September 29, 2009
At your request, we have prepared a proposal to provide analyses of the cost impacts of implementing a single statewide comprehensive health care system modeled on Senate Bill 400 of the General Assembly of Pennsylvania.  The program would take state and federal funding for health benefits in Pennsylvania and use it to fund a single-payer program covering all state residents. Additional funding would be collected from state residents and employers with dedicated funding mechanisms.

In this project, we would estimate the cost of implementing such a program on statewide health spending and spending for major stakeholder groups including: the state government, private employers, households, providers and the federal government. We would also estimate additional revenue requirements and the tax rates required to fully fund the program. As part of the analysis, we would estimate savings resulting from the use of a single payer including administrative savings and bulk purchasing of drugs and other medical supplies.  

Analysis Plan
Our approach will be to begin with a description of the major features of program for your review. We will base these program features on SB. 400 and other materials supplied by you. In instances where program detail is missing, we will suggest potential specifications for you to review and approve. Key specifications include: 
· Covering all residents under a single-health plan;

· Eligibility for non-citizens;
· Benefits package;

· Primary care initiatives;

· Program cost-sharing;

· Disposition of Medicare and Medicaid;

· Disposition of Workers Compensation funds (health portion);

· Provider payment levels;

· Accounting for provider administrative savings in payment rates;

· Provisions governing payment updates; and

· Methods of financing.

We would calibrate our models to reflect the most recent data available on the sources of coverage for Pennsylvanians. We would also obtain the most recent data available on health spending by type of service and source of payment for the state. This includes state government spending for health services, which is available from the state budget data.  

Once we have agreed to the specification, we would run the model and present our estimates of program impacts in presentation format. The document would include detailed estimates of spending under the program. This would also include distributional detail such as employer impacts by firm size and industry and changes in consumer spending by family income and other demographic effects. This will give you an opportunity to correct any unintended effects revealed in the simulation.

We would then re-execute the simulation based upon these revisions, and prepare a brief written report summarizing the features of the plan and our key assumptions in modeling their effects. The report would also present a brief summary of our estimates of the effect on health spending for key stakeholder groups. 

Analysis Tables

The report would include several tables designed to show the impact of the proposal on statewide health spending as well as spending by stakeholder groups including employers, consumers, providers and state and federal governments. Our approach is to estimate spending for these stakeholder groups under current law as our “base case” scenario. We then estimate spending for these stakeholder groups under the bill. The difference between spending for stakeholder groups under the bill and spending for these groups under current law forms the basis of our impacts analyses. 

We would begin with an analysis of how the program affects total health spending. It is here where we would quantify the impact of the program on the total amount spent on health for Pennsylvanians. This would illustrate the changes in state-wide spending including increased utilization for newly insured people and savings resulting from simplified administration and bulk purchasing. These changes in spending include:

· Health services utilization for newly insured people;

· Changes in utilization due to changes in patient cost-sharing;

· Changes in provider reimbursement levels for services;

· Changes in insurer and public program administrative costs; 

· Changes in administrative costs for providers;

· Health spending by type of provider; and

· Savings from bulk purchasing. 

We would provide a detailed summary of the impact of the program on state health expenditures. This would include the cost of benefits and administration under the program less savings to existing programs and new revenues. These include: 

· Spending for health services and supplies under the program;

· Program administrative costs;

· Savings to state Medicaid and Children’s Health Insurance Program (CHIP);

· Changes to other coverage programs;

· Savings under state and local mental health programs;

· Savings to state and local governments for safety-net programs;

· Recovery of Federal savings for Medicare, Medicaid and other grants programs;

· Revenues from new funding mechanisms (taxes etc.);

· Changes in state premium tax revenues;

· Changes in state income taxes due to changes in employer spending; and

· Net change in costs for state and local workers health benefits plans.

As part of the analysis, we will estimate the impact of the program on Federal government spending for Pennsylvanians including the effects on program spending and tax revenues. These include:

· Federal funds for existing programs transferred to the single-payer program;

· Changes in federal revenues due to changes in employer costs; and 

· Changers in spending for federal employees.

We would provide estimates of the impact of the program on employer spending for health. This will include any new taxes paid by the employers as compared with health benefits spending under current law for workers, dependents and retirees. These analyses include:

· Changes in spending for private employers from employer mandates;

· Changes in cost shifting to employer coverage;

· Net changes in health spending by firm size, industry and current insuring status; and

· “Winners and Losers” analysis for private employers by firm characteristics.

We would provide tables summarizing the impact of the bill on health spending for families. These include family spending for premiums cost-sharing and taxes created to fund the program.  We would provide the following:

· Changes in household spending for premiums and out-of-pocket expenses;

· Wage changes due to changes in employer costs under the proposal; 

· New tax payments under reform;

· Changes in spending by family income, age of family head, current insured status and other demographic groups;

· Winners and losers analysis by family income and other family characteristics; and

· Changes in wages resulting from changes in employer health spending.

We would provide estimates of national health spending and net federal spending for the 2010 through 2019 period.

Sequencing of Work Products    

As discussed above, there are five primary tasks to the analysis. These include:

· Task 1: Fully specify the provisions to be modeled;

· Task 2: Develop baseline for Pennsylvania;

· Task 3: Develop initial estimates;

· Task 4: Revise estimates based upon client feedback;

· Task 5: Prepare final report. 

We propose to complete these analyses for Pennsylvania within four weeks of receiving a signed contract. Once completed, we will be able to provide the same analyses for other states as requested. 

Personnel 

Key personnel would include John Sheils, Randy Haught and Mark Zezza Ph.D. of the Lewin Group. These are the people primarily responsible for Lewin Group analyses of the financial impacts of health reform.  There background is summarized below:

· Mr. John Sheils, is a nationally recognized expert on designing and evaluating health coverage expansion proposals and payment reform policies using actuarial analyses and micro-simulation modeling.  He joined Lewin in 1980 and has worked to establish the firm as one of the few independent sources of information on the financial impacts of health coverage expansions and other national and state health reform initiatives. He directed recent Commonwealth studies on the Path proposal and the analysis of congressional health reform plans;  

· Mr. Randall Haught, Senior Scientist, has been responsible for the development and use of health reform models and data analysis He has developed estimates of the cost of several health care reform proposals including the Commonwealth proposal .and the distributional impacts of these initiatives on health spending for households, employers and state/federal governments for countless Lewin engagements; 

· Mark Zezza Ph.D. is currently managing our analysis of alternative payment methodologies for imaging services for the Centers for Medicare and Medicaid Services (CMS). Mark was formerly employed with the Office of the Actuary of the CMS where he assisted on compiling health spending projections for diverse data sources. 
Sincerely;
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John Sheils

Vice President
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