TO: Senate Special Committee on Medicaid Reform

FROM: David F. Vite
RE: Medicaid Pharmacy
DATE: December 13, 2010

Thank you for taking the time to thoroughly examine potential reforms to Medicaid.
While many will offer you seemingly ‘easy’ suggestions, on behalf of the Illinois
pharmacy community, | think it important to ensure you know how far Medicaid
pharmacy has come through the years of its own and how much and how often the

lllinois pharmacy community has...

The most important thing to remember today is the driving force in the growing cost of
Medicaid in the 66 2/3% growth in the number of covered lives in the program. Since

2001, 1 million new people were added to the rolls.

In 2009, a report prepared by the Boston-based Lucas Group offered recommendations
that would allegedly help the State of Illinois contain pharmacy costs. As pointed out by
IRMA at that time, virtually all the recommendations had been considered, discussed,
and rejected over the years because of the cooperative working relationship between
the pharmacy community, the Department of Healthcare & Family Services and the
representatives of the recipient community. This on-going relationship ensured access

for recipients and appropriate reimbursement for pharmacy. The results of the



discussions over the years speak volumes as it relates to the cost of providing

pharmacy benefits to the Medicaid program.

The Lucas Group indicated that Illinois Medicaid was spending “27% more on
prescription drugs as a percent of acute care than the U.S. average”. Unfortunately,
Medicaid costs are not limited to acute care. The true measure of the cost of the
program should be the average prescription costs for both Medicaid and all other

prescriptions.

In the most recent NACDS 2008-2009 Chain Pharmacy Industry Profile, the average
prescription price paid for an lllinois Medicaid prescriptions when compared with other
States and compared with all other average prescription costs, lllinois reflects very well.
In that report, a copy of which is attached to this commentary, it shows that there are
only three states in the nation where the average prescription price for Medicaid is lower
than the average price of all prescriptions in the State. The average cost of all
prescriptions in lllinois was $74.87 in the most recent data available. The average price
per Medicaid prescription is $68.94 or 8% less! The average price for all prescriptions
across the country is $69.90 while the lllinois Medicaid program is lower at $68.94.

These are true measurements of all costs in this program.

The report indicated that “Medicaid in Illinois is paying pharmacy a fee to dispense
prescription drugs to Medicaid beneficiaries of $3.40 for brand name drugs and $4.60

for generics.” Unfortunately, that does not tell the whole tale of the reimbursement that



pharmacies receive. For brand name drugs, pharmacies receive $3.40 as a dispensing
fee. However, we are required to collect a $3.00 copayment on each brand
prescription. Unfortunately, because of federal law, we cannot deny a recipient a
prescription who does not have the $3.00 for the copay. Copayments are collected on
approximately 57% of our prescriptions, which means that the $3.40 dispensing fee is
effectively reduced by $1.39 to account for copays which are not collected so the real
number is $2.01. For generics, we do get $4.60 for filling generic prescriptions. That is
intentionally higher than brands to incent pharmacies to move people from brands to
generics. That has worked. lllinois has a 75% generic to brand ratio. This is one of the
highest in the country and is essential to maintaining a viable cost structure in the
system. Coincidentally, several years ago, the Commission on Government
Forecasting and Accountability commissioned the Lewin Study to look at moving people
to HMO's. In that study, they suggested that HMO'’s could achieve a 70% generic to
brand ratio. Obviously, with the help of the pharmacy industry, we have exceeded that
potential. While the report indicates we receive $4.60 as a dispensing fee for generics.
What is not stated in the report is the fact that the ingredient reimbursement formula of
AWP minus 25% is only one of a menu of pricing mechanisms for Medicaid
prescriptions. The real formula is the lesser of AWP minus 25%; usual and customary
charges for that pharmacy (this is particularly important given the $4.00 prescription
benefits provided by many pharmacies throughout lllinois); the Federal Upper Limits or
the Maximum Allowable Cost (MAC) administered by DHFS. The MAC is a vehicle for
assigning a per dose price to categories of generic drugs irrespective of whether the

specific brand of generics citied as the source of the price is available statewide or in



guanties enough to meet the needs of the Medicaid population. This is the most
“draconian” pricing mechanism of all and is typically not used in other 3" party

programs.

