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Highlights of the New 0.9% Medicare Tax on Wages  

& Self-Employment Income 

 

The IRS has issued long-awaited guidance for employers and individuals on the new rule that 

applies an additional 0.9% Medicare tax to wages, compensation and self employment income 

above a threshold amount received in tax years beginning after Dec. 31, 2012.  The guidance on the 

new rule, which will cause complications for employers as well as employees and self-employed, 

comes in the form of proposed reliance regulations and 47 questions and answers (Q&As).  Below 

are some highlights of the more important aspects of the new guidance: 

Withholding Requirement 

Employers must withhold the additional Medicare tax from wages in excess of $200,000 regardless 

of filing status or other income. Thus, if the threshold is exceeded, the additional Medicare tax must 

be withheld even if the employee ultimately won't owe the tax because he and his spouse file a joint 

return and they won't meet the $250,000 threshold for joint filers.  

The additional withholding applies in the pay period in which the employer pays wages in excess of 

$200,000 to an employee, and the employer need not notify the employee that additional withholding 

has commenced. Where a payment to an employee causes him to exceed the $200,000 threshold, 

the additional withholding tax applies only to the portion of the payment that exceeds the threshold.  

 For example, if an employee earns $180,000 through Nov. 30, 2012, and then receives a 

bonus of $50,000, her employer withholds the additional Medicare tax on $30,000.  

The employee cannot ask his employer to not withhold the additional Medicare tax. 

 Ex:  He earns more than $200,000, but his spouse has no earnings.  

In this situation, the employee will claim a credit for any withheld additional Medicare tax against the 

total tax liability shown on his individual income tax return.  An employee also can't ask the employer 

to withhold an extra amount specifically for the additional Medicare tax.  

However, the employee can request that the employer withhold an additional amount of income tax 

withholding on Form W-4, and that additional withholding will be applied against taxes owed on Form 

1040, including any additional Medicare tax that's owed.   

Complex rules apply to the relatively specialized situation of an employer that under- or over-

withholds the additional Medicare tax.  
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Types of Payments Subject to Additional Medicare Withholding 

The proposed regulations merely say that the additional Medicare tax applies to “wages” in excess 

of the $250,000/$125,000/$200,000 thresholds, but the Q&As make it clear the tax applies to the 

following types of payments: 

 Fringe benefits. The employer must withhold additional Medicare tax on total wages, 

including taxable noncash fringe benefits, in excess of $200,000. The value of taxable 

noncash fringe benefits must be included in wages and the employer must withhold the 

applicable additional Medicare Tax and deposit the tax under the rules for employment tax 

withholding and deposits that apply to taxable noncash fringe benefits.  

 Group-term life. The imputed cost of group-term life insurance coverage in excess of 

$50,000 is subject to social security and Medicare taxes, and to the extent that, in 

combination with other wages, it exceeds $200,000, it is also subject to additional Medicare 

tax withholding. When group-term life insurance over $50,000 is provided to an employee 

(including retirees) after termination, the employee share of social security and Medicare 

taxes and additional Medicare tax on that period of coverage is paid by the former employee 

with his or her tax return and is not collected by the employer. 

 Nonqualified deferred compensation (NQDC). Wages for purposes of withholding 

additional Medicare tax from NQDC are calculated in the same way as for withholding the 

existing Medicare tax from NQDC. Thus, if an employee has amounts deferred under a 

NQDC plan and the NQDC is taken into account as wages for FICA tax purposes under the 

special timing rule, the NQDC would likewise be taken into account under the special timing 

rule for purposes of determining an employer's obligation to withhold additional Medicare tax.  

 Third-party sick pay. Wages paid by an employer and by the third party need to be 

aggregated to determine whether the $200,000 withholding threshold has been met. The 

same rules that currently assign responsibility for sick pay reporting and payment of 

Medicare tax based on which party is treated as the employer. 

1. Ex:  The employer, the employer's agent, or a third party that is not the employer's 

agent) apply also to additional Medicare tax. 

 Tips. To the extent that tips and other wages exceed $200,000, an employer applies the 

same withholding rules for additional Medicare tax as it does currently for Medicare tax. An 

employer withholds additional Medicare tax on the employee's reported tips from wages it 

pays to the employee. A special rule applies where an employee does not receive enough 

wages for the employer to withhold all the taxes that the employee owes, including additional 

Medicare tax.  
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Self-Employed Individuals 

For 2013, the self-employment tax imposed on self-employed people has three tiers: 

 12.40% OASDI on the first $113,700 of self-employment income, for a maximum tax of 

$14,098.80 (12.40% of $113,700); plus 

 2.90% Medicare tax on the first $200,000 of self-employment income ($250,000 of combined 

self-employment income on a joint return, $125,000 on a separate return);plus 

 3.80% (2.90% regular Medicare tax + 0.9% additional Medicare tax) on all self-employment 

income in excess of $200,000 ($250,000 of combined self-employment income on a joint 

return, $125,000 for married taxpayers filing a separate return).  

The above $250,000, $125,000, and $200,000 thresholds for self-employed individuals are reduced 

(but not below zero) by the amount of wages taken into account in determining the additional 0.9% 

HI tax on wages.   

 

Please do not hesitate to contact Froehling Anderson at 952.979.3100 with any questions you may 

have regarding the additional Medicare Tax.   

 


