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OFFICE OF THE ADNINISTRATOR

. Honorable Jan Meyers

Dear Rep. Meyers:

U.S. SMALL BUSINESS ADMINISTRATION W//

 WASHINGTON, D.C. 20416 Y

0CT 21 1993

Ranking Minority Member
Committee on Small Business
U.S. House of Representatives
Washington, DC 20515

This is in response to your letter of October 7, 1993, in
which you inquire about a number of small business issues. I am
glad to provide the following information to you in response and
would also welcome the opportunity to meet (with you to discuss
any of your concerns.

Question 1. The 7(a) Guatantee Loan Progran: ‘

A recent Wall Street Journal article leaves a reader with
the inference that this valuable program is seriously
threatened by fraud. Quite frankly, this is the first that
I had heard of such allegations. Therefore, I would submit
to you the following gquestions:

a) Were any Members of Congress or cOngressional staff
menmbers notified of these problems at any stage during the
last few years?

ANSWER: No. The Wall Street Journall article

nischaracterized the problem. It has not been going on for

a few years. In late 1991, some SBA loan officers in southern
California started to recognize a high level of profits (when
compared with industry averages) showing up on IRS returns that
were submitted to SBA in support of pending loan requests. This
led the offices in California to begin checking with IRS on those
returns submitted to SBA. As differences were found between the
official IRS returns and the ones suhmitted to SBA, these cases
vere turned over to our Office of Inspector General.

b) To what extent are ‘the facts in the story true?

ANSWER: We find no problem with the facts presented, except
if, in fact, the article is misleading readers to think SBA
employees have done something wrong. We believe that our
employees took adequate stepa when they detected the problem.
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¢) Should any of the article’s allegations be accurate, I
would ask what actions have been taken against SBA employees
involved, any 7(a) lenders involved and| any loan packagers
or other individuals involved? E

ANBWER: As stated above, we have found nothing that would
lead us to believe that our employees were involved in the
perpetration of the fraud. If we do find such involvement, you
can be sure that immediate action will be taken by the Agency.
To date, we have removed two lenders from our Preferred Lender
(PLP) and Certified Lender (CLP) programs anp have referred
approximately 30 cases to our Inspector General for
investigation. Additiocnally, we are now checking all loan
applications with tax returns obtained from the IRS in the area
of California where our employees discovered this problem. We
are also instituting a random sampling survey around the country
to determine if we have a problem anywhere else.

d) Wwhat has been the total loss sustained by the government
in all of this.

~ ANSWER: We do not have any loss figures on the individual
loans that we believe to be part of the problem. It should be
pointed out that the fictitious tax returns were submitted to
support repayment ability of a loan. Whether a loss will be
sustained will depend on whether or not the loan can be repaid
through the actual earnings of the business|or through the
liquidation of the collateral taken as security. It may be some
time before we can assess the actual losses (if any).

e) What is the actual current loss rate for the 7(a) loan
program and what has it been for the last five years?

ANSWER: Attached is a printout showing losses for the 7(a)
loan program for the last 10 years. It takes several years for
a loan portfolio to become seasoned. Therefore, losses for the
years 1990 and after are not necessarily indicative of current
SBA loss experience. The improvement clearly indicated in years
1984 through 1989 is the result of the "quality" emphasis on loan
processing introduced in the early 1980s, and the comprehensive
training program initiated in the mid-eighties. .

£f) Wwhat efforts are underway with further oversight of this
problem in all of SBA’s regions?

ANSWER: We have a number of 1nit1atiqes underwvay which will
enable the agency to better oversee loan packaging and approval.
Foremost, immediately upon my arrival, SBA |contracted with
William Adler & Co. and Arthur Anderson & Co. to evaluate our
entire loan portfolio so that we will know the degree of risk
inherent in that portfolio. Additionally, \we are moving forward
with plans for centralizing the activity of the Preferred Lenders
Program (PLP) in order to improve the overaight of our PLP
lenders. We have implemented a system that will take a random
sample of applications submitted and check the returns with IRS.
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- In addition, we have developed a system to track loans by loan
packager. This will allow us to monitor theIperformance of loans
presented by individual loan packagers in relation to other loan
packagers operating in the same geographic and risk area. You
can be sure that we will aggressively pursue these and other
initiatives that may be necessary to combat fraud in our loan
prograns.

g) To what extent are loan packagers involved in the 8BA
application process and. why are they needed.