The report suggested that the State could enhance its “purchasing power” through
pooling and competitive networks. It suggests that the State, as a payor, should
establish a network for all state employees, retirees, corrections, etc and encourage the
negotiations on behalf of county and local governmental employees to join the pool.
“The greater the bargaining power, the greater the value of the discounts will be.” This
has been discussed over the years, and has been summarily rejected because the
15,500 pharmacists in this state provide a valuable network for, not only Medicaid
recipients, but all citizens of lllinois. If there was a purchasing pool and if it was
accomplished through preferred retail networks as suggested in the report, there would
clearly be a lack of access to prescription drugs in rural areas, very poor urban areas,
and certainly the competitive market place for non-governmental purchases of
prescription benefits would be paying higher prices to offset the cost of government.
Additionally, | find it interesting that the government of lllinois would be asked to pick
and choose the winners and losers in the pharmacy community. When this has
happened in other states like Washington, there have always been lawsuits,
dislocations of store openings and accelerations of store closings or at least limitation
on hours of operations, which limits access for all lllinoisans. This harms both public

and private payors.



Throughout the report Medicaid prescription reimbursement were compared to private
sector payors. This is unfair and irresponsible. Over the last six years, Illinois
government has used the pharmacy community as the “venture capitalist” to finance the
growth of Medicaid, Family Care and Kid Care. These costs were covered by extending
the payment cycle from approximately 40 days in 2002 to what is now in excess of 150

days for most lllinois pharmacies.

Pharmacies, whether independent or chain, deserve to make some semblance of
“bottom line” not only in the Medicaid program but in all prescription benefit programs.
Also not mentioned in the report is the profit margin in the prescription business.
According to Wolters, Kluwer, Health Pharmaceutical Added Suite, retail pharmacies
net profit is 84 cents. The average prescription cost across all payors in 2007 of
$69.90. That means that pharmacy retains a net profit of less than 2% per prescription.
Since our revenues are nearly $1 less per prescription in the lllinois Medicaid program,
clearly other prescription payors are helping to fund the Medicaid program in lllinois not
only through their taxes but through increased prescription costs that must be shifted

from the Medicaid program to other private payors.

Certainly, government could rachet down the fees paid to Illinois pharmacies for
bringing the first line of Medical care to Medicaid recipients. Doing so will, however,
reduce access and shift costs. Reducing access will ensure that more people end up in
the emergency room because either they didn’t have a pharmacist to talk to about their

problem or they didn’t have the extra funds to take the CTA to their closest pharmacy.



DHFS has held pharmacy to very high standards by working with the professionals in
the industry to structure a pricing scheme for generics through Myers and Stauffer. This
plan incents pharmacies to move patients from “brands” to “generics” which obviously
saves enormous amounts of money on each script while allowing pharmacies to “stay
alive”. This 75% ratio is one which should be praised for keeping Medicaid costs per

prescription lower than all prescriptions in lllinois.

| would be happy to respond to any questions or provide further information as

requested.
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Table 38. Average Price per Prescription, by State and Source of Payment, 2007*

(Table 38 continued)

