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EXECUTIVE SUMMARY
The Pharmaceutical Care Management Association (PCMA) has retained Milliman to analyze the cost impact
of the new hepatitis C virus (HCV) drug therapies on the 2015 individual Medicare Part D program. There are
an estimated 3.2 million people in the United States infected with HCV, many of whom are undiagnosed1. Of
these 3.2 million people in the United States infected with HCV, approximately 270,000 were enrolled in
Medicare Part D in 20132. Therefore, expensive HCV treatments will have a significant impact on individual
Medicare Part D spending.

Major Findings
•

We estimate that the cost of new HCV drug therapies, including Sovaldi and Olysio, will increase
2015 federal spending on the individual Medicare Part D program by approximately $2.9 billion to
$5.8 billion. This is equivalent to a 6% to 11% increase in federal Part D spending or approximately
$100 to $200 per Medicare Part D beneficiary per year.

•

We estimate that the cost of HCV drug therapies will increase total annual individual Medicare Part D
beneficiary premiums by $481 million to $965 million in 2015. This is equivalent to a 4.3% to 8.6%
increase over 2014 beneficiary premiums or an additional $17 to $33 per beneficiary per year.

The analysis underlying this report uses a representative 2015 Prescription Drug Plan (PDP) bid developed
from a comprehensive Medicare Part D claims database using the defined standard benefit design. While the
actual bid impact for a particular PDP will vary based on the projected population and many other variables,
we used a representative bid with the entire individual Medicare population modeled to illustrate the program
cost for 2015 with and without coverage of the new HCV drugs. The Medicare Part D Bid Pricing Tool (BPT)
worksheets that were generated for both scenarios are shown in the technical appendix and serve as the
basis for our cost estimates. Assumptions are discussed in the Representative Plan Bid Development
Assumptions subsection of this report.
The findings contained in this report are limited to the cost impact of new HCV drugs. The new HCV drugs are
designed to cure hepatitis C. The cost impact does not reflect potential savings from reductions in other
medical costs which may result from using the new drugs (e.g., treatment of chronic liver disease).

INTRODUCTION
In December 2013, the Food and Drug Administration (FDA) approved Sovaldi to treat HCV. This new
treatment reportedly costs $84,000 for the typical 12 week course of treatment making it one of the most
expensive drugs to enter the United States market3. Some patients with genotypes 1 and 3 are likely to
require 24 weeks of treatment4 (with a current cost of $168,000). Olysio is another high cost HCV drug to
enter the market and has a 12 week treatment cost of approximately $66,000. The relative use pattern for
these drugs is not well established at this time so for the purpose of this study we are assuming an average
cost of $84,000 per course of treatment for a patient who uses one of the new HCV drugs (which corresponds
to a 12 week treatment of Sovaldi).
1

http://www.cdc.gov/hepatitis/C/cFAQ.htm

2

Milliman released a study in December 2013 on the potential future impact of Hepatitis C for public and private payers. The population statistics described in
this report can be found in this study: http://us.milliman.com/uploadedFiles/insight/2013/healthcare-reform-hepatitis-c.pdf. We used the incidence rates of
2.91% for Dual Medicare and 0.31% for Non-Dual Medicare beneficiaries.
3

http://www.kaiserhealthnews.org/stories/2014/march/03/insurers-debate-who-should-get-costly-hepatitis-c-drug.aspx

4

http://www.accessdata.fda.gov/drugsatfda_docs/label/2013/204671s000lbl.pdf
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Unlike some other high-cost specialty drugs, the new HCV drugs have a significant patient base so their
financial impact causes a meaningful and measurable increase in cost to beneficiaries and United States
taxpayers. No one knows for sure how many infected beneficiaries will ultimately receive the new treatment,
but if for example, 50% of infected Medicare Part D beneficiaries were eventually treated with the $84,000
course of treatment, approximately $11 billion of new spending would enter the Part D system. The
magnitude of the potential cost is significant on both an absolute basis as well as relative to the $75 billion in
total individual Medicare Part D cost that CMS is projecting for 20155.
Based on Milliman’s December 2013 HCV study, HCV is more prevalent among low income individuals than it
is for non-low income individuals (2.91% of the Dual Medicare and Medicaid population and 0.31% of the
Non-Dual Medicare population)6. Therefore, the federal government will pay more in low income cost sharing
and premium subsidies, and will collect less member cost sharing to offset government spending associated
with HCV drug therapy.

