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Introduction / Background

Like all states, Massachusetts is aggressively exploring opportunities to slow the rate of increase in its prescription drug expenditures.  State health newsletters and other media have fostered a perception that state consolidated drug purchasing initiatives are sweeping the country and yielding large savings.  Thus far, however, there is little or no evidence to support this perception.  While interest in a wide range of consolidated state pharmacy purchasing efforts has led to many consortiums, meetings, and planning documents, these initiatives have not generally succeeded in becoming operational programs.  Where programs have been implemented, it is difficult to assess the level of savings achieved.

Massachusetts state policymakers continue to be interested in exploring the degree to which reductions in prescription drug spending can occur through having state agencies pool their covered populations in some fashion.  As a result, the Executive Office of Health and Human Services (EOHHS) and the Executive Office of Administration and Finance (EOAF) jointly issued a Request for Information (RFI) to solicit information from interested parties regarding the establishment of a statewide pharmacy benefits manager (PBM).  

The RFI was released February 5, 2004, and responses were received on March 11.  Subsequently, the Commonwealth convened an RFI Review Committee comprised of key executives from each state pharmacy program to assess the RFI responses.  The Lewin Group was engaged to facilitate the Review Committee’s activities, to prepare a written summary of the RFI responses, and to draft this report based on Committee input.  In addition to individually reviewing the RFI responses, the Committee members and The Lewin Group staff met over three days, deliberating on the merits of various collaboration options.  Muse and Associates joined the Committee for one of the three days to provide advisory support.

This document conveys information derived from the ten RFI responses and the Review Committee’s experience and assessment of those responses.  It includes the following sections:

· Section 1:  Summary of RFI Responses - an overview of the RFI responses based on the eight categories in the RFI – note that a more detailed description of the responses to each of 32 questions posed in the RFI is presented in Attachment A;

· Section 2:  Existing State Agency Pharmacy Purchasing - a more detailed description of the existing state pharmacy coverage programs and the impacts of the Medicare Modernization Act on the programs;

· Section 3:  Consolidated Pharmaceutical Purchasing – an overview of the effects of volume and market share on consolidated purchasing and a discussion of administrative consolidation issues; and

· Section 4:  Summary and Options - a summary of the key findings this process has yielded.

Lewin was also asked to prepare a brief synopsis of states’ efforts to reduce their prescription drug costs through bulk purchasing and drug reimportation initiatives.  While analysis of these efforts was beyond the scope of the RFI Review Committee process and specific information related to the issues was neither requested of nor provided by RFI respondents, state efforts in these areas are described in Attachment B for informational purposes.

Summary of RFI Responses

The PBM RFI asked vendors to respond to several questions related to consolidated pharmaceutical purchasing through a PBM for four Commonwealth pharmacy programs: 

· Medicaid:  MassHealth enrollees (Fee-For-Service);

· GIC:  PPO and Indemnity Plan enrollees comprised of state employees, retirees and their dependents and survivors;

· Prescription Advantage:  Senior citizens and eligible individuals with disabilities; and

· State Office for Pharmacy Services (SOPS):  Inpatient and inmate populations residing in state facilities; and

· Other potential populations, such as the uninsured and those without prescription drug coverage.

The RFI included 32 questions in eight categories:  prospective bidders, transparency, cost savings, scope of services, quality, reporting, reimbursement, and implementation.  Ten organizations submitted responses to the RFI:

· Advance PCS - the PBM currently under contract to Executive Office of Elder Affairs to support Prescription Advantage; 

· Caremark - a PBM;

· Express Scripts - the PBM currently under contract to the GIC, an agency located within the Executive Office of Administration and Finance; 

· MC-21 Corp.  - a PBM;

· MedImpact -  a PBM;

· Perform Rx - a  PBM;

· Public Sector Partners - a non-profit division of the University of Massachusetts Medical School, currently under contract to Medicaid to support the MassHealth Drug List; 

· RxHub - an information technology provider that provides infrastructure to support e-prescribing (RxHub is not a PBM but is owned by three PBMs: AdvancePCS, Express Scripts, and Medco);

· Unisys - the data processing and management company currently under contract to Medicaid to process provider claims (not pharmacy), enroll providers in the MassHealth network, and provide other provider support services; and

· WellPoint Pharmacy Management - a PBM.

Attachment A includes the complete list of questions included in the RFI and the responses to those questions.  Below is a brief summary of the responses by topic area.  It is important to note that the responses are substantially condensed and much of the detail provided by respondents is not relayed in this report.  The summary attempts to convey the most common themes or ideas among the responses, though no two responses were identical.  Furthermore, not every respondent provided a response to each question.

Prospective Bidders

Several PBMs and other respondents stated that they would submit a bid, both independently and with subcontractors, if a Request for Responses (RFR) for consolidated pharmaceutical purchasing were issued.  Two respondents, a PBM and a data processing and management company, stated explicitly that they would bid on an RFR with subcontractors.  Respondents identified several qualifications and key areas of qualifications that could be required of bidders including: 

· Experience with populations similar to those in MassHealth, GIC, SOPS, and Prescription Advantage and public sector clients; 

· Experience managing contracts of comparable size and complexity;

· Reporting and data warehousing capabilities;

· Administrative support such as claims processing and customer service;

· Clinical capabilities such as preferred drug list (PDL)/formulary development and utilization management;

· Mail and retail pharmacies, including a nationwide network;

· Experience negotiating price discounts and rebates; and

· Experience with relevant federal regulations.

Respondents had differing opinions as to whether specific Medicaid and commercial experience, and experience with large clients should be required.

According to respondents, potential bidders would require specific information to develop responses to an RFR.  Respondents suggested that available information include claims data; demographic data of affected populations; agency PDL/formulary information; drug utilization by brand and generic costs, class, and volume; mail order statistics; information technology use and capabilities; financial information such as rebates, enrollee payments, and dispensing fees; and current utilization management techniques.

Most respondents indicated that the preferred minimum contract term is three years, which is commensurate with most PBM contracts.  Of those respondents, three PBMs indicated their preference for contracts with three to five year terms.  Respondents indicated that a three year term would provide enough time to account for program complexities, federal requirements, and transition issues.  Three responding PBMs also indicated that they preferred contracts with one to five additional option years.  Respondents stated that it is probable that potential bidders will have varying levels of experience with federal certification.

The PBM RFI Review Committee noted the responses appeared appropriate.  

Transparency

Respondents indicated that PBMs have different practices regarding transparency of financial and pricing data.  Several of the smaller PBMs stated they would disclose all data, but others, including the larger PBMs, either stated that they would not or had vague responses.  

The PBM RFI Review Committee believes that any RFR and subsequent contract would need to carefully define what financial and pricing data are desired and to spell out what must be disclosed: pre-negotiated discounts, retrospective discounts, volume rebates, rebate administration fees, etc.  The contract should also address all other forms of manufacturer payments to PBMs.  This issue may affect who would bid on any PBM procurement.

Cost Savings 

Respondents stated that pharmaceutical costs might decrease under a collaborative purchasing arrangement, but that volume-based purchasing alone is unlikely to yield substantial savings.  All respondents indicated that cost savings could be achieved through a combination of strategies such as using a PDL/formulary, whether by creating a new, common PDL/formulary or by building upon the MassHealth Drug List; increasing use of generics and lower cost drugs; greater use of mail order services; disease management; and utilization management.  Two respondents offered differing opinions on whether the Medicaid, GIC, SOPS, and Prescription Advantage populations could be well served by a PBM.

Respondents provided two ideas for structuring the Medicaid program to ensure maximum Medicaid cost savings if individuals without prescription drug coverage were to be covered under a collaborative purchasing effort.  If the population currently without prescription drug coverage was included in the collaborative, but were covered outside of Medicaid, their volume would be added for purposes of negotiating discounts and rebates.  The second option identified by respondents is providing the uninsured population prescription drug coverage under Medicaid, subject to governing laws and regulations.  Respondents indicated that under this scenario, the prescription drugs for this population may be subject to Medicaid pricing and rebates and could possibly help in maximizing Medicaid cost avoidance.  

To protect the ability to achieve Medicaid “best price,” five respondents indicated that they would administer agencies separately under a general, consolidated program.  The respondents also suggest that where efficiencies can be gained under a consolidated program, agencies could be treated as such, but in the case of rebates, Medicaid would have to be treated as a separate group.  One PBM responded that it would not be feasible to achieve Medicaid rebates with the commercial agencies, the senior population, or the uninsured; but that enhanced rebates may be achieved by aligning their PDLs/formularies.  One PBM suggested investigating the possibility of obtaining 340B pricing for individuals who receive their services from federally qualified health center-based providers.
 Other respondents did not respond to this question.  

Respondents also indicated that administrative savings could be achieved if a collaborative purchasing effort were pursued.  They identified streamlined processing, PDL/formulary development, member and physician education, clinical program development, and administrative efficiencies as the potential sources of administrative savings.  Only one respondent, a data processing and management firm, stated that it did not expect administrative costs to be lower in a collaborative purchasing arrangement.  The respondent stated that unique agency operational, software, and reporting requirements and needs; the need for a centralized PBM management team; the need for round-the-clock help desk services; implementation and start-up costs; and Medicaid MMIS requirements would not permit lower administrative costs.

Respondents cautioned that the savings potential of this initiative would be largely dependent on the forcefulness of the cost containment approaches the Commonwealth was willing to require and implement.  Concerns were expressed that publicly sponsored programs often have limited cost containment rigor and that PBMs could only achieve as much savings as the Commonwealth allowed them to.

Each respondent stated that the levels of potential pharmaceutical and administrative savings (and identifying which agencies will achieve the greatest savings) are difficult to estimate due to the complexity of the programs.  Appropriate cost and utilization data would be required in order to provide estimates.  Some respondents believed that savings could be enhanced if prescription drugs were carved out of Medicaid managed care, but stated that more information is necessary to make that determination.  Respondents were mostly in agreement that savings could be measured once baseline data and data from the consolidated purchasing program became available.  Respondents had differing views as to whether PBMs would be willing to guarantee savings.  Some respondents believed that PBMs would guarantee savings, while others thought they would not.  Some respondents indicated that PBMs might guarantee the rate of administrative fees, rather than savings.  

The PBM RFI Review Committee notes that the RFI did not provide sufficient data for RFI respondents to be able to provide specific estimates of pharmaceutical or administrative savings.  Although one might think that the PBM community has a vested interested in seeing a consolidated purchasing initiative occur; the cautions they articulated regarding savings opportunities are particularly compelling.  The Committee agrees with respondents that increased volume alone will not achieve significant savings, and that more substantial savings could only be achieved through a combined strategy of increased volume, which would strengthen the agencies’ (i.e., Medicaid and GIC) ability to move market share, and additional utilization management strategies.  The Review Committee, however, notes that the agency pharmacy programs in Massachusetts have already implemented significant utilization management strategies, leaving in question the potential to achieve substantially more savings in pharmaceutical costs.  

Scope of Services

Respondents identified a range of services that PBMs should offer.  Services include aggregated claims processing and data warehousing with the capability of providing customized service according to agency needs; data integration; ability to provide an adequate network of pharmacies and mail order services; PDL/formulary development and review; drug utilization review; customer service, including responding to questions and developing and disseminating informational material for prescribers and patients; promotion of strategies and incentives to improve use of lower cost drug alternatives including generics; and a detailed transition plan.  

Respondents suggested that certain administrative requirements be excluded from an RFR for consolidated pharmaceutical purchasing.  One PBM recommended that an “integrated” MassHealth and GIC offer, in which one bidder would provide pharmaceutical purchasing and management services to all covered populations, not be required if an RFR were issued, and that it would be important for a bidder to be allowed to subcontract components (or agencies) of such a broad engagement to other vendors.  Another PBM encouraged the Commonwealth to evaluate the value of including SOPS in a consolidated purchasing program.  Other respondents stated that administrative requirements, such as requiring a state-owned Medicaid system and appeals of PDL/formulary decisions, should be excluded from an RFR.  One PBM suggested that incentives for the provision of affordable pharmacy rather than penalties be used.  Another suggested that all administrative functions, except eligibility and enrollment, should be conveyed to a contractor, but that eligibility and enrollment could be centralized across programs.  Other respondents either did not respond directly to this question or suggested that bidders be able to provide a full range of “health improvement programs and services.”

Respondents indicated that PBMs can also offer technological innovations such as electronic prescribing capabilities.  Respondents stated that some PBMs offer tools through which electronic prescriptions can be printed to avoid errors due to illegibility, products to “connect” providers to utilization management services such as the identification of lower cost drug alternatives, access to electronic formularies, and web-based information for prescribers and patients.  One respondent cautioned that the use of electronic media for pharmacy services is relatively new and that the success of electronic prescribing is dependent on the willingness of interested parties to work together to develop standards and systems.

Several respondents indicated that they would manage the contract service provision to the multiple agencies by assigning a project/account manager to oversee the overall program, while also assigning agency leads to respond to and advocate for the needs of the individual agencies.  Respondents also indicated that in addition to professionals to staff the management of the contract, clinical health professionals would also be part of the overall contract team.

The Committee notes that many of the services identified by respondents already are performed by or provided to agency pharmacy programs and may not be amenable to consolidation.  

Quality

Some respondents indicated that separate agency clinical standards could be maintained by analyzing specific agency needs and by establishing agency-specific subcommittees to address specific needs.  According to respondents, each subcommittee would be included in the overall clinical standard or P&T committee.  Most respondents stated that a preferable option is to establish one clinical standard that would apply across all participating agencies.

Respondents suggested several indicators that could be used to measure quality, including: call center statistics; client-specific metrics related to claims volume and cost; NCQA/HEDIS measures; generic substitution rates; surveys; DUR; changes of prescriptions of POS; drug spend; utilization; per-member per-month costs; and physician prescribing patterns.

Respondents also stated that PBMs provide POS/on-line step therapy and drug limitation programs, and provide information to prescribers and enrollees about prior authorization.  Some of the respondents indicated that PBMs could assist the Commonwealth in developing clinically sound step therapy and drug limitation programs.  Other innovations in prior authorization, as identified by respondents, include: providing data related to savings impacts of strategies; physician-specific prescribing behavior; and prior authorization protocols for off-label uses.  According to several respondents, PBMs also can provide care/case management, disease management, assist with developing clinical guidelines, and utilization management of high-cost, specialty pharmacy services and injectable drug management.  

Respondents suggested a variety of committees that could be established to ensure quality of services, including: pharmacy and therapeutics; oversight of PDL/formulary implementation; quality assurance; DUR; consideration of special populations or health care needs such as mental health or long-term care; disease management; benefits review; and advisory and operational functions.

The Review Committee notes that many of the initiatives identified by respondents already exist for agency pharmacy programs.  

Reporting

Respondents agreed that PBMs could provide a range of reports to meet the need of agencies.  Respondents stated that standard reports could be provided monthly or quarterly and could include drug utilization analysis, savings analysis, analysis of utilization management techniques (number of edits, denials, and approvals by drug), and top drug and agency comparisons.  Such reports could be provided at the summary, agency, member, drug, and prescriber levels, and PBMs could also offer ad-hoc reporting as requested by the agencies and on-line, real-time access to data to enable agencies to generate reports as needed.

Most respondents indicated that PBMs could provide risk assessment tools to identify high-risk persons.  According to respondents, risk assessment tools use pharmacy claims data and eligibility data to identify and monitor high-risk persons, enabling agencies to target them for case management or other interventions.  Risk assessment tools can be made available online.  Respondents stated that PBM data can be used to support care/disease management programs, identify individuals who would benefit from care/disease management programs, track their compliance, and measure the results of the interventions.  They also suggest that integrated pharmacy and medical claims data and other agency data would facilitate PBMs data analysis and support of care/disease management programs.

The PBM RFI Review Committee notes that the agencies currently have the reporting capabilities mentioned.  Concerning the risk assessment models discussed, the GIC noted that it already has such programs in place which are developed by the health plans and include both medical and pharmacy data, and that better medical care will result if the medical providers run these programs, rather than the PBMs, who may have a vested interest in promoting the use of pharmaceutical products.  

Reimbursement

The respondents described various ways PBMs could pay pharmacies.  Respondents identified the following bases for reimbursement methodologies: 

· Discounts off of Average Wholesale Price (AWP) for brand drugs and maximum allowable cost for generic drugs; 

· Wholesaler Acquisition Cost (WAC) instead of Average Wholesale Price (AWP);

· Negotiated rates with the state and pharmacies where the PBM accepts risk for gains/losses between these amounts;

· Payment of dispensing fees based on the amount a pharmacy must make to stay viable; and

· Medicaid could continue to pay Medicaid rates or could obtain the prices negotiated with other programs.  

Respondents stated that PBMs could be reimbursed in many ways, each with different financial incentives (and different opportunities to align incentives) and greater or less financial risk to the Commonwealth.  Some of the identified approaches are based on administrative requirements (e.g., per claim processed, per member per month for customer service and clinical support); others are tied to the drug reimbursement approach (e.g., shared rebates, spread between negotiated price with state and negotiated price with pharmacies, spread between dispensing fee billed to the Commonwealth and paid to pharmacies, etc.); and some approaches are purely financial (longer rebate payment cycles to take advantage of float).  

The Review Committee believes the Commonwealth, as it presently does, will need to evaluate what incentives the ultimate reimbursement methodology will have on PBM utilization management decisions, aggressive drug discount negotiation, administrative efficiency, and transparency.  Payment methodologies will have to be carefully analyzed for compliance with federal Medicaid law.  The Review Committee notes that WAC price is not always available, and that while there is some relationship between WAC and AWP prices and the actual price of brand name products, there is apparently no real relationship between these prices and generic products.

Implementation

The respondents indicated that PBMs would likely be able to provide nationwide access to the pharmacy network in a consolidated purchasing arrangement.  Most respondents indicated that PBMs could fulfill this requirement with few problems.  Respondents agreed that implementing a consolidated purchasing initiative would be a significant undertaking.  Respondents identified the following potential areas of challenge:  systems; timely eligibility processing; benefit design; member disruption; issues related to the variation in populations; maintaining agency identity; and communication between key members.

Respondents estimated that implementation would require three to six months.  Several respondents indicated that a more accurate assessment of needed implementation time could only be made with more information.  Respondents had different views on whether a consolidated purchasing program should be phased in or not.  Three PBMs did not recommend a phase-in, while the remaining six respondents did.  One did not respond.  

The RFI Committee agrees that a collaborative purchasing initiative would be a significant undertaking and that significant challenges are likely to arise.    

Existing state Agency Pharmacy Purchasing

Overview

The populations and programs considered for inclusion in any PBM RFR include Medicaid (MassHealth), GIC, the Department of Public Health State Office for Pharmacy Services, and Prescription Advantage.  The Committee also considered including persons enrolled in MassHealth managed care organizations (MCOs) and the uninsured persons who do not qualify for any prescription drug coverage.

