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SUBJECT: 

STATUS REPORT ON DISCOUNT PRESCRIPTION DRUG PROGRAM 

RECOMMENDATIONS: 

THE PERSONNEL 
DEPARTMENT 

DATE 
October 20, 2005 

COUNCIL FILE 

1. Authorize the Personnel Department with assistance of the City Attorney, City 
Administrative Officer's Risk Management Division, and experts in the areas of public 
health and prescription drugs to develop and release a Request for Proposal (RFP) for a 
discount prescription drug card program. 

2. Instruct the Personnel Department to evaluate all qualified RFP responses and to report 
back to the City Council on the proposed vendor(s) and cost for this service. 

3. Authorize the Controller to transfer $50,000 from Human Resources Benefits, 100/61 
Account 9200 to Personnel Department 100/66 Contractual Services Account 0304 to 
provide for expert consultant services in the development and evaluation of the RFP. 

BACKGROUND: 

On May 4, 2005, the Los Angeles City Council (CF# 04-0579) authorized the Personnel 
Department to convene a steering committee of experts in the area of prescription drugs, health 
insurance plans and public health policy to determine the feasibility of establishing a discount 
prescription drug card program for the residence of Los Angeles. The Steering Committee was 
established in accordance with the Council action delineating in broad categories the 
membership of the Committee. Subsequently on June 10, 2005, the Steering Committee held 
its first meeting. 

The Steering Committee members provided excellent insights into issues; from a public policy 
perspective and from a practical implementation perspective that needed to be addressed to 
determine if a discount prescription drug program would be feasible for the residents of Los 
Angeles. The Committee requested that the Personnel Department's consultant, Mercer 



Human Resources, investigate these issues and report back to the Committee. Mercer has 
investigated these areas and provided the attached report that provides information on the 
discount prescription drug card programs, the demographics of Los Angeles's insured and 
uninsured populations, other public sector prescription drug discount programs, and an 
evaluation of the value of a potential program in the City of Los Angeles. 

Concurrent with the Mercer review, the Office of the City Attorney was requested by the 
Committee to review the organization, and purpose of the Committee to determine if the 
Committee was covered by the Brown Act. Due to the Committee being created by a legislative 
body, it was determined that the Brown Act would cover the Committee. The review of the 
Brown Act issue lead to a further review of the purpose of the Committee, its specific 
responsibilities and the composition of the Committee. This review indicated significant flaws 
with the structure of the Committee, the tasks assigned and the composition of the Committee. 
Briefly stated, due to the potential for conflicts of interest and the potential adverse effect the 
Committee's participation in the RFP process could have on ultimate selection of a vendor, it 
has been determined that the Committee, as it is currently structured, cannot continue. 

While the Committee cannot continue to meet as it is currently structured, the work on this 
program can continue. After a full review of the Mercer report, it is clear that a discount 
prescription drug card program would be feasible and would provide value for many residents in 
the City of Los Angeles. Due to the complexity of the issues involving the development of a 
prescription drug card program, the Personnel Department recommends the continued use of 
Mercer due to their subject matter expertise in pharmacy and insurance plans to assist the 
Personnel Department develop and evaluate the Request for Proposal for this new program. In 
addition, the Personnel Department will coordinate with the Office of the City Attorney and the 
GAO's Risk Management Division to ensure that all issues of liability and potential risk exposure 
of this program are fully addressed. Based on the Mercer report, the Request for Proposal will 
seek services broadly defined as follows: 

• Multi-lingual and multi-format communications campaign to explain the program and its 
advantages to the residents of Los Angeles. 

• An expansive network of participating pharmacies to ensure that residents can receive 
prescription drugs through this program in their neighborhood. 

• Distribution of discount prescription drug card to all residents of Los Angeles. 
• No fee required for the resident to participate in the program. 
• Exclusion of liability for the City of Los Angeles. 
• Summary reporting of prescription drug savings for the residents of Los Angeles. 

The Personnel Department would like to thank the Committee members for their time and 
interest in this project, and will keep them apprised as we move forward. 
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1 

Introduction 
The Los Angeles City Council authorized the Personnel Department, with assistance from the City Administrative Officer (CAO) and 
the Chief Legislative Analyst (CLA), to convene a steering committee to make a preliminarily determination if a prescription drug 
card program, designated as the LA-Rx program, would provide significant value to the residents of the City of Los Angeles (City) 
while maintaining control ofliability and related costs. Mercer Human Resource Consulting (Mercer) was engaged by the City to 
review prescription drug card programs and provide the Steering Committee with pertinent information on the potential value of the 
LA-Rx program. 

This report contains an overview of prescription drug card programs and a review of City demographics-including the identification 
of those populations that would be most likely to utilize the LA-Rx program. Mercer also completed a review of other prescription 
discount cards currently available to City residents and conducted research on other government municipality and government agency 
sponsored card programs currently available in other parts of the country. 

The following sections are contained in this report: 

• Los Angeles demographic review; 

• Overview of prescription drug discount card programs; 

• Comparison of public sector drug discount card programs; and 

• Potential value ofLA-Rx program. 

Mercer Human Resource Consulting 
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2 

Executive Summary 
Prescription medications are an increasingly important part of health care, yet many individuals have no coverage or inadequate 
prescription benefits. As a result, numerous private entities and public agencies have sponsored prescription drug discount cards to 
help address this important issue in the United States. Prescription drug discount cards make medications more affordable by 
providing participants access to discount prices. Drug discount card programs are typically administered by a contracted pharmacy 
benefit manager (PBM) and funding source and program structures are highly variable within the marketplace. There is evidence that 
participants truly can save money on a properly designed drug card program in which the financial responsibility is absorbed by one or 
a combination of the impacted entities-the member/participant, the card sponsor, the PBM or claims processor administering the 
program, or the pharmaceutical manufacturer. 

