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Notice of Proposed Rulemaking ~ 11ons. Cathy A. Vohs, (202) 622-6030 recharacterizing IRA contributions. This

- - - concerning the public hearing, Michaelnformation will also be used by: (1) the

and Notice of Public Hearin y
g Slaughter (202) 622-7180 (not toll-freeRS and individuals converting traditional
Roth IRAs numbers). IRAs to Roth IRAs to calculate the

amount includible in gross income on ac-
count of such conversions, (2) the IRS
and individuals receiving distributions
from Roth IRAs to calculate the amount
The collections of information con-includible in gross income on account of
k-tained in this notice of proposed rulemaksuch distributions, (3) the IRS and indi-
ing have been submitted to the Office ofiduals recharacterizing IRA contribu-
Management and Budget for review in actions to properly account for such rechar-
SUMMARY: This document contains cordance with the Paperwork Reductiomcterizations, and (4) the IRS and trustees,
proposed regu|ations re|ating to Rot[ﬁct of 1995 (44 U.S.C. 3507(d)) Com-custodians or issuers of Roth IRAs to
IRAs. Roth IRAs were created by thements on the collection of informationproperly report (a) the amount of contri-
Taxpayer Relief Act of 1997 as a newshould be sent to th@ffice of Manage- butions to and distributions from Roth
type of IRA that individuals can use beiment and Budget,Attn: Desk Officer for IRAs, and (b) recharacterizations of IRA
ginning in 1998. The proposed regulathe Department of the Treasury, Office otontributions (including Roth IRA contri-
tions reflect changes relating to Rotinformation and Regulatory Affairs, butions). The collections of information
IRAs contained in the Internal Revenu&Vashington DC 20503, with copies to there required to obtain the benefit of hav-
Service Restructuring and Reform Act ofnternal Revenue ServiceAttn: IRS Re- ing a Roth IRA. The likely respondents
1998. The proposed regulations affect irRorts Clearance Officer, OP:FS:FP, Wastand/or recordkeepers are individuals, and
dividuals establishing Roth IRAs, benefiington, DC 20224. Comments on the coltrustees, custodians, or issuers of Roth
ciaries under Roth IRAs, and trusteedections of information should be receivedRAs. The burden for (1) calculating the
custodians or issuers of Roth IRAs. Thi®y November 2, 1998. Comments aramount includible in gross income on ac-
document also provides notice of a publi€Pecifically requested concerning: count of conversions and Roth IRA distri-
hearing on these proposed regulations. ~ Whether the proposed collections of inbutions, and (2) accounting for recharac-
formation are necessary for the propeterizations is reflected in the burden for
DATES: Written comments must be referformance of the functions of the IRSForm 8606. The burden for electing to
ceived by December 2, 1998. Outlines ofcluding whether the information will continue the 4-year spread of income in-
topics to be discussed at the public heahave practical utility; clusion (only applicable to certain spousal
ing scheduled for Thursday, December The accuracy of the estimated burdebeneficiaries) is reflected in the burden
10, 1998, at 10 a.m. must be received Bssociated with the proposed collection®r either Form 8606 or Form 1040,
Thursday, November 19, 1998. of information; whichever is applicable. The burden for
How the quality, utility, and clarity of reporting contributions is reflected in the
ADDRESSES: Send submissions tahe information to be collected may be enburden for Form 5498. The burden for re-
CC:DOM:CORP:R (REG-115393-98),hanced; porting distributions is reflected in the
room 5226, Internal Revenue Service, How the burden of complying with theburden for Form 1099-R.
POB 7604, Ben Franklin Station, Washproposed collections of information mayEstimated total annual reporting/record-
ington DC 20044. Submissions may bé&e minimized, including through the apkeeping burden: 125,000 hours (50,000
hand delivered between the hours of Blication of automated collection tech-hours for designating an IRA as a Roth
a.m. and 5 p.m. to: CC:DOM:CORP:Rniques or other forms of information techiRA, plus 75,000 hours for recharacteriz-
(REG-106177-97), Courier’'s Desk, Innology; and ing an IRA contribution).
ternal Revenue Service, 1111 Constitution Estimates of capital or start-up costs anHistimated average annual burden per re-
Avenue NW, Washington DC. Alterna-costs of operation, maintenance, and puspondent/recordkeeper: 1 minute for des-
tively, taxpayers may submit commentghase of service to provide information. ignating an IRA as a Roth IRA and 30
electronically via the Internet by selecting The collections of information in theseminutes for recharacterizing an IRA con-
the “Tax Regs” option on the IRS Homeproposed regulations are in §81.408A—Zribution.
Page, or by submitting comments directlf..408A-4, 1.408A-5, and 1.408A-7 Estimated number of respondents/record-
to the IRS Internet site at http://www.irs.This information is required by the IRS tokeepers: 3,150,000 (3,000,000 respon-
ustreas.gov/prod/tax_regs/comments.htmtomply with the provisions of the Tax-dents for designating an IRA as a Roth
The public hearing will be held in roompayer Relief Act of 1997, and in particuH{RA, plus 150,000 respondents for rechar-
2615, Internal Revenue Building, 1111ar, with section 408A(b), (c), and (d).acterizing an IRA contribution).
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Estimated annual frequency of responsed408 and the regulations under section 408vith extensions) for the year of the con-
on occasion. apply to Roth IRAs to the extent they ardribution.

An agency may not conduct or sponsonot inconsistent with section 408A or The proposed regulations define the
and a person is not required to respond tthese proposed regulations. terms compensation and modified ad-
a collection of information unless it dis- Section 408A(b) defines a Roth IRA agusted gross income. The definition of
plays a valid control number assigned bgn individual retirement plan which iscompensation is the same as that applica-
the Office of Management and Budget. designated at the time of its establishmeiie under section 219(f)(1) for determin-

Books or records relating to a collecas a Roth IRA. That section also grantsg the amount, if any, that a taxpayer
tion of information must be retained aghe Secretary of the Treasury authority taonay contribute to a traditional IRA. This
long as their contents may become mateprescribe the manner for designating adefinition does not include amounts trans-
ial in the administration of any internalindividual retirement plan as a Roth IRAferred from one individual to another by
revenue law. Generally, tax returns anfroposed §1.408A-2 provides that a Rothift (for example, a gift from a parent to a
tax return information are confidential, adRA instrument must clearly designate thehild). The definition of modified ad-
required by 26 U.S.C. 6103. IRA as a Roth IRA, and that designatiojusted gross income is based on the defin-
cannot later be changed. Thus, a taxpayiion of adjusted gross income applicable
may not designate an IRA as a Roth IRAInder section 219(g)(3)(A) for determin-

Section 408A of the Internal Revenuédnd later redesignate the Roth IRA as img the amount, if any, that a taxpayer
Code (Code), which was added by sectioiaditional IRA or otherwise tre_qt the Rothmay deduct for a contribution' to a tragii—
302 of the Taxpayer Relief Act of 1997'IRA as though it were a traditional IRAtional IRA where the taxpayer is an active

Public Law 105-34 (111 Stat. 788) estad©r Federal tax purposes. participant in an employee plan. How-

lishes the Roth IRA as a new type of indi L ever, the definition _of modified adjusted
vidual retirement plan, effective for taX_ReguIar Contributions gross income applicable to Roth IRAs
able years beginning on or after January Proposed §1.408A-3 sets forth ruleBrovides that any amount includible in
1, 1998. The provisions of section 408/&egarding regular (i.e., non-conversion{ross income because of a Roth IRA con-
were amended by the Internal Revenueontributions to a Roth IRA. Unlike con-Version is disregarded in determining
Service Restructuring and Reform Act ofributions to traditional IRAs, contribu- Modified adjusted gross income. Addi-
1998, Public Law 105-206 (112 Stattions to Roth IRAs are not deductibleionally, for taxable years beginning after
685). under any circumstances. A taxpayer’®€cember 31, 2004, modified adjusted
A Roth IRA generally is treated underregular contributions to all his or her Rottfr0ss income does not include the amount
the Code like a traditional IRA with sev-IRAs for a year are limited to the lesser of @ny required minimum distribution

eral significant exceptions. Similar to tra$2,000 or the taxpayer’s compensation fdfom an IRA for purposes of determining

ditional IRAs, income on undistributedthat year. As with traditional IRAs, a speconversion eligibility.
amounts accumulated under a Roth IRAisial rule for married taxpayers permits AS With traditional IRAs, regular con-
exempt from Federal income tax, andne spouse to treat the other spousefdbutions to a Roth IRA may be made as
contributions to Roth IRAs are subject taompensation as his or her own for pur@€ as the Roth IRA owner’s Federal in-
specific limitations. Unlike traditional poses of the limit on regular contribu-COMe tax return due date (not including
IRAs, contributions to Roth IRAs cannottions. The limit is reduced by anyextensmns) for the taxable year to Whlch
be deducted from gross income, but qualamounts that the taxpayer contributes fdP€Y relate. Thus, Roth IRA contributions
fied distributions from Roth IRAs are ex-that year to an individual retirement plafn@y P& made by most taxpayers for tax-
cludable from gross income. These prasther than a Roth IRA (although employefP!€ year 1998 at any time until April 15,
posed regulations set forth specific rulesontributions, including elective contribu-1999- Unlike traditional IRAs, contribu-
for Roth IRAs in accordance with the protions, to a SEP or SIMPLE IRA Plan dofions to & Roth IRAmay be made after the
visions of section 408A. not reduce the contribution limit). Addi- ROth IRAowner has reached ages/0
tiqnally,_the contribution limit (d_eter- Conversions
mined without regard to any reduction for
General Provisions and Establishment oftraditional IRA Cont_ributions) is phased Prpposed 81.408A-4 prqvides rules re-
Roth IRAs out for modified adjusted gross incomegarding Roth IRA conversions. In gen-
between $95,000 and $110,000 for singleral, a taxpayer whose modified adjusted
Proposed 81.408A-1 contains generdbxpayers, between $150,000 andross income does not exceed $100,000
provisions regarding Roth IRAs, and pro$160,000 for married taxpayers filingmay “convert” an amount held in a non-
posed 81.408A-1 contains provisions rgeint returns, and between $0 and $10,00Roth IRA (i.e., a traditional IRA or SIM-
garding the establishment of Roth IRAsfor married taxpayers filing separate rePLE IRA) to a Roth IRA. The conversion
As described in proposed §1.408A-1, &urns. Any contribution in excess of thenay be made in one of three ways: (1) a
Roth IRA is treated for Federal tax pur-contribution limit is subject to the 6-per-distribution from a non-Roth IRA may be
poses in the same manner as an individue¢nt excise tax under section 4973 unlesslled over to a Roth IRA within 60 days;
retirement plan except as otherwise prat is distributed to the taxpayer (with allo-(2) an amount in a non-Roth IRA of one
vided in section 408A and the proposedable net income) under section 408(d)(4)nancial institution may be transferred in
regulations. Thus, all the rules of sectiolby the Federal income tax return due date trustee-to-trustee transfer to a Roth IRA
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of a different financial institution; or (3) pose, in the case of a conversion effecteaf any such distribution. Under the pro-
an amount in a non-Roth IRA may beby an actual distribution and rollover conposed regulations, if a non-Roth IRA
transferred to a Roth IRA of the same fitribution (rather than a trustee-to-trusteewner has reached age¥sGany amount
nancial institution. (In the third case, ndransfer or a transfer between IRAs of thdistributed (or treated as distributed be-
physical transfer of assets is necessargame financial institution), the year of thecause of a conversion) from the IRA for
but the instrument governing the nondistribution from the non-Roth IRA is thethat year consists of the required mini-
Roth IRA must, of course, be replaced byear that the conversion amount is inmum distribution to the extent that an
a Roth IRA instrument.) The conversiorcludible in gross income. amount equal to the required minimum
amount must be a qualified rollover con- The conversion amount generally is nodlistribution for that year has not yet been
tribution under section 408A(e) andsubject to the 10-percent additional taxlistributed (or treated as distributed).
therefore, must satisfy section 408(d)(3under section 72(t). However, sectiofmhus, if a taxpayer who is required to re-
(other than the one-rollover-per-year rul@d08A(d)(3)(F) provides that the 10-per-ceive a minimum distribution of $10,000
of that section). Any amount distributedcent tax applies to a distribution of a confrom his or her non-Roth IRA for a tax-
from a non-Roth IRA prior to the 1998version amount made within the 5-taxable year attempts to convert $11,000 to a
taxable year may not be contributed to able-year period beginning with theRoth IRA prior to receiving the required
Roth IRA as a conversion contribution. taxable year in which the conversion taninimum distribution, $10,000 of the
In the case of a conversion made bwhich it is attributable was made. Addi-conversion amount would be treated as
means of a distribution and rollover contionally, the proposed regulations providehe required minimum distribution and
tribution, the $100,000 limit applies to thethat a taxpayer’s conversion of an amountould be ineligible for conversion. This
year in which the distribution from thefrom a non-Roth IRA from which the tax-result is not affected by the means
non-Roth IRA is made. For married taxpayer was receiving a series of substathrough which the taxpayer effects the
payers, the $100,000 limit applies to théially equal periodic payments under seceonversion or by whether an amount
joint modified adjusted gross income otion 72(t)(2)(A)(iv) will not be treated as greater than or equal to $10,000 remains
the couple, and a married taxpayer filing a modification of that series under sectiom the taxpayer’s non-Roth IRA after the
separate return is not allowed to convei®2(t)(4) and thus will not trigger recaptureconversion.
regardless of modified adjusted gross imef the section 72(t) tax on previous distri- o o
come (although a taxpayer who has livetiutions from the non-Roth IRA as long ad&characterizations of IRA Contributions
apart from his_ or her spouse for the.entirEhe series Qf subs_tantially equal periodic Proposed §1.408A—5 provides special
taxable year is treated as not married fcpraymen_ts is qontlnued under the Rothies for the recharacterization of IRA
these purposes). IRA (or if section 72(t)(4) would other- .. ntributions (including Roth IRA regular

