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Barry Clendenm : Please comment
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Subject: HCFA Additional Medicare: Savmgs
Proposals of July 24

With informational copies for:
L. Nichols, HFB/HD Chrons

From: John Richardsonﬂﬁ-

We have prepared;three tables (attached) that show the effects of HCFA's July.24th
proposed additions to the Senate Medicare savings package. As with HCFA’s July
21st “$25 billion additional savings” packages, the new alternatives put almost all of
‘the additional savings after FY 2000. If our proposed additions (high-cost medmal
staffs-and full lab coinsurance) are not included, none of‘the"three packages will
raise the FY 1995-2000 total to $80 billion ~- Option D1 is closest at $79.7 billion.

Option D is Building Block. HCFA’s packages are proposed as addmons to Option D.
HCFA proposes three versions of further hospital market basket update reductions:

Option D1: MB minus 2% (FY 1998 -2004) for urban hospitals
MB minus 1% (FY 1998-2004) for rural hospitals

Option D2: MB minus 2% (FY 1999-2004) for urban hospitals
MB minus 1% (FY 1999-2004) for rural hospitals

Option D3:  MB minus 2% (FY .2001-2004) for all hospitals
' MB minus 2% (FY 2000) for urban hospitals only

&
Because of these specifications, most of the savings in these proposals come from
reductions in payments to urban hospitals.

~ Note: The flI‘St page of the attached tables'is unchanged since Friday -- it should
serve as page 1 for all three additional packages.

Attachments o CLg\gg-:—\‘olé%T;,;R



OPTION D - Page 1 MEDICARE OPTION - SAVINGS AND COSTS L 72584 12:82
Estimated CBO scoring
All estimates are preliminary and unofficial
($ millions, by FY) .
% S.yrTotal 6-yrTotal 10-yr Total

PROVISION 1995 1996 1997 1998 1999 2000 2001 2002 2003 20043 1995-1999  1995-2000  1995-2004
PART A - Savings/Receipts
Hospital Update at MB-1.0 (1997-2000) 0 0 277 -1005 -1918 -298 3318 -3798 4,158 4554 -3,200 -6,186 -22,014
DO NOT Reduce Indirect Med. Educ, Payments 0 0 0 0 0 0 0 0 0 0 0 0
Reduce Payments for Hospital Capital 0 -808 977 -1,216 -1,598 -2,097 2,163 2449 -2,651 2872 -4,599 -6,696 -16 831
Phase Down DSH (20% reduction) 0 -112 -370 -1006  -1097 1,196 1304  -1422  -1551 @ -1,692 -2,585 -3,781 9,750
Cash Lag During GME Funds Transfer 0 -61 -92 -191 -264 -336 -414 -499 -591 -691 -608~ -944 -3,139
Extend OBRA93 SNF Update Freeze 0 -63 -150 -188 -204 -218 -233 -249 -266 -284 -605 -823 -1,855
Prohibit PPS Exemptions for New LTC Hosp =20 -40 .70 -100 -130 -170 220 2270 -320 -370 -360 -530 -1,710
Part A Interactions 0 0 26 - 134 228 336 408 449 495 573 388 724 2,649
Extend HI Tax to All State/Local Employees 0 -1,595 -1,590 -1,485 -1,470 -1,360 -1,340 -1,205 -1,055 -900 -6,140 -7,500 -12,000
PART A - Costs
Medicare Dependent Hospitals (ends FY99) 40 50 50 50 10 0 0 0 0- 0 200 200 200
Rural Transition Grants (authorization; non-add) 30 30. 30 30 30 0 0 0 0 0 150 150 150

Part A Sub-total 20 -2629 3450 5007 6443 8027 8584 . 9443 -10,097 -10,790 -17,509 -25,536 -64 450
PART B - Savings/Receipts
Use Real GDP in MVPS for Physician Services -0 0 -258 -803  -1606 -2477 -3305 -4206 -5301  -6,589 2,667 -5,144 -24,545
Set Cumulative Growth Targets for Phys Sves 0 0 75 -1,725 2325 -1500 1625  -1850  -1975 2200 -3,975 -5,475 -13,125
Cut 1995 Physician Update (-3%; PC exempt) -252 -416 -458 -499 -540 -583 629 - -680 -735 -794 -2,165 -2,748 -5,586
Eliminate Formula Driven Overpayment -480 -1,012 -1,333 -1,760 -2,346 -3,181 -4224 -5,480 -7 057 -9,086 -6,931 -10,112 -35,959
Competitive Bidding for Lab Services -47 -236 266 -298 -333 -373 -419 -471 -531 -599 -1,180 -1,553 -3573
Competitive Bidding for Oxygen/MRI/CT _-31 -155 -172 -189 -206 -224 -244 -267 292 319 -753 977 2,099
Lab Coinsurance (MD+OPDY -411 -687 -761 -866 970  -1086  -1219  -1,358  -1545  -1,744 -3,695 -4,781 -10,647
Prohibit Certain Physician Self-Referrals 0 0 0 0 0 0 0 0 0 0 0 0 0
Resource-Based Practice Expenses for Physicians 0 0 0 0 0 0 0 0 0 0 0 0 0
Extend Part B Premium at 25% of Costs (net) 0 542 1,432 2,116 1,504 154 -1368 -3267 -5580  -7,230 5,594 5,748 -11,706
Income-Related Part B Premium 0 -10 -1,730 -1,230 -1,660G  -2,0010 -2470  -3030 3,700  -4520 -4,630 -6,640 -20,360
PART B - Costs .
Incentives for Physicians for Primary Care 0 0 0 0 0 0 0 0 0 0 0 0 0
Prohibition on Balance Billing 0 118 195 213 230 248 268 289 312 337 756 1,004 2210
Payments to Eye/Ear Specialty Hospitals 2 3 3 0 0 0 0 0 0 0 8 8 8
Payments for MD Assistants/Nurse Practitioners 0 0 100 170 210 250 310 380 470 580 480 730 2,470

Part B Sub-total -1219 -1,853 3173 -4871 8,042 10,782 -14925 19940 -25943 32,1643  -19,158 29,940 -122,912
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7/25/04  12:49
MEDICARE OPTION - SAVINGS AND COSTS
Estimated CBO scoring
All estimates are preliminary and unofficial
" ($ millions, by FY)
% SyrTotal 6-yrTotal 10-yr Total

PROVISION 1955 1996 1997 1998 1999 2000 2001 2002 2003 1995-1999  1995-2000  1995-2004

PARTS A and B - Savings :
10% Copayment for Home Health Services -104 -1,15%6  -1375  -1,550 1674 -1815  -1969 2,136  -2,317 -5,859 7,674 -16,609
Home Health Copay - no 30 day window 52 -578 688 -775 -837 -908 -985  -1,068  -1,159 -2,930 3,838 -8,307
Extend OBRA93 Medicare Secondary Payer 0 0 0 0 1219 -1,788  -1906  -2,131 2,163 -1,219 -3,007 -11,510
HMO Payment Improvements -30 -90 -165 -250 -350 ~400 -440 -490 -540 -885 -1,285 -3,350
Reduce Routine Cost Limits for HHAs 0 0 -292 -551 -669 -73 -800 -876 -956 -1,512 2,244 -5,925
Expand Centers of Excellence 0 -100 -110 -90 -80 -60 -30 -10 0 -380 -440 -480
PARTS A and B - Costs
Repeal Medicare/Medicaid Data Bank 57 154 347 388 - - -— - o 946 946 = 946
" Parts A and B Sub-total -129 1,770 -2,283 -2828 4829 5703  -6,130 -6711  -7,135 -11,839 17,542 -45,235
osed C es 194):

