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HEALTH CARE PROVIDER ASSESSMENTS

l. REPORTING REQUIREMENTS

Arizona Laws 2009, Third Special Session, Chap@eiSection 29 requires the Arizona
Health Care Cost Containment System (AHCCCS) tevewnd report on health care
provider assessments to the President of the Sehat8peaker of the House of
Representatives and the Governor. Specificalsy AHCCCS Administration must:

Analyze a variety of methods for provider assessafem federally matched
programs;

Examine the potential for enhanced revenue gertebatsed on hospital patient
stays;

Review what has been done in other states; and

Consider a distribution formula for all hospitabpiders.

Il. SUMMARY

1. Medicaid is a federal/state partnership finarjoatly by state and federal
government. The federal government acknowledgesadof the established regulatory
structure that states have a right to impose targwoviders and insurers.

2. To ensure that states are not attempting tamivent their obligations for paying
the non-federal share of the cost of Medicaid, fedaw requires that state provider
taxes must be broad based, uniformly imposed, andat hold a provider harmless —
that is, states may not create a mechanism foriagstinat the taxpayer is repaid for all
or any portion of the cost of the tax, whether ciseor indirectly.

3. There are three tests for determining whethgragers are held harmless: a
positive correlation test, a Medicaid payment tast a guarantee test. If any of these
conditions are met, the tax program would be ddterdito have a hold harmless
provision and the tax would be impermissible. gharantee test is not violated if the
taxes produce revenues that are less than or eg&d&% of the provider’'s net patient
revenues.

4, The Centers for Medicare and Medicaid Servi€¥d%), AHCCCS'’ federal
oversight agency, would need to review any provideiprior to implementation. That
process would include a review of the tax’s impatbudget neutrality.

5. Currently, 44 states have some type of provadeessment. In 2009, 23 states
taxed inpatient hospitals, 28 states taxed ICF/MR-86 taxed nursing facilities, and 16
taxed managed care organizations.



6. Arizona currently has a health insurer tax base8% of premium revenues.
From 2003 through 2008, the premium tax on ArizerMédicaid health insurers has
generated $575 million. Increasing that tax bywétild yield an additional $161
million, depending on which premiums were ultimgteicluded.

7. Another form of provider assessment is a taa percentage of hospital or
nursing facility revenues. A 1% tax on hospital le¥enues would yield approximately
$107 million. A 1% tax on net revenues from Ariaamursing facilities would yield
approximately $10.8 million.

8. Also, a per-bed tax can be assessed on hospitalgsing facilities. A $2,000
per bed/per year tax would generate about $25aniflier year from hospitals and about
$31.5 million per year from nursing facilities.

9. Any distribution formula that returns any portiof the revenues raised from the
provider assessment would need to be approved b$ @hd cannot violate federal
requirements.

10. Any potential provider assessment legislatiastnaddress the following policy
issues:

What provider types should be assessed?

At what level should they be assessed?

How should the revenues generated by a tax belaistd?

[ll.  GENERAL POLICY CONSIDERATIONS

The experience in other states suggests that motades can serve as an important
revenue stream, particularly during economic dowrgwhen states experience
significant increases in Medicaid enroliment. Brént models analyzed in this paper
show that Arizona could gain significant revenusnirapplication of a new provider tax
or expansion of the existing premium tax. Howebefpre reviewing the details of how
provider taxes work and what the benefits to Areamght be in terms of enhanced
revenue, it is important to consider certain pobtyectives and administrative issues.

Listed below are only some of the issues that eacdnsidered. This list offers some
very broad concepts and is not intended to benellisive. Also, the concepts below are
not mutually exclusive — i.e. provider assessmeatsshare multiple goals, a variety of
structures and include more than one provider type.

What is the timing of the provider assessment?
Is this a permanent tax?
Is this a temporary tax designed to provide anradiieve revenue source during
economic downturns?



How should the provider tax be structured?
- Will taxes be applied to gross or net revenues?
What is the level at which a tax would be appliedconsideration of budget
neutrality requirements)?
Which provider type should be included in the taxospitals, nursing facilities,
managed care organizations — or should more tharprovider type be included?
Will any provider type be exempted from the tax?

What would be the stated goal(s) of the providgPta

- Reduce the General Fund liability for Medicaid p®og costs by a specified
dollar amount? Establish, for instance, a doltapant, enrollment threshold or
percentage of the overall General Fund budgetpblatymakers believe the
General Fund can sustain for the Medicaid progeard,then use provider tax
revenues to cover costs that go beyond the setitbick
Provide relief to the General Fund by using provid& revenue to supplant
funding for existing programs — e.g., KidsCare?
Address provider workforce shortage issues by fugpdicreased Graduate
Medical Education programs?
Increase or stabilize provider reimbursement rateg., increase hospital
inpatient or outpatient rates or avoid reducingpite$ rates?
Reduce uncompensated care costs by increasingop@pionate Share Hospital
payments?
Establish a foundation for funding future coveragpansions that may be
mandated through federal healthcare reform legpsiat

How should the tax be administered?
Who is the administering agency — AHCCCS, Arizorgp@&tment of Revenue,
etc.?
How will administrative costs be allocated?

