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CBO SCORING OF HEALTH REFORM BILL

BACKGROUND

CBO director Reischauer Will be giving his g"fiew of the President’s
health reform bill to the Ways and Means Comm:ittee this afternoon. The
CBO report poses two problems: |

1) it assumes much higher costs than the A'[dministration did -- an
increase in ’the deficit of $70 billion during the néxt six years, compared to
the Administration’s estimate of deficit reductiori of almost $60 billion
during that period. The major contributor to thijis difference is CBO’s much
higher estimates of the total subsidies that wculci go to employers ($72
billion more). ;

However, the CBO report says its estimaies of the deficit impact of
: the bill "diﬁ‘er 'only modestly from'thos'e of the Administration“ since most
of the deficlt reductlon potential of the bill comes in the period beyond the
current five-year budget period -- and CBO "belleves that the bill holds the
plv'ovmisve Qf reducing the deficit in the long term;."

F'urther, CBO projects that total nat:i(maliE health expenditures would

" | fall by $30 bllhon by the year 2000 and would be $150 billion below the
o _ :baselme in 2004. _Over the ten year estlmatmg perxod CBO prOJects S

natlonal health savings of $349 bnlhon



2) CBO treats premiums paid by employerfs to purchase health
insurance for their employees as a payroll tax, arfld says the transactions of
health alliances should be included in the Federzsll budget. They should,
however, be treated separately like Social Sécuri%y. "This means that private
transactions for the purchase of health insurancé, paid not to the Federal
government but to health insurance plans through health alliances, should
be in the Federal budget.

What is CBO’s logic? :

0 CBO argues that the Federal govem;ment would mandate

that everyone be covered by health insuraxgrce, therefore the

premiums paid for health insurance wouldf be compulsory and
!

i
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should be on budget.

0 CBO also argues that, even though health alhances

wouuld not be part of the Federal governrnent ‘they would be -
exercising the sovereign power of thegovernment by collectmg |
insurance ‘premiums, therefore these prenriums should be on
budget. | ”

CBO does point to the uncertainties of it’s analysis of boththe costs

- and the budget treatment of the blll The report says

"Estrmates of the interactive effects of so many complex changes to'
|



'
}
!

an industry that encompasses one-seventh of the economy are highly
|

uncertain." i

o "... There is no precedent for estimating the effects (of the bill) on

health spending or the economy." - :
TALKING POINTS
I find CBO’s decision to include ﬁrivately-paid health
insurance p;'emiums as part of the Fe(;leral budget an
incredible judgment. It just doesn’t niake sense.
o Employers pay premiums fori health
insurance today and no one ever éuggested that
- they be on budge.t.
0 -Thes'cpi'ém‘iums would never come near the
Federal tréésu'ry. | | ]
o The ﬁlligncés would be Staté;government
'e‘nt'i"t'ies z}fnd fhé Federal governmént’s financial

~ expoéure would be explicitly 1imitied.

" .o - If the issue is whether or not they are o
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mandatory, CBO has analyzed otlzler bills that
required employers to provide hef;tlth insurance
for all employees and never consifdered these
mandatory premiums on quget. (A bill
introduced by Packwood in 1974 and the Mitchell
bill over a year ago.) 3
There are plenty of other examplés of Federal
mandates that efféct the costs of doing business that no
one has ever considered putting in the«z Federal budget:
o Worker’s Compensation Insura%nce (State
mandated coverage and paymentsé, not in State |
budgets)
o Minimum wage requirem-ents
0 Federally-mahdated workplace ;health and’
safety standards . |

o Environmental protection laws require business =~

i



expenditures to comply with reguIations
o Business must comply with standards for

handicapped access, at a cost.

o And on the State level, no one argues that
automobile insurance premiums s:hould éppear on
State budgets, even if State goveri;ments mandate

universal coverage.
Should we put all of these costs oil budget also?

At any rate, theSel (iuestions shou}l?d‘not be the focus of
- our debate bn health pbliéy. We ha{ré éenbﬁgh t(iugh
décisions to make without letting the. 'ciebéte‘ sink to the
level of budget wm'lk;claséiﬁcati‘on iSSuevs." Whether or not
payments made to p_u'rchase health ins‘éura’nc.é_.s'hould be

. called premiums, taxes, or offsetting recelpts is not really



L]

important. What is important is what kind of health

security we end up giving to the American people.
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NFIB STATE-BY-STATE STUDY

SUMMARY: The study prepared for the NFIB on the state- by state umpact of the

employer mandate is not credible. ;

#1 Every one of it's conclusions is refuted point by point by the non-
partisan Congressional Budget Office, as well as many other
independent analyses. :

#2 And it fails to mention the many advantages for small business
in the President's approach. Most small busmesses provide

- insurance today -- including two-thirds of NFIB members -- and,
as the NFIB itself says, "most of the rest want to."” For the first
time, the President’s approach levels the playing field, bringing
affordable insurance into reach for the smallest companies.

The Prestdent has said repeatedly that he wtll only sign a bill that is

good for small businesses -- bringing them rock-solid affordable

tnsurance with strong protections for low-wage, low profit firms.
}

THE NFIB DOESN'T TELL YOU THE TRUTH ABOUT
THE PRESIDENT'S APPROACH...

PRESIDENT'S APPROACH PROTECTS SMALLEST BUSINESSES:

"I could not support a plan that I thought would be, on balance, bad for small .
business. I believe this plan is, on balance, good for small business. . . And I

~ will not sign any bill passed by the Congress that I do not believe is good for

the small business economy . . ." [President Clinton, 3/22/94]

- Small low wage businesses will receive substantial discounts on the

insurance they provide for their employees -- with the vast majority of the

* business discounts going to the smallest companies with the lowest profit

margins. In fact, the smallest businesses will receive discounts of between 25
and 85 percent -- finally bringing affordable i msurance into reach for
America's smallest companies. ,

i
1
i

PRESIDENT'S APPROACH PROTECTS JOBS:

In fact, some experts say there will be job crea’tion:. Two independent
studies -- one from the Economic Policy Institute and one from the Employee
Benefit Research Institute -- predict that health reform will cause a net
increase in American ]obs

- The EPI projects that 258,000 manufacturing jobs will be created over
the next decade. "We can definitely say that Li)e think there will be job
creation and not job loss . . . there are lot's of posztwe effects of the
Clinton plan."” [}Ql November 1993] - i
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- And the Emplovee Benéﬁt Research Institﬁte predicts that the

President's proposal could produce as many as 660,000 jobs. [EBRI,
November 1993] »

i

For example, the health care sector should produce a significant number of
new jobs. One health expert at the Brookings Institution predicted that the
plan will create 750,000 home health care jobs alg’:)ne. [Reuters, 9/17/93]

*PRESIDENT'S APPROACH SAVES BUSINESSES ?AND WORKERS MONEY:

The Department of Health and Human Services has released a study

predicting that businesses and employees will save dramatically.

. Employers who now buy insurance for their workers will save an
average of $605 per worker on premlums in the year 2000. This
totals $59.5 billion 1n 2000 alone. .

. Workers employed in firms that provide irisurance will save an
average of $293 per worker on premlums in the year 2000. This
totals $28.9 billion in 2000 alone. |

i
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HAWAII PROVES PRESIDENT'S APPROACH WON'T COST JOBS:

Hawaii's real world experience suggests that employer mandates -- such as
those proposed in the Health Security Plan -- do ggt_ have major adverse
employment effects. Since Hawaii asked all employers to provide insurance
for their employees in 1974, total private employment in Hawaii increased by
90 percent, compared to 54 percent in the United States as a whole. [The
Hawaii Department of Health] :

In addition, the unemployment rate dropped to o:ne of the lowest in the
nation (2.8% in 1991); small business creation rates remained high (the
number of employers grew almost 200% from 1970 to 1991), and the rate of
business failures in Hawaii remained less than half the national business
failure rate. [The Hawaii Department of Health, June 8, 1993]



I. WHO DO YOU BELIEVE?
NFIB SAYS SMALL BUSINESS WILL BEAR THE BURDEN BUT. ..

CBO SAYS ALL SMALL BUSINESSES WILL BENEFIT:
. "[The proposal] would benefit smaller firms that typically pay much
: higher premiums than larger firms. This leveling of costs could

benefit all small businesses -- not just those that provide i insurance
today. With access to more affordable 1 1nsurance small businesses
would be better able to attract workers who now demand health
msurance as a condition of employment.” (empha&ns added) ["4n Anaiyszs
of the Administration's Health Proposal”, CBO, 2/9/94]

;
NFIB SAYS PRESIDENT'S APPROACH WILL COST JOBS BUT . ..

