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To set the stage for the current interest by the requlatory
authorities in the pricing of and the benefit content of Medi Gap
policies same analysis of the advent of Medicare and its subsequent
inmpact on the econcmy might be helpful.

The seeds for providing health care to the aged were planted
in 1935 in same of the initial versions of the Social Security Act.
Under the stidy provisions of the Act, the Social Security Board
was empowered to cordhuct research and investigations relative to
national health insurance. During the intervening years, 1935 to
1965 (passage of Medicare), a series of hills dealing with national
health inswrance were presented to the Congress: 1939, the Wagner
Bill; 1943, the Wagner, Murray, Dingell Bill; 1946, the Taft Bill.
In the 1951 to 1964 era, most of the bills dealt with social insur-
ance proposals for persons aged 65 and over. In 1960 the Kerr-Mills
Act was passed establishing a program of medical assistance for the
aged. Beginning in 1960 efforts to enact a social insurance program
of hospital benefits were stepped up with a series of attempts to
enact a sound insurance program of hospital benefits known as the
King-Anderson Bills., Sufficient momentim was gained so that in 1964
the Senate passed an admendment providing hospital insurance benefits
for the aged 65 and over. The Bouse, however, would noct agree an a
carpromise position and the legislation died in conference. In 1965,
in additicn to a King-Andersan Bill, other proposals were presented
such as the Byrnes Bill (named after its author Representative
Byrnes), the Eldicare Bill (sponsared by the American Medical Associa~
tion and introduced by Representative Herlong and Curtis). Early in
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1965, under the leadership of Chairman Mills of the Bouse Ways &
Means Conmittee, the Ways & Means Cammittee put together the Medi-
care program which was to became effective on July 1, 1967.

The social pressures hrought about by the cost to the aged to
rrovide for medical care was a major factor influencing the passage
of Medicare. The aged were caught in the hind of fixed incomes and
rising cost with medical care costs constantly consuming more of
their available incame. An examination of the Medicare benefits is
in order to assess its impact an the covered individual as well as
its impact upon the health.care system and the group benefit package
for the under 65.

The Medicare program for the 65 and over provides a most campre—
bensive packaga of benefits. On the hospital side inpatient room and
board for a samiprivate acocammodation (and where medically necessary
private roam) and all special services (general muxsimg, drugs, oper—
ating roam, diagnostic services etc) were paid in full for the first
60 days after payment of a deductible. Frum the 6lst to the 90th day
the sare benefit provisicns prevailed but with a daily copayment equal
to 25% of the initial deductible. In additian, there was coverage for
care provided in a skilled nursing facility (SNF) plus home health
services. Full outpatient diagnostic berefits were also provided to
minimize use of inpatient usage for such services. Skilled nursing
facility benefits were covered in full for the first 20 days, the
next 80 days of benefits had a daily copayment equal to 1/8th of the
initial inpatient deductible. All of these benefits were provided

under the hospital insurance portion of Medicare and commonly referred
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to as Part A.

Physicians benefits, in addition to home health services, were
provided under the Supplementary Medical Inswance (SMI) portion of
Medicare gemerally referred to as Part B. The SMI portion had an
anmual deductible (as contrasted to a spell of illness deductible
under Part A) with the patient and SMI sharing an a 20%-80% (20%
patient payment - 80% SMI) baais. Physicians were to be reimbursed
an a reasaneble charge basis.

wWith the passage of Medicare the people 65 and over had avail-
able to them camprehensive benefits which equalied to and in mamy
cases was greater than that held by the under 65 population. By
removal of the financial constraints dve to inedequate or no insur-
ance and a backlog of medical need, the medicare population mede
full use of the program. Its impact upon the medical care system
far the entire population has been well docurented by health econo-
mist and is reflected in:

Table 1. Portion of Health Care Costs Paid By Individuals

versus Third Party Payors
Table 2. Health Care Expenditures As % Of Gross Naticnal
Product.

Table 3. Ratio of Personal Expenditures For Medical Care To
Persanal Income

Table 4. Armual Changes In Consumer Price Index and In

Medical Companents of the Index
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The following tables present those variables from 1966 to 1977:

Table l.—Portion of Health Care Costs Paid By
Individuals versus Third Party Payors

NDER 65 65 AND OVER

Fiscal Years Out of Third Out of Third

Exding June 30 Total Pocket Party Total DPocket Party
1966 100% 51% 49% 100% 53% 47%
1967 100% 48% 52% 100% 378 638
1970 100% 43% 57% 100% 3% 67%
1973 1008 38% 62% 100% 33% 67%
1976 1008 358% 65% 100% 27% 73t
1977 (Sept) 100% 32% 68% 100% 27% 738

Table 3.—Ratic of Persanal Expen-—

Table 2.—Health Care Experditures As ditures For Medical Care To
% of Gross Naticnal Product Disposable Personal Income
Fiscal Years Calendar
gggggg Year

1966 5.8% 1966 6.2%

1967 6.2% 1967 6.3%

1978 7.2% 1970 7.1%

1973 7.7% 1973 7.4%

1976 8.7% 1976 8.6%

1977 (Sept) 8.8% 1977 9.1%

Table 4.—Anmual Changes In Comsumer Price Index
and In Medical Camponents of the Index

Calendar All All Medical Physician Bospital Prescriptiong

Year Items Care Items Fees Foam & Drugs
1966 2.9% 4.4% 5.8% 100% 1.3%
1967 2.9% 7.1% 7.1% 19.8% - 0.5%
1970 5.9% 6.3% 7.5% 12.9% 2.3%
1973 6.2% 3.9% 3.3% 4.7% 0.3%
1976 5.8% 9.5% 11.3% 13.8% 6.1%
1977 6.5% 9.6% 9.3% 11.5% 6.4%
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The results speak for themselves as to the rapid rise in medical
care costs. Considering the limited and relatively fixed income for
the 65 and over population one can see how the social pressures to
provide relief in the form of medical care arcse in the early 60's
and have been aggravated in the latter half of the 70's.

A history of the movement of the medicare deductibles and the
cost to purchase Part B (medical) benefits will also show how the
increase in these elements have further impacted the standard of
living of the aged.

MEDICARE DEDUCTTELES, COPAYS & COINSURANCE AND PREMIUM

PART A PART B

Benefit Daily
Period 6lst to 90th 21st to 100th Armuaal Qoin=-
Deductible Hospital Days SNF Days Premium Deductible surance

$40 §10 $5.00 7/66 $3.00 $50 20%
$44 s11 $5.50 4/68 $4.00
$52 $13 $6.50 7/70 $5.30
360 $15 $7.50 /71 $5.60
$68 $17 $8.50 7/73 $5.80 $60 20%
$72 518 $9.00 /74 $6.30
$84 521 $10.50
$92 $23 $11.00
$104 $26 $13.00 1/76 $7.20
$124 $31 $15.50 /77 §7.70
$144 $36 $18.00 7/78 $8.20
$160 $40 $20.00 T/79 $8.70

It should be noted that in 1972 the Medicare benefits were

extended to the disabled under social security and those receiving

treatment for chronic kidney disease. As was mentioned earlier in

this treatise, deductibles were introduced to keep down the cost of

the program to the goverrment.
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set equal to the daily cost of care in a semiprivate roan. The Part
B deductible was set at $50 per calendar year with 20% paid by the
recipient for the remaining balance with the first period being only
6 months to minimize the cost of the program to the govermment.

To meet the needs of the 65 and over population as to insuring
the uncovered portions of the Medicare program, policies were de-
signed which tended to duplicate in conjunction with Medicare campre-
henaive programs offered by the industry.

The major elements of cost to be met were:

1. The initial inpatient deductible for each spell of illness.

2. The copay days fram the 61st to the 9Gth day.

3. Full coverage frum the 91st day om.

4. The copay days in a skilled mwsing facility fram the 2lst
to the 100th day.

5. The deductible (currently $60) and coinsurance (20%) for
services provided by physicians and surgeons which were
routinely provided under a typical health insurance policy.

6. Prescription drugs not provided by the hospital.

More than a decade has past since the program began and along
with it the availability of data particular to the insured medicare
population, Data pertaining to the camplimentary Part A deductible
and copays is relatively clean as the benefits are for a spell of
iliness ar benefit pericd. On the other hand the Part B presents
by Social Security and the difficulty if not the inability to main-
tain appropriate service cownts and distribution of losses by size
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that limits the ability to measure the impact of inflation upon the
deductible and the truncation of service counts under the deductible.
An additicnal ramification relative to inflation is the coverage

provided under Part B far certain services provided in the cutpatient
area of a hospital similar to those provided an an inpatient basis.

For apalytical purposes I've taken the pure premium calculation
underlying the rate calculation for policies issued April 1 thru
June 30, 1979, for a duration of 12 months.

