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REPORT OF EXPERT WITNESS PURSUANT TO RULE 26(2)(B), 
FED. R. CIV. PRO
I, Leslie Hendrickson, Ph.D. have been retained as an expert witness by counsel for the plaintiffs in this litigation. I am submitting the following report concerning my prospective expert testimony in the above entitled matter, pursuant to Rule 26(2)(B) of the Federal Rules of Civil Procedure.  

1. I expect to express my opinions on the following issues:

A. What is the one-year fiscal loss to the proposed program? The data and reasoning I rely on are shown below. My analysis results in a conclusion that the 2012 first-year loss was $499,503.

B. What is the five-year fiscal loss to the proposed program? The data and reasoning I rely on are shown below. My analysis results in a conclusion that the total five-year loss is $$2,550,728.

2.   Data and other information considered as a basis for this report:

In preparation for the one-year analysis I considered:

Cecil County Drug and Alcohol Council documents entitled “Plans, Strategies and Priorities for Meeting the Identified Needs of the General Public and the Criminal Justice System for Alcohol and Drug Abuse Evaluation, Prevention, and Treatment” for the years 2009-2011;

A map prepared for the Maryland Department of Health and Mental Hygiene (DHMH) Alcohol and Drug Abuse Administration dated January 24, 2011 and titled Heroin-Related Treatment Admissions Fiscal Year 2011;
Cecil County Government, Department of Planning and Zoning, Board of Appeals minutes of June 26, 2012;
Cecil County Recovery’s Application for Controlled Dangerous Substances Registration, with a fax date of 08/05/2013

An undated Answers to Interrogatories in Case No.: 1:12-cv-03786-JKB which was witnessed by a notary on July 30, 2012.

An unpublished survey substance abuse agencies in the 26 states east of the Mississippi River that I conducted in 2012;

A review of the websites of the Maryland Department of Health and Mental Hygiene (DHMH) Alcohol and Drug Abuse Administration that I did in August 2013;

The 2012 Annual Report of the West Virginia Health Care Authority and e-mail correspondence with West Virginia staff;

Conversations with Mr. Jason David and Mr. Herb Howard who are associated with the operations of the proposed program; 

A review of the pro forma prepared by Jason David for the operation of the proposed treatment program;
The Maryland National Survey of Substance Abuse Treatment Programs (N-SSATS) report for March 31, 2011 prepared by the Substance Abuse and Mental Health Administration (SAMHSA);

An analysis I did of the facility-level database of the 2011 National Survey of Substance Abuse Treatment Programs (N-SSATS), and
A review of 2012 IRS 1120S forms on two other treatment programs operated by persons associated with proposed treatment program,
In preparation for the five-year analysis I also considered:
State of Maryland statistics published by the Maryland Department of Labor, Licensing and Regulation;

Federal Bureau of Labor Statistics (BLS) websites containing historical wage data on mean hourly wages for the Wilmington, DE-MD-NJ Metropolitan Division by type of occupation;
Bureau of Labor Statistics, Employment Cost Index for Benefits from the Continuous Occupational and Industry Series for private industry service occupations data for the years 2006-2012, and
The “All Other Expenses” category, of the Consumer Price Index - All Urban Consumers, for the Philadelphia-Wilmington-Atlantic City, Pa.-N.J.-Del.-Md., CMSA, for the years 2007-2012. 
3. The basis for my opinions: 

I base my opinions upon my cost analysis experience and an analysis of the facts of the situation. 
4. Professional Qualifications Relevant to Cost Analysis

My cost analysis experience includes:
My Ph.D. training specialized in methodology and research with a heavy quantitative emphasis as shown in one of my earliest publications. 

Hendrickson, L. and Jones, B. (1987) A Study of Longitudinal Causal Models Comparing Gain Score Analysis with Structural Equation Approaches. In P. Cuttance (Ed.) Structural Modeling by Example Applications in Educational, Sociological, and Behavioral Research. Cambridge University Press. Cambridge, Great Britain. LISREL structural equation modeling of reading achievement gain scores 
As my curriculum vitae shows I performed some cost analyses while working as a school district evaluation specialist during the period1974-1983. One of these works was published. 

