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SUMMARY:

House Bill 5105 would amend the Health Insurance Claims Assessment (HICA) Act to extend
the sunset on the assessment levied under the act from December 31, 2017 to September 30,
2025.

The bill would also eliminate language in the act providing for a credit to entities paying the
assessment if the combined revenue from the assessment and the General Fund portion of the
Use Tax levied on Medicaid managed care organizations (MCOs), less the General Fund
amount necessary to reimburse Medicaid MCOs for the cost of the Use Tax, exceeds a cap
specified in statute. The 2015 statutory cap on the combined collections is approximately
$445 million (The cap is equal to $400 million adjusted for medical inflation since 2011, but
cannot increase above $450 million.)

The bill would also repeal enacting section 2 of Public Act 142 of 2011, which repeals the
HICA act in its entirety effective January 1, 2018.

House Bill 5105 would take effect 90 days after enactment.
MCL 550.1733 and 550.1737
BACKGROUND INFORMATION:

The HICA is levied on health insurers, health maintenance organizations, and other categories
of insurance carriers, as well as on third party administrators, based on paid claims for health
and medical services. The assessment is currently levied at a rate of 0.75%, yielding an
estimated $248 million in annual revenue (prior to the credit provided for under the HICA
act).

Funds collected under the assessment are statutorily dedicated to financing expenditures of
Medicaid MCOs under the state’s Medicaid program. That is, the funds are used as a portion
of the state’s match for the Medicaid program. Currently, the state receives $1.91 in federal
funds for each $1.00 of state match under the program.!

! For additional background information on the Medicaid program and its financing, see this recent HFA report:
http://www.house.mi.gov/hfa/PDF/HealthandHumanServices/Michigan Medicaid Program Oct2015.pdf.
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The HICA is part of a series of successive Medicaid financing sources that the state has used
to reduce the amount of state GF/GP needed as state matching funds over the last 12 years:

Medicaid MCO Provider Tax

In 2003, the state created a provider tax levied on Medicaid MCOs. This was comparable to
the provider taxes the state levies on hospitals and long-term care service providers, except
that federal law allowed for the provider tax to apply only on Medicaid MCOs, rather than all
MCOs. (All hospitals and long-term care service providers must pay their provider taxes.)
Provider taxes are capped at 6.0% under federal law.

Medicaid MCO Use Tax

Federal law was subsequently changed to preclude levying a provider tax on only Medicaid
MCOs, effective 2009. In response, the state repealed its Medicaid MCO provider tax and
imposed its existing Use Tax on Medicaid MCOs beginning in 2009. The Use Tax is levied
at a rate of 6.0%; two-thirds of tax collections accrue to the General Fund and one-third accrue
to the School Aid Fund.

Health Insurance Claims Assessment

The federal government subsequently expressed concern that the Use Tax mechanism was in
effect a provider tax with an insufficiently broad base. In response, the state ended the Use
Tax on Medicaid MCOs and created the HICA in 2011.

The HICA was originally designed to generate roughly $400 million per year at a 1.0% rate.
Actual collections were lower than the original estimates, however, due to an underestimation
of out-of-state insurance claims and an underestimation of out-of-pocket health care
expenditures. Actual collections were roughly $270 million during both FY 2011-12 and FY
2012-13, leaving a shortfall of $130 million that was offset with one-time fund sources during
those fiscal years.

Reinstatement of Medicaid MCO Use Tax and HICA Rate Reduction

In 2014, in response to indications that the federal government would temporarily permit the
financing mechanism, the Legislature reinstated the Use Tax on Medicaid MCOs. In
conjunction with that reinstatement, the Legislature lowered the HICA rate to 0.75%, with the
provision that the rate would automatically revert back to 1.0% if the federal government
informs the state that it will not provide federal reimbursement on Medicaid MCO Use Tax
revenues.

The Use Tax on Medicaid MCOs currently generates an estimated $610 million per year. Of
this amount, $203 million accrues to the School Aid Fund and $407 million accrues to the
General Fund. The GF/GP costs of reimbursing MCOs for the cost of the tax are $158 million,
yielding a net General Fund benefit of $249 million.

Future Changes
Subsequent guidance from the federal government indicates the Use Tax on Medicaid MCOs

must be discontinued by the end of the state’s current legislation session (December 31, 2016).