Typically discount card programs are targeted at individuals that are uninsured, underinsured, or those with medical insurance but no 
drug coverage. In the City, based on the 2003 California Health Interview Survey (CHIS), it is estimated that 28 percent of City 
residents under age 65 are uninsured all or part of the year. City residents over 65, and eligible for Medicare, will have access to drug 
coverage beginning in January 2006. Therefore, numerous City residents would be expected to benefit from the introduction of a drug 
discount card. 

Numerous factors should be thoroughly considered by the City in the determination to proceed forward with the LA-Rx card program. 
The City must determine how they intend to compensate, or allow the administrator to be compensated for provision of services. Most 
governmental agencies that sponsor these card programs attempt to minimize their financial obligations to support a prescription drug 
discount card program. Therefore, key items for consideration include collection of enrollment fees, size of pharmacy network, and 

Mercer Human Resource Consulting 2 
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distribution of manufacturer rebates. Expected participation and utilization of this program is fundamental in helping to secure 
competitive discounts with the contracted vendor. Therefore, appropriate participant outreach will be essential to help secure high 
levels of participation. Given the diversity and size of LA demographics, consideration must be given to associated outreach 
challenges including the variety of spoken languages and access to information (e.g., internet and other media). Finally, the City 
should consider the funding resources available for implementation and oversight of the program. 

Citizens across the country are looking to their elected officials to provide assistance in combating the increasing costs of prescription 
drugs. The development and oversight of a prescription drug discount card program is expected to substantially lower the cost of 
prescription medications which may ultimately improve compliance with therapy regimens and overall improvement in health 
outcomes. 

Mercer Human Resource Consulting 3 
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3 

Los Angeles Demographic Review 
To determine potential users of the LA-Rx Program, the UCLA Center for Health Policy Research determined that 28 percent of City 
residents under age 65 are uninsured all or part of the year, based on the 2003 CHIS data. 

• TABLE 1: shows 28.1 percent or 929,000 person's uninsured all or part of the year including 122,000 children ages 0-17 and 
807,000 adults age 18-64. 

• TABLE 2: shows 22.4 percent or 740,000 are uninsured, and 24.5 percent or 810,000 are covered by Medi-Cal or Healthy 
Families. The remaining population are covered by employment based, privately purchased or other public program. 

• TABLE 3: shows 26.0 percent or 859,000 individuals without prescription coverage, 730,000 of these were uninsured. The 
remaining 130,000 have some medical coverage. The population covered by Medi-Cal on Healthy Families have prescription drug 
coverage. 

• TABLE 4: shows by region the number with and without prescription drug coverage. These range from 19 percent in more 
influential areas like West Los Angeles up to 30 percent without coverage in areas like the South and Central Los Angeles areas. 

Mercer Human Resource Consulting 
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The majority of the insured population have prescription drug coverage and will not use the LA-Rx Program. Residents over 65 and 
eligible for Medicare will have access to drug coverage beginning in 2006. Until then the Medicare Modernization Act of 2003 
providers help through Medicare approved drug discount cards. 

Table 1. Age Group by Insurance Status During the Past 12 Months,* Ages 0-64, Los Angeles City, 2003 

Uninsured All or 
Part Year Insured All Year 

Population (%) Population(%) 

Ages 0-17 122,000 847,000 

(12.6) (87.4) 

Ages 18-64 807,000 1,534,000 

(34.5) (65.5) 

Ages 0-64 929,000 2,381,000 

(28.1) (71.9) 

*Insurance status during the 12 months preceding the CHIS interview 
Note: Numbers may not add to totals due to rounding. 
Source: 2003 California Health Interview Survey 

Mercer Human Resource Consulting 
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Table 2. Age Group by Current Insurance Status,* Ages 0·64, Los Angeles City, 2003 

Medi·Cal or 
Healthy Employment· Privately Other Total 

Uninsured Families Based Purchased Public Population 

Population Population Population (%) Population Population Population 
(%) (%) (%) (%) (%) 

Ages 0-17 82,000 472,000 363,000 37,000 15,000 969,000 

(8.4) (48.7) (37.5) (3.8) (1.6) (100%) 

Ages 18-64 659,000 338,000 1,140,000 162,000 42,000 2,341,000 

(28.1) (14.5) (48.7) (6.9) (1.8) (100%) 

Ages 0-64 740,000 810,000 1,504,000 199,000 57,000 3,310,000 

(22.4) (24.5) (45.4) (6.0) (1.7) (100%) 
*Insurance status at the time of the CHIS interview 
Note: Numbers may not add to totals due to rounding. 
Source: 2003 California Health Interview Survey 

Mercer Human Resource Consulting 6 
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Table 3. Current Insurance Status by Current Prescription Drug Coverage,* Ages 0·64, Los Angeles City, 2003 

Yes, Covered for 
Prescription Drugs 

Population (%) 

Uninsured *** 

(***) 

Medi-Cal or Healthy Families 810,000 

(100) 

Employment-Based 1,423,000 

(94.6) 

Privately Purchased 163,000 

(82.2) 

Other Public 44,000 

(76.3) 

Total Population 2,450,000 

(74.0) 

*Insurance status at the time of the CHIS interview 
Note: Numbers may not add to totals due to rounding. 