CBO SAYS THERE WILL BE NEGLIGIBLE J;’OB LOSS:
. "The Clinton plan, [CBO] concluded, would not significantly slow the
economy or result in the loss of jobs, as many critics have charged.”

[Washington Post, 2/9/94] |

NFIB SAYS BUSINESSES WILL HAVE TO PAY MORE . .

CBO SAYS BUSINESS COSTS WILL BE RED UCED: :

. - "But businesses' costs for health care would be significantly reduced
overall, both because the proposal would p|r0v1de substantial subsidies
to firms and because it would limit the growth of premiums. .. By
2004, employers would save about $90 billion for active workers and

more than $15 billion for early retirees... " ["Analysis of the Administration's
Health Proposal”, CBO, 2/9/94] X } ’

NFIB SAYS WORKERS WILL LOSE WAGES BUT . .

CBO SAYS WORKER'S WAGES WILL INCREASE BY $90 BILLION:
. "And to the extent that business' costs are reduced, these will result in
higher wages. The vast preponderance of that $90 billion would be
* passed on to workers in the form of higher wages." [Reischauer Testimony,
Senate Finance Committee, 2/9/94] |
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- III IS THE SOURCE CREDIBLE"

PREVIOUS NFIB STUDY HAS BEEN WIDELY DISCREDI TED:
. When asked specifically whether he agreed with the NFIB'S last job-loss
. study, CBO Director Reischauer responded: "No, I don't, and I think the
estimates that you refer to are highly exaggerated. They often come from

a kind of logic that is flawed." [Reischauer Testimony, House Subcommittee on
Health, 2/1()/94]

. John Shields -- Vice President of the independent health consulting firm
Lewin-VHI -- said, "The NFIB numbers are way too hzgh They assume that
every possible job that could be lost would be lost and that's not what happens
in reality.” [Business and Health, 7/93]

i

WHAT'S THE NUMBER THEY'RE USING TODAY?

. Since September 3, 1993, NFIB has used 9 different estimates of job loss in
the Clinton plan. [PBS; BNA; Time Magazine: Reuters Hartford Courant; AP; Dallas
Morning News; 4/14/94 release] !

WHO DO THEY REPRESENT AN YWA Y? !

. The NFIB -- with 700 employees, $59 million in revenues and a CEO salary
of $340,000 -- is not representative of its members -- who on average have 5
employees, $250,000 in revenues, and an average salary of $40,000. {National
Journal, 6/12/93; NFIB IRS Form 990, 1990; NFIB's Leg1slat1ve Priorities 1993- 4
Association's Yellow Book, 193; Federal News Service, 5!25!93]

. The NFIB's own study said that 64 percent of small business owners wou'd
like to provide some or better insurance to their workers. And a poll
conducted by the NIB Foundation of its members found that 61% believe

"government must play a more direct role in health care to bring health care

cost under control." [Charles Hall and John Kuder, Small Business and Health Care:
Results of A Survey, The NFIB Foundation, 1990; NFIB Survey, 7/25/89]
|

. For a group calling itself the voice of small business, the NFIB has often
fought hard on issues with no impact whatsoever to its'own members. For
example, the NFIB worked actively to oppose the Famﬂy and Medical Leave
Act which applies only to businesses with 50 or more employees. Only 4% of
NFIB members have over 40 employees. [HR 3, 1987 88]

i
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. Although the NFIB presents itself as the champio!n'()f the Main Street small
business community, many issues the group has championed are well out of
the American mainstream -- with several again having no impact on small
businesses. These include the enactment of Medicare, cost of living increases
for Social Security benefit, minimum wage increases, worker's safety
requirements, establishing federal regulations forl child care providers, and
the Americans with Disability Act. : N -

T
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CONSAD PRODUCES DUBIOUS ANALYSES UPON GOP COMMAND:
. During the 1992 Presidential campaign, CONSAD produced "analyses" on
demand to support the Repubhcan agenda. ;
]

RHETORIC: One.cantroversial Bush-Quayle radio ad{fertisement cited a
CONSAD report to state that Clinton's proposals "would threaten up
to 200,000 jobs in Illinots. It also says a bongressional study
concluded Clinton'’s economic plan could| | put 80,000 leozs residents
out of work." S

{
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REALITY: "However . . . CONSAD' is headed by Wilbur Steger, who has been an
: adviser to President Bush and Dan Qua&le . and the congressional
study cited was the minority report with Republzcans ‘all concerned
with reelecting George Bush'" [UPI 10316/92]

REALITY: Since January 1, 1993, there have been @105,000 jobs created in
‘ Illinois -- more than were created in the last four years combined.
[Department of Commerce, BLS, March 1994]
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EXPLANATION: There are several factors to consider when
determining the level of beneficary cost sharing. The lower the
deductible, the higher total program costs. In addition, the
lower the deductible, the higher the increase in Part B premiums
that have to be paid by Medicare beneficiaries since this has
traditionally been the source of financing for 25 percent of Part
B costs. At some point, the costs of these additional penmiums
may become prohibitive. ;

In terms of deductibles and copayments, the Medicare drug
benefit could be less generous than the drug beneflt for the
under 65 population. That is because the elderly use more drugs
than the under 65 population, and the dollar value of the benefit

to the elderly -- even with the same or higher deductibles --

will be greater.

With a $50 deductible, over 75 percent of Medicare
beneficiaries will qualify for the program. At $250, about 60
percent will qualify. A desirable goal is to help as many
beneficiaries as possible, but there are about 20 percent of
Medicare beneficiaries that have high total drug costs. Cost
sharing at $250/year with an 80 percent deductlble will help 60
percent of Medicare beneficiaries, especially those that have
high drug bills. However, this option would pay for 80 percent
of the drug costs for many older Americans that did not have high
out-of-pocket drug bills. (between $250-$800). These funds may
be better used to provide long term care benefits.

Finally, because many older Americans already have drug
coverage under private plans, they may not view a drug benefit as
a significant improvement in coverage, especially if there is
little improvement in Medicare long term care coverage, for which
private coverage is generally poor. Because: of this, a
reasonable balance must be crafted between providing better drug
coverage and better long term care coverage. i

i

Therefore, option 3 would provide some relief to 60 percent of
beneficiaries, but would especially help those that had high out-
of-pocket drug bills. Medicare would not be paying 80 percent of
costs for those in the $250-$800 drug cost level, but would
aftyer $800 (or even a lower amount, such as $600) is reached.
Data show that it is the poorer older Americans -- those that do
not qualify for Medicaid -- that have the highest out-of-pocket
“drug costs, and would most benefit from the $800 cap.

i


http:EXPLANATI.ON

Section 3 - Prescription Drugs Covered:

o All FDA-approved drugs and biologicals and ﬁheir medically-
accepted indications would be covered under the program.

o Certain classes of drugs would not be coverbd by Medicare,
such as fertility drugs, drugs to treat anorexia, drugs used for
cosmetic purposes, and others that the Secretary of HHS
determined were subject to misuse or abuse.

