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Introduction 

Members of the Commission, thank you for the opportunity to testify today before 
you today. My name is Meg Murray and I am the Executive Director of the Association 
for Community Affiliated Plans (ACAP). 

ACAP seeks to offer a positive contribution to the national discussion over 
reforming the Medicaid program. ACAP believes that Medicaid is a critical component 
of America's health care safety net. However, we also recognize that certain aspects of 
the 40-year-old program are in need of modernization. As a result, ACAP brings to you 
today a proposal that would change Federal law to equalize access to the Medicaid 
drug rebate between fee-for-service and managed care, thereby modernizing the 
program and providing State and Federal governments with substantial savings. 

About ACAP and Safety Net Health Plans 

ACAP is a national trade association representing "safety net health plans" that 
are Medicaid-focused (75% of the plans' enrollees have Medicaid or SCHlP coverage) 
and are non-profit or owned by non-profit entities like public hospitals or community 
health centers. ACAP's mission is to improve the health of vulnerable populations 
through the support of Medicaid-focused community affiliated health plans committed to 
these populations and the providers who serve them. 

As of July 2005, ACAP represents 19 plans serving 2.1 million Medicaid 
beneficiaries in 12 states. ACAP plans serve one of every six Medicaid managed care 
enrollees. 

Support for Common Sense Medicaid Reform 

ACAP has taken a strong and consistent position in discussions on Medicaid that 
the 40 year old program is in need of reform and improvement, but the essential 
elements of Medicaid must be maintained - coverage of comprehensive health care 
services, the entitlement to coverage for those categorically and income needy, and the 
essential oversight and partnership role that the Federal government shares with the 
States. 

In addition, ACAP has consistently opposed making changes in Medicaid solely 
to meet arbitrary budget targets. Although ACAP understands the need for and 
supports fiscal responsibility, we also understand that Medicaid provides essential 
services for the most needy Americans - most of whom would otherwise have little 
access to health care coverage if not for Medicaid. In this case, cuts in the program 
mean cuts to people. ACAP has always supported a discussion of Medicaid reform 
outside the scope of the budget process (or at least that was not driven by the budget 
process) and will continue to believe that changes in the program should be made in the 
best interest of the people who need its services. 



How Safety Net Plans Manage Drug Costs 
While Maintaining Quality of Care 

Prescription drug utilization management is an important tool plans use to 
improve the quality of care to beneficiaries and control costs. Plans employ a range of 
drug management tools that allow them to coordinate and fully manage all aspects of 
beneficiaries' care. For example, drug utilization management allows plans to identify 
who may need prenatal services and to track use by disease or high use so plans can 
assist beneficiaries in managing chronic conditions such as diabetes or HIV. It also 
provides plans with a way to identify potential problems such as drug 
interactions. Plans are able to strike the right balance between appropriate use of 
generics and situations where brand prescription drugs are medically appropriate. 

In January 2003, the Center for Health Care Strategies (CHCS) published a 
report entitled Comparisons of Medicaid Pharmacy Costs and Usage between the Fee-
for-Service and Capitated setting'. The report concludes that the MCOs are able to 
reduce their average per member per month (PMPM) drug costs for families in Medicaid 
managed care to $17.36 compared to $20.46 in the state fee-for-service programs. The 
report postulates that although the MCOs are at a price disadvantage due to the their 
inability to access the federal Medicaid drug rebate program, they make up the price 
disadvantage by paying less in dispensing fees, using more generics and other lower 
cost drugs, and lowering the number of prescriptions per month. These figures suggest 
that pharmacy costs in the FFS Medicaid setting end up 18 percent hiqher than in the 
managed care setting even though plans are at a disadvantage with respect to the 
federal rebate. 

In addition, the report also made the following findings with respect to Medicaid 
managed care and prescription drugs: 

The pre-rebate ingredient prices paid for medications are similar in both FFS and 
managed care settings. Due to federal rebate that is triple those received by the 
health plans, the average post-rebate price of a given drug in the FFS setting is 
16 percent lower than the same drug in the managed Medicaid setting. 

