Part I. Rulings and Decisions Under the Internal Revenue Code of 1986

Section 408A.—Roth IRAs ulations have been reviewed and apService Restructuring and RefioAct of
proved by the @ice of Management and 1998, Public Law 105-2061{2 Stat.
26 CFR 1.408A-1: Roth IRAs in general. Budget in accordance with the Paperwork85). In addition, Notice 98-50 (1998-44

Reduction Act of 1995 (44 U.S.C. I.LR.B. 10) provides guidance on recon-
T.D. 8816 3507(d)) under control number 1545verting an amount that had previously
DEPARTMENT OF THE TREASURY 1616. Responses to this collection of inbeen converted and recharacterizétiis

Internal Revenue Service formation are mandatgr noti(?e solicited public comments con-
An agency may not conduct or sponsocerning reconversions.

26 CFR Parts 1 and 602 and a person is not required to respond to, Written comments were received on the

a collection of information unless itsdi proposed regulations and Notice 98-50.

Roth IRAs plays a valid control number assigned by public hearing was held on the pro-

. the Office of Management and Budget. posed regulations and Notice 98-50 on
AGENCY: Internal Revenue Service gqiimated average annual burden pdecember 10, 1998After consideration
(IRS), Treasuy. respondent/recordkeeper: 1 minute foof all the comments, the proposed regula-
designating an IR as a Roth IR and 30 tions under section 4@8are adopted as
minutes for recharacterizing anARcon- revised by ths Treasury decision.
. ; e tribution. The estimated burdens for the
S it reporinghacorakeeping roqur EXPanalon of ovisins

under section 408 of the Internal Rev- Ments in the these final regulations are rgy, e ryiey

enue Code (Code). Roth IRAs were crdl€cted in the burden of Forms 8606, _
ated by tle Taxpayer RelieAct of 1997 1040, 5498, and 1099R. A Roth IRA generally is treated under

as a new type of IRthat individuals can _Comments cqncerning the accuracy ahe deg'like a traditi'onal l«RyviFh sev-
use beginning in 1998. Section #408as this b.urden- estimate and suggestions f@_ra_ll significant _exceptlons. Slmllar_ to tra-
amended by the Internal Revenue Servicrgdgcmg this burden should be sent to thditional IRAs, income on undlstrlbutedl
Restructuring and Refor Act of 1998. Office of Ma.nagement and Budget, amounts accumulated u_nder Roth IRAs is
On September 3, 1998, a notice of prdédtn: Desk Oﬂcgr for the DeparFment of exen_1pt _from Federal income ta>§, and
posed rulemaking (REG25393-98 the Treasuy, Offl(_:e of Infor_matlon and contr!putlgng tq Roth IRA; are su.b_Ject to
.R.B. 34) was published in theederal Regulatqry Afgws, Washington DC  specific Ilm_ltat_lons. Unlike traditional
Registe (63F.R. 46937) under Code sec.20503, with copies to thiaternal Rev-  IRAs, contributions to Roth IRAs cannot
tion 408A Written comments were re- €NUe ServiceAttn: IRS Reports Clear- pe dedugted_from gross income, but quali-
ceived regarding the proposed reaul ance QOficer, OP:FS:IP, Washington, DC fied distributions from Roth IRAs are ex-
tions. On December 10, 1998, a publi80224' _ cludable from gross income. .

hearing was held on the proposed regula- Book§ or recqrds relating to a collec- In general, cor_nment_s received on the
tions The final regulationsfect individ- tion of mfo_rmatlon must be retained asprgposed regulations did no.t request sig-
uals establishing Roth IRAs, beneficiarieéong as their cqn_tents.may become mater'Hﬁcant changes Thus, the final regula-
under Roth IRAs, and trustees, custodiaﬁgl in the administration of any internaltions retain the general structu_re and sub-
or issuers of Roth IRAS. revenue la. General, tax returns and stance of the proposed regulations.

tax return information are confidential, as o )
required by 26 U.S.C. 6103. General Povisions and Establishment of

Roth IRAs

ACTION: Final regulations

DATES Effective date The final regula-
tions are Hective on February 3, 1999. Backgound
Applicability date The final regula- Commentators asked for clarification
tions are applicable to taxable yeaes b  On September 3, 1998, a notice of praegarding whether a Roth A/Rmay be es-
ginning on or after January 1, 1998, th@osed rulemaking was published in théablished for the benefit of a minor child
effective date for section 408A. Federal Registe (63 F.R. 46937) under or anyone else who lacks the legal capac-
section 408 of the Internal Revenueity to act on his or her own behalf. On
FOR FLRTHER INFORMATION CON-  Code (Code) The proposed regulationsthis point, the IRS ahTreasury intend
TACT: Catty A. Vohs, (202) 622-6030 provide guidance on section 408f the that the rules for traditional IRAs also
(not a toll-free number). Code, which was added by section 302 afpply to Roth IRAs Thus, for example, a
the Taxpayer RelieAct of 1997, Public parent or guardian of a minor child may
SUPPLEMENARY INFORMATION: Law 105-34 {11 Stat. 788), and estab-establish a Roth IR on behalf of the
Paperwork ReductivAct Ii_shed the_Roth IR as a new_type of indi- minor ch?ld. Howeve in the case of any
vidual retirement plan,féective for tax- contribution to a Roth IR established for
The collections of information con-able years beginning on or after January minor child, the compensation of the
tained in 881.408A-2, 1.408A-4,1, 1998 The provisions of section 408Achild for the taxable year for which the
1.408A-5, and 1.408A-7 of the final regwere amended by the Internal Revenueontribution is made must satisfy the



compensation requirements of sectiodesignating the account or annuityneo which the 4-year spread applieThe
408A(c) and §1.408A-3. tract, rather than by the opening of a nevinal regulations further clayf howeve,
account or the issuance of a new annuityat the additional 10-percent tax under
contract for each conversion or recharasection 72(t) will not appl even if the
Several commentators requested clarf€rization. distributions are not qualified distri-
fication of the treatment of excess Roth AS requested by commentators, theutions (as long as they are part of a
IRA contributions under sections 4973final regulations provide that a change iseries of substantially equal periodic

408(d)(5), and 219(f)(6). Commentatoréi"ng status or a divorce does ndffect payments).
the application of the 4-year spread for Under the proposed regulations, if an

