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To set the stage for the cu~t intsrest by the r~ula~oz%, 

autharities in the pricing of and the benefit crmtent of Medi Gap 

policies sue analysis of the edwnt of Medi~re and its subsequent 

~:: ~ ~ ~-~.,~,. ~.c~= be h_ipfua.. 

~e seeds for ~ health care to the aged ~e plantsd 

in 1.935 in ~ of ~e ini~m] versicms of the .~i~I Security Act. 

[3~c~r the study provisions of the Act, the Social Security Board 

was empo~az~l to oanduct resesrc~ and im~stigations relative to 

naei~1 health insurance. During the inter~ning years, 1935 to 

1965 (passage of M~,~e), a series of h~11. ~l~ng with naticmal 

health insurance were pr~=~b~C~ to the Congress: 1939, the Wagner 

n~11; 1943, the Wagner, Murray, D/ngell n~11; 1946, the Taft BiLl. 

In the 1951 to 1964 era, most of the hills ~nlt with ~al insur- 

ance ~asls far persons aged 65 and c~r. In 1960 the Kerr-M~ I l 

~ct w~s p ~  establish/rig a ~ of .~I assistance far the 

aged. Beginning in 1960 efforts to enact a social insurance program 

of hospital benefits were stepped up with a series of at~tsmpts to 

emact a sound insurance progzo~ of hospital benefits known as the 

King-Anderson R411 q. Sufficient ,,..,-~,:13xn ~ gained so that in 1964 

the Senata passed an ~ t  pzovidlng hospital insurance b~r~_fits 

far the aged 65 and over. ~he S~use, however, wou/d not agree an a 

~u~b~.ise positi~ and the legislation died in confer~ce. In 1965, 

in additian to a King-An~_~, Bill, other ~sals were presented 

such as the Byrnes n~ ~ ~ (nF.~,~.~ a f t e r  its author ~sentative 

~zrnes), the Eldinare Bill (span~ by the American Medical Associa- 

tion and intr~.~ by ~ _ i v e  Herkmg and Curtis). Early in 
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1965, ~er the 1~-,~,~ship of c~i~.~ Mi11~ of the Pmuse Ways & 

Means ca-arise, the Ways & ~ c~-.~ttee put tugether the Medl- 

care i~L~ which was to becr~s effective an July i, 1967. 

'~1~ ~"w~,~l ~:~.SL.i~.S ~iZ:~%;i~'~'C a]DC;ii~C ~ t|-~ C08"C to  t.h~ a~.~11~:i to  

provide for m~1 care ~s a major factnr influencing the passage 

of Medicare. ~e agsd ~re caught in the hind of fixed i~rnm~ and 

rising cost with .~i~1 care costs cxmstantly cm~s~ing ~ of 

~ir availAh1~ incu:e. An esmminaticn of the Medicare b~fits is 

in order ~ assess its impact cm the cuvered indiv~1 as well as 

its ~mp~ct upon the health.care system and the group benefit package 

frr the under 65° 

2he Medicare program fur the 65 and our pruvi~ a most crmpre- 

1.,~-ive package of benefits. On the hn~?ita! side inpatient ~ and 

board for a semiprivate ac~uauLJ/ati~n (arld where m~i~.lly r,~ce~sary 

~rivate r~ and all sp~.l services (g~neral m=s/n~, drugs, oper- 

ating r~n, a~nosti= services etu) were paid in full for the first 

60 days after pay~s~t of a deduc~h1~. From the 61st to the 90th day 

the same benefit pr~i,~s prevailed but with a daily cupayment equal 

25% of the initial ~hlA. In addition, there was coverage for 

care Bzx:,v~,~,~ in a ski11,=,-~ nursing e~,..~lltt~, ( ~ )  plus bcm~ health 

services. FuLl. uutpatient dia~rmst/= benefits ~re also prov~a~ to 

miDi~ use of inpatient usage f~r su=~ services. Skilled nursing 

~ity benefits ~re covered in full for the first 20 days, the 

next 80 days of benefits had a daily ccpaymm~t equal to I/Sth of the 

initial inpatient deductible. All of these benefits were pruvided 

under the hospital insurance portion of Medicare and uu~ly refe~d 
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t~ ~ P~c A. 

P b y ~  benefits, in ~k~itio~ to hone health ~ ,  were 

V~a~,~re 9m~rally ref~d to as Part B. ~be ~4I portion had an 

a~1 deductible (as contrasted to a spell of illness ~,~+~hlo 

t~der Part A) with the patient and ~41 sharing c~ a 20%-80% (20% 

patient payment - 80% ~,l I )  ~-~-. Physicians were to be reimbursed 

on a rpa~h!~ ch~ I"u=,~4~. 

with the passage of Medi~re the people 65 and o~r had a~ail- 

~hl~ to  them ~.,,~bu.~:~.gj.~ ~n.,1~,I~ m which ~1.~!%:w.t to  and ~ 

~u~al of the ~ ~! cunstraints due to iru~quato or no insur- 

ance and a backlog of ~ I  need, the n~d/~mre popalation ~.~ 

full use of the ~o9~ Its impact ~ the medical ~ s~/~5~ 

for the entire populae~ ~ has been well documented by health ~n- 

mist and is reflected in: 

Table 1. Portion of Health Care Costs Paid By Individuals 

versus ~ Party PaNts 

'rah.l.e 2. Hea..th Ca.r~ Expendi tures  AS % Of Gross Nat inna l  

p.r,~.,~ v- t .  

3. Rat io  o f  Pe r sona l  Expm'~di.tores ~ Medical Care TO 

Persona l  Inocme 

~ b l e  4. Anr~aa.l (~an~es  In  Cw,.~.~er P r i c e  L ~ e x  anc~ Zn 

Medical Components of the Lndex 
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fol~ng ~-ah1~ present those ~ar~ahl,~ fr~n 1966 to 1977: 

Table l.--Purtiun of Health Care Costs Paid By 
Indiv~lq versus ~ Party Payors 

65 65 AND GV~ 

Fiscal Years Out of ~ Out of Third 
June 30 Total Pockat Pard Tufa1 Pocket Party 

1966 100% 51% 49% 100% 53% 47% 
1967 100% 48% 52% 100% 37% 63% 
1970 100% 43% 57% 100% 33% 67% 
1973 100% 38% 62% 100% 33% 67% 
1.976 100% 35% 65% 100% 27% 73% 
1977 (Sept} 100% 32% 68% 100% 27% 73% 

~h1~ 2.--Health Care Expenditures As 
% of Gross National Pr~xk, ct 

'~hl ~ 3.--Ratio of Personal Expen- 
ditures Foz Medical Care To 
DisF'~,.-hl- Personal ~,~,-~ 

Fiscal Years c~I Pndar 
Year 

1966 5.8% ]_966 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% 

cm I ~wt~n- 
Year 

Table 4.--Annual Changes In Ccmsum~: Price T~,~ 
and In Y e ~  C~T~nts of the Index 

All ALl ~ Physiclan ~spital Prescripti~s 
I~s Care zt~s Fees ~vam & 

1966 2.9% 4.4% 5.8% 100% i. 3% 
1967 2.9% 7.1% 7.1% 19.8% - 0.5% 
]_970 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% 13.. 3% 13 • 8% 6.1% 
1977 6.5% 9.6% 9.3% Ii. 5% 6.4% 
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~bs results speak for thyselves as to the r~ rise in medical 

cmre c~ts. Cu--~,~ing the I/mitsd and relati~-ly fixed incu~ for 

the 65 and over population one can see hoe the so ~I pressures to 

provid~ r ~ l i ~ f  i n  t ~  ~ o f  Tlle ' '~'~"~1 c a r e  a r o s e  i n  t h e  early 60's 

and have been a~u~ated in the latter half of the 70's. 

A history of the muvmmm~t of the msdicar~ deductibles and ths 

cost to purchase Part B (~Ical) bemefits will also shuw huw the 

increase in these elements haw further impacted the standard of 

~v~ of ~ ~. 

~ICARE I~AXlu,M,~, CC~AYS & COI~URANCE AND PR~24I~4 

PARTA 

Benefit Daily CoPay 
Period 6lat to 90th 21st to 100th 

Dea~-ible ~ital ~ys ~F 

7/66 $40 $i0 $5.00 
1/69 $44 $LI $5.50 
1,,'70 $52 $13 $6.50 
i171 $60 $15 $7.50 
1/72 $68 $17 $8.50 
1/73 $72 $18 $9.00 
1/74 $84 $21 $I0.50 
1/75 $92 $23 $11.00 
1/76 $104 $26 $13.00 
1/77 $124 $31 $15.50 
1/78 $144 $36 $18.00 
1/79 $160 $40 $20.00 

It should be noted that in 

PAR~B 

Annual Coin- 
Pr~ium D~tibls surance 

7/66 $3.00 $50 20% 
4/68 $4.00 
7/70 $5.30 
7/71 $5.60 
7/73 $5.80 $60 20% 
7/74 $6.30 

7/76 $7.20 
7/77 $7.70 
7/78 $8.20 
7"/79 $8.70 

L972 the M ~ e  benafits rare 

ext~ded tz~ the a.i~hl~wl under social Security ai1d those receiving 

treaU~,t fur chnmic k/dney disease. As was m~tic~ed earlier in 

this treatise, t'l~-l,w~-~hl~ ~ introd1.Kz~d to keep dJDwn th8 cat of 

the ~ =  to the guv~,~,h. ~he initial hospital deductible ~s 
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set equal ~ ~ daily ~ of ~ in a ~-~U,'J.vate rum. ~ Pan: 

B n~,.1~w-~ih1~ ~ set at $50 per ~l~ndar year with 20% paid by the 

rsc/pient ffnr the r~-~4ning ~alance with the first period being ~mly 

6 ~rmths to ,.~-~.~e the cost of the pro,/L~ ~ the 9m~rnmsnt. 

To ~t the ~-~- of tbe 65 a~:l oar pupulati,:m as ~o insuring 

tbe unum,ered ~.iuns of the ~'edicare program, policies were de- 

signed which ~ ~ d~//cate in ~j,.mct:icm with Msllcare 

mmsi~ ~.~,~.~ offered ~, t~ industry. 

~e ~jcr -1--~ntts of cost to be ~t ~e~re: 

i. ~he in/tial /npatlent ~,~.ihle fur each spell of illness. 

2. The copay days franthe 61st ~ the 90thday. 

3. Full cm~raqe frun tbe 91st day on. 

4. ~ ~ a y  days i~ a s/chUrl nursing f ~ } i t y  L~ the 21st 

to the 100tb day. 

5. ~e ~ (~tly $60) and uoinsurance (20%) fcr 

services pzov~,~ ~ p b y ~ i , ~  and ~ wb.%~ were 

routinely provided under a typical health insuzan~ pollcy. 

6. Pres=iptiun Urns ~ pz~ ~ ~, ~ ~!tal. 

Mcgee than a A~-~e has past since the ~-~, ,~ began and al~ng 

with it the av~l=hi1~ty of data ~rtic~lar t~ the insured ~ ' e  

population. Data pertaining ~ ths t~..,~A.L,-,~f~..ary Part A ~,wh~tible 

and cupays is relatively clean as the benefits are for a spell of 

illness ur benefit period. On tbe other hand the Part B presents 

by Social Se,~rity and the di f f icul ty  i f  not the iz~ahility bD main- 

rain a ~ . ~ i a t s  service ommts and distribu~-ion of losses by size 
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that l~m~ts the ability t~ measure the impact of inflation upc~ the 

deductible and the tr~catiun of service counts under the a~,~ihl~. 

An additional r~i fl ~tiun relati~ to inflation is the coverage 

provided under Part B fur certa/n services prov4~ in the outpatient 

area of a hospital ~I,~I~ to those prov~ an an inpatient basis. 

For analy'l:ical purposes I 've  taken t..be pure .~,.,~.,lum ,-~,1,'-,.daticm 

underlying the rate calcu/ati~n for policies issued April i thru 

June 30, 1979, for a duratiun of 12 months. 

~he largest -1~t, in ~-~ of oost, is the inpatient hospital 

~*-tibls. ~e es~m~ticn of the utilizatic~ for this benefit is 

relatively simple. A r~_ssi~ analysis is perfn~m~ using 13 data 

points. ~hese points represent 12 ~,mths of incurred or ~c~apnt 

year data for m ~ i ~  quarters. ~ actual results and extrapo- 

laticms ocns~ved and used are ca%rained in Exhibit i. 

