Risk Buminations

By Cariton Harker

Overview

edicare Part D was born in 2004 after a long period of
gestation and fabor adventures and leaps to full form in
-2006. Prior to 2006, each Medicare cardhoider must
choose to. (a) accept the new Rx benefits and pay the requisite




Notice of Greditable Service

Any plan-covered person prior to 2006 (and annually thereafter) must elect to accept or decline Medicare Part D. Critical to this
decision, is the assurance to the covered person, that the plan’s Rx benefit is no worse than that of Medicare Part D. Tf so, the cov-
ered person may opt out of Medicare Part D with the assurance that at a later date such person may reenter without the onerous 1%
per month readmission penalty.

Usually, but not always, the plan’s service will be creditable. The challenge will be administrative and not actuarial. Each plan must
tag any covered person who has a Medicare card (workmg aged e.g.) and send a Notice of Creditable Service to such covered per-
son. An actuarial statement certifying such creditable service is not required.

Subsidy Considerations
‘The Medicare Part D benefits which are purchased with a presumed premium of $540 are as follows:
Medicare Beneficiary Total
Rx Expenses % Maximum % Maximum %o Maximum
80 -250 0 $0 100 $250 100 $250
250 2,250 75 1,500 25 500 100 2,000
2,250 - 5,100 0 0 100 2,850 100 2,850
Over 5,100 95 N/A 5 N/A 100 N/A

The reader will readily discern that where a covered person has $3,000 projected Rx expenses for 2006, the following two relevant
risk-related indices are readily available:

LEconomic Value
Medicare Part D Benefit (see above) $960 *
Subsidy (28% of Rx expenses in 770 **
$250 - 5,100 range)

* 80+ (75)(2250 - 250) + 0 = 1500 — 540 = 960
(3000 - 250)(.28) =770

In the instant case, we see that the plan sponsor is best advised to have the Plan be secondary to Medlcare (the so-called wraparound)
ther than rowdmg the benefits as pnmary and claiming the subsidy.
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Gonclusions (Hypothetical numbers)
A. Subsidy-Related Tests

Plan
Benefits
1. Projected gross Rx benefits $202,303
2. Annual contribution $ 0
3. Projected net Rx benefits (1) - (2) $202,303
0)-@

Sin}:e lines (1) and (2) for Plan Benefits exceed i re Rx Benefits the Gross and Net tests are both met.

: (seepaged)
| September 2005 R




B Loss Recovéry - It's Your Money (confinued from page 28)
B. Risk Management Considerations

The net projected Rx costs for retirees over age 65 are as
following based upon several assumptions:

1. All covered persons elect Medicare Part D

2. No covered person elects Medicare Part D;
subsidy was maximized.

3. Medicare Part D is elected for some and not f

a. Low Range
b. High Range

Medicare Part D Made Easy
Introduction

While the multiple risk management options may be attrs
simpler path.

The Simple Path
The plan document should be amended as follows:

1. Every covered person who has, or could have, 2 Medic
eligibility. Itis anticipated that such Medicare Part D p

2. For such select covered persons, the Plan’s Rx benefits shall be determined from the Medicare Worksheet provided by CMS
(or the PDP is applicable) and shall be defined as follows:

Where Medicare Part D Plan Shall Pay
Pays at the rate of at the rate of
75% _ %
0%{s0-called donut hole) _ %
95% %

3. A Notice of Creditable Services will be given to each covered person showing that the Plan’s benefits are not equivalent to
those of Medicare Part D and explains to such covered person what the Medicare and Plan Benefits are.

GComments

The fact that the purchase of Medicare Part D for the minimal-Rx user is not cost-effective is ignored.

The effort to gain the Rx subsidy is too great for its reward,

The issue of credirable services is taken totally out of the picture because no such event as opting out can occur.

Whether the Rx benefits for such select group of covered persons is (a) Plan Rx benefit fanded in part by Medicare Part D or (b)

a freestanding Medicare Rx benefit plus a freestanding Plan Rx benefit must be made clear. It appears that either (a) or (b) will

be acceptable.

5. For plan sponsors wishing specially designed Rx benefits, a special plan amendment should be considered. For example: a ben-
efit such as 50% of the Rx expenses after a $150 Calendar Year Deductible.

6. It is suggested that the plan sponsor consider a separate plan for Rx benefits at once. Also, where justifiable for reasons of size,
a separate plan should be considered for all plan covered persons who have ar could have 2 Medicare card.