Hendrickson, L. & Smith, M. (1982) Evaluating the Cost of School Health Services: A Case Study. Educational Evaluation and Policy Analysis, 4, 527-534. 1982 Evaluating the Cost of School Health Services - A case study
During the period 1986 to 1997 I spent six years as the Senior Budget Analyst in the Oregon Medicaid program where I conducted hundreds of fiscal impacts of medically-related topics spanning routine projections of monthly and biennial costs, the impact of new state and Federal legislation, the impact of increases and decreases in payment rates, and the review of capitation rate payments.   

I received successive promotions within two Medicaid programs and retired as an Assistant Commissioner in the New Jersey Medicaid program. As a Medicaid manager with a budget background I frequently reviewed budget analyses of the program costs including program cuts and program expansions. While in New Jersey I supervised nursing facility reimbursement and became closely acquainted with nursing home cost reports and their analysis. 

Upon retiring from state service I was hired by the Maximus consulting company with the position title of “Director, Revenue Services” and for two years performed revenue maximization studies in about a dozen states. I reviewed CMS 2552 state mental hospital cost reports, cost reports of state operated intermediate care facilities for persons with Intellectual and Developmental Disabilities (ICFs/IDDD, state operated nursing homes cost reports, intergovernmental fund transfers, and federal regulations regarding Medicaid reimbursement to states. The intent of these cost analyses was to prepare cost reports and claims for federal funding that would adhere to federal standards while providing the states with additional federal funds.  

I left Maximus to go into business for myself and from 2004 to currently I have worked as a subcontractor for national research companies and organization, with the exception of 2007-2008 where I was Visiting Professor at Rutgers in the Center for State Health Policy. As an independent consultant I have worked on reports to states in the name of the company I subcontracted to and published articles in my own name. 

Much of my consulting work in the last ten years involved the cost analysis of state health programs, both Medicaid and non-Medicaid programs. I have attached a list of cost-analysis related publications below divided into two sections. 
In addition to these published studies, I have done approximately 45 quantitative studies for private clients studying locations where health-related programs are needed. These analyses project the number of persons that are likely to use the particular service at a given location. These studies span nursing homes, senior living programs, assisted living programs, dementia care units, and residential substance abuse and substance abuse detoxification programs.  Studies of mine that were presented to zoning boards are shown on my website. 

In addition to publications, I have been accepted as an expert witness in 7-8 zoning boards, have submitted declarations to two Federal district courts and administrative law judges in two states. 

The first section below contains projects for state governments I have worked on where I was a subcontractor. Not shown in this list is work done for the Florida Department of Children and Families in 2011-2012 which entailed the analysis of 150 cost reports from Florida substance abuse providers which resulted in recommendations to the Department for changing state regulatory language. No report was published of this work; rather draft regulatory language was presented to the Department

Made Contributions to following State Studies
2013 May, State of Utah Medicaid Expansion Assessment. The assessment studied the impacts of different Medicaid expansion options under the Affordable Care Act. State of Utah Medicaid Expansion Options
2012 December, State of Texas, Health and Human Services Commission, Independent Assessment of 1915(b)(4) Medical Assistance Waiver for the State of Texas’ Non-Emergency Medical Transportation Program. Work was submitted to the Centers for Medicare and Medicaid Services (CMS) but not released yet by the state. 
2012 June, Analysis of the Texas Public Behavioral Health System, prepared for the Texas Health and Human Services Commission, 2012 6-29 Analysis of the Texas Public Behavioral Health System
2010-2011 Technical assistance help to Nevada Medicaid staff in preparing a Money Follows the Person grant application to the Centers for Medicare and Medicaid Services. This work involved a study of the cost effectiveness of Nevada HCBS waivers. 

