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D R U G B E N E F I T 

Purchasing Medicare 
Prescription Drug 
Benefits: A New Proposal 
It is possible for Medicare to offer an affordable prescription 
drug benefit without resorting to national price controls. 

by Lynn Etheredge 

PROLOGUE: Almost thirty-five years ago. Congress modeled 
Medicare's original package of medical benefits after those 
offered by Blue Cross and Blue Shield plans at the time. Few 
benefits have been added since then, although the nature of the 
illnesses that afflict Medicare's 38.4 million beneficiaries have 
changed considerably, as has the capacity of medicine to cope 
with them. On 1 July 1988, when President Ronald Reagan ^ m ^ ^ ^ 
signed into law the Medicare Catastrophic Coverage Act, the MEDICARE 

federal government corrected what many elderly people REFORM 

believed was the program's most serious missing benefit: the 
coverage of outpatient prescription drugs. However, less than 
two years later Congress repealed the law in response to 
opposition vociferously expressed by some elderly people and 
some pharmaceutical companies. Now, as prescription drugs 
consume a larger share of the health care dollar, political 
pressure is building again for adding an outpatient drug 
benefit. Whether Congress takes definitive action may depend 
largely on whether it can forge a private/public collaboration 
that is acceptable to the competing parties. 

In this lead paper Lynn Etheredge, an independent 
consultant widely respected for his policy acumen, proposes an 
approach that seeks to accommodate the concerns of both 
government and the private sector regarding a new drug 
benefit, and two leading stakeholders respond with 
perspectives that follow. Etheredge directed the professional 
health staff of the president's Office of Management and 
Budget during the administrations of Jimmy Carter and Ronald 
Reagan. He is now a consultant with the Health Insurance 
Reform Project at the George Washington University, a project 
that is supported by the Robert Wood Johnson Foundation. 
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The information contained in this facsimile message is confidential and intended only for the use of the individual or entity 
named above. I f the reader of this message is not the intended recipient or you have received a telecopy in error, please 
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1999 Retail Pharmacy Sales Projections 
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Traditional Chain $ 9.7 $10.4 7.1% 
Independent 1.3 1.3 3.0% 
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B™ RELEASE 
National Association of Chain Drug Stores 

Embargoed - Not for Release Prior to 9:30 a.m. Aug. 29, 1999 
August 29, 1999 For further information contact: 

Phil Schneider 
(703) 549-3001 
pschneideitSjnacds.org 

1999 Retail Rx Sales Projected to Rise 18%, Surpass $121 Billion 

On Volume of Nearly 3 Billion Prescriptions 

San Diego - Total retail prescription drug sales for 1999 are expected to exceed a record 

$121.6 billion, according to projections released today by the National Association of Chain 

Drug Stores. In making its annual sales projection, NACDS also projects an 8 percent 

increase in the number of prescriptions dispensed in the retail pharmacy marketplace. 

Industry sales and prescription volume projections were released by Robert W. Hannan, 

NACDS Interim President and CEO, at the 42nd NACDS Pharmacy Conference & 

Managed Care Forum meeting here August 29-September 1. 

The NACDS estimate of 1999 year-end sales of $121.6 billion represents an increase of 18 

percent over the 1998 year-end level of $103.5 billion. Chain community pharmacy will 

account for nearly 63 percent of these sales and will exceed $76.6 billion, up 22.6 percent 

from $62.6 billion in sales in 1998. There are approximately 31,000 chain owned and 

operated community pharmacies, including approximately 19,000 traditional chain drug 

stores, 7,000 supermarket pharmacies and 5,000 mass merchant pharmacies. 

P.O. Box 1417-D49, Alexandria, Virginia 22313-1480 (703)549-3001 Web: www.nacds.ora 
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Additionally, sales of over-the-counter medications in community pharmacies are expected 

to reach $32 billion in 1999, an increase of 8.3 percent over the $29.5 billion in OTC sales 

in 1998. OTC sales in chain pharmacies are expected to exceed $30.7 billion, or 96 

percent of OTC retail sales in stores with pharmacies. 

"The chain pharmacy industry is very vibrant and continues to fill a key role in our 

healthcare system as an easily accessible source of high quality healthcare services and 

products," said Hannan. "With a highly diverse and innovative pharmacy infrastructure, 

chain pharmacy is well positioned to meet our health system's patient care needs well into 

then 21 s t century." 

In announcing a projected 2.97 billion prescriptions by year-end, NACDS also estimates 

that of that total, chain pharmacies are expected to dispense 1.87 billion, with 1.2 billion 

from traditional chain drug stores, 302 million from mass merchant pharmacies and 355 

million from supermarket chain pharmacies. 

The NACDS projections are based on actual store experience for the first six months of this 

year, U.S. government sources of prescription sales data and data from IMS Health, which 

tracks pharmaceutical industry trends, as well as data from ACNielsen. The prescription 

volume projections include mail order prescription sales converted to retail pharmacy units. 

Looking to the future, NACDS projects that continuing growth in prescription volume will 

lead to approximately four billion prescriptions being dispensed in 2005 by retail 

pharmacies. 

"With an 8 percent increase in volume projected for this year, on top of last year's 6 percent 

volume increase, it's very likely retail pharmacy will reach the 4 billion level in prescriptions 

before 2005," Hannan noted. 

Major factors contributing to the increase in prescription volume are increasing utilization of 

prescription drugs, especially by the elderly (those over 65) and the introduction of new 

medicines that enable treatment of more serious illnesses outside the hospital setting. 

Additionally, the growth in managed care and its growing utilization of prescriptions is 
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adding to overall prescription use, as well as increased consumer awareness of drug 

therapy options from direct to consumer advertising by prescription drug manufacturers and 

the availability of certain lifestyle enhancing medications. 

Founded in 1933 and based in Alexandria, Virginia, the National Association of Chain Drug 
Stores (NACDS) membership consists of 136 retail chain community pharmacy companies. 
Collectively, chain community pharmacy comprises the largest component of pharmacy 
practice with over 97,000 pharmacists. The chain community pharmacy industry is comprised 
of more than 19,000 traditional chain drug stores, 7,000 supermarket pharmacies and nearly 
5,000 mass merchant pharmacies. The NACDS membership base operates more than 
31,000 retail community pharmacies with annual sales totaling over $158 billion including 
prescription drugs, over-the-counter (OTC) medications and health and beauty aids (HBA). 
Chain operated community retail pharmacies fill over 60% of the more than 2.73 billion 
prescriptions dispensed annually in the United States. Additionally, NACDS membership 
includes nearly 1,400 suppliers of goods and services to chain community pharmacies. 
NACDS international membership has grown to include 105 members from 26 foreign 
countries. 

(Editor's Note: See accompanying charts on retail prescription sales and volume growth in 

number of prescriptions.] 

-30-
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STARK R E L E A S E S L I S T O F DRUGS W H E R E MEDICARE 
B E N E F I C I A R I E S ' 20% CO-PAY IS ACTUALLY HIGHER THAN 

T H E COST O F T H E DRUG TO T H E PROVIDER 

RENEWS CALL F O R MEDICARE DRUG REIMBURSEMENT 
R E F O R M 

Rep. Pete Stark (D., CA), ranking Member of the Ways and Means 
Health Subcommittee, today released a list of pharmaceuticals 
on which the patient's 20% co-pay is actually higher than the 
wholesale cost of the drug to the Medicare provider. The list 
was provided to Stark by a pharmacist concerned about financial 
abuse of the Medicare program. 

"Because of Congress's failure to reform the way we reimburse 
medical providers for drugs, we actually have cases where the 
patient's 20% copayment is more than the cost^ of the drug to 
the doctor or provider," said Stark. T h i s table is a testament to 
the rip-off of the Medicare taxpayer and patient. I n some cases, 
the data show^ profits of over 1000%-10 times the purchase 
price." 

Medicare pays 95% of the Average Wholesale Price for most 
drugs. 

"Unfortunately, the AWP is a joke on the taxpayer," said Stark. "It 
really stands for 'Ain't What's Paid.' The real price to doctors and 
others is much, much lower, yet Medicare blindly continues to 
pay this fictitious 'sticker price/ 



In 1998, the President proposed paying for Medicare 
pharmaceuticals on the basis of actual acquisition cost (ACC). 
Heavy lobbying defeated the proposal-and taxpayers and 
Medicare continue to overpay at least $1 billion a year because of 
the phony Average Wholesale Price system. 

" I hope tjats* data will enrage patients and taxpayers and that we 
can force Congress to legislate common sense reforms-paying for 
the actual acquisition cost plus a reasonable handling fee to the 
provider," concluded Stark. 

Stark is sponsoring legislation to pay on the basis of ACC. 
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DRUGS WHERE&MEOICARE BENEFICIARIES 
2OSftC0rPAYMENT 

EXCEEDS THE^DTAL PRICE OF THE DRUQ 

II 1 PI 1 ) » , • -

Drug KCPCS 
Code 

^ a ^ R o r i d a 
'r Medicare 

Allowable 

20% Co-
Payment 

1999 
Wholesale 

Cost* 1 

Leucovorin 50 mg J0640 $ 19.50 $ 3.90 $ 1.48 

Gentamycin 
80 mg 

J1580 $ 4.74 $ 0.95 $ 0.56 

Sodium Chloride 
0.9% 500 ml 

J7040 $ 10.30 

j 

$ 2.06 $ 1-46 | 

5% Dextrose/ 
Sodium Chloride« 
0.9% 500 ml 

J7042 $ 10.75 $ 2.15 $2.00 

Sodium Chloride 
0.9% 250 ml 

J7050 $ 10.90 $2.18 $ 1.33 

5% Dextrose in 
Water 500 ml 

J7060 $ 9.73 $ 1.95 $1.50 

Lacted Ringers 
1000 ml 

J7120 $ 12.67 $ 2.53 $2.25 

Doxorubicin 
10 mg 

J9000 $ 46.42 $ 9.28 $6.10 

Cydophosphamide 
Lyophilized 
1.0 gm 

J9096 $ 48.85 $9.77 $9.95 

Etoposide 10 mg J9181 $ 12.93 $ 2.59 $ 0.75 1 
Etoposide 
100 mg 

J9182 $12^.34 $25.87 $7.50 

Vincristine 1 mg J9370 $ 30.16 $ 6.03 $3.50 

|| Vincristine 2 mg J9375 $ 33.33 $ 6.67 $5.95 

/ 

/ 

* Wholesale prices from Florida infusion 

20%.wpd 



TO: Christopher C Jennings 
Staff 
Executive Office of the President 

"One of the most useful forums I have attended in years." - recent attendee 

Strategies for Success: 
Achieving World-Class Government Performance 

Wednesday, September 15 
A leadership forum at the Four Seasons Hotel, Washington, DC. 

W I T H . . . 

A d m i r a l James Loy, Commandant, United States Coast Guard 
The H o n . Maurice McTigue , former cabinet minister, New Zealand 

Paul Staley, former CEO, PQ Corporation 
Andrew Lebby, Ph.D., Managing Partner, The Performance Group 

Kelvin Womack, Principal, K P M G Consulting 
Gary Grates, President, G C I Boxenbaum Grates 

Michael Rosenbaum, President, The Financial Relations Board, BSMG Worldwide 

D I S C U S S I N G H O W T O : 

> Construct dynamic performance-driven organizations that deliver value to customers 
> design financial and information systems that improve decision-making and save time 
> create a culture that rewards innovation and fosters organizational learning 
> build comprehensive communications strategies that increase support among stakeholders 

S E P T E M B E R 15 Is JUST A R O U N D T H E C O R N E R - R E G I S T E R T O D A Y ! 

/. Fill out the registration form in the brochure you received recently. 

2. Fax it to Cheryl Wildman at (703) 993-2112. 

For addi t ional forms or more i n fo rma t ion , 
contact Steve Richardson at (703) 993-4924 or srichar2@gmu.edu 

P re sen t ed b y the M e r c a t u s Cen te r at G e o r g e M a s o n U n i v e r s i t y 



MEDICARE: 

Republican Leadership's Latest 
Medicare "Reform" Plan 

IGNORES CHALLENGES FACING MEDICARE 

REPUBLICAN PLAN TO "WITHER MEDICARE ON 
THE VINE" 

0 Premium Support Plan 

0 Dedicate Surplus to Tax Scheme, Not A Penny To 
Medicare 

PRESIDENT'S PLAN TO STENGTHEN AND 
MODERNIZE MEDICARE 



CHALLENGES FACING MEDICARE 

Medicare population will double: Enrollment in Medicare will increase by 
over 100 percent — from 39 to 80 million by 2035 — as the baby boom 
generation retires. 

Cost growth will rise - as will need for more competition and greater 
efficiency in Medicare: Although Medicare has recently reined in cost growth, 
increasing costs are projected to return after most of the Balanced Budget Act 
Medicare provisions expire in 2003. 

Medicare's Trust Fund will become insolvent in 2015 -- about 20 years 
earlier than Social Security. Just as the baby boom generation starts to retire, 
the revenues coming to the Medicare Trust Fund will not support this larger 
number of beneficiaries. 

About 75 percent of beneficiaries lack decent, dependable, private-sector 
drug coverage. 

0 At least 13 million beneficiaries have absolutely no coverage at all. 

0 Medigap is inadequate, expensive, and increases with age. 

0 Most Medicare managed care plans have inadequate and declining coverage. 
Nearly 3/5' s of managed care plans will cap drug spending below $1,000 in 
2000. The proportion of plans with caps of $500 or less will increase by 50 
percent. However inadequate, at least 11 million Medicare beneficiaries 
have no managed care option at all. 

0 Medicaid and other public programs cover another 17 percent of 
beneficiaries, but eligibility is restrictive and participation is very low (less 
than 50 percent). 

