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Phase 1 Economic Analysis

Executive Summary

The recent introduction of a small number of expensive specialty drugs has drastically affected
state Medicaid budgets. Medicaid expenditures on prescription drugs reached $42.3 billion in
2014—an increase of 14% in only one year—and new specialty drugs have been a significant
factor in escalating overall program costs. Other factors contributing to the high amount of
spending on prescription drugs are an increase in the number of participants enrolled in
Medicaid and the high prevalence of disease in that population.

This SMART-D analysis investigates the current and likely future role of high-cost drugs in
Medicaid expenditures. There is no standard definition of “high-cost,” so the study team adopted
its own two-part definition; high-cost drugs must meet both requirements:

¢ Reimbursements of more than $600 per prescription and
e Total Medicaid reimbursements of $72 million per year.

Using data from the Centers for Medicare and Medicaid Services (CMS) Medicaid Drug Utilization
Database, the study team identified 64 drugs that meet both criteria. In FY 2015, these 64 drugs
accounted for 1.5% of prescriptions and 32.6% of drug reimbursement dollars. Looking ahead,
this report identifies 110 new drugs in the pipeline, many of which have the potential to
significantly affect Medicaid budgets.

Goals of Phase 1 Economic Analysis

The Congressional Research Service has identified high-cost specialty drugs as a primary driver of
spending growth in the U.S. healthcare system (CRS, 2015). These innovative therapies treat
serious conditions such as cancer, hepatitis C, blood disorders, and HIV. But the cost of providing
these therapies has had a dramatic and unforeseen impact on state Medicaid programs, which are
tasked with providing these expensive drugs to a population with a high prevalence of chronic
conditions while operating under fixed annual budgets.

This analysis will identify the ways in which high-cost prescription drug spending has affected
state Medicaid programs. Specifically, the report provides this information:

¢ Documentation of the recent growth in Medicaid spending for drugs

e Definition of high-cost specialty drugs

e Estimation of Medicaid expenditures of recently released high-cost drugs
e Identification of potential high-cost specialty drugs in the pipeline



Overview of Medicaid Prescription Drug Spending

The Medicaid program covers nearly 70 million Americans (Kaiser, 2015a) and is the nation’s
primary public health insurer. Altogether, Medicaid finances 16% of total personal healthcare
spending in the U.S. (Kaiser, 2015a). Spending depends on how many recipients are enrolled, what
services are covered by state and federal policies, how often recipients utilize services, and how
much providers are paid for those services. Federal law allows states some flexibility in designing
and administering their Medicaid programs, with each program’s financing divided between the
state and the federal government (Kaiser, 2015a).

Between 2013 and 2014, the U.S. as a whole experienced a 12.2% increase in outpatient
prescription drug costs, the largest increase in more than a decade. During this yearlong period,
spending by Medicaid on prescription drugs increased even more rapidly—14% in overall costs
and 3.6% in expense per enrollee (MACPAC, 2015), with total spending increasing from $37.1
billion to $42.3 billion. The Centers for Medicare and Medicaid Services (CMS) identified several
drivers for the sudden growth in spending, including “increased spending for new medications
(particularly for specialty drugs such as hepatitis C), a smaller impact from patent expirations,
and brand-name drug price increases” (CMS, 2015).

Table 1. Historical Medicaid Program and Gross Prescription Drug Spending (FY 2010-2014)

Annual growth
Total Rx Total Rx
Total Rx FY spending | spending spending | spending
Fiscal | spending | spending | enrollment per FY per FY per per
year | (billions) | (billions) (millions) enrollee enrollee enrollee enrollee | Enrollment
2010 388.1 31.6 54.6 7,108.1 578.8 5.2% 0.0% 7.3%
2011 411.7 36.5 56.5 7,290.4 646.3 2.6% 11.7% 3.4%
2012 416.2 37.8 58.0 7,177.5 651.8 -1.5% 0.8% 2.7%
2013 432.4 37.1 58.9 7,342.5 629.9 2.3% -3.4% 1.6%
2014 472.7 42.3 64.8 7,294.3 652.7 -0.7% 3.6% 10.0%

