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Before the last legislative session, pharmacy services for Medicaid
eligible individuals were purchased frcm the General Relief Medical program
because Alaska had not adopted the pharmacy option under the Medicaid
program. During the last legislative session, CSSB 255, which was signed
into law as Chapter 120, SLA 1988, added'pharmacy services as a Medicaid
option for the period October 1, 1988 - June 30, 1989. (SB 255 has a

sunset clause which repeals Chapter 120 effective July, 1989.)

Unless this legislation is passed, a general fund appropriation of $2,560
million w ill be needed in FY90 to continue to pay for pharmacy services for
poor Alaskans. In essence, the state would be relinquishing $2.56 million
in federal match and pharmacy services for Medicaid eligible individuals
would once again be purchased through the general relief medical program
(GRM). Should general funds not be appropriated, significant reductions in

pharmacy services would also likely occur.

Budgetary and Program Inpact

A ll services which are purchased by the state under the Medicaid program
receive a dollar-for-dollar federal match. Al services purchased under

the General Relief Medical program are entirely general funds.

The Department has submitted its FY90 budget assuming this legislation
would pass, pharmacy services would remain as a Medicaid option and,
$2,560.2 in federal funds would be received as match. Consequently, this
legislation has a zero fiscal note. If it passes, the total pharmacy cost

of $5,037 million is split between federal funds and general funds. The
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proposed FY90 budget contains sufficient general funds to pay the state

share, so pharmacy services would continue as currently provided.

If this legislation does not pass, federal matching funds for pharmacy
services would be lost. Should this occur, an additional $2,560.2 in
general funds would be needed to replace the federal funds so that existing

services could be maintained.

When pharmacy legislation (SB 255) passed in FY89, the department estimated
$2 million in savings because the total drug program cost about $4 m illion.
Services to new eligibles and utilization and price increases have since
increased the total program cost to $5 million. Consequently, returning to
a totally general funded pharmacy program would cost $1 million more in
FY90 than it did in FY88, the last year in which pharmacy was entirely

funded by several funds.

Throughout the interim, the department has worked diligently with
pharmacists to fashion a Medicaid program which captures federal
reimbursement while minimizing financial impact to pharmacists. A separate
document describes the policy making process, the research conducted on
pharmacy costs, and the reimbursement methodologies which resulted frcm

that process.

If the legislature decides not to pass this legislation, the department
requests that the full $2.56 million in general funds be appropriated.
This amount includes the inflation in pharmacy service costs which occurred
frcm FY88 to FY90 in addition to the restoration of the general fund which

had been supplanted by federal funds.
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The following describes the sequence of modification to the FY90 budget
that would be needed to continue present services should the legislation

not pass:

1. Transfer $2,476.9 State General Fund Match (SGFW) from the Medicaid
Non-Facility component to the General Relief Medical ccmponent.
(1,328.9 FY89 transfer for Chapter 120, 913.6 FY90 Budget Request
transfer and 234.4 FY90 increments for price, utilization and
eligibles.) If the program is not a Medicaid option, there are no

federal funds to match with state general funds.

2. .Decrement the Medicaid Non-Facility ccmponent for 2,560.2 federal
funds. (1,412.3 FY89 Chapter 120, 913.6 FY90 Budget request and 234.3
FY90 increments for price, utilization and eligibles.) These federal
match funds are not received if the pharmacy services are not provided

through Medicaid.

3. Increment the General Relief Medical program for 2,560.2 state general

funds to offset the federal decrements in #2 above.

The following chart depicts the development of the FY90 budget request and

the above described modifications.
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FY90 Budget Development

FY89 Authorization
C-4 Transfer
FY90 Adjusted Base

FY90 Increments:

GEM
913.6
(913.6)

0

Federal Increment

Price
Eligibles
U tilization

FY90 Budget Request

Required Modifications
Transfer SGFM
Decrement Federal
Increment SGF

Totals

2,476.9

[3] 2,560.2

5,037.1

. . f

Medicaid
Non-Facility

2,741.2
913.6

3,654.8

913.6
135.2
196.4
137.1

5,037.1

11 (2 476.9)

21 (2 560.2)

B8 110180

Total

3.654.8
3.654.8

913.6
135.2
196.4
137.1

5,037.1

0
(2,560.2)
2,560.2

5,037.1
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O riginal sponsor: Rules/Governor

IN THE HOUSE BY THE FINANCE COMMITTEE

For

BE

*

CS FOR HOUSE BILL NO. 70 (Finance)
IN THE LEGISLATURE OF THE STATE OF ALASKA

SIXTEENTH LEGISLATURE - FIRST SESSION

A BILL
an Act entitled: "An Act extending the termination date of the Board
of Pharmacy; relating to substitution of generic

drugs that are therapeutically equivalent; relating
to pharmaceutical medical assistance for needy per-
sons; changing the order of priority for eliminating
medical assistance coverage for certain services; and

providing for an effective date."”

IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

*

*

Section 1. AS 08.03.010(c)(4) is amended to read:

(4) Board of Pharmacy (AS 08.80.010) - - June 30, 1993
[1989].
Sec. 2. AS 08.80.460(b) is repealed and reenacted to read:
(b) A person who violates AS 08.80.295 is guilty of a violation.

Sec. 3. AS 47.07.030(b) is amended to read:

(b) In addition to the mandatory services specified in (a) of
this section, the department may offer only the following optional
services: case management and nutrition services for pregnant women;
personal care services in a recipient's home; emergency hospital
services; long-term <care noninstitutional services; medical supplies
and equipment; <clinic services; inpatient psychiatric facility ser-

vices for individuals age 65 or older and individuals wunder age 21;
prescribed drugs; physical therapy; occupational therapy; chiropractic

services; treatment of speech, hearing, and language disorders; adult
dental services; prosthetic devices and eyeglasses; optometrists'

-1- CSHB 70(Fin)



services; intermediate care facility services, including intermediate
care facility services for the mentally retarded; skilled nursing
facility services for individuals under age 21; and reasonable trans-
portation to and from the point of medical care.

* Sec. 4. AS 47.07.035 is amended to read:

Sec. 47.07.035. PRIORITY OF MEDICAL ASSISTANCE. If the depart-
ment finds that the cost of medical assistance for all persons eligi-
ble under this chapter w ill exceed the amount allocated in the state

budget for that assistance for the fiscal year, the department shall
eliminate coverage for optional medical services and optionally eligi-
ble groups of individuals in the following order:

(1) chiropractic services;

(2) adult dental services;

(3) emergency hospital services;

(4) treatment of speech, hearing, and language disorders;

(5) optometrists' services and eyeglasses;

(6) occupational therapy;

(7) prosthetic devices;

(8) medical supplies and equipment;

(9) clinic services;

(10) physical therapy;

(11) personal care services in a recipient's home;

(12) prescribed drugs;

(13) long-term care noninstitutional services;

(14) [(13)] inpatient psychiatric facility services;

(15) [(14)] intermediate care facility services for the men-
tally retarded;

(16) [(15)] intermediate care facility services;

(17) [(16)] pregnant women, and children five years of age

CSHB 70(Fin)
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or younger, with a household income that does not exceed 100 percent
of the federal poverty level;

(18) 1(17)] individuals under age 21 who are not eligible
for benefits under the federal aid to families with dependent children
program because they are not deprived of one or more of their natural
or adoptive parents;

(19) [(18)] skilled nursing facility services for persons
under age 21;

(20) [(19)] aged, blind, and disabled individuals who,
because they do notmeet the income requirements, do not receive
supplemental security income wunder Title XVI of the Social Security
Act, but who are eligible, or would be eligible if they were not in a
skilled nursing facility or intermediate care facility, to receive an

optional state supplementary payment;

(21) [(20)] individuals in a hospital, skilled nursing
facility, or intermediate care facility whose income while in the
facility does not exceed 300 percent of the supplemental security

incomebenefit rate under Title XVI of the Social Security Act, but
who, because of income, are not eligible for the optional state sup-
plementary payment;

(22) [(21)] individuals wunder age 2l under supervision of
the department, for whom maintenance is being paid in whole or in part
from public money and who are in foster homes or private child-care
institutions.

Sec. 5. AS 47.07 is amended by adding a new section to read:
Sec. 47.07.065. PAYMENT FOR PRESCRIBED DRUGS. The department
shall pay for prescribed drugs under AS 47.07.030(b) wunder regulations

adopted by the commissioner in conformity with applicable federal
regulations.
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* Sec. 6. Section 2 of this Act takes effect January 1, 1990, unless by
that date the director of the division of occupational licensing has certi-
fied to the revisor of statutes that the Board of Pharmacy has adopted
regulations establishing the schedule of civil fines required under AS 08.-
80.460(b).

* Sec. 7. Sections 1 and 3 - 5 of this Act take effect July 1, 1989.

CSHB 70(Fin)
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Alaska State Legislature

Representative Fran Ulmer Juneau, Alaska 99811
(907) 465-4947

Houseof Representatives

LETTER OF INTENT

CSHB 70

It is the intent of the legislature that the State of Alaska shall
implement a pharmaceutical medical assistance program for needy
persons with the widest possible delivery of services. Toward that
end, the legislature directs the state to plan and implement a
program v;hich uses the concepts of the Texas Model reimbursement
system to back-up the "fourth option"” reimbursement methodology put
forth in the Myers and Stauffer "Report On the Cost of Dispensing
Pharmaceutical Prescriptions in the State of Alaska. Both systems
utilize a formula which is linked to the cost of ingredients. We
recognize this system as more equitable to service providers and to
be cost effective in implementation.

District 4B — Juneau



AMENDMENT TO CS HB 70 (HESS)

PAGE 3, LINE 22, replace Sec. 4 with new language
"This act is repealed on June 10. 1990."

Renumber last section accordingly.



Alaska State Legislature

Representative Fran Ulmer Juneau, Alasl 199811
(907) 465- 47

Houseof Representatives

MEMORANDUM

March 16, 1989

TO: Members, House Finance Committee
FROM: Rep. F
RE: CSHB 7

Last year when the Legislature passed CSSB 255 regarding pharmacy
services as a Medicaid option, it contained a sunset date of June
10, 1989. The purpose of that sunset provision was to continue the
legislative oversight of the program and to ensure that Alaska's
program /ould adequately deliver the services intended.

Unfortunately, the program implemented by the Dept, of Health and
Social Services under emergency regulations in January of this year
is not having the desired effect. Within the last 30 days we have
seen a growing number of providers withdraw from the program with
the net result that at least one community is completely without
service today. I believe that if we continue in the direction
already indicated we will seriously jeopardize the delivery of
services throughout Alaska.

For that reason, | recommend that we again add a sunset provision
to this legislation, dated June 10, 1990. The legislature needs to
continue its oversight of this program. In addition, | recommend

that we append a letter of intent to this legislation which directs
the Department of Health and Social Services to propose and

implement a program which will ensure the widest possible
participation by providers and thus the widest delivery of
services.

Specifically, | suggest that we direct the department to submit a
program proposal to the federal government which uses the Texas
reimbursement model for fee structures. This program has been in

operation since September, 1985 and was formally approved by the
federal government in 1987 when the Medicaid guidlines were
changed. Since implementation, the state of Texas reports a

District 4B — Juneau



savings of $103.5 million resulting from the use of their fee
structure in combination with an wupper |Ilimits policy. The
administrator of that program, Mr. Robert Harris, reported to me
that Texas has hard data showing a $1 saving per claim.

The Texas model is supported by the Alaska Pharmaceutical
Association and will, | believe, result in broad participation by
providers. This model is essentially the same as option "four™ in
the Myers and Stauffer study conducted for the State of Alaska in
1988. The reason that this fee structure is more acceptable than
the formula currently in place is that reimbursement is tied to
actual cost of goods. The result is a more equitable program. An
explanation of the formula is attached.

The administrator of the Texas program reports that the program is
relatively easy to implement. The pricing information regarding
drugs can either be managed in-house by one professional or can be
purchased from computer companies such as First Data Co. in San
Francisco.

