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Added choice in the MNDCP Plan

A unique opportunity for tax-free'r' retirement income.

The Minnesota Deferred Compensation Plan (MNDCP) offers you the opportunity to save pre-tax
dollars for retirement. Beginning in 2012, you will also have the option to save on an after-tax
basis through Roth contríbutions. The Roth doesn't change how much you can contribute nor does
it change where you can invest. lt gives you more control over when your contributions - and
retirement income - will be subject to income tax.

F^
#

Pre-Tax Contributions
r No taxes on contributions
r Taxes paid when withdrawn

Pre-tax contributions to your MNDCP account means taxes aren't withheld when
you contribute. lnstead, you pay ordinary income tax on both the contributions and
any earnings at the time you withdraw your money. This tax-deferral means more
money goes into your MNDCP account than comes out of your paycheck. For
example, if you're in a 25 percent tax bracket and you contribute $100, only $75 comes

out of your paycheck because you're deferring the tax until you withdraw the $100.

After-Tax Contributions
r Taxes paid on contributions
r Tax-free withdrawals'!'

The Roth option provides an alternative to pre-tax investing. Roth contributions
are considered "after-tax," which means taxes are withheld when you contribute
However, qualified distributions on your contributions plus any earnings are
completelytax-free. As in the example above, if you contribute $100, the entire
$100 comes out of your paycheck, but when you withdraw it from your MNDCP
account, the entire amount plus any earnings are entirely tax-free.x

* Au a I ifyi ng co nd itio ns a pply.



Nornr you have achoice
Traditional pre-tax contributions, Roth aftertax
contributions, or both

The choice is yours! For example, Jane Smith enrolls in the MNDCP. She has the option to
contribute on a pre-tax basis, after-tax basis, or both. Jane has one MNDCP account, but for
tax purposes, contributions are separated by source.

Use this guide to make informed decisions about your long-term savings goals. ln the
coming months, more information, including online calculators, will be available to help
with your decision.

Pre-tax Contribution Sou rce

$50 / pay period

Roth after-tax Contribution Source

$50 / pay period

MNDCP 457(b) ACCOUNT

FOR

JANE SMITH

State of Minnesota employees will be able to contribute Roth
after-tax dollars to their MNDCP âccount beginning January
2012. However, other Minnesota public employers may choose

not to offer this feature or need more time to adiust their
payroll procedures. Ask your employer if you will be able to
make Roth contributions to your MNDCP account.
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Now: Later:
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Pay no income taxes
on contributions as

you make them

Pay taxes
on withdrawals
at retirement

Pre-tax contributions are deducted from your
salary before taxes are taken. That can reduce
your current taxable income.

Are tax-deferred untìl wìthdrawn

Are taxed as ordinary income

Are allowed to another pre-tax 457 (b), 403(b),
401(k), 401(a), or Traditional or Roth IRA.

(Rollovers to plans other than a
governmental4ST(bl may be subject
to the IRS 1 0 percent early withdrawal
penalty tax.)

The IRS requires minimum distributions to
begin at the later of age 70Tz or retirement.

Employees who

- expect to be in a lower tax bracket
in retirement

- want to lower current taxes
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...with Roth aftertax savings

Now: Later:
Pay income taxes

on contributions as
you make them

Tax-free
withdrawals
at retirement

Roth contributions are subject to federal, and where
applicable, state and local income tax withholding.

Are tax-free as long as qualifying conditions are met
(see "Roth-qualified Distributions" below).

Are tax-free as long as you've satisfied the 5-year holding
period and are age 59Vz or older (assuming you have
separated from service. are disabled, or distribution is

made to your beneficiary(ies) after your death).

Are allowed to another Roth account in a 457(b),
403(b), 401(k), 401(a) or Roth lRA.

(Rollovers to plans other than a governmental 457(b)
may be subject to the IRS 10 percent early withdrawal
penalty tax.)

The IRS requires minimum distributions to begin at the
later of ageT)Vz or retirement. However, if you roll
over your MNDCP Roth balance to a Roth IRA before
the calendar year in which you reach age 70/2, minimum
distributions are not required.*

Employees who:

r expect to be in a higher tax bracket in retirement

r are in a low tax bracket today or have other large
tax deductions

r want tax-free withdrawals in retirement

I want the option of not taking required withdrawals
at age l0y2 (rt you roll over to a Roth IRA)*

r exceed the Roth IRA income limitations
(There are no income limits if you contribute Roth
dollars to your MNDCP account.)

