
FACT SHEET ON MEDICAID HEALTH CARE-RELATED TAXES 
October 9, 1997 

Medicaid, enacted in 1965, is a Federally-guaranteed health insurance program for certain low
income individuals, primarily pregnant women, children, the elderly and the disabled. It is a 
state/Federal partnership where the Federal government sets broad eligibility standards and pays 
states a portion oftheir Medicaid costs. States must commit funds in order to receive Federal 
financial participation (FFP). The source of certain State funds has been contentious, as 
described below. 

BACKGROUND 
During the late 1980s, many States established new taxes that had the effect of increasing their 
Federal Medicaid funds without using additional State resources. Typically, States would raise 
funds from health care providers (through provider taxes or "donations"), then pay back those 
providers through increased Medicaid payments. Since the Federal government pays at least half 
ofMedicaid payments, the provider taxes or donations would be repaid in large part by Federal 
matching payments. Using this mechanism, the State realized a net gain because it had to repay 
only part of the provider tax or donation it originally received. 

The widespread use of these financing mechanisms contributed to the extraordinary increases in 
Federal Medicaid expenditures in the late 1980s and early 1990s. One report found that provider 
tax revenue rose from $400 million in 6 states in 1990 to $8.7 billion in 39 States in 1992. There 
was a similar increase in Federal Medicaid spending, which more than doubled between 1988 
and 1992, with an average annual rate of over 20 percent. The number of people served by 
Medicaid did not rise by nearly so much. 

In response to this unprecedented drain on the Federal Treasury, Congress passed "The Medicaid 
Voluntary Contribution and Provider Specific TaX Amendments of 1991" (Public Law 102-234). 
The first stand-alone piece of Medicaid legislation in the program's history, this law permits 
States to use revenue from health care-related taxes to claim Federal Medicaid matching 
payments only to the extent that these taxes are broad based (i.e., applied to all providers in a 
definable group); uniform (i.e., same for all providers within the group); and are not part of a 
"hold harmless" arrangement (Le., the taxes are not devised to repay dollar-for-dollar the 
provider who was initially assessed). The law also precluded States from using provider 
donations, except in very limited circumstances. In addition, the law introduced limits on how 
much States could pay hospitals through the disproportionate share hospital (DSH) program 
the primary way that States repaid their provider taxes or donations. 

The final regulation for this law was published in 1993 after extensive consultation with the 
States and the National Governors' Association. The regulation defined which taxes are 
permissible, HCFA's methodology for determining permissibility of taxes, and a process for 
requesting waiver approval for tax programs that are either not broad based and/or uniform. 
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S.ince the regulation, HCF A has communicated with States - through letters, a national 
conference, and State contacts at the regional level about the provider tax policies. However, 
given the complexity of health care financing, some issues intended to be resolved by the 1991 
law, the 1993 regulations, and subsequent HCF A interpretations are still questioned by some 
States. This has led to a review by HCF A of its interpretations of these policies. 

POLICY CLARIFICATIONS 
Today, the results of HCFA's review of its interpretation of the provider tax law and regulations 
are being described in a State Medicaid Directors' letter and a Federal Register notice. HCF A 
has determined that several changes in its implementation of the Medicaid provider tax 
provisions are appropriate, as described in today's letter to State Medicaid Directors (dated 
October 9, 1997). First, HCF A will clarify its interpretation of taxes that are considered uniform. 
It will permit taxes on occupied beds or patient days to be considered uniform (previously, only 
taxes on all beds and all days were considered uniform). Second, the letter states that States do 
not need to submit a new waiver request for a tax subject to an existing waiver if there is a 
uniform change in the tax rate. The letter also reminds States that they may suggest additional 
classes of providers to qualify as "broad based" and that they should submit quarterly reports on 
their provider taxes and donations. These clarifications have resulted in the determination that 
certain taxes in 10 States are permissible and require no further review. 

Inaddition, HCF A will publish in the October 15, 1997 Federal Register a correcting 
amendment to the provider tax regulation regarding its interpretation of the uniformity test. It 
corrects the threshold for allowable tax programs based on regional variations, enacted and in 
effect prior to November 24, 1992. The correction is to conform the regulation to HCF A and 
Congress's intent to recognize such taxes as generally redistributive. 

PLANS FOR ENDING THE USE OF IMPERMISSIBLE TAXES 
In its effort to apply the law and end the use of impermissible provider taxes, HCF A will open. 
discussions with the States individually to understand better their specific provider taxes and 
their issues resulting from the current law. 

The Administration's goal is to end the use of impermissible taxes as soon as possible. To 
achieve rapid and full compliance, it is willing to work with States to resolve impermissible tax 
liabilities. The Administration believes that this will be facilitated by legislation that codifies the 
tests to determine that a tax is permissible and concentrates in the Department greater authority 
to work with States to resolve impermissible tax liabilities in return for States coming into full 
compliance. In the development of this legislation, the Administration will work with States, the 
National Governors' Association, and Congress to address the concerns States have raised with 
respect to current law .. If, however, legislation is not enacted by August 1998, the Secretary will 
move forward to complete the process already begun to apply with full force the current law. 

It is our hope that States will be responsive and cooperative so we can resolve these issues in a 
mutually satisfactory way. . 
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<J~ ; October 9, 1997 ~ 

--MEMORAN'DUMTOT~E ~~'(NT,-

cc: Vice Preside· 

FROM: Chris Jennings -- do. ~IP.~ 
RE: NEW YORK AND THE PROVIDER TAX ISSUE . ~~ 
Today, DHHS announced the results of its policy review of Medicaid provider taxes and its 

policy changes regarding New York. In brief, they announced (I) policy clarifications that 

clarify that certain provider taxes previously in question, including New York's regional tax, 

are permissible; and (2) support for legislation that expedites identifying impermissible taxes 

and ending their us~. This is the culmination of an intensive process that involved HHS, OMB, 

DPCINEC, Legislative and Intergovernmental Affairs, the Offic~ of the Vice President and other 

senior staff. 


BACKGROUND 

Financing scheme and the law limiting it. During the late 1980s, many States established 

financing schemes that had the effect of increasing their Federal Medicaid funds without usinR 

additional State resources. Typically, States would raise funds from health care providers 

(through provider taxes or "donations"), then pay back those providers through increased 

Medicaid payments.· Since the Federal government pays at least half of Medicaid payments, the 
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0vider taxes or donations would be repaid in large part by Federal matChing. payments. Using 


this mechanism, the State was left with a net gain because it only had to repay part of the 

. ovider tax or donation it originally received. 


Because provider taxes and donations were effectively siphoning off potentially billions of 

dollars from the Federal Treasury, the Congress limited states' use of these schemes in a bill 

enacted by President Bush in 1991. The subsequent regulatory interpretation of these limits was, 

as you know. nel:otiated with thi 8ietes Elft6 tRi 1>Iatiopa1Goyernors' Association in 1993. 


