
Summary: Lewin seems to be way too high on revenue gain from corporate assessment. 

Lewin's estimate that the deficit doesn't change with an alliance at 100 compared to an 
alliance at 5,000 assumes that firms above the threshold can assume to come in -- he does 
not have a firewall, This should (and does) produce very different results than from assuming 
a firewall. 

With a firewall, Lewin shows that the number of people in the regional alliance declines by 
37 million as the threshold shifts from 1000 to 100, and that the premium in the alliance· 
increases by 6%.. This is similar to our results .. 

Without a firewall, Lewin estimates that the regional alliance declines by 18 million. 

Although he does not provide an estimate, it is likely that the premium change would be 

approximately 3%. . 


We have estimated that subsidy costs would increase by at least $45 billion over the five year 
time frame with a firewall. Lewin estimates a change of $20 billion with no firewall. The 
difference between $20 and $45 is largely explained by the existence of the firewall in the 
$45 billion estimate. 

The mystery is why Lewin's corporate assessments increase so much. Lewin has the five 

year corporate assessment increasing by $33 billion, when we are estimating approximately 

$20 billion. Given the "no firewall' feature of Lewin's estimate, his corporate assessment 

change, other things equal, should be approximately one-half of ours: 


Don't know the details, but Lewin #s seem suspicious. With 18 million more people in 
.corporate alliances, this is probably 9 million workers. If average wage in corporate alliance 
is $25,000, then 1% assessment per person is $250, and one year additional assessment 
revenue should be $2.25 billion. Then 5 year number might be around $10 billion. 
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Subsidies Relative to Kennedy Mark Vnder Alternative. Growth Rates 

,(Billions of Doll~rs) 


scenario 1996-2000 1996-2004 

1 ' .' ,$422 $1085 

2 $4iO $1045 

3 $391 $1020 

4 $389 $1015 

5 $383 $1006 

Mark $376 $1000. 
NOTE THAT THESE NUMBERS DO NOT INCLUDE ANY UPGRADE IN BENEFITS IN 
THE YEAR 2001. ALL NUMBERS PRELIMINARY AND NOT OFFICIAL 

I:. . 
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94567431 P.02 c: JUN-e2-199~ 12128 FROM eaaaaeeeeBB00ee TO .•1..: , 

" , ~ i •. 

Pra-1UM LnereaS8S gradually lowered to CPl by 1999 

In 2Q01,. !ncreaee ,.18 GDP qrowth + an amount. 'too cover benefit 
imp~oyemen~8 (GDP • "'%, benefit imp~ovem.nt8 • 3.6'> 

After 2001, increases equal GOP growth (4.4'> 

Annual and cm:mlati"e' :Pr-.lUlll 'IIIC2:'8aaes 

1997 2001 20Q2 2004,1998 1999 2000 20031995 199' . 
4,,5 3.0 .4.44~O l.5 3.0 8.0 4.44.4 

1.16 1.19 1.401.12 1.35 1.471.05 1.091.00 1.~' 

" ~ I. , 

SC~o 1 

Inc:r:eas,es in 1996 And 1997 equal CBO estimate" of premi.um

increases unde~ Cooper (sliqhtly below baseline) 


" r. , • f 

Tr1qgax would limit increases in to CPI beginning in 1998 until 
costa .quel Clinton, except that the increase in 2001 equals CPI 

\ (3.0'> + cost of new benefits (3.") 

Costa equal Clinton by aboue 2004 

Su.b.aquent increases equal growth in GDP (samE! aa Clinton) 

ADnuAl and C'WIQ.lativa Pnai.ua IIlCJ:eaaeB 

1997 19991998 20001995 2001 2002 2003 200419" 
3.07.4 3.0 3.08.1 f.6 3.0 3.0 3,,0 

1.20,1 .. 08 1.16 1.27 , 1.351.23 1.391.00 l.43 1.48 

'. JJ i. , 

. , . '. , 

"~' 
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. JUN-e2-1994 12:20 FROM e0B00a00eeaaeee TO 94561431 \,.. P.ro 

ISPPYUO 3 
Assumes Cooper increases in 1996 and 1997 

Increases are 11m1tecl to CPI minus 1 (2') per year, from 1996-2000 

Increase in 2001 18 CPI - 1 (2t) plus the cost of ~nefit 
tmp:OYements (3.") , 

In 2002,&1ne~ease ls.s1ightly below Clinton growth ra~e (GDP) to 
h:inl coats 1n·llne with C1inton'beginning in tha~ yea:. After 
2002"" ~nc.r:eases, ~al GD~ grcW'th. , ' 

Azm'Wll and. C1IIII1Ilat1v8 1'I:'eIII1ua Iacreaa8S 

19981997 20001995 2001 2002 2003 200419"1.9'6 

7.4 2.0 2.0 2.0 5.6 4.48.1 4.4'.0 
1.23 1',471.16 1.301.08 1.18 1.21 1.35 1.411.00 

§CPWO 3 

Increases equal Cooper in 1996 and 1991 ' 

Trigger bring. costs back to Clinton leyel by 1999 by allowinq 
.-.....--. lIIero nominal growth in 1998 anei 1999. Subsequent increases equal 

C11n'Con. 

1"5 19" 1997 ,;1"8 f1999 2000 2001 2002 2003 2004 

- 8.1 7.4 0.0 0.0 3.0 8.0 4~4 4.4 4.4 
" J, 

1.00 1.08 1.1
1
6 ' 1.11; 1.16 1.1' 1.29 1.35 1.40 1.47 

. " " . 
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TO P.04JUN-02~1994 12121 F~OM eeeeeeaeeeeeeea 
. .. ,f'. , 

,-,__, §.CIIIWQ • ' 

Increas.. equal Cooper in 1996 and 1997 

Trivg.~ would ~ed.uea the trate of groV'th or prem1wns to bring 
costs down to the Cli~ton level as quiekly a8 poasible. Ho~ver, 
the qr~ rate could not :be ;redueed belw Deq.tiye one percent 
per 1'8&:0 

2000 2001 2002 20031'195 2004It9' 1'97 19" 1'" 
1.07.4 3.0 8.0 4.48.1 4.4-1.0 4.4 

1.3'$1.161.161.00 1.15 LI9 1.29 1.40 1 .. 471.0' 

scmWub~ 
I, 

Inc:%eaSas eqUal Cooper 1n 1996 and 1997 ' 

~r19qer ~uld ;reduce prem1ums in 1998 to, the lavel they woYld. 

have been under Clinton. 


Sqb.equen~, increases equal Clinton 

, ...~" 

", " 

1995 I'" 1"7 I'" 1'" 2000 2001 2002 2003 2004 

- 8 .. 1 7.4 -3.2 3.0 3.0 8.0 4.4 4.4 4.4 
1.00' 1 .. 08 1.16 1.12 1.16 1.19 1.29 1.35 1.40 1.47 

, , .. 

"
" ': ' 
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1 ,(1) Senator Mikulski's amendment is contained in 

2 subsections (a)(l) and (a)(2) of section 1524. 

3 ' (2) Subsection (c) of section 1524, reflects necessary 

4 definitions from section 8203 of the President's hill. 

5 (3) Subsection (b) of section 1524 reflects the lan

6 guage of 1523(f) eurrently in the bill and is more properly 

'7 relocated in this one section dealing with FEHBP supple
~ 
" 

8 mental plans. 

'. , 

~~
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, . . " 
AMEND:MENT. NO. ---.: Calendar No. 

Purpose: To require the FEHBP to offer supplemental plans, 
and fo1" other purposes. 

IN THE SENATE OFTBE UNITED STATES-I03d Cong., 2d Sess. 

S.1779 

To .ensure individual and family security through health care 
coverage' for all .Americans in a manner that contains 
the rate of growth in health eare eosts and promotes 
responsible health insurance practices, to promote choice 
in health care, and to ensure and protect the health 
care of 'all Americans. 

' .. 

Referred to the Committee on _______~---
and ordered to be printed . 

Ordered to lie on the table and to be printed 

A.M:ENDMENTS intended to be proposed by Ms. MIKULSKI 

V1Z: 

1 In section 1523(a), strike ~'subseetion (f)" and insert 

2 "section 1524(c)". 

