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ACTI ON NARRATI VE

3:21:38 PM

CHAIR KURT OLSON called the House Labor and Commerce Standing
Commttee neeting to order at 3:21 p.m Represent ati ves

Thonmpson, Holnmes, MIller, Johnson, Saddler, and dson were
present at the call to order.
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HB 218- PRESCRI PTI ON DRUG SPECI ALTY Tl ERS

3:21: 54 PM

CHAI R OLSON announced that the first order of business would be
HOUSE BILL NO 218, "An Act prohibiting an insurer fromusing a
drug fornulary system of specialty tiers under certain
ci rcunst ances. "

3:22:26 PM

JANET OGAN, Staff, House Health and Social Services Committee
(HSS), Representati ve Wes Kel | er, Chai r, Al aska State
Legi slature, on behalf of Representative Ws Keller, Chair, HSS
stated that specialty nedications are used to treat conplex
chronic diseases continue to be the fastest grow ng segnents of
overall drug spend. While traditional drug spend slowed to an
increase of only 1.5 percent in 2008 - and she believed that it
is up to 16.3 percent - specially drug spend continued its
steady clinb increasing up to 15.4 percent. This bill would
protect patients with critical illnesses from sudden changes in
their drug treatnent and therapy protocols which nmay
unexpectedly deprive the patient from critical therapies due to
the inability to pay for the drug or sufficient time to plan
alternative financial or therapeutic strategies.

M5. OGAN conti nued. Currently, insurance conpanies can change
their reinbursenent policies with only a 30-day notice, often
forcing the patient to absorb thousands of dollars of unexpected
costs for expensive specialty drug therapy. By extending the
notification period the savings for the patient will be absorbed
by the rest of the policyholders on the plan. This may give the
patient additional time to explore other options which may all ow
for a transition to a nore affordable plan wth simlar
t herapeutic results.

M5. OGAN conti nued. Wthout these specialty drugs quality of
life deteriorates and long-term health care cost may increase.
Additionally, cost savings may be achieved by exploring options
i ke managenent through specialty pharmacies that drug
utilization nonitoring specifically designed for hard to manage
condi ti ons.

M5. OGAN explained that this bill would extend the insurance

conpany notification period to within 90 days to inform the
insured that when these drugs go from one tier to another tier
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Specifically, insurance used to pay a flat pay for nedication

however tier 4 drugs becanme a co-insurance drug, which neans the
drug recipient pays a percentage of the drug cost. | f the drug
costs $4,000 retail, the recipient will pay at |east 30 percent
or $1,200 out of pocket. She related that this bill elevates an
awareness of this change to allow people with chronic illnesses
to plan ahead for these changes in their therapies.

3:26: 27 PM

REPRESENTATI VE JOHNSON said he reviewed |letters of opposition in
nmenbers' packets. He asked for driving forces for those in
support of the bill and those opposi ng HB 218.

M5. OGAN answered that some individuals are adversely affected
by the tier 4 prescription drug costs. The Miltiple Sclerosis
Society is assisting with the bill, since specialty drugs are
typically injectable ones used by patients with chronic diseases
such as nultiple sclerosis (M5). The tier 4 drugs are expensive
to manufacture and the costs affect nmany people with chronic

di seases. The sponsor would like to find a balance. She
recapped that the driving force behind the bill has been
chronically ill patients have found thenselves in an awkward

position and do not have the funds or the time to find an
alternative therapy. She |isted sone people affected by tier 4
drugs are those with chronic illnesses or diseases, including
those with M5, rheumatoid arthritis, cancer, and henophili a.

3:28:24 PM

REPRESENTATI VE HOLMES asked whether this problem is the result
of a recent change.

M5. OGAN answered that tiering occurred in 2006 by Mdicare and
since then other insurers have reflected the Mdicare changes
She pointed out that Medicare has a cap, but private insurers do

not have a cap, although sone patients may reach out-of-pocket
deducti bl es ranging from $5,000 to $10, 000.

3:29:11 PM

REPRESENTATI VE HOLMES rel ated her understanding that this issue
has started to energe in Al aska.

MS. OGAN answered yes.
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REPRESENTATI VE HOLMES referred to Section 3 of the bill, to the

| anguage on l'ines 21-22, whi ch read,"...cost shari ng,
deducti bl es, or copaynent obligations are determ ned by unique
categories or special tiers...." She asked whether the |anguage

will be clear enough to distinguish.

M5. OGAN answered yes. In further response to Representative
Hol mes, Ms. QOgan agreed that specialty tiers refer to a term of
art and the termis clearly understood.

3:29:51 PM

CHAI R OLSON asked whether the tier refers not just to the drug
but the dollar value of the prescription.

M5. OGAN agreed it translates to the dollar value of the tier
drugs.

3:30: 38 PM

BRENDA ROBERTSON reported that her husband has been taking
Copaxone, an injectible drug, for over 10 years to slow the
progression of multiple sclerosis (MS). Last June, her nedica
insurer advised them their <cost of the daily injection
prescription drug would i ncrease by $1, 000 per nonth.

3:32: 05 PM

The commttee took a brief at ease due to teleconference
reception difficulties.

M5. ROBERTSON gave a brief history. She recapped that |ast June
t he pharmacy, a specialty pharmacy, wanted to |let her husband
know that his copay had gone up from $30 per nonth to over
$1,000 per nonth. She offered that his initial reaction was to

tell her he wanted to stop taking his nedication. The famly
had paid the insurance premuns faithfully, but now found they
were facing unbelievable expenses. She described that the
famly has learned to live with M5, the challenges this disease
brings to their lives, and their attenpts to do everything
possi ble to keep her husband healt hy. Since his diagnosis, he
has worked to push through the disease and be self-reliant, she
st at ed. He still wrks and has never asked for special
treatnment, but he also did not expect to be penalized for his
illness. He has no choice; however, others with the sane
i nsurance have affordable choices. He expected parity. The

practice of specialty tiering discrimnates anong those who are
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the sickest and puts their lives in danger. She asked nenbers
to imagi ne being diagnosed with such a debilitating disease and
the ensuing suffering only to be told the one nedication that
could keep them functioning is financially out of reach. She
said, "That is unfair and unconscionable." Rai si ng the anount
t hat people nust pay for a lifesaving nedication with no generic
option or alternative by over several thousand percent with no
notice is outrageous. She thinks people should be outraged to
hear their story. This committee represents her husband, her
famly, and other thousands of Al askans who are in danger. She
predi cted that insurance conpanies will tell the commttee they
need to save noney. She said she is synpathetic to the drug
conpani es, but realizing their savings on the backs of the nost
vul nerabl e Al askans cannot be noral or ethical.

