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Bill #:                      SB0303             Title:   Full deductibility of medical expenses 
   
Primary Sponsor:  Ellingson, J Status: As Amended in Senate Committee   

  
__________________________________________ _________________________________________ 
Sponsor signature  Date David Ewer, Budget Director  Date  
    

Fiscal Summary   
 FY 2006 FY 2007 
 Difference Difference 
Expenditures:   
   General Fund $0 $0 
   
Revenue:   
   General Fund ($6,037,876) ($6,037,876) 
   
Net Impact on General Fund Balance: ($6,037,876) ($6,037,876) 

 

      Significant Local Gov. Impact       Technical Concerns 

      Included in the Executive Budget       Significant Long-Term Impacts 

      Dedicated Revenue Form Attached       Needs to be included in HB 2 

 
Fiscal Analysis 
 
ASSUMPTIONS: 
1. Under current law, taxpayers who itemize deductions for individual income tax purposes are allowed a 

deduction equal to any out-of-pocket medical expense in excess of 7.5% of Montana adjusted gross 
income (MAGI).  In Montana, taxpayers who itemize are also allowed to deduct in full premiums paid for 
medical insurance not otherwise deducted under the medical expense deduction, and premiums paid for 
long-term care insurance.  Self-employed persons currently are able to deduct from federal adjusted gross 
income (FAGI) any premiums paid for health insurance.       

2. This bill would amend 15-30-121, MCA to provide that individuals who itemize their deductions may 
fully deduct out-of-pocket medical expenses paid during the tax year; that is, they would no longer be 
limited to a deduction that exceeds the 7.5% floor.   

3. In tax year 2003, full-year resident claimed total itemized deductions for medical expenses of 
$236,626,833.  Medical expenses not included in this deduction because of the limitation imposed by the 
7.5% of MAGI floor under this deduction totaled $108,171,206.  Under this bill, taxpayers would be 
allowed to exclude this amount of medical expense from MAGI that is not otherwise allowed under 
current law.  Allowing this exclusion from income reduced taxable income (the tax base to which tax rate 
are applied) by $91,347 879.  (The reduction in taxable income is less than the amount of excess medical 
expenses because some taxpayers are already in a negative MAGI situation before the additional exclusion 
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of medical expense is taken.)  This reduction in taxable income reduced tax liability of full-year residents 
by $5,642,875. 

4. This exclusion would extend not only to full-year residents but also to nonresidents and part-year 
residents.  This would act to further increase the reduction in total tax liability by 7%. 

5. The above assumptions result in an estimated net reduction in annual tax liability of $6,037,876 
($5,642,875 x 1.07 = $6,037,876). 

6. This act applies retroactively to tax years beginning after December 31, 2004.  Therefore, the additional 
medical expense exclusions from income would occur first in tax year 2005.  All of the additional impact 
on revenue from this exclusion would occur in FY 2006.  All revenue from the individual income tax is 
deposited in the state general fund; hence, this bill would reduce state general fund revenues by 
$6,037,876 in FY 2006 and each fiscal year thereafter. 

7. There are no additional Department of Revenue administrative expenses associated with this bill.   
 
 
FISCAL IMPACT: 
                             
 FY 2006 FY 2007  
                     Difference Difference 
Revenues: 
General Fund (01) $(6,037,876) $(6,037,876) 
 
Net Impact to Fund Balance (Revenue minus Funding of Expenditures): 
General Fund (01) $(6,037,876) $(6,037,876)  
 
EFFECT ON COUNTY OR OTHER LOCAL REVENUES OR EXPENDITURES: 
None. 
 
LONG-RANGE IMPACTS: 
General fund revenues would be decreased by an estimated $6.04 million in each fiscal year. 


