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Help-line

‘Home With You"

Tri-Valley receives many questions from area seniors, younger people with disabilities
and caregivers and has created this monthly Help-line column to provide some assistance.
We are also available five days a week to answer individual questions in person or on the
phone. Our website is also available.

The Payroll Tax Holiday
Q: What does a “‘payroll tax holiday’ really mean?

A: In a recent National Public Radio story, a reporter asked people on the street if they
had noticed their payroll tax cut. Most people said “No.” People seemed confused
between the payroll tax cut, and an income tax cut. Not everyone knew what the payroll
tax was. The purpose of the payroll tax cut---which came to be called a “holiday”—was
to stimulate Americans to buy more goods and services. Yet almost no one interviewed
said the change in payroll tax had stimulated them to shop more.

The tax cut in question is actually the Social Security payroll tax. Workers with
wage earnings that are subject to Social Security withholding pay this tax. Their
employers also pay this tax to Social Security. Taxes paid today are used to help pay for
today’s retirees and individuals with disabilities on Social Security. This tax is the main
way that Social Security is funded. The payroll tax is sometimes referred to as the
‘FICA’ tax, which stands for the Federal Insurance Contributions Act Tax.

In 2010, workers paid 6.2% of their earnings as Social Security payroll tax. The
maximum taxable earnings subject to the FICA tax is $106,800—a number that will
increase to $110,100 in 2012. The maximum FICA tax in 2010 was $6,621.60. The
employer pays the same amount. A self-employed worker pays both halves, or 12.4% of
their earnings. Because of the cap on taxable earnings, someone with $1,000,000 in

wages pays the same FICA tax as someone with $106,800 in wages.
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For 2011, Congress lowered our payroll tax to 4.2%. (The employer’s share
stayed at 6.2%). The self-employed worker paid 10.4% instead of 12.4%. Because of this
“holiday,” the maximum FICA tax a worker would pay fell from $6,621 to $4,485—a
savings of $2,136.

But many workers may not have noticed the payroll tax change in their take home
pay. A worker earning $45,000 would have paid $900 less in FICA tax. If that worker
was paid every week the increase in their paycheck would have been $17.30. A worker
earning $30,000 would have saved $11.53 per week. Many workers may not have

changed their consumption habits based on another $11 in their pocket.

Just before Christmas, Congress agreed to extend the payroll tax holiday for
another two months, until the end of February, 2012. The original tax break for 2011 was
presented as a temporary measure. If you went to the official Social Security website just
before Christmas, you would have seen that the FICA rate for 2012 had been pushed up
from 4.2% to 6.2%. For now, it will stay at 4.2%---until further Congressional action.

All the lost revenues due to this payroll tax “holiday” are coming from the Social
Security Trust Funds—a program whose finances some members of Congress say they
are very worried about. But the FICA tax holiday is a direct cut in funding for Social
Security.

Tri-Valley continues to be ready to assist you with other questions through its free
information & referral HELP-LINE at (508) 949-6640 or 1-800-286-6640. You may also
access Tri-Valley by E-mail: info@tves.org or visit the agency’s website at:

www.trivalleyinc.org

Tri-Valley, Inc. is a private non-profit agency providing in-home and community
based services in 25 Southern Worcester County towns. The agency receives funding
from the Commonwealth of Massachusetts through the Executive Office of Elder Affairs
and Federal financial support under the Older Americans Act furnished by the Central
Massachusetts Agency on Aging and the Massachusetts Executive Office of Elder
Affairs. Funds are also received from other public and private sources. All donations
are welcome and memorials may be established. Marilyn L. Travinski is the executive
director.
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