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The Board of Directors of the Dirigo Health Agency, pursuant to the
Superintendent’s Written Notice of Friday, October 7, 2005, designates the following

witnesses:

1. Steven P. Schramm.

Mr. Schramm is a Worldwide Partner in Mercer’s Government Human Services
Consulting Practice. His offices are in Phoenix, Arizona.

Mr. Schramm will testify regarding the “Final Report: Dirigo Health Savings
Offset Payment (SOP): Methodology and Calculations” dated September 19, 2005 (the
“Report”) and included in the Dirigo filing as Attachment 11.

Mr. Schramm will testify regarding the development of the Report, the
methodologies used, the approach to the methodologies and the identification of savings
initiatives set forth in the Report. Mr. Schramm’s testimony will focus on the following
savings initiatives: Certificate of Need and Capital Investment Fund Savings Initiatives

and the Health Care Provider Fee Savings Initiatives.



2. F. Kevin Russell.

Mr. Russell will testify regarding the “Final Report: Dirigo Health Savings Offset
Payment (SOP): Methodology and Calculations” dated September 19, 2005 (the
“Report”) and included in the Dirigo filing as Attachment 11.

Mr. Russell is a consulting actuary and a principal in the Mercer’s Government
Human Services Consulting Practice. His office is located in Phoenix, Arizona.

Mr. Russell will testify regarding the Insurance Carrier Savings Initiatives and the
Uninsured Initiatives as set forth in the Report. Mr. Russell will testify also with regard
to the payor group’s methodology on voluntary underwriting gains that is included in the
Dirigo filing as Attachment 7. He will testify to the differences in the calculations done
by Mercer and the calculations done by the payor group.

3. Nancy M. Kane, DBA.

Dr. Kane will testify regarding the “Final Report: Dirigo Health Savings Offset
Payment (SOP): Methodology and Calculations” dated September 19, 2005 (the
“Report”) and included in the Dirigo filing as Attachment 11.

Dr. Kane is a Professor of Management in the Department of Health Policy and
Management, Harvard School of Public Health. Her office is located in Boston,
Massachusetts.

Dr. Kane will testify regarding her work for the Dirigo Health Agency. She will
testify regarding the Hospital Savings Initiatives—Consolidated Operating Margins and
Cost per Case Mix Adjusted Discharge—identified in the Report. She will testify to her

work as set forth in her report titled “Revised Final Report to Dirigo Health Agency:



Savings Offset Payment: Voluntary Profit Limit” dated October 13, 2005 (appended
hereto as Attachment A) and her report titled “Calculation of
Savings Offset Payment Related to Limits on the Growth in Cost per Case-Mix Adjusted
Discharge” dated October 13, 2005 (appended hereto as Attachment B).
Dated: October 14, 2005 Respectfully submitted,

/s/William H. Laubenstein, I11

William H. Laubenstein, I11
Assistant Attorney General



Revised Final Report to Dirigo Health Agency
Savings Offset Payment : Voluntary Operating Profit Limit

Nancy M. Kane, DBA
Consultant to Dirigo Health Agency
October 13, 2005

According to the Dirigo Act, Section F-1, under “Voluntary limits to control growth of
insurance and health care costs”, “each hospital ....is asked to voluntarily hold hospital
consolidated operating margins to no more than 3% for the hospital’s fiscal year

beginning July 1, 2003 and ending June 30, 2004.”

The legislation does not define what entity “hospital consolidated operating margins”
should encompass. The Maine Hospital Association’s (MHA) position is that the entity
should be whatever entity prepares audited financial statements. However this position
leaves considerable room for ambiguity because some hospitals file audited financials at
the hospital, hospital plus subsidiary, and parent health system levels. Nor does the
legislation define “operating margin”. The MHA’s position is that operating margin is
whatever a hospital reports as its operating income (operating revenue minus operating
expense), divided by operating revenue. However hospitals vary in how they define
operating revenues; in particular, investment income (interest, dividends, realized gains)
may be considered operating or nonoperating revenue depending on the hospital. Other
types of income such as gifts and equity investments in other operating entities
(particularly physician practices) may be reported as operating or nonoperating income.

