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 EXECUTIVE SUMMARY

 The populations served by Medicaid and the diversity and intensity of their health care -
‘needs make Medicaid a major purchaser of prescription drugs. In 2003, Medicaid spent
$33.7 billion on prescription drugs, accounting for 19% of national spending for this =

~ service.! Comprehensive prescription drug coverage is an essential benefit for

Medicaid’s 58.5'_r'nﬂil,lion low-income beneficiaries, including 9.2 million non-elderly
people with disabilities and 5.4 million sehiors, cohorts that are especially relianton

‘pharmaceuticals for the management of chronic illness."

In 2005, a broad spectrum of policy makers is focused on ways to reduce Medicaid
spending growth. At the federal level, the Congressional budget resolution for fiscal =~
year 2006 (which began on October 1, 2005) calls for the Senate Finance Committee to
achieve savings of $10 billion over the next five years by identifying savings in the '
programs under its jurisdiction (and a corresponding level of savings is required from
the House Energy and Commerce Committee). Even amid the changing priorities .
prompted by Hurricane Katrina, it is believed that a significant portion of these savings
will come from Medicaid—and several policy makers have identified prescription drug
policy changes as one of the primary ways that the Congress could meet the budget
resolution’s budget reduction target.

Medicaid will undergo additional changes as a result of the implementation of the
Medicare Modernization Act (MMA)". On January 1, 2006, an estimated 13.6% of
current Medicaid beneficiaries, who account for 48% of Medicaid prescription drug
spending, will be transitioned to Medicare prescription drug coverage." Medicaid
programs will have continued responsibility for meeting the long-term services and
supports needs of dual eligibles and will continue to fill in for other gaps in Medicare
coverage, even though they are barred by the MMA from receiving federal Medicaid
financing for filling in any gaps in Medicare drug coverage (Figure ES1). They will also
be responsible for continuing Medicaid drug coverage for those beneficiaries who are
not dual eligibles, but the amount spent and the mix of drugs purchased through the
program will change considerably.
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| Medicaid Expenditures by Service, 2003 |
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In the first half of 2005, the Kaiser Commission on Medicaid and the Uninsured
conducted a survey of state Medicaid prescription drug policies that was carried out by
the Health Policy Institute at Georgetown University. Thirty-six states plus the District of
Columbia responded to the survey.” This survey updates and supplements work
conducted for the Commission in 2003 and 2000 and covers key elements of utilization
management, drug purchasing and potential impacts of the implementation of Medicare
Part D." :

Summary and Highlights from the 2005 Survey

States have several tools available to them to manage the pharmacy benefit and to
control costs. Increased health care costs and recent fiscal constraints have led most
state Medicaid programs to use many of these tools. Medicaid programs anticipated
14.3% growth in drug spending in fiscal 2005, continuing a trend of double-digit growth.
Consequently, in 2005, among responding states, nearly all programs used dispensing
flimits; roughly two-thirds operated preferred drug lists (PDLs); all required some prior
authorization; nearly all required the use of generics, and four in five states charged co-
payments for prescription drugs (Figure ES2).
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Dispensing Limits: In 2005, nearly all programs (35 of 37) reported that they impose
limits on the amount of a drug that can be dispensed per prescription; lesser numbers
imposed limits on refills per prescription (16 of 37) or number of prescriptions (12 of 37).

+ New Finding in 2005: Most states with dispensing limits apply soft limits

Policy makers and beneficiary groups have focused on the imposition of hard
dispensing limits in a small number of states, where beneficiaries may be denied
medically necessary drugs above the established limit. While the ability of states to
establish limits on dispensing is not new, the use of hard limits versus soft limits may
reflect a new policy direction. In states with hard limits, Medicaid will not pay for drugs
dispensed to an individual above a certain number of prescriptions or refills. Under soft
limits, when individuals reach the established limit, their subsequent prescriptions
typically.become subject to prior authorization. Providers are given the opportunity to
provide clinical justification for prescribing drugs above the limit, but drugs may be
denied at this stage. States were asked in 2005 what action they take when
beneficiaries hit the limits on the number of refills and the number of prescriptions. In
most cases, individuals are subject to some form of prior authorization. In only 13% of
responding states (2 of 16 states in 2005) are individuals automatically denied drugs
(i.e., a hard limit is imposed) with respect to the number of refills and in only 33% of
respondlng states (4 of 12 states in 2005) are individuals automatically denied drugs
with respect to the number of prescriptions (Figure ES3).
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Preferred Drug Lists (PDLS): in 2005, more than two-thirds of responding states
operated PDLs. Of those with PDLs, most states provide for public input into drugs that
should be on the PDL, and 40% use the same PDL for other state programs such as the
State Children’s Insurance Program (SCHIP) or the State Pharmacy Assistance
Program (SPAP).

