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Notice 98-49: 
Reporting for 
Recharacterized 
Contributions 

T h e IRS has recent ly f t i r n i s h e d s p e c i a l 
i n s t r u c t i o n s e x p l a i n i n g the r e p o r t i n g 
d u t i e s for r e c h a r a c t e r i z e d c o n t r i b u t i o n s . 

T h e IRS has d e c i d e d to n o t c h a n g e the 
1998 F o r m 1099-R or F o r m 5498 as p r e v i ­
o u s l y i s s u e d . P r e s u m a b l y , it is too late i n 
the y e a r to c h a n g e these f o r m s e v e n 
t h o u g h s o m e changes m a y be d e s i r a b l e . 
T o o m a n y f o r m s p r i n t e d . T o o m a n y soft­
w a r e p r o g r a m s w r i t t e n . 

T h e IRS, h o w e v e r , has d e c i d e d to m o d i ­
fy the p r e v i o u s l y i s s u e d i n s t r u c t i o n s for 
c o m p l e t i n g these r e p o r t i n g f o r m s . T h e 
IRS has n o w i ssued N o t i c e 98-49. 

T h e ru les set forth i n N o t i c e 98-49 w i l l 
g o v e r n for 1998 r e p o r t i n g p u r p o s e s if the 
r e c h a r a c t e r i z a t i o n o c c u r s i n c a l e n d a r year 
1998, a n d if there is a n y i n c o n s i s t e n c y 
b e t w e e n these ru les a n d those f o u n d i n 
the i n s t r u c t i o n s for the 1998 F o r m 5498 or 
1099-R. If the r e c h a r a c t e r i z a t i o n s o c c u r s 
i n c a l e n d a r year 1999 or later, t h e n the 
c u s t o d i a n or trustee w i l l r e p o r t i n accor­
d a n c e w i t h the then c u r r e n t IRS i n s t r u c ­
t ions . 

W e a d m i t to b e i n g s o m e w h a t s u r p r i s e d 
b y the a p p r o a c h the IRS has a d o p t e d . 
E v e n t h o u g h the statute uses the t e r m i ­
n o l o g y of a trustee-to-trustee transfer to 
d e s c r i b e the s i t u a t i o n w h e n an I R A o w n e r 
elects to treat a c o n t r i b u t i o n as h a v i n g 
b e e n m a d e to the s e c o n d I R A a n d n o t the 
first I R A , the I R S a d o p t s the a p p r o a c h 
that this m o v e m e n t of I R A f u n d s or assets 
is r e p o r t a b l e . T h a t is , the i n v o l v e d cus to­
d i a n s / t r u s t e e s w i l l n e e d to generate the 
F o r m 1099-R a n d F o r m 5498 to the IRS 
a n d the I R A o w n e r . T h e I R S has request ­
e d c o m m e n t s o n their a p p r o a c h for 1998 
a n d the i r p r o p o s a l for later years . 

R e p o r t i n g b y t h e C u s t o d i a n o r 

T r u s t e e o f t h e F i r s t I R A 

T h e c o n t r i b u t i o n to be r e c h a r a c t e r i z e d 
(be it r o l l o v e r , c o n v e r s i o n o r 
r e g u l a r / a n n u a l ) w i l l be r e p o r t e d o n a 
1998 F o r m 5498. 

A r e c h a r a c t e r i z a t i o n w h i c h o c c u r s i n 
1998 w i l l be r e p o r t e d as a d i s t r i b u t i o n o n 
the 1998 F o r m 1099-R s h o w i n g C o d e G 
(for d i rec t r o l l o v e r ) a n d s h o w i n g the gross 
a m o u n t ( c o n t r i b u t i o n a n d e a r n i n g s ) i n B o x 
1 (gross d i s t r i b u t i o n ) a n d z e r o (0) i n B o x 
2a (taxable a m o u n t ) . 

It is an t i c ipa t ­
ed that a rechar­
a c t e r i z a t i o n 
w h i c h o c c u r s in 
1999 w i l l be 
r e p o r t e d as a 
d i s t r i b u t i o n on 
the 1999 F o r m 
1099-R s h o w i n g 
C o d e R (for a 
recharac ter iza ­
t ion) a n d s h o w ­
i n g the gross 
a m o u n t ( contr i ­
b u t i o n a n d e a r n i n g s ) i n B o x 1 a n d z e r o (0) 
i n B o x 2a (taxable a m o u n t ) . 
R e p o r t i n g b y t h e C u s t o d i a n o r 

T r u s t e e o f t h e S e c o n d I R A 

A r e c h a r a c t e r i z a t i o n c o n t r i b u t i o n w h i c h 
is r e c e i v e d o n or before D e c e m b e r 31, 
1998, is to be r e p o r t e d b y the c u s t o d i a n o r 
trustee of the s e c o n d I R A as a r o l l o v e r 
c o n t r i b u t i o n o n a 1998 F o r m 5498. 

