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September 1. 1993 

TO: Melanne /Interested Parties 

FROM: Chris Jennings 

SUBJECT: Fifty Cent Per Prescription Profit Citation Made by Mrs. Clinton 

Following Mrs. Clinton's presentation to the National Association of 
Chaln Drug Stores, a number of pharmaceutical manufacturers ralsed major 
objections to the figure stated by Mrs. Clinton that pharmacists make an 
average 50 c~nt profit on each prescription they dispense. They challenged the 
credibility of this number. In response, I have attached a breakdown of this 
data that was provided by the University of Minnesota College of Pharmacy. 
This school and those associated with it are very well respected around the 
nation. As you can see, they provided a detalled breakdown of the cost 
components that were the basis of Mrs. Clinton's statement. 

Ifyou have any questions regarding this information, please call me at 
x2645. 



'''II "f .. 

COMPONENTS OF A PRESCRIPTION PRICE 

! .
SOURCE : Pharmaceutical Research Institute of Ma,nagement and 
Economics (PRIME)
University of Minnesota College of Pharmacy 

Minneapolis, MN 


1992 Average Rx Price = $26.04 

Major components: 

Manufacturer: 68% = $17.70 

Pharmacy: 28% =$ 7.29 

Wholesaler: '\ = S 1.04 


TOTAL: $26.04 


8reakdowns; 

Manufacturer = $17.70 

Cost of Goods: (30.1') $ 5.31 

Marketing/Advertising: (22.5%) $ 3.98 

Profits: (13.0%) $ 2.30 

Research: (16.0') $ 2.83 

Taxes; (8.4') $ 1.49 

Distribution: (10.0\) $ 1.77 


Pharmacy = $7.29 

Salaries: (48') $ 3.53 

Rent: . (7 .5') $ 0.55 

Profit (6.9') $ 0.50 

Other Expenses: (37') $ 2.70 


Numbers may not add up exactly due 'to roundlng. 
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,DETERMINED TO BE AN ADMINISTRATIVE
I . 

. MARKING PerE.O.12958 as amended, Sec. 3.2 (c) 
Initials: ..114 Date: 8' 17· D, 

WORKING GROUP DRAFf PRMLEGED ANDCONFfDEN1lAI:. 

MEDICARE OUTPATIENT PRESCRIPTION DRUG BENEFIT 

Two years from the date of enactment of the plan, but no later than July 1, 1996 
benefits offered under the Medicare program expand to cover outpatient prescription drugs. 
Thus, assuming enactment in December 1993, the new drug benefit would be in effect 
beginning in January 1996. 

Any Medicare beneficiary who elects to enroll in the Part B program (97 percent of 
the Medicare population) automatically enrolls in the new prescription drug benefit. 

As with other Part B benefits, the Medicare prescription drug benefit is funded by both 
general revenues and beneficiary premiums. The ~art B premium increases to cover the new 
benefit. Premiums currently finance 25 percent of the cost for Part B coverage. Thus, 
beneficiaries would pay 25 percent of the cost of the new drug benefit. Other rules related to 
enrollment in Medicare Part B also apply to the prescription drug benefit. 

COINSURANCE, DEDUCTIBLES AND CAPS 

The new drug benefit carries a $250 annual deductible. Once the deductible has been 
met, beneficiaries pay 20 percent of the cost of each prescription with an annual limit on out­
of-pocket expenditures of $1,000. 

Both the annual deductible and out-of-pocket cap are indexed each year to assure that 
the same percentage of beneficiaries continue to receive benefits as did with the initial $250 
deductible and $1000 out-of-pocket cap. 

COVERAGE 

The Medicare drug benefit covers all drugs, biological products and insulin approved 
by the Food and Drug Ad,ministration (FDA) for their medically accepted indications as 
defined in at least one of the three compendia which are the American Medical Association 
Drug Evaluations, the American Hospital Formulary Service and the United States 
Pharmacopeia, or other authoritative' compendia identified by the Secretary or as determined 
by the carrier based on evidence presented in peer reviewed medical literature. 

(9/1/93) 195 



WORKING GROUP DRAFT PRIVlLEqED AND CONFIDENTIAL 

The Medicare drug benefit includes coverage of home IV drugs. In addition, the 
current limited coverage of Qutpatient drugs under Medicare such as immunosuppressive 
drugs are incorporated into the drug benefit. 

The Secretary of Health and Human Services has the discretion not to cover certain 
pharmaceutical products listed in Section 1927(d) of the Social Security Act. Examples 
include fertility drugs, medications used to treat anorexia and drugs used for cosmetic 
purposes. However, benzodiazepines and barbiturates would be covered under the Medicare 
drug benefit. Further, the Secretary has the authority to establish maximum quantities per 
prescription or limit the number of refills in order to discourage waste. 

The Secretary may require physicians or pharmacists to obtain approval before 
prescribing or dispensing certain medications based on evidence that they are subject to 
clinical misuse or inappropriate use or because the Secretary determines that they are not cost 
effective. 

COST CONTAINMENT 

As a condition of participation in Medicare and Medicaid, drug manufacturers must 
sign rebate agreements with the Secretary. Rebates are paid to the Secretary on a quarterly 
basis. 

For single source and innovator mUltiple source drugs, manufacturers pay a rebate to 
Medicare for each drug based on the difference between the average manufacturer price 
(AMP) to the retail class of trade and the weighted average of the prices of the drug in the 
non-retail market, or 15 percent of the AMP, whichever is greater. The Secretary has the 
authority to verify the AMP. 

For single source and innovator mUltiple source drugs, an additional rebate is required 
on a drug-by-drug basis for manufacturers who increase prices at a higher rate than inflation. 
The baseline indexed price is the average manufacturers price from April through June 1993. 

In the case of new drugs that the Secretary determines are excessively or 
inappropriately priced, the Secretary has the authority to negotiate a special rebate with the 
manufacturer. Such a determination by the Secretary would be based on such factors as the 
prices of other drugs in the same therapeutic class, cost information supplied 'by the 
manufacturer to the Secretary, prices of the drug in other comparable countries, and other 
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WORKING GROUP DRAFf PRMLEqED AND-eONf1BENTlAL . 

relevant factors. IT a manufacturer refuses to negotiate or the Secretary is unable to negotiate 
a price that the Secretary determines to be reasonable, the Secretary may exclude the new 
drug from coverage under Medicare. 

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

A manufacturer is the entity holding legal title to or possession of the new drug code 
(NDC) for the covered outpatient drug. 

The new program provides incentives to encourage the use of generic drugs. The 
benefit only covers generic drugs unless the physician indicates that a brand name medication 
is required. The Secretary may require that physicians obtain prior approval before 
prescribing specific brand-name products if a generic substitute is available. 

REIMBURSEMENT 

For brand name drugs, reimbursement is the lower of the 90th percentile of actual 
charges in a previous period, or the estimated acquisition cost (EAC) plus a dispensing fee. 

For generic drugs, Medicare pays the lower of the pharmacist's actual charge or the 
median of all generic prices (times the number of units dispensed) plus a dispensing fee. 

For participating pharmacies, the dispensing fee is $5, indexed to the Consumer Price 
Index (CPI). Participating pharmacies are required to accept assignment on all prescriptions. 
Non-participating pharmacists receive $2 less per prescription. . 

