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Apr~.L _ . ·" 

.. - ~,;-">·~ 

/·?,.' v <·\ 
Dear Mr. Sinunons: --~· ~~\ 

·: .:::) 
Thank you for your telegram to the President of .:~::, 'Y' 

April 5 and your letter to me of April 8. The ',....._,_,__/ 
decision to delay implementation of the Maximum 
Allowable Cost {MAC) drug regulations from April 26 
to August 26, 1976, was made solely by Secretary 
Mathews of the Department of Health, Education, and 
Welfare on the recommendation of the Pharmaceutical 
Reimbursement Board, which oversees the drug cost 
control program and which is chaired by Dr. Theodore 
Cooper, HEW Assistant Secretary for Health. 

Pursuant to its normal coordinating function, the 
Domestic Council has been kept informed by the 
Department of its efforts to implement the MAC 
program, but neither the President nor the Domestic 
Council has participated in the decision made in 
regard to the MAC regulations. The purpose of the 
four-month delay by HEW is to allow additional time 
for State Medicaid programs to become familiar with 
updated cost guidelines being prepared by HEW and to 
conduct studies of pharmacy operating costs. This 
delay should also give the National Association of 
Retail Druggists additional time to present further 
data to the Department. 

If I may be of further assistance, please do not 
hesitate to contact me. 

Mr. Willard Simmons 
Executive Secretary 

J mes M. Cannon 
I • • ss1stant to the Pres1dent 

for Domestic Affairs 

National Association of Retail 
Druggists 

1 East Wacker Drive 
Chicago, Illinois 60601 

, 

Digitized from Box 16 of the James M. Cannon Files at the Gerald R. Ford Presidential Library



HEMORANDUM FOR: 

FROM: 

SGBJECT-: 

THE WHITE HOUSE ACTION 
dASHINGTON 

April 7, 1976 

THE PRESIDENT 

JIM CANNC' : ""~ 

LETTER (o D.t". 
.J 

MARK VASU 

Attached for your signature is a letter to Dr. Mark Vasu 
about the inclusion of Emergency Medical Services in your 
health block grant proposal~ 

The text has been approved by Paul O' Neill and Robert T . 
Hartmann (Smith). 

I recommend that you sign the attached letter. 

.. . . 

' 

' 
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THE WJilTE HOL:SE 

WASIHNGTON 

Dear Mark: 

Thank you for your letter expressing concern 
about the inclusion of the Emergency Medical 
Services (EHS) program in my Health Block 
Grant Proposal. 

I fully agree with you that the EMS program is 
important . · I was aware when I made the proposal 
to consolidate 16 separate categorical health 
programs into a single Federal block grant to the 
States that State and kOcal health authorities would 
have to exercise difficult choices in setting 
priorities. I have received expressions of 
support such as yours from State and local officials. 
Thus, I am hopeful that EMS ac.tivities would compete 
successfully with other necessary health programs 
for a fair share of the avail able resources . Since 
the overall goals of the block grant proposal are 
to strengthen responsibility , accountability and 
resources at the State and local levels , I feel 
it would not be appropriate to mandate such a 
Federal priority for the ENS program . 

You also expressed concern about national standards 
for all paramedics. As you probably know, a co~~itte~ 
within the Depart;.ment of Health, Education and Welfar~ 
has for the past year been studying the need for 
standardized credentials for those in the health 
science fields, including paramedics. These rec
ommendations are being reviewed within HEW. The 
Department will continue to cooperate with the 
States, professional organizations, and educational 
institutions to improve health manpower licensure 
and certification . 

' 
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I hope this has been responsive to your concerns. 
It is always a pleasure to hear from you. 

Sincerely, 

C. Mark Vasu, M.D. 
Grand Valley State Colleges 
Allendale, Michigan 49401 . 

. . 

' 
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THE WHITE HOUSE SIGNATURE 

NEMORANDUM FOR: 

FROM: 

SUBJECT: 

WASHINGTON 

April 8, 1976 

JIM CANNON 

SARAH MASSENGALE crrA. 
·~ 

PRESIDE:t~IAL MEMO ON 
MAC REGULATIONS 

Attached for your signature is a memorandum 
to the President on the MAC.regulations. 

I recommend that you sign. 

Attachment 

' 
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MEMORANDUM FOR: 

FROM: 

SUBJECT: 

THE WHITE HOUSE 
INFORMATION 

WASHINGTON 

April 8, 1976 

THE PRESIDENT 

JIM CANNON 

MAXIMUM ALLOWABLE COST REGULATIONS 
;~ 

The Department of Health, Education and Welfare announced 
on Tuesday, April 6, that the implementation date for the 
Maximum Allowable Cost (MAC) regulations has been postponed 
until August 26., The program was to have gone into effect 
April 26. As you know, the purpose of the program is to 
control the costs of prescription drugs under HEW health care 
programs, particularly Medicaid.· 

The decision to delay was made by Secretary Mathews on the 
recommendation of the Pharmaceutical Reimbursement Board, 
chaired by the Assistant Secretary for Health, which oversees 
the cost control program. The delay had been requested by 
several State Medicaid programs and by pharmacist organizations. 
The four month delay will allow additional time for the 
programs to become familiar with the updated HEW cost guide
lines and to conduct studies of pharmacy operating costs. 



THE WHITE HOUSE 

WASHINGTON 

April 12, 1976 

ADMINISTRATIVELY CONFIDEJ>:i:'IAL 

MEMORANDUM FOR: JIM CANNON 

FROl\11: 

SUBJECT: 

JIM CONNO~·~ 

~esponse to Kelly Forehand 

The attached newspaper was returned in the President's outbox 
_with the following notation: 

"This young man asked me a question and I 
responded but I think we should write a more 
detailed answer. " 

Please follow-up with appropriate action. 

cc: Dick Cheney 

Attachment: 
Copy of SPOTLIGHT ON AMARILLO 

Saturday, AprillO, 1976 

' 
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.. ~6,::__A,_nn_r"ill_u'r._lui_I~·-~('W_. "--=:~· ;:;::~:rurd=ay,=Apri=IJ=O,l=!t7il.=· =· ·~· F or'eh~lld. ~lall:ning .T 0 Question ~~ 
., ' 

.f\lursing Student · · · (ContlnuedFromPAge2S} ,. · •. . ; Kcliy·~~d his pa~cnts; Mr. and Mrs. "It lthe Forchnnd's 'letter> 'wns so hisPortland hori 
E 1 d p . like him. Most of all, Kelly wants the. Roy Forehand. would like to hcnr the typical or tho:;e who ha\'e suffered this He said HTW A i~ C~ te tO 05 t Presldcnttoknow heCl!l.l hclo,.. . . . President's position. Their interest. ! of tragcdy.''lhc spo~~man ~aid. efforts n.~ "gett 
Michael Kent Powell. a level II stu· 

dent at Northwest .Texas Hospital 
School of Nursing, was elcdcd. · 
treasurer of the Te.,as -Nursing 
Students' Association last week in 
Dallas . . 

The son of Mr .. and Mrs. Selbe M. . · 
Powell of AmarH!o. Kent graduattd 
from Tascosa High Schco_l.Hc attended 
Amnrillo College prior to enrolling at; · 
Northwest Texas Hospital School of· . 
Nursing. · 

TNSA Is the otrlci:ll nursing organlza.' 
tion for student nurses in Texas. ' 

I • 

· · · Perhaps I{elly wlll'be among those aside from I\elly's current affliction. · The Foreh:md's association w1tll the tcrestcd. 
1 

attending the rally, who will , be · stems from involvement with an newly fonncd o~anlzalion "':as also That's w~at 
. prlvll~cd to dlrcct a quesUon to the . organization called "Help Them Walk directly responsible for Kelly s front_ compllsh tomghl 
. President during a qucsUon and ans,yer Again. •• . r~cntly · formed by the · row seal · . 

. · SClSion scheduled• to follow 'Ford's National Paraplegia Foundation. Leonard Franlt. an ex-FBI ar.cnt Jiv.· 
.. B~d.rcss. · · · 1 •• • HTW A was Conned with Its sole pur· lng In Portland. Ore .. nnd himself the· 

. :·. If so. Kelly wlll want to know Why · pos~ being fund raising on a n:Jtlonal father of a 20-year-old paralyzed In 
.·. . . . the federal govemmcntaltocatcd -'only seale. Its only goal is research for .a 197t cont<lctcd Ford's Canyon. Rally MOSCOW UPl 
• :· $<1 million to research directly related cure. • . . Chalnnnn Dusty Sulll\•an in Austin and . ( 

S'vedis 
Tourin 

· · to regeneration of the centra! nervous Curiously. HTWA last Saturday mall· arranJ:cd for the scatinR. Frank -sexves NMlnlstibct: ,_0
1
Iof

5 1 M'$tcm. lie w111 buttrcs.CJ tbe question ed: a copy of a letter written by the as figurehead of HTWA. . ovos1 1rsl\ n l 
with Indications from leading neuro-. ·Forehands to Presidential Assistant "Bright. motivated young scientists two days of talk: 

. sclcntt~ts that.. an , ac~IUil .. cure for · Richard Chann·ey. A HTWA spokesman who arc eager .to take up U1is challenge . which he sig~r.d a 
· paralysiJ from bruised and or severed said the· letter was forwarded to the arc not do1ng so because the agrccmc~t wtlh S< 

spinal cords ls now considered poss~ble White House along with a request that · government. • . wll1 not put up the 1 N. ~osygm. 
· · · · throus:h research toward · cl~1cal 'Ford consider incrc:Jsing tl1c amount money.'' Frank ~ld when contacted at Kosygln saw off 

MIC1IAELKENT I>OWELt · .lr~pfmcnt. · '· . ·. 'l{ - allocated to research on p:ml[!ler,l:~ . · :llrport. 