States' continued reliance on impermissible provider taxes and our enforcement record. 
Despite the new law and the regulations, many states continued to use provider taxes that at least 
appeared to be out of compliance. To date, these possibly impermissible taxes total an estimated 
.$2 to 4 bjlljon and in the future, could cost billions more. In response, HCF A issued letters and 
discussed its concerns about certain taxes with states, but -- for a variety of reasons -- never took 
any final action. Unfortunately, this has meant that a number of states continue using these taxes, 
believing that HCF A might never enforce the law! or that if they did, they could seek recourse 
through the White House or the Congress. 



The New York provision in the balanced budget. To ensure that New York would never be 
vulnerable to Medicaid provider tax enforcement actions, Senator Moynihan and Senator 
D'Amato successfully added a provision to the Balanced Budge1..Act to exempt all of its provider 
a es it has dozens both retrospectively and prospectively, from disallowances Both in writing 

and orally we repe~~edly objected to t IS proVIsIon. , e provided alternative statutory 
language that would have forgiven about $1 billion. As you know, however, the Senators ~(through their staff) rejected our offer and insisted on their original provisions. 

Line-item veto and New York's reaction. In announcing the line-time veto on August 11, 
we raised concerns about the cost and ramifications of singling out as permissible one state's 
provider taxes. Although our actions were generally viewed as responsible and defensible by 
those who know the program and/or who are budget experts, the same clearly cannot be said of 
New York's political establishment. The Governor's office, the New York Congressional 
delegation, the Mayor, providers and unions reacted strongly and negatively to the veto. Among 
a host of complaints, they charged that they were singled out and were never made aware that this 
provision could be subject to the line-tern veto. Most recently they have criticized us for our 
delay in getting back to them and our willingness to support" fixes for the other two vetoed 
provisions without addressing their problem. 

TODAY'S ACTIONS. The line-item veto of New York's special provider tax waiver 
provision accelerated a review process of these tax policies that was already underway at DHHS. 
This process has yielded two results. First, HCF A is issuing a set of policy clarifications in a 
letter to State Medicaid Directors. This letter clarifies how DHHS will implement the law and 
regulations on states' use of health care-related taxes for their share of Medicaid; this letter will 
be viewed as good news for at least nine states. RCFA also released a notice in the Federal 
Register containing a correcting amendment to the regulation to make it consistent with 
Congressional inteI1t; this will make New York's regional tax permissible. 

The State Medicaid Director's letter also includes an announcement of our support for legislation 
. that (a) lays out in statute how to identify impermissible taxes; and (b) would provide enhanced 

authority to the Secretary to foq~ive up to the entire amount of individual states' current 
liabilities if they come into full compliance with the law for future financing. If, however, 

( by a date certain -- August 1998 -- no legislation is passed, HCFA will aggressively enforce its 
current policies. (Attached is a one-page summary of our actions today.) 

Need for legislation. The Administration's goal in these actions is to work with the states to end 
the impermissible use of provider taxes. Given the staggering size of the liabilities for some 
states, we agree that this is best accomplished through negotiation. Specifically, we are 
interested in trading re~~~i~~o~e or ~!Lqfjta~~~JelrQ~pective li!bilities for discontin!J¥d 
~ of such taxes in the firtS_ However, the administrative process that HCFA has at its 
disposal offers many opportunities for states to continue to stall (as they have done in the past); 
More importantly, final settlements must be approved by the Department of Justice which may 
take a hard line in terms of recouping retrospective liabilities. This could force states to look for 
a legislative "rifle shots" to fix their particular problem, or to go to court. 
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Consequently, we think that the best way to bring states to the negotiations is through reliance on 
a legislative strategy. By strengthening the Secretary's ability to negotiate, we avoid the 
uncertainty inherent in an ordinary administrative process. By stating what type of legislation we 
would support, we get ahead of the rifle shots and possibly prevent them, as well as to get the 
Congress invested(albeit reluctantly) in developing a mutual solution to the provider tax mess. 
And by offering to clarify our ways of identifying impermissible taxes, we may engage states that 
have concerns about our interpretation, thus possibly preventing suits. These incentives are 
reinforced by threat of a deadline for passage of such legislation (August 1998) that triggers an 
aggressive enforcement action by HCF A. 

Reaction from New York. Today's briefing of both Governor Pataki' s' staff and the New York 
Congressional delegation seemed to go quite well. They appreciated the resolution on the states' 
regional tax and seemed to accept that oUr legislation approach was much preferable to an 
immediate administrative enforcement action. We explained to them that the law and our current 
regulations would have forced us to publicly state that some of their provider taxes appear to be 
impermissible. Having said this, they certainly would have preferred an action that 
retrospectively and prospectively forgiven any potential liability; in other words, they want the 
provisions we line-item vetoed. As such, as of this writing, it is unclear wl:tat public posture 
either the Governor or the Congressional delegation will take. 

Reaction from other states. Although nine other states benefit from the new policy 
clarifications, it is news of our support for legislation that caught the states' attentibn at our NGA 
briefing. The dozen or so states that have widely used prQvider taxes appeared to view this . 
ositively. It, is these states that we want to eniaie in discussion and eventually negotiation.§.:, 

HQ'Wkyer it 'MaS nnclear whether the remaining states that either ended their provider tax use or * never used them to begin with viewed our action as too conciliatoo;., We communicated to 
all the states that we have not-- and will not -- change our oppo$ition to the use of provider 
taxes. We simply stated that we are looking·for the most effective way to end all states' reliance 
on impermissible taxes. 

Next steps. HCF A plans on immediately reaching out to the states to obtain updated information 
about the status of state provider taxes. There will probably be Congressional interest in 
knowing how we plan on pursuing our legislative strategy. John Hilley believes that we should 
have an Administration bill, but that we should not introduce it until we have had sufficient time 
to achieve more investment in the details of the bill from the Congress and the states. We will 

. ~ keep you apprised of developments. .' , . . 
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SUMMARY: MEDICAID PROVIDER TAXES 


• 	 What is being released. Today, the Department of Health and Human Services (DHHS) has 
sent a letter to State Medicaid Directors: This letter clarifies how DHHS will implement the 
law and regulations on states' use of health care-related taxes for their share of Medicaid. There 
will also be a notice in the Federal Register containing a correcting amendment to the regulation 
to make it consis~ent with Congressional intent. 

The State Medicaid Director letter also includes an announcement of our support for legislation 
that (a) codifies current regulations that contain the tests to determine that a tax is permissible; 
and (b) would concentrate authority in the Department to resolve impermissible tax liabilities if 
a state comes into full compliance by ending the use of impermissible taxes. This legislative 

. approach may more expeditiously end the use of impermissible taxes. If; however, by August 
1998 no legislation is passed, the ~ecretary will move forward to complete the process already 
begun to apply with full force the current law. 

• 	 Why action is needed? States' use of impermissible provider taxes poses a major threat to 
Medicaid's fiscal integrity. During the late 1980s, health care provider tax programs were used 
to increase Federal Medicaid funding without using additional state resources. These schemes 
contributed to the doubling of Federal Medicaid spending between 1988 and 1992. . . 	 . 

