Roth IRA Guidance scribed by law for filing the taxpayes that amount to a Roth Ronce (but no
Federal income tax return, including eximore than once) on or after November 1,
Notice 98-50 tensions, (the “due date”) for the taxabld 998, and on or before December 31,
year of the contribution is treated as madg998; the taxpayer also is eligible to re-
to the transferee IR and not the trans- convert that amount once (but no more
This notice responds to questions thderor IRA The proposed regulations in- than once) during 1999. (Any conversion
have arisen regarding whether a taxpay&rpret 8 408A(d)(6) to make its applicaof that amount during 1999 would consti-
who has converted an amount from a trdlon elective by the taxpaye permit the tute a reconversion because the taxpayer
ditional IRAto a Roth IRmay not only ~ taxpayer to recharacterize most types gfreviously converted that amount during
transfer the amount back to a traditiondiRA contributions, and permit the tax- 1998.) This rule applies without regard to
IRAIN a recharacterization but also sub-payer to recharacterize all or any portiotvhether the taxpayes initial conversion

PURPOSE

sequently “reconvert” that amount fromof an IRAcontribution. or recharacterization of the amount occurs
the traditional IR\to a Roth IRA. before, on, or after November 1, 1998,

TREATMENT OF and (as indicated above) even if the tax-
BACKGROUND RECONVERSIONS payer has made one or more reconver-

i The question has arisen whether a ta>§'—ionS before November 1, 1998.
Section 408A of the Internal Revenue q A taxpayer who converts an amount

Code (the "Code”), which was added bypayer who has converted an amount frofy, . - v gitional IR to a Roth IR dur-
§ 302 of the Taxpayer RelieAct of 1997, a traditional IR\to a Roth IR may not ing 1999 that has not been converted pre-

Pub. L. 105-34, establishes the Roth IRARNly transfer the amount back to a tradi-

LAt ) . | IRA h terization but al viously and then transfers that amount
as a new type of individual retirementiona In-a recharacterization but also . - +4 5 traditional IR by means of a

plan, dfective for taxable years beginningsubsequently *reconvert” that amounty .y, 4 cterization is eligible to reconvert
on or after January 1, 1998 The provi- from the traditional IRto a Roth IRA. . -0 o4t 2 Roth BRonce (but no
sions of § 408\were amended by the In-The proposed regulations do not Specifiy, ;.o than once) on or before December
ternal Revenue Service Restructuring anflly address this question, and the Sek; 1999 | determining whether a tax-
Refom Act of 1998, Pub. L. 105-206. vice and Treasury are considering,, e hag made a previous conversion for
On September 3, 1998, proposed regulahether final regulations should permiTgurposes of these interim rules, a failed
tions relating to Roth IRAS, 8§ 1_408A—1reconver5i0n3 under any CircumStanceéonversion, as described in proposed reg-
through 1.408A-9, were published in théloweve, effective as of November 1, ations § 1.408A-4, Q&A-3 (that is, an
Federal Register (6FR. 46937) This 1998, the interim rules set forth below,yempted conversion for which the xa
notice incorporates definitions and termayill apply for 1998 and 1999 Any future payer is not eligible for reasons set forth
used in those proposed regulations. guidance that either prohibits reconvery, proposed regulations § 1.408A—4), will
Section 408A(d)(3) of the Code andsions or imposes conditions on reconvelygi pe treated as a conversion.
§ 1.408A—-4 of the proposed regulationsions more restrictive than those imposed Any excess reconversion of an amount
prescribe rules for the conversion of atinder this notice will not apply to recon-gyring 1998 or 1999 will not change the
amount from a traditional IRto a Roth versions completed before issuance qfxpaye’s taxable conversion amount (as
IRA Any amount converted from a tradi- that guidance. defined in proposed regulations
tional IRAto a Roth IRis treated as dis- If a taxpayer converts (or reconvertsg 1 408A-8, Q&A-1(b)(7)). Instead, the
tributed from the traditional IR and an amount, transfers that amount back ¥xcess reconversion and the last preced-
rolled over to the Roth IRand is gener- a traditional IRAby means of a recharac-jng recharacterization will not be taken
ally includible in gross income for theterization, and reconverts that amount in @to account for purposes of determining
year in which the amount is distributed otransaction for which the taxpayer is nothe taxpaye's taxable conversion amount,
transferred from the traditional IR(sub- eligible under the interim rules set forth inand the taxpayes taxable conversion
ject to a “4-year spread” for 1998 converthis notice, the reconversion will beamount will be based on the last reconver-
sions, unless the taxpayer elects othedeemed an “excess reconversion.” Howsjon that was not an excess reconversion
wise). ever, any reconversions that a taxpayefunless, after the excess reconversion, the
Section 408A(d)(6) of the Code andhas made before November 1, 1998, wilkmount is transferred back to a traditional
§ 1.408A-5 of the proposed regulationsiot be treated as excess reconversions afRA by means of a recharacterization).
prescribe rules for “recharacterizationsWill not be taken into account in dete An excess reconversion will otherwise be
of IRAcontributions, including Roth IRA mining whether any later reconversion isreated as a valid reconversion.
conversion contributions. Sectionan excess reconversion. Any conversion, recharacterization, or
408A(d)(6) provides that, except as other- A taxpayer who converts an amounteconversion of an amount under this no-
wise provided by the Secretary of thdrom a traditional IRto a Roth IRdur-  tice must satisfy the provisions of § 408A
Treasuly, an IRA contribution that is ing 1998 and then transfers that amourand the proposed regulations. For exam-
transferred to another IRin a trustee-to- back to a traditional IR by means of a ple, a taxpayer making a conversion or re-
trustee transfer on or before the date preecharacterization is eligible to reconverconversion must satisfy the $100,000
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modified AGI limitation of § 408A(c)- November 25, 1998, reconversion Therefore s taxpayer is not eligible to reconvert an

