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This report is dedicated to Teresa Heinz –– for her willingness to allow the author and his consultants to tackle the kinds of tough issues that the late Senator John Heinz never ran away from – indeed, the kinds of issues upon which he built his legislative career.  And, to the memory of Senator John Heinz – whose spirit is ageless, and whose inspiration is timeless, as they continue to burn brightly within all those who loved him and worked with him.

Her Excellency Jane Swift

State House, Room 360

Boston, MA  02133

Dear Governor Swift:

As you know, the Heinz Family Philanthropies prepared the original Heinz plan to Overcome Prescription drug Expenses (HOPE) blueprint for the Commonwealth, and thereby played a part in shaping the legislative debate on how every person 65 and older could have access to affordable medications.

Today, I am once again very proud to present the Commonwealth with another important study ----- “Aggregate Purchasing of Prescription Drugs: The Massachusetts Analysis,” a specific study on the aggregate purchasing of prescription drugs by state agencies.  This report represents many months of work by the Philanthropies' staff and our consultants.  It also represents the generously given time and energy of many state employees. Without their help and assistance its completion would not have been possible.  

In particular, I would like to thank the Executive Director of the Group Insurance Commission Dolores Mitchell and her staff; Secretary of Elder Affairs Lillian Glickman and her staff; and the Secretary of Human Services William D. O’Leary and his Medicaid experts.  Their combined efforts have resulted in a report that should help not only the Commonwealth of Massachusetts, but other states struggling with the issue of aggregate purchasing, to think more productively and carefully about how ----and why---- this issue should be approached.

Solving the crisis of affordable prescription drugs is a daunting challenge.  While there is no "silver bullet" or one-size-fits-all solution, our report will assist state legislators and policy makers to understand both the complexity of the issue of aggregate purchasing, as well as ways in which different solutions may be approached.  The issues involved are complicated and do not simply involve the consolidation of existing contracts.  Each decision made (or not made) will have specific ramifications that the Commonwealth must carefully weigh as it considers whether, and how, to implement a prescription drug aggregate purchasing plan.   

As this report illustrates, there are some savings that can be achieved through aggregate purchasing.  The author does not recommend using those savings to create a state-sponsored prescription drug discount program.  Rather, any savings that may be achieved should be used to strengthen the existing programs in Massachusetts ---- particularly the Prescription Advantage program ---- by increasing their marketing efforts and continuing to make them known to all people over age 65 living in Massachusetts.

Many people deserve recognition, and thanks for their contributions.  Thomas Tomczyk, Annette Boyer, Laura Coe, Lisa Coe, and Barb Karwowski from William M. Mercer Incorporated, brought their technical expertise and thoughtful analysis to the shaping of the research, as well as the preparation and presentation of this report.  Their unique insights, and those of their colleagues from other Mercer offices across the United States, were invaluable.  So too, were the efforts of Dr. Roy Epstein in crafting the drug discount section; Michael Costa, Esq., for his assistance on the Any Willing Provider/Most Favored Nations section; Dr. Wilbur Steger for his guiding hand with our economic analysis; and Dr. Frank Gannon, Bobbi Munson and Brian Schuetz of the Heinz Family Philanthropies staff, for their research and editing assistance.

And a very special thank you to Jeffrey R. Lewis, the author of this report.  Jeff is my chief of staff and the Executive Director of the Heinz Family Philanthropies.  He continues to lead the effort to keep the vision of my late husband, Senator John Heinz, alive and flourishing.  

Sincerely,
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Teresa Heinz

Chairman

Aggregate purchasing, or bulk purchasing, allows plan sponsors ----employers and/or state governments---- to aggregate, or consolidate, the various entities involved in prescription drug programs into one purchasing unit.  It may be accomplished through the consolidation of their prescription drug contracts into a single administrative purchasing unit under, or within, one state agency.

Aggregate purchasing allows plan sponsors ----or the entity such as an employer or state agency who is fiscally responsible for funding the benefit---- to combine with one or more additional plan sponsor(s) in an effort to increase the total number of covered lives.  This larger pool of purchasers can be used to leverage more favorable financial arrangements.  This is the way federal agencies and large private sector purchasers currently operate.  Moreover, by combining the various purchasers into one contract, the combined state agencies could conceivably receive more competitive ingredient cost discounts, administrative fees, and rebates; in addition to securing greater economies of scale than they would receive separately.

Aggregate purchasing of pharmaceuticals is often likened to the purchasing of other commodities.  It is important to note, however, that there are some important differences.   Aggregate purchasing of pharmaceuticals encompasses not only the purchasing of a commodity (such as medications), but also involves the need for services (such as utilization management, claims administration, network management, etc.) associated with administering the pharmacy benefit.

For this report, aggregate purchasing is not simply the act of taking the prescription drug programs from many state agencies and consolidating their purchasing power through one state agency.  It also involves the barriers a state like Massachusetts might face in achieving the greatest level of savings possible.  The challenge to the Governor and the Legislature is whether they are prepared to accept and implement all the changes that would be necessary to allow aggregate purchasing to work to its fullest, and to achieve the greatest possible savings and administrative efficiencies.  It also assumes that the Legislature is, and will remain, fully committed to the concept of aggregate purchasing and to the program itself.  If not, the Commonwealth must carefully weigh the benefits of the aggregate purchasing of prescription drugs.

Background

The Heinz Family Philanthropies undertook a study on aggregate purchasing to determine:

 Whether and how such a plan could work;

 How such an approach could achieve the greatest level of savings possible;

 How the generated savings, if any, would be used; 

 Whether the Commonwealth should fund a drug discount card program based on the savings; and 

 Whether a more effective use of generated savings could be determined

In the preparation of this report the Heinz Family Philanthropies:

 Undertook an exhaustive analysis of existing prescription drug data from the Commonwealth;

 Interviewed five nationally operating PBMs
;

 Discussed aggregate purchasing with a variety of industry experts from across the U.S.;

 Conducted a quantitative analysis to determine the financial impact of an aggregate 
purchasing plan;  

 Conducted meetings with the Office of the Governor, the Group Insurance Commissioner, the Office of Elder Affairs, and the legislative leadership; and 

 Provided all state agencies involved, including the Group Insurance Commission, the Office of Elder Affairs, and the Division of Medical Assistance with a draft copy of  the financial analysis Section V of the report, and requested their comments to ensure that the facts and data presented were accurate  

The issues and questions set forth in this report require thoughtful and substantive deliberation by the elected, political leadership in Massachusetts.  In the end, the decision is not about achieving the greatest savings possible.  It is about how such an aggregate program will affect the lives of people currently being served through different state programs; about those who might be served in the future, such as working poor families and others who do not have prescription drug coverage; and about the impact this change might have on the employment status of state employees.

This report was prepared by Jeffrey Lewis, Executive Director of the Heinz Family Philanthropies, with the actuarial and pharmacy expertise of senior consultants from William M. Mercer, Incorporated.  These included Thomas Tomczyk, senior actuary; Annette Boyer, senior pharmacy consultant; Laura Coe, actuary; and Lisa Coe, pharmacist.  Additional technical assistance was provided by Dr. Roy Epstein (drug discount programs), Michael Costa, Esq. (Any Willing Provider, Most Favored Nation), and Dr. Wilbur Steger (economic analysis).

The author also wishes to thank Greg Weishar, President of PharmaCare; Jeffrey Sanders, Senior Vice President, and Ynez Cross, Director of AdvancePCS; Bill Keifer, Vice President, Express Scripts; Brian Tiboni, Health Care Consultant; James Krahulec, Vice President, Government and Trade Relations, Rite Aid; Tim Donohue, President, Boston Market Strategies; Teresa DiMarco, President, First Health Services Corporation; Lori Garner, Director of Pharmacy - Department of Community Health, State of Georgia; Allan Zimmerman, Sr. Executive Vice President, National Prescription Administrators; Dolores Mitchell, Executive Director of the Group Insurance Commission (GIC); David Czekanski, Assistant Director, Policy and Program Management/HMOs and Pharmacy Programs, GIC; Bob Johnson, General Counsel , GIC;  Secretary Lillian Glickman, Office of Elder Affairs; Ann Hartstein, Assistant Secretary, Office of Elder Affairs; David Morales, Office of Elder Affairs; Mary Anne Marsh, Senior Vice President at FH/GPC; Dr. Frank Gannon, Bobbi Munson, and Brian Schuetz of the Heinz Family Philanthropies.  Most importantly and above all, thanks to Teresa Heinz for her leadership and support in this, and in all of the work of the Heinz Family Philanthropies.

This report represents a comprehensive analysis regarding the benefits of, and barriers to, the aggregate purchasing of prescription drugs by a public payer.  The analysis focused exclusively on three programs within the Commonwealth of Massachusetts:

· The Group Insurance Commission (GIC) – for active and retired public employees and their dependents; 

· The Commonwealth of Massachusetts Medicaid program; and

· The new Prescription Advantage program administered by the Office of Elder Affairs – for all people aged 65 and older as well as Medicare-eligible disabled individuals with incomes below 188% of the federal poverty level.

For purposes of this report, aggregate purchasing is defined as combining the prescription drug purchasing power of the Group Insurance Commission, Medicaid, and Prescription Advantage. We have identified direct and indirect savings opportunities through such a combination ---- what the industry refers to as the “aggregation of lives.”

 Key Findings:

1. Through aggregate purchasing of prescription drugs alone, it is estimated that the Commonwealth would realize both direct and indirect savings.  Direct savings resulting from more competitive discounts, lower dispensing fees, and more competitive administrative fees, are estimated to range from $2.9 to $3.6 million in the first year.  Indirect savings resulting from the ability to apply consistent and focused pharmacy management strategies across a larger number of participants could range from $3.1 to $6.0 million.  The combination of direct and indirect savings could generate from $6.0 to $9.6 million in savings in the first year. 

2. To achieve the greatest success for a prescription drug aggregate purchasing program, contract administration and negotiation should be consolidated under one state agency with one state executive given the sole discretion to negotiate an aggregated contract for the Commonwealth.  The author recommends that this authority be given to the executive director of the Group Insurance Commission due to the level of experience in dealing with plan administration and contracting for such services.


