WSPA

WASHINGTON STATE PHARMACY ASSOCIATION

June 21, 2024

Rule Coordinator

Office of the Insurance Commissioner
302 Sid Snyder Ave SW

Olympia, WA 98501
rulescoordinator@oic.wa.gov

Re: WSR 24-11-126 - Comment for CR-101 Relating to Health Care Benefit Managers (HCBM)

To whom it may concern:

The Washington State Pharmacy Association (WSPA) is appreciative of the opportunity to provide
comments relating to rulemaking for implementation of the health care benefit manager chapter,
including the updates required by E2SSB 5213. The WSPA is the home and voice of pharmacy practice.
We advocate on behalf of the profession to ensure pharmacy professionals are uniformly recognized as
a vital member of the healthcare team. The WSPA worked with a subcommittee of members in
gathering the basis for our comments.

For the convenience of the Rules coordinator our recommendations are divided by E2SSB 5213 sections,
or general comments. Additionally, our comments by section are in order of the updated E2SSB 5213
language even if the comment is on existing HCBM Chapter language. This was to prevent the reader
from having to go between RCW 48.200 and the language of E2SSB 5213.

General Comments:

The WSPA strongly encourages OIC leadership to create a PBM enforcement unit, similar to Oklahoma,
Tennessee, and Arkansas. The registration fees PBMs pay will fund this enforcement unit as allowed
under the HCBM Chapter. The staff of this unit should include individuals with experience in pharmacy
claims, such as a pharmacist or technician that has worked in community pharmacies or in managed
care. In reviewing recent replies by the OIC to pharmacy complaints it is obvious that the current staff
are trying to resolve issues, but are out of their depth in resolving even simple discrepancies such as
days’ supply issues. See the recent complaint made by Arlington Pharmacy as evidence. PBMs sidestep
enforcement by weaving half-truths that experienced staff could see right through. This specialized unit
should be charged with handling both PBM-related complaints and the price appeals process. Creation
of a specialized enforcement unit for PBM issues staffed with experienced pharmacy billers will be
essential to enforcement of the HCBM chapter.

The WSPA appreciates the new PBM complaint form that the OIC staff created with the feedback from

the pharmacy community. We believe this will result in a significant increase in complaints filed over the
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next year. The old form having carrier information and other barriers limited the pharmacy complaints
and has been offline for the beginning of 2024 which resulted in an artificially low number of complaints
compared to issues identified. The PBM division will be necessary to respond to the expected influx of
complaints.

Further, there are laws in addition to the HCBM chapter that the PBM enforcement unit should enforce.
The insurance companies are currently requiring brand over generic medications on their formularies in
opposition to RCW 48.43.430. Also, we request that enforcement of this section be delegated to the
OIC’s PBM enforcement unit.

The OIC in this rulemaking should make clear which sections of the HCBM Laws apply to all HCBMs or
PBMs, and which apply to only State Regulated or opt in plans. RCW 48.200.220 should apply to all
PBMs, and this authority is upheld by the Rutledge Supreme Court decision. Other provisions of the
HCBM chapter are limited to only certain types of plans. This clarity will improve enforcement and set
clear expectations for carriers, pharmacies, and patients in Washington.

Section 1-4: no recommended rule making.
Section 5:

The Washington State Pharmacy Association believes that Section 5 requires the most amount of
rulemaking to aid enforcement.

Section 5 (2)

(2)(b) and (c): We recommend in enforcement of the appeals language under part 3-7, the OIC
should hold PBMs accountable for including unavailable or obsolete drugs on their pricing lists.
Routinely their medication list prices are set based on obsolete or unavailable products. Drug
lists have been increasingly inaccurate by inclusion of unavailable medications on lists due to
drug shortages. PBMs should maintain accurate lists as required by this law to base medication
prices on.

(2)(g): The Health Care Authority State Plan Amendment Dispensing fee should be adopted by
the OIC as a benchmark dispensing fee to ensure pharmacies are adequately paid for dispensing
medications in addition to the cost of medications. Often with the current appeals, pharmacies
are reimbursed at or below their actual acquisition cost which does not represent the $9-15 cost
to dispense the medication.

2(i): Rules must be required to make it clear that fees should not be charged for pharmacy
network enrollment. Additionally, carriers have been forcing pharmacy claims through a
discount card instead of by a PBM. These discount cards then charge fees of $4-10 per claim to a
pharmacy. Carriers that force use of these discount cards should be accountable for the fees
charged by their partners to pharmacies.



2(k): This law prohibits PBMs from paying owned or affiliated pharmacies a different price for
medications. A study commissioned by the WSPA by 3 axis advisors shows that the PBMs are
paying owned pharmacies (chain and mail order pharmacies) increased prices for medications. A
copy of this study is attached to this letter. We believe enforcement of this section should be a
top priority for patients, employers, and pharmacies in Washington State.

Overpayment to owned or affiliated pharmacies has dire consequences. First, this
anticompetitive behavior causes pharmacies to shut down, which limits network adequacy and
may result in carriers leaving markets in Washington. Second, this can be a sign of a deceptive
practice of parking profits in other parts of their businesses to avoid medical loss ratio limits,
which would permit them to increase premiums, while raking in profits into their overall
business.

2(j): Currently, the PBMs have individual accreditation/credentialling processes for each
pharmacy. Each PBM asks vastly different questions, some require accessing complicated
portals, lack appropriate response times, and require fees upwards of $1,500 which conflicts
with 2(i). One PBM even asks for the individual social security numbers of pharmacy employees.
We ask that the OIC develop a standard accreditation form for pharmacy
credentialing/application, such as the OIC did with the Washington Provider Application for
provider credentialing. The PBMs each have different renewal timing for applications — some
PBM'’S every 3 years, others annually. We believe that every 3 years should be sufficient,
provided the pharmacy is licensed and in good standing. Additionally, the PBMs currently
require costly certification processes to be reimbursed for dispensing some medications the
PBMs classify as specialty. However, most of these “specialty” medications are available for any
pharmacy to order and dispense. The WSPA believes this increases the costs of healthcare and
fractionalizes care. It was the intent of this section to limit the hoops and barriers to provision of
care and medications to patients. The NCPDP platform provides an option for a centralized
location for pharmacy information, similar to the CAQH for provider credentialing.

Section 5: (3)-(7) The appeals process permitted under this section needs rulemaking to clarify intent
and standardize processes.

(3) Some PBM contracts require that a pharmacy’s Pharmacy Services Administration
Organization (PSAO) must submit appeals. This section clearly requires that the PBM must
accept appeals from the pharmacy or a representative such as a PSAOQ. This section also lists 30
days for the PBM to respond to the pharmacy about an appeal before it is considered denied.
PBMs have been mis-using this 30-day limit, stating pharmacies may not appeal a claim older
than 30 days which is not listed in this law. Further, clarity is needed for how a pharmacy can
prove that it is unable to purchase medications at the list price — is screen shots of their
wholesale ordering system sufficient? The PBMs seem to want to drive pharmacies to small
unknown wholesalers, which are also the main source of counterfeit medications in the US.
While pharmacies should use any appropriate system to obtain the lowest price medications,
we should not push pharmacies to such extremes that they are at risk of purchasing and



distributing counterfeits. The Partnership for Safe Medications has documented this counterfeit

risk.

The OIC should establish a standard form and process for the tier 1 appeals through the PBMs.
The form should be standardized, simple and allow for multiple entries. They should also
establish timelines, so that an invoice is not required by the pharmacy. The Express Scripts form
is one model to use. Also Optum’s spreadsheet is easy to use for multiple submissions. A
standardized, simple process for tier 1 appeals is necessary.

Lastly, the PBM should have to prove that a claim is excluded from the appeals process because
of being a non-opted in ERISA, Taft-Hartley, Medicare or otherwise non -covered claim. The OIC
should not simply take their word for it. Permitting this practice is like letting the wolf guard the
hen house.

(4) Pharmacies use BIN, PCN and Group codes to bill prescriptions to PBMs. The combination of
these codes often indicates different plans, or contracts, and may convey different
reimbursement, formularies and requirements of the pharmacies. Currently, PBMs use
interchangeable BIN, PCN and Group codes for ERISA, Taft Hartly and fully insured individual or
group commercial plans. This makes it impossible for the OIC or pharmacies to understand
which claims fall under OIC enforcement and the appeals process. The OIC should clarify that
the PBMs must have a mechanism to distinguish claims that are covered by the HCBM bill
because they are fully insured group or individual plans or plans that opted into this bill. The lists
of these plans must be available to pharmacies and the OIC for enforcement purposes. There
must be a consequence if an accurate list is not maintained. It is to the benefit of the PBM to not
include all covered groups under this list, as it would stop the appeals and enforcement
processes for these claims. We suggest in Section 9 that opting in plans should be assigned a
novel Group code for enforcement purposes.

(5) The OIC needs to better enforce the requirement of PBMs to prove where the pharmacy can
purchase the medication for denied appeals. Rarely do the PBMs provide this to a pharmacy if
they deny a claim. This is also in conflict with Section 5(3) which states that non-response in 30
days is considered a denial.

(6)(a) The follow up on an approved appeal is the area that most requires rule making. The post
approved appeal process is different with each PBM. Some PBMs adjust the appealed claim
retroactively, but do not adjust the list price for claims going forward. Other PBMs will not
adjust the approved appealed claim retroactively but adjust the list price for claims going
forward. Some PBMs state they will pay an increased rate, but do not actually change the list
price. Others will increase the list price for a short while after the appeal, but then revert to the
lower rate on subsequent fills. We believe the OIC rules must establish a standard process for
approved appeals. The WSPA believes that the reimbursement for an approved claim must be
adjusted retroactively and the list price for the medication should be adjusted for all
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pharmacies, all claims and all patients paid from that list for a period of 1 year. We appreciate
the OIC clarifying how adjustments should be made for approved appeals under this law.

(7) The OIC should establish what an adequate adjustment for a medication should be. The
WSPA suggests Actual Acquisition Cost plus the health care authority state plan amendment
dispensing fee as a benchmark. For these tier 2 appeals, pharmacies sometimes have used
administrative attorneys to review their applications and represent them. The PBMs should
have to cover attorney fees if the appeal request is upheld.

Section 7:

(1)(a)-(c) The WSPA encourages the OIC to have an audit process to verify compliance with this
section. It would be difficult to identify non-compliance through simply a complaint process.

(2)-(3) Noncompliance with this section will largely be complaint based. We encourage the OIC
to educate consumers to empower them to know their rights under these sections.

Section 9: The OIC should establish a process to educate employers about their option to opt into the
protections of this bill. They then should establish an application process for the employer. As
mentioned in our comments for Section 5(4) a novel group or PCN should be established by the PBM for
this employer and included on the list posted for pharmacies and the OIC.

Thank you for the opportunity to comment on the rules for enforcement of the HCBM Chapter. We are
available to discuss these comments further and look forward to participating in stakeholder meetings.

Sincerely,

Jenny Arnold, PharmD, BCPS
Chief Executive Officer
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Executive Summary

In the United States, patients grapple with a sense of bewilderment over the opaque nature of drug pricing,
fueling a pervasive feeling of helplessness amidst soaring healthcare costs. There's a prevailing perception
that every link in the drug supply chain prioritizes profit margins over patient well-being, amplifying the strain
on individuals who must make agonizing choices between vital medications and basic necessities. The stark
reality of this dilemma reverberates across social media platforms, serving as a poignant reminder of the
profound affordability challenges plaguing the healthcare system. This reality fuels an escalating demand
for comprehensive reforms to revolutionize how medicines are procured in the nation.

Despite a decade of federal and state initiatives aimed at mitigating the impact of escalating drug prices,
public frustration persists unabated. What adds to the confounding nature of the issue is the paradox
wherein some individuals express satisfaction with their health coverage while concurrently advocating for
payment reforms. The intricate labyrinth through which medications are bought and sold is shrouded in
secrecy, fostering a climate ripe for sowing seeds of distrust.

Into this environment, we conducted a study of the pharmacy benefits and reimbursement trends within the
state of Washington. For the first time ever within our publicly available research work, we have the
opportunity to not just analyze drug pricing trends from the perspective of pharmacy providers who buy and
sell medications to patients, but also from commercial plan sponsors, who provide the majority of individuals
with their access to prescription drug insurance.

In our analysis of more than nine million prescription drug claims from both small retail pharmacies and
commercial employers in the state of Washington from 2020 to 2023, we found that pharmacies and plan
sponsors have relatively divergent perspectives on the rate of change of prescription drug prices within the
state of Washington.

Comparison of Overall Drug Cost, 30-Day Equivalent

Health Plan Cost vs. Pharmacy Commercial Reimbursement, 2020 to 2023
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sponsors were charged.

In one example of how spread pricing can exacerbate disconnects in drug pricing experiences, while retail
pharmacies were paid $18.77 below their acquisition cost for the popular addiction treatment medication
buprenorphine-naloxone SL (generic Suboxone), plan sponsors were charged $100.12 above the
underlying drug cost.
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dispensed or sold, such as retail pharmacies, specialty pharmacies, or mail-order pharmacies and not what
is being sold (i.e., the underlying drug is the same, but price is different based on the location from where it
is obtained). This recognition led us to evaluate multiple ways in which traditional retail drugs end up with
variable costs for commercial plan sponsors within Washington.

In that vein, we found that when it comes to the dispensing of medicines that typically flow through the retail
channel, the greatest beneficiary from a profitability perspective would appear to be non-retail pharmacies.
On generic drugs, the studied Washington plan sponsor data suggests that the average markups on these
medicines in the mail-order channel are more than four times the estimated margins yielded by grocery
store pharmacies. Meanwhile, for brand drugs, the studied Washington plan sponsor data suggests that the
average markups on these medicines in the mail-order channel are more than 35 times the estimated
margins yielded by small chain and independent pharmacies.
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One example explored within this report was for the multiple sclerosis medication teriflunomide (generic
Aubagio). Teriflunomide products have relatively similar drug prices (as measured by AWP); however, the
cost of this medication can vary significantly depending upon whether it is dispensed by a cost-plus mail
pharmacy or a PBM-affiliated specialty mail-order pharmacy. Our analysis found plan sponsors being
charged an average of $4,465 per teriflunomide prescription at PBM-affiliated mail-order pharmacies
despite the same drug being available at Mark Cuban Cost Plus Drug Company for less than $20.

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis
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drugs.

Such pricing activity appears to occur separately and apart from the underlying drug manufacturer-set
prices, as even the same NDCs can have different prices on the same day (both within the studied pharmacy
provider data and plan sponsor data). The divergent nature of drug costs in these respects is an often
uninvestigated and understudied aspect of our nation’s unique drug pricing paradigm.

In conclusion, our report identifies that drug pricing is a complicated endeavor subject to many potential
competing incentives. It has become evident that meaningful reforms to the landscape of drug pricing are
improbable as long as the process remains enshrouded in secrecy, hindering comprehensive and
transparent evaluation. The phenomenon whereby the same medication, dispensed on the same day, for
the same health plan can have potentially variable costs underscores the systemic dysfunction that pervades
the current framework of U.S. drug pricing. In such an environment of variable costs, the outcomes are
predictably unpredictable - undermining the efficacy of relying solely on competitive financial forces to
rectify the prevailing cost disparities that our report highlights.

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis
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An Overview of the Drug Supply Chain, Drug Pricing Benchmarks, and Prescription Drug

Contracting

Before we begin our analysis, we should recognize that U.S. drug pricing is complex. Thus, familiarity with
common drug pricing benchmarks and the supply chain will assist in fully interpreting the analysis. Prior to
beginning our analysis, the following sections are intended to be a brief introduction into the key factors that
influence how patients pay for the medications they obtain.