Policymakers can choose among several types ofgaoassessments and select among
various options for how best to use the enhanceshiee — reducing the State’s General
Fund liability for the Medicaid program, fundingm&ledicaid programs, reducing
uncompensated care, stabilizing or increasing desvieimbursement rates. Provider
taxes can also be used as an alternate revenweseien the General Fund liability for
the Medicaid program exceeds a certain threshidltdimately, it is a policy decision for
the legislature and the Executive to determineatgs in which revenues raised by
provider taxes can be used and redistributed askttifferent directions should be
considered while weighing the options.



IV. FEDERAL RULES GOVERNING PROVIDER TAXES

A. General Background

Federal law permits states to collect revenues Bpeatified categories of health care
providers or services and use those revenues tbviamous activities, including pay a
portion of the state’s share of the Medicaid pragrdederal matching dollars can be
used to raise provider rates, fund other costee@Medicaid program or for other non-
Medicaid purposes, including depositing the funde the state’s general treasury.

In order to be able to draw down federal finanpetticipation, provider taxes must meet
detailed requirements in federal law and regulatid@roadly speaking, Congress
established the federal requirements to addressat@mpts to circumvent their share of
Medicaid program costs. Thus, federal law addeetis®issue of states “borrowing”
their share of the Medicaid cost from providers vghbsequently were paid back their
portion of the tax in the form of increased Meditpayments, for which the state
claimed federal matching dollars. Federal law g@lsshibits provider taxes from
exceeding 25% of the state’s share of Medicaid ediperes’

B. Classes of Health Care Services and Providers Bact to Tax

Health care-related taxes are fees, assessmeuitseormandatory payments related to
(1) health care items or services; (2) the provigsibhealth care items or services or (3)
the payment for health care items or servicestax will be considered to be related to
health care items or services if at least 85% efiwrden of the tax revenue falls on
health care providefs.

Health care-related taxes can be applied to 19fsmeclasses of providers that provide
health care items or services specifically listeéederal regulation. Some of those
services include:

Inpatient hospital services;

Outpatient hospital services;

Nursing facility services;

Intermediate Care Facility services for the meptadtarded or developmentally
disabled (ICF/MR-DD);

Physician services;

Home health care services;

! Congress addressed concerns regarding variousamisofs for implementing provider taxes in 1991
through the Medicaid Voluntary Contribution and ®der-Specific Tax Amendments (P.L. 102-234),
amending Section 1903(w) of the Social Security @& U.S.C § 1396b(w)). Those laws were later
revised through the Tax Relief and Health Cared @006 (P.L. 109-432). These laws, along with
corresponding federal regulations (42 C.F.R. § 388irough 433.74), provide the authority and
guidelines for states electing to adopt providgesa

242 USC § 1396b(w)(5)(A).

®42 CFR § 433.55.

*42 CFR § 433.55(b).



Outpatient prescription drugs; and
Services of managed care organizations (includeaith maintenance
organizations and preferred provider organizations)

A tax of any particular class of service or providésuch service must apply uniformly
to all items/services or providers within that slasThis rule prevents states from
limiting provider taxes solely to Medicaid providexho can easily be held harmless
through increased Medicaid payments.

C. Conditions for Imposing Provider Taxes

If the tax is not “health-care related” as defimdve, then the State would not need to
comply with the rules below. Otherwise, in ordebe permissible under federal law,
provider taxes must be:

Broad based,;
Uniformly imposed; and
Cannot violate the hold harmless provisions.

1. Broad Based

A provider tax is “considered to be broad basdteftax is imposed on at least all health
care items or services in the class or providesioh items or services” and is imposed
uniformly.’

2. Uniformly Imposed

Generally, a health care-related tax will be comsgd to be imposed uniformly if the tax

is the same amount for every provider furnishirgsthitems or services within the clss.
For instance, if the tax is based on the numbéiospital beds, then the amount of the tax
must be the same for each bed of each hospit#he tfax is based on provider revenue,
then the rate at which gross revenues or net apgnavenues are taxed must be the
same for all services (or providers of those ses)ién the class.

Uniformity is not established where the tax (a)yules for credits or deductions that
result in the return to providers of all, or a jpamt of the tax paid and (b) results, directly
or indirectly, in a tax that is not generally radisutive and the amount of the tax is
directly correlated to payments under the Medigaimyram. The uniformity requirement
is also violated where the tax holds taxpayers kessrfor the cost of the tax.

°42 CFR § 433.56(a).
®42 CFR § 433.56(b).
742 CFR § 433.68(c).
842 CFR § 433.68(d)(1).
42 CFR § 433.68(d)(2).