A fee structure similar to the Texas model was discussed by the
agency with Region 10 personnel who said the Alaska program would
not be approved. It is clear that, if we move forward with the
Texas model in the Alaska program, there w ill be some objection
from the federal government. However, | do not believe the federal
government can disallow a program proposal which has already been
formally accepted elsewhere in the country. | believe that risk is
worth taking, however, in order to address the problem which has
already arisen in Alaska in the last 30 days regarding service
delivery.

Attached you will find a draft amendment and a letter of intent for
which | request your support.



TEXAS PHARMACY MEDICAID REIMBURSEMENT SYSTEM

This fee structure utilizes a percentage markup in which the total
reimbursement is linked to the cost of ingredients. This system
allows, in Texas, a 5.5 percent profit on the selling price.

TEXAS FORMULA: Estimated Acquisition Cost (EAC) $3.26

(divided by) .945
Each of the elements of this formula (EAC, $3.26 for overhead
costs, and .945) were set by the state of Texas after studies were
performed which indicated actual market data regarding cost of

goods and overhead. The net result of this formula is a profit of
5.5% on the selling price of the drug.

FCR EXAMPLE: Drug cost $10.00
Operating expense 3.26

$13.26 divided by .945 = $14.03

Amount reimbursed $14.03
less costs - 13.26
net profit 77 -  5.5%

In order to implement the Texas model, each state must collect its
ovm data based on actual costs and operations. The study conducted
by Myers and Stauffer for the State of Alaska, dated December,
1988, contains all necessary data to determine the appropriate
elements of a formula for Alaska providers. That study includes a
formula which is substantially the same as the Texas model.



SUBJECT:

A Il members of the Alaska State Legislature both
Senate & House.

Eldon R. Ulmer , R.Ph., Community Pharmacy owner
Downtown Rexall Drug, 415 West 5th Ave./Anchorage,

Alaska 99510 &
Ulmer Rexall & True Value, 3858 Lake Street , Homer,

Alaska, 99603.

Untir.~ly & premature implementation , by the Division
of Medical Assistance (DMA) of new Medicaid pharmacy
program , scheduled for 1 February 1989.

In the opinion of the writer of this memorandum, the
FEDS have NOT accepted the proposed plan. To verify

this and also to get an insight from the FEDS it
is urged that you call The Federal Region 10 Director
Bob Tanna. Mr. Tanna's phone number is (206) 442-0587.
He is in the Seattle area. Mr. Tanna w ill give you
straight facts............... not wishful thinking. The FEDS
w ill not accept any program that has been proposed by

DMA. They are asking for additional studies to determine
Average Wholesale Price ( AW) of drugs to pharmacies

in Alaska. The DMA last year quoted a figure of

some $ 10,000.00 to make the studies that were necessary
to involve the FEDS. To date the costs ( to the best

of my knowledge) are in excess of $ 160,000.00 and

the FEDS are asking for more information and this means

more costs.

There is no way my pharmacies can break even under what

I believe w ill be the ultimate program that the FEDS

w ill buy. | project a loss in my two stores and therefore
can not participate as a provider, even for the 30 days
the DMA is asking for as an extension of what they said

could be done in 90 days , and has now taken almost a year
and still not done.

Attached is a chronological event schedule of what has
happened since February 1988. It is comprehensive and
unbiased and war. prepared by the Alaska Pharmaceutical
Association, anc states facts NOT FICTION. It is asked

that you read it.

A group of pharmacists are visiting Juneau all day
Thursday, February 2, 1989. It would be helpful if you
w ill meet with them , individually, so you are well
informed. I have a long time commitment to the
American Cancer Society to attend a meeting of great
importance to the ACS, in the lower 48 & | can not get
to Juneau with the group. Members of the pharmacy group
w ill be contacting you while they are in Juneau.

If a reasonable solution can not be found, it is my
opinion that most providers w ill not participate in the

program and unfortunate recipients w ill be without
service in majiyareas , if not all areas of the state.



The Association has agreed to distribute a communication fromthe pharmacist members
of the Medicaid Pharmacy Steering committee to pharmacists in Alaska. As noted in
this communication, any analysis and decisions regarding the Medicaid program and
your business mustbe made by yourselfon an individual basis.

CHRONOLOGY ON FEDERAL PHARMACY MEDICAID PRO GRAM

1988

February 29th Association writes to legislators stating opposition to
legislation.

April Ron Sedgwick prepares independent position paper for
legislature.

. Association hosts teleconference to assess positions and
determine strategy.

. Association prepares position paper for legislators.

. Association funds poll of pharmacies by Dittman Research
Corporation to determine percentage of Medicaid business and
willingness to participate in federally funded program.

27th - Association and pharmacists testify at Senate Finance Committee
hearing. Senate Finance Committee amends bill to include one
year "sunset" provision and attaches letter of intent.

30th SB 255 passes Senate.

May 17th - Division of Medical Assistance writes Association, stating intent
to work with members of the Association in development of
program.

July 22nd - Eric Hansen (DMA) contacts Association to provide project
schedule and inform us of the formation of a Medicaid steering

committee.

27th o Association responds to Eric Hansen with recommendations for
pharmacist members ofMedicaid steering committee.



August

September

October

November

29th

29th

15th

19th

30th

14th

17th

21st

»

Commissioner of HESS appoints Dave Swanson, Bill Larson, and
Ron Sedgwick to Medicaid steering committee and appoints Chris
Coursey and BeraieKlouda to Proposal Evaluation Committee.

Proposal evaluation committee reviews proposals for dispensing
cost survey and recommends the firm of Myers and Stauffer to the
Commissioner of HESS.

Commissioner awards contractto Myers and Staufferto conduct
dispensing cost survey.

Proposal evaluation committee reviews proposals submitted for
state pharmacist consultant and informs Commissioner thatthey
cannot recommend anyof the submitted proposals.

Medicaid steering committee meets to review cost survey form
and to rcviewproject schedule. Also in attendance: Chris
Coursey, Bemie Klouda.and Darrell Stauffer (accountant).

Dispensing cost surveys are mailed to all pharmacy Medicaid
providers.

Association writes to members encouraging participation in the
cost survey.

Commissioner approves emergency contracting procedures for
pharmacist consultant afterrejecting previous bids.

Eric Hansen submits contract w/ Orkand Corp. (Bert Parrish) to
Commissioner for approval after review with members of Proposal
Evaluation Committee.

Chris Coursey meets w/ Eric Hansen, BertParrish and Kim Busch
to review Medicaid issues identified by BertParrish. Chris
Coursey communicates Association position on Formulary (no
formulary), ingredient cost(AWP), co-pay (support) and
physician dispensers (no fee).

Steering Committee meeting in Juneau. Review of survey response
(54%, above national average) and initial survey report.
Committee agrees on

a) AWP plus percentage of cost plus fixed fee

b) different dispensing fees based on factors supported by cost
survey data such as Medicaid Rx volume, geographic area, etc.

DMA sends letterto regional federal officials outlining state’s
position.



14th

16th

18th

19th

22nd

22nd

Parrish, and Darrell Stauffer meet
with federal HCFAofficials in Baltimore to review state plan.

State meets with regional HCFA officials in Seattle to review
state plan

Steering committee meets by teleconference. Also in attendance
are Chris Coursey, Bemie Klouda. Eric Hansen reviews federal
response to state plan. Feds firmly rejectpercentage markup
formula as well as AWP as reimbursementfor ingredient cost.
Feds require state to perform survey to determine actual
ingredient costs beingpaid by Alaskan pharmacies. State desires
to implement interimplan by February Istwhile performing
ingredient cost survey. If final plan approved by Feds by March
1st, the state can be reimbursed retroactive to January 1st. State
proposes to pay AWP minus 5% plus fee of S7.90 (average-varies
individually) until surveyis done at which time ingredient cost
will be adjusted to survey results. Allnon-pharmacist members
of the committee vote yes with Eric Hansen abstaining.
Pharmacist members ask for conference prior to taking position.

Dave Swanson, Ron Sedgwick, Chris Coursey and Bemie Klouda
meet by teleconference to discuss position oninterim program
proposed by state. Dave Swanson conferred with Bill Larson who
could not attend this meeting. Pharmacists unanimously agreed
that they could only support the initial state plan (AWP plus
markup plus fee) and would vote noto the backup proposal by the
state.

Chris Coursey communicated the votes (3 nays) of the steering
committee members (Sedgwick, Swanson, Larson) to Eric Hansen.

Eric Hansen contacts Chris Coursey with new state proposal.
State will reimburse AWP plus 7.90 fee (average) starting
Feb.lst, until the ingredient cost survey is done, at which time
AWP would bereplaced with the actual ingredient cost as
determined by the survey. In addition, the state would require the
Association to provides letter supporting the final program and
agreeing not to oppose HESS during the upcoming legislative
session.

After reviewing proposal with Dave Swanson, Ron Sedgwick, and
Bemie Klouda, Chris Coursey informs Kim Busch that the
Association cannot provide the letter as requested and will take
no action whichlimits the options of the pharmacy providers. Kim
Busch indicates thatthe state will probably adopt AWP minus 5%
plus a fee of S7.90 (average) until the cost ingredient survey is
completed.



THE PHARMACIST MEMBERS OF THE MEDICAID PHARMACY STEERING
COMMITTEE FEEL IT IS IMPORTANT FOR EACH POTENTIAL PHARMACY
PROVIDER TO HAVE CERTAIN INFORMATION IN ORDER TO EVALUATE
THEIR PARTICIPATION IN THE NEW MEDICAID PHARMACY PROGRAM IN
ALASKA. THIS IS AN ATTEMPT TO SET FORTH SOME AREAS OF
CONSIDERATION FOR INDIVIDUAL ANALYSIS BY EACH PHARMACY.

EACH PHARMACY, ON AN INDIVIDUAL BASIS, MUST DETERMINE THE
IMPACT OF PARTICIPATING IN THE NEW MEDICAID PROGRAM ON THEIR
PROFIT AND LOSS STRUCTURE. IT IS IMPORTANT FOR THE
INDIVIDUAL TO GATHER ALL THE DATA NECESSARY TO MAKE AN
INFORMED DECISION. EACH CASE WILL BE DIFFERENT DEPENDING ON
VARYING FACTORS SUCH AS MEDICAID VOLUME, THE®"INDIVIDUAL FEE
OFFERED TO YOU BY THE PROGRAM, YOUR INDIVIDUAL PHILOSOPHIES
AND YOUR INDIVIDUAL BUSINESS STRATEGIES.

THE FOLLOWING ARE EXAMPLES OF THE TYPE OF INFORMATION NEEDED
FOR AN INDIVIDUAL PHARMACY TO EVALUATE* THE IMPACT OF THEIR
PARTICIPATION IN THE NEW MEDICAID PRESCRIPTION PROGRAM.

HOW MUCH DOES IT COST TO FILL A PRESCRIPTION IN YOUR
PHARMACY?

THIS INFORMATION WILL BE SUPPLIED TO EACH PHARMACY THAT
COMPLETED THE "ALASKA PHARMACY COST REPORT"™. THIS
INFORMATION WAS MAILED FROM MYERS AND STAUFFER ACCOUNTANTS
ON JANUARY 3, 1989. IF YOU SUBMITTED A COST SURVEY TO MYERS *
AMD STAUFFER AND YOU DO NOT RECEIVE OR HAVE MISPLACED THIS
INFORMATION YOU MAY CALL MEYERS AND STAUFFER AT <913)
233-6200 AND THEY WILL GIVE YOU THIS INFORMATION BY PHONE.
NOTE THAT THE AMOUNT PER PRESCRIPTION REPORTED TO YOU 1S
ONLY YOUR COST OF DOING BUSINESS AND *# DOES NOT INCLUDE AMY
PROFIT MARGIN ##. (THOSE PHARMACIES THAT DID NOT
PARTICIPATE IN THE COST SURVEY WILL NEED TO ADD UP ALL OF
THEIR ANNUAL PHARMACY OVERHEAD COSTS INCLUDING SALARIES ETC.
AND DIVIDE THE TOTAL BY THEIR TOTAL ANNUAL PRESCRIPTIONS

DISPENSED.)