The U.S. Prescription Drug Supply Chain

The U.S. prescription drug supply chain is the logistical process by which people produce, use, pay for, and
manage medications. A complex network of stakeholders and processes are involved in getting medications
to individuals who need them each and every day. Figure 1 from the Drug Channels Institute provides the
highest-level overview of the U.S. drug supply chain and just maybe the most famous diagram of its design
and flow of dollars.’

Figure 1: The U.S. Pharmacy Distribution and Reimbursement System for Retail Drugs, Drug Channels Institute (2024)

The U.S. Pharmacy Distribution and Reimbursement System for
Patient-Administered, Outpatient Brand-Name Drugs
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GPO = group purchasing organization; PSAO = pharmacy services administrative organization; DIR = direct and indirect remuneration
Source: The 2024 Econemic Report on U.S. Pharmacies and Pharmacy Benefit Managers, Drug Channels Institute (https://drugch.nl/pharmacy). Chart illustrates flows for Patient-Administered, Outpatient Drugs.
Please note that this chart is illustrative. It is not intended to be a complete representation of every type of product movement, financial flow, or contractual relationship in the marketplace.
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Starting with the product (blue lines), the U.S. drug supply chain begins with pharmaceutical manufacturers

(tfﬂ) who research, develop, and produce prescription drugs. Federal regulations are intended to ensure
that drugs developed by manufacturers are safe and effective before reaching U.S. consumers; however,
drug manufacturers do not (in general) directly sell their products to pharmacies.? Rather, the largest
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customer of the physical products made by drug manufacturers is an often-overlooked group of
stakeholders - drug wholesalers.

In the broader retail marketplace, wholesalers act as intermediaries between the producers and sellers of

products. Drug wholesalers (ﬂp) are no different, acting as intermediaries between drug producers (i.e.,
manufacturers) and sellers of prescription medications (i.e., pharmacies). Drug wholesalers purchase
medications in bulk from manufacturers and then sell and distribute those medications to various retail
pharmacies, hospitals, clinics, and other healthcare facilities. Some of the largest corporations in America
(McKesson, AmerisourceBergen, Cardinal Health) businesses principally involves drug wholesaling.?

) & 4

Drug wholesalers’ primary customers are pharmacies (= ). Pharmacies, specifically retail pharmacies, are
the principal means for patients to obtain prescription medications (the next most common being mail-order
pharmacies and then clinics).* Pharmacists dispense drugs to patients, perform drug utilization review,
provide medication counseling, and offer other pharmaceutical and clinical services. Such services can
include healthcare screenings, drug administration, and disease state management programs. A pharmacy'’s
customers include both the patient and the patient’s insurance (as both will be involved in compensating the
pharmacy for their products and services).

To be clear, the U.S. drug supply chain involves additional stakeholders, such as physicians who prescribe
medications, patients, research institutions, pharmacy benefit managers (PBMs), health insurers, plan
sponsors, and others; however, in order to understand how hundreds of billions of dollars are spent annually |
on prescription drugs, we need to focus on how the consumer prescription drug transaction actually
functions.

Prescription Drug Contracting

Prescription drug insurance (i.e., pharmacy benefits) is intended to help individuals and families afford the
medications they need to prevent illness and treat disease. It does so by offering financial assistance for the
cost of medications, generally as part of a broader package of health insurance benefits (i.e., medical
coverage). It is estimated that greater than 80% of Americans have prescription drug coverage, either
through an employer-sponsored health plan, government plan, or shopping the individual marketplace of
health plans.®

Under the law, insurance companies and group health plans will provide beneficiaries with a concise
document, called the Summary of Benefits and Coverage, that details, in plain language, information about
health plan benefits and coverage.® Because there is no universal form of healthcare in the U.S., health
insurance coverage is highly individualized and ultimately directed and determined by contracts. This
approach to healthcare helps explain why the same set of services can be expensive to one individual and
more affordable to another - simply put, an individual's health insurance coverage entitles them to different
levels of financial assistance for covered healthcare services. While this overview is true for U.S. healthcare
broadly, it is certainly true for prescription drugs. The coverage an individual has for prescription drugs,
including the costs they pay, are ultimately determined by contracts. This includes the aforementioned
contract between the patient and their health plan (generally through their employer), but also includes the
contract between the health plan and the PBM and the contract between the PBM and pharmacy providers.

BA Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis




SISAjouy Buidld Bnig uolduosald uolBuIysopm JO 9iDIS SaAljoadsiad jusbliaalg wolj Buidld Bnig Buipupisiapun VE

sjuswalinbai 8uUIjINO ||IM 12BIIUOD Y} ‘UoiIPPE U| *(BLI81UD uonezioyine Jjolid ayy) ssedoe jeyy uieyqo ued Aeyy
S92URISWINDIID JO 18S 1BYM Jopun pue ‘(Aie|nwoy ayl) 0} SS920e 8ARY |[IM slaquiawl sBnup 4o 1sl| Y1 se yons
SUOISIAOJd S&SSNISIP 1By} JUBWND0P SNOUIWN|OA e A||edauab si |\ gd e pue ue|d yijeay e usamiaq 10e43uod ay |

"siequiaw ue|d 40} SUONEDIPBW 0} SS8ID. BAINDBYS-1SOD puUe JusIdIye Bulnsus o

[eob ay1 yum ‘|Ngd @Y1 pue ue|d yyeay syl useamiaq syuswabuedle |eidueuly pue ‘saijljigisuodsal 8yl aulino
SWJI9] 10BJIUOD palenobau ey ‘sieqwiaw Jiayl 4oy syyeuaq bnip uondudsaid jo juswabeuew ayy uianob
1eyl syuswealbe ysijgeise 01 ssesoud uonenobau e ur ebebus sue|d yyeay ‘Ajjesii0ads "SNGd YHM 10BIUOD
e uodn paseq os op AjjeaidAy ey ‘ses|joius paisnod Jiayy 0} ebeianod Bnip epinoid suejd yiesy usypp
S}0BJIUOD INdd O3 UB|d Y}EsH

‘INGd e yum Bunoenuod ybnoayy
sbnup Joj sejes JuswAed pejenobau aney |Im ued yiesy syl ‘Jeyiey "uejd yyesy Jieyl Uulyim s3sod bnip
uonduoseud jo a1e. ayy e1enobau Apoalip 01 bulob aie suou ‘ebeianod sulerqo uosiad e moy Jo ssa|piebay

Jeak ayy bunnp spesu
aJedyljeay s,|enplAlpul ue yum ubije Ajorewnn jou Aew Jeak sy Jo UeIS Y1 18 PO1d9|as sHWI| abelanod ay |
"a|qedipasdun si 81| ‘esowlayrun4 ‘(1eyealb Ajoy1| aie speau aledyyjeay usym) abe p|o ui suoido Jo suszop o}
suonisueJy usyy pue (abe bupjiom “a1)uswhojdwe sieyy buunp uondo uejd suo pey Ajuo Ajjesuosiy sey auo
uaym ased ayr Ajjenadsa sisiy] ,,Ad1jod ay1 Jo sUORIPUOD pue swisl 8yl puelsiapun A|jnj10u Op pue sadioyd
uejd sleyy @1enjeas o1 palyijenbispun buljesy odau sjenpiaipul uaym Ajuenoiued ‘suejd esiedwod 01 NP
aq ued 1 "bunensniy pue Buisnjuod abesanod Bunos|es jo ssedoud ayy pulj sjenpiaipul Auew ‘A|Buisudinsun

‘abeianod
@oueunsul yieay Jiayy 1o} (SODIN) suoneziuebiQ aie) pabeue|) [eJoASS JO SUO WO 18] 01 S|enplAIpUl
pauijenb aiinbai sweiboud piesips|p a1e1s Auew ‘Ajuejiwig ,-eale didads J18yl Ul Wodj 8sooyd o1 suejd @ Hed
2JedIpa|N duoje-puels 1,z 4o sue|d abejuenpy aiedipa|\ £f 01 dn pey Aiediysuaq aiedipaly ebeiare oyl '€z0g
}JO se ‘sjduwexa 104 "way} 0} 8|ge|ieAe adueinsul yyeay Jo sadAy ayy ul @10yd Js1ealb aney usyo ‘pledipan
pue aiedipal aJe Yydiym jo 1sabue| ayy ‘'sue|d yyeay paiosuods-Jusuwuianob Ul S|enpliAlpul ‘o) swes a8yl 1y

"S®2IAI9S pue spoob aiedyyjesy Joj ysed buiked isnf pue
Jakojdwe Jiayy ybnouyy eoueinsui yyeay buiobaioy wouy sjenpliaipul sebeinossip Ajjesjsuab aiedyyjesy Jo 1502
ybry ayy ‘asouiayung o (£Z0g Ul uondo auo Ajuo paisyo suuly Jo %/ / ‘B'8) 10} dn ubis 01 wayy Joj B|gejieAe
aJe sue|d yoiym buipiebal sehojdwae sieyy uiyum suondo parwi| aney seakojdwae 1sow 1eyy ayedipul skeains
(238 'sOd3 'SOdd 'SOINH) Pe|puey oq ued syyauaq aiedyieay yoiym Agq skem Auew aue aisyy ybnoyyy

"‘abeyoed jyouaq aiedyyjeay e bunenobau jo ssedoud
eyl ojul ybisul ol sey Jawnsuod abesane ayy eyl suesw abesanod aiedyjesy palosuods-iekojdwe
‘swi} swes syl 1y “Joge| o} bunadwos usym siekojdwe o1 sebeuespe aaninedwod spiroid ued siekojdwe
wouy patayo Ajrewnn abesoed jyouaq oyl pue ‘aiedyijeay o} 9IUEISISSE |RIDURUL JO S|OAS| BuLIayip J8)j0
Kew yoes ‘1xau a3 01 Jokojdwe suo WOl (9oueinsul yieay dnoib se 0} paliajel OS[e S| 8dueinsul JO WIOy
siyy @2uay) yeuaq e se qolureyy ybnouyy eseyoind ued seakojdwe Jiayy 1eyl ebelanod aseoyyjesy ayenobau
-a1d osje sishojdwe 1sow ‘qol siayy 4oy saniedas eakojdwe ue abem ayy puokeg ,"sbeianod aiedyyesy
paiosuods Jekojdwe se 01 pauisjes AjjeaidAy s 1eym ul gol steyyr ybnouayy (ebesenod bnup uondudseud
pue) @dueinsul Yjjeay Joj 10esu0d sueduewy jo Auolew eyl ‘uonepuno4 Ajiwe4 Jssiey 01 Bulpioddy

$10BJIUOD UB|d Yi|eaH 03 jualled



SISAjouy Buidld Bnig uolduosald uolBuIysopm JO 9iDIS SaAljoadsiad jusbliaalg wolj Buidld Bnig Buipupisiapun VE

sAke|d pe1os|es yuewyduaq buoud ey ‘esogeiay] “uteyd Ajddns Bnip uondusseud ‘g n ayp jo ‘Joineyaq buoud
Buipnppur ‘spedse azijenixeluod 01 sydwene snouea uodn paseq sbnip 1o} sedud paysiignd jusseidal
syuewyouaq Bupud Bnug sydewyousq bupud Bnip uondudsesd 01 uonEjeS Ul SWISB) JUSWSSINqUIISI
s1os Ajjessuab |NGd @Yt yum 10enuod domiau Aoewneyd uleyy ‘ynsed e sy ‘eseq juened paisnod
J1ayy jo uoruoduediyiubis e usseidas Aew 1eyy sNgd 1obJae| Ajjeidadse - sedinies pue sponpoud Jieyy Jof wayy
asinquiial 0} 8sooyd Aew Aped-puiyy e seoud 1eym noge suisduod aaey Ajsnoingo sspeuwieyd ‘Jansmoy
‘aseq Jawolsnd |enualod sAoeweyd e jo Ajuolew Bulwjaymiano syl uo 1IN0 BulsO| s 01 SI S3}IOMIBU
INgd ul uonedidied obioy o] ~ebeianod Bnup aaey suedlswy usl Aiaas Jo 1IN0 1B 1ey) |28y "Ssaulsng
s,Aoewueyd ayy 01 siequiaw paj|o4us Jiay110alip 01 8|qe sI INdd @Y1 1uswAed semo| Bundedoe 1o ebueyoxe
ul asnedaq si siy] e1es N s,Aoewseyd syl ueyy Jomo| aie s|Ndd Aq seres palennobau ‘suoieniis 3Isow uj

"ssaulsng sy
moub pue ureisns o0y yyoud pue ‘uondudseid s enpialpul 8y) Joj uonedipaw ay) aiedaid 01 Joge| Jo 150D By}
‘Jo|ese|oyM Jiayl Wouj uonedsipaw ayy alinboe 01 pied Asewueyd ay11s02 ay14en0d |Im 18s Ajpedoud ‘eres DN
8y "e1el (D) Aewolsnd ) [ensn s Aoewieyd ayi 18 SUOP SI 82UBINSUI INOYUM [eNPIAIPUL UE O} UOEDIPaW
e Jo ajes ay ‘|esoualb u| "@duBINSUI INOYLIM S[ENPIAIPUI O} SUOIIEDIPSW [|9S ‘Op pue ‘ued siapiroid Adewleyd

"SwJe1 Jay1o pue syuswebueule bupud pelenobau eaey Asyr yoiym yum sispinoid pauisjeid
JO >JOM1aU e 91e8.d O} Wie S|Ngd pue seluedwod edueinsul ‘sepewleyd Jo yiomiau e Bulysijgelss Ag 's1s0d
Bnip Jemo| 03 Buidjay swin swes ay) 1e d|Iym siaquiawl uejd 4O} SUOIIRDIPOW O] SSE8IJE JUSIUSAUOD 8INSUS
0} aJe Bunoenuod juomau Adeweyd jo seAndalgqo ulew 8y ‘suolloesuel) SNOBUBIURISUI JEeSU BIA SWS)
1eym Japun pue sieaqwaw ue|d sieyy 03 suonedipsw uondussaid spiroid |Im sapewseyd yorym ysijgeiss
01 sepeueyd yum syusweaibe arenobau si\gd yaiym ybnouayy ssedoud e si Buioesauod yuomiau Aoeweyd

"seoeweyd

‘Klpweu - pajy suondussaid eyl 186 Aeyy sseym sede|d ayy ul pied syyeusq Brnup uondudsaid sieyy
asn 0} 8|ge 8q O} PasU S[ENPIAIPUI PSISAOD ‘anjeA Jo aq 0} sduelnsul Bnip uonduossaid o} 18pIo U] Jomiau
Aoewseyd e dojenep siNgd Moy ssnosip Ajjeuq 01 pesu em ‘syuewyouaq bupud Bnip Buljielep aiojeg
$10BJIUOD J3pPIAOId Adewueyd 03 NG