3:36: 50 PM

M5. ROBERTSON stated that often these patients are the ones who
push through their hardships, working, and contributing to the

state's econony. Several states have banned the practice of
using specialty tiers and nmany others are addressing this issue
by placing a cap on a patient's annual expenditure. She
predi cted that when these Al askans with chronic illnesses |ose
their jobs because they can no longer afford the tier 4
prescription drugs, the insurance conpanies will save noney, but
the state will ultimately have to pick up the costs which wll
i ncrease over the long run. She and others testifying hope
menbers wll support the bill, which wll require a 90-day

notification period before changing soneone from co-pay to
specialty tier coinsurance. She further hoped this would be a

first step to help the chronically ill patients nanage their
medi cal expenses. She pointed out that in 90 days there wll
still not be a generic drug, any alternative, or any choice;
however, she also hopes her testinony will shed a light on this
issue and down the road the state can do even nore to help
protect the chronically ill from being further victimzed. She
encouraged nenbers to research what some other states are doing
to protect their chronically ill citizens.

3:38:33 PM

JIM FREEBURG, Advocacy Director, National Miltiple Sclerosis
Soci ety, Geater Northwest Chapter, reiterated the coments made
by Ms. Robertson. He stated that this initiative is of great
concern to National Miltiple Sclerosis Society (NVSS). The
organi zati on has been seeing this trend becone nore prevalent in
the nation. He encouraged the |legislature to help the NVSS take
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some steps to increase transparency around the use of specialty
tiers and nove towards the conplete elimnation of tier drugs in
the future.

3:40: 09 PM

REPRESENTATI VE HOLMES recalled Ms. Robertson nentioning trends

She expl ained one approach to address the problemis to require
a noticing period, but sone states are going to an outright ban
on specialty tiers, while still others are placing a cap on out-
of - pocket expenditures. She inquired as to whether he had a
sense of how many states were choosing each of these renedies.

MR. FREEBURG said he did not have figures for all of states, but
offered to research this. He explained that New York is the
first state to adopt an outright ban and he offered his belief
that Vernont has a one-year ban on specialty tiers. He rel ated
other states are still considering which approach is the best
one to take. He stated that this issue may be addressed through
the essential health benefits package as part of the federal
PPACA. Each state may have an opportunity to address the issue
t hrough that process.

REPRESENTATI VE HOLMES rel ated her understanding that states are
still in the early stages of deciding the best approach.

MR. FREEBURG answer ed yes.
3:41: 54 PM

CHAIR OLSON asked for clarification on actions taken in
California and Washi ngt on.

MR. FREEBURG answered that a bill is before the WAshington
| egi slature that would prohibit specialty tiers, but the bill
has not noved forward. He said he hoped to address this through
the essential health benefits package. Montana's | egislature
neets biennially so this issue has not been brought forth yet,
but he hopes to do so in 2013. He related the growing trend is
to treat nore and nore illnesses and di seases with prescription
drugs rather than procedures. He said insurers are sonewhat
slow to catch up to this and realize their coverage for nedica
treatments have been traditionally generous, but not for
pharmacy benefits, in part, because in the last 10 to 20 years
not as many treatnents have been available via prescription for
the chronically ill M patients. He offered his belief that
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this trend will continue as pharmaceutical conpanies inprove
drugs to treat difficult conditions such as Ms.

3:43: 30 PM

REPRESENTATI VE SADDLER referred to nenbers' packets with respect
to tiers 4 and 5 as specialty tiers and asked for further
clarification.

MR. FREEBURG answered that tier 1 is typically a generic drug
with a small $3-5 copay. Tier 2 would be a preferred brand nane
drug, and tier non-preferred brand name drug, which is usually
the result of a negotiation between the insurer and the
phar maceuti cal conpanies. These drugs are also increasing in
price; however the specialty tier 4 drugs typically have a
coi nsurance percentage amount. Thus tier 3 may be $30 copay but
tier 4 would range from 30 to 50 percent coinsurance paynents.
He characterized the cost passed on to the patient as a drastic
i ncrease, which has pushed the responsibility for the drug cost
to the consuner.

REPRESENTATI VE SADDLER rel ated his understanding that the cost
noves from a dollar cost to a percentage basis as the tiers
pr ogr ess.

MR. FREEBURG agr eed. In further response to Representative
Saddler, M. Freeburg explained that he thinks the difference
between tier 4 and tier 5 drugs wll result in an increasing

per cent age, perhaps 30 percent and 50 percent, respectively. He
related his understanding it would |ikely be based on the cost
of the drug or its relative efficacy conpared to other drugs in
within a simlar class. He offered his belief that Medicare
defines specialty drugs as those costing nore than $600, but an
outright ban would not fully address the problem patients are
experi enci ng.

3:45:59 PM

REPRESENTATI VE SADDLER asked whether health care plans have
backup insurance guarding against an increase in prescription
drugs, simlar to a rider.

MR. FREEBURG answered that he did not know He said that

frequently prescription drug costs are not capped as it
typically happens with nedical benefit caps.
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CHAI R OLSON suggested that the high-risk insurance pool includes
prescription drugs, but the pool is primarily used by patients
wWth pre-existing conditions. He further suggested sone del ays
are happening in anticipation of the pending U S. Suprene Court
decision in the Patient Protection and Affordable Care Act
( PPACA) .