'ANSWER: Loan packagers of one form or another are involved
in approximately three-quarters of SBA loan applications. The
loan package (in part or in whole) may be put together by an
accountant, a lawyer or an individual having experience in
financial presentations. They are needed because most small
businesses would rather pay someone to do this type of work
rather than take time out from operating their business. Also,
many small business owners do not have the background to prepare
financial statements, business cashflows, projections, etc.

SBA is working to simplify its loan applications, which we
believe will reduce the need for packagers.l Currently, we are
testing a one page (two-s;ded) loan guarantee application in two
pilot projects.

Question 2. SBA’s Health Care Role:

An article appeared in the Wall Street' Jourpnal on September
24 1993. The article describes a meeting held between SBA

employees and several small business owners, as follows:
*The Small Business Administration brought the 40 business
owners together for a working lunch to‘show them how to
calculate the effect of the President’s plan for their
companies. The owners huddled over computer screens as they
" ate sandwiches and potato salad. They)were led through a
number of calculations based on their total number of '

' employees, average wages, the expected[cost of insurance
and the value of government subsidies proposed by the
Administration.”

After reading such news reports, my Committee staff called
your agency and asked if they could review the computer
program and the methodology used to deyelop it. After
an initial positive response, they were denied this
information. A follow-up request for the staff to actually
go to the agency and use the program qas also denied.
Apparently, my staff was told that "the program was still
in its development stage," and, therefore, could not be

.~ reviewed until its completion. This, despite other SBA

. pronouncements that the program would be available soon

through a toll-free 800 number. My questions are:

a) Were this program and its accompanying expenditures
authorized by the Congress? If so, under what program?
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' nnsuzn' “Section 2(a) of the Small Business Act expresses
the declared policy of the Congress to aid, Founsel, assist and
protect, insofar as possible, the interests of small business
concerns. Section 4(a) of the Act creates the Small Business
Administration in order to carry out the peﬂicies expressed in
the Small Business Act. In addition, sections 8(b) (15) and (16)
of the same Act authorize SBA to disseminate data and
information, in such form as it shall deem appropriate, to public
agencies, private organizations, and the general public; and to
make studies of matters materially affecting the competitive
~strength of small business, and of the effect on small business
of Federal laws, programs, and regulations.]and to make
recommendations to the appropriate Federal agency or agencies for
the adjustment of such programs and regulations to the needs of
small business. We believe that this authority authorizes SBA to
carry on the program in question. SBA’s salaries and expense
appropriations are available to fund such an authorized _program,

b) If the CIinton Health Plan, upon which your program is
based, is still being fine-tuned, and no accurate figures

are available, how can your agency devise such a computer

program and claim validity?

" ANSWER: At the time that a request was made by your staff
to view the software, the health care computer program was being
fine-tuned, a process that is continuing. At such time when SBRA
has fully completed the development process, we would welcome the
opportunity to demonstrate the program to members and staff of
‘the Small Business CQmmittees.

- The relevant numbers in the Health Security Act as currently
configured are the percentage caps for wages under $24,000 and
the policy costs. Both sets of those numbers are known. The
computer software program is designed to accommodate changes in
these numbers as the plan is tailored. Inputting these changes
into the program takes a matter of minutes.

A maximum of 17 pieces of information are required to make
an accurate calculation (all 17 are not required in all cases).
These 17 pieces of information can be subdivided into three
groups: employer information, employee infqrmation, and insurance
policy information. Structuring these groups of information to
compare what a firm currently pays for health care to what it
will pay under the Health Security Act is all the program is
designed to accomplish. This is not a highly complex or time-
consuming undertaking. The average lengthfef an operator
assisted call is ten minutes. Currently, we are only sampling
our district offices. The 1-800 number is not available for

public use at this time.

