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Managing the High and Rising Cost of
Prescription Drug Coverage

Segal's Research Finds Wide Variance in Pharmacy Benefit
Managers' Prior Authorization Denial Rates for Specialty Ðrugs

Specialty drug spending continues to grow through the introduction of new, innovative medications,

increased utilization and price inflation for existing specialty medications. One of the most frequently

prescribed specialty medicalions, Humirao Pen, which is used to treat certain types of arthritis and

Crohn's disease, has an average retail price of $5,249 per month for the most common dosage.l

Humira has increased in price more than 68 percent between 2013 and 2016.2 Spinraza*, a new

treatment for spinal muscular atrophy, costs an astounding $ZS0,OOO for the first year of treatment.

These are just a couple of examples of drugs that are expected to drive total annual spending on

specialty medications to $402 billion by 2020, accounting for 47 percenl of overall prescription

drug spending.s

Specialty drugs represent a disproportionally large share of prescription drug spending. They

accounted for more than one-third of total spending in 2016.a With specialty drug trend continuing

to increase by double-digits annually, that share is expected to increase dramatically over the next

few years, as illustrated on the next page.
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iili #pecialty drugs represent a disproportionally
large share of prescription drug spending;

I HealthPocket, September 5, 201 7 lnfostat
2 Alliance of Community Health Plans infographic, The Spike in Drug Costs: Rheumatoid Arthritis (March 2016)'

3 IMS lnstitute for Healthcare lnformâtics, Medicines IJse and Spending in the lJ.S.: A Review of 2O15 and Outlook to 2O2O (April 2016),

a Express Scripts 2016 Drug Trend Report.



Specialty Drug Trend ls High, ls Projected to Rise and Accounts for
a Large - and Growing - Share of Overall Prescription Drug Spending

18.70/o

Utilization-
component

Unit-cost-
component

13.3V0

201 6

17.70/o

2017 2018

55%

36q6

Actual ïrend
Specialty Drug Spending as a

Percentage of Total Rx SpendingProjected Trend

Sources: Actual trend is from Erpress Scr¡pts' 2Ot6 Drug Trend Report. Prol€cted trend is from the 20tg Sega ! Health ptan Cost Trend
Surve¡ The data on drug spending ¡s from Medicines Usã and Spending in t-he U.S, lMS, April 2016. NHE, Aiemelrx, CVS Health lnternal
Analysis, 2016, as reported in CVS Health's Executive Briefing lnsights (lssue 22, 2O1T).

To manage prescription plan spending, many plan sponsors rely on strategies offered by pharmacy
benefit managers (PBMs). Utilization-management programs are among the most common strategies
PBMs use to target cost management of high-cost specialty drugs.
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Types of Prescription Drug Utilization-Management Programs

As the name suggests, utilization-management (UM) programs aim to ensure that prescriptions are

for the right people, are at the right dose and are at the right cost. There are three different types of

UM programs commonly employed by PBMs:

. Prior Authorization - When a PBM flags a drug for prior authorization, the prescription is not

filled at the point of sale. First, the PBM's staff will conduct a coverage review that consists of

contacting the prescribing physician to review the reason for and dose of the drug in light of the

patient's clinical situation and other options available to treat the condition. This type of UM

program helps ensure appropriate use of selected drugs. lt is designed to prevent improper use of

drugs and to guide the use of drugs that work best for a particular indication.

. Step Therapy - This UM program promotes taking lower-cost therapeutically equivalent

medications first to treat a certain condition before stepping up to more expensive medications.

Generic drugs, which are typically less costly than brand-name drugs, are commonly prescribed

as the first step. For example, the Proton Pump lnhibitor drug class (gastrointestinal drugs) is an

example of a group of drugs where there are multiple generic options. Similar to prior authorization,

with step therapy, the PBM flags a drug for step therapy review which means the pharmacist will

be restricted from filling the drug until the PBM's clinical staff contacts the prescribing physician to

review the reason for prescribing an advanced step drug instead of starting with a lower-step drug.

