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I. Executive Summary and Introduction 
 

A. Overview 
Louisiana’s Medicaid Managed Care Organizations (MCOs) currently pay for approximately 95% of the 
state’s Medicaid prescriptions. Louisiana currently includes its drug benefit into its Healthy Louisiana 
Medicaid MCO contracts. When states include prescription drugs within health plans’ capitation 
payments, it is commonly referred to as “carving-in” prescription drug benefits. As of April 2018, of the 
38 states and the District of Columbia use Medicaid MCOs to manage the medical benefit, 33 (85%) 
currently use this carve-in approach, which integrates the pharmacy benefit with other covered services in 
the coordinated care program. Five states with Medicaid MCO contracts currently retain the prescription 
drug benefit in the fee-for-service (FFS) program, “carving-out” prescription drugs from the capitated 
medical benefits contract. Legislation has been proposed to carve-out Louisiana’s Medicaid prescription 
drug benefit and cover it under the FFS program. We have been engaged to assess the impacts of this 
potential programmatic change. 
 
 

B. Key Findings 
The most significant findings from our analyses are summarized below. 
  

1. Louisiana is a very high-performing state in the management of its Medicaid 
prescription drug benefit – and this is attributable to the MCOs and PBMs 
currently serving its Medicaid program.  

 
• As noted above, over 95% of Louisiana’s Medicaid prescriptions are paid by MCOs, 

thus Louisiana’s Medicaid prescription drug expenditure and utilization statistics 
essentially depict the health plans’ collective performance. During FFY2017, the 
most recent year for which full Medicaid prescription drug data are available, 
Louisiana had the nation’s most favorable Medicaid generic dispensing rate (GDR) at 
90.9%. The GDR is derived as the generic prescriptions divided by total 
prescriptions.  
 

• Net cost per prescription is a significant statistic that indicates how effectively the 
drug benefit is being managed in Medicaid. This statistic captures the mix of drugs 
the Medicaid population is utilizing, the upfront pricing of these medications, and the 
back-end rebates received. During FFY2017, Louisiana had the nation’s 8th lowest net 
cost per prescription at $32.72. Louisiana’s FFY2017 net cost per prescription was 
18% below the US average of $39.94. 

 
• Louisiana’s net cost per prescription ranking is highly favorable despite the mix of its 

Medicaid population. Our statistics suggest that more than 30% of Louisiana’s 
Medicaid prescriptions are attributable to Medicaid expansion enrollees. To estimate 
the impacts Medicaid expansion appears to be having on net cost per prescription, we 
assessed FFY2011 and FFY2016 net cost per prescription in 12 states that have 
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always had 100% of prescriptions paid in the FFS setting (in order to control for 
impacts of MCO management on pharmacy benefit management). Among these 12 
states, 8 states did not adopt Medicaid expansion and these states collectively 
experienced an 18% increase in net cost per Medicaid prescription from FFY2011-
FFY2016. Among the 4 states (within the 12 continuous FFS states) that did adopt 
Medicaid expansion, net cost per prescription increased by 37% from FFY2011-
FFY2016. This suggests that Medicaid expansion has a 19 percentage point upward 
impact on Medicaid net cost per prescription. Expansion enrollees, the majority of 
whom are adult males, typically experience relatively high utilization of many high-
cost medications, such as drugs treating HIV and Hepatitis C infections, which has 
increased net cost per prescription in expansion states. The net cost per prescription 
differential between expansion and non-expansion states suggests that Louisiana’s 
already favorable net cost per prescription is understated since we have made no 
explicit adjustment for Medicaid expansion’s upward impacts on Louisiana’s drug 
costs. 
 

• In summary, Louisiana’s Medicaid program and its MCOs (with the support of their 
PBM partners) are delivering excellent pharmacy benefits management by steering 
volume to the lowest, cost-effective drug available.  

 
2. Carving out the pharmacy benefit would be costly to Louisiana’s Medicaid program 

and its taxpayers—the state would experience a cost increase of $69.3 million in 
FFY2019 and $394.8 million across the five-year timeframe (FFY2019 - FFY2023).  