¢) Is it the agency’s intention to devise programs
explaining all health care proposals to the nation’s small
business community or are you cenfining all your efforts to
one proposal?
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Yes, we would like to be able
Our ability to:

ANBWER:
proposals to our customers.

resources and the availability of infornation.

‘health plans to be considered contain suffic
determine employer costs and the three groug

noted above remain the same, we believe that

to explain all

do this depends on
As long as other
ient detail to

s of information
our current program

15 as appropriate and
of doing so would

has the elements to accommodate modificatior
compare costs of other proposals. The cost
have to be studied.

d) Does your agency have any job loss

figures on the
Clinton proposal or other health care g '

>roposals?

ANSWER: SBA is not aware of a reliable nethodology to
compute employment changes. Current eoonomic models don’t
provide enough precision to determine whether those businesses
not currently offering health benefits will[respond to the health
care plan by modifying wages or by modifying employment levels.
But we believe that allegations by critics of job losses in the:
millions are the product of flawed economic| reasoning.

It should be kept in mind that for many businesses, the
health care plan will be a net plus. Most small businesses ,
already offer health care benefits to their| employees, and they
are paying about 35 percent more on average for that coverage
than large firms. The President’s plan will level the playing
field, and because of cost controls, will rpduoe increases in
businesses’ health care costs over time. In sum, there will be
factors coming into play which may result in job creation as well
as job loss, but the net effect either way will be small.

e) Do you as SBA Administrator strongly believe that all
employers in this country should be mandated by the
government to provide health care coverage?

ANSWER: Yes, I do. Affordable insurance for themselves,
their employees, and their families can only help small business
owners in the long run. A secure workforce will be more
productive, and increased productivity lowers product costs.
Comprehensive health care is a major component of workforce
security.

Qucstlon 3.

The White<Kouse«Conferenc
Commission: .

e On Snall Businese

The President has announced the eleven appointees to the
above named Commission. In his announcement and
‘accompanying materials, no mention is|made of the party
affiliation of any of the appointees. This was not the case
in earlier Conferences. In fact the law states: "Not more
than six of the Commissioners shall be ©f the same political
party." My Committee staff has attempted to acquire this
information, but has been unsuccessful. To insure that the
lav is being complied with, could you[please provide me with
the registered political affiliation of each of the eleven

Commissioners?
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aﬁswﬁn: Piease find enclosed a list of the White House
Conference on Small Business Commissioners, which includes a
notation of their party affiliationms. o

_ I hope this information is helpful to you.' Please do not
hesitate to contact me if I can be of further assistance to you

or the Small Business Committee.

- Erskine Bowles
Adninistrator

Attachments (2)

cc: All Members House Committee on Small Bu§iness
- All Members Senate Committee on Small Business




White House Conference on Small Bﬁuinésq Commission

Merle Catherine Chambders (D)
Axem Resources, Inc.

7800 East Union Avenue

- Suite 1100

Denver, CO 80237

Rudeolph I. Estrada (D)
Sumnit Group

625 Fair Oakes Avenue
Suite 225

South Pasadena, CA 91030

Peggy Sone Fisher (D)
fone Travel, Inc.
6501 Detroit Avenue
Cleveland, OH 44102

C. Bugh Friedman (R)
University of 8an Diego
School of Law ‘
. 5998 Alcala Park

san Diego, CA 92110

Brian Lee Greenspun (R)
The Las Vegas 5un

303/740-5000

818/570-1525

'216/281-7620 |

619/260-4600

702/385-3111

800 South Valley View Boulevard

Las Vegas, NV 89107

Clark Jones (D)
Jones Motor Co.
P.O. Box 1060
Savannah, TN 238372

Mary Frances Kelley (D)
Kelly & Co.

3936 South Magnolia Way
Denver, CO 80237

Josie €. Natori (I)
The Natori Company, Inc.
40 East 34th Street
New York, NY 10016

Alan J. Patricof (1)
Patricof & Co.