I .
75,457 205

(V)
=
Ll:
= Alahara 5385944557 6,371,408 54,450 %48, 332
E Alaska 548,877,343 538,705 20.71 400,820,432 4.548 620 38267
o Arzong 37179576 770,248 73,13 $4,258,825,817 58,837 B4R £72.38
2 Arkonam: 3251,557 32 5,861,479 JEF.25 $2.475, 143,908 42,337 635 358,71
~ [ T §1.105,273 450 1,472,582 Bs.34 $21,265 297,583 294825370 §71.71
= Colorade 200,217 935 2,354,584 84.60 $2 847 597 588 40,281,27% §70.70
Cannesficut 276092 H1F 2,140,128 $105.64 $3.203,407.415 41,248,547 37%.57
Loeloware 105 162625 1.23%,383 $3B.07 887,595,815 §975715 483 5B
Tigtrict of Columbsa 370,507 567 50,478 $126 D4, $663,051,054 7554876 FB7.7¢
Florida 3854349421 10,524,171 38401 518,148,647 041 218,075 484 7354
= Georgia 33117752313 4,501 455 $65 02 $6,861,747.58% 113,136,189 60,65
T Henwrii 33,591,172 374,124 13979 $255,.659,040 12021 D05 7118
o Idahs 75,621,139 1,263,535 7545 51.070,224.714 15,613,854 $8.54
el Winais $1,005,381 505 14,581,285 4894 £10,170,089.723 125,834,249 T4E7
?{ Indiana 3247914272 2, PER 247 6344 54,508 907,592 75,888,174 6449
T I §308,917,192 4, 952087 42264 52,484, 455,407 4D, 947 405 6068
L) [ 5146092 447 1,673 6B0 &7 99 52,362340,300 35,228 387 &7 06
o Kmhacky 5409125762 5,550,601 542.45 54,268,217,308 6¥,452,580 561,48
= Lpuisiara 5541249 877 7 473,458 £7142 $4,514,348,144 48,090,574 544 30
o Mziine 5171,485,728 2,739,030 5424 51,047,457 447 16,257.50¢ Se4.95
& ‘Margdand 5305748772 1,541,688 §106.07 54,500,837,092 54,486 667 EB7 65
E;: Mossochusats 5312,82%,431 6,746,772 7e.01 §5,142,560,472 74100789 54784
'ﬁ, Machigan 5340,557 475 421,754 334.001 57,940,454, 26% P 2234042 570,57
" Mirirweota 5225004095 2,352,313 §%E 47 34,521,476 738 54,746 A0% 58132
] Missisyippi 3232437 0AC 3,572,908 $A506 §2,508,740.51% 47,554,250 2B 54
L Missouiri 5543,754,584 7,051,288 §77.57 §5,415,144,752 7E.7 28,518 358.78
ﬂ Mantang 550477 442 640,277 578,84 $650,857,127 10,573,475 1.
= Mabmska §157. 247 965 2,242,754 §75. 48 §1.6%4, 340,758 22,644,043 7476
Hevadu §72,327,1°48 §97,543 $87 40 $1,6%4,163,136 24.%51,253 4750
v Harmp shire 577,045,434 1,036,385 $75.10 $5020,117,102 14,254 037 64,55
Mew Jarsey JB75, 462 707 ¢ 3859 $110.75 $8,202,682,123 6,770,352 BS5.21
Pew Manico 311,245,770 178,071 $63.18 $1,182,683,063 17,311,553 4832
v Tark £3,45P,373,204 15,828,833 }74.55 $18,296.017 652 271 655,552 B2 54
North Caraking $765,411,148 10,432,740 $73 57 57.727.682,037 118,537,459 4519
Herth Dokt $34,200,333 44H,8A% 7292 £564,531.593 5,647, 459 &5.20
Ghio $403,530.211 5,134,523 FE.97 58,476,850,458 136,097,985 6243
Clldhoma 257 BOY 647 3,557,198 72,27 £3,002,140.544 £3,302,75" 5933
Cregon 110,302,331 1,271,364 8542 $2,352,644,712 JE,P54,412 RAQ3P
Peariylvairia 389,804,255 5,554,122 70.04 510,078,584 572 159,206,023 54331
Puero Rico £3,282,358 40,153 $31.75 534,671,343 515787 $6712
Rhode sland 578,987,081 837 BES 594,37 57 005,525,541 15,305,285 4570
South Carolivo 5315109572 4,642,387 547.88 53,537 14E 715 54,833,38% 462,24
Sowth Dakoin 535,7 1,653 BU1,682 557,47 5542.802,745 5,427,572 5764
Tennayses 577,330,510 740,381 58223 56,008,651 237 107,447, 458 £70
Tancy §1.693,420.35% 21,067,069 5HC.37 $17 855413078 243,927, 1%2 iy
Ulh 514,404,789 1,547,761 57405 31.813.050,229 25,552,380 15113
Werment 384656143 1,150,398 3L PE F40%, 387,345 7.J80,575 &4.31
Wisginia 51758194634 2,405,562 $73.0% L5 410,764,939 B4,0a4,£89 54,38
‘Washington 35201787 4,613,902 74.30 4,448 485,412 54,291 284 5716
Wyimst Virginie 01,191 450 4,378,715 SB. 7% 1,8%1.855.250 31,738,481 $55.20
Wyisconsin: 153850860 4,388,205 Bl.A4 4,819 052,560 54, 532,558 $74.45
Winming £17,470.073 T RE $71 5% $344,096,272 5,484,258 36774
Chearall 518, 785,331,517 134,182,747 2107 $737.078,091 037 3,420,43E,422 $55.90

Saurce; Wotkers Kluwar Health Pharmarectical Sourca® Audit Suita, dofa adcesssd 5/13/08,
“Local market vanditions will determing avernge prices for prescripfions, the sams os for oy ather product




Prescription Drug Prices and Brand/Generic Mix

Gereric drug ukilization has increased in recent years, and will likely canfinue to do so due ta the
implementation of the Medicare Part D drug benafit. This increase continues to slow the overall
growth af prescription drug prices, which incraased only 4.4% in 2007. Table 39 shows the
prices for brand-name drugs and generic drugs since 1990 as well as the mix of utilization, As
the table ilustrates, generic drugs aceounted for mare than 50% of prescriptions in 2007 and
continve fo grab market shore.