3. In interviews conducted with pharmacy benefits manages (PBMs), there was an overwhelmingly agreement that aggregate purchasing could be an effective method for achieving pharmacy benefit management savings for many plan sponsors.  Additionally, in today’s marketplace, given the increased competition among the PBMs, the prescription drug contracts for the GIC, Medicaid, and Prescription Advantage programs could be re-bid as one contract, after the terms of the current contracts for each program are met.  The savings projected in this report relative to aggregate purchasing could only accrue after these contracts are combined under an agreement with one plan administrator. 

4. There are no direct Medicaid savings that result from aggregate purchasing due to participation in the federal rebate program and having legislated pharmacy reimbursement arrangements.  If the Commonwealth is willing to make plan design modifications, such as implementation of a preferred drug list, it would be beneficial to include Medicaid in the overall aggregate plan.  Moreover, because Medicaid is a federal/state partnership, the savings that would result from aggregate purchasing plan design changes should remain with Medicaid, and should be used solely for that program.  This is a policy issue that requires close examination by the Commonwealth.

5. The theory behind aggregate purchasing is that the increased number of covered lives results in a larger purchasing pool, which, in turn, can leverage aggressive financial arrangements.  There is, however, a point at which greater numbers of covered lives will not translate to more competitive financial arrangements.   Moreover, it is not only the number of lives under an aggregate program, but also factors such as plan design, and the level of commitment to pharmacy management strategies that significantly influence the competitiveness of any proposal offered by a plan administrator. 

6. While it is unlikely that the Massachusetts legislature will repeal the Any Willing Provider law or modify its interpretation of  Most Favored Nations provisions, another option available to the state would be to exempt pharmacy provider network discount arrangements offered to state or federally funded programs, such as GIC or Prescription Advantage, from Most Favored Nation provisions as is done in other states, such as Georgia.  Alternatively, the state could elect to apply Most Favored Nation provisions to all state funded prescription drug programs, in an effort to allow all of these programs to benefit from Most Favored Nation provisions. 

Aggregate purchasing combined with the repeal of the Any Willing Provider law and the modification of Most Favored Nation  provision could result in additional savings ranging from $7.4 to $11.6 million. These savings are only slightly higher than the savings generated with these laws in place (see Key Finding #1 above), since repealing the Most Favored Nation law will likely have a negative impact on Medicaid (because it will no longer benefit from the most competitive pricing available in the Commonwealth).  The additional costs to the Medicaid program would partially offset any additional savings experienced by GIC and Prescription Advantage.

7. Applying a more comprehensive maximum allowable cost (MAC) pricing strategy to Medicaid, as is currently done in other Medicaid programs, may yield savings ranging from  $5.5 to $10.3 million annually.  This pricing strategy can be implemented outside an aggregate purchasing arrangement.

8. Making specific plan design changes such as copay changes to the existing GIC, Medicaid, and Prescription Advantage programs could result in total savings of $17.6 to $25.8 million in the first year.  However, these changes are only suggestions, and are intended to highlight and underscore the fact that while aggregating programs together does achieve minimal savings, the greatest level of savings result from changes that directly impact beneficiaries and the costs they incur.  Only when you begin to increase the cost-share of what people pay for medications will prescription drug programs result in any significant savings.  

9. We do not recommend that the Commonwealth use state funds to create a prescription drug discount program.  The kinds of programs that are currently available in the commercial marketplace ----such as those offered through AARP and Reader’s Digest---- are, and would be, superior to what the state could offer unless the state elected to utilize its purchasing power to mandate additional discounts from pharmacy providers and pharmaceutical companies.  Additionally, the Bush Administration appears to be committed to a national discount plan for senior citizens, which may change the dynamics of how discounts are obtained.  

10. Finally, any savings that may result from aggregate purchasing should be used by the Commonwealth to enhance or to help sustain the current programs.  For example, for the new Prescription Advantage program, consideration should be given to using some aggregate savings funds to expand the marketing plan to include aggressive advertising and direct mail, to ensure that all eligible individuals know about the benefits of this program.  

The Current Context and the Need for Savings

Prescription drugs are the fastest growing segment in health care expenses today.  Although spending on prescriptions drugs still represents less than 10 percent of the $1.1 trillion health care budget, the rate of increased spending on prescription drugs is very significant, as illustrated in Figure 1 below.

[image: image3.wmf]Figure 1

National Health Expenditures Annual 

Rate of Change, by Type of 

Expenditure

0%

5%

10%

15%

20%

1995

1996

1997

1998

1999

Hospital

Physician

Prescription Drugs


The most important reason for the rise in the cost of prescription drug benefits is the increased utilization of pharmaceuticals.  The number of dispensed prescriptions has risen from roughly two billion in 1992 to over three billion today.  An additional 33% increase is expected over the next five years. Prescription medications are now a critical component of health care and are often used as the primary medical treatment.  The cost increases place additional pressures on the plan sponsors ----private sector employers and government programs---- that provide prescription drug coverage. 

The challenge faced by those offering prescription drug programs today is to ensure that participants receive high-quality cost-effective care in the face of rapidly rising costs.  Many solutions are being explored to manage the cost increases, such as plan re-engineering, vendor management, enhanced pharmacy benefit management, and aggregate purchasing.   Moreover, escalating prescription drug costs have forced many states to consider legislative action to reduce the costs of state-run programs as well as to ensure accessibility of drug programs to those without coverage.   

States have attempted to reduce prescription drug costs in varying ways. Twenty-four states have started state pharmacy assistance programs; other states have adjusted their Medicaid eligibility rates; others have considered aggregate purchasing options in order to lower prescription costs for state-run programs.
 

Where are the Savings Generated?

Generally, under an aggregate prescription drug program, there is an opportunity to generate direct and indirect cost savings. 

There are three basic financial components of an aggregate prescription drug plan where direct savings can be generated: ingredient costs and dispensing fees, administrative expenses, and pharmaceutical rebates.

The ingredient costs and dispensing fees affect reimbursement to the provider 

pharmacies.  According to the aggregate purchasing theory, the provider pharmacies will 

accept reduced reimbursement and lower dispensing fees in exchange for an increased 

volume of prescriptions. 

Administrative expenses under an aggregate purchasing program are reduced since 

expenses are spread over more units, thereby lowering the per-unit cost through simple 

economies of scale.

The last component is pharmaceutical rebates.  Through the use of a prescription drug 

formulary or preferred medication list, discounts or rebates are negotiated with 

pharmaceutical companies based on the aggregate purchaser’s ability to influence the 

market share of particular drug products. The value of earned rebates is typically 

reflected in a financial arrangement offered to plan sponsors.  Under an aggregate 

purchasing program, due to increased volume and a concentration in a given region, there 

is a greater opportunity to influence market share, resulting in increased rebates.

For a public employer, such as the Commonwealth, there are two options for implementing an aggregate prescription drug purchasing program:  First, the state may become the purchasing agent for all prescription drugs for persons enrolled in various state programs as well as those who may participate in state-sponsored programs.  In this option, the state (with Medicaid, the federal government) negotiates and maintains the pharmacy provider contracts and the pharmaceutical rebate contracts.  The state can opt to perform additional administrative functions in-house (such as claims processing and clinical management), or decide to outsource any or all of these functions to a plan administrator such as a PBM.  

Under a second option, a state may contract directly with a plan administrator or PBM for all services, including pharmacy provider contracting, pharmaceutical rebate contracting and administration.  The financial model will differ depending on how the state structures the program.  The model discussed in this report assumes that the state contracts all services, inclusive of the provider network arrangement, rebates and administration, with a plan administrator.  

The Influence of Medicaid on Aggregate Purchasing

Due to many of the legislative and political influences that apply to a Medicaid program, the opportunities for achieving savings through aggregate purchasing are vastly different than those that exist for other public and private sector programs.

Pharmacy Network Reimbursement – Pharmacy network reimbursement for Medicaid providers, including ingredient cost discounts and dispensing fees, is specified by state regulations.  Additionally, in many states, federal regulations regarding access and reimbursement to Medicaid providers have been leveraged by state pharmacy associations to prohibit reductions in state reimbursement to pharmacies.  As a result, reducing the reimbursement for providers within the Medicaid pharmacy network is not possible without first changing the legislation that defines them.  For this reason, Medicaid will not benefit directly from the competitive network discounts negotiated by the aggregate purchasing group, and additional savings may not result.

Pharmaceutical Rebates – Medicaid programs are entitled to participate in the federal Medicaid rebate contracts which leverage the buying power of the federal government through competitive rebates that require pharmaceutical manufacturers to extend to the federal programs the best pricing offered to purchasers in the marketplace.  As a result of participation in the federal rebate contracts, Medicaid would not benefit directly from the commercial rebate agreements negotiated by aggregate purchasing groups, and no additional savings would result.   

However, several states are currently exploring opportunities to generate additional savings relative to pharmaceutical rebates.  For example, states like California and Florida are exploring options to increase and manage pharmaceutical product market penetration. As a result, the states receive 'enhanced' rebates from the pharmaceutical companies as a result of placement of their product on the Medicaid preferred drug list. In an effort to influence utilization of preferred medications, the non-preferred drugs are subject to prior authorization or, in some cases, a higher co-payment.  The enhanced rebates provide additional income to the state, even after the additional expenses associated with performing the prior authorizations. However, such strategies require close evaluation to ensure that additional rebates are not being obtained at the expense of higher ingredient costs.

Administration – The administrative efficiencies that result from aggregating programs and the associated direct and indirect savings are one way that Medicaid can benefit from aggregate purchasing. In the private sector, however, the lower administrative fees are offered as a result of the PBM’s ability to subsidize these fees through the additional revenue streams available to them, such as the spread in the provider network contracts and the financial arrangements negotiated with the pharmaceutical manufacturers.  As previously discussed, these opportunities may not exist for Medicaid programs. As a result, it is likely that the reduction in administrative fees under an aggregate arrangement will not be as substantial as that offered to private sector purchasers. 

Cost Share – Under a Medicaid program, it is difficult to utilize member cost sharing as a method of encouraging clinically appropriate cost conscious behavior.  Federal legislation places limitations on the level of co-payments that may be charged, and restricts the ability of a provider to deny services if the co-payment is not collected.  Additionally, many programs incorporate exclusions of co-payments for specific medications and/or recipients. These difficulties prohibit the kinds of equitable benefit plan design modifications that are effective strategies for maximizing program performance.  The options for plan design modification are limited for Medicaid.  Nonetheless, innovative approaches ----such as tiered co-payment and preferred medication lists administered within the constraints of Medicaid regulations---- are being piloted by Medicaid programs in an effort to benefit from this cost-saving strategy.