The proposed regulations provide thavise not apply). and conversion contributions). Section
amounts held in a SEP IRA or a SIMPLE Taxpayers making conversions duringlOBA(d)(B) provides that, except as other-

IRA may be converted to a Roth IRA. In1998 are eligible for a 4-year spreagyise provided by the Secretary of the
the case of a SIMPLE IRA, a conversiorunder which a conversion amount can b?reasury, an IRA contribution that is
may be done only after the expiration ofncluded in income ratably over taxablg,snsferred to another IRA in a trustee-to-
the 2-year period described in sectioyears 1998 through 2001 rather thag stee transfer on or before the Federal
72(t)(6). See Q&A I-2 of Notice 98-4 solely in 1998. Special rules apply to thi§,ome tax return due date (with exten-
(1998-2 I.R.B. 25). Once a SEP IRA o#-year spread if a taxpayer dies before iréions) for the taxable year of the contribu-
SIMPLE IRA has been converted to alusion of the full conversion amount. Iniq is treated as made to the transferee
Roth IRA, the SEP IRA or the SIMPLE such a case, any remaining includible pojgra and not the transferor IRA. Section
IRA becomes a Roth IRA and ceases to liéon of the conversion amount generally408A(d)(6) requires that the transfer in-
part of a SEP or a SIMPLE IRA Plan;must be included in the taxpayer’s grosg| de allocable net income on the contri-
thus, no SEP or SIMPLE IRA Plan contri-income for the taxable year that includeg ;tion and that no deduction be allowed
butions may be made to the Roth IRAthe date of his or her death. However, if;; the contribution to the transferor IRA.
Amounts held in retirement plans othethe taxpayer’s surviving spouse is the solg;q statutory provision was intended to
than IRAs—such as section 401(a) qualibeneficiary of all the taxpayer’s ROthpermit a taxpayer who had converted an
fied plans and section 403(b) annuity contRAs (as determined under the aggregaimount held in a non-Roth IRA to a Roth
tracts—cannot be directly converted to &on rule of section 408A(d)(4)(A)), the |Ra and later discovered that his or her
Roth IRA. spouse may elect to continue applicatiop,,gified adjusted gross income for the
Any amount converted from a non-of the 4-year spread. Finally, the distribuyqa - of the conversion exceeded $100,000
Roth IRAto a Roth IRAis treated as distion of any amount attributable to a 199§ ~,rrect the conversion by retransferring
tributed from the non-Roth IRA andconversion to which the 4-year spread aRpe converted amount to a non-Roth IRA.
rolled over to the Roth IRA regardless oplies will accelerate the inclusion of anyrpq proposed regulations interpret section
the actual means by which the conversiocamount otherwise deferred to a later taXZIOBA(d)(B) liberally to provide broad re-
is effected. The conversion amount isble year. lief to taxpayers who wish to change the
generally includible in gross income for A required minimum distribution may 5+ re of an IRA contribution (and not
the year of the conversion under sectionsot be converted to a Roth IRA becausgmy to allow taxpayers to correct Roth
408(d)(1) and 408(d)(2). For this pur-section 408(d)(3)(E) prohibits the rolloverg A conversions for which they were in-

September 28, 1998 36 1998-39 |.R.B.



eligible). Moreover, the proposed regulato a SIMPLE IRA) and employer contri-a qualified distribution. Generally, the
tions make application of sectionbutions under a SIMPLE IRA Plan or a5-taxable-year period with respect to a
408A(d)(6) elective by the taxpayer andSEP. The proposed regulations also prdeneficiary’s inherited Roth IRA is deter-
permit the taxpayer to recharacterize allide that, once an amount has been comined independently of the 5-taxable-
or any portion of an IRA contribution. tributed to an IRA, any tax-free rolloveryear period for any Roth IRA of which the
Under the proposed regulations, a taxer transfer of that amount to another IRAeneficiary is the owner. However, if the
payer may elect whether to recharacterizeay be disregarded in applying théeneficiary of a Roth IRA s the surviving
a contribution made to one type of IRA byrecharacterization rules. Thus, for exanspouse of the Roth IRA owner and if the
having it transferred in a trustee-to-trustegle, if a taxpayer contributes $2,000 to gurviving spouse owns his or her own
transfer to a different type of IRA. AsRoth IRA during a taxable year and rollsRoth IRA, the 5-taxable-year period for
with a conversion, a recharacterizatiofhat contribution over to another RotHooth the Roth IRA of which the surviving
can be effected simply by transferringRA during the following taxable year, thespouse is the beneficiary and the Roth
IRA assets between two IRAs of a singlepllover between Roth IRAs is disre-IRA of which the surviving spouse is the
financial institution. Regardless of howgarded, and the taxpayer may recharactewner ends with the earlier of the 5-tax-
effected, a recharacterization transfer ige the $2,000 Roth IRA contribution byable-year periods for the two Roth IRAs.
not considered a rollover for purposes dhaving it transferred from the second A Roth IRA distribution other than a
the one-rollover-per-year rule of sectionroth IRA to a traditional IRA in accor- qualified distribution is generally includi-
408(d)(3). The taxpayer makes the elegance with section 408A(d)(6) and thdle in the taxpayer’s gross income to the

tion to recharacterize by notifying bothproposed regulations. extent that the distribution, when added to
the transferor IRA trustee and the trans- all prior distributions from the taxpayer’s
feree IRA trustee and by providing certairistributions Roth IRAs (whether or not those distribu-

information to these trustees (including a _ tions were qualified distributions) ex-
Proposed 51.408A—6 provides rules foEeeds the taxpayer’s total contributions to

direction to make the transfer). Notifica- o

tion to the trustees constitutes the ta>$—he treatmgnt of Roth IRA d};tnbupops.an his or her Roth IRAs. To the extent in-
payer’s election to apply sectionunder section 408A(d), quaI|f|e_d d'St,”b'cIudibIe in gross income, such a distribu-
408A(d)(6), and the taxpayer cannot re,l-mOns frqm a Roth IRA are nOt_'nC,IUd',bletion will also be subject to the 10-percent
voke or modify that election after the!l' 970SS INcome. A qualified distribution , yjtiona) tax of section 72(t) unless there

recharacterization transfer has been madg.2 distribution that is both (1) made aftefg o anplicable exception under that sec-
4lon. Such a distribution, however, will