No, Not Covered for 
Prescription Drugs 

Population(%) 

730,000 

(98.6) 

N/A 

N/A 

81,000 

(5.4) 

35,000 

(17.8) 

14,000 

(23.7) 

859,000 

(26.0) 

***Estimate is unstable because coefficient of variation is above 30%. 
Full-scope Medi-Cal and Healthy Families enrollees have prescription drug coverage. 
Source: 2003 California Health Interview Survey 

Mercer Human Resource Consulting 
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Table 4. Los Angeles City Region by Current Prescription Drug Coverage,* Ages 0-64, Los Angeles City, 2003 

Yes, Covered for No, Not Covered for 
Prescription Drugs Prescription Drugs Total Population 

Population(%) Population (%) Population (%) 

North Valley 440,000 130,000 570,000 

(77.2) (22.8) (100%) 

South Valley 512,000 145,000 657,000 

(77.9) (22.1) (100%) 

Central Area 437,000 191,000 629,000 

(69.5) . (30.5) (100%) 

East Area 227,000 89,000 316,000 

(72.0) (28.0) (100%) 

West Los Angeles 324,000 76,000 400,000 

(80.9) (19.1) (100%) 

South Los Angeles 394,000 179,000 573,000 

(68.8) (31.2) (100%) 

Harbor Area 116,000 49,000 165,000 

(70.1) (29.9) (100%) 

Los Angeles City 2,450,000 859,000 3,310,000 

(74.0) (26.0) (100%) 

* Insurance status at the time of the CHIS interview 
Note: Numbers may not add to totals due to rounding. 
Source: 2003 California Health Interview Survey 

Mercer Human Resource Consulting 8 
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Prescription Drug Discount Card Programs 

Overview 
Drug discount card programs are offered directly to consumers or through employers, associations, or other types of organizations as a 
means to lower the cost of outpatient drugs, especially for the uninsured or underinsured. Sometimes the card sponsor is the program 
administrator; however, most often, the sponsoring entity contracts with another organization (i.e., PBM or claims processor) to 
administer the program. Card sponsors improve the affordability of prescriptions by passing along discount prices to enrolled 
participants. There are a large and growing number of private and public discount card programs that can be used to purchase drugs 
through both retail and mail-order pharmacies. Comparing or evaluating these drug discount opportunities can be challenging for 
consumers for a number of reasons. The card programs vary significantly in enrollment fees, program features such as eligibility 
criteria and the magnitude of price discounts available. Additionally, no single, readily-available, directory of discount card programs 
exists; therefore, consumers generally have to rely on the card programs' marketing materials-television, internet websites, or other 
print media regarding program specifics. Most important, price comparisons are difficult as there is no standard reference price or 
discounting method among the programs. 

Drug Discount Card Financial Components 
Drug discount card programs have numerous financial components that are negotiable and developed to meet the needs of the 
population being served and the overall program intent or philosophy. Financial components that vary amongst programs include: 

• program enrollment fees; 

Mercer Human Resource Consulting 
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• fees for processing claims (e.g., PBM administrative fee); 

• negotiated drug price reimbursement and dispensing fees paid to pharmacy network providers; and 

• inclusion of pharmaceutical manufacturer rebates at the point-of-sale (POS). 

Discount card programs can be structured such that the financial liability of each component is absorbed by one or a combination of 
the entities-the member/participant, the card sponsor, the PBM or claims processor administering the program, or the pharmaceutical 
manufacturer. The diagram on page 11, graphically depicts the process, entities involved, and various financial components associated 
with a prescription drug discount card program. 

• Enrollment fees may be collected from the participant and passed to the PBM to help fund the program or may be absorbed (i.e., 
funded) by the card sponsor. 

• Administrative claims processing fees are charged by the PBM to cover the costs associated with POS claims transmission as well 
as provision of other PBM services (e.g., utilization review, network management, and rebate management). Typically, discount 
card programs will pass the per claim administrative processing fee to the participant at the POS for inclusion in the cost of the 
prescription. 

• Reimbursement rates (discounts and dispensing fees) paid to the participating pharmacies are negotiated by the PBM and passed 
along to participants in the card program. 

• Rebates might be received from pharmaceutical manufacturers on branded medications and passed directly to the participant at the 
POS in the form of a lower prescription price. There is considerable variation amongst card programs in the degree to which the 
rebates are used to fund the program or lower the cost for the participant. It should be noted that rebates associated with discount 
card programs are dependent on the contracts negotiated by the PBM and are significantly lower in value than commercial rebates 
received by self-funded or fully-insured plan sponsors. 

Mercer Human Resource Consulting 10 
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Drug Discount Card Program Delivery 

Prescription 
provided at 
negotiated 
reimbursement 
rate 

Mercer Human Resource Consulting 

Payment for 
prescription 
(discounts, fees, 
and rebates 
applied) 

Enrollment Fee 

• "?eo 

• PBM Services 
(network mgmt., 
claims admin., 
utilization review, 
etc.) 
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• Agrees to dispense drugs to ............._ Cil~ 
participants at discounted rate 

• Negotiates reimbursement rate with network 
(discount and dispensing fee) 

• Point-of-sale application of claim admin fee 
• Point-of-sale application of rebates 
• Point-of-sale utilization review 
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Private Sector Drug Discount Card Program Sponsors 
Over the past decade, many types of entities have sponsored prescription discount card programs. Nonprofit organizations, retail 
stores, associations, states, and pharmaceutical manufacturers are common prescription drug discount card sponsors and PBMs, 
insurance companies, and pharmacy benefit administrators are commonly program managers or administrators for other entities. With 
the enactment of the Medicare Prescription Drug, Improvement and Modernization Act of2003 (MMA), and the establishment of the 
Medicare Discount Card Program in June 2004, the drug discount card market has grown significantly. 