It is a n t i c i p a t e d that a r e c h a r a c t e r i z a t i o n 
w h i c h o c c u r s i n 1999 (i.e. after D e c e m b e r 
31,1998) w i l l c o n t i n u e to be r e p o r t e d as a 
r o l l o v e r c o n t r i b u t i o n , b u t there w i l l be 
three a d d i t i o n a l r e q u i r e m e n t s . F i r s t , the 
check b o x e n t i t l e d " R o t h c o n v " o n the 
1998 F o r m 5498 w i l l be r e t i t l e d to i d e n t i f y 
a c o n t r i b u t i o n as a r e c h a r a c t e r i z a t i o n . 
S e c o n d , the c u s t o d i a n or trustee w i l l check 
b o t h the r e c h a r a c t e r i z a t i o n b o x a n d the 
b o x that i d e n t i f i e s the t y p e of I R A 
i n v o l v e d . T h i r d , the r e c h a r a c t e r i z a t i o n 
m u s t be r e p o r t e d o n a 1999 F o r m 5498, 
separate f r o m a n y other 1999 F o r m 5498 
o t h e r w i s e r e q u i r e d for the s e c o n d I R A . I Q 

Can Roth IRAs 
Go Back and 
Forth? 

T h e r e has b e e n m u c h w r i t t e n i n recent 
w e e k s i n n e w s p a p e r s a n d other i n v e s t ­
m e n t p e r i o d i c a l s a b o u t i n d i v i d u a l s w h o 
m a d e a R o t h c o n v e r s i o n c o n t r i b u t i o n 
w a n t i n g to u n d o it a n d t h e n m a k e the 
R o t h c o n v e r s i o n a g a i n . O r , m a y b e a t h i r d 
or f o u r t h t ime ! M a n y w r i t e r s h a v e s a i d , 
" s u r e it c a n be d o n e a n d there are no l i m ­
i t s . " T h e l a w m a y not be set t led o n this 
topic . It is c e r t a i n l y not as c lear as it 
s h o u l d be. 

If it w o u l d be p e r m i s s i b l e , w h o w o u l d 
w a n t to d o it? M o s t R o t h I R A a c c o u n -
t h o l d e r s c o n v e r t because the v a l u e of 
m a n y n o n - F D I C i n s u r e d i n v e s h n e n t s has 
d e c r e a s e d s i g n i f i c a n d y . 

A n e x a m p l e . O n M a r c h 3 ,1998 , C l a r e 
W i n d o r s k i m a d e a R o t h C o n v e r s i o n c o n ­
t r i b u t i o n of $200,000. A s of September 30, 
1998, it n o w has a fair m a r k e t v a l u e of 
$160,000. M u s t she use the 4-year s p r e a d 
o n $200,000 (i.e. a s p r e a d of $50,000 p e r 
year) or c o u l d she use the 4-year s p r e a d 
o n $160,000 (or $40,000 p e r year)? T h a t is , 
s h o u l d she recharac ter ize the o r i g i n a l 
$200,000 b y t r a n s f e r r i n g the n o w $160,000 
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Roth IRAs—Continued from page 1 

b a c k to the t r a d i t i o n a l I R A a n d t h e n d o 
another R o t h c o n v e r s i o n , b u t this t i m e 
she w i l l i n c l u d e o n l y $40,000 i n i n c o m e 
for each of the f o u r years? If C l a r e is i n 
the 28% m a r g i n a l tax b r a c k e t a n d is 
a l l o w e d to u n d o the c o n v e r s i o n b y 
r e c h a r a c t e r i z i n g it a n d t h e n r e c o n v e r t i n g , 
then she w i l l p a y $11,200 less i n taxes. 

W i t h s u c h s u b s t a n t i a l tax s a v i n g s , it is 
v e r y u n d e r s t a n d a b l e w h y i n d i v i d u a l s 
w o u l d w a n t to d o this - r e c h a r a c t e r i z e 
a n d reconver t . 

T h e p r o b l e m is - the p r o p o s e d r e g u l a ­
t i o n w h i c h the I R S i s s u e d o n the subject 
of r e c h a r a c t e r i z a t i o n e i ther d o e s not 
a d d r e s s the subject of h o w m a n y c o n v e r ­
s i o n c o n t r i b u t i o n s m a y be d o n e o r it g i v e s 
a n u n w a n t e d a n s w e r . W e t h i n k it g i v e s 
the u n w a n t e d a n s w e r . 

Q & A - 6(b) of the p r o p o s e d r e g u l a t i o n 
states that " t h e e l e c t i o n a n d trustee-to-
trustee transfer m u s t o c c u r o n o r be fore 
the d u e d a t e . . .and the election cannot be 
revoked after the transfer." 