CHANGES IN PRIVATE INSURANCE REQUIREMENTS 

The National Association of Insurance Commissioners (NAIC) will be instructed to 
make the necessary adjustments to Medigap policies to reflect the prescription drug coverage 
under Medicare. Private insurance plans may cover Medicare deductibles and co-payments 
for prescription drugs. 

(9/1/93) 197 
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WORKING GROUP DRAFf PRIVILEGED AND €ONFmENfIAL 

SUBSIDIES 

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

REVIEWS 

The Medicare DUR program parallels the program established in OBRA 1990 for 
Medicaid. Participating pharmacists are required to offer counseling to Medicare customers 
on the use of medications. 

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

(9/1/93) 198 
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WORKING GROIJPuDRAFT PRIVILEGED AND €ONfiWEN lIAL 
DETERMlNEI5TO BE AN ADMINISTRATIVE. . 


MARKING Per B.D. 12958 as amended, Sec. 3.2 (c) 

Initials: _n_.4_~_ D~:[c: /) 5 


MEDICARE OUTPATIENT PRESCRIPTION DRUG BENEFIT 

Two years from the date of enactment of the plan, but no later than July 1, 1996 
benefits offered under the Medicare program expand to cover outpatient prescription drugs. 
Thus, assuming enactment in December 1993, the new drug benefit would be in effect 
beginning in January 1996. 

Any Medicare beneficiary who elects to enroll in the Part B program (97 percent of 
the Medicare population) automatically enrolls in the new prescription drug benefit. 

As with other Part B benefits, the Medicare prescription drug benefit is funded by both 
general revenues and beneficiary premiums. The Part B premium increases to cover the new 
benefit. Premiums currently finance 25 percent of the cost for Part B coverage. Thus, 
beneficiaries would pay 25 percent of the cost of the new drug benefit. Other rules related to 
enrollment in Medicare Part B also apply to the prescription drug benefit. 

COINSURANCE, DEDUCTIBLES AND CAPS 

The new drug benefit carries a $250 annual deductible. Once the deductible has been 
met; beneficiaries pay 20 percent of the cost of each prescription with an annual limit on out­
of-pocket expenditures of $1;000. 

Both the annual deductible and out-of-pocket cap are indexed each year to assure that 
the same percentage of beneficiaries continue to receive benefits as did with the initial $250 
deductible and $1000 out-of-pocket cap. 

COVERAGE 

The Medicare drug benefit covers all drugs, biological products aIld insulin approved 
by the Food and Drug Administration (FDA) for their medically accepted indications as . 
defined in at least one of the three compendia which are the American Medical Association 
Drug Evaluations, the American Hospital Formulary Service and the United States 
Pharmacopeia, or other authoritative compendia identified by the Secretary or as determined 
by the carrier based on evidence presented in peer reviewed medical literature. 
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WORKING GROUP DRAFf PRNILEGED AND C€Uf:ffDI1Hl%ttt 

The Medicare drug benefit includes coverage of home N drugs. In addition, the 
current limited coverage of outpatient drugs under Medicare such as immunosuppressive 
drugs are incorporated into the drug benefit. 

The Secretary of Health and Human Services has the discretion not to cover certain 
pharmaceutical products listed in Section 1927( d) of the Social Security Act. Examples . 
include fertility drugs, medications used to treat anorexia and drugs used for cosmetic 
purposes. However, benzodiazepines and barbiturates would be Covered under the Medicare 
drug benefit. Further, the Secretary has the authority to establish maximum quantities per 
prescription or limit the number of refills in order to discourage waste. 

The Secretary may require physicians or pharmacists to obtain approval before 
prescribing or dispensing certain medications based on evidence that they are subject to 
clinical misuse or inappropriate use or because the Secretary determines that they are not cost 
effective. 

COST CONTAINMENT 

As a condition of participation in Medicare and Medicaid, drug manufacturers must 
sign rebate agreements with the Secretary. Rebates are paid to the Secretary on a quarterly 
basis. 

For single source and innovator multiple source drugs, manufacturers pay a rebate to 
Medicare for each drug based on the difference between the average manufacturer price 
(AMP) to the retail class of trade and the weighted average of the prices of the drug in the 
non-retail market, or 15 percent of the AMP, whichever is greater. The Secretary has the 
authority to verify the AMP. 

For single source and innovator multiple source drugs, an additional rebate is required 
on a drug-by-drug basis for manufacturers who increase prices at a higher rate than inflation. 
The baseline indexed price is the average manufacturers price from April through June 1993. 

In the case of new drugs that the Secretary determines are excessively or 
inappropriately priced, the Secretary has the authority to negotiate a special rebate with the 
manufacturer. Such a determination by the Secretary would be based on such factors as the 
prices of other drugs in the same therapeutic class, cost information supplied by the 
manufacturer to the Secretary, prices of the drug in other comparable countries, and other 
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WORKING GROUP DRAFT PRIVILEGED AND .cONFIDENTIAL 

relevant factors. If a manufacturer refuses to negotiate or the Secretary is unable to negotiate 
a price that the Secretary determines to be reasonable, the Secretary may exclude the new 
drug from coverage under Medicare. 

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

A manufacturer is the entity holding legal title to or possession of the new drug code 
(NDC) for the covered outpatient drug. 

The new program provides incentives to encourage the use of generic drugs. The 
benefit only covers generic drugs unless the physician indicates that a brand name medication 
is required. The Secretary may require that physicians obtain prior approval before 
prescribing specific brand-name products if a generic substitute is available. 

REIMBURSEMENT 

For brand name drugs, reimbursement is the lower of the 90th percentile of actual 
charges in a previous period, or the estimated acquisition cost (EAC) plus a dispensing fee. 

For generic drugs, Medicare pays the lower of the pharmacist's actual charge or the 

median of all generic prices (times the number of units dispensed) plus a dispensing fee. 


For participating pharmacies, the dispensing fee is $5, indexed to the Consumer Price 
Index (CPI). Participating pharmacies are required to accept assignment on all prescriptions. 
Non-participating pharmacists receive $2 less per prescription. 

CHANGES IN PRIVATE INSURANCE REQUIREMENTS 

The National Association of Insurance Commissioners (NAIC) will be instructed to 
make the necessary adjustments to Medigap policies to reflect the prescription drug coverage 

, under Medicare. Private insurance plans may cover Medicare deductibles and co-payments 
for prescription drugs. 
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WORKING GROUP DRAFf PRIVILEGED ANDCONHDENTIAt 

SUBSIDIES 

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

REVIEWS 

The Medicare DUR program parallels the program established in OBRA 1990 for 
Medicaid. Participating pharmacists are required to offer counseling to Medicare customers 
on the use of medications. . 

The Secretary establishes a national system of Electronic Claims Management as the 
primary method for determining eligibility, processing and adjudicating claims, and providing 
information to the pharmacist about the patient's drug use under the Medicare drug program. 
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MARKlNG PerE.O.12958 as amended, Sec. 3.2'(c) 

hlitia1s: /1t Date: 8' 17. () ~ 

WORKING GROUP DRAfT PRIVILEGED AND 6eIfPIBSW*'IM 

MlDtCARE OUTPATIENT PRESCRIPTION DRUG BENEFIT 

TWo year. from the date of enactment of the Plan, benefita 
offered under the Medicare proqram expand to cover outpatient 
pre.cr1pt1on drugs. Thus, assum.1nq enectment in DecemQer 19 93, 
the new drug benefit would bo in effect beginning In January 
1996. 

