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be reduced by any loss. Any
earnings or loss that
occurred in the first IRA will
be treated as having
occurred in the second IRA.
You may not deduct any loss
that occurred while the
funds were in the first IRA.
Also, you cannot take a
deduction for a contribution
to a traditional IRA if the
amount is later recharacter-
ized. See below for how to
report the three different
types of recharacterizations,
including the statement that
must be attached to your
return explaining the rechar-
acterization.

Situation #1
You converted an amount

from a traditional, SEP, or
SIMPLE IRA to a Roth IRA in
2001 and later recharacter-
ized all or part of the
amount back to a tradition-
al, SEP, or SIMPLE IRA. If
you only recharacterized
part of the amount convert-
ed, report the amount not
recharacterized on Form
8606. If you recharacterized
the entire amount, do not
report the recharacterization
on Form 8606. In either
case, attach a statement to
your return explaining the
recharacterization and
include the amount convert-
ed from the traditional, SEP,
or SIMPLE IRA on Form

1040, line 15a; Form 1040A,
line 11a: or Form 1040NR,
line 16a. If the recharacteri-
zation occurred in 2001, also
include the amount trans-
ferred back from the Roth
IRA on that line. If the
recharacterization occurred
in 2002, report the amount
transferred only in the
attached statement, and not
on your 2001 or 2002 tax
return (you should receive a
2002 Form 1099-R by
January 31, 2003, stating that
you made a recharacteriza-
tion of an amount converted
in the prior year).

Example. You are married
filing jointly and converted
$20,000 from your tradition-
al IRA to a new Roth IRA on
May 22, 2001. On April 10,
2002, you determine that
your 2001 modified AGI for
Roth IRA purposes will
exceed $100,000, and you
are not allowed to make a
Roth IRA conversion. The
value of the Roth IRA on that
date is $19,000. You rechar-
acterize the conversion by
transferring that entire
amount to a traditional IRA
in a trustee-to-trustee transfer.
You report $20,000 on Form
1040, line 15a. You do not
include the $19,000 on line
15(a) because it did not
occur in 2001 (you also do

Continued on page 2

In each of the last three
years the IRS has changed its
procedures for handling the
reporting of recharacteriza-
tions. The IRS has done so
again when it recently issued
the 2001 version of Form
8606. A copy of this form is
provided as an insert to this
newsletter.

You will observe an oddity
– the Instructions for the
2001 Form 8606 contain a
discussion of recharacteriza-
tions, as set forth below, but
the form itself no longer con-
tains any sections to insert
information with respect to a
recharacterization. The IRS
has concluded that the best
procedure is to have the
individual attach an explana-
tion of the recharacterization
to his or her tax return.

The IRS’ Discussion of
Reporting Recharacteriza-
tions on page 3 of the
Instructions for the Form
8606, the IRS provides:

Reporting Recharacteriza-
tions for Tax Year 2001

Any recharacterized con-
version will be treated as
though the conversion had
not occurred. Any recharac-
terized contribution will be
treated as having been origi-
nally contributed to the sec-
ond IRA, not the first IRA.
The amount transferred must
include related earnings or

IRS Revises Procedures for Reporting
Recharacterizations
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not report that amount on
your 2002 return because it
does not apply to the 2002
tax year). You attach a state-
ment to your 2001 Form
1040 explaining that you
made a conversion of
$20,000 from a traditional
IRA on May 22, 2001, and
that you recharacterized the
entire amount, which was
then valued at $19,000, back
to a traditional IRA on April
10, 2002, because your
2001 modified AGI for Roth
IRA purposes exceeded
$100,000.

Situation #2
You made a contribution

to a traditional IRA and later
recharacterized part or all of
it to a Roth IRA. If you
recharacterized only part of
the contribution, report the
nondeductible traditional
IRA portion of the remaining
contribution, if any, on Form
8606, Part I. If you recharac-
terized the entire contribu-
tion, do not report the contri-
bution on Form 8606. In
either case, attach a state-
ment to your return explain-
ing the recharacterization. If
the recharacterization
occurred in 2001, include
the amount transferred from
the traditional IRA on Form
1040, line 15a; Form 1040A,
line 11a; or Form 1040NR,
line 16a. If the recharacteri-
zation occurred in 2002,
report the amount transferred
only in the attached state-
ment.