Pharmacy Management Strategies – Pharmacy management strategies are effective tools for managing the rising costs of pharmacy benefit programs.  While these management strategies are often subject to substantial political influence from the lobbying by pharmaceutical manufacturers, state pharmacy associations and patient advocacy groups, they offer a much needed method of influencing clinically and economically appropriate prescribing behaviors. 

The PBM Perspective – Aggregate Purchasing and Public Sector Programs

In an effort to gain a better perspective on the decision points and issues of an aggregate purchasing program for the public sector, multiple interviews were conducted with PBMs ----  including AdvancePCS, Express Scripts, Inc., First Health, National Prescription Administrators (NPA), and PharmaCare.

The PBM participants in these interviews agreed overwhelmingly that aggregate purchasing agreements could be an effective method for achieving pharmacy benefit management savings for many plan sponsors. These savings can be in the form of more competitive ingredient cost discounts, lower dispensing fees, enhanced pharmaceutical rebates, reduced administrative fees, and pharmacy management savings resulting from focused utilization review and formulary management.  The level of savings that can be achieved for an individual plan is dependent on the terms of the current contract, and the willingness to be competitive with pharmacy management strategies. 

The pharmacy benefit management marketplace today is very competitive and a large part of the savings has already been obtained from pharmacy provider network arrangements. As a result, the financial arrangements for recently negotiated programs are usually competitive, and therefore afford little room for movement.  This is particularly true for large programs.  While aggregating the programs may result in some savings, often the savings generated may not be substantial. Furthermore, the attractiveness of an aggregated purchasing program for public sector programs is ultimately based on several factors, including the following:

A common goal or shared vision – The PBMs consulted agreed that a successful purchasing group would consist of members who share a common goal or vision.  The creation of a single entity to manage the overall aggregate purchasing group significantly increases the attractiveness of a purchasing group to a PBM.  This arrangement would facilitate communication and decisions among the various entities, and significantly decrease the administrative and communication efforts required by a PBM.  Additionally, for public sector purchasing groups, a commitment by the state to allocate adequate time and resources to the project will increase the group’s attractiveness.  Such commitment will facilitate implementation, decrease administrative and communication efforts required by the PBM, and, thereby, significantly influence the program’s success.  

Program design and willingess to accept pharmacy management strategies – The basic concept of aggregating lives is that a larger purchasing pool will leverage more competitive financial arrangements.  However, there is a point at which a greater number of lives will not translate into a more competitive financial arrangement.   In preparing to enter into a competitive agreement, the PBM evaluates the business opportunity in the given area based on several criteria: as it relates to the competition, to the ability to influence pharmaceutical marketshare, to the overall program design, and to the level of commitment to accept pharmacy management strategies.  The ability to incorporate commercial (private sector) management tools ----such as formulary, network management, plan design, and utilization management strategies where appropriate---- allows a PBM to "do what it does best" and manage program performance.  In addition, it allows a PBM to access additional revenue streams ----such as network contracts and rebate contracts---- that allow the plan administrator to subsidize the overall costs to the purchasing group.

Ability to implement and administer utilization management programs – In addition to a more competitive financial arrangement, the PBMs agreed that additional savings could be achieved through the administration of utilization management programs.  Aggregating the individuals from multiple programs allows a state, for example, to implement consistent benefit design strategies among a critical mass of participants.  Additionally, aggregate purchasing may result in increased market concentration.   

Achieving increased market concentration (a significant percentage of plan participants within a physician’s office or a pharmacy) creates opportunities to enhance program and administrative efficiencies.  Such efficiencies are maximized by aligning strategies for formulary management, coverage policy, clinical management, and enabling the groups to educate providers and participants collectively, and more effectively, on program policy.  The result should be better outcomes that translate into program savings.

Additional revenue sources with the addition of Medicaid – The opportunity to propose a competitive arrangement that achieves savings for a Medicaid program differs from the opportunities for other programs.  Typically, Medicaid participates in the federal rebate program and have State-legislated pharmacy reimbursement arrangements.  As a result, the PBM cannot rely on the pharmaceutical rebates and the spread between the pharmacy provider contracts to support its profitability equations.  Subsequently, when Medicaid lives are involved, the PBM must explore additional revenue sources in order to be competitive and/or subsidize any losses it may incur from the administration of this population. 

Commitment – Finally, an actual commitment to collective purchasing ----as opposed to a commitment only to consider participation---- substantially effects the proposals made by many PBMs.  PBMs state that when commitment to participation is not made prior to the RFP process, significant sales and marketing expenses are incurred, even after a plan administrator is selected as the contractor.  In addition, uncertainties ----such as the volume of claims, covered lives, and program participants---- prohibit PBMs from committing to many of the most competitive arrangements and guarantees.  This precludes the most competitive savings programs being offered by PBMs.

The Georgia Experience

In October, 2000, the State of Georgia began implementation of aggregate purchasing among public sector entities.  Among the programs aggregated were the State Employee and State Medicaid programs.  Additionally, the Board of Regents elected to participate in the aggregate purchasing contracts available through the Department of Community Health.  In an effort to benefit from the Georgia experience, we conducted an interview with a representative of the state.

Through aggregation of the State of Georgia’s programs, a portion of the overall program savings can be attributed to the negotiation of a more competitive financial arrangement with one plan administrator ---- in this case, a PBM selected through a competitive bidding process.   Even with aggregate purchasing, it is important to underscore that the majority of the state's savings will be generated from changes in plan design, implementation of an expanded maximum allowable cost (MAC) price list for many generic medications, and the ability to implement consistent preferred drug list and benefit design strategies among a large number of Georgia residents.  These savings, however, could also be implemented without aggregation.

As a result of many of these changes, Georgia has realized a reduction in pharmacy cost trends for the Medicaid program of 18% to 25% during the first six months of the new program.  Below is a discussion of the various savings opportunities specifically implemented in Georgia that mirror many of the strategies used by employers to manage the increased cost of prescription drug programs.  

Plan Design – Georgia anticipates the generation of a high level of savings with the implementation of a new plan design for the State Employees and the Board of Regents.  The new plan design will incorporate movement to a three-tier preferred drug list.  It will also require a higher level of participant cost sharing for non-preferred medications than was required in the old plan design.  Additionally, in July 2001, the State of Georgia Medicaid program became the first Medicaid program to implement a three-tier plan design based on the common preferred drug list developed for the three State programs.   

Maximum Allowable Cost (MAC) – The State Medicaid program implemented a more comprehensive MAC list as a basis for the pricing of generic medications. The Georgia MAC list was expanded from 186 to 857 drug products, allowing for more competitive discounts on many generic products than does the federal upper limit pricing, or the state-developed MAC pricing that is in place for many state Medicaid programs today.  Georgia projects annual savings of $13 million as a result of its more competitive pricing of generic medications.

Customized Preferred Drug List – The Georgia Medicaid Drug Utilization Review Board coordinated with the PBM to create a customized preferred drug list.  The preferred drug list was developed by using the PBM’s national formulary as a base, and customizing a list of drugs that specifically meet the needs of the diverse population served by the aggregate purchasing group.  Additionally, where appropriate, pharmacy management strategies have been aligned among the programs.  Through the application of consistent management strategies and physician education efforts, Georgia anticipates savings from physician prescribing patterns that are consistent with the preferred drug list and benefit design for all programs.

Program Oversight – The State of Georgia created a new agency ----the Department of Community Health---- to provide administration, oversight, and leadership for all state-funded pharmacy programs.  The creation of this entity has, and will, contribute greatly to the success of the program.  Additionally, much of the success realized by the Georgia program thus far can be attributed to the political commitment and support by the state legislature and the Governor.  Such support is critical to overall program success.

In summary, the Georgia representative acknowledged that, with the exception of the negotiated financial arrangement for the commercial programs and the indirect savings associated with application of consistent pharmacy management strategies across all programs, the majority of the cost savings realized will be the direct result of program changes that could have been implemented absent an aggregate purchasing arrangement.  They did mention, however, that the benefits associated with the decision to make many of these program changes were maximized due to increased market concentration, and the ability to influence change for a critical mass of participants.

Section 271 of the Budget Bill (1999 Mass Acts ch. 127)

Section 271 of the Budget Bill (1999 Mass Acts ch. 127) approved on November 14, 1999, requires the Secretary of Administration and Finance to develop “a program to aggregate the purchase of prescription drugs” for all Massachusetts residents on whose behalf the state subsidizes, in whole or in part, the purchase of prescription drug benefits. While Section 271 does not detail the specific role the Commonwealth will undertake, it is presumed that its primary role would be to negotiate the highest rebates and discounts for the aggregate plan.  In addition, Section 271 states that the “coverage group” should include uninsured and underinsured residents of Massachusetts.

Section 271 is silent on the issue of how funds would be used to address the needs of an uninsured or underinsured population.  It is assumed that, depending on the level of savings resulting from an aggregate program, funds would be used either to enhance existing programs (by expanding benefits, decreasing administrative costs, etc.), or by establishing a discount card program.

Section 271 only requires the implementation of an aggregate purchasing plan if the Secretary of Human Services is able to conclude that, at a minimum, the program will meet the following conditions:

 The program will result in savings for the Commonwealth and the covered individuals, or provide “other substantial public benefits.”

 The program will not reduce the quality of existing prescription drug benefits and services, if any, currently provided to the covered individuals.

 The program will not terminate any contract currently in existence with any affected agency or program, unless the affected contract can be favorably renegotiated.

There are a number of difficult, but not insurmountable, issues presented by Section 271.  Each issue identified was left open to interpretation given the lack of expressly stated legislative language.  Therefore, each is explored in this report.  

This report focuses on a study of the aggregation of three of the largest programs funded by the Commonwealth of Massachusetts: the Group Insurance Commission (GIC), the Prescription Advantage program, and Medicaid.

The Group Insurance Commission (GIC) prescription drug program currently comprises approximately 255,000 state employees and retirees and their dependents.  The GIC offers state employees the option of participating in either a stand-alone pharmacy benefit or a pharmacy benefit offered as an integrated benefit through one of several HMOs. The current plan design for the stand-alone pharmacy program includes a three-tier drug co-payment, an incentive drug formulary, and a voluntary mail order benefit.  For purposes of our analysis, we included the GIC stand-alone pharmacy benefit and did not include the pharmacy benefits delivered through the HMO plans.  There are approximately 134,000 state employees, retirees and their dependents enrolled in the stand-alone pharmacy benefit program.

