
 

 

Medicaid Managed Care Reform 

The problem: Medicaid drug costs are increasing, pharmacy reimbursements are decreasing. Something isn’t adding up. 

As pharmacy reimbursement rates are ratcheted down, pharmacy providers are frequently reimbursed at rates that leave 
them “underwater” on the medications they dispense. Eventually, this leads to drastic negative effects on pharmacy 
providers as well as the vulnerable Medicaid beneficiaries who they serve. Meanwhile, Medicaid budgets are soaring. 

The cause: PBMs are pocketing millions of dollars by using opaque business practices, such as spread pricing. 

States have found that an excessive amount of taxpayer dollars remain with pharmacy benefit managers (PBMs).  

- Pennsylvania: Between 2013 and 2017, the amount that taxpayers paid to PBMs for Medicaid enrollees more than 
doubled from $1.41 billion to $2.86 billion.  

- Ohio: the state Auditor found that, of the $2.5 billion that’s spent annually through PBMs on Medicaid prescription 
drugs, PBMs pocketed $224.8 million through the spread alone during a one-year period.  

- Kentucky: $1.68 billion is spent annually on prescription drugs in the Medicaid managed care program, and the 
evidence suggests PBMs keep as much as $630 million in spread.  

- Louisiana: PBMs retained $42 million that was incorrectly listed as “medical costs.” 
- New York: PBMs in the Medicaid managed care program used spread pricing to pocket a 32% markup on generic 

prescriptions.1  

The solution: Increase PBM Transparency/Accountability and Ensure State Oversight of Medicaid Managed Care Programs 

- Carve pharmacy benefits out of the Medicaid managed care program and administer the benefits through the 
fee-for-service program 

West Virginia carved pharmacy benefits out of the Medicaid managed care program in 2017 after an actuarial study 
showed the move could save the state $30 million. Because PBMs have failed to control drug costs, California has decided 
to carve pharmacy benefits out of its Medicaid managed care program. In Texas, a state-commissioned study has shown 
that carving pharmacy benefits out of the Medicaid managed care program could save the state up to $90.3 million a 
year.2 Texas Rider 60 Report 
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- Avoid PBM spread by adopting a pass-through pricing model 

Under a pass-through pricing model, PBMs are paid an administrative fee, which is the only source of revenue under the 
contract, thus avoiding any costly PBM spread. Arkansas and Louisiana have implemented a pass-through pricing model 
for their Medicaid managed care programs, and Ohio made the same decision after a state-commissioned report showed 
the move could save the state over $16 million while increasing pharmacy reimbursement by over $191 million. Realizing 
the move would improve access to pharmacists’ care, Georgia’s Medicaid managed care organizations will be switching to 
a pass-through pricing model.3  

- Require PBMs in the Medicaid managed care program to reimburse pharmacies at fee-for-service rates 

As shown by Iowa, Kansas, Louisiana, Mississippi, and North Carolina, state Medicaid programs have the authority to 
ensure reasonable contract terms between MCOs/PBMs and community pharmacies - for example, competitive 
reimbursement rates. 

These states know how their tax dollars are being spent because they establish the reimbursement rates for pharmacy 
services in their Medicaid managed care programs. In those states, PBMs must reimburse pharmacies at the same rates 
established under the fee-for-service program.4 

- Increasing regulatory oversight over PBMs in the Medicaid managed care program 

Some states have passed legislation giving Medicaid officials greater oversight over the PBM Medicaid managed care 
contracts. In Kentucky, Medicaid officials now have greater oversight over PBM contracts and use of tax dollars in the 
Medicaid managed care program. Additionally, Virginia and Georgia have passed legislation requiring disclosure of the 
PBM spread in their Medicaid programs.5 
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