
The 2010 health care legislation imposes numerous new taxes and mandates.  By 2014, most U.S. citizens and 
legal residents will be required to have qualifying health care coverage or be subject to a tax penalty of up to 
$695 per year.  Some low and middle income individuals will receive tax credits to aid in the purchase of health 
insurance.  

This material is intended to acquaint you with the key tax changes to which you may become subject.  It 
combines the provisions of the Patient Protection and Affordable Care Act and the Health Care and Education 
Reconciliation Act, both as enacted in March, 2010.
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Increase in Medicare Tax
Begins January 1, 2013

Medicare payroll tax increased from 1.45% to 2.35 % and self-employment tax 
increased by 0.9% for “high income” individuals earning more than $200,000 and 
families earning more than $250,000

New Medicare Unearned 
Income Contribution Tax 
Begins January 1, 2013

Additional 3.8% Medicare tax on “net investment income” of “high income” 
persons.  

New 3.8% Medicare tax for trusts and estates on the lesser of (1) all undistributed 
“net investment income” or (2) all adjusted gross income in excess of $11,200.  
Charitable trusts are excluded.

Annual fees or excise tax 
on health care related 
companies

Annual fees on drug manufacturers (2011) and 2.3% of sales price tax on medical 
device manufacturers (2012).

Cadillac Health Plan 
Excise Tax 
Begins January 1, 2014

40% excise tax on employer sponsored group plans with premiums >$27,500 per 
family (10,200 per individual).  Threshold will be increased with infl ation.

Flexible Spending 
Accounts 
Begins January 1, 2013

Annual limit of $2,500 for funding of personal health care fl ex spending account.

Floor on Medical 
Expense Deduction 
Begins January 1, 2013

Deduction of unreimbursed medical expenses is limited to expenses in excess of 
10% of taxpayer’s “adjusted gross income” (current fl oor is 7.5% of AGI).

Tax on tanning services 
Begins July 1, 2010

10% tax on indoor tanning services.
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 “Net investment income” includes (a) dividends, taxable interest, capital gains, annuities, royalties, rents 
and other passive activity income not earned from the operation by the taxpayer of a trade or business, 
reduced by (b) deductions allowed on a personal income tax return for the production of the unearned 
income.  

   It does not include interest earned on tax exempt fi xed income securities (e.g., municipal bonds) 
nor does it include distributions from qualifi ed pension plans, veterans benefi ts or the excluded gain 
on sale of a principal residence.  Because this does not take effect until 2013, we should expect 
many clarifi cations and refi nements.

 “High income” persons are single persons with adjusted gross income over $200,000 or married persons fi ling 
jointly with “adjusted gross income” over $250,000.  These amounts will not be indexed for infl ation.

 “Adjusted gross income” is the term used on a personal income tax return to defi ne the gross income 
reported for personal income tax before any applicable deductions.  If this defi nition remains unchanged, 
then “adjusted gross income” would not include tax-exempt interest.  

Examples of the Application of the New Medicare Taxes

 A.  Samuel Smith and his wife have the following income sources in 2013:
 Salary   $210,000
 Tax Exempt Interest $  20,000
 Dividends  $  10,000
 Capital Gains  $  50,000

Sam will pay an addition 0.9% Medicare payroll tax on $10,000 of his salary.  In addition, the couple are “high 
income” persons with “adjusted gross income” of $270,000 (excludes the tax exempt interest).  They will pay the 
Medicare “contribution” tax of 3.8% on $20,000 of unearned income ($270,000 total less $250,000 threshold).

B.  Sam’s father, Herman, set up a dynasty trust long ago to benefi t Sam’s children and grandchildren.  In 
2013, this $2,000,000 trust earns $40,000 of dividends and generates $100,000 of capital gains.  None 
of this income is distributed because the benefi ciaries are still very young.  The trust income is subject 
to a Medicare “contribution” tax of 3.8% ($4,894) on $128,800 of this undistributed unearned income 
($140,000 less $11,200).   

IRS Circular 230 Disclosure. To ensure compliance with requirements imposed by the IRS, we inform you that the federal tax advice 
(if any) contained in this communication is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding 
penalties under the Internal Revenue Code or (ii) promoting, marketing or recommending to another party any transaction or 
matter addressed herein.
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