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SUBJECT

Modification to the California Medical Expense Deduction

SUMMARY

The bill would, under the Personallncome Tax Law (PITL), reduce the percentage
threshold that medical and dental expenses must exceed to be deductible from 7.5 to
4 percent of federal adjusted grossincome (AGI).

RECOMMENDATION
No position.
SUMMARY OF AMENDMENTS

Not Applicable.

REASON FOR THE BILL

To help Californians pay for their health care premiums and allow them to deduct
more of their health care expenses.

ANALYSIS

This bill would amend PITL to reduce the percentage threshold that medical and
dental expenses must exceed to be deductible from 7.5 to 4 percent of federal
adjusted grossincome.

This bill would also require the Franchise Tax Board (FIB) to provide an anonymized
report to the Assembly Committee on Revenue and Taxation and the Senate
Committee on Governance and Finance reporting the number of taxpayers that
claimed the deduction, the total amount, in dollars, of deductions claimed by year for
each taxable year beginning on or after January 1, 2015. This reportis due on or
before February 1, 2026.

Effective/Operative Date

As a tax levy, this bill would be effective immediately upon enactment and operative
for taxable years beginning on or after January 1, 2021.
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Federal/State Law
ltemized Deductions — Unreimbursed Medical and Dental Expenses

Expenses deductible as unreimbursed medical expenses are amounts paid for the
diagnosis, cure, mitigation, tfreatment, or prevention of disease, or for the purpose of
affecting any structure or function of the body, or tfransportation primarily for and
essential to such medical care, for amounts paid for medical insurance that covers
such medical care (including essential transportation and amounts paid as premiums
for Medicare Part B supplemental medical insurance), and for long-term-care services.

Cdlifornia has modified conformity to the federalitemized deduction for unreimbursed
medical expenses as of January 1, 2015. California law modifies the federal threshold
of 10 percent of federal AGI by reducing the threshold, for California tax purposes, to
7.5 percent of the federal AGI.

Implementation Considerations

Implementing this bill would require some changes to existing tax forms and
instructions and information systems, which could be accomplished during the normal
annual update.

Technical Considerations

For clarity, the author may want to specify what taxable years this change applies to.

Policy Considerations

This bill would increase differences between federal and California tax law, thereby
increasing the complexity of California tax return preparation.

LEGISLATIVE HISTORY

AB 782 (Acosta, et al. 2017/2018) would hav e allowed a deduction in computing an
individual's AGI for the amounts paid during the taxable year to purchase medical
care insurance, or to pay for tfransportation primarily for and essential to such medical
care. AB 782 did not pass out of the Assembly Revenue and Taxation Committee by
the constitutional deadline.

PROGRAM BACKGROUND
None noted.

FISCAL IMPACT

The department’s costs to implement this bill have yet to be determined. As the bill
mov es through the legislative process, costs will be identified.
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ECONOMIC IMPACT
This bill wouldresultin the followingrevenue loss:

Estimated Revenue Impact of AB243 as Introduced on January 13, 2021
Assumed Enactment after June 30, 2021

($ in Millions)
Fiscal Year Revenue
2021-2022 -$230
2022-2023 -$150
2023-2024 -$150

This analysis does not account for changes in employment, personal income, or gross
state product that could result from this bill or for the net final payment method of
accrual.

LEGAL IMPACT

None noted.
APPOINTMENTS

None noted.
SUPPORT/OPPOSITION
To be determined.
ARGUMENTS

To be determined.
LEGISLATIVE CONTACT

FIBLegislativeServices@ftb.ca.gov
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