%Sokve;: ;cf)re():(lsélsflscaF;u:t?] ;;%ir:tlr?gumisre 1998 conversions Thus, if a married IRA owner has reached age¥,0any
after the contributds Eederal tax return Roth IRA owner who is using the 4-yearamount distributed (or treated as distrib-
due date has passethe final regulations spread files separately or divorces befoneted because of a c_onversion) from_ the
clarify that, pursuant to section 4973(f)the fu!l taxable_converspn amount ha$R.A. for a year cqn3|sts of the required
excess contributions may be applied, On’%egn included in gross income, the reminimum distribution to the_extent_th_at an
yea-by-year basis, against the annu ainder must be ||_flcluded in the Rotra_mo_unt_equal to the required minimum
limit for regular contributions to the ex- RA (_)wner’s gross income over thg red!str!butlon for that year hqs not yet been
tent that the Roth IR owner is eligible to maining years in the 4-year p(_arlod, i} dlstrlt_)uted (qr _treated as d!strlb_uted); as a
make regular Roth IR contributions for appllcablg, in the year for whlch the r.e{equwed minimum distribution, that
a taxable year but does not otherwise ainder is accelerated due to distributioamount cannot be converted to a Roth
so. Howeve in response to several re.0r death. _ IRA. AIthough_ one commentator re-
quests for clarification, the IRS difrea- Two commenta’Fors quest!oned why thquested thgt this rule be retained in the
sury note that the rules under SectiOR.rO.DOSEd regulations require th:?\t_ a—suflnal regulatlons, other commentators ob-
408(d)(5) for the tax- free distribution ofVVing spouse be the sole benef|C|ar_y ofected to it A number of commentators
certain excess traditional FRcontribu- all a Roth IRA ownajs Roth IRA§ in askeo_l the IRS ahTreasury to ad(?ptarule
tions after the IR owne's Eederal in- order to elect to continue application ofllowing an IB_A owner who W|shes_ to
come tax return due date do not apply tE)he 4-year spread after the Roth IRAonvert a traditional IR to a Roth IR\ in
Roth IRAs because Roth ARcontribu- oyvner’g death The IRS ad Treasury the year he or she turnsVi(_Do Ieav.e.the
tions are always tax-free on distributio view this result as comp_elled by the statLa_mo_unt _of hIS_ or her required minimum
(except to the extent that they accelera oryulanguage of ;ectlon 408A(d))(—3 distribution ywth rgspect to such ,PRln
income inclusion under the 4d-year )(|!)(II). That section prov!des that thethe IRA uptll April 1 of thg fo!lowmg
spread). Similagl, section 219(f)(6) surviving spouse must acquire the “enurge_ar, provided the conversion is accom-
which pr;)vides for 'éhe deductibility of e)’(_lnter'est” in any Rloth IR to WhICh a con- plished by means of a trustee-to-trustge
cess traditional IR contributions in sub- version contrllbutllon to which the 4-yeartransfe. T_he qommentators note that this
sequent taxable years, has no applicat srPread applies is ‘fproperly aIIo_cabIe."ruIe applies in the case of trust_e_e—to-
10 Roth IRAS becaus,e contributions thnder the aggregation and ordering ruleSustee transfers between traditional
. of section 408A(d)(4), all a Roth IRA IRAs. The final regulations retain the rule
Roth IRAs are never deductible. ... owna’s Roth IRAs are treated as a singléhat the required minimum distribution
Another commentz'itor.asked for Cla“.f'_Roth IRA, and a conversion contributionramount is ineligible for rolloue includ-
cation whther contributions to educatlorils therefore allocable to all the owr® ing such a distribution for the year that the
IRAS are dllsr.ega-lrded for purposes (.)f aRoth IRAs Thus, a surviving spouseindividual reaches age %0because, pur-
plylng the limitation on regular Comr'bu'must be the sole beneficiary of all a Rotlsuant to section 408A(d)(3)(C), a conver-
tions to ROth.IRAS' No _change h"?‘s be_eth owne’s Roth IRAs in order to ac- sion is treated as a distribution regardless
made to the fl_nal regulatl_ons on t_h's pOIn&uire the entire interest in any Roth IRAof whether the conversion is accom-
b_e_cguse the final regulgtlons. retain the d?é which a 1998 conversion contributiorplished by a trustee-to-trustee transfe
finition of an _IRA proylded in the pro- is properly allocable. Accordingly, the required minimum dis-
pose_d regulations, Wh'Ch excludes an ed- Commentators also asked the IRS andibution amount is ineligible for rollove
ucatlpn !FA under sectlo.n 530 Thu-s, Treasury to clarify whether Roth Bdis- and as such, is also ineligible to be con-
contnbunqns to an educationArare d|§— tributions that are part of a series of subrerted to a Roth IRA.
reggrdec_j n applymg the_ RothAR:_ontrl- stantially equal periodic payments begun Additionally, several commentators
bution limitation (and in applying the ,4er 4 traditional IR prior to conver- suggested that the rule in the proposed
contribution limitation for traditional gjsp t5 5 Roth IR are subject to income regulations is inconsistent with section
IRAS). acceleration during the 4-year spread p&01(a)(9), which generally requires that
Conversions riod and the 10-percent additional tax ofRA distributions begin ¥ April 1 of the
early distributions under section 72(t)calendar year following the calendar year
In response to certain comments, th&he final regulations clarify that thosein which the IRA owner reaches age %0
final regulations clarify that conversionsdistributions are subject to income accelfhese commentatorggued that, under
and recharacterizations made with theration to the extent allocable to a 1998ection 401(a)(9), distributions made dur-
same trustee may be accomplished by reenversion contribution with respect tang the calendar year in which the IRA
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owner reaches age %@hould not be con- the case of a SIMPLE IRA, that the twosions made during 1998 and 1999. Notice
sidered required minimum distributionsyear rule has been satisfied prior to th88-50 stated that the interim rules were
under sections 401(a)(9) and 408(a)(6jonversion). intended to clarify and supplement the
and (b)(3). Howewe the proposed regu- Commentators asked for clarificationproposed regulations and permitted-ta
lations under sections 401(a)(9) andegarding whether an election to recharapayers to rely on those rules as if incorpo-
408(a)(6) and (b)(3) provide that the firsterize an IRA contribution may be made rated in the proposed regulations. Notice
year for which distributions are requiredon behalf of a deceasedARwnea. The 98-50 noted that the IRS direasury
under section 401(a)(9) is the year idinal regulations provide that the electiorwere considering whether the final regu-
which the IRA owner reaches age %0 to recharacterize an ARRcontribution may lations should provide that a taxpayer is
and that distributions made priar April  be made by the execut@dministratq or not eligible to reconvert an amount before
1 of the following calendar year areother person chiged with the duty of fil- the end of the taxable year in which the
treated as made for that first yearhe ing the decedent final Federal income amount was first converted (or the due
regulations under section 402(c) and thex return. date for that taxable year), or that a tax-
proposed regulations under sections Commentators also asked whether gpayer who transfers a converted amount
401(a)(9) and 408(a)(6) and (b)(3) proexcess contribution to an ARmade in a back to a traditional IR in a recharacteri-
vide that the first amount distributed durprior yea, and applied against the contrization must wait until the passage of a
ing a calendar year is treated as a requirgdition limits in the current year underfixed number of days before reconverting.
minimum distribution to the extent thatsection 4973, may be recharacterizedlthough Notice 98-50 invited interested
the amount required to be distributed foOnly actual contributions may be recharparties to submit comments on those ap-
that calendar year under section 401(a)(Qkterized; thus, excess contributions actgproaches, little comment was received on
has not been distributed. For these- really made for a prior year and deemed tthat issue The final regulations provide
sons, the final regulations retain the rulge current-year contributions for purposeseconversion rules for 2000 and sebs
of the proposed regulations. of section 4973, are not contributions thaguent years that generallyffgir from the
are eligible to be recharacterized (unlessterim rules of Notice 98-50. Howaye
the recharacterization would still befor 1998 and 1999, the final regulations
The final regulations clarify that thetimely with respect to the taxable year focontinue the interim rules of Notice
Computation of net income under §1408Wh|Ch the contributions were actual|y98—50.
4(c)(2)(iii) in the case of a commingledmade) This rule applies to any excess Effective January 1, 2000, an IRA
IRA may include net losses on the amourfontribution, whether made to a tradiowner who converts an amount from a
to be recharacterized. tional or a Roth IRA. traditional IRA to a Roth IRA during any
Commentators asked the IRSddfrea- Commentators asked for clarificationtaxable year and then transfers that
sury to clarify whether an amount conlegarding a conduit IR that is converted amount back to a traditional IRby
verted from a SPIRA or SIMPLE IRA to a Roth IRA and subsequently recharacmeans of a recharacterization may not re-
to a Roth IR\ may be recharacterizedterized back to a traditional IRA. Theconvert that amount from the traditional
back to the SP IRA or SIMPLE IRA [IRS ard Treasury note that a conduit IRAIRA to a Roth IRA before the beginning
from which the amount was convertedthat is converted to a RothARand subse- of the taxable year following the taxable
The final regulations provide that Rothquently recharacterized back to a tradiyear in which the amount was converted
IRA conversion contributions from a SERional IRA retains its status as a conduito a Roth IR or, if later, the end of the
IRA or SIMPLE IRA may be recharacter- IRA because theffect of the recharacteri- 30-day period beginning on the day on
ized to a SP IRA or SIMPLE IRA (in- zation is to treat the amount recharactewhich the IRA owner transfers the
cluding the original SEIRA or SIMPLE ized as though it had been transferred damount from the Roth IR back to a tra-
IRA). Another commentator also askedectly from the original conduit IR into ditional IRA by means of a recharacteri-
for clarification whether it is necessary tcanother conduit IRA. zation As under Notice 98-50, any
track the source of assets (i.e., as em-Commentators also asked whether amount previously converted is adjusted
ployer or employee contributions) o recharacterization is subject to withholdfor subsequent net income in determining
verted from a SEIRA or SIMPLE IRA ing. A recharacterization is not a desigthe amount subject to the limitation on
to a Roth IR for purposes of determining nated distribution under section 3405 andsubsequent reconversions.
whether such assets may be recharactéherefore, is not subject to withholding. A reconversion made before the later of
ized The prohibition on recharacterizing The final regulations also provide ruleghe beginning of the next taxable year or
employer contributions to a $HRA or regarding the “reconversion” of anthe end of the 30-day period that begins
SIMPLE IRA set forth in the final regula- amount that has been transferred from @n the day of the recharacterization is
tions only applies to those contributions aRoth IRA to a traditional IR by means of treated as a “failed conversion” (a distrib-
the time they are made to theFSIRA or a recharacterization after having been eauntion from the traditional IR and a regu-
SIMPLE IRA. Once such contributionslier converted from a traditional IRto a lar contribution to the Roth IRA), subject
have been made to a BIRA or a SIM- Roth IRA After publication of the pro- to correction through a recharacterization
PLE IRA, the SIP IRA or SIMPLE IRA posed regulations, the IRS aiiceasury back to a traditional IRA. For these pur-
may be converted to a RothARand sub- issued Notice 98-50, which provides i poses, only a failed conversion resulting
sequently recharacterized (provided, iterim rules regarding Roth IRreconver- from a failure to satisfy the statutory re-
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guirements for a conversion (e.g., theluring 1998 or 1999 for which the IRAtion is recharacterized, the initial cantr
$100,000 modified adjusted gross incomewner was not eligible is deemed to be abution does not start the 5-year period.
limit) is treated as a conversion in deter‘excess reconversion” and does nothe final regulations provide that an ex-
mining when an IR owner may make a change the IR owne’s taxable conver- cess contribution that is distributed in ac-
reconversion Thus, an IR owner whose sion amount. Instead, the excess necocordance with section 408(d)(4) does not
taxable year is the calendar year and wheersion and the last preceding recharastart the 5-year period.

converts an amount to a RothAR 2000 terization are not taken into account for One commentator questioned the rule
and then transfers that amount back to gurposes of determining the ARwna’s  in the proposed regulations providing that
traditional IRA on January 18, 2001 be-taxable conversion amount, and the IRA& distribution allocable to a conversion
cause his or her adjusted gross income favne’s taxable conversion amount igcontribution is treated as made first from
2000 exceeds $100,000 cannot reconveshsed on the last reconversion that wdbe portion (if any) that was includible in
that amount until February 17, 2001 (th@ot an excess reconversiofin excess re- gross income as a result of the conve
first day after the end of the 30-day periodonversion is otherwise treated as a valigion The IRS ad Treasury note that this
beginning on the day of the recharacterreconversion The final regulations result is plainly compelled by section
zation transfer) because the failed Convegrandfather conversions and reconve|408A(d)(4)(B)(ll) Another commentator
sion made in 2000 is treated as a convegions made before November 1, 1998. inquired about the treatment of all conver-

sion for purposes of the reconversion sions as designated distributions under
rules. Howeve if that IRA owner inad- Distributions section 3405; the commentator suggested
vertently attempts to reconvert that that conversionsféected by means of

amount before February 17, 2001, the a'golrznzeei?so?eseaﬁgir?on%?gr]siarlatljsoicél:ant;ht?UStee_to_ trustee transfers should not be
tempted reconversion is not treated as a[. the fi gl gl pt larify that freated as designated distributions subject
conversion for purposes of the reconve 0" € Tinal reguiations clarly that &, withholding. Howevg section

sion rules (although it is otherwise treate F:)Anquatlllfleg dITtrltbutt;]on frtomt ?thottr? 408A(d)(3) treats all Roth IR conver-
as a failed conversion)Therefore, the IS taxed only 1o the extent that the

. sions as distributions regardless of how
IRA owner could transfer the amounfmount of the distribution, when added t

: o ?hey are Hected.
back to a traditional IR in a recharacteri- 2/l Previous distributions (whether or not
zation and reconvert it at any time on o

they were qualified distributions) and reReporting Requements
duced by the taxable amount of such pre-
after February 17, 2001. If the Aowner - SR i i i
does reconv)clart the amount on or aftefious distributions, exceed the owfe The final regulations retain the report-
February 17, 2001, he or she cannot r&Ontributions to all his or her Roth IRAs. ing rules set forth in the proposed regula-

convert that amount again until 2002. Commentators also asked for clarificalions-

As indicated above, the final regulalion regarding whether a beneficiary may-roctive Date
tions continue the interim rules of Notice?d9regate his or her inherited Roth IRAs . . _
98-50 applicable for 1998 and 1999 With other Roth IRAs maintained by such The final regulations are applicable to

Therefore, an IR owner who converts an beneficiay. The final regulations provide taxable years beginning on or after Janu-
amount from a traditional IR to a Roth that a beneficiarg inherited Roth IRA ary 1, 1998, theféective date for section

IRA during 1998 and then transfers tha'FR]at)rlw ?RCX bE_aggfegaged W;:T, an;;_ othe408A.
amount back to a traditional IRb 0 maintained Dy such benenciary ;
means of a recharacterization may rgcoﬁexcept for other Roth IRAs that the bene>PeCidAnalyses
vert that amount once (but no more thaficiary inherited from the same decedent), |t has been determined that the final
once) on or after November 1, 1998 andnless the beneficigr as the spouse of requlations are not a significant regula-
on or before December 31, 1998; the IRAhe decedent and sole beneficiary of thgyry action as defined in Executive Order
owner may also reconvert that amounRoth IRA, elects to treat the RothARas 12866 Therefore, a regulatory asses
once (but no more than once) durindpis or her own. ment is not required. It also has been de-
1999. Similary, an IRA owner who con-  In addition, commentators also askegermined that section 553(b) ofetid-
verts an amount from a traditionalARo for clarification regarding whether the 5-ministrative ProcedwrAct (5 U.S.C.
a Roth IR during 1999 that has not beerfaxable year period for determiningchapter 5) does not apply to these regula-
converted before and then transfers thathether a distribution is a qualified distri-tions. Furthg it is hereby certified, pur-
amount back to a traditional IRby bution starts over for subsequent RotBuant to sections 603(a) and 605(b) of the
means of a recharacterization may recomRA contributions if the entire accountRegulatory Flexibiliy Act, that the col-
vert that amount once (but no more thahalance in a Roth IRis distributed to the lection of information in these regulations
once) on or before December 31, 1999%0th IRA owner before he or she makesvill not have a significant economic im-
In contrast to the rule for years after 199%ny other Roth IR contributions. In pact on a substantial number of small en-
a failed conversion is not treated as a cosuch a case, the 5-taxable-year periaities. The cost of the collection of infor-
version for these 1998 and 1999 interindoes not start ove Howeve, if an initial mation is insignificant because the
rules. Roth IRA contribution is made to a Rothprimary reporting burden is on the indi-
As did Notice 98-50, the final regula-IRA that subsequently is revoked within idual and not the small entitTherefore
tions provide that a reconversion madeéays, or if an initial Roth IR contribu- the collection of information will not have



a substantial economic impacfhere-
fore, a regulatory flexibility analysis lows:

under the Regulatory FlexibijitAct (5 81.408A-1 Roth IRAs in general.
U.S.C. chapter 6) is not required. rPu §1.408A-2 Establishing Roth IRAs.

408A of the Internal Revenue Code as folthe provisions of section 401(a)(9)) do not
apply to a Roth IR during the lifetime of

the owner; and contributions to a Roth
IRA can be made after the owner has at-

suant to section 7805(f) of the Internag1.408A-3 Contributions to Roth IRAs. tained age 7.

Revenue Code,
rulemaking preceding these regulationfRAs.

was submitted to the Chief Counsel fog1.408A-5 Recharacterized contrib
Advocacy of the Small Busing&dmin-
istration for comment on its impact ong1.408A—6 Distributions.

small business.