A recharacterized contribution will beth® €nd of the S-taxable-year period th
treated for Federal income tax purposes 2§9ins with the first taxable year for,q pe includible in gross income if it is
having been contributed to the transfere@hich an individual first makes any reguyqieq over to another Roth IRA in accor-
IRA (rather than the transferor IRA) onl@F OF conversion contribution to a Rothyance with section 408(d)(3). Also, a dis-
the same date and for the same taxabl@A and (2) made at any time after thepytion of an excess contribution under
year that the contribution was initially ROth IRA owner has reached age’69 gection 408(d)(4) is not includible in
made to the transferor IRA. In effect, thénade to a beneficiary (or to the Roth IRAy oss income (although the allocable net
transferee IRA “steps into the shoes” oPWner’s estate) after the Roth IRApcome that must be distributed with the
the transferor IRA with respect to the taxOWner's death, attributable to the Rotheycess contribution is includible in gross
payer’s original contribution. IRA owner’s being disabled within thencome for the taxable year of the excess
The recharacterization transfer must ineaning of section 72(m)(7), or made foggntribution).
clude allocable earnings on the origina® first-time home purchase to which sec- The proposed regulations provide ag-
contribution, and the proposed regulationdon 72(t)(2)(F) applies. The proposedyregation and ordering rules for Roth
provide that the rules of Treasury Regulaiegulations provide that any distributionRAs in accordance with section
tions §1.408-4(c)(2)(ii) apply for deter-from a Roth IRA made to the surviving408A(d)(4). Under these rules, a Roth
mining such allocable earnings. If thespouse of a Roth IRA owner who hasrA is not aggregated with a non-Roth
original contribution has experienced neglected to treat the Roth IRA as his or haRA, but all a taxpayer’s Roth IRAs are
losses as of the time of the recharacteriz@wn in accordance with the terms of theggregated with each other. Roth IRA dis-
tion, the transfer of the entire original contrust instrument or under Q&A—-4 of Pro-tributions are treated as made first from
tribution less such losses will generallyposed Treasury Regulations 81.408-8 Roth IRA contributions and second from
constitute a transfer of the entire contripbunot treated as made after the Roth IR&arnings. Distributions that are treated as
tion. The taxpayer must treat the contribuewner’s death. made from contributions are treated as
tion as made to the transferee IRA on his The proposed regulations provide thatade first from regular contributions and
or her Federal income tax return for théhe 5-taxable-year period for determininghen from conversion contributions on a
year to which the original contribution (towhether a distribution is a qualified distri-first-in, first-out basis. A distribution allo-
the transferor IRA) relates. bution is not recalculated when a Rotltable to a particular conversion contribu-
Amounts that cannot be recharacterizedRA owner dies. Thus, if a Roth IRAtion is treated as consisting first of the por-
include amounts paid into an IRA by tax-owner contributes an amount to a Rottion (if any) of the conversion contribution
free rollover or transfer (other than dRA in 1998 and dies in 2004, a distributhat was includible in gross income by
rollover or transfer from a traditional IRA tion made to a beneficiary in 2004 will bereason of the conversion.
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The proposed regulations provide thathay delay distributions until the Rothbe in the form of a notice published in the
in applying these aggregation and ordetRA owner would have reached age¥r0 Internal Revenue Bulletin.
ing rules: all distributions from all of a or may treat the Roth IRA as his or her
taxpayer’'s Roth IRAs during a taxableown. Under the proposed regulationdéliance
year are aggregated; all regular contribusection 401(a)(9) appligs separately t.o Taxpayers may rely on these proposed
t|on'_5 m_a_de for the same taxable year to dRoth IRA§ and other retirement plans;' 'Fegulations for guidance pending the is-
the individual's Roth IF_2A§ are aggregate(alsq applies separgtgly to Roth IRAs ing ance of final regulations. If, and to the
and addgd tp the undlgtrlbuted total reglherited by a beneficiary from one de,ce'extent, future guidance is more restrictive
lar contanhons for_ prior taxabl_e yearsdent and_a_ny qthe'r Roth IRAs of ,Wh'cﬁhan the guidance in these proposed regu
gll conversion contributions received Fiur.the beneficiary is either the beneficiary Ofations, the future guidance will be ap-
ing the same taxable year by all the indianother decedent or the owner. plied without retroactive effect.
vidual's Roth IRAs are aggregated (with a The proposed regulations provide that
special rule for a conversion contributiorsection 3405 withholding applies to distriProposed Effective Date
made by distribution during 1998 andoutions from Roth IRAs and to Roth IRA , )
rollover during 1999 to which the 4-yearconversions (although transition relief is These regulations are applicable to tax-
spread applies); and rollovers betweeprovided for 1998 conversions effecte@Ple Years beginning on or after January
Roth IRAs are disregarded. The proposday means of direct transfers of funds bel: 1998, the effective date for section
regulations also provide special rules foween IRAs). The proposed regulation§08A:
applying the aggregation and orderingprovide that the basis O_f property diStribSpecial Analyses
rules in the case of recharacterizationgted from a Roth IRA is its fair market
under section 408A(d)(6). Distributionsvalue as of the date of the distribution and It has been determined that this notice
of excess contributions and allocable ndhat any amount distributed from a Rottof proposed rulemaking is not a signifi-
income pursuant to section 408(d)(4) artRA and contributed to a retirement plarcant regulatory action as defined in Exec-
treated differently under the orderingother than a Roth IRA is not a rolloverutive Order 12866. Therefore, a regula-
rules. Specifically, an excess contributioigontribution under section 408(d)(3) or dory assessment is not required. It also
that is distributed under section 408(d)(4ylualified rollover contribution under sec-has been determined that section 553(b)
is treated as though it was never coriion 408A(e). The proposed regulation®f the Administrative Procedure Act (5
tributed, and any allocable net incomélso provide that a transfer of a Roth IRAJ.S.C. chapter 5) does not apply to these
thereon is includible in gross income foPY gift would constitute an assignment ofegulations. Further, it is hereby certified,
the taxable year of the contribution withthe Roth IRA, with the effect that the aspursuant to sections 603(a) and 605(b) of
out regard to whether the taxpayer stil$ets of the Roth IRA would be deemed tthe Regulatory Flexibility Act, that the
has undistributed basis in his or her Rothe distributed to the Roth IRA owner andcollection of information in these regula-
IRAs. The proposed regulations providéccordingly, treated as no longer held in #ions will not have a significant economic
that, for purposes of these Ordering ru|e8,0th IRA. impaCt on a substantial number of small
different types of contributions are allo- . . entities. The cost of the collection infor-
Cated proyrg_ta among mu|t|p|e Roth |RAReportlng ReqUIrements mation iS inSigniﬁcant because the pl’i-
beneficiaries after the Roth IRA owner’s Proposed 1.408A~7 sets out the reporf@7Y reporting burden is on the individual
death. ing requirements applicable to RotHnd not the _smaII entity. .Therefore the
Unlike traditional IRAs, the pre-death|RAs. In general, Roth IRA trustees (in_collectlop of mformgtpn will not have a
minimum distribution rules of sectionscluding custodians and issuers) are suftPstantial economic impact. Therefore,
408(a)(6) and 408(b)(3) (which incorpodect to the same reporting requirement& regulatory erXIb.IIIt.y. analysis under the
rate the rules of section 401(a)(9)) do nahat apply to trustees of traditional IRAsR€gulatory Flexibility Act (5 U.S.C.
apply to Roth IRAs. Under the proposeHowever, the instructions to applicablé"@Pter 6) is not required. Pursuant to
regulations, on the death of a Roth IRAFederal tax forms modify the informationS€Ction 7805(f) of the Internal Revenue
owner, the rules in Proposed Treasurgenerally required from Roth IRA trustee-0d€. this notice of proposed rulemaking
Regulations §1.408—8 apply as though th@s well as Roth IRA owners) in certainVill be submitted to the Chief Counsel for
Roth IRA owner died before his or her recircumstances. For example, conversiorfsdvocacy of the Small Business Admin-
quired beginning date. Thus, the entireequire the filing of a Form 1099-R and dstration for comment on its impact on
amount of the Roth IRA must generallyForm 8606. The proposed regulations irsMall business.
be distributed within five years Qf theclude.spe.cial rules for.reporting of recharc o mments and Public Hearing
Roth IRA owner’s death unless it is dis-acterization transactions. Trustees are
tributed over the life expectancy of a despermitted to rely on reasonable represen- Before these proposed regulations are
ignated beneficiary beginning prior to theations of a Roth IRA owner or distributeeadopted as final regulations, considera-
end of the calendar year following than discharging their reporting obligations.tion will be given to any written com-
year of the owner’s death. The proposed The IRS is issuing additional guidancenents (preferably a signed original and
regulations also provide that, where then the reporting requirements applicableight (8) copies) that are submitted timely
sole beneficiary of a Roth IRAis the Rothto Roth IRAs and on other changes in th the IRS. All comments will be avail-
IRA owner’s surviving spouse, the spouséaws relating to IRAs. This guidance willable for public inspection and copying.
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A public hearing has been schedule@1.408A—7 also issued under 26 U.S.(QRoth IRAs under the Internal Revenue
for Thursday, December 10, 1998, begird08A. Code. For example, eligibility to con-
ning at 10 a.m. in room 2615 of the Inter81.408A—-8 also issued under 26 U.S.Qribute to a Roth IRA is subject to special
nal Revenue Building, 1111 Constitutior08A. modified AGI (adjusted gross income)
Avenue, NW, Washington, DC. Becaus&1.408A-9 also issued under 26 U.S.Qimits; contributions to a Roth IRA are
of access restrictions, visitors will not bed08A. * * * never deductible; qualified distributions
admitted beyond the Internal Revenue Par. 2. An undesignated centerheadinfjom a Roth IRA are not includible in
Building lobby more than 15 minutes beand 881.408A—0 through 1.408A-9 argross income; the required minimum dis-

fore the hearing starts. added to read as follows: tribution rules under section 408(a)(6)
The rules of 26 CFR 601.601(a)(3) . and (b)(3) (which generally incorporate

apply to the hearing. Roth IRAs; Questions and Answers  he provisions of section 401(a)(9)) do not
Persons who wish to present oral COMg1 408A-0 Table of contents. apply to a Roth IRA during the lifetime of

ments at the hearing must submit written the owner; and contributions to a Roth

comments and an outline of the topics to This table of contents lists the regulaiRA can be made after the owner has at-
be discussed and the time to be devotedtions relating to Roth IRAs under sectiortained age 78.
each topic (preferably a signed originalO8A of the Internal Revenue Code as fol- o
and eight (8) copies) by Thursday, Notows: 81.408A-2 Establishing a Roth IRA.
vember 19, 1998. 81.408A-1 Roth IRAs in general. Q-1. Who can establish a Roth IRA?
A period of 10 minutes will be allotted §1.408A—2 Establishing a Roth IRA. A-1. Except as provided in A-3 of this
to each person for making comments. §1.408A-3 Contributions to Roth IRAs. section, only an individual can establish a
An agenda showing the scheduling 0§1.408A-4 Converting amounts to Rotlkhqih |RA.
the speakers will be prepared after thiRAs.
deadline for receiving outlines has§1.408A-5 Recharacterized contribu
passed. Copies of the agenda will bgons.
available free of charge at the hearing. 81.408A—6 Distributions.

In addition, in order to be eli-
gible to contribute to a Roth IRA for a
particular year, an individual must satisfy
certain compensation requirements and
adjusted gross income limits (see

. . 81.408A-7 Reporting. §1.408A-3 A-3).
Drafting Information §1.408A-8 Definitions. Q-2. How is a Roth IRA established?
The principal author of the proposedt1-408A-9 Effective date. A-2. A Roth IRA can be established
regulations is Cathy A. Vohs, Office °f§1.408A—1 Roth IRAs in general. with any bank, insurance company, or
Associate Chief Counsel (Employee Ben- other person authorized in accordance
efits and Exempt Organizations). How- Q-1 What is a Roth IRA? with §1.408-2(e) to serve as a trustee

ever, other personnel from the IRS and A-1. (a) A Roth IRA is a new type of with respect to IRAs. The document es-
Treasury Department participated in theindividual retirement plan that individualstablishing the Roth IRA must clearly des-
development. can use, beginning in 1998. Roth IRAsgnate the IRA as a Roth IRA, and this
* ok x % * are described in section 408A, which wadesignation cannot be changed at a later
added by the Taxpayer Relief Act of 199'date. Thus, an IRAthat is designated as a
Proposed Amendments to the RegulationdRA 97), Public Law 105-34 (111 Stat.Roth IRA cannot later be treated as a tra-
788). ditional IRA. However, see §1.408A-5
(b) Roth IRAs are treated like tradi-of this section for rules for recharacteriz-
tional IRAs except where the Internaling certain IRA contributions.
PART 1—INCOME TAXES Revenue Code specifies different treat- Q-3. Can an employer or an association
ment. For example, aggregate contribuef employees establish a Roth IRA to hold
Paragraph 1. The authority citation fotions (other than by a conversion or otheczontributions of employees or members?
part 1 is amended by adding entries in nuellover) to all an individual’s Roth IRAs  A-3. Yes. Pursuant to section 408(c),
merical order to read in part as follows: are not permitted to exceed $2,000 for an employer or an association of employ-
Authority: 26 U.S.C. 7805 * * * taxable year. Further, income earned oges can establish a trust to hold contribu-
8§1.408A-1 also issued under 26 U.S.Gunds held in a Roth IRA is generally notions of employees or members made
408A. taxable. Similarly, the rules of sectionunder a Roth IRA. Each employee’s or
§1.408A-2 also issued under 26 U.S.G108(e), such as the loss of exemption ahember’s account in the trust is treated as
408A. the account where the owner engages inaaseparate Roth IRA that is subject to the
§1.408A-3 also issued under 26 U.S.Cqorohibited transaction, apply to Rothgenerally applicable Roth IRArules. The
408A. IRAs in the same manner as to tradition@mployer or association of employees
§1.408A—4 also issued under 26 U.S.ARAs. may do certain acts otherwise required by
408A. Q-2. What are the significant differ-an individual, for example, establishing
§1.408A-5 also issued under 26 U.S.Gnces between traditional IRAs and Rothand designating a trust as a Roth IRA.
408A. IRAS? Q-4. What is the effect of a surviving
§1.408A-6 also issued under 26 U.S.C. A-2. There are several significant dif-spouse of a Roth IRA owner treating an
408A. ferences between traditional IRAs andRA as his or her own?

