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The Growth of the PBM Industry 
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• Price Spread 
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• Mail order pharmacy 
 

Health Plan Sponsors

PBM

Pharmacies
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PBM's Mail Order
Operation
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• Medicaid Rx Benefits 
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Pharmacy Benefit Administration Basics 
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The Potential Savings 

Medicaid 
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Program Name DHFS
ASSUMPTIONS

Covered Lives 2,400,000                
Annual cost 1,800,000,000$       

MONTHLY CLAIMS 3,033,333                 
MONTHLY COST 150,000,000$           
AVERAGE COST 49.45$                     
(LESS REBATES PER CLAIM) (11.87)$                   24%
NET PER CLAIM COST 37.58$                    

MEDICAID PBM
Discount from AWP for Brand Claims 12% 15%
Brand Dispensing Fee 3.40$                      1.50$                 
Generic Cost Basis, as PCT AWP 46% 46%
Pricing rule for non-MAC generics, as pct AWP 25% 25%
Generic Dispensing fee 4.60$                      1.50$                 

PERCENTAGE OF CLAIMS FILLED WITH GENERICS 64%
PERCENTAGE OF CLAIMS FILLED WITH FORMULARY 
DRUGS 95%

BRAND GENERIC TOTAL

AVERAGE AWP 113.50$                   30.00$               
AVERAGE COST TO MEDICAID 99.88$                    16.20$               
DISPENSING FEES 3.40$                      4.60$                 
{LESS COPAYMENT) (1.00)$                     (1.00)$                

102.28$                   19.80$               

CLAIMS 1,092,000                1,941,333          
MONTHLY COST 111,689,760$          38,438,400$       150,128,160$        

 
AVERAGE AWP 113.50$                   30.00$               
AVERAGE COST AT PBM RATE 96.48$                    16.20$               
DISPENSING FEES 1.50$                      1.50$                 
{LESS COPAYMENT) (1.00)$                     (1.00)$                

96.98$                    16.70$               

CLAIMS 1,092,000                1,941,333          
MONTHLY COST 105,896,700$          32,420,267$       138,316,967$        
SAVINGS 11,811,193$     
ANNUAL SAVINGS 141,734,320$   

ESTIMATE OF CURRENT MONTHLY COSTS AND BREAKDOWN

ESTIMATED OF COSTS IF PRICED AT PBM RATES

CLAIM VOLUME

COST ELEMENTS

UTILIZATION

�
�
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Type of payment 

Monthly 
revenue to 
Medco 

Administrative fee of $2.81 per enrollee per month $1,194,000 
‘Rational Med’ fee of $0.28 per enrollee per month $119,000 
Drug Utilization Review for High Utilization of $.02 per claim $2,500 
Schedule C Health Education of $0.15 per enrollee per month $4,000 
Total Medco Fee Revenue per month $1,387,000 
Medco Net Revenue per enrollee per month        $3.27 
�
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Covered State Employee Lives 425,000 
Monthly Retail Claims 589,000 
Retail Claims per Enrollee per Month 1.38 
Annual Program cost to State $320 Million 
Medco Revenue per retail claim*  $2.35 
WMC Projected cost per claim through internal benefit 
administration 

$1.00 

Savings per claim $1.35 
Annual Savings $9,700,000 
Savings as percentage of program cost 3.1% 
�
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State penitentiary inmates 
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Covered Lives 13,000 
Annual  Retail Claims 1.6 million 
Annual cost to State for medicines for inmates $16.7 Million 
Average drug cost per Rx, based on purchasing at 
Wholesale Acquisition Cost [WAC] less 1.5%.   
This is equal to AWP – 22% 

$10.42 

Currently drugs are purchased at Average Wholesale 
Price [AWP] minus 22%. 340B costs are about 
AWP-50%.  The difference per Rx is 

 
 
$3.75 

Annual Savings  $6 million 
Savings Percentage 36% 
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Description of 340B Drug Program 
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Value-added features 
�

!���&������
��������
�������������������������
������
���
�

����
��������
����

��������
���������
��
���������������$�������%��!�������������������
�����
�#������

