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WHY OIG CONDUCTED THIS
AUDIT
Molina Healthcare of Texas, Inc.
(Molina) is a managed care
organization (MCO) contracted by the
Texas Health and Human Services
Commission (HHSC) to provide
Medicaid and Children’s Health
Insurance Program (CHIP) services.
Molina subcontracts with
CaremarkPCS Health, L.L.C.
(Caremark) to act as its pharmacy
benefit manager (PBM) to process and
pay prescription claims and perform
other duties that include (a) processing
updates to formularies and the
Medicaid preferred drug list (PDL),
(b) developing and managing
maximum allowable cost (MAC) lists,
and (c) contracting with network
pharmacies.
HHSC paid a combined total of
$530 million in capitation to Molina
for pharmacy benefit services in 2016
and 2017.
The objective of this audit was to
determine whether delivery of selected
pharmacy benefits by Molina and its
subcontracted PBM, Caremark, was
effective and in compliance with
criteria contained in the Uniform
Managed Care Contract (UMCC), the
Uniform Managed Care Manual, and
applicable state rules and statutes.
WHAT OIG RECOMMENDS
HHSC should require Molina to
achieve full compliance and
strengthen its pharmacy benefit
functions related to the Medicaid and
CHIP formularies, the Medicaid PDL,
MAC lists, prior authorization,
pharmacy network management and
reporting, pharmacy reporting, and
drug identification.

AUDIT OF TEXAS MEDICAID AND CHIP
PHARMACY BENEFIT SERVICES
DELIVERED BY MOLINA AND ITS PBM,
CAREMARK
WHAT OIG FOUND
Caremark’s management of Molina’s Medicaid and CHIP formularies, Medicaid
PDL, and MAC lists did not fully comply with requirements.
Molina’s Medicaid and CHIP formularies did not match the HHSC Vendor Drug
Program (VDP) Medicaid and CHIP formularies, resulting in members being
delayed or denied access to needed prescription drugs or supplies. In addition, the
state may have missed out on federal rebates that would have been received if the
items were properly listed.
Caremark’s Rejections for Medicaid and CHIP Formulary Drugs
Total During Audit Scope
(September 1, 2015 - November 30, 2017)
Number of Rejections

26,999

Individual Members Affected

8,272

Average Rejections Per Affected Member

3.26

An average of 8.3 percent of drugs on selected Molina Medicaid PDLs did not
match the drugs on VDP Medicaid PDLs for the periods tested, resulting in prior
authorization being required for preferred drugs incorrectly classified as
non-preferred drugs. As a result of the inappropriate classifications, members
experienced a delay in access to, or denial of, valid and appropriate drugs and
supplies.
Drugs Caremark Inappropriately Classified as Non-Preferred
2016

2017

2018

Total

Encounters Inappropriately
Classified as Non-Preferred

23,236

13,877

3,199

40,312

Individual Members Affected

6,566

3,573

1,017

11,156

Molina’s MAC lists improperly included 65 drugs that both appeared on VDP
Medicaid PDLs and were brand name drugs. As an example of the potential
impact this could have, the OIG Audit Division performed analysis on one of the
65 drugs. Of 9,592 encounters totaling $255,637, Molina confirmed that
105 encounters were incorrectly adjudicated at MAC prices, which reduced
reimbursement amounts to affected pharmacies by $7,111 (33 percent).
The OIG Audit Division identified additional issues related to (a) MAC lists,
(b) prior authorization, (c) pharmacy network management and reporting,
(d) pharmacy reporting, and (e) drug identification.
In its management responses, MCS indicated it will work with Molina to resolve
identified issues or pursue contractual remedies. Molina, in a comment letter
included in Appendix F of the report, indicated disagreement with the
methodology for conducting this performance audit and many of the conclusions.
Auditor comments follow the Molina comment letter.

For more information, contact:
OIG.AuditDivision@hhsc.state.tx.us
HHSC Office of Inspector General
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INTRODUCTION
The Texas Health and Human Services Commission (HHSC) Office of Inspector
General (OIG) Audit Division has conducted an audit of selected pharmacy
benefits delivered by Molina Healthcare of Texas, Inc. (Molina) and its pharmacy
benefit manager (PBM), CaremarkPCS Health, L.L.C. (Caremark). A PBM is a
third-party administrator of prescription drug programs. 1 Each Texas Medicaid and
Children’s Health Insurance Program (CHIP) managed care organization (MCO)
subcontracts with a PBM to process prescription claims and perform selected other
pharmacy-related services. The PBMs contract with pharmacies to dispense
medications to Medicaid and CHIP managed care members.
The OIG Audit Division issued an informational report in November 2017 titled
“Pharmacy Benefit Managers in Texas: Informational Report on the Role of PBMs
in Delivering Medicaid and CHIP Pharmacy Benefits to Managed Care Members.”
The report presented an overview of the functions, components, and requirements
necessary for MCOs to deliver pharmacy benefit services to Texas Medicaid and
CHIP 2 managed care members through their PBMs.
As of August 2018, Texas contracted with 18 Medicaid and CHIP MCOs that
subcontracted with 6 PBMs. This audit report focuses specifically on pharmacy
benefit practices at Molina, a Texas MCO, and Caremark, Molina’s subcontracted
PBM, for the Medicaid State of Texas Access Reform (STAR), 3 Medicaid State of
Texas Access Reform Plus (STAR+PLUS), 4 and CHIP programs.
Unless otherwise described, any year referenced is the state fiscal year, which
covers the period from September 1 through August 31.
Objectives and Scope

The objective of this audit was to determine whether delivery of selected pharmacy
benefits by Molina and its subcontracted PBM, Caremark, was effective and in
compliance with criteria contained in the Uniform Managed Care Contract

1

Uniform Managed Care Contract, Attachment A, Article 2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
2
CHIP covers children in families who have too much income to qualify for Medicaid, but cannot afford to
buy private insurance.
3
STAR services low-income families, children, pregnant women, newborns, and some former foster youth.
It is the program through which most Texas members receive their Medicaid coverage.
4
STAR+PLUS serves adults who have disabilities or are age 65 or older.
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(UMCC), 5 the Uniform Managed Care Manual, and applicable state rules and
statutes.
The scope of this audit covered the period from September 1, 2015, through
November 30, 2017.
Background

Molina is a Texas MCO contracted by HHSC to provide Medicaid 6 and CHIP 7
services through its network of providers in seven service delivery areas. 8 Within
the Health and Human Services (HHS) System, Medicaid and CHIP Services
(MCS) contracts with MCOs to provide health care to members. MCOs contract
with Medicaid and CHIP providers for the delivery of health care services to
program enrollees. Under managed care, HHSC makes monthly prospective
capitation payments to MCOs for each enrolled member at a fixed monthly rate
based on numerous variables, such as historical expenses for populations served
and projected enrollment. MCOs are required to provide all covered, medically
necessary services to their members, including prescription drugs.
To facilitate the delivery of prescription drug benefits to managed care members,
UMCC requires that all MCOs use a PBM to process prescription claims 9,10 and
outlines additional pharmacy services and activities that must be provided under
managed care. Some of these additional services and activities must be performed
specifically by the MCO, while others may be performed by either the MCO or the
PBM, depending on roles and responsibilities defined within the terms of each
applicable subcontract between the MCO and its PBM.
Molina subcontracts with Caremark to process and pay prescription claims, and to
perform other activities that include (a) processing updates to the Medicaid and
CHIP formularies and the Medicaid preferred drug list (PDL), (b) developing and

5

The managed care contracts relevant to this audit include the Uniform Managed Care Contract, the Uniform
Managed Care Manual, the STAR+PLUS Expansion Contract, and the CHIP Rural Service Area Contract.
For the purpose of this report, the Uniform Managed Care Contract is used for referencing contract
requirements.
6
For the purposes of this audit, Medicaid includes the STAR and STAR+PLUS programs. STAR+PLUS
Medicare-Medicaid Plan (MMP) was not included because the monetary amounts associated with the
Medicaid portion of STAR+PLUS MMP were immaterial.
7
For the purposes of this audit, CHIP does not include the CHIP Perinatal program.
8
The service delivery areas supported by Molina are Bexar, Dallas, El Paso, Harris, Hidalgo, Jefferson, and
CHIP Rural Service Area (RSA).
9
A “prescription claim” is a provider request for payment for pharmacy services rendered to a patient. The
claim may be filed with the MCO or the subcontracted PBM.
10
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.7, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
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managing maximum allowable cost (MAC) lists, (c) managing pharmacy networks,
and (d) contracting with network pharmacies. 11
Figure A provides an overview of the contractual relationships between Molina and
other entities involved in providing pharmacy benefits to Medicaid and CHIP
members under Molina’s health plan.
Figure A: Molina’s Contractual Relationships for Providing Pharmacy
Benefits

Source: OIG Audit Division

MCOs are responsible for the performance of their PBMs. 12,13 Work performed by
Caremark is therefore considered work performed by Molina, and Molina is the
entity that is ultimately accountable to the state for compliance. 14
Molina received approximately $1.81 billion in Medicaid and CHIP medical and
pharmacy capitation payments from HHSC in 2016, and $1.75 billion in 2017. Of
11

Caremark subcontract, Pharmacy Benefit Services Agreement, Schedule B-7, v. 12-28-12 (Jan. 1, 2013)
through Schedule B-7, v. 12.01.1 (Jan. 1, 2016).
12
Uniform Managed Care Contract, Attachment A, § 4.08(a), v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
13
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.7, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
14
The subcontracts between MCOs and PBMs are considered “material subcontracts,” and are therefore
subject to additional requirements from HHSC.
Audit of Texas Medicaid and CHIP Pharmacy Benefit Services Delivered by Molina and Its PBM, Caremark

July 19, 2019

HHSC Office of Inspector General Audit Division

4

these amounts, payments for pharmacy benefits, including ingredient costs and
dispensing fees, were approximately $258 million in 2016, and $271.5 million in
2017. Molina maintained an average monthly membership of 190,667 Medicaid
members and 34,667 CHIP members during 2016, and 186,855 Medicaid members
and 28,727 CHIP members during 2017.
The data and information within and associated with Tables 1 and 2 and Figures B
through D have not been audited or validated by the OIG Audit Division. Table 1
displays information Molina reported to HHSC about how the pharmacy portion of
capitation payment amounts it received from HHSC during the period of this audit
was used, including the amount and percentage of each category. 15 This data has
not been audited or validated by the OIG Audit Division.
Table 1: How Molina Used Pharmacy Capitation Payments
Total Pharmacy Capitation
Payments Received from
HHSC
Reimbursed Caremark for
Payments Made to
Pharmacies for Prescription
Claims and Dispensing Fees

2016

2017

2018 16

Total

Percent

$257,981,629

$271,520,639

$69,383,748

$598,886,016

100.0%

235,704,385

234,815,638

60,445,053

530,965,076

88.7%

Paid Caremark Administrative
Fees Based on Number of
Paid Claims

3,138,681

2,720,282

669,400

6,528,363

1.1%

Reimbursed to Caremark and
Reported as Other Medical
Expenses 17

9,924

10,233

1,742

21,899

0.004%

DME Rebates 18 Reported as
Other Medical Expenses

(777,284)

(1,150,078)

(299,391)

(2,226,753)

(0.4%)

Direct Administrative
Pharmacy Expenses

1,001,067

1,301,491

132,439

2,434,997

0.4%

140,984

160,352

36,192

337,528

0.1%

$ 18,763,872

$ 33,662,721

$ 8,398,313

$ 60,824,906

10.2%

Indirect Administrative
Pharmacy Expenses
Retained by Molina

Source: OIG Audit Division compiled from information contained in HHSC Financial Statistical Reports and
information provided by Molina
15

Anti-viral agents used for the treatment of Hepatitis C virus and the drug Orkambi are not included in the
capitation rates. These drugs are carved out and the cost is reimbursed to Molina through a fee-for-service
arrangement.
16
2018 figures include the first quarter, or September 2017 through November 2017.
17
The Financial Statistical Support Instructions in the Uniform Managed Care Manual direct MCOs to report
certain pharmacy-related expenses for durable medical equipment supplies that are not on HHSC’s formulary
as part of “Other Medical Expenses.”
18
“DME Rebates” were described as reimbursements for limited home health supplies, specifically test
strips, dispensed to members. These rebates are separate from federal rebates and state supplemental rebates.
They are processed by Caremark and include rebate categories such as base, incentive, administrative fees,
and market share, which effectively reduce pharmacy benefit expenses.
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As included in Table 1, Molina identified internal direct and indirect administrative
pharmacy expenses not attributed specifically to pharmacy in the financial
statistical reports totaling $2,772,525 from September 1, 2015, through
November 30, 2017. These expenses cover various costs such as salaries,
equipment, supplies, maintenance, utilities, and travel.
Figure B displays by program the pharmacy capitation payments made to Molina
by HHSC. This data has not been audited or validated by the OIG Audit Division.
Figure B: Pharmacy Capitation Payments to Molina
$32,927,047

$123,417,514

$442,541,455

STAR

STAR+PLUS

CHIP

Source: OIG Audit Division compiled from information contained in HHSC Financial
Statistical Reports

Figure C depicts Molina’s Medicaid and CHIP pharmacy funds by program over
the scope of this audit. Prescription expenses include dispensing fees and
represented 89.2 percent of pharmacy capitation funds for STAR, 89.5 percent for
STAR+PLUS, and 74.9 percent for CHIP. The amount retained by Molina before
internal expenses per program shown is the amount after the deduction of
administrative fees paid to Caremark. This data has not been audited or validated
by the OIG Audit Division.
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Figure C: Molina’s Medicaid and CHIP Pharmacy Funds
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$450
$400
$350
$300
$250
$200
$150
$100
$50
$Pharmacy
Capitation

Prescription
Expenses
STAR

Retained by
Molina Before
Internal Expenses
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PBM Admin Fees
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Source: OIG Audit Division compiled from information contained in HHSC Financial Statistical Reports and
information provided by Caremark

Pharmacy services that must be provided under managed care include prior
authorization, formulary management, the Medicaid PDL, MAC lists, and
pharmacy network management. Some of the activities needed to comply with
these requirements are performed by Molina, and others are performed by
Caremark. Molina pays PBM administrative fees to Caremark for the services
Caremark performs.
Figure D provides a visual representation of the pharmacy benefit functions
performed by Molina and those that Molina subcontracted to Caremark. The
bulleted functions in bold designate some of the areas of focus in this audit. The
information in Figure D is not meant to represent a complete set of activities.
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Figure D: Pharmacy Benefits Universe for Molina and Caremark

