Earnings Calculation for tributable to a contribution on the incomdRA contribution often does not reflect

Returned or Recharacterized earned by the IRA during the period beginthe actual earnings and losses of the IRA

IRA Contributions ning on the first day of the taxable year irduring the time it held the contribution.
which the contribution is made and ending his is because, under the old method, ac-

Notice 2000-39 on the date of the distribution from the aceount activity in the part of the year that
count. Under the old method, net incomerecedes the date the contribution is made

| PURPOSE cannot be a negative amount. is taken into account in the calculation of

o the net income attributable to the contri-

B. Recharacterizations under,

This notice permits a new method to b% 408A(d)(6) bution. In addition, IRA owners and other
used for calculating the net income attrib- interested parties have indicated that net
utable to IRA contributions made after Section 408A(d)(6) provides that aincome should be permitted to be a nega-
1999 that are distributed as a returnecbontribution made to one type of IRA maytive amount.

contribution pursuant to § 408(d)(4) ofbe recharacterized as having been made toln response to these comments, the Ser-
the Internal Revenue Code (“Code”) oanother type of IRAf (1) the recharactervice and Treasury are providing a new

recharacterized pursuant to § 408A(d)(6)zation transfer occurs on or before thenethod for calculating net income that

However, until further guidance is issueddate prescribed by law for filing the IRAgenerally bases the calculation of the

net income may continue to be calculatedwner’s Federal income tax return for th@mount of net income attributable to a

under the existing method set forth in thgear for which the contribution was madegontribution on the actual earnings and

Income Tax Regulations. (2) no deduction is allowed with respectosses of the IRA during the time it held
to the contribution to the transferor IRA the contribution. Until further guidance is
Il. BACKGROUND and (3) the transfer is accompanied bissued, net income may be calculated
A. Returned Contributions under@Y net income allocable to the contribuunder either the ne_vv_m_ethod or the old

§ 408(d)(4) tion. method. However, it is intended that fu-

Section 1.408A-5, Q&A-2(c), pro-ture guidance will provide that the new
Section 408(d)(4) provides that an IRAvides that if a contribution being recharmethod is the only method for calculating
contribution will not be included in the acterized is in an IRA that at any timenet income, and comments are requestec
IRA owner’s gross income when distrib-contained other contributions, the net inregarding the new method and the effec-
uted as a returned contribution if (1) it itome attributable to the contributiontive date of mandatory use of the new
received by the IRA owner on or beforepeing recharacterized is calculated in theethod.
the day prescribed by law, including exmanner prescribed by § 1.408-4(c)(2)(ii
tensions, for filing the owner’s Federal in{the old method), except that net incomi.“- NEW METHOD FOR NET
come tax return for the year of the contrican be a negative amount. SectiofNCOME CALCULATION UNDER
bution, (2) no deduction is allowed with1.408A, Q&A-2(b), provides that if an S 408(d)(4)
respect to the contribution, and (3) theRA s established with a contribution and jqer the new method. for purposes of
distribution is accompanied by theno other contributions or distributions argeaturned contributions un,der § 408(d)(4)
amount of net income attributable to thenade, then the subsequent recharacterizg net income attributable to a contribu-
contribution. tion transfer of the entire account balancg,, made to an IRA after December 31
Section 1.408-4(c)(2)(ii) of the Incomeof the IRA will satisfy the requirement 1999 is determined by allocating to the
Tax Regulations prescribes the method fahat the transfer be accompanied by a%ntr’ibution a pro-rata portion of the
calculating the amount of net income attribnet income allocable to the contribution. earnings accrued by the IRA during the
utable to a contribution distributed pursuant C. Requests for Alternative Method period the IRA held the contribution. The
to § 408(d)(4). That method, referred to in The Internal Revenue Service has rsey method is represented by the follow-
this notice as the “old method,” bases theeived comments that the old method f%g formula:
calculation of the amount of net income atealculating net income attributable to an '

Net Income = Contribution deusted Closlng Balancg - Adjusted Opening Balance
Adjusted Opening Balance