A final refinement required to comply with the language of the law is to match hospital
fiscal years to the July 1 to June 30 fiscal year specified. Only ten hospitals’ fiscal years
directly match this “State Fiscal Year” or SFY. Five more hospitals’ fiscal years begin
1-3 months before July 1, and 21 hospitals’ fiscal years begin 3 — 6 months after July 1.
Table 1 shows how operating revenue, expense, and income were weighted by hospital
fiscal year to achieve compliance with the SFY:



2004
Hospital
FY Begins:

4/1/2003

5/1/2003

6/1/2003

7/1/2003
(State FY)

10/1/2003

1/1/2004

# Hospitals

10

13

# Months
overlap
with Dirigo
FY 2004

12

Weighting
scheme
applied to
hospital FY
CMAD to
match
Dirigo FY*

75%2004
+.25%2005

.83*2004+
.17%2005

.92*%2004
+.08%2005

=2004

.25%2003
+.75%2004

.5*2003
+.5*2004

*2005 not yet available, so the SOP was calculated using only a partial year

This report describes hospital operating margins with investment income, gifts, and
equity investments excluded, in order to standardize the definition of operating income
across hospitals in Maine. It reports the 2004 and “baseline” operating margin for
hospital-entity-alone, and hospitals plus subsidiaries. The average operating margin
over the prior three years (2001-2003) is the “baseline” operating margin. To get to a
savings offset payment (SOP), the following rules are followed:

1. If the baseline margin is above 3%
2. And if the 2004 operating margin is below the baseline margin
3. Then a “ savings offset payment” (SOP) is calculated as the difference in

operating income between the baseline margin applied to 2004 operating

revenue, and the actual operating income in 2004. '

Results are shown in the two tables that follow. Table 2 shows SOP using hospital-only
as the reporting entity; Table 3 shows the SOP using hospital plus subsidiary
consolidated operating margins..

' The SOP calculation is (Baseline Margin * 2004 Total Operating Revenue) — 2004 Operating Income.




TABLE 2

Hospital Entity Only 2004 Operating Margins and Baseline Margins, SFY- Adjusted

Reason
NAME 2004 margin  baseline SOP - for
$000 no SOP

BLHL -0.0210 -0.0519 0 (H&(Q)
BRDG 0.0390 0.0984 1344.572

CALA 0.0702 0.0583 0 2
CARY 0.0414 -0.0126 0 (H)&(@®)
CMMC 0.0083 0.0438 6216.621

DEAN -0.0844 -0.1666 0 (1)&(2)
DNET 0.0063 -0.0202 0 (H&(2)
EMMC 0.0282 0.0322 1407.758

FRKL 0.0610 0.0171 0 (H&(2)
HGGD -0.0059 0.0048 0 1
HLTN -0.0389 -0.0164 0 1
INLD 0.0363 0.0390 83.70115

MAYO 0.0687 0.0543 0 2
MDCS 0.0408 0.0670 1737.867

MDES 0.0281 0.0089 0 (H&(2)
MECS 0.0232 0.0210 0 (1)&(2)
MGNL 0.0480 0.0342 0 2
MILES 0.0123 -0.0186 0 (1)&(2)
MLNK 0.0651 0.0128 0 ()& (2)
MMC 0.0455 0.0335 0 2
MRCY 0.0156 -0.0217 0 (1)&(®2)
NMMC 0.0614 0.0104 0 ()&(2)
PEMC 0.0117 0.0101 0 (H&®)
PBVY -0.0036 0.0229 0 1
PKVW -0.0264 -0.0209 0 - 1
RDFW - 0.0276 -0.0062 0 (L&)
RUMF 0.0984 0.0498 0 2
SBVY 0.0369 0.0547 303.9024

SMMC 0.0051 -0.0005 0 H&(®)
STAN -0.1154 -0.0629 0 1
STEV 0.0550 0.0362 0 2
STIO 0.0127 0.0278 0 1
STMY 0.0162 0.0937 7335.675

TAMC 0.0246 0.0654 2715.286

WLDO 0.0072 0.0079 0 1
YORK 0.0382 0.0295 0 (L&)
Total 21145.38

REASONS FOR NO SOP:
(1) BASELINE MARGIN LESS THAN 3%
(2) 2004 MARGIN GREATER THAN BASELINE



Table 2 shows a potential savings offset payment attributable to the voluntary operating
profit limit of $21.145 million, due to the fact that eight hospitals earned 2004 operating
margins below baseline margins (2001-2003 average operating margins), and those
baseline margins were above 3%.