The largest element, in terms of cost, is the inpatient hospital
deductible. The estimation of the utilization for this benefit is
relatively simple. A regressicn analysis is perfarmed using 13 data
points. These points represent 12 months of incurred ar accident
year data for successive quarters. The actual results and extrapo—
laticons considered and used are cantained in Exhibit 1.

The estimaticn of the deductible amount, unfortunately, is not
quite as simple since it is based upon natiorwide data for a period
of time which is incomplete as far as development. In the case of
this example the 1980 deductible will be develcped fram 1978 data
and as shown in Exhibit 2 (the rates were calculated during the last
quarter of 1979).

Tha method employed to estimate the deductible is dependent
upon two sources of data. The first is the calculation of the hospital
deductible for the period prior to the year to be estimated (in this
case 1979) as published in the Federal Register (see Appendix A) and
the reparts issued by QRASDI displaying the experience far hospital
insurance for varicus time periods which correspond to those used to
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calculate the hospital deductible (Appendix B). It should be noted
that the deductible value serves as a basis to establish the daily
copay payments (by the insured or inswrer) for the 6lst to the 90th
day and in a skilled mursing facility fram the 21st to the 100th day.

The use of such external indices as the hospital services oan-
ponent of the Consumer Price Index are not reliable as it does not
reflect the mix of services used by the 65 and over population.

If one campared the change in the inpatient hospital deductible
with the change in the hospital charge indices contained in the CPI,
they would find no consistency even when the CPI change is adjusted
to reflect its impact one year hence on the Part A deductible.

The pure premium calculation for the in hospital copay for the
6lst to the 90th day and skilled mursing copay for the 2lst to the
100th day present no unusual cansideration except for the calculation
of the copay value. The method of determining the liability, as
previcusly mentioned, follows that of the inpatient deductible. Con-
sideration mist be given to any variance between results of insured
programs and those of the total medicare population and the avail-
ahility of institutions which provide certain levels of care. Medi-
care studies (Appendix C) indicate days of care in a short hospital
stay decreasing as well as a decrease in the muber of skilled nurs—
ing facilities. These factors were considered in the choice of antici-
pated utilization levels for in hospital copay days from the 6lst to
the 90th day and skilled nursing copay days fram the 21st to the 100th
(Exhibits 3 & 4 respectively).
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Exhibit 3 shows the day utilization for cases with length of
stays from the 6lst to the 90th day increasing. Without a distribu-
tion of cases by length of stay from 1 to 90 or more days, it is
difficult to compare the total day utilization (L to 90 days) of
the insured population to that of the medicare population. One can
raticnalize as being reasonable that the maber of claims with length
of stays of less than 61 days could be decreasing while cases with
length of stays beyond 60 days could have either had an increase in
volune or length of stay. In addition, an insured program might be
mre attractive to those who need or anticipate the need of medical
care, thereby inducing higher utilization.

Bxhibit 5 presents the developrent of pure premiums for in hos—
pital benefits beyond the 90th day. Bemefits for days beyand 90 are
paid far in full by the insured carrier. Normally cne would expect
that this value would be determined by estimating the day utilization
and the average daily costs. An analysis of these elements indicated
erratic behavicr in terms of utilization, length of stay and costs
whereas the camposite (i.e., pure premiums) produce stable as well as
reascnable results.

The most difficult element of pure premium to calculate is that
to cover the Part B anmual deductible in whole or in part for physician
ard outpatient hospital services. As was previously mentioned, there
are no available statistics by size of losses to determine the impact
of inflation and utilization upon the deductible value as the status
of the Part B deductible and the benefits applicable to satisfy the
deductible are maintained by Medicare.
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To cbviate the problem, the choice of the regression cwrve was
paramount. It had to not anly show a high degree of carrelation to
historical data but also demnstrate a pattemn of future development
that was logical. With increasing unit cost one would expect that in
successive years the average deductible would increase at a decreasing
rate and becore asymptotic as it approached the deductible limit.

The most recent observation would indicate that the values have
 become asymptotic, therefore, the last observed value was chosen as
the expected pure premium for the rating period. The historic values
and the projected pure premiums are shown in Exhibit 6.

For the coinsurance benefits which compliment the Part B 808 co-
insurance payments, a retirn to the more traditional technique of using
utilization (frequency) and average cost per service for calculating
pure premiums was adopted. The physicians and hospital elements are
separated as each is influenced differently by the inflation factors
particular to each of the segments. The increase in physicians pre—
vailing fees is comtrolled by the Department of Health, Bducation &
Welfare. For 1979 this value was calculated to be 5.08% over 1978
values and this same value was assumed to contime in 1980. The
increase in hospital charges would reflect the inflationary pressures
of the local hospital area and are currently being controlled by com-
petition amongst hospitals and the American Hospital Association
voluntary effort. Appendices D1, D2, and D3 detail the allowable
increases in ghysicians prevailing charges carried into the pure
premium calculations.

Exhibit 7 develops the expected service utilization for physicians
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cojnsurance benpefits. The most recent cbservaticns indicate a level-
ing if not a moderation of usage. For projection purroses the last
observed value was used. The average service cost is developed in
Exhibit 8 and used the previously menticned 5.08% and pricr values
as taken fram the letters issued by Health, Bducation and Welfare to
Part B intermediaries. The companion piece to the physicians' coin-
surance is the cutpatient hospital coinsurance benefit. The utiliza-
ticn and cost considerations are displayed in Exhibits 9 and 10.

To corroborate these trends and values (Physicians & Hospital) a
review is made of the assumptions used by Bealth, Educaticn and Welfare
in developing Part B monthly actuarial and monthly premium rates. These
calculaticns are contained in the Federal Register and are noxmally
published each December.

Apperdix El presents the various SSA assumptions underlying various
SSA pricing and funding calculations. Table 5 presents a range of
values for the projecticn factors for physicians! fees, utilization of
physicians' services and cutpatient hospital services. The projection
factor used in the pure premium calculation to cover the wninsured coin-
surance portion for these benefits are below those indicated by SSA for
physicians' fees and utilization and within the high and low assump—

The next and last benefit to be analyzed is prescription drugs.
Prescription drugs, outside of those provided in a hospital setting,
are not covered by Medicare, The benefit to be priced provides pre-
scription drugs subject to a $25 quarterly deductible and 25% coin-
surance. Pure premiums are developed by estimating the mumber of
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claims and the average mmber of prescriptions per claim and the
average cost per prescription. The estimation of the mumber of claims
and the average mmber of prescriptions present no umsual or wnigue
oconsiderations. Generally the mmber of claimants have increased
over time with the mmber of prescriptions showing a continuing de—
cline. The underlying data and projections for these two elements
are shown in Exhibits 11 & 12. In arder to develop the full prescrip-
tion charge, the average prescription claim payment has to be adjusted
to reflect the rempval of the 25% coinsurance and the $25 deductible.
Projecting the average prescription charge without modification would
abvicusly produce erronecus ard undefensible results. The conversion
of the average prescripticn cost from a partial to a full basis is
developed in Exhibit 13. The resultant values are then transferred to
Exhibit 14 where the projected value is developed. 1Tb evaluate the
reasonableness of this valus the inherent anmual trend fram the last
abserved value to the projected value is compared to the trends cb~
served fur the post recent anmmual values in the Comsumer Price Index
and for those shown in the Lilly Digest. At the time of preparation
of the filing, the Consuner Price Index trend, as of October 1978, was
7.5%, while the Lilly Digest (1977) showed 9.4%. The 5.5% trend in the
pure premium projections used was therefore congidered to be reasonable.
The estimated pure premiums for the benefit was calculated by develop-
ing the estimated full charge per claim and then reducing this value
by the deductible amount and 20% coinsurance. Exhibit 15, Item H,
The pure premium for each of the benefit categories previcusly
described and their detailed calculations are cmtained in Exhibit 15.
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ANNUAL CLATMS INCIDENCE
PER 100 CONTRACTS FOR FISCAL YEARS ENDING

- ACTUAL ~PROJECTED-
Benefft Category 33VT6 8/30/75 9/30/75 12/3/76 YIS §/30/76 93026 12/31/16 AL 6/3YN YT N2 5714780
Inpatient Hospital 24.932  24.966 25.000 25.0256  25.346 25.613 26.750 26.9%0 26.77) 25.917 25.889  26.215  26.966%

eductible

* The projected values resulting from tha three projection mathods indicated below were nitially considered. Despite the significantly
high indexes of determination and the reasonability of the values, It was determined to he appropriate to calculats the projected claim
incidence value using the most recently observed lmuu E’H of increase (1.2%) which 1s scomewhat lower than the annual trends underlying
the aforementioned projected values. [{26.215)(1.0]2) . = 26.968).

