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Code. For example, eligibility to con-
tribute to a Roth IRA is subject to spe-
cial modified AGI (adjusted gross in-
come) limits; contributions to a Roth
IRA are never deductible; qualified dis-
tributions from a Roth IRA are not in-
cludible in gross income; the required
minimum distribution rules under sec-
tion 408(a)(6) and (b)(3) (which gen-
erally incorporate the provisions of
section 401(a)(9)) do not apply to a Roth
IRA during the lifetime of the owner;
and contributions to a Roth IRA can be
made after the owner has attained age
70V,

[T.D. 8816, 64 FR 5601, Feb. 4, 1999]

§1.408A-2 Establishing Roth IRAs.

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

Q-1. Who can establish a Roth IRA?

A-1. Except as provided in A-3 of this
section, only an individual can estab-
lish a Roth IRA. In addition, in order
to be eligible to contribute to a Roth
IRA for a particular year, an individual
must satisfy certain compensation re-
quirements and adjusted gross income
limits (see §1.408A-3 A-3).

Q-2. How is a Roth IRA established?

A-2. A Roth TRA can be established
with any bank, insurance company, or
other person authorized in accordance
with §1.408-2(e) to serve as a trustee
with respect to IRAs. The document es-
tablishing the Roth IRA must clearly
designate the IRA as a Roth IRA, and
this designation cannot be changed at
a later date. Thus, an IRA that is des-
ignated as a Roth IRA cannot later be
treated as a traditional IRA. However,
see §1.408A-4 A-1(b)(3) for certain rules
for converting a traditional IRA to a
Roth IRA with the same trustee by re-
designating the traditional IRA as a
Roth IRA, and see §1.408A-5 for rules
for recharacterizing certain IRA con-
tributions.

Q-3. Can an employer or an associa-
tion of employees establish a Roth IRA
to hold contributions of employees or
members?

A-3. Yes. Pursuant to section 408(c),
an employer or an association of em-
ployees can establish a trust to hold
contributions of employees or members
made under a Roth IRA. Each employ-
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ee’s or member’s account in the trust
is treated as a separate Roth IRA that
is subject to the generally applicable
Roth IRA rules. The employer or asso-
ciation of employees may do certain
acts otherwise required by an indi-
vidual, for example, establishing and
designating a trust as a Roth IRA.

Q-4. What is the effect of a surviving
spouse of a Roth IRA owner treating an
IRA as his or her own?

A—4. If the surviving spouse of a Roth
IRA owner treats a Roth IRA as his or
her own as of a date, the Roth IRA is
treated from that date forward as
though it were established for the ben-
efit of the surviving spouse and not the
original Roth IRA owner. Thus, for ex-
ample, the surviving spouse is treated
as the Roth TRA owner for purposes of
applying the minimum distribution re-
quirements under section 408(a)(6) and
(b)(3). Similarly, the surviving spouse
is treated as the Roth IRA owner rath-
er than a beneficiary for purposes of
determining the amount of any dis-
tribution from the Roth IRA that is in-
cludible in gross income and whether
the distribution is subject to the 10-
percent additional tax under section
72(t).

[T.D. 8816, 64 FR 5601, Feb. 4, 1999]

§1.408A-3 Contributions to Roth IRAs.

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

Q-1. What types of contributions are
permitted to be made to a Roth IRA?

A-1. There are two types of contribu-
tions that are permitted to be made to
a Roth IRA: regular contributions and
qualified rollover contributions (in-
cluding conversion contributions). The
term regular contributions means con-
tributions other than qualified rollover
contributions.

Q-2. When are contributions per-
mitted to be made to a Roth IRA?

A-2. (a) The provisions of section
408A are effective for taxable years be-
ginning on or after January 1, 1998.
Thus, the first taxable year for which
contributions are permitted to be made
to a Roth IRA by an individual is the
individual’s taxable year beginning in
1998.
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(b) Regular contributions for a par-
ticular taxable year must generally be
contributed by the due date (not in-
cluding extensions) for filing a Federal
income tax return for that taxable
year. (See §1.408A-5 regarding re-
characterization of certain contribu-
tions.)

