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Important Changes
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Self-employed health insurance. The special rulethat allowed self-employed
individual sto deduct 25% of health insurance premiumsfrom grossincome expire d
December 31, 1993. At the time this publication went to print, abill to extend thisde-
duction was pending in Congress. Tofind out if thisdeductionisallowed for 1 994,
see Publication 553, Highlights of 1994 Tax Changes.

Health insurance credit repealed. The health insurance credit part of the earned
income credit was repealed for tax years beginning after 1993.

Denial of deduction for club dues. Youmay notinclude in medical expenses
amounts paid or incurred after 1993 for membership in any club organized for bu si-
ness, pleasure, recreation, or other social purpose.

Introduction

This publication explains how to claim adeduction for your medical and dental
expenses. It contains an a phabetical list of itemsthat you can or cannot incl udeinfig-
uring your deduction. It also explains how to treat insurance reimbursementsan d
other reimbursements you may receive for medical care.

Ordering publications
and forms

To order free publications and forms, call our toll-free tel ephone number 1-800 —
TAX—ORM (1-800-829-3676). If you have accessto TDD equipment, you can call
1-800-829-4059. See your tax package for the hours of operation. Y ou canalsow rite
tothe IRS Forms Distribution Center nearest you. Check your income tax package for
the address.

Asking tax questions. You can call the IRSwith your tax question Monday
through Friday during regular business hours. Check your telephone book or your tax
package for the local number or you can call toll-free 1-800-829-1040 (1-800-829—
4059 for TDD users).

What form is used?

Y ou figure your medical expense deduction on Schedule A, Form 1040. Y ou cannot
claim medical expenses on Form 1040A or Form 1040EZ. An example of afilled-in
medical and dental expense part of Schedule A isshown at the end of thispubli cation.

How much can
you deduct?

Y ou can deduct only the amount of your medical and dental expensesthat is more
than 7.5% of your adjusted gross income shown on line 32, Form 1040.

Inthispublication, theterm ** 7.5% limit’’ isused to refer to 7.5% of your a djusted
grossincome. The phrase*‘ subject to the 7.5% limit’’ isalso used. Thisphras e means
that you must subtract 7.5% (.075) of your adjusted grossincome from your me dical
expensesto figure your medical expense deduction.

Example. Your adjusted grossincome on line 32, Form 1040, is $20,000; 7.5% of
whichis$1,500. You paid medical expenses of $800 in 1994. You cannot deduct a ny
of your medical expenses because they are not morethan 7.5% of your adjusted g ross
income.



Separate returns. If you and your spouse livein anoncommunity property state
and file separate returns, each of you can include only the medical expenseseach
actually paid. Any medical expensespaid out of ajoint checking account inwhi ch you
and your spouse have the sameinterest are considered to have been paid equally by
each of you, unless you can show otherwise.

Community property states. If you and your spouselive in acommunity prop-
erty state and file separate returns, any medical expenses paid out of communit y funds
aredivided equally. Each of you should include half the expenses. If medical e xpenses
are paid out of the separate funds of one spouse, only the spouse who paid the medical
expenses can include them. If you livein acommunity property state, are marri ed, and
file aseparate return, see Publication 555, Federal Tax Information on Community
Property.

What expenses can
you include for 1994?

Y ou can include only the medical and dental expensesyou paid during 1994, rega rd-
less of when the services were provided. If you pay medical expenses by check, the
day you mail or deliver the check generally isthe date of payment. If you use a

‘* pay-by-phone’’ account to pay your medical expenses, the date reported on the
statement of the financial institution showing when payment was made isthe dat e of
payment. Y ou can include medical expensesyou chargeto your credit card inthe year
the chargeis made. It does not matter when you actually pay the amount charged .

If you did not claim amedical or dental expense that would have been allowable inan
earlier year, file Form 1040X, Amended U.S. Individual Income Tax Return, for the
year in which you overlooked the expense. Do not claim the expense on thisyear 'sre-
turn. An amended return must be filed within 3 yearsfrom the date the original return
wasfiled or within 2 yearsfrom the time the tax was paid, whichever islater.

Y ou cannot include medical expensesthat were paid by an insurance company or
other sources. Thisistrue whether the payments were made directly to you, to the
patient, or to the provider of the medical services.

Decedent’s medical expenses. Medical expensesfor adecedent that are paid
from hisor her estate are treated as paid at the time the medical serviceswer e pro-
vided if they are paid within one year after the date of death. See Decedents, later.

Medical expenses paid before death by the decedent areincluded infiguring any de-
duction for medical and dental expenses on the decedent’ sfinal incometax retu rn.
Thisincludes expensesfor the decedent aswell asfor the decedent’ s spousean d de-
pendents.

Whose medical expenses
can you include?

Y ou can include medical expensesyou pay for yourself and for the individuals
discussed in this section.

Spouse. You caninclude medical expensesyou paid for your spouse. To claim
these expenses, you must have been married either at the time your spouserecei ved
the medical servicesor at the time you paid the medical expenses.

Example 1. Mary received medical treatment before she married Bill. Bill paid for
the treatment after they married. Bill can include these expensesin figuring h ismedi-
cal expense deduction even if Bill and Mary file separate returns.

If Mary had paid the expenses before she and Bill married, Bill could not inclu de
Mary' sexpensesin his separate return. Mary would include the amounts she paid
during the year in her separatereturn. If they filed ajoint return, the medic al
expenses both paid during the year would be used to figure their medical expens ede-
duction.

Example 2. During 1994, John paid medical expenses for hiswife Louise, who died
in 1993. John married Bellein 1994 and they file a joint return. Because John was
married to Louise when she incurred the medical expenses, he can include those
expensesin figuring his medical deduction for 1994.



Dependents. You caninclude medical expensesyou paid for your dependent. To
claim these expenses, the person must have been your dependent at the time the medi-
cal serviceswere provided or at thetime you paid the expenses. A person gener aly
qualifies as your dependent for purposes of the medical expense deduction if:
1) That person lived with you for the entire year asamember of your household or
isrelated to you, and
2) That personwasaU.S. citizen or resident, or aresident of Canadaor Mexico f or
some part of the calendar year in which your tax year began, and
3) You provided over half of that person’ stotal support for the calendar year.

Y ou can include the medical expenses of any person who isyour dependent eveni f
you cannot claim an exemption for him or her on your return only because the de pen-
dent received $2,450 or more of grossincome or filed ajoint return.

Example 1. 1n 1993, your sonwas your dependent. In 1994, he no longer qualifiesas
your dependent. However, you paid $800 in 1994 for medical expensesyour sonin -
curred in 1993, when he was your dependent. You can includethe $800infigurin g
your 1994 medical expense deduction. You cannot include thisamount on your 199 3
return.