7. The one option which must not be elected by the Plan Sponsor is to do nothing.
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Some Dark Thoughts on the Drug Scene

Dominance of the Practice of Pharmacy

The admiration for the practice of medicine is great because
of the skill, training and knowledge of physicians but even
more so because of their Hippocratic Oath. The concern is
that the practice of pharmacy (as the intended heir/replace-
ment thereto) has no such oath. This sharp difference will
have enormous consequences.

Political

‘The reality is that, at least as regards Rx issues, the Congress
(and the White House to a lesser extent) work merely as much
for the Rx companies as for the citizens. Tt is well known that
drug and medical device manufacturers contribute millions in
PAC and soft money contributions to federal candidates and
parties to influence legislation and elections.

Practices of the Rx Companies

The Rx Card is usually a plan benefit which, when offered,
establishes a nexus of such plans directly to the major Rx firms.
In so doing, plan sponsors rarely realize that their ERISA plan
becomes an gide tor and abettor of 2 wide range of Rx practices
some of which may be anathema to such plan sponsor.
Examples of such unethical practices are listed as follows:

B Wanting to exchange the practice of medicine with the prac-
tice of pharmacy

B Permitting Rx to be used for health conditions for which it
was not intended

B Unfair and monopolistic marketing practices including so-
called tying arrangements

Il Gross violatons of privacy laws

B PBM-Rx firm collusion; hospital-Rx firm collusion

B Direct advertising to private citizens

[l Rebates and kickbacks to physicians

Il Excessive political contributions to gain regulatory clout

B Buying off generic manufacturers

B Introducing nearly-same Rx to avoid generic price competition

B Permitting dangerous Rx to be sold

B Discriminatory allocation of Rx co-payments for marketing
purposes

[l Mafia-Rx Card connections

B Inadequate FDA approval disciplines

Bl Stampede to increase number of Rx on the market for finan-
cial gain

B Fraudulent advertising

B Rx and preventable medical errors

B Gifts to physicians, and PBMs by Rx firms

[l Inordinate amount spent by Rx firms on coercive advertising

B Being party to a pricing practice that permits the U.S. -
Canadian Rx price-war

B Rx companies using their supermarkets to drive out smaller
retail outlets using Rx as lures to sell all non-Rx items

B Being targets of many class-action lawsuits.

Medicare Part D - Already Doomed?

It is not encouraging for those hoping for fiscal sanity to know that
the CMS Chief, was willing to appear before Congress and express
his opinion that the cost of the impending Medicare Part D legis-
lation was understated but such Actuary was impeded from so
doing. Some on the Congressional Committee wanted to hear his
testimony (but not all). Between (a) arguments of separation of
powers, (b} iming and (c) politics {i.e., many on the committee had
no interest in hearing the facts), the legislation was enacted.

While this writer has no inside information, a safe guess is that the
expected significant and tragic cost overruns (i.e., the Medicare Rx
train wreck) will result from (2) the huge underpricing of institu-
tional-based Rx charges and (b) the absence of any payer-provider
cost controls; e.g. institutions and Rx firms may collude over costs
of high-priced Rx therapy administered therein. That the Rx com-
panies have the opportumity to control the retail pharmacies with
the Rx cards and the institutions with collusive practices spells dou-
ble-trouble. Institutions are long-term care facilides.

The Final Chapter?

Our employer-financed self-funded health plans have endured
(albeit in much reduced strength and numbers) the onslaught of (2)
COBRA, (b) HIPAA, (c) super abundance of over-zealous vendors,
(d) stop-loss (which to this day - cannot, or will not agree on its true
nature) and (¢) the lack of a unified and coherent voice from the
employer community. This writer voices concern as to how such
plans will survive the federal Rx mandates. Wil this new load be
too much for the already-tired workhorse?

Some are already suggesting that the health care issue will be dom-
inant in the 2008 election. Will the Rx changes help or harm
employer-financed self-funded plans? The prediction of this writer
is that it will harm. The political impact of (2} a high percent of
health costs being funded by the U.S. Treasury (i.c., Medicare Part
D), the increasing ravages of cost-shifting (resulting from the
steady increase in the percent of employers who are dropping their
plans) and (b) the onward march to victory by the globalists will
dominate the Congress after the 2008 election.
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