An organizntional meeUn~t to rn:~p drive to r~lse the $10,0QO purse money, · ., 
plans Cor the National Cutting Horse bulldin~t arrangements and other· ·~·. . 
A~sodation Finals in Amarillo Nov. 4-{), phases of the competition, to be atnged. ~,~ 1{ ' ~' 
wlll bcr,ln nt 10 :t.m. Thursday in the in Amarillo lor lhe third consttutl\·e . .. ... \~~ 
Amarillo Chamber of Commcr~c con· year. Dill J. Davis will be coordinating · =: \i·t 
!,crcnce room. activities. · · . · ·· $ .. · 
• The compr.UUon will ·attract the :J . . , 

·'···~·;•,•:•:•;·~·~·;t;·~·.•;•;·~·;·:·;·;·~·'l'.•l.•.•,•;!. ... :•,.:•:·;·:·:·:·:·:·:·:·:·:-:•:·:·:·:·:·:·:·:·:·:·:·:·~·:·:·:·:·:::·:::::;:;:$::~::::~:::~:::~::::;:;:::::;:~;:;:;:::;:::;:~;;:;:::::::::;:::::::;::::;;::::::~:::~::::::;~:::::::=.:::. 
~- The <"ommiitec. ch:~lrcd by Rusty nation's top cutting horses and riders :}~ 

~ nnnin. will be p!:~nnlng Its solicitation tor the Clnals. . X 
·'~f •4 I :,:..) lAMifRflitrSWEXTE Rm R DESIGN ~RS It . "!<,I' ;: ~ 

· -· · i f A&Thi Slide Presentaticn Tuesday ·\.= 
i. · i ~ A slide 'pre?Scnt.,llon dcplr.Unr, l.he Franks and Bob Robinson~ P -otter 
~·· j ~OO.ycar history of Tcx:1s A&M Unlvcr·. County extension ap,crits, wlll be made 
• • 1, ~!ty will be shown Tuc:-,day durtnr.: the :~rtcr the G:30 p.m. rcccpUon-dlnncr at 

' Am.1rlllo Ch:~mbc • ~ " 

::::~ .••• ~ ........ ; ••...•. , •.. ;: ..•.•. ;~.t.;.:.··:·::;.:~·:·:·:·\:·:·:·:·:·:·:·~;·:-!·~:·:·:·:·~:·:·:;:;:);::::::::::::~;::!;;;;;::~::::;:;;;:~:::::::::::::::3:::::;:::::::;::!:::::::::::::::::::r::::~~:::::::~::::::::::::::::::~:::::::::::· 
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A flEW' SHIPMENT OF DEDDING PLANTS Will 
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THE WHITE HOUSE 

WASHINGTON 

April 14, 1976 

MEMORANDUM FOR: ED SCHMULTS 

FROM: JIM 

SUBJECT: MAC 

Attached for your information are copies of correspondence 
between the White House Staff and Mr. Willard Simmons 
Executive Secretary of the National Association of Retail 
Druggists (NARD), plus newsletters from NARD and HEW. 
This is to supplement the materials we discussed this morning. 

BACKGROUND 

Mr. Simmons and his wife saw the President briefly in the 
Oval Office on February 27 on a social call. It is our 
understanding that Mr. Simmons took the opportunity to express 
his concern about HEW's Maximum Allowable Cost(MAC) regulations 
which were to go into effect on April 26. According to 
Mr. Simmons, the President said he would speak with Secretary 
Mathews "about the feasibility of postponing implementation 
of MAC regulations." (See NARD news release at Tab A.) As 
far as we can determine, no such request was made of HEW 
by any member of the White House staff. 

MAC is a proposal to control drug reimbursement costs under 
Medicaid and Medicare, developed in response to the 1972 
Social Security amendments which mandated cost saving controls 
be pursued. This proposal is controversial primarily because 
not everyone agrees that it will result in cost savings with 
no loss of safety. Drug manufacturers, pharmacists, the 
AMA and others have objected to the MAC proposal on these 
grounds. ' 
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The MAC regulations, developed while Casper Weinberger 
was Secretary, were promulgated by him in his last month 
of office, July, 1975. They were issued more quickly than 
had been generally anticipated to avoid a court injunction 
which could have resulted in extremely long delays. 

Secretary Mathews, thus, "inherited" the regulations and 
the numerous pleas to rescind or suspend them. Shortly 
after assuming office he decided to delay imposition of the 
MAC cost controls until April 26, 1976, to allow time for 
further departmental study. 

The White House (Domestic Council and Counsel's office) 
has also received many objections to the MAC proposal. We 
have asked HEW to keep us informed as they examine these 
regulations and their related questions. Beyond requests 
for information on the decisions and findings at HEW, this 
matter has been left entirely to the Secretary. 

In response to Mr. Simmon's letter of February 12 and 
telegrams of March 23 urging delay (Tab B), I wrote to 
him on March 26, explaining that the Secretary had concluded 
that he should proceed with implementation of the regulations 
as scheduled. (Tab C) I also sent similar letters to 
Congressman Archer and Crane in response to their letters 
urging delay. (Tab D) 

CURRENT SITUATION 

On April 6, HEW announced that the implementation date 
was postponed until August 26, because "several State medi
caid programs requested a delay 11 and'pharmacist organizations 
have questioned the timeliness of .•• data provided ••• by 
the Department." (Tab E) 

On April 5, Mr. Simmons wrote to the President {Tab F) 
and on April 8 to me (Tab G) urging the President to take 
credit for any delay in implementation. No response has 
been sent. 

If you would like any further background information, please 
let me know. 

' 
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FROM THE N. A. R. D. THE NATIONAL ASSOCIATION OF RETAIL DRUGGISTS 

One East Wacker Drive 
Chicago, Illinois 60601 
Phone 312-321-1146 

·WILLARD El. SIMMONS. 

EXECUTIVE SECRETARY 

PP~SIDENT FORD TO WEIGH HEW 

PRESCRIPTION PRICE PLAN 

CONTACT: Keith Kellum (312) 321-1146 
or 

Bill Arrott (312) 565-1200 

.•.. t 
; ...,. I - .___/ CHICAGO, Mar. 3--President Ford has agreed to investigate a plan 

~ecently proposed by the u.s. Department of Health Education and 

l~elfare that would. reduce government payments .. to ph~rmacists for 

Medicaid.prescriptions, according to Willard B. Si~~ons, executive 

secretary of The National Associatio~ of Retail Druggists. 

The President's decision stems from a recent meeting with 

si~~ons, who informed the President that the delivery of pharmaceutical 

health care to rieedy Americans could be jeopardized if HEW implements 

it5 new prescription price reimbursement schedule as planned on 

April 26. 

That sc~edule, called Estimated Acquisition Costs of Prescription 

Drug Products (EAC) , is a wholesale price list of 300 widely prescribed 

drugs that HEW wants the states to use as a guide for reimbursing 

pharmacists for Medicaid prescriptions under the Maximum Allowable 

Cost (~~C) program. 

III 

A NARD study has shown that under EAC, co~~unity pharmacists all 

over the country would be reimbursed for Medicaid prescriptions in a 

number of instances for less than the actual cost of the drugs dispensed. 

Simmons said that the·President expressed concern about possible 

inequities to comm~~ity pharmacists and the resulting curtailment of . . 

services to Medicaid patients that might result from implementation 

of EAC. 

"Mr. Ford indicated to me :personally that he would talk to JiL1·1 

Secretary Mathews about. the feasibility of postponing implementction 

of EAC and MAC regulations," Simmons said. 

' 
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·FROI\.1 THE N. A. R .. D. THE NATIONAL ASSOCIATION· OF RETAIL DRUGGISTS 

One East Wacker Drive 
Chicago, Illinois 60601 
Phone 312-321-1146 

~J?~ 
·l._1 

'~ 
\/IiLLARD B. SIMMONS. 

EXECUTIVE SECRETARY 

CONTACT: Keith Kellum (312) 321-1146 
or 

Bill Arrott (312) 565-1200 

PF..ARMACISTS ACT AGAINST HEW RULES 

THEY SAY WILL CRIPPLE MEDICAID 

·~ 

CHICAGO, Mar 3--The National Association of Retail Druggists 

(NARD) revealed here today plans for legal action against the u.s. 

Department of Health Education and Welfare to postpone adoption 

of regulations the group says will cripple Medicaid. The Boston 

law firm of Paul T. Smith has been retained to represent the 

association. 

Willard :S. Simmons, NARD's exeCutive secretary explained that 

HEW has.just issued an Estimated Acquisition Cost (EAC) reimbursement 

schedule for its Maximum Al.lowahle Cost program (r-1.1\.C) that will force 

pharmacists to lose money on many Medicaid prescriptions. 

"At present, a pharmacist who dispenses a Medicaid prescription 

is reimbursed for the wholesale cost of the drugs and receives a 

dispensing fee to cover professional services and business overhead. 

Each state determines its own schedule for reimbursin~ phannacists, 

oased upon the average wholesale price of prescription drugs and a 

dispensing fee. 

"Now HEW intends to reduce prescription drug reimbursement to 

the point where it will be impossible for thousands of independent 

pharmacists to fill Medicaid prescriptions. As a result, many aged 

and infirm patients will no longer be able to h~ve their Med~caid 

prescriptions dispensed at a nearby community pharmacy where their 

health care requirements are a matter of ongoing concern to the 

pharmacists," Simmons said • 

. NARD's legal action is aimed at blocking HEW from forcing the 

states· to accept its new EAC schedule by the target date of April 26. 
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Pharmacists Act Against HEW Rules--2 
They Sa_y Will C;ripple .Hedicaid 

nThe best way to judge the potential impact of EAC is to compare 

EAC prices with what pharmacists actually have to pay for prescription 

drug products. For example, in the State of Texas, the average 

wholesale price paid by pharmacies for a frequently prescribed drug 

for arthritis (I~docin 25 mg, lOO's) is $-9.88. The EAC price is 

$8.10. EAC actually calls.upon the pharmacy to sell the product for 

$1.78 less than it costs. Th~average wholesale price of Valium, 

-::·one of the nation's most widely prescribed drugs (Valium 5 mg,. 100 1 s) 

~iis $8. 89. The EAC reimbursement price is $7, or $1.89 less than the 

average wholesale price. Since the dispensing fees nationally average 

$1.85, EAC effectively deprives pharmacists of reimbursement for their 

services and cost of doing business. 

