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Costs of pharmacy benefits are a growing and a significant cause of overall health
care cost increases.  For all business owners, this increase is a concern.

Depending on the market, pharmacy expenses add up to three to five percent of all
in-patient costs, and 10 and 12 percent of all out-patient costs.  Even as the
consumer price index (CPI) has historically increased less than five percent annually,
and overall health care costs have actually decreased in many areas, pharmacy costs
have continued to rise an unhealthy 10 and 15 percent for years.

The root of the problem?  There is a never-ending introduction of medications into
the marketplace without respect to the expense.  Many of these medications are
clinically excellent products, are cost-effective and add tremendous value.  Others,
however, add only marginal value and do not represent a significant improvement
over existing products.  Yet all are heavily marketed to prescribers and consumers.
Having so many drugs on the market presents problems to those that prescribe the
products, as well as those who pay for them.

Prescribing appropriately

While physicians know that prescribing an antibiotic for a common cold is
inappropriate and ineffective, there is enormous pressure from patients to “do
something.”  Writing prescriptions for a virus is not only a waste of money, it creates
a risk that the antibiotic could be rendered ineffective for future use by the patient.

In treating a stomach ulcer, it is appropriate to start a patient with a “full treatment”
dosage.  Following that, a much smaller “maintenance” dose is medically more
appropriate.  Prescribing a treatment dose throughout the therapy could mean
receiving (and paying for) twice as much medication as required.

There have been significant gains in health care, partially because of innovative
pharmaceuticals.  With wonderful new drugs available to treat cardiovascular disease
and cancer, we have a lot to applaud.

But to control costs, we need to verify appropriate dosing and duration, as well as
duplication of therapies for patients with numerous providers.  In general, we need to
look at the prescribing habits of health care providers and identify problems.  For
this, we need data monitoring and evaluation systems, as well as performance
feedback systems.

Therapeutic class distinctions

Medications fall within therapeutic classes that reflect their similarities.  Because of
those similarities, a physician may not need all of the agents within a given
therapeutic class; more than likely, he or she will be able to get the desired results
from a more limited selection.

To illustrate this concept, an automobile company would not have 15 different



manufacturers making one certain part for their cars.  Rather than carrying every part
available, the company would go through a careful process of finding one single
vendor that best meets the needs for that category.

One way for a business to control prescription costs is to gain an understanding of
these classes and then limit the number of drugs (when clinically appropriate) in a
given therapeutic class.

Gaining an economic advantage

Some companies have what is called an “open formulary.”  Under this system, a
physician may prescribe any medication they choose.  With prescribers having this
prerogative, health care costs are driven up satisfying patients’ demands for
advertised, name brand drugs.  The most expensive therapy, however, is not
necessarily the best therapy.

The alternative is a “closed formulary.”  With a closed formulary, you can still meet all
of the therapeutic needs of any participant in your company.  But by limiting drug
choices within each therapeutic class, and giving market share to manufacturers of
those products, a company gains market leverage.  Within certain legal limitations,
you get discounted prices.

In limiting, it is important to choose the best of each therapeutic class.  These choices
are not necessarily the lowest cost drugs, but the medications have been proven to
be both cost- and clinically-effective.

Passing back the savings

National, for-profit health maintenance organizations (HMOs) can legally retain all of
their pharmacy savings.  However, since it is illegal to operate a for-profit HMO in
Minnesota, all pharmacy savings are required to be returned to the customer.  For
Medica Health Plans, any savings are immediately captured by the employer
through reduction in their premium costs.

Even though they are only 10 to 12 percent of the overall premium costs, if you are
able to cut 10 percent from your pharmacy costs, you can then cut one percent out
of your premiums and pass the savings along.  For each enrollee in your company,
this could amount to a savings of $10-20 per year.

Contracting with a pharmacy benefits manager

As you can see, managing pharmacy benefits is a very complicated business —
and a huge endeavor.  Even very large companies with very sophisticated systems
find that it may not be worth the effort.  In my opinion, the best way for most
businesses to handle these complex matters is to enlist the help of a pharmacy
benefits manager (PBM).

Because many of the PBMs have been the product of recent mergers, they are
huge organizations with incredible buying power.  In making their pharmacy
purchases at the national level, PBMs can achieve economies of scale that a small-
to medium-size company could not possibly achieve.

Most PBMs, however, do not work directly with smaller employers.  For example,
the PBM that Medica uses cannot work with clients with fewer than 5,000



participants.  Minimum enrollments are established because of initial start-up costs,
creation of a claims processing system, and access to a national network.  So a
smaller group can come in indirectly through an HMO and reap those same benefits
as if they had hired a PBM directly.

Integrating your HMO and PBM

The integration of pharmacy data with clinical data is enormously important in
managing health care costs.  Pharmacy benefits managers, in conjunction with
providers, are able to link those information bases in a meaningful fashion.  On the
other hand, if your pharmacy benefits are handled separately from other health care
benefits, your network will be unable to integrate pharmacological and clinical data
functions to generate side-by-side profiling comparisons.

For example, Medica manages the physician network for a major employer in this
area, a company that has chosen to “carve out” their pharmacy benefits.  But the
people who currently manage their pharmacy benefits are not connected to our
provider network in any way.  When they wanted us to profile the performance of
their physicians with regard to their pharmacy management, we were unable to
assist.

With reporting and feedback of interrelated HMOs and PBMs, a company can track
the influence of their PBM and measure prescriber performance.  Connected with
HMO physicians, a PBM can provide appropriate prescribing guidelines.

PBMs have developed reports that may be meaningful to health plans, to the
prescriber, and to the pharmacy.  They have very sophisticated claims processing
systems.  Some advanced PBMs have the ability to monitor medications, both at
the provider level (the person writing the prescriptions) and the individual level (the
enrollee).  And some PBMs, on the cutting edge, are able to provide sophisticated
disease management.

At Medica, even with one million members, we still find more market leverage in
working through a PBM that manages nearly 40 million lives.  Plus, their data
systems are more sophisticated than we could afford to build.  Diversified Pharmacy
Services has personnel dedicated to Medica full-time, a national formulary and other
resources we can draw on for any company that we insure.

Working with a pharmacy and therapeutics committee

Limiting your formulary is one way for businesses to achieve savings.  Who you
choose to develop and oversee formulary decisions is critical.

In choosing an HMO or PBM, make sure that their formulary decisions are founded
on the best practices, supported by evidence in objective pharmaceutical literature,
and based on the special knowledge of a Doctor of Pharmacy (Pharm.D.).  Ensure
that the PBM you select has a pharmacy and therapeutics (P & T) committee that is
made up of a multi-disciplinary group of pharmacists and physicians.

P & T committees should meet on a regular basis and go through technology
assessments of new medications.  Oftentimes they will review the classes of drugs,
look for outmoded ones to eliminate, and add new drugs to use as replacements.
They establish special criteria for the use of some drugs and bring in special experts
to review and make recommendations on entire classes of drugs.



Ask questions and stay informed

By contracting with an HMO or PBM, your company gains market leverage and the
expertise of their professionals.  Before choosing a health insurance company, my
advice is to ask questions about the plan’s pharmacy benefits management.

The pharmacy benefits management business is very competitive.  It is important to
be informed of what is available in order to make a wise decision for your company.
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