MR. FREEBURG agr eed. He also thought there is a limted
bandwidth to tackle this conplicated issue. He identified the
insurers as the m ddl eman. He has viewed increased prices by
phar maceuti cal conpani es. Additionally, sone of the drugs are
somewhat new so treatnments and best wuse are still being
identified. He suggested that it is also difficult for diseases
such as M5 since the effect varies from person to person. He
was unsure about how this fits in for cancer or arthritis
treatments. In New York the specialty tiers were not in place
prior to the bill being passed so insurers did not have to
change anyt hi ng. He expressed concern that if nothing is done
nore and nore specialty tiers will occur and at that point the
cost increases will be too significant to have an inpact, so if
the problem can be resolved early on it will be sonewhat easier

to deal with.
3:48: 51 PM

REPRESENTATI VE SADDLER asked whether the higher tiers of drugs
are nore effective or if the price is due to stratification or
bracketi ng.

VR. FREEBURG answered that it varies from condition to
condition. He stated that no other drugs are available to treat
M5 except specialty drugs to treat the underlying disease. He
said he was wunsure how that applies to cancer, rheumatoid
arthritis, or henophili a.

REPRESENTATI VE SADDLER asked whether any tier 2 or 3 drugs could
address Ms or if MS nmust be treated with tier 4 and 5 drugs.

MR. FREEBURG answered that MS drugs could be placed on tier 3,
but i nsurers choose to place the drugs on tier 4 or 5.

REPRESENTATI VE SADDLER asked whether it is nore of a price or
coverage i ssues.

MR. FREEBURG agreed. He said the insurers may tell you they are

trying to look at the efficacy for differences drugs within the
sanme class, but that is not the case for M5
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3:50: 08 PM

REPRESENTATI VE JOHNSON asked how |ong New York has prohibited
specialty tiers.

MR. FREEBURG offered his belief the ban went into effect in
2010.

REPRESENTATI VE JOHNSON stated that if the copaynment stays |ow
the additional cost will be a shared cost. He inquired as to
how much of an increase would be spread per individual in an
i nsured group.

MR. FREEBURG answered that a California study attenpted to
answer this question. He referred to a summary in nenbers’
packets prepared by conmttee staff.

REPRESENTATI VE JOHNSON said he would like the information. He
related his understanding that sonmeone will bear the cost so he
is wondering what the cost will be for the average consuner. He
said it may be mnimal and the size of the program would |ikely
mtigate sone of those. He thought that the snmaller prograns
woul d be nore affected than the | arger groups.

3:51: 59 PM

CHAIR OLSON characterized the pending decision in the US.
Suprene Court case as the "900-pound gorilla” and until that
case is settled and everyone knows the operating rules that it
is extrenely difficult to get projections fromthe state.

3:52:17 PM

SHEELA TALLMAN, Manager, Legislative Affairs, Blue Cross Blue
Shield of Alaska [Prenera], spoke in opposition to HB 218. She
poi nted out that she has provided the conmttee with a nenp that
outlines the concerns Blue Cross Blue Shield [Prenera] as well
as sone conceptual anmendnents that m ght be considered as part

of this discussion. She provided sonme background information.
She stated that specialty drugs nake it possible to treat
di seases for which there are few avail able therapies. They

provi de new options for patient treatnents. The specialty drugs
are one of the fastest growng parts of the overall

pharmaceutical benefits. She said less than three percent of
specialty pharmaceuticals, but represents 25-30 percent of the
t ot al payor medi cal costs. She indicated this is a
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significantly growing area inpacting costs and enployers have
recognized this and want to offer pharnaceuticals it their

enpl oyees yet want to nmeke it nore affordable. Thus the
enpl oyer wants to meke the overall coverage and continue to
provide these benefits. The focus really should be on

encour agi ng pharmaceutical conpanies to develop generic options
for the specialty drugs to make it nore affordable for a |arger
nunber of people. Premera offers a 3-tier or 4-tier benefit
option for nenbers. Sonme of the plans can offer an optional
backstop such as an out of pocket maximum for prescriptions.
She wunderstood the inportance of transparency and providing
consuners accurate information about their benefits and out of
pocket costs. The Prenera currently provides detailed
informati on about benefits wupon application and renewal for
i ndi vi dual s and enpl oyer groups.

3:55:19 PM

M5. TALLMAN expl ained this includes information on cost sharing,
deducti bl es, and copaynent terns applicable to pharmacies and
specialty pharmacies tier. This information is provided 30 days
prior to when the terns apply. The Prenera provides another
notice when any changes occur to the plan fornularies. She
provided an exanple, such as when a generic drug becones
avai l able, which would shift an existing brand drug to a
different tier. The Prenmera sends nenbers a notice 30 days
prior to the change. The Prenera notifies nenbers by mail 45
days of any changes that may inpact their rate. She expressed
concerns that this bill requires a 90-day notice tinmefraneg,
which would inpact the application and renewal cycle since
Prenera would need to provide information nuch further in
advance of the effective date. The notice requirenment would be
duplicative to current processes just described and the new
federal health care reformrequirenent. This would add cost and
could create confusion when nenbers receive several notices

about their benefits. She explained the requirenent in the
Patient Protection and Affordable Care Act (PPACA). Begi nni ng
on  Septenber 23, 2012, insurers  nust provide specific

information to nmenbers about their coverage and benefits. Thi s
i ncludes a very specific breakdown of the generic drug tier, the
preferred brand drug tier, the non-preferred and specialty tier.
Additionally, for weach tier, the Premera nust provide the
specific cost sharing requirenents. This information nust be
provided at initial application, renewal, and upon request by
t he individuals. Further, the Prenmera nust also provide a md-
year notice triggered by any changes to the four tiers to
menbers at least 60 days prior to the effective date of the
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changes. She pointed out that this requirement will apply to

all plans, including the grandfathered, the non-grandfathered
pl ans, individual groups, and self-funded plans - including the
pl an.

MS. TALLMAN answered that 50 days; this wll apply to all plans,
gr andf at her ed, non- gr andf at her ed, and [ Enployee Retirenent
| nconme Security Act of 1974] "ERI SA" plan. The Prenmera opposes
HB 218, since it would require another notification and costs
above the ones for the processes already in place and for the
new requi rements under the federal PPACA

3:58: 07 PM

CHAIR OLSON recalled that the problem could be partially solved
by drug conpanies developing generic drugs for the specialty

condi ti ons. He said he thought generic drugs canme about when
the patents expire. Thus the generic drugs are not devel oped
but are regular drugs after the patent I|ife expires. He

recalled specific drugs may have a nolecule or tw changed to
make a new drug; however, he did not think specialty drugs are
devel oped.