Managed care organizations (MCOs) typically pay much lower dispensing fees to 
pharmacies than do state Medicaid agencies. This lowers the FFS price 
advantage from 16 percent to 12 percent. 

MCOs further lower the average price paid for prescription drugs by influencing 
the mix of drugs vis-a-vis the mix that occurs in FFS. For example, 59 percent of 
MCO TANF prescriptions were for generic products, versus 50 percent of FFS 
prescriptions. Once the mix of drugs is taken into account, the overall price 
advantage of the FFS setting is only six percent. 



The TANF usage rate of drugs is 15-20 percent lower in the managed Medicaid 
setting than in FFS Medicaid. 

Overall TANF per member per month costs of the pharmacy benefit are 10 to 15 
percent lower in the capitated (Medicaid MCO) setting than in FFS Medicaid. 
Thus, while health plans start out roughly at a price disadvantage of 15 
percentage points due to the rebate differential, health plan benefits 
management efforts completely turn the equation around. The MCOs end up 
paying significantly less than FFS in terms of final PMPM pharmacy costs. 

CHCS concluded that these findings may have several policy implications. For 
example, the findings appear to support including - rather than carving out - pharmacy 
in the MCOs' capitation rates. The findings also can serve as a starting point in 
quantifying the level of system savings that might be achieved by extending the FFS 
rebate to MCOs, as well as the level of FFS savings that might be achieved if states 
adopt some of the pharmacy benefits management techniques that are proving effective 
in the capitated Medicaid setting. 



Congress Should Equalize the Medicaid Drug Rebates Between 
Medicaid Fee-for-Service and Managed Care 

Created by OBRA 1990, the Medicaid Drug Rebate Program requires drug 
manufacturers to have rebate agreements with the Secretary of Health and Human 
Services for States to receive federal funding for outpatient drugs dispensed to 
Medicaid patients as part of their fee-for-service programs. At the time the law was 
enacted, health plans were excluded from access to the drug rebate program. In 1990, 
only 2.8 million people were enrolled in Medicaid health plans and so the savings lost by 
the exclusion were relatively small. Today, 12million people are enrolled in capitated 
health plans. Even though managed care plans pay higher prices for drugs due to the 
inequities of the drug rebate, they still pay less on a PMPM basis because of their better 
utilization management techniques. Equalizing access to the drug rebate would allow 
plan to pay even less for drugs on a PMPM basis. 

Through the drug rebate, States receive between an 18 and 20% discount on 
brand name drug prices and between 10 and 1 1 O/O for generic drug prices. According to 
a study by the Lewin Group for ACAP and other Medicaid-focused health plans, 
Medicaid-focused MCOs typically only receive about a 6% discount on brand name 
drugs and no discount on generics2. Because the Medicaid fee-for-service program is 
required by law to get the best and lowest price via the drug rebate mechanism, 
Medicaid managed care plans end up paying higher prices for the drugs even though 
they are also serving Medicaid beneficiaries. That is why ACAP believes that equalizing 
the drug rebate program between fee-for-service and managed care provides States 
with the best of both worlds - allowing plans to continue managing drug utilization while 
also obtaining access to the lower costs drugs through the drug rebate. 

MCOs' Lack of Access to Medicaid Drug Rebate May 
Force States to Make Bad Long Term Budget Decisions 

The inability of health plans to access the Medicaid drug rebate has caused 
some states to carve prescription drugs out of the capitated payments to the plans to 
retain access to the drug rebate -thereby eliminating the ability of health plans to 
engage many of the innovative drug utilization programs that maintain continuity and 
appropriateness of care and control drug costs. Currently 12 states3 with a combined 
Medicaid managed care population just below three million carve drugs out of their 
capitation payments. 

