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October 29, 2015

To:

From:

Re:

Health and Human Services Policy Committee Members

Farrah McDaid Ting, Legislative Representative
Michelle Gibbons, Legislative Analyst

State Fees on Hospitals. Federal Medi-Cal Matching Funds, Initiative
Statutory and Constitutional Amendment.

Background: The Quality Assurance Fee, hereby referred to as ‘the fee’ was first
established from April 1, 2009 through December 31, 2010 by AB 1383 (Chapter 627,
Statutes of 2009).

Several successor bills were passed to llow the fee to continue:
+ 5890 (Chapter 19, Statutes of 2011) ~ January 1, 2011 through June 30, 2011

« 58335 (Chapter 286, Statutes of 2011) ~July 1, 2011 through December 31, 2013
+ 58239 (Chapter 657, Statutes of 2013) ~ January 1, 2014 ~ December 31, 2016

Essentially a fee is imposed on private hospitals and is used to leverage federal funds
The funding is used to make supplemental and grant payments and increased capitation
payments to hospitals and offsets the General Fund for children’s coverage.

‘Summary: This initiative would repeal the sunset date for the hospital Quality Assurance
Fee and would instead extend it indefinitely. Further, the initiative seeks to ensure that -
the State uses the funds for the intended purpose of supporting hospital care to Medi
Cal patients and to help pay for health care for low-income children.

Fiscal Impacts: The most recent analysis by the Legislative Analysts’ Office (LAO)
estimates the to over State could save roughly $500 million in FY 2016-$ billion annually
by 2019-20 and onwards of 5 to 10 percent annually for the following years

Additionally, the LAO estimates $30 millon for hospitals beginning in 2016-17 to $250
by 2019-20 and again, growing 5 to 10 percent each year after.

staff Comments:

Staff Recommendation: CSAC staff recommends that the CSAC Health and Human
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Figure 2

Projected Fiscal Effects of Hospital Quality Assurance Fee
Under the Act
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PROPOSAL

his measure would amend the State Constitution to (1) restrict the Legislature’s ability to
amend, repeal, or replace the Act by statute, and (2) require voter approval to amend or replace
the Act outside of these restrictions. The measure would also amend by statute the Act's poison
pill provisions and remove the Act’s sunset provision. The measure would also remove the Act’s
poison pill provision related to Proposition 98, and amend the Constitution to specify that
revenues from the fee imposed by the Act and all interest eamed thereon shall not be considered
as revenues subject to the Proposition 98 funding requirement calculation. Below we describe the
specific amendments that the measure would place in the Constitution, and then describe the
statutory amendments that the measure would enact.

Constitutional Amendments

Requirements for Amending, Repealing, or Replacing the Act, This measure amends the
Constitution to require two-thirds majorities in both houses of the Legislature to pass any statute
that repeals the Act in its entirety. In addition, any statute that amends o replaces the Act
requires voter approval in a statewide election before taking effect, unless both of the following
conditions are met:
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November 17, 2015

To:

CSAC Board of Directors
From:

Farrah McDaid Ting, Legislative Representative


Michelle Gibbons, Legislative Analyst

Re:
State Fees on Hospitals. Federal Medi-Cal Matching Funds. Initiative Statutory and Constitutional Amendment. – ACTION ITEM
Staff Recommendation: CSAC staff recommends that the Board of Directors adopt a SUPPORT position on initiative number 13-0022 - ‘State Fees on Hospitals. Federal Medi-Cal Matching Funds. Initiative Statutory and Constitutional Amendment.’ – which has qualified for the November 2016 ballot.

Background: The Quality Assurance Fee, hereby referred to as ‘the fee,’ was first established in 2009 during the Great Recession, when California was seeking to maximize federal funding for health care services.

The fee is a payment made by private hospitals to the state. The state then uses those funds to leverage or “pull down” federal funding for health care services. The resulting federal funding is then directed to supplemental payments, grant payments, and enhanced capitation payments to hospitals for services to Medi-Cal patients, as is also used to offset some state General Fund obligations for low-income children’s health coverage. 

