Y ou may deduct the un-reimbursed medical expenses and those of your spouse and dependents to the
extent that the expenses exceed 7.5% of your adjusted gross income (AGI). The 7.5% of AGI floor
subgtantialy reduces the tax savings that the medica expenses would otherwise produce.

Example—7.5% Floor

Tom has gross income of $85,000 and adjusted gross income of $80,000. He pays $9,000 of medical
expenses and receives insurance reimbursements of $2,000. His un-reimbursed expenses of $7,000 are
deductible only to the extent that they exceed $6,000 (7.5% x AGI of $80,000). Therefore, the
un-reimbursed expenses of $7,000 yield a deduction of only $1,000.

The deduction for medical expensesis an itemized deduction. Therefore, the benefit of it islost entirdly
in yearsin which you take the standard deduction.

Example—Itemized Deductions Less Than Standard Deduction

In the preceding example, Tom had $1,000 of deductible medica expenses, net of the 7.5% of AGI
floor. If heisasingleindividua and the taxable year is 2001, then his standard deduction is $4,550. If
he has only $3,500 of other itemized deductions, then he will not itemize a dl, because the totd
itemized deductions of $4,500 are less than his standard deduction. In this case, his medica expenses
save himno tax at dl.

To the extent possible, you should schedule the payments of medica expenses so that they occur in
yearsin which they will exceed 7.5% of AGI floor. Y ou can do this either by delaying eective medicd
procedures or delaying the payment of expenses.

Y our deduction for medica expenses may be based on your payment of your own expenses, and/or
those of your spouse and dependents. Thisis one of the few areas of the tax law in which ataxpayer
may clam a deduction for the payment of another individud's expense.

Example—Dependent's Medica Expenses

During the year, Tom provided more than half of the support of his adult son, who was forced to leave
his job due to illness. The son qudifies as Tom's dependent. Tom paid medica expenses for hissonin
the amount of $3,000. Tom may deduct the $3,000 of medical expenses, subject to his 7.5% of AGI
limitation.

What types of medicd costs are deductible?

Expendituresincurred on atypica vist to a doctor, including amounts paid for operations or treatments
affecting any portion of the body, including obstetrica expenses and expenses of therapy or X-ray

treatments, as well as the expenses of hospita services, nursing services, medicad, laboratory, surgicd,
dental and other diagnostic and hedling services, X-rays, medicine and drugs, artificia teeth or limbs,



ambulance hire, qudified long-term care services and insurance covering medica care. Acupuncture
aso qudifies. The cogt of illega operations or trestments is Specifically nondeductible.

If acapitd expenditure for medical care dso condtitutes a permanent improvement or betterment of
your property, then the expenditure is deductible only to the extent that it exceeds the increase in the

property's vaue.

Example—Deduction Limited to Excess of Increasein Vaue

Acting on the advice of his physician, Tom indals an eevator in his house o thet hiswife, who is
afflicted with aheart disease, will not be required to climb gairs. The devator costs $1,000 to indal,
and the vdue of the house isincreased by $700. The medical expense deduction is $300.

One of the most often-litigated questions in the area of medica expensesis whether an expenditure
benefits aparticular allment of the taxpayer, or is merdly beneficid to his or her generd hedlth, or,
worse yet, issmply apersona expense unrelated to hedlth. Expendituresin the first category are
deductible; those in the latter two are not.

Example—Expenditures for Medicad Care

Tom paid $200 to enroll in akarate class to help him lose weight and improve his generd hedth. While
sparring one night in the class, however, Tom suffered a cracked rib, which he paid his doctor $200 to
treat. The $200 paid to the doctor is an expense of medica care; the $200 paid for the karate classis
not.

To qudify an expenditure for the medical expense deduction, it is necessary to show the "present
exigence" or "imminent probability” of an illness aswell asto demondrate that the expense was
incurred "primarily” for the trestment of theillness. A persond expenseis not deductible merdly because
some indirect medica benefit results from it. The expense must be one which would not have been
incurred but for the medica condition to which it relates. There must be a"direct or proximate
relationship” between the expense and the diagnosis, cure, mitigation, treestment, or prevention of
disease, or the expense must have been incurred for the purpose of affecting some structure or function

of the body.