Today, a number of states continue to use potentially impermissible provider taxes. To 
maintain the integrity of the Medicaid program, we must be certain that the Federal Treasury is 
not impermissibly being tapped to underwrite costs that are the responsibilities of the states. To 
not do so would be unfair to those states (and their taxpayers) which are in compliance. 

• 	 Why now? This review, which has been on-going at DHHS for many months, has drawn 
increased attention recently due to the line-item veto of a Medicaid provider tax provision in the 
Balanced Budget Act. Under this provision, all ofNew York's over 30 provider taxes would be 
deemed approved. The President vetoed this provision because it was too broad and singled out 
a single" state for special treatment. However, he promised that DHHS would intensify its 
review of its interpretation of the law for New York and all states. Today's action is a result of 
this review. 

• 	 Impact on New York. One ofNew York's major concerns have been that Medicaid regulations 
have not grandfathered the State's "regional" tax. Given evidence of Congressional intent for 
this tax treatment, the Administration will publish a correcting amendment to the regulation in 
the Oct. IS Federal Register. This action relieves New York of over $1 billion of provider tax 
liability. 

No final resolution on New York's other provider taxes has been reached. However, HCF A will 
. be contacting New York and other states to gather further information on taxes. 

• 	 Impact on other states. 10 States will benefit from the clarification that the Department is 
providing today. States will be contacted with requests for additional information. It is our 
hope that all states and their representatives will work toward legislation that protects the 
Federal Treasury as well as treats States fairly as we move to ensure that all states are in 
compliance with the law (D.C., Alabama, Lousiana, Ohio, Mississippi, Montana, New York, 
South Carolina, Utah, Wisconsin). 



,. 

·u 

THE WHITE HOUSE 

WASHINGTON 

September 10, 1997 

The Honorable George .E. Pataki 

Governor of New York 

Albany, New Yor:-k 12i24 


Dear George: 

Thank you for writing to me regarding my decision to cancel the 
New York provider tax provision in the Balanced Budget Act of 
1997. please be assured that I did not exercise this authority 
lightly, and I understand that New York has significant concerns. 
My Administration working to ameliorate, "difficulyies,

• • • 1..
and I' have asked my budget dlrector, Frank Ralnes, to contact 

you directly to discuss the issues ,involved in more(?~tail. 


, \, 

: As you know, the, federal government has, over s'everal ~ 
administrations, opposed allowing certain provider taxes to' 
be permissible fCironly one state or singling out any state, 
for special tre~tment. I canceled the New York provider tax 
provision only after my staff had ,both articulated our opposition 
to this provision and offered alternative language that could 
have mitigated the impact of the,potential tax disallowance on 
New York. Unfortunately, the Congressional negotiators rejected 
our offer. , My' only remaining option to address this issue was to 
use my line item veto autho'rityt<? ,prev~nt a precedent, that would 
have been both .costly and poor policy. ' 

,The Health Car'e Financing Administration assessing possible 
administrative ,approaches for New York and other states and will 
follow up with you expeditiously. lam confident that we are 
moving forward in a manner that will treat all states fairly and 
equitably. 

,Sincerely, 
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'\ July 17', 1997 

; , 

MEMORANDUM TO THE VICE PRESIDENT I 

FR: Chris Jel11}ings , 

cc: ' Ron Klain, Don Gips, Mike Burton 

RE: New York Medica,idWaiver 

i' 
" . 

I 

Yesterday, I met with representatives from anumbe'~ of unions including, 'Gerty Shea of the, 
! :' ' , \ " " 

AFL-CIO,' and Alan Reuther at U A W as well as repf(!sentatives from, SEIV and AFSCME. At , 
the meeting, the u'nions mentioned how pleased they were with the outcome of the Ne~ York 

, i 115 Medicaid Demonstration, ~hich wilt enroll 2.4riiillion 'New;Yorkers in m~maged care ' 
'plans'. This 'demonstration,wa,s,made public by HHS onMonday. .,,' 
, ' 

'The unions are pleased with 'the New York Demonstration because, it i~eludes$250 million per ' 
year ($1.2 billion over five years) to help the heaith care workfor~e mi,lke a smooth transition 
intq managed care.' Any transition into managed care such as this 'one has the potential to 
disrupt the health 'care delivery system and, in partiCular, the health care workforce. 
Hospitals will be downsized and more community-oriented' options will take their plate and 
Hospit~l 'workers will i).eed to be retrained so they can make, this transition. ' , . 

. . .:, 
• I' ••• \,' • 

,I, 

The unions expressed their concerns early on'in this process about how HHS should take 
precautions,to ep'sure, that we minimized the impact cifthetransition. They are nowhappy that' 
the $250 IIlillion per year will h<7lp health care workers 'be retrained. 

\ I 
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(" Talking Poi~ts for' Phone" Call , , 
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'I understand that the AFL~CIO is pleased with the outcome of the Ne~ York 1 i 15 
Medicaid ,Deino~straiion which HIlS ,made public on Tiii!sday., I know that Dennis 

. . ~ • I '. 

• IRivera worked'partic~lar.ly hard to"ensure that .this 'Demonstration was successful. ' 

Wewellunqerstandthatmaking significant changes 'iIi. a state's ,Medicaid program has 
important implications for ,the heaJth carie,work fotce. As'New, York makes 'the \ 
transition to managed care, hospitals will be dpwQ,sizing and morecommunity-orient~d 
options w.ill take their place. The he~lth care work force will needassistao.ce in,making 
this, transition.' ' 

The' Administration ~orked to ensur~ that this DemQn~tration included $250' million per 
year ($1.2 billion over five'years) to help hospital workers ~djust to this transitiQfl. ' 
Etch quafifying ,hospital will submit to th~ state a plan for how it will u~e the funds 
from the gemonstration to restr'u9tureits ~ork force andniake other changes tq adapr 
to' 't~e mariaged care enviq)hment. ' ''r 

We look forwa~d to working with you as this process moves forward . 
", ! 
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http:worked'partic~lar.ly
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. September 12, 1997 

NOTE 	 TO OMB PROVIDER TAX MEETING PARTICIPANTS: 

FYI, at the time these materials were distributed, ASPE was 
not in concurrence on several points. HCFAand ASPE are 
currently discussing their differences. If these differences are 
not resolved before today's meeting, it will be noted during the 
meeting that discussions on these points are still underway.

'.}
'., 

/~ 

cc: 	 Anna Durapd, OGC 
Rich Tarplin, ASL 
LaVarne Burton, ASMB 
Gary Claxton, ASPE /.
Sally Richardson, HCFA . 
Nancy Ann· Min DeParle, HCFA 
Kathy King,HCFA 
David Cade, HCFA 
Claudia Cooley, ES 
Jackie White, ES 



09-12-9711:07AM FROM Medicaid Bureau TO 912026907203 . P002/007 
, 	. 

TO: The Secretary 
ThrQugh: DS 

ES 

FROM: The Administrator . 

SUBJECT: Status of Health Care Provider Tax Programs - Material for Briefing. 

BACKGROUND 

In 1991, an agreement was reached between the previous Administration and the States that 
resulted in the enactment ofPublic Law 102.234, the Medicaid Voluntary Contribution~ and 
Provider-Specific Tax Amendments of 1991. . 

