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Whereas, over the past few years, the
costs of prescription drugs have
skyrocketed and keep rising



Is Drug Pricing a Problem?
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Several drug makers just raised their
prices by nearly 10 percent, and buyers
expect more price hikes

By ED SILVERMAN @Pharmalot / JANUARY 2, 2018

everal drug makers celebrated the new year with substantial single-digit
price hikes, while a new survey indicated that prices for bran< name
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Interim Study Proposal 2019-143

Whereas, little action has been taken
at the federal level to reduce the costs
of prescriptions drugs



PCMA Supports Federal Solutions for High Drug Costs

« Eliminate anticompetitive “pay for « Eliminate the tax deductiblility of
delay” agreements direct-to-consumer (DTC) prescription

« End Orphan Drug Exclusivity drug advertising

* Promote wider adoption of electronic

* Revise innovator biologic exclusivit .
J 4 prescribing (eRx)

to seven years

« Eliminate the cap on the inflationary
penalty in the Medicaid Drug Rebate
Program

* Allow for FDA accelerated approval of
me-too brands

» Promote uptake of biosimilars and
Interchangeables
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Interim Study Proposal 2019-143

Whereas, other states have taken
steps to address skyrocketing costs of
prescription drugs



Drug Manufacturers Reap 67% of Rx Dollars

Retained Revenue Across U.S. Pharmaceutical Sector, 2016 ($billions)

$35 Providers $9 Insurers

$23 PBMs

$73 Pharmacies

$18 Wholesalers

$323 Manufacturers

Source: Nancy L. Yu, Preston Atteberry, Peter B. Bach. “Spending On Prescription Drugs In The US: Where Does All The Money Go?” Health Affairs, July 31, 2018.
Note: Study does not take into account the full amount of manufacturer rebates that PBMs may pass along to clients, which may lower estimated PBM retained revenue.
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Interim Study Proposal 2019-143

Whereas, an understanding of the causes and
effects of the rising costs of prescription drugs
will help the citizens of Arkansas



How Can We Help?

A pharmacy benefits manager (PBM) is a health care company that contracts
with plan sponsors—insurers, employers, labor unions, and government
programs to administer the prescription drug portion of the health care benefit.

PBMs work with insurers and employers to perform a variety of services to
ensure high-quality, cost efficient delivery of prescription drugs to consumers.

PBMs aggregate the buying clout of millions of enrollees, enabling plan sponsors
and individuals to obtain lower prices for their prescription drugs.

PBMs help save patients and payers 40-50% on their annual drug and related
medical costs compared to what they would have spent without PBMs

1 Visante, Return on Investment on PBM Services, February 2020.
2
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PBMs’ National Footprint

More than 270 million Americans receive pharmacy
benefits provided through PBMs

18.0% 35.7%
Medicaid* Self-Insured Employers
MILLION

14.7% AMERICANS

Medicare Part D

31.6%
Commercial Health Plans

*Excludes Medicare-Medicaid Dual Eligibles where drugs are covered by Medicare Part D.
Source: Visante estimates prepared for PCMA, 2016.
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Pharmacy Benefit Accounts for 23%
of the Medical Dollar

23.3¢ 22.2¢ 20.2¢ 16.1¢ 4.7¢

Prescription Doctor Office & Hospital Taxes

L

Drugs Services Clinic Visits Stays

] | |
‘ | | | 1
3.3¢ 1.8¢ 1.6¢ 1.6¢ 1.6¢ 0.7¢ 0.5¢ 2.3¢
Other Fees Customer Finance, Care Technology Administration Provider Net
& Business Engagement Claims, & Special Management & Analytics Management Profit

Expenses Investigations

AHIP

Source: https://www.ahip.org/wp-content/uploads/2017/03/HealthCareDollar_ FINAL.pdf



source:%20https://www.ahip.org/wp-content/uploads/2017/03/HealthCareDollar_FINAL.pdf

GENERIC DRUGS KEY TOOL FOR PBMs IN KEEPING COSTS DOWN

Pharmacy Benefit Managers Drive Generic Utilization

PBMs create formularies with

preferred generic drug tiers to
incentivize use of generics.

PBMs then reward
pharmacies that dispense
generics when possible.

As a result, 90 percent of

prescriptions filled in the United

States are for generic drugs.?

This high generic dispensing rate

represents a steady increase in

generic drug usage over time.2 4

What are generic drugs?