445 Park AVenue

New York, NY 10021

901/925~-4923

303/584~-0510

212/532~7796

 212/794-9426

(x4372)
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Larry shaw (D) . 919/323-5303 |
Shaw Food Services, Inc.

1009 Hay Street -
Fayetteville, NC 28302

Gary N. Woodbury (R) ~ 517/482-8788
Small Business Association of Michigan
501 South Capitol Avenue

Buite 415 - -

P.O. Box 16158 ‘

‘Lansing, MI 48901-6158
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RUN DATE: 08/23/93 SMALL BUSINESS ADMINISTRATION

,em:f

REF # 931629 7(A) amm BUSINESS LOANS - FY B2 THAU FY 93 viD
: _ AS OF; 08/31/93
, A , *ONLY INCLUDE LOANS DISBURSEDe
ewvevccca NET LOANS APPROVED ---=-+  <-- LOANS DISBURSED == =c=== LOANS CHARGED OFF ce--=v~
JLIscAL vEAR | o toMNs (. B.GROSS | §.SBA SMame | otOMs | . 30ROSS o LOANs %038 | S aRoss @ Xosa
1984 15,030 2,526,701,613 2,145,210,772 15,019 2,826,275,368 2,861 19.0 302,419,690 12.0
1985 13,793 2,387,819,202 2,029,298,809 13,781 2,387,362,966 2,353 16.3 228,217,442 9.6
1986 12,691 2,364,5637,941 1,877,958,641 12,677 2,264,300,601 1,702 13.4 171,074,168 7.6
1987 13,083 2,460,323,860 .1,994,143,156 13,072 2,460,286,015 1,808 1i.§ 151,067,878 6.1
: 1988 | 13,464 2,697,107.960 2,170,966,662 13,454 - 2,697,886,778 1,350 10.0 tao.ou.ioo_u.a
1989 14,260 3.073,620,560 2.489,208,24% 14,278 3,072,130.774 1,099 7.8 118,898,749 3.9
1990 15,650 3,540,164,796 2,868,623,254 15,635 3,536,200,336 697 4.8 71,817,021 2.0
1991 16,366 3,842,738,073 3,118,846,816 16,318 3,824,756,794 233 1.4 19,249,742 .8
1992 21,438 ©,333,471,366 4,321,898,650 _ 20,894 ©,091,667,768 40 .2 2,300,838 .0
1993 22,627 6.787,861,624 4.674,882,393 12,723 2,938,675,726 ° 0
CFY 1984 - 1993 158,422 33,914,326,979 27,691,016,297  147.848 30,799,363,132 11,755 8.0 1,204,083,117 3.9


http:nO.UI5.M2

pasys

Congress of the Wnited States
THouse of Bcpresentatihzs |
Washington, BE 20515

October 18, 1993

The"Honorable Bill Clinton
The White House '
Washington, D.C. 20500

Dear Mr. President:

As we eagerly awalt your ‘introduction ‘of actual health care
reform legislation, we are concerned about act1v1t1es by your
Administration to promote a plan which has not been finalized.
Misleading assurances are being made to the public which cannot
be backed up by-objective data. '

We specifically object to a recently dlstrlbuted publlcatlon of
the Small Business Administration (SBA) ent1|led "The Health
Security Act: Benefits to Business" (see enclosure). This
official government publication, obviously tErgeted at the small
business community, contains statements which are. nothing more
than bold and unsupported assertions which have been contradicted

by your own Administration.

In the "Questions and Answers" section of thls publlcatlon, the

- following question is asked: "Can we be confident that this plan

had been analyzed rigorously and that the fﬂnan01ng is rellable’"
The publication answers this: questlons as follows.

"Yes. At the beginning of this process, the President
brought together some of the best mlnds in the country to
help design a financing package for heslth care reform. The
numbers and analyses that underline the President’s proposed
plan for health securlty represent months of rigorous work
by experts from various federal aqenc1es for the first time.
An outside group of economists and actuarles audited the
work that was done, and examined and vslldated the cost and

. savings projections. These cost and savings projections are
solid, credible, and conservative."

