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Modifications to the benefit specifications
9:1%am June 23, 1993

Modifications to the benefits package

We have attached a new benefits section of the draft proposal
rewritten according to our previous discussions. In addition,
we have corrected for inconsistencies and errors and added -
excluded sections.

Summary of changes in the benefit specifiéations

Certain benefits have been rewritten to ﬁaintain a
consistent, relatively broad level of detail. Specifically:

Individual reproductive services such as vasectomy and
tubal ligation are removed since other categories of
services do not cite individual treatments.

Allergy testing and injections are removed, since they
are implicitly included in professional services.

Non-investigational, medically necessary or appropriate
organ transplants are removed, since they are
implicitly included in hospital and professional
services as defined.

Reimbursement for training patients in self-management
is implicitly included the definition of professional
services.

Key definitions are added for:

"Medically necessary or appropriate" (see attached for
specific language -- note that abortion is covered
implicitly within the definition).

Coverage of investigational therapies. The policy we
put forward is that routine costs, i.e., costs that
would otherwise be incurred, are covered for '
investigational treatments that are given as part of an
research trial approved by the Secretary or under her
guidelines.

The following changes in benefit categories are made:

—

There is confusion about the "Big Five’s"
recommendations for mental health and substance abuse
coverage. We were requested to redraft these benefits
to phase in later (e.g., 2000). However, we were
unclear on the starting point and ending point for the



benefits. Because of this confusion, only the ending
point is in the write up at this time.

> Starting point: If we aim to reduce the cost of
Ira’s written benefit by 25%, the benefit would
include the 30/90 day inpatient limit on hospital
and a 2 day hospital deductible (i.e., no coverage
for 2 days), the 120 day limit on hospital
alternatives, 50% coinsurance for any
psychotherapy visit, and no coverage for case
management or psychiatric rehabilitation.

- If further reductions are necessary,
preferences are to reduce inpatient limit to
30/75, reduce 120 day limit on hospital
alternatives, and avoid outpatient visit
limits.

> Ending point: In the year 2000, benefits increase
"to a 30/90 day inpatient 1limit on hospital stays
with no day deductibles, 120 day limit on hospital
alternatives, coverage of case management and
limited psychiatric rehabilitation, and variable
cost-sharing and no limits on outpatient visits
with psychotherapy beyond 12 visits at 50%
coinsurance.

Adult dental benefits are phased-in in the year 2000.
Hearing aids, which were not in the benefits proposed

by the working group or analyzed for cost, are
excluded.

4. Benefits are defined more precisely, correcting for errors
in description. Specifically:

Rehabilitation therapies are not unlimited in duration.
At the end of each 60 days of treatment, the need for
continued therapy would be re-evaluated. Additional
periods of therapy would be covered only if function is
improving.

Directions for a definition of home health care
services are included. The services covered would be
similar to the current Medicare program with
limitations that they substitute for hospitalization
and that, at the end of each 60 days of home health
care, the need for continued services should be re-
evaluated.

An excluded key to the table of preventive benefits is
restored. (See Table I attached.) When excluded, it
led to some striking errors. For example, pap smear and



pelvic exam are shown as covered every three years
without qualification for children ages 6-19. With the
key, it is qualified as being for females who have
reached childbearing age and are at risk for cervical
cancer.

An excluded definition of limitations on eligibility
for mental health and substance abuse services is
added.

Plan requirements in establishing their cost-sharing
schedules are defined.

The draft section offering States a waiver from mental
health benefit limits if they integrate public and private
mental health systems has been revised in two ways:

States must demonstrate that there is capability to
manage care in integrated systems and that the
integration will not raise premium costs, i.e.,
additional costs are paid for through state public
dollars.

The draft proposal had included the "carrot" of Federal
matching funds to encourage integration. Given that
public acute care costs are being absorbed into the
premium without any capture of state dollars, it is not
clear why the Federal government should have to provide
additional "matching funds" for integration purposes.
Instead as a "carrot" to encourage integration greater
flexibility in the use of the block grant funds is
proposed.



GUARANTEED BENEFITS PACKAGE
Substantive changes marked by *

SERVICES COVERED

Each health plan must provide coverage for the following
categories of services as medically necessary or appropriate
with additional limitations and cost-sharing only as
specified in this Act or by the National Board:

Yy VYVYVYYYVYVYVYTYTTYVYY

h 4

vy

Hospital services

Services of physicians and other health professionals
Clinical preventive services

Reproductive health services

Mental health services

Substance abuse services

Hospice

Home health care

Extended care facility services

Emergency services

Ambulance services

Outpatient laboratory and diagnostic services
Outpatient prescription drugs and biologicals
Outpatient rehabilitation services

Durable medical equipment, prosthetic and orthotic
devices

Vision and hearing care including eyeglasses for
children

Preventive and restorative dental services for children
Health education classes

Specification and definition of service categories

»

Hospital services

o Covered services

- Inpatient hospital, including bed and board,
routine care, therapeutics, laboratory,
diagnostic and radiology services and
professional services specified by the
National Board when furnished to inpatients.

- Outpatient hospital services

- 24-hour a day emergency room services

0 Psychiatric hospital services or services for the
treatment of a mental disorder are treated -
separately below.

o Definitions
- An institution meeting the requirements of
§1861(e) and (f) of the SSA.

Mental health and substance abuse inpatient and
residential treatment



Covered services are inpatient hospital as above,
crisis residential, therapeutic family or group
homes, residential treatment centers -- children,

community
community
substance
services.

residential treatment -- adults,
residential treatment and recovery =--
abuse, residential detoxification

Limitations

- 30 days per episode, 90 maximum annual for
all settings in this category. The annual
maximum of 90 can be used as a reserve to
extend a 30 day episode after special
authorization for medical necessity.

- Inpatient hospital substance abuse is only
for medical detoxification as required for
the management of neuropsychiatric or medical
complications associated with withdrawal from
alcohol or drugs.

- Inpatient hospital care for mental and
substance abuse disorders is available only

when less restrictive nonresidential or
residential services are ineffective or
inappropriate.

Definitions

- A hospital is an institution meeting the
requirements of §1861(e) and (f) of the SSA.

- A residential treatment facility are those
which meet criteria for licensure for
certification established by the State.

- Eligibility:"

*

Persons are eligible for mental health
and substance abuse services other than
screening and assessment and crisis
services if they have, or have had in
the past year, a diagnosable mental or
substance abuse disorder, which nmeets
diagnostic criteria specified within
DSM-III-R, and that resulted in or poses
a significant risk for functional
impairment in family, work, school, or
community activities.

These disorders include any mental
disorder listed in DSM-III-R or their
ICD-9~-CM equivalents, or subsequent



revisions, with the exception of DSM-
III-R "V" codes (conditions not
attributable to a mental disorder)
unless they co-occur with another
diagnosable disorder.

* Persons receiving treatment who without
such treatment would have met functional
impairment criteria are considered to
have a disorder.

* Family members of an eligible enrollee
may receive medically necessary or
appropriately related services (so-
called collateral treatment).

> Services of physician and other health professionals.

O

Covered services

Includes inpatient and outpatient medical and
surgical professional services, including
consultations, delivered by a health
professional in home, office, or other
ambulatory care settings, and in
institutional settings.

Professional mental health services are treated
separately below.

Definitions

Health professional is someone who is
licensed or otherwise authorized by the State
to deliver health services in the State in
which the individual delivers services.
Covered services are those that a helath
professional is legally authorized to perform
in that State. No State may, through
licensure requirements or other restrictions,
limit the practice of any class of health
professionals except as justified byt he
skill or training of such professional.
Nothing in this benefit plan requires any
plan to reimburse any particular provider or
any type or category of provider. But the
plan is expected to provide a sufficient mix
of providers and specialties and appropriate
locations to provide adequate access to '
professional services.”

> Ambulatory mental health and substance abuse treatment

services

0O

Covered services include screening and assessment,



clinical management, case management, crisis
services, somatic treatments, substance abuse
counseling, substance abuse relapse prevention,
outpatient therapy.

C Limitations

Cost sharing varies by type of service, with
outpatient therapy beyond 12 visits subject
to a higher cost sharing rate (see table).
There is no cost-sharing for case management.

To be eligible for substance abuse and
relapse counseling, the service must be
provided by licensed / certified substance
abuse providers.

Eligibility criteria as specified for
inpatient mental health and substance abuse
treatment services except that all persons
are eligible for screening and assessment and
24-hour crisis services (i.e., limiting
eligibility criteria above do not apply to
this category of services).

Clinical preventive services

o Covered services are those specified in Table I
(based on recommendations of the US Preventive
Services Task Force) or as specified by the
National Board in regulations.

o] Limitations
- Must be provided as consistent with the
periodicity schedule specified in Table I or as
specified by the National Board in regulations.

Reproductive health services

o Covers pregnancy-related care and family planning
services

Hospice

o Specifications are as under the Medicare benefit.

o Covered services :

Nursing care provided by or under the
supervision of a registered nurse.

Medical social services under the direction
of a physician.

Physicians’ services.

Counseling services for the purposes of
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training the individual’s family or other
caregiver to provide care and for the purpose
of helping the individual and those caring
for him or her to adjust to the individual’s
death. :

- Short-term inpatient care, but respite care
is provided only on an occasional basis and
may not be provided for more than 5 days.