IMPACT ON INDIVIDUAL MEDICARE PART D SPENDING
We estimate that the cost of HCV drug therapies will increase 2015 federal spending on the individual
Medicare Part D program by approximately $2.9 billion to $5.8 billion. This range was developed around our
point estimate of $4.2 billion and corresponds to a 2015 new HCV drug use rate of 15% to 30% by the
infected Medicare Part D population7. Table 1 presents the components of our point estimate for the
estimated 2015 individual Medicare Part D HCV cost to the federal government.
Table 1: Estimated 2015 Individual Medicare Part D HCV Cost to Federal Government (CMS)
CMS
Direct Subsidy
Federal Reinsurance
LICS PMPM
LIPS PMPM
Total CMS Expenses

With HCV
$35.72
$67.62
$45.22
$14.15
$162.72

Without HCV
$36.01
$57.40
$44.33
$12.79
$150.53

Difference
PMPM
-$0.29
$10.22
$0.90
$1.36
$12.19

Total Impact of
HCV
-$99,700,000
$3,543,700,000
$311,200,000
$471,500,000
$4,226,700,000

The primary driver of cost to the federal government is a 20% increase8 in federal reinsurance subsidies
(which are significant for all covered high cost drugs). Low income cost sharing subsidies (LICS) and low
income premium subsidies (LIPS) are also funded by the federal government and are therefore included in
the federal government costs in our findings.
It is uncertain whether or not PDP sponsors will successfully negotiate manufacturer rebates on the new HCV
drug therapies. The HCV cost estimate included in this report assumes that no rebates are paid on Sovaldi.
To illustrate the impact of pharmacy manufacturer rebates, we estimate that the federal government would
save approximately $215 million per year if the average rebate is 5% of allowed claims. As more treatment
5
6

http://www.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trends-and-Reports/ReportsTrustFunds/Downloads/TR2013.pdf
http://us.milliman.com/uploadedFiles/insight/2013/healthcare-reform-hepatitis-c.pdf

7

The new HCV drugs are intended to cure HCV and as such are likely to be viewed as improved courses of treatment for many infected beneficiaries.
Neuman et al (http://healthaffairs.org/blog/2014/06/05/the-cost-of-a-cure-medicares-role-in-treating-hepatitis-c/) discuss a 2015 use range of 10% to 30%.
Our estimate of 15% to 30% is influenced by CMS requirements to include the new HCV drugs on PDP formularies, pent-up demand and the potential for
expanded coverage of HCV testing and diagnosis. We assumed that the number of infected beneficiaries is the same between 2013 and 2015 (i.e.,
270,000). Though some of the infected will be treated in 2014 there has been growth in Part D membership and we assume that those two factors are
offsetting.
8

The difference in Table 3 federal reinsurance projections with and without the new HCV drugs is $10.22 pmpm which is 20% greater than the 2014 federal
reinsurance subsidy of $51.26.
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options become available and competition increases we would expect rebates to increase. We are seeing
more aggressive attempts at rebating in some state Medicaid programs such as Oregon9, and expect that
PDP sponsors could leverage the rebate contracting progress. Therefore, the impact shown in Table 1 might
be considered an upper-middle estimate of the 2015 cost depending on how quickly PDPs negotiate rebates.
We estimate that the cost of HCV drug therapies will increase annual beneficiary premiums by approximately
$782 million (we’ve developed a range of $481 million to $965 million which corresponds to the range cited for
table 1). Table 2 presents our point estimate of both the impact of the cost of HCV drug therapies on 2015
member premium as well as 2015 member cost sharing.
Table 2: Estimated 2015 Individual Medicare Part D HCV Beneficiary Cost10