Example 2. Your son, age 22, earned $2,500. You cannot claim an exemption for
him because he earned more than $2,450 and heis not a student. However, heis still
your dependent because you provided more than half of his support, including $8 00
for medical expenses. You can include the $800 in figuring your medical expense de-
duction.

Example 3. You provided more than half of your married daughter’ s support,
including medical expenses of $1,200. She and her husband file a joint return.
Although you may not be able to claiman exemption for your daughter, sheisstill
your dependent, and you can includein your medical expensesthe $1,200 you pai d.

Adopted child. You caninclude medical expensesthat you paid for achild before
adoption, if the child qualified as your dependent when the medical serviceswe re pro-
vided or when the expenseswere paid. If you pay back an adoption agency or oth er
persons for medical expensesthey paid under an agreement with you, you aretre ated
as having paid those expenses. But if you pay back medical expensesincurredan d
paid before adoption negotiations began, you cannot include them as medical
EXPenses.

Child of divorced or separated parents. If either parent can claim achild asa
dependent under the rulesfor divorced or separated parents, each parent canin clude
the medical expenses he or she paysfor the child even if an exemption for the child is
claimed by the other parent.

Support claimed under a multiple support agreement. A multiple support
agreement is used when two or more people provide more than half of aperson’s
support, but no one alone provides more than half. If you are considered to hav e pro-
vided morethan half of aperson’s support under such an agreement, you caninc lude
medical expensesyou pay, even if you cannot claim the person because he or she had
grossincome of $2,450 or more or filed ajoint return.

Any medical expenses paid by otherswho joined you in the agreement cannot bei n-
cluded as medical expenses by anyone. However, you can include the entire
unreimbursed amount you paid for medical expenses.



Example 1. You and your three brothers each provide one-fourth of your mother’s
total support. Under a multiple support agreement, you claimyour mother asad e-
pendent. You paid all of her medical expenses. Your brothersrepaid you for
three-fourths of these expenses. In figuring your medical expense deduction, yo u can
include only one-fourth of your mother’ s medical expenses. Your brotherscannot
include any part of the expenses. However, if you and your brotherssharethen on-
medical support itemsand you separately pay all of your mother’ smedical expen ses,
you can include the amount you paid for her medical expensesin your medical
eXpenses.

Example 2. Assume the same facts asin the previous example except that your
mother had grossincome of $2,450. You meet the support test under a multiple
support agreement but you cannot claiman exemption for your mother because she
had grossincome of $2,450 or more. However, you can include the amount you pai d
for your mother’s medical expenses.

Decedents

Thesurvivor or personal representative of adecedent can chooseto treat certain
expenses paid by the decedent’ s estate for the decedent’ s medical care as paid by the
decedent at the time the medi cal serviceswere provided. The expensesmust bep aid
within the one-year period beginning with the day after the date of death. If y ou are
the survivor or personal representative making this choice, you must attach a
statement to the decedent’ s Form 1040 or Form 1040X saying that the expenseshave
not been and will not be claimed on the estate tax return.

What if the decedent’s return has been filed and the medical expenses
were not included? Form 1040X can befiled for the year or years the expenses
aretreated as paid, unlessthe period for filing an amended return for that ye ar has
passed. An amended return must befiled within 3 years of the date the original return
wasfiled, or within 2 years from the time the tax was paid, whichever dateis later.

Example. John filed his 1993 income tax return on April 12, 1994. He died on June
1, 1994. His unpaid medical expenses were $1,500 for 1993 and $2,000 for 1994. His
executor paid the $3,500 in medical expensesin January 1995. The executor can file
an amended return for 1993, claiming the $1,500 medical expensesaspaidin 199 3.
The $2,000 for 1994 can betreated as paid in 1994 and included as a medical ex pense
on thereturn for 1994, which will be the decedent’ sfinal return.

What if you pay medical expenses of adeceased spouse or dependent?
If you paid medical expensesfor your deceased spouse or dependent, includethe m
as medical expenses on your Form 1040 in the year paid, whether they arepaid b efore
or after the decedent’ s death. The expenses can beincluded if the person wasy our
spouse or dependent either at the time the medical serviceswere provided or at the

time you paid the expense.

Medical Care

Medical care expensesinclude amounts paid for the diagnosis, cure, mitigation,
treatment, or prevention of disease, and for treatments affecting any part or f unction of
the body. The expenses must be primarily to alleviate or prevent aphysical or mental
defect or illness. Expensesfor solely cosmetic reasons generally are not expen sesfor
medical care. Also, expensesthat are merely beneficial to one' sgenera health (for
example, vacations) are not expenses for medical care.

Medical care expenses also include the premiumsyou pay for insurance that cove rs
the expenses of medical care, and the amountsyou pay for transportation to get medi-
cal care. Seelnsurance premiumsand Transportation, later, for more information.

Medical Expenses

Followingisalist of itemsthat you can or cannot includein figuring your me dical
expense deduction. Theitemsarelisted in aphabetical order ontheleftand are
explained on theright.

Abortion
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Y ou can include in medical expensesthe amount you pay for alegal abortion.



Acupuncture

Y ou can include in medical expenses the amount you pay for acupuncture.

Alcoholism

Y ou canincludein medical expensesamountsyou pay for aninpatient’ streatmentat a
therapeutic center for alcohol addiction. Thisincludes mealsand lodging provi ded by
the center during treatment.

Y ou can asoincludein medical expensestransportation costs you pay to attend
meetings of an Alcoholics Anonymous Club in your community if your attendancei s
pursuant to medical advice that membership in the Alcoholics Anonymous Clubis
necessary for the treatment of adiseaseinvolving the excessive use of alcohol ic
liquors.

Ambulance

Y ou can include in medical expenses amountsyou pay for ambulance service.

Artificial limb

Y ou can include in medical expensesthe amount you pay for an artificial limb.

Artificial teeth

Y ou can include in medical expensesthe amount you pay for artificial teeth.

Autoette

See Wheelchair, |ater.

Baby sitting
and child care

Y ou cannot include in medical expenses amountsyou pay for the care of your chi Idren
even if the expenses enable you to get medical or dental treatment. Also, any e xpense
allowed asachild care credit cannot be treated as an expense paid for medical care.
See also Healthy baby under Nur sing services, later.

Birth control pills

Y ou can include in medical expenses the amount you pay for birth control pills pre-
scribed by adoctor.

Braille books
and magazines

Y ou can include in medical expensesthe part of the cost of braille books and
magazines for use by avisually-impaired person that is more than the pricefor regular
printed editions.

Capital expenses

Y ou canincludein medical expenses amountsyou pay for special equipment insta lled
inyour home, or for improvements, if their main purposeismedical carefor yo u, your
spouse, or adependent. The cost of permanent improvementsthat increasethevalue
of the property may be partly included as a medical expense. The cost of the
improvement isreduced by theincreasein the value of the property. Thediffer enceis
amedical expense. If the value of the property isnot increased by the improve ment,
the entire cost isincluded as amedical expense.

