
State of Washington 
Joint Legislative Audit & Review Committee (JLARC) 

Performance Audit of the 
 Prescription Drug Purchasing Consortium  

Report 08-9 
October 22, 2008 

Upon request, this document is available in 
alternative formats for persons with disabilities. 

 



Joint Legislative Audit and Review Committee 
1300 Quince St SE 
PO Box 40910 
Olympia, WA  98504 
(360) 786-5171 
(360) 786-5180 Fax 
www.jlarc.leg.wa.gov 

Committee Members Audit Authority 

The Joint Legislative Audit and Review Committee (JLARC) works 
to make state government operations more efficient and 
effective.  The Committee is comprised of an equal number of 
House members and Senators, Democrats and Republicans.  

JLARC’s non-partisan staff auditors, under the direction of the 
Legislative Auditor, conduct performance audits, program 
evaluations, sunset reviews, and other analyses assigned by the 
Legislature and the Committee.  

The statutory authority for JLARC, established in Chapter 44.28 
RCW, requires the Legislative Auditor to ensure that JLARC 
studies are conducted in accordance with Generally Accepted 
Government Auditing Standards, as applicable to the scope of 
the audit. This study was conducted in accordance with those 
applicable standards.  Those standards require auditors to plan 
and perform audits to obtain sufficient, appropriate evidence to 
provide a reasonable basis for findings and conclusions based on 
the audit objectives.  The evidence obtained for this JLARC report 
provides a reasonable basis for the enclosed findings and 
conclusions, and any exceptions to the application of audit 
standards have been explicitly disclosed in the body of this 
report. 

Senators 
Janéa Holmquist 

Jeanne Kohl-Welles 

Eric Oemig 

Linda Evans Parlette, Asst. Secretary 

Cheryl Pflug 

Craig Pridemore 

Phil Rockefeller, Chair 

Joseph Zarelli 

Representatives 
Gary Alexander, Vice Chair 

Glenn Anderson 

Ross Hunter, Secretary 

Troy Kelley 

Dan Kristiansen 

Kelli Linville 

Dan Roach 

Deb Wallace 

Legislative Auditor 

Ruta Fanning 



TABLE OF CONTENTS 
 

Report Summary...................................................................................................................... 1 

Study Mandate and Report Overview ................................................................................... 3 

Compliance with Statutory Requirements ............................................................................ 5 

Has the Consortium Produced Cost Savings? ..................................................................... 11 

Have Health Outcomes Improved as a Result of the Consortium? .................................... 15 

Findings and Recommendations ......................................................................................... 17 

Appendix 1 – Scope and Objectives ..................................................................................... 19 

Appendix 2 – Agency Responses .......................................................................................... 21 

Appendix 3 – State Program Prescription Drug Purchasing Schematics ......................... 37 
 



 

Committee Approval 

On October 22, 2008, this report was approved for 
distribution by the Joint Legislative Audit and Review 
Committee. 
 

 
 

Acknowledgements 

We appreciate the assistance provided by staff from 
the Health Care Authority’s Uniform Medical Plan, 
Department of Labor and Industries, Department of 
Social and Health Services’ Health and Recovery 
Services Administration, Department of Corrections, 
Department of Veterans’ Affairs, Department of 
Health (HIV/AIDS Program, STD Services, and 
Immunization Program) in conducting this study.  In 
particular, we would like to thank staff from the 
Health Care Authority’s Prescription Drug Program 
for their assistance, availability, and responsiveness 
during the course of the study. 
 



JLARC Report 08-9: Prescription Drug Purchasing Consortium  1 

Performance 
Audit of the 
Prescription 

Drug Purchasing 
Consortium  
Report 08-9 

REPORT SUMMARY 
The Prescription Drug Purchasing Consortium 
Concerned with rising prescription drug costs, in 2005 the Washington State 
Legislature authorized the creation of the Prescription Drug Purchasing 
Consortium.   The Legislature directed the Health Care Authority to establish and 
administer the Consortium and required eight state-purchased health care 
programs to participate in the Consortium, unless exempted.  The Consortium 
was intended to be a vehicle that combined the purchasing power of state 
programs and other interested parties and could be used to help contain 
prescription drug costs.  It was also intended to provide greater access to 
prescription drugs at lower costs for uninsured and underinsured individuals.  

The legislation authorizing the Consortium also directed the Joint Legislative 
Audit and Review Committee (JLARC) to conduct a performance audit of the 
Consortium.   

The report examines three topics: 

• Compliance with statutory requirements;   
• Whether there have been cost savings; and   
• Whether there have been health outcome improvements. 

Compliance with Statutory Requirements 
The Health Care Authority (HCA) has established the Prescription Drug 
Purchasing Consortium and is in compliance with most of the statutory 
requirements.  Statute designates eight state-purchased health care programs to 
participate in the Consortium.  However, six of these programs are not doing so 
and have not demonstrated to HCA that they can achieve greater cost savings 
through other arrangements.   When the necessary cost analyses have been 
completed, HCA will need to determine if these six state programs should be 
exempted from the requirements to participate in the Consortium.  Currently, 
only the Uniform Medical Plan and the Department of Labor and Industries 
participate in the Consortium.   

