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ThreelargePBMsdominatethemanagedcaremarket.Accordingtorecentpublished

reportsCVS/Caremark,ExpressScripts(ES!)andOptumlixcollectivelycontrol75%to

85%ofprescriptionsdispensedintheUnitedStates,includingprescriptionscoveredby

MedicarePartDPlansandMedicaidmanagedcareplans.Theirprofitabilityparallels

increaseddrugcosts.Thebigthreegeneratednetprofitstotaling$12.3billionin2017

accordingtotheir10-KSECfilings.

Formularycontrolmakespharmacybenefitmanagersthemajorplayerinthe

prescriptiondrugmarket.Formulariesprovideleverageinrebatenegotiationswith

pharmaceuticalmanufacturersandprescriptiondrugswith‘preferred”statusbringhigher

rebatesthatdonotalwaysmakeitbacktothepatientorpayer.PBMsareincreasingly

adoptingdrugexclusionlistsandbothoftheseaspectsofcoverageaffectwhich

medicationsareavailabletopatients.2,3Itisimportanttonoteherethatcurrentstatelaw

hasnoexternalappealsprocedureforpatients/caregiversorprescriberstoappealadrug

coveragedecisionbyahealthplanoritsPBMsub-contractor.

Thepharmacymarketisbroken1LargePBMsownandoperatemailorderand

‘specialty”pharmacies.Theyalso“manage”pharmacynetworks,anarrangementis

fundamentallyanti-competitive.ftisnotasurprisethatPBMssteerprescriptionvolumeto

themselvesandmandatethatpatientsreceiveprescriptionrefillsor“specialty”

medicationsexclusivelyfromthemailorderorspecialtypharmaciestheyown.Inaddition

tosteeringwhichisperfectlylegalunderthecurrentlaw,PBMshaveunfetteredcontrol

overhowmuchtheypaytheirnetworkpharmacies,theircompetitorsinthepharmacy

marketplace.Communitypharmaciesofallsizes,fromthesinglestoreindependentto

chainsaslargeasWalmart,arevictimsofthisbrokenmarket.4TheGovernor’sPBM

licensingproposalshineslightontheroutinelyunfairbusinesspracticesthatare

bringingNewYork’spharmaciestotheirknees.

Inaparticularlyegregiousexampleofunfairpredatorybehavior,inthefallof2017alarge

PBMthatdominatesstate’smanagedcarepharmacymarket(bothprivateinsuranceand

Medicaidmanagedcare)drasticallycutpaymentstopharmaciessignificantlybelow

acquisitioncostforasubstantialnumberofprescriptiondrugsacrossmanytherapeutic

categories.Pharmaciesthenreceivedbuy-outoffersfromthesamecorporationciting

marketpressuressuchaslowreimbursementsandreducedprofitability.5

PSSNYmembersthroughoutthestatearereportingthattheyarerunningoutofbelt-

tighteningoptionsastheywrestlewithPBMreimbursementsthatarebelowcostpatients

whoarerequiredtousemailorderorspecialtypharmaciesinordertoaccesstheir

2
TheDoctorPatientRightsProject.“TheDe-List:HowFormularyExclusionListsDenyPatientsAccesstoEssential

care.December,2017.

Ne’eman,An.“FormularyRestrictionsDevalueAndEndangerTheLivesOfDisabledPeople.”October29,2018.

HealthAffairsblog.https://healthaffairs.org.

Schiaden,M.andCandisky,C.“Report:CVSShortedSomeRivals:UndercuttingtheCompetition.”The

columbusDispatchJanuary20,2019

“CVS/Aetna:StateRegulatorsUrgedtoInvestigatecvsCaremarkReimbursementcuts,SolicitationLetters,as

PartofAetnaReview.ThecapitolForum.January12,2018



AreportbytheOhioStateauditorfromAugust,2018documentedthedollarvalueof
spreadpricingintheOhioMedicaidmanagedcareprogram.7SpreadpricinginMedicaid

managedcareinOhioamountedto$208millionayear.Medicaidofficialsquickly

directedthestate’sfivemanagedcareplanstoeliminateallcontractswithpharmacy

benefitmanagersbasedonsecretivespreadpricingandtomovetoamoretransparent

pass-throughpricingmodeleffectivejanuary1,2019.ThisiswhattheGovernor’s

ExecutiveBudgetproposesandwhatPSSNYknowsneedstohappeninNewYork.

“Themorewelearn,themoretroublingthisbecomes,’saidOhioStateAuditorDaveYostin
releasingauditresultsinAugust.Ohio’sofficialstateauditbeganasadirectresultofan

independentanalysisfromdatacollectedfromanumberofindependentpharmacies.The

analysiscapturedtheamountpharmacieswerepaidforselecteddrugsunderfeefor
serviceandtheamounttheywerepaidforthesamedrugbyPBMsservicingMedicaid

managedcareplans(MCP)forthesamedrug.ThisdatawaspostedontheCMSwebsite

wherestatesreportedtheirdrugcosts.Itispubliclyavailableprescriptioncostdata.The

differencebetweenwhatplanswerepayingandwhatpharmacieswerepaidforgeneric

drugswassignificant.Legislatorswerebriefedonthefindings.Medicaidofficialsasked

questions.WhentheOhioStateauditorcomparedwhatpharmacieswerepaidbyPBMsto
whatplanswerecharged,hefoundthatPBMshadpocketed$208millionoftaxpayer

dollarsbecauseofspreadpricing.Hisfindingsvalidatedtheresultsoftheinitialprivate

study.

Spreadpricing:ThePBMbillsthemanagedcareplan(MC?)oneamountforapatient’s

medication,andpaysthepharmacyadifferent(smaller)amounttodispenseit.Itkeepsthe

differenceasprofit—alongwithanyrebateitreceivesfromthemanufacturer.Thatmeans

PBMshaveanincentivetobilltheMC?(i.e.thetaxpayers)asmuchaspossiblewhilepaying

thepharmacyaslittleaspossible.Untilrecently,theamountofaPBM’sspread,andhow

muchitreceivedinrebates,hasbeenacloselyguardedsecret.

TheOhioPharmacistsAssociationreportedthatpharmaciesinOhiowerenetting$1.15per
MedicaidprescriptionongenericdrugprescriptionswhilepharmaciesownedbyPBMs

werepocketing$6.15perprescription.Pharmacieswerepaidmorethan$350million

belowtypicalmarketrates,afindingthathelpstoexplainthenumberofpharmacyclosures

thatalarmedOhiolegislatorsandpromptedtheadministrationtomovetoapass-through

pricingmodelsuchasisbeingproposedbyGovernorCuomo.
Pass-throughpricing:ThePBMreceivesaflatfeeforeachprescriptionitprocesses,ontopof

theactualcostofthemedication.Pharmaciesarepaidasetamountperprescriptionusa

professionaldispensingfee.

PSSNYCommissionedaWhitePapertoexaminespreadpricinginMedicaidmanaged
careinNewYorkwhichwascomnletedinJanuary.Acon’.’ofthestudyisincluded
withthistestimony.

closures/site/dispatch.com/



SolvingtheSpreadPricingProblem

EliminatingspreadpricinginMedicaidmanagedcareastheGovernorhasproposed,
togetherwitheffectiveDFSregulatoryoversightofbusinessesthatprovidepharmacy
henefitmanagementservicesasstand-alonecompaniesoraspartofaverticallyintegrated
healthcarecorporationisagoodstart.However,eliminatingspreadpricingdoesnot
ensurethatpharmaciesarecompensatedatfairandreasonableratesthatallowthemto
remainfinanciallyviableovertime.PSSNYthereforemakesthefollowing
recommendations:

•ReturntoFeeforServiceforthePharmacyBenefittogivethestatecontrolover
everyrebatedollargeneratedbytheMedicaidprogram.WhenPBMscontroldrug
formulariestheyhaveincentivesformanipulatingandretainingrebatesfrom
pharmaceuticalmanufacturers.AuniformMedicaidformularyforevery
beneficiaryensuresfairtreatmentandconsistentpriorauthorizationandappeals
procedures.Predictablereimbursementpolicieswouldbeamarkedimprovement
overthecurrentinconsistent,oftenincomprehensiblereimbursementpharmacies
receivefromPBMs.

•EstablishapharmacyreimbursementfloorinMedicaidmanagedcare,Consider
currentFeeforServicebenchmarksasthefloor:Actualacquisitioncostas
representedbytheNationalAverageDrugAcquisitionCost(NADAC)andthe
$10.08professionalfee.Whilethisfeeislowerthanthefeesofneighboringstates
suchasNewJersey,VermontandConnecticutandisnotreflectiveofthecostof
operatingapharmacyinNewYorkState,itdoesrepresentastartingpointfor
discussions.

•ConductastatewidecomprehensiveanalysisofspreadpricinginMedicaid
managedcaretodeterminethefullextentofspreadpricinginthestateMedicaid
programanduseaportionofthesavingstoprovidepharmacieswithfairand
reasonablecompensationfortheirprofessionalservicesandthemedicationsthey
dispense.

PSSNYpledgestocontinuetoworkwithmembersofthelegislature,stateagencies,
administrationofficialsandotherstakeholderstodevelopandprovideprogressivepolicies
thatpromotehealthycommunitieswherecommunitypharmaciesthriveandpharmacists
arerewardedfortheimportantservicestheyareuniquelywell-equippedtoprovide.Please
helpthepharmacistsinthestateofNewYorkcontinuetheircommitmenttopatientcare.
Pharmacistsarepartofthesolutiontotheproblemofrisinghealthcarecostsaswearethe
mostaccessiblehealthcareproviderscapableofinfluencingoutcomes.Withoutimmediate
andcomprehensivereforminthecurrentPBMdominatedmodel,thisabilitywillbe
irrevocablycompromised.

Ourmembersneedrelieftoremainviableandweneedreliefnow.
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9OnbehalfofThePharmacistsSocietyoftheStateofNewYork(PSSNY”),we
Jwouldliketopresentthefollowingwhitepaperfrom3AxisAdvisors.The

whitepaperistheresultofastudythatPSSNYcommissionedtoexaminethe

]
practiceofspreadpricingasitimpactsNewYork’sMedicaidmanagedcare
program.Whilethisstudyisnotanexhaustivelookatclaimleveldetailfor
everyprescriptiondispensedundertheMedicaidprogram,thesamplesizeis

3
morethanrobustenoughtoconfirmthatreimbursementissuesexperienced
byNewYorkpharmaciesparalleltimelinesandmagnitudesalreadypublicly
addressedbyotherstateMedicaidprograms.Inshort,thisstudyconfirms

U
PSSNY’slongheldsuspicionsthatthecurrentpharmacyreimbursement
modelisbrokenandtooeasilymanipulatedbyPharmacyBenefitManagers
(“PBMs”)actingintheirownself-interest.

NewYorkhaslongbeenattheforefrontofthevalue-basedcaremovement
withthecreationofitsMedicaidRedesignTeam(“MRT”)in2011,andthe

UsubsequentcreationoftheDeliverySystemReformIncentivePayment
(“DSRIP”)program.Theseconceptsandprogramsareaneffortto‘transform
thestate’shealthcaresystem,bendtheMedicaidcostcurve,andensure

jaccesstoqualitycareforallMedicaidmembers”.PSSNY’slongstanding
assertionthatthepracticesofthePBMindustryhavebeeninconsistentwith
thestatedgoalsoftheMRThasbeenconfirmedbythisstudy.Whetheritbe

jduetomisalignedincentives,impropercontracting,orplainoldgreed,the
valuepropositionofferedbythePBMindustrydoesnotcoincidewiththe
dollarsextractedbythesecompaniesfortheirownfinancialbenefit.

PSSNYknowsthattheuncheckedPBMindustryhastakenadvantageofa

flgrosslackoftransparencyandregulatorycontrol.Itisfarpasttimethat
Uthesecompaniesstophidingbehind“takeitorleaveit”contracts,gag

clauses,confidentialityagreements,nondisclosureagreements,andother

1practicesnotallowedinotheraspectsofAmericanlife.PBMsshouldbe
Jlicensed,regulated,andheldtothesamestandardsofexcellenceand

accountabilityasotherstakeholdersandparticipantsinthedeliveryof
healthcaretopatientsthroughouttheState.
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U
1TheanticompetitivebusinesspracticesofthePBMindustryarefeltbyindependentpharmacies,hospitalpharmacies,
Jandchainpharmaciesofallsizes.Theirpracticesnegativelyimpacttheabilityofpharmacistsandotherhealthcare

professionalstoprovidepatientcare.IfWalmart,thenumberonecompanyontheFortune500listcannoteffectively

1
negotiateequitabletermswiththesePBMswithoutgoingtothemedia,whatchancedoesanotherpharmacy,orevena
stateMedicaidagency,haveofdoingso?