- Medical supplies and the use of medical
appliances for the relief of pain and symptom
control related to the individual’s terminal
illness.

- Home health aide and homemaker services.

- Physical therapy, occupational therapy and
speech-language pathology services.

Limitations

- Only terminally ill individuals are eligible.

- Only covers hospice care as an alternative to
continued hospitalization. »

Definitions

- An individual is considered terminally. ill if
the individual has a medical prognosis that
his or her life expectancy is 6 months or
less if the terminal illness runs its normal
course.

Home health care

O

Covered services

- Same services as under the current Medicare
program with the addition of outpatient
prescription drugs and biologicals.

Limitations

- Only covers services for an indvidual
requiring home-based care as an alternative
to continued institutionalization (i.e.,
inpatient treatment in a hospital, skilled
nursing or rehabilitation facility)

- At the end of each 60 days of treatment, the
need for continued therapy shall be re-
evaluated. Additional periods of therapy are
covered only if at risk of hospitalization or
institutionalization.”

Nonresidential mental health and substance abuse
treatment services :

o

Covered services include partial hospitalization,
day treatment, psychiatric rehabilitation,
ambulatory detoxification, home-based services,



‘therapeutic respite services, behavioral aide
services.

O Limitations

120 days/year for all services listed in this
category

Services in this category are provided for
the purpose of averting the need for, or as
an alternative to, treatment in residential
or inpatient settings, or to facilitate the
earlier return of individuals receiving
inpatient or residential care, or to restore
the functioning of individuals with serious
mental or substance abuse disorders, or
assist individuals to develop the skills and
access the supports needed to achieve their
maximum level of functioning within the
community.

Therapeutic respite services are delivered
for the purpose of providing a planned or
unplanned break (several hours, overnight, or
several days as determined to be clinically
necessary and appropriate) for an individual
with mental disorders and his/her caregivers
in order to reduce stress and prevent
disruption of primary caregiving.

Eligibility criteria as specified for
inpatient mental health and substance abuse
treatment services.

> Extended care facility services

0 Covered services:

Inpatient services in a skilled nursing or
rehabilitation facility.

O Limitations

Only covers services required by an indvidual
requiring facility-based care after an acute
illness or injury as an alternative to
continued hospitalization.

Coverage is limited to a maximum of 100 days
per calendar year. '

> Ambulance services

o Covers ground transportation by ambulance,
including air transportation by an aircraft
equipped for transporting an injured or sick



individual.

O Limitations

Ambulance is covered only where the use of an
ambulance is indicated by the individual’s
condition. Air transport is covered only
when other means of transportation is contra-

~indicated by the individual’s condition.

> Outpatient laboratory and diagnostic services

O Covers prescribed laboratory and radiology
services, including diagnostic services provided
to individuals who are not inpatients of a
hospital, hospice or extended care facility.

> Outpatient prescription drugs and biologicals.

o Covers drugs, biological products, and insulin
when furnished on an outpatient basis.

O Limitations

—

Must be prescribed for use in an outpatlent
setting.

No frequency or quantity limitations other
than reasonable rules for amount to be
dispensed and number of refills.

Health plans are permitted to establish
formularies, drug utilization rev1ew generic
substitution, mail order programs.”

> Outpatient rehabilitation services

o Covered services are:

—

outpatient occupational therapy;

outpatient physical therapy;

outpatient speech-pathology services for the
purpose of attaining or restoring speech.

¢} Limitations

Coverage only for therapies used to restore
functional capacity or minimize limitations
on physical and cognitive functions as a
result of an illness or injury.

At the end of each 60 days of treatment, the
need for continued therapy shall be re-
evaluated. Additional perlods of therapy are
covered only if function is improving.

> Durable medical equipment, prosthetic and orthotic

devices

0 Covered services and items



- Durable medical equipment;

- Prosthetic devices (other than dental) which .
replace all or part of an internal body
organ;

- Leg, arm, back and neck braces;

- Artificial legs, arms and eyes (including
replacements if required due to a change in
physical condition);

- Training for use of above items.

o Limitations
- Coverage only for items that improve
functional abilities or prevent further
deterioration in function.”
- Coverage does not include a custom device.”

Vision and hearing care including basic eyeglasses for
children

0 Covered services

- Routine eye exams, including procedures
performed to determine the refractive state
of the eyes.

- Diagnosis and treatments for defects in
vision, including eyeglasses and contact
lenses.

- Routine ear exams.

o Limitations
- Eyeglasses and contact lenses limited to
children under the age of 18.
- Routine eye exams limited to one per 2 years
for persons 18 years of age or more.

Preventive and restorative dental services for
children.

o Covered services
- Treatment for dental disease and injury,
including relief of pain and infection,
restoration of teeth, and maintenance of
dental health.
- Orthodontia where necessary to avoid
reconstructive surgery.

o Limitations
- Except for emergency dental services, limited
to children under age 18.
- Coverage for persons 18 years and older is
implemented in the year 2000."

Health education classes



Plans are permitted to cover health care courses
or training for patients that reduce behavioral
risk factors and promote healthy daily activities.
Such courses may include smoking cessation,
nutritional counseling, stress management courses,
skin cancer prevention, and physical training
classes. Cost sharing would be determined by the
plan.

Mental health and substance abuse services are covered
elsewhere.

Exclusions from coverage =--

O

Specific services: private duty nursing, cosmetic
orthodontia and other cosmetic surgery, hearing
aids,” adult eyeglasses and contact lenses, in
vitro fertility services, sex change surgery and
related services, private room accomodations,
custodial care, and personal comfort services and
supplies.

Investigational treatments, except as indicated
below.

Services that are not medically necessary or
appropriate (see section below).



TABLE I ~- COVERED CLINICAL PREVENTIVE SERVICES

Key
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DTP
oPV
- HiB
HBV
MMR
Td

Age Immunizations Tests 01inic§§p
Visits
0-2 4 DTP, 3 OPV, 3-4 1 Hema;ocrit, 7
t HiB, 1 MMR, 3 HBV 2 Lead
3-5 1 DTP, 1 OPV, 1 MMR | 1 Urinalysis 2
6-19 |1 Td Pap/pelvic™ every 3 5
years after menarche
20-39 | 1 Td every 10 years | Cholesterol every"B Every 3
years; Pap/pe&xic . years
every 3 years
40-49 | 1 Td every 10 years | Cholesterol every"S Every 2
years; Pap/pe%gic years
every 3 years
50-64 | 1 Td every 10 years | Cholesterol every 5 Every 2
years; Pap/pelvic and years
Mammogram™™ every 2
years
65 + 1 Td every 10 years | Cholesterol every 5 Annually
Pneumococcal - once | years
Annual influenza Mammogram™ every 2
| years N

= Children at high risk for lead exposure

= Papanicolaou smears and pelvic exam for females who have
reached childbearing age and are at risk of cervical cancer.
= Once three annual negative smears have been obtained.

= For females of childbearing age at risk for sexually
transmitted disease, an annual Pap smear and screening for
chlamydia and gonorrhea.

= Females only.

= All visits include immunizations, laboratory tests and
other screening tests, including history, blood pressure
measurement, risk assessment and targetted health
advice/counseling.

Diphtheria, tetanus, pertussis vaccine

Oral polio vaccine

Haemophilus influenzae type B vaccine

Hepatitis B vaccine

Measles, mumps, rubella vaccine

Tetanus diphtheria toxoid

i

In addition targetted tests are as included on p 22 of the
briefing book (see attached).



INTEGRATION OF PUBLIC AND PRIVATE MENTAL HEALTH CARE SYSTEMS

The benefit package requires the maintenance of the existing
public system for mental health and substance abuse. However,
health reform offers the opportunity to develop systems of care
where it would be possible to integrate the public and private
systems. In order to promote the eventual integration of the
public and private systems for treatment of mental and addictive
disorders into a single system of care, states are encouraged to
use the flexibility allowed under health reform to fold their
expenditures for public mental health and substance abuse
programs into funding available to regional health alliances and
require integrated care for mental and addictive disorders.
Federal block grant funding will be available to assist in the
development of community based systems of care.

States interested in adopting this direction may obtain a
waiver from the limits in the benefit package after showing that
the capacity to manage mental health and substance abuse care
through integrated systems is feasible in the state and the
waiver will not result in additional premium costs. States
choosing this approach would be given greater flexibility in
their use of block grant funds.

SPECIFICATION AND DEFINITION OF "MEDICALLY NECESSARY OR
APPROPRIATE"

. Treatments that are medically necessary or appropriate shall
be covered. Treatments that are not medically necessary or
appropriate shall be excluded from coverage.'

> A "treatment" is an intervention intended to improve
significantly the physical or psychological condition
of the enrollee or to prevent or mitigate a health
outcome adverse to the enrollee.®

& "Intervention" means a diagnostic, therapeutlc or
other health-related procedure or service
described by the following parameters: (i) the
physical or psychological characteristics of the
enrollee to whom the intervention is applied; (ii)
the technical method of applying the intervention;
(iii) the type of provider applying the

These provisions determine coverage of specific treatments
potentially included in the enumerated categories of covered
services. They are not intended to expand the scope of covered
services beyond those enumerated categories.

