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Medications are one of the fastest growing sources of costs
in the health system and the cornerstone of disease man-
agement. Despite extensive attention around drug pric-
ing, medications have largely been excluded from CMS-
derived, value-based payment models. In this perspective,
we synthesize evidence about the impact of three promi-
nent models—primary care-based redesign, ACOs, and
bundled payment programs—on medication use, adher-
ence, and costs. We also examine the literature describing
similar models implemented by private payors and their
relationship with medication use and costs. The exclusion
of drug costs from payment reform model design has led
to missed opportunities for payors and providers to prior-
itize effective medication management strategies and has
limited our learning about the effects on cost and quality.
New CMS-based models are starting to allow greater flex-
ibility in pharmacy benefit design and reward improved
medication therapy management. Additionally, health
plans, pharmacies, and pharmacy benefit managers are
beginning to partner on collaborative value-based phar-
macy initiatives. Taken together, these efforts encourage a
paradigm shift around drug cost management that more
deeply integrates pharmacy into payment and delivery
reform with the goal of improving quality and reducing
the total cost of care.
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M edications are one of the fastest growing sources of
costs in the health system,1 and they are the cornerstone
of chronic disease management. Despite extensive attention
around drug pricing, medications have largely been a blind spot
in initiatives that reform how healthcare is provided. For exam-
ple, medication costs—particularly pharmacy-dispensed
medications—have not been a meaningful component in
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virtually any of the Centers for Medicare and Medicaid Services
(CMS) value-based models, including the Comprehensive Pri-
mary Care (CPC) Initiative, Accountable Care Organizations
(ACOs), and Bundled Payments for Care Improvement (BPCI)
Initiative. This exclusion is in part because Medicare Part D
(which covers prescription medication costs) is a separate and
distinct benefit from Medicare Parts A and B (which cover
hospital/facility-based and outpatient service costs, respective-
ly) with its own regulatory and administrative requirements.”
Since Part D plan sponsors are private firms with clearly defined
risks and responsibilities, the inclusion of Part D benefits in
payment reform models has posed a challenge.

While medications are not explicitly part of their cost cal-
culations, payment reform models may nevertheless influence
medication costs and disease outcomes in varying ways. For
example, payment reform models could lead to more efficient
drug management with lower medication costs through in-
creased use of generic medications and decreased use of
costly, low-value medications. Conversely, they could lead to
more efficient care management with higher medication ad-
herence (particularly when reimbursement is linked to
medication-related performance measures via pay-for-
performance programs) and higher medication costs but re-
duced total healthcare costs due to reduced hospital admis-
sions and emergency department visits. They alternatively
could create incentives to use low-value medications in situa-
tions where doing so might reduce costs in the domains that
are included in payment model calculations. For example,
providers may perceive that giving unnecessary antibiotics
for bronchitis or prescribing opioids for pain could prevent
future office or emergency department visits.

What is the impact of payment reform models on medica-
tion use and costs? A synthesis of recent evidence from three
prominent models—primary care-based redesign models,
ACOs, and bundled payment programs—helps crystalize
learnings from recent reforms about the effect of these models
on medication use and guide future reforms that could incor-
porate medications in value-based models.

PRIMARY CARE-BASED REDESIGN MODELS

Primary care-based redesign models have been a central focus of
both payment and delivery reform. The Patient-Centered
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Medical Home (PCMH) model is a primary care-centric,
practice-based transformation approach that emphasizes team-
based care, enhancing patient-provider relationships, quality
improvement, risk stratification, care coordination, and informa-
tion technology. The primary form of additional payment for
PCMHs is via risk-adjusted care coordination fees from payors.
There is some evidence that structural components of primary
care transformation in PCMHs improve adherence to therapy
and reduce medication costs. A recent study assessing the asso-
ciation between PCMH accreditation and medication adherence
found that patients managed in PCMHs exhibit up to 5% greater
adherence to chronic disease medications compared with those
who are not.* The CareFirst PCMH Program—which incorpo-
rated quality and utilization-based incentive payments for pro-
viders serving 1.4 million enrollees—was associated with a
2.8% reduction in total medical costs and 2.7% reduction in
medication spending in 3 years.*

However, there is limited evidence to suggest that CMS-
sponsored primary care-focused payment models influence
medication use or costs. The Centers for Medicare and Med-
icaid Innovation (CMMI) launched the CPC Initiative and
subsequent CPC+ models to test a better-resourced, account-
able primary care-based model that emphasizes risk-stratified
care management and coordination, performance-based incen-
tive payments for quality and utilization metrics, and capital to
invest in primary care practice transformation. Halfway
through the 4-year program, the initiative improved quality
but did not reduce medical costs.” While comprehensive med-
ication management was a key aspect of many practices’
redesign strategies, medication costs were not included in total
cost calculations so data are limited on how the CPC Initiative
affected medication adherence and costs.

ACCOUNTABLE CARE ORGANIZATIONS

Accountable Care Organizations (ACOs) leverage a more com-
prehensive set of payment incentives that encompass account-
ability for total costs, thereby encouraging global redesign strat-
egies for care improvement and cost reduction. Rather than
addressing care at the practice level, they target a broader system
of provider networks, focusing on aligning financial incentives
and care coordination across providers to manage the health and
healthcare costs of shared populations. Participating providers in
ACOs may share in savings if the costs of their shared popula-
tions are below projected costs. Though many ACOs are com-
posed of primary care groups, ACO models tend to be less
prescriptive about requirements for primary care transformation
and do not systematically provide up-front capital to support
investment in primary care delivery.