Lower MSP threshold from 100 to 20 employees 0 0 0 -176 -236 -303 -342 -266 $-392 -412 715 2,135
Extend ESRD Secondary Payer to 24 Months 0 -84 -119 -127 -140 -154 -169 -186 -205 -470 -624 -1,409
Cut 1995 Phys Fee Update add'l -1%; incl. PC -100 225 -240 -250 -240 -250 -250 -250 -255 -1,055 -1,305 -2,315
Increase DSH Phase-down from 20% to 33% 0 -74 246 -669 -730 -795 867 -946  -1,038 -1,719 2,514 -6,490
HI Interaction : 0. 2 7 20 22 24 26 28 31 51 75 194
Correct MVPS Upward Bias (eff. FY95 MVPS) 0 0 -20 -210 . -910 -1,880  -2,770 -3,600 4490 -1,140 -3,020 -19,360
TOTAL with HCFA 7/21 Changes 1,428 -6,633 -9,59¢ -12,393 -19,223 -26,370 -32,386 -39,464 -47,549 49,276 75,646 -250,987
Possible Additions to Reach Savings Targets -

‘Reduce Payments to High-Cost Medical Staffs 0 0 0 -524 -804 -763 -820 -937 -971 -1,328 2,091 5,771
Coinsurance for Independent Lab Services* -273 -458 527 -578 -646 -724 -812 926 -1,030 -2,482 -3,206 27,136
TOTAL with All Additions as of 7/21 1,701 -7,091  -10,126 -13495 -20,673 -27,857 34,018 41,327 -49,550 53,086 ~80,943 -263,894
*These proposals could be combined into one lab coinsurance proposal, as in the HSA and SFC Chairman’s
Mark. 1f not combined, savings from MD+OPD provision by itself could be substantially reduced (up to 50%).

O‘ption D1: S5-yr Total 6-yrTotal 10-yr Total
HCFA Proposed Additions (7/24/94): 1995 1996 1997 1998 1999 2000 2001 2002 2003 19951999 1995-2000  1995-2004
URBAN Hospital Update at MB-2.0 (1998-2004) 0 0 0 -583  -1335 2,226  -4124 6608 9,302 -1,918 4,144 -36,629
RURAL Hospital Update at MB-1.0 (1998-2004) 0 0 0 0 0 0 -123 -281 -463 0" 0 -1,544
Part A Interactions 0 0 0 17 40 67 127 207 293 57 124 1,145

Sub-total, 7/24 HCFA Additions 0 0 0 -566  -1,295  -2,159 4,120 -6,682  -9472 -1,861 4,020 -37,028
iTOTAL with HCFA 7/24 additions ~1,701 -7,091  -10,126 -14,061 -21,968 -30,016 -38,138 -48,009 -59,022 -54,947 -84,963 -300,922[
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7725/04 12554
C -SAV & -
Estimated CBO scoring .
All estimates are preliminary and unofficial
(3 millions, by FY)
; 5-yrTotal 6-yr Total 10-yr Total
PROVISION 1995 1996 1997 1998 1999 2000 2001 2002 2003 1995-1699  1995-2000  1995-2004
PARTS A and B - Savings
10% Copayment for Home Health Services -104 -1,156 -1,375 -1,550 -1,674 -1,815 -1,969 -2,136 -2,317 -5,859 7,674 -16,609
Home Health Copay - no 30 day window -52 -578 688 775 -837 -908 985  -1,068  -1,159 -2,930 -3,838 -8,307
Extend OBRA93 Medicare Secondary Payer 0 0 0 0 -1,219 -1,788 -1,906 -2,131 -2,163 -1,219 -3,007 -11,510
HMO Payment Improvements -30 -90 -165 -250 -350 -400 -440 -490 -540 -885 -1,285 -3,350
Reduce Routine Cost Limits for HHAs 0 0 -292 -551 -669 -732 . -800 -876 -956 -1,512 -2,244 -5,925
Expand Centers of Excellence 0 -100 -110 -90 -80 -60 -30 -10 0 -380 -440 -480
PARTS A and B - Costs :
Repeal Medicare/Medicaid Data Bank 57 154 347 388 | e — - — - 946 946 946
Parts A and B Sub-total <129 1,770 -2,283 2828 4829 5703 -6130 -6711  -7,135 -11,839 -17,542 -45,235
HCEFA Proposed Changes (7/21/94);
Lower MSP threshold from 100 to 20 employees 0 0 0 -176 -236 -303 -342 -266 -392 -412 -715 -2,135
Extend ESRD Secondary Payer to 24 Months 0 -84 -119 -127 -140 154 -169 -186 -205 -470 -624 -1,409
Cut 1995 Phys Fee Update add'l -1%; incl. PC -100 225 -240 -250 <240 -250 250 -250 -255 -1,055 -1,305 2,315
Increase DSH Phase-down from 20% to 33% 0 -74 -246 -669 -730 -795 -867 946 ~ -1,038 - -1,719 -2,514 -6,490
HI Interaction ) c 2 7 20 22 24 26 28 31 51 75 194
Correct MVPS Upward Bias (eff. FY95 MVPS) 0 0 -20 -210 -910  -1,880 2,770 -3,600  -4,490 -1,140 -3,020 -19,360
TOTAL with HCFA 7/21 Changes 41428  -6,633  -9,599 12,393 19,223 -26,370 -32,386 -39,464 -47,549 -49,276 -75,646 -250,987
Possible Additions to Reach Savings Targets
Reduce Payments to High-Cost Medical Staffs 0 0 0 -524 -804 -763 -820 -937 -971 -1,328 -2,091 -5,771
Coinsurance for Independent Lab Services® =273 -458 -527 -578 -646 -724 -812 -926 -1,030 2,482 -3,206 -7,136
TOTAL with All Additions as of 7/21 -1,701 -7,091  -10,126 -13,495 -20,673 -27,857 -34,018 -41,327 -49,550 -53,086 -80,943 -263,894
*These proposals could be combined into one lab coinsurance proposal, as in the HSA and SFC Chairman's
Mark. 1If not combined, savings from MD+OPD provision by itself could be substantially reduced (up to 50%).
Option Dz2: ) 5-.yrTotal 6-yr Total 10-yr Total
HCFA Proposed Additions (7/24/94): 1995 1996 1997 1998 1999 2000 2001 2002 1995-1999  1995-2000  1995-2004
URBAN Hospital Update at MB-2.0 (1999-2004) 0 0 0 0 -667  -1484 ° -3300  -5,664 -667 -2,151 -30,702
"RURAL Hospital Update at MB-1.0 (1999-2004) 0 0 0 0 0 0 -123 =281 0 0 -1,544
Part A Interactions 0 0 0 c . 20 45 103 178 20 - 65 968
Sub-total, 7/24 HCFA Additions 0 0 0 0 -647 1439 -3320  -5767 . -647 -2,086 -31,278
|TOTAL with HCFA 7/24 additions 1,701 7,091 -10,126 -13,495 -21,320 -29,296 -37,338 -47,094 -53,733 -83,029  -295172]