2The term "treatment" is intended to encompass not only"
therapy for acute illness or injury but also preventive care,
care for disabilities and reproductive care.



intervention; and (iv) the setting in which the
intervention is applied.3

0 "Adverse health outcome" means a physical or
psychological condition that constitutes a
significant change adverse to the enrollee or a
physical or psychological condition that lies
outside the normal range.*

> The term "medically necessary" has the meaning as
defined under 42 USC Section 1395y(a)(1).

o Note: Grandfathers in well-accepted treatment as
covered benefits. For established plans, coverage
of a service in the past should be considered good
evidence of "standard practice." Over time, it is
anticipated that clinical research may reveal
certain existing treatments to not be medically
necessary or appropriate.

> A treatment is "medically appropriate® if it is
effective, beneficial and judicious.

o "Effective" means that, in the reasonable judgment
of the provider at the time the treatment is
administered, sufficient evidence exists to
conclude that the benefits to the enrollee of the
treatment outweigh its risks.’

o "Beneficial" means that, in the subjective
judgement of the enrollee at the time the

3uIntervention" includes diagnosis, prevention and other
health services. This definition specifies the dimensions along
which treatments are to be evaluated for medical appropriateness.
For example, "a mammogram in a health woman under 30 with no
family history" is clearer than "a mammogram"; "pre-anesthesia
evaluation by a physician assistant" is clearer than "pre-
anesthesia evaluation." However, this provision should be seen
as establishing in federal law any particular level of
documentation as a prerequisite for coverage.

‘A "treatment" should be administered with the intent of
affecting the enrollee’s health to a significant degree. In
addition, the definition of "adverse health outcome" is
constructed to allow for plans to cover elective abortions (a
significant change adverse to the enrollee) while excluding
coverage for cosmetic facial surgery (a slightly large nose would
be a normal variation).

SThis provision would exclude coverage of experimental or
investigational treatments.



treatment is administered, the benefits of the
treatment outweigh its risks; provided, however,
that emergency treatment administered to the
enrollee shall be deemed to be beneficial.®

) A treatment is "judicious" unless, in the
reasonable judgment of the plan before the
treatment is administered, another medically
appropriate treatment is available that would be
(1) substantially as effective for the enrollee
and (ii) significantly less costly to the plan.’

COVERAGE OF INVESTIGATIONAL TREATMENTS

. Routine medical costs associated with an investigational
treatment that is part of an approved research trial are
covered. Specifically, medically necessary or appropriate
treatments required to be administered in order to
administer an investigational treatment in accordance with

an approved research trial in which an enrollee participates
shall be covered.®

> An "investigational treatment" is a treatment the
effectiveness of which has not been determined.

> An "approved research trial" is a peer-reviewed and
approved research program, as defined by the Secretary,
conducted for the primary purpose of determining
whether or not a treatment is safe, efficacious, or
having any other characteristic of a treatment which

é*Beneficial™ emphasizes the importance of the enrollee in
the decision to administer a treatment. It is intended that
emergency treatment be deemed beneficial and that treatments
administered to persons subject to legal guardianship under the
applicable law of informed consent be judged beneficial by the
guardian. However, treatments not judged "beneficial' should not
be administered by providers with the expectation of payment.

mJudicious" is intended to allow and encourage plans to
develop practice guidelines that will permit the delivery of
high-quality care within a budget. "Judiciousness" is intended
to be established for specific treatments through scientific
guidelines at the plan level, not through retrospective claims
denial or through cost-benefit decisions by individual providers.

8.This provision is intended to require coverage of "routine
medical costs" associated with an investigational treatment that
is part of an approved clinical trial -- i.e., medical costs
associated with the investigational treatment which would be

incurred even if the investigational treatment were not
administered.



must be demonstrated in order for that treatment to be
medically necessary or appropriate.’

-

Although the Secretary is ultimately responsible for
approving a trial, it is intended that coverage be automatically
available for trials that are approved by tone of the National
Institutes of Health, by the FDA, by Dept of Veterans Affairs, or
by a qualified nongovernmental research entity as identified in
NIH guidelines.



FOR OFFICIAL USE ONLY
Benefits policy -- cost sharing

Limited deductibles and copayments for consumers. Consumer
out-of-pocket costs for health services in the comprehensive
benefit package will be limited, to ensure financial

- protection, and standardized, to ensure simplicity in
choosing among health plans.

> Standard cost-sharing. Health plans are required to
use standard consumer cost-sharing requirements. Plans
must demonstrate their ability to remain solvent under
their chosen cost-sharing schedule in order to remain
certified.

As described on the attached pages, health plans may
choose one of three cost-sharing schedules:

1) Low cost-sharing: $10 copayments for outpatient
services; no copayments for inpatient services.
- e.g., managed care plans and health networks

2) Higher cost-~sharing: $200 individual/$400 family
deductibles; 20% coinsurance; $2000/3000 maximum
on out-of-pocket spending.

- e.g., non-managed fee-for-service plans with
unrestricted choice of physician and hospital

- 3) Combination: Low cost sharing (#1) if enrollees
use preferred providers; higher cost-sharing (#2)
if they use out-of-network providers.

- e.g., "preferred provider organizations," "point
of service" plans

> Health plans may not 1ncrease, decrease or otherw1se
alter the cost~sharing provisions.

> Simplified consumer choice. Since cost-sharing is

standardized, consumers have a simplified choice of
three different styles of cost-sharing.

PRELIMINARY STAFF WORKING PAPERSFOR ILLUSTRATIVE PURPOSES ONLY



FOR OFFICIAL USE ONLY

Health network cost sharing

1. General plan design

10.

11,

Overall plan deductible
Overall plan coinsurance

Annual out-of-pocket limit
(No lifetime maximum)

Hospital services
~  Inpatient
Qutpatient

Physician services (non-surgical):
Office, inhospital and home visits

Preventive care, well-baby care and pre-
natal care delivéred in outpatient setting
(includes the services recommended by the
US Preventive Services Task Force)

X-ray and laboratory tests

Extended care, home health care and hospice
as substitute for hospitalization

Physical, occupational, speech therapy to
regain function following illness or injury

Outpatient prescription drugs
Mental health services
Inpatient

Hospital alternative
Outpatient

Dental services
Children under 18
Adults (NONE)

Vision services

None
$10 copayment per visit

None necessary

Full coverage
$10 copay per visit

$10 copay per visit

Full coverage

No copayment

Full coverage; 100 d max on SNF/Rehab hosp
$10 copay per visit
$5 copay per script

Full coverage; 30 d/episode, 90 d/yr max

Full coverage; 120 d/year max

$10 per visit (incl. outpatient psych, day
hospital, home-based services) except outpatient
psych visits > 12per year $20 per visit; no limits.

$10 per preventive visit; $25 per intervention

treatment

$10 per routine eye exams; $10 for one pair
glasses for children per year

PRELIMINARY STAFF WORKING PAPEROFOR ILLUSTRATIVE PURPOSES ONLY



FOR OFFICIAL USE ONLY

Indemnity (fee-for-service) style cost sharing
("=benefit changes)

1. General plan design

10.

11.

Overall plan deductible
Overall plan coinsurance

Annual out-of-pocket limit
(No lifetime maximum)

Hospatal services
Inpatient
Outpatient

Physician services (non-surgical):
Office, inhospital and home visits

Preventive care, well-baby care and pre-
natal care delivered in outpatient setting
(includes the services recommended by the
US Preventive Services Task Force)

X-ray and laboratory tests

Extended care, home health care and hospice
as substitute for hospitalization

Physical, occupational, speech therapy to
regain function following illness or injury

Prescription  drugs
Mental health services
Inpatient

Hospital alternatives
Outpatient

Dental services
Children under 18

Adults (NONE) *

Vision services

$200/individual; $400/family
20%

$2000/individual; $3000/family”

20% coins
20% coins

20% coins

No deductible or coins-

20% coins

20% coins; 100 d max on SNF/Rehab hospital

20% coins

$250 per year deductible; 20% coins (subject to
overall out of pocket limit)

20% coins; 30 day/episode, 90 day per year max
20% coins; 120 day/year max

20% coins (incl. outpatient psych, day hospital,
home-based services) except outpatient psych
visits > 12per year @ 50% coins; no limits.

$50 per year deductible; 20% coins on
prevention and 40% coins on interventions /
restoration with $1500 per year max on these
services; interceptive orthodontia ($2500
lifetime max)

20% coins for routine eye exams; 20% coins for
glasses for children

PRELIMINARY STAFF WORKING PAPEROFOR ILLUSTRATIVE PURPOSES ONLY
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Preferred provider style cost sharing

1. Geperal plan design

10.

11.