Prior Authorization (PA): In 2005, all responding states required PA for certain drugs
paid for by Medicaid, and roughly three-fourths reported that the recent trend has been
toward a greater reliance on PA. Three-fourths also indicated that they exempt certain
classes of drugs from PA. :

» New finding in 2005: While all surveyed states use prior authorization (PA),
states apply it selectively

~ While PA has become a central pharmacy cost containment strategy in virtually all
states, PA is used selectively. On average, states estimate that only 3.4% of
prescription drug claims are for drugs that require PA (based on estimates from 25
states in 2005) (Figure ES4). Additionally, the average estimate is that only 7.5% of
Medicaid prescription drug spending is for drugs that require PA (based on estimates
from 16 states). Some policy makers may interpret these low percentages to indicate
that states could require PA for far more drugs. The success of PA programs, however,
may rely on targeting efforts appropriately. Nonetheless, roughly three-fourths of
respondents (27 of 37 states in 2005) reported that the recent trend has been toward a

. greater reliance on PA.
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Generic Substitution: In 2005, nearly all states (34 of 37 responding) reported that
they require generics to be dispensed when available, but the majority of these states -
(30 of 34) permit the requirement to be overridden if the prescriber requests. States
estimated that 52% of prescriptions are filled with generics and that 19% of Medicaid
drug spending is for generics.

Cost Sharing: In 2005, four in five states (30 of 37 responding) charged co-payments
for Medicaid prescription drugs. Seven of those 30 report that they permit prescription
drugs to be withheld for non-payment of cost sharing.

High Cost Management. In 2005, 23 of 37 responding states reported that they
operate special programs targeting high cost patients who are identified sometimes
using claims data or by chronic condition (e.g., diabetes or asthma). States typically
use strategies such as disease management and provider education to address these

groups.

Drug Purchasing: While the proportion of states receiving supplemental rebates has

increased over time, fewer than half (16 of 37 responding in 2005) reported receiving

them. A little more than half of responding states (20 of 37) reported returning rebate

payment to Medicaid, with the remainder applying rebate payments to the state general

- fund. Six of 37 states reported pooling drug purchasing across several states, and
three of 37 reported pooling drug purchasing across several state programs.

Impact on Medicaid of Medicare Drug Coverage: Early in Medicare drug coverage
implementation, a minority of states reported considering using Medicaid to fill gaps in

. coverage for dual eligibles, yet the majority of surveyed states anticipated that the MMA
-~ will lead to smaller Medlcald rebates.
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" The implementation of the Medicare Modernization Act (MMA) has the potentialto

_improve access to prescription-drugs for millions of Medicare beneficiaries.. The impact
- on dual eligibles, however, is unclear. CMS in its rulemaking and subsequent guidance

. has taken steps to ensure that Medicare Part D plan formularies are comprehensive, -~ ’

- “including the requirement that plans cover substantially all drugs in six key classes: ‘
anticonvulsants; antidepressants; antineoplastics; antipsychotics; antiretrovirals, and.
immunosuppressants. PR SR S

‘Nonetheless, states and many other stakeholders are concerned that coverage gaps

- will arise for dual eligibles; both because plans will not cover necessary medications or
because drugs will be denied due to the inability to pay cost-sharing. Some states (7 of
37 states in 2005) reported that they are actively considering using state-only funds to-
fill in gaps in Medicare coverage (Figure ES5). While many state respondents said that
they could not anticipate the impact of the implementation of the MMA on-Medicaid, of
those responding, nearly three-fourths indicated a belief that their Medicaid program
would receive smaller rebates due to the loss of market share (8 of 11 states
responding to this question in 2005). ‘

Figure ES5S

Impact on Medicaid of
Medicare Drug Law

(percentage of states reporting)

State Considering
Supplementing Coverage for 19%
Dual Eligibles (State Only

~ Funds)

Anticipate Smaller Medicaid 72%
Rebate (n=11)

SOURCE: KCMU state Madicaid pi i drug survey ¢ by the Health
Policy Institute, Georgetown University (200S).

NOTES: Basad on survay responses from 37 statesin 2005, n = number of states Medicaid and the L
responding to the survey question.

Conclusion

‘Until now, Medicaid has played a unique role in providing access to prescription drugs
to the neediest and costliest cohorts of Americans (low-income people with severe
disabilities and low-income elderly individuals). Beginning in 2006, this responsibility
will be shared with the Medicare Part D prescription drug program. Medicaid programs
will grapple with the impact of the MMA on prescription drug costs and access for the
remainder of the Medicaid population. Meanwhile, the Congress is considering .
changes to some of the basic approaches to purchasing prescription drugs in Medicaid )
and sharing responsibility for costs with beneficiaries. What will not change is the
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central role that prescrlptron drugs have come to play in modern health care and thelr :

V|tal role m the health and functlonrng of many of the poorest and srckest Amerlcans

'The results presented are based on self-reported data by state Medrcald pharmacy
- | officials. Participating states responded to a written survey or provided information
" through telephone interviews in the first half of 2005. Participating 'states were given
* the opportunity to review their responses for accuracy in July-August 2005, and
states were asked to ensure that policies were up-to-date in cases where policies
may have changed since originally completing the survey. Multiple efforts were
made to secure the partlcrpatron of all states. -

i Natiorial Health'Expehditures Tables,- 2003, Centers for Medicare and'Medicaid Seivices, Office of the Actu‘ary, ’
National Health Statistics Group, January 2005.
I Congressional Budget Office, March 2005 Baseline.