7/25/04  12:56
C -8 GS
Estimated CBO scoring
All estimates are preliminary and unofficial
{$ millions, by FY)
5-yrTotal 6-yrTotal 10-yr Total
PROVISION 1995 1996 1997 1998 1999 2000 2001 2002 2003 1995-1999  1995-2000  1995-2004
PARTS A and B - Savings
10% Copayment for Home Health Services <104 -1,15%  -1,375 1,550  -1674  -1,815  -1969  -2,136 2,317 -5,859 7,674 -16,609
Home Health Copay - no 30 day window -52 -578 -688 -775 -837 908 985  -1,068  -1,159 -2,930 -3,838 -8,307
Extend OBRA93 Medicare Secondary Payer 0 0 0 o -1219 -1,788  -1906  -2,131 2,163 -1,219 -3,007 -11,510
HMO Payment Improvements -30 -90 -165 -250 -350 . 400 ~440 -490 =540 -885 -1,285 -3,350
Reduce Routine Cost Limits for HHAs 0 0 -292 -551 -669 -732 -800 -876 -956 -1,512 -2,244 -5,925
Expand Centers of Excellence 0 -100 -110 -90 80 -60 -30 -10 0 -380 -440 -480
PARTS A and B - Costs
Repeal Medicare/Medicaid Data Bank 57 154 347 388 | - — e --- e 946 946 946
Parts A and B Sub-total -129  -1,770  -2,283  -2,828 4829 5703 -6130 6711  -7,135 -11,83% -17,542 -45,235 -
oposed Changes {7/ : : - .

Lower MSP threshold from 100 to 20 employees 0 (A 0 -176 -236 <303 - -342 -266 -392 -412 -715 -2,135
Extend ESRD Secondary Payer to 24 Months 0 -84 -119 -127 -140 -154 -169 -186 -205 -470 -624 -1,409
Cut 1995 Phys Fee Update add'l -1%; incl. PC -100 -225 -240 ~250 -240 -250 -250 -250 -255 -1,055 -1,305 2315
Increase DSH Phase-down from 20% to 33% 0 74 -246 -669 -730 -795 -867 -946 -1,038 -1,719 -2,514 6,490
HI Interaction 0 2 7 20 22 24 26 28 31 51 75 - 194
Correct MVPS Upward Bias (eff. FY95 MVPS) 0 0 -20 210 -910 -1880 -2770  -3600 4490 -1,140 -3,020 -19,360
TOTAL with HCFA 7121 Changes -1,428 -6,633 ° -9,599 -12,393 -19,223 -26,370 -32,386 -39,464 -47,549 -49,276 -75,646 ~250,987
Possible Additions to Reach Savings Targets :
Reduce Payments to High-Cost Medical Staffs ’ 0 0 0 -524 -804 -763 -820 437 -971 -1,328 -2,0N -3,771
Coinsurance for Independent Lab Services® -273 -458 -527 -578 -646 -724 812 <926  -1,030 -2,482 -3,206 -7,136
TOTAL with All Additions as of 7/21 -1,701 -7,091 -10,126 -13,495 -20,673 -27,857 -34,018 -41,327 -49,550 -53,086 -80,943 -263,894
*These proposals could be combined into one lab coinsurance proposal, as in the HSA and SFC Chairman’s
Mark. lf not combined, savings from MD+OPD provision by itself could be substantially reduced (up to 50%).
Option D3: o 5-yr Total  6-yr Total  10-yr Total
HCFA Proposed Additions (7/24/94): 1995 1996 1997 1998 1999 2000 2001 2002 2003 1995-1999  1995-2000  1995-2004
Hospital Update at MB-2.0 (2001-2004) 0 0 "0 0 0 0 -1,89  -4340 -7,128 0 0 23,772
URBAN Hospital Update at MB-2.0 (2000) 0 0 0 0 0 -742 -825 -944  -1,034 0 -742 -4,677
Part A Interactions 0 0 0 0 0 22 82 159 245 0 22 854

Sub-total, 7/24 HCFA Additions ] 0 0 0. 0 7200 -2639 5125 7917 0 -720 27,595
|TOTAL with HCFA 7/24 additions -1,701 -7,091 -10,126 -13495 -20,673 -28,577 -36,657 -46,452 -57,467 -53,086 -81,663 -291,489}
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-at least 95 percent of:all-Americans had. bealth covcrage, they would send ,
rccommendations. to thc Congress on how 10 expand coverage to thc samc lcvcls
as achieved in Socxal Sccurlty and Medlcarc No6 fu:ther actlon wonld be o
'reqmred I s e -

ould: send 0" Congress hy May 15 2{}00 one or more

}}j"amendszle an reqmrc he President’s vlgnaturc

S In order for the leglslatmn to be'eliglble for this expedxted pmcedurcs, GAG e
- would have o certify that the legislation would in fact accomplish its objectwc in
a deficit neutral manner.’ Prior 1o the bill bemg b.rought up, on the Senate floor, -
"pnor to third rcadmg, and priar 1o ﬁnal ‘passage of the conference report,’a 60 - o
'vote point of order wauld lic agamst such lcg;xlauon if xt does not havc the GAO';_
- certification. ‘

It such Iegislatmn is not enacted by December 31 2000, an employcr mandatc ‘
would go into effect on Januazy 1, 2002 m those statcs Where covcrage is bclow 95
- pereent

Under the mandatc, cxpployers ; 25 -’or more cmployees would have 10 pay 50
percent of theif employees® pr : ts,v with the employee paying the
‘remainder, Firms cmploymg fcwer than 25 workers would be exempt from the
cmployer mandatc.. Indmduals would be xcqmred to havc health insurance.