Overall plan deductible

Overall plan coinsurance
Annual out-of-pocket limit (no lifetime max)

Hospital services
Inpatient
Qutpatient

Physician services (non-surgical):
Office, inhospital and home visits

Preventive care, well-baby care and pre-
natal care delivered in outpatient setting
(includes the services recommended by the
US Preventive Services Task Force)

X-ray and laboratory tests

Extended care, home health care and hospice
as substitute for hospitalization

Physical, occupational, speech therapy to
regain function following illness or injury

Prescription  drugs

Mental health services
Inpatient (30/90 max)
Hospital alternatives (120 d/yr max)
Qutpatient (incl 1-12 psych visits)
>12 outpt psych visits

Dental services
Children under 18
Prevention
Restoration

Interceptive orthodontia
Adults (NONE) -
Vision services

Routine eye exams
Glasses for children

In-network
None

$10 per encounter

Out of network
$200/individual;
$400/family

20% coins

$2000/individual; $3000/family

Full coverage
$10 per visit

$10 per visit

Full coverage

$10 per visit

Full coverage

20% coins
20% coins

20% coins

No deductible or coins

20% coins

20% coins

100 d max on SNF/Rehab hospital

$10 per visit
$10 per visit

Full coverage
Full coverage
$10 per visit
$20 per visit

$lO‘ per visit
$25 per visit

$10 per visit

$10 per visit
$10 for one set

20% coins

$250 per year
deductible; 20% coins

20% coins
20% coins
20% coins
50% coins

$50 per year deductible
20% coins

40% coins ($1500 max
prevention/restoration)

20% coins ($2500 life
max)

20% coins
20% coins for one set

PRELIMINARY STAFF WORKING PAPER1FOR ILLUSTRATIVE PURPOSES ONLY
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will include
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Rosselld gets confirmatibn from
Hillary Clinton. Page 3

Rangel promises further
improvement on Senate
version of Section 936

36 backers in-House and P.R. feel compromise
Kreserved essent{al elements needed to keep program
ealthy, but cannot claim “victory” yet. Page 3
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be included

in Clinton’s health reform plan

iy JORQE LUIS MEDINA
1 The §TAR Stalil

Gov. Rossollé rocelved confirmation
‘riday from first lady Hillary Rodham
linton that Puerto Rico wil) indeed be
acluded in the administration’s national
ealth care reform plan,

Rogsells made the announcement from

Voodstock, Vi, where he 13 attending the
Jemoctatie Governors® Association
aseting.
- Clinton attended the mesting Friday
nd met with the governors during the
fternoon to discuss the administzation’s
ealth reform plans. It was at that meet-
ng that she spoke with Rosselld.

“This morning 1 had the opportunity to
neet with Ira Magaxziner, the president's
ide in charge of the national health care
eform. in an open forum with the gover-
wors atiending this meeling." sald Ros-
8lié in a propared statement issued dy
4 Foruslezs.

“In the afterncon, [we] had a private
ession with Mrs. Clinton. The {irst lady
onfirmed to me that Puerto Rico wiil
tefinitely be included (n the national
walth care reform plan,” sald the
:overnor,

Rosselld added that Clinton was recep-
ive to his offer that Pusrto Rico work
vith her health care reform task force to
ron out the details about the island's
»articipation in the plan,

e

Puriher conlirmation ceme from Bob
Boorstin, a White House spokesman for
the health care plan. Boorstin was asked
if Puorto Rlco would be fully included In
the plan. He replied, “All American citi-
zena and legal residents will have acceas

. to the comprehensive healih benefits

package.” »

Docs that mean {full acceas for Puerto
Rico? he was asked.

“Yea,” he replled.

News of the island's Inclusion over
Joyed Now Progressive Party leaders llke
Senate Federal Affairs Commiiteo chajr-
man Sen. Kenneth McClintock, NPP-at
large.

“The past 24 hours have been the most
productive In terms of our relationship
with tho UR. since the day we were
ganted U8, citizenship in 1817." s=id

cClintock.

“In less than 34 hours, the elforls of
Puerto Ricun officials managed Lo reduce
by half the impacl of President Clinton's
economic packege in the Senate and get
the island included in tho national health
cara reform plan”" he added.

“Gov, Rosscilé spent months of effort
to tho issue of Secilon 938 while he and
Restdent Commissioner Carlos Romero
Barcclé worked together lo achieve the
Inclusion of the fsland in the health
reform plan.” said McClintock, who add-
od that the Inclusion “wil) turn the juland
inta the modics! centor of the Caribbean

and help create thousands of jobs in the
medical sarvices field”

The announcemnent ended weeks of
speculation that the Island would be left
out of the plan, following a reported
statomnent by Magaziner.

Magasiner reporiedly told members of
the health task force (het Puerto Rico
and tho territorics couvld nei be fully
included in the plan because of the high
cost of tolly funding Puerte Rico.

The statement sparked an awgtruc-
tion from Vicgin Islands Delegste Ron de
Lugo, who said in a House speech that
White Houso advisors were going to
recommend that amployers in the insular
areas be required to pay, slong with
employees, for workers’ health jnsurance.

owever, thoge erees would not be
fully eligible for the same subsidies that
would go to the statas to cover for hesith
insurance for the posr and the unem-
ployed because it would reportedly cost
too much to fully fund Puerto Rico, sald
de Lugo.

Whilo the Virgin Islands delegate gave
no Iigures, Romero sald at the timoe that
Puerto Rico could expect as much as $13
billion a year If it were Included in the
plan. Currently the laland gets some $19
million a year in capped Medicars funds.

B Heaith reform plan will aliow
flexibllity, Hillary itodham
Clinton telis governors,

12
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INSTITUTO DE ADMINISTRACION
Y POLITICA DE SALUD DE
PUERTO RICO, INC.

June 22, 19983

Hon. Wiillam Jefferson Clinton
President of the United States
The White House

Washington DC 20500

Dear Mr. Presidant:

We have raceived with great joy the nsws that Puarto Rico will be Included In the
Natlanal Health Care Raform Plan. '

The Institute of Health Adminlstration and Pollcy represents a coalition of the
Heaith Care Industry of Puerto Rico. Prasently we sre carrying out a8 two year
research projeét to coordinate healthcare reform initlatives between Puarto Rico
and the United States. This study is funded through 8 cooperative agresment with
the Health Care Financing Administration.

As you well know there has been great uncertainty among the Americsn citizens
who live In Pusrto Rico that we would not be entitied to participats as equals with
our other fellow American cltizens that live In the United States. Among those
concerns was that budget reasons were considered 8s grounds to deny squal
healthcare services to Arnerican citizens becsuse of where they live. You are also
well aware that thare have never heen any doubts when It comes to asking Puerto
Ricans to serve In the Unlted States Armed Forces.

Since the Healthcare Reform Task Force was organized it was clesrly steted that all
Amerlcans will be included. Bacsuse this i3 such an Important snd cruclal issue to
all of our people we will be pleased that a policy determination to include all
Americans, without exception, be made officially by the Task Force.

In proposing your vislon of change for Amerlea you have shown great courage by
making Heslthcara Reform one of your Administration’s top priorities. We must
now make sure that all Puerto Ricahs are mades part of that new vision with equal
rights with our other fellow Amarican citizens.,

Wae are very certain that the present injustice to Puerto Rico will be made right by
the man who promised to make Americs whole again, Our poor people, our
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Hon. Willlam Jetfergson Clinton
Juns 22, 1903
Pege 2

Madicare and Medlcald beneficlaries, our man In the Armed Forces, our veterans
who have served this nation and thalr familles, will be grateful to you, Willlam
Jefferson Clinton, for the segurity snd new sense of hope that your commitment to
include Puerto Rico In the Natlonal Healthcare Reform Plan will represent to them
and thelr families.

Sincerely,

%u-——-—-—-
Enrique Bagquero

President

CC/ Ira Megaziner
Senlor Health Advisar
President’s Task Force on Haalth Care

Hon. Carlos Romero Barceld
Residant Commigsionet for Puerto Rico
U. 8. Congrass
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TO: IRA MAGAZINER

FROM: DONNA E. SHALALA ‘mc{»M—/

SUBJECT: PREMIUM REGULATION

I understand that the regulation of health insurance premiums as
the strategy for short-term cost-containment is under serious
consideration. We are preparing a more detailed decision
memorandum on short-term cost-containment, and will include this
alternative among the options, but I have such grave reservations
about premium regulation that I wanted to be sure that we do not go
too far down this path before we discuss it with the President. My
concerns about this approach are outlined below:

Benefits will be reduced or additional persons will be excluded
from coverage.

In order to be sure that they remain within a premium cap, insurers
are likely to reduce benefits, increase enrollee cost-sharing, and
increase cherry-picking and underwriting. Even if we try to impose
a maintenance of effort requirement, our burden in monitoring that
requirement would be tremendous, particularly since we have
virtually no experience in regulating private insurance at the
federal level, and most of that experience has been bad. The
result will be an extensive Dbureaucracy  placing massive
administrative burdens on consumers and insurers, which is still
likely to be ineffective. While I am familiar with -- and agree
with -- much of the criticism of "command and control" regulation
of provider prices, at least we know how to do that, and have an
existing, effective administrative infrastructure in place.

Lack of adequate available data with which to measurevcompliance.

The federal government does not now collect the needed data on
insurance premiums and only a minority of States collect even
partial data. Although rates of increase could be established and
premiums perhaps monitored in the future, we have no data with
which to establish a baseline, and several years would be required
to collect it.

Insurance reform will distort results.