"ssaulsng oy poddns pue swied yijeay 98||0JUd 82IAISS 0] }SIXd SOAISSAU |RIDUBUIL JUSIDIYNS
ainsua 0} sadljod edueinsul JIaY) S1IMIBPUN A|@1ewW N O} S3}JewYduad IS0 858yl asn s\ gd pue sue|d yijesH
Jepinoud Aoewueyd ayy Jo eoud Bupise ayy o abelsns| aiayl ybnoayl paindes Aoyl unodsip 1eym JO JoMo| 8yl
sked ue|d yyjeay ay1 ‘spiom Jayio u| (MY O JUNODSIp “o°1) Jainideinuew Bnup ayr o (DN o) Aoewueyd
Buisuadsip ayy Jayiie Jo syuewyduaq budud Bnip 01 pan aie sbnip oy 51502 ueld yyeay ‘jesausb ul ([YIN]
oley sso |edlpa\ yum adueljdwod se yons) sbuliayjo adueinsul uisaob 1eyy suonenbal yum sdueljdwod
ainsua pue (sdnoib uskojdwe o suejd Buiseyound Ajpdsuip s|ENpPIAIPUL JBYHS) SISWOISND JIdYy} O} 9|es
Joy saio1jod eduelnsul Jleyy a1umispun Auadoud ued Asyy 1eyl yons 1502 Bnup Jisyl pueisispun o)1 paau sueld
YieeH 'se|qronpep pue ‘edueinsulod ‘sjuswAedod se yons senljiqisuodsas Bulieys-1sod Jaquiaw 8y} os|e
Ing ‘suonedipaw uonduosaid 1oj 1502 s,uejd yijeay ayi Ajuo jou Buiuiwielep seAjoAul SIYy] ‘ebeianod Bnup
palenobau ayy jo Abajesis Juswebeuew 1502 pue Jyauaq a8yl 01 eaibe Aj@rewnn |Im siNgd pue sue|d yijesH

"@2UeINSUI JIBY] JO Jjouaq |eidueuly ayy 106
0} JopJO Ul 1e pJed edueinsul bnup Jieyy uasaid ued ses|joius 1yl seidewseyd Jo jiomiau e Bululejulew pue
Buidojenap uoj a|qisuodsal aq [|IMm N Fd @Yr eyl sueaw uiny ui siy] siepiroad Aoewseyd peledo| Apusiuaauod
BIA suOneDIpaW Ssedde 0} d|ge Ajjesousb g [Im siequiaw eyl espl ayy Jo ‘Aoenbepe >iomiau Joy



SISAjouy Buidld Bnig uolduosald uolBuIysopm JO 9iDIS SaAljoadsiad jusbliaalg wolj Buidld Bnig Buipupisiapun VE

"(s0dD) suoneziues.iQ Suiseyaind dnos ySNoy3 SIBINIIBNUBL WOJS SIUNOISIP 3JNI3S ABWI U3[BSSIOYM JO |AIGd 3Y3 JaYHI3 18y} 310N |

19211S,, JYSIN Pue 150D sjessjoym syl usamiaq deb sy ueiealb ay] ,,"9|es |eul} oY1 Jo pus ay1ie syjoid uies
[|IM (J8|1E18) ‘SI9|eSS|OYM ‘Jainioejnuew) Uoidesues) ay) ul paAjoAul saiued |je jeyy sainsus Ajjesausb 1eyy
suonedo| |1e1al Jualaylp buowe sedud Buljjes jo uonezipiepuels ayi si 9oud [1e181 polsebbns s jainioeinuew
eyl jo asodiund ey -1npoud Jieyr Jo ajes ayy Jo Asuow Bupjew Jsjielas ayy o1el|1de) 03 (JYSIA) @21d
[le1oy porsebbng uainioejnuely e apiroad Ajjessuab Aeyy ‘1onpoud Jisyl [|8s pue 32031s 0} Jd|ie1al B S8DUIAUOD
Jaunpejnuew e usym sbnup uondusseud jo episino esoyy Buipnpul ‘Guunioejnuew jo swioy Auew uj

(dMV) 9214 9|eSa|0YAN 23eJaAY

‘selued usamiaq seajuesent buidd Bnup erebeibbe Bumes ul MY 4O Jiewyouaq Buioud syy uodn saijaul
Kjjesauab ureyo A|ddns Bnup ayi ‘Jeyiey sepewleyd o siosuods ue|d Jeyiie Joj seoud Bnup [1e181 sulwIe1ep
01 uodn paljal jou Ajjeisusb sI DYAN ‘SPIOM JBYL0 U| "8|es-jo-julod ayi e suondesuesy Aoewueyd uiyum soud
Bnup Buljieasid e 10u sI DYAA ‘stussasdes DAA 1eym Jo Buipueisiepun pue uoniuyep |elepay eyl audseq

"solIeuab Joj a|qel|al se Aueau jou si1Ing ‘sbnip puelq aiinboe 011502 Adewleyd [1e18. pajewilse a|qeuoseal
e apinosd Aew aoud DyAN @Y ‘(J8jesajoym ayi 01 pasoddo se) N dd @Yr yum pue Ajaandadsonal peziubooal
Ajuewud si sbnup pueiq Joj seoud bBnip jo Bununoosip eyy esnedeg diysuonejas Aoewueyd-isjessjoym
-lainioeinuew ayy ulyum uaddey pue Bnup ayy Jo ajes |lelal 8yl 810jQ INDD0 SJUNODSIP 1SOW alaym 'sbnip
ousuab oy aysoddo sy si siy] (Mojeq DYQVN 99S) SuoedIpaul puelq o} 9%4G JoA0 JO sUNodsIp aziubodal
Aj|esauab jou op sepewleyd Jele| uses aq ||IM SY |,"%(0Z Po9dXe seleqes puelq ‘sieked |elDIowWIWOD
1SOW JOJ 1eyl mouy am ‘sidwexs 104 ‘(J8[esSsjoym a8yl 10U 8°1) Jainidejnuew pue |\gd 8yl usamiaq
aJe pue uondussaid sy JO 8jeS a8yl J8le INdD0 suoIssedu0d 8d1ud Bnup pueaq 1soj 'sbnup 10} suoisseduod
2o1d JO SWwIOo) JaYI0 U0 'seleqal 'SJUNoISIP 108|481 10U SB0P DA 1Byl MOUd oM ‘uoiulep 8y jo ued sy

‘paysiignd usym juesaidai pjnoys ao1d siyi 1eym oy parejas Aunbiquie seAnowal Uuoiiulep
|e1epa) YL [(GN9))eE-MGHEL DSN Z] ME| [BISPSY Ul PBULSP SI DV $O UORIUYSP Sy} 8snedsq ‘uleyd
Addns Bnup sy ulyum ussaidals 01 pasoddns sI DA 1BYM Ul JUBPIIUOD aie A\ “Jejessjoym Bnup ay Aq
pred (pied aoud |euly ay3) @o1ud uonoeSUERI) 19U BY) 8oNpPal ||IM 1B} SUOISSEOUOD ao1id aAIRDadsoulal 8|gemoy|e
ale alay) ‘Apualeylp ples ‘paysiiqnd usym suondnpas Joyio JO ‘sejedal ‘SJunodsip 9pnjoul jJou S0P
aoud siy} ‘uoniuyep Ag ‘sisjessjoym Bnip 0} a|gejieAe ayew siainioejnuew Bnip ey aoud 1si| 8yl I DA

(DVM) 350D uoiisINbay 3esajoy

"MO|aq Yoes malnal Ajjaiig am os pue ‘Apnis siyy 0} |eD1ID 8 |[IM
syjJewyduaq asayy o [edanas "uleyd Ajddns Bnip uno uiyum sedid Bnup azijenixe1uod 0} skem uszop e ueyy
2J0W ale aJay) 'p|o} ||V ‘(seroewdeyd Aq 1es sedud 9N pauonuswaloje syl se yons) sylewyousq Bbupoud
Bnup |enuslod Jayio 01 8inquiuod Jo suonebijqo aney Aew syuedpiped ureyd Aiddns Bnip Jayio ‘siay
wol4 (dMS) @21id 9|eS8|oYpA paIsebbng uo (dAY) @21id 9|esa|oypn @beiany ue pue (DyAA) 1s0D) uonisinboy
9|eS8|OYMA B (dINVY) @2ld Jeinioejnue|y abelany ue ‘(dSY) 9dld sojeg abeiaay ue ‘o) paywl| Ajuessedsu
10U ale Inq ‘epn|oul ued siyy ‘p|os sI Bnup ayi Aem ayy uo Buipuada ‘seoud Bnup Jo apnuNW e ysijgeiss o}
suonebi|qo A1oiniels aAey [|Im Jainoejnuewl e 1e3iew o) Bnip e bulq oy uspio u| ‘sbnip uondudsaidioy eoud
8|buls ou sI a1ay) ‘sauidipaw Jo seoud ayy Jeno Joassy dijgnd ayy ||e eudsep 1eyl uies| 0y pasiidins aie Auely

SyJewyouag 3uild 3niQ

‘Bunieys-3soo juened 1oedwi os|e
ues yarym JaJinsul ayy os|e 1ng ‘4apinoisd Aoewlseyd syl yrog 1O sadueUl} Byl Buluiwialap ul 8|0l Aoy e
Ya1ym IINgd / 19y | q Jopl yd ayi yioq § 1} 8y ul P ul 9 K



SISAjouy Buidld Bnig uolduosald uolBuIysopm JO 9iDIS SaAljoadsiad jusbliaalg wolj Buidld Bnig Buipupisiapun VE

Xya21d ueds-Ipa|Al pue (ya4) uonesisiuiwpy Snig pue pood S :padinos |

;,, SIUNODSIP paseq-d Y 418yl
1o} paien|ens aie S|Ngd MOY SMOYS 1ey) £20Z Ul AaunoD uenp ueg uoj Sgo) Ag pe1onpuod uonen|eAs ue Woly
si ‘(g aanbi4) abed 1xau ayy uo ‘s|dwexs uy "Jayo Aay1 SJUNODSIP JAMY 8yl JO uondsjjas e se suondo |Ngd
@1en|eAs UaYOo ‘si9x0iq Yieay ybnouyy o suoje Jayreym ‘siosuods ue|d jeyy ejessuowsp urewop 2ijgnd
a1 Ulym sa|dwiexy (918l SAI1D9449, Ue Se O} Pallajal Uslyo) AV 01 JUNODSIP e JO swial ul os op Aayy 's|ngd
UMM s1s02 bnup arenobau sue|d yiesy usym ‘oidads siow oq o] ebejusdiad ulened e Ag pejunodsip s
wewAled gAY @yi aiaym Bupud oy yoeoudde ue si Bununodsiq ‘syuswAed uo sywi| Jeddn Bunesid sjo/pue
dMV @Y1 Bununodsip ybnouyy Jeyies ing Sewyduaq bupud syl Buluopuege Ag 10u daAY JO Aljigerjaaun
ey} swodiano oy idwene siNgd [euonipest ‘'nok esudins Aew - uonesipaw uondudsaid e Jo 150D [enoe a8yl 0}
pJebau ul buiyrou uasaidas AjoAnseye 01 UMOUd| JJewYdUaq B - AV Dulsn aJe s10eijuod 1eyy 194 8yl oIy

"dM\V UO paseq uayo ale - syuomiau Aoeurieyd pue |\ gd Se [|om se - S|Ndd pue sueld yiesy
usamiaq JuswAed Bnip Buluianob syoenuod syl Huewyduaq budud 1sep|o ay3 se uiblio sy 03 enp ped |jews
ou U] ¢, "(Aepo1 11 mouy em se adueunsul bnip uondudsaad jo Buiuuibaq ayy Ajgenbie pue) s094| @Y1 @duls
wJoy Jo ‘edeys ‘Aem swos ul paisixe buiney “uewyduaq bupud Bnup uondusseid 1sep|o oyl Os[e SI JMY
“uegele isli4 pue uedg-1paA 8Je ‘(Sieyio pue ‘gAY ‘DM “o'1) ‘erep yiewyduaq bupud bnip uondusseud
jo suaiddns uowwod 3sow ay| eyep bupud yrewysusq uondussaid jo sianddns wouy Ajuewd pswioyul
sI sjussaidas pue si ANV 1eYM JO Bulpueisiapun uno ‘dAY bunenbau siniels |eiepay JO yoe| 8yl JO asnedaq
"DVM Buikuepun ayi jo aiow 10 %40z Ajjeiausb si AV Yl ‘19dJew 0} Sewod bnip e moy JO ssajpiebay

VE

= =
N N
o o
N
=
w
VAN vid VANV

n€20¢ ‘@dAL uonedjddy ya4 uo paseq oney VM 03 dMV UBIP3IA g d4n314

(SYANV) suoneaiddy bnig mep paieineiqqy/ 4o (sy]g) suonedddy
asua2i7 21bojoig ‘(syygN) suonediddy bnig meN papiwgns Jo siseq eyl uo sbnip searoidde uonensiuiwpy
bnug pue poo4 ‘SN ey 10N 19)lew oy buusiue suonedipaw Joj pejuelb adAy esuedl eyy uo
paseq aoud DJyAA SU o aidinw e se 4pay s,6nup uonduoseud e usemiaq diysuonejas [eaidAy ayy seinuspl
yoiym ‘(mojaq g aanbig) erep Buimojjo} ayy Jepisuod ‘sjdwexs 404 ewyduaq bupud Brup ssyio Aue
ueyy Jerealb sswin Auew aq ued gAY ‘1jnsad e sy ‘Juasaidai 0} pasoddns s1 MV 3eyMm sn wuiojul Ajqeljaa
ued jey} aniels [eI3Pd4 ou sey dMVY DV JO ddewyduaq Budud soud syl axijun yaiym ‘gAY Se umoud
si ,ooud Jayons, siyl ‘Aeuow axew o3 uieys A|ddns ayy sejqeus 1eyy pue ‘asinboe 03 150D [enoe 8yl anoge
si 1eyy ,eoud usyons, e aney osje sbnip uondudsald joid o1 usjieral e yoy Ayunuoddo usiesalb ayy ,‘eoud



Figure 3: Example of Plan Sponsor PBM Evaluation

San Juan County PBM Regrice Comparison 2023
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Figure 4: NADAC Equivalency to Other Drug Pricing Benchmarks'i

. Brand Legend Drugs Generic Legend Drugs
Quarter Ending
WAC Mean | WAC Median | AWP Mean | AWP Median | WAC Mean | WAC Median | AWP Mean | AWP Median
March 2023 -4.9% -4.0% -20.9% -20.0% -47. 7% -51.9% -83.1% -90.7%
June 2023 -5.0% -4.0% -21.0% -20.0% -46.5% -50.9% -83.0% -90.9%
September 2023 -4.9% -4.0% -21.0% -20.0% -47.4% -51.8% -83.4% -91.1%
December 2023 -4, 8% -4.1% -20.8% -20.1% -45.0% -49.3% -B2.7% -90.9%
March 2024 -4.6% -4.1% -20.6% -20.1% -44. 2% -48.8% -82.5% -90.5%

Unlike brand drugs, much of the discounting for generic drugs that occurs between the wholesaler and
manufacturer ends up reflected in pharmacies’ cost to acquire (based upon NADAC). Returning to our prior
Wholesale Acquisition Cost (WAC) section and Figure 4 above, we understand that WAC, via its federal
definition, reflects the wholesale list price between the generic drug manufacturer and the wholesaler.
However, we can see that the wholesaler is making available to pharmacies 50% discounts to the WAC price
for generic drugs. The wholesaler is likely not providing these discounts in a way that materially harms its
finances, suggesting the wholesaler is acquiring the generic products for greater than a 50% discount off
WAC. Generic drugs often have multiple manufacturers, creating wholesale pricing competition. For this
reason, generic manufacturers provide significant discounts on list price (WAC) to wholesalers to incentivize
distributing their product over a competitor. Then, a portion of the drug’s discounts are reflected in the price
the distributor uses to sell to their customers, such as retail pharmacies. This is because the competitor
product can be made available to the pharmacy provider to purchase in other ways outside of the wholesaler
who negotiated the price discount (such as selling directly to the pharmacy or via a secondary wholesaler).
In general, the competition results in retail pharmacies acquiring generic drugs at discounts averaging 80%
to 90% off WAC (as suggested by the NADAC pricing benchmark) but can be much higher or lower
depending on the specific drug, market competition, and other forms of price concessions that exist within
contracts between wholesalers and pharmacies (not discussed here).

