June 20, 2007

Making Prescription Drugs Affordable for Massachusetts

Rapidly rising health care costs are creating a mounting burden for the Commonwealth, for municipalities across the state, for employers, and for virtually every household. Prescription drugs are the fastest growing expense on our health care bill, and one of the most significant drivers of rising health care costs. In 1980 roughly 4 percent of our health care spending went towards prescription drugs – by 2004 we were spending 11 cents out of every health care dollar on drugs, and rising. Insurance coverage for prescription drugs also frequently places a higher cost sharing burden on the patient than other forms of care, such as doctors visits or emergency procedures. So residents of the state, particularly the elderly and those with chronic conditions requiring regular medication regimes, suffer disproportionately when we all face drug inflation.

The United States pays the highest prices for prescription drugs in the world, and Massachusetts cities face the highest prices of any surveyed in the country. This is bad news but also good news. The good news is that there are many models – domestically and internationally – for how to control drug costs without eroding access to necessary and effective medication.

BACKGROUND

Our federal system of drug regulation is extremely defective, and it is not well designed to protect patients or consumers:

· Patent and marketing exclusivity rights are granted with no requirement that drugs be proven more effective than existing, affordable medication;

· Patents once granted are by law supposed to obligate drug manufacturers to fairly price their products, but fair pricing legislation has never been enforced;

· We are one of the only countries in the world to allow direct-to-consumer advertising of drugs; and

· Pharmaceutical companies run almost the full scope of continuing medical education courses from which doctors learn about appropriate drug treatment, and ply doctors with gifts to promote their products.

Due to this national set of regulations and informal practices, consumers in the states face several inflationary pressures:

1. Purchasers face price discrimination, depending on their buying power. Whereas most countries use the buying power of their entire population to control brand name drug costs, in the United States every buying entity is on their own. As a consequence, the uninsured purchasing drugs at retail price pay the highest; small buying pools pay the next highest prices; large commercial pools representing big employers pay lower prices; while government entities tend to pay the lowest prices – those who bargain aggressively such as the VA and the DoD pay prices comparable or even lower than countries that purchase as a group.

2. There is pressure on providers, directly from the pharmaceutical industry and from patients exposed to advertising, to prescribe expensive brand-name drugs over equivalent or even more appropriate generics. This issue is commonly addressed through a number of measures, such as formularies that offer lower co-pays for generic equivalents, through step therapy, which requires patients to try a generic equivalent first before moving on to expensive brand-name drugs. Formulary management requires active monitoring of the drug market for when brand name drugs go off patent, and innovative strategies to safely move patients onto the generic market.

3. Allowing extensive advertising and gift giving by pharmaceutical companies drives up the overhead cost of drugs, since consumers pay for it in the end. The United States pays higher costs for drugs, in part, to subsidize the extensive advertising and merchandising that we are virtually the only country in the developed world to permit.

MASSACHUSETTS PRESCRIPTION DRUG PURCHASING

Several detailed analyses of prescription drug purchasing by the Commonwealth have been written in recent years. Included in the attached packet is:

· Aggregate Purchasing of Prescription Drugs: The Massachusetts Analysis, Heinz Family Philanthropies, September 11, 2001.

· Report to the General Court: Payments for Prescribed Drugs, Executive Office of Health and Human Services, April 1, 2004.

· Report on Consolidated Prescription Drug Purchasing by Massachusetts State Agencies, Department of Public Health, prepared by The Lewin Group, April 22, 2004.

The reports on consolidated purchasing have revolved around two pieces of legislation passed in 1999 and 2001 by the General Court, instructing all state agencies to purchase drugs as a single group in order to achieve drug cost savings. This legislation has never been implemented due to opposition from the Romney administration, as well as legitimate concerns from the agencies themselves. Here we will briefly review the findings of the existing research, and propose a method of implementing the legislation that will result in real cost savings, but that will address the concerns of the state agencies responsible for purchasing prescription drugs. These recommendations could all be implemented under Executive Order of the Governor, and fall within the existing scope of legislation empowering the administrative branch to carry out its daily business.

