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2012 INFLATION ADJUSTMENTS 

Following an October 20 announcement by the IRS and an October 19 announcement by the Social Security 
Administration, we now know most of the dollar amounts that employers will need to administer their benefit plans for 
2012.  And unlike the past two years, many of these amounts will actually be adjusted upward to account for inflation.  
The key dollar amounts for retirement plans, health savings accounts, and Social Security benefits are shown on this 
card. 

Sponsors of 401(k) plans may welcome some of the new numbers, which are not only slightly higher than their 2011 
counterparts, but also "rounder."  For instance, the annual 401(k) deferral limit will increase from $16,500 to $17,000, the 
overall limit on annual additions to a participant's account will go from $49,000 to $50,000, and the annual compensation 
limit will increase from $245,000 to $250,000.  (The annual catch-up contribution limit - $5,500 - will remain unchanged for 
2012.) 

Although the annual compensation threshold used in identifying highly compensated employees (HCEs) will increase 
(from $110,000 to $115,000), employers will not actually use the higher amount until they need to identify their HCEs for 
2013.  That's due to the "look-back" nature of the HCE definition.  In identifying HCEs for 2012, employers should 
continue to look at employees who earned at least $110,000 in 2011 (as well as 5% owners in either 2011 or 2012). 

There will be no increase in any of the limits on contributions to individual retirement accounts.  The maximum contribution 
to a health savings account will increase slightly - from $3,050 to $3,100 for individual coverage, and from $6,150 to 
$6,250 for family coverage.  The maximum HSA catch-up contribution will remain unchanged (at $1,000), as will the 
minimum HSA deductibles ($1,200 and $2,400 for individual and family coverages, respectively). 

Social Security recipients will enjoy a 3.6% benefit increase in 2012, a welcome change from two consecutive years with 
no increase.  To help pay for this benefit increase, however, the Social Security taxable wage base will also increase - 
from $106,800 to $110,100. 

A question yet to be answered is whether employees will continue to enjoy a reduction in the long-standing 6.2% "OASDI" 
tax rate.  For 2011, that rate was temporarily reduced by two percentage points (to 4.2%), as a way of helping to stimulate 
the economy.  The Obama Administration has recommended a further reduction for 2012, cutting the usual rate in half (to 
3.1%).  Although congressional Republicans may not go along with such a reduction, there is a better chance of the 4.2% 
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rate remaining in effect for 2012.  (In any event, the employer OASDI tax rate will remain at 6.2%). 

Kenneth A. Mason, Partner 
Spencer Fane Britt & Browne, LLP 
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