~he estimati~ of the ~w~hle ararat, unfortunately, is not 

quite as ~ since it is based upc~ nationwide data for a period 

of rims which is incomplete as far as de~_lopment. In the case of 

this example the 1980 ,~,-~w.tible will be developed frum 1978 data 

and as shown in Exhibit 2 (the ~ates w~r~ calculated during the last 

quarter of 1979). 

met:bed emplc,~,d to e.st.l.ma'l:~ the a,,:,,,..1,~,-.~,-~h}, .is dependent 

two sources o f  data. ~ f.....rst i s  the ca_1~.:t_icm, o f  the hospital 

~ . . . b . l . e  for  "i.be per.i.(xl pr ior  'b::~ the year "bo be estimated (.i.n t.b..i.s 

case 1979) as published in the Federal Register (see Appendix A) and 

~r~s is~ ~ ~ ~ ~eria~ f~ hospi~ 

insurance for various time pericda which ~x..l to those used to 
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calculate the ~ital deductible (Appendix B). It should be r~d 

that the ~-w~tible value serves as a haq!s to establish the daily 

copay payments (by the insured or insurer) for the 61st to the 90th 

day and in a sk~11~ nursing f~llty £Lu~ the 21st to ths 100th day. 

~he use of such exteznal indlces as ths hospital services c~n- 

r~ct the mixof services used by the 65 and o~_r pc~ulaticn. 

If one compared the change in the inpatient hospital ,~w~_ible 

with the chang~ in the hospital charge indices c ~  in the CPI, 

they would find no cunsist~cy ev~ when the ~I change is adjusted 

to r~,w~t its impact cm~ year hence an the Part A ~-~t/ble. 

~he pure ~ium calculation fur the in hospital copay for the 

6 ~ .  i=o the 90th day m~l sk.tl led nu~iDg oc~:~ay fc~ ~d'~e 2..~c t~ the 

100th day present no unusual cc~aticn except for ths calculaticm 

of the cupay value. ~ meehud of de~uing the li~h~1~ty, as 

previously u~nt_iuned, follows that of the inpatient ~h1~. Ccn- 

=~a~-atic~ ~st be given t~ any variance bet~e~en results of insured 

p~r.,~ and those of the total medicare populatiu~ ard the avail- 

,h~ l lty of insti~_iu~s which ~.de ~_~tain levels of care. ~edi- 

s+~ (Appendix C) indiua~ days of care in a short: hospital 

stay decreasing as well as a decrease in ire r~er of s~1~ nurs- 

ing facilities. ~ fa~-Lu~.: were cxm',~'~'~:1 in the c.hn~ of antici- 

patsd ~-~ ~ ~ ~ticm levels fur in hospital ccpay days frun the 61st to 

the 9Oth day and skilled nursing copay days from the 21st to the 100th 

(Exhibits 3 & 4 respecti~_ly). 
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wxhlh~t 3 shuws the day t~H1~atiun for cases with length of 

stays /Lk~ the 61st ~ the 90th day Incr,~-~ rig. Without a distribu- 

tlun of cases by l~gth of stay /~i t~) 90 cr more days, itis 

difficult ~ ~re the total day u~ ~ ~ ~e~ (i ~ 90 days) of 

the insured pupulati~ ~ that of the medicare pa~ulation. One can 

rati~li~ as ~4,~ r~asanahle that the number of ~la~.~ with length 

of stays of I~ than 61 days could be decr~qlr~g ~ cases with 

~ . h  o f  s t ~ , s  ~ 60 ~.~,~ c c ~ d  ~ v e  ~ t . h e r  ~ ~ ~x=rease ~ 

~l~me ~ l~th of stay. In ~tiun, an insured ~o~.~ might be 

~are attractive "to those who need or anticipate the need of .~I 

care, therat~, i~.~-~,~ higher ~H1~.~tkm. 

I~w~lhlt 5 presents the de~l~snt of ~ ~E.~mlums for in h~s- 

p i .m l  benef i ts  ~ the 90th day. P,~,~fits fo r  ,.lays bey~:md 90 are 

pa.id fcEr J..u f,.QJ, by t.he .Jmsurecl cazr ier .  ~m:maL..y c ~  wou.ld est:ecl. 

t ha t  t h i s  value ~ be ~ by est.~at.~.~ the day ~-~H-~.-~:L~:m 

and the a~x~e daily costs. An analysis of these ~] ~.~ts ir~ic~ted 

e~tic behavic~ in ~ of u~-il~-atic~, length of stay and costs 

~her~as the ~n.~o~te (i.e., pure ~iums) ~c~ce stable as well as 

reascmable results. 

~st s~,~,~t -~-~nt of pure pr~ium t~ calculate is that 

cover the Part B a ~ 1  ,~P.~h]. in ~le or in part for physician 

and outpatient ~ital serv~. As ~s previously ~nticned, there 

are no available statistics By size of losses ~ ~e~-~ ~ the impact 

of inflaticm and utilization upon the ~'tible value as the status 

of the Part B a~*-~-lh!~ and the benefits applicable ix) satisfy the 

~P.~-~h~ are maintained by Medicare. 
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TO abviats the problem, the choice of the regr~,~n curve ~s 

p~uunt. It had to nut Gnly show a his degree of ~latiun 

hi.~to~ical data but also F. .... ~strate a pattern of future de~lupment 

that was l~ical. With incr~a~nq unit cost cne would expect that in 

raw--lye years the a~rage ~w-tible would increase at a decreeing 

rata and be~m~ asy~totic aus it ap~ached the deductible 1~-~t. 

~--.-- asymptotic, ~_r~f~, the last c~ser~d value was chosen as 

the expectsd pure ~-~,-- for the rating period. ~ha his~ric values 

and the projected pura ~.u~s are shown in Exhibit 6. 

For th~ colnsurance benefits ~ crmp1~-~t the Part B 80% co- 

insurar~8 payments, a return ~o the tours traditicmal techn/que of us/rig 

u~ I ~ti~ (f~umcy) and a~rage cost per service for calculating 

~zmiums was ~U~/. ~he pay-4~ns and ~'~T!tal -1~,--ycs are 

separa~d as each in influenced differently ~, the inflatian fac~rs 

~rticu/ar to each of the ~/-~-ta. ~e increase in physlcians pr~- 

w~li~ fees is o~ulled by the ~T~.~5 of Hsalth, ~tinn & 

t,~,~I£,-~-~. For 1979 this v ~ l ~  ~ ,s  ca/.culat~.l  t o  be 5.08% Crier 1978 

values amd this same value ~s asmmi~d to cm~tinus in 1.980. ~he 

ir~zease in hospltal charges wauld reflect the inflaticmary pressures 

of the local ~_spital ar~a and are cu~tly being crmtrolled ~, umn- 

patitlan ammWst hospitals and the ~eri~n ~ospital As~ciatian 

voluntary e/.&xt. Appan,~ Di, ~, and D3 detail the al/n~h1~ 

increases in paysicians prew~1~ng charges ra,~'ied into th~ pure 

~.~m calculatinns. 

E~hiblt 7 dew-lops the e~pectsd serviue ~-~ I ~ ~tinn for ~hy-~-ns 
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coinm~e benefits. ~he most recent observaticms i~i~te a l~l- 

ing if not a muderaticm of usage. For proJecti¢~ purposes the last 

c~rved value was used. ~e average service cost is devil,Ted in 

Exhibit 8 and used the previously mm~tianed 5.08% and prior values 

as taken frtn the letters issued by Health, B@~t_ion and WAIF~ t~ 

Part B in+~-~-~ies. ~ ~,-D-niun p~e,'~ ~ t he  physicians' ooin- 

s~irar~ is  the outpatiei~t bf~Dital coins~irance benefit. The u~-i I] 7R- 

ticm amcl cost ~ - ~ a t i c n s  are displayed in Exhibits 9 and i0. 

TO ~uburate these trends and values (Phy~i~ans & I~spital) a 

is m~ of the asmmI~cicns used by I~alth, ~c~tiun and Welfare 

in devaluping Part B ~nthly actuarial and m~thly ~J.um rases. ~hese 

calcu,la',.iGns are ~,~.ned i~ the Fe~ral Register ar~ ads pm'T'm~11y 

p~1 i -Ned each December. 

ame~ux m pr~ts ~ v ~  ss~ as~_~ns ~izing 

S~ pricing and funding calculations. T~h1~ 5 presents a range of 

values for the projecticm factors far pby~4~ns' fees, ~li~ticm of 

physicians' services and outpattient hospital serv~. The projection 

factur used in the pure ~d.um calculation to cover the uninsured coin- 

surm~ pmrti~n far th~se benefits a~ below t~se i ~ i ~ t ~ 1  by SSA for 

physicians'  fees and uH1" l , - t . ion .and w i th in  the high and lo,,,, 

for ~:pati~n~ ~spital ~_rv~. 

Prescripti~m clrL~:~a, ,~-=4~. of those prov~a~ in a hospital . ~_ -~g ,  

are r ~ .  covered by l , ' ~ d i c ~ .  '~-~e benef i t  lz~ be pr iced pzx:~,d.des E=e- 

scriptiun dru~/s subject tm a $25 quarterly deductible and 25% coin- 

sura~. Pure ~e~lu~ are develc~e~ by estimating the number of 
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,~nn,~'l.tm~tians. Gemerally the number o f  ~l~;.-,m.~ts ham increased 

c~r t/me wlth ths number of ~Eescriptiuns st~win~/ a cuntinuing de- 

cllne. ~e underlylng data and proJectluns far t~ese t~ =~ts 

are shush in Exhibits LI & 12. In urder ~ de~_l~ the full presortp- 

t~n chars, the a~ra~ prescriFtiun =i~= pay~mt has t~ be adjusts~ 

r~: the ~e~al of the 25% coinsurance and the $25 deductible. 

Projecting the average prescript~ charge without mcdifi~ticn would 

~viuusly ~r~a~ ~'~us and u~defensible results. ~e u~ver-~ 

of the a~rage pz~scriptiun cost from a partial Iz~ a full ~-~ is 

c ] ~ 1 ,  ~ ~ Exhibit 13. ~ resu l tan t  V~L.l.t~ are then l~m,.~Eez'~s~, to 

Exhibit 14 ~ere ths projected value is den_loped. ~ evaluat~ the 

readableness of this val~e the inhere~%t ar~u~-i trod f~u~ the last 

~ b ~  val~e to the projected valDe is cu~parsd tD the trends ob- 

ser~d fur the most rat annual w1,~ in the O:mmm~r Price Index 

~r those s~an in t~e r l  I ly Digest. At the t/me of preparat/nm 

of the f~llng, t~s Consumer Price Index trend, as of Oc~ber 1978, ~s 

7.5%, while the Lilly ~ig~st (1977) showed 9.4%. ~he 5.5% trend in the 

pure ~,~.um proje~'~ used was therefore ~a~-ed ~z~ be reasc~h~. 

~e estimated pure pr~iums f~ the benefit ~as :a/culat~d by 

d ~ - ~ l -  the ~ _ . a . , t i ~ .  

~e purr ~it~n for each of the benefit categuries pr~usly 

described and their de~a{~a calculations are ountained in Exhibit 15. 
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At~ted~ C3.A3345 l~.113J3NC~ 
PER I00 CONTRACTS FOR FISCAL YEAAS ENDING . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ACTUAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJECTE0- 
Benefi t  Category 3/31/75 6 / ~ / 7 5  9/30/75 12/31/75 3/31/75 6/3On6 9/30/76 12/31/76 3/~1/? 7 61301?~ 9/30177 12/31/77 5/14/60 

I n p i t l e n t  I~sp l ta l  24.932 24.966 25.00] 25.025 25.345 25.513 25.750 25.910 21S.771 25.9)7 25.689 2 lS ,215  26.9~8" 
Deductible 

I 

I 

* lhe projected values resu l t ing  from the three pro ject ion methods Indicated belch mere I n l t l a l | y  considered. Despite the s l gn t f l can t | y  
hlgJ~ indexes of de temlna t lon  and the reasonabi l i ty  of  the ve|uec, I t  was detemlned to he appropriate to ca|culate the projected claim 
Incidence value using the most recemtl¥ observed ennui |  [4 ;0  of Increase (1.Z%) uJ~lcch I I  somewhat Iouer tJ~n the armual trends onderlylng 
the aforment loned projected values. [(26.~15)(1.012)~u. l l Z  . 26.968]. 

ProJectton P,lethod Fom of Ec~J0tlon Index of OotemlnaUon Projected W|P~ 

Linear Y - A t BX .928 27.329 

eyperbel lc ~ : A(EXP(BX)) .926 27,392 Exponential 1/(A ÷ BX) .927 27.462 

The rmualnlng proJection onthnds employed produce values and/or Inclexe$ of detemlmetton tbet uere Judged to be Inappropriate fQr 
consideration. 