This law became effective on January 1, 1992. It provides that: 

• .' .. 
States are precluded from using provider donation~, except in very limited circumstances. 

• .In order to. be permissible. provider taxes must meet three criteria. These criteria are: 

The tax must be ·'broad·based~" i.e., it must tax aU providers jn a 
class designated either by law or by the Secretary in regulations. 

The ta.\ must apply to all providers in a unifonn way. 

The State may not hold the providers harmless for. theta" costs. 

• 	 Wh~n the mterim final regulations were published on November 24, 1992, therewa~ 
widespread e>'''Pression ofconcern by the States and the National Governors Association 

.. 	 that the provisions ofthose regulations were inconsistent with the spirit of the agreement 
that had produced the new legislation. ·During his first· mo.nth in office, the President 
promised the NGA that the regulations would be revised, and the Department immediately 
undertook extensive discussions with the; NGA and States. On August 13, 1993, the Finnl 

.:R.ule was published in thefederal Resister. 	 . 



09-12-97 ll:07AM FROM Medicaid Bureau TO 912026907203 P003/007 

We have identified a number ofareas for which we have detennined potential impermissible tax 
issues. 

1) the generally redistributive waiver test threshold - waiver standard for provider tax 
programs which are not broad bastd andlor unifonll specified at 42 CFR 433.68(e); 

2) the licensing tee requirements (requirement that fees be broad ha~ed> uniform. 
and not hold taxpayers harmless) specified at 42 CFR 433.56(a)(19), 

3) the hold harmless repayment provisions (requirement prohibiting States from 
returning tax dollars back to, assessed providers) specified at 42 CFR 433.68(t); . 
and,. . 

4) the c1usses ofbealth care items or servkes (permissible provider classes) . 
. specified at 42 CFR 433.56. 

There are several ~ctions that the department could take to clarify the law in this area and to 
resolve our differences with States. . . 

HCFA proposes to take the following actions: 

1) Revisions to Regulations 

Correcting Amendment to Regulations 

HCFA put a correcting amendment into clearance on September II, 1997. The corrected .. 
regulation would reduce the generally redistributive waiver test threshold for tax programs ' 
based exclusively on regional variations, and enacted anci in effect priorto November 24, 
1992, from .85 to .7. The correction is necessary to correct an error in the published 
regulation and conforms the regulatory langUage to HCFA's -- and Congrc:ss's -- original 
intent, i.e., to exempt New York's preexisting regional tax pool from the provisions of the 
statute. 

(;enr-rally Redi~tributive Waiver Test 

.HCFA proposes to prospectively reduce the numerical thresh01d for the generally 
redistributive test from 1.0 (or .95) to.8 (or .75). 

'. HCFA has evaluated 6 provider tax programs from 2 States lh"'l yielded a generally 
JediSiributive value ofgreater than .8 but less than 1.0. We believe tax programs which 
. yielded agener3.tly redistributive value in this range do not unduly burden the Medicaid 
~:'progranl; The potentiallyunallowedm for these taxes is estimated to be $587 million 
through March 31. 1997. 

\ 



D9:12~97 ll:07AM FROM Medicaid Bureau. rUU4/UU'{ 

Licensing Fees and User Fees 

With regard to licensing fees, HCFA proposes to grpspectively remove the $1,000 
annual exception limit for 'licensing fees.· However. the Governor (or his 
desigriee) must certify thaL the revenlJ-e generated from these fees was used to 
administer the licensing program, . 

With regard to user fees, HCFA proposes to consider them permissible prospectiYely if the 
Governor (or his designee) certifies that the revenue generated from these fees was used 
to administer the,user fee program. , " 

To the extent the licensing ~nd user fees are used to administer the licensingHmJ USCI' fee 
programs, we believe these types offees are not unduly burdensome to the Medicaid 
program. 

Bad CIASSf'.J 

HCFA proposes to publish a regulation in the 'Federal Register whieh invites States to 
identify additional classes if States can demonstrate that'therevenue of the class is not ' 
more than SO percent from Medicaid and not more than 80 percent from Medicaid. 
Medicare, apd other Federal programs combined; the class is clearly identifiable~ and, the' 
class is nationally recognized. ' . 

, ,. 

The statute and current reb'Ulation permit the addition ofclasses through 
regulation. This provides States with the vehicle to add classes to the .extent they 

. meet the above mentioned criteria. ' 

'ij' 2),Revisions to HCFA PolicY Interpretation 

Occupied BedslPatient Days 

HCFA will iss~e a, Stl!te Medica.id Director Jetter advising States that we are, revising our 
interpretation of uniformity. A tax based on occupied beds/patient days would be 
uniform and, therefore, would not require waiver approval. Previous policy required that 
all beds/daysmu~t be taxed lobe considered uniform. The effect of this revision would be ' 

, ~oth retrospective and prospective; This would provide reHefto 14 of the pending waiver 
--requests from 9 States. , ' 

Clt~nge in Rate ofTax 
~ .'.. 

"ReFA wi11 issue a State Medicaid Director letter advising States that we are revising our .. 
" ,interpretation ofwaiver submission requirements. States may change the rate ofa 
''''currently existing tax program .....ithout submitting'a new waiver request. Previous policy 
required the approval ofa waiver for each tax rate change. The effect of this revi sion 
would be both retrospective and,~rospective. This would provide relief to several States. 

http:Medica.id


u~-u:-~( 11:UilJ"lVl . HV1V11YltOlCalO liUreaU TV ~ U Uc:: 0~U I c: Uj .• rUUJ/UUI,. 

3) Remaining Taxes Which Require Resolution 

Hold Harmless 

Thcn:~ are seven (7) Slales whose provider tax progranls vio]atc:: the h~ld har~less 
provision of the statute. The hold harml~ss provisions are not waivable.. HCFA believes 
these typea ofprovider t~ programs are impermissible. The potentiaJ1y unallowed FFP 
for these tax programs is estimated to be $1.6 billion through March 3 I, 1997 . 

.. 
Generally R~distributive Waiver Test Results Below .8 

.	At least two States impose provider tax programs which yield generally redistributive 
values ofJess than .8. 

Retrospective and Prospective Bad Classes 

At least two States impose provider taxes on c1asses which are not listed by statute 
.. andregulation and do not meet the criteria for addition to the list ofclasses.. 

Retrospective GenerallyRedistributive Waiver Test Results Between 1.0 and .8' 

While the reVised r~gulation wouldpermit.certai~ taxes to be considered permi'ssible . 

. prospectively; the Department Of Justice is currently researching ReFA's authority 10 


.. "··makethe proposed regulatory changes retroactive. We believe we will receive a response 

to this issue early next week. 

Retrospective and Prospective Licensing and User Fees 

. While the revised regulation would permitcertain taxes to be considered . 
permissible prospectively, there may be other fees that do not meet .thc revised· 
regulatory requirements and~ therefore, would be imperrrussible. ·Also, the 
Department Of Justice isctlrrently researchiJ'lB HCFA's aut.hority to make the 
proposed regulatory-changes retroactive..We believe we Wi)] receive a response to 
this issue early next week. 

