Saver’s Tax Credit for
Contributions by Individuals to
Employer Retirement Plans and
IRAs

Announcement 2001-106

A-1: The saver’s credit is a nonrefund+iod consists of the year for which the
able income tax credit for certain taxpayeredit is claimed, the period after the end
ers with adjusted gross income that doas that year and before the due date (with
not exceed $50,000. It is equal to a speaéxtensions) for filing the taxpayer’s return
fied percentage of certain employee corfor that year, and the two taxable years
tributions made to an employer-sponsorethat precede the year for which the credit
retirement plan or of certain individual oris claimed. In the case of a distribution

This announcement describes the newpousal contributions to an individual refrom a Roth IRA, this reduction applies to
“saver’s credit,” an income tax credit thatirement arrangement (IRA) for taxableany such distribution, whether or not tax-
is available to eligible taxpayers who conyears beginning after December 31, 200hble, that is not rolled over. An amount
tribute to a retirement plan or IRA. Thisand before January 1, 2007. The saveréoes not count as a distribution for pur-
announcement includes a sample notiagredit is contained in § 25B of the Internaposes of the reduction rule if the distribu-
that employers can give to employees eXRevenue Code, which was added by setion is a return of a contribution to an IRA

plaining the credit.

Q-1: What is the saver’s credit?

tion 618 of the Economic Growth and Taxincluding a Roth IRA) made during the
Relief Reconciliation Act of 2001. tax year and (1) the distribution is made
, . ,_before the due date (including extensions)
Q-2: Who is eligible for the saver'su ihe individual's tax return for that year,
credit? (2) no deduction is taken with respect to

A-2: Taxpayers who are age 18 or ovelhe contribution, and (3) the distribution

before the end of their taxable year, othdPcludes any income attributable to the

than full-time students or persons claime§ontribution.

as dependents on another taxpayer’s rgor example, if an individual contributes
turn, are eligible for the credit. $3,000 to a 401(k) plan during 2002, but
For this purpose, students includ had taken a $500 IRA withdrawal during
L "’ hat year and a $900 IRA withdrawal
individuals who, during some part of eacrburing 2001 and neither of these

of five months during the year, are (a ithdrawals was rolled over, the amount

enrollt_ad at a school that has a regul It that individual’'s 2002 plan contribution
teaching staff, course of study, an

. eligible for the credit is $1,600 ($3,000 -
regularly enrolled body of students |n$500 - $900), instead of the $2,000 that
attendance, or (b) taking an on-farm ' '

training course given by such a school OrwouI(_j have been eligible for the credit if
Ro withdrawals had been taken.

state, county, or local government. A

student is a full-time student if he or she iQ-5: What types of contributions are

enrolled for the number of hours or coursealigible for the saver’s credit?

the school considers to be full-time. A-5: Salary reduction contributions to the

_ _ following arrangements are eligible for

Q-3: What is the maximum annualhe credit: a 401(k) plan (including a
contribution eligible for the saver’s credit? SIMPLE 401(k)), a section 403(b) annu-
] ity, an eligible deferred compensation
A-3: $2,000 per year. plan of a state or local government (a

Q-4: Is the amount of the annualgovernmental 457 plan”), a SIMPLE

contribution eligible for the saver’s credit/RA plan, or a salary reduction SEP. The
ever reduced? saver’s credit is also available for volun-

tary after-tax employee contributions to a
A-4: Yes. The amount of any contributax-qualified retirement plan or section
tion eligible for the saver’s credit is re-403(b) annuity. For purposes of the
duced by the amount of any taxable districredit, an employee contribution will be
bution received by the taxpayer (or by theyoluntary” as long as it is not required as
taxpayer’s spouse if the taxpayer filed condition of employment. Finally, the
jointly with that spouse both for the yeasaver’s credit is available for contribu-
during which a distribution was made andions to a traditional or Roth IRA.
the year for which the credit is taken)
from any plan described in A-5 belowAn amount contributed to an individual’s
during the testing period. The testing petRA is not a contribution eligible for the



saver’s credit if (1) the amount is distrib-and (3) the distribution includes any inthe taxable year for which the credit is
uted to the individual before the due dateome attributable to the contribution.  claimed, as follows:

(including extensions) qf the.mdlwdual SQ—6: What is the saver's credit rate?

tax return for the year in which the con-
tribution was made, (2) no deduction iA-6: The saver’s credit rate is based on
taken with respect to the contributionthe taxpayer’s adjusted gross income for

Adjusted Gross Income

Married filing joint Head of household All other filers Credit

$0-$30,000 $0-$22,500 $0-$15,000 50% of contribution
$30,001-$32,500 $22,501-$24,375 $15,001-$16,250 20% of contribution
$32,501-$50,000 $24,376-$37,500 $16,251-$25,000 10% of contribution
Over $50,000 Over $37,500 Over $25,000 credit not available

For example, a taxpayer whose filing stareduction contributions (the ADP test)Plans, Tax Exempt and Government Enti-
tus is single with adjusted gross income dbr plans subject to that test. Also, volties Division. For further information re-

$15,000 may be entitled to a credit equalntary after-tax employee contributionggarding this announcement, please con
to 50% of his or her contributions (up tato a qualified plan, whether or not thos¢éact the Employee Plans’ taxpayer
$2,000 of contributions) to a plancontributions give rise to the saver'sassistance telephone service at 1-877
described in A-5 above. credit, are taken into account in the329-5500 (a toll-free number), between
) , . nondiscrimination test for employeethe hours of 8:00 a.m. and 9:30 p.m. East
Q-7: Does the saver's credit affect an eIIélfter—tax contributions (the ACP test) forern Time, Monday through Friday. Mr.

gibc;e i.ndividual’ls gntitlﬁment |tc(; ar?y plans subject to that test. Kuehnle may be reached at (202) 283.
eduction or exclusion that would other- 39888 (not a toll-free number).

wise apply to the contribution? Q-11: Can an individual claim the saver’
credit for an amount contributed to a plan

A-7: No. Eligible individuals entitled to pursuant to automatic enrollment?

deduct IRA contributions or to exclude Notice to Employees Regarding

plan contributions from gross income willA-11: Yes. Any amount that is treated aSaver's Credit:

be able to deduct or exclude thosan elective contribution on behalf of anrpis notice explains how you may be able

amounts and also claim the saver’s credigligible individual to an employer pla”to pay less tax by contributing to [insert
e

Q-8: Can a taxpayer use the saver’s creaﬁ scribed in A-5 above can give rise 9ame of employer's plan] (the “Plan”) or

it to offset both an alternative minimum''¢ Saver's credit. to an individual retirement arrangement

tax liability and a regular income tax lia-Q-12: Can an individual take a projected 'RA")-
bility? saver's credit into account in figuring thegeginning in 2002, if you make contri-

A-8: Ves. allowable number ofowithholding al- putions to the Plan or to an IRA, you
lowances on Form W-47 may be eligible for a tax credit, called

q ibuti b : ith b t_the “saver’s credit.” This credit could
0 contributions by or for either or both. e - : reduce the federal income tax you pay
spouses give rise to the saver's credit? ing credits into withholding allowances

see IRS Publication 918How Do | Ad- dollqr—for-dollar. The amount of the_
A-9: Yes, contributions by or for either orjust My Withholding?” credit you can get is based on the contri

both spouses, up to $2,000 per year for ea&hl3_ Is th | tice that butions you make and your credit roate.
spouse, can give rise to the saver's credit 2 +>- 'S (heré a sample notice that emrhe credit rate can be as low as 10% o

ployers can use to help explain the saveris high as 50%, depending on your ad
Q-10: Are salary reduction and after-taxredit to employees? justed gross income — the lower your
employee contributions that are eligible 13- Yes. Emplovers are encouraged tic?come, the higher the credit rate. The
for the saver’s credit taken into account i " th‘ L : ploy bout th ud'tg £ credit rate also depends on your filing
the ADP and ACP nondiscrimination test§eI eir emp (;yees a olu € Credit. Mg tus. See the tables at the end of thi
of 88 401(k) and (m) of the Interna|P'OY€'s can inform employees In any way, ;. 1+, jetermine your credit rate.
Revenue Code? they choose, including use of the notice

-9: For married taxpayers filing jointly, . .
Q pay gl Y A-12: Yes. For information on conver

set out below. The maximum contribution taken into ac-
A-10: Yes. Salary reduction contribu- count for the credit for an individual is
tions to a 401(k) plan, whether or nopyafting Information $2,000. If you are married filing jointly,
those contributions give rise to the the maximum contribution taken into ac-

saver’s credit, are taken into account in The principal author of this announcecount for the credit is $2,000 each for you
the nondiscrimination test for salaryment is Roger Kuehnle of the Employeend your spouse.