3 Strike section 1523(f).· 

4 . Insertt after section 1523 the following new section: 
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1 SEC. 1524. SPECIAL RULES FOR FEHBP SUPPLEMENTAL 

2· PLANS. 

3 (a) FEHBP SUPPLEMENTAL PLANS.

4 (1) DEVELOPMENT.-The Office of Personnel 

5 Management shall develop FEHBP supplemental 

6 plan?! . inclugmg at least one supplemental health 

7 benefit policy and at least one cost sharing policy. 

8 Each such FEHBP supplemental plan shall be de

9 veloped in consultation with representatives of Fed

10 eral employees, including consideration of a Federal 

11 Government contribution 'with respect to such plan. 

12 (2) OFFERING.-The Federal Government shall 

13 .offer FEHBP supplemental plans .developed in ac

14 cordance with paragraph (1) to Federal employees, 

15 annuitants, and any other community rate eligible 

16 mdividual (as defined in section 1902(9)). 
~ I • f 

17 (b) FEHBP Ex:E14PTION FROM RULES FOR OFFER

18 ING OF COST SHARING POLICIES.-Subsection (a) of sec

19 tion 1523 shall not apply to an FEHBP supplemental 

20 plan if the plan meets the following requirements: 

21 (1) The plan must offer each Federal employee 

22 and eligible individual a choice ,of a policy that pro

23 vides standard coverage and a policy· that provides 

24 maximum coverage (in, accordance with standards 

25 established by the Board under section 1523(a)(3)), 
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1 (2) The plan is offered only during the annual 


2 
 open enrolhnent period for community-rated health r 

plans (described in section 1232(d)(1). 


4(3) Subject to subsection (b)

5 (A) the price of the plan shall include an 


6 amount, esta.blished in accordance with rules es

7 tablished by the Board in consultation '"~th the . 


8 Office of Per:sonnel Management, that takes 


9 into account anYe.l.-pected increase in utilization 


, "10 bf the items and services in the comprehensive 

11 benefit package resulting from the purchase of 

12 the plan by individuals enrolled in a commu

13 nity-rated health plan; and 

14 (B) the plan provides for payment, in a 

15 maIUler specified by the Board in the case of an 

16 individual enrolled in the plan and in a commu

17 nity-rated health plan, to the community-rated 

3 

18 . health plan of anamOlmt equivalent to the ad

19 .ditional amount described in subparagraph (A). 

'20 	 (c) DEFINlTlbNs.-For purposes of this sectioll: . 


21 
 (1) ANNuITANT.-The term "annuitant" means 


22 an "annuitant" as defined by section 8901 of title 


23 
 5, United States Code. 
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1 (2) FEHBP.-The term "FEHBP" means the 

2 health insurance program under chapter 89 of title 

3 5, United States Code. 
'. . t 

4 (3) FEDERAIJ EMPLOYEE.-The term "Federal 

5 employee" means an "employee" as defined by sec

6 . tion 8901 of title 5, United States Code. 

;. " 

;. . 



MEMORANDUM 


TO: DISTRIBUTION 
FR: JOHN HART 
DT: JUNE 14, 1994 
RE: NEW HAMPSHIRE NEWS RELEASE 

FYI, Here is a press release from Dr. stephen Gorin, Chair 
of the New Hampshire Health Care Coalition. In this press 
release, he strongly criticizes Senator' Gregg's opposition to 
health care reform. 



.' 

THE HEW HAMPSHIRE HEALTH CARE COALITION-- - ........--.==;;.;. 

Contact: Stephen Gorin, Ph.D. 

603-783-9523 


For Immediate Release 

CONCORD, June 10. Stephen Gorin, Chair of the New 
Hampshire Health Care Coalition, today expressed 
disappointment over Senator Judd Greggts opposition to health 
care reform. Gregg, a member of the Senate Committee on 
Labor and Human Resources, voted against Senator Kennedy's 
modified version of President Clinton's Health Security Act. 
Kennedy's plan requires employers to insure their workers, 
with an exemption for businesses with ten or fewer employees. 

"We think it is unfortunate that, at this crucial time 
in the reform process, Senator Gregg has joined the minority 
in opposing a serious effort to bring health security to all 
Americans," said Gorin. 

'tIn addition to opposing serious reform, Senator Gregg 
supports S. 1743, the 'Consumer Choice Health Security Act of 
1993,' which represents a radical departure from our current 
system, It said Gorin. '·S. 1743 would shift t.he burden of 
coverage from e~ployers to workers and fami 1 ies, " Gorin said. 

S. 1743 would require individuals to buy their own 
healt.h insurance. It would create new taxes for employers,
workers, and families and impose financial penalties on 
individuals who fail to buy insurance. 

The JournaL of the American Medical Association (.lAMA) 
recent.ly ranked 5:-1743 among the worst plans, below our 
current system. The President's Health Securit.y Act ranked 
near 'the top, second only to the Stark plan, which builds on 
the President's approach. 

"Senator Gregg's plan also lacks community rating.
prescription drug benefits, and long term care coverage,"
said Gorin. "Interestingly. it would also allow a federal 
takeover of state health insurance plans," Gorin said. 

"We urge Senator Gregg to reconsider his opposition to 
meaningful reform. In the meantime, we hope the public and 
media will ask him why he voted against Senator Xennedy's
bill and supports a plan that JAHA believes 1s worse than our 
current system," Gorin said. 

http:recent.ly


91 %. coverage could be achieved through a voluntary approach like the Cooper plan, but the 
following trade-offs would be required: 

CUTTING BENEFITS TO REDUCE COST 

CBO says the Cooper plan could be made approximately deficit n~al by 
dramatically reducing the benefits package (e.g. eliminating coverage for mental 
health, prescription drugs, preventive care, and dental, and iimiting hospital coverage). 

. . 
However, providing a bare bones benefits package presents significant trade-offs: 

Significant cost shifting remains. 97% of health care costs would no longer be 
covered under the plan. 

State demonstrations show that few businesses and families would voluntarily 
purchase bare bones insurance, even if it ~s offered at very low rates. The only 
way to increase coverage with a bare bones package is to pay all or nearly all 
of the premium 'for the poor. 

We would be spending a great deal of money for a benefits. package that few 
people really want. 

REMAINING COST PROBLEM 

Even with a dramatic reduction in the benefits package, the plan would still increase 
the deficit without a tax cap. 

Options to fill this gap include: 

More Medicare cuts. But aging groups would oppose additional cuts unless 
. they were offset by benefit expansions (which would eliminate any savings). 

A tobacco tax, which may be difficult to achieve without universal coverage. 

ADDmONAL POLICY/COST TO ACIDEVE UNIVERSAL COVERAGE 

Achieving universal coverage would require at least an individual mandate. 

With an individual mandate, providing subsidies for the remaining uninsured would 
require substantial additional spending. 


The risk of relying solely on an individual mandate is that loss of your left base will 

not be offset by gains from the right. 




BREAUX-COOPER COST/TAX CAP TABLE 


Comprehensive 
Benefits 

Basic 
Benefits 

Program Cost 
Without Tax Cap 350 150 

Tax Cap -50 -150 

Total 300 0 



" 

PROBLEMS WITH THE 91% APPROACH 

• LEAVES MILLIONS OF AMERICANS UNINSURED. 25 MILLION 

AMERICANS WOULD BE UNINSURED. AS MANY AS 40 MILLION 

AMERICANS WOULD BE WITHOUT HEALTH INSURANCE FOR SOME 

PERIOD OF TIME EACH YEAR. ALMOST ALL OF THE NEWLY INSURED 

WOULD BE UNDER THE POVERTY LEVEL. 

• INCREASES THE DEFICIT FROM 1996-2004. THE FEDERAL DEFICIT 

INCREASES BY OVER $300 BILLION TO FUND SUBSIDIES AND TAX 

INCENTIVES. WITHOUT A TAX CAP, THE DEFICIT INCREASE IS $350 

BILLION. 

• PLACES HEAVY BURDEN ON MIDDLE INCOME INDIVIDUALS. MANY 

PEOPLE WILL PAY OVER 10% OF THEIR GROSS INCOME FOR HEALTH 

INSURANCE. A WORKER EARNING $30,400 COULD HAVE TO SPEND 

OVER $6,000 TO BUY A FAMILY POLICY AND WOULD NOT BE ELIGIBLE 

FOR GOVERNMENT SUBSIDIES. 