 
• Based on our analysis, transitioning the Medicaid prescription drug benefit back to 

the FFS setting would represent a significant and costly step backwards for the 
Healthy Louisiana program. We estimate that by transitioning to a pharmacy carve-
out model, Louisiana would experience a cost increase of $69.3 million in State 
Funds during FFY2019, and a cost increase of $394.8 million across the five-year 
timeframe (FFY2019 - FFY2023).  
 

• These adverse State Fund impacts are a mix of overall Medicaid cost increases caused 
by forfeiting the highly effective management of the prescription drug benefit 
described above, and a loss of net tax revenue related to Louisiana’s 5.5% MCO 
premium tax.  
 

3. National analyses of Medicaid prescriptions demonstrate the favorable impacts of 
MCO drug benefit management under the carve-in model. 

 
• Medicaid’s net cost per prescription has consistently been far lower for MCO-paid 

prescriptions than for those paid in the FFS setting, driven primarily by the drug mix 
management efforts of MCOs and their PBM partners. Nationally, MCOs’ net cost 
per Medicaid prescription was 32.5% below FFS during FFY2017.  
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• Of the 13 states that used the pharmacy carve-out model in FFY2011, nine of these 

states switched to a carve-in approach1. We compared the progression of costs and 
utilization across the group of four states that retained their pharmacy carve-out 
model versus the nine states that moved to a carve-in model during the 2012-2014 
timeframe and continued to carve-in the drug benefit during FFY2017. The states that 
switched to a carve-in model have far outperformed those retaining their carve-out 
model. A key metric demonstrating this performance is that the states that carved-in 
the drug benefit experienced only a 0.9% increase in net cost per prescription across 
the entire FFY2011-FFY2017 timeframe, while the states that continued to carve-out 
the pharmacy benefit experienced a 16.1% cost increase. This 15.2 percentage point 
difference in net cost per prescription between these 2 state groupings reflects the 
MCOs’ favorable impact on drug spending management, despite the fact that MCOs 
in two of the carve-in states did not have latitude over the preferred drug list to drive 
the most cost-effective drug mix. The MCOs paid for 86.5% of prescriptions during 
2017 in the nine states that switched to a carve-in model (and the remaining 13.5% of 
prescriptions in these states were paid under FFS during FFY2017). Prorating this net 
cost per prescription differential (to quantify MCOs’ impact on only MCO-paid 
prescriptions in the states that carved-in the drug benefit) widens the net cost 
differential from 15.2% to 17.6%. Further, none of the four states that continued to 
carve-out the drug benefit adopted Medicaid expansion, whereas seven of the nine 
states that switched to a carve-in model did expand Medicaid. With all other factors 
being equal, given the drug cost and utilization dynamics associated with the 
Medicaid expansion population (such as, much greater use of high-cost drugs for 
conditions such as HIV and Hepatitis C) we would have expected the group of nine 
states that switched to a carve-in model to have experienced a higher cost trend than 
the carve-out states that did not expand Medicaid.  
 

• Several states that carved-in the drug benefit limited or altogether eliminated the 
MCO/PBMs’ latitude to determine the most appropriate preferred drug list (PDL) 
content, including Delaware, Iowa, Texas, and West Virginia. These states did not 
draw upon the full skill set of the MCOs in managing the prescription drug benefit.  

 
• Despite collectively serving a large Medicaid expansion population and facing many 

limitations on their PDL latitude to manage drug mix, the nine states that carved-in 
the drug benefit improved their GDR by 15.66 percentage points from FFY2011-
FFY2017, more than twice the increase (7.67 percentage points) that occurred in the 
four states that continued to carve-out the drug benefit throughout this timeframe.  

 
 
 

                                                        
1 West Virginia recently switched back to a carve-out model as of FFY2018, resulting in eight carve-in states and 
five carve-out states in FFY2018. 
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4. The programmatic advantages of the carve-in model are compelling. 
 

• Prescription drugs play a central role in health care treatment. Moving this benefit out 
of the MCO contract runs directly counter to the goals of achieving integrated, whole-
person focused coverage and care coordination for the Medicaid population.  
 