Q-3. What is the maximum aggregate
amount of regular contributions an in-
dividual is eligible to contribute to a
Roth IRA for a taxable year?

A-3. (a) The maximum aggregate
amount that an individual is eligible to
contribute to all his or her Roth IRAs
as a regular contribution for a taxable
year is the same as the maximum for
traditional IRAs: $2,000 or, if less, that
individual’s compensation for the year.

(b) For Roth IRAs, the maximum
amount described in paragraph (a) of
this A-3 is phased out between certain
levels of modified AGI. For an indi-
vidual who is not married, the dollar
amount is phased out ratably between
modified AGI of $95,000 and $110,000; for
a married individual filing a joint re-
turn, between modified AGI of $150,000
and $160,000; and for a married indi-
vidual filing separately, between modi-
fied AGI of $0 and $10,000. For this pur-
pose, a married individual who has
lived apart from his or her spouse for
the entire taxable year and who files
separately is treated as not married.
Under section 408A(c)(3)(A), in applying
the phase-out, the maximum amount is
rounded up to the next higher multiple
of $10 and is not reduced below $200
until completely phased out.

(¢c) If an individual makes regular
contributions to both traditional IRAs
and Roth IRAs for a taxable year, the
maximum limit for the Roth IRA is the
lesser of—

(1) The amount described in para-
graph (a) of this A-3 reduced by the
amount contributed to traditional
IRAs for the taxable year; and

(2) The amount described in para-
graph (b) of this A-3. Employer con-
tributions, including elective deferrals,
made under a SEP or SIMPLE IRA
Plan on behalf of an individual (includ-
ing a self-employed individual) do not
reduce the amount of the individual’s
maximum regular contribution.

(d) The rules in this A-3 are illus-
trated by the following examples:
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Example 1. In 1998, unmarried, calendar-
year taxpayer B, age 60, has modified AGI of
$40,000 and compensation of $5,000. For 1998,
B can contribute a maximum of $2,000 to a
traditional IRA, a Roth IRA or a combina-
tion of traditional and Roth IRAs.

Example 2. The facts are the same as in Ex-
ample 1. However, assume that B violates the
maximum regular contribution limit by con-
tributing $2,000 to a traditional IRA and
$2,000 to a Roth IRA for 1998. The $2,000 to B’s
Roth IRA would be an excess contribution to
B’s Roth IRA for 1998 because an individual’s
contributions are applied first to a tradi-
tional IRA, then to a Roth IRA.

Example 3. The facts are the same as in Ex-
ample 1, except that B’s compensation is $900.
The maximum amount B can contribute to
either a traditional IRA or a Roth (or a com-
bination of the two) for 1998 is $900.

Example 4. In 1998, unmarried, calendar-
year taxpayer C, age 60, has modified AGI of
$100,000 and compensation of $5,000. For 1998,
C contributes $800 to a traditional IRA and
$1,200 to a Roth IRA. Because C’s $1,200 Roth
IRA contribution does not exceed the
phased-out maximum Roth IRA contribution
of $1,340 and because C’s total IRA contribu-
tions do not exceed $2,000, C’s Roth IRA con-
tribution does not exceed the maximum per-
missible contribution.

Q-4. How is compensation defined for
purposes of the Roth IRA contribution
limit?

A-4. For purposes of the contribution
limit described in A-3 of this section,
an individual’s compensation is the
same as that used to determine the
maximum contribution an individual
can make to a traditional IRA. This
amount is defined in section 219(f)(1) to
include wages, commissions, profes-
sional fees, tips, and other amounts re-
ceived for personal services, as well as
taxable alimony and separate mainte-
nance payments received under a de-
cree of divorce or separate mainte-
nance. Compensation also includes
earned income as defined in section
401(c)(2), but does not include any
amount received as a pension or annu-
ity or as deferred compensation. In ad-
dition, under section 219(c), a married
individual filing a joint return is per-
mitted to make an IRA contribution by
treating his or her spouse’s higher
compensation as his or her own, but
only to the extent that the spouse’s
compensation is not being used for pur-
poses of the spouse making a contribu-
tion to a Roth IRA or a deductible con-
tribution to a traditional IRA.

