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Health Services Transaction Tax
Proposal For Discussion






DRAFT - For Discussion Only

Health Services Transaction Tax:
Value Proposition

e Broad-based, stable source of financing.

e Will grow at the same rate as health care
spending.
e Can be used as a mechanism to help capture

some of the cost-shift resulting from coverage
of the uninsured.

e Revenue could be used to increase access to
care by expanding coverage and increasing
provider payments.





DRAFT - For Discussion Only

Overall Recommendations on Health
Services Transaction Tax Design

e (Gross receipts tax paid by all acute care
providers, including hospitals and surgical
centers and wholesale drug distributors

- A set tax rate on all gross receipts for services
provided to commercially insured patients

- No requirement to put fee on bill and not required as a
pass through to payers

[Note: For report, design consideration tables included at appendices]





DRAFT - For Discussion Only

Health Services Transaction Tax
Exemptions

e Exempt:
- Receipts from public programs (state and federal)

- County programs designed to provide care for
Indigent

- Mental health and long-term care facilities and
community based services

- Retall pharmacies

e Exemptions are similar to MinnesotaCare
assessment
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Payroll Tax Proposal for Discussion
S
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Payroll Tax: Value Proposition
...

e Revenue can be used to extend coverage to those who
are not covered by their employers.

e A payroll tax with a credit offers the opportunity to
acknowledge those employers who are already
contributing to the system.

e Employers are already paying for the cost shift, but by
making it explicit, the system is more transparent, and
the state can use the revenue from the payroll tax for
federal match.





DRAFT - For Discussion Only

Overall Recommendation on
Payroll Tax Design

e Payroll tax should be a broad based
assessment paid by all employers as a cost of
doing business (no exemptions)

e Levied as a flat % of total payroll
- More progressive than lump sum tax

- Note: Current modeling is using Social Security
payroll as the base

[Note: For report, design consideration tables included at appendices]
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Rationale for No Exemptions
.00

e The Committee recommends no exemptions

- Small employers with 10 or fewer employees

e Rationale against exemption: Small employers represent many of
the employers not offering insurance now; small employers pay all
other taxes as cost of doing business

— Start-ups during the first year of business

e Rationale against exemption: Same arguments as those against
exempting small employers

- Self-employed (do not pay payroll tax)

e Rationale for not imposing additional self-employment tax:
Recognizes that they will be subject to individual mandate; without a
payroll to tax, it would require additional self-employment tax
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Credit for Employers Who Are
Offering Coverage

e Scenario A: One-Tier Eligibility Test for
Payroll Tax Credit

e Scenario B: Two-Tier Eligibility Test for
Payroll Tax Credit





DRAFT - For Discussion Only

Scenario A: One-Tier Eligibility Test for
Payroll Tax Credit

e Payroll tax = 5% of payroll (being modeled)

e Partial but significant credit to provide
Incentive for employers to provide health
services to their employees

— $1 for $1 credit on spending for health
services up to 4.75% of payroll
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How Scenario A Could Work

Employer Chooses

T~

Pay full 5% payroll
tax.

All employees go to
the Exchange for
coverage

Rationale: these
employers are
paying 5% tax to
help finance subsidy
structure

Claim spending on health services
against 4.75% of payroll tax.

Workers eligible for employer coverage are NOT eligible for the Exchange.
(Rationale: these employers are not paying enough to help finance the
subsidy structure.)

Workers NOT eligible for employer coverage ARE eligible for Exchange

Step 1: Pay 0.25% payroll tax

Step 2: Does aggregate employer health
spending exceed 4.75% of payroll?

I

YES. No tax due NO. Pay difference between
(beyond basic 0.25%) spending and 4.75% of payroll
(in addition to 0.25% basic tax).
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Scenario 2: Two-Tier Eligibility Test for
Payroll Tax Credit

Employer has two choices:

1)

2)

Pay tax = 5% of payroll with no credit (“non-
offering” employers); OR

Claim $1 for $1 credit against 5% payroll tax for
aggregate spending on health services (up to full
5%) PLUS $0.75-per-hour-worked test for each
employee.
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Alternate Tax Packages
S