M5. TALLMAN said she believed he is correct. She suggested that
it wwuld be to work towards reducing the nunber of years a
patent remains in force to encourage generic alternatives are
avai |l abl e nore quickly.

3:59:35 PM

CHAIR COLSON asked whether she has developed any nodels and
i npacts on Bl ue Cross.

MS. TALLMAN answered that she has not done a cost inpact for the
increased notification requirements from 30 days to 90 days
requi red under HB 218.

CHAIR OLSON related his wunderstanding the Prenera does not
currently know the costs.

M5. TALLMAN responded no, that it is nore that multiple notices
will be generated and sent out. She under stood Washi ngton and
Oregon woul d remain at 30 days.

4:00: 30 PM
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CHAI R OLSON suggested the inpact for Prenera may be two percent
or 15 percent, but Premera is unsure.

M5. TALLMAN answered yes. She said she did not currently have
information. In response to Chair O son, she offered to provide
figures to the commttee.

4:00: 54 PM

REPRESENTATI VE THOVPSON rel ated a scenario in which a couple has
been paying insurance for 20 years, thinking it wll cover
nmedi cal costs. One of them gets cancer and the insurance

conpany ends up covering hundreds of thousands of dollars for
treatments and operations. He asked for the effect on insurance

compani es. He suggested it is not any different for
prescription coverage than for nedical coverage for cancer
patients. He wondered if the rules could just change on copay
for nedical coverage. He was wunsure why this is being
att enpt ed. He offered his belief it doesn't seem fair to the
peopl e who have bought insurance to have coverage and protect
their savings. He pointed out that all of a sudden their
deductibles are increased to $1,000 or nore per nonth when they
have been paying the insurance prem uns. He expressed concern

ot her unexpected cost increases could potentially occur besides
prescription costs. He said he offers this as a statenent.

4:02:20 PM

CHAIR OLSON said he has difficulty understanding the problem of
changing notices from the current 45 day requirement to 90 day
notice for Premera under the bill. The overall effect would be
to increase the notice by 45 days. He questioned the difficulty
and why this would add significant costs for Prenmera. He asked
Ms. Tallman to provide the commttee with a ball park figure for
i ncreased costs.

REPRESENTATI VE SADDLER asked for the form Premera wll use to
notice the increased costs. He suggested that in his experience
that nore conpani es have been noving to using Internet noticing,
online accounting, or noticing by e-mail. He asked for a
breakout and the nature of the costs as part of the information
Ms. Tallman will provide to the commttee.

M5. TALLMAN said she would try to do so. She suggested that one

way is consider the patient would be paying a differences rate
during the 90 day period than the 30 day period, so a
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differences rate structure would occur over a |onger period and
woul d drive up the costs.

4:04:16 PM

CHAI R OLSON suggested the Division of Insurance mght be able to
answer that question but Linda Hall is not avail abl e today.

REPRESENTATI VE SADDLER asked for an explanation as to whether
Premera bases its costs between tier 4 and tier 5 drugs and if
it is based on efficacy or solely on the costs.

M5. TALLMAN responded that the tier 4 drugs are specialty drugs
typically injected and used to treat conplex nedical conditions.
These drugs usually require nore specific handling and
i nvol venent with the physician so she thought the guideline was
a broad guideline. She added that Prenera is |ooking at
efficacy to provide nore value based and its clinical
effectiveness. That would be another way to develop tiers, for
exanple, if tw drugs are in the market but one provides a
better benefit such as extending their |life would be placed on a
lower tier versus a less effective drug which would be placed on
a higher tier.

4:06: 35 PM

REPRESENTATI VE SADDLER asked if a higher tier inplied a nore
effective drug.

M5. TALLMAN answered not currently under the standard system
She pointed out that tier 4 is a way to identify those drugs
that need special handling and storage and are ones used to
treat nore conpl ex conditions.

4:07:01 PM

REPRESENTATI VE SADDLER related his understanding that tier
inplies some additional benefit that is a cunulative effect. He
questioned whether the tiers should be considered as different
categories of drugs.

MS. TALLMAN answered yes, that the tiers begin with generic, the
non-preferred, followed by a brand drug.

REPRESENTATI VE SADDLER understood typically for tiers that each

tier enconpasses the previous attributes plus a little extra.
He asked whether a tier 6 is forthcom ng.
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M5. TALLMAN answered that tier 6 mght be sonething reviewed,
but it is nore about providing a val ue-based benefit structure
for nenbers in which the drugs fall into the various categories
based on its efficacy and benefits to the nenber.

4:07:58 PM

REPRESENTATI VE SADDLER asked for further clarification on tiers.
He related his wunderstanding that tiers refer not just to
handl i ng but the value to the consuner.

M5. TALLMAN answered that is what Prenmera is currently
devel opi ng. She explained it is not out in the marketplace but
the Prenmera is focusing on trying to categorize drugs based on
their quality, value, and effectiveness not necessarily the
standard generic brand or preferred brand. She pointed out that
one tier could enconpass brand nane or generic drugs but the
focus is on exam ning the effectiveness.

4:08:48 PM

REPRESENTATI VE SADDLER understood she stated the higher tier
inplied not nore effective, but now she is stating the higher
tier would be the nore effective drugs. He said he was
conf used.

M5. TALLMAN answered that she is talking about Prenera is
currently devel opi ng the val ue-based categori es.

4:09: 27 PM

REPRESENTATI VE WES KELLER, Al aska State Legislature, understood
that the tier system was devised by Medicare in response to the
hi gh cost of drugs. The real problemis the high cost of health
care. The tiers were devel oped by Medicare to nanage paynents
for drugs and the concept has been picked up by the private
sector.

