February 2012
TO:
ACCOUNTANTS FOR OUR CLIENTS

FROM:
DANZIGER & MARKHOFF LLP

RE:
2011 MAXIMUM SELF EMPLOYED PLAN CONTRIBUTIONS 


2012 RETIREMENT PLAN LIMITATIONS

Attached is Table I which will assist you in computing your clients’ retirement plan contributions.  Table I may be used if your client maximizes the profit sharing contribution at 25% of eligible plan compensation.  If the client sponsors a 401(k) plan, Table I should not be used, and guidance should be obtained from a qualified pension administrator.    

Table I shows the methodology to be used to calculate the maximum Self Employed Retirement Plan contribution levels for calendar year 2011.  Table I contemplates that the plan covers only the owner or that the plan provides the maximum contribution of 25% of compensation for all participants. You should use the methodology shown in Table I and apply the formulas to the actual net income of your clients.  

The calculation of the maximum permissible Self Employed contribution for 2011 is affected by the Social Security Taxable Wage Base, the unlimited Hospital Insurance Tax (“Medicare Tax”), the maximum plan compensation limit of $245,000 and the maximum contribution limit of $49,000.  Changes have been made to the calculation of the Self Employment Tax because of the 2% reduction on the employee portion of the tax.   This results in IRS using a “rounded” methodology on Schedule SE.  Nevertheless, in preparing the attached Table I we have used an “un-rounded” methodology since the difference between the two methodologies is deminimus.   Table I should be used only for calendar year 2011.  

Table II summarizes the 2012 and 2011 IRS limitations on maximum benefit accruals, contributions, 401(k) deferrals and other limitations affecting retirement plans in general.  Changes in the limitations between 2012 and 2011 are indicated in bold.

In the event that you have any questions concerning any of the above, please feel free to call our actuarial staff.

Danziger & Markhoff LLP

TABLE I
MAXIMUM 2011 SELF EMPLOYED CONTRIBUTIONS

25% RETIREMENT PLAN




        Example “A”     Example “B”     Example “C”      Example “D”
1.
Self Employment Income
$ 50,000.
$100,000.
$125,000.
$255,037.

2.
Deduction for 7.65% of

line “1” (Code Section

1402(a)(12))


     3,825.
      7,650.
      9,563.
   19,510.
3.
Net Self Employment

Earnings (line “1”
minus line “2”)


$ 46,175.
$ 92,350.
$115,437.
$235,527.
4.
Social Security Tax

(6.2% of line “3”,

limited to $6,622.)

$    2,863.
$    5,726.
$    6,622.
$    6,622.

5.
Medicare Tax

(1.45% of line “3”)

        670.
     1,339.
      1,674.
     3,415.
6.
Employer Tax
 
(line “4” plus line “5”)

$    3,533.
$   7,065.
$    8,296.
$  10,037.
7.
Section 164(f)(1)

deduction (line “6”)

$    3,533.
$   7,065.
$   8,296.
$   10,037.

8.
Maximum Self Employed

Contribution (Section

404(a) deduction)

25% of line “9”            
$    9,293.
$ 18,587.
$ 23,341.
$ 49,000.
9.
Plan Compensation

(line “1” minus lines

“7” & “8”)


$  37,174.
$ 74,348.
$ 93,363.
$196,000.
10.
Contribution percentage

on Self Employment 

Income (line “8” divided

by line “1”)


  18.586%
 18.587%
 18.673%
 19.213%
TABLE I EXPLANATION
MAXIMUM 2011 SELF EMPLOYED CONTRIBUTIONS
25% RETIREMENT PLAN
Line by Line Explanation
Line 1

This illustration assumes the individual has only Self Employment Income and no W-2 income.  Self Employment Income reflects the net profit or loss from the Owner-Employee’s business.  This amount is after subtracting all ordinary business expenses but before subtracting the deduction allowed under Code Section 164(f) for a portion of the individual’s social security taxes. 

Line 2

This is not a tax deduction.  Internal Revenue Code Section 1402(a)(12) provides that an amount equal to the product of the Self Employment Income multiplied by 1/2 of the applicable social security tax rates shall be deducted from Self Employment Income to determine the “Net Self Employment Earnings” amount on which the social security tax is based.  This amount equals 7.65% of Line “1”.  This is solely for the purpose of computing the “base amount” used to determine the applicable social security tax.

Line 3

This amount equals the difference between Line “1” and Line “2” and represents the basis of determining the Social Security Tax and Medicare Tax.

Line 6

This amount has been calculated assuming no other adjustments in computing self employment tax are applicable.  In situations when any such other adjustments apply, the resulting figures must also be adjusted.

Line 7

This amount reflects the employer portion of the total self employment tax determined on Line “6” and is the individual’s income tax deduction under Code Section 164(f)(1), which is taken on page 1 of IRS Form 1040.  If the individual also has W-2 income, the social security taxes on the W-2 income reduce the total self employment tax, thus reducing the Section 164(f)(1) deduction (Line”7”) and increasing the amounts on Lines “8” – “10”.
Line 8

The Maximum Self Employed Deduction is determined by dividing the difference between Line “1” and Line “7” by 1.25 and multiplying such quotient by 25%.  For example, for Self Employment Income of $50,000., the appropriate deduction shown on Line “7” is $3,533.  This amount is subtracted from $50,000. to yield $46,467. which is then divided by 1.25 to yield $37,174.  Such amount then is multiplied by 25%, which results in a Maximum Self Employed Deduction of $9,293.  This amount is the maximum permissible deduction under a Money Purchase Pension Plan or Profit Sharing Plan that provides for a contribution equal to 25% of compensation.
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Line 9

This amount is the individual’s Plan Compensation which is the basis of determining the Self Employed contribution.  For example, 25% of $37,174. is $9,293 which represents the maximum deductible contribution for an individual whose Self Employment Income is $50,000.

Line 10

This amount represents the actual percentage of the individual’s Self Employment Income which is being contributed to the Self Employed Plan.  This percentage is determined by dividing the applicable Maximum Self Employed Deduction by the Self Employment Income.  This represents the revised contribution percentage which historically had been 20% of Self Employment Income.

TABLE II
2012 IRS LIMITATIONS ON MAXIMUM BENEFITS, CONTRIBUTIONS, 401(k) DEFERRALS AND MISCELLANEOUS
  2012



  2011
SUBJECT





LEVEL


LEVEL

Defined Benefit Plan 



$200,000.


$195,000.

Sec. 415(b)(1)(A)

Maximum Annual Benefit

Defined Contribution Plan


$50,000.


$49,000.

Sec. 415(c)(1)(A)

Maximum Annual Addition





Sec. 401(k) Maximum Deferral

$17,000.


$16,500.

(If 50 or older as of year end)


$22,500.


$22,000

Sec 414(q) Highly Compensated 

$115,000.


$110,000.

Employee Salary Level

Sec. 401(a)(17) Maximum Compensation
$250,000.


$245,000.

For Plan Contribution Calculations



Social Security Taxable Wage Base

$110,100.


$106,800.

Hospital Insurance Tax Earnings Base

NO LIMIT


NO LIMIT
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