• MAY ENCOURAGE EMPLOYERS TO DROP COVERAGE. THE 

EXISTENCE OF LOW-INCOME SUBSIDIES MAY ENCOURAGE FIRMS THAT 

CURRENTLY PROVIDE HEALTH INSURANCE TO DROP COVERAGE FOR 

LOW-WAGE WORKERS. THE LEWIN ANALYSIS ASSUMES THAT FIRMS 

CURRENTLY PROVIDING HEALTH INSURANCE WILL CONTINUE TO DO 

BUT FROM 1989 TO 1992, THE NUMBER OF AMERICANS WITH EMPLOYER 

COVERAGE DROPPED BY 3 MILLION. 

• TOTAL COVERED DOLLARS GOES FROM 94.1% TODAY TO 96.8%. 

IS AN INCREASE OF $37 BILLION FOR WHICH THE FEDERAL 

GOVERNMENT IS SPENDING $42 BILLION OF NEW MONEY IN 1998. 

THIS 

9 



91% coverage could be achieved through a voluntary approach like the Cooper plan, but the 
following trade-offs would be required: 

CUTIING BENEFITS TO REDUCE COST 

CBO says the Cooper plan could be made approximately deficit neutral by 
dramatically reducing the benefits package (e.g. eliminating coverage for mental 
health, prescription drugs, preventive care, and dental, and limiting hospital coverage). 

However, providing a bare bones benefits package presents significant trade-offs: 

Significant cost shifting remains. 97% of health care costs would no longer be 
covered under the plan. 

State demonstrations show that few businesses and families would voluntarily 
purchase bare bones insurance, even if it is offered at very low rates. The only 
way to increase coverage with a bare bones package is to pay all or nearly all 
of the premium for the poor. . 

We would be spending a great deal of money for a benefits package that few 
people really want. 

REMAINING COST PROBLEM 

Even with a dramatic reduction in the benefits package, the plan would still increase 
the deficit without a tax cap. 

Options to fill this gap include: 

More Medicare cuts. But aging groups would oppose additional cuts unless 
they were offset by benefit expansions (which would eliminate any savings). 

A tobacco tax, which may be difficult to achieve without universal coverage. 

ADDmONAL POLICY/COST TO ACIDEVE UNIVERSAL COVERAGE 

Achieving universal coverage would require at least an individual mandate. 

With an individual mandate, providing subsidies for the remaining uninsured would 
require substantial additional spending. 


The risk of relying solely on an individual mandate is that loss of your left base will 

not be offset by gains from the right. 
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Comprehensive 
Benefits 

Basic 
Benefits 

Program Cost 
Without Tax Cap 350 150 

Tax Cap -50 -150 

Total 300 0 



THE LEWIN ANALYSIS OF COOPER/BREAUX 


THE MIDDLE CLASS LOSES 


MILLIONS OF PEOPLE 


---.. ........... -.. ..........-.. .............. -.. .............-.. ..................-.. .......................-.. ......................-.. ......................-.. ...............-..
-.~ -.~ -.~ -.~ -.~ -~ -.~ -.~ -.~ -.~ -.~ 

NUMBER CURRENTLY NUMBER WHO RECEIVE NUMBER WHO REMAIN 
UNINSURED INSURANCE UNINSURED 

PEOPLE BELOW 
POVERTY 9.3 7.9 1.4 

100-150% OF POVERTY 6.0 3.7 2.3 

ABOVE 150% OF 
POVERTY 3.221.9 !t8.7J 

37.2 14.8TOTAL 22.4* 

NUMBER CURRENTLY NUMBER WHO RECEIVE NUMBER WHO REMAIN 
UNINSURED INSURANCE UNINSURED 

UNDER AGE 18 9.7 4.3 @) 
18 - 34 14.4 4.9 9.5 

OVER 34 13.1 5.6 [TIl 
TOTAL 37.2 14.8 22.4* 

*CBO ESTIMATES 25 MILLION REMAIN UNINSURED 




THE LEWIN ANALYSIS OF COOPER/BREAUX 


FEDERAL SUBSIDIES INCREASE COVERAGE NOT THE MARKET 


NEWLY INSURED 

NUMBER PEOPLE\MILLIONS PERCENT· 

1.1INSURANCE MARKET REFORMS 7 

1.1 7INCREASE TAX DEDUCTIBILITY 

GOVERNMENT PAYS 100% OF THE 
PREMIUM 7.9 §] 
GOVERNMENT PAYS A SIGNIFICANT 
PORTION OF PREMIUM 4.7 m1 

14.8 100%TOTAL 



THE LEWIN ANALYSIS OF COOPER/BREAUX 


PERCENT OF POPULATION REMAINING UNINSURED 


TODAY AFTER REFORM 
% % 

UNDER 18 13.9 7.7 

18 - 24 29.4 20.2 

25 34 19.5 12.5 

34 - 65 13.0 7.7 

TOTAL UNDER AGE 65 16.0 9.6 



.~ 

ADDITION TO DEFICIT UNDER COOPER/BREAUX 


TO ACHIEVE 91% COVERAGE 


BILLION $ 


41 TOTAL 

301 

465 

1996 1997 1 1998 1999 2000 2001 12002 

WITH TAX CAP 35 42 36 32 3146 30 

41 61 58 53 52 54WITH-OUT TAX CAP 48 

SOURCE: CBO 

NEW GOVERNMENT COST NEWLY INSURED FEDERAL COST 
1998 PEOPLE PER PERSON 

1998 FEDERAL COST 
FOR EACH NEWLY 
INSURED PERSON $42 BILLION 14.8 MILLION $2,838 PER PERSON 
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Sen. Boren Backs 'soft Triqqar' Health-CAre Approach 
WASHINGTON -DJ- Sen. David Boren, D-Okla., a key awing vote on the Finanee 

Commit.t.eae on the health care issu. , said a "soft triqqer'l for implementing
employer mandates fo~ health ooverage is the ~ey to a bipartisan health OAre 
reform bill. . . . 

Boren, 8peaking to reporters betorlhe was .ehed.uled to meetvith President 
clinton in a one-on-one m~eting on the subject, said, tlthere ia no doubt that 
the solution and the way wa can build'. bipartisan coalition has to d~.with a 
Isoft trigger' I mechanism ~ a way for us to measure progre•• tOWArd the . 
presie.nt's qoats and a 'Way for ue to react it those qoals aren't being .et on 
a voluntary ):)asi8.' t . ... .• 

A triqqer is a way for conqress to postpone an aetion it is unwillinq to 
take now. President cilnton wante conqrass to require compani•• to pay for ,_
their employee.' health insurance, but many .embers ot Congres. are reluctant 
to qo along. As a compromise, ,the White House and Congress are exploring
proPolals that wouldn't requ.ire companies to provide inllllranCe right away, but 
would require them to do so in the future if other health reforms don't . 
§ucceaed in raising the percenta;e ofc!tlzan_ covered 1:Iy insuranc•• 

In ana verSion, authored by Sen. John 'Breaux, D-L8:., mandates WOUld, kick ··in 
automatically it firms with fewer than 25 employees tailed to provide 53.St of 
their employees with insurance· :by- 1997 ~ .' . _. ' .. 

Inhia remark., Boren appeared to favor an even softer approaoh, aayinq the 
mandates shouldn't kiek in automatioally, but should only remain one option to 
be conaidereel· it voluntaryinlurance reform8 and incentives 40nIt work.' . -'; 

Boren said the 80ft approach i8 needed :bacauae it'. the only vay to attract 
Republican votes. Ha reiterated hi. position opposinq any,he~lth bill witho':l~ 
broad J:»4.partiaan eupport. .. ... .. 

(MORE) DOW JONES NEWS 06-16-'4 
·2:50 PM 

•••• filed ~Y:TAPE(--) on 06/16/94 at 14:54EDT * ••• *••• printed by:WHPRCLMCH) on 06/16/g4 at lS:36EDT *.*. 



\ 
(/V" 'vrCA.. 

