Roth IRA Guidance Q. A-2. Can the model forms bebeen made to the SECONDARand not
amended? to the FIRS IRA in accordance with the
Notice 98-49 A.A-2. Article IX of each of these rules in § 1.408A-5To the extent that the
model forms permits certain amendmentgstructions for the 1998 Forms 1099-R
PURPOSE AD BACKGROUND to be made to provisions of the Roth IRAaNd 5498 are inconsistent with the instruc-
This notice provides guidance re|atindn accordance with the instructions to thé&ons for Comp|9ting those forms prOVided
to Service-approved Roth ARdocuments model forms. For example, under thén this Q&A B-1, trustees must follow the
and IRA reporting requirements. In addi-model forms, a spouse who is the solguidance provided in this notice.
tion, this notice summarizes a number oflesignated beneficiary is deemed to have (1) Reporting by the trustee of the
recent changes in the law governing aglected to treat the Roth IRA, upon th&IRST IRA. The trustee of the FIRST
IRAs, which dfect Notice 87—13, 1987—1 death of the owrrgas his or her ownThe IRA reports the contribution on Form
C.B. 432, and Notice 87—16, 1987—1 C.Bnodel forms can be amended to give 5498 showing the character of the contri-
446. surviving spouse who is the sole desigeution (rollove, conversion amount, or
Roth IRAs are a new type of IRA, de-hated beneficiary the option of not treatrégular). If the recharacterization (i.e.,
scribed in § 408 of the Internal Revenue ing the Roth IRA, upon the death of théhe transfer) occurs in calendar year 1998,
Code (“Code”, that individuals can useoWne, as his or her own. the tru_ste_e rgports the recharacterization
beginning in 1998. Section 488vas Q A-3. Is the Service Currenﬂy aC_-a.S a distribution _On Form 1099-R show-
added to the Code by § 302 okfflax- cepting applications for opinion letters orig Code G for direct rollover and show-
payer Relié Act of 1997 (“TRA 977), Pprototype Roth IRAs? ing t_he gross amount (cor.1tr|_but|.on and
Pub. L. 105-34, to authorize a new type A. A-3. The Service is not currently earnlngs) in Box 1-Gross distribution and
of individual retirement arrangement (theccepting applications for opinion letterd) (2€r0) in Box 2aFaxable amount. - For
“Roth IRA"). This notice reflects on prototype Roth IRAsAnnouncement recharacterizations that occur in later
changes relating to Roth IRAs containe@7-122, 1997-50 I.R.B. 63, states thatears. the trustee reports in accordance
in the Internal Revenue Service Restrudransitional relief similar to that providedWith applicable Federal tax forms and in-
turing and Refan Act of 1998 (the “IRS under Re. Proc. 97-29, 1997-1 C.B.Structions. For recharacterizations that
Restructurig Act’), Pub. L. 105-206. 698, will be provided to sponsors and®CCUr in 1999, it is anticipated that the in-
The Internal Revenue Service recentljheir customers who establish Roth IRASTructions to Form 1099-R will indicate
issued proposed regulations, §§ 1.408A-with documents that have not been pré_hat the trus_tee_ reports the recharacteriza-
through 1.408A-9, relating to Roth IRAs approved by the Servicdhus, for exam- 110N as a distribution on Form 1099-R
which were published in the Federal Regple, if in January 1998 an individual madeNoWing new Code R for recharacteriza-
ister on September 3, 1998This notice a contribution to a trust or custodiat-a 19N and showing the gross amount (con-
incorporates definitions and terms that areount or purchased an annuity using dodribution and earnings) in Box 1-Gross
contained in those proposed regulations.uments or associated written material th istribution and 0 (zero) in Box ZEax-
For more information on IRAs, includ- clearly designates the account or annui Ig amount'. by th fth
ing Roth IRAs, see Publication 590, Indias a Roth IRA, then, provided certain reblfl[))ng\ogg'rgre)é;aer;::‘t‘zﬁeeg ;nfoiitcs'
vidual RetiremenArrangements (IRAs), quirements are met, the individual will be” "=
and Publication 553, Highlights of 1997deemed to have established a Roth IREECE1Ved on or before December 31, 1998,
that are recharacterized as amounts con-

Tax Changes. on that date using a document approve .
by the Service for use as a Roth IRA. tributed in calendar year 1998, the trustee

