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SUBJECT: Physicians Medi-Cal Reinbursenent In-Lieu Credit

SUMVARY

Under the Personal Incone Tax Law (PITL) and Bank and Corporation Tax Law
(B&CTL), this bill would allow taxpayers to claima tax credit for 100% of the
anount that otherw se would be reinbursed by the Medi-Cal programfor services
provi ded by a physician or surgeon during the taxable or incone year.

EFFECTI VE DATE

As a tax levy, this bill would beconme effective inmedi ately upon enact nent and
woul d apply to incone years beginning on or after January 1, 2000.

LEG SLATI VE H STORY

AB 1107 (Stats. 1999, Ch. 146) authorizes the Departnent of Health Services
(DHS), upon reliable evidence of fraud or willful msrepresentation by a provider
(generally defined as those who provides services to Medi-Cal beneficiaries), to
col l ect any overpaynent identified through an audit or exam nation from any

provi der or w thhold paynment for any goods or services owing to the provider.

It provides for disenrollnent, in accordance with specified limtations, for
providers and prohibits enrollment for provider applicants found to have
conmtted fraud or abuse.

PROGRAM HI STORY/ BACKGROUND

In California, the federal Medicaid Programis adm nistered as the California
Medi cal Assistance (Medi-Cal) Program The Medi-Cal Program provides health care
servi ces, goods, supplies and nerchandise to welfare recipients and ot her
qualified | owincone persons (primarily famlies with children and the aged,
blind, and disabled). The Departnent of Health Services adm nisters the Medi-Cal
Program O her state agencies, including the California Mdical Assistance

Comm ssion and the Departnments of Social Services, Mental Health, Devel opnent al
Servi ces, and Al cohol and Drug prograns, perform Medi-Cal functions under
agreenents with DHS. County governnents verify beneficiary eligibility. Federal
| aw requires the Medi-Cal Programto provide a core of basic services, and
California has chosen to offer additional optional services.
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CGenerally, after individuals have been determned eligible for Medi-Cal benefits,
they receive a Medi-Cal card, which they may use to obtain services from
providers who agree to accept Medi-Cal patients. To remain eligible for Medi-Cal
benefits, all beneficiaries nmust submt a quarterly report of income and assets.
Medi - Cal uses two basic types of arrangenents for health care —fee-for-service
and managed care.

Fee-for-service is the traditional arrangenent for health care in which providers
are paid for each exam nation, procedure, or other service that they furnish
Medi - Cal uses a variety of “utilization control” techniques (such as requiring
prior authorization for sonme services) to avoid paying for nmedically unnecessary
or duplicative services.

Under managed care, prepaid health plans generally provide nanaged care, and the
pl ans receive nonthly “capitation” paynments fromthe Medi-Cal Programfor each
enrollee in return for providing all of the care needed by those enroll ees.
These plans are simlar to health plans offered by many public and private

enpl oyers.

Medi - Cal services are provided by various health care professionals and
institutions. Providers nust apply to the state to becone authorized Medi - Cal
providers to receive reinbursenment under fee-for-service. Under fee-for-service
both the federal governnent and California regulate the anbunts paid for each
servi ce.

DHS, in its Findings of Emergency for Regulation R-29-99E, included the follow ng
expl anation for the necessity of AB 1107, the Medi-Cal Provider Anti-Fraud
Program and the regul ation as foll ows:

“The Medi-Cal beneficiaries who receive services through the fee-for-service
system are generally those who are nedically fragile and whose nedically conpl ex
conditions require appropriate and tinely medical intervention to protect life,
to prevent significant illness or significant disability, or to alleviate severe
pain. However, sone non-institutional Medi-Cal providers have been found to
provi de unnecessary or substandard itens or services that are either in excess of
the provider’s usual charges or costs for the itens or services, or of a quality
that fails to meet professionally recognized standards of health care. Still
others are billing the Medi-Cal program for services, equipnent, or supplies that
are never provided to Medi-Cal beneficiaries.

“Recently enacted urgency | egislation, AB 1107, (cite) added Article 1.3
(comencing with Section 14043) to Chapter 7 of Part 3 of Division 9 of the

Wl fare and Institutions Code to establish requirenments for applicants for

initial enrollnment, and providers for continuing enrollnent, in the Medi-Cal
program These energency regulations will enable [DHS] to tighten the applicant
enrol | ment and provider continuing enroll nent process, and to identify and screen
out those applicants or providers with a prior history of claimng perfornmance
probl ens, thereby affording sonme additional protection to vul nerable Medi-Cal
beneficiaries.”
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SPECI FI C FI NDI NGS

Exi sting state and federal |aws provide various tax credits that are designed to
provide tax relief for taxpayers who nust incur certain expenses (e.g., renter’s
credit) or to influence behavior, including business practices and deci si ons
(e.g., research credits).