FORfl OF 1YPE OF EOUArION INDEX OF PHOJ, ANN, 
EflI/ATION FUIICilOH HUMBER DETERHINAI)ON A B VALUE TREtID 

| ,  YRAI(BtX)  L]HEAR 1 ,920 24.735696 .120590 27.329 I . B Z  
2. Y=I / (AFSeX)  ItYPEHBOL|C 5 ,927 °040403 - ,000166  27,462 2 ,02  
3, YmAeEXP(8$X) EXPONENTIAL 2 .926 24,743391 ,OO4730 27,392 1.9X 
4. y -Ae(X-8 )  POM[R 3 .827 24 .6256 |2  ,02 |323 26.290 ~12 
5, ¥-AISeI.O~(X) LOO~R~THMrC 7 .826 24 ,615411  .5420~O 26.201  , I Z  
6. YmX/(Ai~eX) IIYPERBDL|C 6 .540 .001940 ,038695 25,703 - . 7 2  
7, Y'ASEXP(B/X) EXrGNENTIAL 8 ,537 25.043334 - .O49305 25,784 - , 7 2  
8, Y"AF(B/X)  HYP£kPO4.|C 4 ,534 25,043736 -1 .253400 25,705 " . 7 X  

i-a 



E~TnTT 2 

Estimate of 1980 Medicare Inpati~%t hbspital Drv~,~-tible* 

AMOUNT SOURCE 

A. Averaqs hospital c~arc~ per day for 
the period January I, 1977 to 
December 31, 1977 

$197.07 App,=-,,'~tx B 

B. A~rage per ,14~, rate fur the $160.69 
period January i, 1977 to 

31, 1977 

Pag~ 44891, Federal Rsgister, Vol. 43 
No. 190, dated 9/29/78. Appendix A 

C. Ratio of per diem rate to average .815 It~ B ~ Item A 
hce~ital ~ar~ per day ~r ~ 
period January I, 1977 to 
D~c~-*~," 31, 1977 

D. A~.rag~ bn~p!tal charge per day $190.77 Appendix B 
fur the period January l, 1977 
to June 30, 1977 

E. Avera~ bf~pital charges per day $217.21 Appendix B 
for the period January i, 1978 
to J~s 30, 1978 

r. Est~ ~ hospi~ ~har~ $224. 
per day fur the period January I, 
1978 to D~,~n~r 31, 1978 

(Item Z ÷ Ite~ D) (Item A~ 

G. Estimatsd ratio of per diem rate .815 Based an 1977 experience. Ibmn C. 
te a~ra~ ~itel c~ar~ per 
day for the period January I, 1978 
to _ ~ v  31, 1978 

H. Estimated a~raga per a~pm ra~e $183.68 (Item F) (Its G) 
for the period January i, 1978 
to Dec~ber 31, 1978 

I. Average per ~iPm rate for the $ 40.01 
period January i, 1966 to 
December 31, 1966 

Page 44891, Federal Register, Vol. 43 
No. 190, dated 9/29/78. Attac~snt I 

J. Estimated 1980 inpatient hospital $184.00 
deductible 

(It~n H - It~n I) ($40) rounded to the 
nearest multiple of $4.00 

~"Ihs law provides that for spells of illness beginning in calendar years after 1968 ths in- 
patient hospital deductible shall be equal to $40 imaltipl~ by the ratio of (I] the c~=,t 
average per diem rate for inpatiemt hospital services for the calendar year preceding the 
year in which the pra~ig~ticn is ~ to (2) the current a~rage per :1~m rate for such 
services far 1966. ~anges in the amount of ths inpatient hospital deductible also affect 
certain other cost-sharing pravisiens under the ~dicare hospital insurance ~ ,  the 
patient co-payment for the 61st to 90th inpatient day which equals 25 percent of the in- 
patient ~spitel ae,,-k, ct. ible, and the s~11~ nursing hume a~ily co-payment which is equal 
to 12.5 percent of the inpatient hospital deductible. 

- 616 - 



~m'r~TT 2A 

~ctual ar~l Est/mated l~eductible and 
Coinsurance Ammmts for Madlcmre Beneficiaries 

I~mn 

ACTUAL ESTIM~ZD 
1974 1975 1976 1977 1978 1979 1980 

A. ~spital Inpatient $84.00 

B. Patient Co-Paym~t from $21.00 
the 61st t~ the 90th 
Inpatient Day (25% of 
Z~ GW v~ues) 

C. S~411~ Nurs~ Facility, $10.50 
Daily Co-Payment (12.5% 
of It~ (A) values) 

D. Physicians' Services and $60.00 
Outpatient Serv~ ~- 
Annual Ded~ble 

E. Patient Co/nsurance for 20% 
Phy-~ns' Services and 
Outpatient Sezv4 ~ 

$92.00 $104.00 $124.00 $144.00 $160.00 $184.00 

$23.00 $ 26.00 $ 31.00 $ 36.00 $ 40.00 $ 46.00 

$11.50 $ 13.00 $ 15.50 $ 18.00 $ 20.00 $ 23.00 

$60.00 $ 60.00 $ 60.00 $ 60.00 $ 60.00 $ 60.00 

20% 20% 20% 20% 20% 20% 

- 617 - 



EMWmTT 2B 

Calc~a~i~ of the T,~Rhi 1 i ty for the 
Period of these Rates for the Benefit Categories 

Imp~d by ~ E~eC~ L~zea~ in ~e 
1980 Medicare Inpatient ~spital Deductible 

A. 

B. 

C. 

D. 

E. 

1979 Medicare i n p a t i e n t  hospital 

Estimabsd 1980 Medicare inpatient 
hospital ~w~-~ his 

Medicare im~atient ~ i t a l  
fo r  the period S/15/79 

bo S/14/80 

Co-payment for the 61st ~o the 
90th inpat.ten_ hospital  day for  
the period 5/L5/79 to 5~4/S0 

S~ N~ nursing facility daily 
c~-pa~C for the period 5/15/79 
t~  sA~8o  

AM3~T 

$160.00 

$184.00 

$169.00 

$ 42.25 

$ 21.13 

SOURCE 

Pase 44891, Federal Register, Vol. 43 
No. 1.90, dated 9/29/78. Atta~,~,t I 

Exhibit 2A, It~n K 

[ (7.5/~) (It~n A) + (4.5/12) (Itch B) ] 

(Itam C) (.250) 

(Item C) (.125) 

- 6 1 8  - 



AZ~,11.g~3., I ~ Y  ZZa~Tr~zqC~ 
PER 100 CONTRACTS FOR FISCAC YEARS ENDING 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ACTUAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJECTED- 
bene f i t  Category 3 / ] ) / 7 5  6 / ~ / 7 5  9/30/76 12/3t/75 3/3) /76 61~0/76 9/30/76 12131176 3/31/77 §/30/7? 9/30/77 12/31/77 5/14/80 

Co-~yment for  the 15.732 15.504 16.633 17.384 17.995 16.137 16.420 18.407 18.453 18.484 18.443 16~544 19.225' 
61st to the 9Oth 
Inpa t ien t  Hospttal Day 

* The projected values resu l t i ng  f rc~ the ~ pro jec t ion  methods ind icated belme mere I n i t i a l l y  considered. Despite the s i g n i f i c a n t l y  htgh 
Indexes of de temthe t lon  and the reasonab i l i t y  of the values. I t  was datemlned to be llPLLprOprlata to ca lcu la te  the projected day Incfdence 
value using the most recent ly  Unserved annul] rqt~t of Increase (1,31) which Is sommdlat l o ~ r  than the a n ~ a l  trends undar ly tn9 the afore- 
azentIo~.d proJecLed values [ (18 .544 ) ( I , 013 )zu .b / I  z - 16.225]. 

Pro ject ion Nethod Form of Equtt ten Index of p e t e ~ t n a t l o n  Projected Va)uq 

Logari thmic Y " A • B(In X) .951 16.629 
Peter y - AxB .951 19.548 

The remaining pro,Jectlon mete.ads e~ployed produce values and/or Indexes of datermlnaltton tha t  ~ r o  Judged to be Inappropriate for  cooslderat lon. 

FORM OF TYPE OF 
EOUATION FUHC[ION 

1. Y=AtBSLOG(X) LOOA~I[I IHIC 
2.  Y=Aa(X~B) PONER 
3.  Y=X/(AfBSX) IIYPEROOLTC 
4. Y=AaEXP(8/X) EXPONENTIAL 
5.  Y - A I ( B / X )  HYPERBOLIC 
6. Y=At(BaX) LINEAR 
7. Y=AaEXP(BSX) EXPONENTIAL 
8.  Y -1 / (A~BaX)  IIYPERBOI. IC 

EOUATJQN INDEX OF PRDJ, ANN. 
NUHDER DETERHINAr|OH A B VALUE TREND 

7 ,951 15 .679929  1,2~4644 19.529 2 ,0Z  
3 , 9 5 !  ~5.721701 .072661 19 .648  2 . 2 Z  
6 ,867  .01156~ .0~3449 18.523 - . 3 Z  
O ,85~ 18,67~771 - , 1 9 7 8 3 7  IB ,505  - . 3 ~  
4 .843 I 0 . 6 4 6 ~ 8  - 3 . 3 9 0 9 0 7  | 8 *409  - , 4 X  
[ .B07 16.194574 ,24~3~2 21 .404  6 .0Z  
2 .797 16 ,206697  .013945 21 .673  7,0X 
3 .786 ,06166~ - . 0 0 0 6 0 4  22 ,532  8 .3Z  

W 



PER 100 COl/TRACTS'FOR FI$CAI.'~'EAR$ ENDING 

Beneft t  Cetegor¥ 

ed Nursin9 F a c t l t t y  
t :  f r o m  

2 1 s L  t o  l O O t h  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  AETUN. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJIEETED- 
3131175 6/30175 9130175 12/31/75 3131176 e130176 9130176 l Z /~ l lTe  3/31/77 #13ql7~ ~ /30p?  1Z/31/77 611~/80 

38.222 37.110 ~U5,874 3.6.101 34,642 3.4,094 32,02B 29.945 27.113 23,493 29.r66) 18.111 I I .Z5~ 

* The projected value Is the resu l t  of an exponential  proJect ion IV - A(EXP(BX))] which hat an Index of  d s t e m l M t l o n  of .B79. This value 
Is constdpred to be appropr iate for  Inc lus ion  In the rate ca l cu la t i on  tn view of the acceptable Ind6x of  d e U m l n a t l o n  as ~11  as the 
fact  tha t  Ule annu~zl t rend under ly ing the projected value Is cons is tent  w i th  the expec~t ton  t hot day lectdence for  S k i l l e d  Nurelng 
hFacJ)ftles xJ ) ]  cont inue to decrease t but at  = so~ewhot |asset rate than has been h f s t o r t c a l ] ~  observed. A l ~ r  p ro jec t i on  ~Y = A  * 8X] 

as a hfgher Index of de tem lna t l on  ( i . e . ,  .926). hoverer the resu l t i ng  projected value of 3.161 was considered to be c l e a r l y  l e a d i m t o  
and therefore re jec ted.  Tho r m a l n l n 9  proJectfon methods employed produce values and/or Indexers of de tem lna t l on  tha t  were Judged to be 
Inappropriate for cons|dermtfon. 

FORH OF TYPE OF EOUATXON ZlIDEX OF PROJ. ANN, 
EGUA1]UN FUNCtiON NUHBER DETERHItlAlZON A B VALUE TREND 

1. Y-Af (BSX) LIHEAR 1 ,926 42 ,621060  - 1 , 8 3 5 3 4 3  3 ,161 - 5 2 , 0 Z  
2, Y-AaEXP(BtX) EXPONENTIAL 2 .B79 45 ,623749  - , 0 6 5 0 9 1  ~ | . 2 5 7  - 1 8 . 1 X  
3, YoJ/(AfB~X) HYPERBULIC ~ ,021 .0 f0952  ,002392 | 4 , 2 0 7  -9 ,7X  
4, Y=A~BaLOO(X) LOGARIT|JHIC 7 ,697 43 ,344607  - ? , 5 9 6 0 2 1  20 ,037  4o3Z 
5,  Y ' A a ( X ' B )  POWER 3 ,631 46 ,313503  - , 2 6 3 0 2 8  20°665 5 , 7 Z  
6.  Y - A t ( B / X )  HYPERDOLIC 4 ,395 26 .444~35  16 .422209 27 .208  18,TX 
7, YaASEXP(~/X) EXPUNENI;AL 8 ,340 25,B72633 ,554400 26,569 17~5X 
8,  Y ' X / ( A t B a X )  HYPERBULIC 6 4288 - . 0 1 9 4 0 5  °03952 |  25 ,894  16,2X 



MCNI~LY P~E P~gIUM 
PER CONIRACI" FOR FISCAL YEARS ENDIHG 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ACTWU. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJECIEO- 
Bene f i t  Cate9ory 3/31175 6/±10/7.5 9130175 |2/31/~5 3131176 ~p/30/76 ~/31]/76 IZl31176 3131/77 6/30/7~ 9/30177 ~2131177 5/I,~/80 

P a y ~ ' l . t  .f.,Lum ~ $1.210 $1.3,?.4 $1.433 $1.525 $1.606 $1.~1 $1.631 $1.6,13 $).653 $1.643 $1.661 ~1.650 $1.618" 

91st Inpatient 
Hospital Day On. 