Have There Been Cost Savings as a Result of the 
Consortium? 
The Uniform Medical Plan estimates that it has avoided approximately $1.8 
million in additional prescription drug costs in the first six months of 2008 
through the Consortium.  The Department of Labor and Industries has not had 
any significant changes in prescription drug expenditures since joining the 
Consortium.   The Health Care Authority reports that Discount Card members 
have saved more than $4.3 million in prescription drug purchases – a 43 percent 
savings off the non-discount price since the Discount Card became available in 
February 2007.   
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Have Health Outcomes Improved as a Result of the Consortium? 
There is no way to know if there have been any changes in health outcomes directly due to the 
implementation of the Consortium.   Some changes in health status may have occurred for Discount 
Card members because of improved access to prescription drugs, but this is unknown.  For Uniform 
Medical Plan enrollees and Labor and Industries claimants, it is highly unlikely that there have been 
any health outcome changes because implementing the Consortium did not change members’ 
access to prescription drugs nor did it change the method by which the two programs purchase 
prescription drugs.   

Findings 
The Departments of Corrections; Veterans Affairs; Health; and Social and Health Services/ Health 
and Recovery Services Administration are not participating in the Consortium and have not 
demonstrated that they can achieve greater discounts and aggregate savings from federal programs 
or other purchasing arrangements.  Because the required cost analyses for six state programs have 
not been completed, the Health Care Authority has not made determinations about whether these 
programs must participate in, or should be exempted from participation in, the Consortium. 
Additionally, because the prescription drug supply system and drug purchasing arrangements are 
not static, and factors impacting drug costs are likely to change after the initial cost analyses are 
completed and determinations about participation are made, periodic updated cost analyses and 
determinations about participation would be beneficial. 

Recommendation 1 
The Departments of Corrections; Veterans Affairs; Health; and Social and Health Services/ Health 
and Recovery Services Administration should complete the required analyses that demonstrate 
whether or not the six state fee-for-service health care programs they administer can achieve greater 
discounts and aggregate savings as a result of federal programs or other purchasing arrangements 
than would be realized through participation in the state’s Prescription Drug Purchasing 
Consortium.   

Recommendation 2 
Based on the analyses conducted by the state agencies, the Administrator of the Health Care 
Authority should make a determination whether each of these state programs is required to 
participate in, or is exempt from participation in, the state’s Prescription Drug Purchasing 
Consortium, and report the determinations to JLARC.   

Recommendation 3 
The Health Care Authority should periodically conduct updated cost analyses to determine whether 
each of the state programs should continue to participate in, or continue to be exempt from 
participation in, the state’s Prescription Drug Purchasing Consortium.   
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STUDY MANDATE AND REPORT OVERVIEW 
The Prescription Drug Purchasing Consortium 
In 2005, concerned with the rapidly rising prescription drug costs of the 1990s and early 2000s, the 
Washington State Legislature authorized the creation of the Prescription Drug Purchasing 
Consortium (SSB 5471).  The Legislature directed the Health Care Authority to establish and 
administer the Consortium and required state-purchased health care programs to participate in the 
Consortium, unless exempted. The Consortium was intended to be a vehicle that state programs 
and other interested parties could use to help contain prescription drug expenditures by combining 
their purchasing power.  It was also intended to provide greater access to prescription drugs at lower 
costs for uninsured and underinsured individuals.  

The legislation authorizing the Consortium also directed the Joint Legislative Audit and Review 
Committee (JLARC) to conduct a performance audit of the Consortium.   

Statutory Requirements for the Consortium 
The 2005 legislation required the Health Care Authority to:   

• Adopt policies to establish the Consortium; 
• Determine if any state-purchased health care programs should be exempted from the 

requirements to participate in the Consortium;  
• Open the Consortium to voluntary participation by units of local governments, private 

employers, labor unions, and uninsured and underinsured individuals; 
• Make participation in the Consortium available beginning January 1, 2006; 
• Establish an Advisory Committee that meets quarterly;  
• Explore joint purchasing opportunities with other states; 
• Set reasonable fees, if necessary, to cover administrative costs; and 
• Base the Consortium's purchasing activities on the evidence-based prescription drug program 

established under RCW 70.14.050. 

Organization of the Report 
This report is organized into three topic areas: 

• An assessment of the compliance with statutory requirements; 
• An examination of whether the Consortium has produced cost savings; and    
• A look at whether the Consortium has led to health outcome improvements. 
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COMPLIANCE WITH STATUTORY REQUIREMENTS  
Has the Health Care Authority Established the Consortium?  
The Legislature directed the Health Care Authority (HCA) to adopt policies to establish the 
Consortium, either directly or by contract.  HCA met this requirement by contracting with a 
pharmacy benefits manager (PBM).  State-purchased health care programs and other employers 
interested in participating in the Consortium are able to do so by becoming a party to the PBM 
contract.  Individuals can also obtain discounts on prescription drugs by enrolling in the 
Washington State Discount Card program, which is part of the Consortium.   