Beneficiary
Member Cost Sharing
Member Premium
Total Beneficiary Expenses

With HCV
$39.79
$21.22
$61.02

Difference
PMPM
$0.22
$2.04
$2.26

Without HCV
$39.58
$19.18
$58.76

Total Impact of
HCV
$74,800,000
$707,300,000
$782,100,000

The ranges presented above are based on the assumption that 15% to 30% of the 270,000 individual
Medicare Part D enrollees estimated to have HCV receive an additional $84,000 course of treatment for HCV.
That represents an increase in projected allowed claims of $3.36 billion to $6.72 billion for treatments for
40,000 to 80,000 individual Medicare Part D enrollees. After the initial demand for the new drugs in 2015 (and
perhaps 2016) annual use could taper off as the number of infected beneficiaries declines.
Table 3 summarizes the national average bid, premium, direct subsidy and federal reinsurance for a defined
standard plan from 2006-2014 on a per member per month basis. Projected 2015 amounts are included to
show the impact of HCV. PDPs with a larger than average low income beneficiary mix will see a larger impact
on beneficiary premium and federal reinsurance subsidy than the averages shown in table 3 below. Please
note that the actual 2015 bid values will be released in August by CMS and may be different than the bid
estimates used in this analysis11 with HCV as shown above. However, the incremental cost difference
between the values with HCV and without HCV is still a reasonable estimate of the cost impact that new HCV
drugs will have on the market.
Table 3: Historical Actual National Average Bids and Member Premiums (PMPM)

Year
2006
2007
2008
2009
2010
2011
2012
2013
9

National Average
Bid
$92.30
$80.43
$80.52
$84.33
$88.33
$87.05
$84.50
$79.64

Base Beneficiary
Premium
$32.20
$27.35
$27.93
$30.36
$31.94
$32.34
$31.08
$31.17

Direct Subsidy
$60.10
$53.08
$52.59
$53.97
$56.39
$54.71
$53.42
$48.47

Federal
Reinsurance
Subsidy
$33.97
$26.82
$29.01
$34.73
$36.92
$39.77
$37.38
$42.60

http://blogs.wsj.com/pharmalot/2014/07/17/oregon-to-pharma-lets-make-a-deal-on-hepatitis-c-drugs/

10

Excludes LIPS and LICS (which are in table 1)

11

The bid estimates are the opinion of the author.

The Impact of New Hepatitis C Drug Therapy on Individual Medicare Part D Spending
July 2014

Page 3

Milliman Client Report

2014
2015 With HCV
2015 Without HCV

$75.88
$71.10
$67.98

$32.42
$35.37
$31.97

$43.46
$35.72
$36.01

$51.26
$67.62
$57.40

Table 4 summarizes the national average bid, premium, direct subsidy and federal reinsurance for a defined
standard plan from 2006-2014 on an aggregate basis. The enrollment used to derive the aggregate amounts
is based on the July CMS membership files for 2006-2007 and the June CMS membership files for 2008-2014
excluding group PDP and PD12 contracts.
Table 4: Historical Actual National Average Bids and Member Premiums (Millions)

Year
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015 With HCV
2015 Without HCV

National Average
Bid
$23,100
$21,400
$22,500
$24,400
$26,300
$26,700
$27,600
$27,300
$27,200
$27,500
$26,300

Base Beneficiary
Premium
$8,100
$7,300
$7,800
$8,800
$9,500
$9,900
$10,100
$10,700
$11,600
$13,700
$12,300

Direct Subsidy
$15,100
$14,100
$14,700
$15,600
$16,800
$16,800
$17,400
$16,600
$15,600
$13,800
$13,900

Federal
Reinsurance
Subsidy
$8,500
$7,100
$8,100
$10,100
$11,000
$12,200
$12,200
$14,600
$18,400
$26,100
$22,200

Table 5 summarizes the member premiums including basic and supplemental premiums based on the plans
selected by members (rather than on a Defined Standard basis).
Table 5: Total Member Premiums (Millions)

Year
2006
2007
2008
2009
2010
2011
2012
2013
2014

Total PD
Premium
$800
$800
$1,100
$1,300
$1,400
$1,400
$1,600
$1,900
$2,100

Total PDP
Premium
$4,800
$5,300
$5,900
$6,900
$7,400
$7,800
$8,000
$8,300
$8,400

Please note that the member premium summarized in Table 3, Table 4 and Table 5 include Low Income
Premium Subsidies.
12