D o e s a n a t t e m p t to r e c o n v e r t the 
$140,000 i n the a b o v e e x a m p l e const i tu te 
a n a t tempt to r e v o k e the r e c h a r a c t e r i z e d 
c o n t r i b u t i o n ? W e t h i n k it does . T h i s 
means the back a n d f o r t h a p p r o a c h is not 
a u t h o r i z e d b y the IRS. T h e R o t h a c c o u n -
t h o l d e r c a n u n d o the R o t h c o n v e r s i o n (i.e. 
m o v e the n o w $160,000 b a c k to the t r a d i ­
t i o n a l I R A a n d not h a v e to i n c l u d e a n y 
a m o u n t i n i n c o m e because there has been 
n o taxable d i s t r i b u t i o n ) , b u t the t a x p a y e r 
cannot reconver t . 

W e w o u l d t h i n k th»at i f the I R A a c c o u n -
t h o l d e r h a d a n o t h e r or d i f fe rent t r a d i t i o n ­
al I R A , that he o r she c o u l d c o n v e r t that 
one, as it is a d i f f e r e n t I R A , or if there 
w e r e o ther n o n c o n v e r t e d f u n d s i n the t ra ­
d i t i o n a l I R A , those f u n d s c o u l d be c o n ­
v e r t e d . 

Y o u r R o t h I R A a c c o u n t h o i d e r s w i l l 
n e e d to act u p o n the a d v i c e of their o w n 
a d v i s o r s . Y o u r f i n a n c i a l i n s t i t u t i o n m u s t 
d o w h a t is necessary to protect it f r o m 
later c l a i m s , " b u t I n e v e r w o u l d h a v e 
d o n e i t , b u t for w h a t y o u t o l d m e . " W e 
r e c o m m e n d a w r i t t e n not i ce s t a t i n g that i f 
t h e y d o the " b a c k a n d f o r t h " t ransac t ions 
that they a s s u m e tota l r e s p o n s i b i l i t y for 
s u c h t ransact ions . 

T h e I R S does h a v e the a u t h o r i t y to l i m i t 
s u c h r e c h a r a c t e r i z a t i o n s . T h e s t a t u t o r y 
a u t h o r i t y for r e c h a r a c t e r i z a t i o n s is 
In terna l R e v e n u e C p d e S e c t i o n 408A(6) (A) 
w h i c h reads , "Except as provided by the 
Secretary, if, o n o r be fore the d u e date for 
a n y taxable year , a t a x p a y e r t r a n s f e r s . . . " 
T h e Secretary has p r o v i d e d a l i m i t i n the 
p r o p o s e d r e g u l a t i o n . F Q 

Detailed 
Explanation -
Recharacterized 
Contributions 

T h e f o l l o w i n g d i s c u s s i o n is b a s e d u p o n 
the IRS ' r e c e n t l y i s s u e d p r o p o s e d r e g u l a ­
t i o n 1 .408A. 

A n e w l a w p e r m i t s a p e r s o n to elect to 
treat a c o n t r i b u t i o n m a d e to a R o t h I R A o r 
t r a d i t i o n a l I R A (i.e. the f i r s t c o n t r i b u t i o n ) 
as m a d e to the o t h e r t y p e of I R A (i.e.the 
s e c o n d I R A ) . T h i s c a n be a c c o m p l i s h e d b y 
m e a n s of a t rustee- to- t rustee transfer or it 
c a n be d o n e b y a n i n t e r n a l t ransfer w i t h 
the s a m e trustee. 

P r e s u m a b l y , the r e a s o n for th is n e w l a w 
is that the l a w m a k e r s t h o u g h t it w a s d e s i r ­
ab le to create a m e t h o d to correct a n 
excess or u n w a n t e d c o n t r i b u t i o n w h i c h 
d o g s not r e q u i r e an a c t u a l d i s t r i b u t i o n . 
T h e l a w m a k e r s d e f i n i t e l y w a n t e d to g i v e 
those p e o p l e w h o d i d not sat is fy the 
$100,000 l i m i t a w a y to u n d o the c o n v e r ­
s i o n . H o w e v e r , there are m a n y reasons a 
p e r s o n w h o i n i t i a l l y m a k e s a c o n t r i b u t i o n 
to a R o t h I R A a n d t h e n d e c i d e s he or she 
s h o u l d not h a v e dpn-e so , o r v i c e vGrsa. 

T h e c o n c e p t is : the c o n t r i b u t i o n as made 
to the f irst I R A w h i c h is b e i n g recharacter­
i z e d is t reated o n the i n d i v i d u a l ' s federal 
i n c o m e tax r e t u r n as h a v i n g b e e n o r i g i n a l ­
l y c o n t r i b u t e d to the s e c o n d I R A o n the 
s a m e date a n d ( i n the case of r e g u l a r c o n ­
t r i b u t i o n ) for the s a m e taxable-year that 
the c o n t r i b u t i o n w a s m a d e to the F irs t 
I R A . T h e i n c o m e is c o n s i d e r e d e a r n e d b y 
the s e c o n d I R A . A r e c h a r a c t e r i z e d c o n t r i ­
b u t i o n is n o t t reated as a r o l l o v e r for p u r ­
poses of the o n e - r o U o v e r - p e r - y e a r l i m i t a ­
t i o n . 

