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MINUTES OF THE SENATE COMMITTEE ON PUBLIC HEALTH AND WELFARE
The meeting was called to order by Chair Sandy Praeger at 10:00 a.m. on March 31, 1993 in Room 526-S of the

Capitol.

All members were present except:

Committee staff present: William Wolff, Legislative Research Department
Emalene Correll, Legislative Research Department
Jo Ann Bunten, Committee Secretary

Conferees appearing before the committee:

Kansas Senator Sheila Frahm, Senate Majority Leader

Bob Williams, Executive Director, Kansas Pharmacists Association

Marily Rhudy, Pharmacist - Topeka

Tom Hitchcock, Executive Secretary, Board of Pharmacy

Dave Charay, Health Benefits Administrator, Kansas State Employees Health Care Commission
Bill Sneed, Legislative Counsel, Health Insurance Association of America

Deborah Origer, Executive Director, Principal Health Care of Kansas City

Harry Helser, Kansas AFL CIO

Patricia M. Kimes, Academy of Managed Care Pharmacy

James P. Schwartz, Jr., Kansas Employer Coalition on Health

Others attending: See attached list

Hearing on SB 84 - Civil penalties for the violation of pharmacy act.

SB 84 was amended by the House Committee which added the provisions of HB 2117 - that would provide no
policy, contract, plan, or agreement delivered to any group in Kansas which provides benefits or services, or
both, for hospital and medical services offered by an accident and health insurance company, by a nonprofit
medical and hospital service corporation, by a health maintenance organization except those which own and
operate its own pharmacies and is in operation on the effective date of this act, by a preferred organization, by an
individual practice association, or by a similar mechanism, may deny a registered pharmacy or licensed pharmacist
the right to participate as a provider for any policy, contract, plan, or agreement on the same terms and conditions
as offered to any other provider of pharmacy services, as well as other provisions. The Chair noted the House
Public House and Welfare Committee passed the bill out of Committee without testimony, and to have the bill go
to a conference committee without House or Senate conferees having an opportunity to hear testimony would be a
disservice.

Senator Sheila Fraham appeared before the Committee with written testimony from Robert Moser, M.D., Greeley
and Wallace County Family Practice Clinics, in support of SB 84. Dr. Moser expressed concern that people in
rural areas do not have easy access to prescription drugs as those people that live in urban areas, that state
programs currently underway will close the local rural pharmacies, and that the high cost of prescription drugs
should be addressed to the manufacturers and wholesalers and not at the expense of the professional who provides
service for the care of the patient. (Attachment 1)

Bob Williams, KPA, appeared in support of SB 84 and stated that the provisions amended into the bill by the
House would prevent prescription plans from interfering with a beneficiary’s selection of a pharmacy provider if
that pharmacy elects to participate as a provider under the same terms and conditions of the policy or contractual
arrangement. He also noted the bill would also prevent the plan from penalizing the consumer with a higher co-
payment or deductible regardless of the provider selected by the beneficiary, and that 20 plus states have passed
similar pro-competitive legislation and was unaware of any instances whereby pharmacies have been unwilling to
bid for contracts. (Attachment 2) During Committee discussion regarding mandating insurance benefits, it was
noted that the statute requiring an impact study would not differentiate between provider mandates and benefit
mandates.

Unless specifically noted, the individual remarks recorded herein have not been transcribed

verbatim. Individual remarks as reported herein have not been submitted to the individuals 1
appearing before the committee for editing or corrections.



CONTINUATION SHEET

MINUTES OF THE SENATE COMMITTEE ON PUBLIC HEALTH AND WELFARE, Room 526-S
Statehouse, at 10:00 a.m. on March 31, 1993,

Marily Rhudy, Topeka Pharmacist, expressed support for SB_84 and noted that the bill will not provide Kansas
pharmacies with any price advantage, or that not all pharmacies may participate in some of the employer
sponsored plans, however, it is important that those pharmacies who chose to play by the same rules as the
corporate owners be able to do so. (Attachment 3)

Tom Hitchcock, KSBP, expressed support of the bill with the exception of New Section 4 and 5. (Attachment 4)

Dave Charay, Kansas State Employees Health Care Commission, appeared in opposition to SB 84 because the
bill as amended could eliminate the option of pharmacy networks through which in-state as well as out-of-state
insurers can control the cost and quality of services provided to state of Kansas active and former employees who
contract with the state of Kansas. He noted that prescription costs are the most rapidly rising component of health
care costs as well as for the state of Kansas Employee Health Plan -- 33% as compared to a general increase of
20% for the entire health plan. By eliminating the volume discounts that pharmacy networks can and do provide,
this cost will increase much faster than experienced in the past. It was pointed out that the cost of the state of
Kansas Employee Health Plan is borne by each agency and funded by the general fund of the state. At present, the
state of Kansas pays the majority of the premium cost of the benefits program, and passage of this bill could result
in the state being forced to eliminate the drug care program. (Attachment5) Committee discussion related to the
national average increase of prescription drugs which was estimated at 25% to 30% in comparison to the 33%
increase of the Kansas Employee Health Plan, usage of managed care prescription drugs and the difference in cost
due to the high mark-up of drugs.

William W. Sneed, HIAA, testified in opposition to SB_84 and called attention to KSA 40-2248 and KSA 40-
2249 that would require a fiscal impact report on these amendments so that the legislature could fully evaluate any
social benefit versus social cost for such mandates. (Attachment 6) Committee discussion related to whether the
pharmaceutical companies ever testified on the bill, rate of drugs based on volume, lack of pharmacies in rural
communities, mail-order drugs, and availability of medication in rural areas.

Deborah Origer, Principal Health Care of Kansas City, testified in opposition to SB 84. Ms. Origer believes
legislation that is proposed in the bill will hamper HMO operations and marketability, and that this type of
mandate will result in a higher percentage of each health care dollar being spent on administrative costs, in that
tracking claims and enforcement of Plan protocols would become more complicated with the addition of each
additional provider. It was pointed out that the ability of national companies to negotiate contracts with providers
and guarantee them certain amounts of business in return for that dollar is helping slow down the escalating cost
of health care for consumers, and that the competitive forces in place now are working. (Attachment 7) Senator
Ramirez made reference to testimony of Bob Williams that referred to 20 plus states that have passed similar pro-
competitive legislation and requested more information be provided on that type of legislation. In regard to
managed care, another member felt it was not the solution to everything, and the reason so many people are going
to managed care, is not because they choose to, but because that is all they can afford. In regard to the availability
of prescription drugs, another member brought attention to the fact of the difference between western Kansas and
Kansas City.

(Attachment 10) Written testimony in opposition to the bill was received from Robert C. Harder, Secretary of
KDHE and Chairman of Health Care Commission (Attachment 11), and John Ensley, local counsel for Medco
Containment Services, Inc. (Attachment 12)

The Chair asked for consideration of the minutes of March 15, 16, 17, 18, 19, 22, and 23, 1993. Senator
Langworthy made a motion the minutes be approved as written, seconded by Senator Hardenburger. The motion
carried.

The meeting was adjourned at 11:30 A.M.
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jonorable Stheila Frahm .

cenate District | . N
ansas Senate

state Building

fopeka, Kansas

hear Mrgs,. Frabm,

{ have some concerns l1'would like fto voice in favor of 8B 84. Currently, as
i have heard, this is also referred to as the pharmacy freedom of choice
1')111Q '

firat let me introduce myself, I am a solo Family Practice doctor in Tribune
4nd Sharon Springs where ] provide medical and obstetrical care for those
communities as well as obstetrical care for those from Leoti and other
currgunding areas. My main practice 1s in Tribune, but 1 see patients every
planday and Wednesday atternoon 1n Sharom Sprangs. Luckily, I have another
Family Practice doctor joiming me in July. 1 have been put here for 4 1/2
7ears now, the last 2 years in s0lo practice. :

Govermment as well as private citizens are currently, concernad about our

fealth care system, The current buzz word is "sccessibility”., 1 think this
1S an important concept in all phases of the health care system but | also
‘pwl quality and service are important., The bill BB 84 purpose 15 very

cmportant when regarding accessibility apd quality in raegards to prescription
nedications, -

fhe large unions, insurance companies and certain pharmaceutical mail order
Warehouses would want ues 1o belipve that cost is the main issue here. They
want to leck-inm their health subscribers to one pharmacy, usually a mail
order house {aor at least not the local pharmacy in rural Kansas), where the
formulary is predetermined, then the selected drugs are bought in large
Jolumes for lower prices and generic drug use is encouraged, NoO one should
Mhave a problem with lower prescription prices but we must ask ourselves what
js the true cost of this service. 1 see several problems with this type of
gystem; first as 1t affects my patientsy secondly how it affects my local
Community and finally as i% pffects our state.

First, I believe such as system results in a treatment delay for many common
problems. Granted, the other agencies hope their subscribers will use their
gystem for maintenance drug prescriptions but it affects medicines purchased

ior acute problems as well. For example, our local ASCS office now has 2
resCrIptiIen drug program they are required to use Qor pay out-of~pocket for
rescraptions purchssed elsewhere. |¥ an ASCS employee hias = child with

Gtrep throat they would have to wairt 2-3 days to receive the prescription by

‘mail or pay out-of-pocket to buy it at our local pharmacy across the street
from their office. Where is the savings in such a program, No one 1% going
éo wait the 2-3 days to treat their child in such a circumstance. Do these
Arograms figure the cost ot delaying such treatments in their savings? With
thece types of plans by~-passing our local pharmacies is our accéss improved
Or made worse?

Currently there exists a etate law requiring pharmacists to counsel patients
regarding their prescription medications when they are dispensed. How is it
thece mail—-order houses can circumvent this with a toll-free number that
jan’'t even manned 24 hours daily. There seems to be a double standard
applied here. Alsu, Sa1CE these plaps usually have 8 formulary and any drugs
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srdered not on these formularies are going to cost the patient more out-of-
ocket again., These formularies are usually sound and most generic drugs are
;afe, but shouldn’'t the prescribing doctor have the final say. regarding
ireatment? .

%$econdly, these programs are going to tlose our local rural pharmacies. The
primary reason local pharmacies cannot be the subscribers provider is because
{he insurance company 'sets the filling tee the pharmacist receives more than
2 dollars below what the government reports the pharmacist needs to break
rven. They also want them to sell the drug at 15% less what it costs the
pharmacist to procure it. In other words they want to control the cost of
arescription drugs at the cost of our local pharmacies rather than at the
nanufacturing and distribution level., Our local pharmacies survive because
107 ot their prescription business is for maintenance therapies. Even 1f
Jeople 1n these plans pay out-of-pocket for acute medicine therapies that is
1ot enoughl business to keep our local pharmacies in business. Therefore as
~wore of these mail order pharmacy plans become operational our semaller
fommunities will see our pharmacies close. 1 can guarantee you that when
this happens the physiciams will pot be far behind. 1 base this on my
furrant experience providing medical care in a Rural Health Clinic in Sharon
springs where there ie no local pharmacy. Because ot this, extra time is
taken wikh esach patient visit ta 1i1nd which pharmacy they use and te call in
their prescriptions for delivery. If the pharmacy delivery driver has left
for the day it will be a full 24 hours before the patient receives their
nedications unless they travel 3@ miles in any direction to get it filled
that night. The extra time for each patient as a result and the inkerent
jelays in getting medications to these patients is frustrating to me the

fhysician, 1T would not practice full time inm such a situation as few -

nhysicians would.

Finally, I see the proliferation of these plans as a threat to our state
2conomy when you consider the possible volume of business being dome outside
our state line and at the expense of businesses within our state. Our lpcal
bharmacies provide employment, income to our communities and state and make
gccess to medications readily available. We need to address our concern
regarding drug prices to the mapufacturers and wholesalers and not at the
expense of the professional who provides a vital part of our local health
care patient education and oversight to their medical treatment.

1 thank you for your time in discussing thie issue and hope to see SB B4
sassed to become an azset to accessible health care in Kansas.

Sincerely,

@@memb

Robert Moser, M.D.
Greeley Co./Wallace Co. Family Practice Clinics
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THE KANSAS PHARMAGCISTS ASSOCIATION
1308 SW 10TH STREET TESHMONY
TOPEKA, KANSAS 66604
PHONE (913) 232-0439
FAX (813) 232-3764 SB 84
ROBERT R. (BOB) WiILLIAMS, M.S., CAE.
EXECUTIVE DIRECTOR Senate Public Health & Welfare Committee

. My name is Bob Williams. I am the Executive Director of the Kansas
Pharmacists Association. Thank you for this opportunity to address the committee
regarding Senate Bill 84. Because I have testified on the Board provisions contained
in SB 84 previously, I will not address these issues at this time unless there are
additional questions.

I would, however, like to address those provisions amended into SB 84 by the
House.
Those provisions would prevent prescription plans from interfering with a

beneficiary’s selection of a pharmacy provider, if that pharmacy elects to participate

as a provider under the same terms and conditions of the policy or contractual

arrangements.

The bill would also prevent the plan from penalizing the consumer with a
higher co-payment or deductible regardless of the provider selected by the
beneficiary.

These provisions were supported by a clear majority in the House Financial
Institutions & Insurance Committee and the House Public Health & Welfare
Committee. The House of Representatives passed the bill on a 104-13 vote. In each
instance the same opposing arguments were raised.

SB 84 is not anti managed care nor is it anti managed competition. To some

individuals the definition of managed care/competition is closed networks. Those )

7T e ey~ 5
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that advocate a closed network for pharmaceutical benefits have a limited
understanding of what is entailed in pharmaceutical care. Closed networks are in
fact having a disastrous effect on pharmaceutical care and increasing overall health
care costs. We have found that closed pharmacy networks create barriers to patients
getting their needed medication. I have a stack of letters from pharmacists and
patients identifying numerous instances whereby they have been unable to get their
medication because a network pharmacy was closed, didn’t deliver or was 30 miles
away. By affording alternatives to more costly forms of health care such as surgery
and extended hospital stays, prescription medication is one of the most cost-effective
means of controlling health care costs. However, taken inappropriately, it can have
devastating effects.

According to an article which appeared in the September 16, 1992 issue of the
New York Times Health, each year studies indicate that 125,000 people with treatable
ailments die simply because they did not take their prescribed medications properly.
The article further indicates that non-compliance is costing this country $15 billion a
year in direct medical costs, lost wages and productivity.

This position is further supported in an article which appeared in the
December 1992 issue of the American Association of Preferred Provider
Organizations. According to this article "More than any other aspect of medical care,
pharmaceutical utilization affects other areas of patient management and can have a
major impact on treatment outcomes." For that reason one of their many
recommendations for plan design includes the freedom to choose a pharmacy that is
readily accessible in order to foster medication compliance. We should be
encouraging patients to utilize more community pharmacies--not limiting their use.

For some reason the AFL/CIO is opposed to this legislation. We find this

difficult to understand in that they fought very hard for a freedom of choice



provision in the workers compensation reform hearings. Furthermore, I have a stack
of petitions which have been signed by patients in support of SB 84, many of whom I
am sure are AFL/CIO members.

I understand that Dave Charay, Benefits Manager for the State Employee
Health Care Plan, will be testifying in opposition to SB 84. The Drug Benefit Plan for
State employees is a prime example of our concerns. A couple of years ago the State
of Kansas entered into a contractual arrangement with Dillon Supermarkets to
provide maintenance medication to State employees via a mail order plan. A
community pharmacist is prohibited from participating even if they are willing to
accept the same level of reimbursement. Those employees wishing to purchase their
maintenance medication from their community pharmacist are penalized with higher
co-payments and deductibles. To add insult to injury the Dillon Supermarkets are
owned by the Kroger food chain which means the State of Kansas is using tax dollars
(of which community pharmacists pay a considerable amount) to support an out-of-
state corporation which has the potential to put community pharmacists out of
business. Kansas pharmacists have a hard time understanding that one.

In both the House Insurance and Public Health & Welfare Committee
deliberations, Dr. Wolfe asked what incentive a pharmacy would have to bid on a
contract if that pharmacy knew all other pharmacies would be allowed to participate
at the same rate. Pharmacy has its roots in the retail sector. In an effort to capture
the market, when a new pharmacy moves to town their first move is to lower
prescription prices, not increase them. The pharmacy profession is such a
competitive profession that SB 84 is more than likely to encourage low bids on
contracts in an effort to capture that market.

Lastly, I ask you to consider the toll these managed monopolies are having on

rural health care and the resulting increase in health care costs. According to the

1

s



January 1886, Vol. 39 issue of the Vanderbelt Law. "...pharmacists who enter third
party payor agreements often attempt to negate the resulting economic loss by
charging higher prices to uninsured patient purchasers. The burden falls heavily
upon uninsured patient-purchasers who do not have insurance coverage, including
the non-Medicaid poor. Rather than reduce consumer drug prices generally, third
party programs shift costs to the uninsured public. To the extent these programs are
uneconomical to...pharmacists, they have contributed to a reduction in a number
of..pharmacies. Because pharmacies, particularly in rural or lower income areas,
often provide the only readily accessible source of health care counseling, this result
has substantial adverse societal impacts."

Rural hospitals are closing and physicians are not locating in rural
communities. This committee has conducted a number of hearings on bills to deal
with the rural health care crisis and now these managed monopolies are threatening
the existence of rural community pharmacies.

In conclusion I would like to say that 20 plus states have passed similar pro-
competitive legislation. I am unaware of any instances whereby pharmacies have
been unwilling to bid for contracts. As we rapidly move towards health care and
insurance reform we must begin to put people back into the equation and begin to
think about what we ar doing to them. Patients have become so complacent about
taking their medication that it is costing this country $15 billion annually, and
pharmacists are forced to raise prices to private pay patients because they are not
allowed to participate in monopolistic insurance programs. We encourage you to

support Senate Bill 84. Thank you.
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Curable killer:

ignoring the
doctor’s
orders.
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g NE of the most serjous and |
A costly epldemics In Amer-

¥ public concern and Is all but

ignored by health officials. Unlike
A1DS or polio, it Is not caused byin- -
fectlonanditcenbe cured. Bul few
have put thelr minds to bringing it un-
der control

1t Is an epldemic of Jilness, disabill-
ty and occasionally death from what
the medical profession calls noncom-
pliance: the failure of patlentsto {ol-
low doctors’ preventive or therapeu-
tic orders. Each year, studies have in-
dicated, 125,000 people with treatable
ailments die simply because they did
not take prescribed medications
properly or at alL

In the mid-1960's, the United States
Chamber of Commerce estimated
that such fallures accounted for more
than $15 billion a year in direct medi-
calcosts and in Jost wages and pro-
ductivity, That number czn only have
risen sharply since then, glven the
growing number of elderly people
with chronic 2ilments requiring sus-
tzined treatment to avert complica-
tions. The elderly have one of the
highest rates of noncompliance, with
more than 55 percent of patients over
65 {alling to teke prescribed mediga-

‘tion as directed, according tothe Na-

Uonal Council on Patient Information
‘and Education.

Y Over al), the councl] has reported,
30 to 50 percent of all prescriptions
-dispensed by doctors are taken incor-
rectly by patients. One patlentinfive
never even bothers to have the pre-
.scription filled. One In seven stops

taking medication too soon, and near- -

ly a third who do get their prescrip-
tions the {irst time neglect to get re-
fills ordered by their doctors.

When It comes to making behavior-
al changes, experts belleve that the
statistics are far worse. Taking & pill
one or more times a day ishardly ar-
duous or time-consuming, yet half of
all patients elther neglecttodoitor

do it incorrectly. Changing one's eat-

Ing, smoking, drinking or exercise
habits Is far more disruptive, soitis

Rt

BJ ica today srouses almostno *

not surprisingthat relatively few pa-
tients make such changes.

Sharing the Blame

Usually it is the patient who gets
the blame for {ailing to {follow = doc-
tor's orders. Doctors angrily regard
them es an a{front to their me<ical
authority or even a waste of their pre-
cious time. But are patients the sole
or even the main culprits?

Doctors themselves are notorious-
1y poor patlents. 'When doctors be-
come i}l and see other physicizns,”
sald Dr, Marshall Becker, & public,
health expert 8t the Unjversity of
Michigan, “their level of compliance

" {sJower than other pedple with the

same condition,” He and other ex-
perts say doclors deserve a larger
share of blame for {ailing 10 motivate
patients, provide them with adéquate
knowledge and follow up to assure th
right things are belng done, :

These are some of the most com-
mon reasons for noncompliance, &s
revealed by various studies and doc-
tor-patient experlences:

gThe iliness causes fewer symp-
toms than the treatment. Uncomfort-
able side effects prompt many pa-
tients to stop taking medicine, espe-
cially for flipesses like high blood
pressure that have few or no symp-

toms, even though they can have life- -

threztening consequences. When the
treatment Is prescribed to prevent an
iliness from developing, noncompli-
ance is even more common.
9Symptoms of the iiiness disap-
pear before the treatment regimen is
complete, prompting the patient to
discontinue treatment, )

gPatients resent belng dependent
ondrugs. In an article Iin The Has-
tings Center Report, Peter Conrad, a
sociologist at Brendeis Unlversity,
said some patients come o identily
the treatment with their infirmity
and stop one &s a way of denying the
other. Some stop taking their medica-

“tion to see if 1t Is still needed.

gMany patients, particularly those
with a chronic aliment, feel aneed to
take control of thelr disorder and
may edjust the prescribed treatment
1o sult their needs or their percep-
tions of their illness.

gSome patients are “‘unreasonably
optimistic,” said Dr. Becker. They
may have very high cholesterol or -
high blood pressure, may be heavy
smokers who never exercise, yet be-
lieve that heart attacks happen only
to other people.

gThe costs of treatment or the de-
mands of work and family may pre-
clude following the doctor's advice.
Or physical limitations may get inthe
way of the treatment.

’

peble of
Jvice, espe-

9Some palicn(é .
following thelr doci.

.clally when it Involves changing in-

grained habits, Physiclansare likely
to prescribe all-or-nothing changes,
‘instead of introducing the pew behav-
jor in small increments.
qPhysiclans often fall toteke ade-
-quate time and show compassion in
prescribing the therapy, Jeaving the
patient with the Impression that it
does not matter all that much. A pa-
tient may misunderstand the doclor’s
advice or forget what was said min-
utes after leaving the office. The doc-
 tor may exapggerate the benefitsof
therapy, prompting the patlent to

{ stop when rapid Improvement does

: not occur, Or the doctor may minl-

‘|: mize or fail to mention side effects,

Y prompting the patient to stop when
new discomforts eppear.

Improving the Odds

There is much that doctors can do
to Improve communication with thel
- patients: adequately explalning the
nature of the health problem, the rol
that therapy can play and the possl-
ble side effects of the prescription,

For thelr pari, patients can take
steps to assure that they are getting
their money's worth from medical
care and doing the best possible job
recover quickly or werd off serious
complications. l

1 t"'?"‘f‘" e > YT
A Al '.’:"}'.5 FaTal ‘,f‘-"‘l‘
Ns o vt DI S e

“gchadule and esk specifically

about possible side sffects,
~; and whet 16 do ff they ocoy
b 7) Let tha doctor know If
35 prescribed medicine br %Y
i therapy simply will not fitin

Li; your bor'pé.o'r}gork'l!fe. H i
7 Sonfilcts with your bellefs; or it
nast éxperiences with ILhave.;

o

#nd ybu feel you cannot 2213
¥rhake sich changes ofi yYoUL:

i own, get a referral 10 8
E?dieﬁﬂan:san‘ Bxerclso L

Fcohsultant ot d sioking O
[ 2ieighi-control prograrm
E;Z]As . what 10 8o If

Y- et e P A
% dosé of medication of &
B et Ltee e oa e o#%0 o F &5

4 herapy sesslon and

[fyol should diseontinge
< treafmbrt When you fea! b
¥ el YT iy T B FERT AN
B Everll the doctof does %
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g;q‘otfieﬂyo‘d to do 8o, call, i
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PHARMACEUTICAL

FOQCUS

Pharmaceutical Benetfits:
To Carve or Not to Carve

By

Kenneth R. Cohen and Richard A. Levy, PhD

The following article is the first in a new department that will appear in each issue of
the AAPPO Journal entitled Pharmaceutical Focus. The series is intended to create a
Jorum for exploring issues relative to integrating and managing supplemental benefits
such as the pharmaceutical benefit in health care plans. Currently, only about half of
all preferred provider organisations (PPOs) have managed pharmacy benefit programs,
and of those, 74 percent utilise “carve-out” pharmaceutical benefit plans, usually with
separate management and fee structures.! As a result of these arrangements, most PPO
administrators have little practical experience with managed pharmaceutical benefits.
It is essential to their organisations’ survival that this experience be gained. This article
will examine why this is so, and will offer guidelines for the development of a viable
carved-out pharmaceutical benefit program.

3adaH HOV.L3A

care techniques and the advent of new"
pharmaceuticals.

These developments have initiated the
following important new trends that will
prevail into the 21st century: an increased
volume of outpatient visits; an increase in

Pharmaceuticals and
Outpatient Therapy

n recent years, utilization of hospitalization
has decreased, with more patients being
treated in outpatient settings. This major

shift has been made possible largely as a .

result of two factors: the adoption of managed

Kenneth R. Cohen is Vice President of Managed Care
and Richard A. Levy, PhD is Vice President for
Scientific Affairs at the National Pharmaceutical
Council (NPC) in Reston, VA. The NPC is a
research/educational association of research-intensive
multi-national pharmaceutical companies. In
addition, Mr. Cohen is a member of the Editoricl Board
of the AAPPO Journal

the severity and complexity of illnesses
treated on an outpatient basis; and a
greater reliance on the outpatient use of
pharmaceuticals as the primary treatment
modality.’ In such an environment, successful
PPOs will be those that effectively manage
outpatient pharmaceutical benefits not as
an isolated cost center, but as an integrated
part of the overall treatment regimen.

AP0 Journal
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PHARMACEUTICAL FOCUS

Managing the Outpatient
Pharmaceutical Benefit

In an era when outpatient care is becoming
a primary treatment modality, sophisticated
pharmacy management will be required
to control overall costs and to achieve
quality outcomes. Pharmaceutical therapies
themselves have become increasingly
complex, with many seriously ill outpatients
maintained on multiple medications.
Currently, PPOs are doing very little to insure
that medications are taken correctly, stored
properly or understood well by these patients
who critically rely upon them.

Pharmacy benefit
management has

become as complex as the
pharmaceutical
therapies themselves.

Pharmacy counseling for Medicaid patients
will be mandated in 1993, but there is little
agreement as to how much is required or
appropriate, or how well existing systems
can serve the true needs of patients. While
such counseling is a positive step to manage
pharmaceutical care, further investigations are
required to insure that quality products are
dispensed to the right patients at the right
time, place and cost.

Pharmacy benefit management has become
as complex as the pharmaceutical therapies
themselves. Techniques for the economical
utilization of medicines are usually beyond
the scope of all but the most highly trained and
experienced individuals. General health care
benefit managers lack the understanding,
skills and time to master such a process. Most
benefit managers think that since medications
are a small part of the overall budget, they
require little attention. General managers may
fall prey to offers of “quick fixes” that save
money in the pharmacy budget. Without the
proper feedback from the overall system, these
savings can seem quite attractive; but the

system as a whole may be economically
disadvantaged.

For example, savings in a pharmaceutical
budget can be quickly erased by poor
compliance, especially in critical therapeutic
situations. Medications not taken properly can
lead to further physician visits, utilization
of more and costlier medications, increased
laboratory and testing costs and eventually
to increased hospitalization. " Indirect
costs, such as loss of workplace productivity,
childcare, transportation expenses and
disenrollment, may be as great or even greater
than costs directly attributed to treatment.

Carve-out
Pharmaceutical Benefits

One growing trend within the PPO industry
today to properly control pharmaceutical
costs and quality is to “carve-out” the
pharmaceutical benefit. This trend entails
separating the pharmacy plan from the
main health care plan, by using separate
management and utilization review strategies,
actuarial tables and fee schedules.

Carve-outs are popular in pharmaceutical
and other areas, such as mental health, dental
and vision care, for the following reasons:

* An opportunity exists to isolate and better
control costs.

e A concentration of expertise can be
applied to the carve-out, attracting an
experienced and capable worliforce.

e Micro-management of a carve-out benefit
may provide opportunities to reduce costs
through techniques such as formularies
and contracting.

However, despite apparent advantages, the
results of carving-out a pharmaceutical benefit
can be far different than anticipated. More
than any other aspect of medical care,
pharmaceutical utilization affects other areas of
patient management and can have a major
impact on treatment outcomes. Carved-out
pharmaceutical plans are often isolated from
other cost centers with little or no ability to
assess the impact on overall treatment costs.
Other problems with pharmaceutical carve-outs
include:
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o Separate management for the carve-out
plan is usually disconnected from the
provider community, often leading to
provider-relation issues.

" o The managers of a pharmaceutical carve-
out seldom have access to confidential
patient profiles. Decisions made by these
managers, operating in an environment
removed from the site of care delivery, may
lead to problems with therapeutics, patient
acceptance of pharmacy restrictions, and
legal issues.

e Multiple layers of internal management
can be costly; alternatively, outside
management of the carve-out benefit adds
another cost, i.e., the profit of the outside
contractor. :

These positive and negative factors should be
carefully weighed prior to implementing a
carve-out pharmaceutical benefit.

Guidelines for Plan Design

Regardless of whether or not a pharmaceutical
benefit is based on a carve-out design, it must
contain certain key features that meet the
needs of both employers and patients. These
qualities are reflected in the following
“checklist™ of what the plan should do:

e Cover medications that are not only
clinically effective, but will also reduce
overall medical care cost.

e Allow prescribers the flexibility to select
medications that meet the unique needs
of an individual patient.

e Give plan members the freedom to choose
a pharmacy that is readily accessible in
order to foster medication compliance.

e Encourage personalized counseling by the
pharmacist, written instruction sheets
and medication monitoring.

e Monitor patient compliance with the
therapy.

e Maintain and utilize patient medication
records to prevent unnecessary drug
interactions and other potential problems.

e Employ strict quality assessment
standards.

e Conduct appropriate drug utilization
review.

e Promote rational controls on patient
utilization.

These guidelines are appropriate for all PPO
pharmaceutical benefit designs, whether or not
they are carve-out plans. Two additional
guidelines should be applied specifically to
carve-out plans.

e A carve-out benefit of any type, especially
one such as pharmaceuticals that will
impact other parts of the total health care
program, demands the use of an
integrated data management system. In
such a system, every provider must
enter complete data from their part of
the medical encounter. These data must
be entered in a common language; it
must be on-line, and readily accessible to
others who are making key care decisions.

e There must be a center of control (case
manager or gatekeeper) who will actually
assume responsibility for tracking,
balancing and coordinating costs and
savings among the multiple service areas
within the overall plan.

In the design of any pharmaceutical benefit
component, PPOs must remember that the
underlying basis of the PPO industry is to
provide quality health care to patients. In this
era of outpatient treatment, high-quality
services cannot be accomplished without
proper pharmaceutical management. And,
serving the patient well will always be the
hallmark of success.
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TESTIMONY
HB-2117

HOUSE COMMITTEE ON FINANCIAL INSTITUTIONS AND INSURANCE
February 8, 1993

- Thank you Chairman Bryant for this opportunity to address the committee.
My name is Bob Williams, I am the Executive Director of the Kansas Pharmacists
Association. I am appearing before the Committee this afternoon in support of HB-
2117.
HB 2117 is a pro consumer bill that would prevent prescription plans from

interfering with a beneficiary’s selection of a pharmacy provider, if that pharmacy

elects to participate as a provider under the same terms and conditions of the policy

or contractual arrangement.

The bill would also prevent the plan from penalizing the consumer with a
higher co-payment or deductible regardless of the provider selected by the
beneficiary.

The pharmacy community is dedicated to cost savings and competition. One
only has to look at the advertising section of a newspaper on any given day to see
the competitive nature of the pharmacy profession. Pharmacists have also been
procompetitive by forming volume purchasing groups and have taken a leadership
role in the formation of drug utilization review programs which have the potential to

save millions of dollars.



According to an article which appeared in the September 16, 1992 issue of the

New York Times Health, each year studies indicate that 125,000 people with treatable

| ailments die simply because they did not take prescribed medications properly. The
article further indicates that noncompliance is costing this country $15 billion a year
in direct medical costs, lost wages and productivity. Much of the noncompliance
problem could be avoided by the utilization of community pharmacies.

Pharmacists provide essential health care services to their patients by
reviewing prescriptions prior to dispensing, maintaining paﬁelnt profiles, advising
patients on proper drug utilization, and counseling patients in the interaction
between a prescribed drug and nonprescription medication. Exclusive contracts,
based on excessive volume created only by economic pressures and limited access to
pharmacy services, reduces the opportunity for meaningful face-to-face interaction in
pharmacist-patient relationships.

Opponents to HB 2117 would have you believe that they need to enter into
these exclusive provider contracts in order to control health care costs. Furthermore
they-would have you believe that this form of "managed competition" is THE answer
to controlling health care costs. According to the January 1986, Vol. 39, issue of the
Vanderbilt Law,

"The ability of third party payors to impose uneconomical terms on. ..

pharmacies results from two factors: first, the economic power of the group

purchasers (usually large insurance carriers), combined with their natural

desire to reduce costs; and second, the weak bargaining power of . . .

pharmacists, who are precluded by the antitrust laws from joining together to



bargain collectively. As a result the . .. pharmacist confronts the business
dilemma of either acceding to an unprofitable third party agreement or losing

a significant amount of new and existing patronage.

", . . pharmacists who enter third party payor agreements often attempt to

- negate the resulting economic loss by charging higher prices to uninsured
patient-purchasers. The burden falls heavily upon uninsured patient-
-purchasers who do not have insurance coverage, including the non-Medicaid
poor. Rather than reduce consumer drug prices generally, third party
programs shift cost to the uninsured public. To the extent these programs are
uneconomical to . . . pharmacists, they have contributed to a reduction in the
number of . . . pharmacies. Because pharmacies, particularly in rural or lower
income areas, often provide the only readily accessible source of health care

counseling, this result has substantial adverse societal impacts."

With third party prescriptions representing only 35.6% of total prescription
sales in the west north central states’, that means the femairxing 64.4% of us without
third party coverage for prescription drugs are footing the bill. Certainly these |
"managed monopolies" are not the answer and threaten pharmacies cost savings

ability. Both the Kansas Commission on the Future of Health Care and the Joint

Legislative Committee on Health Care Decisions for the 90's have been conducting
hearings regarding the lack of health care services in rural Kansas communities.

Rural hospitals are closing, physicians are not locating in rural communities and now

7%



these "managed monopolies” are threatening the existence of rural community
pharmacies.

The opponents to HB-2117 would also have you believe that HB-2117 would
be preempted by the ERISA Act (Employee Retirement Income Security Act). The
ERISA Act was intended as either a tax or employee protection measure. ERISA was
not passed for the purpose of allowing insurance companies and employers to
"blackball"‘ certain pharmacists. The Act was never intended to promote anti-
competitive programs, nor was it created to allow insurance companies to create

-monopolies. On the contrary, it was passed to help protect employees. HB-2117 in
no way interferes or conflicts with federal statutes and, in fact, supports and
encourages the spirit of ERISA, that being to protect workers from being denied
access to medical and/or pharmaceutical services, as well as to assure those
individuals the opportunity to select pharmaceutical providers of their choice. In
those states where similar legislation has been adopted, we are unaware of any
lawsuit directly related to violations of the ERISA Act.

Additionally, we are aware that the Health Insurance Association of America
(HIAA) commissioned the Wyatt Company to conduct a study entitled "Cost Analysis
of Three State Mandates to Regulate the Provision of Prescription Drug Benefits"
where the Wyatt Company’s goal was to illustrate the detrimental effects of
legislation such as HB-2117. I have attached to my testimony an article published by
the National Association of Retail Druggists which points out a number of flaws in
the Wyatt study. We also find it curious that the insurance industry points its finger

at pharmacy for increasing prescription drug costs when, in fact, a study by the



National Association of Chain Drug St.ores showed that, on the average, it costs $1.25
more to dispense a third party prescription than a private pay prescription.

In conclusion I would like to say that 20 plus states have passed similar
procompetitive legislation. The experimentation in the last decade with restricted
networks, exclusive networks, discriminatory or mandatory mail order drug
programs--all sacrifice consumer access, the cornerstone of competition, in an illusory
pursuit of cost savings. Patients have become so complacent about taking their
medication that it is costing this country $15 billion annually and pharmacists are
forced to raise prices to private pay patients because they are not allowed to
participate in monopolistic insurance programs. As we rapidly move towards health
care and insurance reform we must begin to put people back into the equation and
begin to think about what we are doing to them.

Thank you.

*Lilly Digest 1992 a summary of the 1991 operations of 1,294 independent community
pharmacies. Eli Lilly & Company, Lilly Corporate Center, Indianapolis, IN 46285,



The following states have passed health care provider consumer access laws:

Arkansas
N .
Conpecticut Nzx E:;:)}f shire
Ic:;lond? . North Dakota
eorgia Oklahoma
Iﬁ:\psxana Rhode Island
M:;mle i South Dakota
ylan Tennessee
Montana Texas
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R. E. LAYTON, JR. OWNER
(316)251-1150 /| 131 West 8th /| COFFEYVILLE, KANSAS 67337

Jan. 30, 1993

i Kansas Pharmacists Assn.
' 1308 W 10th
Topeka, Ks. 66604

Dear Mr. Williams:

I want to express my disappointment upon seeing peoplef
of our city lose their freedom of choice.

This I thought was the cornerstone of Pharmacy that
‘ our patients whould always have the right to have
: prescriptions filled vwhereever they cnoose. .

We nave one 1lnaustry and tne regeral employeees that
now must go to the national name chains for service.
I lost a post office employee that had been our
customer for ten years.