The abbreviations PD and MA-PD refer to the prescription drug part of Medicare Advantage (MA).
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REPRESENTATIVE PLAN BID DEVELOPMENT ASSUMPTIONS
The source and development of HCV drug cost and incidence assumptions used for this report are described
above. For overall Part D cost assumptions we estimated a nationwide average individual Medicare Part D
pricing scenario calibrated to our projections of the 2015 National Average Bid Amount and Direct Subsidy
using a defined standard benefit design. Pricing assumptions are based on the results of Milliman’s 2014
Medicare PBM survey of discounts, dispensing fees, and rebates, Milliman’s CY2015 Medicare Part D
Analysis and Rating Tool, and Milliman’s formulary and trend research (which include the impact of new HCV
drugs). We used responses from the PBM survey and judgment to generate a representative aggregate
national bid consistent with the author’s projected national average bid amount (NABA) and national average
member premium (NAMP). We removed the impact of the new HCV treatments from our baseline scenario
gross cost estimates to isolate the impact of the new HCV drugs on federal government and beneficiary
projected expenditures.
The beneficiary premium is calculated as 25.5% of the estimated bid plus federal reinsurance less projected
LIPS. The estimates in Tables 1 and 2 include both PDP and MA-PD projected members.
These scenarios use Milliman’s manual Part D data as a pricing basis. The manual rates, adjustment factors,
assumed demographics, and risk scores are based on 2013 Part D experience that includes over 55 million
member months across 34 United States regions & Puerto Rico. Milliman also referenced published CMS
files which itemize PDP and PD 2010 average utilization and allowed costs per member per month and
overall generic use rates by region. Our method relies on separate low income & non-low income Claim
Probability Distributions (CPDs) that provide allowed spend levels based on the average price for retail/mail &
generic/preferred brand/non-preferred brand/specialty drug categories. The major assumptions and results of
our modeling are shown in the technical appendix which includes worksheet 3 from the CMS Bid Pricing
Tools (BPTs).
Membership assumptions in Tables 3-5 were derived from publicly available CMS files for July 2006-2007
and June 2008-2014. The contracts included were both PD and PDP that offered Part D coverage, and
excluded employer group plans. Enrollment was assumed to be level throughout the year. Premium
information was taken from the Plan and Premium files publicly available on the CMS website.
The pricing projections reflect trends based on Milliman’s Part D trend research. Trends were selected based
on a review of historical Milliman self-insured retiree and Prescription Drug Event (PDE) data, publically
available trend reports, actual average wholesale price (AWP) price change for over 20,000 drug products
used by seniors, and public information on new Hepatitis C treatments.
This report does not account for savings from other medical costs associated with HCV which fall outside the
scope of this Part D-focused analysis. The spending estimates in this report are dependent on the rate at
which people adopt the new Hepatitis C treatment options.
Other competing drugs are expected to launch near the end of 2014. There is some hope that competition
will inspire some price competition and/or more favorable rebating. We did not account for this impact in our
projections as it is unknown what the launch price of the competing drugs will be.
We assume that Medicare Part D plans will price to a consistent profit margin and that there are no risk
corridor payments made by the federal government.

CAVEATS AND LIMITATIONS
Stephen Kaczmarek is a Principal and Consulting Actuary for Milliman, a member of the American Academy
of Actuaries, and meets the Qualification Standards of the American Academy of Actuaries to render this
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opinion. To the best of my knowledge and belief, this information is complete and accurate and has been
prepared in accordance with generally recognized and accepted actuarial principles and practices.
This Milliman report has been prepared for the specific purpose of summarizing the impact of new Hepatitis C
treatments on the 2015 individual Medicare Part D market. This information may not be appropriate, and
should not be used, for any other purpose. Milliman does not endorse any public policy or advocacy position
on matters discussed in this report.
This report has been prepared solely for the internal business use of, and is only to be relied upon by, the
management of Pharmaceutical Care Management Association. While Milliman has agreed that this report
may be shared by the Pharmaceutical Care Management Association with external parties, Milliman does not
intend to benefit or create a legal duty to any third party recipient of its work. This report must be read in its
entirety and specialized knowledge of the industry is necessary to fully understand the report and its
conclusions.
The results presented herein are estimates based on carefully constructed actuarial models. Differences
between our estimates and actual amounts depend on the extent to which future experience conforms to the
assumptions made for this analysis. It is certain that actual experience will not conform exactly to the
assumptions used in this analysis. Actual amounts will differ from projected amounts to the extent that actual
experience deviates from expected experience.
Milliman does not provide legal advice, and recommends that Pharmaceutical Care Management Association
consult with its legal advisors regarding legal matters.
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TECHNICAL APPENDIX
The major findings of this report are summarized from details contained in the following exhibits.
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BPT Worksheet 3 – Contract Period Projection for Defined Standard Coverage – Excluding New HCV Therapies
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BPT Worksheet 3 – Contract Period Projection for Defined Standard Coverage – Including New HCV Therapies
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