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HOUSE BILL 70

RELATING TO PHARMACY

CSHB 70 (Fin) relates to pharmaceutical medical assistance for
needy persons in the medicaid program- This legislation would

add prescribed drugs as a covered medicaid service.

During the last legislative session, the Department of Health
and Social Services was given the option to add pharmacy
services under the Medicaid program until June 30, 1989.
Since February 1 of this year, the pharmaceutical medical
assistance for needy persons has been under the medicaid
program. Passages of HB 70 will make this option permanent
and will enable the State to continue to receive Federal
matching funds for drugs dispensed to medicaid recipients.

This federal match is projected to be $2.5 million in FY 91.

Although there has been some dissatisfaction over the
implementation of this medicaid option, the Department of
Health and Social Services and Alaska pharmacists are willing
to work cooperatively together to ensure the success of this
program. Passages of HB 70, along with the Finance Committee
Letter of Intent, will guarantee that the State will continue
to be eligible for Federal matching funds to implement this
program and the letter of intent will provide a forum for the
pharmacists and the Department to solve their differences. |

recommend that the Senate pass CSHB 70 (Fin).



ADDITIONAL INFORMATION

1. IT HB 70 does not pass, and the Federal match 1is lost,
additional general funds ($2.5 million) would be required in
FY 90 to maintain the current level of pharmacy services for
needy Alaskans.

2. Alaska is the only State in the union which has not
adopted the pharmacy medicaid option.

3. Before the last legislative session, pharmacy services for
Medicaid eligible individuals were purchased from the General
Relief Medical Program. This money was all State money. The

pharmacists were reimbursed on an "usual and customary"™ cost -
ie. the same price that a paying customer would paid.



Letter of Intent

It is the intent of the Senate that the Department of Health
and Social Services will submit to the Health Care
Financing Administration (HCFA) for 1its approval a Medicaid
state plan amendment, which Incorporates Alaska data and
which 1s based upon the Texas reimbursement methodology for
pharmacy services as approved by HCFA, including a
dispensing fee which varies by ingredient cost. The
Department of Health and Social Services will work with
Alaska pharmacists to prepare this plan amendment and
vigorously promote 1its approval by the Health Care
Financing Administration. This plan amendment shall be
submitted to HCFA by the Department of Health and Social
Services as soon as practical (but no later than three
months) after formal HCFA approval of the Medicaid plan
amendments submitted March 31, 1989.

li_l._g-_thg_Intent of the Senate that the Department of Health
aDri_SQg-1Al Ser.vlc.e.g will work with Alaska Pharmacists to
-lnmedj ate ljy def Ine_a class of “&xpensive drugs””and then

.de ve LQP_ an._Interim methodology to adequately compensate
Pharmacy Providers for dispensing these expensive drugs with
a....nut.ual 1_y accePtabl e reimbursement formula.

The Department of Health and Social Services shall report to
the legislature by the tenth day of the Sixteenth Alaska
State Legislature on the Department®s progress in
implementing the pharmaceutical Medicaid option.



Summary of HB 70

* HB 70 makes permanent the pharmneutical medicaid option
which was adopted during the last legislative session.

* HB 70 enables the State to receive Federal matching funds
fur drugs dispensed to medicaid recipients. This federal
match is projected to be $2.5 million in FY 91.

* If HB 70 does not pass, and the Federal match is lost,
additional general funds would be required in FY 90 to
maintain the current level of pharmacy services for poor
Alaskans.

* Alaska is the only State in the union which has not adopted
the pharmacy medicaid option.

* The Department of Health and Social Services and Alaska
pharmacists have worked together to implement this medicaid
option. As the legislative intent indicates, this

cooperation will <continue through the study of alternative
reimbursement strategies.

ro\J\ loH b U ss



FISCAL NCTF

Surmary

Before the lost legislative cession, pharmacy services for Medicaid
eligible individuals were purchased fran tlie General Relief Medical program
because Alaska had not adopted the pharmacy ofrtion under tl>e 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 will be needed in FY90 to continue bo pay for pliarmacy 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 thrcxxjh the general relief medical program
(GRM). Should general funds not be appropriated, significant reductions in

pharmacy services wculd also likely occur.

Budgetary and Program Inpact

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



@ -2- ®
prcposod FV90 budget contains sufficient general funds to pay the state

share, so pharmacy service3 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 tlie federal funds so that existing

services could be maintained.

Wlien pharmacy legislation (SB 255) passed in FY89, the department estimated
$2 million in savings because the total drug program cost about $4 million.
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 tlie interim, tlie 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 fron

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
fron FY88 to FY90 in addition to the restoration of the general fund which

had been supplanted by federal funds.



PHARMACY PROGRAM DATA

March B9
Dispensing Fees (per Rx) Cost of drugs
National Averagi$ 3.45 pharmaC|?s is
Lowest in Alaska 3.45 below "list."
Alaskan Average 7.90 Alaska will pav at least
Highest in Alaska 11.46 that much; more if defensible.
Average Rx sales (gross) for independent Alaskan pharmacies: 83381000

year.

Average Rx sales (gross) for all Alaskan pharmacies, including chains:
JBQijQO00 year.

Medicaid volume: 10-15% of Rx and $ per year.

Approximate savings from new program reimbursement rules is 17% compared to
old progranm.

Effect of the Medicaid program on the average pharmacies®™ annual gross
income is about a li% decrease.

Cost of developing and implementing this program: $160,000
Savings from new federal receipts this FY: SIM
Savings from new federal receipts next FY: $2.5M

Features of the Medicaid
Pharmacy Program: (1) encourages use of generics, but avoids
ineffective drugs (see attached report);

(2) allows for brand name drugs at doctor's
discretion;

(3) reimburses our pharmacies as much as
possible under federal rules (Texas has a
special program that would not be
acceptable to feds if it were being
proposed now - see attached letter; also
the Texas program pays pharmacies less for
costs of drugs than our program);



(4) doesn"t require pharmacies to bill other
insurance first - cuts red tape;

(5) doesn"t require pharmacies to collect $1
co-payment frcm patients - simpler than
the old program;

(6) has been developed with full participation
of the pharmacy conmunity;

(M will slow program cost increases over time;

(8) saves Alaska \ of the total oost of all
drugs for Medicaid ($4-5M/year) by
capturing federal receipts;

(@ allows continuation, without any increases
in the budget, of emergency dental services
for adults, chiropractic services and
eyeglasses that would otherwise be
eliminated.



Health Car*
DEPARTMENT OF HEALTH 8. HUMAN SERVICES Financing Admimitration

Eric S. Hansen, Chief

Medical Assistance

Division of Medical Assistance
Department of Health and Social Services
9933 Business Park Boulevard Building
Anchorage, Alaska 99503

Dear Mr. Hansen:

This 1is to confirm HCFA"s policy for establishing the dispensing fee and estimated
acquisition cost for drugs. As stated in your December 30, 1988 letter and discussed
with Bob Grauman of my staff on March 9, 1989, basing all or part of the dispensing
fee on the cost of ingredients is unacceptable because it contradicts HCFA"s cost
containment efforts. The use of ingredient costs as a basis tends to encourage
dispensing brand name products instead of generic equivalents as well as stimulate
price increases. Similarly, states cannot use average wholesale price (AWP) as the
estimated acquisition cost of drugs. Numerous studies have shown pharmacies
consistently purchase drugs at much less than AWP .

If you have any questions on this matter, our contact person is Bob Grauman. Bob can
be reached at 206/992-0995.

Sincerely,

Bi
State Medicaid Operations Branch

cc: Kim Busch
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A laska State Senate

SENATOR DICK ELIASON MEMBERS
SITKA SENATOR JAN FAIKS
CHAIRMAN ANCHORAGE

SENATOR PAT RODEY SENATOR JACK COGHILL
ANCHORAGE L abor and C ommerce C ommittee NENANA

VICECHAIRMAN
SENATOR JALMAR KERTTULA
PALMER

It is the intent of the Senate that the Department of Health
and Social Services will submit to the Health Care Financing
Administration (HCFA) for its approval a Medicaid state plan
amendment, which 1incorporates Alaska data and which 1is based
upon the Texas reimbursement methodology for pharmacy

services as approved by HCFA, 1including a dispensing fee which
varies by ingredient cost.

The Department of Health and Social services will work with
Alaska pharmacists to prepare this plan amendment and
vigorously promote its approval by the Health Care Financing
Administration. This plan amendment shall be submitted to
HCFA by the Department of Health and Social Services as soon
as practical (but no later than three months) after formal
HCFA approval of the Medicaid plan amendments submitted
March 31, 1989. The Department of Health and Social Services
shall report to the legislature by the 10th day of Sixteenth
Alaska State Legislature on the Department®s progress in
implementing the pharmaceutical Medicaid option.

P.O. BOX V, JUNEAU, AK 99811 (907) 465-3844



Alaska State Legislature

RO. BOX V
Juneau, Alaska 99811
(907) 465-4947

Representative Fran Ulmer

House of 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 which 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 - i
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Alaska State Legislature

RO. Box V

Representative Fran Ulmer Juneau. Alaska
(907) 465-49.

House of Representatives

MEMORANDUM
March 16, 1989

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

Last year when the Legislature passed CSSB 25j 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 would 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. | 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 cf 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 upper limits 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 conducte ’ 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 wiuh 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 will 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 caking, 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) .965

Each of the elements of this formula (EAC, $3.26 for overhead
costs, and .965) 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
55% on the selling price of the drug.

FOR EXAMPLE: Drug cost -——- $10.00
Operating expense --—--- 3.26
$13.26  divided by .965 ° $16.03

Amount reimbursed == $16.03
less costs - 13.26

net profit g7 - 55%

In order to implement the Texas model, each state must collect its
own 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.



AMENDMENT TO CS HB 70 (HESS) By ULMER

PAGE 3, LINE 22, replace Sec. 4 with new language:

"This act is repealed on June 10. 1990."

Renumber last section accordingly.



go0339hJa
Lauterbach

AMENDMENT

OFFERED IN THE HOUSE BY COLLINS

TO: CSHB 70(Finance)

Page 1, lines 10 - 11:
Delete 'changing the order of priority for eliminating medical assis—

tance coverage for certain services;"

Page 1, line 19, to page 3, line 29:
Delete all material.
Insert new bill sections to read:
"* Sec. 3. Section 2, ch. 120, SLA 1988 is amended to read:
Sec. 2. This Act is repealed July 1, 1990 [1989].

* Sec. 4. Section 3 of this Act takes effect immediately under AS 01.-

10.070(c) ."

Renumber the following bill sections accordingly.

Page 4, line 6:
Delete '"Sections 1 and 3 - 5"
Insert "Section 1"

Delete "take"

Insert "takes"

-1- 475789
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LEGISLATIVE AFFAIRS AGENCY

MEMORANDUM April 27, 1989
SUBJECT: Explanation of amendment
(CSHB 70 (Finance))
TO: Senator Dick Eliason
FROM: Terri LauterbactTMAAN —

Legislative Counsel

Enclosed is a draft of an amendment relating to pharmacists”
liability for dispensing multiple source drugs for which the
federal Health Care Financing Administration has established
upper limits for reimbursement under the federal medicaid

program.

Since Alaska already has a law (AS 08.80.295) Ilimiting the
liability of pharmacists for substituting generic drugs, |
amended (g) of that section to clarify that a pharmacist
could rely on the drug being listed by the HCFA rather than
being required to independently judge the practices of a
drug manufacturer. The pertinent substantive language
addition is in the first several lines of the amendment.
The changes in paragraphs (g)(1) - (B) are only grammatical
cleanup changes that need not be made if you or the
committee prefers not to.

AS 08.80.295(1) already provides that

A pharmacist who substitutes a drug in compliance with
this section incurs no greater liability in filling the
prescription by dispensing the equivalent drug product
than would be incurred in filling the prescription by
dispensing the prescribed brand name drug.

Therefore, under the enclosed amendment, a pharmacist would
not be subject to greater liability for dispensing an HCFA-
approved drug than for dispensing another prescribed drug.

I have enclosed a copy of AS 08.80.295 and the pertinent
federal regulations. Please let me know if I can be of fur—
ther assistance.

TL:kb
wkk4/053
Enclosure
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AM ENDMENT

OFFERED IN THE SENATE BY ELIASON

TO: CSHB 70 (Finance)

Page 1, after line 16:
Insert a newbill section to read:
"* Sec. 2. AS 08.80.295(g) is amended to read:

(o)) A pharmacist may not substitute aproduct underthe pro—
visions of this section unless it has beeneitheridentified by the
federal Health Care Financing Administration as a multiple source drug
for which an upper limit has been established for reimbursement under
42 U.S.C. 1396 - 1396p (Medicaid) or manufactured with the following
minimum good manufacturing standards and practices:

(1 [MAINTAIN] quality control standards equal to those of
the Food and Drug Administration;

(@)) compliance [COMPLY] with regulations adopted by the
Food and Drug Administration;

(©)) product marking [MARK PRODUCTS] with 1identification
code or monogram;

(4 product labeling [LABEL PRODUCTS] with expiration date;

() provision of [PROVIDE] reasonable services to accept
returned goods that have reached their expiration date;

(6) maintenance of [MAINTAIN] 24-hour resources for product
information where practicable and financially feasible;

@) [MAINTAIN] recall capabilities for unsafe or defective

-1- 4727789
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drugs;

®) a prohibition against refusing [MAY NOT REFUSE]

to any properly licensed pharmacy."

Renumber the following bill sections accordingly.

Page A, line 1:
Delete "2"

Insert "3"
Page A, line 6:

Delete "and 3 - 5"

Insert ", 2, and A - 6"

-2- A/27/89
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March 15, 1989

Mr. David Moore
Harry Race Pharmacy
Box 1480

Sitka, Alaska 99835

Dear Mr. Moore:

I am very concerned to learn of your withdrawal from the
Medicaid pharmacy program within just the first month of
operation. I am especially dismayed that you withdrew without
providing even the minimum 30-day notice so that program
recipients could be advised of alternative means to obtain

needed medications. Unfortunately, it does not appear that
you have given either a fair chance to this program or to the
low income Sitka residents who have come to depend on you. |

hope you will look at the impact of your actions and
reconsider your decision.

OQur data indicates that Medicaid prescriptions only
comprise approximately nine percent of your total volume.
Additionally, our data shows that even if a 20 percent
reduction occurred in Medicaid pharmaceutical rates, you would
experience only a 1.5 percent decrease in your gross income.
This negligible reduction in your gross income seems
insufficient justification for the potential harm that may
result from your refusal to serve Medicaid recipients.

If you do change your mind about withdrawing from the
program, please let the Division of Medical Assistance know
immediately so that Sitka residents and doctors can be
notified. Since the legislators from your district have
expressed an interest in this issue | have sent a copy of this
letter to them and 1 will also notify them of your
re-enrollment as a provider.



Mr. David Moore -2- March 15, 1989

Although I am confident that we can develop alternate
means for Medicaid eligibles to obtain timely access to
medications, your decision to withdraw will riot allow Sitka
residents who rely on Medicaid to have the same direct
personal contact with a professional pharmacist as other
residents of the community. I hope that you will reconsider
your decision and work with us to keep the Medicaid program
serving Sitka residents in their home community.

Sincerely

My~a M. Munson
Commissioner

cc: Representative Grussendorf
Senator Eliason
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JUNEAU, ALASKA 998110601
PHONE: (907)4653030

OFFICEOF THE COMMISSIONER

March 15, 1989

Mr. Dirk White

White Pharmacy

705 Halibut Point Road
Sitka, Alaska 99835

Dear Mr. White:

I am very concerned to learn of your withdrawal from the
Medicaid pharmacy program within just the first month of
operation. I am especially dismayed that you withdrew without
providing even the minimum 30-day notice so that program
recipients could be advised of alternative means to obtain

needed medications. Unfortunately, it does not appear that
you have given either a fair chance to this program or to the
low income Sitka residents who have come to depend on you. |

hope you will look at the impact of your actions and
reconsider your decision.

Our data indicates that Medicaid prescriptions only
comprise approximately six percent of your total volume.
Additionally, our data shows that even if a 20 percent
reduction occurred in Medicaid pharmaceutical rates, you would
experience only a one percent decrease in your gross annual
income. This negligible reduction seems insufficient
justification for the potential harm that may result from your
refusal to serve Medicaid recipients.

If you do change your mind about withdrawing from the
program, please let the Division of Medical Assistance know
immediately so that Sitka residents and doctors can be
notified. Since the legislators from your district have
expressed an interest in this issue | have sent a copy of this
letter to them and 1 will also notify them of your
re-enrollment as a provider.



Mr. Dirk White -2- March 15, 1389

Although I am confident that we can develop alternate
means for Medicaid eligibles to obtain timely access to
medications, your decision to withdraw will not allow Sitka
residents who rely on Medicaid to have the same direct
personal contact with a professional pharmacist as other
residents of the community. I hope that you will reconsider
your decision and work with us to keep the Medicaid progranm
serving Sitka residents in their home community.