Any Med1ca1'a benefieia1'Y who elects to enroll In the Par't B 
program (97 percent of the Medicare population) automat1cally
un;toll. 1nthe new prescription drug benefit. 

A8 with other Part B benefit., the Medicare pre8cr1pt1on drug
ben.fiti. funded by both general revenues and beneficiary
premium.. The Part B premium inoreaees to cover the new benefit. 
Prem1um. currontly finance 2S percent of the cost at part B 
coveraqe. Thus, beneficiaries would pay 25 percent of the cost 
ot the n.w drug benefit. Other rules related to enrollment in 
Medioare Part B 81ao apply to th. prescriptiOn druqbenefit. 

CO%NIVRANCI, DlnUCTlltEB AND CAPS 

~ mrW <lrag iJenet:lt Cell::::!•• eo use stmadl deduotlDle. -Once 
thede4uctibl. has been met, Deneficiaries a20 arcant of 't 

an annual limit on out-of-pocket 

14 . Tn. amount of the ~ctlbl. 1••et at a variable rate to . 

;;: ~.ur. that the eame e of beneficiaries meet the deductible 

~ • ~ ~!ch y.ar •• during t rat year. of coverage. Both the annual 
{~ ~deductible and • cleet cap are Indexed each year to assure 
, I r (I that the lame • enta of benefiCiaries continua to receive 
~tn' benefit••a di the inItial $250 deduct1ble and $lQOO out­
&.trr~ at-pocket cap. 

COVIIWII 

The Medicare druq benefit covers all druga; biological
productll and insulin approved by the load and Drug Adminiatration 
(FDA) tor their medically accepted indications as defined in at 
lealt one of the throe national compendia whIch are the American 
Medical ABsoclatlon Drug Evaluationlii, the American HOlpltal
Formulary Service, end the United states Pharmacopeia, or other 
authoritative compendia identIfIed by the secretary or as . 
determined Py the carrier based on evidence presented 1n peer
reviewed .ed10al literature. . 

The Medicare drug bonefit includes coverage of home IV druqs.
In .ddition~ the current limited coverags of .outpatient drugs
under MaCicare auch as immunosuppresslve druqs are incorporated
into the drug Den.fit. 

September 1, 1993 6;04pm 1 
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The S.cretary of Health and Human services hal the discretion 
not to cover certaln pharmaceutical products listed in Section 
1927(d) of the Social Security Act. Exampl.1iJ include fertility
drug_, medicatIons used to treat anorexia and drug8 used tor 
cOlmetic purposes. However, benzodiazepines and barbiturates 
would be covered under the Medicare drug benefit. Further, the 
secretary has the authority to establi8h maximum quantities per
prescription or limit the number of refills in order to 
di.courage wa.te. 

The Socretary may require physioians or pharmacists to obtain 
prior approval before prescribing or d1spenslng certain 
medicationa based on evidence that-they are subject to clinical 
miaU.8 or inappropriate use or because the Secretary determine. 
that thay are not cost effective. ' 

COlT CONTAINMENT 

Aa a condition of partiCipation in Medicare and Medicaid, drug
manufacturers must sign rebate agreements with the ~ecretary.
Rebate. are paid to the Secretary on a quarterly basis. 

for lingle source and innovator multiple source drugs,
manufacturers Fay a rebate to Medigare for each drug based on the 
difference between the average manufacturer price (AMP) to the 
retail class of trade and the weighted average of the price. of 
the dr~9 in the non-retail marketplace, or 15 percent of the AMP, 
whichever is greatar. The secretary has the authority to verity 
the AtG'. 

For 8ingle source and innovator multiple source drugs, an 
additional re~ate is required on a drug-by-dru9 baaia for 
manufacturers who incr•••• price. at a higher rate than 
Inflation. The baselIne indexed price 1s the average
manufacturer. price from April through June 199~. I I \ 

N ~,t:@!..- U-"'~~l1 e;. (.t..:>o-~ 
. In the case ot new drug8 t the Secretary determines are 

excessively or inappropriat y priced, the secretary has the~ authority to negotiate a 8~ial ~.Data with the manufacturer. 
S~ch a determination by the Secretary would ~e based on such 
factors as the pricea of other drugs 1n the same therapeutig
CIa•• , CORt information supplied by the manufacturer to the 
Secretary, pricee of the drug in other comparable countr1e., and 
other relevant factors. If a manufacturer refuses to negotiate 
or the secretary 1& unable to negotiate a price that the 
Secretary determines to ~e reasona~le, the Secretary may exclude 
the new drug and aft? otAor ~Mo~produced by the 
manufacturer trom coverage under ealcar•• 

In the ca•• of dual eligible., to prevent manufacturers from 
paying rebat.. to Medicare and Medicaid, Medicare be the 

september 1, 1993 6:04pm 2 
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recipient of the rabate. 

A manufaoturer 1. con.idered the entity holding 18gal t1tle to 
or pOI•••• ion of the new drug code (NOC) for the covered 
outpatient drug. 

The new program prov1de. incentive. to encourage the use of 
ganeric drugs. The benefit only oovers generic drug. unless the 
phYl1cian indicate. that a brand name med1cation is requ1red.
The secretary may require that physicians obtain prior approval
before pre.cribing specific brand-namo drugs if a generic
lub.tituta 18 availa~le. 

RBIMIUltIIINT 

Por brand name drug., reimbursement is the lower of the POth 
percentile of actual chargo. in a previoua period, or the 
e.timatad acquisition cost (EAC) plus a diapensing fee. 

For 98neric drug., Modicare pay. the lower Of the pharmac1st's
actual char;e or the med1an of all generic prIces (times the 
number of unit. dispensed) plus 

For part1cipat1ng pharmaCies, the dispensing fee il $5, 
indexed to the Consumsr Price In4ex (CPI). Participating
pharmacies are required to accept a88iqnmene on all 
prelcriptlons, Non-partiCipating pharmQ~iats receive $2 less per 
pr••criptlon. 

CHANG.. IN PRIVATI INSURANCE REQUIREMENTS 

The National Associat10n ot Insurance Comm1ssionera (NAIC)
will be In8tructed to moke the necelsary adjustments to Mediqap
polio.s to reflect the prescription drug coverage under Medicare. 
Private insurance plans may cover Medicare deductible. and co­
payment, for pre.cription drugs. 

SUBIIDtl1 

Low-income Medicare beneflclariel receive the same f1nancial 
al11lt.nce for out-of-pocket Costl associated with tho drug
benefit a8 provided for other COlt-sharing amount•. 

lEVI.W. 

The X.Clcare OUR program parallels the program established in 
OBRA 1990 for Medl~aid. P4rti~ipating pharmacists are required 
to offer counseling to Medicare custOMers on the use of 
maCicat1ons. 

The Secretary e.tabIt.haa a national system of Electronic 
Claims Kanaqament 88 the primary method for determining 

September 1, 1993 6:04pm 3 
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e11g1b1l1ty, proc8B81nq and adjud1cat1ng cla1ms, and prov1ding
Informat1on to the pharmacist about the patient's drug use under 
the N.d'c.~. druq proqram. 