T h i s e l e c t i o n c a n be m a d e o n l y if 
a c c o m p l i s h e d o n o r b e f o r e the d u e date 
( i n c l u d i n g ex tens ions ) for f i l i n g the p e r ­
s o n ' s F e d e r a l i n c o m e tax r e t u r n for the 
t a x a b l e y e a r for w h i c h the c o n t r i b u t i o n 
w a s m a d e to the F i r s t I R A . F o r th is p u r ­
p o s e , a n a c t u a l d i s t r i b u t i o n f r o m a t r a d i ­
t i o n a l I R A late i n a c a l e n d a r year w h i c h is 
t h e n r o l l e d o v e r to a R o t h I R A ( c o n v e r s i o n 
m e t h o d #1) i n the f o l l o w i n g c a l e n d a r y e a r 
is t reated as b e i n g c o n t r i b u t e d i n the e a r l i ­
er c a l e n d a r y e a r . T h i s m e a n s that the elec­
t i o n m u s t b e m a d e b y A p r i l 15 ( p l u s 
ex tens ions ) of the f irst s u c c e e d i n g year 
a n d n o t the s e c o n d s u c c e e d i n g year . 

A n e l e c t i o n to recharac ter ize a c o n t r i b u ­
t i o n c a n n o t be r e v o k e d after the t ransfer . 

I n o r d e r to J iavfi .a . q u a l i f y i n g recharac ­
t e r i z a t i o n , the net i n c o m e a t t r ibutab le to 
the c o n t r i b u t i o n b e i n g r e c h a r a c t e r i z e d 
m u s t be t r a n s f e r r e d to the S e c o n d I R A . 
T h e m e t h o d u s e d to ca lcula te the net 
i n c o m e is the m e t h o d u s e d to ca lcu la te the 
e a r n i n g s assoc ia ted w i t h a n excess c o n t r i ­
b u t i o n to a t r a d i t i o n a l I R A . 

A p e r s o n c a n n o t (i.e. is not e l i g i b l e to) 
r e c h a r a c t e r i z e e m p l o y e r c o n t r i b u t i o n s to a 
S I M P L E - I R A or a S E P - I R A as c o n t r i b u ­
t i o n s to a n o t h e r type of I R A . 

A p e r s o n c a n n o t recharac ter ize a c o n t r i ­
b u t i o n to the F i rs t I R A if it w a s a tax-free 
c o n t r i b u t i o n (i.e. a r o l l o v e r or a transfer) . 
H o w e v e r , if a p e r s o n has m a d e a n o n q u a l ­
i f y i n g r o l l o v e r or transfer , then it is treat­
e d as a r e g u l a r c o n t r i b u t i o n (albeit a n 
excess c o n t r i b u t i o n ) w h i c h m e a n s it d o e s 
q u a l i f y for r e c h a r a c t e r i z a t i o n . 

T h e fact that a r o l l o v e r or t ransfer (i,e, a 
tax-free transfer) has o c c u r r e d f r o m the 
F i r s t I R A to a s u b s e q u e n t I R A d o e s not 
m e a n that the I R A c o n t r i b u t o r cannot 
r e c h a r a c t e r i z e the i n i t i a l c o n t r i b u t i o n as 
l o n g as the o t h e r r u l e s are met . T h e subse­
q u e n t I R A is d e e m e d to be the f irst I R A 
f o r fhese p u r p o s e s . T h e r o l l o v e r o r t rans­
fer is i g n o r e d a n d the c h a r a c t e r i z a t i o n is 
p e r m i s s i b l e . 

In o r d e r to m a k e a n e lec t ion to rechar­
ac ter ize a c o n t r i b u t i o n , the I R A c o n t r i b u ­
t o r / t a x p a y e r m u s t d o the f o l l o w i n g . H e 
o r she m u s t n o t i f y b o t h the c u s t o d i a n / 
i r i i s l e e of the F i rs t I R A a n d the S e c o n d 
I R A that he o r she h a s e lec ted to treat the 
c o n t r i b u d o n as h a v i n g b e e n m a d e to the 
S e c o n d I R A , i n s t e a d of the F irs t I R A for 
F e d e r a l i n c o m e tax p u r p o s e s . T h i s n o t i f i ­
c a t i o n m u s t be f u r n i s h e d o n the date of 
the t ransfer (i.e. s i m u l t a n e o u s l y ) o r be fore 
the d a t e of the transfer . T h e n o t i f i c a t i o n 
m u s t a l so i n c l u d e the f o l l o w i n g i n f o r m a ­
t i o n : 
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1. T y p e a n d a m o u n t of the c o n t r i b u t i o n 
to the F irs t I R A that is to be recharacter­
i z e d ; 