ADD THE AMOUNT PER PRESCRIPTION YOU FEEL 1S NECESSARY PROFIT
FOR YOUR OPERATION < 73 CENTS PER RX WAS THE AMOUNT
DETERMINED STATISTICALLY FROM THE ALASKA PHARMACY COST
SURVEY TO BE THE STATEWIDE AVERAGE PROFIT PER PRESCRIPTION)
AND THEN USE THIS "DISPENSING FEE TOTAL"™ TO EVALUATE THE
MEDICAID DISPENSING FEE BEING OFFERED TO YOUR PHARMACY BY
THE ALASKA MEDICAID PROGRAM.

NOTE THAT THE "ACQUISITION OR INGREDIENT COST"™ THAT WILL BE
ADDED TO THE MEDICAID FEE FOR SINGLE SOURCE "BRAND NAME"
DRUGS WILL INITIALLY BE AWP MINUS 5%. THE DIVISION OF
MEDICAL ASSISTANCE WILL BE CONDUCTING AN "ESTIMATED
ACQUISITION COST"™ SURVEY IN THE VERY NEAR FUTURE TO
DETERMINE WHAT TRADE DISCOUNTS ALASKAN PHARMACIES ARE
RECEIVING AND WILL BE ADJUSTING THE INGREDIENT COST FORMULA
ACCORDINGLY WITHIN A SHORT TIME. SOME ESTIMATES ARE THAT



THE FINAL FORMULA MAY RANGE TO AS MUCH AS "AWP MINUS 11%"
WITH THE FINAL FIGURE TO BE DETERMINED BY THE DEPARTMENT
FROM THEIR SURVEY RESULTS.

IF YOU DETERMINE YOUR USUAL AND CUSTOMARY CHARGES TO THE
GENERAL PUBLIC UTILIZING "AWP™ IN YOUR CALCULATIONS, YOU
SHOULD EVALUATE THE IMPACT OF THIS ASPECT OF THE MEDICAID
PROGRAM ON YOUR OPERATION, ESPECIALLY ON THE WIDE RANGE OF
HIGH ACQUISITION COST PRESCRIPTIONS YOU DISPENSE.

NOTE THAT A LARGE NUMBER OF MULTISOURCE "GENERIC"™ DRUGS (IN
EXCESS OF 300 SEPARATE ITEMS!) HAVE THE INGREDIENT COST THAT
YOU WILL BE REIMBURSED MANDATED BY THE MEDICAID PROGRAM AT
SET LEVELS. IF YOU DISPENSE ITEMS THAT COST YOU MORE THAN
THESE SET LEVELS YOU WILL LOSE THIS ADDITIONAL AMOUNT AS YOU
WILL BE REIMBURSED AT THE MANDATED LOWER LEVEL. IN ORDER TO
PREVENT THIS FROM HAPPENING IT IS NECESSARY TO INSURE THAT
YOU TAYLOR YOUR INVENTORY OF GENERICS TO BE ABLE TO FILL
PRESCRIPTIONS FOR ALL THE ITEMS ON THE MANDATED "FFP™ LIST
WITHOUT ABSORBING ADDITIONAL LOSS. IF YOU DO NOT PRESENTLY
STOCK AN EXTENSIVE GENERIC LINE THAT MEETS THE FEDERAL
LEVELS YOU WILL NEED TO CONSIDER THE EFFECT OF ADDING THE
ADDITIONAL INVENTORY ON YOUR COST OF DOING BUSINESS IN ORDER
TO PARTICIPATE IN THE NEW MEDICAID PROGRAM.

ANOTHER NEW ASPECT FOR CONSIDERATION 1S THAT THE MEDICAID
PROGRAM WILL NOT REIMBURSE YOU FOR DRUGS DISPENSED THAT ARE
CONSIDERED "LESS THAN EFFECTIVE™ BY THE FDA. THIS LIST OF
DRUGS OCCUPIES OVER 200 PAGES IN THE NEW PROVIDER MANUAL AND
SHOULD BE CONSULTED EACH TIME BEFORE YOU FILL A MEDICAID
PRESCRIPTION UNTIL YOU ARE FAMILIAR WITH THE APPROXIMATELY
5000 ITEMS CONTAINED IN THIS LIST. PRESCRIPTIONS DISPENSED
FOR ANY OF THESE ITEMS WILL NOT BE PAID FOR AMD YOU WILL
HAVE TO ABSORB THE ENTIRE LOSS YOURSELF. THERE ARE SOME
COMMONLY PRESCRIBED ITEMS IN THIS LIST SO BE WELL AWARE OF
THIS ASPECT OF THE NEW MEDICAID PROGRAM.

YOU SHOULD CONSIDER THE IMPACT OF THE REGULATION THAT
REQUIRES THAT YOU BE REIMBURSED AT THE "LOWER OF"™ THE
MEDICAID FEE PLUS ACQUISITION COST AS DESCRIBED ABOVE OR
YOUR "USUAL AND CUSTOMARY" PRICE WHICHEVER IS LEAST. AN
INDIVIDUAL PHARMACY MAY FIND THAT MANY OF THEIR LOW END
PRICES FALL FAR BELOW THE MEDICAID FEE PLUS COST, BUT THIS
LOWER FEE WHICH 1S DICTATED BY THE MARKETPLACE WILL BE THE
AMOUNT YOU ARE REIMBURSED. "LOSS LEADER™ TYPE PRICES AS
CHARGED TO THE PUBLIC MUST BE PASSED ON TO THE MEDICAID
PROGRAM AND ARE YOUR "USUAL AND CUSTOMARY"™ PRICE TO BE
BILLED TO THE PROGRAM. YOU DO NOT GET THE BENEFIT OF THE
MEDICAID FEE BEING HIGHER THAN YOUR NORMAL FEES AT THE LOW
END OF THE SCALE TO MAKE UP FOR THE LOSSES OF THE MEDICAID
FEE BEING LOWER THAN YOUR NORMAL FEES ON HIGH PRICED
PRESCRIPTIONS.
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THE FACT THAT THE MEDICAID PROGRAM SUBTRACTS AN AMOUNT FROM
AWP AND ALSO UTILIZES THE "LOWER OF RULE™ MAKES. IT MUCH
DIFFERENT FROM OTHER THIRD PARTY PROGRAMS THAT UTILIZE A
FIXED FEE REIMBURSEMENT AND THE SIGNIFICANT IMPACT OF THIS
DIFFERENCE SHOULD BE EVALUATED BY THE INDIVIDUAL PHARMACY.

AGAIN, EACH PHARMACY, ON AN INDIVIDUAL BASIS, MUST DETERMINE
THE IMPACT OF PARTICIPATING IN THE NEW MEDICAID PROGRAM ON
THEIR INDIVIDUAL OPERATION. WE URGE YOU TO GATHER THE
NECESSARY DATA, EVALUATE THE VARIOUS FACTORS AFFECTING YOUR
PARTICULAR CASE, AND THEN MAKE YOUR OWN DECISION OF THE PATH
YOU WILL TRAVEL ACCORDING TO YOUR INDIVIDUAL PHILOSOPHIES
AND BUSINESS STRATEGIES.
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Alaska Dtate Legislature
FO BOX V
Juneau, AIl 99311

ATTN: FINAHJE COMMITTEE!
Dear Legislator:

I an a medicaid recipient. Up t this point I

have received prescriptions in L'tka with my welfare:
coupon. I now understand that t.~ pharmacy is no longer
able to fill my prescriptions tc-oause they are not
getting paid for the cost of the medicine.

I hope that something can be worked out with the state and
the pharmacy so | can continue tc get my prescriptions filled
at home and without the delay of nailing them to me.

THANK YOU,



TO; HOUSE FINANCE COMMITTEE
TO; REP TAYLOR
TO: REP C. DAVIS

RE: HB 070 PAYMENT OF MEDICATION UNDER MEDICAID GUIDELINES

| WOULD LIKE TO EXPRESS MY CONCERNS REGARDING THE PROPOSED
LEGISLATION. THE NEW PAYMENT SCHEDULE IS BELOW THE ONE RECOMMENDED

IN YOUR OWN STUDY. THE PROFIT OF LESS THEN A DOLLAR PER RX

LEAVES LITTLE LEEWAY TO OFFSET ERRGRS IN WHICH A NON-MAC CR A

NONREIM8BURSEASLE DRUG IS USED.
| ALSO HAVE RESERVATIONS ON USING SOME OF THE GENERICS THAT ARE

REQUIRED BY THIS LEGISLATION. SINCE | HAVE ALREADY SEEN THERAPEUTIC
FAILURE IN SOME OF THESE MEDICATIONS,. PRIMARILY IN THYROID AND

SEIZURE PRODUCTS.
THEN TO COMPOUND THE PROBLEM, WITH VIRGINIA COMPUTERS REFUSAL

TO RETURN CALLS, SEND INFORMATION , ANSWER QUESTIONS AND EXTREME
REDUNDANCY IN INFORMATION REQUIRED. THE PROGRAM 3ECCMES A NIGHTMARE
OF POOR PAYMENT, RESUBMITTAL,AND REFUSAL. MOST GOOD BUSINESSES WOULD
PUT THIS TYPE OF CLIENT ON A CASH ONLY BASIS.

c23T-V/S7T



TO: HOUSE FINANCE COMMITTEE
TO: REP TAYLOR
TO: REP C. DAVIS

RE: HB 07C PAYMENT OF MEDICATION UNDER MEDICAID GUIDELINES

| WOULD LIKE TO EXPRESS MY CONCERNS REGARDING THE PROPOSED
LEGISLATION. THE NEW PAYMENT SCHEDULE IS BELOW THE ONE RECOMMENDED

IN YOUR OMN STUDY. THE PROFIT OF LESS THEN A DOLLAR °ER RX

LEAVE3 LITTLE LEEWAY TO OFFSET ERRORS IN WHICH A NON-MAC OR A
NONREIMBURSEABLE DRUG IS USED.

| ALSO HAVE RESERVATIONS ON USING SOME OR THE GENERICS THATARE
REQUIRED BY THIS LEGISLATION. SINCE | HAVE ALREADY SEEN THERAPEUTIC
FAILURE IN SOME OF THESE MEDICATIONS, PRIMARILY IN THYROID AND

SEIZURE PRODUCTS.
THEN TO COMPOUND THE PROBLEM, WITH VIRGINIA COMPUTERS REFUSAL

TO RETURN CALLS, SEND INFORMATION , ANSWER QUESTIONS AND EXTREME
REDUNDANCY IN INFORMATION REQUIRED. THE PROGRAM BECOMES A NIGHTMARE
OF POOR PAYMENT, RESUBMITTAL,AND REFUSAL. MOST GOOD BUSINESSES WOULD
PUT THIS TYPE OF CLIENT ON A CASH ONLY BASIS.

Doh&I1 A*/ 5. A/?E-xL |
noF ot e . ST



TO: HOUSE FINANCE COMMITTEE
TO: REP TAYLOR
TO: REP C. DAVIS

RE: H8 070 PAYMENT OF MEDICATION UNDER MEDICAID GUIDELINES

| WOULD LIKE TO EXPRESS MY CONCERNS REGARDING THE PROPOSED
LEGISLATION. THE NEW PAYMENT SCHEDULE 1S 3ELCW THE ONE RECOMMENDED

IN YOUR OMN STUDY. THE PROFIT OF LESS THEN A DOLLAR PER RX

LEAVES LITTLE LEEWAY TO OFFSET ERRORS IN WHICH A NON-MAC OR A
NONREIM3URSEASLE DRUG 1S USED.

| ALSO HAVE RESERVATIONS ON USING SOME OF THE GENERICS THATARE
REQUIRED BY THIS LEGISLATION. SINCE | HAVE ALREADY SEEN THERAPEUTIC
FAILURE IN SOME OF THESE MEDICATIONS, PRIMARILY IN THYROID AND

SEIZURE PRODUCTS.
THEN TO COMPOUND THE PROBLEM, WITH VIRGINIA COMPUTERS REFU3AL

TO RETURN CALLS, SEND INFORMATION , ANSWER QUESTIONS AND EXTREME
REDUNDANCY IN INFORMATION REQUIRED. the PROGRAM 3ECOMES A NIGHTMARE
OF POOR PAYMENT, RE3UBMITTALAND REFUSAL. MOST GOOD BUSINESSES WOULD
PUT THIS TYPE OF CLIENT ON A CASH ONLY BASIS.