1
ThepracticesofthePBMindustryhavebeendetrimentaltotheprofessionofpharmacyandtothepatientsweserveas
wellthetaxpayersthatfundtheMedicaidprogram.Thefindingsoftheattachedstudyindicatethathundredsof
millionsofdollarsthatshouldhavebeenallocatedtowardsprovidingcaretoNewYorkershaveinsteadbeenshifted

3
elsewhere.PSSNYwholeheartedlyagreeswiththerecommendationof3AxisAdvisors,andcallsonthestateofNew
YorktoconductafullauditofitsMedicaidmanagedcarepharmacyprogram,usingthecompletedatasetavailableto
theState,inordertoconfirmthefindingsofthisstudy.

Inthemeantime,PSSNYanditsmemberpharmacistswillnotstandbyandallowthese“middlemen”tocontinueto
profitattheexpenseofpharmacists,otherhealthcareproviders,patients,andtaxpayers.PSSNYwillworkwithour

UelectedofficialsandotheralliestoseeNewYorktakeitsrightfulplaceasanationalleaderandimmediatelyenact
comprehensive,strongest-in-the-nationPBMreform.Astheattachedstudydemonstrates,NewYorkcannotaffordnot
to...

Sincerely,
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AnalysisofPBMSpreadPricinginNewYorkMedicaidManagedCareI3AxisAdvisorsLLC

1EXECUTIVESUMMARY

Spreadpricingisacorecomponentofthetraditionalpharmacybenefitmanager(PBM)businessmodel.In
aspreadtransaction,PBMsgeneraterevenuebychargingthepayeronepriceforadrug,payingalesser
amounttothepharmacythatdispensesthedrug,andthenretainingthedifference.ThePBMhasseparate
contractswiththepayerandthepharmacythatallowittopricethesameclaimdifferently,generating
revenuefromthespread.AccordingtooneofthelargestPBMsinthemarket,CVS/Caremark,thismodel
providesthepayer“stabilityandcertaintyarounddrugcosts’andfunds“vitallyimportantbenefit
managementservices..,inlieuoftheclientpayingaseparateadministrativefee.”1

However,spreadtransactionsarenottransparentbynature.ThePBMchargesapayerapriceforadrug
thatisneitherstableorcertainnorbasedonaprevailingmarketrate.ThePBM’spaymenttoapharmacy
isbasedonproprietarypricinglistsmaintainedbythePBMthatdonothavetocoverthepharmacy’s
operatingcostsandcanchangewithoutnotice.Thesetypesoftransactionshappentobehighlyprevalent
inMedicaidmanagedcare,wherethestate’scontractingresponsibilitieswithpharmacyprovidersare
outsourcedtomanagedcareorganizations(MCQ).

Overthepastyear,thenatureofspreadtransactionshasdrawnincreasingattentionfromboth
pharmaciesandlawmakersacrossthecountry.SpurredbytheOhioAuditor’sfindingsthatOhioMedicaid
managedcarepaid$208millioninspreadpricingongenericdrugclaimsoverarecent12-monthperiod
($6.14perclaim—3-6timeshigherthanmarket-basedPBMfeesof$0.95to$1.95perclaim2),payers
andprovidersinNewYorkarenowlookingforinsightintohowmuchPBMsareclaiminginspreadrevenue
forthemanagementoftheirprogram.

In2017,weestimatethatNewYorkMedicaidmanagedcarespentthemostongenericdrugscompared
toallotherstatemanagedcareprograms,withnearly$1.3billionspent($6.7billioncombinedfor
genericandbrandnamedrugs).Thelargesizeoftheprogramelicitstheneedtobringbetter
understandingtothenatureofspreadpricinginNewYork.

ThisstudywascommissionedandfundedbythePharmacistsSocietyoftheSlateofNewYork(PSSNY)to
estimatethenatureandextentofspreadpricingwithintheNewYorkMedicaidmanagedcareprogram.
Further,theobjectivesaretoexplainthenatureofapharmacytransaction,illustratehowspreadis
impactingbothpayerandpharmacy,andestimatespreadongenericdrugclaimsusingalimited,but
robust,sampleofpharmacydata.

ToestimatethenatureandextentofspreadpricinginNewYorkMedicaidmanagedcare,wecollected
nearlytwomillionprescriptionclaimsfrompharmaciesacrossNewYork.Oftheseclaims,therewere
nearly170,000genericoralsolid(e.g.tabletsandcapsules)prescriptionsdispensedbetweenJanuary1,
2016andMarch31,2018.Basedonthissample,pharmacyunitrevenuewascomparedtopublicly-
availabledatasetsfromtheCentersforMedicare&MedicaidServices(CMS)thatmeasurestatedrug
costs(StateUtilizationData)andpharmacyacquisitioncost(NationalAverageDrugAcquisitionCosts,or
NADAC).ForgenericoralsoliddrugsinNewYorkMedicaidmanagedcare,thekeyfindingsrelatedto
PBMspreadwere:

•In2016,aggregatePBMspreadwas10%
oInQi2016,therewasnoPBMspread

•InQ42017,PBMspreadwas39%ofoverallgenericspend,or$5.62perclaim

•BetweenApril1,2017andMarch30,2018,PBMspreadwas24%ofoverallgenericspend
oIncomparison,Ohio’sAuditorfounda31%spreadoverthisperiodongenericclaims

2https://www.gongwer-oh.com/public/130/pbmredacted.pdf
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•BetweenQi2016andQ42017,NYmanagedcarePBMscutpharmacygrossmarginby83%.
Thisresultedinanaveragemargin(relativetoNADAC)of$0.53perprescriptionforpharmacies
—5%ofthestate’s$10.08perprescriptioncosttodispenseinMedicaidFee-for-Service3

•ThedatasuggestthatNewYorkmanagedcarePBMsarepricingmostgenericdrugsbelowa
pharmacy’scosttodispenseandpotentiallyusingthesesavingstosubsidizespreadpricingonthe
remaininggenericdrugs

aMorethan50%ofthePBM’sQ42017spreadcamefromlust6%ofthedispensed

SLOe

sS.

$4.03

$303

genericdrugclaims

NYManagedCareMedicaidMarkupperPrescriptianbyQuarter

•‘SMSpread•‘ha,c,,acyMa,5,iaverNAOAC

Additionalfindingsofthisstudywere:

•InQ42017,99%ofallgenericoralsolidpharmacyclaimsgeneratedamarginoflessthan$10
(costtodispense)forthepharmacy

•Wefoundnoevidenceofacorrelationbetweenthechangeinpharmacyreimbursementandthe
changeinpharmacyacquisitioncostforFidelis(PBM=CVS/Coremark)—thelargestMCOinour
study—raisingquestionsonwhatisdrivingupdatestothePBM’sproprietarypricinglists

Werecommendfurtherworktodetermine:

•WhethermanagedcarePBMsareconsistentlypreferringdrugsthatwillresultinthelowestnet
costforthestate.InQI2018,wefoundthattwohighlydispensedHlV-1treatmentdrugswere
abruptlyswitchedfrombrandtogeneric,potentiallysacrificingsizablestate/federalrebates

•HowmanagedcareisaccountingforPBMspreadintheMedicalLossRatio(MLR)calculation

Alimitationofthestudywasthelackofpublicly-availableclaim1eveldataforoilNYMedicaidmanaged
coreclaims.ThisconstrictedourabilitytoanalyzethefullpopulationofclaimstopreciselycalculatePBM
spreadinNYMedicaidmanagedcare.Thislevelofprecisionisonlypossiblewithacomprehensiveaudit
commissionedbyeithertheStateComptroller,DepartmentofHealthorotherauditingauthority.Thisstudy
strivestoevaluatepricingdistortionsinNYMedicaidmanagedcareandestimateandvisualizespread
pricingusingthedataanalyticstechniquesandassumptionsdescribedindetailthroughoutthisreport.

3AXISAdvisors

$2.03

$1.03

2016-012115022016-032016042011-012C17022011032011Q42016-01

3https://www.health.ny.gov/health_care/medicaid/program/update/2018/2018-11.htm#dispensing
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WehighlyrecommendthatthestateofNewYorkconductafullauditofitsmanagedcarepharmacyprogram
toconfirmthefindingsofthisstudyusingamorecomprehensivedataset.

WehopethatthisstudywillhelpadvanceNewYork’sinsightintothisopaquetransactionandleadto
productivediscussionsonwaystoimprovedrugpricingtransparencyandspendingprioritizationwithin
Medicaidmanagedcare.

Page3I41
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4BACKGROUND

OnAugust16,2018,OhioAuditoroftheStateDaveYostreleasedthefindingsofhisinvestigationintothe
differencebetweentheamountPBMschargedtoinsuranceplansponsorsandtheamountPBMspaidoutto
pharmaciesforaprescriptionwithintheOhioMedicaidmanagedcareprogram.3Thisdifference,also
referredtoas“spreadpricing,”isoneofthekeymechanismsbywhichPBMsgeneraterevenue.Themodel
ispopularamongplansponsors,because,accordingtoleadingPBMCVS/Caremark,itprovides“stability
andcertaintyarounddrugcosts”andfunds“vitallyimportantbenefitmanagementservices..,inlieuofthe
clientpayingaseparateadministrativefee.”5

However,AuditorYostfoundthatreducedadministrativefeesanddrugcost“certainty”havecomeata
steeppriceinOhio’sMedicaidmanagedcareprogram—lackofvisibilityintotheactualcostofdrugs
beingdispensedtobeneficiariesandthepharmaciesthatareservingthosebeneficiaries.InOhio’scase,
theAuditorfoundthatthisdesignedopacityendedupbeingworth$224.8milliontoOhio’sMedicaid
managedcarePBMs(8.9%ofgrossdrugcosts)betweenApril1,2017andMarch31,2018,The
Auditor’sanalysisshowsanevenmoreegregiousdisconnectbetweenthestate’sgrossdrugcostsandits
paymentstopharmacieswhenwelookatonlygenericdrugs.Ofthe$224.8millioninoverallPBMspread,
$208.4million(or93%)wasgeneratedfromgenericclaims,eventhoughgenericspendingonlymadeup
26%oftotalgrossmanagedcaredrugspending.Overall,Ohio’sPBMs—CVS/Caremark,OptumRx,and
Envolve—collectivelytooka31.4%spreadongenericdrugtransactionsfortheirservices.

Meanwhile,overthissameperiod,pharmaciesacrossOhiowerereportingthattheywereexperiencing
substantial(andseeminglyarbitrary)margincompressiononPBMreimbursementsanMedicaidmanaged
careclaims.AstudybyHealthPlanDataSolutions(HDS)—commissionedbytheOhioDepartmentof
Medicaid(0DM)—foundthatOhiopharmacieswereunderpaidby$357milliononthenearly34million
genericdrugprescriptionsthatweredispensedovertheauditedtimeperiodrelativetocompetitive
marketplacepricing.6Thisequatestopharmaciesbeingunderpaidmorethan$10.50pergeneric
prescription,whichinOhiomadeup86.1%ofallprescriptionsdispensedthroughMedicaidmanaged
care.

CVS/Caremarkinitiallysued0DMtoblockthereleaseofthefullreportthatcontainedthisfinding
(amongothersthathavebeenredacted),claimingthat“thedisclosureofproprietaryinformationinthe
CaremarkagreementswouldbedevastatingtoCaremark’sentirenationwidebusinessmodel,”7Whilethe
issueofreleasingthefull,unredadedreportisstillbeingheldupinlegalproceedings,againstthe
backdropofthisstatement,complaintsaboutunder-reimbursementonMedicaidmanagedcareplans
startedrisingfromseveralotherstates,includingNY.Signswereemergingthatexcessivemanagedcare
spreadpricingwasnotonlyanOhioproblem,butacomponentofa“nationwidebusinessmodel.”

https://ohioauditor.gov/ouditsearch/Reports/2018/Medicaidjharmacy_Services_2018_Franklin.pdf

6https://www.gongwer-oh.com/public/130/pbmredacted.pdf
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5WHATISSPREADPRICING?