Now that we have a better understanding of how pharmacies purchase products and the approximate prices
they pay to acquire them (i.e., WAC for brands and NADAC for generics), we need to understand how
pharmacies sell products. As stated, most pharmacies sell products to individuals with prescription drug
insurance, and the majority of insurance claims are not basing the price of the drug off of WAC or NADAC,
but rather off of a third pricing benchmark AWP.

Negotiated Price and Pharmacy Claims

For claims to be paid, as described above, there must be a contract between the PBM and the pharmacy
that details drug payment terms. For prescription benefits to have value to consumers at the local level,
consumers must be able to present their pharmacy benefit card at pharmacies in close proximity to their
location. The availability of pharmacy providers and the desire for lower negotiated rates creates competitive
forces within the pharmacy network contract.'®

PBMs establish a network of pharmacies for consumers to use by contracting either directly with individual
pharmacies (often referred to as direct contracts) or in group contract arrangements. Large chain pharmacies
have many pharmacy locations and often contract in a chain/group arrangement, utilizing their multiple
locations as leverage to negotiate reimbursement terms and gain access into PBM networks. Smaller
pharmacies may not be attractive enough to PBMs for inclusion into the network on an individual, direct

il Source: Myers and Stauffer, LC via Medicaid.gov
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Figure 5: Role of Intermediary in an Efficient Marketplace

The Intermediary’s Role in an Efficient Marketplace

Legend

---------- # Information ' * Money * Product

Marketplace

Price Price Price
5?1 88 $7l B8 §71.88
P ice P e
- Vl 5 - ”I 5 -
Buyer Intermediary Seller

Now consider the opposite (Figure 6), in which the seller does not list the price of the security but instead
the brokerage firm negotiates all transactions privately with buyers. Despite not assuming a fiduciary
relationship with the buyer, the brokerage firm assures the seller that they will negotiate a great price. In
private, the firm tells the buyer that the market price is $110 for the same security that sold above for $100.
The buyer has no way of knowing the true market-clearing rate for the security, as those prices are not
transparent, meaning the buyer must take the brokerage firm's word. The firm then goes back to the seller
and informs them that the security sold for $90. So, the buyer is unaware that the broker obtained the security
for $90 and charged them $110, and the seller is unaware that the broker sold the security for $110 despite
acquiring it for $90. The $20 gap is unknown to either end of the transaction, allowing the broker to maximize
returns through pushing both ends further apart.

Figure 6: Overview of Spread Pricing Process

Spread Pricing in a Generic Drug Transaction

Legend
---------- * Information e MONEY e Product
................ Price 1 | rrveerrg ssssssassannad  PriCe 2 Lo,
: $71.68 v $50.21 :
H H H H
: - :
: P :
v : v

Seller

In the scenario of Figure 6, the buy and sell price was established entirely by the facilitator, who gets to
arbitrage the arrangement (that is, set different prices between buyer and seller). As we move forward and
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discuss factors that influence a drug's price, it is beneficial to consider how various payment arrangements
positively or negatively impact various stakeholders in the drug channel, such as the manufacturers,
wholesalers, pharmacies, beneficiaries, purchasers of prescription drugs lacking drug insurance, PBMs, and
plan sponsors. As in the stock market example, we will need to ensure an understanding of the component
costs that determine the drug price for any given transaction.

Ingredient Cost Paid

The ingredient cost paid component (NCPDP Field# 506-F6) of pharmacy reimbursement represents the
price reimbursed by PBMs to the pharmacy for the drug product dispensed. The ingredient cost reimbursed
at the point-of-sale (POS) is determined by the contract between the PBM and/or pharmacy (whether that
contract was directly negotiated by the pharmacy or as part of a broader network contract the pharmacy is
participating within). As already stated, retail drug pricing is complex due to the variety of pricing
benchmarks (i.e., NADAC, MAC, AWP, WAC, AAC, etc.) which could be used as the basis to pay and bill
claims. However, complexity is increased when we recognize that the basis of paying a pharmacy for their
dispensed drugs can be further contextualized by no less than 19 unique values, which may be provided in
a claim response to designate why a particular calculation was utilized to determine a drug’s cost. In the
NCPDP telecommunication standards shown in Figure 7, you can see that the PBM can indicate that the
claim was paid in more than a dozen different ways. Said differently, there is a lot of allowable variability in
the methods used to assign a price to a drug beyond the price originally set by the manufacturer.

Figure 7: Basis of Reimbursement Determinationv

Code /

Meaning Meaning Definition Text

Value

0 Mot Specified of Provided

1 Used to indicate when reimbursement is equal to the amount billed by the provider for the prescription Used to indicate when reimbursement is equal to the amount billed by the provider for the prescription
item. item.

2 Used to indicate when reimbursement is based upon the average wholesale price for the prescription item. Used to indicate when reimbursement iz based upon the average wholesale price for the prescription item.

3 Used to indicate when reimbursement is based on a discounted average wholesale price for the Used to indicate when reimbursement is based on a discounted average wholesale price for the
prescription item. prescription item

4 Indicates when the ingredient cost reimbursed to the provider is based upon the submitted Usual and Indicates when the ingredient cost reimbursed to the provider is based upon the submitted Usual and
Customary Price. Customary Price.

5 Used to indicate that the processor has compared submitted U&C to the cost plus the fee (May be either  Used to indicate that the processor has compared submitied U&C to the cost plug the fee (May be either
their negotiated value for cost plus fee, or the submitied cost and fee), and is paying the lower of the their negotiated value for cost plus fee, or the submitied cost and fee), and is paying the lower of the
amounis amounts.

6 Indicates when the ingredient cost reimbursed to the provider is based upon a payer's Maximum Allowable Indicates when fhe ingredient cost reimbursed to the provider is based upon a payer's Maximum Allowable
Cost list. (when MAC Basis of Cost was submitted) Cost list. (when MAC Basis of Cost was submitied)

7 Indicates when the ingredient cost reimbursed to the provider is based upon a payer's Maximum Allowable Indicates when the ingredient cost reimbursed to the provider is based upon a payer's Maximum Allowable
Cost list. (when other than MAC Basis of Cost was submitied) Cost list. (when other than MAC Basis of Cost was submitied)

8 Price based upon contractual agreement between trading partners Price based upon contractual agreement between trading partners.

9 Used to indicate when reimbursement is based upon the actual cost of the item. Used to indicate when reimbursement is based upon the aciual cost of the item

10 The average sales price (ASP) is a cost basis required by and reported to CMS for pricing Medicare Part B The average sales price (ASP) is a cost basis required by and reported to CMS for pricing Medicare Part B
drugs. drugs.

" The average price paid to manufacturers by wholesalers for drugs distributed to the retail class oftrade.  The average price paid to manufaciurers by wholesalers for drugs distributed to the refail class of trade;
calculated net of chargebacks, discounts, rebates, and other benefits tied to the purchase of the drug calculated net of chargebacks, discounts, rebates, and other benefits tied to the purchase of the drug
product, regardiess of whether these incentives are paid to the wholesaler or the retailer. product, regardiess of whether these incentives are paid to the wholesaler or the retailer

12 Price available under Section 340B of the Public Health Service Act of 1992 including sub-ceiling Price available under Section 340B of the Public Health Service Act of 1992 including sub-ceiling
purchases authorized by Section 340B (a)(10) and those made through the Prime Vendor Program purchases authorized by Section 340B (a)(10) and those made through the Prime Vendor Program
(Section 340B(a)(8)). Applicable only to submissions to fee for service Medicaid programs when required  (Section 340B(a)(8)). Applicable only fo submissions fo fee for service Medicaid programs when required
by law or regulation by law or regulation

13 A cost as defined in Title XIX, Section 1927 of the Social Security Act A cost as defined in Title XIX, Section 1927 of the Social Security Act

14 Indicates reimbursement was based on the Other Payer-Patient Responsibility Amount (352-NQ) Indicates reimbursement was based on the Other Payer-Patient Responsibility Amount (352-NQ)

15 Indicates reimbursement was based on the Patient Pay Amount (505-F5) Indicates reimbursement was based on the Patient Pay Amount {505-F5)

16 Indicates reimbursement was based on the Coupon Value Amount (487-NE) submitted or coupon amount Indicates reimbursement was based on the Coupon Value Amount (487-NE) submitted or coupon amount
determined by the processor. determined by the processor.

17 Indicates the reimbursement was based on the cost calculated by the pharmacy for the drug for this Indicates the reimbursement was based on the cost calculated by the pharmacy for the drug for this
special patient special patient

18 Represents the manufacturer's published catalog or list price for a drug product to non-wholesalers. Direct Represents the manufacturer's published catalog or list price for a drug product to non-wholesalers. Direct
Price does not represent actual transaction prices and does not include prompt pay or other discounts,  Price does nof represent actual transaction prices and does not include prompt pay or other discounts,
rebates or reductions. rebates or reductions

19 State mandated level of reimbursement for Workers® Compensation or Property and Casualty prescription State mandated level of reimbursement for Workers' Compensation or Property and Casuslty prescription
services. services.

Dispensing Fees

A dispensing fee is also a component of the total amount paid for prescription medications. A dispensing
fee is meant to cover pharmacy overhead costs associated with filling a prescription and is separate from the
drug ingredient payment. Overhead includes but is not limited to payroll costs, time necessary to perform
drug utilization review (DUR), prescription department cost (i.e., prescription containers, insurance, licenses,
technology fees, and transaction fees), facility costs (i.e., rent, utilities, maintenance), and technology fees

WV Source: National Council of Prescription Drug Programs (NCPDP) Telecommunication Standards D.0

BA Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis




(i.e., software, electronic submission charges). Past research from the National Association of Chain Drug
Stores (NACDS) estimates the average retail pharmacy cost to dispense at roughly $12.40 (for non-specialty
drugs).?" Previous analysis by 3 Axis Advisors suggests state-run fee-for-service (FFS) Medicaid systems’
dispensing fees - which are required by the federal government to accurately approximate pharmacy cost
of dispensing - generally range from and average between $10 and $12 per prescription with the mean in
Q3 2022 (date of last update by CMS) being approximately $11 (Figure 8).

Figure 8: Overview of Individual State Medicaid Pharmacy Dispensing Fees"

Dispensing Fee
$13.49

$4.09

Powered by Bing
© GeoNames, Microsoft, TomTom

V Source: Medicaid Covered Outpatient Prescription Drug Reimbursement Information by State, Quarter Ending June 2022
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Figure 9: Pharmacy Reimbursement by PBM, Line of Business, and Plan/Member Cost Exposure, Studied Pharmacy Data
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Figure 10: Payer Cost by PBM and Plan/Member Cost Exposure, Studied Payer Data
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According to the pharmacy data we have, the three largest PBMs were responsible for more than 80% of
payments to pharmacies. Amongst pharmacy data, Medicaid claims represented 24% of all received
reimbursements, Medicare 43%, and commercial the remaining 33%. Patients paid roughly 10% of the
overall pharmacy POS reimbursement, although payment from patients was differentiated by source of
coverage. Inthe Medicaid program, as anticipated, patients were responsible for 1% of drug reimbursement

. Member Paid
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to pharmacy. In Medicare, patients were responsible for 11% of drug reimbursements to pharmacies. Within
commercial pharmacy claims, patients were responsible for 13% of pharmacy reimbursement.

According to the payer data, the largest PBMs were responsible for half of all payer costs. All the received
data was from commercial plan sponsors in Washington state and the distribution of cost between the plan
sponsor and the patient was 94% borne by the plan and 6% borne by the patient.

We believe that this background provides sufficient information to begin our analysis of the impact of drug
prices within Washington.

Overall Drug Pricing Trends

Our analysis of drug pricing begins by examining the overall drug costs across all received pharmacy-
received claims, as well as overall drug costs received across all payer-received claims. We start our analysis
here as it seems a reasonable starting point to assess the overall trends in Washington drug prices across
the differing perspectives of the primary providers of prescription medications to patients (i.e., pharmacies)
and the primary payers for pharmacy services (i.e., plan sponsors). We present the information in Figure 11

(below) in 30-day equivalent costs. These costs are calculated by determining the cost per drug, per day and
Total Payment

multiplying by 30 (i.e., 30 — day Equivalent Cost = ( )x 30). Because we have more pharmacy

Total Days Supply
claims than payer claims, a simple presentation of gross costs would not be appropriate. We present the
information in 30-day equivalent cost as a means to create a more appropriate cost comparison as it will
normalize data between various suppliers of prescription medications into cost per day amounts (see
Methodology section later in this report for more details).

By starting our analysis with an evaluation of overall drug costs between the two experienced realities, we
can begin to get an understanding of the underlying differentiated perspective issues related to drug costs
throughout Washington. As can be seen in Figure 11, our payer claims data demonstrates a higher, year-
over-year (YoY) increase in drug costs in Washington than what was observed in the pharmacy claims.

Figure 11: Comparison of Overall Drug Cost, 30-Day Equivalent (2020 — 2023)

Comparison of Overall Drug Cost, 30-Day Equivalent
Health Plan Cost vs. Pharmacy Reimbursement, 2020 to 2023

$161.82 $174.37

$134.25 $141.16 + .
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e=@==Health Plan Cost ==@==Pharmacy Reimbursement
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While we will use the 30-day equivalent cost for most of our analysis, for the sake of investigating its
appropriateness, we present below a simple average cost per prescription analysis (i.e., total payment
divided by total prescription count). As can be seen in Figure 12 below, there is little difference in the
calculated trends between these analyses.

Figure 12: Comparison of Overall Drug Costs, Avg Cost per Rx (2020 —2023)

Comparison of Overall Drug Cost, Avg Cost per Rx
Health Plan Cost vs. Pharmacy Reimbursement, 2020 to 2023

$206.67

$188.52 .
c15107 $163.63 4._—

o Bl

® O - —@

$86.95 $86.35 $87.79 $92.27
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e=@==Health Plan Cost = ==@==Pharmacy Reimbursement

Said differently, although Figure 12 is more subject to utilization differences, such as the variability in
number of 30-day retail supplies (anticipated higher unit cost) vs. 90-day mail supplies (anticipated lower
unit costs), the presence of these utilization differences does not appear influential enough to impact the
overall direction of the trend in observation.

To be specific, in Figure 11, payer costs increased $40.12 per 30-day equivalent (+30%) over the four-year
period and pharmacy reimbursement increased $5.71 per 30-day equivalent (+8%) over the same
timeframe. In Figure 12, where we performed a simple average cost per prescription, payer costs increased
$55.60 (+37%) and pharmacy reimbursement increased $5.32 (+6%) over the four-year period. Thus,
regardless of which frame of reference we take, we can see how payers in Washington have potentially
divergent perspectives on drug costs relative to community pharmacies (the largest provider group of
pharmacy services). As a means of comparison, in the pandemic and post-pandemic era, inflation has been
a topic of great focus. The plan sponsor data suggests a perspective on drug cost increases equivalent to
grocery cost changes over the four-year period; however, pharmacy drug costs trends (which theoretically
make up the experience of plan sponsor costs) show a trend roughly a third or a fourth lower.?