.,' , 

NEGoTIAtION STRATEGY , . 

HCFA will issue disapproval letters to the· States for impermissible tax programs and 
i~f0i-m states that HCFA Regional Offices will perform audits. . 

l)eHCFA Regional Offices will perform audits. 

States will be notified ofaudit results and ofHCFA's analysis.of the tax programs to give 
States anopponunity to [respond in writing andlor to] meet informal1y with an 

..... 
o 
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HHSIHCFA tax team to attempt to resolve any differences in factual issues or 
interpretations of the law. 

HeFA and States win enter into negotiation discussions in order to reach 
settlement. 

Following these negotiation discussions. HCFA will prepare disallowa.nce 1etter(s) , (States 
that wish to settle will ultimately receive a disallowance letter of a lesser amount.) 

HCFA will clear disallowance letters through the Department' and the Office of 
Management and Budget. 

HCFA will issue disallowance letters. The States which do not agree to settlement 
negotiations can appeal the decision to the Departmental Appeals Board. 

HCFA wi1l,defer future grant awards for those States which do not agree to settlement' 
negotiations andlor those States which continue to collect impermissible taxes.. 

. . ,., . ' .' 

HCFA and OOC are currently working with the Department ofJustice to determine whether the, 
Agency has the discretion to settle these administrative churns without DOJ approval as long a~ 
there is no litigation. .This issue should be resolved by early nc}f.t. 

The,following are the factors that we believe should be considered.in det.ermining the terms of 
seiilement: - . 

, ' ' 

- 1. Whether the litigation resources required t6 prevail in Htigation would be justified in 
light ofthe strength or weakness of the State's legal argument.. the discovery that would 
be necessary, and the amount in dispute; 

2. -Whether the Statt: is either no longer collet;ting the tax or agrees to discontinue 
c'ollection; . ' 

3. Whether the tax will be pennissible prospectively because ofregu]atory amendment or 
, 
-. change in policy;

, 
. 

4; Whether the foss of the revenue collected from the tax would have a significant impact 
on the State program; 

S. -Wbether the tax places a significant burd~ on the Medicaid program; 

,..6. Whether the revenue coJlected from the tax was used to promote State health care 
,J)rograms; , 

7. _Whether the State has previously been afforded other special financial treatment 
through legislation or waivers~ and, 
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FAX COVER SHEET 
To: ·Chris Jennings From: Joe Velasquez 

Fax: 202-456-5557 Pages:·2 

Date: August 14.1997 

Re: New York Medicaid Veto Meeting 

.~. 

NOTICE: We intend this message andaccompanyi~ materials only for the individual or entity to 
which we address it. It may contain infonnation privileged, confidential and exempt from disclosure 
under applicable law. If you are not the intended redpient or the employee or agent responsible for 
delivering this message to the intended recipient we notify you that we strictly prohibit disclosure, 
distribution or copying of this communication. If you received this communication in error please call us 
immediately and return this original message to us at the address below via U.S. Postal Service. 
Thank YOll, 
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Memorandum 

To: Chri:-; Jennings' 

From: .Jor Velasque7. ' 

Date: August 14,1997 

Re: Ncw ,York Medicaid Veto Meeting 

This is to follow up on yesterday's conversation concerning the meeting to discuss the 

Medicaid 'veto i:-:SllC \vith representatives of the health care industry and New York 

govt:rnmenr oifici<th: ' . 


. \ . 
, Dcnni:; Rivera i:: \·.icwed as the broker for thi~ meeting. He has spoken with. the affected' \ 

parties and \.\:c ~lIy;~e$t the foUouing peop1t:·to participate in the meeting:. " 

Sheldon Silvt.:l:. ~p~aker of the New York State Assembly 

Barbara DeBt len, I. Commi~sioner of Health, State .of New York 

Randy Ma~;rro~ Deputy Mayor, City of New York 

Pe::.te::r Vallone. Cit\' Council President. CitY of New York 

Kenneth Raske, President, "the Great~r New York Hospital Association 

Jerry McEntee, Pn.'sident, AFSCME ' 


Again, rhis lisr i:-: a :'llggcstion. Nlickeyand the political shop will vet this list and amend 
it a:o; nccc%an ,ff VOll canno~ arrange a meeting soon you should at least set a specific 
date so rhar p(·npk know you' arc serious. 

You :o;hould t~lkr ;1 parallel path with the congressional delegation, particularly with 

Senator Moynihan and Representative Rangel. They shouldJeceive a call today from a 

senior \X!hi[c I Jt·Tje·ltd. Dennis spoke u,;,th Mr. Rangel yesterday afternoon and Rangel is 

disturbed thar ,n() one ~as reac~ed out to:hirn. 


Thanks and call ifwe can help. 



\ 


TO; JEFF SACHS 


/ FROM: HOWARD BERLINER 
DATE: OCTOBER 16.1996 
RE: INFO FROM NYSDOH 

JEFF, 

I ruST RECEIVED TIllS FROM DEBORAH (7:00 PM EASTERN TIME).lN ESSENCE, 
LIST A IS WHAT THEY THINK WE CAN DO WITHOUT RUNNTNG INTO THE UPPER 
PAYMENT LIMIT. LIST B IS WHAT MAY BE MORE PROBLEMATIC FROM TIIEIR 
PERSP·ECTIVE IN TERMS OF THE UPL. SHE HAS NOT RECEIVED ANYTHING FROM' 
DOL, BUT IT SEEMS UNLIKELY GIVEN TIlE DISCUSSION THATWE HAD THAT 

· THERE WAS ANYTHING SUBSTANTIAL FROM THAT SOURCE. 

I WILL BE BUSY UNTIL ABOUT 10:00 EASTERN TIME TONIGHT AND I WILL 
GIVE YOU A CALL AS SOON AS I AM AVAILABLE TO DISCUSS TIllS WITH YOU. 
THE ISSUE IS HOW TO REVISE THE DRAFT OR JUST TO GO IN WITH TIIESE 
NUMBERS AND START THE DISCUSSION WITHOUT TIlE DRAFT. WE STILL HAVE 
NO CONCEPT OF HOW WE WILL SPECIFICALLY SPEND TfiE MONEY. 

OTHER ISSUES: 
. . " 

I) SHE DOESN'T WANT ME TO SHOW THIS TO STEVE WARNKE (SHE SAYS SHE 
TOLD YOU HER OBJECTIONS TO TIDS)-BUT STEVE BELIEVES THAT WE CAN GET 
A LOT MORE MONEY TIIAN THEY ARE PUTIlNG IN THE DOCUMENT (FOR 
ExAMPLE THERE IS MORE MONEY IN CHIP THAT CAN BE MATCHED AND IT 
WON'T TURN THE PROGRAM INTO AN ENTITLEMENn. 

2) SHE WILL BE IN NYC WITH DENNIS rOMMOROW GETTING A TOUR OF THE 

HOSPITALS. . 


