Frequently Asked Questions (FAQ)

Reps. Chocola and Kennedy

The Health Care Freedom of Choice Act

What does current law say about deductibility of medical expenses?  Healthcare expenses are deductible only if they exceed 7.5% of your adjusted gross income (AGI).  For example, if you have an AGI of $30,000, then your threshold amount for medical expenses is $2,250.  Only the amount of expenses that exceed this number can be deducted.  Today, only 4.5% of taxpayers can claim a medical expense deduction because of the high gross income threshold.
What expenses qualify for the deduction?  Medical care, health insurance premiums, dental care, long-term care, and some medically-necessary transportation.  The medical expense deduction, which was a significant feature of the Internal Revenue Code until 1986, is already well-defined in law and regulation.

What will be the revenue impact on the budget?  Exceptionally modest. An MIT/Kaiser Family Foundation study estimated that excluding medical expenses from gross income would cost $870 million annually (the Chocola bill would be even cheaper, because it works through an itemized tax deduction).  They found that the government would make money, when individuals choose to buy their own health care directly, because tax revenue from higher wages (in lieu of tax-free employer health benefits) would outweigh the cost of the tax deduction. As more Americans take advantage of HSAs, the revenue impact of HCFCA will shrink even further.

How would tax deductibility work with the Health Savings Accounts (HSAs)?  The two provisions are highly complementary.  HSAs offer an exclusion from annual gross income of up to $2600 per year in anticipation of future medical expenses.  Expenses over that amount would now also be deductible. 

How is H.R. 66 different from tax credits for the uninsured?  Tax credit proposals necessarily benefit only a segment of the population.  HCFCA unleashes market forces to provide more choice, more competition, and lower prices that benefit everyone.

Why is this an itemized deduction rather than an exclusion from gross income?  This change in the tax code is short and simple.  There is already a medical expense deduction – HCFCA simply eliminates the high gross income threshold that rendered it virtually useless.

Why should individuals’ medical expenses be tax deductible?  The Federal government shouldn’t tax people on non-discretionary expenses--money they effectively do not have.
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