In November 2003, the Lewin Group issued a report entitled Analysis of 
Pharmacy Carve-Out Option for the Arizona Health Care Cost Containment System for 

2http://www.con~munityplans.net/publications/~orking%2~~apers~ewin%2O~I%2Oreport%2OFINAL%2OREPORT 

.pdf
'Those states are Delaware, Iowa, Maine, Nebraska, New Hampshire, New York, North Carolina, North Dakota, 
Tennessee, Texas, Utah, and West Virginia. 



the Center for Health Care ~t ra teg ies.~ In their report, Lewin found that "Pharmacy 
costs in the AHCCCS program are the lowest that have been achieved in the Medicaid 
setting. Arizona's PMPM costs for aged, blind, and disabled eligibles were found to be 
the lowest in the nation, 38 percent below the national Medicaid average (after taking 
into consideration the large rebates other states receive). ..Based on our qualitative and 
quantitative research, we attribute this performance to the AHCCCS health plans." 

At the time of the report, Arizona had been considering carving prescription drugs 
out of the control of the Medicaid health plans in an effort to generate savings from the 
Medicaid drug rebate. Lewin addresses this in their report ... 

"In modeling the impacts of a carve-out, we estimated the incremental value of 
the federal rebates under a carve-out to be approximately $40 million annually. 
(This incremental value is the amount by which the federal rebate revenue would 
exceed the rebate revenues obtained by the health plans in FFY 2002.)...Our 
best estimate is that offsetting costs (including administrative costs and costs 
associated with a changing drug mix and volume) will exceed the $40 million in 
rebate savings, resultinq in net annual costs of a carve-out of approximatelv 
$3.7 million in state funds. At a projected $7 million, net administrative costs 
are significant but not the driving cost factor associated with a carve-out. The key 
costs projected are those associated with a more expensive volume and mix of 
drugs that are likely to result under a carve-out." 

In short, Lewin found that Arizona would actually have lostmoney if it had carved 
prescription drugs out of the capitated payments to the plans because the State would 
have removed beneficiaries from the health plans' drug management programs and 
exposed them to less coordinated and managed systems of care. 

Opportunity to Save Federal and 
State Governments Medicaid Dollars 

We also believe that this proposal will generate savings for Federal and State 
governments. The Lewin study found that giving health plans access to the drug rebate 
could save Federal and State governments up to $2 billion in Medicaid savings over 10 
years. ACAP actually believes that the savings could exceed $2 billion because more 
states are turning to managed care in their states and the report is several years old. 

The CMS Actuaries have recently scored the proposal as saving $2.2 billion over 
five years for the federal government and $3.9 billion over five for the state and federal 
governments. 

As such, we believe that this drug rebate proposal can play an important role in 
the discussions that are currently being had in Congress about how to arrive at the $10 
billion in savings that must be produced as a result of budget reconciliation. Although 
this proposal will not generate all of the savings, we believe that it can contribute to the 



savings or offset the costs of new Medicaid spending that may be included in the 
reconciliation package. Ultimately, we hope that this proposal will provide some relief to 
Federal policymakers who are forced to make tough decisions about where to save 
money in Medicaid. 

We also want to reiterate that there is no guaranteed benefit to the Medicaid 
health plans. In the most likely scenario, States will reduce the capitated payments to 
the plans to take advantage of the savings generated by the rebate. While we 
recognize this, we also hope that states will reinvest a portion of the savings generated 
under this policy change to provide for quality improvement initiatives to beneficiaries 
enrolled in Medicaid managed care plans. As partners with the States, we believe that 
this is a reasonable (although not mandated) position that will continue to help 
strengthen the Medicaid health plan delivery system. 

Support Among State Policymakers and 
the Medicaid Managed Care Industry 

In an effort to raise awareness of this proposal, ACAP has been very active in 
talking to Medicaid stakeholders about this proposal. We are very pleased with how 
well this proposal has been received. It has been endorsed by organizations 
representing both state government and the managed care industry, including the: 

National Governors' Association; 
National Association of State Medicaid Directors; 
Medicaid Health Plans of America; 
Association for Community Affiliated Plans; and 
National Association of Community Health Centers. 

