TAX UPDATE – Cost of living adjustments for 2012
The IRS has announced its annual cost-of-living and inflation adjustments for 2012.  Tax laws require the IRS to adjust the dollar amounts of dozens of tax provisions each year to account for inflation.

Standard deductions - The 2012 standard deduction available for taxpayers who do not itemize are:
· $11,900 (up $300) for joint filers
· $5,950 (up $150) for single filers or married taxpayers filing separately
· $8,700 (up $200) for head of household
· $1,150 (unchanged) for additional standard deduction for the aged/blind ($1,450 for single or head of household)

Personal exemption - The 2012 personal exemption taxpayers may claim for themselves and dependents increased to:
· $3,800 (up $100).

Tax brackets – Income tax brackets were adjusted anywhere from a few hundred dollars in the lower brackets to several thousand at the top brackets.

Kiddie tax – The “kiddie” tax thresholds are unchanged for 2012.  The kiddie tax generally applies the following tax treatment to unearned income of a child under 18 (24 if the child is a student):
· First $950 not subject to tax
· Next $950 taxed at the child’s marginal rate
· $1,900 + taxed at parent’s marginal rate

Transportation fringe benefit – The 2012 income exclusions for employer- provided transportation benefits are:
· $240 (up $10) for parking, and
· $125 for transit, down from $230 unless legislation extends the equalization of transit and parking benefits.

Gift tax exclusion – The annual gift tax exclusion will remain at $13,000.

Estate tax exemption – The unified gift and estate tax exemption enacted late in 2010 will increase from $5 million in 2011 to $5.12 in 2012.  The exemption is scheduled to revert to $1 million in 2013 without any legislative changes.

Key retirement plan adjustments
Qualified retirement plans – The 2012 contribution limits on Section 401(k) and Section 403(b) plans are:
· $17,000 (up $500), and
· $5,500 (no change) for catch-up contributions for those 50 and older.
Traditional IRA limits – The 2012 phase-out ranges for the deductibility of IRA contributions are:
· $58,000 to $68,000 (up $2,000) for single and head of household filers covered by workplace plans,
· $92,000 to $112,000 (up $2,000) for joint filers when the contributing spouse is covered by a workplace plan, and
· $173,000 to $183,000 (up $4,000) for joint filers when the spouse of the contributor is covered by a work plan.

Roth IRA income limits – The phase outs for contributing to a Roth IRA in 2012 are:
· $173,000 to $183,000 (up $4,000) for joint filers, and
· $100,000 to $125,000 (up $3,000) for single and head of household filers.

Pension plans – The 2012 annual benefit limited under a defined benefit plan under Section 415(b)(1)(A) is increased $5,000, to $200,000.  The 2012 limit for defined contribution plans under Section 415(c)(1)(A) is increasing by $1,000, to $50,000.

Health savings accounts – The 2012 limits on HSA contributions are:
· $3,100 (up $50) for self-only coverage, and
· $6,250 (up $100) for family coverage.

The 2012 requirements for high-deductible health plans paired with HSAs are:
· $1,200 (no change) minimum deductible for self-only coverage,
· $2,400 (no change) minimum deductible for family coverage,
· $6,050 (up $100) limit on out-of pocket expenses for self-only coverage, and
· $12,100 (up $200) limit on out-of pocket expenses for family coverage.