"We've checked average wholesale prices in many states, and the 

p~ttern is consistent. The loss imposed by EAC prices will, in many 

cases, completely can?el out the pharmacists professional dispensing 

fee," Simmons said •. 

· "EAC was developed hastily ·and arbitrarily without a study of 

actual prescription drug costs throughout the country. Our·legal 

action is aimed at postponing implementation of EAC until realistic 

reimbursement levels can be established to assure every Medicaid 

patient and the American taxpayer that quality pharmaceutical health 

care will be delivered to everyone who needs it on an economical 

and equitable basis in the community in which he lives." 

.f 
~ 
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H. JOSE;j:;r;.t SCHUTTE. 'fJo4tRO VoCtit-PRESII)EH:l" 
H~1 "7AY~O~$Y<l..\..£ "0AO, Jt:FFE.RSONTOWflf. KV •o2tSJ 

0-'VIO P, JtlOSS:NFtl!.l.O. FOUR"n-t VIC£ .. PiU£SIOI£Nl" 
t:O!J \'IIA$H!"G~ON AVE •• CA,.N£GtE. II'A IS1Qf 

Wtt...\...ARO S. SIMMONS, St:CfU~:TAilt'f 
0'£ !4ST W~CKEA DlltfYE~ C:tiiCAGO, lt.. l~f 

JO"tS \-. WHJTE. Tlt£ASUR!£Ft 
17.J& T.,.O...,ASti!\..L.C JltO#oO• TALt.AH..\SSEii:. fi'L :.IUOJ 

The Honorable Gerald R. Ford 
President of the United States 
The White House 
l1ashington, D.C. 20500 

Dear Mr. President: 

AC 312 321·1146 

"" 
February 12, 1976 

SAM-'· McCONNELL. JJi. CHA~-..#.,:~ 
7771 EAST l<'fi4TH.!,.8RAC:. SC:OTT$!:JAI.t..E.,. A% ISH't 

KENNETH G. MEHRLE 
tll7 IIR040WAY'o CA.PI: C:Uto1Ut01l'4Ut ~~itO &:tl't» 

PAUL .J. DUMOUCHEL 
2 Kfi:NII..WORTW JII:D .• Wf!l..t.£$t.EY,. MA OZta't 

JESSE M. Pl!<E 
113' CHVP.eM ST., NO •• C:QNCORD. h('! 2&02tl 

NElL L.. PRUIT1" 
10S W. OO'I'Lf: ST.,. TOCC04. C4 XlS71 

JOMN A. JOHNSON 
t01 t'.AST MI$St0N ST~,. 81:t..L£VUt. ,_ll ·~ 

I talked with your secretary, MS. Mildred Leonard, hoping, of course, I might 
have the opporfunity for a visit with you and get some consideration for the 
postponement of the }~C Regulation which is to become effective approximately 
April 26th. If you could request the Secretary of HEW to postpone the pro
posed effective date, whereby further study of several months could be done 
on this regulatfon, it "10uld be beneficial to the consumer, the pharmacist, 
the physician, the drug manufacturer, the wholesale druggist and, Mr. President, 
I can say if this regulation becomes effective as it is now proposed, it will 
cost the independent retail pharmacist more than $40,000,000 and, of course, 
this would eliminate many of our pharmacists who provide a real service to 
hundreds of our communities throughout this country. 

_ .... lJ1~.igve __ pQ~.t;P..on~.mgllt .. QL.thJ:1L~!.;~~t~V:.EJ! .... d.~_~e __ ~{ ... !;h~.lfA..~.;'~.gu.l.~t;;_o~.}!.c:>IJ.!c!..~~ing __ _ 
a~_qyj: __ ¥Et!"Y __ fay_9~!!-~A~ .. <:c:>~~A~.-;!.c;>l'l'l_ al~.-~.! ---~-!!.~--~-~-~~~~ations and their members. • ~· ·---~--MO"~---...... ,h--4' 0'•• ·~ ··----·---~--·-- ... ---... --

I am anxious that you will be the leader in the Republican primary in New Hamp
shire. 

I hope you and your family are enjoying good health and look forward to the time 
when.I can have a visit with you. 

Sincerely, 

Secret~•¥Y~: ...... ~=--·~~~~ 
HBSimmons:sum 

, 
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Ched< tho du> of •~rviccdrsircd; Cheek the cln>of ..,,v,~:cde .. rcd, 

o~herw!$-c this mc:uase w1U b«' oth.:rwo>e the rn<»ag'" ,.,,n b.t 
I ~:a a~ 3 (au rele-gr3tn s sen! ac t!>c full ratll' 

TELE:;.~~M X ruu. A .. r! 

E w. P. MARSHALL TE LE ;GRA.l"'\1. R. W, Mc:FAI..L 
t.E:H£11 l!:LECRJ."' DAY LETT~R CHAIRMAN 01' THC !SoARD · J · · · PRII:SII>lEH't' 

NIGHT LEH£R / ® "\.SHORE· SHIP 

" 
NO. WOS. ·Cl.. OF SVC. PO. Oil CO~!.. CASH NO. CH•RC.E TO THE ACCOUNT OF tiME FoL£0 

NARD. :... cca: 082148 M.arc:h 23~ 1976 

EION. GER.<\LD R. FORD~ PRESIDENT OF THE UNITED STATES 
rilE WHITE HOUSE~ WASHINGTON~ D.C. · ...,. 

REACTION OF THE RETAIL PHAllMACISTS OF THIS COUNTRY TO HEW's INTENTION TO IMPOSE THE MAXIMDM 
ALLOWABLE COST Al.'lD ESTIMATED ACQUISITION COST REGULATIONS UNDER MEDICAID ON APRIL 26,. ABOUT 
WHICI:l YOU AND I BAVE TALICED, IS FAST BECOMING ONE OF OUTRAGE. 

I DO BELIEVE IT WOULD BE IN THE .:BEST INTEREST OP ALL CONCE&"iED IF SECRETARY MA.'r'BEU"S WOULD 
POSTPONE THE IMPt.mmfrATION OF .... THESE REGUI.ATIONS UNTIL THEY COULD BE THOROUGHLY S'rtmiED AND 
~E EQUITABLE TO ALL CONCERNED. 

I"P' A.R.RA.'tGEMENTS WERE MADE TO POSTPONE THESE REGULATIONS WITHOUT FUR'rnER DELAY, I WOULD THEN. 
DO ALL L.'l MY POWER TO COMMUNICATE YOUR HELP, CONCER.J.'i AND INTEREST TO ALL Tim RETAIL 
PHARMACISTS OF THIS COUNTRY. 

1. 

WILLARD B. SIMMONS, EXECUTIVE SECRETARY 
NATIONAL ASSOCIATION OF RETAIL DRUGGISTS 

, 
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THE \VHJTE HOUSE 

WASHINGTON 

Harch 26, 1976 

Dear Hr. Simmons: 

The President has asked me to thank you for your letter 
and your telegrams expressing the concern of The Nationa1 
Association of Retail Druggists about implementation by 
the Department of Health, Education, and Welfare of the 
Haximum AllO\V'able Cost (MAC) regulations. 

The suggestion has been made to HE~v by a number of associations, 
legislators and others that the ~~C regulations-be set aside 
until further studies can be carried out. Secretaroy Mathews 
has ·given careful consideration to· these sugge.stions and has 
concluded that the ·regulations should be implemented and 
studied:for their. economic·effects at the same time~ 

As you know, under the Soc~al Security Amendment of 1972, 
HE~v is obliged to achieve economies in the Medicare and 
Medicaid programs •. The intent of the regulations certain1y 
is not to place pharmacists in financial jeopardy. The 
regulations require the States to conduct periodic surveys 
of pharmacy operating costs, overhead, and profits ·to assure · 
that dispensing fees are reasonable, equitc:Ull.e, and..-cw:::rent._ .. 

7
_ · 

rli th the help of a non-governmental advisory cormnittee (on 
which practicing pharmacists will have substantial represen
tation), Secretary Mathews plans to monitor the MAC program 
very carefully, particularly its effects on'pharmacy 
participation. 

If I may be of any assistance, pleas~ do no~ ~sitate to 
contact me. 

Hr. "'villard B. Simmons 
Executive Secretary 
The National Association of 

Retail Druggists 
One East \vacker Drive 
Chicago, Illinois 60601 

ri .... 
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THE WHITE HOUSEY~ 
WASHINGTON 

March 26, 1976 

MEr-iORANDU£..1 FOR: JIM CANNON • 

SARAH MASSENGAL«\Oj\fYV 

/v 
FROM: 

Attached for your signature ~re three letters cone 
HEW's Maximum Allowable Cost (~me) proposal. The 1.~~ 
are to Congressmen Archer and Crane {Tabs A and B) and 
Willard Simmons, President of the National Association 
Retail Druggists (Tab C). 

As you will recall, ·MAc is a controversial proposal to control 
drug reimbursement costs under Medicaid and Medicare. This 
proposal is strongly opposed by the drug manufacturers, 
pharmacists, M4A and others. 

The regulations were published for comment last summer and 
elicited over 2600 comments, a very large response. The final 
t·mC regulations are due to be implemented on April 26. 

The issue now is that the President has been asked to request 
that Secretary Mathews postpone final implementation of the 

, 

cost limits under the regulations. Archer and Crane requested 
that by letter. Simmons raised the question a few weeks ago 
when he visi~ed the Oval Offi~e as a personal friend. According 
to Simmons, the President expressed concern and agreed to talk 
with Secretary Mathews (see press release at Tab D). 

This· issue was one of the first ones to confront Secretary 
Mathews after his confirmation. At that time he agreed to 
study the MAC program carefully before proceeding with 
implementation. (Weinberger had been a strong proponent 
and signed the regulations on July 25, 1975.) Mathews has 
now decided to proceed with final implementation and to 
monitor and study the effect of the regulations after 
implementation. 