The “adjusted opening balance” is the The “adjusted closing balance” is thdRA and ending immediately prior to the
fair market value of the IRA at the begin-fair market value of the IRA at the end offemoval of the contribution being re-
ning of the computation period plus thehe computation period plus the amounturned.
amount of any contributions made to thef any distributions made from the IRA For purposes of the above calculation,
IRA during the computation period (in-during the computation period. when an IRA asset is not normally valued
cluding the contribution that is distributed The “computation period” is the periodon a daily basis, the fair market value of
as a returned contribution pursuant tbeginning immediately prior to the timethe asset at the beginning of the computa-
§ 408(d)(4)). the particular contribution is made to thdion period is deemed to be the most re-



cent, regularly determined, fair markedistributions are made to or from thatnade in 2000: the $200 December 15 contribution,

value of the asset, determined as of a dafeA, then the subsequent distribution oY"hi” the 'R:"‘_’as_wogh ﬁlgggli\lmmedgite'ép”or
that coincides with or precedes the firsthe entire account balance of the IRA purs, e contribution; and the ovember => con-

) . . . . tribution, when the IRA was worth $11,000 immedi-
day of the computation period. In addisuant to § 408(d)(4) will satisfy the re-ely prior to the contribution. No distributions have
tion, solely for purposes of determiningguirement of that Code section that the r@xeen made from the IRA and no contributions, other
net income, recharacterized contributionturn of a contribution be accompanied byhan the payroll deduction contributions (including
are taken into account for the period thethe amount of net income attributable tii%%'” January and February 2001), have been
are actually held in a particular IRA. the contnbutpn. _ (i) For the December 15 contribution, the ad-
Under the new method set forth above, The following examples illustrate thejysieq opening balance is $12,600 [$12,000 + $200
net income may be a negative number. new method net income calculation undef $200 + $200] and the adjusted closing balance is
In the case of multiple regular contribu-§ 408(d)(4): $16,000. Thus, the net income attributable to the
tions to an IRA, the last regular contribu- Example 1. (i) On May 1, 2000, when her IRADecember 15 contribution is $54 [$200 x ($16,000 -
tion made to the IRA for a particular taxis worth $4,800, Taxpayer A makes a $1,600 reguld¥12,600)+ $12,600]. For the November 15 contri-

bl is d d to be th buti contribution to her IRA. Taxpayer A requests thapution, the adjusted opening balance is $11,800
able year is deemed to be the contributiogl,, ¢ e May 1, 2000, contribution be returned t§$11,000 + $200 + $200 + $200 + $200] and the ad-

that is distributed as a returned contribuer pursuant to § 408(d)(4). Pursuant to this requedtisted closing balance is $16,000. Thus, the net in-
tion under 8§ 408(d)(4), up to the amounén February 1, 2001, when the IRA is worth $7,600¢0me attributable to the November 15 contribution
of the contribution identified by the IRA the IRA trustee distributes to Taxpayer A the $4008 $71 [$200 x ($16,000 - $11,806) $11,800].

owner as the amount distributed as a r@l-us attributable net income. During this time, nolherefore, the total to be distributed as returned con-

q buti F £ thi other contributions have been made to the IRA anidibutions on March 1, 2001, to correct the excess
turned contribution. For purposes of thi§ ) jistibutions have been made. regular contribution is $525 [$200 + $200 + $54 +

notice, a “regular contribution” is an IRA (i) The adjusted opening balance is $6,40671].

contribution made by the IRA owner thaf$4,800 + $1,600] and the adjusted closing balance

is neither a trustee-to-trustee transfer frorig $7,600. Thus, the net income attributable to the. NEW METHOD FOR NET

another IRA nor a rollover from another$$f‘°° Ma)é 1, 200(;, contribution is $75 [$400 xINCOME CALCULATION UNDER
. ($7,600 - $6,400% $6,400]. Therefore, the total to

IRA or retirement pla_n. L be distributed on February 1, 2001, pursuant t§ 40BA(A)(6)