It seem this a basic right that people should not
lose.

ry -

R.E. Layton
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Cost Savings

Switching drugs to over-the-
counter status saves
healthcare dollars

Modifications in the Food and Drug Adminisiration’s
(FDA) regulatory system could expedite the switching of
prescription drugs 1o over-the-counter (OTC) status,
saving money and enhancing the self-medication
movement.

The “Rx-10-OTC switch” started long before the FDA
began its OTC Drug Review Program in 1972, which was
anticipated to increase the number of medications available
without a prescription. Although the switching of prescrip-
tion drugs 10 OTC status continues abroad, the trend has
slowed recently in the United States (see Table).

Self medication is one of the most common and least
costly components of the health care system. In 60% of the
cases, Americans treat their ailments without professional
help and often with OTC products, which represent less than
two cents of the health care dollar.

According 10 one study, if consumers saw a physician
rather than using an OTC product just 2% of the time, it
would result in 300 million additional office visits each year
— more than a 60% increase.

Moving from prescription to nonprescription status can
result in substantial cost savings; in the first two years after
hydrocortisone 0.5% was available without a prescription,
American consumers saved $600 million. Twelve switches
of cough/cold medicationsto OTC status saves the healthcare
system $750 million each year, according to Professor Peter
Temin of the Massachusetts Institute of Technology.

‘:’:"NQ.G.\\J- hy S

' MEDICATION TRENDS FOR OLDER ADULTS
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%’Iﬁumbc: of drugs moving from prescription 10 over- -

! the-countet status per year — selected eras 1951-1990.

Average number per year

- Pharmacist screening for
*-prescription problems saves
:$2.32 per prescription

- Communiry pharmacists who screened for and corrected
prescription problems saved an average of $2.32 in direct
medical care costs for each prescription dispensed and
$123 each time the pharmacist corrected a problem,
according to a Purdue University study.

Catching prescriber errors, pointing out drug interac-
tions, and answering patients’ questions are examples of
interventions performed.

Omission errors — such as inadequate specification of
dosage form or strength, or ordering dosage forms or strengths
not available — accounted for 45.6% of the problems
identified. Wrong doses or dosage regimens, and other
errors of commission accounted for 36.4% of the problems.
The third largest category of problems identified by pharma-
cists was drug interactions (7.6%). Addressing patents’
concerns about therapy represented the largest single cat-
egory in the remaining 10.2% of the problems.

The study concluded that “extra-distributive, cognitive
activities"” performed by community pharmacists have sub-
stantial economic value, and incentives should be created
40 encourage and reward pharmacists who consistently
perform such services.”

"Anon. Study finds pharmacisis lower total health costs.
American Druggist. April 1991: p. 14. .
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In Srief...

Where Little TPAs
Come From

Ever wonder just who third-
party health administrators are,
where they come from, and how
they've gotten to be experts on
such things as pharmacy reim-
bursement? According Yo Fred
Hunt, president of the Society of
Professional Benefits Managers,
very few people wake up one
momning and decide to become

. TPAs. "Rather,” he says, "it's a
business you tend to grow into.

. Most new TPAs were old insur-

| ance agents, brokers, or mem-

: bers of the group department of
- an insurance company. They

! become TPAs on the day when

- they approach a big client with a
- 50 percent premium increase

' and the client says, ‘No way!

.~ Either get me a better deal or I'm
. getting a new agent!' As he's

" recovering from the shock, the
agent starts thinking about all
+this self-funding stuff. So he
hangs out a TPA shingle, takes
on claims processing, organizes
: provider networks (like pharma-
cists), negotiates rates, and then
comes back to his client with a

" better deal.”

. Most surprisingly, the TPA
~ business has never been better.
"Our members say they are

~ Incredibly busy,"” says Hunt,
"with old business and especially
- with new business. In the nine

" years I've been with the society,

- we've grown 900 percent—and

- those are new TPAs bringing in

- new business.,”

Continued on page 3

-Open Pénel Contracts Do th @

Increase Pharmacy Costs

popular truism among insurers, HMOs, and other third-party

payors is that closed-panel provider contracts save money. Low
unit reimbursements can be negotiated if volume can be guaranteed.
By contracting exclusively with a finite group, volume can be guaran-
teed. But, say insurers, if contracts can be opened up, the volume
lever goes away and unit reimbursement goes back up.

Sounds logical, but is it true? The Wisconsin Pharmacists Associ-
ation decided to test the alleged truism empirically: it's ideally situated
to do so since Wisconsin has had an open panel Jaw for several years.
The study measured pharmacy costs in a six-state area, using Wiscon-
sin as the control state.

The study's major finding stands the truism on its head. In terms
of professional fees, the average for all plans, whether open or closed,
is virtually identical. In fact, it's slightly lower for open panel plans, at
$2.97; closed panels average a fee of $3.01. Significantly, the open

‘panel fees start out quite a bit higher than the closed panel fees, $3.19

for open vs, $2.71 for closed. This finding supports pharmacy's long-
held position that the best mechanism for controlling costs is an unre-
stricted, highly competitive marketplace. Where the market is allowed
to operate, costs come down. Where competition is eliminated—that is,
in closed panel plans—costs creep upward.

Seames o 00 ¢ mee ‘e . . . e . -

Consumer Resistance to Managed Care

A poll of leading health care journalists conducted by Scott-Levin Asso-
clates of Newtown, Pennsylvania suggests growing consumer disaffec-
tion against access constraints and managed care cost-cutting
approaches. The poll quotes Glenn Ruffenbach of The Wall Street Jour-
nal as saying, "As third-party mediation of doctor-patient relationships
becomes more common, people are going to realize how much of a Big
Brother is in there, and they are not going to be happy about it.”
Willlam Boyles, editor of Health Market Survey, says the term
"managed care” has taken on a negative connotation, while Russell
Jackson, editor of Managed Care Outlook, predicts a "coming outcry
from public dissatisfaction with the constraints of managed care.”
Both journalists, however, believe that managed care is inevitable.
Perhaps the most negative view of public perception was voiced by
Newsweek columnist Jane Bryant Quinn, who says consumer resis-
tance is growing to the cost-cutting approaches favored by HMOs and
PPOs. In addition, Quinn detects a growing fear among enrollees that
"the plans want them only when they are well, but that the plans may
fail to provide sufficient health care just when it's needed.”
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'I'he card that failed
| by doubling Rx use

k A South Carolina Rx program
g E for state employees and retir-
"|. ees has highlighted what could
" happen with plastic card programs.
-When compared with indemnity
coverage for drugs, plastic cards
-|.-tend to increase patients’ use of
. pharmaceuticals,
-+ Under the old indemnity system,
_ state employees and retirees paid
up front for their drugs and filed
- claims with Blue Cross and Blue
.Shield. The covered beneficiaries
averaged six prescriptions yearly,
"said Robert Burnside Jr., executive
director of the South Carolina
Pharmaceutical Association.
Enter card plan: In January
1989, however, the state institut-
-+ ed a plastic card program with a
. co-pay of $4 for generic drugs and
.1* $7 for brand-name medications.
| There was no drug formulary or
-+ drug utilization review. ,
|~ SCPhA warned that the card
2 plan would increase Rx use, but
_the state chose to brush aside the
-] .;caution, hoping the plan would be
.| »"revenue neutral”—that is, cost

no more than the old pro-
gram. “We told them that
was pie-in-the-sky, but they
didn’t believe us,” said Burn-
side.

By September, it became ob-
vious that SCPhA was right.
Prescription drug use was soar-
ing to an estimated 12 to 14
Rxs per covered person for
the year. This resulted
in a projected $10 mil-
lion shortfall in the pro-
gram, to rise to $15
million in 1990.

“Beneficiaries felt
that the plastic card
was like a credit
card—that for $7 they could get
anything they wanted,” said
Burnside. Also, the state had cut
back on other health-care benefits
for the employees, increased de-
ductibles, and granted only mini-
mal salary raises. “So I think that
in the back of a lot of employees’
minds was the idea, 'This is the
way I'm going to get some of my
money back.’”

So, beneficiaries,
() whointhe past might
A have bought an over-
the-counter medica-
W tion for such ail-
% ments as a cough,

" [co-pay] let me get
the real stuff, and
for $7 give me the
real, real stuff,”
Burnside explained.
The upshot was that by
September 1989 the state

plastic card program; it
was to revert to an indem-
nity plan onJan. 1 of this year.
Burnside pointed out that the
indemnity system benefits phar-

macists, who are reimbursed on-

the basis of usual-and-customary

charges. The plastic card program -

paid average wholesale price less
9.5% plus a $4 dispensing fee.
This is lower than the state's
$4.05 Medicaid fee.

Martha Glaser

';.Third party costs
“more than cash and
“carry, chains show

N ow a formal study proves what
‘ pharmacists have known all
along—it costs more to dispense a
third-party prescription than a pri-
-~ vately paid one. In fact, it's $1.25
- more, according to a survey com-
.. missioned by the National Associa-
- tion of Chain Drug Stores.

i The study, conducted by the
. Purdue University School of
.- Pharmacy in Indiana, will be used
" | by NACDS to lobby Congress for
-|' changes in third-party reimburse-
ment schedules, according to Ron-

ald Ziegler, president of NACDS.

Drugstore chains operating at
peak efficiency, said Ziegler, can
no longer make allowance for the
difference in prescription repay-
ments. “There have been great ac-
complishments in increasing effi-
ciency in the chain drug indus-
try,” he noted. “But the amount of
efficiency that can be wrung out is
quickly nearing its limit.”

At a New York press conference
reporting the study findings,
Ziegler said reimbursement losses
mainly hurt smaller chain drug-
stores. “Many small independent
drugstores, in fact, are going out of
business; they just can't operate,”
he told reporters. "[They're) getting
very close to the point ... where

[they) can no longer be viable.”

Ziegler also criticized pharma-
ceutical manufacturers, blaming
them for higher drug prices. Legis-
lators and third parties are unfair-
ly singling out the retail pharma-
cist in cost-containment moves,
harming business in the process, he

.said. “There is a phenomenal

amount of money tied up for a long
time in third-party receivables.”
The study polled 695 chain
drugstores nationwide. The de-
bate over the catastrophic health-
care legislation, now largely re-
pealed, had pushed the associa-
tion into underwriting the study,
said NACDS board chairman Ger-
ald Heller.
Daniel M. Bergin

4 decided that “for $4 .
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t6 close Aprll 20
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. In a surprise move, Mxtch Holder located on Main Streethmgman; 1 )

| . announced Saturday that after 12years ~ Ron Forrester, ALCO manager, sta

. his pharmacy as of Apnl 20. at this time concerning the pharmacy .
Holder said that the increase in the bemg re-opened after Holder closes _

number ‘of patients. .using insurance - ' April 20. Forrester emphasxzed that the

! cards wh:ch cover prescnpuons and al- ( closing of Holder's affected prescription s

i low the insurance companies to dictate | ~dnigs only, and most over-the-counter

. that pharmacies accept fees which are | medications will remain on sale at

: extremely low, and the rapid increase” ALCO.

,;:] in business in Kingman, he is closing* ed that no plans could be announced
|
i

' in drug costs that have made it diffi- ° Inan advertisement taken outm t.he i

. .
R

T

cult for patients to afford medications,  Journal, Holder expressed his ‘thanks
Jed him to his deo\s:on to c]ose hxs busi-  to all who had faithfully supported his -
nessi . b business for the past 12 yearal "We will

" For the past two years Holdera has  help each of you any. way we can to
operated his pharmacy out of ALCO  make the transition from our pharmacy

-Discount Store. Prior to that he was _ to another, as easy as possible, stated
. H . . . 'H(ildel'- ‘..:-' -l__-‘:,-‘::,':’.'”..':"._. N .

.
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V¥ St, ' John residénts won’t have the St. John
| -+ Pharmacy to kick around anymore. -:-
‘$2.%: Many St. John residents acted with
4it-disbelief on Monday when they learned that
ti-the .town’s only prescription drug outlet
L.i closed its doors. The business has no plans
7% of reopening. . :
.il:¢87° The decision to close the business should
+'& not have come as any great surprise to anyone.
{¥5if * Afterall, St. John residents said the same
}% things about the St. John Pharmacy that
'3 they have said at one time or another about
|73 most every St. John business. .
<4 “The prices are too high.” .
=ir: “The business is not - open when it's
*/ . convenient for me.” ) .
50:52 “It took too long to get what I need.”
2+, The litany of negativeism goes on and on.
£, What businesses in St. John haven’t those
=+ words been spoken about? .

r3. - With attitudes like that, even ‘Donald
+ 4, Trump would have trouble making money in
“ 'a place like St. John.

't— People in small towns want the conveniences
i| they can find in the big city, but they also
.| want the competitive prices offered by big city
]. merchants. Seldom can hometown shoppers
have it both ways. T
> .There's a price to be paid for living in a
:* small town. Small town residents often have to
- 2 pay for the convenience of being able to find

—r —

F RN
.
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|+ One less business to kick around

‘the pharmacy is that now St. John residents §

the things they need at home. . )
e'sad irony about the situation involving &
will be paying a high price for the inconve- §
nience of not having a place to have prescrip- §
tions filled..
Unless somedne is eventually found to come %
in and rescue the pharmacy, not a single dollar §
of prescription drug business will stay in St. §
John. Such a thought of that ever happening %
in a town like St. John defies logic. ‘

A large percentage of St. John's population
consists of senior citizens, Many prescriptions }
are written for people in this-age group. }
The city’s ‘senior citizens will be especially
inconvenienced by having to look elsewhere
for a prescription outlet. .'

The decision to close the pharmacy may §
have been based on more than economic E
factors. The public may never know because §
pharmacist Charles Carden has not decided f
to publically explain his reason for closing the
pharmacy. It really doesn’t matter now. j

There is little doubt that if there's ongf

business St. John could support, it wouldds
a pharmacy. £

If the decision to close the ph
was based solely on economic fadfs
John residents have nobody to bV
themselves. rda
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TESTIMONY
THE KANSAS PHARMACISTS ASSOCIATION

1308 SW 10TH STREET SB 84

TOPEKA, KANSAS 66604
PHONE {913) 232-0439
FAX (913) 232-3764 . .
House Public Health & Welfare Committee
ROBERT R. (BOB) WILLIAMS, M.S.. CAE.

EXECUTIVE DIRECTOR

My name is Bob Williams. I am the Executive Director of the Kansas
Pharmacists Association. Thank you for the opportunity to address the committee
regarding Senate Bill 84.

The Kansas Pharmacists Association supports SB 84. New Section 1 provides
the Board of Pharmacy alternatives to licensure revocation and suspension in
disciplinary matters by allowing them to fine in an amount not to exceed $500 for
each violation.

Paragraph (g) on page 5 of the bill provides an exemption to the law passed
last year which requires non-resident pharmacies to register with the Kansas Board of
Pharmacy. There are isolated instances when an individual is traveling through
Kansas or vacationing in Kansas and receives his/her medication from a pharmacy in
another state. The Kansas Pharmacists Association sees no need for these non-
resident pharmacies to register with the Kansas Board of Pharmacy in these isolated
instances.

Additionally, the Kansas Pharmacists Association offers an amendment to SB
84 which is attached to my testimony. This amendment is the same language as
contained in House Bill 2117.

Essentially what this amendment would do is prevent any health insurance
company, non-profit medical and surgical plan corporation, nonprofit hospital service
plan corporation, health maintenance organization or a preferred provider

organization from denying a Kansas registered pharmacy or licensed pharmacist the

T2



right to participate as a provider in a plan as long as that pharmacy is willing to
éccept the same level of reimbursement terms and conditions as offered to any other
pharmacy. This amendment would also prevent any third party from punishing a
patient from going to a non-participating provider by requiring different copayments
or deductibles.

Pharmacy has its roots in the retail sector. It has become common practice for
retail operations to accept their competitor's coupons and promise to sell their
merchandise for the same price as their competitor. Pharmacies functioned much the
same way before insurance companies began creating monopolies under the umbrella
term "managed care",

Unfortunately, these monopolies have created barriers to pharmaceutical care.
I have a stack of letters from pharmacists citing numerous examples of how a
patient’s care has been compromised because community pharmacies have been
locked out of networks. As a result of their involvement in closed networks during
the 1980’s, the American Association of Preferred Provider Organizations now
recommends that their plan members be given the freedom to choose a pharmacy
that is readily accessible in order to foster medication compliance. This amendment
is not anti managed care, as some would have you believe, but very much supportive
of the managed care concept.

HB 2117 was passed favorably by the House Committee on Financial
Institutions & Insurance on 10-4 vote. As a result of some procedural problems, and
following discussion with House leadership, the decision was made not to run the
bill as it came out of committee due to format concerns. We encourage the House
Committee on Public Health & Welfare’s adoption of SB 84 and our amendment.

Thank you.



Amendment to SB 84

Section 1. No policy of group health insurance providing benefits for hospital
and medical expenses delivered in this state that is offered by an accident and health
insurance company, by a nonprofit medical and surgical plan corporation, by a
nonprofit hospital service plan corporation, by a health maintenance organization, by

a preferred provider organization, by an individual practice association or by a
_similar mechanism may: :

(1) Deny an registered pharmacy or licensed pharmacist as defined in K.S.A.
65-1626 and amendments thereto the right to participate as a provider for any policy
or plan on the same terms and conditions as are offered to any other provider of
pharmacy services under the policy or plan; :

(2) prevent any person who is a party to or beneficiary of any health insurance
policy from selecting a registered pharmacy to furnish the pharmaceutical services
offered under any policy or plan, if the pharmacy is a provider under the same terms
and conditions of the policy or plan as those offered to any other provider of
pharmacy services; or

(3) permit or mandate any difference in coverage for or impose any different
conditions, including copayment fees, whether the prescription benefits are provided
~ through direct contact with a pharmacy or by use of an out-of-state mail order

“service so long as the provider selected is a participant in the plan involved.

Sec. 2. All health benefit programs, as defined in section 1, shall provide an
annual period of enrollment of at least 30 days during which period any pharmacy
registered under article 16 of chapter 65 of Kansas Statutes Annotated may elect to
participate in the plan under the terms and conditions then offered unless the
pharmacy has lost its status as a provider due to its failure to comply with the terms
and conditions of its provider agreement. Health benefit programs are not required
- to provide actual notice of the period of open enrollment to the pharmacy.

: Sec. 3. Any provision in an accident and health insurance policy offered in this
state which violates the provisions in section 1 is void.

Sec. 4. The department of insurance shall enforce the provisions of this act.

Section 5. This act shall take effect and be in force from and after its

' publication in the statute book.




March 31, 1993

Good morning. My name is Marily Rhudy. I am here today to testify
in favor of SB 84, described as a "Freedom of Choice" pharmacy
bill. I am a practicing community pharmacist here in Topeka where
I own two independent pharmacies in medical clinic settings. My
home is in Lawrence, Ks; I am a constituent of Senator Sandy
Praeger and Representative Barbara Ballard who are both good

friends and respected colleagues. My qualifications to speak today

include Dbeing a Past President of the KXansas Pharmacist's

Association as well as being the Immediate Past President of the

American Pharmaceutical Association headquartered in Washington DC,

representing 190,000 pharmacists in this country.

Understénd too, that as well as being a pharmacist-provider of
prescription drugs, I am also a consumer of health care as the
mother of seven young children, and a payor of health care as the
employer of 25 individuals in my practice. I hope then, that I can
bring to bear on this discussion a common sense approach to this

issue as a provider, a consumer and a payor of health care

benefits.

I was raised in a small town in western Kansas where there once

were three fine old-fashioned "drug stores". One drug store
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remains in Hill City, but I fear, not for long. When I opened my
first pharmacy in Topeka in 18 years ago, there were 16 small
independent "mom and pop" pharmacies and a couple of large chain
drug stores. Today, of those 16 locally owned operations, only 4
remain. While one may argue that the demise of those businesses
may be due to any number of factors be assured that the "managed
care" element has had the most substantial influence. ©Not for one
moment do I expect this Committee or any government agency +to
assure me continued success. It is not the responsibility of
federal or state gévernment , any insurance company, any employer
or any union group to provide me with a competitive advantage to
stay in business, simply because it isn't "fair" to do otherwise.
We are not here today, asking for an unfair advantage; we are here
today, asking you to level the playing field in terms of access to

prescription services.

Although prescription drugs are expensive, health care experts
agree that the community pharmacy operates in a highly competitive
environment. Note the discounts, coupons, come-on's that each of
you see in newspapers and television ads. The prescription drug
business is very price sensitive, well advertized and incredibly

competitive. All consumers benefit from that competition; the
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State of Kansas benefits from that competition both in the Medicaid
Prescription Drug Program and the prescription benefit for the
state's employee. Pharmacists are proud of the high quality, cost
effective provision of pharmaceuticals in this country; the us
drug distribution system in this country is second to none. I have
met my counter-parts, presidents of the Mexican Pharmacists
Association, the Canadian Pharmacists Association and over 60 other

countries; they are all envious of our distribution process.

SB 84 will not provide Kansas pharmacists Qith any price advantage;
many of us will chose not to participate in some of the employer
sponsored plans currently available because we simply cannot afford
to accept the low fees offered. However, it is important that
those pharmacies who chose to play by the same rules as the

corporate owners of pharmacies do, ought to be able to do so.

Opponents to this bill will tell you that it will cost them more
money to administer the programs; not so. Over ninety percent of
US pharmacies are already on line to prescription claims processors
who electronically, live time, point of sale, adjudicate claims;
no additional administrative burden exists in my opinion. Many of
you here have a "drug card" that is as simple and accurate as any

credit card in your wallet.

T d
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Opponents may tell you that we ought to wait for national health
care reform. While my input in the current reform debate was been
modest, I think all reasonable people know that the biggest crisis
of the 20th century, will not be soived in 100 days. Our APHA
staff in Washington 1is convinced that reform will occur at the
state level and national solutions, long time in coming, will be
very broad, vanilla and global. We cannot afford to wait out Ms.
Clinton's Health Care Reform Task Force recommendations;

congressional approval and local implementation.

Let's go back to rural Kansas, say in Hill City or Joe Hamm's in
Kensington, Ks or Roger Miller's in Bonner Springs or Walt Ritzman
in Larned. Rural Kansans want to live in those small towns with
a few essentials: a grocery store, a school, a couple of churches,
maybe even a small hospital or nursing home, and of course, a drug
store. But those drug stores cannot afford to stay open for the
dwindling number of customers who still pay cash; we cannot
continue to shift the cost of "managed cost" to the few remaining
uninsured in this state. Those drug stores must not be prevented
from serving their patients because of the heavy-handed influence

of a corporate sponsor and provider that run them out of business.

5~



5
Who will fill the late night antibiotic for a child with an earache
or a pain medication for an acutely injured patient if those stores
have had to close their doors. Pharmacists cannot afford to sit
ijdle while a mail order operation in Los Vegas or Houston fills
prescriptions for their clients. My parents would hate to see the
old McCauley/Wise Rexall Drug finally fold because Graham county
residents are drivihg to one of the large chains in Hays for the
prescriptions. Remember that if SB84 is successful those small
stores will not be paid a penny more than their competition; they
aren't asking you for a hand out or a leg up; just remove the
hurdles, the artifical barriers and the flawed economics of sending
business to an out of state provider or corporate owner.
Back to Topeka; urban by some standards? I recently lost a
contract to do business at one of my stores; after 10 years of
provided marginally profitable services to many good friends and
old customers, I can do so no longer. I have been written out of
$600,000 worth of business in 93 that I did in 92. I didn't lose
that business on price; my bid was competitive; I lost it to a
large chain. That may just be business; but it gets personal; many
of those patients desire to do business with me; they are my
patients; I know their health, their families and I care about
them. If I am willing to provide the service at no additional

cost, why can't I do so?
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We have stopped saving the many stories of elderly and infirm
patients who are forced to mail off their prescriptions and did not
get them on time; or who forget why they were taking their meds;
or who called for help in understanding the prescriptions side
effects; they are legion. We still provide services, but at no
charge; those are my friends'and patients but they cannot have

their prescriptions filled at my stores.

All opponents to SB 84 and most proponents will argue this issue
based upon cost; that's reasonable. But optimal care is also an
issue, Don't overlook +the many important (and life saving):
relationships that exist between a pharmacist and her patients.
I won't go into detail about the APhA vision or mission for
pharmacy; some would find it academic. The pharmacy community
believes +that pharmacy 1s +the profession responsible for the
provision of drugs to provide optimal therapeutic outcomes. To

state it more simply,
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I draw upon a lesson from my youngest child Mason. His class was
asked to bring their parents to school to introduce them; kind of
like the Wausau commercial that you have all seen. One other child
in that class has a father who 1is also a pharmacist; Paul
introduced his dad as "a pharmacist, he sells medicine." Mason
introduced me as his mother "a pharmacist, she helps sick people
get Dbetter." The national professional society of pharmacists
believes that Mason is right on target. The personal relationship
that a patient has with his pharmacist is critical +to his

compliance and overall wellness.

Thank you for your attention. We need your help. I am eager to

answer your gquestions.
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LANDON STATE OFFICE BUILDING
900 JACKSON AVENUE, ROOM 513
TOPEKA, KANSAS 66612-1231
PHONE (913) 296-4056

STATE OF KANSAS SB 84 TESTIMONY
SENATE PUBLIC HEALTH & WELFARE COMMITTEE
MARCH 31, 1993

JOAN FINNEY
GOVERNOR MADAM CHAIRMAN, MEMBERS OF THE COMMITTEE, MY NAME IS TOM HITCHCOCK

AND I SERVE AS THE EXECUTIVE SECRETARY FOR THE BOARD OF PHARMACY. I APPEAR
BEFORE YOU TODAY ON BEHALF OF THE BOARD IN SUPPORT OF SB 84 AS AMENDED WITH
THE EXCEPTION OF NEW SECTION 4 AND 5.

.

THE BILL CONSISTS OF THREE (3) CHANGES IN THE PHARMACY ACT. THE

FIRST CHANGE APPEARS ON PAGE 1, LINES 13 THROUGH 27, IN THE FORM OF A NEW
SECTION. THIS SECTION WILL ALLOW THE BOARD TO SANCTION CIVIL FINES AGAINST
A PHARMACIST, PHARMACY OR DISTRIBUTOR IN AN AMOUNT NOT TO EXCEED $500 FOR

FACH VIOLATION. 1IN COMPARISON, THE KANSAS BOARD OF NURSING AND HEALING ARTS

BOTH HAVE THE ABILITY TO IMPOSE CIVIL FINES AS DO 33 BOARDS OF PHARMACY IN
OTHER STATES.

THE SECOND CHANGE IS ON PAGE 2, LINE 22, WHICH STRIKES THE
REQUIREMENT THAT SOME RECORD KEEPING BE RECORDED ON THE FACE OF A TRANSFERRED
PRESCRIPTION. IF THE TRANSFER WERE A CONTROLLED SUBSTANCE (Cs)
PRESCRIPTION, SUCH RECORD KEEPING WOULD NOT BE IN COMPLIANCE WITH FEDERAL DEA
REGULATION 21 C.F.R. 1306.26(a)(1).

THE THIRD CHANGE IS ON PAGE 5, LINES 23 THROUGH 29. THIS
ADDITIONAL SUBSECTION WILL ALLOW THE BOARD TO PROMULGATE REGULATIONS TO
EXEMPT FROM REGISTRATION A NONRESIDENT PHARMACY WHICH SUPPLIES SOMEONE IN

THIS STATE A PRESCRIPTION ONLY IN ISOLATED TRANSACTIONS.

THE BOARD OF PHARMACY RESPECTFULLY REQUESTS THE FAVORABLE PASSAGE

OUT OF COMMITTEE SENATE BILL 84 AS AMENDED. ;/kd?z? //7A§/f<cé)

THANK YOU. (T Lo s 4/
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Robert C. Harder, Chaaman

Ron Todd
KANSAS STATE EMPLOYEES EC“: Seftsam
ave Charay,
HEALTH CARE COMM|SS|ON Benefits Administrator
MEMORDBMNDUM
TO: Members of the Public Health and Welfare Committee
D‘C‘
FROM: Dave Charay

Health Benefits Administrator
DATE: March 31, 1993

SUBJECT: Testimony on SB 84

Madam Chairman, members of the Committee, thank you for the
opportunity to present testimony. My name is Dave Charay. I am
the Health Benefits Administrator for the Kansas State Employees
Health Care Program. I am appearing today in opposition to SB 84,
as amended.

As amended, SB 84 could eliminate the option of pharmacy networks
through which in-state as well as out-of-state insurers can control

the cost and quality of services provided to State of Kansas active
and former employees who contract with the State of Kansas.

Prescription costs are the most rapidly rising component of health
care costs and for the State of Kansas Employee Health Plan. For
example, in calendar year 1993, prescription drug costs increased

r;%7 33% as compared to a general increase of 20% for the entire health
plan. In 1992, the prescription drug program dispensed 564,885
prescriptions that resulted in billed charges of $19,960,048 and
payments to local pharmacies of approximately $16,859,821. In
comparison, the mail order prescription drug portion of the program
dispensed 10,218 prescription drugs which resulted in payments of
$778,126. It is important to note that acquisition cost of
prescription drugs was reduced Dby approximately fifteen percent
during calendar year 1992 due to network participation and volume
purchase arrangements. By eliminating the volume discounts that
pharmacy networks can and do provide, this cost will increase much
faster than we have experienced in the past.

This amended bill defeats the idea of managed care. Limited
networks allow our insurance providers to trade volume for
discounts 1in cost. However, significant volume is required to

allow providers to offer attractive discounts and still maintain
high quality standards. Discounts for future years are based upon

07T et TTD
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Members of the Public Health & Welfare Committee
Testimony on SB 84

March 31, 1993

Page 2

both volume and cost projections of providers and suppliers. SB
84, as amended, states that all pharmacies would have the
opportunity to accept the same terms and conditions offered to any
other provider -- superficially appearing revenue neutral.
However, while the bill may have little impact in the initial year
of operation, the volume experienced by the network providers could
drop to a point where future cost discounts would not be feasible.
The ability to negotiate future contracts containing attractive
discounts would be severely compromised by passage of this bill.

The cost of the State of Kansas Employee Health Plan is borne by
each agency and funded by the general fund of the State. At
present, the State of Kansas pays the majority of the premium cost
of the benefits program. With the networks which are in place at
present, the Health Care Commission is projecting a twenty percent
increase for future plan years. Elimination of cost effective
network options would increase these cost and obligations. The
net effect would be that the long range fiscal effect of SB 84, as
amended, would be the acceleration of prescription drug cost for
the Kansas State Employee's health plan.

Passage of this bill could result in the State being forced to
eliminate the drug care progran. Drugs would then by covered under
major medical which could result in employees paying more of the
cost since they would lose the volume discount managed care
prescription drug networks provide; therefore, we urge the
Committee to oppose SB 84 as amended.

DC:bcl

cc: R. Harder
R. Todd
S. Seltsam
J. Rickerson
R. Roberts
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MEMORANDUM

TO: Senator Sandy Praeger, Chairman
Senate Public Health and Welfare Committee

FROM: William W. Sneed
Legislative Counsel
Health Insurance Association of America

DATE: March 31, 1993

RE: Senate Bill 84

Madam Chairman, Members of the Committee: My name is Bill Sneed and
I am Legislative Counsel for the Health Insurance Association of America ("HIAA"). The
HIAA is a health insurance trade association consisting of over 300 insurance companies
that write over 80% of the health insurance in the United States today. S.B. 84 deals with
several technical changes to the Kansas Pharmacy Act. The House Public Health and
Welfare Committee amended H.B. 2117 into S.B. 84, and it is those amendments which
concern my client. Please accept this memorandum as our testimony in regard to S.B. 84.

As we have analyzed this bill, if such amendments were enacted insurance
companies would be mandated to allow any pharmacy and/or pharmacist the right to
participate as a provider, notwithstanding the fact that the contract had encompassed an
arrangement whereby a particular vendor at a discounted rate would provide a network
for the supply of pharmaceuticals to the insureds. In a time where cost containment on
health care services is so vital, we believe such amendments are inappropriate and would

respectfully request your unfavorable action on these amendments.
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First, inasmuch as this bill would require a new mandated service, my client
would contend that K.S.A. 40-2248 and K.S.A. 40-2249 require a fiscal impact report on
these amendments. (Copy of statute attached.) As you can see, these laws require a fiscal
impact report so that the Legislature may fully evaluate any social benefit versus social cost
for such mandates. Thus, we believe that this law requires such a report to be prepared,
and would respectfully request that such a fiscal impact report be provided.

Next, we would remind the Committee that this bill would only affect
somewhere between thirty to forty percent of the programs found within the State of
Kansas. Inasmuch as Kansas cannot dictate terms to qualified plans exempted undef federal
law, this law will only affect those insurers doing business in the state, and will not affect
self-insuring programs or HMO’s who own and operate their own pharmacies. Thus, those
Kansas citizens who are not utilizing a self-insurance plan would not be affected by this
bill, and based upon our cost analysis, this would force those Kansas citizens utilizing an
insured plan to pay higher pharmaceutical costs.

In regard to costs, it is our opinion that this bill will have an adverse effect
on costs and will disallow the current public benefit generated from existing cost-saving
arrangements. Attached is a report prepared by The Wyatt Company under date of June
26, 1992 which analyzed various state mandates that would regulate the provisions of
prescription drug benefits. It is the conclusion of this report that such restrictions deflate
the purchasing power of the insured, thereby reducing the economic value ultimately seen

in cost savings to the insured. As you will see in the report, it is the opinion of The Wyatt




Company based upon their analysis that such intrusions into this area will ultimately create
a disservice to the buying public and will diminish the cost saving benefits generated by
these arrangements.

Based upon the foregoing, I respectfully request that the Committee act
disfavorably on these amendments. [ appreciate the opportunity to appear before the
Committee, and if you have any questions please feel free to contact me.

Respectfully submitted,

D0 LBl

William W. Sneed
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40-2245

INSURANCE

(h) The amounts specified in this section
apply only to those employers who qualify for
tax credits under K.S.A. 1992 Supp. 40-2246.

History: L. 1990, ch. 157, § 6; July 1.

40.2245. Same; part II coverage bene-
fits; employer contributions. (a) Part II cov-
erage shall consist of optional benefits. All such
optional benefits shall contain incentives to en-
courage the employee to utilize intelligently
services in a cost effective way and disincen-
tives to discourage noncost effective use of
services.

At least one part II option shall reduce
the deductible of the part I coverage.

(¢) Employers may contribute toward the
cost of part Il coverage, and may include the
cost of part II contributions when calculating
tax credits available under this act.

(d) The small employer health benefit plan
may establish that certain options shall not be
available to an employee who is not covered
by a certain other option or options.

History: L. 1990, ch. 157, § 7; July 1.

40.2246. Same; employer income tax
credit, computation of amount, reduction of
deductions, election to claim, carry forward;
no inclusion of employer expenses in employee
income; application date. (a) A credit against
the taxes otherwise due under the Kansas in-
come tax act shall be allowed to an employer
for amounts paid during the taxable year for
purposes of this act on behalf of an eligible
employee as defined in K.S.A. 1992 Supp. 40-
9939 and amendments thereto to provide
health insurance or care.

(b) The amount of the credit allowed by
subsection (a) shall be $25 per month per el-
igible covered employee or 50% of the total
amount paid by the employer during the tax-
able year, whichever is less, for the first two
years of participation. In the third year, the
credit shall be equal to 75% of the lesser of
$25 per month per employee or 50% of the
total amount paid by the employer during the
taxable year. In the fourth year, the credit shall
be equal to 50% of the lesser of $25 per month
per employee or 50% of the total amount paid
by the employer during the taxable year. In
the fifth year, the credit shall be equal to 25%
of the lesser of $25 per month per employee
or 50% of the total amount paid by the em-
ployer during the taxable year. For the sixth

and subsequent years, no credit shall be

allowed.

penses described in this section shall be

(©) If the credit alowed by this section is
claimed, the amount of any deduction allow-
able under the Kansas income tax act for ex-

dollar amount of the credit.
The election to claim the credit shall be made
at the time of filing the tax return in accor-
dance with law. If the credit allowed by this
section exceeds the taxes imposed under the
Kansas income tax act for the taxable year, that
portion of the credit which exceeds those taxes °
may be carried over to the tax '
tax vears until the credit is used. The credit
shall be applied first to the earliest income
years possible. ;
(d) Any amount of expenses paid by an em-
ployer under this act shall not be included as
income to the employee for purposes of the
Kansas income tax act. If such expenses have
been included in federal taxable income of the ~
employee, the amount included shall be sub- ¢
tracted in arriving at state taxable income un-
der the Kansas income tax act. ‘
(¢) This section shall apply to all taxable
years commencing after December 31, 1991, ¥
History: L. 1990, ch. 157, § 8; July 1. g

40.2247. Same; exemption from insur:
ance premium tax. No premium tax shall be
due or payable on a health benefit plan estab:’
lished under this act. 8

History: L. 1990, ch. 157, § 9 July 1. =

40-2248. Mandated health benefits; im-
pact report to be submitted prior to legislative
consideration. Prior to the legislature’s consid-
eration of any bill that mandates health insur-
ance coverage for specific health services,
specific diseases, or for certain providers of
health care services as part of individual, group
or blanket health insurance policies, the person
or organization which seeks sponsorship of such,
proposal shall submit to the legislative com-
mittees to which the proposal is assigned an
impact report that assesses both the social and
financial effects of the proposed mandated cov-
erage. For purposes of this act, mandate
health insurance coverage shall include man-
dated optional benefits. It shall be the duty of
the commissioner of insurance to cooperaté
with, assist and provide information to any per
son or organization required to submit an im*
pact report under the provisions of this act._

History: L. 1990, ch. 162, § 1; July 1. ;

40-2249. Same; contents. The report 1€
quired under K.S.A. 1992 Supp. 40-2248 for

reduced by the
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UNIFORM PoLICY PROVISIONS

40-2231

assessing the impact of a proposed mandate of
health coverage shall include at the minimum
and to the extent that information is available,
the following:

(a) The social impact, including:

(1) The extent to which the treatment or
service is generally utilized by a significant por-
tion of the population;

(2) the extent to which such insurance cov-
erage is already generally available;

(3) if coverage is not generally available,
the extent to which the lack of coverage results
in persons being unable to obtain necessary
health care treatment;

(4) if the coverage is not generally availa-
ble, the extent to which the lack of coverage
results in unreasonable financial hardship on
those persons needing treatment;

(5) the level of public demand for the treat-
ment or service;

(6) the level of public demand for individ-
ual or group insurance coverage of the treat-
ment or service;

(7) the level of interest of collective bar-
Zining organizations in negotiating privately
for inclusion of this coverage in group con-
fracts; and

(8) the impact of indirect costs which are
cwosts other than premiums and administrative
cwsts, on the question of the costs and benefits
of coverage.