Twenty-one hospitals had baseline margins below 3%, so the voluntary “limit” was not
limiting to them. Of those 21, 14 earned 2004 operating margins above their baseline
margins, reporting 2004 operating margins as high as 6.5%.

An additional seven hospitals had baseline margins above 3%, but their 2004 operating
margins were still higher than that — as high as 9.8%.

It is pretty clear from this analysis that many hospitals did not feel profit constraints at
the hospital entity level due to the voluntary profit limit of 3% in the Dirigo Act. Even
among the eight hospitals that did earn 2004 operating profits below baseline levels, only
4 earned 2004 operating profits at or below 3%; the other four earned 2004 operating
profits between 3.6 and 4.0% .



Table 3
Hospital plus SubsidiaryEntity 2004 Operating Margins and Baseline Margins, SFY-

Adjusted
Hospital & 2004
Subsidiary: OpMarg baseline  SOP
BLHL -0.02105 -0.05189 0
BRDG 0.039066 0.030105 0
CALA 0.070131  0.06363 0
CARY same as hospital 0
CMMC 0.021443 0.023083 0
DEAN same as hospital 0
DNET same as hospital 0
EMMC 0.028229 0.049583  7444.55
FRKL 0.073992 0.02737 0
HGGD same as hospital 0
HLTN -0.03867  0.01465 0
INLD 0.013249 ~ *
MAYO 0.068734 0.028053 0
MDCS 0.033107 0.045465 971.2104
MDES -0.01249 -0.03822 0
MECS 0.023291 0.018942 0
MGNL 0.025982 0.014829 0
MILES -0.02043 -0.04467 0
MILNK 0.019642 -0.10263 0
MMC 0.030921 0.019266 0
MRCY 0.015571 -0.02222 0
NMMC 0.061452 0.010765 0
PBMC same as hospital 0
PBVY -0.01053 -0.00563 0
PKVW -0.02694 -0.02255 0
RDFW 0.027254 -0.00624 0
RUMF 0.093328 0.01369 0
SBVY 0.036919  0.05933 383.3438
SMMC 0.006168 -0.00287 0
STAN -0.11599 -0.06496 0
STEV 0.011342 -0.01436 0
STJO 0.012744 0.020326 0
STMY 0.005901 0.017024 0
TAMC 0.00808 * *
WLDO -0.0033 0.003272 0
YORK 0.038199 0.029702 0
SUM 8799.104

* hospital plus subsidiary income statement not available in one of the three baseline
years, which affected two SFY years, so basecline average could not be calculated.
When not SFY-adjusted, however, and using only the two baseline years available on
a hospital fiscal-year basis, Inland generated a $1.1 million SOP, while TAMC
generated no SOP.



Table 3 provides baseline average margins and 2004 operating margins for the same
hospitals; 1in this table, the margins reflect the consolidated operations of hospitals plus
subsidiaries. For most hospitals, consolidation with subsidiaries lowers operating
margins in both the baseline and 2004 periods. Some hospitals do not have subsidiaries,
so their margins remain the same as in Table 2.

Consolidation with subsidiaries has the effect of eliminating much of the potential SOP
generated on a hospital-entity-only basis. The aggregate potential SOP for hospitals
consolidated with subsidiaries dropped to $8.8 million (hospital plus subsidiaries), only
42% of what was generated by hospital entities alone. Only three of the eight hospitals
from Table 2 showed potential offset savings payments once the operating income of
subsidiaries 1s consolidated with that of hospitals (although for two of those nine,
consolidated data was not available for one of the baseline years, so no SOP could be
calculated)..

Discussion

These results illustrate how critical it is to both define the entity for which operating
margins are to be limited, and to set a limit that is meaningful relative to historical
experience. Depending on which entity is considered as the unit for which operating
margins are reported, savings offset payments could be anywhere from $8.8 to $21
million. The MHA definition of a “consolidated” entity being anything for which audited
financials are prepared does not provide sufficient guidance to policymakers.