May I suggest that you may wish to discuss this at a Senior 
Staff Meeting. Simmons is putting the pressure on through 
his press release, telegrams and letters from pharmacists 
pleased with the President's "intervention." 

, 
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I feel that the only appropriate course of action for us is 
to agree with Mathews. Therefore, I recommend that you 
sign the attached letters notifying Archer, Crane and 
Simmons of the Secretary's decision . 



THE WHITE HOUSE 

WASHINGTON 

March 26, 1976 

Dear Congressman Crane: 

The President has asked me to thank you for your letter 
about the Department of Health, Education, and Welfare's 
Haximurn Allowable Cost {r.ffiC) drug regulations. 

Your letter raises two important questions: (1) whether the 
program costs will be greater than the savings; and (2) 
whether the promulgation of the regulations should be post
poned, pending further stu~. 

As you point out, HEW's estimates of potential savings differ 
from the estimates by the drug industry. The Department 
believes that the regulations will save between $60 and $75 
million annually. After the program is in full effect the 
administrative costs at the State and Federal ievel are 
estimated to be $4.9 million in the first year, and $1.7 
million annually thereafter. I am enclosing for your infor
mation, a copy of the Department's inflation impact statement 
which discusses the savings and cost estimates in more detail. 

After careful consideration, Secretary Mathews has decided 
not to withdraw the regulations. He will, Howeve·r, ·monitor 
very closely the economic effect of the regulations after 
implementation. He will be assisted in this monitoring effort 
by the Pharmaceutical Reimbursement Advisory Committee, a 
non-governmental advisory group of experts whose purpose is 
to assist in the implementation of the program. 

I hope this letter is responsive to your concerns. I would 
be pleased to answer any other questions you may have about 
the regulations. 

The Honorable Phillip H. Crane 
House of Representatives 
Washington, D.C. 20515 

Enclosure. 

~:--co-- /uLt/A .... _. ------""'' 
s H. Cannon 
to the President 

Domestic Affairs 

' 
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THE WHITE HOUSE 

WASHINGTON 

March 26, 1976 

Dear Congressman Archer: 

The President has asked me to thank you for your letter 
about the Department of Health, Education, and Welfa~e's 
Maximum Allowable Cost (MAC~ drug regulations. 

Your letter raises three important questions: (1) whether. 
the program costs will be greater than the savings; (2) 
whether implementation of the regulations is consistent 
with the President's views on regulatory practices; and 
(3} whether the promulgation of the regulations should be ! , 

postponed, pending further study. 
' . 

As you point out, HEW's estimates of potentia1.savings differ: 
from the estimates. by the drug industry. The Department. 
believes that the regulations will save between $60 and $75 
million annually. After the program is in ful1 effect, the 

·administrative ·costs· at··the State -and-Federal: ·level are ·· · -:-,..;;..... · 
estimated to be $4.9 million in the first year, and $1.7 
·million annually thereafter. I am enclosing for' your 
information, a copy of the Department's inflation imp~ct 
statement which discusses the savings and cost estimates 
in more detail. 

With regard to your second point, as you know, under the 
Social Security Amendment of 1972, HEW is obliged to achieve 
economies in the Medicare and Medicaid programs. The MAC 
program, as you are aware, does not regulate drug prices. 
Rather it limits Federal reimbursement for any drug to the 
lowest cost at which a quality product is consistently and 
widely available. Drug prices will continue to be set by 
the usual market forces. 

After careful consideration, Secretary Mathews has decided 
not to \·lithdraw the regulations. He will,· however, monitor 
-very closely the economic effect of the regulations after 
implementation. He will be assisted in this monitoring 
effort by the Pharmaceutical Reimbursement Advisory Committee, 
a non-governmental advisory group of experts whose purpose 
is to assist in the implementation of the program. 

' 
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I hope this letter is iesponsive to your concerns. I 
'\vould be pleased to ans\ver any other questiqns you may 
have about the regulations. 

The Honorable Bill ·Archer 
House of Representatives 
Washington, D.C. 20515 

Enclosure 

* ,., • :·-...-~ .. .... , ......... 
~~ 
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U.S. DEPARTMENT OF HEALTH. EDUCATION. AND WELFARE 

FOR IM~1EDIATE RELEASE 
Tuesday, April 6, 1g76 

Shirley Barth 301/443-2155 (office) 
202/337-6g35 (home) 

The Department of Health, Education~ and Welfare announced today 
·!'t 

that the implementation date for its new drug cost control effort has 

been postponed until August 26. The program was to have gone into 

effect April 26. 

The purpose of the program is to control the costs of prescription 

drugs under HEW health care programs, particularly Medicaid. In fiscal 

year 1975~ Medicaid spent $1.6 billion on prescription drugs. There 

·-are·blo parts to the program.' The first is to limit-government .. 

reimbursements to pharmacists for drugs they dispense to Medicaid 

patients. The limit is to be based on an estimated acquisition cost 

to the pharmacist, plus a dispensing fee. . 

In the second part of the program, the government will set a 

Maximun Allowable Cost for drugs which are produced by different 

manufacturers and sold at varying prices. The Department will pay 

no more than the lowest cost version which is generally availaQle 

across the country. But first the Food and Drug Administration would 

have to assure that there were no problems of quality and therapeutic 

activity among the different brands. 

HEH has been gearing up to implement the program since final 

regula~ions ~1ere published in the Federal Register last July. But 

(more) 
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recently, several State Medicaid programs requested a delay in the 

implementation date. 

Also~ pharmacist organizations have questioned the timeliness of 

cost acquisition data provided to States by the Department. 

The four month delay will allow additional time for the programs -to become familiar with updated cost guidelines being prepared by HEW 

and to conduct studies of pharmacy operating costs. States prepared to 

implement the regulations in advance of the August date will be 

encouraged to do so. 

The decision to delay was made by Secretary David Mathews upon 

the recommendation of the Pharmaceutical Reimbursement Board which 

oversees the cost control program. The Board is chaired by Dr. 

Jheodore Cooper, HEW Assistant Secretary for Health. 

# # # 
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TELEGRAM 

PRESIDENT FORD 
WHITE HOUSE 
WASHINGTON, D. C. 

~PRIL 5, 1976 

JAMES CANNON'S LETTER TO ME OF MARCH 26 INDICATES THAT IN 
RESPONSE TO YOUR INQUIRY SECRETARY MAT~WS DOES-NOT INTEND 
TO POSTPONE ~HE ~~XIMUM ALLOWABLE COST ;MAC) AND ESTIMATED 
ACQUISTION COST (EAC) REGULATIONS ABOUT WHICH YOU AND I 
TALKED ON FEBRUARY 26. YET SUBSEQUENT INFORMATION IN THE 

·DRUG TRADE PRESS INDICATES THAT HE MAY WELL DO SO AFTER ALL.· 
IT WOULD CERTAINLY HELP WIN SUPPORT FOR YOU AMONG THE RETAIL 
PHARMACISTS OF THIS COUNTRY IF YOU WOULD TAKE POSITIVE · 
ACTION NOW TO ASSURE THAT THIS HAPPENS AS SOON AS POSSIBLE, 
OTHERWISE OTHER PEOPLE MAY WELL TAKE THE CREDIT. 

WILLARD B. SIMMONS 
NATIONAL ASSOCIATION OF RETAIL DRUGGIST~ 

' 
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OFFICE OF THE SECRETARY • ONE EAST WACKER DRIVE • CHICAGO 60601 
.,.fC 312 321·1146 

April 8, 1976 

Mr. James M. Cannon 
Assistant to The President 
The White House 
Washington, D.C. 

Dear Mr. Cannon: 

Enclosed is a copy of a letter marked "confidential." We have 
had about 150 copies of letters from individual pharmacists, 
State pharmaceutical associations and metropolitan pharmaceuti
cal organizations. This gives you some idea of the pharma
cists' views around the country with regard to the MAC and EAC 
regulations. Also please note the release made by H!a~. 

I was hoping, in view of my friendship with President Ford, 
that he would have made some comment to me regarding this 
postponement whereby he could have received proper and due 
credit for his efforts, but I am not sure there is adequate 
time to really restudy the regulations and have some input 
that will not take anything away from th~ patient or consumer 
and not increase prices to them but will give pharmacists an 
opportunity to have available opportunity for input whereby 
pharmacists may continue to operate their pharmacies on a 
sound business basis inasmuch as retail pharmacists provide 
this service to_ recipients of this program in all of our 
communities for prescription drugs. 

HBSimmons:ldh 
encls. 

, 



President Ford Committee 
1828 L STREET, N.W., SUITE 250, WASHINGTON, D.C. 20036 (202) 457-6400 

Mr. Jim Cannon 
Assistant to the 
President for 
Domestic Affairs 

Dear Jim: 

April 8, 1976 

Attached please find the material as promised. 

Attachment 

gards, 

Bill Low 
Director 
National Advisory Board 

The President Ford Committee, Howard H. Callaway, Chairman, Robert Mosbacher, NatiafUII Finance Chairman, Robert C. Moot, Treasurer. A copy of our 
Report is filed with the Federal Election Commission and is at·ailable for purchase from the Federal Election Commission, Washington, D.C. 20463. 
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On February 27, 1976, President Foret 
met tcith NARD'.~ Executive Secre
tary, Willard B. Simmons, to discu.ss· 
a number of federal government ac
tions that may decisively effect the· 
future of pharmaceutical health care 
delivery in the United States. In this. 

·interview, Mr. Simmons reports on 
. that meeting and considers some of· 
its implications for community phar
macists. 

Editor: Considering the pressures . 
of the President's schedule during this 
election year, how were you able to. 
convince him of the need for. a per ... 
sonal meeting to discuss government
pharmacy relations? After all, the. 
President could have referred your 
request for a conference to one of 
his high-leyei aides, with the proviso 
that the report on such a meeting be . 
passed on to him. 

Sim'mons: Probably one of the most 
important reasons is my long-standing . ' 
personal acquaintance with Pres. 
Ford. Also the President recognizes . 
tha(· the independent pharmacists in· 
this country. are a very important 
political force, out of proportion in 
their numbers because they meet with 
about 15 million patrons a day. But 
probably. the decisive r~ason for his 
being willing to hear me ' present 
NARD's point of view is his often, 
expressed determination to eliminate 
unfair' government regulation of b1lsi
ness and the professions. 

