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Changes to Allocation Rules for Distributions Including 
After-Tax Amounts 

On September 18, the IRS released a notice on the allocation of taxable and non-taxable 

amounts among rollover distributions to multiple destinations. They also issued a proposed rule 

that applies to the allocation of those amounts in rollovers from designated Roth accounts. The 

guidance applies to distributions from qualified plans, 403(b) plans, and governmental 457(b) 

plans. The proposed rule will be effective January 1, 2015. The notice and proposed rule clear 

up an issue that arose when the IRS issued safe harbor language for the “Special Tax Notice” in 

2009. 

Background 

Amounts contributed to a retirement plan that have not yet been taxed, 

namely pretax elective deferrals, employer contributions, and earnings 

on plan accounts, are generally taxed in the year of distribution. 

Amounts that have been taxed — traditional after-tax employee 

contributions and Roth deferrals — are not taxed when distributed. If a 

participant’s account includes both pretax and after-tax amounts, then a 

distribution from the account is treated as including a pro rata share of 

each. Designated Roth accounts must be tracked separately from other 

plan balances. 

The taxability of a distribution may be deferred if the payment is rolled over to an eligible retirement plan. A rollover 

is generally limited to the portion of the distribution that is otherwise includible in gross income but an exception 

applies if a non-taxable portion is rolled directly (via trustee-to-trustee transfer) to a qualified plan that provides for 

separate accounting for the non-taxable portion or to an IRA. 

Notice 2009-68 provided sample notices for plan administrators of qualified plans to provide recipients of an eligible 

rollover distribution with a written explanation of the available options to defer taxation. The explanation stated that 

if a distribution included after-tax contributions and only a portion of the distribution was directly rolled over, the 

amount rolled over and the amount paid to the participant would each include a pro rata share of pre- and post-tax 

http://www.irs.gov/irb/2009-39_IRB/ar14.html
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amounts. This seemed to conflict with language in the Code that indicated that if a distribution were to be partially 

rolled over, the amount rolled over would be considered to consist of taxable amounts first. 

The issue hinged on whether a distribution that was split among multiple destinations was to be considered a single 

rollover, subject to the ordering rules described in the Code, or multiple distributions, each subject to the pro rata 

recovery of non-taxable amounts. Curiously, the IRS interpretation detailed in Notice 2009-68 only impacted direct 

rollovers. Indirect rollovers were still subject to the ordering requirement that dictated that the first dollars rolled 

were considered taxable. 

The IRS received extensive feedback on the issue. Many employer plans do not support separate accounting for 

non-taxable amounts, making it impossible to complete a direct rollover to an employer plan if proration is required. 

In addition, it was not logical to treat indirect rollovers differently than direct rollovers, as only participants with 

sufficient resources would be able to roll over the entire amount of a distribution after taxes had been withheld. 

Guidance Issued on Allocation of After-Tax Amounts to Rollovers 

The IRS confirms in Notice 2014-54, issued on September 18, 2014, that for purposes of determining the proration 

of a distribution that consists of after-tax (including Roth) and pretax amounts, multiple distributions made at the 

same time (or within a reasonable timeframe due to administrative delays), whether or not to multiple destinations, 

are treated as a single distribution. 

The notice provides several examples to demonstrate how the allocation of pre- and post-tax amounts is handled. If 

the amount rolled over to an eligible retirement plan is less than or equal to the portion of the distribution that is 

pretax, then the entire rollover is considered to be made from the portion of the distribution that is pretax. If the 

rollover is being made to two or more plans or IRAs, the participant may direct the plan administrator how the 

allocations are to be made. Rollovers of after-tax amounts must be made to an IRA or a plan that separately 

accounts for the after-tax amount. 

The notice provides an example of an account balance of $250,000 consisting of $200,000 pretax and $50,000 

after-tax. The participant separates from service and requests a $100,000 distribution. Under the pro rata rules, 

$80,000 is considered pretax and $20,000 is after-tax. The participant requests a rollover of $70,000 and a 

distribution of $30,000. The $70,000 is then rolled over as a pretax amount and the balance is taken as $10,000 

pretax and $20,000 after-tax. 

Comment: Although the participant now has flexibility to determine the amounts to be rolled over and the 

destinations, the requirement that the first dollars rolled must be pretax is unchanged. A participant can 

effectively roll all the non-Roth, non-taxable money to a Roth IRA, but only if all pretax dollars are rolled 

over to an eligible retirement plan; it is not possible to roll over only the non-taxable money and take the 

taxable amount as a distribution. 

Proposed Changes for Roth Accounts 

In conjunction with Notice 2014-54, proposed regulations were issued to remove the requirement that direct 

rollovers from Roth accounts be treated as separate distributions when multiple payments are made in conjunction 

http://www.irs.gov/pub/irs-drop/n-14-54.pdf
https://www.federalregister.gov/articles/2014/09/19/2014-22324/removal-of-allocation-rule-for-disbursements-from-designated-roth-accounts-to-multiple-destinations
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with a single event. Thus, the treatment of distributions from Roth accounts will mirror the rules for non-Roth 

distributions. 

Effective Date 

The proposed regulations are effective for Roth distributions on or after January 1, 2015, but may be relied on for 

distributions on or after September 18, 2014. The allocation rules in the notice may be used for non-Roth 

distributions immediately, but can also be relied on retroactively, which provides relief for any past practices that 

relied on the Code rather than the existing language in the Special Tax Notice. 

Reporting/Disclosures 

Even though a payment rolled over to multiple destinations will now be considered a single distribution, separate 

Forms1099-R will still be required. The forms must reflect how the rollover was split among the various 

destinations. Notices to participants describing available rollover options will need to be updated. The IRS has 

indicated that a new Special Tax Notice will be forthcoming. 

In Closing 

The guidance provides clarity on the allocation of pretax and after-tax amounts in distributions that are rolled over 

to multiple destinations. The new guidance recognizes that multiple rollovers made from a single plan distribution 

are not separate payments from the plan, but pieces of a whole. The interpretation in Notice 2014-54 affirms the 

language present in the Code and harmonizes with the existing practices of many plan administrators. 

Although the IRS has indicated that a new Special Tax Notice will be released, no date has been provided. It 

remains to be seen whether the revised notice will simply remove the language that caused this issue in the first 

place or will contain other updates, enhancements, or clarifications. 
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