- ST9 -

Projectton Method Form of Fouation dex o rmina Projected Value
Linear Y=A+BL .928 27.329
Hyperbolic Y= 1/(A + Bx .927 27.462
Exponential Y = A(EXP(BX) .926 7.392

The remaining projection methiods employed produce values and/or indexas of determimation that were Jjudged to be tnappropriate for

consideration,

FORH OF
EQUATION

ALGIRY & 234
Ya1/¢AtbrX)
Y=ASEXF (BAX)
Y=AR{X"B)
YuniRel.OG(X)
Yax/(AtBRX)
Y=ASEXP(B/X)
YeAk(B/X)

1YPE OF
FUHCTION

LINENR
HYFPERBOL IC
EXFONENTIAL
POWER
LOGARITHMIC
HYPERBOLIC
EXPONENT 1AL
HYPERBOLIC

EQUATION
HUHBER

BB NN

INDEX OF
DETERMINATION

720
927
926

A

24,735696

.040403
24,743391
24.625812
24.4154118

001940
25,943334
23.8437346

1203598
~.000186
+004730
021323
+542a850
030493
-+.049305
-1.233488

PROJ.
VALUE

27.329
27,462
27.392
26,290
26,201
25,703
23,784
25.783

ANN,
TREND

1.82
2,0x
1.92
T1x
oix
~ 7%
~.7X
~ 7%
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EXHIBIT 2

Estimate of 1980 Medicare Inpatient Hospital Deductible*

IIEM AMOINT  SOURCE

A. Average hospital charge per day for $197.07 Appendix B
the period January 1, 1977 to
Decamber 31, 1977

B. Average per diem rate for the $160.69 Page 4489), Federal Register, Vol. 43
period Jamary 1, 1977 to No. 190, dated 9/29/78. Appendix A
December 31, 1977

C. mu‘.gofperdianmbetoavemge .815 Item B + Item A
hospital charge per day for the
pericd January 1, 1977 to
December 31, 1977

D. Average hospital charge per day $190.77 Appendix B
for the period Jamuary 1, 1977
to June 30, 1977

E. Average hospital charges per day §217.21 Appendix B
for the pericd Jamuary 1, 1978
to June 30, 1978

F. Estimated average hospital charge $224.38 (Item E + Item D) (Item A)

per day for the period Jamary 1,
1978 to December 31, 1978

G. Estimated ratio of per diem rate .815 Based on 1977 experience. Item C.
to average hospital charge per
day for the period Jamuary 1, 1978
to December 31, 1978

H. Estimated average per diem rate $183.68 (Item F) (Item G)
for the period January 1, 1978
to Deceamber 31, 1978

I. Average per diem rate for the $ 40.01 Page 44891, Federal Register, Vol. 43
period January 1, 1966 to No, 190, dated 9/29/78. Attachment I
Decanber 31, 1966

J. Estimated 1980 inpatient hospital $184.00 {Item H - Item I)($40) rounded to the
deductible nearest multiple of $4.00

*The law provides that for spells of illness beginning in calendar years after 1968 the in-
patient hospital deductible shall be equal to $40 multiplied by the ratio of (1) the camrent
average per diem rate for inpatient hospital services for the calendar year preceding the
year in which the promilgation is made to (2) the current average per diem rate for such
services for 1966. Changes in the amount of the inpatient hospital deductible also affect
certain other cost-sharing provisions under the Medicare hospital insurance program, the
patient co-payment for the 6lst to 90th inpatient day which equals 25 percent of the in-
patient hospital deductible, and the gkilled nursing hame daily co-payment which is equal
musPerce:\toftheuxpatientlnspxulgl%hx:tible



Actual and Estimated Deductible and

Coinsurance Amounts for Medicare Beneficiaries

Item

A. Hospital Inpatient
Deductible Per Admission

B. Patient Co-Payment from
the 6lst to the 30th
Inpatient Day (25% of
Item (A) values)

C. Skilled Nursing Facility
Daily Co~Payment (12.5%
of Item (A) values)

D. ici ' Services and
Outpatient Services
Armual Deductible

E. Patient czﬁ:unnzuy:e for

EXHTRIT 2A

-ACTUAL
1974 1975 197 1977 1978 1979 1980
$84.00 $92.00 $104.00 $124.00 $144.00 $160.00 $184.00
$21.00 $23.00 $ 26.00 $ 31.00 § 36.00 $ 40.00 § 46.00
$10.50 $11.50 $ 13.00 § 15.50 $ 18.00 $ 20.00 $ 23.00
$60.00 $60.00 $ 60.00 $ 60.00 $ 60.00 $ 60.00 $ 60.00
20% 20% 20% 20% 20% 20% 20%
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EXHIBIT 2B

Calculation of the Liability for the
Period of these Rates for the Benefit Categaries
Impacted by the Expected Increase in the
1980 Medicare Inpatient Hospital Deductible

TTEM AMOUNT SOURCE
A. 1979 Medicare inpatient hospital $160.00 Page 44891, Federal Register, Vol. 43
deductible No. 190, dated 9/29/78. Attachment I
B. Estimated 1980 Medicare inpatient $184.00 BExhibit 27, Item K
hospital deductible
C. Medicare inpatient tal $169.00 [(7.5/12) (Ttem A) + (4.5/12) (Item B) )
deductible for the pericd 5/15/79
to 5/14/80
D. Co-payment for the 6lst to the $ 42.25 (Item C)(.250)
90th inpatient hospital day for
the period 5/15/79 to 5/14/80
E. Skilled mursing facility daily $21.13 (Item C)(.125)

co-payment for the pericd 5/15/79
to 5/14/80
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ANNUAL DAY INCIDENCE
PER 100 CONTRACTS FOR FISCAL YEARS ENDING

ACTUAL -PROJECTED-
Benefit Category 3/31/75 6/P/15 9/30/76 12/3V/I5 3/31/76 6/30/76 9/30/76 12/3V/26 3/3V/77 6/30/1] 9/30/11 124377 §/14/80
Co-payment for the 15,732 16.504 16.633 17.384 17.995 18.137 18.420 18.407 18.453 18.484 18.443 18.644 19.225%

61st to the 90th
Inpatient Hospital Day

* The projected values resulting from the two projection methods indicated below were initially considered. Despite the significantly high

indaxes of determination and the reasonability of the values, It was detarmined to be af

valug using the most recentl of increase (1.33) which is somewhat

mantioned projected values [{IB.GM)(I.OIJ = 19.226].

Projection Method Form of Equation Index of Peteymipation Projected Valug
Logarithaic Y= A+B(InX) .951 19.529
Powsr Y = AxB .951 19.648

The remaining projection mathods employed produce values and/or indexes of determination that were judged to be {nappropriate for consideration.

observed anni

) pois

"

ropriate to calculate the projected day incidenca
ower than the annual trends underlying the afore-

FORR  OF TYPE UF EQUATION INDEX OF FROJ. ANN.
EQUATION FUNCT 10N NUHBER DETERMINATION A B VALUE TREND

Y=AtBSLOG(X) LOGART THHIC 7 1951 135.679929 1.2544644 19, .
. YuAR(XTB) POMWER 3 951 15.721701 1072661 l9lgf; g-g:
Y=X/CAE3X) HYPERBOLIC 3 867 +011565 +053449 18.523 -, 3%
SASEXP(B/X) EXPONENTIAL B »853 18.475771 =. 197837 18,505 -.32
=At{B/X) HYPERHOLIC 4 043 18.646558 ~3.39090% 18,489 -1 4%
Y=A+ (B¥X) LINEAR 1 .807 14.194574 242322 21.404 6.0
Y=ABEXF(B$X)> EXPONENTIAL 2 797 16.206697 3945 21.873 7.0%
Y=1/(A+E%X) HYPERBOLIC 3 786 1061665 =+000604 22,532 8.3%
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ACTUAL =PROJECTED-
Benefit Category 3/31/15 6/30/15 9/30/75 12/31/75 3/31/76 6/30/76 9/30/76 12/3V/I6 3/3Y/1} ©/30/77 9/30/77 12/31/17 5/14/80

$l0ed Nursing Facility  38.222 37.110  36.874  36.101  34.642 34.094 32.028 29.946 27.113 23.493 20.663 18.11 1).257«
&paynmt'?rcm .

21st to 100th day

* The projected value ts the result of an axponential prajection g' = A{EXP(BX))) which has an index of deterniration of .879. This value
is considered to be appropriate for inclusion fin the rate calculation in view of the ble {ndax of d ination as well as the
fact that the annual trend undarlying the projected value is consistent with the expectation that day {ncidence for Skilled umirx
Facilities wi)) continus to dscrease, but at a somewhat lasser rate than has been historically observed. A )imsar projection [Y = A + BY)
has a higher indax of determination (i.a.. -926), however the resulting projected value of 3.161 was considered to be clearly fnadequate
and therefore rejected. Tho remaining projection methods eaployed produce values and/or indexes of determination that were Judged to be
inappropriate for consideration,

FORM OF TYFE OF EQUATION INDEX OF PRDJ. IN.