This high-level observation forms the basis of the remainder of our analyses within the report - attempting
to understand what drove payer costs to increase at roughly four times the rate of retail pharmacy
reimbursement. At a high-level, our initial analysis suggests that directionally, the degree to which plan
sponsors spend more on medicines, small pharmacies are receiving proportionally less compensation over
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According to the Congressional Research Service (CRS), in 2022, roughly 92% of the U.S. population was
insured, with 18.5% getting insurance through Medicare, 21.2% getting insurance through Medicaid, and
54.8% getting insurance via a group health plan (i.e., employer-sponsored, commercial).?” As a result, we
begin by segmenting the studied Washington retail pharmacy claims data into payer type (Figure 14; see
Methodology for how segmentation occurred) and limiting our comparisons of the overall commercial
payer experience to the pharmacy reimbursement from the subset of commercially insured claims (Figure
15).

Figure 14: Studied Washington Retail Pharmacy Claim Counts by Line of Business

Studied Washington Retail Pharmacy Claims, Payment by Line of
Business Rx Counts
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Figure 15: Comparison of Overall Drug Cost, 30-Day Equivalent, Commercial Claims (2020 — 2023)

Comparison of Overall Drug Cost, 30-Day Equivalent
Health Plan Cost vs. Pharmacy Commercial Reimbursement, 2020 to 2023
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relative to generic prescriptions within both the health plan data and the commercial retail pharmacy
experience are not significantly divergent. Both health plans and pharmacies expect to fill approximately
one brand drug for every 10 prescriptions filled. There was only a 1% difference in the anticipated utilization
of brand claims between the two experiences (with health plans having slightly higher brand utilization).

Figure 17: Brand and Generic Drug Utilization, Commercial Claims

BRAND AND GENERIC DRUG UTILIZATION, COMMERCIAL

CLAIMS
HEALTH PLANS VS. RETAIL PHARMACIES, 2020 TO 2023

H Brand M Generic

HEALTH PLANS

RETAIL PHARMACIES

While we observe roughly equal rates of brand and generic claims utilized, we nevertheless continue to
observe divergent perspectives on drug costs. In Figures 18 & 19 (on the next page), we segment the 30-
day equivalent cost observations from Figure 15 into trends related to brand claims and generic claims. We
observe that studied Washington commercial health plan sponsors are seeing higher, year-over-year 30-day
equivalent brand and generic costs in comparison to the studied Washington retail pharmacy
reimbursement experience.

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis




Figure 18: Comparison of Washington Commercial Brand Drug Costs (2020 — 2023)

Comparison of Commercial Brand Drug Cost, 30-Day Equivalent
Health Plan Cost vs. Retail Pharmacy Commercial Reimbursement, 2020 to 2023
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Figure 19: Comparison of Washington Commercial Generic Drug Costs (2020 — 2023)

Comparison of Commercial Generic Drug Cost, 30-Day Equivalent

Health Plan Cost vs. Retail Pharmacy Commercial Reimbursement, 2020 to 2023
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In reviewing Figures 18 & 19, we can see that health plan sponsors saw a $3.92 increase in the 30-day
equivalent costs of generic drugs (17.3% increase over the four-year period; 4.1% CAGR) vs. a $548.38
increase in the 30-day equivalent gross cost of brand drugs (55% increase over the four-year period; 11.7%
CAGR). In comparison, pharmacies were reimbursed by commercial payers $0.88 less per 30-day
equivalent on generic drugs (4.4% decrease over the four-year period; -1.1% CAGR) and $1.78 less on 30-
day equivalent brand drugs (0% decrease over the four-year period; -0.1% CAGR).

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis
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NADAC per 100 prescriptions. Starting with our 2022 work, “Understanding Pharmacy Reimbursement
Trends in Oregon,” we have found it helpful to contextualize reimbursement based upon percentiles.*” To
perform this analysis, we took all claims with NADAC in each data set (plan sponsor and pharmacy) and
determined the margin over NADAC for each and then sorted the claims in ascending order by margin. For
example, the claims that produced the lowest margin over NADAC (or negative margin relative to NADAC)
would be the first claim in the sorting while the claim that produced the largest margin over NADAC would
be the last. Next, we determined margin percentiles (from 1 to 100) and extracted the value of each
percentile and recorded the margin over NADAC for that percentile. The percentile position was determined

by utilizing the formula % x N where P = Percentile, and N = Number of values in the data set. This approach

assumes that margin is normally distributed (i.e., equally likely to occur) across these groupings. Finally, each
percentile was graphed on the x-axis while the margin over NADAC is on the y-axis. Figure 20 (below)
presents the results of this analysis for the plan sponsor data we received, whereas Figure 21 (on the next
page) presents the results for the retail pharmacy data we received.

Figure 20: Overall Margin Over NADAC Per 100 Prescriptions, Washington Commercial Plan Sponsor Data Set (2020 — 2023)

Overall Margin Over NADAC per 100 Prescriptions, Washington Commercial Plan
Sponsor Data Set (2020 to 2023)
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Figure 21: Overall Margin Over NADAC Per 100 Prescriptions, Washington Retail Pharmacy Commercial Data Set (2020 — 2023)

Overall Margin Over NADAC per 100 Prescriptions, Washington Retail Pharmacy Commercial Data Set
(2020 to 2023)
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($100.00)
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In reviewing Figures 20 & 21, we begin by recognizing that retail community pharmacies were reimbursed
below drug acquisition costs to a greater extent than plan sponsors are charged less than acquisition costs
for drugs. To be specific, the first 11% of claims in plan sponsor data is priced below the underlying drug
cost, whereas pharmacies are reimbursed below the underlying drug costs for the first 18% of claims. This
observation is a result of a variety of factors, not the least of which is that the first claim is roughly $23 below
cost for plan sponsors compared to $33 below cost for the retail pharmacy claims. The starting 'hole’ being
different compounds throughout the analysis, as each step is incurring differences across the claims such
that at the end, plan sponsors are charged $172 above drug costs in the 99™ percentile compared to $120
above cost reimbursements being given to pharmacies in the 99" percentile. Overall, the collective
experience from studied Washington commercial plan sponsors suggests that accumulated costs are
roughly equivalent to NADAC + $10.30, whereas the studied Washington retail pharmacy experience is
equivalent to NADAC + $6.40. While we have not had commercial claims data to analyze in our previous
public-facing studies, the data showcasing the pharmacy experience is roughly equivalent to our prior
observations (adding a degree of validity to their findings).*° #' As such, the nearly $4 gap in experience
managing retail drug costs warrants further investigation.

We know from Figures 18 & 19 previously that the underlying the drug cost experiences are changing year-
over-year. As a result, it seemed appropriate to limit the underlying claims data in those prior figures (18 &
19) to claims that had a NADAC price available on the date of service (either within the health plan or
pharmacy provider data sets). In Figures 22 & 23 (on the next page), we can see that the variability in pricing
between health plan sponsor costs and retail pharmacy reimbursement is lower, but not fully eliminated,
with this view than what was previously observed.
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Figure 22: Comparison of Washington Commercial Brand Drug Costs with NADAC Values (2020 — 2023)

Comparison of Commercial Brand Drug Costs with Available NADAC

Values, 30-Day Equivalent

Health Plan Cost vs. Retail Pharmacy Commercial Reimbursement (2020 to 2023)
$1,097.89 $1,132.58

$1,022.08 ' 4.

o—
@- (O —@

$641.45

.

$617.46 $602.78 $601.91

2020 2021 2022 2023

e=@== Health Plan Brand Cost «=@==Pharmacy Brand Reimbursement

Figure 23: Comparison of Washington Commercial Generic Costs with NADAC Values

Comparison of Commercial Generic Drug Costs with Available NADAC

Values, 30-Day Equivalent
Health Plan Cost vs. Retail Pharmacy Commercial Reimbursement (2020 to 2023)

$26.99
26.26 26.17
> . » $24.95
$21.26 $22.18 $21.38 $21.86
2020 2021 2022 2023

«=@==Health Plan Generic Costs «=@==Pharmacy Generic Reimbursement

In reviewing Figures 22 & 23 relative to our prior analysis, we can see that generic drug costs between retail
pharmacies and plan sponsors (Figure 23 vs. Figure 19) are closer aligned than brand costs (Figure 22 vs.
Figure 18). To be specific, in Figures 18 & 19 in 2023, there was a $964.10 and $7.91 gap between brand
and generic costs respectively, whereas in Figures 22 & 23, the gap is $491.13 and $3.09 respectively for
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brand and generic. Again, these differences would contribute to potentially different perspectives on drug
cost trends. While plan sponsors and retail pharmacies remain wider apart on their experiences of brand
costs, their experience with generic costs are potentially closer aligned in this view, particularly over time.

The addition of NADAC into the data set enables us to investigate these differences further. For both brand
and generic drug claims, it becomes possible to now compare the recognized drug price (either the cost to
the health plan sponsor or the reimbursement to the pharmacy) to the underlying acquisition cost of the
drug (i.e., NADACQC), at least for the retail channel. As a result, we modified the information presented in
Figures 22 & 23 to be a stacked bar chart comprised of the underlying NADAC and the amount of money
paid above NADAC for each (Figures 24 & 25; below and on the next page). Note that we have color-coded
the NADAC bars in Figures 24 & 25 for each to be consistent with our handling of the differences between
plan sponsor-sourced data (green) and retail pharmacy-sourced data (blue) although both bars are
presenting the same information.

Figure 24: Margin over NADAC Comparisons, Brand Claims, Plan Sponsor & Retail Community Pharmacy (2020 to 2023)

MARGIN OVER NADAC COMPARISONS, BRAND CLAIMS, PLAN
SPONSOR & RETAIL COMMUNITY PHARMACY (2020 TO 2023)
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Figure 25: Margin over NADAC Comparisons, Generic Claims, Plan Sponsor & Retail Community Pharmacy (2020 to 2023)

$15.93

PAYER
GENERIC

2020

MARGIN OVER NADAC COMPARISONS, GENERIC CLAIMS, PLAN
SPONSOR & RETAIL COMMUNITY PHARMACY (2020 TO 2023)

H NADAC ENAEg iRC OverlNARAC Over NADAC

$14.70

$12.77 $14.56

PAYER PAYER PAYER PHARMACY
GENERIC GENERIC GENERIC GENERIC
2021 2022 2023 2020

PHARMACY
GENERIC

2021

PHARMACY PHARMACY

GENERIC
2023

In looking at Figure 24, it is apparent that the mix of brand drug products at the typical retail pharmacy is
different from the mix of brand drug product costs experienced by health plan sponsors. The underlying
acquisition cost for brand products for our studied Washington health plan sponsors is anywhere from 31%
to 45% more expensive than what our studied Washington retail pharmacies are dispensing on a yearly
basis. Alternatively, the underlying drug acquisition costs for generics are much closer aligned (generally
less than $1 difference; Figure 25)

To examine this difference further, we examined the top 20 plan sponsor brand drug claims by cost over
acquisition cost. Figure 26 (below and onto the next page) identifies each drug product, its margin measure
(average or median cost above NADAC), its rank within each margin measure (one through twenty), and
whether there were any claims for the drug within the studied retail pharmacy claims data (v’ represents the
presence of a retail pharmacy claim):

Figure 26: Top 20 Brand Drug Cost Above NADAC for Plan Sponsors per 30-day Equivalent (2020 — 2023)

Product Name

Median Cost Above

Observed Retail

N o0 a0 bW =

o]

10

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis

Ingrezza Oral Capsule 80 MG
Gleevec Oral Tablet 400 MG
Sutent Oral Capsule 25 MG
Tarceva Oral Tablet 25 MG
Austedo Oral Tablet 12 MG

Sprycel Oral Tablet 100 MG

Copaxone Subcutaneous Solution Prefilled Syringe 20
MG/ML
Skyrizi Pen Subcutaneous Solution Auto-injector 150
MG/ML

Stribild Oral Tablet 150-150-200-300 MG
Kaletra Oral Tablet 200-50 MG

NADAC
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$961.63
$842.16
$573.06
$548.66
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of differential PBM payment for the same drug across both brand and generic claims. The results in Figure
28 are consistent with the results we found when analyzing drug costs within our 2023 report entitled
“Unraveling the Drug Pricing Blame Game."** The differential pricing findings are suggestive that there is
nothing inherently abnormal with our pharmacy observations and those within our prior reports.

Figure 28: Examples of Same Drug, Same Day, Same Pharmacy, Same PBM Resulting in Different Drug Reimbursements to Retail Pharmacy for
Commercial Claims

Emtricitabine-Tenofovir Tablets 200-300

MG
Same Provider, PBM, Day & NDC Analysis

Price 1 '- $$1390

Price2 o $30 $508

Price 3 o $42 $525

Price 4 -MZ— $1,050

M Plan Sponsor A (PBM #1) M Plan Sponsor B (PBM #2)

Truvada Tablets 200-300 MG
Same Provider, PBM, Day & NDC Analysis

Price 1 NN 51,720

Price2 NN 51,752

Price 3 [N 51,766

Price 4 [N 51,766

Price 5 I 51,846

Methylphenidate ER (OSM) Tablets 36 MG
Same Provider, PBM, Day & NDC Analysis

price 1 ] $15.00
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However, unlike our prior reports, for the first time in our public-facing analyses, we also have commercial
health plan sponsor data, and as we have established, the health plan data is suggesting that they're
incurring higher costs relative to what pharmacies are reimbursed. As a result, it seems reasonable to
investigate the potential for these divergent perspectives on drug costs between pharmacy providers and
health plan sponsors for the potential presence of spread pricing.

Spread Pricing

Spread pricing is the practice whereby the amount of =~ HOW RISK MITIGATION (SPREAD) PRICING
: . _ HELPS DRIVE LOWER DRUG COSTS
reimbursement a pharmacy receives on a claim does not
equal the cost the health plan incurs on the claim. Spread STpoyer e ek, porors i o L)
. . B .. . . B them a price-certain for prescription drug benefit payments to pharmacies.
pricing can also be referred to as ‘traditional pricing’ or

‘risk mitigation pricing.” As described by the PBM industry m
trade group, the Pharmaceutical Care Management 208 '@?‘ ik

Association (PCMA), “A risk mitigation pricing model, also /  seweer _
sometimes referred to as spread pricing, provides . ..
. icing holds the client =) charges the PEM is
employers and other health plan sponsors with e e TR e ren
NG : - e S e
predictability on the cost of their prescription drug Do mam s, TP e
. . plan spansor to achieve the pharmacy charges less,
benefit.*” According to PCMA, health plans need a el \ O

variety of coverage options that allows business owners
the flexibility to choose a plan design that meets their
goals. The reasoning is: with spread, client costs will be
held harmless from their enrollee’s shopping choices -
meaning that the drug charges to the health plan will not

be set in reflection to the different rates of P e s e s ek rerpion:
reimbursements given to pharmacies for the same set of
drugs. As such, if the PBM-negotiated rate with the
provider is more than the rate agreed to between the
health plan sponsor and the PBM, the PBM will incur a loss  employers-rely-on-spread-pricing-for-predictable-fixed-

on the claim. Conversely, if the PBM was able to negotiate oricing/05/31/2023/

a rate with the pharmacy that is less than what the health plan sponsor is charged, the PBM earns a margin.

PHARMACIES

Different pharmacies have different negatiated rates.

