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VA 
	
                                  
      U.S. Department 
  of Veterans Affairs


Office of the General Counsel					In Reply Refer To: 02REG Washington DC 20420


Date:  December 20, 2013  

Subj:	Economic Impact Analysis for RIN 2900-AO91/WP2013-042, Copayments for Medications in 2014


We have reviewed this rulemaking package and determined the following.

1.  This rulemaking may have an annual effect on the economy of $100 million or more, as set forth in Executive Order 12866.  

2.  This rulemaking will not have a significant economic impact on a substantial number of small entities under the Regulatory Flexibility Act, 5 U.S.C. 601-612.   

3.  This rulemaking will not result in the expenditure of $100 million or more by State, local, and tribal governments, in the aggregate, or by the private sector, under the Unfunded Mandates Reform Act of 1995, 2 U.S.C. 1532. 

4.  Attached please find the relevant cost impact documents. 

Attachment:  Agency’s Impact Analysis, updated on December 20, 2013

Submitted by:

Robert C. McFetridge (02REG)
Director, Regulation Policy & Management
Office of the General Counsel






(Attachment)

Impact Analysis for RIN 2900-AO91/WP2013-042 

Title of Regulation: Copayments for Medications in 2014

Purpose:  To determine the economic impact of this rulemaking

Background:  This rulemaking amends the Department of Veterans Affairs (VA) regulation concerning the copayment required for certain medications.  Under current regulations, beginning on January 1, 2014, and in subsequent years, the copayment amount would increase based on a formula set forth in regulation.  The maximum annual copayment amount payable by Veterans would also increase.  For 2013, VA “froze” the copayment amount for Veterans in VA’s health care system enrollment priority categories 2 through 8 at their 2012 levels, $8 for Veterans in enrollment priority categories 2 through 6, $9 for priority categories 7 and 8, along with the copayment cap amount at $960.  

This rulemaking freezes copayments at the current rate for Veterans in priority categories 2 through 8 for calendar year (CY) 2014.

Cost Benefit: There are costs to VA associated with this rulemaking.  From a society-wide perspective, these effects are categorized as transfers because the costs to VA are offset by gains in value to veterans.

Impact Analysis   
In CY 2014, copayments for P2-6 Veterans will remain at $8 and copayments for P7-P8 Veterans will remain at $9. Therefore the estimated impact is generated assuming that all priority group copayments will not increase to $10 on January 1, 2014, as the current formula for determining copayment increases would require.  

Methodology/Assumptions:  

VA used data from the Chief Business Office (CBO) Integrated Collections Forecasting Model (ICFM) which incorporates:
· Workload projections from the most recent version of the VHA Office of Policy and Planning Enrollee Health Care and Projection Model (EHCPM), and 
· A 90-day holding period for First Party copayment bills.
· As a result of the timing of the copayment increases (the start of the calendar year), First Party copayment collections would not be realized until at least 90-days post the increase effective date.  
· Because of this lag, 6-months of collections impacts are realized in FY 2014 and the remaining 6-months of collections impacts are realized in FY 2015.
· On January 1, 2015, medication copayments will default to $10 for all Veterans based on the formula used to calculate the copayment rate.

The copayment impact is derived by assigning the loss in collections per bill to the projected number of bills for each fiscal year.  ICFM produces 10-year budget estimates for each Published submission cycle.  
  
Currently, the copayment cap applies to Veterans in priority groups (PG) 2 through 6 who average more than 10 prescriptions per month.  The FY 2014 projections assume that the cap criterion (10 or more prescriptions per month per Veteran) remains the same.

Lost Revenue Collections:  VA anticipates the medication copayment freeze in CY 2014 would generate a decrease in First Party Pharmacy copayment revenue from current budget levels for Veterans in PG 2 through 8 who require a copayment for certain medications. 

Based on ICFM data from October 2013, VA estimates a decrease of approximately $66M in First Party Pharmacy copayment revenue for Veterans in PG 2 through 6 and $27M for Veterans in PG 7 and 8 in CY2014. 

Table:  Revenue Impact of CY2014 Medication Copayment Freeze


[image: ]

1 Each Pharmacy bill may have multiple 30-day equivalent scripts 
2 Total numbers will not add due to rounding 
3 P2-6 increase from $8 to $10 and P7-8 increase from $9 to $10; 6-month impact due to 90-day lag in billing
4 FY2015 quarterly impacts are derived from annual forecasts so the impact for each quarter is equal

Estimated Impact: VA has estimated that the total pharmacy copayment revenue loss based on this policy alone is calculated to be $93M in CY2014 and $30M in CY2015, due to a 90-day holding period for copayments that were incurred from October to December 2014.  Alternatively, the estimated total impact is $63M in FY 2014 and $60M in FY 2015.  VA anticipates that the impact of the annual copayment cap is likely to be negligible.

Submitted by:
Kristin J. Cunningham
Director, Business Policy
VHA Chief Business Office
Washington, DC
December 20, 2013
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(January 2014 to September 2014) 8,380,248 ($5.32) ($44,577,089) 6,598,959 ($2.73) ($18,599,896) ($63,176,985)

FY2015 

4

 (October 2014 to December 2014) 8,450,575 ($2.56) ($21,618,468) 6,645,335 ($1.29) ($8,602,382) ($30,220,849)

FY2015 

4

 (January 2015 to March 2015) 8,450,575 ($2.56) ($21,618,468) 6,645,335 ($1.29) ($8,602,382) ($30,220,849)

($66,195,557) ($27,202,278) ($93,397,834)

($21,618,468) ($8,602,382) ($30,220,849)

($87,814,024) ($35,804,659) ($123,618,683) Total Total
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