Certain improvements made to accommodate your personal residence to your
disabled condition, or that of your spouse or your dependentswho livewith you , do
not usually increase the value of the residence and the cost can beincludedin full as
medical expenses. Theseimprovementsinclude, but are not limited to, thefollo wing
items:

» Constructing entrance or exit rampsto your residence,

» Widening doorways at entrances or exitsto your residence,

* Widening or otherwise modifying hallways and interior doorways,

* Installing railing, support bars, or other modifications to bathrooms,

* Lowering or modifying kitchen cabinets and equipment,

» Moving or modifying electrical outlets and fixtures,

* Installing porch lifts and other forms of lifts but generally not elevators,

» Modifying fire alarms, smoke detectors, and other warning systems,

» Modifying stairways,

» Adding handrails or grab bars anywhere (whether or not in bathrooms),

» Modifying hardware on doors,

» Modifying areasin front of entrance and exit doorways, and

» Grading the ground to provide access to the residence.

Only reasonabl e costs to accommodate a personal residenceto adisabled conditi on
are considered medical care. Additional costsfor personal motives, such asfor archi-
tectural or aesthetic reasons, are not medical expenses.



Capital expense work chart. Usethe following chart to figure the amount of
your capital expenseto includein your medical expenses.

1. Enter amount you paid for the improvement. $

2. Enter increasein value of your home. If line 2 isequal to or more than
line 1, you have no deduction. Stop here. If not, go ontoline 3.

3. Subtract line2 fromline 1. Thisisyour medical expense. $

Example. You have a heart ailment. On your doctor’ s advice, you install an elevator
in your home so that you will not have to climb stairs. The elevator costs $2,0 00. An
appraisal showsthat the elevator increases the value of your home by $1,400. Y ou
figure your medical expense likethis:

1. Enter amount you paid for the improvement. $2,000

2. Enter increase in value of your home. If line 2 isequal to or more than
line 1, you have no deduction. Stop here. If not, go ontoline 3. 1,400

3. Subtract line2 fromline 1. Thisisyour medical expense. $ 600

Operation and upkeep. Amountsyou pay for operation and upkeep qualify as
medical expenses, aslong asthe main reason for them ismedical care. Thisis so even
if none or only part of the original capital expense qualified asamedical car e expense.

Example. If, inthe previous example, the elevator increased the value of your home
by $2,000, you would have no medical expensefor the cost of the elevator. Howe ver,
the cost of electricity to operate the elevator and any coststo maintainit ar e medical
expenses aslong as the medical reason for the elevator exists.

Improvements to property rented by a person with a disability. Amounts
paid by aperson with adisability to buy and install special plumbing fixtures , mainly
for medical reasons, in arented house are medical expenses.

Example. John hasarthritisand a heart condition. He cannot climb stairsor get into
a bathtub. On hisdoctor’ sadvice, heinstalls a bathroomwith a shower stall o nthe
first floor of histwo-story rented house. The landlord did not pay any of the cost of
buying and installing the special plumbing and did not lower the rent. John can
includein medical expenses the whole amount he paid.

Car

Y ou caninclude in medical expensesthe cost of special hand controls and other
special equipment installed in acar for the use of aperson with adisability.

Special design. Theamount by which the cost of a car specially designed to hold a
wheelchair is more than the cost of aregular car isamedical expense.

Cost of operation. Y ou cannot deduct the cost of operating a specially equipped
car, except as discussed under Transportation.

Chiropractors

Y ou can include in medical expensesfeesyou pay to achiropractor for medical care.

Christian Science
practitioners

Y ou canincludein medical expensesfeesyou pay to Christian Science practitio ners
for medical care.

Contact lenses

Y ou canincludein medical expensesamountsyou pay for contact lenses needed f or
medical reasons. Y ou can a so include the cost of equipment and materialsrequi red
for using contact lenses, such as saline solution and enzyme cleaner. See also
Eyeglasses.



Cosmetic surgery

Generally, you cannot include in medical expenses the amount you pay for
unnecessary cosmetic surgery. Thisappliesto any procedurethat isdirected at
improving the patient’ s appearance and does not meaningfully promote the proper
function of the body or prevent or treat illness or disease. Procedures such as facelifts,
hair transplants, hair removal (electrolysis), and liposuction generally are not
deductible.

Y ou can include in medical expensesthe amount you pay for cosmetic surgery if itis
necessary to improve adeformity arising from, or directly related to, acongen ital
abnormality, apersonal injury resulting from an accident or trauma, or adisfi guring
disease.

Crutches

Y ou canincludein medical expensesthe amount you pay to buy or rent crutches.

Dancing lessons

Y ou cannot include the cost of dancing lessons, swimming lessons, etc., evenif they
arerecommended by adoctor, if they are only for the improvement of genera he alth.

Dental treatment

Y ou canincludein medical expensesthe amountsyou pay for dental treatment. T his
includesfeespaid to dentistsfor X-rays, fillings, braces, extractions, dentu res, etc.

Dentures

See Dental Treatment, earlier.

Diaper service

Y ou cannot include in medical expensesthe amount you pay for diapers or diaper
services, unlessthey are needed to relieve the effects of aparticular disease .

Drug addiction

Y ou canincludein medical expensesamountsyou pay for aninpatient’ streatmentat a
therapeutic center for drug addiction. Thisincludes mealsand lodging at the c enter
during treatment.

Drugs See Medicines.

Electrolysis or See Cosmetic surgery.

hair removal

Eyeglasses Y ou can include in medical expenses amountsyou pay for eyeglasses and contact

lenses needed for medical reasons. Y ou can also include fees paid for eye
examinations.

Founder’s fee

See L ifetime care—advance payments.

Funeral expenses

Y ou cannot include in medical expenses amountsyou pay for funerals. However,
funeral expenses may be deductible on the decedent’ sfederal estatetax return. See
Publication 448, Federal Estate and Gift Taxes.

Group medical insurance

See I nsurance premiums.

Guide dog or
other animal

Y ou can include in medical expensesthe cost of aguide dog or other animal to be
used by avisually-impaired or hearing-impaired person. Y ou can also include th e cost
of adog or other animal trained to assist personswith other physical disabili ties.
Amountsyou pay for the care of these specially trained animalsare also medical
EXPenses.

Hair transplant

See Cosmetic surgery.

Health club dues

Y ou cannot include in medical expenses health club dues, YMCA dues, or amounts
paid for steam bathsfor your general health or to relieve physical or mental
discomfort not related to a particular medical condition.

Y ou cannot include in medical expensesthe cost of membershipin any club organ ized
for business, pleasure, recreation, or other social purpose.



Health institute

Y ou can includein medical expensesfeesyou pay for treatment at ahealth inst itute
only if thetreatment is prescribed by a physician and the physician issues a s tatement
that the treatment is necessary to alleviate aphysical or mental defect or ill nessinthe
individual receiving the treatment.