While the Health Care Authority has the discretion to contract with a PBM, JLARC examined this 
option and learned that contracting with a PBM is a common approach used by many employers to 
administer prescription drug coverage for their employees.  PBMs establish pharmacy networks, 
process claims, negotiate discounts and rebates with drug manufacturers, help manage costs, and 
provide employers with utilization data.  Employers often do not have the knowledge, experience, 
and staff resources to perform all of these functions.  Contracting with a PBM also allows employers 
to add their purchasing power with that of other employers contracting with the same PBM to 
potentially obtain even greater discounts and rebates.  PBMs currently manage drug benefits for 
more than half of the U.S. population.  Approximately two-thirds of all prescriptions in the U.S. are 
processed by PBMs.1

Statute requires that uninsured and underinsured individuals be able to participate in the 
Consortium.  The Discount Card provides that opportunity and HCA believes it is achieving higher 
enrollment than previous prescription drug discount attempts because it is part of the Consortium.  
The PBM signed the contract when the Discount Card program was the only definite participant in 
the Consortium and the state-purchased health care programs and private employers were only 
potential participants.  However, JLARC was unable to determine to what extent including the 
Discount Card in the PBM contract contributes to the higher enrollment.

   

The complexities involved in prescription drug purchasing are compounded when trying to meet 
the purchasing needs of multiple state-purchased health care programs, private employers, and 
individuals.  (See diagrams and descriptions of the purchasing processes for the Discount Card and 
the other eight state programs in Appendix 3.)  The PBM contract provides flexibility and can 
accommodate differing prescription drug purchasing needs including a mail order option and 
specialty pharmacy services to assist patients with high cost, chronic health conditions requiring 
complex medication management.   

Specific to the Consortium’s PBM contract is a requirement that all financial transactions be open 
and transparent.  This means that all drug prices, discounts and rebates, and any agreements 
between the PBM and prescription drug manufacturers and/or the PBM and pharmacies are visible 
to the Health Care Authority and to the public.  This aspect of the Consortium contract is not 
typical in the pharmaceutical industry. 

                                                 
1 “Follow the Pill: Understanding the U.S. Commercial Pharmaceutical Supply Chain,” Prepared for the Kaiser Family 
Foundation by the Health Strategies Consultancy LLC, March 2005. 
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Which State-Purchased Health Care Programs Are Designated to 
Participate in the Consortium?  
Statute requires state health care programs (as defined in RCW 41.05.011) that purchase 
prescription drugs directly or through reimbursement to pharmacies must do so as part of the 
Consortium, unless expressly exempted.  Exhibit 1 shows the eight state programs designated to 
participate in the Consortium, and, for comparative purposes, provides approximate annual non-
managed care expenditures for prescription drugs and number of prescriptions filled.   

Exhibit 1 – Designated State Health Programs Purchased Nearly $683 Million Prescription Drugs  

State-Purchased Health Care Program 
Approximate Annual 

Prescription Drug 
Expenditures 

Approximate 
Annual Number of 
Prescriptions Filled 

Uniform Medical Plan $158.3 million state 1,660,000 
Department of Labor and Industries $27.4 million state 402,000 
DSHS/Health and Recovery Services 
Administration (Medical Assistance) 

$194.7 million federal 
$211.4 million state 

7,414,000 

Department of Health – Immunization 
Program 

$53.5 million federal 
$15.5 million state 

2,703,000 

Department of Corrections $14.0 million state 631,000 

Department of Health – HIV Client Services  
$3.4 million federal 
$3.1 million state 

27,000 

Department of Veterans Affairs 
$1.1 million federal 
$0.2 million state 

96,000 

Department of Health – STD Services  $38,000 federal 9,000 
Total $682.6 million 12,942,000 
Note: Expenditures are for non-managed care drug purchases less any rebates the programs received.  
Immunizations are measured in doses administered. 

Source: JLARC analysis of FY 2007 data supplied by agencies.   

Do All Designated State Programs Participate in the Consortium?  
Statute excludes state-purchased managed care (as defined in RCW 48.43.005) from the 
requirement to participate in the Consortium.  Because of this, Medicaid managed care and the 
majority of Public Employee Benefit Board (PEBB) health care plans are not required to participate 
in the Consortium.  In these instances, insurance carriers are purchasing prescription drugs for state 
clients and employees as part of the overall health care coverage provided.  However, state fee-for-
service health care programs that purchase prescription drugs must participate in the Consortium 
unless they demonstrate to the Health Care Authority (HCA) that greater discounts and aggregate 
cost savings can be achieved as a result of federal programs or other purchasing arrangements than 
would be realized through participation in the Consortium.   
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Only two out of the eight designated state-purchased health care programs – the Uniform Medical 
Plan (which enrolls more than half of all PEBB members) and the Department of Labor and 
Industries – are participating in the Consortium.   Exhibit 2 shows the six state-purchased health 
care programs designated to participate in the Consortium that are not currently doing so, and they 
have not completed the necessary cost analyses for an HCA decision regarding exemption.  Statute 
does not contain a date by which the cost analyses must be completed.  However, five of the six 
programs had at least half a year to conduct the analysis after the Consortium PBM contract was 
signed (December 6, 2006) and prior to their prescription drug contract start or annual renewal 
date.  The Department of Health Immunization Program does not contract for the purchase of 
vaccines.   

Exhibit 2 – Six Out of Eight State Programs Are Not Participating and Are Not Exempted 

State-Purchased Health Care Program 
Currently 

Participating in 
Consortium? 