3. Hold Harmless Provisions

The hold harmless provisions were established sarerthat the tax paid by providers is
not returned to them such that they are made wdroleeld harmless.” There are three
tests for determining whether taxpayers are helthless: a positive correlation test, a
Medicaid payment test, and a guarantee test. ylbathese conditions are met, the tax
program would be determined to have a hold harngesgsion and the tax would be
impermissible. These three conditions are expthmere fully below.

a. Positive Correlation Test

The positive correlation test is met when the staédes a direct or indirect non-
Medicaid payment to the taxpayer and the amouttie@payment is “positively
correlated to either the tax amount or to the diffiee between the Medicaid payment
and the tax amount® These payments may take various forms, suchxaséedits or
grants, and “direct or indirect” is interpreted ddty. CMS provides the following
example:

A positive correlation would exist “where a stasges a tax on
nursing home beds that a facility is permitteddsgon to its
residents in the form of rate increases. If almwut the same time,
the state passes a grant program that pays ppesteesidents of
the nursing home an amount similar to the bedthexgrant

money would be available for use to compensatatinging

facility for the tax and a positive correlation waie found to

exist between the tax and the grants. The colwelatould not be
destroyed by altering one variable over time andldoot
necessarily need to be measured in a statistinabst

The above cited example results in a hold harnftesthe nursing home because there is
a “reasonable expectation” that the grant moni@sgm the nursing home residents will
be returned to the nursing home as increased fgaqds.

Similarly, the hold harmless provisions would fiadiolation of the positive correlation
test and the guarantee test where a payment is toad@xpayer as long as the payment
is from a source “controlled or directed by theestd® For instance, “States will not be
permitted to recycle monies through third part®smaking payments to such third
parties and requiring that the money be used tolreise taxpayers for any portion of
their health care related taX’”

1942 CFR § 433.68(f)(1).

1173 Fed. Reg. 9685, 9691 (Feb. 22, 2008).
1273 Fed. Reg. 9685, 9694 (Feb. 22, 2008).
B,



b. Medicaid Payment Test

The Medicaid payment test is met when all or anyipo of the Medicaid payment to the
taxpayer varies based only on the tax amount, daetuconditioning Medicaid payment
on receipt of the tax amoutit. States are permitted to use tax revenues togmdder
reimbursement for the provision of covered servid@eimbursement, however, cannot
be based on the receipt of provider taxes. Thkisisedesigned to guard against
effectively repaying taxpayers and protect thegritg of the development of sound
Medicaid payment rates consistent with efficiereyonomy and quality of café.

C. Guarantee Test and Safe Harbor

A tax program will be impermissible if it meets thearantee test. This test is met when
the state imposing the tax provides for any dicgéhdirect payment, offset or waiver
that directly or indirectly guarantees to repayttdngayer for all or any portion of the tax
amount® Federal law creates a “safe harbor” from the jbitihn against guaranteeing
return of tax funds. If the taxes produce revernhasare less than or equal to 5.5% of
the provider’s net patient revenues, the tax isnpssible under the guarantee t€st.

4, Waiver from Broad Based and Uniformity Requirements

A state may be waived only from the broad-baseduemigrmity requirements if the tax
program meets all of the following:

a. The net impact of the tax and any payments rtaathes provider is
generally redistributive;

b. The amount of the tax is not directly correlae#ledicaid payments; and

C. The tax program does not fall within the holdnhiess provision&®

Federal regulations detail a statistical test theasures the degree to which the Medicaid
program incurs a greater tax burden than if thegairements were met. There is no
waiver of the hold harmless provisions.

1442 CFR § 433.68()(2).

15 See73 Fed. Reg. 9685, 9692-94 (Feb. 22, 2008).

1842 CFR § 433.68(f)(3). “A direct guarantee widl found when a State payment is made available to a
taxpayer or a party related to the taxpayer inrdlasonable expectation that the payment wouldtrasul

the taxpayer being held harmless for any part@taix. An indirect guarantee is distinct from adir
guarantee in that such guarantee is initially messby a percentage threshold that limits tax coba to

5.5 percent of patient revenue attributable toatbsessed service. States collecting a tax in £xées5
percent of assess patient service revenue musirpetfie second prong of the hold harmless test to
demonstrate permissibility.” 73 Fed. Reg. 96823 @eb. 22, 2008). The second prong of the $est i
known as the 75/75 test, which will find a hold méess to exist if 75% or more of the taxpayerdim t
class receive 75% or more in enhanced Medicaid pajgror other state payments. 42 CFR §
433.68()(3)(1)(B).

742 CFR § 433.68(f)(3)(i)(A). The safe harbor mertage was changed from 6% to 5.5% for the period o
January 1, 2008 through September 30, 2011, buteviért back to 6% after that period ends.

1842 CFR § 433.72See alsal2 CFR § 433.68(e) for a definition of “generaiyistributive.”



D. Federal Review and the Role of Budget Neutrality

Any new provider tax that seeks to draw down feldeiedicaid matching funds will

have to be reviewed and approved by the Centefdédiicare and Medicaid Services
(CMS). CMS serves as the federal oversight agésrayphe AHCCCS program. The
timing of CMS review will depend on the complexdiythe provider assessment, but can
take anywhere from six months to over a year.