Subsuixes wanld be avallable to xeducc both employcr and mdmdual costs:

o ?Employers would pay the Iesser of SB perccnt of thc premmm or g perccnt ‘

o Bmployecs wuh Adjusted Gross I.ncome undcr 200 percent of poverty
+ would be subsidized on' their 50 percent share of the premium on a sliding
- scale basis.: However, no individual would pay more ‘than 8 percent of
their Ad]nsted Gross Income for Lhc 50 perccm sharc of thcu premzum

for their 50 ] peroent share of the prcmmm as employces in covcrcd ﬁrms
‘ _'I‘hcy would"alsp be submdlzed .on-the “employer" sha:c of the pxemmm

']

ow. to expand coveragc 10 ;hc samc lcvels as actueved mf, A
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08-0i-94 12016 PM  FRON HCRA/AAP S | O wm
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FAX TO CHRIS JENNINGS - 8//7 ‘/
'RE: POSSIBLE Poucv FOR THE DEDUCTIBLE UNDER THE
DRUG BENEFIT

" The deductible amount for 1998 (first yoar of the bensfit) would
not be set in statute. Instead, the bill would require that the
Secretary determine the deductible consnstent wth a spendmg
target , :

.0 Before September 30, 1897, the Secretary would determine a - -
deductlble that would result In Incurred spending for benefits
and administrative costs (before rebates and premiums)
under the drug bensfit that would equal the spending target. -
All other aspects of the bensfit would be specified -- that is,
the out of pocket cap, payment methodology and rebate
levels (consistent with the current draft). : -

o The spending target would be specified in statute as $18 3
‘billion. This target is consistent with a stream of fiscal year
outlays that would total $95 bililon over ten years (95 - 2004).

. 0‘  The deductible would be updated for 1999 so as to malntaln

the same percentage of benefi cuaries who met the deductible
~in 1988. '

o In updatlng the deductible for 2000 the Secretary would Iook

- back to the actual experience for 1998 and determine what
the deductible should have been in order to have metthe
target. The Secretary would then determine the percentage |
of beneficiaries that would have met that deductible in 1998
and would establish the deductible for 2000 and subsequent <
years so as to malntam that percentage

| spoke with Scott Harrison at CBO. He‘lndlcat,ed that CBO,

i
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08-01-84 12:16 PM  FRON HCRA/AAP

would have no problem with this deductible policy. He also
said that the $18.3 billion target for 1998 would be scored by
CBO as generating an outlay stream of $98 billion over ten
years. The difference between our $95 billion and CBO’s $98
“billion is due to higher rate of growth assumptions by CBO.

- Both our $95 billion and CBO’s $98 billion are before any
- savings the m nce of .

O

Peter Hickman -

PO2/02
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Deduc’tlble Polrcy for Drug Baneﬂt

) The Deductible amount for the first year of the program
~ would not be provided for in the statute. ins'tead it would bei

determined by the ‘Secretary. - e m;,,g(-,_&

o Before September 30, 1997 (assumlng a bsnef‘ ‘that would
v start 1/1/98), the Secretary would establish {He deductlblek SR
>t benefits and
administratlve costs.under the drug bensfitivould be aqual R
to the s:jndmg target. This target would be specified in -
‘statute asPj8. 3 billion (This*8.3 billion in incurred costs for-
1998 is consistent with a stream of fiscal year outlays‘\
- estnmmes that would total 83 billion over 10 years) '

level such that projected incurred spending;

o . The deductible would be updated for 1999 50 a8 to maintain _‘
-the same percentage of beneflc:arias who met the deductlble
in 1998. | :

o In deterrnmtng the deducubla for 2000 the Secretary would '
look back to the experience in 1998, The Secretary would -
. determine at what level the deductible should have been set
in 1998 so that actual incurred spending would have besn
equal to the spending target. The Secretary would then
 determine the percentage of beneficiaries who would. have
" met such a deductible and would establish the deductible for
2000, and for subsequent years 80 as to maln that same
percentage‘ N | : : |
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DRAFT (7[2&94 #1)
BREAU'X-LIEBERMAN PROPOSAL

ggggsm Attached is a proposal to ensure that the goal of universal coverage is met
- in the event that Congrm fafls to act on Commission recommendations under the ,
-process set forth in‘the Senate Finance Committee bill.  The proposal would require the
states to achieve universal coverage and would give them ﬂcx:bxhty and resources to do
Cs0, . . .

___N_T_m:; The Fmance Committea bill sets up 1muonal commission that would
report to Congress.cvery two years on the status of the ummu:ed and suggest ways to
expand coverage. - ‘ o \

If less than 95% of the US. populanan is msured in 2002., the Commxsuan would scnd .
recommendations 1o Congress on how thove parts of the country that have not achieved _
Y5% coverage cauld da so. These recommendations would. be considered by Congress
under fast-track procedures that would allow far relevant amendments but which would .

o ultimately require that Congress tuks # vore, The following proposal would apply only if,”

N year 2002, States with less than 95% coverage would be required to submit 2 plan to'thex

ieiie  CONSEQUENCES OF STATE INAGTION AFTER 20031 limited fedsral

at the end of fast-track proccdurcs, Congress fm!ed to pw lcgislatmn to.reach universal .
: coverage

: W This propasal would set up a default procm in the event:.
that Congress fails to apprave legitlation (hased on Commission recommendations) in. the=

:', Deparmmm of Health and Human Sezvxm that weuld tmng thcm 0 unhmal ccvoragc;

The propasal was writtca with the fouawmg gmding puneaplee in mind: (1) states snould.

be given a reasonable amonnt of flexihility and resources so that they can act to expand- -

‘coverage within their borders, (2) states should nnt he presented with an unfunded

- federal maudate, (3) the federal gavernment should. not promisc the states more
‘resources than can realistically be pmvided, and (4) any new commxtmem of federal

vresources must be fully ﬁnanced.

Sfis

"rne proposal would establmh

- O I 1995 '1‘0 -2002;. ;mmﬁm and ﬁen‘bihty for statea to encourage and enabie stat'
N to act'aggxmmc)y to reach 95% caverage; N

u i
o g_';:l.,f:'jmvaraga (should Cangress £ail to cnact lcglslauon bused on Commission

: ;.‘,,A,recommendanom), and . .
) gﬁ“% e o e "". *“‘: t'

... = inmtervéntions in states that fail 10 make substantial progress within a reasonahle .
O 'Wperiad ofuma aﬁar the yw m (lf Congress has failed to act).
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Add new section I1 (E) to Senate Finance Committee mark:

E. DEFAULT STRATEGY FOR ASSURING UNIVERSAL COVFRAGE

In thc cvent that Congress fails to act on the recommendations of the Commission 48
describer in section 1T (D), any state in which fewer than 95% of residents are insured
must submit 2 plan of action to the Secretary of Health and Human Services for |
-achicviug 95% coverage. Flexbility will be permmod for states that have extremeiy tugh
rates of unmsurcd.