Fharmacy C.
$150 for Drug X

5140 for Drug X | 5135 for Drug X

Source: https://www.pcmanet.org/pcma-blog/small-and-mid-sized-

To a certain extent, the Washington plan sponsor data supports PCMA's assertion that variability can exist
within drug cost depending upon the choice of pharmacy. For example, we found within the plan sponsor
data evidence of the same drug (on an NDC-basis), on the same day, having different payment amounts
depending upon the pharmacy that dispensed the drug (Figure 29 on the next page). As can be seen in
Figure 29, the variability in reimbursements experienced by our studied Washington retail pharmacies is a
philosophically shared experience among studied Washington plan sponsors, who can also see significant
variance in billed prescription costs, even when the same PBM is adjudicating the same drug, on the same
day, at the same pharmacy organization and/or across different classes of trade. The differences are such
that the PBM-achieved price of epinephrine pens can be 48% more expensive from one pharmacy to
another. Or a drug like mesalamine DR 1.2 gm can be 378% more expensive at mail-order versus retail. Or
perhaps in the most extreme instance, a drug like omeprazole 40 mg can be more than 32 times more
expensive despite the medication being filled at the same chain (just different locations of that chain).
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Figure 29: Same Drug, Same Day, Same PBM; Plan Sponsor Differential Cost Examples

Epinephrine Pen (2pak); Price per Pak
Same NDC, Same Day, Same PBM

» . . .
Pharmacy #1 Pharmacy #2 Pharmacy #3 Pharmacy #4
Omeprazole 40 mg; Price per 30-Day Rx Mesalamine DR 1.2 GM; Price per 30-Day Rx

Same NDC, Same Day, Same PBM, Same Same NDC, Same Day, Same PBM

Pharmacy Chain

vl N $:7s.:3
Chain Location #3 GG $170.99 I 2

Chain Location #2 MW $6.20

Retail [l $120.59

Chain Location #1 B $5.30

In recent years, PBMs have faced growing scrutiny from plan sponsors, journalists, and state and federal
regulators over business practices that have inflated drug costs and allowed the previously overlooked
pharmaceutical administrators to increase profits at a cost to taxpayers and consumers.* 4’ %8 This practice
of spread pricing has become one of the primary focal points of that industry scrutiny.

Our prior work has found strong evidence of spread pricing in Medicaid programs in New York, lllinois, and
Michigan, while state government work in a number of other states have definitively quantified significant
spread pricing issues in their state’s Medicaid programs as well.#4730.51.52.53,54.55.56.57 |n 2018, Ohio reported
finding around $225 million in PBM spread in one year (and an additional $20 million in spread from other
insurer/PBM subsidiaries), $208 million of which came from generic drugs (31.4% of gross generic cost).>®
Kentucky reported similar findings in their audit with an overall spread of $124 million (13% gross drug cost)
in one year despite only 57.6% of all claims being transacted in a spread model.** Maryland’s audit found
$72 million in spread, amounting to a sizable $6.96 per prescription.®® Lastly, Florida's analysis found $113
million in spread pricing.®' With these Medicaid analyses and audits as a backdrop - as well as a federal push
by some employer groups to prohibit the practice of spread pricing - we felt that sizing spreads in the
commercial marketplace would add great insights and context to the current discourse.®?

To investigate potential spreads within our commercial pharmacy claims data sets is challenging given that
for privacy reasons, we did not ask for, and thus do not have, unique claim identifiers from our study
participants. This means that while we have significant amounts of claims data from Washington pharmacies
and significant amounts of claims data from Washington employers, we did not acquire the necessary data
fields that could allow us to match exact claims that may overlap (i.e., unique pharmacy prescription number
or unique claim transaction number).

That limitation notwithstanding, we attempted to quantify likely spreads based upon an algorithm (see
Methodology). In short, we attempted to make drug cost comparisons across the plan sponsor and
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pharmacy data based upon claims where the health plan sponsor incurred a cost for a specific medication
that had the same NDC, quantity, days’ supply, date of service, pharmacy provider number, and member
out-of-pocket cost (i.e., patient cost share) under the same PBM as that of the pharmacy providers that
participated in our study. While multiple potential matches resulted, we limited our comparisons to any
claims where there was only one match between the provided health plan sponsor and pharmacy provider
data sets. The results were put into our sub-analysis on ‘spread pricing.” It should be recognized that this
methodology is imprecise and subject to limitations. The most significant limitation is the rise of PBM
partnerships with discount card programs to re-adjudicate claims during transmission.®® Because it is
increasingly common for commercial plan sponsors to re-direct claims from anticipated processors (based
upon BINs) to competitor processors through discount card programs like GoodRx partnerships, it is
possible that the identified claims with similarities are not actually the same claim. Nevertheless, we believe
our findings regarding ‘spread’ are directionally correct but would require further investigation to confirm.

Of the millions of claims within our data sets, less than 1% of claims “matched” based upon the criteria we
outlined above (approximately 20,000 records). Of the matches made, approximately 35% of the claims had
a health plan cost higher than the pharmacy reimbursement amount, 17% had a health plan cost below the
pharmacy reimbursement, and the remaining 48% had equal pricing. Interestingly, PCMA claims that
roughly a third of plan sponsor clients are selecting spread pricing, which our findings are roughly aligned
to (despite our imperfect methods of investigation).®*

Plan Sponsor Cost Higher than Pharmacy Reimbursement

We do not know the PBM relationships employed by the health plans who provided data to our study. Some
of them may be contracted via ‘spread’ arrangements, whereas others may be contracted via ‘pass-through’
arrangements. However, as we are investigating spread, we want to focus on the 52% of claims whose pricing
is different between the observed health plan experience and the pharmacy provider reimbursement.
Beginning with the 35% of matched claims where the health plan sponsor appears to have been charged
more than the pharmacy provider was reimbursed (Figure 30 below), we note that the spread is represented
across brand and generic claims in a ratio that mirrors the overall utilization pattern between brands and
generics (i.e., roughly 10% of claims with spread are brand drugs).

Figure 30: Spread Pricing Claims Resulting in Plan Sponsor Cost being Higher than Pharmacy Reimbursement (2020 — 2023)

BRAND GENERIC

$744.06

$32.49

$719.33

PLAN SPONSOR DELTA PHARMACY PLAN SPONSOR DELTA PHARMACY
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That said, it should be recognized that not all claims will incur higher plan sponsor costs relative to pharmacy
provider reimbursements under a spread arrangement. While less common in our sub-analysis, our next
section seeks to better understand the claims where the health plan sponsor may have received the benefit
of 'negative spread.’

Plan Sponsor Cost Lower than Pharmacy Reimbursement

While less than half as common, and already investigated to a degree, there is a portion of claims where the
studied Washington health plan sponsor’s cost was lower than what the studied Washington retail pharmacy
providers were actually reimbursed on those likely-matched claims within this sub-analysis. As can be seen
in Figure 35, the plan sponsor was charged $38.62 less than the pharmacy provider was reimbursed on
average for these brand claims, and $11.89 less on the generic claims. In reviewing Figure 35 in comparison
to the earlier Figure 30, the brand under-charges to the health plan are roughly 50% greater than the over-
charges, whereas the under-charges on the generics are roughly 50% less than the generic over-charges.

Figure 35: Spread Pricing Claims Resulting in Plan Sponsor Cost Lower than Pharmacy Reimbursement (2020 — 2023)

BRAND GENERIC

% $512.83

PLAN SPONSOR DELTA PHARMACY PLAN SPONSOR DELTA PHARMACY

While most plans would identify brand drug spending as a significant and problematic area in managing
their overall drug expenditures, we should note that proportionally, the over-performance on brand claims
would not appear to be adequately ‘paid for’ across all claims. Because claims where the plan sponsor is
being over-charged relative to the pharmacy provider's reimbursement outnumber the opposite by about
2-to-1, and because brand claims are only roughly 10% of overall utilization (see Figure 17), the plan sponsor
is, in the aggregate, consistently getting charged more than the pharmacy provider’s reimbursement. Taking
an aggregate plan sponsor view on ‘spread’ claims results in the plan sponsor costs being approximately
$165,000 higher than the reimbursement provided to pharmacy providers (approximately $8 more per
prescription)." To be clear, the plan sponsor saved approximately $35,000 on the claims where their costs
were lower than pharmacy reimbursement; however, these savings were not sufficiently offset, as their costs
were $200,000 higher when their cost exceeded pharmacy reimbursement (see Appendix to this report for
details).

Taking a step back from our analysis, these results appear unsurprising within the context of spread pricing.
The financial incentives of the PBM are to minimize losses and maximize opportunities to make margin, just
like any other member of the prescription drug supply chain. Our analyses would suggest PBMs are broadly

Vil Note our estimate of spread value per prescription aligns with the findings of prior audits of the practice ($6 to $8 per Rx range), see Ohio AG report

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis



https://ohioauditor.gov/news/pressreleases/details/5042#:%7E:text=Auditors%20found%20that%20the%20Department,billion%20in%20brand%2Dname%20drugs.
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Figure 37: Plan Sponsor Class of Trade Margin Analysis, Cost Over NADAC (2020 to 2023)
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In the competition for outpatient retail drugs, Figure 37 identifies that the value associated with the
pharmacy class of trade is differentiated, favoring mail-order pharmacies over other classes of trade to a
significant degree. As the plan sponsor data shows, when it comes to the dispensing of medicines that
typically flow through the retail channel, the greatest beneficiary from a profitability perspective would
appear to be non-retail pharmacies. On generic drugs, the studied Washington plan sponsor data suggests
that the average markups on these medicines in the mail-order channel are more than four times the
estimated margins yielded by grocery store pharmacies. Meanwhile, for brand drugs, the studied
Washington plan sponsor data suggests that the average markups on these medicines in the mail-order
channel are more than 35 times the estimated margins yielded by small chain and independent pharmacies.

To demonstrate the impact of these markup differentials, we performed an analysis that sought to identify
the cost to plan sponsors if the average margins across each class of trade were universally recognized. To
do this, we kept the underlying NADAC cost the same, but added costs above NADAC based upon the
averages in Figure 37 to get the new calculated total claim cost. This analysis attempts to recognize that the
drug’s cost is theoretically best quantified in one manner (i.e., there will be one, most appropriate price for
each drug/[i.e., one atorvastatin price]; such conceptisinherent to the idea of MAC list - one price to properly
incentivize purchasing the lowest price product). However, because it is drug prices (and not dispensing
fees'") that are differentiated within pharmacy transactions, we get variable costs for the same drug, on the
same day. As shown in Figures 38 & 39 (on the next page), the most expensive repricing experience would

v Recall, we previously identified the average dispensing fee in the retail pharmacy data is just $0.70.

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis
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Figure 40: Plan Sponsor Class of Trade Analysis, Cost over NADAC, 30-day Equivalent (2020 — 2023)
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Figure 41: Plan Sponsor Costs Repriced at Avg Cost Over NADAC, 30-day Equivalent, Per Class of Trade (2020 — 2023)
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Figure 42: Plan Sponsor Costs Repriced at Median Cost Over NADAC, 30-day Equivalent, Per Class of Trade (2020 — 2023)
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To evaluate what is driving these markup and margin disparities (Figures 40, 41, & 42), we can attempt to
do so by recognizing that while mail-order pharmacies represented just 2% of total covered plan sponsor
prescriptions, those mail channels captured 18.5% of the 1% of most profitable claims based on margin over
NADAC (normal distribution would suggest a 2% capture rate). For comparison, small chain and
independent pharmacies represented 13% of total prescription fills and received 19.3% of the most
profitable claims (i.e., top 1%); while chain pharmacies had 38% of total prescription fills and received 38%
of the most profitable claims. At the same time, exposure to low-cost claims was disproportionately
experienced as well. Of the bottom 1% of claims (i.e., paid the worst relative to NADAC drug costs), chain
pharmacies captured 27% of the low-end claims, grocery stores captured 20%, mail got 25%, and small chain
and independent pharmacies got 28% of the low-end claim volume. As can be seen in Figure 43 (below),
the results are unexpected relative to the overall proportionality of claims such that a concentration of
winners and losers (in terms of margin opportunities for dispensing pharmacies) favor mail to a significant
proportion.

Figure 43: Hit Rate Analysis for High-End & Low-End Claims, Washington Plan Sponsor Pharmacy Class of Trade Comparison (2020 — 2023)

Class of Trade % of Overall % of Top 1% Hit Rate forTop % of Bottom 1% Hit Rate for
Utilization Margin Claims 1% Claims Bottom 1%
Chain 38% 38% 1to1 27% 1t0 0.71
Grocer 27% 24.2% 110 0.89 20% 1100.74
small & 13% 19.3% 1 1o 1.48 28% 1102.15
Independent
Mail 2% 18.5% 110 9.25 25% 1to 12,5
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The Sankey Chart (Figure 44 below) demonstrates the flow of claims in Figure 43 from overall utilization
and into the highest and lowest buckets (of margin opportunity relative to NADAC).

Figure 44: Washington Plan Sponsor Pharmacy Class of Trade Margin Analysis, Top and Bottom 1% Claim Average Experiences (2020 — 2023)

Chain
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Mail $586.39 -$100.37
Small Chain and Independents (Small $479.15 $163.64
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Based on our studied Washington plan sponsor data, the most profitable prescriptions showed up at mail-
order facilities in greater frequencies than its overall utilization would have suggested (size of light blue in
the middle of Figure 44), particularly when compared to other classes of pharmacy trade. This finding is
significant because the value of these high-end claims is critical to the overall viability of pharmacy business
(see earlier Figures 20 & 21). Focusing on the mail order experience for example, the high-end value is
such that it can ‘pay for’ almost 6 instances (technically 5.8) of the bottom 1% claims; however, the high to
low experience is not a 6-fold difference. In essence, while mail may experience more lows, it experiences
enough highs that the lows are paid for, and the overall experience is beneficial for the operation of the mail
pharmacy. This observation within commercial plan sponsor data appears to directionally mirror similar
analyses of these disparate pricing and access dynamics within Medicare and Medicaid (majority of
pharmacy margin is concentrated into relatively few claims).%¢ ¢7 ¢8

To investigate this behavior further, we expanded our analysis to evaluate health plan sponsor drug costs
for claims without a NADAC price. Recall that NADAC is built by using drug acquisition cost survey data
provided by retail pharmacies from across the country. A limitation of NADAC as it is currently constructed
today is that if a particular medication is not routinely dispensed within the retail channel, that drug will not
have sufficient data point inputs from pharmacy providers that would necessitate the yielding of a NADAC
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The primary exception was the degree of average expected margin, with mail-order pharmacies.
Washington commercial plan sponsor mail-order claims are reimbursed by PBMs significantly higher than
competitors for both brand and generic claims within this subset analysis. Interestingly, whether we rely upon
Texas AAC or WAC is largely inconsequential to determining payments relative to estimated drug costs, as
both produce similar estimates.*

Figure 45: Non-NADAC Analysis of Plan Sponsor Costs Based on Pharmacy Class of Trade Relative to Texas Medicaid Retail Price or WAC (2020 to 2023)

NON-NADAC ANALYSIS OF PLAN SPONSOR COST RELATIVE TO
ESTIMATED DRUG COST, CLASS OF TRADE ANALYSIS
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As can be seen in Figure 45, the typical mail-order pharmacy is making, in comparison to chain drug stores,
roughly 20-times more margin relative to the estimated underlying drug cost for brand drugs and roughly
1,000-times more margin for generic drugs (note: the other classes are even more varied). However, while
this data begs the question of what possible value could warrant such significant PBM compensation
differences between mail and retail pharmacies, the difference between the retailers (chain, grocer, and
small/independents) versus the mail-order pharmacy for non-NADAC claims could be due, at least in part,
to differences in drug mix (i.e., mail-order pharmacies dispensing some drugs not dispensed within the other
retail channels and vice versa). As we are investigating non-NADAC drug costs, we no longer have the base
retail class of trade understanding within these claims.

