











This performance measure is showing that Oregon is improving. The rates for adults and children
increased in 2005 and are above the 2005 targets. From 2001 to 2005, the rate for adults increased
5.3 percentage points (from 70.4 to 75.7 percent), and the rate for children increased 2.7 percentage
points (from 69.3 to 72 percent).

Increasing the proportion of clients in managed care and having a medical home facilitates this
measure. Clients in fee-for-service have access to disease management and case management
programs.

Clients in managed care use preventive and primary care services at higher rates than other clients.
Managed care plans participate in quality improvement and prevention activities including performance
improvement projects and measures. Past and present focuses include tobacco cessation, asthma,
diabetes and prenatal care, early childhood cavity prevention, and childhood immunizations.

Barriers include health care providers who do not accept Medicaid clients and a lack of knowledge
among some clients about the importance and necessity of routine health visits.

Raciallethnic variance of routine health care: Reducing health disparity is a priority of the Department.
This measure examines routine care provided to racial/ethnic groups.

Oregon is improving with this measure as well. The rates for race/ethnic categories increased in 2005,
and all are above their 2005 targets. The following shows the rate increases from 2001 to 2005:

Whites—3.3 percentage points (from 70.3 to 73.6 percent)

Asian/Pacific Islanders—3.5 percentage points (from 64.8 to 68.3 percent)
Hispanics—4 percentage points (from 69.4 to 73.4 percent)

African Americans—4.3 percentage points (from 64.4 to 68.7 percent)

> > > > >

Native Americans—4.3 percentage points (from 70.8 to 75.1 percent)

In addition to these specific performance measures: OHP supports measures in other parts of the
Department. For example the Department, through its contracts with Medicaid managed care
organizations, has undertaken a Performance Improvement Project that is focused on better
collaboration and communication between mental health and physical health providers. The result is
better care for those with mental illness thus potentially reducing the risk of teen suicide.

The Oregon Health Plan (OHP) contributes to the key performance measure of early prenatal care for
low-income women. Most recent measures show that OHP clients may not be gaining in this area.
While speculative, one likely cause is closure of the Standard benefit package, so fewer low-income
women are already covered by Medicaid when they become pregnant. It is possible that some of them
don't immediately know that they can now qualify because they are pregnant.

The Department requires its OHP managed care plans to track tobacco cessation efforts, and we have
invested in the Free and Clear program and cover smoking cessation treatments.

One of the Department's goals is to continue to increase immunization rates to meet the Healthy
People 2010 objective of 90%. VWe measure this goal by assessing the percentage of 24-35 month old
children immunized by local health departments. The OHP contributes to that goal by paying for the
office visit when a provider immunizes a child on the OHP. The federal government pays for the
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vaccine itself, but not the office fee. We use the ALERT registry to measure the progress of this goal.
Providers anywhere can use this registry to see if children are current in their immunizations. Physicians
who use ALERT are more current with immunizing their patients than those who don't use the
registry. VWe work with the OHP managed care plans to use ALERT and to enter their immunization
information into the registry. We also enter immunization data from fee-for-service providers. In 2005,
the percent of children immunized reached 73.5% for those children served by local health
departments, which exceeds our goal for 2005. This rate continues to steadily increase.

OUTSTANDING ISSUES

The sustainability of OHP is dependent on several factors. One factor is rising health care costs.
Medical inflation is rising faster than general inflation. Pressures on the budget from increasing caseloads
and medical inflation limit our ability to increase payments to some providers, such as physicians. This
makes it difficult to recruit and retain providers. Clients who are unable to see a primary care provider
often seek more expensive emergency care.

Another factor is unemployment. Unemployment affects both our caseload and revenue. It causes an
increase in our caseload and a decrease in our revenue. Similarly, decreases in the availability of
employer-sponsored health insurance impact caseload.

Federal policy changes impact caseload, benefits, delivery of services, administration of programs and
funding. For example, the federal Deficit Reduction Act of 2005 will end Oregon'’s ability to tax
Medicaid managed care plans in October 2009.
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BUDGET OVERVIEW

Division of Medical Assistance Programs (DMAP)
Major Revenue Sources
2007-09 Governor's Recommended Budget

$4,819 million Total Funds

General Funds

$1,040 mil
21.6%
Federal Funds
$2,872 mil
59.6%
Other Funds

$907 mil

18.8%

Source: 2007-09 GRB (Orbits - unaudited)

Division of Medical Assistance Programs (DMAP)
Major Federal Funds Revenue Sources
2007-09 Governor's Recommended Budget