• The p ro jec ted  value Is the r e s u l t  of  • hyperbo l i c  proJer~.tton [Y = X/(A t BX)] Which has an Index o f  d e t e m i n a t t o n  of  .9,14. the 
h ighes t  Index o f  d e t e m l n a t l o n  o f  the proJectSon metheds employed. A Iogarltt.hmtc proJecttcm [Y - A + B ( l n  X) ]  has v t r b J e l l y  [.ha 
sazz~e Index of  determinat ion ( l ,e . ,  .9~13). however ~ r e s u l t i n g  p ro jec ted  value of  $1.816 t,~lS considered to be excessive In  view 
of  the r e l a t i v e  s t a b i l i t y  o f  the recent i c t u l i  ex~ertenco. I be  r m t n l n g  p r o j e c t i o n  meUmd$ employed produce values eed/or Indexes 
of  d e t e m l n a t l o n  that  ~,mere Judged to be Inappropr la th  f o r  cons ldera t fon .  

I ( l i c i t  FI r  I y l ' l~  i l l :  r l i l l A  J l l ) r l  I N r l E x  i IF  I ' R I L J .  A r l r l .  
l.-+iLl,++ j l()pp+ l ? l l l + i : l  rl+t~ I411;tfr~h: III-+'I i+I<PIIt+A [ JC)t.l A [l V~ i . l l l~  IP~|PFI~J 

J .  Y " X / I A I  [l~IX) 14¥I ICI{IlI}I. 11~ 6 . 9 4 4  . ~ 6 ~ ; 4 ' 1 ~  . S U  J 5 1 5  | + + 7 ~  .7; / ,  
:t. Y = A I  t l+ l  +)C~X ) I.III;¢,I+ L I IIt11 i'~ 7 .943 I .  2299H7 .191130  1.1116 4.17. 

, 1 3 1 U ? B  I .IJb4 5.0% 3 • : '=AI ( X 'L l ) l'ilW[ I~ 3 . ~o3/z I • ~3733Y 
4, y=/I*F Xi ( l + /× }  E E l  l/SiS.el l ~ AI I i  .9211 I ,  ~911944 - . ~ 7 6 9 1 1  1 .669  ,5% 
' ; .  Y+.AI (D+'X} l l Y l + [ R t l t l i  ] C  4 . 7 1 0  1 . 6 + 1 7 7 [ { L  - . 5 [ { 9 0 ~ 5  I . & 6 3  . 3 ~  
~. Y.:A I ( [14:X ) I. I NCAI, I .73f i  1.3111:142 .0351199 2 .0P9  JO.2X 
7. TiAiFXI'(I+IX) [~I'[I/JEHI IAI • .913 1.3174U6 .024125 2,21]  13.21 
i t .  T=L, ( ; , l  f<+x ) IIYPEHIIlI_ l C ~ .6119 .759790  - .  016557 2 .476  18.6~ 



Bermfl t  category 

P1wslclans' 5erytces 
and Outpatlm~t Services 
Annual Deduct ib le 

HC~TmI,Y f ¢ ~ E  t ~ £ I t ~ J  
PER CONTIULCT FOR FISCAL YEARS ENDING 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ACTUAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJECIE@- 
3/31/15 6/~O/7~ 9/30/~§ 1~/31/75 3131175 6130176 9/30/76 12131176 3131177 5130177 9130177 1213|177 5/14/80 

$1.822 $1.851 $1.852 $1.837 $1.975 $2.065 S2.109 $2,134 $2.238 $2.235 ~2.242 $2.234 ~2.234" 

* The most recent observation ( I . e . ,  the year ending 12/31/77) has been car r ied  forward to the period of the rates.  The three pro jec t ion  
methods Ind icated below have s i g n i f i c a n t l y  high ledewes of de temlna t ton ;  however due to the re l a t t ve  s t l d~ t l l t y  of  the four gloat recent 
observat |ons,the projected values were Judged to be excest lve end therefore re jec ted.  

Pro ject ion Rethod Fern of Equat~ofl Index of Determination projected Value 

Linear ¥ - A ~ Bl .923 ~2.745 
Exponential Y - A(EXP(BX)) .918 ~2.876 

Y - i l ( k  t BI) ,914 $3.102 HyperboI Ic 

The remaining pro.laotian Ilethods eezployod produce valuos and/or ]odexes of de tem lna t l on  that  ~ r e  Judged to be inappropr iate for  conslderat fen.  

FORM OF TYF'E UF EQUATION INbEX Of PROJ. ANN, 
EOUAIXON FUNCII(IN NUMBER UEI'ERtIIHn[ION A B VALUE TREHII 

1, Y-AT(BaX) LINEAR 1 ,923 1.74B162 ,046357 2 .745  9,1% 
2, Y-AaEXP(~$X) EXPONENfIAL 2 1919 1,7e1175 ,022910 2 ,876  11 ,2z  
3, Y - 1 / ( A f B t X )  HYPERBOLIC 5 .914 ,564407 - ,O11259  3 , 1 0 2  14,BX 
4. ymAa(X'B)  F'UWER 3 ,028 1 ,719763 ,103302 2.361 2 ,4X 
5.  Y-AaBaLOO(X) LOGARIIHMIC 7 .822 1,701971 ,2087 |1  2 , 3 4 2  2.OZ 
6.  Y-X/(A+BaX) HYPERBOLIC 6 .550 .119619 .460290 2,147 -1 .7Z  
7. Y-AtEXP(B/X) EXPOHEtHIAL R ,540 2.173125 - ,239441 2,149 - I , 6Z  
8.  Y - A t ( B / X )  HYPERb(U. IC 4 ,530 2 ,173832  - . 4 8 0 7 8 8  2 ,151 - 1 . 6 Z  



619Et~rY~ ~ ' , , ~ 1 ~  
PEA 100 CONTRACTS FOR FISCAl. YEARS EJIgillG 

Benef i t  CeteQor~j 

Phys ic l tn~ '  Services 
Coinsurence 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ACTUAL . . . . . . . . . . . . . . . . . . . .  ~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PRO,IIECTIED- 
3131175 1~/30/75 g/30175 1~131175 3131176 ~/30/~6 g130/~ 6 12131/75 3131177 6130177 91~)177 12131/77 5/14/llO 

349.034 ~1 .880  379,235 397,626 405.828 419.269 434.288 447.282 448.633 451 .1~  445.098 444.293 444,Z93" 

* The most recent observation ( i . e . ,  the year ending 12/31/77) ha l  been car r ]nd  foneard to tke per lnd of  the r i t e s .  The tuo proJectioN 
methods ind lcatnd below have stGJnl f lcant ly high Indexes of d e t e m l n a t l e n ;  hoeevor, due to the re l a t i ve  s t a b i l i t y  of the f i ve  most irec4mt 
observations, the projected values,  vh lch represent Ul~ard t rends,  vero Judged to be Inappropr iate end therofore reJeetod. 

Pro ject ion Rethod Fo~ of Equat~o n |pd~x 9f  Qetemln4t lon  Pr'O]Kted V a l ~  

Power I' • AX 8 .955 487.301 
Logarlt.lz=lc Y • A + 6 ( l n  X) .947 480.797 

[he remaining pro jec t ion  metJ~)ds employed prcxbion values and/or indexes of determinat ion tha t  mire Jndgnd to be Inappro,prtato for  consfderotlem. 

FUI~M OE TYPE OF EQUATION INDEX OF PROJ, ANti. 
EQUATION FUNCTION NUNDER DETERMINATION A B VALUE TREND 

I .  Y"A~(X-B)  PUWE~ 3 .955 340 .755047  .116595 4B7.301 4 .0X 
2. Y 'AtB~LDO(X) LOGARITHMIC 7 .947 337 .525093  46.697891 480 .797  3 .4X 
3.  Y~At(BSX) LINEAR I .877 354 .056190  9 .422917  556 .649  IO.OZ 
4. Y=ASEXP(BCX) EXPUNENII~L 2 .86B 3~5.636978 . 0 2 3 3 0 |  586.911 S2.4X 
~* Y ' I / ( A t D $ X )  HYPE~[~OLIC 5 .856 .002802 - . 0 0 0 0 5 8  &41.g61 S&.OX 
6.  Y-X/ (Af I~$X)  IIYPER[~OLIC 6 .806 .000769 ,002227 4 4 [ . 9 2 9  - , 2 X  
7. Y-~$EXP(D/X) EXFONENIIAL 8 .783 447 .533321 - . 3 0 3 1 1 e  441.26B - . 3 X  
8 .  Y~A÷(~/X)  HYPERDOLIC 4 .759 446 .350307  - 1 2 0 . 0 5 0 4 5 0  440o76: - . 3 X  



Ex~rrnTT 8 

Calculatic~ of the Average Cost Per Service 
fur the Period of these Rates for the Phy~/~i~n~' 

Coii~ar~8 Benefit Cat~c~3ry 

zr~t  EZ:X.E~ 

A. Ca/culat/~ of the oat trod fac~r 
bo project the a~_ragB cat per service 
/~r p~y~ri~n' coinsurance b~efit 
category fzun the )~ar ending 12/31/77 

~ y~r ending S/14/80. 

I. ~ ecC,'~",m~ index app.I/cable t~o 1.276 
pb~s' serv~ announved 
by the Sock1 Security ~ 
tration fur the period July 1, 
1976 through June 30, 1977. 

2. ~he ~ c index applicable to I. 357 
physlc/ans' servicer announced 
by the Social Security ~,,i~i~- 
tra~ fur the period July 1, 
1977 tbruugh Jtme 30, 1978. 

3. ~v_~ffiLt of increase for fiscal 6.35% 
year 1978 over fiscal year 1977 

4. ~e ~--...~c index applicable to 1.426 

by the Social Security ~,,.h~,~- 
trati~m for the ~ July I, 
1978 ~ June 30, 1979 

5. Ft=~ of inc~ase for F~ ~ 5.08% 
~ar 1979 ~r fiscal year 1978 

6. E~c.~.ed percent of increase 5.08% 
far fiscal y~r 1980 cur fiscal 
year 1979 

B. Cost trei1d facb~r tD project t~ year 1.132 
endlug 12/n/r7 m ~e y~r e~Lng 
5/~4/80. 

C. Cost per service for the phy-~,~-~' $7.85 
ooinsurance ~fit cat~y fur the 
y~r ~mdlng 12/n/77. 

D. E~pect~d ~-e=ge COSt per service $8.89 
for phy~,s' oolnsurmum benaf/t 
czzte,~:=y ~ r  the ~ ~ 5/z4/eo 

Part B Iv~-~ry Letter NO. 76-34 
LL~ Department of ~Ith, ~tion 

Welfare, dai~d August 1976. 
Avpe.itx ~ 

Part B I~-~vm~ry LettP.r NO. 77-24 
L.~ I~partm~t of Health, ~t/c~ 
and W~If~e, dated JUne 1977. 
Apper~x ~ 

It~ A.2. ".- Its A.i. 

Part B IntsrmvdLary L=tL~ NO. 78-23 
fran Depart~nt of ~alth, ~W~w~F./cm 
and W~If~-e, dated June 1978. 
Appe.ib~ ~ 

Itb~n A.4. ~ It~ A.2. 