Under current law, the HICA will sunset on December 31, 2017.
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FISCAL IMPACT:

Note: The estimates presented below assume the Use Tax on Medicaid MCOs will be
discontinued on December 31, 2016 and the HICA rate will revert to 1.0% on January 1,
2017.

House Bill 5105 would have two fiscal impacts on state government:

e FEliminating the HICA credit that applies when combined HICA and net Use Tax on
Medicaid MCO collections exceed the statutory cap would increase state revenues for
FY 2015-16 and FY 2016-17 by an estimated $38 million and $9 million,
respectively.” Those amounts correspond to the estimated credit amounts for those
years under current law; no HICA credits are anticipated once the Use Tax on
Medicaid MCOs is discontinued. The increased HICA revenue would reduce the need
for GF/GP funds in the Medicaid program by the same amount.

e Extending the sunset through FY 2014-25 would allow the state to continue to collect
roughly $330 million in HICA revenue per year (at a 1.0% rate and increasing over
time with health insurance claims levels) that would otherwise no longer be collected
beginning January 1, 2018. (For FY 2017-18, it would allow full-year collections
rather than collections only for the first quarter of the fiscal year.)

Absent extension of the sunset, beginning in FY 2017-18 either Medicaid expenditures will
need to be reduced by roughly $1.0 billion per year (including federal match funds), or an
alternate financing source for state Medicaid match costs will need to be created or redirected
from another purpose.

Independent of this legislation, the anticipated discontinuation of the Use Tax on Medicaid
MCOs will also require reductions or financing changes to the Medicaid program, beginning
in FY 2016-17. The net GF/GP shortfall of the discontinuation (accounting for the HICA rate
reverting 1.0%) is roughly $130 million for a full year, with an additional loss of $203 million
to the School Aid Fund.

Fiscal Analysts: Kyle I. Jen
Kevin Koorstra

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

2 This analysis assumes that House Bill 5105 would be effective April 1, 2016 and that, therefore, the credit to be paid
out on July 30, 2016 based on 2015 collections under current law would not occur.