Suc: h plam shall address ail relcvan: pames. mcludmg Stata and local gmmmanu
employers, employees, unemp!ayed and low income indmduals, beneﬁaana of public

} -'ytograms, ete. . A
1998 TO 2002: Thc fol!owmg provisions are dcsxgned to give states the resources and .
. flexibility they need in order to reach the goal of universal caverage before the year 2002

~ of‘ A!Ibwlumtcd‘ﬂcxibﬂityunderm!&\.' underawafvcrpmms, stamwinbegwan
L - limited autharity to impose requirements on ERISA plans if they can demonstrate
“that theae reqmremenu would significantly increase coverage. b3

o Pravide ﬁmdmg for state outreach efforts to low-income and othcr populanons at
risk of remaining ummured. ('Punds are mtended for administrative and technical

support ) _ ' | |
a :.A.Allow staféi o impesc additional "risk adjnsuncnts" among health plans bascd on. - |
"~ factors other than health status (such as geography) that are designed to - "R
> ‘cnooumgc hca&th plans to caver populations that are at risk of remmmng

o " Provide funding and additional flexiblty to states to enccuxagelthe developﬁcﬁ?- 6
... of pravider networks in rural and urban undersewed areas. ’.(Funds are mtended
T gj;;tar administrative nnd technical suppcrt.) 3
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BACKUP DOCUMENTATION FOR MITCHELL SCENARIOS

ASSUNMPTIONS .
: . 1994 - )
Premiums Poverty
HSA :
SINGLE 2,100 7,179
COUPLE 4,200 9,713
1P 4,095 12,247
2p 5,565 14,781
GROWT - 1.051
CPt - - 1.03

CRPath  1.100736 1.2028039
ERPath =~ 1.0989 12007977
NOTE: Both assume no mandate, no caps

KIDS SUBSIDIES (CBO)

1994 1997
1-kid © 1048 1,264
2-kids 2620 3,151

_ Old Single

1997 -
CURRENT CRPREM ERPREM Povery
2,526 2,526 2522 7,845
5.052 5,052 5043 10,614
4,925 4,925 4917 13,383
6,694 6,694 6,682 16,152
Age Rating - .
- Young Singl 1,682
3.359 -
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TO: Chris Jennings
FROM: David Nexon

| DATE: 6/5/94 :

f

SUBJECT: Data items ‘we need (all for Chairman's mark), per our earlier
conversation

1) Estimates of overall impact of Chairman’s mark on business by size of
firm, divided between those currently providing and not providing
coverage. « :

2) Estimates including 5,000 plus firms and payroll contribution for
small exempt and large firms over 1,000 (earlier estimates did not
include 5,000 plus firms and appeared to be for premiums only).

-3) Five year and year 2000 figures for the components of Title IX: |
Employer premium payments, household premium payments, Federal
subsidy payments (we have five year, but not year 2000); Federal
payments for cash recipients; state payments, including moe and cash
recnplents For employers, hopseholds, and states, we would like to be
able to compare to baselme payments.

4) Is tobacco tax number ($32 billion) a 96-2000 ﬂgure or a 95-2000
figure. If the former, what is the 95-2000 figure?

5) Budget impact of various .cost-containment scenarios provided to Ken.

6) Difference between average premiums of 1,000 plus firms and auf
‘people in community-rated pool. How does what the 1000 plus firms
would pay if they were paying community-rated premiums relate to the
one per cent assessment?



~ | JUN-85-1994 14:12 FROM  @@POOEOPEODP020 - T0 94567431 P.@1

TO: CHRIS JENNINGS
FROM: ANTHONY TASSI

DATE: 06/06/94
_ SUBJ: Additional Data ltems Needed fbr Chairman’'s Mark

4
v

 After talking it over with David, it turns out we need a couple of
additional items:

1)  The breakout of the revehue from the 2% assessment and 1%
~ assessment

2) The number of firms and workers for each subsidy payroll cap (ie,
how many workers are in firms paying 5.5% and how many firms are. there)

3) For the Bingaman Option, the number of firms, workers in the
exemption -- and revenue broken down for the 1% and 2% assessment of
the exempt firms.

~ Much thédnks -- you can fax the info to me (224-3533) or telephone if you
prefer (224-6366; -6064; - 5406 david's line)

Post- !t"‘ brand fax transm«ttal memo 7671 [#ofpagas > /

“Curis Y " AeTvhtnly [ D0 NEXON
- ‘ p;m:s;ew  KenINEDS ‘

| Fax# % - ?4}/ ’ Fax #




'BRADLEY REQUEST

Under this option, premium caps would not be ‘implemented. The costs of the
- comprehensive benefit package would be unconstrained in the base year Moreover prermums o
‘ would grow: at the same rates as under current law. . » v '

(1) What would be the impact on subsidies and revenues if there were no premium caps for

gither the base premium or the rate of growth? (Note that revenues wxll also be affected by the

“change in subsidies resultmg from the hftmg of the premlum caps )

2) A premlum tax will be 1mposed to compensate for the lost revenues/mcreased subsidy
costs. At what rate should the premlum tax be set in order to rnake up the d1fference‘7

We are not to assume mduced changes in premmrn pnces m response to the premlum tax or
hftmg of the prermum caps o

{

- Questions:

(1) Are we estimating this option relative to HSA, one of the Mitchell options, or what?
(Since this request is coming from a Senate Finance member, I would recommend one of the

" base-case Mitchell options. Is the 12% mdmdual wage cap w1th 95% CBO premium the correct» :

| ', . Mltchell base case‘?)

(2) What base is the premlum tax applled to? (Presumably, the base w111 be premlums for
the cornprehensrve beneﬁt package )

i

- (3) Are we trying to compensate for'the deficit gap on a year-by-year basis or the total
through 2000/2004? If done on an annual basis, eaoh year will require a different rate.
: .

(4) Will subsidies cover this premmm tax‘? Will the employer mandate cover this | premlum

- tax‘? (If yes this exercxse wrll requrre mulnple iterations.) -

(5) Even if ernployers are not "reqmred“ to plck-up the preminrn‘tax, impoeition of the

- premium tax will affect employer costs (since many will). As a consequence, an estimate of a
premium tax will have an offsetting impact on income and payroll taxes (the "income offset"). - -

Should the premium tax be set at the rate necessary to close the deficit gap, pre- or post- the
income offset? (Recommendation: First show the premium tax rate at the level necessary to
- close the deficit gap pre-premium tax. Also, show the amount of the income offset due to the
premium tax. Next, show the premium tax rate at the level necessary to close the deficit gap
if the premium tax also is self-financing (i.e., pays for most of the income offset as well).

- (6) Is the premin'm tax deductible? '(Reconrmendation; yes)



‘ Other Issues: -
N Priority relative to the request for estimat‘cs‘éf Kennedy mark.

(2) OMB will need to provide subsidy gap to Treasury, while Treasury estimates revenue
gap over the period.” Note that the revenue gap will show the combined effect of the
“unconstrained premiums on (a) the effects of the mandate; (b) cafeteria plans; (c) corporate
assessment (should be slight); and (d) the 1 percent premium assessment. Then, Treasury will
produce the rate(s) at which the new premium tax would be set. ' ‘ -

) eelE-smpby?
heath  svrance—
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.conference committee, provides for an interlt&te banking system with
- national standards and underlying state flexlbllity to recognlze the
d;versity of communities across the nation.

Further, when it comes to health reform, states have significant
experience, success and track records. They, in fact, have achieved
more in the way of reform than Congress has. The Summer 1993 issue of
Health Affairs documents successes at the state leve] in health reform
from Florida, Hawaii, Maryland,. Minnesota, Oregon and. Walhington

| Significantly, these states have adopted reforms that dlffer in terms

of scope, antlclpated outcomes and process.