EQUAT IUN FUNCIION NUHBER DETERHINATION L] B VALUE TREND
1. Y=At(B$X) LINEAR 1 1926 42,621040 -1.035343 3.181 -52.02
2, Y=AREXP(B&X) EXPONENT IAL 2 879 45.623749 ~.045091 11.257 ~18.1%
3, Y=1/{ALEEX) HYPERBUL I1C 5 +821 . 018932 1002392 14.207 -9.7%
4, Y=A+DALDO(X) LOBARITHMIC 7 897 43,3444607 ~7.594821 20,037 4,32
S, YwA(X"H) FOMER 3 v634 46,31350% ~.243028 20,643 9,72
4. YmAH{BR/X) HYPERBOLIC 4 +3973 26,444535 16,42220% 27.208 . 18,7%
7. YeAREXF(H/X) EXPUNENT 1AL 8 » 340 25.892833 1554400 26,549 17,5%
8. Y=X/(ADEX) HYFERBULIC & <288 ~.019405 039521 23,894 16,2

- ¥ LIemmxa
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MONTHLY PURE PREMIUM
PER CONTRACT FOR FISCAL YEARS ENDING

_____________ AI'TUAL -
Benefit Category 33175 6/30/75 9/30/15 12/31/]8  3/3V/I6 §/30/76 930776 N2/3V/16 3/ 6/30/11 9/30/11 V2/3V/7]
Payment from the $1.210 $1.324  $1.433  §1.525  $1.606 $1.601 $1.63)  $1.643  $).653 $1.643  $1.66)  $1.650
91gt Inmpatient

Hospital Day On.

* The projected value is the result of a hyperbolic projegtion [Y = X/(A + BX)] which has an index of datermination of .944, the
highest index of datermination of the projection eethads employad. A logarithaic projection [Y = A + B{In X}] has virtually the
same Index of determination (i.e.. .943), howsver tho resulting projected value of $1.816 was considered to be excessive 1n view
of the relative stability of the recent actual experience. The remaining projection methods employed produce values and/or Indexes
of determination that ware judged to be inappropriate for consideration,

PROJECTED-
5/14/80
$1.678*

raks 0F rerls FanaLinN INGEX PRUJ. AN,
Fauaiton Ptz FoN HIAMER DETERNINATION " g vALIE TREND

1o YaX/ZOATLINX) WYL ERILIE b 744 . 503515 1:674

oL YsALIRLOGCX) LAOGAK LIHHTE ? 743 1,229947 1.016

3. T=ARCxXTl) Fowrcie 3 234 1,237339 1.454

A, YaRkUXiTON/X) EXPUNHLUT iaL & 92U 1,690744 1,669

U YeRT (LX) HYPERWOLTU 4 2510 1,807 781 1.643

fe POman LINCAL [} <754 1,511 42 2.079

7. YHARFXECHEX) EXCUNEM ) Ll n 1713 1.3174U6 2,213

My Yole (Rt REXDY HYPERRO_LC 4 609 759790 2,474

S LIYIHXI
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MONTHLY PURE PREMIUM
PER CONTRACT FOR FISCAL YEARS ENDING

--ACTUAL ~PROJECTED-
Banef{t Catego 3/31/75 6/30/15 9/30/%% 12/31715 /3V/I6_ 6/30/76 9730716 12/31/76 /1T 6138411 930471 12731/71  5/14/80
Physicians® Services $1.822  $1.851 $1.852  $1.837  $1.975 $2.065 $2.109  $2.134 32,238 $2.235 $2.242  %2.234 $2.234°

and Qutpatient Services
Annual Deductible

* The most recent cbservation (1.s., the year ending 12/31/77) has been carried forward to the period of the rates. The three projection
methods indicated below have significantly high iadexes of determination; howaver dus to the relative stability of the four most recent
observations,the projected values were judged to be excessive and tharefore rejected.

Projection Mathod form of Equation Index of Determination Projected Yalua
Linear Y=AtBL 923 2.745
Exponential ¥ = A{EXP(BX) .919 2.876
Hyparbolic Y= H/(A+BL .94 3.102

The remaining projection methods employad produce values and/or indexes of determination that were judged to be inappropriate for consideration.

FORM OF TYFE UF EQUATION INLEX OF PRDJ. ANN.

EQUATION FUNCTION NUHBER VETERNINATION A B vaLUE TREND
1, Y=A+(B3X) LINEAR 1 923 1.748182 1046357 2.745 FelX
2. Y"ASEXP(PRX) EXPONENTTAL 2 219 1.761175% 1022010 2.876 11.22
3, Ymi/(AtHSX) HYFERBOLEC 5 P14 1564407 -+011259 3.102 14,.8%
4, Y=AR(X"H) FOWER 3 828 1.719763 +103302 2.361 2.4%
5. Y=A{BILOG(X) LOGART THNIC 7 822 1.701871 +208711 2,342 2.0%
6. YuX/(A+BIX) HYPEKRBOLIC [ 350 119819 + 460290 2.147 -1.7%
7. Y=ASEXF(B/X) EXPONEMS LAL a 340 2,173125 ~,237444 2,149 -1.62
8. YmA+(B/X) HYPERBOLIC L] + 530 2.173832 -.480788 2,151 -1.62

9 LIGTHXI
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ANNUAL SERVICE INCIDENCE
PER 100 CONTRACTS FOR FISCAL YEARS ENDING

ACTUAL i -PROJECTED-
Benefit Category 315 6/30/75 843075 123175 33V/I6 /30776 9/30/16 12/31/16 3ITT 6/30/11 MM N23UNT E/14/80
Physiclans’ Services 39.034 361.880 379.235 397.626 405.820 419.269 434.288 447.282 44.603 451.196 445.098 444.200  4M.293

Coinsurance

* The most recent observation {i.e., the year ending 12/31/77) has been carried forward to the period of tho rates. The two projection
methods indicated below have significantly high indexes of determination; however, due to the relative stability of the five most recent
observations, the projected values, which rapresent upward trends, were judged to be inappropriate and therefore rejected.

Projection Method Form of Equation Index of Daterminatipn Projected Yalus
Power v - AxB .955 487.30}
Logarithaic YeA+8B(InX) 947 480.797

The remaining projection methods employed produce values and/or indexes of determination that ware judged to be insppropriate for consideraticn.

FOr# OF TYPE OF EQUATION INDEX OF PROJ. ANN .
EQUATJION FUNCTION NUMBER DETERAINATION A B VALUE TREND
YasAR(X“B) POWER 3 <955 340.755047 » 116593 487,301 4.0%
Y=ALB¥FLOG(X) LOGARITHMIC ? 947 337.525093 44.6976891 4080.797 J.4X
YeAt (BEX) LINEAR 1 «827 354.034190 9.422017 556.449 10.0X
Y=ABEXP(DEX ) EXPONENTIAL 2 »B48 355.4634978 2023301 586.911 12,4
1/(A{BSX) HYFERBOLIC S +B34 +002802 -.000058 441,881 14.8%
X/CALBSX) HYPERBOL IC & .806 1000749 .002227 441.929 c=e2X
Y=AREXP(B/X) EXFONENI 1AL ] +783 447,533321 -.303118 441.268 =32
T=A+{B/X) HYFERBOLIC 4 739 446.350307 ~120,050450 440,767 =e3X

L



EXHIBIT 8

Calculation of the Average Cost Per Service
for the Period of these Rates for the Physicians'
Coinsurance Benefit Category

ITEM

A.

Calculation of the cost trend factor
to project the average cost per service
for physicians' coinsurance bemefit
category from the year ending 12/31/77
to the year ending 5/14/80.

1. The economic index applicable to

traticn for the period July 1,
1976 through June 30, 1977.

1977 throagh June 30, 1978.

3. Percent of increase for fiscal
year 1978 over fiscal year 1977

4. The ecanamic index applicable to
ians' services annocunced
by the Social Security Adminis-
tration for the period July 1,
1978 through June 30, 1979

5. Percent of increase for fiscal
year 1979 over fiscal year 1978

6. Expected percent of increase
for fiscal year 1980 over fiscal

year 1979
Cost trend factor to project the year

ending 12/31/77 to the year ending
5/14/80.

categ:tyfnr&nyearaﬂingsﬂvao

AMOUNT  SOURCE

1.276

1.357

6.35%

1.426

5.08%

5.08%

1.132

$7.85

$8.89

- 624 -

Part B Intermediary Letter No. 7634
fram Department of Health, Education
and Welfare, dated August 1976.
Appendix D1

Part B Intermediary Letter No. 77-24
from Department of Health, Education
and Welfare, dated June 1977.
Appendix D2

Item A.2. - Item A.l.