Source: OIG Audit Division compiled from information contained in “Pharmacy Benefit Managers in Texas:
Informational Report on the Role of PBMs in Delivering Medicaid and CHIP Pharmacy Benefits to
Managed Care Members” (Issued Nov. 17, 2017)
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This audit focused on Molina’s and Caremark’s compliance with UMCC and
Uniform Managed Care Manual requirements related to (a) pharmacy enrollment,
(b) Medicaid and CHIP formularies and Medicaid PDL, (c) MAC lists, (d) clinical
and non-preferred prior authorization, (e) pharmacy network adequacy and
reporting, and (f) self-reported data on the MCO Monitoring Report.
UMCC outlines pharmacy services that must be provided under managed care. For
the administration of select pharmacy services, Molina pays PBM administrative
fees to Caremark. Table 2 shows the amount of administrative fees paid to
Caremark during the scope of this audit. This data has not been audited or
validated by the OIG Audit Division.
Table 2: Administrative Fees Paid to Caremark
PBM Administrative Fees

2016

2017

2018 19

Total

$3,138,681

$2,720,282

$669,400

$6,528,363

Source: OIG Audit Division compiled from information contained in HHSC Financial Statistical
Reports

Oversight of Pharmacy Benefit Activities by MCCO
Within MCS, the Managed Care Compliance and Operations (MCCO) Division has
responsibility for oversight and monitoring of Molina’s compliance with pharmacy
benefit contractual requirements. MCCO was formed on October 1, 2017, when it
assumed responsibility for MCO oversight. Prior to October 1, 2017, oversight of
MCO pharmacy benefits was the responsibility of HHSC Contractor Performance
Management, a unit within the HHSC Vendor Drug Program (VDP).
As part of its oversight responsibilities, MCCO compiles an MCO Monitoring
Report. 20 The MCO Monitoring Report includes, among other information, data
regarding prior authorizations, network adequacy, encounters, payments to
pharmacies for drugs priced at MAC rates and pharmacy challenges to those rates,
and other pharmacy benefit activities. It also includes select financial information
related to pharmacy benefits as applicable to both Molina and Caremark.
After its compilation and review of Molina’s MCO Monitoring Reports, MCCO
may request corrective action plans from Molina to remedy deficiencies and, when

19

The 2018 amount is for the first quarter, or September 2017 through November 2017.
The data used to generate these reports comes from the following sources: (a) Encounter Data Reports
provided by Conduent (formerly Xerox), (b) MCO Quarterly Pharmacy Reports (self-reported data provided
by Molina), (c) Financial Prescription Data Reports provided by HHSC Financial Services, and (d) Quarterly
Encounter Reconciliation Reports provided by HHSC Financial Services. Using this data, MCCO generates
one master MCO Monitoring Report in a spreadsheet format for each MCO-administered Medicaid and
CHIP program.
20
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appropriate, apply other contract remedies, including the assessment of liquidated
damages. 21
The OIG Audit Division conducted the audit in accordance with:
•
•

Generally accepted government auditing standards (GAGAS) issued by the
Comptroller General of the United States
Standards for Information Systems Audit and Assurance issued by ISACA

The OIG Audit Division presented preliminary audit results, issues, and
recommendations to MCS in a draft report dated May 8, 2019. In its management
responses, MCS indicated it will work with Molina to resolve identified issues or
pursue contractual remedies.
Molina, in a comment letter included in Appendix F of the report, indicated
disagreement with the methodology for conducting this performance audit and
many of the conclusions. Auditor comments follow the Molina comment letter.

21

“Liquidated damages” are monetary amounts assessed by HHSC and paid to HHSC by an MCO as a
remedy for failure to meet a contractually required performance level.
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AUDIT RESULTS
Molina works in conjunction with its subcontracted PBM, Caremark, to provide
pharmacy benefit services to Medicaid and CHIP managed care members. 22 These
pharmacy benefit services are required to be performed in compliance with UMCC
and the Uniform Managed Care Manual, as well as applicable state rules and
statutes, at a quality level that is acceptable and in a manner consistent with
industry standard, custom, and practice. 23 The OIG Audit Division reviewed the
extent to which Molina and Caremark met selected pharmacy benefit requirements.
The OIG Audit Division evaluated selected pharmacy benefit services
requirements. While it did not identify any reportable issues in pharmacy
enrollment, it identified issues in each of the following areas:
•
•
•
•
•
•
•

Formulary
Preferred Drug List
Prior Authorization
Maximum Allowable Cost Lists
Pharmacy Network Management and Reporting
Pharmacy Reporting
Drug Identification

The OIG Audit Division assessed the reliability of data provided by Molina and
Caremark by reviewing existing information about the data and the systems that
produced them and interviewing relevant Molina and Caremark personnel
knowledgeable about the systems and data. The OIG Audit Division determined
that the data was sufficiently reliable for the purposes of this audit.

P HARMACY E NRO LLMENT
UMCC requires that pharmacies meet certain requirements in order to enroll with
HHSC VDP as a Medicaid or CHIP provider. MCO pharmacy networks must
include only pharmacies that are enrolled with VDP and that are not under federal
or state sanction or exclusion from the Medicaid or CHIP programs. 24

22

Caremark subcontract, Pharmacy Benefit Services Agreement, Schedule B-7, v. 12-28-12 (Jan. 1, 2013)
through Schedule B-7, v. 12.01.1 (Jan. 1, 2016).
23
Uniform Managed Care Contract, Attachment B-1, § 2.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
24
Uniform Managed Care Contract, Attachment B-1, § 8.1.4, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
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The OIG Audit Division tested Molina’s and Caremark’s policies, procedures, and
subcontract provisions for compliance with three key provider enrollment
requirements from UMCC. 25 The three requirements were:
•

All pharmacy providers must be enrolled with VDP.

•

Providers must not be under sanction or exclusion from the Medicaid or
CHIP programs.

•

The MCO must enter into a Network Provider Agreement with any willing
pharmacy provider that meets the MCO’s credentialing requirements and
agrees to the MCO’s contract rates and terms.

Audit results indicated that Molina’s and Caremark’s policies, procedures, and
subcontract provisions were consistent with these pharmacy enrollment
requirements.
The OIG Audit Division compared a list of Molina’s network pharmacies, as of
November 3, 2017, to the VDP Master Provider File, the list of providers enrolled
with VDP, dated October 31, 2017. Results indicated that all of the pharmacies in
Molina’s network were enrolled with VDP.
The OIG Audit Division also compared the list of Molina’s network pharmacies to
a federal exclusion list dated November 2017 and a state exclusion list dated
November 2017. Exclusion lists identify pharmacies that are under sanction or
excluded from the Medicaid or CHIP programs. None of the pharmacies in
Molina’s network were on the federal exclusions list, 26 and review of the state
exclusions list identified only one exception out of 4,853 network pharmacies.
Molina removed the excluded pharmacy from its network in March 2018.

25

Uniform Managed Care Contract, Attachment B-1, § 8.1.4, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
26
There are limitations to the federal exclusions list due to the lack of National Provider Identifier (NPI)
numbers for many entries. Testing conducted did not identify any issues based on the data available.
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F ORMULARY
HHSC requires Molina to process formulary updates to a claims adjudication 27
system within two business days of the HHSC update files becoming available. 28
Molina’s subcontract with Caremark requires formulary additions and deletions to
be performed within five business days. 29 Although the Molina formulary update
requirement is not aligned with HHSC’s requirement, in practice Caremark
demonstrated compliance with this requirement by performing formulary updates
three times per week. 30
The process for incorporating Medicaid and CHIP formularies and Medicaid PDL
updates in RxClaim, a proprietary claims adjudication system, is outlined in
Figure E.

27

According to Caremark, the claims adjudication process refers to performing a series of edits on a
proposed claim to ensure accuracy of data submitted, member and plan eligibility, patient safety, compliance
with packaging requirements, and fraud and abuse prevention.
28
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.14, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
29
Caremark subcontract, Pharmacy Benefit Services Agreement, Exhibit 3-B, v. 12-28-12 (Jan. 1, 2013)
through Exhibit 2-B, v. 12.01.1 (Jan. 1, 2016).
30
The Medicaid and CHIP formularies are developed and updated by VDP based upon additions or removals
of National Drug Codes (NDCs), a drug manufacturer submitting an application for new drug coverage,
discontinued production of a drug, or discontinued coverage by Centers for Medicare and Medicaid Services
(CMS).
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Figure E: Formulary and Medicaid PDL Update Process for Molina and
Caremark

Source: OIG Audit Division

Caremark uses RxClaim to process Medicaid and CHIP prescription drug
transactions. The system has integrated components that include verification of
information, including member eligibility and residence, pharmacy service type,
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drug information, prescriber, and drug coverage status. 31 Caremark has been
independently assessed and certified 32 by the National Committee for Quality
Assurance (NCQA) 33 against a group of standards as providing members with
information needed to understand and use pharmacy benefits.
Both Molina and Caremark are required to adhere to and exclusively use the
Medicaid and CHIP formularies, 34 which are listings of drugs, vitamins and
minerals, and home health supplies that are established by VDP and available to
Medicaid and CHIP members as pharmacy benefits. Molina and Caremark must
provide members with access to all items listed on the formulary. 35
Issue 1:

Molina’s Medicaid and CHIP Formularies Did Not
Match VDP’s Medicaid and CHIP Formularies

Molina’s Medicaid and CHIP formulary contents did not match VDP’s Medicaid
and CHIP formulary contents.
The OIG Audit Division compared Molina’s Medicaid formularies with VDP’s
Medicaid formularies at two points in time, September 1, 2015, and
October 27, 2017. The comparison indicated the existence of multiple
discrepancies, and the results produced similar, but not identical, discrepancies for
both points in time. For both dates reviewed, there were 44 items on Molina’s
formulary that did not appear on VDP’s formulary. The same 44 items were
discrepancies in both comparisons.
For the lists dated September 1, 2015, there were 295 items on VDP’s formulary
that did not appear on Molina’s. For the lists dated October 27, 2017, there were
436 items on VDP’s formulary that did not appear on Molina’s. The same
256 items were discrepancies in both comparisons.
Molina indicated that these differences may not have been detected and remedied
due to Molina’s identification of drugs by Generic Product Identifier (GPI) through
its identification system, Medi-Span, 36 versus VDP’s identification of drugs by
31
Drug coverage status checks may include criteria such as formulary status, prior authorization
requirements, and dispensing limits.
32
Current certification is effective through expiration in August 2020 when the next assessment will be
performed.
33
NCQA is a private, not-for-profit organization that provides measurement and accreditation services for
physicians and health insurance companies and reviews business processes to evaluate reliability.
34
1 Tex. Admin. Code §§ 353.905(a) and 370.701 (Mar. 1, 2012).
35
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.1, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
36
“Medi-Span” is a prescription drug data application that classifies drugs based on GPI. It is offered by
Wolters Kluwer Drug Information, Inc. and used by Caremark.
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National Drug Code (NDC). The difference between these identification methods
is discussed in Issue 8 and Appendix C. Conflicts between Molina’s Medicaid and
CHIP formularies maintained by Caremark, and VDP’s Medicaid and CHIP
formularies, resulted in members either experiencing delays or being rejected for
formulary items approved by VDP.
For all Medicaid and CHIP programs, Caremark’s system issued
198,191 formulary-related rejections in 2016, of which there were 13,651 rejections
for formulary items that were categorized by Caremark’s system as non-formulary
items.
Similarly, there were 203,800 formulary-related rejections in 2017, of which there
were 10,805 rejections for formulary items that were categorized by Caremark’s
system as non-formulary items. Table 3 shows the number of rejections
experienced by members over the scope of the audit and the number of individual
members affected each year. 37
Table 3: Caremark’s Rejections for Medicaid and CHIP Formulary Drugs
Number of Rejections
Individual Members Affected
Average Rejections Per Affected Member

2018 38

Total

10,805

2,543

26,999

4,849

2,590

833

8,272

2.82

4.17

3.05

3.26

2016

2017

13,651

Source: OIG Audit Division

37

The number of individual members affected represents an unduplicated number for that given fiscal year.
It is possible that an individual member may have been affected during more than one fiscal year. All figures
include CHIP.
38
2018 figures include the first quarter, or September 2017 through November 2017.
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Figure F depicts the average number of rejections per affected member by program
over the scope of the audit. 39
Figure F: Average Number of Rejections by Caremark Per Affected
Member by Program

STAR

STAR+PLUS

CHIP

0.00

1.00

2.00

3.00

4.00

5.00

Average Number of Denials

Source: OIG Audit Division

To further evaluate the outcomes, the OIG Audit Division provided Molina with a
random sample of 50 instances where a VDP formulary item was rejected. For
each instance, Molina was asked to provide evidence from the RxClaim claims
adjudication system indicating (a) the reason for the formulary drug rejection and
(b) whether the rejected formulary drug was subsequently dispensed to the
Medicaid or CHIP member. Molina only provided evidence indicating the reasons
for formulary rejections. The OIG Audit Division analyzed encounter data to
determine whether the rejected formulary drugs were subsequently dispensed to
members and other impacts to affected members. Table 4, summarizes Molina’s
evidence and the additional OIG Audit Division analysis for the 50 selected
formulary drug rejections.

39

The individual members affected were calculated by fiscal year, and it is possible that the same member
may have been affected during more than one fiscal year.
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Table 4: Analysis of 50 Selected Formulary Drug Rejections
Disposition for Medicaid / CHIP member
NDC Received

Different NDC
Received

No NDC
Received

Reason for
Formulary Item
Rejection

Number of
Rejections
in Sample

Number of
Additional
Rejections 40

Count

Avg. Days
Delay

Count

Avg. Days
Delay

Count

Restrictions by
Plan Against NDC
Item Prescribed by
APRN or PA 41

22

57

3

16.3

4

2.0

15

Compound Item
Rejected, Sampled
NDC Rejected by
Association

23

1

11

1.2

0

-

12

5

3

0

-

4

2.3

1

50

61

14

NDC Not
Covered 42
Average
Totals

4.4

2.1
8

28

Source: Molina and OIG Audit Division Analysis

Medicaid and CHIP members did not receive the prescribed formulary drugs in
28 of the 50 selected rejections analyzed. Of the 22 remaining rejections, there
were 8 instances where the member received a different formulary drug.
In addition, though coded as formulary rejections, 22 of the 50 were rejected due to
Molina’s prohibitions on dispensing certain formulary items by an advance practice
registered nurse or physician assistant. 43 For 15 of the 22, the Medicaid and CHIP
members did not subsequently receive the prescribed formulary item. Although
prescriber restrictions are appropriate for these items, the incorrect coding of the
rejection as a formulary rejection, rather than prescriber restriction, may have
created confusion and prevented members from receiving the prescribed items.
This outcome is further supported by the existence of 57 additional rejections,
resulting an average of 3.6 total rejections per sampled instance.
Molina provided a reason of “NDC Not Covered” in five instances where the items
were subsequently confirmed as being on the VDP formulary at the time and
should not have been rejected.