,-�&�����
��������������

��
��������������
����$���
����
���������������
�����

������ &����� $�������� �
����

��� ���� ������ ��������� ���
�� �����
�� ��� ��
�����

�����������������
������
����
����
��
�@��
�����@�����&����������������$�������

������
���
�

�%�

�

!��� &����� ���� �
������ ����
� �
� �
��������� ��� $��� �

� $�������� ��
������

$��������
����
������ ��
�
�����
��%� �	 ����$$
����������������
�� ���������

���������������
����������>����
�����$�����
�%� �,��
�� ���#�

����
����
���������

��
�������������&�������
�
���
�+�

�

• ������������
��
��#������
������
��

�

!��� �����
�� $������� ��� >����� #������
�� �
� ����� �� ��
�
�� �

�
���� $�������� ����

��
��$
���������
���#��������&����������������
���������#�����������
����
�����
�����

�����%� � ���#��
����������������������
�����������
����
������
����������#�����
��

��������%���

�

• ?
������$����
��

�

 �� #�� ����� ����������� $���������� �����������
�� �����������
�� 
���
�� ���� ����

&�����$�������%�� ������
����������������
������
��� ��
�������
������������

�$$��$������&����� ��
��%��!����#��
���������������
���>�����
�������������
��%�

�

• �����
�����
����������

�

!���&������
������������'��������Q�!����$������������������'�Q�!�%������������
�

����
�����������
������������������

���
�������
������������&������#�����#��
��

�������������

�&������$�
������$�������%�'����
�
��$�����������������
���������

���#��������������������������$����������
����������������&�����$�������%� � ���

������#������������
�
��
�����$�������������$
��
���#��
������
��
���%���

�

!������������������������$�������������������$���������
��������
������
����
������

����� 
�#��� $������ ���
� ���� ������ $��������� ���� �� ���
� 
���������
� $������� ���

$�����
���
��#����#��
�%�



$���������)		��������� � ����������0�
���� ����1�������������"���������2�	����

��������	�
�����
������������� ��������
���� ������ ����������

 

=============================================================== 
� ����	� ���� ������ ���������	�����

����	������ � +22-�

�

• '�����������
��'�����������$
��
����
����
�����
��

�

'����
�
�����������
���
�����
�������A������
����������������
���������������$������

���������%� �(��������
���
������������������� ���A�$����
����������$����������

���� ���� ����� ������� ���� &����� ��$
����� $����
��%� �  � �����
� ��������� #��
��

�����������������$
��
����
������
���������������������
�
��������%����#��
���
������

����� ������� ��� ������� ������ �
�� ������ @� ���� $������������ $���������� �
��

����$��
��R�

�



$���������)		��������� � ����������0�
���� ����1�������������"���������2�	����

��������	�
�����
������������� ��������
���� ������ ����������

 

=============================================================== 
� ����	� ���� ������ ���������	�����

����	������ � +23-�

�

Methodology for Becoming a PBA 
�

	 ��� ����
�
�� �������
��� ����� ���� &����� ������� ���� �#
� '�������� (�
������

 ���
��������%���� ��$�������������
�����������������
���������#�������
����
��������
��

�
A�������
��#�����������������%�

�

 �����������������������������
�������
�����=�
����$�
�
������$����������
�����

��
�����
�%��&������������������$����������
�������%��!�������
��
������������
��

��
��������������
����
����
�������������
���#�����
�����
������������������������+�

�
Required Service� Ease of 

Outsourcing�
Plan design and implementation 2 
Network development and maintenance 2 
Claims processing and payment to providers 1 
Reporting and analysis 2 
Recipient and Provider support 2 
Formulary and rebate management 4 
Drug Utilization Review [DUR] 2 
Clinical Management 2 
ID Cards and enrollment processing 1 
Auditing 3 
Prior Authorization [PA] management 2 
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Program Name DHFS

ASSUMPTIONS

Covered Lives 2,400,000                
Annual cost 1,800,000,000$       

MONTHLY CLAIMS 3,033,333                 
MONTHLY COST 150,000,000$           
AVERAGE COST 49.45$                     
(LESS REBATES PER CLAIM) (11.87)$                   24%
NET PER CLAIM COST 37.58$                    

MEDICAID PBM
Discount from AWP for Brand Claims 12% 15%
Brand Dispensing Fee 3.40$                      1.50$                 
Generic Cost Basis, as PCT AWP 46% 46%
Pricing rule for non-MAC generics, as pct AWP 25% 25%
Generic Dispensing fee 4.60$                      1.50$                 