• In the carve-in model, prescription drug data are available to support care 
coordination in real time and in the specific format each MCO desires. Conversely, in 
the carve-out model, the prescription drug data are available only according to the 
state’s information dissemination schedule and in the state-preferred format, which 
may be challenging for MCOs to utilize for clinical decision making. 
 

• A common misconception regarding a presumed advantage of the carve-out model is 
that the state gains purchasing power by bundling all Medicaid prescriptions together. 
The PBMs and MCOs currently supporting the Healthy Louisiana program are 
national organizations with far more covered lives and purchasing power than 
Louisiana’s Medicaid population represents (even if Medicaid lives were combined 
with state employees or other Louisiana populations). We have also not seen a 
correlation showing that increasing the number of Medicaid lives will lower the net 
cost per prescription. Purchasing power fosters greater rebate negotiations and lower 
initial prices at pharmacies, however our analyses indicate that rebate-focused 
behaviors constitute “playing the wrong game.” The path to successful Medicaid 
pharmacy benefits management lies first and foremost in effective management of the 
front-end mix of drugs. Hence, we anticipate that Louisiana would neither gain 
purchasing power (relative to what the national MCOs and PBMs already have) 
through a carve-out approach, nor would a gain in purchasing power, even if it could 
be achieved, translate to lower costs given Louisiana’s MCOs’ excellent drug mix 
and spending management performance to date.  

 
 

C. Summary of Approach 
Our assessment of Louisiana’s Medicaid prescription drug costs included the following key components: 
  

a) States’ Net Cost Per Prescription: Data were available that allowed for an accurate 
comparison between Louisiana’s average cost per Medicaid prescription on a net (post-
rebate) basis and every other state. These analyses are presented in Section II.  

 
b) Generic Dispensing Rates: We were also able to quantify the degree to which a drug mix-

focused strategy (e.g., promoting use of generics) versus a rebate-focused strategy yields 
the most favorable net cost per prescription within state Medicaid programs.  
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c) Prescriptions per Beneficiary: We obtained data on Medicaid enrollment in each state to 
assess relative access to medications in Louisiana’s Medicaid program. Focused analyses 
were also conducted on selected high-cost drugs, like those treating HIV and Hepatitis C. 

The net cost per prescription statistic is a useful measure of how cost-effectively the pharmacy benefit is 
being managed, reflecting the mix of medications filled.2 This is important since a given health condition 
may be treatable by clinically effective drugs with widely varying net (post-rebate) prices. This statistic 
also captures all statutory rebates for each drug, as well as the states’ and Medicaid MCOs’ and PBMs’ 
efforts to negotiate supplemental rebates from drug manufacturers.  
 
We ranked all states and the District of Columbia on the key statistics above, and we have presented 
Louisiana’s rankings in Section II. As noted earlier, we also tabulated drug selection and spending 
statistics for MCO-paid prescriptions and compared them to statistics for Medicaid prescriptions paid 
under the FFS program. In addition, we compared the progression of costs and utilization in nine states 
that were carved-out in 2011 and subsequently switched to a carve-in model sometime between 2012 and 
2016, to the four 2011 carve-out states that have continued to carve-out the drug benefit from 2011 
through 2017.  
 
Key Data Sources: CMS publishes the State Drug Utilization Files, which contain quarterly data by 
national drug code (NDC) for each state and for every Medicaid prescription. This source conveys the 
volume of prescriptions and the corresponding Medicaid amount paid, separately indicating drugs paid 
under the FFS program and those paid by MCOs. A separate CMS data source, the CMS 64 Report, 
captures the Medicaid prescription drug rebates each state receives in each federal fiscal year. The 
reported rebates include both the ACA’s statutory rebates as well supplemental rebates the states and 
MCOs/PBMs negotiate with manufacturers. Together, these data sources permit tabulation of each state’s 
Medicaid initial (pre-rebate) cost per prescription, rebates per prescription, and the net (post-rebate) cost 
per prescription.  
 