Neither state nor federal laws currently provide a credit for medical services
in-lieu of any governnent-funded nedi cal services rei nbursenent program

This bill would allow a tax credit for nedical services provided by a physician
or surgeon to Medi-Cal beneficiaries as an alternative to a rei nbursenent paynent
fromthe Medi-Cal Program To qualify for the credit, the services nust
otherwi se qualify for reinbursenent by the state. The anobunt of the credit would
be equal to 100% of the reinbursable services provided by a physician or surgeon
during the taxable or incone year. This bill would create a pernmanent credit,
and it does not specify a limt on the nunber of years for carryover of unused
credit.

Pol i cy Consi derati ons

This bill raises the follow ng policy considerations:

1. An essential tool for the continued operation of the Medi-Cal programis
the ability of DHS to nonitor the services provided by physicians through
audits or exam nations of any provider, to w thhold paynment for any goods
or services owing to the provider, and to disenroll and prohibit
enrol |l ment of providers found to have commtted fraud or abuse. This
bill |eaves uncl ear whether taxpayers would need to obtain verification
from Medi - Cal that the services provided would qualify for Medi-Cal
rei mbursenment, that the anount clainmed as a credit is equal to the anmpunt
that woul d have been rei nbursed, and that the physician or surgeon
providing the services is eligible for Medi-Cal reinbursenent. Wthout
verification, this bill may circunvent all Medi-Cal procedures devel oped
by DHS t hroughout the years, including those inplenenting AB 1107,
because physicians and surgeons could claimthe tax credit w thout
complying with applicable Medi-Cal procedures.

However, if the bill's provisions are interpreted as requiring Mdi-Ca
to verify that the services provided would qualify for Medi-Cal

rei mbursenment, that the anount clained is equal to the anmount that woul d
have been rei mbursed, and that the provider is eligible for Mdi-Cal

rei mbursenment, using a tax credit in-lieu of the existing Medi-Cal

rei mbursement system may be an unnecessary conplication for the taxpayer.

2. Under this bill, taxpayers would receive a tax credit for 100% of
rei mbursabl e Medi -Cal services instead of Medi-Cal reinbursenent to which
the taxpayer m ght be entitled. The Medi-Cal reinbursenent is included
in income subject to federal and state inconme tax. Since a state tax
credit is not incone, a taxpayer would not have to include the anpunt of
the credit as income for federal and state tax purposes. Thus, not only
woul d the taxpayer receive a state tax credit in lieu of the
rei mbursenment incone, but the taxpayer would not have to pay federal or
state incone tax on the credit anount.
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This bill would provide a tax credit for Medi-Cal services provided by a
physi cian or surgeon. Health care services eligible for reinbursenment under
the Medi-Cal program also are provided by various health care professionals
ot her than physicians and surgeons. Medi-Cal reinbursable health care
services include hospital inpatient and outpatient care, skilled nursing
care, laboratory tests and X-rays, fam |y planning, regular exam nations for
children, and 32 other health care services such as outpatient drugs and
dental care. Under the bill, Mdi-Cal reinbursable health care services
provi ded by health care professionals other than physicians or surgeons
woul d not be eligible for a tax credit as an alternative to Medi-Cal

rei mbursemnent .

This bill does not specify a repeal date or limt the nunber of years for
the carryover. Credits typically are enacted with a repeal date to all ow
the Legislature to reviewtheir effectiveness. However, if a repeal date is
added but the carryover remains unlimted, the departnment would be required
to retain the carryover on the tax fornms indefinitely. Recent credits have
been enacted with a carryover limt since experience shows credits typically
are used within eight years of being earned.

| npl emrent ati on Consi der ati ons

Departnent staff has identified the foll ow ng inplenentati on considerations.
These inpl enentati on considerations would make it very difficult, if not
i npossible, to properly inplenent this bill

1. Because the bill does not otherwise limt its application, this bil
woul d allow the credit to any taxpayer for reinbursable services provided
by physicians and surgeons. This would include taxpayers who are
t hensel ves physici ans or surgeons who file tax returns as sole
proprietors, but also other taxpayers, such as hospitals or other taxable
entities that enpl oy physicians and surgeons who provi de Medi - Cal

rei mbursabl e services. Further, the bill could be interpreted as
allowing the credit to the patient who receives the services. To ensure
proper interpretation, this bill should state that the credit is all owed

to “qualified taxpayers” and specifically define that termto include
only those to whomthe credit is intended.