Siptember I, 1993 6:04pm 
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RE: 
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Ira Magaziner 

Caren wilcox 

Amy Zisook 


......chris Jennings 

Marilyn Yager 

Business status List 

1993 

Mike Lux _ 
Marilyn DiGiacobbe 
Jonathon Silver 

The attached list of business associations and 
companies have met with some member of the health care 
task force during the past eight months. Where 
possible I have listed my assessment of the status of 
their support. Please make changes where you deem 
appropriate and add companies not currently listed. 

As our business outreach kicks into high gear during 
the next two weeks, I many businesses currently listed in 
the maybe/unclear column will likely be placed in the 
support column or the unlikely column. Therefore, if 
this document is useful, we can use it as a tool to 
track the status of our outreach. 

Please return to me with your changes and additions. 

cc: 	 Alexis aerman Melanne Verveer 
steve Hilton 



(*Active opposition) 

NAME/ORGANIZATION 

Abbott Laboratories 

Acme Steel 

Alliance. for Am. 
Insurance 

Allied Signal 

Am. Business Conference 

American Express 

American Family Life 
Assurance Company 

Am. Health Insurance 
Agents 

Am. Home PrOducts 

Am. Insurance Assn. 

Am. Iron & Steel 

Am. Int'l Automobile 
Dealers Assn. 

Am. Pharmaceutical Assn. 

Am. Resort Development 
Assn. 

Am. Stock Exchange. 

Am~k-inq--Asct'l'l 

Ameritech 

AMI 

Anheuser:Busch 

Assn. for Electronic 
Healthcare Transactions 
Tom Gilligan 
202/244-6450 
fax 202/244-6570 

Assn. of Private Pension 
& Welfare Plans 

AReo 

Likely 
support 

X 

X 

X 

Maybe Helpful, Unlikely 
or but not 
unclear endorse 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

X 

y 

X 

X 

X 

X 



NAME/ORGANIZATION Likely Maybe Helpful, Unlikely 
support or but not 

unclear endorse 

AT&T X 

Bankers Life X 

Bethleham Steel X 

Biotechnology Industry X 
organization 

Boeing X 

Bristol-Myers Squibb 
, 

I Business Rountable X 

Can Manufacturers Assn. X 

caterpillar X 

Central Reserve Life *x 
I~amber of Commerce X 

Chysler Corp X 

CIGNA Corp X 

Coalition to Preserve X 
Health Benefits 

Committee 200 X 

Coopers & Lybrand X 

Corporate Healthcare X 
._C.o.alLti.on 
Larry Atkins 
202/457-9500 

Council of Economic X 
Development 

CSIS (communications X 

Dayton Hudson X 
Ed Wingate 
612/370-6698 

Dupont 

Economic Alliance X 

EDS X 

'. 



NAME/ORGANIZATION. Likely 
support 

Maybe 
or 
unclear 

Helpful, 
but not 
endorse 

Unlikely 

Electronic Data 
Interchange 

X 

Eli Lilly x 

ERIC X 

Executive Club of Chicago X 

Food Marketing Institute X 

Ford Motor X 

Fruit of the Loom X 

The Gap 
Lauri Shanahan 
415/737-4085 
fax 415/737-7620 

X 

General Am. Life 
Insurance 

X 

General Electric 
Cbuck Buck 
203/373-2211 

X 

General Mills X 

General Motors X 
.,

Glaxo, Inc. . ,~. X 

Global Business Forum X 

GTE 

HDX (Health Data Exchange 
Corporation 

X 

Health Care Leadership 
Council 

X 

I!.
Health C~e Management 
Alternatives 

X 

Health Care Purchasers 
Assn 

X 

Health Executive 
Roundtables 

X 

" · 



NAME/ORGANIZATION Likely Maybe Helpful, Unlikely
", support or but not 

unclear endorse 

Health Industry X 
Distributors Assn. 

Health Industry X 
Manufactures Assn. 

Health Insurance Assn. of : X 
America 

Hershey X 

HIAA *X 

IBM X 
Chris Caine 
202/515-5036 

lGA X 
-

Independent Bakers Assn. X 

Independent Insurance X 
Agents of Am. 

Inland Steel X 

International Mass Retail X 
Assn. 

Invacare X 
Mal Mixon 
216/329-6201 
fax 216/366-9008 

, I-sytems, r:.:: • X 

rrr Hartford X 

Johnson & Johnson X 

Liberty Mutual X 

Tbe Limited X 

LTV X 

Massachusetts Biotech X 
Council 

Merck & Co. X 

Midwest Business Group on X 
Health 



-


NAME/ORGANIZATION Likely 
support 

Maybe 
or 
unclear 

Helpful, 
but not 
endorse 

Unlikely 

MMI 
Fredrick Becker 
708/940-7550 
fax/708/374-1332 

X 

Motion Picture Industry X 

Mutual of Omaha X 

Nat. Alcohol Tax Council X 

Nat. Assn. of Chain Drug 
stores 

X 

Nat. Assn. of Health 
Underwriters 

X 

Nat. Assn. of Independent 
Insurers 

X 

National Assn. of Life 
Underwriters 

X 

NAK 
Sharon Canner 
202/637-3124 
fax 202/637-3182 

X 

Nat. Assn. of Medical 
Equipment Suppliers 

X 

Nat. Assn. of Minority 
Contractors 

X 

lia:t~ssh~f 
Pharmaceutical 
Manufacturers 

-X 

Nat. Assn. of Private 
Enterprise 

X 

Nat. Assn. of 
Professional Insurance 
Agents 

X 

Nat. Assn. of Retail 
Druggists 

X 

Nat. Assn. of Small 
Business Investment Comp 

X 

,.

:.'< , 



NAME/ORGANIZATION Likely 
support 

Maybe 
or 
unclear 

Helpful, 
but not 
endorse 

Unlikely 

Nat. Assn. of Women 
Business owners 
Sharon Hadary 
301/495-4975 
fax 301/495-4979 

X 

Nat. Business League X 

NFIB *X 

Nat. Grocers Assn. X 

Nat. Minority Business 
Council 

X 

Nat. Moving and storage 
Assn. 

X 

Nat. Pharmaceutical 
Alliance 

X 

Nat. Pharmaceutical Assn. X 

Nat. Restaurant Assn. *X 

Nat. Retail Federation 
steve Pfister 
202/783-7971 
fax 202/737-2849 

X 

Nat. Small Business 
Legislative council 

X 

Nat. Small Business X 
-Uifit:ea 
John Galles 
202/293-8830 
fax 202/887-5549 

National Steel X 

Nat. Tooling & Machine X 

t. venture Capital 
sn. 

X 

Nat. Wholesale Druggist 
Assn. 

X, 

Nat. Wooden Pallet and 
container Manufacturers 

X 



NAME/ORGANIZATION Likely Maybe Helpful, Unlikely 
support or but not 

unclear endorse 

New England Council X 

PEPCO X 

Pepsico X 

Pfizer X 

Pharmaceutical Man. Assn. X 

Phillip MOrris *x 
Picker Corp X 

Price Waterhouse X 

Principal Financial Group X 

Prudential Life Insurance X 

PRX International ~ X 

Ryder X 

Scbering-Plough X 

Seagrams and Sons X 

Searle X 

Siegel Company X 

Sm. Business Legislative X 
Council 

John Satagaj 
-.202/_639 -8.8.8.8 
fax 202/296-5333 

smithkline Beecham X 

So. California Gas X 

Super Value X 
Jon Seltzer 
612/828-4497 
fax 612/828-4403 

SYNTEX X 

T. Cell Sciences, Inc. X 

Towers Perron X 

Traveler~.Insurance X 



, .. 

