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This legislation provides a general excise tax exemption for managed care support
contractors of the TRICARE program that is established under 10 United States Code chapter 55.

This measure was re-referred to this Committee after the Committees on Health and
Intergovernmental & Military Affairs deferred the measure.

The Committee on Economic Development & Taxation passed this measure with
amendments.

The Committee on Ways & Means passed this measure unamended.

The Senate passed this measure on third reading.

The Department of Taxation has no comments on this legislation other than citing this bill's
revenue impact, which was not factored into the Executive Budget or any of its fiscal priorities this
session.

This legislation will result in a revenue loss of approximately $3.6 million for FY 2009 and

thereafter. The Department estimated the annual reimbursements of costs or advances to be $90.3
million.
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March 13, 2008

The Honorable Cindy Evans, Chair
The Honorable Sharon Har, Vice Chair

House Committee on Public Safety and Military Affairs
Re: SB 2155 SD1 — Relating to General Excise Taxation
Dear Chair Evans, Vice Chair Har and Members of the Committee:

The Hawaii Medical Service Association (HMSA) appreciates the opportunity to testify in
support of SB 2155 SD1 which would exempt from the general excise tax amounts
received by managed care support contractors as reimbursements of costs or advances
made pursuant to a contract for the administration of the federal TriCare program.

This measure would clarify that any amounts received by a managed care support
contractor for reimbursements of costs made by the contractor, made pursuant to the
contract with the federal government for the administration of the TriCare program, are
exempt from the Hawaii General Excise Tax. It seems, at this time, it is unclear as to
whether or not TriCare reimbursements are indeed subject to the GET.

SB 2155 SD1 would clear up any confusion on this issue and bring Hawaii in line with
every other state in the U.S. (except Texas), that has put this exemption into law. This
exemption will truly support the continued availability and strength of the TriCare program
and ensure that it is able to provide coverage to the approximately 150,000 current and
former military personnel and their family members who reside in Hawaii.

Thank you for the opportunity to provide testimony on SB 2155 SD1.
Sincerely,

K

Jennifer Diesman
Assistant Vice President
Government Relations

Hawaii Medical Service Association 818 Keeaumoku St. ® P.O. Box 860 (808) 948-5110 Branch offices located on Internet address
Honolulu, Hi 96808-0860 Hawail, Kauai and Mauii www.HMSA.com
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TO: Honorable Cindy Evans
Chair, House Committee on Public Safety & Military Affairs
Hawaii State Capitol, Room 425
Via Email: PSMtestimony(@capitol.hawaii.gov

FROM: Chris Pablo

RE: S.B. 2155 SD1- Relating to General Excise Tax

Hearing on Thursday, March 13, 2008 at 8:30 am

INTERNET:
gslovin@goodsill.com
cpablo@goodsill.com
ahoriuchi @goodsill.com
meito@goodsill.com
jmarkle@goodsill.com
Ikakazu@goodsill.com

Dear Chair Evans and Members of the Committee on Public Safety & Military Affairs:

I am Chris Pablo testifying on behalf of TriWest Healthcare Alliance Inc. (“TriWest”), a
Delaware corporation headquarted in Phoenix, Arizona. TriWest supports SB 2155 SD1.

TriWest is one of several regional third-party administrators or fiscal intermediaries of a cost-
effective, high quality network of health care providers for the nation's active and retired

uniformed service members and their families, under a federal government program known as
“TRICARE” and formerly known as “CHAMPUS.”

What is TRICARE? The Federal Government has established a managed health care program
for members of the uniformed services and certain dependents. It was created in the early 1990s
to supplement the existing military health care delivery system and provide health care services
for active duty military personnel, military retirees, and their families (collectively, the
"Beneficiaries") by utilizing civilian health care providers.

In Hawaii, the Beneficiaries have access to the military health care facilities, such as the Tripler
Army Medical Center and to health care clinics on military bases through the state. In addition,
the Beneficiaries have access to medical services through the network of community health care
providers that has been created by TriWest.

TRICARE receives its funding as part of the annual defense appropriations budget. It is
administered by the TRICARE Management Activity ("TMA"), which is part of the United
States Department of Defense (“DoD”), Office of the Assistant Secretary of Defense (Health
Affairs).

2114263.1
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What is TriWest? In the health care industry, TriWest’s business would be characterized as a
“third-party administrator.” TriWest, known as a “managed care support contractor” in the
applicable Federal laws and regulations, is a disbursing agent for the Federal Government in the
western states, including Hawaii. Its job is to receive claims and invoices from health care
providers, and then pay those claims according to the amounts and guidelines set by the
Government (“reimbursement”). The Government then reimburses TriWest for the amounts
paid, and also pays TriWest an administrative fee for its services. This is best illustrated in the
attached PowerPoint slide.

TriWest pays Hawaii General Excise Tax on the amounts it receives from TRICARE as
compensation for its services as managed care contractor, but it does not pay tax on the
reimbursement amounts. In prior discussion with representatives of the Department of Taxation,
there was some concern that the reimbursement amounts might be taxable. If they are taxable,
the costs for health care of uniformed service members would increase significantly. TriWest is
asking the Department of Taxation for formal clarification of this issue, and is concurrently
asking the Legislature for similar relief.

What is the purpose of SB 2155 SD1? The purpose of SB 2155 SD1 is to make clear that the
amounts received by TriWest from TRICARE as “reimbursements” are exempt from the
imposition of the General Excise Tax by amending Section 237-24.75 by adding a new
subsection (3). The proposed subsection (3) will read, as follows:

“Amounts received by a managed care support contractor of the
TRICARE program that is established under 10 United States Code
chapter 55, as amended, for reimbursement of costs or advances made
pursuant to a contract with the United States; and”

Amendment to effective requested

TriWest requests that the effective date be made retroactive to January 1, 2005 because if the
effective date is “upon adoption”, all reimbursements received after January 1, 2005 to the date
of adoption would still be subject to the possibility of being assessed the general excise tax.