Since it was first enacted, the fee has become a critical part of the state’s health care funding picture. It was first enacted on April 1, 2009 through December 31, 2010 by AB 1383 (Chapter 627, Statutes of 2009). Several successor bills were passed to allow the fee to continue:

· SB 90 (Chapter 19, Statutes of 2011) – January 1, 2011 through June 30, 2011

· SB 335 (Chapter 286, Statutes of 2011) – July 1, 2011 through December 31, 2013
· SB 239 (Chapter 657, Statutes of 2013) – January 1, 2014 – December 31, 2016

The fee allows the state to leverage critical federal funding and support children’s health care services. By all measures, the fee has worked well for hospitals and the state. However, each legislative vehicle has included a sunset provision for the fee. Furthermore, the state has intermittently proposed to divert some of the fee funding to other budget priorities outside of health care. 
The California Hospital Association has moved forward with this statewide statutory and constitutional amendment to protect the fee funding and enact it in perpetuity. If passed, the initiative will require that fee-related funding will be spent on health care services and provide stability and a dependable funding stream for such service. 

Summary: This initiative would repeal the sunset date for the hospital Quality Assurance Fee and would instead extend it indefinitely. Further, the initiative seeks to ensure that the State uses the funds for the intended purpose of supporting hospital care to Medi-Cal patients and to help pay for health care for low-income children. 

Fiscal Impacts: The most recent analysis by the Legislative Analysts’ Office (LAO) – which was provided in November 2013 - estimates the State could save roughly $500 million in FY 2016-17 $1 billion annually by 2019-20 and 5 to 10 percent annually for the following years. Additionally, the LAO estimates $90 million for hospitals beginning in 2016-17 and up to $250 by 2019-20, also possibly growing 5 to 10 percent each year after. See below for their projections from FY 13-14 through FY 16-17.  Please note that the LAO will likely provide a more current analysis once the initiative is assigned a ballot proposition number. 
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Staff Comments: California’s expenses for Medi-Cal services are rising and the state budget is facing significant pressure next year. In the health care area, there is the potential for a $1.1 billion dollar deficit due to the inability to revise the Managed Care Organization (MCO) tax during the just-ended Legislative Session or in the ongoing Health Care Special Session. The fee is another source of low-income health care services revenue for California, including some grants to county public hospitals. 

The initiative will preserve and protect this funding for health care services, and ensure that it is an ongoing dependable revenue source. Further, while hospitals and public hospitals may benefit from the fee, the funding assistance it provides for health care services helps ease the state’s overall budget picture. 

Please note that CSAC did not take a position on the enacting legislation for the quality assurance fee mentioned above, but counties are supportive of identifying and maximizing ways to draw down federal matching funding for critical health care services.  
Process. This initiative was first vetted through the CSAC 2015 Officers, who referred it to the Health and Human Services (HHS) Policy Committee. The HHS Policy Committee took action on the initiative during their November 4 policy committee meeting. The HHS Policy Committee voted to recommend a ‘SUPPORT’ position to the Board of Directors on this initiative. 

Please note that initiative qualified for the November 2016 ballot in 2013, but has not yet been assigned a ballot number designation by the Secretary of State. The measure will appear on the Tuesday, November 8, 2016 General Election ballot. 

Staff Contacts:

Farrah McDaid Ting can be reached at (916) 327-7500 Ext. 559 or fmcdaid@counties.org. 

Michelle Gibbons can be reached at (916) 327-7500 Ext. 524 or mgibbons@counties.org. 

Invited Speaker:

Sponsor: Anne McLeod, Senior Vice President, Health Policy & Innovation, California Hospital Association

Attachments:

Initiative Text

Initiative Fact Sheet

Initiative Supporter Coalition List

Legislative Analyst’s Office Fiscal Analysis (2013, expected to be updated in 2016)