In the case of an individual who ownss 408(d)(4) is $475. Under the new method, for purposes of
multiple IRAs, the net income calculation Example 2.(i) Beginning in 2000, Taxpayer B recharacterizations unde:r § 408A(d)(6)
is performed only on the IRA designatedontributes $200 on the 15th of each month by P&¥he net income allocable to a contributior;
by the owner as containing the contribulo" deduction to an IRA for 2000, resulting in an ex-
tion that is to be distributed t cess regular contribution of $400 for the year. Taxnade to an IRA after December 31, 1999,
égztribautilsn Oan?j tr|1$at”II§Aeis ?ﬁeﬁl&il:ma? ayer B requests that the $400 excess regulis determined by allocating to the contri-
must diStl‘ibl'.Ite the contribution. go4not£;|(z)u(2)(.) ”ptﬂfsurzﬁ? zgetgist(r)e:lferst?Lé;s:ﬂz?éhtzggfune: S r<3[-hr§ tﬁqgo(gﬂcr)ir; O:htg © eer?gglr:gj

Under the new method describe@®001, when the IRA is worth $16,000, the IRA y . g P
above, if an IRA is established with a conlrustee distributes to Taxpayer B the $400 plus a{-RA held the contribution. The new

tributable net income. The excess regular contribdN€thod is represented by the following

tribution and no other contributions Olions to be returned are deemed to be the last tformula:

Net Income = Contribution ),(Adjusted Cloglng Balance_— Adjusted Opening Balance
Adjusted Opening Balance

The “adjusted opening balance” is the For purposes of the above calculatiorthat IRA is the IRA from which the
fair market value of the IRA at the beginwhen an IRA asset is not normally valuedecharacterizing transfer must be made.
ning of the computation period plus theon a daily basis, the fair market value of As under the old method, net income
amount of any contributions made to théhe asset at the beginning of the computasay be a negative amount. Also, as under
IRA during the computation period (in-tion period is deemed to be the most rehe old method, in the case of multiple con-
cluding the contribution that is recharaceent, regularly determined, fair marketributions made to an IRA for a particular
terized pursuant to § 408A(d)(6)). value of the asset, determined as of a dagear that are eligible for recharacterization,

The “adjusted closing balance” is thehat coincides with or precedes the firsthe IRA owner can choose (by dollar
fair market value of the IRA at the end ofday of the computation period. In addiamount, not by specific assets acquired
the computation period plus the amountion, solely for purposes of determiningwith those dollars) which contribution, or
of any distributions made from the IRAnet income, recharacterized contributionportion thereof, is to be recharacterized.
during the computation period. are taken into account for the period they Also as under the old method, if an

The “computation period” is the periodare actually held in a particular IRA. IRAis established with a contribution and
beginning immediately prior to the time In the case of an individual with multi- no other contributions or distributions are
the particular contribution being recharacple IRAs, the net income calculation ismade to or from that IRA, then the subse-
terized is made to the IRA and ending imperformed only on the IRA designated byjuent recharacterization transfer of the
mediately prior to the recharacterizinghe owner as containing the particulaentire account balance of the IRA pur-
transfer of the contribution. contribution to be recharacterized, anduant to § 408A(d)(6) will satisfy the re-



quirement of that Code section that thée $50,000 is $5,000 [$50,000 x ($110,000 to CC:DOM:CORP:R (Notice 2000-39),
transfer be accompanied by any net int100.000)+ $100,000]. Therefore, in order to rechar-Coyrier’s Desk, Internal Revenue Service,

. . acterize $50,000 of the April 1, 2000, conversion conz - .
come allocable to the contribution. ribution on November 1. 2000, the Roth IRA trustee1111 Constitution Avenue NW., Washing

The following gxamples iIIust_rate the myst transfer from Taxpayer Ds Roth IRA to a tradi-tON DC_. _AII comments will k_)e available
new method net income calculation undefonal IRA assets with a value of $55,000 [$50,000 f0r public inspection and copying.
8§ 408A(d)(6): $5,000].