Takle 39, Prescription Drug Pricaes and Brand/Generic Mix, 1990-2007
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Scurce: W5 HEALTH, NMDCHealth, and MACES Ezonemics Deparinent,
Excludes majl-arder prescrigfions

Inflation

The rate of inflation in prescription drug prices af the manufactorer kevel continues at its lowest
levels sinee the mid-1970s. The reduced rate can be attributed to increased generic drug
villization as well o increased cast-sharing emaounts, However, pharmaceutical monufocturers’
prices for brand-name drugs still kend to outpace general inflation, and the reteil market
continuas to observe price increases greater than thosa reported at the manufacturer level,
although the increase in 2007 did not fit this pettern for the first fime since 1995,

Figure 9 shows the increase in Censumer Price Index for all items (CPI-U}, Consumer Price Index
for Prascription Drugs, and increcse in Prescription Drug Expendiures from 1992-2007.
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Prescription Drug Prices and Brand/Generic Mix

Generic drug ufilization has increased in recent years, and will likely confinue e de so dueto the
implementafion of the Medicare Part D drug benefit. This increase continues to slow fhe overall
growth of prescription drug prices, which incresed only 4.4% in 2007, Table 3% shows the
prices for brand-name drugs and generic druge tince 1990 ot wall ax the mix of utilization. As
the foble illustrotes, generic drugs accounted for more thon 50% of prescriptions in 2007 and
continue to grab market share.
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Table 39. Prescripfion Drug Prices and Brand/Genaric Mix, 1990-2007

Pzt ¥ minel

3 32204
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Excludas moil-order imficns.
Inflation

The rate of inflation in preseription drug prices at the manufacturer level canfinues at its lowest
levels since the mid-1970s. The reduced rate can be attributed fo increased generic drug
ulilization as wall as increused oost-sharing mmounts. Howevar, pharmaceutical manufacturers’
prices for brand-nome drugs still tend to outpace general inflation, eind the retail market
continues fo okserve price increases greater than those reporfed of the manufacturer level,
although the increase in 2007 did not Rt +his pattern for the Rrst fime singe 1993

Figure 9 shows the increasz in Consumer Price Index for olf items {CPI-UY, Consumer Price Index
for Prescription Drugs, and increase in Prescription Drug Expenditures kom 1992-2007.
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Figure 9. Prescripticn Drug Consumer Price Index vs. Consumer Price Index for All lrems
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Demographics and Prescription Utilization
Identifying which patient groups have the highest prescription drug ufilization is important for
many recsons, It helps manufocturers project prescription volume for parficular drugs and alse
helps them identify specific marketing oppertunities. Lastly, knowing which demegrephic usas
which types of drugs helps drug plans/insurers assass contracts, espacially rick contracts.

The Naticnal Ambulatary Medical Cers Survey INAMCS} collscts this information on an annudl
basts and publishes data relafing to prescriptions writien as a result of physician visits. Since
these data are released two years after thay are collected, the most recant information is fram
2006,

Table 51 compares prescriptions mentioned at outpetient visits by age and sex in 2006,
Females continug to get mare prescriptions than males in almest every age group
measured, Females account for neary 0% of all drug mentions of physician visits, Qverall,
on an annual bosis, an average female discusses 6.5 prescriptions with her physician and
an average male discusses 4.3 prescriptions, Individuals age 75 and clder discuss 18.9
prescrip?ions pRr yedr, more than double the number of those between the ges of 55 and
b4,

Table 51. Prescription Mentions at Outpatient Physician Qffice Visits, by Age and Sex, 2006
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754 1215 2527
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Tota| Prescriptions per Parin - —

par Yo [rmfill=4 B
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Total Prescrigtion Mantiors SE1F12 143 P37 FPR. 199 1.58% 713,544
Faremnt 41.00% 59.00% -

Source: Matiana! Ambuksery Medicel Care Survey, 2006; Vralters Kluwer Pharmoseyticel Audit Suite; NACDS Econumics Daptartment.
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The remaining utiization infermation provides indications about methads of payment. The
number of prescription mentions frem patients with private insurance fell from 47.7% (in 2003)
to 43.8% in 2004,
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Table 53. Number of Prescription Mentions per Physician Visit, by Type of Payment, 2006
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Saurce: Natianal smbuletory Madieal Care Survay, 2004,
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More detailed analysis of MEPS dal shows that prescriphion wiilization oppears to decline with
incraases in income. For example, s shawn in Table 59, in older age grouns there is o relatively
consistent decline in the number of preseriptions per ysar as income increases.
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Table 58, Prescription Utilization by Age and Sex, 2005