" The Medicare Prescription Drug, Improvement, and Modernization Act of 2003 (MMA), also called Medicare Part D

(Public Law 108-173), creates a right for Medicare beneficiaries to purchase Medicare prescription drug coverage
beginning on January 1, 2006. While technically voluntary, low-income Medicare beneficiaries who also receive
Medicaid (dual eligibles) will lose their Medicaid drug coverage and will be automatically enrolled in a Medicare
prescription drug plan.

v John Holahan and Arunabh Ghosh, Dual Eligibles: Medicaid Enrollment and Spending for Medicare Beneficiaries in

2003, Kaiser Commission on Medicaid and the Uninsured, July 2005.

¥ For ease of reference, throughout this report, references to “states” should be inferred to include the District of
Columbia.

¥ For 2003 survey, go to hitp://www kff.ora/medicaid/4164.cfm. For 2000 survey, go to

hitp://www.kff. org/medicaid/2225-index.cfm.
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lNTRODUCTION B

: .Increasmg health care costs and numbers of umnsured or under-msured mdnwduals are L

- placing the nation’s health care payers under. great stress, whether pubhc programs.
_such as Medicaid and Medicare or the private insurance system. As a consequence,

_policy makers are continually looking for new and better strategies for improving care:

and controlling costs. Prescription drug spending has been a major target in recent

years because of its double-digit growth rates over several years. In 2003, national

- spending on prescription drugs totaled $179. 2 billion, accounting for 11% of national
- spending on health care and related serwces _and spending growth on prescription

| - drugs was 10.7% greater than in 2002.2 This mcrease is driven by an increasing

number of prescriptions per person; changes in the types of drugs used—with an
increased rellance on newer and more expensive drugs, and manufacturer price
mcreases

Although low-income children and parents make up three quarters of the Medicaid
population, they account for only 31% of Medicaid spending. The other 69% of program
spending is attributable to the elderly and people with disabilities, who make up only
one-quarter of the Medicaid population. These populations and the diversity and
intensity of their health care needs make Medicaid a major purchaser of prescription
drugs. Medicaid programs accounted for 19% of national spending on prescrlptlon
drugs in 2003 ($33.7 billion).* Comprehensive prescription drug coverage is an
essential benefit for Medicaid’s 58.5 million low-income beneficiaries, including 9.2
million non-elderly people with disabilities and 5.4 million seniors, cohorts that are
especially reliant on pharmaceuticals for the management of chronic illness.®

In 2005, a broad spectrum of policy makers is focused on ways to reduce Medicaid
spending growth. At the federal level, the Congressional budget resolution for fiscal
year 2006 (beginning on October 1, 2005) calls for the Senate Finance Committee to
achieve savings of $10 billion over the next five years by identifying savings in the
programs under its jurisdiction (and a corresponding level-of savings is required from
the House Energy and Commerce Committee). Even amid the changing priorities
prompted by Hurricane Katrina, it is believed that a significant portion of these savings
will come from Medicaid—and several policy makers have identified prescription drug
policy changes as one of the primary ways that the Congress could meet the budget
resolution’s budget reduction target. However, the climate for Medicaid cuts may have
chilled given changing priorities in the wake of Hurricane Katrina.

Other changes to the Medicaid program will follow the implementation of the Medicare
Modernlzatlon Act (MMA) which has significant implications for Medicaid programs and
beneficiaries.? Medicaid currently provides drug coverage for low-income Medicare
beneficiaries (dual eligibles) which will end on December 31, 2005, with Medicare
prescription drug coverage beginning on January 1, 2006. Dual eligibles constitute an
estimated 13.6% of current Medicaid beneficiaries, responsible for roughly 45%. of
Medicaid prescription drug spending.” Medicaid programs will have continued -
responsibility for meeting the long-term services and supports needs of dual eligibles
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Medicaid and the Uninsured




- "'_and W|ll contlnue to fII in for other gaps in Medlcare coverage even though they are

- barred by the MMA from receiving federal Medicaid financing for filling in any gaps |n
" Medicare drug. coverage (Figure 1). They will also be- responsible for contlnumg
Medlcald drug coverage for those benefi crarles who are not dual ellglbles

. Figwstr

a Med:cald Expendltures by Servsce, 2003
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In the first half of 2005, the Kaiser Commission on Medicaid and the Uninsured
conducted a survey of state Medicaid prescription drug policies that was carried out by
the Health Policy Institute at Georgetown University. Thirty-six states plus the District of
Columbia responded to the survey This survey updates and supplements work
conducted for the Commission in 2003 and 2000.° The supplement examined
enroliment and state Medicaid policies in the following areas:

Outpatient Drug Spending

Dispensing Limits

Preferred Drug Lists (PDLs)

Prior Authorization

Generic Substitution

Cost-Sharing

High Cost Management

Purchasing Policies

Impact on Medicaid of Medicare Drug Coverage

©COoONOOORLON~

The results presented are based on self-reported data by state Medicaid pharmacy
officials. Participating states responded to a written survey or provided information
through telephone interviews in the first half of 2005. Participating states were given the
opportunity to review their responses for accuracy in July-August 2005, and states were
asked to ensure that policies were up-to-date in cases where policies may have
changed since originally completing the survey. Multiple efforts were made to secure
the participation of all states.
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"The appendrx lncludes tables of survey responses from mdrwdual states (tables 1 19) -
- Throughout the survey, respondents werg asked to provide quantitative responses. In =~ -

~_some cases, these data were readily available; in others, respondents provided their.

. best estimates based on their professional experlence "While some of these data are

estimates rather than precise figures, they nonetheless offer important insights on some
- ofthe most pressing prescrlption drug policy issues facmg Medicaid | programs : '

| 'As a startlng point toward understandlng dlfferences in the use of Medlcald pharmacy

a services, states were asked to provide their Medicaid enrollment and the average

~number of monthly prescriptions dispensed to all Medicaid beneficiaries, by dual
_eligibles, and by Medicaid beneficiaries residing in nursing homes and other institutions.
Table 1 provides summary data on Medicaid enrollment, While states do not uniformly
track prescription drug use by the requested measures, a subset of survey respondents
was able to provide estimates for their state (Table 2). '

DRUG SPENDING
Table 3

Medicaid officials expected prescription drug costs to continue to increase at double
digit rates. On average, states estimated that drug spending will increase 14.3% in the
current state fiscal year (based on estimates provided by 33 states in 2005) (Figure 2).
States also estimated that Medicaid spending grew 12.9% in the last fiscal year (based
on estimates by 35 states in 2005). These estimates are consistent with previous state
estimates. In 2003, state estimates of recent past spending and spending over the
current year ranged from 13.8% to 14.7%. _

Figure 2

Average Estimated Annual Increases in
Medicaid Prescription Drug Spending

SFY
2005

SFY
2004

SOURCE: KCMU state Medicaid drug survey by the Health
Policy Institute, Georgewwn Umversny (2005) .

NOTES: Based on survey responses from 37 statesin 2005. 33 states provided a Medicaid and the L
projected growth estimate and 35 states provided an estimate for last yoar's growth.

Payments for most Medicaid services for beneﬁciaries residing in the communi,ty are
based on individual claims for services they use, and payments for prescription drugs
" are based on individual claims for products that were dispensed or paid as partofa
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' capitation rate to a health plan. - States take different approaches to purchasing =~ .
- prescription drugs in nursing homes and other long-term care facilities and these costs .
- are often bundled and paid on'a daily rate. While bundling prescription drugs into the " -

daily rate may simplify administration, it also means that states cannot take advantage -

of Medicaid rebates for drugs reimbursed in this manner. Moreover, it meansthat =~

~ states are dependent on institutional providers—or the long-term care pharmacies with

which they contract—to take responsibility for ensuring the most efficient purchasing of

prescription drugs. More than two-thirds of states (68%; 25 of 37 states in. 2005) -

reported that they carve out (or pay separately for) prescription drugs provided to
residents of long-term care facilities (Figure 3). '

_ VFl.g\.re'(I‘ '_

Medicaid Payment Practices for
" Institutional Drug Purchasing
{percentage of states reporting) '

Rx Carved Out
| #2005
of Instiuticnal fS #2003
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SOURCE: KOMRY state M d ipGon drug SurvBy eonguctes by the Hoalh
Policy institute, Georgetown Liniversity {2005},
NOTES: Based on suney rasponses from 37 states in 2005 and 43 staes in 2053, KAISER COMMINBION ON
i i g Felers b ition drugs 16 108 of rRgZing omey Medicald and the Uninsured
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DISPENSING LIMITS
Tables 4-6

Federal Medicaid law requires states to ensure that benefits they provide are “sufficient
in amount, duration, and scope to reasonably achieve (their) purpose”.'® However,
under federal regulations, states may place “appropriate” limits on a service based on
“medical necessity or on utilization control procedures”.!! The Medicaid law also
permits states, “to impose limitations, with respect to all such drugs in a therapeutic
class, on the minimum or maximum quantities per prescription or on the number of
refills if such limitations are necessary to discourage waste”. '

Dispensing Limits: State Nearly all Medicaid programs placed limits on the
i . ; quantity of medication that can be dispensed per
policies that restrict the prescription (35 of 37 states in 2005) (Figure 4).