Sincerely

Myra M. Munson
Commissioner

cc: Representative Grussendorf
Senator Eliason tS
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OF HEALTH AXI>MKTAL SERVICES PO BOX H

JUNEAU. ALASKA 99811-0601
PHONE: (907)465-3030

OFFICEQOF THE COMMISSIONER

April 21, 1989

David Moore R.Ph

Sitka Pharmacy, Inc.
Harry Race Drug & Photo
106 Lincoln Street
Sitka, AK 99835

Dear Mr. Moore:

Thank you for the reply to my March 15 letter regarding
your withdrawal from the Medicaid pharmacy program. I have
added your letter to the record of comments on the
regulations.

The Department of Health and Social Services is
committed to working to sustain a viable pharmacy progranm
within federal guidelines. I hope that at some point you

will rejoin the program so that we can work together to
assure all Alaskans have full access to necessary health
care.

Sincerely,

Myra M. Munson
Commissioner

cc: Senator Dick Eliason
Representative Ben Grussendorf
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April 21, 1989

Trish White R.Ph
White"s Pharmacy
705 Halibut Point Road
Sitka, AK 99835

Dear Ms. White:

Thank you for the reply to my March 15 letter regarding
your withdrawal from the Medicaid pharmacy program. I have
added your letter to the record of comments on the
regulations.

The Department of Health and Social Services IS
committed to working to sustain a viable pharmacy program
within federal guidelines. I hope that at some point you

will rejoin the program so that we can work together to
assure all Alaskans have full access to necessary health
care.

Sincerely,

Myra M. Munson
Commissioner

cc : Senator Dick Eliason
Representative Ben Grussendorf
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March. 15, 1989

Dirk White

White®"s Pharmacy

705 Halibut Point Road
Sitka, Alaska 99835

Dear Dirk:

I just wanted to take this opportunity to thank you for your
letter of March 2, and to let you know that | appreciate the
dilemma with which you are confronted as a result of the
changes in the program.

I feel that | can appreciate the problems you face, as well as
the difficulties which have led the state to make the changes
in the progranm. While these changes don"t appear to be

entirely fair to you, the state is looking at a decrease 1in
its revenues, and is trying to find a way out.

As you may know, the Dept, of Health and Social Services is
finalizing its survey results this week, and hearings on the
proposed emergency regulations are slated for the last part of
March. I have requested that provision be made for Sitkans to
testify; 1it"s likely the hearing will be teleconferenced and
Sitka will be a site, so you will have a chance to share your
views.

It is my understanding that four or five pharmacies in the
state are having problems with the new reimbursement systenm
and have decided not to participate at this time. You have
probably already received the list of pharmacies which will
fill and mail Medicaid prescriptions to people, which answers
the question posed in your letter about what to do for those
people you used to serve. I do understand why you feel backed
into a corner, and that the only option open to you is to
refuse to Tfill medicaid prescriptions. I sure don"t have a
good answer for you on that one, but | have hopes that the
hearings will lead to some degree of resolution.
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PAGE

EOB CODE EOB DESCRIPTION

219 RECIPIEiIrr NOT ELIGIBLE FOR SERVICES RENDERED

02/21/89
36117
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WHITE'S PHARMACY ALASKA DKPARTMENT OF HEALTH AND SOCIAL SERVICES DATE;  02/21/89

705 HALIBUT JrT. ROAD *  MEDICAID MANAGEMENT INFORMATION SYSTEM REMITTANCE: 36117
SITKA," - AK 99835 REMITTANCE ADVICE REMIT SEQ: 28
PAGE: 10

PROVIDER NOiPHOII0
CLAIM TYPE 9 - PRESCRIBED DRUGS
ADJUDICATED CLAIMS

CLIENT D RECIPIENT NAME ~ CLAIM COi". : L NBR MED REC NRR RENDER PROV
LINK  DATE RXNBR REFILL BRAND PHYSICIAN ~ NOG  QTY BILLED ALLOWED ~ CO-PAYMENT  PAYMENT EOB STATUS

0600119356 GREEN V' 90400006007 PHIOII0
01 011789 115884 0 M)1672  0000534/131 20 6.75 6.75 1.00 5.75 PAID
02 011789 115883 R HU1672 00677062501 60 13.15 13.15 1.00 12.15 PAID
03 011789 115881 0 HD1672 00045052660 20 13.20 13.20 1.00 2.2 PAID
04 011789 115882 R HD1672 00108501320 100 68.40 68.40 1.00 67.40 PAID
05 011989 115991 0 MD1672 00173032188 1 21.65 21.65 1.00 7065 / PAID
THIRD PARTY 0.00 CLAIM TOTAL 123.15 123.15 5.00 118.15"

0600197225 HANSON JE 90400006009 PI0110
01 011889 115920 0 KD1784 00008021201 6 13.30 0.00 0.00 0.00 219  DENY
02 011889 115933 0 MD1784 00536408001 10 25.45 0.00 0.00 0.00 219  DENY
THIRD PARTY 0.00 CLAIM TOTAL 38.75 0.00 0.00 0.00

0600191741 110GAH KA 90400006010 pimno
01 012589 111107 R M)1784  ooo62178115 28 16. <5 16.95 1.00 16.95 / PAID
THIRD PARTY 0.00 CLAIM TGTAIL 16.95 10.95 1.00 l6.95

0600017531 JESKE MJ 90402007010 mono
01 012689 116480 0 MD0313 00005386523 30 8.45 8.45 1.00 745 y PAID
THIRD PARTY 0.00 CLAIM TOTAL 8.45 8.45 1.00 745 X

0600000515 KALOUS K 90400006011 PII0110
01 010389 114983 0 HD0313 00777603567 15. 15.35 15.35 1.00 1435 PAID
02 010389 114984 0 HD0313 00074630413 24 8.40 8.40 1.00 7.40 PAID
03 010389 115007 0 MD0957 00005313023 35 17.40 17.40 1.00 16.40 PAID
04 011789 115846 0 KD0957  000*15313023 35 17.80 17.80 1.00 16.80 PAID
05 012689 116417 0 HD0957 00074630113 56 13.85 13.85 1.00 12.85 PAID
06 013189 116776 0 MD0957 00005313031 35 17.40 17.40 1.00 1640 / PAID
THIRD PARTY 0.00 CLAIM TOTAL 90.20 90.20 6.00 84.20"

0600021376 KIMMEL R 90400006012 mono
01 010989 115402 0 MD0313 00060012770 6 4.80 4.80 1.00 3.80 PAID
02 011789 115847 0 MD0957 00379051205 12 5.00 5.00 1.00 4.00 PAID
03 011789 115848 0 MD0957 00005317223 12 5.00 5.00 1.00 4.00 PAID
04 012689 116459 0 HD0957 00005317223 © 5.00 5.00 1.00 400 / PAID
THIRD PARTY 0.00 CLAIM TOTAL 19.80 19.80 4.00 - 15.80

0600139330 KITKA B 90400006013 mono
01 011289 114157 R MD1784 00062176115 28 15.95 15.95 1.00 - , 1495 PAID
02 012589 99938 R MD1784 99999999999 60 21.95 21.95 1.00 . 2095 /7 . ePAID
THIRD PARTY 0.00 CLAIM TOTAL 37.90 37.90 2.00 35.90-

0600132929 LAWRENCE SD 90400006014 mono

01 013089. 116744* - 0- -~ MDO957 00029152522 15.80 15.80 1.00 14.80 PAID
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‘0PROVIOMMB* . WHITE'S PHARMACY V!>,

*WPROVInER™MADDR: 705IHM-1BUT,I'T.e ROAD; sfc SITKA AK 99835
: % CCii?J”~P"B6400006008 5= 'im
«tfPPWNAHHION CLAIM: WHITE'S PHARMACY
V/1CLIENTaIDi*.0600173475 | SKCII'IKhT NAM': HANNA. Il : ml
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-1,1°01/26/89 116191
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ADDR 7OKIIALIBUT.PT-*IK)ADWygic's, o SITKA AK 99835
92/21/81
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DBA Harry Race Drugs Photo
106 Lincoln Street
Sitka, Alaska 99835 March 13, 1989

Representative Ben Grussendorf
Pouch V
Juneau, Alaska 99811

The emergency regulations adopted by HFSS on January 24, 1989,

changing the Medicaid reimbursements to pharmacies, provided for
February 1, 1989 as an effective da”m Our pharmacy was notified on
January 31, 1989 that we would be reimbursed average wholesale price
<AWP) less 5%, plus a fee or 20% iess than the average usual and
customary price, as recorded by Myers & Stouffer 3 Alaska Pharmacy Cost
Stuu/, page 33, printed on December 1988. We continued billing
Medicaid InFebruary and found wr .perlenced a 22% loss in revenue to our
usual and customary billing. Our pharmacy finds that this present
reimbursement is below our cos of providing Medicaid assistance.

We would like to wor owar< asolution to the problem. Eric Hansen,
Chief of Medical Assistance, has Indicated the reimbursement might be
reduced another 5-6%. 1do not ugree with his statement that the Federal
Government will not approve a Medicaid reimbursement plan at AW.P. as a

starting point.
<

I propose the State of Alaska recind the emergenc/regulatlons, amending
7 AAC 43.005, 7 AAC 43.255, 7 AAC 43.312, 7 ACC 43.590, 7 ACC 43.591,
7 ACC 43.592, 7 ACC 43.950, & 7 ACC 47.271. Further, the State should
submit a plan to the Federal Government that is compatible with provider
pharmacies. Such a plan could be; AW.P. & $4.45 & 23% of AW.P. as
reasonable reimbursement. The Federal Government must state by written
letter from a significant source why the Stated plan Is unacceptable
should that be the decision. To rny knowledge Alaska has not received any
written indication that such a proposal will not be accepted.

Ben, in light of what"s happening inyour district, don"t you think you
should be talking with me directly?
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Sitka Pharmacy, Inc.

Harry Race Drug & Photo

106 LINCOLN STREET
SITKA, ALASKA 09835

(907) 747-8006 March 23, 1989

Myra Munson

Commissioner

Dept, of Health & Social Services
Box I

Juneau, Alaska 99811-0601

Dear Ms. Munson:

Your Jletter of March 15, 1989 has Uleft me with concerns of my own. The
primary one being your 1inability to recognize what the figures you are using
mean. I am also concerned about where you are obtaining information about my
store 1income. Am 1 under some kind of iInvestigation? Because you feel a 207.
reduction 1in medicaid rates equates to a mere 1.57. of the corporation®s gross
income, you Tfeel that 1is not justification for withdrawing from the program?

I must ask you what 1is Justification? You have Just stated that we should Tfire
two employees or somehow Tfind the extra money to pay for their services. Our
price 1is jJjustifiable and the lowest it can be, and 1 resent a state agency
dictating to me what 1 shall be doing. Yes, I am very concerned about you,

and the legislators who would 1idly sit by and allow this travesty to occur.

If you people want pharmacies to provide service, you should consider pro-

viding a plan that will not cause a loss of revenue. Such plans have been
proposed but you chose to ignore them.
/

As far as your dismay about not providing a 30 day notice of non-particip-
ation, your Jletter was signed on January 24, 1989 and we received word on
January 31, 1989 that the emergency regulations would begin February 1, 1989.
A one day notice! I1£ that fair? 1 don"t owe you anything if that 1is your
attitude. You ask why 1 don*"t give the program a chance? What chance are

you giving me? The chance to loose up to $1,000.00 per month while you folks
have time to nail in permanent regulations that do not allow for a 107. per

yvear pharmaceutical inflation which will cost me an additional $2,500.00 per

year . By June, one would assume, or continue to create an impression to the
legislators that the pharmacy community 1is "happy to have the medicaid business".

Your contracts aren"t worth the paper they"re written on.

We are not a non-profit organization, and can 1ill afford your program.
As far as my concern Tfor our medicaid recipients, we have not allowed patients
to go without medication, Jjust as we did not before your program came into

existance.
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"White"s White's Inc. « 705 Halibut Point Rd. » Sitka, AK 99835 s (907) 747-5755
PHARMACY

march 2j, 1989

(Jommissioner Myra Munson .
\y/ Dept. of Health and social Services i%

,0% PO BOX H i<

yY / Juneau, AK 9981*-0601

.. B} 7>,
Dear Commissioner Munsonj a,

tx

Thank you for your personal response to our dilemma. m

It was a difficult decision i m¢ husband and me %0
make rei our position with mr caid, At this point,
financially, as well as prof~. tonally; vie have no
choice. Although we had not ven your department an official
written 30-day notice (mostly ecause we do not have a signed
medicaid contract with the sta ,e); vie did let our medicaid patients
. know. This was at the time wc received notification regarding
-7 ( ,LJEY the Emergency Medical ruling on Jan 28th.

m We DO care about these people and contrary to what has

>l ¢ been often-times stated, vie arc- not refusing to serve any
n\Ufu9i 1 medicaid patients-vie never have.

tu

\ile have a mutual respect relationship with these patients-

) 7>ne vihich we are proud of and have worked hard to establish.

. We have spent ALOT of time explaining the system and the new
w7 restrictions. Such as over $000 drugs that were at one time

covered on medicaid and now are not. The restriction that

bothers me the most, however, 1is the mandatory generic substitution.
We must fill medicaid prescriptions with generics that we do not
normally stock. Generics thai oft&n times do not show bioavailability
bioequivalency. We are forced to dispense the "cheaper®™ product-

a process vihich we are liable “or. So, at added inventory expense
and liability we must dispens-. medication we don"t have confidence
in.

n X (i

To address your comment about iving the program a fair chance,
please see the enclosed sampli of our :ebruary 1939 re-
imbursement. (if \ou would Ii to see more examples, just et
me know). Also, written i.. J margin, arc the iEDBOOD AWP
(average wholesal prices), ease nott what wc were paid
compared to what it cost us.

It is true, ve. do sometimes a percentage discount off

of AWP; but this is based on business agreement that is
dependent on prompt payment f our wholesaler-- which is every
.two weeks. The program is tabing that away from us.



White White’s Inc. « 705 Halibut Point Rd. « Sitka, AK 99835 « (907)
PHARMACY

I"m not sure where you get the figures on our volume
of medicaid prescriptions— it is more like 9A of our
total. When you mentioned a 1.. decrease 1in our gross
annual, all 1 could think of was how that equaled one
of our employees®™ wages. | don®"t want to have

to lay someone off. Please note other costs here
which have not been included in these percentages- ie:
freight(a very REAL expense to us southeasterners) and
increased inventory. As it stands now, we still

have over $2500.00 outstanding n unpaid medicaid claims
from 1988.

I am hoping that some agreement can be reached on HB70.
Some modifications will have to be made before we can
subscribe to the program. Again, thank you for your time-
I hope we can work together on a solution that will be
satisfactory to both parties.

Sincerely,

X jlw

Trish White RPh
White"s Pharmacy

CCs Representative Grussendorf
Senator Eliason
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N SISTERS OF

g~ PROVIDENCE
ALAKA THB-AH SERVING IN THE WEST SINCE 165

ADEAG

March 22, 1989

The Honorable Dick Eliason
Alaska State Senate

P.0. Box V

Juneau, Alaska 99811

Dear Senator Eliason:

I am very concerned by HB 70. As I understand 1it, HB 70 will remove
the Sunset Clause from SB 255 which is a directive to the State to
implement a Federal Pharmacy Medicaid program. I support SB 255 and

the implementation of a Federal Pharmacy Medicaid program.
Unfortunately, the State has not yet been able to develop a program
that has been Federally approved. Therefore, 1 support an extension
of the Sunset Clause for an additional year to allow:

1. The Department of Health and Social Services to finalize a plan
for a Pharmacy Medicaid program;

2. Federal HCFA officials to approve the plan;

3. Implementation of a program until the next legislative session;
and,

4. Legislative -eview of the impact of the progranm.

I would Ilike to request that you either vote against HB 70 inorder to
retain legislative review, or consider an amendment toextend the
Sunset Clause provision one additional year.

I would appreciate receiving your views on this 1issue.

Sincerely,

<
Consultant Pharmacist

MEMBERS OP THE SISTERS OF PROVIDENCE CORPORATION—ALASKA: PROVIDENCE HOSPITAL. ANCHORAGE-OUR LADYOFCOMPASSION CARE CENTER. ANCHORAGE-
WABHINGTON: PROVIDENCE MEDICAL CENTER. SEATTLE-THE D,PAUL RETIREMENT RESIDENCE AND MOUNT ST. VINCENT NURSING CENTER. SEATTLE—PROVIDENCE
HOSPITAL EVERETT-ST. PETER HOSPITAL OLYMPIA-ST. ELIZABETH HOSPITAL YAKIMA-ST. JOSEPH HOSPITAL ABERDEEN-ST. HELEN HOSPITAL CHEHAL1S— OREGON:
PROVIDENCE HOSPITAL MEDFORD— PROVIDENCE MEDICALCENTER, PORTLAND— PROVIDENCE CHILD CENTER. PORTLAND-ST. VINCENT HOSPITAL AND MEDICAL CENTER.
PORTLAND— CALIFORNIA: PROVIDENCE HOSPITAL OAKLAND-PROVIDENCE HIGH SCHOOL BURBANK-SAINT JOSEPH MEDICAL CENTER. BURBANK



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



Alaska State Leqislature

SENATE

Committee on Finance
P.O. Box v
State Capitol
Juneau, Alaska 99811

Official Business

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 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 report to the
Legislature by February 1, 1989.