(b) The financial impact, including:

(1) The extent to which insurance coverage
i the kind proposed would increase or de-
rease the cost of the treatment or service;

(2) the extent to which the proposed cov-
‘rage might increase the use of the treatment
T service;

3) the extent to which the mandated treat-
Jent or service might serve as an alternative
f more expensive treatment or service;

@ the extent to which insurance coverage
*the health care service or provider can be
*Wsonably expected to increase or decrease the
Jsurance premium and administrative ex-
-nses of policyholders; and

9) the impact of this coverage on the total
¢ of health care.

History: 1, 1990, ch. 162, § 2; July 1.

.’.40'2250. Insurance coverage to include
“mbursement for services performed by ad-
- registered nurse practitioners in cer-
;, Counties. Notwithstanding any provision
. individyal or group policy or contract for
and accident insurance delivered within

the state, whenever such policy or contract
shall provide for reimbursement for any serv-
ices within the lawful scope of practice of an
advanced registered nurse practitioner within
the state of Kansas, the insured, or any other
person covered by the policy or contract, shall
be allowed and entitled to reimbursement for
such service irrespective of whether it was pro-
vided or performed by a duly licensed physi-
cian or an advanced registered nurse
practitioner. Notwithstanding the foregoing
provisions, reimbursement shall not be man.
dated with respect to services performed by
an advanced registered nurse practitioner in
Douglas, Johnson, Leavenworth, Sedgwick,
Shawnee or Wyandotte county unless at the
time such services are performed such county
is designated pursuant to K.S.A. 76-375, and
amendments thereto, as critically medically un-
derserved or medically underserved in primary
care as defined by K.S.A. 76-374, and amend-
ments thereto.

History: L. 1990, ch. 162, § 3; July 1.

40-2251. Statistical plan for recording
and reporting premiums and loss and expense
experience by accident and health insurers;
compilation and dissemination. The commis.
sioner of insurance shall develop or approve
statistical plans which shall be used by each
insurer in the recording and reporting of its
premium, accident and sickness insurance loss
and expense experience, in order that the ex-
perience of all insurers may be made available
at least annually in such form and detail as
may be necessary to aid the commissioner and
other interested parties in determining
whether rates and rating systems utilized by
insurance companies, mutual nonprofit hospital
and medical service corporations, health main-
tenance” organizations and other entities des-
ignated by the commissioner produce
premiums and subscriber charges for accident
and sickness insurance coverage on Kansas res-
idents, employers and employees that are rea-
sonable in relation to the benefits provided and
to identify any accident and sickness insurance
benefits or provisions that may be unduly in-
fluencing the cost. Such plans may also provide
for the recording and reporting of expense ex-
perience items which are specifically applicable
to the state. In promulgating such plans, the
commissioner shall give due consideration to
the rating systems, classification criteria and
insurance and subscriber plans on file with the
commissioner and, in order that such plans
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A COST ANALYSIS OF TEREE STATE
MANDATES TO REGULATE THE PROVISION OF
PRESCRIPTION DRUG BENEFITS

Executive Summary

Background

Insurance plans that‘traditionally paid for prcscnptxon drugs on the basis of
unregulated charges are now using their market power 10 hclp consumers purchase
pharmaccutical products in a more prudent manner. Although specific arrangements differ,
they generally include financial incemivcs. for beneficiaries to use 2 limited network of
community and mail service pharmacies that have agreed to provide prescriptions and
related administrative services at a discount. These arréngcmcms help control the cost of
medical care and medical insurance for the consumer, while fostering information systerns

that can be used 10 coordinate and enhance the quality of medical care.

Prescription drugs now account for about 10 percent of covered medical charges for
active employees and their dependents. For retirees with primary coverage from Medicare,
prescription drugs account for 30 to SO percent of the medical charges not paid by
Medicare. Awareness of these prescription drug costs is heightened by a new accounting
standard about to be implemented for ernploycr-sponsored retiree medical plans. For plan
years that begin after December 1992, these plans must report their retiree medical
liabilities on an accrual basis rather than the pay-as-you 80 basis that has been common.
When employers calculate their retiree medical liabilities, many will find that they face

liabilities of $10,000 or more per retiree in prescription drug costs alone.
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In 1991 the Health Insurance Association of America (HLAA) commissioned ~
Wyatt Company 10 examine the costs associated with six state legislative mandates intended
to regulate managed health care practices. This study, an extension 10 that report,
examines the cost impact of three state mandates that would regulate managed care
practices in the provision of prescription drug benefits. The study analyzes the lost savings
that would result if health insurance plans were required to co.nply with the following

mandates:

1. Any willing pharmacy provider. These laws would require establishment of a
specific, objective set of criteria for selection of participating pharmacies and
would allow any pharmacy that met these criteria to participate in the

preferred provider organization (PPO)

2. Benefit differentials. ‘These Jaws would restrict the magnitude of payment
differences for prescriptions filled in network and nonnetwork pharmacies.
Such payment incentives are the principal means that plan sponsors use 10

encourage the use of network pharmacies.

3. Same state license. These 1aws would limit participating pharmacies to those
with an in-state license. Mail service pharmacics, as currently structured,
would not meet this requirement because they serve national populations

from a limited number of sites.

Study Overview
The initial objective of this study is to estimate the percentage savings that tightly

managed pharmacy PPOs and mail service organizations can provide relative to the



unmanaged retail environment. Following this analysis of PPO and mail service savings, we
examine the extent 10 which each of the state mandates would erode the savings that are

currently available.

To calculate managed care savings, it is first necessary to estimate the baseline cost
of prescription drugs in an unmanaged retail environment. This is complicated because
iraditional indemnity plans do not compile complete information about drug utilization and
expcnditures.' These plans typically pay prescription drug benefits along with other medical
benefits after a deductible is satisfied — a deductible that currently averages $200 for a
single person. A large portion of prescription drug charges fall below this $200 threshold,
and beneﬁciarics often neglect 10 submit other claims for payment. The deductible and
coinsurance ‘provisions of a traditional indemnity plan can also SUppress prescription drug

utilization.

We developed a baseline retail cost model to serve as a standard of comparison for
PPO and mail service savings. The mode] required assumptions concerning the annual
number of prescriptions pef person, the mix of drugs dispensed in the acule and
maintenance categories, and the percentage of prescriptions filled in generic and trade
forms. Similar cost models were developed for PPO and mail service arrangements. The
discounts assumed for PPO and mail service models are available from multiple vendors

with a national reputation and market presence — We consider these discounts typical.
The PPO cost model indicates:

o Savings of 18.6 percent from the retail baseline considering the PPO discount

alone.



o Savings of 21.2 percent from retail when this managed care plan is able to
increase the generic dispensing rate from the retail baseline of 19.3 percent

to a PPO standard of 26.4 percent.

Mail service is not generally appropriate for acute medications that must be filled
immediately, but about two-thirds of all prescription fills are for maintenance medications.
These medications are prescribed for chronic conditions and they must be provided on a

regular basis.

The mail service cost model indicates:
0 Savings of 11.1 percent when half of the maintenance medications are
furnished through mail service and all other prescriptions are filled in the

community pharmacy retail setting.

o Savings of 24.8 percent when half of the maintenance medications are
furnished through mail service and all other prescriptions are filled in the

PPO netrwork described above.

These savings are contrasted with the apparent reduction in costs that occurs by
moving back to a traditional indemnity plan that requires a deductible and submission of
paper claims. In this modified retail scenario, claims submissions are 35 percent below the
retail baseline, because some prescriptions are not filled and others are not submitted for
payment. This apparent “savings" to the insurance plan occurs because some beneficiaries
are less likely to fill their prescriptions, and because they forget to submit some claims for
payment. If mandates make it difficult for employers to implement effective managed care
programs for prescription drug benefits, many employers will seek plan savings through

traditional indemnity cost sharing.



Mandate 1: Any Willing Pharmacy vazder

Wyatt constructed a pharmacy revenue requirement modcl and analyzed pharmacy
behavior for a pharmacy network with 30 percent of a market’s prescriptions. The model
assumed that 40 percent of community pharmacies currently participate in the network, and
that they offer a discount from retail of 18.6 percent. Scenario 1 of this model produces an
overall savings to the plan and plan members of 16.7 percent. (Savings are reduced from the
18.6 percent level because 5 percent of claims are out of network, and one percent of premium
costs are consumed by network administration.) This savings would be reduced or eliminated

if nerworks were mandated to accept any willing pharmacy provider.

Given the above assumptions, expansion of the network to include all pharmacies
would completely eliminate the economic advantage of the network to both pharmacies and
consumers. As network participation approaches 100 percent, pharmacies can offer smaller
and smaller discounts because the potential gains in market share are so small. At 100
percent pharmacy participation the health plan must still pay the fixed costs of network
administration, but nerwork pharmacies no longer have an incentive to give even a small

discount.

Mandate 2: Benefu Differentials

We borrowed the benefit differential model from our previous study of state
mandates to estimate the impact of moving from a 30 percent benefit differential to 20 and
15 percent differentials. The estimates from this model are illustrative, because controlled
research on the response of beneficiaries presented with these differentials has not been
pcrformcd. The model suggests that moving from a 30 percent differential to a 20 percent
differential would reduce utilization of network pharmacies from 95 percent of the total to
88.9 percent. A benefit differential of only 15 percent would reduce network utilization to -

85.6 percent of total prescriptions.



The direct cost impact of moving from a 30 percent to a 15 percent differendial s f
increase average plan and beneficiary payments from 82.3 percent of retail to 84.1 percent of
retail. Although this estimated cost impact is less than 2 percent of total claims cost, this
mandate would also precipitate other costs. First, differences in cost sharing arrangements for
in-network and out-of-network prescriprions create costly administrarive complexiries in the
calculation of benefit differentials. Second, beneficiary utilizarion of out-of-network pharmacies

can severely undercut the health plan’s negotaring position with pharmacies.

Mandate 3: Same State License

Same state license laws represent a threat to the viability of mail service pharmacies
. a threat that would vary with the extent of the regulation imposed. Requiring that
beneficiaries receive mail service only from in-state pharmacies would represent 2
substantial increase in the operating costs of even the largest mail service providers,
because it would require opening additional pharmacies. At the other end of the spectrum,
compliance with certain state-mandated facility standards might impose relatively small costs
on mail service providers. Rather than attempt to calculate these costs that would vary
according to the individual mandate, the individual state, and the particular mail service
provider, we modeled a range of savings that mail service can currently produce for a

retired population.

This model assumed a retiree population requiring an average of 15 prescriptions
per year in the retail setting, 70 percent of which are for maintenance medications. The
prescription drug expense for these retirees is reduced by 21.2 percent when 90 percent of the
maintenance drug volume is fumnished under the mail service option. In this scenario, mail
service alone produces savings of more than $100 per retiree each year. These savings could
be elim:nated by a same state license mandate that imposed substantial costs on mail service

plans.



Although substantial savings might also be obtained througﬁ negotiations W
community pharmacy networks, a plan's ability to negotiate discounts depends on
competitiveness of the prescription drug market. The existence of mail service
organizations does much to enhance this competition. Moreover, mail service fills some
special needs that are poorly served through networks. Retired and disabled persons in
rural areas, retirees who move out of state when they retire, and retirees who move south
each winter are all problematic for health plans. It is difficult to obtain network discounts
for these people because they represent only a small portion of the market in the areas
which they reside. Moreover, those with disabilities can benefit greatly from the

convenience of mail delivery.

Overall Conclusions

Managed care arrangements for prescription drugs, as for other medical benefits,
give health care consumers the opportunity to obtain better value for the money they spend
in the health care market place. PPO and mail service programs generally furnish
beneficiaries more prescription drugs for less cost - and they do soO with an emphasis on
quality. The information systems developed through these programs are opening new
opportunities for monitoring, managing and improving the quality of care that beneficiaries

receive.

Prescription drugs can no Jonger be viewed as an inconseq_ucntial part of the medical
plan -- they represent major expenditures, particularly for retirees. In maﬁy ways the
question is not whether the health plan should be able to pursue managed care
opportunities, but whether employers will be able to continue funding medical benefits that
are not managed. The new financial accounting standard for retiree medical plans is
especially pertinent here, because employers must find a way to address this large cost that

will be such a major factor in their profitability.



A COST ANALYSIS OF THREE STATE
MANDATES TO REGULATE THE PROVISION OF
PRESCRIPTION DRUG BENEFITS

Full Bégort

Background .

In 1991 the Health Insurance Association of America (HIAA) commissioned The
Wyatt Company to examine the costs associated with six state legislative mandates intended
to regulate managed health care practices. These mandates would impose various
restrictions on the way that preferred provider organizations (PPOs) and utilization review
(UR) organizations are structured and operated. The result of that effort was a June 1991
report that estimated the administrative costs and medical claims costs that would result

from such mandates.

This study, an extension to that report, examines three state mandates that address
managed care in the context of prescription drug benefits. The study analyzes what the cost

impact would be if managed care organization were required to comply with the following

. mandates:

1. Any willing pharmacy provider. These laws would require establishment of
a specific, objcctivc set of criteria for selection of participating pharmacies,
and would allow any pharmacy that met these criteria to participate in the

PPO.
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2. Benefit differentials. These laws would restrict the magnitude of paymer
differences for prescriptions filled in network and nonnetwork pharmacies.
Such payment incentives are the principal means that plan sponsors use tO

encourage the use of network rather than retail pharmacies.

3. Same state license. These laws would limit participating pharmacies to those
with an in-state license. Mail service pharmacies, as currently structured,
“would not meet this requirement because they serve national populations

from a limited number of sites.

As in the original study, we attempt 10 estimate the prescription drug savings that
are feasible under a variety of managed care scenarios and the extent to which these state
mandates might reduce these savings. We focus on measurable savings that result from
pricing discounts, generic substitution, and beneficiary choice to use in-network services.
Other savings would result from those components of managed care that are intended to
ensure quality of care and better compliance with prescription drug treatment regimens.
We can offer only limited information about savings associated with these aspects of
prescription drug managed care, but 2 growing literature suggests that they may be

substantial.

Context of Managed Pharmacy Benefis

The costs of cmployer-sponsored health care have been escalating rapidly in recent
years, and the costs of prescription drug benefits have risen even faster than other medical
costs. The Wyatt Company’s Compare™ Survey shows that the costs of health insurance
for an employee with family coverage increased by about 15 percent between 1990 and
1991. A national survey of retail pharmacy outlets shows that the average prices CONSumers

paid for prescriptions increased by 21 percent during this same period. Indeed, increases

b /6



in average price per prescription understate the actual increases in prescription di
spending because there also has been a steady increase in utilization. According 10
estimates prepared by the Health Care Financing Administration, the average number of

prescriptions per aged person increased by 30 percent between 1976 and 1988.

Prescripiion drugs now account for about 10 percent of covered medical charges for
active employees and their dependents. For retirees with primary coverage from Medicare,
prescription drugs account for 30 to 50 percent of the medical charges not paid by
Medicare. Awareness of these prescription drug costs is heightened by a new accounting
standard that will be implemented this year. For plan years that begin after December
1992, employer-sponsored retiree medical plans must report retiree medical liabilities on
an accrual basis rather than the pay-as-you-go cash basis that has been common. The value
of a fully accrued medical benefit for a retiree varies widely, but a crude rule of thumb puts
it in the $30,000 - $40,000 range. Of this total, it is not uncommon t0 find prescription

drug liabilities in excess of $10,000 per retiree.

These facts are forcing employers to make critical choices about how they will
control their spending for health care benefits. Some employers have responded by
eliminating health care benefits, some have shifted a greater portion of costs t0 employees,
and many have sought to preserve health care benefits by managiﬁg them more carefully.
Coinciding with employers’ growing concermn about prescription drug costs is the
development of new health care delivery systems that introduce economies into the

purchase and delivery of the benefit.

In a traditional indemnity plan, the beneficiary purchased prescriptions at a retail
pharmacy, paid cash to the pharmacy, and submitted the receipt to the health insurance
plan for reimbursement. This arrangement produces several adverse consequences from

both efficiency and quality-of-care perspectives.

10



First, health plan spending for prescription drugs was constrained becausc sorr
beneficiaries hesitated to fill prescriptions that were below the plan deductible (known as
the "hesitancy effect"), and because many prescriptions that were filled were never
submitted as claims. This second factor is known as the "shoebox effect,” because of the
popular image that beneficiaries take their paper claims home and place themin a shoebox
with the intention of filing them at a later date. Many of these claims are either lost or

forgotten.

Although the hesitancy and shocbbx effects are believed to reduce claims submission
by as much as 30 to 40 percent, they also have adverse consequences. When prescriptions
are never filled, the beneficiary fails to comply with the drug treatment prescribed by the
physician. Studies show that failure to comply with drug treatment accounts for up to 15
percent of hospital admissions -- an adverse consequence from both cost and quality
perspectives. This failure to comply may also be costly to the plan if adverse outcomes

require additional medical care.

A second set of problems with the traditional reimbursement arrangement grows
from the lack of information and incentives necessary 1O sustain a competitive market.
Drug store receipts typically do not include sufficient information for the medical plan to
determine whether prescription drug charges are reasonable, whether a generic medication
might be available, or whether the pattern of prescription drug fills meets standards for
quality care. Traditional plans simply check to see that the deductible is met, and then pay
a fixed percentage of what was charged to the beneficiary. Given this lack of information,

it is virtually impossible to manage the benefit to achieve either cost or quality objectives.

In this traditional environment, beneficiaries are not given financial incentives or the .
information needed to act as prudent purchasers of prescription drugs; third party payers

are not empowered with information or the ability to steer market share to those

11
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pharmacies that offer discounts and collaborate with the plan to manage costs; an

pharmacies are given little incentive to compete on the basis of price or quality of care.

The advent of new computer and communications technologies has made it possible
to manage the prescription drug benefit in a manner that benefits all parties to the
prescription drug transaction. In the case of full online claims adjudication, network
pharmacies can now bill the health plan clectronically at the point of 'sale. This point of
sale technology reduces the hesitancy effect and eliminates the shoebox effect. This also
delivers timely information to the beneficiary, pharmacist, and health plan. The beneficiary
now knows at the point of sale whether the prescription is covered, and what the out-of-
pocket costs will be if the prescription is filled in generic or trade forms. The pharmacist
is able to confirm the beneficiary's eligibility and submit the claim for electronic
"adjudication”, which indicates precisely what the plan will pay. The third party payer gains
extensive information that creates the potential for more cost-effective management of the

pharmacy benefit.

Point-of-sale technology also enables management of generic dispensing through
‘Maximum Allowable Cost’ or ‘MAC’ programs - which limit payable charges for
multisource products 10 fixed amounts below the most costly available generics. Electronic
claims submission and adjudication allows careful monitoring of the extent 10 which generics
are being substituted for trade drugs. Many PPO and mail service contracts now include
performance guarantees for the percentage of prescriptions that network pharmacies will

fill with lower cost generics.

During the same period that new technologies were facilitating the development of
pharmacy PPOs, mail service firms introduced an additional element of compstition into

the prescription drug market. These firms are able t0 achieve economies of scale through

12



volume purchasing directly from manufacturers, through highly specialized dispensing at

packaging systems, and through advanced information systems that collect clinical and
reimbursement information. These organizations still account for less than 10 percent of
the private sector drug volume dispensed in the U.S., but their very presence has enhanced

competition and established a new standard of efficiency.

In recent years, third-party payers have experimented with various managed care
arrangements designed to maintain comprchcnsivc coverage of prescription drug benefits,
while encouraging more prudent purchasing decisions. In contrast to the alternative of |
shifting costs 1O employees and retirees, these arrangements frequently represent an
enhanced benefit in terms of the proportion of total prescription drug dollars paid by the

health plan.
Study Overview

Model Development

The initial objective of this study is to estimate the percentage savings that tightly
managed pharmacy PPOs and mail service organizations can provide relative to the
unmanaged retail environment. Total savings to both beneficiaries and their third-party
payers are considered. We do not attempt 0O quantify savings that may result when
enhanced drug treatment compliance helps the beneficiary avoid hospitalization or other

medical services.

Key determinants of modeled savings are price discounts, generic substitution, and
the market penetration achieved by preferred providers. The first part of our analysis
presents a variety of scenarios illustrating the savings that can be achieved when

prescriptions are filled through PPO and mail service pharmacies.

13
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Follovﬁ'ng this analysis of PPO and mail service savings, we examine the impact ¢
each state mandate. We consider the plan sponsor’s ability to steer beneficiaries 10
preferred providers, the extent of discounts that these preferred providers might offer when
that steerage effect is weakened, and the likelihood that these arrangements would remain

viable under the proposed mandates.

Data, Measuremeny, and Assumptions

The models used for this study require empirical data, standards 'for measurement,
and assumptions. Wyatt’s role in negotiating PPO and mail service contracts gives us
current market information concerning the pricing discounts and generic substitution rates
common among PPO and mail service vendors. We also collected plan data from five
national carriers who market managed care products with a prescription drug component.
Combining the data from PPO vendors, mail service 6rganizations, and carriers with
managed care products, the data for this report draw on the actual experience of managed
care organizations that offer prescription drug benefits to over 59 million people. The price

discounts and generic substitution rates used in these models are not extreme values; rather

they reflect the current experience of prominent managed care vendors with a national

presence.

Average Wholesale Price (AWP) is used as a yard stick against which we measure
prescription drug retail prices and discounts. AWP has been likened to a "sticker price" --
it is not a price at which prescription drugs are actually bought and sold, but it does furnish
a useful standard for comparing ingredient costs of drugs dispensed in different settings.
Pharmacies generally acquire their stock at a considerable discount from AWP, and sell
them in a retail environment at a substantial markup over AWP. PPO and mail service
contracts typically provide for reimbursement of prescriptions dispensed according 10 a

formula based on AWP.

14
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Assumptions are used in this report both for purposes of simplifying the models a.
for purposes of testing a range of scenarios for potential savings. For example, we assume
that the average supply of maintenance medications dispensed in 2 mail service setting does
not differ for trade drugs with no generic substitute, those with a substitute, and the generic
drug. The data used for this project show some minor differences among these categories,
but an average supply is used for all these categories. Another kind of assumption concerns
the range of scenarios to model. Few if any of today’s indemnity plans have achieved the
full potential for generic substitution, mail service market penetration, of channeling of

beneficiaries into preferred provider arrangements.

Limitations of the Study

This study focuses on the cost savings that can be accomplished through PPO and
mail service discounts, and through generic substitution. Managed care also addresses
quality of care, including drug utilization review, information systems that integrate
treatment profiles from medical and pharmacy providers, and provider education. This

study does not evaluate the success of such programs.

A second limitation of this study is that we estimate cost savings using relative rather
than absolute terms. The number of prescriptions per person will vary widely from plan
1o plan depending on plan demographics, community practice pattcins, and beneficiary cost
sharing. For example, one national card plan reports that the average number of
prescription fills per year is 15 for an over-65 population, but one large retiree medical plan
is reporting 30 per year. ‘Similar issues occur in considering the average supply and average
charges per prescription. Rather than attempt tO define national standards for these
parameters that vary from plan to plan, we have stated them as assumptions and calculated

savings in percentage terms.
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Finally, this studs' does not attempt to determine whether some prescription dr
delivery systems are better than others at idcmifying and eliminating waste. This study
takes the perspective that prescription drugs are prescribed by physicians for a good reason,
and the underlying medical need for prescription drugs is independent of the
reimbursement mechanism or delivery system under which a beneficiary may obtain the
prcscription. Consequently, we do not attempt to identify savings that might be

accomplished through the identification and elimination of unnecessary prescriptions.

Savings Under Managed Care Arrangements

~ In order to estimate the savings associated with PPO and mail service arrangémcms,
we must determine baseline prescription drug costs in the unmanaged retail setting. The
baseline retail cost scenario is intended to be free of the shoebox and hesitancy effects, and
the costs are intended to include all costs, whether paid by the health plan or by the
beneficiary. The basic premise of this scenario is that beneficiary access to prescription
medications is not hampered by cost sharing or other utilization constraints, and the

pharmacy is paid at the full retail charge.

Prices, utilization, and generic substitution rates associated with the retail market are
difficult to observe, because the typical indemnity plan yields only partial information.
Given this situation, we constructed the baseline retail cost scenario from the claims
experience of two large national data bases. The first data base included drug charges
taken from a network that requires submission of paper claims by the beneficiary (the plan
requires this in order t0 retain the shoebox effect). Unlike the typical paper claims, these
included days supply together with the National Drug Code number - information that
allowed us to calculate the relationship between retail charges and the AWP for each claim.
It also allowed us to calculate the generic substitution rates in a retail setting where there

are no financial incentives t0 substitute the generic product.
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The second data base was that of a national card program with comprehensi
benefits. This data base was not appropriate for estimating retail pricing or generic
substitution, but it furnished better estimates of the average days supply of acute care and

maintenance medications that occur when comprehensive pharmacy benefits are delivered
in a community pharmacy setting. Taken together, these data bases yielded the profile of
baseline 1992 retail costs presented in Table 1. This scenario indicates a generic
substitution rate of just over 19 percent, and a relationship between AWP and retail prices

that is'closely approximatcd by the following formula:
Retail price = (AWP x 1.0825) + $4.00

This bascliﬁe model assumes an average of 7.5 prescription fills annually per covered
person. This utilization rate is based on a population that includes both active employcés
and retirees, minimal cost sharing, and full submission of claims into the reporting system.
Based on this level of utilization, the model projects a 1992 annual retail claims cost of
$241.12 per person. This baseline cost serves as 2 benchmark for evaluating the savings

of PPO and mail service delivery systems.

PPO Savings

Although the PPO market for prescription drug benefits is still evolving, substantial
savings are currently available. Of course the network with the best discount may not offer
sufficient geographic coverage, a commitment to generic substitution, or good performance
on various other measures related to cost and quality. The discount level we selected for
the PPO model is available from several national vendors with good records of performance

on these measures.

The reimbursement formula used for the PPO models is as follows:

Prescription payment = (AWP -10%) + $2.75

17
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RETAIL

Acute Single Source
Acute Multisource
Acute Generic

Total Acute

Maint Single Source
Maint Multisource
Maint Generic

Total Maintenance

Total Single Source
Total Multisource

Total Generic

Total

PCT OF
FILLS

11.6%
13.4%
10.0%
35.0%

42.5%
13.2%

9.3%
65.0%

54.1%
26.6%
19.3%

100.0%

FILLS/ AWPS/

PERSON Rx
09 35.52
1.0 15.55
08 7.31
26 19.80
3.2 34.21
1.0 27.89
07 9.10
49 29.34
41 34.49
20 21.68
1.4 8.17
75 26.00

Retail Price = AWP + 8.25% + $4.00

Assumes no incentives for generic substitution.

TABLE 1
1992 BASELINE RETAIL COSTS PER PERSON

RETAIL $ DAYS/

Rx

42.45
20.83
11.91
25.44

41.03
34.19
13.85
35.76

41.34
27.47
12.64

32.15

Rx

110
11.0
11.0

30.0
30.0
30.0

259
20.4
20.1

23.4

DAYS/  COST/
PERSON PERSON

9.6 36.92
110 20.68
8.3 8.97
289 66.77
95.7 130.85
29.7 33.88
209 9.63
1463 17435
105.2 167.76
40.7 54.75
29.1 18.61
175.14 24112



This payment formula yields total savings of 18.6 percent when compared 10
prescription drugs purchased for a similar population in a retail environment (Table 2).
This savings is accomplished on the basis of price discounts alone — the generic substitution

rate is held constant at the same level used for the retail model.

When generic drugs are substituted for trade drugs, the savings can be enhanced as
demonstrated by Table 3. In this modgl the average AWP for multisource trade drugs is
$21.96 compared to an average of $8.15 for generic substitutcs.. Even after the PPO's
dispensing fee is taken into account, the plan cost of a multi-source trade drug is still more
than twice the cost of the generic substitute. Table 3 shows the impact of increasing the
generic substitution by just seven percentage points above the 19.3 percent baseline rate
of Table 2. This scenario produces savings of 21.2 percent compared to the 18.6 percent

PPO savings based on price discounts alone.

Mai! Service Savings

About 65 percent of all prescriptions and over 80 percent of the total prescription
days supplied by our modeled plans are for maintenance medications. These are
medications required on a long-term basis to treat chronic conditions such at diabetes,
hypertension, and arthritis. Mail service plans can do little to address the costs of acute

medications, but these plans do offer considerable savings for chronic medications.

Mail service savings result from deep price discounts, reduced dispensing fees,
dispensing prescriptions in larger quantities, generic substitution, and the elimination of
separate charges for claims administration. Table 4 indicates an 11.1 percent mail service

savings in claims costs compared to the retail baseline. This mail service scenario is

premised on a blend of retail and mail service delivery systems, with half of the
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TABLE 2
1992 COST PER PERSON IN A PPO

PCTOF  FILLS/ AWP $/ PPO $/ DAYS/ DAYS/ COSTI

FILLS PERSON Rx Rx Rx PERSON PERSON

PPO

Acute Single Source 11.6% 0.9 35.52 34.72 110 9.6 30.19
Acute Mullisource 13.4% 1.0 15.55 16.75 110 110 16.78
Acule Generic : 10.0% 0.8 7.31 9.33 110 83 - 7.03
Total Acute 35.0% 2.6 19.80 2057 28.9 54.00
Maint Single Source 42.5% 3.2 34.21 33.54 30.0 95.7 106.95
Maint Multisource 13.2% 1.0 27.89 27.85 30.0 29.7 27.59
Maint Generic 9.3% 0.7 9.10 10.94 30.0 209 7.61
Total Malnlenance 65.0% 49 29.34 29.16 146.3 142.15
Total Single Source 54.1% 4.1 34.49 33.79 25.9 105.2 137.14
Total Multisource 26.6% 2.0 21.68 2227 20.4 407 = 4438
Total Generic 19.3% 1.4 8.17 10.10 201 29.1 14.64
Total 100.0% 7.5 26.00 26.15 23.4 175.1. 196.15
Relall Baseline 100.0% 7.5 26.00 32.15 23.4 175.1 241.12
Pct. Change from Retall -18.6% -18.6%

PPO Reimbursement = AWP - 10% + $2.75
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PPO

Acute Single Source
Acute Mullisource
Acute Generic

Total Acute

Maint Single Source -

Maint Mullisource
Maint Genetic
Total Maintenance

Total Single Source
Total Multisource
Total Generic

Total

Relail Baseline

Pct. Change from Retail

PPO Reimbursement

PCTOF  FILLS/

11.6%

9.3%
14.1%
35.0%

42.5%
10.1%
12.4%
65.0%

54.1%
19.5%
26.4%

100.0%

100.0%

09
0.7
1.1
26

3.2
0.8
09
49

4.1

1.5

20
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7.5

= AWP - 10% + $2.75

TABLE 3
1992 COST PER PERSON INAPPO
WITH 7% INCREASE IN GENERIC SUBSTITUTION

AWP §/
FILLS PERSON HRx

35.52
15.55

7.31
18.86

34.21
27.89

9.10
28.45

34.49

21.96

8.15

25.09

26.00

-3.5%

PPO $/

34.72
16.75

9.33
19.72

33.54
27.85
10.94
28.35

33.79

22.52

10.08

25.33

32.15

-21.2%

DAYS/

11.0
110
11.0

30.0
30.0
30.0

25.9

209

19.9

234

23.4

DAYS/

9.6
7.7
116
28.9

95.7
22.7
27.8
146.3

105.2

30.5

394

175.1

1751

COSsT/
PERSON PERSON

30.19
11.73

9.864
51.76

106.95
21.12
10.15

138.22

. 13714

32.85
19.99

189.98

241.12
21.2%
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RETAIL

Acute Singte Source
Aculs Multisource
Acute Generic

Total Acute

Maint Single Source
Maint Multisource
Malnt Generic:

Toltal Maintenance

MAIL
Maint Single Source
Malnt Muttisource

Maint Generic
Total Mainlenance

SUMMARY

Tots! Single Source
Total Mullisource
Tolal Generic

Total

Retsll Baseline

PCT OF
FILLS

14.3%
16.5%
12.4%
43.3%

26.3%
8.2%
57%

40.2%

10 8%
1.5%
4.2%

16.5%

51.4%
26.2%
22.3%

100.0%

100.0%

Pct. Change from Relall

TABLE 4
1992 COSTS FOR RETAIL WITH MAIL OPTION

FILLS/ AWP §/
PERSON Rx
09 35.52
1.0 1555
08 7.31
26 19.80
16 34.21
05 27.89
03 9.10
2.4 29.34
0.7 83.2°
0.1 67.9
03 221
1.0 66.39
3.1 44 .88
1.6 22.47
1.4 10.54
6.1 31.33
75 26.00
-19.1% 205%

Relall Price = AWP + 8.25% + $4.00 Fee
Mail Relmbursement = AWP - 13% + $250
50% MAIL SERVICE PENETRATION OF MAINTENANCE MARKET

PPO $/

Rx

42.45
20.83
11.91
25.44

41.03
34.19
13.85
35.76

74.92
61.54
21.76
60.26

4855
27.39
14.25

35.34

32.18
9.9%

DAYS/

Rx

11.0
110
110

300
300
30.0

73.0
73.0
73.0

337
208
275
289

234

23.7%

DAYS/ CcosT/
PEASON PERSON

96 36.92
110 20.88

83 897
289 66.77
47.0 65.42
149 16.94
10.4 4.02
73.1 87.18

A7 .8 49.09

68 577
104 550
73.1 6036

1052 15143
327 4359
ar2 1929

175.14 2143

175.4 241.12
1A%



.aintenance medications and all acute medications still delivered through traditional retal
channels. Although mail order supplies only 73.1 of the 175.1 prescription days per capita

under this scenario, the plan and beneficiary share a substantial savings.

The discounts available through mail service plans are generally the best in the

industry, with the reimbursement formula used here rather typical:

Reimbursement = (AWP -13%) + $2.50

The 13 percent discount from AWP is very favorable compared to the discounts
available from community pharmacies, and the fixed dispensing fee is spread over 2 longer
average days supply. In this mail service model, the maintenance medications dispensed
through mail service average a 73 day supply compared to an average supply of 30 days
dispensed in the retail community pharmacy setting. Although a lower percentage of
maintenance medications have generic substitutes, many mail service firms have a good
reputation for making such substitutions whenever possible. In this model, the mail service
firm is able to substitute generics 25 percent of the time for maintenance medications

compared with a 14 percent generic substitution rate for maintenance medications

dispensed through retail channels.

Integrated PPO[Mail Service Plans

Table 5 illustrates the potential savings in claims costs that can be achieved by
integrating the PPO and mail service options. Mail service can furnish convenience and
maximum price discounts t0 beneficiaries who are dependent on maintenance medications,
while the PPO can furnish the acute medications and initial fills for maintenance
prescriptions. Some health plans boost the use of mail order by requiring that all

maintenance medications after the first fill be through mail service.
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RETAIL

Acute Single Source
Acute Multisource
Acute Generlc

Tolal Acule

Maint Single Source
Maint Multisource
Maint Gohork:

Tolal Maintenance

MAIL
Maint Single Source
Malint Multisource

Maint Genstlc
Total Maintenance

SUMMARY

Total Single Source
Total Multisouice
Total Gensric

Total

RAetall Baseline

PCT OF
FILLS

13.7%
11.0%
16.6%
41.3%

30.1%
7.2%
8.8%

46.1%

8.3%
1.2%
3.2%
12.6%

52.1%
19.4%
28.6%
100.0%

100.0%

Pct. Change trom Retail

TABLE 5
1992 COSTS FOR INTEGRATED PPO WITH MAIL SERVICE
OVERALL GENERIC SUBSTITUTION AT 28%

FILLS/ AWP 8/
PERSON HRx
09 35.52
0.7 15.55
1.1 7.91
26 18.86
1.9 3421
05 27.89
06 9.10
29 20.45
05 83.2
0.1 67.9
0.2 22.1
o8 66.39
33 4233
1.2 23.30
18 9.51
6.4 29.27
75 26.00
-15.3% 12.6%

PPO Relmbursement = AWP - 10% + $2.75
Mail Relmbursement = AWP - 13% + $250
40% ol maintenance medications through mall service

PPO 8/

Rx

34.72
16.75

933
19.72

3354
27.65
10.94
26.35

74.92
61.54
21.76
60.26

4041
2358
11.24

28.01

32.15
-10.4%

Rx

DAYS/

110
11.0
110

300
300
300

73.0
73.0
73.0

38
218
237
27.6

234

18.1%

DAYS/ COoST/
PEASON PERSON

968  30.19

1.7 11.7
1"e 984
289  51.76
574  64.17
138 1267
16.7 6.09
p78 8293
383 3927

55 462
14.8 4.40

585 48.29

105.2 133.84
26.8 29.02
43.1 2033

175.4 183.0

175.1 241.12
24.1%



The integrated PPO/mail service model presented in Table 5 incorporates the PP.
and mail service discounts described above, as well as relatively high generic substitution
in both settings. Overall, this integrated plan is achieving a generic substitution rate of 29.2
percent; it is supplying half of total maintenance medications through mail service, and
saving 24.8 percent of claim costs for the plan sponsor and beneficiary when compared 10

the retail baseline of Table 1.