Health Maintenance
Organization (HMO)

Y ou canincludein medical expenses amountsyou pay to entitle you or adepende nt to
receive medical care from a health maintenance organization. These amounts are
treated as medical insurance premiums. See | nsurance premiums.

Hearing aids

Y ou canincludein medical expensesthe cost of ahearing aid and the batteries you
buy to operateit.

Hospital services

Y ou canincludein medical expenses amountsyou pay for the cost of inpatient ¢ are at
ahospital or similar institution if the main reason for being thereisto rece ive medical
care. Thisincludes amounts paid for meals and lodging. Also see L odging.

Household help

Y ou cannot include in medical expensesthe cost of household help, evenif such help
isrecommended by adoctor. Thisisapersonal expensewhich isnot deductible.
However, you may be ableto include certain expenses paid to aperson providing
nursing-type services. See Nursing services.

lllegal operations
and treatments

Y ou cannot include in medical expenses amountsyou pay for illegal operationso r
treatments.

Insurance premiums

Y ou canincludein medical expensesinsurance premiumsyou pay for policiesthat

cover medical care. Policies can provide payment for:

 Hospitalization, surgical fees, X-rays, etc.,

* Prescription drugs,

 Replacement of lost or damaged contact lenses, or

» Membership in an association that gives cooperative or so-called *‘free-choice’ ’
medical service, or group hospitalization and clinical care.

Theinsurance policy can pay you, the patient, or the care provider (hospital, doctor,
dentist, etc.) directly.

If you have apolicy that provides more than one kind of payment, you caninclu dethe
premiums for the medical care part of the policy if the charge for the medical part is
reasonable. The cost of the medical portion must be separately stated in thein surance
contract or given to you in a separate statement.

Cafeteriaplans. Do notincludeinyour medical and dental expenses (line 1 of
Schedule A) insurance premiums paid by an empl oyer-sponsored health insurance
plan (cafeteriaplan) unlessthe premiumsareincluded in box 1 of your Forms W-2.

Medicare A. If you are covered under social security (or if you are agovernment
employee who paid Medicare tax), you are enrolled in Medicare A. Thetax paid for
Medicare A isnot amedical expense.

If you are not covered under social security (or were not agovernment employe e who
paid Medicaretax), you may voluntarily enroll in Medicare A. Inthissituatio nthe
premiums paid in 1994 for Medicare A can beincluded asamedical expense onyo ur
tax return.

Medicare B. Medicare B isasupplemental medical insurance. Premiums you pay
for Medicare B are amedical expense. If you applied for it at age 65, you can deduct
$41.10 for each monthin 1994 for which you paid a premium. If you were over ag e 65
when you first enrolled, check the information you received from the Social Sec urity
Administration to find out your premium.

Prepaid insurance premiums. Premiumsyou pay beforeyou are 65 for
insurance for medical care for yourself, your spouse, or your dependents after you
reach 65 are medical care expensesin theyear paid if they are:

1) Payablein equal yearly installments, or more often, and



2) Paidfor at least 10 years, or until you reach age 65 (but not for lessthan 5 years).

Unused sick leave used to pay premiums. You mustincludein grossincome
cash payments you receive at the time of retirement for unused sick leave.

Y ou must also includein grossincome the value of unused sick leavethat, aty our
option, your employer appliesto the cost of your continuing participationiny our
employer’shealth plan after you retire. Y ou can include this cost of continuin g
participation in the health plan as a medical expense.

If you participate in a health plan where your employer automatically appliest he
value of unused sick leave to the cost of your continuing participation in the health
plan (and you do not have the option to receive cash), you do not include the value of
the unused sick leave in grossincome. Y ou cannot deduct this cost of continuin g
participation in that health plan as a medical expense.

You cannotinclude premiums you pay for:

« Lifeinsurance policies,

* Policies providing payment for loss of earnings,

* Policiesfor lossof life, limb, sight, etc.,

* Policiesthat pay you aguaranteed amount each week for a stated number of week s
if you are hospitalized for sickness or injury, or

» Thepart of your car insurance premiumsthat provides medical insurance coverag e
for all personsinjured in or by your car because the part of the premium for y ou and
your dependentsis not stated separately.

Health insurance costs for self-employed persons. Caution. The
self-employed health insurance deduction expired at the end of 1993. However, at the
timethis publication went to print, abill to extend this deduction waspendin gin
Congress. To seeif thisdeduction is alowed for 1994, see Publication 553, Highlights
of 1994 Tax Changes. If it is extended, the following rules apply.

If you were self-employed and had anet profit for the year, were ageneral par tner (or
alimited partner receiving guaranteed payments), or if you received wagesin 1994
from an S corporation in which you were amore than 2% sharehol der (who istre ated
asapartner), you may be able to deduct up to 25% of the amount paid for heal th
insurance on behalf of yourself, your spouse, and dependents. Y ou take thisded uction
on line 26 of Form 1040. If you itemize your deductions, include the remaining
premiumswith all other medical care expenses on Schedule A, subject tothe 7.5 %
limit.

Y ou may not take the deduction for any month in 1994 in which you were eligible to
participate in any subsidized health plan maintained by your employer or your
spouse' s employer.

If you qualify to take the deduction, use the following worksheet to figurethe amount

you can deduct. But, if either of thefollowing applies, do not use the workshe et.

Instead, use the worksheet in Publication 535, Business Expenses, to figure your

deduction.

* You had more than one source of income subject to self-employment tax.

* You fileForm 2555, Foreign Earned Income, or Form 2555-EZ, Foreign Earned
Income Exclusion.



Worksheet for Self-Employed Health I nsurance Deduction
(Keep for your records)

1. Enter thetotal amount paid in 1994 for health insurance coverage for
1994 for you, your spouse, and dependents. But do not include
amounts for any month you were eligible to participate in an
employer-sponsored health plan.

2. Percentage used to figure the deduction. x .25

3. Multiply line 1 by the percentage on line 2.

4. Enter your net profit and any other earned income* from the
business under which theinsurance plan is established, minus any
deductions you claim on Form 1040, lines 25 and 27.

5. Self-employed health insurance deduction. Enter the smaller of
line 3 or line 4 here and on Form 1040, line 26. Do not include this
amount in figuring any medical expense deduction on Schedule A
(Form 1040).

* Earned income includes net earnings and gains from the sale, transfer, or licensing
of property you created. It does not include capital gainincome. If you werea more
than 2% shareholder in an S corporation, earned income is your wages from that
corporation.

Laboratory fees

Y ou canincludein medical expensesthe amountsyou pay for laboratory feesthat are
part of your medical care.

