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contributions pursuant to section
408A(d)(6)) made from the IRA during
the computation period.

(3) Computation period. The term com-
putation period means the period begin-
ning immediately prior to the time
that the contribution being returned
was made to the IRA and ending imme-
diately prior to the removal of the con-
tribution. If more than one contribu-
tion was made as a regular contribu-
tion and is being returned from the
IRA, the computation period begins
immediately prior to the time the first
contribution being returned was con-
tributed.

(4) Regular contribution. The term reg-
ular contribution means an IRA con-
tribution made by the IRA owner that
is neither a trustee-to-trustee transfer
from another IRA nor a rollover from
another IRA or retirement plan.

(c) Additional rules. (1) When an IRA
asset is not normally valued on a daily
basis, the fair market value of the
asset at the beginning of the computa-
tion period is deemed to be the most
recent, regularly determined, fair mar-
ket value of the asset, determined as of
a date that coincides with or precedes
the first day of the computation pe-
riod. In addition, solely for purposes of
this section, notwithstanding A-3 of
§1.408A-5, recharacterized contribu-
tions are taken into account for the pe-
riod they are actually held in a par-
ticular IRA.

(2) In the case of an IRA that has re-
ceived more than one regular contribu-
tion for a particular taxable year, the
last regular contribution made to the
IRA for the year is deemed to be the
contribution that is distributed as a re-
turned contribution under section
408(d)(4), up to the amount of the con-
tribution identified by the IRA owner
as the amount distributed as a re-
turned contribution.

(3) In the case of an individual who
owns multiple IRAs, the net income
calculation is performed only on the
IRA containing the contribution being
returned, and that IRA is the IRA that
must distribute the contribution.

(d) Examples. The following examples
illustrate the net income calculation
under section 408(d)(4) and this section:

Example 1. (i) On May 1, 2004, when her IRA
is worth $4,800, Taxpayer A makes a $1,600
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regular contribution to her IRA. Taxpayer A
requests that $400 of the May 1, 2004, con-
tribution be returned to her pursuant to sec-
tion 408(d)(4). Pursuant to this request, on
February 1, 2005, when the IRA is worth
$7,600, the IRA trustee distributes to Tax-
payer A the $400 plus attributable net in-
come. During this time, no other contribu-
tions have been made to the IRA and no dis-
tributions have been made.

(ii) The adjusted opening balance is $6,400
[$4,800 + $1,600] and the adjusted closing bal-
ance is $7,600. Thus, the net income attrib-
utable to the $400 May 1, 2004, contribution is
$75 [$400 x ($7,600 —$6,400) + $6,400]. Therefore,
the total to be distributed on February 1,
2005, pursuant to §408(d)(4) is $475.

Example 2. (i) Beginning in January 2004,
Taxpayer B contributes $300 on the 15th of
each month to an IRA for 2004, resulting in
an excess regular contribution of $600 for
that year. Taxpayer B requests that the $600
excess regular contribution be returned to
her pursuant to section 408(d)(4). Pursuant to
this request, on March 1, 2005, when the IRA
is worth $16,000, the IRA trustee distributes
to Taxpayer B the $600 plus attributable net
income. The excess regular contributions to
be returned are deemed to be the last two
made in 2004: the $300 December 15 contribu-
tion and the $300 November 15 contribution.
On November 15 the IRA was worth $11,000
immediately prior to the contribution. No
distributions or transfers have been made
from the IRA and no contributions or trans-
fers, other than the monthly contributions
(including $300 in January and February
2005), have been made.

(ii) As of the beginning of the computation
period (November 15), the adjusted opening
balance is $12,200 [$11,000 + $300 + $300 + $300
+ $300] and the adjusted closing balance is
$16,000. Thus, the net income attributable to
the excess regular contributions is $187 [$600
x ($16,000 — $12,200) + $12,200]. Therefore, the
total to be distributed as returned contribu-
tions on March 1, 2005, to correct the excess
regular contribution is $787 [$600 + $187].

[T.D. 9056, 68 FR 23588, May 5, 2003]
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§1.408A-9 Effective date.
[T.D. 8816, 64 FR 5601, Feb. 4, 1999]

§1.408A-1 Roth IRAs in general.

This section sets forth the following
questions and answers that discuss the
background and general features of
Roth IRAs:

Q-1. What is a Roth IRA?

A-1l. (a) A Roth IRA is a new type of
individual retirement plan that indi-
viduals can use, beginning in 1998. Roth
IRAs are described in section 408A,
which was added by the Taxpayer Re-
lief Act of 1997 (TRA 97), Public Law
105-34 (111 Stat. 788).

(b) Roth IRAs are treated like tradi-
tional IRAs except where the Internal
Revenue Code specifies different treat-
ment. For example, aggregate con-
tributions (other than by a conversion
or other rollover) to all an individual’s
Roth IRAs are not permitted to exceed
$2,000 for a taxable year. Further, in-
come earned on funds held in a Roth
IRA is generally not taxable. Simi-
larly, the rules of section 408(e), such
as the loss of exemption of the account
where the owner engages in a prohib-
ited transaction, apply to Roth IRAs in
the same manner as to traditional
IRAS.

Q-2. What are the significant dif-
ferences between traditional IRAs and
Roth IRAs?

A-2. There are several significant dif-
ferences between traditional IRAs and
Roth IRAs under the Internal Revenue
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
70%>.

[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

26 CFR Ch. | (4-1-04 Edition)

rules applicable to establishing Roth
IRAS:

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 IRA 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-
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 IRA owner for purposes of
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