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SPONSOR: Representative Knauer

BILL SHORT TITLE: Three-Year Phased GRT Deduction for Receipts of Doctors and Osteopaths

CONFLICTS, DUPLICATES, COMPANIONS: HB-253 is a 50% deduction for licensed health practitioners; SB-5 is a three-year phased-in deduction for licensed health practitioners; SB-191 is a GRT Credit for Hospitals; SB-195 proposes a deduction for Medicare receipts of podiatrists; HB-94 is the “TRICARE” deduction for active duty military and military retirees and their families; HB-202 is a 100% immediate deduction for licensed health practitioners; HB-227 is a proposal for a  three-year phased-in deduction for doctors and osteopaths only, where the deduction is applied after the Medicare B deduction (as in HB-253); HB-326 is a proposal for a deduction for receipts of nursing homes;  

DESCRIPTION: The bill provides a three-year phased gross receipts tax deduction for receipts of doctors and osteopaths. The proportion deductible (taken after the Medicare B deduction) is 1/3rd from July 1, 2001 through June 30, 2002; 2/3rd from July 1, 2002 through June 30, 2003; and 100% after June 30, 2003. This review has been revised since the description of the bill in the original review was erroneous.

EFFECTIVE DATE:  July 1, 2001

FISCAL IMPACT (Thousands of dollars):  

Note: Parenthesis ( ) indicate a revenue loss:

	
	
	Recurring or
	

	Estimated Impact on Revenues
	Nonrecurring
	Funds 

	 FY 2002 
	FY 2003
	FY 2004   
	     Impact     t     
	             Affected          .             

	-7,500
	-16,700
	-27,200
	Recurring
	General Fund

	-6,100
	-13,500
	-21,900
	Recurring
	Local  Governments

	-13,600
	-30,200
	-49,100
	
	


Full five-year estimate is included under “Other Issues” below.

ADMINISTRATIVE IMPACT: minimal impact. Forms and instructions, taxpayer seminar materials and technical advice memoranda and training for auditors. This change can be implemented with existing resources.

TECHNICAL ISSUES: 

1. The restrictive language of this bill excludes from the deduction receipts of clinics, LLCs and for-profit hospitals that employ licensed professionals. The clinic’s receipts are not deductible, since they are not licensed in the specialty. The use of the word “his” (page 12, line 13) in the final sentence reinforces the idea that the deduction is personal to the doctor, not company-wide. TRD counsel suggests the services provided by licensed health care professionals should be the subject of the deduction.  A number of practitioners have created partnerships and other pass-through entities to do the billing, receive payment and pay gross receipts tax.  The practitioner receives an ownership distribution and is not taxed directly.  Since this issue is common to a number of bills, a formula for dealing with it should be developed. 

2. Some receipts of doctors and osteopaths are currently deductible in addition to the deduction of Medicare B receipts. Three examples of other deductions are costs of prosthetic devices which are deductible to a wholesaler/dealer who is a licensed doctor; medical laboratories and diagnostic facilities run by MDs who provide services for resale; and oncologists administering anti-cancer drugs In these examples, the deduction of all receipts not otherwise deductible as Medicare B creates total deductions of more than the receipts. It would be best to delete “under subsection A of this section”. 

OTHER IMPACTS AND ISSUES:

1. Five-year impact

	
	FY 2002
	FY 2003
	FY 2004
	FY 2005
	FY 2006

	    General Fund
	-7,500
	-16,700
	-27,200
	-33,300
	-35,700

	    Local Governments
	-6,100
	-13,500
	-21,900
	-26,800
	-28,900

	        Total
	-13,600
	-30,200
	-49,100
	-60,100
	-64,600


2. Unlike a number of other bills this session, this bill restricts the gross receipts tax deduction only to physicians, both MDs and osteopaths. Thus, it is useful to list healthcare practitioners that are not covered by this bill. This list includes chiropractors, dentists or dental hygienists, physician assistants, doctors of oriental medicine, podiatrists, psychologists, RNs or LPNs, midwife practitioners, physical therapists, occupational therapists, respiratory care technicians, optometrists, licensed massage therapists, non PA emergency technicians and ambulance services, speech and auditory therapists and most home health care.

3. This continues a trend over the last decade of removing medical and hospital services from the gross receipts base.  Cutting base by an industry this large, however, does shift a noticeable amount of tax burden to the remaining taxpayers. 




















