· HOPE YOU'RE HAVING A GOOD TIME 

HOWARD 

· PS. MY HOME NUMBER IS 718-596-1 Q8S IF YOU WANT TO LEAVE A MESSAGE ON 
MY MACHINE 
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LIST A 


Secure Federal Financial Participation (FFP) of 
Indigent Care Surcharges currently supported solely 
through 
State and Local Fundina. ' 

The Child Health Insurance Program wi'l provide 
coverage for inpatlont care. This and other insurance 
programs' coverage could be deemed eUgible for FFP 
under disoroDOrtionate share. 

Grants to hospitals to assist in the transition to a market 
driven system could be distributed as Medicaid rata 
adjustmenfs_ 

Gra~ to hospitals for expansion of primary care 
capacity could be distributed as Medicaid rate 
adjustments. 

Grants to rural hospitals to strengthen linkages and 
reconfigure services could be distributed as MedicaJd . . . 

rate adjustments • 

. Grants.to hoapitals which operate regional polson control 
programs could be distributed as Medicaid rate 
adjustments. 

. , 

Grants to hospitals for nutritioni AIOS.·and other public' 
. health activities could be distributed as Medicaid rate 
adjustments. , 

Total 

GROSS 

$308~OM 

New 
Fedoral 

$154.0M 

$26.6M $13.3M 

$7.5M $3.7SM 

$10.0M $5.0M 

$B.5M $4.25M 

$5.0M $2.SM 

$22.0M 

1387.8M 

$11.0M 

$193.8 

,"'" .r··' ~.-·,,·I,. 
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LISTS 

GROSS 
New 

Federal 

FfP on the programs descnbedln Ust.A could bs 
secured for non-hospital distributions to clinics and other 
providers. .. 
Indigent Care pool distributions to clinlc$. 18I)oratorles· 
and· ambulatory surgery centers could be made as 
Medicaid rate adjustments. . 

$3B.OM 

$51.0M 

'$15.2M 

$20.4M 

Grants for wotkfo~ retraining could be diStributed 
thlt)UQh providers as MGdicald rate adjustments.. ,\1>' - $64.DM $25.6~ 

Capital restructuring grants for providers could De 
deemed Medicaid eUgible. . . $20.0M $10.0M 

Total $j73.OM 171.2M 

TOTAL P.04 



PROPOSAL FOR COMMUNITY HOSPITAI.. 

CONVERSION TRANSITION FUND DEMONSTRATION PROJECT 


The objectives of the Community Hospital Conversion Transition Fund, 

Demonstration Project are as follows: ' 


L Expand primary care infrastructure in New York City's health crisis 
zones and underserved areas (and thus further the access and quality objectives of New York 
State's waiver application) by rapidly deploying available capital dollars. 

2. Enable vulnerable, high-Medicaid institutions to preserve market share, 
reconfigure their physical plant and'operations. and cost-effectively service Medicaid 
managed care enrollees by developing needed, state-of~the-:art ambulatory care capacity and 
management information systems. ' 

3. Provide training and education to hospital employees 'so that they can 

improve their skills and adapt to a managed care environment without jOb displacement, 


To achieve these objectives, the Demonstration Project would provide Federal 
Financial Participation ("FFP") for the following State expenditures, consistent with New 
York State's Federal Medicaid Assistance Percentage and.the overall bUdget-neutrality limits 
of the Section 1115 waiver authority. The Stare's share of t:llese expenditures would derive 

, from revenues to be deposited in the health care initiatives pool under the New York State 
Health Care Refol"I!i Act of 1996 (the "Reforril Act"); these revenues, in turn, are generated 
b)i a surcharge on payments to general hospitals and other "designated prQviders ofservice,i 
(i.e., Diagnostic & Treatment Centers (nD&TCs") and clinical labs). While these dollars are 
already committed by the Reform Act to certain program expenditures, a number of such 
expenditures would be deemed eligible for' FFP by agreement with HCF A, thus freeing up 
State dollars to the extent of this federal match. ' 

Capital Financing 

• 	 A dedicated primary care capital access fund would be established, with the 
following two pwposes. Th~ first purpose would be to provide an extra layer, 
of credit enhancement (in which HCPA and the State jointly participate) for· 
tax-exempt bonds issued by the New York State Donnitory Authority Wlder 
the PCDe fmancing program; i.e., to the extent project sponsors defaulted in 
their sublease payments, the Dormitory Authority would have recourse to this 
collateral prior to any claim against New York City's lease obligation or the 
reserve accounts created under the bond resolutions. The second purpose 

O:)7SS0l01000JOO790S.1 



would be to fund initial working capital dirring a facility's start-up period and 
other emergency cash needs thereafter as appropriate. 

• 	 FWlding for the Primary Care Initiatives ("pel") grant program would be 
significantly expanded, with the funds. targeted to small and mid-sized 
construction projects (in the range of $3Mt"( to $5f\.1M per facility) and to 
investment in MIS and other equipment. The grants would be creatively 
structured (i) to maximize leverage (u.., by requiring that the sponsor provide 
25% of the funding through an equity contribution· or .bank debt), (U) to ensure 
that the requisite amount of care is delivered to Medicaid and indigent patients, 
and (iii) to give the sponsor an :ongomg financial stake in the viability of the . 

. project. 	 The timetable for grant awards would be expedired, with the PeDe 
serving as the conduit and monitoring agency for the grant funds. 

Capital Reimbursement 

• 	 The NYSDeparonent of Social Services would make supplementary payments 
to new primary care clinics (whether organized as hospital extension clinics or 

. free-standing D&TCs) to cover the capital costs of serving the uninsured. By 
·securing funding throughout the five-year waiver period, the State would 
accelerate new project approvals. improve the marketability of bonds. and 
reduce borrower interest expense. 

• 	 Likewise, Medicaid capital reimbursement would be paid on a discrete, pass
through basis for both Medicaid fee-for-service recipients and Medicaid 
managed care enrollees. By 1,'eimbW'Smg capital outside the plan capitation in 
the case of facility sponsors covered by the Demonstration Project, the State 
would serve the following two objectives: (i) it would guarantee the 
availability of debt service payments during the critical start-upperiod; and (ii) 
it would remove disincentives for new construction by allowing facilities to 
compete solely on the basis of quality and operating cost. The State could also 
agree to fund the rapid amortization of new debt, thus maximizing payments 
during the waiver period and further reducing the credit risk associated with 
new projects. 

Operating Reimbursement 

• 	 Bad Debt & Charity Care funding would be significantly expanded for new 
voluntary D&TCs tbat provide comprehensive primary care services. The $16 
million that the Reform Act aUoc;\tes anncaUy for such clinics is inadequate, 
particularly as no funds are available during the ftrst two years of facility 
operation. By reimbursing medically indigent visits and removing the base
year requirement, the State would overcome a substantial impediment to 
fmancial feasibility. 



