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Pension Protection Act of 2006
Creates Favorable New Rules for IRAs

Robert S. Keebler, CPA, M.S.T., is a 
Partner with Virchow, Krause & Com-
pany, LLP, in Green Bay, Wisconsin.

The Pension Protection Act of 20061 (“the 
Act”) was recently approved by both houses 
of Congress and signed by President Bush on 

August 17, 2006. While the focus of the Act is on 
strengthening defi ned benefi t plans and avoiding 
costly government bailouts, it also makes perma-
nent taxpayer retirement incentives enacted by the 
Economic Growth and Tax Relief Reconciliation Act 
of 20012 (“EGTRRA”) and creates some favorable 
new rules for IRAs. Because the defi ned benefi t 
provisions have a narrow application to most tax 
planners and the EGTRRA provisions are already 
familiar to tax practitioners, I will limit my analysis 
to a discussion of the new IRA provisions. These 
include the following:

Rollovers of inherited qualifi ed plan accounts by 
nonspouse benefi ciaries
Tax-free IRA distributions for charitable contri-
butions
Direct Plan-to-Roth IRA rollovers

Post-Mortem
Nonspousal IRA Rollovers
For wealthy clients, an important goal of IRA planning 
is to stretch out distributions over the longest possible 
time to maximize the amount of wealth passing to 
future generations. Under pre-Act law, one of the 
best methods for accomplishing this result was the 
“Inherited IRA.” Surviving spouses (but not other ben-
efi ciaries) could generally rollover amounts received 
from their deceased spouse’s qualifi ed plans, Code 
Sec. 403(b) annuities and IRAs to another plan or IRA. 
Following a spousal rollover, minimum distributions 
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were based on the surviving spouse’s life expectancy 
even if the decedent’s plan or IRA would otherwise 
have required immediate distribution. The Act extends 
this favorable tax treatment to nonspouse benefi ciaries 
and, to the extent provided for in rules prescribed by 
the Secretary of the Treasury, to trusts for the benefi t 

of nonspouse benefi ciaries. The IRS will presumably 
limit eligible trusts to those that would qualify as 
designated benefi ciaries. The changes are effective for 
distributions made after December 31, 2006.

Note that care must be taken in performing the trust-
ee-to-trustee rollover. The inherited IRA must be in the 

name of the owner 
of the original retire-
ment account and 
payable to the des-
ignated benefi ciary 
of the original ac-
count (e.g., a child 
of the decedent 
owner), the funds 
must pass directly 
from the original 
plan to the IRA, and 
an inherited IRA can 
generally be used 
only by a benefi-
ciary who qualifi es 
as a “designated 
benefi ciary.” 

The new rules 
not only will ben-
efi t clients but also 
will help protect 
tax planners from 
malpractice claims. 
I have seen numer-
ous cases in which 
a tax practitioner 
advised a client to 
leave a large pen-
sion plan to a child 
rather than to the 
surviving spouse. 
Under the Code, 
the child would 
have been forced 
to take distributions 
of the full amount of 
the retirement plan 
within five years 
after the parent’s 
death or, in some 
cases, immediately 
following the par-
ent’s death. The loss 
of deferral typically 
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55 29.6 1,000,000$     (33,784)$         67,635$          1,033,851$     -$               23,649$          1,301$            24,949$          1,058,801$      

56 28.7 1,033,851$     (36,023)$         69,848$          1,067,677$     24,949$          25,216$          2,759$            52,924$          1,120,601$      

57 27.9 1,067,677$     (38,268)$         72,059$          1,101,467$     52,924$          26,788$          4,384$            84,096$          1,185,563$      

58 27.0 1,101,467$     (40,795)$         74,247$          1,134,919$     84,096$          28,557$          6,196$            118,848$        1,253,768$      

59 26.1 1,134,919$     (43,483)$         76,401$          1,167,836$     118,848$        30,438$          8,211$            157,498$        1,325,334$      

60 25.2 1,167,836$     (46,343)$         78,505$          1,199,998$     157,498$        32,440$          10,447$          200,384$        1,400,382$      

61 24.4 1,199,998$     (49,180)$         80,557$          1,231,375$     200,384$        34,426$          12,915$          247,725$        1,479,100$      

62 23.5 1,231,375$     (52,399)$         82,528$          1,261,504$     247,725$        36,679$          15,642$          300,046$        1,561,551$      

63 22.7 1,261,504$     (55,573)$         84,415$          1,290,347$     300,046$        38,901$          18,642$          357,590$        1,647,936$      

64 21.8 1,290,347$     (59,190)$         86,181$          1,317,338$     357,590$        41,433$          21,946$          420,969$        1,738,307$      

65 21.0 1,317,338$     (62,730)$         87,823$          1,342,430$     420,969$        43,911$          25,568$          490,449$        1,832,878$      