Jud~ffiu~=Lt 

(1.0635)6/12-(1.0508) (1.0508)10-5/12 
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~ g~.T., SEZ~,/'ZC:Z~ ]Zlr'mmqcE 
PER I00 CO~iTRACTS FOR FIS.CAL YEARS ENDING 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  A£TUAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJECTED- 
Benef i t  CateDor ~ 3/3|/.75 6130/~5 9130175 12131175 313]17§ §13017~ 913,0176 )~/31/~6 3131177 ~130/777 9/30177 1ZI31/77 ~/14/80 

OLZ~t...~.EI"Z'E 70.307 74.164 78.924 83.151 85.013 90.751 95.921 99.602 102.056 105.553 108.7,15 113.4Z6 150.742 t 
Hosp:Lta.i. Sex 'v ices 
Coin.m.eca,nce 

* ]he projected value 11 the r e t u l t  of e 11near p ro jec t ion  [~/ • A ~ BX] uhtch luls on Index of de temlna t ton  of .996, the highest  index of" 
de temlna t |on  of the pro jec t ion  methods employed. This value Is considered to be appropr iate for Inc lus len  In the rate c= l cu la t l en  In 
view of the extremely high tedex of de tom lna t l on  i s  we1] as the fac t  tha t  the eenual treed under ly ing the proJected v&lue Is consistent  
w l th  the deco]eret ing annual rates of |ecrease observed In the recent h i s t o r i c a l  experience, An exponent ia l  proJectten I f  - A(EXP(BX))] 
and e hyperbol ic  p ro jec t ion  [Y - 1/(A * BX)] also have ext re l le |y  h|gh Indexes of determ|nat len ( I . e . ,  .987 and .970, respect ive ]y ) ,  heu- 
ever the resu l t i ng  projected values ( I . e , ,  173.859 and 257.553, respect ive ly )  were considered to he excessive end therefore re jec ted.  
The remaining pro jec t ion  methods employed produce values end/or |ndexes of detormtentto,n tha t  were Judged to be lenpprepr le to for  
cons~derBttoll. 

FORM OF IYPE OF EUUAIION INDd~ OF PROJ, ANN. 
ENUAIIOR FUHCTION NURBER DETERN]NATIDN A D VALUE TREND 

1. Y=AF(BDX) LZN~AR 1 ,996 67 .072~22  3,B91619 150,7~2 | 2 , 7 Z  
2. Y-AeExP(BSX) EXPONEtIIIAL 2 .987 69°J337OO ,O42B93 173.859 19.7X 
3, I '= I / (R~DSX) HYPERBDL|C 5 .970  ,014183 ~ .000479  257 .553  41.2X 
4, YmAI (X '~ )  POMER 3 *942 65 .492350  *199877 120.924 2 .7Z  
5,  YmAtBSLUG(X) LOU~R]THH~C ? .912 82 ,790400  17 ,75776 |  117,272 1,4X 
6.  Y-X/(A~B=X) HYPERBOLIC 6 ,739 ,005724 ,0095R9 101,474 - 4 . 6 X  

• , Y - A t £ x P ( ~ / x )  EXF'OHEIIIIAL D .608 ~05.716966 - . 4 9 0 3 9 4  J01.37B - 4 . 6 Z  
• Y=Aa(R/X) IIYPERBRL]C 4 .636 103,39291e - 4 2 . 5 9 4 8 5 7  101,402 - 4 , 6 Z  

LO 



,AVEI~,A(~ OOBT ~ S~VZCB 
FOR FISCAL YEARS ENDING 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ACTUAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PIROJECTIEO- 
Benefit  Cate9or.y 3/31/75 6/30/75 9/30/75 |2/31/7ii 3/3|176 ~.L..~.LZ.~ gl30176 ~ ~131177 6/30/77 9130177 12131177 

CXl t :~ , t , ,Lent  $6.e6 $6.98 17,23 $ 7 . ~  $7,56 $7.72 $7.9Z I0.16 $6.~Z 18.47 10.60 Sa.Og $11,0,P 

I~ospi ta.1.  Se,~"V'J.C~..S 
Co:Ln, s u r a n c e  

* The three project ion ~ thods tndtceta.d below recuI t  1~ axtr~al~rl¥ high an(I M a r l y  eqiJal tedmml of ck l tominat loo:  The projected VJhBI  
produced by the hype~o l tc  proJ=ctlon . . . .  Jetted as being c lear ' I t  excessive. I t  wae.da.tomln.~:l to.be.el=proOf'l ifo ~ ulraet~ ~ant.h~'r 
the l inear  project ion and the expormnt l l l  project ion [($10.73 t $11.33) t 2 - t l l . 0 $ J  In fRO roee C41CMIB¢IOR III COIISlRO 
nearly equal va l ld | t .y  of the l i rmar end expenentlel project ion methods, as ve | l  as the fact that  the annual tromd underly|ng the man 
value is consistent wi th  both roeemt h is tor ica l  experience and re isoMbla expectations of future hespital  c~est I~rosees for e~Jt.patltnt 
se~lees.  

ProJection Nethod Form of Equat!on |ndex of 0qttamtpat|oft projected Yelwl~ 

Llnelr ¥ - A 4 B l  .995 ~10.73 
Exponentlat ~ - A(EXP(BX)) .991 ~11,33 
Hyperbolic 1/(A * BX) .gB3 $12.43 

The reeaInlng proJeclthn methods eJeployed produce values led/or  indexes of detomlnatlocl th, at  tmre Judged to he Inappropriate for consldxretIBm. 

FOHtt OF TYPE OF EULIAT I tin INDEX OF PROJ. ANN* 
EGUA ] ] ON FUNL2T ION NUMBER DE [ERN ] HA1 I UN A E VALUE TREND 

1, Y-At  (EYX) I. IREAR 1 ,996 6,572121 ,193392 t 0 ,730  8,2Z 
2. Y-A$EXP(Bex) EXPQREt;T [AL 2 .991 6.635739 .024875 11.328 10.7X 
3. Y=I/(AF[~*X) HYPERBUL IC 5 ,983 ,149577 - ,003215  12,429 15°2Z 
4, Y-AS ( X 'B ) POklE.~ 3 • 940 6 • 434750 * t 15542 9 ° 172 1,3X 
5, y=A4 B*L.OU(X ) LOORRI f l lRIC 7 .919 6 .353 |28  . B86190 9,072 °9Z 
6. ¥=X/(AiDSX) HYPERBOLIC 6 .730 *037955 *118866 8 .290 -2 .9X  
7. Y=A*EXP(D/X) EXF'UtIEN[ I AL 8 ,695 8,397684 - ,  285364 8,2B7 -2 ,9Z  
El. Y-At<B/X)  IIYPERBULIC 4 .660 8,386769 -2 ,156228 B.286 -2 ,9X 

m 
G 



64~.rlef I t Category 

P m c r l  pt  le4,1 Drugs 

AZ~P.~,.T., CZ,~,.ZZ,L ZZZ'TnmqC:Z~ 
PER IO0 CO~qTRACTS ~ FISCAL YEARS ELIDING 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ACTUAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJECTED- 
3/31175 6/30/?~ p130/75 12/31/7~ 3/31176 6/30/76 g130/76 12131/76 3/31/77 6/30177 91301? 7 12/31177 5/14/e0 

45,59~* 46.638 41.32'0 48.467 49.514 51.017 53.018 5.4.69"5 56.113 57.436 5,8.618 59.663 72.772* 

* The p'roJect.ed value '~s tJne :'.esult of a ~'lnear project ion [ I  • k t BX] ~tvlch ~ s  an Index of 4atemtnatton of .991. l h t s  value Is considered 
to be appropriate for lec lus lon In the rate calculat [on in vlezJ of ,the ex t reml¥  blg~ Index of deta in|n i t ' Ion as ue l l  as the fact. that the 
annual trend underlyln9 He projected value ls CORSlstent ~ l t h  the dece le re t t~  a Rnual r i tes  of Increase observed tn the recent h is to r ica l  
experience. An expoAontlal project ion [¥ - A(EX~O(BX))] end | hy?e~oollcpro.|ectton [Y - I / (A  t I l l ) ]  have s l | g h t l y  h l g l~ r  Indexes of deter- 
mll~ation ( I . e . ,  .992), i l~ever  the resu l t ing projected values ( I . e . ,  77.042 end 85.039. respectively) ulero considered to be excessive and 
therefore rejected, The remaining project ion methods employed produce ¥al~J~ls and/or Indexes of d e t a m l ~ t l o n  that were Judged to be 
Inappropriate for consideration. 

FORH OF 
EQUATION 

1. ¥-RSEXP(B~X) 
2, y - I / (A÷BaX)  
3. Y-A÷(BIX)  

'5, y=A÷BaLOO(X) 
6. YmX/(R~BSX) 
?o y-ASEXP(BIX) 
B° ymR~(B/X) 

TYPE OF EQUATION IRZ~EX OF PROJ. ANH. 
FUNCTION NLJ~'iBER DETEHMIRATZOH R B VALUE TR[H~ 

EXPOHEHTIAL 2 ,992 44 ,0 |6920 .026036 77.042 11.4X 
HYPERBOLIC ~ .992 .022510 -,BOO500 B5.039 S6.1Z 
LINEAR ,991 43.495270 1,3&1689 72,772 B.TZ 

.B66 ,116049 61;34fl  1.2X POWER ~ 42.970726 
LOOj~RZTH~,tZ C .B47 42,34253e 6,006066 60,769 ,eZ 
HYPERBOLIC 6 ,~95 ,005300 .OITOB9 55,141 - ~ . 3 Z  
EXPOHEHT|AL B ,569 ~ . 9 0 3 ~ 9 3  - ,269983 55.206 -3 .2X 
HYPERBOLIC 4 ,544 55.91B910 -13.815348 55.276 -3 .2Z  



Bermfl t  Cateqorv 

Prescrtptlocb Drugs 

AV~3E ~ GF PRESCRIPTIOn 
PER PRESCRIPTION O~.UG CLAIN FOR FISCAL Y[ARS ENDING 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -ACTUAL . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJECTED- 
3/31/75 6130175 9/30/75 12131175 3/31/76 613017 ~ 9130176 12/31176 3131177 6130177 g/30/?? 12131177 5/14/Q~ 

9.875 9.750 9.642 9 . 4 0 2  9 . 2 7 7  9 . ~ 4 9  9.081 9.011 8.925 8.866 6.788 8.712 8.054" 

I 

I 

• The three proJectto~ metho~ tnd lcatnd be1 . . . .  I t  In .trmel~ h!gh and near ly  ~ 1  Indexes o f . d ~ t ~ l ~ t l o n ,  a nit ~a~nd~eer~la~dc~cub~atlon 
appropr iate to use e mean of  the l i n e a r ,  exponent ia l ,  end h ~ e r 1 ~ l l C  pro3eC¢lOO$ ~ l / . a l l  T / . e l o  ? u . ~ u ;  • ~ ~ v . - - : ,  ..: ~ . - .  - -  
tn considerat ion of near ly  equal v l l l d t t~y  of these tkree proJect ion methods as .vei l  Is  ~ fac t  tJ~t  the annual ¢rer~ u r ~ r l y l r ~  ~ a  m41n 
value ts equal to the most recent ly  observed annual r i t e  of decrease ( - 3 . ~ ) .  