One of the issues CMS will review as part of anglgsis regarding the imposition of a
new provider tax is the impact any additional spegavill have on the State’s estimate
for Budget Neutrality. Budget Neutrality is a ragment of the current 1115 waiver that
governs the AHCCCS program. CMS mandated a spgrmudip as part of waiver
negotiations resulting from the voter approvedatie Proposition 204 in 2000. From
April 1, 2001 until September 30, 2006 the enticu# Care program and
Disproportionate Share Hospital payments had tméeaged within a total spending
limit.

When the State had to renegotiate the waiver i6 2@ Budget Neutrality requirements
were expanded to include Long Term Care. The &p&erms and Conditions of the
waiver currently state that “if at the end of tBiemonstration period the overall budget
neutrality expenditure cap has been exceededxttese Federal funds must be returned
to CMS.” AHCCCS has been able to maintain an dvpositive Budget Neutrality
variance. AHCCCS is currently projecting that viagiance at the end of the current
waiver period, which terminates on September 2@/l be a positive $129 million. It
should be noted that these estimates are being amadeer $60 billion in total spending.
While a significant portion of that spending hagatly occurred, it is still an
insignificant balance given the overall scope efWaiver. Additional details on this
estimate have been provided at Appendix A to thente

If a policy decision is made to pursue additionaivider taxes, this will result in an
increase in Medicaid spending. The current limpeditive variance in Budget
Neutrality will need to be incorporated into thegttial level of provider tax that could
be assessed. Given current projections, the ingrabtedicaid spending should
probably be limited to the current Budget Neutydirnits.

There are two additional items regarding BudgetthNaity that should be identified. The
first is that since the current period ends on &aper 2011, AHCCCS is unsure how
future obligations will be scored against Budgetitdality. The second is that federal
healthcare reform may significantly alter the tgpéBudget Neutrality requirements
CMS may impose in future waiver discussions.



V. STATE SURVEY OF PROVIDER ASSESSMENTS

Provider assessments are an option for statesnetdraise revenue. Currently, 44
states have some type of provider assessment-iseal Year (FY) 2010, that number
will be 45. A survey conducted for the Kaiser Coission on Medicaid and the
Uninsured found that, as compared to FY 2008, alitiadal seven states are expected to
have hospital taxes in FY 2010 and four more stadeted a tax on nursing faciliti€sln
addition, many states have increased the sizeistirgx provider taxes. The Kaiser
Commission state survey table is attached at Appehof this report®

This report highlights four states — California,|@ado, lllinois and Oregon — and
provides a brief overview of provider taxes in thasates.

A. California

California currently has a provider tax on internag¢el care facilities for the
developmentally disabled and skilled nursing faesi (SNFs). The tax is assessed on
aggregate net revenue but is not to exceed thenaather threshold* Revenues are used
to enhance federal financial participation in thedACal program, California’s Medicaid
program, to provide additional reimbursement ompsupfacility quality improvement
efforts.

In addition, California assesses a gross premivnomansurers (generally defined as
property insurance, life insurance, casualty insceasome preferred provider
organizations and some point of service plans)at Tdx is set at 2.35% of annual gross
premiums and is in lieu of all other taxes andr&es upon insurers and their propéfty.

California also had in place a tax on its Medi-@anaged care plans. The fee on
managed care plans was set at 5.5% of revenuesnéihncrease in revenue was
deposited into the state general fund and for 2M@ras estimated at $238.8 million in
Total Funds. The provider tax on Medicaid manacge plans was not in compliance
with recent changes in federal law requiring previfikes to be broad based and
uniformly imposed — that is the tax could not badd only on managed care plans
enrolled in the Medicaid program.

¥Vernon K. Smith, Ph.D., et al, Kaiser Family Foatidn, The Crunch Continues: Medicaid Spending,
Coverage and Policy in the Midst of a RecessiorsuRe from a 50-State Medicaid Budget Survey fateSt
Fiscal Years 2009 and 20,182-33 (September 2009).

% For additional state specific information, gotie National Conference of State Legislatures at
http://www.ncsl.org/IssuesResearch/Health/HealthiideyandindustryFeesandTaxes/tabid/14359/Default.a
Spx

L For assessment on intermediate care faciliiesCal Health & Saf. Code § 1324. to 1324.14 (2068);
assessment on SNBEseCal Health & Saf. Code §§ 1324.20 to 1324.30 (20@alifornia has a waiver
exempting some types of SNFs, such as continuirgresirement communities and SNFs operated by the
state or another public entity.

%2 This tax is established in California’s constioutj Section 28, Article XIIl.




Due to its fiscal crisis, California was facing ean $200 million dollar shortfall in its
Children’s Health Insurance Program (CHIP), knowritee Healthy Families program
(KidsCare, in Arizona). That shortfall would hasesulted in the disenroliment of about
600,000 children. To address the CHIP shortfadljf@rnia applied the gross premiums
tax to Medi-Cal managed care plaisBecause the gross premiums tax is an existing tax
on a broad group of insurers, the overwhelming nitgjof which are not health care
insurers, it can be extended to Medi-Cal managesl mans without being considered a
provider fee under federal law. Applying the taasnestimated to yield $97 million and
was supported by the health plans. Californiauserevenues raised from the gross
premiums tax as the source of state matching fumtth®ut having to meet the federal
provider tax rules.