4:10: 33 PM

CI NDY LAUBACHER, Senior Director, State Governnent Affairs,
Medco Health Solutions, stated that Medco is the parent conpany
to the Accredo Health G oup, which is one of the |argest and
| eading specialty pharnmacies in the U S The Accredo Health
Goup's clients include state enployee plans, union trust health
pl ans, who generally manage their prescription drug costs by
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mai ntaining a menber cost share of approximately 20 to 25
percent per tier, which includes the generic tier, tier 1, tier

2 and so on. In 2013, Medco's sponsors are working on having
approxi mately one percent of their drug spend going to specialty
drugs, which will represent approximately 20 percent of their
pl an costs. She expressed concern about the costs of
prescription drugs and in particular specialty drugs. She
hi ghli ghted the devel opnment of generic drugs or bio-equivalent
drugs. She reported Medco and Accredo are very active at the

federal |evel |obbying the Congress to reduce the patent tine on
t hese very expensive high-end drugs, specifically to get generic
or bio-equivalent drugs to the nmarket to reduce costs. She
highlighted that patients typically receive benefit notices
prior to the start of the benefit year, and when changes occur

during the benefit year. She related that Medco is very
concerned about causing confusion since plans nust provide 90
day, 60-day notices, and potentially another notice. She

reiterated that sending nunerous notices could create confusion
in the marketplace and anong patients. Therefore Medco and AHG
are opposed to the bill. She offered to answer questions on
tiers and drug costs and how to better address the issues.

4:13:51 PM

REPRESENTATI VE HOLMES said she is a little confused about
mul ti ple notifications. She referred to a letter from Prenera,
and acknow edged that the testifier is Medco, but the issue
raised is the sane. The Prenera expressed concern that if

federal |law goes into effect insurers nust notice their nenbers
at |east 60 days prior to a change. She did not understand the
reason the notices nust be nultiple notices. She asked whet her
the conpany could send on notice 90 days in advance to suffice
all the noticing.

M5. LAUBACHER answered that typically Medco is drawn into
hel pi ng plans nmanage. She pointed out the various notice
i nclude 90, 60, and 45 day notices. She offered to |look at the
federal law, but she thought the plans would still need to send
addi tional notices such as the 60 day notice required under the
PPACA. I n response to a question on the percentage of specialty
drugs, she answered that one percent of Prenera’ s drugs
di spended under their plan - Prenera is one of their clients -
are specialty drugs but provides 20 percent of the prescription
drug cost. She said it would be whoever is paying for plan
costs.

4:17:05 PM
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REPRESENTATI VE KELLER asked if sonme of the concern is worrying
about whether the bill would create a nandate for nore coverage
or whether it is just the notice requirenent.

M5. LAUBAHER answered that the concern is the notice since the
bill would not address the issue about increased cost for
Copaxone. She reiterated that HB 218 only pertains to the
notice requirenments and not the costs. She explained that Medco
is working at the federal level to reduce patent protection to
get generic drugs to the market, which should help keep costs
down.

4:18:42 PM

REPRESENTATI VE KELLER has a hard tine seeing that the
notification is a huge deal, but has been concerned about
mandat es.

4:19: 04 PM

CHAIR OLSON surm sed that the Division of Insurance can give 90
days' notice so long as it is prior to renewal.

M5. LAUBACHER related it has been their experience that changes
begin at plan year so prior to the new benefit patients are
provided with information on copay. She said it is uncomobn and
rare for changes in copay or insurance to occur during the year.
She checked with Medco and it is rare to see rate increase md
pl an year for an increase from $100 to $1, 000 nonth. She said
nost of their plan sponsors wll cap the copay. She expl ai ned
that a person may pay $10 to $20 per nonth for tier 1 or 2, but
tier 4 drugs are usually a percentage such as 20-25 percent.
Typically when soneone noves from copay to coinsurance, the
person would pay 20 percent with a cap of $200. She enphasized
that the exanple nade earlier really surprised her. She asked
for clarification and confirmation and Medco and ACCREDO said it
is extraordinarily rare for those types of large increases to
happen.

4:22:18 PM
CHAI R CLSON asked if it would be safe to assunme the majority of

people are covered by group plans rather than individual
cover age.
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M5. LAUBACHER answered that Medco and Accredo are limted to
group and not individual coverage. She explained that M.
Robertson and her husband may be under an individual policy.

CHAIR OLSON related that 75 percent of the plans are renewed on
January 1 or July 1.

M5. LAUBACHER answered yes. She confirnmed the two dates would
be the beginning of the cal endar year or the fiscal year.

4:23:20 PM
REPRESENTATI VE SADDLER asked where the inpetus of coinsurance
cones fromand if it cones fromreinsurance or whether the Medco

is followi ng the Medicare's |ead.

MS. LAUBACHER offered to get an answer, but generally speaking;
coinsurance is a tool used as an option to clients and not all

clients wuse coinsurance. Sonme choose flat co-pays. It is
sinply a tool available to clients to assist them in nmanaging
their prescription drug costs. She offered her belief that it

typically is used for tier 4 and specialty drugs due to the high
cost associated with specialty drugs.

4:25: 07 PM

REPRESENTATI VE = SADDLER asked whet her the conpany offers
coi nsurance for cost savings or if clients demand it.

M5. LAUBACHER answered it may be both. She did not know. She
said that typically the Medco responds to the nmarket. The
clients wll cone to them and say that their <costs are
skyrocketing and Medco woul d present coi nsurance.

CHAIR OLSON offered his belief that coinsurance is used to
ensure everyone has a vested interest in the cost. He said if
something is free it may be over utilized, but if the client is
paying for a portion of it, they have an interest in keeping the
cost down.

4:26: 02 PM
REPRESENTATI VE JOHNSON recalled specialty drugs represent one

percent of prescription drugs filled. He asked how many people
t hat represents.
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M5. LAUBACHER said she could get answer on the nunber of
patients served by specialty drugs. She ventured that it is
typically a small market including patients wth henophilia, M,
and rheumatoid arthritis. She was uncertain a specific nunber
is available for patients covered by specialty. She suggested
that it depends on the high cost of the particular drugs. She
suggested that a plan with high incidence of henophiliacs but a
| ow nunber of persons with other types of conditions so it
vari es by plan.

4:27:06 PM
REPRESENTATI VE JOHNSON asked how many notices woul d be sent out.

M5. LAUBACHER answered that the notices nust be sent to everyone
and not just the few patients with henophilia, but rather the
notices are sent to every plan nenber.

REPRESENTATI VE JOHNSON questioned whether HB 218 requires the
notices nust be sent to every nenber and not just the ones using
specialty drugs.

MS. LAUBACHER agr eed.
4:27:46 PM

CHAI R OLSON asked whether the term orphan drugs is what is now
call ed specialty drugs.