Editor: Was tliere any particular · 
pi:oolem that convinced you that an 
immediate meeting with the Presi-
dent was critical? · 

Simmons: Actually, I had been 
planning· for some time to talk with 

' President Ford about several major, 
issues where government and the 
pharmacist interact. When . I wrote . 
him . to request · a meeting, I was 
specifically planning to concentrate 
my presentation on four basic issues. 
I wanted to enlis~ his support for 
resolutions introduced in Congress 
by Senator Carl T. Curtis and Repre
sentative W. S. Stuckey that would 
penrianently blo~k FTC efforts to 
pre-empt state and local laws per

-mitting prescription drug price adver-. 
tising. . 

I also planned to propose to .Presi-
. dent Ford that he veto legislation · . 
calling for 'repeal of the Robinson
Patman Amendment to the Clayton 
Anti-trust ·Act and instead demand · 
strict enforcement of Robinson-Pat-

.. man. It was planning to discuss at 
length his supporting Senate Bill S, 
2110, which makes it a federal of:..:, · 
fense to commit a ·crime against a 
pharmacy to· obtain ·controlled. sub-; · 

· stances. 

' 
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Then after the President invited me. 
to see him, a new development made 
this meeting even more critical. . As. 
a result, our actJJal conversation 
focused on the problem that has· 
upset just about every pharmacist in 
the country, HEW's Estim'ated Acqui: 
sition Cost (EAC)· maximum drug 
product price reimbursement.list. 

Ei:Utor: Before we talk more about 
EAC, I think it's worth mentioning 
that one of the issues you had or
iginally planned to discuss with the 
president-better enforcement of the 
Robinson-Patman Act-is working out 
a w:ay. that will benefit. community 
pharmacists. Don't you think that the 
recent Robinson-Patman action against 
the Thrifty Drug Store chain on the 
west coast,. which prohibits that chain 

· from seeking or receiving; preferential 
treatment from its suppliers, may 

·indicate a basic shift in the admini-
. stration's policy? . 

Simmons: To the extent that per
sonnel changes at FTC reflect the ad

. ministration•s position, I would say 
that- is a reasonable assumption. The 

. : major opponents of the Robinson
Patrnan Act at FTC-chairman Louis 
Engman and commissioner Mav~r 
Thompson-have resigned, and acting 
commissioner Paul . Rand Dixon is a 
strong supporter of Rohinson-Patrnan. 

· Certainly it seems to me that the new. 
FTC policy is more in accord with 

. I . 

· President .Ford's political philosophy, 
· which opposes c9llusive agreements· 

thar interfere with fair competition. 
How much more remains to be seen. 

Editor: You have indicated that 
your original intention to discuss a 

·.number of issues with President Ford 
.was suddenly pre-empted by MAC 
and EAC. Was there any advance 
warning of this new HEW price 
policy? ·. . 

.Simmons: I detect a note of amaze-
. ment in your question, and that's 
exactly what I felt when I was sud- • 
denly confronted in ·the third week · 
of. February with a document from 
HEW announcing EAC. Included in 

· .. this document is a listing of suggested 
maximum drug product price reim
bursements to pharmacists for dis .. 
pensing ·Medicaid and other prescrip
tions dispensed under federal funding , 

. programs. NARD had not been in
formed that such a list was in 
preparation; nor, 'to .th~ best· of my 

; . 
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J manufacturers and wholesalers in
vited ~o ~ontril;mte to or review the 
list. 