Lead-based paint
removal

Y ou canincludein medical expensesthe cost of removing lead-based paintsfrom
surfacesin your hometo prevent achild who has or has had |ead poisoning from
eating the paint. These surfaces must bein poor repair (peeling or cracking) or within
the child’ sreach. The cost of repainting the scraped areais not amedical exp ense.

If, instead of removing the paint, you cover the areawith wallboard or panelin g, treat
these items as capital expenses. See Capital expenses, earlier. Do not include the cost
of painting the wallboard as amedical expense.

Learning disability

Y ou canincludein medical expensestuition feesyou pay to aspecial school for a
child who has severelearning disahilities caused by mental or physical impairm ents,
including nervous system disorders. Y our doctor must recommend that the child
attend the school. See Schools, special, later.

Y ou can also include tutoring fees you pay on your doctor’ s recommendation for the
child’ stutoring by ateacher whois specially trained and qualified to work wi th
children who have severe learning disabilities.

Legal fees

Y ou can include in medical expenseslegal fees paid to authorize treatment for mental
illness. However, if part of the legal feeincludes, for example, aguardianshi p or estate
management fee, you cannot include that part in medical expenses.

Lifetime care—
advance payments
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Y ou canincludein medical expensesapart of alife-carefeeor *‘founder’ sfe €’ you
pay either monthly or asalump sum under an agreement with aretirement home. The
part of the payment you includeisthe amount properly allocableto medical car e. The
agreement must require a specified fee payment asacondition for the home' s pr omise
to provide lifetime care that includes medical care.

Dependents with disabilities. You canincludein medica expenses advance
paymentsto aprivateinstitution for lifetime care, treatment, and training of your
physically or mentally impaired dependent upon your death or when you become
unableto provide care. The payments must be a condition for the institution’ s future
acceptance of your dependent and must not be refundable.



Payments for future medical care. Generaly, you are not allowed toincludein
medical expenses current paymentsfor medical care (including medical insuranc €) to
be provided substantially beyond the end of the year. This rule does not apply in
situationswherethe future care is purchased in connection with obtaining life time
care of the type described above.

Lodging

Y ou canincludein medical expensesthe cost of mealsand lodging at ahospital or
similar ingtitution if your main reason for being thereisto receive medical ¢ are. See
Nursing home, later.

Y ou may be ableto includein medical expensesthe cost of lodging not provided ina
hospital or similar institution. Y ou can include the cost of such lodging while away
from homeif you meet al of the following requirements.
1) Thelodging is primarily for and essential to medical care.
2) Themedical careisprovided by adoctor in alicensed hospital or in amedical
carefacility related to, or the equivalent of, alicensed hospital.
3) Thelodging isnot lavish or extravagant under the circumstances.
4) Thereisno significant element of personal pleasure, recreation, or vacationi nthe
travel away from home.

The amount you include in medical expenses cannot exceed $50 for each night for
each person. Lodging isincluded for a person for whom transportation expenses are a
medical expense because that person istraveling with the person receiving the
medical care. For example, if aparent istraveling with asick child, up to $1 00 per
night isincluded asamedical expensefor lodging. (Mealsare not deductible. )

Do not include the cost of your lodging while you are away from home for medical
treatment if you do not receive that treatment from adoctor in alicensed hosp ital or in
amedical carefacility related to, or the equivalent of, alicensed hospital o r if that
lodging isnot primarily for or essential to the medical care you arereceiving .

Maternity clothes

Y ou cannot include in medical expenses amounts you pay for maternity clothes.

Meals

Y ou can include in medical expensesthe cost of meals at ahospital or similar
institution if the main purpose for being thereisto get medical care.

Y ou cannot include in medical expensesthe cost of mealsthat are not part of
in-patient care.

Medical information plan

Y ou canincludein medical expensesamounts paid to aplan that keepsyour medi cal
information so that it can be retrieved from acomputer data bank for your medi cal
care.

Medical services

Y ou caninclude in medical expensesamountsyou pay for medical services provid ed
by:

» Physicians,

 Surgeons,

» Specialists, or

 Other medical practitioners.

Y ou cannot include amountsyou pay for illegal operations or treatments (those that

break the law) regardless of whether they are rendered by licensed or unlicens ed
practitioners.

Medicines

Y ou canincludein medical expensesamountsyou pay for prescribed medicinesan d
drugs. A prescribed drug isonewhich requires a prescription by adoctor for i tsuse by
anindividual. Y ou can aso include amountsyou pay for insulin. Except for ins ulin,
you cannot include in medical expenses amountsyou pay for adrug that is not
prescribed.

Laetrile. Youcanincludein medical expenses amountsyou pay for lagtrile
prescribed by adoctor and purchased and used in alocation where the sale and use are

legal.

11



Mentally retarded,
special home for

Y ou canincludein medical expensesthe cost of keeping amentally retarded per sonin
aspecia home, not the home of arélative, on the recommendation of apsychiat rist to
help the person adjust from lifein amental hospital to community living.

Nursing home

Y ou can include in medical expensesthe cost of medical carein anursing home or
home for the aged for yourself, your spouse, or your dependents. This includes the
cost of meals and lodging in the homeif the main reason for being thereisto get
medical care.

Do not include the cost of mealsand lodging if the reason for being inthehom eis
personal. Y ou can, however, include in medical expensesthe part of the cost th at isfor
medical or nursing care.

Nursing services

Y ou canincludein medical expenseswages and other amountsyou pay for nursing
services. Services need not be performed by anurse aslong asthe servicesare of a
kind generally performed by anurse. Thisincludes services connected with cari ng for
the patient’ s condition, such as giving medication or changing dressings, aswe | as
bathing and grooming the patient.

Only the amount spent for nursing servicesisamedical expense. If the attenda nt also
provides personal and household services, these amounts must be divided between the
time spent performing household and personal servicesand the time spent for nu rsing
services. However, certain expenses for household services or for the care of a
qualifyingindividual incurred to allow you to work may qualify for thechildand
dependent care credit. See Publication 503, Child and Dependent Care Expenses.

Y ou can also include in medical expenses part of the amounts you pay for that
attendant’ s meals. Divide the food expense among the household membersto find the
cost of the attendant’ sfood. Then apportion that cost in the same manner, asd escribed
above, that you apportioned the attendant’ s wages between nursing services and all
other services. If you had to pay additional amountsfor household upkeep becau se of
the attendant, you can include the extra amounts with your medical expenses. This
includes extrarent or utilitiesyou pay because you moved to alarger apartmen t to
provide space for the attendant.

Employment taxes. You caninclude social security tax, FUTA, Medicaretax,
and state employment taxes you pay for anurse, attendant, or other person who
provides medical care as amedical expense. For information on employment tax
responsibilities of household employers, see Publication 926, Employment Taxes for
Household Employers.

Healthy baby. Do not include the cost of nursing services for anormal, healthy
baby. But you may be ableto take acredit for child care expenses. See Publication
503, Child and Dependent Care Expenses, for more information.