Drafting Information

The principal author of the final regula-
tions is Catly A. Vohs, Gfice o Associ-

the notice of proposed1.408A—4 Converting amounts to Roth L
§1.408A-2 Establishing Roth IRAs.

This section sets forth the following
questions and answers that provide rules
applicable to establishing Roth IRAs:

Q-1. Who can establish a Roth IRA?

A-1. Except as providechiA-3 of this
section, only an individual can establish a
Roth IRA. In addition, in order to be eli-
gible to contribute to a Roth Rfor a

tions.

81.408A-7 Reporting.
§1.408A—-8 Definitions.
§1.408A-9 Hfective date.

§1.408A-1 Roth IRAs in general.

ate Chief Counsel (Employee Benefits This section sets forth the followingparticular yeg an individual must satisfy

and Exempt @anizations).
other personnel from the IRS @iirea-
sury Department participated in their detrAs:

velopment.

*  *

Adoption d Amendments to the

Regulations

Howeve questions and answers that discuss tlertain compensation requirements and
background and general features of Rothdjusted gross income limits (see
§1.408A-3 A-3).

Q-1 What is a Roth IRA? Q-2. How is a Roth IR established?

A-1. (8 A Roth IRA is a new type of A-2. A Roth IRA can be established
individual retirement plan that individualswith any bank, insurance comparor
can use, beginning in 1998. Roth IRA®ther person authorized in accordance
are described in section 408A, which wawith §1.408-2(e) to serve as a trustee with
added by th Taxpayer RelieAct of 1997 respect to IRAs The document establish-

L

Accordingl, 26 CFR parts 1 and 602(TRa 97), Public Law 105-34141 Stat. ing the Roth IR must clearly designate

are amended as follows:

PART 1—INCOME TAXES

788). the IRA as a Roth IRA, and this designa-
(b) Roth IRAs are treated like tradi-tion cannot be changed at a later date.
tional IRAs except where the InternalThus, an IR that is designated as a Roth

Paragraph 1 The authority citation for Revenue Code specifies different treattRA cannot later be treated as a traditional

part 1 is amended by adding entries in nunent.

For example, aggregate contribdRA. Howeve, see §1.408A4-A-1(b)(3)

merical order to read in part as follows: tions (other than by a conversion or othefior certain rules for converting a tradi-

Authority: 26 U.S.C. 7805 * * *

81.408A-1 also
408A.
81.408A-2 also
408A.
81.408A-3 also
408A.
81.408A—4 also
408A.
81.408A-5 also
408A.
81.408A-6 also
408A.
81.408A-7 also
408A.
81.408A-8 also
408A.
81.408A-9 also
408A. * * *

rollover) to all an individuas Roth IRAs tional IRA to a Roth IRA with the same
issued under 26 U.S.Gare not permitted to exceed $2,000 for &rustee by redesignating the traditional
taxable yea Furthe, income earned on IRA as a Roth IRA, and see §1.408A-5
issued under 26 U.S.Gunds held in a Roth IR is generally not for rules for recharacterizing certain IRA
taxable. Similagl, the rules of section contributions.
issued under 26 U.S.108(e), such as the loss of exemption of Q-3. Can an employer or an association
the account where the owner engages inai employees establish a RothARb hold
issued under 26 U.S.Gyrohibited transaction, apply to Rothcontributions of employees or members?
IRAs in the same manner as to traditional A-3. Yes. Pursuant to section 408(c),
issued under 26 U.S.QRAs. an employer or an association of employ-
Q-2. What are the significant fler- ees can establish a trust to hold contribu-
issued under 26 U.S.CGences between traditional IRAs and Rottions of employees or members made
IRAS? under a Roth IRA. Each employseor
issued under 26 U.S.C. A-2. There are several significant dif-membe’s account in the trust is treated as
ferences between traditional IRAs ana separate Roth IRthat is subject to the
issued under 26 U.S.GRoth IRAs under the Internal Revenugenerally applicable Roth IRrules The
) Code. For example, eligibility to ce employer or association of employees
issued under 26 U.S.Gyipute to a Roth IR is subject to special may do certain acts otherwise required by
modified AGI (adjusted gross income)an individual, for example, establishing

Pa. 2. Sections 1.408A—-0 throughjimits; contributions to a Roth IR are and designating a trust as a Roth IRA.
1.408A-9 are added to read as follows: neyer deductible: qualified distributions Q-4 What is the ect of a surviving
§1.408A—0 Roth IRAs: table of contents.from a Roth IRA are not includible in spouse of a Roth IR owner treating an

gross income; the required minimum distRA as his or her own?

This table of contents lists the regulatribution rules under section 408(a)(6) A-4. If the surviving spouse of a Roth
tions relating to Roth IRAs under sectiorand (b)(3) (which generally incorporatelRA owner treats a Roth KRas his or her



own as of a date, the RothARs treated  (b) For Roth IRAs, the maximum Roth IRA. Because '€ $1,200 Roth IR contribu-
from that date forward as though it weremount described in paragraph (a) of thi¢on does not exceed the phased-out maximum Roth
established for the benefit of the survivingA-3 is phased out between certain Ievelgﬁ‘ Eggttrri';‘jtti'g:s0(';0%03;42)(223 db;;%%%sgo;g:
spouse and not the original Roth IRAof modified AGI. For an individual Who |ga contribution does not exceed the’maxsimum per-
ownea. Thus, for example, the survivingis not married, the dollar amount ismissible contribution.

spouse is treated as the RottAIBwner phased out ratably between modifsGl

for purposes of applying the minimumof $95,000 and $.0,000; for a married ~Q-4. How is compensation defined for
distribution requirements under sectiofindividual filing a joint return, between Purposes of the Roth WRcontribution
408(a)(6) and (b)(3). Similarl the sur- modified AGI of $150,000 and $160,000;imit? o
viving spouse is treated as the Roth IRAnd for a married individual filing sep ~ A-4. For purposes of the contribution
owner rather than a beneficiary for purrately, between modifieé AGI of $0 and limit described m A-3 of this section, an
poses of determining the amount of ang10,000. For this purpose, a married indindividuals compensation is the same as
distribution from the Roth IR that is in- vidual who has lived apart from his or hth_at gsed to_dette_rmme the maximum con-
cludible in gross income and whether thgpouse for the entire taxable year and Wﬁa_butlon an lndlv_ldual can make to a tra-
distribution is subject to the 10-percentiles separately is treated as not marriedlitional IRA. This amount is defined in
additional tax under section 72(t). Under section 408A(c)(3)(A), in app|ymgsection 219(f)(1) to include wages, com-

the phase-out, the maximum amount i§'iSsions, professional fees, tips, and
rounded up to the next higher multiple ofther amounts received for personat-se
This section sets forth the following$10 and is not reduced below $200 untfices, as well as taxable alimony and sep-
questions and answers that provide rulg®mpletely phased out. arate maintenance payments received
regarding contributions to Roth IRAs: (c) If an individual makes regular con-under a decree of divorce or separate
Q-1 What types of contributions aretributions to both traditional IRAs andMaintenance. Compensation also in-
permitted to be made to a Roth IRA?  Roth IRAs for a taxable yeathe maxi- c_Iudes earned income as de_flned in sec-
A-1. There are two types of conttib mum limit for the Roth IR is the lesser tion 401(C)(2.), but does nOt_ include any
tions that are permitted to be made to @f— amount received as a pension or annuity
Roth IRA: regular contributions and qual- (1) The amount described in paragrapR' s deferred compensation.  In addition,
ified rollover contributions (including (a) of this A-3 reduced by the amountunder section 219(c), a married individual
conversion contributions)The term reg- contributed to traditional IRAs for thefiling a joint return is permitted to make
ular contributions means contributiongaxable year; and an IRA contribution by treating his or her
other than qualified rollover contib  (2) The amount described in paragrapfPousés higher compensation as his or
tions. (b) of this A-3. Employer contributions, her own, but only to the extent that the
Q-2 When are contributions permittedincluding elective deferrals, made under §P0US& compensation is not being used
to be made to a Roth IRA? SEP or SIMPLE IRA Plan on behalf of an for purposes of the spouse making a con-
A-2. (a) The provisions of section individual (including a self-employed indi- tribution to a Roth IR or a deductible
408A are dfective for taxable yearseb vidual) do not reduce the amount of the incontribution to a traditional IRA.
ginning on or after January 1, 1998dividuals maximum regular contribution. Q-5 What is the significance of modi-
Thus, the first taxable year for which con- (d) The rules in thi A-3 are illustrated fiedAGl and how is it determined?
tributions are permitted to be made to &y the following examples: A-5. Modified AGI is used for pur-
Roth IRA by an indiVid.ua! Is t[he individ- Example 1 In 1998, unmarried, calendgear poses Of- the p_hase-out rules described in
ual's taxable year b?glnmng in 1998. . taxpayer B, age 60, he,ls modﬂiAéI of $40,000 A-3 of this sectl(_)n and for pl.”p(.)ses of the
(b) Regular contributions for a particu-ang compensation of $5,000. For 1998, B can C0r§190,090 modifid AGI I|m|tat|op de-
lar taxable year must generally be conyibute a maximum of $2,000 to a traditional IRA, aSCribed in §1.408A4-A-2(a) (relating to
tributed by the due date (not including exRoth IRA or a combination of traditional and Roth eligibility for conversion) As defined in
tensions) for filing a Federal income taxRAs. section 408A(c)(3)(C)(i), modif®AGI is
return for that taxable yea (See 'laxamp'eﬂhe facts are the same asixample  the same as adjusted gross income under
. . . 1. Howeve, assume that B violates the maximum . .
§1.408A-5 regardlng reCharaCterlzatm'rt)egul.':lr contribution limit by contributing $2,000 to section 219(9)(3)(A) (L.Ised to de_terr_nme
of certain contributions.) atraditional IR and $2,000 to a Roth /Rfor 1998, the amount of deductible contributions
Q-3. What is the maximum aggregateThe $2,000 to B Roth IR\ would be an excess that can be made to a traditionalARy
amount of regular contributions an ind contribution to Bs Roth IR for 1998 because an an individual who is an active participant
vidual is eligible to contribute to a Roth'ﬁ”(:jr:‘;dllgstfg:;f‘;t'ggfha‘lﬁ:pp"ed firstto a radi-in an employe-sponsored retirement
IRA for a taxable year? Exampie 3 The facts are the same aiample plan), except that_ any conversion is disre-
A-3. (& The maximum aggregate, except that B compensation is $900he maxi- darded in determining modifiAGI. For
amount that an individual is eligible tomum amount B can contribute to either a traditiona@xample, the deduction for contributions
contribute to all his or her Roth IRAs as dRA or a Roth (or a combination of the two) forto an IRA is not taken into account for
regular contribution for a taxable year ig-998 is $900. _ purposes of determining adjusted gross
the same as the maximum for traditiongl —2MPe 4 In 1998, unmaried, calendgear .0\ nder section 219 and thus does
i e qupayer C, age 60, has modifiaGl of $100,000 . o T
IRAs: $2,000 o if less, that individua$  ang compensation of $5,000. For 1998, C cor?0t apply in determining modifteAGI
compensation for the yea tributes $800 to a traditional ARand $1,200 to a for Roth IRA purposes.

§1.408A-3 Contributions to Roth IRAS.