Example 3.()) On March 1, 2000, when her Roth (i) If, on the other hand, D requests that $40,0000RAFTING INFORMATION
IRA is worth $80,000, Taxpayer C makes a $160,000vhich was the value of the ABC Corp. shares on No- o ) ) )
conversion contribution to the Roth IRA. Subsevember 1) be recharacterized, the net income allocable The principal author of this notice is
quently, Taxpayer C discovers that she was ineligibl® the $40,000 is $4,000 [$40,000 x ($110,000 Roger Kuehnle of Employee Plans (Tax
to make a Roth conversion contribution in 2000 and $8100,000)+ $100,000]. Therefore, in order to rechar-£yempt and Government Entities Divi-
she requests that the $160,000 be recharacterized tacierize $40,000 of the April 1, 2000, conversion COﬂéion)' For further information regarding

traditional IRA pursuant to § 408A(d)(6). Pursuant tdribution on November 1, 2000, the Roth IRA truste€

this request, on March 1, 2001, when the IRA is wortmust transfer from Taxpayer D's Roth IRAto a wagithis notice, please contact the Employee

$225.000, the Roth IRA trustee transfers to a tradfional IRA assets with a value of $44,000 [$40,000 Plans’ taxpayer assistance telephone ser-

tional IRA the $160,000 plus allocable net income$4,000]. vice at (202) 622-6074/6075 (not toll-free

No other contributions have been made to the Roth (iv) Regardless of the amount of the ContfibUtiOFhumberS) between the hours of 1:30 and

IRA and no distributions have been made. recharacterized, the determination of that amount (%;_30 p.m. Eastern Time Monday through
(i) The adjusted opening balance is $240,000f the net income allocable thereto) is not affected b;th T ’

[$80,000 + $160,000] and the adjusted closing balanaéhether the recharacterization is accomplished by th ursday.

is $225,000. Thus the net income allocable to thansfer of shares of ABC Corp. or of shares of XYZ

$160,000 is -$10,000 [$160,000 x ($225,000 Corp.

$240,000)+ $240,000]. Therefore, in order to rechar-

acterize the March 1, 2000, $160,000 conversion coM‘ REQUEST FOR COMMENTS

tribution on March 1, 200}, the Roth IRAtrusteg_must The Service and Treasury invite com-
transfer from Taxpayer C’'s Roth IRAto her traditional

IRA $150,000 [$160,000 - $10,000]. ments and su_gges_tlong concerning the new
Example 4 (i) On April 1, 2000, when her tradi- Method described in this notice for calculat-
tional IRAis worth $100,000, Taxpayer D converts théng net income under 88 408(d)(4) and
entire amount, consisting of 100 shares of stock iﬂOSA(d)(G) and also concerning the effec-
ABC Corp. and 100 shares of stock in XYZ Corp., bjy qate for a rule that would establish the

transferring the shares to a Roth IRA. At the time o hod h | hod f |
the conversion, the 100 shares of stock in ABC Cor;p.ew method as the only method for calcu-

are worth $50,000 and the 100 shares of stock in XY{ating net income under 8§ 408(d)(4) and
Corp. are also worth $50,000. Taxpayer D decides thd08A(d)(6). Any correspondence received
she would like to recharacterize the ABC Corp. sharggjj|| be evaluated, together with appropriate
back to a traditional IRA. -However, D may choosg,qqiqarations relating to tax administra-

only by dollar amount the contribution or portion . . .
thereof that is to be recharacterized. On the date BPn, to determine the scope of future guid-

transfer, November 1, 2000, the 100 shares of stock #1CE.
ABC Corp. are worth $40,000 and the 100 shares of Comments can be submitted to
stock in XYZ Corp. are worth $70,000. No other conCC:DOM:CORP:R (Notice 2000-39),
tr!but!ons have been made to the Roth IRA and no d|§bom 5226, Internal Revenue Service, POB
tributions have been made. . . .

(i) If D requests that $50,000 (which was the/ 804, Bén Franklin Station, Washington,
value of the ABC Corp. shares at the time of convePC 20044. Comments may be hand deliv-

sion) be recharacterized, the net income allocable ®red between the hours of 8 a.m. and 5 p.m.