December 7th

14th

16th

18th

19th

22nd

22nd

Kim Busch, Erie Hansen, Bert Parrish, and Darrell Stauffer meet

with federal HCFA officials in Baltimore toreview state plan.

State meet3 with regional HCFA officials inSeattle to review

state plan

Steering committee meets by teleconference. Also inattendance
are Chris Coursey, Bemie Klouda. EricHansen reviews federal
response to statoplan. Feds firmly rejectpercentage markup
formula as well as AWP as reimbursement for ingredient cost.
Feds require state to perform survey todetermine 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 1lst. State
proposes to pay AWP minus 5% plus fee of 57.90 (average-varies
individually) until survey is done at which time ingredient cost
will be adjusted to survey results. All non-pharmacist members
of the committee vote yes with EricHansen abstaining.

Pharmacist members ask for conference prior totaking position.

Dave Swanson, Ron Sedgwick, Chris Coursey and Bemie Klouda
meet by teleconference to discuss position on interim program
proposed by state. Dave Swanson conferred with Bill Larson who
could not attend this meeting. Pharmacistsunanimously agreed
that they could only support the initial state plan (AWP plus
markup plus fee) and would vote no to 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.lIst, until the ingredient cost survey isdone, at which time
AWP would be replaced with the actual ingredient cost as
determined by the survey. In addition, tliestate would require the
Association to provide a letter supporting the final program and
agreeing not tooppose HESS during theupcoming legislative

session.

After reviewing proposalwith 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 which limits the options ofthe phaimacy providers. Kim
Busch indicates thatthe state will probably adopt AWP minus 5%
plus a fee of $7.90 (average) until the cost ingredient survey is

completed.



RICHARD VERME ASSOCIATES
422 East Bay Drtwe, 127
Olympia, Washington 08506

STATE OF ALASKA

MEDICAID ESTIMATED ACQUISITION COST (EAC)
DRUG SURVEY

L ENGAGEMENT DESCRIPTION-- Under the authority of Contract ASPS Number 06-89-124 with the State
of Alaska, Department of Health and Social Services, Richard Vecrme Associates (RVA) performed the
following " described consultm% services.  Except for follow-up consultation, this ‘report represents the
completion of all other tasks, deliverables, obligations, and performance under this contract.

11 Purpose-- The purpose of this engagement was to conduct ssurvey of Alaskan prescription drug prices
in a representative number of phaimacies in Alaska providing those drugs under the Medicaid program.

12 Objectives— The objective of this engagement was two-fold,

1.2.1 First, it was to determine Estimated Acquisition Costs (EAC) for certain Medicaid prescriPtion
dtrugds I(? Alaskan pharmacies. The state required this work conform to federal acceptance
standards.

1.2.2 Second, it was to show the EAC as a percent o' the Average Wholesale Price (AWP). The
state required use of the AWP shown in industry standard references. These references
|nC|Uded the OCtOber |, 1988 through February 28. 1989M edispan, Blue Book, Or Red Book.

13 Chonsul,tan_t Team— The team used to conduct the survey consisted of two staff. Richard L. Verme was

the Principal and lead surveyor. Thomas  Zuchlewski, the firm’s Chief Technical Associate,
accompanied Mr, Verme.

14 Scope— The engagement addressed the following in the conduct of the survey.

141 The survey sampled twelve (12) Alaskan Medicaid
prescription providers. These™ included:

a. Six _86) of the higher volume Medicaid
[OViQers, _ ,
gi_x ﬂe) urban and six @ rural pharmacies,
Eight "(8) independent “and four (4) chain
stores, anid

b,
C.
d. Twenty-two (22) prescription drugs.
A

ccording to the Division of Medical, Assistance

(DMA) records, the sample_pharmacigs numper

nearly” fifteen percent '(15%) .of all Alaskan

Medicaid drug providers. "This is twelve percent _. .

%12%) of all enrolled providers. In dollar volume, Figure 1 Providers Volume
he Sampled pharmacies received twenty-one Comparison

percent (21%2 of al! state Medicaid ~ dr

u
payments ~ One half or forty-one %41) of thegAIaskan providers are in Anchorage. This
correlates with the urban element of the sample.

143 The twenty-two (22) sample drugs comPri_se nearly fourteen percent (f14'%) of all prescriptions
billed during the year 1988. Thé actual figure is’somewhat higher. This percentage does not
include all possible generic substitutes.

DOLLAR VOLUME
MMiceict Provioe's

142
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1.4.4 The, consultant team conducted the dru sujrgg
during the period February 14 through 21, 1989,
They “collected prices for”the sample drugs_on* _
site ‘at each of the twelve (12) pharmacies.” They Prescriptions B ties
obtained the prices from_invoices for 1988 ang
later on file at the sites. They further confirmed
tﬂelgata by a check of products on the provider’s
shelf.

DRUG VOLUME

Safpfr
15 Analysis Techniques-- The method of analysis consisted of
comgarln the grlce data collected with thg AWP_for each
drug as showD in the sive soor OF nes 5000 From this
conparison the consultant team calculated the percent AWP
for each price at each provider site. From these percentages,

they complied_averages for groups of drugs and providers.
Thése groups include:

151 Urban and rural providers,

152 Federal Maximum Allowable Cost (MAC) drugs
and Non-MAC drugs,

Figure 2 Drugs Volume Comparison

153 Drugs only available from a single manufacturer (Single Source),
154 Drugs available from two or more manufacturers (Multi-source) and not subject to MAC,
155 Averages for individual providers and drugs, and over-all total drug and provider averages.

2 DESCRIPTION OF APPROACH AND METHODS— The survey consisted of six (6) phases. RVA completed

the first four (4) phases in Alaska. The final two phases took place at the firm’s location in Olympia,
Washington.

21 Phase One-- was the selection of sample Alaskan Medicaid prescription providers and a "market basket"
of drugs billed to the Program. This combined an analysis of Alaskan Medicaid Manaqement Information
System’ (MMLS) reports dnd consultation with the Aldska, Division of Medical Assistance (DMA).

2.1.1 RVA and DMA agreed on twenty FZO? dnlj\ﬂ products representing the top_drugs in. the top
therapeutic classifications among all state Medicaid prescription billings. “This consists of a
mix of prescription medications.

a. It includes nine (9) Single Source drugs, seven (7) Multi-source federal MAC products,
and a total of eleven (12) Multi-source medications.

b. The Regional federal Heath Care and Financing Administration (HCFA) requested the
sample include an_emphasis on federal MAC drugs. _Therefore, the surveyors aqreed to

?V% t(vvo)(Z) more federal MAC Multi-source drugS. This increased the sample to twenty-
22).

¢. Not all sampled pharmacies carried all the surveyed drugbs. All drugs were available from
either natiohal wholesalers or a local wholesaler. APPENDIX A shows detailed information
on all of the drugs in the sample.

212 RVA and DMA agreed to a final selection of twelve 5\12) Medicaid prescription Rrowde_rs.
This included six (ga)_u_rban providers from the City of An¢horage and six (6) rural pharmacies
from other communities across the stale. From’ the orlplnal selection of providers, three
pharmacies contacted in advance, chose not.to take parf. DMA recommended and RVA
accepted replacements with similar characteristics, locations, and volumes. APPENDIX B.
provided under separate cover, describes each provider thai took part.

2.2 Phases Two Through Four— RVA completed these phases at the sampled provider sites. This consisted

of interviews with pharmacy management, checkm? prices of the sample drugs on the provider’s shelf,
and copying drug invoices and reldted documents for the sampled products.

RICHARD VERME ASSOCIATES March 25, 1989
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221 The interview with the pharmacist, owner, or manager determined the provider’s prescription
volume, Medicaid business percentaﬁe, and their Sources of suPpI%/. This included asking
which three (3) prescriptions they filled most often. The consultant team asked for a release
of wholesaler Information. This enabled the surveyors to determine applicable fees, up-
charges, and other product related costs.

2.2.2 The shelf i_nventory provided a record of the quantity, container size, date of purchase, cost,
and _ supplier for the sampled drugs. Also, it furnished similar information on any generic
equivalents in stock for use in substitutions.

2.2.3 The RVA survey team made copies of the provider’s qriginal drug invoices to confirm the
shelf inventory“and support later analysis. - Where available they Copied related wholesaler
reports. Thesg reports summarize provider purchases by actual cost and percent of AWP for
all drugs purchase in the report periods. APPENDIX C Contains examples of these summaries

2.3 Phase Five-- This phase included compiling and arrayin% all the information collected. This involved
(é%cgulgctllsctmaﬁgl 3;AS}/S\/P percentages for drug prices. As alast step, RVA performed the drug and provider

231 To comprlle_ and array the information the RVA team used hoth data bast and spread-sheet
tools. This displayed the associations and relationships of individual drug and provider data.
With the calculation of AWT percentages for the drug price data, this periitted analysis from
several different perspectives.

232 SECTION 3 of this report describes in detail the drug and provider cost analysis. It reco?nizes
commonJ)rowder characteristics, purchasing customs and related costs, sotrces of supply, and
associated pharmacy business practices.

24 Phase Six— This phase consisted of developing the survey’s findings from the analysis and incorporating
%nem into the engagement report. SECTION 4 of the following [ists the findings™ of fact identified by
e Surveyors.

3 DRUG COST ANALYSIS— The drugs cost analysis addressed provider demographics and drug purchasing
characteristics related to cost, actual drug costs compared to AWP, and the relationship among thése elements.

3.1 Provider Characteristlcs--

311 RVA and DMA agreed to_ divide Alaskan pharmacies into two (2) discrete categories based
on demographics and location. Of the eighty-two (82) Alaskan drug providers in the Medicaid
program, forty-one (41) were in the City” of Anchorage. ThlstIaced them in the Urhan
catégory based on location and the size Populatlon served. The Rural category contains_the
remainder of providers located across the state serving much_smaller communities. The
sample of providers contains six (e) from each of these categories.

3.1.2 The survey team classified the pharmacies that took part by the form of their business
organization as well. Providers were either part of a store Chain or Independent businesses.
The sample of providers contained four (4) Chain and eight (8) Independent stores,

313 From the DMA MM1S reports, RVA noted the percent of the total Medicaid prescription
volume done by each of the sampled providers, Where available, the pharmacies provided
estimates of what this represented as a share of their entire business.

3.2 Provider Drug Purchasing Practices-- The surveyors examined the provider’s drug purchasing practices
and arrangenients.

321 This placed the sampled providers in two (2) distinct groups based on their primary suppliers.
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a. The first group of eight (8) purchiied, in a Urge measure, from national wholesaler firms
with distribution centers In Washington Staté. The remaining four (4) in the sample
purchase from a local Alaskan wholeSaler located in Anchorage.” The team found two (2
?f the F]IX (6?,Urlian (Ancr]orage) providers and five (5) of the Rural providers purchase
rom the nafional wholesalers.

b. The team also noted all pharmacies took advantage of some manufacturer Direct
purchasing. This practice took the form of “free goods specials,” "dating deals,* or annual
purchases of antibiotics. This explains the low prices found for generic or M AC drugs

3.2.2 Some providers paid additional charges directly related to drug product purchasing For this
survey these payments arc a costs covered by the dispensing fee. These charges include:

a. Freight, postage, parcel delivery, or other shipping charges; and laic fees or peuailics for
past due bills.

b. Likewise, there were no reductions for prompt payment discounts, drug purchase related
non-drug, free merchandise, discounts, or other incentives.

3.3 Drug Cost Characteristics-- This survey compares the actual price of the sampled drug product with the
published AV<T for the product. The basis for comparison is the product National Drug Code (NDC)
and the AV>T effective on the date of purchase. Similarly, M AC prices are another bench-marl: for
drugs with a federal reimbursement ceiling The AWP percentages come from ’per unit costs* as a
function of the AWP wunit price. This method uses a weighted average to allow for different container
sizes. All calculations show percentages rounded to the nearest whole percent.

34 Provider, Drug, and Cost Relationships--

3.4.1 To examine these relationships, the surveyors used Drug-Provider Matrices or Tables. Table
1 shows the percent of AWP for each drug for each provider. It displays averages for both
individual drugs and individual providers. Also, it contains an over-all average for the total
of both drugs and providers.
Table | Drug and Provider AWP Percents
VENDOR CODE NUMBER DRUG
NAV: STRENGTH 11« 213#4« 5t 6#7#8#9 #0 #1 #2 AG
Prone 20 g @ 8 8 & 8§ & 8 8 &H ¥ R & &
Iter.istit 7 2* 8 8 &8 8 &8 & R B &
Tegretol 200 my g 8 & 7 9B 8 8§ B 97 % &
Oraxide 8 90 8 M DV Y PY L VD B T D
Fildini 20 ny 8 (4 84 % U4 & B A B U B H &
Drsjrtl 1SO my 8 8 8 8 & & 8 % &
2intac ISO mg 8 &8 & 8 8 0/ 8§ 0V 8 % &
Tagirr.t 1 300 g 8 D NV 89 0 & V 8 B & D
Prevent 11 90mtg 17gr 8 8 8 & &8 & R % 8 88
Tinormir- 50 mg 8 8 8 & & 8§ & & B & &
Pllirt ir. 100 mgy & 8 & & 8 & & H B &
Dirucet a too & & 8 8P & M 8 H NV B B &
Triphn 11 « 2 80 EC 8 & 80 & 8 & 0 & 0 0 &
Xir.u _ 0.5m 0 80 8 & 8 & 8 8 0 ¥ 0V NV &
Am:»ic 11in 250mg/Sml 41 28 9 R R 4 N9 N0 0D 26 4 N 3
Tjlei S/50C B 8 8 8 B B B B VR B & a
Piirjrir 0. 625my R & 8B B S5 B & NV B8 8 8
Meet rgar For 11s & 8 & 8 2 ¥ ¥ R & &
ljilrr.ci M/Ccotir.t #H 3 8 & B8 8 & 0O 8 D B8 ¥ 0 #
AtitarrincFrer Code'rt Phosphite 300r,g/30mg & 4 71 37 D 3 8 % 9 60 66
Mtc robarr.e: e 400 my A 6 80 % 9 6 6 68 % 8 73
Furoserice 40 my 8§ 2 2 @ 19 47 A 61
VENDOF  AVERAGE B2 8 &8 & 8 B &8 8 A D 8 8 DRUG AVERAGE
82 VENDOR AVERAGE
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34.2 Table Il conijiits of just the Non-MAC drugs contained in Table Ooc. Id the tame fashion
u shows each drug, “provider, and their averages.

Table Il Provider Axp Non-MAC Drug AWP Pbrcekii
VEKOOR c0O0t HUUBEF DRUG
AAV! strength 4 1424344454117 8149410 111 117 AG
PlOJIC 20 *( 8 11 IE IE 17 8 17 17 8 9 %H 17 89
Nerutit 7 r* 18 18 Il Il 8 19 17 13 8 9 B & 19
f11flin 20 «( & Il 81 4 ¥4 15 8 4 0D U4 B 8 s
D tSfftl SO HE 18 IE 17 17 ie 17 17 17 B 17 8+
ZtMtC ISO fg g7 IE 8 IE 17 19 8 17 90 88 % 17 8
jtret 300 Rg IS 90 19 9 19 9 19 8 9 15 % 8§ 9%
Pio»ri1l1 90m:j 17frr 88 IE IE 17 1B 17 12 15 IE % & 88
lincririf S0 #( 88 IE 8 8 It IS 8 8 17 &8 % 17 88
Ttiphm 1+ 26 10 10 84 8 8 15 80 & 8 M4 8 s &
Atm 0 Smj 10 10 & 15 10 15 80 8 s & 8 8 &
1J1oi s/soc B 8 8 8 B 98 6 B 0 8 B & a
Flirrirlr 0 62SmE It 8 & 11 19 8 & 90 & H B B
Uipi'(ir foft 1 8 8 83 80 8 B B &H 84 92 g 87
VENDOF. AVERAGE 8 8 8 87 8 8 8 g 8 17 o & &
87

34.3 Tables III through VII contained in APPENDIX D show the provider and drug relationships
including averages for:

a. Urban providers and Non-MAC Drugs,
b. Rural providers and Non-MAC Drugs;
¢. MAC drugs for
1) All providers,
2) Urban providers, and Rural providers;
d. Single Source drugs for all providers, and
e. Non-MAC Multi-source drugs for all providers.