NAME/ORGANIZATION Likely 
support 

Maybe 
or 
unclear 

Helpful, 
but not 
endorse 

Unlikely 

TRW 
Michael McShane 
703/276-5040 
fax: 703/276-5057 

X 

Upjohn Company X 

VITAS Healthcare Corp X 

Walt Disney X 

Warner Lambert Company X 

Washington Business Grp 
on Health 
Anne Marie O'Keefe 
202/408-9320 
fax: 202/408-9332 

Neutral 

Wheeling Pittsburgh steel X 

William Mercer X 

Wine Institute X 

Xerox Corp X 
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September 2. 1993 

TO: Greg Lawler 
Carolyn Gatz 

FROM: Chris Jennings 

SUBJECT: Medicare Drug Benefit Modifications 

Attached are the modifications to the Medicare benefits that I mentioned 
to you yesterday. They are presented in three formats: with deletions and 
additions, clean text, and as a summary of the changes. 

I have talked with both Mrs. Clinton and Ira Magaziner about these 
changes which are based on ongoing discussions with the Department of 
Health and Human Services and were prepared by the Office of Legislation and 
Pollcy of the Health Care Financing Administration. Bruce Vladeck is fine with 
these changes. Although I am not absolutely certain that these are "final­
final" -- but what is around here -- the changes come very close to being final 
as it relates to Medicare. 

If you have any questions or concerns, we need to discuss them as soon 
as possible. Lastly. there are a number of other pharmaceutical issues that I 
need to talk with you about. These include the pharmacy class of trade issue, 
the voluntary price constraints, and the role and responsibility of the National 
Health Board as it relates to pharmaceuticals. Perhaps we can discuss these 
issues sometime tomorrow or Saturday. 
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DETERMINED TO BE AN ADMINISTRATIVE 
MARKING PerE.O.12958 as amended, Sec. 3.2 (c) 
Initials: !2 1- . Date:. ~. 17·" G 

WORKING GROUP DRAFT PRIVILEGED AKD~eNr19BN!I~ 

MlDICARE OUTPATIENT PRiSCRIPTION DRUG BINIFIT 

Two year. h'om the date of enat:.tment of the Plan, benefits 
offered under the MAdicare program expand to cover outpatient
pre.cription drugs. Thus, a.suminq enaetment in Deoember 1993,
the new drug benefit would be in effect oAginnln9 InJanuary 
1996. 

Any Medioare benefit:iary who elect. to enroll 1n the Part 8 
program (97 percent ot the Medlcare population) autoJll4tically
enroll. in the new prescription drug benefit. 

AI ~ith other Part B benefit., the Medicare pre8criptlon drug
benefit 1. funded by both general revenues and beneficiary
premiuma. The Part B premium inoreases to t:over the new benefit. 
Premium. t:urrently finance 25 percAnt of the COlt ot part 8 
coverage. Thus, beneficiaries would pay 25 percent of the cost 
of the n~ drug benefit. Other ~le. related to enrollment in 
Medit:are Part 8 allo apply to the prescriptiOn drug benefIt. 

eOlM'~CI, PI~CTIB~ES AND CAPS 

The new drug penefit carrie. a $2'0 annUAl dedvotible. Once 
the de4uotiblo hal been met, benetiei.riAfi pay 20 percAnt ot the 
COlt of each prescrIptiOn W1th an annual limit on out-of-pocket
expenditure, of '1000. 

Tne amount of the dec1uctibla iii set at a variable rate to 
aSBU._ that the lame number of benefioiaries meet the deductible 
each year al during the firlt year of coverage. Both the annual 
deductible and out·ot-pocket cap are indexed each year to alsure 
that the .ame percentage ot beneficiaries t:ontinue to receive 
benefit. al did wIth the initial $250 dedUCtible anc1 $1000 out­
Of-pocket cap. 

COWRACII 

The Medit:are ~rug benefit covers all drugl,biologlcal
prOduct. and Insulin approved by the Food and Drug Administration 
(FDA) for their medically accepted indications as defined in at 
lealt one ot the three national com~endia whtch are the American 
Medical ABloc1ation Drug EValuations, the American HOlpital
Formulary Service, and the United States Pharmacopeia, or other 
authorlt.tivecom~end!a identified by the secretary or as 
determined Py the carrier ba.ed on evidence presented 1n peer
reviewed medioal l1terature. 

The Medicare drug bonetit include. coverage of home IV drugD.
In addition, the current limited coverage of outpatient drugs
under Xedicare such IS lmmunoBuppre88ive drugs are incorporated
into the drug benefit. 

September 1, 1"3 &;04pm 1 
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~h. Secretary of MAalth and Human Services hal the d11cret1on 
not to cover certeLn pharmaceutical product. listed in Section 
1927(d) of the Social Segu,,1ty Agt. Example. inclucle fertility
drug., medications used to traat anorex1a and drugs used tor 
cOlmatLe purposes. However, benzociezepine. and barbiturates 
would be covered under the Medicare drug benefit. Further, the 
secretary has the authority to establiBh maximum quantities per
prescription or limit the numbe" of "efills in o"der to 
di.couzag. waite. 

~h. Secretary mayrequi"e physioians or pharmaciltl to obtain 
prior approval before prescribing or dIspensing cArtaln 
medicatLon. b.sed on eVidence that they are subject to clinical 
m1lu.e or inappropriate ule 0" because the Segretary determine. 
that they are not cost effective. 

COlT CDNTAIKMINT 

AI • condition of participation in Medicare and MedicaId, drug
manufaoturers mU8t 81gn rebate agreemente w1th the secretary.
Rebate. a"e paid to the Secretary on aqllarterly ballill, 

for .1ng1e 80urce and innovator mult1ple source drugs,
manufacturera pay a rebate to Medioa"e for each drug baaed on the 
difference between the average manufacturer prIce (AMP) ~o the 
retail claDe of trace and the weighted average of the price. of 
thed~ug in the'non-"etail =arketplace, or 15 percent of the AMP, 
whichever 1. greater. The secretary has the authority to ver1ty 
the AMP. 

For a1ngle source and lnnovator multiple source drugs, an 
additional rabate i. required on a drug-by-drug b.sis for 
manufacturer8 who incr•••• price. at a high.r rate than 
inflation. The ba.eline 1ndexed price 18 the average 
manutacturer. price from April through June 1993. 

In the cale ot new drug. that the Secretary determines are 
exce.8ively 0" inappropriately priced, the Secretary has the 
authority to negotiate a special rebate with the manufacturer. 
Such • determination by the Secretary would be b.sed on luch 
factors a. the prioel ot other drugll in the eame therapeutio
cla•• , COlt information supplied ny the manufacturer to the 
Secretery, prices of the drug 1n other compereble countrie., and 
other relevant factors. If a manufa~turer refuses to negotiate 
or the secretary 11 unable to negotiate a price that the 
Secret.rY,determ1nes to be reasonable, the Secretary may exclude 
the new drug and any other drug product pl'oduced l:>y the 
manufacturer trom coverage under Medicare. 

In the ca•• of dual eligible., to prevent manufacturers f"om 
paying rebate. to Medicare and Medicaid, Medicare be the 

sep~amb.r 1, 1993 6:04pm 2 
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recipient of thA rabate. 