quantity of pres_crlvptlor) Several states (16 of 37 states in 2005) also placed
drugs that Medlcald_ W'_” limits on the number of refills per prescription and on
purchase for a Medicaid the number of prescriptions (12 of 37 states in 2005).
beneficiary. v . In response to a question that had not been asked in
4 THE KAISER COMMISSION ON
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the prev10us surveys roughly one-thlrd of states (13 of 37 states |n 2005) report that
they maintain different dispensing limits for malntenance drugs (| e, drugs taken for -
Iong—term management of chronic condltlons) - _ _ :

Flgurw e

Medlca;d Dispensmg lest Poltc:es

(percentage of states reportmg)

" . Quantity per Prescripiion &

Number of Refills 5@

®2005
- . {=2003
Number of Prescriptions 1312000
Different Limit for
Maintenance Rx
SOURCE: ROV Mo RISurveY, Saxiucted by the Hysith
Pelicy Inshtsta, GEorokoma Unversty (2005;
HOTES: Daged o1 surey 1850888 trom 37 states in 2005, 43 grates 1 3003, and 41
stm*sm 2040, Sttos mhaamxemsmnhrmar&enarremgeneea;ymmndqu KALSER GOMMISELON. 0N
T 100 Metlicaid and the Unnstired

98100
memme RX. Tmsqw%ﬂwa* netﬁske&mm«m

Recent attention has been focused on the imposition of hard limits in a small number of
states, in which beneficiaries may be denied medically necessary drugs above the
established limit (i.e., Medicaid pays for only those prescriptions up to the limit). While
the ability of states to establish such policies is not new, the use of hard limits versus

“soft limits may reflect a new policy direction. In states with hard limits, an individual
cannot obtain drugs above the limit. In states with soft limits, when individuals reach the
established limit, they become subject to prior authorization or some other form of
review. Drugs may be denied at this stage, but individuals are given the opportunity to
provide clinical justification for receiving drugs above the limit. '

States were asked what actions they take when beneficiaries reach limits on the
number of refills and the number of prescriptions. (Quantity limits do not generally
present an access issue as the limit affects the amount of drug an individual can get at
one time, but not whether they can obtain all of the drugs they have been prescribed).
In most cases, drugs prescribed over the limit are subject to some form of prior
authorization. In only 13% of responding states (2 of 16 states in 2005) are individuals
- automatically denied drugs (i.e., a hard limit is imposed) with respect to the number of
refills and in only 33% of respondmg states (4 of 12 states in 2005) are individuals
automatically denied drugs with respect to the number of prescriptions (Figure 5).
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PREFERRED DRUG LISTS (PDLs)
Tables 7-8

Preferred drug lists (PDLs) are equivalent to formularies. The Medrcald law permits

states to establish formularies subject to certain requirements.*®

The formulary must be

established by a Pharmacy and Therapeutics (P&T) committee that is appointed by the
Governor (or the state drug use review board) and that must include physicians,
pharmacists, and other appropriate individuals. The formulary must include all drugs
made by manufacturers with rebate agreements in effect with HHS (except for drugs

excludable under Medicaid law)'* unless the drug
excluded from the formulary, “does not have a
significant, clinically meaningful therapeutic
advantage in terms of safety, effectiveness, or
clinical outcome of such treatment for such
population over other drugs included in the formulary
and there is a written explanation (avallable to the
public) of the basis for the exclusion”.® The
Secretary is also permitted to impose additional
requirements to “achieve program savings consistent
with protecting the health of program beneficiaries”."®

The development and implementation of PDLs in
some state Medicaid programs has met with
controversy. Some beneficiary groups have opposed

Preferred Drug List
(PDL):

A list of covered
prescription drugs that a
state Medicaid program
agrees to provide without
prior authorization.

All other medically
necessary
pharmaceuticals require
prior authorization.

the establishment of PDLs citing potential drug access problems. States may consider
- several criteria for PDL inclusion, but many states have made a point of highlighting the
“significance of clinical evidence in constructing their PDLs. In some, but not all states

- with PDLs;, the use of clinical evidence and transparency in the process for establishing

the PDL have eased some concerns raised by beneficiaries and other stakeholders. .
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1 - More than two-thrrds of states operate PDLs (25 of 37 states in 2005) a srgnlfrcant e
" increase over the 42% of states with PDLs in 2003 (18 of 43 states in 2003) (Figure 6). -

- Of states.with PDLs, most provide for public input into the process of determining which

drugs will be included on the PDL (20 of 25 states in 2005) Forty percent (10 of 25
~states in 2005) use the same PDL for other state programs, such as the State

~ Children’s Health Insurance: Program (SCHIP) or the State Pharmacy Assrstance
Program (SPAP)

Figure6 -

Med:ca:d Preferred Drug List
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States were asked what criteria the P&T committee uses to decide which classes of
drugs to place on the PDL and which specific drugs are included. Of those states with
PDLs, all states (25 of 25 states in 2005) reported that the P&T Committee considers
clinical efficacy and safety (Figure 7). Forty-four percent of states reported that the
P&T Committee considers whether the state receives a supplemental rebate (11 of 25
states in 2005) and 60% indicate that the P&T Committee considers the net cost of
drugs (15 of 25 states in 2005). Roughly one-third of states (8 of 25 states in 2005)
reported that the P&T Committee also considers other factors, such as the availability of
therapeutic alternatives.