According to the Government Printing Office| (GPO), the
publication containing these assurances was| made available to the
public on September 28, 1993. - As of this date, your
Administration has Stlll not presented to Congress final
legislation contalnlng the details of your health care reform
program. It is reported you are stlll'workhng out the details,
including several of the cost and savings estimates.



http:vario.us

The Honorable Bill Clinton
October 18, 1993
Page Two

We are perplexed about how the Administration can boldly assure
the business community that its "cost and savings projections are
solid, credible, and conservative" when you have not yet even
f;nallzed those projections. How can these prOJectlons be
audited by an "outside group of economists ahd actuaries" when
final projections are not yet available?

The confident assurances in thlS publlcatlon are further put in
doubt by recent reports of officials in your own Administration
admitting as much as a $16 billion error in Fhelr calculation of
the cost of premium subsides under your plan for low-wage
employers. How can the Administration repoqt to small business
owners that its figures are "solid, credible, and conservative"
when you have essentially admitted they are not final or
accurate?

Another problem with the SBA publication is |a colorful feature
pretending to show case studies of how your health care reform
'plan will actually reduce the cost of health coverage for

business owners.

The publication tells the story of "Charles" who is "an
electronic equipment manufacturer" and "Danlta and her husband"
who own "a small construction company." Readers are told the
reform plan will save Charles $126,278 and will save Danita and
her husband $4,900. It is unclear, however) if these case
studies are flctional and what assumptions the cost savings are
based on. No details are given about the c1rcumstances resulting
in the extraordinarily high premiums currently belng paid by
these 1nd1v1duals, or characters. It is our concern that much of
the indicated savings are the result of exaggerated and
misleading estimates of current insurance costs.

Are Charles and Danita real people or fictional characters? What
were the circumstances, or assumptions, which resulted in their
current premium rates? Why were such atypiéal examples used to
demonstrate alleged cost savings under your| plan?

If a private insurance company put forward Fhls type of
information without explaining if its case studies were real or
fictional, or without providing details about the circumstances
or assumptlons involved, we are sure you would agree they would
be subject to Federal Trade Commission sanctions and possibly
private lawsuits for false advertlslng, or fraud. We hope you
would also agree the government should not Fry to sell its health
"plan in a manner which is illegal for private companies. We feel
" this SBA publication crosses that line. ' :
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Another shortcomlng of this. publlcatlon is the many questions it

51mply

does not answer. The "Questions and Answers" section

ignores or glosses over serious areas of concern for the business
community. We would be interested in answer§ to the following d
critical questions, which are certaln to be of interest to the

bu51ness community as well:

o)

e/

How is "payroll" defined under your plan?

Should the true cost estimates fail to be "solid,
credible, and conservative," how will|the federal
government make up any shortfall in revenue?

Will the employer payroll tax (premlum) be increased to
offset any revenue shortfall?

For what perlod of time will the employeér subsidies remain
in place under the Clinton plan? Areithey permanent, or
will they be phased out at some point?

What happens to a company which currently does not provide
insurance to its employees and cannot|afford to meet its
minimum employer obligations under your plan? What is
your definition of "affordable" health care? How can we
know all bu51nesses can "afford" your plan? ‘

What type of record keeping will employers be responsible
for? For what pericd of time must records be retained?

" What is the estimated new paperwork b&rden on employers,

both in terms of time and in new equlpment that may be
required to report the information?

What penalties are employers subject to for failing to
meet the huge number of mandates and new requlrements

under your plan?

How does the Clinton plan deal with fluctuating payrolls
caused by irregular overtime hours in determining the
average wage for a business? .

What are the estlmated job losses and |business failures
under your plan’

These are only a few of the many questlons we, and many business

owners

and employers around the country, have about your plan.