Senators Bingaman and lnouye have recently introduce S.1585, the Medicaid Health 
Plan Rebate Act of 2005. 

I have included several of these endorsement letters and policies at the conclusion of 
this statement. In short, we believe that this widespread support demonstrates that this 
drug rebate proposal is a common-sense idea that will modernize the program and help 
policymakers generating Medicaid savings without being divisive or threatening critical 
health care services. 

Conclusion 

At this time when Congress is forced to make tough decisions to identify savings 
in the Medicaid program, ACAP believes that this proposal to equalize Medicaid health 
plans' access to the drug rebate makes sense. This proposal will modernize the 
program, save billions of dollars in Federal and State Medicaid expenditures, and will 
not force the elimination of needed benefits or force beneficiaries off the rolls. Because 
of this, we urge the inclusion of this provision in any Medicaid reform or reconciliation 
language produced by the Senate. 



This concludes my statement and I would be happy to answer any questions the 
Commission may have. Thank you. 
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299 Promenade Street, 
Providence, RI 02908 
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American Public Human Services Association 

National Association of State Medicaid Directors 

Policy Statement: 
MCO Access to the Medicaid Pharmacy Rebate Program 

Background 

The Omnibus Budget Reconciliation Act of 1990 (OBRA '90) established a Medicaid drug 
rebate program that requires pharmaceutical manufacturers to provide a rebate to participating 
state Medicaid agencies. In return, states must cover all prescription drugs manufactured by a 
company that participates in the rebate program. At the time of this legislation, only a small 
percentage of Medicaid beneficiaries were enrolled in capitated managed care plans and were 
primarily served by plans that also had commercial lines of business. These plans requested to 
be excluded from the drug rebate program as it was assumed that they would be able to secure a 
better rebate on their own. Though regulations have not yet been promulgated, federal 
interpretation to date has excluded Medicaid managed care organizations from participating in 
the federal rebate program. 

Today, the situation is quite different. 58% of all Medicaid beneficiaries are enrolled in some 
type of managed care delivery system, many in capitated health plans. Some managed care 
plans, especially Medicaid-dominated plans that make up a growing percentage of the Medicaid 
marketplace, are looking at the feasibility of gaining access to the Medicaid pharmacy rebate. 
However, a number of commercial plans remain content to negotiate their own pharmacy rates 
and are not interested in pursuing the Medicaid rebate. 

Policv Statement 

The National Association of State Medicaid Directors is supportive of Medicaid managed care 
organizations (MCOs), in their capacity as an agent of the state, being able to participate fully in 
the federal Medicaid rebate program. To do so, the MCO must adhere to all of the federal rebate 
rules set forth in OBRA '90 and follow essentially the same ingredient cost payment 
methodology used by the state. The state will have the ability to make a downward adjustment 
in the MCO's capitation rate based on the assumption that the MCO will collect the full rebate 
instead of the state. Finally, if a pharmacy benefit manager (PBM) is under contract with an 
MCO to administer the Medicaid pharmacy benefit for them, then the same principal shall apply, 
but in no way should both the MCO and the PBM be allowed to claim the rebate. 

Approved by  NASMD June 24, 2002 
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Excerpt from National Governors Association's June 15,2005 
Medicaid Reform: A Preliminary Report (pages 3 -4): 

"Governors believe that the burden of reducing Medicaid expenditures for prescription drugs will require 
a multi-prong approach and should include savings proposals that affect both drug manufacturers and 
retail pharmacists, as well as increase state utilization management tools that decrease inappropriate 
prescribing and utilization. It is critical that states maintain and enhance their ability to negotiate the 
best possible prices with the industry. 

There may be benefits of using ASP or other calculations as a reference price, because increased 
transparency of drug costs can serve to decrease total costs, especially if there is more flexibility with 
respect to dispensing fees (they should not be tied to a percentage of the cost of the drug dispensed, for 
example.) 

This proposal should be modified in several ways. .. 

