
Form 3 Notes 

Contract Price 
The Contract price is composed of two primary components. The first is the incremental increase in 
the per member per month (PMPM) payments made to MassHealth’s managed care companies as a 
result of the proposed privatization. The second is the increase in the interagency service agreement 
(ISA), a yearly transfer of funds from DMH to MassHealth for the purpose of compensating the 
state’s managed care companies for providing services to the uninsured. 

MassHealth and its actuary partner developed estimates of the marginal increases in the PMPM paid 
to MassHealth managed care companies should the proposed privatization be completed. All 
marginal PMPM increases were calculated using contract year 4 (CY4) and Revenue Year 16 (RY) 
data. These costs are included in Exhibit 23. 

The program actuaries identified the two applicable population rating categories (RC I and RC II) 
likely to be impacted by the proposed privatization across MBHP, the state’s Managed Care program 
and CarePlus programs:  

• Rating Category 1 (RC I): Includes all Temporary Assistance to Need Families (TANF) and 
excludes children with a third party liability (TPL) payer 

• Rating Category II (RC II): Includes all disabled members, those with supplemental security 
income (SSI) and those on supplemental security disability insurance (SSDI)   

• Rating Category IX (RCIX): Includes individuals ages 21 through 64 with incomes up to 133% 
federal poverty level (FPL), who are not pregnant, disabled, a parent or caretaker relative of a 
child under age 19, or eligible for other EOHHS coverage. 

• Rating Category X (RC X): includes individuals ages 21 through 64 with incomes up to 133% 
FPL, who are not pregnant, disabled, a parent or caretaker relative of a child under age 19, or 
eligible for other EOHHS coverage, who are also receiving emergency assistance to elderly, 
disabled, and children (EAEDC) through the Massachusetts Department of Transitional 
Assistance. 

The overall costs associated with these various categories are summarized below: 
Program Risk Category Dollar Adj 

MBHP RC I and II $1,913,191 
MCO RC I and II $1,155,891 
CarePlus RC IX and X $341,591 

 
To account for costs associated with providing services to the uninsured and other special 
populations currently serviced by DMH SE ESPs, the ISA is also scheduled to increase in total dollar 
amount between DMH and MassHealth.  
 
In order to identify the needed increase in the ISA, dollar amounts were estimated for all services 
provided by the ESP locations (including MCI services and community crisis stabilization services) 
across two populations: the uninsured and those deemed as fee-for-service patients (individuals who 
are insured through non MCO MassHealth service as well as certain individuals who are dually 
enrolled in both Medicare and Medicaid). 
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In order to determine the dollar amounts associated with the uninsured population, two separate 
calculations were completed to estimate costs associated with CCS and non-CCS encounters. Over 
the previous 12 months, the four SE ESP locations provided services across 504 non-CCS encounters 
to uninsured individuals. The FFS Medicaid reimbursement level of $488.00 per non-CCS encounter 
was used to determine the direct costs associated with providing these services: $245,952.  
  
These uninsured encounters represented 4% of total non-CCS encounters. This proportion was then 
used as a proxy for estimating the total CCS bed days likely associated with the uninsured. The 
average daily census for CCS across all payers for the previous year within the SE ESP region was 
7,161. Four percent of this number equates to an estimated 289 bed days associated with the 
uninsured. These bed days were then multiplied by the average FFS reimbursement rate of $488 for 
an estimated future total of $386,746 in yearly CCS bed day expense associated with the uninsured.  
 
The final component of the ISA includes the estimated costs associated with the FFS population 
currently receiving care through the SE ESP services. Last year this included 3,729 total encounters. 
Similarly, this total was multiplied by the FFS rate of $488 per encounter for an additional expected 
expense of $1,819,752. 
 
Both of these populations (uninsured and FFS) were totaled to determine the expected increase in the 
ISA needed following the privatization: $2,206,498. 

Contract Administration 
Contract Administration is expected to be immaterial given the number of ESP beneficiaries that will 
transition away from DMH care into other providers relative to the rest of MassHealth’s current 
population. The actuarial analysis provided by MassHealth indicated that due to this relative 
marginal increase in services, the administrative fee would not need to materially change within the 
PMPM payments to its MCEs. 

Transition Costs 
The third piece of the Contract Performance Costs are the transition costs. These costs are an 
estimation of the amount that would be spent in order to transition the state-run Emergency Service 
Programs to privately run facilities. Several factors go into this calculation, including unemployment 
benefits, retirement benefits, disposal of assets, and other savings or costs. 

Unemployment Benefits  
In transitioning the ESPs, DMH would be required to lay off all current employees, and in doing so, 
would be required to provide state-mandated unemployment benefits to all employees. An analysis 
was performed to determine the full extent of these unemployment costs based on current staff data 
and determined that DMH would be required to pay $954,158 in unemployment benefits. 

The state determines unemployment benefits by calculating the amount an employee received 
during the past four quarters, selecting the two quarters with the highest earnings, and calculating a 
weekly wage based on that amount. The amount is then halved and rounded to the nearest dollar to 
determine the weekly benefit amount an employee can receive through unemployment benefits. 
However, this amount is capped at a rate of $698/week. This calculation was conducted for each of 
the four facilities to determine each individual employee’s expected weekly unemployment benefit 
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amount. The maximum number of weeks the state will provide benefits is 30; however, many 
employees will qualify for less than 30 weeks of unemployment benefits.11 In addition, it is probable 
that many of these employees will be employed by the newly privatized facility. As a result of these 
two assumption factors, 15 weeks is used as the average length of time an employee will receive 
benefits. 