House Fiscal Agency HB 5105 Page 3 of 3




<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Off
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /DetectCurves 0.0000
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedOpenType false
  /ParseICCProfilesInComments true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams true
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveDICMYKValues true
  /PreserveEPSInfo true
  /PreserveFlatness true
  /PreserveHalftoneInfo true
  /PreserveOPIComments true
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
    /AbadiMT-CondensedLight
    /AntiqueOlive
    /AntiqueOlive-Bold
    /Arial-Black
    /Arial-BlackItalic
    /Arial-BoldItalicMT
    /Arial-BoldMT
    /Arial-ItalicMT
    /ArialMT
    /ArialNarrow
    /ArialNarrow-Bold
    /ArialNarrow-BoldItalic
    /ArialNarrow-Italic
    /ArialUnicodeMS
    /AvantGardeITCbyBT-Book
    /AvantGardeITCbyBT-BookOblique
    /AvantGardeITCbyBT-Demi
    /AvantGardeITCbyBT-DemiOblique
    /Baskerville
    /Baskerville-Bold
    /Baskerville-BoldItalic
    /Baskerville-Italic
    /Batang
    /BenguiatITCbyBT-Bold
    /BinnerGothic
    /BookAntiqua
    /BookAntiqua-Bold
    /BookAntiqua-BoldItalic
    /BookAntiqua-Italic
    /BookmanOldStyle
    /BookmanOldStyle-Bold
    /BookmanOldStyle-BoldItalic
    /BookmanOldStyle-Italic
    /Botanical
    /BrushScript
    /Calibri
    /Calibri-Bold
    /Calibri-BoldItalic
    /Calibri-Italic
    /CalistoMT
    /Cambria
    /Cambria-Bold
    /Cambria-BoldItalic
    /Cambria-Italic
    /CambriaMath
    /Candara
    /Candara-Bold
    /Candara-BoldItalic
    /Candara-Italic
    /CaslonOpenfaceBT-Regular
    /Centaur
    /Centaur-Italic
    /Century
    /CenturyGothic
    /CenturyGothic-Bold
    /CenturyGothic-BoldItalic
    /CenturyGothic-Italic
    /CenturySchoolbook
    /CenturySchoolbook-Bold
    /CenturySchoolbook-BoldItalic
    /CenturySchoolbook-Italic
    /CharlesworthBold
    /ComicSansMS
    /ComicSansMS-Bold
    /Consolas
    /Consolas-Bold
    /Consolas-BoldItalic
    /Consolas-Italic
    /Constantia
    /Constantia-Bold
    /Constantia-BoldItalic
    /Constantia-Italic
    /CopperplateGothic-Bold
    /CopperplateGothic-Light
    /Corbel
    /Corbel-Bold
    /Corbel-BoldItalic
    /Corbel-Italic
    /CourierNewPS-BoldItalicMT
    /CourierNewPS-BoldMT
    /CourierNewPS-ItalicMT
    /CourierNewPSMT
    /DauphinPlain
    /EstrangeloEdessa
    /FranklinGothic-Medium
    /FranklinGothic-MediumItalic
    /Garamond
    /Garamond-Bold
    /Garamond-BoldItalic
    /Garamond-Italic
    /Gautami
    /Georgia
    /Georgia-Bold
    /Georgia-BoldItalic
    /Georgia-Italic
    /GillSans
    /GillSans-Bold
    /GillSans-BoldItalic
    /GillSans-Condensed
    /GillSans-CondensedBold
    /GillSans-Italic
    /GillSans-UltraBold
    /Haettenschweiler
    /Impact
    /KabelITCbyBT-Book
    /KabelITCbyBT-Ultra
    /Kartika
    /Latha
    /LetterGothic
    /LetterGothic-Bold
    /LetterGothic-BoldOblique
    /LetterGothicMT
    /LetterGothicMT-Bold
    /LetterGothicMT-BoldOblique
    /LetterGothicMT-Oblique
    /Lithograph-Bold
    /LithographLight
    /LotusWPBox-Roman
    /LotusWPIcon-Roman
    /LotusWPIntA-Roman
    /LotusWPIntB-Roman
    /LotusWPType-Roman
    /LucidaConsole
    /LucidaHandwriting-Italic
    /LucidaSans
    /LucidaSans-Demi
    /LucidaSans-DemiItalic
    /LucidaSans-Italic
    /LucidaSansUnicode
    /Lydian
    /Mangal-Regular
    /Map-Symbols
    /MathA
    /MathB
    /MathC
    /MatisseITC-Regular
    /MicrosoftSansSerif
    /MonotypeCorsiva
    /MonotypeSorts
    /MS-Mincho
    /MT-Extra
    /MVBoli
    /NewsGothic
    /NewsGothic-Bold
    /NewsGothic-Condensed
    /NewsGothic-Italic
    /NewsGothicMT
    /NewsGothicMT-Bold
    /NewsGothicMT-Italic
    /Nimrod
    /Nimrod-Bold
    /Nimrod-BoldItalic
    /Nimrod-Italic
    /OCRAExtended
    /Onyx
    /PalatinoLinotype-Bold
    /PalatinoLinotype-BoldItalic
    /PalatinoLinotype-Italic
    /PalatinoLinotype-Roman
    /Perpetua
    /Perpetua-Bold
    /Perpetua-BoldItalic
    /Perpetua-Italic
    /PhotinaCasualBlack
    /Raavi
    /Rockwell-Bold
    /Rockwell-BoldItalic
    /Rockwell-CondensedBold
    /Rockwell-Light
    /Rockwell-LightItalic
    /Shruti
    /SimSun
    /SouvenirITCbyBT-DemiItalic
    /SouvenirITCbyBT-Light
    /SouvenirITCbyBT-LightItalic
    /Swiss721BT-BlackExtended
    /Sylfaen
    /SymbolMT
    /Tahoma
    /Tahoma-Bold
    /TempusSansITC
    /TimesNewRomanMT-ExtraBold
    /TimesNewRomanPS-BoldItalicMT
    /TimesNewRomanPS-BoldMT
    /TimesNewRomanPS-ItalicMT
    /TimesNewRomanPSMT
    /Trebuchet-BoldItalic
    /TrebuchetMS
    /TrebuchetMS-Bold
    /TrebuchetMS-Italic
    /Tunga-Regular
    /Univers
    /Univers-Bold
    /Univers-BoldItalic
    /Univers-Italic
    /USPSBarCode
    /Verdana
    /Verdana-Bold
    /Verdana-BoldItalic
    /Verdana-Italic
    /Vrinda
    /Webdings
    /Westminster
    /Wingdings2
    /Wingdings3
    /Wingdings-Regular
    /WP-ArabicScriptSihafa
    /WP-ArabicSihafa
    /WP-BoxDrawing
    /WP-CyrillicA
    /WP-CyrillicB
    /WP-GreekCentury
    /WP-GreekCourier
    /WP-GreekHelve
    /WP-HebrewDavid
    /WP-IconicSymbolsA
    /WP-IconicSymbolsB
    /WP-Japanese
    /WP-MathA
    /WP-MathB
    /WP-MathExtendedA
    /WP-MathExtendedB
    /WP-MultinationalAHelve
    /WP-MultinationalARoman
    /WP-MultinationalBCourier
    /WP-MultinationalBHelve
    /WP-MultinationalBRoman
    /WP-MultinationalCourier
    /WP-Phonetic
    /WPTypographicSymbols
    /ZWAdobeF
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /CropColorImages true
  /ColorImageMinResolution 300
  /ColorImageMinResolutionPolicy /OK
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageMinDownsampleDepth 1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /CropGrayImages true
  /GrayImageMinResolution 300
  /GrayImageMinResolutionPolicy /OK
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageMinDownsampleDepth 2
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /CropMonoImages true
  /MonoImageMinResolution 1200
  /MonoImageMinResolutionPolicy /OK
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 300
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /CheckCompliance [
    /None
  ]
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile (None)
  /PDFXOutputConditionIdentifier ()
  /PDFXOutputCondition ()
  /PDFXRegistryName ()
  /PDFXTrapped /False