Part B Intermediary Letter No. 78-23
fram Department of Health, Education
and Welfare, dated June 1978.
Appendix D3

Item A.4. + Item A.2,

Judgement

(1.0635)5/12(10508) (1.0508)10-5/12
Medicare Carplimentary Rate Study
Tabulation

(Item B) (Item C)
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Benefit Category
Outpatient

Hospital Sexrvices

Coinsurance

1.
3.
a,

&
7
8.

ANNUAL SERVICE INCIDENCE
PER 100 CONTRACTS FOR FISCAL YEARS ENDING

-PROJECTED-

- ACTUAL
3/31/75 6/30/35 9730475 12/N/75 3/31/16 6/30/%6 973076 12/31/16 /317 6/30/77 8/30/77 )2431/717 5/14/80

70.307

74.164  78.924

83,151

85.813  90.76)

95.92) 99.602

102.056 105.553

108.745

113.426 150.742¢

* The projected value is the result of a Vinear projection [Y = A + BX] which has sn 1ndex of determination of .996, tha highest index of

determination of tha projection methods employed.
view of the extremely high index of determinatfon as well as the fact that the annua
with the deco'lern.ing annual rates of increate observad {n the recent historical experience.

and 2 hyperbolic projectfon {Y = 1/{A + BX)] a)so have extremely high indexes of determination (1.e., .987 and .970, raspectively}, how-

ever the resulting projected values (i.e.,

consideration.

FORM OF
EGUAY 10N

Y=At(bsXx)
Y=AREXF{BEX)
YR21/(ALDEX)
YeAS{X"E)
YsAtBELUG{X)
Y=X/(AtDEX)
Y=ASEXF(B/X)
Y=Ad (B/X)

IYPE @QF
FUNCTION

LINFAR
EXPONENT JAL
HYPERBOLIC
FOWER
LOGARITHHIC
HYFERBOLIC
EXFONEHT 1AL
HYPERBOLIC

This valua 1s considered to be appropriate for inclusien in the rate calculation in

trend underlying tha projectad value is consistent

An oxpanenna'll projection [Y = A(EXP(BX))]

173.859 and 257.653, respectively) were considered to be excessive and thersfora rejected.
The remaining projection methods employed produce valuas and/or indexes of determination that were judged to be fnappropriate for

EQUATION
NUMBER

ADONW UL -

INDEX OF
DETERNINATION

P96

A

67.072222
69.133700
014183
65,492350
462,790400
+005724
103,718B4s
103.382014

3.891619
042893
~.000479
1199877
172.737761
» 009589

~. 490394
~42,594857

FROJ.
VALUE

150.7242
173.85%
257.553
120.924
117,272
101.474
101.378
101,402

ANN,
TREND

12.7%
19.7%
41.2%

2,7%

1.4X
-4.6%
-4.6%
~4.6%

6 LTETHXA
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AVERAGE COST PER SERVICE
FOR FISCAL YEARS ENDING

ACTUAL -PROJECTED-
Benefit Category 33176 6730775 9/30/75 12/3)/76 3/3V/76 6/30/76 9/30/16 12/3/76 T 6/30/17 93071 VAP B4/
Outpatient $6.66 $6.98 $1.23 $7.36 $7.56 $7.72 $7.92 $8.16 $6.32 8.9 $6.68 $6.89 $11.03*
Hospital Services

Coinsurance

* The three projection methods indicated below result in extrcmely high and nearly equal indexes of datermination. The projected valus
produced by the hyperbolic Lmjactlon was rejected as being clearl{ excessiva. It was dotermined to ba appropriate to use ths mean of
the Tinear grojectinn and the exponential projection [($10.73 + §11,33) + 2 = $11.03] in tho rate calculation in consideration of the
nearly equal validity of the linear and exponential projection methods, as well as the fact that the annual trend undarlying the mean
valua i3 consistent with both recent historical experience and reasonable expectatioans of future hospital cost increases for outpatient

services.

Projection Method Form of Equation ndex of Dgtarmipat Projected Yalug
Linear Y = A+BX .996 10.73
Exponential Y = A(EXP(BX) .991 11.33
Hyperbolic Y = 1/(A ¢ BX .983 .4

The remaining projection methods employed produce values ond/or indexas of determination that were judged to ba inappropriate for consideration.

FOKM OF TYPE OF EQUATIUN INDEX OF PROJ. ANN .

EQUATION FUNCTION NUMBER DETERMINATION L] B VALUE TREND
1, Y=A+(P¥X) LINEAR 1 1796 6,572121 193392 10,730 8.2%
2. Y=ASEXP(HEX) EXPONENT TAL 2 1991 6.635739 <024875 11.328 10.7%
3., Ywis(AtHEX) HYPERBOLIC S 1983 «149577 -.003215 12,429 15.2%
4, Y=AS(X7B) POMER 3 »940 4.434750 113542 9.172 1.3%
5, Y=A+BSLOGIX) LOBAKRE HIKIC 7 434 4.353128 .884190 °.072 9z
&, Yax/s(athix) HYPERBOLIC 6 » 730 4037933 +11B844 8.290 ~-2.92
7. Y=AREXF(D/X) EXFONENTIAL :] + 695 @,397404 ~. 205364 8.207 -2.92
8., Y=A+(B/X) HYPERBQOLIC 4 »660 8.384769 -2.458228 B.204 -2.9%

OT LYeTHXA
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ANNUAL CTATM INCIDENCE
PER 100 CONTRACTS FOR FISCAL YEARS ENDING

ACTUAL -PROJECTED-
Bonofit Category 3/3V/76 6/30/75 9/30/76 12/NN/15 M3/I6 6730716 9/30/16 12/3V/16 3L 673011 9£30/1] 12/N(71  5/14/80
Prescription Drugs 45.506 46.638 47,320 4B.467  49.5M §1.017 63.018 54.695 56.173 G67.435 58.618  69.663  72.772*

* The projected value i3 the result of a Vinear projection f¥ = A v Bx] which kas an Judex of deterwination of .99)1. This value 15 considered
to be approprists for inclusion in the rate calculation in view of the extremely high indox of determination as wel) as the fact that the
annual trend underlying the projected value is consistent with the decelarating annual rates of jncrease observed {n the recent historica)
exparience. An exponential projection [V = A(EXP(BX))] and & hyperbolic projection [Y = 1/{(A + 8X)] have s)ightly higher indexes of dster-
nination {1.e., .992), however the resulting projected values (1.a., 77.042 and 85.029, respectively) were considered to be excessive and

therefore rejected. The remdining projection methods eaployed produce valuas and/or {ndexes of detarmination that were jJudged to be
inappropriate for consideration.

PROJ. ANN.
F TYPE OF EQUATION INDEX OF e
Eg‘l}:l‘ lgN FUNCTION NUMBER DETERMINATION A B VALUE T
928 .024034 77.042 11.42
EXPONENTIAL 2z 992 44,014 :
Mgt sedts HYPERBOL1C S 992 022510 -.000800 85-03; lg ;:
vear LINEAR 1 991 43.495270 1.361499 72,77 .
'-“*(BEX) POWER 3 LT 42,970726 «114049 61,340 1.2%
Veaton g(’l(x) LOGARITHAIC k4 847 42,342530 6-006063 ;g.z:z —:Zg;‘;
;:;‘}?:&mn HYPERBOL1C é 8593 1005300 _-g:zg:s 55.206 i
P(B/X) EXPONENTIAL [:] 567 55.903593 . 55.275 3
:-::f:/x) HYPERBOLIC 4 «344 55.918910 -13,813340 . .
-

T LTarHE
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Benef{t Categqory

Prescription Drugs

* The three projection methods indicated below result in extromal

AVERAGE NUMBER OF PRESCRIPTIONS
PER PRESCRIPTION DRUS CLAIN FOR FISCAL YEARS ENDING

appropriate to use & mean of the 1ines
in consideration of nearly equal valid

valua is equal to the most recently observed annual rate of decrease

Projectjop Method

Hyperbolic
Expanential
Logarithaic

The remaining projaction mathods employed produce values and/or indexes of determination

FUORM OF
EQUATION

Y=1/{AtB¥X)
YSASEXP(DXX)
Y=A+BXLOG(X)
Y=+ (R¥X)
Y=AR(X™B)
YoA4(B/X)
YRASEXP(R/X)
YmX/C(ATDEX)

