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Medi care Prescription Drug Benefits
| mplications for the States

Tenporary Drug Card

The nost i mmedi ate inpact on the states is the new tenporary
prescription drug card that will be available from June 2004

t hrough Decenber 2005 for those on Medi care who are not dua
eligibles. The $600 annual subsidy for |ow incone beneficiaries
(bel ow 135% of poverty level) is a tangible bit of relief for
states presently running their own systens.

Many states, including Maine, have | ong been using state funds to
provi de drugs for the elderly poor. Now we nmay substitute the
$600 federal benefit for the first layer of these costs. 5500 of
t he 40,000 people presently on Maine's “Drugs for the Elderly”
programw || be able to take advantage of the federal benefit,

t hus saving the state about $3 million per year.

In order to capture these savings, Miine has just passed a | aw
requiring that elderly citizens “spend down” their federal benefit
before tapping into the state program Unfortunately, the

exi stence of two over-|apping subsidy systens will be difficult to
adm ni ster and confusing to vul nerable beneficiaries. States are
not permtted to sponsor the tenporary drug card.

It would have been better if states with their own systens in

pl ace had sinply been permtted to do the job. Maine has a wealth
of data concerning the drug needs of this population and is
ideally prepared to issue a conposite card with a bl ended benefit.
Unfortunately, the | aw does not permt states to enter the gane.

The tenporary discount cards for those with higher incones are

unlikely to provide any benefit. Mine s existing drug program
provi des better prices and is available without having to pay a
$30 fee. W predict few takers for the federal tenmporary card.

The Permanent Plan in 2006

The 2006 permanent plan will renove about 41,000 covered lives
from prescription coverage under Mine's Mdicaid system

Al t hough these dual eligibles are only 1/6 of our Medicaid
popul ati on, they account for half of Medicaid prescription drug
costs.

Mai ne and many ot her states are bargaining for enhanced rebates
from manufacturers by using preferred drug |ists and prior
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aut hori zation techniques that trade market share for price
concessions. Renoval of dual eligibles fromthis market will take
away a mmjor portion of the state’ s bargaining power. The
exenption of Part D drugs from Medicaid “best price” restrictions
is also likely to raise state costs.

Cl awback provisions will require Maine to pay nore for this
coverage than it would have cost had it been | eft under Medi caid.
Wiile the clawback is nomnally set at 90% of 2003 costs, the
inflation adjustnent from 2003 to 2006 is based on national trends
outside of Medicaid. Maine s Medicaid Rx costs are anong the nost
tightly controlled in the U S. They have recently been rising at
only 2% per capita per year. National rates outside of Medicaid,
by contrast, have been 8 or 9% Applying the national drug
inflation rate (for 2004 through 2006) to the 90% cl awback w ||
yield a net cost to Maine and many other states that is higher
than what it would cost if we were sinply to retain this

popul ati on on Medicaid -- an option not open to us.

Injecting at | east two conpeting Medicare drug plans with
conflicting formularies into our small market is likely to
generate even nore confusion than presently exists for doctors,
pharmaci sts and patients. On the other hand, if the state itself
were to join with risk bearing entities to coordinate the new part
D benefits with existing PDLs from Medi caid and state-only
prograns, then the resulting consistency, synbiosis and enhanced
mar ket share m ght prove very beneficial indeed. Such alliances
are specifically encouraged by the law. Nothing seens to preclude
a state fromactually becom ng a plan sponsor, perhaps in joint
venture with a regional insurer.

Eligibility for the | ow incone conponent of the new programwl |
be determ ned by the states. Although this adm nistrative service
will be paid for under Medicaid, the clawback fornmula creates an
incentive for states not to encourage future enrollnent. The
fewer people who sign up, the smaller the cl awback.

Sponsors of drug plans nust be licensed by the states as risk
bearing entities but the states are not permtted to collect a
premumtax fromthem

Enpl oyers that mmintain drug coverage for retirees are entitled to
a subsidy equal to *28%of the actuarial value of such coverage.
Because states thensel ves are major enployers providing retiree
benefits, it appears that states may apply for this val uabl e
subsidy along with private enpl oyers.

O her features of the new | aw i ncl ude:

required drug utilization and nedi cati on therapy nmanagenent,
devel opnent of electronic prescription sytens,

studies of regional variations in per capita spending,

an evi dence-based revi ew of drug safety issues,

grants to doctors for electronic prescription prograns,
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drug therapy quality inprovenment systens,
mandat ory di scl osure of costs for |owest priced generics, and
a State Pharnmaceutical Assistance Transition Conm ssion.

Thr oughout the new statute, Congress seens to be struggling to
create a new market, to revive the failing Medicare + Choice
(under a new nane “Medi care Advantage”) and to inplenent a nedical
voucher system for drugs. Interestingly, this new drug market

i ncludes and validates the concepts of guaranteed issue,
guaranteed renewal and conmunity rating, concepts which have been
under attack in many states. Sonme suggest, however, that drug

pl an sponsors may find ways to introduce risk selection through
adopting different m xes of drug fornularies and incentives.
Despite regulatory controls by CMS, sponsors may be able to appeal
to heal thy popul ations by brewing up alternative benefit cocktails
whose underlying purpose is to exploit risk selection.

The new Medicare | aw exenplifies the tensions between efforts to

| ower prices through conpetition and to preserve profit incentives
for the drug industry. No drug plan can mnimze price wthout
restricting choice. This tension divides people at each end of
the political spectrum AARP nmenbers are reported to be evenly

di vi ded between those who want choice and those who prefer | ow
prices.

Those of us from state governnment are biased toward | ow cost
because of our obsession with budgets. W live in a world of
econom c triage -- denying health care to sone and granting it to
others, in efforts to stretch scarce tax dollars to provide the
greatest good for the greatest nunber.

Peter MIls
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