40

The count of additional rejections quantifies the number of instances beyond the sampled rejections for the
same member and NDC.
41
Advanced Practice Registered Nurse or Physician Assistant.
42
All five instances identified by Molina as being NDCs not covered were confirmed as present on the
corresponding formularies.
43
NCPDP has recommended use of reject code 71 for “Prescriber is Not Covered” be used when prescriptive
authority criteria has not been met. The use of reject code 70 for “Product/Service Not Covered” was used in
each instance identified in the sample.
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The number of times each individual member was affected also varied. For
example, a prescription request for one member was rejected eight times over a
period of about one month in 2016. During the same time period, a prescription
request for the same drug for a different member was rejected a single time with no
further attempts indicated.
Where formulary items were improperly rejected or when rejection reason codes
were misleading, members experienced denials or delayed access to needed
prescribed drugs or supplies, and the state may have missed out on federal rebates 44
that would have been received if the items were properly listed by Caremark as
available on Molina’s formulary.
Recommendation 1
MCS, through its contract oversight responsibilities, should require Molina to
address inconsistencies between its formularies and VDP’s formularies.
MCS should consider tailored contractual remedies to (a) compel Molina to
maintain and execute Medicaid and CHIP formularies in accordance with VDP’s
formularies and (b) address instances of incorrect rejections or incorrect reason for
the rejections that contributed to Medicaid and CHIP members being delayed or
denied VDP formulary items.
Management Response
Action Plan
Current MCS oversight activities regarding adherence to the formulary include:
review and validation of system reports, regular recurring operational reviews,
targeted reviews, quarterly meetings with the managed care organizations (MCO)
and their pharmacy benefit managers (PBM), and pharmacy claim system edits.
Currently, MCS is reviewing contract deliverables and contractual remedies as
well as monitoring tools. The process is addressing areas to improve managed
care and oversight and is identifying and implementing improvements. Specific
areas are being identified to conduct further review to include additional research
and analysis. Improvements will be integrated into regular recurring operational
reviews and targeted reviews. Additionally, the newly formed Pharmacy Benefit
Oversight Workgroup is working to assess all pharmacy benefit contract
requirements and further develop standards of adherence to monitor the MCOs.
MCS will develop or update contractual requirements and apply them as
appropriate.
44
The Medicaid and CHIP formularies are made up of drugs for which drug manufacturers have agreed to
pay a federal rebate. A “federal rebate” is a payment to the state for drugs distributed by a drug manufacturer
that has entered into a federal rebate agreement. Federal rebates are paid by drug manufacturers to HHSC
and are then shared between the state and the federal Centers for Medicare and Medicaid Services (CMS) at
the same rate as the Federal Medical Assistance Percentage (FMAP), which varies annually.
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MCS is working with Molina to fully identify the root cause of their inconsistencies
and will continue to work toward final resolution. MCO contracts contain the
authority to allow a variety of contractual remedies, from institution of a correction
action plan to assessing liquidated damages (LD) associated with adherence to the
Medicaid formulary. MCS will update and develop contractual remedies and apply
them, as appropriate, to address Molina’s instances of non-compliance with the
formulary and rejections that result in inappropriate denials.
Responsible Manager
MCS Operations Director
MCS Managed Care Compliance and Operations Director
Target Implementation Date
September 2020

P REFERRED D RUG L IST
MCOs are required to adhere to VDP’s Medicaid PDL, 45,46 which is composed of
medications in various therapeutic classes that are designated as either “preferred”
or “non-preferred.” Preferred drugs must be adjudicated as payable without a prior
authorization, 47 which means that a non-preferred prior authorization should not be
required before a preferred drug is dispensed to a member. 48
Caremark processed Medicaid PDL 49 updates, provided by HHSC, in its claims
adjudication system as directed in the subcontract with Molina. 50 The process
Caremark used for Medicaid PDL updates was identical to the process used for
formulary updates, which is illustrated in Figure E. The Medicaid PDL contains a
subset of many, but not all, drugs that are on the Medicaid formulary.

45

Tex. Gov. Code § 533.005(a)(23)(B) (Sept. 1, 2015).
1 Tex. Admin. Code § 353.905(a) (Mar. 1, 2012).
47
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
48
Preferred drugs may still be subject to clinical prior authorization.
49
HHSC maintains a PDL for Medicaid only; drugs prescribed under CHIP are not subject to PDL
requirements.
50
Caremark subcontract, Pharmacy Benefit Services Agreement, Schedule B-7, Attachment 3, v. 12-28-12
(Jan. 1, 2013) through v. 12.01.1 (Jan. 1, 2016).
46
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Molina’s Medicaid PDL Did Not Match VDP’s Medicaid
PDL

An average of 1,193 (8.3 percent) NDCs on selected Molina Medicaid PDLs did
not match the NDCs on corresponding VDP Medicaid PDLs.
The OIG Audit Division selected Molina Medicaid PDLs for September 1, 2015,
and October 27, 2017, and compared each Medicaid PDL to the VDP Medicaid
PDL in effect on each of those dates. The number and percent of unmatched NDCs
from each comparison was averaged to calculate an overall number and associated
percent of unmatched NDCs.
Caremark’s business process was designed to identify NDCs that were added to or
deleted from VDP’s Medicaid PDL in each revision. The process was not designed
to compare existing NDCs on Molina’s Medicaid PDL with existing NDCs on
VDP’s Medicaid PDL. As a result, the update process failed to identify and correct
existing mismatches from previous revisions to VDP’s Medicaid PDL, which
remained on each subsequent version of Molina’s Medicaid PDL.
The differences between Molina’s Medicaid PDL, maintained by Caremark, and
VDP’s Medicaid PDL resulted in Caremark requiring prior authorization for
preferred drugs that were incorrectly classified by Caremark as non-preferred
drugs. These drugs, according to the VDP Medicaid PDL, did not require and
should not have been subjected to prior authorization.
Table 5 quantifies the paid encounters and number of members affected for drugs
Caremark classified as non-preferred rather than preferred during the scope of the
audit.
Table 5: Drugs Caremark Inappropriately Classified as Non-Preferred
2016

2017

2018 51

Total

Encounters Inappropriately
Classified as Non-Preferred

23,236

13,877

3,199

40,312

Individual Members Affected

6,566

3,573

1,017

11,156

Source: OIG Audit Division

As a result of the inappropriate classifications leading to unnecessary and
unallowed prior authorizations, members experienced delays in receiving, or were
denied access to, valid and appropriate drugs and supplies.
Caremark’s identification of drugs by GPI through the identification system,
Medi-Span, versus VDP’s identification by NDC, may have contributed to
51

2018 figures include the first quarter, or September 2017 through November 2017.
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differences between Molina’s Medicaid PDL and VDP’s Medicaid PDL due to
drug identification mismatches. During this audit, Molina submitted to the OIG
Audit Division three different Medicaid PDLs with differing results for the sampled
dates, indicating each time that the previous version submitted did not accurately
represent its Medicaid PDL as attested when the Medicaid PDL was submitted.
The OIG Audit Division compared the Medicaid PDLs submitted to encounter
data, and applied the Medicaid PDL version supported by encounter data to draw
conclusions presented in this report. The difference between these identification
methods of drugs, and Molina’s multiple submittals of Medicaid PDLs, is discussed
in Issue 8 and Appendix C.
Recommendation 2
MCS, through its contract oversight responsibilities, should require Molina to
address errors in its Medicaid PDL and demonstrate a methodology to generate a
Medicaid PDL from its claims adjudication system that accurately reflects the
Medicaid PDL status of individual NDCs on a particular sampled date.
MCS should consider tailored contractual remedies to compel Molina to maintain a
Medicaid PDL that matches VDP’s Medicaid PDL.
Management Response
Action Plan
Current MCS oversight activities regarding adherence to the preferred drug list
(PDL) include: review and validation of system reports, regular recurring
operational reviews, targeted reviews, and quarterly meetings with the MCOs and
their PBMs. Operational reviews and targeted reviews include oversight tools to
monitor PDL compliance.
Currently, MCS is reviewing contract deliverables and contractual remedies as
well as monitoring tools. The process is addressing areas to improve managed
care and oversight and is identifying and implementing improvements. Specific
areas are being identified to conduct further review to include additional research,
analysis and development of improved monitoring tools. Improvements will be
integrated into regular recurring operational reviews and targeted reviews.
Additionally, the newly formed Pharmacy Benefit Oversight Workgroup is working
to assess all pharmacy benefit contract requirements and further develop standards
of adherence to monitor the MCOs. MCS will develop or update contractual
requirements and apply them as appropriate.
MCS is working with Molina to address their utilization of the HHSC PDL to
ensure compliance. MCO contracts contain the authority to assess a variety of
contractual remedies, from institution of a correction action plan to assessing
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liquidated damages associated with adherence to the PDL. MCS will apply
contractual remedies, as appropriate, to address Molina’s instances of noncompliance with the PDL.
Responsible Manager
MCS Operations Director,
MCS Managed Care Compliance and Operations Director
Target Implementation Date
September 2020

P RIOR A UTHO RIZATION
Prior authorization 52 represents a service that directly impacts enrolled members
and must be approved before certain prescription drugs are dispensed to Medicaid
and CHIP members. There are two types of prescription drug prior authorizations,
non-preferred 53 and clinical. 54,55 Drugs designated as non-preferred on the
Medicaid PDL require Molina to receive and approve a prior authorization request
from the prescribing provider before the prescription can be filled, and the
corresponding claim can be adjudicated. MCOs must also adopt prior authorization
requirements that comply with the state’s requirement to exclusively use VDP’s
formularies 56,57 and allow access by members to all non-preferred drugs on the
Medicaid or CHIP formularies. 58
Certain drugs prescribed under Medicaid or CHIP require clinical prior
authorization because the member must meet certain medical or conditional
requirements before the drug is approved. MCOs are not permitted to impose more
stringent clinical prior authorization requirements than those listed on formularies
52

A “prior authorization” is an authorization from the Medicaid or CHIP program for the delivery of certain
services. It must be obtained prior to providing the service and may remain valid for up to a year after
approval.
53
“Non-preferred prior authorization,” also known as “PDL prior authorization,” applies to Medicaid drugs
identified as non-preferred on the Medicaid PDL. MCOs must approve a prior authorization request from the
prescribing provider before the prescription can be filled and the corresponding claim adjudicated.
54
“Clinical prior authorization” is based on evidence-based clinical criteria and nationally recognized peer
review information. It may apply to an individual drug or a drug class on the formulary, including some
preferred and non-preferred drugs. Drugs under Medicaid and CHIP may be subject to clinical prior
authorization.
55
Some Medicaid drugs are subject to both non-preferred and clinical prior authorization.
56
Uniform Managed Care Contract, Attachment B-1, § 8.1.8.1, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
57
Tex. Gov. Code § 533.005(a)(23)(A) (Sept. 1, 2015).
58
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.1, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
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or the Medicaid PDL, without approval by HHSC or the Drug Utilization Review
Board. 59 The RxClaim system instructs the pharmacy that if a prior authorization
request is unable to be submitted and approved due to a prescribing provider’s
unavailability, the pharmacy must dispense a 72-hour emergency supply
prescription. 60,61
Prescriptions that do not meet automated criteria in RxClaim require a manual prior
authorization request 62 to be submitted to Molina via fax, phone, or an online
portal, and Molina must process the request within 24 hours of receipt. If the
prescriber’s office calls Molina’s prior authorization call center, Molina must
provide a prior authorization approval or denial immediately. 63 Since the
timeliness standard differs by method of prior authorization request and could not
be differentiated when testing, the less restrictive standard of processing within
24 hours of receipt was used for purposes of assessing timeliness.
To process manual prior authorization requests, Molina uses the Clinical
Authorization System (CAS), a proprietary system developed by Caremark.
Molina uses the CAS application to access historical data for Medicaid and CHIP
members, document answers to criteria questions that evaluate eligibility based on
the member’s medical profile, and create and send Notice of Action letters. A
Notice of Action letter is a response to a request for a prescription drug prior
authorization that states Molina’s approval or denial determination made by an
authorized individual within Molina’s Pharmacy Services Department. The letter is
sent to both the member and the prescribing physician. CAS served as Molina’s
repository for all information related to manual prior authorization.
Figure G outlines the manual prior authorization process for Molina Medicaid and
CHIP members.

59

Texas Medicaid and CHIP in Perspective, Part III, Chapter 9, Eleventh Edition (Feb. 2017).
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
61
The instruction is provided to the pharmacy through the RxClaim claims adjudication system developed
and provided by Caremark.
62
A “manual prior authorization request” occurs when a prescription is rejected at the point-of-sale due to
system criteria that does not permit an automated prior authorization.
63
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
60
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Figure G: Molina and Caremark’s Manual Prior Authorization Process

Source: OIG Audit Division
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The OIG Audit Division analyzed selected prior authorization requirements and
determined that Molina:
•

Processed and communicated prior authorization determination
notifications within 24 hours of receipt of a request not received through the
MCO’s prior authorization call center.

•

Implemented and accurately reported clinical prior authorization criteria for
required drug classes in associated Quarterly Clinical Prior Authorization
Criteria Implementation Reports submitted to HHSC. 64

The OIG Audit Division analyzed Molina’s policies and procedures for compliance
with selected key prior authorization requirements from UMCC. 65,66 Audit results
indicated that Molina’s policies and procedures were consistent with UMCC prior
authorization requirements for the following:
•

The MCO must adhere to the Medicaid PDL.

•

The MCO must process prior authorization edits concurrently and
independently.

•

Any proposed MCO clinical criteria not listed on the VDP website as a
required or optional clinical prior authorization or listed in the contract must
be submitted to HHSC for review and approval.

•

If a prescription cannot be filled when presented to the pharmacist due to a
prior authorization requirement and the prescriber’s office cannot be
reached, then the MCO must instruct the pharmacy to dispense a 72-hour
emergency supply of the prescription.

•

MCOs must have an automated process that may be used to assess a
Medicaid recipient’s medical and drug claim history to determine whether
the recipient’s medical condition satisfies the applicable criteria for
dispensing a drug without an additional prior authorization request.

•

The MCO’s prior authorization system must accept prior authorization
requests from prescribers that are sent electronically, by phone, fax, or mail.

64

Uniform Managed Care Manual, Chapter 5.13.6, v. 2.0 (Oct. 1, 2016) through v. 2.2 (Dec. 1, 2016).
Uniform Managed Care Contract, Attachment A, § 4.04(d)(2), v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
66
Uniform Managed Care Contract, Attachment B-1, §§ 8.1.4.6, 8.1.18.5, 8.1.21, 8.1.21.2, and 8.2.2.3.5,
v. 2.16 (Sept. 1, 2015) through v. 2.24 (Sept. 1, 2017).
65
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•

The MCO must provide access to a toll-free call center for prescribers to
call to request a non-preferred prior authorization for non-preferred drugs or
drugs that are subject to clinical prior authorization. The MCO must
provide a prior authorization approval or denial immediately.

