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Social Security Wage Base  
Increases to $110,100 for 2012  

 

 
 

 

The Social Security Administration has announced that the wage base for 

computing the Social Security tax (OASDI) in 2012 increases to $110,100 

from $106,800, which was the wage base for 2009 through 2011.  The $3,300 

increase, which is about 3%, is due to an increase in average total wages.  

 

The Federal Insurance Contributions Act (FICA) imposes two taxes on      

employers, employees, and self-employed workersñone for Old Age,      

Survivors and Disability Insurance (OASDI; commonly known as the Social 

Security tax), and the other for Hospital Insurance (HI; commonly known as 

the Medicare tax).   The FICA tax rate for employees and employers normally 

is 7.65% eachñ6.2% for OASDI and 1.45% for HI.  However, for 2011, the 

OASDI rate for employees is 4.2%.  

 

For self-employed workers, the FICA tax normally is 15.3%ñ12.4% for 

OASDI and 2.9% for HI.  However, for 2011, the self-employment tax rate is 

13.3%: 10.4% for OASDI, reflecting the two percentage point drop in the 

OASDI rate for employees, plus 2.9% for HI. 

  

There is a maximum amount of compensation subject to the OASDI tax, but no maximum for        

HI. Therefore, for a salary of $110,100 or more, an employee and his employer each will              

pay $6,826.20, the maximum amount for Social Security tax in 2012. For 2011, an employer         

pays $6,621.60 on a salary of $106,800 (or more) but an employee pays only $4,485.60. A             

self-employed person with at least $110,100 in net self-employment earnings will pay $13,652.40     

for the Social Security part of the self-employment tax in 2012. For 2011, a self-employed            

person with at least $106,800 of net self-employment earnings pays only $11,107.20 for the Social 

Security part of the self-employment tax. Self-employed workers can deduct half of their self-

employment tax before arriving at the adjusted gross income.  

 

For more information about this article, please contact us at taxalerts@windes.com or any of       

our tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 
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Most Retirement Plan Dollar Limits  
are Changed for 2012  

 

 
Internal Revenue Service (IRS) has announced the 2012 cost-of-living     

adjustments (COLAs) for retirement plans.  Most of the limits related     

to pension and other retirement plans, which are adjusted per Internal    

Revenue Code (IRC) Section 415(d), are changed for 2012, since the    

increase in the cost-of-living index met the statutory thresholds that     

trigger their adjustment.  

 

The following plan limits are increased effective January 1, 2012:  

 

¶ Defined benefit plans. The limitation on the annual benefit under 

a defined benefit plan under IRC Section 415(b)(1)(A) is increased 

from $195,000 to $200,000.  For    participants who separated from 

service before January 1, 2010, the 100% of average high-three-

years' compensation under IRC Section 415(b)(1)(B) for 2012        

is computed by multiplying the participant's 2011 compensation      

limitation by 1.0327 in order to reflect changes in the cost-of-living 

index from the quarter ended September 30, 2008 to the quarter 

ended September 30, 2011.  For participants who separated from service during 2010 

or 2011, the participant's 2011 compensation limitation is multiplied by 1.0376 in order 

to reflect changes in the cost-of-living index from the quarter ended September 30, 

2010, to the quarter ended September 30, 2011. 
 

¶ Defined contribution plans.   The limit on the annual additions to a participant's defined 

contribution account under IRC Section 415(c)(1)(A) is increased from $49,000 to 

$50,000. 
 

¶ Annual compensation limit.  The maximum amount of annual compensation that can be 

taken into account for various qualified plan purposes, including IRC Sections 401(a)

(17), 404(l), 408(k)(3)(C), and 408(k)(6)(D)(ii), is increased from $245,000 to $250,000. 
 

¶ Elective deferrals.  The IRC Section 402(g)(1) limit on the exclusion for elective deferrals 

is increased from $16,500 to $17,000. 
 

¶ Deferred compensation plans.  The limit on deferrals under IRC Section 457(e)(15),   

concerning deferred compensation plans of state and local governments and tax-

exempt organizations, is increased from $16,500 to $17,000. 
 

¶ Key employee in top-heavy plan.  The dollar limit under IRC Section 416(i)(1)(A)(i),     

relating to the definition of key employee in a top-heavy plan is increased from 

$160,000 to $165,000. 
 

¶ ESOP five-year distribution period.  The dollar amount under IRC Section 409(o)(1)(C)(ii) 

for determining the maximum account balance in an employee stock ownership plan 

(ESOP) subject to a five-year distribution period is increased from $985,000 to 

$1,015,000, while the dollar amount used to determine the lengthening of the five-year 

distribution period is increased from $195,000 to $200,000. 
 

¶ Highly compensated employee.  The dollar limit used in defining a highly compensated 

employee under IRC Section 414(q)(1)(B) is increased from $110,000 to $115,000. 
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Most Retirement Plan Dollar Limits are Changed for 2012 (continued) 

 
 

 

¶ Government plans.  The annual compensation limitation under IRC Section 401(a)(17) 

for eligible participants in certain governmental plans that, under the plan as in effect on 

July 1, 1993 allowed COLAs to the plan's compensation limit under IRC Section 401(a)

(17) to be taken into account, is increased from $360,000 to $375,000. 
 