Accordingly, 26 CFR part 1 is pro-
posed to be amended as follows:
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A-4. If the surviving spouse of a RothA-3 is phased out between certain level&A contribution of $1,340 and because C's total
IRA owner treats a Roth IRA as his or heof modified AGI. For an individual who 'RA contributions do not exceed $2,000, C's Roth

own as of a date, from that date forwards not married, the dollar amount igRAcontribution does not exceed the maximum per-

the Roth IRA is treated as though it wer@hased out ratably between modified AGrInISSIbIe contribution.
established for the benefit of the survivingf $95,000 and $110,000; for a married Q-4. How is compensation defined for
spouse and not the original Roth IRAndividual filing a joint return, between purposes of the Roth IRA contribution
owner. Thus, for example, the survivingnodified AGI of $150,000 and $160,000]imit?
spouse is treated as the Roth IRA ownend for a married individual filing sepa- A-4. For purposes of the contribution
for purposes of applying the minimumrately, between modified AGI of $0 andiimit described in A-3 of this section, an
distribution requirements under sectior$10,000. For this purpose, a married indindividual’'s compensation is the same as
408(a)(6) and (b)(3). Similarly, the sur-vidual who has lived apart from his or hekhat used to determine the maximum con-
viving spouse is treated as the Roth IRApouse for the entire taxable year and wheibution an individual can make to a tra-
owner rather than a beneficiary for purfiles separately is treated as not marrieditional IRA. This amount is defined in
poses of determining the amount of anynder section 408A(c)(3)(A), in applyingsection 219(f)(1) to include wages, com-
distribution from the Roth IRA that is in- the phase-out, the maximum amount ifissions, professional fees, tips, and
cludible in gross income and whether theounded up to the next higher multiple obther amounts received for personal ser-
distribution is subject to the 10-percen$10 and is not reduced below $200 untijices, as well as taxable alimony and sep-
additional tax under section 72(t). completely phased out. arate maintenance payments received
(c) If an individual makes regular con-ynder a decree of divorce or separate
butions to both traditional IRAs and maintenance. Compensation also in-
Q-1. What types of contributions areR0th IRAS for a taxable year, the maxicjudes earned income as defined in sec-
permitted to be made to a Roth IRA? ~ Mum limit for the Roth IRAis the lessertion 401(c)(2), but does not include any
A-1. There are two types of contribu-°"— ) ) amount received as a pension or annuity
tions that are permitted to be made to F (1) The amount described in paragrapfyr as deferred compensation. In addition,
Roth IRA: regular contributions and quali- a) of this A-3 reduced by the amounjnder section 219(c), a married individual
fied rollover contributions (including con- ONtributed to traditional IRAs for the filing a joint return is permitted to make
version contributions). The term regulaf@xable year; and o an IRA contribution by treating his or her
contributions means contributions other (2) The amount described in paragrapipouse’s higher compensation as his or
than qualified rollover contributions. (b) of this A-3. Employer contributions, her own, but only to the extent that the
Q-2. When are contributions permittednCIUd'ng elective deferrals, made under 8pouse’s compensation is not being used
to be made to a Roth IRA? SEP or SIMPLE IRA Plan on behalf of ango; purposes of the spouse making a con-
A-2. (a) The provisions of sectionNdvidual (including a self-employed in-ribytion to a Roth IRA or a deductible

408A are effective for taxable years pedividual) do not reduce the amount of thgonripution to a traditional IRA.

individual’'s maximum regular contribu-

8§1.408A-3 Contributions to Roth IRAs. tri

ginning on or after January 1, 1998.. Q-5. What is the significance of modi-
Thus, the first taxable year for which con!'®"" — _ fied AGI and how is it determined?
tributions are permitted to be made to a (d) The rules in this A-3 are illustrated - 5.5 Modified AGI is used for pur-
Roth IRA by an individual is the individ- y the following examples: poses of the phase-out rules described in
ual’'s taxable year beginning in 1998. Example 1.In 1998, unmarried, calendar-yearA-3 Of this section and for purposes of the

(b) Regular contributions for a particu-taxpayer B, age 60, has modified AGI of $40,0066100,000 modified AGI limitation de-
lar taxable year must generally be cor@nd compensation of $5,000. For 1998, B can corcribed in §1.408A—4 A-2(a) (relating to

rbuted by the due date (not incuding ext e 54 o 000 o  faaters £ ity for conversion). AS defined i
tensions) for filing a Federal income taxgpag. section 408A(c)(3)(C)(i), modified AGl is

return for that taxable year. (See Example 2.The facts are the same asiample th€ same as adjusted gross income under
§1.408A-5 regarding recharacterization. However, assume that B violates the maximunsection 219(g)(3)(A) (used to determine
of certain contributions.) re?“';}tf_ Conlt:g)xﬂond'gitogg fomgbl:;ifl‘g ffvoigggthe amount of deductible contributions
. . raditional an , 0 a RO or . e

Q-3. What is the ma)_(lmqm aggre,gajtéhe $2,000 to B's Roth IRA would be an excessthaF can be made.to a traqmonal IRA by
amount of regular contributions an indi-ontribution to B's Roth IRA for 1998 because andn INdividual who is an active participant
vidual is eligible to contribute to a Rothindividual's contributions are applied first to a tradi-in @an employer-sponsored retirement
IRA for a taxable year? tional IRA, then to a Roth IRA. plan), except that any conversion is disre-

A-3. (a) The maximum aggregate Example3.The facts are the same asixample garded in determining modified AGI. For

amount that an individual is eligible to &XceP! that B's compensation is $900. The.max'fzxample, the deduction for contributions
mum amount B can contribute to either a traditiona

contribute to all his or her Roth IRAS as §ra or a Roth (or a combination of the two) for 0 &n IRA is not tak_er_l into account for
regular contribution for a taxable year i9998 is $900. purposes of determining adjusted gross
the same as the maximum for traditional Example 4.In 1998, unmarried, calendar-yearincome under section 219 and thus does
IRAs: $2,000 or, if less, that individual'staxpayer C, age 60, has modified AGI of $100,00gt apply in determining modified AGI

. and compensation of $5,000. For 1998, C co
compensation for the year. tributes $800 to a traditional IRA and $1,200 to rallfor Roth IRA purposes.

(b) For Roth IRAs, the maximum g, |RA. Because C's $1,200 Roth IRA contribu- Q-6 1S @ required minimum distribu-
amount described in paragraph (a) of thigon does not exceed the phased-out maximum Rotion from an IRA for a year included in in-
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come for purposes of determining modi- (1) An amount distributed from a tradi-ineligible to make a conversion (a failed
fied AGI? tional IRA is contributed (rolled over) to aconversion)?

A-6. (a) Yes. For taxable years beginRoth IRA within 60 days after the distrib- A-3. (a) Yes. See §1.408A-5 for rules
ning before January 1, 2005, any requiredtion; permitting a failed conversion amount to
minimum distribution from an IRA under (2) An amount in a traditional IRA is be recharacterized as a contribution to a
section 408(a)(6) and (b)(3) (which gentransferred in a trustee-to-trustee transfeéraditional IRA. If the requirements in
erally incorporate the provisions of secfrom the trustee of the traditional IRA t081.408A-5 are satisfied, the failed con-
tion 401(a)(9)) is included in income forthe trustee of the Roth IRA; or version amount will be treated as having
purposes of determining modified AGI. (3) An amount in a traditional IRA is been contributed to the traditional IRA

(b) For taxable years beginning aftetransferred to a Roth IRA maintained byand not to the Roth IRA.

December 31, 2004, and solely for purthe same trustee. (b) If the contribution is not recharac-
poses of the $100,000 limitation applica- (c) Any converted amount is treated aterized in accordance with §1.408A-5,
ble to conversions, modified AGI doesa distribution from the traditional IRA andthe contribution will be treated as a regu-
not include any required minimum distri-a qualified rollover contribution to the lar contribution to the Roth IRA and, thus,
butions from an IRA under sectionRoth IRA for purposes of section 408 anén excess contribution subject to the ex-
408(a)(6) and (b)(3). section 408A, even if the conversion igise tax under section 4973 to the extent

Q-7. Does an excise tax apply if an inaccomplished by means of a trustee-tdhat it exceeds the individual’'s regular
dividual exceeds the aggregate regularustee transfer or a transfer betweeoontribution limit. Additionally, the dis-
contribution limits for Roth IRAs? IRAs of the same trustee. tribution from the traditional IRA will not

A-7. Yes. Section 4973 imposes an an- Q-2. What are the modified AGI limi- be eligible for the 4-year spread and will
nual 6-percent excise tax on aggregatation and joint filing requirements forbe subject to the additional tax under sec-
amounts contributed to Roth IRAs thatonversions? tion 72(t) (unless an exception under that
exceed the maximum contribution limits  A-2. (a) An individual with modified section applies).
described in A-3 of this section. Any con-AGI in excess of $100,000 for a taxable Q-4. Do any special rules apply to a
tribution that is distributed, together withyear is not permitted to convert an amourtgonversion of an amount in an individ-
net income, from a Roth IRA on or beforgp a Roth IRA during that taxable yearual's SEP IRA or SIMPLE IRA to a Roth
the tax return due date (plus extensiongis $100,000 limitation applies to thelRA?
for the taxable year of the contribution isaxable year that the funds are paid from A-4. (a) An amount in an individual's
treated as not contributed. Net incomene traditional IRA, rather than the yealSEP IRA can be converted to a Roth IRA
described in the previous sentence is ilhey are contributed to the Roth IRA.  on the same terms as an amount in any
cludible in gross income for the taxable (b) If the individual is married, he or other traditional IRA.
year in which the contribution is madeshe is permitted to convert an amount to a (b) An amount in an individual’s SIM-
Section 4973 applies separately to an inRoth IRA during a taxable year only if thePLE IRA can be converted to a Roth IRA
dividual's Roth IRAs and other IRAs. individual and the individual’s spouse fileon the same terms as a conversion from a
a joint return for the taxable year that théraditional IRA, except that an amount dis-
funds are paid from the traditional IRA.tributed from a SIMPLE IRA during the 2-
In this case, the modified AGI subject toyear period described in section 72(t)(6),

Q-1. Can an individual convert anthe $100,000 limit is the modified AGI which begins on the date that the individ-
amount in his or her traditional IRA to aderived from the joint return using theual first participated in any SIMPLE IRA
Roth IRA? couple’s combined income. The only exPlan maintained by the individual's em-

A-1. (a) Yes. An amount in a tradi-ception to this joint filing requirement isployer, cannot be converted to a Roth
tional IRA may be converted to anfor an individual who has lived apart fromlRA. Pursuant to section 408(d)(3)(G), a
amount in a Roth IRA if two requirementshis or her spouse for the entire taxabldistribution of an amount from an individ-
are satisfied. First, the IRA owner musyear. If the married individual has livedual's SIMPLE IRA during this 2-year pe-
satisfy the modified AGI limitation de- apart from his or her spouse for the entirgod is not eligible to be rolled over into an
scribed in A-2(a) of this section and, iftaxable year, then such individual canRA that is not a SIMPLE IRA and thus
married, the joint filing requirement de-treat himself or herself as not married focannot be a qualified rollover contribu-
scribed in A-2(b) of this section. Secondpurposes of this paragraph, file a separation. This 2-year period of section
the amount contributed to the Roth IRAreturn and be subject to the $100,00008(d)(3)(G) applies separately to the con-
must satisfy the definition of a qualifiedlimit on his or her separate modified AGl.tributions of each of an individual's em-
rollover contribution in section 408A(e) In all other cases, a married individual fil-ployers maintaining a SIMPLE IRA Plan.
(i.e., it must satisfy the requirements for &g a separate return is not permitted to (c) Once an amount in a SEP IRA or
rollover contribution as defined in sectionconvert an amount to a Roth IRA, regardSIMPLE IRA has been converted to a
408(d)(3), except that the one-rolloveriess of the individual's modified AGI. Roth IRA, it is treated as a contribution to
per-year limitation in section 408(d)(3)- Q-3. Is a remedy available to an india Roth IRA for all purposes. Future con-
(B) does not apply). vidual who, intending to make a convertributions under the SEP or under the