Demonstrated 
Cause for 

Exemption?  
Uniform Medical Plan Yes NA 
Department of Labor and Industries Yes NA 
DSHS/HRSA (Medical Assistance) No No 
Department of Health – Immunization Program No No 
Department of Corrections No No 
Department of Health – HIV Client Services No No 
Department of Veterans Affairs No No 
Department of Health – STD Services  No No 
Source: JLARC analysis of agency data. 

As part of this performance audit, JLARC inquired about why six of the state programs are not 
currently participating in the Consortium.  JLARC learned that all six of the state programs 
participate in federal programs and/or make use of other joint arrangements for prescription drug 
purchasing.  For example, several federal agencies, including the U.S. Veterans Administration and 
the U.S. Public Health Services, participate in a program known as the Federal Supply Schedule.  
The Federal Supply Schedule guarantees that these agencies can purchase drugs from the 
manufacturers at prices equal to or lower than what is charged to their “most-favored” non-federal 
purchasers.  These lower prices are also available to counter-part government agencies at the state 
and local levels.  There is also the federal 340B Drug Pricing Program which limits the costs of 
covered outpatient drugs for certain health clinics and disproportionate share hospitals.  When the 
cost analyses are complete, they might show that some or all of these state programs can achieve 
greater cost savings through their current arrangements than can be achieved through participating 
in the Consortium.  However, absent the required cost analyses, HCA cannot make a determination 
about whether or not the programs would benefit from participating in the Consortium.  The 
agencies have now initiated the required cost comparisons and HCA anticipates having more 
information on these programs in the future.  
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Exhibit 3 shows the six state programs not currently participating in the Consortium; some of the 
federal programs (and other purchasing arrangements) which provide prescription drug purchasing 
assistance; and a date HCA estimates for completion of the cost analysis.  

Exhibit 3 – Cost Analyses Expected to be Completed Soon 

State-Purchased 
Health Care Program 

Federal Programs 
and/or Other Purchasing Arrangements 

HCA Anticipated 
Completion Date of 

Cost Analysis  
DSHS/HRSA  
(Medical Assistance) 

Federal HHS (Medicaid); Medicare Part D July 2009 

Department of Health – 
Immunization Program 

Centers for Disease Control Vaccines for 
Children Program; Section 317 
Immunization Grant Program 

November 2008 

Department of 
Corrections 

Minnesota Multistate Contracting Alliance 
for Pharmacy November 2008 

Department of Health – 
HIV Client Services 

Ryan White Program; Federal 340B Drug 
Pricing Program; National Alliance of State 
and Territorial AIDS Directors 

November 2008 

Department of Veterans 
Affairs 

Federal Veterans Administration; Medicare 
Part D; Medicaid November 2008 

Department of Health – 
STD Services  

Federal 340B Drug Pricing Program November 2008 

Source: JLARC analysis of agency data. 

Is the Consortium Available for Voluntary Participation? 
The statute states that the Consortium should be open on a voluntary basis to units of local 
government, private entities, labor organizations, and individuals who lack or are underinsured for 
prescription drug coverage.  The pharmacy benefits manager (PBM) contract is open to all of these 
entities. HCA staff have provided information and made presentations about the Consortium to 
interested parties, and the PBM contractor has added new staff to market the Consortium to other 
public and private entities.  However, to date, individuals enrolling in the Discount Card program 
are the only voluntary participants in the Consortium.    

Since there are no definite answers as to why eligible employer groups are not participating in the 
Consortium, JLARC asked Consortium Advisory Committee members and others with prescription 
drug expertise their views on possible factors contributing to the lack of participation.  These 
individuals said group employers might have one or more of the following reasons for not choosing 
to participate in the Consortium:  

• Preference for comprehensive health coverage as opposed to stand alone drug coverage;  
• Currently in a multi-year contract for comprehensive health or drug coverage;  
• Lack of knowledge about how prescription drug purchasing works and preference for 

staying with what they have;  
• Feel they have already made better drug purchasing arrangements on their own; and  
• Unaware that they can join the Consortium.    
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Other Statutory Requirements Related to the Consortium 
The 2005 legislation contained some additional requirements related to the creation and 
implementation of the Consortium.  Exhibit 4 provides a quick view of compliance with these 
requirements.  

Exhibit 4 –Other Statutory Requirements Largely Met 
Statutory 

Requirement Compliance Comment 

Make Consortium 
available for 
participation by 
January 1, 2006 

No On December 6, 2006, the Consortium became available for 
participation when the contract with the PBM was signed.  At 
this time, state programs and other employers could begin the 
analyses to determine whether or not joining the Consortium 
might yield cost savings.  The Discount Card program became 
available to individuals in February 2007. 

Establish an 
Advisory Committee 

Yes The legislation is very specific about the membership of the 
Committee and the process to be used in assembling the 
Committee.  The Health Care Authority assembled the 
Committee in November 2005 as required.  Thus far, the 
Committee’s focus has been on ways to improve and expand 
enrollment in the Discount Card program.   

Hold quarterly 
meetings of the 
Advisory Committee 

Partial The Committee held its first meeting in December 2005 and has 
met quarterly since – with the exception of three quarters in 2006 
when HCA was working on the Consortium’s RFP to secure a 
pharmacy benefits manager.    

Explore joint 
purchasing with 
other states 

Yes HCA established the Consortium jointly with the Oregon 
Prescription Drug Program.  HCA staff report having talked with 
Idaho, Wyoming, and California.   