Contributions:

Earnings, if any

Roth-qualified
Distributions:

Rollovers

Required Minimum
Distributions:

Who benefits?

Whichever
option you
choose, you'll
enioy these
key benefits:

You can put money

aside usrng automatic

payroll deductions.

You can select from

the same menu of

investment options.

You can contribute

more in your MNDCP

account than you can

in an lndividual

Retirement Account

(lRA)you set up on

your own.

* Determine if Roth is appropriate for estate planning purposes



\Yhich route is best for you?
Why would anyone choose to pay taxes now rather than later? The answer for some people is to have
more tax-free income when they retire. The decision, howeveç is not the same for everyone and what
is right for you depends on your individual situation.

Answer the questions below and follow the path indicated to make a preliminary determination as
to which type of MNDCP plan contribution - traditional pre-tax or Roth after-tax - might be best
for you.

Do you have more than
10 years of work before

you retire?

I

YES

YES
I

Are you currently
in a low tax bracket?

l1O% or 15%l

I

I
NO

I

Do you expect to be in
the same or a higher tax

bracket at i,etirement?

I

YES

I

Can you afford to reduce
your spendqble pay now

to avoid taxes later?

I

NO

Do you expect to be in
the same or a higher tax

bracket in retirement?

I

YES

I

Can you afford to reduce
your spendable pay now

to avoid taxes later?

I

YES
I

Can you wait at least five
years before you need

your retirement money?

NO

NO NO

NO YES NO

@ copyright 2011 by NPl. All rights reserved

The chart assumes you are contributing the same amount to the plan, whether you choose a traditional pre-tax contribution or a
Roth after-tax contribution. With that approach, your spendable pay would be reduced during your working years by the amount
of tax paid on the Roth after-tax contributions.

This chart is only intended to be a tool that can indicate which type of contribution might be right for you and is not intended to be
tax, legal, or accounting advice. Your specific circumstances are not taken into account and may call for a different approach than
the one indicated in the chart. Before deciding on a type of contribution, talk with a professional who can take into account any
special factors that apply to you.

I

YES

Consider

Roth After-tax

Consider

Pre-tax

Consider

Roth After-tax

Consider

Pre-tax



Cant decide?

Consider bOth pre-tax and Roth
after-tax co ntributio rìs.
A combination of pre-tax and Roth after-tax contributions may be right for you if

you like the idea of tax-free retirement income, but also like the
current tax deduction on your pre-tax contributions.

you believe your taxes in retirement will be about the same or are
unsure where taxes are headed in the future.

you would like the flexibility to optimize your tax strategy year-to-year
as you withdraw your retirement income.

This information is provided for educational use only and is not intended as advice. Please consult with a professional
to discuss these types of tax considerations before making a decisíon. MSRS Representatives are not able to
personally advise on your decision.



What are the features of the Roth?
I Roth contributions are deducted from your pay on an after-tax basis unlike pre-tax contributions

that reduce your current taxable income.

t Roth contributions and earnings grovv tax-deferred just like pre-tax contributions

I A distribution of your Roth contributions and any earnings is not subject to federal or state income
taxes (in most cases) as long as it is a "qualified distribution."

What is a "qualified distribution?"
To be considered a Roth qualified distribution, and therefore tax-free, there is a two-prong test that
must be met:

1. 5-year holding period, and

2. Distribution on or after ageS9Vz (assuming you have separated from service, are disabled, or a
distribution is made to your beneficiary(ies) after your death)

What is the 5-year holding period?
It determines when you can take tax-free income. To qualify for a tax-free distribution, your first Roth
contribution must have been made to your MNDCP account at least five years prior to the date of
distribution, and you must be age 59/z (assuming you have separated from service, become disabled, or
upon death). The 5-year holding period begins on the first day of the taxable year in which you made an
initial Roth contribution to your MNDCP account. lt ends when five consecutive taxable years have passed

lf a distribution is not "qualified," how is it taxed?
A distribution taken before the end of the S-year holding period or prior to age 59Tz is considered a
"non-qualified distribution." Any earnings would be taxed as ordinary income; however, the contribution
portion of the distribution is tax-free since taxes were already paid.