Operations

Y ou can include in medical expenses amountsyou pay for legal operations.

Optometrist

See Eyeglasses, earlier.

Organ donors

See Transplants, later.

Osteopath Y ou caninclude in medical expenses amountsyou pay to an osteopath for medical
care.
Oxygen Y ou can include in medical expenses amountsyou pay for oxygen or oxygen

equipment to relieve breathing problems caused by a medical condition.

Personal useitems
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Y ou cannot include in medical expenses anitem ordinarily used for personal, li ving,
or family purposesunlessit isused primarily to prevent or aleviateaphysic a or
mental defect or ilIness. For example, thefull cost of awig purchased upon th e advice
of aphysician for the mental health of a patient who haslost al of hisor he r hair from
disease can beincluded with medical expenses.



Where an item purchased in aspecia form primarily to alleviate aphysical def ectis
onethat in normal formisordinarily used for personal, living, or family purp oses, the
excess of the cost of the special form over the cost of the normal formisame dical
expense (seeBraille books and magazines).

Prosthesis

See Artificial limb, earlier.

Psychiatric care

Y ou can include in medical expenses amountsyou pay for psychiatric care. This
includesthe cost of supporting amentally ill dependent at a specially equippe d
medical center where the dependent receives medical care. See Psychoanalysis and
Transportation.

Psychoanalysis

Y ou can include in medical expenses paymentsfor psychoanalysis. Y ou cannot
include paymentsfor psychoanalysisthat you must get asapart of your trainin g to be
apsychoanayst.

Psychologist

Y ou can include in medical expenses amountsyou pay to apsychologist for medic al
care.

Schools, special

Y ou canincludein medical expenses paymentsto aspecial school for amentally
impaired or physically disabled person if the main reason for using the school isits
resources for relieving the disability. Y ou can include, for example, the cost of a
school that:

» Teachesbrailleto avisually impaired child,

» Teacheslip reading to ahearing impaired child, or

* Givesremedial language training to correct acondition caused by abirth defec t.

The cost of meals, lodging, and ordinary education supplied by aspecia school canbe
included in medical expenses only if the main reason for the child’ sbeing ther eisthe
resources the school hasfor relieving the mental or physical disability.

Y ou cannot include in medical expensesthe cost of sending aproblem childtoa
special school for benefits the child may get from the course of study and the
disciplinary methods.

Smoking program

Y ou cannot includein medical expensesthe cost of a program to stop smoking th at
you join for theimprovement of your general health, evenif your doctor sugges tsthe
program.

Sterilization Y ou canincludein medical expensesthe cost of alegal sterilization (alegal ly
performed operation to make a person unable to have children).
Surgery See Oper ations, earlier.

Swimming lessons

See Dancing lessons, earlier.

Telephone

Y ou can include in medical expensesthe cost and repair of special telephone
equipment that lets a hearing-impaired person communicate over aregular teleph one.

Television

Y ou canincludein medical expensesthe cost of equipment that displaystheaud io
part of television programs as subtitles for hearing-impaired persons. Thismay bethe
cost of an adapter that attachesto aregular set. It also may bethe cost of a specially
equipped television that exceeds the cost of the same model regular television set.

Therapy

Y ou can include in medical expenses amountsyou pay for therapy you receive as
medical treatment.

“Patterning’ exercises. Paymentsyou maketo anindividual for giving
‘‘patterning’’ exercisesto amentally retarded child are medical care expenses . These
exercises consist mainly of coordinated physical manipulation of the child’sar msand
legsto imitate crawling and other normal movements.

13



Transplants

Y ou can include in medical expenses payments you make for surgical, hospital,
laboratory, and transportation expenses for adonor or a possible donor of aki dney or
other organ. Y ou cannot include expenses if you did not pay for them.

A donor or possible donor can include surgical, hospital, laboratory, and
transportation expenses in medical expensesonly if he or she paysfor them.

Transportation

Amounts paid for transportation primarily for, and essential to, medical care q ualify as
medical expenses.

You caninclude:

* Bus, taxi, train, or plane fares, or ambulance service,

 Actual car expenses, such asgas and oil (do not include expensesfor general repair,
maintenance, depreciation, and insurance),

* Parking feesand tolls,

» Transportation expenses of a parent who must go with a child who needs medical
care,

 Transportation expenses of anurse or other person who can give injections,
medications, or other treatment required by a patient who istraveling to get m edical
care and isunableto travel aone, and

 Transportation expenses for regular visitsto seeamentally ill dependent, if these
visits are recommended as a part of treatment.

Note. Instead of deducting actual car expenses, you can deduct 9 centsa milefor
use of your car for medical reasons. Add the cost of tolls and parking to this amount.

Do notinclude:

 Transportation expensesto and from work, even if your condition requires an
unusual means of transportation, or

« Transportation expensesif, for nonmedical reasonsonly, you choosetotravel t o
another city, such asaresort area, for an operation or other medical care pre scribed
by your doctor.

Trips

Y ou canincludein medical expensesamountsyou pay for transportation to anoth er
city if thetripisprimarily for, and essential to, receiving medical services. Y ou may
be able to include up to $50 per night for lodging. See L odging.

Y ou cannot include in medical expensesatrip or vacation taken merely for ach ange
in environment, improvement of morale, or general improvement of health, eveni f
you make the trip on the advice of adoctor.

Tuition

Y ou canincludein medical expenses chargesfor medical careincluded inthetu ition
of acollegeor private school, if the charges are separately stated in the bil | or givento
you by the school. See L ear ning disability and Schools, special.

Vacation

SeeTrips.

Weight loss program

Y ou cannot include the cost of aweight loss program for your general health ev enif
your doctor prescribesthe program.

Wheelchair Y ou canincludein medical expensesamountsyou pay for an autoette or awheelc hair
used mainly for therelief of sickness or disability, and not just to provide
transportation to and from work. The cost of operating and keeping up the autoe tte or
wheelchair isalso amedical expense.

X-ray fees Y ou canincludein medical expensesamountsyou pay for X-raysthat you get for

medical reasons.

Impairment-related
expenses to be able
to work—business

or medical expenses?
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If you are disabled and have expenses which are necessary for you to be ableto work
(impairment-related work expenses), take a business deduction for these expen ses,
rather than amedical deduction. Y ou are disabled if you have:



A physical or mental disability (for example, blindness or deafness) that
functionally limits your being employed, or

A physical or mental impairment (for example, asight or hearing impairment) that
substantially limits one or more of your major life activities, such asperform ing
manual tasks, walking, speaking, breathing, learning, or working.

Deduct impairment-rel ated expenses as business expensesif they are:

» Necessary for you to do your work satisfactorily,

* For goods and services not required or used, other than incidentally, in your
persona activities, and

* Not specifically covered under other income tax laws.