These varﬁatiﬂns reflect the diverse needs, ideology and stage of
health care evolution in each state. -So should national reform.
Moving health reform to the states and closer to the people should be
a central principle of e national health plan: . Only then will we have
real accountability and responS;veness to the needs of .citizens,
business and providers. Only then are we: llkély to.have a reform
which will actually deliver its promise of sustained accessibility to
a high gquality, affardable health care Bystem for all Americans,

How Would Thig Be Accomgllshed?

Flrst, the federal government should establish federal standards
in those areas where uniformity is required and agreed upon.
Standards that the federal government should set include'

1) Universal coverage standard;

2) Cost containment;

'3) The compasitlan of a standard benefite packaga'

4y Insurance reform on masuea such as community ratmng, portablllty
and guaranteed igsuance; and,

'5) A state-based public authority to assure lmplementatlon and to be -

accountable for these goals.

Certalnly these are goals upon which the ‘Congress, the Prealdent,
the states and the Amerlcan people can come to some agreement.

However, the federal government should separaete the ends and
goals of health reform from the means of health reform. The federal
government cshould estahlish agreed -upon. performance -objectives to
attain the five goals, ‘However, for both polltlcal and policy .
reasons, the federal ‘government should not impose unxform means by
which states would achieve the performance objectives

Rather, the federal government should set forth. performance
standards that are achievable, provide adequate and eguitable
financial assistance to states for lmplementatlon and. hold states
accountable for the results. _ : :

‘A fundamental question in determin;ng the federal role in health
care melementat;on should .be -~ does the particular proposal under
consideration require uniformity in process: or procedure to achieve:
national goals? There are a set of limited circumstances Wthh meet

4
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this test. These would include: Medicare, special populations such as
immigrants, which impose disproportionate impacts on state and local
communities, and national tax policy that creates various health care
| incentives. The need for national uniformity could also include the

special treatment for interstate corporatxons smmilar to that received
under ERISA.. ;

" However, for the vast number of isgues, the answer is clearly
"no". National uniformity is not required to achieve the goal of
universal coverage. For example, to achieve universal coverage and
cost containment, states could 1mplement a gystem resembling Hawali's,
the Clinton administration’s plan, managed competition without .
mandatory alliances, a single payer system, all-payer regulatlon or a

~ combination of these proposals.k .

Financing a §xstem Qullt on Federalism

To attain the nationally establlshed goals, the federal

i government should make funding available to states in the form of a
block grant based on factors such as poverty, state income, other
demographics and health care costs, The federal government should
utilize funding to provide rewards to states that move more quickly
toward the goals of national reform, guarantee funding so long as
states continued move toward those goals and posslbly impose sanctions
on states failing to meet the goals.

States could choose how to finance their share by virtually
whatever means they wish. .

, Beyond that,,the'federal government should only provide direction
and get out of the way of state reform. In fact, the states should be
allowed to supplement the federal standard banefits if they so choose,
but with their own, non-federal funds. .

Sta;e Role in Imglemegtatlgg

In a decentralized or federalist system, states would have the
responsibility to establish and implement programs to achieve national
gstandards. Among other things, states should have flexibility in the
fcllowxng areas: o ‘

Al) Organlzation -- states should be granted the flexlblllty to
establish the health delivery system that best meets the
geographic considerations and needs of its population;

2) Financing == states should be responsible for any cost beyond
that established as the basis for federal block grant funding,
and therefore, will have a strong incentive to initiate effective
cast containment systems, whether by use of market—forces, a
requlated payment systam or -otherwise; and, :

3) Regulatory approach -- states have historically and should

. continue to be primarily involved in the training and 11censure
of health care providers and have been responsible for the civil
justice system, and thus, medical malpractice reform.

Moreéver, states such as Hawaii, Washington, Florida, Minnesota
and Oregon could maintain and build from the successful and popular

5
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health reforms that they already have in place.
Malking the Road.

What is needed is to convert the various unitary plans from
explicit health reform road maps to statements of destination.

Due to the late hour of this debate, Congress should look at the
objectives of the various plans and pick the proposal that best meets
‘mutually agreed upon goals. The underlying organizational, financing
and regulatory details would only be a template for states that would
be applicable in the absence cof a state’s enactment of its own reform
| etructure or in the wake of a failed state plan. 1In short, the
i federal template would only serve as a “safety net" for states.

. &tates could opt-out of any federal system as long ag they could
.demonstrate that they could meet the federally established standards
that we agree upon. . ,

This strategy is not original. 1In the President’s "Health

, Becurity Act", gtates were given the option of adopting a single payer
option in lieu of the purchase of private insurance through mandatory
cooperatives. If states declined to use the single payer option, they
would be included in the national system. My proposal suggests a
similar foundation of a national system but with a broader range of
options to states. Provided states meet the test of achleving
universal coverage with guaranteed and affordable comprehensive
benefits, they could choose from a variety of flnanc;ng, organization
and regulatory arrangements

Conclusion

In the last electzcn, Americans made it c¢lear that health care
reform is of primary importance to the nation. Health care reform is
necessary not only for the 38.5 million uninsured in our nation, but

also for the health of the economy.

Congress is trying to¢ respond, but at this point, it appears that
there will be one of two results: we will either fail to enact health
care reform due to partisan bickering; oxr, we will pass a compromise
that will not work, sap momentum for true reform (including stifling
reform efforts at state and local levels) and further diminish the
public’s confidence in the federal government.

We need a path to auata;ned guccess. The well trod road of
federalism is that way.
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" HCFA Altornative to Revised Option ¢ = -1/31
By "'”Tiﬁ'billions) .Y
,Ceract MVPS Upward Bias l/ L $19 380
”““Delete S S E
~ 'Set Cumulative Growth Ta:geta ~'.1_813 125»;‘””
 “High Cost’ Medical stafts o 8,171
~Total ™™ .. . T 818,896
Net Change 13-7&g“**»';‘3";‘f‘"‘;"+s4§6  -

' '1/. Correct the npward biaa in factor fou: of the MVPE by
‘treating savlngs and expansion propoaals conalatanhly.

It ‘Medicare - s oxpanded, or if feaa are raised. (auch as for an .
. MVPS adjustment), the full amount of the increase is paascd v
"~ through in the MVPS.: However, savings proposals are not treated
in the same way. When savings proposals are enacted, for budget-
~purposes, scoring assumes a’ volume responge. . Those savings - -
. estimates (net of the volume offset) are incorporated into factor Co
. 4 of the MVPS. ‘Because. scored savings are lower dus to the S
assumed volume response, use of scored savings raiges the M?Ps.,
. This proposal would eliminate building in anticipated volume .= -
" responses to legislative reductions in payment (or reductions dua
) oxceeding the MVPS) in the acored aavinga. Btfoctivo with o
' MVPS beginning with FY. 1995. C : o -

, -
. ‘
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- Correct uvrs Upward ‘Bias . 1/ , 319 360 .
- DSH (20% to 33%) g/ . L 6,483 .
‘HI Inte:action o , o 2194 ‘
Total R .. $25,649
Delete . R

- Bet Cumulative Growth Targets . $13,135.