Reform of the small-group insurance market will be phased in during
the early stages of implementing Health Care Reform. As insurance
companies begin to ‘eliminate underwriting for pre-existing
conditions and move toward community rating, there will be no way
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to determine how much of premium growth is due to reform and how
much to inflation. With premiums currently varying as much as 300
percent, movement toward the middle under community rating will

move some premiums significantly up or down, regardless of the
success or failure of efforts to hold down costs.

During this period, we can also expect to see substantial movement
of enrollees from one plan to another. Without an accurate health
risk adjuster -- which we are unlikely to have in the near future -
- - we cannot adjust premium growth to accurately reflect changes in
the demographics of an insurer's enrollee population.

Inaccurate caps could lead to unnecessary bankruptcies . and
decreased insurance coveragqe.

Because of our inability to establish accurate baselines. or to-
accurately account for the impact of insurance reforms and changes
in enrollee demographics, we could inadvertently set some caps too
low and cause unnecessary insurer failures. As a result, increased
numbers of persons could suddenly find themselves without insurance
' coverage.

Premium caps could omit large segments of the market -- the self-
insured. - :

Self-insured plans represent more than half of total commercial
health insurance business. These plans, of course, have no
premiums, and while we could use the Internal Revenue System to cap
the rate of tax-advantaged growth in employers' health care
expenses, this would pose yet another set of administrative burdens
and bureaucratic costs.

‘Insurers lack the tools for controlling costs.

In the short term, prior to full implementation of Health Care
Reform, insurers will not have the tools or authority to affect
"provider prices or behavior. Without market competition or price
regulation, insurers will be asked to contreol premiums but without
the ability to control providers. The only methods available to
them will be those described above -- benefit cuts, cherry-picking,
etc. '

Premium caps are untested.

Neither the states, nor the Federal government have very much
experience with premium controls in health care. Efforts to
control premiums for automobile insurance, a much simpler product,
- have produced results that have been at best, mixed.
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CBO may not credit savings to premium regulation.

For all the reasons listed above, we have been given to believe
that CBO would not attribute any system-wide savings to premium
regulation. . ‘

My staff and I would be happy to discuss these concerns with you in
greater detail if you so desire.

cc: Hillary Clinton, The First Lady
Leon Panetta, Director, Office of Management
and Budget : ‘
Laura Tyson, Chairman, Council of Economic Advisers
Lloyd Bentsen, Secretary, Department of Treasury
.Robert Reich, Secretary, Department of Labor

bce:  Bruce Vladeck
Phil Lee
David Ellwood
Ken Apfel
Jerry Klepner
Judy Feder
Ken Thorpe
Barbara Cooper
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NEDICARE OUTPATIENT PRESCRIPTION DRUG BENEBFIT

Baeginning in January, 1996, the Medicare program expands to cover
outpatient prescription drugs.

ELIGIBILITY

Any Medicare ‘beneficiary who elects to enroll in the Part B
program (as 97 percent of the Medicare population currently do)
is automatically enrolled in the new prescription drug benefit.
The same financlal incentive (penalty) for late enrollment
continuss to apply for the Part B benefit.

DEDUCTIBLES, COINSURANCE AND CAPS

A $250 annuel deductible applies to the new drug banefit.
Once the deductible has been met, & 20 percent coinsurance per
preecription applies. In addition, a $1,000 annual out-of-pocket
cap i8 in effect for each Medicare benefliclary.

Both the annual deductlble and out-of-pocket cap are indexed each
year to assure that the same percentage of beneficlarles continue
to receive benefits as did with the initial 5250 deductible and

$1000 cap.
FINANCING

As with othar Part B benefits, the Medicare prescription drug
benellt is funded by both general revenues and beneficlary
premiuma. The Part B premium would be increasad to cover the new
benefit. Beneficiary premiums currently finance 35% of Part B
costs. Thus, benaficiaries would pay 25% of the cest of the new
drug besnefit.

PRESCRIPTION DRUGS COVERZD

The Naedicare drug benefit covers all FDA approved drugs,
biclogicals and insulin for their medically accepted indications
as found in at least one of the three national compendia, which
are the American Medical Association Drug Evaluations, the
American Hospltal Formulary Service, and the United States
Pharmacopeia. . :

The Medicare drug beneflit couvers home IV drugs. Current
coverage of home IV drugs under the durable medical equipment
benorit would be eliminatea.

June 25, 1993 j 1
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MEDICARE OUTPATIENT PRESCRIPTION DRUG BENEFIT

In addition, the current coverage of immunosuppressive drugs,
blood clotting factors and osteocporosis drugs would be made part

of the drug benefit. )

The Secretary of Health and Human Services has the discoretion
not to cover certaln pharmaceutical products listed in Section
1927(d) of the Social Security Act. Examplees include fertility
druge, medications used to traeat anorexia and drugs used for
cogmetic purposes. However, benzodlazepines and barbiturates
would be covered under the Medicare drug bonefit,

The Becretary has the authority to establish maximum
quantitiss per prescription and to limit the number of refills in
order to discourage waste,

Tha Sacretary has the authority to subject medicaticns to
requirements for prior approval, meaning that physiclans or
pharmacistas could be required to obtain prlor approval before
prescribing or dispansing a particular medication. Particular
drugs become subject to prior approval based on evidence that
they are subject to clinical misuse or inappropriate use or
because the Secretary determines that they are not cost
effoctive. ; :

All new drugs approved by the FDA are covered under the
benefit. In the case of new drugs that the Secretary determinas
are excaasively or inappropriately priced, the Secretary has the
authorlty to establish a price for Medicare’'s purposes based on
negotiations with the manufacturers. If & manufacturer refuses
to negotiate or the Secretary is unable to negetiate & price that
the Secretary determines to be reasonable, the Secretary would
have the authority to exclude the drug from coverage under
Medicare. ) w{v*"&Yf>

COST COMTAINMENT.

As a condition of participation in Medicare and Medicaid, drug
manufacturers must eign rebate agreements with the Secretary.
Rebates are paid to the Sacretary on a quarterly basie. Rebates
are required for. non-innovator multiple source drugs {generic)
but will be less than theose currently required under the Medicalid
rebate program. :: i

June 25, 1993 2
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MEDICARE OUTPATIENT PRESCRIPTION DRUG BENEFIT

For single source and innovator multiple souzrce drugs,
manufacturers pay a rebate to Medicare for each drug based on the
difference between the average manufacturer prica (AMP) to the
rotail claes of tradoe and the weighted average of the prices of
the drug in the non-retail marketplace, or 15 percent of the AMP,
whichever is greater. :

For single source and innovator multiple source dzugs, an
additional rebate is required on & drug-by-drug basis for
- manufacturers who increase prices at a higher rate than
inflation. The bassline indexed price will be the AMP for the
drug between April and June, 1993. , :

In the case of dual eligibles, to prevent manufacturers from
paying rebates to Medicare and Medicaid, Medicare will be the
recipiant of the rebats.

‘The Secretary has the authority to conduct verification
surveys of the 9&?. ‘

A manufacturer is considered the entity ﬁolding legal title to or
possedsion of the naw drug number (NDC) for the covered
outpatient drug. '

GENERIC DRUG DISPENSING INCENTIVES

The new program provides incentives to encourage the use of
generic drugs. Only generic versions of brand name drugs are
coversd unless the physician indi{cates that a brand name
medication is necessary. The Secretary also has the authority to
subject a brand name product to prior approval requirement if a
gensric substitute is available.

REIMBURSEMENT TQ;PKARMACISTS

For brand naﬁ% drugs, payment to pharmacies is the lower of
the 90th percentile of usual and customary charges in a previous
period or the estimated acquisition cost for those drugs (EAC)
plus a dispensing fes. : o

FOr generic druge, paymont is the lower of the pharmacist‘s

usual and customary charge or the median of all generic prices
(times tho number of units dispensed) plus a dispensing fee. - .
S Uk oy
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NEDICARE OUTPATIINT PRESCRIPTION DRUG BENEFIT

For pa:ticipating pharmacies, the disponsing fee 1s $5,
indexed to the Consumer Price Index. Participating pharmacies
-are required to accept assignment on all prescriptions. Non-
participating pharmacists, receive $2 less per prescription.

CHANGES IN PRIVATE INSURANCE REQUIREMENTS

Privata insurance plans provided by former employers are
required to elither reduce the amount of the premium charged to
Medicare beneficiaries to account for the coverage of
prescription drugs, or increase coveraga of other health services
by the actuarial value of the prescription drug benefit under the
private plan.

QUALIPIRD MEDICARE BENEFICIARIES

Low income beneficiaries receive the same financial protection
for out-of-pocket costs associated with the drug benefit as
provided for other Medicare cost-sharing amounts.

DRUG USE REVIEW

The . Nodicure DUR program parallels ‘the program established in
OBRA 90 for Medicaid. Participating pharmacists are required to
offer to counsel Medicare recipients on the use of medications.

The Saecretary establishes a national system of Electronic
Claime Management as the primary method for determining
eligibility, preocessing and adjudicating claims, and providing
information to the pharmacist about the patient’s drug use under
the Medicare drug program.

