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Healthcare: Who Pays

Need data for overall healthcare
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Source: Kaiser Family Foundation



The “Big Picture”
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Ultimate price for services differs by payer type

Case Study: Prescription Drugs
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List Price (AWP) $50 $50 $50 $50 $50
Manufacturer's price $40 $40 [b] $34 $24
(Manufacturer to AWP — 20% AWP — 20% AWP — 33% $40 AWP — 52
wholesaler other entity) ( — 20%) ( — 20%) ( — 33%) ( — 52%)
Acquisition price
(Wholesaler to pharmacy) $41 $41 NA $41 NA
Retail price at pharmacy $46 [b]
(Total of amounts paid by $52 AWP — 13% + NA $43.50 NA
customer and reimbursed (AWP + 4%) ( $2_50 ° ($41+%$2.50)
by 3rd party payer) -50)
o : 30 - $44
Retail price, less typical $ $ $30 - $37
NA (5% - 35% NA NA
manufacturer rebate (15.1 — 30%)
Rebate)
Ultimate (net) amount paid
by final purchaser and/or $52 $30 - $44 $30 - $37 $30 - $37 $24
consumer
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Ultimately, everything is co-dependent
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Key Trends
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Two key reforms are deeply impacting the healthcare
landscape

 MMA
e Deficit Reduction Act
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Medicare Modernization Act
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Standard Part D Benefit

Part D Benefit Payment Structure for
Regular Beneficiaries

Catastrophic Medicare
CoveFr)age 1 9% | Pays 95%
$5,100
equivalent to
3f60f0 i(r)]cket
_0 -
No Doughnut Hole ggendiﬁg)
Coverage $2,850 Gap
$2,250
Partial Medicare Pays
Coverage 75%
Deductible $250

Beneficiary Out-of- 3
Pocket Spending =

+ ~$420 in annual

premiums
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¢ $3,600 in out-of-pocket
costs starts
catastrophic coverage

Only “true” out-of-pocket
count?

Payments made by a
other third party payer do
not count?

* Actuarially equivalent
standard benefit is
possible 34

25% member coinsurance
can be replaced by
actuarially equivalent
benefit equivalent to an
expected payment of 25%
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Medicare Part B Reform

Rationale for Part B reform

— The Medicare Improvement and
Modernization Act of 2003 (Part
B) aims at countering excessive
profit for physicians

— Despite physician protests to the
contrary, a recent study of
Medicare payment rates for
oncology drugs has found
physicians are generally able to
acquire drugs at prices below
reimbursement rate

Cost-containment Methodology

— Reduction in Physician Reimbursement for the Administration of
Part B drugs by 4.4% across-the-board in 2006, 4.7% in 2007
(Pending legislation might eliminate the 4.4% reduction and
replace it with a 1% increase)

— Decreasing the reimbursement levels for drug costs by basing
reimbursement rates on Average Selling Price (ASP*) instead of
the AWP. The new reimbursement guidelines for single source
drugs are as follows:

. ASP + 6%; or
. For new drugs, where there might not be enough

information to calculate ASP, WAC is used to calculate
rate

. MMA 2003 allows CMS to further reduce prices based
on studies of WAMP, WAC, AMP by OIG and GAO

— Establishment of Competitive Acquisition through approved
contractors, where these contractors will be responsible for filing
claims and collecting Medicare reimbursements and patient co-
insurance for Part B drugs

— In medical devices category, CMS has proposed Competitive
Acquisition Program for selected Durable Medical Equipment
(e.g. oxygen masks), Prosthetics, Orthotics, and Supplies
(DMEPOS), however the implementation will be progressive
from 10 MSAs in 2007 to 80 in 2009 and rest after 2009

MMA 2003 allows CMS to further reduce prices based on studies of WAMP, WAC, AMP by OIG and GAO
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Source: NHPF Issues Brief (6/7/2002), “Average Wholesale Price for Prescription Drugs; Is There A More Appropriate Pricing Mechanism?”
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Medical News Today (ZW?]%Cgl_eiﬂfér%%o;rﬁg%gggﬁggge]écqmsmon Program For Certain Durable Medical Equipment, Prosthetics, Orthotics And Supplies”
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Medicaid Changes: The Deficit Reduction Act

Medicaid

» Established by the Social Security Act of 1965.

* A joint federal-state entitlement program

* Largest source of funding for medical and health related services for people with limited income
* Rx & OTC are optional benefits under Medicaid, however, every state provides the coverage

» National Drug Rebate Agreement:
For “S” or “I” drugs: > of AMP — 15.1% or AMP — BP; Adjustment

for CPI
For “N” drugs: AMP - 11%

) * 3
Redefines AMP to reflect discounts and rebates available to retail pharmacies for pharmacy
payments and calculation of best price

Includes authorized generic drugs in best price calculation

Sets new rules for data collection on physician administered drugs to ensure state gets proper
rebate

Drives Reimbursement and Pricing Transparency
a. AMP posted on CMS website
b.  Survey of consumer purchase prices posted on website (ie, pharmacy prices)
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Today we will focus on the following topics

e Government Pricing
e e-prescribing and technology
e Part D impact
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This DRA Immersion contains general information only and Deloitte & Touche, LLP is
not, by means of this publication, rendering accounting, business, financial, investment,
legal, tax, or other professional advice or services. This DRA Immersion presentation is
not a substitute for such professional advice or services, nor should it be used as a
basis for any decision or action that may affect your business. Before making any
decision or taking any action that may affect your business, you should consult a
gualified professional advisor.

Deloitte & Touche, LLP, its affiliates and related entities shall not be responsible for any
loss sustained by any person who relies on this DRA Immersion presentation .

About Deloitte

Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss Verein, and its network of member firms, each of which is a legally separate and
independent entity. Please see www.deloitte.com/about for a detailed description of the legal structure of Deloitte Touche Tohmatsu and its member
firms. Please see www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its subsidiaries.
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