. 'High Cost Medical Staffs. =~ o 5,771
.Lab Coinaurance (Independenta) - 7,136
Total s $26 032,

' 'Net Chango\'.ﬁ. e %-$ 383

Add . -

1/ cgrrect the npward bias in faato: tour of the NVPS by
treating savings and expansicn ptoposala consistantly.

'1f Medicare 1is axpanded, or if fees are ralged (such as fcr ‘an

MVPS adjustment), the full amount of the increase is passed

- through in the MVPS. However, savings proposals are not treated

. Those savings

in ‘the same way. When savings proposals are enacted, for ‘budget
purposes, scoring assumes a volume response.

' ‘estimates (net.of the volume offset) are incorporated into tedtor

4 of the MVPS. Because scored savings are lower due to the

assumed volume response, use of scored gavings raides the MVPS.

This proposal would eliminate building in anticipated volume

_ responses to legislative reductions in payment (or reductions due

© . to excoeding the MVPS) in the scored savinga.
- MVPS begihn n o -

g with FY 1995,

Effactive with

2/ Incraases reduction in DSB from 30 percent 1n baae packaga to'

'33 percont._
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Addztional FY 95—04 uedicaro Savin 8  7/21 (C)

, s . (in Siiiionsj P T
Hoapital Updata MB-2 1; © - g23.8 . R
DSH (25%) 2/ - .. ¢ ST 2.4 o

. HI Intaraction L o o =048 L L

‘Total = S ~$25-43 N s T

'
) {

- ;/y' Reduc9a hospital market basket by MB 2 0 for FY 2001 through \j' i
. FY 2004. ' ‘ Y S e :
'2/;' Raises the reduction 1n DSH payments from 20 parcent 1n base .

.package to 25 percent. The $2.4 billion figure represnts
the 5 percentage point difference. . ]
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> Reduce 199% Phxsician.Uggatas Reduce the uedicare foe o
. 'schedule conversion factor 3 percant in 1995, excapt tor
© primary care sorvices. ‘ :

f‘gorroct MVPS Upgard B;gg corzect the upward bias in tactor
four of the MVPS by treating savings and - expansion proposals :
‘Acanaiatantly. L _ o

Oz o2t PEOROCERARE Ty

| Addttion&l Medica;e s;vings Progosals (C) 7/21/94
" Lower Thres old rom 100 to 0 Diaabled Em lo'eas for MSP: '

lower the threshold. from 100 to 20

Effective 1/1/98, ‘employees

x’;tor disabled pexrsons £or application of the Medicare secondary
»“payor proviaions..- _ , . : «

‘ Extend ESRD Secondagﬁ ggxor to 24 Monthg Incroaae RO

° requirement for non-Medicare insurers to be the. primaxy. payox
. for ESRD patients from 18 to 24 months before Medicare becomes

. the prlmary payor, effective. 1/1/96. , A _ .

1 Medicare is axpanded, or if foes are raised (auch as £or an |
. MVPS adjustment), the full amount of the increase is passed
- through in the MVPS. However, savings proposals are not

treated in the same way. When savings proposals are enacted,
fox hudgat purposes, scoring assumes a volume response. Those

' ‘savings estimates (net of the volume cffset) are incorporated
. into factor 4 of the MVPS. Because scored savings are lower
‘due to the assumed voluma rasponse, use ot sco:ad savings

~ raises eha MvPS. : _ S

‘Whila appropriate . for budget purposae, building in anticipated, ‘

- volume responges to legislative reductions in payment (or
reductions due to exceeding the MVPS) in the scored savings is’
not. keaping with the spirit or intent of the NVPS and leads to.
‘an .upward bias. It is inconsistent to have a system which o
~ provides for raducing the update to recoup for when a prior -
- target was exceeded, but to increase the next yoar'a target
- bscause of a volume offset to this reducad update. ,

A This proposal would eliminate building in anticipatod volums

responses to legislative reductions in payment (or reductions

.~ due. to axcoadinq the MVPS) in the scored aavingo. Effective
. for MVPS beginning with FY 1995.‘ y S S

— |
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| &A&d:tionaxi 5 bil Hodica:o Savings P:o osals (C)

- %gduce t%e Agnnal Hospital Uggate: Reduca the update for '
‘ npatlent hospital services by 2.0 percantaqa paints fxom FY
: thxouqh F? 2001 through FY 2004. o

L

‘0 Revisa the Diagrogertionate SQare Hosgital Adgusgggnt: f
- . Increase the reduction in DSH payments rom 2 parcant 1n the

baco package to 25 percent.

7/21/94‘ |
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NOTE TO CHRIS JENNINGS 6/17/94

RE: CAPITATED DRUG BENEFIT OPTION DEMO

Attached is my draft of a capitated drug benefit option
demo. I talked with Bruce yesterday morning. Iie was

. OK with the idea and the atiached write-up reflects his
comments.

Where do we go from here? Ellen would like to sit down

with Kopetski’s staff this afternoon and would like to find
out what we want ASAP.

A
Peter Hickman
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. APAUL D. WELLSTONE \ ~
‘ MINNESOTA COMMITIESS:

RNERGY AND NATURAL RESOURCT

Mwigzara Tou Frse Muwats; LADOR ARD HUMAN KRIOUACES
e Tnited States Senat ‘o st
t INDIAN AFFAIRS

WASHINGTON, DC 205 10~2303

June 15, 1994

President Bill Clinton
The White House
Wagshington, D.C. 203500

234
Dear Mr. Pﬁdéidcnéz

We have always agreed that universal coverage must be the
cornerstone of health care reform. That stand cannot waver as ve
continue our progress in Congress to enact comprehensive health
care reform legislation.

Just as the Zenate Committee on Labor and Human Resources
reinforced that commitment last wesk, troubling signals have
appeared from the press and some Members indicating that
universal coverage is not a xealistic gonl.

As you well know, the building blocks of meaningful reform are
inextricably linked. Universal coverage is not only a humane
goal, one which most industrialized countries have attained.
Because it would end wasteful and inflationary cost-ghifting, it
is z2lso key to making health care affordable. . ,

Affordable, universal coverage is imposaible without meaningful,
amplo{er-ba-ed financing. We have been debating thia igssue long
encugh to be clear on this point. Suggestions that we waste more
years and more lives tinkering around the edges of almost )
covering everyone, trying to make health care almost affordable,
are a diversion from the fair and worksble framewoxk you have
presented. Unworkable proposals that would put the burden on
individuals to pay most of the costs of thelr care, or project .
employer contributions into some distant future, cannot achieve
gh:ih-alth care reform that Americans are counting on use to
eliver.

The legislative process involves compromise. There will certainly
be major compromises on mattere of importance as diffarent views
shape the final health care legislation. But there must be a
firm foundation on which those compromises are built. Univereal
coverage, affordable for all and fairly financed, nust remain the
pasis of that foundation.
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Those of us on the Labor Committee have already accepted
difficult compromises and will have difficulty sacrificing
further.