A generic drug is the same as a brand-
name drug in dosage, safety, effectiveness,
strength, stability, and quality, as well as in
the way it is taken and should be used.!

Average Out-Of-Pocket Cost-Sharing?

\-—-’

Generics Brands

$6.18 $30.59

1 U.S. Food and Drug Administration, https://www.fda.gov/drugs/questions-answers/generic-drugs-questions-answers
2 IQVIA, Medicine Use and Spending in the U.S. “A Review of 2018 and Outlook to 2023, May 2019, https://www.iqvia.com/insights/the-iqvia-institute/reports/medicine-use-and-spending-in-the-us-a-review-of-2018-and-outlook-to-2023
3 Association for Accessible Medicines, 2019, Generic Drug and Biosimilars Access Savings Report, https://accessiblemeds.org/resources/blog/2019-generic-drug-and-biosimilars-access-savings-us-report

4 The Medicare Payment Advisory Commission, 2019, http://medpac.gov/docs/default-source/reports/marl9_medpac_chl14_sec.pdf?sfvrsn=05.
5 Congressional Budget Office, Competition and the Cost of Medicare’s Prescription Drug Program, 2014, http://www.cbo.gov/sites/default/files/113th-congress-2013-2014/reports/45552-PartD.pdf
6 United Health Group, Medicaid Savings Appendix, https://www.unitedhealthgroup.com/content/dam/UHG/PDF/2018/PBM-Medicaid-Savings-Appendix.pdf
7 IQVIA, Medicine Use and Spending in the U.S. “A Review of 2018 and Outlook to 2023, May 2019, https://www.iqvia.com/insights/the-iqvia-institute/reports/medicine-use-and-spending-in-the-us-a-review-of-2018-and-outlook-to-2023

Generics save people money

The steady increase in use of generic
drugs in Medicare Part D has helped
produce lower than expected costs for
taxpayers and beneficiaries.>

In Medicaid managed care programs,
pharmacy benefit managers employ a
strategy of maximizing the use of generic
drugs including the higher value generic
alternatives, which leads to lower drug

- 97%

When a generic version
of adrug is available, that
version is substituted for
the brand drug 97 percent
of the time.
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The Value of PBMs

PBMs save plan sponsors and consumers an average 40% compared
to expenditures made without pharmacy benefit management

Head to Head Competition Reduced the Cost of an
Average Hepatitis C Drug by More Than 40%

$1,200

$1,000

$1,000

PBMs Reduce Cost

$800

$589

$600

$400

Average Cost per Pill

$200

$0
Uninsured Patient/Without PBM Insured Patient/With PBM

Source: Visante, prepared for PCMA. February 2016.
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Tackling High Drug Costs

* Health plans and PBMs do not have any control over the price the
manufacturer sets for a drug — but PBMs have some tools to drive down drug
Costs.

» Patient cost-sharing often represents only a small fraction of the total cost of the
drug.

* Brand drug manufacturers establish prices within a monopoly established by
federal patent law.

« Until other drugs are approved for the same disease or condition, manufacturers
have little incentive to reduce their prices.
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How PBMs Drive Savings and Quality: Manufacturers

 PBMs are able to bring volume to manufacturers and in some cases, obtain price concessions.

* Rebates reduce the net cost of drugs for payers, but they aren’t available on all drugs—only
where there is competition.

— 90% of drugs dispensed are generics, with little-to-no rebate in commercial programs.
— In Medicare Part D, 64% of brands were not eligible for rebates.!

— PBMs pass the vast majority of the rebates back to their clients.? 3
* Rebates help reduce premiums & cost-sharing, and revenue is included in MLR calculation.

* Plans have no alternative tool at this time that is as effective at forcing manufacturers to compete,
bringing down the net cost of drugs.