Does the 10 percent ¡RS penalty tax for distributions prior to age 59Tz apply?
No. However, the penalty tax could apply on distributions that represent amounts you previously
rolled into your MNDCP account from another non-457(b) retirement plan (401(k), 401(a),403(b), or IRA)

Can I contr¡bute both pre-tax and after-tax dollars?
Yes. You may designate some or the entire amount as a Roth after-tax contribution or a traditional
pre-tax contribution, or both. And, you can make adjustments at any time.



What are the contribution Iimits?
Your combined pre-tax and Roth after-tax contributions can't exceed the IRS annual limits. For 2011, you
may contribute up to the lesser of 100 percent of eligible compensation or $16,500 if you are under age
50; $22,000 if age 50 or over; or up to $33,000 if you enroll in the "catch-up" provision.

How will contributing after-tax dollars affect my take-home pay?
It could reduce it. Unlike traditional pre-tax contributions, Roth after-tax contributions won't reduce your
current taxable income. So you'll actually be paying taxes on a higher amount, which could reduce your
take-home pay. (See example below.)

1 Based on current federal tax rates as of 201 0

Contributing Roth after-tax dollars may also affect your ability to take other tax credits and deductions (for
example, student loan deductions, medical expense deductions, and child care tax credits). Whether you
qualify for these credits and deductions depends on your income level. Since Roth contributions won't
reduce your adjusted taxable income, your eligibility for these tax reductions could be impacted.

Can I contribute after-tax dollars to both MNDCP and a Roth IRA?
Yes, assuming you qualify for a Roth IRA (based on income limits). Participation in an employer-
sponsored retirement plan like your MNDCP 457(b),403(b), or 401(k) does not limit the
contribution amount to a Roth lRA. You could contribute the maximum amount to a Roth 457
plan and, if eligible, to a Roth lRA.



I am currently contributing to my MNDGP account. How do I start making
Roth contributions?
lf your employer allows Roth after-tax contributions, you can make changes by calling the MSRS Service
Center at 1-800-657-5757 , option 3 or by accessing your account online at www.msrs.state.mn.us.

Note: State of Minnesota employees can make changes by calling the MSRS Service Center or on the
state e m ployee self-service website at http ://www. state. m n. us/e m ployee.

How do I make investment dec¡sions if I decide to contribute after-tax dollars?
Your investment decisions are applied to all your contributions, whether pre-tax or Roth after-tax.
Unless you want to change your current investment election, you won't have to make special
investment decisions related to Roth after-tax contributions.

W¡ll I be able to convert my MNDCP pre-tax savings to after-tax savings?
Federal regulations only allow you to convert your existing pre-tax savings to Roth after-tax
amounts if you are eligible to take a distribution from your account. You become eligible:

I 30 days following retirement or termination of employment

r if disabled

t upon death. Your designated beneficiary may then initiate
a distribution request

Also, pre-tax amounts previously rolled over from another type of retirement account (401(k), 401(a),
403(b), 457(b)) or Traditional IRA are eligible to convert to the Roth after-tax source.

However, Required Minimum Distributions at age 70/2, unforeseen emergency withdrawals, or
distributions spread over long periods (i.e., life expectancy payments or payments that will last for
10 or more years) are not eligible to convert.

Some conversion points to consider:

r lf you choose to convert your pre-tax savings to a Roth, the conversion amount is

subject to income taxes in the year of the conversion. Such taxes must be paid

outside of MNDCP.

r Once a conversion is processed, federal law does not allow it to be reversed



For more information
ln the coming months, the plan website will feature
interactive calculators to help compare how various
contributions could affect your take-home pay today
and your retirement savings in the future.

This material is not intended to be used to avoid tax penalties and was prepared to support the promotion or marketing of the
matter addressed in this document. The taxpayer should seek advice from an independent tax adviser.

Plan administrative seruices provided by ING tnstitutiona! Plan Services, LLC, a member of the tNG famity of companies. MSBS
Representatives are also registered representatives of tNG lnvestment Advisors, LLC (member StpO. The Minnesota State
Retirement System & Minnesota Deferred Compensation Plan are not members of the ING family of companies.
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