June 25, 1653 - 4



NA-75-93 11:29 AK  FROM OLY ‘ PR/

'N!DICBRE OUTPATIENT PRESCRIPTION DRUG BENEFIT

ELIGIBILITY

1. ;: Strike "subscribs to" and insert "enroclled
in"., Strike "coverage" and insert "program."

Raticnale: Terminology clarification,

PERQUCTIBLES. CO-PAYMENTS AND CAPS

1. zxgngggg_ghgngg: Changa "the same NUMBER of beneficiaries" to
"the same PERCENTAGE of beneficilarles.”

Ratlonale: “ﬁse of "number" would lead to benefit reaching a
smaller percentage of beneficlaries over time.

2. Propofad change: B8trike “co-payment” and ingert
"colnsurance.”

Rationale: :copayment usually refers to a fixed amount while
coinsurance refers to & fixed percentage.

3. Pronceed changs: Index the $1000 out-of-pocket cap in the
gamo manner as the $250 annual deductible.

Rationale: Assures the same percentage of beneficiaries over
time.

EINANCING

1. Prapogad changg: Strike this entire provision and insert "As
with other Part B beneflts, the Medlcare prescriptlon drug
benefit is funded by both general revenuee and beneficiary
premiums. The Part B premium would be increased to cover the
new benefit. DBeneficiary premiume currently finance 25% of
Part B costs. Thus, beneficlaries would pay 25% of the cost
of the new drug benefit."

Rationale: Beneficiaries will not pay the same amount for new
coverage as they do for current coverage. They will pay the
same percentage -- 35%.

PRESCRIPTION DRUGS COVERED
1. W: Raférence to compendia should read "as found
in at least one of the three national compendia, which are...”

Rationale: Current language requires that the medically
accepted indication for a drug or biological be listed in all

June 25, 1993 1
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three compondia.

2. Proposed change: 1Insulin should be covered under the new
benefit.

Rationglae: Insulin naeds to be explicitly listed since it isg
neithsar a drug or blological. Including insulin 1s consistent
with the Medicare Catastrophic Coverage Act of 1988 (MCCA).

3. Prenosed ghange: A home IV therapy benefit should be covered
under the new drug benefit. Drugs provided through the home IV
benefit would be subject to0 the new benefit’s deductible and
co~-payment. Current coverage of home IV therapy under the DME -
benefit would be eliminated.

s inoludlng home IV therapy ls consistent with the
MCCA and eliminates quality assurance concerns under the DME
progrem. .

4, zggngggg_gnnﬁgg: Current covetaga of’immunosuppreasive drugs,
blood clotting factors and osteoporosis drugs should be
coverad under this new benefit.

:+ Medicare currently covers immunosuppressive drugs
for the firet year after a covered traneplant. After the
first year of immunosuppressive therapy, the beneficiary would
then be covered under the new drug benefit. Covering the
banaficiary under the new benofit from the cutset would be
administratively simpler. Medicare also currently covers
blood clotting drugs for hemophillace and osteoporosis drugs.

5. Pxopesed change: The Secretary would have the discretion to
exclude from coverage druge listed in Section 1927(d) of the
Social Security Act, except for benzodiazepines and
-barbiturates.

Batignale: Under Medicaid, the statutory exclusions are
permissive; states may or may not cover the drugs listed in
the categories. Applying the statutory exclusion to Medicare
implies mandatory exclusion of the listed drugs.

6. Proposaed change: Add a provision that gives the Secretary the

authority to establish maximum quantities per prescription and
limits on the number of refills,

June 25, 1993 2
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MEDICARE OUTPATIENT PRESCRIPTION DRUG BENEFIT

: This provision will discourage wasteful dispensing
of pharmaceuticals.

7. Pronpged change: Either physicians and PHARMACISTS may be
reguired to cbtain approval before prescriblng and/or
dispensing a particular medication.

Rationsle: . In the Medicaid program, pharmacists rather than
physicians gonerally regQuest prior approval before dispensing

a pharmaceutical product.

8. Ezgngggﬂ_ghnﬁggx "Add "on" before "evidence."
Rationale: Word omission,

9. Propoged changa: In the case of new drugs that the Secretary
determines are excessively or lnappropriately priced, the
Secrstary has the authority to establish a price for
Medicare’s purposes based on negotiations with the
manufacturers. If a manufacturer refuses to negotlate or the
Secrotary is unable to negotiate a price that the Secretary
determines t¢ bs reasonable, the Sacretary would have the
authority to 'exclude the drug from coverage under Nedicars.

Ratlonale: Mandating that ALL of a manufacturer’s drug

products not be reimbursed by any federal program is too

punitive and as such will never ba enforced. 1In addition, a

?aﬁgﬁacturarﬁmay agree to negotliate but not negotiate in good
aith. :

COST CONTRINMENT
1. Proposed change: As a condition of participatien in Medicare
AND MEDICAID, drug manufacturers must sign rebate agreements

with the Secretary to be reimbursed for covered drugs under
Medicars.

Rationale: This provieien increases likelihood that
manufacturers will sign rebate agreements when both Medicare
and Medicaid participation included.

2. Propoaged change: Include rebates for generic as well as brand
name drugw. The rebates for generic drugs would be at a lower
level than is currently mandated under the Medicaid program
(currently 10% of AMP, 11% of AMP in 1994). The Medicaid
generic rebate percentage would be reduced. The reductions in
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sévinqs would be offset by stricter enforcement of state lawe
mandeting goneric substitution. Medicare’s generic rebate
percentage would aqual the revised Medicald percentags.

1 Mandating generic drug rebates i8 consistent with
the current Medicaid drug rebate program. Not mandating
generic drug rebates would substantially reduce the total
rebates that could be collected by the Federal government.
Not including generic rebates could also make the
nanufacturing of generic drugs too attractive relative to the
manufacturing of innovator drugs.

3. : :+ Dalete reference to carriers or
intermediaries. ’

¢+ Having druqg claims processcrs also administer the
rebate program ralses conflict of interest and confidentiality

iesues.

4. Proposed chapnge: The rebate formula should use a weighted
average of the prices offered by the manufacturer of a given
drug in the non-retail market rather than the median price of
the drug in’the non-retail market.

: Using the median rather than the weighted average
may result in significaently reduced rebates. For example, if
a fow HMOs &nd hospitals receive subatantial discounts from
drug manufacturers but the majority of other providers receive
minor discounts, the median will bo skewed towards the lower

dipoounts. ° :

S, t Change "average price charged" to "average
manufacturers price." S

Rationalg: ﬁConaiatenay of terminology.

6. Proposed change: The baseline index price will be the average
manufacturers price (AMP) for the prescription from April
through June 1993. :

: A span of several months is desirable to calculate
the AMP to get the moBt accurate estimate of price.

- 7. gzgggggg_gngnggz A provision for dual eligibles must be
included with Medicare serving as recipient of the rebate when
Medicare is the primary payor.
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8. Ratlonmsle: Avolds situations in which drug manufacturers
would pay double rebates.

9. Propoged chgnge: Add a provision which allows the Secretary
to conduct verificatlion surveys of the AMP.

ﬁﬁ%‘gng;g: Drug manufacturers provide the Secretary with the
. Oversight is required to determine that the information
gupplied is accurate. This provision ls consistent with the
Medicaid rebate program.

lo.zzgngggg_gnﬁngg: A manufacturer 18 ‘considered the entity
holding lagal title to or possession of the new drug number
{NDC) number for the covered outpatient drug.

+ This provision clarifies the responsible
manufacturer. This definition ig consigtent with the Medicaid
rahate agrgament.

P |
1. Pxoposed change: Strike "high quality" before "generic
substitutes." . '

1" Not clear what high quality means in relation to
ganeric drugs or whether this roference is meaningful given
current FDA practice.

1. Pzepoged change: Insert "in a previous period" after

"charges."
Batiopnalg: More precise.
2. Exﬂnsﬂgﬁ_éhanggz Change “actual aéquisition cost" to

eatimated acqulsition cost."

it Actual acqQulsition cost is very difficult to
administer, requiring & survey of acquisition costs of
pharmacists. Estimated acquisition cost could be simply
calculated as a percentage of average wholesale prica (AWP).

3. Propeged ghange:r Separate discusslion of dispensing fees from
costs of drugs. '

June 25} 1993 5
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Batignale: Clarity.
NERICARE HMOS
1. zznynlgg_ghgggg Omit this section.

Rationale: Since outpatient drugs are added to tha benefit
package, HMOs would be required to provide such benefite.

1. E;gggggg_ghgnggt This provision should be limited to policies
pald for by former employers.

Rationale:: The new banefit’s lmpact on Medigap policies would
be dealt with through los= ratio requirements. NAIC would
have to revise the standard banefit package to account for the
new benefit.

QUALIFIED MEDICARE BENEFICIARIES

1. Propoged change: Replace this provision with "Low income
banaficlaries receive the same finencial protection for out-
~of-pocket costs assoclated with the drug benefit as provided
for other Medicare cost-sharing amounts." L

2. nngigngggé This provision clarifies the provision‘’s intent.
Also, financial assistance implies a cash payment.

DBUG USK RRVIEW

1. Propoped change: Strike "and medical history" and insert
Nuﬂ‘.!, N .

2. sggigngigi The pharmacist will not have access to the
patient’s entire medical history.

