Hospital “Tax and Match” – A loser for Miles and St. Andrews
By Rep. Jonathan McKane and Hon. David Trahan
Of all the gimmicks, tax shifts and revenue schemes our state has been using over the past two decades to balance the budget, none are more ingenious nor as blatantly manipulative as the infamous hospital “tax and match” scheme.  It is also a painful financial burden for many hospitals in this state and especially for our own Miles and St. Andrews hospitals.
The object of the tax and match game is to increase federal funding to Maine and help balance the budget.  Here’s how it works:

In 1987, the Federal government offered states like Maine an opportunity to expand services to the poor by reinterpreting Medicaid formulas.  They allowed that the federal government would give states $2 for every $1 the states invested in the indigent.  
States saw this new opportunity as a cash cow and immediately took advantage.  Maine placed a six- percent patient service tax on Hospitals and then used this new tax revenue to qualify as the state share of tax and match.  States across the nation, including Maine, began diverting this new federal money to their general funds and then the Dept. of Health and Human Services where they would take a cut before distributing the money to Hospitals in Medicaid reimbursement.  This process became a modern day money-laundering scheme.  In 1996, Bangor Daily News Editorial page editor, Mark Woodward wrote a policy brief on tax and match where he described the scheme this way, “1991 became the epitome for gimmickry in state government finance.”

It would not be long before the Federal Government figured out the scheme and toughened standards.  The most damning change was requiring states to tax all Hospitals equally; this is where tax and match fell apart.  Each hospital’s ratio of Medicaid recipients varied widely.  Hospitals with large numbers of Medicaid patients were held harmless or made money, but Hospitals like Miles and St. Andrews, with lower populations of Medicaid patients, ended up paying more in the tax then they received back in match. 

Those hospitals that lose money in the scheme must either increase the cost of services for patients or slash spending, while a hospital in the next county with a high Medicaid patient base will not.  Patients who pay out of pocket and those with private insurance end up paying more for their healthcare. As a result, tax and match would become known as “the sick tax.  By late 1994, because of tax and match and because of the low Medicaid reimbursement rate, 29 of Maine’s 42 hospitals were working in the red.  

In 1995, budget analysts predicted by 1999, shortfalls in payments to hospitals under tax and match would reach $90 million a year.  Consequently the Maine Legislature repealed the sick tax.  At the time, respected Medical ethicist, Martha Friedman of Chicago, speaking to hospital officials at the Samoset Resort in Rockport, called the tax and match a “scam” and a “shell game” seen by the federal government for what it is “an act of predation upon its finances as well as a manipulation of its statutes.”

Many thought we had seen the last of tax and match on Maine hospitals, but in 2003, facing the tough decision associated with filling budget shortfalls, Governor Baldacci, along with a party-line vote, re-instituted tax and match.  

This year, as the state again faced a budget shortfall, the same players increased this “sick tax” a second time, (LD 2290, An Act To Protect Access to Health Care sponsored by Janet Mills, D-Farmington).   It was either accept “tax and match,” they said, or they would cut MaineCare provider payments to hospitals - this at a time when the state already owes the hospitals hundreds of millions of dollars for low and non-reimbursement of MaineCare services.  The majority party, on a strict party-line vote, chose the sick tax - regardless of whether their hospitals lost money or not.
Simply put, because of tax and match the people of Lincoln County can expect to pay more for healthcare services.  The net impact of the new tax on Miles and St Andrews for the budget year of 2008 alone is more than $200,000 and is even worse in 2009.  This shortfall will have to be made up by everyone else who uses the services of these hospitals.
This tax and match scheme is just one of a long line of ingenious gimmicks and revenue shifts that our state government has been using to squeeze the taxpayer for decades.  Not unexpectedly, the idea of getting more “free money” from the feds is a perennial favorite.  But is not free, especially for Lincoln County residents.   It is surprising that any rep with a losing hospital in his or her community would support this tax on their constituent’s health care.
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