The New Health Care Investment Taxes


With the Supreme Court’s blessing of the new health care law, its tax implications have become a reality. While many retirees won’t have to worry about the new tax in a “normal” year, there are some provisions that could capture the unsuspecting. We’ll review the basics here, but as always, since we don’t practice Tax, consult your tax advisor if you have questions.

To partially fund the new provisions of the law, Congress passed two new taxes on individuals starting January 1, 2013. One tax affects anyone making over $250,000 (joint filers) or $200,000 (single) in wages and self employment income, and it raises the Medicare tax from 1.45% to 2.35%. You’ll pay this with your share of Social Security and other employment taxes.

The second tax is an investment tax. This one amounts to 3.8% on investment income. That category can be a slippery one, but basically it includes dividends, interest, and capital gains, including capital gains in excess of the exclusion on a residence. (Note: the IRS still has to provide guidance on exactly which income the tax will apply to, so this definition could change in the near future.) The tax becomes effective at the same income levels as the extra Medicare tax. The tax only applies to amounts that exceed those income levels. So if you make more than $250,000 between investment income and employment income, you’ll only pay on the amount of investment income that gets you beyond $250,000. 

The tax can be tricky. For instance, if a single taxpayer has investment income of $200,000, and another $25,000 in Social Security income, under certain circumstances that taxpayer could end up paying tax on $25,000 of investment income. If you have low income numbers but in one year you sell a piece of property and end up with a $300,000 gain, then you will owe some of that in investment tax. 

In another example, say a single taxpayer’s adjusted gross income is $225,000 from employment and investment income, and medical, charitable and other deductions reduce that amount to just $50,000. The taxpayer will still owe the tax, because the tax is calcuated based on adjusted gross income which is before deductions. 

Apparently, the tax will also apply to trust income, but at a very low level, only $12,000. Net income of more than this amount not paid out to beneficiaries will incur the tax. So if you administer or benefit from a trust, make sure you take all the income due to you. 

Adjusting to this tax from an investment perspective generally involves nothing more than the usual tactics we recommend for most taxable accounts: use municipal bonds heavily, and if you have a choice of housing high yield stocks in an IRA – such as REITs or utilities - instead of in a taxable account, do so. Accelerating income into this year, or finally selling that piece of land Aunt Louise left you might be wise. Just be sure to close in 2012. Clients who are often involved in real estate transactions, or have transactions pending should waste no time making a visit to an accountant. 


This piece was produced by Cascade Investment Advisors, Inc. We specialize in value investing for individuals. We apply our approach across markets, looking for low-priced securities that offer above-average potential. We use imagination and hard work to bring performance and personal service to our clients. To learn more, contact Michelle Rand at 1.503.417.1950 or 1.888.443.9015; email to Michelle.Rand@cascadeinvestors.com. A full list of stocks we invest in is available on request; mention of specific securities is not investment advice; such investments may or may not be profitable.