Prescription Advantage, based upon the Heinz Family Philanthropies’ HOPE Plan blueprint, was implemented in April of 2001.  The program is administered by the Office of Elder Affairs.  The current enrollment is under 100,000 participants, but it is estimated to exceed that number by the end of fiscal year 2002.  The program offers a prescription drug benefit to all seniors aged 65 and older, and disabled persons with annual household incomes at or below 188% of the federal poverty level, who reside in the Commonwealth of Massachusetts.  Participation in the program requires payment of an annual deductible and a monthly premium, both of which are based on household income.  The state provides a level of premium subsidy for low-income participants.  The plan employs a three-tier drug co-payment, an incentive formulary, and a voluntary mail order benefit.   

The Division of Medicaid – provides benefits to approximately 925,000 residents of the Commonwealth under the provisions of Title XIX of the federal Social Security Act.  The program provides a benefit to many of the Commonwealth’s most needy, including: low income individuals, pregnant women and children, and elderly and disabled individuals.  The plan design for the 800,000 residents in the fee-for service population included in our analysis employs a formulary inclusive of medications covered by federal rebate contracts with nominal co-payments established for some medications.  Because manufacturer participation in the Federal Rebate Program is so high, the end result is that the vast majority of medications are included on the formulary.

This report focuses on identifying the current legislative and operational issues that will affect the Commonwealth in obtaining the most competitive financial arrangement under an aggregate purchasing program.  

Any Willing Provider Legislation and Most Favored               Nation Clauses

As a result of greater utilization of prescription drugs and escalating costs, plan sponsors ----or the entity such as the employer or the state agency funding the benefit---- have been forced to step up their efforts both to channel drug utilization and to control costs by such means as re-contracting pharmacy networks at lower rates, revising mail service benefits, and tightening formulary controls.  While some of these efforts have been successful in reducing costs, they have not been welcomed by patients or physicians, who believe that plan sponsors (in particular managed care plans, hereinafter “plan” sponsors) should not be making treatment decisions or controlling access to needed prescription drugs.  

The Massachusetts Legislature ----like those in many states---- responded by taking the initiative to regulate and implement the “Any Willing Provider” law and applying a “Most Favored Nation”  provision.  Any Willing Provider requires managed care plans to accept any provider ----in this case, any pharmacy---- that meets the plan’s selection criteria and participation requirements.
  Some Any Willing Provider laws, such as those in Massachusetts, apply only to pharmacists; in some other states they also apply to physicians and other health care providers.

Massachusetts’ Any Willing Provider Law (M.G.L.c. 176D, §3B)

While there is little legislative history surrounding the enactment of Massachusetts’ Any Willing Provider legislation in 1994, it is clear that the legislators felt political pressure to rein in managed care costs, and to provide consumers with greater access to prescription drug benefits.
   Prior to the enactment of Any Willing Provider in 1994, almost all individuals with pharmacy benefits covered by state managed care plans were either required to obtain their prescription drugs exclusively from pharmacies in the plan networks, or pay for the drugs themselves. 

In addition to creating an “open bid” requirement (whereby plan sponsors must send request proposals from every provider located within its service area
), M.G.L.c. 176D, §3B requires plan sponsors to allow participation in its pharmacy network by any retail pharmacy that is willing to accept as payment the lowest price required.  The pharmacy is required to participate in the plan sponsor’s programs, including utilization review, quality assurance, satisfaction surveys, and complaint resolution, and to follow the sponsor’s performance guidelines.  These requirements were further clarified by the Commissioner of the Division of Insurance in a December 1995, Bulletin.

In order to ensure a level playing field, a subsection of the Massachusetts Any Willing Provider law forbids providers from participating in contracts for which they have designed the specifications.  The Any Willing Provider law also specifically exempts from its coverage all mail order pharmacies, non-retail hospital-based pharmacies, non-retail physician group practice pharmacies, and pharmacies wholly owned by the sponsor.  

Proponents of the Massachusetts Any Willing Provider law argued that, by contracting selectively (and thereby excluding some pharmacies), plan sponsors were decreasing competition and driving independent pharmacies out of business. ( Since pharmacies were increasingly depending on these plan sponsors as a source of income, they lobbied aggressively for laws that would obligate these plans to contract with any pharmacy that was willing to meet the plans' terms and stipulations.) 

Conversely, opponents of the Any Willing Provider law claimed that it undermined a plan’s ability to provide its participants with health insurance premiums at competitive costs. It was argued that in the absence of Any Willing Provider measures, plans were able to contract selectively with limited numbers of pharmacies based on specific selection criteria ----such as past practice and utilization of services---- in order to choose the most cost-efficient, and best-qualified, pharmacies.  Limiting the number of pharmacies according to these criteria enabled plans to reduce administrative costs related to contracting and monitoring, and to negotiate lower rates by offering a higher per-provider case load.
  

What Is the Impact of Any Willing Provider in Massachusetts?
The argument is that prescription drug plans, such as GIC and Prescription Advantage, could lower their program costs through the use of a restricted pharmacy network ---- because price concessions can most effectively be gained through the kind of exclusive negotiations in which pharmacies agree to reduce their prices in exchange for a guaranteed increased volume of sales.  Alternatively, the number of patients that a pharmacy can expect to serve becomes smaller as the number of pharmacies participating in the network becomes larger ---- as is the case under Massachusetts’ existing Any Willing Provider law.  The theory is that, if additional pharmacies enter a network, the discounts offered by the network to health plans will decrease, and the prices that they charge will increase.  

The Massachusetts Any Willing Provider law has been in existence for nearly six years, and  some may argue that it is still too early to determine its ultimate impact on pharmacy plans.  In fact, it is not.  The inability of the GIC, Medicaid, and Prescription Advantage programs, or their PBMs, to construct a limited network of pharmacy providers clearly impedes their ability to negotiate the most competitive arrangement and control costs for the various programs.  

Most Favored Nation Clauses

In recent years, antitrust enforcement officials have increasingly focused on health care related matters.  Of particular interest to the Antitrust Division of the Department of Justice has been the use of Most Favored Nation clauses in contracts between health insurers and providers.  

Under a typical Most Favored Nation provision, a seller (i.e., a pharmacy) agrees not to charge a plan sponsor more than the lowest price it charges any other purchaser of a particular service.  This provision has two potentially anti-competitive effects.  First, by increasing the rivals’ costs, it restricts competition between a dominant buyer and its rivals or potential rivals.  Second, it facilitates horizontal price coordination among suppliers.

The most recent Federal Trade Commission challenge involved RxCare of Tennessee, Inc.  RxCare’s Most Favored Nation clause required that, if a pharmacy in the RxCare network accepted a reimbursement rate from any other third party payer that was lower than the RxCare rate, the pharmacy must accept that lower rate for all RxCare business.  The FTC ruled that the Most Favored Nation clause, in conjunction with RxCare’s market power, resulted in network pharmacies being unwilling to accept lower reimbursement rates for other health plans.  This created a price floor that, inhibited competition, and prevented the entry of lower-priced pharmacy networks into the market.  In June of 1996, the FTC gave final approval to a consent order settling the charges against RxCare, and barring it from utilizing Most Favored Nation clauses in future pharmacy participation agreements. 
Reconciling the Differences

Unfortunately, the conflicting views of Most Favored Nations provisions expressed by the courts and federal agencies have led to much confusion.  While there have been no reported Massachusetts decisions in this area, it is quite possible that, as plan sponsors are faced with the prospect of requiring non-network pharmacies to accept as payment-in-full the lowest price required of any pharmacy in the plan’s network, they will begin implementing Most Favored Nation clauses within their pharmacy provider agreements.  While it is uncertain how the Massachusetts courts would interpret such clauses, the key to determining the effects of a Most Favored Nation clause may be to answer this question:  Does the payer imposing the Most Favored Nation clause have sufficient market power to “stabilize the market”?  If the answer is yes, the clause may be found illegal.

If the compensation received through a plan sponsor represents a significant portion of the income of a large group of pharmacies, a Most Favored Nation clause is likely to discourage providers from discounting their rates.  The result of this unwillingness to discount may diminish price competition and result in higher prices.  Given this fact along with the inherent legal scrutiny such clauses require, plan sponsors and pharmacies should approach Most Favored Nation clauses with caution.

In conclusion, it cannot be stressed enough that the Any Willing Provider law is a serious financial barrier to the Commonwealth’s ability to achieve the greatest level of savings.  In today’s marketplace, pharmacies are willing to sacrifice more (related to the price of the drug and the administration of the program) when they know that they have the potential of attracting more consumers into their stores (where there is the potential that they will buy more than just the drugs).  This is why, for example, some chain drug stores in states without Any Willing Provider and Most Favored Nation provisions are willing to offer mail order pricing at retail stores in exchange for the greater volume.  

Population Dynamics, Political Landscape and Policy Implications of the Current Programs 

Typically, a common “thread” among the participants of an aggregate purchasing group contributes substantially to the overall success of the arrangement.  The three programs discussed in this report are funded, in whole or in part, by the Commonwealth of Massachusetts.  Additionally, the populations served by these three statewide programs largely access the same physician and pharmacy providers.  While these commonalties would be valuable in an aggregate prescription drug purchasing arrangement, it is equally important to consider the challenges that arise from of the differences among the programs.

In addition to seniors, the populations served by these three programs include children, pregnant women, working adults, pensioned retirees, and the disabled.  A comparison of the medications utilized by such groups shows that some similarities exist across all these patient populations ---- such as the use of cardiovascular medications to treat high cholesterol and high blood pressure, anti-ulcer preparations, antidepressants, and diabetes medications.  However, due to the demographics of each specific population, the utilization of other classes of medications is not as universal.  For example, a review of medications used by a Medicaid population shows that, in addition to the classes just listed, anti-psychotic medications and antiviral medications (used to treat HIV/AIDS and Hepatitis) are among the most costly of all drug classes for this population, due to greater utilization of these medications.  Similarly, Prescription Advantage would be expected to utilize medications related to many age-related diseases, such as Alzheimer’s and Parkinson’s disease, and glaucoma.

Aggregating all lives served under these three programs requires thoughtful consideration about the ability of any one plan administrator to meet the needs of all populations by providing appropriate access to medications, services, and appropriate pharmacy management strategies, for all participants.  The most significant areas that must be addressed are the prescription drug formulary and clinical management programs.   