Private retiree health plans, which cover less than one-quarter of 
beneficiaries, are declining. The number of firms offering retiree health 
insurance coverage dropped by 25 percent between 1993 and 1998. This trend 
will almost inevitably continue without new incentives to retain it. 



Medicare Enrollment Will Double As 
The Baby Boom Generation Retires 

Enrollment in Millions 
80-

2000 2015 

80 

2035 



Many Middle-Class Beneficiaries Lack 
Coverage For Prescription Drugs 

Income of Beneficiaries 
Without Drug Coverage 

(As A Percent Of Poverty) 

Less Than 100% 
of Poverty 

Greater Than 
150% of Poverty 

54% 

100 to 150% 
of Poverty 

24% 

Over Half of Medicare Beneficiaries 
Who Lack Prescription Drug Coverage 
Are In The Middle Class 

Disproportionately Affects: 

Rural beneficiaries, since nearly 
half have no coverage 

Older women, for whom tota 
prescription drug spending averages 
$1,200 -- 20% more than men's 

SOURCE: Actuarial Research Corporation for HHS, 2000 
In 2000, 150'% of poverty for a single person is about $12,750, for a couple is about $17,000 



Premiums for Medigap, Which Only 
Covers 8% of Beneficiaries, Are High 

And Increase With Age 

-

* I*1 

Texas Louisiana Nebraska 

• 65 Year Olds • 75 Year Olds 

Michigan 

85 Year Olds 
Sample Prerxuums for 1999. Difference between Plans I ($1,250 benefit limit) and Plan F which is similar but has no drug coverage. 
These premiums will be higher in 2002, when the President's proposed drug benefit will cost $24 per month. 



Value of Medicare Managed Care 
Drug Benefits Is Declining 

Nearly Three-Fifths Of Plans Will Cap Benefit Payments 
Below $1,000 In 2000 

Proportion of All Plans With Limits of 
Less Than $1,000 

60% 

40% 

20% 

0% 

-56 /o 
59% 

1998 1999 2000 

Source: HHS analysis of plan submissions for 2000; preliminary. This includes plans with unlimited generics and limited brand name drug spending 



Retiree Health Coverage Is Declining 
25% Fewer Firms A re Cffering Retiree Health Benefits 

Firms Offering Retiree Health Coverage 

1994 1998 

SOURCE: Foster-Higgins, 1998 



REPUBLICAN LEADERSHIP'S MEDICARE "REFORM" PLAN 

Adopts "premium support" proposal that raises premiums and effectively 
coerces beneficiaries into managed care: The Breaux-Thomas "premium 
support" proposal caps the government contribution for all plans. Since the cost 
of traditional Medicare will be above the cap, its premium will rise nationwide 
- 10 to 30 percent. This financial penalty for staying in traditional Medicare 
will force many beneficiaries to enroll in managed care. 

Refusal to dedicate surplus to Medicare threatens Medicare's financing 
and ability modernize: Reflecting their agenda to let Medicare "wither on the 
vine," the Republican Leadership's tax bill dedicates: 

0 No new revenue to extend the life of the Medicare trust fund by a single day. 

0 No funding for moderating the Medicare provider payment reductions in the 
Balanced Budget Act (BBA) of 1997 which are excessive. 

0 No funding for a prescription drug benefit that is affordable and accessible 
to all beneficiaries. 

Inadequate prescription drug benefit leaves out millions of middle-class 
Medicare beneficiaries: The Republicans' plan gives a tax deduction to buy 
Medigap insurance with prescription drugs. About 55 percent of elderly do not 
have tax liability and thus would not qualify for a deduction and even those that 
do often lack access to Medigap because they are sick or have no plan options. 
It also limits additional coverage to those with incomes below 150 percent of 
poverty (about $12,750 a year for a single, $17,000 for a couple). This does not 
help the more than half of beneficiaries without drug coverage who are middle 
class nor the millions more who have expensive and/or poor coverage. 

Raises the age eligibility for Medicare to 67, increasing the number of 
uninsured: Since people ages 55 to 65 are the most rapidly growing group of 
uninsured, raising the eligibility age without a policy alternative will cause 
many of these seniors to become uninsured . 

Includes an unlimited home health and nursing home copay: The more than 
1 million beneficiaries who need more than 60 home health visits per year (who 
tend to be older, sicker and widows) would pay more than $300. In addition, 
beneficiaries would pay about $60 per day for the first 20 days of nursing home 
care which is high for those without supplemental coverage. 



ISSUES WITH MEDICARE "PREMIUM SUPPORT" PLAN 

• "Premium support" proposal increase premiums and coerces beneficiaries 
into managed care: The cost of traditional Medicare will rise nationwide - 10 
to 30 percent according to the independent Medicare actuary, forcing many 
beneficiaries to enroll in managed care. 

• Catch-22 for rural beneficiaries. Medicare beneficiaries in rural areas would 
pay different premiums for the same traditional Medicare for the first time ever, 
and still have little or no access to prescription drug benefits. 

0 Beneficiaries with one private plan option or more would have to pay a 
higher premium to remain in the traditional plan or opt for a private plan that 
might not contract out with their physician or otherwise meet their needs. 

0 Beneficiaries with no private plans would pay the current premium for 
traditional Medicare but would be vulnerable to an abrupt premium increase 
should even just one plan enter the area. Since managed care plans with no 
competition tend to have lower benefits, rural beneficiaries - who rarely 
have more than one or two plan options - would still lack access to a 
meaningful drug benefit. 

• Lose-lose situation for urban beneficiaries. Urban beneficiaries would not be 
protected against higher traditional program premiums. They also would 
frequently pay more for private plans, since the government payments would 
not fully account for local costs, which are higher in most urban areas. 

Encourages competition on extra benefits, not price and quality. Premium 
support subsidizes extra benefits in managed care only. As a result: 

0 Hard to make aapples-to-apples" comparisons, especially since few 
beneficiaries know the dollar-value of extra benefits. 

0 Easy to manipulate benefits to attract healthy/discourage sick beneficiaries 
from enrolling. Managed care plans could offer subsidized benefits like 
travel emergency coverage or extra prevention to attract healthier seniors. 

0 Discriminates against beneficiaries in low-cost or rural areas. Over 11 
million beneficiaries, including 75 percent of rural Medicare beneficiaries, 
lack have access to Medicare managed care plan. Although these people pay 
the same Part B premium, they do not have access to extra benefits. 



REPUBLICAN PLAN REPEATS E F F O R T TO L E T MEDICARE 
"WITHER ON T H E VINE" 

In 1995, the Republican Congress promised to let Medicare "wither on the vine" 
by cutting Medicare spending to impossibly low levels and forcing beneficiaries 
into Medicare. The 1999 Republican Leadership appears to share these goals. 

Financially starves Medicare. All experts agree that the doubling of Medicare 
beneficiaries in the next 30 years cannot be accommodated through spending 
reductions alone - new revenues will inevitably be needed. Without the surplus 
dedication, the Medicare program could not be sustained: 

0 Spending growth 60 percent below private sector. Medicare Part A 
spending growth per beneficiary would have to be limited to less than 3 
percent per beneficiary in every year to get to 2027. 

0 Roughly a 20 percent cut in spending on hospital and other Part A services. 
Such cuts would be too deep to be absorbed by providers without sacrificing 
quality of care. They would dwarf the cuts in the Balanced Budget Act. 

0 Tax increase for the next generation. Waiting to address Medicare's 
financing not only increases the size of the problem - since there are fewer 
years in which to address it - but would inevitably require a payroll (or any 
other) tax increase on the next generation of Americans. 

Weakens traditional Medicare by coercing beneficiaries into managed 
care. The Republican plan includes a number of provisions that make it more 
expensive and difficult for beneficiaries to remain in traditional Medicare: 

0 "Premium support" that raises the premiums for those who remain in 
traditional Medicare. Rather than using incentives to encourage 
beneficiaries to join managed care, the Republican plan uses penalties for 
staying in traditional Medicare to implicitly, financially coerce b eneficiaries 
to join managed care plans. 

0 Subsidies for prescription drug coverage only in managed care. The 
premium support plan would allow the government to pay for drug benefit in 
managed care but not in traditional Medicare. 



CLINTON-GORE PLAN TO STRENGTHEN MEDICARE 
FOR THE 21st CENTURY 

Makes Medicare more competitive and efficient - without premium 
increases. The President's plan restructures Medicare to: 

0 Give traditional Medicare new private-sector purchasing and quality 
improvement tools and constrains cost growth in the out-years. 

0 Inject price competition between traditional Medicare and managed care 
plans, making it easier for beneficiaries to make informed choices and 
saving money for both beneficiaries and Medicare. 

0 Moderate Balanced Budget Act. The plan also takes administrative and 
legislative actions, including a $7.5 billion quality assurance fund, to smooth 
out provisions in the Balanced Budget Act that may be too excessive. 

Modernizes Medicare's benefits - including adding a long-overdue 
prescription drug benefit for all beneficiaries. 

0 Prescription drug benefit. All Medicare beneficiaries would have the option 
to purchase a drug benefit that provides for privately-negotiated price 
discounts and coverage of 50 percent of the costs from the first presription 
for spending up to $5,000 when fully phased in. Premiums would be $24 in 
2002 and $44 per month in 2008. 

0 Prevention initiative. Copays and deductibles for all preventive services 
would be eliminated and new services would be studied. 

0 Rationalizes cost sharing. The plan would add a 20 percent lab copay and 
index the Part B deductible to inflation. 

0 Medicare Buy-In. The plan includes a proposal to provide an affordable, 
coverage option for vulnerable Americans between ages 55 and 65. 

Dedicates surplus to strengthen Medicare. Over $300 billion over 10 years 
would be dedicated from the surplus to Medicare. These funds would 
contribute towards extending the life of the Medicare Trust Fund to 2027 and 
help offset the new prescription drug benefit and the $7.5 billion quality 
assurance fund for moderating excessive Balanced Budget Act provider cuts. 



Modernizing and Strengthening 
MEDICARE 

Extending The Solvency Of Medicare To 2027 
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CHALLENGES FACING MEDICARE 

Medicare population will double: Enrollment in Medicare will increase by 
over 100 percent -- from 39 to 80 million by 2035 -- as the baby boom 
generation retires. 

Cost growth will rise - as will need for more competition and greater 
efficiency in Medicare: Although Medicare has recently reined in cost growth, 
increasing costs are projected to return after most of the Balanced Budget Act 
Medicare provisions expire in 2003. 

Medicare's Trust Fund will become insolvent in 2015 -- about 20 years 
earlier than Social Security. Just as the baby boom generation starts to retire, 
the revenues coming to the Medicare Trust Fund will not support this larger 
number of beneficiaries. 

About 75 percent of beneficiaries lack decent, dependable, private-sector 
drug coverage. 

0 At least 13 million beneficiaries have absolutely no coverage at all. 

0 Medigap is inadequate, expensive, and increases with age. 

0 Most Medicare managed care plans have inadequate and declining coverage. 
Nearly 3/5t s of managed care plans will cap drug spending below $1,000 in 
2000. The proportion of plans with caps of $500 or less will increase by 50 
percent. However inadequate, at least 11 million Medicare beneficiaries 
have no managed care option at all. 

0 Medicaid and other public programs cover another 17 percent of 
beneficiaries, but eligibility is restrictive and participation is very low (less 
than 50 percent). 

Private retiree health plans, which cover less than one-quarter of 
beneficiaries, are declining. The number of firms offering retiree health 
insurance coverage dropped by 25 percent between 1993 and 1998. This trend 
will almost inevitably continue without new incentives to retain it. 



CLINTON-GORE PLAN TO STRENGTHEN MEDICARE 
FOR THE 21st CENTURY 

Makes Medicare more competitive and efficient - without premium 
increases. The President's plan restructures Medicare to: 

0 Give traditional Medicare new private-sector purchasing and quality 
improvement tools and constrains cost growth in the out-years. 

0 Inject price competition between traditional Medicare and managed care 
plans, making it easier for beneficiaries to make informed choices and 
saving money for both beneficiaries and Medicare. 

0 Moderate Balanced Budget Act. The plan also takes administrative and 
legislative actions, including a $7.5 billion quality assurance fund, to smooth 
out provisions in the Balanced Budget Act that may be too excessive. 

Modernizes Medicare's benefits - including adding a long-overdue 
prescription drug benefit for all beneficiaries. 

0 Prescription drug benefit. All Medicare beneficiaries would have the option 
to purchase a drug benefit that provides for privately-negotiated price 
discounts and coverage of 50 percent of the costs from the first presription 
for spending up to $5,000 when fully phased in. Premiums would be $24 in 
2002 and $44 per month in 2008. 

0 Prevention initiative. Copays and deductibles for all preventive services 
would be eliminated and new services would be studied. 

0 Rationalizes cost sharing. The plan would add a 20 percent lab copay and 
index the Part B deductible to inflation. 

0 Medicare Buy-In. The plan includes a proposal to provide an affordable, 
coverage option for vulnerable Americans between ages 55 and 65. 

Dedicates surplus to strengthen Medicare. Over $300 billion over 10 years 
would be dedicated from the surplus to Medicare. These funds would 
contribute towards extending the life of the Medicare Trust Fund to 2027 and 
help offset the new prescription drug benefit and the $7.5 billion quality 
assurance fund for moderating excessive Balanced Budget Act provider cuts. 