(b) An amount can be converted by angion, contributes amounts from a tradiSIMPLE IRA Plan may not be made to
of three methods— tional IRA to a Roth IRA, but who is the Roth IRA.
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Q-5. Can amounts in other kinds of re- A-7. (a) Any amount that is convertedactivities. However, as provided in
tirement plans be converted to a Rotlo a Roth IRA is includible in gross in-81.408A-3 A-5, the taxable conversion
IRA? come as a distribution according to th@amount (and any resulting change in other

A-5. No. Only amounts in anotherrules of section 408(d)(1) and (2) for theelements of adjusted gross income) is dis-
IRA can be converted to a Roth IRA. Fotaxable year in which the amount is disregarded for purposes of determining
example, amounts in a qualified plan otributed or transferred from the traditionaimodified AGI for section 408A.
annuity plan described in section 401(alRA. Thus, any portion of the distribution Q-10. Can an individual who makes a
or 403(a) cannot be converted directly tor transfer that is treated as a return df998 conversion elect not to have the 4-
a Roth IRA. Also, amounts held in an anbasis under section 408(d)(1) and (2) igear spread apply and instead have the
nuity contract or account described in seaiot includible in gross income as a resulull taxable conversion amount includible
tion 403(b) cannot be converted directlyof the conversion. in gross income for 19987
to a Roth IRA. (b) The 10-percent additional tax under A-10. Yes. Instead of having the tax-

Q-6. Can an individual who has at-section 72(t) generally does not apply table conversion amount for a 1998 con-
tained at least age %My the end of a cal- the taxable conversion amount. But seeersion included over 4 years as provided
endar year convert an amount distributeg1.408A-6 A-5 for circumstances undeunder A-8 of this section, an individual
from a traditional IRA during that year towhich the taxable conversion amountan elect to include the full taxable con-
a Roth IRA before receiving his or her rewould be subject to the additional taxersion amount in income for 1998. The
quired minimum distribution with respectunder section 72(t). election is made on Form 8606 and can-
to the traditional IRA for the year of the (c) Pursuant to section 408A(e), a conaot be made or changed after the due date
conversion? version is not treated as a rollover for purfincluding extensions) for filing the 1998

A-6. (a) No. In order to be eligible forposes of the one-rollover-per-year rule ofederal income tax return.

a conversion, an amount first must be elsection 408(d)(3)(B). Q-11. What happens when an individ-
gible to be rolled over. Section 408(d)(3) Q-8. Is there an exception to the inual who is using the 4-year spread dies
prohibits the rollover of a required mini-come-inclusion rule described in A-7 ofbefore the full taxable conversion amount
mum distribution. If a minimum distribu- this section for 1998 conversions? has been included in gross income?

tion is required for a year with respect to A-8. Yes. In the case of a distribution A-11. (a) If an individual who is using
an IRA, the first dollars distributed during(including a trustee-to-trustee transferjhe 4-year spread described in A-8 of this
that year are treated as consisting of tfeom a traditional IRA on or before De-section dies before the full taxable con-
required minimum distribution until an cember 31, 1998, that is converted to ®ersion amount has been included in
amount equal to the required minimunRoth IRA, instead of having the entiregross income, then the remainder must be
distribution for that year has been distribtaxable conversion amount includible inincluded in the individual’'s gross income
uted. income in 1998, an individual includes infor the taxable year that includes the date

(b) As provided in A—1(c) of this sec-gross income for 1998 only one quarter aff death.
tion, any amount converted is treated asthat amount and one quarter of that (b) However, if the sole beneficiary of
distribution from a traditional IRA and aamount for each of the next 3 years. Thiall the decedent’s Roth IRAs is the dece-
rollover contribution to a Roth IRA and 4-year spread also applies if the convedent’s spouse, then the spouse can elect to
not as a trustee-to-trustee transfer for pusion amount was distributed in 1998 andontinue the 4-year spread. Thus, the
poses of section 408 and section 408Acontributed to the Roth IRA within 60 spouse can elect to include in gross income
Thus, in a year for which a minimum dis-days, but after December 31, 1998. Howthe same amount that the decedent would
tribution is required (including the calen-ever, see §1.408A—-6 A-6 for special rulebave included in each of the remaining
dar year in which the individual attainsrequiring acceleration of inclusion if anyears of the 4-year period. Where the
age 7@), an individual may not convertamount subject to the 4-year spread is dispouse makes such an election, the amount
the assets of an IRA (or any portion ofributed from the Roth IRA before 2001. includible under the 4-year spread for the
those assets) to a Roth IRA to the extent Q-9. Is the taxable conversion amountaxable year that includes the date of the
that the required minimum distributionincluded in income for all purposes? decedent’s death remains includible in the
for the traditional IRA for the year has not A-9. Except as provided below, anydecedent’s gross income and is reported on
been distributed. taxable conversion amount includible irthe decedent’s final Federal income tax re-

(c) If a required minimum distribution gross income for a year as a result of thern. The election is made on either Form
is contributed to a Roth IRA, it is treatedconversion (regardless of whether the ir8606 or Form 1040, in accordance with the
as having been distributed, subject to thaividual is using a 4-year spread) is ininstructions to the applicable form, for the
normal rules under section 408(d)(1) andluded in income for all purposes. Thustaxable year that includes the decedent’s
(2), and then contributed as a regular corfier example, it is counted for purposes oflate of death and cannot be changed after
tribution to a Roth IRA. The amount ofdetermining the taxable portion of sociathe due date (including extensions) for fil-
the required minimum distribution is not asecurity payments under section 86 anidg the Federal income tax return for the
conversion contribution. for purposes of determining the phase-owpouse’s taxable year that includes the

Q-7. What are the tax consequencesf the $25,000 exemption under sectiodecedent’s date of death.
when an amount is converted to a Roth69(i) relating to the disallowance of pas- Q-12. Can an individual convert a tra-
IRA? sive activity losses from rental real estatditional IRA to a Roth IRA if he or she is
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receiving substantially equal periodidransfer from the FIRST IRA to the SEC- A-4. No. If an amount is contributed
payments within the meaning of sectioOND IRA is made on or before the dudo the FIRST IRA in a tax-free transfer,
72(t)(2)(A)(iv) from that traditional IRA? date (including extensions) for filing thethe amount cannot be recharacterized as a
A. Yes. Not only is the conversionindividual's Federal income tax return forcontribution to the SECOND IRA under
amount itself not subject to the early disthe taxable year for which the contribuA-1 of this section. However, if an
tribution tax under section 72(t), but theion was made to the FIRST IRA. Foramount is erroneously rolled over or
conversion amount is also not treated aspurposes of this section, a conversion thatansferred from a traditional IRA to a
distribution for purposes of determiningis accomplished through a rollover of éSIMPLE IRA, the contribution can subse-
whether a modification within the mean-distribution from a traditional IRA in a quently be recharacterized as a contribu-
ing of section 72(t)(4)(A) has occurredtaxable year that, within 60 days after théon to another traditional IRA.
However, if the original series of substanéistribution, is contributed to a Roth IRA  Q-5. Can an amount contributed by an
tially equal periodic payments does noin the next taxable year is treated as a coamployer under a SIMPLE IRA Plan or a
continue to be distributed in substantiallytribution for the earlier taxable year. SEP be recharacterized under A-1 of this
equal periodic payments from the Roth Q-2. What is the proper treatment obection?
IRA after the conversion, the series othe net income attributable to the contri- A-5. No. Employer contributions (in-
payments will have been modified and, ibution that is being recharacterized?  cluding elective deferrals) under a SIM-
this modification occurs within 5 years of A-2. (a) The net income attributable tdPLE IRA Plan or a SEP cannot be rechar-
the first payment or prior to the individualthe contribution that is being recharacteracterized as contributions to another IRA
becoming disabled or attaining age¥%9 ized must be transferred to the SECONDNder A-1 of this section.
the taxpayer will be subject to the recaptRA along with the contribution. Q-6. How does a taxpayer make the
ture tax of section 72(t)(4)(A). (b) If the amount of the contributionelection to recharacterize a contribution to
Q-13. Can a 1997 distribution from apeing recharacterized was contributed to@n IRA for a taxable year?
traditional IRA be converted to a Rothseparate IRA and no distributions or addi- A-6. (a) An individual makes the elec-
IRANn 19987 tional contributions have been made fromion described in this section by notifying,
A-13. No. An amount distributed fromor to that IRA at any time, then the contrion or before the date of the transfer, both
a traditional IRA in 1997 that is con-pution is recharacterized by the trustee dhe trustee of the FIRST IRA and the
tributed to a Roth IRA in 1998 would notthe FIRST IRA transferring the entire actrustee of the SECOND IRA, that the in-
be a conversion contribution. See A-3 ofount balance of the FIRST IRA to thedividual has elected to treat the contribu-
this section regarding the remedy for @ustee of the SECOND IRA. In this casetion as having been made to the SECOND
failed conversion. the net income (or loss) attributable to théRA, instead of the FIRST IRA, for Fed-
§1.408A-5 Recharacterized cpntribution being recharacterized is theral t_ax purposes. The notifica’Fion_of the
- difference between the amount of thelection must include the following infor-
contributions. L o .
original contribution and the amountmation: the type and amount of the con-
Q-1. Can an IRA owner recharacterizéransferred. tribution to the FIRST IRA that is to be
certain contributions (i.e., treat a contri- (C) If paragraph (b) of this A-2 does notecharacterized; the date on which the
bution made to one type of IRA as mad@pply, then the net income attributable teontribution was made to the FIRST IRA
to a different type of IRA) for a taxablethe contribution is calculated in the manand the year for which it was made; a di-
year? ner prescribed by §1.408-4(c)(2)(ii). rection to the trustee of the FIRST IRA to
A-1. (a) Yes. In accordance with sec- Q-3. What is the effect of recharactertransfer, in a trustee-to-trustee transfer,
tion 408A(d)(6), except as otherwise proizing a contribution made to the FIRSTthe amount of the contribution and net in-
vided in this section, if an individual IRA as a contribution made to the SECeome allocable to the contribution to the
makes a contribution to an IRA (theOND IRA? trustee of the SECOND IRA; and the
FIRST IRA) for a taxable year and then A-3. The contribution that is beingname of the trustee of the FIRST IRA and
transfers the contribution (or a portion ofecharacterized as a contribution to ththe trustee of the SECOND IRA and any
the contribution) in a trustee-to-truste6SECOND IRA is treated as having beemdditional information needed to make
transfer from the trustee of the FIRSToriginally contributed to the SECONDthe transfer.
IRA to the trustee of another IRA (thelRA on the same date and (in the case of a(b) The election and the trustee-to-
SECOND IRA), the individual can electregular contribution) for the same taxablérustee transfer must occur on or before
to treat the contribution as having beenear that the contribution was made to ththe due date (including extensions) for fil-
made to the SECOND IRA, instead of td-IRST IRA. Thus, for example, no de-ing the individual’s Federal income tax
the FIRST IRA, for Federal tax purposesduction would be allowed for a contribu-return for the taxable year for which the
A transfer between the FIRST IRA andtion to the FIRST IRA, and any net in-recharacterized contribution was made to
the SECOND IRA will not fail to be a come transferred with the recharacterizethe FIRST IRA, and the election cannot
trustee-to-trustee transfer merely becaus@ntribution is treated as earned in thbe revoked after the transfer. An individ-
both IRAs are maintained by the sam&ECOND IRA, and not the FIRST IRA. ual who makes this election must report
trustee. Q-4. Can an amount contributed to athe recharacterization, and must treat the
(b) This recharacterization election caRA in a tax-free transfer be recharactereontribution as having been made to the
be made only if the trustee-to-trustedzed under A-1 of this section? SECOND IRA, instead of the FIRST
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IRA, on the individual's Federal incomeAGI for 1998 exceeded $100,000 so that he was imray convert (other than by recharacterization) the
tax return for the taxable year described ipfigible to have made a conversion in that year. Aamount in traditional IRA 2 to a Roth IRA at any
the preceding sentence in accordance Wiﬁ%rdingly, prior to the due date (plus extensions) fatime, provided the requirements of §1.408A-4 A-1

) . Tiling the individual's Federal income tax return forare satisfied.
the applicable Federal tax forms and inggg, he decides to recharacterize the conversion

structions. contribution. He instructs the trustee of the Rottf§1.408A—6 Distributions.

