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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:  September 22, 2015
From:
Chief Impact Analyst (02REG)
Subj:
Economic Impact Analysis for RIN 2900-AP35/WP2014-048, Copayments for Medications Beginning January 1, 2017
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.  

VA will submit a copy of this regulatory action and VA’s Regulatory Impact Analysis to each House of the Congress and to the Comptroller General before it takes effect. 

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 documents. 

(Attachment):  Agency’s Impact Analysis, dated September 15, 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-AP35
Title of Regulation: Copayments for Medications Beginning January 1, 2017
Purpose:  To determine the economic impact of this rulemaking. 
The Need for the Regulatory Action:  This rulemaking amends the Department of Veterans Affairs (VA) regulation concerning the copayment required for certain medications.  Under current regulations, beginning on January 1, 2017, 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 2016, VA “froze” the copayment amount for Veterans in VHA’s Enrollment Priority Groups (PGs) 2 through 8 at the 2015 levels, $8 for Veterans in PGs 2 through 6, $9 for PGs 7 and 8, and the copayment cap amount at $960.  

This rulemaking proposes to amend its regulations concerning copayments and the copayment cap charged to certain Veterans for medications required on an outpatient basis to treat non-service connected conditions.  In addition, this rule would eliminate the formula used to calculate future rate increases and change the copayment amount beginning January 1, 2017, to $5 for a 30-day supply of Tier 1 medications, to $8 for a 30-day supply of Tier 2 medications, and $11 for a 30-day supply of Tier 3 medications.  The Tiers of medications would be defined in regulation, but generally would reflect selected multi-source medications (Tier 1), other multi-source medications (Tier 2), and single source medications (Tier 3), with certain exceptions.  

Based on a comparison of the current and proposed copayment amounts, we anticipate that most veterans would realize between a 10 and 50 percent reduction in their overall pharmacy copayment liability each year based on historic utilization patterns.  By our estimates, 94 percent of copayment eligible veterans would experience no cost increase, and 80 percent would realize a savings of between $1 and $5 per 30-day equivalent of medications.  The proposed copayment amounts intends to support patient adherence, reduce  instances of veterans not filling prescription medications and assisting veteran health improvements from chronic disease.  The following table shows how copayments would vary for veterans and different types of medications.  Annual savings would be even greater for veterans with a large number of medication copayments.  VA estimates that at least 50 percent of all billable prescriptions would be in Tier 1, with no more than 35 percent in Tier 2, and approximately 15 percent in Tier 3.  Exact estimates for Tier 1 and Tier 2 are not possible at this time and would depend on the final list of medications selected for Tier 1.

Table 1:  Typical User, Annual Cost of Copayments, Calendar Year 2017

	Medication Distribution
	Tiered Copayment Proposal
	Current Regulation
	Potential Annual Savings under Tiered Proposal

	100 % Tier 1
	$150
	$330
	$180

	50 % Tier 1, 50 % Tier 2
	$195
	$330
	$135

	100 % Tier 2
	$240
	$330
	$90

	50 % Tier 1, 50 % Tier 3
	$240
	$330
	$90

	100 % Tier 3
	$330
	$330
	$0


Lost Revenue Collections: VA anticipates the implementation of a tiered copayment plan in CY2017 would reduce First Party Pharmacy copayment revenue from current budget levels for Veterans in PGs 2 through 8 who are required to make a copayment for certain medications. 