Medicare Enrollment Will Double As 
The Baby Boom Generation Retires 

Enrollment in Millions 

2000 2015 2035 



Many Middle-Class Beneficiaries Lack 
Coverage For Prescription Drugs 

Income of Beneficiaries 
Without Drug Coverage 

(As A Percent Of Poverty) 

Less Than 100% 
of Poverty 

Greater Than 
150% of Poverty 

54% 

100 to 150% 
of Poverty 

24% 

Over Half of Medicare Beneficiaries 
Who Lack Prescription Drug Coverage 
Are In The Middle Class 

Disproportionately Affects: 

Rural beneficiaries, since nearly 
half have no coverage 

• Older women, for whom total 
prescription drug spending averages 
$1,200 -- 20% more than men's 

SOURCE: Actuanal Research Corporation for HHS, 2000 
In 2000, 150*% of poverty for a single person is about $12,750, for a couple is about $17,000 



Premiums for Medigap, Which Only 
Covers 8% of Beneficiaries, Are High 

And Increase With Age 

Texas Louisiana Nebraska Michigan 

• 65 Year Olds a 75 Year Olds • 85 Year Olds 
Sample Premiums for 1999. Difference between Plans I ($1,250 benefit limit) and Plan F which is similar but has no drug coverage. 
These premiums will be higher in 2002, when the President's proposed drug benefit will cost $24 per month. 



Value of Medicare Managed Care 
Drug Benefits Is Declining 

Nearly Three-Fifths Of Plans Will Cap Benefit Payments 
Below $1000 In 2000 

Proportion of All Plans With Limits of 
Less Than $1,000 

60% 

40% 

20% 

59% 

1998 1999 2000 

Source: HHS analysis of plan submissions for 2000; preliminary. This includes plans with unlimited generics and limited brand name drug spending 



Retiree Health Coverage Is Declining 

.i 25% Feuer Firm A re Offering Retiree Health Benefits 

Finns Offering Retiree Health Coverage 

1994 1998 

SOURCE: Foster-Higgins, 1998 



Modernizing and Strengthening 
MEDICARE 

Extending The Solvency Of Medicare To 2027 

2030-

2020-

2010 

2000 

1990 
1993 1995 1998 1999 President's 

Plan 



REPUBLICAN LEADERSHIP'S MEDICARE "REFORM" PLAN S f y ^ 

Adopts "premium support" proposal that raises premiums and effectively ^ ^ f i J , 
coerces beneficiaries into managed care: The Breaux-Thomas "premium r ^ , 
support" proposal caps the government contribution for all plans. Since the cost J^^T 
of traditional Medicare will be above the cap, its premium will rise nationwide i ^ ' ^ 5 

- 10 to 30 percent. This financial penalty for staying in traditional Medicare 
will force many beneficiaries to enroll in managed care. ^ ^ , 

Refusal to dedicate surplus to Medicare threatens Medicare's financing Ju^i 
and ability modernize: Reflecting their agenda to let Medicare "wither on the 
vine," the Republican Leadership's tax bill dedicates: ^ ^ 

0 No new revenue to extend the life of the Medicare trust fund by a single day. 

0 No funding for moderating the Medicare provider payment reductions in the ' 
Balanced Budget Act (BBA) of 1997 which are excessive. 

0 No funding for a prescription drug benefit that is affordable and accessi ble ^ 
to all beneficiaries. \^ 

Inadequate prescription drug benefit leaves out millions of middle-class 
Medicare beneficiaries: The Republicans' plan gives a tax deduction to buy 
Medigap insurance with prescription drugs. About 55 percent of elderly do not 
have tax liability and thus would not qualify for a deduction and even those that 
do often lack access to Medigap because they are sick or have no plan options. 
It also limits additional coverage to those with incomes below 150 percent of 
poverty (about $12,750 a year for a single, $17,000 for a couple). This does not 
help the more than half of beneficiaries without drug coverage who are middle 
class nor the millions more who have expensive and/or poor coverage. 

Raises the age eligibility for Medicare to 67, increasing the number of 
uninsured: Since people ages 55 to 65 are the most rapidly growing group of 
uninsured, raising the eligibility age without a policy alternative will cause 
many of these seniors to become uninsured . 

Includes an unlimited home health and nursing home copay: The more than 
1 million beneficiaries who need more than 60 home health visits per year (who 
tend to be older, sicker and widows) would pay more than $300. In addition, 
beneficiaries would pay about $60 per day for the first 20 days of nursing home 
care which is high for those without supplemental coverage. 



ISSUES WITH MEDICARE "PREMIUM SUPPORT" PLAN 

• "Premium support" proposal increase premiums and coerces beneficiaries 
into managed care: The cost of traditional Medicare will rise nationwide - 10 
to 30 percent according to the independent Medicare actuary, forcing many 
beneficiaries to enroll in managed care. 

• Catch-22 for rural beneficiaries. Medicare beneficiaries in rural areas would 
pay different premiums for the same traditional Medicare for the first time ever, 
and still have little or no access to prescription drug benefits. 

0 Beneficiaries with one private plan option or more would have to pay a 
higher premium to remain in the traditional plan or opt for a private plan that 
might not contract out with their physician or otherwise meet their needs. 

0 Beneficiaries with no private plans would pay the current premium for 
traditional Medicare but would be vulnerable to an abrupt premium increase 
should even one plan enter the area. Since managed care plans with no 
competition tend to have lower benefits, rural beneficiaries - who rarely 
have more than one or two plan options - would still lack access to a 
meaningful drug benefit. 

• Lose-lose situation for urban beneficiaries. Urban beneficiaries would not be 
protected against higher traditional program premiums. They also would 
frequently pay more for private plans, since the government payments would 
not fully account for local costs, which are higher in most urban areas. 

Requires beneficiaries to compare plans based on confusing benefits, not 
price and quality. The premium support proposal does not alter the anti-
competition status quo. As a result: 

0 Hard to make "apples-to-apples" comparisons, especially since few 
beneficiaries know the dollar-value of benefits. 

0 Easy to manipulate benefits to attract healthy/discourage sick beneficiaries 
from enrolling. Managed care plans could offer subsidized benefits like 
travel emergency coverage or extra prevention to attract healthier seniors. 

0 Discriminates against beneficiaries in low-cost or rural areas. Over 1 1 
million beneficiaries, including 75 percent of rural Medicare beneficiaries, 
lack have access to Medicare managed care plan. Although these people pay 
the same Part B premium, they do not have access to drugs and other 
benefits. 



REPUBLICAN PLAN REPEATS E F F O R T TO L E T MEDICARE 
^iWIIHERJQN-THE VINE*' 

tn n\l99^ 
by \ut t ng 
intoMedi 

Financially starves Medicare. All experts agree that the doubling of Medicare 
beneficiaries in the next 30 years cannot be accommodated through spending 
reductions alone - new revenues will inevitably be needed. Without the surplus 
dedication, the Medicare program could not be sustained: 

0 Spending growth 60 percent below private sector. Medicare Part A 
spending growth per beneficiary would have to be limited to less than 3 
percent per beneficiary in every year to get to 2027. 

0 Roughly a 20 percent cut in spending on hospital and other Part A services. 
Such cuts would be too deep to be absorbed by providers without sacrificing 
quality of care. They would dwarf the cuts in the Balanced Budget Act. 

0 Tax increase for the next generation. Waiting to address Medicare's 
financing not only increases the size of the problem - since there are fewer 
years in which to address it - but would inevitably require a payroll (or any 
other) tax increase on the next generation of Americans. 

• Weakens traditional Medicare by coercing beneficiaries into managed 
care. The Republican plan includes a number of provisions that make it more 
expensive and difficult for beneficiaries to remain in traditional Medicare: 

0 "Premium support" that raises the premiums for those who remain in 
traditional Medicare. Rather than using incentives to encourage 
beneficiaries to join managed care, the Republican plan uses penalties for 
staying in traditional Medicare to implicitly, financially coerce b eneficiaries 
to join managed care plans. 

0 Subsidies for prescription drug coverage only in managed care. The 
premium support plan would allow the government to pay for drug benefit in 
managed care but not in traditional Medicare. 
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August 18. 1999 

The Honorable William J. Clinion 
The White House 
1600 Pennsylvania Avenue, NW 
Washington, D.C. 20500 

Dear Mr. President: 

As the sunimer weather heats up. so too has the recent debate over tax relief. Throughout the year. 
Congressional Republicans have shown our comtnitmcnt to strengthening Social Security and Medicare, and 
reducing the national debt. We commend you for recently agreeing to support our Social Security lock-box plan. 
As you know, the lock-box will save the entire Social Security surplus to be used only for Social Security and 
Medicare. This will accomplish two of our shared goals: it will pay^down the national debt until we have 
implemented plans to secure Social Security and Medicare for future generations. 

In recent weeks, you have vowed to veto common-sense tax relief, claiming that this money should be 
spent on other priorities. You have implied that we ignore Social Security and Medicare, yet our plan reserves S2.2 -
trillion for Social Security and Medicare reform over the next decade. You have said that the surplus should be used 
to pay down the nationafdebt, yet our plan reduces the national debt by over S2 trillion in the next ten years - even 
more than your plan. Mr. President, there is no honest reason to veto this common-sense tax relief legislation. 

Even if you believe that working Americans do not deserve tax relief, surely you must agree with us that 
issues of basic tax fairness must be addressed. The current tax code unfairly levies extra taxes on millions of 
Americans just because they are married. This is unfair. Tens of millions of Americans are investing money in the 
stock market to help finance their retirement. While our government often extols the importance of savings, it then 
turns around and punishes these investors with the capital gains tax. This is unjust. Family farmers and small 
business owners are stung by the death tax. They pay taxes on their income and property throughout their lives, yet 
the government again taxes them when they die. The tax code makes it impossible for them to pass their farm or 
small business on to their children. This is un-American. 

Mr. President, our tax bill addresses basic American principles of common sense and fairness. In addition 
to the aforementioned proposals, our bill also expands Roth IRAs, 401 (k)s and education IRAs. If you are serious 
about encouraging Americans to save, then surely you must support this legislation. Furthermore, this legislation 
extends many important research and development tax credits, These credits encourage American businesses to 
develop new technologies that will help them bener compete in the global marketplace. 

Too often, partisan squabbles center on who deserves credit for this budget surplus. But the truth is that the 
American people are the ones who created it, and it is they who deserve fairness and tax relief. We hope you will 
join us in delivering both. 

Sincerely, 

Trent Lott 
Senate Majority Leader 

J. Dennis Hasten 
Speaker of the House 

M I N T E D O N B E C Y C L £ 0 *Af>tft 
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August 18. 1999 

The l-lonorablc William J. Clinton 
The White House 
1600 Pennsylvania Avenue, NW 
Washington, D.C. 20500 

Dear Mr. President: 

As the summer weather heats up, so too has the recent debate over tax relief. Throughout the year. 
Congressional Republicans have shown our commitment to strengthening Social Security and Medicare, and 
reducing the national debt. We commend you for recently agreeing to support our Social Security lock-box plan. 
As you know, the lock-box will save the entire Social Security surplus to be used only for Social Security and 
Medicare. This will accomplish two of our shared goals: it will pay^down the national debt until we have 
implemented plans to secure Social Security and Medicare for future generations. 

In recent weeks, you have vowed to veto common-sense tax relief, claiming that this money should be 
spent on other priorities, You have implied that we ignore Social Security and Medicare, yet our plan reserves S2.2 
trillion for Social Security and Medicare reform over the next decade. You have said that the surplus should be used 
to pay down the national debt, yet our plan reduces the national debt by over S2 trillion in the next ten years - even 
more than your plan. Mr. President, there is no honest reason to veto this common-sense tax relief legislation. 

Even if you believe that working Americans do not deserve tax relief, surely you must agree with us that 
issues of basic tax fairness must be addressed. The current tax code unfairly levies extra taxes on millions of 
Americans just because they are married. This is unfair. Tens of millions of Americans are investing money in the 
stoc k market to help finance their retirement. While our government often extols the importance of savings, it then 
turns around and punishes these investors with the capital gains tax. This is unjust. Family farmers and small 
business owners are stung by the death tax. They pay taxes on their income and propeny throughout their lives, yet 
the government again taxes them when they die. The tax code makes it impossible for them to pass their farm or 
small business on to their children. This is un-American. 

Mr. President, our tax bill addresses basic American principles of common sense and fairness. In addition 
to the aforementioned proposals, our bill also expands Roth IRAs, 401 (k)s and education IRAs. If you are serious 
about encouraging Americans to save, then surely you must suppon this legislation. Furthermore, this legislation 
extends many important research and development tax credits. These credits encourage American businesses to 
develop new technologies that will help them better compete in the global marketplace. 

Too often, partisan squabbles center on who deserves credit for this budget surplus. But the truth is that the 
American people are the ones who created it, and it is they who deserve fairness and tax relief. We hope you will 
join us in delivering both. 

Sincerely. 

Trent Lott 
Senate Majority Leader 

J. Dennis Hasten 
Speaker of the House 
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MEDICARE+CHOICE PROGRAM TRENDS 
Executive Summary 

The Medicare+Choice program continues to grow despite challenges that parallel changes in the 

larger managed care market. About 45,000 Medicare beneficiaries have been choosing to join 

Medicare+Choice plans each month so far this year. But in both Medicare and the private sector, 

enrollees are finding that many plans are; 

•• raising premiums, 

• restructuring benefits to avoid risk and increase costs to enrollees, and 

" withdrawing from selected markets for a variety of management reasons. 

Further analysis of Medicare+Choice plan business decisions to remain in or leave the program 

reveals that plans facing similar situations make different business decisions. Individual corporate 

strategies determine, for example, whether a plan chooses to leave rather than raise premiums or 

reduce extra benefits. There are, however, some noteworthy trends. 

Plans leaving or reducing participation in Medicare+Choice tend to: 

• Have more generous extra benefits, above and beyond the core Medicare benefits 

package, than plans that remain. They could easily have raised premiums or reduced the 

amount of extra benefits, as many plans remaining in the program are doing. But they 

instead chose to leave the program. 

.»• Have problems maintaining provider networks. While this is especially true in outlying 

suburban and rural counties, it also is occurrmg in urban areas such as Suffolk County, 

New York, and Maricopa County, Arizona. 