1 Milliman, “Prescription Drug Rebates and Part D Drug Costs.” (July 2018).
2U.S. Government Accountability Office, “Medicare Part D: Use of Pharmacy Benefit Managers and Efforts to Manage Drug Expenditures and Utilization.” (July 2019).
3Pew Charitable Trusts, “The Prescription Drug Landscape, Explored.” (March 2019).
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Pharmaceutical Supply Chain Profit Margins

30%

28.1%
25%
0
20% 18.2%
15%
10%
5% 4.0%
2.9% 3.0% 3.0% .
., H H B
PBMs Health Insurers Drug Wholesalers  Pharmacies Manufacturers -  Manufacturers -
Generic Brand

Source: The Flow of Money Through the Pharmaceutical Distribution System. Schaeffer Center for Health Policy & Economics, University of Southern California. June 2017.
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INDEPENDENT PHARMACIES USE LARGE
BARGAINING GROUPS TO GAIN MARKET POWER

Independent pharmacies are not just mom-and-pop neighborhood :

businesses — they have significant bargaining clout in negotiations What is a PSAO?

with health plans and pharmacy benefit managers (PBMs) by hiring The typical PSAO represents thousands of pharmacies.
powerful pharmacy services administrative organizations (PSAOS) Here’s how PSAOs work:

v Negotiate and enter into contracts with third-party payers on
behalf of independent pharmacies

N,

80%

v Negotiate reimbursement rates, payment, and audit terms

v Provide access to pooled purchasing power, negotiating
leverage, and contracting strategies similar to large, multi-
location chain pharmacy corporations

v Provide inventory and back-office functions to improve

of'independent pharmacy business

pharmacies in the v Allow rural pharmacies to more effectively negotiate contract

U.S. are represented terms than pharmacies operating in urban areas with many
. competitors

by PSAOs!

1 U.S. Government Accountability Office (GAO), The Number, Role, and Ownership of Pharmacy Services Administrative Organizations. (January 2013). http://www.gao.gov/assets/660/651631.pdf
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Drug Wholesalers Own 3 Largest PSAQOs

« Over 80% of independent pharmacies belong to pharmacy services administrative organizations
(PSAOSs), which provide a range of services, including: negotiating third-party payer contracts,
providing access to pooled purchasing power/inventory, and back-office functions.

« PSAOs give independent pharmacies significant bargaining clout in negotiations with payers.

Largest Pharmacy Services Administrative Organizations, by Members and Ownership, 2019

Elevate

PROGRAM Health LeaderNET/MS . Arete Pharmacy First EPIC nify RX Sav-Mor
Mart Atlas InterNet/ Elre(i\‘l’v'grekr Pharmacy Pharmacy unity Pharmacy

Ownership Managed Care Network A\I/?{Qr?::eesﬁlLeC Network, Inc.  PBA Health/PPOK Services
McKesson/APCI CenrEalelL: Am;éi%%l:]rce AAP Member-owned Independent

Cardinal Health

sl 7 000 5.600 4.600 2.900 2.300 1,700 1,200

Source: Drug Channels Institute research and estimates. Figures show number of pharmacies using PSAO services.
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Is Drug Pricing a Problem?

Modern
Healthcare

The leader in healthcare business news, research & data

Drug prices rise as pharma profit soars

By Alex Kacik | December 28, 2017
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The amount of money people spend on prescription drugs has

over the past three decades as pharmaceutical sales and profi
ballooned, according to a goverr=~~t report.

Several drug makers just raised their

Che Newy Uork Eim g

Humira’s B

est-Sellj
S . eling D

tart at 5 High prjfe_ éggffi‘gg lélula:

B

By HAK
PANY i JAN. 6, 201

Ip Tl
g
3 Presc Ption druy, in the world You may haye

1an with | .
h colitic ,.:euma“’ld arthritis cap ), h
o &@Lh_a:pp_ﬂy throy g}:\_f&pkugpx

2 fair packeq

prices by nearly 10 percent, and buyers
expect more price hikes

By ED SILVERMAN @Pharmalot / JANUARY 2, 2018
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everal drug makers celebrated the new year with substantial single-digit
price hikes, while a new survey indicated that prices for bran< name

medirires are expected to rise 3 percent *
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Cancer Drug Price Rises 1,400% With No Generic to Challenge It

Lomustine among 319 drugs with expired patents but no copies; FDA trying to boost competition

By Peter Loftus

Dec. 25,2017 7:00am. ET

Since 2013, the price of a 40-year-old, off-patent cancer drug in the U.S. has risen 1,400%,
putting the life-extending medicine out of reach for some patients.

and Hodglind mstine has no generic
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Conclusion

* Manufacturers are increasing drug prices for both brands and generics

 PBMs play a unigue and central role in driving adherence, holding down
costs, and increasing quality

 PBM tools deliver savings for plan sponsors and consumers, underscoring the
success of the competitive marketplace
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