Table 5 below provides examples of a few private prescription discount cards available to City residents and exemplifies variability in 
eligibility, access, and program fee requirements. Additionally, for reference, Appendix A provides a listing of other national 
prescription discount cards that are available to City residents. The intent of this information is not to provide a comprehensive list of 
all card programs available to City residents, but rather to provide the Steering Committee with a representative sample and insight on 
the volume and types of card programs currently available in the marketplace. 

Table 5. Examples of Prescription Discount Cards 

Medicare Discount Pharmaceutical Retail Pharmacy 
Program Type Drug Card Manufacturer Sponsored Sponsored PBM sponsored 

Name of Program California Prescription Drug Together Rx Access Card CVS Health Savings Pass YOURx Plan 
Discount Program for (Merck Medco) 
Medicare Recipients 

Eligibility California resident with No other prescription drug Must be at least 50 years Anyone regardless of 
Medicare card coverage old age, income or other 

Not eligible for Medicare insurance 

Annual income less than 
$30,000 (single) or $40,000 
(couple) 

Fees Variable-up to $30 annual No fee $69.95/couple annual fee $25/person or $40/family 
fee annual fee 

Mercer Human Resource Consulting 12 

c:\runzone\gd1wppdf04_slot-01_email_email_fa30d39d-6540-4b1f-bb56-2d9dbed88100\la rx report_master.doc 



Value Proposition: LA-Rx Program 

Program Type 

Network Access 

Quoted Savings (as 
obtained from public 
sources)* 

Medicare Discount 
Drug Card 

Any participating California 
pharmacy that accepts 
Medi-Cal 

Members receive drugs at 
Medi-Cal's discounted rate 

Savings variable by drug 

City of Los Angeles 

Pharmaceutical Retail Pharmacy 
Manufacturer Sponsored Sponsored 

Participating retail pharmacy CVS retail pharmacies 
network of 4000 pharmacies 
nationwide 

No home/mail order delivery 

Savings of 25-40% on select 
Abbott, Astra Zeneca, 
Aventis, Bristol-Myers 
Squibb, GlaxoSmithKiine, 
Janssen, Novartis, Ortho
McNeil, Pfizer, Takeda and 
TAP prescription brand 
name drugs 

Savings of 5-50% 

Savings variable by drug 

PBM sponsored 

Participating retail 
pharmacy network of 
54,000 pharmacies 
nationwide 

Mail order service 

Retail pharmacy 
discounts: range of 
AWP-3% to 18% 

Mail service discounts: 
range of AWP-18% to 
21% 

Savings variable by drug 

Program includes 2,400 
brand and 1 ,500 generic 
products 

* Information available through public domain does not provide standard negotiated reimbursement rates (e.g., discounts off of A WP). General "savings" values 
are quoted- which may represent savings from Usual and Customary prices. Therefore, no consistent standard is used amongst discount card programs for 
comparison purposes. 

Mercer Human Resource Consulting 
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Comparison of Public Sector Drug Discount Card Programs 
During the past year several public agencies and municipalities have sponsored the implementation of drug discount card programs 
with varying structures and models. Mercer conducted research, including interviews with some program and vendor staff, to identify 
the similarities and differences between three existing programs sponsored by other jurisdictions within the United States. 

The programs reviewed utilize different models to provide prescription discounts for their residents. The major differences identified 
within the program ·models were: 

• Eligibility-a variety of income and age restrictions are enforced. 

• Enrollment-the municipalities and public agencies utilized a variety of methods to publicize their program and enrollment 
requirements. Outreach techniques identified ranged from simply mailing discount cards to all registered voters to targeted and 
comprehensive outreach programs including informational booths at public events and outbound educational calls to advocacy 
agencies to promote the drug discount program. 

• Financial components--contracted reimbursement rates (discounts and dispensing fees) and application of manufacturer rebates at 
the POS to lower participant prescription cost varied amongst the programs. 

• Cost to the municipality-initial funding sources, implementation resources, and ongoing program oversight varied amongst the 
programs. Programs incorporating or "passing through" pharmaceutical manufacturer rebates to the participant at the POS required 
upfront funds to account for the delay in receipt of the actual rebates from the manufacturer. 

Mercer Human Resource Consulting 14 
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The following table details program specifics and differentiation between the BadgerRx Gold (State of Wisconsin), Nassau Rx 
(Nassau County, NY) and Ohio's Best Rx (State of Ohio) drug discount programs. Mercer was able to interview program and vendor 
staff for BadgerRx Gold program and for Nassau and Ohio is based primarily on publicly available information. However, in 
accordance with the Ohio legislation creating Ohio's Best Rx program, the Ohio Department of Job and Family Services developed a 
report in April 2005 that provided both mandated information, including a list of the top drugs dispensed in the program and key 
savings metrics, as well as a general update on the implementation and current status of Ohio's Best Rx program. Mercer did not locate 
this type of detailed savings and implementation information for the Nassau Rx program. 