•

The MCO must notify the prescriber’s office of a prior authorization denial
or approval not made through the MCO’s prior authorization call center no
later than 24 hours after receipt.

•

The MCO must submit new clinical prior authorization proposals or submit
any proposed revisions to existing clinical prior authorizations to HHSC for
Drug Utilization Review Board 67 review and approval.

•

The MCO must provide a portal that supports functionality, including prior
authorization requests and exchange or clinical data and other
documentation necessary for prior authorization and claim processing.

•

The MCO must submit pharmacy clinical guidelines and prior authorization
policies for review and approval during readiness review.

•

The MCO must provide appropriate training to all network providers and
provider staff in the providers’ area of practice, including the requirements
of the contract, special needs of members, and outpatient prescription drug
prior authorization process.

•

For prior authorization determinations for outpatient pharmacy benefits, a
Texas-licensed pharmacist working under the direction of the Medical
Director is included in the MCO’s Texas Department of Insurance
(TDI)-approved utilization review plan.

Additional testing and evaluation of Molina’s prior authorization processes and
documentation identified issues related to non-preferred drug prior authorization
and prior authorization training.
Non-Preferred Drug Prior Authorization

MCOs must adhere to the Medicaid PDL and perform non-preferred prior
authorizations as required by VDP. 68 MCOs are permitted to perform their own
67

The Texas Drug Utilization Review Board is an HHSC advisory committee that develops and submits
recommendations to HHSC for the Medicaid PDL, suggests to HHSC restrictions or clinical prior
authorizations on prescription drugs, recommends to HHSC education interventions for Medicaid providers,
and reviews drug utilization across Medicaid programs.
68
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
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utilization management and drug utilization reviews, and these may be performed
separately from or concurrently with prior authorizations. However, MCOs should
not substitute any other types of reviews, such as utilization management or drug
utilization reviews, in place of required prior authorizations.
Issue 3.1: Molina Did Not Always Perform Required
Non-Preferred Drug Prior Authorizations
Molina did not consistently perform non-preferred drug prior authorization as
required by UMCC. 69
The OIG Audit Division selected a judgmental sample 70 of 25 paid member
encounters, including encounters for 14 non-preferred drugs that required
non-preferred prior authorization. Test results indicated that Molina allowed
non-preferred drugs to be dispensed to two members without first making a
non-preferred prior authorization determination.
UMCC and Texas Government Code require non-preferred prior authorization
before the dispensing and reimbursement of a drug that is not designated as
preferred. 71,72 However, Molina permitted drugs requiring non-preferred prior
authorizations to be approved, dispensed, and adjudicated following utilization
management and drug utilization reviews which incorrectly identified the drugs as
preferred drug NDCs rather than the prescribed non-preferred forms. These
unrelated reviews with differing criteria effectively overrode performance of
concurrent, required prior authorizations.
When state-required non-preferred prior authorizations are bypassed, it presents the
risks that (a) members may receive a non-preferred form of a drug and (b) the state
may miss out on state supplemental rebates 73 that would have been received if a
preferred drug had been properly dispensed.

69

Uniform Managed Care Contract, Attachment B-1, § 8.1.21.1, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
70
“Judgmental sampling” is a non-probability sampling method where the auditor selects the sample based
on certain characteristics, such as dollar amount, timeframe, or type of transaction.
71
Uniform Managed Care Contract, Attachment B-1, § 8.1.8.1, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
72
Tex. Gov. Code § 531.073(a) (Apr. 2, 2015).
73
A “state supplemental rebate” is a rebate payment negotiated and collected by HHSC for preferred drugs.
State supplemental rebates are in addition to federal rebates and are used in determining cost-effectiveness
for possible preferred status on the Medicaid PDL.
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Recommendation 3.1
MCS, through its contract oversight responsibilities, should require Molina to
(a) correct internal processes that resulted in the omission of state-required
non-preferred prior authorizations and (b) perform any utilization management and
drug utilization reviews separately and independently from standard non-preferred
prior authorization processes.
MCS should consider tailored contractual remedies to compel Molina to perform
non-preferred prior authorizations for all non-preferred drugs.
Management Response
Action Plan
MCS is reviewing contract deliverables and contractual remedies as well as
monitoring tools. The process is addressing areas to improve managed care and
oversight and is identifying and implementing improvements. Specific areas are
being identified to conduct further review to include additional research, analysis
and development of improved monitoring tools. Improvements will be integrated
into regular recurring operational reviews and targeted reviews. Additionally, the
newly formed Pharmacy Benefit Oversight Workgroup is working to assess all
pharmacy benefit contract requirements and further develop standards of
adherence to monitor the MCOs. MCS will develop or update contractual
requirements and apply them as appropriate.
In accordance with the UMCC, MCS will require Molina to submit their proposed
prior authorization (PA) processes for review and approval. MCS will work with
Molina to ensure all processes support compliance. MCS will develop and/or
update contractual remedies and apply them, as appropriate, to address Molina’s
instances of non-compliance in performing non-preferred prior authorizations for
all non-preferred drugs.
Responsible Manager
MCS Operations Director
MCS Managed Care Compliance and Operations Director
Target Implementation Date
September 2020
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Prior Authorization Training

MCOs are required to ensure that all personnel assigned to make prior
authorization determinations are properly trained. 74 The prior authorization process
is complex and may be subject to differing interpretations without adequate
guidance and reference materials.
Issue 3.2: Molina Did Not Document That Employees Received
Prior Authorization Training
Molina did not maintain records to demonstrate that applicable employees had
successfully completed training programs before being tasked with administering
prior authorizations for Medicaid and CHIP members.
The OIG Audit Division requested training documents and materials guiding the
administration of the prior authorization process during the period under review.
While Molina was able to demonstrate that its training materials contained relevant
and sufficient content to guide employees in performing prior authorization
processes, it did not retain evidence to demonstrate that employees received the
training prior to administering prior authorizations.
Molina provided attestations from 17 of the 36 (47 percent) individuals who were
responsible for approving and denying prior authorization requests during the scope
of the audit. The attestations indicated the employees received prior authorization
training. The remaining 19 (53 percent) individuals are no longer employed by
Molina, and Molina did not provide evidence the former employees completed the
training.
Without documented delivery of prior authorization training, Molina is unable to
demonstrate that applicable staff were properly trained.
Recommendation 3.2
MCS, through its contract oversight responsibilities, should require Molina to
properly document delivery of its prior authorization training program.
MCS should consider tailored contractual remedies to compel Molina to document
that all personnel assigned and authorized to make prior authorization
determinations have completed required training.

74

Uniform Managed Care Contract, Attachment A, § 4.01, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
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Management Response
Action Plan
MCS will require Molina to properly document delivery of its prior authorization
training program. MCS will update and develop contractual remedies and apply
them, as appropriate, to address Molina’s instances of non-compliance. MCO
contracts contain the authority to allow a variety of contractual remedies, from
institution of a correction action plan to assessing LD associated with adherence to
the PDL, which MCS will apply as appropriate.
Responsible Manager
MCS Operations Director
MCS Managed Care Compliance and Operations Director
Target Implementation Date
September 2020

M AXIMUM A LLOWABLE C OST L ISTS
PBMs are required to reimburse network pharmacies at contracted amounts based
on the lesser of (a) the estimated acquisition cost (EAC) 75 plus a dispensing fee,
(b) the MAC price of the drug plus a dispensing fee, or (c) the pharmacy’s usual
and customary price. 76,77,78 The MAC price of a specific multiple source drug 79 is
the highest amount a PBM will pay a pharmacy for that drug. The reimbursement
rate for multiple source drugs paid by the PBMs to pharmacies will equal the MAC
price for that drug (or potentially the usual and customary price, if lower than the
MAC amount), plus a dispensing fee.
To determine the highest amount it will pay to pharmacies for certain multiple
source drugs, Caremark develops and communicates MAC lists. The
reimbursement rate for multiple source drugs paid by Caremark to pharmacies
would not exceed, and typically equaled, the MAC price for that drug, plus a
dispensing fee.

75

“Estimated acquisition cost (EAC)” is the PBM’s estimate for the price generally paid by pharmacies for a
drug.
76
“Usual and customary price” refers to the undiscounted price that a customer without insurance would pay
the pharmacy for that drug.
77
Uniform Managed Care Contract, Attachment B-1, § 8.1.21, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
78
42 C.F.R. Part 50, Subpart E § 50.504 (1975).
79
A “multiple source drug” is a covered outpatient generic or brand name drug for which there is at least one
other drug product that is (a) rated as therapeutically equivalent, (b) pharmaceutically equivalent and
bioequivalent, and (c) sold or marketed in the United States.
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Caremark must develop MAC prices and lists that comply with Texas Government
Code. 80 Standard MAC lists for Medicaid and CHIP drugs do not exist. MCOs,
through their PBMs, develop their own MAC lists. Caremark, on behalf of Molina,
developed proprietary MAC lists.81 These lists are often updated as information
upon which MAC lists are developed changes over time.
MCOs cannot set MAC prices on drugs that are both (a) on VDP’s Medicaid PDL
and (b) a brand name drug. UMCC requires that MCOs and PBMs provide a
process for each of its network pharmacies to readily access the applicable MAC
lists.82
MCOs must establish a process for eliminating products from the MAC lists or
modifying MAC prices in a timely manner to remain consistent with pricing
changes and product availability in each service delivery area. 83 For the audit
period, Caremark provided evidence that, when applicable, it made timely
adjustments to MAC price limits as required.
Spread Pricing

Spread pricing is a practice where PBMs reimburse pharmacies an amount for
prescription drugs dispensed to members and associated dispensing fees that is less
than the corresponding amount the PBM charges to and receives from the MCO.
Spread pricing is prohibited in the Texas Medicaid and CHIP programs. 84
The OIG Audit Division compared, in aggregate, the amounts Caremark received
from Molina during the audit period for prescription drugs and dispensing fees to
the amounts Caremark reimbursed network pharmacies. No differences were
identified.
MAC Drugs Priced Below NADAC

Caremark set MAC limits for Molina for 11.3 percent of the drugs on VDP’s
Medicaid formulary and 69.2 percent of the drugs on VDP’s CHIP formulary. To
quantify potential effects of MAC limits, the OIG Audit Division compared the
MAC prices of formulary drugs on Molina’s MAC lists dated October 30, 2017, to

80

Tex. Gov. Code § 533.005(a)(23)(K) (Sept. 1, 2015).
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.11, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
82
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.11, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
83
Tex. Gov. Code § 533.005(a)(23)(K)(v) (Sept. 1, 2015).
84
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.7, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
81
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the identifiable national average drug acquisition cost (NADAC) prices 85 as
obtained for November 1, 2017, the closest date available. 86 Table 6 displays the
number of drugs for which Molina’s MAC prices were observed to be set below the
NADAC price by program. This data has not been audited or validated by the OIG
Audit Division.
Table 6: Molina MAC Drugs Priced Below NADAC by Program
Non-Preferred

STAR

370

117

487

3.4%

STAR+PLUS

370

117

487

3.4%

N/A 87

N/A

1,385

6.3%

CHIP

Total

Percent of
Formulary

Preferred

Source: OIG Audit Division based on information contained in Molina’s MAC lists and NADAC
pricing files

Based on the reimbursement terms to the pharmacies, there are 487 Medicaid drugs
and 1,385 CHIP drugs for which individual pharmacies may not have been
reimbursed by Caremark for the full cost the pharmacies paid for the drug.
Although these pricing practices are not specifically prohibited and the NADAC
prices may be different than amounts actually expended to acquire drug inventories,
the OIG Audit Division observed that MAC prices set below the NADAC prices
may have an unfavorable financial impact on participating pharmacies.
Ratings of NDCs on MAC Lists

The selected MAC lists also included 111 NDCs which were not rated as “A” 88 or
“B” 89 according to standards set by the U.S. Food and Drug Administration’s
(FDA) Approved Drug Products with Therapeutic Equivalence Evaluations (also
referred to as the “Orange Book”) or had an “NR” or “NA” rating by a nationally

85

NADAC prices are updated weekly and provide state Medicaid agencies with covered outpatient drug
prices by averaging survey invoice prices from retail community pharmacies across the United States. The
NADAC pricing files are provided by the federal Centers for Medicare and Medicaid Services (CMS).
86
NADAC prices were identifiable for 93.2 percent of the drugs on Molina’s Medicaid MAC lists and
92.6 percent of the drugs on Molina’s CHIP MAC lists.
87
Since CHIP does not have a PDL, preferred and non-preferred designations only apply to Medicaid drugs.
88
“A-rated” drugs are deemed by the FDA to be therapeutically equivalent to other pharmaceutically
equivalent drugs. Drugs classified as therapeutically equivalent can be substituted with the full expectation
that the substituted drug will produce the same clinical effect and safety profile as the prescribed drug. Drug
products are considered to be therapeutic equivalents only if they are pharmaceutical equivalents for which
bioequivalence has been demonstrated and thus classified as “A-rated.” Drugs that lack a rating are not
considered to be therapeutically equivalent.
89
“B-rated” drugs are deemed by the FDA to not be therapeutically equivalent.
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recognized reference. 90,91 The inclusion of NDCs that lack an FDA rating on MAC
lists may lower the MAC price and result in a competitive advantage for
pharmacies that can procure drugs at lower prices, or create disproportionate
financial hardship to pharmacies that are unable to acquire drugs at or below the
designated MAC limit. The potential for benefit or hardship depends on the price
at which an individual pharmacy is able to acquire a MAC listed drug.
MAC Challenges

Molina is required to have a process in place that allows network pharmacies to
challenge a MAC price. Caremark performs this responsibility on behalf of
Molina. Molina quarterly reporting showed a total of 1,838 challenges during the
audit scope, of which 1,787 (97.2 percent) were denied by Caremark.
Potential Future Audit Work

The OIG Audit Division is considering future audit work at Caremark and other
PBMs related to the following areas:
•

Comprehensive analysis of financial information to determine whether
PBMs are engaging in spread pricing practices.

•

Analysis of the development and maintenance of MAC prices and the
associated impacts.

•

Evaluation of the appropriateness of allowing a PBM to administer the
MAC challenge process when the PBM also develops and maintains MAC
prices.

MAC List Compliance

The OIG Audit Division evaluated Molina’s MAC lists and determined that
updates to the lists were timely. However, issues were identified related to the
inclusion of brand name and Medicaid PDL drugs and MAC list accessibility.