M5. LAUBACHER of fered her belief that is correct.
4:28: 15 PM

BARBARA JONES stated that her daughter was diagnosed wth
juvenile rheumatoid arthritis when she was 12 years old. She
was given a cocktail of drugs and needed to be hospitalized two
to four tines per year. She quit participating in sports and
went to high school part tine. About two years ago she started
on a specialty drug that costs $400 per week or $1.600 nonth

It was a miracle for our famly. She said that both she and her
husband have insurance. He has been on his job for 26 years and
has been contributing to health insurance long before their
daughter was born. She has been at her present job for 13
years. Currently, her daughter is doing very well. She
graduated from high school and is in her first year of college
at the University of Al aska Anchorage. She has been accepted
into the honors college. She has declared her nmgjor as
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chem stry and wants to study nedicine. She is on spring break
and will tour a research hospital. She will receive a spirit of
youth award with her work with other children with arthritis at
Arthritis Foundation Canp. This bill prom ses 90 days' notice

She assured nmenbers she wll not be confused by nmultiple
noti ces. She said, "W need this bill as a start to help ny
daughter and all the others who need these drugs to remain
productive and contributing nenbers of our state and our
comunity." She thanked nenbers for their work on this bill.
4:30: 42 PM

REPRESENTATI VE SADDLER asked how many notices she receives in a
year for prescription nedication for her daughter or health
i nsurance notices in general.

M5. JONES answered that she did not think there would be a
confusi ng nunber. She explained that she receives phone calls
from our specialty pharmacy alnost every week. They are not
conf usi ng. She did admt that in their famly they have a
di vision of |abor and her husband maintains a |log. She said she
does hear the tel ephone nessages and sees the mail. She said it
is not confusing to them

4:31: 38 PM

BARRY CHRI STENSEN, Pharnmacist, Island Pharmacy, Inc.; Co-Chair,
Legislative Committee, Al aska Pharmacists Association (AkPhA),
answered that the Al aska Pharnaci sts Associ ation has not taken a
position on HB 218.

CHAI R OLSON asked what inpacts he sees as a pharnaci st.

DR. CHRI STENSEN related the bill is a notification bill. He
acknowl edged that sonetinmes the pharmacists are caught when
patient comes in and cannot afford their nedications. He

related that many specialty drugs are distributed through
specialty pharmacies. He expressed concern for the patients but
t he AkPhA has not taken a stand.

4:33:16 PM

CHAI R OLSON asked for clarification on specialty pharnacies.

DR. CHRI STENSEN answered that Al aska does not have a regiona

specialty pharmacy but many of the drugs require refrigeration
which is sonmewhat problematic for sonme areas of Al aska. He
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acknow edged that nunerous specialty pharmaci es exi st across the
U. S.

4:34:12 PM

CHAI R OLSON asked whet her the pharnmacies break down the drugs by
condition or by drug.

DR. CHRI STENSEN answered that nost specialty pharmacies handle a
variety of specialty drugs and contact the manufacturer for
certain drugs. He acknow edged there could be one or two
pharmaci es that handle one or two drugs. He related his
understanding that the majority of them would handl e a nunber of
speci alty drugs.

4:34: 42 PM

CHAIR OLSON asked for clarification on who would regulate the
speci al ty pharnmaci es.

DR.  CHRI STENSEN answered that specialty pharnmacies would be
regul ated by both state and federal regulations. He expl ai ned
t hat the FDA primarily handles the regulation of t he
manuf act uring of the drugs.

4:35:39 PM
ANTONI A FIFLI S-FOMLER, ED, Director, Alaska Miltiple Sclerosis

Center (AlaskaMs), in conjunction with the National Miltiple
Sclerosis Society Geater Northwest Chapter, offered her support

for HB 218. This bill proposes only a sinple change from 30
days to 90 days noticing, but could result in a najor benefit of
decreased stress. The bill would increase the tinme to pursue

alternatives and other options for continuing therapy when
patients find thenselves unable to afford the increase out of
pocket copay or coinsurance inposed upon them unexpectedly.
Unfortunately, the stress created by unpredictable circunstances
and increased financial obligation - sonetines as nmuch as $1, 000

per nonth - often translates into worsening conditions for
people with MS, which can contribute in then not being able to
continue to work. She referred to a recent survey of Al askans

wth M5, which revealed that due to high cost and copays 41
percent have suffered financial strain, changed their treatnent
pl an, skipped nedication, nodified their dosage or stopped
treatnent altogether due to their inability to pay. She
enphasi zed that this is exactly what should be avoided. The
Al askaMs wants people to have access to these nedications at a
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reasonable rate. There are not any genetic alternatives and
when people lose access to these life-altering drugs the U S
w Il be regressing 30 years.

M5. FIFLIS-FOALSER said when she was first diagnosed with M
drugs were not available to treat M5. Young people were told to
go honme and wait for the inevitable to happen. They were unable
to work, were considered totally disabled, and were put on
Medi car e. She reiterated that people with M5 were a burden to

society. She acknow edged that there still is not any cure for
M5, but nedications devel oped over the past 20 years have sl owed
the progress of the disease. She pointed out that specialty

drugs are used to treat other diseases and conditions besides
MS. She said that nedications slow the progress of the disease.
She estimted about 1,000 Al askans have M5. Wthout HB 218 and
stronger legislation governing specialty tiering the nost
chronically ill Al askans  w || continue to shoul der an
i nequi tabl e burden of costs for their medication drugs than the
non-preferred brand nane drugs. She asked nenbers to consider
followwng in New York's footsteps and ban specialty tiers on the
grounds that they discrimnate against people with chronically
il She urged nenbers to vote for HB 218, which sends the
nessage that an increase in copay or coinsurance by 25-30
percent of the cost of the drug wi thout significant notification
- which she did not find confusing - is unfair and detrinental
to individuals. She concluded by stating that M5 is life
altering enough as are all these diseases. She asked nenbers
not to take away tools that help people with chronic illnesses
to live nore fully every day.

4:40: 14 PM
CHAIR OLSON pointed out that the U S. Suprene Court wll nmake

decisions on the federal PPACA and legislatures will be on hold
until the new rul es are adopted.