Table 6. Program Comparison 

Program 

Program Summary 

BadgerRx Gold 

Public/private sector partnership 
betwee.n the State of Wisconsin and 
Navitus Health Solutions, a pharmacy 
benefit administrator (PBA), based in 
Madison, WI 

Program offers discounts on select 
medications that are on the 
formulary/preferred list 

Implementation: March 30, 2005 

Mercer Human Resource Consulting 
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Nassau Rx 

Sponsored by the Nassau County 
Comptroller's Office 

Designed to take advantage of group 
purchasing power of over 1.3 million 
resident at no cost to the residents of 
Nassau County or the county itself 

Implementation: June 29, 2004 

Ohio's Best Rx 

Program is result of legislation passed by 
the Ohio General assembly and singed by 
the Governor in December 2003 

Framework initially conceived by a coalition 
of groups representing drug manufacturers, 
Ohio AFL-CIO, AARP, and other 
organizations 

Program is designed to pass on to state 
residents a majority of the savings 
associated with negotiated drug prices and 
manufacturer rebates 

Implementation: January 2005 
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Program 

Eligibility 

Enrollment 

BadgerRx Gold 

Resident of Wisconsin 

No age, income, or existing health 
coverage restrictions 

Enrollment applications are available 
via online, toll-free number, mail, or fax 

PBA responsible for targeted public 
outreach program including: 

• media ads (newspaper and radio) 

• outbound calls to advocacy groups 
and abuse shelters 

• information booths at county fairs 
and retail pharmacy locations 
(Senior Day) 

City of Los Angeles 

Nassau Rx 

Resident of Nassau County, NY 

No age, income, or existing health 
coverage restrictions 

Enrollment via a toll-free phone number 

Cards were mailed to over 500,000 
registered voters in Nassau County in 
June 2004, by contracted PBM 

Program Design Annual enrollment fee of $25 a person No enrollment fee 
or $75 for families of four or more 

Continuous open enrollment 

Formulary of over 900 brand-name 
and generic medications 

Mercer Human Resource Consulting 
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Continuous open enrollment 

Open formulary with brand-name and 
generic medications 

Ohio's Best Rx 

Resident of Ohio 

Age 60 and over with no third party 
insurance or government sponsored health 
insurance OR 

Annual income less than $23,940 (single), 
$32,1 00 (couple), or more based on family 
size and no third party or government 
sponsored health insurance that covers 
prescription drugs currently or during the 4 
months prior to application for the program 

Applicant must attest that income and other 
eligibility requirement are met 

Enrollment applications are available at 
participating pharmacies, county agencies, 
hospitals, and health centers 

Enrollment applications are available via 
online or toll-free number 

Ohio Department of Job and Family 
Services (ODJFS) is responsible for 
outreach programs 

No enrollment fee 

Continuous open enrollment 

Open formulary with brand-name and 
generic medications 
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Program 

Pharmacy Network 
Access 

Financial 
Components 

BadgerRx Gold Nassau Rx 

Pharmacy network includes more than Pharmacy network includes more than 
700 pharmacies in the state (majority 90% of Nassau pharmacies and more 
WI pharmacies) than 54,000 pharmacies nationwide 

No mail order service; however Optional mail order service 
participants can receive 90 day supply 
of medications at retail pharmacies 

Brand discounts estimated at 
AWP-12% 

Maximum Allowable Cost (MAC) 
pricing for generics 

Dispensing fee $2.50 per prescription 

Program claim administration fee 
($2.1 0 per 30 days supply) passed to 
participant and included in price of the 
prescription 

PBA passes 1 00% of rebates to the 
participant at the POS 

29 manufacturers offering rebate 
contracts 

Brand and generic discounts unknown 

Dispensing fee unknown 

Program claim administration fee (fee 
unknown) is passed to participant and 
included in price of prescription 

Rebates obtained from manufacturers 
are retained by PBM 

Mercer Human Resource Consulting 
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Ohio's Best Rx 

Pharmacy network includes several 
independent pharmacies chain locations 

2300 participating pharmacy locations as of 
March 2005 

Optional mail order service 

Brand and generic discounts unknown 

Drug prices based on the average weighted 
negotiated prices of state employee and 
state retiree health plans would pay for that 
prescription, minus any rebate offered to the 
program by the drug manufacturer 

Dispensing fee $3.00 per prescription 

Program claim administration fee ($1.00 per 
prescription) passed to participant and 
included in price of the prescription 

Program guarantees that at least 95% of 
any rebate amount from manufacturers for a 
particular drug will be passed to the 
participant at the POS 

Drug rebates based on either average 
weighted negotiated rebates of the state 
employee and retiree health plans or on any 
manufacturer-offered rebates that are equal 
to or greater than the average weighted 
rebate 

Aproximately 57% of brand name 
prescriptions offer a manufacturer rebate 
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Value Proposition: LA-Rx Program 

Program 

Vendor 

Estimated Program 
Savings* and · 
Utilization 

BadgerRx Gold 

The Wisconsin Department of 
Employee Trust Funds provides 
program oversight but is not involved 
in the day-to-day management 

Navitus Health Solutions is the 
contracted PBA and performs all 
operational services 

City of Los Angeles 

Nassau Rx 

The county provides oversight, but is not 
involved in the day-to-day management 

Ohio's Best Rx 

ODJFS is responsible for program 
implementation 

Program administered and managed by Envision Pharmaceutical Services, Inc., is 
AdvancePCS, a division of Caremark Rx, the contracted PBA located in Twinsburg, 
Inc. Ohio 

Average savings of 20% on most 
medications and up to 50% on generic 
drugs 

Envision performs eligibility determination, 
claims processing and other administrative 
services 

Projected savings of 20-30% per 
prescription-variable savings depending on 
drug prescribed and pharmacy utilized 