The FFY2017 CMS 64 reports were not yet available for this analysis. Average brand rebate percentages 
in each state from the FFY2016 CMS 64 Report were applied to FFY2017 drug utilization data to 
estimate net brand costs. All generic drugs receive a 13% rebate, and thus FFY2017 generic rebates were 
tabulated rather than estimated. MCOs/PBMs’ supplemental rebates are not available in the CMS 64 
report for most states. The MCOs/PBMs’ average percentage of supplemental rebates in the states where 
this information was reported was used to estimate MCOs’ supplemental rebates in the other states in 
which Medicaid MCOs operate.  
 
 
II. Detailed Data Analyses Findings 

 
A. Louisiana’s Rankings on Key Metrics 

We tabulated data on various prescription drug performance metrics for FFY2015-FFY2017 for each state 
and the District of Columbia. Louisiana’s ranking among these 51 jurisdictions are shown in Exhibit A. 
Louisiana has performed favorably – and increasingly favorably – on each statistic shown. Louisiana’s 

                                                        
2 Given that multiple medications are often clinically effective, but that these alternative drugs often have 
significantly different costs, managing the “mix of medications” involves steering volume towards the lowest-cost, 
clinically effective drug through the PDL and related utilization management processes. This includes using generics 
in lieu of brands where appropriate, but also includes using relatively low-cost brands (when a brand drug is most 
cost-effective) and relatively low-cost generics (when a generic drug is most cost-effective).  
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experienced a 16.1% increase in net cost per prescription from FFY2011-FFY2017.  
 
In contrast, the nine states switching to a carve-in approach experienced just a 0.9% increase in net 
cost per prescription from FFY2011-FFY2017. Seven of these nine states implemented Medicaid 
expansion during this timeframe, which typically has the effect of driving up net cost per prescription. 
None of the four carve-out states implemented Medicaid expansion, so these states did not experience 
those cost-increasing dynamics as seven out of the nine states in the carve-in group experienced. 
MCO/PBMs in several of these states also faced PDL latitude restrictions that impaired their ability to 
optimally manage drug mix. The MCOs’ essentially flat trend line across the carve-in states during a 
seven-year period is a significant accomplishment in the face of Medicaid expansion, state-imposed PDL 
latitude restrictions, the introduction of so many high-priced specialty drugs, and the rapid increase in 
drug prices.  
 
The 15.2 percentage point differential in net cost per prescription between the two groups of states 
amounts to a 17.6 percentage point differential in net cost per prescription when prorated for the 86.5% 
of Medicaid prescriptions that were paid by MCOs in these states during FFY2017. The MCOs were not 
able to influence costs for 13.5% of prescriptions paid under FFS in these carve-in states.  
 
Another interesting comparison in Exhibit C involves rebates per prescription, which were greater in the 
four states that retained the carve-out model throughout this timeframe when compared to the nine stated 
that switched to a carve-in approach ($48.12 vs. $42.45). The fact that this wide of a rebate differential 
did not yield a net cost per prescription advantage in the states retaining the carve-out model 
demonstrates the failure to achieve lower drug spending through adoption of a rebate-focused, drug cost 
management strategy. The four carve-out states achieved a higher rebate per prescription because they 
utilized higher-cost drugs than the nine states that switched to the carve-in model, as witnessed by their 
initial pre-rebate cost per prescription comparison—$92.37 for the four carve-states vs. $81.38 for the 
nine states that carved-in. Our analyses in Exhibit C demonstrates that driving greater generic use, as 
witnessed in the nine states switching to a carve-in, is a more successful strategy at lowering net cost per 
prescription than maximizing rebates by utilizing higher-cost brand drugs.  
 
 
III. Cost Impacts of Louisiana Moving to a Carve-Out Model 
We estimated impacts on Louisiana’s Medicaid costs of adopting a carve-out model for its Medicaid 
prescription drug program through the following process. 
 
Establishing Baseline Estimates: Louisiana’s current program structure, cost and utilization dynamics, 
as depicted in its actual drug benefit performance during FFY2017, were used to estimate baseline costs 
through FFY2023.  
 
The key assumptions used to trend the FFY2017 figures forward each year were derived based on 
observed national Medicaid prescription drug trends and are shown below: 
 

• Overall prescription volume was increased by 1.5% per year. 
 