PERCENTAGE OF CLAIMS FILLED WITH GENERICS 64%
PERCENTAGE OF CLAIMS FILLED WITH FORMULARY 
DRUGS 95%

BRAND GENERIC TOTAL

AVERAGE AWP 113.50$                   30.00$               
AVERAGE COST TO MEDICAID 99.88$                    16.20$               
DISPENSING FEES 3.40$                      4.60$                 
{LESS COPAYMENT) (1.00)$                     (1.00)$                

102.28$                   19.80$               

CLAIMS 1,092,000                1,941,333          
MONTHLY COST 111,689,760$          38,438,400$       150,128,160$        

 
AVERAGE AWP 113.50$                   30.00$               
AVERAGE COST AT PBM RATE 96.48$                    16.20$               
DISPENSING FEES 1.50$                      1.50$                 
{LESS COPAYMENT) (1.00)$                     (1.00)$                

96.98$                    16.70$               

CLAIMS 1,092,000                1,941,333          
MONTHLY COST 105,896,700$          32,420,267$       138,316,967$        
SAVINGS 11,811,193$     
ANNUAL SAVINGS 141,734,320$   

ESTIMATE OF CURRENT MONTHLY COSTS AND BREAKDOWN

ESTIMATED OF COSTS IF PRICED AT PBM RATES

CLAIM VOLUME

COST ELEMENTS

UTILIZATION
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ASSUMPTIONS

Covered Lives 424,308        

MAIL MAIL PCT RETAIL
RETAIL 
PCT TOTAL

MONTHLY CLAIMS 35,557          5.7% 589,261        94.3% 624,819        
MONTHLY COST 4,382,359     14.3% 26,279,767   85.7% 30,662,125$ 
AVERAGE COST 123.25$        44.60$          49.07$          
(LESS REBATES PER CLAIM) (13.10)$         (5.20)$           (5.65)$           
NET PER CLAIM COST 110.15$        39.40$          43.42$          
MONTHLY COSTS, NET OF REBATES 3,916,556$   23,215,609$ 27,132,165$ 
REBATES AS PCT 11.5%

MAIL RETAIL
REBATES PER BRAND RX  
Discount from AWP for Brand Claims 25% 15%
Brand Dispensing Fee 0 1.50$            
Generic Cost Basis, as PCT AWP 57% 59%
Pricing rule for non-MAC generics, as pct AWP 57% 15%
Generic Dispensing fee -$              1.50$            
Formulary Rebate Percentage retained by the PBA 0% 0%

Administrative fee per enrollee per month of $2.81 1,192,305$   1,192,305$   
Rational Med [$0.28 PMPM] 118,806$      118,806$      
DUR High Utilization Management [$0.02 per claim] 12,496$        12,496$        
Schedule C Health Eeducation [$0.15 PMPM] 63,646$        63,646$        

Total 1,387,254$   
Net Revenue per enrollee per month 3.27$            
Monthly PBA Revenue 1,387,254$   
PBA fees per retail claim 2.35$            

[Note that the PBA has other sources of profit from 
this book of business, including spread on Specialty 
Claims & profit from its' captive mail order operation.]

PERCENTAGE OF CLAIMS FILLED WITH GENERICS 52%
PERCENTAGE OF CLAIMS FILLED WITH FORMULARY 
DRUGS 50%

BRAND GENERIC TOTAL

AVERAGE COST TO STATE** 83.20$          20.79$        
CLAIMS 312,409        312,409      
MONTHLY COST 25,992,453$ 6,494,989$ 32,487,442$ 

** FROM CAREMARK REPORT; REPORTING PERIODS 
ARE NOT MATCHED, HENCE THE DIFFERENCE

ESTIMATE OF BREAKDOWN BETWEEN BRAND & GENERIC

[Retail Generic Pricing 

UTILIZATION

CLAIM VOLUME

COST ELEMENTS

PBA CHARGES 
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EMPLOYEES RET DEP TOTAL
Quality Health Care Program QCHP 37,623           55,758       53,409          146,790         
Local Government Health Plan LGHP 2,691             166           2,047            4,904            
Teacher's Retirement Insurance ProgramTRIP 29,313       6,177            35,490          
College Insurance Program CIP
College Choice Health Plan CCHP 2,464        565               3,029            

