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telephone system is no less understandable to the
participant than a written paper notice.  Plan C does
not fail to satisfy the notice or consent requirement
of section 411(a)(11) merely because the notice and
consent are provided other than through written
paper documents.

Example 5.The facts are the same as in Example
4, except that, pursuant to Plan C’s system for pro-
cessing such transactions, a participant who so re-
quests is transferred to a customer service represen-
tative whose conversation with the participant is
recorded.  The customer service representative pro-
vides the section 411(a)(11) notice from a prepared
text and processes the participant’s distribution in
accordance with predetermined instructions of the
plan administrator.  Plan C does not fail to satisfy the
notice or consent requirement of section 411(a)(11)
merely because the notice and consent are provided
other than through written paper documents.

PART 35–TEMPORARY
EMPLOYMENT TAX AND
COLLECTION OF INCOME TAX AT
SOURCE REGULATIONS UNDER
THE TAX EQUITY AND FISCAL
RESPONSIBILITY ACT OF 1982

Par. 4.  The authority citation for part
35 is revised to read as follows:

Authority: 26 U.S.C. 6047(e), 7805;
68A Stat. 917; 96 Stat. 625; Pub. L. 97–
248 (96 Stat. 623).

Section 35.3405–1 also issued under 26
U.S.C. 3405(e)(10)(B)(iii).  

Par. 5. Section 35.3405–1 is amended
by adding d-35 and d-36 to read as fol-
lows:

§35.3405–1.  Questions and answers
relating to withholding on pensions,
annuities, and certain other deferred
income.

*  *  *  *  *

d-35.  Q.  Through what medium may a
payor provide the notice required under
section 3405 to a payee?

A.  A payor may provide the notice re-
quired under section 3405 (including the
abbreviated notice described in d-27) to a
payee either on a written paper document
or through an electronic medium reason-
ably accessible to the payee.  A notice
provided through an electronic medium
must be provided under a system that sat-
isfies the following requirements:

(a) The system must be reasonably de-
signed to provide the notice in a manner
no less understandable to the payee than a
written paper document.

(b) At the time the notice is provided,
the payee must be advised that the payee

may request and receive the notice on a
written paper document, and, upon re-
quest, that document must be provided to
the payee at no charge.

d-36.  Q.  Are there examples that illus-
trate the provisions of d-35 of this section?

A.  The provisions of d-35 of this sec-
tion are illustrated by the following exam-
ples: 

Example 1.An employer deferred compensation
plan (Plan A) permits participants to request  distrib-
utions by e-mail.  Under Plan A’s system for such
transactions, a participant must enter his or her ac-
count number and personal identification number
(PIN); this information must match that in Plan A’s
records in order for the transaction to proceed.  If a
participant changes his or her PIN, the participant
may not proceed with a transaction until Plan A has
sent confirmation of the change to the participant.
The plan administrator is the payor.  If a participant
requests a distribution from Plan A by e-mail, the
plan administrator provides the participant with the
notice required under section 3405 by e-mail.  The
plan administrator also advises the participant that
he or she may request the notice on a written paper
document and that, if the participant so requests, the
written paper document will be provided at no
charge.  To proceed with the distribution by e-mail,
the participant must acknowledge receipt, review,
and comprehension of the notice.  The plan adminis-
trator does not fail to satisfy the notice requirement
of section 3405 merely because the notice is pro-
vided to the participant other than through a written
paper document.

Example 2.An employer deferred compensation
plan (Plan B) permits participants to request distrib-
utions through the Plan B web site (Internet or in-
tranet).  Under Plan B’s system for such transac-
tions, a participant must enter his or her account
number and personal identification number (PIN);
this information must match that in Plan B’s records
in order for the transaction to proceed.  If a partici-
pant changes his or her PIN, the participant may not
proceed with a transaction until Plan B has sent con-
firmation of the change to the participant.  The plan
administrator is the payor.  A participant may request
a distribution from Plan B by following the applica-
ble instructions on the Plan B web site.  After the
participant has requested a distribution, the partici-
pant is automatically shown a page on the web site
containing the notice required by section 3405.  Al-
though this page of the web site may be printed, the
page also advises the participant that he or she may
request the notice on a written paper document and
that, if the participant so requests, the written paper
document will be provided at no charge.  To proceed
with the distribution through the web site, the partic-
ipant must acknowledge review and comprehension
of the notice.  The plan administrator does not fail to
satisfy the notice requirement of section 3405
merely because the notice is provided to the partici-
pant other than through a written paper document.