€
{
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o The Secretary could also require for certain drugs that a
physician obtain permission from Medicare before the drug can be
prescribed for a Medicare beneficiary (This is a process known as
"prior authorization")

i

EXPLANATION: Most prescription drug programs cdver any drug or
biological that is approved by the FDA, with some restrictions.
Medicare coverage would be similar, except that 1like other
prescription drug programs, certain classes of drugs would not be
covered, such as drugs to treat baldness or skin wrinkles. In
addition, the Secretary may have a compelling interest in
monitoring the use of very expensive or unique drugs under a
system-wider "prior authorization" program. The Secretary would
have the ability to do this under this proposal. |

1

Section 4 - Medicare Drugq Program Cost Containmenﬁ:

Medicare drug program costs would be containedlthrough three
primary mechanisms: a manufacturer-based rebate program,
negotiations with drug manuafacturers over new drug prices, and
generic drug dispensing incentives.

o Manufacturer-Based Rebate Program

o Medicare's drug costs would be lowered through a rebate
program. That is, the manufacturer would have to rebate back to
the Medicare program a certain percentage of the' drug's cost.
The legislation would require drug manufacturers to provide
rebates to the Medicare program on a quarterly basis. Each
manufacturer would have to sign a rebate agreement with the
Secretary of HHS in order to have reimbursement provided for
their drug products under Medicare. |

o There are several rebate options that can be used.
i
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For generic drugs: the lower of the pharmacist‘s usual and
customary charge, or the median of all generic prices (times the

number of units dispensed) plus the §$5.00 per prescription
dispensing fee. '

o The professional fee for non-participating pharmacies would
be $2 less than those for participating pharmacies. The
dispensing fees would be updated each year.

|

o Pharmacists could not charge Medicare beneficiaries any more
than they charge cash-paying customers for prescriptions before
and after the deductible is reached. Participating pharmacies
would have to accept assignment on all prescriptions.

|
0 The Secretary would be instructed to develob a methodology
to pay pharmacists for counseling Medicare bepeficiaries on
proper drug use. i
EXPLANATION: Pharmacist reimbursement is structured so that
pharmacists have incentives to dispense generic drugs to
patients. To encouarge pharmacist participation in the Medicare
program, reimbursement levels would have to be updated regularly.

i



Section 6 - Program Administration:

o The Secretary of HHS would establish a national system of
on-line, real-time Medicare prescriptions 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 and medical history under
the Medicare drug program. :

EXPLANATION: Claims processing for most fee-for-service
prescription drug programs is done on-line in' the pharmacy.
These systems sigificantly improve the adminstration of drug
benefit programs, and reduces paperwork. An on-line system was
required under MCCA, and many state Medicaid programs are now
moving to admlnlster their drug programs on llne.‘ A similar on-
line system should be required for the Medicare drug benefit.

2
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Section 7 - Establishment of Prescription Drug Payment Review
Commission:

o To monitor program outlays and make recommendations to
Congress and the Secretary of HHS on program  financing and
operations, an ll-member Prescription Drug Payment Review
Commission (RxPRC) would be established, and appointed by the
Director of the Office of Technology Assessment (OTA).

i

EXPLANATION: Currently, there are two Congressionally-
established bodies that monitor Medicare program, expenditures,
the Prospective Payment Assessment Commission @ (ProPAC) for
hospitals, and the Physician Payment Review Commission (PPRC) for
physicians. This provision would establish a similar body for the
Medicare drug program. A similar Commission was established in
the Medicare Catastrophic Coverage Act of 1988. !

|
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Section 8 - Reimbursement to Pharmacists: E

‘o0 Payment levels to pharmacists for dispensingiprescriptions
to Medicare beneficiaries would be established as follows:

For brand name drugs: the lower of the pharmacist's "usual and
customary" charge, the 90 percentile of actual charges for the
prescription, or the estimated acquisition cost plus a $5.00 per
prescription dlspen31ng fee.

~
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Option 1: The Medicare program would receive a rebate that
would give it the same effective price that :a manufacturer
offered to its best customer. That is, Medicare would receive
the lowest price that the manufacturer sold the drug to any
purchaser in the marketplace.

Option 2: Medicare's rebate would not be equal to the "best or
lowest price" that drug is sold in the market, but the "median"
prices of all the prices at which the drug is sold in the market.
That is, the Medicare price would be the median price of all the
prices at which that drug is sold in the market by the
manufacturer. I

Option 3: Medicare's rebate would be such that the Medicare
price would be a 15 percent or 20 percent dlscount off the price
of the drug.

o Under any of the above rebate scenarios, Medicare's drug
prices would also be indexed so that they could not increase
faster than the rate of inflation, as measured by the CPI.
Manufacturers would have to pay each quarter an additional rebate
to Medicare if their drug prices did increase faster than the
rate of inflation, as measured by the CPI. '

o New Drug Price Negotiations

o The Secretary will have the authority to negotiate with drug
manufacturers over the price of new drugs and biologicals that
will be .covered by Medicare. The price negotiated with the
manufacturer would be reflected in the rebate that is paid to
Medicare for the drug.

0 Generic Drug Dispensing Incentives:

Strong provisions that encourage the use of less expensive
generic drugs instead of more expenisve brand name drugs will
reduce total program expenses. j

o Under the legislation, only generic versions of brand name
drugs could be dispensed under Medicare (if they are available)
unless the physician indicates in his or her own handwriting on
the prescription "brand medically necessary". f

H

0 The Secretary could require that a medical justification be
provided for the brand name drug when a generic equivalent is
available. In addition, the Secretary would also be given
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authority to "prior authorize" any brand name @rugs that have
generic versions on the market.

EXPLANATION: Medicare will become the single largest
prescription drug program in the United States. ‘Because of this,
Medicare should use this buying leverage to obtaln discounted
prices from drug manufacturers to lower total .program costs.
These discounted prices can be provided to Medicare in the form
of a manufacturer rebate program, which currently exists for
Medicaid. P

The rebate program will be the central feature of
pharmaceutical cost containment. The central question will be
the size of the rebate or the discount that the Medicare program
will receive. Medicare will receive the largest discount from
the "best price" option, followed by the "median" price option,
followed by the "flat rebate" option.

Each option would have different consequences for the non-
Medicare market. The first two options rely on the non-Medicare
market, and there is the possibility that manufacturers may raise
prices in the non-Medicare market to avoid giving deep discounts
to Medicare. This should not happen, however, if managed
competition works the way it is should. . The flat rebate would
have the least impact on the non-Medicare market, since the
Medicare price under this option would not be tled to prices
inthe non-Medicare market.

Because manufacturers will be paying rebates to Medicare for
drugs that are currently on the market, they may attempt to
introduce new drugs at much higher prices. Medicare should use
the same mechanisms used by other large buyers when determining
a initial price: negotiations. ,

Finally, there is excessive use of high-priced brand name
drugs in the Medicaid program, and a similar outcome could be
expected in Medicare if strong generic drug dispensing incentives
are not included in Medicare. Without these provisions, Medicare
could be expected to unnecessarily pay hundreds of millions of
dollars for brand name drugs that have generic equivalents.

Under the provisions, brand name drugs that have generic
versions could only be dispensed if the physician’ indicated on
the prescription in his own handwriting that the brand name
version was medically necessary. This would effectively preempt
state substitution 1laws, which have dlfferent provisionms
regarding generic substitution.




Just as the benefit package for the under 65 population will have a
prescription drug benefit, the Medicare program will be expanded to cover
outpatient prescription drugs. The coverage will commence in January
1996, or no longer than two years after enactment of national health
reform.

Eligibilit \

Any Medicare beneficiary that elects to take part B coverage (as 97
percent of the Medicare population currently do) will be automatically enrolled
in (and benefit from) the new prescription drug benefit. The same financial
incentive (penalty) for late enrollment will contmue to apply for the Part B-
benefit.

Deductibles/Copayments/Caps:

The deductible for the new benefit is set at $250, and indexed each year
to assure that the same number of beneficiaries at the deductible level that are
covered with the initial $250 deductible. There will be a 20 percent copayment
per prescription. In addition, there will be a $1, 000 out-—of-pocket annual cap
for each Medicare beneficiary. ,

Financing

The newly established Medicare prescriptioh drug benefit program will be
financed by both beneficiaries and the working population (of all ages).
Beneficiaries who opt for Part B, which will now include outpatient drug
coverage, will pay 25 perecent of the cost of the new coverage -- just as they
are now paying 25 percent of the rest of the costs of the Part B benefits. (It is
difficult to determine the break-down of who is paying the other 75 percent,
since the remaining cost of this program will be paid primarily from assumed
new Medicare savings.) |
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Prescription Drugs Covered

The benefit will cover all FDA approved drugs and biologicals and their
medically-accepted indications as found in the three national compendia
which are the American Medical Association Drug Evaluations, the American
Hospital Formulary Service, and the United States Pharmacopeia.