Prescription Drug Formulary – A formulary is a listing of medications, chosen on the basis of quality and cost, that are covered by a plan.  The current GIC and Prescription Advantage programs have adopted an open formulary approach that allows coverage of all medications within a given therapeutic class.
  While both plans offer an open formulary, they each incorporate a preferred drug listing that allows coverage of selected medications, and requires a lower co-payment by the participant for preferred medications.  Currently, the Medicaid program uses the formulary defined by federal rebate contracts.  Because of high manufacturer participation in the Federal Rebate Program, the vast majority of medications are included on the formulary.  The greatest efficiency resulting through aggregate purchasing would be the administration of a consistent benefit that may require the development of a common preferred drug list for all programs.  In order to minimize the administrative burden associated with developing and maintaining a customized formulary, consideration should be given to using the selected PBM’s base formulary as a basis, or starting point, for the common preferred drug list.  However, careful consideration would need to be given as the state attempts to customize a formulary that could meet the diverse needs of the aggregated population.

Clinical Management Programs – Each program has a very different political landscape to consider.  For example, the Prescription Advantage program offers a premium-based prescription drug benefit to all residents of the Commonwealth aged 65 and older, and to a selected disabled population.  Clinical management programs would need to be designed to address the diverse clinical needs of these populations.  Because program success is dependent on its ability to attract and enroll a substantial number of people 65 and older, it is crucial that careful consideration be given to balancing the relative impact on enrollment that any changes (even though with the potential opportunity to generate potential cost savings) may have.  As discussed in Section IV, Medicaid is an entitlement program.  As such, it is subject to a myriad influences from lobbying groups and other entities.

Finally, many aspects of the Medicaid and Prescription Advantage programs are guided by legislative language.  In addition to the relevant Medicaid legislation discussed in Section IV, federal regulations specify requirements relative to the design and implementation of many clinical management programs, and define many of the reporting requirements associated with them.  Additionally, the Prescription Advantage program is subject to many specifications set forth in the regulations that created the program.

As the Commonwealth evaluates the impact of aggregate purchasing, it is important to understand the various similarities and differences among the programs to be aggregated.  It is only through understanding of the influence these factors have on each program that a relevant and successful strategy can be developed and adopted.  Such a strategy must not only capitalize on the efficiencies that can be gained by combining similar programs; it must also address the unique issues and needs faced by each individual program.

Financial Analysis of Aggregate Purchasing in the Commonwealth of Massachusetts 

Aggregate Purchasing Savings for the Commonwealth of Massachusetts 

The primary goal of our analysis was to determine what level of savings, if any, could be achieved by aggregating the GIC, Prescription Advantage, and Medicaid prescription drug programs.  The populations included in this study currently use three separate PBMs: Express Scripts for GIC stand-alone pharmacy program; AdvancePCS for Prescription Advantage; and First Health for Medicaid.  The current prescription drug contracts of both GIC and Prescription Advantage program administered by the Office of Elder Affairs were negotiated exceptionally well. Both state agencies negotiated competitive financial arrangements, each achieving the best deal possible under the given circumstances. 

The Office of Elder Affairs, while negotiating at a disadvantage since the Prescription Advantage program had not been implemented at the time the request for proposal (RFP) was sent out, nonetheless achieved a competitive financial arrangement.  Vendors bidding on the Prescription Advantage program had to make specific assumptions regarding the level of participation and revenue that would be achieved.  This required making further assumptions in valuing the contract, such as the level of discounts and rebates they would or would not be able to offer to Elder Affairs.  Due to such significant unknowns, the bidding plan administrators were not willing to extend to Elder Affairs pricing comparable to GIC’s contract.  As a result, even lower costs may be possible for Prescription Advantage under an aggregate purchasing arrangement.  Alternatively, in lieu of the aggregate purchasing, the Commonwealth could attempt to renegotiate the Prescription Advantage financial arrangement once sufficient utilization data is captured to support a more aggressive arrangement. 

On the other hand, because Medicaid discounts and dispensing fees are legislated under Massachusetts law, and rebates are legislated under Federal law, the negotiating power between Medicaid and its plan administrator is almost entirely eliminated.  Absent a change in legislation, the financial arrangements under the Medicaid program will generally remain the same.  It is important to note that several states have recently chosen to address similar issues through legislation.

Medicaid does, however, play an important role in aggregate purchasing.  With over 800,000 enrollees in fee-for-service Medicaid estimated in fiscal year 2002, Medicaid will have more than three times the number of enrollees in GIC and Prescription Advantage combined.  Given the desire of some plan administrators to gain Medicaid market share, this will leverage the purchasing power of the combination of the three entities.  Additionally, the opportunity to benefit from pharmacy benefit management strategies used in the commercial market could significantly benefit the Medicaid program, resulting in savings.  

The remainder of this section, which discusses the financial impact of aggregate purchasing, is divided into three sections:

 Aggregate Purchasing:  The Consolidation of Existing Contracts under Current Massachusetts Law;

 Aggregate Purchasing:  The Consolidation of Existing Contracts under Repeal of Most Favored Nations Law; and

 Additional Cost Savings – which can be obtained with or without aggregate purchasing.

Aggregate Purchasing: The Consolidation of Existing Contracts under Current Massachusetts Law

Summary

The consolidation of the existing GIC, Medicaid, and Prescription Advantage programs under an aggregate purchasing arrangement will produce both direct and indirect savings.  This aggregation, and thus accrual of savings, can only occur after the contractual obligations with current plan administrators are met.  In total, it is estimated that, in the first year, between $6.0 - $9.6 million in savings (representing 0.7% - 1.2% of total program costs) is possible.  The various sources of these savings are described below in detail.

Direct Savings 

As a result of our review of the current financial and administrative arrangements for GIC, Prescription Advantage, and Medicaid, we conservatively estimate that the combined purchasing power of these three entities could produce direct cost savings of $2.9 - $3.6 million in fiscal year 2002. These savings, which represent approximately 0.5% of projected prescription drug program costs for these three entities, do not reflect any changes to the current cost-sharing and other plan design features. The estimated direct cost savings result from savings in the following four areas:

 More competitive ingredient cost discount arrangements;

 Lower dispensing fees;

 Lower claim processing fees; and

 Enhanced pharmaceutical rebates.

The direct cost saving analysis includes financial arrangement assumptions based on the competitiveness of the current marketplace.  It is important to realize that changes in the competitiveness of the current marketplace would impact the cost saving potential.  Additionally, we have shown each component of the financial arrangement separately for illustrative purposes only.  Typically when evaluating multiple financial arrangements, it is important to assess the combined effect of the components, and not focus on each item separately.  For example, a lower dispensing fee is not necessarily the best deal if the ingredient cost discount associated with that dispensing fee is less competitive than the discount associated with the higher dispensing fee. 

More Competitive Ingredient Cost Discount Arrangements

Although the GIC and Prescription Advantage programs currently have competitive discount arrangements, the purchasing power created by aggregating programs could lead to slightly enhanced ingredient cost discounts for the Prescription Advantage program due to the greater volume of lives and the fact that the Prescription Advantage program has been able to capture several months of claim experience to substantiate the potential volume of claims that will be processed as part of this program.  Under a newly negotiated discount arrangement, it is estimated that savings of approximately $0.9 - $1.1 million in the first year are possible.  Since the provider reimbursements are legislated under the Medicaid program, plan administrators do not have the opportunity to offer more competitive discounts to Medicaid.

Lower Dispensing Fees

While the dispensing fees under the Medicaid program are legislated for Medicaid providers, plan administrators do not have the ability to offer more competitive dispensing fees to Medicaid absent state and federal approval.  However, combined purchasing power could lead to lower dispensing fees for Prescription Advantage.  It is estimated that an additional $1.6 to $1.9 million in savings could be generated in year one as a result of lower dispensing fees.  However, it must be underscored that lower dispensing fees directly impact both chain and independent pharmacies, resulting in lower overall profits.

Lower Claim Processing Fees

The combined purchasing power created by aggregate purchasing could also lead to lower claim processing fees.  Based on information provided for the administrative expenses associated with the processing of electronic claims, it is estimated that savings of $0.4 to $0.6 million could be obtained through aggregate purchasing for these entities.  

Note:  In this analysis, the financial model only incorporated electronic claims processing fees for the savings calculations.  There is a potential for additional savings under an aggregate purchasing program, due to other administrative expenses, such as paper claims processing, state agency overhead, prior authorization expense, etc.  These savings were not explicitly valued in this study.

Enhanced Pharmaceutical Rebates

The combined purchasing power created by aggregate purchasing, augmented by plan design and pharmacy management tactics, generally leads to enhanced pharmaceutical rebates.  Our analysis of the recently negotiated GIC and Prescription Advantage contracts revealed that the current rebates negotiated for each program based on the current commercial marketplace, are competitive. As a result, while our conservative analysis does not include any cost savings attributed to enhanced rebates, it is possible that better rebates could be negotiated generating additional cost savings.   Because Medicaid accesses the Federal rebate contracts, negotiation of additional rebates through the plan administrator will not result in additional savings for the program.  

It is estimated that total direct savings would be between $2.9 - $3.6 million.  Although minimal, these savings could occur through an aggregate purchasing arrangement.

Indirect Savings 

As a result of more efficient administration and improved pharmacy management, indirect savings are also possible under the aggregation of the three programs.  It is estimated that an additional $3.1- $6.0 million (representing 0.3% - 0.7% above the savings currently realized by each program) could be achieved. It is important to realize that due to the fact that the Federal government contributes 50% of the funding of the Medicaid program, the savings realized by the Commonwealth would be one-half of the overall Medicaid program savings.

Although all three programs currently utilize cost-management strategies,  it is anticipated that current indirect program savings would be further maximized by combining under an aggregate purchasing agreement.  

Moreover, under an aggregate purchasing arrangement, the opportunity exists for the Commonwealth to align the management strategies across the various programs.  For example, the Commonwealth could choose to align pharmacy management strategies ----such as development of a common formulary or preferred drug list, managed pre-authorization, quantity and duration limitations and concurrent and retrospective drug utilization management---- across all groups.  The level of additional savings that could be achieved for each program would depend on the competitiveness of the strategies currently implemented for each group.  By aligning management strategies, the Commonwealth could anticipate not only the direct savings typically associated with each program, but also the indirect benefit of creating the critical mass of participants required to influence prescribing behaviors.