The above programs currently operate independently from one another.  Statistics on the size of these programs are presented in Exhibit A below.

Exhibit A
Current Size of Each State-Financed Pharmacy Coverage Programa
	Program
	Approx.
Covered Livesb
	FY2003 Rx Spending, All Fundsc
($ millions)
	FY2003 Rx Spending, State Funds d
($ millions)

	MassHealth (Fee-for-Service only) b
	661,000
	$990
	$465

	GIC (PPO and indemnity) b
	148,000
	$182
	$130

	Prescription Advantage
	87,000
	$139
	$86

	SOPS
	15,000
	$38
	$38

	Total, All Programs
	911,000
	$1,349
	$719


a/ Data taken from Attachment 1 of Pharmacy Benefits Manager Request for Information, February 5, 2004.  Figures for GIC were adjusted in a subsequent RFI amendment.

b/ Both MassHealth and GIC cover persons in the fee-for-service setting and also through contracts with prepaid health plans (HMOs and MCOs).  The figures in the table reflect only those persons and prescription drug expenditures in the fee-for-service coverage setting.

c/ All Funds figures include beneficiary copayments and Federal share of Medicaid costs.  

d/ These figures represent total pharmacy spending net of Federal Financial Participation (MassHealth only), rebates (all programs), and member payments (Prescription Advantage and GIC).

Agency pharmacy programs have unique features that affect the viability of any consolidated pharmaceutical purchasing program.  These program features can affect the structure of a consolidated pharmacy program, payment methodologies, cost avoidance potential, or the overall benefit of the agencies’ participation in the consolidated program.  These features can be complex.  The section below briefly describes these unique program features to provide some context around the agencies’ analysis of the costs and benefits of their participation.  

Medicaid

Medicaid programs are guaranteed by federal law to receive at least the manufacturer’s best price for prescription drugs.  Best price is the lowest price paid to a manufacturer for brand name drugs once rebates and other price discounts are counted.  Best price excludes nominal pricing (see SOPS below).  Medicaid agencies can attempt to negotiate below the manufacturer’s best price, which most likely would be provided in the form of supplemental rebates.  

Medicaid best price directly affects the level of Medicaid rebates because the manufacturers are required to provide a rebate of at least 15.1 percent of the average manufacturer price or the difference between average manufacturer price and the manufacturer’s best price for the drug, whichever is greater.  Thus, the lower the Medicaid best price, the greater the amount of the Medicaid rebates.  The rebate for generic drugs is 11 percent of the drug’s average manufacturer price.  

The recently enacted Medicare Modernization Act will have a marked impact on the volume of prescription drugs purchased by Medicaid programs because individuals who are dually eligible for Medicaid and Medicare will receive their prescription drug coverage through the new Medicare drug benefit beginning in 2006.  Specifically, the MassHealth program will lose about 50 percent of its total drug purchasing volume once the Medicare drug benefit is implemented.

Department of Public Health State Office for Pharmacy Services (SOPS)

SOPS provides pharmacy services, including clinical management and distribution, to inmate and inpatient populations residing in state facilities.  SOPS covers 43 facilities within the Departments of Mental Health, Mental Retardation, Public Health, and Corrections and County Houses of Corrections.  The complexity of SOPS makes it unique from the other agencies and its characteristics affect the feasibility and benefit of including SOPS in a consolidated purchasing initiative.  

SOPS procures and purchases its own drugs, acting effectively as its own PBM.  A factor in SOPS’ ability to negotiate price discounts is that it operates a closed system in which SOPS “controls” the formulary and its prescribers (and therefore their prescribing behavior).  SOPS develops its own formulary and SOPS providers are either state employees or contract staff.  

SOPS is licensed as a hospital and as such has achieved substantial discounts on drug prices by receiving nominal pricing.  Nominal pricing is lower than the drug prices charged to Medicaid, for drugs for which SOPS delivers 95 percent of the market share.  Currently SOPS receives nominal pricing for six drugs.  

Another key characteristic of SOPS is that it does not generate claims like other state programs, e.g., Medicaid.  Prescription drugs are a line item in the agency’s budget.  Other unique features of SOPS are that it operates multiple drug delivery systems, a pharmacy software program, and has greater staffing needs (which drives the agency’s costs).  Finally, SOPS is currently piloting a return and reuse program in which drugs packaged in punch cards can be redispensed.  

Prescription Advantage

The future of the Prescription Advantage program is uncertain.  Prescription Advantage is scheduled to sunset in 2005 and the new Medicare Part D drug benefit, which will cover an estimated 95 percent of Prescription Advantage enrollees, takes effect in 2006.  The role of Prescription Advantage will evolve, and Elder Affairs and EOHHS are considering whether and how the program can be modified to provide meaningful assistance in the wake of the new Medicare prescription drug benefit.  The state is exploring policy options for its role in prescription drug coverage after Medicare Part D begins.

Group Insurance Commission

GIC is a quasi-independent state agency governed by an 11-member board (the Commission) appointed by the Governor and located administratively within EOAF.  GIC was established by the Legislature in 1955 and is responsible, by statute, for ensuring the provision of health insurance and other benefits to the state’s employees and retirees and their survivors and dependents.  Programmatic, structural, or policy changes to the GIC benefits program require approval by the GIC Commissioners, including contract authorizations.  

GIC prescription drug benefits are provided as part of the overall health benefits plans provided to members in the GIC indemnity and PPO plans.  GIC already requires a nationwide PBM for its members, a feature that would have to be maintained for GIC members if a consolidated purchasing effort were to move forward.

Agency Procurement Schedules

Each of the agencies also has impending contract procurement requirements that need to be taken into consideration if implementing any collaborative drug purchasing initiative.  It will take time to analyze fully the potential opportunities, drawbacks, and administrative considerations of introducing a PBM contract into the mix.  Exhibit B below provides a timeline of related key state reprocurements and programmatic milestones that could impact the collaborative purchasing initiative.

Exhibit B
State Agency Pharmacy Program Reprocurement Schedule and Related Milestones

	Key Reprocurement and Related Milestones
	Timeline

	MMIS RFR
	April 2004

	MassHealth Pharmacy On-Line Processing System (POPS) RFR 
	May 2004*

	Medicare Drug Discount Card and Transitional Assistance Take Effect
	June 2004

	POPS Contract Expires
	September 2004

	GIC PBM RFR
	Sept./Oct.  2004

	GIC PBM Contract Expires
	June 2005

	Prescription Advantage PBM Contract Expires
	June 2005

	SOPS GPO Contract Expires
	June 2005

	SOPS Prime Vendor Wholesaler Contract Expires
	June 2005

	Prescription Advantage Sunsets
	December 2005

	Medicare Part D Implementation
	January 2006

	SOPS Service Contract Expires
	June 2008


*  The POPS timeline is a target timeline and is subject to change.
Strong Cost Containment Measures in Pharmacy Programs

MassHealth, GIC, SOPS, and Prescription Advantage already have strong cost containment measures built into their pharmacy programs.  They use PDLs, formularies, member cost sharing linked to tiered formularies, prior authorization, step therapy, therapeutic substitution, mandatory generics,
 and drug utilization review.  In fiscal year 2003, the per-member per-month increases in pharmacy costs were less than 10 percent in each program.
  This rate of growth is well below the 14.3 percent national rate of growth in Medicaid pharmacy spending during fiscal year 2003.
  While greater savings may be achieved if the agencies further increased the intensity of their utilization management activities; to do so could have significant clinical and political repercussions.  The agencies continually weigh the potential costs and benefits of different cost containment options and make deliberate decisions based on the populations they serve.  

Medicare Modernization Act Impacts

The Medicare Modernization Act, signed into law in December 2003, has significant implications for agency pharmacy programs and any future consolidated pharmaceutical purchasing strategies.  Under the new law, Medicare beneficiaries can sign up for a discount card, which will provide discounts on prescription drugs from June 2004 to December 2005.  During this period, Medicare beneficiaries with incomes below 135 percent of the federal poverty level will also be eligible for $600 per year in transitional assistance toward the purchase of their drugs.  In 2006, the Medicare Part D drug benefit takes effect and Medicare beneficiaries can enroll in a Part D plan through which they will receive their prescription drugs.  Individuals who are dually eligible for Medicare and Medicaid will no longer receive drug coverage through Medicaid, but will receive drug coverage through Medicare Part D.

Through the Medicare prescription drug bill, Medicare will become the primary payer for the majority of Medicare beneficiaries’ prescription drugs.  This significantly diminishes the pool of covered lives (and drug volume) in state agency pharmacy programs and that could be combined in any form of consolidated purchasing initiative.  Currently, 177,000 MassHealth enrollees are dually eligible for Medicare and Medicaid, and account for $530 million (federal and state dollars combined) or about 50 percent of the total of MassHealth drug spending.  Beginning in 2006, this purchasing volume will be excluded from Medicaid.  The Prescription Advantage program has 85,000 enrollees, of which 95 percent are expected to enroll in Medicare Part D.  

	“The Medicare drug bill puts EOEA’s Prescription Advantage program into an extremely uncertain position as to how the program might be reconfigured to fill gaps in Medicare coverage.  We want to be sure to leave open the possibility of EOEA’s involvement in any collaborative effort between State agencies, but at this time it appears that the volume of prescriptions we directly purchase will be dramatically reduced.  Policymakers can assess whether EOEA should ‘plug into’ those initiatives at a later date once EOEA’s role in providing pharmacy coverage after the implementation of the Medicare Part D benefit becomes more clear.”   

--  Randy  Garten, EOEA


GIC will remain the primary payer for drugs for its Medicare-eligible members, but will receive a federal subsidy for retaining retiree prescription drug coverage.  

Thus, the implementation of Medicare Part D in 2006 will decrease the number of covered lives that might potentially be included in a consolidated pharmaceutical purchasing initiative by over 257,000 or 28 percent.  More importantly, this will decrease the overall volume of state annual prescription drug purchasing by 47 percent (including 50 percent of MassHealth pharmacy expenditures and 95 percent of Prescription Advantage expenditures).

Consolidated pharmaceutical purchasing

Several factors affect the ability of consolidated pharmaceutical purchasing arrangements to achieve savings.  Increased purchasing volume may improve the level of rebates or discounts achieved under consolidated purchasing; however, market experience demonstrates that such savings will be modest at best.  The ability to deliver greater market share to a particular manufacturer’s products is more likely to compel drug manufacturers to provide substantial discounts.  Several utilization management strategies can be used, and in some cases are already in place, to drive market share.  Consolidated pharmaceutical purchasing also may hold the potential for some administrative savings.  The affects of volume and market share and administrative consolidation issues are discussed below.

Volume Purchasing Impacts Of Consolidation

Volume purchasing, defined in terms of increasing the pool of covered lives across multiple purchasers, in and of itself does not seem to be a promising source of incremental savings.  This conclusion warrants explanation, as the perception exists in many circles that significant savings can be attained by pooling together a variety of state populations.  The premise that sizable savings will be assured through, for example, Medicaid and GIC negotiating together, as opposed to purchasing prescription drugs individually, appears to be a faulty one for the following reasons. 

First, PBMs already possess exceptional purchasing power.  Their arrangements with pharmacies and manufacturers often involve tens of millions of lives of “purchasing power.”  Thus, providing a PBM with 700,000 lives rather than, for example, 50,000 lives has minimal (if any) impact on the PBM’s overall purchasing power and corresponding level of price discounts.  Such pooling may be of some value in garnering a better administrative cost deal from the PBM.  However, as the respondents to the RFI indicated, this pooled purchasing, in and of itself, does not drive down the ingredient cost of the medications being purchased.  PBM respondents consistently indicated that the most significant savings opportunities lie in managing the volume and mix of drugs, rather than simply gaining covered life leverage to exact better deals from PBMs, manufacturers and pharmacies.  Examples of their comments are shown below.

	Excerpts from RFI Responses:

“The achievement of true, long-term savings...is not as simple as negotiating a lower network reimbursement rate or dispensing fee that further restricts the ability of the pharmacy retailers.”   

“..while there may be a small financial benefit derived from combining the purchasing power of these entities, it would be rather insignificant.”  

“[the RFI respondent] believes that pooling these populations…would not increase purchasing power…[the respondent] does not believe that a ‘one size fits all’ model would be acceptable to the different sponsoring agencies.”

“We believe that most of these savings will not be achieved merely through an increase in bargaining power for more rebates, but rather through an improvement of clinical outcomes and focusing on net costs rather than rebates.”  


Second, manufacturers are not concerned about a payer’s covered life volume, but rather the degree to which methods, such as formulary, prior authorization, and step therapy requirements, are being used by payers to channel prescribing toward (or away from) their products.  Pooling covered persons under a certain payer does not in itself change the volume of medications that can be expected to be purchased from a particular drug company.  

Finally, a price-focused savings strategy is limited by the fact that Medicaid is already legally entitled to and is obtaining the “best price” for each prescription drug product and SOPS has been able to access “nominal price” for many medications that are well below those paid even by MassHealth.  Opportunities to obtain lower prices in the Medicaid arena (which is by far the largest state purchaser of medications) may be quite limited irrespective of purchasing power issues.  Manufacturers are highly averse to lowering price in any state because it could lead to the same price lowering to Medicaid in other states.

	“We receive a 55 percent rebate on a certain anti-convulsive medication.  We didn’t get this rebate through our own negotiations, but because another payer received this price deal and we are entitled to this same lowest price.”    
-- Paul Jeffrey, Pharm D., Massachusetts Medicaid Pharmacy Director   


A similar constraint exists with the “nominal price” latitude enjoyed by SOPS.  These prices are exempt from Medicaid “best price” considerations, and thus, SOPS has been able to obtain prices well below post-rebate Medicaid levels.  Additionally, federal drug pricing laws enable the ability of Medicaid and SOPS to achieve their current levels of discounts, and it is unlikely that those discounts can be transferred to other agencies.

Taking all of the above information into consideration, the Committee believes the perception that savings can be assured through volume purchasing is erroneous.  The input from the PBMs and the Committee members’ extensive direct purchasing efforts all refute the notion that consolidating state prescription drug purchasing will drive down the prices being paid.  The next section addresses other potential features of a coordinated effort.

Market Share And Other Cost Management Impacts Of Consolidation 
The RFI respondents and the Committee members were largely in agreement that if further savings are to be achieved, they are more likely to result from managing the drug benefit than from managing price.  RFI respondents identified these kinds of opportunities in the following excerpts:

	Excerpts from RFI Responses:

 “We believe the mix of brand and generic usage can be favorably impacted.”  

“Through the implementation of a common PDL, and incorporating strategic initiatives (e.g., closing out individual drug classes, as appropriate), increased manufacturer rebates could be significant.”  

“True savings can only be achieved by a partnership focused on the net cost of the services provided.” 

“ … a cooperative strategy that concentrates on managing the key aspects of the state’s drug spend will allow the PBM to demonstrate long-term value as well as short-term savings, by benchmarking significant categories such as:  drug trend, market share movement of critical therapeutic classes, PDL adherence, and drug utilization per member.”    


By using stricter benefit management strategies, including PDLs/formularies, tiered enrollee cost sharing, prior authorization, and step therapy, than are already used by agency pharmacy programs, the Commonwealth could achieve pharmacy cost savings.  For the MassHealth program, the greater net savings could be achieved because of the revenue generated if additional supplemental rebates were paid to the state by the manufacturer.  As noted earlier, manufacturers are willing to make price concessions if the payer is willing to channel prescription volume to the manufacturer’s drugs (and away from competing products).  However, supplemental rebates do not always guarantee net savings.  One RFI respondent noted that, “…the inclusion of a drug in the PDL with a [price] of $30 and no rebates is better than a drug with a [price] of $50 and a 20 percent rebate.”  Net savings also may elude payers if they get “locked-in” to certain pharmaceutical products through their supplemental rebate agreements.  These payers may be forced to forfeit use of new products or generics entering the market.  Finally, supplemental rebates are a price driven intervention, while the key drivers of costs are mix and volume of drugs.  

Trade-Offs

Opportunities to further channel volume toward lower-cost products exist, as do opportunities to secure supplemental rebates.  However, these measures pose significant trade-offs and would need to be achieved against a strong baseline of existing state agency cost containment initiatives.  As noted earlier, manufacturers are very interested in providing favorable prices to payers who channel volume specifically toward their products (e.g., through formulary restrictions).  

It is clearly possible within the GIC program, for example, (where no “best price” or “nominal price” rules exist) to implement a more stringent array of formulary, prior authorization, and step therapy requirements than those that currently exist.  Similarly, Medicaid could implement similar measures that channel more volume to lower-cost products.  It is not a lack of awareness about such opportunities or a lack of purchasing power that prevents these changes from occurring.  Rather, it is simply a matter of where on the cost/quality trade-off continuum it is feasible and desirable for each state agency to be positioned.  

	“We know what next steps could save money on GIC’s drug spend, but these measures involve significant trade-offs in patient access.  We have a 51 percent generic fill rate, so we’re obviously drawing the line in a fairly aggressive place.  But we are also making a conscious decision not to enact more stringent requirements.  If we did want to go further, we wouldn’t need a coordinated approach with other state agencies – we would just need to be willing to become more restrictive than we already are.”   

 – David Czekanski, Assistant Director and Program Manager, GIC


Existing Cost Containment Rigor  

An important issue identified in the above quote is that the state agencies have successfully implemented a strong array of pharmacy cost containment programs, including use of PDLs and formularies, prior authorization, tiered copays, step therapy, automatic generic substitution, and drug utilization review.  Committee members, as well as some RFI respondents, indicated that additional incremental savings would be challenging to attain.  

Political Vulnerability  

To the extent that a consolidated purchasing initiative is formed for the express purpose of lowering state costs through actions such as a single PDL/formulary, many RFI respondents and Review Committee members cautioned that such actions in the public program environment can result in an initiative that has very limited cost containment rigor.  Patients, advocates, manufacturers, physicians, pharmacies, and other stakeholders often vigorously oppose the measures taken to lower pharmacy costs.  A statewide PDL/formulary, while a possible avenue for greater state savings, is also a highly visible target for such lobbying efforts.  While it is difficult to envision exactly how such a consolidated program would play out in the political arena, risks clearly exist that the approach could backfire in the face of political opposition, and fail to yield meaningful cost savings.   