(3)(B)(i) and proposed regulationstaxable conversion amount will be¥s Because itis amount before the end of the taxable year
a 1998 conversion, the November 25, 1998, recon-

8§ 1.408A-4, Q&A-2, and a taxpayer, o - eligible for the 4-year spread (unlesT in which the amount was first converted

transferring a contribution from one IRAagain transfers the amount from RothARto a tra-  (OF the due date for that taxable year) or
to another IR by means of a recharacter-ditional IRAby means of a recharacterization). that a taxpayer who transfers a converted
ization must make the transfer on or be- Example 5 The facts are the same agExample amount back to a traditional IRin a

fore the due date for the taxable year of €xcept tha T's modified AGI for 1998 was recharacterization must wait until the pas-

= He : 110,000. Therefore T t eligible t t :
the contribution, as required byinamoumfroieaotzzdi&izln%tgE'Rgtholgoi:ver sage of a fixed number of days (e.g., 30 or

8§ 408A(d)(6) and proposed regulationgggs, and Ts attempted conversion (on May 1,80 days) before reconve_rting.Addition-

8§ 1.408A-5, Q&A-1. In determining the1998) and reconversion (on November 25, 1998) a@lly, such approaches might include pro-
portion of any amount held in a Roth IRAfailed conversions, as described in proposed regulgiding that an excess reconversion would
or a traditional IR that a taxpayer is not fions 8 1.408A-4, Q&A-3Therefore, i Ttransfers - he treated as a failed conversion that

_ . . the amount of the failed conversion in RothAR .
eligible to reconvert under the interim,_ 10 a traditional IR by means ofarecharacteri-WOUId be subject to the consequences de-

rules set forth in this notice, any amounation and converts that amount from the traditiona3Cfibed in proposed regulations
previously converted (or reconverted) iSRAto a Roth IRduring 1999, Twill be eligibleto 8§ 1.408A—4, Q&A-3, and that could be
adjusted for subsequent net gains dgconvert that amount once (but no more than oncepmedied as described therein.
losses thereon. on or before December 31, 1999Any additional re-
conversion of that amount during 1999 would be aDRAFTING INFORMATION