Projected savings of 25-40% per 
prescription on the cost (i.e., usual and 
customary cost) of formulary 
medications First year savings (as reported by 
Savings realized in first 2.5 months (as Nassau County): 

Savings realized as of May 2005: 

Average 30.7% discount per 
prescription reported by Navitus): • 

• 
• 

30% discount per prescription 

5500 participants enrolled as of 
June 2005 

• 

Approximately 24% discount per 
prescription 

Average savings of $17 per 
prescription 

Savings for county residents of nearly 
$2 million dollars in the first 1 0 
months of program 

• Average savings of $15.30 per 
prescription 

• Total savings for program participants of 
$722,174 

22,709 participants enrolled as of May 2005 

* "Savings" values quoted may represent savings from usual and customary prices. No consistent standard is used amongst discount card programs for 
comparison purposes. 
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Value Proposition: LA-Rx Program 

Program 

Cost to Card 
Sponsor 
(Municipality or 
Agency) 

Program 
Differentiators 

BadgerRx Gold 

Initially, State is providing a "loan" to 
the program for implementation and 
payment of POS rebates. 
Progressively, as rebates are paid by 
manufacturers (typically 9 months 
post-implementation), program is 
expected to be self-sustaining 

Staff from Employee Trust Fund 
supported program implementation 
and expected to provide financial 
accounting support dur.ing period of 
initial program loan 

Total transparency of program rebates 
and discounts to the State 

All rebate savings are passed on to 
participant at the POS 

State considers this a discount 
"program" not just a card as the 
medications covered by the program 
are actively managed for appropriate 
utilization and additional cost savings 
(i.e., pill splitting opportunities) 

City of Los Angeles 

Nassau Rx 

No cost to county 

PBM collects an administrative fee from 
each prescription purchase. 

No charge for all residents 

No forms or renewal to be completed 

Increased financial responsibility on 
network pharmacies.** 

Ohio's Best Rx 

Initially, program funded by state dollars. 
Progressively, program is expected to be 
self-funded by obtaining rebates from drug 
manufacturers and collecting an 
administrative fee from participants. 

Five ODJFS staff directly support program 
operations 

No charge for residents of any age with 
lower incomes 

Prices and rebates are not negotiated with 
drug manufacturers. The price and rebate 
amounts are driven by the average price 
and rebates in the state employee health 
plan and state retirement system health 
plans 

Majority of rebates are passed on to 
participants at POS 

**Based on publicly available information, it appears that network pharmacies have greater financial responsibility for savings associated with the Naussau 
program (i.e., difference between negotiated discounted rate and usual and customary price is the pharmacy responsibility). 
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Value Proposition: LA-Rx Program City of Los Angeles 

6 

Potential Value of LA-Rx Program 
The successful implementation of a discount card program requires the full consideration of numerous components, including, but not 
limited to: 

• enrollment fees, 

• number of participants, 

• enrollment, language, and other challenges, 

• funding, 

• network pharmacy relations, 

• liability, 

• public benefits and costs, and 

• pharmaceutical manufacturer relations. 

The factors listed above will have an impact on the pricing (i.e., discounts, dispensing fees, enrollment fees, and rebates) offered by 
the PBM or claims administrator as well as the cost of the card program (i.e., cost to the participant). The PBM contracted to 
administer the program has inherent program costs, specifically pharmacy network and manufacturer contracting, and adjudication 
system set-up and transmission costs. Therefore, the City must decide how they intend to compensate, or allow the administrator to be 
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Value Proposition: LA-Rx Program City of Los Angeles 

compensated for provision of services. Most governmental agencies attempt to minimize their financial obligations to support a 
prescription drug discount card program. Typically, the administrator is allowed to charge an enrollment fee and/or retain a fair 
percentage of the pharmaceutical rebates to cover the inherent administration costs. 

It is important to note that as the number of participants and utilizing members in a card program increases, the contracted 
administrator is able to spread such inherent costs across a larger pool of individuals. Correspondingly, the pricing (i.e., discounts, 
dispensing fees, enrollment fees, and rebates) offered to the card sponsor may become more competitive. 

Based upon CHIS interviews many City residents have access to health insurance through employer's coverage or individual products, 
and 80 to 90 percent of these programs have adequate pharmacy coverage. The most commonly purchased programs are copay based, 
with copay amounts that are typically lower than the discounted price that a member would pay if they used a prescription discount 
card instead of the insurance benefit. For plans that are not copay based, members do have access to the carriers' negotiated rates with 
pharmacies. It is important for carriers to continue to offer pharmacy benefits and capture pharmacy utilization information as this data 
is often used to identify candidates for appropriate disease management programs. The following table demonstrates that the bulk of 
copay pharmacy benefit programs for both small and large group plans have copays that are less than $25.00 per prescription. 

Table 7. Pharmacy Program Enrollment Distribution: Blue Cross of California 

Brand Copay Range Small Group Large Group 

$0.00 - $15.00 2% 31% 

$15.01 - $25.00 94% 59% 

$25.01 - $35.00 1% 6% 

$35.01 - $45.00 0% 2% 

>$45.00 0% 2% 

$150 Deductible Plan 3% 0% 

Total 100% 100% 

Therefore, individuals who have pharmacy insurance are not expected to access the LA-Rx program. The population that would likely 
utilize the discount card are the 28 percent of uninsured residents under the age of 65. 
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Value Proposition: LA-Rx Program City of Los Angeles 

Beyond the number of individuals that might access a prescription discount card program, additional factors should be considered by 
the City as part of the overall value of the LA-Rx program. 