Q-7. If an amount is initially con- IRA (FIRST IRA) to transfer in a trustee-to-trustee S
tributed to an IRA for a taxable year, therransfer ths amount offthe contrilzjution,lplus ?et in- Q-1. How are distributions from Roth
. . . . come, to the trustee of a new traditional IRA (SEC 2
is moved (with net income attributable tG,\n"\ga) ~The individual notifies the trustee OfiRﬁ_slta?(z)d The taxability of a distribution
the contribution) in a tax-free transfer tQne FIRST IRA and the trustee of the SECOND IR ' y
another IRA (the FIRST IRA for purposesthat he is recharacterizing his IRA contribution (and"0M & Roth IRA ge_nera”y_ de_pends on
of A-1 of this section), can the tax-freeprovides the other information described in A-6 oWhether or not the distribution is a quali-
transfer be disregarded, so that the initié*l“s section). On the individual’'s Federal income tafied distribution. This A-1 provides rules

. . . return for 1998, he treats the original amount of th1;Or ualified distributions and certain
contribution that is transferred from theconversion as having been contributed to the SEC- q

FIRST IRA to the SECOND IRA is onD IRA and not the Roth IRA. As a result, forOt_her no_ntaxabl_e distributions. A-4 O_f

treated as a recharacterization of that inFederal tax purposes, the contribution is treated 481S section provides rules for the taxabil-

tial contribution? having been made to the SECOND IRA and not tity Of distributions that are not qualified
A-7. Yes. In applying section the Roth IRA. The result would be the same if thejjstributions.

conversion amount had been transferred in a tax-free b) A distribution from a Roth IRA is
408A(d)(6), tax-free transfers betweer?ransfer to another Roth IRA prior to the recharacter- (b)

IRAs are disregarded. Thus, if a contribuyation, not includible in the owner’s gross in-
tion to an IRA for a year is followed by Example 2. In 1998, an individual makes a COme if it is a qualified distribution or to
one or more tax-free transfers betwee$R 000 regular contribution for 1998 to his tradi-the extent that it is a return of the owner’s
IRAs prior to the recharacterization, theﬁional IRA (FIRST IRA). Prior to the due date (pluscontributions to the Roth IRA (deter-

. extensions) for filing the individual’'s Federal income, .. - . ) . _
for purposes of section 408A(d)(6), th%stx return for 1998, he decides that he would preferrmned I ACCOrdance It ASS Of s Sec

contribution is treated as if it remained ino contribute to a Roth IRA instead. The individualltmn)' A qualified distribution is one that
the initial IRA. Consequently, an individ- instructs the trustee of the FIRST IRA to transfer in 4 both—
ual may elect to recharacterize an initigfustee-to-trustee transfer the amount of the contribu- (1) Made after a 5-taxable-year period

contribution made to the initial IRA that o Plus attributable net income, to the trustee of gyefined in A-2 of this section); and
. ved i . f n Roth IRA (SECOND IRA). The individual notifies (2) Made on or after the date on which
was involved in a series of tax-free trans{he trustee of the FIRST IRA and the trustee of the

fers by making a trustee-to-trustee tranSECOND IRA that he is recharacterizing his $2,006N€ owner attains age 9made to a ben-
fer from the last IRA in the series to thecontribution for 1998 (and provides the other infor€ficiary or the estate of the owner on or
SECOND IRA. In this case the contribu-mation described in A-6 of this section). On the indiagfter the date of the owner’s death, attrib-

. - vidual's Federal income tax return for 1998, he trea ) ; ;
' table to the owner’s being disabled
tion to the SECOND IRA is treated asthe $2,000 as having been contributed to the Ro[t% 9

made on the same date (and for th'e Sa%for 1998 and not to the traditional IRA. As a re-WIthln th? meanlng of section 72(m)(_7)’
taxable year) as the date the contributiogut, for Federal tax purposes, the contribution i®F t0 Which section 72(t)(2)(F) applies
being recharacterized was made to the inieated as having been made to the Roth IRA fofexception for first-time home purchase).
tial IRA. 1998 and not to the traditional IRA. The result (C) An amount distributed from a Roth
- - . would be the same if the conversion amount ha : : ; ;

. Q-8 It a contrlbuthn IS.’ reCh{jli"rjl(;ter_been transferred in a tax-free transfer to another tra‘PA will not be. Ir.]CIUded N gross income
ized, is the recharacterization treated asgionaj IRA prior to the recharacterization. to the extent it is rolled over to another
rollover for purposes of the one-rollover- Example 3.The facts are the same aixample ROth IRA on a tax-free basis under the
per-year limitation of section 408(d)-2, except that the $2,000 regular contribution is initules of sections 408(d)(3) and 408A(e).
(3)(B)? tially made to a Roth IRA and the recharacterizing (d) Excess contributions that are re-

A-8. No, recharacterizing a contripy-ransfer is made to a traditional IRA._ On the indi,, -0 4 15 the Roth IRA owner in accor-
. ) ! . g ) vidual’'s Federal income tax return for 1998, he . . .
tion under A-1 of this section is NevVelyeas the $2,000 as having been contributed to t,qg;\nc_e vx_nth section 498(d)(4) (cgrrectlve
treated as a rollover for purpose of theaditional IRA for 1998 and not the Roth IRA. As adistributions) are not includible in gross
one-rollover-per-year limitation of sectionresult, for Federal tax purposes, the contribution imcome, but any net income required to be
408(d)(3)(B), even if the contribution reated as having been made to the traditional IRjistrihyted under section 408(d)(4) to-
would have been treated as a rollover co or 1998 and not the Roth IRA. The result would be th ith th tributi Do

. . o the same if the contribution had been transferred ingle _er W_I ¢ egcess contribution Is In-
tribution by the SECOND IRA if it had tay free transfer to another Roth IRA prior to thecludible in gross income for the taxable
been made directly to the SECOND IRArecharacterization, except that the only Roth IRA/ear in which the excess contribution was

rather than as a result of a recharacteriztiustee the individual must notify is the one actuallyngde.

tion of a contribution to the FIRST IRA. Making the recharacterization transfer. _ Q-2. When does the 5-taxable-year pe-
. Example 4.In 1998, an individual receives a dis- . . . . h
Q-9. Are t.here e_XampIes to IIIuStIFa‘tqribution from traditional IRA 1 and contributes therIOd described in A-1 of this section (re-
the rules in this section? entire amount to traditional IRA 2 in a rollover con-lating to qualified distributions) begin and
A-9. The rules in this section are illus+ribution described in section 408(d)(3). In thisend?
trated by the following examples: case, the individual cannot elect to recharacterize the A2 The 5-taxable-year period de-

contribution by transferring the contribution . . . . .
Example 1.In 1998, Individual C converts the amount, plus net income, to a Roth IRA, because éSnCI‘Ibed in A-1 of this section begins on

entire amount in his traditional IRA to a Roth IRA.amount contributed to an IRA in a tax-free transfetn€ first day of the .indiVidualys taxa_-ble
Individual C thereafter determines that his modifieccannot be recharacterized. However, the individugiear for which the first regular contribu-
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tion is made to any Roth IRA of the indi-poses of this A-4, any amount distributedavith respect to which the 4-year spread
vidual or, if earlier, the first day of the in-as a corrective distribution is treated as fior the resultant income inclusion applies
dividual's taxable year in which the firstit was never contributed. (see 81.408A—4 A-8), any income de-
conversion contribution is made to any Q-5. Will the additional tax under 72(t)ferred as a result of the election to years
Roth IRA of the individual. The 5-tax- apply to the amount of a distribution thagfter the year of the distribution is accel-
able-year period ends on the last day @ not a qualified distribution? erated so that it is includible in gross in-
the individual's fifth consecutive taxable A-5. (a) The 10-percent additional taxcome in the year of the distribution up to
year beginning with the taxable year deunder section 72(t) will apply (unless thehe amount of the distribution allocable to
scribed in the preceding sentence. For edistribution is excepted under sectiorthe 1998 conversion (determined under
ample, if an individual whose taxable72(t)) to any distribution from a Roth IRA A-8 of this section). This amount is in ad-
year is the calendar year makes a firstacludible in gross income. dition to the amount otherwise includible
time regular Roth IRA contribution any (b) The 10-percent additional tax undein the owner’s gross income for that tax-
time between January 1, 1998, and Aprection 72(t) also applies to a nonqualiable year as a result of the conversion.
15, 1999, for 1998, the 5-taxable-year pdied distribution, even if it is not then in- However, this rule will not require the in-
riod begins on January 1, 1998. Thusludible in gross income, to the extent it i€lusion of any amount to the extent it ex-
each Roth IRA owner has only one 5-taxallocable to a conversion contribution, ifceeds the total amount of income required
able-year period described in A-1 of thighe distribution is made within the 5-tax-to be included over the 4-year period.
section for all the Roth IRAs of which heable-year period beginning with the firstThe acceleration of income inclusion de-
or she is the owner. Further, because dfy of the individual's taxable year inscribed in this A-6 applies in the case of a
the requirement of the 5-taxable-year pewhich the conversion contribution wassurviving spouse who elects to continue
riod, no qualified distributions can occumade. The 5-taxable-year period ends dhe 4-year spread in accordance with
before taxable years beginning in 2003. the last day of the individual's fifth con-8§1.408A—4 A-11(b).

Q-3. If a distribution is made to an in-secutive taxable year beginning with the Q-7. Is the 5-taxable-year period de-
dividual who is the sole beneficiary of histaxable year described in the precedingcribed in A-1 of this section redeter-
or her deceased spouse’s Roth IRA angentence. For purposes of applying theined when a Roth IRA owner dies?
the individual is treating the Roth IRA astax, only the amount of the conversion in- A-7. (a) No. The beginning of the 5-
his or her own, can the distribution be @ludible in gross income as a result of thteaxable-year period described in A-1 of
qgualified distribution based on beingconversion is taken into account. The exhis section is not redetermined when the
made to a beneficiary on or after theeptions under section 72(t) also apply tRoth IRA owner dies. Thus, in determin-
owner’s death? such a distribution. ing the 5-taxable-year period, the period

A-3. No. If a distribution is made to (c) The 5-taxable-year period describethe Roth IRAis held in the name of a ben-
an individual who is the sole beneficiaryin this A-5 for purposes of determiningeficiary, or in the name of a surviving
of his or her deceased spouse’s Roth IR#hether section 72(t) applies to a distribuspouse who treats the decedent’s Roth
and the individual is treating the Rothtion allocable to a conversion contributiodRA as his or her own, includes the period
IRA as his or her own, then, in accordances separately determined for each conveit was held by the decedent.
with 81.408A-2 A-4, the distribution is sion contribution, and need not be the (b) The 5-taxable-year period for a
treated as coming from the individual'ssame as the 5-taxable-year period used fRoth IRA held by an individual as a bene-
own Roth IRA and not the deceasegurposes of determining whether a distrificiary of a deceased Roth IRA owner is
spouse’s Roth IRA. Therefore, for purbution is a qualified distribution under A-determined independently of the 5-tax-
poses of determining whether the distribi(b) of this section. For example, if a calable-year period for the beneficiary’s own
ution is a qualified distribution, it is notendar-year taxpayer who received &oth IRA. However, if a surviving
treated as made to a beneficiary on datistribution from a traditional IRA on De- spouse treats the Roth IRA as his or her
after the owner’s death. cember 31, 1998, makes a conversioown, the 5-taxable-year period with re-