They are questions which should have been an§wered but were not
even addressed, in the slick SBA brochure sent out to the small’

bu51ness communlty
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Over 150,000 copies of these SBA brochures were printed-at a cost
of over $50 000 to the taxpayers =- money that could have easily
paid for a job-creating, start-up business loan. These brochures
were, at best, misleading about the reliability and finality of
the cost and savings estimates of your plan,|a critical component
upon which the entire plan rests. They failed to address key
business concerns. And, despite these flawsL the publication
will be completely obsolete in a matter of months once the plan,
is altered by Congress. And yet, we may reasonably assume there
are now small business owners and employers out there relying

" upon the faulty and incomplete information. the SBA has provided.

If we are to have real health care reform, the debate must stay

centered on the facts. We trust you will agree it does not help

~ to have government agencies distributing false and misleading
information in an obvious attempt to persuade the public to

support one particular plan. In that spirit| we have several

. questions about how you plan to correct the harm done by this SBA

publication

Will your Administration publicly repudiate this misleading SBA
publication, halt its dissemination, and send out a statement of
correction to all persons who have received a copy of it?
Assuming this is the proper role of the SBA,}w1ll a future
publication contain answers to the missing questions we

have suggested (questions which we would like the answers to

ourselves as soon as possible)?

At stake is the credibility of your Administration. The need for
health care reform is too important to risk Jllow1ng such
misleading and destructive efforts to discredit this admirable
goal. Knowing of your commitment to our shaqed goal, we trust
you wil]l take the proper actions to address this situation and

answer sjour questions.

‘/Bob Walker s M.C.
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TO:

FROM:

. October 8, 1993

Ken Thorpe
Chris Jennings

SUBJECT: Options to Lower Medicare Program Drug Cost Projections

Hope the following is helpful in your efforts to reduce the cost of the Medicare

prescription drug benefit. Please keep me informed of your final decisions. 'l‘hanks

Lower Induced Demand Projections.
CBO originally projected that the Medicare prescription drug benefit would
result in a 4 percent induced demand for prescriptions; they now are at a 10

"percent induced demand. (Apparently, once they learned about the 10 percent.

HHS induced demand assumption and had recurrinrg nightmares over their
memories re the Catastrophic health care bill, they upped it to 10 percent.) In
light of CBO's past assumptions, the fact that the Rz‘and Corporation
assumption is at 4% -- Steve Long, Project Hope is at 5%, and Don Muse is
at 5%, the Administration should be able to go down to at least 7%.

Increase Rcbaté on Single Source and Innovator Multiple Source Drugs.‘
Current rebate is 15 percent off Average Manufacturers' Price (AMP). Increase
rebate to 17 percent off AWP. .

Institute Rebate on Gcnérié ‘Medications. ‘
Institute a rebate on non-innovator multiple source|drugs of 7 or 8 percent of
the AMP. (You have nothing now.) :

Make certain that non-prescription drugs are not covered in the new
Medicare benefit. Under current law, the Medicaid drug benefit also covers
non-prescription (over-the-counter) medications. If the Medicare benefit now
assumes this benefit, you should be dble to save dollars by not including this
benefit in the new program expansion.

Look at assumed future growth rates of prescription drug prices. CBO may
be at or around 6.5 percent; I am not certain where you are I heard around 8
percent. Don Muse is at 7% and Project Hope is at|6.8%. You may want to
see if this has any implications for your numbers, even though we should have
an indexed, inflation protected benefit.
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Lower Pharmacy Dispensing Fees.
Current proposal provides that the dispensing fee per prescription is $5.00 for
participating and $3.00 for non-participating pharmlacies Lower to 84.50 for
all pharmacies. (If necessary, you can look at $4. 00.) :

Strongly Enforce "Mandatory Generic Dispensing Policy."

There may well be room for higher generic substitution assumed numbers.
Apparently, there are private plans that reach 95 percent levels for generic
dispensing of all prescriptions written for multiple source drugs.

Assign Savings to the Secretary's Authority to Negotiate over New Drug
Prices.
New drug costs will be a major factor in escalating programn expenditures. The \
Secretary's authority to negotiate with manufacturers over new drug prices
should result in lower new drug costs, and as a result, some program savings.

