
Treasury Regulation 1.408-11 
Net income calculation for returned or recharacterized IRA contributions 
 
(a) Net income calculation for returned IRA contributions — 

(1) General rule. For purposes of returned contributions under section 408(d)(4), the 

net income attributable to a contribution made to an IRA is determined by 

allocating to the contribution a pro rata portion of the earnings on the assets in the 

IRA during the period the IRA held the contribution. This attributable net income 

is calculated by using the following formula: 

 

(2) Special rule. If an IRA is established with a contribution and no other contributions, 

distributions or transfers are made to or from that IRA, then the subsequent 

distribution of the entire account balance of the IRA pursuant to section 408(d)(4) 

will satisfy the requirement of that Internal Revenue Code section that the return of 

a contribution be accompanied by the amount of net income attributable to the 

contribution. 

(b) Definitions. For purposes of this section the following definitions apply: 

(1) Adjusted opening balance. The term adjusted opening balance means the fair 

market value of the IRA at the beginning of the computation period plus the 

amount of any contributions or transfers (including the contribution that is 

distributed as a returned contribution pursuant to section 408(d)(4) and 

recharacterizations of contributions pursuant to section 408A(d)(6)) made to the 

IRA during the computation period. 

(2) Adjusted closing balance. The term adjusted closing balance means the fair 

market value of the IRA at the end of the computation period plus the amount of 

any distributions or transfers (including recharacterizations of contributions 

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

period. 

(3) Computation period. The term computation period means the period beginning 

immediately prior to the time that the contribution being returned was made to 

the IRA and ending immediately prior to the removal of the contribution. If more 

than one contribution was made as a regular contribution and is being returned 



from the IRA, the computation period begins immediately prior to the time the 

first contribution being returned was contributed. 

(4) Regular contribution. The term regular contribution means an IRA contribution 

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 computation period is deemed to be the most 

recent, regularly determined, fair market value of the asset, determined as of a 

date that coincides with or precedes the first day of the computation period. In 

addition, solely for purposes of this section, notwithstanding A–3 of §1.408A–5, 

recharacterized contributions are taken into account for the period they are 

actually held in a particular IRA. 

(2) In the case of an IRA that has received more than one regular contribution 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 returned contribution 

under section 408(d)(4), up to the amount of the contribution identified by the 

IRA owner as the amount distributed as a returned 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 regular contribution to her IRA. Taxpayer A requests that $400 of the May 1, 

2004, contribution be returned to her pursuant to section 408(d)(4). Pursuant to this 

request, on February 1, 2005, when the IRA is worth $7,600, the IRA trustee distributes 

to Taxpayer A the $400 plus attributable net income. During this time, no other 

contributions have been made to the IRA and no distributions have been made. 

(ii) The adjusted opening balance is $6,400 [$4,800 + $1,600] and the adjusted closing 

balance is $7,600. Thus, the net income attributable to the $400 May 1, 2004, 

contribution is $75 [$400 × ($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 contribution 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 transfers, 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 × ($16,000 − $12,200) ÷ $12,200]. Therefore, the total to be distributed as 

returned contributions on March 1, 2005, to correct the excess regular contribution is 

$787 [$600 + $187]. 
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