Q-4. How is a distribution from a Rothcontribution by contributing the distrib- spect to any of the surviving spouse’s
IRA taxed if it is not a qualified distribu- uted amount to a Roth IRA on FebruanRoth IRAs (including the one that the sur-
tion? 25, 1999 in a qualifying rollover contribu-viving spouse treats as his or her own)

A-4. A distribution that is not a quali- tion and makes a regular contribution foends at the earlier of the end of either the
fied distribution, and is neither con-1998 on the same date, the 5-taxable-yeaftaxable-year period for the decedent or
tributed to another Roth IRA in a quali-period for purposes of this A-5 begins orthe 5-taxable-year period applicable to the
fied rollover contribution nor constitutes aJanuary 1, 1999, while the 5-taxable-yeapouse’s own Roth IRAs.
corrective distribution, is includible in the period for purposes of A-1(b) of this sec- Q-8. How is it determined whether an
owner’s gross income to the extent thaion begins on January 1, 1998. amount distributed from a Roth IRAis al-
the amount of the distribution, when Q-6. Is there a special rule for taxindocated to regular contributions, conver-
added to the amount of all previous distridistributions allocable to a 1998 conversion contributions, or earnings?
butions from the owner’s Roth IRAssion? A-8. (a) Any amount distributed from
(whether or not they were qualified distri- A-6. Yes. In the case of a distributioran individual's Roth IRA is treated as
butions), exceeds the owner’s contribufrom a Roth IRAin 1998, 1999 or 2000 ofmade in the following order (determined
tions to all his or her Roth IRAs. For pur-amounts allocable to a 1998 conversioas of the end of a taxable year and ex-
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hausting each category before moving tton to a Roth IRA (SECOND IRA) in ac- cluded in later years under the 4-year-spread rule and
the following category)— cordance with §1.408A-5, then, pursuant:>.000 includible under the regular 4-year-spread
(1) From regular contributions; to §1.408A-5 A-3, the contribution to theg:)'ﬁ\'/;gf)id:]'zg’et\’;if;:’f;;hsr:‘j’ifl?fs'st:ﬂ;’gﬁebﬁ;?:
(2) From conversion contributions, onRoth IRA is taken into account for theye 19.percent additional tax under section 72(t)
a first-in-first-out basis; and same taxable year for which it would haveould apply to this $3,000 distribution as if it were
(3) from earnings. been taken into account if the contributiorncludible in gross income for 1998, unless an excep-
(b) To the extent a distribution ishad originally been made to the Roth IRAION applies. Under the 4-year-spread rule, B would
treated as made from a particular convernd had never been contributed to the trgg‘é"o"ngl'ﬁdoenl'; 5{3,350'(;‘?3;";0?1?&0&32;f,?iﬁeagi
sion contribution, it is treated as madaelitional IRA. Thus, the contribution to cgjerated inclusion of the $3,000 distribution.
first from the portion, if any, that was in-the Roth IRA is treated as contributed to Example 3The facts are the same asfixample
cludible in gross income as a result of ththe Roth IRA on the same date and for thi except that B makes an additional $2,000 regular
conversion. same taxable year that the contributiofPntribution in 1999 and he does not take a distribu-

. I, tion in 1998. In 1999, the entire balance in the ac-
Q-9. Are there special rules for deterwas made to the traditional IRA. count, $90,000 ($84,000 of contributions and $6,000

mining the source of distributions under (g) If an individual recharacterizes &g earnings), is distributed to B. The distribution is
A-8 of this section? regular or conversion contribution madereated as made from $4,000 of regular contribu-

A-9. Yes. For purposes of determinindo a Roth IRA (FIRST IRA) by transfer- _tions, $60,QOO of co_nversion contributions that were
the source of distributions, the followingring the contribution to a traditional IRA includible in gross income, $20,000 of conversion

. . ... contributions that were not includible in gross in-
rules apply: (SECOND IRA) in accordance with come, and $6,000 of earnings. Because a distribu-

(a) All distributions from all an individ- 81.408A-5, then _pursuant to §1.408A—30n has been made within the 4-year-spread period,
ual's Roth IRAs made during a taxableéA-3, the contribution to the Roth IRA andB must accelerate the income inclusion under the 4-
year are aggregated. the recharacterizing transfer are disreyear-spread rule and must include in gross income

(b) All regular contributions made forgal’ded in determining the amount of bOtH‘e $45,000 remaining under the 4-year-spread rule

e . . . . . in addition to the $6,000 of earnings. Because
the same taxable year to all the individeontributions and distributions for the tax__$60,000 of the distribution is allocable to a conver-

ual’s Roth IRAs are aggregated and addeable year With respect to which the origision made within the previous 5 taxable years, it is
to the undistributed total regular contribunal contribution was made to the RotRubject to the 10-percent additional tax under sec-
tions for prior taxable years. RegulaﬂRA- tion 72(t) as if it were includible in gross income for

contributions for a year include contribu- (h) Pursuant to §1.408A-5 A-3, the ef4999, unless an exception applies. The $6,000 allo-
cable to earnings would be subject to the tax under

tions made in the following taxable yeafect of income or loss (determined in 8C5ection 72(t), unless an exception applies. Under the

that are identified as made for the taxableordance with §1.408A—5 A-2) occurrings.year-spread rule, no amount would be includible
year. For example, a regular contributio@fter the contribution to the FIRST IRA isin gross income for 2000 or 2001 because the entire
made in 1999 for 1998 is aggregated witlisregarded in determining the amountgmount of the conversion that_ was includible in

the contributions made in 1998 for 1998.described in paragraphs (f) and (g) of thiéfoss income has already been included.

. . . h f f hs (f Example 4.The facts are the same agixample
(c) All conversion contributions re- A-9. Thus, for purposes of paragraphs (2 except that B also makes a $2,000 regular contri-

ceived during the same taxable year by and (g)_, the amount of the CQ”_tribUtion i_%ution in each year 1999 through 2002 and he does
the individual's Roth IRAs are aggre-determined based on the original contrinot take a distribution in 1998. A distribution of

gated. Notwithstanding the precedin@Ution- $85,000 is made to B in 2002. The distribution is

sentence. all conversion contributions Q-10. Are there examples to iIIustratére"’,“ed as made from the $10,.000. of regular pontri-
! A . he ordering rules described in A-8 and t_Jutlons (the total regular contributions made in the
made by an individual du”ng 1999 that 9 A/ears 1998-2002), $60,000 of conversion contribu-

were distributed from a traditional IRA in 9 of this section? _ _ tions that were includible in gross income, and
1998 and with respect to which the 4-year A-10. Yes. The following examples il- $15,000 of conversion contributions that were not
spread applies are treated for purposes @strate these ordering rules: includible in gross income. As a result, no amount

. . . of the distribution is includible in gross income;
A'S(b) of this section as c_ontnbuted to the Example 1.1n 1998, individual B converts however, because the distribution is allocable to a
individual's Roth IRAs prior to any other $80,000 in his traditional IRA to a Roth IRA. B hasconversion made within the previous 5 years, the
conversion contributions made by the ina basis of $20,000 in the conversion amount and $80,000 is subject to the 10-percent additional tax
dividual during 1999. must include the remaining $60,000 in gross inunder section 72(t) as if it were includible in gross

(d) A distribution from an individual's .come.. He demde; to spread the $60,000 income bycome for 2002, unless an exception applies.

. including $15,000 in each of the 4 years 1998-2001, Example 5.The facts are the same asExample

Roth IRA that is rolled over to anotherunder the rules of §1.408A—4 A-8. B also makes 4, except no distribution occurs in 2002. In 2003,
Roth IRA of the individual is disregardedregular contribution of $2,000 in 1998. If a distribu-the entire balance in the account, $170,000 ($90,000
for purposes of determining the amount afon of $2,000 is made to B anytime in 1998, it willof contributions and $80,000 of earnings), is distrib-
both contributions and distributions. be treated as made entirely from the regular contristed to B. The distribution is treated as made from

(e) Any amount distributed as a Correcputlons, so there will be no Fe.der.al income tax cor$_10,000 of‘reg_ular contrlbunons_, $60,QOO qf conver-
. 7 . . . . sequences as a result of the distribution. sion contributions that were includible in gross
tive distribution (including net income), = Eyample 2.The facts are the same asixample  income, $20,000 of conversion contributions that
as described in A-1(d) of this section, ig, except that the distribution made in 1998 isvere not includible in gross income, and $80,000 of
disregarded in determining the amount ¢#5,000. The distribution is treated as made frorearnings. As a result, for 2003, B must include in
contributions, earnings, and distributions $2.000 of regular contributions and $3,000 of congross income the $80,000 allocable to earnings,

T . version contributions that were includible in gross inunless the distribution is a qualified distribution; and

(f) _If a_n individual reChar‘?‘(_:tenzeS acome. As a result, B must include $18,000 in grossit is not a qualified distribution, the $80,000 would
contribution made to a traditional IRAj,come for 1998: $3,000 as a result of the accelere subject to the 10-percent additional tax under sec-
(FIRST IRA) by transferring the contribu-tion of amounts that otherwise would have been irtion 72(t), unless an exception applies.

September 28, 1998 46 1998-39 I.R.B.



Example 6. Individual C converts $20,000 to a cated to each beneficiary on a pro-ratscribed in section 401(a)(9)(B)(i), also
Eoéh 'iA in 1?:2 ggg $;15'°°?h('”Sﬁf?@?"“fé;bay& Thus, for example, if a Roth IRAapply to Roth IRAs.
e ) to another Ro 530 ocgwner dies in 1999, when the Roth IRA (b) The minimum distribution rules
o other contributions are made. In 2003, a $30,00 . . .
distribution, that is not a qualified distribution, is CONtains a regular (lzont.rlbutlon of $2,000apply to the .Roth IRA as though the Rpth
made to C. The distribution is treated as made fro@ conversion contribution of $6,000 andRA owner died before his or her required
$20,000 of the 1998 conversion contribution angarnings of $1,000, and the owner leaveseginning date. Thus, generally, the en-
$10,000 of the 1999 conversion contribution thahijs Roth IRA equally to four children, tire interest in the Roth IRA must be dis-

was includble in gross income. As a result, fol,, o opiig will receive one quarter of eaclributed by the end of the fifth calendar