2415 HEMLOCK 208
KETCHIKAN, AK 99901

(XB '~&'7/ £



RE: HB 070 PAYMENT OF MEDICATION UNDER MEDICAID GUIDELINES

| WOULD LIKE TO EXPRESS My CONCERNS REGARDING THE PROPOSED
LEGISLATION. THE NEW PAYMENT SCHEDULE IS BELOW THE ONE RECOMMENDED

IN YOUR OWN STUDY. THE PROFIT OF LESS THEN A DOuLAR PER RX

LEAVES LITTLE LEEWAY TO OFFSET ERRORS IN WHICH A NON-MAC OR A

NQNREIMBURSEABLE DRUG IS USED.
| ALSO HAVE RESERVATIONS ON USING SOME OF THE GENERICS THAT ARE

REQUIRED BY THIS LEGISLATION. SINCE | HAVE ALREADY SEEN THERAPEUTIC
FAILURE IN SOME OF THESE MEDICATIONS, PRIMARILY IN THYROID AND

SEIZURE PRODUCTS.
THEN TO COMPOUND THE PROBLEM, WITH VIRGINIA COMPUTERS REFUSAL

TO RETURN CALLS, SEND INFORMATION , ANSWER quEsTioNS AND EXTREME
REDUNDANCY IN INFORMATION REQUIRED. THE PROGRAM BecoMeEs A NIGHTMARE
OF POOR PAYMENT, RESUBMITTAL, AND REFUSAL. MOST coobp BUSINESSES wouLbD

PUT THIS TYPE OF CLIENT ON A CASH ONLY BASIS.

SINCERELY

c / I fti. UX-S

3 00 X-/ ..

& 4 1 ]

< 901 \



PERCENTAGE OF MEDICAID CASES BY RACE AID PEGICN
for month of 6/88

REGION Alaska American Hispanic Black White Asian Pacific Other/
Native  Indian Island. Unknown
Anchorage 23.0 1.0 3.3 12.8 53.0 4.6 1.3 .8
Kotzebue 98.9 .2 - - .8 - - -
None 97.0 .2 .2 - 1.5 .2 - .8
Northern 41.7 1.0 1.8 5.9 47.7 1.2 .3 .3
Southcentral 28.2 7 1.0 .5 66.9 4 -9 1.6
Southeast 46.0 1.3 .9 1.1 46.8 1.5 g 1.6
Southwest 98.3 1 - - 1.1 - 1 -
<Dotal 442 .8 1.8 5.9 43.5 2.1 .8 .8

DPA - MRO14 June 1988



Pr.rn*. S5oa-3tae Andhtit

1 ALHS - Flgertl -
FB KFIt P R® HKHIP KD

dinr
Tit1 1380 1882 2036 £A03 2BIC 3836 36166
iR B3 B85 ABC B3 &5 1086 &6
Mdcid 1137 163" 22658 6820 29335 386 35K6
g1 529 8% 1166 1600 1BL6 1806 146
x Gage Tad 3B/ HEG IEM 36 3F6S 683
x Gate Beced 6/ 3£ icB; 108 e 655
XCGae W, 165, B/ 3R &K B/ -5
FE- P&

Tad G to te Stitc 160831
Gt © Sate hd payie

ke Bgjcaid furcid 7MIL.6
Roertid Saving

If payee enad to Rdcad
fyr

K* pdra» reddfinition

leplesert Ratav Gt Grtaireat

InFY & JO?(IDpersmp]crs »*'t oaad All gaeat

resdted ininamd saurgt o
Q& te Gurier

Hiardtia: of ee tre courts* g*resss with ecedier d

Iredin resudted ir asadrg® cf:
Ddr ph o e

ko v to diretly Hii/i ir tre daies @jia™® svstel. Edtieged at:
Gartcr: Quotitution dare pessitle

N ra toorectlv exsure ir tre ci-it- psad! iiliK  Eslicater at

1y BadFY D Faediae kesed a IEA pr;citicr.
E'52lef K fHRCYI 1 B8

Per Yea?






A]. 2 sob
3
4 63-
5 *97
6 760
7 623
EA ADO 63
ANT 1 222
2 445
3 508
A 571
5 634
6 697
7 760
EA ADD 63
<
ﬂlrEngr ™ 286
T <
C
**ADOITIONAL t
REMDTTTOr t
TRCAP "SWHUSE e
*
C
APA *
<
INDIV. -35 «
35 f
COUPLE -35 t
+35 t
t
N.H.P. 1CEDS: e
<INDIV. B
-B EL 1C. COUPLE
-A COUPLE, 1 INELICIBLE
-fi COUPLE, 1 IWLICIBIE
-NURSING HOME 3006 CASES
<
e
«
SSI STANDARDS:
C
-INDIV. "A"™ LVC. ARR.
-INDIV. "B" LVC. ARR.
-COUPLE "A™ (
-COUPLE "B" ¢
-SSI - LONG TERN N.H.
«
C
APA-SSI

t
RTTOTE LIHiTSc
-"IWtIVIDUAL ¢
- COUPLE e
c

c
100\ of Federal*
Poverty Level -c
Alaska Monthly <
Standard c

16t

7/1/B

546
€1~k
65:
750
818
886
68

236
476
544
612
680
748
816

68

308

standards ax mMnNv» pathcmts * Ravin* Edition

.\ *9
1/1/83 1/1/84 1/1/85  1/1/86 7/1/86
597 617 638 657 657
:gg 932 719 747 Tk
€0; 623 823
628 854 831 906 906
905 933 962 989 989
986 1012 1043 1072 1072
77 79 81 83 83
238 246 261
476 492 522
553 571 605
630 650 688
707 729 771
784 808 854
861 887 937
77 79 83
*359 *391
2359 416
**145 *e]50  **154 *154
624
925
70
516
768
749
592
1020
314 325 336 336
209.34 216.67 224 224
472 486 504 504
314.67 325.34 336 336

AFDC = Aid to Famlllet with Dependent Children

Al = AFDC Adult
AN I * AFDC Adult Not

APA « Adult Public Assistance (0Old Age Assistance,

*er tc tte Elind

Included

Included

b.h.P.K Nursing hone Person Needs AllonerCe

Aid to the Dlseb"ed,

* 71
1/1/87

6(5
7£c

6:3
917
1001
1085
34

264
528
612
696
780
864
948

421

**156

632
937

70
523
778
759
600

1020

340
226.67
510
340

1/3/M
275 g
550 57
637 66
724 75
811 &4
898 93
965 102
87 9
437 45
**162  **1E
659 6t
976 10*
70 75 ;
545 n
811 8
791 b:
625 6"
1062 m
354 3.
236 245
532 5
354.67 366
25 30
2/12/BE
SKT
805
1009
1213
1417
ieli
16: 1
?:7:



anchorage ccnsjmer price index
all ussk:ooksjkess

Medical
) Medical Care

Period Care Services

FY83 to FY84 4_.77% 4.71%
FY84 to FY85 5.02% 4.83%
FY85 to FY86 7..47% 7.76%
FY86 to FY87 14 .52% 15.65%
FY87 to FY88 6.8% 7.46%

Percentages displayed represent the percent change from cne fiscal year
ccnpared to the next fiscal year.

Medical Care - Included in this category is prescription drugs,
non-prescription drugs, internal and respiratory over-the-counter drugs,
non-prescription medical equipment and supplies.

Medical Care Services - Physician services, dental and eye care services,
other medical professional services, hospital and related services, other
inpatient costs, and outpatient services.

Division of Medical Assistance
1/89



2,679

81
AFDC Children
Cash 14,064
No Cash 4692
AFDC Adults
Cash 6,436
No Cadi 563
Program Tbhtal
Cash 25,173
No Cash 5,619
Itotal Recipients 30,792

DMA - MR022 June 1988



PERCENTAGE CF MEDICAID KBAPHNIS BY AGE
for month of 6/88

AGES PERCENTAGE of RECIPIENTS
Under 1 4%

1 -5 21%

6-14 23%

15 - 20 9%

21 - 44 28%

45 - 64 6%

65 - 74 5%

75 - 84 3%
85 + 1%

DPA - MRO13 June 1988



NIMBER CF MEDICAID CASES BY KEEXCN
for month of 6/88

AFDC APA Medicaid Only
Anchorage 2972 1720 1020
Kotzebue 222 175 37
Nome 231 252 55
Northern 1276 919 421
Southcentral 1438 910 581
Southeast 778 601 378
Southwest 691 909 435
Ttotal 7608 5486 2927

AFDC = Aid to Families with Dependent Children
APA = Adult Public Assistance

Medicaid only = Medicaid benefits with no cash related cash assistance

DPA - MRO13 June 1988



L

. FYS9
Service Recipients Annual Amount
1. Chiropractic 600 381.2
2. Adult Dental 2,032 935.6
2. Emergency Hospital Services -0- -0-
4. Speech, Hearing & Language Disorders 298 159.4
5. Optometrists Services & Eyeglasses 4,543 905.0
6. Occupational Therapy 36 377.0
7. Prosthetic Devices 198 - j
788.0
8. Medical Supplies & Equipment 330
9. Clinic Services Includes Mental Health Clinics 1,384 3.497.8
10. Physical Therapy 224 152.2
11. Personal care 96 797.2
12. Non-Institutional Long Term Care -0- -0-
13. Inpatient Psychiatric Services 69 3,552.4
14. Intermediate Care for the Mentally Retarded 116 6.983.6
15. Intermediate Care Services 400 17.108.6
16. Individuals Under 21 Not Eligible for AFDC 1,500 1,785.0
17. Skilled Nursing Services for Individuals
under 21 14 786.3
18. Aged, Blind and Disabled Individuals 2,766 19.824.8
19. Individuals in a Hospital, Skilled or Inter-
mediate Care Under 300? SSI level 49 2,800.2
20. Individuals Under 21 Under Supervision of
the Department 500 595.0
13 Includes Alaska Psychiatric Institute
K Includes Harborviev." Developmental Center

16-2C Are Eligibility Groups. The costs shown are included in the above optional services
a; wel! as the mandatory Medicaid services.
rr9 rrr,;' based cr pnojectior c* 12/88.
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Gee*i Statemen %

(Ccrtact:

Eric Hansen

£61-21711

I'pdated: CI 'I€.

To facilitate the development and implementation of a Medicaid pnarr-acy

program in Alaska by January 1, 1529 which maximizes feGc'-'c’
financial

funds with minimal
minimal adverse
Person Action
All 1) Planning
All 2)
E. Harsen 21 RFP's
E. Hansen 4} Proposal
E. Hansen 5) Contracts
K. Busch 61
Orkano 71
6. Lances £1
G. Landes Si
TvCC 1c1
All 111
E. Hansen 121
E. Hansen 121
G. Lances 14;
Steerir: Co”ittee Purpose:

Steering Committee Nominations

a. Dispensing Fee Survey
b. Pharmacist

Evaluations

a. Dispensing Fee Survey
b. Pharmacist

in Place

Pricing Methodology Determined

TVCC Work Order Submission

Emergency Regs Submission

Medicaid Policy Manual
Provider Manual
Program Implementation

Contract Pharmacist for

Update

Distribution

Prog/am Administration

Drug Cost Audit Recuired

Draft State Pier.

co— -r'ty anc the Department.

21 ProviGe

representation for any and all

the pharmacy program effort.
21 Prodjce c report or the program by April 1,

C:--*Tie? ve-~Crrshic:

el rr

*r'cijr.

nr

Bustr.

Vance Sarcers,
NrSeEr, E

Submitted

impact to the pharmacy community;
impact to the recipient community.