~( 
, 

d-~ c rtJl Jy 'tv t/~·IvI- ~', 

... ~t-~ vu[ (I~ 
"t'" WvNhr ~ L-W rlL- w ( "'(~ 

-~J.(,..j h,;'" b l ~""''j' Df (l,",..jCocf'v' 

.,. G~~ .k;7-(~ ~( (/~-", ,~'t4'l ,~b \r; 

.,.. DDL{. II ~ ~~ )'J\~f~r-cr.I'(j? fv1)...J M~ /7t ,J::, J~)vrJw1 ('r1IJ~ 

-. ~r,-":'c: ~l.J- i..r- Jo ) ~ I' ~ w~ ~A k ,V-J ~ J ([?p"'h{"'l U)1I..J.,nJ4? 

~ 5" (", " (V'v rv-... n b ~... ~M- •~ f"'\ "

-\1~ 



; .. 

. :' ,. .. 

., 

.:' 



", 

, , 

PHOTOCOPY 

PRESERVATION 




______ 

5-24-94: 12:48:OGC IMMEDIATE OFFICE-
SENT ~y: 

DEPARTMEN.T OF HEALTH & HUMAN SERVICES 
OFFf.CE OF tTHE GENERAL COUNSEL, 

, ROOM 707-F 
·PHONE: (20:2) 690-7780' 

FAX: . (202) 690-7998 

II,' 
DATE: . 


':;1 

Telephone No. , Fax liP_ 

_ __ ZZV~3S33TO : ~~ W_(_'·~~..~~~~~~~2~~~3~'~~~7__ 
. cc. --CA-n'~' JeMV14ti' : tt56 - 7£/-5/ 

I 

~----------~----~~------------I----------~--

FROM: Nan Hunter 

OFFICE: as/Immediate Office 


PHONE NO. __...:.6..... 7 7.-::,8.:::..0_________
90;:;..-......... 

FAX NO. 690-7998 

CO~NTS:, 6 f/()'N}"'1 ~()tw-- ~.tJ 'rvo so/ ,(Wul./C4.->-e ~ . 
. Vb, vlMc41 .60« Il/dA()Id~t A.dVVvJVw'f;f.rp.;f.v H:..M~' /.Vre 

No. of Pages (including cover) 
I 



' 

j 

CBrRep'o~" '. ' 	 .... "'-':-," ':,.;' 
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. lS$l),~por.t~~!C~!!8':on: theclta,ngesde!lcrIbed.Jl1llub~ph ,(AXI) 

.. ' ,: : ,':rand sbllU·.mclUd¢tnJhe,irepoft,./Ul'examinitioiLof 'the fsttOrii (irdiiil~ .faetors 
, ::;,J i,'elatbii.,t(iMetent llervi'c~lrand ~pecific c.egciriea and (J:'QUpS.'.ofi_ea arid 

:geognpmc aD& ~I!I:DGgmp1U<: varlal:lolis in Utilization)whtch,lIla..Y,eontn:Qute to 

.' :':',;~ ;' ~~,:~:~!~'\;:'::,:: ';::.> ,,;:;': ::., :" '" .,.', ." ',:, .. ;, •...::, . 
.,~;.~,J~)\,J1,~~dll:¥~~.: ..:.~:: 'i. " . ," " ",;, ,"'" 

.j ... ' ..,. ,Th8"Seer~t.tr;y:8hill!ncludein each annual, report WIder sUb.p~. (B) 
.' ';', .,,,.' nibomlneD4atil1~\; :,;'~," ,,": ';,.,.. . . " . "" .',,,, " .. 'jj",; . :', 

". ",tli;~$e;mbigiBli.Yid~tffi~d patten'l!i'Oti.n~ppl'()pril1be 11~!liZilUo~: . 
(U)oo':utiJizaiion'review, .' ;:' .' "":!, 

(lilion 'PhYaidan education or patient education, :." ;;1'~, J. :l;) , 

''''~;: ';',',,;, '.fwXil9,~~~·a'W'p'rol'i~s oYbenefkiary acC~1I8 tljI care.~4;I,evident 
,;.";';;: i, :~y:~!\:~qro~~ w.qcllljllli,8Jld " , ' .' ,,:; ,:, ;,.. (r'" , 

':. ".', , '" ",l.(:v).JOnisUcliothet:m.:tten'uthe'SecretBr:Y deems'8pprOpriate.,'a~ 
',,".,; :",j T4:e:P~&it':P~~Hl~ Commission shall oomnu;:Qt on'the Secioetary's 
." J ;;');'Teeoiniilekidat!6W;'Brid bl,tfeveloping its commentS; the' COlmnisslba:'stiall con
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. medieal IttlHzation patterns for the quality of and 8CCellS to·\piillenf',care. 
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Bdore'tne blt~Qt_year (beglnDlng With 1992), the Seereta'rYShalIeend to 
each '.PhYsiCiiui:" 'no~cl" , iupPUer ' or. other,' " \h~aIlms' 
..""""'.. C' d ~ ". bi' Ii) oh' .' ctloilH .' ,l· '~1:'
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the 'tniudmtuii ''amliWit' that ma 'lje Char d eonilistent WtthiiubsecUOn. (g.}(2) of'tltis 
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, 	,. (A). the. detenninati,on of the ad.lllsted historic.al payment btIaIa .(~',def\ned In 
subsection (a)(2>'(D)(i) ot this section), 

(B) the .determination of rtJative yalues and relative Wltu!uliita under 
"'. .~ 8I111~<m..(C},~~ 'l!e~9n,J.nclud:iw adjustmenU!. unlier:,8u.lion'(e)(2)(11') 
, " , "0( thiI\~tio~,aDd~~~~':l~l~(b)ortJle OmnibU8.Budge~.B;eeol!,cUlation Act 
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, imder thia sel!l:\oll. 

, (2), ~Bi.tante.a~.:s1l1'pJ)t 

.. (A) '.InrenelaJ ' 

'. , , '. Subject to subping 


, physician, if ~t., 


,:!;,.,! •.• pbyll~~ s~ga8'm 
, . '.' ~~ 16 percent oft.I 

,. ~~n.fpr,the gwmu:1 
• (8) Denl~1 (itpB1Jftelit,:Jn 

;;." ':IftJieS~~~ 
,',:: . tI. 'surgical 'procedure.(, 

'percentage of such prot 
·of a phYBidalias an lui 
.be madeunder'thia'Par 

"" . 'procedure. . 

~3) No, t:!IlI1IW'IIl>lllty,..uUII~~1 
. '" 'Fot phjSiclaiiB' seniceiilo 

': }Jt~,~~ri:::' c . , ' .• 
, : .. " .. , ,(Al a. eyrier' may,'lIot 

.'~'. sectJon lS95u(b)(SXB) ot 
l!igher than .the charge 

:" comparable circumstance 
.' " .' ... (B) 'oo'pa)"!Uent ad,J1lSt

title; and .. ,I .,' 

,.' ... (¢)~on139S~(b)(9) 

·Qr~~lllll~to~" ": ,', 
,In 'this ,section: . 
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,:.i:.,.::n-r." . ,. , ·c this title) 
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..~":";,~~,.t.ha~ M\lY- t,,l,9!iO••, ' 
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);)~tf.~·~~h~~~le ati~·. . " ,:." 
. "',""l'Iie,~'''flie8chedule area", 

. l~itl.e'tor pdrp08e1f of, computing
." . 