Note: Expenditures are in current dollars; FY=fiscal year; Rx=prescription drug
Source: MACPAC, CMS

State Medicaid budgets have been drastically affected by the introduction of a small number of
expensive specialty drugs. In a recent 50-state budget survey, a majority of states identified
specialty and other high-cost drugs as a major factor in increasing financial outlays. These high-
cost therapies include hepatitis C antivirals, oncology drugs, cystic fibrosis agents, hemophilia
factor drugs, and cholesterol medications (NCBI, 2015). The private sector has also been affected
by higher costs. For Express Scripts, a national pharmacy benefit manager, specialty drug
spending increased by a record 31% in 2014, and it is forecast to increase 21% to 22% annually for
the next three years (Express Scripts, 2015). Specialty medications managed through the
pharmacy benefit currently account for more than 32% of a health plan’s total pharmacy



spending, but the specialty drug percentage could increase to nearly half of total pharmacy
expenditures by 2019 (Express Scripts, 2015).

Increases in Medicaid prescription drug expenses are also due to a spike in prices and acquisition
costs for certain kinds of generic drugs (Smith et al., 2015). Although the higher cost of generic
drugs is seen as troubling, thus far the issue appears to be limited to small market segments. A
recent Department of Health and Human Services report (DHHS, 2016) attributes the rising cost of
generic drugs to markets in which there is little competition because barriers to enter the market
are high, mergers and acquisitions of pharmaceuticals have eliminated competitors, or drug
producers have exited the market and thus reduced competition. Still, the cost of generic drugs
has remained small compared to brand-name drugs. In the Medicaid program, generic drugs
accounted for 81% of prescriptions, but only 26% of expenditures (DHHS, 2016).

State Medicaid programs can pay directly for prescription drugs for some of their enrollees
through fee-for-service delivery systems, but increasingly rely on capitated arrangements with
managed care health plans. Of the almost 64.8 million people covered by Medicaid in 2014, 43
million were enrolled in some kind of managed care, up 24% from 2013 (CMS, 2014). In a
Medicaid state budget survey in October 2015, representatives of 35 states indicated that they
“carve-in” prescription drugs to some degree in their contracted managed care arrangements
(Smith et. al., 2015). Almost 60% of Medicaid prescription drug costs ($14 billion) are covered
through Medicaid managed care plans, according to the Medicaid and CHIP Payment and Access
Commission (MACPAC). Managed care organizations rely more heavily on generic drugs,
spending a higher proportion of drug costs on generic drugs (26%) than fee-for-service programs
(20%) do.

Medicaid Population Disease Prevalence

Medicaid programs are especially affected by high-cost specialty drug expenditures because the
population they cover has a greater prevalence of illness than the rest of the U.S. Medicaid
enrollees generally include low-income individuals, pregnant women, children, elderly people
who also receive Medicare coverage, and disabled individuals. For many enrollees with
disabilities, Medicaid may provide lifelong health care coverage. Compared to the general
population, Medicaid beneficiaries are more likely to be overweight, smoke cigarettes, and have
some limitation in basic physical activity. In addition, they have a disproportionate number of
chronic health conditions, such as hypertension, coronary heart disease, and diabetes (MACPAC,
2015). These factors contribute to a per capita cost for Medicaid beneficiaries that is more than
$2,000 above that for the private insurance market (CMS, 2015).

Nearly 70% of Medicaid’s resources are utilized by 30% of its enrollees. The majority of Medicaid
spending is devoted to people with multiple chronic conditions. In addition, many of the highest-
utilizing patients suffer from both chronic illness and disabilities (Kronick et al., 2007).