Certain pharmaceuticals, as is the case in the Medicaid program -- see
section 1927(d) of the Social Security Act, will not be covered by Medicare.
Examples include: fertility drugs, medications used to treat anorexia, and
drugs used for cosmetic purposes. Exceptions to the current Medicaid
exclusions would be barbiturates and benzodiazepines. (See also specific
references to how drugs now covered by Medicare will be affected, outlined in
the old catastrophic health care legislation.)

In addition, the Secretary of Health and Human Services, working with a
newly established Medicare drug use review board, has the authority to subject
medications to "prior approval.”" (Prior approval is a term of art for the practice
of requiring physicians to obtain approval before prescribing a particular
medication; this practice is used in the state admlnistration of the Medicaid
program). -

Placing any prescription on prior approval will be based on a decision
subject to data which demonstrates that the drug is subject to clinical misuse
or inappropriate use, or because the Secretary determines that the drug is not
cost effective. Prior approval can be placed on drugs currently on the market
or new drugs that will be on the market. '

Finally, all new drugs approved by the FDA will be covered. However,
the Secretary has the authority to negotiate better prices with the
manufacturer of a new product that the Secretary concludes is
excessively/inappropriately priced and has the potential to undermine the
fiscal integrity of the program. Manufacturers who refuse to negotiate will not
be eligible to have any of their drug product line reimbursed by any Federal
program or any Federally/State-certifled alliance.

Cost Containment:

As a condition of participation in Medicare, the legislation will require
drug manufacturers to sign a rebate agreement with the Secretary in order to
have reimbursement provided for single source and innovator multiple source
drugs covered under Medicare. No rebate is required for non-innovator
multiple source drugs (generics). Rebates will be’ paid to the Secretary on a
quarterly basis through carriers or intermediaries.



The program will require manufacturers to pay a rebate to Medicare
based on the difference between the AMP to the retail class of trade and the
median price of the drug in the non-retail marketplace, or 15 percent off the
AMP, whichever is greater. (HCFA actuaries currently estimate that Medicare
would achieve at least an average of a 17 percent rebate.)

An additional rebate will be required on a drug-by-drug basis for
manufacturers that increase prices faster than inflation on single source and
innovator multiple source drugs. In other words, just as the Medicaid program
has an indexed price to protect it from unanticipated inflation hikes, so too will
the Medicare program. The indexed price will be based on the average price
charged for the prescription in June, 1993.

Generic drug dispensing incentjves:

The new program will provide incentives to encourage the use of less
expensive, high quality generic drugs. More specifically, only generic versions
of brand name drugs will be permitted to be dispensed (and paid for) unless
the physlcian indicates in his or her own handwriting: "brand medically
necessary." The Secretary will also have the authority to subject a brand name
product to a prior approval requirement in the case where a high quality
generic is available. (The pharmacist would then be required to submit the
prior approval number with the electronic reimbursement claim.)

Reimbursement to Pharmacists:

For brand name drugs: Payment will be the lower of the 90 percentile
of "usual and customary” charges, or the pharmacists' actual acquisition cost
plus a professional fee of $5 for participating pharmacies increased each year
by the CPI-U.

For generic drugs: Payment will be the lower of the pharmacist's usual
and customary charge, or the median of all generi prices (times the number of
- units dispensed) plus a $5 per prescription dispensing fee, increased yearly by
the CPI-U. « ,

Participating pharmacies would have to accept assignment on all
prescriptions. Non-participating pharmacists wlll receive $2 less per
prescription than those for participating pharmacies

Lastly, the Secretary will study the feasibllity and advisability of
developing a methodology to pay pharmacists for' counseling Medicare
beneficiaries on proper and cost-effective use of medications.



Medicare HMOs

Medicare HMOs will be required to provide a drug benefit that, at
minimum, parallels the benefit outlined above. Such HMOs can -- as they do
now -- offer drug coverage that far exceeds this benefit, however. This, along
with other changes to the Medicare HMO program currently under
consideration by the Secretary and the HCFA administrator, should provide
further incentives for Medicare beneficiaries to opt into these plans, which
have their own very effective prescription drug negotiating mechanisms in
place.

Private insurance plans will be required to either reduce the amount of
the premium charged to Medicare beneficiaries that purchase these plans to
account for the coverage of prescription drugs under Medicare, or increase
coverage of other health care insurance services by the actuarial value of the
prescription drug benefit provided under the privqte insurance plan. Private
plans will not be prohibited from covering the prescription drug deductibles
and copayments not covered by the Medicare program.

Qualified Med Beneficiaries:

Low income Medicare beneficiaries will receive the same financial
assistance for the out-of-pocket costs associated with the new drug program
that is envisioned for the rest of the program after the enactment of health
reform.

s
i

'
i

:
I

The Medlcare DUR program will parallel the |program established in
OBRA 90 for Medicaid. Participating pharmacists will be required to offer to
counsel Medicare recipients on the use of their medications. Retrospective
DUR program will be operated by the newly established Medicare DUR Board.

The Secretary of HHS will establish 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 and medical hlstory under the Medicare
drug program. ; ,

Prescription Drug Payment Review Commission (RXPRC):

As was the case in the Medicare Catastrophic Coverage Act, the re-
establishment of RXPRC is advisable if its duties are not folded into the
Pharmaceutical Review Commission outlined in another section.
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A PRESCRIPTION DRUG BENEFiT FOR bLDER AMERICANS

i

i

Well over half of retired Americans are believed to be
without insurance coverage for their prescription drug expenses.
Yet, the elderly today consume over 30 percent of all
prescrlptlon drugs sold in the U.S. The lack of insurance
coverage causes economic hardship for a 31gn1flcant number of
older persons who are on extensive drug reglmens to control their
chronic conditions. This distortion in coverage also encourages
physicians to prefer expensive Medicare-covered surgical
procedures to cost-effective drug therapies.

This proposal is for a managed prescription drug benefit and
is based on the assumption that it will be enacted as part of a
health care reform package that includes a managed competition
approach. Coverage under this benefit would be required for all
Medicare beneficiaries, subsidized for some, offered through an-
insurance pool, and managed by private 1nsurers. Costs would be
contained through managed care technlques that have been proven
effective with this populatlon.

HIPC~-based Program ,

A separate drug benefit for Medicare beneficiaries would be
provided through the Health Insurance Purchasing Cooperatives
(HIPCs) that are established through health care reform to pool
risk and manage insurance coverage for small employers and

individuals.

. HIPCs would be required by law to offer a separate
prescription drug benefit,; available only to

Medicare enrollees. ?
i

. Each HIPC would maintain a single risk pool for
prescription drug expenses for all Medicare
beneficiaries. |

. Each HIPC would offer a choice of several

alternative drug plans, operated by the
participating AHPs. All AHPs would not be
required to offer a drug benefit. National drug
plans or insurers would be permitted to offer a
drug benefit in HIPCs where they did not operate
qualified AHPs. [

I



Participation

Drug Benefit Definition

All Medicare enrollees would be required to
participate in the HIPC drug benefit plan, with
the exception of those in managed enmployer-
provided drug plans. \
Medicare enrollees who enroll in an AHP for all
health care through either an employer plan or
through the HIPC would be covered for prescription
drugs through their AHP benefit package.

Self-insured employers would have the option to
purchase prescription drug coverage for Medicare
enrolled retirees through 'the HIPC.

Medicare enrollees with prescription drug coverage
through individual Medigap policies would be
required to purchase coverage through the HIPC and
could either drop or revise their Medigap coverage
or receive a rebate or reductlon in their Medigap
premium.