2010 August Feasibility Study on the Privatization of Portions of the Utah State Hospital and the Utah State Developmental Center, a report prepared by the Public Consulting Group for the Executive Appropriations Committee of the Utah State Legislature. Feasibility Study on the Privatization of Portions of the Utah State Hospital and the Utah State Developmental Center
2009 August, Business Process Redesign of Texas Medicaid Transportation Program. This 900 page report was not yet available on a Texas Medicaid website. 

2009 June, Cost Analysis of Services Provided by Community Based Rehabilitation Programs, a report prepared for the Florida Department of Education, Division of Blind Services. Report will be posted when released by the Florida Department. 

May 2009, Review of Rates paid by the Texas Department of Rehabilitative Services (STARS). The report has not yet been released by the Texas Department. 

2008 November Assessment and Evaluation of the Mental Health Care Delivery System in Oregon
2008 October PASSPORT Assisted Living Waiver Rate Evaluation Report   State of Ohio. 

2008 August Money Follows the Person and Long-Term Care System Rebalancing Study West Virginia 
2007 April Integrated Funding Analysis of Behavioral Health Programs West Virginia
2006 December Proposed Redesign of West Virginia's Behavioral Health Services System
2006 February Alaska LTC and Cost Study
The second section of reports below shows publications that involve cost analyses where I am a listed author.

Publications as a Listed Author

2012 January, Hendrickson L. & Mildred L., Flexible Accounting in Long Term Care: State Budgeting Practices that Increase Access to Home and Community Based Care, A report prepared for the SCAN Foundation, Long Beach, CA. 2012 Flexible Accounting for Long-Term Services and Supports
2011 October, Second Declaration for the United States District Court for the Northern District of California in the case of Darling v. Douglas, the State of California's closure of its Adult Day Health Care Programs October 2011 Hendrickson Declaration in Darling vs. Douglas California Adult Day Health Care Program 
2011 July 12, First Declaration for the United States District Court for the Northern District of California in the case of Darling v. Douglas, the State of California's closure of Adult Day Health Care Programs  2011 7-12 Hendrickson Declaration in Darling v. Douglas.

2011 March 17, Testimony to the Teaneck Zoning Board of Teaneck, New Jersey regarding why post-acute care utilization in nursing homes expanded significantly during the period 1999 to 2009. See Tables and references to accompany analysis of post-acute growth in nursing homes 1999-2009 
Hendrickson, L. (2009, December) Affidavit using 2007 Virginia nursing home data to examine relation between the size of a nursing home and its costs prepared for Virginia Certificate of Need Hearing 2009 12-22 Hendrickson Affidavit Impact of Nursing Home Size on Costs Virginia data 2007
Mollica, R & Hendrickson, L., (2009, November), Home and Community Based Long-Term Care: Recommendations to Improve Access for Californians, A Report prepared for the California Health and Human Services Agency, Sacramento, CA. REPORT Final 11-5-09  See also Final Report Executive Summary Word Version
Wade, K. & Hendrickson, L. (2008), The Impact of Declining Occupancy on Nursing Home Reimbursement, Rutgers University, Rutgers Center for State Health Policy. New Brunswick, N.J

http://www.cshp.rutgers.edu/cle/Products/7800.pdf
Hendrickson, L. & Blume, R. (2008) A Survey of Medicaid Brain Injury Programs, Rutgers University, Rutgers Center for State Health Policy. New Brunswick, N.J 

http://www.cshp.rutgers.edu/cle/Products/Brain%20Injury%20Waivers.pdf
Follows the Person: State Approaches to Calculating Cost Effectiveness, Rutgers University, Rutgers Center for State Health Policy. New Brunswick, N.J Archived at http://www.hcbs.org/files/97/4838/MFPCostEffectivenessFinal090506.pdf
Mollica, B. & Hendrickson, L. (2006) Money Follows the Person Tool Box: Money Follows the Person Modeling Tool, Rutgers University, Rutgers Center for State Health Policy, New Brunswick, N.J. Archived at 