"'" ~ if. Training and Education Grants 

• 	. The State would make ~raining and education grants to the City University of 
New York ("CUNY") and· to other qualified instirutions of higher learning to 
support continuing education for hospital administrators and unionized 
employees who are a[ risk of job displacement. . The purpose qf the curriculum 
would be to teach the existing members of the health care workforce the skills 
they need to adapt to a managed care/ambulatory care environment ~. 
encounter reporting, case management, and capitation contracting). A 
secondary purpose, especially withrank-and-fiIe union employees. would be. 
enhancing their professional skills and credentials so that they can qualify for 
promotions and higher pay. The grants could be strucrured as capitation. with 
incentive bOnuses to ensure results: i.e., CUNY and the other awardees would 
accept per enrolleetpermonth payments for a defined population and over a 
defmed period of time in return for committing to. attain certain mileposts. . . 	 . 
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Statei witfl Impermissible Taxes to be Negotbtcd 
(Estimated FFP Calculated nrough 913OJ96) 

DiUIIowu.ce as
~"\\ ''':'~n t~ % ofMedicaid 

E~~. L'lIoIdllarmklt FFPDisaIIcnnma: (Fedeni sba.re) 

m-NursiGs Faci1ityTax $ 11,248.87S l~, 

IL-NW'Sing Facility Tax 83.5'44.909 .n 
(expired 6130193) , 

..... IN'-Hospita! Tax (expired 6130194) ~O.674.059 .86 

.. LA-Nursibg Fadlity Tax 188,371.175 .57 

- :ME-Nursmg Facility Tax (expired 12/31193) 7.6&7..661 .69 

MO-Hospital Tax 892,.3%2.473 13.14 .j 
- ..--.---.---.--:--~-'-'"--:----

TN-Nursing FdtyTax. . 251.269.954 '. 2.98 

TofaI= Sl.47D~06 

, n.'BadCma 

,. , NY-Impennissiblc dasses ._ Awaiting Audit- Awaiting Audit 

J '-," 

. . 
" 
" 

.' ,
" 
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ISSUES RELATED TO LEGISLATION 

• 	 Failed administratively. In proposing legislation, the Administration is admitting that it· 
cannot enforce the law (there is nothing precluding HCFA from accomplishing the same 
end administrativeIy). . ' 

• 	 Possibly lose support of validators: If we send the letters and propose legislation, we 
may be criticized for compromising too soon -- we haven't even trie·d to enforce the law 
and we are looking for a way out. 

• 	 Risk of Congress changing parameters: Certain Congressmen (Gephardt) rimy want to 
allow partial permissibility of future use of taxes. May be hard to get ideal legislative 
solution. 

• 	 Could suffer from the same problem -- delay: The same states that we are worried 
about suing or dragging out the administrative process will likely find ways to do the 
same in the legislative solution since, today, we do not have solid claims against any of 
them. 

• 	 Which states: Since the letters we are sending have no legal'standing, we do not yet have 
st~tes that we can name in legislation. Audits at least and probably letters of 
disallowance may be needed. . 

• 	 Timing: Immediate legislation poses two problems: (1) is there time in this session to 
pass it; (2) we do not yet know which states are affected (no audits). 

However, saying that we would support legislation and then delaying may.cause states to 
not be cooperative in the next few months with HCF A in hope that the legislative 
solution will help them. It also gives them more time to mobilize their'support for total 
forgiveness. 



MEDICAID PROVIDER TAXES: RETROSPECTIVE LIABILITY 
(Federal Share 1993 through March 1997) 

Permissible Potentially Additional TOTAL POTENTIAL Liability as % 
Impermissible Information LIABILiTY of 1995 Fed. 

Spending 

Alabama 7,500,000 12,582;794 12,582,794 1% 

Connecticut 463,878,653 463,878,653 37% . 


DC 6,139,000 

Florida 431,734,302 431,734,302 13% 

Hawaii 11,285,542 10,072,653 21,358,195 7% 


. Illinois 88,544,909 88,544,909 3% 

Indiana 30,674,059 30,674,059 2% 

Louisiana 85,343,568 186,860,145 186,860,145 6% 

Massachusetts 658,129,757 658,129,757 27% 

Maine 7,687,661 7,687,661 1% 

Minnesota Unknown Unknown 

Mississippi 32,291,175 

Missouri 1,008,734,099 1,008,734,099 61% 


Montana 29,885,317 

Nevada 27,605,684 27,605,684 12% 


New Hampshire 11,609,880 11,609,880 3% 


New York 1,027,507,994 545,335,326 2,014,769 547,350,095 5% 


Ohio 

South Carolina 17,835,270 

Tennessee 269,593,730 .* 380,950,000 650,543,730 30% 


Utah 6,012,829 10,054,156 10,054,156 2% 


Wisconsin 48.,384,465 


TOTAL 1,260,899,618 2,834,450,912 1,322;897,207 4,157,348,119 


"l' 

"*" Indicates that the tax is still active 
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STATEMENT BY SALLY RICHARDSON 

DIRECTOR, CENTER FOR MEDICAID AND STATE OPERATIONS, 


HEAL TH CARE FINANCING ADMINISTRATION 


October 8, 1997 


Sally Richardson, Director ofHCFA 's Center fo'r Medicaid and State Operations, issued 
the following statement regarding today 's policy clar(fication on state provider taxes used to 
obtain Medicaid matching funds. 

Our goal is to put a stop to the use of special taxes which are levied solely to increase 

states' share of federal Medicaid funds, and to bring states into compliance with the law as soon 

as possible. 

We have a responsibility to make sure that provider taxes used to generate federal 

matching funds are levied in a manner consistent with the law passed by Congress in 1991. 

Allowing some states to continue to use improper taxes to obtain federal funds for their Medicaid 

programs is unfair to the states that play by the rules, and unfair to the federal taxpayer. 

We have clarified the poliCy on taxes collected from health care providers which are used 

to obtain federal matching funds for Medicaid. Today' s action makes clear that some state taxes ' 

in question are acceptable. Others require additional review, and some are impermissible. 
, 

States with improper taxes can correct their errors, come into compliance with the law, collect 

proper taxes. 

We realize this is a big undertaking, and stand ready and willing to work with states in 
I 

this effort. 


### 
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MESSAGE POINTS 


• 	 We are notifying states today that we have clarified the policy on taxes collected from 
health care providers which are used to obtain federal matching funds for Medicaid.· 

• 	 Because RCF A is obligated to ensure that provider taxes are consistent with the law 
passed by Congress in 1991. Our goal is to end the use' of provider taxes, and help states 
come into compliance with the law by eliminating the use of impermissible taxes to 
finance state Medicaid programs. 

• 	 This is a big undertaking, and we stand reat;iy and willing to work with the states on their 
individual situations. 



SUMMARY: MEDICAID PROVIDER TAXES 


• 	 What is being released. Today, the Department of Health and Human Services (DHHS) has 
sent a letter to State Medicaid Directors. This letter clarifies how DHHS will implement the 
law and regulations on states' use of health care-related taxes for their share of MedicaId. There 
will also be a notice in the Federal Register containing a correcting amendment to the regulation 
to make it consistent with Congressional intent. 