The primary purpose of a PDL is to assist a state in controlling pharmaceutical
spending. The net cost to the state is clearly an important consideration. In setting up
their PDLs, however, several states do not permit the P&T Committee to see cost
information, believing that the committee’s role should be focused on providing an
expert review of clinical evidence. In these states, the P&T Committee may determine
whether a class of drugs should be placed on the PDL, and only after the fact does the
state use cost considerations in determining which specific drugs in the class to include
on the list: The majority of states (22 of 25 states in 2005) reported that the state
considers the cost of drugs separately from the review conducted by the P&T
Committee. _
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PRIOR AUTHORIZATION
Tables 9-11

The Medicaid law permlts states to subject any covered outpatient prescription drug to
prior authorization (PA)." States must respond to requests for authorization within 24
hours (by telephone or otherwise) and, except for excludable drugs, they must dispense

at least a 72- hour supply of a
the Secretary).'

requested drug in cases of an emergency (as defined by

Prior Authorization (PA):  In 2005, all 37 responding states required PA for at

Policy of a state Medicaid
program that requires a
pharmacist to obtain

least some prescription drugs covered by Medicaid
(Figure 8). Moreover, roughly three-fourths of

respondents (27 of 37 states in 2005) reported that
the recent trend has been toward a greater reliance

approval from the state (or  on PA. One common practice is for states to require

a subcontractor) before
_dispensing a drug.

PA for brand name drugs when a generic equivalent
is available. Most states (29 of 37 states in 2005)

at least some drugs. Addition

reported that they require PA in this circumstance for
ally, most states (28 of 37 states in 2005) exclude certain

classes of drugs from PA. States commonly exempted cancer medications,

antiretrovirals used in the trea
health drugs from PA.

tment of HIV/AIDS, and some or all classes of mental
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PA is a central pharmacy cost containment strategy in virtually all states, but states use
it selectively. The average estimate is that only 3.4% of prescription drug claims are for
drugs that require PA (based on estimates from 25 states in 2005) (Figure 9).
Additionally, the average estimate is that only 7.5% of Medicaid prescription drug
spending is for drugs that require PA (based on estimates from 16 states). Some policy
makers may consider these low percentages to indicate that states could require PA for
far more drugs. The success of PA, however, may hinge upon targeting efforts
appropriately because PA programs can be administratively cumbersome for states,
and a greater use of PA may decrease support for the program from stakeholders
including physicians, pharmacists and beneficiaries. The size and extent of state PA
programs varies substantially. State estimates of the number of PA requests in the last
year ranged from a low of 100 in South Dakota to nearly one million in California (see
Table 10). Administrative capacity to review large volumes of PA requests (as in
California, with its hundreds of thousands of requests per year) and how such capacity
is financed is a factor in determining the extent of PA use in a given state.
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GENERIC SUBSTITUTION

Tables 12-13

As discussed previously, Medicaid law generally requires states to provide coverage for
all FDA-approved medications made by manufacturers with rebate agreements in effect
with the federal government. Medicaid law does not, however, prevent states from

requiring or encouraging the use of generic medications.

Since 2000, there has been a steady trend toward
increased mandatory generic substitution. In 2005,
nearly all states (34 of 37 states in 2005) reported
that they require generics to be dispensed when
available (Flgure 10). The majority of these states
(30 of 34 states in 2005), however, permit this
requirement to be overridden based on the
professional judgment of the treating. physician.
Generally, this requires the prescriber to write “Brand
Medically Necessary” on the prescription.

Additionally, states undertake a variety of strategies
to encourage the use of generics. These include
charging a lower co-payment for generics (14 of 37
states in 2005); paying a higher dispensing fee when
pharmacists dispense generics (7 of 37 states in
2005); paying the generic rate for brand name _

~ prescription drugs (24 of 37 states in 2005); placing

Generic Drug: A generic
drug is identical, or
bioequivalent to a brand
name drug in dosage form,
safety, strength, route of
administration, quality,
performance
characteristics and
intended use: Although
generic drugs are
chemically identical to their

- branded counterparts, they

are typically sold at much
lower prices than branded

- drugs.

: generics on the PDL (12 of 37 states in 2005); and engaging in counter detalllng or
taking other steps to educate providers (22 of 37 states in 2005)
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On average, states estimate that 52% of prescriptions are filled with generics (based on
estimates provided by 34 states in 2005) (Figure 11) and that 19% of Medicaid drug
spending is for generics (based on estimates provided by 30 states in 2005).