The voluntary operating limit does not appear to have been a real constraint on hospital
profits. A clearer definition of the reporting entity and a more stringent level of operating
profit constraint are needed if this type of limit is to generate meaningful savings offset
payments in the future.

Addendum:

This revised report corrects two spreadsheet errors found upon review: one that
eliminated the SOP estimate for Stephens Hospital (hospital-only entity), and another that
reduced the SOP estimate for Sebasticook Valley hospital from $470,125 to $383,344.



Hospital Entity Only 2004 Operatins Margins and Baseline Margins, State-Fiscal-Year Adjusted

NAME 2004 margin  baseline SOP Reason for
$000 no SOP
BLHL -0.0210 -0.0519 0(1)&(2)
BRDG 0.0390 0.0984 1344572
CALA 0.0702 0.0583 0 2
CARY 0.0414 -0.0126 0(1)&(2)
CMMC 0.0083 0.0438 6216.621
DEAN -0.0844 -0.1666 0(1)&(2)
DNET 0.0063 -0.0202 0(1)&(2)
EMMC 0.0282 0.0322 1407.758
FRKL 0.0610 0.0171 0(1)&(2)
HGGD -0.0059 0.0048 0 1
HLTN -0.0389 -0.0164 0 1
INLD 0.0363 0.0390 83.70115
MAYO 0.0687 0.0543 0 2
MDCS 0.0408 0.0670 1737.867
MDES 0.0281 0.0089 0(1)&(2)
MECS 0.0232 0.0210 0(1)&(2)
MGNL 0.0480 0.0342 0 2
MILES 0.0123 -0.0186 0 (&2
MLNK 0.0651 0.0128 0(1)&(2)
MMC 0.0455 0.0335 0 2
MRCY 0.0156 -0.0217 0(1)&(2)
NMMC 0.0614 0.0104 0(1)&(2)
PBMC 0.0117 0.0101 0(1)&(2)
PBVY -0.0036 0.0229 0 1
PKVW -0.0264 -0.0209 0 1
RDFW 0.0276 -0.0062 0(1)&(2)
RUMF 0.0984 0.0498 0 2
SBVY 0.0369 0.0547 303.9024
SMMC 0.0051 -0.0005 0(1)&(2)
STAN -0.1154 -0.0629 0 1
STEV 0.0550 0.0362 0 2
STJO 0.0127 0.0278 0 1
STMY 0.0162 0.0937 7335.675
TAMC 0.0246 0.0654 2715.286
WLDO 0.0072 0.0079 0 1
YORK 0.0382 0.0295 0(1)&(2)

21145.38



fiscal-year adjusted

Hospital &

2004

Subsidiary: OpMarg  baseline

BLHL
BRDG
CALA
CARY
CMMC
DEAN
DNET
EMMC
FRKL
HGGD
HLTN
INLD
MAYO
MDCS
MDES
MECS
MGNL
MILES
MLNK
MMC
MRCY
NMMC
PBMC
PBVY
PKVW
RDFW
RUMF
SBVY
SMMC
STAN
STEV
STJO
STMY
TAMC
Waldo
York
SUM

-0.021049 -0.051893
0.039066 0.030105
0.070131  0.06363
same as hospital
0.021443 0.023083
same as hospital
same as hospital
0.028229 0.049583
0.073992 0.02737
same as hospital
-0.038671 0.01465
0.013249 *
0.068734 0.028053
0.033107 0.045465
-0.012492 -0.038223
0.023291 0.018942
0.025982 0.014829
-0.020431 -0.044665
0.019642 -0.102631
0.030921 0.019266
0.015571 -0.022219
0.061452 0.010765
same as hospital
-0.01053 -0.005629
-0.026941 -0.022553
0.027254 -0.006237
0.093328 0.01369
0.036919  0.05933
0.006168 -0.002867
-0.115988 -0.06496
0.011342 -0.014363
0.012744 0.020326
0.005901 0.017024
0.00808 *
-0.003297 0.003272
0.038199 0.029702