. Ouantity Duration - With this type of program, a specified amount of medication will be filled

within a specified time period. These quantities are established by the PBM's clinical staff to

ensure an appropriate amount of the drug is used to treat the condition and are based on

prescribing guidelines approved by the U.S. Food and Drug Administration (FDA) and/or other

federal agencies like the Centers for Disease Control and Prevention.

Plan sponsors will need to give approval to their PBM to initiate one or more of the above utilization

controls and should also evaluate the cost the PBM charges to perform any or all of these UM services.

Prior authorization ... is designed to prevent

improper use of drugs and to guide the use of
drugs that work best for a particular indication.
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Research on Prior Authorization
Segal Consulting chose to conduct research on prior authorization because it is one of the most
frequently used UM programs. We focused on the following 1O therapeutic drug classes that have
specialty drugs:

' Anemia

' Antineoplasticss

' Botulinum toxins

' Growth hormones

' Hepatitis C

' lnflammatory bowel disease

' Multiple sclerosis

' Psoriasis

' Pulmonary arterial hypertension

' Rheumatoid arthritis/inflammatory condition

Therapeutic drug classes are groups of
medications that are used to treat a same
disease. A medication can be categorized
in more than one therapeutic drug class.

5 This class of drugs is used to treât cancer,
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Typically, the specialty drugs that fall into these classes have high costs, as shown in the table below.

Moreover, for many group health plans some of these therapeutic classes are among the highest

categories of spendin g.

Average Per-Membeç Per-Month (PMPM) Cost for Selected Specialty Drugs by

Therapeutic Drug Class

Psoriasis $118.21.

Rheumatoid arthritis/inflammatory condition $ltg^zt.

Antineoplastics $oo.zo

Multiple sclerosis $s8.63

Hepatitis C $25.26

* lnflammatory condition drugs are used to treât a variety of diseases, including rheumatoid arthritis, psor¡atic arthr¡t¡s, ankylos¡ng spondylitie,
psoriasie and Crohn's dieease.

Source: Express Scripts, Drug Trend Report 2O16

PBMs often offer plan sponsors prior authorization programs for these classes as an optional UM

programr especially to those plan sponsors that want to manage their specialty costs due to increasing

trends. PBMs are aware of the high cost of the drugs and the potential for inappropriate prescribing.

We asked six PBMs to provide information about their prior authorization denial rates for non-Medicare

eligible prescriptions within the 10 key therapeutic drug classes lor the full 2015 calendar year.

Denial means that during a coverage review, based on physician responses, the drug was denied.

It could mean, for example, the drug was not being prescribed for an FDA-approved use. The PBMs

in the study, which include large, national PBMs as well as smaller PBMs, provided the information

requested as â percentage denial rate. This report presents the results for the five PBMs that gave

us permission to share their data without identifying the specific source.
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The Results: Denial Rates Vary Widely by Therapeutic Drug
Classes and Among PBMs

ln the chart below, we rate the PBMs in the study (without identifying them by name) according to
whether their prior authorization denial rates are low, medium or high for each therapeutic class
according to our criteria defined in the key.

Ratings of PBMs' Prior Authorization Denial Rates by Therapeutic Class

Pulmonary arterial hypertension

Psoriasis

Hepatitis C

Antineoplastics

Anemia

Growth hormones

lnflammatory bowel disease

Rheumatoid arthritis/
lnflammatory condition

Multiple sclerosis

Botulinum toxins

ILessthan 16% I 16t)bto33% lGreaterthanSsgo t¡aNodataornoprior
authorization offering
by the PBM

" Ïhis summary ie based on un-audited data from PBMs for pat¡ents who âre not eligible for Medicare.

Source: Segal Consult¡ng, 201 7

The study suggests there are no industry standards for prior authorization denials.
Consequently, potential savings may depend on which PBM a plan sponsor uses. The study found at
least three PBMs - PBM A, PBM B and PBM D - that have a low denial rate across the board for
a majority of the therapeutic classes examined. PBM D had the greatest number of low denial rates,
with a low denial rate in each of the 10 classes except the Hepatitis C therapeutic class. One PBM -
PBM C - stands out from the rest as having a high denial rate across the board. PBM E has an
almost even mix of high and medium denial rates.
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The following graph illustrates the range of PBMs' denial rates by therapeutic class, as well as the

median denial rate.