DRAFT - For Discussion Only

Alternate Tax Packages (1)

o]
Tax Package 1: 100% Payroll Tax

Value Proposition:

e Broad-based tax, includes some or all employers
e Simple

e Helps reduce and quantify the cost shift

- Makes the cost shift an explicit expenditure that is eligible for
federal matching funds
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Alternate Tax Packages (2)
S

Tax Package 2: 80% Payroll Tax / 20% Health
Services Transaction Tax (HSTT)

Value Proposition:

e Broad-based

e Simple

e Helps reduce and guantify the cost shift
e More stable than just a payroll tax

- A health services transaction tax would grow at the same rate as
medical costs, rather than general inflation

e Clear relationship between HSTT and the health care system
e Provides a “story”

— Funds for coverage for employees of non-offering firms (payroll tax)
and increased provider payments/public program expansion (HSTT)
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Alternate Tax Packages (3)

Tax Package 3. 60% Payroll Tax / 20% Health Services

Transaction Tax (HSTT) / 20% several targeted taxes

e Possible targeted taxes could include:

— Cigarette tax, beverage/bottle tax, income tax surcharge

Value Proposition:

Shares same value propositions as Package 2
More diverse revenue stream — could be more or less stable

Mixed revenue allows for meeting more targeted policy goals such
as discouraging smoking or drinking bottled beverages

Provides a “story”

— Funds for coverage for employees of non-offering firms (payroll tax)
and increased provider payments/public program expansion (HSTT)
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Alternate Tax Packages (4)
. /000000007

Tax Package 4. 40% Payroll Tax / 40% Health Services
Transaction Tax (HSTT) / 20% several targeted taxes

e Possible targeted taxes could include:
— Cigarette tax, beverage/bottle tax, income tax surcharge

Value Proposition:

e Shares same value propositions as Packages 2 and 3

e Eases the burden on employers

e Most stable package with greatest proportion coming from HSTT
e Provides a “story”

- Funds for coverage for employees of non-offering firms (payroll tax)
and increased provider payments/public program expansion (HSTT)
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Design Considerations — Health Services Transaction Tax

For Discussion Only - Updated: 04/15/2008

A health services transaction tax is a broad-based, stable source of financing. It would grow at the same rate as health care spending
and could be used as a mechanism to help capture some of the cost-shift resulting from coverage of the uninsured. The revenue from

P%vpe(;:!d the payroll tax could be used to extend coverage to those who are not covered by their employer, and revenue from the health services
transaction tax could be used to increase access to care for those in public programs through coverage expansions and increased
val ue provider reimbursement. Under this scenario, providers would pay the tax directly, but they would receive higher payments for their
Proposition  |vedicaid patients and would have fewer uninsured patients overall. Exempting Medicare and Medicaid revenues from the tax base
ensures that providers are not paying more tax based on their decision to see more of these patients.
Design Options Policy Considerations Straw Proposal
Elements Pros Cons
Tax would be paid by Financing source stays in line with health care |Adds to cost of health care; If All acute care
providers, and the additional [spending; can “recapture” reduced cost-shift  |their benefit plans require providers, including
amount would be at least  [due to coverage of uninsured; coinsurance or deductibles, cost |hospitals and surgical
partially passed on to: fair share payments towards state matching of tax may be passed on to those |centers; wholesale
e Patients through funds for OHP payment rate increases; with high health care needs and |drug distributors
General Tax coinsurance/deductibles |Distributes cost across entire population of services more.
Payers e Health insurers insured population (particularly if no health
e Employers and rating + individual mandate)
employees that — to the
extent they contribute to
health premiums
1) All health care providers|1) Uniform; minimizes federal concerns, may (1) More difficult to Gross receipts for all
and services be seen as more equitable; administer/enforce due to health care services
high # of providers, may be |provided to
2) All services by specific |2) Provides ability to target particular provider difficult for provider to pass  |commercially insured
providers (e.g., all groups; reduce administrative cost to on patients
Tax Base hospital services) implement tax
2) Less broad based and
3) All providers of specific [3) Permits taxation to be coupled with policy equitable
services (i.e., MRIs in goals (i.e., taxing low-evidenced based or
any setting) over prescribed services) 3) More difficult to administer
1) Exempt publicly insured |1) Minnesota has exempted these payers; 1) Reduces tax base. Exempt receipts from
Exemptions/ (Medicaid, Medicare, can not explicitly pass cost on to Medicare public programs (state
. FEHBP, etc.) and other federal payers due to formula 2) Not as broad-based. and federal)
Credits and negotiated rates; Provides incentive to
2) Exempting professional provide care to Medicaid and Medicare 3) Reduces tax base Exempt county