Prescription Drug Benefits under an Indemnity Plan

Both the PPO and mail service approaches can offer a comprehensive prescription
drug benefit to covered persons while achieving savings through price discounts and generic
substitution. These managed care plans often offer a richer benefit than that offered under
a traditional major medical plan. Today's typical indemnity plan has an individual
deductible of $200 and a family deductible of $400. Consequently, many prescription drug
claims fall below the deductible. After the deductible is satisfied, the plan typically pays
80 percent of covered charges up to an out-pocket-maximum of $1,000 per individual and

$2,000 per family.

Moreover, the traditional indemnity plan normally requires the beneficiary to pay for
the prescription and submit a paper claim for reimbursement. This fosters the shoebox and
hesitancy effects that are estimated to reduce claims subrmssmns by 30 to 40 percent.
Table 6 illustrates the 35 percent reduction in submitted charges that might result simply
from these two factors. This apparent plan "savings" is greater than that modeled in any
of the managed care sccnanos.‘ Under this scenario, savings result from decreasing

utilization and shifting costs to beneficiaries through the shoebox effect.
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RETAIL

Acute Single Source
Acute Multisource
Acute Generic

Total Acute

Maint Single Source
Maint Multisource
Maint Generic

Total Mainlenance

Total Single Source
Total Multisource
Total Generic

Tolal

Retail Baseline

PCT OF
FILLS

11.6%
13.4%
10.0%
35.0%

42.5%
13.2%

9.3%
65.0%

54.1%

26.6%

19.3%

100.0%

100.0%

Pcl. Change from Baseline

FILLS/
PERSON

0.6
0.7
0.5
1.7
0.0
2.1
0.6
0.5
3.2
0.0
26
13
0.9

4088

7.5

-35.0%

Rotall Price = AWP + 8.25% + $4.00

TABLE 6
1992 SUBMITTED CHARGES UNDER AN INDEMNITY PLAN

AWP §/
Ax

35.52

15.55
7.31
19.80

34.21
27.89

9.10
29.34

34.49

21.68

8.17

26.00

26.00

Assumes no incentives for generic substitution.

$200 deductible and 20% beneficlary cost sharing above deductible.

RETAILS
Rx

42.45
20.83
11.91
25.44

41.03
34.19
13.85
35.76

41.34
27.47
12.84

32.15

32.15

DAYS/
Rx

11.0
11.0
11.0

30.0
30.0
30.0

259
20.4
20.1

23.4

23.4

DAYS/
PERSON

6.2
7.2
54
18.8

62.2
19.3
13.6
95.1

68.4
26.5
18.9

113.8

175.1
-35.0%

COosT/
PERSON

24.00
13.57

5.83
43.40

85.05
22.02
6.26
113.33

109.05
35.59
12.09

156.73

241.12
-35.0%



Mandate 1: Any Willing Pharmacy Provider

Background

These laws would require a managed care pharmacy plan sponsor to establish a
specific, objective set of criteria for selection of participating pharmacies and to allow any
pharmacy that met these criteria to participate. The underlying premise for analyzing the
claims impact of this provision is that expanding the percentage of pharmacies in the PPO
will lead pharmacies to offer less of a discount than they would if they anticipated that

network beneficiaries would be directed to a more limited pharmacy network.

From a purely economic perspective, an independent pharmacy or chain elects t0

participate in a PPO based on:

(1) -the anticipated number of new prescriptions that will be channeled to the

pharmacy, and

(2)  the proportion of current business that the pharmacy anticipates losing if no
discount is offered (if beneficiaries are free to go out-of-network, then the
pharmacy might attempt 10 retain this business at the non-discounted retail

price).

Based on differing levels of pharmacy participation, Wyatt developed an economic
model that projects the extent to which the PPO savings described in the previous section
would be eroded by an "any willing pharmacy provider" mandate. This model demonstrates
that there is a point at which further expansion is not economically feasible for either the

health insurance plan or the pharmacy providers.
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:thodology
The model is based on several assumptions that determine the point at which the
PPO network arrangement is no longer viable to the insurer or the pharmacies, but the
exact point is not the essential finding of this model. The important finding of this exercise
is that such a point exists, and the viability of PPO networks is threatened by laws that

promote unrestricted network growth.

Wyatt constructed a pharmacy revenue requirement model and analyzed pharmacy
behavior toward a typical PPO network wx;th 30 percent of a market’s prescriptions. The
model assumes that 40 percent of the community pharmacies participate under Scenario
1 .- a scenario that presumes adequate geographic accessibility together with a discount
from retail of 18.6 percent. (Table 7) This discount is based on actual market
observations, and is consistent with the PPO models presented in the previous section. It
is assumed that pharmacies wish to maintain their current average net margins, and that

pharmacies have an unlimited capacity to fill prescriptions in order to meet demand.

Scenario 1 represents the best estimate of current pharmacy participation levels in
operation today. Scenario 4 depicts the worst-case scenario in which all pharmacies
participate in the network, while Scenarios 2 and 3 fall between these extremes. Network
pharmacies gain no market share under Scenario 4, and it is no longer in their best interest
10 offer the network a discount. The value of out-of-network benefits on line 17 assumes
the availability of a major medical plan which covers prescription" drugs at an 80 percent

level of reimbursement.

Conclusions
Under Scenario 1, the 18.6 network discount yields an overall claims cost reduction

of 17.7 percent, because 5 percent of claims are out of network and discounted. Claims
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TABLE7
PPO MARKET SHARE
NETWORK SIZE, AND CLAIMS SAVINGS

Key Steerage Assumptions Sceanario 1 Scenario 2 Scenario d Scanario 4
1. P;rconugo of Prescriptions filled in Network 30.0% 30.0% 30.0% 30 0%
2. Percentage of Pharmacies in Network 40.0% 80.0% 80.0% 100.0%
3. Network Prescriptons from Neow Claimants 18.0% 12.0% 6.0% 0.0%
4. Network Prescnptons from Known Claimants 12.0% 18.0% 24.0% 30.0%

Modeling Detall
5. Pharmacy's Current Prescriptions per Year 100,000 100.000 100.000 100,000
8. Non-Network Prescnptons 88,000 82.000 76.000 70.000
7. Network Prascriptons from New Claimants 18.000 12,000 €.000 0
8. Network Prescriptions from Known Claimants 12.000 18.000 24.000 30.000
9. Potsntal Prescnpuons (ines 5 & T) 118,000 112,000 106.000 100.000
10. 1992 Retail Charge Per Prescription $32.15 $32.15 $32.15 $32 1S
11. 1992 Network Charge Per Prascnpton $26.17 $28.16 $30.16 $32 18
12. EHective Discount 18.6% 12.4% 6.2% 0 0%

(trom Table 2)
13. Network Use $5.0% 95.0% 95.0% 95 O%
14. Network Co-Pay 15.0% 15.0% 15.0% 15 0%
15. Vaiue of Network Benefits 85.0% 85.0% 85.0% 85.0%
18. Out-of-Network Use 5.0% 5.0% 5.0% §.0%
17. Value ot OQut-of-Network Senefits 80.0% 80.0% 80.0% 80 0%
18. Reimbursement - Plan 68.7% 74.T% 79.7% 84.8%
18. Reimbursement - Member 12.8% 13.5% 14.4% 15.3%
20. Reimbursement - Combined 82.3% 88.2% 94.1% 100.0%
21, Claims Cost Reduction 17.7% 11.8% 5.9% 0.0%
29
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cost reductions evaporate as the network grows to include all pharmacies (Scenario 4,

because participating pharmacies can no longer anticipate increased market share.

Table 8 shows that plan savings are further reduced due to the fixed costs of
network administration. In this example, the marginal value of the network discount to the
plan and plan member is 16.7 percent for Scenario 1, and -1.0 percent for Scenario 4.
Under this worst case scenario, the incentive for pharmacies to gfant a discount has

disappeared, but fixed costs of network administration remain.

Mandate 2: Benefit Differentials

Background

Some states have placed restrictions on the maximum difference in benefit payments
for drugs dispensed by participating and nonparticipating pharmacies. Such provisions may
deflate the purchasing power of PPO plan sponsors by limiting their ability to steer
beneficiaries to participating providers, thereby reducing the economic value of the
contractual relationship between the sponsor and the pharmacy. The most common
mandate, which applies not only to pharmacy but to PPO arrangements in general, limits

the payment levels between in-network and out-of-network benefits t0 no more than 20

percent.

In the case of pharmacy PPOs, this mandate is particularly troublesome. It not only
threatens the ability of the plan sponsor to steer beneficiaries to network pharmacies, it 2lso
presents administrative complexities in determining whether the plan is in compliance.
Unlike the networks that are common for other medical services, a typical pharmacy
network requires a fixed copayment per prescription. Nonnetwork prescriptions are either

not covered at all or are covered ander a traditional indemnity plan. If covered under an

30



TABLE 8 -
IMPACT OF ANY WILLING PROVIDER MANDATE
ON MARGINAL VALUE OF PPO

Non-PPO PPO Scenarios
Model 1 2 3 4
Network:
% Pharmacies N/A 40.0% 60.0% 80.0% 100.0%
Claims Cost
Reducoon N/A 17.7% 11.8% S.9% 0.0%
Network Adm, N/A $2.363 $2.363 $2.263 $2.363

Marginaf Vaiue of PPO with 15% Base Retention

Projected Claims $241,125 108,518 $212.720 $226.923 $241.125
Projected Premiums $283,676 $236.331 $253.040 $269.748 $286,457
« Non-PPQO Premium 100.0% 83.3% 80.2% 85.1% 101.0%
Marginal Value N/A 167%  10.8% . 49% 1.0%
Assumptions:

o Network administrxtive expense = 1% of premium income
o 1,000 subscribers

o 7.5 prescriptions pef year
o Full retail cost = $32.15/prescription
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.ndemnity plan, beneficiary cost sharing depends on whether the deductible has been mt

and on the level of coinsurance required by the indemnity plan. In short, it may be difficult
to determine whether one plan is richer than the other, and the answer to this question
may differ depending on the size of the prescription and whether the indemnity deductible

has been satisfied.

Recently, some network plans have been implementing substantial benefit
differentials based on traditional cost sharing arrangcmcnis. Some of these plans take
advantage of point-of-service technologies to pay in-network services under the provisions
of a major medical plan that includes a deductible and 80 percent coverage of in-network
services, while some plans are keeping network drug benefits in a carveout plan with its
own deductible and a beneficiary coinsurance rcquircmcnt' of 10 to 20 percent. In either
of the new arrangements, nonnetwork prescription fills might require up to 50 percent

coinsurance.

Methodology

In our previous study of state benefit mandates we examined the impact of benefit
differentials between in-network and out-of-network services. At that time we surveyed
actuarial opinion concerning the differentials that are considered optimal 10 encourage use
of network providers, and we developed a model that was apphed to the full range of
medical benefits. We are not aware of studies that have examined this dynamic as it
applies to pharmacy benefits, although we are aware from discussions with industry sources
that a 30 percent benefit differential is considered strong enough to move 95 percent of

_ utilization into the network when the network offers good geographic coverage.

Consequently, we borrowed the benefit differential model from our previous study

to compare the impact of moving from a 30 percent benefit differential to 20 percent and
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15 percent differentials. The estimates from this model are illustrative because controlle
research on beneficiary response to these pharmacy reimbursement options has not been

performed.

Conclusions

Modeled estimates of three levels of pharmacy benefit differential are presented in
Table 9. In this model, the 30 percent benefit differential between in-network and out-of-
network services corresponds with the level of PPO savings developed in Table 2. Under
this scenario the plan and beneficiary share the advantages of an 18.6 percent network
discount, and the 30 percent benefit furnishes sufficient incentive to channel 95 percent of
utilization into network pharmacies. The result of this arrangement is that the plan and
beneficiary together pay 82.3 percent of what they would have paid in the unmanaged retail

setting.

The model suggests that moving to a 20 percent differential would reduce utilization
of network pharmacies from 95 percent of the total to 88.9 percent. Assuming that the
same discounts can be retained for in-network services, this would increase the sum of plan
and member payments to 83.5 percent of the baseline retail level of Table 1. A benefit
differential of only 15 percent would reduce network utilization to 85.6 percent of total

prescriptions and increase average pharmacy payments 10 84.1 pcrécnt of the retail level.

All of this assumes that decreases in network utilization would not result in a
reduction of the discount that network pharmacies are willing to offer. This is contrary to
the findings of Tables 7 and §, which demonstrate that it is not in the economic interest of
pharmacies to offer discounts unless they are able to anticipate an increase in market share.
Consequently, reducing the benefit differential would not only increase plan and beneficiary

costs due to increased payments for out-of-network services, it would tend to reduce the
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. ) TABLE 9

- . IMPACT OF BENEFIT DIFFERENTIALS ON
TOTAL REIMBURSEMENT

30% Ditterential

(Baseline) 20% Ditferential 18% Ditferential
T ineNot Out-Net ’ in-Net Out-Net: . in-Net Out-Net

Network Savings 18.6% 0.0% 18.6% 0.0% 18.6% 0.0%

Network Uss 25 0% 5.0% 84.9% 11.1% 85.6% 14 4%

Vaius of Networx Benefta 90.0% 60.0% 90.0% 70.0% 90.0% 75 0%

Reimbursement - Plan 72.6% T2.9% A%

Reimbursement - Member 2.7% 10.6% 10.6%

Rembursement - Total 82.3% $3.5% 84.1%

, Change from Basaiine 0.0% 1% RS I o
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iscounts offered by network pharmacies. Finally, no administrative cost impact — ?

potentially significant factor — was estimated for this mandate.
Mandate 3: Same State License

! Background
In an extreme form, same state licensure would mean that the dispensing pharmacy
must be located within the state’s boundaries, a condition that would severely limit the
' ability of mail service providers to offer the discounts they currently offer. In less extreme
forms, the state might require that at least one pharmacist in the mail order facility be
licensed in the state to which the prescription is sent, and that a defined set of facility
standards be met. The immediate and intended effect would be to eliminate mail service

pharmacies from competing on an equal footing with retail pharmacies.

From a consumer perspective, it is clear that mail service firms have been an
important factor in introducing competition into the retail market. With 65 percent of
prescriptions and an even higher percentage of total days supply',in the maintenance
medication category, there is considerable potential for mail service. Mail service is

especially important to vulnerable populations such as the elderly and disabled. These

populations use 2 high percentage of the total maintenance medications dispensed through

mail service. For many of these users, mail service furnishes not only a means of reducing

o their costs but also a convenient way to receive their medications on a routine basis.

Methodology
To demonstrate the importance of mail service pharmacies to special populations,

we constructed 5 scenarios that show mail service savings compared to the retail baseline
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or a retired population. In the baseline retail environment, these retirees average 1

prescriptions per year and 70 percent of all prescriptions are for maintenance medications.

Conclusions

Same state licensing requirements would increase the operating costs of mail service
pharmacies and narrow the cost advantage they offer in comparison to community
pharmacies. A same state licensure law that required a mail pharmacy-to locate within the
state of the beneficiary would bc a costly rcqmrcmcnt for even the largcst mail service
firms. Less onerous licensing requirements would impose considerably lcss compliance

costs.

Table 10 illustrates the range of savings that might be lost to a retired group making
regular use of mail service. When 90 percent of maintenance medications are furnished
under the mail discount the prescription drug expense for these retirees is reduced by 21.2
percent. In this example, mail service alone produces savings of more than $100 per retiree

each year.

The mail service savings would be even greater for populations that use more
prescriptions, or for plans that have negotiated better discounts. As noted above, some
retiree groups use as many as 30 prescriptions per retiree per year. The discount

arrangement assumed in Table 10 is widely available (AWP -13% plus a fee of $2 50). One

national medical plan recently negotiated a mail service discount of AWP -22% with no

dispensing fee.

Although substantial savings might also be obtained through negotiations with
community pharmacy networks, mail service fills some special needs that are poorly served

through network arrangements. Retired and disabled persons in rural areas, retirees who
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1992 COSTS PER RETIREE WITH

TABLE 10

VARIOUS LEVELS OF MAIL SERVICE PENETRATION OF MAINTENANCE DRUG MARKET

MAIL SERVICE SHARE PCT OF
OF ALL MAINTENANCE FALS

DRUGS DISPENSED
90% MAIL
70% MAIL
S0% MAIL
30% MAIL
10% MAIL
0% MAIL

(Futt Retall Baseline)

Assumptons:

70% of prescriptions In baseline rotail setting are for maintenance medications.

1.000
1.000
1.000
1.000
1.000

1.00

FILLS/ AWP §/

PERSON Rx

9.4

107

119

131

14.4

15.00

40.04

35.81

32.45

29.73

271 .47

26.48

REIMB $/

Ax

40.92

38.34

3630

34.64

3327

3267

Unilization averages 15 prescriptions per retiree in baseline retail setting.
Relail service maintenance prescriptions average 30 days and mail service averages 73 days.

DAYS/

Rx

38.6

342

306

217

253

243

DAYS/

R/

PCT

PERSON PERSON SAVINGS
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nove out of state when they retire, and retirees who move south each winter are !
problematic for health plans. It is difficult to obtain network discounts for these people
because they represent only a small portion of the market in the areas which they reside.

Moreover, those with disabilities can benefit greatly from the convenience of mail delivery.

The indirect effect of restricting mail service programs could be the most significant
impact of a same state license mandate. Community pharmacies might be far less willing

to offer discounts if they perceive that mail service firms are no longer competitive.

Overall Conclusions

Managed care arrangements for prescription drugs, as for other medical benefits,
give health care consumers the opportunity to obtain better value for the money they spend_
in the health care market place. PPO and mail service programs generally furnish
beneficiaries more prescription drugs for less cost - and they do so with an emphasis on
quality and convenience. The information systems developed through these programs are
opening new opportuﬁities for monitoring, managing and improving the quality of care that
beneficiaries receive. For the first time it is possible to link the detailed prescription drug

data with medical claims - creating important opportunities for coordinating the care of

medical providers; informing patients and physicians when there are contraindications for

the drugs prescribed; and educating physicians and patients.

Prescription drugs can no longer be viewed as an inconsequential part of the medical
plan — they represent major expenditures, particularly for retirees. In many ways the
question is not whether the health plan should be able to pursue managed care
opportunities, but whether employers will be able to continue funding medical benefits that
are not managed. The new financial accounting standard for retiree medical plans is
especially pertinent here, because employers must find a way to address this large cost that

will be such a major factor in their profitability.
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HOUSE FINANCIAL INSTITUTIONS AND INSURANCE COMMITTEE
HOUSE BILL NO. 2117

FEBRUARY 8, 1993

KANSAS MANAGED CARE ASSOCIATION

Mr. Chairman, Members of the Committee:

My name is Deborah Origer, and | am the Executive Director of Principal Health Care of Kansas City, an
HMO and PPO managed care company. On behalf of the Governmental Affairs Committee of the Kansas
Managed Care Association, | appear today in opposition of this bill. The Kansas Managed Care
Association consists of 16 member companies operating HMO or PPO networks in 62 Kansas counties
and providing care or coverage for 365,000 Kansas residents. We have prepared a summary outlining

the reasons we oppose this bill, and | would like to quickly review that today.

In summary, the Kansas Managed Care Association believes legislation like that proposed in House Bill
No. 2117, commonly referred to in our industry as "open pharmacy” or "any willing provider* legisiation,
will hamper HMO operations and marketability. This type of a mandate will result in a higher percentage
of each health care dollar being spent on administrative costs, in that tracking claims and enforcement
of Plan protocols becomes more complicated with the addition of each additional provider. Efficiency is
further reduced because HMOs lose their bargaining power to negotiate the best possible discount, as
the HMO can no longer guarantee the same amount of business to each participating pharmacy. As a
result, this type of open pharmacy legislation is termed *anti-managed care" in that it only serves to undo

the objectives set forth by the managed care industry and the benefits derived through them.

While those supporting "open pharmacy* legislation contend that selective contracting is anti-consumer
and impédes access to prescription drug benefits, these bills actually protect independent pharmacists
from marketplace competition at the expense of consumers. HMOs and other managed care entities have
become an increasingly important source of business for pharmacies that compete for patients needing

prescriptions filled. Pharmacies, either independently or in groups, compete for business by seeking

contracts which give them preferential or exclusive access to an HMO'’s or PPO’s membership. Because
managed care plans pay for services only if obtained at contractiné pharmacies, those pharmacists are
assured they will gain more business volume than if subscribes spread their purchases among numerous
prbviders. This increased volume allows pharmacies to offer price discounts (by decreasing the normal

markup amount over wholesale prescription costs) in exchange for large volume purchases.
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In return for this guaranteed volume of business, HMOs obtain the lowest price and most efficient service.
Managed care companies’ administrative expenses are also decreased when dealing with a restricted
number of pharmacies. Utilization management programs and claims audits also can be administered
more efficiently if a limited number of pharmacists’ records are reviewed. In addition, limiting the number
of participating pharmacies enables HMOs to promote a rational drug formulary, encourage more efficient
phafmacy staffing patterns, and foster closer coordination between participating pharmacies and

providers.

The apparent intent of *open pharmacy® measures is to promote greater choice for consumers and to
expand accessibility to pharmaceutical services. The real impact, however, is to diminish competition for
both pharmacy services and HMOs/PPOs and to raise the cost of drug coverage for employers and
employees. These bills also run contrary to existing federal and state HMO enabling statutes authorizing
the formation of prepaid health care programs whose efficiency is based on the ability to limit the number

of health care providers, including pharmacists, that may participate.

Accessibility to pharmacies is not the problem. For example, Principal Heaith Care has over 200
participating pharmcies in the Kansas City area. State and federal law requires accessibility of services
and competition will assure that HMO members have sufficient access to pharmacies. If the availability
of pharmacies -is insufficient or inconvenient, members have the option of disenrolling from the plan to join
one which has more accessibility. This potential disenrolliment provides an incentive to HMOs to assure

satisfaction with accessibility to services in order to retain members.

Various studies also confirm that open pharmacy panels lead to higher drug costs for HMOs and
premiums fof subscribers. According to the Wisconsin data, the open panel pharmacy law was quite
inflationary, with prescription drug benefit-related premiums rising 17.22 percent in 1987-88 and 18.56
percent in 1988-89; During that period, drug premiums for HMOs with closed panels rose only 12
percent. More recently, Aetna Health Plans compared drug costs for its Wisconsin (mandated open
panel) and its Texas (selectively contracting) HMOs. For five drugs alone (Zantac, Ortho-novum, Seldane,
Premarin and Zovi.rax), the annual savings were $21,000 for a 27,000-member Texas HMO. For all drugs,

savings in Texas were about 7.6 percent or $52,321 over the Wisconsin open panel HMO.

| would like to finish by quoting from a Maréh 17, 1992 letter written by Michael O’ Wise, Acting Director

of the Federal Trade Commission, to Paul J. Alfano, Legal Counsel for the Senate of New Hampshire.
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*The Commission has observed that competition among health care benefit programs and health care
providers can ensure consumer choice and service availability and can reduce health care costs. In
particular, the commission has noted the use by pre-paid health care programs of limited panels of health
care providers is an effective means of promoting competition among such providers." Mr. Wise goes on
to argue that opening programs to all willing providers results in pharmacies being less willing to offer
HMOs lower prices, as well as creating little incentive for pharmacies to compete in developing attractive
or innovative proposals. Mr. Wise feels that this will result in higher prices for pharmacy services to
HMOs, as well as increased administrative costs associated with having to deal with more pharmacies.
He goes on to say that subscribes may already chose other types of programs, such as indemnity
insurance, that do not limit the pharmacies from which they might obtain covered services, and that this
type of legislation would reduce the number, variety, and quality of pre-payment programs available to
consumers without providing any additional consumer benefit. The Federal Trade Commission has

commented on many "open pharmacy* bills.

Thank you.
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March 17, 1992

Mr, Paul J. Alfano

Senate Legal Counsel

State House, Room 302
Concord, New Hampshire 03301

Dear Mr. Alfano:

The staff of the Federal Trade Commission is pleased to submit
this response to your request for views on thelimpact House Bill
470 might have on competition in New Hampshire.' This bill would
require any health malntenance organization ("HMO") that solicited
bids for pharmacy preferred providers to contract with any pharmacy
that met the bid the HMO accepted. Although H.B. 470 appears
intended to provide consumers greater freedom to choose where they
obtain covered pharmacy services, it appears likely to have the

unintended effect of frustrating arrangements that might provide
those services at lower cost.

I, Interest and experience of the staff of the FPederal Trade
Commission.

The Federal Trade Commission 1is empowered’ to prevent unfair
methods of competition and unfair or deceptive acts or practices in
or affecting commerce. Pursuant to this statutory mandate, the
Commission encourages competition in the licensed professions,
including the health professions, to the maximum extent compatible
with other state and federal goals, For more than a decade, the
Commisasion and i{ts staff have investigated the competitive effects
of restrictions on the business arrangements of hospitals and
state-licensed health professionals.,

The Commission has observed that competition among health care
benefit programs and health care providers can enhance consumer
choice and service availability and can reduce health care costs,
In particular, the Commission has noted that the use by prepaid
health care programs of limited panels of health care providers is

These comments represent the views of the staff of the
Federal Trade Commission, and do not necessarxily represent the
views of the Commission or any individual Commissaioner,

? 15 U.S.C. §41 et seq.
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Mr. Paul J. Alfano ' March 17, 1992
Page 2

an effective means of promoting competition among such providers.’
The Commission has taken law enforcement action against
anti-competitive efforts to prevent or eliminate health care
programs, such as HMOs, that use selective contracting with a
limited panel of health care providers. The staff of the
Commission has submitted, on request, comments to federal and state
government bodies about the effects of various regulatory schemes

' Federal Trade Commission, Statement of Enforcement Policy

With Respect to Physician Agreements to Control Medical Prepayment
Plans, 46 Fed. Reg. 48982, 48984 (October S, 1981); Statement of
George W. Douglas, Commissioner, On Behalf of the Federal Trade
Commission, Before the Subcommittee on Health and the Environment
of the Committee on Energy and Commerce, United States House of
Representatives, on H.R. 2956: The Preferred Provider Health Care
Act of 1983 at 2-3 (October 24, 1983); Health Care Management
Associates, 101 F.T.C., 1014, 1016 (1983) (advisory opinion). Sese
also Bureau of Economics, Pederal Trade Commission, Staff Report on

the Health Maintenance Organization and Its Effects on Competition
(1877).

4 See, e.g., Medical Service Corp. of Spokane County, 88

F.T.C. 906 (1976); American Medical Association, 94 F.T.C. 701
(1979), aff'd as modified, 638 F.2d 443 (2d Cir. 1980), aff'd by an
equally divided court, 455 .U.S. 676 (1982); Forbes Health System
Medical Staff, 94 PF.T.C. 1042 (1979); Medical Staff of Doctorsg'
Hospital of Prince George's County, 110 F.T.C. 476 (1988); Eugene
M. Addison, M.D., 111 F.T.C. 339 (1988); Medical Staff of Holy
Cross Hospital, No., C-3345% (consent order, Sept. 10, 1991); Medical
Staff of Broward General Medical Center, No. C-3344 (consent order,
Sept. 10, 1991); see also American Society of Anesthesiologists, 93
F.T.C. 101 (1979); Sherman A. Hope, M.D., 98 F.T.C. S8 (1981).,
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on the competitive operation of such arrangements.5 Some of Ehese
comments have addressed proposals similar to House Bill 470,

II1. Description of N. H. House Bill 470.

The bilI would require an HMO that solicits bids for
"preferred provider" pharmacy services to accept as preferred
providers all pharmacies that "meet the bid acceptable” to the HMO.
It apparently envisions that, if an HMO solicited bids and accepted
at least one, then any bid that matched that bid would also have to
be accepted. The bill does not say that the matching bid must be
submitted during the initial bidding process. Thus, it may permit
a pharmacy to meet a winning bid after the bidding process is over.

The bill refers to bids that are "acceptable,” rather than to
bids that are ‘“accepted." This usage s8uggests that another
mechanism might be intended. Conceivably, an HMO could set

> The staff of the Commission has commented on a prohibition

of exclusive provider contracts between HMOs and physicians, noting
that the prohibition could be expected to hamper pro-competitive
and beneficial activities of HMOs and deny consumers the improved
services that such competition would stimulate. Letter from
Jeffrey I. Zuckerman, Director, Bureau of Competition, to David A.
Gates, Commissioner of Insurance, State of Nevada (November 5,
1986). Similarly, the staff suggested to the U. S. Department of
Health and Human Services that, in view of the pro-cempetitive and
cost-containment benefits of HMOs and PPOs, proposed Medicare and
Medicaid anti~kickback regulations should not prohibit wvarious
contractual relationships that HMOs and PPOs commonly have with
limited provider panels. Comments of the Bureaus of Competition,
Consumer Protection, and Economics Concerning the Development of
Regulations Pursuant to the Medicare and Medicaid Anti-Kickback
Statute at 6-13 (December 18, 1387). HHS has since adopted "safe-
harbor" regulations that recognize some of these contractual
arrangements as appropriate. 56 Fed. Reg. 35,952 (July 29, 1991).
‘ The staff submitted comments to the Massachusetts House of
Representatives concerning legislation, similar to H.B. 470, under
which all pharmacies could contract with a carrier on the same
terms, noting that it might reduce competition in both the
pharmaceutical services and prepaid health care programs, raise
costs to consumers, and restrict consumers' freedom to choose
health benefit programs. Letter from Jeffrey I. Zuckerman,
Director, Bureau of Competition, to Representative John C. Bartley
(May 30, 1989, commenting on §. 526). Most recently, the staff
submitted a similar comment on a similar bill in Pennsylvania.
Letter from Mark Kindt, Director, Cleveland Regional Office, to
Senator H. Craig Lewis (June 29, 1990, commenting on S. 675).

-
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criteria defining what kind of bid would be "acceptable" before
inviting or receiving the bids; then, any bidder that met those
criteria would be entitled to a preferred provider contract. It -
would be difficult to administer such a mechanism unless the HMO
announced those criteria in advance and thereby limited its
bargaining possibilities. As a practical matter, the outcome of
this "meet the criteria" interpretation might differ little from
the “meet the winning bid" interpretation; a bid that met the
criteria announced would also meet a winning bid.

The bill would add this provision to the list of practices
forbidden to HMOs. No similar requirement appears 4in New
Hampshire's laws governing insurance, medical service corporations
and non«profitlpealth sexrvice corporations, or preferred provider
organizations.

I1I. Competitive importance of programs using limited provider
panels

Over the last twenty years, in response to increasing demand
for ways to moderate the rising costs associated with traditional
fee~-for-gservice health care, financing and delivery programs that
provide services through a limited panel of health care providers
have proliferated. These programs may provide services directly or
arrange for others to provide them. The programs, which include
HMOs and preferred provider organizations, typically involve
contractual agreements between the payor and the participating
health care providers. Many sources now offer limited-panel
programs. Even commercial insurers, which do not usually contract
with providers, and Blue Cross or Blue Shield plans, which do not
usually limit severely the number of providers who participate in
their programs, now frequently also offer programs that do limit
provider participation. By offering a range of programs, payors
are trying to meet their customers' demands. Consumers can select

different program options depending on their perscnal preferences
and anticipated health needs.

The popular success of programs that 1limit provider
participation is probably due to their perceived ability to help
control costs, as well as to subscribers' desire for both the
broader product coverage and lower out-of-pocket payments that

" N. H. Rev. Stat. Ch. 420-B:12.

' N. H. Rev. Stat. Ch. 415.

? N. H. Rev. Stat. Ch. 420, Ch, 420-A.

" N. H. Rev. Stat. Ch. 420-C.
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these cost savings may make possible. Competition among health
care programs, both those that limit provider participation and
those that do not, should ensure that cost savings are passed on to
consumers. This principle would apply to all types of health care
programs and providers, including providers of pharmaceutical
services. Competition among pharmacies, not just for individual
consumers’ retail business but also for participation on a payor's
limited panel of providers, can benefit the consumer.

Pharmacies compete for the prescription business of patients,
and an increasingly important source of that business iﬁ
represented by subscribers to prepaid health care programs,
Pharmacies, pharmacy chains, or groups of pharmacies may pursue
this business by seeking access to a program's subscribers on a
preferential, or even an exclugive, basis. The pharmacy providers
may perceive several advantages to such arrangements., A
preferential or exclusive arrangement may assure the provider of
sales volumes large enough to make possible savings from economies
of scale; at a minimum, it could facilitate business planning by
making sales volume more predictable. The arrangement may reduce
transaction costs by reducing the number of third party payors with
whom the provider deals, and may reduce marketing costs that would
otherwise be incurred to generate the same business.

Third-party payors find such arrangements attractive because,
in order to win the contracts, pharmacies compete to offer lower
prices and additional services, which they can offer because of the
advantages noted above. These lower prices and additional services
help make the payor's programs more attractive in the prepaid
health care market. Moreover, the payor's administrative costs may
be lower for a limited-panel program than for one requiring the
payor to deal with, and make payments to, all or most of the
pharmacies doing business in a program's service area. Finally, it

' 1n 1989, an industry representative estimated that about

one-third of consumers' expenditures on prescription drugs would be
paid for by third-party programs. Statement of Boake A, Sells,
Chairman and Chief Executive Officer, Revco Drug Stores, 1Inc.,
quoted in Drug Store News, May 1, 1989, P. 109. More recent trade
preas reports suggest that proportion may now be over 40 percent.,
See Drug Store News, Feb. 17, 1992, p. 17; May 6, 1991, p. S1. 1In
1990, payments by private insurancse for "drugs and other medical
non-durables” were $8.3 billion of the $54.6 billion total spent
for those items that year. K. R. Levit, et al., National Health
Expenditures, 1990, 13 Health Care Financing Review 29, 49 (Fall
1991). Total expenditures for drugs and other medical non-durables
were projected to increase to §91.0 billion by 2000. S. T.
Sonnenfeld, et al., Projections of National Health Expenditures

ig;iugh the Year 2000, 13 Health Care Financing Review 1, 25 (Fall
)'
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may be easier for a payor to implement cost-control strategies,
guch as claims audits and utilization review, if the number of
pharmacies whose records must be reviewed is limited. Payors may
of fer such preferential or exclusive arrangements in several ways.
They may contract with selected pharmacies and then offer their
subscribers incentives, such as lower deductibles and co-payments,
to use the selected pharmacies. Or, in some cases such as in many

HMO contracts, they may pay for services only if they are obtained
at a contracting pharmacy.

Subscribers may prefer limited-provider programs if the lower
costs are reflected in lower premiums, lower deductibles, or

broader product coverage. Subscribers who choose limited-panel
programs presumably decide that these benefits outweigh the
inconvenience of a more 1limited choice of pharmacies, But

subscribers' access to providers, including pharmacies, is unlikely
to be inadequate, even for programs that use a limited provider
panel. Juat as competitive forces encourage pharmacies to offer
their best price and service to a payor, in order to gain access to
its subscribers, competition also encourages payors to offer the
level of pharmacy accessibility that subscribers want. If the
service availability in a particular program is insufficient or
inconvenient, subscribers can change payors or programs.
Subscribers' ability to “"vote with their feet" if they are
dissatisfied provides an incentive for payocrs to assure that

subscribers are satisfied with their access to covered health care
gervices.

Iv. Rffects of House Bill 470.

House Bill 470, if enacted, may make it more difficult, or
even impossible, for HMOs to offer programs with pharmaceutical
coverage that have the cost savings and other advantages discussed
above. Opening HMO programs to all pharmacies wishing to
participate on the same terms may affect both cost and coverage.
To the extent that opening programs to all pharmacies reduces the
portion of subscribers’' business that each contracting pharmacy can
expect to obtain, these pharmacies may be less willing to offer
HMOs lower prices or additional services, Moreover, since any
pharmacy would be entitled to contract on the same terms as other
contracting pharmacies, there would be little incentive for
pharmacies to compete in developing attractive or innovative
proposals. Because all other pharmacies could "free ride" on the
winning pharmacy's proposal formulation, innovative providers of
Pharmacy services may be unwilling to bear the costs of developing
a proposal. Thus the bill could substantially reduce competition
for this segment of pharmacies' business.

Reduced competition among pharmacies for HMO business could
mean higher prices for pharmacy services to HMOs, The higher

s O
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prices that HMOs may have to pay for covered pharmacy services, as
well as the increased administrative costs associated with having
to deal with many more pharmacies, may raise the prices HMOs must
charge subscribers for prepaid health care programs, or may force

HMOs to reduce their pharmacy benefits to avoid raising those
prices.,

Moreover, requiring HMOs to open their programs to more
pharmacy suppliers may not give the consumer benefits from greater
choice. Subscribers may already choose other types of prepayment
programs, s8uch as indemnity insurance, that do not limit the
pharmacies from which they may obtain covered services. Indeed, by
reducing HMOs' competitiveness with other kinds of third party
payment programs, requiring HMOs to grant open pharmacy
participation may reduce the number, variety, and quality of
prepayment programs available to consumers without providing any
additional consumer benefit.

New Hampshire's statutes governing prepaid health care
programs do not now prohibit limiting provider participation. For
example, New Hampshire's statute applging to HMOs contains nothing
that would prohibit limited panels, The recently adopted law
applying to preferred provider contracts,” which clearly permits
discrimination based on economic factors, also appears to envision
limited panels. It appears that New Hampshire has recognized the
potential cost-saving efficiencies of new forms of organizing
health care reimbursement.'® House Bill 470 would make it more
difficult to achieve those efficiencies.