The 2004 MassHealth report emphasizes that prescription drugs are a major portion of Medicaid spending – aver 15 percent in 2004 – and that those costs are rapidly rising. Between 1999 and 2003, MassHealth retail pharmacy spending increased 67.5 percent. Since the 2004 implementation of Medicare Part D, MassHealth drug spending has approximately halved (although the state will continue to pay for senior drug costs through a federal “clawback” measure under Part D).

The Heinz Family report of 2001 is one in a series of state-by-state evaluations of potential savings by pursuing a consolidated drug purchasing strategy, such as that required by the passed legislation of 1999 and 2001. The Report found that for 2002, the Commonwealth could save between 0.7 and 1.2 percent of total drug spending through consolidated drug purchasing across GIC, Medicaid, and Prescription Advantage (from $6 million to $9.6 million at the time). However, most of these savings were estimated under the assumption that the state would use its bulk purchasing power to negotiate lower dispensing rates for pharmacy chains, lower claim processing fees, and slightly lower drug prices for GIC and Prescription Advantage. Fully half of the projected savings were estimated due to administrative and management efficiencies from moving to a consolidated purchasing model.

In 2004 a study coordinated by the Department of Public Health and prepared by the Lewin Group reported on responses to a Request for Information (RFI) from potential Pharmacy Benefit Managers (PBMs) of a consolidated, state-wide drug purchasing pool. While the RFI did not produce actual cost estimates, it did solicit responses and suggestions as to the potential benefits of a consolidated purchasing program. The study’s findings, and in particular the feedback from the state agencies who composed the RFI Review Committee. In general, the study found that most state agencies already purchase in bulk – either on their own (in the case of MassHealth) or through a commercial Pharmacy Benefit Manager (in the case of GIC or Prescription Advantage) that also manages drug benefits for millions of other enrollees. It reported that most savings would come from benefit management strategies, but the state agency staff felt that most such strategies were already being pursued aggressively. Here is a quote:

“The PBM RFI Review Committee… agrees with respondents that increased volume alone will not achieve significant savings, and that more substantial savings could only be achieved through a combined strategy of increased volume, which would strengthen the agencies’ (i.e. Medicaid and GIC) ability to move market share, and additional utilization management strategies. The Review Committee, however, notes that the agency pharmacy programs in Massachusetts have already implemented significant utilization management strategies, leaving in question the potential to achieve substantially more savings in pharmaceutical costs.”

Furthermore, the report notes that both MassHealth and SOPS have special purchasing status: MassHealth receives Medicaid “best price” rebates through federal legislation; SOPS purchases drugs through Tewksbury hospital, which allows drug makers to offer prices to SOPS even lower than Medicaid best prices. Consolidating either of these programs into a separate purchasing pool could result in losing those savings.

COMMERCIAL PHARMACY BENEFIT MANAGEMENT
Currently in Massachusetts, most private insurance companies, as well as most state agencies, contract with a Pharmacy Benefit Manager (PBM) to manage their prescription drug plans and negotiate drug prices with pharmacy chains and drug makers. Most PBMs are commercial, for-profit organizations that cover millions of lives. Roughly 65 percent of the population in the United States receives drug coverage under a PBM. While PBMs do have the bulk to negotiate lower prices, they create a for-profit middleman with an interest in capturing as much of the discounts they create as possible.

· The payment arrangements for PBMs often encourage this: PBMs paid a portion of their drug spending have an incentive to actually drive up costs; while most PBMs negotiate separate contracts with insurance plans and pharmacy chains, creating an incentive to charge insurance plans as much as possible while squeezing pharmacy chains and capturing the difference.