90

Uniform Managed Care Contract, Attachment B-1, § 8.1.21.11, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
91
Tex. Gov. Code § 533.005(a)(23)(K)(i)(a) (Sept. 1, 2015).
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Molina’s MAC Lists Did Not Full y Compl y With UMCC
Requirements

Molina’s MAC lists, which were developed and managed by Caremark, had issues
related to (a) brand name and Medicaid PDL drugs on MAC lists and (b) MAC list
accessibility.
Brand Name and Medicaid PDL Drugs on MAC Lists
The OIG Audit Division reviewed Molina’s MAC lists for October 30, 2017, and
determined that the lists included 101 of the 24,879 unique NDCs on the VDP
Medicaid formulary, that both (a) appear on VDP’s Medicaid PDL and (b) are
brand name drugs. Molina and Caremark asserted that these NDCs were not
subject to MAC prices. Audit results indicated that 36 of the 101 NDCs were not
subject to MAC limits, including 12 NDCs deemed by VDP to qualify as generic
drugs and thus permit MAC limits. MAC limits were permitted on the other
65 NDCs.
For the 65 NDCs for which MAC limits were applicable, there were
59,105 encounters during the scope of this audit. Although Molina asserted that
MAC limits were not applicable to these 65 NDCs, a review of encounters
identified 447 prescriptions occurring on 17 of the 65 NDCs that were adjudicated
at MAC prices. Reimbursements to network pharmacies for these NDCs should
have been higher, but the application of MAC limits resulted in incorrect, lower
reimbursement amounts. Although the remaining 48 NDCs did not have any
encounters adjudicated at MAC prices, the existence of MAC prices for the
17 NDCs noted above leads to the conclusion that all 65 NDCs could have been
subject to MAC prices.
For example, the MAC price for one of the 65 NDCs was $10.55 (16.5 percent) per
pricing unit below the NADAC price on October 27, 2017. The OIG Audit
Division identified 9,592 encounters totaling $255,637 during the audit period.
Molina confirmed that 105 encounters were incorrectly adjudicated at MAC prices
for which the MAC price reimbursements to impacted pharmacies were $7,110.75
(33 percent) less than the average wholesale price.
In absence of a MAC price, claims submitted to Caremark were paid at the lower of
(a) average wholesale price such as per NADAC, (b) ingredient cost submitted by
pharmacy, (c) pharmacy’s usual and customary price, or (d) gross invoice amount
due.
MAC List Accessibility
Drugs included in Molina’s MAC lists, which are subject to the maximum costs
established, are identified by the GPI system. Molina presented evidence that
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MAC lists are accessible through secure login to network pharmacies. However,
MAC list information is based on GPI, so pharmacies that only identify drugs by
NDC may experience difficulty identifying MAC prices for individual drugs. The
GPI system is discussed in Issue 8 and Appendix C.
Recommendation 4a
MCS, through its contract oversight responsibilities, should require Molina to
remove brand name and Medicaid PDL drugs from its MAC lists.
MCS should consider tailored contractual remedies to compel Molina to comply
with MAC list requirements.
Management Response
Action Plan
Current MCS oversight activities regarding adherence to the Maximum Allowable
Cost (MAC) requirements include: review and validation of system reports, regular
recurring operational reviews, targeted reviews, quarterly meetings with the MCOs
and their PBMs, and pharmacy claim system edits. Currently, MCS is reviewing
contract deliverables and contractual remedies as well as monitoring tools. The
process is addressing areas to improve managed care and oversight and is
identifying and implementing improvements. Specific areas are being identified to
conduct further review to include additional research and analysis. Improvements
will be integrated into regular recurring operational reviews and targeted reviews.
Additionally, the newly formed Pharmacy Benefit Oversight Workgroup is working
to assess all pharmacy benefit contract requirements and further develop standards
of adherence to monitor the MCOs.
MCS will require Molina to remove brand name and Medicaid PDL drugs from its
MAC lists. MCS will update and develop contractual remedies and apply them, as
appropriate, to address Molina’s instances of non-compliance. MCO contracts
contain the authority to allow a variety of contractual remedies, from institution of
a correction action plan to assessing LD associated with adherence to the PDL,
which MCS will apply as appropriate.
Responsible Manager
MCS Operations Director
MCS Managed Care Compliance and Operations Director
Target Implementation Date
December 2020
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Recommendation 4b
MCS should determine the impact of Molina’s incorrect application of MAC limits
to the 18 NDCs identified. Based on the results, MCS, through its contract
oversight responsibilities, should take appropriate action, to include requiring
Molina to adjust reimbursement amounts to affected pharmacies.
MCS should consider tailored contractual remedies to compel Molina to comply
with MAC list requirements.
Management Response
Action Plan
Current MCS oversight activities regarding adherence to drug pricing include:
review and validation of system reports, regular recurring operational reviews,
targeted reviews, quarterly meetings with the MCOs and their PBMs, and
pharmacy claim system edits. Currently, MCS is reviewing contract deliverables
and contractual remedies as well as monitoring tools. The process is addressing
areas to improve managed care and oversight and is identifying and implementing
improvements. Specific areas are being identified to conduct further review to
include additional research and analysis. Improvements will be integrated into
regular recurring operational reviews and targeted reviews. Additionally, the
newly formed Pharmacy Benefit Oversight Workgroup is working to assess all
pharmacy benefit contract requirements and further develop standards of
adherence to monitor the MCOs.
In accordance with the UMCC, MCS will require Molina to ensure compliance
with state and federal laws on MAC pricing, including ensuring MAC pricing is not
set on Medicaid PDL and brand drugs. MCS is aware Molina has a reconciliation
process in place to reprocess any claims in cases where the MCS file indicates a
drug changed status and adjust the reimbursement amount to affected pharmacies.
MCS will test the process during regular operational and targeted reviews to
ensure accuracy. MCS will update and develop contractual remedies and apply
them, as appropriate, to address Molina’s instances of non-compliance. MCO
contracts contain the authority to allow a variety of contractual remedies, from
institution of a correction action plan to assessing LD associated with adherence to
the PDL, which MCS will apply as appropriate.
Responsible Manager
MCS Operations Director
MCS Managed Care Compliance and Operations Director
Target Implementation Date
December 2020
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UMCC requires that MCOs provide a network of pharmacy providers in sufficient
numbers and with sufficient capacity to provide timely access to covered pharmacy
services. 92 Molina subcontracts with Caremark to perform the development and
maintenance of its pharmacy network. 93 To meet the access to care requirements,
Caremark contracts with individual pharmacies to set up Molina’s network of
pharmacy providers.
Figure H outlines Caremark's pharmacy network process for Molina’s pharmacy
network.
Figure H: Pharmacy Network Process for Caremark

Source: OIG Audit Division

As of September 2017, Molina’s pharmacy network included 97.3 percent of the
VDP-enrolled pharmacies located in its Texas service delivery areas.

92
Uniform Managed Care Contract, Attachment B-1, § 8.1.3.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
93
Caremark subcontract, Pharmacy Benefit Services Agreement, Schedule B-7, Attachment 3, v. 12-28-12
(Jan. 1, 2013) through v. 12.01.1 (Jan. 1, 2016).
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HHSC requires Molina to self-report pharmacy network adequacy percentages for
each covered service delivery area by county type (urban, suburban, or rural), by
filling out and submitting an MCO Quarterly Pharmacy Report 94 Template. 95
These percentages indicate the proportion of members that have access to a
network pharmacy within a specified mileage distance of their residence, as
designated by county type and defined in UMCC. For example, in rural counties,
at least 90 percent of members enrolled in any managed care program must have
access to a network pharmacy within 15 miles of their residence. 96
The OIG Audit Division’s analysis of selected network adequacy figures indicated
that Molina correctly used the county designations specified by the HHSC Center
for Analytics and Decision Support (CADS) to calculate pharmacy network
adequacy percentages for all counties within covered service delivery areas. The
calculated percentages were generated by Caremark on an internal geographical
access report and accurately transferred to Molina’s Quarterly Pharmacy Reports
submitted to MCS.
Per UMCC, HHSC considers requests for exceptions to the access standards under
limited circumstances. 97 During 2016 and 2017, Molina submitted exception
requests 98 for all instances of known non-compliance with pharmacy network
adequacy standards and included all required supporting documentation. 99 The
supporting documentation focused on Molina’s efforts to contract with additional
pharmacies in an attempt to comply with network adequacy standards.
The OIG Audit Division tested Molina’s and Caremark’s policies, procedures, and
subcontract provisions related to four key network adequacy-related requirements
from UMCC. 100 The four provisions were:
•

The MCO will be responsible for recruiting and maintaining pharmacy
providers.

•

Mail-order pharmacies will not be included when calculating network
adequacy percentages.

94

The MCO Quarterly Pharmacy Report is a component of the MCO Monitoring Report.
Uniform Managed Care Manual, Chapter 5.13.4, v. 2.0 (Sept. 1, 2014) and v. 2.1 (Nov. 15, 2015).
96
Uniform Managed Care Contract, Attachment B-1, § 8.1.3.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
97
Uniform Managed Care Contract, Attachment B-1, § 8.1.3.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
98
Uniform Managed Care Manual, Chapter 5.15, v. 2.2 (Oct. 15, 2014) and v. 2.3 (Jan. 15, 2016).
99
Documentation for the first quarter for 2018 was not available at the time of testing.
100
Uniform Managed Care Contract, Attachment B-1, §§ 1.3, 8.1.3.2, and 8.1.21.12, v. 2.16 (Sept. 1, 2015)
through v. 2.24 (Sept. 1, 2017).
95
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•

The MCO cannot require members to use a mail-order pharmacy.

•

The MCO cannot charge any fees to a member who opts to use a mail-order
pharmacy, including postage or handling for standard or expedited
deliveries.

Audit results indicated Molina and Caremark’s policies, procedures, and
subcontract provisions were consistent with these network adequacy-related
requirements.
Based on the results of additional testing and evaluation of Molina’s pharmacy
network documentation and reporting, issues existed in the following areas:
•
•

Pharmacy addresses and other published information
Network adequacy support documentation

Pharmacy Addresses and Other Published Information

MCOs are responsible for maintaining a pharmacy network capable of delivering
all covered services to members, 101 updating their provider directories, and
producing deliverables at an acceptable quality level. The provider directory
should contain each pharmacy’s name, address, and phone number. 102,103
Issue 5:

Molina’s Netw ork Pharmac y List and Provider
Directories Contained Incorrect Information

Some addresses on Molina’s network pharmacy list were outdated and did not
reflect current pharmacy locations. The network pharmacy list is developed and
maintained by Caremark and used internally by both Molina and Caremark, and
Molina uses it to develop online PDF provider directories.

101

Uniform Managed Care Contract, Attachment B-1, § 1.5(1), v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
102
Uniform Managed Care Contract, Attachment B-1, §§ 2.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017), 8.1.5.4, v. 2.16 (Sept. 1, 2015) through v. 2.18 (June 1, 2016), and 8.1.5.4.1, v. 2.19
(Sept. 1, 2016) through v. 2.24 (Sept. 1, 2017).
103
Uniform Managed Care Manual, Chapter 3.1, v. 2.2 (May 1, 2014) through v. 2.4 (Oct. 1, 2016) and
Chapter 3.2, v. 2.1 (Aug. 1, 2012).
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As a result of inaccuracies in the network pharmacy list, Molina’s online PDF
provider directories 104 also contained some incorrect pharmacy information.
The OIG Audit Division selected a haphazard sample 105 of 61 of 4,853 pharmacies
on Molina’s network pharmacy list as of November 3, 2017. Testing was
conducted to determine the accuracy of pharmacy addresses through comparison to
the VDP Master Provider File, the individual pharmacy website or online store
locator, and other available sources. Multiple sources were used and compared to
determine the accuracy of each entry.
Results indicated that 3 of the 61 network pharmacy addresses were incorrect. The
current locations of the 3 pharmacies are 0.32, 2.31, and 6.01 miles, respectively,
from the locations included in the tested network pharmacy list. One pharmacy
relocated in 2006, and another relocated in 2015.
The network pharmacy list included an out of service phone number for one of the
three pharmacies, and included an outdated pharmacy name for another. The
incorrect information was published in Molina’s online PDF provider directories.
Table 7 summarizes information from these pharmacies.
Table 7: Outdated Addresses on Molina’s Network Pharmacy List and in
Molina’s Online PDF Provider Directories
Differing Mileage

Year of
Relocation

Correct Phone
Number

Correct Pharmacy
Name

Exception 1

0.32

2015

Yes

Yes

Exception 2

2.31

Unknown

Yes

No

Exception 3

6.01

2006

No

Yes

Pharmacy

Source: OIG Audit Division based on information contained in Molina List of Network Pharmacies
and Molina 2017 Provider Directories

Because it identified mismatches in the sample tested, the OIG Audit Division
performed a comparison of Molina’s entire network pharmacy list against the VDP
Master Provider File. This comparison included all pharmacies from the initial
haphazard sample of 61. For pharmacy addresses that were found to be

104

Molina’s online PDF provider directories are published by program and service delivery area, are
available for download from Molina’s website, and are expected to be identical to Molina’s hard copy
provider directories. The OIG Audit Division used the online PDF provider directories to perform testing.
The online PDF provider directories differ from Molina’s online provider directory, which is an electronic
provider look-up search available online.
105
“Haphazard sampling” is a non-statistical technique used by auditors to simulate random sampling.
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substantially mismatched, 106 the OIG Audit Division researched individual
pharmacy websites and online store locators to identify the correct addresses.
This comparison identified 161 pharmacies for which Molina’s network pharmacy
list and the VDP Master Provider File listed different addresses. Of these,
93 pharmacy addresses were incorrect on Molina’s network pharmacy list,
including the 3 previously identified, while 24 pharmacy addresses were incorrect
on the VDP Master Provider File. The accuracy of the remaining 44 mismatched
pharmacy addresses could not be conclusively determined due to a lack of available
sources.
Of the 93 addresses identified as inaccurate on Molina’s network pharmacy list,
76 appeared in Molina’s online PDF provider directory with incorrect addresses. 107
The online PDF provider directory included incorrect phone numbers for 8 of the
76 pharmacies, and incorrect pharmacy names for 4 others.
In an effort to keep pharmacy information current, the contractual agreement
between Caremark and each individual pharmacy provider requires the pharmacy to
notify Caremark of a change in address within ten business days. Caremark also
has processes intended to keep its pharmacy demographic information current and
accurate, including re-credentialing pharmacies every two years, during which
pharmacies are asked to validate their demographic information.
The inaccurate pharmacy information identified suggests that Caremark's validation
steps were not fully sufficient to ensure that pharmacy information was kept
current. Furthermore, Caremark’s reliance on pharmacy providers to keep
pharmacy addresses current may not have always been effective and this may have
been compounded when Caremark’s business mail communications to pharmacies
did not reach their intended recipients due to inaccurate addresses.
The network pharmacy list was used by Caremark to calculate network adequacy
figures, and pharmacy address inaccuracies may have impacted the self-reported
percentages on Molina’s Quarterly Pharmacy Reports. 108