Schedulee
Completicr.
Cate
July ;;£,££
July 20

July 20
August 4

Sept. 1
Sept. 1C
Sept. 20
Nov. 15
Nov. 16
Dec. 1
Dec. 2C
Dec. 2G
Jan,

2,189

Feb. 20

March 1

Marcn 2C

ratcr™"c
anc with

Cate
Cc-c'etec

July 15

August 12

July 22
August 5

Sept. 2
Sept. 1C
Oct. 11
Dec. 10
Dec. 1C
Jar.. 16, "£9
Dec. 2£

Feb. 1,189

Facilitate cccc communication anc cata sharing between tne pr.armacy

contracting processes that are ree:e:

Eiil

L’ nCStr'w

19P9.

Lar«o'-.

.a-, a

*lrsir.



Introduction;

This repcrt is the product of the committee fcrmeo to guide the design, devel-

opment and implementation of the Alaska Medicaid Pharmacy program. as mandated
in the last legislative session.

Enclosed fcr backgrcuno information are copies of the minutes o' all the
committee meetings; letters from the state to federal officials; the dispens-
ing fee survey report; issues summary; contracts involved in the establishment
of this program; and a copy of the Alaska State Plan arc Regulations.

Mission:
The pharmacy committee was formed and tasked to:

Facilitate the development and implementation of a Medicaid pharmacy
prooram in Alaska by January 1, 1985 which maximizes federal matching
funds with minimal financial impact to the pharmacy community; and with
minimal adverse impact to the recipient community.

Facilitate good communication and data sharing between the pharmacy
community and Department.

Prcvioe representation for any and all' contracting processes that are
r.eecec for the pharmacy program effort.

Produce a report on the program by April 1, 198S.

Issues:

The prirery focus of this effort has been to determine hew pharmacies wculd be
paid fcr dispensing drugs”™~tc Medicaid and General Relie* Medical recipients.

The two components of a payment system are the dispensing fee (a fee which
incorporates oil overhead and profit',; and the ingredient cost. Both cf these
compcr.c-'ts had to be determines as a result of indeper,oept accounting surveys
of Alas*a pharmacies.

The resists o* the dispersing fee survey shew Alaska pharmacies havirg tr.e'e
thar double the overhead of pharmacies nationwide (S7.17 vs S2.~5;. This the
state ag-eec to support.

The actual formula is based on three significant variables: scu2pe footage,
perscr‘c**c volume, and percertage of Mecicaio prescriptions. Th& averece
or:*i: z-' cescnptior wss fourd thrcugh tre su-.e/ to be .72 certs. W

state a:-rrC tc acd this amour.: tc the dispersing fee.



aruc cost survey.

It has consistently been the intent c# all parties tc this e”~mt t: ma»ir-:e
reimbursement tc the pharmacy, within the corstroir.ts of feceral reouiremerts
fcr accountability and reasonableness.

From the cutset, all those involved recognized that Alaska’s situation was

very uricue. Net only have we tne highest costs in the country, but we have
teer paving full "asked price" for all prescriptions. The *eceral position is
that government will not pay retc':l price. Sc the conflict is apparent ard

irreconcilable.

However, it is the consensus of this committee that the mcst favorable te-ms
possible have been developed for the pharmacy program. Particular concern *or
the smaller pharmacies is alleviated as the formula that arose from the survey
data inc-eases payments as size anc volume decrease.

The pharmacist members of the committee hcwever, are of the opir.icr that
federal regulators are too restrictive, ano that state court action against
the feaerol government would result in a more favorable program.

Also, three states are challenging the federal policies in this area in court.
It is the recommendation of this committee that all decisions of this nature
be monitored and that state policy be modified, if possible, in the future tc
mere clcse”™y reflect the preferred options of variable fees anc payment cf
list catalog price (average wholesale price or "AW?").

Cost/Bererit Analysis:

The tota’ cre-time cost for the contracts tc design, develop and impTemert the
Mecicaic pharmacy program was S16-,5CC. Savings through receipt of federal
matching funds for the fiscal year ending Our.e 3C, 19SS is projected at

S1,000,CsC with $2,500,000 projected to be saved each year thereafter before
inflation.

Development Process:
The Corrittee as a whole has cremated in ar. open, inclusive way wior me fjT

participation and cooperation cf all parties. Further, it was ac-eec that a’l
reoresertatives were conscientious in pursuing favorable prcgram terrs.



ALASKA LECAL SERVICES CORPORATION
b SIXTH STBCCT. SUITC 322
sit:
January 23,1989 TtitPMONC 1907: 566- 6425

State of Alaska _
House HESS Committee

Re: H.B.70
Dear Committee members:

This letter is about H.B. 70, which will be the subject of a Committee hearing on
Wednesday, January 25,1989. Kim Busch of the Division of Medical Assistance has
asked me to convey my views on this hill to the Committee. Unfortunately, | will be
?utt_of iowti and unable to attend the hearing. Please accept this letter as mv formal
estimony.

| am an attorney for Alaska Legal Services Corporation in its Juneau office. A large
part of my practice consists of public benefits work, including medicaid and genera
relief medical ("GRM") cases. |am also a consumer advocate representative on the
Medical Care Advisory Committee and a consumer advocate member of the
Pharmacy Program Steering Committee.

The Pharmacy Program Steering Committee was initiated by the Division of
Medical Assistance to provide a forum for interested persons to propose or
comment on proposals for implementing Alaska's Medicaid Pharmacy program. As
you know, last year the legislature passed a law' that moved funding for Alaska's
pharmacy program from the G.R.M. (100% state dollars) to the medicaid program
(equal state and federal funding). The Steering Committee's task was to bring
together the oroertise of pharmacists, policy makers, and consumers to formualte
the best possible medicaid pharmacy' program for Alaska's future pharmacy needs.

| believe the Steering Committee has done iust that. lit so doin%, we held regular
meetings which were open to the public. We had a high level of participation,
including affected members of urban and rural pharmacies. Throu?hout this
process, the Division of Medical Assistance sought and recieved valuable input.
Once a decision was made on the workings of the program, the Department
defended it with the federal bureaucracy.

As the consumer representative on the committee, | implore you to think long and

hardfcjjgfpre allowing the law authorizing the medicaid pharmacy program to sunset.
In F*p5 alone, the state will realize a savings of 2.5 million dollars because of this
program, Please do not retrench from a well-conceived and fiscally sound program.

On behalf of all indigent recipients of medical care in Alaska. | thank you for your
time and effort on this important issue.

~jnAarAlti .

Vance A Sanders
Attorney at Law
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MARCH 15, 1989

FROM: RON SEDGWICK, Reg.-Pharm.
Legislative Chairman & Member Board of Directors
Alaska Pharmaceutical Association
Member Pharmacy Medicaid Steering Committee

Phone: office 789-9628 or 789-0458
home 789-9522

ALASKA*®S PHARMACY.._MEDI.CAID_ERQSBAM

THE SERIOUS CURRENT PROBLEM

AND

A-PROPCSED .SOLUTION



T? Problem

The Pharmacy Medicaid Program 1implemented by emergency
regulation on February 1, 1989 along with further
restrictions that are soon to be Implemented appear to be
too restrictive to continue to attract sufficient pharmacy
providers to allow medicaid recipients reasonable access to
pharmacy services. Some Medicaid recipients no longer have
access within their community to pharmacy services. Because
current pharmacy nursing home providers Tfind the existing
program incompatible with their operating goals and
procedures, the majority of nursing home patients in
Anchorage, and perhaps soon Fairbanks, will no Jlonger have
pharmacy services If new providers cannot be found.

Title XIX of the Social Security Act dictates that Medicaid
recipients are to have "free choice of qualified providers

of health services."™ (S.Rep. no. 744, 90th Cong., 1st Sess.
5 <1967). Congress®™ intent was to remove from recipients
both the stigma and lack of access to equivalent care as 1is
available to the general public. The services are to be
"through established private sector providers™ of health
care. In order to meet this fundamental statutory goal,

reimbursement systems under Medicaid are to be designed "in
order to encourage [providers] full cooperation and
participation in the provision of services.” (S.Rep.No. 404,
89th Cong., 1st Sess. 76 (1965). Congress recognized that
in order to achieve 1its goal of providing equivalent access
to and quality of medical care through the private sector,
Medicaid reimbursement would, of necessity, have to provide
adequate compensation to providers for Dboth costs and
profit.

Alaska®s pharmacy Medicaid program currently meets neither
the above criteria nor the criteria of the letter of intent
passed last session by Alaska®s legislature 1in authorizing
the development and 1implementation of a pharmacy Medicaid
program, (see attached "Letter of Intent")

Alaska®s pharmacists are willing to fully participate in a
well structured and equitable Medicaid system. But the
existing system does not meet these goals because of 1its
inequitable and unattractive reimbursement methodology.



The reimbursement methodology put forth In the Myers and
Stauffer "Report On the Cost of Dispensing Pharmaceutical
Prescriptions in the State of Alaska™ dated December 1988
and know as the "Estimated Acqulstion Cost Formula-Based
Fee" or the "fourth option" (see attached extract from the
Myers and Stauffer report) 1if implemented would meet most of
the criteria deemed necessary by Alaska®s pharmacists.

This option was the only methodology found acceptable by the
pharmacist members of the steering committee appointed by
Commissioner Munson of Health and Social Services and was
selected by the full committee as the methodology of choice.

When informally presented to federal Health Care Financing
(HCFA) officials by representatives of Alaska®s Department
of Health and Social Services 1in an oral presentation the
methodology was rejected as unsuitable, again in only an
oral reply. An "on the record” written rejection of this
preferred methodology apparently does not exist. Alaska
Division of Medical Assistance officials, at least to date,
have been wunable to supply us with copies of any written
record from federal HCFA officials that confirms or supports
this rejection despite our requests for such Information.

Could it be that HCFA offlcals were only trying to bluff
Alaska DMA officials 1into moving away from a methodology
perfectly acceptable under the "Final Rule™ payments for
drugs regulations? (Federal Register/Vol. 52, No.147
/7-31-87).

To us, this appears to be the case because another state is
currently receiving federal matching funds for a program
that utilizes the same elements and principles 1included in
the Alaska preferred methodology that was wunofficially
rejected. (see attached memo: Texas Pharmacy Medicaid
Program as Model for Alaska)

It is extremely probable that all Alaskan pharmacies would
willingly participate In the medicaid program and the
deteriorating provider network would be repaired 1if this
preferred methodology were to be implemented.

Alaska®™s pharmacists respectfully request the assistance of
the Alaska Legislature in requiring DMA officials to call
HCFA"s bluff and Implement this preferred option.

Federal matching funds would still be captured and the
pharmacy provider network would be restored to necessary
levels.



MARCH 13, 1989

FROM: RON SEDGWICK, Reg-Pharm.
Legislative Chairman & member Board of Directors
Alaska Pharmaceutical Association

Phone: office 789-9628 or 789-0458
home 789-9522

Subject: Xfixag-£h_annflcy Medicaid g.r.pgrflm..ag-flptigl for AlLasl<a

1. Texas medicaid program has a pharmacy reimbursement system that
utilizes a methodology where the total reimbursement
Is linked to to cost of ingredients.

Texas formula Estimated Acquisition Cost (EAC) + $3.26
(divided by) .945

2. The only reimbursement methodology recommended by the pharmacist
members of the Alaska medicaid "steering committee” and deemed
acceptable by Alaskan pharmacists statewide Is the "fourth option"”
of the Myers and Stauffer report. This is an implementation of
a method utilizing a similar method to the Texas program.

"fourth option™ = EAC + <4.31+ (.21 x EAC))

3. Both the above methodologies provide an increasing fee that is
added to the Ingredient cost as the ingredient cost increases and
therefore compensate the pharmacist more equitably for expensive
drugs than other methods.

Fac.tS-.flfo.Q.U-t _th.e Xeaag-M.Q<te L

One 1intent of the Texas method 1is to reimburse pharmacist providers with an
increasing fee as the ingredient cost of the prescription 1increases.
Reimbursement 1is directly tied to the cost of ingredients.

The Texas methodology has not been challenged by federal HCFA since the
publication of the "Final Rule"™ in October of 1987. (challenges were made
prior to 10/87 but any challenge for the period since that time became moot
because the "Final Rule™ removed any basis for challenge.)