TYPE OF
FUNCT 10N

HYPERBOL IC
EXPONENT 1AL
LOGARITHMIC
LINEAR
POMER
HYFERBOL IC
EXFONENTIAL
HYFERBULIC

- ACTUAL. -PROJECTED-
3/31/76 673075 9/30/78 12/31/15 3/31/16 6/30/16 9/30/26 12/31/26 3/31/11 §/30/77 9/30/17 12/3V/1? 5/14/80
9.875 9.760 9.542 9,402 9.217 9.149 9.081 9.011 8.925  8.866 B.788 a.n2 8.054*

ual indexes of datermination. [t was determined to be
E 7.877 + 7.778 + 8.508) + 3 = 8.054] {n the rate calculation
1 as tha fact that the annua) trend undarlying the maan

high and nearly
r, exponential, and hyparbolic prajections
1ty of thess thres projection methods as we

(-3.3%).
fore of Equation Ipdex of Determipation Projected ¥Yalue
Y= 1/(A +B .976 7.877
Y. A(Ell’(l_ﬂﬂ .an 1.778
Y «A+8lnx) .870 8.508

EQUATION INUVEX OF PROJ. ANN .
HNUBBER DETERMINATION A B VALUE TREND
L1 974 +101054 001204 7.877 -4,2X%
2 V971 9.880607 -.011128 7.778 -4, 7%
7 -970 10.017760 =~.492071 8.508 -1,0X
1 1965 ?.847120 ~,102916 7.6%54 ~3,3X
3 <944 10.037782 -.052904 B8.534 =.9%
4 <745 8.a77872 1,238548 8.935 1.1%
[:] «233 8.881842 +132370 8.937 1.4%
& 720 -.014160 112343 8.938 11X

that were judged to be inappropriate for consideration.

21 LIEIRXH
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a/3/75 §/30/76 9/30/15 12/31/16 3/31/76 €/30/78 9/30/76 12/31/16 3N/ 6/30/11

Average cost per claim  $32.00
Average charge per $65.00
claim

Average number of 8.875
prescription per claim

Average charga per $6.58
prescription

$32.47
$65.59

9.750

$6.73

CALCULATION OF THE AVERAGE CHARGE PER PRESCRIPTION DRUG CLAIM
FOR FISCAL YEARS ENDING

$32.71
$65.69

9.542

$6.91

$32.97
$66.21

9.402

$7.04

$32.93
$66.15

9.277

$7.13

$32.86
$66.08

9.149

$7.22

$32.86
$66.08

9.08)

$7.28

$33.16
$66.45

s.o0n1

$7.37

$33.35
$66.69

8.928

$7.47

$33.68
$67.10

8.866

$7.67

230/ ROV SR
$3.92  $34.37

$67.40  $67.95 Drug benefite
provide for 603
coinsurance
after satisfac-
tion of & $25.00

8.788 a.71e

$7.67 $7.80 ltem 2 ¢ Item )
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Benefit Cateqor

Prescription Orugs

AVERAGE CHARGE PER
FOR FISCAL YEARS ENDING

$6.58 $6.73

$6.91

$7.04

$7.13  sr22

$7.28

.90 41.97

* Tha three projection methods Indicated below have extremely high and nearly equal indexss of dateroination.

hyperbolic projection was rejected as baing excessive in vicw of the historfcal rates of increase.
to use the mean of the linear projection and the exponential profectfon [($8.77 ¢ $8.95) + 2 = $8.86
of the nearly equal validity of the linear and exponenttal projection methods, as well as the fact

mean value Is consistent with recent historical experience,

Projection Method

Lingar
Exponential
Hyperbolic

Form of Equation

Y=A
¥ = AlE
Y=

+ BX
XP(BX)
(A + BX

Index of Dete

.98]
.982
976

ipation

- -- -- ---ACTUAL —-e-
3AYI5 6/30/75 9/30/75 12/31/75 3/3V/76 6/30/76 9/30/76 12/3V/T6  3/3V/IT 6/30/77 9/30/71 12/3/17
$2.37

$7.67

-PROJECTED-

$7.80 $8.86*

The value produced by the
1t was deterwined to be appropriate
] in the rate calculation in consideration
that the annual trend underlying the

Projected Yalue

8.77
8.95
9.19

The rematning projection aethads employed produce values and/or indexas of decermination that wers Judged to be inappropriate for consideration.

FORM  OF
EQUATION

YoAt (BIK)
Y=AREXF(H¥X)
Yol/(A1RsX)
Y=A®(X"B)
Y=A+BELUG(X)
YaX/(AtHEX)
YmASEXP(U/X)
YAt (B/X)

TYPE OF
FUNCT LON

LINEAR

EXFONENTIAL
HYPERBOLIC
FOWER

LOGART IHMIC
HYFERBOLIC
EXPONENTIAL
HYFERBDOLIC

EUUATION
NUMBER

AT 0N U~

INDEX OF
DETERHINATION

1987
2982

A

6.561749
4.,580818

41515082
6.437253
4.432230

0237727
7.542393
7.537976

102902
014302
-.001991
Q87192
479448
«132492
-.147905
-1,187710

PROJ.
VALUE

8.774
8.950
?.193
7.936
7,903
7.485
7.494
7.483

ANN .
TREND

5.1%
6.0X
7.2%
7L
8%
~1.7%
~1.7%
~1.7%

T LIETHXA



EXHIBIT 15

Page 1 of 2
Calculation of the Expected Mcnthly
Pure Premiun Increments
for the Period 5/15/79 to 5/14/80
TTEM AMOINT SOURCE
A. Inpatient hospital deductible per
admission
1. Amnual claim incidence per 100 26,968 Bxhibit 1
contracts
2, Average payment per inpatient $169.00 Exhibit 2B, Item C
hospital deductible
3. Expected mnthly pure premium $ 3.798 [ (Ttem Al) (Item A2) 7 1200]
B. Co-payment for the 61st to the 90th
inpatient hospital day
1. Anmual day incidence per 100 19.225 Exhibit 3
contracts
2. Average payment per day $ 42.25 Schedule 2B, Item D
3. Expected monthly pure premiumn $ .677 {(Item B1) (Ttem B2) ': 1200]
C. Expected monthly pre premium for $§ 1.678 Bxhibit 5
the 9lst to the 120th inpatient
hospital day
D. Expected monthly pure premium far $ 2,234 Exhibit 6
the joint physicians' sexvices
and outpatient services anmzal
E. Physicians' services coinsurance
1. Amual sexrvices incidence per 444,293 Exhibit 7
100 contracta
2. Average payment per service $ 8.89 Exhibit 8, Item D
3. Expected monthly pure premium $ 3.291 [(Ttem E1) (Ttem E2 - 1200]
F. Outpatient hospital service
coinsurance
1. Anmal service incidence per 150.742 Exhibit 9
100 cantracts
2. Average payment per service $ 11.03 Exhibit 10
3. Expected monthly pure premiun $ 1.386 [ (Item F1) (Ttem F2) = 1200}



EXHIBIT 15

Page 2 of 2
TTEM AMOUNT SOURCE
G. Skilled Mursing Facility
1. Ammual day incidence per 100 11.257 Exhibit 4
contracts
2. Average payment per day $ 21.13 Exhibit 2, Item E
3. Expected monthly pure premium $  .198 [{Item Gl) (Ttem @) = 1200]
H. Prescription Drugs
1. Averzge nmumber of prescriptions 8.054 BExhibit 12
per claim
2. Average charge per prescription $ 8.86 Exhibit 14
3. Average charge per claim $ 71.36 (Item H1) (Item H2)
4. Expected average payment per $ 37.09 ($71.36 - $25.001{.80] = $37.09
claim
5. amual claim incidence per 100 72.772 Exhibit 11
ocntracts
6. Expected monthly pure premitm $ 2.249 [(Item B4) (Ttem BS) < 1200]

- 632 -



Otfica of the Secretery
MEDICARE PROGRAM
npatient Hospitel Deductibla toe 1979

Under the authority in section
1813(bX2) of ihe Social Security Act
(42 U.S.C. 13858(bX2)). T have deter-
mined and hereby aanounce that the
medicare Inpatient hospital deductible
for 1979 shali be $160.

Section 1813 of the Soctal Security
Act provides for an Inpatient hospital
deductible snd certaln coinsurance
amounts o be deducted from the
amount payable for tnpattent hospltal
services and post-hosplial extended
eare services furmished an indlvidual
during 8 spell of Ilness. Section
1813:b)(2) of the act requires the Sec-
retary to delermine and publish. be-
Lween July 1 and Ociober 1 of ench
year, the amount of the ' Inpatient hos-
pitni deductlble for the following cal-
cniinre yoar.

Under a formuta In the law. the de-
ductible for calendar year 1979 must
be equal Lo $40 muitivlied by the ratlo
of: (1) The current average rate for a
day of Ippatient hospiial services (ar
ealendar year 1977 Lo (2) the nverase
dofly mte for such services In 1968
The amount so determined is rounded
to the nearest multipie of $4. The
average dally rates are determined by
the Secrctary based on the amounts
pald on behalf of insured indlviduals
1o ihe hospitals participating in Lhe
medicare program plus the amounts
withheld because of the deductlbie
and colnsurance provisfons.