Medicare enrollees participating in Medicaid would
be enrolled in an AHP through the HIPC. Medicaid
would pay the entire HIPC premium and 50 percent
of any additional AHP premium.

t

If a board is established to develop national benefit
standards, that board would also be regquired to develop the
definition of the Medicare-enrollee drug benefit.

The drug benefit would cerr prescribed
medications, with a nominal copayment per
prescription. ;
AHPs would be required toicover the all FDA-
approved drugs for which there were not
therapeutic equivalents.

AHPs could select from among therapeutically-
equivalent drugs and limit coverage to specific
drugs based on 501ent1f1c data on cost
effectiveness.

AHPs would be permitted to require generic
substitution.

AHPs would be required to cover any prescription

drug at the physician’s insistance. However, AHPs
could require enrollees to pay the difference

— -



Purchasing

|
¢
i
1

!

between the price of the AHP approved drug and the
prescribed drug. ,

i

AHPs could reimburse pharmacists for: dispensing medications,
or they could purchase and make drugs available to Medicare
enrollees through AHP or mail order pharmacies, provided adequate
arrangements were made for emergency prescriptions.

Drug Utilization Review

1

AHPs would be required to maintain a system for drug

utilization review.

Financing

i

AHPs would 1nterv1ew new enrollees for medical and
medlcatlon histories. ;

AHPs would be required to keep records on
medications purchased under the benefit plan, and
to check new prescriptions against previous
prescriptions for p0851b1e drug interaction
effects.

AHPs would be required toinotify prescribing
physicians of possible drgg interactions.

' AHPs would provide compleﬁe medication profiles to

enrollees for use in informing their physicians of
other drugs they may be taking.

i

|

Financing of the benefit would be largely - although not
entirely - by the enrollees themselves through premiums.

HIPCs would charge Medlcare enrollees a uniform
premium.

HIPCs would qualify for féderal funds to enable

“them to reduce premiums for older persons with

incomes below 200 percent of poverty. State
Medicaid programs would transfer sufficient funds
to pay for prescription drug coverage of elderly
Medicaid recipients through the HIPC.

HIPCs would also collect a fee from each AHP
participating in the HIPC, whether offering a drug
benefit for Medicare enrollees or not, to offset a
portion of the higher-than-average risk in the

-3 -



Cost Containment

i

t
i

1

Medicare enrollee pool. The fee would be
determined by allocating 20 percent of the
Medicare pool costs to AHPs on the basis of their
total non-Medicare enrcollment.

AHPs would receive a uniform premium from the
HIPC. HIPCs, however, would be permitted to
adjust the premiums to compensate AHPs for having
higher- or lower-than-average-age enrollees. To
the extent other factors were found to predictably
affect drug benefit costs, HIPCs could
additionally adjust premiums to reflect them.

Each AHP Medicareé drug plan would be able to
charge Medicare enrollees ‘an additional premium
(which would be combined with the HIPC premium)
reflecting that plan’s actual costs. These
additional premiums would reflect the cost
differences between the plans and provide an
incentive to purchase the lowest-cost plan. These
additional premiums would be subsidized (through
the HIPC) for enrollees receiving Medicaid or with
incomes below 200 percent of poverty. i

i

The cost of the pharmaceutical benefit for Medicare
enrollees would be restrained through competition between
alternative drug plans, and each plan’s cost management

activities.

[

Medicare enrollees wouid be offered a choice of
drug benefit plans providing standard benefits.

Differences in plan costs' (after risk adjustment)
would be paid as part of the premium charged to
the enrollee, encouraging price competition
between AHPs. :
i

AHPs would manage their costs through the use of
formularies, discounted purchasing from
manufacturers, drug utilization review, and
consultation with physicians.

Pharmaceutical prices overall would be restrained
through reduced marketing costs and increased
competition between manufacturers to get drugs
approved by AHPs.



Advantages
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Thls benefit offers substantial advantages to older
Americans over the catastrophic drug benefit enacted under
Medicare in 1989 and later repealed. Like the catastrophic
benefit, this benefit would be administratively separate from
Medicare Part A and B, and would be largely self-financed by the
There, however, the comparison ends.

elderly.

The benefits provided in thlS managed prescription
drug program would be comprehensive benefits, with
small copayments, -and thus of value to all
enrollees; as opposed to the catastrophic benefit
under Medicare which was of benefit only to those
with over $1,000 in drug expenses a year (1993)
Costs would be controlled by negotiating price
discounts, encouraging generlc substitution, and
managing utilization to some extent, and through
competition between drug plans; rather than
avoiding reimbursement for routine drug use, and
attempting to control drug prices.

|

The health of older persons would be improved
through better coordination of medications
(through extensive drug utilization review) to
reduce the incidence of overmedication and adverse
drug reactions.. 3

: ; o

Drug prices would be restrained by increasing
competition among manufacturers, rather than
federal regulation of prices.

Drug coverage for the elderly would be made more
affordable through a limited cross-subsidy from
the non-elderly (through an AHP contribution), and
through expanded sub51d1es[f0r low-income
enrollees.

l
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1
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POSSIBLE RESPONSES TO DEMAND THAT TRUSTEES SPECIFY MEDICARE -
REFORMS

Background: The Congress may pass a bill requiring that the .
Medicare Trustees issue a report to Congress by June 30, 1995,
detailing specific actions to ensure the short -run solvency of
the Medicare Trust Funds (both the HI and SMI Trust Funds). If
the Senate considers a similar bill, the Admlnistratlon needs to
develop a strategy for a response.

Legal Analysis (incomplete): Congress generally hes no legal
recourse against the Trustees if they do not meet the June 30

.deadline. Many Congressionally-set deadlines for studies are

missed, with no legal consequences. However, there is a

political risk if the deadline is missed. Congressional
Committees can be expected to hold hearings where the Trustees

are grilled harder and more personally than ever, since the IEE
Republicans are desperate for .dollars. They will do anything to
humiliate, cajole, or shame the Administration into providing

needed cover for Medicare cuts. This process will no doubt

severely strain relations with the Hill. ‘

Financial analysis: The HI Trust Fund needs around $80-100
billion (7-year figure) in additional reveriues or spending cuts
to ensure solvency through 2005 (the exact figure depends on the
time path of savings/revenues). Around $160 billion (7-year
figure) in additional revenues or spending cuts is needed to
ensure that the HI Trust Fund maintains a reserve fund equal to
one year's expenditures through 2005. Once the Baby Boom
generation starts to retire in droves (i. ef, by 2020), the entire
system will be under severe financial stress, requiring
additional reform steps. .

[
Options: Several alternatives are presented on the following
pages. These alternatives are nowhere near exhaustive.

-Moreover, portions of the alternatives can be mixed and matched

with cthers to create composmte alternatlves (perhaps an infinite

. number of them) : A

'
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ALTERNATIVE 1 RELY ON SENBTE DEMOCRATS TO DELBY OR SCUTTLE
,ALTOGETHER

» Administration works with Senate Democrats to ensuré that bill
is not passed. Potential strategies could involve flllbusters,
lengthy amendment strategies, etc. |

Pros:
+ Does not use up much political capital.

+ Administration keeps low profile and .is not perceived as
defending status quo. ;
‘e Recognizes the political nature of this blll and draws battle
lines on political grounds.

Cons: o g

? Very unclear if there is even a majority of Senate Democrats
willing to do this.

i
i
1
H

+ Public could perceive this effort as evidence that the
Administration and Senate Democrats are not serious about
addressing Medicare solvency issue.

« Congressional Republicans likely to become more antagonistic
toward Trustees (and perhaps the rest of the Administration).

i
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ALTERNATIVE 2; DIRECT BLOW~OFF STRATEGY

¢ Administration vetoes bill and states that the time frame
permitted and the callousness of their approach illustrates all
too well that the Republicans are using the Trust Fund as a
political football and a bank for their tax cuts. We will 31mply
say that we won't participate in such a shem.

- Pros: ‘é

« Administration does not respond to what 1s essentially a
political strategy with a policy response.3 :

« Administration sends strong message that it will address
Medicare only on its own terms or within the context of wider
‘reforms in a serious manner. x

+If we carry-off throughout the entire Administration (no off-
the-record second guessing) the President could appear strong,
particularly if it is combined with a restated, but more clear,
commitment to produce, or work with Congress to produce, a plan .
once the President's previously outlined criteria have been met.