¶ Control employee.  The employee compensation amounts used in the definition of 

òcontrol employeeó for purposes of the auto commuting rule of Treasury Regulation 

("Reg.") Section 1.61-21(f)(5)(i) is increased from $95,000 to $100,000; and the       

compensation amount under Reg. Section 1.61-21(f)(5)(iii) is increased from $195,000 

to $205,000. 

 

The following plan limits are unchanged:  

 

¶ Catch-up contributions.  The dollar limit under IRC Section 414(v)(2)(B)(i) for catch-up 

contributions to an applicable employer plan other than a plan described in IRC Section 

401(k)(11) or 408(p) for individuals aged 50 or over is $5,500.  The dollar limit under 

IRC Section 414(v)(2)(B)(ii) for catch-up contributions to an applicable employer plan 

described in IRC Section 401(k)(11) or 408(p) for individuals aged 50 or over remains 

at $2,500. 
 

¶ SEPs. The compensation limit under IRC Section 408(k)(2)(C) (amount of compensation 

above which an employee who meets other requirements must be able to participate in 

the employer's SEP plan) remains at $550. 
 

¶ SIMPLE accounts. The maximum amount of compensation an employee may elect to 

defer under IRC Section 408(p)(2)(E) for a SIMPLE plan remains at $11,500. 

 

The following plan limits calculated by reference to IRC Section 1(f)(3) are increased:  

 

¶ Excess employee compensation for purposes of determining installment acceleration amounts.  

The IRC Section 430(c)(7)(D)(i)(II) limit used to determine excess employee compen-

sation for single-employer defined benefit plans for which the special election under 

IRC Section 430(c)(2)(D) has been made is increased from $1,014,000 to $1,039,000. 
 

¶ Saver's credit AGI amounts.  For tax years beginning in 2012, an eligible lower-income 

taxpayer can claim a nonrefundable tax credit for the applicable percentage (50%, 20%, 

or 10%, depending on filing status and AGI) of up to $2,000 of his qualified retirement 

savings contributions, as follows: 
 

 

- Joint filers: $0 to $34,500, 50%; $34,500 to $37,500, 20%; and $37,500 to 

$57,500, 10% (no credit if AGI is above $57,500). 
 

- Heads of households: $0 to $25,875, 50%; $25,875 to $28,125, 20%; and 

$28,125 to $43,125, 10% (no credit if AGI is above $43,125). 
 

- All other filers: $0 to $17,125, 50%; $17,125 to $18,750, 20%; and 

$18,750 to $28,750, 10% (no credit if AGI is above $28,750). 

 

For more information about this article, please contact us at taxalerts@windes.com or any of       

our tax professionals at (562) 435-1191, (949) 271-2600, (310) 316-8130, or (213) 239-9745. 
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New Form 8949 Replaces  
Form 1040, Schedule D -1 

 

 
Newly released draft instructions to the 2011 Form 1040 Schedule D 

reveal that the IRS has created new Form 8949, Sales and Other   

Dispositions of Capital Assets (currently still in draft form), to      

replace Schedule D-1.  This and other changes affecting the 2011 

Form 1040, Schedule D, are explained below.  

 

New Form 8949 

 

The draft Schedule D instructions direct taxpayers to complete 

Form 8949 before completing Schedule D.  Form 8949 does not 

have its own instructions.  Rather, instructions for completing Form 

8949 are included in the instructions to Schedule D.  Specifically, the 

taxpayer uses Form 8949 to report:  

 

¶ The sale or exchange of a capital asset not reported on another form or schedule,  
 

¶ Gains from involuntary conversions (other than from casualty or theft) of capital assets 

not held for business or profit, and  
 

¶ Nonbusiness bad debts. 

  

The taxpayer uses Schedule D:  

 

¶ To figure the overall gain or loss from transactions reported on Form 8949, and  
 

¶ To report capital gain distributions not reported directly on Form 1040, line 13 (or 

effectively connected capital gain distributions not reported directly on Form 1040NR, 

line 14.)  

 

Basis on Form 1099-B 

 

The draft Schedule D instructions point out that a taxpayer who sold a covered security in 2011 

should be sent a Form 1099-B, Proceeds from Broker and Barter Exchange Transactions, from his 

broker that shows his basis.  This will help in completing Form 8949.  Generally, a covered security is 

a security acquired by the taxpayer after 2010, with certain exceptions explained in the instructions 

for Form 1099-B.  

  

Adjustments to gain or loss on Form 8949  

 

The draft Schedule D instructions note that, in certain situations, a taxpayer will have to put a code in 

column (b) of Form 8949 and make an adjustment to his gain or loss in column (g), as detailed in the 

instructions for Form 8949.  

 

Short sales 
 

Some instructions for reporting short sales have changed.  C
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New Form 8949 Replaces Form 1040, Schedule D-1 (continued) 
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