(s) Phiidclal\l'.ail.rvleea " ;' 

'" .:rh~ 't~jz(~'PnYsl,clans~ Rii-vlee 
graphs.(lh ,(2)W,(2)(D); (2XG~ 

·/:;::;:~{~1~di~~.= 
": ,,,·'speCify). ",;. . '''''.:, 

.•',··W~~·upen~i·: .' "."" 
:',1"; ,:The·'term'·~lpraetice expellBlis 
. , ,services, excluding malprad;\ce 
/::. ~~,~ge ben~rt;s~.,. ,',,;' 

. Wg,'.U.:'l9SSi' Co' 631,':,Title.:XVlll;::.f: 1 
: t .elOl!{a); ·lOS. Stat. 216Q; and amtndad 
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~~lis:1UId 
¢.~fillnendatlons. 
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o1teiJ :fur'mshed under . 
~Iq:e\ated eategoriea, 
oi'~~'iuinUihed 
)h!xpendlture.l! under 
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o eare',m~~,evident 
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appropriate.·;I;" 
t OIl'the Seeri~s 
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00 of this subparagraph 'Shill be substituted fur ~e sum ' 
~,~."... to'in paragr,aph (S)(P)(ii)(I)'j " 

, 'I t, 	 ' 
Subparagraph' (Ii)' (relating 'to, exceptions and ac;ijust· 

. 	 ~ '. . . 
-....,'.: '" 