A manufacturer 1. con.idarad the entity holding legal ~1~le ~o 
or po••••• ion of ~he new drug code (NDC) for the covered 
outpatient drug. 

The new program provides incentivel to encourage the use of 
generic drug•• The benefit only covere generic drug. unless the 
phy.1cian indicates that a bran~ name med1cation is requ1red.
The s.cr.~ary may require that phyaiciana obtain prior approval
before pre.cribing specific brand-name drugs if a g8neric
.ub.titute i8 availa~le. 

UI..,uaIIIllNT 

For brand name drug., reimbursement is the lower of the gOth
percentile of actual charge. in a previous perIOd, or ~he 
e.timatad aequl.l~lon COlt (EAC) plul a d11penaing fee. 

FoZ' generic drug./ Medicare pay. the lower of 't.he pharmac1st' B 
actual char;e or the median ot all generic prices (time. the 
n~e. of unIt. diapensed) plus 

For »lr~1c1pat1ng pharmacies/ the diapen.ing fee ie $5,
indexed to the Consumer Price Index (CPI). Participating
pharmaci..ara required to accept aSlignment on all 
pre.cript1on8. Hon-participating pharmaciets receive $2 le88 per 
pr••crJ.ption. 

CHAMG'S 1M 'R1VATI INSURANCE REQUIREMENTS 

The Rational Aaaoc1atlon Of InSUrance COmmil1J1oneri (KAIC)
will be inltructed to make the neceeaary adjustments to Medigap
police. to reflect the pre.cription drug coverage under Medicare. 
Privata insurance plana may cover Medicare deductiblea and co­
payment. for pre.cription drugl. 

SUB,IDlla 

Low-income MedicarebeneficiarlAI rAceive ~he same financlal 
ass1stlnce tor out-of-pock.~ COltl associated with tho drUg
benefit •• provided for other cost-sharing amount.. . 

REVII•• 

The Med1care DURproqram parallell the program established in 
OBRA 1'90 for Modicaid. PartiCipating phormaci.t. are required 
to offer c:oun.eling to Medicare customers on the u.. of 
med1cat1onl. 

The Secretary establilJha. a national system of Electronic 
Cl.1mB Management II the primary method for determining 

September I, 1993 6104pm 3 
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ellqlbl1iey, processing and adjudicating claims, and providing
Information to the pharmacist about the patient's drug usa under 
the M.dic.~. drug program. 

september 1, 1993 6:04pm 4 
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"iDETER.\1INED TO im AN AfJMh~IsTRAnVE 

MARKING Per E.O. 12958 Ei.S Ihrienrlecl; Sec; 3:2 (c) 
Initials: /)" _ Vatei _6_:J7.:."?., , 

WORKING GROUP DRAFT PRIVILEGED AND taelfrIJ.)!!f'lI1I& 

MlD%CARI OUTPATIENT PRESCRIPTION DRUG BENEFIT 

le,iRa,•• 1ft .Sft•••y lSg" TWo xear, from the date of enactment 
of ,bl Plao, benefita offered under the Meaicare program expand 
to cover ou~patient preBcription drugs. Thule A.sumiDg enactment 
in Plc'mb@r 1993. tbe n~ drus benefit Would bt in effeS; 
h,gion,"; in JanuarY 1996. 

Any M.dlca~e benef101ary who electa to enroll in the par~ B 

program (97 percent of the Medicare populat1on) automatically

enrolle in the new pre.cript1on drug benefit. 


As with other Part B b.nefits, the Medicare prescription ~rug 

benefit 1B funded by bOth qeneral r.venues and beneficiary

prem1uml. The Part B premium increases to cover the n.w benefit. 

Premium. ourrently financ. 25 percent of the cos~ of Part B 

cov.r,;a. Thus, ~en8tlc1ariel would pay 25 percent of the coot 

of the new drug benefit. Other rule, related to enrollment in 

Medicare Part B a180 apply to the pre&cr1p~ion 4rug benef1t. 


SG P~1I'P8 CO%NSURANCI, DEDUCTIBLE. AND CAPS 

Tne new druq benefit carrie. a $250 annual deductible. Qn£a 

~a' d.duc~ible bas been mot, beneficiaries pay 20 percent of ~he 

co.t of each prescription w1~h an annual limit on out-ot-pocket 

explnd1tureBof $1000. 


~A. ".~Rt ef &~. sesHe,,».. 11 sew.. a ?aFi5~.. w.,. __ 
...... .AS. .he same ft..... Ii ~efteflGiaF'es aee~ ~he 4e.~••'»le 

ea9A Y••~ a. dY'!R9 ~A. ".at yea. 9f ee¥epage, 8g~h ;he annual 

deductlp,. Ind oUk-ot-pocket cap are indexed each yeAr to a.eure 

thAt the .am. Rercentage of benef!qiaries continua to reseiye
ben.f!&, II did with the initial 525g 4educt1ble and $1000 out: 
gt-POQk'k cap. . 

COVlUGI 

Th. Medicare drug benefit cover8 all drugs, biological

product. and in.ultn approved by the Food and Druq Administration 

(FDA) for their medically accepted indications AS d9~,ned in ~ 

a, 1.a.t one of th9 thr99 national compendia whloh are the 

Amer!can Medical A••oelation Drug !valuations, the American 

Hospital Fo~mulary Service, And the Unitea States Pharmacopeia, 

~r other authoritative compendia IdBntlfi'O hy the aBcre;ory or 

a8 determIned by the carrier based on evidence prol.nted in peer

r.yi."", mldi;,l 1 iter@Siure. 

The M.dicAre grug be~efit Lnyluae. e~y'rAS' of borne IY drug8,

In oddi,ion"th. curr.nt 1!m!ted coverage of gutpatient drugs

ynder Medicare such as_Jmmunoluggresslve drugs Are 1Dcorpo~ated 

into ta' drug benefit. 

september 1, 1993 S:O'pm 1 
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S••••iR ,ha.....v".al p.oduet8 Ret GG~e~e. ey 'he M••ie.i. 
p••, ... YAd•• a••t!e" 1931(8) e. tAe Seetal S'.N.'.Y Aee, 
1"e1.""1 d••,g f •• \he ••8aiM8fti af 'ftJaE6illey, meaiea".ftl'I.... .. ....a. ."....81.'. aM d:I'Y91S p~eseJ1'!.ed fe.. eel••". 
,y»pe••• , a.a Ret seQ.»ea. iHB.,.19&8 ,& aY.59Rt Mealeald 
oH.l••'oR. 1ft.i.de ••1.'8'•••a688 aad esaBsdia.spifteB. Ihl 
S.srttAry of HtAlth and HUmin S'ryige. bil the discretion not to 
coyer clrtl!n phArma9'U~.'ll produstl 111;e4 in Section 19a7(~l 
pf th. SpCiA1 Securitx Act. EXOMil" includ. ferti1itx drugs.
medication. used to t.,at IDor.I!. and druS. ua,d for co'met!c 
OUtRa.8.. However, ~enzo~1azep1nes and ~arbitura~i' would be 
coyered under the HadicA•• drug benefit. Further, the Secretary
haa the authority to establish maximum quantiti., p.r 
pr••Qr1pt10n or limit the number ot ret111s 1n order eo 
d1scou~age waste. 