Texas pharmacy medicaid administrators support this methodology as being a
fair and reasonable means of reimbursement to their pharmacy providers.
Texas pharmacy medicaid contact available for verification of facts:

Mr. Bob Nash

Texas phamacy medicaid program
(512) 450-3198
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SENATE
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Committee on Finance

Official Business P.0. Box V
State Capitol

Juneau, Alaska 99811

LETTER OF INTENT ON SB 255

It is the intent of the Legislature that as regulations
are developed to implement this legislation that the form
of the current general relief medical pharmacy program be
duplicated to the extent consistent with federal
guidelines. The goal of the Department of Health and
Social Services shall be to seek a reimbursement system
consistent with the usual, customary and reasonable fees
charged by pharmacies to the Alaskan general public. The
regulations should avoid harsh economic impact on the
pharmacy provider community to insure the participation
of the largest number of pharmacy providers across the
state to allow the maximum access to pharmacyservices by
the medicaid recipient community. Legislative Audit
shall perform a review of the program and repgrt to the
Legislature by February 1, 1989.



MARCH 13, 1989

FROM: RON SEDGWICK, Reg. "harm.
Legislative Chairman & member Board of Directors
Alaska Pharmaceutical Association

Phone: office 789-9628 or 789-0458
home 789-9522

The following information 1is a photocopy extract from the
Myers and Stauffer pharmacy cost survey for Alaska cmpleted
in December 1988.

It represents the only payment methodology alternative
acceptable to Alaska®"s pharmacists.



Report
On the Cost of Dispensing
Pharmaceutical Prescriptions

In the State of Alaska

Prepared for the

Division, of Medical Assistance
Department of Health and Social Services
State of Alaska
4433 Business Park Boulevard, Building "M"
Anchorage, Alaska 99503

»
Prepared by
Myers and Stauffer, chartered
Certified Public Accountants
909 Topeka Avenue
Topeka, Kansas 66612
In Consultation with

Gene Hotchkiss, RPh
Carol Morgan, RPh

December 1988

ESTIMATED ACQUISITION COST FORMULA-BASED FEE

The fourth dispensing fee option, which may be particularly
appropriate for providers 1in the State of Alaska, essentially

would reimburse providers at a rate consistent with the pattern

10



of their current charges. Data has been gathered on 56
pharmacies responding to the Usual and Customary Survey,
resulting in a sample of approximately 930 prescriptions.
Exhibit 4 is a bivariate plot with selling price on the vertical
axis and average wholesale price on the horizontal axis. The
formula for the line drawn in the exhibit is $4.31 + 1.21 (drug
acquisition cost or AWP) for any given prescription dispensed.
The R2 1is .932, which denotes a highly accurate prediction %f

|

selling price using the above-mentioned formula.
Consider Exhibit 4. The fee that would be paid according to
the formula is $4.31 + .21 (EAC). This includes an allowance for

profit, but does not include an adjustment for inflation.

Exhibit 5 is a variation of the approach used in the fourth

alternative. This exhibit expresses the results of a multiple
regression model wherein additional data is taken into
consideration. The additional data shows that a prescription

being dispensed by an independent pharmacy and being dispensed
from a rural location has a significant impact upon the predicted
selling price of the prescription. An expanded formula for

determining a fee based upon these considerations 1is:

$2,262 + 0.214 (EAC) + 2.614 (if located in rural area)

+ 1.977 (if independent organization)



EXHIBIT 4

ALASKA PHARMACIES
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Step
Number

Prepared

Dependent Variable:

. EXHIBIT 5

ALASKA PHARMACIES*®

Regression Summary
Selling Price

Independent Variable

Entered

Code

Y-INTERCEPT

95%

AWP

RURAL

INDEPENDENT

without

audit by

Certified Public Accountants,

Source:
1988.

Regression

Analysis.

Myers
Topeha,

Coefficient to EEter
2.262 «
1.214 12/880.403
2.614 34.163
1.977 23.347

and Stauffer, Chartered,
Kansas.

Schedule F,

dated December 12,



FROM:  RON SEDGWICK, REG.PHARVMACIST
780-04513  JUNEAU

SEVERAL UNTRUE PERCEPTIONS RAVE COME UP REGARDING THE PHARMACY MEDICAID PROGRAM THAT UNTIL VERY
RECENTLY HAS BEEN OPERATING SO SUCCESSFULLY. (SINCE THE EARLY 19707S)

ALLEGATION:  PHARMACIES HAVE BEEN ABLE TO CHARGE ANY PRICE THEY WISHED FOR THEIR SERVICES TO THE
MEDICAL ASSISTANCE PROGRAM AND HAVE BEEN "OVER CHARGING® THE MEDICAID PROGRAM.

RESPONSE:  IN ORDER TO BECOME A PHARMACY PROVIDER UNDER THE STATE MEDICAL ASSISTANCE PROGRAM,
PHARMACIES SIGNED A CONTRACT WITH THE DEPARTMENT OF HEALTH AND SOCIAL SERVICES. THIS CONTRACT OR
*PROVIDER AGREEMENT* STATES THAT THE PHARMACY WOULD CHARGE THE SAME PRICE FOR A PRESCRIPTION TO THE
STATE PROGRAM AS WAS CHARGED TO THE GENERAL PUBLIC. CHARGING MORE THAN THIS WOULD BE A BREACH OF
CONTRACT AND A FRAUDULENT BILLING. THE DEPARTMENT ALSO HAS THE RIGHT UNDER THE AGREEMENT TO INSPECT A
PHARMACY*S RECORDS AT ANY TIHE TO INSURE COMPLIANCE. IF THE DEPARTMENT HAS ANY EVIDENCE OF TVER
CHARGING™ THEY CERTAINLY HAVE BEEN NEGLIGENT IN THEIR DUTIES TO DOCUHENT AND CEAL, WITH SUCH PROBLEMS.
DURING THE FIRST 3 TO 5 YEARS OF THE PROGRAM, EVERY CLAIM SUBMITTED TO THE PROGRAM WAS AUDITED BY A
PHARMACIST UNDER CONTRACT TO THE DEPARTMENT. THE AUDITING WAS FINALLY DISCONTINUED BY THE DEPARTMENT
AS BEING UNNECESSARY BECAUSE NO PROBLEM BILLINGS WERE BEING TURNED UP.

ALLEGATION:  ALASEA HAS BEEN PAYING TOO HUCH FOR MEDICAL ASSISTANCE PRESCRIPTIONS;, MAKING NEW CONTROLS
NECESSARY.

RESPONSE: DURING FY88, $3,710,670.00 WAS PAID FOR PRESCRIPTION SERVICES. THERE WERE 31,000
RECIPIENTS DURING THIS TIME.  THE PER YEAR EXPENDITURE PER RECIPIENT WAS:

3,710,670.00/ 31,000 = $119 PER RECIPIENT.

THE NATIONAL AVERAGE (EXTRAPOLATED FROM 1986 DATA) WAS $213 PER RECIPIENT. (THE HIGHEST STATES
RANGE BETWEEN $250 AND $300)

ALSO THE EXPENDITURES FOR PRESCRIPTIONS ACCOUNT “FOR 3% TO 4% OF THE TOTAL ALASKA MEDICAID BUDGET.
THIS COMPARES TO A NATIONAL AVERAGE OF 6.5* WITH SOME STATES RANGING AS HIGH AS 13* OF MEDICAID
BUDGETS SPENT ON PHARMACEUTICALS.

WHEN WE CONSIDER THE FACT THAT ALASKAN PHARMACIES HAVE A COST OF DOING BUSINESS NEARLY DOUBLE THAT OF
LOAER *48" PHARMACIES (THIS WAS DOCUMENTED BY THE MYERS AND STAUFFER PHARMACY COST SURVEY COMPLETED IN
DECEMBER 1988) IT SHOULD BE OBVIOUS THAT THE MEDICAL ASSISTANCE PROGRAM HAS NOT ONLY NOT BEEN PAYING

TOO HUCH FOR PHARMACEUTICALS, BUT HAS BEEN GETTING AN EXCEPTIONALLY GOOD DEAL, EVEN WHILE PAYING USUAL

AND CUSTOMARY MARKET PLACE PRICES.

ALLEGATION:  PHARMACISTS IN OTHER STATES ARE HAPPY WITH THEIR MEDICAID PROGRAMS, THEREFORE ALASKA'™S
PHARMACIES SHOULD BE HAPPY TOO.

RESPONSE:  PROBLEMS WITH MEDICAID AND OTHER THIRD PARTY PAYMENT PROGRAMS REMAIN AS THE NUMBER ONE
ISSUE WITH PHARMACISTS NATIONWIDE.  LITIGATION BETWEEN PHARMACIST GROUPS AND MEDICAID PROGRAM
ADMINISTRATORS IS CURRENTLY IN PROGRESS IN AT LEAST HALF A DOZEN STATES. IN A RECENT (FALL 1983)
SPECIAL LEGISLATIVE SESSION IN THE STATE OF OREGON, NEARLY 60* OF THE SESSION WAS DEVOTED TO PROBLEMS
PHARMACISTS ARE HAVING WITH OREGON"S MEDICAID PROGRAM.  THE HERE EXISTENCE OF MEDICAID PROGRAVS IN
THE OTHER STATES BY NO MEANS INDICATES THAT PHARMACISTS FIND THE PROGRAMS FAIR AND EQUITABLE. THEY
SIMPLY HAVE HAD THE PROGRAMS RAMMED DOWN THEIR THROATS.



RON®"S APOTHECARY SHOPPE
P.0. BOX 32007
JUNEAU, ALASKA 99803
<907)789-0458

February 15, 1989

Mr. Eric Hansen

Division of Medical Assistance
Department of Health and Social Services
Pouch H-07

Juneau, Alaska 99810

Dear Mr. Hansen:

We would like to take this opportunity to put- into writing
some of the reasons why we have decided that we can no
longer continue as a pharmacy provider under the new
Medicaid Pharmacy program Implemented February 1, 1989.

We have always felt that participation in the pharmacy
program was marginal even when the reimbursement rates were
equivalent to our usual and customary fees. The costs and
time Involved 1in participation has always been much greater
in providing medicaid recipient prescriptions as compared to
providing service to private paying customers. Even with
program restrictions vrelating to product selection at a
minimum under the old program, the hassles of filling out
forms, assuring eligibility, waiting for payment, filling
out more documents when claims were rejected (most
rejections have been errors on the part of the fiscal
intermediary) etc. have greatly Increased handling costs for
these prescriptions. IfT your present fiscal intermediary,
TVCC of Anchorage, was unable to successfully process claims
without problems under the old medicaid program, we predict
a complete disaster under the new medicaid program with 1its
added layers of requirements of multisource drugs,
"non-effective” drugs, pricing of compounded drugs etc. If
some providers are currently holding numbers of unpaid
Invoices under the old program, the outlook 1is even bleeker
for the future.

Now, wunder the new program, in order to participate the
pharmacy provider must Increase his time Involved in
handling the prescription to insure new program requirements
are met, and must Increase inventories in order to stock
items meeting program acquisition cost ceilings on generic
multiple source drugs. AlIl this to receive less than
adequate compensation for the services provided!



When you offer reimbursement that Is not only far below our
usual and customary charges but Is also below our actual
cost of doing business (this fact was documented in the
report we received from the accounting firm Myers and
Stauffer and compiled from the data wused in your fee
survey), we have no choice but to discontinue service unless
we are willing to Increase our charges to our non medicaid
customers to subsidize the medicaid program.  When we have
asked our other customers if they are willing to pay these
increased <charges, they remind us that they feel they
already are paying their share of taxes. Since we also feel
we are doing our share in the tax arena, we refuse to absorb
the losses as a hidden form of tax. This leaves us only the
alternative of discontinuing service.

We noted that we currently stocked only approximately 30% of
the list of multiple source drugs that meet the oprice
ceilings Imposed by the medicaid program. We are unwilling
to invest in further inventory Just to fill medicaid
prescriptions and are unwilling to absorb losses if
dispensing from our regular stock items,

We are also unwilling to search through the [list of 5000
plus items that the medicaid program will not reimburse for
each time we fill a mealcald prescription even though many
of these items are widely prescribed and utilized. We don't
wish to take the risk of inadvertently dispensing such a
Erescription only to be forced to later take the entire loss
ecause we missed seeing its HDC number on the huge listing
provided to us by the department.