34.4 The analgsis examined further the sensitjvity of the averages to possible anomalies in the data
collected. This included elimination of:

a.  Thehigh and low percentages for the drug products purchase by eachprovider;
b.  Thehigh and low drug percentages hased on wholesaler supplier;
. Thehigh and low provider averages; and

Thecalculation of averages weighted by the sampled drug and provider shares of the
Alaskan Medicaid program.

4. FINDINGS— The Surveyors found two (2) primary areas where the facts clearly offer conclusions. The first
b

ertains to drug purchasing and pharmacy business practices. The second applies to the percent of AWP
Pepresented by gthg actual gcost foe the sa%/npled drugsp & d
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4.1 Business ind Drug Purchasing Practices-

411 The sampled Alaskan Medicaid providers can and do purchase the surveyed drugs from
several suppliers.

a.  The survey shows providers in similar circumstances using different Prjncipal wholesalers.
This had no positive relation to cost. The providers did indicate this related topersonal
preference, proximity, shipping times and delivery periods.

b.  The surveyed providers purchased nearly thirteen percent of (13%) oi the sampled products

from squrces other than wholesalers. THhis Bractlce resulted in drugs costs well below those
charged by the wholesalers noted in the survey.

417 There were a possible thirty-six (36) respondents to the request to identify the three most
commaon grescn[%tlons. Twénty-three (%%%fanswered the question. They reported the surveyed
drugs in sixty-tbrec percent (63%5 of 't

Cases.
413 The survey& team found equivalent drug products .« pharmacy shelves for which there is no
apparent FDA approval.

414 Eight (8) of the twelve glz? surveyed providers paid certain fees to dru? wholesalers. These
Include ‘charges for such items as enrollment, microfiche and order eniry equipment.

a. These fees varied with the volume, quantity, frequency and type of purchases. From
available information, the team estimated the additionial associated drug cost.

b. The estimates showed only one (1? of the, ~ eight (18) providers had fees approachingtwi
percent (2%) of drug costS. The others paid only”small” fractions of a percent.

415 Wholesaler summary reports for the
DRUG COST PERCENT OF AWP surveyed  providers  document

purchasin? of all drug products on the

fi,  VENDOR AVERAGES average of between €ighty and eight-
five percent 680% - 85%) of AWP,
W 1 SEmor) ESSuursss o APPENDIX C contains examples of

theses reports. This is consistent with
the averages shown in Table 1

416 Wholesaler and direct supplier ’&FICE

date and invoices show federal MAC

RURAL VENDORS drugs  routinely  available  and
purchased by the prCudent buyer at

OIVENDOFI < prices below"the MAC.
81% 83% 8% 87% 8% 417 The presR/lncle, on provide[J s_helvesfof
Figure 3 Provider Averages Percent of AWT eneric, Mu'tl-source, substitutes for

e surveyed brand name ,drug
products  indicates  authorize
substitution may be a relatively

common practice.
42 Drug Cost Percentages of AWT— P

421 The survey team found no material difference hetween the total drugpriceaverages  and
the averages for all providers. This includes:

a. All drulgs and all providers at eighty-twopercent(82%) ofAWT for Urban andRural
providers; and

b. Blr%Q/T(Ii\élr/éc drugs at eighty-seven percent (87%) of AWT for both Urban and Rural

RICHARD VERME ASSOCIATES
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c. Figure 3 illustrates these comparisons for the surveyed providers.

4.3 Figure 4 shows the same relationships for the sampled

driigs. Tables I'and n of Section 3and Tables Ill and IV DRUG COST PERCENT OF AWP
of APPENDIX D show hoth sets of relationships. _ PRUG JVERAQES
431 The surveyors found MAC drugs widely and E_ W=
consistently available below thé MAC price. . moo- P . -
4.3.2 The high was Urban providers with b high of an tr-Jmn - 8y
sixty-nine percent (69%) of MAC.
a. The low was Rural provider’s MAC drug
price average of sixty-five percent (65%). o TRIAH VBADORS RLRAL VENDORS TOTA VB OCR!
( n ‘3«“
b. Table V of APPENDIX D displays the erUADve in m o

MAC averages. IMDne«  E2 Mai-UAC Dr¥

433 There isa modest difference between average  Figure 4 Drug PERCENTAGES CF AWP
Percent of AWP for Single Source drugs and

hat for Non-MAC Mulfi-source drug.

.. The average for the surveyed providers for Single Source is eighty-seven percent (87%).
b. The average for Multi-source Non-MAC products is eighty-nine percent (8%%).

- TAanpleESNDl\)/(I Dan%' |VII tth

isplay this

DRUG COST PERCENT OF AWP relationship. Figure_p5.yshows
By Sources the difference graphically.

434 The sensitivity and weighted average

analyses proved there was no materjal

DFILO /VERAQE differences resulting from anomalies
In the data collected.

a. Eliminating high and low, drug
prices, drug” AWP percent
VENDOR >VERAIOE averages, ~providers, or
suppliers made no material
change in final averages.

661 67% 66k 6% 00% b.  Neither did weighting the
HH Beurot RSN WuUh*ourc average drug and provider
AWP. ercentages by Medicaid
: _ _ _ provider —an prESCHP'[I_Oﬂ
Figure 5 Comparison Single and Multi-source Drug volume male any material
Averages change.
b,

CONCLUSIONS— 8%) data collected from this survey justifies the State of Alaska considering the use of
HGHTY— EVEN ( f§of AWT as the basis for at. Estimated Acquisition Cost (EAC) for reimbursement of
00-MAC Medicard pfescriptions. Factors to consider in any adjustment to this percentage could mnclude:

51 Increases based on a fully documented statewide assessment of wholesaler monthly fees;
52 Decreases based on clear evidence showing the impact of supplier prompt payment discounts; and

53 Increases based on re-examination of the dispensing fee hass that demonstrates such items as postage,
freight, or shipping costs arc part of the ingredient™costs and not otherwise reimbursed; and

54 The use of a separate and higher tier to address the Non-MAC Multi-source drug differences.
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STATE OF ALASKA

MEDICAID ESTIMATED ACQUISITION COST (EAC)
DRUG SURVEY

APPENDIX A

DRUGS SURVEYED

wn>>

Prozac 20 m(m;/I Lilly MAC (Yes/No); N
OURCE (MS- Multi-source, SS- Single”Source): SS

nistat 7 .« Ortho MAC (Yes/N
|

o

0 ( _ 03): N
RCE (MS- Multi-source, SS- Single Source): SS

U (MS-
TeF?reto. 200 m?,_ Geigy MAC (Yes/No): Y
U (MS- Multi-source, SS- Single Sotirce): MS

azide , SKF MAC (Yes/Nogz_ Y
E (MS- Multi-source, SS- Single Source): MS

ne 20 mg, Pfizer MAC éYes/No): N
(MS- Multi-source, SS- Single Source): SS

[T219p]

wnO
(@)
[
oo
(@)

nim
mn!
D

(@]
(=
X0
O
Mo

T

(MS- Multi-source, SS- Single Source): MS

Zantac 150 mg, Glaxo MAC gYes/N%): N
OURCE (MS- Multi-source, SS- Single Source): SS

URCE
T%gamet 300 mﬂ, SKF MAC (Yes/No): N
URCE (MS- Multi-source, SS- Single Source): SS

90mceg. 17gm, Schering_ MAC (Yes/Nog:
MS- Multi-Source, SS- Single Source): M

rmin 50 mq, Stuart-1CI. MAC (Yes/No): N
E (MS- Multi-source, SS- Single Source): SS

wn@

-

0

wn— wmk
(@) (@)
c =z
= ;Ug
[@l= [@p13>)
m=
—_—

DX
|

- MuTti-source, SS- Single Saurce):

100, . Lillv MAC gYes/N%): Y
- Multi-source, SS- Single Source): MS

-28 . Wyeth MAC (Yes/No): N
S- Multi-source, SS- Single Source): SS

I
M
nax 0.5mg, Upjohn MAC (Yes/No): N
N %ﬂ Y
I

wnr—
o
nN= w

(@)

S- Multi=source, SS- Single Sgurce): S

(MS- Multi-source, SS- Single Source):

TUonx 5/500, McNeil MAC (Y_es/No)S: N
OURCE (MS- Multi-source, SS-"Single Source): MS

N O NnO 82 wn
> C<x C4
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Deéyrel 150 mg, Mead Johnson MAC (Yes/No): N
OURCE

00 m?,_ Parke Davis MAC (Yes/Nog/I:S Y

E
xicillin- 250ma/5ml,  Squibh MAC (Yes/No):
E k %—' ( Mg

SCHEDULE n (Yes/No): N
SCHEDULE 11 (Yes/No): N
SCHEDULE 11 (Yes/No): N
SCHEDULE 11 (Yes/No): N
SCHEDULE I (Yes/No): N
SCHEDULE 11 (Yes/No): N
SCHEDULE D (Yrs/No). N
SCHEDULE D (Yes/No): N
NS cHEDULE H (Yes/No): N
SCHEDULE D (Ycs/No): N
SCHEDULE D (Yes/No): N
SCHEDULE Il (Yes/No): N
SCHEDULE Il (Yes/No): N
SCHEDULE Il (Yes/No): N
SCHEDULE 0 (Yes/No): N

SCHEDULE 11 (Yes/No): Y
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CODE:(S) rin 0.625mg, Ayertt MAC (Yes/No); N

Prema ;
OURCE (MS- Multi-source, SS- Single Sourcg): MS  SCHEDULE Il (Ycs/No) N

Mcgcrgau Forlis, Wyeth MAC (Yes/No): N

E “(MS- Multi-source, SS- SiDgic Safrce): S  SCHEDULE II (Yes/No) Y
. This drug now on FDA less than effective list

Lylenol w/Codcine #3, McNeil. MAC (Yes/NR/?: Y
OURCE (MS- Multi-source, SS- Single Source): MS ~ SCHEDULE Il (Yes/No) N

CODE: R
S
N
S
SOURCE (
CODE: T Acetaminosohen; ,0deine Phosphate 300mg/30rp4% Generic_ MAC (Yes/No) Y
SOURCE (Ms- S
U
S
V
S

CODE:

OURCE Multi-source, SS- Single Source): CHEDULE II" (Yes/No): N

robamate 400 mg, Generic. MAC (Yes/N’{)/?: Y
MS- Multi-source, SS- Single Source): MS  SCHEDULE Il (Yes/No). N

(
rosemidc 40 mg, Generic MAC (Yes/No): Y
(MS- Multi=source, SS- Single Source): MS  SCHEDULE Il (Yes/No): N

CODE:

CODE:

Appendix a
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APPENDIX C

WHOLESALER REPORT EXAMPLES
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STATE OF ALASKA

MEDICAID ESTIMATED ACQUISITION COST (EAC)

PROVIDER -

DRUG SURVEY

DRUG RELATIONSHIP TABLES

APPENDIX D

Table Il Drug Cost Percent op AWP Non-MAC Urban
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Table IV Drug Cost Percent op AWP Non-MAC Rural
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RICHARD VERME ASSOCIATES
MEDICAID EAC DRUG SURVEY
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Re: Pharmacy Medicaid Program (HB70)

Texas document refuting the federal HCFA arguments against a
reimbursement methodology that 1links the fee paid to the
cost of ingredients.

From: Ron Sedgwick, Leg. chairman, Alaska Pharmaceutical

Association
789-0458 (office) 789-9628 (office) 789-9522 (home)

It should be noted when considering the attached information
from Texas that the period 1in contention 3-1-86 through
3-31-87 is PRIOR to the publication of the "Final Rule"”
regulations that we operate under today. The basic thrust
of the "Final Rule™ regulations was to give states even more
leeway than before, (see pages 4 & 5 of Texas document)
Texas Medicaid officials have stated that the period after
the publication of the "Final Rule”™ has not been challenged
by federal HCFA officials. (October 1987 to date) Thus,
the HCFA arguments against such a reimbursement methodology
as the "Texas Model"™ are even weaker today than they were
prior to October 1987.



UNITED STATES DEPARTMENT OF HEALTH AND HUMAN SERVICES ‘/
DEPARTMENTAL GRANT APPEALS BOARD

IN THE MATTER OF THE
TEXAS DEPARTMENT OF
HUMAN SERVICES,

MEDICAID DISALLOWANCE
FOR DRUG DISPENSING FEES

BOARD DOCKET NO. 87-137

W W W W

APPELLANT®"S BRIEF IN SUPPORT OF A
REVERSAL OF THE DISALLOWANCE DECISION

I. BACKGROUND

This 1is an appeal of a decision by J. D. Sconce, Regional
Administrator, Health Care Financing Administration (HCFA),
United States Department of Health and Human Services (HHS). By
letter dated July 2, 1987, Mr. Sconce notified the Appellant,
Texas Department of Human Services (TDHS), of his decision to
disallow $1,225,108 in federal financial participation claimed
by TDHS for drug dispensing fees under the Medicaid program from
March 1, 1986 through March 31,-1987. As is reflected 1in the
disallowance letter, this action followed a series of deferrals
over a period of four consecutive fiscal quarters during which
TDHS was actively seeking an opportunity to appeal. Thus, by
its actions 1in this matter, HCFA has already deprived the State
of the possibility of obtaining an earlier review which would

have involved a substantially smaller disallowance amount.



Moreover, despite the requirements of 42 U.S.C.A. 1396b(d)(5)
and the State"s exercise of 1its option to keep the funds 1in
dispute pending a final decision 1in this matter, HCFA has
retained a significant amount of the funds at issue here.

These funds have been claimed by the State as part of 1its
costs in providing prescribed drugs to Medicaid recipients.
Payment for these services 1is clearly authorized by the Medicaid
statute and regulations. 42 U.S.C.A. & 1336d(a)(1l2); 42 CFR
440.120. The regulations allow payment for these services in an
amount equal to the ingredient cost plus a reasonable dispensing
fee or the provider®s usual and customary charge to the public,
whichever 1is lower. 42 CFR 447.331. Further, the regulations
contemplate that the dispensing fee will 1include a profit
factor. 42 CFR 447.333(a)(4). The question raised herein 1is
whether the law and regulations specifically prohibit a state fronm
determining the profit factor on a transaction-by-transaction
basis or whether they require that the profit be estimated and
applied on an across-the-board basis.

From an economist®s point of view, a normal profit is a
cost of doing business. Normal profitslare "the return to the
businessman for his own services (as a manager], and the
interest on the money he himself has invested in the business 1in
the form of capital or land."” (John A. Guthrie, Economics,
Richard D. Irwin, 1Inc. (Homewood, 111) 1961, p. 531.) From an

accounting point of view, profits are the funds the businessman



acquires from sales after paying all costs of doing business and
are not considered as a cost of doing business. In accounting,
it is appropriate Co refer to profits as a percent of sales.

In determining tho dispensing fee, the State of Texas
allocates the return for the pharmacy owner®s services or
manager"s services as a salary expense which is appropriate in
both the economic or accounting definitions. What is left,
then, 1is some compensation for the amount of capital invested.
Again, in both economics and accounting, this compensation (or
interest) can be calculated in either terms of dollars or terms
of percents. The more common way IS as a percent. Interest 1is
almost always discussed as a percent of capital, although 1in
business accounting, it can be either a percent of capital or a
percent of sales. If a percent of sales, it must be adequate to
provide the appropriate interest on capital. Applying a profit
percent to each transaction, as the State of Texas has done,
conforms to generally accepted accounting, economic and pricing
practices. The method gives a higher dollar return on higher
cost products, but higher cost products require greater capital
investments, and with higher investments, payments should be
higher.

In its disallowance HCFA has referred to various studies,
pre-regulation guidelines and preamble comments expressing the
view that including the profit in a flat dispensing fee was

preferable to a methodology which takes 1into account a



pharmacist®™s cost of stocking various drug products. However, a
staff member of HHS"s (then HEW"s) 1969 Task Force on
Prescription Drugs~has indicated that the current circumstances
are considerably different from those that existed at the time
those recommendations were made. For example, at the time of
the Task Force, few pharmacies used lower cost generic drug
products in place of higher cost brand name products. The flat
fee was seen as a method for "not encouraging” pharmacists to
use higher cost products. Since then, however, the federal
payment limits on multiple source products plus the state®"s”
limits on drug product costs now generally prevent pharmacists
from using higher cost brand products. Competition has forced
pharmacists to use lower cost generic products for the private
sector. The need for a neutral policy no longer exists.
Pharmacists simply cannot use higher priced brand name products
in government programs because of reoulatorv restrictions.

n At the same time, prices for many single source drug
products which do not have lower priced generics have risen
dramatically. Since the pharmacist has no part in determining
whether these products will be used, a reimbursement policy that
encourages the use of low cost products 1is not effective and may
adversely affect the pharmacist®s willingness to stock high cost
products. Since these products require greater capital
investment, the use of a percentage profit method makes good

sense. Higher dollar investments should bring higher dollar



returns, and in the absence of such a payment policy the
availability of needed high cost drug products for Medicaid
recipients 1is obvicrusly going to be diminished.