SOP

7444 5

OO0 UNMNODOODOO OO

*

0
971.2104

383.343

QOO OO WODOODOOOOOOOOOO

0
0
8799.104



System Na OPMRG-FYA
BlueHill -0.021049
Calais 0.070131
CMHC 0.021443
EMMC 0.028229
Franklin 0.073992
Houlton -0.038671
INLD 0.013249
Mayo 0.068734
MeCoReg 0.023291
Mercy  0.015571
'MGNL Hih 0.025982
Midcoast 0.033107
MtDesert -0.012492
Miles &Sut -0.020431
Millinock  0.019642
MMC& sub 0.030921
MtDesert -0.012492

NoMe 0.061452
Parkview -0.026941
PVH -0.01053
RedFairv  0.027254
SBVY 0.036919

)G 0.005901
nd&sul -0.115988
StJosephs 0.012744
TAMC

Waldo -0.003297
Webber 0.006168
WMHCC  0.011342
York 0.038199




Calculation of Savings Offset Payment Related to Limits on the Growth in Cost Per
Case-Mix Adjusted Discharge

Nancy M. Kane, Consultant to the Dirigo Health Agency
October 13, 2005

According to the Dirigo health care reform act, “each hospital...is asked to voluntarily
restrain cost increases, measured as expenses per case mix adjusted discharge, to no more
than 3.5% for the hospital fiscal year beginning July 1, 2003 and ending June 30, 2004.”
(Section F-1, 1B). The Dirigo Health Board is to establish a savings offset payment
amount to be paid by health insurance carriers and other claims payers at a rate that “may
not exceed savings resulting from decreasing rates of growth in the State’s health care
spending and in bad debt and charity care costs.” (Section 6913, 2)

Methodology for Measuring Hospital Expenses, Case Mix, and Adjusted Discharges
Hospital Expense, Discharge and Case Mix

This analysis reports on the savings resulting from decreasing rates of growth in hospital
costs per case-mix adjusted discharge (CMAD) during the Dirigo Fiscal Year July 1,
2003 to June 30, 2004, based on a cost and discharge methodology proposed by the
Maine Hospital Association (MHA). In June, 2005, the MHA provided the consultant
with a spreadsheet showing hospital CMAD for hospital fiscal year 2003, with costs
taken from the Medicare Cost Report, Worksheet C, and case mix indices (using CMS
case weights applied to all discharges) and discharges derived from discharge data
provided by the Maine Health Data Organization (MHDO). Discharges were adjusted for
outpatient activity according to the methodology proposed by the MHA:

Inpatient discharges (including newborns) multiplied by the Case Mix Index derived
using CMS case weights applied to all payer discharges

Plus

Outpatient-adjusted discharges, calculated as Outpatient Gross Patient Service Revenue
divided by Inpatient Gross Patient Service Revenue Per Inpatient Discharge.

The consultant used the MHA spreadsheet as a template off which she calculated the
Baseline Years CMAD (2001-2003) and 2004 CMAD data, using the same data sources
to determine 2000-2004 hospital expenses, discharges , and case mix indices. Minor
modifications were made to the MHA template as described in Appendix A to enable
year-to-year comparisons using consistent measurements and entities over the period of
analysis .



Fiscal Year Adjustment

The cost data is provided in terms of hospital fiscal years, so it requires an adaptation to
the Dirigo fiscal year in order to be compliant with the time period prescribed in the
legislation (July 1, 2003 — June 30, 2004). Hospital fiscal years do not correspond to the
Dirigo fiscal year (July 1 — June 30) for 26 of the 36 hospitals analyzed. To get to the
Dirigo fiscal year, the analysis weighted the hospital fiscal year CMAD by the number of
months of overlap with the Dirigo fiscal year, to come up with a Dirigo fiscal-year-
adjusted CMAD. For the rest of this report, the term CMAD means CMAD adjusted to
the Dirigo fiscal year.

Table 1 describes the hospital fiscal years and how they overlap to the 2003-2004 Dirigo
fiscal year. '

2004 7/1/2003 10/1/2003 | 1/1/2004

Hospital
FY Begins:

4/1/2003 5/1/2003 6/1/2003

# Hospitals | 2 2 1 10 13 8

# Months 9 10 11 12 9 6
overlap
with Dirigo
FY 2004

Weighting
scheme

.75*2004
+.25*2005

.83%2004+
.17%2005

.92%2004
+.08*2005

=2004

.25%2003
+.75%2004

.5*2003
+.5*2004

applied to
hospital FY
CMAD to
match
Dirigo FY*

*2005 not yet available, so the SOP was calculated using only a partial year, but
assuming the 2004 growth rate based on the 2004 data available.

