Cost Analysis: Implementation of Single-payer Health Care Model in Minnesota;
Impact on Statewide Costs and Univer sal Cover age.

Executive Summary

The Minnesota Univer sal Health Care Program (the Program) creates a single, publicly-
financed, publicly-administered, privately-practiced system to provide comprehensive coverage for all
necessary health care services for residents of Minnesota, to take effect in 2005. Thisfiscally
conservative Program pays for itself through substantial administrative and drug discount savings.

Total health care spending in Minnesota (MN) under current law is estimated at $20.4 billion in
1998, rising sharply to $31.6 billion in 2003, $37.2 billion by 2005 (9.2 % average annual increase) and
tripling to $61 billion by 2012 (7.3% average annual increase’ 05-12). Per capita health care costsin
2005 are projected at $ 7,157.

Thefive major cost components of the health care system will increase by the following amounts
between 2003 and 2005: Hospital ($10.5 billion to $12.6 hillion); Practitioners’ services ($10.1 billion to
$11.5 billion); Nursing homes ($2.3 billion to $2.5 billion); Home health care ($380 million to $452
million); and prescription drugs ($3.8 billion to $5.3 hillion).

Total projected administrative cost savings from elimination of excess administrative costs now
incurred by private and public insurers, employers, hospitals, practitioners, nursing homes, and home
health careis $6.3 billion.

Administrative savings available per uninsured resident (not including savings from drug
discounts) is estimated at $15,175, third in the U.S. only to Massachusetts and D.C. Projected number of
uninsured residents in Minnesota in 2005 (8% of the population) is 415,760.

Savings from prescription drug discountsis conservatively estimated at $ 982 million in 2005.

Estimated costs of increased utilization of health care services for the MN Program in 2005 from
covering the uninsured, underinsured and eliminating out-of-pocket payments would total $3.9 billion.

Total savings, (the difference between increased utilization of services ($3.9 billion) and decreased
administration and drug discounts ($7.3 billion) in 2005, the first year of implementation, is$ 3.4 billion.
Thus, Single-payer benefits expendituresin 2005 are estimated at $33.8 billion or 9.1% less than the
$37.2 billion total expenditures under current law. These savings are AFTER insuring the uninsured,
upgrading coverage for the underinsured, and eliminating most out-of-pocket costs (copays, deductibles).

Cumulative savings 2005 — 2012. By 2012, without reform, total statewide costs are estimated at
$60.8 billion. If single-payer isimplemented in 2005, by 2012 total statewide costs will be projected at
$49.3 billion, with a cumulative savings from 2005 - 2012 of $56.2 billion.

One-time start-up costsfor the new system, including administrative costs of transition, operating
budget for displaced worker training, construction account, and reserve account, are $ 3 billion. This
brings the total health plan budget to $36.9 billion, with net savings of $320 million compared to
current policy, even after including start-up costs.



Financing revenues for the Program would derive from consolidation of existing government
programs such as Medicare, Medicaid,, CHAMPUS/Military programs, State employees, other state and
local funds (such as current state funding for mental health, indigent care), Federal Employee Health
Benefits Program, plus a payroll tax of 9.5 percent, income tax of 5.1 percent (no net change since
replaces premiums and out-of-pocket “taxes”), and transfer of workers compensation medical payments,
and medical portion of automobile insurance, for atotal of $36.9 billion. Thus, the system pays for itself,
no additional costs (contains costs) compared to current law, and in the future it would save costs.
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