Q-6. Is a required minimum distribu-are satisfied. First, the lRRowner must funds are paid from the traditional IRA.
tion from an IRA for a year included in in- satisfy the modifid AGI limitation de- In this case, the modifitAGI subject to
come for purposes of determining modiscribed n A-2(a) of this section and, if the $100,000 limit is the modifieAGI
fied AGI? married, the joint filing requirement de-derived from the joint return using the

A-6. (8 Yes. For taxable years beginscribed n A-2(b) of this section. Second,couplés combined incomeThe only ex-
ning before January 1, 2005, any requirethe amount contributed to the Roth IRAception to this joint filing requirement is
minimum distribution from an IR under must satisfy the definition of a qualifiedfor an individual who has lived apart from
section 408(a)(6) and (b)(3) (which genrollover contribution in section 408A(e)his or her spouse for the entire taxable
erally incorporate the provisions ofcse (i.e., it must satisfy the requirements for gea. If the married individual has lived
tion 401(a)(9)) is included in income forrollover contribution as defined in sectiorapart from his or her spouse for the entire
purposes of determining modifidGl. 408(d)(3), except that the one-rollove taxable yeg then such individual can

(b) For taxable years beginning afteper-year limitation in section treat himself or herself as not married for
December 31, 2004, and solely for pur408(d)(3)(B) does not apply). purposes of this paragraph, file a separate
poses of the $100,000 limitation applica- (b) An amount can be converted by anyeturn and be subject to the $100,000
ble to conversions, modifieAGI does of three methods— limit on his or her separate modifidGl.
not include any required minimum distri- (1) An amount distributed from a tradi- In all other cases, a married individual fil-
butions from an IR under section tional IRA is contributed (rolled over) to aing a separate return is not permitted to

408(a)(6) and (b)(3). Roth IRA within the 60-day perioded convert an amount to a Roth IRA, regard-
Q-7. Does an excise tax apply if an inscribed in section 408(d)(3)(A)(i); less of the individuas modified AGI.
dividual exceeds the aggregate regular (2) An amount in a traditional IR is Q-3. Is a remedy available to an indi-
contribution limits for Roth IRAs? transferred in a trustee-to-trustee transfeidual who makes a failed conversion?
A-7. Yes. Section 4973 imposes an arfrom the trustee of the traditional ARo ~ A-3. (g Yes. See §1.408A-5 for rules
nual 6-percent excise tax on aggregat@e trustee of the Roth IRA; or permitting a failed conversion amount to

amounts contributed to Roth IRAs that (3) An amount in a traditional IR is be recharacterized as a contribution to a
exceed the maximum contribution limitstransferred to a Roth IRmaintained by traditional IRA. If the requirements in
describedn A-3 of this sectionAny con-  the same trustee. For purposes of sectiof$.408A-5 are satisfied, the failed con-
tribution that is distributed, together with408 and 408A, redesignating a traditionatersion amount will be treated as having
net income, from a Roth KRon or before |RA as a Roth IR is treated as a transferbeen contributed to the traditional IRA
the tax return due date (plus extensiongf the entire account balance from a tradand not to the Roth IRA.
for the taxable year of the contribution igjonal IRA to a Roth IRA. (b) If the contribution is not recharac-
treated as not contributed. Net income (c) Any converted amount is treated aserized in accordance with §1.408A-5,
described in the previous sentencenis i g distribution from the traditional ®Rand the contribution will be treated as a regu-
cludible in gross income for the taxabley qualified rollover contribution to the lar contribution to the Roth IRand, thus,
year in which the contribution is madeRoth IRA for purposes of section 408 andan excess contribution subject to the ex-
Aggregate excess contributions that argection 408A, even if the conversion isise tax under section 4973 to the extent
not distributed from a Roth iRon or be- accomplished by means of a trustee-tdhat it exceeds the individual regular
fore the tax return due date (with exte {rystee transfer or a transfer betweecontribution limit This is the result re-
sions) for the taxable year of the contribuirAs of the same trustee. gardless of which of the three methods
tions are reduced as a deemed Roth IRA (d) A transaction that is treated as aescribedri A-1(b) of this section applies
contribution for each subsequent taxablgyjled conversion under §1.408A-5to this transaction Additionally, the dis-
year to the extent that the RothARwner  A_g(a)(1) is not a conversion. tribution from the traditional IR will not
does not actually make regularARon- .2 What are the modiftAGI limi-  be eligible for the 4-year spread and will
tributions for such years. Section 49734ti0n and joint filing requirements for be subject to the additional tax under sec-
applies separately to an individigRoth - conyersions? tion 72(t) (unless an exception under that
IRAs and other types of IRAs. A-2. (3 An individual with modified section applies).
§1.408A—4 Converting amounts to Roth AGI i_n excess o_f $100,000 for a taxable Q-4. _Do any special ruI_es apply_t(_) a
IRAS. year is not permitted to convert an amourtonversion of an amount in an individ-
to a Roth IR\ during that taxable yea uals SEP IRA or SIMPLE IRA to a Roth
This section sets forth the followingThis $100,000 limitation applies to thelRA?
guestions and answers that provide ruléaxable year that the funds are paid from A-4. (g An amount in an individuad
applicable to Roth IR conversions: the traditional IRA, rather than the yealSEP IRA can be converted to a Roth IRA
Q-1. Can an individual convert anthey are contributed to the Roth IRA. on the same terms as an amount in any
amount in his or her traditional RRto a (b) If the individual is married, he orother traditional IRA.

Roth IRA? she is permitted to convert an amount to a (b) An amount in an individu&d SIM-
A-1. (8 Yes An amount in a tradi- Roth IRA during a taxable year only if thePLE IRA can be converted to a Roth IRA
tional IRA may be converted to anindividual and the individua spouse file on the same terms as a conversion from a
amount in a Roth IR if two requirements a joint return for the taxable year that théraditional IRA, except that an amount



distributed from a SIMPLE IR during distribution from a traditional IR and a amount for each of the next 3 yeaf&his
the 2-year period described in sectionollover contribution to a Roth lIRand 4-year spread also applies if the conver-
72(t)(6), which begins on the date that thaot as a trustee-to-trustee transfer for pusion amount was distributed in 1998 and
individual first participated in any SIM- poses of section 408 and section 408Aontributed to the Roth IR within the
PLE IRA Plan maintained by the individ- Thus, in a year for which a minimum dis-60-day period described in section
uals employe cannot be converted to atribution is required (including the calen-408(d)(3)(A)(i), but after December 31,
Roth IRA. Pursuant to section 408(d)dar year in which the individual attains1998. Howeve see §1.408A6-A-6 for
(3)(G), a distribution of an amount fromage 7®), an individual may not convert special rules requiring acceleration of in-
an individuals SIMPLE IRA during this the assets of an IR(or any portion of clusion if an amount subject to the 4-year
2-year period is not eligible to be rolledthose assets) to a RothARo the extent spread is distributed from the Roth IRA
over into an IR that is not a SIMPLE that the required minimum distributionbefore 2001.
IRA and thus cannot be a qualifiedor the traditional IR for the year has not Q-9. Is the taxable conversion amount
rollover contribution This 2-year period been distributed. included in income for all purposes?
of section 408(d)(3)(G) applies separately (c) If a required minimum distribution  A-9. Except as provided belp any
to the contributions of each of an individ-is contributed to a Roth IRA, it is treatedaxable conversion amount includible in
ual's employers maintaining a SIMPLEas having been distributed, subject to thgross income for a year as a result of the
IRA Plan. normal rules under section 408(d)(1) andonversion (regardless of whether the in-
(c) Once an amount in a BERA or (2), and then contributed as a regular comtividual is using a 4-year spread) s i
SIMPLE IRA has been converted to atribution to a Roth IRA The amount of cluded in income for all purposeJhus,
Roth IRA, it is treated as a contribution tahe required minimum distribution is not afor example, it is counted for purposes of
a Roth IRA for all purposes. Future con-conversion contribution. determining the taxable portion of social
tributions under the SEor under the  Q-7. What are the tax consequencesecurity payments under section 86 and
SIMPLE IRA Plan may not be made towhen an amount is converted to a Rotfor purposes of determining the phase-out
the Roth IRA. IRA? of the $25,000 exemption under section
Q-5. Can amounts in other kinds of re- A-7. (8 Any amount that is converted469(i) relating to the disallowance of pas-
tirement plans be converted to a Rotlo a Roth IR\ is includible in gross in- sive activity losses from rental real estate
IRA? come as a distribution according to thactivities. Howeve as provided in
A-5. No. Only amounts in anotherrules of section 408(d)(1) and (2) for the81.408A-3 A-5, the taxable conversion
IRA can be converted to a Roth IRA. Fotaxable year in which the amount is disamount (and any resulting change in other
example, amounts in a qualified plan otributed or transferred from the traditionaklements of adjusted gross income) is dis-
annuity plan described in section 401(alRA. Thus, any portion of the distributionregarded for purposes of determining
or 403(a) cannot be converted directly tor transfer that is treated as a return ohodified AGI for section 408A.
a Roth IRA Also, amounts held in an an-basis under section 408(d)(1) and (2) is Q-10. Can an individual who makes a
nuity contract or account described in seaiot includible in gross income as a result998 conversion elect not to have the 4-
tion 403(b) cannot be converted directlyof the conversion. year spread apply and instead have the
to a Roth IRA. (b) The 10-percent additional tax undefull taxable conversion amount includible
Q-6. Can an individual who has atsection 72(t) generally does not apply tin gross income for 1998?
tained at least age %My the end of a cal- the taxable conversion amount. But see A-10. Yes. Instead of having the tax-
endar year convert an amount distributeg1.408A-6 A-5 for circumstances underable conversion amount for a 19981¢co
from a traditional IRA during that year to which the taxable conversion amounversion included over 4 years as provided
a Roth IFA before receiving his or her re-would be subject to the additional taxunder
quired minimum distribution with respectunder section 72(t). A-8 of this section, an individual can
to the traditional IR for the year of the  (c) Pursuant to section 408A(e), a corelect to include the full taxable conve
conversion? version is not treated as a rollover for pursion amount in income for 1998The
A-6. (a) No. In order to be eligible forposes of the one-rollowper-year rule of election is made on Form 8606 and can-
a conversion, an amount first must be elisection 408(d)(3)(B). not be made or changed after the due date
gible to be rolled ove Section 408(d)(3) Q-8. Is there an exception to the i (including extensions) for filing the 1998
prohibits the rollover of a required mini-come-inclusion rule described A-7 of Federal income tax return.
mum distribution. If a minimum distrib- this section for 1998 conversions? Q-11. What happens when an individ-
ution is required for a year with respectto A-8. Yes. In the case of a distributionual who is using the 4-year spread dies,
an IRA, the first dollars distributed dur-(including a trustee-to-trustee transferjiles separatgl or divorces before the full
ing that year are treated as consisting dfom a traditional IRA on or before De- taxable conversion amount has been in-
the required minimum distribution untilcember 31, 1998, that is converted to eluded in gross income?
an amount equal to the required min Roth IRA, instead of having the entire A-11. (a) If an individual who is using
mum distribution for that year has beeraxable conversion amount includible irthe 4-year spread describedAi-8 of this
distributed. income in 1998, an individual includes insection dies before the full taxable con-
(b) As provided in A-1(c) of this sec- gross income for 1998 only one quarter ofersion amount has been included in
tion, any amount converted is treated asthat amount and one quarter of thagross income, then the remainder must be



included in the individud$ gross income apply to the extent that these nonqualifiethe SECOND IR will not fail to be a
for the taxable year that includes the datdistributions are part of a series ofbsu trustee-to-trustee transfer merely because
of death. stantially equal periodic payments. Nevboth IRAs are maintained by the same
(b) Howeve, if the sole beneficiary of ertheless, to the extent that such distribdrustee. For purposes of section
all the decedeit Roth IRAs is the dece-tions are allocable to a 1998 conversiod08A(d)(6), redesignating the FIRSRA
dents spouse, then the spouse can electdontribution with respect to which the 4-as the SECOND IR will be treated as a
continue the 4-year spreadrhus, the year spread for the resultant income incluransfer of the entire account balance
spouse can elect to include in gross inconston applies (s@A-8 of this section) and from the FIRS IRA to the SECOND
the same amount that the decedent woutde received during 1998, 1999, or 2000RA.
have included in each of the remaininghe special acceleration rules of (b) This recharacterization election can
years of the 4-year periodWhere the §1.408A-6 A-6 apply. Howeve, if the be made only if the trustee-to-trustee
spouse makes such an election, the amountginal series of substantially equal peritransfer from the FIRBIRA to the SEC-
includible under the 4-year spread for thedic payments does not continue to b©@ND IRA is made on or before the due
taxable year that includes the date of theistributed in substantially equal periodicdate (including extensions) for filing the
decederis death remains includible in thepayments from the Roth IRafter the individuals Federal income tax return for
decederis gross income and is reported osonversion, the series of payments wilihe taxable year for which the contribu-
the decedet final Federal income tax re-have been modified and, if this modification was made to the FIRSIRA. For
turn. The election is made on either Formion occurs within 5 years of the first pay-PurPoses of this section, a conversion that
8606 or Form 1040, in accordance with thenent or prior to the individual becoming!S @ccomplished through a rollover of a
instructions to the applicable form, for thedisabled or attaining age B9the tax- distribution from a traditional IR in a
taxable year that includes the decetientpayer will be subject to the recapture tai@xable year that, 60 days after the distrib-
date of death and cannot be changed aftef section 72(t)(4)(A). ution (as described in section 408(d)(3)-
the due date (including extensions) for fil- Q-13. Can a 1997 distribution from a)(1), iS contributed to a Roth IRin the
ing the Federal income tax return for theraditional IRA be converted to a Roth "€t taxable year is treated as a contribu-
spouses taxable year that includes thdRA in 19987 tion for the earlier taxable yea
decederis date of death. A-13. Na An amount distributed from Q_' 2 What |s_the proper freatment of the
(c) If a Roth IRA owner who is using a traditional IR in 1997 that is con- net income attnputab!e to the amount Of,)a
the 4-year spread and who was married inbuted to a Roth IR in 1998 would not co’r;trzlbutlon_rtrr]lat 'S b_emg recharzcteglzed.
1998 subsequently files separately or dbe a conversion contribution. &&-3 of -2. (9 The net Income attr u'ga € .to
vorces before the full taxable conversioithis section regarding the remedy for 5he amount of a contribution that is being