Example. You are single,
covered by a retirement
plan, and you contributed
$2,000 to a new traditional
IRA on May 31, 2001. On
February 24, 2002, you
determine that your 2001
modified AGI of $38,000
limits the amount of your tra-

ditional IRA deduction to
$1,000. The value of your
traditional IRA on that date is
$2,200. You decide to
recharacterize $1,000 of the
traditional IRA contribution
as a Roth IRA contribution,
and have $1,100 ($1,000
contribution plus $100 relat-
ed earnings) transferred from
your traditional IRA to a Roth
IRA in a trustee-to-trustee
transfer. You deduct the
$1,000 traditional IRA contri-
bution on Form 1040. You
are not required to file Form
8606, but you must attach a
statement to your return
explaining the recharacteri-
zation. The statement indi-
cates that you contributed
$2,000 to a traditional IRA
on May 31, 2001; recharac-
terized $1,000 of that contri-
bution on February 24,
2002, by transferring $1,000
plus $100 of related earnings
from your traditional IRA to a
Roth IRA in a trustee-to-
trustee transfer; and that all
$1,000 of the remaining tra-
ditional IRA contribution is
deducted on Form 1040. You
do not report the $1,100 dis-
tribution from your tradition-
al IRA on your 2001 Form
1040 because the distribu-
tion occurred in 2002. You
do not report the distribution
on your 2002 Form 1040
because the recharacteriza-
tion related to 2001 and was
explained in an attachment
to your 2001 return.

Situation #3
You made a contribution

to a Roth IRA and later
recharacterized part or all of
it to a traditional IRA. Report
the nondeductible traditional
IRA portion, if any, on Form
8606, Part I. If you did not
recharacterize the entire
contribution, do not report

the remaining Roth IRA por-
tion of the contribution on
Form 8606. Attach a state-
ment to your return explain-
ing the recharacterization. If
the recharacterization
occurred in 2001, include
the amount transferred from
the Roth IRA on Form 1040,
line 15a; Form 1040A; line
11a; or Form 1040NR, line
16a. If the recharacterization
occurred in 2002, report the
amount transferred only in
the attached statement, and
not on your 2001 or 2002
tax return.

Example. You are single
and contributed $2,000 to a
new Roth IRA on June 14,
2001. On December 26,
2001, you determine that
your 2001 modified AGI will
allow a full traditional IRA
deduction. You decide to
recharacterize the Roth IRA
contribution as a traditional
IRA contribution and have
$2,178, the balance in the
Roth IRA account ($2,000
contribution plus $178 relat-
ed earnings), transferred from
your Roth IRA to a traditional
IRA in a trustee-to-trustee
transfer. You deduct the
$2,000 traditional IRA contri-
bution on Form 1040. You
are not required to file Form
8606, but you must attach a
statement to your return
explaining the recharacteri-
zation. The statement indi-
cates that you contributed
$2,000 to a new Roth IRA on
June 14, 2001; recharacter-
ized that contribution on
December 26, 2001, by
transferring $2,178, the bal-
ance in the Roth IRA, to a
traditional IRA in a trustee-to-
trustee transfer; and that
$2,000 of the traditional IRA
contribution is deducted on
Form 1040. You include the
$2,178 distribution on your

2001 Form 1040, line 15a.

These IRS instructions dis-
cuss the three situations which
may be recharacterized. In the
next article we also discuss
recharacterizing a 2001 contri-
bution in 2002 and we illus-
trate how the Form 1099-R
and Form 5498 will need to
be prepared. Different exam-
ples are provided. 

The IRS made the following
changes to the 2000 Form
8606 to create the 2001 ver-
sion.
(1) Lines 14b and 14c have

been deleted. (This is
where an individual listed
any recharacterized
amount and then sub-
tracted it from the total
amount of the conversion
to arrive at the net con-
version amount on the
2000 form.)

(2) Lines 18(a),(b), (c) and (d)
have been deleted.
(Recharacterizations of
2000 contributions to or
from Roth IRAs were list-
ed here.)

(3) Line 19 now requests
total distributions from
Roth IRAs in 2001, but
you are not to report
rollovers or recharacteri-
zations of Roth IRA con-
versions or contributions.

(4) Lines 20(a), (b), (c), and
(d) have been deleted
because the purpose of
these lines was for those
who chose the four-year
spread method in 1998 to
only include 1/4 of the
amount in income each
year, and 2001 is the last
year for the use of this
method.