Other Strategies

Other cost management strategies, which are less controversial, are use of mail order pharmacy and participation in the federal 340B drug purchasing program.  Some RFI respondents and the Review Committee members indicated that additional savings might be achievable by relying more heavily on mail order purchasing for certain populations.  The demographics of the MassHealth population, however, may not be conducive to significant use of mail order, as a low-income population is less likely to have stable residences and secure, accessible mailboxes.  Additionally, the MMA will eliminate the role of the Commonwealth as a direct purchaser of prescription drugs in the Prescription Advantage program, which would obviously eliminate the value of a mail order initiative in this setting.  Furthermore, 18 percent of GIC prescriptions are already filled by mail, a rate that would be difficult to increase.

340B Pricing  

The 340B program is a drug purchasing program through which eligible providers receive highly favorable federal “340B pricing.” Under the 340B program, drug manufacturers provide discounts on covered drugs to eligible entities (primarily, safety net providers).  340B prices are about half of the average wholesale price.
  Currently, participation in the 340B program by Massachusetts’s providers is modest, with only a few 340B sites statewide.  For eligible providers, the 340B program could yield substantial savings.  There is already an ongoing effort within agency pharmacy programs to expand participation in the 340B program by providers in the Commonwealth.  

Administrative Consolidation Issues

Although only a small portion of the Commonwealth’s drug spending involves administrative payments, the Committee nevertheless explored opportunities to achieve administrative savings through consolidation.  Most of the RFI respondents indicated that administrative consolidation could yield some savings through the efficiencies that may be gained by consolidated purchasing, such as reducing redundancy of certain functions.  Some potential advantages of using a single contractor are listed below.

· Handling claims for both programs through a single contractor would seem to create economies of scale advantages for the Commonwealth; 

· There would be some advantage to consolidation of data in assessing costs, usage, access and outcomes across both programs;

· Program-specific claims processing features/needs (such as different patient cost sharing, and differing PDL/formulary and prior authorization requirements, if desired) could still be accommodated; 

· PDL/formulary and prior authorization programs that are generally consistent for both agencies would be more user-friendly for physicians; and

· Adding more volume to the drugs included on the PDL/formulary might assist the administrative entity in moving market share to secure favorable prices and rebates.

However, caution should be taken to temper the expected level of administrative savings achievable because agency pharmacy program administrative costs already are relatively low and actual savings will rely on the model implemented, if the Commonwealth were to pursue consolidated purchasing.  Furthermore, administrative consolidation has some disadvantages as described below:

· A new administrative agency might have to be created to run the program, including representation from all affected agencies;

· It would require changing the vendor for at least one of the programs;

· This change could disrupt or change pharmacy affiliations for many persons covered under one or both programs;

· Corrective action against an underperforming vendor could be more difficult if the vendor were serving one agency’s needs well (but not the other);

· The current approach, where each program handles its own needs and tailors its own interventions, enables the programs to serve the very different prescription drug needs of the populations they serve;

· Cost and administrative savings from this consolidation are by no means assured;

· This arrangement could lead to changes in existing cost management programs that are disruptive to patients and physicians;

· Combining the populations could make the PDL/formulary and prior authorization programs even more of a political target than they already are, undermining cost containment capability; and

· The PDL/formulary and prior authorization could become “over-simplified” between the two programs, to the detriment of special needs subgroups.

State-Administration of Certain Functions

A separate issue involves whether some administrative functions should be “contracted out” or created and operated directly by state staff.  No Committee members (or RFI respondents) advocated having the state directly take on the claims processing function.  The types of administrative functions that warrant consideration for direct state implementation include a call center for enrollees and/or physicians, development of clinical programs such as PDLs/formularies, prior authorization, step therapy, and treatment adherence.  The primary advantage of contracting these functions out, is that PBMs or other external vendors provide many administrative services on a very large scale, thereby providing unit cost advantages.  While the primary attraction of having the state directly perform these functions is that outside contractors’ profits would be removed from the system, there is no evidence that the services could be provided at a lower cost, and additional state personnel and capital would be required to perform these functions.  

Summary and options

In general, the Review Committee’s analyses and deliberations have led to fairly serious concerns being raised regarding multiple agencies going forward with a coordinated RFR in the near future.  The most significant concerns noted by the Committee follow: 

· Through the Medicare Modernization Act, Medicare will become the primary payer for the majority of seniors’ (and other Medicare beneficiaries’) prescription drugs.  This significantly reduces the pool of covered lives that could be combined in any form of consolidated state purchasing initiative.  For example, about 95 percent (83,000) of Prescription Advantage enrollees and 19 percent of Medicaid enrollees (i.e., the 177,000 dually eligible enrollees) will be eligible for the new Medicare Part D benefit.
   

· Even if the Medicare population were available for inclusion in a pooled initiative, it does not appear that pooling covered lives, in and of itself, can be expected to yield much in the way of savings.  The RFI responses and the experience of the Committee members with their own programs indicate that further savings opportunities lie primarily in areas involving more stringent management or reduction of the benefit (as opposed to a pure price focus).  

· If available covered life volume is directed toward specific drug products, there may be opportunities to garner more favorable prices.  This would require the state agencies either individually or collectively implementing a more restrictive PDL/formulary; or in the case of MassHealth, a more restrictive MassHealth Drug List.  Each agency has made careful decisions in structuring its current PDL/formulary and prior authorization programs, and each would have to evaluate the additional trade-offs for patients, physicians, and pharmacies associated with moving to a more restrictive PDL/formulary.  A consolidated purchasing model is not needed to reinforce each agency’s PDL/formulary and prior authorization programs.  In fact, a consolidated PDL/formulary and/or prior authorization could become a more vulnerable political target for stakeholders seeking to undermine the cost containment power of these techniques.

· The existing programs have already successfully implemented a broad array of pharmacy cost management programs.  Achieving further savings against this baseline is possible, but becoming increasingly difficult.  The “easy” savings have been accessed and remaining paths to savings involve some vexing trade-offs.

· The pharmacy programs implemented by SOPS are not conducive to any significant merging with Medicaid and/or GIC, as they do not involve retail pharmacies and are therefore not supported by the PBM industry’s business model.

After considering the concerns described above, the RFI responses, and agency pharmacy purchasing experiences, the Review Committee has identified several options that could be considered further.  There may be some important opportunities for successful collaboration between the agencies that warrant further study and/or exploration.  These areas are outlined briefly below and have been discussed in detail earlier in this paper.  

Option 1.  Pursue a bulk purchasing/consolidated PBM RFR.

The model described in the RFI for the Commonwealth to develop and issue an RFR for consolidated PBM services for MassHealth, GIC, SOPS, and Prescription Advantage, does not appear feasible.  There may be some limited opportunities to exact further savings in the Commonwealth’s prescription drug costs.  However, the Commonwealth will not achieve substantial savings through bulk purchasing alone and achieving incremental savings from the Commonwealth’s existing baseline in this way does not come without problematic trade-offs and risks.  There do not appear to be any sure paths to savings through consolidated purchasing that would justify issue of an RFR for this purpose.

A variation of this option would be to have a consolidated PBM RFR for Medicaid and GIC only.  Including only these groups may potentially simplify the consolidated program by removing SOPS, which operates differently from the other agency programs, and Prescription Advantage, which will undergo substantial change upon implementation of the MMA.  However, as above, savings at best would be very limited and there is a likelihood that the Commonwealth would face technical and/or programmatic constraints to implementing this option.

Option 2.  Institute more stringent PDL/formulary management to move market share.

Each agency program would institute a more stringent PDL/formulary than is currently used.  By creating more stringent drug lists, or in the case of GIC, implementing higher copayments for certain drugs, the agencies would leverage their ability to direct the Commonwealth’s drug purchases to certain manufacturers’ products and gain greater discounts for those products.  However, while savings could be attained, public and political opposition to the option could be strong.  There could be many negative repercussions associated with this option, such as member dissatisfaction; increased administrative burden related to increased requests for prior approval; and loss of some rebate guarantees. 

Option 3.  Expand supplemental rebates for Medicaid and potentially other programs.

Consolidated drug purchasing with Medicaid and other agencies could garner greater supplemental rebates for Medicaid and possibly for other programs.  Consolidated purchasing that channels market share toward certain manufacturer’s products could encourage manufacturers to provide expanded supplemental rebates.  However, supplemental rebate agreements with drug manufacturers would have to be carefully crafted to achieve overall savings goal while maintaining the Commonwealth’s flexibility to use new pharmaceutical products and generics as they enter the market.  
Option 4.  Develop a SOPS-administered mail order pharmacy program.

It may be possible to develop a mail order program to allow non-SOPS agencies to take advantage of SOPS’ exceptionally low purchasing costs for certain drugs.  This mail order program, administered by SOPS, could be exported to GIC (and possibly to some Medicaid populations).  Increased use of mail order in general may be viable for SOPS.  Attention would need to be paid to the capital costs with expanding SOPS, as well as to the potential detrimental effect that purchasing through SOPS could have on the GIC retail pharmacy discounts.

Option 5.  Expand benefit management efforts to achieve greater cost avoidance.
Agency pharmacy programs already use a sophisticated set of pharmacy benefit management strategies.  Stricter measures could be considered in order to further encourage provider use of lower cost alternatives or generics.  Agencies could step up or establish disease management programs, and in the case of Medicaid, take advantage of available federal matching funds.  Agencies already conduct and evaluate utilization management activities, but those activities could be intensified to drive use of lower cost drugs.  However, because agency programs currently manage the pharmacy benefit actively and have thus contained their pharmacy costs to some degree, achieving additional savings could be difficult.  Moreover, stricter benefits management could be controversial and meet significant opposition from consumers, advocates, and policy makers.

Option 6.  Use a single PBM/pharmacy benefits administrator (PBA) for MassHealth and GIC.

Administrative consistencies and efficiencies might be found if the Commonwealth used the same PBM or PBA contractor for GIC and Medicaid.
  Such an effort could still permit the two programs to have very different features (e.g., different PDL/formulary & prior authorization rules where appropriate, and obviously very different copay/cost sharing requirements).  However, a PBA alone would not be able to serve the GIC population.  Additional service components currently provided by the PBM would still be required.

Option 7.  Consolidate and assume responsibility for certain administrative functions.

The Commonwealth could directly take on some administrative functions that agencies are currently contracting out.  It may be beneficial for the Commonwealth to “build” rather than “buy” some administrative services in the pharmacy management arena for Medicaid, GIC, and SOPS.  For example, clinical programs and call centers might be better developed and operated directly by Commonwealth staff.  Again, accommodations could be made as appropriate for different programmatic features of Medicaid and GIC.  This alternative would, however, require increased state hiring.

Option 8.  Continue support for agency efforts to expand participation in the 340B program.

Increased use of 340B pricing may be a promising source of potential unit price savings.  Certain barriers would have to be overcome to achieve this – most importantly, there are few 340B points of access in the Commonwealth, so this “network” would need to be broadened considerably as a requisite first step.

Option 9.  Establish a pharmacy program for the uninsured.

The Commonwealth could establish a program to provide pharmacy benefits to individuals who lack prescription drug coverage.  This population could include the 5 percent of current Prescription Advantage enrollees who are not eligible for Medicare, once the new Medicare Part D benefit takes effect; as well as the estimated 400,000 uninsured individuals in Massachusetts.  A program to provide this population a prescription drug benefit can help reduce cost unnecessary hospitalizations and emergency room visits.

Option 10.  Carve-out the pharmacy from MassHealth capitated managed care.
The prescription drug benefit is currently carved-into the capitation payments to Medicaid managed care organizations, but could be carved-out.  The volume of prescription drugs purchased under managed care could be added to the consolidated program volume.  However, design of a Medicaid managed prescription drug carve-out would have to be carefully analyzed and crafted to ensure that costs don’t inadvertently increase as a result of the carve-out.

Option 11.  Establish a new position of State Pharmacy Facilitator.

The Commonwealth could establish a new position of facilitator to coordinate the agencies’ effort to lower prescription drug costs.  The facilitator would be responsible for ensuring ongoing communication and coordination between agencies with a vested interest in achieving savings in prescription drug spending.  The individual could keep all agencies apprised of new information and would convene parties to explore improvements in program costs, access, and quality.  

Other options.
The RFI did not solicit feedback from respondents about prescription drug reimportation and an analysis of the issue was beyond the purview of the RFI Review Committee.  Although the RFI Review Committee did not discuss reimportation, due to the current public debate on the issue, The Lewin Group was asked to address the issue (see Attachment B) and provide the following option:

Explore the possibility of a state-sponsored drug reimportation program.
The Commonwealth could study the feasibility of establishing a prescription drug reimportation program.  A detailed analysis would be required and could include an assessment of different potential programs designs, the risks and benefits, and lessons learned from other states or local governments that have already established such programs.  Federal opposition to prescription drug reimportation programs, manufacturer reactions, and other barriers to a successful reimportation initiative would need to be closely considered.  

Attachment A
Summary of Statewide PBM RFI Responses

The Commonwealth of Massachusetts Executive Office of Health and Human Services and the Executive Office of Administration and Finance issued a Request for Information (RFI) to solicit information about the possibility of establishing a statewide Pharmacy Benefit Manager (PBM) and other ideas about potential pharmacy cost savings.  

The RFI was issued on February 5, 2004, and responses were due by March 11, 2004.  Ten responses to the RFI were received, from a variety of organizations.  These included:

· Advance PCS: a pharmacy benefits manager, currently under contract to the Executive Office of Elder Affairs to support the Prescription Advantage program in the Commonwealth

· Caremark: a pharmacy benefits manager

· Express Scripts: a pharmacy benefits manager, currently under contract to the Group Insurance Commission, an agency located within the Executive Office of Administration and Finance 

· MC-21 Corp.: a pharmacy benefits manager

· MedImpact: a pharmacy benefits manager

· Perform Rx: a pharmacy benefits manager

· Public Sector Partners: a non-profit division of the University of Massachusetts Medical School, currently under contract to the MassHealth program to support the MassHealth Drug List 

· RxHub: an information technology provider that provides infrastructure to support e-prescribing (RxHub is not a PBM but is owned by three PBMs, AdvancePCS, Express Scripts, and Medco)

· Unisys: a data processing and management company, currently under contract to the MassHealth program to support the MassHealth Drug List in the Commonwealth

· WellPoint Pharmacy Management: a pharmacy benefits manager

Attached is a summary of responses received by the Commonwealth.  For purposes of analysis, they have been grouped as follows:

· Responses from PBMs currently under contract to Commonwealth agencies

· Responses from other PBMs

· Responses from other entities currently under contract to Commonwealth agencies

· Responses from other entities

RxHub did not respond to individual RFI questions; its response has been summarized under Question 16 (new technology that should be included in the RFR).

	1.  Would you bid on an RFR for this purpose?

	SUMMARY
	PBMs are clearly interested in this opportunity and willing to bid on the RFR.  The content of the RFR will need to be reviewed, of course.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Yes.  We value our relationship with EOEA and want to offer the other agencies the same benefits.

	Express Scripts
	Yes, we will review the RFR.  We are currently managing a Medicaid/state employee consolidated purchasing initiative.

	Other PBMs 

	Caremark
	Yes.  Caremark would however, jointly propose to the Commonwealth with other subcontractors (e.g., Medicaid providers).

	MC-21 Corp
	Yes.  We currently serve 900,000 Medicaid beneficiaries.

	MedImpact
	Yes.  We have more than 15 years of PBM experience.

	PerformRx
	Yes.  Perform Rx is custom-designed for Medicaid and other public uses.

	WellPoint
	Will likely bid, depending on actual requirements of RFR.

	Other Entities under Contract to the Commonwealth 

	PSP
	Yes.  This is an exciting and valuable endeavor.

	Unisys
	No.  We or any other bidder will need to establish partnerships to be responsive.  Rx shouldn’t be segregated from other medical services; successful vendor will need to have access to all claims.   


	2.  What bidder qualifications would you propose and why?

	SUMMARY
	Respondents tended to cite the following requirements: experience, flexibility and broad-based ability to handle consolidated programs.  Some other specific qualifications cited by the applicants are outlined below.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Member education, account services team, clinical consulting

	Express Scripts
	Willingness to comply with transparency/disclosure requirements

	Other PBMs 

	Caremark
	Integrated mail and retail program, and administration; integrated and agency specific clinical strategies, strong financial standing, licensed in MA, independent of manufacturers.

	MC-21 Corp
	Strong capability in PDL design, administration, supplemental rebates

	MedImpact
	Respondents should cover at least 10 million lives

	PerformRx
	Vendor needs to understand the complexity inherent in PBM work, especially in the public sector environment

	WellPoint
	Meet CMS requirements; track individual enrollees’ benefits in real time.

	Other Entities under Contract to the Commonwealth 

	PSP
	Strong knowledge of state government.  Allow vendor to subcontract to create full capabilities needed – this is a common PBM practice.

	Unisys
	Strong integration capabilities, and strong understanding of populations to be served


	3.  What experience should bidders demonstrate?

	SUMMARY
	Some applicants, including one currently contracting with the Commonwealth, emphasized that multiple vendors will be needed to manage this complex engagement.  Experience in the public arena was the most often cited core competency.  Some divergence occurred as to whether Medicaid & commercial experience were that different, and whether having large clients was important.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Government and employer group clients; fully-integrated set of programs that goes well beyond claims processing.

	Express Scripts
	Experience managing program where each state agency may have different needs/goals; proven ability with other clients of large size & complexity; good network coverage in Massachusetts

	Other PBMs 

	Caremark
	Permit subcontractors, managing government accounts and components of the proposed programs, and experience in program areas (e.g., mail service, rebate administration, etc.)

	MC-21 Corp
	Managing clients of similar size & complexity; Medicaid & commercial experience; PDL; P&T 

	MedImpact
	Experience with group, individual, & special needs enrollment programs

	PerformRx
	Experience reducing Medicaid Rx costs; ability to manage utilization of Rx benefit; ability to work with public sector MIS systems

	WellPoint
	Management of commercial and Medicaid groups are not that different; bidders should provide references;

	Other Entities under Contract to the Commonwealth 

	PSP
	Large contracts not the key; experience with state governments is needed; understand rigidity of state/fed regulations; offices in Massachusetts; political familiarity

	Unisys
	Must be able to resolve differing objectives between Medicaid and commercial marketplace; primary vendor must be able to integrate many corporations/vendors


	4.  What information would you need/desire to prepare a response to an RFR?

	SUMMARY
	Currently-contracted PBMs and most other PBMs all requested detailed claims data so that the potential applicants could assess each program and model cost savings opportunities.  PBMs also wanted detailed descriptions of existing cost containment approaches/rules (PDL, PA, etc.) in each program, so that they can assess the degree to which their programs can achieve further savings.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	12 months of claims data; client formulary; top 100 drugs; eligibility file by zip code, age, gender

	Express Scripts
	Contracts for each agency; claims data; use of mail order; MAC & FUL lists; info on existing staff structure, clinical programs, IT

	Other PBMs 

	Caremark
	Historical claims information and census information, pricing and rebate agreements currently in place, and specific plan design documents for all programs.