  /CreateJDFFile false
  /Description <<

    /BGR <>
    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000500044004600206587686353ef901a8fc7684c976262535370673a548c002000700072006f006f00660065007200208fdb884c9ad88d2891cf62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>
    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef653ef5728684c9762537088686a5f548c002000700072006f006f00660065007200204e0a73725f979ad854c18cea7684521753706548679c300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200035002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>
    /CZE <>
    /DAN <>
    /DEU <>
    /ESP <>
    /ETI <>
    /FRA <>
    /GRE <>

    /HRV <>
    /HUN <>
    /ITA <>
    /JPN <>
    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020b370c2a4d06cd0d10020d504b9b0d1300020bc0f0020ad50c815ae30c5d0c11c0020ace0d488c9c8b85c0020c778c1c4d560002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200035002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>
    /LTH <>
    /LVI <>
    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken voor kwaliteitsafdrukken op desktopprinters en proofers. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 5.0 en hoger.)
    /NOR <>
    /POL <>
    /PTB <>
    /RUM <>
    /RUS <>
    /SKY <>
    /SLV <>
    /SUO <>
    /SVE <>
    /TUR <>
    /UKR <>
    /ENU (Use these settings to create Adobe PDF documents for quality printing on desktop printers and proofers.  Created PDF documents can be opened with Acrobat and Adobe Reader 5.0 and later.)
  >>
  /Namespace [
    (Adobe)
    (Common)
    (1.0)
  ]
  /OtherNamespaces [
    <<
      /AsReaderSpreads false
      /CropImagesToFrames true
      /ErrorControl /WarnAndContinue
      /FlattenerIgnoreSpreadOverrides false
      /IncludeGuidesGrids false
      /IncludeNonPrinting false
      /IncludeSlug false
      /Namespace [
        (Adobe)
        (InDesign)
        (4.0)
      ]
      /OmitPlacedBitmaps false
      /OmitPlacedEPS false
      /OmitPlacedPDF false
      /SimulateOverprint /Legacy
    >>
    <<
      /AddBleedMarks false
      /AddColorBars false
      /AddCropMarks false
      /AddPageInfo false
      /AddRegMarks false
      /ConvertColors /NoConversion
      /DestinationProfileName ()
      /DestinationProfileSelector /NA
      /Downsample16BitImages true
      /FlattenerPreset <<
        /PresetSelector /MediumResolution
      >>
      /FormElements false
      /GenerateStructure true
      /IncludeBookmarks false
      /IncludeHyperlinks false
      /IncludeInteractive false
      /IncludeLayers false
      /IncludeProfiles true
      /MultimediaHandling /UseObjectSettings
      /Namespace [
        (Adobe)
        (CreativeSuite)
        (2.0)
      ]
      /PDFXOutputIntentProfileSelector /NA
      /PreserveEditing true
      /UntaggedCMYKHandling /LeaveUntagged
      /UntaggedRGBHandling /LeaveUntagged
      /UseDocumentBleed false
    >>
  ]
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


