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Insurers, Medicaid programs and patients 
are grappling with the high cost of specialty 
drugs, a new breed of treatment that can be 
very effective, but financially out of reach. 

Specialty drugs make up a relatively small 
percentage of total prescriptions written, 
but costs are rising. According to pharmacy 
benefits manager Express Scripts, specialty 
drugs comprised nearly 32 percent of its 
prescription claims costs in 2014, up from 
12 percent in 2009.

By some estimates, spending on specialty 
drugs will total more than $400 billion a 
year by 2020, amounting to almost half of 
prescription drug costs and over 9 percent 
of national healthcare spending. 

Those numbers have put insurers, Medicaid 
programs and consumers in a difficult 
position. While the drugs are extremely 
expensive, they are also very effective. It 
also raises the larger question of whether 
individuals with these conditions should 
bear a larger share of the cost or whether 
those costs should be shared among 
all members.

Take, for example, Sovaldi, a hepatitis C 
specialty drug that was introduced in 2014. 
Over 3 million people are estimated to 
suffer from hepatitis C, many covered by 
Medicaid. The good news is Sovaldi’s cure 
rate is greater than 80 percent. The bad 
news is the treatment costs $84,000. Other 
specialty medications — including Blincyto, 
a new leukemia drug — cost even more. 

During the last two years, about 18,000 
people in the Arizona Health Care Cost 
Containment System (AHCCCS) were 
diagnosed with hepatitis C. About a quarter 
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of those members also qualify for Medicare.

Even when you take out these “dual 
eligibles,” the cost of treating the remaining 
population could reach up to $1 billion.

In response, Arizona – like other states – has 
implemented a prior authorization system to 
manage utilization. AHCCCS Director Tom 
Betlach said “a few hundred” people have 
received treatment, and the state has added 
$50 million to the capitated rates it pays 
insurers to cover those costs.

Insurance companies are also investigating 
various ways to address specialty drugs. 

The most popular approach is to establish 
separate copayment and/or coinsurance 
benefits for specialty drugs, up to the out-
of-pocket maximum. But those annual 
maximums can be as high as $6,500 per 
individual or $13,000 per family.

Complaining this kind of cost sharing is 
discriminatory, about 300 advocacy groups 
filed a letter with the Department of Health 
and Human Services to express their 
concerns. 

Other approaches insurance companies are 
considering or already using to help control 
costs include: stricter prior authorization 
standards, step therapy, stronger pharmacy 
benefit manager contracts and the use of 
separate specialty pharmacies.

These approaches may help lower the rate 
of increase in the cost and utilization of 
such drugs. Actual savings would require 
substantial policy reform at the state and 
federal level.

RISING SPECIALTY DRUG COSTS CHALLENGE PAYERS

DUPLICATION WITHOUT WRITTEN AUTHORIZATION VIOLATES FEDERAL LAW

Arizona providers will soon have a new 
accountable care organization (ACO) option 
that includes more potential upside, as well 
as more risk.

Last month, the Centers for Medicare and 
Medicaid Services (CMS) launched the 
Next Generation ACO Model, a response to 
feedback the government has received since 
beginning the Pioneer and Medicare Shared 
Savings programs years ago. The new 
model also reinforces CMS’ commitment of 
moving 50 percent of Medicare payments to 
alternative payment models by 2018.

The Next Generation ACO includes regional 
benchmarks and flexible payment options 
that are more stable and predictable than 
the current national benchmarks. It includes 
four payment systems and two risk tracks 
that use a combination of fee-for-service and 
capitation. One of the tracks includes almost 
full financial risk to the ACO.

Unlike existing ACO options, patients will be 
able to voluntarily sign up for ACOs. In return, 
they will pay reduced or no co-pays for some 
services like primary care. Patients will still 
ultimately have a choice of providers. 

CMS is also changing some requirements 
that have hindered ACOs in existing models, 
including the 72-hour rule requiring acute 
care stays prior to admission to a skilled 
nursing facility. 

The Next Generation ACO seems best suited 
for large organizations already managing 
population health and taking risk. The first 
applications are due June 1. Stay tuned to 
find out which Arizona ACOs move down the 
road to capitation, and which stand pat with 
their current deals.

CMS LAUNCHES NEW MODEL
NEXT GENERATION ACO 
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House Bill 2643: Arizona Gov. Doug Ducey 
signed legislation April 14 disallowing state 
or local funding or personnel that enforces, 
administers or cooperates with the ACA. 
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The Republican alternative to the Affordable 
Care Act (ACA) is receiving renewed interest, 
given the GOP’s control of Congress and the 
pending Supreme Court decision regarding 
ACA subsidies.