We look zqrwnrd'to assisting your efforts toward the goal of true
universal coverage for health care in any way that we can.

Sincerely,

Paul David Wellstone V
United States Senator United States Senator
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THE WHITE HOUSE
WASHINGTON

June 16, 1994

MEMORANDUM FOR TRAVELING STAFF AND MILITARY PERSONNEL

FROM: STEPHEN F.W. CAVANAH, M.D. - \
WHITE HOUSE PHYSICIAN >C
SUBJECT: Travel Advisory for the July 5-12

Eurcpean Presidential Trip to
Riga/Warsaw/Naples/Bonn/Berlin

There are no specific "required” immunizations for entry into
these countries. However, the following immunization is
recommended for those traveling to Riga (Latvia) or to Naples
(Italy):

1. Gamma globulin (good for up to 3 months). ‘
This provides protection against hepatitis A.

The following standard immunizations are recommended for all
travelers:

1. Up-to-date diphtherla-tetanus (within 10 years);
2. Polio vaccination (once in adulthood if not previously
adequately immunized).

The White House Medical Unit in Room 107 /0OEOB is available
for routine immunizations for Presidential trips. The hours
for immunizations are 9:00 a.m. to 11:00 a.m. and 1:00 p.mn.
to 3:30 p.m. ‘

Food and water precautions are suggested for Riga and Naples.
Common sense dictates the avoidance of raw/rare meat, fish, or
shellfish. The American Embassy in Italy reports that Hepatitis
A is a significant risk in Naples; therefore, we recommend
extreme caution with seafood.

Personal items should include extra glasses, sunglasses, adequate
contact lens suppert, medications, sanitary products, and sun-
screen. Those going to Naples should be advised that they may be
in hotels without air conditioning and should plan accordingly,
i.e., drink plenty of fluids,

Point of contact is Dr. Stephen F.W. Cavanah in Room 107, phone
number 757-2476.



NOTE TO CHRIS JENNINGS e o

RE: CAPITATED DRUG BENEFIT OPTION DEMO

Attached is my draft of a capitated dfug benefit option
demo. I talked with Bruce this morning. He was OK with
the idea and the attached write-up reflects his comments.

Where do we go from here? Ellen would like to sit down
with Kopetski’s stafl soon (This is not a today issue, but it
sounded likc shc wanted to start talking tomorrow).

Please get back to me on comments and process(?)(!). It
is HCFA night at the O’s so T am ducking out a little early

to get my kids. You can leave a long message on my voice
mail or mark this up and fax it back (690-8168) or do both.

Pegr Hickman

A0 OB WA BTN TA-81-00



DEMONSTRATION OF OARITATED DRUG BENEFIT OPTION

SUMMARY -~ The Beoretary would be required to initiate a
damenstration under whionh beneficiaries would be glven the option
of recelving their drui benefits through a drug benefit
management (DBM) plan inatead| of standard Medicara. Tnis option
would structured similar to the current Medicare risk program.
The demenstration would start twe yoars after the effective date
of the standard drug benefit and would be authoriged in ¢ states
for 5 years.

ENROLLMENT

© During an annual, 30-day open enrollment pariod, beneficiaries
in the demonstration states would have the option of enrolling
to receive their drug benefits through a DBM plan with a
Medicare contract or HMO/CMP with a risk contract.
Benefticlarises who become entitled to Medicare between open
enroliment periods would. have the option of enrolling in the
month preceding 9ntltlement to Medicare. As with the risk
program, no health screening would be permitted.

o The Secretary would prepare materials that would provide
information that would assist beneficiaries in making a choice
among the avallable drug benefit plana, HMO options and
standard Medicare. The cost of preparing these materials -
would be born by the plane. Ae with the risk program, all
marksting materials would have to be approved in advance by
the Secretary. Direct marketlng (e.g. door teo door,
telemarkcting) to beneficiaries would be prohibited.

¢ Beneficiaries wishing to|enroll in a plan could do o only
through a third party designated by the Secretary. Enrollment
in the plan would be for one vear, or until the next open
enrollment period.

S8TANDARDS

3

In order to ba eligihle to participate in this demonstration,
drug beneflt management plans would have to have a contract with
the Secretary. There would| be no limit on the number of
contractore Iin a demonstration state. The Secretary would
develop standards similar to those under the risk contracting
program and other standards that would address:

© Access to community pharmacies
¢ Drug utllization review requirements

o Pormulary structurae (definition of major indications, minimum
reguirements and progedgreb for a physician cobtaining coverage
¢f a drug net on the formulary)
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© Beneficiary cafeguarde in regard teo uce of prior authorization
© Compliance programs

o Procedures for out-of-area claims

o PFinancial requirements

© Quality standards and 50% commercial enrollment

These standards would be developed by the Secretary one year
prior to the start of the demenstration.

DBM plans would be required to provide access to a pharmacy in
every community throughout the state. In addition to this state-
wide pharmacy networX, mail-order pharmacies could be offered by
plans as an cption to enrcllees.

BENEFICIARY COST=SHARING

Similar to tha risk contract program, plans would have the option
of offering a cost-sharing structure that would be different from
that under standard Medicare. Thay could

© require a monthly premium in lieu of part or all other cost-
sharing.

o offer a point-of-service option with coinsurance higher than
the 20% under standard Medicara.

Howaver, the actuarial value of the plan's premium and cost-
sharing could not exceed 95% of the actuarial valus of the
deductible and coinsurance under standard Medicare.

In addition, plans would be prohibited from having differential
cost-sharing based on the therapeutic class of drug prescribed or
other cost~sharing structures that the Secretary believes would
be likely to éiscourage enrollment by individuals with medical
conditions that require extensive use of prascriptien drugs.

PAYMENT

One year prior to the start of the demonstration, the Ssecretary
would develop a payment methodology based on the costs of the
drug benefit under standard Medicare. Payment to plans would be
discounted to take inte account the savings generated by
restrictive formularies and pharmacy networks.

During the first three years of the demonstration, the Secretary

could require plans to provide complete utilization data in order
to refine the payment methodology. The Secretary would have the

authority to audit this data,

SCOPE
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The demonstration would be authorized for slx states selected by
the Secretary. In selecting tha states, the Secretary would
include both highly rural and urban states and statesa with both a
high and low managed care pensetration.

The demcnstration would begin two years after the start of the
standard drug benefit and would continue for five years.

EVALUATION

After the third year of the demonstration, the Secretary would
conduct an cvaluation to determine whether the capltated DBM plan
option should be made available to all baneficiaries.

In particular this evaluation would examine;

© The desirability of a druy only option as compared with a drug
benefit provided by an HMO/CMP under a risk contract.

© Tho differences in effectiveness of drug utilization review
provided in standard Medicare, plans under the drug benafit
option and HMO/CMPs with risk contracts.

© The extent to which plans axperienced favorable selection and
the impact of this selection on potential savings under the
payment methodology.

© Whether differences existed in potential cost-savings of
capitated drug benefit management plane in rural vs urban
areas,
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