Table 2. Prevalence of Major Chronic Illness Categories in Medicaid for Disabled and Aged

Disabled Disabled
CDPS Category Disabled (Medicaid only) (Dual Eligible)
Cardiovascular 31.5% 51.5% 28.4% 36.5%
Psychiatric 28.8% 10.4% 29.3% 28.0%
Central nervous
system 21.9% 18.1% 22.7% 20.7%
Pulmonary 19.4% 19.6% 19.8% 18.8%
Skeletal and
connective 19.0% 24.7% 17.6% 21.4%
Gastrointestinal 15.8% 5.0% 15.6% 16.0%
Diabetes 14.7% 19.9% 12.7% 18.0%
Renal 10.0% 12.9% 8.5% 12.6%
Skin 8.5% 9.3% 8.1% 9.1%
Developmental
disability 7.0% 0.6% 6.5% 7.8%
Eye 6.7% 18.6% 5.0% 9.5%
Metabolic 6.0% 5.6% 6.7% 4.8%
Substance abuse 5.3% 0.7% 5.9% 4.3%
Infectious disease 4.2% 3.2% 4.4% 4.0%
Cancer 3.9% 6.9% 3.6% 4.3%
Cerebrovascular 3.7% 8.9% 3.1% 4.7%
Genital 2.6% 3.0% 2.6% 2.6%
Hematologic 2.5% 1.9% 2.8% 2.2%
Pregnancy 1.1% 0.1% 1.5% 0.6%
Total Occurrence 4,760,879 2,346,976 2,952,443 1,808,436

Note: CPDS is the Chronic Illness and Disability Payment System (CDPS) used by Medicaid programs as a
diagnostic classification
Source: (CHCS, 2007)

These highest-cost Medicaid beneficiaries have a complex mix of comorbidities and a wide range
of psychosocial needs (CHCS, 2007). For those with eight or more diagnoses, hypertension (65%)
and diabetes (56%) are the most common co-occurring diagnoses (CHCS, 2007). Among persons
with disabilities, the most frequent co-occurring conditions are hypertension (23%), diabetes
(14%), and behavioral health disorders, such as affective psychoses (9%) and schizophrenia (9%).
In addition, central nervous system disorders and infectious diseases (including HCV and HIV
diseases) are more prevalent among individuals with disabilities (Kronick, R., et al., 2007).

Many patients over 65 who qualify for Medicare may also remain in the Medicaid system if they
meet the low-income and disability requirements. Among elderly patients in the Medicaid system,
diabetes and cancer are the more prevalent illnesses.



Impact of High-Cost Specialty Drugs on State Medicaid Costs

High-cost specialty drugs are typically used to treat complex, often rare diseases. Many of these
medicines require complicated protocols such as ongoing assessments of therapeutic responses,
complex patient or provider training, special handling by specialty pharmacies or individualized
distribution networks, and ongoing monitoring of side effects. For example, a CVS Health analysis
found that 8.7% of Sovaldi users discontinued the therapy before the treatment concluded
compared to 2% in clinical trials. The study recommended that new strategies be employed to
improve adherence and maintain appropriate use (CVS Health, 2014).

Because high-cost specialty drugs often exceed $25,000 per prescription, state Medicaid programs
have spent billions of additional dollars on prescription drugs. A recent report on prescription
drug spending indicated that these specialty drugs accounted for 0.9% of claims but resulted in
32% of total spending (before rebates) in 2014 (MACPAC, 2016). Between 2011 and 2014,
prescription drug expenditures by Medicaid increased by 12.2%, with prescription drugs
accounting for $42.3 billion of total spending before rebates (see Table 1). Looking ahead, there
are more drugs in the pipeline that are likely to have similar budgetary effects.

In 2015, Avalere Health, a consulting firm, analyzed the potential impact to state and federal
Medicaid programs of 10 breakthrough drugs currently in the pipeline by measuring the price
and utilization, by payer, for each drug. Medicaid’s share of total utilization ranged from 7% for a
late-stage lung cancer therapy to 40% for a cystic fibrosis therapy. These differences stem mostly
from the age profiles of qualified patients: Most late-stage lung cancer patients are old enough to
qualify for Medicare, whereas cystic fibrosis patients tend to be younger because the disease
usually begins early in life. Using prices benchmarked for products already on the market,
Avalere projected the fiscal impact on Medicaid for the 10 breakthrough drugs to be $15.8 billion
over the next decade. Under the current cost-sharing arrangements, state Medicaid programs
would be responsible for $7.4 billion in new prescription spending in that period.