Continued on page 3

Procedures for Reporting
Continued from page 1



Instead of listing recharac-
terizations on these lines as
in the past, the IRS has now
adopted the policy that the
accountholder attach a state-
ment to their tax return
explaining the recharacteri-
zation/conversion. CWF has
prepared Form 54-TR (see
the sample form in this
newsletter) which, when
filled out by an accounthold-
er, will contain the necessary
information the IRS requires,
and is suitable to be
attached to the individual’s
tax form as the “explana-
tion” for a recharacteriza-
tion/conversion.

Rollover — Not
an Option for a
Nonspouse IRA
Beneficiary

At one point in time, the
IRS allowed any inheriting
beneficiary to convert a
decedent’s IRA to their own,
no matter if the beneficiary
was a spouse or nonspouse.
Regulation 1.408-2(b)(7)(ii),
adopted on 8/7/80 contained
this rule. Under this regula-
tion, a 15-year-old boy
could be the beneficiary of
his deceased 70-year old
grandfather’s IRA, and could
then have tax-deferred
income in the IRA for an
additional 55 1/2 years (until
he reached aged 70 1/2).
This was an excellent bene-
fit. However, Congress
decided it was indeed “too”
good — they enacted legis-
lation to change this rule so
that only a surviving spouse
can treat an IRA as their
own. This legislation is
detailed in IRS Code section
408(d)(3)(C).

It states, “408(d)(3)(C)
Denial of Rollover Treatment
for Inherited Accounts, Etc.
— (ii)(II) such individual was
not the surviving spouse of
such other individual.”

This legislation denies
rollover treatment if the
inheriting beneficiary is a
nonspouse, but allows such
rollover treatment if the bene-
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ficiary is the surviving
spouse.

Therefore, the authority is
statutory for inherited IRAs to
not have the ability to be
rolled over. This law change
was added by public law 97-
248, and was first effective
for distributions made after
1/1/83.

Summary: A non-spouse
beneficiary can never roll
over an inherited IRA. Also,
once the distribution is
made, the funds are taxable
income to the beneficiary in
the year received. The funds
cannot be recontributed to
the IRA to avoid a taxable
event. A transfer is permissi-
ble.

person who timely files his or
her 2001 income tax return
without having made a
recharacterization may file an
amended return and still
make the recharacterization
within six months of the due
date of his or her return,
excluding extensions.

This explanation focuses on
how you can assist your cus-
tomer(s) to understand how
he or she will need to handle
the recharacterization on his
or her 2001 income tax
return. Recharacterizations
are confusing to everyone
involved. This is especially
true for 2001 contributions
which are recharacterized in
2002, because, as with excess
contributions, these recharac-
terization transactions will be
reported on the 2002 Form
1099-R and the 2002 Form
5498, which are not fur-
nished until January of 2003
and May 2003, which is obvi-
ously well after the time the
accountholder needs the
information to file his or her
2001 federal income tax
return. This is why the IRS
requires an IRA custodian to
furnish a written explanation
to the accountholder.

Three situations are cov-

ered: (1) recharacterizing a
Roth IRA contribution to be a
contribution to a traditional
IRA; 
(2) recharacterizing a contribu-
tion to a traditional IRA to be a
contribution to a Roth IRA and
(3) recharacterizing a conver-
sion contribution.

Situation #1. Annual Roth
IRA Contribution
Recharacterized to a
Traditional IRA Contribution

Lisa Water made a $2,000
contribution to a Roth IRA on
1-10-01, for 2001. The fair
market value of this IRA as of
12-31-01 was $2,100. Lisa is
not married and she is not an
active participant in an
employer-sponsored plan. Her
MAGI for 2001 was $123,000.
Therefore, she has determined
that she is not eligible to make
a contribution to a Roth IRA.
There were earnings of $180
related to the contribution of
$2,000 as of 3-3-02. One of
the methods to correct an
excess contribution is to
recharacterize it. She chose to
recharacterize this contribu-
tion plus earnings on 3-3-02.
The fair market value of this
IRA as of 12-31-02 will be
$2,400.