The credit is available to you if you: which they are entitled) without havinggible for the credit that year and he defers
» are 18 or older, made any retirement contributions, the$3,000 of his pay to his employer’s 401(k)
e are not a full-time student, their federal income tax as a result oplan during 2002. During 2001, Mark
« are not claimed as a dependent omaking the $4,000 retirement contributook a $400 hardship withdrawal from his
someone else’s return, and tions will be only $400 after applicationemployer’s plan and during 2002 he takes
» have adjusted gross income (shown aof the saver’s credit and other tax benefitan $800 IRA withdrawal. Mark's 2002
your tax return for the year of thefor the retirement contributions. Thus, bysaver’s credit will be based on contribu-
credit) that does not exceed: saving $4,000 for their retirement, Susations of $1,800 ($3,000 - $400 - $800).

) ) _and John have also reduced their taxes % , .
$50,000 if you are married filing g2 g00. e amount of your saver’s credit will not
jointly, change the amount of your refundable tax
$37,500 if you are a head of household The annual contribution eligible for thecredits. A refundable tax credit, such as
with a qualifying person, or credit may have to be reduced by any taxhe earned income credit or the refundable
$25,000 if you are single or married fil-able distributions from a retirement plaramount of your child tax credit, is an
ing separately. or IRA that you or your spouse receiveamount that you would receive as a refund

~ during the year you claim the credit, dureven if you did not otherwise owe any

Exgﬁf‘}ljlei[h S_Uiag anld_John a;e ma;rle%g the 2 preceding years, or during théaxes.

and file their federal income tax return,qoi i

oy For 202 T S0ed 51050 e e et s e g, T Yot savers et vy
income would have been $34,000 if theYate for filing your return for that year. A@ear cannot exceed the amount of tax tha
had not made any retirement contribgigiribution from a Roth IRA that is not 70" WOUId otherwise pay (not counting

i i : . - any refundable credits or the adoption
tions. During 2002, Susan elected to havgy|ieq over is taken into account for this

i ' credit) in any year. If your tax liability is
$2,000 contributed to her employersqqction, even if the distribution is not ) vy y y

i N . educed to zero because of other nonre
401(k) plan. John made a deductible coqz,apje  After these reductions, the maxi

tribution of $2,000 to an IRA for 2002. As e fundable credits, such as the Hope
mum annual contribution eligible for theSchoIarship Credit, then you will not be

a result of these contributions, their 200% : .
. ) - ' tredit per person is $2,000. ; , .
adjusted gross income is $30,000. If their perp entitled to the saver’s credit.

Federal income tax would have beeiExample: Mark’s adjusted gross income
$3,000 (after applying any other credits téor 2002 is low enough for him to be eli-

CREDIT RATES

If your income tax filing status is

“married filing joint”

and your adjusted gross income is: Your saver’s credit rate is:
$0-$30,000 50% of contribution
$30,001-$32,500 20% of contribution
$32,501-$50,000 10% of contribution
Over $50,000 credit not available

If your income tax filing status is
“head of household”

and your adjusted gross income is:
$0-$22,500
$22,501-$24,375
$24,376-$37,500
Over $37,500

If your income tax filing status is “single,”
“married filing separate,” or “qualifying widow(er)
and your adjusted gross income is:

$0-$15,000

$15,001-$16,250

$16,251-$25,000

Over $25,000

Your saver’s credit rate is:
50% of contribution
20% of contribution
10% of contribution
credit not available

Your saver’s credit rate is:
50% of contribution
20% of contribution
10% of contribution
credit not available