. - recharacterized must be transferred to the
i i i failed conversion. . o
ig:r?: n:hzarserazien%écccl)??ﬁ: t:xgtr)?;f:c; SECOND IRA along with the contribution.

. . — i b) If the amount of the contribution
version amount must be included in thél'408A 5 Recharacterized (b)

, . contributions. being recharacterized was contributed to a
Roth IRA owna's gross income over the _separate IR and no distributions or addi-
remaining years in the 4-year period (un- This section sets forth the followingtional contributions have been made from

less accelerated because of distribution Qestions and answers that provide rulgs to that IR at any time, then the contri-
death). o regarding recharacterizing ARcontribu-  pution is recharacterized by the trustee of
Q-12. Can an individual convert a tratjons: the FIRS IRA transferring the entire ac-
ditional IRA to a Roth IRA if he or she is Q-1. Can an IR owner recharacterize count balance of the FIRSIRA to the
receiving substantially equal periodiccertain contributions (i.e., treat a cantr trystee of the SECOND IRA. In this case,
payments within the meaning of sectiombution made to one type of Ras made  the net income (or loss) attributable to the
72(1)(2)(A)(iv) from that traditional IRA? to a dfferent type of IRA) for a taxable contribution being recharacterized is the
A-12. Yes. Not only is the conversionyear? difference between the amount of the
amount itself not subject to the early dis- A-1. (g Yes. In accordance with secoriginal contribution and the amount
tribution tax under section 72(t), but thajon 408A(d)(6), except as otherwise protransferred.
conversion amount is also not treated asvaded in this section, if an individual (c) If paragraph (b) of teiA-2 does not
distribution for purposes of determiningmakes a contribution to an R(the appl, then the net income attributable to
whether a modification within the mean+IRST IRA) for a taxable year and thenthe amount of a contribution is calculated
ing of section 72(t)(4)(A) has occurrediransfers the contribution (or a portion ofn the manner prescribed by §1.408—
Distributions from the Roth IR that are the contribution) in a trustee-to-trusteel(c)(2)(ii) (disregarding the parenthetical
part of the original series of substantialltransfer from the trustee of the FIRSTclause in §1.408-4(c)(2)(iii)).
equal periodic payments will be nonquali{RA to the trustee of another MR(the Q-3 What is the Hect of recharacter-
fied distributions from the Roth lRuntil SECOND IRA), the individual can electizing a contribution made to the FIRST
they meet the requirements for being #o treat the contribution as having beefRA as a contribution made to the GE
qgualified distribution, described inmade to the SECOND IRA, instead of tdOND IRA?
8§1.408A-6 A-1(b). The additional 10- the FIRS IRA, for Federal tax purposes. A-3. The contribution that is being
percent tax under section 72(t) will notA transfer between the FIRSRA and recharacterized as a contribution to the



SECOND IR is treated as having beertransfe, in a trustee-to-trustee trangfe tion to the SECOND IR is treated as
originally contributed to the SECOND the amount of the contribution and net inmade on the same date (and for the same
IRA on the same date and (in the case ofc@me allocable to the contribution to theéaxable year) as the date the contribution
regular contribution) for the same taxablérustee of the SECOND IRA; and thebeing recharacterized was made to the ini-
year that the contribution was made to theame of the trustee of the FIRERA and tial IRA.

FIRST IRA. Thus, for example, no de-the trustee of the SECOND ARand any  Q-8. If a contribution is recharacte
duction would be allowed for a contribu-additional information needed to makeazed, is the recharacterization treated as a
tion to the FIRS IRA, and any net in- the transfe rollover for purposes of the one-rollave
come transferred with the recharacterized (b) The election and the trustee-toper-year limitation of section 408}d
contribution is treated as earned in th&ustee transfer must occur on or beforé8)(B)?

SECOND IRA, and not the FIRSRA. the due date (including extensions) for fil- A-8. No, recharacterizing a contribu-
Q-4. Can an amount contributed to aing the individuals Federal income taxtion unde A-1 of this section is never
IRA in a tax-free transfer be recharactereturn for the taxable year for which thdreated as a rollover for purposes of the

ized undeA-1 of this section? recharacterized contribution was made tone-rollove-per-year limitation of section
A-4. No. If an amount is contributedthe FIRS IRA, and the election cannot408(d)(3)(B), even if the contribution
to the FIRS IRA in a tax-free transfe be revoked after the transféAn individ- would have been treated as a rollover con-
the amount cannot be recharacterized asial who makes this election must reportribution by the SECOND IR if it had
contribution to the SECOND IR under the recharacterization, and must treat theeen made directly to the SECOND IRA,
A-1 of this section. Howewe if an contribution as having been made to theather than as a result of a recharacteriza-
amount is erroneously rolled over ofSECOND IRA, instead of the FIRSTtion of a contribution to the FIRSRA.
transferred from a traditional IRto a IRA, on the individuds Federal income Q-9. If an IRA owner converts an
SIMPLE IRA, the contribution can subse-ax return for the taxable year described iamount from a traditional IRto a Roth
qguently be recharacterized as a contribihe preceding sentence in accordance witRA and then transfers that amount back
tion to another traditional IRA. the applicable Federal tax forms amd i to a traditional IRA in a recharacteriza-
Q-5. Can an amount contributed by astructions. tion, may the IR owner subsequently re-
employer under a SIMPLE IRPlan or a  (c) The election to recharacterize a coneonvert that amount from the traditional
SEP be recharacterized unde-1 of this tribution described in tlsiA-6 may be IRAto a Roth IRA?
section? made on behalf of a deceased\lBwner A-9. (@) (1) Except as otherwise pro-
A-5. No. Employer contributions (in- by his or her executpadministratg or vided in paragraph (b) of #A-9, an IRA
cluding elective deferrals) under aMsl other person responsible for filing theowner who converts an amount from a tra-
PLE IRA Plan or a SB cannot be rechar- final Federal income tax return of theditional IRA to a Roth IRA during any tax-
acterized as contributions to another IRAlecedent under section 6012(b)(1). able year and then transfers that amount
unde A-1 of this section. Howevean Q-7. If an amount is initially con- back to a traditional IR by means of a
amount converted from a $HRA or tributed to an IR for a taxable yeathen recharacterization may not reconvert that
SIMPLE IRA to a Roth IRA may be is moved (with net income attributable teamount from the traditional lRto a Roth
recharacterized undé-1 of this section the contribution) in a tax-free transfer tdRA before the beginning of the taxable
as a contribution to a $FHRA or SIM- another IRA (the FIRS IRA for purposes year following the taxable year in which
PLE IRA, including the original SEIRA  of A-1 of this section), can the tax-freethe amount was converted to a Roth IRA
or SIMPLE IRA. transfer be disregarded, so that the initiadr, if later, the end of the 30-day period be-
Q-6. How does a taxpayer make theontribution that is transferred from theginning on the day on which the IRA
election to recharacterize a contribution t&6IRST IRA to the SECOND IR is owner transfers the amount from the Roth
an IRA for a taxable year? treated as a recharacterization of that inIRA back to a traditional IR by means of
A-6. (8 An individual makes the elec- tial contribution? a recharacterization (regardless of whether
tion described in this section by notifying, A-7. Yes. In applying section the recharacterization occurs during the
on or before the date of the transteoth 408A(d)(6), tax-free transfers betweenaxable year in which the amount was con-
the trustee of the FIRSIRA and the IRAs are disregardedrhus, if a contribu- verted to a Roth IR or the following tax-
trustee of the SECOND IRA, that the intion to an IRA for a year is followed by able year) Thus, any attempted reconver-
dividual has elected to treat the contribuene or more tax-free transfers betweesion of an amount prior to the time
tion as having been made to the SECONIRAS prior to the recharacterization, thermpermitted under this paragraph (a)(1) is a
IRA, instead of the FIRBIRA, for Fed- for purposes of section 408A(d)(6), thdailed conversion of that amount. How-
eral tax purposesThe notification of the contribution is treated as if it remained irever, see §1.408A4A-3 for a remedy
election must include the following infor- the initial IRA. Consequentl an individ- available to an individual who makes a
mation: the type and amount of the condal may elect to recharacterize an initiafailed conversion.
tribution to the FIRS IRA that is to be contribution made to the initial lRthat (2) For purposes of paragraph (a)(1) of
recharacterized; the date on which theas involved in a series of tax-free transthisA-9, a failed conversion of an amount
contribution was made to the FIRERA fers by making a trustee-to-trustee trangesulting from a failure to satisfy the re-
and the year for which it was made; a difer from the last IR in the series to the quirements of §1.408A4-A-1(a) is
rection to the trustee of the FIRERAto SECOND IRA. In this case the contributreated as a conversion in determining



whether an IR owner has previously whether any later reconversion is an exddual's Federal income tax return for 1998, he
converted that amount. cess reconversion. treats the $2,000 as having been contributed to the
L . raditional IRA for 1 nd not the Roth IRAA

(b) () AnIRA owner who convertsan (c) In detc_armmmg the port|on_ pf any:ezcijft?f; Fed:ral ?2;3 Su?pogétsih eoiontribjt;n is
amount from a traditional IRto a Roth amount held in a Roth WRor a traditional yreated as having been made to the traditional IRA
IRA during taxable year 1998 and thenRA that an IR\ owner may not reconvert for 1998 and not the Roth IRAThe result would be
transfers that amount back to a traditionalnder ths A-9, any amount previously the same if the contribution had been transferred in a
IRA by means of a recharacterization magonverted (or reconverted) is adjusted fotfax;:ree transfer to a”Otheth"”;]AR’”?r to t:]‘e
reconvert that amount once (but no morsubsequent net income thereon.. [fu‘;tsz,fg rif;t\l,%nlja?);?jsttr:o;lftytisetr?engns (;tctulaﬁl;\
than once) on or after November 1, 1998 Q-10. Are there examples to illustratemaking the recharacterization transfe
and on or before December 31, 1998; thie rules in this section? Example 4 In 1998, an individual receives a dis-
IRA owner may also reconvert that A-10. The rules in this section are il-tribution from traditional IR 1 and contributes the
amount once (but no more than once) dutustrated by the following examples: entire amount to traditional IR2.in a rollover con-