Cons: ‘ : :

« Elite press probably attacks Administration for missing
opportunity to address Medicare Trust Fund solvency.

. Uses up political capital to.sustain'vetq.

. Congressional'Republicans iikelyAto become more antagonistic
toward Trustees (and perhaps the rest of the Administration).
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ALTERNATIVE 3: INDIRECT BLOW-OFF STRATEGY |

* Administration signs bill or allows it to become law, but.
issues report shortly thereafter which states that Medicare
reform must be done in the context of overall health care reform.

Possible Variation: Report states that“solvency of Medicare
Trust Funds could be improved if revenues that would be used
for proposed tax cuts instead are dlrected to Trust Funds.

! .

i
5

Pros:

» Could be perceived by the public as a reasonable response to
the bill's demands, even though it does not address expenditures.

. DoeS‘not use much political capital. V
. Administration does not respond to what is essentially a
political strategy with a policy response.

» Repeats current message on health Care.

» Does not provide political cover to Republlcan attempts to cut
Medicare expenditures.

Cons:

« Public and media could perceive this repdrt as non-responsive
and evidence that the Administration is not serlous about
addressing Medicare insolvency. {

+ Elite press attacks Administration for mﬂ851ng opportunlty to
address Medicare Trust Fund solvency. ;

+ Congressional Republicans become more antagonisticvtoward
Trustees (and perhaps rest of Administration).

« Could be criticized for using funds that do not exist as a
specific part of the budget proposal (this mlght only be an elite
press problem).

+ Transfer of general fund revenues to Medicare Trust Fund mlght
be criticized as an undesirable precedent.

1
'

1
i
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ALTERNATIVE 4: RESTRUCTURING BAND AIDVRESPbNSE

¢+ Administration signs bill or allows it to become law. Report
focuses on the transfer of some items from Medicare Part A to
Part B (e.g., home health care). Premiums, charged for Part B

could (but need not) increase to cover costs of this service.

Pros:
+ Seems like a reasonable response to billfs requirements.

¢ Would substantially increase the solvency of HI Trust Fund by
removing a large (e.g., $15-20 billion per year for home health
care) and fast- growlng cost component.

‘ ‘ B
« If Part B premium is increased to cover part of increased cost
of benefits, this would reduce Federal deficit (a premium equal
to 25 percent of the actuarial cost of home health care would
reduce deflcit by about $5 billion per year)
« If Part B premium is increased to cover part of increased cost
of total Part B benefits, beneficiaries would be paying part of
the cost of a fast-growing component of Medlcare benefits.

Cons: 5

» Beneficlaries may view this shift as breaking an implicit
contract, to the extent they counted on recelving these benefits
in return for HI taxes. .

+ Could be portrayed as increasing the burden of beneficiaries.
+ Could be portrayed as an accounting fiction, especially if Part

B premiums are not increased to cover the cost of benefits
_ shifted to the SMI Trust Fund. -
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ALTERNATIVE 5: SERIOUS BUT PARTIAL RESPONSE THAT BEGINS TO
-ADDRESS THE TRUST FUND ISSUE

. Adminlstratlon signs bill or allows 1t to become law. Report
lists $X billion (perhaps $50 billion) in Medicare Part A cuts;
suggests that proposed tax cuts be scaled down and the additional
revenues dedicated to Trust Funds.

Pros:
« Appears to be responsive to law. . @
« Elite press may see this as responsible ﬁoliéy toward Medicare.

« Could be v1ewed as a "down payment" on a larger plan to address
long-term Medicare solvency.

i i ’ e

Cons. ;

? Provides polltlcal cover to Republican attempts to cut Medlcare
(suggested cuts are almost certain to be adopted).

+ Release of an Administration proposal codld diffuse the anger
of providers who bear brunt of cuts (currently directed solely at
Congressional Republicans). The rest of our base supporters may
also conclude it is premature to throw any<semblance of a
lifeline to the Republicans. y
+ To the extent that general fund revenues are transferred to
Medicare Trust Fund, this optlon might be crltlclzed as setting
undesirable precedent.
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ALTERNATIVE 6: POTUS HEALTH REFORM PROPOSAL RESPONSE

+ Administration signs bill or allows it to become law. Report

presents a viable health care reform proposal. This could
.incorporate increased insurance coverage as well as reforms to

Medicare, Medicaid, and other health programs. It could include

a major downpayment on adderessing the short-term Trust Fund

solvency problem. For example, a 100 billion dollar reduction

(over seven years)from Medicare Part A could be used. :
{

‘Pros:

+» Consistent with Admihistration message that reform of Medicare
can only take place in the context of overall health care reform.

+ Could be an opportunity for Administratlon to achleve a ]
bipartisan breakthrough on a major policy issue. T

Cons:

+ Provides policy response to what is essentlally a politlcal
demand.

. The “"sources of funds" portion. of the preposal provides
political cover to Republican attempts to cut Medicare (suggested
cuts are almost certain to be adopted).*

+« Release of an Administration proposal codld diffuse the anger
of providers who bear brunt of cuts (currently directed solely at
Congressional Republlcans) |

1
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ALTERNATIVE 7: SUGGEST THAT POLITICALLY "P¢PULAR" REVENUE OPTIONS
-(BOTH REAL AND UNLIKELY) BE UTILIZED TO STRENGTHEN TRUST FUND

« Administration signs bill or allows it to become law. Report.
suggests that certain revenue streams be earmarked for deposit
into Medicare HI Trust Fund. Possible candidates include:
increased excise taxes on tobacco or alcohol; increased HI
payroll tax; reduction in tax expenditures claimed by special
interests (e.g., tax subsidies provided to |American living
abroad, to oil and gas industries); and closing tax loopholes
(e.g., expatriation proposal, limiting corporate dividend
received deduction to pro rate dividends).

Pros:

« It is possible to raise enough revenue to make the HI Trust
Fund solvent. ; iR

« Could be perceived by the public as a reasonable response to
the bill's demands, even though it does not address expenditures.

*» Senator Bradley is already pushing idea of dedlcatlng a tobacco
tax and/or "corporate welfare" tax breaks.

H
H

Cons:

e Administration likely to be characterlzed as promoting "tax and
spend"” policmes.

« Transfer. of general fund revenues to Medicare Trust Fund might
be criticized as setting undesirable precedent. ‘

» Congressional Republicans likely to become more antagonistic
toward Trustees (and perhaps the rest of the Administration)
because the bill focuses on Medlcare spending restraints and the
response focuses on revenues.



MEMORANDUM FOR IRA MAGAZINER , ;
FROM: Judy Feder

SUBJECT: Federal Employee Health.Benefits;Plan

o

~

In reviewing the section of the plan on the Federal Employees
Health Benefits Plan (FEHBP), I realized that several significant
issues had not been addressed. This memorandum reviews those
issues and presents my recommendations for dealing with them. [I
have checked these ideas with OPM and they see no problem.] We
need to come to agreement on more detailed! spec1f1catlons for
what will happen to FEHBP as I am already getting inquiries from
the Hill on FEHBP. I would like to delay talking to the relevant
Congressional staff until we are in agreement on the operational
details. If you agree with the recommendatlons below, we can
proceed with those discussions.

Oour core proposal is to end this program as currently structured
and place employees and family members into regional health
alliances. . As alliances begin operations, enrollees will shift
from FEHBP plans to plans contracting with alliances. This will
be a particularly easy change for Federal employees, who are used
to dealing with choices among a broad range of HMOs and fee-for-
service plans. There will be some budgetary cost to the
government, due to increasing the employer share from the current
average of 72 percent to 80 percent. Increasing the employer
share will be a major plus in describing the proposal's effects
on employees.

There are, however, several groups that must be dealt with
separately--employees abroad and retirees with Medicare, for
example--and a number of potential points of criticism. The
current law, Chapter 89 of Title V of the U S. Code, will need to
be modified, not repealed.

