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A SUMMARY OF HOUSE BILL 5342 ASINTRODUCED 2-19-14

House Bill 5342 would amend the Use Tax Act to provide an exemption for over-the-counter
drugs for human use when obtained under a prescription. This is a companion bill to Public
Act 211 of 2013 (House Bill 4831), which amended the General Sales Tax Act to provide the
same exemption.

Because of the interaction between the sales tax and the use tax, generally speaking, if an
item is exempt only from the sales tax, it then becomes subject to the use tax, and the aim of
providing tax relief isfrustrated.

Prior to PA 211, the sales tax act exempted sales of "drugs for human use that can only be
legally dispensed by prescription.” That was how the act implemented Article X, Section 8
of the State Constitution, which says, "No sales tax or use tax shall be charged or collected
from and after January 1, 1975 on the sale or use of prescription drugs for human use." PA
211 extended the exemption to include over-the-counter drugs when prescribed by a
physician. House Bill 5342 would make the same changes to the Use Tax Act.

FISCAL IMPACT:

As noted above, because of the interaction between the sales tax and the use tax, any sales tax
not collected as aresult of Public Act 211 would be converted to a use tax liability. As such,
by extending the sales tax exemption provided earlier by PA 211 (House Bill 4831) to the use
tax, House Bill 5342 does not impose any additional fiscal impact above that already
associated with the already enacted sales tax exemption.

For HB 4831, the HFA estimated the bill could reduce sales tax revenue by $8.2 million on a
full year basis. Under this estimate, the loss to the School Aid Fund would be approximately
$6 million, the loss to constitutional revenue sharing would be approximately $820,000, and
the loss to the General Fund would be approximately $1.37 million. The actual amount of
these losses will depend on the rate at which doctors prescribe OTC drugs, and the prices of
those medications, both of which are unknown.

Legidative Analyst: Chris Couch
Fiscal Analyst: Jim Stansell
Adam Desrosiers

m This analysis was prepared by nonpartisan House staff for use by House members in their deliberations, and does
not constitute an official statement of legidlative intent.
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