	MC-21 Corp
	Volume by class, brand vs.  generic; claims requiring PA, claims paid after implementing PA; rebatable claims; top 100 drugs

	MedImpact
	Claims data; provide RFP electronically

	PerformRx
	Claims data (suggested specs provided); rebate dispute info & status; current Rx administrative costs by agency

	WellPoint
	Claims data (at least 6 months)

	Other Entities under Contract to the Commonwealth 

	PSP
	detailed utilization data; outline of existing formulary practices, physician education, and other usage mgmt efforts

	Unisys
	Data from each agency on: adjudication requirements, formulary, clinical mgmt/PA rules, call center statistics, claims volume; number of member mailings; degree to which institutionalized patients are on Medicaid 


	5.  Is operational term a concern? What is the minimal operational term desired?

	SUMMARY
	Three to five years was suggested by all PBMs.  It was noted (by WellPoint) that PBMs should be willing to offer better terms in exchange for a longer initial contract period.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	3-5 years

	Express Scripts
	Minimum 3 years; prefer 4-5 years with additional option add-on years

	Other PBMs 

	Caremark
	3 years.  A contract term of less than 3 years is not viewed positively by many bidders.  Many PBMs now include penalties for early termination of 3-year contracts.

	MC-21 Corp
	3 or more years

	MedImpact
	3-5 years

	PerformRx
	3 years with 2 add-on option years

	WellPoint
	3 years is typical.  PBMs will offer better terms in exchange for longer initial contract period.

	Other Entities under Contract to the Commonwealth 

	PSP
	3 years with 1-2 add-on option years

	Unisys
	Don’t start until the “last agency’s” current contract ends, then have contract be at least 5 years (with several option years)


	6.  Is ensuring federal certification a potential concern?

	SUMMARY
	Responses varied – it appears that care needs to be taken in the RFR to address certification.  The two PBMs currently contracting with the state did not express that this would be a concern.  Several PBMs that are not currently contracting with the state did not answer this question.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	We will ensure Medicaid system is Federally certified.

	Express Scripts
	Express Scripts works with CMS on certification.

	Other PBMs 

	Caremark
	Caremark is unsure of the nature of this certification and would like more information about this issue before responding.

	MC-21 Corp
	This won’t be a concern, but we will explore this further.

	MedImpact
	Did not respond.

	PerformRx
	It’s a critical concern.  Vendors should be required to have the system certified by CMS to maintain 75% FFP

	WellPoint
	Did not respond.

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Certification should be ensured by RFR requirements for either a takeover of MassPOPS Medicaid or a process that is currently used by a certified program.  Medicaid processes should remain stand-alone and not be consolidated with other agencies.  Also, vendors shouldn’t be subjected to penalties for actions they cannot control.


	7.  Would you provide accurate, drug-specific rebate and discount data?

	SUMMARY
	Responses to this question varied.  The two PBMs currently under contract to the state offered to give the Commonwealth access to data on discounts and rebates, but it is unclear if this will be offered on a drug-specific basis.  Several of the other PBMs stated that they would disclose all data, but others hedged, were unclear on the extent of the data they would share (e.g., reference rebates in their response, but not pre-negotiated discounts), or stated flat out that they do not share discount and rebate information.  

It will be important for the final contract to define what data are desired and to spell out what must be disclosed: pre-negotiated discounts, retrospective discounts, volume rebates, rebate administration fees, etc.  The contract should also address all other forms of manufacturer payments to PBMs (e.g., programs that encourage PBMs to switch one drug for another, grants for disease management programs for clients, compensation for claims data).  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	AdvancePCS will provide rebated and discount data as it applies to the Commonwealth’s aggregate business.

	Express Scripts
	The response is somewhat unclear but seems to indicate that ES passes through rebates on a drug-specific basis.  ES will allow review of manufacturer contracts.

	Other PBMs 

	Caremark
	Caremark does not disclose rebates and discounts, but guarantees prices (is not just as pass-through).

	MC-21 Corp
	MC-21 will provide information on the discounts and rebates negotiated on behalf of the Commonwealth, and suggests that rebates be paid directly to the Commonwealth, which will then pay the PBM the rebate fees.

	MedImpact
	MedImpact offers full disclosure.

	PerformRx
	PerformRx offers full disclosure.

	WellPoint
	WellPoint shares data on rebates.  WellPoint’s response did not discuss pre-negotiated discounts.

	Other Entities under Contract to the Commonwealth 

	PSP
	PSP offers full disclosure.

	Unisys
	Did not respond.


	8.  If this program included persons without Rx coverage, how would you structure the Medicaid portion to ensure maximum Medicaid savings?

	SUMMARY
	PBMs offered two ideas: covering the uninsured under Medicaid (non-Rx Medicaid services were not addressed), or covering the uninsured with other groups and separating Medicaid out.  If the uninsured were covered under Medicaid, their prescription drugs would be subject to Medicaid pricing and rebates.  If they were included with other groups, their volume would be added for purposes of negotiating discounts and rebates.  No vendor suggested a way to obtain Medicaid prices and rebates for the uninsured (unless persons were enrolled in Medicaid), and several noted the need to administer Medicaid separately in order to obtain Medicaid best pricing.  Some PBMs noted that including the uninsured in this program will present special implementation challenges (beyond structuring reimbursement/savings).

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Rx program for the uninsured would need to be separate from Medicaid.  Options include a pharmacy discount card program, lower retail pharmacy reimbursement than Medicaid, and mail service benefit.  Could also have Rx management (prior authorization, formulary, step therapy, DUR).

	Express Scripts
	ES assumes that the state would try to cover the uninsured as a new group under Medicaid to take advantage of Medicaid pricing and rebates.  

	Other PBMs 

	Caremark
	Caremark is only interested in the GIC portion, would subcontract out the Medicaid line of business, and did not address the uninsured or other groups.

	MC-21 Corp
	Did not respond.

	MedImpact
	MedImpact would have separate teams for each line of business.  Medicaid would be administered separately and have its own utilization management programs.  

	PerformRx
	PerformRx would develop a preferred drug list for groups outside of Medicaid and negotiate rebates.  

	WellPoint
	WellPoint would administer Medicaid separately, with separate pharmacy networks and rebates.

	Other Entities under Contract to the Commonwealth 

	PSP
	PSP would extend negotiated pharmacy discounts and potential rebates to this group, but would otherwise administer it separately.  Medicaid rebates would continue to be administered per Medicaid rules to gain access to the best price.  

	Unisys
	Unisys assumes that the state would try to cover the uninsured as a new group under Medicaid to take advantage of Medicaid pricing and rebates.  If the uninsured were not covered under Medicaid, they would be added to the purchasing volume with the other groups.  


	9.  How would you structure the program to ensure that populations currently eligible to receive drugs at below best price could continue to do so?

	SUMMARY
	The PBMs under contract to the state, and most other PBMs, noted that Medicaid would have to be administered separately from other programs.  Most respondents said that each group could be administered separately under an overall program, and that where efficiencies among programs could be obtained they would do so but in the areas of discounts and rebates the groups would probably have to be treated separately.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Medicaid would have to be administered separately from other programs, in order to continue to access federal and supplemental rebates and to comply with Medicaid utilization management, cost-sharing, and data requirements.  

	Express Scripts
	ES does not think it is feasible to achieve Medicaid rebates with the commercial agencies, senior population, or the uninsured.  

	Other PBMs 

	Caremark
	Caremark would only cover the GIC (state employees) group, and would subcontract for coverage of other groups.

	MC-21 Corp
	MC-21 Corp.  would administer the groups separately to ensure that those that receive “best price” would continue to do so.

	MedImpact
	Did not respond.

	PerformRx
	PerformRx would try to obtain 340B pricing for clients who receive services from FQHCs.

	WellPoint
	WellPoint would administer the groups separately to ensure that each received the best price.

	Other Entities under Contract to the Commonwealth 

	PSP
	PSP would administer the groups separately to ensure that each received the best price.  

	Unisys
	Did not respond.


	10.  Would using a formulary provide a financial benefit to Medicaid?

	SUMMARY
	PBMs felt that use of a formulary/preferred drug list (PDL) could help the state obtain supplemental rebates, although the two PBMs currently under contract to the state noted that use of a formulary or PDL in Medicaid requires federal approval.  Three of the entities currently under contract to the state noted the existence of the MassHealth Drug List; most other respondents did not acknowledge that Medicaid already has a formulary-equivalent or appear to factor this into their assumptions about the benefits of a Medicaid formulary.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	The MassHealth prior authorization drug list is, in effect, a limited formulary.  Expansion of the list to include more therapeutic drug classes would benefit Medicaid financially (could obtain supplemental rebates).  

	Express Scripts
	PBMs can implement custom PDLs across state agencies.  A formulary subsystem can be set up to track rebates and apply different copayments for groups subject to cost-sharing.  

	Other PBMs 

	Caremark
	Caremark would only cover the GIC (state employees) group, and would subcontract for coverage of other groups.

	MC-21 Corp
	Establishing a PDL for Medicaid could help the Commonwealth negotiate supplemental rebates.  

	MedImpact
	Use of a PDL and prior authorization programs can provide substantial cost savings for Medicaid.  

	PerformRx
	Medicaid can use formularies and PDLs that comply with federal requirements in order to achieve additional savings.  

	WellPoint
	Use of a formulary could impact rebates, utilization, and overall plan paid costs for each therapeutic class that contains formulary drugs.  

	Other Entities under Contract to the Commonwealth 

	PSP
	More data is needed to see if Massachusetts Medicaid specifically could obtain additional savings (given that the MassHealth Drug List is already in place), but it is possible for Medicaid programs to benefit from PDLs

	Unisys
	MA should possibly expand use of the MassHealth Drug List and maintain the current prior authorization process.  MA could look to dispensing fees for savings.


	11.a.  Would you expect total pharmaceutical costs to be less?

	SUMMARY
	All respondents expect savings to be achieved through a combination of strategies including use of generics and lower cost drugs, PDL, disease management, and utilization management.  The two PBMs currently under contract to the state pointed out the differences in reimbursement and procurement methodologies among the state pharmacy programs and noted the particular challenge of integrating DPH into the other programs.  Two respondents offered slightly differing opinions on whether the Medicaid, GIC, and EOEA populations would be well-served by PBMs or in a closed system.  Unisys noted that to the extent that the programs require customization within a consolidated program, the ability to effect cost reductions will be limited.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Their response encompasses a wide range of issues:

Single PBM would create savings through single consistent formulary that’s user-friendly for physicians;

It is unlikely that Rx volume will decrease, however.  (PBMs may already be using strong approaches;)

More mail service utilization for GIC and EOEA could create savings;

Supplemental rebates for Medicaid are a key savings opportunity;

Carve-out of Rx from capitated managed care lives may create savings;

Concerns surround new Medicare drug benefit, which eliminates savings for Medicaid dual eligibles and EOEA program.  Movement of these drugs to Medicare decreases leverage the State has to obtain supp.  rebates

Does not recommend moving state prison and state hospital systems into this effort.  The “closed system” for these persons is cost effective for purchasing, but the other pops (Medicaid, GIC, and EOEA) can’t be put into this closed setting as this would overly limit access.

	Express Scripts
	Yes, savings can occur.

PBMs are well-suited to serve MassHealth, EOEA, and GIC.  Not well-suited to serve DPH direct purchaser programs.

Consolidated purchaser can obtain savings through common PDL (which increases rebates), and clinical/benefits design programs to increase generic usage, decrease medication volume).  

	Other PBMs 

	Caremark
	Yes.  Trend strategies include: incentives to use generics and lower-cost drugs.  Disease management and safety edits can reduce overall health care costs even thought they may raise pharmacy costs.

	MC-21 Corp
	Net costs needs to be focus of the initiative, not rebate amounts.  Strong benefits management is more important than purchasing power -- far greater use of generics is possible in Massachusetts.

PBMs offer many non-savings advantages:  P&T committee, PDL, single database, standard utilization protocols, formulary compliance, administrative simplification, centralized disease mgmt.

	MedImpact
	Differences in populations must be considered, but significant savings are possible.  Supplemental rebates and shift to more generics are the key vehicles.

	PerformRx
	Substantial savings can occur.  In addition to standard approaches, we will use PolyPharmacy for high-users, therapeutic interchange programs, appropriate dosing.  We feature a holistic approach.

	WellPoint
	Long-term savings require a partnership focused on net costs, not a focus on price, cutting dispensing fees, etc.

We optimize use of generics, including pharmacy incentives to dispense generics and several other programs

We use 4-tier formularies, reference pricing, and percentage copays.

A variety of programs are used to address unit cost and utilization challenges.  Step therapy is relied upon.  



	Other Entities under Contract to the Commonwealth 

	PSP
	Bulk purchasing might yield some immediate price savings, but managing the Rx benefit better is the long-term solution.  Statewide PDL (tailored as needed for each program) is a key driver in the savings that can occur.  Other sources of savings include: common administrative systems; supplemental rebates; coordinated physician/pharmacy education programs; pilot programs; use consolidated data for outcomes analyses 

	Unisys
	Cost savings are possible through true consolidation and if each agency enforces the cost containment program, but won’t occur if the agencies maintain their independence and impose their own processes.  PBMs have good array of programs, but external influences (pharmacy, member, etc.) can limit the PBM’s ability to lower usage and costs.  


	11.b.  Which agencies’ Rx costs would be expected to be less? Which might be greater?

	SUMMARY
	Responses varied greatly.  Some respondents indicated that certain agencies would achieve savings, but others doubted whether those same agencies have lower costs.  The PBMs currently under contract to the state noted that Medicaid might have potential for savings due to the size of the program (although this might be reduced due to new Medicare pharmacy benefit), as would the GIC program with increased use of mail order.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	More mail service utilization for GIC and EOEA could create savings;

Supplemental rebates for Medicaid are a key savings opportunity;

Carve-out of Rx from capitated managed care lives may create savings;

Concerns surround new Medicare drug benefit, which eliminates savings for Medicaid dual eligibles and EOEA program.  Movement of these drugs to Medicare decreases leverage the State has to obtain supp.  rebates

Does not recommend moving state prison and state hospital systems into this effort.  The “closed system” for these persons is cost effective for purchasing, but the other pops (Medicaid, GIC, and EOEA) can’t be put into this closed setting as this would overly limit access.

	Express Scripts
	Medicaid offers greatest savings opportunities due to large size of pop.  and high use.  However, influence of lobbying and other groups can diminish savings that would otherwise occur.  Supplemental rebates and more competitive MAC list hold promise.

GIC and EOEA are actively managed now, but restricted/closed formulary would yield savings; mail order requirement would increase GIC savings

Minimal synergy exists between DPH and the other agencies due to structural differences in how prescription drugs are purchased.

	Other PBMs 

	Caremark
	Agencies will likely experience savings however, federal regulation of benefits and pricing may limit programs and saving of the Medicaid population.  Increased inter-agency coordination may increase administrative costs.

	MC-21 Corp
	Did not respond.

	MedImpact
	DPH-SOPS and the GIC (PPO and indemnity) programs would yield savings.  Medicaid and EOEA might have higher PMPM costs.

	PerformRx
	Unless there is a statewide formulary, small savings would occur through combined purchasing.  A restricted pharmacy network might yield some savings on dispensing fees.  EOEA wouldn’t have much savings.

	WellPoint
	Medicaid, EOEA and GIC would realize savings.  Prior authorization would yield savings; WellPoint Formulary wouldn’t increase costs in any of the programs.  

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Did not respond.


	11.c.  How would you demonstrate achievement of such savings?

	SUMMARY
	Historical or baseline spending data would be compared to new program spending.  Two respondents calculate and/or report savings by intervention (based on theoretical or other state examples, not Massachusetts-specific data).  The non-PBMs did not respond to this question.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Set a baseline over a 3-month period prior to implementing the new program.  Compare operational performance to this baseline.

	Express Scripts
	Savings would be demonstrated through usage analyses pre-change and post-change.  Example was provided of savings calculation of PPI prior authorization initiative in Georgia (~70% savings occurred).

	Other PBMs 

	Caremark
	Reports overview activity during the reported period, compared to the prior period and year to date, and summarized by delivery system.  Another report compares maintenance and acute drug spending.  A third report details savings from clinical programs.

	MC-21 Corp
	Did not respond.

	MedImpact
	Track Rx costs historically and then compare to experience after new utilization management programs are introduced.  Savings for each program should be monitored individually.  

	PerformRx
	Claims data is key, but it is also important/necessary to look at total patient costs due to the cost shifting that can occur in the health care arena.

	WellPoint
	Separate savings calculations are needed for different interventions.  

DUR & PA:  based on cost avoidance

Formularies:  Net ingredient cost to State can be measured across multiple time periods

Health Management:  Compare costs of implementing to Rx savings

Drug Interchange:  Look at number of conversions to lower-cost products  

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Did not respond.


	11.d.  What is the anticipated range of savings you expect MA to receive?

	SUMMARY
	Two PBMs provided estimates of the savings potential of certain pharmacy benefit management programs (e.g., preferred formulary, supplemental rebates, drug utilization review) using theoretical examples or the experience of other clients; most were unwilling to provide a Massachusetts-specific estimate without reviewing claims data.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	State Medicaid programs can save 10% through supplemental rebates and formulary

MassHealth may be slightly less since PA is already in place

	Express Scripts
	Can’t quantify this yet without more information

	Other PBMs 

	Caremark
	This is difficult to estimate at this time.  Caremark would provide an estimated savings to the Commonwealth in our response to the potential RFR.

	MC-21 Corp
	Did not respond.

	MedImpact
	Need 2 years of claims history to estimate savings

	PerformRx
	Need data to estimate savings

	WellPoint
	Their DUR savings typically total 10% of drug costs

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Did not respond.


	11.e.  Would you expect the PBM to be willing to guarantee any savings?

	SUMMARY
	Responses were mixed.  Some responded that PBMs are willing to guarantee savings or rebates over multiple years.  Others indicated that savings could not be guaranteed, that for the Medicaid program additional rebates could not be guaranteed, or that more information was needed.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	MassHealth rebate savings cannot be guaranteed – they are mandated at state and federal levels.  For other agencies, we may explore savings guarantees after we’ve been working together for a year.

	Express Scripts
	PBMs typically offer guaranteed rates and guaranteed rebates, including brand/generic/MAC discounts, dispensing fees, mail rates.  Typically, we offer guarantees for three years.

	Other PBMs 

	Caremark
	Yes.  Most PBMs are willing to guarantee clinical program savings and rebate discounts for the term of the contract.  Specific structures will vary by PBM

	MC-21 Corp
	Did not respond.