This time of year is the sea-
son for recharacterizations.
People are visiting their tax
accountants. The accountants
will be telling some of your
accountholders they were
ineligible to convert their tra-
ditional IRA to a Roth IRA in
2001, or, if eligible to per-
form the conversion transac-
tion, that it was not in their
best interest to have done so.
Or, they may tell the accoun-
tholder that they were ineligi-
ble to make a $2,000 contri-
bution to their Roth IRA or
that they do not wish to
make their contribution to
the traditional IRA as it is
non-deductible. The point
is—you, as an IRA custodian
or trustee, can expect to see
some of your IRA accoun-
tholders instruct you that
they want to recharacterize a
contribution he or she has
made in 2001, for 2001,
before he or she files a 2001
federal income tax return in
2002. Most such accoun-
tholders will normally com-
plete the recharacterization
on or before the tax-filing
deadline for 2001. This is
April 15, 2002. However, a
person will have until
October 15, 2002, to rechar-
acterize a contribution. A

Recharacterizing a 2001
Contribution in 2002
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Step #1. Accountholder Must
Instruct to Recharacterize

The individual must instruct
you (the IRA custodian) to
recharacterize. The individual
is required to furnish you with
very specific information. You
can make his/her task easier
by making available to your
accountholder a form such as
CWF’s Notice of Recharacteri-

zation of IRA Contributions as
set forth on page 7.
Step #2. You (the IRA
Custodian) Must Furnish an
Explanation to the
Accountholder

You should furnish an expla-
nation to your accountholder
similar to the one below.
Step #3. You Will Prepare the
Form 1099-R and Form 5498

1.You will prepare a 2001
Form 5498 to report the origi-
nal contribution to the Roth IRA
of $2,000 as shown below.

2.You will prepare a 2002
Form 1099-R to report the
“deemed” distribution from the
Roth IRA to the traditional IRA.
It should be reported as fol-
lows. Box 2 is to be completed
with the gross distribution

amount ($2,180) and box 2a is
to be completed with a 0.00.
The reason code in box 7 is to
be an “R” for recharacteriza-
tion.

3.You will prepare a 2002
Form 5498 to report the
recharacterized contribution
(plus earnings) to the tradition-
al IRA of $2,000. It should be
reported as shown below.

_______________________________________
(Name of Accountholder)

The purpose of this special explanation is to provide you with information about your
recharacterization. You will need to properly report and explain your recharacterization when
you file your 2001 federal income tax return. We have furnished to you a copy of the IRA
Recharacterization Form which you executed. The IRS’ instructions require you, as the IRA
accountholder, to do two things if you have recharacterized an IRA contribution. 

• First, you will need to complete the 2001 Form 8606 and file it with your 2001 Form
1040 (or similar form). 

• Second, you need to attach an explanation indicating the original contribution
amount, the amount which was recharacterized, and the amount of earnings which
was recharacterized.

You have recharacterized your IRA contribution. Specifically, you instructed us on
______________ to recharacterize a ■■ traditional ■■ Roth (check one) IRA contribution of
$______________ which you had made on _______________, for tax year 2001. For federal
income tax purposes your contribution will now be treated as if it had been contributed
originally to a ■■ traditional ■■ Roth (check one—must be the opposite of type checked above)
IRA. The amount of $_______________ has been recharacterized; $_______________ was the
contribution amount and $_______________ is the related earnings.

You should complete line 15(a) of your 2001 Form 1040 (or similar form) with
$_______________. This is the gross amount you recharacterized. You should also complete line
15(b), the taxable amount, with zero. Thus, you will not be required to include any amount in
income for 2001 or 2002 because of your recharacterization.

You will want to review the instructions for the Form 8606 before you complete the Form 8606. 

Accountholder ________________________________________________________________ Date __________________________

Custodian ____________________________________________________________________ Date __________________________

IRA #56-TREX (3/02) White — Custodian/Trustee     Yellow — Accountholder © 2002 Collin W. Fritz & Associates, Ltd.

Special Explanation to Accountholder for an IRA 
Recharacterization for the 2001 Tax Year

Lisa Water

3-3-02
2,000.00

2,180.00

2,180.00

2,000.00
180.00

1-10-01
X

X

Situation 1, Step #2

Roth IRA Custodian

Lisa Water

42-12344567 111-33-5555

2180.00

0.00

0.00

R

IRA Custodian

Lisa Water

42-12344567 111-33-5555

2400.00

X

2180.00

Roth IRA Custodian

Lisa Water

42-12344567 111-33-5555

2100.00

2000.00

X

Situation 1, Step #3(2)

Situation 1, Step #3(3)

Situation 1, Step #3(1)

Recharacterizing,
Continued from page 3
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Situation #2. Annual
Traditional IRA Contribution
Recharacterized to be a
Roth IRA Contribution