Allowing managed care organizations to access Medicaid rebates directly for the Medicaid 
populations that they serve." 
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Who is ACAP

National trade association of health plans 
focused primarily on Medicaid 

Not-for-profit or owned by not-for-profits, such 
as hospitals or CHC’s

19 plans serving 2.1 million Medicaid 
beneficiaries



Overview

MA plans currently pay less for drugs on a PMPM basis than the 
states.  This is true despite that fact that plans pay a higher price 
for drugs because they do not have access to the federal rebate,
which guarantees the states the best and lowest price. They 
offset this price disadvantage through more efficient use of 
utilization management techniques.

CHCS sponsored a study by the Lewin Group which found that 
plans were paying $17.36 PMPM for TANF enrollees compared 
to $20.46 in the FFS, or an 18% differential.

We believe that allowing plans to have access to the federal 
drug rebate could lower PMPM costs even further, thereby 
saving the federal and state government a significant amount of 
money through lower capitation rates to the plans. 



Pricing Differential
Plans are excluded from the federal drug rebate program and 
must obtain rebates on their own.

States, on the other hand, receive statutorily required rebates of 
at least 15.1% of AMP for brand name drugs or the difference 
between AMP and “best price.”

States receive 11% of AMP for generic drugs.

Medicaid–focused health plans average 6% rebates on brand 
drugs, and usually receive 0% rebate on generics.

Because FFS is required by law to get the best price, MA plans 
serving the same clients end up paying higher prices for drugs.



Background on Drug Utilization
Plans offset the price disadvantage by more efficient 
use of utilization management tools. 

These tools both reduce costs and improve quality of 
care to Medicaid beneficiaries. 

There is a range of tools, including

Using drug data to identify pregnant women, persons 
with HIV, diabetics, or beneficiaries who might be using 
prescription drugs inappropriately

Other tools, such as encouraging generics and other 
lower costs drugs, leads to lower PMPM costs than in 
the state FFS program.



Equalizing the Drug Rebate

Equalizing the federal drug rebate by giving both 
plans and the FFS program access to the higher 
rebates, would allow plans to lower the prices paid for 
drugs, thereby further decreasing their already lower 
PMPM payment.

This savings would in turn be passed onto the states 
and federal government through lower capitation 
rates.  



Carve Out
Several states are considering carving drugs out of 
MMC to take advantage of the rebate.  

The Lewin Group estimated this would cost Arizona 
$4 million due to the state’s inability to manage 
utilization as well as the plans. 

ACAP is suggesting that a better policy would be to 
instead equalize the plans’ access to the rebate. 



Potential Savings 

$ 2.2 B in savings to the Federal Government 
over 5 years

$3.9 B in savings to the State and Federal 
Governments over 5 years

Per the CMS Actuaries



Supporters
ACAP has been very active in discussing this 
proposal with other Medicaid stakeholders.  It has 
been endorsed by: 

National Governors Association 

National Association for State Medicaid Directors

Medicaid Health Plans of America

National Association of Community Health Centers

Legislation recently introduced by Senators Bingaman 
and Inouye



Conclusion

At a time when Congress must make tough 
decisions, we believe equalizing the drug 
rebate makes sense.

It will modernize the program and save 
billions of dollars without reducing any 
benefits or forcing any beneficiaries off the 
rolls. 

We urge you to consider this provision in any 
Medicaid reform proposal.



For more Information, Please Contact
Meg Murray

Executive Director
Association for Community Affiliated Plans

2001 L Street, NW
2nd Floor

Washington, DC 20036
ph -- 202.331.4601

mmurray@communityplans.net
http://www.communityplans.net/pandl/drug_rebate.asp


	PPT-Margaret Murray.pdf
	Statement to the Medicaid Commission:Equalizing the Medicaid Drug Rebate between Medicaid Fee-for-Service and Medicaid Mana
	Who is ACAP
	Overview
	Pricing Differential
	Background on Drug Utilization
	Equalizing the Drug Rebate
	Carve Out
	Potential Savings
	Supporters
	Conclusion
	For more Information, Please Contact