Attribute Savings to Drug Use Review.
The Medicare drug use review program and the electronic claims management

system should reduce the level of ineligibles, duplicate prescriptions, and result
in overall program efficiencies.’

Define "Estimated Acquisitlon Cost" for reimbursement to pharmacists for
'single source and innovator muitiple source drugs as Average Wholesale

Price (AWP) minus 8 percent. (I don't know much [about this one.)




TO:

FROM: Chris Jennings

October 8, 1993

Ken Thorpe

SUBJECT: Options to Lower Medicare Program Drug Cost Projections

12

Hope the following is helpful in your efforts to reduce the cost of the Medicare

prescription drug benefit. Please keep me informed of you?r final decisions. Thanks.

"benefit in the new program expansion.

Lower Induced Demand Projections.
CBO originally projected that the Medicare prescription drug benefit would

‘result in a 4 percent induced demand for prescrlptions. they now are at a 10

percent induced demand. (Apparently, once they learned about the 10 percent
HHS induced demand assumption and had recurrinig nightmares over their
memories re the Catastrophic health care bill, they upped it to 10 percent.) In
light of CBO's past assumptions, the fact that the Rand Corporation
assumption is at 4% -- Steve Long, Project Hope is| at 5%, and Don Muse is
at 5%, the Administration should be able to go down to at least 7%.

- Increase Rebate on Single Source and Innovator Multiple Source Drugs.

Current rebate is 15 percent off Average Manufacturers' Price (AMP). Increase
rebate to 17 percent off AWP. '

&

Institute Rebate on Generic Medications.
Institute a rebate on non-innovator multiple source drugs of 7 or 8 percent of
the AMP. (You have nothing now.)

Make certain that non—prcscription drugs are not covered in the new
Medicare benefit. Under current law, the Medicmd drug benefit also covers
non-prescription (over-the-counter) medications. If the Medicare benefit now
assumes this benefit, you should be able to save dollars by not including this -

Look at assumed future growth rates of prescription drug prices. CBO may
be at or around 6.5 percent; I am not certain where| you are I heard around 8
percent. Don Muse is at 7% and Project Hope is at 6.8%. You may want to
see if this has any implications for your numbers, even though we should have
an indexed, inflation protected benefit.
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Apparently, there are private plans that reach 95 percent levels for generic
dispensing of all prescriptions written for multiple source drugs.

Assign Savings to the Secretary's Authority to Negotiate over New Drug
Prices. v
New drug costs will be a major, factor in escalating p‘rogram expenditures. The
Secretary's authority to negotiate with manufacturers over new drug prices
should result in lower new drug costs, and asa result, some program savings

Attribute Savings to Drug Use Review.
The Medicare drug use review program and the electronic claims management
system should reduce the level of ineligibles, duplicate prescriptions, and result
in overall program efficiencies.

Define "Estimated Acquisition Cost" for reimbursement to pharmacists for
single source and innovator multiple source drugs as Average Wholesale
Price (AWP) minus 8 percent. (I don't know much |about this one.)
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Mrs. Hillary Rodham Clinton
White House

Washington, D.C.

Dear Mrs. Clinton:

i

cancennng ] decji%)n by
|

Hment
ion of

the Administration to break an agreement with the Committé
of Federal employees and retirees into the state :egmnal alli
the Federal Employees Health Benefits Program (H!HBP) - :

¢ ttmmg of the e

I am writing to express my great fmstratloﬁ d dekp | nge
_tée; 2
lian 1 d the f‘mal dissolt

The Administration has proposed that Fede}al employees , ermolled in state pe; Fional
health alliances. While the Committes has so far mserved r Judg ment dn the threshold |issue
of whether Federal employees should be enrolled, the Comitm tey fpit thnt if that were o
heppen, the FEHBP should continue serving its eqmnees until 11 fifty states have‘;)‘ij n
operating regional alliances; only then would Federél employczs arid retirees be e g¥d in
the alliances and the FEHBP abolished. If Federal bmployees to be enrolled ch
state regional alliance commenced operation, OPM tvould haveE inistpr the P for
the remaining enrollees with a rapidly declining M unstdble k ool. f