Belatedly, these new circumstances have now been recognized
by HCFA in recent regulations which specifically give states
greater flexibility in this regard. July 31, 1987 Federai

Register (Vol. 52 No. 147) pp. 28648 et seq.; Also see Exhibit

H.
" I1. 1SSUE
At issue in this appeal 1is the Texas drug reimbursement
methodology. The HCFA disallowance was taken because that

agency questioned whether or not Texas®™ sliding scale dispensing
fee is allowable 1in accordance with Federal statutes and
regulations.

Since March 1, 1986, when the current methodology was
implemented, Texas®™ total provider payment for a pharmaceutical
transaction has been calculated by adding the estimated
acquisition cost (EAC) of the drug dispensed, and a dispensing
fee, which on average 1included the statewide base dispensing
expense ($3.26) and a 5.5% profit on the selling price. The
profit on the selling price is derived by dividing the total

transaction cost by .945.



For example:
Drug Cost Dispensing Expense
$10. 00 4~ ~ $3.26 = $14.03
.945
Thus, for this transaction profit equals $.77:
$14.03
- 13.26 transaction cost
.77 (or 5.5% of $14.03) Profit
While the dispensing fee equals $4.03:
$3.26 dispensing expense
+ .77 profit
4.03 dispensing fee

As may be seen in Appellant ™ Exhibit A, HCFA"s July 2,
1987 disallowance letter, HCFA argues that this methodology 1is
impermissible. The basis for this claim is that the Texas
system violates the drug reimbursement regulations, specifically
42 CFR 447.331; the preamble to these regulations as found in
the August 15, 1975 Federal Register (Vol. 40 No. 159); and
HCFA®"s June 1, 1977 "Prepublication Draft Guidelines"” on the
payment of reasonable charges for prescribed drugs to State
agencies.

The State will show that its sliding scale dispensing fee
methodology 1is not prohibited by the 42 CFR 447.331; that the
preamble to this regulation when it was published, and the
"Prepublication Draft Guidelines,"” while recommending against a

mar).up svstem. do not address the Texas®™ system; and that the

preamble and guidelines may not, in any event, legally prohibit



a mark>*~ system or any other methodology not otherwise
prohibited 1in the regulation itself. Finally, the State argues

that HCFA®s computation of its disallowance 1is incorrect.

I1il ARGUMENT
A. The 1975 Preamble to the Dispensing Fee Regulations May
Not Pro.hibit Texas®" Sliding Scale Dispensing or a Markup
Systenm

As is argued 1in section C, below, the State does not have a
markup system of the nature prohibitedby the preamble. However,
it is the State"s position that even if the markup systenm
referred to in preamble was the same as the system used by
Texas, the preamble 1is not a legally permissible vehicle to
prohibit such a methodology.

In the August 15, 1975 Federal Register (Vol. 40 No. 159)
HHS promulgated rules regarding the reimbursement for Medicaid
drugs. In the discussion regarding dispensing fees at page
34516 there 1is the following reference:

/Comment: The method of determining a dispensing fee"

should be based on percentage markup rather than on a

fixed fee basis. (1 State Medicaid agency).

Response: This is not acceptable since a percentage

markup would be an incentive to use higher cost drug

items and thus it would run counter to the objectives

of the regulations. A GAO study in 1966 strongly
“"recommended against this method.



Again, as 1is argued 1in section C, the current Texas system 1is
not a markup system in tho sense that 1is referred to in this
comment. Further /m"the Texas system is not an incentive for the
use of higher priced drugs. Dut of most 1immediate concern is
that it is well understood that the preamble to a regulation may
not substitute for the regulation itself. This 1is precisely
what HCFA 1is attempting to do in this case because there 1is no
arguable prosition against a markup system 1in the relevant
regulation

In its letter of disallowance (Exhibit A at page 2) HCFA "cites
42 CFR 44.331(c) 1in support of 1its prohibition: "The dispensing
fee must be set by the agency under 447.333." This section 1is
then also quoted to the effect that the dispensing fee may vary
according to three cited factors. It appears that HCFA 1is
arguing that the fee may only vary according to these three
factors. In fact, there 1is no basis for such an interpretation

of the full section:

8§ 447.333 Dispensing fee
(a) The agency may set the dispensing fee by taking into
account the results of surveys of the costs of pharmacy
operation. The agency must periodically survey pharmacy
operations including--

(1) Operational data;

(2) Professional services data;



(3) Overhead data; and
(4) Profit data.
(b) The dispensing fee may vary according to--
(1) Size and Ilocation of pharmacy;
(2) Whether the drug is a legend item (for which Federal
law requires a prescription) or nonlegend item; and
(3) Whether the drug 1is dispensed by a physician or an
outpatient department of an institution.
(c) The dispensing fee may also vary for drugs furnished
recipients 1in institutions by a pharmacy using a unit dose
system. In those cases--
(1) The dispensing fee 1is added to the ingredient cost o-
the drug actually used; and
(2) The fee 1is either-
(i) An amount added to the cost of each unit dose.; or
(ii) A daily or monthly capitation rate per recipient
being furnished drugs.

The 1list of factors by which the dispensing fee may vary is

obviously stated permissively rather than exclusively. To have

done

otherwise would have required little change 1in language by

the drafters, but they clearly chose not to avail themselves of

this

have

been

been

simple option. Nor, had they done so, would the section
been internally consistent. For if the three factors had
stated as exclusive of all other factors, there would have

no purpose in requiring states to collect data in their



periodical surveys of pharmacy operations on anything but these
three factors v/hen, in fact, states were required to survey for
operational, professional services, overhead and profit data

— and routinely take other factors into consideration in setting
fees.

Previously, HCFA itself has consistently recognized the
ability of states to include other factors in the dispensing
fee. For example, the Agency has approved Texas"™ utilization of
such variables as an incentive to the pharmacist to record
billing data on tape, free delivery to patients (as
reimbursement and as 1incentive), the cost of keeping patient
profiles and continuing education expenses. Even HCFA®"s 1977
"Prepublication Draft Guidelines™ recognize the States may may
employ any number of variables in determining the dispensing
fee. And specifically on page 45 of the guidelines, Texas 1is
even cited as an example of a state with a variable fee.

**x Thus, 1in the absence of regulatory language prohibiting any
form of a markup system, HCFA instead turns to the above-quoted
comment and response in the preamble to the regulations despite
the fact that the Board has determined that "(a] preamble,
unlike a regulation, does not appear in the Code of Federal
Regulations ... the permanent library of active regulations,
[but] only in the Federal Register."” New York State Department
of Social Services, GAB Decision No. 818 at 7 (December 12,

1986) . The Board 1in New York clearly ruled that a preamble 1is

10



not binding on the State "... where it imposes a-li-mitation not
apparent on the fact of the regulation and not required by the
statute."” 1I1cK See also Maryland Department of Health and Merital!
Hygiene, GAB Decision No. 85 at 7 (February 28, 1980) ("[t]he
preamble 1is in principle an explanatory not a regulatory part of
the instrument™). Thus, it is well settled that a preamble to a
federal regulation may not impose limitations not found 1in the

regulations it accompanies.

B. HCFA®"s 1977 "Prepublication Draft Guidelines™ May Not

Prohibit Texas®™ Sliding Scale Drug Dispensing Fee

Through Information Memorandum IM-77-27(MSA) June 2, 1977,
HCFA forwarded what it described as "Prepublication Draft
Guidelines on Payment of Reasonable Charges for Prescribed
Drugs"” to state agencies administering medical assistance
programs. At page 9 of the draft guidelines "mark-up systems"
alee prohibited. As may have been seen in their disallowance
letter (Exhibit A), HCFA greatly relies upon these guidelines as
a rationale for finding Texas®" drug dispensing methodology to be
suspect.

As is true of 1its reliance upon the preamble, and for much
the same reasons, this reliance 1is unjustified. Indeed, the

draft guidelines have never been finalized -- despite the

11



passage of ten years since their release. By definition, they
are "prepublication,”™ and "draft"™ guidelines which have never
been finalized-.-

Nor, as 1is also true of the preamble, do they have any
legal effect. Except 1in its reliance upon the guidelines in
this matter, HCFA itself has never treated them as having full
force and affect. An excellent example of this 1is the testimony
of the HCFA"s Medicaid State Representative, Larry W. Seals, 1in
a January 1985 Texas Department of Human Services administrative
hearing.In this hearing, which also concerned drug dispensing
fees, Mr. Seals was asked if the 1977 "Prepublication Draft
Guidelines” at 1issue hpr-p were ever finalized. He answered :

They were never 1incorporated into the medical

assistance manual as discussed 1in the cover letter”

They were never arinpt-pH -

Exhibit B, Revco v. Texas Department of Human Resources, No.
84-28, page 94 at lines 13-16. The counsel for the state agency

then asked Mr. Seals about the significance of a document never

having been formally adopted into the Medicaid Assistance

Manual. The following exchange ensued:
A. It therefor guidance. If somebody chooses to use --
it"s there for guidance to astate. IfT they wish to

review these proposed guidelines and choose to adopt
them, it"s there; but it does not constitute the formal
policy of our agency.

0. Must the state use such -- the guidelines elicited in
Department®s Exhibit No. 16 [the 1977 "Prepublication
Draft Guidelines] when formulating their policies on
Medicaid prescription pricing for senior citizens
discount areas?

A. They may use them. They must not. They may. There®s
no requirement that they use them.

12



0. To clarify/ if a state does not use the guidelines
summarized 1in Department®s Exhibit No. 16 before you,
would that state in any way be considered out of
compliance with federal requirements?

A. No. -

0- Has the process of interpreting questions under the
federal regs changed with different presidential
administrations?

A. Yes. In other words, for example, Title XX of the
program in 1977 was administered in one manner and now
it’s a block grant progranm. Sowith a stroke of the
pen, the procedure can change.

0. Has the process of interpreting Medicaid regulations

changed since the U.S. Presidency of Ronald Reagan,
that administration, came 1into office?
Yes.

A

Q. If so, how?

A Considerably more latitude 1is given to the states.

Ibid, pages 95-96, lines 12-25 and 1-22.

HCFA"s reliance upon the draft guidelines is also
inconsistent with a 1978 internal draft memorandum from the
agency"s Acting Assistant Secretary for Planning and Evaluation
to the Secretary of HHS regarding reimbursement for prescribed
drugs. At page 12 of this memorandum, the author notes that the
draft guidelines are "..._.advisory only and never published in
final form."™ He goes on to say:

It is important to emphasize that only the
regulations, not the guidelines, legally govern
States”™ vresponsibilities 1in setting dispensing fee

reimbursement levels. As noted earlier, the
regulations grant States great discretion 1in this
matter.

See Exhibit C.

13



This view is reiterated by HCFA®"s Hearing Officer, Mr.
Albert G. Miller, 1In the Matter of the Disapproval of Arkansas
State Plan Amendments 84-11 and 05-16, Docket Nos. 85-1 and
86-4. In this decision the Hearing Officer states at page 11:

One last comment 1is in order here. HCFA 1indicates

that it requires the State to follow the provisions

set out in "Information Memorandum, IM-77-27 (MSA).

June 2, 1977," further identified as "Prepublication
draft guidelines”™ (HCFA Exhibit A). While this

instruction may indicate informal HCFA policy in draft

status b:ck in 1977, it certainly does not have,the

effect of the law or regulations, or even the effect

of published final manual instructions.

Finally, the Board has interpreted 5 16.14 of 1its
regulations, "How Board Review 1is Limited,” to cover "._...only
those formal rules published in the Code of Federal Regulations
under the Administrative Procedure Act (not the myriad of
manuals, guidelines, formal letters, and other 1issuances which
HHS agencies often use)."” "Ruling on Jurisdictional Issues,”™ FY

1981 AFDC and Medicaid Quality Control Disallowances, Board

Docket Nos. 85-108 et al, October 17, 1985 at 6.

C.,Te"xas™ Sliding Scale Dispensing Fee Formula 1is Not a
f Markup System )

"Wh4 -gp t-hp State has shown that the preamble and draft
guidelines may not preclude the use of methodologies not
prohibited 1in 42 CFR 447.331, it is also important to appreciate

that Texasl sliding scale dispensing fee methodology jjs not a
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markup system as described in the guidelines and, therefore, 1is
not precluded by the preamble to the regulations or the 197/
"Prepublication Drarft Guidelines."

This may best bo seen in the explanation of the background
of the dispensing fee regulations set forth in Professor Vincent
Gardner®s Deposition on Written Questions, which forms Exhibit D
of this brief.. Professor Gardner 1is currently a Clinical
Associate Professor of Pharmacy at the University of Texas. When
the federal Health Care Financing Administration was
established, Professor Gardner was named Associate Administrator
and Director of the Office of Pharmaceutical Reimbursements of
the Medicaid Bureau. He was also the Chairman of HEW®"s
Pharmaceutical Reimbursement Board. He was a member of a work
group whose work resulted in the 1975 dispensing fee
regulations. He or his staff did most of the policy and
economic analyses that were used to develop the 1975
regulations.

While 42 CFR 447.333 does not address the use of a
percentage markup, it mandates that a dispensing fee be used.
There 1is also no prohibition of a percentage for profit. The
recommendation against a markup 1is only found in the 1975
preamble to the regulations and 1in the 1977 "Prepublication
Draft Guidelines.™ As Professor Gardner explains 1in his
deposition, 1in 1its preamble to the regulations, and later 1in

guidelines, HCFA intended to discourage the use of a percentage
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markup system. Professor Gardner explains that Texas®™ sliding
scale dispensing fee does not violate either the spirit or the
letter of the regulations, or even the preamble and the
guidelines, because the Texas methodology 1is not a percentage
markup system, 1i.e., the application of a percent to the cost of
the drug to determine price. See Exhibit D, pp. 2-3, nos. 5 and
6.
This definition of markup, wherein the drug vendor applies
a percentage only to the acquisition cost 1is not only the
definition intended by the drafters of the regulations and the
guidelines but also the commonly accepted working definition
employed in retail 1industries. See Exhibit D, pg. 4, no. 7.
Percentage markup as a pricing norm has evolved from the basic
idea that the cost of an item 1is the factor to which markup 1is
added 1in order to obtain a certain gross margin in every
instance. See Marion Laboratories, Effective Pharmacy
Management, Second Edition, (1983), pp 246-269""Thus, markupn"""""
as/it is traditionally defined, 1is not only the application of a
/percentage or ratio only to the acquisition cost, but also the
intended result that a certain gross margin be obtained 1in every
VAnstance. Texas®™ sliding scale dispensing fee does neithernr-~-"2
This 1is further seen by the discussion of the profit factor
in the "Prepublication Draft Guidelines.™ As Professor Gardner
explains 1in his answers to the State"s deposition, 1if the

guidelines suggest that percentage profit is permissible for the
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flat/average dispensing fee determination, it is clearly no less
allowable for all fee determinations. Again, the regulations
and the guidelines”™are only internally consistent if one assumes
that markup 1is defined 1in the traditional manner outlined above.
What 1is discouraged by the preamble and the guidelines is
"_..the use of a percentage markup which 1is an application of a
percent to the .cost of the drug to determine price." Exhibit D,
pg. 4. no. 7. It was not intended to address, let alone
prohibit, the use of a percentage to determine fee
determinations. "Markup"™ 1is undefined in the preamble and the
guidelines. The State argues that the definition applied (now
10 years) later should represent the intention of the drafters
and common retail pharmaceutical usage. Thus, even 1if the
guidelines and the preamble were legally appropriate vehicles to
prohibit methodologies not prohibited by the regulations, Texasl

sliding scale dispensing fee is clearly not a markup system. -

D. The Texas Sliding Scale Fee Controls Costs and Ensures
Availability
The 1966 GAO study referenced 1in the Preamble to the
current regulations recommended against a percentage markup
system on the assumption that such a system would be an
incentive to use higher cost drug 1items. This argument is
advanced by HCFA as its rationale for the stand it takes 1in the

1977 "Prepublication Draft Guidelines” and in this disallowance.
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As may be seen 1in a summary analysis of the sliding scale
dispensing fee in Section 11, the Texas system is not an
incentive to u.se higher priced drugs. The assumptions on which
the preamble was based can also be demonstrated to be
inapplicable to Texas®" actual experience under its sliding scale
dispensing fee methodology. As is clearly shown 1in Exhibit E
the use of higher cost drugs (multi-source innovators) has
continued to decline since the implementation of the sliding
scale methodology, while the use of multi-source generics has
increased. The fee structure can have no effect on the use of
single source products, as neither the physician nor the
pharmacist has a choice of drugs to select from. This data
shows that the concern that higher cost drug usage would
increase 1is without merit.