Design Considerations — Health Services Transaction Tax
For Discussion Only - Updated: 04/15/2008

Design

Policy Considerations

Elements Options Pros Cons Straw Proposal
services patients. programs designed to
4) Potential significant federal [provide care for
3) Exemptlongterm care [2) May make it easier for practitioners who Medicaid concerns (likely no- |indigent
and mental health may not be able to pass on to payers. go); creates another
providers administrative process. Exempt mental health
3) Focuses financing on acute care sector. and long-term care
4) Make credits available facilities, community
to assist certain 4) Could provide mechanism to recognize based services; and
providers who may have that some providers may have to absorb retail pharmacies
to absorb costs of tax? cost of tax due to the remaining uninsured
or for services not covered by a health Include professional
plan; Could offer incentive for providers to services
care for uninsured and Medicaid patients.
No credit available
1) Same % of receipts tax |1) Minimizes federal concerns; Easier to 1) May not take into account Same % of receipts tax
across all providers and explain and administer different provider groups across all providers
services ability to pay and services
2) Potentially allows you to couple policy and
2) Differential % of cost tax taxation (e.g., higher % on over prescribed |2) More difficult to administer;
Tax rate across certain provider services) need to be more careful re:
groups or types of compliance with federal rules
services 3) Easy for providers to calculate; doesn’t
penalize payers of high cost services 3) More difficult to ensure
3) Setamount per service compliance with federal rules
or transaction
Provider files new type of  |1) Clarifies that providers (particularly those |1) Uninsured/Payers pay full tax [No requirement to put
tax return with state (much |without bargaining power) can pass tax onto fee on bill and not
like current provider taxes) |payers; more transparent? 2) Less transparent required as a pass

Administration

1) Requirement that tax
passed onto
insurers/payers.

2) No requirement to pass

through to

insurers/payers

2) Lets the market act as it will

through to payers







Design Considerations - Payroll Tax
For Discussion Only - Updated: 04/15/2008

Overall Value

Instituting a payroll tax with a credit offers the opportunity to acknowledge those employers who are already contributing to the system and to
start to quantify and reduce the cost shift. Employers are already paying for the cost shift, but by making it explicit, the system is more
transparent, and the state can use the revenue from the payroll tax for federal match. The revenue from the payroll tax could be used to

Proposition |extend coverage to those who are not covered by their employer, and revenue from the health services transaction tax could be used to
increase access to care for those in public programs through coverage expansions and increased provider reimbursement. Those employers
currently providing coverage would be recognized for their contribution.

Design Options Policy Considerations Straw
Elements Pro Con Proposal
1) Employers 1) Recognizes that employees will likely |1) Theory that employers will reduce wages |Employers
need to pay a portion of insurance costs |to offset tax burden anyway, so better to
2) Employers and |anyway under individual mandate. make more explicit; May lead employers to
employees Employers would often spread burden increase use of independent contractors
General Tax across family types, etc. N _
= 2) Individuals are required to purchase
ayers 2) Appears to split tax burden explicitly  |insurance so may pay twice in a sense;
between employees and employers potentially undermines employer-based
(actual burden is determined by relative |system
elasticities of demand for and supply of
labor)
1) Small employers |1) Small employers may have lower profit |1) Less broad based with exemptions; No exemptions
(0-10 employees |margins and less able to absorb costs; Small employers represent many of the
or < $200,000 may stymie entrepreneurial spirit employers not offering insurance now; [Propose treating small
payroll?) Big impact on revenue collection; All businesses and start-ups as
2) Same arguments as small employer employers pay workers comp, etc., why [any other employer, allowing
2) Self employed? |exemption + they are already purchasing exempt from this?; Gives small them access to the same
insurance for themselves + they don't employers a competitive advantage credits and deductions as well.
3) Start ups? have payroll over slightly larger employers Do not impose additional tax on
Exemptions self-employed.