*The Appendix provides the data for the median analysis equivalent to Figure 45 and produces similar results.
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Mark Cuban Cost Plus Drug Company Price Comparison

To investigate these possible drug mix dynamics, we elected to evaluate this subset of claims further based
upon the availability of Mark Cuban Cost Plus Drug Company (MCCPDC) pricing® on these claims relative
to the rates paid by plan sponsor. We selected MCCPDC, as previous analysis has demonstrated a potential
disconnect between PBM-based drug costs and prices at cash-pay pharmacies.”® ' 72 As our earlier NADAC
analysis was structured on understanding what incentives may be available for retail class of trade
medications, this sub-analysis will investigate whether there would appear to have been any drug pricing
efficiencies gained or lost through these non-NADAC claims relative to cash-pay mail-order prices.

To perform this analysis, we took the historic MCCPDC prices, inclusive of their standard 15% markup,
shipping and labor costs charged, and joined them into the claims without a NADAC price point available.
Because MCCPDC generally offers a single source per drug product (NDC), we made the join in this analysis
on a drug name basis (i.e., strength, dosage form, active ingredient).” From there, we were able to make
comparisons against studied Washington plan sponsor drug costs and the anticipated cost to get the same
drug through MCCPDC. As can be seen in the per prescription averages in Figure 46 below, mail-order
pharmacies continue to have the highest cost to the plan sponsor relative to the underlying Mark Cuban
prices.

Figure 46: Plan Sponsor Pharmacy Class of Trade Drug Costs Relative to Mark Cuban Cost Plus Drug Company, Non-NADAC Drugs (2022 — 2023)

PLAN SPONSOR PHARMACY CLASS OF TRADE DRUG
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While there are significant cost differences between the lowest cost and highest cost pharmacies for this
subset of non-NADAC drugs, a potential criticism of the more than five-fold difference in costs between the
low end (chain pharmacies) and the high end (mail-order pharmacies) is that perhaps the underlying drug

X 3 Axis Advisors, LLC, are consultants to the Mark Cuban Cost Plus Drug Company (MCCPDC), although we performed this analysis independently and not as a part of
our consulting relationship with MCCPDC.

Xii \we specifically joined products based upon Medi-Span’s GPI.
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Evaluation of Equivalent Generic Drug Costs

As a means of testing the differences between plan sponsor recognized costs and the various pharmacy
types for an equal representation of drugs, we conducted an analysis to reprice generic claims based upon
the average paid cost to each class
of trade for the plan sponsor. To do

Example: GPI for Lipitor Oral Tablet 10MG

this analysis, we identified the plan Diggiony =) ANTIHYPERLIPIDEMICS
sponsor median monthly  EBITEJEERS HMG CoA Reductase Inhibitors
ingredient  cost  per  generic Drug Subclass 39-40-00 HMG CoA Reductase Inhibitors
product identifier (GPI). Medi-Span _

GPl is a hierarchical therapeutic Drug Base Name  39-40-00-10 Atorvastatin

classification system that enables EHIIEIENTS 39-40-00-10-10 Atorvastatin Calcium

the identification of the same drug
(in terms of active ingredient and
dosage form; see descriptiontothe  [REMEWIE 39-40-00-10-10-03-10  Atorvastatin Calcium Tab 10MG
side).”” As an example, the use of
GPl enables us to identify all
atorvastatin 10 mg tablet NDCs Source: https://www.wolterskluwer.com/en/solutions/medi-span/about/gpi

Dose Form 39-40-00-10-10-03 Atorvastatin Calcium Tablet

This GPI has 39 brand and generic NDCs associated with it

individually, one code can quickly identify all products that meet this characteristic. Therefore, we used Medi-
Span'’s GPI classification system to solve this limitation and determine monthly median drug cost per each
class of trade within the studied Washington plan sponsor data. The reprice was accomplished by taking the
monthly median price identified and recalculated drug ingredient costs based upon the repriced median
unit price multiplied by the quantity of each claim. Results were limited to GPIs where a price could be
calculated across each class of trade (i.e., atorvastatin 10 mg tablets would need a price point in chain,
grocer, small chain and independents, and mail). In Figure 48 below, we can identify on aggregate, through
this new analysis, that the mail-order class of trade is generally more expensive for plan sponsors, even when
results are limited to comparisons on the same drug product.

Figure 48: Analysis of Channel Cost to Plan Sponsor Based upon Average GPI-level Price per Product Within each Channel (2020 — 2023)

ANALYSIS OF CHANNEL COST TO PLAN SPONSOR BASED UPON

AVERAGE GPI-LEVEL PRICE
2020 TO 2023

$1 Million
I
$34 Million
— I S E—
-$1 Million -$2 Million -$381 Thousand
BASELINE CHAIN GROCER SMALL & INDY MAIL
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https://www.wolterskluwer.com/en/solutions/medi-span/about/gpi

Note, Figure 48 can only make comparisons when the GPI has a monthly median price for all comparisons.
As a result, we were able to compare most (85%; 1.83 million of 2.15 million studied Washington generic
plan sponsor claims), but not all, generic claims. Nevertheless, the analysis is suggestive that relative to other
means to receive medications, mail-order pharmacy’s median monthly unit price does not typically produce
savings when compared to retail pharmacy channels (relying on only one channel’s experience to set overall
drug costs). When one considers the potential additional hurdles to access medicines - including waiting for
and arranging mail delivery and potential delays or damages - that can result from delivery rather than
getting the medication filled locally, the results of Figure 48 likely require further investigation.

Evaluation of Plan Sponsor Costs by Class of Trade per 100 Prescriptions

Our final attempt at assessing the impact of the pharmacy classes of trade on plan sponsor drug costs is to
produce another version of the earlier generated favorite chart, the margin over NADAC per 100
prescriptions for plan sponsors (see Drug Costs Relative to Acquisition Costs section on page 39).
However, rather than presenting one chart for the entire plan sponsor experience, in Figure 49 below, we
evaluate the plan sponsor cost experience relative to NADAC on a per-100-prescription basis differentiated
by each pharmacy class of trade. In so doing, we're able to identify potential trends that can help explain the
observed differences within this section.

Figure 49: Overall Margin Over NADAC Per 100 Prescriptions, Washington Commercial Plan Sponsor Data Set by Pharmacy Class of Trade (2020
to 2023)
OVERALL MARGIN OVER NADAC PER 100 PRESCRIPTIONS,
WASHINGTON COMMERICAL PLAN SPONSOR DATA SET BY RX CLASS OF TRADE,
2020 TO 2023
$3,250
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$2,250
$1,750
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$250
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-$250
-$750
-$1,250
X R IR IR IR IR IR R R RERRRR
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In Figure 52 (below), we analyze the average OOP costs for claims with any amount of cost sharing greater
than $0. As before, we are presenting the information in 30-day equivalent cost. While this analysis excludes
the value of any plans that are fully covering cost-sharing amounts, we believe it presents a more accurate
view of the average cost share amount experienced by members given that we do not know the underlying
premium costs anyone is incurring. Said differently, it is possible a plan is offering no cost sharing through
higher premiums; however, this analysis is attempting to understand just cost sharing trends.

Figure 52: Comparison of Member OOP, Cost per 30-day Rx Equivalent (2020 — 2023)

Comparison of Member OOP, Cost per 30-day Rx Equivalent
Health Plan Cost vs. Pharmacy Reimbursement, 2020 to 2023

13.34
s $12.76 $
11.95
$11.55 l
l $11.57 $11.88 $12.18
$10.47
2020 2021 2022 2023

«=@==Health Plan Avg OOP ==@==Pharmacy Reimbursement Avg OOP

Retail pharmacy and plan sponsor data have similar experiences regarding member OOP costs over time in
this view. Both show an increase in member cost sharing of approximately 15% over the four-year study
period. Interestingly, for commercial claims, this is roughly half the overall rate of change in total claim costs
observed, suggesting that members are being exposed to less cost sharing increases relative to the overall
change in gross drug costs. Of course, after the fact changes to drug costs, such as drugmaker rebates, may
make such simple proportionality analysis inappropriate.

Based upon the results of Figures 50, 51, & 52, and in part because of some of the earlier findings within
this report, we wanted to evaluate for potential instances where the patient OOP was greater than the
anticipated cost to service the underlying drug product dispensed. To do this, we limited claims to just those
claims with a NADAC price point and evaluated member OOP against NADAC (an estimate of the drug’s
acquisition cost) + $10 (an estimate of the cost of a pharmacy incurs to prepare the prescription; based upon
Medicaid Cost of Dispensing Survey results).”® Because of the similarities between plan sponsor and
pharmacy data, we conducted the following analysis just for pharmacy claims so that we could analyze any
differences in experience between commercial lines of business and Medicare (we do not have plan sponsor
data for Medicare). Any claims where the member OOP was greater than NADAC + $10 were flagged for
analysis, as any member OOP that exceeds NADAC + $10 would arguably be above the combined cost of
the drug and the pharmacy’s average overhead costs. As can be seen in Figure 53 (on the next page), over
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relative to the amount paid to pharmacy providers. The difference in charge to the plan and payment to the
provider would result in pricing arbitrage with the spread amount accruing value to the PBM. We can
demonstrate the different perspectives on drug costs from the point of view of either a leveraged discount
or cost plus for both the plan sponsor and the retail pharmacy claims data set by looking at drug costs both
from their AWP-based discounts but also relative to their underlying NADAC costs (and any amount of
money paid above NADAC). We can also put plan payment relative to member OOP costs to fully
contextualize how drug costs were realized in Washington from 2020 to 2023. In Figures 55, 56, 57 & 58
(below and on the next page), we present the various perspectives on drug costs through this lens.

Figure 55: Health Plan Perspective on Brand Drug Cost, AWP-Discount, Cost Plus, and Plan to Member Payment Proportionality (2020 — 2023)

HEALTH PLAN PERSPECTIVE ON BRAND DRUG COST,
AWP-DISCOUNT, COST PLUS, AND PLAN TO MEMBER PAYMENT PROPORTIONALITY
2020 7O 2023

l §7.47 $42.04

AWP - 18.1%

$899.66 $865.09

AWP DISCOUNT PHARMACY MARGIN NADAC PLAN PAID PATIENT OOP

Figure 56: Health Plan Perspective on Generic Drug Cost, AWP-Discount, Cost Plus, and Plan to Member Payment Proportionality (2020 — 2023)

HEALTH PLAN PERSPECTIVE ON GENERIC DRUG COST,
AWP-DISCOUNT, COST PLUS, AND PLAN TO MEMBER PAYMENT PROPORTIONALITY
2020 TO 2023

$5.11
510.07 |
AWP - 83.3% $12.11 $17.70
AWP DISCOUNT PHARMACY MARGIN NADAC PLAN PAID PATIENT OOP
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Figure 57: Pharmacy Perspective on Brand Drug Cost, AWP-Discount, Cost Plus, and Plan to Member Payment Proportionality (2020 — 2023)

PHARMACY PERSPECTIVE ON BRAND DRUG COST,

AWP-DISCOUNT, COST PLUS, AND PLAN TO MEMBER PAYMENT PROPORTIONALITY
2020 TO 2023
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Figure 58: Pharmacy Perspective on Generic Drug Cost, AWP-Discount, Cost Plus, and Plan to Member Payment Proportionality (2020 — 2023)

PHARMACY PERSPECTIVE ON GENERIC DRUG COST,
AWP-DISCOUNT, COST PLUS, AND PLAN TO MEMBER PAYMENT PROPORTIONALITY
2020 TO 2023

$7.43 L S5.32
AWP - 86.9% $11.68
AWP DISCOUNT PHARMACY MARGIN NADAC PLAN PAID PATIENT OOP

Because brand drugs will eventually become generic after lapses in patent exclusivity, it will almost always
be possible to obtain a higher discount on drug costs. Consider our earlier example with teriflunomide
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Medicaid Drug Costs Relative to Retail Pharmacy Reimbursement

We begin our analysis as we often do, by making comparisons between pharmacy reimbursement trends
and SDUD for Washington Medicaid. As can be seen below, we compare the aggregate experience of SDUD
expenditures between Washington Medicaid Managed Care Organizations (MCOs) and Fee-for-Service
(FFS) programs (Figure 59) to the aggregate Medicaid-recognized expenditures between MCO and FFS in
the pharmacy reimbursement data (Figure 60).

Figure 59: Washington Medicaid SDUD Expenditures, FFS vs. MCO (2020 — 2023)

WASHINGTON MEDICAID SDUD EXPENDITURES BY TYPE
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Figure 60: Washington Medicaid Expenditures within Studied Retail Pharmacy Reimbursement Data, FFS vs. MCO (2020 — 2023)

WASHINGTON MEDICAID EXPENDITURES WITHIN STUDIED PHARMACY
REIMBURSEMENT DATA BY TYPE
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As can be seen within the figures on the previous page, our studied Washington retail pharmacy
reimbursement data and the SDUD both demonstrate that the FFS program is relatively insignificant within
the Washington Medicaid program relative to the size and scale of the state’s managed care program; with
the majority (90%+) being recognized within the MCOs. As a result, we will limit our analysis and assessment
to the MCO claims to avoid the limitations associated with the historic FFS reimbursements.

Washington Medicaid Managed Care

Because SDUD is reported on a quarterly basis on an NDC-level aggregated between MCO and FFS, we
need to aggregate the studied Washington retail pharmacy reimbursement to a similar level. To perform
this analysis, we took the retail pharmacy reimbursement data and calculated costs based upon assigning
the date of service to the specific year and quarter such that we could appropriately join our pharmacy
reimbursement data. As stated above, we are limiting the Medicaid claims within the pharmacy
reimbursement data to just the MCO claims and doing the same with the SDUD. From there, we limited
claims to those whose NDCs appeared within both data sets. To address potential differences in utilization
patterns between the overall SDUD experience and our specific pharmacy reimbursement data, we
compared the price of our actual pharmacy reimbursement claims against a repriced claim experience
based upon the average price per unit reimbursed for the NDC within the SDUD experience. Figure 61
presents our analysis of claim costs between the retail pharmacy reimbursement and SDUD MCO aggregate
cost experience.

Figure 61: Comparison of Medicaid Drug Cost Experience, SDUD vs Retail Pharmacy Medicaid MCO Reimbursement (2020 — 2023)

Comparison of Medicaid Drug Cost Experience, Avg Price per Rx
SDUD vs. Retail Pharmacy Medicaid MCO Reimbursement, 2020 to 2023

$68.47
566.28 l $63.81 $63.24
$58.83 $58.43 ' '
$52.88 $51.66
2020 2021 2022 2023

«=@==SDUD Experience «=@==Pharmacy Reimbursement

In reviewing Figure 61, there is an approximate $10 per prescription difference between the average
reimbursement represented within our small and independent pharmacy experience and the state-wide
average. This suggests that Washington MCOs are providing higher-than-average reimbursement to the
types of pharmacies we collected data for (and lower than average reimbursement to larger pharmacies i.e.,
grocery stores and/or chain]). In relation to our prior pharmacy reimbursement studies, this rate of payment

¥V Because SDUD does not include days’ supply information, the information in Figure 52 is presented as a per prescription average (not a per 30-da
equivalent).
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to small and independent pharmacies in excess of reported aggregate drug costs in SDUD is an outlier, as
most state-based data has demonstrated pharmacies being paid well below the state averages - especially
independent and small chain pharmacies. While not presented in Figure 61, our analysis did not reveal any
differences in the $10 difference across the brand or generic claims (i.e., both had approximately $10
difference in experience YoY). However, there were differences within the specific MCOs.