=5 274 kR
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6574 23.B8 28,53 26.32
75+ 7621 3404 31.0%
Cwverall Retail Prescripfiens [K] 1210 1913
Tk Prascriptions 1173871 427 1,827, 543,340 A00T.414,767
Purcant avar: 0. B%% —_

Source: Medicer! Expenditure Parsl Survey, 2005, NACDS Feanamics Depevirant,

Table 59. Prescription Utilizatian by Age and Income Group,
Prescriptions Filled at Retail Pharmacies, 2005
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7Er 325 740 333 5.4 EIE 320 300 253 252

Saurce: Medicw! Expendivime Panel Survay, 2005, NACDS Econormics [eparment,
* Cell size mot forge enouph io report.




SECTION 3

Mare defailed analysis of MEPS datar shows that preseription utilizetion appearrs to decline with
increases in income. For example, s shawn in Table 59, in older age groups there is u relafively
consistent dedling in the number of prescriptions per year as income increasas.
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Table 58. Prescription Utilization by Age and Sex, 2005

Frnnile
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6574 23.E8 28.51 25,32
75+ 26.21 3404 J1.CF
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Source: Medisol Enpenditure Farel Survey, 2005; MACDS Econemiz Depariment.

Table 59. Preseription Ulilization by Age and Income Group,
Prescriptions Filled at Retail Pharmacies, 2005
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S=1d4 26 141 * - - * ' - N
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Gource: Mecicel Expencliters Fonel Survey, 2008, NATDS Ecanomics Department.
* Call siza nol larpe encugh #o repark.
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Source of payment is also important. Table 80 shows the number of prescriptians per year
by primary sxpecied source of payment. Cash customsrs spend less and get fewer prescrip-

o tions than sither Medicaid or other third-party payment customers. They alse {on average)
6 spend less per prescripfion.

[«
= Table 60. Prescription Utilization by Age ond Primary Payment Type,
8 Prescripfions Filled at Retail Pharmacies, 2005
z
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=1 7.4 §57 47 56164 4617 5% 3974 S75.62
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P
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E Perotnt of Prascripfion Bellars 13.9% 14.8% TR
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3

¢ Cash custamars were defined a3 Mosa paying B0% of tolol prascription spending out of pocket,
? Medicaid cuatomers ware dafined oy tase poying mors thon 5075 fram Medicoid sourees.

2 Othar third-porty customers were fre remaining groug.

Sawrce: Madicnl Expanditure Fone! Survey and MACDS Econamics Dieporment.

Fatients with high blood pressure spend the mest per year, mare than any ofher patisnts
wilh other given diagnoses. Table 61 lists annual prascription drug spending per persen, for
a given diagnosis. Patients with high blood pressure {essenticl hypertension] spent an
averags of $2,146 in 2005. Patients with high cholesterol {diseases of lipid metabelism)
spent an average of $2,424 in 2005, These numbers could vary from year to year,
however, depending on the numbar of generic therapeutic equivalents that are on the
market for a given diagnosis.

Many of the tep diagnoses are what are termed comerbid conditions = that is, the patient
hos more than ane condition. To illustrate this, we show the tep produsts for patients with
the tep four diagneses in terms of spending. All of the top diagnoses have drugs that are
used to treat other conditions in the top 10 by preseripfions,
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Figure 10, Where Revenue From a Prescription Goes, 2007

Sowrca: Wolkers Klrwer Health Fharmoceutival Audit Suite, WACTDS Eennemics Deparimant.

SECTION 3

Revenue From a Prescription

The averoge pharmacy reimburssment across all pavers in 2007 was 569,91 per prescription.
OF this armeunt, about BO% [$56.06) represents the ameunt that the pharmacy pays fo the
manufadiurer or o wholesalar to purchase the drug. The remaining 20% ($13.85) is used by the
pharmecy to pay for operaling and overheod costs such os salaries, rent, utilifies, computer
gysterns, complying with state and federal regulations, and other expenses. From this amount,
pharmacy retcins @ net profit of less than 2% {$0.84] per prescripfion.
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Total $69.91

M Manufoeurar Cost of Matsrials $14.45

W anufacturer § G & A 516,99

Monubnctursr R & D 510.21
> Manufacturers

W ianuiacturer Taxes $3.86

+ Manufacturer Net Profi SE.80

WWholsscla Oparafing Cost 51.76
‘Whalesole Taxes $0.28

W'Wholesole Nt Profit $0.40

Wholesalars % Retail Cost of Operotions $11.98

W Retail Taxes $5.35

Retail
slatars & el Net Prefit $0.84