June 25, 1993 6
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SPERCE BY EBNATOR JOAN H. CHAFERR
Meet the Health Care Policy Makers
wWashington, D.C. June 25, 1993

' Good morning. I appreciate the opportunity to discuss my work
on health care reform with you. ,

I have studied your program. The word comprehensive seems an
understatement. To be honest, I am not sure I'can think of twenty
minutes concerning health care reform that won't be repetitive for
you.

You have heard from two Administration rspresentatives. You
know, I would be curious whether you feel they agreed on anythingi

You have heard from two of my Republican collsagues in the
Senate, who have been deeply embrolled in the efforts of the Senate

Republican Task Force on Realth Care.

You are hearing from three Democratic Senators, who hold &
wide range of positions on reform -~ some are advocates of the
Canadian~style, single~payer system.

You have heard from one of the leaders of the Conservative
Democratic Forum in the House of Representatives, who has
introduced a very credible proposal, based on managed competition.

And, you have heard from the Chairman of the Ways and Means
Committee, who has been through numerous drills like this one
before. He has a unique sense of history concerning how such
contentious and far-reaching issues can be resolved through the
Congressional process.

You have certain1¥ gotten a thorough schooling. I must say I
am grateful to the conference organizers for giving me this slot on
the schedule. You have had @ good night”s sleep, and plenty of
time to get a second cup of coffee -- so there may be some Kope for
my speech! ’

Now, to outline for you the Republican solution to the health
care crisis in this country. You may know that twenty-three
members of the Senate Republican Task Force on Health Care, which I
chair, introduced an initiel reform bill in 19%1. We are firmly
committed to many of the elements of that bill, and have included
them in the measure that we are now poised to introduced. Among
them are:

1. 1nsurance market reform. No longer will insurance companies be
able to select only the healthy for coverage.

2. The establishment of emall group purchasing organisationa, to
allow individuals and emall businesses to pool their risks and
resources =~ giving them the same clout as large companies when
buying health {nsurance.

3. Medical liability reform. Doctors and hospitals have to carry
backbreaking malpractice premfums -- and we ultimately bear those

‘coste in our health insurance or doctors” fees. We have to change

the way malpractice litigation works.

4. Repsal of state mandated benefits and state anti-managed care
laws, to encourage the development of managed care initiatives --
ranging from simple hospital pre-admission screening to full scale
HMOS.. :

8. Creating equity in the tax ocode, to rantes that all .
individuals, and tge self-employed, can deduct 100% of their health
insurance costs., As it stands, employer-provided health insurance
is tax-free, while health insurance purchased individually must be
bought with after-tax dollars. The self-employed can deduct only
25%. This is & glaring fnequity which absclutely must be
corrected.



6. Reduction of administrative costs. It is estimated that 17
cents on the health care dollar goes to peperwork, and the time
health professionals spend filling out forme in triplicate. It
stande to reason that we can save a bundle by paring down these
costs -- even with a simple solution like creating a standard
insurance form. :

7. Expansion of community health centers -- to get neided care to
those in underserved areas.

f. Greater emphasis on preventive care. This is the principle on
which Health Maintenance Organizations operate: if you keep people
healthy with routine check-ups, immunizations, and screenings, you
avoid costly health crises.

Regardless of the complexion of the ultimate reform package,
one thing is certain. In order to bring national health spending
down, we need to bring about a much greater emphasis on preventive
medicine, including education about healthy behaviors. I know you
will agres with me that we absolutely have to convince people not
to abuse alcohol and drugs, not to smoke, not to drive fast, not to
own guns, always to wear seat belts and motorcycle helmets. The

argantuan expenditures caused by these avoidable practices have to
ge curbed. Any health care legislation must certainly reflect such

a shift in focus.

Let me digress for a moment to discues two areas of particular
concern to me -- which I think we absolutely have to start thinking
of in the context of health care reform. .

Pirst, let us recognize the alarhing impact of handguns on the
health care system. ) ‘

Handgun violence is nothing less than a national public health
emergency. More than any other weapon, easily concealed, readily

avajlable handguns ars wreaking havoc on our society.

Bach year, handgune are used to commit B0 percent (11,400) of
gun homicides, and 70 percent (12,600} of gun suicides. Countless
individuals, meny of them children, are killed accidentally by
handguns. Noreover, for each gun deasth, there are an estimated
seven gun injuries. ’

The health care costs associated with gunshot wounds are
.staggering. Researchers calculate that the per-patient cost of
hospitaiization for gunshot wounds averages $13,200, with costs
ranging from $80C all the way to $455,000. And there are
additional costs: ambulance services, follow-up care, medication,
and rehabilitation treatment. If the bullet nicks the spinal cord,
and the patient suffars peralysis, costs can run §1,500 per day for
basic zehabilitation. Depending on the extent of paralysis, three
months of treatment can cost up to $270,000. ‘

In each case, a staggering 80 percent of the charges for
treatment of gunshot wounds are borne OVOINMENt S0uUrCas ==
i.e., the taxpayer. The overall cost of {irearms injury to the
U.5. health care system? More than §4 billion, according to the
Chair of the 1991 Advisory Council on Social Security. I believe
that figure is low. '

1£ are seri bo ealth care cost t,
ghould b:;lehandgun' %‘i‘tég.g‘ﬁaﬁ‘. al containment, then we

Let me turn your attention to another grave public safety
matter: injuriee related to motor vehicle accidents. The amount
of public funds consumed by gun violence is surpassed only by the
health care costs attributable to motor vehicle accidents -- which
are estimated at $14 billion annually.
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’ ‘Most of those injuries -~ and costs -- could be prevented.

The National Highway Traffic Safety Administration estimates that,
if we could increase seat belt use from the current 62% to 85%, and
make some modest gains in motorcycle helmet and child restraint
use, an additional 7,800 lives could be saved each year and
innumerable injuries prevented.

Last year, I was succesgsful {n including language in the
highway bill to pressure states to enact seat balt and motorcycle
helmet laws. I considered that a major triwmph in the area of
prevention.

The statistics in my home state of Rhode Island make a
compelling case for universal motorcycle helmet laws. The State
Hospital In Rhode Island is now caring for five individuals who are
comatose from head injuries suffered while riding motorcycles
without a helmet, at a cost to the State of nearly $350 per
patient, per day. That is $125,000 per patient, per year. One of
these persons has been in this condition for over 18 years, at a
total cost to taxpayers, thus far, of nearly $2 million.

This year, twenty of my Senate colleagues, even soms who are
involved in the health arema, have introduced legislation to repeal
the mandatory seat belt and helmet law. To me, this is a
discouraging development. This is no time to allow such a setback
to prevention efforts. I could certainly use your help in
defeating that measure.

Back to health care reform. The current Republican Health
Care Task Force plan adopts & "managed competition” approach; as a
‘way to contain health care costs even f er. If you didn t know
before you got to this conference, you certainly know now, that the
ter;n "managed competition” means different things to different
paople -- 80 I will describe briefly how it would work under the
Republican plan. _

A national, uniform health banefit package would be developed.
Individuals and small businesses would be able to purchase this
benefit packsge through large purchasing groups. They would
therefcre have the same purchasing power as do large companies such
as GM or Chrysler. Individuals, the self-employed, and employees
of small business, would select from a menu of health insurance
plans that would be cffered through the purchasing group.

These plans would all offer the same benefits, and would
compete on the basis of price, and on the array of doctors and
hospitals with whom they contract. But there would be an incentive
to select a lower-cost plan, because of favorable tax treatment.
Tax exemptions only for the value of the standard benefit package
are at the heart of the managed eomfetition model. Republicans are
working on an acceptable way to implement that premise.

Thus, there would be strong competition among health plans and
providers to keep costs low, in order to attract patients., Plane
that were unable to do so, would be at a competitfge disadvantage.
Furthermore, information about the track record of a given plan -~
or doctor -- would be much more readily availeble than it is now.

I know that many health care providers, particularly
physicians, are opposed to the concept of managed competition,
because managed competition could force providers intc managed
care. I'd llke to warn those opponents, however, that if this
fails, you will almost cartainly see government price COntrols.

. The American public’s Eerception of our health care crisis is that
tees chargsed physicians, hospitals, drug companies, and
insurance companies must be controlled. They ses the biggest
problem as waste, fraud, and abuse. They want it cut from the

"hides of insurance companies, hospitals, doctors, and government.



‘Republicans are wary of many of the details of the Clinton
plan as they become evident in the daily news leaks. But, we are
gager to work with the Administration to fashion a plan that will
be good for our country. - ;

I have discerned some major differences batwean what we are
working on, and what Mrs. Clinton"s task force is rumored to be

developing.

The first issue is whether a contribution will be required
from the employer. President Clinton has advocated that employers
pay the price of health insurance -- geven percent of payroll is
what is usually mentioned. That will have a serious impact on
small business. 1 do not think that we can afford health care
reform at the cost of jobs. After all, one of the major reasons we
need to reform the system is that health care costs are welighing
down business, impeding 4ob creation. Thus, Republicans are averse
go levying what is, in effect, yet another payroll tax on

usiness.