. . tribution described in section 408(d)(3). In this
!ng 1999 The rule Sgt fort.h in the preced- Example 1 In 1998, Individual C converts the €ase, the individual cannot elect to recharacterize the
ing sentence applies without regard tQ,

tire amount in his traditional /Rto a Roth IRA. contribution by transferring the contribution
whether the IR owne’s initial conver- |ndividual C thereafter determines that his modifie@Mount. plus net income, to a Roth IRA, because an

sion or recharacterization of the amountGi for 1998 exceeded $100,000 so that he was iffMount contributed to an kRin a tax-free transfer
occurred before, on, or after November Zligible to have made a conversion in thatryde- cannot be recharacterized. Howewbe |nQ|V|QuaI
1998 An IRA owner who converts an cordingy, prior to the due date (plus extensionsf@ convert ((?t_her tlhéRn Zby recharar\]cterlzatlon) the
amount from a traditional IR to a Roth " fiing the individuals Federal income tax return amount in traditional IR 2 to a Roth IR at any

. for 1998, he decides to recharacterize the convelime: provided the requirements of §1.4084-1
IRA during taxable year 1999 that has NQlion contribution. He instructs the trustee of th&'e satisfied.
been converted previously and then tran®oth IRA (FIRST IRA) to transfer in a trustee-to- T
fers that amount back to a traditional IRArustee transfer the amount of the contribution, plugl'A'O&A"6 Distributions.

bv means of a recharacterization may ré€t income, to the trustee of a new traditional IRA . . .
cgnvert that amount once (but no rE:méSECOND IRA) The individual notifies the trustee Th|§ section sets forth the foI.Iowmg
5f the FIRT IRA and the trustee of the SECONDJUEstions and answers that provide rules

than once) on or before December 34ga that he is recharacterizing hisARontribution ~regarding distributions from Roth IRAs:
1999. For purposes of this paragraptand provides the other information described. Q-1. How are distributions from Roth
(b)(1), a failed conversion of an amouneé of this section). On the individualFederal in- |RAs taxed?

esting rom a alure 0 sty th resem o e o 2955 e ves b vl 5 ho ity o a isbutor
quirements of 81.408M-A-1(a) is NOL b 4’ e’ SECOND IRand not the Roth 1RA. TOM a Roth IR\ generally depends on
treated as a conversion in determinings 5 resuit, for Federal tax purposes, the coatrib Whether or not the distribution is a quali-
whether an IR owner has previously tion is treated as having been made to the SECOMed distribution ThisA-1 provides rules
converted that amount. IRA and not to the Roth IRAThe result would be {qgr qualified distributions and certain

(2) A reconversion by an IR owner the same if the conversion amount had been‘rtrano,[her nontaxable distributionsA-4 of

- - ferred in a tax-free transfer to another Roth IRA . i . .
during 1998 or 1999 for which the IRA = & = @ racterization. this section provides rules for the taxabil-

owner is not eligible under paragraph’ g,.mple 2 In 1998, an individual makes a ity of distributions that are not qualified

(b)(1) of ths A-9 will be deemed an ex- $2,000 regular contribution for 1998 to his traditionadistributions.

cess reconversion (rather than a faileA (FIRST IRA). Prior to the due date (plus exten-  (b) A distribution from a Roth IR is

conversion) and will not change the IRAsions) for filing the individuas Federal income tax 4t includible in the ownes gross in-
return for 1998, he decides that he would prefer to

owne’s taxable conversion amount. In_contribute to a Roth IR instead The individual in- come ifitis a qua“fled distribution or to

stead, the excess reconversion and the 15l s tne trustee of the FIRSRA to transfer in a the extent that it is a return of the ow/ise
preceding recharacterization will not b&rustee-to-trustee transfer the amount of the contrib@ontributions to the Roth IR (deter-
taken into account for purposes of detettion, plus attributable net income, to the trustee of mnined in accordance WitA-8 of this sec-
mining the IR\ owna’s taxable conver- Roth IRA (SECOND IRA) The individual notifies tion). A qualified distribution is one that

sion amount, and the lRowna’s taxable e trustee of the FIRSIRA and the trustee of the ;)\,
. t will be b d th SECOND IRA that he is recharacterizing his $2,000 .
conversion amount will be based on the, iption for 1998 (and provides the other infor- (1) Made after a 5-taxable-year period

last reconyersion that was not an excesgation describechiA-6 of this section). On the indi- (defined n A-2 of this section); and
reconversion (unless, after the excess reduars Federal income tax return for 1998, he treats (2) Made on or after the date on which
conversion, the amount is transferrehe $2,000 as having been contributed to the Rofhe owner attains age 9made to a ben-
back to a traditional IR by means of a IRA for 1998 and not to the traditional IRA§ar§— eficiary or the estate of the owner on or
haracterization) An excess reconver- sult, for Federal tax purposes, the contribution is fter the date of the owrls death. attrib
r?C ; . . treated as having been made to the RotA f& aie ¢ date o eo e_ ea ? a -
sion will qtherW|se be treated as a validggg and not to the traditional IRA. The resuiutable to the ownes being disabled
reconversion. would be the same if the conversion amount hawithin the meaning of section 72(m)(7),
(3) For purposes of this paragraph (bjeen transferred in a tax-free transfer to another trgyr to which section 72(t)(2)(F) applies
any reconversion that an ARwner made d'“(é”a' 'R'I“ Fg'%tofth‘i reCh"’:LaCte”Za“O”- . (exception for first-time home purchase).
. Xample e Tacts are the same asElxamp e . .
before November 1, 1998 W|_II not be2 except that the $2,000 regular contribution is ini- (© An amouqt dlstrlbu'Fed from a Roth
treated as an excess reconversion and V\{|H||y made to a Roth IR and the recharacterizing IRA Will not be included in gross income

not be taken into account in determiningansfer is made to a traditional IRA. On the indit0 the extent it is rolled over to another



Roth IRA on a tax-free basis under thewith 81.408A2 A-4, the distribution is whether section 72(t) applies to a distribu-
rules of sections 408(d)(3) and 408A(e). treated as coming from the individigl tion allocable to a conversion contribution
(d) Contributions that are returned tmwn Roth IRA and not the deceasedis separately determined for each conver-
the Roth IRA owner in accordance with spousé Roth IRA Therefore, for pur- sion contribution, and need not be the
section 408(d)(4) (corrective distribu-poses of determining whether the distribsame as the 5-taxable-year period used for
tions) are not includible in gross incomeution is a qualified distribution, it is not purposes of determining whether a distri-
but any net income required to be distribtreated as made to a beneficiary on dyution is a qualified distribution unda-
uted under section 408(d)(4) togetheafter the owngs death. 1(b) of this section. For example, if a cal-
with the contributions is includible in  Q-4. How is a distribution from a Rothenda-year taxpayer who received a
gross income for the taxable year inRA taxed if it is not a qualified distribu- distribution from a traditional IR on De-
which the contributions were made. tion? cember 31, 1998, makes a conversion
Q-2 When does the 5-taxable-year pe- A-4. A distribution that is not a quali- contribution by contributing the diskri
riod describedn A-1 of this section (re- fied distribution, and is neither con-uted amount to a Roth Ron February
lating to qualified distributions) begin andtributed to another Roth IRin a quali- 25, 1999 in a qualifying rollover contribu-
end? fied rollover contribution nor constitutes ation and makes a regular contribution for
A-2. The 5-taxable-year period de-corrective distribution, is includible in the 1998 on the same date, the 5-taxable-year
scribed n A-1 of this section begins on theownea’s gross income to the extent thaperiod for purposes of thA-5 begins on
first day of the individuas taxable year the amount of the distribution, whenJanuary 1, 1999, while the 5-taxable-year
for which the first regular contribution isadded to the amount of all prior distribuperiod for purposesf@-1(b) of this sec-
made to any Roth IRof the individual o, tions from the ownes Roth IRAs tion begins on January 1, 1998.
if earlier, the first day of the individua (whether or not they were qualified distri- Q-6. Is there a special rule for taxing
taxable year in which the first conversiorbutions) and reduced by the amount adistributions allocable to a 1998 conver-
contribution is made to any Roth ARbf those prior distributions previously in-sion?
the individual The 5-taxable-year periodcludible in gross income, exceeds the A-6. Yes. In the case of a distribution
ends on the last day of the individisal owne’s contributions to all his or herfrom a Roth IRA in 1998, 1999 or 2000 of
fifth consecutive taxable year beginningRoth IRAs. For purposes of #A-4, any amounts allocable to a 1998 conversion
with the taxable year described in the preamount distributed as a corrective distribwith respect to which the 4-year spread
ceding sentence. For example, if an indution is treated as if it was never confor the resultant income inclusion applies
vidual whose taxable year is the calenddributed. (see §1.408A4 A-8), any income de-
year makes a first-time regular Roth IRA Q-5. Will the additional tax under 72(t) ferred as a result of the election to years
contribution any time between January lapply to the amount of a distribution thagfter the year of the distribution is accel-
1998, ad April 15, 1999, for 1998, the 5- is not a qualified distribution? erated so that it is includible in gross in-
taxable-year period begins on January 1, A-5. (3 The 10-percent additional taxcome in the year of the distribution up to
1998 Thus, each Roth IR owner has under section 72(t) will apply (unless thehe amount of the distribution allocable to
only one 5-taxable-year period describedistribution is excepted under sectiorthe 1998 conversion (determined under
inA-1 of this section for all the Roth IRAs 72(t)) to any distribution from a Roth IRA A-8 of this section) This amount is in ad-
of which he or she is the owneFurthe, includible in gross income. dition to the amount otherwise includible
because of the requirement of the 5-tax- (b) The 10-percent additional tax undein the owne's gross income for that tax-
able-year period, no qualified distributionssection 72(t) also applies to a nonqualiable year as a result of the conversion.
can occur before taxable years beginninfied distribution, even if it is not then in- Howevae, this rule will not require the in-
in 2003. For purposes of thA-2, the cludible in gross income, to the extent it i€lusion of any amount to the extent it ex-
amount of any contribution distributed asllocable to a conversion contribution, ifceeds the total amount of income required
a corrective distribution undé-1(d) of the distribution is made within the 5-tax-to be included over the 4-year period.
this section is treated as if it was neveable-year period beginning with the firstThe acceleration of income inclusion de-
contributed. day of the individudk taxable year in scribed in thi A-6 applies in the case of a
Q-3. If a distribution is made to an in-which the conversion contribution wassurviving spouse who elects to continue
dividual who is the sole beneficiary of hismade The 5-taxable-year period ends orthe 4-year spread in accordance with
or her deceased spolUsdroth IRA and the last day of the individual fifth con- §1.408A—4 Ail(b).
the individual is treating the Roth RRas secutive taxable year beginning with the Q-7. Is the 5-taxable-year periog-d
his or her own, can the distribution be @axable year described in the precedingcribed h A-1 of this section redete
gualified distribution based on beingsentence. For purposes of applying theined when a Roth IRowner dies?
made to a beneficiary on or after theéax, only the amount of the conversion A-7. (a) No The beginning of the 5-
owne’s death? contribution includible in gross income agaxable-year period describend A-1 of
A-3. No. If a distribution is made to a result of the conversion is taken into adhis section is not redetermined when the
an individual who is the sole beneficiarycount The exceptions under section 72(tRoth IRA owner dies Thus, in determin-
of his or her deceased spolgsRoth IRA also apply to such a distribution. ing the 5-taxable-year period, the period
and the individual is treating the Roth (c) The 5-taxable-year period describedhe Roth IR\ is held in the name of a ben-
IRA as his or her own, then, in accordanci this A-5 for purposes of determiningeficiary, or in the name of a surviving