We are particularly upset by the new policy of not
recognizing AWP (average wholesale price) as the cost basis
for single source drugs. The trade discounts that you
intend to confiscate in your AWP-mlInus policy are "earned
discounts" and belong not to the department, but to the
provider who earns them through prudent buying. Discounts
are "return on Investment", monies earned by investing in
quantities of Inventory. They are based on total volumes of
merchandise purchased, not Just the merchandise being used

to fill medicaid prescriptions. ['f only the volume
necessary to fill medicaid prescriptions was considered, the
trade discounts would be greatly reduced, or non existent.
The department will be confiscating earned discounts that
rightfully belong to the pharmacy based on their total
operation. It is simply unfair and unjust to subtract up to

11% from AWP as is being done in Washington state.



Another area of unreasonableness 1in the medicaid program is
the losses you expect the provider to absorb due to the
"lower of" clause of your reimbursement formula. In the
real world of prescription prices, the amount of gross
profit varies 1in a prescription price based on the cost of
ingredients. Either a percentage markup, variable fee or a
combination of both 1Is used to compute the price. In a true
fixed fee system the same fee is added to the <cost of
Ingredients regardless of the level of this cost. When the
ingredient cost |Is small the fee contributes to a larger
gross margin. When the 1ingredient cost 1is large, then gross
margin is reduced. The average of all prescriptions should
provide a reasonable margin. But, in the medicaid systenm,
since most pharmacies do not employ a fixed fee systen,
usual and customary charges will in many Instances be less
than the medicaid fee plus ingredient cost, and under the
medicaid rules, this Ilower usual and customary fee will be
the amount paid by the department, thus removing the margin
needed to make up for the much lower than usual and
customary fees paid by the medicaid system on high cost
items. In other words, the pharmacist loses at both ends of
the spectrunm. In our case according to the computer
analysis we have done on actual medicaid prescription data,
this loss due to the "lower of clause™ amounts to as much as
an additional 5%. (Note that the 73 cents "profit" you are
allowing in your reimbursement formulas per prescription
amounts to only 3% on the average prescription!) The only
way to eliminate this loss 1is to raise the minimum price of
prescriptions to regular customers so that the "lower of"
clause doesn™t "kick 1in". The problem of doing this 1is that
not only 1is it unfair to regular customers, but it also
pushes priceshigher than the market place will permit.
Another no win situation for the pharmacist!

We note that a much more acceptable reimbursement scheme was
proposed in the Myers and Stauffer "Report on the Cost of
Dispensing Pharmaceutical Prescriptions in the State of
Alaska" that utilized a combination of a percentage markup
plus a fee. This proposal was the only reimbursement
methodology that was deemed acceptable by the pharmacist
members of the Pharmacy Program Steering Committee.  Since
there is nothing in the federal medicaid regulations that
spells out that such a reimbursement method is prohibited
and since the method is completely backed up by the survey
which your department commissioned and wa3 accomplished by a
nationally recognized expert in the field, why did your
department not implement such a methodology and then use the
evidence at hand to back up your selected method, rather
than back down at the first sign of federal reluctance to
the implementation of a new type of system?



It Is obvious to us that federal officials basetheir
opinions on the old medicaid regulations, and not on the
"final rule” regulations that were published 1Inthe fall of
1987. The "final rule"™ regulations as we read them and as
they were interpreted for us by an attorney for the National
Association of Retail Druggists, leave the reimbursement
policy wup to the State aslong as it Is backed up by
evidence such as your fee survey provides. Letting federal
officials walk all over you as you did without putting up a
fight ir certainly not In the best Interests of a successful
Alaska Medicaid Program.

Although It was a difficult decision for us to make to
withdraw from the Medicaid progranm, we feel we made the
right choice because of the reasons outlined above. We note
that other pharmacists around the state are moving 1in a
similar direction, and therefore realize that we are not
the only providers thoroughly disappointed with the new
medicaid program.

We hope that the Alaska Legislature will see that your
department failed In adhering to the 1intent of the pharmacy
medicaid Implementation legislation passed last session and
will work towards a solution that will allow all pharmacies
to again be medicaid providers.

Sue K. Sedgwick R.PH



Alaska State ”

SENATE

. ) Committee on Finance
Oflicial Business P.O. Box v
State Capitol

Juneau, Alaska 9gs11

LETTER OF INTENT ON SB 255

It is the intent of the Legislature that as regulations
are developed to implement this legislation that the form
of the current general relief medical pharmacy program be
duplicated to the extent consistent with federal
guidelines. The goal of the Department of Health and
Social Services shall be to seek a reimbursement systenm
consistent with the usual, customary and reasonable fees
charged by pharmacies tc the Alaskan general public. The
regulations should avoid harsh economic impact on the
pharmacy provider community to insure the participation
of the largest number of pharmacy providers across the
state to allow the -maximum access to pharmacyservices by
the medicaid recipient community. Legislative Audit
shall perform a review of the program and report to the
Legislature by February 1, 1989.



ALASKA PHARMACEUTICAL ASSOCIATION

Box KM185 Anchorage, Alaska 99510

RESOLUTION OF THE ALASKA PHARMACEUTICAL ASSOCIATION

WHEREAS.* The intent of the Alaska State Legislature, in
enacting SB 255 during the 1908 Legislative Session, was to
direct the Department of Health and Social Services to seek a
reimbursement system consistent with the wusual, customary and
reasonable fees charged by pharmacies to the Alaskan General
Public,*

WHEREAS: The Medicaid Program developed wee to avoid harsh
economic impact upon ths Pharmacy Provider Community while
maintaining current Iqvbls of service to the Medicaid Recipient
Community;

WHEREAS: The Alaska Pharmaceutical Association worked in
close cooperation with the Division of Medical Assistance in
developing proposed! programs;

WHEREAS: Tha current methodology adapted by Emergency
Regulation effective February 1, 1305 is hastily conceived and
incomplete in some cases;

THEREFORE BE IT RESOLVED by the Alaska Pharmaceutical
Association at its Annual Meeting February 12, 19B9 THAT:

ThB Alaska Pharmaceutical Association cannot support soma
aspects of the currently proposed States Plan and urges the Alaska
Stste Legislature to direct tha Department or Health and Soclbl
Services to more closely adhere to tha intent of SB 255, which
will assurB participation dF the largest number of Pharmacy
Providers across the State Bnd allow maximum access to Pharmacy
Services by tha Medicaid Recipient Community,

The Alaska Pharmaceutical Association further urges tha
Alaska Legislature to continue oversight of the Medicaid Program
by retaining a "SUNSET" provision as a permanent part of Alaska
Statute, consistent with present historical administrative
practice.
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Legislative Pact Sheet
1« March 1989

The Association supports the extension of cite sunset provision of SB 285 an
additional year for the fo lowing reasons:

In order to fulfil the requirements of SB 255 as defined by the Senate
Comn®.iUee on Finance letter of intent, (see attached)

B. In order to ensure a legislative review of the final progrant which is yc-t to
be determined, and furiheirnore. has yet to be appioved. by federal HCFA
officials.

C. In order fot the Depruuneat adequately address the following

reimbursement issles:

1. "High-techI ph<trn.aoy seivic- 3 such4 s L.V. piOducLS and supplies.

0 Compounded drug products a'mieh do not have NDC odes associated
with ingredients.

3. Very expensive diugs.

4. Nursing home pharmacy scivh , e,

Hold harm rss agreement fa-the use of gonerSc drug*

The Association endoises the .vhubur.o.nuw foimul t as developed by die
eon suiting finis of Myer? and Siaufrer. This stats cr—r—.mi.—Hon.ed reimbu>"$c-11ic:*t
formula received unanitr.pus sup; ml. f«o«. the Steering ("=< nittcd fur the folio.vine
reasons:

A. it most closely reflects tin i:.u>1 of S't25: . (> wilaclivid)

B. The reimbursement @mu:! o Mojr_.ts of HCFA T >ial Pule”
regulations of Oclohei | m

C. It for the t\,.t ¢\ .able 5fvi ihutioi. of dispensing fees. The urn.ll

a, a5 inpaved by ,.msirg« y l:tp-dali*ns, cn <tes d»span ties w" by

a.) Anchorage chain drug m sv may r ¢ e much higher diaper:c
thanmany of our fush" &, ty ph.::

D. It guarantees the lowest cost to the state on high volume items which 0.m
competitively priced, and yet. .ehnpiae-J reimbuises the phaiinaeist for
very expensive drug products.

It It would ensure jthe greatest parti wm.lior. 5harmscy providers ;i ai
areas of the state by net penjli ‘fTuy d.ivit- jme idcvs :n more expcn ccC
outlying locations.

liie Association suppcnts the rui- =<:i;g fs.adl.” < I < harm::.ics and
piitiinmciee: in outlying jocntioas so. Jic "Fstimni.d Ac.quslt  (f./si" su. .ey The
current survey excluded Sewatd, Sill,a, Vuldry, Nome, Bethel, Pe “Zrsburg,
Wrangell, Cordova, Anchor Point, Della Junction, Jlumer, and fb-Tuuvin, which are
locations having justifiably higher costs asso* i with frelgl.:.

lins Statu of Alaska ijuis historically allocate! 2 i.f the total Medicaid
expend** "i:s to mr/prion medica’. n. This emap %hex*to a r .Sioi.sl average of
eC.o0 usual au-i dyslousary fue structures, the pharmacy cOrnnmnity bos
cousia- illy provided Hie State of _Mashe. with a lower Medicaid pharmacy -oat
than 46 other states,



MEDICAL CARE ADVISORY COMMITTEE
DEPARTMENT OF HEALTH AND SOCIAL SERVICES

Resolution Passed by Medical Care Advisory Committee (MCAC)
March 4, 1989

The MCAC represents all Medicaid providers and recipients in Alaska. In
its role under federal lav of advising the state about its Medicaid
policies, the MCAC concerns itself with all services - mandatory and
optional - provided to the Medicaid recipients. The MCAC is loathe to see
the Medicaid pharmacy issue decided for the benefit of a single special
interest provider group to the detriment of Alaska®"s indigent people and

all other groups of Medicaid providers.

It is the conclusion of the MCAC that the previous method of paying for
prescription drugs - which utilize 100% state dollars - did not and will
not serve the best interests of Alaska®s Medicaid and GRM recipients or

providers.

In 1988 the Alaska legislature provided that prescription drugs would be
added to Alaska"s Medicaid program as an optional service. By so doing,
the legislature allowed the state to capture 50% of the cost of paying for
these drugs frcm the federal government. As a result, the state"s medical
assistance budget will be reduced by approximately $2.6 mill in FY90 alone.
However, the 1988 Legislature provides for a sunset of that law on June 30,

1989.

HB 70, which is currently being corsidered by the legislature, would make
this optional service a permanent part of Alaska®s Medicaid program. The

federal match for prescription drugs would continue. The MCAC strongly



supports HB 70 because of its cost surveys and avoidance of further cuts in
GEM and Medicaid funded services to all indigent Alaskans and providers.
Due to drastic cuts in the GRM budget during the past 3 years, the services
provided to very low income Alaskans have been greatly reduced. Meanwhile,
the state has continued to pay for prescription drugs using 100% of state
dollars. The portion of the GRM budget used to pay for those drugs has
grown to a tremendous rate; that increase has meant concomitantly fewer
dollars to help fund ever-increasing Medicaid and GRM health care costs.

HB 70 will do so.

The MCAC supports this legislation even if its passage results in seme
pharmacies not participating in the Medicaid Pharmacy program. The state
has the legislative authority to contract for those services or ensure

access to prescription drugs through other means.