Example 1 On May 1, 1998 T converted an €Xcess reconversion.
amount in a traditional IR (Traditional IRA1) to a Example 6 On November 5, 1998, R converts an  The principal authors of this notice are
Roth IR (Roth IR 1). Tdid not contribute any —amount in a traditional IR (Traditional IRA1) to a Roger Kuehnle of the Employee Plans Di-
other amount to Roth /RL. On October 15, 19987 Roth IR(Roth IR 1). On November 25, 1998, R .cin ) 214 Cati A \bhs of the @ice of

transferred the amount in RothAR to a traditional transfers the amount in Roth AR back to a tradi- . :
IRA (Traditional IRA2) by means of a recharacteri- tional IRA(Traditional IRA2) by means of a rechar- the Associate Chief Counsel (Employee

zation Tis eligible to reconvert the amounniTradi- acterization. R is then eligible to reconvert the3enefits and Exemptr@anizations).
tional IRA2 to a Roth IR once (but no more than amount i Traditional IRA2 to a Roth IRat any  Howeve, other personnel from the Inter-
once) at any time on or after November 1, 1998, arfné on or before December 31, 1998After that re- 5| Revenue Service andétlreasury De-
on or before December 31, 1998Any additional re- conversion, R may transfer the amount back to a tr?)—artrnent participated in its development.

conversion during 1998 would be an excess raeo ditional IRA by means of a recharacterization, but . . . .
version This result would not be dierent if the @ny subsequent reconversion of that amount to I—;OI’ further information regarding this no-
recharacterization had occurred on or after Novenfoth IR before January 1, 1999, would be an ex-tice, please contact the Employee Plans

ber 1, 1998, instead of before November 1, 1998. Cess reconve_r_sion. If R does transfer the amo_uﬁ)ivisioris taxpayer assistance telephone
Example2. The facts are the same agkample Pack to a traditional IRby means of a recharacteri-seryice at (202) 622-6074/6075 (not toll-
1, except that, on November 25, 1998 reconverts zation (whether before or after the end of 1998), I?ree numbers), between the hours of 1:30

the amountm Traditional IRA2 to a Roth IR (Roth will be eligible to reconvert that amount once (but ]
IRA2). After that reconversionT may transfer the N0 more than once) during 1999Any additional re- and 3:30 p.m. Easter Time, Monday

amount from Roth K2 back to a traditional IRA  conversion of that amount during 1999 would be athrough Thursdg, or Ms \bhs at (202)
by means of a recharacterization, but any subsequén{Cess reconversion. 622-6030 (also not toll-free).
reconversion of that amount to a RothAlRefore Exam_ple 7 O_n‘ January 5, ;g-)gg, S converts an

January 1, 1999, would be an excess reconversignount in a traditional IR(Traditional IRA1) to a

If T does transfer the amount from RothARback ~ Roth IR(Roth IR1). S had not previously con-
to a traditional IR\ by means of a recharacteriz verted that amount. On February 17, 1999, S trans-

tion, Tis eligible to reconvert that amount once (buf€'S the amount in Roth i1 back to a traditional
no more than once) during 1999Any additional re- 'RA (Traditional IRA2) by means of a recharacter-

conversion of that amount during 1999 would be alfation. After the recharacterization, S is eligible
excess reconversion. to reconvert the amounti Traditional IRA2 once

Example 3 The facts are the same adExample (but no more than once) at any time on or before

2, except that, on December 4, 1999 transfers the December 31, 1999 Any additional reconversion
amount from Roth #R2 back to a traditional IRA of that amount during 1999 would be an excess re-

(Traditional IRA 3) by means of a recharacteriza- CONVersion.

tion. If Tdoes not reconvert that amount to a Roth Thi . .. ded lari d
IRAon or before December 31, 1998 cannot use IS notice Is intended to ¢ a“fy an

the 4-year spread available for 1998 conversions. Supplement the guidance provided in the
Example 4 The facts are the same asExample proposed regulations under § 4@8and

3. The value of the amount converted on May 1may be relied upon as if it were incorpo-

1998, was $X, and the value of the amount®o ataq jn those regulations. In accordance

verted on November 25, 1998, wasY¥$ On Decem- ith th d f bmitti
ber 8, 1998, T reconverts the amounti Traditional wi € procedures tor submitling com-

IRA3 (which then has a value of $Z) to a Roth IRA ments on the proposed regulations, inter-
(Roth IR 3). Under the interim rules set forth in ested parties are invited to submit oo

this notice Tis not eligible to make the December 8ments on whether final regulations should
1998, reconvers!on, and that excess reconver&gj}ermit reconversions (and, if so, under
will not be taken into account for purposes of deter- hat ci t d diti PoSs-
mining T's taxable conversion amount (although it isw at circumstances and con I_Ions)_' .OS
otherwise treated as a valid conversion). Instead!DI€ approaches to reconversions in final

Ts taxable conversion amount will be basead&s regulations might include providing that a
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