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The 2010 Health Care Act and the 2010 Reconciliation Act that were recently signed into law include some tax provisions 
that we believe may be of interest to you. 
 
In particular, most high-income taxpayers will be hit with two big tax hikes: a tax increase on wages and for the first time, 
an expansion of Medicare tax to income from investments.  These new taxes will take effect on January 1, 2013. 
 
The new law imposes an additional 0.9% Medicare tax on wages above $200,000 for individuals and $250,000 for 
married couples filing jointly. In addition, for higher-income households, the new law adds a 3.8% tax on net investment 
income.   
 
Higher Medicare tax on wages and self-employment income.  
 
Under current law, wages are subject to a 2.9% Medicare tax. Workers and employers pay 1.45% each. Self-employed 
people pay both halves of the tax, but are allowed to deduct one-half of this amount for income tax purposes.  
 
Under the provisions of the new law, most taxpayers will continue to pay the 1.45% Medicare tax, but single people 
earning more than $200,000 and married couples earning more than $250,000 will be taxed at an additional 0.9% 
(1.45% + 0.9% = 2.35% in total) on the excess over those base amounts.  Self-employed persons will pay 3.8% on 
earnings exceeding those thresholds (2.9% + 0.9% = 3.8%).  
 
The $200,000/$250,000 thresholds are not indexed for inflation, so it is likely that more and more people will be subject to 
the higher tax in coming years.  
 
Medicare tax extended to investments.  
 
Beginning in 2013, Medicare tax will, for the first time, be applied to investment income. A new 3.8% tax will be imposed 
on net investment income of single taxpayers with adjusted gross income (AGI) above $200,000 and joint filers above 
$250,000 (of course – these also are not indexed for inflation!).  
 
What is net investment income?  It is interest, dividends, royalties, rents, gross income from passive activities (i.e. 
businesses in which you do not actively participate), and capital gains. Net investment income is reduced by the 
deductions that are allocable to that income (e.g. investment management fees). The new tax will not apply to income in 
tax-deferred retirement accounts such as 401(k) plans.  
 
Because the new tax on investment income will not take effect for almost three years, this leaves some time to implement 
strategies to help mitigate this tax.  For example, interest from tax-exempt bonds is not subject to this additional tax.  Also, 
distributions from Roth IRAs will not increase your AGI, but distributions from a regular IRA will increase AGI and may 
cause you to exceed the thresholds.  You may want to revisit a possible Roth IRA conversion soon! 
 
If you would like more details about these provisions, or to discuss additional planning options that are appropriate for 
your particular situation, please don't hesitate to call.  
 
 
 
 
This communication discusses plans or arrangements that may have as a significant purpose, although not the principal purpose, the 
avoidance of any tax imposed by the Internal Revenue Code.  Circular 230, the IRS Standards of Practice requires us to disclose to you that 
any federal tax advice contained herein was intentionally written without the requisite formality and scope needed for use as protection 
against federal accuracy related tax reporting penalties, and therefore cannot be used for that purpose.  Furthermore, while you are not 
prohibited from disclosing such federal tax treatment or tax structure to a third party, it is our understanding that our advice will not be used 
by you to promote, market or recommend to another party any matters addressed herein.  Please contact us if you are in need of written 
federal tax advice designed to protect against the imposition of accuracy related penalties. 