B. Colorado

On April 21, 2009, Governor Bill Ritter signed HB32into law. Pending CMS
approval, this law established a provider fee dh@dpital inpatient and outpatient
services. Revenues generated from the fee aradiedeto: increase hospital
reimbursement; reduce the number of uninsured ¢irguogram expansions to medical
assistance programs; and pay costs associate@ddvitmistering the provider fee,
together with the expansions.

In accordance with the legislation, the rate f@r tlew fees shall be established by an
Advisory and Oversight Board, consisting of thirteeembers appointed by the
Governor and confirmed by the State Senate. Idwcting their fiscal analysis for the
proposed legislation, the Colorado Legislative Golumypothesized that the Advisory
and Oversight Board would levy the new fee at @ cdt3% of aggregate net revenue.
Based on this rate, the Legislative Council staffneated that the new hospital provider
fee would generate $336.4 million in FY 2009-20hd £389.5 million in FY 2010-
2011. From this, Colorado would be eligible toeige up to $600 million in federal
matching funds.

Currently, Colorado hospitals are reimbursed folo&alo Indigent Health Care Services
at a rate of 90-92% of the Medicare rate for irgrets services and 72% for outpatient
services. The legislation directs revenues froenpifovider fee to increase hospital
reimbursements from the Colorado Indigent Care iRRragup to 100% of the hospitals’
costs. The legislation also specifies that reverahall be utilized to maximize inpatient
and outpatient reimbursement up to the upper paihmeit and pay for quality

incentives for performing hospitals.

Under the legislation, eligibility for the ChildrenBasic Health Program will be
increased from 205%-250% FPL. Income eligibility parents with children would be
increased from 60% to 100% FPL. In addition, neagpams will be created that
provide medical coverage to childless adults upd@% FPL and provide for a Medicaid
buy-in program for disabled individuals up to 456%L. Finally, the legislation

% SeeAssembly Bill 1422, approved by the Governor Sefiter 22, 2009.
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includes provisions stipulating that if revenuemrthe provider fee are insufficient to
fund these expansions, the Colorado Departmeneafthl Care Policy and Financing is
authorized to lower eligibility limits to meet fumg) levels. Implementation of the new
provider fee is dependent on obtaining CMS approf#the overall tax program and a
waiver from the broad based requirement.

C. lllinois

In December of 2008, Governor Blagojevich signeaha®e Bill 2857. Under this
agreement between lllinois and the federal govenmimthe lllinois Department of
Healthcare and Family Services (HFS) will distréo®tL.55 billion in Medicaid payments
to hospitals from the Hospital Provider Fund. Frdams distribution, the federal
government sends lllinois $777 million in matchiiogds. The state then collects $907
million in taxes from hospitals. Through this pess, hospitals gain $655 million in
increased funding. The General Assembly has ird®B 2857 in the FY09 budget.

lllinois has previously received federal approwal tivo similar hospital assessment plans
bringing nearly $2.3 billion in federal dollars Itbnois.

HFES will distribute the money to hospitals durihg course of the year in 12 equal
payments. The amount of money a hospital recesvieased on the various services it
provides to Medicaid patients. Additional fundirggognizes hospitals for obstetrical,
psychiatric and rehabilitative services, and chpiats.

The amount of money that each hospital receivdsisame for the period of the
assessment, which allows hospitals to plan for ttesh flow from the program each
year. SB 2857 codifies a five year plan, which \d effective after being approved by
CMS.

D. Oregon

Provider taxes allow Oregon to secure federal nmagcliunds to finance Oregon’s
Medicaid program and support payments to hosp#ats Managed Care Organizations
(MCOs). Four new taxes — (1) Hospital tax; (2) goherm Care Facility tax; (3)
Managed Care organization; and (4) Tax on Progfamall-Inclusive Care for Elderly
Persons — were first created by the Oregon Legigain 2003. In the 2007-2009
bienniums, Oregon is expected to collect $215 arillin provider taxes from hospitals
and Managed Care Organizations (MCOs) to generatéther $343 million in federal
matching funds. After the tax is assessed ancaek, the monies are matched with
$1.66 in federal Medicaid funds.

The Director of the Department of Human Serviceemeines the rate on each hospital

subject to the tax, not to exceed the 3% cap lonrtet revenue of each hospital. Oregon
received a CMS waiver from the “broad based” rezuent to exclude certain hospitals

11



(mostly smaller, rural hospitals with less thanl#ls), hospitals operated by the U.S.
Department of Veterans’ Affairs, and pediatric spkg hospitals that provide free care
to children.