The Secretary.may requIre phY8iclanB 9r pharmacists to o~ea1n 
prior approval before prescribing qr gispens!n; certain 
medication. basad on evidence that they are subject to elin!cal 
mieue. or inapproprIate u~e or because the Secretary determines 
that they ar, not coat .ffective. 

&11 ftew ••~'8 ." ••T•• ey .he PIA a~e sswsEea tiftaew ~fte 
~RQf!.. Ke.,e0e¥, eAe a....t85y A.a tAo a~tA••'.y •• "e,a~!ate 
,wi••• _"h ..ft.f.B.~»e.1 at aew ,fta~aee••t ••l pEeawe6s 1t eRe 
Sea••••., e.R.luGes that eae'aia ,.e.~eeB a.e 'Ke•••ivei, ••i"a" •.,l'i.'.ly , .. leafl. MARyjA8~Yl'eI'8 "be, ••1",•••• "Q,oti.'• 
••a. e.!,!b!l!'y tew ••'''wEBemaRt at lAY ~f~' 'Fe~~.' ~ IRY 
fadee.l p.&f2am e. health 0111888. se••!!!e. ~y eft••'a'e•• ~Ae 
aea.e••., alae Aae 'h. fli8••a*'e" te e.el~" •••• Q'Q'••'. a.~'B 
16.,.. 6ft &ea~!eA 1937 fa) .f 'he Seele1 see~f"Y AI.) eHeap6 
~eft••4'•••ptft.a .Rd ~a.~'tYI'.tee. 

COI'1' COIft'A1MJIIN'l' 
I 

A8 • condition of participatIon in Medicare and Medlca1d, drug
manufaeturers ~ aignr.bat, agreements with the Seoretary.
Rebet•• are paid to the Secreeary on a quarterly oa8i•. 

ror ling19 IQ~tee and innoVAtor multiple lOW'S! drBil, 
m.nuf.~tur.r. pay a rebate to Medicare tor each dru; baaed on the 
difference between the average manufacturer price (AMP) to the 
retail elasa of ~rade and the weighted average of the prices of 
the drug in the non-retail ma.~etpl.ce, or 15 percent of th. AMP, 
which.y.r ~I grpater. The Secretary haa the authority to eeft.~8tic,."'."'•• Sy.?,. af verIfy the AMP. 

MaR~'."Y.'" SA.' 'a••e.8e p~1eea .\ a ~ate hLghe. 'ftDft 
!R••••' .. 8ft a .'''9.e "QSSe dpy, aRd !R"8~aee. MYle!ple IIY••, 
d.~,. '.Y aft ad.Ltl8"al .e~.'e eft paE~!s~l•• _E••B; For B1ngle
lours. and innQXAtor multiple 'Oure, druS., an additional rebate 

Sept.mb.r 1, 1993 6.0Spm 2 
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ie required on a drug-by-drug basis tor manufactu~e~s who 
increa•• price. at a h!gh.~ rat. than inflation. The ba.,11ne 
1ndex.d prioe is the ave~ag. manufacturers price from Apr11 
through Juna 1993. 

In th, CAS. of n.w drygs that the Secretary determines are 
.Ioetlly.ly or inApprgpriately pr1~ld, the Secr.to;y bA' the 
authority ~o n'iotiAte a .p.c!al rebate with the manufacturer. 
Such 0 determination by th- Secretary wgyld be paaed on SUGh 
~.ctor' a' the prices Of othe~ d.ugs in th, ,am' therap.ytic
class, ;Plt information 8sppl1e4 by the manufactur.r to the 
See:atAry, p;ig., of th' drug in Pther comparable countr1e!. ond 
oth.r r'llyant faC~or!. If a manufactyrer ,efuses to n.gotiat. 
or the Secretary is unoble to negotiate a pric. that the 
S,cr.tary d,termin,s to be r.a.gnable, the 5ecretary mgy excluiJ 
the naw drug and any other drug product produptd by the 
manufActyr,r from coyer'g' unde; M.d!care. 

lD th' e.sa of dual ellgi~";' to prevent manufactur,r. from 
pav1na r,bot., to MleUc.re Ind M.dlcAld.« Medlgore be the 
recipi,nt of th. reD':', 

A maDufactur9t 1s conl1dered the entity boldin9 leg91 title to 
or QOllll110n of the new ~rug cOQa (NOCl for the cov9r.d 
out.Sat.ilpt drug. 

The new program provide, incentiv., to encourage the use of 
gen.;1c drug•. The ban.f!t only covers generIc drug8 unl,•• the 
phYSiCian in41c&tss that a brand name medication iD required.
The Secr.tary may reqUire that physicians obtain prior approval 
»,tor. pr••crlbing apecif1c bran4-name druqs 1f a qeneric
8ub.tItute 18 available. 

RllDUIIINIII'l' 

For brand nama drugD, reimbur,.m.nt is th9 lower of the 90th 
percent!le of ~s~al aR4 &Ye,ema.,. actual charge8 1n 9 previous 
per1o~, or the estimated acquisition coat (SAC) plue a 
p."e""Ra~ d11;9n81ng fe. ef $; f'~ pa~~l.!,a"ftl ,~.~ae'e8,1.tI...... ta, ..... Se.IY.il' PI'!e, EIUiEl:JI. 

For g.nerie drugs, M.dicare pays the lower ot the pharmacililt's
HIMal aRe .~'ie.B.Y .h.~.~ Actual chori' or the median of all 
qeneric price. (t1mes the number of unitl dispens.d) plus A-$& 
, •• , •••a.,,'is. '~s,eRalA' fee, lRaaH84 'e i~8 eefti~me~ Pe1ee 
I ..... d1apen81n9 fee. 

For participating pharmacies, the gLapeDslng f'8 1M'S, 
ind.xad to the ConIY;_' Pric. lnd.x (CPI), PartiCipating
pharmaCies ara requ!r.d to accept a881qnment on all 
prescriptIons. Non-part1c1pat1nq pharmaCists rece1vo $2 1.88 per 
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prescription. 

CHAMQIS IN PRIVATE INSURANCE REQUIREMENTS 

"heR .he Med'e.~e d~ug beaefit takes Late effest, p~'~ate
iRaY••A•• ,.1'8~as ,~&~l~aa ., fR••~ a.,leye~B e!'~a••adyse .~Q,.,.Aw. eh.~,ed 'a Mad1aa~e seAef1a1a~1ae as aess~Aa.fsE efte 
8ftaR,a 'R 88~8~a,e 8~ 'R8~eaBe 88?e~a'8 '8~ 8.fte~ AealGft Be~~!GQs
BV aR "8QR~ eqQ.l ee eAe .seQ.pial ?alaa at eRa spa, 88R8t1e. 

