
quirement of that Code section that the
transfer be accompanied by any net in-
come allocable to the contribution.

The following examples illustrate the
new method net income calculation under
§ 408A(d)(6):

Example 3.(i)  On March 1, 2000, when her Roth
IRA is worth $80,000, Taxpayer C makes a $160,000
conversion contribution to the Roth IRA.  Subse-
quently, Taxpayer C discovers that she was ineligible
to make a Roth conversion contribution in 2000 and so
she requests that the $160,000 be recharacterized to a
traditional IRA pursuant to § 408A(d)(6).  Pursuant to
this request, on March 1, 2001, when the IRA is worth
$225,000, the Roth IRA trustee transfers to a tradi-
tional IRA the $160,000 plus allocable net income.
No other contributions have been made to the Roth
IRA and no distributions have been made.

(ii)  The adjusted opening balance is $240,000
[$80,000 + $160,000] and the adjusted closing balance
is $225,000.  Thus the net income allocable to the
$160,000 is -$10,000 [$160,000 x ($225,000 -
$240,000) 4 $240,000].  Therefore, in order to rechar-
acterize the March 1, 2000, $160,000 conversion con-
tribution on March 1, 2001, the Roth IRA trustee must
transfer from Taxpayer C’s Roth IRA to her traditional
IRA $150,000 [$160,000 - $10,000].

Example 4.  (i)  On April 1, 2000, when her tradi-
tional IRA is worth $100,000, Taxpayer D converts the
entire amount, consisting of 100 shares of stock in
ABC Corp. and 100 shares of stock in XYZ Corp., by
transferring the shares to a Roth IRA.  At the time of
the conversion, the 100 shares of stock in ABC Corp.
are worth $50,000 and the 100 shares of stock in XYZ
Corp. are also worth $50,000. Taxpayer D decides that
she would like to recharacterize the ABC Corp. shares
back to a traditional IRA.  However, D may choose
only by dollar amount the contribution or portion
thereof that is to be recharacterized.  On the date of
transfer, November 1, 2000, the 100 shares of stock in
ABC Corp. are worth $40,000 and the 100 shares of
stock in XYZ Corp. are worth $70,000.  No other con-
tributions have been made to the Roth IRA and no dis-
tributions have been made.

(ii)  If D requests that $50,000 (which was the
value of the ABC Corp. shares at the time of conver-
sion) be recharacterized, the net income allocable to

the $50,000 is $5,000 [$50,000 x ($110,000 -
$100,000) 4 $100,000].  Therefore, in order to rechar-
acterize $50,000 of the April 1, 2000, conversion con-
tribution on November 1, 2000, the Roth IRA trustee
must transfer from Taxpayer D’s Roth IRA to a tradi-
tional IRA assets with a value of $55,000 [$50,000 +
$5,000].

(iii)  If, on the other hand, D requests that $40,000
(which was the value of the ABC Corp. shares on No-
vember 1) be recharacterized, the net income allocable
to the $40,000 is $4,000 [$40,000 x ($110,000 -
$100,000) 4 $100,000].  Therefore, in order to rechar-
acterize $40,000 of the April 1, 2000, conversion con-
tribution on November 1, 2000, the Roth IRA trustee
must transfer from Taxpayer D’s Roth IRA to a tradi-
tional IRA assets with a value of $44,000 [$40,000 +
$4,000].

(iv)  Regardless of the amount of the contribution
recharacterized, the determination of that amount (or
of the net income allocable thereto) is not affected by
whether the recharacterization is accomplished by the
transfer of shares of ABC Corp. or of shares of XYZ
Corp.

V.  REQUEST FOR COMMENTS

The Service and Treasury invite com-
ments and suggestions concerning the new
method described in this notice for calculat-
ing net income under §§ 408(d)(4) and
408A(d)(6) and also concerning the effec-
tive date for a rule that would establish the
new method as the only method for calcu-
lating net income under §§ 408(d)(4) and
408A(d)(6).  Any correspondence received
will be evaluated, together with appropriate
considerations relating to tax administra-
tion, to determine the scope of future guid-
ance.

Comments can be submitted to
CC:DOM:CORP:R (Notice 2000–39),
room 5226, Internal Revenue Service, POB
7604, Ben Franklin Station, Washington,
DC 20044.  Comments may be hand deliv-
ered between the hours of 8 a.m. and 5 p.m.

to CC:DOM:CORP:R (Notice 2000–39),
Courier’s Desk, Internal Revenue Service,
1111 Constitution Avenue NW., Washing-
ton, DC.  All comments will be available
for public inspection and copying.

DRAFTING INFORMATION

The principal author of this notice is
Roger Kuehnle of Employee Plans (Tax
Exempt and Government Entities Divi-
sion).  For further information regarding
this notice, please contact the Employee
Plans’ taxpayer assistance telephone ser-
vice at (202) 622-6074/6075 (not toll-free
numbers) between the hours of 1:30 and
3:30 p.m. Eastern Time, Monday through
Thursday.

Weighted Average Interest Rate
Update

Notice 2000–40

Notice 88–73 provides guidelines for de-
termining the weighted average interest
rate and the resulting permissible range of
interest rates used to calculate current lia-
bility for the purpose of the full funding
limitation of § 412(c)(7) of the Internal
Revenue Code as amended by the Omnibus
Budget Reconciliation Act of 1987 and as
further amended by the Uruguay Round
Agreements Act, Pub. L. 103-465 (GATT).

The average yield on the 30-year Trea-
sury Constant Maturities for June 2000 is
5.93 percent.    

The following rates were determined for
the plan years beginning in the month
shown below.

July 24, 2000 134 2000–30  I.R.B.

90% to 105% 90% to 110%
Weighted Permissible Permissible 

Month Year Average Range Range 

July 2000 5.99 5.39 to 6.29 5.39 to 6.59

Drafting Information

The principal author of this notice is
Todd Newman of the Employee Plans, Tax
Exempt and Government Entities Division.
For further information regarding this no-
tice, call the Employee Plans Actuarial hot-
line, (202) 622-6076 between 2:30 and
3:30 p.m. Eastern time (not a toll-free num-
ber).  Mr. Newman’s number is (202) 622-
8458 (also not a toll-free number).
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