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Overview 

 The problem, as viewed by US payers 
 Payer strategies: utilization 
 Payer strategies: pricing 



Distribution of Health Insurance  
(Total US Population 315 million) 

Uninsured 
13% 

Other Public 
Coverage 

2% 

Medicaid 
16% 

Medicare 
15% 

Employer-Based 
Coverage 

48% 

Other Private 
Coverage 

6% 

Source: The Henry J. Kaiser Family Foundation, State Health Facts (2013) 



Out-of-Pocket 
18% Other Public 

Health Insurance 
4% 

Medicaid 
7% 

Medicare 
26% 

Private Health 
Insurance 

44% 

Other Payers 
1% 

Source: California Healthcare Foundation, Health Care Costs 101, 2014 Edition 

U.S. Prescription Drug Expenditures, 
by Type of Payer 

Total Prescription Drug Spending: 
$263.3 billion 
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Quotes from: 
Hillary Clinton Proposes Cap on Patients’ Drug 

Costs as Bernie Sanders Pushes His Plan 
The New York Times, Patrick Healy & Margot 

Sanger-Katz, Sept. 22, 2015 

“Hillary Rodham Clinton proposed capping 
out-of-pocket drug expenses at $250 a month.” 

“Another would require drug makers to offer discounts to the 
federal government when it purchases drugs for patients in 
the Medicare and Medicaid programs.”  

“Now, at the same time that drug prices have 
been rising, insurance plans have asked 
individuals to take on a greater share of the 
burden. 
 
That means that more Americans are absorbing 
the cost of expensive drugs, and many are having 
difficulty affording the medicines. 
 
Mrs. Clinton’s plan is aimed at addressing both 
sides of that equation, by trying to discourage 
drug companies from overcharging for their 
products while preventing insurance companies 
from passing along those high prices to 
consumers.” 

Clinton’s Proposals 
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Payer Responses:  
Target on Drug Utilization 

1. Increased consumer cost sharing 
2. Changed physician payment incentives 
3. More stringent prior authorization 
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1. Consumer Cost Sharing and Benefit Re-Design 

 Consumers and patients are being required to pay 
an ever-larger share of medical and drug costs at 
the time of receiving care 
 Infused drugs managed through high-deductible plan designs 
 Oral drugs managed through tiered formularies, coinsurance 

 Affordable Care Act is limiting cost sharing: 
 Expansion of Medicaid, which has no cost sharing 
 Commercial plans: out-of-pocket cost share max  
 Public insurance exchanges: subsidies for cost sharing as well as 

premium 
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 Employers Move to High-Deductible Health Plans 

11 
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Individual Consumers Favor High-Deductible Silver and 
Bronze Plans in ACA Insurance Exchanges 
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2. Physician Payment Methods Discourage 
Prescription of High-Cost Drugs 

 Some payers are offering oncologists a monthly 
per-patient fee, as supplement to office visit FFS 
 Care planning and shared decision making, drug management, patient 

education and monitoring, coordination with other providers 
 Oncologists adhere to approved (lower-cost) drug pathways 

 Some payers are offering bonus (shared savings) if 
oncologists reduce total spending below target 
 Reward for reduced spending on drugs, ED visits, hospitalization 
 Practices must perform well on quality metrics to obtain bonus 
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Anthem Blue Cross (39 Million members) 

 Anthem initiative focuses on pathways adherence, 
as means to reduce use of most expensive drugs 

 Oncologist supplies clinical and demographic data, 
selects one of Anthem-developed pathways and 
remains adherent to it for 80% of drugs used  
 FFS for office visits and cost-plus for drug acquisition remain in place 

 Oncologist submits claim for $350/month care 
planning and management fee (for patients in 
active treatment) 

 Savings expected from lower drug expenditures 
(not from lower ER, IP admissions) 
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Medicare (42 Million Beneficiaries) 

 Medicare model combines monthly care 
management fee with shared savings bonus 
 Oncologist bills $160/month for 6 months for patients in active 

treatment, in addition to FFS for office visits 
 Must comply with IT ‘meaningful use’, clinician accessible 24/7, patient 

‘navigation’ services, care plan for every patient consistent with IOM 

 Shared savings based on difference between future 
and past expenditures on physician, drug, hospital, 
and all other services to cancer patients 

 Medicare will also be reducing physician payment 
for managing branded biopharmaceuticals, 
increasing payment for generic chemotherapies 
 

 



16 

3. Private Payers Increase Prior Authorization 
Requirements for Expensive Drugs 

 Private payers impose requirements on physicians 
seeking to prescribe/administer expensive drugs 
 Prior authorization: physician must submit request to payer 

documenting appropriateness of the drug for the patient 
 Step therapy: physician must first prescribe payer’s preferred drug 

(e.g., cheaper alternative) and only move to more expensive drug if 
patient does not respond, or experiences toxic side effects 

 These utilization management programs are now 
being applied to a wider range of drugs and are 
becoming more stringent 
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Prior Authorization is Becoming More Stringent.  
Example: Rheumatoid Arthritis Biologics 

Degree of management Is Increasing 

Bio Managed 1 
 

• Requires prior failure 
or contraindication 
with 1 biologic 
therapy 

Bio Managed 2 
 

• Requires prior failure 
or contraindication 
with 2 or more 
biologic therapies 

Drug Not Covered 
 

Moderately 
Managed 

    Any of the following 

• Specialist approval 
required 

• Requires prior failure 
or contraindication 
with 1 DMARD (e.g., 
MTX) 

• Requires prior failure 
or contraindication 
with 2 conventional 
therapies (e.g., 
NSAIDs) 

• Initial authorization 
time limit  >3 months 
but  <6 months 

Highly Managed 
    

    Any of the following 

• Requires prior failure or 
contraindication with 2 or 
more DMARDs 

• Requires prior failure or 
contraindication with 3 or 
more conventional 
therapies 

• Requires prior failure or 
contraindication with 1 
DMARD AND 2 
conventional therapies  

• Severe RA only 

• Initial authorization time 
limit <3 months 

 

Source: Zitter Health Insights 
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Payer Responses:  
Target on Drug Pricing 

1. Private payers: formulary exclusion 
and price negotiations 

2. Public payers: deeper and broader 
mandated price discounts 
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1.  Private Payers Negotiate Price 
Rebates in Competitive Indications 

 Pipeline of innovation has made many specialty 
indications potentially competitive 

 Insurers negotiate price discounts and rebates 
based on threat of formulary exclusion and 
tightened prior authorization (not yet coordinated 
with consumer and physician incentives) 

 Increased use of HTA for ‘value-based pricing’ (this 
is mostly posturing, as part of negotiations) 

 Very large emerging differences between 
announced and actual paid prices 
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ICER: Value Assessment and “Value-based 
Benchmarks” for Pricing 

Source: Institute for Clinical and Economic Review, “Evaluating the Value of New Drugs and Devices” (2015) 
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2.  Public Payers Obtain, and are Expanding, 
Mandatory Drug Price Discounts, Relative to 

Prices Paid by Private Insurers 

 Medicaid (72 million members) 
 23% rebate, plus negotiated discounts 

 Safety net, cancer hospitals (340B) 
 23-75% discount on infused drugs, expanding to ambulatory drugs 

obtained in retail settings 

 Federal programs (Veterans, DoD, etc.) 
 Federal supply schedule: minimum 26% discount 
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“Geez Louise—I left the price tag on.” 
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