*• Leave counties with payment rates lower than $500, and not primarily counties with the 

lowest payment rates. Only 4 percent of enrollees living in counties with the year 2000 

floor payment rate of $401 per member per month were affected, vs 12 percent in counties 

with payments ranging from $450 to $500. 

• Leave counties where payment increases are well above the national average. Plan 

withdrawals are affecting 7.2% of enrollees in counties where rates are rising by 10% or 

more but affecting only 2.4% of enrollees where rates are rising by 2%. 



• And they have less of an investment in the program, as measured by national enrollment 

rates. 

Plans continuing participation in Medicare+Choice tend to be: 

• In urban counties where increases in payment to plans are below the national average. 

• Reducing and restructuring drug benefits in ways that increase enrollee out-of-pocket 

costs and may discourage enrollment by beneficiaries with greater health care needs This 

is especially true for prescription drugs, which are the primary reason many beneficiaries 

enroll in Medicare+Choice plans. Plans are decreasing the dollar amount they cover, 

increasing use of formularies that limit choice, and increasing copayments. 

• Increasing premiums. The national monthly average is nearly doubling from $21 in 1999 

to $46 in 2000. And the number of plans charging no premium is dropping from 49 

percent to 31 percent. The end result is that beneficiaries will pay more and get less. 

Some of the most troubling trends disproportionately impact rural areas. Premiums are on 

average about 20 percent higher than in urban areas, drug coverage is less common, and far fewer 

beneficiaries have access to a Medicare+Choice plan; 21 percent vs 82 percent in urban areas. 

This is not surprising, as many rural counties also have no commercial managed care plans 

because of the difficulty in maintaimng adequate enrollment and provider networks. However, the 

decline in rural access is occurring despite the fact that rural counties are receiving far greater 

payment increases than urban counties. 

These trends underscore important lessons for Medicare reforms efforts. 

Ongoing market volatility and regional disparities make it abundantly clear that managed care is 

not a reliable way to bring affordable access to prescription drug coverage to all Medicare 

beneficiaries. 
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The best solution is to improve the Medicare benefit package by providing access to an affordable 

prescription drug benefit for all beneficiaries, and then paying Medicare+Choice plans explicitly 

for providing it to the beneficiaries they enroll. The President's Medicare reform proposal gives 

all beneficiaries the option to pay a modest premium for a benefit that covers half of all 

prescription costs up to $5,000 when fully phased-in in 2008, with no deductible and for less than 

half the price of the average Medigap policy. This will allow plans to provide additional benefits 

to their enrollees and help bring even more choices to Medicare beneficiaries. 

Market volatility also makes clear that stronger protections are needed for beneficiaries affected 

by health plan corporate business decisions. The President's proposal will: 

• give enrollees in departing plans access to all Medigap policies regardless of health status; 

expand Medigap open enrollment to newly disabled beneficiaries and those -with end stage 

renal disease, and allow those with end stage renal disease to enroll in another plan; 

• mandate a special Medigap open enrollment period for beneficiaries affected by a plan 

termination in January 1999; and 

• increase penalties for violation of the Medigap open enrollment requirements. 

The wide variation in what plans offer makes clear that payment reform is needed to ensure that 

all Americans get a fair and equitable deal for their tax and Medicare premium dollars, regardless 

of where they live. The President's reform proposal will establish a market-based payment system 

that uses competition, rather than an arcane statutory formula, to set truly fair prices in all 

markets. All plans will be paid their full price through a combination of government and 

beneficiary payments, with savings from low-priced plans passed directly onto beneficiaries, as in 

the Federal Employees' Health Benefits Program. Beneficiaries choosing plans that cost 

approximately 80 percent of traditional fee-for-service will pay no Part B premium. 

All these changes are needed to strengthen and stabilize the Medicare+Choice program. They will 

secure cost savings for enrollees. And they will ensure fairness for all Medicare beneficiaries. 



MEDICARE+CHOICE PROGRAM TRENDS 

The Medicare+Choice program continues to grow. There are now more enrollees in the program 

than there were before some plans made business decisions last year to trim their participation. 

Program growth will likely continue despite similar decisions by some plans this year. 

As of the July 1 deadline for plans to notify Medicare about participation in the year 2000, 99 

Medicare+Choice plans have decided to reduce or drop participation in the program. This includes 

withdrawals from the program by 41 individual plans and cuts in the geographic areas served by 

another 58 plans. These changes affect about 327,000 beneficiaries in 329 counties in 33 States, or 

about 5% of all Medicare+Choice enrollees. The total is less than the 407,000 beneficiaries in 407 

counties in 29 States who were affected in 1998. Of the 327,000 affected, 79,000 (1.30/o of all 

Medicare+Choice enrollees), will return to traditional Medicare because they do not have any 

Medicare+Choice plan available in their county. This is more than the 51,000 enrollees left without 

access to another managed care plan in 1998, 

Reductions in plan participation are still well 

below the rate seen a decade ago. In 1988, 22 

percent of Medicare managed care plans 

withdrew from the program, affecting 8.2 percent 

of enrollees. In 1989, 29 percent of plans left, 

affecting 6 6 percent of enrollees. That compares 

to 13 percent of plans reducing participation in 

1998 and again in 1999, with 3.7 percent and 2.7 

percent of beneficiaries affected each year 

respectively. And, despite volatility in the 

marketplace, new plans continue to come into the 

prograro. 

1867 1988 1989 1860 1981 199B 1998 

• Percent of Plans Non-Rin«vwig 
C Pureerit of Enroftees Affrcted 



Since July 1998, 42 plans have been approved for participation or expansion in the program. As of 

August 1999, there are 13 pending applications for Medicare+Choice plans and 9 requests for service 

areas expansions. I f approved, these applications would bring Medicare+Choice access to an 

additional 1.5 percent of beneficiaries over 50% of the counties in these applications now have no 

Medicare+Choice plans. For 2000, there will be at least 262 plan contracts with Medicare. 

More than two thirds of beneficiaries continue to have access to a Medicare+Choice plan. However, 

the total will drop slightly, from 70 percent in 1999 to 68 percent in 2000, and the total number of 

counties with plans is dropping from 27 percent to 25 percent. This is largely because of the difficulty 

plans have in maintaining adequate enrollment and provider networks in outlying suburban and rural 

areas. 

While 82 percent of urban beneficiaries will have access to Medicare+Choice plans in 2000, only 21 

percent of rural beneficiaries will, down from 23 percent in 1999. This is not surprising, as many of 

these rural counties also have no commercial managed care plans. 

2000 

However, the decline in rural access to 

Medicare+Choice is occurring despite the fact that 

rural counties are receiving far greater payment 

increases than urban counties. 

Beneficiary Interest Continues to Grow 

Despite volatility in the market. Medicare 

beneficiaries continue to express a strong and 

growing interest in the Medicare+Choice program 

About one in every six beneficiaries is now in a 

Medicare+Choice plan. Enrollment losses resulting 

from reductions in plan participation last year were recouped within just two months. 



Total enrollment is rising, with about 45,000 

new enrollees each month so far in 1999. 

Total Medicare managed care enrollment 

more than doubled in the past four years, 

from 2.7 million in 1995 to 6.2 million in 

1999. The pace is down from its peak in 

1997 of XX% growth. 

Any leveling off in enrollment growth may 

reflect beneficiaries7 greater awareness that 

plan participation and promises are subject to change each year. In fact, among beneficiaries affected 

by plan service reductions in 1998, half of those who could have chosen another managed care plan 

instead chose to return to the original fee-for-service Medicare program. There also is increased 

concern about plan restrictions on access to care throughout the general public, as reflected in broad 

support for Patients' Bill of Rights proposals. 



CHARACTERISTICS OF DEPARTING PLANS 

Plans leaving or reducing participation in Medicare+Choice tend to offer more extra benefits above 

and beyond the core Medicare benefits package at little or no charge to beneficiaries — than plans that 

are not leaving the program. In other words, 

they could have raised premiums or changed 

their benefits package, as many plans remaining 

in the program are doing, instead of choosing to 

leave the program. 

Among large national managed care firms, the 

size of the company's investment in the 

Medicare market, as reflected in the total number 

of enrollees nationwide, was strongly associated 

with decisions to remain or retreat. For 

example, less than one percent of beneficiaries in 

Pacificare, the largest Medicare+Choice company with nearly a million enrollees, were affected by 

service area reductions, while more than 12 percent of beneficiaries in CIGNA, with only 152, 000 

enrollees, were affected. 

Piano 
Staying 

Plan* 
Leaving 

Five Largast Plans 

That Withdrew 

Total Medicare Enrollaes Percent of Enroltoas Affected 

By Participating Decisions 

Pacificare 997,953 0.9% 

Kaisar 680,907 3.5* 

Humana 483,998 5.7% 

UHC 419,060 8.9% 

CIGNA 152,073 12.1% 



Problems maintaining provider networks were common among plans leaving high payment areas 

For example, Oxford left 9,100 enrollees in Suffolk County, NY, despite a generous payment rate of 

$592, because of difficulty with 

providers. Similarly, Blue Cross and 

United Healthcare together left 15,000 

beneficiaries in Maricopa County, "an Payment 
Rates 

Arizona, again because of difficulty 

maintaining provider networks, among 

other business factors. 

4% 6% 8% 10% 

P«rc»ntaa« of Enrolkae Affected 

14% Enrollees in plans with little or no 

competition were more likely to be 

affected. 11 percent of enrollees in 

plans with one other competitor were affected, while 27 percent of enrollees in plans with no 

competition were affected. And, in many cases, plans leaving the program had a much smaller 

T*o«rM«r» 
M-KTPbn 

market share than their competitors. 

Nationally, enrollees in plans with less 

than 5 percent of the market were twice 

as likely to be affected by non-renewals. 

Plan Payment 

Contrary to assertions by some industry 

Sources, the rate of increase in payment 

to plans does not explain plan decisions 

to trim participation in the program. 



mn 
Payment is rising in all counties this coming year by an average of 5.1%, by at least 2 percent, and 

by as much as 13%. These increases result from Balanced Budget Act reforms designed to bring 

more plan choices to beneficiaries and level the playing field by increasing payment in counties that 

had the lowest rates and therefore the fewest number of plans. 

Yet counties receiving some of the largest increases under the BBA payment system are experiencing 

the most disruption. Plan withdrawals are affecting 7.2% of enrollees in counties where rates are 

rising by 10% or more, but only 2.4% of enrollees where rates are rising by 2%. 

Plans are primarily leaving counties where Year 2000 payment rates are lower than $500, and not 

primarily counties with the lowest payment rates. Only 4 percent of enrollees in counties with the 

Year 2000 floor payment rate of $401 were affected, vs 12 percent in counties with payments ranging 

from $450 to $500. Enrollees in counties with the highest payment rates, where plans are paid far 

more than the cost of providing Medicare benefits, were less likely to be affected. Only 1.3 percent 

of plans are leaving counties where payments are $600 or higher. 

CHARACTERISTICS OF REMAINING PLANS 

The majority of Medicare+Choice plans are remaining in the program. Plans remaining in the 

program tend to be raising premiums, as well as reducing and restructuring drug benefits in ways that 

increase enrollee out-of-pocket costs and may discourage enrollment by beneficiaries with greater 

health care needs. This is especially true for prescription drugs, which are the primary reason many 

beneficiaries enroll in Medicare+Choice plans. 

Changes in Benefits 

Most Medicare+Choice plans will continue to offer extra benefits beyond the basic Medicare package, 

such as coverage for prescription drugs. Because plan participation and enrollment are highest where 

payments are well above the cost of providing Medicare benefits, plans and beneficiaries in these 

areas often enjoy quite generous extra benefits beyond the Medicare benefits package at little or no 

cost to beneficiaries. 
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In fact, in 2000, only 75 cents out of every dollar Medicare pays to plans will be spent on providing 

the core Medicare benefit package. The other 25 cents goes for extra benefits above and beyond the 

core Medicare benefit package. 

Yet plans are increasing what beneficiaries must pay for these extras. The overall average copayment 

for various benefits is rising from $29 to $32 The actuarial value of extra benefits is declining only 

slightly, from $52 per month in 1999 to $51 in 2000. 

But, more importantly, the structure of these benefits, particularly prescription drug coverage, is 

changing in ways that limit plans costs, 

increase enrollee out-of-pocket expenditures, and ultimately will discourage enrollment by 

beneficiaries with greater health care needs. 

Drug Coverage: Most plans continue to offer drug coverage, 75 percent in 2000 vs 77 percent in 

1999. The number of beneficiaries with access to a Medicare+Choice plan offering some drug 

coverage is dropping from 70 percent to 69 percent. 

However, the total value to beneficiaries of 

^ ^ ^ ^ ^ ^ ^ ^ ^ ^ ^ the total amount of drugs they will pay for, 

raising premiums, increasing copayments for 

^ ^ ^ W ^ I M ^ ^ ^ ^ ^ ^ generics, and increasing use of formularies that 

^ ^ ^ ^ ^ S ^ ^ ^ ^ ^ ^ H limit drug choices. The actual value to 

• • i l r l l ^ ,^^^^^^^^^1 beneficiaries varies dramatically 



Plans have changed the structure of their drug benefits. A few more plans are offering unlimited drug 

benefits for both generic and brand drugs. However, a majority of plans (86 percent) will continue 

limiting drug benefits next year. Of those that have annual limits, 74 percent in 1999 had limits on 

both brand and generic drugs compared to only 45 percent in 2000. The remaining 55 percent will 

have limits on brand drugs but not annual limits on generics. 

When plans do impose limits, the annual limits are smaller for 2000. For example, the proportion of 

plans with annual benefit limits of $500 or less is increasing from 21 percent in 1999 to 32 percent 

in 2000, and more than half of plans offering drug coverage will have annual limits of $1,000 or less. 