Total Savings

An aggregate purchasing approach involving the three programs in the Commonwealth could generate overall cost savings equal to 0.7% to 1.2% of current program costs.  The following table displays the potential sources and estimated level of savings that may be generated in the first year following aggregation of the programs.

Aggregate Purchasing:

The Consolidation of Existing Contracts under Current Massachusetts Law




Savings on Program Costs (in Millions)

Source of Savings
Medicaid
GIC
Prescription Advantage
Total

Direct Savings





   Change in discount arrangement
None
None
$0.9 - $1.1
$0.9 - $1.1

   Lower dispensing fees
None
None
$1.6 - $1.9
$1.6 - $1.9

   Lower claim processing fees
None
None
$0.4 - $0.6
$0.4 - $0.6

   Enhanced pharmaceutical rebates
None
None*
None*
None

   Total
None
None
$2.9 - $3.6
$2.9 - $3.6

Indirect Savings





   Pharmacy management savings

   And consistent

   Efficient administration
 $1.8 - $3.5
$0.5 - $1.0
$0.8 - $1.5
 $3.1 - $ 6.0

Total
 $1.8 to $3.5
$0.5 - $1.0
$3.7 - $5.1
 $6.0 - $9.6 

* Based on the negotiated rebate levels and current commercial marketplace benchmarks, this conservative financial analysis estimates no additional rebate savings for this model

Aggregate Purchasing: The Consolidation of Existing Contracts under Repeal of Most Favored Nations

Given the limited savings that are possible with aggregate purchasing under current Massachusetts law, we investigated what additional savings, if any, could be realized by making changes to existing laws; in particular, we examined the financial impact of repealing the Most Favored Nations clause for Medicaid programs.

The results of our analysis indicate that by changing how the Most Favored Nation clause is applied in Massachusetts, would result in slightly higher net savings for the Commonwealth.  As discussed, the Most Favored Nation clause requires all pharmacies to offer Medicaid the lowest discounts on a particular medication that are offered to any other purchaser within the state. As a result, Medicaid currently benefits by receiving the most competitive pricing available.  Other programs, including GIC and Prescription Advantage, are impacted by the inability to negotiate the most competitive discounts possible due to the unwillingness of pharmacies to contract at a lower rate (knowing they will have to extend the more competitive pricing to Medicaid as well).

Although modifying how the Most Favored Nation clause is applied may result in increased savings for the GIC and Prescription Advantage programs, the corresponding decrease in the Medicaid arrangement partially offsets these savings.  We estimate that the overall aggregate savings would increase from $6.0 - $9.6 million under current laws to $7.4 - $11.6 million, during the first program year, if a Most Favored Nation clause were applied across the board.  

Additional Savings

There are other methods which GIC, Medicaid, and Prescription Advantage can consider to reduce program costs.  Some of these are as follows:

 Implementing a more competitive MAC pricing list for Medicaid;

 Changing current legislation to allow for lower dispensing fees under the Medicaid program; and

 Revising the benefit designs of each program.

Reported savings from aggregate purchasing arrangements often include savings from program changes that could be equally implemented in the absence of aggregate purchasing (e.g., State of Georgia).  Since the three program changes listed above can be made with or without aggregate purchasing, we have elected to show these types of savings separately from the savings resulting from the more cost-effective financial arrangements negotiated by the aggregation of entities.

It is important to state that these plan design changes are not recommended options; rather, they represent options for the Commonwealth to consider.

Implement a more competitive MAC pricing list for Medicaid 

Since the provider reimbursement for prescription drugs under Medicaid are legislated under Massachusetts law, plan administrators do not have the same opportunity to provide deeper discounts for single source brand and multi-source medications that are not subject to MAC pricing.  It is, however, possible that the current discount arrangement for generic prescription drugs could be altered to provide additional savings.  As legislated by the Commonwealth, most generic drugs are currently priced at either the Federal Upper Limit pricing (FUL or HCFA MAC), or the specified Massachusetts MAC level.  

In moving to an aggregate purchasing arrangement with GIC and Prescription Advantage, Medicaid may create the opportunity to have a more expansive list of generic drugs priced at the MAC level.  Since the MAC lists used by most commercial PBMs incorporate pricing for a greater number of generic drug products than the HCFA MAC list or typical state MAC lists, it is estimated that a saving of $10.9 to $20.5 million is possible.  It is important to note, however, that the Commonwealth could implement a more competitive MAC pricing list for Medicaid even without the benefit of an aggregate purchasing arrangement.  Because the federal government contributes 50% of the funding of the Medicaid program, the savings realized by the Commonwealth would be one half of the overall savings or $5.5 - $10.3 million.

Change current legislation to allow for lower dispensing fees under the Medicaid program

Since dispensing fees are legislated under Massachusetts law, lowering these fees would be a major undertaking.  While a dispensing fee of $3 is competitive with other state Medicaid dispensing fees, it exceeds the commercial standard (of $1.75 - $2.50).  If, it was possible to amend this legislation and reduce dispensing fees for the Medicaid program by a nominal amount, such as $0.25, savings of $4 - $5 million would be possible.  Because the Federal government contributes 50% of the funding of the Medicaid program, the savings realized by the Commonwealth would be one-half of the overall savings or $2.0 - $2.5 million.

Revise the benefit designs of each program

As stated earlier, this section illustrates the level of savings that could be achieved through plan design changes.  These changes are not absolute recommendations, but it is important to understand “how” and “why.” The benefit designs that are illustrated below are based on increased cost sharing to the participant.   It is important to note, however, that this is not a result of aggregate purchasing, because it can be done individually for each program.   Additionally, the benefit design changes shown below do not reflect any recommended or impending changes to any of the programs.  The decision to alter benefit designs rests solely with each of the three programs.  Benefit design changes are shown here for illustrative purposes only.

GIC Program

The current and illustrative revised benefit design features for the GIC stand-alone pharmacy program are shown in the table below.  Shading represents a change in design from the current benefit design.

Additional Program Design Changes: 

GIC


Current
Revised

Deductibles
None
None

Out-of-pocket maximum
None
None

Co-payments:



     Generic – Retail
$5.00
$7.00

     Preferred Brand – Retail
$15.00
$15.00

     Non-Preferred Brand – Retail
$25.00
$30.00

     Generic - Mail Order
$10.00
$14.00

     Preferred Brand - Mail Order
$30.00
$30.00

     Non-Preferred Brand - Mail Order
$40.00
$60.00

Under this scenario, additional savings of $2.3 to $2.9 million could be obtained in the first year as a result of benefit design changes alone.

Note:  The reported savings reflect increased cost sharing.  Although not included in the modeling, additional savings resulting in increased rebate collection may also be achieved.

Medicaid Program

The current and illustrative revised benefit design features of the Medicaid program are shown in the table below.  Shading represents a change from the current benefit design.

Additional Program Design Changes:

Medicaid


Current
Revised

Deductibles
None
None

Out-of-pocket maximum
None
None

Co-payments:



     Generic – Retail
$0.50
$0.50

     Preferred Brand – Retail
$0.50
$1.00

     Non-Preferred Brand - Retail
$0.50
$3.00

     Generic - Mail Order
No Mail Order
No Mail Order

     Preferred Brand - Mail Order
No Mail Order
No Mail Order

     Non-Preferred Brand - Mail Order
No Mail Order
No Mail Order

Under this scenario, additional savings of $2.0 to $10.5 million could be obtained as a result of benefit design changes alone.  Because the Federal government contributes 50% of the funding of the Medicaid program, the savings realized by the Commonwealth would be one half of the overall savings or $1.0 to $5.3 million dollars.   The high end of this range is achievable only if the increased co-payments can be enforced by pharmacies, or if the pharmacies are held financially responsible for collecting the co-payments, even though by law they are not permitted to deny a medication to a Medicaid recipient due to inability to pay the nominal co-payment.

Prescription Advantage

The current Prescription Advantage program, and an illustrative revised benefit design, are shown in the table below.  Shading represents a change from the current benefit design.

Additional Program Design Changes:

Prescription Advantage


Current
Revised

Deductibles
Range from $0 to $500 based on income level
Range from $0 to $500 based on income level

Out-of-pocket maximum
Minimum of $2000                                       or 10% of income
Minimum of $2000 or                               10% of income

Co-payments:



     Generic – Retail
$5 (<200% FPL)

$10 (>200% FPL)
$10.00

     Preferred Brand – Retail
$15 (<200% FPL)

$25 (>200% FPL)
$25.00

     Non-Preferred Brand – Retail
Greater of 50% or Preferred Co-pay
Greater of 50% or Preferred Co-pay

     Generic - Mail Order
$12 (<200% FPL)

$20 (>200% FPL)
$20.00

     Preferred Brand - Mail Order
$35 (<200% FPL)

$50 (>200% FPL)
$50.00

     Non-Preferred Brand - Mail Order
Greater of 50% or Preferred Co-pay
Greater of 50% or Preferred Co-pay

Under this scenario, additional savings of $14.3 to $17.6 million could be obtained as a result of benefit design changes alone.

Another plan design option for Prescription Advantage is the implementation of a mandatory generic provision.  A mandatory generic provision requires the participant to pay the required co-payment in addition to the cost difference between the brand medication and its generic equivalent when a generic drug is available but the patient and/or the physician request a brand medication.  A mandatory generic strategy will generate savings; however, the financial value is related to how the multi-source drugs are placed on the formulary as well as their specific utilization.   For this reason, we did not model savings from this benefit design strategy.

The following is a summary of the potential total savings resulting from plan design changes discussed in this section.

Summary of Potential Savings from Plan Design Changes


Estimated Savings  to Commonwealth

GIC
$2.3 - $2.9

Medicaid
 $1.0 - $5.3

Prescription Advantage
$14.3 - $17.6

Total
 $17.6 - $25.8

Options: What Can Be Done with the Savings?
 

The Section 271 language refers to the inclusion of uninsured or underinsured individuals as part of the aggregate purchasing “coverage group”.  If the needs of this population are to be addressed, the Commonwealth must determine how any savings realized from the aggregate purchasing of prescription medications for other state funded programs can be most effectively allocated.  One option that has been widely discussed within the Commonwealth is the creation of a discount program.

Discount Programs 

Prescription drug discount cards are one solution that plan sponsors are using to assist in lowering the cost of prescription drugs. Other distribution channels for lowering prescription drug prices, such as mail order and the Internet, are also being entertained as solutions.
 

