New IRS Guidance on 401(k) Rollovers
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The IRS clarified the rules on rolling over after-tax money from a 401(k) to a
Roth IRA.

Good news: If you have after-tax money in your traditional 401(k), 403(b), or other workplace retirement
savings account, you can roll it over to a Roth IRA without paying taxes, as long as certain rules are met.
A recent clarification from the IRS confirmed this. Previously, the rules weren't entirely clear. Now it is
clear that you can roll after-tax money to a Roth IRA and pretax money to a traditional IRA and avoid
creating taxable income. There is one catch: The after-tax and pretax balances must be rolled over at the

same time, and in the same proportions as in the 401(k).

Some examples
Let's look at a two hypothetical examples of a 401(k) rollover to a Roth IRA.

Andrew is age 60, retired, and has $1 million in his 401(k): $800,000, or 80% is pretax, and $200,000, or
20%, is after tax. He wants to roll over $100,000 to an IRA and leave the remainder where it is. If he rolls
over $80,000 to a traditional IRA and $20,000 to a Roth IRA, he will have no tax liability. That's because
the proportion (80%) of pretax money rolled to the traditional IRA is equal to the proportion (80%) of
pretax money in the 401(k). The $20,000 rolled to the Roth IRA is entirely after-tax money.

What if Andrew wanted to rollover $100,000 entirely into a Roth IRA? He could do that, but in this case,
$80,000 would be considered a taxable Roth conversion, because 80% of his 401(k) balance is pretax
money.

Why consider rolling over to a Roth IRA from a 401(k)?

After-tax money is after-tax money—whether it is held in a Roth IRA or in a traditional 401(k). This means
you don't have to pay taxes on it when you withdraw it,* but there are some benefits to having it in a Roth

IRA vs. in a traditional 401(k). Here are a few:

e Taxes on earnings. Any earnings on after-tax money in a traditional 401(k) are taxed when
withdrawn. Earnings in Roth IRAs generally aren't. So converting after-tax money to a Roth means

you may be able to avoid taxes on those earnings.

e Investment choices. A Roth IRA may provide more investment choices than are typically available in
an employer's plan, although an employer's plan may also offer institutionally priced investments not

available in an IRA.



e Required distributions. There are no minimum required distributions, also known as MRDs or
RMDs, from a Roth IRA during your lifetime. Once you reach age 70%2, you will need to start taking

distributions from a traditional 401(k), unless you are still working at the company.

Some employers do offer a Roth 401(k) option and allow participants to convert non-Roth assets into an
in-plan Roth account, so check with your employer to see if it is an option.

In conclusion

The IRS has clarified the rules on rolling over after-tax money from a traditional 401(k) to a Roth IRA. But
deciding whether to roll over your 401(K) isn't necessarily a straightforward decision. This is why we
suggest that you carefully assess your situation, consider all your available options and the applicable
fees and features of each before moving your retirement assets, and check with a tax adviser to help you
make an informed decision.

1. A distribution from a Roth IRA is tax free and penalty free provided that the five-year aging requirement
has been satisfied and at least one of the following conditions is met: you reach age 59%, become

disabled, make a qualified first-time home purchase, or die.

Fidelity does not provide legal or tax advice. The information herein is general and educational in nature
and should not be considered legal or tax advice. Tax laws and regulations are complex and subject to
change, which can materially impact investment results. Fidelity cannot guarantee that the information
herein is accurate, complete, or timely. Fidelity makes no warranties with regard to such information or
results obtained by its use, and disclaims any liability arising out of your use of, or any tax position taken
in reliance on, such information. Consult an attorney or tax professional regarding your specific situation.

As with all of your investments, you must make your own determination whether an investment in
any particular security or fund is consistent with your investment objectives, risk tolerance,
financial situation, and your evaluation of the investment option. Fidelity is not recommending or
endorsing any particular investment option by mentioning it in this presentation or by making it
available to its customers. This information is provided for educational purposes only, and you
should bear in mind that laws of a particular state and your particular situation may affect this
information. There is no guarantee the trends discussed here will continue. Investment decisions

should take into account the unique circumstances of the individual investor.
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