4:40: 59 PM
REPRESENTATI VE  KELLER thanked nenbers. He said that
pharmaceuticals are getting better and better. He said that a

recent University of Alaska Anchorage, Institute of Social and
Econom ¢ Research (ISER) study showed total spending for health
care in Alaska is $7.5 billion. He said that equals half of the

earni ngs of Al askans. He predicted the rate of increase wll
double in nine years. He could not fathom the potenti al
i ncreases.
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REPRESENTATI VE JOHNSON acknow edged the cri sis.

[HB 218 was hel d over. ]

4:42: 37 PM

The commttee took an at-ease from4:42 p.m to 4:45 p. m

HB 259- PHARVACY AUDI TS

4:45: 00 PM

CHAI R OLSON announced that the final order of business would be
HOUSE BILL NO 259, "An Act establishing procedures and
gui delines for auditing pharnmacy records; and providing for an
effective date.”

CHAI R OLSON opened public testinony on HB 259.
4. 45: 09 PM

ROSE KALAMARI DES, Admi nistrator, Al aska Teanster Trust Funds, on
behal f of the Teansters and the Teanster-Enpl oyee Trust Funds,
spoke in opposition to HB 259. She said she has read through
the bill and it is not well-defined and will be a confusing bill
for the state, especially since the state wll need to
adm ni ster it.

M5. KALAMARI DES then read from a prepared neno, dated March 16
2012, which read [original punctuation provided]:

Pl ans, such as ours, hire a pharnacy benefit nanager
(the PBM, which provides all pharmacy services to our
menbers and helps us control pharmacy costs. Part of
the role of the pharmacy benefit manager is to audit
the clains for our nenbers.

This bill clearly goes to protect the pharmacies but
does little for the consunmer (our nenber) who is the
payer. This is not a revenue neutral bill. This would
require state oversight which is duplicitous and
unnecessary. The bill is so poorly witten that it
woul d be onerous for the state to adm nister.

MS5. KALAMARI DES paraphrased that the contract between the PBM

and the pharmacies covers nuch of this. When a PBM contracts
with a pharmacy it covers all types of issues, including the
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notice requirenments contained in the first two subsections of HB
259.

M5. KALAMARI DES continued to read from a prepared neno, dated
March 16, 2012, which read [original punctuation provided]:

Wile we have no problem wth these, they are
unnecessary and an issue to the contracting parties.

W take particular issue with several of the
requi renments:

Subparagraph 3 requires the audit of a claim shall
occur within two years. Medicare and Medicaid require

10 years.
Subparagraph 4 is vague and not well witten. In
reading it, 1’m not even sure what supposed problem

they are attenpting to address.

Subparagraph 5 is vague and not well witten. Wio wll
decide the standards and paranmeters? Wat is the
definition of a “simlarly situated pharmacy?” The
contracts between the PBM and the pharmacy already
cover the auditing standards.

Subparagraph 6 is the npst objectionable in the
proposed | aw. One of the mmjor benefits of an audit is
for a consunmer to find fraud. For exanple, if a
phar macy IS comm tting fraud by mar ki ng up
prescriptions by $1, this subparagraph could hinder
the auditor’s authority to name it what it is—fraud.

Subparagraph 7 is vague and not well defi ned.

Subparagraph 8 is objectionable. There are several
parties involved in a prescription benefit plan

including the menber, the fund, the consultant, the
attorney, the PBM and the pharmacy. There are already
confidentiality agreenents inbedded in the contracts
bet ween the PBM and the pharmacy so these reports can
only be distributed to interested parties under the
contract terns.

4:48: 24 PM
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M5. KALAMARI DES continued to read from a prepared neno, dated
March 16, 2012, which read [original punctuation provided]:

Subparagraph 9 and 10 are objectionable. Extrapol ation
is used in nost audits. Wen you have volune cl ains,
it is not possible to audit every «claim SO
extrapolation is a reasonable nethod to determ ne the
anount the pharmacy should pay if errors are found.
Extrapolation is used in all fornms of audits. Besides,

if the error rate is high, the auditor will continue
to expand the sanple until they establish a pattern.
This is clearly an attenpt by pharmacies to limt

their financial exposure which is unfair to those who
are payi ng these cl ai ns.

Subparagraph 11 doesn’'t nmake sense. Dispensing fees
are not the only revenue the pharmacy receives. They
may claim this, but they make noney on the drug too.
There is a lot of revenue built into the dispensing
fee and is paid by the plan and should be part of the
overall claim

Subparagraph 12 is unnecessary. This is covered in the
contracts with the pharmacy and they generally allow
for 90 days.

Subparagraph 13 is i nteresting. In the prior
paragraph, the auditor nust deliver the audit “wthin
60 days” and in this paragraph, the pharmacy has “at
| east 30 days to respond.”" Clearly this entire piece
of legislation is tilted in favor of the pharmacy and
away fromthe consuner.

Subparagraph 14 is vague and could only create
probl enms and costs for the state who will be expected
to adm ni ster such a provision.

Subparagraph 15 is confusing. Doesn’t a final appeal
cone after a final audit report? 14 and 15 appear to
create an unending circle. Again, this is too vague to
adm ni ster.

Subparagraph 16 is unnecessary. This is covered in the
contract between the parties. Again, dispensing fees
should not be excluded from the final analysis of an
audi ted claim
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Subparagraph 17 is objectionable. How we pay our
auditors should not be sonething the pharmacy
dictates. The pharmacies do not pay for these audits.
Plans like ours do. Thereare nany different nmanners in
whi ch auditors may be paid. Restricting the consunmer's
freedom to contract with auditors on their own terns
i s objectionable.

Subparagraph 18 is objectionable. If we have overpaid
a pharmacy, why should they have had the use of our
revenue w thout refunding us, plus interest?

We have no objection with subparagraph 19.
4:51: 15 PM

CHAIR OLSON asked whether the Alaska Teanster-Enployer Trust
Funds receive a fee or rebate fromthe PBM based on the audit.

MS. KALAMARI DES answered that the nmanufacturer, but not PBM
provi de the rebates.

