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The new Affordable Care Act for healthcare appears to set the stage for several tax planning changes. 
From my perspective, the main one is the new 3.8% Medicare Tax on Investment Income for 
individuals.

First, let’s define capital assets and why they are important in relation to a healthcare act. The tax 
code defines “capital assets” as any assets that are NOT ordinary income property or Section 1231 
assets. Examples of capital assets are stocks, bonds, mutual funds, land held for investment 
purposes and principal residences. Furthermore, investment income includes gross income from 
property held for investment such as dividends, interest, and royalties. Net short-term gains are 
normally included in investment income. Net investment income is investment income, net of 
investment expense. 

Currently, the maximum federal income tax rate on (LTCG) long-term capital gains and dividends is 
15%. In 2013, that tax rate will increase to 20% on LTCG and 39.6% on dividends as the Bush tax 
cuts expire. Add on top of that increase all or part of net investment income, which includes LTCG 
and dividends, an additional 3.8% Medicare contribution tax. The effect of this will be higher federal 
tax rates in the range of 23.8% on LTCG and 43.4% dividends. However, one should note that the 
3.8% tax only affects individuals with an adjusted gross income of $250,000 for married filing jointly 
and $200,000 for single filing status. 

Financial Planning Strategy and Structure: 

I have three solid financial planning recommendations given the above context: 1) Start planning to 
take investment gains, ahead of the rise in tax rates, and think about booking realized LTCG on 
appreciated capital assets by December 31, 2012; 2) Review your investments to see if you qualify for 
a Roth IRA conversion; 3) Add municipal bond exposure to your retirement portfolio since tax exempt 
interest is not subject to the 3.8% Medicare contribution tax.     

Now is a great time to identify and examine all of your potential sources of retirement income and to 
find opportunities for maximizing retirement savings and minimizing taxes. Currently, Roth IRA 
conversions appear to be a superior tax planning vehicle, since individuals have until age 701/2 to 
begin withdrawals, which provides more tax-planning flexibility during retirement.  

Taking these simple steps could help minimize your exposure to the additional tax increase in 2013.
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