Thl '1,10na1 Associatign of Insuranc9 Cgrnmillion9rl (BAIC) 
~~~. ~e 1n.tructed ;0 mike the necessary Idjus;ments to Med1gap
polici' to reflect ~be preBcr~ption 4rug coverage under Me4iclrl,
Private inAuranc~ planA may cov~r M.dicar. d.ductibl.a and co­
payment. for prescription drugs. 

SUBSIDIES 

Low-income Mediclre beneficiaries receive the slme financial 
a,.iatance for out-of-pocket costs associated with the drug
benefit .8 provided tor other cost-sharing amounts. 

REVI." 

The ~.d1e.r. DUR pro9ram parallels the pro9ram established in 
CBRA liiO for Medicaid. partiCipating pharmaCiStS are required 
to offer ~ouneeling to Medicare ~ustomers on the use of 
medications. 

The Secretary establishes a national system of Electronic 
Claim. Manaqamant a8 tho primary m~thod for determininq
ellgibi1ity, proces8ing end ~djudlcatlng claim8, and providing
information to the pharmacist about the patient's drug use under 
the Mad1eare druq proqram. 
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MIDICAA! OUTPATIENT PRESCRIPTION DRUG BENEFIT 

1 . 	 Prggg.1d change: The effective date should be at least two years from the date 

of enactment. 


Ratlgnale: The timellne for the administration of the new benefit was determined 
by the HCFA'e Bureau of Program Operations (BPO) to be at IAut 24 months 
aft.r enactment, The original January 1, 1998 Affective date assumed that 
enactment would occur late in 1993. WIth enactment more likely to occur mid 
'994 or early 1994, the effective date Ihould be changed accordingly. 

DIQUc:m,lll. CO.PAYMENTS AND CAPS 

1. proR"= chanae; Change "the same NUMBER of beneficlarles" to "the same 
PERC NTAGE gf beneficiari•." 

Bat'poII,: U.e of nnumber" would lead to benefit reao"'n; a smaller percentage 
of benaftolari.. over time. 

2. 	 Prolate! chlO;': Strike IIco.paymentU and Insert ucoinsurance." 

Bat'onlla: Copayment usually refers to a fixed amount while coinsurance refers 
to afixed paroantage. 

3. 	 Praga.ad change: Index the $1000 out·ot-pocket cap In the aame manner &$ the 
$250 annual dedu~ble, See revilld language in attached draft. 

Batlgnal.: Alauree the lame percentage of beneficiaries over time. 

4. 	 propclas' &hange: Insert "Once the deductible is met" before IJbanafioiaries also 
pay 20 percent of the oost of each prescription..,". 

BItIOQ,llt: Banaftclarles only pay the 20 percent coinAurance after the deductible 
1'111 baan reached. 

COyeNQl 

. , , 	 propal.d chlll;e: References to medically accepted indications for drugs 
eho"-lld parallal the anti-cancer drug provisions In OaRA 93 which reference the 
drug compendia as well as peer reviewed literature. See attached draft. 
Reference to compendia Ihould read II u found in at least one of the three 
national oompendla which are the American Medical Association Drug 
Evaluations, the American Hospital Formulary Sarvice, and the Unit&d States 
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MEDICARE OUTPATIENT PRESCRIPTION DRUG BENEFIT 

S8OI'.u.ry would have the dlscrltlon to exclude from coverage drugs IIst9d in 
Sectlon 1821(d) of the Social Security Act, except tor benzodlazepinu and 
barbiturates. 

BaSllnal,: The paragraph u rewritten I, factually incorrect. Under Medicaid, the 
statutory exclusions are permlllivai states may or may not cover the drugs lilted 
In the categories. Applying the statutory exolusion to Medicare implies 
mandatory exclUSion of the listed drugs. Furthermore, this paragraph Is later 
repeated In the first paragraph of page 202 •• this is moet likely a proofreading 
error. 

. e. 	 prgggaad chanAe: Either physiCians and PHARMACISTS may be required to 
obtain approval before prescribing and/or dilpensing a particular medication. 

Rationale: In the Medicaid program. pharmacists rather than physiCians generally 
requ_ prior approval before dispensing a pharmaceutical product. 

7. prODAted MlCge: Strike two eentenceabeginning IIHowever, the Secretary has 
the authority to negotiate prioes...by any federal program and health alliance." 

811100111: The revised provisions for new drug prices are restated below in the 
next paragraph. ThiR is most likely another proofreading error. 

8. 	 Prgpcad chlnge: The referenees to the negotiated rebates for new drugs is 
mOYlid to the cost containment section ra'U"ler 'U"lan ooverage. See attached draft. 

Ratlonll.: Thea. provisions refer to rebates which Is a cost containment 
mechtolem. 

COlT QANTAINMiNT 

" 	 ProcaQIIA change: insert IImust" b.tore "sign rebate agreements.n 

Billanll.: Signing rebates agreements il a mandatory if drugs are to be 
oownd by MediClll'I. 

2. 	 prQRP'td chang.: Insert ~or 15 percent of the AMP, whichever II greater" after 
'~h. weighted average of the drug In the non-retail market.A 

Batlonal.: Inadvertent admission of complete rebate formula. This formula Is 
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MEDICARE OUTPATIENT PRESCRIPTION DRUG BENEptlT 

pan,llele that ueed in the Medicaid drug rebate program. 

S. 	 ProROI.d chana': StrIke ·on particular drugs" and Insert in its place "on a drug- . 
by-druQ baia." 

BMlGD"': The use of phrase Ron particular drugs" implies that only certain drugs 
will be ,ubj4aCt to the additional rebate provisions. 

4. 	 prQRAlId ch.ng,: InclUde a provision for dual eligibles must be Included with 
Mldlcarl laNing u recipient of the rebate when Medicare is the primary payor. 

RolfOOlJI; Avoids situations In Which drug manufacturers would pay double 
,.b..... 

8.prGRQiId changl: A manufacturer is coneldered the entity holding legal tltle to 
or pOIINelon of the new drug nu.rhb.r (NDC) number for the covered outpatient 
drug. 

BelQ"III: Thll provillon clarifies the responsible manufacturer. This definition Is 
conaIMant with tne Medicaid rebate agreement. 

6. 	 PrCIQ.A11d ching.: StrlkA "conduct verification surveYl1I and insert "verlfy." 

A&tiantI.: The Secretary hu the authority to verify the AMP, but may not 

n.oaaarily conduct a survey of the AMP. 


AIINIUlt.MINT 

, . 	 progQlId chanse: Separate discussion of dispensing fees from costs 01 drugs. 
Ste _ In attached document. 

BIIiQa_: Clarity. 

CHAN". IN PRIVATI INSURANCE REQUI8EMENI 

1. 	 frgPHld phan;e: References to private Insurance poliCies prOVided by former r 

employ.", 

Rationlle: Thle is the provision is from MCCA's Section 421 (Maintenance of 
effort). Thll prOVision required any employer who provldea health benefits that 
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MEDICARE OUTPATIENT PAESCRIPTION DRUQ eeNEFIT 

duplicate Medicare benefits u a result of the catastrophic legislation (excluding 
outpatient drugs) by at least SO percent of the national actuarial value of the 
e&tutrophlc benefit, to provide additional benefits or refunds at least Aqual to the 
actuarial value of the duplicative benefrta for one yeat onlv. ThIs provision was 
Included in MCCA lince the time between enactment and the effective date for 
the _ute wu only about six month.. The time between enactment and the 
.rfet:tlve date for the new drug benefit should be sufficient to allow the 
appropriate parties to negotiate reduoed premiums for retiree group coverage 
that takes Into account the new drug benefit. 

2. 	 prgQQlld change: Include a provision which instructll NAte to make the 
n.-ary adjustments to Medlgap pOliCies to r8flect prescription drug coverage 
und« Mldlcare. 

REVIEW. 

1. 	 E!rQQQttd chans.: Strike Hand" after "patient's drug.H 

2. 	 BIlIQo.,: Typographical error. 

s 
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