· Many insurance plans have been encouraging enrollees to receive prescription drugs through mail order when appropriate, as mail order cuts out pharmacy chain middlemen and has significantly lower costs. PBMs often require insurers to use their mail order houses, an operation so profitable that many PBMs capture 6 to 7 percent or more of total drug spending through their mail order operations.

· Furthermore, PBMs also serve as data clearinghouses for pharmaceutical companies to track the prescribing behavior of individual doctors and health plans. The kickbacks that PBMs receive for providing such services often compromise their ability to fairly negotiate discounts with these same drug companies, and have resulted in a stream of law-suits in recent years.

· Contracts with PBMs at their very best have poor transparency, not allowing payers to know product ingredient prices, how much of bulk discounts are being passed along to the final payer, nor to know about potential conflicts-of-interest such as payments from pharmaceutical companies.

A major recommendation of this report, then, is to use nonprofit, in-house PBMs, which will allow the state to capture the entire discount generated from bulk purchasing and from mail order, instead of contracting with a commercial PBM that is likely to hold on to some or all of negotiated discounts. This also allows the state total transparency, and frees benefit management negotiations from conflicts-of-interest. The Commonwealth already has the capacity to manage its own benefits, as MassHealth acts as its own PBM and SOPS runs a mail order facility.

DRUG PURCHASING BY MASSACHUSETTS STATE AGENCIES

Current purchasing by Massachusetts State Agencies is portrayed in Appendix 1.

Group Insurance Commission (GIC) currently carves out only prescription drug purchasing for members enrolled in its indemnity plan, which covers 130,000 enrollees. (If legislation designed to merge municipal employees into the GIC pool moves ahead, this number would grow significantly.) GIC contracts with ExpressScripts, also the PBM for Blue Cross Blue Shield, for its benefit management and drug purchasing. GIC has moved over 23% of its prescription drug fills in to its mail order program for significant savings. Its generic uptake rate is now roughly 67 percent, a significant improvement over the last several years (it was closer to 55 percent in 2003, which is not a very good rate). It has also promoted some extremely innovative formulary strategies, such as covering over-the-counter equivalents of expensive brand-name drugs, and rapidly taking advantage of new generics entering the market. GIC’s formulary innovations do not appear to be widely known or emulated in other state drug purchasing plans, though.

Prescription Advantage, once the state’s drug program for seniors, has lost virtually all of its enrollees to Medicare Part D, with only a few hundred exceptions. Prescription Advantage continues to provide wraparound coverage for Part D enrollees, but this engages the program as a payer, not as a purchaser of drugs.

State Office of Pharmacy Services (SOPS) currently serves the state’s inpatient facilities within the Department of Mental Health, Department of Mental Retardation, Department of Public Health, and Department of Correction. The SOPS also services one Soldiers’ Home and three of the state’s fourteen county Houses of Correction. As it services exclusively inpatient facilities, SOPS can negotiate directly with drug manufacturers (it needn’t negotiate with pharmacy chains), and acts as a mailing house for those facilities. SOPS purchases drugs through Tewksbury hospital, which allows it to receive “nominal pricing” from manufacturers, meaning they can underbid Medicaid best prices. This allows for extremely low pricing on certain drugs with multiple generic producers. Servicing inpatient facilities also allows SOPS to achieve extremely high generic fill rates, which currently stand at approximately 89 percent of all drug fills. SOPS also operates a drug recycling program for medications unused at state facilities, which creates considerable savings. SOPS has the capacity to expand its mail order operations, and is actively seeking internal expansion through private or public sector partnerships.

MassHealth also lost many enrollees to Medicare Part D, when “dual eligible” residents – who were enrolled in both Medicare and Medicaid – switched to receiving their prescription drugs under Medicare instead of the state’s Medicaid program. This cut MassHealth’s prescription drug budget approximately in half, from $1 billion to $500 million. MassHealth acts as its own Pharmacy Benefit Manager, but contracts with a Pharmacy Benefit Administrator (PBA) to carry out administrative work. MassHealth receives “best prices” from drug makers under federal law, which now gives MassHealth rebates amounting to 30 percent of its total drug spending. MassHealth does not have a mail order program. Its generic drug fill rate is 71 percent. While federal law allows Medicad agencies to use their formularies to negotiate supplemental rebates with manufacturers – above and beyond the automatic best price rebate – Medicaid has not negotiated supplemental rebates in the belief that this undermines its efforts to increase generic drug usage (as supplemental rebates are usually granted for preferential treatment for brand-name drugs on the formulary).