Becsusa the applicable coinsurance
amoums in section 813 of the Social
Secutity Act are fixed percentages of
the inpatient deductible for services
furmished in the same spell of lllness,
the Increase ln the deductible has the
effect of also Increasing the amount of
cotnsurance the Medicare beneflclary
must pay. Thus, for spells of lllness be-
ginning in 1979, the dally colnsurance
for the 61st through 90th days of hos-
pltatization (one-fourtn of the inpa-
tent hospltal deductible) witl be $40;
the daily coinsurance for lifetime re-
serve days tone-hal{ the {ppatient hos-
pital deductible) will be $80; and the
daily coinsurance for the 21st through
the 100th days of extended care ser-
vices tone-eighth of the inpatient hos-
pital deductible’ will be $20.

The data used to make the necessary
computations of the current average
datly rate for calendar years 1966 and
1977 are derived from individual inpa.
tient hospital bills that are recorded
tor all beneficiaries In the records of
the program. These records show, for
each blll, the number of Inpatient days
of care and the interim cost (Lhe sum
of interim reimbursement, deductible,
and cofnsurance). Tabulations are pre-
pared which summarize the data (rom
these bills by the year in which the
care was provided. The resulling aver-
age interim daily rate accurately re.
flects interim costs on an secrual basle

in order to properly reflect the
change [n the average dally hospital
cost under the program, the average
interlm cost (as shown |n the tabula-
tions) must be adjusted for the effect
of final cost setUlernents made with
each provider of services after the end
of its accounting year to adjust the re-
\mbursement to that provider from
the amount pald during that yesr on
an interim basls to the actual {ull cost
of providing covered services to beneil-
claries. To the extent that the ratlo of
final cost to interlm coat for 1977 dif-
fers from the ratio of fina cost to in-
terim cost for 1865, the increase in
average interim daily costs will not co-
tnclde with the Increase In actund cost
that has occurred,

The eurrent average Inlerim dally
raLe for mpatlest hospital seeviees for
atendaryrar 1977, bases an tabulated
Interim costs. is $1§5.26; the corre-
sponding amount for 1966 is $37.92.
These averages are based on approxi-
mately 93 million days of hospitaliza-
tion in 1877 and 30 million days in
19G6 (last 6 months of he year). The
ratio of final cost to Interim cost s ap-
proximately 1035 for 1877 and 1058
for 1966. Thus. the Inpatlent hospital
deductible s $40x{(155.26% 1.035)/
(37.02>'105511=$160.67. which ts
rounded to $160.

Dated: September 25, 1978,

JoserH A CALIFANO. JT.
Secretary.
(FR Doc. 78-21363 Fllcd 9-28-7T8 8:43 am]
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Tatle H-19.--04SPRI howpital insurances Nunbar of bille { !
Fete P s f for inpatfent short-etay hoepital “ocars approved
W'.r!’:g::-" :;.;:;.‘l‘izr:,':rlﬂ’:? 4o, and amount reimbureed, by type of beneffofary and period

Approved bitls Fospital okarges
Partod approved * Coverrd diya of gnee Amaunt reinbursef’
Numher . retal
tin Total (ia Aprrage . fotal (ia Percent c
thousandn) | thousende) |par dii2 AT L bill | Per dav | (poupands) Ttal”
fotal &
- 7,084 11 ¥ §1,717,713 &1, 188 L[ W31 75y
- 8,063 10.9 Lo, s0m, €58 1,301 it0 7,035,808 8.4
- 4,40 1,50 144 n831,101 2.1
- 2,000 1,704 12 12,000,820 74.8
- 2,340 2018 197 13,018,711 7.2
dan, - 4,610 1,720 189 4,026,601
ok July - 4,10 1,827 17 4,02, 138
Vel - “nr 1,903 191 720
Suly - €003 1,081 r0¢ "
Awk Jan. - .00 20 nr 1,823,003
)
over
T
'J"";- - ;""" 1,200 103 3,437,813 rs.0
July - Bew 1,84 174 3,300,740 Te.¢
gan. - June 1,003 150 4,209,390 7.8
qutv - Pva. 2,047 203 0,118,347 1.
an. - Jume 1378.. Pl m 7,013,249 e
74
o
Jas. - “7 0.0 1,773 1”7 re.r
July - 1 07 1,888 1 €22, 938 T2
J"';- 508 [ X} 2,012 205 738,380 780
Juty - 808 .5 1,089,271 t,001 G 785,994 7h.4
un. - 5 X4 1,08, 40% 3,30 133 270,034 7.3
§/ Geasral and epeainl harpitols reperting everage fee talle N-18, footnote §.

stayes of lose thau 30 days,
2/ See table M-18, fuoinote 1.
I/ Sec tabla M-8, factinucae f.

4/ Bee table N-12, frctnote ¢,

* Average Hospital Charge Per Day for the Period January 1, 1977 to December 31, 1977.
($18,883,288) + 95,820 = $197.07.

** pyerage Hospital Charge Per Day for the Period January 1, 1977 to June 30, 1977.
($9.439,291§ + 49,479 = $190.77.

*#* Average Hospital Charge Per Day for the Period January 1, 1978 to June 30, 1978
($10,872,413) + 50,054 = $217.21.
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SELECTED DATA FROM THE MEDICARE PROGRAM

AFFPENDIX C

Tree wn 1 1373 1974 1973
Persons ecrolled a8 of Janury 1 forr
Bospital insurance (H1)-eged. 20,%6,267 21,3% 693 21,612,00) 22,064,910
Bospital fnsurance (H1)-disabled [ ™ 1,830,832 2,049, 744
ry eedical { 20,143,286 20,344,688 21,108,223 21,620,376
ry medical { A » 1,657,497 1, !5}-‘301
BL andfor SHIZe aged oo 21,154,498 21,601,315 21,868,142 22,362,147
Anotmts reimbdursed during the ffacal yaarr
®I: Total (in thoussnds). . e e o .. $5,4829M 6,109,119 $8,749,000 47,803,000 410,413,000
£(1: Total (in thousands). . - $2,034,999 $2,255,069 81,439,000 42,863,400 §3,780,000
BI: Amount per H] snrolles . ~ . $264 $29) $318 $333 $£32
Is Asowunt per SMI enrolles. . 1103 $112 11y 1126 3161
Taxticipating facilitias «o of July)
Turbart
All bospicals 6,748 6,726 6,187 6,71 6,773
Shori-stay. . 6,13 6,13 6,132 §,102 €,107
Ocher. . . 592 395 623 631 “e
Skilled nunin‘ tacilitle 4,287 4,041 m 3,952 3,932
Boos bealth agenciaes . 1,184 112 2,1 1,240 2,242
“'P'ndnnz l1aborstoriss. . .. ... ... o . ccm 2,731 2,3 2,929 3,029 3,048
ads
Au hospttals _ 1,188,013 1,155,982 1,148,428 1,143,654 1,140,393
fhorv-stay. . 034,514 230,070 864,786 282,496 901,757
Other. .. ... 353,499 305,912 283,642 261,168 238,638
Skilled nursing factlit e e cmeae e, 307,548 291,636 287,606 254,000 207,679
Beds per 1,000 HI worollees:
Short-stay hospitals. .. - 40.3 0.5 AL 3.6 3.4
5killed nursing facflttda, 15.2 13.9 1.8 .5 1.2
Adoissiens (in thousands) during the fiscal year:
All heapical fopatient adoissions-aged. .. ... 6,243 6,495 6,701 6,996 7.308
All hospteal inpatient acoissions-disabled. [ 1Y m A 663 787
Skilled nursing facility asions-aged . a1 97 403 425 a6
$killed nursing facility sdolsslons-disabled. . . 1Y M L3 Al 13
Adntsaten rate per 1,000 HI enrollees:
All bospita]l inpatient adoissions~aged..._ . 308 mn 320 324 Bl
All hospieal inpatient adalss{ory=disadled 1’y 1’3 » %2 34
$killed nursing facility admissions-sged - 20 19 19 20 20
Skilled pursing facility Adnllllam-dlubhd_. _— KA -3 L) ? 7
Average charges per day (covarad):
Short-stay hospitals-aged (173 % 102 108 130
Short-atay hospitule-disshied. A RA L $117 $142
Sxilled eureing facilities-ag 0 $32 " 34 (31
$Skilled pursing facilities—di A A R £33 3
Awversge length of stay (covercd):
Short—etay hospitals-aged.. .. . .. .. .oc ool 12,6 1.1 n.7 n.2 10.7
Short-stay hospitals—disabled. . o o - ce mn -aa s A ®A " 10.3 10.1

{1) Includes U,S, and all outlying areas such as Puerto Rico,

(2} Equals HI for disabled.
NA Not available.
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CEPARTMENT OF HEALTH. EDUCATION. AND WELFARE
SOCIAL SECURITY ADMINISTRATION
BALTIMORE, MARYLANG 21271

nETEN TO-

IHI-312

August 1976

PART B INTERMEDIARY LETTER NO. 76- 34

SUBJECT: Announcement of the Economic Index Applicable to Prevailing
Charges for Physiclans' Services for the Period July 1976
Through June 1977

In accordance with Public Law 946-368, the annual update of Medicare
reasonable charge screens will no longer be related to the Fedaeral
Government fiscal year (FY), but will continue to be made on July 1 of

each year. We will refer to this 12-month pericd beginning on July 1

as the fee screen year (FSY). This is to inform you that the economie
index applicable to prevalling charges for physicians' services for the
period July 1976 through June 1977 is 1.27%. Accordingly, carrvier
prevailing charge screens for physicians' services will be permitted te
increasa for fee screen year 1977 in accordance with esctablished reasonabla
charge methodology, but not more than 27.6 percent above fiscal year 1973
levels. Pursuant to section 2 of Public law 94-368, the no-rollback
provision of Public law 94-182, which provides that prevailing charges
will not be reduced below FY 1975 levels bacause of the application of the
economic¢ index, will resain in force for FSY 1977 and subsequent years.