Even· more incredible was EAC 
suggesting maximum price reimburse

. ment for certain drug products that 
~~~ lower thah ·many wholesale drug 
prices. 

Editor: Are you saying that EAC 
prices are lower than average whole
sale prices in certain localities, or that 
they are just excessively low across 
the board? 

Simmons: I started my analysis of 
EAC by checking with our m~mhers 
in various states, and received exten
sive documentation that EAC prices 
were lower· than A WP prices . .for a . 
number of products. At that point, 
there' seemed to be good reason for 
assuming that the adoption of EAC 
would make it ·economically prohibi-
. tive for thousands . of independent 
community pharmacies .to dispense 
Medicaid prescriptions. 

There seemed to be a dear and 
present danger that a huge. percent
age of Medicaid patients-particular- ~ 
ly the. chronically ill ·and disabled
who depend upon the easy accessi
bility of a nearby independent phar
macy-would be deprived of a vital 
health service. . 

As a result, it seemed best to skip 
over the other problems confronting 
pharmacy with the President and in
stead make an· urgent appeal to him 
to delay the application of· EAC and 
MAC . regulations pending further 
study. · 

Editor: HEW spokesmen have said 
that EAC figures are advisory. They •. 
claim that the states are free to 
change EAC figures provided they . 
are able to prove that EAC figures are 
too low. · 

Simmons: Judging by the number 
of states cutting dispensing fees, the.re 

·. doesn't seem ,much reason to believe 
thai: ·state Medicaid officials would 
go out of their way to reject EAC · 
prices-even in the face of a clear 
hardship worked on Medicaid patients .. 
and pharmacists. I asked· the Presi- · 
dent to consider delaying the regula-

. tions pending further study in order 
to give HEW an opportunity to de
velop more equitable programs based 
.upon the realities of the marketplace . 

. . 

, 
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Editor: I W1derstand that Mrs .. · 
Simmons participated in your meeting 
with the President. · . · . 

Simmons: Yes, it was a ch:1nce for 
her to renew ~cquainta11ces . with 
President Ford. But more important~_ 
lv she was able. to express to' the 
P;esident her .. awareness that women 
in pharmacy and in pharmacy organi
zations such as WONARD are very 
much concerned • with this proposed 
regulation. As you know, hoth the 
President and Mrs,· Ford have been 
cmite responsive to women's interests . 
The President thanked Mrs. Simmons 
for adding what he seemerl to con
sider a very important perspective to 
our discussion. · 

Editor: What was Presid.ent Ford's 
reaction to your meeting?. 

Simmons: The President indicated 
that he would disc~tss with HEW's 
Secretary Mathews the po>sibility ~f 
delaying th,e implementation of thiS 
re)!ulation. , . . 

Editor: But, nevertheless, NARD is 
taking legal action against HEW to 
prevent implementation of MAC .and 
..,. . '""' .· ' . 
.L.II41LV• . . · 

• Simmons: Yes, we are. \Ve are do-
ing everything possible to cope with 
the serious danger that this regula
tion pJ:e>ents to the delivery of phar
maceutical- health care to the people 
who need it most. 
· Editor: What about the likelihood 
of there· he in!! a delay in· Jhe. appli-
cation of EAC? · 

Simmons: There is a very strong 
likelihood that there wilf be a delay. 
President Ford seemed concerned 
about . the problems this ref.(ulation 
could create. NARD, and many state 
pharmaceutical associations, many 
drug marufacturers, and wholesale 
druggi'>ts are, for the most ·part, aU 
united in voicing strong protest 
against this unworkable regulation. 
Of 'course, we have to expect that 
the. zealots at HEW who were re
sponsible for MAC and EAG w~ll con-
·nu ush their osition. 

' 
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Once · a federal agency .proposes 
a regulation, it do~s not voluntarily 
reverse its stand. But. the forces for 
change that I have already mentioned 

· are extremely powerful. Moreover, I 
am much impressed with Secretary. 
Mathews' open mindednes~. and I 
believe that President Ford~s interest 
and concern in the problem will lead 
to Secretary Mathews taking a closer 
look at the issues. He is bound to 
recognize. the essential impracticality 
and nnworkahility of this regulation. 
·· Editor: NARD is advocating· that 

. immediate action· be ta'ken to delay 
· implementation of the regulation, 

pendinp; further study. 
Simmons: Ye~. In that wav. there 

will be less possibility of public con· 
fusion arising from Medicaid pre-. 
scription dru.t>: reimbursement policies .. 

Editor: What about dispensing 
fees? 

Simmons: HEW does not establish 
the professional ·dispensing fees for ~ · 
which phnrrnaci-.ts mav be reimbnrsed 
under Medicaicl; the individual states 
do that. But HEW is in a position to 
insist that fee reimbursements be 
adequate to cover the actual operating
costs of providiri!! professional serv-

. ices. This is HEW's responsibility and 
we are calling on them to do it. This 
is essential .. 

, 
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TELEGRAM 

PRESIDENT FORD 
WHITE HOUSE 
WASHINGTON, D. C. 

APRIL 5, 1976 

JAMES CANNON'S LETTER TO ME OF MARCH 26 INDICATES THAT IN 
RESPONSE TO YOUR INQUIRY SECRETARY MATHEWS BOES NOT INTEND 
TO POSTPONE 'THE MAXIMUM ALLOWABLE COST (MAC) AND ESTIMATED 
ACQUISTION COST (EAC) REGULATIONS ABOUT WHICH YOU AND I 
TALKED ON FEBRUARY 26. YET SUBSEQUENT INFORMATION IN THE 

·DRUG TRADE PRESS INDICATES THAT HE MAY WELL DO SO AFTER ALL. 
IT WOULD CERTAINLY HELP WIN SUPPORT FOR YOU AMONG THE RETAIL 
PHARMACISTS OF THIS COUNTRY IF YOU WOULD TAKE POSITIVE 
ACTION NOW TO ASSURE THAT THIS HAPPENS AS SOON AS POSSIBLE, 
OTHERWISE OTHER PEOPLE MAY WELL TAKE THE CREDIT. 

WILLARD B. SIMMONS 
NATIONAL ASSOCIATION OF RETAIL DRUGGISTS 

• 
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------~-----------------~. ----------------------E NEWS 
FROM THE N. A. R. D. THE NATIONAL ASSOCIATION OF RETA

1

IL DRUGGISTS 

One East Wacker Drive 
Chicago, Illinois 60601 
Phone 312-321-1146 

WILLARD B. SIMMONS, 

EXECUTIVE SECRETARY 

PRESIDENT FORD TO WEIGH HEW 

PRESCRIPTION PRICE PLAN 

CONTACT: Keith Kellum (312) 321-1146 
or 

Bill Arrott (312) 565-1200 

CHICAGO, Mar. 3--President Ford has agreed to investigate a plan 

recently proposed by the U.S. Department of Health Education and 

Welfare that would reduce government payments to pharmacists for 

Hcdicaid.prescriptions, according to Willard B."Simmons, executive 

secretary of The National Association of Retail Druggists. 

The President's decision stems from a recent meeting with 

Si~nons, who informed the President that the delivery of pharmaceutical 

health care to needy Americans could be jeopardized if HEW implements 

its new prescription price reimbursement schedule as planned on 

April 26. 

That schedule, called Estimated Acquisition Costs of Prescription 

Drug Products (EAC) , is a wholesale price list of 300 widely prescribed 

drugs that Hffi~ wants the states to use as a guide for reimbursing 

pharmacists for Medicaid prescriptions under the Maximum Allowable 

Cost (MAC) program. 

A NARD study has shown that under EAC, community pharmacists all 

over the country would be reimbursed for Medicaid prescriptions in a 

number of instances for less than the actual cost ?f the drugs dispensed. 

Simmons said that the President expressed concern about possible 

inequities to community pharmacists and the resulting curtailment of 

services to Medicaid patients that might result from implementation 

of EAC. 

"l-1r. Ford indicated to me personally that he would talk to liL\·J 

Secretary Mathews about the fe:.:~.sibility of postpon~ng implementotion 

of EAC and MAC 

, 



NEWS 
FROM THE N. A. R. D. THE NATIONAL ASSOCIATION OF RETAIL DRUGGISTS 

One East Wacker Drive 
Chicago, Illinois 60601 
Phone 312-321-1146 

WILLARD B. SIMMONS. 

EXECUTIVE SECRETARY 

CONTACT: Keith Kellum (312) 321-1146 
or 

Bill Arrott (312) 565-1200 

PHARMACISTS ACT AGAINST liEW ...RULES 

THEY SAY WILL CRIPPLE MEDICAID 

CHICAGO, Mar 3--The National Association of Retail Druggists 

(NARD) revealed here today plans for legal action against the u.s. 

Department of Health Education and Welfare to postpone adoption 

of regulations the group says will cripple Medicaid. The Boston 

law firm of Paul T. Smith has been retained to represent the 

association. 

Willard ~. Simmons, NARD's executive secretary explained that 

HEW has just issued an Estimated Acquisition Cost (EAC) reimbursement 

schedule for its Maximum Allowable Cost program (MAC) that will force 

pharmacists to lose money on many Medicaid prescriptions. 

"At present, a pharmacist who dispenses a Medicaid prescription 

is reimbursed for the wholesale cost of the drugs and receives a 

dispensing fee to cover professional services and business overhead. 

Each state determines its own schedule for reimbursin~ pharmacists, 

oased upon the average wholesale price of prescription drugs and a 

dispensing fee. 

"Now HEW intends to reduce prescription drug reimbursement to 

the point where it will be impossible for thousands of independent 

pharmacists to fill Medicaid prescriptions. As a result, many aged 

and infirm patients will no longer be able to h~ve their Medicaid 

prescriptions dispensed at a nearby community pharmacy where their 

health care requirements are a matter of ongoing concern to the 

pharmacists," Simmons said • 

. NARD's legal action is aimed at blocking HEW from forcing the 

states to accept its new EAC schedule by the target date of April 26. 

-more-
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Pharmacists Act Aqains~ HEW Rules--2 
They Say Will Cri~ple Medicaid 

"The best way to judge the potential impact of EAC is to compare 

EAC prices with what pharmacists actually have to pay for prescription 

drug products. For example, in the State of Texas, the average 

wholesale price paid by pharmacies for a frequently prescribed drug 

for arthritis (Indocin 25 mg, lOO's) is $9.88. The EAC price is 

$8.10. EAC actually calls upon the pharmacy to sell the product for 

$1.78 less than it costs. The average wholesale price of Valium, 

one of the nation's most widely prescribed drugs (Valium 5 mg, lOO's) 

is $8.89. The EAC reimbursement price is $7, or $1.89 less than the 

average wholesale price. Since the dispensing fees nationally average 

$1.85, EAC effectively deprives pharmacists of reimbursement for their 

services and cost of doing business. 

11 We've checked average wholesale prices in many states, and the 

pattern is consistent. The loss imposed by EAC prices will, in many 

cases, completely can~el out the pharmacists professional dispensing 

fee," Simmons said. 

"EAC was developed hastily and arbitrarily without a study of 

actual prescription drug costs throughout the country. Our ·legal 

action is aimed at postponing implementation of EAC until realistic 

reimbursement levels can be established to assure every Medicaid 

patient and the American taxpayer that quality pharmaceutical health 

care will be delivered to everyone who needs it on an economical 

and equitable basis in the community in which he lives." 

' 
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PROPOSALS FOR A NATI0~-10LICY 
ADDRESS OF VICE PRESIDENT NELSON • ROCKJFELLER BEFORE THE 
NATIONAL LEADERSHIP CONFERENCE 0 AME~A 1 S HEALTH POLICY 

tiASHINGTOJ:l I 
THURSDAY, APRIL 29, 1976 

(Ninth of a Series) 

SOl·iMARY 

"I recommend adoption of a comprehensive, two-phased 
National Health Policy: First, to control health care costs and 
broaden the health care delivery system; nnd Secondly, to extend the 
availability of health insurance to those who are not now covered ••• 

"Let me emphasize that without the first phase of getting 
quality health care costs under better control, the second phase of 
expanding coverage would be of little value ••• (for) our health care 
system will just keep sopping up every dollar that it receives, 
without significantly improving the quality or delivery of health 
care ••• 11 

SPECIFIC RECO.t<DiENDATIOUS -- PHASE ONE 

1. Enact amendments (now before the Senate) to improve 
competitive position of Health Maintenance Organizations. 

2. Provide fast tax write-offs of start-up costsfor Health 
Haintenance Organizations and Medical Care foundations. 

3. Undertake Federal experimental program of institutional 
licensing of health personnel to encourage use of paraprofessionals 
(medical corp~men, vocational nurses, physicians' assistants). 

4. End cost-plus reimbursement of hospitals under federal 
programs, setting Federal maximums by area. 

5. Restrain demands for unnecessary care by requiring 
that consumers pay a portion of their health costs and health 
insurance premiums. 

6. Enforce Health Planning Act to stop construction of 
unnecessary facilities and duplication of costly equipment. 

7. Extend Professional Standard Review to care outside 
hospitals. 

8. Establish Federal reinsurance pool to backstop mal
practice insurers under State programs which set-up arbitration of 
claims and limit attorneys' fees. 

PHASE II 

1. Replace Medicaid with a nationwide, Federally-financed 
health insurance program for low-income families and individuals. 

2. Provide option of Federally-reinsured health insurance 
policies at group rates to individuals. 

3. Enact President Ford's proposal for insurance coverage 
against catastro~hic illness for Medicare recipients. 

f 
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FOLLOWING IS FULL TEXT OF SPEECH~ 

I want to compliment Congressman Rogers, Congressman 