In addition, the 1983 HHS Departmental Task .Force on drug
reimbursement recognized that reductions 1in reimbursement for
the ingredient portion of drugs must inevitably result in a
reconsideration of the adequacy of dispensing fee levels. Texas
has significantly reduced the amount it pays for drug products
in the Medicaid program. Just as the HHS Task Force predicted,
this has required us to revise the dispensing fee. Nevertheless,
this revision still complies with the legal requirements of the
regulations and at the same time it results 7?n drug payment
rates that are, 1in the aggregate, lower than any other state 1in

this region. See Exhibit F.
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Exhibit G shows that the average cost per prescription i
FY 1989 will be $3.32 less than it would have been under the
(HCFA-approved! Texas system. The average dispensing fee wil
beeonly 18 cents higher than it would have been under the fla
fee system previously 1in use. However, this slight differenc
in fee allows us to ensure availability of prescriptions desp
lowering the product-cost reimbursement an average $3.38. Th
the "bottom line™ conclusion 1is that Texas has ensured

availability while reducing State and Federal costs.

E. HCFA"s Computation of the Disallowance 1is incorrect

For all of the above reasons, TDHS believes the entire
amount of this disallowance 1is 1incorrect and that the
disallowance should be reversed. However, in the event the
Board upholds the disallowance, the State would argue that the
amount of the disallowance 1is overstated. In calculating the
disallowance, HCFA subtracted the average paid fee ($3.86) from
the period immediately prior to the implementation of the new
sliding scale dispensing fee from the average fee paid under the
new methodology. This yielded an incremental fee increase fronm
which the disallowance was figured.

The State contends that while the formula may be
reasonable, the data upon which it 1is based 1is not. The false
assumption in these calculations 1is that, but for the new

sliding scale dispensing fee methodology, Texas would, six



quarters later, still have a fee set at the level it was at 1in
1905. The only fair comparison is between the actual average
paid fee under., the new methodology 1in each of the disallowance
periods and what our average paid fee would have been if the old
HCFA-approved methodology had been applied to updated survey
data. Thus, numerous variables in the average paid fee such as
the dispensing expense and product cost may well have increased
and changed Texas®™ average paid fee had the new methodology not

been implemented in March of 1986.

IV. Conclusion
In consideration of the foregoing, the State submits that

the disallowance 1in this case 1is unjustified and should be

reversed.

Respectfully submitted
Texas Department of Human Services

By
Paul A. Ifeche
P. 0. Box 2960
Mail Code 1709-W
Austin, Texas 78769
Attorney for Appellant
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PHARMACY PROGRAM DATA

March =89
Oi sports inn Foes (per Rx) Cost of drugs to
National]] Average 5 3.45 pharmacies is WHBP 1 ? %
lowpst in Alaska 374% below "list."
Alaskan Average 7.90 Alaska will pav at least
Highest in Alaska 11.46 that much; more if defensible.
Average Ry sales (gross) for independent Alaskan pharmacies: £338*000

year.

Average Rx sales (cross) for all Alaskan pharmacies, ilncludinc chains:
1i0l1iDDClyear.

Medicaid volume: H3SK of Ry and 5 per ypar.

Approximate savings from new program reimbursement rules is 171- compared to
old program.

Effect of the Medicaid program on the average pharmaciesO annual gross
income 1is about a 1U decrease. \Y

Cost of developing and implementing this program: $ 1 6 0 , 0 0 O - 5
Savings from new federal receipts this FY: SIM
Savings from new federal receipts next FY: S2.5M

Features of the Medicaid
Pharmacy Program: (1) encourages use of generics, but avoids
ineffective drugs (see attached report);

(2) allows for brand name drugs at doctor®s
discretion;

(3) reimburses our pharmacies as much as
possible under federal rules (Texas has a
special program that would not be
acceptable to feds if it were being
proposed now - see attached letter; also
the Texas program pays pharmacies less for
costs of drugs than our program);



©)

®)

®

)
®

®

doesrrt require pharmacies to bill other
insurance first - cuts red tape;

doesn"t require pharmacies to collect $1
co-payment frcr, patients - simpler than
the old program;

has been developed with full participation
of the pharmacy- cormunity;

will Slav program, cost increases over time;

saves Alaska ™ of the total cost cf all
drugs for Medicaid ($4-5M/year) by
capturing federal receipts;

allows continuation, without any increases
in the budget, of emergency- dental services
for adults, chiropractic services and
eyeglasses that would otherwise be
eliminated.



Health Care
DEPARTMENTOF HEALTH & HUMAN SERVICES Financing Administration

y/S-"W Region X

vy M/S
A . 2201 Sixth Avenue
oAT' 'Seattle. WA 98121
*0/, . -

\'FARIO'SSQ

Eric S. Hansen, Chief

Medical Assistance

Division of Medical Assistance
Department of Health and Social Services
4733 Business Park Boulevard Building

Anchorace, Alaska 99503

Dear Mr. Hansen:

This is to confirm HCFA®s policy for establishing the dispensing fee and estimated
acquisition cost for drugs. As stated in your December 30, 19SS letter and discussed
with Bob Grauman of my staff on March 9, 19S9, basing all or part of the dispensing
fee on the cost of ingredients 1is unacceptable because it contradicts HCFA"s cost
containment efforts. The wuse of ingredient costs as a basis tends to encourage
dispensing brand name products instead of generic equivalents as well as stimulate
price 1iIncreases. Similarly, states cannot use average wholesale price (AWP) as the
estimated acquisition cost of drugs. Numerous studies have shown pharmacies
consistently purchase drugs at much less than AWP .

If you have any questions on this matter, our contact person is Bob Grauman. Bob can
be reached at 206/442-0445.

Sincerely,

Sunnee A. Butterfield, Chief [

State Medicaid Operations Branch

cc: Kim Busch
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The firm of Myers and Stauffer, Chartered, Certified Public
Accountants, wishes to express appreciation to the following

persons who provided assistance throughout the pharmacy <cost

survey conducted for the State of Alaska: Karen Purdue, Kim
Busch, Chris Coursey, Eric Hansen, Bernie Klouda, Bill Larson,
Bert Parish, Ron Sedgwick, Dave Swanson, the Alaska
Pharmaceutical Association, and all of the Alaska pharmacists who

cooperated by participating in the survey.



REPORT ON THE COST OF DISPENSING

PHARMACEUTICAL PRESCRIPTIONS IN THE STATE OF ALASKA

INTRODUCTION

The objective of the Alaska Pharmacy <Cost Survey was to

collect data to determine an appropriate pharmaceutical
dispensing fee for Alaska's Medicaid Programs. Basic cost data
was requested from all pharmacies to determine the costs incurred
in dispensing pharmaceutical prescriptions in the State of
Alaska. This data was the minimum needed to accomplish these
objectives. In addition to a survey of operational data, a
survey of usual and customary charges was <conducted for the

purposes of determining a reasonahble profit and of determining
the correlation between selling price and average wholesale price

(AWP).

Our approach to cost finding minimizes reliance on estimates
and subjective data. We feel that objective historical data
should be the basis for a prospective rate setting situation.
Our prior experience was utilized to evaluate the reasonableness
of data submitted by Alaska pharmacists; however, prior data was
not utilized as a substitute for the actual costs of dispensing

prescriptions in Alaska.



II. SURVEY PARTICIPATION

To encourage maximum participation, a letter was sent to the
pharmacies by both the Alaska Pharmaceutical Association and the
Alaska Department of Health and Social Services. Pharmacists

were urged to telephone us collect to resolve any questions they

had concerning participation in the survey. Our telephone number
was listed at the top of all survey forms.

The total population of 10! pharmacies was sent survey
instruments to participate in the survey. 0f the 101 pharmacies,
32 were found to be ineligible. One large chain, constituting 13
ofthe 32 ineligible stores, had a <change in ownership which
precluded them from filing. Copies of correspondence with this
chain has been forwarded to the Department. The remaining 19
were determined ineligible if they had changed ownership, were

dispensing physicians, had gone out of business, or had not had a

fiscal year end including six months of data. As the original
listing of pharmacies included two duplicate pharmacies, there
were 67 pharmacies determined eligible to file. The final number
of pharmacies filing complete and wusable cost reports was 41,
resulting in an overall response rate of 6! percent.

Pharmacy compliance with the survey was voluntary and a
response rate of 61% is well above the range expected by our firm

based wupon previous experience. See Exhibit 1 for a comparison.



We believe it is unlikely that weither the responding or the
nonresponding pharmacies had any knowledge as to whether the
costs, as we define them, of their particular pharmacy operation
are either high or low. Therefore, we consider it unlikely there

is any intentional bias within the responding sample.

(I INFLATION ADJUSTMENTS

Allocated overhead and labor costs were totaled and
multiplied by an inflation factor. Inflation factors were used
to reflect cost changes from the middle of the reporting period
of a particular pharmacy to March 31, 1989. March 31, 1989 was
selected as the appropriate terminal month index for a fee

payment period from January 1, 1989 to June 30, 1989 as it is the

midpoint of that period. The midpoint index used was the U. S.
Government Consumer Price Index. The terminal month index was
from Wharton Econometrics Forecasting Associates (WEFA)

projections.

A pharmacy reporting for a December 31, 1987 fiscal year
would have its <costs adjusted from June 30, 1987 to March 31,
1989. Each pharmacy's costs were adjusted from the midpoint of

their fiscal year to a similar point in time (March 31, 1989)

By making these adjustments, all costs are comparable. Any
nonuniformity of accounting systems is, therefore, minimized,
Due to changes in pharmacy operations and other factors, it



should be recognized that inflationary adjustments to historical

costs are valid only for a limited time.
v . POSSIBLE FEE ALTERNATIVES

There are four general alternatives available to the
Department for determining a professional pharmaceutical fee.

The first alternative is to implement one statewide fee for all

pharmacies. A second is to assign an individual fee to each
pharmacy based wupon its reported costs. A third alternative s
to estimate individual pharmacy fees based on a formula. A

variation of this latter alternative is to classify pharmacies by
a statistically significant trait and assign fees to each class.
A fourth dispensing fee option would be to vary the fee dependent

upon the ingredient cost of each drug.

STATEWIDE FEE

If one statewide fee is to be selected based upon survey

results, there are a number of options with respect to
percentiles, methods of calculating means, and other factors.
The unweighted average dispensing cost per prescription, the

average dispensing cost per prescription weighted by total
prescription volume, and the average dispensing cost per
prescription weighted by the number of prescriptions paid by the

Alaska Department of Health and Social Services during the fiscal



year ending June 30, 198B (subsequently referred to as Medicaid
volume) have been reported. See Exhibit 2, Schedule 1), which
summarizes the calculated cost per proscription of each pharmacy.

The unweighted mean is the average cost using equal weights for

each pharmacy. The mean weighted by total prescription volume s
the average dispensing <cost of all prescriptions dispensed by
pharmacies included in the sample. A mean calculation weighted

by prescription volume implies that low volume pharmacies have a

smaller impact on the weighted average than high volume
pharmacies. This calculation, in effect, sums all costs in the
sample and divides that sum by the total of all prescriptions in
the sample. The Medicaid weighted mean is the average cost of
filling a prescription using the number of Medicaid prescriptions

as the weighting factor.

Advantages to adopting a uniform fee include simplicity and

equality of treatment. No additional data to that already
gathered w ill be required to set such a fee, and it is readily
understood by all those affected by it. Since all receive the
same fee, inefficiency is not rewarded, as it might ©be, for
example, in wutilizing a variable fee system. It is also easy to

update such a fee since only one <calculation for inflation or
other changing economic circumstances w ill be required. The
chief disadvantage is that no consideration is given to
pharmacies regarding the nature and expense of the services they

offer. For example, a pharmacy that offers free, 24 -hour



delivery service receives the same reimbursement as one which
does not provide delivery service. Since items such as delivery

service can be a significant portion of overhead, this disparity

can be quite large.

INPIVIQUM* FEES

The second alternative is to assign an individual fee to
each pharmacy based wupon <cost data submitted by that pharmacy.
The major advantage of the fully variable fee system is that the
reimbursement rates are responsive to individual differences in
dispensing cost. Pharmacies are neither overpaid nor underpaid
with respect to their dispensing costs. Thus, this alternative

adequately reimburses a pharmacy for any services it provides.

However, while all cost data has been <closely examined, there
still exist operations where costs per prescription are unusually
high. High costs per prescription are caused by circumstances
such as being a relatively new operation, dispensing a small
number of prescriptions, or simply being inefficient. To avoid
paying unreasonably high dispensing fees to a few individual
pharmacies, wupper Ilimits can be placed upon labor, overhead, and
total costs per prescription. In many reimbursement programs,
these limits are expressed in terms of percentiles. While such a
procedure mitigates against rewarding inefficiency, that

possibility still remains a major disadvantage of an individual



fee system. The unweighted average dispensing cost per

prescription adjusted to March 31, 1989 is $7.17. See Exhibit 2.

FORMULA-BASED FEE

The third general alternative is to assign individual
pharmacy fees based upon a formula. One emphasis of this cost
survey has been to t itermine the cost of dispensing a

prescription for each individual pharmacy in the sample and then,
through the wuse of regression analysis, to develop an objective
formula that most nearly predicts the individual pharmacy's
actual cost of dispensing prescriptions. The advantage to this
system is that it represents a compromise between one statewide
fee and an individual fee. It takes into consideration the
expense of an individual pharmacy's services while, at the same

time, does not reward inefficiency because it averages cost items

through the regression analysis. However, it is a more
complicated system than wus='r one statewide fee as additional
data must be gathered from nonfiling pharmacies in order to
implement this system. The following methods may be wused to

calculate a dispensing fee based upon a formula.

Continuous Method

One method of fee determination is to calculate fees as a

continuous function of the predictor variables. This can be done



in two steps. First, total pharmacy dispensing <costs can be
predicted based upon a predictive formula. Second, the predicted

total pharmacy dispensing costs would be divided by the actual

prescription volume of each pharmacy. The reasons for utilizing
this two-step method are numerous. Some of the assumptions
underlying linear regression are not valid on a per unit basis.
W hile linearity does exist on total prescription cost, it does
not exist on total cost per prescription. As one considers the

underlying cost calculations, cost per prescription is an inverse
function of total prescription cost; that is, it has been divided
by total prescription volume. To illustrate this point, we have
employed the formula from Exhibit 3-B and plotted its consequence

on Exhibit 3-A.

Notice there are both fixed and variable <costs associated
with operating a pharmacy department. Because the fixed costs
are spread over increasing volume, they decrease on a per unit
hasis. The variable costs are constant on a per unit basis so
that, from Exhibit 3-B, the best estimate of fixed <costs s

$36,619 and the bhest estimate of variable costs is $4.68.



The predictive formula for inflated total pharmacy

dispensing costs from the stepwise regression (Exhibit 10) is:

Inflated Total R X Dispensing Costs = $23,192 + 5.070
(Number of prescriptions) + 12.444 (Number of Medicaid
prescriptions) - 2.103 (Total store area)

As an example, assume a pharmacy occupies a 600 square feet
store and dispenses 10,000 prescriptions, of which 2,000 are
Medicaid prescriptions. Using the above predictive equation, the
best estimate of inflated total prescription dispensing costs s

$97,518 (calculated as follows:

[23,192 + 5.07 (10,000) + 12.444 (2,000) - 2.103 (600)].
This results in a per unit estimated dispensing (prescription)
cost of $97,518/10,000 prescriptions or $9.75. A further

ilflustration would be a pharmacy dispensing 40,000 prescriptions
of which 4 500 are Medicaid having total store area of 12,000
square feet. This pharmacy's estimated per prescription cost

would be: (23,192 + 5.07 (40,000) + 12.444 (4,500) - 2.103

(12,000)]/40,000 or $6.42.

As in all cost finding situations, there woill he *5ome
unusually high. and low predicted costs hased upon this
methodology. In these unusual cases, the formula-computed cost



per prescription could be limited to a minimum and maximum cost
per prescription. The minimum and maximum cost could be
designated as some reasonable percentile of an array of
calculated <costs oper prescription. Also, since new providers
would not have the information necessary to compute a formula-
based fee, they could be assigned the mean of the predicted fees

as their fee for the first year.

Discrete Method

Another method of fee determination would be to select a
number of discrete fee categories wherein the pharmacies within
gach category are similar with respect to some underlying
variable or variables. This could be done with respect to
prescription volume and inflated cost per prescription. One
possibility is to select three categories of prescription volume.
The pharmacies within these categories would have similar costs
in that the unweighted mean and the mean weighted by total

prescriptions within each of these categories are very similar,

differing by only pennies.

ESTIMATED ACQUISITION COST FORMULA-BASED FEE

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

would reimburse providers at a rate consistent with the pattern
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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 s .932, which denotes a highly accurate prediction of

selling price wusing 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 wused 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 is:

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

+ 1.977 (if independent organization)



V. PROFIT

The average profit (net margin) for pharmacies completing
the survey is calculated by subtracting the total <cost per
prescription from the average gross margin per prescription. As
the survey of wusual and customary <charges <covered a different
time period than the cost survey, total cost per prescription was
adjusted to coincide with the average time period of the gross
margin, i.e ., June 15, 1988. Total cost per prescription
adjusted to June 15, 1988 is $6.97. Net margin per prescription
of $0.73 is calculated by subtracting $6.97 from the gross margin

of $7.70 (see Exhibit 8).