Commonwealth Care is a growing state plan that currently includes all drug coverage in its contracts with Medicaid Managed Care Organizations (MMCOs), and has not carved out drug benefits. The program is too new to have any data on enrollees’ drug usage, but the plan’s administrators consider carving out the drug benefit as one of the first potential cost saving steps that could be taken.

PRINCIPLES OF CONSOLIDATED DRUG PURCHASING

The evidence from several in-depth reports, as well as the findings from interviews with state agency staff, are clear that merging state agencies into a single purchasing pool are not a recipe for large savings from “bulk purchasing” per se. All state agencies currently purchase through large pools already. However, by relying on commercial PBMs state agencies are losing a significant portion of these bulk purchasing discounts to the middlman – either through pharmacy price markups or through mail order markups. How much is lost is impossible to tell, without a level of transparency that no insurance plan enjoys from its PBM. This principle applies to the private sector and affects Massachusetts residents enrolled in employer sponsored and individual insurance plans, as well as those serviced by state agencies. In short: all residents of Massachusetts need access to a large purchasing pool, to avoid price discrimination, and discounts generated from purchasing pools need to be passed on to the payer (the state, employers, individuals) instead of being captured by industry middle-men.

Secondly, state agencies in the Commonwealth of Massachusetts have developed a number of extremely innovative cost control strategies in managing their pharmacy benefits. In the world of prescription medication, programs that affect only one class of drugs can yield enormous cost savings. But there is no regular form of communication across state agencies purchasing drugs, much less across state agencies and private sector drug managers. Another important principle of reorganizing state drug purchasing should be to encourage such innovation, and rapidly pattern successes across agencies.

Lastly, the Commonwealth should seek to minimize opportunities for price discrimination in its drug purchasing strategy, and wherever possible allow individuals or small purchasing pools to buy in the state’s in-house, nonprofit drug pool. Without this step, lower prices for state agencies can result in higher prices for the private sector or for the uninsured.

RECOMMENDATIONS FOR DRUG PURCHASING IN THE COMMONWEALTH OF MASSACHUSETTS

We would recommend that the Commonwealth review and modify if necessary, the following steps to take advantage of the “best” practices currently in use by our state agencies in order to lower prescription drug costs and to comply with the General Court’s instructions to consolidate purchasing across state agencies: 

1) Direct state agencies purchasing prescription drugs to use MassHealth as an in-house Pharmacy Benefit Manager (PBM), and SOPS as a mail order house. MassHealth and SOPS should provide this service at cost, and pass along any discounts to the purchasing agency.

2) MassHealth and SOPS should support the use of separate formularies by the various state agencies, but over time strive for a uniform, evidence-based drug formulary designed to maximize generic drug usage without impeding access to necessary medical care across agencies.

3) The remaining eleven county houses of correction should be instructed to purchase drugs through SOPS, allowing them to benefit from the state pool and its cost savings programs.

4) MassHealth should be asked to review means of implementing a mail order program for its enrollees that would be appropriate for its enrolled population.

5) Individuals without access to prescription drug coverage should be allowed to purchase drugs – either from pharmacies or through a mail order house – through the state pool, instead of at individual rates. This could be facilitated through a MassHealth drug card program.

6) The state should explore private-sector buy-in options for employers and private insurers, allowing them the option of contracting with the state’s in-house PBM services at cost, using the state’s formulary. We would recommend a pilot project towards this end.

Thank you for you consideration, and feel free to contact us with any questions!
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