The State Medicaid Director letter also includes an announcement of our support for legislation 
that (a) codifies current regulations thatcontain the tests to determine that a tax is permissible; 
and (b) would concentrate authority in the Department to resolve impermissible tax liabilities if 
a state comes into full compliance by ending the use of impermissible taxes. This legislative 
approach may more expeditiously end the use of impermissible taxes. If, however, by August 
1998 no legislation is passed, the Secretary will move forward to complete the process already 
begun to apply with full force the current law. . 

• 	 Why action is needed? States' use of impermissible provider taxes poses a major threat to 
Medicaid's fiscal integrity. During the late 1980s, health care provider tax programs were used 
to increase Federal Medicaid funding without using additional state resources. These schemes 
contributed to the doubling of Federal Medicaid spending between 1988 and 1992. 

Today, a number of states continue to use potentially impermissible provider taxes. To 
maintain the integrity of the Medicaid program, we must be certain that the Federal Treasury is 
not impermissibly being tapped to underwrite costs that are the responsibilities of the states. To 
not do so would be unfair to those states (and their taxpayers) which are in compliance. 

• 	 Why now? This review, which has been on-going at DHHS for many months, has drawn 
increased attention recently due to the line-item veto of a Medicaid provider tax provision in the 
Balanced Budget Act. Under this provision, all of New York's over 30 provider taxes would be 
deemed approved. The President vetoed this provision because it was too broad and singled out 
a single state for special treatment. However, he promised that DHHS would intensify its 
review of its interpretation of the law for New York and all states. Today's action is a result of 
this review. 

• 	 Impact on New York. One of New York's major concerns have been that Medicaid regulations 
have not grandfathered the State's "regional" tax. Given evidence of Congressional intent for 
this tax treatment, the Administration will publish a correcting amendment to the regulation in 
the Oct. 15 Federal Register. This action relieves New York of over $1 billion of provider tax 
liability. 

No final resolution on New York's other provider taxes has been reached. However, HCFA will 
be contacting New York and other states to gather further information on taxes. 

• 	 Impact on other states. 10 States will benefit from the clarification that the Department is 
providing today. States will be contacted with requests for additional information. It is our 
hope that all states and their representatives will work toward legislation that protects the 
Federal Treasury as well as treats States fairly as we move to ensure that all states are in 
compliance with the law (D.C., Alabama, Lousiana, Ohio, Mississippi, Montana, New York, 
South Carolina, Utah, Wisconsin). 



u.s. Alters Medicaid Rules, 

ButNew York Isn 'tMolli/ieG 


By ROBERT PEAR 
:WASHINGTON,Oct. 9 _ The CUn

ton Administration. tonight issued 
new nationwide standards specifying 

how states·may finance their share 
of Medicaid costs,. but Gov. George
E; Pataki of New York immediately 
denounced the rules as unacceptable. 

. Federal officials had hoped that 
. the standards would mollify New 
York anderid a bitter confrontation 
that resulted. when President Clinton 

Administr~tionofficials acknov 
edge now that they did not anticipa 
the furor that would ensue from N( 
York. . . .•.. .' . ,.

The standards announced tonig
make clear that two o.t the provid 

. taxes levied by. New York are PI 
milted, while leaving the fate .of t 
others !'lPparently unresolved. . 

One· of the permitted taxes is i. 
posed.on hospital and nursing hOI 
beds, not only in ~ew York but also 

used hisnewjine-item~veto authority'. eight other. States: AI~bama, Loui 
in. August. to. <;:ancel$L5. billioll· irl ana, .Ohio, Missi!)sippi;' Monta! 
Medicaid relief for the state.' . ..... .:~. South Carolina, Utah arid Wiscons 

. . But Mr:p.ataiddashed those'Jiopes The' other is an i'adCi-(in" to hos 
. '·~.tlteoffidids·werebriefed ori tal bills that finances charity care 

. Policy, which; by tile NewYotk.The Government said 
.. ' reckoning." . allows . . had rewritten the Medi<;aid. rilles 

York up to $1. billion ofUtat . make clear that this 'tax was perm 
. .......\ '. , . sible,even'though contniry'to'V' 

'. Mi: p~i:akL a· Republican, said 6f erallaw requir.ng uniformity in 1 
the Admmistration's. new.iilitiative: tax rate, the r;itevariedamong f 

"Itisunacceptable, it is too little, and . state's regions ";;"highet iriNe\\, Y( 
the Administration has anobligaUon. City than' upstate; .. in part, becal 
togo back arid po'better. AU· New .. some state. legislators wanted 

. '.' Yorkers will' be united in opposition make.sure th~teach region.p~id 
today's propOsili.". '. ..' mostoftheChari(v care provided

. KennethE: Raske,president of the 'd . :"; 
. Greater New York' HospitalAssochl- re~d:~istni.tionOffiCi~issaid th 
.tion, whose. 90 member hospitals re~ new' po'licy·.· : establis. hed.··· unlioabillthat . ceive tens ofmilliorisof dollars. in .... 

.... ,.'j ":\.';.,:",, Medicrudmoney each year, said,' staridaJ:;dsand procedutesfor rest 

.zW'~~;eapitcli. ... ....... ."~:"~::r/~I:g=~;Amato, ~:t~:::l;:~~~t~~ 
,{;:;:J:tV:;;();,/;;>:,.:i.' .... .., ....' '. ,~~~~~~~~~!~:~:~;~~~~~~~~~ ,dodetserOm . eanWchl,entgheMr.edthel~c~satida.~e.Cso·.'mfin .. mp(}
. bet'eQpe.ned as a through street. The b k" 'th'" "'1' f th . s't te of f m
SecrelServiceCIosed off that stretch . ac on . e peop e:.~ ea. with- FE:deral iaw.....:~ i,:,:~ ; 

t'o'':v'ehiCfes.. ',." fee." years ag'ofo.r secu- "New York!' '. \ .: .:. 'i. .' . . . In addition, ,the: Admin."is.i'du 
'f' .' White Ho.use:officlals. said . they ,

I'ity·t~.ils'o#s:;:"::~;;;,;~;·:} .....::' /:., ... :' .' were stunned by 'theriegative reac~ laid' Qutsomeof . the crlteri'a:it . 
. Th~ ';:s(!'!lO<lL;;,youcher' proposal, :tiOn.Theys~d : the . New Yorkers lise in decidirig whaf'.iaxes·asl 
though/has}icominah<led the' most should be pleaSep,sinc¢,by the Gov- may impOse' to'fiIiance"its~shan 
aitentioniri'thisyear's d~bat~, '.' . . ernment's calculation of the benefit Medicaid. Essehtiaily, tlio~e:cht( 
. The' vouch¢rj,rovisionwould pro"' from theneW.standards, the state requirethatan'j(sucnt#es~Eibr(
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Secret'Service closed off that stretch 
to'vehlclestltree years ago for secu
'rlty r~asons." ',,' ,
" . The 'school' voucher proposal, 
though, 'has'commanded the most 
attention In' this year's debate: . ' . 
, The voucher provision would 

. " 

ile:"·'Adimilitlstlrali(jn: 
Ite" 
uid 
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)ayersW'9rk: with· the .ad'Toc:ate's 
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01.190 Democrats In vot
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