Sara Roe made a $2,000
contribution to a traditional
IRA on 2-10-01, for 2001
rather than a Roth IRA. The fair
market value of this traditional
IRA was $2,125 as of 12-31-
01. Sara is not married. She is
an active participant in an
employer-sponsored plan. Her
MAGI was $92,000. There
were earnings of $190 related
to the contribution of $2,000
as of 2-20-02. Sara has deter-
mined on 2-20-02 she will
recharacterize her traditional
IRA contribution to be a Roth
IRA contribution because she
is not able to claim a deduc-
tion for her $2,000 contribu-
tion to the traditional IRA. The

fair market value of this IRA as
of 12-31-02 will be $2,300.
Step #1. Accountholder Must
Instruct to Recharacterize

The individual must instruct
you (the IRA custodian) to
recharacterize. The individual
is required to furnish you with
very specific information. You
can make his or her task easier
by making available to your
accountholder a form such as
CWF’s Notice of Recharacteri-
zation of IRA Contribution as
set forth on page 7, or a similar
form.
Step #2. You (IRA Custodian)
Must Furnish an Explanation to
the Accountholder

You should furnish your
accountholder an explanation
similar to the one below.

Step #3. You Will Prepare Form
1099-R and Form 5498

1.You will prepare a 2001
Form 5498 to report the origi-
nal contribution to the tradi-
tional IRA of $2,000. It should
be reported as shown below:

2.You will prepare a 2002
Form 1099-R to report the
“deemed” distribution from the
traditional IRA to the Roth IRA.
It should be reported as fol-

lows. Box 1 is to be completed
with the gross distribution
amount ($2,180) and box 2a is
to be completed 0.00. The rea-
son code in box 7 is to be an
“R” for recharacterization.

3.You will prepare a 2002
Form 5498 to report the
recharacterized contribution
(plus earnings) to the Roth IRA
of $2,000. It should be report-
ed as shown below.

_______________________________________
(Name of Accountholder)

The purpose of this special explanation is to provide you with information about your
recharacterization. You will need to properly report and explain your recharacterization when
you file your 2001 federal income tax return. We have furnished to you a copy of the IRA
Recharacterization Form which you executed. The IRS’ instructions require you, as the IRA
accountholder, to do two things if you have recharacterized an IRA contribution. 

• First, you will need to complete the 2001 Form 8606 and file it with your 2001 Form
1040 (or similar form). 

• Second, you need to attach an explanation indicating the original contribution
amount, the amount which was recharacterized, and the amount of earnings which
was recharacterized.

You have recharacterized your IRA contribution. Specifically, you instructed us on
______________ to recharacterize a ■■ traditional ■■ Roth (check one) IRA contribution of
$______________ which you had made on _______________, for tax year 2001. For federal
income tax purposes your contribution will now be treated as if it had been contributed
originally to a ■■ traditional ■■ Roth (check one—must be the opposite of type checked above)
IRA. The amount of $_______________ has been recharacterized; $_______________ was the
contribution amount and $_______________ is the related earnings.

You should complete line 15(a) of your 2001 Form 1040 (or similar form) with
$_______________. This is the gross amount you recharacterized. You should also complete line
15(b), the taxable amount, with zero. Thus, you will not be required to include any amount in
income for 2001 or 2002 because of your recharacterization.

You will want to review the instructions for the Form 8606 before you complete the Form 8606. 

Accountholder ________________________________________________________________ Date __________________________

Custodian ____________________________________________________________________ Date __________________________

IRA #56-TREX (3/02) White — Custodian/Trustee     Yellow — Accountholder © 2002 Collin W. Fritz & Associates, Ltd.

Special Explanation to Accountholder for an IRA 
Recharacterization for the 2001 Tax Year

Sara Roe

2-20-02
2,000.00

2,190.00

2,190.00

2,000.00
190.00

2-10-01
X

X

Situation 2, Step #2

IRA Custodian

Sara Roe

42-12344567 999-88-6666

2190.00

0.00

0.00

R X

Situation 2, Step #3(2)

Situation 2, Step #3(3)

Situation 2, Step #3(1)

Continued on page 6
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Situation #3.
Recharacterizing a
Conversion Contribution
from a Traditional IRA to a
Roth IRA

Francoise Bell converted
$30,000 from her traditional
IRA to a Roth IRA on 1-15-01.
The fair market value of this
Roth IRA was $33,000 as of
12-31-01. She is not married.
Her accountant has told her
she was not eligible to make
the Roth IRA contribution for
2001, as her MAGI was
$103,000. There was income
of $3,900 related to her con-
version contribution. In order
to eliminate this excess contri-
bution, she elects to recharac-
terize this conversion contri-
bution on 3-1-02. The fair
market value of this IRA as of
12-31-02 will be $37,000.