66 20.2 1,342,430$     (66,457)$         89,318$          1,365,291$     490,449$        46,520$          29,533$          566,502$        1,931,793$      

67 19.4 1,365,291$     (70,376)$         90,644$          1,385,559$     566,502$        49,263$          33,867$          649,632$        2,035,191$      

68 18.6 1,385,559$     (74,492)$         91,775$          1,402,841$     649,632$        52,145$          38,598$          740,374$        2,143,216$      

69 17.8 1,402,841$     (78,811)$         92,682$          1,416,712$     740,374$        55,168$          43,755$          839,297$        2,256,009$      

70 17.0 1,416,712$     (83,336)$         93,336$          1,426,712$     839,297$        58,335$          49,370$          947,002$        2,373,714$      

71 16.3 1,426,712$     (87,528)$         93,743$          1,432,927$     947,002$        61,270$          55,455$          1,063,727$     2,496,654$      

72 15.5 1,432,927$     (92,447)$         93,834$          1,434,314$     1,063,727$     64,713$          62,064$          1,190,504$     2,624,818$      

73 14.8 1,434,314$     (96,913)$         93,618$          1,431,019$     1,190,504$     67,839$          69,209$          1,327,552$     2,758,570$      

74 14.1 1,431,019$     (101,491)$       93,067$          1,422,595$     1,327,552$     71,043$          76,923$          1,475,518$     2,898,113$      

75 13.4 1,422,595$     (106,164)$       92,150$          1,408,581$     1,475,518$     74,315$          85,241$          1,635,074$     3,043,655$      

76 12.7 1,408,581$     (110,912)$       90,837$          1,388,506$     1,635,074$     77,638$          94,199$          1,806,911$     3,195,417$      

77 12.1 1,388,506$     (114,753)$       89,163$          1,362,916$     1,806,911$     80,327$          103,798$        1,991,036$     3,353,952$      

78 11.4 1,362,916$     (119,554)$       87,035$          1,330,398$     1,991,036$     83,688$          114,110$        2,188,834$     3,519,231$      

79 10.8 1,330,398$     (123,185)$       84,505$          1,291,718$     2,188,834$     86,229$          125,128$        2,400,191$     3,691,909$      
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55 - 1,000,000$     (227,935)$       54,045$          826,109$        -$               159,555$        8,776$            168,330$        994,439$        

56 - 826,109$        (227,935)$       41,872$          640,046$        168,330$        159,555$        18,034$          345,918$        985,965$        

57 - 640,046$        (227,935)$       28,848$          440,959$        345,918$        159,555$        27,801$          533,274$        974,233$        

58 - 440,959$        (227,935)$       14,912$          227,935$        533,274$        159,555$        38,106$          730,934$        958,870$        

59 - 227,935$        (227,935)$       -$               -$               730,934$        159,555$        48,977$          939,466$        939,466$        

60 - -$               -$               -$               -$               939,466$        -$               51,671$          991,137$        991,137$        

61 - -$               -$               -$               -$               991,137$        -$               54,513$          1,045,649$     1,045,649$      

62 - -$               -$               -$               -$               1,045,649$     -$               57,511$          1,103,160$     1,103,160$      

63 - -$               -$               -$               -$               1,103,160$     -$               60,674$          1,163,834$     1,163,834$      

64 - -$               -$               -$               -$               1,163,834$     -$               64,011$          1,227,844$     1,227,844$      

65 - -$               -$               -$               -$               1,227,844$     -$               67,531$          1,295,376$     1,295,376$      

66 - -$               -$               -$               -$               1,295,376$     -$               71,246$          1,366,622$     1,366,622$      

67 - -$               -$               -$               -$               1,366,622$     -$               75,164$          1,441,786$     1,441,786$      

68 - -$               -$               -$               -$               1,441,786$     -$               79,298$          1,521,084$     1,521,084$      

69 - -$               -$               -$               -$               1,521,084$     -$               83,660$          1,604,744$     1,604,744$      

70 - -$               -$               -$               -$               1,604,744$     -$               88,261$          1,693,005$     1,693,005$      

71 - -$               -$               -$               -$               1,693,005$     -$               93,115$          1,786,120$     1,786,120$      

72 - -$               -$               -$               -$               1,786,120$     -$               98,237$          1,884,356$     1,884,356$      

73 - -$               -$               -$               -$               1,884,356$     -$               103,640$        1,987,996$     1,987,996$      

74 - -$               -$               -$               -$               1,987,996$     -$               109,340$        2,097,336$     2,097,336$      

75 - -$               -$               -$               -$               2,097,336$     -$               115,353$        2,212,689$     2,212,689$      

76 - -$               -$               -$               -$               2,212,689$     -$               121,698$        2,334,387$     2,334,387$      

77 - -$               -$               -$               -$               2,334,387$     -$               128,391$        2,462,778$     2,462,778$      

78 - -$               -$               -$               -$               2,462,778$     -$               135,453$        2,598,231$     2,598,231$      

79 - -$               -$               -$               -$               2,598,231$     -$               142,903$        2,741,134$     2,741,134$      

Chart 1
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caused a very substantial reduction in the family’s 
wealth. Under the Act, a child who fi nds himself in 
this position can transfer the retirement plan funds 
to an IRA in the parent’s name by means of a trustee-
to-trustee transfer and take distributions over his or 
her life expectancy. The retirement plan funds could 
also be transferred to inherited IRAs held by trusts for 
the benefi t of the child.