SECTION A. SERVICE-APPROVED of the SECOND IR reports the contribu-
ROTH IRA DOCUMENTS SECTION B. IRA REPCRTING tion as a rollover contribution on a 1998
REQUIREMENTS Form 5498. For recharacterized amounts
Q. A-1. Are there model forms avail- received after December 31, 1998, the
able for establishing a Roth IRA? Q. B-1 What reporting requirementstrustee reports in accordance with applic-

A. A-1. Yes The Service has issuedapply to the trustees in the case of able Federal tax forms and instructions. It
three model forms, Form 5305-R, Fornmtecharacterization of a contribution fromis anticipated that the instructions to the
5305—-R\ and Form 5305-RB, that can bea FIRS IRA to a SECOND IR as de- 1999 Form 5498 will provide that a
used to establish a RothARas a trust ac- scribed in § 1.408A-5 of the proposed Inrecharacterized amount received by the
count, a custodial account or an anpuit comeTax Regulations? trustee of the SECOND KRwill continue
respectivgl. In the case of Form 5305— A. B—1 The general reporting require-to be reported as a rollover contribution,
RB, the model form is used as an endorseients for Roth IRAs are described in probut that (a) the checkbox entitled “Roth
ment to an insurance compasyannuity posed regulation § 1.408A-7. In additiongonv.” on the 1998 Form 5498 will be
contract. Model forms issued by the Sethe following reporting requirementsretitled to identify a contribution as a
vice contain pre-approved language thaapply to the trustees of the FIRERA and recharacterization, (b) the trustee of the
if followed, will satisfy the applicable the SECOND IRA when the IR owner SECOND IRA will check both the box
statutory requirements. elects to treat a contribution as havingdentifying the contribution as a recharac-
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terization contribution and the box thaprovides that the additional 10-percent ta%60,000. In the case of joint returns, the
identifies the type of IRA involved, anddoes not apply to IRA distributions forphase-out range is $50,000 to $60,000 for
(c) the recharacterization must be requalified higher education expenses of th&#998, rising to $80,000 to $100,000 for
ported on a Form 5498 that is separai®A owner, the owner’s spouse, or a chil®007 and later years. In addition, an indi-
from any Form 5498 otherwise requiredr grandchild of either. Qualified highervidual who is not an active participant but
for the SECOND IRA. education expenses include tuition, supgs married to someone who is can make a

Q. B-2. How does a trustee report oplies, and, for students who are at leastlly deductible traditional IRA contribu-
Form 1099-R a distribution from a Rothhalf-time, room and board. (See Noticgion if their combined adjusted gross in-
IRA that contains both regular and 19987-60, 1997-46 |.R.B. 8.) come is not more than $150,000, or a par-
conversion contributions? Section 303 of TRA 97 addedtially deductible traditional IRA

A. B-2. In the case of a distribution§ 72(t)(2)(F) to the Code, which providesontribution if their combined adjusted
from a Roth IRA that contains both reguthat the additional 10-percent tax does n@jross income is between $150,000 and
lar and 1998 conversion contributions, thepply to an IRA distribution to acquire a$160,000.
trustee must use Code K in Box 7 of Fornfirst-time home for the IRA owner or a Previous guidance relating to the active
1099-R. member of his or her family. To qualify, participant rules was provided in Part IA

the distribution must be used for costsf Notice 87-16. These rules continue to
gﬁingEN SC'I.' OOIE,ZER RECENT normally associated with acquiring a prinapply except as modified above.
cipal residence and the IRA owner (and if Q. C—4. Are there any changes to the

Q. C-1. What effect does the recharadnarried, the owner’s spouse), generallyermissible investments available in an
terization of a contribution (as describednust not have had an ownership interesRA?
in § 1.408A-5 of the proposed Incomdn & principal residence for the previous 2 A, C—4. Yes. Section 304 of TRA 97
Tax Regulations) have on the rules gowears. If the distributed money is noamended § 408(m) of the Code to permit
erning the nontaxable return of basis in thésed for such purpose, the money can hRAs to invest in certain platinum coins
case of traditional IRA distributions? recontributed by the 120th day after theind in gold, silver, platinum or palladium

A. C-1. Part Ill, “Distributions,” of distribution to the IRA without incurring bullion, provided the bullion is in the
Notice 87-16, sets forth the rules for calthe 10-percent tax. This exception for hysical possession of an IRA trustee.
culating the nontaxable return of basis ifirst-time home purchase is subject to a previous guidance relating to col-
the case of distributions from traditionalifetime cap of $10,000 for each IRA|ectibles was provided in Part V of Notice
IRAs. These rules continue to apply exowner; thus, an individual and his or heg7—16. These rules continue to apply ex-
cept as modified below. spouse would each be subject to a sepgept as modified above.