An announce=ment of the applicable index has been approved by the Secretary
of Realth, Education, and Welfare for publication in the Federal Register.

Public Law 94-368, enacted into lav on July 16, 1976, besides establishing
the July 1 through June 30 fee gcreen year and continuing the no-rollback
provision (section 101(a) of Public Law 94-182), also provides that, for
the 12-month periocd beginning om July 1, 1976, the annual update of
prevailing charge levels shall apply to claims filed after June 30, 1976,
with a carrier and processed by che carrier after it has made the
apcrooriate changes in the prevailing charge lavels. Henca, adiustments
retroactive to July 1 will not be made.” The economic index for TSY 1977
will aiso be applicable in the same manper, i.e., from the time of the
carrier's updace forward.

As you know, the economic index calculated each year consists of two
compounents reflecting (om @ cumulative basis) the changes that have taken
place since calendar year 1971 in physicians' practice expenses and in
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general earnings icvels. With the exception of malpractice i{nsurance
premiun data, the daca cthat have been used to calculate the economic
index (see attached chart) were derived from The Monthiv Labor Review
published by the U.S. Department of labor. TFor example, the Bureau of
Labor Statistics index for nonmsupervisory workers Ln finance, insurance,
and real estate was used as a reasonable approximation of wage trends
for persons employed by physicians. For office space, the housing
component of the Consumer Price Index (which includes data on rentals

as wvell as costs of home cwnership, data on ucilities, and other
corresponding data) was used. For drugs and supplies, the drugs amd
pharmaceuticals component of the Wholesale Price Index was used. For
physicians' automobile expenses, the private transportation component

of the Consumer Price Index was used. For miscellaneous "other expensas,"
which include attorneys' fees, travel, food and lodging while away from
home, and many other items, the entire Consumer Price Index was used.
The weights assigned to the various components of the index were derived
from Medical Economics (December 8, 19753) and from the Profile of
Medical Practice (1974 edition).

When the economic index limitation on increases in prevailing charges

for physicians' services was implemented under Medicare in fiscal

year 1976, it was expected that the methodology for constructing the

{ndex would be refined over time. The changes considerad in this regard
have included adjustments for regional differences in cost increases,

and adjustments for differeatial practice costs among specfaltlies. Howvever,
lack of a sufficiently refined data base on physicians' practice costs

has, so far, precluded these changes.

The only substantive change in the methodology for computing the economic
index for the 12-month period beginning in July 1976 1is che inclusion of

a separate element to refliect the effect of maloractice insurance oremium
increases on physician office expenses. (Previously, malpractice insuraace
costs were i{ncluded in the miscellaneous expense category of office practice
costs.) The component of the index vhich measures the rise in malpractice
insurance premiums is based on 2 survey of the premiums charged in 46 States
by six major insurers who, collectively, write about 70 percent of all
malpractice insurance in the United States and thus provide a representative
sanple of malpractice premium ratea sationwide. It provides a measure of
the percentage increase in the premiums in calendar year 1975 over 1974.
(Reliable separate data on malpractice insurance costs for earlier periods
are not avallable.)

To accommodate the lack of prior (separate) data on malpractice insurance
costs, the other components of the index have been cowputed oun an aonual
bLasis to reflect the changes in these components in 1975 over 1974. The
calendar year 1974 data used for these components in tha calculation of
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the economic index, in turn, reflect the cumulacive increases since
calendar vear 1971. Therefore (except for the malpractice insurance data),
the economic index (1.276) for the 12-month period beginning in JSuly 1976
reflects the cumulative change In the components of the index since
calendar year 1971, as i{s intendad by section 1842(b)(3), as amended by
Public Law 94-368, of the Medlicare statuce and by section 405.504(a)(3) (1)
of the regulations.

Also, some of the calendar year 1974 data used reflect informacloa that
became available from the Bureau of Labor Statiscics after the economic

index for fiscal year 1976 (1.179) was calculated lasc year and put inte
effect. The econcmic index for a particular period must necessarily be
calculated on the basis of the best information that is available at the

time the calculacion 1s made and put into effect. Therefore, the adjusced
data have been used to calculacte the economic index for che period

July 1976 cthrough June 1977 in order to provide the most accurate

calculation that is possibla at this time of the changes that have caken
place in the components of the index since the base year (calendar year 1971).

In view of the urgency of this activity, we request that you take all
necessary actions, including appropriate regional office approval, to
update the reasonable charge screens no later than Septembar 27, 1976.
Please note that the updating of the screens must be in accord with

previously issued instructions, including Part B Intermediary Lerters

No. 76-30 and No. 76-31.
@7

\ Tpomas M. erney ,-Director
Bureau of Health Insurance

Attachment
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APPENDIX I

CEPARTILINT OF nCALTIs, LGUCATION, AND WILSAAL
REALYH CARE FINAKCING AGHRIILT RATICY

DAL YIMGIE, MARYLAND 21238

REFER YO

INI-312

June 1977

PART B INTERYEDIIRY LETTER NO. 77-24

SUBJCCT: Annual Recasonable Charge Update - Econamic Index Applicable
to Prevailing Cherges for Physicians' Services for the
Period July 1, 1977, Through Junc 30, 1978

This intermediary letter is to inform you that the economic index
appliczble to prevailing charges for physicians' services for the
period July 1977 through June 1978 will be 1.357 (i.e., 35.7 percent
above fiscal gear 1973 levels). This econcaic index for the

22 moniths beginning July 1, 1977, regoesents a 5,325 parcent increase
over the econcaic index (1.276) used for the previess 12 months,
Cerriers will therefore use & 1.0635 figure where an annualized
index is e2pplied in accordence with Part B Melicere Cacriers Manual
section 5020.3C3. All carriers should, in accordance with the
established reasonadle charge metholology, ccontinue ts develcp up-
dated customary &nd preveiling ckarge screens Ifor fee screen year
1978 based on calenlzr year 1976 charge data, end Implement the
drdicated eccnomic infex limitation on prevailing chasse increases.
Ke reguest that you taxe all necessary actions, ircloling regional
office approval, to update the reascnable charge screams on July 1,
1977 .
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APPENDIX D3

DEFARYVIA T OF REALTH, COUCATION. ARD WELIARE
MLALII CAKE FINAKCING ADRINNGT HATION

RAL VIMONC, MANTYLANG 2133¢

[IRITR RN

1-312

YAs RS Aot cosy June 1978
WDVANIT oo

PART B IRTECEDIARY LETTER 0. 78-23

SUBJECT: Aanual Reasonable Charge Update -~ Economic Index Applicable
to Prevailing Charges for Physicians' Services for the
Period July 1, 1978, Through June 30, 1979

This intermediary letter is to inform you that the economic index
applicable to prevailing charges for physicians' services for the
period July 1978 through June 1979 will be 1.426 (i.e., 42.6 percent
above fiscal year 1973 levels). This economic index for the

12 months beginning July 1, 1978, represcnts a 5.08 percent inciease
over the economic index (1.357) used for the previous 12 months.
Carriers will therefore use a 1.0508 figure where an annualized index
is applied in accordance with Part B Medicare Carriers Manual

section 5020.3C3. All carriers should, in accordance with the
established reasonable charge methodology, continue to develop updated
customary and prevailing charge screens for fee screen year 1979 based
on calendar year 1977 charge data, and implement the indicated economic
index limitation on prevailing charge increases. We request that you
take all necessary actions, including regional office approval, to
assure a timely update of reasonable charge screens.

e

Thomas M. Tiecrney, Director
Medicare Bureau

g
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