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This document clarifies how the City’s Deferred Compensation Plan calculates and processes catch-up contributions to maximize your pre-tax retirement savings while complying with the requirements of the Internal Revenue Code (IRC). It addresses the handling of regular deferrals available to all Plan participants, and two extra or “catch-up” deferral options available to participants age 50 and over. As a reminder:

· The minimum deferral amount is $10 per pay period. This is equivalent to $5 per week.
· There are annual, maximum deferral limits defined in the IRC. These are subject to change.
· You can contribute an annual amount between the minimum and the maximum(s) available depending on your age and how close you are to retirement.
· You can start, stop or change the amounts you defer at any time, subject to IRC rules. The rules generally require that the changes take effect in the following month.
· If you are eligible for both catch-up deferral options (described below), you can use one per year, but not both. If you don’t expect to defer more than the lower of the two catch-up maximums, it doesn’t matter which catch-up option you choose.
· If you are eligible to make catch-up contributions, all deferrals from your paycheck will first count toward the regular contribution until you have reached the normal contribution limit for the year ($17,000 in 2012). Thereafter, any additional contributions will be considered catch-up deferrals. This “bookkeeping” requirement will not affect how much you can defer. Instead it is a safeguard so that deferral amounts are recorded correctly to ensure you do not inadvertently exceed the contribution limits set by the IRC.


General Rules in 2012
The limit on regular deferred compensation contributions (pre-tax deferrals) will increase in 2012 to $17,000, from the 2011 limit of $16,500. See example below for participants younger than 50 years old.

	Information on Participant
	Maximum Regular Deferral for 2012
	Age 50 Catch-Up Deferral for 2012
($5,500 maximum)
	Last-3-Year Catch-Up Deferral for 2012
	Total Possible Deferral in 2012

	Age 35 (example)
	$17,000
	Not eligible
	Not eligible
	$17,000



The Internal Revenue Code permits workers age 50 and older, including those nearing retirement, to contribute extra amounts to meet their retirement needs, in two ways. The first supplemental deferral affects any participant who will be 50 or older by the end of the calendar year – even with a birthday on December 31. A participant electing to use the “Age 50 Catch-Up” may contribute $5,500 extra to the account (i.e., up to a total deferral of $22,500 in 2012). 


	
Information on Participant
	Maximum Regular Deferral for 2012
	Age 50 Catch-Up Deferral for 2012 ($5,500 maximum)
	Last-3-Year Catch-Up Deferral for 2012
	Total Possible Deferral in 2012

	Age 54 (example)
	$17,000
	$5,500
	Not necessarily eligible
	$22,500



For participants contributing during the three years before you can retire with full benefits, the "Last-3-Year Catch-Up" provides a second way to make extra contributions beyond the regular deferral. The Last-3-Year Catch-Up for a particular year is the lesser of:
· All amounts previously allowed but not contributed -- that is, the sum of annual maximum deferral amounts allowed by the IRC less (minus) any actual deferrals made -- for the entire time period you were eligible to participate in the Plan. (The City maintains records from 1985 on, when the Plan was created. We can help you determine your total amount allowed but not previously contributed to the Plan.)
  OR
· An amount equal and in addition to the regular deferral maximum for the year (i.e., an additional $17,000 for 2012).

Examples
Four examples on how the Last-3-Year Catch-Up works are listed below. To help highlight the different deferral options, all “participants” listed are assumed to be the same age (62) and with plans to retire the same year (2015).

Example A:  Fred contributed the maximum amount available to him during most of his time with the City, but contributed $1,000 less than the regular deferral maximum each year for a decade. He never made catch-up contributions. His allowed but not-contributed total for that decade would be $10,000. He can defer in 2012 a total of $27,000 (the $17,000 regular deferral plus the $10,000 not contributed in prior years). 

	Information on Participant
	Maximum Regular Deferral for 2012
	Age 50 Catch-Up Deferral for 2012 ($5,500 maximum)
	Last-3-Year Catch-Up Deferral for 2012
	Total Possible Deferral in 2012

	Fred, age 62 and planning to retire in 2015 (example)
	$17,000
	Elects to use other catch-up to maximize deferrals
	$10,000
	$27,000



If Fred contributes the full $27,000 in 2012, in 2013 he would be allowed to contribute only the regular deferral maximum amount plus the Age 50 Catch-Up amount for 2013 because he had already “caught up” in 2012 on the unused limits from prior years.