Set reasonable fees Yes Enrollment in the Discount Card program is free.  Members pay 
an administrative fee of $1 per claim.  Administrative fees for 
state programs and other employers are consistent with industry 
levels.   

Base purchasing 
activities on the 
evidence-based 
prescription drug 
program  

Yes Adherence to the state’s evidenced-based preferred drug list 
(PDL), when possible, is included in the PBM contract and is a 
requirement for pharmacies accepting Uniform Medical Plan 
and Labor and Industries patients.  Approximately 60 to 70 
percent of the prescription drugs purchased by UMP and L&I are 
on the PDL.  

Source: JLARC analysis of agency data. 
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HAS THE CONSORTIUM PRODUCED COST SAVINGS? 
Drug Prices Are Only Part of What Drives Drug Expenditures 
The concept behind the Consortium is to control drug costs by combining purchasing power and 
negotiating more favorable prescription drug prices.  However, drug prices are only one part of 
what drives drug expenditures.  The number of prescriptions filled and the types of drug dispensed 
are important factors as well.  In fact, in the early 1990s to mid-2000s, increases in the number of 
prescriptions filled accounted for about half of the rise in national drug expenditures.  Changes in 
the types of drugs dispensed accounted for about one-quarter of the increased spending.  Drug 
prices, the primary focus of the Consortium, accounted for the final one-quarter of the expenditure 
increase that occurred in this time period. 2

How Are Drug Prices Set? 

 

The drug supply system is very complex with many different players involved.  This can lead to 
great variation in prescription drug prices.  Some of the variables impacting drug prices include the 
cost of: ingredients; research and development; distribution; advertising; and desired return on 
investment.  Market factors such as population need, inflation, and competition from similar drugs 
and/or generic equivalents also influence drug prices.    

The role of a pharmacy benefits manager (PBM) is to work with some of the other key players 
including the drug manufacturers and pharmacies to obtain the best drug prices, discounts, and 
rebates.  It is the drug manufacturers that have the greatest influence over drug prices and so the 
PBM negotiates with them to secure discounts and rebates for filled prescriptions.  The drug 
manufacturers decide what discounts and rebates will be applied based on market share, sales 
volume, and prompt payment.  There are a few relatively large, multinational companies that make 
up the bulk of the pharmaceutical manufacturing industry.  In 2004, the ten largest drug 
manufacturers accounted for almost 60 percent of the U.S. brand name prescription drug sales.  In 
2006, 78 percent of national drug expenditures went to drug manufacturing companies. 3

Pharmacy benefits managers also work to create pharmacy networks.  In creating a pharmacy 
network, the PBM must find enough pharmacies to ensure adequate geographic access for 
prescription drug plan members or clients, and the prices that will be paid to the pharmacies for the 
filled prescriptions must be sufficient for the pharmacies to be willing providers of the drugs.  In 
2006, 19 percent of national drug expenditures went to retail pharmacies. 

 

4

                                                 
2 “Prescription Drugs: Getting the Whole Picture,” BlueCross BlueShield of Minnesota, July 6, 2005. 
3 “Prescription Drug Trends,” Kaiser Family Foundation, May 2007. 
4 Ibid. 
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How Does Purchasing Prescription Drugs with a PBM Work? 
Exhibit 5 is a hypothetical, but representative illustration of some typical relationships and 
interactions between the consumer, the payer, the pharmacy benefits manager (PBM), the 
pharmacy, and the drug manufacturer.   The arrows in the graphic indicate the flows of drugs, 
dollars, and data.  The drug arrows (purple) show the movement of prescription drugs from the 
drug manufacturing company to the pharmacy to the consumer.  The dollar arrows (green) 
represent consumer cost-share, purchase payments, reimbursements, dispensing and administrative 
fees, and rebates from the drug manufacturers.  The data arrows (orange) represent claims for filled 
prescriptions, drug orders, invoices for reimbursement, contracts, other arrangements, and 
utilization data.   

Each state program is different with different players and different interactions (see Appendix 3 for 
schematics and more detail about the Discount Card and the eight state-purchased health care 
programs).  

Payer 
 

Pharmacy Benefits 
Manager 

Pharmacy 

Drug Manufacturer Consumer 
 

DDaattaa  

Rx 

DDaattaa  DDaattaa  

Rx 
Exhibit 5 – Prescription Drug Purchasing Involves a Complex Set of Interactions 

Source: JLARC analysis of prescription drug industry players and interactions. 
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$ 
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How are Cost Savings Determined for State Programs?   
To determine whether cost savings or cost avoidances might be available to the state-purchased 
health care programs by participating in the Consortium, the current pharmacy benefits manager 
(PBM) contractor uses a re-pricing algorithm applied to historical prescription drug utilization data.  
The re-pricing shows what prescription drug expenditures would have been had the state program 
contracted with the current PBM during the time period being analyzed.   While the difference 
between the actual expenditures and the re-priced expenditures provides an indication of possible 
cost savings in the future, state programs cannot be guaranteed that cost savings will be achieved 
because of changes in drug prices, utilization, and types of drugs dispensed.   

Have There Been Cost Savings for Consortium Participants? 
There are three programs currently participating in the Consortium: the Uniform Medical Plan; the 
Department of Labor and Industries; and the Discount Card.  Results of participating in 
Consortium vary for each program.  