In 2004, Oregon received federal approval to taxage nursing facility patient days per
bed. The assessment equals the rate times theenwhbpatient days at the long term
care facility for a calendar quarter also estaklishy the Director. The Veterans’ home,
nursing facilities with Medicaid utilization of 85%r more and nursing facility patient
days in Continuing Care Retirement Communitieseauctuded.

There is a proposal to expand provider taxes tw dlawn additional federal matching
funds. Examples of the expansion would be to rthisecap limit on hospital taxes to 4%.
In addition, Oregon recently expanded its MCO t@include all commercial insurers;
previously, the tax was limited to Medicaid MC&s.

VI.  APPLYING DIFFERENT PROVIDER ASSESSMENTS IN ARIZ ONA

A. Existing Provider Taxes in Arizona

Arizona currently has a health insurer tax base@%rof premium revenues. Originally,
AHCCCS managed care plans were not included intéxat However, to ensure the tax
was broad based, Arizona statutes were amendddDB énd the premium tax was
applied to AHCCCS health plafs.From 2003 through 2008, the premium tax on
Arizona’s AHCCCS health insurers generated oveb3&illion of which $390 million
was federal matching dollars. The table at Appe@provides additional detail.

B. Analysis of Different Provider Assessments for €derally Matched Programs

Policy-makers have different methods or optionprolider assessments that will result
in varying revenue collection amounts. Exampletuide: a tax on a percentage of
hospital or nursing facility revenues; a per-bedthat can be assessed on hospitals or
nursing facilities; or expanding the health casuier premium taZ These methods are
discussed in more detail below and their revenimaecing potential for Arizona is
outlined in Appendix D.

1. Tax on Revenues for Hospitals and Nursing Facdlitie
A tax on gross revenues would assess a tax basagerentage of a facility’s gross

revenues. The recently approved tax in lllinoia B.5% tax on gross revenues for
inpatient and outpatient services. One beneiitsirig gross revenues is that the data is

% House Bill 2116, 75th OREGON LEGISLATIVE ASSEMBLZ009 Regular Session.

> AR.S. 88 36-2905 and 36-2944.01.

% |n addition, the existing premium tax on non-heakre insurers can be increased and used as state
match for the Medicaid program that would also¢ielderal matching dollars.

12



easily attainable; it is the total of a hospitddiked charges before any contracts or
allowances. A tax on gross revenues could minirtiizencentive for hospital charge-
master inflation.

Alternatively the tax could be assessed on netm@ée® This would take into account
and adjust for discounts provided to payers. Tla@seunts are also reported by
hospitals.

As there is currently no process for collectinggitad taxes, the administration of such a
tax, if legislated, would have to be describeduierdocumented in policy, staffed and
resourced. It is expected that this process cialdel twelve to fifteen months. Revenues
from such an assessment could be unpredictablevetr, considering Arizona’s
increasing population and medical cost trends,mees should rise from year to year.

As a benchmark, a 1% tax on hospital net revenwesdayield approximately $107
million. A tax on 1% of hospital gross revenugpiojected to generate approximately
$199 million. For nursing facilities, a 1% tax pet revenues would generate
approximately $10.8 million while a 1% tax on grosgenues would yield
approximately $13 million. Additional revenue detail and comparisons carobad at
Appendix D for hospitals and nursing facilities.

Any provider tax in excess of 5.5% of provider newes is subject to additional
regulations and testing by CMS. Implementatioeitifer a tax on gross revenues or a
tax on beds would need methodology that would capeider’s tax at 5.5% of revenue.

2. Bed Tax on Hospitals and Nursing Facilities

A “bed tax” imposes a provider assessment baseédeonumber of beds licensed within
a facility. There are approximately 13,500 licahkespital beds in Arizona and 15,800
licensed nursing facility beds. The number ofrieed beds is reported to the Arizona
Department of Health Services.

Revenues from such a tax would be relatively eagyredict. Hospitals and nursing
facilities do not regularly change the number adsa their hospital licensing data.
New hospitals and nursing facilities and theirdisiag capacities are usually known in
advance.

Regarding hospitals, a bed tax would be a tax ennjpatient portion of hospital
operations. This tax would disregard all of thevees that are provided by hospitals in
outpatient settings. As inpatient services has®aer growth curve than outpatient
services, this methodology misses a large parta#igg services for hospitals. A
benefit to this methodology, however, is that CatiAccess Hospitals, which by design
become more tertiary hospitals with an emphasisutpatient services, would be less
affected by a bed tax. Arizona’s Critical Accessshpiitals have smaller budgets and
more vulnerable bottom lines than most of the ottwepitals.
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Today, Medicaid pays nearly half of all nursing leoare nationwide. In Arizona,
AHCCCS pays 61% of all nursing facility bed day®hile AHCCCS pays the majority
of nursing facility bed days, many Arizonans anegte pay — 13% of Arizona’s nursing
facility patients pay their own way. Consequendlyged tax on nursing facilities is more
likely to be passed along to private pay residérda in the hospital setting.

Because a bed tax is not currently in operatissgueces would need to be allocated for
its administration. The timing and resources regito implement a bed tax would be
similar to that of operating a tax on gross revetescribed above taking twelve to
fifteen months to implement.