‘A. How will employees abroad be covered?

A dozen or more Federal agencies have employees abroad, ranging
from diplomats to commercial and law enforcement officials. At
present, these employees have the same plan choices,. except HMOs,
as those in the United States. For example, Blue Cross operates
as a world-wide plan. In addition, there are spec1a1 plans in
the Canal Zone and in Guam, and a plan fon those in the Foreign
Service. :

To cover these employees, a residual program should be
maintained. This program can operate through the same kinds of
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contracts as at present, e.g., through Blue Cross, Foreign
Service, and others. OPM would arrange such contracts and
conduct an annual Open Season. In order to avoid dlsruptlon in
insurance arrangements, it would also be desirable to allow
employees who regularly shift between domestic and foreign posts
to retain this insurance while in the Unlted States, rather than
shift in and out of the regional alliance in their home state.

B. How will Postal Workers be covered?

One group of employees, postal workers, now gets an employer
share as high as 92 percent of premlum. This cost- -sharing is a
result of collective bargaining. In a recent arbitration
agreement this was amended and it will gradually go down in
future years. For the present, however, the proposed cost
sharing would in many cases double the premium paid by postal
workers. The sensible approach is to prov1de the Postal Service
"with the same option afforded to private employers. to pay more
than 80 percent if it has agreed to do so through collective
bargaining. Our proposal should specify that there will be no
change from currently bargalned beneflts unless it is reached
through bargalnlng : !

C. How will annuitants be covered? -
!

There are about 1.7 million federal annultants. Of these about
two-thirds (1) have Medicare coverage, and about one~-third are
(2) annuitants ineligible for Medicare, 1nclud1ng (a) those aged
55-64 who are not yet old enough for Medicare and (b) annuitants
over age 65 (most 75 or more) who retired before federal
employees became Medicare eligible. Each of these groups have
“joined the same plans as employees, piggy-backing on that system.
When it is replaced, alternative arrangements will be needed.

(1) Annu1tants with Medicare. These persons most often sign
up for Blue Cross standard option and get 100 percent wrap-
‘around coverage, including drugs and travel abroad. They
pay the same dollar amount as employees, which is a roughly
comparable deal, taking into account the offsetting factors
of higher costs with age and Medlcarelpaylng first. Like
employees, they also help pay for annultants without
Medicare.

The best way to handle this group is to develop a .separate
Medigap system to be administered by OPM. The broad-based
plans on which to piggy-back will no longer exist. Premiums
under this new system should cost these employees about what
they pay now for comparable coverage.! This will probably
mean cost sharing of about 50 percent:(taking into account
that they currently subsidize annuitants without Medicare).
1
'(2) Annuitants ineligible for Medlcare;' These annuitants
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have actuarial costs much higher than those of employees,
but pay the same premium. They have. the same plan choices.
A large fraction of them are in HMOs. Unlike annuitants
with Medicare, those enrolled in fee-for-service plans pay
deductibles and coinsurance.

The best way to preserve the kinds of choices they now have
is for them to obtain insurance through regional alliances.
with OPM paying a premium contribution sufficient to hold
them harmless, rather than the increased contribution which
most employees will get (i.e., about 72 percent of the
community rate, rather than 80 percent). I assume that OPM
will continue to use pension deductions to pay premiums,
with payments to alliances on behalf of the enrcllee.

An alternative with roughly equal effects on costs and
benefits would be to separate out the above age 65 group,
enroll them in Medicare, and offer them Medigap plans with
minimal subsidy. This is a technically feasible option, but
one which would be complex, and considerably more disruptive
than using the alliance structure. (Many of these
annuitants are enrolled in HMOs which are not Medicare
contractors but which will contract with alliances; none of
them would welcome Medicare paperwork:) It would also leave
OPM with three rather than two retirement groups for the
indefinite future because it will be decades before the last
of these annuitants die.

C. Explaining the Proposal ‘

These approaches assure that the most significant concerns of
Federal employees and annuitants will be met effectively and
humanely, with no major cost shifting or surprises. There will,
nonetheless, be some additional concerns which are unavoidable.

Any description which fails to clarify that each of the main
groups, and employees abroad, will be fairly treated through
either the health alliances or residual or new programs will
create a major perception problem. Words like "abolish" or
"terminate” will not be helpful if descriptions of the residual
programs are not equally prominent. The remaining concerns are
as follows: ‘ :

1. Government Share. At present these disparate enrollment
groups are lumped into a single payment system with an average
government share of about 72 percent. This system includes many
cross-subsidies among employees and annuitants. Under our
proposal, some of these cross subsidies wi}l be eliminated, but
all groups will be held harmless. Perceptions of unfairness may
arise because the apparent government share will range from 80
percent for employees to 72 percent to annuitants without
Medicare to about 50 percent for annuitants with Medicare.

|

'
i



Federal Employee Health Benefits -- Page 4

2. Retirement Eligibility. Federal employees must be
enrolled in the FEHBP system for five continuous years before
retirement to get lifetime coverage after retirement. Many
employees sign up for this program only as retirement nears,
because a spousal policy through a private employer is often a
better deal during working years. After reform, any insurance
coverage through an alliance will count towards meetlng this
test. This will eliminate some 1nequ1t1es.

3. Benefit coverage. Host employees will have benefits -
roughly comparable, or sllghtly better than those they have now.
Our comprehensive option is very similar in general coverage to
the most popular FEHBP plan, Blue Cross standard option, as well .
as to most other fee-for-service plan offerings. The other
proposed option is very similar in general; coverage parameters to
most HMOs. Therefore, the overwhelming majorlty of employees
will have coverage equal to, or very slightly better, than at
present. :

The one significant exception to this is dental coverage. The
proposed options cover only preventive care for children. Most
federal employees have preventive and minor restorative care, -and
a significant fraction, particularly in D.C. area HMOs, have
substantial restorative coverage.

Most employees will improve their mental health coverage--going
from 15 or 20 outpatlent visits to 30 visits. However, those few
who are now enrclled in the hlgh-cost 50~visit Blue Cross high
option plan will lose 20 visits of coverage. These persons,
however, will actually come out ahead, taking into account that
they will save over $2,000 in premium cost.

4. Larde Families. There is a change for employees with
large families. At present they are lumped in with two-person
families. Under the administration's proposal, one parent
families with children wgill pay a lower rate than two parent
families with children. This needs to be explicitly stated..

H
5. Insurance Fund Reserves. As the program phases down,
some disposition of reserve funds will be needed. Much of the
surplus reserves can and should be used up by slight reductions
in premiums. The residual amounts will be distributed on the
- basis of 72 percent to the government and 28 percent to the
individuals enrolled at termination. :

6. Administration. After transition 'is completed, OPM will
continue to perform functions such as contracting for coverage of
employees abroad and for Medigap plans, determining eligibility
of individuals for plans, arranging transfers of funds to
alliances on behalf of annuitants, 1nstruct1ng agencies on how to
transfer funds to alliances on behalf of employees, providing
informational material to employees on their benefits, etc.

f
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POTENTIAL FOR USING THE FEHB AS PROVIDED
' IN THE KENNEDY BILL

ASSUMPTIONS

L our analysis is based on some assumptlons about the provisions
of the bill. We would like to verlfy those assumptions and
correct any mlsperceptlons.

-- Large group sponsors, including; employers with more than
1,000 full-time employees, may either offer coverage through
a self~insured plan or negotiate w1th a State-certified plan
to provide coverage. Everyone else is eligible for coverage
under a consumer purchasing cooperatlve, including the FEHBP.
This means that individuals eligible for coverage through a
large group sponsor would not be eligible under the FEHBP.

-- There would be no national contracts as there are under
the current FEHBP. All contracts, including fee-for-service
contracts, would be on a health care coverage area basis.
However, a carrier could offer contracts in more than one
health care coverage area.

-- The FEHBP would receive a bid from each of the State
certified health plans in a community-rating area and at its
election could contract with the cafrier.

