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New York Lawmakers Eye Managed Care
Tax to Raise $4 Billion

By Danielle Muoio Dunn
Documents

Letter

e Federal government may limit tax structure in future

e Business groups urge Hochul to reject the measure

The New York Legislature is considering a tax on managed care organizations to generate $4 billion in new
revenue, but regulatory challenges could jeopardize the funding stream in the future.

The Democratic supermajorities in the state Senate and Assembly both called for the tax in their one-
house budget resolutions to avoid cuts to the state Medicaid program. Gov. Kathy Hochul's (D) $233 billion
budget proposal would limit funding for Medicaid to help close multibillion-dollar budget gaps projected
in the years ahead, a plan that's drawn backlash from health care unions and advocates.

New York wants to follow California’s example of structuring the tax in a way that boosts the amount of
federal funding flowing into Medicaid. The Centers for Medicare and Medicaid Services has approved
California’s tax structure, but warned it may introduce regulations that could eventually limit the state’s
ability to rely on it. At least 18 states impose some kind of provider tax on managed care organizations,
according to the Fiscal Policy Institute, a left-leaning economic policy nonprofit.

Despite uncertainty over the future reliability of the new revenue stream, the plan has earned support
from New York lawmakers who say the state could count on the funding for at least three years—
reflecting the federal approval period California received. But business groups are pushing back, arguing
the tax would result in higher premiums for private insurance.

“We are wanting to take in the billions of dollars that we can now,” Senate Majority Leader Andrea
Stewart-Cousins (D) told reporters at the Capitol Wednesday. “But we also know that we need to have a
long-term plan, which the governor is working on, as well as all of us.” She also said an April 1 deadline to
strike a budget deal will probably be extended next week.
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‘Breathing Room’

In New York, every dollar spent on Medicaid is matched directly by the federal government, according to
the Fiscal Policy Institute. The match amount is different in different states. Taxes on managed care
organizations are “essentially a way of raising money by increasing the amount of state spending that
receives federal matching funds,” Michael Kinnucan, the institute’s health policy adviser, said in an
interview.

The Assembly said the proposed tax would generate $4 billion in receipts from managed care plans, which
would be used by the state to repay each plan’s tax obligation. The state wouldn't lose money—it would
spend what it raised through the tax—but in doing so would trigger the release of $4 billion in federal
funds to go toward state Medicaid programs.

Kinnucan said the tax would give the state “breathing room” to “figure out a longer-term solution” to
support Medicaid “without cutting off access to hospitals and to home-care for New York residents.”

But the proposal is facing opposition from a coalition of two dozen business groups, which in a letter this
week called for Hochul to reject the tax, saying it would result in higher premiums for commercial
insurance. The letter’s signatories include the New York State Conference of Blue Cross and Blue Shield
Plans, The Business Council of New York State, and Partnership for New York City.

To comply with federal regulations, taxes on managed care organizations must be broad-based and
uniform. That means any tax on Medicaid managed care organizations must also apply to private health
insurance companies, which won't see the influx of federal dollars.

“Therein lies the concern with those trying to sell this as completely cost-neutral,” Lev Ginsburg, executive
director of the New York State Conference of Blue Cross and Blue Shield Plans, said in an interview. “The
pitfalls are many and the people who get hurt are average New Yorkers who pay for health insurance.”

‘Rolling The Dice’

New York wants to borrow from California in structuring the tax in a way that limits the impact on
commercial insurance. The state Senate’s budget resolution directs the Department of Health to request a
federal waiver so the state can impose “higher rates” on “Medicaid Managed Care plans compared to non-
Medicaid plans.”

California levies a per-person charge both on individuals covered by Medicaid and on those with non-
Medicaid insurance, but sets a higher tax for Medicaid enrollees, $182.50, than for private insurance
enrollees, $1.75. While this would appear to conflict with federal regulations that the tax must be broad-
based and uniform, states can apply for a waiver if the tax is redistributive—or shifts money from the
private insurance market to support Medicaid.
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The Centers for Medicare and Medicaid Services granted California a waiver, stating in its January
approval letter that the tax “meets the applicable statistical test.” But the agency warned that the tax
“does not appear consistent with the definition of ‘generally redistributive™ and that it “intends to develop
and propose new regulatory requirements” that “may require the state of California to come into
compliance by modifying its tax structure.”

Ginsburg said the state is “rolling the dice,” as federal regulators are considering changes that could force
New York to look for new revenue streams.

“What you could end up with would be the majority of this tax ending up on the shoulders of commercial
insurance, therefore on the shoulders of people who pay the premium,” he said.

But proponents of the new tax say any regulatory changes are likely years away, giving lawmakers time to
fill short-term budget gaps.

“While it's never ideal to create long-term funding uncertainty, this plan is far better than the proposed
destructive home care cuts and hospital closures,” Kinnucan said.

— With assistance from Zach Williams.
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