Language 
The City's residents are comprised of individuals from many nations throughout the world. Subsequently, a large percentage of the 
population for this program speaks English as a second language. Generally, national card programs have addressed individuals that 
speak Spanish as a primary language but most have not addressed the multiple languages that are spoken within the City's boundaries. 
This potential challenge may impact the uptake and use of the card by City residents. Additionally, the need to create outreach 
materials in numerous languages may increase the overall program price offered by the administrator. 

Participant Outreach 
In addition to the language barriers, many residents do not have ready access to the internet and web-related resources. Resultantly, 
the enrollment outreach must be available telephonically as well as through various paper media. Additional outreach should also 
include solicitation through community centers, healthcare providers, public voting records, and information booths. Since it is 
incumbent on the administrator to increase enrollment in the card program, it is not anticipated that the need for widespread outreach 
would increase program costs. 

Funding/Oversight 
The LA-Rx program will most likely require some source of funding prior to implementation. At a minimum, funding will be needed 
to procure and contract with an administrator. This does not include any inherent administrative costs (i.e., staff resources or general 
overhead) that would be incurred by the City during the implementation of the program. The burden of the implementation can be 
placed on the contracted administrator but oversight and guidance is still necessary. 

In addition, there will be costs associated with ongoing administration of the program. As previously mentioned, the ongoing costs can 
be recovered by allowing the administrator to charge a reasonable enrollment fee, a per prescription administrative fee, retention of a 
portion of the pharmacy rebates, or a combination of any of the previous options. 
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Network Pharmacy Relations 
PBM administrators have experience interacting with pharmacies and subsequently should have the primary responsibility for 
contracting. The pharmacies, retailers, and their respective associations may make a concerted effort to prevent program 
implementation if it is felt that an undue burden is placed on them to make the program successful. This could mean an unfair 
financial (i.e., low reimbursement) or administrative burden (i.e., processing of claims, answering questions, etc). Participating 
pharmacies will be particularly concerned if the bulk of the participant savings are solely realized by the pharmacies having to agree to 
substantial discounts and low dispensing fees. Therefore, the City will likely need to perform educational sessions with the pharmacies 
and retailers to explain the merits of the program in order to obtain support. This tenet is paramount to making the program a success. 

Liability 
While Mercer can not provide legal advice and we always recommend that our clients consult with their own legal counsel; it is 
Mercer's belief that the City would not incur significant liability should LA-Rx be implemented, provided that City dollars are not 
used to cover the costs of the prescriptions. In general, the liability is much greater in situations where the program is funded by the 
plan sponsor. However, the City would have the responsibility to ensure that the vendor is appropriately administering the program. 

Public Benefits and Costs 
Provision of a prescription drug discount program is expected to result in more affordable prescriptions and increased access to 
medications for citizens that previously did not have such a benefit. Each day, citizens have to choose between paying for 
prescriptions and paying other bills-including basic necessities. The cost of medications contributes to non-compliance with therapy 
regimens-many patients are skipping doses, cutting doses in half, or stopping medication therapy all together. This leads to 
exacerbations of medical conditions and quite often results in visits to the emergency room or hospitalization; thereby, increasing 
costs to both the patient and taxpayers. Increased affordability of medications is expected to increase member compliance with therapy 
regimens and decrease associated complications. 

There is evidence that participants truly can save money on a properly designed discount drug card program. The City will need to 
balance the affordability of a drug card program with the needs of the provider network. The pharmacies will need to be fairly 
compensated to dispense prescriptions while maintaining a reasonable margin. Successful programs such as BadgerRx Gold, 
NassauRx and Ohio's Best Rx demonstrate that such a balance can be reached. Additionally, within the drug discount card 
marketplace, Mercer has observed brand discounts of A WP-12 to 15% on branded medications and A WP-20 to 45% on generic 
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medications. The greater the cost savings afforded to the citizens, the greater the expected uptake and utilization. As utilization 
increases, there is potential for increased savings and lower program costs. Therefore, the City may consider inclusion of other 
populations (e.g., citizens of the County of LA) or other public entities during the development of this program. 

City of LA Benefits and Costs 
Many citizens of the City simply can not afford to remain compliant with their prescriptions. Increasingly, they are looking to their 
elected officials to provide some sort of assistance in combating the increasing costs of prescription drugs. The development and 
oversight of a drug discount card program can provide substantial assistance in lowering the cost of prescription medications. 

The City would incur initial costs- at a minimum, procurement costs and costs associated with oversight during the implementation. 
In addition, the. City will likely have to provide some ongoing administrative oversight of the program, including verification of 
program components, including, but not limited to: 

• proper collection and distribution of pharmaceutical rebates, 

• appropriate payment of participating pharmacies, 

• honoring of negotiated discounts, 

• appropriate outreach to citizens, 

• provision of quality member services, 

• adherence to all contractual and performance guarantees, and 

• assurance that vendor is following best practices as it relates to pharmacy program administration. 

Mercer anticipates that such oversight would require less than one FTE staff member. As exemplified in other governmental card 
programs, current staff can be utilized if provided with the necessary knowledge, tools and support. 
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Appendix A 

Examples of Prescription Discount Cards 

Name of Program Telephone 

AARP MemberRx Choice Program 800 289 8849 

www.rpspharmacy.com 

Affordable Health Card 

www.affordablehealthcard.com 

Alliance Health Card 

www.alliancehealthcard.com 

Mercer Human Resource Consulting 

800 214 0611 

877 210 4720 
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Description 

Discounts on Rx for AARP 
members. 