The second difference is the question of raising taxes to
finance care to those who remain uninsured. This point is
eepecinlly critical given the tax increases that are part of the
Clinton budget plan, which Congrese is in the midst of considering.
That proposal envisions $270 billion in new taxes over the naxt
five years. These increases do not include funding for health care
reform, which has been projected to cost as much as $100 billion
per year when fully implemented. Republicans are working with a
‘pay-as~-you-go” concept: as the savings from the initial reforms
are realized, we propose to use those funds to bring more people
‘into .the system. We worry that an abrupt, massive expenditure will
be a disastrous Jolt to the economy. Thus, we favor a long phase -
in pericd. ’

Finally, slthough President Clinton has embraced the concept
of managed competition, he has stated that he will alsoc use a
nationwide budget to contain heslth care costs. One concern
Republicans have about price-setting iB that it conjuree up the
word “rationing.® Furthermore, Republicane dec not believe that
global budgets or price freezes will necessarily aschieve the goal
of keeping costs down. As we have sgen with Medicare reimbursement
-- providers will charge as much as they know théy can get back
from the government. 1It°s hardly the incentive to keep costs low
that managed competition is supposed to create.

I am one who has beljeved all along that it is possible -- in
fact, imperative -- to put political pertisanship aslde, in oxrder
to develop a sensible health reform package that will mest the
compelling needs of our nation. This is a thrilling moment in our
country 8 history. There is a clear will to do something momentous
and worthwhile -- we must not allow this opportunity to pass.
Thank you.
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Senate Republicans plan to intro-
duce a health care hill that is si-
miliar to one favored by conserva-
tive House Democrats and includes
many elements of President Clin-
ton’s plan but would not include
most  government  mandates and
price controls.

Although substantial differences”

exist among the three plans, it has
been decades since such diverse
congressional blocs agreed on even
a general structure for health care
refotm. That apparent consensus
may make it easier to pass compre-
hengive legisiation in the near fu-
ture,

“They're really all talking about
the same framework,” said John
Rother, legislative director for the
American  Association of Retired
Persons. 1This is incredible prog-
ress since a year ago.”

Pnring the last session of Con-
greas, the leading Democratic and
Republic bills varied widely in their
approach—{rom liberal Democratic
propusals to extend Medicare cov-
erage to the entire population to
the incremental insurance market
reforms that the Bush administra-
tion favored.

Sen. John L. Chafee (R-R.L)
yesterday gave the most detailed
outline to date of what -probably
will be the Republicans’ most

prominent legislative counterpro-

-posal to Clinton’s plan. He said the

hill is being developed by a group
of 23 Republican senators, includ-
ing Minority Leader Robert J.
Dole (R-Kan.).

“We're very interested in work-
ing with the administration to fash-
ion a plan that would be good for
the country,” Chafee said. “This is
a thrilling moment for our coun-
try.” )

All three proposals call for pool-
ing consumers’ purchasing power 1o
negotiate better prices from pri-
vate, competing health plans. All
would establish a standard mini-
mum package of health benefits
that any plan would have to offer.
All would prohibit insurers from
denying coverage to individuals be-
cause of their health condition, sex
or accupation. Each would provide
consumers with information to use
in judging and choosing a health
plan.

But the Senate Republican
plan—like the one under develop-
ment by Rep. Jim Cooper (D-Tenn.)
that is supported by conservative
House Democrats—parts company
with the administration over the
government’s role in guaranteeing
universal coverage and controlling
health care costs.

The Clinton plan would require
all employers eventually to pay
part of their employees’ health
coverage. Since most of the unin-
sured live in working households,

the administration believes that
the mandate would go a long way
toward financing coverage for the
estimated 37 million Americans
without coverage and would end
the hidden cost-shifting that oc-
curs when hospitals bill policyhold-
ers for the cost of uninsured peo-
pie’s care.

Hoth alternative proposals op-
pose an employer mandate in any
form. “Clearly this would have a
serious impact on small business,”
said Chafee. “l don't think they can
afford health care reform at the
cost of jobs.”

Under the Clinton plan, a national
health board would set an annual
national health spending limit that
would be enforced by price controls

on insurance premiums or fees paid
to doctors, hospitals or other pro-
viders if competition alone did not
keep costs down.

“We don’t think these price
freezes will necessarily keep down
the costs,” said Chafee, who noted
Medicare’s inability to control cost
increases through fee controls,

The administration is tentatively
planning to finance coverage for
uninsured and poor peaple gradu-
ally, through savings from reform, a
tax on cigarettes and methods of
recovering from hospitals  the
amount they charge paying patients
to compensate for losses on the un-

" insured.

Chafee said that under the Re-
publican plan government subsidies

Senate GOP Health Care Bill to Include Elements of Clinton Plan

would be available to the uninsured
and poor whe do not receive Med-
icaid only “as savings from initial
reform are realized. . . . We would
start at the poverty level and work
upwards.”

Each of the three plans would
allow seif-insured companies to opt
out of the insurance-purchasing
pools. ‘Chafee’s proposal would al-
low companies with over 125 em-
ployees to do so. Cooper’s bill may
put the threshold at 1,000, and the
latest version of the administration
plan sets it at 5,000. Self-insured
companies, however, would be re-
quired to offer the standard benefit
package.

Such differences, said former
Bush health care adviser Deborah

< I
e o

can t to “huge”
discrepancies in the way each pro-
posal defines “managed competi-

tion.”

Cooper, however, said the appar-
ent similarity between his plan and
the Republican proposal “was cause
for rejoicing.” Conservative Repub-
licans disagree, calling the Chafee
bill “Clinton 1.7 .

“Clinton’s plan is-managed com-
petition with an emphasis on ‘man-
aged” and Chafee’s is an emphasis
on ‘competition,’ ™ said Merrill
Matthews of the conservative Na-
tiona! Center for Policy Analysis.
“Chalee is trying to out-Clinton
Clinton.”

Noné of the proposals has been
submitted as legislation.
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Working Population
Part-time Workers
Nonworking Population
Medicaid

Early Retirees
Undocumented Persons

Benefits Package

Cost sharing

Preventive Services

Mental Health

Abortion

Updating benefits through Board

- New System Design

National Health Board
National Administration
State role

Regional Health Alliances/
ERISA/Corporate Alliances
Health plans

Rural

Urban

Risk adjusters
Inter-alliance trust fund

Long-term Cost Containment

Transition

Insurance Reforms

~Short-term cost controls
State phase-in
Enforcement



Costs and Financing
Structure of mandate
Cost of reform
Other Revenue Sources
Quality Management and Improvement
Performance Repdrt
Accountability
CLIA
Practice Guidelines
Information Systems/Administrative Simplification
Medical Malpractice
Anti-trust
Fraud and Abuse

Medicare
.o Managed care (AAPCC reform)

. Point of service option

° Prescription drug benefit _

° Waiver option - Medicare integration
Medicaid ,
' . Managed care incentives

L Maintenance-of-effort

. Budgets

e  FEligibility requirements

. Wrap-around benefits

Long-Term Care
Disabled
Prescriptibn Drugs
Other Federal Programs
Veterans Affairs
FEHB

Indian Health
Military: DoD/CHAMPUS



Medical Research Initiatives

PHS

~ Essential Providers
Population-based Prevention

Workforce Development/Medical Education
Primary Care Incentives |
Graduate Medical Education
Academic Health Centers
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The Honorable Hillary Rodham Clinton
The White House

1600 Pennsylvania Ave., N.W.
Washington, D.C. 20500

Dear Hillary:

July meet‘ or you and Ira

s, including

I am writing to request
Magaziner with leaders of chi
Children's Mercy Hospital in Kansas.Cit o talk about key
issues in health care reform essential to ensuring
chronically and congenitally ill chlldren s access to the
specialized care they need.

In recent years, I have given increasing attention to
the health care needs of children. I am especially proud to
have been the House sponsor of legislation, which Congress
enacted in 1990, to ensure Medicaid will extend its coverage.
to all poor children. I look forward to giving close
attention to children's needs in health care reform, too.

I know you share my strong support both for improving
health care coverage for children and for ensuring access to
the kinds of essential services provided by children's
hospitals. As you may know, Lawrence McAndrews, who was the
CEO for Children's Mercy Hospital in Kansas. City for several
years, has become the CEO of the National Association of
Children's Hospitals and Related Institutions. He has been
suceeded at Children's Mercy by its new President Randall
O'Donnell, with whom you worked as a trustee for many years
when he was President of Arkansas Children's Hospital.

Now that the broad outline of the President's plans for
health care reform has been somewhat defined, it would be
helpful to discuss details critical to children,
particularly those chronically ill or disabled, who require
the services of tertiary level pediatric teaching hospitals.
It also would be helpful to discuss how children's hospitals
best can compete in markets shaped by managed care, given
the hospitals' roles in medical education, research, and
service to low income children.

THIS STATIONERY PRINTED ON PAPER MADE OF RECYCLED FIBERS
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The Honorable Hillary Rodham Clinton
June 28, 1993 ‘ :
Page 2

I would envision the meeting including the  leaders of
five to 10 children's- hospitals as well as myself. I will
have my staff contac aur office to follow up on this
request. Than qych for your consideration.

Member of Congress’