IV. Conclusaion.

In summary, we believe that House Bill 470, if enacted, may
raise prices to consumers and unnecessarily restrict consumer
choice in prepaid health care programs, without providing any

 N. H. Rev. Stat. Ann. Ch. 420-B.

“ N. H. Rev. Stat. Ann. Ch. 420-C,. §420-C15.

¥ A recent federal court decision about competition between
rival HMOs in New Hampshire describes how HMOe with limited panels
negotiating to obtain discounts from providers and working to
control costs can promote competition, including competition among
different kinds of health care plans. U. §S. Healthcare v.

¥§3%§hsource, 1991-2 Trade Cas. [CCH] 69,697 (D. N.H. January 30,
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substantial pubiic benefit, We hope these comments are of
assistance. .

/QCfreC[ y0ur3 '

Michael 0. Wise
Acting Director
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ATTACHMENT B
UNITED STATES OF AMERICA
FEDERAL TRADE COMMISSION
WASHINGTON, D.C. 20580
May 30, 1389

Tha Honorable John C. Bartlay
Massachusetta House of Representativas
Stata House

Boston, Maasachusetts 02133

Dear Mr. Bartlay:t

The ataff of the Bursau of Compatiticn of the Fedezal Trade
Commisasion is pleased to present i{ts views on Massachusetts
Senate Bill 526, entitled_ "An Act Providing For Accessibility To
Pharmacesutical Servicea.®l 8. 526, if enacted, would raquire
prepaid health benaflits programs that include coverage of
pharmacsutical servicas, and provide those servicsa through
contracts with pharmacies, eithar to allow all pharmacies to
provide services toc program subscribexs on the same terms, or to
offer subscribars the altarnative of obtaining covered
pharmacsutical servicss from any pharmacy thay choocse.

8. 526 appeara intended to guarantae consumers groatar
freedom to choocse where they will obtain covered pharmacy
services. Thus, on quick inspection, it might be viuwed as pro-
competitive. Por the reasons wa diacuss balow, however, S§. 526
actually may reduce competition in the markets for both pharma-
¢ceutical services and praspaid health cars programs, raise coats
to consumers, and restrict consumers' freedom to choosze health
benalits programs Lhal Lhey belleve besl masl Lheir neads. The
bill alsoc appears to conflist with previocualy enacted statutses in
Massachusetts that authorize the formation and cperation of
prepaid health care programs whosa efficiant operation is
praedicated on limiting the number of health care providers --
including providers of pharmacautical services -- that may
participata in such programs.

We beliave that competition in the market for prepaid
health cars programs assurms that subacribars to such programa
will have access to a sufficient number of providers of pharmacy
“garvicas. However, even if the legislature concludes that such
access needa to be assurad through raqulation rather than market
compaetition, there are means to achieve that aim that would be
substantially less rsatrictive of competition and consumer choice
than the provisions of §. 526. For theae reasons, 8. 516 appears
likaly to have as its primary effact the pratacticn of aocme

pharmacies from an aspact of marketplace competition, at the
expense of consumers.

1 These comments represent tha viswa of the staff of the
Bureau of Competition of the Federal Trade Commission, and do not
necessarily raspresent the viaws of tha Commission or any '
individual Commisaioner. AP



The Pedsral Trade Commission ig empowarad undar 15 U.8.C.
§ 41 gt geq,, to prevent unfair mathods of competition and
unfair or deceptive acts or practices in or affecting commerce.
Pursuant to this statutory mandate, the Commission ancauragas
competition in the licensed profassions, including the health
professions, to the maximum extent compatible with other state
and fasderal goals. Por mors than a decade, tha Commisasion and
its staff have investigatad tha compatitive effacta of
rastrictions on tha business arrangements of hospitals and state-
licansad haalth professionals.

The Commisaion has observed that competition among health
cars prepayment programs and among health cars providers can
enhance consumer choice and the availability of servicas, and
lower tha overall cost of health cars, In particular, the
Commission has notad that the uge by prepaid health care programa
of limitad panels of health cars providers la sn affactive means
of promoting compstition among such providers. As part of ita
afforts to fostar the development of procompetitive health cars
programs, such as HMOs, which invelve selective contracting with
a limitad panel of health care providers, the Commission has
brought saveral law enforcament actions againsg anticompetitive
efforts to prevent or aliminats such programs, The Commission
alsoc has supported fadaeral "override* lagislation that would havae
exempted PPOs from restrictive state laws and ragulations that

2 pederal Trade Commission, Statement of Enforcement Pellicy
With Respact to Physician Agreements to Control Medical
Prepayment Plans, 46 Pad. Reg. 48382, 48984 (Octcbar 5, 1981);
Statement of Gaorge W. Douglas, Commissionar, On Behalf of tha
Federal Trade Commission, Befora the Subcommittse on Haalth and
the Environment of the Committees on Energy and Commarca, United
Statss Houss of Representatives, on H.R. 2956: The Praferred
Provider Health Cars Act of 1983 at 2-3 (October 24, 1583);
Health Cars Management Associates, 101 F,T.C. 1014, 1016 (1983)

(advisory opinion); gee alsg Bureau of Economica, Federal Trade
Commission, s;ai;.xﬂnnzz_gn_nhe_HanlLh_Mnin:snansa_gzggniznsinn
and Ita Effect on Competition vi (1977). |

3 see, 9.q,. Anerican Madical Agsociation, 94 F.T.¢. 701
(19;9), afi'd as modified, 638 F,2d 443 (2d Cir. 1980), !

r 433 U,8, 676 (1982) (order modifisd 99
FéT.C. 440 (1982) and 100 F.T.C. 572 é1982)))

8 + 88 P.T,C. 906 (1976) (consent ordar);
Fo t a « 94 F.T.C. 1042 (1979)
(conasnt oxder); ¢ :
e ! o + No, C-3226 (FTC consent order lassued Apr. 14,
1988; Eu s No. C-3243 (PTC coneent order

lasuad Nav, 15, 1988)0
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rostrict or pravent the development of PPQ programs, such as

"freedom of choice" or 'any willing provider’ provisions, which

prevent PPQB from salectively contracting with a limited panal of
providers.® The Commission's staff, on request, also hax
submittad comments to fadaral and state governmant agancias
explaining that various regulatory schemes would interfars
unnecessarily with the operation of such procompatitive
arrangements,

II. 1Ihe Proposed Leagislation

8. 526 requires that "avery carriar . . . providing or
offering any group medical or other group health banefits
contract or insurance whéch also provides or offars coverage for
pharmacsutical services'® muat provide those pharmacsutical

4 fea Statamant of Gaorge W. Douglas, gupra notas 2; Lattar
from James C, Miller III, Chairman, Fedexal Trade Commission to
Representative Ron Wyden (July 29, 1983) (commanting on H.R. 2956).

5 The Commisafon's staff has submittsd comments with
raspect to a state prohibition of exclusive providar contracts
betvean HMOs -and physicians, noting that such a prohibition could
be expectad to hamper procompetitive activities of HMOs, and deny
consumers the improved amarvices that such competition would
stimulata. Lettar from Jeffrey I. Zuckerman, Director, Bureau of
Compatition, Faedaral Trade Commizaion, toc David A. Gatas,
Commissioner of Insurance, Stata of Nevada (Novembar 8, 1988).
Similarly, the staff submitted comments to ths Departmant of
Health and Human Services suggesting that, in view of the
procompetitive and cost-containment benefits of MMOs and PPQa,
proposed Madicars and Medicaild anti-kickback ragulations ashoculd
not be written or interprated so as to prohibit varicus common
contractual relaticnships that HMOs and DPPOs have with limitad
provider panels. Comments of the Federal Trade Commission's
Bureaus of Compatition, Consumer Protaction, and RBeenomics
Concerning the Davelopment of Ragulaticna Pursuant to the

?ggéiaru and Medicald Anti-Rickback Statuta at 6-13 (Decembar 18,

6 Thara is some question as to the applicability of 8. 526
to different typas of third-party payors of health cars benefits.
-FOr example, it is not entirsly clear whether 8. 526 would apply
to programs offered by commercial insurance companies. On tha
one hand, tha bill does not specify inaurance companies in itsa
enumération of tha types of firms that ars includsd within the
maaning of "carriaer." On tha other hand, tha bill amends chapter
175 of the Massachusetts Genaral Laws, which deals with aecident
and health insurancs, and refers to "any group . . ., health )
benefits contract er insurance which alsc provides or cffars
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services through ona or more of four types of arrangemants

ppecified in the billi (1) diract provision of those sarvicas
*in-house“ by employees of the carrisr; (2) contracta with groups
of pharmacy services providera, with the proviso that "all
eligible" providers be given an opportunity to participate on the
same basis; (3) contracts with "select provider{s],' but with the
reaquirement that the carrier alsc must offar subscribers an
alternative wharaby they may obtain pharmaceutical services from
“a participating provider ogganization or group, which gives all
tangible pharmacy providers’/ an epportunity to participate"; and
(4) use of an "affiliated non-profit clinic pharmacy."

Optiona (1) and (4) describe the ways that group or staff
modal HMOs -~ which provide servicas to subscribers only at a few
centralized locations -~ typically opsrata. Thus, thess types of
HMQO programs, which are in the minoxity in most statss in both
number of plans and numher of subscribsra, probably would be
largely unaffectad by 8. 526.8 Most prepald health care
programs, however, do not provide coverad services at only a few
locations. Consequently, thase programs would have to offer
their coverad pharmaceutical benafita through one of the other
two optlons provided in S. 526, Because of this, 8. 526, if

enacted, may affect a large number cf prspaid health care
programs and thair subacribers.

III. Analyais of 3, 526

S. 526 may make it more difficult, or even imposaibla, for
many thirdeparty payors to offer, and consumers to salact,
programa including pharmaceutical coverage that have the cost
savings and other advantages of prepaid health care programs that
limit the number of providers that may participatas in the

coverage for pharmaceutical servicas." (emphasis added).
Similarly, although the bill states that covered “carriers®
include health maintenance organizations, medical servics
corporations, and nonprofit hespital servics corpocrations, the
statutes that authorize and rsgulata these entities indicata that
they are not subject to the state insuranca lawva, of which
Chapter 175, which 8, 526 amends, is a part. £ge Mass, Gan.

Laws Ann. ch, 176G, § 2 (Weat 13987); ch. 176C, § 2 (West 1987);
ch., 176A, § 1 (West 1587).

the bzll?he term "tangible pharmacy provider® is not defined in

8 seme of thease HMOs could be affactad if, for example,
they provide pharmaceutical services through an affiliatad
elinic pharmacy that is not non~profit,

4
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proqram.g Te understand why 8. 526 could have auch adverse
effects requires some explanation of how compsetition cperates in

the markets for health care services and prepaid health cars
programs, and the interrselationship of these markets.

A. Tha Xarket for Pharmacsutical Sarvices
and the Prepaid Health Carg Markat -

Providers of pharmacy services compete for the businass of
patients who need to have their prescriptions fillad, Sub-
scribers of prepaid health care programs that provide coverage
for prescription drugs reprfsent an increasingly important sourcs
of businesas for pharmaciss, One way in which pharmacies
compete for this sagment of business is by seeking arrangements
with payors that give them preferantial, or aven exclusive,
access to a program's subscribers. Payors offer such prefar-
ential or axclusivae arrangements to selected pharmacies (often
pharmacy chains or networkas of independent pharmacias) that offer
tha payor the lowest prices and best servica. The payors includs
incentives in their subseriber contracts (2.9., lower
deductibles and copayments) for subscribers to usa the salacted
pharmacies or, in some casas, pay for sarvices only if they are
obtained at a contracting pharmacy. This assures the selectad
pharmacies of mors business volume than if those subscribers
spread thelr purchases among many providars.

Thia increased volume permits the pharmacias to taka
advantage of economias of scale, such as quantity discounts for
large volume purchagzes, and to reduce their normal markup ovexr
cost for each prescription fillad undar the program. Third-party

5 gome payora may aven caase offering coverages for
prascription drugs at all, if the costs of complying with any of

the options in 8. 526 are too high for them to maka such coverage
availabla to subscribers at a acompetitive premium lavel.

10 1, 1987, paymenta by privata insurance for *drugs and
medical sundriss" were $4.7 billion of the $34.0 billion total
apent for thosa itams that year. S.W. Latach, af _al., "Naticnal
Health Expenditures, 1987," 10 ealth Care Financing Review 109,
115 (Wintar 1988), Industry representatives sstimats that,
currently, about cna-third of the $§23.6 billion conaumers spend
on presc¢ription drugs are paid for by third-party programs.
Statement of Boake A. Sells, Chairman and Chiaf Executive
Officer, Reveo Drug Storss, Inec., quoted in 11 Rxug Store News
105 (May 1, 1989). Total expsnditures for drugs and medical
sundries ara projacted to increase to $42.1 billion by 1590.
Division of National Cost Estimates, Office of the Actuary,
Health Cars Financing Administration, Department of Health and
Human Servicas, "National Haalth Expenditures, 1586-2000," 8
Health Care Financing Review 1, 25 (Summar 1987),
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payors find such arrangements attractive bacause pharmaciss
compete to offer lower prices and additional ssrvizas, Thass

benafits, in tuzn, help make the payor's proqrgxfa more
competitive in the prepaid health caras markat. In additiecn,
administrative costa to the payor may be leas in this type of
arrangement than whera the payor must deal with all or most aof
the pharmacias doing business in a program's service area.
Similaxly, it may ba easlar for a payor to implement cest-control
programs, such as claima audits and utilization raviaw, where it

has a limited number of pharmacias whosa records must be
raviawed,

Subscribers who choosa thasae programa banefit to the extent
that the lower pharmaceutical gosts offsrad by the contracting
pharmacies are raflectad in lower Premium coata. Subscribers
8electing such programs make a conscious choica that, for them,
the benafita of lower promiums, lower deductibles and copayments,
and perhaps broader coverage, outwaigh whatsvar minor
inconvenience they may encounter from having a mors limitad
choice of pharmacies, Nor are subscribars likely to faca
-inadequate accass to providers, including pharmacies, despite a
program’'s use of a limited provider panel. Subscribers can
change payors or programs, and obtain thelr health cars coverage
fzom another sourcs that offers a bettsr alternative, if the
sexrvice availability in a particular program is insufficient or
inconvenient. Subscribers: ability to "vote with their fest® if
they are dissatisfisd provides tha necessary incentivae for payors

L0 assura that subscribers are gatisfied with their access to
coverad health cars servicas,

B, 0 o) a
ic 1t Ma

S. 526, if enactad, may make it difficult or imposaible for
many payors to offer subseribers. prepaid health cars programs
that have the cost and coverage advantages described above. As
mentioned praviously, the in-house and affiliated ¢linic
pharmacy approaches are feagibla only for a few types of
programa, One of 8, 526's remaining opticns is to open the
program to all pharmacy firms ox groups willing to contract on
the same terms. Without the éxpectation of obtaining a
‘substantial portion of subscribaers' businese, however,
contracting pharmaciass may be unable to achisve the scals
economies that permit them to offer lower prics terms or

11 11 the avent that competition among prapaid health care
programs cor among providers of pharmaceutical sarvices is
reduced, for axample by regulatory constraints, thoe benefits
assocliated with permitting prepaid health caras programs to antar

into arrangements with a limited number of health cars providers
may be{diminiahed.
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additional gervices to payors. Morsover, since any pharmacy
vould be entitled to contract with a payer on the same terms ag

other contracting pharmacies, there would be little incentive for
pharmacies to compete in daveloping attractive or innovative
proposals. 8ince all other pharmacias could "frse ridae" on the
first pharmacy's proposal, innovative providers of pharmacy
services probably would be unwilling to bear the coats of
developing a proposal. This provislon of §. 526 thersfors may
subastantially reduce competition among pharmacies for this
segment of their businees.

The higher pricea that some programs would havae to pay for
pharmacy services, as well as the increased administrative coats,
would be expected to raise thg premiums that those payors must
charge for programs that includa pharmacy benefits, or might
force them to raduce thair benefits in ordar to aveid raising
premiums, Either of these effacts could reduce soma payors'
ability to compete, since their programs would be less attractive
than before relative to other programs whose operations, and
costs, would remaln unaffected by 8. 5286.

The disadvantages to subacribers of raquiring payors to open
thelr programs to all pharmacies may include higher premium costs
or the loss of broader caverage provisions, including lower
deductibles and copayments for pgarmacy servicea, that programs

‘otherwise could provide due to thg cost savings obtained through

limiting provider participation. i Thus, requiring payors to
allow all pharmacies to participate in their programs may either
ralse pricee to consumers or eliminate the choice they otharwisa
would have to selact a program that gives them csrtain coveraga
and payment benafits in exchange for agreeing to limit their
choice of pharmacisa. Subscribers already may selact othar types
of prepayment programs, such as indemnity insuranca, that do not
limit the pharmacies from which they may obtain covared services.
Thus, raquiring open pharmacy Participation may reduce the number
and variaty of prepayment programs availabla to consumers without
providing any additimnal consumar benefit.

The final option for payors under 8. 526 is to offer
anhrnrihern, in additien ts Any progyam Lhub limies pharmacy
participation, an alternative under which subscribers essantially
would be entitled to use Any pharmacy. This option also gives
subgcribers little additional choica, since they already may
choose a program that does not limit where they may obtain
Covered pharmaceutical (and othar) services whan they salact a
prapaid health care program, Moreover, complying with this

12 zyen if an employer pays the entire premium cost of its
amployess ' Coverage, higher premiums could rspregent a losa to
consumers aince those monies eould be usad to pay for additional
Covarage or othar employee benefits,
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option of S, 526 may entail substantial administrative burdens
and expenses for payors. Az discugsed prsvicusly, tgg pharmacy
costs and administrative axpanses of an "open-panal" program
are llkely to be higher than those where tha provider panel is
limitad. Consequently, either the premiums for the payor's cpen-
panel altarnative would need to be higher, or tha banefits
reduced. Since asubscribers who enrcll in prepaid health cars -
programs that limit provider participation do se¢ in order to
obtain tha cost and coverage advantages that such programs
provida, it is queationable whether many of those subascribers
would opt fozr an alternative that eliminatad thosa advantagas
with regard to pharmacy banafits,

Massachusetity ulready has recognized the benefits of
programs that limit participation by providers, including
pharmacies, by eanacting various statutes that authoriza the
formation and operation of such programs. Juat last yeaz,
Massachusetts agopted legislation authorizing "preferrsd providar
arrangements, "1? yhich permits payors offering such programs to
contract selactively with health care grovidexs, inecluding
providers of pharmaceutical services,d  go long as salaction of
those providers iz based "primarily on cost, avallability and
quality of covered services.*l8 1n addition, the lagislature
adopted statutory provisions authorizing nonprofit hospital
corporations, madical gaervies ¢orporations, HMOs, and commercial
insurance companies toc "establish, maintain, operata, own, ox
offer" preferred provider arrangements approved by the Insuranca
Commissioner. Similarly, for more than a dacada, Xassachusetts
has, by statute, authorized the formation and cperation of HNMOs,
which provide services to subscribers through selactad haalth
care providars with whom the HMO generally has a contractual
agreament., Adoption of S. 526 would appear to be anomalous in

13 an "open-panal” program does not restrict the number of
providers that may partiscipats in it, although all partiecipating
providers must agree to the program's payment tarms and other
roquiremants of participation. Other programsa, such as indemnity
lndurance, do not aven have participation agreements with
providers, se that subscribers may obtain covered servicas from
essentlally any licensad provider of thoss servicsas.

14 Mass. Gen. Laws Ann. ch. 176I (Weat 1589 Supp.)

13 The atatuta defines "health care providers" as inecluding,
among others, registared pharmacists, persons licensed to angage
in the sale, distribution, or delivery, at wholesale, of drugs or
madicines, and storss registerad and licensed for transacting

retail drug business. Ch. 176, § 1, refersncing Masa. Gan Laws
Ann. ch. 112 (Wast 1983 and 1989 Supp.).

16 cn, 1761, ¢ 4.
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light of these statutes, since it might prevent many such

programs from cperating, at least with regard to covered

pharmacy services, in the ways envisioned and authorized by
exiating statutes.

Finally, if the lagiaslature concludes that subscribers who
voluntarily select health care prepayment programs that limit
their choice of pharmacies nevertheless require additional
requlatory protection to assurs that thay have adequate sources
for pharmacy services, alternatives exist that are less
restrictive of competition and less harmful to consumers than §.
526's approach. For exampla, the stata could raquirs payors to
demonstrats, as part of their currant ragulation under the
insurance laws, that their programs provide adaquats access to
services for their subscribers, leaving the payors free to
decide precisely how to meet the requirement. This approach
would meat the concern that subscribers have adequats acceas to
services, while lsaving the payors frse to compata for
subscribers on the basis of how auccaasfully they please
subacribers in providing such access. In fact, this typa of
approach is similar to what Massachusetts appears to have adopted

in autherizing the establishmang and oparation of preferrad
provider arrangements and HMQs,17

In summary, we believe that S. 526 may reduce competition in
the markats fof both prepaid health care programs and pharmaceu-
tical servicas provided to such programs. As a consaquence, it
may raise prices to consumars and unnecessarily restrict their

fxcedom to choose health banefita pragrama that thay haliava baat
meet their needs.

17 Mass. Gan. Laws Ann. ch. 1761, § 2(c) (West 1989 Supp.)
provides that praferrad provider arrangements must maet
‘standards [apparently to be promulgated by the Commiasionar of
JAnsurance)] for assauring reasonable lavels of accass of [8ic]
health cara services and gaographlcal distribution of praferrad
providers to render those sarvites." MNasasachugetts law rsquires
HMOa to include in their subscriber contracts information on
"the locations wherae, and the mannar in which health services and
any other bonofitc may be obtainod." Masa. Gam., Laws Ann. &h.
176G, § 7(4) (Wost 1987). These !IMO asubscriber contracts ars
subject tc disapproval by the Insurance Commisaicnex {f "etha
benefits provided therein are unreasonabla in ralation to the
rate charged," (Ch. 176G, § 16) and the Commissicner is ,
authorized to promulgate rules and ragulations as necessary to
carry out the provisiona of tha act. (Ch. 176G, § 17).

9 ¢
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We hope thess comments ars of assistance,

Sincerely youxrs,

L

fray I. ckerman
Director
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A COST ANALYSIS OF THREE STATE
MANDATES TO REGULATE THE PROVISION OF
PRESCRIPTION DRUG BENEFITS

utive Su

' Background

Insurance plans that traditionally paid for prescription drugs on the basis of
unregulated charges are now using their market power to help consumers purchase
pharmaceutical products in a more prudent manner. Although specific arrangements differ,
they generally include financial inccmivcs. for beneficiaries to use a limited network of
community and mail service pharmamcs that have agrccd to provxdc prcscrzpnons and
related administrative services at a dxscount. These arrangcmcms help control the cost of
medical care and medical insurance for the consumer, while fostering information systems

that can be used to coordinate and enhance the quality of medical care.

Prescription drugs now account for about 10 percent of covered medical charges for
active employees and their dependents. For retirees with primary coverage from Medicare,

prescription drugs account for 30 to 50 percent of the medical charges not paid by

~ Medicare. Awareness of these prescription drug costs is heightened by a new accounting

standard about to be implemented for employer-sponsored retiree medical plans. For plan
years that begin after December 1992, these plans must report their retiree medical
liabilities on an accrual basis rather than the pay-as-you go basis that has been common.
When employers calculate their retiree medical liabilities, many will find that they face

liabilities of $10,000 or more per retiree in prescription drug costs alone.




In 1991 the Health Insurance Association of America (HIAA) commissionea . ae
Wyatt Company to examine the costs associated with six state legislative mandates intended
to regulate managed health care practices. This study, an extension to that report,
examines the cost impact of three state mandates that would regulate managed care
practices in the provision of prescription drug benefits. The study analyzes the lost savings
that would result if health insurance plans were required to comply with the following

mandates:

1. Any willing pharmacy provider. These laws would require establishment of a
specific, objective set of criteria for selection of participating pharmacies and
would allow any pharmacy that met these criteria to participate in the

_ preferred provider organization (PPO). ' -
2. Benefit differentials. These laws would restrict the magnitude of payment
differences for prescriptions filled in network and nonnetwork pharmacies.
Such payment incentives are the principal means that plan sponsors use to

encourage the use of network pharmacies.

3. Same state license. These laws would limit participating pharmacies to those
with an in-state license. Mail service pharmacies, as currently structured,
would not meet this requirement because they serve national populations

from a limited number of sites.

Study Overview
The initial objective of this study is to estimate the percentage savings that tightly

managed pharmacy PPOs and mail service organizations can provide relative to the




unmanaged retail environment. Following this analysis of PPO and mail service savings, we
examine the extent to which each of the state mandates would erode the savings that are

currently available.

To calculate managed care savings, it is first necessary to estimate the baseline cost
of prescription drugs in an unmanaged retail environment. This is complicated because
traditional indemnity plans do not compile complete information about drug utilization and
expenditures. These plans typically pay prescription drug benefits along with other medical
benefits after a deductible is satisfied ~ a deductible that currently averages $200 for a
single person. A large portion of prescription drug charges fall below this $200 threshold,
and beneficiaries often neglect to submit other claims for payment. The deductible and
coinsurance provisions of a traditional indemnity plan can also suppress ﬁreseriptjon drug

utilization.

We developed a baseline retail cost model to serve as a standard of comparison for
PPO and mail service savings. The model required assumptions concerning the annual
number of prescriptions per person, the mix of drugs dispensed in the acute and
maintenance categories, and the percentage of prescriptions filled in generic and trade
forms. Similar cost models were developed for PPO and mail service arrangements. The
discounts assumed for PPO and mail service models are available from multiple vendors

with a national reputation and market presence - we consider these discounts typical.
The PPO cost model indicates:

0 Savings of 18.6 percent from the retail baseline considering the PPO discount

alone.

. | o o



o Savings of 21.2 percent from retail when this managed care plan is abic t0
increase the generic dispensing rate from the retail baseline of 19.3 percent

to a PPO standard of 26.4 percent.

Mail service is not generally appropriate for acute medications that must be filled
immediately, but about two-thirds of all prescription fills are for maintenance medications.
These medications are prescribed for chronic conditions and they must be provided on 2

regular basis.

The mail service cost model indicates:
0 Savings of 11.1 percent when half of the maintenance medications are

_ furnished through mail service and all other ‘prescriptions are filled in the

-~

community pharmacy retail setting.

o Savings of 24.8 percent when half of the maintenance medications are
furnished through mail service and all other prescriptions are filled in the

PPO network described above.

These savings are contrasted with the apparent reduction in costs that occurs by
moving back to a traditional indemnity plan that requires a deductible and submission of
paper claims. In this modified retail scenario, claims submissions are 35 percent below the
retail baseline, because some prescriptions are not filled and others are not submitted for
payment. This apparent "savings" to the insurance plan occurs because some beneficiaries
are less likely to fill their prescriptions, and because they forget to submit some claims for
payment. If mandates 'makc it difficult for employers to implement effective managed care
programs for prescription drug benefits, many employers will seek plan savings through

traditional indemnity cost sharing.
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Mandate 1: Arny Wiling Pharmacy Provider

Wyatt constructed a pharmacy revenue requirement model and analyzed pharmacy
behavior for a pharmacy network with 30 percent of.a market’s prescriptions. The model
assumed that 40 percent of community pharmacies currently participate in the network, and
that they offer a discount from retail of 18.6 percent. Scenario 1 of this model produces an
overall savings to the plan and plan members of 16.7 perceni. (Savings are reduced from the
18.6 percent level because 5 percent of claims are out of network, and one percent of premz;um
costs are consumed by nerwork administration.) This savings would be reduced or eliminated

if networks were mandated to accept any willing pharmacy provider.

Given the above assumptions, expansion of the network to include all pharmacies
would complétcly eliminate the economic advantage of the network to both pharmacies and
consumers. As network participation approaches 100 percent, pharmacies can offer smaller
and smaller discounts because the potential gains in market share are so small. At 100
percent pharmacy participation the health plan must still pay the fixed costs of network
administration, but network pharmacies no longer have an incentive to give even a small

discount.

Mandate 2: Benefit Differentials

We borrowed the benefit differential model from our previous study of state
mandates to estimate the impact of moving from a 30 percent benefit differential to 20 and
15 percent differentials. The estimates from this model are illustrative, because controlled
research on the response of beneficiaries presented with these differentials has not been
performed. The model suggests that moving from a 30 percent differential to a 20 percent
differential would reduce utilization of network pharmacies from 95 percent of the total to
88.9 percent. A benefit differential of only 15 percent would reduce network utilization to

85.6 percent of total prescriptions.



The direct cost impact of moving from a 30 percent to a 15 percent differential is to
increase average plan and beneficiary payments from 82.3 percent of retail to 84.1 percent of
retail. Although this estimated cost imﬁdct is less than 2 percent of total claims cost, this
mandate would also precipitate other costs. First, differences in cost sharing arrangements for
in-network and out-of-network prescriptions create costly administrative complexities in the
caicuiation of benefit differentials. Second, bené,‘ic:‘ary utilization of cut-of-network pharmacies

can severely undercut the health plan’s negotiating position with pharmacies.

Mandate 3: Same State License

Same state license laws represent a threat to the viability of mail service pharmacies
- a threat that would vary with the extent of the regulation imposed. Requiring that
beneficiaries receive mail scrﬁc;c only_ frorg'f.in:stati pharmgcics would represent a
substantial increase in the operating costs of even the largest mail service providc;rs,
because it would require opening additional pharmacies. At the other end of the spectrum,
compliance with certain state-mandated facility standards might impose relatively small costs
on mail service providers. Rather than attempt to calculate these costs that would vary
according to the individual mandate, the individual state, and the particular mail service

provider, we modeled a range of savings that mail service can currently produce for a

retired population.

This model assumed a retiree population requiring an average of 15 prescriptions
per year in the retail setting, 70 percent of which are for maintenance medications. The
prescription drug expense for these retirees is reduced by 21.2 percent when 90 percent of the
maintenance drug volume Is furnished under the mail service option. In this scenario, mail
service alone produces savings of more than 3100 per retiree each year. These savings could

be eliminated by a same state license mandate that imposed substantial costs on mail service

plans.
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A COST ANALYSIS OF THREE STATE
MANDATES TO REGULATE THE PROVISION OF
PRESCRIPTION DRUG BENEFITS

Full Report

Background

In 1991 the Health Insurance Association of America (HIAA) commissioned The
Wyatt Company to examine the costs associated with six state legislative mandates intended
to regulate managed health care practices. These mandates would impose various
restrictions an the way that prcfen:cd provider _oi'ganizatx;on;' (PPO:s) andnutiliZati,on review
(UR) organizations are structured and operated. The result of that effort was a June 1951
report that estimated the administrative costs and medical claims costs that would result

from such mandates.

This study, an extension to that report, examines three state mandates that address
managed care in the context of prescription drug benefits. The study analyzes what the cost
impact would be if managed care organization were required to comply with the following

mandates:

1. Any willing pharmacy provider. These laws would require establishment of
a specific, objective set of criteria for selection of participating pharmacies,
and would allow any pharmacy that met these criteria to participate in the
PPO.
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Although substantial savings might also be obtained through negotiations with
comrxium'ty pharmacy nctwbrks, a plan’s ability to negotiate discounts depends on
competitiveness of the prescription drug market. The existence of mail service
organizations does much to enhance this competition. Moreover, mail service fills some
special needs that are poorly served through networks. Retired énd'disablcd persons in
rural areas, retirees who move out of state when they retire, and retirees who move south
each winter are all problematic for health plans. It is difficult to obtain network discounts
for these people because they represent only a small portion of the market in the areas
which they reside. Moreover, those with disabilities can benefit greatly from the
convenience of mail delivery.

Overall Conclusions . C.

.
-
fe

Mana"gcd care arrangements for pfrcscrx"ption dru‘gs,' as for other mcdica{ benefits,
give health care consumers the opportunity to obtain better value for the money they spend
in the health care market place. PPO and mail service programs generally furnish
beneficiaries more prescription drugs for less cost — and they do so with an emphasis on
quality. The information systems developed through these programs are opening new
opportunities for. monitoring, managing and improving the qua.lity of care that beneficiaries

receive.

Prescription drugs can no longer be viewed as an inconsequential part of the medical
plan - they represent major expenditures, particularly for retirees. In many ways the
question is not whether the health plan should be able to pursue managed care
opportunities, but whether employers will be able to continue funding medical benefits that
are not managed. The new financial accounting standard for retiree medical plans is
especially pertinent here, because employers must find a way to address this large cost that

will be such a major factor in their profitability.
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2. Benefit differentials. These laws would restrict the magnitude of paymcut
differences for prescriptions filled in network and nonnetwork pharmacies.
Such payment incentives are the principal means that plan sponsors use to

encourage the use of network rather than retail pharmacies.

3. Same state license. These laws would limit participating pharmacies to those
with an in-state license. Mail service pharmacies, as currently structured,
would not meet this requirement because they serve national populations

from a limited number of sites.

As in the original study, we attempt to estimate the prescription drug savings that
are feasible Under a variety of marfaged care sccnanos and the extent to. which thesc state
mandates might reduce these savings. We focus on measurable savings that result from
pricing discounts, generic substitution, and beneficiary choice to use in-network services.
Other savings would result from those components of managed care that are intended to
ensure quality of care and better compliance with prescription drug treatment regimens.
We can offer only limited information about savings associated with these aspects of

prescription drug managed care, but a growing literature suggests that they may be

substantial.

Context of Managed Pharmacy Benefits

The costs of employer-sponsored health care have been escalating rapidly in recent
years, and the costs of prescription drug benefits have risen even faster than other medical
costs. The Wyatt Company’s Compare™ Survey shows that the costs of health insurance
for an employee with family coverage increased by about 15 pcrccnt.betwccn 1990 and
1991. A national survey of retail pharmacy outlets shows that the average prices consumers

paid for prescriptions increased by 21 percent during this same period. Indeed, increases
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in average price per prescription understate the actual increases in prescription arug
spending because there also has been a steady increase in utilization. According to
estimates prepared by the Health Care Financing Administration, the average number of

prescriptions per aged pérson increased by 30 percent between 1976 and 1988.

Prescription drugs now account for about 10 percent of covered medicai charges fcr
active employees and their dependents. For retirees with primary coverage from Medicare,
prescription drugs account for 30 to 50 percent of the medical charges not paid by
Medicare. Awareness of these prescription drug costs is heightened by a new accounting
standard that will be implemented this year. For plan years that begin after December
1992, employer-sponsored retiree medical plans must report retiree medical liabilities on
an accrual basis rather than the pay-as-you-go cash-basis that has been common. The value
of a fully accrued medical benefit for a retiree varies widely, but a crude rule of thumb puts
it in the $30,000 - $40,000 range. Of this total, it is not uncommon to find prescription

drug liabilities in excess of $10,000 per retiree.

These facts are forcing employers to make critical choices about how they will
control their spending for health care benefits. Some employers have responded by
eliminating health care benefits, some have shifted a greater portion of costs to employees,
and many have soﬁght to preserve health care benefits by managing them more carefully.
Coinciding with employers’ growing concern about prescription drug costs is the
development of new health care delivery systems that introduce economies into the

purchase and delivery of the benefit.

In a traditional indemnity plan, the beneficiary purchased prescriptions at a retail
pharmacy, paid cash to the pharmacy, and submitted the receipt to the health insurance
plan for reimbursement. This arrangement produces several adverse consequences from

both efficiency and quality-of-care perspectives.

10

. 735



First, health plan spending for prescription drugs was constrained because some
beneficiaries hesitated to fill prescriptions that were below the plan deductible (known as
the "hesitancy effect"), and because many prescriptions that were filled were never
submitted as claims. This second factor is known as the "shoebox effect,” because of the
popular image that beneficiaries take their paper claims home and place them in a shoebox
with the intention of filing them at a later date. Many\of these claims are either lost or

forgotten.

Although the hesitancy and shoebox effects are believed to reduce claims submission
by as much as 30 to 40 percent, they also have adverse consequences. When prescriptions
are never filled, the beneficiary fails to comply with the drug treatment prescribed by the
physician. Studies show that failure to comply vmh dmg treatment accounts- for up to 15
percent of hospital admissions - an advcrsc consequencc £rom both cost and quality
perspectives. This failure to comply may also be costly to the plan if adverse outcomes

require additional medical care.

A second set of problems with the traditional reimbursement arrangement grows
from the lack of information and incentives necessary to sustain a competitive market.
Drug store receipts typically do not include sufficient information for the medical plan to
determine whether prescription drug charges are reasonable, whether a generic medication
might be available, or whether the pattern of prescription drug fills meets standards for
quality care. Traditional plans simply check to see that the deductible is met, and then pay
a fixed percentage of what was charged to the beneficiary. Given this lack of information,

it is virtually impossible to manage the benefit to achieve either cost or quality objectives.

In this traditional environment, beneficiaries are not given financial incentives or the
i information needed to act as prudent purchasers of prescription drugs; third party payers

are not empowered with information or the ability to steer market share to those

11
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pharmacies that offer discounts and collaborate with the plan to manage costs; and

pharmacies are given little incentive to compete on the basis of price or quality of care.

The advent of new computer and comrnunications technologies has made it possible
to manage the prescription drug benefit in a manner that benefits all parties to the
prescription drug transaction. In the case of full online claims adjudication, netwerk
pharmacies can now bill the health plan electronically at the point of sale. This point of
sale technology reduces the hesitancy effect and eliminates the shoebox effect. This also
delivers timely information to the beneficiary, pharmacist, and health plan. The beneficiary
now knows at the point of sale whether the prescription is covered, and what the out-of-
pocket costs wxli be if the prescnptxon is filled in generic or trade forms. The pharmacist
is able to conf irm the beneficiary’s chgibxhty -and submxt the claxm for e.lectromc
“adjudication”, which indicates precisely what the plan will pay. The third party payer gains
extensive information that creates the potential for more cost-effective management of the

pharmacy benefit.