	MedImpact
	We are willing to discuss a percentage of savings arrangement.

	PerformRx
	Can’t say without analyzing data.

	WellPoint
	Will guarantee rebates on a multi-year basis.  PBMs also are sometimes willing to guarantee the trend (rate of increase) in Rx costs, although such guarantees typically come at the “cost” of limits on the client’s (state’s) decision-making authority.  Trend guarantees might be workable for GIC and EOEA.

WellPoint would want to review at least 6 months’ data.  WellPoint may propose an incentive plan based on reducing net State costs; e.g., put a portion of WellPoint’s rebate retention revenue at risk based on lowering state’s pharmacy cost trends.   

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Did not respond.


	11.f.  Can savings be achieved by carving Rx out of Medicaid managed care?

	SUMMARY
	Several respondents stated that carving out pharmacy out of Medicaid managed care could achieve savings if the carved-out program used the same strategies as the managed care organizations (e.g., strong utilization management, supplemental rebates).  Mere aggregation of additional lives through a carve-out was not expected to create substantial savings.  One respondent required more information and another thought pharmacy should be carved-in.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Supplemental rebates would be necessary to yield savings under a carve-out; if not, it is probable that the federal rebates alone would not result in the same savings as the managed care organizations currently offer.  A detailed (4 page) chart was provided comparing different Rx approaches within the Medicaid managed care program.

	Express Scripts
	Not enough information is available to determine this; in general we believe Rx services should be carved out to a single vendor.

	Other PBMs 

	Caremark
	This is a logical assumption.  Simply aggregating the lives to increase purchasing power with manufacturers will only advance a state so far in its strategy.  The real impact lies in the ability to manage the benefit.

	MC-21 Corp
	Did not respond.

	MedImpact
	Yes, relying on single PBM is best, particularly in achieving network discounts and rebates.  However, maximum cost savings requires strong utilization management and proper drug selection.

	PerformRx
	Carving out Rx encourages cost-shifting.  Real savings are most likely to occur if pharmacy is managed within a managed care plan structure.  

	WellPoint
	Did not respond.

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	We believe carving out Rx from capitated health plans would yield savings to the degree savings are currently achieved in MassPOPS through an aggressive program to control utilization and costs.  


	11.g.  To what degree is volume purchasing likely to achieve price savings?

	SUMMARY
	Most respondents indicated that purchasing power—directing purchasing towards specific drugs (through preferred drug lists/formularies or other tools) in order to achieve additional rebates—could achieve some level of savings.  These respondents generally thought volume per se (aggregation) would have little effect on savings; it would have to be accompanied by PDLs and other management strategies.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Pooling populations and creating a consistent PDL will result in better compliance for all programs, resulting in increased utilization of more cost-effective preferred drug list medications and higher rebates based on increased utilization.  Because the PBMs represent many more lives than the Commonwealth, the rebates a PBM could negotiate would not increase as a result of the pooling of lives.  No changes are recommended for the direct purchasing programs administered for prison and state hospital systems.

	Express Scripts
	Degree of price savings cannot be estimated without additional data; but purchasing power will improve retail pharmacy reimbursement rates, rebates, MAC savings.  

	Other PBMs 

	Caremark
	This is plausible, however, returns achieved through adding lives may not generate significant savings in price.  Long-term success of state strategy to achieve price savings must look beyond the price and also include strategies to impact the products your members use, as well as the utilization of those products.

	MC-21 Corp
	Did not respond.

	MedImpact
	Savings will occur through volume purchasing for manufacturer discounts/rebates; would facilitate disease and therapy management programs that lower overall health costs

	PerformRx
	The savings that come from purchasing power alone will be insignificant.  Medicaid savings can occur, but only through State creating an enforceable statewide formulary.  Outside of Medicaid, there are only 250,000 lives and not much purchasing power.  

	WellPoint
	Pooling the populations into one PBM could have favorable impact on network contracting and especially on rebates.  

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	If all four programs are operated consistently, then volume-based price savings can occur.  However, such a “one size fits all” model isn’t realistic – thus consolidation wouldn’t enhance purchasing power


	12.a.  Would you expect total administrative costs to be less?

	SUMMARY
	Most respondents, including the PBMs currently under contract to the state, believe administrative costs would be less due to streamlined processes, administrative efficiencies, and economies of scale that could be gained in a consolidated program.  Savings would depend on program structure.  One respondent thought administrative costs would be higher due to start up and program maintenance costs.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Yes.  Consolidating and integrating pharmaceutical purchasing and management under one PBM would eliminate duplicative efforts, streamline processes and reduce paperwork.

	Express Scripts
	Yes.  Savings would be achieved by combining administrative fees to PBMs and lowering internal administrative costs by reducing number of staff and streamlining processes.

	Other PBMs 

	Caremark
	Does not charge an administrative fee for FFS products (GIC).  Caremark would provide a cost savings analysis.

	MC-21 Corp
	Did not respond.

	MedImpact
	Yes.  The level of estimated administrative cost savings would depend greatly on the pricing model the State would expect.

	PerformRx
	Yes.  There are opportunities for achievement of economies of scale on the administrative side, but the timing and process of implementation and transition could cause savings to be recognized later rather than sooner.  An impact of the Medicare Modernization Act is on the payment of drugs for institutionalized and community-based dual eligibles may require a shift of focus for the state.

	WellPoint
	Yes.  

	Other Entities under Contract to the Commonwealth 

	PSP
	Yes.  The Commonwealth would gain administrative savings and efficiencies from coordinated physician education campaigns, formulary development, pharmaceutical company negotiations, and consistent clinical program development and implementation across agencies.  

	Unisys
	No.  Unisys does not expect administrative costs to be less because there would be the following new costs associated with the benefit: software, benefit administration/management, specialized agency reporting and requirements, start-up costs, and Medicaid MMIS.  


	12.b.  Which agencies’ administrative costs do you expect to be less?

	SUMMARY
	Respondents did not identify specific agencies whose administrative costs would be decreased.  Respondents indicated that additional information regarding current practices and program design is required to provide specific information.  Some respondents indicated that initially administrative costs would be higher, but that savings would be achieved as program experience is gained.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	All of the Commonwealth’s agencies have the potential to realize cost savings.  New programs and services may need to be implemented to assist the Commonwealth in reducing administrative costs.

	Express Scripts
	Additional information is required.  Will consolidation maintain a single contract with the PBM for all agencies, or will there be different contracts with varying services for the agencies?

	Other PBMs 

	Caremark
	Some agencies may see an increase in administrative fees, but year-end savings will exceed administrative fees by an agreed to and guaranteed ROI.

	MC-21 Corp
	Did not respond.

	MedImpact
	Did not respond.

	PerformRx
	Agency savings will depend on how agencies administer the program.

	WellPoint
	GIC administrative costs may be less if prior authorizations can be reduced or eliminated.  Initial implementation of these edits for other programs may briefly increase administrative costs which will decrease when providers have been fully educated on their use

	Other Entities under Contract to the Commonwealth 

	PSP
	Value of savings will be evident following a thorough analysis of current practices within each agency.

	Unisys
	Not applicable; please refer to our response to question 12a.


	12.c.  How would you demonstrate achievement of such administrative savings?

	SUMMARY
	Respondents would determine baseline administrative costs (including the cost of current PBM contracts), which would be compared to costs after implementation of the program.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	To demonstrate savings, AdvancePCS would determine the baseline administrative costs prior to implementation, measure administrative costs and compare them to the baseline to determine percent savings.  

	Express Scripts
	Savings would be reflected in the PBM pricing offers, which would be compared to current contracts.  Express Scripts recommends that the Commonwealth evaluate the current cost having of multiple vendors.

	Other PBMs 

	Caremark
	Report savings on a regular basis.

	MC-21 Corp
	Did not respond.

	MedImpact
	Did not respond.

	PerformRx
	Identify achievement of milestones by the PBM that trigger reductions in recognition of state-level functions and costs.  The specific approach would be decided by the PBM and Commonwealth.

	WellPoint
	WellPoint Pharmacy Management would periodically analyze net impact of intervention programs including administrative costs and time burden on individuals.  

	Other Entities under Contract to the Commonwealth 

	PSP
	The value of administrative savings would be evident through an analysis of current agency practices.

	Unisys
	Not applicable; please refer to our response to question 12a.


	12.d.  What is the anticipated range of administrative savings you expect MA to realize?

	SUMMARY
	No respondent provided an anticipated range of administrative savings and all stated that additional information regarding current practices and programs is needed.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	AdvancePCS would provide a strategic plan and estimates of savings after evaluating the Commonwealth’s programs and clinical and financial goals.

	Express Scripts
	Additional information regarding the structure of the agency consolidation is needed before estimating administrative savings.

	Other PBMs 

	Caremark
	This is difficult to estimate at this time.

	MC-21 Corp
	Did not respond.

	MedImpact
	Did not respond.

	PerformRx
	It is difficult to project savings on the basis of what we now know about the programs.

	WellPoint
	Administrative savings are difficult to assess without fully understanding current costs and volumes

	Other Entities under Contract to the Commonwealth 

	PSP
	The value of administrative savings would be evident through an analysis of current agency practices.

	Unisys
	Not applicable; please refer to our response to question 12a.


	12.e.  Would you expect the PBM to be willing to guarantee any administrative savings?

	SUMMARY
	Most respondents thought that a PBM would guarantee either administrative savings or fees.  The PBMs currently under contract to the state noted that the PBM would guarantee fees.  Two respondents noted that they did not expect PBMs to guarantee administrative savings.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	A PBM should be willing to guarantee administrative fees for a period of 90 days from the date of the proposal for the purpose of review.  If a contract is signed within that time frame, the prices should be guaranteed for the initial term of the contract

	Express Scripts
	PBMs would not guarantee administrative savings, but would guarantee administrative fees under the contract.

	Other PBMs 

	Caremark
	Most PBMs offer some guaranteed savings on clinical programs.

	MC-21 Corp
	Did not respond

	MedImpact
	Did not respond.

	PerformRx
	It is likely that the PBM would guarantee administrative savings, but such a guarantee would be contingent upon particular actions at the state-level.

	WellPoint
	WPM would not expect PBMs to be willing to guarantee administrative savings

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Unisys does not expect any administrative savings.  


	13.  What other administrative requirements would you included in the RFR?

	SUMMARY
	Respondents listed a variety of administrative requirements: claims processing, eligibility processing, enrollee information, mail service, data warehousing, customer service and member education, clinical management, and flexibility of the system to accommodate program changes.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Developing eligibility and file layouts, ability to handle claims history requirements, ability to ensure network pharmacy access levels, reporting and data delivery, data integration, and ability to help develop formularies.  

	Express Scripts
	Express Scripts recommends that the Commonwealth identify the lead agency of the contract, describe how contracts will be set up to accommodate specific agency needs, describe how the agencies will communicate and make decisions.

	Other PBMs 

	Caremark
	DUR, retail network, mail service, customer care center, account management, communication materials, reporting, eligibility processing, and claims adjudication.

	MC-21 Corp
	Did not respond.

	MedImpact
	Clinical management of each population.

	PerformRx
	Accessible project team; clear delineation of Commonwealth and PBM roles and responsibilities; well-developed implementation process; MIS capacity and processes, ability to coordinate clinical and administrative functions, and accessible call center.  

	WellPoint
	Centralized customer service, pharmacy help desk services, and mail service pharmacy, therapeutic intervention programs for retail and mail order prescriptions, questions about the printing and mailing of identification cards and member handbooks.

	Other Entities under Contract to the Commonwealth 

	PSP
	The chosen vendor on this initiative should demonstrate a willingness to comply with a full and comprehensive audit at the state’s discretion.  The PBM should offer maximum system flexibility to make plan design changes.

	Unisys
	Consolidation of all eligibility into a single database to make it easier for a consolidated PBM service to access a single source for eligibility-based edits and processing and member tracking.  


	14.  What administrative requirements should not be included in the RFR?

	SUMMARY
	Responses varied.  Responses included removing the requirements for an integrated Medicaid and GIC program, requiring instead a coordinated program, removing the requirement for a state-owned Medicaid system, excluding appeals, and using incentives rather than penalties.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Select a company that is free from influence, financial ties, and conflicts of interest.

Does the PBM adhere to client principles? 

Is the PBM large enough to get the job done? 

Ensure that the PBM has significant relationships and experience with large customers.  

Ask for references.

	Express Scripts
	Recommended exclusions include the requirement for a state-owned Medicaid system, while retaining the requirement for CMS certification; and excluding DPH SOPS from the agency consolidation because of its unique structure.  

	Other PBMs 

	Caremark
	Do not require an integrated Medicaid (DMA) and Group Insurance Commission (GIC) system.  Instead offer a coordinated program to permit vendors to provide services in coordination with each other.

	MC-21 Corp
	Did not respond.

	MedImpact
	There are few administrative requirements that are outside the realm of MedImpact’s capabilities.

	PerformRx
	Incentives for the provision of quality affordable pharmacy should be used versus a system of penalties.

	WellPoint
	Member appeals of formulary decisions or the mandated substitution of generics made by the Health Plan or employer are designated to the Health Plan or employer to review.

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	All administrative programs with the possible exception of eligibility and enrollment should be conveyed to the vendor.  


	15.  What other programmatic and support functions should be included?

	SUMMARY
	Responses varied, but included functions such as formulary development and management, data collection and warehousing, claims payment, provider and patient education, eligibility processing, and customer service.  Several respondents did not list any specific programmatic or support functions that the PBM should provide.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Support activities can include:  aggressive formulary management; negotiating competitive AWP discounts while adhering to Massachusetts Most Favored Nations laws; establishing key incentives that promote utilization of generics; applying innovative, evolving technology to aggressively manage high-utilizing members; member and physician education; online identification of lower cost drug substitutes at the point of service, pharmacy help desk.  

	Express Scripts
	Did not list other programmatic and support functions to be included in the RFR.  Express Scripts recommends that information be provided in the RFR regarding the number and types of current vendor relationship regarding claims payment, processing, eligibility, provider payment, and data warehouse services.

	Other PBMs 

	Caremark
	Promoting generics and cost-efficient drug choices, compliance with drug therapies, cost-efficient distribution, wellness promotion, staying updated on the industry.

	MC-21 Corp
	Did not respond.

	MedImpact
	Did not list other programmatic and support functions to be included in the RFR.  Notes that all aspects of the PBM contracting should focus on the open and objective management of the State’s pharmacy benefit without influence by other outside interests.  

	PerformRx
	Bidders should describe how they will proactively facilitate collaboration with the state, beyond such core functions as claims processing, obtain rebates, and reporting.  The bidder should also provide a detailed transition plan, including data gathering and interpretation and discussions with stakeholders.   

	WellPoint
	Reporting capabilities (both standard and ad-hoc on-line reporting); on-line real-time access to eligibility and claims processing systems; personnel and logistical support, meetings with the PBM account team; P & T Committee processes; the PBM’s MAC List, and availability of pharmacoeconomists to serve as advisors.

	Other Entities under Contract to the Commonwealth 

	PSP
	In-state presence to facilitate daily support, including the customer call center.  The call center should be staffed by local residents who represent the cultures, languages, and diversity of the plans’ membership.

	Unisys
	Did not respond.


	16.  What new technology would you include in the RFR?

	SUMMARY
	Electronic prescribing, real time information regarding formularies and drug alternatives for providers, and web-based information and reports for providers and patients.  One respondent suggested that the Commonwealth inquire about anticipated innovations in the RFR.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Hand-held electronic formularies and electronic generation of written prescriptions, online prescribing, instant messaging related to formulary suggestions, tracking of whether patients have filled/refilled their prescriptions, physician websites for medication histories and obtaining industry developments.  

	Express Scripts
	Electronic prescribing at the point of care.  One potential use of point of care connectivity is performance-based incentives for “connected” physicians based on improvements to their prescribing behavior.

	Other PBMs 

	Caremark
	On-line price checking, electronic reports for members, automated prescription processing, on-line pharmacy benefits management, and an on-line decision support system.

	MC-21 Corp
	Did not respond.

	MedImpact
	MedImpact recommends that the Commonwealth inquire as to what products/services vendors have under development or will soon be launching that would be of benefit to the Commonwealth and its member population.  

	PerformRx
	The RFR should solicit responses as to both particular innovations that are either being used in other places (such as electronic prescribing) and the prospect for general and other innovations.  Specific technologies that might be referred to in the RFR include: web based access to data, reports, and program information, claims submission and processing.  


	Availability of e-prescribing tools that accept the order, transmits it to a central or local processing hub, and then routes it to the appropriate fulfillment channel—typically a retail pharmacy or mail order provider.  Consider including questions related to the use of the Internet for member services such as ordering mail service prescriptions and providing health information.
	

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Did not respond.

	RxHub
	We encourage the Commonwealth of Massachusetts to promote e-prescribing to Massachusetts physicians and interoperability among technology partners and PBMs to achieve these results.  RxHub supports interoperability by connecting over twelve e-prescribing vendors and the three largest PBMs today and are actively pursuing connectivity with additional technology partners and PBMs.  We believe that e-prescribing, for many providers, is the first step towards automating the entire ambulatory care delivery setting.  It is the most frequent and powerful tool in treating patients, especially those with chronic disease, the fastest growing part of the healthcare dollar, the primary focus of patient safety experts,  as well as the most automated and connected clinical process today.  Physician adoption is a key in achieving this automated clinical environment.  Ways to support physician adoption include adding more value in the automation of their processes, e.g., provide more information for decision support, provide information on more patients, reduce financial barriers for investing in technology and provide ongoing incentives to utilize technology.


	17.  How would you manage a contract for service provision for multiple agencies?

	SUMMARY
	Most respondents offered similar approaches: account teams, including contacts for specific agencies, would oversee and coordinate transition and implementation of the program.  Functions common across agencies would be handled in a centralized manner and agency specific issues would be handled by the agency lead.  Some noted that subcontracts or partnerships might be used to provide services to all agencies.  Two respondents indicated that management decisions would be made after contract execution.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Account team for EOEA will remain in place, but will be expanded.  Quarterly on-site meetings and year-end meetings will take place.  During the transition, the account team will include an implementation manager.

	Express Scripts
	Management decisions would be made once the contractual agreement has been reviewed.

	Other PBMs 

	Caremark
	Caremark would respond to this after reviewing and analyzing the service provision in its entirety.

	MC-21 Corp
	Did not respond.

	MedImpact
	In general, the successful contractor should be able to provide all services described in the RFI either through internal resources or through strategic partnerships with other vendors.

	PerformRx
	High-level coordinating entity (to develop program requirements and procedures and ensure uniformity, and where the state would have the ability to ensure that agency compliance).  Centralize certain core functions to facilitate information exchange.

