
 

Obama’s 3.8% Medicare Tax 
 

The combination of an election year and the scheduled “sunset” on President Bush tax reductions at 

December 31, 2012 and President Obama’s “Affordable (Health) Care Act” first kicking in at 

yearend, have created a great deal of US tax uncertainty and real concern. 

 

Obama’s much debated health care law will impose a new surtax, the "Medicare Surtax", of 3.8% on 

many taxpayers’ income where it exceeds about $200,000.   The Medicare Surtax will be a 3.8% tax 

additional to the regular income tax applied to, or calculated based on the  lesser of – 

(1) net investment income such as – 

a. interest, dividends, annuities, royalties, rent; 

b. net capital gains on the disposition of property (other than that held in most active 

trades or businesses), and  

c. income from passive activities and the business of trading in financial instruments 

or commodities,  

~~ or ~~ 

(2) the excess of – 

a. “Modified Adjusted Gross Income” (MAGI) – 

i. Adjusted Gross Income (the amount generally found on the top line of page 

two of Form 1040) 

ii. PLUS any excluded Foreign Earned Income (viz. excluded Israeli earned 

salaries and self-employment income); 

  over 

b. The applicable threshold amount – 

i. $250,000 for filers of joint tax returns and certain surviving spouses; 

ii. $125,000 for a married individual filing a separate return; 

iii. $200,000 for all others. 

Illustrative Examples: 

A.  Taxpayers H&W file a joint US tax return reflects net investment income of $80,000 and 

Adjusted Gross Income of $188,000 after excluding Israeli salary income of $92,000.  The 

MAGI would be $280,000 ($188k+$92k).  The excess of MAGI over $250,000 = $30,000 

which is less than the investment income so the Medicare Surtax will be $1,140 (3.8% x 

$30,000) in addition to any regular US income tax that may be due. 

 

 

B. Taxpayer B is single and B’s tax return reflects net income from portfolio interest and 

dividends of $80,000 plus US pension income of $200,000 and $10,000 of Israeli salary 

income for a MAGI of $290,000. The excess of MAGI over $200,000 = $90,000 which is 

more than the investment income so the Medicare Surtax will be $3,040 (3.8% x $80,000)  

in addition to B's regular US income tax. 

 

C. Taxpayer C is a single parent with three minor children all of whom are US citizens and C 

files as head of household. C’s tax return reflects net income from Israeli portfolio 

investments of $40,000 plus an Israeli pension and Israeli salary totaling $190,000 for a 

MAGI of $230,000. The excess of MAGI over $200,000 = $30,000 which is less than C's 

investment income so the Medicare Surtax will be $1,140 (3.8% x $30,000) even though C 

owes no regular US income tax after claiming three dependent children and foreign tax 

credits for the Israeli tax paid on the Israeli income. 

 

 



 

 

 

 

The Medicare Surtax may thus be visualized as a tax on investment income of taxpayers with gross 

income of about $200,000.   The surtax is applied to that much of the investment income as is 

taxable based on the MAGI calculation. 

  

There are some exceptions.  (1)  While MAGI will include retirement plan distributed income such 

as interest, dividends capital gains and annuity income, that retirement plan source investment 

income will not be subject to the Medicare Surtax.  (2) Capital gain on the sale of a partnership or an 

S Corporation ownership interest will not be subject to the Medicare Surtax.  (3)  The Medicare 

Surtax will not apply to a Non-resident Alien and not to a Section 501(c)(3) charitable organization 

nor a Charitable Remainder Trust.   However, an estate or (non-charitable) trust will be subject to the 

Medicare Surtax on its undistributed investment income. 

 

If you like, ask us to run calculations in order to better evaluate the consequences of such surtax. Let 

us know in particular if you have any specific questions that we might be able to help with in doing 

your tax planning. 

 

* * * * * * * * 


