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Are You a High-Income Taxpayer?

Whether you think of yourself as wealthy, the tax law
might, and this has important consequences for you.
Starting on 2013 returns, high-income taxpayers have
new tax rates, additional taxes, and special limitations
that don’t apply to other taxpayers. What’s more, you
may be a high-income taxpayer for some purposes but
not for others. Here are the tax law definitions of a
high-income taxpayer for various purposes.

Top Tax Rates

If you are a high-income taxpayer, you are subject to a top income tax rate of 39.6% instead of the former top
rate of 35%. You also pay 20% on your long-term capital gains and qualified dividends instead of the usual
rate of 15%.

You are a high-income taxpayer in 2013 for purposes of tax rates when your taxable income exceeds:

$400,000 for singles

$425,000 for heads of households

$450,000 for joint filers

$225,000 for married filing separately

After 2013, these limits will be adjusted for inflation.

Additional Medicare Taxes

There is a 0.9% additional Medicare tax on the earned income of high-income taxpayers and a 3.8%
additional Medicare tax on net investment income of high-income taxpayers. The tax on earned income
applies when taxable wages and net earnings from self-employment exceed:

$200,000 for single taxpayers

$250,000 for joint filers

$125,000 for married persons filing separately

The tax on net investment income (NII) is imposed on the lesser of net investment income (unearned income
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minus applicable expenses) or modified adjusted gross income over a threshold amount. The threshold
amount for this purpose is the same as for the additional Medicare tax on earned income.

These threshold amounts are not adjusted annually for inflation. Over time, more and more people will
become high-income taxpayers for this purpose.

Limitations on Exemptions and Itemized Deductions

The so-called PEP and Pease limitations on exemptions and itemized deductions apply to high-income
taxpayers starting in 2013. The PEP limitation (PEP stands for personal exemption phase-out) means that
exemptions for yourself and your dependents start to be reduced when adjusted gross income (AGI) exceeds:

$250,000 for singles

$275,000 for heads of households

$300,000 for joint filers

$150,000 for married persons filing separately

The phase-out is 2% for each $2,500 or part thereof above specified income thresholds for your filing status.
Exemptions are fully phased out when AGI is:

$372,500 for singles

$397,500 for heads of households

$422,500 for joint filers

$211,500 for married persons filing separately

The Pease limitation (named after the congressman who first helped to create it) applies to itemized
deductions other than medical expenses and certain other specified deductions when AGI exceeds the same
threshold amounts that apply for the PEP limitation. The Pease limitation is the lesser of 3% of AGI over the
applicable threshold amount or 80% of itemized deductions otherwise allowed for the tax year. Thus, you
cannot lose more than 80% of these itemized deductions.

The threshold amounts will be adjusted for inflation after 2013.

Conclusion

            It makes sense to closely monitor your income throughout the year if you expect to be near the
threshold amount. Some skillful planning can keep you below your applicable threshold and save you
considerable taxes.