4:51: 37 PM

REPRESENTATI VE SADDLER referred to the objection in [paragraph]
11. He asked for clarification on who is paying the claim for
what, and to whom

M5. KALAMARI DES responded that the Alaska Teanster's Plan is a
self-funded plan and the plan is not insured. The noney that
pays for all the clains results fromdirect negotiations between
the union and the enployers who enploy the nenbers.
Essentially, it is the nmenbers' noney since it is part of their

wage package, including their nedical and pharnmacy benefits.
The Teansters contract with the PBM which is sinply an agency
that controls the pharmacy costs. She described the process.
Menbers take their prescription to a pharnacy, which is also
under contract wth the PBM The nmenbers bring in their
prescription drug cards, which identify them as Teanster nenbers
with health and pharmacy benefits. The pharmacy runs their
cards through the program which identifies the anmount the PBM
wll cover for the drugs and the anount the nenbers nust pay.

She concluded that at the end of the day the Teansters pays the
PBM for all pharmacy transactions for all Teanster nenbers.

4:53:44 PM
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CHAIR OLSON suggested that Representative Saddler mght be
confusing claim and benefit. He clarified that it is a claim
when the prescription is nmade against the plan, but the
prescription is a benefit to covered enpl oyee.

MS. KALAMARI DES agr eed.
4:53:56 PM

DI RK WHI TE, Pharmacist, White's Inc.; Menber, Board of Pharmacy,
Department of Commerce, Conmmunity & Econonic Devel opnent, stated

that the Board of Pharnmacy supports the bill. He said conmttee
menbers' should have a letter of support from the Board of
Pharmacy in their packets. The pharmacists do not have any

issue with audits being conducted for fraud and abuse; however,
when a prescription is legal, valid, and filled according to
state and federal statutes and regulations it should be allowed
to stand as unrecoverable. He indicated that audits can be very
costly to pharmacies and if pharmacies nust absorb these costs
it mght reduce access to the primary care community pharmacies
provi de when the pharmacies close. He pointed out that his
pharmacy is currently undergoing several audits that total about
$7,000 for two wheelchairs and he may need to close that portion
of his business since his pharmacy cannot suffer that type of
| oss. He said the pharmacy provided the wheelchairs to the
patients and the chairs worked well for the patients, but the
pharmacy cannot produce a certain piece of paper for the
audi t ors. There is no fraud or msuse, yet the auditors wl
likely require his pharnacy to repay the cost. He pointed out
that conplaints of fraud and m suse conme to Board of Pharmacy
and are reviewed. Thus he did not see the need for audits
outsi de of federal regulations. He commented that he has heard
previous testinony that pharmaci sts can negotiate their
contracts, but he has never received a returned contract
containing his nodifications. He lines out itens but the
revised contract is not returned and when he calls about the
contract is informed that he nust accept the ternmns. The
contracts are "take it or leave it." He also heard testinony
that dispensing fees cover the costs. He recently opened a
contract containing a dispensing fee of $1. The Al aska Medicaid
[and Health Care Policy, D vision of Health Care Services] did a
cost to dispense survey three years ago and found dispensing
fees should range from $11 to $27 in rural areas. He said that
no insurance conpany or PBM is currently paying that type of
di spensing fee. He urged nenbers to pl ease support HB 259.

4:57:04 PM
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JULI E MCDONALD, I ndependent Pharnacist, PHARVD, Board Menber,
Al aska Pharmaci sts Association, stated that she is speaking on
behal f of independent rural pharnacists. In 2008, she becane a
phar maci st . She initially thought the audits would be great,
but she has since conme to the opinion that audits are nothing
nore than an attenpt to recruit revenue back to the insurance
conpany. She described a scenario in which a patient naned Anne
obtains a prescription and the prescriber wites the nane as
Ann. The pharmacist fills the prescription and even though the
| ast nane, date of birth, and address make it very clear the
correct patient is being served, an auditor will say the doctor
did not put an "e" at the end of the nanme "Ann" and reach the
conclusion that is the wong patient. Next, the auditor wll
require repaynent for the original prescription filled as well
as every subsequent refill for the prescription drug. She
acknow edged this scenario only represents one instance, but she
has also seen independent pharnacies billed up to $12,000 on
audi t s. Rat her than highlight nunerous instances of problens
she has encountered, she offered to describe six trends she has
observed happening in audits: First, the selection of high cost
prescriptions to audit instead of an auditing prescriptions that
have high error rates or those drugs which are frequently
abused. Second, auditors consistently seem to arrive at the
busiest tine for the pharmacies, such as on a Mnday or the
first week of the nonth. Third, the audits greatly disrupt the
pharmaci sts from providing patient care and interrupts workfl ow.
Fourth, auditors use extrapolation to calculate overpaynent,
which results in grossly exaggerated figures. Fifth, auditors
frequently ask for docunentation that is not required by state
or federal law and has not previously been requested by
i nsurance conpani es. She related a scenario in which a patient
needed a prescription drug filled for a vacation - a vacation
suppl y. The pharmacist called the doctor and the insurance
conpany before filling the prescription early. The pharmaci st
noted remarks on the prescription including the reason for the
early filling. More than a year later the auditor wanted to
know why a specific code was not witten on back of the
prescription. The pharmacist did not understand the need for
the code and the auditor subsequently required repaynent of the
claim Sixth, the nost troubling of all is that pharmacies are
not left any neans to adequately appeal audits, which is
especially true for small independent pharmacies since these nom
and pop pharmacies do not have |egal departnments or other
resources available to them She concluded by noting that
sonetimes audits are conducted by insurance or PBMs owned by a
| arge chain store. Therefore small independent pharnacies are
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essentially being audited by their nmuch larger conpetitors. She
said she is not opposed to |arge chain pharnmacies; however, she
characterized this as simlar to having Burger King inspect
Bob' s Hanmburger Shop, which mght result in a large problem for

Bob. She appreciated the conmmttee's willingness to hear HB
259.
5:01:19 PM

REPRESENTATI VE SADDLER asked for the fourth trend.

DR. MCDONALD answered that extrapolation | eads to exaggerati on.

[ HB 259 was hel d over. ]

5:02:18 PM

ADJ QURNIVENT

There being no further business before the commttee, the House

Labor and Commerce Standing Conmttee neeting was adjourned at
5:02 p.m
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