Rostenkowski, and the National Journal for sponsoring this 
invaluable conference on rrAmerica's Health Policy." And I 
personally appreciate this opportunity to participate. No 
subject is more vital to every man, woman and child in this 
Nation. 

In our free society, two thinas are essential for 
every American to reach his or her fullest human potential, 
the opportunity for good education, and the opportunity for 
good health care. Given access to both these opportunities 
our people can go just as far as their God-given talents will 
take them. 

r1y concern with the health problems of the American 
people is the result of grmdng up in a family dedicated to 
the advancement of medical science, research and good health 
for all. Among the first of the family's major philanthropies 
was the Rockefeller Institute for r~edical Research, ~·rhich my 
grandfather founded in 1901. This Institute focused its 
efforts on the cause and cure of major illnesses. 

In 1913, the Rockefeller Foundation was founded 
and its International Health Division worked "'rith governments 
at home and abroad in applying this research on a massive 
scale, to1hich led to thf:! · virtual· era0ication of ':such \•ridesoread 
diseases as hook worm, Yellm~r Fever, and nalaria. This -
was the beginning of private foundation support of ~edical 
research and international health programs. 

r1y first opportunity for public service came in 
the health field. In 19 3 3, I \or as asked to serve on the 
Hestchester County New York Board of Health, ,.,here I remained 
a member for over 20 years. 

Then 't'Jhen President Roosevelt asked me to serve as 
Coordinator of Inter-American Affairs in the 19AO's, we 
organized the Institute of Inter-American Affairs which 
undertook cooperative health programs in soMe 20 countries 
in the l'Jestern Hemisphere. 

Later, President Eisenho"Ter asked me to head a 
task force on government organization which led to the 
creation of the Department of Health, Education and ~·1elfare. 
I was privileged to serve as the first Under Secretary of 
HEt·J, under Secretary Oveta Culp Hobby. r1rs. Hobby and I 
were appalled to learn at that time, that catastrophic 
medical expenses were bankrupting about 3 per cent of all 
American families each year. To protect against this kind 
of tragedy, we agreed to establish a Federal pool to reinsure 
private insurance col"lpanies if they would \'Trite health coverage 
for catastrophic illness. That was back in 1954 -- and, 
unfortunately, they failed to respond. 

Hhen I became Governor of New York in 1959, I 
immediately initiated a study on the feasibility of ado?ting 
a comprehensive State health care plan. t·Je had to abandon 
the idea, for the study revealed that a State-financed 
health program '1!7as not feasible because of its high cost 
to employers, employees, and taxpayers in the State. Unless 
all other States took similar action, the additional cost 
to New Yorkers would have jeopardized the State's competitive 
position as a place to live, work and do business. Therefore 
in 1964; I recornmended that a form of Universal Health Insurance 
be considered on a national basis. 

(HORE) 
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The private sector and voluntary, philanthropic 
initiatives have made America the undisputed leader in 
training those who proviC'.c he.alth care;· in building the 
facilities where that care is provided 6 in develo~ing health 
insurance to help cover the costs of that care, and in carrying 
out Medical research. 

In the past decade, Federalq State and local qovernments 
have accelerated their ex~en1itures and are now investing 
over $50 billion annually- in the health of 1\mericansu l>!ith 
over 11 per cent of the total Federal budget currently going 
to health. Yet, the inescapable fact is that for all the 
progress; for all the concern, for all the expendituresr 
\<le find this Nation faced ~.,i th serious and deer>ening 
problems in relation to the cost; delivery and financing of 
health care. 

And even with all this expenditure, our medical 
care system does not assure adequate health protection for 
the 19 million 1\mericans ~'rith no health insurance. T·Ye do 
not have comprehensive, total health care at all, nor do we 
have an overall: conceptual policy in this area of fundamental 
human necessity. Nhat has been built up, through the best 
of intentions and efforts; is a piling of one program upon 
another on a piecemeal basis, by a multitude of private efforts 
and independent initiatives of all three levels of government 

Federal; State anc local. 

Tofay, I would like to trace the roots of some of 
our health care problems and prescribe soMe hopefully 
effective medicine for their cure. riedic::tl care vegan 
simply enough in this country as a one-to-one relationship 
between the doctor and the patient. 

Government's invol veront in the beginninC;I' \\'as 
liMited to public health proqr;:uns and only later follot-·7ed 
by institutional care for the indigent and aged. 

Individuals, in order to protect themselves ag.'linst 
the cost, and t.rith the desire to extend health benefits; 
expanded this simple doctor-patient relationshiD to a 
relationship "rith a third party, the health insurer: "'hich 
involved individual insurance plans, group plans, company 
plans, and union plans 1 ~'lith vastly differing coverage, 
prereiums and forms of pay~ent. ~nother change in the individual 
doctor-patient relationship took shape as doctors formed into 
professional groups. 

And then in the early 1960's? the Federal government 
began to get into the act in a major way. After 20 years of 
controversy, Congress passed rleCl.icare as a contributory 
medical program for older 1\mericans, and also enacted r~edicaiC'. 
for the medically indigent, rut not in a coordinated or 
carefully thought ~ .. :ay, "'ri tness the follmdng example from 
our experience in ::rm•r York State. 

Since 1929~ during Al Smith 1 s time as Governor] 
Ne<t>T York State had provided marginal health care to its 
needy citizens. Just before the enactr"".ent of f!ecicaio in 
1S65; there \•Jere 1. 4 million persons elicrible for the State 
medical assistance programs. ·· Hhen .Piedicaic Nas passec by 
the Federal Government 1 J'Tm.y York State expanned its proqrarn 
of eligibility to add an additional 4.6 million newly
qualified persons. 

(tiORE) 
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When the ~embers of Congress realized that as a result 
of the new eligibility standards Ne•'l York State t..rould thus be 
entitled to virtually all of the money the Federal government 
had budgeted for rzedicaid that year for the t·rhole country, 
they \'lere shocked. As a result, Congress changed Federal 
eligibility standards and New York State was forced to change 
its·law and drop some 1.2 million newly-eligible persons from 
its rolls. Obviously, this action created a deep feeling of 
disillusio~ent, bitterness and cynicism towards the government. 

This ex&~ple is a perfect illustration of what happens 
when the Federal governMent passes piecemeal legislation without 
considering its far-reaching implications. ~fuen it came to 
financing the cost of health care, the Federal government 
largely addressed itself to the paying of medical bills for 
welfare f~ailies, the disabled, and the elderly. 

A great number of needy American families failed to 
qualify for this help. The tragic hardships these families 
faced when medical bills exceed their capacity to pay, or 
when life savings are wiped out by catastrophic illness, are 
still not being met by the Federal government. 

In addition, it should be pointed out that preventive 
efforts, which could reduce the incidence of acute illness 
and lower the cost of nedical care, have not been effectively 
addressed. In the absence of a coordinated national health 
policy, total expenditures keep rising at an intolerable rate, 
without a comparable increase in the quality or coverage of 
health care. 

Health care costs are the most inflationary item in 
the Cons~er Price Index, outpacing even the sharp increases 
in the cost of imported fuel due to price increases by the 
Organization of Petrole~ 3xporting Countries. Between 1965 and 
1975, the cost of health care in America increased over 200 
per cent. In just one year, between 1974 and 1975, total public 
and private spending for health care increased nearly 14 per cent. 

Uith hospital rooms costing an average of $150 per 
day, the average stay in a hospital now costs almost $1,000, an 
increase of 16.6 per cent in the past year compared to a 6.8 
per cent increase of the Consumer Price Index, exclusive of 
medical costs. 

In addition, this !fation' s health manpower is not 
evenly distributed. ~!ew York and California, for example, 
have over 140 physicians per 100,000 of population, while 
Mississippi and Idaho have less than 90. 

t'iost important, we have scarcely tapped the area of 
greatest potential ·-- disease 9revention. The leading causes 
of death in this country, such as heart disease, cancer, and 
automobile accidents, can be significantly reduced through 
changes in our life style. 

Consider how much medical and hospital care would 
not have been necessary had we been able to alter and control 
such living habits as: smoking, alcohol, fast and reckless 
driving, violent crime, drug abuse, pollution, overeating, poor 
nutrition, and lack of exercise. All these have been shown in 
study after study to be related to our national death rate and 
the high level of expenditures for medical and hospital care. 

The establisrunent of the 55 miles per hour speed limit 
is a dramatic example of how a change in habits can affect health 
costs. In 1973, before the new speed limit was imposed, there 
were 55,000 traffic fatalities. In 1975, although there were more 
cars on the road, this figure dropped to 46,000. Over the same 
period, injuries declined by 200,000. This reduction in deaths <.· 
and injuries saved $15 billion in accident-related expenses. 

:--? ~ 
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Changing all these living habits requires education, 
self-discipline, and leqal sanctions. Nhat then should we be 
doing as a Nation to lift our sights and perspectives on the 
complex problems we face, and to achieve an effective health 
care system at reasonable cost? 

A NATIONAL HEALTH POLICY 

I recommend, as a first step, adoption of a comprehen
sive, two-phased National Health Policy: First, to control 
health care costs and broaden the health care delivery system; 
and Secondly, to extend the availability of health insurance 
to those who are not now covered. 

PHASE I -- Initially, we must structure the delivery 
of health care 1n a way that will bring health costs under con
trol, while assuring high quality medical care. Let me emphasize 
that without the first phase of getting quality health care costs 
under better control, the second phase of expanding coverage 
would be of little value. In the present absence of an effective 
cost control syste~, our health care system will just keep 
sopping up every dollar that it receives, without significantly 
improving the quality or delivery of health care. 

Delivery Syst~ms -- The necessity to have something 
better than the current hodge-podge of private and government 
health care efforts Goes not mean that we have to move to a rigid, 
narrow, single system. Both in terms of improved quality and 
greater cost efficiency, the Nation t'lill benefit from a heal thy.· 
competition among medical care systems. This has traditionally 
been the pluralistic American way. And it can serve us in im
proving health care just as it has made America the leader in 
virtually every other field of human endeavor. 

Pre-Paid Iledical Care Plans -- The recent development 
of pre-paid ';Health llaintenance Organizations" has proven to be a 
promising method of stimulating competition. The number of these 
pre-paid plans has increased over the past five years from 30 to 
180. Because of the pre-paid approach, they have an economic 
incentive to prevent illness instead of just focusing on treat
ment. In our brief experience with these pre-paid plans, the 
results in controlling costs are impressive. 

For example, the cost to Federal employees covered by 
two conventional health insurance plans increased this year by 
56 per cent. While employees covered by pre-paid plans experi
enced an 18 per cent increase in their payments. In other words, 
pre-paid plans cut the cost increase by two-thirds. At the same 
time, pre-paid plans usually provide more benefits, hence greater 
health protection. 

Unfortunately, the 1974 Health Maintenance Organization 
Development Act mandated benefits which are more extensive than 
those normally offered under previous health insurance plans. 
This law has created a situation where certain Health Maintenance 
Organizations cannot be competitive in price, since they are 
required to include extraneous extra services. 

(UORE) 
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I recoMmend that the Senate move rapidly to adopt 
amendments now under consideration N'hich ,,1ill correct this 
situation and improve the competitive position of Health 
r~aintenance Organizations. In order to expand and develop 
Health !'\aintenance Organizations, a massive influx of 
private investment capital ~dll be required. 

I therefore recommend special tax provisions for 
investments 1.n the Health r1a1.ntenance Organizations t¥hich 
would allo~r a fast 't'lri te-off of start-up costs. T·1i th proper 
fiscal controlg Health r1aintenance Organizations provide one 
of the best approaches for injecting competition into our 