	WellPoint
	To provide consistent and focused service, the same teams that transition the Agencies will provide on-going account service.  We provide a detailed implementation plan that provides timelines for the entire process and details each party’s responsibilities.

	Other Entities under Contract to the Commonwealth 

	PSP
	Centralized account team to address areas of common efforts, but would also name dedicated service teams for each agency.  The service teams would work closely with and be represented on the centralized account team to ensure maximum cooperation across the programs.

	Unisys
	Assign a single contract manager and an agency manager for each Commonwealth agency.  In the actual operational organization, the contract manager and agency managers would be accountable to an assigned account executive.  


	18.  How would you maintain a separate clinical standard for each agency?

	SUMMARY
	Four respondents suggested having one clinical standard across each agency to achieve consistent benefit design and minimize administrative costs.  Other respondents indicated that one entity would oversee clinical standards for each agency and would ensure customization of standards according to individual agency needs.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	A clinical program director will manage the clinical aspects for each agency’s program and will work with each agency’s individually assigned account executive and account team to coordinate clinical strategies tailored to each agency.

	Express Scripts
	Explore the specific goals and objectives of all four agencies.  Express Scripts recommends a single clinical standard across all agencies.  This allows for consistent benefit design and utilization management strategies, and may result in increased market concentration.

	Other PBMs 

	Caremark
	Develop agency specific standards.  Reporting capabilities can handle multiple group numbers and data can be reported at various levels.

	MC-21 Corp
	A separate clinical standard can be maintained through the establishment of a single P&T committee with different sub-committees for each agency.  A specific PDL for each agency in accordance with each of the population’s need can be developed.  

	MedImpact
	Our practice is to utilize the same standard of care across benefit programs, understanding the unique needs from a regulatory and coverage perspective.

	PerformRx
	Each agency would require its own standards and reporting of care requirements associated with funding and other characteristics that require particular attention.  Close and particular attention would have to be paid to each agency and program in order to achieve the appropriate balance between clinical and financial results.

	WellPoint
	The Clinical Pharmacy Manager will be responsible for clinical, formulary and Pharmacy & Therapeutics management for each Agency.  This includes drug utilization review activities, academic detailing, pharmacy network management, and detailed drug information dissemination.  

	Other Entities under Contract to the Commonwealth 

	PSP
	Provide the administrative functions and/or management strategies to support separate clinical standards for each agency.  PSP also embraces the concept of consolidating clinical standards where it makes sense and where the evidence supports it.  

	Unisys
	Recommend reconsidering having separate clinical standards for each agency.  Customized standards usually cause incremental administrative costs.  Agencies should consider each agency’s clinical standards beyond the baseline (requiring customization) so that the customization could be applied, as appropriate, to other agencies’ programs as well 


	19.  What quantitative information or data would you use to measure quality?

	SUMMARY
	Several respondents indicated using customer service statistics, claims data, surveys of members and prescribers, prior authorization, and prescribing pattern data.  Three respondents suggested using NCQA/HEDIS measures.  Three respondents indicated that measures would be determined as appropriate for specific conditions or programs.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Customer service call statistics, self-evaluation, quality check during dispensing and enrollment processing, utilization, NCQA/HEDIS measures.  

	Express Scripts
	Surveys of pharmacies, members, and physicians; prescribing behavior, DUR; patterns in prescribing; prior authorization savings; quantity level limit savings, other key statistics reports (e.g., drug spend, number of Rx, PMPM costs).  

	Other PBMs 

	Caremark
	Generic use, Implementation, Mail Service Prescription Accuracy, Mail Turnaround Time, Management Report Timeliness, Paper Claims Accuracy, Paper Claims Accuracy, Paper Claims Turnaround Time, Phone Abandonment Rate, Phone Average Speed of Answer, Retail Network Pharmacy Access.

	MC-21 Corp
	Quantitative data elements vary according to specific therapeutic categories and the clinical delivery you will measure.  A standard guide of quality used is the HEDIS indicators.  

	MedImpact
	Physician profiling capabilities to monitor prescribing, pharmacy audit services to identify fraud and abuse and sentinel events.  The PBM should offer performance guarantees with financial penalties in the areas of member services, claims adjudication accuracy, etc.

	PerformRx
	Use clinical protocols to establish the appropriateness of its pharmacy decisions.  To the degree the Commonwealth finds it necessary or desirable to do so, specific indicators could be specified for specific diseases or conditions and made part of the RFR’s specifications.

	WellPoint
	WPM would annually report to each agency results of each initiative from the client business plan.  Measurements will vary to match the program.  Similar data elements would be used for other clinical programs implemented.

	Other Entities under Contract to the Commonwealth 


Member demographics, claims data, utilization and control edits, data related to 

	utilization, prescribing behavior, non-compliance, performance monitoring, member surveys, standardized measures used by NCQA, Leapfrog, and JACHO.
	

	Unisys
	Did not respond.


	20.  What innovations can you offer in prior authorization?

	SUMMARY
	Most respondents provide POS/on-line step therapy and drug limitation programs, and provide information to prescribers and enrollees about prior authorization.  Respondents can assist the Commonwealth in developing clinically sounds step therapy and drug limitation programs.  Other innovations include: providing data related to savings impacts of strategies, physician specific prescribing behavior, and prior authorization protocols for off-label uses.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	The prior authorization program is run by a team of specially trained pharmacy technicians, which will assist in developing and operating the prior authorization program.  Drug limitation and step therapy programs can also be used.  

	Express Scripts
	Step Therapy, Drug Quantity Management, and Clinical Prior Authorization can be used.  Member communications can be used to inform members about the programs and their effects on the members.

	Other PBMs 

	Caremark
	A PBM can use available data to provide a decision model and to ensure there are no redundancies, contraindications in medications, or overuse or abuse of medications.  

	MC-21 Corp
	On-line DUR edits and step therapy programs.   

	MedImpact
	We also recommend the application of electronic prior authorization programs, e.g.  point-of-sale step therapy edits.  The use of step edits at POS would provide an additional mechanism to insure quality of care and lower the utilization mix of drugs.  

	PerformRx
	Using poly pharmacy and step therapy in combination with prior authorization, creating PA for off labeled indications, use of POS mechanism to allow the pharmacy to submit ICD-9 codes for FDA approved indications, and use validated pain and psychiatric assessments for pain medication.

	WellPoint
	Prior Authorization or Step-Care Processing.  The system would alert the pharmacist and physician of the criteria established by the client and use the claims processing system to automatically approve a second-line agent when an appropriate first-line agent is found in the patient’s prescription drug claims history.  Edits will be customized with each State Agency to achieve the desired results.   “Step-Care” Report Cards for physicians that provide physician-specific utilization of first-line antibiotics and provide peer comparisons by specialty can be used.  

	Other Entities under Contract to the Commonwealth 

	PSP
	Using technology to:  (1) better communicate prior-authorization information and processes to physicians, pharmacists and members, and (2) to increase the efficiency of the (often burdensome) prior-authorization process.  The PBM should also offer the ability to capture drug cost avoidance data, administrative costs, unexpected consequence costs, and ultimately, total outcome costs.

	Unisys
	Did not respond.


	21.  What care management/specialty pharmacy services can a PBM offer?

	SUMMARY
	Respondents listed several services, including: care/case management, disease management, assist with developing clinical guidelines, and UM of high cost, specialty pharmacy services.  Other services include:  reliable dispensing, integrated specialty pharmacy and injectable drug management, and data reporting on specialty drug use and trends.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Clinical services include: benefits management services; distribution services to member’s home to physician’s office; nurse based support and personal patient education; disease specific education materials, UM programs, and pharmaceutical care management programs.  

	Express Scripts
	Comprehensive clinical services in many disease states to enhance the quality and affordability of specialty drug therapy for clients and members.  

	Other PBMs 

	Caremark
	PBMs can help manage utilization of expensive therapies using strategies such as disease management.

	MC-21 Corp
	The PBM can directly provide or negotiate aggressive discounts for generic and branded products, while guaranteeing quality (ensure adequate delivery and response time) through auditing programs.  

	MedImpact
	Integration of specialty pharmacy and injectable drug services with traditional PBM services will optimize savings and quality of care.

	PerformRx
	Holistic approach that recognizes that pharmacy management is but a single link in the care chain.  Case management approach and using an evidence-based treatment guideline for certain conditions.  

	WellPoint
	Comprehensive specialty pharmacy program providing an end-to-end distribution and customized patient management program targeted.  Currently WellPoint Pharmacy Management includes specialty and injectables products as part of the regular formulary review process.  WellPoint Pharmacy Management is currently working to develop a new system for distribution and payment of injectable drugs.  

	Other Entities under Contract to the Commonwealth 

	PSP
	A PBM should be able to provide (1) competitive pricing, (2) reliable dispensing, (3) clinical guidelines and authorization processing, and (4) direct or coordinated patient care management services for specialty drugs.  A PBM should also provide complete financial reporting and analysis of specialty drug cost utilization and trending

	Unisys
	Integrate clinical data for specific treatment protocols into an overall care management program.  The PBM can work with each agency or a central managing unit to determine how the NCPDP-defined Conflict Codes can be used to promote high quality care.  A PBM can also utilize the case management approach in the administration of high-cost, high-impact diseases.  A PBM can also take advantage of any rebate opportunities by maintaining the crosswalk of J-code (HCPCS), associated with the specialty services, to NDC code.  


	22.  What committees should be established?

	SUMMARY
	Most respondents suggest at least a P&T Committee with subcommittees for certain populations such as the elderly or those with mental health needs.  Some suggest a one committee with overall oversight and policy making responsibilities with representation from each agency, prescribers, and pharmacists.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Pharmacy and Therapeutics Committee

External Review Committee – to review the PBM vendor’s PDL

Specialty Drug Product Committee – to determine if specialty drugs fit the profile of the drugs offered by the PBM

Quality Improvement Committee – to ensure quality

Medical Quality Committee – to oversee the PBM quality improvement program

Formulary Planning Committee – to make formulary decisions and oversee the formulary process

Pharmacy Operations Committee – to oversee the operation of the PBMs PDL

New Business Committee – to review manufacturer proposals for potential inclusion in the PDL.

DUR Steering Committee – to discuss DUR strategies and evaluate DUR concepts

Clinical Review Committee – to review PBM products, services, and communications that include clinical information or interventions

Policy and Procedure Clinical Committee – to review PBM vendor policies and procedures related to clinical operations

	Express Scripts
	Examples include:

Pharmacy Advisory Committee – includes client leadership, pharmacy director, and retail pharmacy representatives, and discusses strategies and goals of managing costs, setting prices, etc.

Long Term Care Committee – includes client leadership, pharmacy director, medical director, leader of LTC facilities throughout the community.  The LTC Committee understands and communicates the client’s LTC goals and actions.

Disease Management Committee - includes client leadership, pharmacy director, medical director, utilization review staff.  This committee works to understand members at risk, set disease management criteria, and develops strategies to obtain member compliance with criteria.

Physician Advisory Committee - includes client leadership, pharmacy director, and physician representatives.  This committee discusses strategies and goals of managing costs, setting prices, etc.

Benefits Review Board - includes client leadership, pharmacy director, benefit staff, finance representative.  This committee is responsible for reviewing and analyzing the benefit modeling and determining benefit changes.

Vendor Committee - includes client leadership, pharmacy director, all vendor representatives.  This committee’s goal is to discuss vendor issues and determine the best ways to meet client program objectives in a collaborative environment.

	Other PBMs 


	Caremark
	The DUR board should sit and serve similarly to P&T committee.

	MC-21 Corp
	P&T committee with sub-committees for mental health and physical health as well as for each agency.  

	MedImpact
	Maintain the DUR board.

Clinical oversight committee, such as a Pharmacy & Therapeutics Committee.

	PerformRx
	In addition to the DUR board, we recommend a separate PDL review sub-committee for DPH-SOP and EOEA.  These DPH-SOP sub-committees would address the substance abuse and inmate dosage issues of the correctional institutions, as will the NCHCC standards.  

	WellPoint
	Did not respond.

	Other Entities under Contract to the Commonwealth 

	PSP
	Interagency Pharmaceutical Policy Advisory Committee to serve as the management and policy-making body for cooperative activities.  

	Unisys
	An operations (status board) and a change control board are two areas that are immediately apparent.   Develop a clinical committee structure that can promote one standard of pharmaceutical care across all programs.


	23.  What reporting tools should a PBM provide?

	SUMMARY
	While providing differing levels of detail, all PBMs agreed on the following: PBMs should be able to provide:

· Standard management reports, format/content/frequency to be negotiated with the client, including possibility of agency-specific reporting

· Access to an online reporting tool, with standard and ad hoc querying capability.

If Medicaid is included in the consolidated program, the PBM must be able to produce both data and reports for state and federal monitoring and reporting.  The PBM should also be able to accept a file load of historical Rx data from the various programs, in order to provide clinical support and calculate savings.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Standard management reports and ad hoc querying system.  Web-based reporting, high-level reporting (PMPM costs, trends), benchmarking (reimbursement capabilities, formulary cost-effectiveness).  Two years of historical Rx data.  

	Express Scripts
	Meet state and federal reporting requirements.  Web-based tools.  Aggregated reporting, agency-level reporting, member-specific reports for clinical programs.  Ad hoc tools.  SUR reporting for Medicaid.  

	Other PBMs 

	Caremark
	Standard utilization reports (savings analysis, drug utilization analysis, top drug comparisons).  Ad-hoc and online report querying.  

	MC-21 Corp
	Standard drug utilization reports and ad hoc reports.  On-line access to data warehouse with query capability.  

	MedImpact
	Predefined quarterly and annual utilization reports.  Online reporting tool (including training and support).  

	PerformRx
	Online access to data.  Monthly cost and utilization reports.  Prescription-limit override reports, claims denial analyses, prior auth reports, DUR reports, COB activity, program integrity/fraud and abuse, CMS and supplemental rebate program reports.  

	WellPoint
	Web-based reporting system with access to standardized and ad-hoc reports.

	Other Entities under Contract to the Commonwealth 

	PSP
	Standard, regular reports, ad hoc reporting, online querying system.  Summary level management (cost, utilization, membership), member level (claim detail, high-cost/high use), drug level (therapeutic class detail), prescriber, DUR, financial.  Rebate reporting: amount invoiced to specific manufacturers, amount received, rebate dollars at the drug product level, net-of-rebate drug costs.  

	Unisys
	Standard weekly, monthly, and annual reports to show that controls are in place, members are served according to plan design, claims accurately adjudicated, performance standards met, and cost savings achieved.  User-friendly ad hoc system.


	24.  Should the PBM provide a risk assessment tool to identify high-risk persons?

	SUMMARY
	All respondents agreed that the PBM can and should provide a risk assessment tool.  Because pharmacy claims data is more timely than medical claims data, the analyses can be done more quickly, at less cost, and with nearly as good results (in terms of identifying and/or predicting persons with high needs) compared to medical claims data.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	A risk assessment tool should be required.  The PBM can offer a predictive model that predicts future medical and Rx costs on a member-level basis.

	Express Scripts
	PBMs can generate reports to identify high risk patients and target them for case management or other interventions.

	Other PBMs 

	Caremark
	The PBM should offer a program that monitors high-risk participants.  Treatments can be assessed to avoid therapeutic complications and direct patients to appropriate health management plans.  

	MC-21 Corp
	Did not respond.

	MedImpact
	Online reporting tool could allow identification and assessment of high-risk individuals.

	PerformRx
	PBM should be able to identify not just high users but those with conditions that might benefit the most from interventions.

	WellPoint
	A risk assessment tool should be required.  The PBM should look for high risk and high cost patients.  The tool should also be used to monitor for fraud and abuse.

	Other Entities under Contract to the Commonwealth 

	PSP
	A risk assessment tool should be required.  The tool should look for high utilization, large number of providers, and other data.  

	Unisys
	The PBM should have a risk assessment tool and coordinate with the agency or another vendor who will provide disease or case management.  Information from other vendors’ risk assessment tools (e.g., MCOs) should be provided to/coordinated with the PBM.


	25.  How can PBM data be used to support care/disease management programs?

	SUMMARY
	PBMs noted several ways in which PBM data can be used to identify persons who might benefit from care management or disease management and to track their compliance/progress.  PBMs can also provide reports to providers to assist them in managing patient care.  Most PBMs noted that for most effectiveness, Rx data should be integrated with medical claims data, case management or disease management data from other vendors (e.g., MCOs), and other information maintained by the agencies.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	PBMs should have the capability to integrate medical and pharmacy claims.  PBMs can target patients with specific chronic diseases and stratify members by severity.  The PBM can also provide outcomes reporting based on longitudinal data to determine intervention results and return on investment.  


In addition to patient-level analysis, a PBM can analyze claims experience to develop recommendations for Rx plan design changes and program interventions.  

	
	

	Other PBMs 

	Caremark
	The PBM can perform an analysis of Rx data to determine which participants could benefit from special programs to treat chronic diseases, uncover users of expensive biotech drugs, and use predictive modeling to proactively identify low-risk participants who will most likely become high-cost participants.  

	MC-21 Corp
	Did not respond.

	MedImpact
	The PBM can provide a series of intervention programs targeted at either members or prescribers.  

	PerformRx
	PBM can integrate clinical, pharmacoeconomic, and humanistic data and work with the agencies currently involved with pharmacy issues for sources of information and analysis (both historic and prospective) that a PBM should draw upon.

	WellPoint
	Data collected by a PBM can be used to monitor medication adherence and compliance with treatment protocols.  Additionally, the data can be used to identify patients who are candidates for specific disease management programs and outcomes studies.   

	Other Entities under Contract to the Commonwealth 

	PSP
	The PBM can use pharmacy data to engage in cross-agency disease state analysis, member wellness and preventative care initiatives, member self-reported risk assessment, and cross-agency prevalence and outcomes comparisons.

	Unisys
	To help support care and disease management programs and outcome studies, the pharmacy information should be combined with each agency’s nonpharmacy benefit program’s medical and institutional health data to take advantage of all initiatives for disease state management.