Profit or net margin is an additional factor to be
considered in setting a reimbursement rate. One purpose of the
usual and customary survey was to determine an average net

margin per prescription.

The mean unweighted dispensing cost per prescription
adjusted to March 31, 1989 is $7.17 (see Exhibit 2). Adding the
net margin per prescription of $0.73 results in a statewide

professional dispensing fee of $7.90.

The calculations for average net profit shown above reflect
the Department's intent to change from a reimbursement of drugs

at average wholesale price (AWP) to a discounted AWP (EAC)

12



amount. The allowance for an explicit recognition of profit
should be reevaluated in the event that any change is made in the

allowance for drug acquisition cost

V. ANALYSIS

In response to the objectives of the survey, an analysis was

conducted to determine anv correlation between opharmacy <costs

(dependent variables) and services or other traits of the
pharmacy (independent variables). The analysis of the impact of
certain traits was specified in our proposal. These traits were:
prescription volume, type of location, total floor space,
maintenance of patient profiles, delivery service, level and
percent of Medicaid volume, type of ownership, unit dose
dispensing, 24-hour availability, geographic location, and type
of pharmacy. The relationships between these traits and others

listed in Exhibit 6 were analyzed through the use of a stepwise
linear regression program. The only trait above found to be
correlated with total dispensing cost per prescription was

prescription volume.

Exhibit 9 lists the wvariable found to be correlated with
total cost per prescription. The resulting R2 of 32673
indicates that approximately 33 percent of the total variation in
cost is accounted for by that variable, total prescription

volume. This is a respectable degree of accuracy in view of the

13



fact that phenomena as complicated as individual pharmacy costs

are being predicted.

Another wuseful application of the regression analysis is to

examine the total list of variables that were not correlated with
dispensing costs. Independent variables tested in this
regression are shown on Exhibit 6. A correlation matrix of

regression variables is shown in Exhibit 7.

Multiple regression is a statistical technigue which is wused

to identify a predictive equation for specified dependent
variables. With this technique, it is hoped that a small subset
of the predictor (independent) variables w ill account for a

sufficient portion of the variability in the dependent variable

so as to make prediction relatively easy as well as accurate.

By definition, the mean of the predicted values of the
regression equation will be equal to the mean of the dependent
variable. During this survey, a predictor set of 43 variables

was tested to determine a predictive equation for each of 24
dependent variables (Exhibit 6). Major emphasis was placed upon

total prescription costs and total cost per prescription.

Stepwise regression selects variables on the basis of which
variable accounts for the most remaining variability in the

dependent variable. That is, the first variable selected



jli

accounts for the most variance, then the second variable selected

accounts for the most remaining variance, and so forth until
either all variance is accounted for or the remaining predictors
make only negligible contributions. Significance of contribution

is determined by an F-test on the variance accounted for by each

predictor.

The task of identifying these equations was undertaken in
two steps. The first step involved identifying a tentative
predictive equation and then examining the sample data for
potential errors. The second step involved taking the corrected
data sample and identifying the best predictive equation for each

dependent variable.

The software system, SPSS/PC+, was the statistical program
utilized in determining the predictive wequations. The various
statistical techniques used for analyzing the data were stepwise

regression, bivariate plotting, and correlation matrix.

CHECKING FOR POTENTIAL ERRORS

Errors in the data obscure the true relationship among
variables. To the extent these errors are small, one can
probably assume their effects will be immaterial. If they are

15



large, however, they may be of sufficient consequence to affect

some of the parameters of the regression equation.

Once the predictive equations were derived, they were used
to obtain predicted values for the dependent measures. These

predicted values were compared with actual values and the amount

of deviation was noted. Those cases which deviated more than
three standard error units were then checked for accuracy. While
this method certainly will not identify all errors, it did help
to identify the major ones. The number of observed cases differs

in the wvarious regressions due to excluding extreme or missing
data which we felt materially distorted underlying relationships

hetween variables.

PREDICTIVE EQUATIONS AS A BASIS FOR FEES

't should be observed that the predictive equation will be a

reliable predictor of costs only if adopted as specified in the

equation. Combinations of wvariables cannot be selected from
several sources and still be expected to result in a reliable
predictive equation. The coefficients associated with each of

the predictor (independent) wvariables do not necessarily have a

causal relationship to costs (dependent variable) ; they are
correlated with cost and perhaps indicative of some other
underlying trait. Although one can use intuitive logic in

assessing the <coefficients of many of the predictor variables,



the equation should be looked wupon only as a combination of
variables that best predicts costs. This is an important point
to bear in mind in assessing the regression results. Consider

the following example.

Assume the following simplified formula resulted from Step !

in a stepwise regression.

TCRX = $3.00 - (.02) (Rx volume in 1,000's)

Further assume there is only one large hospital pharmacy in

the sample, and this pharmacy dispenses 250,000 prescriptions per

year and has a cost of $1.00 per prescription. The predicted

cost at this step for the hospital pharmacy would be:

$3.00 - (.02) (250) = $-2.00

The reason that negative costs would be predicted 1is that

the linearity assumption is not valid for extreme cases.

Assume further that, at Step 2, the next variable to enter

is a variable designating the hospital pharmacy and that the

resulting formula is:

TCRX = $3.30 - (.05) (Rx volume in 1,000"s) + (10.20) (H.P.)

17



The predicted cost would be:

TCRX = $3.30 - (.05) (250) + (10.20) (1) = $1.00

The coefficient of $10.20 for hospital pharmacies is not an
indication that hospital pharmacies have costs $10.20 higher than
other pharmacies. It is instead an adjustment to the predictive
equation based upon an interrelationship with the other variables

in the equation.

Given a variable fee system, which includes individual fees
or fees based wupon a formula, some concession can be made for
special cases that may arise. An example of a special case would
be a new pharmacy unable to provide adequate information with
respect to the variables to be used in the prediction formula. A
reasonable solution would be to assign the pharmacy the statewide
average inflated total <cost per prescription plus the normal

profit amount.

Exhibit 3-A through 3-1 depicts certain selected

correlations as bivariate plots.

COMMUNICATION OF FINDINGS

The results of the cost analysis are contained in the

various exhibits included in this report. The standard mean



(unweighted), mean weighted by total prescriptions, and the mean
weighted by Medicaid prescriptions are shown at the bottom of

many exhibits.

Exhibit 1l categorizes responding pharmacies into various
groups that might be of interest. For example, the mean of total
cost per prescription for pharmacies with prescription volume of
10,000 and under was $8.50, while the mean of total cost per
prescription for pharmacies with prescription volume over 40,000
was $5.53. The question of whether the classifications represent
significant differences in cost can be partially answered through

reference to the results of the regression analysis.
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Vil. EXPLANATION OF SCHEDULES

COK~ATERIZED REPORT - SCHEDULE C

Schedule € is a summary of the means <calculated from the

usual and customary surveys. The first column s the mean
selling price per pharmacy for all drugs. Column 2 is the
average wholesale price (AWP) for those prescriptions listed on
the usual and customary survey. Column 3 is the average gross
margin associated with the AWP in Column 2. Columns 4, 5, and 6

are similar to Columns !, 2, and 3 except FAC drugs were excluded

from the calculation of the means.

The exclusion of FAC drug cost data is supported for various
reasons. One, the prescription survey excluded all Medicaid and
other third party prescriptions. Two, the rate at which the
Department may reimburse FAC drugs is not consistent with what
the pharmacy charges the private pay customer, and the pharmacist
would not be as compelled to substitute a generic drug for his
private pay customers as he is for his Medicaid customers.
Three, manufacturers of FAC drugs offer a wide range of prices,
some far below the FAC price. However, on a case-by-case basis
when the physician absolutely forbids an exchange of brands, the
pharmacy must procure these branded FAC drugs at a far higher

cost than would be reimbursed. For these reasons, it is the

20



recommendation of the pharmacist consultant that the gross margin

be based on calculations that exclude FAC drug data.

COMPUTERIZED REPORT - SCHEDULE D

Schedule D is a summarization of the allocated costs of all

individual cost reports. The first three columns are overhead,
labor, and total cost per prescription hefore inflation
adjustments. The following three <columns are overhead, labor,

and total cost per prescription after adjusting for inflation.

Exhibit 11 presents Schedule D arrayed in various sequences.
These sequential arrays are convenient for locating probable
errors in data and for determining costs at various percentiles.

The same data is included in each sequence.

On the bottom of each page, various means are calculated.
First, the unweighted means are calculated. Also shown are the
standard deviation and variance of the weighted mean. Second,
the means are weighted by the total number of prescriptions
dispensed and, finally, the means are weighted by Medicaid
prescriptions dispensed. The number of Medicaid prescriptions
was taken from the Department's payment records for the fiscal
year ending June 30, 1988. The bottom of each exhibit also
indicates total prescription volume and total Medicaid volume for

the number of pharmacies included in the calculation of averages.
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EXHIBIT 1

SUMMARY OF PHARMACY DISPENSING FEE SURVEYS

Number of Response Rate

Date of Pharmacies With Without
Final Report State In Samp]a Sanction Sanction
July 1973 Kansas 477 89%
July 1974 Kansas 482 90%
August 1975 Kansas 494 91%
July 1976 Kansas 480 90
March 1977 Georgia 245 45%
July 1977 Kansas 504 914
August 1978 Maryland 227 52%
December 1978 Delaware 78 78%
July 1979 Kansas 485 88
October 1979 Georgia 1,003 87%
June 1980 Texas 1,008 39%
August 1980 Florida 628 32%
August 1981 Kansas 488 88
August 1982 New Jersey 225 40%
October 1982 Maryland 271 44%
June 1983 Arkansas 135 41%
August 1983 Kansas 536 86%
March 1985 Florida 369 17%
August 1985 Kansas 521 97%
October 1985 Georgia 292 50%
November 1985 Maryland 242 34%
May 1986 Massachusetts 437 97h
November 1986 New Jersey 192 33%
February 1987 Connecticut 150 43%
September 1987 Kansas 520 82%
May 1988 Wyoming 57 52%

December 1988 Alaska 41 61%
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Schedule D

ALASKA
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EXHIBIT 3-A
PLOT OF TCPERRX WITH TOTRXVOL

-0 O o M v © o —A n O o - » 4 o —

— T©

=Z= O =

— + o -

10 20 30 A0 50 60
ANNUAL PRESCRIPTIONS DISPENSED
41 cases plotted. Regression statistics of TCPERRX on TOTRXVOL:

Correlation -.57161 R Squared .32673 S.E. of Es* 1.46Q61 2-tailed Sig. .0001

Intercept (S.E.) 8.16361( .40893) Slope (S.E.) -. 05466 ( 01256)
Variable Mean Std Dev Minimum Maximum N
TCPERRX 6.71 1.77 4 .44 11.03 41

TOTRXVOL 26.95 118.48 1.504 65.704 41



EXHIBIT 3-B
PLOT OF TRXCOSTS WITH TOTRXVOL
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50+ 1
1
1
1
————— - ottt 4o
5 15 25 35 35 45 55
10 20 30 40 50 60

ANNUAL PRESCRIPTIONS DISPENSED

41 cases plotted. Regression statistics of TRXCOSTS on TOTRXVOL:

Correlation .91900 R Squared .84456 S.E. of Est37.54929 2-tailed Big.

Intercept(S.E.) 36.61902( 10.45556) Slope(S.E.) 4.67579( .32122)
Variable Mean Std Dev Minimum Maximum N
TRXCDSTS 162.62 94.04 14.908 357.439 41

TOTRXVOL 26.95 18.48 1.504 65.704 41

.0000



PLOT OF TCPERRX WITH PREDTC
4 4 + 4 4 4 4 4 + 4 4 4 4
11-
1
0
T
P 10+
L
C 1
0 1
S
T
P 1
E
R 8+
P
R 11
E 1 1
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T 6+ 1 1 1
1
0 1
N 11 1
1 2
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1 1
1
4+
4.675 5.225 5.775 6.325 6.875 7.425 7.975
4.95 5.5 6.05 6.6 7.15 7.7
PREDICTED TDTPL COST PER PRESCRIPTION
41 cases plotted. Regression statistics of TCPERRX on PREDTC:
Correlation 57161 R Squared .32673 S.E. of Est 1.46B61 2-tailed Sig.
Intercept (S. E. > -. 00000 ( 1.55949) Slope (S.E.) 1.00000 ( .229B6)
Variable Mean Std Dev Minimum Maximum N
TCPERRX 6.71 1.77 4.44000 11.03000 41
PREDTC 1.01 4.59252 8§.10140 41

EXHIBIT 3-C
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EXHIBIT 3-D
PLOT OF TRXCOSTS WITH PREDCOST
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PREDICTED TOTAL PRESCRIPTION COSTS
41 cases plotted. Regression statistics of TRXCOSTS on PREDCDST:

Correlation 96704 R Squared 93517 S.E. of Est24.24940 2-tailed Sig

Intercept(S.E.) -.00000( 7.83273) Slope(S.E.) 1.00000¢( 04216)
Variable Mean Std Dev Minimum Maximum N
TRXCOSTS 162.62 94.04 14.90800 357.43900 41

PREDCOST 162.62 90.94 5.27315 320.61437 41

0000
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EXHIBIT 3-E
PLOT OF RXLST WITH SR
4-

o O w > T > T

>

.225+

w

o —A=zmo=™ ™™

— > 4 0o —

. 045+

»w M —> w

SALES RATIO
40 cases plotted. Regression statistics of RXLST on SR

Correlation .94310 R Squared .88944 S.E. of Est .02789 2-tailed Sig. .0000

Intercept(S.E.) 00517( .00652) Slope(S.E.) 206009 ( 01179)
Variable Mean Std Dev Minimum Maximum N
RXLST 09 .08 .01 .32 40
SR 41 .38 029 1.000 40



v8ir-

EXHIBIT 3-F
PLOT OF RXLLT WITH SR
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41 cases plotted. Regression statistics of RXLLT on SR:
Correlation .97808 R Squared .95665 S.E. of Est .07998 2-tailed Sig.
Intercept(S.E.) 06359 .01864) Slope(S.E.) 96252 .03281)
Variable Mean Std Dev Minimum Maximum
RXLLT A7 .38 .045 1.000 41
SR .42 .39 .029 1.000 41

_—t+
1.04
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EXHIBIT 3-6G
PLOT OF LTST WITH SR
++ + + + + + + + + + + + + ++
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40 cases plotted. Regression statistics of LTST on SR
Correlation 68678 R Squared 47167 S.E. of Est 03378 2-tailed Big. o000
Intercept(S.E.) 13699¢< .00790) Blope(S.E. > ,08315( 01428)
Variable Mean Std Dev Minimum Maximum N
LTST 17 05 09 32 40
SR 41 .38 ,029 1.000 40



EXHIBIT 3-H

PLOT OF TOTEXP WITH NONRXSAL
o+ +, +-

M A0 0T T =< — = — o —

»w = »m o o

2750 8250 13750 19250 24750 30250 35750
0 5500 11000 16500 22000 27500 33000

WON PRESCRIPTION SftLES
41 cases plotted. Regression statistics of TOTEXP on NONRXSfILt

Correlation .99414 R Squared .98832 S.E. of Est 274.96086 2-tailed Sig. .0000

Intercept (S.E.) 217.34023( 52.23009) Slope(S.E.) 22875 .00398)
Variahle Mean Std Dev Minirnum Maximum N
TOTEXP 1925.60 2512.58 27.40 7089.51 41

NONRXSTtL 7467.96 10919.88 000 33904.560 41
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41 cases plotted.

Correlation

Intercept(S.E.)

Variable

INTRXC
TOTRXVOL

10

Regression

EXHIBIT 3-1
PLOT OF INTRXC WITH TOTRXVOL
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25 35 45 55 65
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ANNUAL PRESCRIPTIONS DISPENSED

statistics of INTRXC on TOTRXVOL

91568 R Squared .83848 S.E. of Est 41.16628 2-tailed Sig. .0000
38.97950( 11.46271) Slope(S.E.) 5.01066 ( .35216)
Mean Std Dev Minimum Maximum N
174 .01 101.14 15.907 392.468 41
26.95 18.48 1.504 65.704 41



EXHIBIT 3 -
I PLOT OF INTRXC WITH PRINTRXC
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i 41 cases plotted. R

Correlation 95593

Intercept(S,E.) .00000( 9.76207) Slope(S.E.) 1,.00000(
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Variable Mean Std Dev Minimum Maximum N

INTRXC 174.01 101.14 15.90700392.46800 41

PRINTRXC 174.01 96.68 19.12829351.54565 41
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EXHIBIT 4

ALASKA PHARMACIFS

165+
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ESTIMATED ACQUISITION COST <95* AWP)

936 cat** plotted. Regression statistics of SP on EACY95t
Correlation .96560 R Squared .93239 S.E. of Est 5.24363 2-tailed Sig.
Intercept(S.E.) 4.30817( .24180) Slope(S.E.) 1.20870( .01065)

Variable Mean Std Dev  Minimis HaxiMUM N
SP 23.66 20.16 3.20 188.50 936
EAC95 16.01 16.10 01 143.26 936



EXHIBIT 5

Price

Stauffer,

ALASKA PHARMACIES
Regression Summary
Dependent Variable: Selling
Independent Variable
Entered
Step
Number Code Coefficient
0 Y-INTERCEPT 2.262
1 95% AWP 1.214
2 RURAL 2.614
3 INDEPENDENT 1.977
Prepared without audit by Myers and
Certified Public Accountants, Topeka, Kansas.
Source: Regression Analysis. Schedule F,

1988.

dated

to Enter

12,880.403
34.163

23.347

Chartered,

December 12,



EXHIBIT 6

ALASKA PHARMACIES

List of Regression Variables

[Qd§E§Ddent_vyariables

—

12.
13.
14.
15.
16.
17.
18.