Point-of-sale technology also enables management of generic dispensing through
‘Maximum Allowable Cost’ or ‘MAC’ programs - which limit payable charges for
multisource products to fixed amounts below the most costly available generics. Electronic
claims submission and adjudication allows careful monitoring of the extent to which gcnerics
are being substituted for trade drugs. Many PPO and mail service contracts now include
performance guarantees for the percentage of prescriptions that network pharmacies will

fill with lower cost generics.
During the same period that new technologies were facilitating the development of
pharmacy PPOs, mail service firms introduced an additional element of competition into

the prescription drug market. These firms are able to achieve economies of scale through

12
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volume purchasin'g directly from manufacturers, through highly.specializcd dispensing and
packaging systems, and through advanced information systems that collect clinical and
reimbursement information. These organizations still account for less than 10 percent of
the private sector drug volume dispensed in tl'xe U.S., but their very presence has enhanced

competition and established a new standard of efficiency.

In recent years, third-party payers have experimented with various managed care
arrangements designed to maintain comprehensive coverage of prescription drug benefits,
while encouraging more prudent purchasing decisions. In contrast to the alternative of
shifting costs to employees and retirees, these arrangements frequently represent an

enhanced beneﬁt in terms of the proportion of total prescription drug dollars paid by the

PR -
- - -

health plan. : : .
Study Overview

Mode! Development

The initial objective of this study is to estimate the percentage savings that tightly
managed pharmacy PPOs and mail service organizations can provide relative to the
unmanaged retail environment. Total savings to both beneficiaries and their third-party
payers are considered. We do not attempt to quantify savings that may result when
enhanced drug treatment compliance helps the beneficiary avoid hospitalization or other

medical services.

Key determinants of modeled savings are price discounts, generic substitution, and

the market penetration achieved by preferred providers. The first part of our analysis
presents a variety of scenarios illustrating the savings that can be achieved when

prescriptions are filled through PPO and mail service pharmacies.

13
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Following this analysis of PPO and mail service savings, we examine the imp f
each state mandate. We consider the plan spohsor’s ability to steer beneficiaries to
preferred providers, the extent of discounts that these preferred providers might offer when
that steerage effect is weakened, and the likelihood that these arrangements would remain

viable under the proposed mandates.

Data, Measurement, and Assumptions

The models used for this study require empirical data, standards for measurement,
and assumptions. Wyatt’s role in negotiating PPO and mail service contracts gives us
current market information concerning the pricing discounts and generic substitution rates

common among PPO and mail sérvice vendors; We also collected pldn data from five

- -

national carriers who market managed care products with a prcséription drug component.
Combining the data from PPO vendors, mail service organizations, and carriers with
managed care products, the data for this report draw on the actual experience of managed
care organizations that offer prescription drug benefits to over 59 million people. The price
discounts and generic substitution rates used in these models are not extreme values; rather

they reflect the current experience of prominent managed care vendors with a national

presence.

Average Wholesale Price (AWP) is used as a yard stick against which we measure
prescription drug retail prices and discounts. AWP has been likened to a "sticker price" -
it is not a price at which prescription drugs are actually bought and sold, but it does furnish
a useful standard for comparing ingredient costs of drugs dispensed in different settings.
Pharmacies generally acquire their stock at a considerable discount from AWP, and sell
them in a retail environment at a substantial markup over AWP. PPO and mail service

contracts typically provide for reimbursement of prescriptions dispensed according to a

formula based on AWP.

14

/7/‘3?



Assumptions are used in this report both for purposes of simplifying the models and
for purposes of testing a range of scenarios for potential savings. For example, we assume |
that the average supply of maintenance medications dispensed in a mail service setting does
not differ for trade drugs with no generic substitute, those with a substitute, and the generic
drug. The data used for this project show some minor differences among these catego.n'es,
but an average supply is used for all these categories. Another kind of assumption concerns
the range of scenarios to model. Few if any of today’s indemnity plans have achieved the
full potential for generic substitution, mail service market penetration, or channeling of

beneficiaries into preferred provider arrangements.

Limitadions of the Study

This s.zudy focuses on the c~c>st savings tl;xét.can be a#comglished‘t-hroixgh PPO and
mail service discounts, and through generic substitution. Managed care also addresses
quality of care, including drug utilization review, information systems that integrate
treatment profiles from medical and pharmacy providers, and provider education. This

study does not evaluate the success of such programs.

A second limitation of this study is that we estimate cost savings using relative rather
than absolute terms. The number of prescriptions per persoﬁ will vary widely from plan
to plan dependiné on plan demographics, community practice patterns, and beneficiary cost
sharing. For example, one national card plan reports that the average number of
prescription fills per year is 15 for an over-65 population, but one large retiree medical plan
is reporting 30 per year. Similar issues occur in considering the average sﬁpply and average
charges per prescription. Rather than attempt to define national standards for these
parameters that vary from plan to plan, we have stated them as assumptions and calculated

savings in percentage terms.
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Finally, this study does not attempt to determine whether some prescription” - 4
delivery systems are better than others at identifying and eliminating waste. : This study
takes the perspective that prescription drugs are prescribed by physicians for a good reason,
and the underlying medical need for Qrescription drugs is independent of the
reimbursement mechanism or delivery system under ‘which a beneficiary may obtain the
préscription. Consequently, we do not attempt to identify savings that might bz -

accomplished through the identification and elimination of unnecessary prescriptions.

Savings Under Managed Care Arrangements

In order to estimate the savings associated with PPO and mail service arrangements,
we must determine baseline prescription drug costs in the unmanaged retail setting. The
baseline retail cost scenario is intended to-be frec of the shoebox and hcs;itanéy effects, and
the costs are intended to include all costs, whether paid by the health plan or by the
beneficiary. The basic premise of this scenario is that beneficiary access to prescription
medications is not hampered by cost sharing or other utilization constraints, and the

pharmacy is paid at the full retail charge.

Prices, utilization, and generic substitution rates associated with the retail market are
difficult to observe, because the typical indemnity plan yields only partial information.
Given this situation, we constructed the baseline retail cost scenario from the claims
experience of two large national data bases. The first data base included drug charges
taken from a network that requires submission of paper claims by the beneficiary (the plan
requires this in order to retain the shoebox effect). Unlike the typical paper claims, these
included days supply together with the National Drug Code number - information that
allowed us to calculate the relationship between retail charges and the AWP for each claim.
It also allowed us to calculate the generic substitution rates in a retail setting where there

are no financial incentives to substitute the generic product.

16
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The second data base was that of a national card program with comprehensive
benefits. This data base was not appropriate for estimating retail pricing or generic
substitution, but it furnished better estimates of the average days supply of acute care and
maintenance medications that occur when comprehensive pharmacy benefits are delivered
in a community pharmacy setting. Taken together, these data bases yielded the profile of
baseline 1992 retail costs presented in Table 1. This scenario indicates a generic
substitution rate of just over 19 percent, and a relationship between AWP and retail prices

that is closely approximated by the following formula:
Retail price = (AWP x 1.0825) + $4.00

This baseline model assumes an average af 7.5 prescription fills anr.xuaﬂy per covered
person. This utilization rate is based on a population that includes both active cmploye.es
and retirees, minimal cost sharing, and full submission of claims into the reporting system.
Based on this level of utilization, the model projects a 1992 annual retail claims cost of
$241.12 per person. This baseline cost serves as a benchmark for evaluating the savings

of PPO and mail service delivery systems.

PPO Savings

Although the PPO market for prescription drug benefits is still evolving, substantial
savings are currently available. Of course the network with the best discount may not offer
sufficient geographic coverage, a commitment to generic substitution, or good performance
on various other measures related to cost and quality. The discount level we selected for
the PPO model is available from several national vendors with good records of performance

on these measures.

The reimbursement formula used for the PPO models is as follows:

Prescription payment = (AWP -10%) + $2.75

17
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RETAIL

Acute Single Source
Acute Multisource
Acute Generic

Total Acute

Maint Single Source
Maint Multisource
Maint Generic

Total Maintenance

Total Single Source
Total Multisource

Total Generic

Total

PCT OF
FILLS

11.6%
13.4%
10.0%
35.0%

42.5%
13.2%

9.3%
65.0%

54.1%
26.6%
19.3%

100.0%

FILLS/
PERSON

09
10
08
2.6

3.2
1.0
0.7
49

4.1
20
1.4

7.5

Retail Price = AWP + 8.25% + $4.00

AWPS/
Rx

35.52
15.55

7.31
19.80

34.21
27.89

9.10
29.34

34.49
21.68
8.17

26.00

Assumes no incentives for generic substitution.

TABLE 1
1992 BASELINE RETAIL COSTS PER PERSON

RETAILS DAYS/ . DAYS/

Rx

42.45
20.83
11.91
25.44

41.03
34.19
13.85
35.76

41.34
27.47
12.84

32.15

Rx

1.0
110
1.0

30.0
+ 300
1.

259
204
20.1

234

PERSON

9.6
110
8.3
28.9

95.7
29.7
209
146.3

105.2
40.7
29.1

1751

CcosT/
PERSON

36.92

2088 .

8.97
66.77

130.85
33.88
9.63
174.35

167.76
54.75
18.61

24112



This payment formula yields total savings of 18.6 percent when compared to
prescription drugs purchased for a similar population in a retail environment (Table 2).
This savings is accomplished on the basis of price discounts alone - the generic substitution
rate is held constant at the same level used for the retail model.

When generic drugs are substituted for trade drugs, the savings can be enhanced as
demonstrated by Table 3. In this model the average AWP for multisource trade drugs is
$21.96 compared to an average of $8.15 for generic substitutes. Even after the PPO’s
dispensing fee is taken into account, the plan cost of a multi-source trade drug is still more
than twice the cost of the generic substitute. Table 3 shows the impact of increasing the
generic substitution by just seven percentage po‘Tnts abave the 19.3 pcr.ccnt ‘baseline rate
of Table 2. This scenario produces savings of 21.2 percent compared to the 18.6 percent

PPO savings based on price discounts alone.

Mail Service Savings

About 65 percent of all prescriptions and over 80 percent of the total prescription
days supplied by our modeled plans are for maintenance medications. These are
medications required on a long-term basis to treat chronic conditions such at diabetes,
hypertension, and arthritis. Mail service plans can do little to address the costs of acute

medications, but these plans do offer considerable savings for chronic medications.

Mail service savings result from deep price discounts, reduced dispensing fees,
dispensing prescriptions in larger quantities, generic substitution, and the elimination of
separate charges for claims administration. Table 4 indicates an 11.1 percent mail service
savings in claims costs compared to the retail baseline. This mail service scenario is

premised on a blend of retail and mail service delivery systems, with half of the
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PPO

Acule Single Source
Acute Mullisource
Acute Generic

Total Acute

Maint Single Source
Maint Mullisource
Maint Generic

Total Maintenance

Total Single Source
Total Multisource
Total Generic

Tolal

Retail Baseline

Pct. Change from Retall

PCT OF
FILLS

11.6%
13.4%
10.0%
35.0%

42.5%
13.2%

9.3%
65.0%

54.1%
26.6%
19.3%

100.0%

100.0%

TABLE 2
1992 COST PER PERSON IN A PPO

FILLS/ AWP §/

PERSON Rx

09
1.0
08
2.6

3.2
1.0
0.7
49

4.1

2.0

14

7.5

7.5

PPO Reimbursement = AWP - 10% + $2.75

35.52
15.55

7.31
19.80

34.21
27.89

9.10
29.34

34.49

21.68

8.17

26.00

26.00

PPO $/

Ax Rx
34.72 11.0
16.75 11.0

9.33 11.0

20.57 ’
3354 80.0
27.85 30.0
10.94 90.0
29.16 f
33.79 1259
22.27 "20.4
10.10 20.1
26.15 234
32.15 234
186%

DAYS/ DAYS/

PERSON

9.6
11.0
83
2869

95.7
29.7
209
146.3

105.2

40.7

29.1

175.1

1751

COsT/
PERSON

30.19
16.78

7.03
54.00

106.95
27.59
7.61
142.15

137.14

44.36

14.64

196.15

241.12
-18.6%
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TABLE 3
1992 COST PER PERSON IN A PPO
WITH 7% INCREASE IN GENERIC SUBSTITUTION

PCTOF  FILLS/ AWPS$/ PPOS/ DAYS/ DAYS/ COsT/

FiLLS PERSON Rx Rx Rx PERSON PERSON
PPO
Acule Single Source 11.6% 09 35.52 34.72 110 9.6 30.19
Acute Multisource 93% 0.7 15.55 16.75 11.0 1.7 11.73
Acule Generic 14.1% 1.1 7.31 9.33 110 116 9.84
Total Acute 35.0% 2.6 18.86 19.72 289 51.76
A
Maint Single Source 42.5% 3.2 34.21 33.54 300 95.7 106.95
Maint Mullisource 10.1% 0.8 27.89 27.85 +30.0 227 21.12
v
Maint Generic 12.4% 09 9.10 10.94 130.0 27.8 10.18
i
Total Maintenance 65.0% 49 28.45 28.35 146.3 138.22
3
Total Single Source 54.1% 41 34.49 33.79 . 259 105.2 137.14
Total Mullisource 19.5% 1.5 21.96 22.52 209 305 32.85
Total Generic 26.4% 20 8.15 _ 10.08 .199 394 19.99
Total 100.0% 75 25.09 25.33 2'3.‘4 1751 189.98
Retail Baseline 100.0% 75 26.00 32.15 23.4 175.1 24112

Pct. Change from Retail 35%  -21.2% -21.2%

PPO Reimbursement = AWP - 10% + $2.75 .
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1992 COSTS FOR RETAIL WITH MAIL OPTION

RETAIL

Acute Single Souice
Acute Multisowrce
Acule Generic

Tolal Acute

Maint Single Souice
Malint Mullisource
Maint Generic

Total Maintenance

MAIL
Maint Single Souwrce

Maint Multisource
Maint Generic

. Tolal Mainlenance

SUMMARY

Total Single Source
Tolal Mullisource
Tolal Generic

Total

Retlail Baseline

PCT OF
FiLLS

14.3%
16.5%
124%
43.3%

26.3%

8.2%
8.7%
40.2%

10.8%
1.5%
42%

16.5%

S51.4%
26.2%
22.3%
100.0%

100.0%

Pct. Change from Relail

TABLE 4

FILLS/ AWP §/
PEASON Rx
09 3552
1.0 15.55
08 7.31
26 19.80
1.6 34.21
05 27.89
03 9.10
24 2934
0.7 83.2
0.1 67.9
03 22.1
1.0 66.39
3.1 44.88
16 22.47
14 10.54
8.1 31.33
75 26.00
-19.1% 20.5%

Retail Price = AWP + 8.25% + $4.00 Fes
Mail Reimbursement = AWP - 13% + $2.50
50% MAIL SERVICE PENETRATION OF MAINTENANCE MARKET

PPO §/
Rx

42.45
2083
11.91
25.44

41.03
34.19
13.85
35.76

74.92
61.54
21.78
© 60.26

4855
27.39
14.25
35.34

32.15

2.9%

DAYS/ DAYS/ COSV/

Rx PERSON PERSON
11.0 86 3692
11.0 110 2088
110 83 8.97
289 6677

300 a78 6542
300 149 1684
300 » 104 4.82
731 er.48

\
730 a78 4909
730 68 577
730 184 550
731 6036
4

337 1052 15143
206 327 4359
215 72 1929
200 , 1754 2143
234 1751 24142
23.7% 11.1%
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maintenance medications and all acute medications still delivered through traditional retail
channels. Although mail order supplies only 73.1 of the 175.1 prescription days per capita

under this scenario, the plan and beneficiary share a substantial savings.

The discounts available through mail service plans are generally the best in the

industry, with the reimbursement formula used here rather typical:

Reimbursement = (AWP -13%) + $2.50

The 13 percent discount from AWP is very favorable compared to the discounts
available from community pharmacies, and the fixed dispensing fee is spread over a longer
average days supply. In this mail‘sewicc'modg!-,\‘tbc main;enangc medi;:atiOns dispensed
through mail service average a 73 day supply compared to an average supply of 30 d:;ys
dispensed in the retail community pharmacy setting. Although a lower percentage of
maintenance medications have generic substitutes, many mail service firms have a good
reputation for making such substitutions whenever possible. In this model, the mail service
firm is able to substitute generics 25 percent of the time for maintenance medications
compared with a 14 percent generic substitution rate for maintenance medications

dispensed through retail channels.

Integrated PPO/Mail Service Plans

Table 5 illustrates the potential savings in claims costs that can be achieved by
integrating the PPO and mail service options. Mail service can furnish convenience and
maximum price discounts to beneficiaries who are dependent on maintenance medications,
while the PPO can furnish the acute medications and initial fills for maintenance
prescriptions. Some health plans boost the use of mail order by requiring that all

maintenance medications after the first fill be through mail service.

23



bir/

144

RETAIL

Acute Single Souwrce
Acute Muli-Source
Acute Generic

Tolal Acute

Malint Single Source
Maint Mutti-Souwrce
Mainl Generic

Total Maintenance

MAIL

Maint Single Source
Maint Multi-Souwrce
Maint Generlc

Tolal Maintenance
SUMMARY

Tolal Single Sowrce
Total Mulid-Source
Total Generic

Total

Retlall Bassline

TABLE S

1992 COSTS FOR INTEGRATED PPO WITH MAIL SERVICE

PCT OF
FiLLS

14.3%
11.6%
17.4%
43.3%

26.3%
6.3%
7.7%

402%

10.8%
1.5%
42%

16.5%

51.4%
19.4%
20.2%
100.0%

100.0%

Pcl. Change from Retall

FiLLS/
PERSON

09
0.7
1.1
286

04.

oS
24

07
0.4
03
1.0

31
1.2
1.8
6.1

75

-19.1%

AWP §/
Rx

3552
1555

7.31
180.688

34.21
27.89

0.10
2045

83.2

a79 -

221
68.39

44.00
23.72

9.00
30.56

26.00

17.5%

PPO Rslmbursement = AWP - 10X + $2.75
Mall Reimburssment = AWP - 13% + $2.50
50% of maintenance medications through mall service
29% of prescriptions tilled with generics

PPO §/
Rx

34.72
16.75

9.33
19.72

3354
27.85
10.04
2035

7492
61.54
2176
60.26

42560
2391
11.53
20.89

32.18

-1.0%

DAYS/
Ax

110
110
110

300
300
30.0

70
no
730

37 .

2.1
248

209

234

22.7%

DAYS/ COST/
PERSON PERSON

L X 30.19

1.7 11.73

116 9.84
209 51.7¢
478 53.48
14 10.56
139 5.08
731 69.11

\

478 49.09

a8 5.77

' ,.1084 5.50
I 731 6036
[}

1062 13276
259 2006
40 2042

1754 1812
751 24112
-24.8%



The integrated PPO/mail service model presented in Table 5 incorporates the PPO
and mail service discounts described above, as well as relatively high generic substitution
in both settings. Overall, this integrated plan is achieving a generic substitution rate of 29.2

percent; it is supplying half of total maintenance medications through mail service, and

'saving 24.8 percent of claim costs for the plan sponsor and beneficiary when compared to

the retail baseline of Table 1.

Prescription Drug Benefis under an Indemnity Plan

Both the PPO and mail service approaches can offer a comprehensive prescription
drug benefit to covered persons while achieving savings through price discounts and generic
substitution. Thesc managed care plans often offer a richer benefit than that offered under
a tradxtxonal major medical plan. Today s typ:c‘al indemnity plan has an individual
deductible of $200 and a family deductible of $400. Consequently, many prescription drug
claims fall below the deductible. After the deductible is satisfied, the plan typically pays
80 percent of covered charges up to an out-pocket-maximum of $1,000 per individual and

$2,000 per family.

Moreover, the traditional indemnity plan normally requires the beneficiary to pay for

' the prescription and submit a paper claim for reimbursement. This fosters the shoebox and

hesitancy effects that are estimated to reduce claims submissions by 30 to 40 percent.
Table 6 illustrates the 35 percent reduction in submitted charges that might result simply
from these two factors. This apparent plan "savings" is greater than that modeled in any
of the managed care scenarios. Under this scenario, savings result from decreasing

utilization and shifting costs to beneficiaries through the shoebox effect.
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RETAIL

Acute Single Source
Acute Mullisource
Acute Generic

Total Acute

Maint Single Source
Maint Multisource
Mainl Generic

Tolal Maintenance

Total Single Source
Total Mullisource
Total Generic

Total

Relail Baseline

PCT OF
FILLS

11.6%
13.4%
10.0%
35.0%

42.5%
13.2%

9.3%
65.0%

54.1%

26.6%

19.3%

100.0%

100.0%

Pcl. Change from Baseline

FILLS/
PERSON

06
0.7
0.5
1.7
00
2.1
0.6
0.5
3.2
0.0
26
13
0.9

4.88

7.5

-35.0%

Relail Price = AWP + 8.25% + $4.00

TABLE 6
1992 SUBMITTED CHARGES UNDER AN INDEMNITY PLAN

AWP §/
Rx

35.52
15.55
7.2

19.80

34.21
27.89

9.10
29.34

34.49

21.68

8.17

26.00

26.00

Assumes no incenlives for generic substitution.

$200 deductible and 20% beneliclary cost sharing above deductible.

RETAILS
Rx

42.45
20.83
11.91
25.44

41.03
34.19
13.85
35.76

41.34
27.47
12.84

32.15

32.15

DAYS/  DAYS/

Ax " PERSON
11.0 6.2
11.0 7.2
11.0 5.4
18.8

30.0 62.2
30.0 193
30.0 13.6
95.1

s' s

254 66.4
20.4 26.5
204 18.9
234 1138
234 1751
« .350%

COosT/
PERSON

24.00
13.57

5.83
43.40

85.05
22.02
6.26
113.33

109.05
35.59
12.09

156.73

241.12
- -35.0%



Mandate 1: Any Willing Pharmacy Provider

Background

These laws would require a managed care pharmacy plan sponsor to establish a
specific, objective set of criteria for selection of participating pharmacies and to allow any
pharmacy that met these criteria to participafc. The-underlying premise for analyzing the
claims impact of this provision is that expanding the percentage of pharmacies in the PPO
will lead pharmacies to offer less of a discount than they would if they anticipated that

network beneficiaries would be directed to a more limited pharmacy network.

From a purely economic perspective, an independent pharmacy or chain elects to

participate in-a PPO based on: . e o . ) ~ i
(1)  the anticipated number of new prescriptions that will be channeled to the

pharmacy, and

(2)  the proportion of current business that the pharmacy anticipates losing if no
discount is offered (if beneficiaries are free to go out-of-network, then the
pharmacy might attempt to retain this business at the non-discounted retail

price).

Based on differing levels of pharmacy participation, Wyatt developed an economic
model that projects the extent to which the PPO savings described in the previous section
would be eroded by an "any willing pharmacy provider' mandate. This model demonstrates

that there is a point at which further expansion is not economically feasible for either the

health insurance plan or the pharmacy providers.
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Methodology

The model is based on several assumptions that determine the point at which the
PPO network arrangement is no longer viable to the insurer or the pharmacies, but the
exact point is not the essential finding of this model. The important finding of this exercise
is that such a point exists, and the viability of PPO networks is threatened by laws that

promote unrestricted network growth. ~

Wyatt constructed a pharmacy revenue requirement model and aaalyzed pharmacy
behavior toward a typical PPO network with 30 percent of a market’s prescriptions. The
mode! assumes that 40 percent of the community pharmacies participate under Scenario
1--2a scenano that presumes adequate geographic accessxbxhty together with a discount
from retail of 18.6 percent. (T able 7) "Dﬂa chscount is based on attual market
observations, and is consistent with the PPO models presented in the previous section. It
is assumed that pharmacies wish to maintain their current average net margins, and that

pharmacies have an unlimited capacity to fill prescriptions in order to meet demand.

Scenario 1 represents the best estimate of current pharmacy participation levels in
operation today. Scenario 4 depicts the worst-case scenario in which- all pharmacies
participate in the network, while Scenarios 2 and 3 fall between these extremes. Network
pharmacies gain no market share under Scenario 4, and it is no longer in their best interest
to offer the network a discount. The value of out-of-network benefits on line 17 assumes
the availability of a major medical plan which covers prescription drugs at an 80 percent

level of reimbursement.

Conclusions
Under Scenario 1, the 18.6 network discount yields an overall claims cost reduction

of 17.7 percent, because 5 percent of claims are out of network and discounted. Claims
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TABLE 7
PPO MARKET SHARE
NETWORK SIZE, AND CLAIMS SAVINGS

Key Steerage Assumptions Scenario 1 Scenario 2 Scenario 3 Scanario 4

©®Ne W

11.
12

13.
14.
18.

16,
17.

18.
19.

2.

Percentage of Prescriptions filled in Network 30.0% 30.0% 30.0% 30.0%
Percantage of Pharmacies in Network 40.0% 60.0% 80.0% 100.0%
Network Prescriptions from New Claimants 18.0% 12.0% 8.0% 0.0%
Network Prescnptions from Known Claimants 12.0% 18.0% 24.0% 30.0%
Modeling Detal _ - T
Pharmacy's Current Prescriptions per Year 100,000 100,000 100.000 100,000
Non-Network Prescnptons 88,000 82.000 76.000 70,000
Network Prescriptons from New Claimants 18.000 12,000 6,000 0
Network Prescriptions from Known Claimants 12.000 18,000 24,000 30.000
Potential Prescriptions (lines $& 7) 118,000 112.000 106,000 100.000

. 1992 Retail Charge Per Prescription $32.18 $£32.18 $32.18 $32.18
1992 Network Charge Per Prescnption $26.17 $28.18 $£30.168 $32.18
EMective Discount 18.6% 12.4% 6.2% 0.0%

{from Table 2)
Network Use 95.0% 95.0% 95.0% 95.0%
Network Co-Pay 15.0% 15.0% 15.0% 15.0%
Vaiue of Network Benefits 835.0% 85.0% 88.0% 85.0%
Qut-of-Network Use $.0% 5.0% 5.0% 5.0%
Value af Qut-of-Network Benefits 80.0% 80.0% 80.0% 80.0%
Reimburasment - Plan 88.7% 74.7% 79.7% 84.8%
Reimbursement - Member 12.6% 13.5% 14.4% 15.3%
Reimbursement - Combined 82.3% 88.2% 94.1% 100.0%
Claims Cost Reduction 17.7% 11.8% 5.9% 0.0%
29
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cost reductions evaporate as the network grows to include all pharmacies (Scenario 4),

because participating pharmacies can no longer anticipate increased market share.

- Table 8 shows that plan savings are further reduced due to the fixed costs of
‘network administration. In this example, the marginal value of the network discount ta the
plan and plan member is 16.7 percent for Scenario 1, and -1.0 percent for Scenario 4.
Under this worst case scenario, the incentive for pharmacies to grant a discount. has

disappeared, but fixed costs of network administration remain.

Mandate 2: Benefit Differentials
Background ) ' ) -
Some states have placed restrictions on the maximum difference in benefit payments
for drugs dispensed by participating and nonparticipating pharmacies. Such provisions may
deflate the purchasing power of PPO plan sponsors by limiting their ability to steer
beneficiaries to participating providers, thereby reducing the economic value of the
contractual relationship between the sponsor and the pharmacy. The most common
mandate, which applies not only to pharmacy but to PPO arrangements ih general, limits
the payment levels between in-network and out-of-network benefits to no more than 20

percent.

In the case of pharmacy PPOs, this mandate is particularly troublesome. It not only
threatens the ability of the plan sponsor to steer beneficiaries to network pharmacies, it also
presents administrative complexities in determining whether the plan is in compliance.
Unlike the networks that are common for other medical services, a typical pharmacy
network requires a fixed copayment per prescription. Nonnetwork prescriptions are either

not covered at all or are covered under a traditional indemnity plan. If covered under an
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TABLE 8
IMPACT OF ANY WILLING PROVIDER MANDATE
ON MARGINAL VALUE OF PPO

Non-PPO PPO Scenarios
Model 1 2 3 4
Netwark:
% Pharmacies N/A 40.0% £0.0% 80.0% 100.0%
Clums_Ca;t -
Reducaon N/A b 17.7%  11.8% -5.9% . 0.0%
Network Adm. N/A $2.363 $2.383 $2.383 $2.363

Marginal Vaiue of BPQO with 15% Bass Retention

Projected Claims $241,125 $196,518 $212,720 $226,923 $241.125
Projected Premiums $283,676 $236.331 ° $253,040 $269.748 $286,457
% Non-PPO Premium 100.0% 83.3% 89.2% $5.1%  101.0%
Marginal Vaiue N/A 16.7% 10.8% 9% 1.0%
Assumptions:

0 Network administrative expense = 1% of premium income
o 1,000 subscribers

0 7.5 prescriptions per year

o Full retai cost = $32.15/prescnption
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indemnity plan, béncﬁciary cost sharing depends on whether the deductible has been met
and on the level of coinsurance required by the indemnity plan. In short, it may be difficult
to determine whether one plan is richer than the other, and the answer to this question
may differ depending on the size of the prescription and whether the indemnity deductible

has been satisiied.

Recently, some network plans have been implementing substantial benefit
differentials based on traditional cost sharing arrangements. Some of these plans take
advantage of point-of-service technologies to pay in-network services under the provisions
of a major medlcal plan that mcludcs a deductible and 80 percent coverage of in-network
services, whxle some plans are kccpmg ngtwork‘drug benefits in a carveout'plan with 1ts
own deductible and a beneficiary coinsurance requirement of 10 to 20 percent. In cxther
of the new arrangements, nonnetwork prescription fills might require up to 50 percent

coinsurance.

Methodology

In our previous study of state benefit mandates we examined the impact of benefit
differentials between in-network and out-of-network services. At that time we surveyed
actuarial opinion concerning the differentials that are considered optimal to encourage use
of network providers, and we developed a model that was applied to the full range of
medical benefits. We are not aware of studies that have examined this dynamic as it
applies to pharmacy benefits, although we are aware from discussions with industry sources
that a 30 percent benefit differential is considered strong enough to move 95 percent of

utilization into the network when the network offers good geographic coverage.

Consequently, we borrowed the benefit differential model from our previous study

to compare the impact of moving from a 30 percent benefit differential to 20 percent and
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15 percent differentials. The estimates from this model are illustrative because controlled
research on beneficiary response to these pharmacy reimbursement options has not been

performed.

Conclusions .

Modeled estimates of three levels of pharmacy benefit differential are presented in
Table 9. In this model, the 30 percent benefit differential between in-network and out-of-
network services corrcspdnds with the level of PPO savings developed in Table 2. Under
this scenario the plan and beneficiary share the advantages of an 18.6 percent network
discount, and the 30 percent benefit furnishes sufficient incentive to channel 95 percent of
utilization into network pharmacies. The rcsult‘of this arrangement is that the plan and
beneficiary together pay 82.3 percent of what thciwould have paid in the unn;ana‘ged retail

setting.

The model suggests that moving to a 20 percent differential would reduce utilization
of network pharmacies from 95 percent of the total to 88.9 percent. Assuming that the
same discounts can be retained for in-network services, this would increase the sum of plan
and member payments io 83.5 percent of the baseline retail level of Table 1. A benefit
differential of only 15 percent would reduce network utilization to 85.6 percent of total

prescriptions and increase average pharmacy payments to 84.1 percent of the retail level.

All of this assumes that decreases in network utilization would not result in a
reduction of the discount that network pharmacies are willing to offer. This is contrary to
the findings of Tables 7 and 8, which demonstrate that it is not in the economic interest of
pharmacies to offer discounts unless they are able to anticipate an increase in market share.
Consequently, reducing the benefit differential would not only increase plan and beneficiary

costs due to increased payments for out-of-network services, it would tend to reduce the
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Network Savngs
Network Use

Vaiue af Network Benefis

Reimbursement - Plan
Aeimbursement - Membder
Reimbdursement - Towl

Change from Baseine

TABLE 9

IMPACT OF BENEFIT DIFFERENTIALS ON
TOTAL REIMBURSEMENT

30% Oifferentiad

(Baasiine) 20% Oifferential
In-Net Qut-Net InNet Qui-Net
106%  00% 6% 00%
Wo%  So% “wx 11a%
0% 00% t_so%  700%
- . -~ .

T2.6% 72.0%

7% 10.0%

2.3% 0.5%

0.0% A%
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15% Differential

In-Net Out-Net

10.0% 0.0%
85.5% 14.4%

90.0% - 73.0%

.~

73.5%
10.6%
84.1%

1.7%
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discounts offered by network pharmacies. Finally, no administrative cost impact -- a

potentially significant factor -- was estimated for this mandate.
Mandate 3: Same State License

Background

In an extreme form, same state licensure would mean that the dispensing pharmacy
must be located within the state’s boundaries, a condition that would severely limit the
ability of mail service providers to offer the discounts they currently offer. In less extreme
forms, the state might require that at least one pharmacist in the mail order facility be
licensed in the state to which the prescription is sent, and that a defined set of facility
standards be met. The immediate and irnende'df“éffcct would be‘to eliminate mail service

pharmacies from competing on an equal footing with retail pharmacies.

From a consumer perspective, it is clear that mail service firms have been an
important factor in introducing competition into the retail market. With 65 percent of
prescriptions and an even higher percentage of total days supply in the maintenance
medication category, there is considerable potential for mail service. Mail service is
especially important to vulnerable populations such as the elderly and disabled. These
populations use a high percentage of the total maintenance medications dispensed through
mail service. For many of these users, mail service furnishes not only a means of reducing

their costs but also a convenient way to receive their medications on a routine basis.

Methodology
To demonstrate the importance of mail service pharmacies to special populations,

we constructed 5 scenarios that show mail service savings compared to the retail baseline
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for a retired population. In the baseline retail environment, these retirees average 15

prescriptions per year and 70 percent of all prescriptions are for maintenance medications.

Conclusions

Same state licensing requiremengs would increase the operating costs of mail service
pharmacies and narrow the cost advantage they offer in comparison to community
pharmacies. A same state licensure law that required a mail pharmacy to locate within the
state of the beneficiary would be a costly requirement for even the largest mail service
firms. Less onerous licensing requirements would impose considerably less compliance

costs.

- -

- - -

-
- - ~ . . bed

Table 10 illustrates the range of savings that might be lost to a retired group maki;xg
regular use of mail service. When 90 percent of maintenance medications are furnished
under the mail discount the prescription drug expense for these retirees is reduced by 21.2
percent. In this example, mail service alone produces savings of more than $100 per retiree

each year.

The mail service savings would be even greater for po;}ulations that use more
prescriptions, or for plans that have negotiated better discounts. As noted above, some
retiree groups use as many as 30 prescriptions per retiree per year. The discount
arrangement assumed in Table 10 is widely available (AWP -13% plus a fee of $2.50). One
national medical plan recently negotiated a mail service discount of AWP -22% with no

dispensing fee.

Although substantial savings might also be obtained through negotiations with
community pharmacy networks, mail service fills some special needs that are poorly served

through network arrangements. Retired and disabled persons in rural areas, retirees who
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1992 COSTS PER RETIREE WITH
VARIOUS LEVELS OF MAIL SERVICE PENETRATION OF MAINTENANCE DRUG MARKETY

MAIL SERVICE SHARE PCT OF
OF ALL MAINTENANCE FULLS

DRUGS DISPENSED
80% MAIL
70% MAIL
50% MAIL
30% MAWL
10% MAIL
0% MAIL

(Full Relail Basaline)

Assumplons:

70% of prescripions in baseline retail setting are for maintenance medications.

1.000

1.000

1.000

1.000

1.000

1.00

TABLE 10

FiLLS/ AWP §/

PERSON Rx

04

10.7

131

14.4

15.00

40.04

35.61

3245

29.713

21.47

26.48

REIMB §/

40.02

38.34

3630

34.64

327

32.67

Utilization averages 15 prescriplions per retiree in baseline retail sefting.
Retail service maintenance prescriptions average 30 days and mail service averages 73 days.

DAYS/

RAx

386

342

306

277

253

243

DAYS/ Ry
PERSON PERSON SAVINGS

364’s °

3648

3645

3645

364.5

364.5

386.04
409.14
432.24
455.24
478.44

489.99

PCT

21.2%
16.5%
11.8%
7.li
2.4%

0.0%



move out of state when they retire, and retirees who move south each winter are all
problematic for health plans. It is difficult to obtain network discounts for these people
because they represent only a small portion of the market in the areas which they reside.

Moreover, those with disabilities can benefit greatly from the convenience of mail delivery.

The indirect effect of restricting mail service programs could be the most significant
impact of a same state hccnsc mandate. Community pharmacies might be far less willing

to offer dxscounts if they perceive that mail service firms are no longer competitive.

Overall Conclusions

Managed care arrangements for prescription drugs, as for other medical benefits,
give health care consumers the opportumty to obiam better value for the money they spend
in the health care market place. PPO and mail service programs generally furnish
beneficiaries more prescription drugs for less cost — and they do so with an emphasis on
quality and convenience. The information systems developed through these programs are
opening new opportunities for monitoring, managing and improving the quality of care that
beneficiaries receive. For the first time it is possible to link the detailed prescription drug
data with medical claims - creating important opportunities for coordinating the care of
‘medical providers; informing patients and physicians when there are contraindications for

the drugs prescribed; and educating physicians and patients.