, ,There is hereby established the' :M.edicar~Geographic 
~~~~~~gm(hereinafter i~ this paragraph ra~r,-:ed ~, 

f 	 ' , " 

, 1heBoard 'Sbali be composed of 5 ineinb~rs appointed ,by; 
setretilU'-:y without te8ard, tc) the, p,rovisionsof Title' 5; 'gov~rning 

iOlDJtmc:nts in the'Competitive' seryice. Two of such members 
representative of subsection (d)',hospitals located in a rural 

"'.......n''''r paragraph (2)(D); " At least 1, member ,shall be knowl· 
in the field of analyzingcOs~ with respect to,the provision 

dml!au~ent hospital services.' , ' , 
Secretary shall make initiBl appointmentS'to the Board as 
in this paragraph within 180 days after December 19, 

.s esUmaltCll 

The Board shall consider the application of any subsection 
hO~jJ)Ua1 requesting' that the S~r1!!tary change the hospital's 
Er8JI1lltc classmcation for' purposes of'p~t~rm~ning for a fiscal 

(I) the bospital'ss.v.eJ:'age staridardized amount WIder para
iIdItlilll,!n (2)(D), or i'" ' t,' ' " 

'rOO the area ,wage ind~~'applieable ,to such 'hospital under 
(3)(B). ' . "l'~' ' , 

':A' hospital' requesting a change: in geographic 'classification 
8.~~ Clause (i) for a fiscal yearshi.ll submit its application to the 

: not later:, than 'the first day of the, precedioJ fiscal year. 
:c!lft¥H\,.., 	The Board ,shall ren~er 'a decision on an applicatiC)n sub· i 

'clause not-lilter than 180 days after the deadline i 

s): 

The Secretary shall 'publish guidelines to be utilized by the 
,-.......n in rendering decisions on applications submitted under this 
, '" and :Shall include in such guidelines the following: 
1~:' (I) Guidelines for comparing wages, taking into account ceo ' 
'-.uICUpational mix, in the area in which the hospital is classified 
*:,,<'and the area in which the hospital is applying to be classified. 

',ii, 4IU.S.c.'8139SeeICl12C$-13 287', 	 , 

'. t 
, 
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Conversations with companies and organizations concerned about . 
health care reform•. 

,These companies support Universal coverage and employer '; 
responsibility, . but··they are very worried at this point as to· 
whether they will be better or·worse off under a new bill.' 
Multi":state employers continue to be concerned about their 
ability to offer a standard benefit package and administer across 
state lines •. 

1. They are.fully committed to employer responsibility b4!cause 
they are tired of paying the cost shift for non-insuring .. ;~j,.' 
employers •.(\Th~y)icnow that it ·will <be difficult. 'tp.i~avea.~ 
financially responsible program "ithout it· ..and ·universal'·:f... <: 

'. '. _', • coverage • '. -;... 	 .' 
: .....~-..:.,",~' .. ~~ .:'; .. " . ~'.,' ",'" " 

2.. Their Waf;lhington reps are concentrating on· .the view that1,:,; i.: '.' . 
,..... : . . .,there·will ,probablY:Jbea;bill,··the'reps want·J.4l.,))ill, the ·:CEOs1~.re ~ '. 

very ·wprried,and are asking should there bea 'bili this, .ye~r~\;~·~~~t . .' 
, • .:,. : '"~ ,.~.~,).;:~ ;t:--:-.,:' ~'. <. 

3. .~They ·are· having d,iscussions' around .three "Issues wIth '~s,~~a~)~f':\
and House staffs, and with the Milbank Group ,of· state .... /::.;: ·~""i1;·,.'· . 
authoritie.s •. " '. . ..' ··},'th,· " 

"": ", 	 ... /,~~)~', . 

The issues are: cost·containment, data collection and.financing. 

Interestingly their discussion is around interia.rules or 
language, which indicates that those with whom I was speaking 
accept the fact that there will be a final solution in a bill. 

4. Financing is the major issue for companies. . 

The problem: 	 They will have to pay for state interim . 
solutions when tbeyalready'cover employees. 
They have successfully avoided taxes 'because, 

. of ERISA waivers in the past, and are· .. ,; ... )~' .. 
concerned they could, become liable for CHI pr 
other payroll taxes on a state by state 
basis. ' I 	 . 

They thought that they were making progress 
until negotiations with the rep from Maine', 
Rep. Rydel (sp.) seemed to blow up. 

http:CEOs1~.re
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For those payinq for coveraqe for vorkersnov, the 
real 'deal ,breaker would, be no universal 'coveraqe" 
no or weak employer mandate, and a collection of 
.taxes from those already paying for,coveraqe, to 
pay, coverage of the uninsured. ' " : '," ': . 

Potential solutions: The businesses do not have 
consensus yet on this. Some businesses find this 
a'break point, but others are willinqto discuss 
compromise on financinq solutions. 

One solution posed for discussion: temporary 
assessment of, 'the 1% social cost in POTUS bill, ,to 
be revenue shared back to states with 'verifiable
need.' . ' , 

"Feds couid'define who is ERISA qualified in 
federal regulations, (~urrently the self-insured 
self define,') this would stop tax ,avoidance !,' ,':. 
problem in states. Then you could -t~x 'the>"" 
ERISA companies." 

'. Another soluti,on ;would be ,some··f~er~l: 
sourc;:e." 

, ~ " '.~ 

'Another, sOltition: '''ways a~cf~lIeans:~(1''naJnCJ 
.. solution, with,emplc;>yer ,mandat,e,and,.",~.•_.• 

.~. , ' 
":':.-", , ··coveraqe~'.' .\~i~~;,('· ';'"',: :,: '. ' 

,"25% "excise ,.:tax.isnotac.ceptable.·.. 
.' J')' ' •• ' •• :;"',~.:.~•• ~.: ••~,'r.-.~., .. ,' ~.' " .' '~..:. 

'"Tax on premiums., is not acceptab~e.:,". ' 
..... '. 
~. l' .. 

, . 
. 5. Data 

The problem: lack "of national guidelines and standards 
on data collection, which could cause companies to keep 
separate benefit data systems by state. 

Fear that states will require additional data. How 
much? Harmonization issues. 

Potential solutions: Can the multi.-state employer
offer linked data? 

They want ,an inteqrated data base, consistent" 
, ,r 

comparable outcomes ,data. 

consi?er voluntary additions and experimentation?, ; 

This issue is more easily solved in the opinion of company 'reps; 



\, 

6. Cost Containment' 

Problems: Very worried about Rany willinq provider
issue cuttinq into manaqe~ care capability. 

Worried about Maryland conflict... Can't satisfy other 
issues, ,tf have to deal with MD as standard. ' 

, Some can deal with an expenditure target faster ,than 
POTUSproposal. 

Aqain this issue is not one on which they see no compromise. One 
or two companies miqht be willinq to try to"ork on_'somethinq
with the National Medical' Association and Bla"ck caucus ,because , 
they have" some und.arstandinq of the fear of discrimination. "" -" 

.' j t " "' 
;":" ;;...(/ ". . . --.'~ . 

" ~ 

'.". " .. ' 

:'.: ,l" '., 

. . ~~. 



of ana 'm,atell" alte(nitlves 
,( " 

coverage" 

1.. ':' Require, 50 'percent employer contribution for all Wdr~(;!rs', (not 
'dep~'ndents) ',' " " ,,: " ' \ ' 

" ' 

a. 'No' 'erripl,9Y~f~ubsj_dy/~~ employ,~e' 'sub.~!dy ~: 
, ",': '. \, . "',' ,. 

, . '", i, ~" _,' '~':', '.::"J',', "."" '.~ "~':,'.;",~:: :; ':. ',. '.",', ,', 

", b. ' ',:12' per '. cent$.mployer "capllower; cap', for' sh:1aller ..firms/nO: 

.".::,:-:emploY~e· subsidy:.. ' ',., ' '. ,,', !' ," ,'. ' 


, ;" 
" *';. : '. ;. "" :, )-. • . . ",",,', . . ~ , 

, ;c~' .'E~Plbye~':~'~-b~i'dy--~~me ?s' 'HSA ,:' 
','. ',.'. 

,''' .. 

\ . 

. ' I 

.: . 
. " 

" .. 
", ;y, 

~ ~. 

....... :.:: 

"'" , 
.' .. ~. .... .
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($ Billions) 

1995-1999, 

l,t.-d~+142.1 .; 

~ 

- 43.6 

,;;. \' H (.-lft-.,/

- 46.9 

- 10.0 


, . 

Tobacco tax (2) -" 70.9 C"i'U -138.4 

High Cost ..plan - 4.7 - 17.1 
Assessment 

+ 6.8 


+ 2.7 


-24.5 


r.,. 

Outlays 


Low Income \ 

Voucher 
Program 

IVfedicaid 


Medicare 


Other Federal 
Health (1) 

Revenues 


:Tax 
Expen ditu res 

Other Revenues 


Net Deficit Effect 

STAFF ESTIMATES. 

1995-2004 


+613.6 

-

-268.9 


-279.9 


~ 25.0 

+ 70.2 


+ 7.1 
. , 

-38.4 


PRELIMINARY AND UNOFFICIAL. 


(1) 	 This includes Postal Service reforms included in the proposal. Because of insufficient 
information, it does not include an estimate of the proposal's effects on FEHB, the 
PHS or the cost of administering the vouchers. The proposal does not appear to 
affect VA, DOD, or the IHS, so no spending change is estimated. 

(2) 	 This assumes a $1 per pack cigarette tax increase starting in 1995. 
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Choi'ceEl",About ·'cove;,ra9.e~' f,or:Abortlo~:: {3erv:i,C~~. 
, .. ~' . , . .' . '". \) 

Or. ". 
, :" .'.' '.' '::~ The, 'cost' p,f ,abortion cove+ag~,,: is :$8'.'6.7'"per' P<?liCY', ,based on 


: .,. ! the', estimated community r~te require<;i, to", fund abortions.", 

...•• ' , 't,'" .' " < .' " ' 

,;'--:;~;.;:':.,.;, ~:~"l·d\d{~i:dualinay ~aive' ab:qrtion: .coverage'i( the indiv~dual 
"';.. has' "moral or religious .objecti'Oil to this:, service. If the 

,-,. 'i,ndiViquaI waives. abortion c6ver~ge, the i~dividual" s ,premium 
•. obligation lis 'reduced by;. the. appropriate . share of the' 
'. community-rated amount attributal:?le to' abortion coverage . 

.. ~ " .., . 

religious, employer JIlaY'-'1 ,c,hq'qse. not~ .to pay·· f()r; .. Cibor.tiqn· 
" . ' " : coverage,. If ,the ,employer ':'clioOses not, ,to pay ,for:' abOrt ion '. 


.' ,."'co';"',e'rage,· . tlie.·.emp~oyer~$:\)i;~rriJri1~' copt,fibl.1i:,i6his·:,'te'dtlced,:by' 

".' ,·"",.·.'tlj.e.· ~mpfoyer .~liar~ of' the·qqrnmllriitY:;,:tated.'amourit,,'at: t'r{phtab+e',. 


tq, (ibortto'n, cqverag~,:i '.' AIl" emp'loyee" may:'elect·A~ot·,td. gay; the, ': 