It is appropriate from a practical and theoretical standpont to use is the Dirigo fiscal year
as the basis for measuring cost containment effort, because hospitals knew about the cost
limit possibility in the spring of 2003, during the development of the Dirigo Act. Thus
hospitals were prepared to and subsequently did initiate cost constraints in accordance
with the Dirigo fiscal year . The alternative possibility, that hospitals waited for up to 11
months after the Dirigo fiscal year began to initiate such constraints only at the beginning
of their 2004 fiscal years is a less realistic assumption, and is not consistent with what
representatives of the hospitals were saying at the Hospital Study Commission meetings
this past year. During the fall and winter of the second Dirigo fiscal year (July 2004 —
June 2005), the Hospital Study Commission was meeting regularly to discuss, among
other things, the third fiscal year CMAD limit and how it should be set. The MHA, as a
member of those discussions, indicated that for Dirigo Year 2, hospitals had decided to
raise their voluntary limit to 4.5%, and were already operating under that assumption.




Methodologies Involved in Calculating Baseline and 2004 Growth Rates
Hospital Market Basket Adjustment

In August, 2005, the Savings Offset Payment (SOP) Workgroup suggested that the SOP
calculation should take into account Hospital Market Basket Inflation (HMBI). The
HMBI reflects the rate of inflation for hospital input costs nationally — eg salaries and
wages, benefits, labor, utilities, supplies, pharmaceuticals, liability insurance. It is
determined by consultants to the CMS for purposes of determining updates to the
Medicare Prospective Payment System. Since the annual HMBI is stated as though
hospital fiscal years correspond to the federal fiscal year (October 1 through September
30), the annual HMBI had to be adjusted (using the quarterly data published by CMS that
make up the HMBI) to match the Dirigo Fiscal Year of July 1- June 30. This resulted in
anrual HMBI of 4.2% in 2001, 3.1% in 2002, 3.5% in 2003, and 3.8% in 2004.

Compound Growth Rate in Excess of Inflation

A second adjustment to the growth rate calculation suggested by the SOP Workgroup
was to use compound rather than average growth rates over the baseline period 2001-
2003. Thus, after inflation was taken out of cost growth over the baseline period, the
baseline growth rate was the compound growth rate (CGR). The CGR is slightly lower
than the average growth rate over 3 years. For example,

CMAD 2000 =$4000
CMAD 2003 = $4700 after taking out inflation-related growth

Average Growth Rate = ((4700-4000)/4000)/3
=5.83%
Compound growth rate = 5.52%'

Final SOP Methodology:

The methodology used to incorporate the HMBI and the CGR was to inflate each
hospital’s 2000 CMAD by the HMBI for the three years 2001-2003 to get an inflation-
indexed CMAD for 2003. This inflation-indexed CMAD for 2003 was subtracted from
2003 actual CMAD:; that difference represented the three-year (baseline) change in cost
after adjusting for inflation. This numeric difference was used to calculate the compound
rate of growth between 2000 and 2003 in excess of inflation . That compound growth
rate became the “baseline growth rate”.

' 4000*1.0552*1.0552*1.0552=$4700



To calculate the inflation-adjusted rate of growth for 2004, the 2004 HMBI inflation rate
of 3.8% was subtracted from the actual growth rate of CMAD in 2004 over CMAD in
2003.

The SOP was the product of the difference between baseline growth rate and the 2004
inflation-adjusted growth rate, times the 2003 CMAD; that product was then multiplied
by the number of 2004 case-mix and outpatient-adjusted discharges.

Hospital example:

1. Hospital 2000 CMAD of $4000

2. Inflated forward to 2003 : $4000*1.042*1.031*1.035 = $4,448 (inflation-indexed
2003 CMAD)

3. Hospital 2003 actual CMAD = §$5,125

4. Difference between 2003 actual CMAD and the 2003 inflation indexed CMAD is
$677.

5. $677 increase over 3 years = 5.35% compound baseline growth rate (the rate of
growth in excess of inflation for the three years 2001-2003).

