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A This announcement provides supple-
d tr\’?lental instructions for the proper comple-
it a,r,tpn of Form 8606, Nondeductible IRAs,
yapdor Roth IRA conversions and recharac-
ceeterizations. It also clarifies the proper
rticcomputation of the 10% additional tax for
QSI'?QarIy distributions in the case of Roth IRA
ao&onversions and subsequent withdrawals
articfrom Roth IRA accounts. Finally, it cor-
nt. rects the computation of modified AGI for
ti°“purposes of Roth IRAs on page 2 and the
ot Ed IRA Contribution Worksheet on page
,ns,% in the separate instructions for Form

r ar606.
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I. Reporting Roth IRA Conversions blank. Mr. Smith completes Part Il of ll. Clarification o f Amount Subject to
and Recharacterizations Form 8606 as follows: 10% Additional Tax

Holders of traditional IRAs may con-Line 14a. Mr. Smith enters $15,000 on The Note after line 26 of Form 8606 is
vert these accounts to Roth IRAs if theyhis line This is the sum of the amountsncomplete. Regardless of whether you
meet the eligibility requirements and inteported to him in box 1 of the Formshave an amount on line 22 or 25 of Form
clude any previously untaxed amount3099-R he received for the $8,000 con8606, you may be subject to an additional
converted in their gross income for thesersion on February 19, 1998, and th&0% tax The Note should read as fol-
year of conversion. For conversions ir$7,000 reconversion on September 10ows:

1998, the includible amount may be1998. “Note: If you receive a Roth IR dis-

spread over 4 years, at the election of the . tribution before reaching age %9you
taxpaye. A conversion may be undoneline 14b. Although Mr. Smith recharac- 5y pe subject to an additional 10% tax.
by recharacterizing the convertederized $7,000 from his Roth conversiorsee Form 5329. Include on line 1 of
amounts back to the traditional IRA. ~ &ccount to his traditional IRA, he reports-qrm 5329 thesmaller of the amount on
Some questions have arisen about t#&8,000 on line 14b This is because line |ine 200r the sum of the amounts on lines
proper reporting of conversions, recharacl4a includes $8,000 from his originaljg anq 25~
terizations, and reconversions to Rot§onversion and he recharacterized the en-pjeage disregard the paragraph headed
IRAs, particularly regarding the reconcili-tire remaining balance of $7,000. He engjnes 22 and 25-Additional 186 Tax on
ation of amounts on Forms 1099-R issuef@'s $8,000 on line 14b to “zero out” théyage 6 of the instructions for Form 86086,
by account trustees with amounts to bgonversion and subsequent recharactefis wel| as the first complete paragraph in
entered on Form 8606 and Form 1040. zation. Otherwise, K Smith would be e middle column of page 3 of the-i
The following comprehensive exampletaxed on the $1,000 decline in markegiyctions for Form 5329.
clarifies this reporting. value in his Roth conversion account be-

. . izati [ll. Cor rection to Computation of
Example: Mr. Smith has the following fore the recharacterization. Modified AGI for P?eroses of

IRA activity in 1998: Line 14c. Mr. Smith reports $7,000 on  Reth IRAS
Date  Activity this line ($15,000-$8,000).

) ) Unde Roth IRAs on page 2 of the

to a Roth IRA. page 5 of the Form 8606 instructions t@)odified AGI for purposes of Roth

2/19/98 Mr. Smith converts the entire détermine the amount to enter on this lingRA s should include a reference to Form
$8,000 balance in his tradi-AS aresult, he enters $2,000, which is higg404, line 10b.
tional IRA to a Roth IRA The Prior year nondeductible contribution to a _
converted amount was placedraditional IRA. IV. Correction to Ed IRA

: Contribution Worksheet
INto an account separate frorT]_ine 16. The taxable amount of the con-

the Roth contribution account.version is $5,000 ($7,000-$2,000). Line 2 of the worksheet on page 3 of

His total basis in the traditional the Form 8606 instructions should read:
IRA was $21000 (from a nonde'l_ine 17. Mr. Smith elects to have the taX"‘Enter $150,000 if married f|||ng J0|nt|y,

ductible contribution in an ear- able amount spread over 4 years. In 199% $95,000 for all other filers. The refer-
lier year)' and in each of the next 3 yearsr. [Emith enced amount for married f|||ng sepa-
9/10/98 The fair market value of M is taxed on $1,250. rately should be deleted.

Smith's conversion account de- .
creased from $8,000 to $7,000Part [l . Mr. Smith does r_lot complete
. . Part Ill. Although he received a Form
Mr. Smith recharacterizes the . . .
entire remaining balance o]¢1099-R for his recharacterization of
» $7,000 from the Roth IR to a traditional
| IRA. ’ L o
$7,000 to- a traditiona IRA, the recharacterization is not a distri-
9/10/98 Mr. Smith reconverts the pytion that is to be reported on line 18 of
$7,000 from the traditional payt |11, It is merely a trustee-to-trustee
IRA back to a Roth IRA. transfer of funds between ARaccounts.

In 1999, M. Smith receives three

Forms 1099-R: one for the original Con_completlon of Form 1040 Mr. Smith

version of $8,000, another for the $7,OOWCITdeS ﬁ.ZZ,QbOO.on Iir;]e 15ahis is the q
recharacterization, and a third one for thg)ta IRA distributions that were reporte

subsequent reconversion of $7,000. o him in box 1 qf the Forms 1099-R he
received. M. Smith includes $1,250, the

Completion of Form 8608 Mr. Smith amount of the conversion that is taxable
should complete the identifying informa-in 1998, on line 15b This is the amount
tion above Part I. He should leave Partfrom line 17 of Form 8606.