Initially unveiled early last year, The Patient 
Choice, Affordability, Responsibility and 
Empowerment Act (PCARE) is currently just a 
“blueprint” and not in bill form. It retains many 
of the insurance features of the ACA, such as 
allowing children to stay on their parents’ plan 
until age 26 and banning annual and lifetime 
benefit limits. It revises several other key parts 
of the ACA, including changing the maximum 
ratio of premiums between the oldest and 
youngest members from 3:1 to 5:1.

The plan includes low-income subsidies, 
but fewer Americans would qualify. The ACA 
provides subsidies for people earning up 
to 400 percent of the federal poverty level 
(FPL). PCARE would offer subsidies up to 300 
percent of the FPL. Subsidies would also be 
adjusted by age.

PCARE eliminates much of the rest of the ACA. 
The individual and employer mandates would 
disappear, as well as the requirement insurers 
cover 10 essential benefits in all plans. States 
would no longer be required to use exchanges, 
though they would have that option. 

Arguably the most significant change would 
be regarding pre-existing conditions. Insurers 
would have to cover people with pre-existing 
conditions only if they maintained continuous 
coverage for at least 18 months. For those 
uninsured when the proposal was adopted, 
there would be a one-time open enrollment 
period during which people could buy coverage 
regardless of health status or a pre-existing 
condition. The plan would also revive state 
high-risk pools for people with pre-existing 
conditions by increasing federal funding for 
those pools. 

The ACA includes provisions for payment 
reform, including pay-for-performance, but 
PCARE focuses on Medicaid reform and cost 
transparency. Under the proposal, hospitals 
must provide consumers the average amount 
paid by uninsured and insured patients for 
the most common inpatient and outpatient 
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procedures. Hospitals would also be required 
to publicly post their charity care policies along 
with the amount of charity care provided. 

These are only some of the highlights of 
PCARE. The proposal’s backers — Sen. 
Richard Burr (R-N.C.), Senate Finance 
Chairman Orrin Hatch (R-Utah) and House 
Energy and Commerce Chairman Fred 
Upton (R-Mich.) — say they plan to work with 
lawmakers and healthcare experts to refine 
the blueprint. 

Chief Executive Officer Sandy Haryasz will 
retire from Page Hospital as in August 2015, 
capping a 32-year career with Banner Health.

Ken Yergey was named vice president of 
network management and contracting for 
Bridgeway Health Solutions. 

Steve Derouin is now the director of network 
management for Arizona Care Network.

Aetna promoted Natalie Perrino to director of 
account management.

DOC FIX PASSES; RIP SGR
On April 16, President Barack Obama signed 
legislation that makes sweeping changes to 
the way Medicare pays physicians for care.

The legislation, which received bipartisan 
support, permanently repeals the sustainable 
growth rate  (SGR) formula, ending the threat 
of substantial cuts - in the neighborhood 
of 20 percent - in physicians’ Medicare 
reimbursement.

Physicians will receive a .5 percent increase 
in each of the next five years before moving 
to a system that rewards their participation 
in “alternative payment models” like value-
based purchasing, bundled payments 
and accountable care organizations. The 
comprehensive law also includes a two-year 
extension of the Children Health Insurance 
Program, delays reductions in disproportionate 
share hospital payments and increases funds 
to community health centers. 

The new law, estimated to add $140 billion 
to the federal deficit over the next 10 years, 
is only partially funded. About $70 billion is 
funded by Medicare premium increases to the 
wealthy, reductions to post-acute providers 
and Medicare benefit cuts. 

The Medicare Payment Advisory Commission, 
which advises Congress, says the SGR 
formula was “fundamentally flawed” and 
provided “no incentive for providers to restrain 
volume.” 

No fan of the ACA, Ducey will wait until 
the outcome of King vs. Burwell before 
discussing the state’s options. The Supreme 
Court’s much-anticipated ruling could 
disallow subsidies in the federally facilitated 
marketplace (HealthCare.gov), where more 
than 155,000 Arizonans recently purchased 
health insurance with the assistance of a 
federal premium subsidy. 

Senate Bill 1257: Behavioral health services 
will now be administered by the Arizona Health 
Care Cost Containment System (AHCCCS) 
instead of the Department of Health Services 
(DHS), thanks to a bill signed by Ducey April 6. 

With the move, part of a larger effort to integrate 
behavioral and physical health, AHCCCS will 
now oversee additional staff members from 
DHS. AHCCCS Director Tom Betlach says 
no layoffs are planned at this time, and the 
agencies are working together to determine 
what the new organization will look like. Some 
positions may be eliminated, but the agencies 
will work to identify other opportunities that 
exist within the organizations.

COMINGS & GOINGS