6. Hospital 2004 actual CMAD = $5,304; this represents a 3.5% increase over 2003
actual CMAD (assumes hospital budgeted to hit the Dirigo CMAD target).

7. 2004 HMBI-adjusted growth rate is -.3% (actual 3.5% minus HMBI in 2004 of 3.8%)
8. Baseline inflation-adjusted growth rate of (1+5.35%) * 2003 actual CMAD = $5399,
which is what 2004 CMAD would have been after inflation if it had grown at the baseline
rate. :

9. Inflation-adjusted growth rate is (1 -.003)*2003 actual CMAD or $5110 after
adjusting for inflation..

10. Difference between $5399 and $5110 = $289 which is the savings per discharge in
2004.

11. Multiply the savings per discharge times the number of casemix-and outpatient-
adjusted discharges, say 7,000 discharges = SOP of $2,023,000.

Table 2 shows the SOP by hospital, using the above methodology. The total SOP
attributable to the CMAD voluntary limit for Dirigo Year 1 is roughly $67 million,
generated by 23 hospitals out of the 36 acute facilities in Maine.



Table 2
SOP related to CMAD Growth Limit

NAME baseline cgr 2004 growth SOP
> inflation

AROO -0.0036 0.0295 0.00
BLHL 0.019 -0.0799 901,274.42
BRDG -0.0092 -0.0806  1,054,239.78
CALA 0.0067 0.0069 0.00
CARY -0.0136 0.0326 0.00
CMMC 0.0093 0.0222 0.00
.DEAN 0.008 0.0976 0.00
DNET -0.0109 -0.0399 484,798.02
EMMC 0.0294 -0.0052  8,968,917.95
FRKL 0.0486 -0.0632  4,192,062.04
HGGD -0.0045 -0.0439 951,269.97
HLTN -0.016 -0.0312 258,379.97
INLD 0.0163 -0.0896  2,623,660.63
MECS 0.0349 0.0743 0.00
MGNL 0.0132 -0.0093  3,766,403.18
MMC 0.029 0.0042  8,755,396.74
MAYO 0.0027 -0.0650  1,081,028.55
MRCY 0.0073 0.0222 0.00
MDCS 0.0253 -0.0297  2,876,548.48
MILES 0.0143 0.0318 0.00
MLNK -0.0217 -0.0005 0.00
MDES 0.4194 0.0420 5,642,519.58
NMMC 0.0775 0.0000 1,674,911.85
PKVW ~0.032 0.0325 0.00
PBMC 0.0444 0.0286 575,915.78
PVMC 0.1911 0.0482  1,560,610.92
RDFwW 0.0373 0.0087 819,000.80
RUMF 0.07 -0.1096  2,643,965.21
SBCK 0.0303 0.1645 0.00
SMMC 0.0164 0.0641 0.00
STEV 0.1541 -0.0717  5,787,878.08
STAN 0.0821 0.0339 294,907.23
STJO 0.0095 -0.0589  4,249,608.39
STMY 0.0271 0.0249 179,848.18
WLDO 0.0237 0.1369 0.00
YORK 0.0433 -0.0415  4,844,669.02

Total SOP: 64,187,814.78



Appendix A: Adjustments to the cost and case mix data provided by MHA

MHA only provided hospital cost data for fiscal year 2003, using the Medicare Cost
report Worksheet C, which excludes hospital bad debt and non-hospital expenses (home
health agencies, longterm care facilities, hospital-owned physician practices). MHA also
excluded the state provider tax in 2003, based on its records of hospital 2003 provider tax
information. MHA used Worksheet C (part 1, column 1, line 103) for total hospital
expenses, and then removed costs and revenues associated with Skilled Nursing
Facilities, Nursing Facilities, and Other Longterm Care, as well as Rural Health Centers,
using those specific line times in Worksheet C.

This same template was used by the consultant to construct hospital cost data for the
years 2000, 2001, 2002, and 2004. 2004 was further adjusted to remove hospital-based
physicians that had been external entities in 2003 (not included in the 2003 Medicare cost
report) but had been consolidated into the hospital entity in 2004. These costs and
revenues were identified primarily because of new cost centers with names like “Primary
Care Physicians” in the MCR and/or huge jumps in existing “primary care” or
“outpatient clinic” cost centers, where physician practice consolidation in 2004 could be
identified through footnotes and supplemental cost and revenue information provided by
hospital audited financial statements.