In feet, 82 percent of plans in 2000 will cap drug coverage below the $2000 level that is provided at 

the start of the President's Medicare reform plan. More plans are also putting special caps on brand 

name drugs vs generics. The number with such arrangements is increasing from 26 percent in 1999 

to 55 percent in 2000, 

About 30 percent of plans with a drug 

benefit are not charging a premium, down 

from 51 percent in 1999. The number that 

offer drug coverage with premiums above 

$40 is increasing from 21 percent in 1999 

to 46 percent in 2000. More plans are 

offering drugs in rural areas (33 in 200 vs 

28 plans in 1999) but both the number of 

rural counties and rural beneficiaries with 

access to drugs is smaller in 2000. In rural 

areas, premiums for plans that offer drug 

coverage are even higher. In 2000, over one-third of rural plans with drug coverage will have a 

premium of $80 or more, up from fewer than 10 percent in 1999. 

up to $500 $901-1000 over$1001 



Plans are making greater use of drug formularies, 

meaning they encourage enrollees to use specific 

drugs, often in exchange for discounted prices from 

manufacturers. In 2000, 85 percent of plans with 

a drug benefit will have an established formulary, 

up from 78 percent in 1999. Of these, 57 percent 

may charge enrollees more for drugs that are not 

on the plan formulary, up from only 14 percent in 

1999. 
Zoo $.01-351.99 $40479.99 Kghv 
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Plans are maintaining high copayments for brand name drugs, and raising copayments for generics. 

Nine out often plans with copayments continue to charge $15 or more for brand name drugs, with 

one in four charging $25 or more, as in 1999. For generics, however, the share of plans with 

copayments charging $10 or more is rising from 28 percent to 44 percent. 

In 2000, plans in one in every eight counties where there is Medicare+Choice access are charging 

coinsurance for drugs. Plans also are sharply increasing the percentage that is being charged. And, 

while in 1999 no coinsurance rate was higher than 5 percent, in 2000 plans in 32 counties are 

charging coinsurance rates of 25 percent and higher. 
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Reducing and restructuring drug benefits in 

these ways may well discourage enrollment 

by beneficiaries with greater health care 

needs. 

Beneficiary surveys show that drug coverage 

has been a primary reason for choosing to 

enroll in managed care. But higher 

premiums, increased use of higher charges 

for off-formulary drugs, and decreasing caps 

on total drug coverage substantially diminish the value for those with chronic conditions and greater 

pharmaceutical needs. 

Dmg coverage is weakening for Medicare beneficiaries outside Medicare+Choice plans, as well. 

Medigap plans with drug coverage are the most expensive, and are not guaranteed to beneficiaries 

who must return to original Medicare because of Medicare+Choice plan departures. Private retiree 

coverage is also unstable and declining, with now less than a third of firms offering it. And at least 

a third of all beneficiaries have no dmg coverage at all. 

Other Benefits: There are also moderate decreases in levels of coverage for other additional benefits 

not covered by Medicare, such as dental vision and hearing aid coverage. 

• The number of plans offering dental benefits is dropping from 52 percent to 48 percent. 

»• The number of plans offering vision benefits is dropping from 95 percent to 91 percent. 

*• The number offering hearing aid coverage is dropping from 59 percent to 56 percent. 

As with dmg coverage, copayments and coinsurance are rising for office visits as well. The average 

copayment for a primary care office visit is rising from Sxx to Sxx and the average copayment for 

seeing a specialist is rising from Six to Sxx. 
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Changes in Premiums 

As in the commercial and other managed care markets, premiums are going up in Medicare+Choice 

The average premium, weighted by plan, is rising from $21.14 to $46.41. The number of plans 

charging no premium is dropping from 49 percent to 31 percent, and the hiehest premium rate is 

rising from x* fti And the proportion of plans charging premiums of more than $80 is rising from 

2.9 percent to 18.4 percent. 

Premium increases are most dramatic in urban areas, including many areas with large Medicare 

markets. For example, in New Jersey urban markets, premiums, weighted by eligibles, are more than 

tripling from an average of $22 to $80 per month. And in Florida urban markets, they are 

quadrupling from an average of $6 to$25. 

Yet premiums remain much higher in rural areas, where substantial increases are also occurring, and 

extras like prescription drug coverage are less common and less generous. In 1999, half of plans in 

rural areas had premiums of $40 or less per month. In 2000, half of plans in rural areas will have 

premiums of $60 or more. Rural premiums, weighted by eligibles, will be about 20% higher than 

urban premiums for basic benefit plans ($42 versus $35). In Illinois, for example, premiums, 

weighted by eligibles, in rural areas will increase from $3 to $12, while in Wisconsin, premiums, 

weighted by eligibles, in rural areas will increase from $15 to $52. 

Parallels in the Private Sector 

Plan withdrawals, reduced benefits and premium increases are not unique to Medicare. They reflect 

the industry-wide difficulty plans face in controlling costs, continuing to maintain a primarily healthy 

mix of enrollees, adjusting to payment changes, and generating profits. 

Industry analysts discussing these trends at a Salomon Smith Barney Health Care Investors 

Conference in New York February 9-11 noted that investors are demanding better profitability 

through increased premiums in the commercial sector, even at the expense of overall enrollment 

growth, and, through reduced benefits and additional payments from beneficiaries in Medicare. More 

11 



control is being sought over pharmacy costs, and plans are being told to do careful market analysis 

to determine the extent of their presence in given markets, and what a "disciplined" premium should 

be for the market. 

Similar issues arose at the "4th Annual Wall Street Comes to Washington" session sponsored by the 

Center for Studying Health System Change June 9. Wall Street analysts noted that for many years, 

overly generous Medicare payments were used by managed care plans to subsidize their commercial 

business and keep private sector rates low. Now, however, because of the underwriting cycle, it is 

difficult for plans to engage in any cross subsidization. 

As a result of these trends, there are many examples of health plans withdrawing from markets other 

than Medicare. Pacificare is withdrawing both Medicare and commercial service in several 

Washington State counties. Group Health Cooperative is pulling out of both Medicare and its private 

contracts in 14 counties in eastern Washington and northern Idaho, citing a variety of reasons for 

their decision. And in the northeast, Kaiser Permanente is withdrawing from Medicare, Medicaid, 

and its commercial business, affecting about 500,000 enrollees. 

Over the last two years, the Federal Employees Health Benefits Program, which covers 9 million 

people, has seen the same kinds of changes that the M+C program has experienced. At the end of 

1998, about 20 percent of participating HMOs withdrew from the FEHBP program. At the end of 

1999, it is expected that about 13 percent of plans will withdraw from FEHBP. Premiums in FEHBP 

increased by slightly over 10 percent for 1999 and by 8.5 percent for 1998, and similar increases are 

expected next year. 

There also are many examples of health plans raising premiums and reducing benefits in other 

markets. The California Public Employees Retirement System (CalPERS), which covers over 1 

million people, agreed to an average premium increases of 7.3 percent for 1999 and more than 9.7 

percent for 2000 - the largest premium increases in CalPERS since 1991. 

12 



I t * * ! 

According to Towers-Perrin, large employers experienced a 7 percent increase in average health 

insurance premiums for active workers in 1999, owing to "unusually sharp increases in prescription 

dmg costs and a health care market that continues to experience rising demand for services from an 

aging population." One finding in the survey was that rate increases for HMO products in 1999 

equaled or exceeded the increases for traditional indemnity plans. 

It is essential to note that the large increases now common in the private sector follow several years 

when private sector increases were quite small. In those same years Medicare increases were two 

to three times higher than private sector increases. Those years of excessive Medicare payment 

increases greatly contributed to plans' ability to provide generous extra benefit packages. They also 

greatly contributed to the fact that Medicare has lost, rather than saved, money on managed care, 

which was a primary reason for Balanced Budget Act payment reforms. 

PRESIDENT'S PLAN WILL IMPROVE MEDICARE+CHOICE 

Volatility in the Medicare+Choice market underscores the importance to enact the President's 

Medicare reform plan. It will increase protections for beneficiaries when plans withdraw from the 

program, ensure that plans receive frill payment of market-based rates, and guarantee that all 

beneficiaries have access to affordable prescription drug coverage. 

Clearly all beneficiaries need a more stable and reliable source of prescription drug coverage. And, 

i f plans' primary problem is paying for benefits beyond the Medicare benefit package, the best 

solution is to improve the benefit package by providing all beneficiaries with access to an affordable 

prescription drug benefit, and paying plans explicitly for what most now offer only in areas where 

payments are excessive. 

The President's plan gives all beneficiaries the option to pay a modest premium for a drug benefit. 

This benefit will cover half of all prescription costs up to $5,000 when fully phased in, with no 

deductible ~ all for a premium that will be less than half the price of the average Medigap policy. 

13 



Medicare+Choice plans would be explicitly paid for providing a drug benefit under the President's 

plan. They would no longer have to depend on what the rate is in a given area to determine whether 

they can offer to do so. Thus, plans would continue to be able to expand the standard Medicare drug 

benefit if they choose to do so . 

The President's plan also will modernize the way Medicare pays managed care plans. Rates would 

be set through competition among plans rather than through a complicated statutory formula, as they 

are today. All plans would be paid their full price through a combination of government and 

beneficiary payments. The lower the price, the less benefidaries pay since the beneficiary contribution 

rate declines relative to the price of the plan, as in the Federal Employees' Health Benefits Program. 

Beneficiaries choosing plans that cost approximately 80% of traditional fee-for-service will pay no 

Part B premium. 

The President's plan will preserve beneficiary options and strengthen protections when plans 

withdraw from Medicare by: 

• giving beneficiaries access to all Medigap plans regardless of preexisting conditionŝ  including 

those with prescription drug coverage; 

• expanding the Medigap 6-month open enrollment period to newly disabled beneficiaries and 

those with end stage renal disease; 

• allowing beneficiaries with end stage renal disease to enroll in another plan; 

• mandating a special one-time additional Medigap open enrollment period for beneficiaries 

who were affected by a plan termination last fall; and 

• increasing civil monetary penalties of up to $50,000 per violation plus $5,000 per day per 

violation of the Medigap open enrollment requirements. 

All these changes will strengthen and stabilize the Medicare managed care market. 

The President's plan also dedicates 15 percent of the budget surplus to Medicare for the next 15 

years. This will assure the financial health of the Medicare Trust Fund through at least 2027, and help 

ensure that Medicare+Choice plan payment rates will be adequate well into the future. 
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Nat iona l Association of 
C o m m u n i t y Hea l th Centers, Inc. 

MEMORANDUM 

TO: Chris Jennings and Jeanne Lambrew 

FROM: Dan Hawkins 

DATE: August 31, 1999 

RE: Data on the Impact of BBA for Federally Qualified Health Centers 

Although I know we are not among the "interested parties" addressed in your memo of 
August 13, I would be remiss for not at least attempting to bring to your attention the very real 
problem facing Health Centers as a direct result of the BBA provision phasing out their Medicaid 
payment system, beginning on October 1 s t, and to appeal to you for support of an alternative to that 
phase-out. 

As we have discussed several times over the past few years, we (NACHC and Health Centers 
generally) are not stuck on insisting that the Medicaid reasonable-cost payment system - under 
which Health Centers have been paid for the past 10 years - must continue indefinitely; in fact, we 
proposed and discussed possible replacements for that system as far back as 1995. On the other 
hand, I remember, however, that you (Chris) and I had a little mantra that went "no repeal without 
a replacement." 

What will be the impact of the BBA's phase-out of Medicaid reasonable cost payments to 
Health Centers? The phase-out formula contained in the BBA penalizes even the most efficient 
Health Centers, and forces them to face revenue losses that are impossible to avoid or overcome no 
matter how much cost-cutting or other efficiencies might be attempted. Beginning with FY 2000, 
each Health Center will be paid first 95 cents of each dollar they spend on care for Medicaid clients, 
then 90 cents, then 85 cents, and so on. Thus, even if a Health Center were to cut its costs in half 
(say from $100 to $50 per visit), it would still receive only 95 percent of what it spends (in this case, 
$47.50). As the first chart (Attachment A) shows, total Medicaid payments reported by Health 
Centers in 1998 (not counting amounts that were for previous years' reconciliation or payments for 
non-FQHC services) were $898 million. Under the phase-out formula, then, the Health Centers will 
face an aggregate loss of at least $45 million next year - equivalent to the cost of serving almost 
130,000 people, at their average per-patient annual cost of about $325. The following year, the 
losses double, to $90 million, then $135 million; in the fourth year, the losses reach $270 million 
(assuming no cost increases) - equivalent to the cost of serving nearly 800,000 people. 

1330 New Hampshire Avenue, N.W. Washington, D.C. 20036 (202)659-8008 FAX (202) 659-8519 



Why do Health Centers need (and deserve) a different payment system in Medicaid? 
Because they are, in fact, very different from other ambulatory primary care providers, especially 
office-based physicians. As two charts from a recent report to the Kaiser Commission on Medicaid 
and the Uninsured (Attachment B) demonstrate, Health Centers have much higher concentrations 
of Medicaid-covered and uninsured patients than do private physicians - and thus cannot live on the 
marginal payment rates that most state Medicaid agencies (and most Medicaid managed care 
organizations) pay to private physicians. Equally important, the Health Centers serve a population 
that has much higher rates of serious and chronic conditions, thus requiring services of greater 
frequency and intensity. If Medicaid payments do not at least approximate the Centers' costs of 
serving their Medicaid clients, then they must cover those losses from the only other major, flexible 
revenue source they have - their federal grants that are supposed to cover the cost of caring for their 
uninsured clients. Under the phase-out, then, the real losers will be the uninsured families who today 
rely on Health Centers for the only locally-available, affordable, continuous health care they receive. 