Uniform Medical Plan: 
For the Uniform Medical Plan (UMP), the re-pricing showed what would have been paid for the 
prescriptions filled in 2006 had the UMP been contracting with the current PBM at the time.  The 
re-pricing projections showed that the UMP would be paying more in administrative and 
dispensing fees in 2008, but would likely realize greater price discounts and rebates.  The net was a 
projected cost savings for the UMP of somewhere between $1 million and $1.8 million in 2008. 

The UMP spent approximately $106.6 million for prescription drugs in the first six months of 2008.  
Under the previous PBM contract, the same prescription drugs in the same time period would have 
cost almost $1.8 million more.  Because enrollment can change from year-to-year, another way of 
viewing the costs is to use a per member per month comparison.  The per member per month 
prescription drug expenditure for the first three months of 2008 was $53.58.  In 2007, the per 
member per month prescription drug expenditure was $65.33.  This too shows that savings are 
occurring.  

Department of Labor and Industries:  
Since Labor and Industries (L&I) does its own claims processing, using a PBM provides L&I access 
to rebates from drug manufacturers that the agency might not otherwise be able to receive.  The re-
pricing algorithm showed what the rebates for purchased prescriptions would have been if L&I had 
contracted with the current PBM in 2006.  The contract with the current PBM specifies that the 
PBM will keep 50 percent of the rebates they can negotiate from drug manufacturers.  The current 
PBM projected that Labor and Industries would receive nearly $26,000 in rebates for prescription 
drugs purchased in each quarter of 2008.  For prescription drugs purchased in the first quarter of 
2008, the PBM estimates that Labor and Industries will be receiving a little more than $19,000 in 
rebates.     
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Discount Card:  
The Health Care Authority (HCA) regularly reports data about the Discount Card program 
including the cost savings on prescription drugs purchased by individuals using the Discount Card.  
As of August 24, 2008, HCA reports that 89,259 individuals, roughly 1.3 percent of the total state 
population, now has a Discount Card, and more than 181,000 prescriptions have been filled since 
the Discount Card became available in February 2007.  HCA claims that Discount Card members 
have spent almost $6 million on prescriptions since that time.  While we cannot determine what 
these individuals would have spent for prescription drugs without the Discount Card, HCA 
calculates that they would have paid more than $4.3 million additional had they paid the full price 
charged by the pharmacies at which they had their prescriptions filled – a 43 percent savings over 
the non-discount prices.  The average saving per prescription for this time period is $23.17.  
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HAVE HEALTH OUTCOMES IMPROVED AS A RESULT OF THE 

CONSORTIUM? 
Various studies have found that because of prescription costs, uninsured adults are significantly 
more likely to take partial doses, not fill prescriptions, or skip medical treatment than insured 
adults.  The research also shows that these actions can have adverse effects on individuals and that 
appropriate access to prescription drugs and following a prescribed regimen will improve the health 
outcomes of individuals and decrease the costs of other health care such as physician visits and 
hospital admissions.   

Identifying the impact on individuals’ health status resulting from prescription drug purchasing 
arrangements is extremely problematic.  Access to and adequacy of other health care services and 
social supports are important factors.  What contributes to a change in an individual’s health status 
is seldom attributable to one factor.   

There is no way to know if there have been any changes in health outcomes for Uniform Medical 
Plan enrollees and Labor and Industries claimants because implementing of the Consortium:  

• Did not result in any significant changes in the access to or costs of prescription drugs. 

• Did not change the way in which these two programs purchase prescription drugs.  It only 
resulted in a change from a previous pharmacy benefits manager (PBM) contractor to the 
current PBM contractor.   

Also, a determination about any health status changes for Discount Card members cannot be made.  
The contract the Health Care Authority (HCA) has with the current PBM requires that a customer 
satisfaction survey be conducted.  For the purposes of this performance audit, HCA agreed to 
include health status questions in this survey.  There were approximately 80,000 individuals enrolled 
in the Discount Card program in May 2008 when the PBM contractor conducted the survey.  The 
PBM contractor mailed surveys to approximately 4,000 individuals who had filled at least two 
prescriptions in the prior year using the Discount Card.  As of August 2008, less than 150 Discount 
Card members had responded.  The response rate is not sufficient to draw any conclusions about 
possible changes in members’ self-reported health status.   
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FINDINGS AND RECOMMENDATIONS  
Finding 1 
The Departments of Corrections; Veterans Affairs; Health; and Social and Health Services/ Health 
and Recovery Services Administration are not participating in the Consortium as required by 
statute, nor have they completed the required cost analyses to demonstrate they can achieve greater 
discounts and aggregate savings from federal programs or other purchasing arrangements than can 
be realized through participation in the state’s Prescription Drug Purchasing Consortium.   

Recommendation 1 

The Departments of Corrections; Veterans Affairs; Health; and Social and Health Services/ 
Health and Recovery Services Administration should complete the required analyses that 
demonstrate whether or not the six state fee-for-service health care programs they administer 
can achieve greater discounts and aggregate savings as a result of federal programs or other 
purchasing arrangements than would be realized through participation in the state’s 
Prescription Drug Purchasing Consortium.   

Legislation Required:   None 

Fiscal Impact:   JLARC assumes that this can be completed within existing 
resources.  