Assumptions and Methodology of the Analysis: 

In CY2017, medication copayments for all Veterans will change to $5 for a 30-day supply of Tier 1 medications, to $8 for a 30-day supply of Tier 2 medications, and $11 for a 30-day supply of Tier 3 medications.  VA proposes to establish a fixed copayment cap of $700 in a calendar year for an enrolled Veteran.  At the current copayment rates, a typical Veteran fills two to three prescriptions per month and must fill 10 prescriptions per month to reach the copayment cap.  Currently, less than three percent of all Veterans realize a cost savings as a result of the copayment cap.  Based on a copayment cap of $700, Veterans who fill at least seven prescriptions per month, would likely reach this cap and no longer owe a copayment for the remainder of that calendar year period.  In addition, a reduction in the copayment cap would provide a unique benefit to Veterans who exclusively use Tier 3 medications.  The total annual copayment costs for these Veterans would not exceed $700, whereas under the current regulations, the costs would be $960, or more for those veterans in priority groups 7 or 8 that are not currently subject to a cap.  There are approximately 2.5M patients with a copay charge.  VA estimates that approximately nine percent of Veterans subject to a medication copayment would benefit from a $700 copayment cap per calendar year.   
To determine the revenue impact of the tiered medication copay, VA assumes that all priority group copayments will change to $5 for Tier 1 medications, $8 for Tier 2 medications and $11 for Tier 3 medications on January 1, 2017.  VA further assumes the tiered copayment levels will not change until further rulemaking from the VA Secretary.  

To determine the lost revenue collections for the $5/$8/$11 tiered copayment structure, VA used the estimated collections under the tiered copayment scenario in comparison to the Integrated Collections Forecasting Model (ICFM) Pharmacy collections projections.  To estimate the Pharmacy collections under the tiered copayment structure, VA used a collections formula in line with the Integrated Collections Forecasting Model (ICFM), where:

Pharmacy Collections = Billable 30-day Scripts * Average Copayment per Script * Collections per Bill

Using data from the Pharmacy Benefits Management (PBM) and Corporate Data Warehouse (CDW) extracts, VA determined the percentage of billable drugs and the percentage of billable scripts for each tier. 

The percentage of billable scripts was calculated by estimating the billed units (number of scripts) in second quarter FY2015 billing data as a percentage of total number of prescriptions. To estimate the annual number of billable scripts, the percentage of billable scripts was applied to the annual 30-day equivalent script count from the Base Year 2014 Enrollee Health Care Projection Model (EHCPM).  

To calculate the average copayment per script, VA applied the second quarter FY2015 percentage of billable scripts in each tier to the copayment per script. The percentage of billable scripts for each tier grouping was calculated using a proxy of the number of units in each drug tier (Tier 1 as preferred generics, Tier 2 as non-preferred generics, and Tier 3 as brand) as a percentage of total units billed.  The percentage of Tier 2 medications was calculated as the remaining units billed after accounting for the Tier 1 medications and Tier 3 medications. The percentage of billable scripts in each tier was then used to determine the average copayment for all scripts under the tiered copayment structure. 

Since the changes in copayments are effective beginning January 1, 2017, VA anticipates receiving payments at the current rates (P2-6 at $8 and P7-8 at $9) for services incurred in CY 2016 but not billed and/or collected until CY2017, during the initial six months of FY2017.  This has the effect of elevating the average copayment per script above the expected level for the tiered copayment structure in CY 2017. In FY2018, the average copayment per script will revert to the expected level for the $5/8/$11 copayment structure. 

Using historical Pharmacy collections and billings data, VA estimated the collections per billing.  VA then applied the collections per billing ratio to the estimated billings to estimate the Pharmacy collections under the tiered copayment scenario over a five year period (see Table 1).  For FY2017 to FY2021, VA observed a shift in Pharmacy workload from priority group 7-8 to priority group 1.  As a result of this priority group migration and since Veterans in priority group 1 are not required to pay a medication copayment, billable scripts are assumed to slightly diminish from FY2017 to FY2021.  

