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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:  August 20, 2015
From:
Chief Impact Analyst (02REG)
Subj:
Economic Impact Analysis for RIN 2900-AP15, Medication Copayment Freeze for 2015
To:
Director, Regulations Management (02REG)

I have reviewed this rulemaking package and determined the following.

1.  VA has examined the economic, interagency, budgetary, legal, and policy implications of this regulatory action and has concluded that it is an economically significant rule under Executive Order 12866 because it is likely to result in a regulatory action that may have an annual effect on the economy of $100 million or more.   

2.  This regulatory action is also a major rule under the Congressional Review Act, because it is likely to result in an annual effect on the economy of $100 million or more.  

However, this rulemaking falls within an exception to the requirement in 5 U.S.C. 801(a)(3) that a rule may not take effect until at least 60 days after the rule and accompanying report are submitted to Congress.  VA will submit a copy of this regulatory action and VA’s Regulatory Impact Analysis to the Comptroller General and to Congress, but the rule will become effective upon publication in the Federal Register.  The Secretary has determined in accordance with 5 U.S.C. 808(2) that there is good cause to make this regulatory action effective immediately because advance public notice and opportunity to comment thereon are impractical and contrary to the public interest. 

3.  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.   

4.  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. 

5.  Attached please find the relevant cost impact document. 

(Attachment):  Agency’s Impact Analysis, dated August 5, 2015
Approved by:
Michael P. Shores (02REG)
Chief, Impact Analyst
Regulation Policy & Management

Office of the General Counsel

(Attachment)

Regulatory Impact Analysis for RIN 2900-AP15 

Title of Regulation: Medication Copayment Freeze for 2015
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.  This document adopts as a final rule, with changes, an interim final rule amending the Department of Veterans Affairs (VA) medical regulations to freeze the copayments required for certain medications provided by VA until December 31, 2015.  Under that interim final rule, copayment amounts were maintained at the same rates as they were in 2014 (which were $8 for veterans in priority groups 2-6 and $9 for veterans in priority groups 7 and 8), and would have increased based on the prescription drug component of the Medical Consumer Price Index (CPI–P) on January 1, 2016.  This final rule extends the current freeze for copayments through December 31, 2016.

Cost Benefit:  There is a pharmacy copayment revenue loss to VA associated with this rulemaking.  However, from a society-wide perspective, the revenue loss to VA is offset by gains in value to Veterans.
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 2016 and the remaining 6-months of collections impacts are realized in FY 2017.

· The analysis extends the collections timeframe through March 31, 2017 to account for a full 12-months of revenue impact
· On January 1, 2017, medication copayments will default to the rate as calculated by the index in the rulemaking 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.  In CY2016, copayments for PG2-6 Veterans will remain at $8 and those for PG7-8 Veterans will remain at $9.  The anticipated loss in Collection per Bill is calculated as the difference between the collections if the copayments were held at the CY2015 levels and the collections if the copayments were increased to $11 as per the current formula.  The revenue impacts are derived using comparisons to collections under current policy.  Currently, the copayment cap applies to Veterans in priority groups (PG) 2 through PG 6 who average more than 10 prescriptions per month.  The FY 2016 and FY2017 projections assume that the cap criterion (10 or more prescriptions per month per Veteran) remains the same. 
Loss of Pharmacy Copayment Revenues:  Based on ICFM data from June 2015, VA anticipates the medication copayment freeze would generate a decrease in First Party Pharmacy copayment revenue from current levels for Veterans in PG 2 through PG 8 who require a copayment for certain medications over a 12 month period. 

Revenue Impact of Medication Copayment Freeze Annually and Fiscally
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P7-8 Impact

3,4

Loss of Copay due to Freeze 

through December 31, 2016

5

FY

7/1/15-9/30/15 10/1/15-12/31/15 2,099,750  $0 $0 1,415,965  $0 $0 $0

10/1/15-12/31/15  1/1/16-3/31/16 2,099,750  $0 $0 1,415,965  $0 $0 $0

1/1/16 - 3/31/16 4/1/16 - 6/30/16   (3-Months) 2,099,750  ($13.83) ($29,039,080) 1,415,965  ($8.95) ($12,666,882) ($41,705,962)

4/1/16 - 6/30/16 7/1/16 - 9/30/16   (3-Months) 2,099,750  ($13.83) ($29,039,080) 1,415,965  ($8.95) ($12,666,882) ($41,705,962)

7/1-/16 - 9/30/16 10/1/16 - 12/31/16 (3-Months) 2,084,888  ($14.67) ($30,575,121) 1,398,306  ($9.94) ($13,893,342) ($44,468,463)

10/1/16 - 12/31/16 1/1/17  - 3/31/17   (3-Months) 2,084,888  ($14.67) ($30,575,121) 1,398,306  ($9.94) ($13,893,342) ($44,468,463)

8,399,000 ($6.91) ($58,078,160) 5,663,859 ($4.47) ($25,333,764) ($83,411,924)

10,483,887 ($8.46) ($88,653,281) 7,062,166 ($5.55) ($39,227,106) ($127,880,387)

8,369,275 ($14.25) ($119,228,401) 5,628,543 ($9.44) ($53,120,449) ($172,348,850)

FY16 impact of 

($83,411,924)

FY17 Impact of 

($88,936,926)

P 2-6 P 7-8

Fiscal Year 2016 Collections Estimate (10/1/15 to 9/30/16)

Calendar Year 2016 Collections Estimate (1/1/16 to 12/31/16)

12-Month Collections Estimate (4/1/16 to 3/31/17)


1If copays were allowed to increase under the current copay regulation, the projected copay on 1/1/2016 is $11 for all Priority Groups.
2 Each Pharmacy bill may have multiple 30-day equivalent scripts 

3 Quarterly impacts are derived from annual forecasts so the estimated number of bills and the impact for each quarter is equal
4The impact of a copay freeze is based on: 

P2-6 remaining at $8 instead of $11

P7-8 remaining at $9 instead of $11
5 Total numbers will not add due to rounding
Estimated Impact: VA has determined that the total pharmacy copayment revenue loss associated with this rulemaking is estimated to be $172,348,850 over a 12 month period (4/1/16 – 3/31/17).  These estimates are based on CYs and the fact that there is a 90-day holding period for copayments that occurs from October to December 2015.  Alternatively, from a FY analysis, the total pharmacy copayment revenue loss associated with this rulemaking is estimated to be $83,411,924 for the last two quarters in FY16 and $88,936,926 for the first two quarters only in FY17.  The loss of copayment revenue reported in this analysis ($172,348,850) is based on 12 consecutive months only.  To estimate a full 12-month impact, we assume 6-months impact from FY2016 (April-September) and six months in FY2017 (October-March).  We note that the pharmacy collections estimates shown in VA’s FY2016 budget request assumed a tiered copayment structure beginning in CY2016. Because this rule has not been published, the impacts due to this rulemaking cannot be compared to the levels shown in the budget request. 
Submitted by: 
Kristin J. Cunningham

Director, Business Policy, VHA Chief Business Office, 

Washington, DC
August 5, 2015
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