2. T h e date o n w h i c h the i n i t i a l c o n t r i ­
b u t i o n w a s m a d e ; 

3. A d i r e c t i o n to the c u s t o d i a n or 
trustee of the F i rs t I R A to transfer it in a 
c u s t o d i a n / t r u s t e e - t o - c u s t o d i a n / t r u s t e e 
transfer the a m o u n t of the c o n t r i b u t i o n 
p l u s the a i i o c a b i e net i n c o m e to the custo­
d i a n / t r u s t e e of the S e c o n d I R A ; 

4. T h e n a m e of the f irst trustee a n d the 
s e c o n d trustee; a n d 

5. A n y a d d i t i o n a l i n f o r m a t i o n n e e d e d 
to m a k e the transfer . 

T h e IRS has f u r n i s h e d the f o l l o w i n g 
e x a m p l e s to i l lus t ra te these ru les . 

Example 1. In 1998, Individual C converts 

the entire amount in his traditional IRA to a 

Roth IRA. Individual C thereafter determines 

that his modified AG! for 1998 exceeded 

$100,000 so that he was Ineligible to have 

made a conversion in that year. Accordingly, 

prior to the due date (plus extensions) for fil­

ing the individual 's Federal income tax 

return for 1998, he decides to recharacterize 

the conversion contribution. He instructs the 

trustee of the Roth IRA (FIRST IRA) to 

transfer in a trustee-to-trustee transfer the 

amount of the contribution, plus net income, 

to the trustee of a new traditional IRA (SEC­

OND IRA). The individual notifies the trustee 

of the FIRST IRA and the trustee of the 

SECOND IRA that he is recharacterizing his 

IRA contribution (and provides the other 

information described in A-6 of the regula­

tion). On the individual's Federal income tax 

return for 1998, he t reats the or ig inal 

amount of the conversion as having been 

contributed to the SECOND IRA and not the 

Roth IRA. As a result, for Federal tax pur­

poses, the contribution is treated as having 

been made to the SECOND IRA and not the 

Roth IRA. The result would be the same if 

the conversion amount had been transferred 

in a tax-free transfer to another Roth IRA 

prior to the recharacterization. 

Example 2. In 1998, an individual makes a 

$2,000 regular contribution for 1998 to his 

traditional IRA (FIRST IRA). Prior to the due 

date (plus extensions) for filing the individ­

ual's Federal income tax return for 1998, he 

decides that he would prefer to contribute to 

a Roth IRA instead. The individual instructs 

the trustee of the FIRST IRA to transfer in a 

trustee-to-trustee transfer the amount of the 

contribution, plus attributable net income, to 

the trustee of a Roth IRA (SECOND IRA). 

The individual notifies the trustee of the 

FIRST IRA and the trustee of the SECOND 

IRA that he is recharacterizing his $2,000 

contribution for 1998 (and provides the other 

information described in A-6 of the regula­

tion). On the individual's Federal income tax 

return for 1998, he treats the $2,000 as hav­

ing been contributed to the Roth IRA for 

1998 and not to the traditional IRA. As a 

result, for Federal tax purposes, the contri­

bution is treated as having been made to the 

Roth IRA for 1998 and not to the traditional 

IRA. The result would be the same if the 

conversion amount had been transferred in 

a tax-free transfer to another traditional IRA 

prior to the recharacterization. 

Example 3. The facts are the same as in 

Example 2, except that the $2,000 regular 

contribution is initially made to a Roth IRA 

and the recharacterizing transfer is made to 

a traditional IRA. On the individual's Federal 

income tax return for 1998, he treats the 

$2,000 as having been contributed to the 

traditional IRA for 1998 and not the Roth 

IRA. As a result, for Federal tax purposes, 

the contribution is treated as having been 

made to the traditional IRA for 1998 and not 

the Roth IRA. The result would be the same 

if the contribution had been transferred in a 

tax-free transfer to another Roth IRA prior to 

the recharacterization, except that the only 

Roth IRA trustee the individual must notify is 

the one actually making the recharacteriza­

tion transfer. 

Example 4. In 1998, an individual receives a 
distribution from traditional IRA 1 and con­

tributes the entire amount to traditional IRA 2 

in a rollover contribution described in section 

408(d)(3). In this case, the individual cannot 

elect to recharacterize the contribution by 

transferring the contribution amount, plus net 

income, to a Roth IRA, because an amount 

contributed to an IRA in a tax-free transfer 

cannot be recharacterized. However, the 

individual may convert (other than by rechar­

acterization) the amount in traditional IRA 2 

to a Roth IRA at any time, provided the 

requirements of § 1,408A-4 A-1 are satis­

fied. 