Example 3.An employer deferred compensation
plan (Plan C) permits participants to request distrib-
utions through Plan C’s automated telephone sys-
tem.  Under Plan C’s system for such transactions, a
participant must enter his or her account number and

personal identification number (PIN); this informa-
tion must match that in Plan C’s records in order for
the transaction to proceed.  If a participant changes
his or her PIN, the participant may not proceed with
a transaction until Plan C has sent confirmation of
the change to the participant.  The plan administrator
is the payor.  A participant may request a distribution
from Plan C by following the applicable instructions
on the automated telephone system.  After the partic-
ipant has requested a distribution, the automated
telephone system reads the notice required by sec-
tion 3405 to the participant.  The automated tele-
phone system also advises the participant that he or
she may request the notice on a written paper docu-
ment and that, if the participant so requests, the writ-
ten paper document will be provided at no charge.
Before proceeding with the distribution transaction,
the participant must acknowledge comprehension of
the notice.  The plan administrator does not fail to
satisfy the notice requirement of section 3405
merely because the notice is provided to the partici-
pant other than through a written paper document.

Example 4.The facts are the same as in Example
3, except that, pursuant to the system for processing
such transactions, a participant who so requests is
transferred to a customer service representative
whose conversation with the participant is recorded.
The customer service representative provides the
notice required by section 3405 by reading from a
prepared text.  The plan administrator does not fail
to satisfy the notice requirement of section 3405
merely because the notice is provided to the partici-
pant other than through a written paper document.

*  *  *  *  *  

John M. Dalrymple,
Acting Deputy Commissioner 

of Internal Revenue.

(Filed by the Office of the Federal Register on De-
cember 17, 1998, 8:45 a.m., and published in the
issue of the Federal Register for December 18, 1998,
63 F.R. 70071)

Supplemental Instructions for
Form 8606, Nondeductible IRAs

Announcement 99–18

This announcement provides supple-
mental instructions for the proper comple-
tion of Form 8606, Nondeductible IRAs,
for Roth IRA conversions and recharac-
terizations.  It also clarifies the proper
computation of the 10% additional tax for
early distributions in the case of Roth IRA
conversions and subsequent withdrawals
from Roth IRA accounts.  Finally, it cor-
rects the computation of modified AGI for
purposes of Roth IRAs on page 2 and the
Ed IRA Contribution Worksheet on page
3 in the separate instructions for Form
8606.
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I.  Reporting Roth IRA Conversions
and Recharacterizations

Holders of traditional IRAs may con-
vert these accounts to Roth IRAs if they
meet the   eligibility requirements and in-
clude any previously untaxed amounts
converted in their gross income for the
year of conversion. For conversions in
1998, the includible amount may be
spread over 4 years, at the election of the
taxpayer.  A conversion may be undone
by recharacterizing the converted
amounts back to the traditional IRA.

Some questions have arisen about the
proper reporting of conversions, recharac-
terizations, and reconversions to Roth
IRAs, particularly regarding the reconcili-
ation of amounts on Forms 1099-R issued
by  account trustees with amounts to be
entered on Form 8606 and Form 1040.

The following comprehensive example
clarifies this reporting.

Example: Mr. Smith has the following
IRA activity in 1998:

Date Activity

2/19/98 Mr. Smith contributes $2,000
to a Roth IRA.

2/19/98 Mr. Smith converts the entire
$8,000 balance in his tradi-
tional IRA to a Roth IRA.  The
converted amount was placed
into an account separate from
the Roth contribution account.
His total basis in the traditional
IRA was $2,000 (from a nonde-
ductible contribution in an ear-
lier year).