106

Pharmacy addresses were determined to be incorrect if there was a substantial difference between the
address in Molina's list and the VDP Master Provider File. For example, an address of ‘100A Main Street’ in
Molina's list and ‘550 Main Street’ in the VDP Master Provider File was considered substantially different
and therefore incorrect. Conversely, an address of ‘100A Main Street’ in the Molina list and ‘100 Main
Street, Suite A’ in the VDP Master Provider File was not considered substantially different or incorrect.
107
The remaining 17 pharmacy addresses did not appear in a Molina online PDF provider directory because
they are associated with pharmacies physically located outside of a service delivery area covered by Molina,
and Molina only publishes provider directories for covered service delivery areas. These network
pharmacies are still accessible to members and are included in network adequacy calculations.
108
The OIG Audit Division could not conclusively determine if network adequacy calculations were
impacted due to Caremark’s inability to provide substantive documentation to support the pharmacy network
adequacy percentage figures reported.
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The incorrect pharmacy information contained in Molina’s provider directories was
made available to members. Current members who used the provider directories
may have been provided with incorrect contact information for their pharmacy or
been misdirected to an incorrect location. Further, potential members not yet
enrolled may have relied upon incorrect information to select an MCO for
Medicaid or CHIP based on the proximity or location of a pharmacy within an
MCO’s network.
In October 2017, MCS implemented a monitoring control in which it performs
quarterly reviews of information contained in MCO provider directories. MCS
selects a sample of pharmacy listings, determines whether the address and phone
number of each selected listing is accurate, and verifies the pharmacy is enrolled
with VDP.
Recommendation 5a
MCS, through its contract oversight responsibilities, should require Molina to
check its network pharmacy list and provider directory pharmacy information
against the VDP Master Provider File and, where discrepancies exist, notify the
pharmacy and HHSC.
Management Response
Action Plan
MCS recognizes the importance of up-to-date provider directories. MCS has
drafted contract requirements to address provider directory issues. The new
contract language will require MCOs to have a process in place to ensure that
their member-facing provider directories match the master provider file, to contact
the provider regarding known discrepancies, and to work with the provider to
update inaccurate information. The language will apply to pharmacies once the
new Provider Management Enrollment System is in place.
Responsible Manager
MCS Managed Care Compliance and Operations Director
Target Implementation Date
March 2020
Recommendation 5b
MCS, through its contract oversight responsibilities, should ensure that Molina
publishes accurate provider directories.
MCS should consider tailored contractual remedies to compel Molina to maintain a
pharmacy network list with current and correct pharmacy information.
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Management Response
Action Plan
MCS recognizes the importance of up-to-date provider directories. It is important
to note that maintaining correct provider directories and pharmacy network lists is
dependent upon providers reporting correct and up-to-date information. To
implement improvements in the current process, MCS has drafted contract
requirements to address provider directory issues. The new contract language will
require MCOs to have a process in place to ensure that their member-facing
provider directories match the master provider file, to contact the provider
regarding known discrepancies, and to work with the provider to update inaccurate
information. The language will apply to pharmacies once the new Provider
Management Enrollment System is in place.
Responsible Manager
MCS Managed Care Compliance and Operations Director
Target Implementation Date
March 2020
Network Adequacy Reports

MCOs are required to provide, and must similarly require their subcontractors to
provide, information regarding their performance necessary for HHSC to analyze
the MCO’s provision of quality care to members. 109,110 MCS indicated that
Caremark, as Molina’s subcontractor, is expected to maintain supporting
documentation for network adequacy information contained in Quarterly Pharmacy
Reports.
Issue 6:

Caremark Was Unable to Provide Supporting
Documentation for Netw ork Adequacy Figures

Caremark was unable to provide any substantive documentation to support the
pharmacy network adequacy percentage figures reported in Molina’s Quarterly
Pharmacy Reports submitted to MCS.
The OIG Audit Division requested documentation to (a) demonstrate how the
figures were derived and (b) provide additional details behind the self-reported
numbers, but Caremark was unable to fulfill this request. According to Caremark,

109

Uniform Managed Care Contract, Attachment B-1, § 8.1.20, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
110
Uniform Managed Care Contract, Attachment B-1, § 8.1.20.1, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
Audit of Texas Medicaid and CHIP Pharmacy Benefit Services Delivered by Molina and Its PBM, Caremark

July 19, 2019

HHSC Office of Inspector General Audit Division

44

the figures were taken directly from reports produced by a geographical access
application. The reports were in PDF form and only consisted of a percentage
output for each service delivery area by county type, with no additional
information. While these reports materially matched the network adequacy figures
self-reported to MCS in Molina’s Quarterly Pharmacy Reports, they did not contain
enough information to determine if Caremark’s calculation of the figures was
accurate.
Caremark management indicated that the geographical access application used to
calculate the pharmacy network adequacy figures for Molina’s Quarterly Pharmacy
Reports did not have an option to output information into a spreadsheet or report
that would provide more details behind how the numbers on the PDF were derived.
While MCS expected Caremark to maintain supporting documentation for network
adequacy figures, MCS did not provide guidance to Molina or Caremark that
specified the level of detail required.
The OIG Audit Division attempted to validate Caremark’s network adequacy
calculations by working with HHSC CADS to recalculate a sample of the network
adequacy figures self-reported by Molina on the MCO Quarterly Pharmacy Reports
submitted for quarter four of 2017. The OIG Audit Division judgmentally selected
10 out of 55 program/service delivery area combinations based on comparisons to
figures reported by other MCOs in the same service delivery areas, fluctuations
between amounts reported over quarters in scope, and the amount by which the
reported percentage was over or under the standards required by UMCC, 111 among
other factors.
The recalculation results indicated that none of the HHSC CADS data exactly
matched the output figures calculated by Caremark. Differences ranged from
2.7 percent to 11.8 percent, with an overall average difference of 7.1 percent. In all
instances, the HHSC CADS data indicated a higher percentage of network
adequacy than reported by Molina.
The OIG Audit Division compared member and pharmacy information provided by
Molina to similar information obtained from MCS, and identified variances in the
information that may have caused differences in reported pharmacy adequacy
percentages. The total member counts used in the calculations varied from MCS
member counts by 11 percent for STAR and STAR+PLUS programs and
22 percent for CHIP.
In the absence of sufficient supporting documentation, neither the OIG Audit
Division nor MCS can validate the accuracy of Molina’s self-reported network

111

Uniform Managed Care Contract, Attachment B-1, § 8.1.3.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
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adequacy figures without using outside resources. Additionally, Caremark’s
specific outputs cannot be examined for comparison.
Recommendation 6
MCS, through its contract oversight responsibilities, should:
•

Require Molina to work with Caremark to ensure accurate inputs are used
in network adequacy calculations to demonstrate how the final figures were
determined.

•

Specify the level of detail that Molina is required to provide for supporting
documentation behind network adequacy calculations, should this
documentation be requested. The level of detail required should enable
HHSC to evaluate the completeness and validity of calculations as well as
comparability across all MCOs.

Management Response
Action Plan
The processes utilized during the audit period are no longer in place. HHSC is
now responsible for developing the pharmacy network adequacy reports used to
assess compliance and performance standards. This finding is no longer
applicable as the current processes address this finding.
Responsible Manager
MCS Managed Care Compliance and Operations Director
Target Implementation Date
Complete

P HARMACY R EPORTI NG
MCOs are required to complete a MCO Quarterly Pharmacy Report using a
template provided by HHSC and submit the report to MCS. 112 The template 113
requires Molina to self-report its total number of pharmacies, which appeared to be
reported accurately when compared to Molina’s list of network pharmacies.

112

Uniform Managed Care Contract, Attachment B-1, § 8.1.20.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
113
Uniform Managed Care Manual, Chapter 5.13.4, v. 2.0 (Sept. 1, 2014) and v. 2.1 (Nov. 15, 2015).
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The template also includes a field for Molina’s total number of mail-order
pharmacies, and the pharmacies that Molina included in its count of mail-order
pharmacies were all present on the Medicaid Master Provider File. 114,115
UMCC contains additional reporting requirements related to mail-order pharmacy
utilization that are not included within the MCO Quarterly Pharmacy Report
Template. Specifically, MCOs are required to report the number of prescriptions
filled, and the number of clients served through mail-order pharmacies by MCO
program and service delivery area. 116
The OIG Audit Division intended to evaluate mail-order pharmacy utilization, as
Molina had self-reported to HHSC that its network adequacy was below UMCC
requirements in some service areas. The availability of mail-order pharmacies can
benefit members who have to travel long distances to the nearest pharmacy or have
other travel constraints, and offers an alternative method to receive prescription
drugs for members who prefer the convenience. However, inordinately high
mail-order utilization can be an indicator of network adequacy issues and can
provide insight into the impact of network adequacy issues as members not within
travel distance requirements may be limited to receiving pharmacy benefits through
a mail-order service.
The OIG Audit Division was unable to evaluate Caremark’s mail-order utilization,
or any potential benefit or adverse impact on members, because information was
not available, as detailed below.
Issue 7:

Molina Did Not Report Mail-Order Pharmac y Utilization
Figures

Molina did not report to MCS the number of prescriptions filled, or the number of
clients served, through mail-order pharmacies. These numbers were not reported at
any time during the scope of the audit, and had not been reported since Molina
began providing pharmacy benefit services to Medicaid and CHIP members in
March 2012.
There were 30 pharmacies with a mail-order component in Molina’s network. Four
of the 30 indicated mail-order as their primary provider type, while the remaining
26 listed mail-order prescriptions as their secondary or tertiary provider type. MCS

114

The Medicaid Master Provider File lists providers enrolled with Texas Medicaid and VDP. The VDP
Master Provider File is a subset of the Medicaid Master Provider File that lists only those pharmacy
providers enrolled with VDP.
115
Uniform Managed Care Manual, Chapter 5.13.4, v. 2.0 (Sept. 1, 2014) and v. 2.1 (Nov. 15, 2015).
116
Uniform Managed Care Contract, Attachment B-1, § 8.1.3.2, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
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indicated that MCOs are not given guidance on the definition of what constitutes a
mail-order pharmacy and are expected to use information in UMCC, which does
not include a direct definition. UMCC also does not address how pharmacies that
identify mail-order as a secondary or tertiary provider type should be classified.
To identify relative impact, the OIG Audit Division analyzed encounter data for
2017 for the mail-order pharmacies in Molina’s pharmacy network. Per encounter
data for Molina, the 4 network pharmacies with mail-order as their primary
provider type served 0.08 percent of Molina members with prescriptions amounting
to $494,055 in 2017. 117
Molina management indicated that it would be possible to prepare this information
and provide it to MCS, but it was not aware that it was required to report this
information. In addition, Molina noted that the MCO Quarterly Report Template
did not include a place for this information.
While there was no evidence, based on the OIG Audit Division’s review of
Molina’s encounter data for pharmacies with a mail-order component, that Molina
or Caremark inappropriately directed members to use a mail-order pharmacy or that
overutilization of mail-order pharmacies occurred, by not reporting mail-order
pharmacy information to MCS, Molina was non-compliant with UMCC and limited
the opportunity for MCS to measure or analyze mail-order pharmacy utilization
among Medicaid and CHIP members. Obtaining and monitoring required
mail-order information will enable MCS to identify potential areas of
underutilization where members may be able to benefit from more awareness of
mail-order pharmacy services, and to determine whether members are being
improperly or disproportionately compelled to use mail-order pharmacies as a
substitute for retail options. 118
Recommendation 7
MCS, through its contract oversight responsibilities, should:
•

Clarify through contract changes or other guidance the information that
Molina and other MCOs must submit to enable monitoring of the benefits
and risks of mail order pharmacy services.

•

Require Molina to submit the required mail-order pharmacy services
information.

117

Given the minimal quantity and financial impact, no further assessment was done for the remaining audit
scope.
118
Uniform Managed Care Contract, Attachment B-1, § 8.1.21.12, v. 2.16 (Sept. 1, 2015) through v. 2.24
(Sept. 1, 2017).
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Management Response
Action Plan
In November 2018, MCS revised the Pharmacy Quarterly Report in the UMCM to
remove the line items for reporting the number of prescriptions filled and clients
served through mail order. MCS had various reasons for removing the reporting
of mail order, including specialty drugs may be dispensed through limited
distribution pharmacies, member convenience, and increased access to care in
rural areas. The UMCC specifically states mail-order pharmacies are not included
when calculating network adequacy standards.
Currently, MCS is reviewing contract deliverables and contractual remedies as
well as monitoring tools. The process is addressing areas, including mail-order
services, which will be reviewed to improve oversight, and will identify and
implement improvements. Specific areas are being identified to conduct further
review to include additional research and analysis. Improvements will be
integrated into regular recurring operational reviews and targeted reviews.
Additionally, the newly formed Pharmacy Benefit Oversight Workgroup is working
to assess all pharmacy benefit contract requirements and further develop standards
of adherence to monitor the MCOs.
Responsible Manager
MCS Operations Director
MCS Managed Care Compliance and Operations Director
Target Implementation Date
None required

D RUG I DENTIFICATION
MCOs and their subcontractors are required to use NDCs to distinguish drugs and
ensure compliance for formulary and Medicaid PDL adherence, establish and
communicate pricing, and differentiate drugs which require clinical or
non-preferred prior authorizations. 119
Caremark’s system for drug identification uses GPI instead of NDC.

119

Uniform Managed Care Contract, Attachment B-1, § 8.1.18.3, v. 2.16 (Sept. 1, 2015) through v. 2.24
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Caremark’s Use of GPI Limits Molina’s Ability to
Demonstrate Compliance With Medicaid Requirements

GPI-based drug identification is not currently compatible or aligned with Texas
Medicaid, which is based on NDC, and limits Molina’s ability to fully comply and
demonstrate compliance with UMCC requirements. The difference between these
identification methods is discussed in Appendix C.
Molina’s identification of drugs by GPI rather than NDC contributed to issues
related to:
•

Medicaid formulary conflicts that resulted in improper handling of
pharmacy benefits for members and diminished federal rebates paid to the
state (Issue 1).

•

Medicaid PDL conflicts that resulted in required prior authorizations for
preferred drugs that were incorrectly classified by Caremark as
non-preferred drugs, diminished state supplemental rebates paid to the state,
and may have impeded Molina’s ability to submit a Medicaid PDL that
aligned with the VDP Medicaid PDL and demonstrated compliance with
UMCC (Issue 2).