2. The anmount that is reinbursable to a physician or surgeon under the Medi -
Cal programvaries greatly depending on a nunber of factors. Under the
current Medi-Cal program DHS determ nes, anong other things, whether the
procedure is nmedically necessary and provided to eligible beneficiaries,
ensures that double billing does not occur, considers whether the patient
has other forms of insurance (Medicare, worknmen s conpensation, private
i nsurance, etc.), and exanm nes the bills provided by each invol ved
physician (primry surgeon, assistant surgeon, anesthesiologist, etc.)
before offering the anbunt to be rei nbursed on any particul ar procedure.
In addition, an individual's eligibility for Medi-Cal reinbursable health
care services is determ ned by each of 58 counties. This bill |eaves
uncl ear whet her taxpayers would need to obtain from DHS verification that
the services provided and the amount clai ned woul d otherw se qualify for
Medi - Cal rei nbursenment and that the physician or surgeon was a provider
eligible for Medi-Cal reinbursenent.
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It is also unclear whether taxpayers would be required to obtain
verification of patient eligibility for Medi-Cal reinbursed health care
services. Wthout such verification, the department could not determ ne
whet her the services qualify for the credit or the correct anount that
woul d qualify for the credit. To allow effective audit by the
departnment, the bill needs to mandate that the taxpayer provide the
departnent evidence that verifies the anbunt and reinbursability of the
services provided, or that Medi-Cal directly provide this information to
t he departnent.

3. This bill does not define the terns "physician,” “surgeon,” or “Medi-Cal
service.” The lack of definitions could | ead to di sputes between
t axpayers and the departnent regarding the correct interpretation of
t hese terns.

4. This bill does not include recapture rules in the event the taxpayer
| ater receives reinbursenent for services for which a credit was al |l owed
under this bill.

FI SCAL | MPACT

Depart nental Costs

The department's costs to adm nister this bill cannot be determ ned unti

i npl ement ati on concerns have been resolved. Unless this bill is anmended to
i nclude an appropriation or authorize a budget change proposal, the
departnment would be required to redirect costs fromother areas of its
budget. The departnment will continue to assess the inpact as this bil
continues to nove through the Legislature.

Tax Revenue Esti mate

This proposal is estimated to inmpact revenue as shown in the foll ow ng
t abl e.

Fi scal Year Cash Fl ow
Tax Years Beginning After Decenber 31, 1999
Enact ment Assumed After June 30, 2000

$ MIlions
2000-01 2001-02 2002-03
-$250 -$290 -$310

Not e: Estimates are based on current |evels of reinbursable services. The
possi bl e inpact of this 100%tax credit on additional fraudulent activity in
this area is not known, but could result in nmuch | arger revenue | osses.

Thi s anal ysis does not consider the possible changes in enploynent, personal
i ncone, or gross state product that could result fromthis measure.
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Revenue Di scussi on

The revenue inpact for this bill will be determ ned by the anpunt of

servi ces provided by physicians and surgeons that woul d have ot herw se been
rei mbursed by Medi-Cal and the amount of eligible credits that can be
appl i ed against available tax liabilities.

According to the California Departnent of Health Services, the total anount
pai d under the Medi-Cal programfor fee services in California was
approximately $1 billion for 1999. This nunber was grown 5% per year for
normal growt h, generating approximately $1.05 billion for 2000.

It is assunmed that taxpayers who participate would greatly reduce or
elimnate their tax liability by using this credit, |eaving a m ni num anount
of unused credits to future years. Further, it is assunmed that sone
taxpayers would still choose to receive reinbursenent from Medi-Cal instead
of claimng the credit. For instance, sone taxpayers may claimonly the
anmount of credit to elimnate their tax liability and would receive

rei mbursenment from Medi-Cal for any remmining fee services provided to
patients.

It is projected that in the first year, approximately 15% of Medi - Cal
payments or approximately $158 million would be inpacted by those taxpayers
that would elimnate or reduce their state taxes. For 2001 and thereafter,
it is projected 50% of Medi-Cal paynents would be inpacted. This inpact
allows for the additional revenue |oss fromtaxpayers who woul d have

ot herwi se reported paynents received from Medi -Cal on their tax returns.
The total revenue |loss for tax year 2000 is projected to be $165 mllion
The 2000-01 fiscal year |loss includes all of 2000 plus 30% of the 2001 | oss
due to reduced estimted tax paynents.

POSI T1 ON

Pendi ng.