Figure 11
State Estimates of Medicaid

Use of Generic Drugs

(average state estimate)
Prascriptions 52%
Fillod as
Genarics 1%,
State D ) {2005
tate Drug w2003
Spanding for
Genorics
BOURCE: ROMEE state MoGicind proecriphng G survey codductod by the Hasii
Policy Institste, Gaotgetwn University {20055,
Nm" Basw o survey i aiised !tom ¥ s'am m F0G% and 43 stasg i 0L,
24 staves prov xmaa'gcnencnnzo%md RALSER . COMMISSION OF
EZWMhmD’\aMVJ statos providingest 019& parling o gesetics in Medicald and the Uninsured
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COST-SHARING
Table 14

Medicaid permits states to charge “nominal” cost-sharing to certain groups of
beneficiaries for certain services. Medicaid law prohibits cost-sharing for the following
groups: children under age 18; pregnant women with respect to services relating to
pregnancy or any other medical condition that may comphcate the pregnancy; terminally
ill individuals receiving hosplce care; and inpatients in hospitals, nursing facmtles or
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N Cost Sharlng Pollcy that_f

- requires a beneficiary to
. paya portlon of the: cost of
. aservice. '
: '-prescrlptlon drugs, states

In the case of

" may require certain

~~ Medicaid beneficiaries to

- pay a “nominal’ co- -

~ payment, although a state

‘cannot deny a beneficiary
a drug based on the failure
to pay the co-payment

intermediate care facilities fcrper's'ohs' with mental

retardation (ICF/MRs) who are. required to contribute- s

-all buta. mrnlmal amount of their income for thelr .
medical care : R ,

“Fourin f ive states charge co- payments for B

- v prescrlptlon drugs (30« of 37 states |n 2005) (Flgure

12).

When cost-sharing is permitted, providers are
prohibited from denying care or services to an
eligible individual on account of an individual's
-inability to pay a co-payment. 2 Recently, CMS has ,
taken the position that although states cannot refuse
to provide prescription drugs or other services based

* on non-payment, they can deny prescription drugs when the beneficiary owes a debt to
a provider (i.e., a pharmacy) or where there is a history of non-payment. Twenty three
percent of states that impose cost-sharing report that they permit prescription drugs to
be withheld (7 of 30 states in 2005), although three of these states (California, Florida,
and Nebraska) reported that their withholding policies were pursuant to federal approval

through a waiver.

Of States

Medicaid Prescription Drug Cost-Shanng

Co-Payment ¢
for Rx F

*Rx Can be
Withheld for g

G:m& Fallure to Pay ¢
a Co-Payment
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HIGH COST MANAGEMENT
Tables 15-16

As is the case with other Medicaid service use, prescription drug use is not distributed
evenly among Medicaid beneficiaries. Rather, a relatively small number of people with
disabilities and chronic conditions is responsible for a large share of overall Medicaid
drug costs. Therefore, a number of states (23 of 37 states in 2005) report that they

12 -
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| operate speC|aI programs targetlng h|gh cost populatrons (Flgure 13) States take a

: _'varrety of approaches in defining the target population for these interventions: and’ for v  ~ L

. shaping the type of intervention (see Table 15). Some states target high cost users -
based on claims data ‘Some states also |dent|fy certain chronic conditions (i.e., .
. asthma; diabetes or congestive | heart failure). States also employ a variety of strategles

~ to address these. populations. Common types of interventions mclude dlsease :

L _management programs and prowder educatlon

Figure 13
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PURCHASING POLICIES
Tables 17-18 '

States have considerable discretion in setting payment rates for Medicaid outpatient
prescription drugs. The price Medicaid pays for drugs has three components:

1) the amount the state pays the pharmacist for the drug itself;

2) the amount of the dispensing fee that that state pays the pharmacist for filling the
prescription; and,

3) the size of the rebate that the state receives from the drug manufacturer for
purchasing the drug.

Payment for the drug itself: The Medicaid law does not set any minimum payment
standards, but it does establish maximum payments for which states can receive a
federal match.

For brand name drugs (i.e. drugs still under patent), and muiti-source drugs with fewer
than three therapeutically equivalent generics, the maximum payment cannot exceed
the lesser of the drug’s estimated acquisition cost (EAC) plus a dispensing fee or the
provider’s usual and customary charges to the general public. Each state determines
its own EAC, which in most states is based on the average wholesale price (AWP).
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'_ 'AWP is set by the drug manufacturer asa suggested prlce that wholesalers charge

o retail pharmacists for the drug.- Most. states set their EAC as AWP minis some:

: percentage discount. The actual cost paid for drugs by pharmames is generally

. ‘believed to be well below AWP, providing a justification for the discount.. A 1999 study |

by the HHS Office of the Inspector General estimated that the actual acquisition cost for
- pharmacies was AWP = 21.84%2' which is consnderably lower than what states typically
~ pay. A smaller number of states set their EAC based on the wholesale acqursmon cost
' .(WAC) an estimate of the wholesaler’s cost for the drug plus a percentage add-on.??
Recently, federal policy makers have considered proposals to set a federal standard for
- ‘Medicaid pharmacy payments relying on the average manufacturer’s price (AMP) and
. the average sales price (ASP). Both of these measures have the advantage of belng
based on actual prices paid for pharmaceutlcals