What aBout the cost-efficiency of Health Centers? Aren't their costs too high to begin with? 
A recent report prepared by American Express Tax and Business Services (Attachment C), a firm 
that provides financial services to dozens of Health Centers nationally, for presentation to HHS 
Deputy Assistant Secretary Gary Claxton, found that among some 40 Health Centers nationally, the 
average patient visit consumed 1.73 relative value units (RVUs) - nearly 50 percent more intensive 
than the MGMA average for private group practices. The report also found that, among a sample 
of Health Centers for which RVU data is available by payer source, the average cost per RVU was 
just above $60, about 50 percent higher than the current Medicare RVU conversion factor for 
primary care services. When the additional "enabling" services that Health Centers routinely provide 
- such as outreach, patient case management, transportation, or translation services - but which are 
not billed separately, are taken into account, Medicaid costs per RVU at Health Centers compare 
very favorably with costs per RVU for other payers and in other settings. Finally, the report found 
that, for each of the Centers studied, Medicaid revenues were consistently below total Medicaid costs 
- in one case (a Center in Tennessee, which does not pay costs under its 1115 waiver), less than 30 
percent of costs. 

While this last example is clearly excessive, we expect that - once the Health Centers' 
reasonable cost payment system is completely repealed (in FY 2004), Medicaid payments to Health 
Centers will average only 50 percent of their Medicaid costs. I f correct, then Health Center 
Medicaid losses could approach $500 million annually, causing a potential loss of care for nearly 
1.5 million people nationally - more than one-third of all uninsured people receiving care at Health 
Centers today - at a time when the uninsured population is growing by more than 1 million annually 
while other providers are shown to be cutting back dramatically on the level of charity care they 
provide. 

For all the above reasons, we have come together nationally with a good contingent of Health 
Center supporters in the Congress, to lay out a most reasonable alternative that would avoid the 
disaster of a phase-out without returning to unfettered cost-based reimbursement. Introduced as the 
"Safety Net Preservation Act" (S. 1277, H.R. 2341), the bill calls for the establishment of a new 
Prospective Payment System under Medicaid for Health Centers (and rural health clinics). I would 
be more than happy to brief you or your staff on the bill (we have already done so with Gary and 



other senior HHS officials). I don't know if we can gain your support for this vital measure, but I 
do hope that - unlike 1997 - when the final deals are being cut in the back room, Health Centers and 
rural health clinics, and the 15 million low income, mostly minority Americans they serve, will not 
be lost and forgotten as all the other so-called 'big ticket' issues are finalized. 

I look forward to hearing from you at your earliest convenience. 

Attachments 



Attachment A 

Medicaid Payments to Health Centers 

Total Medicaid Revenues, CY:1998 $996M 

Reconciliation, previous years -53M 

Managed care payments, non-FQHC -45M 

Medicaid FQHC payments, CY 

Medicaid Patients Served, CY 

Medicaid Cost per Patient, CY 

Total Medicaid Visits, CY (est.) 

Medicaid Cost per Visit, CY 

$898M 

2.85M 

$315 

11.4M 

$79 

Source: Health Center UDS Reports to HRSA for CY 1998 

National Association of Community Health Centers, 1998 



Attachment B 

Figure 7. Comparison of Health Center and 
Physician Office Patients by Payor Source 
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Source; 1995 National Ambulatory Care Survey; Center for Health Services Research and Policy Analysis of 1997 UDS. 



Figure 8. Patient Visits for Selected Conditions Among Patients at Health 
Centers Compared to Office-Based Physician Practices 
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SOURCE: Cen!er«for Health Services Research and Policy analysis of 1997 UDS; U.S. Department of Health 
and Human Services, Advance Data: National Ambulatory Medical Care Survey: 1996 Summary, December 1997. 



Attachment C 
The National Association of Community Health Centers 

Findings from Health Center Service Intensity 
Analysis 

August 6,1999 

Presented by: I 

American Express Tax and Business Services Inc. 

Tax & Business 
Services 



HEALTH CENTER SERVICE INTENSITY ANALYSIS D R A F T 

Key Information Points 

American Express Tax and Business Services Inc. (TBS), has over twenty years 
of experience working with community health centers, providing a range of 
financial and operational services including Relative Value Unit (RVU) studies 
and diagnoses of organizational costs. 

TBS, in conjunction with the National Association of Community Health Centers, 
performed an analysis of Medicaid revenue based on data from five health centers 
across the country. 

The organizations selected for participation in the study represented health centers 
in different geographic settings (e.g. rural vs. urban, etc.) and experiencing 
various stages of managed care penetration among their Medicaid populations. 

Total Medicaid revenue per visit was consistently below the total Medicaid cost 
per visit for services among participating health centers. 
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HEALTH CENTER SERVICE INTENSITY ANALYSIS DRAFT 

) 

Average RVUs per Visit 

The following data is a partial selection from the TBS Health Center Database: 

Health Center RVUs oer Visit (3) Type Geographic Area 
Heallli Center A 2.20 Rural Northwest 
Health Center B 2.29 Urban Northeast 
Health Center C 1.99 Urban Northeast 
Health Center D 1.34 Rural West 
Health Center E 1.75 Rural Northeast 
Health Center F 2.25 Rural West 
Health Center G 1.57 Urban MidAtlantic 
Health Center H 1.94 x Rural Appal achia 
Health Center I 2.05 Urban Midwest 
Health Center J 1.55 Rural Northeast 
Health Center K 1.83 Urban West 
National Median (1) 1.75 
Private Medical Group Practice (2) 1.23 

(1) National median calculated from 40 health centers in TBS Health Center Datahase; Based 1998 Data 
(2) MGMA 1998 
(3) Source: TBS Database of Health Centers nationally; Based on 1998 Data 
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HEALTH CENTER SERVICE INTENSITY ANALYSIS DRAFT 

Findings from Service Intensity by Payor 

RVUs per Visit 
Rural Urban Urban Urban I 

Southwestern Urban Western Midwestern Southeastern Northeastern 
Health Center Health Center Health Center Health Center Health Center | Average 

Medicaid 1.82 2.25 1.75 1.54 2.43 2.23 
Medicare 1.45 1.45 1.97 1.22 2.66 2.32 
Commercial 1.45 2.76 1.61 2.57 2.49 2.13 
Self Pay 1.44 1.73 1.00 1.39 2.66| 1.87 

R V U s per U s e r 

Rural Urban Urban Urban 
Southwestern Urban Western Midwestern Southeastern Northeastern 
Health Center Health Center Health Center Health Center Health Center Average 

Medicaid 1.49 7.42 3.59 6.16 10.76 8.58 
Medicare 4.00 6.15 5.85 6.33 21.18 15.91 
Commercial 1.75 7.46 4.98 1.73 11.88 7.34 
Self Pay 2.87 3.57 3.15 3.59 6.861| 4.97 
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HEALTH CENTER SERVICE INTENSITY ANALYSIS DRAFT 

Findings from Service Intensity by Payor 

Medicaid 

Rural 
Southwestern 
Health Center 

Urban 
Western 

Health Center 

Urban 
Midwestern 

Health Center 

Urban 
Southeastern 
Health Center 

Urban 
Northeastern 
Health Center Average 

RVUs per Visil 11 1.82 2.25 1.75 1.54 2.43 ]| 2.23 

Cosi per RVU $ 63.22 $ 60.92 $ 75.91 $ 84.49 $ 59.51 $ 63.66 
Cost per Visit $ 115.06 $ 137.07 $ 132.84 $ 130.11 $ 144.61 || $ 138.97 

Medicare 

Rural 
Southwestern 
Health Center 

Urban 
Western 

Health Center 

Urban 
Midwestern 

Health Center 

Urban 
Southeastern 
Health Center 

Urban 
Northeastern 
Health Center Average 

RVUs per Visil 1.45 1.45 1.97 1.22 2.66 2.32 
Cost per RVU $ 63.22 $ 60.92 $ 75.91 $ 84.49 $ 59.51 $ 62.70 
Cost per Visit $ 91.67 $ 88.33 $ 149.54 $ 103.08 $ 158.30 $ 136.23 

| Rural 
| Southwestern 

C o m m e r c i a l J Health Center 

Urban 
Western 

Health Center 

Urban 
MidWestem 

Health Center 

Urban 
Southeastern 
Health Center 

Urban 
Northeastern 
Health Center Average 

RVUs per Visit 1 1.45 2.76 1.61 2.57 2.491 2.13 
Cost per RVU | $ 63.22 $ 60.92 $ 75.91 $ 84.49 $ 59.51 $ 62.51 
Cost per Visit | $ 91.67 $ 168.14 $ 122.22 $ 217.14 $ 148.18||$ 123.58 

Self Pay 

Rural 
Southwestern 
Health Center 

Urban 
Western 

Health Center 

Urban 
Midwestern 

Health Center 

Urban 
Southeastern 
Health Center 

Urban 
Northeastern 
Health Center Average 

RVUs per Visit 1.44 1.73 1.00 1.39 2.66 1.87 
Cost per RVU $ 63.22 $ 60.92 $ 75.91 $ 84.49 $ 59.51 $ 67.23 
Cost per Visil $ 91.04 $ 105.39 $ 75.91 $ 117.44 $ 158.30 $ 106.22 
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HEALTH CENTER SERVICE INTENSITY ANALYSIS DRAFT 

Findings from Service Intensity by Payor 

Rural 
Southwestern 
Health Center 

Urban Western 
Health Center 

Urban 
Midwestern 

Health Center 

Urban 
Southeastern 
Health Center 

Urban 
Northeastern 
Health Center 

Medicaid Revenue per Visit $ 101.54 $ 104.18 $ 128.85 $ 37.67 $ 136.00 
Medicaid Cost per Visit $ 115.06 $ 137.07 $ 132.84 $ 130.11 $ 144.61 
Loss per Medicaid Visit $ (13.52) $ (32.89) $ (3.99) $ (92.44) $ (8.61) 
Total Medicaid Visits 3,909 28,716 23,200 12,342 70,740 
Loss on Medicaid Population $ (52,850) $ (944,469) $ (92,457) $ (1,140,894) $ (609,071) 
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HEALTH CENTER SERVICE INTENSITY ANALYSIS DRAFT 

Findings from Service Intensity by Payor 
mmm 

For all participating heallli centers, the Medicaid Cost per Visit was higher than Medicaid Revenue per 
Visil. 
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Illinois Hospitals Data on the Impact of the BBA 

Contact: Barb Filliung: 630-505-7777 ext 286 

Assumptions: 
Constant Volume and constant case mix 

Inflation assumption is the AHA estimate for market basket 
BBA Impact = Pre-BBA law rates with inflation adjusters - BBA rate 



BBA' Impact on Medicare Payments 

( a) ORG Payments 76.442.285 153.591.659 208.345.033 241.814.240 279.137.191 957.330/109 
DTiamfer Provision 26.695.343 29.155̂ 401 29,655.130 3D,5«1.79e 118.447,673 

b>lMEPflymfents 33,939.030 57.BQ2.t00 04,018.926 1D9.357.731 114.724,739 399,902,528 
DApaliedtoOuHiers 14.863.157 13,602.670 12.365.245 11.242.041 10̂ 20,037 62,394,350 

c) DSH Payments 7.508.442 13.695.542 19.991,353 28.003.044 33,753.994 100,962.675 
0 Awptlsd to Outtler* 9,292,224 9,106.379 8,633.163 6,479.680 8.055,867 43.767,519 

d} OiA&w Pay trante 5,155.174 6061.662 0.567.062 7.448.037 6.066.006 33,595.941 
2, Inpatient Capital 60.372.958 60.614.383 80,775,690 60.976.559 61,222,697 303,054̂ 82 
3. BBdDrt* 22.510.485 36,661.160 42.525,552 43,634.393 44.855,140 190,410,730 | 

S4. QmpaBent 

K. PPS-RygnriUnit 

59,416.968 60,843.090 107.244,643 471,117.619 

a> Dlstintt-Part Paychiatric \Jnk 3,274.139 4.607.892 6395,971 8.176.739 10.095.870 32,750,611 

b) Distincl-Part RehabHtation Unit 3.339.310 4.903.590 6,523.279 6,339/193 10,296.623 31-102,495 

1 c) TEFRA Inpatianl Coital -Psych 2,089.380 2.098,733 2,103.029 2.109.334 2,117.782 10,515,272 

j d)TEFRAInpalienlCapilaJ-Rehab 1,705.761 1.712,572 1.717.710 1.722.859 t.729.759 6,588,650 

A Total Impact to Medicare 
Payments 

Note: Above Does Not Inchide 5-Year Impact of BBA on SkMied Nureing Facilities and Home Health Aaenries estimated to be over $3C0 milhon statewide 

Source: Mediosw CortRejwrt PPS13 oornpUHl tiy Winota Hospital & HuTthSyMain» Awowfon 



BBA's Impact on Medicare Payments 

1, IngatiHUPPS 
a) ORG Paymenta 

LARGE URBAN 

53,169.670 106.685.713 143.570.359 166^49.053 1B4.217.W 668.089^1 
flTfarofofFVorriaton 23.678,276 23,891,382 24^64,778 25.027/165 97.081.901 

b) IME Paynwnte 30.099.421 61,170.836 74.379.694 98,911.440 101.S62.707 
13.149/418 11.654.016 10,667.268 9.679.352 8.961.239 

354.022,699 
54.831.304 

c>DSHPaynwnt« 5^58j647 12,142.«17 17.723/134 23,053.129 28,924,773 89.500.100 
i) Applied to OuBSers 6.012.447 7.852.198 7,616,632 7,311967 8.946̂ 69 37,739.614 

{1>Otmief Payments 3^74.664 4.203.235 4,761.710 5,164.555 5.592.379 23.293,554 
Inpatient Capftal 43.339.195 43^12.598 43.628.334 43.773.630 43.949.179 216,203.145 

3. Dad Debt 

4. OirtpaBent 

5, PPS-&rempiUn!t 
a) Dlstinct-Paal PaychiBdric Uml 

16,664^866 27,614,672 31.843.142 32.671.138 33,585.917 142^859^35 

b| Dlstlnct-Pan RehabiHatton Unit 

c) TEPRA Inpatient Capital -Paych 

d) TEFRA Inpatieait Capital -Rehab. 