$2,872 million Federal Funds

Medicaid
$2,716 mil
94.5%

Title XXI: CHIP
$157 mil
5.5%

Source: 2007-09 GRB (Orbits - unaudited)
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Division of Medical Assistance Programs (DMAP)
Major Other Funds Revenue Sources
2007-09 Gowernor's Recommended Budget

$907 million Other Funds

Tobacco Tax -
proposed
$127 mil

14.0%

Tobacco Tax -

eXiS“"Q Provider Tax
$3ge3;m| $239 mil
40.3% 26.4%
Includes: Hospital &Managed
Care Organization (MCO)
All Other
$175 mil
19.3%
Source: 2007-09 GRB (Orbits- unaudited)
Division of Medical Assistance Programs (DMAP)
2007-09 Governor's Recommended Budget
General Fund Use by Program
$1,040 million General Funds
DMAP Admin
OHP CHIP $21 mil
$0 mil 2.04%

0.0%

Non-OHP Medicaid

$217 mil
20.9%
OHP Medicaid
$801 mil
77.0%
Source: 2007-09 GRB (Orbits - unaudited)
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Division of Medical Assistance Programs (DMAP)
2007-09 Governor's Recommended Budget
Total Fund Use by Program

$4,819 million Total Funds

OHP CHIP DMAP Admin
$231 mil $72 mil
4.8% 1.5%
Non-OHP Medicaid
$368 mil
7.6%
OHP Medicaid
$4,148 mil
86.1%
Source: 2007-09 GRB (Orbits - unaudited)
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A Comprehensive Plan for Reform: Design Principles & Assumptions

Design Principles

Design Assumptions

I. Optimize health: Wellness, prevention, early
intervention & chronic disease management are strategic
priorities.

A. Reforms in coverage, combined with changes in the
organization, management and reimbursement of the
delivery system can improve health outcomes & contain
the historic pattern of annual cost increases in health care.
[BETTER OUTCOMES & | COST GROWTH]

I1. Effective markets provide useful information to
producers & purchasers.

B. Providers, payers & purchasers will collaborate to
implement a comprehensive & transparent reporting
system to monitor the value (efficiency, quality, safety &
consumer satisfaction) provided by health care providers
& payers. [INFORMATION — 1 QUALITY & EFFICIENCY]

II1. The responsibility & accountability for the financing
and delivery of health care is shared by all Oregonians.

C. All Oregonians will be required to have health
insurance coverage. Reforms will ensure that affordable
coverage options are available. [INDIVIDUAL MANDATE]

D. Employers not providing employee coverage will be
required to contribute, in some manner, to the costs of the
health care system. [PLAY OR PAY]

I. New
revenue
(tax) options
will be
required

IV. Oregon’s health care financing & delivery system
must be designed & operated for long-term sustainability.

E. Public financing will be broad-based, equitable &
sustainable. [FISCALLY FAIR & RESPONSIBLE]

F. The individual (non-group) insurance market will
require new rules to ensure a choice of coverage that is
efficient and sustainable. [A NEW MARKET = NEW RULES]

V. Financial barriers to affordable coverage are removed.

G. Public subsidies will be available to assist defined

populations to obtain affordable coverage. [ASSIST
THOSE IN NEED]

VI. Reforms will build on the foundational elements of the
current system.

BHS Draft, Dec 7

H. - Employer-sponsored coverage will continue to be
the primary source of coverage for most Oregonians.

- A FHIAP-like program will serve Oregonians within
defined income levels through premium subsidies.

- The Oregon Health Plan (Plus & Standard) will serve
Oregonians below defined income levels.




Revenue Options for the Oregon Health Fund Program

FOR DISCUSSION ONLY

Approximate Annual

Tax Rate Revenue Raised Stakeholders Affected

Health Services Transaction Tax*

All health services 7% $550 M . .

. Providers, insurers, health care

Hospital care only 21% $550 M utilizers. emplovers

Hospital and other professional care 11% $550 M » employ
Payroll Tax**

Total payroll 0.8% $550 M

Payroll with firms with <10 employees exempt 0.9% $550 M

Total payroll with full employer credit for offering insurance 2.8% $550 M

Total payroll with partial employer credit for offering insurance (50%) 1.3% $550 M Employers, employees

Total payroll with no employer credit for offering insurance, additional $300

surcharge per employee, and full credit for surcharge for employers offering 0.6% $550 M

insurance
Income Tax Surcharge**

Broad income tax surcharge 0.5% $30 M Taxpavers

Income tax surcharge, exempting those with <200% FPL 0.5% $29 M pay
Corporate Tax Surcharge**

Broad corporate tax surcharge 1.0% $4 M Corporations
Property Tax

State-wide property tax $1 per $1\,/2?l?eassessed $280 M Property owners
Cigarette Tax***