http://www.hcbs.org/files/100/4953/MFP_modeling_tool_3.4_final.xls
Mollica, B. & Hendrickson, L. (2006) Money Follows the Person Tool Box: Narrative for Using Money Follows the Person Modeling Tool, Rutgers University, Rutgers Center for State Health Policy, New Brunswick, N.J. Archived at 

http://www.hcbs.org/files/100/4954/Modeling_Tool_narrative_v_3_411.8.doc
Mollica, R., Reinhard, S. & Hendrickson, L. (2005, September), Home and Community Based Services in Oklahoma: A System Review, A Study Conducted for the National Academy for State Health Policy Study of HCBS Services in Oklahoma
5. I will review my opinions on this case in the following categories:
First I consider the one year fiscal impact and then I consider the five-year fiscal impact.

One-Year Fiscal Impact on Project Sponsor from loss of Program Operations

This fiscal impact:

· Estimates what a reasonable margin percentage would be for an Opioid Treatment Program (OTP);

· Researches the mean average number of patients in a Maryland OTP program;

· Identifies the project sponsor’s anticipated average patient revenue per day, and 

· Calculates anticipated revenue loss from the actions of County officials 

Summary 

This analysis results in a conclusion that the 2012 first-year loss was $499,503.

Margin Percentage 

The intent of looking at margin information is to identify a reasonable margin percentage based on available industry information and the margins experienced in its existing programs by the sponsor whose program is under discussion.  

Margin estimates of opioid treatment programs (OTPs) are difficult to research. Many programs are not publicly funded and do not submit cost reports to state agencies. Treatment providers are often privately held companies and their financial information is generally not made available to the public on a company’s website.

To the best of my knowledge, only one state, West Virginia, publishes data on revenue and expenses of OTPs.
 As reported by the West Virginia Health Care Authority, in 2011, across the nine West Virginia treatment programs the average profit margin was 36.1%. The lowest margin was 24.2% and the highest was 44.8%. Conversations with West Virginia Health Care Authority staff indicated that their report included all expenses of their providers in calculating the margin of West Virginia OTP programs.

A project sponsor currently operates two programs in Maryland. The project sponsor made available tax returns for 2011 and 2012 for its two currently operating OTP programs. Line 1a of the 2012 IRS 1120S forms was used to identify total revenue and line 21 was used to identify net revenue. 

After reviewing these cost numbers, I decided that using the eleven programs, the nine West Virginia programs and the two Maryland programs, is a better way of calculating the margin percentage than using only the nine West Virginia programs or only the two Maryland programs. I calculated the net margin for all eleven programs by adding the gross revenue for all eleven and adding the expenses for all eleven, calculating the net revenue, and then dividing the total net revenue by the total gross revenue. This percentage was 35.73%.

Mean Average Number of Persons served in a Maryland OTP Program

The mean average number of all persons treated in a methadone program in Maryland on March 31, 2011 was 305. 

The Substance Abuse and Mental Health Administration (SAMHSA) presents yearly data on the number and characteristics of substance abuse treatment programs in the United States. This is done as part of the SAMHSA program known as the National Survey of Substance Abuse Treatment Programs (N-SSATS). Profiles of individual states can be found on the SAMHSA website.  The profile for Maryland shows that the median average number of persons treated on March 31, 2011 was 228.  The median average is the halfway point in the distribution. Half the programs served more persons and half served fewer persons.
  

However, a more commonly used average is the mean average distribution since when multiplied by the number of programs the result is the sum of all persons treated. Mean average data can be calculated from the national data base of N-SSATS; a large file showing the results for each of the approximately 13,700 individual treatment program.
 Maryland data for the day of March 31, 2011 shows that 53 programs had clients on that day and the mean average number of persons seen was 308. While 18 counties had OTPs, four counties had licensed programs but no utilization data were reported for these counties. Six counties had no licensed programs.

The Project Sponsor’s Anticipated Average Patient Revenue per Day 

A pro forma financial statement is a document prepared in advance of a project that models the anticipated results of the transaction, with particular emphasis on the projected cash flows and net revenues. The pro forma for the Cecil County project was supplied to the author by the project sponsor. 

