ARIZONA HOUSE OF REPRESENTATIVES
Fifty-first Legislature — Second Regular Session

COMMITTEE ON APPROPRIATIONS
Minutes of Meeting

Wednesday, February 12, 2014
House Hearing Room 1 -- 2:00 p.m.

Chairman Kavanagh called the meeting to order at 2:17 p.m. and attendance was noted by the
secretary.

Members Present
Ms. Alston Mr. Gray Mrs. Ugenti
Mr. Boyer Mr. Kwasman Mr. Olson, Vice-Chairman
Mr. Campbell Ms. Mach Mr. Kavanagh, Chairman
Mr. Forese Mr. Sherwood

M embers Absent

None

Committee Action

HB2276 - DP (7-4-0-0)

CONSIDERATION OF BILL

HB2276 - premium tax reduction - DO PASS

Vice-Chairman Olson moved that HB2276 do pass.

Casey Baird, Majority Research Assistant Analyst, explained that insurers are currently required
to pay a gross receipts tax on income received from insurance premiums at a rate of 2 percent in
lieu of corporate income tax. HB2276 reduces the insurance premium tax rate by .1 percent
each calendar year from 2015 to 2017, ending with a rate of 1.7 percent in 2017 and all
subsequent years (Attachment 1).

Mr. Forese, sponsor, deferred testimony to speakers.

Glenn Hamer, President/Chief Executive Officer, Arizona Chamber Of Commerce and Industry,
spoke in favor of HB2276. He noted that efforts by the Legislature in the past to reduce major
business taxes have reaped benefits. The 2 percent rate on gross receipts is not as competitive as
it needs to be. This proposal is fiscally responsible and moves the rate to 1.7 percent over three
years (Attachment 2). Jobs in the insurance industry are high-wage jobs that provide great
benefits.
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In response to questions, Mr. Hamer said that while the Arizona economy is improving, the
3,000 jobs that were lost during the downturn have not returned. This policy was designed in a
fiscally responsible way with a phase-in so the General Fund will not be substantially impacted.
When jobs are added, the different tax collections increase because people buy homes, shop, etc.
He cannot say specifically how many jobs this legislation will create, but a more attractive tax
environment creates additional opportunities.

Mr. Forese submitted that it is a very dangerous path to go down to look to businesses for
accountability on the number of jobs that can be created. The correlation between government
and business should have a sizeable disconnect, and looking to business in terms of owing the
government is the beginning of the end of the free market. The question that should be asked is
what can be done to create a better environment, and more jobs will be created, which has been
the case in the history of this country. Businesses should be allowed to expand as they want.

Discussion continued about tax reductions and job growth.

J. Michael Low, Attorney, American Council of Life Insurers; Prudential Financial; MetLife, in
favor of HB2276, stated that the problem national insurance companies have is the retaliatory
tax. Companies are punished by having to pay the higher local state tax where the company is
domiciled or the state in which the company is doing business. Over the last 15 to 20 years,
18 states reduced the premium tax to below 2 percent. In 1988, Arizonawas at 1.7 percent, but
the Legidature increased it to 2 percent. Maor companies are deterred from moving to Arizona
at a 2 percent premium tax rate. He added that life insurance products are retirement products,
and the companies compete against mutual funds and banks, which pay the corporate income tax
rate that is going down to 4.9 percent. The effective rate at 2 percent is approximately 14.6
percent, so there is a competitive imbal ance that penalizes life insurance companies.

Mr. Campbell commented that Arizona cannot compete based solely on tax incentives because
other states will always outdo Arizona the following year. The state has other important items
that need to be funded.

Representative David Livingston, representing self, advised that he is an insurance agent. This
bill is needed, not only for the insurance industry, but to position the state to recruit more
companies to Arizona and provide more jobs. The insurance industry, in general, provides high-

paying jobs.

Vice-Chairman Olson announced the names of those who signed up as neutral on HB2276 but
did not speak:

Andrew Carlson, Executive Assistant for Policy Affairs, Arizona Department of Insurance

Scott Greenberg, representing self

Vice-Chairman Olson announced the names of those who signed up in support of HB2276 but
did not speak:

Scot Mussi, Arizona Free Enterprise Club

Ellen Poole, United Services Automobile Association

Don Isaacson, State Farm Insurance Companies

Norman Moore, Attorney, State Farm Insurance Companies
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Kerry Hayden, Farmers Insurance Group of Companies

Garrick Taylor, Arizona Chamber Of Commerce and Industry

Stuart Goodman, CSAA Insurance Group

Chad Heinrich, Lobbyist, Greater Phoenix Chamber of Commerce
Mike Sistak, Lobbyist, Flagstaff Chamber of Commerce

Ryan O'Daniel, Lobbyist, Humana, Inc.

James Stabler, Lobbyist, CopperPoint Mutual Insurance Company
Brett Jones, Vice President of Operation, Arizona Construction Association
Wendy Briggs, United Services Automobile Association

Kelsey Lundy, Lobbyist, Arizona Chamber of Commerce

David Childers, Lobbyist, Farmers Insurance Group of Companies
Lee Miller, Lobbyist, Arizona Small Business Association

Eric Emmert, Lobbyist, East Valley Chamber of Commerce Alliance
Lea Marquez Peterson, representing self

Question was called on the motion that HB2276 do pass. The motion carried
by aroall call vote of 7-4-0-0 (Attachment 3).

PRESENTATIONS

Arizona Health Care Cost Containment System

Jon Stall, Joint Legidative Budget Committee, reviewed AHCCCS and DHS Medicaid
Estimates, noting that he combined the Arizona Health Care Cost Containment System
(AHCCCYS) and the Department of Health Services (DHS) because the two agencies have similar
issues (Attachment 4).

Vice-Chairman Olson assumed the Chair.

Tom Betlach, Director, Arizona Health Care Cost Containment System, offered to answer
guestions.

Department of Health Services

Matt Gress, Joint Legislative Budget Committee, reviewed DHS functions, General Fund
funding, total fiscal year (FY) 2015 baseline funding, Executive policy issues, the Translational
Genomics Research Institute (TGen), total behavioral health funding, total Seriously Mentally Il
(SM1) funding, Arnold v. Sarn update, Arizona State Hospital (ASH) Centers for Medicaid and
Medicare Services (CMS) Certification and county Sexualy Violent Persons (SVP) and
Restoration to Competency (RTC) contributions (Attachment 5).

Chairman Kavanagh resumed the Chair.

Will Humble, Director, Department of Health Services, offered to answer questions.
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Without objection, the meeting adjourned at 3:26 p.m.

Linda Taylor, Committee Secretary
February 24, 2014

(Original minutes, attachments and audio on file in the Chief Clerk’s Office; video archives
available at http://www.azleg.gov)
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