For generic drugs (l.e., multi-source drugs wnth at least 3 therapeutic equivalents),
federal matching payments are limited by the Federal Upper Limit (FUL). The FUL is
set at 150% of the published price for the least costly therapeutic egunvalent that can be
purchased by pharmacists in quantities of 100 tablets or capsules Medicaid
regulations stipulate, however, that the FUL payment ceiling does not apply if a
prescribing physician Sin his or her own handwriting) specifies that a specific brand is
medically necessary.

Dispensing fee: The Medicaid law and the payment ceilings described above permit
states to pay a “reasonable” dispensing fee to the pharmacist. Federal regulations do
not define what is reasonable, and there is significant variation in the fees paid by
states.

Drug rebates: The actual cost to Medicaid for prescription drugs is reduced by
manufacturers’ rebates to states. The federal rebate is based on agreements between
manufacturers and the Secretary of HHS, is uniform across the states, and is shared
with the federal government. Some states, however, have negotiated supplemental
rebates directly with manufacturers. The federal rebate extends only to drugs
purchased by states on a fee-for-service basis. When states purchase drugs through
capitated managed care programs, the managed care organizations are permitted to
negotiate their own discounts.

When states receive drug rebate payments, it is at their discretion to return these funds
to Medicaid or apply them to the state’s general fund. A little more than half of the
states return the rebate payment to Medicaid (20 of 37 states in 2005); a decline from
2003 when 29 of 43 states reported that rebate payments went to Medicaid. Fewer
than half of the states, but a growing number, receive supplemental rebates (16 of 37
states in 2005, compared with 9 of 43 states in 2003). In addition, relatively few states
(3 of 37 states in 2005) include their dispensing fee when calculatlng the EAC (Flgure
14). -
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Recently, there has been a growing interest by states to try to leverage their market
share by pooling programs to receive larger rebates or better prices on prescription
drugs. States can do this by pooling purchasing across several states (6 of 37 states in
2005) and by pooling purchasing for multiple state programs, including Medicaid and
other state programs such as State Pharmacy Assistance Programs (SPAPs) (3 of 37

states in 2005) (Figure 15).

Figure 15

State Medicaid Participation in
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(percentage of states reporting)
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IMPACT ON MEDICAID OF MEDICARE DRUG COVERAGE
Table 19

The implementation of the Medicare Modernization Act (MMA) has the potentlal to
improve access to prescription drugs for millions of Medlcare beneficiaries. The |mpact
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| _3' on dual ellglbles however is unclear. Dual ellglbles prescrlptlon drug coverage
‘through Medicaid will end on December 31, 2005 and Medicare Part D drug coverage

- will begin on January 1,2006. CMS'in its- rulemaking-and subsequent guidance has

taken steps to ensure that Medrcare Part D plan formularies are comprehensive.. Thrs B
includes telling. plans that they must cover allor substantlally all drugs in six key
classes B . 4

Anticonvulsants;
Antidepressants;
Antineoplastics;
Antipsychotics;
Antiretrovirals, and;
Immunosuppressants

Nonetheless, states and many affected stakeholders are concerned that coverage gaps
will arise for dual eligibles, both because plans will not cover necessary medications or
because drugs will be denied due to the inability to pay cost-sharing. Some states (7 of
37 states in 2005) reported that they are actively considering using state-only funds to
fill in gaps in Medicare coverage (Figure 16). While many state respondents said that
they could not anticipate the impact on Medicaid of the implementation of the MMA, of
those responding, nearly three-fourths indicated a belief that Medicaid programs would
receive smaller rebates due to the loss of market share (8 of 11 states responding to
this question in 2005).

Figure 16

Impact on Medicaid of
Medicare Drug Law

(percentage of states reporting)

State Considering
Supplementing Covérage for
Dual Efigibles (State Only
Funds)

19%

Antlclpate Smaller Medicaid 72%
Rebate *
) SOURCE:; KCMU stats Medicaid prescripﬁcm drug survey conducted by the Health
Policy Institute, Georgatown University {2005).
NOTES: Based on survey responses from 37 states in 2005. Question onimpact on K_A_I_S_E_R__Q_O_M_M_LS_S_LQ_N_O_N
Medicaid rebate was based on responses from 8 of 11 states indicating an Medicaid and the U

anticipated smatter rebate.

Of the 35 states that listed issues they considered most important to the dual eligibles’
transition from Medicaid to Medicare drug coverage, items related to education and
communication ranked first, including beneficiary education, outreach to providers, and
outreach to state employees. Issues related to enroliment, including auto-enroliment
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