A review of the pro forma shows the project sponsor has proposed two alternative revenue projections. The first is based on assuming that all patients will have their services paid for at Medicaid reimbursement levels and the second is based on assuming that all patients are private pay. A weighted average of the resulting yearly net revenue per patient was $4,537.
 This is based on projected patient utilization of 200 patients per year. A review of the pro forma shows reasonable estimations of cost for operating expense items listed in the pro forma.

Some costs are not fixed but increase with the number of patients. For example, the pro forma assumes a patient utilization rate of 200 patients with a corresponding staffing level of five full and part-time counselors, and four full and part-time nurses. These staffing levels would increase with higher patient loading. Other staffing positions such as office staff, the clinical director, and the medical director are relatively fixed and would not increase based on moderate increases in the number of patients. 

The net effect of these fixed and variable staff and physical plant costs is that increasing the number of patients will raise the average amount of net patient revenue since some fixed overhead will be spread across more patients reducing the average cost per patient.

A net revenue assumption of $4,537 is conservative to use since it assumes lower average revenue per patient than a treatment program operating at larger patient loads. I assumed a growth of 1.91% in private patient revenue based on anticipated changes in costs in from 2011 to 2012 to calculate the loss in the first year of operations which would have been 2012.  

Anticipated Revenue Loss from the Actions of County Officials 

The financial parameters established above can be used to calculate a projected revenue loss due to the actions of Cecil County officials.

The analysis presented below is conservative in two ways:

· An average patient load of 305 is assumed rather than assuming a greater program size; 

· The net patient per year revenue assumption is based on a cost distribution assuming a lower than average number of patients which decreases the magnitude of the resulting assumption, and

The analysis below presents my calculation using the assumptions and data identified above.

Table 1: Estimate of Annual Projected Revenue Loss

	Margin Based on Nine Programs 
	Pro forma 2011 
	Base Year 2012

	Assumed net margin
	35.73%
	35.73%

	Mean average number of patients
	305 
	305 

	Yearly Net Revenue per patient
	$4,537
	$4,584

	Projected  Loss 
	$494,390
	$499,503


This analysis results in a reasonable and conservative conclusion that the project sponsor had a program operations loss of approximately $499,503 in the first year of operations in 2012 as a result of the actions of Cecil County officials. Because the high estimate is based on nine programs I tend to place more credence in its stability than an estimate based on fewer programs.  

The estimate of operational losses of $499,503 in the pro forma is reasonable in light of a similar award. In 2012, the city of Berwyn, IL agreed to pay $650,000 to settle a similar case.
 

The loss of revenue is only part of the loss incurred by the sponsor since it does not include the sunk costs to develop the project and respond to the unexpected zoning developments caused by official actions. 
Five-Year Fiscal Impact on Project Sponsor from loss of Program Operations

This analysis is divided into two main parts: 

· The calculation of percentage changes by year in costs 

· The calculation of revenue increases and total five-year estimated loss

Summary

This analysis results in a conclusion the total five-year loss is $$2,550,728.

The Calculation of Percentage Changes by Year in Costs

These cost increases will be used to establish percentage changes in non-Medicaid revenue growth since the analysis will later assume that the clinic operator will constrain patient fee increases to those necessary to cover inflationary increases in total cost. The section below is concerned with how cost increases are estimated.

The line items in the 2011 pro forma were assigned into one of eight cost pools or “categories.”

Table 1: Cost Categories used in the Five-Year Loss Projection

	Cost Categories 
	Pro Forma Amounts

	Managers
	 $      104,000 

	Counselors
	 $      123,760 

	Licensed Practical Nurses
	 $        44,720 

	Clerk
	 $        24,960 

	Physicians
	 $        46,800 

	Rent
	 $        31,824 

	Benefits
	 $        49,022 

	All Other Expenses
	 $      110,047 

	 Total
	 $      535,133 


The “Managers” category combined the Clinical Supervisor and Program Administrator salary lines from the pro forma. 