$0.845 per pack $151 M Smokers, distributors, retailers, tobacco
$3.08 per packt $550 M companies
Beer/Wine Tax****
$1 per barrel (beer); $5 M Beer/wine consumers, distributors,

$0.25 per gallon (wine)

retailers, restaurants/bars, producers

* This is a pass-through tax. Health care providers would be directly responsible for paying the tax, but can be expected to pass the burden along to carriers and other payors|

Assumes total spending on health services is approximately $7.8 billion, with hospital spending of $2.57 billion

** Additional exemptions could apply.

*** Some of the revenue raised from a cigarette tax would be devoted to tobacco use prevention.

**+* The current state beer tax rate in Oregon is $0.08 per gallon. Across the U.S., the median rate is $0.19. The current state tax rate is $0.67 per gallon for wine with less

"Thisis a very rough estimate and would likely be higher as more people would quit smoking as the tax rate increases.

Note: No federal matching is included is these estimates.




TAX ASSESSMENT CRITERIA

12/17/07

CRITERIA
. . To what extent broad-based and Impact on provision of
TAX Direct payers Indirect payers equitable ES|

Insurers, private pay

Employers and

Affects all users of health care goods/services and all

May raise cost of all

Payroll Tax

purchasers of goods,
services from affected
businesses

. users of medical employees who pay for care and insurance insurance, depending on size
Health Services . SO . ;
- services/goods participating in cost of of increase this could
Transaction Tax . . . .
ESI, insurers negatively impact provision of]
ESI
Employers Employees, Tax could be imposed on all employers or allow Depending on size of tax,

exemptions for employers under a certain size (# of
employees, revenue) or for other reasons. An FTE-
based tax would limit employer incentive to shift to
more part-time workers

some employers (particularly
those with lower skilled
workers) may limit or
eliminate ESI

Personal Income
Tax Surcharge

State income tax filers

Could be levied on everyone who files state income
tax return - to the extent it is a percentage of income,
it is fairly equitable. Could be made more so by
making surcharge percentage dependent on income
(in addition to or instead of exempting lower income
filers from surcharge entirely)

No impact on provision of ESI

Corporate Income
Tax Surcharge

Businesses subject to
Oregon corporate
income tax

Employees,
purchasers of goods,
services from affected
businesses

Spreads cost of insurance provision to all employers,
could allow exemption for employers offering ESI

Based on size of surcharge,
could reduce provision of ESI
impact could be reduced by
allowing exemption for
employers offering ESI

Cigarette Tax

Oregonians who
purchase tobacco

Tobacco companies,
distributors, retailers

Not broad-based. Affects smokers and businesses
affected by tobacco sales

Outside of businesses
involved in tobacco
production/sales, no impact.

Beer/Wine Tax

Oregonians who
purchase beer or wine

Producers, distributors,
retailers,

restaurants/bars

Not broad-based. Affects individuals who purchase
beer/wine and businesses affected by beer/wine sales

Low impact on alcohol-
srelated businesses, no impact

on others

Page 1



TAX ASSESSMENT CRITERIA

CRITERIA

TAX

Ease of calculation by
payers

Administrative impact on
state agency collecting

Ease of avoidance

Health Services
Transaction Tax

Could be made very simple if all
health services and goods are
taxed. More complicated if
number of exempted
services/goods is large

Could be small, if tax assessment and
collection mimics current DHS-
administered provider taxes

Depends on administration - if all
providers of medical goods and
services were required to file, could
be harder to avoid

Payroll Tax

FTE-based tax would be
relatively easy to calculate.

Requires agency to review
information and collect tax payments
from large number of employers
(given large number of small
employers in state)

Depends on how tax is administered

Personal Income
Tax Surcharge

Simple calculation could be
added to state personal income
tax form.

Calculation is simple, adds some
work (though likely not too much) to
Department of Revenue

Individuals who should be filing tax
returns but do not would avoid the
surcharge, those under-reporting
income similarly under-report
surcharge owed.

Corporate Income
Tax Surcharge

Unknown, could be added to
existing corporate income tax
forms

Unknown, would likely add some wor
to Department of Revenue

Unknown

Cigarette Tax

Purchasers will not calculate, will
be built into purchase price.

Unknown, likely limited

Fairly low, except for purchasers
living near state borders or Native
American retailers

Beer/Wine Tax

Purchasers will not calculate, will
be built into purchase price.