Completion Dates:   November 2008 for all agencies except DSHS. 
July 2009 for DSHS/HRSA. 

After JLARC began making inquiries about the required analyses as part of this performance audit, 
the state programs and the Health Care Authority initiated the analyses.   Because DSHS/Health and 
Recovery Services Administration is in the process of implementing a new vendor contract for its 
prescription drug management information system, some additional time might be needed to 
collect necessary data using the new system.  

Finding 2 
Because the required cost analyses have not been completed, the Health Care Authority has not 
made the determinations about whether the six state programs should participate in or should be 
exempted from participation in the Consortium. 
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Recommendation 2 

Based on the analyses conducted by the state agencies, the Administrator of the Health Care 
Authority should make a determination whether each of these state programs is required to 
participate in, or is exempt from participation in, the state’s Prescription Drug Purchasing 
Consortium, and report the determinations to JLARC.   

Legislation Required:   None 

Fiscal Impact:   JLARC assumes that this can be completed within existing 
resources.  

Report Dates:   December 2008 for all agencies except DSHS. 
August 2009 for DSHS/HRSA. 

Finding 3 
The prescription drug supply system and drug purchasing arrangements are not static.  Factors 
impacting drug costs are likely to change after the initial cost analyses are completed and 
determinations about participation are made.   

Recommendation 3 

The Health Care Authority should periodically conduct updated cost analyses to determine 
whether each of the state programs should continue to participate in, or continue to be exempt 
from participation in, the state’s Prescription Drug Purchasing Consortium.   

Legislation Required:   None 

Fiscal Impact:   JLARC assumes that this can be completed within existing 
resources.  

Report Date:   December 2008 for submitting a plan to the Legislature regarding 
how and when periodic updates will occur. 

For state health care programs involving federal drug purchasing arrangements, the plan should 
include a review when the associated federal program undergoes a significant purchasing 
arrangement change.  For state health care programs that do not involve federal drug purchasing 
arrangements, the plan should include a review: 

• After a specified maximum number of years have passed since the previous review;  
• When a state health care program anticipates a potential change to their purchasing 

arrangement (e.g., conducting a prescription drug purchasing vendor RFP/RFQ); or  
• When the Health Care Authority makes changes to how the Consortium is administered, 

including any change in the pharmacy benefits contractor, that might potentially result in 
significant changes to net prescription drug prices.
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APPENDIX 1 – SCOPE AND OBJECTIVES

PERFORMANCE 
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Why a JLARC Performance Audit of the 
Prescription Drug Purchasing Consortium?   
In 2005, the Legislature passed Substitute Senate Bill 5471 (RCW 
70.14.060) creating the Prescription Drug Purchasing Consortium and 
directing the Joint Legislative Audit and Review Committee (JLARC) to 
conduct a performance audit of the Consortium by December 2008.    

Background 
Creating the Consortium 
The Legislature, concerned with the rising costs of prescription drugs, 
provided a vehicle for state health care programs and other entities to 
join together and combine their purchasing power in order to negotiate 
discounts on prescription drug purchases.   

The Legislature charged the Health Care Authority with establishing the 
Prescription Drug Purchasing Consortium and exploring joint 
purchasing with other states.  The legislation also created an Advisory 
Committee comprised of representatives for business, labor, senior 
citizens and other consumers, pharmacies, health carriers, and medical 
providers to advise and assist the Health Care Authority in the 
Consortium’s activities. 

Consortium Membership 
The 2005 legislation requires state health care programs that purchase 
prescription drugs directly or through reimbursement to do so through 
the Consortium.  Statute designates the following six state agencies to be 
part of the Consortium: 

• Washington State Health Care Authority (HCA); 
• Department of Health (DOH); 
• Department of Social and Health Services (DSHS); 
• Department of Labor and Industries (L&I); 
• Department of Corrections (DOC); and 
• Washington Department of Veterans Affairs (WDVA).  

If a state agency can demonstrate it can achieve greater discounts and 
aggregate cost savings through other means, it does not have to 
purchase through the Consortium. 

The most recent cost data on state agency drug purchases was compiled 
by the Health Care Authority for fiscal year 2004.  This data showed 
combined prescription drug expenditures of $474 million for the six 
state agencies designated for the Consortium.   
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In addition to the state agencies, SSB 5471 allows units of local government, 
private entities, labor organizations, and individuals who lack or are 
underinsured for prescription drug coverage to participate in the Consortium 
on a voluntary basis.   

Study Scope  
The performance audit will review the operations and outcomes associated 
with the implementation of the Prescription Drug Purchasing Consortium. 

Study Objectives 
The audit will seek to answer the following questions:  

1. What processes and mechanisms have been put into place in order to 
operate the consortium? What are the roles of consortium members, 
contractors, prescription drug recipients, and other parties involved with 
the consortium's operations? 

2. What entities designated to participate in the Consortium are doing so?  
What factors are influencing the decision to participate? 

3. What are the cost savings or cost avoidances, if any, to members of the 
Consortium as a result of participating in the Consortium?  

4. To the extent possible, what changes in the health outcomes of 
participants can be attributable to the purchase of prescription drugs as 
part of the Consortium? 

Timeframe for the Study 
Staff will present the preliminary report in October 2008 and the proposed final 
report in November 2008. 