The “Counselors” category combined the salary lines of the Primary Counselor I positions.

The “Licensed Practical Nurses” category combined the salary lines of the Licensed Practical Nurses.

The “Clerk” category used the salary line of the Fee Collector.

The “Physician” category combined the Physician salary lines. 

The “Rent” category used the Rent line in the pro forma.

The “Benefits” category combined the line items of Salary Costs (Taxes), Health Insurance, and Injured Workers Insurance. 

The “All Other Expenses” pooled all remaining lines in the pro forma. This category contains 23 lines from the pro forma amounting to about 20% of all anticipated expenses.  

State of Maryland statistics published by the Maryland Department of Labor, Licensing and Regulation were studied. Statistics for 2012 were not available for the Susquehanna WIA region which includes Cecil County. The result of this review showed that while years prior to 2012 were available, the state websites did not appear to show 2012.

Federal Bureau of Labor Statistics (BLS) websites were reviewed. Sufficient historical wage data existed including mean hourly wages for the Wilmington, DE-MD-NJ Metropolitan Division which includes Cecil County, Maryland. The data were available for 2012 back.

BLS mean hourly wages for the years 2008-2012 for the “Managers” category were obtained using data for the occupation “Social and Community Service Managers”, code 11-9151.
BLS mean hourly wages for the years 2008-2012 for the “Counselors” category were obtained using data for the occupation “Substance Abuse and Behavioral Disorder Counselors”, code 21-1011.
BLS mean hourly wages for the years 2008-2012 for the “Licensed Practical Nurses” category were obtained using data for the occupation “Licensed Practical and Licensed Vocational Nurses”, code 29-2061
BLS mean hourly wages for the years 2008-2012 for the “Clerk” category were obtained using data for the occupation “Office Clerks, General”, code 43-9061.
For the “Physicians” category, BLS mean hourly wages for the years 2008-2012 for the occupation “Social and Community Service Managers”, code 11-9151 were used because the physicians are part-time employees whose compensation is negotiated. Potential increases in negotiated physician costs were assumed to be equivalent to increases for managers.

The mean Relative Standard Errors of the wage distributions were examined to check the precision of the reported estimates. 

For the “Rent” category, the 3% rental increase specified in the lease of April 21, 2011 was used.

For the “Benefits” category, Bureau of Labor Statistics, Employment Cost Index for Benefits from the Continuous Occupational and Industry Series for private industry service occupations was used and index data for the years 2006-2012 were obtained.

For the “All Other Expenses” category, the Consumer Price Index - All Urban Consumers, for the Philadelphia-Wilmington-Atlantic City, Pa.-N.J.-Del.-Md., CMSA, which includes Cecil County, Maryland, was used. This cost pool contains 23 smaller amounts comprising both goods and services and a general measure of inflation seemed appropriate to represent average cost increases for this pool. Data for the years 2007-2012 were abstracted for analysis. 
Historical data was collected for the occupational codes. There was a general slowdown in wage increases in 2010 with different rates of recovery in 2011 depending on the occupational code. The period 2009-2010 reflects the general slowdown in economic activity that affected not only this geographical region but most other regions nationally. 

Multiple regressions were made for each wage cost category based on the historical data collected. Percentage increases for the wage categories for the period 2013 to 2016 were estimated since the BLS occupational wage series contained actuals through 2012. 

The resulting projections were plotted and examined for reasonability. This examination showed that the projection base contains lower rates for the year 2010 and this dip is included in the resulting projections. If the period 2013-2016 does not experience a similar economic recession, then these results have a slight downward bias in them which would lead to an under estimation of costs for the occupational categories. 

A similar process was used to project the potential costs for the period 2013-2016 for the “Benefits” and “All Other Expenses” categories.

The table below shows the resulting percentage estimations for the projection period.    