Inordertoeffectivelyexplainspreadpricing,wemustfirststartwiththebasicsofanytransactionthat
involvesabuyer,aseller,andanintermediarywhoseroleistofacilitatethetransactionbetweenthetwo
parties.Whenitcomestoaprescriptiondrugtransaction,thepayer(inthiscase,managedcareplan)is
“buying”productsandservicesfromthepharmacyonbehalfofabeneficiary,thepharmacyis“selling”
theseproductsandservicestopayer,andthePBMistheintermediarythatishelpingtofacilitatethis
transaction.Forsuccessfullyfacilitatingthistransaction,thePBMreceivesafee,

Thisisfundamentallynodifferentfromanyothermarketwherethereisanintermediaryfacilitatinga
transactionbetweenabuyerandaseller.Whenyoubuysharesofacompany’sstock,bothyouandthe
sellerlikelyuseastockbrokertohelpfacilitatethetransaction,andfortheirservices,bothyouandthe

sellerpayafeetoyourrespective

Legend
bInformationIMoneyIProduct

Marketplace

PricePricePrice
$71.88$71.88$71.88

444

•-EE

brokers.Thatfeeistransparent,
andsublecttoconsiderable
competitionwithinthemarketplace.
Inotherwords,ifthefeeis
prohibitivelyhigh,bothyouand
thesellerwillquicklylookfor
differentbrokerstofacilitateyour

Theunderlyingreasonwhybuying
andsellingsharesofastockisso
efficientisbecauseboththebuyer
andthesellerhavefullvisibility
intothepriceoftheunderlying
product(oneshareofstock).The
stockmarketsetsthisprice,andit
changesinrealtimewithchanges
insupplyanddemandforthe
stock.Ifatthetimeofpurchase,a
shareistradingat$71.88,both
thebuyerandsellercanseethat

thestockispricedat$71.88,andbothexpecttotransactrightaroundthatlevelandpayasmallflatfee
totheirbroker.AsshowninFigure1,boththebuyerandsellertransactaroundthesametransparentprice.

Aprescriptiondrugtransactiondoesnotworkthiswaybecausethereisverypoortransparencyintothe
priceoftheproductNotonlyisitverydifficulttoobtaintheproduct’sprice,buttherearealsodifferent
pricesavailableforthesameproductatthesametime,mostofwhicharenotsetbyacompetitive
marketplace.ThereistheAverageWholesalePrice(AWP),theSuggestedWholesalePrice(SWP),the
WholesaleAcquisitionCost(WAC),theAverageManufacturerPrice(AMP),MaximumAllowableCost
(MAC),andtheNationalAverageDrugAcquisitionCost(NADAC)—tonameafew.Thiscreatesasituation
wherethebuyerandsellercouldpaydifferentpricesforthesameproductwithinagiventransaction,with
thedifferencebetweenthetwoaccruingtotheintermediary.Inthefinancialworld,thisiscalledan
“arbitrage.”Arbitrageis“thepurchaseandsaleofanassettoprofitfromanimbalanceintheprice...
(that)existsasaresultofmarketinefficienciesandwouldthereforenotexistifmarketswereperfectly
efficient.”8Intheprescriptiondrugworld,thisiscalled“spread.”9

3AXISAdvisors
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transaction.

Buyer

.
Intermediary

Figure1:TheIntermediary’sRoleinonEfficientMarketplace

8https;//www.investopedia.com/terms/a/arbitrage.asp
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Hereisanexampleofhow
spreadworksinagenericdrug
transaction.Thebuyer(i.e.
insuranceplan)hasacontract
withitsPBMthatspecifiesthatit
willpaysomediscounttaAWP
foraclaim.’3Theseller(i.e.
pharmacy)hasacontractwithits

PBMthatspecifiesthatitreceives
MACplusanaminaldispensing
feefarthesameclaim.Thereare
nowtwopricesforthesame
productaneithersideofthe
transaction,andiftheyarenot
thesame,whatsimplyshouldbe

anintermediarytransactionfee,
turnsinto“spreadpricing.”To
furtherconvolutethissituation,
bothAWPandMACarenot

competitivelysetbythe
marketplace.Forgenerics,AWPis

setbythedrugmanufacturer(whoseincentiveistoleavethepriceartificiallyhigh)andrarelychanges
withmarketprices,whilethediscounttoAWPforadiscretetransactionissetbythePBM.Ontheother
sideofthetransaction,MACisaproprietarybenchmarkpricesetbythePBMwithnooversighttoensureit
coversthepharmacy’soperatingcostsoreventhedrugitself.Thereisnoefficientmarketcontrollingthe
gapbetweenthetwobenchmarks.Instead,asshowninFigure2,thePBMhastremendouslatitudeto
controlthespread.

https://www.drugchannels.net/2009/11/drug-prices-and.pharmacy-profits.html
10Thislogictypicallyappliestotheentiretyofthepayer’sgenericvolumeoveracertainperiod.Thepercentage
discounttoAWl’foranygiventransactioncanvarywidely,butthePBMmustdeliverafixeddiscounttoAWl’over
theperiodfortheplan’saggregategenericdrugspending.ThisiscommonlycalledaGenericEffectiveRate(GER)
contract.

3AXISAdvisors
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6SPREADPRICINGCASESTUDY:GENERICABILIFYINNEWYORK

Abilifyisacommonlyprescribedantipsychoticdrugusedtotreatschizophrenia,bipolardisorder,and
Tourettesyndrome.OtsukaPharmaceuticalreceivedapprovalfarsixstrengthsofAbilifyfromtheFDAon
November15,2002.Adecadeafterapproval,Abilifywasgeneratingover$2.5billionperyearin
worldwiderevenueforOtsukaanditspartner,Bristol-MyersSquibb.In2014,theyearbeforeAbilify’s
potentexpiredandthegenericcametomarket,NYMedicaidspentover$206milliononallstrengthsof
brand-nameAbilify’1,accordingtoCMS’StateDrugUtilizationDatabase(SDUD).Ofthistotal,NewYork
spent$46million(beforerebates)tobuy1.78millionAbilify5mgtablets,foranaveragecostof$25.85
pertablet,nearlyidenticaltothepublishedWAC,whichwas$25.88pertabletatthetime.

OtsukaimplementedonemorepriceincreaseanJanuary1,2015,bringingtheWACforAbilify5mgto
$29.73pertabletandtheAWPto$35.68pertablet(a20%premiumtoWAC).Justafewmonthslater
inApril2015,thegeneric(Aripiprazole)wasbroughttomarketbyfourdifferentmanufacturers.Fast
forwardmarethanthreeyearstoDecember2018,andtherearenow12differentmanufacturers
competinginthegenericmarketplace,whichhasdriventheacquisitioncost(asmeasuredbyNADAC)
downtojust$0.33pertablet(Figure3).

However,asdescribedearlier,
themarket-basedacquisitian
costisnotdirectlyfactoredinto
atransactionforgeneric
prescriptionswhencontracts
allowforPBMstosetand
capturepricingspreads.The
buyerpayssomediscountto
AWPandthesellerreceives
MACplusanominaldispensing
fee.Unfortunatelyforthe
buyer,despitethesteep
declineintheactualpriceof
Aripiprazole5mg,itsAWPhas
remainedconstantataround
$32.50pertabletThishas
resultedintheAWPfor
Aripiprazole5mgtoincreaseto
astaggering98timesits
market-basedacquisitioncost.

ReturningtoCMS’utilization
data,wecanassesswhatNewYorkMedicaidmanagedcareactuallypaidfarthisdrugovertime,
comparedtoitsacquisitioncost.Thiswillthenallowustostartgatheringthedataweneedtofigureoutif
pricesarebeingsetobjectively.Figure4showsthisrelationshipbetweenQ12016andQi2018(the
latestutilizationdataavailableforNewYork).Theorangelineiswhatthestatepaidpertableteach
quarterwhilethebluelineshowstheaveragepharmacyacquisitioncostpertablet.Forexample,inQ1

Thisdoesnotaccountforrebates,whichlikelydramaticallyreducedNewYork’snetspendingonAbilify.
Medicoidsrebateprogramisveryrichforbrand-namedrugs,especiallytowardstheendoftheirexclusivity.For
morediscussiononMedicaidrebatessee13.2:Deep-DiveintoMedicaidRebate—ImpactonOptimalUtilization.

Page9141

3AXISAdvisors

ARIPIPRAZOLE5MGTABLET
13

513-00

$0200

61100

SOD00

$900

1600

S
6700

z

5500

$400

6300

1:

IC

I
4

-I
6

6200

6000•

Sap1.15Ma’S.06SapII6

:3
AsciData
11/21/2216

NADACacUc,i
$033

2

Figure3:GenericAbiiify(5mg)NADACperunitvs.Numbera!Manufacturers

Mac1.17Sap1.17MacI.36SupIll

0



jJAnalysisofPBMSpreadPricinginNewYorkMedicaidManagedCareI3AxisAdvisorsLLC

2016,NewYorkmanaged
carepaidanaverageof
$14.01pertabletwhilea
pharmacy’stypicalinvoice
acquisitioncostwas$7.03
pertablet.

Thekeytakeawayfrom
Figure4isthatthepriceNY
Medicaidmanagedcare
paysfarthisdrugappears
tobearbitrary.Itdoesnot
changewithchangesin
acquisitioncostduringeach
year,butinsteadappearsto
have“reset”atthestartof

$°1$0332017.Despitetheseprice
reductions,thestatestill

________________________________________________

paid$3.74pertabletinQ1

Figure4:GenericAbilify(Smg)ManagedCareCostperUnitvs.NADACperUnit2018(morethan7.5times
thedrug’sacquisitioncast).

Assuch,itappearsthatthestateispayingsamevariablediscounttoAWP(orsomeothernan-market-
basedbenchmark)forthisdrug,asapposedtoafixedmarginontopofthedrug’sacquisitioncost.

WhilethischartdemonstratesthatNewYorkisoverpayingforAripiprazole5mgtabletsinmanagedcare,
wecannottdetermineifthePBMsaredirectlyengaginginspreadpricingwiththisdrug.Thereisachance
thatPBMswerepayingoutabove-marketchargesfarAripiprazoledirectlytopharmacies,ratherthan

keepingthisintheformof
ARIPIPRAZOLE5MGTABLETspread.Tofigureoutwho

NYManagedCareCastvs.PharmacyRevenuevs.NADACreceivedthemoney,weneed
suc:tooverlaytheactual
$1300pharmacyreimbursementson
51200

hn;.4r_topofthepublicinformation
slit:

toseehowtheycompareto
bothstatepaymentsand

pharmacyacquisitioncost.
Figure5showstheresultsof

$600thisanalysis.
5500

5400In012016,thepharmacies
inoursamplereceivedan

$200averageof$10.92per
tabletresultingina$3.89

$500
grossmarginpertablet.
Basedonthecostreportedto

NY,themanagedcarePBMs
pricedthisdrugat$14.01
pertablet,whichafternetting

outthe$10.92pertabletreimbursementtothepharmacy,resultedina$3.09grossmargin(PBMspread)
pertablet.FastforwardtoQi2018andthePBM’smarginisnearlyidenticalat$3.04pertablet($3.74
costless$0.70pharmacyreimbursement),butthepharmacy’smarginhasbeenreduced95%to$0.21per
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tablet($0.70pharmacyreimbursementless$0.49NADAC).Clearlythestatehasrecagnizedsavingson
Aripiprazole,asshouldbethecasegiventhedrug’sunderlyingdeflationoverthepasttwoyears.
However,thisanalysisclearlyshowsthattherearemoresavingstobehad,andthesavingsgeneratedso
farhavebeenfinancedprimarilythroughcompressioninthepharmacy’smargin,ascontrolledbythe
state’smanagedcarePBMs.

Figure6illustratesthisspreadanotherway.In2017,NYMedicaidmanagedcarepurchased1.45million
Aripiprazole5mgtabletsforatotalcostof$7.5million,basedonthepricingsetbyNewYork’smanaged
carePBMs.ThetotalNADACingredientcostofthesetabletswas$1.4million,resultingin$6.1millionin
totalmargindollarsaccruingtothesupplychain.BasedonthepertabletreimbursementsinFigure5,we
estimatethatpharmacywaspaid$1.2millionofthismargin,whichleft$4.9millioninspreadmarginfor
PBMs(Figure6).