State Medicaid program officials have taken various approaches to mitigating the cost of new
drugs and unexpected costs, which have included establishing clinical prior authorization
requirements, standardizing clinical criteria across fee-for-service and managed care, and
negotiating lower prices or more aggressive rebates. For additional details, see the Center’s policy
brief entitled Medicaid and Specialty Drugs: Current Policy Options.

Defining High-Cost Drugs
Comparing the impact of high-cost specialty drugs across various programs is problematic
because there is not a common definition among federal and state agencies and commercial
payers. Instead, different agencies and researchers have developed thresholds based on the type
of expenditure data available. Examples of definitions of high-cost specialty drugs include the
following:

e Medicare Part D: drugs that cost more than $600 per month (CMS, 2015).



e Medicaid and CHIP Payment and Access Commission (MACPAC): drugs that average more
than $1,000 per claim (MACPAC, 2016).

e Government Accountability Office (GAO): drugs with more than $9,000 in annual
beneficiary expenditures for a drug (GAO, 2015).

e Medicare Payment Advisory Commission (MEDPAC): No specific threshold but tracks
prices for single-source brand drugs, which are drugs manufactured by a single company
that have no generic substitute.

To help refine our understanding of high-cost drugs, the SMART-D study team also assessed Food
and Drug Administration (FDA) “breakthrough therapies.” These breakthrough therapies receive
attention because the designation suggests that a drug in the pipeline is likely to later becoming a
high-cost specialty drug. The study team reviewed previous Medicare and Medicaid analyses to
identify breakthrough therapies using the FDA Safety and Innovation Act (FDASIA) definition:

e Intended alone or in combination with one or more other drugs to treat a serious or life-
threatening disease or condition and

e [Has] preliminary clinical evidence [that] indicates that the drug may demonstrate
substantial improvement over existing therapies on one or more clinically significant
endpoints, such as substantial treatment effects observed early in clinical development.

If a drug is designated as a breakthrough therapy, the FDA expedites its development and review,
providing a response to the drug manufacturer’s submitted application within 60 calendar days of
receipt (FDA, 2014). The breakthrough therapy designation is intended to ensure that therapies
for serious conditions are approved and available to patients as soon as it can be concluded that
the benefits justify the risks (FDA, 2014). Recent research shows that a majority of physicians
incorrectly believe that strong evidence is required for a breakthrough designation when, in fact,
the FDA requires only preliminary evidence (Kesselheim, 2016). The characteristics of a drug that
qualifies for the breakthrough therapy designation, along with the recognition deriving from the
designation, suggest that the drug will have a high price. If the disease treated is especially
prevalent among Medicaid recipients, high costs to Medicaid would be expected.

SMART-D definition of high-cost

For this project, the study team adopted a two-part definition that could be aligned with the
available Medicaid data. The rationale for this approach is that price and utilization can
independently affect total expenditures on prescription drugs. Thus, the study team attempted to
identify and exclude from the analysis drugs that were either low-cost with high utilization or
high-cost with very low utilization. These are the two requirements for a high-cost drug in this
analysis:

e Reimbursements of more than $600 per prescription and
e Total Medicaid reimbursements of $72 million or more per year.



The first threshold requires an average total reimbursement (gross of rebates and including
reimbursements from other sources) of more than $600 per prescription, analogous to the $600
per month threshold used by Medicare Part D. This per-prescription threshold eliminates drugs
that are not expensive per prescription, but for which Medicaid reimburses a large number of
prescriptions, such as insulin or albuterol.