We thank you for the opportunity to testify in support of SB 2155 SD1.



- ¥ ;tll the State of Hawaii lose revenue if
- SB 21 55 or HB 2306 becomes law?

L No’ .
= GET taxes have never been paid for
“reimbursements” received by a “managed care

~ support contractor” by TnWest and predecessor
contractors '

- ‘Managed care support contractors have never been
assessed GET on reimbursements

— Don’t know nor can we explain how Dept. of Taxation
~arrived at $3.6 million/yr revenue loss
e Dept of Taxation estimated annual reimbursements of $90.3

- rSnEI)I%c;n/yr—$3 .6 million GET @4% (see SSCR2375/SB 2155

~_+ Note: TriWest's annual “reimbursements” received from
,TRICARE are approximately $30 million/yr.
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Who’s who?
What it is and What it’s not

y N i P HEALTHCARE ALLIANCE®
"TRICARE

~ *Federal government program fka CHAMPUS nka Privately held, Phoenix-based corporation

,TRICARE ' *Contractor with DoD — managed care support
sU.S. Dept of Defense (DoD) health care entittement  contractor [10 USC Chapter 55]

program forbeneficiaries:: «“Third-party administrator’ (TPA) or “fiscal
*Active duty, guard and reserve intermediary”

-Mrhtary retirees ‘ _ *Contracts with private-sector health care
: | providers to serve “beneficiaries”

‘ ‘-Optrmlzes delrvery at mllltary treatment facilities by shdminisiens < -siale TRICARE Yrest Ragion
‘supplementing access to civilian health care networks *Hawaii: serves 146,000 beneficiaries

-Fundlng from the DoD budget : , *Monitored by TRICARE Management Authority, a
department within DoD

-Dependents and survrvors

~ *NOT an insurance plan, but rather a health care
~ entitlement earned by mllrtary members for therr *NOT an insurance company
service to our country ’

*NOT a health care provider




TRICARE West Region Overview

T
®

MT

T Himapdiy'
sD | "L
lenmm-n ‘ :_‘_1

WY

Bargabl |
’.meO

‘. y g
5‘ .. | ' {
1 M’Jﬁ]lh‘&ﬂﬁl‘.‘- I Febion M biss i L 1
e 53 4 e ® . NE it
.. Ll I - ‘ 50
g co

prewnral

WA A o ; : | R
' = | i [T T :g.-
L Fn b5 ' LEEAR Aachp KS [T

skt il My
okt

, 1)

Vet by APR i L . P Carnons Tl Pt AR

ot b NAGCA Biwath APl ! Vot P iy et At O
| ™ | .

¥, 1l "u;i “‘ A
’ln-er- f iy Kk NM
W e 451
cunin g 27
)
- ’
D Msethen AP | .
Haa Dlago WS [ ® Wi By
. 1. Hinghuck hoite Hurg
Hubs {Population) T - Fbis \
O Worthwest orgwe — [(380.208) A i Wi e F1 Wt
M Southwest ca v vime sz (776,616) .—IX Elslian AR
B Mountain sz i ut s unFLEIBs, T (455,070)
[0 Hawsiiw (145.836)
W Alaska ax__ {not at risk)
O Central oo is; ca; un; mo; o, We; e wy (B08,051)
O TSC Localion
W Hub Location

% Corparate Ofce Location — Phoenly - Maln; San Dlego - Exiended

The TRICARE West Region inchedes the 21 stabes ident¥ied above anvd a section of westem Teoms, induding El Paso and the srea
sumrcunding Fort Bliss. Boceptiors: The Rock lsland Arseral sren of fown, and certain ZIPcodes in St Lauis, MOL hat g Ar "




Does T ri West pay general excise
. ” taxes9

¢+ Yesl
. $157, 500 per year in general excise tax is paid to the

- State of Hawaii on gross receipts of $3.5 million

~« Taxable gross receipts of $3.5 million per year are paid
- by TRICARE to TriWest for various Admlnlstratlve fees:

L = Chnlcal Support Fee

- — Disease Management Program Fees

— Enrollment Fees received from beneﬁmanes
~ — Claims processing fees

" UndenNntlng Fee

*'i;SB 2155 and HB 2306 do not affect nor change this!



What the purpose for SB 2155 and
" HB 23067

. In prlor dlscussmns with representatives of
the L epartment of Taxation—they
~ expressed some concern that the
~ reimbursements might be taxable

. Consequences if taxable:

— Costs for health care of military beneficiaries
~ would significantly increase

— Can't pass on GET expense to
TRICARE/DOD l.e., the federal government




What wzll SB 3155 and HB 2306
~accomplish?

. Clarlfles that “reimbursements” from

- ‘;TRICARE to TriWest to pay TRICARE-

- authorized civilian health care providers

~ (i.e., hospitals, clinics, individual

~ physicians, and other health care
providers) for medical services provided to
TRICARE beneficiaries are exempt from
the general excise tax




How?

1 e By addlng a new category of specific
~transactions to the “additional exemptions”
sectlon of Chapter 237 (§237-24.75)

. The new subsection (3) will only apply to

- amounts received by a managed care support
~ contractor of the TRICARE program . . . for

~ reimbursement of costs or advances made fo
~ health care providers pursuant to a contract

Wlth the Unrted States