2017NewYorkManagedCareSpending
Aripiprazole5mgTablet=$7.53million

•NADACIngredientCost

$4,906,592
65%

•PharmacyMargin•PBMSpreadMargin

$1,201,136
16%

3AXISAdvisors
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7NEWYORKMEDICAIDMANAGEDCARESPREADPRICINGANALYSIS

ThegenericAbilifycasestudynaturallyleadstoanimportantquestion—isthisanoutlierwithinaprogram
thatistrulyrelyingonmarket-basedpricingtosetgenericdrugprices,orisitrepresentativeofsystemic
problemswithgenericdrugpricinginNYMedicaidmanagedcare?

7.1VIsuALIzINGGENERICDRUGSPREAD

Toanswerthisquestion,weextendedtheanalysisperformedinFigure5forGenericAbilifytoallgeneric
oralsolid12drugsinourdatabase.Figure7showstheresultsofthisanalysis.Startingatthefarleft,inQi
2016managedcarepaidaweightedaverageof$0.375perunitforthisbasketofgenericdrugs.The

pharmacyreceived
GenericOralSolids,WeightedAveragePriceperUnit$O.378perunit,

NYManagedCareCostvs.PharmacyRevenuevs.NADACpracticallytheexact

$0420sameamount,

resultinginnospread

inthequarter.Inthe
samequarter,
weightedaverage
NADACperunitfor
thisbasketofdrugs
was$0.295,which
whendeductedfrom

$0.20
$0228

50.220thepharmacyrevenue
left$0.08perunitin

so.ispharmacygross
MeasureNames

•Mar.agedcarecsutmargin,or$3.15per
$0.10IPrrarmaryp,yenunprescription. I?JA)AC.

Lookingforwardto
Q42017,notmuch
hadchangedfromthe
state’sperspectiveon
thisdrugmix—cost

Figure7:GenericOralSolidsCostComparisonperunitrose
marginallyto$0.382.

However,weseeavastlydifferentpicturewithpharmacyrevenueperunit,whichwascut38%to$0.234
perunit.NADAC(theblueline)diddropby25%overthesameperiod,somewhatmitigatingthemargin
pressureonthepharmacy.Butthenetimpactwasnonethelessdramatic—pharmacymarginswerecutto
just$0.014perunit,or$0.53perprescription,an83%reductionwhencomparedtoQi2016.Without
anysignificantchangeinthestate’scost,asubstantialspreadopenedbetweenthestatecostand
pharmacyrevenueforthisdrugmix.InQ42017,thisPBMspreadwas$0.148perunit,or$5.62per
prescription.

12Welimitedouranalysisto“oralsolids’(e.g.tablets,capsules)topreventunitsofmeasuremismatchesbetween
disparatedatabases.Formoredetailseesection10.4:Step4—CombinePharmacyReimbursement/NADAC
DatabasewithNewYork’sStateDrugUtilizationData.
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Inthemostrecentquarterofdata(Qi2018),NewYork’smanagedcarePBMshavereducedthespread
onthisdrugmixto$0.057perunit,or$2.17perprescription.Pharmacymarginhasincreasedaswellto
$0.03perunit,or$1.14perprescription(however,thisquarter’sdataisdistortedbyacoupleof
individualdrugs—see7.2.1:OverchargedGenericsformoredetail).

Figure8presentsadifferentviewoftheresults,showingboththePBMspreadandpharmacymarginper
prescriptionforeachquarterincludedinthestudy.Twokeytakeawaysfromthischartare:

1.Theheightofthestackedbarsincreasedfromlustover$3perprescriptioninQI2016tomore
than$6perprescriptioninQ42017.ThismeansthatNYmanagedcarePBMsdoubledthe
“markup”chargedtothestate.

2.AtthesametimePBMswereincreasingthestate’srelativegenericdrugprices,theywerealso
reducingpharmacymargi&3(theorangeseries),resultinginasubstantialincreaseinspread(the
blueseries).

NYManagedCareMedicaidMarkupperPrescriptionbyQuarter

AthirdimportanttakeawayfromFigure8isthateveninthehighestmarkupquarterforthestate(Q4
2017),thestatestillpaidjust$6perprescriptionforthisweightedgroupingofgenericdrugs.Hadthese
prescriptionsbeendispensedinFee-for-Servicetoday,NewYorkwouldhavepaidnearly$4moreper
claimtocomplywithCMS’finalruleonCoveredOutpatientDrugs.’4

OneofthekeygoalsofCMS’finalrulewasto“createafairerpharmacyreimbursementsystem.”15Three
ofthesummarytakeawaysofthisportionofthefinalruleareasfollows(reprintedfromCMS’FactSheet
onthefinalrulewithemphasisaddedby3AxisAdvisors).’6

•Establishesactualacquisitioncost(AAC)asthebasisbywhichstatesshoulddeterminetheir
ingredientcastreimbursementsopaymentsarebasedonamoreaccurateestimateoftheprices
availableinthemarketplace,whilestillensuringsufficientbeneficiaryaccess.

13RelativetoNADAC
14

fact-sheetpdf
15Ibid
16Ibid

Page13141

3AXISAdvisors

•PBMSpcad•PI.a’maryMaiginoverNADAC

$1.w

($100)

2016012016-022016-031016-043017-012017-02

Figure8:NYManagedCoreMedicaidMarkupperPrescription-AUGenericOralSolids

7.1.1Thepharmacy’scosttodispensedoesnotseemtobeconsideredinManagedCare

2017-032017-042018-03



AnalysisofPBMSpreadPricinginNewYorkMedicaidManagedCareI3AxisAdvisorsLLC

Implementstheuseofthetermprofessionaldispensingfeetoensurethatthedispensingfeepaidto
pharmaciesreflectthecostofthepharmacist’sprofessionalservicesandcosttodispensethedrug
producttoaMedicaidbeneficiary.

•Clarifiesthatstatesarerequiredtoevaluatethesufficiencyofboththeingredientcost
reimbursementandtheprofessionaldispensingfeereimbursementwhenproposingchangesto
eitherofthesecomponents.

OnJanuary24,2018,theNYDepartmentofHealthissuedapressreleaseentitled“ChangestoMedicaid
FF5PharmacyReimbursement”inwhichtheDepartmentcommunicatedthatstortingFebruary22,2018,it
wouldbemovingitsMedicaidFee-For-Service(FF5)pharmacyreimbursementstoanacquisitioncostplus
professionaldispensingfeemodel.17NewYorkspecifiedNADACasthedefaultacquisitioncostbenchmark
andsettheprofessionaldispensingfeeequalto$10.08perclaim.’8ItfollowsthenthatNewYorkbelieves
pharmaciesrequireroughly$10perclaimofgrossmarginoverNADACtocovertheircosttodispense.

However,thereisnorequirementtocoverapharmacy’scosttodispenseinMedicaidmanagedcare.
BasedonFigure8,itappearsthatthislackofoversightgivesmanagedcarePBMstheabilitytoreduce
theweightedaveragecostofcommongenericdrugsbelowthepharmacycosttodispense,and
simultaneouslyincreasethefeestheyareextractingthroughspread.

7.2ANALYZING“OVERCHARGED”VS.“UNDERCHARGED”GENERICDRUGS

Thisanalysisleftaninterestingopenquestion.HowcouldNewYork—inaggregate—be“savingmoney”
ongenerics,butbeoverpayingsoegregiouslyforindividualdrugslikeAripiprazole(ashighlightedin
Section4)?InQ12018,NYmanagedcarewaschargednearly$96perprescriptionaboveNADACfor
Aripiprazole5mg,andyetsomehowstillonlypaidapaltryweightedaverageof$3.31perprescription
aboveNADACforgenericsincludedinthisstudy.

Tabetterunderstandhowthisdynamiccametopass,wedividedalldrugsdispensedintotwocategories:

1.“OverchargedGenerics”—Drugswherethestatewascharged$10ormoreperprescription
aboveNADACinQI2018

2.“UnderchargedGenerics”—Drugswherethestatewaschargedlessthan$10perprescription
aboveNADACinQ12018

Wethose$10because,ultimately,thestatedintentionoftheCMSCoveredOutpatientDrugruleisforall
drugstobepricedatafixeddollaramountaboveacquisitioncost.ForNewYork,thatnumberhasbeen
setatapproximately$10perprescription,soanysubstantivedeviationtothatnumberismeaningful.

7.2.1OverchargedGenerics

Outof915genericoralsoliddrugsinourdatabaseinQ12018,NewYorkpaid$10ormoreabove
NADACfor159(17%)ofthem.Wecreatedasetoutofthese159drugsandcalculatedtheweighted
averagecostperunitforeachquarterusingthesamemethodologydescribedin10.5:HowtheDatawas
Aggregated.Figure9(onnextpage)showstheresultsofthisanalysis.

17https://newyork.fhsc.com/downloods/providers/NYRx_PDP_provider_notification_20180124a.pdf
18https://www.health.ny.gov/heolth_care/medicaid/program/update/2018/2018-11.htm#dispensing
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Figure9:GenericOralSolidsCostComparison-OverchargedGenerics

InQI2016,thestatewaspayingaweightedaverageof$2.44]perunitforthisgroupofdrugs,which
was$0.B28perunit(or$37.04perprescription)aboveNADAC.Interestingly,atthistime,thePBMwas
payingoutthemalorityofthismargintothepharmacy,withthepharmacyreceiving$2.3]4perunitor
$31.55perprescriptionforthesegenerics.Assuch,thePBMspreadwasonly$5.49perprescription.

Aswemoveforwardoverthenexttwoyears,notmuchchangedonunitcostfromthestate’sperspective
(orangeline)despitemorethan50%deflationintheacquisitioncostofthisgroupofgenerics.Meanwhile
thepharmacy’sreimbursementwascutmoreaggressivelytojust$0.937perunitbytheendof2017—
down60%fromthestartof2016.ByQ42017,theweightedaveragePBMspreadonthese
“overchargedgenerics”increasedtonearly$50perprescription,up8.5timeshigherthanthespreadin
Q]2016.

InQ120]8,thetrendappearstobreak,withmanagedcarecostpharmacyrevenueandNADACall
risingmeaningfully.Wewereabletopindowntheentiretyofthiscostincreasetotwodrugss

•GenericViread(TenofovirDisoproxilFumorate)

•GenericReyotaz(AtazanavirSulfate)

Thesetwogenericdrugs—bothprescribedfortreatmentofHlV-]infection—wereintroducedtothe
genericmarketbyTevainDecember2017.1920StartinginQ]2018,bothdrugsbeganappearingin
NewYork’sstateutilizationdatainaverybigway.Figure70(onnextpage)putssomeperspective

https://www.drugstorenews.com/news/teva-announces-generic-reyatoz.capsules/
20https//www.tevaphorm.com/news/teva_announces.exclusivejounch_of_generic_vireod_in_the_united_
statesj2_]7.a5px
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aroundexactlyhowmuchthesetwoHIV-1treatmentdrugsarebeingdispensedinNVMedicaid.New
YorkMedicaidmanagedcarespent$14.5milliononthesetwodrugsaloneinQ12018,morethanall
otherstatescombined.

See13.2:Deep-DiveintoMedicaidRebates—ImpactonOptimalUtilizationformoredelaYonNew
York’sunprecedenteddispensingoftheseHIV-Itreatmentgenerics,alongwithadiscussiononwhatimpact
thiscauldbehavingonNewYork’srebates.

•GenericV:read(300MG)+enerc.Rcyataz(300MG)
TotalStateCostbyUtilizationType-012018
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Figure10:GenericVireod&GenericReyotazMedicaidSpendingbyState.QI2018

Wewentbackandtookthesetwodrugsoutofthegroupof“overchargedgenerics”settogaugethe
impacttheyhaveonweightedaverageunitcostsinQ12018.AsshowninFigure11(onnextpage),
excludingthesetwodrugspaintsaverydifferentpictureinQI2018—thesequentialchangeisnotnearly
asnotableasitoriginallyappeared.NewYork’smanagedcarePBMssuccessfullypushedtheweighted
averagemanagedcareunitcostdownby20%whencomparedwithQ42017,butstilltookaspreadof
$31.88perprescription,whileleavingthepharmacywithamarginofjust$7.84perprescriptionabove
NADAC.
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Figure11:GenericOralSolidsCostComparison-OverchargedGenerics(exct.genericVireadandgenericReyataz)
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Figure12summarizesboththePBMspreadandpharmacymarginaboveNADACperprescriptionfor
eachquarterincludedinthestudy,afterexcludingthesetwoHIV-1treatmentgenericdrugs.Again,while
thestatedidseeanimprovementinoverallcost,therevenuesplitperclaimwasstillheavilyweighted
towardsthePBM.