Although medication adherence is a core component of
quality metrics used to evaluate ACO performance,
McWilliams et al. found that exposure to Medicare Shared
Savings Program has not been associated with a meaningful
improvement in the medication use and adherence among

patients with cardiovascular disease and diabetes.® Furthermore,
Zhang’s evaluation of Pioneer ACOs found that the medication
use and costs did not substantially change despite a reduction in
medical costs of $345 per person per year.” Though commer-
cially sponsored ACOs have experimented with medications in
total cost calculations, we are not aware of published evidence
describing their outcomes and experiences.

BUNDLED PAYMENT PROGRAMS

Payment reform strategies that use bundled payments to pro-
mote efficiency and quality improvement aim to reduce vari-
ability and promote teamwork around episodes of care for
specific procedures or conditions. Bundled payments apply
fixed prices for certain episodes of care such as hip and knee
joint replacements or coronary artery bypass grafting, and
episodes generally include both acute and post-acute care
costs. Hospitals may receive bonus payments if per-episode
spending is less than fixed prices, or payback to payors if
spending exceeds these target costs. Hospitals are, therefore,
incentivized to coordinate care and manage costs across a
continuum of an episode, and may financially align with
non-hospital providers such as home health agencies and
nursing facilities by sharing any bonuses received.

CMMI initiated their BPCI Initiative in 2013 to test four
payment models for 48 clinical episodes.® Notably, medica-
tion costs are absent from BPCI cost calculations, few
medication-related measures are included as key quality
measures, and the episodes are primarily focused on
hospital-based rather than ambulatory care clinicians. In its
first 21 months, evidence shows no change in quality and
lower Medicare Parts A and B costs (largely from reduced
post-acute spending),” but effects on medication adherence
and costs have not been systematically assessed likely due to
their lack of emphasis in bundled payment models. At a
regional level, Navathe et al. assessed changes in costs after
BPCI implementation in the Baptist Health System.'® They
found that average Medicare joint replacement expenditures
declined by 20.8% between 2008 and 2015, while inpatient
prescription drug costs declined by 2.4%.

Although data are lacking on the impact of Medicare’s
BPCI Initiative on medication use and costs at the national
level, there is some evidence on the impact of bundles on drug
costs in the commercial setting nationally. In 2009, a national
commercial insurer developed an oncology bundled payment
program for patients with breast, lung, and colon cancer seen
in five oncology practices.'’ The bundle included both med-
ical and medication costs, predominantly driven by physician-
administered medications. The program resulted in $33.4 mil-
lion in savings despite an increase in chemotherapy costs of
$13.5 million. While these models did little to address outpa-
tient pharmacy utilization or costs, they highlight the potential
to align pharmaceutical and medical cost-related incentives to
drive better care at lower costs.
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IMPLICATIONS

The literature about the impact of payment and delivery re-
form models on medication adherence and costs could offer
insights for policymakers, payors, and providers about how to
best align incentives to positively influence outcomes while
avoiding unnecessary medication costs. Although CMS has
expressed interest in including medication costs in the total
cost calculations, the structural exclusion of Part D medication
costs from CMS-based alternative payment models, specifi-
cally CPC models, ACOs, and the BPCI Initiative, has com-
plicated this goal. However, commercial models that integrate
pharmacy and medical spending show promise and may serve
as a guide for further model development.

Newer CMS models are underway that allow greater flex-
ibility in pharmacy benefit design and that reward improved
medication therapy management in Medicare Part D. For
example, the Medicare Advantage Value-Based Insurance
Design model allows for enrollees’ cost sharing to be reduced
for medications that treat select chronic diseases.'” Further-
more, the Enhanced Medication Therapy Management Model
rewards Part D plans for improved medication adherence
where plans that demonstrate cost savings receive premium
subsidies in subsequent years to promote further enrollment. '

As we await feedback on their performance, there is a need
to test broader integration of pharmacy-focused incentives in
payment reform models, with greater alignment between
health plans, pharmacies, and pharmacy benefit managers
(PBMs) with providers around the total cost of care manage-
ment. For instance, UPMC Health Plan now includes medica-
tion costs in its shared savings calculations for providers, and
health plan-supported managed care pharmacists partner with
the system’s primary care physicians (PCPs) around opportu-
nities to improve quality and reduce unnecessary costs asso-
ciated with medications. Payment models that incorporate
pharmacies could support deeper collaboration with providers
to optimize medication choice and management. One such
payment model is North Carolina’s Community Pharmacy
Enhanced Services Network, which aims to broaden care
management and medication optimization services through
care teams consisting of pharmacists, PCPs, care managers,
and behavioral health providers.'* This model offers per-
member-per-month payments based on patient risk- and
medication-related quality metric performance to community
pharmacists who provide expanded services in PCMHs. These
expanded services include electronic pharmacy care plan de-
velopment, intensive medication reconciliation, adherence
monitoring and coaching, and synchronization of chronic dis-
ease medication fill dates. Finally, payment models that incor-
porate PBMs could leverage more meaningful manufacturer
discounts based on the impact on outcomes and total costs.

Taken together, these efforts can encourage an important
paradigm shift around drug cost management from volume-
based price negotiations to a true focus on value for patients
and populations. Nevertheless, the exclusion of drug costs

from payment reform model cost calculations leads to missed
opportunities for health plans and health systems to prioritize
effective medication use and management. In a healthcare
landscape where payment reform models were developed in
part to manage unsustainable healthcare costs, we cannot
afford drugs to be a blind spot. With the continued growth of
medications as a contributor to cost, quality, and value of care,
their incorporation in payment reform models will be critical
in order to enhance the potential of effective medication use in
promoting high-value care.
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