";", :~!.,·',"·"ld~~~f~~e.ii~~. ':," "\ ';,'>,~.~:,:.~:'~' .:.',:>:'.' ,: .... ', .::: ,'.':..,,:'.:....'.,:.'.;'. ,,:1,.,," ','.' ~~'; . 
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Subsidy and Revenue Rffeds uf Pool Size Chunges* 
(Assumes Administration Best Guess of Pool Size Effect on Premiums) 

...-

5 YEAR 


Subsidies 


Select Other Revenue** 


Corporate 

Assessment 

.. 
Net Denclt Rffed 


" 

10 YEAR 
!---- 

~. 

360 ,r'370 400 _. 
" 

40 ~ ~(J 50 

4Oc.--:: 50 60 ,.
"--- -

J 

1""'-(10)(10) (0) 
, 

"'-. 
Subsidies 

Select Other Revenue**. . 

Corporate 
Assessment 

Net Deficit Effect 

dollars In billions 

1000 SOO 100 

D 0 

1,070--1960 /,,~J90 
- .. 

. 
70. 	 ( 80 100 

"':' 

80 90 120 

.. 

I( ~.' ~ (90) (80) i--tSO~ 

.,. 
Plan used f()~ calculations is structured as ~ 
o 	 premlum -- HSA-5% 
o 	 individual wage cap; all firm sizes eligible 
o 	 Prior to 1999, employer mandate on firms of 20+ ami individuals. 

1999 and beyond, full employer mandate pills individual mandate. 

** 	 "Select Other Revenuc" includes only those changes in revenue that will differ from 
the HSA. However, those revenue changes that {lIC identical to the HSA are taken 
into account in the "Net Deficit Effect" estimates, 

All numbers rounded to the nearest $10 billion. 
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ESTIMATE OF PREMIUM CHANGES BY ALLIANCE SIZE 

(ASSUMING UNIVERSAl. COVERAGE AND MANDATORY AT..LIANCES) 

ALLIANCE SJZE BEST ES1'IM ATE RANG..!:: 
(relative to CnOt~ 
USA estimate)' 

AU . . 
5000 0% 0·10% 

1000 0.5% o • 10% 

T - ~ 
-500 2f~ 

100 / 6% 0·15% 

SO ( 10% 0·20% 

• 	 Note: \ 
Tlldullc~ ..n:DC.l:Ind-Noti~h In pool. 
All wI)rkcn; in split familie!! folio .... hlRitcr wagt! Il'arner. 
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FY 95- 2000 FY'9S - 99 

OintonBill 111196 eff, 58% deductible (f).9 S2.S 

:I/-//S c/. Alternative I/l{'1ea, 50%doollC1iblc 38.6 23.6 

.t .52' 0 (/ Alternative 1I1/98eff, 4~% doouc::fib~c 34.6 21.2 
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Madlcar. Savlnge Under Health Reform: Adjusted OACT eatlmat.. 

HOSpital Update at MS-o.8 (1897' -2000) 
Reduce Indlrecn Mad lid 
Reduce Payment for Capital 
Ph... Down DSH (20% reduction) 
GMELlg 
Extend OBRA 83 SNF Savln"s 
Prohibit PPS EXAmj)tlonl for New LTO Ho.p 
HllntaraCtlanl 

S&L Employ.ee 

Atal GOP per Capita Vii FaClor 
Sit Cumulative Growtn Targetl 
eliminate Formula Driven Overpayment 
Competitive Bidding Labs 

·Oompetltivi Bidding 02lMRIICt 
Income Aelated Premium 
InOln for PhYI for Primary Car' 
Prohibition on Salane. BIlling 
Extend 26% Part IS Premium with Interaction 

10% HHA Copay 
MSP Propolal. 
HMO Payment Improvements 
Reduction In Routlna Llmlra for HHA 
CenU\1ra or Excellence 

Total Saving, 

01108/94 
03:1. PM 

1998-99 

2,428 
·13.580 

4,3&0 
3,354 
(210) 
8;0 
380 

(658) 

',122 

3,110 
3,071 
8,900 
1.210 

170 
2,603 

(&&)
(seo) 

(3,650) 

e,210 
. 1.328 

886 
1,870 

600 

54.971 

Total 
200Q-04 10;15-2004 

18,8518 151.325 
30,820 44,480 
14,430 18,790 
10.971 1',326 

(70) (340) 
1.310 2,000 
1,180 1.520 
(4.1~8) (4,118) . 

1.312 13.434

21,400· 24.660 
8.150 13,125 

29,550 31,480 
2.130 3,340 
1,1280 2,060 
1,293 8,898 

(1S0) (206) 
(1.660) (2,410) 
2,.030 18.480 

10.310 16,880 
13,860 	 15,1115 
2,460 3,335 
4.130 	 6.800 

650 1,060 

.202.860 267,834 
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Medlare 8avln;a Under Health Reform: Adjusted ceo iSllmat81 

Total 
~ v 1996-99 2000-04 19;1-2004 

~ 
~ 

-::.z-Holpltal Update,at MB-O.I (1997 -2000) 1.850 10.1eo \2.010 
. Reduce Indirect Med Ed 10.450 28.668 34,018 

Reduce Payment for Capital
'" \f .,:;::::."'Ph••• Down OSH (20~ fedUCOQn)
2U GUELl; 

4,088 
2,714 

108 

12,332 
',628 
2.'31 

16,931 
10.238 
3,139 

Extend OBAA 83 SNF Savings 80S ',260 ,,856 
, ProhIbit PI'S Exemption8 tor New LTC Hoap 380 1.350 ',710 

HI Interaction. . ' (352) 1.453 1,100 
0 

S&l Employess '0,018 6,50'· 12,606" 

Aeil GDP per Caplla V&I Factor 2,GS7 21,878 24.546 
,Sel Cumulative Qrowth Targeta 9.372 53.718 83,DSD 
Eliminate Formula Driven Overpayment 7,351 29.028 36.379 
CompetitiVe Bidding Lab. '.180 2;383 a.IT! 
Competitive Bidding 02JMFlI/Ct 753 1,346 2,099 
Income Related Premium 2,660 7,490 10.160 
Ineen forPhYI tor flrlmary Care 0 0 0 
Prohibition on Elalance BIlling 
Extend 2~% Part B Premium with Interaction 

(758) 
(5.694) 

(1,452) 
. 17.300 

(2.208) 
'1.7oe 

10% HHA Capay 5.8S8 10,7~0 1G,G09 
MSPpropoaala 1,631 12,024 13,866 
HMO Payment ImPfovemims 886 2,485 3,350 
Reduction In Routine Umlts for HHA 1.512 4,415. 5.927 
Center. Qf Excellenoe 380 100 480 

Total Saving. 54.833 228,128 262j982 

07108104 
03:12 r>M 
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'-0(dollars in billionS) ""'" 
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FY 9S - 2000 FY95 - 99 FY 2000 - 4 10 - Year 
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_1""" 
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ClintonBiU 111196 eff~ 58% deductible 69.9 52.5 lOLl lS3.S 
" 

-crt 

Alternative IIlf91 eff, 50% deductible 38.6 23.6 86.9 110.6 

Alternative 1/1/98eff, 45 % deductible 34.6 21.2 78.0 99.2 

" 
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MEDICARE OUTPATIENT PRESCRIPTION DRUG BENEFIT 

I > 

ENROLLMENT' . 

('J '. A,oIi:tp~tjent prescription drug benefit would be added to the Medicare fart B 
benefit packiJe effective 1anuary 1. 1998. ' 

o· 	aelleficiaries Y'oulohave a choice 85 to,h~ they would receive their drug benefit: 

+ .IndiViduals enrolled in HMOs with risk or cost contracts with 'Medicare would 
receive their' drug benefit through the.se entities. ./ 

+ 	 Beneficiaries c~uld enroll With capitated drug b'enefit pl~ns that have ,a c.ontrae,t . 
with· Medicare (This option would be available starting January ],200'1), • 

+ 	 Helieficiaries·wh.o do not enrol] with aC~Pit8ted'dru~ plaD would receive ,their 
benefits ali a fee~for·servlce.bas1s.. .' 

COVERAGE 

o 	. The Medicare drug benefit would coverall drugs, biological products and iDsulin ' 
upproved by the Food and Drug Administration (FDA) for all labelled indications 
and certain off-label indications (consistent with the OBRA 93 provision on coverage 
of cancer drugs). ' 

o. 	 Current coverage of drugs used in conjunction with infusion pumps and parenteral 
and ent.era,1 nutrition would he subsumed under a home tnftuiion benefit which wOllJd 
be parr of the new Medicare outpatient drug benefit. Similarly, current 1imited 
coverage of outpatient drugs and biologicals under Medicare such as , 

, iminuiluliuppre~ve drug~. EPO. imtigens. bluud clutting facturli iillddrugli provided 
incident to a 'physiciall selYice ~ould be incol'porAted into the drug benefit. 

o 	 The Secretary would have;: the discretion not to cover certain pharmaceutical' 
products listed in Section 1927(d) of the Social Security Act. Examples inolude ' 
fertility drugs, medications used to treat anorexia and drugs us~d for cosmetic 
purposes. H,owever, be.nzodiuepines and barbiturates would be covered under the 
~edicare dnlg benefit. . " \, , 

PREMIUM 

'\) 	 The Part B premium would be -increased to cover23o/b of the, cost of the new 

benefit. The increase ill the pJ'cnliu1I1 cUf the drug benefit in 1998 would.be ' 

approximately $7.00., . ' . . , . , . , ' 


1 
. I 

.( 

\ < 

http:would.be
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, EEI-FOR.SERVICE BENEFIT 
, 	 ' 

Cost Sharing 

o 	 The annual deductible would be $400 in 1998. Once the deductible is met, , 
beneficiaries would pay 30 percent coinsurance'until the annu~ out-of~pocket limit 
was met. The out-of-pocket limit wuuld be '1.200 in 1998. 

o 	 'Ill 1999'~d subsequent years the deductible w~ld be indexed so that 50% of all' 
beneficiariea receive benefit. The out-of-pocket cap limit w~uld also be inde"edto 
assure that the same percentage of beneficiaries are assisted. 

'Cos't Containment 	 / 

I 	 ' 

o 	 RebRte Agreements. As a eanditi,on ofpariicipatlon in Medicare, drug , 
manu.factu,rers would lIignrebate agreements with the Secret.ary. Once a rebate 

, agreement is signed, all the manufacturer's currently marketed drugR wnuld be 
covered. "Drugs used by benefidaries enrolled in HMOs or, capitated drug plans 
and the workinl,a,ed would not subject to rebates. " ' 

+ 	 'Balle; Rebate. Manufacturers pay a basic rebate to Medicare Cor each drug 
, bAsed ~ a percentage of the average manufa.cturer rctail price (AMRP) 

+ + 	 For single source and innovator multiple source drugs (brand name 
drug~)t the rebate would be equal to lS % of the AMRP. ' 

++ .	For multiple source: drugs, the rebate would beequaJ to, 6% of the 
AMRP. ' 

,-	
, , , 

, + ++. ' 	The Secretary would be required to determine whether it would be 
feasible and desirable to establish a sliding scale for the rebates 
hued on the Icliitiun~hip between the AMRP of a drue and the 
AMRP of the innovator drug. The mwmum rebate would be 15%' 
and the minimum rebate 2%, with drugs whose AMRP was closer 
to AMRP of the innovator paying a larger percentage.' Total'" 
revenues from these variable rebates rates would be projeQted to 
achieve the same level of rebates as a. flat 6% fate. ' ' 

+++ If the Sec'retary determiIied that ,such a system ,of variable rebates' 
,waR feRsible and deSirable, she would'be authorized to implement it, 
in place of the flat 6%, rebate. 