Range of Prior Authorization Denial Rates and Median Denial Rate by Therapeutic Class
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* This summary is bâsed on un-audited data from PBMs for patients who are not eligible for Medicare.

Source: Segal Consulting, 201 7

E@ThehugevarianceindenialrateswefoundamongPBMsandthepotentialimpact
on a plan's cost and participant satisfaction strongly suggests plan sponsors should cons¡der
evaluat¡ng prior authorization approval or denial rates in their future requests for proposals from

PBMs. lt is safe to assume the higher the denial rate, the greater the financial savings. Some PBMs

have stricter crileria than others based on therapeutic class. The highest denial rate for any one of

the PBMs studied was 72.6 percent for the Growth Hormones class, which could be related to
inappropriate use, such as body building. The lowest denial rate by any of the PBMs, 1.6 percent for

Multiple Sclerosis, means that prior authorization program had the lowest prescription drug cost
savings compared to other drug classes.

The quality of prior authorization depends on such factors as the coverage criteria determined by the

PBM and its Pharmacy and Therapeutics Committee. That includes updating the criteria in accordance
with current published guidance. The objectivity versus subjectivity of the written screening protocol

about when the drug is recommended for use is also a factor.
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Implications for Plan Sponsors:
Weigh Potential Savings Against the Costs

Some plan sponsors have been hesitant to implement UM programs because they are sensitive to
the potential effect on both participants and physicians. Those concerns should not be an obstacle
as they can be addressed through communications.

The whole purpose of the prior authorization process is to have qualified clinical professionals oversee
that participants are being prescribed and are receiving drug therapy that is right for them at the right
dose and at the right cost. A denial suggests that one or more of these three pillars of ideal drug
prescribing was not in place and the participants are not protected by the expertise of the PBMs
prior authorization process from taking a drug that is not right for them.

A low denial rate means participants are being put through a prior authorization process for no reason.
Some plan sponsors may perceive that as a negative because participants are nol getting their
prescription at first time they try to fill it or are getting stopped at point of sale. Other plan sponsors
may see a low denial rate as being beneficial because a majority of participants' claims are being
approved and appropriate use is ensured. lf a low denial rate is simply the result of a poor prior
authorization process, participants may receive drugs that are not ideal for their clinical situation.

Although our research focused on high-cost specialty drugs, it is important lo note that prior
authorization programs also extend to lower-cost drugs. Some prior authorization programs even
target lower-cost generics.

Generally, there are costs associated with prior authorization and other UM programs (step therapy
^-l -..^--r:¡.- l:.--:r-\ -¡¡-.--r r- ññr¡ ô ññ¡¡ .. . Àanü Çi.iarriifl ¡¡irj¡fsi (]1îuicL¡ Þy PulVTs. ijorire PBfuls oiler prror authorrzaiions thai range from $25 io
$OO per review. Other PBMs offer a per-claim fee or a PMPM pricing fee for bundled packages,
which include prior authorization, step therapy and quantity limits, or PMPM fees for a-la-carte
programs. Consequently, when considering any drug UM program, plan sponsors should take into
account total net savings. These savings should include both projected savings and costs of program
(and rebates, if any), as well as the impact on participants. Data mining can help plan sponsors
determine which therapeutic classes and/or drugs to target.

Many plan sponsors that are already using UM for specialty and traditional prescription drugs have
been able to contain rising drug costs while continuing to provide high-quality prescription drug
coverage. ln rare instances, the cost of implementing a UM program may outweigh the savings
achieved through more aggressive management. While UM may protect plans from increasing trend
and spending, there is not one single solution to manage continued growth in the cost of pharmacy
benefits. However, given the growing cost impact of specialty medication on overall pharmacy plan
costs, plan sponsors should take a close look at drug UM programs to see which ones meet their
fiscal and participant needs.