9/10/98 The fair market value of Mr.
Smith’s conversion account de-
creased from $8,000 to $7,000.
Mr. Smith recharacterizes the
entire remaining balance of
$7,000 to a traditional IRA.

9/10/98 Mr. Smith reconverts the
$7,000 from the traditional
IRA back to a Roth IRA.

In 1999, Mr. Smith receives three
Forms 1099-R: one for the original con-
version of $8,000, another for the $7,000
recharacterization, and a third one for the
subsequent reconversion of $7,000.

Completion of Form 8606: Mr. Smith
should complete the identifying informa-
tion above Part I.  He should leave Part I

blank. Mr. Smith completes Part II of
Form 8606 as follows:

Line 14a. Mr. Smith enters $15,000 on
this line.  This is the sum of the amounts
reported to him in box 1 of the Forms
1099-R he received for the $8,000 con-
version on February 19, 1998, and the
$7,000 reconversion on September 10,
1998.

Line 14b. Although Mr. Smith recharac-
terized $7,000 from his Roth conversion
account to his traditional IRA, he reports
$8,000 on line 14b.  This is because line
14a includes $8,000 from his original
conversion and he recharacterized the en-
tire remaining balance of $7,000.  He en-
ters $8,000 on line 14b to “zero out” the
conversion and subsequent recharacteri-
zation.  Otherwise, Mr. Smith would be
taxed on the $1,000 decline in market
value in his Roth conversion account be-
fore the recharacterization.

Line 14c. Mr. Smith reports $7,000 on
this line ($15,000-$8,000).

Line 15. Mr. Smith refers to the chart on
page 5 of the Form 8606 instructions to
determine the amount to enter on this line.
As a result, he enters $2,000, which is his
prior year nondeductible contribution to a
traditional IRA.

Line 16. The taxable amount of the con-
version is $5,000 ($7,000-$2,000).

Line 17. Mr. Smith elects to have the tax-
able amount spread over 4 years.  In 1998
and in each of the next 3 years, Mr. Smith
is taxed on $1,250.

Part III . Mr. Smith does not complete
Part III.  Although he received a Form
1099-R for his recharacterization of
$7,000 from the Roth IRA to a traditional
IRA, the recharacterization is not a distri-
bution that is to be reported on line 18 of
Part III.  It is merely a trustee-to-trustee
transfer of funds between IRA accounts.

Completion of Form 1040: Mr. Smith
includes $22,000 on line 15a.  This is the
total IRA distributions that were reported
to him in box 1 of the Forms 1099-R he
received.  Mr. Smith includes $1,250, the
amount of the conversion that is taxable
in 1998, on line 15b.  This is the amount
from line 17 of Form 8606.

II.  Clarification o f Amount Subject to
10% Additional Tax

The Note after line 26 of Form 8606 is
incomplete. Regardless of whether you
have an amount on line 22 or 25 of Form
8606, you may be subject to an additional
10% tax.  The Note should read as fol-
lows:

“Note: If you receive a Roth IRA dis-
tribution before reaching age 591⁄2, you
may be subject to an additional 10% tax.
See Form 5329.  Include on line 1 of
Form 5329 the smaller of the amount on
line 20 or the sum of the amounts on lines
16 and 25.”

Please disregard the paragraph headed
Lines 22 and 25-Additional 10% Tax on
page 6 of the instructions for Form 8606,
as well as the first complete paragraph in
the middle column of page 3 of the in-
structions for Form 5329.

III.  Cor rection to Computation of
Modified AGI fo r Purposes of
Roth IRAs

Under Roth IRA s on page 2 of the
Form 8606 instructions, item 1 under
Modifie d AGI fo r purposes of Roth
IRA s should include a reference to Form
1040A, line 10b.    

IV.  Correction to Ed IRA
Contribution Worksheet

Line 2 of the worksheet on page 3 of
the Form 8606 instructions should read:
“Enter $150,000 if married filing jointly;
or $95,000 for all other filers.”  The refer-
enced amount for married filing sepa-
rately should be deleted.