Example B: Marian contributed $10,000 less than the regular annual maximum each year for a decade and has not yet made any catch-up contributions. She would have $100,000 allowed but not contributed in prior years. Marian can defer in 2012 a total of $34,000 (the $17,000 regular deferral for 2012 plus an equal amount into the Last 3-Year Catch Up). 

	Information on Participant
	Maximum Regular Deferral for 2012
	Age 50 Catch-Up Deferral for 2012 ($5,500 maximum)
	Last-3-Year Catch-Up Deferral for 2012
	Total Possible Deferral in 2012

	Marian, age 62 and planning to retire in 2015 (example)
	$17,000
	Elects to use other catch-up to maximize deferrals
	$17,000
	$34,000



Marian can use this approach in each of the next two years (with the IRS maximums set for those years). However, because of the very large allowed but not contributed amount involved ($100,000), Marian is unlikely, in just three years, to “catch-up” on the total she didn’t contribute in the past.

Fred and Marian (above) were both eligible for the Age 50 Catch-Up and the Last-3-Year Catch-Up contribution and chose to use the Last-3-Year Catch-Up to speed their catch ups. Below are two more examples in which pre-retirees – Sam and his twin brother Robert -- each contributed $200 less the regular annual maximum each year for a decade ($2,000 for the 10-year period), never made any catch-up contributions, and are weighing their choices with different personal priorities in mind. 

Example C: Sam wants to catch up on missed deferrals ($2,000) but doesn’t have sufficient income to defer more. Sam can use the Age 50 Catch-Up contribution for a total deferral in 2012 of $19,000 (the $17,000 regular deferral plus $2,000 in the Age 50 Catch-Up).

Example D:  Robert wants to maximize his deferrals. Given Robert’s priority, he should use the entire Age 50 Catch-Up in 2012 to defer the maximum amount possible ($22,500, via the $17,000 regular deferral plus the entire $5,500 Age 50 Catch-Up). 

	Information on Participant
	Maximum Regular Deferral for 2012
	Age 50 Catch-Up Deferral for 2012 ($5,500 maximum)
	Last-3-Year Catch-Up Deferral for 2012
	Total Possible Deferral in 2012

	Sam, age 62 and planning to retire in 2015, wants to minimize his catch-up deferral (example)
	$17,000
	Only uses $2,000 of the maximum
	Does not use
	$22,500 (but elects to defer only $19,000)

	Robert, age 62 and planning to retire in 2015, wants to maximize his catch-up deferral (example)
	$17,000
	$5,500
	Elects to use other catch-up to maximize deferrals
	$22,500





To help you understand your options, we have also provided a full table of the examples on the next page. We hope this information is helpful. If you have questions, please contact Unika Noiel in the Benefits Unit at 684-7928 or unika.noiel@seattle.gov .

2 | Page 	Catch-Up Deferral Calculation and Processing
	Information on Participant (Examples)
	Maximum Regular Deferral for 2012
	Age 50 Catch-Up Deferral for 2012 ($5,500 maximum)
	Last-3-Year Catch-Up Deferral for 2012
	Total Possible Deferral in 2012

	Age 35 employee not eligible for any catch-up
	$17,000
	Not eligible
	Not eligible
	$17,000

	Age 54 employee eligible for only the Age 50 Catch-Up
	$17,000
	$5,500
	Not eligible
	$22,500

	


Examples on how the Last-3-Year Catch-Up might work are listed below, assuming the participants listed are the same age (62) and expect to retire the same year (2015). They vary according to how much they did not defer in the past or their current deferral vs. cash flow considerations.

	Fred contributed $1,000 less than the maximum each year for a decade (total $10,000) and has not made any catch-up contributions yet. He is catching up in 2012.
	$17,000
	Elects to use other catch-up to maximize deferrals
	$10,000
	$27,000

	Marian contributed $10,000 less than she could have each year for a decade (total $100,000) and has not yet made any catch-up contributions. She wants to catch up to the extent possible. 

Note: She can also use this approach in each of the next two years (subject to the IRS maximums set for those years), but is unlikely, in just three years, to “catch-up” fully. 
	$17,000
	Elects to use other catch-up to maximize deferrals
	$17,000
	$34,000

	Sam wants do the full regular deferral and catch up on $2,000 in missed deferrals over the last decade, but doesn’t have sufficient income to do more. 
	$17,000
	Only uses $2,000 of the maximum
	Does not use
	$22,500 (but elects to defer only $19,000)

	Robert wants to maximize his deferrals beyond the $2,000 in missed deferrals. 
	$17,000
	$5,500
	Elects to use other catch-up to maximize deferrals
	$22,500