delivery system. Their development should be encouraged by 
those t..;rho have the greatest stake in controlling health costs, 
business, labor and middle income families. 

lledical Care Foundations -- Another forrr1 of pre-
paid healtfl plan is the !ief!.ical Care Foum1ation. These 
Foundations are private, non-profit organizations of physicians 
and are usually sanctioned by the local medical society. 
Persons enrolled have pre-pain coverager ~rhile the providers 
are reimbursed on the conventional fee-for-service basis. 

These non-profit foundations are run by physicians. 
Since the compensation of the managing physicians depends 
upon their efficiency and expertise, these foundations meet 
the goals of high quality and lower costs through physicians~ 
review of the care provided. 

A recent study indicated that Pec1ical Care Foundations 
had an average length of stay in the hospital of about eight 
days for surgically-related. cases, 't'7hile health care provided 
for on a cost-reimbursement basis ranged up to 14 days. 
Foundations have founC' that as much as 15 per cent of the 
insurance premium rates can be saved through careful monitoring 
and cost controls. The expansion of .Hedical Care Foundations 
will provide one more element of competition in the delivery 
system. I recommend, therefore, that non-profit ~1erlical Care 
Foundations be granted tax incentives to stimulate capital 
investment, simiL:ir to the proposal I recommend for Health 
~laintenance Organizations. 

He~l th I:anpo,·1er -- To make the competitive health 
care delivery system effective; we must remove many present 
obstacles to the more efficient use of health manpot':l'er. All 
too often, licensure la,·:s have protected the professionals 
rather than the patient. Overly restrictive requlation in 
licensing has been a serious deterrent to the use of para
professionals, such as nenical corpsrnen 7 vocational nurses, 
or physicians' assistants. 

Hospitals/ clinics, and physician groups need ~ore 
flexibility in the hiring and use of their personnel. 
Institutions themselves should be allm•:red to C.etermine the 
most productive use of the various types of health personnel. 

(HOP-E) 
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One approach would he to license an institution and 
permit it to establish the qualifications of their employees under 
g~neral guidelines. Understandably, this approach may be unpopular 
w1th many doctors, registered nurses, and certain other licensed 
professionals. But it is essential if we are serious about trying 
to hold down costs. ~he armed services have proven, particularly 
during wartime, that paraprofessionals can relieve highly-trained 
specialists of many routine duties. 

I recommend that the Federal government undertake an 
axperimental program in this respect. If successful on a national 
basis, the law should be changed to permit licensing of individual 
~ealth care institutions, instead of the present detailed establish
nent of credentials for individuals. 

Cost Control -- Ever since third-party insurers, private 
~nd public, began to pay medical bills, there has been little 
incentive for doctors, hospitals or patients to hold the line on 
rising health costs. 

In fact, the incentives are in the opposite direction: 
rhe more often the patient sees a doctor, the more money the doctor 
receives: the longer the patient stays in the hospital, the more 
noney the hospital receives. Under our cost-plus reimbursing 
3ystem, there is no effective re$training force against unnecessary 
)r excessive hospital s·t:ays, labo:.·atory tests, the purchase of 
3Xpensive equipment, and unneeded hospital construction. 

There are two alternative primary a?proaches to controlling 
nedical costs: (1) Government control, "'hich could range from total 
"ederalization of the health care system to the imposition of ~'17age 
1nd price co:1trols. However, total government control through a 
~ational Health Insurance Plan, under 't'ilhich gove::~;.ment l"ould pay 
ill the health bills, would add at least $60 billion to $90 billion 
:o the Federal budget, which already faces a $75 billion deficit. 

And our recent exPerience with cost controls has demon
;trated that while they may-temporarily stabilize the average costs 
:or services, they do not get at the root causes of medical cost 
t.nflation over the long run, for inefficient use of medical services 
1nd duplication of facilities cont~nued to drive the overall cost 
>f health care up during the period of price controlso (2) Therefore, 
1e must find an alternative to total Federalization, or excessive 
~overnment·control, and develo~ systems which respond to competitive 
forces and thus provide incentives to control costs. 

Reirnbursc~ent -- In developing systems that res?ond to 
these competi~cive ~3rees, one of the biggest problems is overcoming 
cost-plus reimbursement of hospitals. 

I recomw~nd, therefore, that the government annually 
determine the appi~~riate hospital reinbursement rates in a particular 
area and use these rates as the maximum which hospitals in the area 
would be paid for services to !Yled:tcare and Hedicaid patients. Under 
this reimbursement system, hospitals would have an incentive to 
operate below the established rate, in order to share in the savings 
they generate. Legislation, similar in concept, is now pending 
before the Congress and it deserves careful consideration. 

I further recommend that we move toward a structure t'lhere 
consumers pay a portion of their health costs and health insurance 
premiums. Under this plan, a sliding payment schedule based upon 
income should be instituted. Otherwise, when the patient pays 
nothing out of pocket for medical care, there is little restraint 
against demanding unnecessary care and excessive hospitalization. 

(I>10RE) 
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Planning -- A major contributor to the rising cost of 
health care has been the construction of unnecessary facilities, 
and the purchase of expensive equipment which duplicates that 
already available in a co~~unity. During the late 1960's, we 
were able to get some control over this problem in New York by 
instituting a prior-approval system over health facility con
struction or expansion. 

There is no need for the government or third party 
insurer to pay for building and maintaining maternity units in 
four hospitals in a city when each of them averages only 25 per 
cent occupancy during the year -- as is the case in some communi
ties. Such wasteful practices hit consumers, business, labor and 
government alike. 

I recommend strict application of the provisions of the 
Health Plann~ng Act, aimed at reducing the const,t'uction of 
unnecessary health facilities and the duplication of expensive 
equipment. 

Quality Control -·· One cannot stress too strongly that 
cost control must not be achieved at the expense of quality 
medical care. Under-current law, the quality and appropriate
ness of care provided in hospitals to Medicare and rtedicaid 
patients must be evaluated by a Professional Standard Review 
Organization in the area. 

I recommend that this important review be extended to 
include care provided outside the hospital as well. 

Maleractice Insurance -- Another factor in the cost and 
quality of medical care is malpractice insurance. The steep rise 
in the cost of malpractice insurance has had its effect on both 
health care delivery and rising cost. Physicians in certain 
specialties in some areas are now paying in excess of $30,000 
a year in malpractice insurance premiums; and many hospitals 
have seen their rates increase 10 times -- or 1,000 per cent. 
Traditionally, States have dealt with malpractice matters. In 
my opinion, the problem has grown to a point where some form of 
Federal action is needed. 

I recommend, therefore, that the Federal government 
establish a Federal reinsurance pool, to provide a financial 
backstop to insurers within a State when malpractice claims 
exceed $200,000. 

Insurers would be eligible for this assistance only 
after the States: (1) Set up a system for arbitrating claims 
similar to the Workmen's Compensation Appeals Board, thus re
ducing the load on the courts; and, (2) Adopt regulations to 
limit fees which attorneys may collect from malpractice suits. 

The Federal la,., should give the States two years to 
develop and enact their State plans. But Federal leadership is 
needed to halt the rising costs and unnecessary services 
traceable to the malpractice insurance problem. 

(tiORE) 
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These are my views of the things "''e need to do now 
to~ A} Control health care costs, and B) broaden the delivery 
system. Once the effects of these measures begin to take hold, 
then \'le can better deal \·tith the problems of expanding health 
insurance coverageo 

PHASE II -- EXTENSION OF COVERAGE -- About 19 million 
Americans have no health ~nsurance coverage. The reasons vary 
from lO\l income and unemployment, and prior illnesses which are 
uninsurable, to the difficulty which self-employed persons have 
in obtaining coverage available to groups. ~!any low income or 
unemployed persons are not covered Ly .tledicaid because they 
do not fit the current description of welfare categories. 

The benefits available under Medicaid vary widely 
between States causing significant inequities and costly 
administration. These problems must be corrected. 

I therefore recommend that: Nedicaid be replaced 
\V'ith a natiomride, Federally-financed health insurance program 
for low income families and individuals. The program would be 
administered by the States and a national uniform level of 
benefits and eligibility would be established. 

Eligible persons would share in the cost of their 
health care according to their means. This would assure 
protection to persons living on a lm., income and, as their 
income increases, they would transfer to a regular private 
insurance plan. 

The self-employed and high risk individuals \17ho cannot 
obtain adequate private coverage also need to have protection 
available. To assure an available source of health insurance 
for this group: 

I recommend that the insurer who processes Medicare 
claims within a State be required to offer Federally-reinsured 
policies, to individuals for whom group insurance is not 
available, and at rates and levels of coverage comparable to 
group policies. If these two proposals are instituted, I think 
we will have the most significant coverage problem solved, at 
a cost that liOuld be manageable both in terms of the Federal 
budget and the private sector. 

A major re~ining area of health insurance that has 
been the subject of concern and discussion during recent years, 
is protection against catastrophic illness. Currently, several 
proposals are pending before Congress relating to such insurance. 

In response to this debate, private insurance firms 
now provide catastrophic coverage for most working Americans 
\A7ho desire such insurance. Over 75 per cent of net~r policies 
being written provide insurance against medical expenses of 
$100,000 or more. liajor under\AJriters are beginning to offer this 
coverage to individuals as well as groups. There is every reason 
to assume that this trend will continue, which reduces the need 
for an extensive Federal program. 

Since the elderly are most vulnerable to costly medical 
care, catastrophic coverage should be included in the Hedicare 
program. I urge the Congress to enact the amendments proposed 
this year by President Ford, which provide coverage against 
catastrophic illness for Medicare recipients. 

(MORE) 
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Conclusion -- If we continue to delay in ge~ting 
started on these essential prograMs,, the :major health 
problems of the American people will become more severe, and 
short-sighted, government-dominated, policies 't<Till become 
more attractive. Unless we move vigorously to structure 
the delivery and economics of health care, we can only look 
forward to deteriorating quality at skyrocketing prices. 

The Congress and the Administration must work together 
in developing a comprehensive health policy for this !Jation. 
The many committees of Congress concerned with these issues 
should be pulled together into Select Com.rnittees on National 
Health Policy in the Rouse and in the Senate. These Select 
Committees would develop an overall framework for dealing 
with this crucial issue. 

rUthin the Executive rranch, all health orograms 
should be coordinated by one office at the Department of 
Health, Education and t-Yelfare -- to allow for the administration 
of a strong, consistent policy. 

I have outlined the direction I think the National 
Health Policy should take A t\-Jo-phased approach l'lhich 
would -- first, broaden the delivery system and get costs 
under control, and second, ~ove toward comprehensive insurance 
coverage. 

The problem uill not go a\·ray. It must be confronted, 
and soon, for the health of our peoplel for the health of our 
economy and for the health of our country. 

, 
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Comments on 
(attached) 

I asked Spencer Johnson for his comments on this and 
he checked with HEW. 

HEW says that the article is basically correct. However, 
they say Dr. Saffiotti is a bit eccentric and something 
of a troublemaker. They also stressed that Dr. Saffiotti 

I 
"';) 

is not leaving the agency but rather just changing positions. 
The agency does not expect to feel any loss or be particularly 
affected by the shift. 
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