Who pays for Medicare

Al Overview

Medicare is primarily paid for by a mix of payroll taxes from employees and employers,
premiums paid by beneficiaries, and general federal revenues. Specifically, the Hospital
Insurance (Part A) trust fund relies heavily on payroll taxes, while the Supplementary
Medical Insurance (Part B) trust fund is funded by beneficiary premiums and general

revenues. Part D (prescription drug coverage) is also funded by general revenues and
premiums, with states sometimes contributing for dual-eligible beneficiaries.

Funding Sources by Medicare Part

e Medicare Part A (Hospital Insurance)

Payroll Taxes: A primary source of funding for Part A is the payroll tax (2.9%)
paid by employees and employers, split equally.

Self-Employment: Self-employed individuals pay both the employee and
employer portions of the payroll tax.

Income Taxes: A portion of the income taxes on Social Security benefits also
contributes to this fund.

Premiums: People who don't qualify for premium-free Part A pay a monthly
premium.

e Medicare Part B (Medical Insurance)

Beneficiary Premiums: Enrollees pay a monthly premium for Part B
coverage, which is higher for those with higher incomes.

General Revenues: The majority of Part B funding comes from general
revenues provided by Congress.

Interest: Interest from investments in the trust fund also adds to the
revenue.

e Medicare Part D (Prescription Drug Coverage)

General Revenues: Similar to Part B, a significant portion of Part D is funded
by general federal revenues.

Beneficiary Premiums: Enrollees pay premiums, which are higher for
individuals with higher incomes.
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o State Payments: States contribute to the funding for beneficiaries who are
also eligible for Medicaid.

Who Pays the Premiums?

Most Beneficiaries:

Many Medicare beneficiaries pay a Part B premium, which can be automatically deducted
from their Social Security benefit.

High-Income Beneficiaries:

Individuals with higher annualincomes pay higher, income-related premiums for both Part
B and Part D.

Who pays for Medicare
Medicare is

primarily paid for by a combination of payroll taxes, the federal government's general
revenue, and premiums paid by beneficiaries. The funding mechanisms and who pays vary
depending on the specific part of Medicare.

All Americans (Taxpayers)
All working Americans fund Medicare through taxes on theirincome.

e Payroll taxes: Employees and employers each pay a 1.45% Medicare tax on all
earnings. Self-employed individuals pay the full 2.9%.

o Additional taxes for high earners: Higher-income taxpayers pay an additional 0.9%
tax on earnings above a certain threshold ($200,000 for single filers, $250,000 for
married couples filing jointly).

e Generalrevenue: A significant portion of Medicare is also funded by general federal
revenue, which comes from a mix of other taxes.

Medicare beneficiaries
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Those enrolled in Medicare pay for a portion of their coverage through monthly premiums,
deductibles, and coinsurance.

Is there a yearly cap for Medicare being taken out of your paycheck
Al Overview
No, there is no yearly cap for the standard Medicare tax.

Unlike the Social Security tax, which only applies to income up to an annual limit
($176,100 in 2025), the 1.45% Medicare tax is applied to all of your covered wages.

For high-income earners, an Additional Medicare Tax of 0.9% is added on top of the
standard rate for any earnings that exceed a certain threshold based on your filing status.

Medicare tax breakdown
Your tax withholding for Medicare can be divided into two tiers:

e Standard Medicare tax: Aflat 1.45% is taken from every dollar you earn, with no
annual maximum. Your employer also pays a matching 1.45%, for a total of 2.9%.

e Additional Medicare tax (0.9%): This is an extra tax only paid by employees on
income above the following thresholds:

o $250,000 for married couples filing jointly
o $125,000 for married couples filing separately
o $200,000 for all other filing statuses

How high-income tax withholding works

Your employer is responsible for withholding the 0.9% Additional Medicare Tax from your
wages once they exceed $200,000 in a calendar year, regardless of your final tax-filing
status.

Example for a single filer:
e Onthe first $200,000: You pay the standard 1.45% Medicare tax.

e« Onincome over $200,000: You pay a total of 2.35% (the standard 1.45% + the 0.9%
additional tax).

Is there a yearly cap for Medicare being taken out of your paycheck



No, there is no yearly cap for the standard Medicare tax. Unlike Social Security tax, which
stops after you reach a maximum annualincome ($176,100 for 2025), the 1.45% Medicare
tax is taken from every dollar you earn.

However, there are two distinct parts to the Medicare tax:
Standard Medicare tax

o Rate: All covered wages are subject to a 1.45% Medicare tax, with employers paying
a matching 1.45%.

e Income cap: There is no wage limit or yearly cap for this tax. It is deducted from all of
your earnings.

Additional Medicare tax
High earners pay an additional 0.9% tax on income above certain thresholds.

e Income cap: This tax applies to wages and self-employment income over the
following amounts, based on your filing status:

o $250,000 for married couples filing jointly
o $125,000 for married couples filing separately
o $200,000 for all other filing statuses

e Employer withholding: Your employer is required to start withholding the additional
0.9% once your annual wages exceed $200,000, regardless of your filing status. The
appropriate tax is then reconciled when you file your tax return.

¢ No employer match: The additional 0.9% tax is paid only by the employee, not the
employer.