The total IRA account balances, théate $10,000 lifetime cap.
total nondeductible contributions, and the In addition, § 3436 of the IRS RestrucEFFECT ON OTHER DOCUMENTS

distribution amount (as these terms ar@lring Act added § 72(t)(2)(A)(vii) to the Notice 87—16 and Notice 87—13 are

used in Notice 87-16) for an individualCode, which provides that the additional ~ o
for a taxable year are each adjusted to ré0-percent tax does not apply to a distribu- '

flect recharacterized amounts contributetion from a qualified retirement plan, in-REQUEST FOR COMMENTS
to, or distributed from, the traditionalcluding an IRA, that is made on account of

IRAs. For purposes of making this ada levy under § 6331 on the qualified retire- The Service and Treasury invite com-

justment, the contribution that is beingnent plan. The provision applies to distriments and suggestions concerning the
recharacterized as a contribution to thbutions made after December 31, 1999. guidance provided in this notice. Any

SECOND IRA is treated as having been Previous guidance relating to § 72(tgorrespondence received will be evalu-
originally contributed to the SECONDWas provided in Part D of Notice 87-13ated to determine whether additional

IRA on the same date and (in the case of Ehese rules continue to apply except aguidance on Roth IRAs is necessary.

regular contribution) for the same taxablénodified above. In particular, comments are requested
year that the contribution was made to the Q. C-3. What changes are there in then appropriate reporting of recharacteri-
FIRST IRA. If the recharacterization“active participant” rules? zation transactions described in proposed

transaction occurs after the close of the A. C-3. Section 301 of TRA 97 regulation § 1.408A-5. The Service and
taxable year and if the recharacterizatioamended § 219 of the Code to provide fofreasury recognize that recharacterization
transaction involves a regular contribuincreased deductible contributions to tratransactions present novel reporting is-
tion for the prior taxable year, the recharditional IRAs that can be made by activesues for IRA trustees, and this notice pro-
acterization is disregarded for the prioparticipants in employer-sponsored retirevides for reporting such transactions in a
taxable year in determining the total IRAment plans. In 1998, the IRA deductiormanner that most closely approximates
account balances. available to an unmarried active particiteporting for ordinary IRA distributions,
Q. C-2. Are there any new exceptionpant is phased out ratably between adgontributions and trustee-to-trustee trans-
to the 10-percent additional tax on earlyjusted gross income of $30,000 anders. However, the Service and Treasury
distributions from IRAS? $40,000. This phase-out range is inare considering other possible reporting
A. C-2. Yes. Section 203 of TRA 97creased annually until 2005 when thelternatives for recharacterization transac-
added § 72(t)(2)(E) to the Code, whiclphase-out range will be $50,000 tdions. For example, it might be appropri-
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ate to require that the recharacterized co
tribution be reported by the trustee of th
SECOND IRA on a Form 5498 for the
year for which it is treated as having bee
contributed, even if the recharacterizatio
occurs in the subsequent year. Anoth:
possible approach would be to requir
only the reporting by the trustee of the
SECOND IRA involved in the recharac-
terization transaction that would have
been required if the contribution had ini
tially been made to the SECOND IRA an
never had been made to the FIRST IRA.

Comments can be addressed |
CC:DOM:CORP:R (Notice 98-49), room
5228, Internal Revenue Service, POI
7604, Ben Franklin Station, Washington
DC 20044. In the alternative, comment
may be hand delivered between the hou
of 8 a.m. and 5 p.m. to CC:DOM:CORP
R (Notice 98-49), Courier’s Desk, Inter-
nal Revenue Service, 1111 Constitutio
Avenue NW, Washington, DC. Alterna-
tively, taxpayers may transmit comment
electronically via the IRS Internet site at
http://lwww.irs.ustreas.gov/prod/tax_regs
comments.html.

DRAFTING INFORMATION

The principal author of this notice is
Roger Kuehnle of the Employee Plans D
vision. For further information regarding
this notice, please contact the Employe
Plans Division’s taxpayer assistance tels
phone service at (202) 622-6074/607
(not toll-free numbers), between the houl
of 1:30 and 3:30 p.m. Eastern Time, Morn
day through Thursday.



