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Reminder for IRAs
Please note the following reminder for your clients who own IRAs and other
retirement accounts.

Savers Credit Reduces Contribution Cost
Your clients who meet certain requirements can reduce the cost of funding
their IRAs and other retirement accounts such as 401(k) plans, by claiming IRA Questions? Call us!
the Savers Credit. This nonrefundable tax credit can be up to 50% of the
Your Name
individual’s contributions, up to $1,000.

Your Company

One of the requirements that must be met is having an adjusted gross
income (AGI) under a certain amount. The following are the AGI limits and the
corresponding percentage of contribution available for the credit for tax year
2010:
Tax Filing
Status
Married filing
jointly

Head of
household

Other category of
filing

2010 AGI
Over
$0.00
$33,500

Not Over
$33,500
$36,000

$36,000
$55,500
$0.00
$25,125
$27,000
$41,625
$0.00
$16,750
$18,000
$27,750

$55,500
$25,125
$27,000
$41,625
$16,750
$18,000
$27,750

Available Saver’s
Credit

SAMPLE

50% of contribution
20% of contribution

10% of contribution
0% of contribution
50% of contribution
20% of contribution
10% of contribution
0% of contribution
50% of contribution
20% of contribution
10% of contribution
0% of contribution

Address
City, State 00000
Phone: (000) 000-0000
Fax: (000) 000-0000
Email: Yourname@yourdomain.com
www.yoourdomain.com
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cases, you can override Code 1,
by filing IRS Form 5239 for your
client. The form is accompanied
by step by step instructions on
how this can be accomplished,
and is available at www.irs.gov E

Work Around The
Roth Income Limit

The Savers Credit is one of the most overlooked tax benefits. It can be used
to encourage retirement savings among low income earners, who feel they Since the income limit no longer
apply to Roth IRA conversions,
cannot afford to save for retirement E.
your clients who are unable to
contribute to Roth IRAs because
For purposes of letting the IRS know whether a distribution amount is subject their income is too high can utilize
to the 10% early distribution penalty, Box 7 is the most important of boxes the following method to work
on IRS Form 1099-R. If your client is eligible for a waiver of the penalty, the around the contribution income
payor may use the appropriate code to indicate the type of exception that limit: Contribute the amount to
applies. However, mistakes are sometimes made, or, in some cases, the their traditional IRAs, and then
payor just will not use an exception code. For instance, if the distribution was immediately
converting
the
used for the first time home buyer exception, the IRS allows the payor to use amounts to their Roth IRAs. We
a Code 1, which suggests that the penalty applies to the distribution. In such recommend that individuals who

Correcting a Bad Code on a 1099-R
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elect to use this method do not claim
a tax deduction for the contribution
to the traditional IRA, so that the
conversion would be tax-free.
Caution: If this method is used,
the conversion of the contribution
amount will not be entirely tax-free
if the client has pre-tax amounts in
any non-Roth IRAs. This is because
distributions and conversions from
an individual’s non-Roth IRA will always include a pro-rated amount of
pre-tax and after tax balances, as
long as the individual has pre-tax
and after-tax amounts in any one or
more non-Roth IRAs E

Not All Can Deduct IRA Contributions

If your client does not receive benefits under an employer sponsored
retirement plan, and is not married to someone who receives such
benefits, he can claim a full deduction for contributions made to his
traditional IRA. However, if he, and/or his spouse receives such benefits,
it could affect his eligibility to claim a tax deduction for such contributions.
In those cases, the eligibility for deducting IRA contributions is determined
by his modified adjusted gross income (MAGI) and tax-filing status. The
2010 MAGI limits are as follows:
Tax Filing Status
Single

Married filing jointly or
a qualifying widower,
and active

Corporations
Require W-2
Wages for
Funding Employer
Retirement Plans

Establishing
and
funding
an
employer sponsored retirement
plan, such as SEP IRA, 401(k), or a
profit sharing plan, is a great way for
small business owners to fund their
retirement nest egg. These plans
allow a business owner to shelter
up to $49,000 from income, and
the amounts grow on a tax-deferred
basis. For 401(k) plans, an additional
$5,500 may be contributed as catchup contributions for individuals who
are at least age 50 by the end of the
year.
If any of your clients are thinking of
funding a retirement plan established
for their businesses, remind them that
they must have income on which to
base contributions. If the business is
incorporated, contributions can only
be based on W-2 wages. As such,
owners who fail to pay themselves a
salary for a year might not be able to
fund a retirement plan for that yearE

Page 2

Married filing jointly.
Not active, but spouse
is active

2010 MAGI
$56,000 or less
$56,000 - $66,000
$66,000 or more
$89,000 or less
$89,000- $109,000
$109,000 or more
$167,000 or less
$167,000-$177,000
$177,000 or more
Less than $10,000

Allowed deduction
100%
Partial
None
100%
Partial
None
100%
Partial
None
Partial

$10,000 or more

None

SAMPLE

Married
separately

filing

Notes:
• The chart should be read from the perspective of the person for whom
the contribution is being made. For example, if the contribution is
being made for a client whose tax filing status is ‚ married filing jointly‘,
you would say “she is married, and she is an active participant, so
the $89,000 to $109,000 range would apply to her” or “He is married,
and while he is not an active participant, he is married to an active
participant, so the $167, 000 to $177, 000 range would apply to him”.
•

Receiving benefits under an employer plan does not affect eligibility to
make a contribution to a traditional IRA. It only affects the individual’s
eligibility for deducting the contribution.

Caution must be exercised here, as the definition of ‘receiving benefits
under an employer plan’ varies among the different types of employer
plans. For instance, under a SEP IRA, your client would be considered
to have receives benefits for 2010, as long as the employer contribution
was deposited to his SEP IRA in 2010. This is so, even if the contribution
was made for 2009. With a pension plan, he would be considered to
have received benefits for 2010, regardless of when the contribution was
actually depositedE
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