spouse who treats the decedsrRoth gregated with the contributions made irafter the contribution to the FIRSRA is
IRA as his or her own, includes the period 998 for 1998. disregarded in determining the amounts
it was held by the decedent. (c) All conversion contributionser  described in paragraphs (f) and (g) of this
(b) The 5-taxable-year period for aceived during the same taxable year by al-9. Thus, for purposes of paragraphs (f)
Roth IRA held by an individual as a benethe individuals Roth IRAs are aggre- and (g), the amount of the contribution is
ficiary of a deceased Roth ARowner is gated. Notwithstanding the precedingletermined based on the original contr
determined independently of the 5-taxsentence, all conversion contribution$ution.
able-year period for the beneficissyown made by an individual during 1999 that Q-10. Are there examples to illustrate
Roth IRA. Howeve, if a surviving were distributed from a traditional /Rin  the ordering rules describeuA-8 ard A-
spouse treats the Roth ARas his or her 1998 and with respect to which the 4-yea® of this section?
own, the 5-taxable-year period with-r spread applies are treated for purposes ofA-10. Yes The following examples il-
spect to any of the surviving spouse A-8(b) of this section as contributed to théustrate these ordering rules:
Roth IRAs (including the one that the surindividuals Roth IRAs prior to any other o
viving spouse treats as his or her ownjonversion contributions made by the inéB(I):_,ggg]izliiitrgldii}gr?aBI’gtil\;l(lj:{li)?l’l] FR;?”E;'EZSS
ends at the earlier of the end of either theividual during 1999. a basis of $20,000 in the conversion amount and so
5-taxable-year period for the decedent or (d) A distribution from an individué& must include the remaining $60,000 in gross i
the 5-taxable-year period applicable to thRoth IRA that is rolled over to anothercome. He decides to spread the $60,000 income by
spousts own Roth IRAs. Roth IRA of the individual in accordance including $15,000 in each of the 4 years 1998-2001,
Q-8. How is it determined whether arwith section 408A(e) is disregarded fof"de" the rules of S1.4084A-8. B also makes a
.. - regular contribution of $2,000 in 1998. If a distribu-
amount distributed from a RothARs al-  purposes of determining the amount of;, ¢ 2 000 is made to B anytime in 1998, it will
located to regular contributions, converboth contributions and distributions. be treated as made entirely from the regular contri-
sion contributions, or earnings? (e) Any amount distributed as a correcbutions, so there will be no Federal income tax con-
A-8. (3 Any amount distributed from tive distribution (including net income), Sequences as a result of the distribution.
an individuals Roth IR is treated as as describedniA-1(d) of this section, is _ EXample 2 The facts are the same asxample -

. . . . . . , except that the distribution made in 1998 is
made in the following order (determmedﬂsregarded in detgrmlmng thg a.mOl.Jnt Ois,ooo The distribution is treated as made from
as of the end of a taxable year and exontributions, earnings, and distributions 2,000 of regular contributions and $3,000 of con-
hausting each category before moving to (f) If an individual recharacterizes aversion contributions that were includible in gross

the following category)— contribution made to a traditional IRAincome As a result, B must include $18,000 in
(1) From regular contributions; (FIRST IRA) by transferring the contriby- 970Ss income for 1998: $3,000 as a result of the ac-
(2) From conversion contributions, ontion to a Roth IR (SECOND IRA) in ac- E‘;ﬁﬁggﬁ d(;fd""i;]"g:g:sy;g?; Sazzm'}f: ﬂgazave

a first-in-first-out basis; and cordance with §1.408A-5, then, pursuantje and $15,000 includible under the regular 4-
(3) From earnings. to 81.408A5 A-3, the contribution to the yea-spread rule. In addition, because the $3,000 is

(b) To the extent a distribution isRoth IRA is taken into account for theallocable to a conversion made within the previous 5
treated as made from a particular convesame taxable year for which it would hay&xable years, the 10-percent additional tax under
sion contribution, it is treated as madéeen taken into account if the contributiofccion 72() would apply to this $3,000 distribution
. ] . . - or 1998, unless an exception applies. Under the 4-
first from the portion, if ay that was in- had originally been made to the Roth IRAgz-spread rule, B would now include in gross in-
cludible in gross income as a result of thand had never been contributed to the traome $15,000 for 1999 and 2000, but only $12,000
conversion. ditional IRA. Thus, the contribution to for 2001, because of the accelerated inclusion of the

Q-9. Are there special rules for deterthe Roth IR is treated as contributed to®3:000 distribution.
mining the source of distributions undethe Roth IR\ on the same date and for thg Ex@mPle 3The facts are the same asixample

. . . .1, except that B makes an additional $2,000 regular
A-8 of this section? same taxable year that the contributiopy «ibution in 1999 and he does not take a distribu-

A-9. Yes. For purposes of determiningvas made to the traditional IRA. tion in 1998. In 1999, the entire balance in the ac-
the source of distributions, the following (g) If an individual recharacterizes acount, $90,000 ($84,000 of contributions and $6,000
rules apply: regular or conversion contribution madéf eamings), is distributed to. Brhe distribution is

(a) All distributions from all an individ- to a Roth IR (FIRST IRA) by transfer- ated as made from $4,000 of regular courib

) . . S -, tions, $60,000 of conversion contributions that were
ual's Roth IRAs made during a taxableing the contrlbuthn to a traditional IRA includible in gross income, $20,000 of conversion
year are aggregated. (SECOND IRA) in accordance With contributions that were not includible in gross in-

(b) All regular contributions made for §1.408A-5, then pursuant to 81.408A—Bome, and $6,000 of earnings. Because a distribu-
the same taxable year to all the individA-3, the contribution to the Roth /Rand tion has been made within the 4-pearead period,
ual's Roth IRAs are aggregated and addeatie recharacterizing transfer are disre Mmust accelerate the income inclusion under the 4-

s . . . ea-spread rule and must include in gross income
tp the und|st_r|buted total regular contrlbugarde_d in determm!ng_the_ amount of botfy | $45,000 remaining under the 4+yepread rule
tions for prior taxable years. Regulacontributions and distributions for the taxin addition to the $6,000 of earnings. Because
contributions for a taxable year includeable year with respect to which the origi$60,000 of the distribution is allocable to a conver-
contributions made in the following tax-nal contribution was made to the Rotlsion made within the previous 5 taxable years, it is
able year that are identified as made fdRA. S_“bje;t( ;0 th_?_lo'pe’?e':t ;gf’“?o“a' tax under sec

. . tion 72(t) as if it were includible in gross income for
the taxable year in accordance with (h) P_ursuant to §1.408/§-A—3_, the _ef— 1999, unless an exception applidhe $6,000 allo-
§1.408A-3 A-2. For example, a regularfect of income or loss (determined in acCzapie to earnings would be subject to the tax under

contribution made in 1999 for 1998 is ageordance with §1.408/-A-2) occurring section 72(t), unless an exception applies. Under the



4-yea-spread rule, no amount would be includiblencreased to $2,500, D recharacterizes the contribgnd thus are designated distributions un-
in gross income for 2000 or 2001 because the entit®n by transferring the $2,500 to a RothAIRpUr-  |ags gne of the exceptions in section
amount of the conversion that was includible irsuant to §1.408A5-A-1). In this case, B regular 3405(e)(1) applies. Pursuant to section
gross income has already been included. contribution to the Roth IR for 1998 is $2,000. ' g
Example 4 The facts are the same a€ixample  The $500 of earnings is not treated as a contribution202(@) and (b), nonperiodic distributions
1, except that B also makes a $2,000 regular contrie the Roth IRA The results would be the same iffrom a Roth IFRA are subject to 10-percent
bution in each year 1999 through 2002 and he doelse $2,000 had decreased to $1,500 prior to thgithholding by the payor and periodic
not take a diszribution in 1998? didstribtl;ltion of recharacterization. payments are subject to Withholding as if
$85,000 is made to B in 2002The distribution is Example 9 In December 1998, individual E re-
treated as made from the $10,000 of regular contreeives a distribution from his traditional ARof ,the, p_ayments were wages. Howewan
butions (the total regular contributions made in th&300,000 and in January 1999 he contributes i@dividual can elect to have no amount
years 1998-2002), $60,000 of conversion contribug300,000 to a Roth IR as a conversion contribu- Withheld in accordance with section
tions that were includible in gross income, andion. In April 1999, when the $300,000 has in-3405(a)(2) and (b)(2).
$15,000 of conversion contributions that were nogreased to $350,000, E recharacterizes the conve Q-13. Do the withholding rules under
includible in gross incomeAs a result, no amount sion contribution by transferring the $350,000 to : .
of the distribution is includible in gross income;traditional IRA. In i/his case,'Egonversion contri- Section 3405 apply to Conve.rSI()nS?
howeve, because the distribution is allocable to &ution for 1998 is $0, because the $300,000 conver- A-13. Yes A conversion by any
conversion made within the previous 5 years, thgion contribution and the earnings of $50,000 arg1ethod described in §1.408AA-1 is
$60,000 is subject to the 10-percent additional tagisregarded The results would be the same if theconsidered a designated distribution sub-
under section 72(t) as if it were in_cludible' in gros$300,000 had decreased to $250,000 prior to ﬂ]éct to section 3405. Howeve conver-
income for 2002, unless an exception applies. recharacterization. Furthesince the conversion is ;o - occurring in 1998 by means of a

Example 5 The facts are the same asSxample  djsregarded, the $300,000 is not includible in gross
4, except no distribution occurs in 2002. In 2003jncome in 1998. trustee-to-trustee transfer of an amount
the entire balance in the account, $170,000 ($90,000 from a traditional IRA to a Roth IRA es-

of contributions and $80,000 of earnings), is distrib- - Q-11. If the owner of a Roth IRdies tablished with the same or affiirent
uted to B The distribution is treated as made fromy oy tq the end of the 5-taxable-year petrustee is not required to be treated as a

ibuti 60,000 of = : . . . . o
$10,000 of regular contributions, $ © SO iod describedri A-1 of this section (re- designated distribution for purposes of

sion contributions that were includible in gross in- " o L ) A .
come, $20,000 of conversion contributions that werkating to qualified distributions) or prior section 3405. Consequentho withhold-
not includible in gross income, and $80,000 of earrto the end of the 5-taxable-year period deng is required with respect to such a con-
ings As a result, for 2003, B must include in grossscriped i A-5 of this section (relating to version (without regard to whether or not
[ the $80,000 allocable t [ less t v

income the $80,000 allocable to earnings, unless the, \\arsjons), how are filérent types of the individual elected to have no with-
distribution is a qualified distribution; and if it is not ibuti in the Roth IR all d .
a qualified distribution, the $80,000 would be sub-cont.rI utions 'nt e ot allocated to  holding). o o )

ject to the 10-percent additional tax under sectiomultiple beneficiaries? Q-14. What minimum distribution
72(t), unless an exception applies. A-11. Each type of contribution is allo-rules apply to a Roth IRA?