Reporting a 
Distribution from 
a ''Combo^' Roth 
IRA 

P r i o r to the technica l correc t ions , the 
I R S w a s s t r o n g l y r e c o m m e n d i n g that 
R o t h I R A c o n v e r s i o n c o n t r i b u t i o n s not be 
c o m b i n e d w i t h a n y a n n u a l R o t h I R A c o n ­
t r i b u t i o n s . T h e IRS has n o t yet p u b l i c l y 
s tated i f it is s t i l l m a k i n g this r e c o m m e n ­
d a t i o n . T h e p r i m a r y reason w a s that the 
f i ve -year h o l d i n g r e q u i r e m e n t a p p l i e d 
s e p a r a t e l y to R o t h I R A c o n v e r s i o n c o n t r i ­
b u t i o n s f r o m a n n u a l R o t h I R A c o n t r i b u ­
t ions . 

R e g a r d l e s s of w h e t h e r the IRS changes 
its p o s i t i o n o n this i ssue, it w a s p o s s i b l e 
u n d e r the " o l d " l a w a n d is n o w p o s s i b l e 
u n d e r the " n e w " l a w to c o m b i n e a n a n n u ­
al R o t h I R A c o n t r i b u t i o n w i t h a R o t h I R A 
c o n v e r s i o n c o n t r i b u t i o n w i t h i n the s a m e 
R o t h I R A . T h e I R S i n N o t i c e 98-49 has 
a d d r e s s e d the f o l l o w i n g a d m i n i s t r a t i v e 
q u e s t i o n : W h a t reason c o d e i n b o x 7 of the 
F o r m 1099-R is to be u s e d if there is a d i s ­
t r i b u t i o n f r o m s u c h a R o t h I R A ? T h e I R S 
has s a i d i n N o t i c e 98-49 that C o d e K 
( D i s t r i b u t i o n f r o m a 1998 R o t h 
C o n v e r s i o n I R A i n the f irst 5 years) m u s t 
be u s e d . P r e s u m a b l y , the I R S a d o p t s th is 
p o s i t i o n because the I R A c u s t o d i a n o r 
trustee does not r e a l l y k n o w w h a t p o r t i o n 
of the d i s t r i b u t i o n is a t t r i b u t a b l e to a n n u ­
al c o n t r i b u t i o n s v e r s u s c o n v e r s i o n c o n t r i ­
b u t i o n s because of the a g g r e g a t i o n ru les . U-

Required 
Distributions 
f rom a Roth IRA 

It m a y be s o m e w h a t s u r p r i s i n g , b u t 
there are r e q u i r e d d i s t r i b u t i o n ru les 
w h i c h a p p l y to R o t h I R A s . T h e r e are n o 
d i s t r i b u t i o n s m a n d a t e d w h i l e the R o t h 
I R A a c c o u n t h o l d e r is a l i v e , b u t d i s t r i b u ­
t ions are m a n d a t e d after the R o t h a c c o u n ­
t h o l d e r d i e s . W h a t m a k e s this subject c o n ­
f u s i n g , is that the r u l e s w h i c h a p p l y after 
a R o t h I R A a c c o u n t h o l d e r d i e s are to be 
s i m i l a r to those ru les w h i c h a p p l y to a tra­
d i t i o n a l I R A a c c o u n t h o l d e r if he o r she 
dies be fore h i s or h e r r e q u i r e d b e g i n n i n g 
date. G e n e r a l l y , these are the f i v e - y e a r 
r u l e a n d the l i f e - d i s t r i b u t i o n r u l e . 

In late 1997, the I R S w r o t e its m o d e l 
R o t h f o r m s to c o n t a i n the f o l l o w i n g r u l e s . 

If the s u r v i v i n g s p o u s e is the so le 
b e n e f i c i a r y o n the d e p o s i t o r ' s date of 
d e a t h , then the s p o u s e w i l l be t reated as 
the R o t h I R A a c c o u n t h o l d e r . T h a t is , th is 
R o t h I R A w i l l b e c o m e the R o t h I R A of the 
s u r v i v i n g s p o u s e . N o e lec t ion is r e q u i r e d . 

Continued on page 4 



Required Distributions—Continued from page 3 

If the s u r v i v i n g s p o u s e is not the so le 
b e n e f i c i a r y , then each b e n e f i c i a r y of the 
R o t h I R A ( i n c l u d i n g a s p o u s e b e n e f i c i a r y ) 
w i l l be r e q u i r e d to w i t h d r a i y m i n i m u n i 
d i s t r i b u t i o n s a c c o r d i n g to the f o l l o w i n g 
ru les . E a c h b e n e f i c i a r y w i l l h a v e the r i g h t 
to c h o o s e h o w h e o r she w i l l c o m p l y w i t h 
these r u l e s u n l e s s the d e c e a s e d a c c o u n t -
h o l d e r has m a n d a t e d a c e r t a i n d i s t r i b u ­
t i o n m e t h o d . 