NYManagedCareMedicaidMarkupperPrescriptionbyQuarter
OverchargedGenerics(en?.GenericViread,Reyctaz)
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2016-032010-04IC17-01

Figure12:NYMedicaidManagedCoreMarkupperPrescription-OverchargedGenerics(eecl.genericVireodondgenericReyataz)
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7.2.2UnderchargedGenerics

Wecreatedasecondsetofdatawiththeremaining756genericdrugs(83%ofQi2018genericoral
solids)inourdatabasewherethestatepaid$10orlessaboveNADAC.Figure13showsthetrendofthe
weightedoverageperunitmanagedcorecost,pharmacyrevenue,andNADAC.
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Figure13:GenericOralSolidsCostComparison.UnderchargedGenerics

Page18141

3AXISAdvisors



AnalysisofPBMSpreadPricinginNewYorkMedicaidManagedCareI3AxisAdvisorsLLC

Figure14summarizesboththePBMspreadandpharmacymarginperprescriptionfor
includedinthestudyfortheUnderchargedGenericset.

NVManagedCareMedicaidMarkupperPrescriptionbyQuarter
UnderchargedGenerics

•P1kMSojead•PlarmacyMarnate,NABAC

eachquarter

Figure14:NYMedicaidManagedCareMarkupperPrescription-UnderchargedGenerics

Inconclusion,theoverwhelmingmajorityofgenericoralsolidprescriptionsNYmanagedcare“purchased”
fellintotheunderchargedgenericsgroup(>90%),whichcostthestateaslittleas$0.76aboveNADACin
Q12018.Inotherwords,PBMsaresettingpricesforthestatewellbelowafairmarketprice(when
pharmacycosttodispenseisincluded)formostgenericdrugsdispensedinmanagedcareandpassing
throughmostofthesesavingstoMCOs.Thisappearstobemorethanoffsettingthesignificantovercharges
onthe<10%ofprescriptionsthatfellintotheoverchargedgenericcategorytonetouttoaweighted
averagepricethatislowerthanitwouldbehadtheseclaimsallbeendispensedinFee-for-Serviceata
$10perprescriptionrate.

ButwithoutanytransparencyonhowPBMsarereimbursingpharmaciesfortheseclaims,thedatasuggest
thatPBMsarecuttingpharmacyreimbursementsonthemoreexpensive“overchargedgenerics”much
fasterthantheypassthroughsuchsavingstoMCOsandthestate.ThisresultsinthePBMscollectinga
disproportionateamountofspreadfromtheminorityof“overchargedgeneric”claims.Weestimatethatin
Q42017,S3%ofallPBMspreadongenericovalsolidscamefrom6%oftheclaims.Tomakematters
worseforNewYorkpharmacies,PBMsappeartohavemeaningfullycutreimbursementsonthemore
mature“underchargedgeneric”groupinlate2017,collectingspreadfromthisgroupofdrugsaswell.
Takentogether,bothdroveourestimateofPBMspreadinQ42017toahighof$5.62perclaim.
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8042017PHARMACYGROSSMARGINASSESSMENT

Withintheperiodwestudied,Q42017wasbothahighpointforPBMspread,andalowpointfor
pharmacygrossmargin.3AxisAdvisorsdrilleddeeperintothedistributionofpharmacygrossmargins
withinthisquartertoassessthepercentageofclaimsthatwere“underwater”relativetoNADAC.Todo
thisanalysis,wetookallgenericoralsolidclaimsdispensedbyNewYorkpharmaciesinQ42017and
sortedthembygrossmargin(usingNADACastheproxyforpharmacycost).

042017NYPharmacyGrossMarginperPrescription
n20,594

•LessthanZero.50to$2.50•$2.50to$10rMorethan$10

46%

Figure15showstheresultsofthisanalysis.Outof20,594claims:

•46%(or9,402)werereimbursedbelowNADAC

(or7,426)werereimbursedbetween$0and$2.50aboveNADAC

(or3,299)werereimbursedbetween$2.50and$10aboveNADAC

•Only1%(or196)werereimbursedtothepharmacyabove$10costtodispense

Inotherwords,99%ofallgenericoralsolidclaimsinQ42077paidpharmacylessthanitsaveragecostto
dispense.27

21https://newyork.fhsc.com/downloads/provlders/NYRx_PDP_provider_notification_20180124a.pdf

3AXISAdvisors
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Figure35:042017NYPharmacyGrossMarginperPrescription
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9CHANGEINPHARMACYREIMBURSEMENTSVS.NADAC

Thefinalanalysisweconductedwastocomparethechangeinreimbursementsversusthechangein
NADACoverasettimeperiodforagivenplan.WewerelookingtoassesswhetherchangesinthePBM’s
MaximumAllowableCost(MAC)ratesforaspecificplanmovedinlinewithchangesinmarketprices.We
didnothaveenoughdatatoperformanexhaustiveanalysisofeachplan’smonth-to-monthchangesin
reimbursements,butwewantedtoatleastexploreoneplanandonetimeperiodtoseeifthechangesto
pharmacyreimbursementswerearbitraryinnature,oriftheyweretiedcloselytochangesinmarketprices
(aswemeasureusingNADAC).

WedecidedtochooseFidelisCare,primarilygiventhatwehadthelargestvolumeofclaimstoworkwith
forthisplan(72,771claimsaltogether—SeeFigure19anpage25).Wethenchosetwomonths:
November2016wasselectedasthebasemonth,andNovember2017wasselectedasthecomparison
month.WethenfoundallNDCDescriptions22thathadatleastthreeprescriptionsdispensedinboth
months.Overall,thisleftuswithalistof159drugs,eachwithapharmacyreimbursementperunitfrom
FidelisandaNADACperunitinbothmonths.Lastly,weputallthedrugsintobucketsbasedonthe
percentagechangeinbothpricesandcomparedthemonthehistogrampresentedinFigure76.Theblue
seriescountsthenumberofgenericdrugswhoseNADACunitchangedbytheamountspecifiedonthex
axis,whiletheorangeseriescountsthenumberofdrugswhosepharmacyrevenueperunitchangedbythe
specifiedamount.

changeinPharmacyRevenuevs.changeinNADAcbydrugNovember2016toNovember2017
FidelisCore

••(hs5eFmanqBecntc

H.••I
::ItPH

________

Betqo.130%BIBO’%III70timB(0leAlet5000%II40-SJ%J04dI2030%Bet2020%B,t030%I
-1Ii

-d.1ddeatddd.cdec

Figure76:ChangeinPharmacyRevenuevs.ChangeinNADACbyDrug-Nov16-Nov17-FidelisCare

Figure16showsamajordisconnectbetweenthepricingchangespassedthroughbyFidelistoNewYork
pharmaciesrelativetothechangesinNADAC.Wecanseethatmostofthedrugsinthisanalysis
experiencedadeclineinNADACofbetween0-40%—onlyfivedrugsdecreasedbymorethan40%.
Againstthatbackdrop,Fidelisdecreasedpaymentson92ofthe159drugsbymorethan40%.WhiTethis
analysisisfarfromcomprehensive,itdoesraisequestionsonhowPBMMACpricinglistsaresetwhatlogic
andincentivesaredrivingtheupdates,andwhatprotectionsshouldbeinplaceforthepharmacyto
ensuretheyarenotsubjectedtoarbitrarypricingmovementsthataremeaningfullydisconnectedfrom
changesinacquisitioncost.

22An“NDCDescription”isacombinationofdrugname,strength,anddosageform.Aripiprazole5mgTabletand
Omeprazole2OmgCapsuleareexamplesofNDCDescriptions.
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10DATABASECREATION—PROCESSANDMETHODOLOGY

Tocompletethisstudy,3AxisAdvisorscreatedadatabaseforNewYorkthatstitchedtogetherthree
differentpricingbenchmarks—thestatepayment,thepharmacyreimbursement,andthedrug’saverage
invoiceacquisitioncost.Thestepswetooktoconstructthisdatabaseareasfollows:

1)ObtainNewYorkpharmacyreimbursementinformation
2)CombinepharmacyreimbursementinformationwithNADAC
3)IdentifyMedicaidmanagedcareclaims,byMCQandPBM
4)Combinepharmacyreimbursement/NADACdatabasewithNewYork’sStateDrugUtilizationData

Thefollowingsubsectionsprovidemoredetailoneachstepintheprocess.

10.1STEP1:OBTAINNEWYORKPHARMACYREIMBURSEMENTINFORMATION

ThefirsttaskweperformedwastoobtainreimbursementdatafromarepresentativesampleofNewYork
pharmacies.3AxisAdvisorscontractedindependentlywithageographicallydiversesampleofpharmacy
ownersacrossNewYorktogatherandcoileddeidentifiedclaimsdatawithfilldatesbetweenJanuary1,
2016andSeptember30,2018.Theonlyclaim-leveldatafieldsutilizedinthisstudywere:

•Dateprescriptionwasfilled

•NationalDrugCode(NDC)ofdrugdispensed

•Quantitydispensed

•Totalreimbursement(allpayers)

•PrimarypayerBIN,PCN,andGroup

NoPersonalHealthInformation(PHI)wascollectedaspartofthisstudy.

10.2STEP2:COMBINEPHARMACYREIMBURSEMENTINFORMATIONWITHNADAC

3AxisAdvisorslamedpharmacyreimbursementdatatogetherwithNADAC—thebenchmarkchosento
estimatemarket-basedinvoicecostsforpharmaciesparticipatinginthestudy.

NADACwasdevelopedbytheCentersforMedicareandMedicaidServices(CMS),“toprovideanational
referencefiletoassistStateMedicaidprogramsinthepricingofCoveredOutpatientDrugclaimsto
reflecttheactualacquisitioncost(AAC)ofdrugs.”23Assuch,NADAC’sgoalistobethemostcomprehensive
publicmeasurementofmarket-basedretailpharmacyacquisitioncost.

23https://www.medicaid.gov/medicaid/prescription.drugs/downloods/retail-price-survey/nadac-overview
operations.pdf
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NADACiscompiledbyMyers&StaufferonbehalfofCMS.Itisgeneratedfromavoluntarymonthly
invoicecostsurveyof2,500randomly-selectedretailpharmacies(with450-600respondents).AfterMyers
&Stauffercompletesitsdataprocessingandclean-upactivities,itpublishesthesurveyresultsatthe
NationalDrugCode(NDC)levelonMedicaid.gov.AsofDecember2018,theNADACdatabaseincluded
pricesfor24,975differentNDCs.Assuch,webelieveNADACisthebestpublicly-availablepricing
benchmarktoapproximateaveragepharmacyinvoicecosts.24

WeusedTableauPreptostitchtogetherourpharmacyclaimsdatabasewithCMS’NADACdatabase,
constructingthe“flow”asillustratedinthetopsectionofFigure77.ThebottomportionofFigure17
explainsthepurposeofeachelementwithinthedatabasecreationprocess.
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Thisprocessresultedinadatabasecontaining1,958,133prescriptionsdispensedbyNewYork
pharmaciesbetweenJanuary1,2016andSeptember30,2018withacorrespondingNADAC.Ofthese
claims,1,721,480or87.7%wereforgenericdrugprescriptionswhile242,218or12.3%werefor

24NADAC’smainlimitationisthatitdoesnotincludeoff-invoicerebatesthatpharmaciesmayreceivefrom
wholesalers.Rebateslowerthenetcosttothepharmacyformanydrugsandtendtobeapercentdiscountoffthe
invoicecostifapharmacymeetsvariousgenericpurchasingtargetswithitsprimarywholesaler.Assuch,NADAC
shouldnotbeviewedasareflectionofpharmacynetcosts—thesewillvarydependingonpharmacysizeand
wholesalercontractterms.Anecdotally,rebatesongenericdrugpurchasescanreachupto30-40%ofinvoicecost
forlargerpharmacies,butthisvalueispartlyoffsetbywholesalerrequirementsthatpreventthepharmacyfrom
shoppingwithotherwholesalersforthebestinvoiceprice.Inotherwords,thereisnothingpreventingthewholesaler
fromincreasingthepharmacy’sinvaicecosttopartlyothettherebate,resultinginaninvoicecostthatisaboveNADAC.
Smallerpharmacies,pharmaciesthatchoosetoshopmoreaggressivelyforbetterinvoicecosts,orpharmaciesthat
arepredominantlybuyingfromsmallerwholesalersmayreceiverebatesthatareconsiderablylowerthan30-40%,
ortheremaybenorebatesatall.Alltold,3AxisAdvisors’qualitativeresearchsuggeststhatnetaveragepharmacy
acquisitioncostissomediscounttoNADAC,butnotaslargeas30-40%.Webelievethattherestrictionsplacedon
pharmaciesbywholesalers,combinedwithabove-NADACinvoicecosts,areoffsettingsomeportionoftherebate.