Unknown, likely limited

Fairly low, except for purchasers
living near state borders
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HEALTH SERVICES TRANSACTION TAXES

One of the options for funding the proposed Oregon Health Fund program is a health services
transaction tax. Many states use this type of tax to finance health care expenditures. There are
several reasons why a health services transaction tax is well-suited for funding state-level health
care reform.’

A health services transaction tax provides a steady, stable source of revenue even during
downturns in the state’s economy. While the revenue generated by other types of tax may
decline with dips in business and consumer spending, spending on health care services is
unrelated to the status of the economy overall. The need for health care services does not
fluctuate with the business cycle, making revenues from a health services transaction tax
relatively constant over time.

Unlike other forms of taxes that, when passed on to consumers, make the quantity of goods
demanded decline, a health services transaction tax is unlikely to affect demand for health care.
This inelasticity of demand also makes this type of tax more palatable to business, which may
object to other taxes on business activity. Revenues for non-health services industries are
unlikely to be affected by this tax.

Finally, a health services transaction tax offers a unique opportunity for the state to capture some
of the savings brought about by health system reform. Currently, most providers offer some
level of charity care or free care that is written off as bad debt. In addition, hospitals receive
support from the federal government in the form of disproportionate share payments. The costs
of proving uncompensated care are passed on to other payers in the market through higher fees.
With universal coverage, however, providers’ uncompensated care costs would mostly
disappear, but they would continue to receive payment based on rates that were calculated to
adjust for charity care and bad debt. A health services transaction tax would allow the state to
capture some of these savings.

Case Study: MinnesotaCare®

One state that has a long and relatively successful history with health care transaction taxes is
Minnesota. Minnesota implemented a broad health services transaction tax in 1993. It partially
funds the state’s Health Care Access Fund, which was established to manage a program that
provides low-cost health care to uninsured low-income Minnesotans (MinnesotaCare). The tax
is also promotes state agencies’ and University of Minnesota’s activities promoting health care
access.

! National Conference of State Legislatures, Current Health Care Provider and Industry Taxes and Fees, November
19, 2007. Accessed at http://www.ncsl.org/programs/health/healthtaxes.htm#ProviderTax, December 10, 2007.

2 E. Wicks, HEALTH REFORM: 4 Reasons Why a Provider Tax Could Work For States, January 25, 2007.
Accessed at http://healthaffairs.org/blog, November 19, 2007.

® Minnesota House of Representatives, MinnesotaCare Frequently Asked Questions. Accessed at
http://www.house.leg.state.mn.us/hrd/issinfo/ssmcpt.htm, November 19, 2007.




Minnesota imposes a tax on health care providers’ gross revenues derived from patient services.
The 2% tax applies to nearly all health care providers, including physicians, dentists, nurses,
psychologists, and other health care professionals, as well as to hospitals, surgical centers, and
wholesale drug distributors. The tax is administered by the Department of Revenue, and
providers pay it on a quarterly basis. In a November 2007 estimate, the Minnesota Department
of Finance projected that the 2% tax would yield $430 million in fiscal year 2008.

Oregon Provider Taxes

While Oregon does not currently have a broad health services transaction tax, it does utilize three
specific provider taxes: a long-term care facility tax, a hospital tax, and a Medicaid managed care
tax. Revenue from these taxes is used to increase services to Oregon Health Plan (OHP)
patients, improve reimbursement for Medicaid providers, and leverage federal matching funds.
The long-term care facility tax is based on patient days per facility, and the rate, which is
adjusted periodically, is set to ensure the tax raises an amount no greater than 6% of the annual
gross revenues of all long-term care facilities in Oregon. The most recent data available shows
that the achieved tax rate was 5.7% in fiscal year 2006.

The hospital tax has two purposes: it provides revenue for hospital services for individuals
enrolled in the OHP “Standard” program for parents and childless adults; and it supports
increased reimbursement rates for hospital services under OHP. The tax rate is based on a best
estimate of the rate needed to fund identified services and costs in OHP Standard, and may not
exceed 1.5% of each hospital’s net revenue. The rate is currently 0.82%.

The Medicaid managed care tax is an assessment on all fully-capitated health plans participating
in OHP. The tax rate is currently 5.8% but is being reduced to 5.5% on January 1, 2008. It
supports services for the OHP Standard population and an increase to the premiums paid to
Medicaid managed care plans. The federal government has determined that after 2008, for a tax
on managed care plans to continue, the state must expand the tax to all managed care
organizations.

The anticipated revenue from Oregon’s three provider taxes for fiscal year 2008 is roughly $140
million. If the state implements a health services transaction tax, it would apply to a broader
group of providers. A broad health services transaction tax would function as a pass-through tax.
Although it would be paid directly by providers, the true incidence of the tax would be on the
system’s payers, the users of health services.