• The GDR was increased by 0.5 percentage points each year, subject to a ceiling of 92.5% 
(which Louisiana would reach in FFY2021). The ceiling assumption reflects the 
expectation that the opportunity to continue increasing the GDR may “top out” given that 
the effect of patent expirations may be offset by the introduction of new brand products.  
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• Average cost per prescription was increased by 3.6% per year for generics and by 9.1% 

for brands. The higher trend rate for brands reflects the ongoing stream of high-priced 
specialty drugs being introduced. A very small proportion of drugs could not be 
categorized as brand or generic (roughly 0.2% of all Medicaid prescriptions). The 
average annual price increase for this group of drugs was assumed to be 5%.  

 
Cost Impact Factors: Using the state groupings in Exhibit C, we derived the following cost impact 
factors by comparing the average differential between the 9 states that have carved-in their drug benefit 
and the 4 states that continue to use the carve-out model. The increased cost of Louisiana’s proposed 
move to a carve-out model were estimated using cost impact factors derived in Exhibit C and the 
following assumptions: 
 

• Net cost per prescription was assumed to be reduced by 17.6% in the carve-in setting 
based on our analyses in Section II. We therefore applied a net cost per prescription 
factor of 1.176 to yield estimated costs of Louisiana switching to a carve-out model.  

 
• Prescription drug volume is estimated to be 2.8% lower in the carve-in model than the 

carve-out model. We derived this 2.8% utilization factor based on recent work in which 
we estimated that a 2% prescription volume reduction occurs in the MCO setting relative 
to FFS due to the health plans’ utilization management (UM) efforts, and a 0.8% volume 
reduction occurs in the MCO setting relative to FFS due to the health plans’ efforts to 
detect and eliminate fraud, waste and abuse (FWA). These prescription volume 
reductions from UM and FWA efforts yield a net overall savings as they eliminate 
unnecessary volume in the carve-in setting. We therefore applied a 1.028 factor to 
estimate the increase in Louisiana’s prescription volume under a carve-out model. 

 
• We have also applied a 4.0% cost savings factor in moving to a pharmacy carve-out 

model to account for reduction in capitation payments that include both a risk/profit 
margin for the health plans and an administrative allocation to manage the drug benefit 
under a carve-in model. The 4.0% cost savings factor is a combination of the 2.5% fee for 
additive services provided by PBMs to MCOs4 and a 1.5% aggregate operating margin 
earned by Medicaid MCOs across 2011-2016 on their Medicaid line of business.   

The above cost factors (1.176, 1.028, and 0.960) were multiplied together to yield an estimated 16.07% 
increase in Medicaid costs due to the programmatic impacts of switching to a carve-out model. This 
percentage applies to both the state and federal shares of Medicaid prescription drug expenditures.  
 
It is estimated that a policy change to a prescription drug carve-out could become effective in October 
2018, the beginning of FFY2019. We applied the above factors to Louisiana’s baseline FFY2019 costs 
and utilization to estimate increased costs under a pharmacy carve-out in Louisiana. This new FFY2019 
set of costs and utilization patterns in Louisiana was then trended forward through FFY2023 using the 
                                                        
4 Sood, N. et al. June 2017. The Flow of Money Through the Pharmaceutical Distribution System. 
http://healthpolicy.usc.edu/documents/USC%20Schaeffer Flow%20of%20Money 2017.pdf. The transactional 
aspects of prescription drug benefits administration – for example, paying claims – will occur under both the carve-
in and carve-out models and account for the remaining 2.5% of drug benefit management costs. 
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We tabulated a wide array of statistics comparing Louisiana with other states, and our findings 
consistently demonstrated that the state’s prescription drug benefit is being managed exceptionally well. 
Louisiana had the nation’s highest generic dispensing rate in FFY2017 and the nation’s 8th lowest average 
net costs per prescription.  
 
Any change in policy away from the existing approaches that are yielding this excellent drug benefit 
management performance creates an enormous risk of being a step backwards. Moving to a carve-out 
model would immediately and substantially increase Louisiana’s net Medicaid prescription drug costs, 
given the collective performance of MCOs in the carve-in states and certainly given Louisiana’s 
achievements through its current carve-in approach.  
 
 
 

 