Washington partners with five MCOs:
e The Community Health Plan of Washington (CHPW)
e Coordinated Care (CC)
¢ Molina Healthcare of Washington (MHW)
e UnitedHealthcare Community Plan (UHC)
e Wellpoint Washington (WLP) (formerly Amerigroup)

Note that our pharmacy claims data had no identified claims associated with the managed care health plan
for the foster care program. As a result, in Figure 62 below, we present our analysis for the difference in the
studied Washington retail pharmacy reimbursement relative to the aggregate Washington SDUD
experience broken out between the MCOs.* To facilitate the graphing of our analysis, we are presenting
just the calculated delta between the SDUD average and the pharmacy reimbursement observation. As can |
be seen in Figure 62, not all MCOs appear to be providing the same level of reimbursement above SDUD
averages to these pharmacies (plan names were blinded and randomized for presenting the plan specific
breakouts).

Figure 62: Comparison of Medicaid Drug Cost Experience, Washington SDUD vs Retail Pharmacy MCO Reimbursement by Plan (2020 — 2023)

Comparison of Medicaid Drug Cost Experience, Avg Price per Rx

Differences (Rx Paid - SDUD)
SDUD vs. Pharmacy Medicaid MCO Reimbursement, 2020 to 2023

$13.98
$12.74

$11.67

$10.35

$4.08 $3.78

2020 2021 2022 2023

mPlanA mPlanB mPlanC Plan D

Note that because the spending within SDUD is not broken out by each specific MCO, our comparisons of
the recognized reimbursement pharmacies received from MCOs relative to the SDUD average may not
accurately reflect the reimbursement practices of the Washington MCOs collectively, as their representation
within the SDUD average may not match their representation within our pharmacy claims data. Nevertheless,

i We did not have any pharmacy claim experience for one of the MCOs (Coordinated Care); which has approximately 2% of overall enroliment in Washington.
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patterns do appear to be observed within Figure 62 regarding typical MCO experience that we can
investigate further.

To conduct our next analysis, we wanted to compare the rate of reimbursement recognized by pharmacies
within our data set relative to NADAC. In such a way, we can attempt to identify whether the utilization
patterns of the MCO are resulting in underpayments relative to the drug acquisition costs. To the extent that
such underpayments are observed for the same plans that have the lower payment gap observed in Figure
62, we may identify that those plans are taking a more aggressive approach to drug reimbursement than
their peers within the Washington managed care program (at least as it relates to small chain and
independent pharmacies). Note that we do not need to rely upon the SDUD to perform this analysis. In
Figure 63 (below), we present the percentage of claims whose pharmacy reimbursement as recognized
within our data was below the NADAC-equivalent drug cost for each of the MCOs.

Figure 63: Percent of Washington Medicaid MCO Claims Reimbursed Below NADAC to Independent and Small Chain Pharmacies (2020 — 2023)

PERCENT OF WASHINGTON MEDICAID MCO CLAIMS
REIMBURSED BELOW NADAC TO INDEPENDENT AND SMALL
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Based upon the results in Figure 63, it would appear that not all MCOs are approaching pharmacy
reimbursement in the same manner. The trends observed in Figure 62 appear to extend into Figure 63 (the
plans with the smallest gap between SDUD and pharmacy payment generally have larger red bars in Figure
63). Interestingly, Figure 63 suggests that although the aggregate Plan D experience is greater than SDUD
averages (Figure 62), it is associated with approximately 15-20% of claims paying below NADAC. Said
differently, Plan D may be creating more significant “overpayments” offset by greater “underpayments” for
claims (at least relative to NADAC).

To investigate these trends on an individual drug basis, our last analysis will focus on the claims associated
with the highest and lowest retail pharmacy claim payments relative to drug costs and the Washington SDU
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Appendix

OVERALL SPREAD IMPACT

$185,000
$165,000
$19,000
-$12,000 l
-$27,000
BRAND GENERIC BRAND GENERIC BRAND & GENERIC
POSITIVE SPREAD NEGATIVE SPREAD NET IMPACT

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis




NON-NADAC ANALYSIS OF PLAN SPONSOR COST
RELATIVE TO ESTIMATED DRUG COST, CLASS OF TRADE
ANALYSIS

W Median Payment per Rx Above Texas Retail B Median Payment Per Rx Above WAC

Bl 179
I 51,190
_ $1,129

[ — —_ - — — —
N o S~ © © 3 5 > & >3

o

o~

o

v
CHAIN GROCER SMALL/ INDY MAIL CHAIN GROCER SMALL/ INDY MAIL

BRAND GENERIC

Top Mail Margin Over NADAC Claim Examples
Product Brand or Generic Est. Mean Margin Est. Median Margin
Abiraterone Acetate

Oral Tablet 250 MG Generic $5,687 .42 $6,034.73
Imatinib Mesylate Oral .
Tablet 400 MG Generic $5,611.37 $5,345.06
Clobetasol Propionate .
External Gel 0.05 % Generic $4,786.84 $4,799.75
Teriflunomide Oral .
Tablet 14 MG Generic $4,166.07 $4,166.07
UL o;:c';“b'e' = Brand $3,556.69 $3,556.69
Imatinib Mesylate Oral .
Tablet 100 MG Generic $3,208.14 $4,427.55
niMODipine Oral .
Capsule 30 MG Generic $2,699.09 $2,782.56
Glatiramer Acetate
Subcutaneous Solution .
Prefilled Syringe 40 Generic $2,300.88 $1,853.80
MG/ML
Lacosamide Oral Tablet .
150 MG Generic $2,220.79 $2,495.42

3 A Understanding Drug Pricing from Divergent Perspectives: State of Washington Prescription Drug Pricing Analysis
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Product Estimated Retail Margin Estimated Mail Margin Delta (Mail Retail)
Mavyret Oral Tablet 100-

40 Mg -$1,490.32 $213.51 $1,703.83
Cinacalcet Hcl Oral
Tablet 90 MG $273.09 $1,876.35 $1,603.26
Tadalafil (Pah) Oral
Tablet 20 Mg $240.21 $1,612.25 $1,372.04
Epclusa Oral Tablet 400-
100 Mg -$34.16 $1,270.92 $1,305.08
Budesonide Oral
Capsule Delayed $221.87 $1,486.30 $1,264.44
Release Particles 3 Mg
Imatinib Mesylate Oral
Tablet 100 Mg $2,072.35 $3,208.14 $1,135.79
Lurasidone Hcl Oral
Tablet 60 MG $510.86 $1,494.46 $983.60
Harvoni Oral Tablet 90-
400 Mg $226.45 $1,170.75 $944.30
Dextroamphetamine
Sulfate Er Oral Capsule $56.83 $936.89 $880.06

Extended Release 24
Hour 10 Mg

BRAND OVERALL MARGIN OVER NADAC PER 100 PRESCRIPTIONS,
WASHINGTON COMMERICAL PLAN SPONSOR DATA SET BY RX CLASS OF TRADE,
2020 70 2023
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https://drugchannelsinstitute.com/products/industry_report/pharmacy/
https://www.fda.gov/about-fda/what-we-do
https://fortune.com/ranking/global500/
https://academic.oup.com/ajhp/article-abstract/78/14/1294/6242438
https://health.gov/healthypeople/objectives-and-data/browse-objectives/health-careaccess-and-quality/increase-proportion-people-prescription-drug-insurance-ahs-03/data
https://health.gov/healthypeople/objectives-and-data/browse-objectives/health-careaccess-and-quality/increase-proportion-people-prescription-drug-insurance-ahs-03/data
https://www.healthcare.gov/health-care-lawprotections/summary-of-benefits-andcoverage/#:%7E:text=You%20have%20the%20right%20to,health%20coverage%20and%20medical%20care
https://www.healthcare.gov/health-care-lawprotections/summary-of-benefits-andcoverage/#:%7E:text=You%20have%20the%20right%20to,health%20coverage%20and%20medical%20care
https://www.kff.org/health-costs/stateindicator/total-retail-rxdrugs/?dataView=1&currentTimeframe=0&sortModel=%7B%22colId%22:%22Location%22,%22sort%22:%22asc%22%7D
https://www.kff.org/health-costs/stateindicator/total-retail-rxdrugs/?dataView=1&currentTimeframe=0&sortModel=%7B%22colId%22:%22Location%22,%22sort%22:%22asc%22%7D
https://files.kff.org/attachment/Employer-Health-Benefits-Survey-2023-Annual-Survey.pdf
https://www.kff.org/medicare/press-release/the-average-medicare-beneficiaryhas-a-choice-of-43-medicare-advantage-plans-and-24-part-d-stand-alone-plans-for-coverage-in-2023/
https://www.kff.org/medicare/press-release/the-average-medicare-beneficiaryhas-a-choice-of-43-medicare-advantage-plans-and-24-part-d-stand-alone-plans-for-coverage-in-2023/
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC9077484/#:%7E:text=Median%20Rebate%25%20grew%20steadily%20for,Figure.&text=Rebate%25%20was%20measured%20as%20a,total%20prerebate%20prescription%20drug%20costs
https://www.ncbi.nlm.nih.gov/pmc/articles/PMC9077484/#:%7E:text=Median%20Rebate%25%20grew%20steadily%20for,Figure.&text=Rebate%25%20was%20measured%20as%20a,total%20prerebate%20prescription%20drug%20costs
https://corporatefinanceinstitute.com/resources/valuation/manufacturers-suggested-retail-price-msrp/
https://corporatefinanceinstitute.com/resources/valuation/manufacturers-suggested-retail-price-msrp/
https://www.utah.gov/pmn/files/901597.pdf
https://www.amcp.org/policy-advocacy/policyadvocacy-focus-areas/where-we-stand-position-statements/maximum-allowable-cost-mac-pricing
https://www.amcp.org/policy-advocacy/policyadvocacy-focus-areas/where-we-stand-position-statements/maximum-allowable-cost-mac-pricing
https://www.frierlevitt.com/wp-content/uploads/2021/04/FL_Maximum-Allowable-Cost-MACLaw-News_Spring-2021.pdf
https://www.frierlevitt.com/wp-content/uploads/2021/04/FL_Maximum-Allowable-Cost-MACLaw-News_Spring-2021.pdf
https://www.hda.org/psaos/
https://www.nacds.org/pdfs/pharmacy/2020/NACDS-NASP-NCPA-CODReport-01-31-2020-Final.pdf
https://www.pcmanet.org/the-pbm-marketplace-is-more-competitive-not-less/
https://www.cms.gov/Medicare/Prescription-DrugCoverage/PrescriptionDrugCovGenIn/Pharma
https://www.forbes.com/sites/errolschweizer/2024/02/07/why-your-groceries-are-still-so-expensive/?sh=268bc4e16ba8
https://www.investopedia.com/inflation-rate-by-year-7253832#:%7E:text=In%202023%2C%20the%20average%20rate,of%20inflation%20was%201.2%25.6
https://www.investopedia.com/inflation-rate-by-year-7253832#:%7E:text=In%202023%2C%20the%20average%20rate,of%20inflation%20was%201.2%25.6
https://sgp.fas.org/crs/misc/IF10830.pdf
https://www.bls.gov/regions/southwest/data/consumerpriceindexcyhistorical_southwest_table.htm
https://www.statista.com/statistics/187253/us-consumer-price-index-for-prescription-drugs-from-1960/
https://www.46brooklyn.com/branddrug-boxscore
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https://apps.mesaaz.gov/purchasingcontracts/Documents/%7B9A3FE6EC-45A2-498F-95A6-C7F025187EA8%7D_0.pdf
https://www.goodrx.com/teriflunomide
https://costpluspharmacies.com/
https://www.wolterskluwer.com/en/solutions/medi-span/about/gpi
https://www.medicaid.gov/medicaid/prescription-drugs/state-prescription-drug-resources/medicaid-covered-outpatient-prescription-drug-reimbursement-information-state/index.html
https://www.medicaid.gov/medicaid/prescription-drugs/state-prescription-drug-resources/medicaid-covered-outpatient-prescription-drug-reimbursement-information-state/index.html
https://www.cms.gov/data-research/statistics-trends-and-reports/trustees-report-trust-funds
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https://www.medicaid.gov/medicaid/prescription-drugs/downloads/retail-price-survey/nadac-overviewoperations.pdf
https://www.onekeydata.com/downloads/reports/2021_US_Pharmacy_Market_Report.pdf

	Jenny Arnold WSPARX WSPA Comment 06212024 - PBM enforcement
	Jenny Arnold WSPARX 06212024 3AA_Washington_Report_20240620
	Executive Summary
	Table of Figures
	Introduction
	Purpose
	An Overview of the Drug Supply Chain, Drug Pricing Benchmarks, and Prescription Drug Contracting
	The U.S. Prescription Drug Supply Chain
	Prescription Drug Contracting
	Patient to Health Plan Contracts
	Health Plan to PBM Contracts
	PBM to Pharmacy Provider Contracts

	Drug Pricing Benchmarks
	Wholesale Acquisition Cost (WAC)
	Average Wholesale Price (AWP)
	Maximum Allowable Cost (MAC)
	National Average Drug Acquisition Cost (NADAC)

	Negotiated Price and Pharmacy Claims
	Ingredient Cost Paid
	Dispensing Fees


	Analysis of Washington Prescription Drug Expenditures
	The Makeup of the U.S. Drug Insurance Marketplace
	Overall Drug Pricing Trends
	Commercial Trends
	Identifying Retail Class of Trade
	Drug Costs Relative to Acquisition Costs
	Spread Pricing
	Plan Sponsor Cost Higher than Pharmacy Reimbursement
	Plan Sponsor Cost Lower than Pharmacy Reimbursement

	Health Plan Class of Trade Analysis
	Analysis of Drugs without a NADAC Price
	Mark Cuban Cost Plus Drug Company Price Comparison

	Evaluation of Equivalent Generic Drug Costs
	Evaluation of Plan Sponsor Costs by Class of Trade per 100 Prescriptions

	Patient Cost Sharing in Commercial Claims
	Drug Costs Relative to Drug Discounts

	Medicaid
	Medicaid Drug Costs Relative to Retail Pharmacy Reimbursement
	Washington Medicaid Managed Care


	Discussion
	Methodology
	Data Sources
	Washington Retail Pharmacy Reimbursement Data
	Washington Commercial Plan Sponsor Pharmacy Reimbursement Data
	National Average Drug Acquisition Cost (NADAC) Database
	State Drug Utilization Data (SDUD)
	Mark Cuban Cost Plus Drug Company (MCCPDC) Pricing
	Medi-Span PriceRx by Wolters Kluwer Clinical Drug Information, Inc.
	Texas Medicaid Vendor Drug Program Pricing Files
	Medicare Part D Information for Plan Sponsors
	Washington Health Care Authority Apple Health Plan Information

	Data Connections
	Line of Business (LOB)
	Medicaid
	Medicare
	Commercial

	Brand and Generic Designation
	Pharmacy Class of Trade


	Limitations
	Limitations of SDUD
	Limitations of NADAC
	Limitations of Pharmacy Claims
	Limitations of Plan Sponsor Data

	Disclaimers
	Appendix
	References