2003, no amount is includible in gross income; how- . )
ever, because $10,000 is allocable to a conversid¥P€ Of contribution. Pursuant to the oryear after the year of the owner’s death
contribution made within the previous 5 taxabledering rules in A-8 of this section, an im-unless the interest is payable to a desig-
years, that amount is subject to the 10-percent ad¢iediate distribution of $2,000 to one ohated beneficiary over a period not
E\(Z:TSLIS); “i:dzrrjsesd';’lgnzqg) 2 'fztgg?)a“;‘r’]‘l’é‘stsw‘:?r]e children will be deemed to consist ofjreater than that beneficiary’s life ex-
exception applies. The result would be the Sam'%SOO of regular contnputmns and $1,50@ectancy and distribution commences be-
whichever of C's Roth IRAs made the distribution. Of conversion contributions. fore the end of the calendar year follow-
Example 7.The facts are the same asEixample Q-12. How do the withholding rulesing the year of death. If the sole
6, except that the distribution is a qualified distribu-ynder section 3405 apply to Roth IRAs? beneficiary is the decedent’s spouse, such
tion. The resultis the same astirample 6except A1 Djstributions from a Roth IRA spouse may delay distributions until the
that no amount would be subject to the 10-percent L . T . .
additional tax under section 72(t), because, to be 3 € distributions from an |nd|V|du_aI retire-decedent would have attam_ed age 70_ or
qualified distribution, the distribution must be madgment plan for purposes of section 340&nay treat the Roth IRA as his or her own.
on or after the date on which the owner attains aggnd thus are designated distributions un- (c) Distributions to a beneficiary that
59, made to a beneficiary or the estate of the own¢gess one of the exceptions in sectioare not qualified distributions will be in-
on or after the date of the owner's death, attributablg 4 550)(1) applies. Pursuant to sectiodludible in the beneficiary’s gross income
to the owner's being disabled within the meaning o 405 (a) and (b), nonperiodic distribu-according to the rules in A-4 of this sec-
section 72(m)(7), or to which section 72(t)(2)(F)* ’ . .
applies (exception for a first-time home purchasefions from a Roth IRA are subject totion.
Under section 72(t)(2), each of these conditions i#0-percent withholding by the payor and Q-15. Does section 401(a)(9) apply
also an exception to the tax under section 72().  periodic payments are subject to withseparately to Roth IRAs and individual
Example 8.Individual D makes a $2,000 regulary, 1 4ing g5 if the payments were wagesetirement plans that are not Roth IRAs?
contribution to a traditional IRA on January 1, 1999 L L. .
for 1998. On April 15, 1999, when the $2,000 natiowever, an individual can elect to have A-15. Yes. An individual required to
increased to $2,500, D recharacterizes the contribf}O amount withheld in accordance withreceive minimum distributions from his
tion by transferring the $2,500 to a Roth IRA (pur-section 3405(a)(2) and (b)(2). or her own traditional or SIMPLE IRA
suant to 81.408A— A-1). In this case, D's regular 3)-13. Do the withholding rules undercannot choose to take the amount of the
contribution to the Roth IRA for 1998 is $2,000. Thege tinn 3405 apply to conversions? minimum distributions from any Roth
$500 of earnings is not treated as a contribution to . .. .. .
the Roth IRA. The results would be the same if the A-13. Yes. A conversion by anyIRA. Similarly, an individual required to
$2,000 had decreased to $1,500 prior to the rechdn€thod described in §1.408A-4 A-1 igeceive minimum distributions from a
acterization. considered a designated distribution suliRoth IRA cannot choose to take the
Example 9 In December 1998, individual E ject to section 3405. However, a converamount of the minimum distributions
;%%eéYggoaaﬂ'jtrif“Jt:n”u;rr‘;mlg; thd'g(?:ﬁ:bﬁgsotfhseion occurring in 1998 by means of drom a traditional or SIMPLE IRA. In ad-
$300,000 to a Roth IRA as a conversion contributfUstee-to-trustee transfer of an amourtition, an individual required to receive
tion. In April 1999, when the $300,000 hasfrom a traditional IRA to a Roth IRA es- minimum distributions as a beneficiary
increased to $350,000, E recharacterizes the convéablished with the same or a differenunder a Roth IRA can only satisfy the
sion contribution by transferring the $350,000 fo grstee is not required to be treated asrainimum distributions for one Roth IRA
gﬁgg:\o?oi' iggé iL”;g:SbZiZfJ’SEtshzogggi')%%Cccc’)r:\r/;g_esi_gnated distribution for purposes oby distributing from another Roth IRA if
sion contribution and the earnings of $50,000 areé€ction 3405. Consequently, no withholdthe Roth IRAs were inherited from the
disregarded. The results would be the same if tH8Q iS required with respect to such a corsame decedent.
$300,000 had decreased to $250,000 prior to thgersion (without regard to whether or not Q-16. How is the basis of property dis-
recharacterization. Further, since the conversion e individual elected to have no with4ributed from a Roth IRA determined for
s:z;?ﬁ:r:]eféégé $300,000 is not includible in grosg o ). purposes of a subsequent disposition?
Q-14. What minimum distribution A-16. The basis of property distributed
Q-11. If the owner of a Roth IRA diesrules apply to a Roth IRA? from a Roth IRA is its fair market value
prior to the end of the 5-taxable-year pe- A-14. (a) No minimum distributions (FMV) on the date of distribution,
riod described in A-1 of this section (re-are required to be made from a Roth IRAvhether or not the distribution is a quali-
lating to qualified distributions) or prior under section 408(a)(6) and (b)(3) (whictiied distribution. Thus, for example, if a
to the end of the 5-taxable-year period degenerally incorporate the provisions ofiistribution consists of a share of stock in
scribed in A-5 of this section (relating tosection 401(a)(9)) while the owner isXYZ Corp. with an FMV of $40.00 on the
conversions), how are different types oélive. The post-death minimum distribu-date of distribution, for purposes of deter-
contributions in the Roth IRA allocated totion rules under section 401(a)(9)(B) thamining gain or loss on the subsequent sale
multiple beneficiaries? apply to traditional IRAs, with the excep-of the share of XYZ Corp. stock, it has a

A-11. Each type of contribution is allo-tion of the at-least-as-rapidly rule debasis of $40.00.
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Q-17. What is the effect of distributingthat, pursuant to section 408A(d)(3)(D)JRAs established for its employees. The
an amount from a Roth IRA and con-+he trustee of a Roth IRA must include orterm SEP IRA means an IRA that receives
tributing it to another type of retirementForms 1099-R and 5498 additional inforeontributions made under a SEP. The
plan other than a Roth IRA? mation as described in the instructiongerm SEP includes a salary reduction SEP

A-17. Any amount distributed from athereto. Any conversion of amounts fror{SARSEP) described in section 408(k)(6).
Roth IRA and contributed to another typean IRA other than a Roth IRAto a Roth (4) SIMPLE IRA. Section 408(p) de-
of retirement plan (other than a Roth IRAJRA s treated as a distribution for which ascribes a SIMPLE IRA Plan as an em-
is treated as a distribution from the Rotlfrorm 1099—-R must be filed by the trusteployer-sponsored plan under which an
IRA that is neither a rollover contributionmaintaining the non-Roth IRA. In addi-employer can make contributions to SIM-
for purposes of section 408(d)(3) nor dion, the owner of such IRAs must reporPLE IRAs established for its employees.
qualified rollover contribution within the the conversion by completing Form 8606The term SIMPLE IRA means an IRA to
meaning of section 408A(e) to the othem the case of a recharacterization dewhich the only contributions that can be
type of retirement plan. This treatmenscribed in §1.408A-5 A-1, IRA ownersmade are contributions under a SIMPLE
also applies to any amount transferrethust report such transactions in the manrRA Plan or rollovers or transfers from
from a Roth IRA to any other type of re-ner prescribed in the instructions to thanother SIMPLE IRA.
tirement plan unless the transfer is applicable Federal tax forms. (5) Roth IRA. The term Roth IRA
recharacterization described in 81.408A-5. Q-2. Can a trustee rely on reasonabi@eans an IRA that meets the requirements

Q-18. Can an amount be transferretepresentations of a Roth IRA contributobf section 408A.
directly from an education IRA to a Rothor distributee for purposes of fulfilling re-  (b) Other defined terms or phrases
IRA (or distributed from an educationporting obligations? (1) 4-year spread. The term 4-year
IRA and rolled over to a Roth IRA)? A-2. Atrustee maintaining a Roth IRAspread is described in §1.408A—4 A-8.

A-18. No amount may be transferreds permitted to rely on reasonable repre- (2) Conversion. The term conversion
directly from an education IRA to a Rothsentations of a Roth IRA contributor ormeans a transaction satisfying the require-
IRA. A transfer of funds (or distribution distributee for purposes of fulfilling re- ments of §1.408A-4 A-1.
and rollover) from an education IRA to aporting obligations. (3) Conversion amount or conversion
Roth IRA constitutes a distribution from . contribution. The term conversion
the education IRA and a regular contribu$1-408A-8 Definitions. amount or conversion contribution is the
tion to the Roth IRA (rather than a quali- .1 Are there any special definitionsgmount of a distribution and contribution
fied rollover contribution to the Roth that govern in applylng the provisions O]‘NIth respect to which a conversion de-
IRA). , §51.408A—1 through 1.408A—7 and thiscribed in §1.408A-4 A-1 is made.

Q-19. What are the Federal income taXaction? (4) Modified AGI. The term modified
consequences of a Roth IRA owner trans- A-1. Yes, the following definitions AGI is defined in §1.408A-3 A-5.
fe_rr_ing his or her Roth IRA to another in'govern in applying the provisions of (5) Recharacterization.The term
dividual by gift? §81.408A—1 through 1.408A—7 and thigecharacterization means a transaction de-

~A-19. A Roth IRA owner’s transfer of gaction. Unless the context indicates ottscribed in §1.408A-5 A-1.
his or her Roth IRA to another |nd|V|dualerWise, the use of a particular term ex- (6) Recharacterized amount or rechar-
by gift constitutes an assignment of the,qes the use of the other terms. acterized contribution.The term rechar-
owner’s rights under the Roth IRA. At 4 piferent types of IRAs(1) IRA. acterized amount or recharacterized con-
the time of the gift, the assets of the RotRe(ions 408(a) and (b), respectively, ddribution means an amount or contribution
IRA are deemed to be distributed to th@ rine an individual retirement accountreated as contributed to an IRA other
owner and, accordingly, are treated as Nghq an individual retirement annuity. Théhan the one to which it was originally
longer held in a Roth IRA. In the case ofg; 1, |RA means an IRA described in eicontributed pursuant to a recharacteriza-
any such gift of a Roth IRA made prior toyher section 408(a) or (b), including eaction described in §1.408A-5 A-1.
October 1, 1998, if the entire interest iR A described in paragraphs (a)(2) (7) Taxable conversion amounfThe
the Roth IRA is reconveyed to the Rothy,5,gh (5) of this A-1. However, theterm taxable conversion amount means
IRA owner prior to January 1, 1999, thgeim |RA does not include an educatiorthe portion of a conversion amount in-
Internal Revenue Service will treat thapa gescribed in section 530. cludible in income on account of a con-
gift and reconveyance as never having oc- 2y Traditional IRA. The term tradi- version, determined under the rules of
curred for estate tax, gift tax, and genergyon5) |RA means an individual retirementsection 408(d)(1) and (2).
tion-skipping tax purposes and for puryccount or individual retirement annuity  (8) Tax-free transferThe term tax-free

poses of this A-19. described in section 408(a) or (b), respetransfer means a tax-free rollover de-

§1.408A—7 Reporting. tively. This term includes a SEP IRA butscribed in section 402(c), 402(e)(6),

does not include a SIMPLE IRA or a Roth403(a)(4), 403(a)(5), 403(b)(8), 403(b)(10)

Q-1. What reporting requirementsiRA. or 408(d)(3), or a tax-free trustee-to-
apply to Roth IRAs? (3) SEP IRA. Section 408(k) describestrustee transfer.

A-1. Generally, the reporting require-a simplified employee pension (SEP) as (9) Treat an IRA as his or her owiThe
ments applicable to IRAs other than Rotlan employer-sponsored plan under whichhrase treat an IRA as his or her own
IRAs also apply to Roth IRAs, exceptan employer can make contributions toneans to treat an IRA of a surviving
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spouse for which one is the beneficiary a§1.408A-9 Effective date. (Filed by the Office of Federal Register on August

; 31, 1998, 11:11 a.m., and published in the issue of
PI;SAO(ZV\r/]r?erroivr:matl:zgr(?;tre](r:ethv?/it(:]eﬁfz f[)efr:;% Q-1. To what taxable years d othe Federal Register for September 3, 1998, 63 F.R.

_ _ ~  46937)
of the IRA instrument or in the manner §1.408A-1 through 1.408A-8 apply

. . : . A-1 Sections 1.408A-1 through
provided in the regulations under sectlori .
408(2)(6) or (b)(3). _.408A-8 apply to taxable years begin-

(10) Trustee.The term trustee includes™"9 N O after January 1, 1998.
a custodian or issuer (in the case of an an- Michael P. Dolan,
nuity) of an IRA (except where the con- Deputy Commissioner of
text clearly indicates otherwise). Internal Revenue.