Table 2: Percentage Increases in Cost Categories

	Year
	LPN % increase
	Managers and Physicians % Increase
	Counselor % increase
	Clerk % Increase
	Rent
	Benefits
	All Other Expenses

	2009
	3.98%
	1.56%
	1.70%
	0.45%
	 
	1.61%
	-0.38%

	2010
	1.95%
	-3.56%
	-1.04%
	-0.89%
	 
	2.34%
	1.98%

	2011
	0.63%
	7.52%
	10.46%
	1.27%
	3.00%
	2.88%
	2.68%

	2012
	0.46%
	-0.63%
	4.65%
	4.65%
	3.00%
	2.24%
	1.83%

	2013
	2.53%
	1.11%
	1.96%
	-0.78%
	3.00%
	2.01%
	1.79%

	2014
	1.55%
	1.23%
	3.55%
	1.09%
	3.00%
	2.14%
	1.74%

	2015
	1.52%
	1.22%
	3.43%
	1.08%
	3.00%
	2.10%
	1.70%

	2016
	1.50%
	1.20%
	3.32%
	1.06%
	3.00%
	2.05%
	1.65%


These percentage increases were applied to the base year of 2012. The lease was signed in April of 2011 with an expectation of a start date in 2012. Table 3 below shows the results of applying these percentage increases to the base year of 2012.

Table 3 below shows the pro forma cost of $545,378 which ties to the2011year expenses of the pro forma. The table then shows the percentage changes by year in costs. 
Table 3: Calculation of Cost Changes by Year for Five-Year Period

	Year
	 2011 Pro Forma 
	Base Year 2012
	2013
	2014
	2015
	2016

	Managers
	$104,000
	$103,345
	$104,488
	$105,775
	$107,063
	$108,350

	Counselors
	$123,760
	$129,519
	$132,052
	$136,745
	$141,437
	$146,130

	Licensed Practical Nurses
	$44,720
	$44,924
	$46,059
	$46,773
	$47,486
	$48,199

	Clerk
	$24,960
	$26,120
	$25,915
	$26,197
	$26,479
	$26,760

	Physicians
	$46,800
	$46,505
	$47,020
	$47,599
	$48,178
	$48,757

	Rent
	$31,824
	$32,779
	$33,762
	$34,775
	$35,818
	$36,893

	Benefits
	$49,022
	$50,121
	$51,127
	$52,223
	$53,318
	$54,413

	All Other Expenses
	$110,047
	$112,065
	$114,072
	$116,062
	$118,034
	$119,984

	Total
	$535,133
	$545,378
	$554,496
	$566,148
	$577,812
	$589,486

	Percentage Change
	
	1.91%
	1.67%
	2.10%
	2.06%
	2.02%


The Calculation of Revenue Increases and Total Five-year Estimated Loss

In the previous analysis that estimated the 2012 loss, the following assumptions regarding the year of 2012 were made:

· The patient caseload would be 305 persons;

· 50% of the patients would be Medicaid funded;

· 50% of the patients would be private pay patients;

· The yearly net patient revenue for a Medicaid-funded patient would be $4,160;

· The yearly net patient revenue for a private patient would be $5,008, and 

· A net margin percentage of 35.73% was reasonable to assume.

The result of applying these estimates was a first-year estimated loss of $499,503 as shown in Table 4.

The table below shows the calculation of the first-year estimated loss and also projects the loss through 2016. The analysis makes the following assumptions:

· The net margin percentage is constant;

· Medicaid reimbursement will not increase;

· To remain competitive, the rates charged private pay patients will not be increased more than the percentage increase in clinic costs;

· Caseload will be constant; and 

· The percentage of Medicaid and private pay patients will continue at 50% a piece.

The table below summarizes the projected loss by year.  

