Attachment E

Transparency in Pharmacy
Benefits

Brad Young, Rx Plus Pharmacies

Brief History of PBMs

The rote of the PBM has evolved from simply administering prescription drug and
device benefits for plan sponsors,

When PBMs first carme to the market place their core fanction was claims
processiog and administratiot. Corrently, PBM3 xct as middlemen for and
between plan sponsors, consumers and retail pharmacy outlets.

Today, they negotiate rebates, discoonts and other fees, switch plan members fo
drugs that provide the highest profit for the PBM, oot aecessarily to the drogs that
provide the greatest saviags to the covered cutities.

What Is a PBM?

* In December, 1999, a National Association of
Boards of Pharmacies Task Force defined a PBM
as:

+ [A] person that administers the prescription
drug/device portion of health insurance plans on
behalf of plan sponsors, such as self-insured
employers, insurance companies, and health
maintenance organizations, and that engages in, or
directs, the practice of pharmacy. .

s

Certain Practices of PBMs Are
Unregulated

PBMs are the only tated player in the p ipticn drug benefit chain. As g
result of ¢his 1ack of oversight PEMs have had dezens of [awsnits filed by the
federal government, state governments, privete corporations, HMOs, anions and
individoals.

PBMs have had to respond to litigation alleging breach of contract, breach of
fiduciary daty, fraod, fr ind and violations under the Uniform
Deceptive Acts and Practices Statutes. [1]

The defendants to these lawsnits have been the “big three” PBMs, Caremark,
Medco, apd Express Seripts. These PBMS retain the majority of the national
market share for prescription drog management services for covered entities,
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The Nation’s Response
to PBMs

Legisiative

» 5o greatis the problem of rising drug costs a non-partisan allinace of state
legistators from 10 states and the District of Columbia have come together and
formed the National Legislative A iation on Pr ) Drug Prices, Ina
letter they wrote to the Federal Trade Commission they stated:

*  “PBMSs aften direct individuals to drugs that provide the PBM with the highest
rebates, amd the greatest marging, while failing to pass these savings on o purchasers,
-.. The aperarions of the PBMs are often not transparent, which enables them to
engage in these practices withous regularion from market forces. There have been
mumcerous state and federal investigations and enforcament ections that have
d a variety of deceptive and fraudulent practices by PBMs. " [1}
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Industry

+  Health care benefit digests for employers are suggesting that “trus trangparency™
is the anly way to keep drag costs down.

»  “Dale Brown a senior vice president for MedImpact bas a broad range of health
care industry experience incinding pharmacy bepefit management experierce at
both Medce and Caremark.” He advises in Beneftts & Compensation Digest,
January 2006:

“True transparency is aboat full disclosure. True transparescy means you kaow
what revenues the PEM receives and where those reveaces come from.” ...be sare
the PBM provides fufl discl eof terms and afl revenue it receives from
pharmaceutical manufacturers.” The best way to ensure truc transpareacy is by
having the right to andit. This allows you and younr professional auditor the ability
to audit 2 PBMSs contracts at any time to ensure what you are sold is what is being
delivercd.™ [1)
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Employers

+  “University of Michigan discovered an amazing fact: The companies that tens of
thonsands of employers have hired to help them bold down the ever-rising ¢ost of
prescription drugs can actoally drive them op.”

»  “The Aoe Arbar University deopped the five benefit managers it had been working
with, hired a single new manager that kas less control over bow the drog plan is
administered and imposed strict aew rules. These ¢hanges enabied U-M to hold its
drug spending to $43 million in 2003, or S8.6 millipn less than it would have paid
and beld down <costs for employees.”[T]

+ A coalition of 52 employers...endorse a new parchasing model for pharmacy
benefit managers that would require greater disclasure...the group fecloding
Caterpillar, IBM, Starbucks and Yerizon Communications—-said that it would
collectively reduce by 9% iis 83.7 billtan in anoual prescription drug spending by
contracting with PBMSs that agree to the plan.”{2]
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Judicial Branch

= In April 2004, 20 state Attorneys General announced a settlernent with Medeo
Health solutions...the 2( state attorneys generals allege that drog switches actually
resulted in increzsed costs to bealth plans and patients...[1

*  Secptember 8, 2005 the United State Attorncy Patrick Meehun issoed a press release
ing the 1 with Advance PCS, a Caremark subsidiary

for $137.5 million to resolve cml frand and kickback allegations. “The settlement
resolves claims noder the False Claims Act and the Poblic Contract Anti-Kickback
Act arising from (I} payments made by pharmaceuticaf manufacturers to Advance
PCS in the form of excessive ad ative foes and priced products and
services agreements as an improper reward for favorable treasment of the
maoncfactarers’ drugs...”[2}
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Attempts at PBM Transparency
and Regulation

2005 Health Care Task Force

»  Natonal perspe}:tive, Dick Cauchi, health program direstor, National Corference of
State Legislatures

- Overview of 2004 Sunrise Repor, Julie Hoerner, deputy director, Department of
Regulatory Agencies

+  Need for reguiation of PEMs, Mark Kinney, executive dircctor, RxPlus Pharmacies,
Miks Feeley, attorney, Mack Riley, executive director, Arkansas Pharmacy Association

»  PBM perspective,Peter Harty, vice president government affairs, Medca, Allen Horne,
vice president government affairs, Caremark Rx

*  Health Plans perspective, Anthem Blue Cross and Blue Shield

+  Business perspective, Ralph Pollock, chairman, Business Council on Health Care
Competitien, Colorade Association of Commerce and Industry

+  Consumer perspective, AARP, CoPIRG, Colorado For Health Care/SEIU

‘What Has Colorado Done ?

Legislative Attempts

SB06-164
Concerning the Business Practices of
Pharmacy Benefit Managers

Bil.lSnmmuy-
Requires PEM fo disclase toa covered eafity any direct or indirect ownership interests,

- Requires the PEM to perform ita duties with eare and in good faith and with fair dealings.

*  Defines “Payments received by the PBM™ as amyxdmurnhw fees, pharmacy nchmrk Ffeea,
revenues reccived by the PBM frone drug vebates or the
difference Between what the PBM paid the plmrmwis: and what they charged the coverad
entity, and the sale of health dacs,

*  Requires any confract between covered enfitics and the PEMs to contain an zadit provision
allawing the covered entity acoess to “Payuxnts received hy the PBML"

*  Males a violation of the requirements of this section a civil attion between the cavered entity
and the PBM.




What Does the State Need to Do?

#Audit state PBM Contracts

>Pass Trassparency for State PBM Contracts