If you are self-employed, deduct the business expenses on the appropriate form
(Schedule C, C-EZ, E, or F) used to report your businessincome and expenses. |If you
are an employee with impairment-rel ated work expenses, complete Form 2106,
Employee Business Expenses, or Form 2106—EZ, Unreimbursed Employee Business
Expenses. Enter the amount from line 10 of Form 2106 or line 6 of Form 2106—EZ on
Schedule A, Form 1040, as amiscellaneous deduction. Y our impairment-related wo rk
expenses are not subject to the 2% of adjusted grossincome limit that applies to other
empl oyee business expenses.

Example. You areblind. You must use a reader to do your work. You use the reader
both during your regular working hours at your place of work and outside your
regular working hoursaway fromyour place of work. Thereader’ sservicesareo nly
for your work. You can deduct your expensesfor thereader as business expenses .

Insurance reimbursement

Y ou must reduce your total medical expensesfor the year by all reimbursements for
medical expensesthat you receive from insurance or other sourcesduring theye ar.
Thisincludes payments from Medicare.

Generally, you do not have to reduce medical expenses by paymentsyou receivef or:

» Permanent loss or loss of use of amember or function of the body (lossof lim b,
sight, hearing, etc.) or disfigurement that is based on the nature of the inju ry without
regard to the amount of time lost from work,

 Lossof earnings, or

» Damagesfor personal injury or sickness.

Y ou must, however, reduce your medical expenses by any part of these paymentst hat
isdesignated for medical costs. See How to figureyour deduction, later.

What if your insurance
reimbursementis more than
your medical expenses?

If you are reimbursed for al of your medical expensesfor theyear, you do not havea
medical deduction.

Premiums paid by you. If you pay the entire premium for your medical insurance
or al the costs of asimilar plan, and your insurance payments or other
reimbursements are more than your total medical expensesfor the year, you have
excess reimbursement. Do not include the excess reimbursement in your gross
income.

Premiums paid by you and your employer. If both you and your employer
contribute to your medical insurance plan and your employer’s contributionsare not
included in your grossincome, you must include in your grossincomethe part o f your
excess reimbursement that is from your employer’ s contribution.

Example. You are covered by your employer’s medical insurance policy. The annual
premiumis $2,000. Your employer pays $600 of that amount and the balance of
$1,400 istaken out of your wages. The part of any excess reimbursement you rec eive
under the policy that isfromyour employer’s contributionsisfigured likethi s:

15
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Total annual cost of policy $2,000

Amount paid by employer 600

Employer’s contribution in relation to the total annual cost of the policy
($600 + $2,000) 30%

You must include in your grossincome 30% of any excess reimbur sement you
received for medical expenses under the policy.

Premiums paid by your employer. If your employer or your former employer
paysthetotal cost of your medical insurance plan and your employer’ s contribu tions
arenot included in your income, you must report all of your excessreimburseme nt as
income.

More than one policy. If you are covered under more than one policy, the costs of
which are paid by both you and your employer, you must first divide the medical
expense among the policiesto figure the excess reimbursement from each policy.
Then divide the policy coststo figurethe part of any excessreimbursement thatis
from your employer’ s contribution.

Example. You are covered by your employer’ s health insurance policy. The annual
premiumis$1,200. Your employer pays $300, and the balance of $900 is deducted
fromyour wages. You also paid the entire premium ($250) for a personal healt h
insurance policy.

During the year, you paid medical expenses of $3,600. In the same year, you wer e
reimbursed $2,500 under your employer’s policy and $1,500 under your personal

policy.

You figure the part of the excess reimbursement that is fromyour employer’s
contribution likethis:

Step 1.

Reimbur sement from employer’ s policy $2,500
Reimbur sement from your policy 1,500
Total reimbursement $4,000

Amount of medical expenses from your
policy [($1,500 +$4,000) x $3,600 total
medical expenses] $1,350

Amount of medical expenses from your
employer’s policy [($2,500 + $4,000) x

$3,600 total medical expenses| 2,250
Total medical expenses $3,600
Excess reimbursement from your

employer’s policy ($2,500 — $2,250) $ 250
Step 2.

Because both you and your employer contributed to the cost of this policy, you must
divide the cost to determine the excess reimbur sement from your employer’s
contribution.

Employer’s contribution in relation to the
annual cost of the policy
($300 + $1,200) 25%

Amount to report asincome
(25% x $250) $62.50



What if you receive insurance
reimbursement in alater year?

If you arereimbursed in alater year for amedical expense you deducted in an earlier
year, you must report asincome the amount you received from insurance or other
sourcesthat isequal to, or lessthan, the amount you previously deducted asm edical
expenses. However, you do not haveto report asincome the amount of reimbursem ent
you received up to the amount of your medical deductionsthat did not reduce yo ur tax
for the earlier year.

Example. You aresingle. Your adjusted grossincomein 1993 was $20,000. During
that year you paid medical insurance premiums of $500 and other medical expense s
of $1,900. You deducted $900, figured like this:

Step 1.

Medical expenses $1,900
Insurance premiums 500
Total $2,400
Minus 7.5% (.075) of adjusted grossincome 1,500
Total medical expense deduction $ 900
Step 2.

In 1993, your itemized deductions, including medical expenses, were $5,100. In 1994,
you collected $600 under your insurance policy for part of your 1993 medical
expenses. If you had collected it in 1993, your deduction for medical expenses would
have been only $300, figured like this:

Medical expenses $1,900
Insurance premiums 500
Total $2,400
Minus: insurance payments 600
Balance $1,800
Minus: 7.5% (.075) of adjusted grossincome 1,500
Total medical expense deduction $ 300
Step 3.

Your $900 medical expense deduction in 1993 reduced your incometaxinthat year.
You must include the $600 of insurance reimbursement in incomein 1994. Report the
$600 on line 21, Form 1040.

For more information about the recovery of an amount that you claimed asan
itemized deduction in an earlier year, see Recoveriesin Publication 525, Taxable and
Nontaxable Income.

What if you are reimbursed for
medical expenses you did not
deduct?

If you did not deduct amedical expensein the year you paid it because your me dical
expenses were not more than 7.5% of your adjusted grossincome, or because you did
not itemize deductions, do not include inincome the reimbursement for thisexp ense
that you receivein alater year.

Example. 1n 1994, you have medical expenses of $500. You cannot deduct the $500
becauseitislessthan 7.5% of your adjusted grossincome. If, inalater year , you are
reimbursed for any of the $500 medical expenses, you do not include that amount in
your grossincome.
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Sale of medical property
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Y ou may have ataxablegainif you sell medical equipment or property, the cost of
which you deducted as amedical expense on your tax return for apreviousyear. The
taxable gain isthe amount of the selling price that is more than the equipment ’'s
adjusted basis. The adjusted basisisthe portion of the equipment’ s cost which was not
deductible because of the 7.5% limit (5% for 1983-1986 and 3% before 1983) us ed to
compute the medical deduction. Usetheformulabelow (with amountsfrom there turn
on which the cost of the equipment was deducted) to figure the adjusted basis.