3) Same arguments as small employer
exemption+ No exceptions could
discourage people from initiating new
enterprises to begin with

Many of the arguments for small
employers- plus fairness of helping pay
for subsidies to modest income self-
employed (why should employers
and/or their workers do so);

2)

3) Many of the arguments for small

employers

Fall-back position: exempt
small employers with small
payrolls and start-ups for their
first year.






Design Considerations - Payroll Tax
For Discussion Only - Updated: 04/15/2008

Design Onti Policy Considerations Straw
ptions
Elements Pro Con Proposal
1) Only on Social 1) Focuses burden of tax more on 1) Less redistributive; increases tax paid |Entire payroll, no cap
Security payroll employers who may not be providing by smaller employers
insurance (i.e., larger employers are More progressive than lump
2) Entire payroll more likely to be already offering 2) More tax income from employers who [sum tax or a cap on Social
insurance); follows argument of are already providing insurance; Could [Security
3) Some pointin capping SS income tax that benefits not yield additional revenue if
between? (E.g. paid correlate to benefits received “irresistible incentive” to increase
small percentage spending on employer plan for own
across total 2) To extent high wage employers pay workers (inflationary and potential
wages in all firms, fee rather than increase own-plan ERISA problem); amount of tax could
higher % on SS spending, more redistributive/ be very high from uniformly high-wage
earnings with progressive firms
Tax Base credit for health
spending 3) May be good combination of “fair 3) Those employers who do cover virtually
share” and progressive burden— all of their workers would still have to
virtually all employers have at least pay more
some workers ineligible for employer
plan and would qualify for state
subsidy; very small across-all-
employer fee should be more than
offset by reduced cost-shift. It may
be possible to set the tax base such
that the tax rate is below some
desired level and the amount raised
(roughly) equals the amount needed
1) Flat % of payroll  |1) Easy to calculate and administer; 1) May be overly burdensome on some  |A flat % of payroll
progressive very small fragile employers with
2) Graduate % by volatile income streams
size of employer 2) More sensitive to relative vulnerability/
volatility of micro employer income 2) More administratively difficult; requires
Tax rate 3) Lump sum based determining tiers or cut off points

on spending per
employee

3) Easy to calculate and administer

without much gain in policy objectives

3) Ties tax to benefits received per
employee, regardless of income level;
more regressive than % of payroll,
burden on small, low-wage employers.






Design Considerations - Payroll Tax
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Design Onti Policy Considerations Straw
ptions
Elements Pro Con Proposal
1) Full credit 1) Clearer argument; stronger incentive |1) Either reduces available revenue or Credit available for offering

Credit Amount

2) credit but small

base/residual fee for

all employers

3) No credit

to provide insurance

2) Raise more revenue and/or allows
reduced rate paid by pay employers.
Some “fair share” contribution from all
employers for their modest income
workers ineligible for employer plan/
on publicly subsidized coverage

3) Eliminates any ERISA concerns;
Clear; strong revenue raiser

requires higher payments by non-
offering employers to reach revenue
goals

2) Requires employers who are already
providing insurance to pay additional
amount

3) Same as #2, except much larger
payments required of these employers

employers

o Dollar-for-dollar credit for
spending on health services
up to 95% of the tax rate

Credit
Eligibility

1) Must pay certain

% of payroll on
health services

(being modeled)

2) Must spend
certain amount
on health
services per
employee

3) Two-tier test

combining #1 &

#2 (being
modeled)

1) Easy to calculate; progressive

2) Provides incentive to provide
coverage for part-time employees

3) Way to combine ability to do a partial
credit with some level of simplicity
while providing incentive for coverage
of (or “fair share” payment for) part-
time employees.

1) Doesn’'t necessarily provide incentive
for employers to provide coverage (or
“fair share” payroll tax) for part-time
employees

2) More difficult to calculate and explain
than #1

3) More difficult to calculate and explain
than #1

Two-tier test

Credit available for employers
spending on health services for
employees x% of payroll on
health services for employees
AND demonstrating they spend
a certain amount per employee

Further discussion required.

Administration

Tax forms

Relatively simple

Complexity depends on the policy choices
outlined above

Tax forms