As an example of potential revenue, a $2,000 pefplee year tax would generate about
$25 million (this is the number of licensed bedewabtimes $2000 per bed) per year
from hospitals and about $31.5 million per yeanfroursing facilities, for combined
revenues of $56.5 million. A bed tax assessmemtunsing facilities yields a larger
percentage of federal participation because Medlisaa larger percentage of state
nursing facility bed days.

Any provider tax in excess of 5.5% of provider newes is subject to additional
regulations and testing by CMS. Implementatioeitifer a tax on gross revenues or a
tax on beds would need methodology that would camaider’s tax at 5.5% of revenue.

3. Premium Tax

There are several components of the Premium Taxizona. In addition to the 2%
premium levied on both commercial and Medicaid themisurance companies, current
law also taxes life insurance and property andalgsat a 2% rate.

Due to the economy, several of these componentsradécted to decrease over the next
couple of years. In FY 2010, these componentaatieipated to generate $322.5
million with the Medicaid premium representing jusider half of the tax levied. (See
Appendix C.)

Because this tax is already in existence, therddvoe minimal administrative cost for
implementing a modest increase in the taxable péage. A 1% increase would yield
approximately $161 million with roughly $78 millian increased Medicaid insurance
premiums. The State Match of roughly $26 millieould need to be appropriated and
deducted from the overall increase. These estinzet®sme that items currently over the
2% rate, like vehicle premiums, are not adjustedard. Additionally, since health
related items represent roughly 73% of the ovéaall an adjustment should require
minimal CMS input and review.

14



C. Consider a Distribution Formula for All Hospital Providers

Any redistribution formula of a provider tax is aligy decision for the legislature and

the Executive. Providers may expect a portionnyfraew assessment be returned to
them in some form. This return on the providemgestment serves to stabilize provider
rates and offers some security for the overalltheale delivery system, which has
benefits beyond merely the Medicaid program. Haveany redistribution formula

must be in line with the regulatory framework thas been established by Congress and
CMS.

The State cannot simply distribute funds to thevjglers. The tax amount also cannot be
returned to providers in the form of credits, gsamt exclusions that have the effect of
holding the taxpayer harmless. Federal guidelai®s mandate that provider taxes must
be levied equally across an industry. A tax orpitakbeds or gross revenues, for
instance, cannot be levied solely on hospitalssbate a high percentage of Medicaid
patients. Rather, a tax on hospitals would havedet the federal requirements detailed
above. Certainly one of the major issues assatiatth a provider tax or assessment is
the varying impact on facilities due to payer mixppendix E has been included to
provide an approximation of the net revenues byitalsand the percent of Medicaid bed
days.

The redistribution methodology is further complezhby the fact that AHCCCS cannot
make any payments to providers directly outsida ofanaged care plan payment, except
supplemental payments provided to hospitals, &sproportionate Share Hospital or
Graduate Medical Education (GME) payments. Thifferent from what some other
states are able to do that have larger fee-forispopulations.

If policymakers make the decision to use fundingegated by a tax to enhance payments
to providers, there are opportunities within therent reimbursement structure. The tax
revenues could be matched with federal Medicaid$emd used to cover increased
inpatient per diem rates to account for recentfraezes. The funding could be
dedicated to programs like GME or used to expandGd/icover Indirect Medical
Education costs. If Nursing Facilities were taxed a decision was made to use the
funds to support this provider type, the fundinglddbe used to increase rates for this
provider group as well.

Accordingly, CMS would review any redistribution thedology on a case-by-case basis.
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VII.  CONCLUSION

The federal government acknowledges states’ riglthpose taxes on providers and
insurers, and provides federal financial partiggrator those provider assessments
through the Medicaid program. To ensure that state not attempting to circumvent
their obligations for paying the non-federal shairéhe cost of Medicaid, federal law
places strict requirements on state provider taxesist be broad based, uniformly
imposed, and cannot hold a provider harmless.

Other states offer examples as to how a providecaald be applied in Arizona. State
surveys suggest that provider taxes can serve msntant revenue stream, particularly
during economic downturns when states experiemgefgant increases in Medicaid
enrollment. Different models analyzed in this pagieow that Arizona could gain
significant revenue from application of a new po®ritax or expansion of the existing
premium tax.