To illustrate the application of the new rules, we are 
currently representing a woman whose brother died 
and left her a large pension plan. If not for the Act, 
she would have been forced to withdraw the entire 
pension plan balance within fi ve years. Following 
enactment of the new law, however, it appears that 
the woman will be permitted to transfer the funds to 
an inherited IRA even though she inherited the pen-
sion plan prior to the enactment of the Act. As a result, 
she will be able to spread the IRA distributions out 
over her life expectancy instead of over a fi ve-year 
period. The benefi t is shown in Chart 1.

Tax-Free Charitable
IRA Distributions
Prior to enactment of the Act, a taxpayer who wanted 
to make a charitable contribution from an IRA had 
to include the amount withdrawn in taxable income 
and then claim a charitable deduction. The deduction 
did not always eliminate all taxable income from the 
distribution because the amount of the deduction 
was limited by the taxpayer’s adjusted gross income 
(AGI) due to the fl oor on itemized deductions. The Act 
eliminates this potential problem by excluding up to 
$100,000 per year of otherwise taxable traditional or 
Roth IRA distributions from income if the following 
conditions are satisfi ed:

The distributions must be made in 2006 or 2007.
The distribution must be made directly from the 
IRA to the charity.
The distribution would otherwise be a taxable 
distribution.
The IRA owner must be at least 70 1/2 on the 
date of the transfer.
The distribution cannot be from a SEP or a 
SIMPLE.
The distribution must qualify for a charitable deduc-
tion under the general rules of Code Sec. 170.
The maximum exclusion from gross income is 
$100,000.

While this new provision addresses an important 
problem, its applicability is limited by the numer-

ous limitations. Nevertheless, for some older clients 
who want to make charitable contributions this year 
or next year, this will provide an excellent way to 
contribute retirement plan assets to charity without 
having to recognize income.

Consider, for example, the situation of my client 
Mrs. X, a 71-year-old widow who does not need 
the funds in her $1.5 million IRA. At her death, the 
entire IRA will pass to charity. Mrs. X is very healthy, 
and if nothing were done, she would likely receive 
IRA distributions for the next 15 to 20 years, result-
ing in very substantial payments of income tax and 
a large increase in the amount of her taxable estate. 
This would greatly diminish the benefi ts of leaving 
the IRA to charity. When Mrs. X heard about the 
new Act provision, she was anxious to take advan-
tage of it in both 2006 and 2007 because it would 
reduce her income and estate tax and provide a 
more substantial benefi t for charity.

Plan-to-Roth IRA Rollovers
Under the old law, participants in qualifi ed re-
tirement plans, Code Sec. 403(b) tax-sheltered 
annuities and Code Sec. 457 government plans 
could rollover amounts from the plan or annu-
ity into a traditional IRA but not into a Roth IRA. 
The only way to get assets from these retirement 
vehicles without adverse tax consequences was by 
using a two-step process. The taxpayer fi rst had to 
roll assets into a traditional IRA and then make a 
second rollover from the traditional IRA to a Roth 
IRA. The new law permits taxpayers to roll amounts 
held in qualifi ed, tax-sheltered annuities and gov-
ernment plans directly into Roth IRAs without using 
a traditional IRA as an intermediate step. The rules 
for making the rollover are the same as those for 
rollovers from a traditional IRA to a Roth IRA.

While this provision provides less dramatic ben-
efi ts than the two discussed above, shortening the 
time it takes to make a Roth conversion could be im-
portant. Consider, for example, the case of my client 
Dr. Z, who had a $2 million 401(k) plan balance 
and wanted to convert $200,000 of this amount to 
a Roth IRA in 2004. Under the old law, he had to 
fi rst set up a temporary traditional IRA. The fi nancial 
institution experienced some procedural problems 
in making the two-step transfer, and the Roth IRA 
conversion could not be completed in 2004. If we 
could have made a direct rollover from the 401(k) 
to the Roth IRA, the transaction could have been 
completed before the end of the tax year.
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In my next column we will explore some of the 
other provisions of the Act that will be of interest to 
tax and fi nancial planners.

ENDNOTES

1 Pension Protection Act of 2006 (P.L. 109-280).
2 Economic Growth and Tax Relief Reconciliation Act of 2001 (P.L. 107-16).
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