TOTAL 40,314           87,701       62,198          190,213        

EMPLOYEES RET DEP TOTAL
Quality Care  Health Plan QCHP 12,548           2,304        19,538          34,390          
Local Care Health Plan LCHP 1,495             44             873               2,412            
Teachers Choice Health Plan TCHP 4,289        634               4,923            
College Choice Health Plan CCHP 179           45                 224               

TOTAL 14,043           6,816        21,090          41,949          

EMPLOYEES RET DEP TOTAL
 State 65,341           16,104       91,774          173,219        

LGHP 4,139             173           3,199            7,511            
TRIP 9,309        1,501            10,810          
CIP 467           139               606               

TOTAL 69,480           26,053       96,613          192,146        

Grand Total 123,837         120,570     179,901        424,308        

Indemnity Mail Retail Total Mail Retail Total Mail Retail Total Rx $$
QCHP 242,935         3,268,339  3,511,274     29,366,557$  151,511,609$  180,878,166$       120.88$  46.36$    51.51$    7% 16%
LCHP 6,899             83,140       90,039          857,027$       4,012,704$      4,869,731$           124.22$  48.26$    54.08$    8% 18%
TCHP 116,158         744,504     860,662        13,773,885$  34,180,626$    47,954,511$         118.58$  45.91$    55.72$    13% 29%
CCHP 13,633           69,612       83,245          1,572,764$    2,229,581$      3,802,345$           115.36$  32.03$    45.68$    16% 41%

379,625         4,165,595  4,545,220     45,570,233$  191,934,520$  237,504,753$       120.04$  46.08$    52.25$    8% 19%
Self Funded Managed Care

State 1,476             153,420     154,896        133,426$       11,046,959$    11,180,385$         90.40$    72.00$    72.18$    1% 1%
Local 471                45,635       46,106          159,655$       2,379,490$      2,539,145$           338.97$  52.14$    55.07$    1% 6%
TCHP 3,865             148,224     152,089        418,223$       7,352,136$      7,770,359$           108.21$  49.60$    51.09$    3% 5%
CCHP 271                6,736        7,007            33,730$        335,050$         368,780$              124.46$  49.74$    52.63$    4% 9%

6,083             354,015     360,098        745,034$       21,113,635$    21,858,669$         122.48$  59.64$    60.70$    2% 3%

Insured Managed Care State 25,153           2,178,523  2,203,676     4,385,443$    86,066,817$    90,452,260$         174.35$  39.51$    41.05$    1% 5%
Local 1,828             105,079     106,907        468,229$       4,429,893$      4,898,122$           256.14$  42.16$    45.82$    2% 10%
TCHP 13,250           255,421     268,671        1,350,092$    11,270,488$    12,620,580$         101.89$  44.13$    46.97$    5% 11%
CCHP 750                12,501       13,251          69,271$        541,850$         611,121$              92.36$    43.34$    46.12$    6% 11%

40,981           2,551,524  2,592,505     6,273,035$    102,309,048$  108,582,083$       153.07$  40.10$    41.88$    2% 6%

Total Usage 426,689         7,071,134  7,497,823     52,588,302$  315,357,203$  367,945,505$       123.25$  44.60$    49.07$    6% 14%

PMPY 1.01               16.67        17.67            867.17$                

AVG PCT Mail

Self-Insured Managed Care Programs

# Rx Dollars

Insured Managed Care Programs

Rx Usage Information
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Number of Lives 13,000                
Monthly Claims Volume 133,333              
Monthly Cost to State 1,389,750$         
Cost Per Claim 10.42$                
Cost PMPM 106.90$              

Retail claims
AWP 13.36$                

AWP Discount 22%
340B Price 6.68$                  

Savings 3.74$                  
Annual Savings 5,986,615.38$    
Savings percentage 35.9%  
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Type Monthly Costs Annual Costs
State Employees 27,000,000$       324,000,000$     
Medicaid 150,000,000$     1,800,000,000$  
Penitentiary inmates 1,389,750$         16,677,000$       
Total 177,000,000$     2,124,000,000$  

Savings Potential: Monthly Annual
Percentage of 
Program Cost

Reduce State Employees PBM fees to DPA rates: 846,146$            10,153,751$       3.13%
Reduce DHFS Network Rates to CMS levels 11,683,033$       140,196,400$     7.79%
Provide drugs to prison inmates at 340B prices 498,885$            5,986,615$         35.90%

Potential Total Monthly Savings 13,028,064$       156,336,766$     7.36%  