-- Current FEHBP plans would have  to be State certified to
offer coverage to Federal enrollees. Those FEHBP Employee
Organization Plans that now 1limit enrollment to certain

groups, for example, FBI employees, could not continue to do
S0. ! :

-- The FEHBP consumer purchasing Eooperative would have to
offer at.least one fee-for-service and two other plans in each
designated health care coverage area.

-- There are financing arrangements in the bill for consumer
purchasing cooperatlves that would also apply to the FEHBP
cooperative. That is, start-up capital as well as an ongoing
premium surcharge to cover the cost of administration would be
available without reference to the 'appropriations process.

-- There is recognition that the current staff of 164 people
who administer the FEHBP would not simply be multiplied by the
percentage increase in enrollees to determine resource
requirements. Resources would need to increase geometrically
rather than arithmetically in order to perform the requ1s1te
functions.

--  Given community rating and the uncertainty of the risk
pool that would elect coverage under the FEHBP cooperative,
consideration has _been given to :'the potential effect on
premiums for all énrollees (and specifically for Federal



DISCUSSION QUESTIONS

enrollees who are currently enrolled in plans to which they
and the Government have been contrlbutlng to the accumulation
of reserves).

-- Since the implementation date, as in the Clinton bill, is
no earlier than January 1, 1996, and' no later than January 1,
1998, the FEHBP cooperatives would need to be up and running
at the same time as State established cooperatlves are
implemented in a given health care coverage area.

OPM has many concerns about implementation of the bill as we
understand it. We also have some purely technical concerns
about the legislative language that would affect our ability
to implement the legislation should it be enacted. Will there
be an opportunity to work through those concerns as the bill
moves through the legislative process?

Since OPM's current contracting structure and authority would
disappear under the Kennedy proposal, we are unclear as to how
we are opening the FEHBP to.new enrollees. 1Is the thought
that our experience and expertise would facilitate the process
of organizing consumer purchasing cooperatives, or is
something more intended? *

Is Chapter 89 of title 5 repealed-as under the original Health
Security Act, and if so, does OPM retain the residual
functions in relatlon to Federal employees and retirees that
it had under the Act?

Would OPM have the same flexibility and resources as consumer
health cooperatives to subcontract administrative functions?

Lead time is a major issue since OPM?would need to add staff
to administer such a large program. It would also need time
and authority to let contracts. Is 1996 realistic?

Entirely new 1lines of communication would have to be
established. To what degree could we expect the States to act
as intermediaries and facilitators? Would there be time and

‘money to build automated systems where they might not be

available through vendors?

Would OPM have the resources needed to develop educational and
informational linkages with potentlal non-~Federal enrollees,
e.g. infomercials, Congressional town meetlngs, expanded
software programs (Internet) and Vldeos’

Would OPM be expected to develop and run a disputes resolution
.process for all of the enrollees covered under the FEHBP

cooperat1ve7 -

[
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TALKING POINTS - CONGRESSIONAL HISPANIC CAUCUS
THE CLINTON PLAN |

President Clinton will present a prcposal for comprehensive
health care reform to the Congress in May. His plan will
offer a bold new direction that will improve access to
care, control costs, and maintain the high quality
Americans expect. :
The proposal will be based on the following principles:
|

Access for All: Americans -- legal residents and

citizens -- will be guaranteed coverage without regard

to where they live, how much they earn, whether and

where they are employed, and whether they have a sO=

called pre-existing condltlon.; ’

Benefits: The Clinton plan w1ll guarantee a
comprehensive benefit package and support community-
based delivery systems which are sensitive to the needs
of the communities they serve.! Preventive and primary
care will be the centerpiece of health care in America.
No longer will we rely on emergency and episodic care.
S8ecurity: The Clinton plan will provide Americans with
the security of knowing that wherever they move or
whenever they change jobs, coverage will be available
for them and their families.

Continuity: The Clinton Plan will maintain the best of
our system and improve it, through support for the
public health institutions, Community and Migrant
Health Centers, and traditional community providers.
The plan will strengthen public health institutions
that provide the backbone for the care of special
populations unable or unW1111ng to use health plans

- regularly. : :

Simplicity and Affordability.f People will know what
they are getting, how much it ‘will cost them, and how
to use it. |

The policy development effort is now in its narrowing and
audit phase. Working groups in earlier phases put all
options "on the table" so that all issues were considered,
discussed, and evaluated. The current phase synthesizes
all this.work and begins a systematic check of the
recommendations and all the legal issues that must be
addressed in implementing the Cllnton plan, before putting
options before the President.
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HOT" BUTTON ISSUES

The follow1ng issues are of partlcular concern to the
HIspanic community.

!

1. 8ensitivity to the term "“CITIZEN."

You may prefer to use the terms "LEGAL RESIDENTS AND
CITIZENS" together in that order at all times to avoid an adverse
reaction to the term "CITIZEN" which connotes excluding a large
part of the Hispanic population.

2. Senmsitivity to the term "ILLEGAL ALIEN."

You may prefer to use the term "UNDOCUMENTED PERSONS."
‘ . ?
3. Will currently covered "undocumented persons® lose that
coverage? -

Under reform, we will retain current law that covers
"undocumented persons" and we will strengthen the safety net
programs for vulnerable populations.

4. Why aren’t we including "undocumented persons'" in the health
plans, if we plan to pay for enhancing the current public health.
system?

Health care reform must enhance the health of all
communities, so we must support and improve the public health
system. Undocumented persons are some of the most highly mobile
in our society. A strong public health system will ensure that
all people wherever they are and wherever they go have access to
services. : ;

5. Will a health security care become a model for a national
identification card and allow certain individulas to be
discriminated against in many Federal programs because of their
immigration status. ; _

We are sensitive to these concerns and are meeting with
concerned organizations to ensure that appropriate safeguards are
developed and instituted. We look forward to your specific
suggestions.
6. Will states or local governments control the funding for the
public health and safety net programs. -

Protections will be put in place whlch guarantee the
participation of all government levels in the decision-making
processes, local/county governments and health providers.



READER'S GUIDE [‘0 THE MITCHELL BILL

l
Tltle 1 — Imnroved Access to Real ngh (hlalrtv Insur‘mce§

'Sectiqhs’ 1001-1 003 Guaé'anteédAccess, Solid Beneﬁts’,- Chdice 'of Plan.and Doctor .

- All health insurance p0l101CS have to be eeruﬁed as meetmg certam consumer
protection and quality standards; ‘and no standard health plan may discriminate based
on medu,al history, Health status, ‘pre-existing condition, or risk of illness. Every. plan
will have open enrollment with no waiting periods before coverage begins. And
health benefits will be portable from one plan to-another. Ch01ces and decisions about
health care remain with the individual - people choose the pian and doctors they
want, can buy extra beneﬁts (or get them from’ theu* employer) if they choose and can
'pay for. any heaith ‘service from any provrder at any tlme “
RANE
Sectmns 1 I 01 -1 1 02 E vet:yone E' velj)wlzere has the Same Guamntees

. }finhe standards health plans must meet (descrlbed in brref above) wrll be umforrn S
v .'natronally, S0 that.¢ every ‘health care consumer-in. every part of the country has the
- same guarantees _Data srll be collected and reported the same way as well wh1ch

hey are’ not gettmg the
plan If they can show
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' adopted hvc w1th grandparents step parents or other guardlans arc Iwmg w1th.
KN parents who are dworced or separated or are in state superv sed carc Thls blll‘
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‘abuse services; prescription drugs, home-héalth care, rehiabilitation-service
family planning and pregnancy related sérvices, visiofi an ring.care, and ;

.dér_ﬁalgiérefdtchi’lvdrg;i‘?_ BN ;







mployees of small firms iay chobse any pla

-+ their employer, thiough the purchasing cooperative offered b lo
-+ - through the. FEHB program (see séction'1341):2; e
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of and access. o, health care sefvices across the country Health plans and provnders Chw T
will measure themselves against defined goals and’ benchmarks to. determme where, -+ el
and how they can 1mprove consumers will compare. report cards for each plan Whlchf' o
show smennﬁc measures of one plan s quahty and acce551b111ty and also mcorporate o
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