BBA Total Impact to Medicare 
Payments 

Note: Above Does Nol Inriude 5-Year (mpad ol BBA on Skated Nursing Faalitlea and Home HeaWi Agendes estimated to be over $309 million statewide 

Source: Medicare CoslHqwrt PPS 13 oompiiea hy !Hlrio)i HovUM A HaatthSyrtems AModaSofl 



BBA's impact on Medicare Payments 
HUM 

OTHER URBAN 

1. InpaflentPPS 
a) DRG Paymate 13,876,622 27.681,602 37^57jWa 43.696.711 fia671,971 173,764.664 

DTiattstoiPmvlaon 3,349.089 3,370.231 3.539.920 13.7261571 

b) IMS Paymenta 3.763.877 6/133.008 8.35^775 12.170,923 12.786.138 44.506,620 
i) Applied to OuBiws 1.790.49D 1^27.719 1.479.744 1.345,222 1,222.929 7.4661104 

c)DSHPayniBrta 811.462 1,460. tM 2.160.531 2,810.234 3.647.9D5 10.910.286 

I) Applied to Puttiers 1241,198 1,216,372 M79.881 1.132,688 1.076.052 5,646.187 

d) Outfier Paymenta 394.026 463,312 524.671 569.277 616.434 2,567.920 
2. InpatentCapftal 10.550.633 10.592.825 10,620,992 1D.6S6/467 1 0 . m i 3 0 53,120.047 

3. Bad Debt 

4- Outpatient 

5. PPS^ssmAMnii 
a) DisTmrt-Part Psyc^ialnc Ural 

2.815.095 4,612,249 6.319,495 5,456,768 5.699,576 23.812,203 

b) DiBtwot-Part RehaMStatfon Unit 

c) TEFRA inpatianl Capital -Payoti 

d>TCFRA InpaBem Capital -Rehab 

BBA Total Impact to Miedlcare 
Payments 

Note: Above Dues Not Intiude fr-Year Impact of BBA on SklUied Nursing FacMes and Horns Health Agendas estimated to be over $300 million etatewrde 

Sou ice tieilcan OM Retwn PPS 13 compile by lllintfs Hospdal & HsaltliSyctom AtioMSon 



BBA's Impact on Medicare Payments 

RURAL 

h. iroatienlPPS 
| a) DRG Payments 9,378,795 19,644^43 25,316.716 29,668,477 34.247,673 117.458.D04 

t) Tramter ProvJalon 1.867.976 1.684.786 1.930.023 1.tt74t4l3 7^57^00 

b)IUEPavfflwita 116,732 - 186.457 288,459 375.467 393.694 1,373.019 
i) Applied lo OuUrere 23249 21.135 19.213 17,467 15.879 96,942 

c) DSH Paymenta 40,333 73570 107.388 139.681 181,317 542.288 

iJAppftad to OutJiera 38.560 37.609 35,674 35.207 33.447 1 "1.718 

d) OutSmf Paymenta 1.168^64 1.395,115 1,560,481 1,714.194 1.658.193 7.732.497 

2. inpatient Capftal 6,483.130 6.509.056 6.528,364 6.546,162 8.574.378 32,641,090 
3. Bad Debt 2,640.724 4.654,239 5,368.915 5,806,467 6.660,646 24.028,932 | 

4. Outpatient 
5. PPfl-CttRmpt Unit 

a) Disfact-Parl PaychlalTlc Unit 

b) Dgtoct-Part RehaMHatlon Unit 
c> TEFRA Inpatient Capital -Psych 

d) TEFRA Inpatient Capital -Rehab 

|BHA Total Impact to Medicare 
fPayments 

Note: Aiwve Does Not Indude S-Year Impart ot BBA on SMIIied Nursing Fadlitiea and Home Health Agencies estimated to be over $300 million statewide 

Svuiw; Wedkate Cosi RepoitPPS 13 oompilMJ *>i llliwaii HospSjl & HMlBiSyBtsna Assodaton 
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BBA's Impact on Medicare Pa ments 

4. 0 \ienl 

ivvlslon 

5 PPS:Ewroot Unil 

l>l�ct-Part Ps lame. Unit 

BBA Total Impact Co Madk:ara 

Payments 

a 

7 

0 

13_382,732 

835.7rt7 

40521 

840 

,o 741 

0 

7512 

0 

19,628,971 

LESS THAN 100 BEDS 

0 

7 557 1 81 

0 0 0 

21,283,301 31,235103 34,350,806 

Note: Above Does NOl lncluda 5-Year fmpaci of SBA on �l!ied Nursing Facmtiu and Home Heaflh Ay&iicles �fimated lo be over $300 million statewide 

mL 
■-

0 

37872 

0 

12B BD,514 



BBA' Impact on Medicare Payments 

a) DUG Payrunta 34.258^32 83,626,933 82/69.266 106^64.065 125.089.572 429.007,888 

ftTraraferPravteion 15.686,383 15.728,656 1M06.146 16.476587 63,899.753 

b) IME Payment* 5,345.337 9.037.002 13.209.478 17,193.252 16.037.054 62,672.762 

DApplladloOutiVjrB 1.591.431 1,446.755 1^16,232 1.1B5.685 1,088,969 6.636.052 

c) DSH Paymante 3.644.554 6.647.036 9,703,765 12,621.630 18.364.127 49.002,242 

DApuHedtoOutirent 2,864.726 2.627,033 2,742222 2.832.534 2500,907 13.5B7.424 

d) Outiiar Paymante 2/663.232 3,131.835 3,647.615 3.647.754 4,168.469 17.356^25 

2, Inpatient Capital 26268.789 26.393.916 26.464,102 26.552/192 26^66.795 132,358,095 

a BadOabt | 10,961.194 17.958.612 20,708.737 21,247,213 21,642,127 92.7f8.083 

4 Outpattent 
S. PPS-Enamnt Unil 

25.966,799 20'^80.053 43,798,431 47,907387 52.264.930' 

a) OCaiinct-Part Psychiatdc Unit 1.379.797 2.026,165 2,695.407 3.445.663 4.254.629 13.801,851 

b) OisKnd-Part Rehabilitation Unit 1,070,667 1,572,244 2091.597 2.673.902 3.391.483 10.709,682 

c) TEFRA hvafient Capftal -Psych 876244 879.749 632,387 865.032 888^577 4.411.987 

d) TEFRA Inpatient Capital -Rehab 569,103 571.379 573,093 574,611 577.113 2.666.501 

195.528.601 

BBA Total Impact to Medicare 
Paymenta 

Note Above Does tat Include 5-Year Impact of BBA on SdUied Nursing Facilities and Home Kaaltti Agencies estimated to be over $300 million statewide 

Source: MtfficaJeCasl RepcdPPS l3o»nfilttJ by TITHWU HwpUjl S HaalOiSytfems AstodatM 



BBA's Impact on Medicare Payments 
300 PEPS AND OVER 

FY 'M FY'M FVOU FY'01 • YsarToM 

a) DRG Payraaits 37.921.690 76.194.150 102.364,165 119.959.635 136/75.105 474.0U.66S 

i) Trantfer ProvfjjDn 12.471.273 12.593,514 12.885,519 13.181,886 51.122,191 

bl rt&E Payments 29.629,959 48.673.917 70.750.550 92.087.615 95.607,256 339.749/00 
1 i) AppHad to OUtHaia 13,370.602 12.155,275 11.050.250 10.045,661 9.132438 55.754/45 

c> DSH Paymenta 3t605.340 6941.164 I0.131.7fl2 13,178.554 17.106.798 51.163,638 

11 Applied to OutUers 6.407.468 6,279.317 6,090.937 5.647.300 5.554.935 30.179,953 

d) Outlier Payments 2.196,640 2,563,134 29(26.349 3,173.926 3/36,844 14.317,(»S 

2. Irpaflent Capita] 31.344,345 31.469.681 31553/94 31,658.761 31.765,506 157,811,797 

3. Bad Debt 10,207,656 16,724.543 19385.472 19.766.939 20.340.985 85,345,775 j 

Outpartient 28.623/79 29^15.298 . 53/72.617 56.110.371 63.036,093 

U a) O'aUnOrPati PsycSuatric Unit 1.670.013 2.748,011 3,653,036 4,670.116 5.768,221 18.705.397 

1 b) Oistlnrt-Part RetnbilltaUon Virtti i 2,268,623 3.331.346 4/31,712 5.685.591 6,695,340 22.692.612 

I c) TEFRA InpalreAl Capital -Psych 1^04,662 1.200.479 1.213,108 1,216,745 1.221,618 6.065.613 

| d) TEFRA InpaSant Capital -Rahab 1,136,647 1.141.192 1.144.616 1,148,045 1.152,645 5.723,149 1 

232.956,058 

BBA Total Impact to Medicare 
Payments 169,167,622 251/35.790 330,651,623 379/35,203 413,793,653 | 1,544,504,091 

Note Above Doas Not Include 5-Year Impact ol BBA on SWIEed Nursing Facilities and Home Health Agenciea estimated to be ewer $300 mlUion statewide 

Source. Medicare Corf Repoit PPS M conpilwi by IBintxs HospSUi S HaafihSytten* fmoaatx\ 



BBA's Impact on Medicare Payments 

TERTIARY CARE TEACHING 

MMM 

PV'OD FVOI FY'W S Yw Total 

a) ORG Payments 22,565.083 45433.609 60,011.220 71.381.405 82,396,812 262495,409 

] 1) Tianafar Provislcm 9.524.931 9.610.665 9.841.311 10.067.661 39.044.559 | 

WlMEPayoMHila 27,261,166 46^60.994 67/17.644 87.749,756 92.059,298 320.885,860 | 

DAppSedto (MTitn 12.490.946 11,355/06 10.323.098 9.364,635 8.531.486 52.085.576 | 

a) DSH PayniKits 3007.995 5.468J51 8.008.639 10.417,211 13,522.356 40,443.163 | 

DAmllledtoOuUlers 5.494.519 5.374.629 5.213464 5.006.040 4.754.786 25.832.760 

d) Outar Paymenvs 0 0 0 0 0 0 

2- InpatCentCmlld 19.675.091 19.753.771 19,606,421 19.872,452 19^52.011 99,059,745 

3. Bad Debt 6,S39.0B7 10.713.635 12454,149 12,675,368 13,030,201 55,312,548 

114. Outpattant 
IS. PPS-EKfitnglUnft 

a) Dittinci-Part PsychialricUnit 

Mote: Above Does Not Include 5-Year Impact of BBA on SKUted Nursing Facilities and Home Health Agenctea estimated to be over $300 million slatewida 

So urea: Medicate Coat Report PPS 13 compiled by lilnolB HoaptUI & Hea)ttiSy<l9m» Auooittion 



BBA1 Impact on Medicare Payments 
PRIMARY CARE TEACHING 

a) ORG Payments tS.SU.KB 31.233.726 41.961,421 461174.286 56.764,117 194,676,521 

1) Transfer Provision 6.273.650 6.330,314 6/82242 61631433 25.717,739 

b) tME Paymenta 6,249,669 10,623.426 15.441,666 20.098.616 21.085,216 73,497.933 

O/ypptiadto OuUers 2,33M54 2,119.231 1,926,573 1,751,430 1.692.209 9,720.598 

c) DSH Payments 2,3091763 4.213,198 6,149,661 7.999,215 10,383,609 31,056,675 

i) Applied to OtriHeiB 2,231,863 2.167^16 2.121.999 2.036.735 1,934.699 10.512.302 

d) Outfler Payments 0 0 0 0 0 0 

2. hvaOenl Capitsl 12.483,120 12.533,040 12,566.367 12,608.339 1Z65e,818 62.849.682 
3. BadOeM 6.080,547 9.962,363 11.467.640 11.766450 12,11SiS70 51,433,869 

OutpaOert 

PPS^xwnpI UnH 

a) aistirvc^PaTt Pgyohiatric Unit 

b) Dlstina-Patt RehaDMatlon Unit 

c) TEFRA lopatierit Capital -Paych 

d) TEFRA Inpafiert Capital -Rehab 

BBA Total Impact to Medicare 
Payments 

Note: Above Does Not Inriude 5-Year Impact of BBA on Shfllied Hurstng Facilities and Hums HeaWi Agencies estimated to be ovei S300 million statewide 

Source: tAttfoua Coal RepwIPPS 13 ccKDpJlad by UlinDtsHospjlal* HunhSytUnaAwodatlon 

a<<n umbtutlmjatito.xls 
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BBA's Im act on Medicare Pa ments 

3, Bad Debi 

4. afie11t

viaian 

hla 

Oll\\ler& 

nts 

Hie� 

5h PP5-Effimil Unjt 

a Dlstincl-PMl Pa ·a1ric Unit

BBA Tola.I Impact lo Medicare 

Payment& 

469183 

1.41.054 

190855 

1.5715,852 

S.155174 

120,766,568 

797861 

128231 

3995.883 

1 335 

8061.662 

103,851.518 

/ 

+ 
NON -TEACHING 

13.531518 

1,509169 

1t8 574 105,976 96342 581! 177 

5H2,854 7 619 9648027 29,453837 

1 438,085 1 180 7422 

7,446,017 8,085008 

28611880 

240,475.B79 268,024,071 197,229,935 1,110.347 ,970 

""
Nole: Above Does Not Include 5-Year Impact of BBA on Skmied Nursing Facilities and Home Hea\U\ ,Aaencles estimated to bt ovs $'300 mimon statewide 

;J" 
\I 

!J Soorte: Mlldlt:a/11 Coal REpo,t PPS 13 c:ornpitoo by lllinDCS Holsp!\a\ & HeallhSj'Rfllll Auoda!iclll 
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BBA's Impact on Medicare Payments + 
MEDICARE OSH 

vision 79 383,950 
178.855 83705,106 'lOJ.215 397 

12,302 461 11184055 10167 323 8402746 61 2.99,606 

7411637 1 519,263 19733607 33 18 BO& 9985110.S 

9197,3'2 8 013,395 8,742993 7,973,810 43 :J.20613 

0 0 0 0 0 

3 381,552 33 515044 33,604,287 3371 -403 33,651,385 189 08!872 
18,330,DB1 28,755,192 30.852,055 31.654,280 32,540,588 139, 132..197 

llllmllmllllll!lm!ml�lmmallllli1PJ!mlllllm!mmll' 

chiatric Unll 

SBA Total Impact to Medicare 

Payments 

1912375 

2 059190 

1103,729 

1B0975,804 

2808,217 3,736,79D 5,896 845 

3038,491 4 042,125 

1 111.468 

m,733.625 363.562.321 

Now. Above Does''°' \ndude 5-Year Jmpacl or SBA on S11Ulied N11rsing FadlitiM and Hom& Health Age:,cles Hfuna\er:I to be o\ler'300 m1,1i011 stale1111ide 

Silur<ie: llleilicara CM\ El� PPS 1'3 co� by lllin0i& H� L HNllhSy�1 Amici:a�cn 

1,699,960,017 

' 
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BBA's Impact on Medicare Payments 

NOT MEDICARE DSH 

1. Irpafiem EPS, 
a) DRG Pavraanta 

FY'98 | 

35,887,945 

FY'S* 1 

71.709,004 

B ^ ! 