Prescription drugs can no longer be viewed as an inconsequential part of the medical
plan — they represent major expenditures, particularly for retirees. In many ways the
question is not whether the health plan should be able to pursue managed care
opportunities, but whether employers will be able to continue funding medical benefits that
are not managed. The new financial accounting standard for retiree medical pl‘ans is
especially pertinent here, because employers must find a way to address this large cost that

will be such a major factor in their profitability.
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Public Affairs Division Jonathan M. Topadas
181 Farmington Avenue Lonnsel
Harttord, CT CB156 Government Refanions. PZ4C
203-273-8383

AETNA PHARMACY COMPARISON BASED ON 8B 215

We have compared the actual costs of pharmacy betweaen
Aetna health plans in Wisconsin, an "open panel" state
and Texas, a “"closed" panel state in order to show the
negative cost impact of lagislation that produces an
sopen" panel environment such as Arkansas Senate Bill
235,

For just five selectsd drugs (zantac, Ortho-novum,
saldane, Praemarin and Zovirax) for a member/participant
population of 27,000, the yearly savings for Texas (the
nclosaed" state) amounted to $21,600.

For all prescription drugs, the saving generated in
Texas by the closed panel approach amounts to
approximately 7.6%. And for the entire year 1950, the
total savings in Texas amounted to $%2,321.

b
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Publie Affairs Division Jonathan M. Topodas
t“a 151 Farmington Avanue Counsel
Harfore C7 06156 Governmaent Naiatians, NC4S
‘ 203-273-4383

March 4, 1991

The Honcrable Bill Clinton
Room 250

State Capitol Building
Little Rock, AR 72201

Dear Governor Clinten:

Aetna Life Insurance Company, which covers
approximately 235,000 Arkansas reaidents under our
various employer health plans, raspectfully reaquests
that you veto SB 235.

Health insurancs cost increases are a major concarn of
’l\ enployers today. consequently, legislation which
contributes to this price spiral can have a
devastating effect on the business community,
particularly on small employers. Arkansas Senate Bill
No. 23% is such a bill, and we urge you to yato it.

contrary to the slogans.of the proponents, Arkansas
residents currently enjoy freedom of choice with
respect to their selection of pharmacists. The issuc
is whether consumers will continue to enjoy the
freaedom to choose a pharmaclist providing lower-cost
products as a result of that pharmacist's
participation in a pharmacy network.

If such a network is forced by 8B 235 to accept all
pharmacists, then the economic stimulus te provide
volume discounts (the savings of which are passed on
to consumers) would be lost and compatition would be
reducsd.

We shars the views of the Federal Trade Commission and
the Arkansas Attorney General (Opinion No. 91-047,
March 1, 1991) that bills like SB 235 are
anti-competitive. As the Attorney General correctly
notes, "...it is my opinion that Senate Bill 235 is
anti-competitive..."

yayze)
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Bill Clinton
March 4, 1991
Page 2

participating providers in a health plan network are
selected based on the size of the coverage area and
the quality of the provider (e.g., their credentials
and practice patterns). Enactment of SB 23S would
take away the consumer's right to take advantage of
this selaction process.

The enactment of Senats Bill No. 235 would constitutae
a giant step backward for consumers. Whenever health
insurance premiums rise, a certain segment of the
market cannot afford the cost. As & rasult,
employers, and especially small employers, are forced
to 4drop their coverage. Thus, ever increasing health
care costs equate to an increase in tha number of
uninsureds.

Please halp employers manage tha high cost of health
insurance and help employees retain their

coverage by a veto of Senate Bill Ne. 235.

Thank you for your consideration.

¥ incerely,

~H =T ’7’71/-»;
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Kaasas AFL-CIO

110 W. 6th St. Topeka, KS 66603 (913)357-0396

President
Dale Moore

Executive Secretary
Treasurer
Jim DeHoff

Executive Vice
President
Wayne Maichel

Executive Board

Walt Bernhardt
Mike Bellinger
Eugene Burrell
Ken Doud, Jr.
Garold Good
David Han

Jim Hastings
Cliff Henderson
John Hoover
Adrain Loomis
Duane Nordick
Dwayne Peaslee
John Rider
Wallace Scott
Allen Smith
Debbie Snow
Art Veach

John Weber

Senate Public Health & Welfarc Committee
Chairman, Senator Sandy Pracger
SB 84

I am Harry Helser, representing the Kansas AFL CIO, and I appear before you
today to oppose SB 84 which is a dircct attempt to undermine one of the few cost
containment measures of Health Care increases.

In the past few years, Labor-Management groups, HMO, Preferred Provider
Organizations and Insurance Companies have been able to get reductions in the
costs of prescription drugs, by negotiating an exclusive contract for all the
prescriptions of these groups with one or more pharmacies. The pharmacies agree
to the price reduction of the prescription because of the increase in business.
This is common business practice. We do the same thing with hospitals and
doctors.

All of you are concerned with the rising cost of workers compensation and how
to control the costs. One proposal that Labor & Management have agreed on is
the use of preferred providers.

Passage of this legislation would result in a price increase to consumers, because
SB 84 will be taking the incentive away for pharmacies to negotiate, if the same
terms are offered automatically by law to other pharmacics.

Please remember that every pharmacy has a right to contract with the groups
listed in SB 84 and offer them the best deal they can, at the time the contracts
come up for renewal.

Thank you.

Harry Helser
Kansas AFL CIO




Senate Public Health and Welfare Committee

Senate Bill No. 84

March 31, 1993

From: Academy of Managed Care Pharmacy
Patrlcla M. Kunes

My name is Patricia Kimes, and #Zadae BrecoretPhatpatybérhrey ot Abantaita Bealth
@A&/&P%ﬁs%&am}m&g I am here today representing the Academy of Managed Care
Pharmacy in opposition to Senate Bill No. 84. The Academy of Managed Care Pharmacy, or
AMCP, is the national professional society of pharmacists promoting the development and
advancement of pharmaceutical care in managed health care environments. Current membership
exceeds 1,200 which represents approximately 190 health care organizations, providing
comprehensive health care coverage for over 40 million individuals in the United States.

It would appear on the surface that any pharmacist, who is willing to participate in a managed
care provider plan, at the same costs would not increase costs to the managed care company.
An argument may be made that many independent retail pharmacies are unable to do business
with insurance companies, for a variety of reasons other than that pharmacy’s willingness to
work at the rate paid by the insurance company. An argument may also be made that opening
the network of pharmacies would increase consumer convenience, or in some manner protect
that consumer’s safety. This legislation does not address any of these issues.

This legislation only addresses any insurance company’s, or any employer group’s (that
purchases a drug benefit), ability to direct business in return for a lower cost from the provider.
Our only leverage in obtaining a lower cost of doing business is guaranteeing some portion of
business to the contracted pharmacy. In an open access system, there is no reason for anyone
to believe that any amount of business would result from a pharmacy offering an attractive price
to the insurance company. This is true amongst all of the providers of healthcare with whom
that HMO contracts for their business. This is the case with hospitals, medical providers,
laboratory services, radiology services, rehabilitative therapy services, and pharmacy services.

In 1989, and again in 1992, the FTC gave opinions regarding legislation proposed by the states
of Massachusetts and New Hampshire which would have eliminated the HMO’s ability to
selectively contract with pharmacies. The FTC concluded that this legislation would be anti-
competitive in that it would "reduce competition in the markets for both pharmaceutical services
and prepaid health care programs, raise costs to consumers, and restrict consumers freedom to
choose health benefits programs that they believe best meet their need." Therefore, the FTC
concluded that it would not be in the consumer’s best service to enact Any Willing Provider
Legislation.
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We are faced with an enormous amount of pressure to provide the most amount of benefit for
the least cost. This legislation would take away our ability to negotiate for business as well as
increase our administrative costs in dealing with an increased number of pharmacies regarding
customer service, and communicating policies and procedures regarding administering the drug
benefit. I believe that this legislation, would in the long-term, increase the costs of healthcare
to all purchasers of healthcare insurance.

The individual’s freedom of choice is exercised at the time they select a health care plan.
AMCEP believes it is appropriate to let the consumer, not government, make the choice between
an HMO, or health insurance which offers open access.

‘.

<)

el



Kansas Employer Coalition on Health, Inc.
1271 S.W. Harrison * Topeka, Kansas 66612-2302 ¢ (913) 233-0351

Testimony to Senate Public Health and Welfare Committee

on SB §4

by James P. Schwartz Jr.
Consulting Director
March 31, 1993

[ am Jim Schwartz, consulting director for the Kansas Employer Coalition on Health. The
Coalition is over 100 employers across Kansas who share concerns about the cost of

health care for our 350,000 Kansas cmploycees and dependents.

Masquerading as a frecdom crusader, SB 84 is really an attempt to weaken price

competition in managed care plans.

This nation is moving toward a system of “managed competition” for health services. In a
nutshell, managed competition means that well-managed networks of providers will
compete for patronage on the basis of price and quality of services. Such competition
relies on contracts between providers and clients, offering firm prices in return for some

volume of busincss.

A contract can assurc volume by steering patients to pharmacists who participate in the
network. For example, if you were a pharmacist and you agreed to participate in a
network, you would allow a discount on your services in return for additional patients that
the network could send you. The network can assure you of this volume because the
contract with patients is exclusive in some way, or at least includes incentives for patients

to patronize network pharmacists.

This arrangement is severely damaged by the terms of SB 84. Undcr the bill, pharmacists
who are reluctant (o participate in a network could sit on the sidelines and raid the contract

at will. Likewise, paticnts would be allowed to patronize any pharmacist who wishes (o

crash the party. The effect is to dilute the promised volume for pharmacists who

contracted with the network in good faith. When pharmacists realize that contracts can be

w%/”{zc/ /9/6//57[{/
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raided, they will no longer agree to tough contractual terms. There goes the contract.

There goes the network. There goes managed competition for pharmacy.

The issue at stake here is much larger than pharmacy. That’s why lobbyists from other
provider groups are here today. If pharmacists are allowed to raid managed care
contracts, then every other healing artist will queue up for the privilege, too. At stake is

nothing less than the viability of managed competition itself.

Managed competition promises to create an accountable, cost-effective market for health
care. As this competition heats up, it’s not surprising that some groups long for the old
days of weak market forces and look to government to turn back the clock. But difficult
changes must come to health care, including prescription drugs. Let’s try managed

competition before resorting to even tougher controls. We urge you to oppose SB 84,
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e E OF KANSAS Robert C. Harder, Ci..  .dn

Ron Todd
KANSAS STATE EMPLOYEES Susan M. Sellsam
HEALTH CARE COMMISSION Dave Charay,

Benefits Administrator

MEMORANDUM

TO: Members of the Public Health and Welfare Committee

FROM: Robert C. Harder, Chairman,
Health Care Commission

DATE: March 31, 1993

SUBJECT: Testimony-on SB 84

Madam Chairman, members of the Committee, my name is Robert Harder,
Chairman of the Health Care Commission and I come to you today to
express my opposition to this bill.

As I am sure all of you are aware, the cost of medical care and
especially the drug component of medical care, has been increasing
at a much greater rate than the overall cost of living. One of the
most promlslng methods of challenging this constant increase in
cost is managed care. The principal idea behind managed care is
to direct plan participants to the most effective care, both in
terms of cost and quality.

Under a managed care system, such as an HMO or PPO, the system must
contract with medical and drug providers. To remain price
competitive, the managed care system normally must receive
discounts from its contracting providers. The primary reason that
most providers are willing to sign a contract to provide services
or drugs as a discount rate is the promise by the managed care
system to direct more patients to the contracting providers. The
managed care system can promise an increase in patients because it
limits the number of providers within its managed care system.

This bill, if enacted, will destroy the managed care systems
ability to assure drug providers that the managed care system can
direct more patients to the contracting providers since the managed
care system could no longer control the number of drug providers
participating in the network. In the first few years after this
bill is passed, there might be an increase in the number of
pharmacies who would provide drugs at the discounted rate required
by the managed care system, but as the pharmacies saw that they
| were giving discounts without gaining any new business, the number
of participating pharmacies would decrease. Kansas would soon be
paying much more for their drugs.

et //bz/@zc)
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Members of the Public Health & Welfare Committee
Testimony on SB 84

March 31, 1993

Page 2

As Chairman of the Kansas State Employee Health Care Commission,
I have seen the cost of drugs for State employees and their
dependents increase drastically over the last few years. This has
resulted in higher copayments and higher premiums for plan
participants. Passage of this bill would undoubtedly result in
immediate increases in the premiums of all HMOs, other than HMO
Kansas, offered through the employees health program.

Although the passage-of this bill would have much less affect on
the operations of current Blue Cross plans and the HMO Kansas Plan
offered State employees since most pharmacies are participating in
these plans, this bill would eliminate future consideration of
managed care networks within these plans. In addition, passage of
this bill would be one more road block in the Commission's attempt
to get more than one organization to respond to the Health Care
Commission's request for proposals for a fully insured drug plan.

RCH/DC:bcl

cc: Health Care Commission Members
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TESTIMONY BEFORE SENATE COMMITTEE ON
PUBLIC HEALTH AND WELFARE

Senate Bill 84
Medco Containment Services, Inc.

March 31, 1993

Senator Praeger and members of the committee. My name is John
Ensley, and I am local counsel for Medco Containment Services, Inc.
Medco is the nation’s largest mail-service pharmacy. Medco
provides affordable prescription medicines to thousands of Kansas
patients through its competitively bid contracts with Kansas
employers, such as Boeing, Southwestern Bell Telephone, and Kansas
City Community College.

SB 84 has been labeled by its retail pharmacist proponents as
"freedom of choice" legislation. However, the bill regulates only
one thing - competition in the health care marketplace. The bill
would force prescription drug programs to allow any licensed
pharmacy to participate in the program, notwithstanding that the
pharmacy did not compete in the bidding process. If passed, SB 84
will reduce competition, raise health care costs, and ultimately
restrict consumer choice, all without any corresponding public
benefit.

Competition Will Be Reduced

Under the existing system, competing pharmacies are willing to
offer low prices in return for the high volume of business as the
preferred provider. Under SB 84, there would be little incentive
for pharmacies to compete in developing attractive or innovative

proposals that reduce costs.
/ﬂcﬁgixaé%j /424;;%5%9/
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Adnministration Costs Will Increase

SB 84 could result in substantial administrative burdens and
expenses for program sponsors or payors. Rather than dealing with
one pharmacy, one administrative system, and one invoice, plan
administrators under SB 84 would be forced to accept the inherent
inefficiencies of dealing with a myriad of local drug stores.
These increased costs have to be passed on in the insurance premium
or the health benefits reduced. SB. 84 may also have the
unfortunate effect of discouraging Kansas companies from offering
prescription drug benefits in their health plans.

The Marketplace Is Working

‘Payors who have entered into preferential arrangements or
exclusive contracts with pharmacies are able to assure those
pharmacies more business volume than if those subscribers spread
their purchases among many providers. This volume permits the
pharmacies to take advantage of economies of scale, such as
quantity discounts for larger volume purchases, and reduction of
their normal markup over cost for each prescription filled under
the program.

Costs will Increase And Benefits Will Be Reduced

Requiring a payor to open programs to all pharmacies may
result in higher premium costs or the loss of broader coverage
provisions, including lower deductibles and co-payments for
pharmacy services, that programs otherwise could provide due to the
cost savings obtained through limiting provider participation.

The anti-competitive and anti-consumer nature of this type of
legislation has been consistently recognized by the Federal Trade
Commission. I have provided you with copies of two recent FTC
opinion 1letters concerning similar legislation introduced in
california and New Jersey. In finding the New Jersey legislation
anti-competitive, the FTC noted:

Although the bill may be intended to assure consumers
greater freedom to choose where they obtain pharmacy
services, it appears likely to have the unintended effect
of denying consumers the advantages of cost~reducing
arrangements and limiting their choices in the provision
of health care services.

The Commission has observed that competition among third-
party payors and health care providers can enhance the
range of services available to consumers in the market
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and can reduce health care costs. In particular, the
commission has noted that the use by prepaid health care
programs of limited panels of health care providers is an
effective means of promoting competition among such
providers.

e ¢ o

Economic studies have confirmed that, under health care
arrangements that permit selective contracting,
competition helps to moderate cost increases.
Competition among different kinds of arrangements for
providing services, including those that limit provider
participation and those that do not, would tend to ensure
that the gains from these cost savings would be passed on
to the consumers of health care services, either as lower
out-of-pocket costs or improved services.

A preferential or exclusive arrangement may assure the
provider of enough business to make possible savings from
economies of scale, for example, by spreading fixed costs
over a larger volume of sales. At a minimum, it could
facilitate business planning by making sales volumes more
predictable.

Since any provider would be entitled to contract on the
same terms as other providers, there would be little
incentive for providers to complete in developing
attractive or innovative proposals. Because all other
providers can "free ride" on a successful proposal
formulation, innovative providers may be unwilling to
bear the costs of developing a proposal.

Reduced competition among providers for access to the

business represented by limited panel programs can result

in higher prices for services through those prograns.
The higher prices for services, as well as the increased
administrative costs associated with having to deal with

/2-3



many more providers, may mean that subscribers to prepaid
health care programs could face higher prices or reduced
services.

Dampening of competition for pharmacy service contracts
could cause third party payors to pay higher prices for
pharmacy services and incur the higher administrative
costs of dealing with a large number of providers.
Facing these higher costs, third party payors may decide
not to make these services available.

In summary, we believe that "any willing provider"
requirements may inhibit competition among pharmacy
providers, in turn raising prices to consumers and
unnecessarily restricting consumer choice without
providing any substantial public benefit.

The cost of health care in Kansas continues to increase.
Managed-care pharmacies are one innovative answer to these rising
‘costs. Protectionist legislation, such as SB 84, is a major step
backward from the national goal of affordable healthcare and will
only serve to hasten the pace of runaway health care costs. We
urge you to reject SB 84.
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UNTTED STATES OF AMERICA
FEDERAL TRADE COMMIBSION
WASHINGTON. D.C. 20880

¥azoh 25, 1883

The Honorable B, Scott Garrett
Chalrman, Assemhly Insuzance Committee
The Stace Apsembly

£1 Bpring Street

Newton, NI 07860

Dear Chalirman Garrett:

The staft of the Fedsral Trade Commiamion' (s pleased to
fubmit this nesponse te your request £or views on the possidle
com?etltiVo sffacts of Assembly BLLl No, 1221. Thies bLll oould
1imat the abllity of saveral kinds of health kanai(t plans to
arrenge for prescziption drug services through contrecti wiih
poviders, by reguiring that sesvices be available ihveugh
provider willing to meet the plan'y terms. The hill would
prevent limit{ng the panel of providars, and chus would
discoursge contradcts with providarg in which lower pxices are
effered in exchange fox the aegurancs of higher volumm., Thg pil)
also could dnhibit the zeali:zation of Cost savidgs, swah ag
reduced transsctics and audiving costs, made Togsible by the
ability to centract selectively. ilthough the bill mey be
intendad to assure consumers greater froedom to choesa where thay
obtalh pharmacy servites, Lt appears likely %0 Rave the
unincended ezfect of denying congumerx the sdvantages of cost-
seducing arrangeménts and limiting thair choltes in ths provigien
of{ haalth care servicesr,

I. Interast and experienes of the Stalf of the Pedaraxl Trade
Commiggion.

The Paderal Trade Commission is empowerad to prevent unfalr
mathods of competiticn &ngd unfalr o4 depaptive acts o preacticos
in or affecting commezcm.’® Purauant to this BLATULOLY mandats,
the Commission encourages cOMPETiILLICH 4h the licensed
profeesions, including the health care professiont, to the

maximum oxtent campAtible with othey stata and federal gqoais.

‘ Phase comments ase the views of the a¢aff ¢ the Pederal
Trade Commission, and do nét necessarily repressnt the Yiews of
the Commisaian or any LR@LviAual Commlssioney.

' 15 U.5.C. § 41 AL pmg.
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The Henorable E. Sgott Garrett
Page 2

for beveral yeers, the Commission and its stafl have investigated
the competitive effects of cestrictions on the businass praccices
o4 hospitels and ttare-licansed health care professionels.

MThe Commission has observed thet competition ameng third-
parcty payors and health oars providers cen enhance the yange ol
services available to consumers in the market and can reduce '
health care covts. In persicular, the Commissicn has noted rthat
the use by prepsid heslth etere programs of limited panals of
health care providers is an effective nmeans of promoting
competition among such providers.” The Commission has taken Liw
entforcament ac-ien agalnet anti-competitive G2forty O suppsens
or eliminate hoalth oare programs, swch as health mainwenance
organizétions ‘nxno-an%, that uee galective contracning with a
Limited pangl 5¢ henlth care providarx,” The stafé of tTho
Camnizeion hee submitted, cn reguest, comments to fedsral and
state govarnment bodies about the effects of vazious requlprory
schapas on the compesitive operation of such Arrangemenste.

§ poderal Trade commissien, Statemsnt ©f Enforxcemant Policy
¥ith Regpacs to Physician AQTeemants to Contral updxagx
Prepaymens Piang, 48 Fed. Reg. 48882, 48584 (Ootopmr 5, 16E1;;
Bratament of Gasvgs W. Dowgles, Commigsionsr, Ok Behelf of whg
Pedezal Trade Commission, Before the Bubcommittes on Hesalth and
the Pnviropnment of the Committee on Energg and Commerce, United
States House of Rgpresentetives, cn X.,R, 2956: The Prefserzed
providey Heaith Cave Act of 1883 2t 2-3 (Dovober 24, 1§83,
Heploh Care Manngement Agsecisteg, 101 F.T.C, 1014, 1016 (3983)
(agvisory opinion). Age alep Buresu of Econamics, Pederal Trade
Commisedon, Staff Report cn the Health rMalntenence Organisation
end Its Pffacts on Compsatitien {i877).

‘ Lge, gy slopd L orp. of R , B8
F.P.C. B06 (1576); american Xedica) Agmociatisn, $4 *.T.C. 703
(1879), aff'd ae_modified, €38 P.24. 443 (2d Cixr. 1380), aff'd by
aoegually asvider cours, 458 U.s. 676 (L8B2); EQXnas
SYARSM MeHiopl Sneff, §4 P.T.C. 1042 (1575)7 an§EZI:§§§§%fg£

28 b-m_ﬁnwum, 12 P,T.Q. 478
(1968); Eugene N, Addison, X.D., 113 F.7.C, 33% (i588); madigal
§epfs of “wely ~rop Horeiteld, No, C-3343% (consant Order, Sepk.
10, 19%2); : ¢ ot Rre & [~ ser, No.
C-~3344 (consent ordex, Sept, 10, 1591): see & zine
gf Anpethopicinxiews, §3 F,T.0. 101 {1879)}

Yup., 98 F,T.C. S8 (L1861).

* The £uas! ¢f the Commissien B sommentmd on & prohibition
| 0f exclusive provider conszacts Petween MXO'x and physiclians,
| nOLing ohaT Zhe rrohikitlon gould be expestad to hampér prow
compevitive and teneficiel ectivities 0§ HMO'¢ 2nd deny consumers
(continued...)
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The Honorable E. Scott Garrett
Page 3

Several of these comments hava addressed "any willing provider*
requiraments for pharmacy and other health Oare pervice

contracts.

T?. Description of A.B. 1221,

phis bill would require nMO's, hoepital and medical ssxvice

lans, and health (nsurance plans that offer a prescriptien drug

encfit ©o permit plan subscribers to obtain drugs 2zom any
phezmacy .’ !n adddtion, it would requirs %net any ph&rmaiF =X
permitted to participata .in a praferpyed or contract provider
progzap if the pharmacy was willing to acoaept tha program's
cearme .. It would require that copayments, Zees, or other
conditions be vhe same for all participaring pharmacies,
including mail order pharmécifs, and would foxbid recuizing thae
use of mail coder pharmaciea.’ The bLll srates axplicitly thas

(v, continued)
the improved sarvices that puch competition would stimulate,
Gas, p.g,, Letter fyom Burean of Competition o David A. Gates,
Commiscionar of Ingurente, Stats of Nevada (Novambar 5, 1$86).

Vmne stef? submiited comments t& The Xassachisstts Rouse cof
Repregentativas about legislation to regulre prepaid neslth caxe
programs to contiadt with all pharmacy suppliers on the samae
varms (or offer subscoribers the altarnative of ualng any pharmascy
they might choome), Lettes fzom Buresu €3 Conmpatition to
Rapresentative John €. Bartley (May 30, 1988, comménting on 5.8,
826). ™he sveff hes submitted similaer comments on similar
legsslation in Pennsylvania (letcer from Cleveland Reglons)
Offica to Senator H, Czalg Lewis (June 29, 1990, commanting on
8.8, §7%)), New Rampenire (letter fzom Office ¢f Consumer and
Competition Advozaay to Paul J, Aliano (Xezdh 17, 1882,
commenting on K. B. 470)), and California (letter from Uiflce of
Consumer and Competitien Advocacy to Sanator Patrick Jehnstosn
(Juna 26, 1862, commenting on 3.8, 2986)). Bes_alse lertter Srom
Qf2ice of Consumez and Competition Advecacy $6 Xontana Atiorney
General Joseph P. Magugakx {Fedruaxy i, 199§), commanting on &
proad "any~wlillingaprovidax® ceguirement on PPO'%,

" Assembly, No. 1221 (“A-1221%), §sl{a)(l), 2(a)(1),
3(ay(iy, 4{m)(dy, S(a)(d), {a)(1).

®A-122%, $HL{&)(2), 2(d)(Z), 3(a)(2), 4(R)(2), H(8)(2),
6(a)(2).

Y A-1221, §83fe)(3), L(a)(3). 2(6)(3), 2({R)(4), I(a)(3),
3¢a) (4), 4(a)(3), 4(a)(4), B(&Y{3) s(a)(4), t(a}(33, %<.S<§;.
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The Honoreble E. Scott narreLt
rage &

4t L§ not inuended te add o or inerease the socopa of benafits
provided undar group contracts or by KMO's,

mhis comment will focus on the ‘any willing providez"
aspects of the bill, that Llf {te rogquirement that all providers
pe pecmitted to paxticipate .on contracts to provide searvices, and
on Lts effective pﬁohibi:imn of axclusive coatzasting for
phazmacy services. our concetn here Ls printipally with the
Lltimat« effecce on the coasumer that result from cocmpatition, o
1ack of it, ameng providers of health care sezvices, inaluding
pharmacies, This comment sdcresses ths effects on consumers of
the bill = regulsetion of contzacts in which inguranca companies
and heslth cexp plans =uch ap HMD's act ad purchagers of health
cere serv.ces,

111, Competitive importanca of prograds using limited provider
panels.

Over the last tweaty years, financing asd Galivery Erogremg
that grovide nealth care services through & limited panel ©
nealth caze providers have proelifazated, in IESpOnNAA te
intreasing damand for weye t¢ moderats whe nising coests
apsocieted with tradiciontl fen-for-parvits health care. Theswe

10 w3721, §6L(B), 2(k), 3(b), 4(®). B(B), B(D).

1\ mhg bill may aleo calbe some iseues, vhich this comment
will not address dlrectly, rwiated %o the regulation of mbile
ordaxr phazmacy service, Rivalry between mail ordes pharmaties
and osher providers, such as chain and irdepandent pharmact.l,
nag drawn considersble interést, but few systematic studies o
aLffarances .Ln coste and gservices have eppéazed, &nd thOss trhec
have been repcrsied erze ditficule 40 inmverpret, TFOr axample, one
sTudy sponsored by & third-party clalips pROCessOr ound that mail
order service was assoclavted with soemewhat lower unit cot%s, but
somewnhat hieher ovarell costs {(to the amployex pponsoring tha
repayment pian;, suggesting ehat meil order srrahgemente might
produce not only seme efficiencies and lowes prices, DUt RIED
some changes in puschasing and nsage habits, pee foxieht, Xall.
ordes Pharmaceusicels, 44 Am. J. Hesp, Fharm. 1870, 1873 (1887},

2 phe Commission hLag no jurigdicticn over the business of
(neuranca. “ontracts betwaen hailth plans and zeyvica proviiere,
and regulacicns of those contracts, & Dot lovalve 4he "Dusinags
of ingurance for purpcsed ¢f the antitruet axemprien of the
Wetaryan-Targusen Aet, =8 U.8.C. ¢§ 208113, end the axcivgion
seom Feoderal Topda Cemzission juxisdictisn, 15 UL6.C. 6§46, Sw==

Grour rife i Mesith Ing. Jo. S ROYRL LINZ LD, deh U5, DD
(187%).
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+he Honorable E. Scort Garrett
Page 5

programs may provide services direotly or arrange for othars €0
provide them. The programs, which intlude EMO's and preferred o
¢ontzact provider panels under other kinds of pians, © ically
involve contractual agreements bectwean the peyer and the
participaring health care providers, Man{ sources now offer
limited-panel programs, Fven commercis) nsurers, which in the
st did not usyally contraéct with providers, and Xlue Cross or

«ue Shiald rplans, whieh do net ngnelly limic severaly the numbes
¢f providere who participate im their programs, now frequently
elao offer programe that de limiw proviaex participatien,

The popular success of programs that 1imit previder
PaTLicipation &ppears to be due largely to their peroeives
ebllity to help contznl costs. EDeonomis stucies have ¢onfirmed
that, under health cars anzangements that permit selemccive
contracting, campetition helix O moderate cost intreases.’
Comperition smong different kinde of ezrangements for poeviding
services, Including those that limit provider pazticiparion anpa
those that do not, wauld tend t& snsure that the galins frem thesme
CoBT mavings would be pagsed 3n to the consumers oY health gave
6eXviCeR, either &1 lower out-ofepocket coste or improved
services.’ This principle would appiv to ail types of healsh
Tare payment progrems and health ecarq providers.

mevidezng compets, ultimazgly, for the pusiness of patientg,
A phArmacy or osher pyovicer may pufsue the dusinest of
sugscribe:s Lo PPO Or HXD programs by seexing access vo Thoem
subseribers on a preferensiel, v even en sxelusive, Dagiz, Tre
provider mey percelVvs sovera) QVERTAgCS to sugh Arrangemente, A
prolerantial or extlusive AITANQEMENT MAY XZREUTG the previcer of
*Nough DusSineas to maxe pokiiPdle SAVINGE Irom economies of scale,

¥ Studies have exemined the compstitive affaecy of

selective contracting, (n partitular Californise's cxpesionce with
pecmitting hospitals to contrace selectively. goa, A, T,
Robinson and £, 8§, Fhibbs, SXhdnanion af Mediced Hoe Ly

OnEEAschd LL.pe2iYernis, B O, Health Baon. 437 (1888) . Thnie
etudy found shet ehifoing frox CoRT-relmbursement Lo permitting
selective ceniracting modurated increasmm in hogpital cores,
Particulaxly in more competitive loesl maerkets. This study
concentreted on nedieaid éxperiunce; however, furthay grudies
based on privese health insuIance experisnces oonliry these
tindings. fas, £.85., B, Dranove et pl., Ig Hoppis BT LY

Eﬁﬁ&aﬁx&l_ag RAND J. Econ, 247 (1882): gep 210 O, Xalrn{ok et
e - ELougaure And By Doy

ﬁ:l.ol . .
t.'Qg 4 - -{m ; 1} . 0¢ Heelzh Fcon, 217 (1992)\

In addition;, empleoyex:s that realifs savinga in Sheir
Retlth cere ZOBTE MAY Dars whage savinge on o huyare cf ihels
firms' goole end sarvices.
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The Honorable =, Scott Gergett
Page 6

1o axample, Ly spreading fixed costs over a lazger volume of
sales, At a minimum, it could facilitate business planning by
making sdles volumes more prodivtable, The arsangement may
reduos transacuion costs by reducing the number o third=party
peyors with vhom the provider deals, and mey reduce marketing
costé that would othervise be incurred to genarate the same
business., To get accees to the bueineszs and the edvantages
fepresented by thaese programs, pharmacies and other providers
compate with each othex, offering lowes prices and addltional
gozvices, wo grt the payers' contracts.

Thirdeparty ptgo:t may find puch errangements atTractive
because they would benefit frem the providers compatition.
Lowezr price# pald to providers could mean lowey ocoGts 207 the
Thirg-party peysr. Not only might the amfunue paid our far
sexrvices be lower, but in additvien Adminlstrative costs might be
lover for & limized-panel £Ogram than for ane requiring whe
PAYCI TG deal with, and make paymants to, sl or most of tha
previdecss dolny busineses in a4 program's Revvice Arek: A payer
might £ind it eapler te implament cost~gontral etratogies, guoh
as claims sudiss and utiliratien raviaew, {f <he number of
providers whoss records must be raviewed is limited., aAnd lover
Frices and additicnal services would halp make the paycs's
Programé moré AttrActive in the prepaid health care market,

Consumers too may prefer programs with Limited or prefeysey
rLovider pansls, LI the competlition among previders leads to
AOVer prices (whish may take the form of lovey Erumiumz oy
deductibles) or othaer advantages. Conmumsr prelerence for xuch
pProgramsé would presumably mean that, in the CONBUMGEE ¢ View,
these advantagas would cutweiQn the disadvantages of linmteing the
cholce of providers, suth as redussd convenisnca or who
cocasional need te use & provider that is mot part of tha payor's
centracted service. Limitatione on cholce ave unlikesly €0 be s
BEVETE Tthat consumers' accest to providere s insdeguate, Por
JUST BE COmpetitive forrog encouxedw providers te offar their
De&t price ang Bervite combination To a peyor in order to gain
adtess to Iis zubsoribess, competitisn world alzo enoouUILge
~AYOZS8 TO etteblish sesvice exramgemsnta that offer the level o¢
tccessibility chat suvbecribers waht, To “he axTenT that
COnSUmEIE Can chanyge programs or payors if They are dipsasisfied
with service svailebility, ére have en lnceontiva va asghre
“het the srrarngements they make &n: dalivery of covared health
care services satizfy consumers,

® Fer corsumers in enployer-provided heelth care programe
het offier nc choloes o2 diffsrent Llevels cof sesviea
avallapllity, changing programe ponld fequire changing sodbs. But
RTpioyers neve &N ‘ncantive to add euticnt LI theiyr gmp oyees gre
Sipseris?ied,

e,
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rv, Effects of tany willing proviger’ requiremants On limited-
panal progrems.

“Any wiiling provider reguirements and bans on exclusive or
preferentieal sontracting may limic firms’ apility to reduce the
cost of delivaring health cars witheut providing any supstcantial
publie penefit. They may make it mors gigfiouly for thirdeparty
payors to offar programhs that have the cost savings and Otha&r
sdvantages discussed above.

Beceuse the bill would reguire that phazmacy parvices be
available from any registered pharmacy, it would rule o&ut
antoring ex2lusive CORtLACTE with & panal of partziculaz pharmecy
providezrs, 1t would &ls0 forbid offeéring An incenptive, such & a
lower copayment ér fee, to uvae parcicular providers' services.
Thus the bil] would deny two means of ensuzing that & contracting
pharmaecy would obtalin & gubstantisl portien ol subscrlibexs!
brginess. WLThout thet volume, & wouldebe sontracting provider
may be uneble to achievs econemics of scele and oifez lower prics
rarmg or tdditional services,

Tven in tha axsefica ¢f economies of soale, Tequiring that
progréms be open to all providexs w&shing ts participats on the
tane terms could digcouxade eifored o olfer lower pricas oY
additions) services. $ince any providers would be entitied w0
contract on the same tssms &8 OTher providers, there would be
liznle incentive for providers to compete If developing
xTTTaCTiVE 6 innCvative propesels,  Because all othar providars
can "free cide” on & euccessful proposal formulation, innovetive
providezs may be unwiiling TO bear “he costs of daveloping o
BuopcEal. Thus tany wiillng provider” reguizenanty DAy )

ubstantizlly reguea provider compezition for shie regmant oI
thelir busineex.

peduced sompetition amony providaers fer &CCeBE O W
wesinese represented by limited panel pIofiamE cen rasult in
higher prices for fervicas through whese programs, The highsr
prices for gervicar, &8 wall &8 the incressed administygtive
fomes agescleted with Naving to Gasl vith mahy meFe providers,
may mesn that subscribers o prepaid mealih cers grograms feuld
fame Righer prices or reducsd sarvices, ’

Moreover, requiring pPrograme to be opeh LO moIe providers
may not give the consumer any addivienel advansagex of grestar
choice, if sensumers mnay &lresedy chooss other Types ¢f prepaymant
progzems witlh fewer iimits on The providers £ram which they mey
opTLin covered semmcices. tndead, Seguliing open prrrisipetian
mey reduce the cptisns avelilable TO SOREUMETR ¥itnout providing
any additicnzl coheumeaz deneiit,
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Dampaning of competiticn for pharacy service oontractd
could caure third party iavara to pey higher prices for phermacy
services and incur the highsr admini{strative cests of dealing
with & large number of providezs. TFacing these higher costs,
third party payers mey decids not o make these saxrvices
mvaxlggle. Thus & result of the prohibitions of A-1221 may be to
1imit consumers' ability t6 select among alternative delivery
rystems fox pharmaceuticel services,

v, Conclusion.

3n summary, wk beliave that "any willing provider”
reduiremencs mai innibplt competition among pgarmacy providere, Iin
turn reieing prices to consumerzs and unnecessarily restricting
consumer choice without providing any substantial publie benetic.
We hopa These commants ATw Of ASELSLANCK,

Bﬁﬁéﬁ onY,
[ [l

/
ichael O, Wige
Acting Director

e



L. Daniel Jorndt

President

Walgreen Co.
Corporate Offices

200 Wilmot Road
Deerfield, lllinois 60015
708-940-3002

March 25, 1993

Senator Paul Burke
President of the Senate
Room 359-E

State Capitol
Topeka, KS 66612

Dear Senator Burke:

Walgreens is concerned about an Amendment to Senate Bill 84 which is before the
Senate. This amendment concerns Freedom of Choice for pharmacies. Similar
legislation was considered but not passed by the Kansas House of Representatives
during this Session (House Bill 2117). If passed, this so-called "freedom of choice"
legislation could increase the costs of prescription drugs in Kansas. S.B. 84 would
disrupt the competitive process used to contract for pharmacy services at a time
when employers and other payors of healthcare benefits need to manage and control
costs. Because of the potential to increase healthcare costs, there should have been
a hearing on the amendment to S.B. 84 which did not occur.