Data mining can help plan sponsors determine
which therapeutic classes and/or drugs to target.
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Prior Authorization for Specialty Drugs: A Case Study

One of Segal's clients, a large group health plan, saved 6 percent of gross prescription cost

in 2016 through drug UM efforts including prior authorization. The savings was approximately

$6.1 million, however, the savings attributable specifically to UM of specialty drugs is unknown.

Segal analyzed PA denial rates for the top therapeutic categories. The highest denial rate was

for pulmonary arterial hypertension (high blood pressure in the lungs), which had a denial rate

of 65.6 percent. That high rate was likely a result of the plan's step therapy program related to

Revatio.o The plan's second highest PA denial rale was for the antineoplastic class (cancer

treatment drugs) at 25.0 percent, and the third highest was for hepatitis C (viral infection

causing liver problems) at 20.5 percent. The prior authorization process appears to have been

effective in overseeing safe and appropriate drug use for patients.

The lowest denial rates were for anemia (not enough healthy red blood cells), at 2.9 percent;
psoriasis (a chronic skin condition), at 6.5 percent; and botulinum toxins (for muscle spasms),

at 7.65 percent. While the psoriasis denial rate was low at 6.5 percent, the combined denial

rates for all the inflammatory conditions - inflammatory bowel disease, rheumatoid arthritis and

psoriasis - was 10 percent. This means that the same drug may treat any of these conditions
and it is possible that a drug can be categorized under an incorrect diagnosis.

It is important to understand and investigate programs that have low denial rates. Low denial

rates could imply that a PA is ineffective, or that health care providers are properly prescribing

the drug.

Source: Segal Consult¡ng, 201 7
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Questions? Contact Us.

For assistance with pharmacy benefit cost-management UM strategies,
contact your segal consultant or the following segal prescription drug expert:

Eileen O. Pincay, RPh

212.251.5279
epincay@segalco.com

Ms. Pincay is a Vice President and Pharmacy Benefit Consultant for Segal Consulting
she has more than 20 years of experience in the pharmacy industry serving in
management, clinical and consulting roles. As a member of segal's National
Pharmacy consulting Practice, Ms. Pincay assists clients with the design of their
prescription drug benefits. she provides consulting services that incorporate
advanced data analytics with the latest best-practice guidelines for clinical
pharmacy benefits. She has extensive expertise in PBM clinical programs.

ïo receive Data and other segal publications as soon as they are avairabre
online. ioin ouremail list. Seoal Consrrlfinn ie a momhernf Tho Sanal êrn,,n' - -v-_ - -_ -- -.'.ú
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Segal's Health Benefits
Consulting Services
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Today's benefits environment demands a comprehensive approach to formulating health plan

design strategies that leverage innovative approaches as well as the power of data analysis,

modeling and benchmarking.

Our professionals can help your organization plan, design and strategize by providing:

. Plan Design and Analysis - Are you providing high-quality, cost-effective health care to your

plan participants? Segal's health professionals can help plan sponsors with the design and

redesign of health benefit plans, including medical, dental, prescription drug, vision, behavioral

health, wellness, short- and long-term disability, life, accidental death and dismemberment, and

flexible benefits.

. Cost and Utilization Modeling - Has your plan modeled plan sponsor expenses, or calculated

participant out-of-pocket cost of plan changes? Segal's consultants can help you evaluate the

financial impact of plan design modifications, predict future utilization patterns and estimate

changes in claims costs.

. Financial Monitoring - Does your plan have the proper budgeting tools in place to ensure

financial stability? Segal can assist in reviewing or developing your plan's reserve polic¡ analyzing

the impact of proposed plan design changes on future expenses, and evaluating whether your fund

is at risk for a vulnerable financial situation.

. Data Mining and Analysis - Are you getting the information you need to make important plan

design decisions? Segal can provide data-mining services - such as exploring your emerging

population health-risk factors that impact utilization and uncovering potential fraudulent and

abusive provider practices - to help better manage your future health care expenses.

. Benchmarking - Have you compared your policies and initiatives to other funds? Segal provides

benchmark assessments that provide a unique and invaluable understanding of how your benefit

programs compare to others.
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