	26.  What reimbursement methodology would you use to pay pharmacies?

	SUMMARY
	PBMs proposed a variety of reimbursement methodologies.  Several PBMs proposed plans based on discounts off of Average Wholesale Price (AWP) for brand drugs and MAC (maximum allowable cost) for generic drugs.  One suggested using Wholesaler Acquisition Cost (WAC) instead of Average Wholesale Price (AWP), because it is less subject to manipulation.  One said it would negotiate rates with the Commonwealth and then negotiate rates with pharmacies, and accept risk for gains/losses between these amounts.  One PBM claimed that a pharmacy must make on average a minimum of $6.00/prescription to stay in business, and would base dispensing fees on that amount.  Some said that Medicaid should continue to pay Medicaid rates, others said that Medicaid could obtain the prices negotiated with other programs.  The PBM’s ability to negotiate discounts may be affected by the pharmacy’s purchasing capacity: they may negotiate higher discounts with chain pharmacies and mail order pharmacies given their purchasing capacity.  The ultimate PBM contract will have different pricing strategies for brand and generic drugs, retail pharmacy versus mail order, dispensing fees, Medicaid versus other programs, and payment for pharmacists to support other programs such as disease management.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	The standard reimbursement methodology for pharmacies should be based on AWP for brand drugs, MAC for generic drugs, and the Medicaid rate for Medicaid claims.  For 340B facilities, all programs should reimburse at the 340B price.

	Express Scripts
	We believe the combined purchasing power created by aggregated purchasing across multiple agencies will allow the Commonwealth to obtain the same retail pharmacy rates across all agencies/populations, locking in Medicaid to those commercial rates negotiated.  

	Other PBMs 

	Caremark
	Reimbursements should be made by the PBM to the retail pharmacies according to the terms in the contract between the PBM and the retail pharmacy.  Caremark will guarantee the Commonwealth a fixed rate and will go at risk for any variability between retail pharmacies.

	MC-21 Corp
	The reimbursement methodology for the pharmacies should be brand - based on AWP minus a percentage plus the dispensing fee; and generic – our MAC list that contains discounts of up to 80% off certain generic drugs’ AWP, with an average discount of 50%, or the usual and customary, whatever is lower.  

	MedImpact
	Did not respond.

	PerformRx
	The price should be tied to the manufacturers listed price or Wholesaler Acquisition Cost (WAC).  For generic drugs, the reimbursement rate should be based on Estimated Acquisition Cost.  The pricing structure would pay either Actual Acquisition Cost (as determined through competitive intelligence) plus a Dispensing Fee or a MAC pricing structure that ultimately prices the product to provide that type of return.   

	WellPoint
	WellPoint Pharmacy Management would propose paying pharmacies using a discount off of average wholesale price (AWP) plus a dispensing fee.  

	Other Entities under Contract to the Commonwealth 

	PSP
	PSP’s business model features a transparent, “pass-through” pricing methodology where the Commonwealth pays the price charged for the drug at the pharmacy (including the full discount negotiated by the PBM and actual dispensing fee).  A transparent mail pricing methodology would include dispensing prescriptions from actual purchased package sizes and submitting claims based on approximate or actual acquisition cost.  For generic drug claims, the PBM would disclose the MAC pricing methodology as well as share a regular reporting of the MAC lists used to pay actual claims.  

	Unisys
	Unisys recommends paying pharmacies for filling the prescription at a discounted AWP plus a negotiated dispensing fee or the current Medicaid method that uses the net wholesale unit price, or the wholesale acquisition cost (WAC).  


	27.  What reimbursement methodology should the state use to pay the PBM?

	SUMMARY
	Respondents suggested many ways that PBMs can be reimbursed, and some noted that each approach has different incentives (and different opportunities to align incentives) and may give more or less risk to the Commonwealth.  Some approaches are based on administrative requirements (e.g., per claim processed, per member per month for customer service and clinical support); others are tied to the drug reimbursement approach (e.g., shared rebates, spread between negotiate price with Commonwealth and negotiated price with pharmacies, spread between dispensing fee billed to the Commonwealth and paid to pharmacies, etc.); and some approaches are purely financial (longer rebate payment cycles to take advantage of float).  The Commonwealth will need to consider what incentives the ultimate reimbursement methodology will have on PBM utilization management decisions, drug discount negotiation aggressiveness, administrative efficiency, and transparency.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Reimbursement would be based on the ingredient drug cost, the AWP discount plus the dispensing fee, a formulary management fee, and a per-claim administration fee.  

	Express Scripts
	PBMs typically receive funds from network margin, mail margin, administrative fees, formulary management fees, rebate sharing, and manufacturer administrative fees associated with the rebate program.  

	Other PBMs 

	Caremark
	The PBM vendor will bill the Commonwealth four times a month for mail, retail and paper claims filled or shipped during the specified periods.  The preferred method of electronic payment is by debit ACH initiated by the PBM vendor.  

	MC-21 Corp
	The PBM should be paid on the basis of the service it provides: per transaction for claims processing; per member per month for prior authorization, DUR, Pharmacy Call Center, formulary management, academic detailing, and disease management; and percentage of rebates collected for rebate negotiation, contracting and administration.

	MedImpact
	Did not respond.

	PerformRx
	A fixed percentage (between 1.5 and 2.5%) for all required operational and administrative services based on the total drug expenditures, after rebates.  This price should cover their actual costs of doing business.  Then a bonus percentage (this is where the PBM should be able to make their profit) contingent upon their ability to slow the increase in the overall combined PMPM for the covered population as compared to the past annual trends.  

	WellPoint
	Administrative fee per claim paid to the PBM, with the Commonwealth retaining 100% of eligible rebates.

	Other Entities under Contract to the Commonwealth 

	PSP
	Pays the PBM based on performance rather than utilization, claims or drug cost: a (per member per month fee, a minimal share of manufacturer rebates and other revenue (if desired), and a share of savings generated.  

	Unisys
	Payment for each pharmacy POS unit received and processed—paid, denied, rejected, and adjusted (individual and mass), a per call payment for a clinical call center to respond to intervention programs, and a share of the savings bonus based on cost containment initiatives and proven outcomes measurements against an accepted base.


	28.  How does the proposed payment methodology satisfy Medicaid law?

	SUMMARY
	The PBMs currently under contract to the Commonwealth noted that offering an administrative services only (ASO) model would be in compliance with Medicaid law.  Most respondents chose not to answer this question.  It is not clear that all of the payment methodologies proposed in the previous question are in fact in compliance with Medicaid law.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Payment of pharmacies will differ depending upon Medicaid vs.  non-Medicaid business unless the Administrative Services Only (ASO) model is used.  The PBM must pay pharmacies for Medicaid claims in accordance with Federal Medicaid law.  Payment to the PBM should also meet Federal Medicaid law with respect to administrative fees for services provided.

	Express Scripts
	It is our understanding that an administrative services only agreement is compliant with federal Medicaid law.

	Other PBMs 

	Caremark
	Caremark would defer this question to our Medicaid bidding-partner.

	MC-21 Corp
	Did not respond.

	MedImpact
	In general, MedImpact can administer ingredient pricing based on AWP, MAC, or FAC (HCFA), direct price, or fixed prices set by the State.  

	PerformRx
	There is no compensation tied to state or federal rebates received.

	WellPoint
	Did not respond.

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Did not respond.


	29.  Any issues with nationwide or statewide access?

	SUMMARY
	PBMs unanimously indicated that they are able to provide strong statewide networks as well as good national networks for out-of-area care.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	PBM needs to be able to ensure high levels of pharmacy participation & geographic coverage.  We are willing to recruit additional pharmacies as needed, and are sensitive to any willing provider and freedom of choice legislation requirements that states enact.  We have nation’s largest network.

	Express Scripts
	We have national network.  We will develop a state-specific network for specific groups (e.g.  Medicaid)

	Other PBMs 

	Caremark
	Caremark does not foresee any problems with this Commonwealth requirement.  Most PBMs networks are designed to provide maximum geographic coverage, which consists of thousands of stores nationwide.  

	MC-21 Corp
	Fulfilling access to nationwide and statewide networks poses no problems for us.

	MedImpact
	We foresee no issues in this area.

	PerformRx
	The PBM should contact with 1-2 national chains for out of area care.  

	WellPoint
	PBMs provide good access statewide and nationwide.

	Other Entities under Contract to the Commonwealth 

	PSP
	We foresee no issues in this area; strong access has become standard industry practice

	Unisys
	Did not respond.


	30.  Any potential implementation problems?

	SUMMARY
	While the implementation was generally deemed to be a major effort, the challenges cited were all issues the PBMs felt capable of overcoming.  It is not yet clear in what ways the state agencies will continue to operate their Rx programs independently, and in what way the programs will be pooled – clear state decisions are needed as to how the program will be structured.  Some concerns were also expressed about the public consolidated program being a visible political target which could complicate the implementation effort.  

	PBMs under Contract to the Commonwealth

	AdvancePCS
	The consolidation will be a significant undertaking.  As current PBM for EOEA, we are well-positioned and we have a long history of achieving large-scale successful implementations.  Key issues that will need to be addressed:  systems, plan/benefit design, member disruption, client service, clinical and utilization control.

	Express Scripts
	Most PBMs have the capability to implement the program.  The key task areas are:  define eligibility requirements, benefit design, drug plan, reporting, PA, mail service, provider payment, provide strong member communications prior to effective date.

Specific Massachusetts issues are whether the PBM will be implementing a single program, or whether each state agency will maintain its individuality – clear state decisions are needed.

Single entity will be a target for political and advocacy groups.

	Other PBMs 

	Caremark
	Implementation issues involving the timely receipt of eligibility occasionally occur.  Needs and requirements concerning receiving an open refill file, pre-authorization file, claims history files, and account balance transfer files will need to be identified.

	MC-21 Corp
	Did not respond.

	MedImpact
	Accurate, timely transmission of eligibility is the greatest challenge.  We make sure each member receives ID card prior to the “go live” date.

	PerformRx
	Transition problems may emerge since multiple PBMs are now involved.  Also, populations considered for consolidation are very different and could create problems/confusion.

	WellPoint
	Effective communication to members is key need, especially where new restrictions are being put in place.  Paycheck stuffers might be helpful for GIC.  

	Other Entities under Contract to the Commonwealth 

	PSP
	Maintaining each program’s individual features – while moving to a consolidated purchasing program – is the greatest challenge.  Vendor will need to be skilled in working effectively with multiple state agencies and in building consensus.

	Unisys
	Creating a single management entity will be difficult, as each agency will try to retain its special interests and priorities.  PBM may also be constrained because of each program’s special requirements and because of legislative oversight.  Special accounting will be needed to capture Medicare funding allowed by the MMA.  


	31.  How much lead time is needed for implementation?

	SUMMARY
	The respondents felt that 3-6 months is needed.  Many cited the need for more information prior to making any specific recommendation/commitment.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Typically, 90 days.  This varies based on agency size, hard coding requirements, developmental work needs, eligibility formats.  We will devote significant resources to the transition.

	Express Scripts
	60-90 days is typical, but we need additional information before committing to a timeframe.  Due to the complexity of this initiative, we recommend a 6 month implementation period.  

	Other PBMs 

	Caremark
	Government implementations typically consist of a 6-month lead-time to ensure proper installment.

	MC-21 Corp
	More information is needed.  We recommend a phased-in implementation starting with claims processing and pharmacy discounts, then moving to PDL/formulary development, rebate negotiation, and clinical quality programs.

	MedImpact
	We recommend 180 days – minimum of 120 days.

	PerformRx
	We recommend 90 days for each program.  

	WellPoint
	Recommends a 6 month transition with 120 day implementation schedule

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Recommends at least 6 months.  Individual agency programs could be up sooner, but it is important to encompass all the requirements for all the agencies.  Otherwise initial changes will need to be re-worked to accommodate the “next” agency’s needs.   


	32.  Would you recommend a phase-in?

	SUMMARY
	Phased-in approach was generally advocated, although the PBMs currently under contract to the Commonwealth suggested an “all at once” switch to the new program.  Some PBMs offered specific suggestions for how to conduct the phase-in; others indicated a willingness to implement whatever phase-in approach the state opts for.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	We don’t anticipate using a phase-in unless the state requests this approach.  Vendor should have the flexibility to implement the program in whatever manner the state opts for.  

	Express Scripts
	Phase-in might not be needed if state develops a single oversight agency and administrative efficiencies are put in place beforehand.  We can do a phase-in or all-at-once approach depending on Commonwealth’s infrastructure and the current contract termination dates.

	Other PBMs 

	Caremark
	No.  Caremark in combination with an industry-leading Medicaid provider would implement all programs simultaneously.

	MC-21 Corp
	We recommend a phased-in implementation starting with claims processing and pharmacy discounts, then moving to PDL/formulary development, rebate negotiation, and clinical quality programs.

	MedImpact
	We recommend an “all at once” transition.

	PerformRx
	Strongly recommend a phase-in approach, starting with MassHealth due to its dollar volume.  Then move to GIC, then EOEA and DPH-SOPS  

	WellPoint
	We recommend a phase-in approach.

	Other Entities under Contract to the Commonwealth 

	PSP
	Recommends phased approach based on comprehensive assessment of agency capabilities and synergy opportunities.  A radical overhaul of all agencies in a short timeframe would not be in the state’s best interest

	Unisys
	Yes – a phase-in is recommended that tracks with each agency’s requirements.  The start dates at which each agency enters the consolidated the program should match up with the end dates of their existing contracts.


	B.  Variations on the Consolidated Plan

	SUMMARY
	Approaches varied.  Two respondents suggested an MCO carve-out.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	Combine EOEA and GIC under one PBM; combine DMA and DPH-SOPS under one PBM, consider MCO carve-out.

Provides estimated percent savings from DUR activities.

	Express Scripts
	Carve-out the pharmacy services from all plans and consolidate the agencies under a single PBM.  Develop this consolidation effort under a single contract lead/key decision maker.  Implement a statewide PDL.

	Other PBMs 

	Caremark
	Caremark recommends a multiple-entity approach that collaborates in the management of the agencies and that focus be placed on strategies that address pharmacy and medical utilization, as well as the proactive management of chronic conditions.

	MC-21 Corp
	Did not respond.

	MedImpact
	Did not respond.

	PerformRx
	Did not respond.

	WellPoint
	Did not respond.

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Establish a virtual synchronous data repository.  Drug, medical, institutional and other patient data, from all constituent systems, would be duplicated and merged into a common database that could then be used to negotiate Commonwealth-wide rates that would apply to all agencies.


	C.  Describe any other recommendations you have for improving the efficiency of the Commonwealth’s pharmacy program.

	SUMMARY
	Three respondents provided other recommendations for products/services they can offer the Commonwealth.

	PBMs under Contract to the Commonwealth

	AdvancePCS
	AdvancePCS proposed three ideas:

Specialty Pharmacy Services: combine benefit management, clinical support services, and specialized distribution services.  Clinical services designed for those who suffer from chronic conditions, such as multiple sclerosis, hepatitis C, rheumatoid arthritis, hemophilia, and growth hormone deficiency.  These services include nurse-based support, member education, compliance monitoring, drug utilization review, counseling, nursing coordination, and utilization management.

Drug Coverage for Uninsured Populations: the AdvancePCS Pharmacy Discount Card program can improve the affordability of prescriptions by passing along AdvancePCS’ negotiated discount rates to members.  Cardholders can save an average of 20% off pharmacy retail prices.  The discounts vary from generic to brand drugs, with the highest percentage savings on generic drugs.

Disease Management Programs: AdvancePCS uses a population-based model, targeting patients before they reach the acute stage of illness.  Programs educate members about self-care and lifestyle changes and inform physicians about the latest treatment methods.  Chronic diseases include: adult and pediatric asthma, coronary artery disease (CAD), depression, diabetes mellitus, heart failure, and hypertension

	Express Scripts
	Did not respond.  

	Other PBMs 

	Caremark
	Caremark recommends the Commonwealth consider a multiple-entity approach that collaborates in the management of the agencies.  This arrangement provides the Commonwealth with access to individual strengths inherent within each PBM’s business model and strategy for managing client pharmacy and medical spending.

	MC-21 Corp
	As a means of improving the efficiency of the Commonwealth’s pharmacy program, we would like to stress three topics:

Savings: Savings cannot be guaranteed through rebates.  When negotiating, the PBM should focus on net cost and not rebates.  

Transparency:  The structure of the PBM should allow payments from pharmaceutical companies to be made directly to the Commonwealth and the state should pay the PBM for rebate fees according to the agreed charge.  

Experience:  Experience brings an intangible value-added to the process.  Major importance should be given to the following experiences: contract of comparable size, Medicaid experience, commercial experience, PDL experience, and P&T experience.  

	MedImpact
	Did not respond.

	PerformRx
	Did not respond.

	WellPoint
	Did not respond.

	Other Entities under Contract to the Commonwealth 

	PSP
	Did not respond.

	Unisys
	Did not respond.


Attachment B
State Pharmaceutical Cost Containment Efforts

States have implemented a wide range of measures to contain their growing prescription drug costs.  In most cases, states have acted independently, while in some instances they have partnered with one another.  Many states have implemented or have considered implementing bulk purchasing initiatives.  However, the effectiveness of the bulk purchasing programs in achieving substantial cost savings has not been firmly established.  Another strategy that is growing in popularity is prescription drug reimportation programs.  Some states and local governments have moved to or are considering purchasing lower cost prescription drugs from Canada for public employees and retirees or have posted state-sponsored websites that enable residents to reimport their drugs.  State bulk purchasing and reimportation efforts are described below.

Bulk Purchasing

Some states have looked to bulk purchasing or cooperative purchasing to reduce prescription drug costs.
  Under bulk purchasing, participants leverage their combined volume to negotiate discounts with drug manufacturers directly or through a PBM.  The goal of these widely varying initiatives is to maximize the volume of the purchasing pools to achieve lower prices.  Typically, the initiatives are volume-driven and do little to influence drug selection or shift market share.

The Minnesota Multistate Contracting Alliance for Pharmacy 

The Minnesota Multistate Contracting Alliance for Pharmacy (MMCAP), formed in 1985, is a group purchasing organization for government-run healthcare facilities, overseen by the State of Minnesota.  MMCAP serves 2,500 agencies in 42 states.  Massachusetts is not a member of MMCAP, but possibly could join, allowing certain state purchasers to buy pharmaceuticals through MMCAP contracts.  To purchase pharmaceuticals though MMCAP contracts, agencies must be authorized to purchase goods and services through their state contracts.  Agencies that purchase pharmaceuticals through MMCAP include city, county, and state run facilities, such as, correctional institutions, regional psychiatric treatment facilities, student health services, public health services, veterans' nursing homes, public hospitals, and community health clinics.
  State Medicaid programs do not purchase pharmaceuticals through MMCAP.  

MMCAP contracts for pharmaceuticals, as well as for hospital supplies, drug testing, returned goods processing, influenza vaccine, and other supplies.  MMCAP contracts are bid competitively and MMCAP is responsible for negotiating contract terms on behalf of its members.  MMCAP provides credits to members that have purchased contracted drugs though MMCAP contracts.  The average credit is 0.65 percent of the member’s purchases.  Credits are generated from the difference between administrative fees paid by manufacturers (as a percent of contracted volume) to finance MMCAP operations and actual operations costs.  