Step #1. Accountholder Must
Instruct to Recharacterize

The individual must instruct
you (the IRA custodian) to
recharacterize. The individual
is required to furnish you with
very specific information. You
can make his or her task easi-
er by making available to your
accountholder a form such as
CWF’s Notice of
Recharacterization of IRA
Contribution asset set forth on
page 5 or a similar form.
Step #2. You (IRA Custodian)
Must Furnish an Explanation to
the Accountholder

You should furnish an
explanation to your accoun-
tholder similar to the one
below:
Step #3. You Will Prepare Form
1099-R and Form 5498

amount ($33,900) and box 2a
is to be completed 0.00. The
reason code in box 7 is to be
an “R” for recharacterization.

3.Prepare a 2002 Form
5498 to report the recharacter-
ized contribution (plus earn-
ings) of $33,900 to the tradi-
tional IRA. It should be report-
ed as shown below:

1.You will prepare a 2001
Form 5498 to report the origi-
nal conversion contribution to
the Roth IRA of $30,000 as
shown below:

2.You will prepare a 2002
Form 1099-R to report the
“deemed” distribution from the
Roth IRA to the traditional IRA.
It should be reported as fol-
lows. Box 1 is to be completed
with the gross distribution

_______________________________________
(Name of Accountholder)

The purpose of this special explanation is to provide you with information about your
recharacterization. You will need to properly report and explain your recharacterization when
you file your 2001 federal income tax return. We have furnished to you a copy of the IRA
Recharacterization Form which you executed. The IRS’ instructions require you, as the IRA
accountholder, to do two things if you have recharacterized an IRA contribution. 

• First, you will need to complete the 2001 Form 8606 and file it with your 2001 Form
1040 (or similar form). 

• Second, you need to attach an explanation indicating the original contribution
amount, the amount which was recharacterized, and the amount of earnings which
was recharacterized.

You have recharacterized your IRA contribution. Specifically, you instructed us on
______________ to recharacterize a ■■ traditional ■■ Roth (check one) IRA contribution of
$______________ which you had made on _______________, for tax year 2001. For federal
income tax purposes your contribution will now be treated as if it had been contributed
originally to a ■■ traditional ■■ Roth (check one—must be the opposite of type checked above)
IRA. The amount of $_______________ has been recharacterized; $_______________ was the
contribution amount and $_______________ is the related earnings.

You should complete line 15(a) of your 2001 Form 1040 (or similar form) with
$_______________. This is the gross amount you recharacterized. You should also complete line
15(b), the taxable amount, with zero. Thus, you will not be required to include any amount in
income for 2001 or 2002 because of your recharacterization.

You will want to review the instructions for the Form 8606 before you complete the Form 8606. 

Accountholder ________________________________________________________________ Date __________________________

Custodian ____________________________________________________________________ Date __________________________

IRA #56-TREX (3/02) White — Custodian/Trustee     Yellow — Accountholder © 2002 Collin W. Fritz & Associates, Ltd.

Special Explanation to Accountholder for an IRA 
Recharacterization for the 2001 Tax Year

Situation 3, Step #2

Situation 3, Step #3(2)

Situation 3, Step #3(3)

Situation 3, Step #3(1)

Continued on page 7
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CWF Form 54-TR

To: Current Custodian/Trustee 
Name ____________________________________________________ Date: ______________________________

Address: __________________________________________________

City/State/Zip: ______________________________________________

Phone: ( ________) ____________________________

From:  Depositor or Grantor
Name: ____________________________________________________ SSN ____________________________________

Address: __________________________________________________ Date of Birth: ____________________________

City/State/Zip: ______________________________________________ Phone: –  Home:__________________________

Work: __________________________

I hereby instruct you that I wish to irrevocably recharacterize my previous contribution. The successor IRA will be with the   ■■ current custodian/trustee
or ■■ a successor custodian/trustee as indicated below. If I have indicated a successor custodian/trustee, then you are to issue a check for the amount indi-
cated below to the successor custodian or trustee. I understand I must provide the following information to have my previous contribution recharacterized:

The Original Contribution The Recharacterized Contribution
Account Number: ______________________________ Account Number: ______________________________
Date of Contribution: ___________________________ Date of Contribution:  __________________________
Amount: ______________________________________ Amount: ______________________________________

Type of Original Contribution (Check only one) Type of Recharacterized Contribution 
■■ 1. Conversion/Rollover to Roth IRA 1. Rollover to a traditional IRA
■■ 2. Annual Contribution to a Roth IRA for _________ tax year 2. Annual contribution to a traditional IRA for the same tax year
■■ 3. Annual contribution to a traditional IRA for _________ tax year 3. Annual Contribution to a Roth IRA for the same tax year

I acknowledge that you have instructed me to consult with my legal or tax advisor because of the complexity and importance of this matter.  This recharac-
terization is being made on or before the due date (including extensions) for filing my individual Federal income tax return for the taxable year for which the
contribution was made.  I expressly assume all responsibility for this recharacterization of IRA funds.  I realize that my election to recharacterize my contri-
bution is irrevocable.
Signature of Depositor or Grantor: ________________________________________________________ Date: __________________

Acknowledgment of Current IRA Custodian/Trustee:
We acknowledge receiving your recharacterization instruction.  We will report the original contribution on Form 5498, showing the character of the contri-
bution (annual, conversion, etc.) and will report the distribution for recharacterization on Form 1099-R per the current IRS instructions.  If your recharacter-
ized contribution has been made into an IRA that you maintain with us, then we will also report the aforementioned contribution as a recharacterized con-
tribution on a Form 5498 (Box 4). 
Signature of Current Custodian/Trustee: ____________________________________________________ Date: __________________

Acceptance by Successor IRA Custodian/Trustee:
We, the successor custodian/trustee, agree to report this recharacterized contribution as identified above as a recharacterized contribution on Form 5498 and
agree to accept this contribution as if it had originally been made to us rather than the previous trustee/custodian. 

Successor Custodian/Trustee: ____________________________________________________________ Phone:  ____________________________

Address: ______________________________________________________________________________

City/State/Zip: __________________________________________________________________________

Signature of Successor Custodian/Trustee: __________________________________________________ Date: __________________

Notice of Recharacterization of IRA Contribution

IRA #54-TR (3/02) White — Original Custodian/Trustee    Yellow — Successor Custodian/Trustee     Pink — Depositor/Grantor © 2002 Collin W. Fritz & Associates, Ltd.

I elect to recharacterize $____________________________
Which is  ■■ all or  ■■  a portion of my original contribution.
It is adjusted by:
a. Related Earnings (losses) ____________________
b. Interest Penalty Fee ____________________
c. Administrative Fee ____________________
d. Other ____________________
e. Recharacterized Net Amount ____________________

I instruct you to transfer the recharacterized net amount to the successor
custodian/trustee. I want this recharacterized net amount to come from the
following assets held within my referenced IRA and paid in the instructed
manner. I understand that there may be various fees associated with liqui-
dating and/or transferring such assets in kind. These fees are set forth above.
I authorize you to deduct such fees from the IRA.

■■ Liquidate all of my accounts and transfer the cash proceeds by sending
a check to the successor custodian/trustee;

■■ Liquidate the accounts I specify below and transfer the cash proceeds 
by sending a check to the successor custodian/trustee:
____________________________________________________________
____________________________________________________________

■■ Transfer all such assets “in kind” to the successor custodian/trustee:

■■ Transfer “in kind” the assets I specify below to the successor 
custodian/trustee: ____________________________________________
____________________________________________________________

Instruction and Amount to Recharacterize

Conclusion. You will certainly be receiving requests to rechar-
acterize in calendar year 2002 a contribution which was made
in calendar year 2001. Taxpayers and their accountants are
beginning to understand the concept of recharacterizing a con-
tribution as a correction tool. The taxpayer (or accountant) will
need to complete the Form 8606 to report the recharacteriza-
tion. The instructions for the Form 8606 state the taxpayer is to
attach a statement explaining the recharacterization. This expla-