{ H y

The phase-in transition the Administration is ‘about td p' pose would make _
FEHBP unadministrable. FEHBP rates could be iv¢ry unstélﬂa Rl M sox;ne instanoes, could:
skyrocket. Administrative expenses would be spm‘a;i and féwer enrollees, (A
ain viable en ugh to

shrinking risk pool will make it difficalt for some FEHBP | Ilﬂi:hs. |
!%g

continue operating, their enrollees could be subjected to stee njinm indreases an 9
decline in service, in addition to the unnecessary disruption from b} mg mdved into the
government-wide service plan during the transition period. Even th
difficulty establishing their rates and may defensxvply pﬁoe thbf: ;

On Wednesday, September 29th, the Comm&we Staff Difed
Counsel met with Mr. Irm Magaziner, among others to mms .
After a discussion of this particular point, My. Mdgaﬂner agreed ¢
the Administration’s health care reform bill that | i'ovlded that |
enroll in regional alliances only after all of the sfd,re mgipna! A1
Sully operational. His agreement to the provmmn smxght l?y my i

Pt I ¢
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Mrs. Hillary Rodham Clinton
October 21, 1993
Page 2

i
T

unqualified. A second provision requiring OPM to offer | suppl
enrollees to avoid any diminution in benefits or mcrease in out

system was agreed to as well. 5 1 3

‘ v
’

This afternoon, my staff was formally nouﬁed thatlthe ;
its agreement with the Committee and will pmceeg to pmpdse
FEHBP into the new system. In addition, we were, ‘notified tha ) the bxll will authonfe

: in

l

The Administration’s proposal to enroll Fegt;ral emp!oy s b

i

|

i

‘

menta) be,neﬁts to HE
f-

dninistration has repe
pbhase-in integration

%

mcket COSts undcT the new

P

ed on
of the
but

»s‘

d abolish the FEF

BP on

a phase-in basis is unacceptable to the Committee. It further co flicates an already|difficult

situation for me. To begin with, I already have venP' grave con -
abolishing a generally well-run program that serves 9 million p’p .
be abolished, I want to ensure that it is done right -- that is, disol
most rational and most orderly manner. I would élso point out ,
organizations view the possibility of a phase-in transmon with thfé
and trepidation as I do and will be commumcaung those vie*ws 5

1 i %

ok
, leglslatmn, I may be forced to oppose outright the: Admmlsu*au;
FEHEP into the state regional alliances. Given both my desiré ¢
President on solving the Nation’s health care crisis and to 6@ 4t
President’s proposal to dissolve the FEHBP, bemé forced ta‘k' !

truly be regrettable. P
; N

In closing, 1 respectfully urge you to reverse the Admi

i

ed in the least di
% Federal employ e%e
ame degree of cond

jyou. !

s over the whole %:‘a of

isto
ptive,

em

eroSal to mte%rate the
the

n iwould

: oq]‘s decision and

include in the bill the agreement entered into between the Cun

both he timing of the integration of the FEHBP into the new

supplemental benefits for Federal employees. I woqld like to
discuss this matter further. ,

fl with you on Mo:
|_

ittee and Mr. Mag; urer on
ftef and the provisi
: dhyo
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National Puerto-Rican €Coalition, Inc.

October 13, 1993

Mr. Chris Jennings
Office of the First Lady

014 Executive Office Bldg.
Room 213
Washington, D.C. 20500

FAX No. 456-7739

Dear Chris:

It was good meeting you through Dr. Arthur Flemming
this past Monday at Twigs, even for such a short

tinme.

We are ‘committed to | supporting the President’s
program on healthcarq, and our major concern at
this time is our desire to be involved in the

process.

I would 1like to meet with you to discuss the
~National Puerto Rican Coalition’s programs further.
I will call your office in the next few days to set

up a time to meet.

Kind regards,

101293 .mcs
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