3AXISAdvisors
Page23I41

NAflACunIte,1

O,.th3

PhannacyCtMm



AnalysisofPBMSpreadPricinginNewYorkMedicaidManagedCareI3AxisAdvisorsLLC

BrandorGeneric

•Brand
•Gorteni

u!Ilibi!

S
‘;j

iO11111111 Figure18NYPharmacyClaimsperMonthincludedinDatabase

10.3STEP3:IDENTIFYMEDICAIDMANAGEDCARECLAIMS,BYMCOANDPBM

ThethirdstepintheprocesswastoidentifyclaimsdispensedthroughaNewYorkMCOoverthisperiod.
Todothis,3AxisAdvisorsobtainedhistoricalManagedCarePlanInformationChartsdatingbackto
2016.AllinformationsheetsarepresentedinAppendicesAthroughC.3AxisAdvisorsusedtheseBIN
Number/ProcessorControlNumber(PCN)/GroupdefinitionstoidentifyNewYorkmanagedcareclaims
withinthedatabasecreatedinStep2.

Ascanbeseenafterinspectingthesepublishedlists,identifyingmanagedcoreclaimsisnotalwaysan
exactscience.ForplansthathavehadastableBIN/PCN/Groupdefinitionovertimeandrequirethe
Grouptobesubmittedaspartoftheclaim—suchasFidelisCareorUnitedHealth—it’sastraightforward
exercise:simplyfindallclaimswiththisuniqueBIN/PCN/Groupandlabelthemwiththeappropriateplan
name.Conversely,itismuchmorechallengingtopinpointmanagedcareclaimsforaplanthatdoesnot
requiresubmissionofauniquePCNorGroup—suchasIndependentHealth—especiallygiventhatwedid
notcollectanyPHItodrilldowntothepatientlevel.

Alltold,weusedtheinformationavailabletocreatealookuptablethatwasascomprehensiveaspossible
tofilterourdatabase.Figure19(onnextpage)liststhesampledpharmacyclaimsbyplanandPBM.25In

25ItismuchmorestraightforwardtoidentifythePBMassociatedwitheachclaimasPBMsareuniquelya5sociated
witheachBINNumber
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summary,therewere291,723managedcareclaims,14.9%oftheoverallclaimvolumecollectedoverthe
period.

ManagedCarePlanandPBMClaimSampleSize
(January1,2016-September30,2018)

PMPlaflDetail
MCDPlanDetail(NY)BrandGenericGrandTotalPSMPlanDetail(NY)BrandGenericGrandTotal
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MVP5.98641.22347.209
Optum1.83818,66320.501

‘ieIICare-5995,9876,5663.17327.33930,522
651AmicaCare9401,7552.695

GrandTotal54,356257,367291.723
EmblemHealthLi08.3869.756—

EmpireBCBS4911,8192.310ManagedCare96ofOverallAnnualClaimsinSample
EacellusHealthPlan1,2004,9156,115

201620172038
HealthNow1301,0331,163

MVP65142207 I133%150%
YourCare133746079S34%5

ModlapactCrystalPun62269331
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Optumun,tedHealthCare1,69917,65419,353
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PODIndependantHealthj_,_,,,,,3.17327,34930,522

GrandTotalJ,,,,,34,356257,367291,123•A’IOther•Fee-for-Service—•ManageaCare

Figure79:ManagedCorePlanandPaMClaimSampleSize

10.4STEP4:COMBINEPHARMACYREIMBURSEMENT/NADACDATABASEWITHNEWYORK’S

STATEDRUGUTILIZATIONDATA

ThefinalstepofthedatabasecreationprocesswastoconnectthepaymentsreportedtoCMSbythestate
ofNewYorkthatarepubliclyavailableinCMS’StateDrugUtilizationDatabase(SDUD).26Statesare
requiredtoreportdrugutilizationforcoveredoutpatientdrugspaidfarbystateMedicaidagencies.
UtilizationisreportedonaquarterlybasisbystatesandpublishedonMedicaid.govapproximatelyfour
monthsafterthecloseofeachquarter(i.e.Q22018waspublishedinlate-October2018).Thedatabase
includestotaldollarsspent,unitsreimbursed,andprescriptionsforeach11-digitNDCperquarter.Some
oftheSDUD’Skeylimitationsareasfollows:

•SDUD’snamingconventionsfordrugsarenotclear.Forexample,ifyouareinterestedin
understandingallofNewYork’sspendingonAripiprazole5mgtabletsdirectlyfromSDUD,you
wouldhavetosiftthrough198differentdrugswithproductnamesofeither“ARIPIPRAZO”or
“ARIPIPAZOL”withnoinformationonstrengthordosageform.ByconnectingSDUDtotheNADAC
database,wegainvisibilityintomarket-pricesforeachNDCandaddhelpfuldrugnomenclature
tobeabletoperformanalysiswithutilizationdata.

•SOUDdoesnotspecifytheunitsofmeasurethatstatesreporttoCMSfordifferentNDCs.This
introducesrisktoanyanalysisthatattemptstocalculateunitcostsinSDUDfordrugsthatarenot
oral-solids(i.e.inholers,pens,drops,inlectables,etc.)andcomparethesetoothercostdatabases.
Simplyput,theunitsofmeasurecouldbedifferent,whichwillleadtoanapples-to-orangesunit

26https://www.medicaid.gov/medicaid/prescription-drugs/stote-drug-utilization-dota/index.html
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costcomparison.Tomitigatethisrisk,welimitedthedrugsinthisstudytooralsolids(e.g.tablets
andcapsules)wherethechanceofaunitmismatchisnegligible.

InCMS’descriptionofthe“TotalReimbursement”datafield,itexplains,“ascapitatedpayment
arrangementsaresometimesutilizedbystatesandMCOs(managedcareorganizations),azero
valueinthisfieldcouldbeappropriatefarMCOdata.”Clearly,ifunitsarereportedwithoutany
expense,thedatawouldbeofnouseforthisanalysis.However,thisdoesnotappeartobethe
casewithNewYork’sreportedmanagedcaredata.BetweenQi2016andQi2018therewere
140,047unsuppressed27managedcareNDCrecords.Cfthisdata,only62recordshadazero-
costreportedandanon-zeronumberofunits.Interestingly,thischangeddramaticallyforNYin
Q22018.Ofthe15,984unsuppressedmanagedcareNDCrecordsreportedbythestate,
13,349hadazero-costandanon-zeronumberofunits.DuetothisabruptchangeinNewYork’s
reportingprocess,3AxisAdvisorshadtoexcludeQ22018utilizationdataandfocusthestudyon
theQ12016toQ12018timeperiod.

WeagainusedTableauPreptostitchtogetherthecombinedpharmacyclaims/NADACdatabasewith
NewYork’sSDUD,constructingthe“flow”asillustratedinthetopsectionofFigure20.Thebottomportion
ofFigure20explainsthepurposeofeachelementwithinthedatabasecreationprocess.
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Figure20:TobleouPrepFlowDiogromforStep4ofDatabaseCreation

Thislaststepinthedatabasecreationprocessreducedourfinalsampledownto178,614managedcore
oralsolidclaims,ofwhich169,084areclaimsforgenericdrugs.Altogether,thefinaldatabaseincludes
statepayments,pharmacyreimbursements,andNADACbenchmarkpricingfor1,544differentNDC
Descriptionsspanningninequarters(Qi2016—Q12018).

27TocomplywiththeHIPAAPrivacyAct,CMSsuppressestheexpense,numberofunits,andnumberofprescriptions
forallNDCswherelessthan11prescriptionsweredispensedinanygivenquarter.
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10.5HowTHEDATAWASAGGREGATED

Figure22:DataAggregationIllustration2

payments,pharmacyreimbursements,andNADAC—were
apples-to-applescomparisonacrossthethreeseries.We
usedadrugmixbasedonNewYork’sNDC-Ievel
managedcarestateutilizationdatatoweighteachof
thethreebenchmarkcosts.Inotherwords,wemultiplied
NDC-levelunitvolumesfromNewYork’sstateutilization
databyeachofthethreeper-unitcosts,addedupthe
costs,anddividedbythetotalunitsinthestateutilization
dataforallNDCspresentinourcombineddatabase.For
anillustrationofthiscalculation,seeFigure21.

Wechosetousethestate’sdrugmixinsteadofthe
collectivepharmacymixtoremovedistortionsthatcould
becausedbydifferencesinanyindividualpharmacy’s
drugmixrelativetothestate’soverallmanagedcare
mix.We’llreturntotheexampleinFigure21tobetter
illustratetheimpactthatmixcanhoveonthisanalysis.In
ourhypotheticalexample,wehovethreedrugs—NDC1,
NDC2,andNDC3.Wecanseethatonanabsolute
basis,NDC2hasthemostspread($0.20perunit)butit

theotherhand,NDC3onlyhasa$0.02spread,butis60%

Nowlet’sassumethatthepharmaciesinthisstudy
collectivelyserveapatientbasethatisheavilyweighted
towardsindividualsthatarebeingtreatedwithNDC2.
Assuch,thepharmacy’smix,asshowninFigure22,may
lookverydifferentthanthestate’smix.Inour
hypotheticalexample,we’veflippedtheweightingson
NDC2andNDC3—NDC2nowis60%ofthe“mix”
whileNDC3is8%.TheimpactofthespreadonNDC2
isnowmuchmoresignificantonanoverallbasis,bringing
theweightedoveragecostforthismixupto$0.73per
unit,withapricingspreadof$0.16perunit.

Toavoidthistypeofmixdistortion,itwascriticalthatwe
usethepharmacyinformationacquiredaspartofthis
studyonlytoderiveNDC-levelunitrevenueandrelyon
thestate’spublicly-reportedutilizationforourmix.
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Allthreeweightedaveragepricepoints—state
calculatedusingthesamedrugmixtoensurean
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Figure27:DotoAggregationIllustrationI
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10.6DATAVALIDATION

Duetothelimitationsinthestateutilizationdata,itwasespeciallyimportanttovalidatethefinished
databasebeforeusingittoanalyzegenericspreadpricing.Conveniently,thedatabaseincludesabuilt-in
validationmechanism—brand-namedrugs.

InMedicaid,spreadispredominantlyamanagedcaregenericdrugphenomenon.Asdiscussedearlier,this
isthecasebecauseofthelatitudethePBMhaswithindifferentcontractsbetweenthepayerandthe
pharmacytopricegenericsdifferentlyandcapturethearbitragebetweenthetwopricepoints,bothof
whichtheycontrol.Forbrand-namedrugs,thisisnotthecasebecausebothpayerandpharmacycontracts
tendtobebasedonthesamebenchmark—AWP—andAWPisstronglycorrelatedtoNADACforbrand-
namedrugs.28Inotherwords,forbrand-namedrugs,AWPadsmuchmorelikea“marketprice,”atleast
beforefactoringinrebatestothesupplychain.29Assuch,brand-namedrugsbecomeagoodvalidation
paintforourdataset.Allthreepricepoints—statepayment,pharmacyreimbursement,andNADAC—

shouldlineupcloselyforbrand-namedrugs,andtrendtogetherovertime.

Andthisisexactly
Brand-nameOralSolidsWeightedAveragePriCeperUnitwhatwefindinthe

NYManagedCareCostvs.PharmacyRevenuevs.NADACdata.Figure23
S24.00$23.08showsthe

$2200S22Ak.
252176

520,86
comparisonofthe

$2000r52075

$18.00$1848$19.87$18.68benchmarksforall
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$16.00
soliddrugclaimsin

$1400thedatabase.The

$1200statepaymentand
pharmacy

0$1000reimbursementare

3800

______________

practically
UcjurcI1ime,

identical,andat
56.00).413Cd(rCct

at.arnacjRth,eruaonlyaveryslight

$300
...r)

premium(—2%)to
theweighted
averageNADAC
costper
prescription.