The second threshold is at least $72 million in Medicaid reimbursement per year, gross of rebates,
representing the cost to Medicaid of a $600-per-month drug used for one year by 10,000 Medicaid
enrollees. It eliminates drugs with high costs per prescription but relatively low utilization.
Examples of drugs that were excluded by the $72 million-per-year threshold include Metreleptin,
Chenodiol, and several hemophilia blood-clotting factors.

Threshold 1: Drug

reimbursement > e 455 unique
prescription
Threshold 2: Drugs .
with annual gross ¢ 152 unique
eimbursement > $72 drugs
million
Thresholdl&Z: * 64 unique
Drugs meeting
both thresholds drUgS

After aggregating the CMS Medicaid State Drug Utilization Data across packaging, dosages, and
labelers, there were 455 drugs for which average total reimbursements exceeded $600 per
prescription and 152 drugs for which Medicaid reimbursements, gross of rebates, exceeded $72
million in the most recent four quarters for which data were available. There were 64 drugs that
met both criteria. Appendix A lists those 64 drugs, their average total reimbursement per
prescription, and their cost to Medicaid in FY 2015.

The 64 drugs categorized as high-cost drugs for this study accounted for 9.3 million prescriptions
and $16.9 billion in Medicaid reimbursements, gross of rebates, or 1.5% of prescriptions
reimbursed by Medicaid and 32.6% of Medicaid drug dollars. In FY 2015, the Medicaid program
spent an estimated $538.4 billion (Kaiser, 2015b). The estimated $16.9 billion spent on these 64
high-cost drugs accounts for 3.1% of the total national Medicaid spending for all services.



Methods: Recent Spending on New High-cost Specialty Drugs
The study team used the most recent four quarters of Medicaid State Drug Utilization Data
records (fourth quarter 2014 to third quarter 2015) to identify spending by Medicaid on drugs.
The drugs were identified by the National Drug Code (NDC), which consists of universal product
identifiers for drugs released under FDA approval. The codes contain 11 digits that can be used to
identify every combination of labeler, product, and package size for available drugs.

To identify the costs of individual drugs, spending and numbers of prescriptions from utilization
records were aggregated across packaging, dosages, and labelers by looking up the
nonproprietary name for the drug in each record in the FDA’s NDC database and combining
records with the same name. The Medicaid State Drug Utilization Data used for this analysis
include reimbursements for specialty drugs billed by physicians and pharmacies. The data
contain prescriptions for Medicaid recipients enrolled in fee-for-service and managed-care
programs. The utilization records also list the total reimbursement for the prescription, along
with the portion that is Medicaid’s responsibility. The difference between the two represents the
member’s share (if applicable by the state), as well as the portion that is the responsibility of other
insurance such as Medicare or commercial insurance, or fees associated with Section 340B
entities.

To identify the effects of new high-cost specialty drugs on Medicaid spending, the list of 64 high-
cost drugs for FY 2015 was compared to the list of drugs reimbursed in 2012. Nine of the drugs
that met the criteria for high cost in FY 2015 had no claims in 2012. Those nine drugs accounted
for $3.2 billion in Medicaid reimbursement gross of rebates in FY 2015. Table 3. below lists these
nine drugs.

Table 3. New High-cost Drugs Reimbursed by Medicaid (FY 2015)

FY 2015
FY 2015 Total Gross Cost
Breakthrough Primary Drug Reimbursement to
Brand Name Therapy? Indication per Prescription  Medicaid
1,540,228,00
Harvoni Yes Hepatitis C 28,300 0
Sovaldi Yes Hepatitis C 24,400 643,446,000
Novoseven No Hemophilia A or B 81,500 219,484,000
Tecfidera No Multiple sclerosis 5,300 199,262,000
Tivicay No HIV-1 1,400 166,653,000
H.P. Acthar No Lupus erythematosus 43,700 138,727,000
Triumeq No HIV-1 2,400 127,545,000
Viekira Pak Yes Hepatitis C 25,400 111,334,000
Olysio No Hepatitis C 19,900 73,568,000

Source: Medicaid State Drug Utilization Data records, FY 2014-2015



Of the nine new drugs on the high-cost drug list for FY 2015, three had been designated as
breakthrough therapies: Sovaldi, Harvoni, and Viekira Pak. These three drugs accounted for $2.3
billion in Medicaid reimbursement gross of rebates in FY 2015. All three were in the range of
$24,000 to $29,000 per prescription, gross of rebates.