574



Internal Revenue Service, Treasury

Q-5. What is the significance of modi-
fied AGI and how is it determined?

A-5. Modified AGI is used for pur-
poses of the phase-out rules described
in A-3 of this section and for purposes
of the $100,000 modified AGI limitation
described in §1.408A-4 A-2(a) (relating
to eligibility for conversion). As de-
fined in section 408A(c)(3)(C)(i), modi-
fied AGI is the same as adjusted gross
income under section 219(g)(3)(A) (used
to determine the amount of deductible
contributions that can be made to a
traditional IRA by an individual who is
an active participant in an employer-
sponsored retirement plan), except that
any conversion is disregarded in deter-
mining modified AGI. For example, the
deduction for contributions to an IRA
is not taken into account for purposes
of determining adjusted gross income
under section 219 and thus does not
apply in determining modified AGI for
Roth IRA purposes.

Q-6. Is a required minimum distribu-
tion from an IRA for a year included in
income for purposes of determining
modified AGI?

A-6. (a) Yes. For taxable years begin-
ning before January 1, 2005, any re-
quired minimum distribution from an
IRA under section 408(a)(6) and (b)(3)
(which generally incorporate the provi-
sions of section 401(a)(9)) is included in
income for purposes of determining
modified AGI.

(b) For taxable years beginning after
December 31, 2004, and solely for pur-
poses of the $100,000 limitation applica-
ble to conversions, modified AGI does
not include any required minimum dis-
tributions from an IRA under section
408(a)(6) and (b)(3).

Q-7. Does an excise tax apply if an in-
dividual exceeds the aggregate regular
contribution limits for Roth IRAs?

A-T. Yes. Section 4973 imposes an an-
nual 6-percent excise tax on aggregate
amounts contributed to Roth IRAs
that exceed the maximum contribution
limits described in A-3 of this section.
Any contribution that is distributed,
together with net income, from a Roth
IRA on or before the tax return due
date (plus extensions) for the taxable
year of the contribution is treated as
not contributed. Net income described
in the previous sentence is includible
in gross income for the taxable year in
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which the contribution is made. Aggre-
gate excess contributions that are not
distributed from a Roth IRA on or be-
fore the tax return due date (with ex-
tensions) for the taxable year of the
contributions are reduced as a deemed
Roth IRA contribution for each subse-
quent taxable year to the extent that
the Roth IRA owner does not actually
make regular IRA contributions for
such years. Section 4973 applies sepa-
rately to an individual’s Roth IRAs and
other types of IRAs.

[T.D. 8816, 64 FR 5601, Feb. 4, 1999]

§1.408A—4
IRAs.

This section sets forth the following
questions and answers that provide
rules applicable to Roth IRA conver-
sions:

Q-1. Can an individual convert an
amount in his or her traditional IRA to
a Roth IRA?

A-1. (a) Yes. An amount in a tradi-
tional IRA may be converted to an
amount in a Roth IRA if two require-
ments are satisfied. First, the IRA
owner must satisfy the modified AGI
limitation described in A-2(a) of this
section and, if married, the joint filing
requirement described in A-2(b) of this
section. Second, the amount contrib-
uted to the Roth IRA must satisfy the
definition of a qualified rollover con-
tribution in section 408A(e) (i.e., it
must satisfy the requirements for a
rollover contribution as defined in sec-
tion 408(d)(3), except that the one-roll-
over-per-year limitation in section
408(d)(3)(B) does not apply).

(b) An amount can be converted by
any of three methods—

(1) An amount distributed from a tra-
ditional IRA is contributed (rolled
over) to a Roth IRA within the 60-day
period described in section
408(d)(3)(A)(1);

(2) An amount in a traditional IRA is
transferred in a trustee-to-trustee
transfer from the trustee of the tradi-
tional IRA to the trustee of the Roth
IRA; or

(3) An amount in a traditional IRA is
transferred to a Roth TRA maintained
by the same trustee. For purposes of
sections 408 and 408A, redesignating a
traditional IRA as a Roth IRA is treat-
ed as a transfer of the entire account

Converting amounts to Roth
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