ProJectlOll Hetho4 Fern of Equa~|oq lpdex of ~ t e m l ~ H o n  projected V ~ l ~  

Hyperbolic ~ • I / (A  * B~) .fl76 7.877 
Exponential A(Eip(BX)) .971 7.778 
Logarithmic Y • A * 6 ( In  X) .970 8.508 

The re~o|nlng pro jec t ion  methods ~p loyed  produce values and/or Indexes of de tomlna t lo~  tha t  were Judged to be Inappropr iate for  constderat|em- 

FURH OF TYPE OF EUUAIION INUEX OF PROJ, ANN* 
EQUATION FUNCIIOH NUMBER UE[ERttIHRTIOH A B VALUE TREND 

l ,  Y - i / ( A t B S X )  HYPERBOLIC 5 ,976 *101054 ,O01204 7 .877  - 4 , 2 X  

• . YmASEXP(DeX) EXPONENTIAL 2 ,971 9 ,880607  - . 0 1 | 1 2 8  7 .778  - 4 . 7 X  
, Y-RJBtLOG(X) LOOARIT|IfflC 7 .97n 10 .017760  - . 4 9 2 0 7 1  8.50B - 1 , 0 Z  

4, Y -A÷(B IX )  LINEAR 1 ~965 9 ,867120  - , | 0 2 9 1 6  7 .654  - 5 , 3 X  
5.  Y=A$(X '9 )  POMER 3 .964 10 .037782  - . 0 5 2 9 0 4  8 .534  - . 9 X  
6.  Y ' A ~ ( B / X )  HYPERbULIC 4 .745 8 .877872  1 ,238566 0 , 9 3 5  l . l X  
7.  Y=AIEXP(b/X)  EXPONENTIAL O .733 8 .891842  .132370 6 . 9 3 7  1.1X 
8° Y-X/(A~DSX) HYFERBLkLIC 6 .720 -,014160 .I12545 8.938 1.1X 



CA.LCLq.ATION OF THE AVERAGE CFLARCdE PER PRESCR|PTION DRUG CLAIM 
FOR FISCAL YEARS ENDING 

a/3]/75 6/30/76 9/30/75 12/31/75 3/31/76 d /~pO p/~/76. 12/31/76 3131177 6/30/77 9/,)0177 12/31n7 54DOP, CIE 

I .  Average cost per cla|m 532.00 532.47 $32.71 532.97 $32,93 $32.85 $32.B& 133.16 $33.35 $3.1.58 $,)3.92 $~.37 

2. Average charge per 
claim 

I 3. Avero9e number of 
prescription per claim 

4. Average charge per 
l prescription 

165.00 165.59 $65.89 $66.1~! $66.16 $66.08 $66,08 $6G.45 S66.69 S67.10 ~7.40 367.~ ~ ] ~ L t l i  
provide for  COS 
Co| ns u ra.rlco 
i f t 4 f  14t | I f IC- 
tion of • ~23.00 
deduct|bit • ltan I e .80) 
25.00, 

9.875 9.750 9.542 9.402 9.277 9.149 9.081 9.0t l  8.926 8.866 8,788 8.712 

$5.58 $6.73 $6.91 $7.04 $7.|3 $7.22 $7.28 $7.37 $7.47 $7.57 $7.67 $7.90 Item 2 t Item 3 



A V ~ G g  C ~ L ~ g  P i ~  P ~ C I N I  
F0B FISCAL YEARS ENDItl~ 

Benef i t  Category 

Prescr ip t ion Drugs 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ACTUAl. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  PROJECTED- 
3/3} /95 6/30/75 9/30/75 ~ 3/31/76 6130176 g/30/76 |~/31176 3/3~/77 6 / ~ / 7 7  913O1?7 12/31/77 S l H I ~  

$6.58 $6.73 $6.9I $7,O4 $7. |3 $7.22 $7,28 $7.37 $7,47 $7.57 $7.57 $7,80 $8.86* 

* The three pro jec t ion  methods Indicated belme have e x t r e l ~ l ¥  high and near ly  equal Indexes of de temtne t |on .  TEe valne prodLEe4 by the 
hyperbol ic p ro jec t ion  wss re jec ted es being excessive In view of the h i s t o r i c a l  rates of Increase. I t  was datemlned to be appropr iate 
to use the mean of LI~ l i nea r  p ro jec t ion  and the exponent ial  p ro jec t ion  [ ($8.77 * $B,95) * 2 • $8.86] In the rate ca l cu la t i on  In considerat ion 
of the It, ear ly  eciuel v e l l d l t y  of the l i n e a r  end exponential  p ro jec t ion  methods, e l  l l e l l  4s the fact  tha t  I.he nnruJal t rend under ly ing the 
mean value Is consis tent  u | t h  recent h i s t o r i c a l  experience, 

ProJection Method [orm of Equation Ii~iex of DeTermlpztlon pFOJected Ve)ue 

L inear  ¥ - A * BX .981 t8.77 
Exponential ~ - A(EXP(EX)) ,982 ~8.95 
Hyperbol ic I / (A  t BX) .976 $9.19 

The remaining pcoJeccCfon methods e~ployed produce values and/or indexes of  detenalnal: lon t.het were Jud~jod to be Inappropr iate for  c~sfdereKioq.  

[URH OF TYPE OF EUUATXDN IHUEX OF PROJ. ANN. 
EQUA 1 I Oft FIJHC I [ ON NUHEIER UE] ERN I NAT | ON A B VALUE 1REND 

I ,  Y°A~(BSX) L ]NEAR 1 ,987 6 ,561969  . 102902 8°774 5*1X 
2. Y -ASEXP(~X)  EXPGHEN r iAL  2 .982  6.Sa0B18 ,014302 B,950 6 .0X  
3. ¥ml / (A~BeX]  HYPERUOL IC ~ ,976 ,151582 - ° 0 0 1 9 9 |  9 .193  7 ,2X 
4, Y=Aa(X 'B)  POUER 3 °952 6 ,457253  .067192 7.9'36 ,7Z 
5.  YIA+UILUO(X) LII3GAR] IHHXC ? .941 6,43223Q °4794613 7 ,903  . 6 [  
6,  Y i X / ( A t B I X )  IIYPERbOL | C 6 ,742 *O2377P .132492 7 ,485  - I . 7 Z  
7, Y-ASEXP(/q/X) EXPQIEN r IAL U ,722 7 ,542393  - ° 1 6 7 9 0 5  7 .404  - 1 , 7 Z  
8,  Y=~ f (B /X )  HYPERUOLIC 4 ,701 7 ,537976  - I  , $077J0 7. 483 -1 ,TX 



Page 1 of 2 

Calculation of the E~pectsd Monthly 
PuB Pr~ium L ~ t s  

~sr the Period 5/15/79 ~o 5/14/80 

D~OtI4T S O t ~  

A. I~oatierd: h~,ital a~a,,~tible per 
;w~H mm~c~ 

I. ~_,~I ~1,4m 4ne4a~ per I00 26.968 
contracts 

2. A~rag~ payment per h~t~t $169.00 
h~spital a~hl- 

3. E~ec~d m~ly pure ~smKu~ $ 3.798 

B. Om~m~t for the 61st t~ the 90th 
i~ati~nt ~ ± ~  day 

I. Annual day i~a~ per i00 19.~5 
contracts 

2. A~rage paym~t per day $ 42.25 

3. Z~ected ~zmthly pu~ ~ium $ .677 

C. Expected m~t~ly pure ~ium fur $ 1.678 
the 91st ~o the 120th ~atient 
~ ~y 

D. E ~ d  monthly pure ~i~n for $ 2.234 
the JoiDt ~ L ~ '  ser~ces 
and ou~atient services annual 

E. ~y-4~s' s~c~ co~=an~ 

I. Annual s~M~ i~ce per 444.293 
100 c~mtr~s 

2. Average payment per serulce $ 8.89 

3. ~ m~thly pure ~ium $ 3.291 

F. O~t~mt b~T~tal ~rvme 
coinsurance 

i. Annual service i~a~e per 150.742 
100 c~trac~ 

2. A~arage pa~,h per servics $ 11.03 

3. Expected monthly pure ~ium $ 1.386 
- 631 - 

Exhibit 1 

Ezhibit 28, It~n C 

[ (I~ At) (Z~ ~2) ÷ 1.200 ] 

Exhibit 3 

S~I"~'gI'IIP 2~, Itleln O 

[ ( I ~  ~ )  (Item S2) ÷ 1200] 

Exhibit 5 

~xh~ hit 6 

Exhibit 7 

Exhibit 8, Itan D 

[ (its El) (It~ E2 "- 1200 ] 

E~/hit 9 

Exhibit i0 

[(Itan FI) (Item F2) -~ 12.00] 



' ~ ' m T T  1.5 
P , .~e  2 O f  2 

I~M 

G. 

H. 

1. A-~I day iw1~ per I00 
c~ntractm 

2. A~a~rac~ payment per day 

3. Expected ~,hhly pure ~ium 

n~=~Waon Dr~ 

I. A~rage number of pzescri~dnns 
per ~la~m 

2. Averse ~ge per prescription 

3. A~asrage ¢~ha~ per ~la~m 

4. Expected ~v~x~ pa~.uh per 

5. Annual ~ l ~ m  ~n¢.4~,,rw'~,:,. p e r  I00 
oun~cts 

6. Expec~d msnthly pure ~ium 

AMO~T 

11.257 

$ 21.13 

$ .198 

8.054 

$ 8.86 

$ 71.36 

$ 37.09 

72.772 

$ 2.249 

SO~ 

Exhibit 4 

Exhibit 2, Ibmn E 

[(Itan Gi) (itan G2) -" 1200] 

~bit 12 

Exhibit 14 

(ItEm HI) (Zt~ S2) 

[$71.36 - $25.00][.80] = $37.09 

E~hibit 13. 

[ (It~n H4) (Item H5) ~ 1200] 

- 632  - 



A p L ~ , D Z X  A 

PIOGKAM 

k~p41~kmt HolpHd Ded~l~bkl f~ l~rpI 

U n d e r  the  a u t h o r i t y  in rz.ctinn 
I$13(b~2) of the  SOcil.I Se~I r t t y  ACt 
(42 U.S.C. 1395~bX21). I have deter- 
mined  arid he reby  a~.nounce t h a t  t h e  
medlc~.re Inp~.tient h ~ p l t s l  deductlbb~ 
l o t  19'7/9 s h ~ l  be $1#0. 

Sect ion  IBI3 of t h e  S o c i ~  Securi ty 
Act provides for an  i npa t i en t  ho~ipit.a.I 
deduct ib le l ind cert~Jn coinst l r i r lc l l  
t m o u n t e  to be deducted from the 
a.mount payable for inpa t ien t  ho~plUd 
~.erv|CC~ and pa t -hosp i t a l  extended 
c~.~re $ervIces furn ished im indlvldmd 
dur ing a spell Of l i lac.i lk ,Section 
tBt3tb l (2)  of the act  re~u&e~ the Se¢- 
retJtry to de te rmine  a n d  pub lbh ,  be- 
twe t~  Ju l y  I and  Octot>cr ~ Oi el ic l l  
ye~'U', the amount  Or thc ' lnpaLlen t  ho~.- 
pllal  d i~uc t lb le  for t i le  f0llowlrtg cal- 
cn~l:tr y ~ r .  

Under • formula In Lhe law. t h e  de- 
duct ib le  i n r  cPdencLqr year 19~9 mu~t 
be equ&l tO $40 mu l t i p l i ed  by the rat io  
of: ( l l  T h e  cur ren t  ave rage  fe te  for 
day or i npa t i en t  h ~ p l l ~ l  ~.,ervlct's for 
calendar year 1977/ tO (2) t h e  rtverage 
dai ly rate for such scrvleP~ In 19~.. 
'The umoun t  so deterrrdned is rounded 
tO the  nearest mul t ip le  e l  $4. T h e  
averi.ge dai ly  l"Izte:~ I.re deten l l lned by 
the ~ ,c re ta ry  ~ on  the a.rnoun~ 
paid  on beh l i l l  of In.surt.~ Indlvldua~3 
to  %he hoe~pltzA5 p0,rtAclp:tting In the  
med~cm'e p rogram Virus the Lmounte 
w l t h h e l d  becat~e Ol Lhe dedugtlhle  

~ t o z u r a n c e  provis ~ol~ 
Bec~tLs~ the ~ppUcable colnsuraxice 

li.moun%a In ~ettlon ~13 oi the Social 
.~e~utlty Act  a re  f ixed percentages Of 
the Inpa t i en t  deduct lb te  l o t  aervice~ 
lul 'u!~hed tn the ~ame s l ~ l l  o! I l t n c ~  
t h e  Increase In t he  deduct ib le h~.s t h e  
e f iec t  O[ also |ncreaain~ t h e  tmount of 
colr~ura.nce t he  Med ica re  beneflctaJ'-y 
m~mt pay .  ThU.~. for spelL~ of Iline~-$ be- 
i h m i n i  tn  1019, t he  d~ l ly  colnsurance 
for the 61st t h rough  90 th  days ot ho~P 
pi ta l izat ion (one- four th  Of the lup~.- 
Oent hospi ta l  deduct ib le)  w i l l  be $40: 
the d.~,ily coln.~ur~nce for  l i fet ime re- 
~erve ~.lyl  to~le-h.~lf the  tupattent hos- 
pltaJ deduct ib le) will he  $80: and t h e  
daffy coin.surance for the  2151 t h r o u g h  
t h e  1.0~th days  of ex te l lded  c~.re ser- 
vices (one-eighth of t h e  inpa t i en t  hoil- 
plto.i deducttble~ wig be $20. 