•

Erroneous inclusion of certain NDCs on Molina’s prior authorization list
because the NDCs shared the same GPI with other VDP formulary drugs
(Issue 3.1).

•

MAC list discrepancies that may have effectively lowered the MAC prices
associated with other drugs and affect state supplemental rebates paid to the
state, and required Molina to implement and maintain bypass processes to
its formal MAC lists, rendering the MAC list unreliable, in order to comply
with UMCC (Issue 4).

The implementation of a system or processes to improve Molina’s ability to
comply with Medicaid and CHIP formulary, Medicaid PDL, MAC list, and nonpreferred prior authorization requirements. Until addressed, these limitations and
challenges will continue to impede HHSC’s ability to effectively and proactively
monitor Molina’s compliance with UMCC and other pharmacy benefit
requirements.
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Recommendation 8
MCS should require Molina to use processes that (a) support compliance with
UMCC requirements related to Molina’s Medicaid and CHIP formularies,
Medicaid PDL, MAC lists, and prior authorization lists, and (b) demonstrate and
provide accurate reporting of compliance.
Management Response
Action Plan
In accordance with the UMCC, MCS will require Molina to ensure compliance
with state and federal laws on formularies, Medicaid PDL, MAC lists, prior
authorization lists and required accurate reporting of compliance. MCS will
update and develop contractual remedies and apply them as appropriate. MCO
contracts contain the authority to allow a variety of contractual remedies, from
institution of a correction action plan to assessing LD associated with adherence to
the PDL, which MCS will apply as appropriate.
Responsible Manager
MCS Operations Director
MCS Managed Care Compliance and Operations Director
Target Implementation Date
December 2020
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CONCLUSION
The audit included an evaluation of selected pharmacy benefits delivered by
Molina and its subcontracted PBM, Caremark. The OIG Audit Division conducted
site visits in August, October, and December 2017.
Based on the results of its audit, the OIG Audit Division concluded that:
•

Pharmacy Enrollment
o Molina and Caremark maintained pharmacy enrollment policies and
procedures in compliance with UMCC.
o Caremark appropriately limited network pharmacies to those included
on the VDP Master Provider File.
o Molina’s pharmacy network as managed by Caremark did not include
any pharmacies on the federal exclusions list, and only one pharmacy
out of 4,853 network pharmacies was identified on the state exclusions
list. Molina indicated the excluded pharmacy was removed from its
network in March 2018.

•

Formulary
o Caremark updated the formulary in compliance with the required
frequency.
o Molina’s Medicaid and CHIP formularies as maintained by Caremark
did not match VDP’s Medicaid and CHIP formularies.
o Some non-formulary rejections were incorrectly coded.

•

Preferred Drug List
o Molina’s Medicaid PDL as maintained by Caremark did not match
VDP’s Medicaid PDL.

•

Prior Authorization
o Molina processed and communicated prior authorization determination
notifications within 24 hours of receipt of a request not received through
the MCO’s prior authorization call center.
o Molina implemented and accurately reported clinical prior authorization
criteria for required drug classes in associated reports submitted to
HHSC.
o Molina and Caremark maintained prior authorization policies and
procedures consistent with UMCC.
o Molina did not always perform non-preferred drug prior authorization.
o Molina incorrectly performed utilization management or drug utilization
reviews, which caused required non-preferred prior authorizations to not
be performed.
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o Molina had training materials for its prior authorization process, but
could not provide evidence that staff completed training before being
tasked with making prior authorization determinations.
•

Maximum Allowable Cost Lists
o Caremark adjusted pricing affected by the MAC pricing limits as
required.
o Caremark did not comply with UMCC requirements for MAC lists.

•

Pharmacy Network Management and Reporting
o Molina included 97.3 percent of VDP-enrolled pharmacies within its
service delivery areas within Texas.
o Molina reported network adequacy figures using the correct county
designations.
o Molina accurately transferred geographical access report figures to
Quarterly Pharmacy Reports.
o Molina submitted exception requests for all instances of known
non-compliance with pharmacy network adequacy standards and
included all required supporting documentation.
o Molina and Caremark maintained pharmacy network policies and
procedures compliant with UMCC.
o Some addresses on Molina’s network pharmacy list were outdated and
did not reflect current pharmacy locations.
o Molina’s online PDF provider directories contained some incorrect
pharmacy information.
o Caremark was unable to provide any substantive documentation to
support the pharmacy network adequacy percentage figures reported in
Molina’s Quarterly Pharmacy Reports submitted to MCS.

•

Pharmacy Reporting
o Molina reported on the number of network pharmacies correctly.
o Caremark included only mail-order pharmacies that were present on the
Medicaid Master Provider File.
o Molina did not report to MCS the number of prescriptions filled, or the
number of clients served, through mail-order pharmacies.

•

Drug Identification
o Caremark improperly identified drugs by GPI rather than VDP’s
designations based on NDC.
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The OIG Audit Division offered recommendations to MCS, which, if implemented,
will:
•

Enhance adherence to the formulary and the Medicaid PDL.

•

Strengthen the consistency of prior authorization approvals and denials
administered for members.

•

Increase the effectiveness of assigned prior authorization staff.

•

Strengthen compliance with state and federal MAC list requirements.

•

Increase the likelihood for pharmacy business mail communications to
reach their intended recipients.

•

Increase the accuracy of pharmacy information included in provider
directories and subsequently disseminated to members.

•

Strengthen the accuracy of reported pharmacy network adequacy figures.

•

Improve the measurement of mail-order pharmacy utilization.

•

Correct drug identification mismatches caused by identification by GPI.

The OIG Audit Division thanks management and staff at Molina and Caremark for
their cooperation and assistance during this audit.
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Appendix A:

Objective, Scope, Methodology, Criteria, and
Auditing Standards

Objective

The objective of this audit was to determine whether delivery of selected pharmacy
benefits by Molina and its subcontracted PBM, Caremark, was effective and in
compliance with criteria contained in the UMCC, the Uniform Managed Care
Manual, and applicable state rules and statutes.
Scope

The scope of this audit included the period from September 1, 2015, through
November 30, 2017.
Methodology

To accomplish its audit objective, the OIG Audit Division collected information
through discussions and interviews with responsible staff at HHSC, Molina, and
Caremark, and through request and review of the following information:
•

Policies, procedures, outputs, and reports associated with formularies, the
Medicaid PDL, MAC lists, prior authorizations, pharmacy networks,
pharmacy enrollment, monitoring, encounter data, and related exceptions.

•

Contracts, subcontracts, and related documents.

•

Pharmacy encounter data and associated documents.

•

Lists of (a) drugs that are on the formularies, on the Medicaid PDL,
assigned MAC limitations, and subject to prior authorization, (b) network
pharmacies, and (c) mail-order pharmacies.

•

Encounter data associated with formulary and prior authorization rejections.

•

Detail support for Financial Statistical Reports.

•

Data to identify NDC to GPI equivalence.

•

Caremark’s Invoice Audit Report and Molina’s Pharmacy Department and
Texas Corporate Charges expense allocation.

•

Pharmacy challenges and appeals associated with MAC pricing.
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•

Prior authorization approvals and denials.

•

The VDP Master Provider File.

•

MCO Quarterly Pharmacy Reports, geographical access reports, and
Clinical PA Reports for Molina.

•

State and federal exclusions lists.

•

Data related to pharmacy benefit performance, including waiver requests,
complaints, previously assessed liquidated damages, and remedy logs.

•

Reports, user roles, policies, procedures, training materials, and other
documentation related to data and information systems that support
pharmacy benefit activities.

The OIG Audit Division issued an engagement letter on August 2, 2017, to Molina
providing information about the upcoming audit, and conducted fieldwork at
Molina’s and Caremark’s facilities in Irving, Texas, from September 25, 2017,
through September 28, 2017, and December 18, 2017, through December 20, 2017.
While on site, the OIG Audit Division interviewed responsible pharmacy benefits
personnel, evaluated policies and practices related to applicable pharmacy benefit
functions, and reviewed relevant processes.
Criteria

The OIG Audit Division used the following criteria to evaluate the information
provided:
•

1 Tex. Admin. Code §§ 353.905(a and c) (2012), 353.909(a) (2014),
354.1923(a) (2012), and 370.701 (2012)

•

42 C.F.R. Part 50, Subpart E § 50.504 (1975)

•

Tex. Gov. Code §§ 531.073(a) (2015) and 533.005(a)(23) (2015)

•

Texas Medicaid and CHIP in Perspective, Part III, Chapter 9, Eleventh
Edition (2017)

•

Uniform Managed Care Contract, Attachments A and B-1, v. 2.16 (2015)
through v. 2.24 (2017)

•

Uniform Managed Care Manual, Chapter 3, §§ 3.1, v. 2.2 (2014) through
v. 2.4 (2016) and 3.2, v. 2.1 (2012)
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•

Uniform Managed Care Manual, Chapter 5, §§ 5.13.4, v. 2.0 (2014) through
v. 2.1 (2015), 5.13.6, v. 2.0 (2016) through v. 2.2 (2016), and 5.15, v. 2.2
(2014) through v. 2.3 (2016)

•

Caremark subcontract, Pharmacy Benefit Services Agreement, v. 12-28-12
(2013) through v. 12.01.1 (2016)

•

U.S. Food and Drug Administration, Approved Drug Products with
Therapeutic Equivalence Evaluations, 38th Edition (2017)

Auditing Standards

GAGAS
The OIG Audit Division conducted this audit in accordance with generally
accepted government auditing standards issued by the Comptroller General of the
United States. Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for the issues and
conclusions based on our audit objective. The OIG Audit Division believes the
evidence obtained provides a reasonable basis for our issues and conclusions based
on our audit objective.
ISACA
The OIG Audit Division performed work in accordance with the IS Standards,
Guidelines, and Tools and Techniques for Audit and Assurance and Control
Professionals published by ISACA.
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Testing and Sampling Methodology

The OIG Audit Division examined data and documentation for selected pharmacy
benefit areas for the period from September 2015 through November 2017.
After an initial review of risk and contractor performance outcomes, the OIG Audit
Division decided to test processes and evaluate reported data in four areas
(a) adherence to Medicaid and CHIP formulary, Medicaid PDL, and MAC
requirements, (b) appropriateness and timeliness of prior authorizations,
(c) adequacy of pharmacy networks and pharmacy enrollment, and (d) information
technology, data reliability, and encounter data. The selection of these areas for
testing was based on information contained in the MCO Quarterly Monitoring
Reports for the first three quarters of 2016.
Adherence to Medicaid and CHIP Formulary, Medicaid PDL, and MAC
Requirements

Formulary and Medicaid PDL Adherence
The OIG Audit Division compared Molina’s Medicaid formulary to VDP’s
Medicaid formulary provided as of September 1, 2015, and October 27, 2017. For
each evaluation date, unauthorized inclusions or exclusions were identified as
exceptions. This comparison was also performed for the same evaluation dates for
Medicaid PDL adherence. Encounter data was used to quantify impacts.
A sample of 50 rejections classified by Molina as non-formulary was selected to
assess whether exceptions existed which imposed an inappropriate barrier to
members accessing formulary drugs and items.
MAC
The OIG Audit Division compared the 2,117 GPI identified in the MAC lists
provided by Caremark as of October 30, 2017, against the U.S. FDA’s Approved
Drug Products with Therapeutic Equivalence Evaluations (also referred to as the
“Orange Book”) to identify those drugs lacking therapeutic equivalence, which
should be excluded when considered in MAC pricing. The MAC lists were then
evaluated to identify drugs which were identified as being both on VDP’s Medicaid
PDL and a brand name drug. Encounter data was used to quantify impacts.
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Appropriateness and Timeliness of Prior Authorizations

The OIG Audit Division reviewed Molina’s prior authorization supporting
documentation for the STAR and STAR+PLUS programs to determine:
•
•
•

Timeliness of prior authorization notifications
Accuracy and completeness of supporting documentation
Appropriateness of prior authorization criteria based on VDP requirements

Clinical Prior Authorization
The OIG Audit Division tested a judgmental sample of 15 members within the
Harris County service delivery area from paid and rejected encounters for
Seroquel 120 prescriptions. The audit team focused on all applicable 2017
transactions to consider a look-back period within the audit scope.
An additional sample of 5,000 encounters from each of 5 service delivery areas
(25,000 encounters total) was selected to assess if exceptions to clinical prior
authorizations identified in earlier steps as being non-formulary may have led to
any accepted encounters.
Non-Preferred Prior Authorization
The OIG Audit Division tested a judgmental sample of 25 members from the paid
encounters across 6 of Molina’s service delivery areas. 121 The sample included
10 preferred drug encounters that did not require a prior authorization,
14 non-preferred drug encounters that required a prior authorization, and one drug
encounter that lacked a specified preferred or non-preferred status from VDP.
An additional sample of 3,000 encounters from each of 6 service delivery areas
(18,000 encounters total) was selected to assess if exceptions to non-preferred prior
authorizations identified in earlier steps as being non-formulary may have led to
any accepted encounters.
A sample of 50 rejections classified by Molina as requiring a prior authorization
was selected to assess whether exceptions existed which incorrectly required a
non-preferred prior authorization and thus imposed an inappropriate barrier to
members accessing preferred drugs and items.