7.5% (5% for 1983-1986,
3% before 1983) of X
Adjusted Gross Income

Cost of Equipment  _ Adjusted
Total Medical Expenses ~ Basis

If your allowabl e itemized deductions were more than your adjusted grossincome for
the year the cost of the equipment was deducted, the adjusted basis of the equi pment is
increased by aportion of the surplusitemized deductions. Use the formulabelo w to
figuretheincrease.

Surplus ltemized Cost of Equipment—Adijusted Basis
Deductions Total Itemized Deductions

= |Increase

Add theincrease to the adjusted basis. The result isthe new adjusted basisfo r
purposes of computing the taxable gain. See Chapter 3 in Publication 544, Sales and
Other Dispositions of Assets, for information on the tax treatment of the gain.

Example of sale of medical property. You have a heart condition and difficulty
breathing. Your doctor prescribed oxygen equipment to help you breathe. Last ye ar,
you bought the oxygen equipment for $3,000. You itemized deductionsand include d it
inyour medical expense deduction.

Last year you also paid $750 for deductible medical servicesand $6,400 for oth er
itemized deductions. Your adjusted gross income was $5,000.

Taking into account the 7.5% limit on medical expenses, your allowabl e itemized
deductionstotaled $9,775, figured as follows:

Oxygen equipment $3,000
Medical services 750
Total medical expenses $3,750
Limit (7.5% of adjusted

grossincome of $5,000) -375
Allowable medical

expense deduction $3,375
Other itemized deductions 6,400
Allowable itemized deductions $9,775

Therewasa $4,775 surplus of allowabl e itemized deductions over adjusted gross
income ($9,775 minus $5,000 = $4,775).

Allocating the nondeductible limit. To determine the part of the 7.5% limit that is
allocableto the oxygen equipment, multiply the limit, $375, by theratio of co st of the
equipment, $3,000, to the total medical expenses, $3,750. Your basisin the equ ipment
isthis $300 portion of the cost of the equipment that is nondeductible because of the
7.5% limit.



Allocating surplus deductions. To determine the part of the surplusitemized
deductionsthat is allocabl e to the oxygen equipment, multiply the total availa ble
surplusdeductions, $4,775, by theratio of the deductible portion of theamoun t paid
for the oxygen equipment, $2,700 ($3,000 cost of equipment minus $300 attribut able
tothe 7.5% limit) to the total available deductions, $9,775. Your adjusted ba sisin the
oxygen equipment includes this $1,319 ($4,775 multiplied by $2,700 divided by
$9,775). Thisamount isthe portion of surplus deductions allocableto the oxy gen
equipment. Your total adjusted basisin the equipment is$1,619 ($300 plus $1, 319).

Determining gain. Thisyear, you sold the oxygen equipment for $2,000. You realized
again of $381 ($2,000 minus $1,619). This amount represents the recovery of an
amount previously deducted for federal income tax purposes and istaxable as
ordinary income.

Settlement of damage suit

If you receive an amount in settlement of apersonal injury suit, the part that isfor
medical expenses deducted in an earlier year isincluded asincomeinthelater year if
your medical deduction in the earlier year reduced your incometax in that year . See
What if you receiveinsurancereimbursement in alater year, discussed earlier.

Future medical expenses. [f you receive an amount in settlement of adamage
suit for personal injuriesthat isproperly allocable or determined to befor f uture
medical expenses, you must reduce any medical expensesfor theseinjuriesuntil the
amount you received has been completely used.

How to figure your deduction

Tofigureyour medical and dental expense deduction, completelines 1-4 of Sche dule
A, Form 1040, asfollows:

Line 1. Writeinthe amount you paid for medical expenses after reducing the
amount by payments you received from insurance and other sources. Medical
expensesinclude amounts paid for prescription medicine and drugs, insulin, doc tors,
dentists, nurses, hospital's, and insurance premiums for medical and dental care . These
expenses al so include amounts paid for hearing aids, dentures, eyeglasses,
transportation and lodging, etc.

Line 2. Enter your adjusted grossincome from line 32, Form 1040.

Line 3. Multiply theamount on line 2 (adjusted grossincome) by 7.5% (.075) and
enter the result.

Line 4. Ifline3ismorethanlinel, enter zero. Otherwise, subtract the amount on
line 3 from the amount on line 1. Thisisyour deduction for medical and dental
EXPENSES.

Example. Bill and Helen Jones belong to a group medical plan and part of their
insuranceispaid by Bill’semployer. They fileajoint return, and their adjus ted gross
incomeis $33,004. Thefollowing medical expenses Bill and Helen paid in 1994 h ave
been reduced by payments they received from the insurance company.

1) For themselves, Bill and Helen paid $375 for prescription medicines and drugs,
$337 for hospital bills, $439 for doctor bills, $295 for hospitalization insura nce,
$380 for medical and surgical insurance, and $33 for transportation for medical
treatment, which totals $1,859.

2) For Grace Taylor (Helen'sdependent mother), they paid $300 for doctors, $300
for insulin, and $175 for eyeglasses, which totals $775.

3) For Betty Jones (Bill’ sdependent sister), they paid $450 for doctorsand $35 0 for
prescription medicines and drugs, which totals $800.

Bill and Helen add all their medical and dental expensestogether ($1,859 + $7 75 +
$800 = $3,434). They figure their deduction on the medical and dental expenses
portion of Schedule A, Form 1040, which follows:
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Recordkeeping For each medical expense, you must keep arecord of the name and address of eac h
person you paid, and the amount and date of the payment.

When requested by the IRS, you must be able to substantiate your medical deduct ion
with astatement or itemized invoice from the person or entity you paid showing the
nature of the expense, for whom it wasincurred, the amount paid, the date of p ayment,
and any other information the IRS may deem necessary. Do not filethese records with

your return.
SCHEDULES A28 Schedule A—Itemized Deductions OMP No. 1545-0074
(Form 10409 (Schedule B is on back) 1994
eere Roronn Somes” M| B Attach 1o Form 1040. > Ses Instructions for Scheduies A and B (Form 10401, Saqcanca o, 07
Namw(s) shawn on Form 1040 i Your social security number
Bill und Helen Jones 3¢3.00 3663

Madical Caution: Do not include expsnses reimbursed or paid by others.
and 1 Medical and dental sxpenses (see page A-1) . ., . _—
Dentat 2 Enter amount from form 1040, fine32. [ 2 | 33, 004
Expenses 3 Multiplyline 2 aboveby7.5% (075). . . . . . . |3 | K475

4__ Subtract line 2 from line 1. If lin@ 3 is more thanling 1, enter-0- . . . . . | 4 259
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