Seventeen other drugs designated as breakthrough therapies were reimbursed by Medicaid in FY
2015. All of them cost more than $600 per prescription, but none exceeded $72 million in gross
cost to Medicaid, partly because some entered the market late in FY 2015. Together, their gross
cost to Medicaid totaled $235 million in FY 2015. Table 4 lists the designated breakthrough
therapies reimbursed by Medicaid in FY 2015. All of the dollar amounts presented here are before
rebates are factored in. The next section discusses how drug rebates are calculated in the
Medicaid program.

Table 4. Designated Breakthrough Therapies Reimbursed by Medicaid (FY 2015)

FY 2015 Total

Breakthrough Reimbursement per FY 2015 Gross
Brand Name Therapy? High-cost Drug? Prescription Cost to Medicaid
Harvoni Yes Yes 28,300 1,540,228,000
Sovaldi Yes Yes 24,400 643,446,000
Viekira Pak Yes Yes 25,400 111,334,000
Kalydeco Yes No 24,500 71,044,000
Rapamune Yes No 900 31,352,000
Imbruvica Yes No 9,200 22,223,000
Eylea Yes No 1,600 21,822,000
Ibrance Yes No 9,800 21,286,000
Lucentis Yes No 1,400 20,935,000
Promacta Yes No 5,900 20,347,000
Orkambi Yes No 20,000 9,629,000
Zykadia Yes No 11,400 3,544,000
Ofev Yes No 8,200 2,903,000
Esbriet Yes No 7,300 2,612,000
Opdivo Yes No 4,200 2,440,000
Zydelig Yes No 7,700 2,003,000
Keytruda Yes No 7,700 1,518,000
Gazyva Yes No 4,400 442,000
Technivie Yes No 23,400 258,000
Arzerra Yes No 8,500 185,000

Source: Medicaid State Drug Utilization Data records, FY 2014-2015

Rebate calculations
The Omnibus Budget Reconciliation Act of 1990 created the Medicaid Drug Rebate Program
(MDRP) to ensure that Medicaid receives a net price that is consistent with the lowest or “best
price” that manufacturers use to sell their drugs in public or private markets (MACPAC, 2015). In



exchange for the MDRP rebates, state Medicaid programs must allow reimbursement for all drugs
in the rebate program. Under the MDRP rebate program, states can exclude coverage for drugs if
the prescribed use is not for a medically accepted indication, or if the class of drugs is expressly
excluded from coverage under Section 1927 of the Social Security Act. In addition, states can use
levers like preferred drug lists, prior authorization, clinical coverage criteria, or quantity limits to
manage their pharmacy programes.

The MDRP rebate is calculated using a formula defined in statute based on the average
manufacturers’ price (AMP). CMS calculates a unit rebate amount for each drug based on the
established formula for that classification of drug, and then provides the unit rebate amount to
each state quarterly (MACPAC, 2015). To calculate the rebate, state Medicaid programs multiply
the unit rebate amount by the number of units reimbursed during the quarter. The states then
submit an invoice and collect the MDRP rebates directly from the manufacturers. Because of the
statutory definition, states receive the same MDRP rebate amount for each unit of a particular
drug regardless of how much they pay the pharmacy or physician provider. Pharmacies or
physicians can charge varying amounts for the drug, and therefore the net unit price (payment to
the provider minus the rebate) can vary by state (MACPAC, 2015).