Once this calculation for the total estimated accrued benefits was complete, an adjustment was 
made to reflect the personnel changes made in the management study including a reduction of 6 
FTEs (partial FTEs were not included in the calculation of unemployment benefits). For the positions 
affected in the management study, an average per FTE benefits amount was calculated and the 
change was applied to the total estimated accrued benefits. 

Lastly, estimations were made as to the number of dependent children that employees of the facility 
may have, since employees may qualify for an additional $25 per week per dependent child. For this 
estimation, statewide demographics from November 2014 were used.12 According to this data, 30.6% 
of households had a dependent child, and the average family household size was 3.15. The project 
team took 30.6% of the total number of eligible staff and multiplied that number by 1.15, which is 
average number of dependent children in a household, assuming two spouses. The overview of this 
calculation is provided in the table below: 

Unemployment Benefit Calculation 
 

Facility Name Sum Weekly Expenses 
Brockton $289,148 
Norton $298,485 
Cape & Islands $171,476 
Corrigan $251,681 
Total $1,010,792 
Management Study Adj.* ($71,282) 
Net Est. Accrued Benefits $939,510 
Additional Benefits $14,648 
Total Unemp. Benefits $954,158 

 
Management Study Calculation* 

Position Per FTE Avg Benefit Net FTE Change^ Cost Adjustment 
Human Services Coordinator (C) $9,417.78 (7) ($65,924) 
Clinical Social Worker A/B $9,558.63 (1) ($9,559) 
Clinical Social Worker C $10,265.71 2 $20,531 
Registered Nurse II $10,470.00 (5) ($52,350) 
Licensed Practical Nurse II $7,204.02 5 $36,020 

Totals: (6) ($71,282) 
^Rounded down to nearest whole as those < 1 FTE are not eligible for benefits 

 

11 http://www.mass.gov/lwd/unemployment-insur/basic-ui-information/initial-claim/how-your-benefits-are-
determined/calculating-benefit-rate.html 
12 http://www.newtonma.gov/gov/planning/demog/ 
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Several assumptions were made that could potentially affect the final outcome of this calculation. 
Working with the salary data available, which included the annual salary amount of the employees, 
weekly wages were estimated off of this salary data and then divided by 50% to determine one-half 
of the employee’s weekly payment. In actuality, the weekly amount is determined using the two 
highest earning quarters of the employee, so there is some potential for volatility based on this 
estimation. In addition, only full time employees were considered eligible for this calculation. As the 
data used to determine full time employees was from a single point in time, this FTE count has the 
potential to fluctuate. 

Retirement Benefits  
For the second component of transition costs, retirement benefits, it is assumed that all remaining 
employees will not be eligible to receive these benefits. It is presumed that those employees who 
would have been eligible for retirement benefits would have previously left the facility as the 
Commonwealth recently put forth an early retirement option for eligible employees and thus the cost 
impact is negligible. 

Other Transition Costs  
The other transition costs category includes the lease of the Norton ESP site containing clinicians and 
the Community Crisis Stabilization unit as well as the lease of space for Cape’s Community Crisis 
Stabilization unit. Assuming that DMH acts in good faith in terminating the contracts and provides a 
60- day notice in writing, there will be no additional costs incurred for terminating the leases 
referenced. Also included in this category is $60,000 in transition assistance provided by DMH to the 
winning bidder to assist with transitioning the program swiftly and effectively. 

Gain or Loss on Asset Disposal  
There will be no gain or loss on the disposal of assets as there will be no resulting elimination of any 
large assets or buildings. The Brockton, Fall River, and Pocasset ESP programs are located in state 
owned buildings that house multiple services. These assets would remain should the ESP program 
cease to operate in this space. The Fall River CCS is in a DMH-owned residence that will be repurposed 
for existing community programs if the CCS unit were to close. 

Lost Tax Revenue 
Both vendors selected through the procurement process are based inside the Commonwealth of 
Massachusetts. As such, it is assumed for the purposes of this analysis that the State will not lose any 
tax revenue due to out of state operations. 

State Income Tax 
Both vendors chosen through the procurement process are classified as IRS 501(c)3 tax-exempt 
entities and therefore not subject to state income taxes. 
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Exhibit 23: Commonwealth of Massachusetts Summary of ESP Projected Costs 
 
 

 

Dollars
Program RC ESP CCS Total
MBHP RC I 136,819$           450,194$           587,013$           
MBHP RC II 275,382$           1,050,797$       1,326,179$       
MBHP All 412,201$           1,500,991$       1,913,192$       
MCO RC I 132,332$           279,681$           412,013$           
MCO RC II 232,026$           511,852$           743,878$           
MCO All 364,358$           791,533$           1,155,891$       
CarePlus RC IX 97,725$             185,874$           283,600$           
CarePlus RC X 15,628$             42,363$             57,991$             
CarePlus All 113,353$           228,238$           341,591$           

PMPM
Program RC ESP CCS Total
MBHP RC I 0.04$                  0.12$                  0.15$                  
MBHP RC II 0.35$                  1.34$                  1.69$                  
MBHP All 0.09$                  0.33$                  0.42$                  
MCO RC I 0.11$                  0.24$                  0.35$                  
MCO RC II 1.59$                  3.51$                  5.10$                  
MCO All 0.28$                  0.60$                  0.88$                  
CarePlus RC IX 0.16$                  0.31$                  0.47$                  
CarePlus RC X 0.99$                  2.68$                  3.67$                  
CarePlus All 0.18$                  0.37$                  0.55$                  

Effective 10/1/15

Effective 10/1/15
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Exhibit 24: Commonwealth of Massachusetts Interdepartmental Service Agreement (ISA) 
Form 
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