Figure24(onnext
Figure23:Brand-namedrugcastcomparison

page)drillsdown
totheNDCDescriptionleveltobetterunderstandtherelationshipbetweenwhatNYmanagedcarepaid
forbrand-nameoralsolidsandwhatPBMspaidouttopharmaciesonmanagedcareclaims.They-oxisis
thestatepaymentperunit,whilethex-axisisthepharmacyrevenueperunit.Theanalysiswasperformed
forallbrand-nameoralsolidsdispensedattheNYpharmaciesincludedinourstudyin2017-Asthechart
clearlyshows,thereisanearperfectcorrelationbetweenthestatemanagedcarepaymentandthe

28

29Ofcourse,thetruepriceobfuscationonbrandnamedrugscomeintheformofrebates,whicharebeyondthe
scopeofthisreport.ButduetothemoretransparentnatureofMedicaidrebateprogram,thistendstobelessofan
issueforMedicaidthanitisforMedicarePartDorcommercialplans.
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pharmacyrevenue(R2=0.9997).Thisconfirmsthatthereisnomaterialpricingarbitragebeingexploited
withinbrand-namedrugs,asweexpectedgiventhemorealignednatureofthePBMcontractsoneither
sideofthetransaction.

3AXISAdvisors

NYManagedCarePaymentperUnitvs.NYPharmacy
RevenueperUnit(Brand-namedrugsin2017)
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Figure24:NYManagedCareCostvs.NYPharmacyRevenueperUnit-Brand-namedrugs
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11STUDYASSUMPTIONS,LIMITATIONSANDMITIGATINGFACTORS

ThisgoalofthisstudywastoillustrateandapproximatespreadpricingwithinNYMedicaidmanaged
care.Withouthavingcompleteclaim-leveldetail,3AxisAdvisorshadtomakeseveralassumptionsto
createthedatabasethatwasusedtoassessspreadpricing,asdetailedinsection10:DatabaseCreation
—ProcessandMethodology.Inthissection,wecallspecificattentiontosomeofthesekeyassumptions
andstudylimitations.Wealsoexplainfactorsthatmitigatetheimpactofourassumptionsandenhancethe
relevanceofthisstudy.

Ultimately,westronglyrecommendthatNewYorkconductafullauditofitsmanagedcarepharmacyprogram
toconfirmandbuilduponthefindingsofthisstudyusingamorecomprehensivedataset.

11.1SAMPLESIZEANDNDCCOVERAGE

ThekeylimitationofthisstudyisthatwedonothavecompletecoverageofalltheNDCsNewYork
managedcaredispensedinanyperiod.InordertohavecompleteNDCcoverage,wewouldneedaccess
toclaimsdataforeverypharmacyinNewYork,ratherthanforageographicallydiversesample.

ToassesstheimpactofthTslimitation,wecountedallNDCsandNDCDescriptionscoveredinthestudyin
eachperiodandcomparedthemtotheoverallcountofNDCsandNDCDescriptionsinNewYork
Medicaidmanagedcare.WethencalculatedthetotalspendinginNYMedicaidmanagedcareonthe
NDCscapturedinthestudyandcomparedthattoNYMedicaidmanagedcare’soverallgenericspending.

Figure25showstheresultsofthisanalysis.Inanygivenquarter,thestudycaptures2,000-2,500NDCs
thatrollupto800-900NDCDescriptionsrepresentingbetween$87millionand$93millioningross
spending.TheseNDCsareresponsibleforroughly50%ofNewYorkmanagedcare’soverallspendingon
genericoralsolids,and30%ofNewYork’soverallspendingonallgenericdrugs.3°

‘IN.Uo.,&DanTccMIa.o’.MRáthn.d

2016-012,12522%17%9245%29%
2016-022,93711%17%92545%29%
2016-03210723%18%84547%30%
2016.44239014%18%88149%31%
2097-013,31923%11%88146%31%
1017-022,42724%19%91049%32%
2017-032,42124%19%88149%31%
2017-04245324%19%89149%32%
2018-01253725%19%91550%32%

97,29l,9146%
93670,97448%

91579,91950%
88,062,61346%
18,01669347%
91.93640350%
815435fl47%
68591.17748%
92,67498254%

26%

29%

30%
29%
27%

26%
27%

27%
29%

C’i,1rz,,rl%NYMCfl:.nerc%PY:0,st,rdcijnl..Y’CU’r.rIc%WWMCO%NYMCOGe,er.c
9516d79SG.r,-,-..:,--0,aISol.ds

Figure25:StudyCoverageofOverallNYManagedCareDispensingData

Unfortunately,withthechallengesthatcommunityandindependentpharmacieshovedispensingspecialty
drugs,3’wesuspectthatsomeofthemoreexpensivespecialtydrugscouldbemissingfromourstudy,
whichcouldpotentiallyresultinanunderestimationofPBMspread,

30ThiscomparisonisrelativetoonlyNDCsthatarepresentintheNADACdatabase.Roughly97%ofallgeneric
NDCsarepresentintheNADACdatabase.
31https//www.dispatch.cam/news/20180603/pharmacist-says-cvs-strong-arms-cancer-drug.business/1
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11.2LIMITATIONSOFCMS’STATEUTILIZATIONDATABASE

WeusedCMS’stateutilizationdatabase(SDUD)toobtaingrosscostsbyNDCtoNewYorkMedicaid
managedcare.Thereorefourmainlimitationsofthisdatabase:

1)ItdoesnotspecifytheMCQ—onlymanagedcareorfee-for-service
2)Itisonlyproducedonaquarterlybasiswithaggregatedpricingdata
3)SpendingonseveralNDCsaresuppressed
4)Unitsofmeasurearenotspecified

11.2.1NoSpecificationofMCO

Ideally,wewouldhavelikedtomatchstatecosttopharmacyreimbursementforeachindividualMCO,but
withoutthislevelofdetailintheSDUD,weinsteadaggregatedallpharmacydatatotheoverall
managedcareleveltocomparewiththereportedstatecosts.Thisintroduceserrorinthecomparison
becausetherewillbetimeswherewearecomparingaweightedaveragepharmacyreimbursement
comprisedofonemixofplanswithstatecostsaggregatedfromadifferentmixofplans.

ThemitigatingfactoristhatNewYork’soverallmanagedcareplanmixappearstobeheavilybiased
towardsonePBM—CVS/Caremark,reducingtheriskthatwehaveadramaticallydifferentplanmixfor
anygivenNDC.Anothermitigatingfactorwasthatweperformedthisanalysisoveraperiodofnine
quarters.Whilethisdatalimitationcouldbedistortinganyindividualquarter,itislikelydistortingallnine
quartersinasimilarfashion.Assuch,webelievethatthesubstantialchangeinreimbursementsandspread
fromthestartof2016totheendof2017isverymeaningful.

11.2.2Dataisonlyprovidedonaquarterlybasiswithaggregatedpricingdata

StateutilizationdataisonlyprovidedonaquarterlybasisforeachNDC.Thiscreatesapotentialtiming
errorincomparingstateutilizationdata(whichisatruequarterlyaverage)topharmacydata(whichis
derivedfromdiscreetpointsinthequarter).

Whilethiscouldaddsomeerrortoanyindividualquarter’sabsolutespreadestimate,theerrorshouldbe
substantiallylowerwhenlookingattherelativeanalysisoverthestudy’sninequarterspan.

11.2.3SpendingonseveralNDCsaresuppressed

TocomplywiththeHIPAAPrivacyAct,CMSsuppressestheexpense,numberofunits,andnumberof
prescriptionsforallNDCswherelessthan11prescriptionsweredispensedinanygivenquarter.Assuch,
therawspendinginformationavailableinthestateutilizationdatathatweuseddoesnotreflectthefull
spendingbyNewYorkMedicaidmanagedcare.

11.2.4Unitsofmeasurearenotspecified

SDUDdoesnotspecifytheunitsofmeasurethatstatesarereportingtoCMSfordifferentNDCs.This
introducesrisktoanyanalysisthatattemptstocalculateunitcostsinSDUDfordrugsthatarenotoral-
solids(i.e.inhalers,pens,drops,iniectables,etc.)andcomparethemtoothercostdatabases.Simplyput,
theunitsofmeasurecouldbedifferentwhichwillleadtoanapples-to-orangesunitcostcomparison.To
mitigatethisrisk,wechosetolimitthedrugsanalyzedinthisstudytooralsolids(e.g.tabletsandcapsules)
wherethechanceofaunitmismatchisnegligible.
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11.3LIMITEDNUMBEROFRECORDSFORANYGIVENNDC/QUARTER

Thefinaldatasampleutilizedforthisstudyaveraged18,787NYMedicaidmanagedcaregenericoral
solidprescriptionscovering2,325distinctNDCsperquarter.Thisisanaverageofjustovereight
prescriptionsperNDCfromwhichweusedtoderivetheaveragepharmacymanagedcarereimbursement.

Webelievethisismorethanenoughdatatodrawmeaningfulconclusionsfromduetotheuniquenature
bywhichpharmaciescontractwithPBMs.CommunityandIndependentpharmaciesaretypicallytoosmoll
todirectlycontractwithmostPBMs.InsteadpharmacieswillcontractwithaPharmacyServices
AdministrationOrganization(PSAO),ineffectgainingaccesstoacollectionofpre-negotiatedcontracts
withPBMs.AccordingtoAdamFeinatDrugChannels,“Nearlyallsmallerpharmaciesparticipatein
pharmacyservicesadministrativeorganizations(PSAOs)toleveragetheirinfluenceincontractnegotiations
withPBMsandotherthird-partypayers.”32ThefourlargestPSAOnetworkshavecollectivemembershipof
over19,000pharmaciesnationwide,coveringroughly80%ofallpharmaciesthatutilizeaPSAO.
Moreover,channelchecksindicatethatcontractingtermsdonotmateriallydifferacrossPSAOsforthe
largemanagedcarePBMs—webelievethepredominantPBMsoresimplytoolargeforanyonePSAOto
gainpreferentialcontractingterms.Nevertheless,thisstudycapturesclaimvolumefromthreeofthetop
fourPSAOs,inadditiontotwoofthesmallerPSACs,givingusmoreconfidenceusingasmallerNDC-level
samplesizetoestimateoverallNYMedicaidmanagedcarecommunitypharmacyreimbursements.

11.4STATEREBATESONGENERICDRUGSNOTINCLUDED

ThisstudydoesnotincludeNYMedicaidmanagedcarerebatesongenericdrugs.Wedonotseethisaso
legitimatestudylimitationbecausestaterebatesongeneric(non-innovator)drugsoreindependentfrom
thegrosscosttothestate.Therebateisafixed13%ofAverageManufacturerPrice(AMP),33an
altogetherdifferentpricingbenchmarkthatisnotinfluencedbythestate’sreportedgrosscost.Inresult,
thestatewillreceivethesamerebatesnomattertheunitcostitsmanagedcareorganizationsreport.We
believethisfactmakestheconsiderationofrebatesirrelevanttothisstudy.

11.5LARGECHAINREIMBURSEMENTSARENOTCAPTUREDINOURDATABASE

Thisstudyonlyattemptstoestimatethepercentagespreadbasedoncommunityandindependent
pharmacyreimbursements.InOhio,HDSfoundthatCVS/CaremarkpaiditsownCVSpharmacies3.4%
lessongenericdrugsthanitpaidtoOhiocommunity/independentpharmacies.33Whetherthemoneygoes
toCVSpharmaciesorCaremarkislargelyirrelevantastheyorebothpartofCVSHealth.Butthisdoes
raisethequestiononhowmuchCaremarkispayingtolargechoincompetitorssuchasWalgreensandRite
Aid.Iflarge(non-CVS)chainreimbursementsinNewYorkorelowerthanindependentpharmacy
reimbursements,thisstudycouldunderestimateactualspreadinNewYorkMedicaidmanagedcore.

32https://www.drugchonnels.net/2018/04/mckesson.leads.another-round.of-psoo.html
StartinginQ120170CPIpenaltywasalsoaddedtothegenericrebateformula
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12SUMMARYANDCONCLUSIONS

ThisstudywascommissionedandfundedbythePharmacistsSocietyoftheStateofNewYork(PSSNY)to
estimatethenatureandextentofspreadpricingwithintheNewYorkMedicaidmanagedcareprogram.
Further,theobjectivesaretoexplainthenatureofapharmacytransaction,illustratehowspreadis
impactingbothpayerandpharmacy,andestimatespreadongenericdrugclaimsusingalimited,but
robustsampleofpharmacydata.