Under the current MDRP methodology, these are the basic rebate rates:

e 13% of the AMP for generic drugs
e 23.1% of the AMP for single-source and innovator multiple-source drugs
e 17.1% of the AMP for blood-clotting factors and exclusively pediatric drugs

For drugs other than generic drugs, the rebate amount can be increased above the basic rebate
amount by either of two provisions:

e If the difference between the AMP and the best price, defined as the lowest price the
manufacturer offers to any buyer (with exceptions, including the Veterans
Administration), is greater than the basic rebate, then that difference becomes the rebate
amount.

e If the manufacturer has increased the price of a drug faster than the inflation rate, a
consumer price index penalty could apply. If the difference between the current AMP and
what the AMP would be if it increased at the rate of inflation is greater than either the
basic rebate or the best price rebate, that difference becomes the rebate amount.

Rebates and high-cost drugs
In most cases, new high-cost drugs are single-source or innovator multisource drugs, with an
MDRP rebate amount of 23.1% of AMP. These are new drugs and have not been on the market
long enough for inflation to be a factor, so it is unlikely that consumer price index penalties will
apply. AMPs and best prices are not published, but in the case of a new high-cost drug it seems
unlikely that the best price offered by the drug manufacturer will be better than the 23.1% rebate
amount. The MDRP rebate amount therefore is likely to be 23.1% of AMP.
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For calendar year 2014, CMS reports that MDRP rebates amounted to $18.9 billion, or 40.9% of
gross reimbursements for all drugs. This 40.9% gross rebate amount is significantly higher than
the 23.1% rebate for single-source or innovator multisource drugs. The study team believes that
this higher overall rebate amount is driven by CPI penalties and best price discounts for drugs
that are several years past FDA approval. It is therefore unlikely that a new, high-cost, single-
source innovator drug would trigger a greater than 23.1% MDRP rebate because neither CPI
penalties nor best price rules would apply.

In addition to the MDRP rebate, states can negotiate directly with drug manufacturers for
supplemental rebates to further reduce expenditures, either individually or as a group that pools
covered persons. Currently, 47 states have negotiated single or multistate supplemental rebate
agreements with manufacturers (CMS, 2016). CMS reports for calendar year 2014 show that state-
negotiated supplemental rebates amounted to $951 million, or 2.1% of gross reimbursements for
all drugs.

Because states have strong incentives to negotiate for supplemental rebates on high-cost drugs, it
is likely that supplemental rebates on new high-cost drugs will amount to a higher percentage of
gross reimbursements. The study team expects, however, that the supplemental rebates will not
be sufficiently higher (as a percentage) than the average to offset the lower (as a percentage)
MDRP rebates on new high-cost drugs. Overall, the study team concludes that combined MDRP
and supplemental rebates on new high-cost drugs are likely to amount to a lower percentage of
gross reimbursements for those drugs than the average rebate percentage for all drugs.

Offsets to spending on preexisting drugs and other Medicaid spending
High-cost drugs for state Medicaid programs could play a role in offsetting other Medicaid
spending, in that outpatient prescription drugs can complement medical procedures or replace
some expensive ones (examples are transplants and inpatient hospitalizations). As new
prescription drug therapies enter the market, they may eventually replace older drugs as the
preferred treatment or standard of care if they are shown to be safer and more effective.

Given the high prevalence of chronic diseases in the Medicaid population, new drug therapies
might be used as a tool for reducing Medicaid expenditures. In a 2015 report, Roebuck et al.
analyzed data on 1.5 million Medicaid enrollees to determine that a 1% increase in prescription
drug use for some chronic diseases could lead to marginal decreases in nondrug Medicaid costs.
These results were similar to a 2012 Congressional Budget Office report, which found evidence
that increasing the use of prescription drugs could offset costs elsewhere in the Medicare
program.

If newer drugs are more effective or produce less severe side effects than previous iterations of
drug therapy, this could offset other Medicaid expenditures for physician and hospital services
and provide better overall outcomes. In addition, Medicaid spending might decrease if physician
care in conjunction with newer prescription medications is more effective at