Given the current realities of health care costs, the state of Alaska

simply must recoup all available federal funds for Medicaid services.
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NOTICE OF ADOPTION oF RECEIVED 733 1 1989

EMERGENCY REGULATIONS

As required by AS 44.62.650, notice is given that, under authority vested
by AS 47.05.010, the Department of Health and Social Services has amended,
adopted, and repealed on this date, as emergency regulations, 7 AAC 43.005,
7 AAC 43.255, 7 AAC 43.312, 7 AAC 43.590, 7 AAC 43.591, 7 AAC 43.592, 7 AAC
43.950, and 7 AAC 47.271, relating to providing for Medicaid program
coverage of prescription and certain other drugs, including what drugs are
covered, how payment for covered drugs and for the costs of dispensing are
computed, upon what grounds providers of drugs may be sanctioned, and
removing covered drugs from those items which may be included in
determining payment rates to nursing homes. In addition, these emergency
regulations delete General Relief-Medical program payments for covered
drugs provided to Medicaid recipients, provide that drugs covered under the
General Relief Medical program will be subject to the applicable Medicaid
regulations, and remove the requirement that assistance recipients pay SI
for each prescription covered by the program.

These regulation changes become effective February 1, 1989.

This action is not expected to require an increased appropriation.

Copies of these regulations may be obtained by writing to the Division of
Medical Assistance, P.0. Box H-07, Juneau, Alaska 99811, or by calling the
Division at 907-465-3355.

The Department plans to mate these regulations permanent at a later date to
be separately noticed.

The Department welcomes oral and written comments to the above address or
telephone number on these emergency regulations and will give any comments
full consideration as it prepares its separate action to mate these
regulations permanent.

Date:_ d * * 1311



Register , 1989 EMERGENCY REGULATIONS

HEALTH & SOCIAL SERVICES

7 AAC 43.005(b) 1is amended to read:

(20) prescribed drugs and medical supplies;

(c) Repealed 2/1/89

7 AAC 43.255 is amended to read:

7 AAC 43.005
7 AAC 43.312

[MEDICAL SUPPLIES]

() Legend drugs and biologicals [PRESCRIBED BY A LICENSED

PHYSICIAN,] are not included in the all-inclusive rate. Payment will be

made as specified in 7 AAC 43.591. [PAYMENT FOR SUCH DRUGS FURNISHED TOA

RECIPIENT WILL BE MADE BY THE DIVISION UNDER THE BILLING PROCEDURE

ESTABLISHED FOR ALL-INCLUSIVE RATE.]

() Repealed 2/1/89

7 AAC 43.312 is amended to read:

(@ Legend drugs and biologicals [PRESCRIBED BY A LICENSED

PHYSICIAN,] are not included in the all-inclusive rate.

Payment will be

made as specified in 7 AAC 43.591. [PAYMENT FOR SUCH DRUGS FURNISHED TOA

RECIPIENT WILL BE MADE BY THE DIVISION UNDER THE BILLING PROCEDURE

ESTABLISHED FOR THE ALL-INCLUSIVE RATE.]

() Repealed 2/1/89

»



HEALTH & SOCIAL SERVICES

ARTICLE 9.
PRESCRIBED DRUGS AND

MEDICAL SUPPLIES

7AAC 43.590 is repealed and readopted to read:

7 AAC 43.590. DRUG COVERAGE, (@ The division willpay for:

(@) drugs which require a prescription, except for thosedrugs

excluded under (b) of this section;

(2 any drug which the United States Drug Enforcement Agency has

categorized as a "Schedule V Narcotic";

(3 a compounded prescription, provided that at least one
ingredient requires a prescription for dispensing or is a Schedule V

Narcotic;

(@) insulin and insulin syringes;

®) a drug which may be sold without a prescription, ifit has

been prescribed and a prior authorization has been obtained from the

division; and

(®) growth hormones, if prior authorization has been obtained

from the division.



EMERGENCY REGULATIONS

HEALTH & SOCIAL SERVICES

() The division will not pay for the following

() drugs used to treat infertility;

(2 drugs which are prohibited fran receiving federal medicaid
matching funds under 42 C.F.R. 441.25, as amended October 1, 1931;
(@ drugs, except for birth control drugs, for which more than a

30 day supply is ordered per prescription. (Eff. 2/1/89, Register )

Authority: AS 08.80.295
AS 47.05.101
AS 47.07.030

AS 47.07.050

7 AAC 43 is amended by adding a new section:

7 AAC 43.591. DRUG REINBURSH4ENT. (@ The division will reimburse
the provider for reasonable and necessary postage or freight costs incurred
in the delivery of the prescription frcm the dispensing pharmacy to the
recipient. Handling charges are included in the dispensing fee of (e) of

this section and are not directly reimbursed.

) The payment for multiple source drugs for which the U.S. Health
Care Financing Administration has established a specific upper limit amount
will be the lesser of the amount billed or that upper limit, plus the

dispensing fee of () of this section.

-3-



1T

i

Register , 1989 EMERGENCY REGULATIONS 7 AAC 43.591 | 1S
HEALTH & SOCIAL SERVICES * e
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(¢) The payment for drugs other than those of (b) of this section,
and for brand names of multiple source drugs specified by the prescriber in
accordance with 42 C.F.R. 447.331, as amended June 31, 1987, will be the
dispensing fee of (e) of this section plus the estimated acquisition cost
of that drug. The estimated acquisition cost is established by the
division using results of Alaska pharmaceutical purchasing surveys. In the
absence of such surveys, the division will establish the estimated
acquisition cost as the average wholesale price published in the American
Druggist Blue Book, as updated monthly, less 5 percent of that amount.
However, the payment will not exceed the lower of the estimated acquisition

ccst plus the dispensing fee; of (e) of this section, or the provider®s

normal charge to the typical walk-in, cash-paying customer.

(d The payment for compounding prescriptions will be the sura of the
costs of each of the ingredients as established under (b) or (c¢) of this
section, plus the dispensing fee of (e) of this section, plus an additional
ccnpounding rate of $5.75 for each 15 minutes required to compound the

prescription.

() The division will establish the dispensing fee based on the
result of surveys of Alaska pharmacies®™ costs of dispensing prescriptions.
For each pharmacy, the dispensing fee will be determined using the
following fontula: $23,192 is added to the result of multiplying the
annual number of prescriptions by 5.070. To this number is added the
result of multiplying the annual number of medicaid prescriptions by 12.44.
From this number is subtracted the result of multiplying the total store

volume .expressed in square feet by 2.103. The resulting number is then

-4~



1989 EMERGENCY REGULATIONS
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HEALTH & SOCIAL SERVICES
divided by the total annual number of prescriptions. Tt the result of this
division is added $0.73. However, the division will not pay a dispensing
fee less than $3.45 or more than the 80th percentile of all fees determined
under the formula. New pharmacies which do not have the information

available to establish a fee will be assigned the statewide average fee.

(f) Upon request by the division, a pharmacy shall produce business
records and related information relevant to the cost of drugs and the cost
of dispensing. If a pharmacy does not provide dispensing fee data as
requested by the division, the division may, in its discretion, either pay
that pharmacy the minimum dispensing fee established under (e) of this
section or sanction the pharmacy as provided for under 7 AAC 43.950 - 7 AAC

43.985.

(@ Payments made to dispensing physicians will be for the estimated

acquisition costs and will not include a dispensing fee.

(h) Payments to providers outside of Alaska will be made at the
medicaid rate of their state. For Canadian providers, payments will be tha
lesser of the normal charge to the typical walk-in, cash-paying customer or

the lowest total payment made for the same drug to a provider in Alaska.

O] Unless prior authorized by the division, only one dispensing fee
will be paid in any calendar month for each prescription dispensed to a

resident of a nursing home. ,



() As part of each annual medicaid drug coverage budget submission,
the department will request an inflation adjustment based on its analysis
of both the Anchorage and National Consumer Price Indexes. |If the
legislature grants the requested inflation adjustment, the division will

adjust the dispensing fee formula of (e) of this section. (Eff. 2/1/89,

Register )

Authority: AS 47.05.010
AS 47.07.030

AS 47.07.050

7 AAC 43 is amended by adding a new section:

7AAC 43.592. MEDICAL SUPPLIES. The division will pay only for
prescribed medical supplies that have been assigned a current specific
billing code number by the division of medical assistance. The division of
medical assistance may, in its discretion, grant an exception based on
written information submitted on a request for authorization form, which is

available from the division of medical assistance. (Eff. 2/1/89, Register

)

Authority: AS 47.05.010
AS 47.07.030

AS 47.07.050
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7AAC 43.950 is amended by adding new subsections:

(22) dispensing a lesser quantity of medication than that
prescribed in order to receive multiple dispensing fees for one
prescription, unless the change is made in order to ensure that no more

than a 30-day supply is dispensed;

(23) billing for a drug other than the drug dispensed;

(24) billing for an amount in excess of the usual and customary

charge to the general public;

(25) billing for a prescription refill which was not authorized

by the prescriber;

(26) falsely submitting an indication that a prescriber required

a specific brand name drug rather than a less expensive generic equivalent;

(27) supplying false information on a dispensing fee or drug
cost survey initiated by the division in order to establish or revise its

reimbursement rates; and

(28) failing to submit business records or other information
determined by the division to be necessary for the administration of the

medicaid program. (Eff. 2/1/89, Register ) ,
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HEALTH & SOCIAL SERVICES

© Reiirbursernent to providers vd.ll be that canputed under 7AAC

43.591 for the Medicaid program. |[THE DIVISION OF MEDICAL ASSISTANCE SHALL
PAY THE PHARMACIST®"S USUAL AND CUSTOMARY CHARGE TO THE PUBLIC, LESS THE
RECIPIENT CO-PAYMENT AMOUNT. THE RECIPIENT CO-PAYMENT AMOUNT IS

(1) THE FINANCIAL OBLIGATION OF THE RECIPIENT®, NOT THE DIVISION OF
MEDICAL ASSISTANCE, AND MUST BE COLLECTED BY THE PHARMACIST AT THE TIME OF
EACH SERVICE:

(2 $1 FOR EACH PURCHASE OF A PRESCRIBED DRUG OR PRESCRIBED MEDICAL

SUPPLY.] (EFf. 2/1/89, Register )



State Or Alaska
OFFICE OF THE GOVERNOR
JUNJiAU

January 9, 1989

The Honorable. Sam Cotten
Speaker of the House
Alaska State Legislature
P.0. Box V

Juneau, AK 99811

Dear Representative Cotten:

Under the authority of art. 111, sec. 18, of the Alaska

Constitution, |1 am transmitting a bill relating to pharma—
ceutical medical assistance for needy persons in the medi—
caid progranm. The bill would add prescribed drugs as a
covered medicaid service under that program. Chapter 120,

SLA 1988 added prescribed drug services for fiscal year 1989

only. Passage of the attached bill will allow the state to
continue to receive fTederal financial participation for
these services.

The bill has two main components: the authorization of pre—
scribed drugs as a covered service under medicaid and the
establishment of a priority for deletion of prescribed drugs
if a funding shortfall occurs. Additionally, the bDill
adopts the federal medicaid standards of reimbursement for
prescribed drugs, and the federal definition of prescribed
drugs under the medicaid program.

With regard to the first of the two main components, the
Department of Health and Social Services would continue to
be required to cover prescribed drugs under the medicaid
program after ch. 120, SLA 1988 % temporary authorization
expires. (Section 1 of the bill.) Before the temporary
authorization (July 1, 1988), the department provided this
service Spader the state-funded general relief medical
program *ior medicaid recipients. While the change in
program Will not 1increase service to medicaid recipients,
the bill will allow the State to continue to collect the
federal funding that it collected under ch. 120, SLA 1988.

As to the second main component, sec. 2 of the bill would
add prescribed drugs to the priority scheme in AS 47.07.035
that provides for elimination of services 1if a medicaid
budget shortfall occurs. The bill would require that
prescribed drugs be eliminated as a covered service under
medicaid after personal care services in a recipient®s home
were eliminated, but before long-term care noninstitutional
services were eliminated.



The Department of Health and Social Services (DHSS) views
this bill as a critical step forward in continuing to
maximize federal financial participation under the medicaid
program. Without the federal financial participation that
this bill would provide, a DHSS general fund budget
shortfall of approximately $2,500,000 will occur 1in FY 90
and prescribed drugs would be eliminated from medicaid cov—
erage. Therefore, | urge youwf fayorable~tronsideration of,
and prompt action on, this " "