Table 1, below, provides a year by year breakdown of pharmacy collections between FY2017-FY2021. Table 2 provides a quarter by quarter breakdown of pharmacy collections for FY2017 and CY2017, in addition to providing more detail on the estimated impact of the tiered copayments.
Table 1:  Estimated Pharmacy Collections under the Tiered Copayment
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FY2017 77,518,921 $7.40 92.43% $530,026,376

FY2018 76,729,002 $6.36 92.43% $451,390,001

FY2019 75,923,816 $6.36 92.43% $446,653,158

FY2020 75,412,412 $6.36 92.43% $443,644,613

FY2021 75,069,278 $6.36 92.43% $441,625,987


	1The average copay per script accounts for the three tiers at $5/$8/$11;First year of implementation assumes a half year at current levels of $8 for P2-6 and $9 for P7-8

	2Collections per billing is assumed to remain stable through the out years

	3 Total numbers may not add due to rounding


Table 2:  Estimated Quarterly Impact of Tiered Copayment Collections 
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FY Impact

7/1/16-9/30/16 

10/1/16-12/31/16 

$158,847,956 $158,847,956 $0

10/1/16 - 12/31/16 

1/1/17-3/31/17 $158,847,956 $158,847,956 $0

1/1/17 - 3/31/17

4/1/17 - 6/30/17   (3-Months)

$200,018,032 $106,165,232 ($93,852,800)

4/1/17 - 6/30/17

7/1/17 - 9/30/17   (3-Months)

$200,018,032 $106,165,232 ($93,852,800)

7/1-/17 - 9/30/17

10/1/17 - 12/31/17 (3-Months)

$210,283,228 $112,847,500 ($97,435,728)

10/1/17 - 12/31/17

1/1/18  - 3/31/18   (3-Months)

$210,283,228 $112,847,500 ($97,435,728)

($187,705,600)

($285,141,328)

($382,577,055)

Fiscal Year 2017 Impact (10/1/2016 to 9/30/2017)

Calendar Year 2017 (1/1/2017 to 12/31/2017)

12-Month Impact (4/1/2017 to 3/31/2018)

FY2017 Impact of 

($187,705,600)

FY2018 Impact of 

($194,871,456)

4


	1Copays are assumed frozen at current $8/9 levels until December 31, 2016 and allowed to increase under the current copay regulation; the projected copay on 1/1/2017 is $11 for all Priority Groups.

	2 Quarterly impacts are derived from annual forecasts so the estimated impact for each quarter is equal

	3 Total numbers will not add due to rounding

4 Value of impacts for first two quarters of FY2018


To determine the lost revenue collections impact under the tiered copayment structure, the Estimated Pharmacy Collections (Tiered Copay $5/$8/$11) amounts in Table 1 were compared against the Collections (Current Copay Schedule) amounts in Table 3.  The projected collections (current copays) in Table 3 were derived by assuming the Pharmacy copays for all Priority Groups would increase to $11 on January 1, 2017 using the Medical Consumer Price Index (CPI-P) formula under the current regulation.  The Lost Revenue Collections are estimated to be $187,705,600 in FY2017 and $1,877,852,953 over a five year period (see Table 3).

Table 3:  Lost Revenue Collections (Baseline Current Copay Schedule)
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FY2017 

1

$717,731,976 $530,026,376 ($187,705,600)

FY2018 

2

$841,132,912 $451,390,001 ($389,742,911)

FY2019 $850,726,428 $446,653,158 ($404,073,270)

FY2020 

3

$880,107,772 $443,644,613 ($436,463,159)

FY2021 $901,494,000 $441,625,987 ($459,868,013)

($1,877,852,953) 5-Year Total


	1 Projected copay on 1/1/2017 is $11 for all Priority Groups

	2 Projected copay on 1/1/2018 is $12 for all Priority Groups

	3 Projected copay on 1/1/2020 is $13 for all Priority Groups

	4 Total numbers will not add due to rounding


Estimated Impact:  VA has determined that there are lost revenue collections associated with this rulemaking.  The lost revenue collections are estimated to be $187,705,600 in FY2017 and $1,877,852,953 over a five year period.
Submitted by:

Kristin J. Cunningham

Director, Business Policy, 

VHA Chief Business Office, 

Washington, DC

September 15, 2015
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