O p t i o n #1 i s the s t a n d a r d f i v e - y e a r r u l e . 
A l l assets of the R o t h i n h e r i t e d I R A m u s t 
be d i s t r i b u t e d o n o r before D e c e m b e r 31 
of the y e a r c o n t a i n i n g the f i f th a n n i v e r ­
s a r y of the a c c o u n t h o l d e r ' s d e a t h . 

O p t i o n #2 is the l i f e - d i s t r i b u t i o n r u l e . 
A s w i t h the t r a d i t i o n a l I R A , the b e n e f i c i a ­
r y m u s t c o m m e n c e this m e t h o d no later 
t h a n D e c e m b e r 31 of the y e a r after the 
year of the a c c o u n t h o l d e r ' s d e a t h . T h e c a l ­
c u l a t i o n s to d e t e r m i n e the l i f e - e x p e c t a n c y 
factor w i l l be: d e t e r m i n e the age of the 
b e n e f i c i a r y as of the b e n e f i c i a r y ' s b i r t h d a y 
i n the year d i s t r i b u t i o n s are r e q u i r e d to 
b e g i n (i.e. the year after the y e a r of death) 
a n d this factor w i l l be r e d u c e d b y o n e for 
each s u c c e e d i n g year . T h e ba lance to be 
u s e d i n the c a l c u l a t i o n is — the ent i re 
interest i n the i n h e r i t e d a c c o u n t as of the 

. close of b u s i n e s s o n D e c e m b e r 31 of the 
p r e c e d i n g year . 

N o t e that the age to be u s e d for a 
s p o u s e b e n e f i c i a r y is the b e n e f i c i a r y ' s age 
i n the year the a c c o u n t h o l d e r d ies , a n d is 
not the year he or she w o u l d h a v e r e a c h e d 
age 70 V2. T h e s p o u s e b e n e f i c i a r y is not 
p e r m i t t e d to elect to use the r e c a l c u l a t i o n 
m e t h o d . T h e age of « a e h b e n e f i c i a r y is 
d e t e r m i n e d a n d u s e d ; not just the age of 
the o l d e s t b e n e f i c i a r y as is d o n e w i t h the 
t r a d i t i o n a l I R A . 

T h e I R S has n o w p r e s e n t e d a d i f f e r e n t 
a p p r o a c h (i.e. d i f f e r e n t rules) i n its p r o ­
p o s e d r e g u l a t i o n a n d N o t i c e 98-49. It m a y 
be p o s s i b l e that the TRS w i l l r e v i s e its 
M o d e l f o r m s for this reason a n d for s o m e 
other reasons. 

In n e w l y re leased N o t i c e 98-49, the IRS 
stated that the m o d e l f o r m s c a n be 
a m e n d e d to g i v e a s u r v i v i n g s p o u s e w h o 
is the sole d e s i g n a t e d b e n e f i c i a r y the 
o p t i o n of n o t t rea t ing the R o t h I R A as h i s 
o r h e r o w n . 

I n the p r o p o s e d r e g u l a t i o n , the IRS 
states the r u l e s as they p r o b a b l y s h o u l d 
h a v e b e e n s ta ted i n the m o d e l R o t h I R A 
f o r m s . T h e f o l l o w i n g s ta tement is m a d e : 

"The minimum distribution rules apply to 
the Roth IRA as tlwiigh the Roth IRA owner 
died before his or her required beginning date. 
Thus, generally, the entire interest in the Roth 
IRA must be distributed by the end of the fifth 

calendar year after the year of the owner's 
death unless the interest is payable to a desig­
nated beneficiary over a period not greater 
than titat beneficiary's life expectancy and dis­
tribution commences before the end of the cal­

endar year following the year of death. If the 
sole beneficiary is the decedent's spouse, such 
spouse may delay distributions until the dece­
dent would have attained age 70'/2 or may 
treat the Roth IRA .as his pr her own," jfv 

• • • Check It Out • • • 
Question: W i l l distributions from a Roth IRA ever have the result that the tax­

payer wil l have all or some portion of his or her social security benefits become 
subject to income tax? If one must include nontaxable interest in the calculation, 
shouldn't one be required to include the nontaxable distributions from a Roth I R A 
in the calculation? 

/ A n s w e r . A s the l a w is w r i t t e n , those d i s t r i b u t i o n s f r o m a R o t h I R A w h i c h are 
ent i t l ed to be e x c l u d e d f r o m i n c o m e w i l l N O T h a v e the effect o f i n c r e a s i n g the 
a m o u n t of i n c o m e tax a p e r s o n w i l l p a y w i t h respect to h is or her s o c i a l s e c u r i t y b e n ­
efits. 

W a r n i n g . A s y o u k n o w , tax l a w s m a y be r e w r i t t e n at the w i l l of C o n g r e s s a n d the 
P r e s i d e n t . T h u s , w h a t is n o t taxable t o d a y m a y be taxable t o m o r r o w . 