Table 4: Projects Five-year Loss due to Actions of County Officials, 2012-2016

	 
	2011
	2012
	2013
	2014
	2015
	2016

	Number of Medicaid Funded Patients 
	152.5
	152.5
	152.5
	152.5
	152.5
	152.5 

	Number of Private Pay Patients 
	152.5
	152.5
	152.5
	152.5
	152.5
	152.5 

	Yearly Net Revenue Per Medicaid Patient
	$4,160
	$4,160
	$4,160
	$4,160
	$4,160
	$4,160

	Yearly Net Revenue Per Private Pay Patient
	$4,914
	$5,008
	$5,091
	$5,198
	$5,305
	$5,413

	Medicaid Revenue
	$634,400
	$634,400
	$634,400
	$634,400
	$634,400
	$634,400

	Non-Medicaid Revenue
	$749,385
	$763,698
	$776,452
	$792,758
	$809,088
	$825,432

	Total Revenue
	$1,383,785
	$1,398,098
	$1,410,852
	$1,427,158
	$1,443,488
	$1,459,832

	% Increase in Non-Medicaid Revenue
	Pro Forma
	1.91%
	1.67%
	2.10%
	2.06%
	2.02%

	Assumed net margin
	35.73%
	35.73%
	35.73%
	35.73%
	35.73%
	35.73%

	Projected Loss 
	$494,390
	$499,503
	$504,060
	$509,886
	$515,720
	$521,559


The estimated total five-year loss for the period 2011-2016 is $$2,550,728

This is a conservative estimate in view of the fact that it:

· Assumes no Medicaid revenue growth, and assumes that the clinic operator will only increase private pay charges to cover inflationary cost increases; 

· The projection base contains recessionary influences that might not occur in the period 2013-2016, and 

· Does not assume an increase in caseload.

6. Compensation
My compensation for this case is $150 per hour and I charge eight hours per day of testimony. I do not charge for travel but expect my travel expenses will be reimbursed.
7. My publications 

My cost-related publications are shown above. A list of all publications and presentations is shown below. This list includes speeches, legislative appearances, and interviews by news organizations.
Made Contributions to following State Studies
2013 May, State of Utah Medicaid Expansion Assessment. The assessment studied the impacts of different Medicaid expansion options under the Affordable Care Act. State of Utah Medicaid Expansion Options
2012 December, State of Texas, Health and Human Services Commission, Independent Assessment of 1915(b)(4) Medical Assistance Waiver for the State of Texas’ Non-Emergency Medical Transportation Program. Work was submitted to the Centers for Medicare and Medicaid Services (CMS) but not released yet by the state. 
2012 June, Analysis of the Texas Public Behavioral Health System, prepared for the Texas Health and Human Services Commission, 2012 6-29 Analysis of the Texas Public Behavioral Health System
2011 December, Dual Eligibles Stakeholder Report, prepared for the Colorado Department of Health Care Policy and Financing, 2011 12-15 Draft of Colorado Dual-Eligibles Stakeholder Report
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� Searches of websites and discussions with industry researchers did not result in finding other states that report OTP financial information.


� See retrieved on 8-21-2013 from � HYPERLINK "http://www.hca.wv.gov/news/Pages/Annual-Report-2012.aspx  See Table 29" �http://www.hca.wv.gov/news/Pages/Annual-Report-2012.aspx  See Table 29�. In a personal communication with the author, West Virginia Health Care Authority staff report that they are not aware of another state that publishes such data.


� For individual state profiles see, retrieved on 8-21-2013 from � HYPERLINK "http://wwwdasis.samhsa.gov/webt/newmapv1.htm" �http://wwwdasis.samhsa.gov/webt/newmapv1.htm� 


� To obtain access to the 2011 detailed data by individual program see, retrieved on 8-21-2013, � HYPERLINK "http://www.icpsr.umich.edu/icpsrweb/SAMHDA/series/58" �http://www.icpsr.umich.edu/icpsrweb/SAMHDA/series/58�


� It is difficult to find information on the patient payer composition of OTP treatment programs. The assumption was made that 50% of patients would be funded at Medicaid reimbursement rates and the other 50% would be private pay.


� See, retrieved on 8-22-2013 from � HYPERLINK "http://www.mysuburbanlife.com/2012/08/19/editorial-650k-fine-should-teach-city-lesson/z503mel/" �http://www.mysuburbanlife.com/2012/08/19/editorial-650k-fine-should-teach-city-lesson/z503mel/� 
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