Example 6 Individual C converts $20,000 to @ cated to each beneficiary on a pro-rata A-14. (a) No minimum distributions
Roth IRA in 1998 and $15,000 (in which amount C, i Thys for example, if a Roth IRA are required to be made from a Roth IRA
had a basis of $2,000) to another RotiA IR 1999. . . P q i .
No other contributions are made. In 2003, a $30,008WNer dies in 1999, Wh_en _the Roth IRAunder SeCt!On 408(a)(6) and (b)(3) (which
distribution, that is not a qualified distribution, iscontains a regular contribution of $2,000generally incorporate the provisions of
made to C The distribution is treated as made froma conversion contribution of $6,000 andsection 401(a)(9)) while the owner is
$28’888 OI t:]‘e iggg conversion Cont”_'gutt_'on ;”‘éarnings of $1,000, and the owner leavesdive. The post-death minimum distribu-
\ﬁ‘s’ inclu‘zjiglfin grogg?:fgigscc;nrgsﬂllo?or %his Roth IR equally to four children, tion rules under section 401(a)(9)(B) that
2003, no amount is includible in gross income; how€ach child wi!l repeive one quarter of eachpply to traditional IRAs, Wit.h the excep-
eva, because $10,000 is allocable to a conversidiype of contribution. Pursuant to the ortion of the at-least-as-rapidly rule de-
contribution made within the previous 5 taxabledering rulesm A-8 of this section, an im- scribed in section 401(a)(9)(B)(i), also

. . lerng
years, that amount is subject fo the 10-percent adqfyajate distribution of $2,000 to one ofapply to Roth IRAS.
tional tax under section 72(t) as if the amount Wer?h hild ill be deemed t nsist of (b) Th . distributi rules
includible in gross income for 2003, unless &n e € children wi € _ee _e 0 cons ( ) € minimum distribution ru
ception applies The result would be the same $500 of regular contributions and $1350@1pply to the Roth IR as though the thh
whichever of Cs Roth IRAs made the distribution. of conversion contributionsA benefi- IRA owner died before his or her required

Example 7 The facts are the same asixample  cjary's inherited Roth IR may not be ag- beginning date Thus, generaji the en-

6, except that the distribution is a qualified distribu-o -0 ated with any other Roth ARmain- tire interest in the Roth IRmust be dis-
tion. The result is the same as in Example 6, exceﬁ. db h b fici t fotributed by th d of the fifth lend
that no amount would be subject to the 10-perce gine y suc ene 'C'a_rY (ex_cep i otribute y the end o e calendar
additional tax under section 72(t), because, to be@ther Roth IRAs the beneficiary inheritedyear after the year of the owne death
qualified distribution, the distribution must be madefrom the same decedent), unless the bengnless the interest is payable to a desig-
on or after the date on which the owner attains agfciary, as the spouse of the decedent anthted beneficiary over a period not
59, made to a beneficiary or the estate of the owngly o heneficiary of the Roth IRA, elects tagreater than that beneficidsylife ex-

on or after the date of the owredeath, attributable . istributi b
to the owne's being disabled within the meaning oftr€at the Roth IR as hIS'OI’ her own (seepectancy and distribution commences be-
section 72(m)(7), or to which section 72(t)(2)(F) apA-7 ard A-14 of this section). fore the end of the calendar year follow-
plies (exception for a first-ime home purchase). Q-12. How do the withholding rulesing the year of death. If the sole
Under section 72(1)(2), each of these conditions ignder section 3405 apply to Roth IRAs? beneficiary is the decedésispouse, such
alsgf;meszegﬁ'ﬁgi\t?dhhj s):niliir;;;tlggo7r2£&|ar A-12. Distributions from a Roth IRA spouse may delay distributions until the
contribution to a traditional IR on January 1, 1999, @re distributions from an individual retire-decedent would have attained agés o0

for 1998. @ April 15, 1999, when the $2,000 hasment plan for purposes of section 340Bnay treat the Roth IRas his or her own.



(c) Distributions to a beneficiary thatIRA (or distributed from an educationner prescribed in the instructions to the
are not qualified distributions will be in- IRA and rolled over to a Roth IRA)? applicable Federal tax forms.
cludible in the beneficiarg gross income  A-18. No amount may be transferred Q-2. Can a trustee rely on reasonable
according to the rulesiiA-4 of this sec- directly from an education lRto a Roth representations of a Roth ARcontributor
tion. IRA. A transfer of funds (or distribution or distributee for purposes of fulfilling re-
Q-15. Does section 401(a)(9) apphand rollover) from an education ARo a porting obligations?
separately to Roth IRAs and individualRoth IRA constitutes a distribution from A-2. A trustee maintaining a Roth IRA
retirement plans that are not Roth IRAs?the education IR and a regular contribu- is permitted to rely on reasonable repre-
A-15. Yes An individual required to tion to the Roth IR (rather than a quali- sentations of a Roth KR contributor or
receive minimum distributions from hisfied rollover contribution to the Roth distributee for purposes of fulfillinger
or her own traditional or SIMPLE IRA |RA). porting obligations.
cannot choose to take the amount of the Q-19 What are the Federal income tax _
minimum distributions from any Roth consequences of a RothARwner trans- §81.408A-8 Definitions.
IRA. Similarly, an individual required to ferring his or her Roth IR to another in-
receive minimum distributions from adividual by gift?
Roth IRA cannot choose to take the A-19. A Roth IRA owne’s transfer of
amount of the minimum distributionshis or her Roth IR to another individual
from a traditional or SIMPLE IRA. In ad- by gift constitutes an assignment of th
i oo e enysmyounes g uder he RO IRAN 31 are e any special ceritons
§ Roth IR | vt the time of the gift, the assets of the Rot}}, ¢ govern in applying the provisions of
under a Roth IR can only satisty the jRA are deemed to be distributed to thggy 408a-1 through 1.408A—7 and this
by distributing from another Roth ARif i i
y distributing | : ! longer h6|d. in a Roth IRA. In the pase of A-1. Yes, the following definitions
the Roth IRAs were inherited from theamy such gift of a Roth IRmade prior to . . .
decedent ) T ~govern in applying the provisions of
same . _ _ October 1, 1998, if the entire interest irg _ _ ;
Q-16. How is the basis of property dis X §1.408A-1 through 1.408A-7 and this
. - property diSthe Roth IR\ is reconveyed to the Roth .t - i
) section. Unless the context indicates oth
tributed from a Roth IR determined for |Ra owner prior to January 1, 1999, th : i
urposes of a subsequent disposition? s . » N&rwise, the use of a particular term ex-
purp hseq POSIION?  |nternal Revenue Service will treat the,
A-16. The basis of property distributed,: : ludes the use of the other terms.
' IS Of property gift and reconveyance as never having oc- :
from a Roth IR is its fair market value : (8) Different types of IRAs(1) IRA.
s e curred for estate tax, gift tax, and generagg;i : i}
(FMV) on the date of distribution, KiDDbi df ections 408(a) and (b), respectyele
tion-skipping tax purposes and forfpu seripe an individual retirement account

whether or not the distribution is a quali- :

oses of tiiA-19. Lo . .
fied distribution Thus, for example, if a P and an individual retirement annuitThe
distribution consists of a share of stock i§1.408A—7 Reporting. term IRA means an IR described in ei-

XYZ Corp. with an FW of $40.00 on the ther section 408(a) or (b), including each
date of distribution, for purposes of deter- This section sets forth the followingIRA described in paragraphs (a)(2)

mining gain or loss on the subsequent saflestions and answers that relate to thbrough (5) of thi A-1. Howeve, the
of the share of XYZ Corp. stock, it has deporting requirements applicable to Rotierm IRA does not include an education
basis of $40.00. IRAs: IRA described in section 530.

Q-17. What is the Hect of distributing Q-1 What reporting requirements (2) Traditional IRA The term tradi-
an amount from a Roth IRand con- apply to Roth IRAs? tional IRA means an individual retirement
tributing it to another type of retirement A-1. General, the reporting require- account or individual retirement annuity
plan other than a Roth IRA? ments applicable to IRAs other than Rotldescribed in section 408(a) or (b), respec-

A-17. Any amount distributed from a IRAs also apply to Roth IRAs, excepttively. This term includes a SHRA but
Roth IRA and contributed to another typethat, pursuant to section 408A(d)(3)(D)does not include a SIMPLE ARor a Roth
of retirement plan (other than a Roth |RA;he trustee of a Roth IRmust include on IRA.
is treated as a distribution from the Rotffrorms 1099-R and 5498 additional infor- (3) SEP IRA. Section 408(k) describes
IRA that is neither a rollover contributionmation as described in the instructiona simplified employee pension (SEP) as
for purposes of section 408(d)(3) nor dhereto Any conversion of amounts froman employesponsored plan under which
qualified rollover contribution within the an IRA other than a Roth IRto a Roth an employer can make contributions to
meaning of section 408A(e) to the othelRA is treated as a distribution for which dRAs established for its employeeShe
type of retirement plan. This treatmenform 1099-R must be filed by the trusteéerm SEPIRA means an IR that receives
also applies to any amount transferrethaintaining the non-Roth IRA. In addi-contributions made under a BEThe
from a Roth IRA to any other type of re- tion, the owner of such IRAs must reporterm SEP includes a salary reduction SEP
tirement plan unless the transfer is #e conversion by completing Form 8606(SARSEP) described in section 408(Kk)(6).
recharacterization described in §1.408A-3n the case of a recharacterization de- (4) SIMPLE IRA Section 408(p) de-

Q-18. Can an amount be transferredcribed in 81.408A5 A-1, IRA owners scribes a SIMPLE IR Plan as an em-
directly from an education IRto a Roth must report such transactions in the mamployer-sponsored plan under which an

This section sets forth the following
question and answer that provides defini-
tions of terms used in the provisions of
881.408A-1 through 1.408A-7 and this
8ection:



employer can make contributions to SIMimeans to treat an iRfor which a surviv- Donald C. Lubick,
PLE IRAs established for its employeesing spouse is the sole beneficiary as his or Assistant Seetary of
The term SIMPLE IR means an IRto her own IRA after the death of the IRA theTreasuy.
which the only contributions that can beowner in accordance with the terms of the ) )
made are contributions under a SIMPLERA instrument or in the manner provided' °d PY the @fice of the Federal Register on Feb-
IRA Pl I t f f . . . ruary 3, 1999, 8.45 a.m., and published in the issue
an or rollovers or transfers fromin the regulations under section 408(2)(&) the Federal Register for February 4, 1999F.6%
another SIMPLE IRA. or (b)(3). 5597)
(5) Roth IRA The term Roth IRA  (11) Trustee The term trustee includes
means an IR that meets the requirements; custodian or issuer (in the case of an an-
of section 408A. nuity) of an IRA (except where the con-

(b) Other defined terms or phrases text clearly indicates otherwise).
(1) 4-year spead The term 4-year
spread is described in §1.408PA-8. §1.408A-9 Effective date.

(2) Conversion The term conversion . . . .
means a transaction satisfying the require- Th'_s section contains _th_e following

guestion and answer providing thiee-

ments of §1.408A4-A-1. .

(3) Conversion amount or conversiontIVe date of 881.408A-1 through
contribution The term conversion 1-408A=8:
amount or conversion contribution is the Q-1. To what taxable years do
amount of a distribution and contributionsS+-408A-1 through 1.408A-8 apply?
with respect to which a conversion de- A1 Sections 1.408A-1 through
scribed in §1.408A4A-1 is made. 1_.408A—8 apply to taxable years begin-

(4) Failed conversion The term failed NiNG on or after January 1, 1998.
conversion means a transaction in whiclgART 602—OMB CONTROL
an individual contributes to a RothARan NUMBERS UNDER THE
amount transferred or distributed from BHAPERWORK REDUCTION ACT
traditional IRA or SIMPLE IRA (includ-
ing a transfer by redesignation) in a trans- Paragraph 9The authority citation for
action that does not constitute a convepart 602 continues to read as follows:

sion under §1.408A4-A-1. Authority: 26 U.S.C. 7805 * * *
(5) Mod.ified AGI The term modified  Pa.10. In §602.101, paragraph (c) is
AGl is defined in 81.408A3-A-5. amended by adding an entry in numerical

(6) Recharacterization The term order to the table to read as follows:
recharacterization means a transaction de-
scribed in §1.408A5A-1. §602.101 OMB conol numbers.

(7) Recharacterized amount oechar-
acterized contribution The term rechar-
acterized amount or recharacterized con- () * * *
tribution means an amount or contribution
treated as contributed to anARdther CFR part or sectio Current OMB
than the one to which it was originallyyhere identified a control no.
contributed pursuant to a recharacterizgqescribed
tion described in §1.408/&5-A-1.

* * *x % %

(8) Taxable conversion amountThe * ok x % *
term taxable conversion amount means
the portion of a conversion amoumt:i 1.408A=2................ 1545-1616
cludible in income on account of a con1.408A4................ 1545-1616
version, determined under the rules 01.408A-5................ 1545-1616
section 408(d)(1) and (2). 1408A—................ 1545-1616

(9) Tax-free transfe The term tax-free
transfer means a tax-free rollover de-
scribed in section 402(c), 402(e)(6),

403(a)(4), 403(a)(5), 403(b)(8), 403(b)(10) Robert EWenzel,
or 408(d)(3), or a tax-free trustee-to-trustee Deputy Commissioner of
transfe. Internal Revenue.

(10) Treat an IRA as his or her own.
The phrase treat an ARas his or her own Approved January 25, 1999.