Discounts on Rx, dental, vision, 
hearing, chiropractic, physical 
therapy and more. 

Discounts on Rx, dental, vision, 
hearing, chiropractic, physical 
therapy and more. 

Fees and Savings 

AARP membership plus 
$19.95/person annual fee. 
Shipping and handling fees apply. 
Discount depends on Rx. 

$15 activation fee plus $24.95 for 
Gold Family plan or $28.95 for 
Platinum Family Plan. 

Up to 60% discount on generic Rx, 
20-50% discount on brand-name 
Rx. 

$120 family membership for Gold 
Card plan or $180 for Platinum 
Card plan. 

Discount depends on Rx. 
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Name of Program 

CVS Health SavingsPass 

www.cvshealthpass.com 

GSK Orange Card 

www.orangecard.com 

LillyAnswers Card 

www.lillyanswers.com 

Medicare-approved Discount 

Drug Cards 

www.medicare.gov 

Merck Medco 

(YOURx Plan) 

www.yourplan.com 

Mercer Human Resource Consulting 

Telephone 

888 676 2273 

888 825 5249 

877 795 4559 

800 633 4227 

877 733 6765 
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City of Los Angeles 

Description 

Must be at least 50 years old. 

Discounts on Rx, dental, vision, 
hearing and more. 

Must have no other Rx coverage. 

Annual income must be less than 
$30,000 (single) or $40,000 
(couple). 

Discounts on GlaxoSmithKiine Rx 
only. 

Must have no other Rx coverage 
and be enrolled in Medicare. 

Annual income must be less than 
$18,000 (single) or $24,000 
(couple). 

Discounts on Eli Lilly Rx only. 

Fees and Savings 

$69.95/couple annual fee. 

5-50% discount. 

No fee. 

Up to 40% discount depending on 

Rx. 

No fee. $12 per Rx up to a 30-day 
supply. 

Must be eligible for Up to $30 annual fee. 

Medicare. Several different cards Discount depends on Rx and card. 
offered by private companies. Low 
income assistance available. 

Discounts on Rx. $25/person or $40/family annual 
fee. 

Discount depends on Rx. 

26 



"' 

Value Proposition: LA-Rx Program 

Name of Program 

Nonprofit Warehouse 

www.nonprofitwarehouse.com 

Peoples Prescription Plan 

www. peoplesrxcard .com 

Pfizer Pfriends 

www.pfizerhelpfulanswers.com 

Plan Plus 

www.planplus-discounts.com 

RxDrugCard 

www.rxdruqcard.com 

Mercer Human Resource Consulting 

Telephone 

770 541 7777 

800 667 6914 

866 776 3700 

800 527 5583 

800 527 0959 (Spanish) 

888 216 2461 
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City of Los Angeles 

Description 

Discounts on Rx, dental, vision, 
hearing and other medical 
supplies. 

Fees and Savings 

No fee. 

One card specifically for Kmart 
pharmacies, one for other 
pharmacies. 

Up to 15% discount on brand
name Rx, 

up to 50% discount on generic Rx. 

Discounts on Rx, eyeglasses, 
hearing aids and vitamins. 

Dental plan also available. 

Must have no other Rx coverage. 

No income or age limits. 

Discounts on certain Pfizer drugs 
only. 

$7.95/family monthly fee Discount 
depends on Rx. 

No fee. 

Average savings 37% for annual 
incomes of less than $45,000 

per year; 15% for more than 
$45,000 per year. 

Discounts on Rx and other items. $4.75/family monthly fee (may vary 
depending on location). Discounts 
up to 30%. 

Discounts on Rx. $45.95/person or $49.95/family 
annual fee. 

Discount depends on Rx. 
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Name of Program 

RxSavings Plus Card 

www.rxsavingsplus.com 

Together Rx Card 

www.togetherrx.com 

Together Rx Access Card 

www.togetherrxaccess.com 

United States Pharmaceutical 

Group, Inc. 

www.uspgi.com 

Mercer Human Resource Consulting 

Telephone 

877 673 3688 

800 865 7211 

800 444 4106 

800 977 9655 
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City of Los Angeles 

Description 

Discounts on Rx. 

Must have no other Rx coverage 
and be enrolled in Medicare. 

Annual income must be less than 
$28,000 (single) or $38,000 
(couple). 

Discounts on select Abbott, Astra 
Zeneca, Aventis, Bristol-Myers 
Squibb, GlaxoSmithKiine, Johnson 
& Johnson, and Novartis Rx only. 

Fees and Savings 

No fee. Discount depends on Rx. 
an average of 20 percent off the 
regular retail price of your 
prescription drugs. 

No fee. 

Discounts begin at 15%. 

Must have no other Rx coverage. No fee. 
Must not be eligible for Medicare. Discounts of 25-40%. 

Annual income must be less than 
$30,000 (single) or $40,000 
(couple). 

Discounts on select Abbott, Astra 
Zeneca, Aventis, Bristol-Myers, 
Squibb, GlaxoSmithKiine, Janssen, 
Novartis, Ortho-McNeil, Pfizer, 
Takeda, and TAP Rx only. 

Discount plans include Rx and 
diabetic and respiratory supplies. 

No fee. 

Discount depends on Rx. 
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Name of Program 

Universal Rx 

www.universalrxplans.com 

Mercer Human Resource Consulting 

Telephone 

877 377 9101 
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City of Los Angeles 

Description Fees and Savings 

Discounts on Rx. No fee. 

Discount depends on Rx. 
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