Under the current discount plans, in return for an annual fee (typically around $25), a cardholder receives discounts off a pharmacy’s usual and customary retail prices.  Widely publicized examples include the YOURxPLAN, sponsored by Reader’s Digest and Merck-Medco, and the AARP Member Choice program. These programs provide varying discounts on essentially all prescription drugs, including brand names and generics, at the retail pharmacy point of sale.  They are generally accepted nationally by thousands of pharmacies, including major chains and independents.  However, with the Bush Administration proposal, the landscape may be changing.  These programs advertise their discounted prices on their websites. They are expected to be competitive and viable on the basis of price, convenience for customers, and advantages for participating pharmacies.

Under a discount program, a cardholder pays in 100% of a discounted price for each prescription.  If only a few low cost prescriptions are filled, then the out-of-pocket amount will be low.  Progressively higher prescription drug utilization (more prescriptions and/or use of more expensive brand names) would result in a correspondingly higher expenditure.  

What are the benefits/negative aspects associated with drug discount programs?

Consumer Savings from Using Discount Cards and New Distribution Channels

To estimate the possible savings from discount cards and new distribution channels, we compared prices for 27 leading drugs in Table 1.  These drugs were selected either because they are top sellers in dollar volume, top sellers in numbers of prescriptions, or top sellers in terms of utilization by those over age 50.
  The table shows prices using the YOURxPLAN card (both in-store and mail order), AARP Member Choice, Costco, and undiscounted cash prices at various retail pharmacies in the Boston area.
  Relative to retail cash prices, the YOURxPLAN card yielded an average discount in the sample of 22.9% in-store, and 25.8% with mail order.
  The comparable discount with AARP Member Choice was 16.7%.  The average discount at Costco was similar to YOURxPLAN in-store, at 21.2%. 

Our findings suggest that the prices under the new distribution channels may be reaching the likely sustainable retail minimums.  The average retail pharmacy earns approximately a 25% margin on sales,
 so discounts that approach this level leave little room to cover its costs at lower prices.  The savings attainable to pharmacies from the bulk purchasing of prescription drugs at the wholesale level are probably already reflected in the current market.  Many ----or perhaps most---- national pharmacy chains and supermarket pharmacies have already reached the scale that allows them to buy prescription drugs efficiently.  For this reason, bulk purchasing for pharmacies is not likely to be a source of additional savings in the market in the future.  

One of the key characteristics of existing discount card plans is that they do not incorporate the kinds of restrictions on access to prescription drugs that are common in managed care prescription drug programs.  Nor do mail order and Costco-type pharmacies restrict the range of prescription drugs carried.  Without restrictions, however, it is difficult to see how discount cards can obtain additional discounts from brand name prescription drug manufacturers.  

A brand name manufacturer offers rebates to large wholesale customers when the customer successfully moves market share to the manufacturer’s product.  This is most commonly achieved either through the use of a “closed” formulary, which includes only the manufacturer’s product for a specific therapeutic category, or through a “tiered” formulary, which charges higher co-payments for competing brand names.  Closed formularies are reported to result in manufacturer rebates ranging from 20% - 40% for selected products.  However, the manufacturer that unilaterally offers a significant rebate when the customer cannot move market share in its favor, is likely to make lower profits.  This analysis suggests, therefore, that for discount cards with unrestricted access to all drugs, reducing the retail markup is probably one of the opportunities to reduce prices to retail customers.

Discount programs – Impact on Stakeholders

As the previous analysis suggests, much of the savings realized by the participant in a discount program are driven by the competitiveness of the pharmacy discounts.  Many pharmacies state that they are increasingly asked to accept more competitive reimbursement rates from plan administrators, thus significantly lowering their profit margins. Pharmacy opposition to these programs can be significant.  

State discount programs, such as those recently introduced in Washington and New Hampshire, have fought very public battles with organizations representing the retail pharmacies.  The retail pharmacists maintain that, by being asked to shoulder the majority of the discounts, they are effectively being asked to fund the program. 

Another criticism of discount programs is that they have not been successful in obtaining discounts or rebates from manufacturers.  Absent mandated participation by manufacturers in the state and/or federal rebate programs, the pharmaceutical industry typically offers no level of rebate for unfunded programs.  In the public sector, benefit design and the ability to move market share to a particular product are what primarily drive rebate levels.  The open formulary and 100% member cost share provisions that prohibit a program from moving market share offer manufacturers no incentive to offer rebates.  Several states have legislated manufacturer rebate levels equivalent to those available through federal rebate contracts for state discount programs.  The pharmaceutical manufacturers have challenged such legislation, and a District of Columbia Circuit Court recently ruled that Vermont lacked the authority to legislate rebates and discounts similar to those offered through federal rebate contracts for the Vermont discount program.

What does this mean For the Commonwealth of Massachusetts and Section 271?
 

Aggregate purchasing of prescription drugs does present an opportunity for the Commonwealth to reduce the costs of the prescription drug programs paid for with state funds.  By combining the purchasing power of state prescription drug programs under one state agency, and negotiated by one state executive, greater efficiencies can and should be achieved.  However, the level of efficiencies and cost savings are greatly influenced by the Legislature’s willingness to:

· Modify the application of the Most Favored Nations provision to provide state agencies greater flexibility in negotiating contracts with providers;

· Consider the creation of a single state preferred drug list to influence market share;

· Implement uniform pharmacy benefit management strategies for all state-sponsored prescription drug programs where appropriate;

· Provide the state executive negotiating prescription drug contracts the ability to modify the drugs covered on the preferred drug list as cost and utilization dictate;

· Provide the state executive the ability to determine with the PBM and its P&T committee the composition of included and excluded medications for the state preferred drug list or, alternatively, individual state program preferred drug lists;

· Undertake a manpower study, prior to implementation of a state aggregate prescription drug program, to determine whether consolidating the negotiation of all prescription drug contracts under the auspices of one state agency and administrator will result in a reduction in work force, and address any applicable collective bargaining agreements currently in place.  Ideally, an aggregate program should not be punitive.  If a reduction in force does result, a plan should be implemented to ensure that displaced employees are offered employment with other state agencies.

In addition, we do not recommend that the Commonwealth implement a state-sponsored prescription drug discount program.  Based on our analysis, we do not believe that the Commonwealth could achieve any greater savings than those already offered in the market today.  Many discount programs exist in the marketplace; in addition, the Bush Administration has recently announced the creation of a National Drug Discount program for the Medicare-eligible population.  

Finally, in a letter to former Governor Cellucci on August 18, 2000, we expressed our concern that a prescription drug discount plan that is implemented, or operated concurrently, with the Prescription Advantage program might result in an increased level of adverse selection.  In other words, far too many healthy elders would opt for the discount plan, while far too many of the unhealthy elders, could sign up for Prescription Advantage.  The fact that this potentially serious problem exists for any state or federally sponsored prescription drug insurance program should not preclude senior citizens, and others, from knowing about their existence and making their own informed economic decision. 

For that reason, the savings that may be achieved through aggregate purchasing should not be used to underwrite a prescription drug discount plan for those without coverage.  Rather, we believe that whatever savings may accrue to the Commonwealth can be better spent on existing programs.  For example:

· The success of programs such as Prescription Advantage is predicated on thoughtful and carefully designed strategies implementing a multi-dimensional marketing plan.  The Commonwealth has, to date, focused its marketing strategy primarily on radio and television public service announcements.  This is a good first step. However, the Commonwealth must now broaden its outreach efforts, and the legislature must provide the requisite funding.  Other marketing techniques, such as direct mail, should now be tested and/or used.

The Commonwealth has a clearly vested interest in ensuring that all people aged 65 and older need not fear having to enter a nursing home because they cannot afford to purchase the medications they require to remain independent. Therefore, every registered voter aged 65 and over should receive a letter informing them they are eligible for the Prescription Advantage program.

In addition, the Commonwealth could ask AdvancePCS (the pharmacy benefit manager for the Prescription Advantage program) to set aside some portion of the profits they make from the program to help underwrite and test a direct mail campaign that would explain Prescription Advantage to every Massachusetts resident aged 65 and older, as well as the Medicare-eligible disabled individuals who qualify for this program.  

Finally, pharmaceutical manufacturers spend hundreds of millions of dollars on advertising telling consumers about specific medications and why they need them.  The dramatic increase in the use of prescription drugs proves that direct-to-the-consumer (DTC) advertising works.   Pharmaceutical manufacturers doing business in Massachusetts should be asked voluntarily to fund an effort to use that same advertising clout and expertise to assist in the creation and implementation of a direct-to-consumer advertising campaign to educate and alert all people eligible for Prescription Advantage, as well as caretakers of aging people and children of aging parents living in the Commonwealth.  

Aggregate purchasing of prescription drug programs could be a valuable tool to assist the legislature in ensuring that tax dollars are being used as effectively as possible.  Initial savings could be minimal.  They should not be viewed, or touted, as the great panacea.  However, it is another tool that states like Massachusetts have to use in their continuing battle to fight escalating prescription drug costs. 

Glossary of Terms

Average Wholesale Price (AWP):  The published, suggested wholesale price of a drug.  It is often used as a cost basis for pricing prescriptions.

Brand:  A pharmaceutical product that is trademarked by its originator or a licensee.  If the product is on patent it is usually the only source for that particular medication.

Dispensing Fee:  The negotiated professional fee paid to a dispensing pharmacy.

Effective Discount (Pricing):  The impact of negotiated discounts, usual and customary pricing, and generic dispensing rates, on the overall discount.

Formulary:  A list of preferred, cost-effective prescription drugs that are suggested to participants and prescribing physicians.  The list can be open, restricted or closed.

Formulary Rebates:  Payments made by pharmaceutical manufacturers to PBMs, based on the utilization or market share of their products.

Generic Drug:  A drug that is a chemically equivalent copy of a brand-name drug.  A generic drug is generally less expensive than the brand-name drug.

Health Care Financing Administration (HCFA):  The federal agency that administers Medicare, Medicaid, and the State Children’s Health Insurance Program (SCHIP).

Incentive or tiered formulary:  A pharmacy benefit plan design with three different co-payments ----typically for generic drugs, formulary or preferred brand-name drugs, and nonformulary or nonpreferred brand-name drugs.

MAC:  Maximum allowable cost.  A maximum reimbursement price for generic drugs.

Maintenance Drug:  A drug that is taken daily for a chronic condition, and for a period of time generally longer than three to six months.