120

Seroquel is a drug belonging to the Antipsychotic drug class, which is required by VDP to be subjected to
a clinical prior authorization.
121
The service delivery areas included in the sample were Bexar, Dallas, El Paso, Harris, Hidalgo, and
Jefferson. CHIP RSA was excluded from the sample because CHIP does not have a PDL, and only PDL
drugs are subject to non-preferred prior authorization requirements.
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Adequacy of Pharmacy Networks and Pharmacy Enrollment

The OIG Audit Division worked with HHSC CADS to recalculate a sample of the
network adequacy figures self-reported by Molina on the MCO Quarterly
Pharmacy Reports submitted for quarter four of 2017. The program/service
delivery area combinations recalculated were judgmentally selected based on
comparisons to figures reported by other MCOs in the same service delivery areas,
fluctuations between amounts reported over quarters in scope, and the amount by
which the reported percentage was over or under the standards required by UMCC,
among other factors.
At the end of the audit’s scope, Molina’s pharmacy network included
4,853 pharmacy providers. From this list, a sample of 61 pharmacies was
haphazardly selected for testing to determine whether the pharmacies were still in
operation. Demographic information for each pharmacy such as address, phone
number, and business name was also tested for accuracy on the network pharmacy
list and within applicable provider directories.
Testing also included the judgmental selection of four key provisions from UMCC
to compare against Molina’s and Caremark’s policies, procedures, and subcontract
provisions related to network adequacy. Three key UMCC pharmacy enrollment
provisions were also judgmentally selected for identical testing.
The OIG Audit Division also tested, reviewed, and compared various documents
and practices related to the adequacy of pharmacy networks and pharmacy
enrollment including the VDP Master Provider File, Molina’s MCO Quarterly
Pharmacy Reports, geographical access reports, state and federal exclusions lists,
and encounter data.
Information Technology, Data Reliability, and Encounter Data

The OIG Audit Division obtained pharmacy benefits data from more than one
source. Based on this, it was not necessary to test information related to Caremark
user application permissions and the concepts of least privilege and segregation of
duties in order to obtain sufficient, appropriate evidence to support the audit
findings and conclusions.
Managed care pharmacy benefits encounter data tested was not obtained directly
from the claims adjudication system used by Caremark.
•
•

Pharmacy benefits information reports were provided by VDP
Encounter data was provided by the OIG Data and Technology Division
o The OIG Data and Technology Division obtained the managed care
pharmacy benefits encounter data from the HHSC data warehouse
maintained and administered through a contract with Conduent
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Encounter data used during testing went through the editing process within HHSC
and Texas Medicaid and Healthcare Partnership systems.
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Drug Identification by the GPI (Medi-Span) S ystem

There are multiple prescription drug identification systems currently in use. The
two systems which are associated with the pharmacy benefits delivered through
Molina and its PBM, Caremark, for Texas managed care Medicaid and CHIP are
the National Drug Code (NDC) and the Generic Product Identifier (GPI).
Within HHSC, VDP is responsible for reviewing, analyzing fiscal impacts, and
ensuring compliance prior to adding drugs to the Texas Drug Code Index. 122 Drugs
are then added according to the corresponding NDC of the manufacturer or
distributor who is holding the drug forth as its own and has the manufacturer’s
name on the label of the container sold to pharmacies.
NDC information is necessary to track drugs dispensed within the Medicaid and
CHIP programs and to ensure that the state correctly recovers costs through state
supplemental rebates, but it does not represent the only identification system.
Molina and Caremark elected to use a separate proprietary GPI system in other
states and private businesses to manage formularies, identify drug alternatives,
analyze usage trends, and manage costs. While recognizing that the GPI system or
other systems can be used for their own purposes, MCOs and their subcontractors
are required to use NDCs to distinguish drugs and ensure compliance for formulary
and Medicaid PDL adherence, establish and communicate pricing, and differentiate
drugs which require clinical or non-preferred prior authorizations.
Prescription Drug Identification by NDC Versus GPI
NDC, a universal product identifier for human drugs products, uses a unique,
three-segment number and is recognized by the FDA. Each segment within the
ten-digit NDC identifies the labeler (including all re-packers and re-labelers),
product, and trade package size. The first segment, the five-digit labeler code, is
assigned by the FDA while the second and third segments are chosen by the
respective labeler. NDC is the only prescription drug identification system utilized
by HHSC for identifying drugs on its formulary and Medicaid PDL.
Alternately, GPI, the drug identification system utilized by Caremark, is a
proprietary drug identification system used and developed by Medi-Span. GPI
contains 7 pairings of digits within a 14-digit hierarchical therapeutic identification
system to group identical, similar, or unique drug products by ingredient(s), form,
route of administration, and dosage or strength, independent of manufacturer or

122

1 Tex. Admin. Code § 354.1923(a) (Mar. 1, 2012).
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package size. According to the Medi-Span website, the GPI system “enables
automated NDC inclusion/exclusion without ongoing, routine maintenance.” 123
Figure C.1 illustrates the differences between the prescription drug identification
systems used by HHSC and Caremark. In the example, a single GPI represents a
group of similar drugs that includes three different NDCs. Two of the NDCs are on
the Medicaid PDL, and one is a non-preferred drug.
Figure C.1:

Prescription Drug Identification (Insulin as Example)

Source: OIG Audit Division
123

“How Is the Medi-Span GPI Used?” Wolters Kluwer, http://www.wolterskluwercdi.com/drug-data/gpi/
(accessed May 1, 2018).
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Drug Identification by Molina and Caremark
Molina and Caremark identified drugs by GPI rather than by NDC, the system used
by VDP. Although Caremark’s “Medicaid Claims Adjudication” policy
distinguished NDC as the “number to recognize drugs covered/not covered under a
plan member’s plan,” GPI is the root identifier for all drugs in Caremark’s
RxClaim claims adjudication system and utilized in complementary documents
such as published MAC lists. The OIG Audit Division received data from
Caremark to identify corresponding GPI groups associated with NDCs.
MCOs are required to exclusively use VDP’s Medicaid formularies and the
Medicaid PDL established by VDP, develop MAC prices and lists that comply with
state and federal requirements, and adhere to guidelines for clinical and
non-preferred prior authorization. Compliance with these requirements cannot be
reasonably achieved when drugs are identified by GPI.
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Molina Service Delivery Areas
Service Delivery Area Map With Molina Programs Identified

Source: OIG Audit Division

Figure D.2:

Molina Service Delivery Areas and Programs
Program

Service
Delivery Area

STAR

STAR+PLUS

STAR+PLUS
MMP

X

X

Bexar
Dallas

X

X

X

El Paso

X

X

X

Harris

X

X

X

Hidalgo

X

X

X

Jefferson

X

X

CHIP RSA

STAR
Health

STAR
Kids

CHIP
X
X
X
X

Source: OIG Audit Division
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Molina Service Delivery Area Counties

Service Delivery Area

Counties

Bexar

Atascosa, Bandera, Bexar, Comal, Guadalupe, Kendall, Medina, and Wilson.

Dallas

Collin, Dallas, Ellis, Hunt, Kaufman, Navarro, and Rockwall.

El Paso

El Paso and Hudspeth.

Harris

Austin, Brazoria, Fort Bend, Galveston, Harris, Matagorda, Montgomery, Waller,
and Wharton.

Hidalgo

Cameron, Duval, Hidalgo, Jim Hogg, Maverick, McMullen, Star, Webb, Willacy,
and Zapata.

Jefferson

Chambers, Hardin, Jasper, Jefferson, Liberty, Newton, Orange, Polk, San
Jacinto, Tyler, and Walker.

CHIP RSA

Anderson, Angelina, Andrews, Archer, Armstrong, Bailey, Baylor, Bell, Blanco,
Borden, Bosque, Bowie, Brazos, Brewster, Briscoe, Brown, Burleson, Callahan,
Cameron, Camp, Cass, Castro, Cherokee, Childress, Clay, Cochran, Coke,
Coleman, Collingsworth, Colorado, Comanche, Concho, Coryell, Cooke, Cottle,
Crane, Crockett, Culberson, Dallam, Dawson, Delta, DeWitt, Dickens, Dimmit,
Donley, Duval, Eastland, Ector, Edwards, Erath, Falls, Fannin, Fisher, Foard,
Franklin, Freestone, Frio, Gaines, Gillespie, Glasscock, Gonzales, Gray,
Grayson, Grimes, Gregg, Hall, Hamilton, Hansford, Hardeman, Harrison, Hartley,
Haskell, Hemphill, Henderson, Hidalgo, Hill, Hopkins, Howard, Houston, Irion,
Jack, Jackson, Jeff Davis, Jim Hogg, Jones, Kent, Kerr, Kimble, King, Kinney,
Knox, Lamar, Lampasas, LaSalle, Lavaca, Leon, Limestone, Lipscomb, Llano,
Loving, Madison, Marion, Martin, Mason, Maverick, McCulloch, McLennan,
McMullen, Menard, Midland, Milam, Mills, Mitchell, Montague, Moore, Morris,
Motley, Nacogdoches, Nolan, Ochiltree, Oldham, Palo Pinto, Panola, Parmer,
Pecos, Presidio, Rains, Reagan, Real, Red River, Reeves, Robertson, Runnels,
Rusk, Sabine, San Augustine, San Saba, Schleicher, Scurry, Shackelford,
Shelby, Sherman, Smith, Somervell, Starr, Stephens, Sterling, Stonewall, Sutton,
Taylor, Terrell, Throckmorton, Titus, Tom Green, Trinity, Upton, Upshur, Uvalde,
Van Zandt, Val Verde, Ward, Washington, Webb, Wheeler, Wichita, Wilbarger,
Willacy, Winkler, Wood, Yoakum, Young, Zapata, and Zavala.

Source: OIG Audit Division compiled from information contained in “MCO Service Delivery Area
Assistance Chart,” HHSC, https://www.txvendordrug.com/sites/txvendordrug/files/docs/managed-care/sdaassistance-chart.pdf (accessed Apr. 16, 2018)
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Acronyms

Acronyms Used in This Report

CADS
CAS
CHIP
CMS
EAC
FDA
FMAP
GPI
HHS
HHSC
MAC
MCCO
MCO
MCS
NADAC
NCQA
NDC
NPI
OIG
PBM
PDL
RSA
STAR
TDI
UMCC
VDP

Center for Analytics and Decision Support
Clinical Authorization System
Children’s Health Insurance Program
Centers for Medicare and Medicaid Services
Estimated Acquisition Cost
U.S. Food and Drug Administration
Federal Medical Assistance Percentage
Generic Product Identifier
Health and Human Services
Health and Human Services Commission
Maximum Allowable Cost
Managed Care Compliance and Operations
Managed Care Organization
Medicaid and CHIP Services
National Average Drug Acquisition Cost
National Committee for Quality Assurance
National Drug Code
National Provider Identifier
Office of the Inspector General
Pharmacy Benefit Manager
Preferred Drug List
Rural Service Area
State of Texas Access Reform
Texas Department of Insurance
Uniform Managed Care Contract
Vendor Drug Program
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Molina Comment Letter
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Auditor Comments

The OIG Audit Division appreciates and values the feedback provided by Molina
in its comment letter. The OIG Audit Division respectfully disagrees with
Molina’s position that (a) the methodology for this performance audit had
limitations in comparison to a claims adjudication audit and (b) the audit reached
incorrect conclusions, and offers the following comments in response to the Molina
letter.
The OIG Audit Division conducts audits in accordance with generally accepted
government auditing standards issued by the Comptroller General of the United
States, which require auditors to obtain sufficient and appropriate evidence to
provide a reasonable basis for findings and conclusions.
The OIG Audit Division understands and recognizes the complexity of delivering
pharmacy benefit services to Texas Medicaid and CHIP members. The objective of
this audit was to determine whether delivery of selected pharmacy benefits by
Molina and its subcontracted PBM, Caremark, was effective and in compliance
with criteria contained in the Uniform Managed Care Contract, the Uniform
Managed Care Manual, and applicable state rules and statutes. The OIG Audit
Division worked with Molina and Caremark throughout this audit, which began in
August 2017, to obtain sufficient and appropriate evidence to evaluate Molina and
Caremark’s performance in delivering pharmacy benefit services and to achieve the
audit objective.
When potential issues were identified, the OIG Audit Division shared detailed
evidence supporting its issues with Molina, providing Molina an opportunity to
research the issues and provide additional or replacement evidence. When received
from Molina, the OIG Audit Division considered the additional or replacement
evidence and, when appropriate, adjusted audit results and conclusions accordingly.
These collaborative efforts continued through May 2019.
The OIG Audit Division stands by its methodology for conducting this audit, its
approach for obtaining sufficient and appropriate evidence to achieve the audit
objectives, and the issues, conclusions, and recommendations presented in this
report.
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Report Team and Distribution

Report Team

OIG staff members who contributed to this audit report include:
•

Steve Sizemore, CIA, CISA, CGAP, Audit Director

•

Joel A. Brophy, CIA, CFE, CRMA, Audit Manager

•

Anton Dutchover, CPA, Audit Manager

•

Marcus O. Horton, CIA, CFE, CRMA, CCSA, Audit Project Manager

•

Nejiba Kheribi, CGAP, CISA, CPA, IT Audit Project Manager

•

Joseph K. Mader, CPA, Senior Auditor

•

Ashley Rains, Staff Auditor

•

Matt Dominguez, Staff Auditor

•

Krisselda Bactad, Staff Auditor

•

Kathryn Messina, Senior Audit Operations Analyst

Report Distribution
Health and Human Services

•

Dr. Courtney N. Phillips, Executive Commissioner

•

Cecile Erwin Young, Chief Deputy Executive Commissioner

•

Victoria Ford, Chief Policy Officer

•

Karen Ray, Chief Counsel

•

Nicole Guerrero, Director of Internal Audit

•

Stephanie Muth, State Medicaid Director, Medicaid and CHIP Services

•

Katherine Scheib, Deputy Associate Commissioner, Operations, Medicaid
and CHIP Services

•

Gina Muñiz, Director, Vendor Drug Program, Medicaid and CHIP Services
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•

Rich Stebbins, Deputy Director, Financial Reporting and Audit
Coordination, Medicaid and CHIP Services

•

Grace Windbigler, Director, Managed Care Compliance and Operations,
Medicaid and CHIP Services

Molina Healthcare of Texas, Inc.

•

Ann Rote, President, Molina Healthcare of Texas, Inc.

•

Carl T. Kidd, Vice President, Government Contracts, Molina Healthcare of
Texas, Inc.

•

Dr. Joseph Vazhappilly, Associate Vice President, Pharmacy Services,
Molina Healthcare of Texas, Inc.

•

Kate Koons, Compliance Officer, Molina Healthcare of Texas, Inc.
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OIG Mission and Contact Information

The mission of OIG is to prevent, detect, and deter fraud, waste, and abuse through
the audit, investigation, and inspection of federal and state taxpayer dollars used in
the provision and delivery of health and human services in Texas. The senior
leadership guiding the fulfillment of OIG’s mission and statutory responsibility
includes:
•

Sylvia Hernandez Kauffman, Inspector General

•

Susan Biles, Chief of Staff

•

Dirk Johnson, Chief Counsel

•

Christine Maldonado, Chief of Operations and Workforce Leadership

•

Olga Rodriguez, Chief of Strategy and Audit

•

Quinton Arnold, Chief of Inspections and Investigations

•

Steve Johnson, Interim Chief of Medicaid Program Integrity

•

Tony Owens, Deputy IG for Third Party Recoveries

•

David Griffith, Deputy IG for Audit

•

Alan Scantlen, Deputy IG for Data and Technology

•

Lizet Hinojosa, Deputy IG for Benefits Program Integrity

•

Judy Hoffman-Knobloch, Assistant Deputy IG for Medical Services

To Obtain Copies of OIG Reports

•

OIG website: https://oig.hhsc.texas.gov

To Report Fraud, Waste, and Abuse in Texas HHS Programs

•

Online:

https://oig.hhsc.texas.gov/report-fraud

•

Phone:

1-800-436-6184

To Contact OIG

•

Email:

OIGCommunications@hhsc.state.tx.us

•

Mail:

Texas Health and Human Services Commission
Office of Inspector General
P.O. Box 85200
Austin, Texas 78708-5200

•

Phone:

512-491-2000
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