
 

 

 
High Income Taxpayers Shoulder Burden of Health Reform Beginning in 2013 

Continued 
 
The 3.8% tax will apply to the lesser of: (1) the taxpayer’s(s’) net investment income or (2) the 
amount by which the taxpayer’s(s’) modified adjusted gross income (“AGI”) exceeds the high-
income threshold.  The high-income threshold is $200,000 for single filers and $250,000 for 
married couples filing jointly.  Modified AGI is AGI increased by excludible foreign-earned 
income or foreign housing costs under Code §911.  As an example, if a couple filing jointly has 
modified AGI of $300,000 and net investment income of $10,000, the tax will apply to the 
$10,000.  If they have net investment income of $100,000, the tax will apply to $50,000 (the 
excess of their AGI over the $250,000 high-income threshold).   
 
Commentators point out that tax-exempt income such as the yield on tax-exempt bonds is 
favored because it is not subject to the 3.8% tax.  Because earnings in a qualified retirement plan 
or IRA are not subject to the tax, maximizing contributions of pre-tax wages has two benefits.  It 
reduces the taxpayer’s(s’) AGI for the year of the contribution while permitting the accumulation 
of tax-free income.  Commentators expect taxpayers to consider planning techniques that 
substitute tax-exempt for taxable income and that otherwise reduce AGI. 
 
 
 

 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 

 
 
 
 
 
 

 

 

Tax Section 
 

Montgomery McCracken has the experience and talent to assist clients in all areas of federal, state, 
local and international taxation. We counsel clients regarding tax-free corporate reorganizations 
and taxable mergers and acquisitions, partnerships and joint ventures, tax efficient structures for 
investment vehicles and international operations, investment vehicles, international operations and 
tax issues faced by nonprofit and tax-exempt organizations. 
 
Please contact a member of our Tax Section if you have questions or if we may be of assistance. 
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