JLARC Staff Contact for the Study 
John Bowden  (360) 786-5298 bowden.john@leg.wa.gov 

JLARC Study Process 

 
Criteria for Establishing JLARC 

Work Program Priorities 

 Is study consistent with JLARC 
mission?  Is it mandated? 

 Is this an area of significant fiscal 
or program impact, a major 
policy issue facing the state, or 
otherwise of compelling public 
interest? 

 Will there likely be substantive 
findings and recommendations? 

 Is this the best use of JLARC 
resources?  For example: 

 Is JLARC the most 
appropriate agency to 
perform the work? 

 Would the study be 
nonduplicating? 

 Would this study be cost-
effective compared to other 
projects (e.g., larger, more 
substantive studies take 
longer and cost more, but 
might also yield more useful 
results)? 

 Is funding available to carry out 
the project? 

DSHS, $325 M 
L&I, $28 M 

2% DOC, $10 M 
2% 

HCA, $100 M 

WDVA, $1 M >1% 
69% 

21% 

6% 

DOH, $10 M 

2004 State Expenditures on 
Prescription Drugs (in millions) 

Source: HCA, May 2006.  

Total: $474 M 

Legislative 
Mandate 

JLARC- 
Initiated 

Staff Conduct Study 

Report and Recommendations 
Presented at Public  
Committee Meeting 

Legislative and Agency Action; 
JLARC Follow-up and 

Reporting 

Legislative 
Member 
Request 
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APPENDIX 2 – AGENCY RESPONSES 

• Health Care Authority 
• Department of Social and Health Services 
• Department of Health 
• Department of Corrections 
• Department of Labor and Industries 
• Department of Veterans Affairs 
• Office of Financial Management 
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APPENDIX 3 – STATE PROGRAM PRESCRIPTION DRUG 

PURCHASING SCHEMATICS 
Appendix 3 contains schematics illustrating the prescription drug purchasing processes for nine 
state programs including the: 

• Uniform Medical Plan; 
• Department of Labor and Industries; 
• Washington State Prescription Drug Discount Card; 
• Department of Social and Health Services/Health Recovery Services Administration 

(Medical Assistance); 
• Department of Health – Immunization Program; 
• Department of Corrections; 
• Department of Health – HIV Client Services; 
• Department of Veterans Affairs; and 
• Department of Health – STD Services 

The relationships and interactions involved in each program’s purchasing or reimbursement of 
prescription drugs can be complex.  Different key players can be involved for different programs 
and each program employs different terminology for the various key players.  For example, the 
Consumer might be an enrollee, a claimant, a member, or a client, and the Pharmacy can be a 
local retail pharmacy, a mail-order pharmacy, a specialty pharmacy, an in-house pharmacy, or a 
pharmacy within a local health clinic.  

The schematics show many of these differences, but in the attempt to show the complex 
transactions in understandable formats, the relationships and interactions that occur have been 
simplified.  For a definitive description of each program’s purchasing process, JLARC 
recommends contacting the state program directly.  

While there are differences between the programs, each schematic is consistent in how the flow 
of prescription drugs, money, and information are depicted:   

The purple drug arrows show the movement of prescription drugs from the 
drug manufacturing company to the pharmacy to the consumer – often going 
through a wholesale distributor or other contractor.   

The green dollar arrows represent any money transaction including consumer 
expenditure, cost sharing and co-pays, or fees paid; purchase payments by 
pharmacies, clinics, and wholesale distributors; reimbursements by both state 
and federal agencies; dispensing and administrative fees; and rebates from the 
drug manufacturers.   

The orange data arrows represent exchanges of information including claims 
for filled prescriptions, drug orders, invoices for reimbursement, contracts, 
other purchase arrangements, and utilization data.   
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Source: JLARC analysis of agency data.  

Exhibit 6 – Uniform Medical Plan (UMP) Prescription Drug Purchasing Schematic  
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Source: JLARC analysis of agency data.  

Exhibit 7 – Labor and Industries (L&I) Prescription Drug Purchasing Schematic  
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Drug Manufacturer 
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Manufacturer pays rebates to PBM 
which passes rebates on to 
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Exhibit 8 – Discount Card Prescription Drug Purchasing Schematic  
 

 

Source: JLARC analysis of agency data.  
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Source: JLARC analysis of agency data.  

Exhibit 9 – DSHS/Health and Recovery Services Administration (Medical Assistance) 
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Source: JLARC analysis of agency data.  

Exhibit 10 – Department of Health Immunization Program (DOH/Imm) Purchasing Schematic  
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Inmate gets prescription 
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Exhibit 11 – Department of Corrections Prescription Drug Purchasing Schematic  
 

Source: JLARC analysis of agency data.  
MMCAP: Minnesota Multistate Contracting Alliance for Pharmacy 
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Source: JLARC analysis of agency data.  
NASTAD: National Alliance of State and Territorial AIDS Directors. 
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Exhibit 12 – Department of Health HIV Client Services (DOH/HCS) Prescription Drug Purchasing Schematic  
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Source: JLARC analysis of agency data.  

Exhibit 13 – Department of Veterans Affairs Prescription Drug Purchasing Schematic  
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Source: JLARC analysis of agency data.  

Exhibit 14 – Department of Health Sexually Transmitted Disease (STD) Program 
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