MMCAP does not use a PDL/formulary for its members nor does it require its members to purchase drugs exclusively from MMCAP contracts.  Because any MMCAP discounts are based on volume, rather than through delivering market share to certain manufacturers’ products, it is plausible that the rate of savings could be higher if benefit management tools, such as a PDL/formulary, were used instead.

The National Legislative Association on Prescription Drug Prices

The National Legislative Association on Prescription Drug Prices (NLARx),
 a legislative association, was formed in 1999 to explore state and regional options for achieving lower prescription drug prices.  State legislators from nine states, Maine, Vermont, New Hampshire, Connecticut, Massachusetts,
 Rhode Island, New York, Pennsylvania, Hawaii, and the District of Columbia, are currently members of the association.  NLARx initiatives have included the creation of a purchasing coalition among the states to jointly contract with manufacturers, pharmacy best practice and benefit administration services, and a partnership with the Heinz Family Philanthropies to establish a nonprofit pharmacy benefits manager to facilitate joint purchasing.  This PBM, United Scripts Administrators, could replace for-profit PBMs used by states to provide benefits for Medicaid and state employees, and is planned to begin operation in 2004.  The PBM is not yet operational and while legislators from NLARx member states support its establishment, it is unknown whether their states ultimately will choose to participate in the NLARx PBM program.  

Rx Issuing States (RXIS)

In 2001, seven states - Louisiana, Mississippi, Missouri, Maryland, New Mexico, South Carolina and West Virginia - joined in a multi-state drug purchasing project known as the Southern States Coalition Pharmacy Working Group.  Since then, a number of other states have subsequently joined the working group.  The working group established an interstate drug purchasing group, known as Rx Issuing States (RXIS).  The state of Ohio announced in March 2004, that it would join RXIS for its state employees because the state estimates that it can save $15 million over the next three years.
  Additional states are considering joining RXIS.  In 2001, RXIS issued an RFP and selected a commercial PBM, Express Scripts, to administer a group plan for state employees, retirees and their dependants.  In July 2003, the plan covered 570,000 lives and spent an estimated $400 million for drugs.  West Virginia reported that the drug trend in fiscal year was 11 percent, 12 percentage points below the projected 23 percent trend,
 which the state attributes to higher rebates attained through RXIS implementation.
  In its annual report, West Virginia caveats the reported savings level, stating that the reduction represented a one-time trend reduction.  Missouri reports saving $1.2 million in 2003.
  However, some recent reports indicate that the savings anticipated through RXIS have not materialized for Louisiana  and that the state may be considering reimporting drugs from Canada in lieu of its ongoing participation in RXIS.

National Medicaid Buying Pool

In February 2003, the National Medicaid Buying Pool (NMBP) was formed by Michigan, Vermont, and South Carolina to lower costs of purchasing drugs for the states’ Medicaid programs.  Under the NMBP, a pharmacy benefits administrator is responsible for negotiating with drug manufacturers for supplemental rebates on the drugs on the states’ PDLs/formularies.  The program, which is operational in Michigan and Vermont, has reduced the rate of growth in Medicaid pharmacy programs by 11 percent, according to an October 2003 press release from the Michigan Department of Community Health.
  Nevada, Alaska, and New Hampshire have filed state plan amendments with CMS to participate in the NMBP.  In February 2004, CMS officials raised concerns that the NMBP procurement process violated federal open-procurement rules, but did not deny the program.
  South Carolina previously submitted a Medicaid state plan amendment to participate in NMBP, but withdrew it.  The state is considering a program of “state-only” rebates.

Northern New England Tri-State Coalition 

The Northern New England Tri-State Coalition was established in 2000 by New Hampshire, Maine, and Vermont to aggregate the pharmacy purchasing for the states’ Medicaid populations.  The states selected a pharmacy benefits administrator to manage the program.  However, according to the National Conference of State Legislatures, due to changing state policies, the purchasing pool was not implemented.  
Georgia Consolidated Drug Purchasing Program

Georgia implemented its Consolidated Drug Purchasing program in 2001, combining drug purchasing for the Medicaid fee-for-service population, public employees, and university teachers.  A commercial PBM, Express Scripts, administers the program.  There is a single PDL for all three groups of beneficiaries.  A report on the program by the Heinz Family Philanthropies in 2001 stated that the majority of savings would result from program design elements such as implementing a common PDL and other benefit design strategies that could be implemented without aggregation.  Cost reductions of 18-25 percent were estimated in the first 6 months of the program.  Due to challenges faced during implementation, prescription drug purchasing for Medicaid and public employees are no longer consolidated..
 

Other State Efforts

In addition to the states that have already begun consolidated purchasing programs, state legislators in an additional eleven states introduced legislation in 2003 to authorize or consider intrastate agency or multistate bulk purchasing programs.  In seven states (Arizona, Illinois, Indiana, New Jersey, New York, North Carolina, and Oregon) legislation proposing consolidated purchasing among state programs and facilities is pending, while four states (Connecticut, New Hampshire, Ohio, and Rhode Island) are considering joining an existing multistate purchasing group or forming a new group with neighboring states.  Two states (New Hampshire and Alaska) have submitted Medicaid state plan amendments to CMS in 2004 to join the National Medicaid Buying Pool, as described above.

Impact of the State Bulk Purchasing Initiatives

Massachusetts could potentially join some of the efforts described above, in accordance with their participation rules and any  Commonwealth regulatory and/or legislative requirements.  However, it is difficult to assess the effectiveness of the bulk purchasing programs.  Some of the initiatives have not yet been implemented and one, the NMBP, may face legal challenges from CMS.  Furthermore, NMBP is a relatively new program and has only limited experience.  MMCAP member receive an average credit of 0.65 percent of their purchase, a relatively modest level of savings.  It is unclear whether the RXIS state employee consolidated purchasing program has achieved savings because of conflicting reports from member states regarding savings.  Furthermore, the savings potential of the initiatives could be limited by the model they use - the initiatives rely on consolidated purchasing, rather than attempting to move market share.

Reimportation

To address the issue of rising prescription drug costs, several state and local government agencies have looked to reimporting prescription drugs for seniors, public employees, and other populations such as those in state corrections facilities.  Under drug reimportation, drugs that have been produced in the U.S. for use in other countries are imported back into the U.S. often at prices that are lower than the prices for the same drugs produced for use in the U.S.  Typically, reimported drugs come from Canada or Mexico and are purchased over the Internet, through mail order, or in-person.  Retail drug prices are estimated to be between 30 and 65 percent lower in Canada than in the U.S.
  

The GIC analyzed potential savings from reimporting the prescription drugs for its enrollees’ purchases through the agency’s mail order program.  The study estimated that gross savings to the Commonwealth would total $1.7 million if 50 percent of drugs currently purchased through the GIC mail order program were reimported from Canada and $3.3 million if 100 percent of drugs were purchased in Canada.  The Commonwealth, however, would lose $950,000 and $1.9 million in rebates if 50 percent and 100 percent of drugs were reimported from Canada, respectively.  Net savings to the Commonwealth would total $702,000 and $1.4 million at the 50 percent and 100 percent switch rates.
   These potential savings, however, could likely be offset by increased costs for retail prescriptions that might be charged by the PBM if its mail order services are reduced or eliminated.

The Boston Globe compared drug prices in the U.S. and Canada for five commonly prescribed prescription drugs.  For the drugs compared, the U.S. prices were up to nearly 50 percent higher than the Canadian prices.  The reported prices are provided below in Exhibit B-1.

Exhibit B-1

U.S. – Canada Drug Price Comparison

	Brand Name
	Zocor
	Paxil
	Lipitor
	Prevacid
	Celebrex

	Dose
	20 mg.
	20 mg.
	10 mg.
	30 mg.
	200 mg.

	Quantity
	100
	100
	90
	100
	100

	Average Canadian Price
	$218
	$179
	$152
	$208
	$136

	Average U.S. Price
	$417
	$269
	$208
	$405
	$266

	Percent Difference
	48%
	33%
	27%
	49%
	50%


Notwithstanding the differences between the U.S. and Canada for the name brand drugs shown above, it is important to note that reimportation will not always result in lower prices.  Using lower cost alternatives or generics for certain drugs achieves greater savings than can be attained by purchasing the brand name drugs in Canada.  For example, the MassHealth Drug List currently includes generic or lower costs alternatives for each of the drugs in Exhibit B-1, and requires prior authorization before the brand name drugs can be dispensed.  Net drug costs in MassHealth for the alternatives are lower than the prices for the brand names if purchased in Canada.  

SOPS provides a second example in which the program already achieves more favorable prescription drug pricing than could be achieved through a reimportation program.  SOPS, like MassHealth, uses lower cost alternative drugs for those listed in the above table.  For four of the five products, SOPS receives nominal prices, in some cases paying up to 90 percent less for the alternative drugs.  Thus, establishing a reimportation program for the MassHealth and SOPS programs, and quite possibly the other agencies, could result in increased costs.  

Current law prohibits drug reimportation by individuals, with one exception.  Under the Federal Drug Administration’s personal use policy, individuals can fill a prescription for certain unapproved drugs while abroad and bring that drug back to the U.S. for personal use.
  Drug manufacturers are permitted to reimport their own prescription drugs, but only for emergency medical care.  In 2000, a federal law was enacted that would permit reimportation if the federal Department of Health and Human Services (DHHS) certified that reimported drugs would not pose a public health and safety risk and that prescription drugs costs would significantly be lowered.  Thus far, the federal government has not made this certification.  The recently enacted Medicare Modernization Act permits prescription drug reimportation from Canada if the federal Department of Health and Human Services certified that reimported drugs would not pose a public health and safety risk and that prescription drugs costs would significantly be lowered.  The new law also gives the Secretary of Health Human Service the authority to grant waivers to permit state-sponsored prescription drug reimportation pilot programs.  

Some states are already developing prescription drug reimportation programs by linking residents to approved Canadian prescription drug resources.  Minnesota and Wisconsin, have launched websites providing consumers links and drug pricing information for state-approved Canadian pharmacies.  Three states, New Hampshire, Illinois, and Iowa have requested federal waivers from the Department of Health and Human Services to permit state-sponsored prescription drug reimportation programs.  Legislative bodies in states including Florida, Maine, Maryland, Massachusetts, Pennsylvania, and Rhode Island had prescription drug reimportation-related legislation introduced in the last year.

New Hampshire

In December 2003, New Hampshire Governor Benson announced plans to implement state-sponsored prescription drug reimportation.
  Under the plan, individual consumers could buy prescription drugs from Canada and the Departments of Health and Human Services and Corrections could purchase Canadian prescription drugs for the Medicaid recipients taking drugs for mental illness and inmates in state prisons, respectively.  New Hampshire plans to operate a website providing access to Canadian pharmacies.  The New Hampshire plan permits drug reimportation from Canada if several safety procedures are taken, including that Canadian pharmacies have to meet state safety protocols, drugs are shipped in original packaging, and prescriptions must come from a state-licensed pharmacist and are approved by a Canadian-licensed physician.  

A report released to the Governor on March 25, 2004 and prepared by state officials asserts that prescription drugs reimported from Canada are safe.
  To conduct this safety analysis, state officials ordered drugs from a Canadian pharmacy and purchased the same drugs in New Hampshire.  The drugs underwent a blind laboratory analysis and state officials found no difference between the drugs.  In March 2004, Governor Benson met with Secretary Thompson to discuss a waiver to permit New Hampshire to reimport drugs from Canada.  The outcome of the meeting has not yet been publicized.  The state estimates potential savings to be about $1.6 million per year.

Illinois

In December 2003, the state of Illinois formally requested approval from DHHS to buy Canadian drugs for its 230,000 state employees and retirees.  Illinois would contract with a Canadian pharmacy benefits manager to implement the pilot program.  Prescription drugs would be purchased through mail order or would be purchased in bulk and distributed to state-based mail order centers.  The Illinois reimportation pilot would have been implemented on a voluntary basis.  Under the Illinois plan, the state would work with the Food and Drug Administration to develop a PDL, identifying the drugs that can be purchased from Canadian sources.  Drugs included on the list would mostly be brand name drugs for long-term usage and all drugs on the list would have to be FDA approved.  The Illinois program also contains a list of additional safety measure that would taken, such as prohibiting prescriptions to be filled for the first time through the reimportation program, requiring that drugs be distributed in manufacturer sealed containers, and a 24 hour toll-free phone number for consumer questions.
  The request was denied.  Illinois estimated that the pilot would have saved the state $90 million each year.

Iowa

In January 2004, Governor Vilsack of Iowa requested DHHS approval of a pilot program to reimport drugs from Canada.  The state would work with the Food and Drug Administration to develop a list of approved drugs for reimportation.  Wholesalers and pharmacies participating in the Iowa program would be licensed and regulated by Canadian or U.S. authorities.  The state estimates that it could save at least $10 million per year.

Minnesota

The state of Minnesota established a website that provides links to Canadian pharmacies from which Minnesotans can reimport prescription drugs.  The Minnesota RxConnect website, launched in January 2004, provides consumers with drug pricing information for 829 brand name and generic drugs from two approved Canadian pharmacies.  Participating Canadian pharmacies must agree to certain safety protocols, including maintaining appropriate licensure, requiring a prescription from a U.S. physician, and excluding drugs for which there are no equivalents approved by the Food and Drug Administration.
  

Wisconsin

Wisconsin launched a state-run website, www.drugsavings.wi.gov, in February 2004.  The site provides consumers links to three Canadian pharmacies and their drug prices.  Individuals can download order forms for prescription drugs and mail them to the approved pharmacy of their choices.  State inspectors visited the pharmacies and found that operations were appropriate.  As of February 2004, the website received more than 80,000 hits.

Other Efforts

In addition to states, local governments have launched prescription drug reimportation efforts.  In Massachusetts, the city of Springfield has sponsored a program through which the city’s employees and retirees purchase prescription drugs from Canada.  Boston Mayor Menino announced in February 2004, his intention to launch a similar program in which Boston city employees and retirees who receive prescription coverage from the city can purchase prescriptions from Canadian pharmacies.  The Boston reimportation program would cover 7,000 individuals.  A third Massachusetts city, Worcester, is developing a similar prescription drug reimportation program.
  One other city, Montgomery, Alabama, has implemented a prescription drug reimportation program.  The city of Burlington, Vermont also is poised to begin its reimportation program.
  In Florida, Palm Beach County and Miami-Dade County are considering reimportation programs.

Federal Response to State and Local Reimportation Programs

The Department of Health and Human Services has voiced opposition to state and local prescription drug reimportation programs citing safety concerns and questions about the legality of programs.  Department and Food and Drug Administration officials have met with representatives from the state and local drug reimportation programs to encourage them to stop their programs’ operation.  Federal officials argue that reimportation programs subject consumers to risk because the U.S. cannot guarantee the safety, quality, and effectiveness of drugs imported of purchased over the Internet,
 and might take legal action against states and cities that have implemented the programs.  The federal position on prescription drug reimportation is also evidenced by DHHS’ denial of state waiver requests to establish reimportation programs.

Drug Company Response to Reimportation Programs

Drug manufacturers also oppose drug reimportation programs and have taken action to curb the practice.  Pfizer has notified Canadian drug retailers that they must obtain authorization from the drug company in order to do business with authorized wholesalers.  Authorization will only be granted to retailers that ensure that Pfizer drugs will not be sold to U.S. consumers.  Breach of the terms of the Pfizer letter will result in refusal of further sales from Pfizer.  Other drug companies are considering similar measures, including GlaxoSmithKline, Eli Lilly, AstraZeneca, and Wyeth.

Reimportation Opportunities
The Commonwealth could build on the reimportation programs already established or under development in its cities.  Developing a state-sponsored reimportation program would enable certain populations, depending on the program’s design, to purchase their prescription drugs at lower costs.  The Commonwealth could take one of two approaches to drug reimportation.  The Commonwealth could request a federal waiver from DHHS to permit the state to purchase reimported drugs for certain individuals such as those served through MassHealth, GIC, SOPS, or Prescription Advantage.  However, given federal opposition to prescription drug reimportation, it seems unlikely that a waiver would be approved.  The second approach the Commonwealth could consider is to establish a state-sponsored website through which individual consumers could purchase their prescription drugs.  The Commonwealth would “screen” Canadian pharmacies, posting only the pharmacies identified as “safe” on a website.  The Commonwealth could also post price comparison information on certain drugs.  

Although there seems to be real potential for purchasing lower cost drugs through drug reimportation, risks also exist.  Ensuring the safety and effectiveness of reimported drugs is primary concern among reimportation opponents; and there is no guarantee that reimporting drugs will be cost-effective.  Another risk the Commonwealth would face is that the federal government maintains its position that reimportation programs are illegal and that it may take legal action against the states and local governments that have implemented the programs.  Thus far, the federal government has taken none.  In addition, drug manufacturer are by no means standing idly by as payers seek to reduce their revenues through reimportation.  Manufacturer reactions to reimportation may significantly reduce or altogether eliminate any saving opportunities that might currently appear to exist.  The benefits and drawbacks of reimportation would have to be carefully considered should the Commonwealth pursue the option.

� 	The federal 340B drug pricing program is authorized under the Public Health Service Act and enables eligible entities, mostly safety net providers, such as federally qualified health centers, health departments, and hospitals to purchase pharmaceuticals at below-market discounts.  340B eligible entities receive the same discounts as Medicaid, and like Medicaid can also negotiate for greater discounts. 


� 	Generic substitution is mandated by Massachusetts law.  GIC members pay the cost difference between a brand name drug for which there is a generic equivalent and the generic.


� 	Data from a pharmacy trend report dated March 15, 2004 prepared by the Department of Public Health.  The data reported for SOPS is preliminary.


� 	Heffler et.al., “Health Spending Projections Through 2003.” Health Affairs, February 11, 2004.  The authors of this report are employed by the CMS Office of the Actuary.


� 	As of calendar year 2006 MassHealth will no longer be directly purchasing these prescriptions on behalf of dually eligible beneficiaries.  However, the Commonwealth will continue to be financially responsible for  a portion of these  pharmacy costs through a required  payment to the Federal government, i.e., the “clawback” payment. The amount of these “clawback” payments have not yet be determined, and could result in either a net savings or a net cost to the Commonwealth.


� 	Public Health Institute, Pharmaceutical Discounts Under Federal Law: State Program Opportunities, May 2001.


� 	MMA also puts EOEA’s Prescription Advantage initiative into an extremely uncertain position as to how the program might be reconfigured to fill gaps in Medicare coverage.  Committee members concluded that any collaborative initiatives implemented in the near term cannot presume EOEA’s involvement/inclusion.  Policymakers can assess whether EOEA should “plug into” those initiatives later, once EOEA’s role in providing pharmacy coverage becomes clearer.
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