ToestimatethenatureandextentofspreadpricinginNewYorkMedicaidmanagedcore,wecollected
nearlytwomillionprescriptionclaimsfrompharmaciesacrossNewYork.Oftheseclaims,therewere
nearly170,000genericoralsolid(e.g.tabletsandcapsules)prescriptionsdispensedbetweenJanuary1,
2016andMarch31,2018.Basedonthissample,pharmacyunitrevenuewascomparedtopublicly-
availabledatasetsfromtheCentersforMedicare&MedicaidServices(CMS)thatmeasurestatedrug
costs(StateUtilizationData)andpharmacyacquisitioncost(NationalAverageDrugAcquisitionCosts,or
NADAC).ForgenericoralsoliddrugsinNewYorkMedicaidmanagedcare,thekeyfindingsrelatedto
PBMspreadwere:

•In2016,aggregatePBMspreadwas10%
oInQi2016,therewasnoPBMspread

•InQ42017,PBMspreadwas39%ofoverallgenericspend,or$5.62perclaim

•BetweenApril1,2017andMarch30,2018,PBMspreadwas24%ofoverallgenericspend
oIncomparison,Ohio’sAuditorfounda31%spreadoverthisperiodongenericclaims

•BetweenQ12016andQ42017,NYmanagedcarePBMscutpharmacygrossmarginby83%.
Thisresultedinanaveragemargin(relativetoNADAC)of$0.53perprescriptionforpharmacies
—5%ofthestate’s$10.08perprescriptioncosttodispenseinMedicaidFee-for-Service35

•ThedatasuggestthatNewYorkmanagedcarePBMsarepricingmostgenericdrugsbelowa
pharmacy’scosttodispenseandpotentiallyusingthesesavingstosubsidizespreadpricingonthe
remaininggenericdrugs

oMorethan50%ofthePBM’sQ42017spreadcamefromlust6%ofthedispensed
genericdrugclaims

Additionalfindingsofthisstudywere:

•InQ42017,99%ofallgenericoralsolidpharmacyclaimsgeneratedamarginoflessthan$10
(costtodispense)forthepharmacy

•Wefoundnoevidenceofacorrelationbetweenthechangeinpharmacyreimbursementandthe
changeinpharmacyacquisitioncostforFidelis(PBM=CVS/Caremark)—thelargestMCOinour
study—raisingquestionsonwhatisdrivingupdatestothePBM’sproprietarypricinglists

Alimitationofthestudywasthelackofpublicly-availableclaim-leveldataforallNYMedicaidmanaged
coreclaims.ThisconstrictedourabilitytoanalyzethefullpopulationofclaimstopreciselycalculatePBM
spreadinNYMedicaidmanagedcare.Thislevelofprecisionisonlypossiblewithacomprehensiveaudit
commissionedbyeithertheStateComptroller,DepartmentofHealthorotherauditingauthority.Thisstudy
strivestoevaluatepricingdistortionsinNYMedicaidmanagedcareandestimateandvisualizespread
pricingusingthedataanalyticstechniquesandassumptionsdescribedindetailthroughoutthisreport.

WehighlyrecommendthatthestateofNewYorkconductafullauditofitsmanagedcarepharmacyprogram
toconfirmthefindingsofthisstudyusingamorecomprehensivedataset.

35https://www.health.ny.gov/health_care/medlcaid/program/update/2018/2018-11.htm#dispensing
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13OPENQUESTIONS/ADDITIONALRESEARCHTOPICS

As3AxisAdvisorsconductedthisresearch,weencounteredquestionsthatweeither1)didnothavethe
requireddatatoexploreand/or2)wereoutsidethescopeofthisstudy.Wepresentthesequestionsto
proposeresearchtopicsthatNewYorkcouldexploretodeepenitsstudyofdrugpricinginMedicaid
managedcare:

13.1SPREADANDTHEMEDICALLossRATIO(MLR)CALCULATION

MedicalLossRatio,orMU?,ismeasuredtoensurethatplansarespendingaspecifiedamountofpremium
dollarsonmedicalexpenses,asopposedtoadministrativeexpense.Withthelackoftransparency
surroundingspread,wewonderedifspreadwasbeingsplitoutfrom“medicalexpenses”andcountedas
“administrativeexpense?”Ifitisbeingincludedinmedicalexpense,itwouldinflatetheplan’smedical
expensesportionoftheirMLR.Thiswouldprovidetheplanwiththewarpedincentivetochooseaspread
modeloveratransparentfeemodeltolowerexpensesclassifiedasadministrativeandraisethose
classifiedasmedical.TheimpactofspreadpricingantheMLRrequirementwasalsoidentifiedasan
additionalconcerninAuditorYost’sreportonOhio’sMedicaidManagedCarePharmacyServices.36

13.2DEEP-DIVEINTOMEDICAIDREBATES—IMPACTONOPTIMALUTILIZATION

MedicaidandCHIPPaymentandAccessCommission(MACPAC)reportedthatinFY16,NewYorkreceived
rebatesequalto53%oftotalgrossdrugspending.37ClearlynoanalysisofdrugpricinginMedicaidis
completewithoutastudyofrebatesandanyassociatedfeesrelatedtorebates.

OneofthekeydriversofwhyrebatesaresohighinMedicaidistheuniquedesignoftheMedicaidDrug
Rebateprogram,inwhichmanufacturersorerequiredtopayrebatesforbrand-name,‘innovator”drugs
basedonthefollowinglogic38:

InnovatorDrugs—thegreaterof23.1%oftheAverageManufacturerPrice(AMP)perunitorthe
differencebetweentheAMPandthebestpriceperunitandadjustedbytheConsumerPriceIndex-Urban
(CPI-U)basedonlaunchdateandcurrentquarterAMP.

Thecombinationofthe23.1%baserebate,thebestpriceadlustment,andtheCPI-Uadjustmentcausesthe
rebateonbrandnamedrugstoscaleupsubstantiallyovertime.Whilewedonothaveaccesstoallthe
dataneededtopreciselycalculatestatutoryrebatesforindividualdrugs,channelcheckssuggestthat
brand-namedrugslateintheirpatentlifecanpaythestaterebatessurpassing70%,80%,oreven90%
oftheamountpaidtotheplan.Themathsupportstheseanecdotes,asabove-inflationpriceincreases
reducethenetpriceofthedrugastheCPI-Uadjustmentnegatestheexcessdrugpriceinflation,butthe
manufacturerpaysannualrebatesoffahigherbaseprice.

ThisuniqueMedicaidrebatemaththeoreticallychangesthedecisiononwhenthestateshouldswitchfrom
abrandtoageneric,afterthebrandlosesitspatentOutsideofMedicaid,theruleofthethumbthata
genericis“cheaper”thanabrandistypicallytrue.WhenoutsizedMedicaidrebatesonbrand-namedrugs
areconsidered,thisruleofthumbmaynotholdanymore:insomeinstances,itmaybecheaperforthe
statetodispensebrandnamedrugsthangenericdrugs.

36https://ohioauditor.gov/ouditsearch/Reports/2018/Medicoid_Pharmacy_Services_2018_Franklin.pdf
rhttps://www.macpac.gov/mocstats/medicaid-benefits/
38https://www.medicaid.gov/medicaid/prescription-drugs/medicaid-drug-rebate-program/index.html
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ThequestionthatshouldbeassessediswhetherNewYork’sPBMsandMCOsareseffingtheirPreferred
DrugUsts(PDLs)topreferthebrand-namedrugwhenitsnetcostislower,oriftheseentitiesareswitching
beneficiariestothegenericassoonasit’savailable.Theincentivesfortheseentitieswouldsuggestthat
theywouldswitchtothegenericassoonaspossible.Switchingtoalowergross(butnotnet)costgeneric
drugreducestheMCO’sexpense,whichwouldtheoreticallyincreaseitsprofitgiventhatit’spaidona
capitatedbasis.Andaswehaveestablishedinthisstudy,thePBMhasanenormousincentivetomaximize
genericdispensinginmanogedcare,especiallywhenthePBMisinaspreadcontractwithitsMCO.These
areconcerningmisalignedincentivesthatshouldbeexploredbythestatetoensurethatitisachievingthe
highestrebates,andlowestnetdrugcosts.Itshouldbenotedthatmanystatesoreconvertingtoauniform
PDL,possiblytohelpcorrectthisissue.

Oneexamplethat
isworth
consideringare

__________

thetwoHIV-1
treatmentdrugs
thatwediscussed
in7.3.5.1:
Overcharged
Generics—Viread
andReyataz.

_____

Figure26shows
theutilization
historyinNew

_____

Yorkofthesetwo
drugsasthey

_____

transitionedfrom
brandtogeneric

_____

—92%ofthese
twodrugswere

____

dispensedos
generics.Themost
striking
observationisthe
abrupttransition
frombrandto

genericassoonasthegenericsbecameavailable.At$21.84perunit,theweightedaveragegenericcost
wascertainlylowerthatthebrand,whichwas$35.49perunit.Asanon-innovatordrug,thegenericalso
qualifiesfora13%rebatetoAMP,whichwouldfurtherreduceitsnetcost.Butisthisenoughtomakethe
genericcheaperthanthepost-rebatebrand?
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Whilewedonothaveaccesstothedataweneedtoanswerthisquestion,wecanlookatprogram5in
otherstatesusingaPDLsetbythestateinsteadofthePBMtoseeiftheswitchonthesetwodrugswasas
abruptasNewYorkexperienced.Figure27showsthesamechartforMedicaidFee-for-Servicein
California.InsteadoftheabruptswitchwesawinNewYork,weseeagradualtransitioninCalifornia,
withthestateonlydispensing18%ofthesetwadrugsasgenerics.
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Whilethisisadmittedlyonlyoneexample,itisasubstantialexample.In2017,NewYorkspent$116
millionbeforerebatesonthesetwobrand.namedrugs.HowmuchinrebatesdidNewYorkreceivethat
year,andhowmuchwaslostin2018whentheswitchoccurred?Thisexamplealsohelpsillustratethe
broaderissueofmisalignedincentiveswhenitcomestoPDLmanagementthatseveralstatesare
addressingbymovingtoauniformPDLthattheycontrol.39

39
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14ABouT3AxisADVISORS

3AxisAdvisorsisanelite,highly-specializedconsultancythatpartnerswithprivateandgovernmentsector
organizationstosolvecomplex,systemicproblemsandpropelindustryreformthraughdata-driven
advocacy.WithaprimaryfocusonidentifyingandanalyzingU.S.drugsupplychaininefficienciesand
costdrivers,3AxisAdvisorsoffersunparalleledexpertiseinprojectdesign,dataaggregationand
analysis,governmentaffairsandmedicrelations.

3AxisAdvisorsarmsclientswithindependentdataanalysisneededtospurchangeandinnovationwithin
theirrespectiveindustries.Co-foundersEricPachmanandAntonioCiacciawereinstrumentalinexposing
thedrugpricingdistortionsandsupplychaininefficienciesembeddedinOhio’sMedicaidmanagedcare
program.Theyarealsotheco-foundersof4óbrooklynResearch,anon-profitorganizationdedicatedto
improvingthetransparencyandaccessibilityofdrugpricingdatafortheAmericanpublic.

Tolearnmoreabout3AxisAdvisors,visitwww.3axisadvisors.com

3AXIS
Advisors
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15ABOUTPSSNY

ThePharmacistsSocietyoftheStaleofNewYork(PSSNY)hasservedthestate’spharmacistsformore
than138yearsprovidingadvocacyandresourcestopharmaciststoimprovepatientcare.PSSNY
representslicensedpharmaciststhroughouttheStateofNewYorkworkinginalltypesofpracticesettings.

OfparticularrelevancetoPBMissues,NewYorkStatehas2,325independentpharmaciesrepresenting
halfofthepharmaciesinNewYorkand10%ofthetotalindependentpharmaciesintheUnitedStates.
AccordingtotheNationalCommunityPharmacistsAssociation,theselocalNewYorkbusinessesgenerate
morethan$7.7billioninpharmacysalesandcreatemorethan21,000full-timelobs.NewYork’s
independentpharmaciesfillnearly139millionprescriptionseachyear,generateanadditional$7.5
billionineconomicactivity,andcreate8,742lobsoutsidethepharmacyintheirlocalcommunitiesandare
majorcontributorstotheirlocalcommunitiesandeconomies.

TolearnmoreaboutPSSNY,visitwww.PSSNY.orQ

PSSNY’sPressRoom:www.PSSNY.org/PressRoom

PSSNYeA PharmacistsSocietyoftheStateofNewYork,Inc.
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16APPENDIxA:NYMANAGEDCAREPLANDEFINITIONS(2016)
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17APPENDIXB:NYMANAGEDCAREPLANDEFINITIONS(2017)
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18APPENDIxC:NYMANAGEDCAREPLANDEFINITIONS(2018)
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