96.334^10 

FY 01 

I1ZB93.717 13031*356 44*940^33 

OTranafePfoviBco/i 10.266.339 10.358.733 10.807^43 10.651.311 42.093,723 

| bXMEPai/menls 8.220,175 11975204 20,313.622 23,440,157 27.737,774 96.687.132 

•> t>Appjf8dtaOuII)0ra 2.660,6S6 2.418.815 2.188.922 1.999,020 1.617.291 11,094.745 

c)DSH Paymania 96.805 176^70 257.746 335,254 43&1B6 1,301,570 

ilAppfiedtoOuUiers 94.662 02SW 90,195 88.567 62056 446.907 

d) Ouffief Payments 5.155.174 6.061,662 6.667.062 7.448.037 8.066.006 33.598^41 

2. Inpatient CapJtat 26.691.406 27.099.344 27.171/104 27.282,156 27.371.301 135.895,610 

3. Bad Debt 6,180,403 10.125.068 11,676,497 11,969.113 12,31B£52 52,278,533 j 

Mote: Above Does Not Include 5-Year Impact of BBA on Skilled Nursing Fadlitiea and Home Health Agencha estimated to be over $300 million statewide 

Soii/ce: Metikare Cost Fteport PPS 13 oompfled by Minoii HospUal & HeelthSyitemt Anoctation 
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A ARTHRTTTS Arthritis Foundation Statement 
FOUNDATION® on YourSourca 

for Help and Hope* Prescription Drug Coverage for Medicare Beneficiaries 

Summary 
Because increasing numbers of individuals are living many years with chronic diseases such as 
arthritis, it is essential that older Americans have access to medications that can alleviate 
symptoms, modify disease and prevent disability. Approximately 35 percent of Medicare 
beneficiaries do not have prescription drug coverage, and many others have limited coverage that 
can prove inadequate for individuals often living on fixed incomes while facing a chronic 
disease. The Arthritis Foundation strongly endorses passage of legislation to make prescription 
drug benefits more widely available to Medicare beneficiaries. Any proposal enacted into law 
should support a defined and affordable benefit that covers all prescription drugs and biological 
therapies. In addition, given the continuing emergence of revolutionary arthritis treatments that 
present improved outcomes and potentially higher costs, the Arthritis Foundation believes that 
efforts to strengthen the Medicare program should address the special needs of these individuals. 
Finally, enhanced access to prescription drug coverage provided through a government response 
should emphasize assistance for Americans with lower incomes. 

Full Statement 
Arthritis is a painful and physically debilitating chronic disease. To reduce pain and disability, 
individuals with arthritis require access to comprehensive health care that can include preventive 
care, self-management programs, surgical interventions, rehabilitation services, and prescription 
drug, biological and medical device therapies. In view of the critical roles these elements play in 
confronting the social and economic burdens of arthritis, the Arthritis Foundation is committed 
to improving access to health care for all Americans. 

Of the 43 million Americans living with arthritis, approximately 26 million are 65 years and 
older. This number will increase dramatically over the next two decades as the Centers for 
Disease Control and Prevention estimates that 60 million Americans will have arthritis by 2020. 
These demographics indicate that the Medicare program is and will remain a key aspect of 
ensuring the best possible medical care and quality of life for a large number of people with 
arthritis. 

Moreover, because increasing numbers of individuals are living many years with chronic 
diseases such as arthritis, it is essential that older Americans have access to medications that can 
alleviate symptoms, modify disease and prevent disability. Timely and appropriate use of these 
interventions has been demonstrated to reduce both the direct and indirect costs of arthritis. As a 
result, pharmaceutical and biological therapies are playing an increasingly important role in our 
health care system. This accelerating development presents many challenges to available 
resources while holding the promise of both societal and individual benefits. A modem health 
care system must recognize this evolving reality through adequate insurance coverage for these 
technologies. 

Aug. 20, 1999 



At present, however, a significant percentage of seniors qualified for Medicare do not have 
prescription drug coverage. The Medicare program does not include prescription drug coverage 
unless the beneficiary has enrolled in a Medicare managed care plan or has purchased a private 
Medigap policy, both of which may offer such a benefit. Some seniors have access to a drug 
benefit through their former employer's health care plan for retirees. All told, approximately 35 
percent of Medicare beneficiaries do not have prescription drug coverage, and many others have 
limited coverage that can prove inadequate for individuals often living on fixed incomes while 
facing a chronic disease. 

For American seniors who presently do not have coverage, the Arthritis Foundation strongly 
endorses passage of legislation to make prescription drug benefits more widely available to 
Medicare beneficiaries. Any proposal enacted into law should support a defined and affordable 
benefit that covers all prescription drugs and biological therapies. In addition, given the 
continuing emergence of revolutionary arthritis treatments that present improved outcomes and 
potentially higher costs, the Arthritis Foundation believes that efforts to strengthen the Medicare 
program should address the special needs of these individuals. Finally, enhanced access to 
prescription drug coverage provided through a government response should emphasize assistance 
for Americans with lower incomes. 

The Arthritis Foundation recognizes that improving access to appropriate care, including 
pharmaceutical and biological treatments, is a shared responsibility among the involved parties 
— consumers, providers, private insurance and plans, government programs and the 
manufacturers. In particular, designing and implementing adequate drug benefits for Medicare 
beneficiaries will require extensive collaboration that avoids placing a disproportionate burden 
on one market segment. The Foundation is committed to continuing its efforts to provide an 
open forum for dialogue, provoke fair and effective solutions and advocate for the best interests 
of people with arthritis in this key dimension of quality health care. 

For More Information 
Call the Office of Public Policy & Advocacy at (202) 537-5471 for additional information about 
the Arthritis Foundation position on prescription drug coverage for Medicare beneficiaries. 
Contact your local Arthritis Foundation chapter for free brochures about managing arthritis. To 
locate the chapter that serves your area, call (800) 283-7800 or write: Arthritis Foundation, P.O. 
Box 7669, Atlanta, Ga. 30357-0669. You may also find information on the Arthritis Foundation 
Web site at www.arthritis.org. 

Aug. 20, 1999 
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01:PARTMENT OF VETERANS AF?AIR.S 
'Veterans Health Administtation 

Was!-.ington DC 204:20 
-----

Tha Hcriorabia CHff Ste�m:s 
Chairman, Subcommittee on Healtn 
Committee on Veterans' Affairs 
U.-S. 1-iouse er Repreientativ1$s 
Washington, DC 20516 

Dear Mr. Chsirman: 

AL'S 1 J 1999 

This Is in respons� fo your letter on thelmpact on the Depertment of 
Veterans Affairs 0/A) of H.R. 684, which would exter,d favcrable govsmment 
prices for pharmaceuticals to t.he Medicare populatior:. 

'Ne are very concerned that tnis proposed leglsletion would have an indirect, 
negative impact or, VA pharrnecautical budgets. Sectlcn 3(c) of the biil would 
force covered outpatient drug manufacturers to sail to Medicare--a:ffiliated 
pharrnacles at the: lower of the Me�icaid reported best i:incs or the "lowest price 
paid for (the drug] by eny egenc-1 of department of the United States 1

'. The J;stter 
benchmark would include not only low Fedensl Sup�ly Schedule (FSS) end FSS 
Blanket Pur:chasa Agreement (BP.A) pri�es negotiated r,y VA for the Govemment, 

.but also large volume committed use national c:>ntra.ct pricas obtained by VA 
encl/or Department of Defense (DOD) ii'\ head-to-he2d competitive procurements. 
Perhaps rnos1 importantly, the '1lowest price paid'' benchrr.arl< would inc:!ude 
r;,�ny Federal ceiling prfces (FCPs) already imposad on manufacturers by the 
Veterans Healthcare Ac:t of 1992. Section 603 (Public Law 102•565; 38 U.S.C. 
8126). 

By way of further information, through rnany rscsnt inquiries by drug 
manufacturers regarcin9 this bill, we have be�n informally informeci that 
manufacturers may r,c longer offer tower-than-FCP pricas to VA and DOD in SPA 
and national contract negotiations. They l'ilay also invok� 30-ciay cancellatfon 
clauses in FSS contracts and BPAs, ,a the extent allowed by Public Law 102-585. 
which would force Govemment healthcare agencies to buy drugs in the open 
market at much nigher ret2i1 prices or AWPs {a"era.ge wholesare prices). 



10/15/99 FRI 02:15 FAX 
OCT-12-1999 ItSifcb 

121003 

Pag© 2 

The Honorable Cliff Steams 

In sumrrary, we believe ensctment of H.R. 654 would increase VA'S annual 
pnsrm^csirtical costs oy 5o00-60Q million. We would be piesssd to discuss this 
matter turther with yout If you have additional questions, pjesss contact me or 
2 0 ^ 2 ^ 8 4 2 ^ 2 6 i e f C G n S - U , t e n t P h a r i 7 i a c y B e n 6 f l t s Wanasement, at 

Sincerely, 

a. 
Thomas 1. Gferthwaite, M.D. 
Acting UnWsecretaryfor Health 



10/15/99 FRI 02:15 FAX 
•CT-12-1999 15:bb 

« M I A • i u ^ U B l l 
121004 

1̂ 002 

V A calls Allen 
1 

s prescription 

drug bill too costly 
By Jlti Carroll 

Btala* NUWB SkTvlte Health. 
But the Demacnc from Port-

^ i w h o Atumiaj fte VoUmma 
AIEHirH SubcommUtAa on Health 
hearina to answer quaUatu with 
oth«rfioU£e nusmbtn about t n ^ 
ccztptlan drug baiMflti. said tte 
nunibers waro banlass. 

!S*?lBdLfll"sr ̂ C h a t n u t e b e r." 
^ri-™u numnn suxen ThonHc i ^ l ^fe0 KlJ? *• *>© Way to 

teKor. r s t ^a» I -^_ ' "2S u s c l ? ( t * r ^flUiani wjll agree on, thorefbro tbe 
VA cmnft know tiicy wil] ICSE a i 
Cain asount or mo&sy. 

WASHINGTON - B^p. Tom Al-
Vcn'fi m ^ i w * to todqce the.prlco 

ASalra dopartment far easUng tbe 
VA milllOTifl of dpUara.» k«y fi&tuw 
panel announced Mwiday. 

Tbft rneaoure would cbSt the Vrt-
erans Affair? departmcsrt. «600 mil-
licn-soo miman stated Thomas 

tarsoora-
j iui imitn, ui an AUeust latter 

to Hep. OWf Staams, R-FTaT. chf l^ 
man of a House subcommtttee on 

^tGarthMmlto esid in tbe lo t t w 

may may ula, qotloiw that 'Vauld 
^ tfovanmwnt [heaUh can] 

AUCD'B mBajora Is aloud at loww 

thoWatnitagiven todmfaferal 
SuVBnunflnt 

Tlio fedora! .Bovenunflnt pur-

chases thB medldneB at half the 
^ g a price consmnBTS pay, Allen 

on Medleara. But kne House banel 
jukad Allen how ba q o o l T ^ ^ 

P ta ,i5fi3B? l , r f t- |JS 

"[Seniors] art ehaoWng around 

bacause of cowpalitton. 

Sj^OWrtipta Snow has also lit-

sjjro that would hboflt M S S S S 

i ~ » p 6 * 8 1 1 1 * Would allow aan. 

Medicare rsclpirais would bm eo-' 

ai deductihles. Seniors will ba able 
to choose between Medleir i 
Stoi? 6 e r 8 , , P p I c , n o t t t H l drug 

( . „^ U I i 2 ' for toe measure wuld 
come froDi tobacoo t o ^ pmpSoS 

, P 0 8 " betwe^ & ^ 

pcrcant. 

„^ttiara that don't toll tn thosa 
« W w f l 2 havaas ̂ reenter tfaeir 
PJWBIOTO paid torVy the goweni-

Same's bUl is stm In cWSttoe. 

TOTAL P.04 




