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VA 
	
                                  
      U.S. Department 
  of Veterans Affairs


Office of the Secretary					In Reply Refer To: 00REG Washington DC 20420


Date:  November 17, 2016 


Subj:	Economic Impact Analysis for RIN 2900-AP87, Copayments for Medications in 2017

	I have reviewed this rulemaking package and determined the following.

1.  This rulemaking will not 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 1):  Agency’s Impact Analysis, dated August 30, 2016
(Attachment 2): CFO Concurrence memo, dated September 2, 2016


Approved by:
Michael P. Shores, MSRC 
Acting, Director Regulation Policy & Management (00REG)
Office of the Secretary













(Attachment 1)

Regulatory Impact Analysis for RIN 2900-AP87 

Title of Regulation: Copayments for Medications in 2017

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, 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 VA’s health care system enrollment priority groups (PG) 2 through 8 at the 2013 levels, $8 for Veterans in enrollment PG 2-6, $9 for PG7-8, along with the copayment cap amount at $960.  

This rulemaking extends the freeze on medication copayments at the 2013 levels ($8 for PG2-6 Veterans and $9 for PG7-8 Veterans 8, along with the annual copayment cap amount at $960 for PG2-6 Veterans) for Veterans in PG 2-8 for a period of time spanning January 1, 2017 through February 26, 2017.  We previously froze medication copayment levels through December 31, 2016, based on the assumption that the necessary system changes would be in place by that date to allow us to publish a final rule implementing a tiered medication copayment structure, with an effective date no later than January 1, 2017.  VA will be unable to meet that timeline.  However, VA thinks that the necessary changes will be in place in February 2017, and that a final rule establishing a tiered medication copayment regime can be published with an effective date of February 27, 2017.   

Impact Analysis   
From January 1, 2017 through February 26, 2017, copayments for PG2-6 Veterans will remain at $8 and copayments for PG7-8 Veterans will remain at $9. Therefore the estimated impact is generated assuming that all priority group copayments will not increase to $11 on January 1, 2017, as the formula used to calculate the copayment rates under current regulations indicates.  If the medication copayments were allowed to increase to $11, the annual copayment cap for Veterans in PG 2-6 increases to $1200.

Methodology/Assumptions:  

VA used data from the Chief Business Office (CBO) Integrated Collections Forecasting Model (ICFM) which incorporates:
· Pharmacy utilization projections of 30-day equivalent scripts  from VHA Office of Policy and Planning Base Year 2014 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, the impact of the two-month copayment freeze in January and February of 2017 will impact collections in April and May of 2017.
· VA anticipates that a final rule establishing a tiered medication copayment regime can be published with an effective date of late February 2017.

The copayment impact is derived by assigning the loss in collections per bill to the projected number of bills for each fiscal year.  Collections are defined as the amount of copayments received from a copay eligible Veteran.  Billings are the total amount billed to a copay eligible veteran.  Since not all billings result in collections, the collections per bill is calculated to derive an estimate of the portion of billings to be collected.  In January and February 2017, copayments for PG2-6 Veterans will remain at $8 and those for PG7-8 Veterans will remain at $9.  The anticipated loss in collections in the table below is calculated as the difference between the collections, if the copayments were held at the CY2013 levels, and the collections if the copayments were increased to $11 as per the current formula.    

Currently, the copayment cap applies to Veterans in PG 2-6 who average more than 10 prescriptions per month.  The FY 2017 projections assume that the cap criterion (10 or more prescriptions per month per Veteran) remains the same. 

Loss of Pharmacy Copayment Revenues:  Based on the collections estimates from ICFM model run dated October 2015, ICFM data from October 2015, VA anticipates the medication copayment freeze would generate a decrease in First Party Pharmacy copayment revenue from current levels for Veterans in PG2 - 8 who require a copayment for certain medications over a 2 month period. 

Revenue Impact of Medication Copayment Freeze

	Rx Scripts Filled
	Loss of Copay Realized (assuming 90-day holding)
	P2-6 Impact
	P7-8 Impact
	Loss of Copay due to Copay Freeze from January 1, 2017 to February 26, 20171

	1/1/17 - 2/28/17
	4/1/17 - 5/31/17
(2-Months)
	($19,629,933)
	($8,662,937)
	($28,292,870)



1Monthly and quarterly impacts are derived from annual forecasts 

Estimated Impact/Cost Benefit: There is a pharmacy copayment revenue loss to VA associated with this rulemaking.  However, this rule provides additional value to veterans in the form of more competitive pricing for certain generic drugs.

VA has determined that the total pharmacy copayment revenue loss associated with this rulemaking is estimated to be $28,292,870 over a 2 month period (4/1/17 – 5/31/17).  In the context of a cost-benefit analysis, these impacts are categorized as transfers.  Although rule-induced transfers create incentives that may cause changes in the way society uses its resources, lack of data has prevented estimation of the resulting societal costs or benefits.  

Submitted by:
Bridget Souza
Deputy Director, Business Policy
VHA Office of Community Care
Washington, DC
August 30, 2016



(Attachment 2)
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