Ultimately, it is a policy decision for the legitili@e and the Executive to determine the
ways in which revenues raised by provider taxesbeansed and redistributed.
Policymakers can choose among several types ofgaoassessments and select among
various options for how best to use the enhanceshiee — reducing the State’s General
Fund liability for the Medicaid program, fundingm&/edicaid programs, reducing
uncompensated care, stabilizing or increasing gdesvieimbursement rates. Provider
taxes can also be used as an alternate revenweseien the General Fund liability for
the Medicaid program exceeds a certain threshiokewise, there are various different
methods for redistributing provider tax dollarsedardless, any policy decisions made by
Arizona policymakers will have to be reviewed by EM
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APPENDIX A: BUDGET NEUTRALITY SUMMARY
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APPENDIX B: KAISER FAMILY FOUNDATION STATE SURVEY

Nursing Managed Carg Any Provider
States Facilities "Other"

Alabama X X X X X X
Alaska
Arizona X X X X
Arkansas X x| X X
California X X X X X X
Colorado

Connecticut
Delaware

District of Columbia
Florida

Georgia X X | X X X
Hawaii
Idaho X X X X
lllinois X X X | x
Indiana X X X X
lowa
Kansas
Kentucky
Louisiana
Maine

x
x
x

Maryland
Massachusetts X
Michigan X
Minnesota
Mississippi X

X X X X X

X X X X X

X X X X X
x

X X X X X
X X

Missouri
Montana
» Nebraska
Nevada
New Hampshire
New Jersey X X | X
New Mexico X
New York X
North Carolina X X X X
North Dakota X X
. Ohio
OklahOma
Oregon
Pennsylvania
Rhode Islan
South Carolina
South Dakota
Tennessee X x| X X
Texas
Utah X
Vermont
Virginia
Washington

West Virginia

Wisconsin

Wyoming
Total 35 16 "

*Kentucky, Minnesota, Missouri, New York & Vermoall reported multiple "other' provider tax in b&B09 and 2010

THE KAISER COMMISSION ON

Medicaid and the Uninsured
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APPENDIX C: ARIZONA HEALTH INSURANCE PREMIUM TAX RE VENUE

Arizona Health Insurance Premium Tax (IPT) Revenue

Calendar Year 2003 2004 2005 2006 2007 2008 2009 est 2010 est
Revenue Source

1 Medicaid IPT $21,032,400 $92,650,410 $102,683,996 $108,316,346 $116,858,738 $133,774,628  $144,095,534 $156,487,000

FMAP 70.21% 68.72% 67.32% 66.84% 66.40% 68.57% 75.00% 75.00%
Federal $14,766,848 $63,667,445 $69,131,847 $72,403,781 $77,591,207 $91,733,763  $108,071,651 $117,365,250
State $6,265,552 $28,982,966 $33,552,149 $35,912,565 $39.267,531 $42.040,865 $36,023,884 $39,121,750
2 Non-Medicaid IPT $75.285.428 $78,087,905 $75,799,689 $81.016,768 $86.497,515 $83,860,662 $78,800,000 $75,700,000
TOTAL $96.317.828 $170.738.315 $178.483.684 $189.333.113 $203.356.253 $217.635.290 $222.895.534 $232.187.000

1 Data Source -AHCCCS, DHCM Finance and Reinsurance

2 Data Source -Insurance Premium Tax Forecast prepared by Department of Insurance

Additional IPT Assessment Estimates

Current FY 2010

Category Assessment  Estimate Additionall1%
Life Insurance 2.00%  $37,500,000 $18.750,000
Accidental and Health 2.00%  $78,800,000 $39,400,000
AHCCCS Plans 2.00% $156,500,000 $78,250,000
Other Property and Casualty 2.00%  $49,700,000 $24,850,000
Totals $322.500.000 $161.250.000
Percent of Tax Health Related 73%

Data Source -FY 10 est. based on Insurance Prefaxnfrorecast prepared by Department of Insurance
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APPENDIX D: POTENTIAL REVENUE FROM PROVIDER ASSESSM ENT

AZ Potential Revenue fromrBvider Assessment

Est First Year Total
State Revenue

Hospital
Tax on Net Revenues
0.25% $26,750,000
1.00% $107,000,000
Bed Tax
$1,000/ bed $12,541,000
$2,000/ bed $25,082,000
$3,000/ bed $37,623,000

Nursing Facility
Tax on Net Revenues

1.00% $10,811,275
2.00% $21,622,549
5.00% $32,433,824
Bed Tax
$1,000/ bed $15,788,000
$2,000/ bed $31,576,000
$3,000/ bed $47,364,000

Hospital Net Revenues and bed count from most ticfiled Medicare Cost ReportNursing Facility
Net Revenues and bed ct from 2008 Universal Accounting Reports. Wherereports (MCR or
UAR) were filed, data is not included.
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APPENDIX E: POTENTIAL ASSESSMENT FOR ARIZONA HOSPIT ALS

Potential Assessment for Arizona Hospitals
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/01, 1+2 &0 344! ! 49% 34 4
+5 2# 142 3414 - 34 4!
6+##0 7 ++ +# 0 +2 O#0 3144 * 3"41" 4"
8#90, 50 +2 0#0 34 4 " A 34 4
6+##0 00 0 +2 0#0 $463,705,14 * 314 4"
8,#0 +2 0#0 3 44" " 1* 34 1
104 20#, 1+2 34"4 . 54% 34 4"
, ,+t20 0+2 +0 0+ 3"4 41t * 34"4 1
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Data for evaluation of methodology only; hospitalgere revenue or utilization data was not availaéenot Included in this report.
Estimates are a proxy based on most recently fledicare Cost Reports
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