+ ' I,unatlun ProtectIon. Under the rebate agreemenr. additional requirement.s ' 
would apply to luaUUCiicturei's of sinile Bource and innovator multiple' source i 

,2 
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dmgs who iDcre~sethe priceofa dnlg at a rate higher than the Cons~lmer Price 
.' ,,.Index (CPT). Such manuf~rurers would he required to rehate'the marginal 

revenues derived from sales to beneficiaries resulting from such pricing policies. 
, I The baseline price would b~ the AMRP bcr.veen April and June 1993. 

, 

b 	Genedc In~enUves. The drug beneCit encourages lhe LJ.l!le" of generic dnlglll. ' Unless a 

brand name drug is specifically requested by the physician; paynlent would ,be based 

oDthe cost of the generic substitute. ' , 


o 	 ,Prior App~val., The dispensing of ~NgS that ,the Secretary. after consulting with 

medical experts" determines are prone to inappropriate use or clinical misuse would 

be subject to prior approval. In addition, if growth in program e.~enditures for 

dnlgS ,eXceed the rate of growth for th'e program as a whole, the Secretarywould'be 

authorized to require prior approval hefore dispensing brand.Dame drugs jf a generic ' 

substitute is available. ' 


, 0 	 Mall Onh~r'MallllvritlDte Deuas. The Secretary would be authorJzed to establish a 
mail otder pption for beneficjadesuaUlg lIulmtemmce druiS. The Secretary could ~. ' 

establish the price for drugs dispensed to lllail order fil'Ul~ Ull 'the bi:iis of a 

competitivc bid. One quarter of the savinIS resulting from the mail order optiou· 

would be sho.red with bcneficiaries using the service in the foml of a lower. . 


. coinsurance rate or rebate. 

Phantuu:,. Keimbursement 

o 	 . Brand Name Drugl. For brand name d,mgs, payrllent is the lower of actual charges 
or the estimated acquisition cost (UC) plus a dilip~n$iTlg fee. '. .' '.'. . ' 

o 	 Gene1ic Dl'ul~. Fur generic drugs, payment is the lower ofacruatcbargesor the 

median of all generic EACIS in the same therapeutic class times the number of units 

dispensed plus a dispen5ing/fee. . .' , .' " 


+ 	 EstSmatad A~qulsltlon Cost. Tbe'oSecrctary would deiefiuine th~ EAC. The' 

EAC could equal a percentage of the published Average Wholesale Price . 

(AWP) or it could be determined based OD a sUIVey of pharmacies and 

w~olesa]ers. However, the EAC canDot be established at greater than A WP 

minus 7 perce.nt., '.' .' 


I 

t, 	DIspensing Fee. The dispensing fee'fQf 1998 would be $5. For subsequent 
years, 11 would .be indexed to the Consumer Price Index (Cl'l). AJI pharmacies. 

" that receive Medicare p~yment would be. required to accept assignment on all . 
. prescriptions; answer beneficiaries' questions reiarding medication usage, and 
submit drug claims on'behalf of IJcneficial'ies. DilipenSina fees would not be 
paid for EPO provided to. dialysispatienis by dialysis !acilitie~, for drugs, . 

3. 
') . 

http:perce.nt


po~/Og07 	 IJ-94 C8: 22 AM, FROM 01.P 

'proVided incident t,o a physieian se.ivice or for ,home infu5ion drugs., 

Drug UUUmtlon Review 

o 	 The Secretw}" ill cons~lt.aLion with medical experts, would develop a program for 
Drug Utilization Review (DUR) to assure quality i111d contain costs. •The program 

, would include prospective aDd retrospcctivecompollcnts and would b~ ~imilar to 
, that mandated under the Medicaid program. . 

+Proipective PUR w~ld be implemented to'detenriinc'whether any pote~tial 
drug therapy problems exist before dispenSing a medicatiCln. ' 

, . . .. 	 '. . .. 

+ 	 R~tr05pective OUR. would identify patterni of i~appropriate prescribing and 
medically unnecessary care 'and result in edu('.ational intervention directed at the ' ' 
physician or pharmacist. ' 

'+ . Both prospecLiv~ and retrospective DUR would identify instanceg of fraud and' 
abuse. " . 

o 	 Th~ Secretnry would be required ~ study the desirability and r~~liibility of requiring 
that diagnosis be included on the prescription morder to expalld the SCope ofDUR~ 

. If theSec~etary determined that such arequircmen,t would be desirable .1nd feasible. 
sbe'would have the authority to implement it effective Ianuary 1, 2000. . 

" 'Claims Processing 

o 	 The Secretaiy would establish a poiht-of-saJeelecqonie claims pr~ei5iris system 
which wuuld be used to d~term1ne eligibility, process .and adjudicate cJaims from 
phaunacies, and topruvide infonnation to the pharmacist about the patient's dnlg 
use under the Medicare drug progrWIl. , 

, 0 	 The Secretary would be autboriied to contract with entitieli oth~r than carriers to 
administer the drug benefit. Th!3SC entities could. be paid Qll other than a cost' basis. 

RECEIVING utE DRUG BE~EFIT TUROUGH A CAPIIATED DRUG PLAN OR
HMQ 	 ' 

.Eilrollnient 

0, ' During an annuaL 30-da.y open enrolhnent period, benefidaries would have the 
option of e.llf01l11l& lu i1 drug benefit'plan with a.Medicare contract. or HMOjCMP 
with a risk contract. BeneCiciarie~,who become entitled to Medicare: between open 
enrollment periods wou1d have ~e option of corallin, in, the month preceding . 
entitlement to Medicare. As with the risk pI'ograul. no heulth screening would be 
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· permitted. 
!' 

o 	 The Secretaiy would prepare matei'ials that ~ouid provide information thatwouici 

· assist beneficiaries in'making a choice among the availah]e drilg benefit plans, HMO 


'. options and stalldard Medjcare.· The cost of preparing these materials would be 

bom by t4e pliUlli, Ns with th~ riH proaram, all marketing materials would have to 

be approved in advallceby the Secretary. Dircct ml:Lfketing (e.g. door to door, 

telcmatketing) to beneficiaries would be ·prohibited. 


, . . 	 . 

o. B.nefioiaries wishing toentollin a plan could, do so only through a third party 
designated by the Secretary. Enrollment in the plan would be for one year, or until 


. the neXt open enrollment period. '. 


Standards 

o In order to beeliglble to enroll b~neficiaries, drug henefit plans would have to have 
. a contract with tl1.e Secrewy .. Contracts would reqUire state-wide service areas. 

There wlJuld be no limit on Ule number of conuactors in a state (unless the.' . 

SecretalY opted to use a biddiog prUCCli1i to determine payment in which case there 

would be one entity per state). A HMO with a risk Co1ltract, however. clJuld not 

also hil"c a ()ontlact in the saine geographic area liS a drug be1lefit piau. 


. . 	 . 

. 0 Drug benefit plan's.would have to. meet' access, quality and financial standards similar 
to those applicable to HMO, with risk contracts. In addition, bothdruS benefit 

, plans and HMOs with risk contracts would have to meet other standards that would 
be developed by the Se.cretary which would address: . ' . 

? 

+ 	 prug utiliia~on reviewrequii'ements 
, 	 . 

... Fonnulary structure (definition ·of major indications. minimum requirementJI and 

. pl'ocedures for' a pby~cilW ob~injni covera,e of a drug not on the formulary)" 


.:+- Beneficiary safeguards in regard to use of prior au~oIizatioIl 

.~+ 	.Compliance progr!lD1s . 

·+ . PrOcedures for out.-of-area claims 	 . """ 
\ 	 ' 

These standards would be developed by the Secretary by Janilluy I, 1997.. 

Drug benefit plans would be required to provide access to a pharm'RcYinevery 

cOUllllunity througlluut the state. In ad.dition to this state-wide phannacynetwor1i, 

mail-order pharmacies could be offered. by pbwli as an option to enrollees. ' 
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Beneflclary Cost-Sharing 

o 	 Similar to the risk contraCt pmgram, dnlg be:neflt pJa.n.s'wollld have the option of 

offering a cost-sharing structure that would be different from that under standard 

Medicare. lbey could . . 


+ 	niq~il'e a monthly premium in lieu oC parl Of all Othef cosl.sharing . 
. 

+ 	 offer apoint·of-sel'Vice option v4th coinsurance higher thAn the 30%, under 
standard Medicare. '. 

However, the sctu'aria! value. of the plan's premium a,nd cost-sharing could not 
'. exceed 95% ,of the aetuarial value of the deductible and coinsurance under standard 

Medicare. 

o 	 " Both HMOs and drug benefit plAns would be prohIbited from having differential' 

cost-sharing based on the therapeutic class of drug prescribed or other cost.sharing , 

structUres mat the Secretary believes would be likely to discourage enrollment by 

iDdivjduill~ with ui~dicalcunditions that require extensive 'use of prescription ~IS. . 


Payment· 

. 0 	 By.1ailu:uy it 1997, the Seoretary ,would. determine whether HMOs shQuld be paid 

for drugs according to the current payment methodology or through' an add-on based 

on a different methodology or different demographic and/or geographic factors. 


o 	 By January 1,2000, the Secretary wouJd determinewhetper payment to drug benefit " 

'p,lans,woul~ be based on the n:tethodoJogy'used for HMOs or ona bidding model. 


EQlJALA,CCESS TO DISCOUNTS 

o 	 AI aconditi6nofparticipation in Medicare, ,1llanu!aClu.rtniJ wuuldhi1v~ to offer the . 

·same di~ounts~to all purchasers on equal tenllS a:nd Conditions. Man'uCaClu.rers" 

discounts would hove to be directly proportiOnal to the impact of the purchasen,' 

terms (i.e., single. site delivery, volume purchases, usc of formularies) on the . 

manJlfacturers' costs. '\ . 
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