from the State Employees’ Retirement System (SERS)
and explains how you can continue to defer federal income tax on your retirement
savings. This brochure also summarizes the federal tax rules that may apply to your
payment. These rules are complex and contain many conditions and exceptions that
may not be included here. Therefore, you may want to consult with a professional
tax advisor before receiving your SERS payment.

You have 30 days from the receipt of this brochure to decide whether to take or roll-
over your lump sum payment. If we receive your election before the 30 days expires,
we assume you do not need 30 days to make your decision and will process your
payment as quickly as possible. However, you must submit a completed application
to receive a payment of benefits or a refund of contributions.

Your SERS taxable lump sum
payment is eligible for a
rollover. A rollover is a direct
transfer of your SERS taxable
- lump sum payment to a tradi-
tional Individual Retirement
Account or Annuity (IRA) or a qualified
employer plan that accepts rollovers.

A qualified employer plan includes
401(a), 401(k), 403(b) or Roth IRA (special
IRS rules apply). Your lump sum payment
cannot be rolled over to a SIMPLE IRA or
educational IRA.

The non-taxable portion (after-tax con-
tributions) may be rolled into a traditional
IRA or to certain employer plans that ac-
cept rollovers of after-tax contributions. It
must be a direct transfer and the qualified
plan must agree to accept the transfer and
account for it separately. The non-taxable

portion of your lump sum payment may not
be rolled over to a 457 plan (Deferred Com-
pensation).

There are two ways to receive your lump sum
payment that is eligible for a rollover:

1. The payment can be made directly to a
traditional IRA or to an eligible employer
plan that will accept it; or

2. The payment can be paid to you.

Whether you receive your payment now, or
roll it over, will affect the tax you owe.

DIRECT ROLLOVER

In a direct rollover, your payment is trans-
ferred directly from SERS to an IRA or quali-
fied employer plan that accepts rollovers. If
you choose a direct rollover, you are not taxed
on your payment until you withdraw it from

the IRA or qualified employer plan (unless you
choose to rollover into a Roth IRA). You can
choose a direct rollover of all or any portion of
your taxable payment.

Direct Rollover to a Traditional IRA

If you want your payment made directly to an
IRA, contact the financial institution where
you opened the IRA to find out how you can
transfer your payment.

If you are unsure of how to invest your
money, you may be able to deposit your pay-
ment in a temporary IRA. If you roll your
after-tax contributions to a traditional IRA, it
is your responsibility to report the amount of
after-tax contributions to the IRS.

Be sure the IRA you choose will allow you
to move all or part of your payment to another
IRA at a later date without penalties or other
limitations. (See IRS Publication 590, “Indi-
vidual Retirement Arrangements”).

Direct Rollover to a Qualified
Employer Plan

If you go to work for a new employer that has
a qualified employer plan, ask your employer
whether they will accept your direct rollover.
If they don’t, you can choose a direct rollover
to an IRA instead. A qualified employer plan is
not legally required to accept a rollover.

PAYMENTS MADE TO YOU

If you choose to have the payment made to
you, it is subject to a 20% federal income tax
withholding. The payment is taxed in the year

you receive it, unless you roll it over to an
IRA or a qualified employer plan that ac-
cepts rollovers within 60 days after receiv-
ing it. If you don’t roll it over, special tax
rules may apply.

Mandatory Tax Withholding

If your payment is eligible for a rollover,
SERS is required by federal law to withhold
20% of the taxable amount. This money

IS then sent to the IRS as income tax with-
holding.

For example, if the taxable
portion of your eligible ’A\q\

rollover payment is R Xt
$10,000, only $8,000 will % ey ;
be paid to you because SERS

must withhold $2,000 as income tax.
However, when you prepare your income
tax return for that year, you report the
$2,000 as tax withheld, and it will be cred-
ited against any income tax you owe.

Voluntary Tax Withholding

If any portion of your lump sum is not eli-
gible for a rollover but is taxable, you may
choose to voluntarily have taxes withheld
since the mandatory withholding rules do

not apply.

Sixty-Day Rollover Option

If your payment is eligible for a rollover,
you must make the rollover within 60 days
after you receive your payment. The amount
you rollover will not be taxed until you
withdraw it.