T h e  da t a  used to maiie the  necesmurY 
co~,Dut.ttlan.s o( t he  Current average  
da i ly  r a t e  foe c l l e n d ~ r  yet.is 196d a n d  
I97/7 I r e  der ived f rom indtv idut l  lnplt- 
t i en t  he ,  pit.s] bill.s tl'm¢ I r e  recorded  
for  I l l  beneficlarie~s In the  records  of 
t h e  prolp l .m. "['he~e z~ecords show.  for 
e a c h  bill. t he  n u m b e r  of i npa t i en t  d a n  
of  care  and  t h e  Lnter i~ coet i t h e  m.tm 
of In te r im r e i m b u r s e m e n t  deduct ib le .  
a n d  coinst t ranceh TabuL1~ion.~ a re  pre- 
p a r e d  wh|eh stmlmgr/ze the data from 
. these  bUIJI bY t h e  yecr  in w h i c h  the 

wl.~ provided. The  restflt ing aver- 
gge  tuteckfl dai ly  flare secure.rely re" 
f lecm inter im costs on a,n accruld ha.sis. 

Ln order  to p r o ~ c r ~  r e f l ec t  t h e  
c h a n g e  in the  average  chilly ho~plmJ 
cos t  unde r  the  program,  t h e  ave rage  
in t e r im cost t iul shown in t h e  t a b u ~ -  
t/0rL1) mll l l t  be a£1JLLsted for t h e  effect  
of l i n t1  coat se t t~emen~  rn.~,de wi th  
each  provider of services a f te r  t h e  end  
of I ~  account ing ye=r  to ad jus t  t h e  re- 
i m b u r s e m e n t  to t h z t  provider  from 
t h e  iLmount paid during t h a t  y e c r  on 
e,n in te r im ~ l s  to t h e  actuM full cost  
of providing covered services to benefl- 
clgries. T o  the  extent t ha t  t h e  ra t io  o! 
[hi, at CUt tO in te r im twit for 197~/ dlf- 
[ers flora the  rat io of f i n d  cc~t to in- 
t e r im cost for 1966, the I n t r e a t .  in  
ave rage  interim dai ly  i~'lt,ll w i l l  not  co- 
blchle with tile lncren.sc" Il l  ac tua l  cent 
t h a t  has OCN~tirrt ~d. 

T i l e  ¢.tlrrt,nt ftt.l.rTt,iT,' If l lcrJm d,~lJy 
~ t ( .  ror I l ip : i l lP l l t  IIIr~lil inl ~L.rvl~m f , r  
~h.n<lar/~r:~r i9"11, h,ny~tl oi l  I . ' thl l laled 
in te r im cosl~t, is 1155.28; the corre- 
sponding arltount [or 19~ ~ $3'/.92. 
T h e s e  l~v~ro.~es I r e  b~q.q~d on opproxl-  
m:~Loly 93 n l i l l i l i n  dnys  Of hl~Ipil~lllT.'I- 
tli~l in i077 mid 30 mi l l ion d~.ys in 
I ~  ( l ~ t  6 moil t l t~ of t i le year l ,  The 
rat io Of [In0.1 co:~;t to Inter im cost ~ a p  
prox imate ly  1.03,5 |07 19'T'f sad t.055 
for 1966. Thus. the InpaL[ent hospi ta l  
deduct ib le is 840x[ i155.26x 1.035)/ 
t3~.92 > t 05511 - $ t60,67, wh ich  is 
rounded to $160. 

Dated:  S e p t e m b e r  25. 1978. 

Jos~:~'u A. C ~ r ~ o ,  J r ,  
S ec  re't a rv. 

[FR Doc. 78-T'/3e3 Fllerl 9-2.~-78 8:45 Im l  
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~,it. I c  ~ - I ~ . - - O ~ a P H I  h o * p i l o l  i n l l r o . o l l  b ~ b l r  o~ ~ l l ~ l  f o r  (npoi+inl  l ~ O ~ l . l l a  V ~ o l p i l o l  loar l  apprould 
:Pl'r@+od.['+r l,~meml,al o~@tllllyrPJ$/pi/mblp~°~l° lb+tola|Ibllob°l~+ll+ a q +  a m o u n l  pe+-klr l lJo  b~ IMp¢ o~  b l n # l ( o ( a t ¥  l n d  p l t | o d  

r .Plod  a l , p r o v e d  I 

J o e .  - 0¢o .  l l Z a  . . . . . . . .  

L ' , i , i . .  Ii,i,i. l l ? ~  . . . . . . . .  

"klk ;,+q. Just  I l l ?  . . . . . . . .  

I . | )  - ol*n. i i i ?  . . . . . . .  
J+n. dm~+ I J l l  . . . . . . .  

o . l l  o . , . .  I I P I  . . . . . .  
J am.  dan.  t e l ?  . . . . . .  

u I bill 

..... Ii ...... 1 .... 
I,o¢I l ~ , l l i  IO.~ 
I, 1+0 gO, 101 JO, I 
ii, o,01 04.1~PP IO.~ 

+.111 1 11.o11 l a . l  
d, l l i  I+,+M IO.J 
¢ . ]~I  11.+~I JO.¢ 
¢,1+$ ++,J l l  lo.i  
1, IO~ L~, o~4 Io. l 1 

I o l p / l a l  obarge. 

i _ + ...... 
Te t . I I  T. t a l  ( i n  P+re ln l  e£ 
¢~n r ~ r  b~l l  day 
Cboul.lndel lho~landl)  l O l a i  

Tolal ~ /  
~,411,?I3 11+1~1 ] IIO6 |1.3~1.~11 ~b.S 

|1,1f4.171. J.711 I l l  I : ,OLl, l :O 74.1 

1.0411.01b l . ? l l  I l l  d .O=l .~ l l  Id . ?  
11111,71< I+#:P J l?  l,O21,+JO ? I . I  
b . l J l ,  l l l  31~13 I I I  1.041.??+ ?3.1 
l .  l i+ ,11?  l . # l l  IO¢ l . l T J . l l l  ~ l , l  

lO,+?J.OIJ J+l l¢  117 ?. l /J .+ l+ l l ,  l 

r*e,an~..aged bS .rid o u , r  

I I I l + l l i  4. ldl  ~f . tPI  IO.? P.| l¢.l¢a I.?¢~ | l i  1,¢17,~JI ?1.o 
J+B?O ¢llJJ? J0.4 t,~|SeJOII I . IJ# I~l b.JDJ.7*O 74.4 
f . l$~ 4 f . i l l  I0. |  I.I |0.J41 J.|7~ I|P 111431J+ JpO ?J.I 
¢ O~l ¢1 as? Jo.I p, Jn¢,F// I . l ;b .~v? ?z.t 

D l l e b ( l l t  I b e n l f l a f a ~ £ l l  

f l?  f.  l l ;  IO.# IIO0.1?I |.T?l 17~ I l l . l i t  ?1.? 

|01 1.hi |  I . I  |.01#.717 I.Ol? 101 ?J~.]lo l l .O 
I~1 ~,8~¢ ~,& 1,051,|?| ~,001 | l J  71J,~11 ?J.f 

1/ a .qmra l  . . ~  . p . = l . !  h o e p I t e l ,  r * p o r l ( n #  e p * ~ o  
l i a r =  , , [  l c J l  i k ~ .  Jo d o l l .  
Zl ~B* lab|* M - / I ,  [ . . l n o r ¢  | .  
~] ~11 l . l b l l  N-lm, .rna .~Ld I .  

~ /  8.# eable m-Ja, F.ocnot .  f .  

8.m t = b l .  H - I J ,  f oo tno te  L. 
$+. t o n i *  N - ; I ,  l o o t . o l d  | .  
$ , t  ¢4b1, # o l | .  fooCnet ,  ?. 

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

* *  Average Hospttal Charge Per Day for the Pertod January 1, 1977 to dune 30, 1977. 
($9,439,291) ~ 49,479 = $190.77. 

* * *  Average Itospttal Charge Per Day for  the Period January 1, 1978 to dune 30, 1978 
($10,872,413) * 50,054 = $217.21. 



APPENDIX C 

SEL~I~D ~ FROM ~E ~DIChRE PROGRAM 

1 ~  1~71 1 9 ~  1 | 7 3  1979 lS?S 

h r # ~  e=ro21~ aw o f  d a n ~ r T  I ~ ¢ r  
BoepttAI inTurit~ce ( H t l ~ l e d  . . . . . . . . . . . . . . . . .  IO.$M,&54 ~O,966,267 2l , )?&,Sg$ 21,612,0g) 22,06S,$10 
I l o l p t t a l  t n t . r t n c e  ( ~ l ) - d L s a b l l 4  . . . . . . . . . . . .  IO. ~ 114 1,830,152 2,06].744 
l u p p l ¢ l m ~ r J r y  ~ d t c J 1  i m u r a l a c l  (s]¢[)~g4~d , . . . 1 9 , 7 3 8 . ~ 4  | 0 , l & $ . S l 6  2 0 , ~ 6 ~ , 6 8 1  2 1 , 1 0 5 , 2 2 3  2 1 , 6 2 0 , ) 7 6  
i a p p l c m u r  7 r a d i c a l  l ~ u ~ m  ( S ~ t ) - d L l i b g l b d t . . .  It& ~ t 1 , | 0 1 , 3  IA15 106570497 1 , 8 6 ~ o 3 0 l  
B1 du~4/or SHL~-  I t ~  . . . . . . . . . . . . . . . . .  .20,762,663 2t,I~,4,A96 21,668,142 22,362°J47 

~=~i ~sed dutLn i r.he f i a t . i t  y e a r s  
RI :  T o i l s  ( t =  t h o ~ J ~ m d . )  . . . . . . . . . . . . . . .  $ $ . 6 L 2 . 9 7 t  1 6 , 1 0 9 . 1 3 9  ~ . ? & 9 , 0 0 0  $ 7 6 | 0 6 ° 0 0 0  $ 1 0 . 6 l J , C 0 0  
I~tX: T a t * t  (t~ t M u H n d l )  . . . . . . . . . . . . . . .  |2,0~,999 $2,|$$.06t $ | ,A~9 .0~  t2,865,600 |3,7t0,000 
3I: ~ o t  per HI i ~ o l l e o  . . . . . . . . . . . . . . . . .  #264 #221 $3116 $333 ~&)2 
ID~J: JmJ~mm¢ p e r  ~ I  e u ~ l l e * . .  1 1 0 3  $ 1 1 2  0 1 1 9  1126 t i l l  

M t t c i p e t t u g  f l c i t i t L l s  t *  o£ Ju172 
~ u ~ e r :  

k t l  b a 4 p l u l J  . . . . . . . . . . . . . . . . . . .  ~ . .  I,~&S E°726 6,757 S.733 i ,773 
Sho re -c l ay . .  t . . . . . . . . . . . . . . . . . . . .  6,163 6,131 6,132 6,102 t , lO7 
O t h e L  - - S92 595 625 631 (46 

S k t l l t ~  ; G ; G ;  -&~ : l t t t ' ~ ; . . ~  ~'~ .- . ~ . ; . ~ . . ' . 7 . . -~_  3,977 3.9~J ),932 &o|67 6,0~1 
Boom b l a l t b  a | t ~ t e J  . . . . . . . . . . . . . . . . .  1,214 2.~22 2,211 S,248 2,2~2 

i l e l :  
A l l  h o t p t  t i t |  . . . . . . . . . . . . . . . . . . . . . . . . .  1 . 1 8 8 , 0 1 3  1 , 1 6 6 , 6 8 2  l . l&8,42S 1 ,  I t 3 , ~ 6 &  1 , 1 4 0 , 3 9 2  

S~n-a rosy . . . . . . . . . . . . . . . . . . . . . .  : . .  834,$1& 850,070 8.64.786 882,k96 ~01,76~ 
O t h e r  . . . . . . . . . . . . . . . . . . . . . . . . .  353,699 2050912 283,6.~2 261,168 238,636 

~k tZ l ld  m u r l l ~ l  f a t / f i l l e t  . . . . . . . . . . . . . .  ~?,~h8 291,936 167,606 2%,000 217,679 
k ~ l  pe+ l , O 0 ~  HI t u r o l l e e t t  

$ ~ o r  t - i l l  7 ho t  p t  t~  I t  . . . . . . . . . . . . . . . . . . . .  40.5 40 .5  41.6 $7.6 37.~ 
S k i l t ~  = u r l i n l  f l c i l i t l * l  . . . . . . . . . . .  1 6 . |  1 3 . 9  2 3 . 1  1 2 . 5  1 ~ . 9  

A ~ i J J l i O n J l  ( i n  t h ~ l s M I )  d u r i n g  t h e  fiJecal F U T t  
A l l  h O l p [ . l  t n p e t t e a t  I ~ l l l l . l q l ~  . . . . . . . . .  6,243 £,6q$ ~j711 61511136 Tl]O5 
A l l  h o l p t ~ l l  t m p l ~ t e n t  I + t l l i O m - . d t l a b l l ~  . . . . . . .  JUt ILl, 1~ £63 717 
S k i l l e d  u ~ I t r q [  f a c i l i t y  l d . ~ [ l l l m l - 1 6 1 6  . . . . . . .  621 397 1105 ~ &.36 
S k i l l e d  u u t e i n i  f a c i l i t y  l d m L l l i Q n l - d t l l b l a < l  . . . . .  ~ ~ ~ ~ ~.~ 