nation should indicate the total amount recharacterized, the
original contribution, the earnings or loss and the amount that is
now deductible, if applicable. The instructions also indicate that
an IRA custodian has the duty to furnish this same information
to the accountholder. CWF has recently revised its 2001 Form
56-TREX to incorporate the recent IRS changes and has also cre-
ated the 2002 Form 56-TREX. Both are now available.
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Form 8606 
as it Relates to
Form 1099-R
Because box 1 and box 2a of
the Form 1099-R are required
to be completed with the
same amount when a distribu-
tion from an IRA is involved,
the question arises, “How
does the IRS know what por-
tion of the listed amount is
taxable, if any?” As the IRS
perceives this situation, the
entire amount distributed from
an IRA is believed to be tax-
able, unless the individual can
prove otherwise. The way to
do this is to complete Form
8606 and file it with the Form
1040. On Form 8606, the
individual lists the portion of
the distributions which are
attributable to nondeductible
contributions. As you are
aware, nondeductible contri-
butions are contributions
which an individual is not
able to deduct from his
income on the Form 1040.
The individual attaches the
Form 8606 to his or her Form
1040. In this way, the IRS is
informed of the amount of
nondeductible contributions
which are included in boxes 1
and 2a of the 1099-R. Because
nondeductible contributions
have already been taxed, the
individual is not again
required to pay tax upon the
distribution of these funds.

If an individual neglects
to complete Form 8606 for a
year in which he or she has
received a nondeductible dis-
tribution, he or she will have
no proof that the amount is
indeed non-taxable, and the
IRS will consider it a taxable
amount. 

What Effect do
the Revised
RMD Rules
Have on
Substantially
Equal Periodic
Payment
Schedules?
In Notice 89-25, the IRS pro-
vided  three safe harbors to
be used to calculate a pay-
ment schedule which would
qualify as a substantially
equal periodic payment
schedule within the meaning
of Code section 72(t). That
is, the 10% additional tax as
imposed by Code section
72(t) will not be assessed if
the distribution is made pur-
suant to a substantially equal
periodic payment (SEPP)
schedule.

The three safe harbor
methods were: (1) the amor-
tization method; (2) an annu-
ity factor method, and (3) the
Code section 401(a)(9)
method. There are various
penalty taxes which will be
assessed if an IRA account
holder modifies the payment
schedule before he or she is
permitted.

We recently asked an IRS
representative if, for purpos-
es of the SEPP calculation for
2002, the 2001/2002 RMD
method was required to be
used rather than the 1987
RMD method. The IRS repre-
sentative said the new
2001/2002 method was to
be used.

With respect to new SEPP
schedules being established
in 2002, we would agree

that to qualify as a safe har-
bor, the 2001/2002 RMD
method would need to be
used.

However, with respect to
SEPP schedules which were
established in prior years, we
are not so sure. We do not
think the IRS has specifically
addressed this question.
Obviously, there are IRA
accountholders who have
established a SEPP and who
used the 1987 RMD method
which allowed the use of a
single life-expectancy factor.
Does continuing this method
mean that the 1987 RMD
method must continue to be
used, or must there be a
switch to the 2001/2002
RMD method? In many
cases, the IRA accountholder
would have made the annual
calculations using his or her
single life-expectancy factor.
If the 2001/2002 method
must be used, then the life-
expectancy factor will
become substantially larger,
because the MDIB table is a
joint table, and, therefore,
the annual payment will be
much smaller than under the
original method.

Note that the IRS does not
even have an MDIB table for
accountholders less than age
70. What table is then to be
used? It would seem reason-
able that the accountholder
would be able to continue
the RMD schedule as origi-
nally established and not
have to use the 2001/2002
method of calculation.

The law is not settled or
clear on this issue. Your
accountholders who have
elected to use the RMD
method should consult with
their own tax advisors to
determine whether, to avoid
the recapture tax, they need

to use the 2001/2002 rules
to calculate their distribution
amount for 2002, rather than
the 1987 RMD rules as in
effect when the schedule
was first established. You
may wish to make such
accountholders aware of this
issue. Hopefully, the IRS will
issue additional guidance on
this situation. 

From your financial institu-
tion’s perspective, the ques-
tion becomes, will you be
permitted to use a reason
code 2 for Form 1099-R
reporting purposes if the
account holder does not
switch to the new
2001/2002 method?

It should be remembered
that a distribution schedule
can qualify as “substantially
equal” even though the
schedule is not determined
by using one of the safe har-
bor methods. The IRS would
have a hard time arguing
that a distribution which
used to be a “safe harbor” is
no longer a safe harbor
because the calculation
method has been changed
by the IRS.
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