The 2004 hospital provider tax was also entered by the consultant, using information
provided by the state regarding the amounts due and the timing of the tax levy.
Combining the state information with that provided in hospital 2003 and 2004 audited
financial statements, as well as the MHA information for 2003, the consultant was able
to match tax levies to hospital fiscal year. For instance, for hospitals with fiscal years
ending September 30, the 2003 levy (announced in November of 2003) was not
recognized until hospital fiscal year 2004; for those hospitals, they recognized the 2003
full levy plus a proportionate share of the 2005 levy in 2004. Proportionate share was
based on the overlap in hospital and state fiscal years, so for the September 30 hospitals,
that overlap was 25% or 3 months.

The MHA used Worksheet C for all hospitals except Maine Medical Center (MMC) and
Eastern Maine Medical Center (EMMC); for those two, it started with expenses from
Worksheet A, which included more expenses than did Worksheet C (including
educational and research expenses). While MHA then removed the educational and
research expenses to arrive at a 2003 CMAD for these two hospitals, their CMADs were
still higher than what would have been derived from Worksheet C’s hospital expenses. It
was not clear what rationale was behind using Worksheet A for these two hospitals, so
the consultant used the Worksheet C data instead for EMMC and MMC, in order to
maintain consistency.

Finally, the consultant had to estimate the all-discharge Case Mix Index (CMI) including
newborns for 2000, because it was not possible to get that number in time for this
analysis. We did have the 2000 CMI excluding newborns, so the CMI including



newborns was estimated using the average relationship of the CMI including Newborns
to the CMI excluding newborns for the years 2001, 2003, and 2004, years for which both
CMIs were available. (This same method was used to fill in the CMI for 2002 ).

Corrections to Report:

This revised report corrects a spreadsheet error noted by a peer review done by Mercer.
This had the effect of reducing the SOP estimate from roughly $75 million to $64.2
million. It also corrects an error in the description of the calculation of the provider tax
amount; which have been highlighted in bold (wrong numbers were 2004, 75%, 9 months
respectively).



CERTIFICATE OF SERVICE

I, William H. Laubenstein, 111, Assistant Attorney General for DIRIGO Health, do hereby certify
that on this date the foregoing document was served on all counsel of record via U.S. first class mail,
postage prepaid, and electronic mail as follows:

Roy T. Pierce, Esq. John Kelly, Esq.

Preti Flaherty Beliveau Pachios & Haley Compass Health Analytics, Inc.
45 Memorial Circle 465 Congress St., 7" FI.

P.O. Box 1058 Portland, ME 04101

Augusta, ME 04332-1058 jck@compass-inc.com
rpierce@preti.com

William H. Stiles, Esq. Thomas C. Sturtevant, Jr., AAG
Verrill Dana, LLP Office of Attorney General
One Portland Square 6 State House Station

P.O. Box 586 Augusta, ME 04333-0006
Portland, ME 04112-0586 tom.sturtevant@maine.gov

wstiles@verrilldana.com

Christopher T. Roach, Esqg.
Pierce Atwood, LLP

One Monument Square
Portland, ME 04101
croach@pierceatwood.com

Rufus E. Brown, Esq.

Brown & Burke

85 Exchange Street, Suite 201
P.O. Box 7530

Portland, ME 04112
rbrown@brownburkelaw.com

D. Michael Frink, Esqg.

Curtis, Thaxter, Stevens, Broder & Micoleau, LLC
One Canal Plaza

P.O. Box 7320

Portland, ME 04112-7320
dfrink@curtisthaxter.com

Dated: October 14, 2005 [s/William H. Laubenstein, |11
William H. Laubenstein, I1l, Bar No. 1394
Assistant Attorney General
Office of Attorney General
6 State House Station
Augusta, ME 04333-0006
(207) 626-8800



mailto:jck@compass-inc.com
mailto:rpierce@preti.com
mailto:tom.sturtevant@maine.gov
mailto:wstiles@verrilldana.com
mailto:croach@pierceatwood.com
mailto:rbrown@brownburkelaw.com
mailto:dfrink@curtisthaxter.com



