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COHEN/GREENSTEINBILL TO REGULATE PHARMACY
BENEFITSMANAGEMENT COMPANIESADVANCES

(TRENTON) — Legidation Assembly members Neil M. Cohen and Linda R. Greengtein sponsored to
regulate pharmacy benefits management (PBM) companies— corporations that manage prescription drug benefit
programs for sponsors of hedth care plans in New Jersey — was released today by the Assembly Financid
Ingtitutions and Insurance Committee,

PBMs contract with various organizations and employers in the date, including managed care
organizations, self-insured employers, insurance companies, and Medicaid- and Medicare-manegedcareplans A
largdy unregulated industry, PBMs currently manage gpproximately 70 percent of the more than three billion
prescriptions dispensed annualy in the United States.

Concern over the operation of PBMsin New Jersey wasfirst raised during the2005 Governor’ srace. In
January 2006, the Assembly Financia Inditutions and Insurance Committee held a hearing on the operation of
PBMSs, taking testimony from various groups associated with PBMss, including pharmacists, representatives of
nationa PBMs, and consumer organizations.

“PBMsremain the only unregulated industry directly involved inthe ddivery and cost of prescription drug
benefitsto New Jerseyans,” said Cohen (D-Union), chairman of thepandl. “Withtheir ability to control gpproved
drug lists and unilateraly switch or swap drugs for prescribed trestments without medical authorization, PBMs
require regulation to ensure patient safety.”

The Cohen/Greengein legidation (A-1578) would provide for the regulation of PBMsS managing
prescription drug benefitsin the date.

Under the bill, PBMs managing prescription drug benefits for New Jersey hedth care providers would
haveto gpply for arenewablethree-year certification from the New Jersey Department of Banking and Insurance

(DOBI), which would oversee their regulation.
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Thelegidation would definethe business activitiesthat aDOBI - certified PBM may conduct inthe State, as
well asthe disclosuresaPBM would be required to make to individuas whose pharmacy benefits they manage.
PBMswould berequired to reved rebates and discountsto clientsasthey relateto hedth benefits plansthat have
purchased PBM services. PBMsaso would be required to establish acomplaint resolution mechanism to resolve
grievances submitted by pharmecists, hedlth care prescribers and covered individuas.

According to the sponsors, the manner inwhich many PBMs currently do business suggeststhe need for
government oversght and regulation.

One of theways PBMsoperateis by creeting formularies—lists of approved drugsthat can be utilized by
insurance companies and ther clients—that allow PBMsto redlize cost savingsfor their contracted clients. Thisis
done by encouraging the usage of certain drugs — usudly ageneric brand — over othersby restricting use of certain
prescription drugs not included in the formulary or by substituting prescribed medi cation with medication contained
within the formulary. Currently, this is done with no notification or oversight by doctors or pharmacists, who
traditiondly have ahand in shgping and creeting formularies for insurance companies.

The bill would reguire PBMs to make additiond disclosures to health care practitioners, like doctors,
nurses and pharmacists, covered persons, and purchasing agentsif the PBM seeksto subgtitute aprescribed drug.

It also would create guiddines and procedures under which a prescribed drug may be substituted for another.

“We need to make sure PBMs operating in New Jersey provide high quality pharmaceuticasto patients
without endangering their safety,” said Greengtein (D-Middlesex). “At the same time, we must demand PBMs
pass cost savings onto patients and consumers instead of quietly enriching themsalves under the guise of making
prescription drugs more affordable.”

Questionsraised in lawsuits around the country alege PBMssteer preferencefor drugsto their own mail
order companies and to favorite pharmaceutica companieswho give the PBMshigher rebatesthat are not dway's
passed onto the customers.

Over 30 dates have filed suits against PBMs for questionable business practices. The suits dlege that
some PBMss are not acting to maximize the savings to their dients or are refusing to take into consideration the

hedlth needs of the subscribers who are obtaining prescription drugs through their services.
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Many of these lawsuits have been sdttled, resulting in multi-million dollar fines and injunctions. Inone
ingance, one of the three largest national PBMs settled a lawauit with the federd government, paying $137.5
million in fines and recaiving afive-year injunction againgt certain predatory business practices.

The measurewould cregte protections againg predatory pricing by prohibiting PBMsor their agentsfram
establishing pricing schemes that would price the reimbursement of pharmaceuticalsto aretall pharmacy at arae
below the actud cost of the drugs. The state Department of Health and Senior Services would conduct annua
surveys to determine the cost of pharmaceuticals and set the rate of rembursement.

The Commissoner of DOBI would be authorized to deny, suspend, or revoke the certification of any
PBM in New Jersey and would be responsible for assessing fines of up to $10,000 aday to any PBM operatingin
violation of this measure. In the event DOBI fails to respond to an enforcement complaint within 30 days, the
party making the complaint would have the option of seeking remuneration in New Jersey Superior Court.

“Imposing regulations on PBMs will give New Jersey residents a much needed layer of oversght and
security,” said Greengtein. “Sick individuds have enough to worry about without wondering whether they can
afford their prescribed treatment.”

“PBMs should not be dlowed to use their bottom lineto unilateraly dictate anindividud’ sdrug therapy,”
said Cohen. “Those decisions should be left to be decided between medica professonas and their patients.”

The Assembly Financid Ingtitutions and Insurance Committee rel eased the measure by avote of 6-0. It
now heads to the Assembly Appropriations Committee for further consideration.
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