N o t e that d i s t r i b u t i o n s f r o m a R o t h I R A w h i c h are n o t e n t i t l e d to be e x c l u d e d 
f r o m i n c o m e (i.e. m u s t be i n c l u d e d i n i n c o m e ) m a y h a v e the effect o f i n c r e a s i n g the 
a m o u n t of i n c o m e tax a p e r s o n w i l l p a y w i t h respect to h is o r h e r soc ia l s e c u r i t y 
benef i t s as d o e s the a m o u n t c o n v e r t e d f r o m a t r a d i t i o n a l I R A to a R o t h I R A . 

Situation/Question: You have a customer who wishes to move funds from her 
Tax-Sheltered A n n u i t y (TSA) (section 403(b)) i n t o an I R A v i a a rollover or a d i r e c t 
rollover. Your customer is well over age 70 1/2. You asked about her R M D calcula­
tions - the calculation which applied to the T S A and the calculation to be used for 
the I R A . D o R M D rules a p p l y to s e c t i o n 403(b) plans? 

/ A n s w e r . Y e s . S p e c i a l R M D r u l e s d o a p p l y for T S A s . T h e R M D rules w e r e first 
a p p l i e d to T S A s as of 1-1-87. T h e r e f o r e , the l a w g r a n d f a t h e r e d i n the " b a l a n c e s " as of 
12-31-86. T h e o l d l a w c o n t i n u e s to g o v e r n the 12-31-86 ba lance a n d the c u r r e n t R M D 
r u l e s g o v e r n a m o u n t s c o n t r i b u t e d o r a c c u m u l a t e d after 12-31-86. In g e n e r a l , the 
R M D rules w h i c h a p p l y to T S A b a l a n c e s a c c u m u l a t e d after 12-31-86 are the s a m e 
r u l e s w h i c h a p p l y to I R A s . 

T h e g e n e r a l r u l e of law is that w h e n f u n d s m o v e f r o m o n e t y p e of r e t i r e m e n t 
a c c o u n t in to a n o t h e r t y p e , the s p e c i a l r u l e s w h i c h a p p l i e d to the t r a n s m i t t i n g a c c o u n t 
n o l o n g e r a p p l y . F o r e x a m p l e , w h e n f u n d s are m o v e d f r o m a q u a l i f i e d p l a n to a n 
I R A , a f u t u r e d i s t r i b u t i o n f r o m the I R A w i l l not q u a h f y for 5- o r 10-year a v e r a g i n g . 
T h u s , the s p e c i a l T S A r u l e s w h i c h m i g h t h a v e a p p l i e d to the g r a n d f a t h e r e d p o r t i o n 
w i l l n o l o n g e r a p p l y . I use the t e r m " m i g h t " because p r o p e r r e c o r d s n e e d to exist i n 
o r d e r to be a b l e to g a i n the benef i t of the g r a n d f a t h e r e d r u l e . If p r o p e r r e c o r d s w e r e 
not m a i n t a i n e d for h e r T S A , then she w a s r e q u i r e d to c o m p l y w i t h the s t a n d a r d 
R M D ru les . 

O n c e the f u n d s are I R A f u n d s , the I R A R M D r u l e s w i l l a p p l y to the ent i re ba lance . 
T h e factors n e e d e d to m a k e the I R A c a l c u l a t i o n are: (1) r e c a l c u l a t i o n v e r s u s n o n r e c a l -
c u l a t i o n a n d (2) the date of b i r t h of the d e s i g n a t e d b e n e f i c i a r y i n o r d e r to d e t e r m i n e 
the jo int or s i n g l e factor. W h a t e v e r factors a p p l i e d for the post-1986 a c c o u n t ba lance 
u n d e r the T S A s h o u l d a l s o a p p l y to the I R A . T h e T S A s h o u l d i n c l u d e a d e f a u l t p r o v i ­
s i o n - if the p e r s o n d i d n o t e x p r e s s l y elect r e c a l c u l a t i o n o r not , t h e n the T S A w i l l state 
w h i c h is d e e m e d to h a v e b e e n e lec ted . N o r m a l l y , th is is r e c a l c u l a t i o n , but not 
a l w a y s . S o m e o n e needs to l o o k at the T S A . 

If this i n f o r m a t i o n c a n n o t be f o u n d , I w o u l d suggest that y o u h a v e h e r c o n f i r m 
w h o her b e n e f i c i a r y u n d e r the a r i n u i t y w a s as of her r e q u i r e d b e g i n n i n g date . T h e n 
she s h o u l d ins t ruc t y o u to use the r e c a l c u l a t i o n o r the n o n r e c a l c u l a t i o n m e t h o d a n d 
state that she a s s u m e s r e s p o n s i b i l i t y if a n y p r o b l e m s w o u l d ar ise because proper 
r e c o r d s h a d not b e e n m a i n t a i n e d . 

The Pension Digest invites your questions and comments. Please address to "Check It Out," 
Collin W. Fritz & Associates, Ltd., P.O. Box 426, Brninerd, MN 5M01. 
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