/t.~¢ttMion t a l l  per l .O00 RT e n . t t l l l :  
. . . .  ~ 33t A l l  h l l l p i ¢ . l l  t n p l t t l n t  i ~ t l l t O ~ l ¢ ~  . . . . . .  $13  320  324  

Ill h o s p i t a l  I n ~ t l c n t  I & d l l i o = s - d i l l b l © 6  . . . . .  ILl, l lk ~ ]  384 
S~ . t t l ed  oursin s r a c i s t s ?  a d a ~ t l S i O n l ~ | l l ~  . . . . .  ~'0 19 19 2O ~0  
Sk .~ l led  n U t l i n  I f a c i l i t y  a d ~ L l l i O ~ l - - d t M b l l +  . . . . .  l~L l ~  I~  ? 7 

A ~ T I I I  ~.4+gel p ~ r  ally ( c o n r a d ) :  
S M t t  * s ¢ l y  h o l p l t l t l  ~ g o d  . . . . . . . . . . . . . . . .  IJlJ* 1 %  $ | 0 ~  $10~ 1130 
S h a f t  - | U p  h o l p i t l l l - d  l l l b  | e d  . . . . . . . . . . . . . . . . .  IA m I ~  1117 I lA2  
S k i l l e d  t ~ r l i n  I f l C l l t t l l l ~ g l d  . . . . . . . . . . . . . . .  $3o 132 m $34 139 
S k i l l e d  n u r l i n |  f l c i l t t f e s - - d i s a b l e d  . . . . . . . . . .  ~ ILl, IIL $~8 J~5 

& W r l l i  lelXgth o f  l i l y  ( c o ~ r c d ) :  
Sho¢¢~ LiT M J p l t 4  l l ~ l o d  . . . . . . . . . . . . . . . .  | 2 , 6  1 1 , 1  1 1 . 7  11.2 t0.7 
~ h o r t  - i  l a y  ho lp l  ta Is -e l i jah led . . . . . . . . . . . . . .  IK~ I~ ~ 10.3 10,1 

( 1 )  I n c l u d e s  U . 5 .  a n d  a l l  o u t ] y i n  g a r e a s  s u c h  a s  P u e r t o  R i c o ,  G u a m  a n d  t h e  V i r g i n  I s l a n d s .  
(2}  E q u a l s  H I  f o r  d i s a b l e d .  

NA N o t  a v a i l l b l e .  
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C E P A R T h 4 E N T  OF ~4~.%LTH. E D U C A T I O N .  ANO W E L F A R E  

$CC:IAL SF~CLJRI"I"~" ADMINISTRATION 

August 1976 

APPEiNDIX D1 

PART B !N'i~DLAF, Y LETTER NO. 76- 34 

SUBJECT: Announcement o f  the Economic Index App l i cab le  to  F r e v a i l i n g  
Charges for Physicians' Services far ~he Period July 1976 
Through June 1977 

In accordance with Public Law 94-368, the annual update of Hedlcare 
reasonable charge screens will no longer be related to the Federal 
Governmen~ fiscal year (FY), but will continue to be made on July I of 
each year. We will refer to this 12-month period beginning on July l 
as the fee screen year (FSY). This is to inform you that the economic 
index applicable ~o prevailing charges for physicians' serv-£ces for the 
period July 1976 threugh June 1977 is 1.276. Accordingly, carrier 
prevailing charge screens for physicians' services will be peroltted to 
increase for fee screen year 1977 in accordance wlr.h escablished reasonable 
charge methodology, but nnt mere thee 27.6 percent above flscal year 1973 
levels. Pursuant to section 2 of Public Law 94-368, the no-rollback 
prov i s i en  of  Pub l i c  Law 94-182, which provides that  p r e v a i l i n g  charges 
~£11 no~ be reduced belo~ FY 1975 l e v e l s  because o£ the a p p l i c a t i o n  of  =he 
e c o n ~ i c  index,  w i l l  remain in  fo rce  f o r  FSY 1977 end eubsequen~ years, 
An announce=ant of the applicable index Ims been approved by the Secretary 
of Heal th ,  Education, end Nelfara f o r  publication in the Federal  Resister. 

Public Law 94-368, enacted into law on July 16, 1976, besides establishing 
~hs July i through June 30 fee screen year and continuing the no-rollback 
provision (section 101(a) of Public Law 94-182), also provides that, for 
the 12-menth period beginning on July I, 1976, the annual up4ate ef 
prevailing charge levels shall apply to claims filed after June 30, 1976, 
wi:h a carrier and processed by the carrier af=er it has made ".ha 
ap=ronriate chan.~es In the prevai!!n~ charee bevels. Fence, adjustments 
retroactive to July i will not be made." The economic index for FSY 1977 
~'i!! also be applicable in the same =uanner, i.e., frc~ the tlme of ~he 
carrier's update forward. 

As you knee, the economic index ~:alculated each year consists of tC, ao 
c~ponencs reflecting (on a Cumulative basis) ~he changes thac have taken 
place since ca!e:~dar year 1971 in physicians' practice expenses and in 
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general earnings levels. With the exception of malpractice insurance 
pre=nlum data, the data that have been used to calculate the economic 
index (see attached chart) were derived from The Monthly Labor Revl~ 
published by the U.S. Department of Labor. For example, the Bureau of 
Labor Starlstics index for nonsupervlsory workers In finance, insurance, 
and real estate was used as a reasonable approximatlon of wage ~renda 
for persons employed by physicians. For office space, the housing 
component of the Consumer Price Index (whlch includes data on restate 
as well as COSTS of home ownership, data on utilities, and other 
corresponding data) was used.  For drugs and supplies, the drugs and 
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 expenses," 
~hlch include attorneys' fees, travel, food and lodging ~hile away from 
home, and many other items, the entire Constm~er Price Index was used. 
The welghns assigned to the various components of the index vere derived 
from Hedlcal Economics (December 8~ 1975) and from r.he Profile of 
Medical Practice (1974 editlon). 

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 ~he methodology for oon$cructlng the 
index  would be r e f i n e d  over  t ime .  The changes c o n s i d e r e d  i n  t h i s  r egard  
have included adjustments for reglo~al differences in cost increases, 
and adjustments f o r  d i f f e r e e c i a l  p rac t i ce  costs among s p e c i a l t i e s .  However, 
l ack  of a s u f f i c i e n t l y  r e f i n e d  d a t a  base  on p h y s i c i a n s '  p r a c t i c e  cos t s  
has, so far, precluded ~hese changes. 

The only substantive change in the methodology for computing ~he economic 
index for the 12-month period beEinning in July 1976 is the inclusion of 
a separate element to reflect the effect of maloractlee insurance oremlum 
i n c r e a s e s  on p h y s i c i a n  o f f i c e  expenses .  (Previously, m a l p r a c t i c e  i n s u r a n c e  
c o s t s  were i n c l u d e d  in  the m i s c e l l a n e o u s  expense c a t e g o r y  of  o f f i c e  p r a c t i c e  
cos ts . )  The c~roponen~ of  ~he i ndex vhich measures :he r i se  in  ~alpracCice 
i n s u r a n c e  premiums i s  based on a su rvey  of the premi t~s  charged in  46 S t a t e s  
by s i x  major  i n s u r e r s  who, c o l l e c t i v e l y ,  w r i t e  about  70 pe rcen t  of a l l  
m a l p r a c t i c e  i n s u r a n c e  in  the U n i t e d  S~a~es and thus p r o v i d e  a r e p r e s e n t a t i v e  
sample of m a l p r a c t i c e  premium r a t e s  n a t i o n v i d e .  I t  p r o v i d e s  a measure o f  
the p e r c e n t a g e  i n c r e a s e  i n  the premiums in  ca lendar  yea r  1975 over  1974. 
( R e l i a b l e  s e p a r a t e  da ta  on m a l p r a c t i c e  insu rance  c o s t s  f o r  e a r l i a r  pe r iods  
a re  not  a v a i l a b l e . )  

To accoe~nodate the  l a ck  of p r i o r  ( s e p a r a t e )  da ta  on n m l p r a c t i c e  i n su rance  
c o s t s ,  the  o t h e r  components of ~ne index  have been computed on an annual  
b a s i s  to  r e f l e c t  the  changes in  t h e s e  componen~ in  1975 over  1974. The 
c a l e n d a r  yea r  1974 da t a  used fo r  t h e s e  components i n  the  c a l c u l a t i o n  of  
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the economic index, in tu rn ,  r e f l e c t  the cumulat ive increases since 
calendar year 1971. Therefore (except for the malpract ice insurance data) ,  
the economic index (1.276) for  the 12-month period beginning in Ju l y  1976 
r e f l e c t s  the cumulat ive change in the components of the index since 
calendar year 1971, as [s intended by sect ion 1842(b)(3),  as amended by 
Fabl ic Law 94-368, o f  the Medicare s ta tu te  and by sect ion ~0S.504(a) (3 ) ( t )  
of  the regulaclona. 

Also, so~e of the calendar year 1974 dace used reflect tnformaclon chat 
became available from the Bureau of Labor Statistics after the economic 
i ndex  for  f i s c a l  y e a r  1976 ( 1 . 1 7 9 )  was c a l c u l a t e d  l a s t  y e a r  and put  i n t o  
e f f e c t .  The economic index  fo r  a p a r t i c u l a r  p~r lod  must n e c e s s a r i l y  be 
calculated on the basis of the best information that Is available at the 
time the calculaclon ~s made and put into effect. Therefore, ~he adjusted 
d a t a  have been used to  c a l c u l a t e  ~he economic index f o r  the  p e r i o d  
July  1976 through June 1977 in order to provide the most accurate 
calculation that is possible at thls time of the changes that have taken 
place in the components of ~he index since the base year (calender 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 September 27, 1976. 
Please note that the updatieg of the screens must be in accord with 
previously issued instruct!non, including Part B Intermediary Letters 
No. 76-30 and No. 76-31. 

crh ./  > 
\ ~ o : n a s  M. ' I K e r n e y , - ~ I r e c t o r  

Bureau of Health Insurance 

Attachment 
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APPJ~DIX [ 

PART lJ INTEK::EDII~RY LETTE,q NO. 77-24 

SUEJECT: Annual Reasonable Charge Update - Economic Index Applicable 
to Prevailing C.bargcs for P.bysici~ns' Sec4ices for the 
Period July I, 1977, T.hrough June 30, 1978 

~hls inter~edlar~ letter is to inform you that the ec~no~ic index 
applicable to prevailing chaises for physicians' se-~'~ces for the 
period July 1977. t.~-ough June 1978 will be 1.357 (i.e., 35.7 percent 
above fiscal gear 1973 levels) . This econc~.lic index 5or the 
12 non'3.bs ~-~'inning Jul~l i, !977, re~--esents a J.35 ~c6n~ increase 
over the econa~ie index" (1.276) used for the previous 12 ~onths. 
Earriers will therefore use a i.0635 figure where an annualized 
index ~s applied in accordance ~:ith Part "B l.:edieare Carriers Manual 
section 5020.3C3. All carriers should, in accordance h, i th the 
established reasonable c.harge met_bodology, cca:inue t~ develop up- 
dated custc~ar 9 and prevailing charge screens for fee screen year 
~97~ base4 on calen_;ar ~lear !976 charge data, End implement the 
indicated econc~nic index limitation on prevailing charge increases. 
F.~ request that 9ou take all necessary actions, inclDiing regional 
office approval, to update the reasonable charge score_he on July l, 
1977. 
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PAKT B IGTEr='.EDIAi:Y LETTER i ;O. 78-23 

SUBJECT: Annual Reasonable Olarge Updcte - Economic Index Applicable 
to Prevailing Charges for Physicians' Services for the 
Period July I, 1978, Through June 30, 1979 

~ i s  in te rmed ia ry  l e t t e r  i s  to  i n f o rm  you t h a t  the economic index  
app l i cab le  to p r e v a i l i n g  chargea fo r  p h y s i c i a n s '  se rv i ces  f o r  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 I, 1978, represents a 5.08 percent increase 
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 necessar~ actions, including regional office approval, to 
assure a timely update of reasonable charge screens. 

Thomas M. Tlerney, Director 
}ledicare Bureau 
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