Multi-source Brand-Name Drug:  A brand-name drug available from more than one manufacturer because of approved generic substitutes.

Network:  A network of retail pharmacies that generally includes about 90-95% of available pharmacies in the required areas of coverage, consisting of most chains and some independents.

Nonpreferred Drug:  A prescription drug that is determined, by criteria typically established by a pharmacy benefit provider, to be disfavored over other products within the same drug class, by being subject to a higher co-payment or to nonpreferred brand co-payment.

Pharmacy Benefit Manager  (PBM): An organization that specializes in providing administrative and management services to reduce the cost of pharmacy benefits.

Pharmacy Benefit Provider: A health plan or PBM that is responsible for the administration and/or management of prescription drug benefits.

Plan Sponsor:  An entity such as an employer or state agency who is fiscally responsible for funding a benefit program.

Preferred Drug:  A prescription drug that is determined, by criteria typically established by a pharmacy benefit provider, to be favored over other products within the same drug class, by being subject to a lower co-payment or to preferred brand co-payment.

Prescription Drug Carve-Out:  Prescription drug benefit administration by a stand-alone PBM rather than a health plan.

Prior Authorization:  A process that requires participants to receive approval as to the appropriateness of a medication before it can be dispensed.  Usually reserved for high-cost drugs with the potential for abuse or misuse.

UCR:  A process under which participants must receive approval before prescriptions can be dispensed.  Usually reserved for high cost drugs with the potential for abuse or misuse.

Table 1

Comparison of Retail Prices of Top Prescription Drugs

Product
Dosage
Yourxplan.com Home Delivery Price
Yourxplan.com In-Store Price
AARPpharmacy.com
Costco
Retail Average

Albuterol
2mg
$17.19 
$11.81 
$14.95 
$15.77 
$25.66 

Celebrex®
100mg
$125.02 
$133.12 
$136.95 
$130.27 
$164.56 

Claritin®
10mg
$190.12 
203.09
$242.95 
$219.67 
$270.19 

Cozaar®
50mg
$103.37 
$110.00 
$129.45 
$120.37 
$168.56 

Dilantin®
100mg
$25.90 
$26.75 
$30.50 
$25.29 
$31.02 

Diltiazem
60mg
$40.12 
$18.81 
$17.50 
$11.29 
$48.08 

Evista®
60mg
$184.45 
$196.91 
$203.25 
$199.17 
$267.35 

Fosamax®
10mg
$173.45 
$185.20 
$196.95 
$197.77 
$252.22 

Furosemide
40mg
$11.20 
$12.02 
$6.50 
$8.09 
$11.99 

Glipizide
10mg
$32.32 
$22.77 
$28.40 
$19.49 
$36.23 

Glucophage®
500mg
$67.24 
$71.11 
$71.90 
$70.67 
$93.98 

K-Dur®
10mg
$25.54 
$26.47 
$36.35 
$32.99 
$39.41 

Lanoxin®
250mcg
$20.55 
$21.01 
$18.45 
$15.49 
$22.46 

Lescol®
40mg
$124.21 
$132.25 
$141.95 
$136.17 
$164.56 

Lipitor®
20mg
$234.81 
$251.06 
$287.70 
$272.37 
$317.50 

Norvasc®
5mg
$106.73 
$113.60 
$132.60 
$119.89 
$163.76 

Paxil®
20mg
$225.76 
241.23
$244.90 
$226.77 
$275.00 

Plavix®
75mg
$279.88 
$299.31 
$309.05 
$302.19 
$333.81 

Premarin®
.9 mg
$72.02 
$76.24 
$80.95 
$75.09 
$95.96 

Prevacid®
30mg
$342.91 
$366.96 
$371.25 
$357.37 
$471.52 

Prilosec®
20mg
$320.17 
$342.65 
$368.10 
$374.57 
$414.96 

Prozac®
10mg
$240.07 
$256.59 
$255.70 
$254.77 
$327.33 

Ranitidine
150mg
$77.07 
$22.82 
$52.95 
$12.69 
$70.24 

Synthroid®
100 mcg
$35.35 
$36.90 
$36.80 
$34.29 
$44.06 

Zestril®
20mg
$91.86 
$97.54 
$90.45 
$94.09 
$118.94 

Zocor®
20mg
$310.01 
$331.76 
$376.95 
$348.77 
$420.73 

Zoloft®
50mg
$181.11 
$193.42 
$220.55 
$207.87 
$277.89 









Average discount

–25.8%
–22.9%
–16.7%
–21.2%


Notes:


Prices as of July, 2001.  Each prescription is for 100 units (capsules or tablets).

Sources: YOURxPLAN.com, Costco.com, AARP.org, telephone survey of local pharmacies.

Average discount calculated as the sum of prices for a particular plan divided by the sum of the average retail prices, minus 1.
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� Interviews with PharmaCare, First Health, AdvancePCS, National Prescription Administrators, and Express Scripts, Inc. occurred between January through May 2001.


�.See Prescription Drug Discount, Rebate, Price Control and Bulk Purchasing Legislation, 1999-2000 at www.ncsl.org.  The issue of aggregate drug purchasing has interested lawmakers in many states. For example, in Washington state, recently proposed senate bill 5026, which stated “by maximizing its purchasing power and taking better advantage of its position as a major buyer of prescription drugs, the state should be able to reduce the price it pays for such drugs across all state programs, and offer some relief to others in need who lack prescription drug coverage. To further this, there is created the aggregate prescription drug discount program.” Unfortunately, this bill did not get through the senate this past spring. However, another bill, 8001, did pass through the senate and is now before the house. It takes a slightly different approach, and seeks to “explore the possibility of working in concert with other Northwest states to ensure reasonable prescription medication prices through such strategies as joint pricing and purchasing agreements.” Essentially, this bill allows Washington to research whether banding together with other Northwest states for the purchase of prescription drugs would lower prescription drug costs.


� The State of George was the first Medicaid program to implement an incentive-based formulary in July, 2001.


� Interview with Lori Garner, Director of Pharmacy – Department of Community Health, State of Georgia, June 6, 2001.


� This section was prepared with the assistance of Michael R. Costa, J.D., PPH.


� To date, approximately 35 states have similar laws requiring some or all provider networks to accept any provider willing to comply with the conditions of participation.


� The original Any Willing Provider legislation passed overwhelmingly through both the house and senate in the winter session of 1993-94, but failed as the result of a gubernatorial pocket veto.  Following enactment, the bill goes to the governor, who may sign the bill into law, allow it to become law without signing it (if the governor holds the bill for ten days without taking any action while the legislature is in session, it becomes law without his or her signature), veto it, or return it to the legislature with recommended changes.  If the legislature has concluded its yearly session, and the governor does not sign the bill within ten days, it dies.  This is referred to as a “pocket veto.”  Resurrected during the next legislative session as an outside rider to the 1994 Budget, it passed once again with significant support.  This time, the legislation was vetoed by Governor William Weld, who cited its expected costs to the state.  Shortly thereafter, the governor’s veto was overridden by the legislature and Any Willing Provider became law.


� 211 CMR 44.00, et al.


� See Massachusetts Division of Insurance Bulletin 95-12 dated December 1, 1995.


�Federal Preemption and Intervention - Opponents of Any Willing Provider also contended that the Massachusetts law may have been preempted by the Federal Employee Retirement Income Security Act (ERISA) of 1974.  ERISA contains broad language preempting all state laws that are “related to” employee benefit plans, even if ERISA does not expressly cover the specifics of the state law.  Any Willing Provider supporters, on the other hand, argued that Massachusetts’ Any Willing Provider law fell under ERISA’s “savings clause”, which exempts any state law that regulates insurance, banking, or securities.   





Two recent and conflicting cases addressed the Any Willing Provider laws.  In August of 1997, American Drug Stores sued Harvard Pilgrim Healthcare for inclusion in the plan’s restricted pharmacy network.  They argued that the Any Willing Provider law precludes any carrier from denying participation or imposing on any non-network pharmacy conditions which are more restrictive than those placed on the pharmacies in the network.  Harvard Pilgrim moved for summary judgment, asserting that the Any Willing Provider law was subject to ERISA, because it has the indirect effect of preventing ERISA plans from contracting with carriers with restricted networks.  The district court denied the motion on the grounds that the Massachusetts law did not relate to employee benefit plans.  Further, because it regulates insurance, it would be saved from ERISA preemption  (American Drug Stores v. Harvard Pilgrim Health, Inc., 973 F.3rd 60 (1st Cir. 1997) 


�  Six months earlier, a federal appeals court held that a similar Texas statute was preempted by ERISA (Texas Phamacy Assoc. v. Prudential Ins. Co., 105 F.3d 1035 (5th Cir.), cert Denied, 118 S.Ct. 75 (1997).


� Michael L. Denger, et al., Vulnerability of Most Favored Nation Clauses Under Federal Antitrust Law, Antitrust Report, Nov. 1995, at 4.


� While the programs offer an open formulary, benefit design may exclude particular classes of medications from coverage such as cosmetic agents.


� This section was prepared with the assistance of Dr. Roy Epstein.


� More efficient distribution channels are also becoming increasingly important in lowering retail prescription drug prices.  Mail order and Internet pharmacies now account for approximately 10% of all prescriptions.  They have grown because they are generally cheaper than a retail pharmacy, especially for maintenance drugs that are taken for chronic conditions (such drugs are often sold in large packages for up to a 90-day supply).  Indeed, YOURxPLAN operates its own mail order service that offers significantly larger discounts than are available by using its card at a participating pharmacy.  More efficient distribution is also provided by pharmacies in warehouse stores such as Costco.  Discounts at Costco are comparable to the savings with use of in-store discount cards.  These channels also include all prescription drugs generally sold at retail, without limitation on access.





� Dollar sales and number of prescriptions from Kaiser Family Foundation, Prescription Drug Trends 2000.  Utilization by those over age 50 from the AARP Member Choice website.


� Prices as of July, 2001.  We included full retail prices of large national chains as well as independent pharmacies.


� Overall, YOURxPLAN prices through their Home Delivery Pharmacy average 18% below standard retail and that their prices for drugs purchased at participating retail pharmacies with the card average 11 percent below regular in-store prices, according to www.yourxplan.com.


� Margin data from Kaiser Family Foundation, Prescription Drug Trends 2000. 


� The conclusions in this report reflect the views of the author, and are not to be attributed to the providers of technical assistance.
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