Walgreens operates traditional community pharmacies and a state of the art mail
service facility. All of our pharmacies provide a level of pharmacy care second to
none. There can be no quality of care issue that would justify enacting the
amendment to S.B. 84. This legislation seeks to restrain the cost efficient delivery of
pharmacy services. It could also discourage employers from offering prescription
benefits in their health plans. -

I respectively ask you to consider my views in your deliberations on this important
piece of legislation and vote "no" to a bill that encourages higher healthcare costs
and was not part of the hearing process.

Very truly yours,

ST/
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Wausau Insurance Companies

A Member of the Nationwide® Group

February 5, 1993

The Honorable William M. Bryant, Chairman
Committee on Financial Institutions
and Insurance
Kansas House of Representatives
Room 112-S
State Capitol
Topeka, Kansas 66612

Re: Oppose Kansas HB 2117
Pharmacy "Freedom of Choice" Bill

Representative Bryant, Wausau Insurance Companies is a major
provider of employee benefits for employers in Kansas. Our Kansas
employees, retirees and their families use a regional prescription
drug program to purchase prescription drugs and pharmaceutical
supplies. This program is designed to provide safe, effective
prescription drugs in a cost-efficient manner.

House Bill 2117, however, places restrictions on our attempts to
control prescription drug costs. It would require prescription
drug programs to permit any licensed pharmacy or pharmacist to
participate in the program.

This would hinder our ability to contract for services with
pharmacies willing to reduce costs in return for increased volume.
It would also eliminate any incentive for pharmacies to compete in
developing attractive or innovative proposals that reduce costs.

A similar proposal was vetoed by the Governor of the State of
California. The Federal Trade Commission and the Health Insurance
Association of America also concluded that such legislation would
undermine the cost containment efforts that many health care
service plans have implemented for their prescription drug
services, and would result in increased costs for pharmacies and
ultimately higher premiums for employers and individuals.

2000 WESTWOOD DR ¢ WAUSAU WI 54401-7881 e (715) 845-5211
MAILING ADDRESS: PO BOX 8017 ¢ WAUSAU WI 64402-8017
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William M. Bryant
Febuary 5, 1993
Page 2

We feel this is unacceptable in an environment where health care
costs are approaching crisis levels. Wwe respectfully urge you to

Oppose HB 2117. We would appreciate hearing your position on this
bill.

Sincerely,

E//éf E L ]

R. Baumgart, F.L.M.I.

Government Affairs
gb/93/feb/15ksh2117

CC: Committee Members

A2 AT




Ronaid D, Hovis
Duactor Benetits

One Beli Center

Imone 314 2357020

@ Southwestern Bell ( o oriiion

4;“

Fébruary 15, 1993

The Honorable William M. Bryant, Chairman
Committee on Fipancial Institutions and Insurance
Kansas House 0f Representatives

State Capitol, Room 112-S

Topeka, Kansas 66612

Re: House Bill No. 2117
Dear Chairman Bryant:

Southwestern Bell is a communications corporation employing
60,000 employees both nationally and internationally.
Approximately 3,500 of those employees reside in the state
of Xansas. These employees utilize and purchase medical
sérvices and prescription druge through Company-sponsored
benefit plans. This letter serves to communicate our
opposition to House Bill No. 2117.

If enacted into law, this Bill, which seeks to impose
regstrictive conditicns on prescription drug programs, would
reduge competition, ralge health care costs, and ultimately
restrict consumer choice, all without any corresponding
public benefit, because:

Competition Will Be Reduced

Pharmacies would have little incentive to compete in
developing attractive or innovative proposals that reduce
costs because they would be entitled to contract on the same
terms as other contracting pharmacies.

Adminiptration Costs Will Increase

An "any willing provider" arrangement may entail substantial
administrative burdens and expenses for payors. These costs
have to Le passed on in the premium, or the benefits to our
employees will have to be veduced.

S Lowre. Missourt 63101
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The Marketplace is Working

Payors who have entered into preferential arrangements or
exclusive contracts with pharmacies are able to assure those
pharmacies of more business volume than if those subscribers
spread their purchases among many providers. This volume
permits the pharmacies to take advantage of economies of
scale, such as quantity discounts for larger volume
purchases, and reduction of their normal markup over cost
for each prescription filled under the program.

Requiring a payor to open programs to all pharmacies may
include higher premium costs or the loss of broader coverage
provisions, including lower deductibles and co-payments for
pharmacy services, that programs otherwise could provide due
to the cost savings obtained through limiting provider
participation.

Southwestern Bell Corporation supports and practices the
concept of managed care through the provision of provider
networks, which also include networks of pharmacies. This
Lill would prohibit the provision of effective cost
dontainment practices of this nature., In order that we may
continue to provide comprehensive levels of benefits, we
Must make the most efficient use of our benefit dollars.
Therefore, Southwestern Bell Corporation respectfully urges
You to oppese House Bill No. 2117,

Sincerely,
e / ;
E ol (Al
-
) RON HOVIS
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' MEDICAL MONEY-SAVERS

Tips can keep costs down

B Break your New Year’s resolutions yet? Well,
it’s never too late to start saving money.

The National Emergency Medicine Alliance, a
CONSumer group, says America’s health costs could
be cut $40 billion in 1993 if we all followed these
tips:

B Rely on “front-line” primary physicians: Don’t
get routine care from hospital emergency rooms or
seek new specialists for every ache and pain.

B Insist on generic drugs: Generics save 30 percent

or more over brand name drugs. Additional sav ings

come from mail-order prescription services.

M Talk to your doctor on the phone: Most trips to
the doctor are for simple problems such as colds that
don’t require an office visit. Take advantage of your
doctor’s phone hours.

B Know your insurance before you need it: Find
out before elective surgery if your insurance covers
the operatlon Healthy adults can save on premlums
by increasing their deductible. Coordinate insurance
with your working spouse, so you don’t duplicate
coverage.

B Beware of unnecessary tests and hndden conflicts

of interest: An estimated 40 percent of medical tests

arén’t needed. If a test or radiation treatment or
physical therapy is ordered, ask your doctor if he or
she has a financial stake in it. ;

= Always get a second opinion.on surgery and
never accept hospnal bills at face value: Second
opinions result in reccommendations of no surgery in
one fourth of cases. Most hospital bills contain
errors, many with substantial overcharges.

2F



" By MARIANN CAPRINO .~~~ %~
- The Asspciated Press e o

® The drug business suddenly -
1S ‘crowded Wlth new players,- o short this month whena $411 million merger with

' ‘each vying for a pieceof a .« .
- mushrooming $4 billion market

\

A

' EW YORK — The race is on to sell drugs
by mail. - ) Tl 3 $

A sleepy, back-office operation jlisf a de-

. cade ago, the mail-order drug business suddenly

is crowded with new players, each ’vyihg.;op:a

;i piece of a mushrooming $4 billion market. - .- -

It doesn’t mean the postmani-is about to replace”

your neighborhood pharmacist, but it is changing -

the way millions of Americans on health plans get.

“ prescription medicines.

Seventy percent- of all prescriptions are for
“maintenance drugs,” taken regularly for such
chronic ailments as arthritis and high blood pres-
sure.
1t is this business mail-order pharmacies are
after. They sign up big corporate clients — like
General Electric, Alcoa and Mobil — with the
promise of cutting companies’ health-care-benefit
drug bills by up to 20 percent. .

Savings come in many ways. Mail-order phar-
macies buy in bulk and therefore can muscle
significant discounts -from drug manufacturers.
They work: to substitute cheaper brand-name
equivalents or generic drugs. Even large
mail-order pharmacies with geographically dis-

. persed_clients can operate out of just a’few

places, minimizing overhead.

These centralized pharmacies aren’t mere store
rooms crowded with jar-filled shelves. They ‘are
state-of-the-art operations that use computers to
monitor patients, robots to retrieve pills and ma-
chines to-count them. ' S

Mail-order pharmacists don’t have to walk over
garden hoses or point customers in the diréction
of the deodorant counter. Instead, they oversee
quality control. " ‘

Sophisticated computer technology allows them '

to retrieve a patient’s file, track allergies to
medication and check whether the patient is tak-

-ing other drugs that may not be compatible.

-Baxter- International . and .
«:-Express 'Pharmacy Ser- avings come n _. .
. vices, owned by the Thrift - «

~ J.C. Penney & Co.

.phasis_ on mail-order sales. :

‘Healthcare Plus subsidiary.

The Topeka Capital-Joumnal, Friday, November 27, 1992 7-A

Mail-order pharmacies on rise

. Medco ‘Containmefit Systenis Inc. of Montvale, :_.»;.sto‘re chains to look very ca{refully and seriously
N.J., is the industry’s leader with a -50 percent i at getting involved in this business,” said Delbert

share of the market. Plans to expand were cut

rival Diagnostek Inc. collapsed.
Other leaders include

the ' many ways.
Drug .chain; a division of BMailorder - -

" In recent months, more pharmacies buy in £
players have emerged, in- bulk, enabling them
cluding:” . . ‘ to muscle significant
= Walgreen Co.,” which' '
operates 1,700 drug stores discounts from drug
nationwide, decided to put a manufacturers -
new and concentrated em-- ®Theyworkto = "

The company, which has a spbstntute Chea.PeI‘
dispensing center in Phoe- brand-name

nix, opened a high-tech equivalents or
pharmacy in Orlando, Fla., “generic drugs.

_in September.

" mFay’s Inc,, whic!x owns’ 'Medco' .

300 drug stores in the pharmacists wil call

Northeast, in October creat- dogtors and urge

ed Postscript, a mail-order | .

division that will begin op- ﬁ]em to SW"}Ch toa

erating in April from Penn- preferred” drug, the

sylvz:,nif- T, I‘ medicine that carries
® Value Health Inc., an ; e

Avon, Conn.-based managed th: lOWﬁS? pn.ce' -

care company, acquired the when choice s a

Jowa mail-order drug con- factor.

cern Stokeld Health Ser- mJames Manning, .

s a‘ég_“." about WO pedeo's chief
«We see tremendous . financial officer, said

growth,” said Bob Halaska, . doctors comply about
president of Walgreen’s 40 percent of the

;-Indeed, - the American time.
Managed Care Pharmacy
Association predicts :

mail-order sales will increase 33 percent this

,year. The group conservatively projects 1995 in-

dustry sales of $6.5 billion.
Walgreen’s targeting of the mail-order market
illustrates the pressure on drug stores from this

.new source of competition.

“You'll' see greater emphasis by i,other drug

e

.. Konnor, - executive vice president of the trade

LETOUP, £U% ot f he T el e T
--It's .unclear ‘how far the newcomers will get.
- Opening a pharmacy isn’t particularly difficult;
handling big.corporate accounts'is.” - .’ .
..u.The, growth- of mail‘order drugs comes as
‘American corporations are crusading to curtail
“'spiraling health-care costs. As a result, employers

. increasingly are demanding detailed accountings

of their employees’ prescription drug use. Provid-
ing this information requires a -substantial invest-
“‘ment ifi‘technology. =~ = " T Tt
", = “Data processing is the key to business,” said
.James Manning, Medco’s chief financial officer.
" “That’s why smaller players don't go far. They
scan’t make the $30 to $40 million investment in

1

< 'data base systems-you have to lma‘ke to handle 15

"different plan designs.” Sl .
Medco employs 200 people in its data process-
ing: operation alone. W e
Its sales force numbers just 25, while 40 others .
oversee 1,300 accounts covering nearly 29 million
employees and retirees. "’ :
“The business has evolved from being a com-
modity business of dispersing drugs out of a phar-
macy to being a drug benefit management ser-
vice,” Manning said.
Big drugmakers initially were reluctant to deal
with mail-order companies. . .
But Manning said they realized “the _payor§§\of
- the world aré going to be a significant factor 1an
the future in determining which drugs are pre-
scribed.” v
While drugs account for only 7 percent of the
nation’s health care bill, they are the largest
out-of-pocket health-care expense for individual
consumers. a
" Medco pharmacists will call doctors and urge
them to switch to a “preferred” drug, the medi-
cine that carries the lowest price, when choice is
a factor. Manning said doctors comply about 40
percent of the time. :
Despite Medco’s prominence, Fay'’s, for one, is
“undaunted by its Goliath-sized competition.
“Fewer than 20 percent of the employers that
could incorporate mail-order drug programs have
done so,” said Fay's Vice President David Eiler-
man. “Business is growing rapidly, but the mar-
ket is unsaturated.” .
For now.
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CAREMARK
February 15, 1993 ‘ - Prescription Service Division |

Caremark Inc.
111 Barclay Boulevard
Lincolnshire, IL 60069

a1s 708.634.7600
The Honorable William M. Bryant Fax 708.634.7914

Chairman

House Committee on Financial Institutions
and Insurance _

Kansas House of Representatives

Room 112-S

State Capitol

Topeka, KS - 66612

Dear Chairman Bryant:

I am writing as a follow-up to my testimony before the Committee on February
8, 1993 in opposition to House Bill 2117. At that time you requested that I
provide data demonstrating the price savings to a-plan which utilizes a sole
‘pharmacy provider versus a limited network of pharmacy providers versus an.
open panel of pharmacy providers.

As I mentioned at the hearing, the best way to demonstrate the pricing
differential is to look at typical per-prescriptiont contract pricing. While there is a
range of contract pricing available under any of the three scenarios, based upon
group size and demographics, we list below representative pricing for brand-
name drugs:

1. Sole Provider - Average Wholesale Price (AWP) less 15%, plus a
$3.00 dispensing fee.

T2 Limited Network - Average Wholesale Price (AWP) less 5%, plus a
$3.00 dispensing fee.

3. = Open Panel - "Usual and Customary" (Typically in the range of AWP
plus 2%, plus $3.00 dispensing fee).

Applying,the 3 pricing scenarios to a prescription with an Average Wholesale
Price of $100, we see that the sole provider would charge $88, the limited
network provider would charge $98 and the open panel provider would charge
$105. :

72



CAREMARK

Honorable William M. Bryant
February 15, 1993
Page Two

In this simplified example, we see that sole provider pricing offers a 16% savings
over open panel, while limited provider panel pricing offers a 7% savings over
open panel These savings, when multiplied over 100's or 1000's of prescriptions,
results in substantial discounts to plan sponsors.

By allowing any non-preferred provider a free ride into one of the negotiated
arrangements (sole or limited provider) would cause the preferred provider to
re-evaluate the contract in subsequent years and refuse to offer discounts
without the guaranteed volume to justify it. This would undoubtedly lead to a
collapsing of prices toward the open panel's "usual and customary" level, which
was the very situation that existed during the many years before managed care
options were avallable

For these reasons, Caremark Inc. again respectfully requests the Committee to
reject HB 2117. Thank you for your consideration.

Very truly yours, o
W -
106 \.
Clifford E. Berman, R.Ph., J.D.
Director, Professional Services

oc:  Members of the House Committee
on Financial Institutions and Insurance



Bechtel

50 Beale Street
San Francisco, CA 941051695

Matl/nq address: O Box 193065
San lFrancisco, CA 94119-3965

February 12, 1993

The Honorable William M. Bryant, Chairman
Committee on Financial Institutions and Insurance
Kansas House of Representatives

Room 112-S

State Capitol

Topeka, Kansas 66612

Subject: louse Bill No. 2117
Dear Chairman Bryant:

I am writing to you in my capacity as Managel of Benefits Design
and Administration, Bechtel Corporation Lo state my OppOSltlon to
the Kansas House Bill No. 2117.

Bechtel Corporation is a national engineering and construction f£irm
and our benefits program includes a mail order drug program in
which employees may purchase nmaintenance type drugs for & low co-
payment. Bechtel is able to offer this program because the
prescription drugs are purchased on a discounted basis from a
national licensed pharmacy, managed by Medco Containment Services,
Inc. Passage of House Bill No. 2117 would eliminate the advantage
of this discount arrangement and would likely cause us to consider
termination of our mall order program and thus deprive our
employees and their families of an important benefit.

It is our opinion that this Bill will reduce competition, raise oux
health care costs and ultimately restrict consumer choice. We,
therefore, urge you to oppose this legislation.,

Sincerely,

., Manager
enefits D€sign & Administration

pee

SG:mjx

&
Bechtel Corporation aj’;' 77



AMERICAN

MANAGED CARE 2300 Ninth Street South, Suite 210 « Arlington, Virginia 22204 . 703-920-8480 FAX: 703-920-8491
PHARMACY

ASSOCIATION

EXEcuTIVE SUMMARY

PROPOSED HB 2117 IS PROTECTIONIST LEGISLATION

Managed care, home-delivered pharmacy services provide cost-affordable prescription medicines with value-added
services consistent with good pharmacy practice focusing on pharmaceutical care and appropriate outcomes. Kansas’
organized retail druggists allege that they can provide this optimal combination of quality and cost as well. The
proper place to decide between these claims is the free marketplace, not the Kansas State Legislature. Proposed
HB 2117 is protectionist legislation that can drive up the cost to Kansas consumers. Only the local retail drug store
industry will profit from this kind of legislation, and this will be at the expense of Kansas consumers.

MANAGED CARE PHARMACIES PROVIDE THE HIGHEST QUALITY
PROFESSIONAL SERVICES T0 KANSAS CONSUMERS

In state after state, retail druggists allege that out-of-state home delivered pharmacy services somehow lack the
quality of local pharmacy. However, when independent objective observers examine these allegations and anecdotes,
they reject them. The American Medical Association amply documents the high quality of dispensing provided by
mail service pharmacies: “. .. MSPs [mail service pharmacies] are less vulnerable to drug diversion than retail
pharmacies. . . . Presently, the practice of obtaining drugs from mail service pharmacies appears to be relatively
safe.” [Resolution adopted by the House of Delegates, American Medical Association, 1987] "The Committee
found no evidence that there was any difference in safety between have a prescription filled by mail and through an
in-state pharmacy." [Joint Committee of the Michigan State Legislature, 1989]

PROPOSED HB 2117 WouLD INCREASE COSTS T0 KANSAS CONSUMERS

Such restrictive legislation can mean higher prices and less health benefit plan pharmacy services for Kansas. When
all the data are collected, the conclusion is simple: managed care, mail service pharmacies are successful in reducing
overall prescription costs. “Note that mail order supplies an average 73 days supply compared to an average supply
of 30 days in retail, resulting in a ‘corrected’ dispensing fee of $1.04 per 30 days supply (and) over 11% claims cost

savings compared to unmanaged retail.” [Wyatt Company study, 1992]

RESTRICTIVE LEGISLATION SUCH AS PROPOSED HB 2117
DISRUPTS THE COMPETITIVE PROCESS

By requiring that a health benefits plan permit local drug stores to provide pharmacy services to health plan
members, even though these drug stores were unable or unwilling to offer the same combination of high
professional quality, administrative services, and cost effectiveness in the competitive bidding process. Health
insurance plans may be forced to accept the inefficiencies of dealing with a myriad of local drug stores that purport to
be able to match the quality and cost effectiveness of the pharmacies that were willing to undergo the competitive
process. The Federal Trade Commission, in comments on a proposed California bill [California SB 1986, a bill
which failed passage on 7/1/92] similar to proposed HB 2117, concluded that such legislation “. . . may discourage
competition among pharmacies, in turn raising prices to consumers and unnecessarily restricting consumer choice in
prepaid health care programs, without providing any substantial benefit.”

PROPOSED HB 2117 IS AN UNCONSTITUTIONAL VIOLATION
OF THE COMMERCE CLAUSE OF THE UNITED STATES

This legislation is constitutionally suspect under the Commerce Clause of the U.S. Constitution because of the
discriminatory burden it places on interstate commerce, and because this legislation is anticompetitive rather than

designed to further public health and safety (see Pike v. Bruce Church, Inc,, 397 U.S. 137, 142 (1970) ).

HHHH
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Letter dated June 26, 1992 from the Federal
Trade Commission, by the staff of the Office of
Consumer and Competition Advocacy to the
California State Senate



S UNITED STATES OF AMERICA
FEDERAL TRADE COMMISSION

WASHINGTON, D.C. 20380 DQ&?,,K‘[SS!BN AUTHGR[ZED

June 26, 1992

The Honorable Patrick Johnston
California State Senate :
State Capitol, Room 2068 o
Sacramento, Califormia 95814
{

Dear Senator Johnston:

The staff of the Federal Trade Commission is pleased to
submit this response to your reguest for views on the effects of
Senate Bill 1986 ("S.B. 1986 or the «gil1").' This Bill would
1imit the ability of health insurance companies to arrange for
pharmacy services through contracts with non-resident pharmacy

. fi-ms, by prohibiting exclusive contracts with them and by
reguiring that resident firms be allowed to contract to provide
services on the same terms as & non-resident firm. Although S.B.
1986 may be intended to assure consumers greater freedom toO
choose where they obtain covered pharmacy services, 1t appears
likely to have the unintended effect of denying consumers the
advantages of cost-reducing arrangements in rhe provision of-
pharmaceutical services. '

I. Interest and experience of th= stalff of the Federal
Trade Commission.

The Federzl Trade Commission is empowered to prevent unfalr
methods of competition angd unfair or deceptive acts or practices
in or aff:zcting commerce.” Pursuant to this st:tutory mandate,
the Commission encourages competition in the licensed
professions, including +he health care professions, toO the
maximum extent compatible with other state and federal goals.

For more than a decade, the Commission and its staff heve
investigated the competitive cffects of resirictions on the
business arrangements of hospitals and state-licensed health care
professionals. '

! mhese comments represent the views of the staff of the
Federazl Trade Commission, end do mot necessarily represent the
views of the Commission or any individuel CommiissiOnex.

2 15 U.S.C. §41 et _sea.




The Honorable Patrick Johnston
Page 2

The Commission has observed that competition emong third’
party payors and health care providers can enhance consumer
choice and service availability and can reduce health care costs.
In particular, the Commission has noted that the use by prepaid
hezlth care programs of limited panels of health care providers
is an effective means of promoting competition among such ;
providers.3 The Ccrnmission has taken law enforcement action
against anti-competitive efforts to Suppreéss or eliminate health
care programs, such as BMOs, that use selective contracting witls
a limited panel of hualth care providers.” The staff of the
Commission has submitted, on request, comments to federal and
state government bodies about the effects of various regulatory
schemes on the competitive operation of such arrangements.

3 Federal Trade Commission, Statement of Enforcement Policy
With Réspect to Physician Agreements to Control Medical Prepayment
Plans, 46 Fed. Reg. 48982, 48984. (October 5, 1981); tatement of
George W. Douglas, Commissioner, On Behals of the Federal Trade
Commission, Before the Subcommittee on Health and the Environment
of the Committee on Energy and Commerce, United States House of
Representatives, on H.R. 2956: The Preferred Provider Health Care
Act of 1983 at 2-3 (October 24, 15863); Health Care Management
Acsociates, 101 F.T.C. 1014, 1016 (1583) (edvisory opinion). §See
also Bureau of Economics, Federal Trade Commission, St :ff Report on
the Healith Maintenance Organization and Its Effects on Competition
(1877).

“ gee, ©.g., Medical Service Corp. of Spokane County, 88
P.T.C. S06 (1876); Zmerican Medical Association, 94 ¥r.T.C. 701
(1879), 2££f'Ad as modified, 638 F.2d 443 (2d Cir. 1980), gff'd by an
ecualiv divided court, 455 U.S. 676 (1982); Forbes Health System
Medical Staff, 94 F.T.C. 1042 (1879%); Medical Staff of Doctors'
Kospital of Prince George's County, 110 F.T.C. 476 (1988); Eumgene
¥. Addison, M.D., 111 F.T.C. 339 (21888B); Medical Staff of Holy
Cross Hospital, No. C-3345 (consent order, Sept. 10, 1991); Medical
gtaff of Broward General Medical Center, No. C-3344 (consent order,
Sept. 10, 13991); sece alsc American Society of Anesthesiologists, 93

'1’J

F.T.C. 101 (1879); Sherman A. Hope, ¥.D., 98 F.T.C. 58 (1981).

5 Phe staff of the Commission has commented on a prohibition
of exclusive provider contracts between EMOs and physicianr , noting
that the prohibition could be expected to hamper pro-compéiitive
and beneficial ectivities of EMOs and deny consumers the i.proved
services that such competition would stimulate. Letter from
Jeffrey J. zuckerman, Director, Bureau o= Competition, to David A.
| Ga.es, Commissioner of Insurance, State of Nevada (November 5,
| 1986). Similarly, the staff suggested to the U. S. Deportment of
Rezlth end Human Services ("EXHS") that, in view of the pro-
| compevitive and cost-containment benefits of HMOs and PPCs,
(centinued. . -)
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Some of these comments have addressed proposals similar to S5.B.

1986.°¢

II. Description of Issues Raised by California Senate Bill
T 1986.

! g.B. 1986 deals with pharmacy services provided to consumexs
through contracts between health insurance companies .and non-
resident pharmacies, which provide pharmacy services by mail
order (or other means of delivery). The Bill would prohibit
requiring that pharmacy sexvices be obtained exclusively from a
contracting nonresident pharmacy.8 Nonresident contracting ’

°(...continued)

proposed Medicare and Medicaid anti-Xkickback regulations should not
prohibit various contractual relationships that HMOs and PPOs
commonly have with limited provider panels. Comments of the
Bureaus of Competition, Consumexr Protection, and Economics
Concerning the Development of Regulations Pursuant to the Medicare
and Medicazid Anti-Kickback Statute at 6-13 (December 18, 1887).

¥OS has since adopted “safe-harbor" regulations that recognize some
of these contractual arrangements as appropriate. 56 Fed. Reg.
35,952 (July 28, 1951). )

6 ohe staff submitted comments to the Massachusetts Eouse of
Representatives concerning legislation, similer to S5.B. 1886, that
wonld have reguired prepaid health care programs to contract with
all pharmacy suppliers on the same terms (oOT offer subscribers the
alternative of using any pharmecy they might choose), noting that
the bill might reduce competition in both pharmaceutical services
and prepaid health care programs, raise costs to consumers, and
restrict consumers' freedom to choose health care programs. Letter
from Jeffrey I. Zuckerman, Director, Bureau of Competition, to
Representative John C. Bertley (¥ay 30, 1989, commenting on S:
526). The staif submitted 2 £imila - comment on & similar bill in
Pennsylvania. Letter from ¥ark Kindt, Director, Cleveland Regional
Office, to Senator H. Craig Lewis (June 25, 1990, commenting on S.
675). And earlier this year, the staff commented on a New ‘
Bampshire bill that would apply similct restrictions to an HMO's
contracts for pharmacy services. Letier from M¥ichael Wise, Acting
Director, Office of Consumer and Competition Advocacy, tO Paul J.
alfano (¥arch 17, 1952, commenting on H. B. £70).

Termed "disability insurance” in Celifornia law.
5 S ’ - N . 5 - :
Proposed new §10123.20 of the Insurance Code. The Bill
defines "nonresident pharmacy” implicitly ks one that would have to
be registered pursuant to existing California law regulating
(continued...)
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pharmacies would have to notify insureds that the contract is not
exclusive and that services may be obtained from other
pharmacies. In addition, insurers that contract for pharmacy
services from nonresident pharmacies would have to provide to
other potential suppliexrs (on written request) the terms and
conditions under which those services are provided, and would be
required to contract with any pharmacy "that agrees to meet the
rate and payment terms applicable to the nonresident pharmacy
under those terms and conditions which eare fair and reasonable to
both parties;"9 Limitations and conditions for receiving
services from contracting pharmecies (concerning such matters as
deductible, copayment, or coverage) would have to be the same for
using a nonresident pharmacy and for using a resident pharmacy
that has entered a matching contract. :

By specifying that "rate and payment terms" must be matched,
the Bill's lancuage suggests that other terms, such as those
setting out reguired levels or standards of service, need not be.
Thus, a resident pharmacy might demand the same rate and payment
terms, while providing a different level or type of service. The
qualifying clause, requiring terms to be ~fair and reasonable to
both parties,” introduces further upcertainty about the Bill's
effect. It may be intended to give the insurer a legal ground
for objecting to a demand for egqual treatment on the grounds that
certain terms would not be "Iair and reasonable" in a contract
with that particular resident pharmacy. On the othexr hand, the
phrase might support & resident pharmacy's demand that terms in a

E(...continued)
services by out-of-state pharmacies; se2 Business and Professions
Code, §4050.1 et seg. The Bill only restricts arrangements for
service from nonresidents, SO exclusive contracts, including
contracts for service by mail oxder, with pharmacy providers that
are residents would apparently be permitted without limitation.

Proposed new §10323.20. ‘The matching requirement would
apparently apply only if the health insurance company has actually
entered & contract with a nonresicdent pharmacy provider. 2s with
the proposed ban on contract exclusivity, residents and
nonresidents might be treated differently. There is no parallel
provision in the Bill or other Califormia law that would require
matching a contract entered with & provider that is a resident.

® proposed mew €10123.1Y. It is not clear whether this
language means that iimitations and conditions must be the same for
use of contract pharmacy services Ifrom & resident and from a
nonresident pharmacy, or thet limitations and conditions on
cervices from resident pharmacies, whether or not under contract,
must be the same as those for service from contracting, non-
resident pharmacies. '

o
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contract with a nonresident be modified in the matching contract
to be "fair and reasonable" for its particular situation.

This comment will focus on the "any willing provider"”
aspects of the Bill, that is, its limitations on exclusive
contracting between providers and health insurance companies and
its provisions to allow other providers to match a contract that
has been entered. The Bill may also raise some issues, which
this comment will not address directly, related to the general
subject of the regulation of mail-order pharmacy service, as well
as to differing treatment of resident and uonresident firms.
Rivalry between mail order pharmacies and other providers, such
as chain znd independent pharmacies, has drawn considerable
interest, but few systematic cstudies of differences in coOsts and
cervices have appeared, z1id those that have been reported are
difficult to interpret.™ rate laws.that treat resident and
non-resident firms differently may raise issues of constitutional
law,” which this comment will not address, and competition
issues about the effects of limiting the range of consumers'
choices. These competition issues are similar to those raised by
"any willing provider" requirements. ;

1-I. Competitive importance of programs using limited
provider panels.

zn exclusive service contract is an example of a health care
delivery program that relies on a limited panel of providers.
Over the last twenty Years, financing and delivery programs that
provide services through & limited panel of health care providers
have proliferated, in response +o increasing demand for ways to
moderate the rising costs associated with traditicaal
fee-for-service health care. These programs nay provide services
directly or arxrrange for others to provi:: them. The programs
which include HMOs and preferred provider organizations,
typically involve contractual agreements between the payor and
the participating health care provide:rs. Many sources Now offer
limited-panel programs. Even commercial insurers, which in the

1 vor example, one study sponsored by a third-party claims
processor found that mail order service was associated with
somewhat lower unit costs, but somewhat higher overall costs (to
the employer sponsoring the repayment plen), suggesting that mail
order arrangements might produce not only some efficiencies and
lower prices, but also some changes in purchasing and usage habits.
See Enright, Mail-order Pharmaceuticals, 44 am. J. Bosp. Pharm.
1870, 1873 (19E€7).

1N . - .
= &ae Chemical Waste ¥anagement v. Eunt U.S. 60
2. 2l - I r

U.S.L.W. 4433 (No. 91-471, June 1, 1582).

) éj‘@??
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past did not usually contract with providers, and Blue Cross ox
Blue Shield plans, which do not usually limit severely the number
of providers who participate in their programs, NOw frequently
also offer programs that do limit provider participation.

.. The popular success of progrems that limit provider :
participation is probably due) largely to their perceived ability
+o help control costs. Economic studies have confirmed that,
under health ‘care arrangements that permit se}ective4contxacting,
‘competition helps to moderate! cost increases.®® In addition,
subscribers may benefit from broadexr product coverage and lowex
out-of-pocket payments that these cost savings may make possible.
Competition among different kinds of third party payor
arrangements, including those that limit provider participation
and those that do not, should ensure that cost savings are passed
on to consumers. This principle would apply to 21l types of
health care payment programs and health cere providers, including
providers of pharmaceutical services.

Pharmacy providers comp:te for the prescription business of
patients. 2n increasingly important source of that business is
represented by subscribers TO prepaid heazlth care programs.

3 2lthough no studies have been found of selective contracts
for pharmacy services to health insurance policyholders, studies
have examined the competitive effects of selective contracting in
other health care settings, in particuler Califoraia's experience
with permitting hospitals to contract selectively. See, e.0., J-
C. Robinson and C. S. Phibbs, An Pvaluation of Kedicaid Selective
Contracting in California, 8 J. of Heazlth Economics 437 (1989).
This study found that shifting from cost-reimbursement to
permitting selective contracting moderated increases in hospital
costs, particularly in more competitive local markets. This study
concentrated on ¥edicaid experience; however, further studies based
on private hezlth insurance experiences, including & forthcoming
study by RAND and UCLA, confirm these findings.

* tn 1989, an industry representative estimated that about
one—-third of consumers' expenditures on prescription drugs would be
paid for by third-party programs. +atement of Boake A. Sells,
Chzirman and Chief Executive Officer, Revco Drug Stores, Inc.,
quoted in Drug Stor= News, May 1, 1989, p. 109. MXore recent trade
press reports sugge st tnat propertion may now be over 40 percent.
See Drug Store News, Fan. 17, 19%2, p. 17; kay 6, 1881, p. 51. 1In
1990, payments by privote insurance for "drugs and other medical
non-durables" were S$6.3 billion of the §54.6 billion total spent
for those items that year. K. R. Levit, et al., N .cionel Hec th
Expenditures, 1950, 13 Health Care Financing Reoview 29, 49 (Fall
1891). Total cxpenditvres for drugs and other mcdical non-durables

: (continued. . .)
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Pharmacies, pharmacy cheains, or groups of pharmacies may pursue
this business by secking access to a program's subscribers on a
preferential, or even an exclusive, basis. A pharmacy provider
mey perceive several advantages to such arrangements. A
preferential or exclusive arrangement may assure the provider of
cales volumes large enough to make possible savings from h
economies of scale; at a minimum, it could facilitate business
plenning by making sales volume more predictable. The
grrangement may‘reduce<transaction costs by reducing the number
of third party payors with whom the provider deals, and may
reduce marketing costs that would otherwise be incurred to _
generate the same business. To get access to the business and
the advantages represented by these programs, pharmacies compete
with each other, offering lower prices and additional services,
to get the payors' contracts.

Third-party payors find such arrangements attractive because
they benefit from the pharmacies' competition. Lower prices paid
to pharmacy providers could mean lower costs for a third party
payor. Not only might the amounts paid out for services be
lower, but in addition administrative costs might be low=r for a
limited-panel program than for one requiring the payor to deal
with, and meke payments to, all or most of the pharmacies doing
business in a program's service are&. A payor might find it
easier to implement cost-control strategies, such as claims
sudits and utilization review, if the number of pharmacies whose
records must be reviewed is limited. And lower prices and
additicnal services would help make the payor's programs more
attractive in the prepaid health care market.

Consumers too may prefer limited-provider programs if the
competition among provicers leads to lower premiums, lower
deductibles, or other zdventages. Consumer preference for
limited-panel programs would presumably mean that, in the
copsumers' view, these advantages would outweigh the
disadvantages of limiting the choice of pharmacies, such &s
reduced convenience o. the occasiopal need to use a provider that
is not part of the payor's contracted service. Limitetions on
pharmacy choice are unlikely to be so severe that consumers'
access to pharmacy providers is inadequate. For just as ,
competitive forces ancourage pharmacies to offer their best price
and service to a payor in order to gain access to its l
subscribers, competiticn would also éncourage payors To ostablish
service arrangements that offer the level of pharmacy

14

(...continued)
were projected to incrcase to $21.0 billion by the ycar 2000. 5.

T. Somnenfeld, et al., Projectioms of National KHealth Expenditures
through the Year 2000, 13 Health Care Financing Revicw 1, 25 (Fall
1961). :
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accessibility that subscribers waunt. Consumers' ability to
change programs OX payors if they arc dissatisfied with service
availability would give payors an incentive to assure that the
arrangements they make for delivery of covexred health care
services are satisfactory.

Tv. Effects of S. B. 1986.

‘ s. B. 1986, if enacted, may limit firms'® ability to reduce
the cost of delivering health care without providing any
cubstantial public benefit. The bill may make it more difficult
for third-party payors to offer programs that include
pharmacentical services that have the cost savings and other
advantages discussed above.

The- Bill may tend to discourage contracts for pharmacy
services with firms thet may be competitively important, namely
those that are nonresidents. The Bill would rule out entering an
exclusive contract with a nonresident firm and offering
incentives for consumers to use its services. Thus the Bill
would deny two means oI ensuring that a contracting pharmeacy
would obtain a substantial portion of subscribers' business.
Without that volume, & would-be contracting provider may be -
unable to offer lower price terms oOr additional services. And by
letting any other provider mztch *he terms of a contract with a
nonresident pharmecy, the Bill may further dampen the incentives
for pharmacies to compete with each other. Because all other
pharmacies could "“free ride" on its contract, & nonresident
provider may be unwilling t¢ bear the costs of developing an
innovative proposal.

This dampening oi competition foxr pharmacy service contr-
could cause third party payors to pay hichez prices for phar .
services and incur the higher administrative COSts of dealing
with a lerge number of providers. Facing these higher costs,
third party payors may decide.not to make these services ’
available. Thus a result of the prohibitions of S5.B. 1986 may be
to limit consumers' ability to select among zlternative delivery
systems for pharmaceutical sorvices.

G0

Y

Iv. Conclusion.

In summary, we believe that Senzte 511l 1986, if enacted,
r vy discourage competition among nharmacies, in turn raising
prices to consumers and unnecess:i tily restricting consumer choice
in prepaid health ceare programs, without providing any
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substantial public benefit. We hope these comments are of
assistance.

Sinhcerely yours,

)

Michael 0. Wise
Acting Directoxr
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