19.
20.
21,
22.

23.
24.

25.
26.
27.
28.

29.
30.

31,
32.
33.

O W W N oo g RN W N

ASSIGN - Assigned number.

INDIV - Individual proprietorship.

PARTN - Partnership.

CORP - Corporation.

SEPDOWN - Separate or downtown location.

SHOPCTR - Located in a shopping center.

MOBLDG - Located in a Medical Office Building.

INDEP - Independent with 1-4 wunits.

CHAINL - Chain organization with 5 to 14 units,

LESSIYR - A pharmacy has operated at this location for less
than a year.

YRIT02 - A pharmacy has operated at this location ! - 2 years.

RENT - Rents building.

COMPPER - Percent of total prescriptions that are compounded.

UNIDOS - Dispenses unit dose prescriptions.

HR24EM - Provides 24-hour emergency Service.

HRSOPEN - Hours open per week.

PAR3PER - Percent of total prescriptions which are third party

TOTRXVOL - Total prescriptions dispensed by pharmacy during
its fiscal year.*

PATPRQF - Maintains patient profiles.

DELPER - Percentage of total prescriptions that were delivered.

BR - Prescription sales divided by total sales.

PEROWNRX - Percent of total prescriptions filled by owner
pharmacists.

TOTAREA - Total store area.*

TPN - Provides intravenous antibiotic therapy/total parenteral
nutrition and/or enteral nutrition services.

TOTSALES - Total sales reported by store.*

RXFRT - Total Rx freight costs reported.*

NONRXSAL - Nonprescription sales.*

AREARAT - Prescription area divided by total area multiplied
by 1.5, not to exceed variable 21.

UNMODAR - Prescription area divided by total area.

MEDVOL - Number of claims paid by Alaska DHS in fiscal year
ended 6-30-88.*

RURAL - Pharmacy is located in rural area.

RX5LT - Prescription sales divided by preallocated labor.

RXLRXS - Allocated prescription labor divided by prescription
sales.



Indegen
53.

58.
61.
62.

63.
64.
70.
65.
66.
67.

Depende
34.

35.
36.
37.
38.
39.

40.
41.
42.
43.

44,
45,
46.
51.
52.
54.

55.

56.
57.

EXHIBIT 6
ALASKA PHARMACIES

List of Regression Variables

dent_Varigbles

AVEAC - Average estimated acquisition cost (AWP) of non-FAC drugs
usual and customary survey.
RECIPVOL - Reciprocal of prescription volume.
MEDPER - Percentage of total prescriptions that are Medicaid.
LNRXVOL - Logarithm of the number of total prescriptions
filled during the fiscal year.

LNMEDVOL - Logarithm of the number of Medicaid prescriptions.
LNAREA - Logarithm of total area.

SLXEMPRX - Nonlinear transformation of unallocated expenses.
NONMED - Total prescription volume minus Medicaidvolume.*

RECIPMED - Reciprocal of Medicaid volume.
RECIPNON - Reciprocal of variable 65.

nt_Variable§

RXLLT - Allocated prescription labor divided by preallocated
labor.

TCPERRX - Total cost per prescription.

OHPERRX - Overhead cost per prescription.

LABPERRX - Labor cost per prescription.

TRXCOSTS - Total prescription costs.*

INTCRX - Total inflated costs divided by the number of pre-
scriptions.

SPPERRX - Prescription sales divided by total prescriptions.

TOTLAB - Total labor costs allocated.*

TOTOH - Total overhead costs allocated.*

PREALLAB - Allocated labor cost divided by percent of time
worked in prescription department.*

UNALLOH - Overhead costs reported by pharmacy.*

UNALLAB - Labor cost reported by pharmacy.*

UNEMPLAB - Employee labor reported by pharmacy.*

INTRXC - Inflated total prescription costs.*
GMPER - Sales minus cost of goods sold divided bysales.
AVGM - Average gross margin for non-FAC drugs from wusual and

customary survey

AVESP - Average selling price for non-FAC drugs from usual
and customary survey

TOTEXP - Total expenses reported by pharmacy.*

LNTC - Logarithm of total prescription costs

from



EXHIBIT 6
ALASKA PHARMACIES

List of Regression Variables

B&Bgndent_yariflblgs

59. RXLST - Allocated prescription labor divided by total sales.

60. LTST - Preallocated labor divided by total sales.

67. MODRAT - $1.75 divided by the sum of total dispensing cost per
prescription plus 0.10.

68. MODTCRX - Log of (variable 67 divided by ! minus variable 67).

70. OHFERAR - Unallocated overhead per square feet,

72. PREDTC - Predicted total dispensing cost per prescription.

73. PREDCOST - Predicted total prescription dispensing costs.

74. PRINTRXC - Predicted inflated total prescription dispensing costs.

75. PRINTCRX - Predicted inflated total prescription dispensing costs

divided by total prescription volume.

#In the regression, these variables are in thousands.



EXHIBIT 7

ALASKA PHARMACIES

Corre

Correlation*!  INDIV PAflTN CORP SEPDOMN

N

1.

INDIV 1.0000 -053A -8819*  -3015
PAHTN -0534 1.0000  -4237*  -1448
CorP -8819m - A37* 10000 3419
SEPOOH -3015 -.1AA8 3419 1.0000
GHOPCTR (DOO -.0925 0436 -.9222%»
HOILDG %I 2AAG -4124%  -,5922m
LESSIYR OAH  -.0256 -4237*  -.1448
YR1T02 3059 -.0367 -.2601 -.2075
REHT -.1667 053A 1260 1340
COWER -.1766 .0408 1428 -1227
UNIDGS -.0187 -.0986 0635 1182
HR24EM -.0680 1307 .0000 0205
HRSOPEN -.3139 -0782 3217 -.0143
PPRPER 3163 1482 -.3969 -.0144
TOIRXVOL ~ -.3579 0581 2972 - 1288

DELPER -.06A9 -.0842 0987 .0713
R 3760* 2168 - 4435 - 4372*
PEROUNRX 0021m - 0233 -4444%  -.06%
TOTAREA  -2AA2 -.1237 2799 1216
TN -.1260 -.0605 1429 -.1099
TOTSALES  -.2367 -.1044 2640 0698
RXFRT -.0285 -.1039 0749 -.3054
NONRXSAL ~ -.2311 -.1108 2619 0789
AREARAT 2863 2710 -.3876*  -.3932*
UNHODAR 2936 3258 -4202*  -3300
HEDVOL -.0540 1523 -.0229 -3171

RURAL -.1535 -.0737 1741 3769*
RXSLT A883** 2428 -.5576**  -5421**
RXLRXS -.0818 -.0427 0944 2071
RXLLT .3838* 1660 -4359* —88%9*

TCPERRX -.004A 0584 -.0236 .

OHPERRX 1869 1251 -.2286 -.0387
LAAPERRX ~ -.2070 -.0383 2059 1531
TRXCOSTS ~ -.A082* 1457 3015 -.2083
INTCRX -.0096 0579 -.0186 0615
SPPERRX 0923 1510 -.1550 -.3387
T8|_TLAB - 4337* 0770 3571 -.1584

OPER 0216 1795 -.1043 L0022
AVEAC -.1130 1953 0104 -0791
AVH 2A3A 1476 -.2904 0226
RVESP 0767 2339 -.1800 -.0416
TOTEXP -.2512 -.1025 2162 0893
UTC - A716* 1389 3622 -.1842
RECIPVOL 2282 -0725 -1728 1949
RXLST .0007 0038 -.0024 1053
LTST -0A52 -.0202 0505 1599
HEDPER 5160* 0060 -4709*  -2141

INRXVCL = AlllY 0978 3267 -.1783
LNNEDVQL ~ -.0675 1619 -0152 -.3859*
LNAREA -.3155 -.2458 4023* 2248
NON® -3775* 0421 3226 -.0959
RECIPHED 0059 -.0999 0418 3474
RECINQ(N -.1540 -.0396 1584 2987
HODRA *0071 -.0960 0517 -.0567
HODTCRX -.0039 -.0858 0440 -.0598
IXENPRX  -.2798 0506 2299 3011
OHPERAR  -.1628 4640 -.0713 0063

1-tailed Signifi * - 01 «
*is printed if a coefficient cannot he computed

of cases! AD

lation Matrix

SHGPCTR  HOBLDG
.0000 3273
-.0925 2446
0436 -4124*%
-5222m  -5922m
1.0000 -.3780*
-.3780*  1.0000
-.0925 2446
1325 1001
1925 -3273
-.0761 2051
-.0970 —83%
.&%m -4427*
-.2260 2292
3212 -.1637
. ™
-.0064 -0714
-.2937 .1522m
-.1380 2060
3667 -4785m
-.0436 2474
3862*  -4407*
- 222 5415m

3859*  -.4502*
_3655 T720%

-.3551 .6938m
%(1)%8 2471
-.2608 %8 3
-.0938 -.1361
-.3254 .7428m
-.3010 .2102
-.2750 3019
-1975 0204
2317 0073
-.3082 2244
—0755 4390*
2685 -.0818
1457 1694
3835*  -.4448*

2268 0142
-.1216 1125
-.0361 1199

. 14%
3761 -.4523*

2472 -.0336
-.2128 -.0106
-.1448 0224
-.1118 -.0679
-.1264 3519

3084 -.0979
1390 2876
3914*  -.6140**
3315 -.2091

-.1512 -.2342
-.1114 -.1756
3339 -.2539
3255 -.2426
-.0632 -.2672
-.1223 1088

- .001

LESSIYR

,4804m
-.0256
-4237*
-.1448
-.0925

2446
1.0000
-.0367

0534
-0717
-.0986

-.1198
-.0605
-.1139
0179
- 1111
2333
3258
-.1517
-0737
2852
-.0431

- 0045

—.2253

1197
-.0023
-.0326
-.0090
-.2125
-1735
-1727
-.1720

7 Pages Inclusive
YRIT02 RENT COWER
3059 -.1567 -.1786

-.0367 0534 0408
-.2601 1260 1428
-.2075 1340 -.1227
1325 1925 -.0761
.1001 -.2273 2051
-.0367 0534 -0717
1.0000 0765 -.1028
0765 1.0000 1493
-.1028 1493 1.0000
-.1413 -.3546 0192
-.0468 0680 2403
-.1272 2807 -.1599
-.1046 -5235m  -.2010
-2144 2724 -.0643
-.0363 0404 0655
0798 -.2113 A152*
1662 - 1112 1829
-.1483 2052 -3314
-.0867 -.3780* 1760
-.1522 2249 -.3136
-.1463 -.0841 4929m
-.1486 2228 -3217
0115 -.3134 4510*
-.0323 -.2988 A479*
1009 ,0%9 0419
-.1057 -.0658 0942
1314 -.2253 3197
-.0075 0662 1514
1492 -2071 .3966*
.001B -.3871* 1614
-.0302 - 5743m 0943
0353 -0181 1628
-.2186 2013 1124
0013 -.3926* 1689
-0701 -.1987 0716
-.2163 2553 0514
-.2052 0866 2148
-.1576 2327 -.3140
-.1547 2217 -.3187
-.1577 2381 -.3108
-.1552 2273 -.3197
-.2176 .19% 1196
1713 0849 H569**
-.0829 0838 0439
1440 -.0667 3506
0340 0165 2573
s
1314 -,4863m -.1006
-.0195 0112 2280
-.0401 0475 1901
6588m  -.0558 -.0522
-.2310 3739* 0414
0579 1794 0700
-.1278 1917 -4041*
-.2439 2798 -0747
-.0382 -3743*  -.0962
-4069*  -4658*  -.0330
-.0107 3521 -.1665
-.0084 3638 -.1656
-.1301 -.0407 0372
-1117 0565 0755



Correlations!  UNIDOS ~ HR4EN HRSOPEN ~ PAR3PER  TOTRXVOL  PATPROF  DELPER SR PEROUNRX  TOTAREA

INDIV -.0167 -0680  -.3139 3163 -.3579 -.0649 3760* 5021 -2442
PARTN -.0986 1307 -.0782 1482 0581 -.0842 2168 -0233  -1237
CORP 0635 .0000 3217 -.3569 2912 0987 -4435% - 4444 2799
SEPDOUN 102 0205  -0143 -.0144 -.1208 0713 -4372*  -.06% 1216
SHOPCTR -.0970 .0000 4850 -.2260 3212 -.0064 -.2937 -.1300 3667*
NOBLDG -.0367 -0223  -A4421% 2292 -.1637 -0714 7522%% 2060  -.4785**
A BB 7 N QO 1 G 0 e Cldg
RENT -.3546 0680 2807 -5235** 2724 0404 -2113 -1 2052
CDTPER 0192 2403 -1599 -.2010  -.0643 0655 A4152* 1829 -3314
o S N i b w4 il
3886*  1.0000 - - -. . . : - 4155*
HRSOPEN ~ -2312  -.1369 1.0000  -.2430 6843*4 . -.0012  -6260** -4322%  T7144*
PAR3PER 2865 -0931 -.2430 1.0000  -.1516 -.0433 1622 0609  -0487
FT&]TB%%'(:)L -1531 - 3128 6843**  -1516 1.0000 0000 1159 -AA24% - BLATH T730%
a t # 1. ° ° - °
DELPER 3596 .3242 -.0012  -.0433 1159 1.0000  -.0908 1049 1265
SR .2002 2048 -6260* 1622  -4424# -.0908 1.0000 4560%  -.7329**
PEROUNRX  -.0360 2914 -4322* 0609 - 0147 1049 A4560*  1.0000  -5757*
TOTAREA  -.1726 - 4155* TJ144% - 0487 T730%* 1265 -7329**  -5757**  1.0000
TN A444* 1543 -0473  -.012 1892 5461** 0651 -.2666 . 0557
R I0h  aab o 0% e 0 Soe ins  di
NONRXSAL ~ -.1833 - 4595* 1354 _ 1133 8491% 0808  -7049** -6024**  9143**
AREARAT 2404 1690 -5559** 2915 -.3146 -.0692 9250* 2937 -.6170**
UNHODAR 2199 1259 -5107** 2941 -.3093 -.0634 8620% 2707  -55093**
NEDVOL -1225  -2973 2342 1097 6010** 0541 -.0594 -.3619 4262*
RURAL 1584 3761*  -1753  -0342  -3936* -1163  -.0852 1387 -.2660
RXSLT -.0541 1064 -5334** 1676 -.3933* -.0747 B7T1x*  5375%* - 6722**
RXLRXS 2698 1434 -2 0904 -1937 -.0850 2241 -1540  -.1390
RXLLT 1500 2291 -6505**  13-/8  -5309** . -.0989 9781%  A752%* - 7816**
NI N G A
WS 008 oME et -0 Gide | g i i aagm
INTCRX 2890 3138 -.4475* A211% - 5720%* -.0808 3245 1343 -5493*
SPPERRX -.0842 1047 -.0817 0961 -.1234 -.0185 1952 2245 -3067
TOTLAB -.0911 -.2492 6095**  -1055 9360** . 0920 -.3537 -.6660**  .6629**
TOTOH -0904  -1343 4403* 0035 8139** 0923 -1279 -5197*  A151*
PREALLAB  -1710  -.4587* 7270%*  -.0995 8616** 1010  -7057**  -.6201**  9174**
UNALLOH ~ -.1598 - 4502* 7147% - 0876 .8534** 1388 - 7229% - B160**  9242**
-1732 -4511* 7304**  -1049 8642** 1009 - 7114% - §241** 5175
UNOfLAB  -1683  -4617* 7244* - 0955 8573*x 0986 -7072%  -6246**  9181**
INTRXC -.0961 - 5625**  -.0708 9155** 0947 -2795 -.6301** 73**
* 0562 3880*  -2775  -2726 -5111** -.0487 3565 4252* - 5890**
AVEAC -.0757 0249 0874 0293 1998 -.0624 -0108 =~ -.2536
AVeH 3590 5258** - A4723* 0370 -.6213** -.0315 4027 4216*  -.6360**
Wl B et Rk B L B o
LNTC -1295  -2192 5267 -.1002 8604** 0324 -.2235 -6607**  5267**
RECIPVOL 2383 1915 -.3285 2487 -5611% 0849 0082 A716*  -.2845
RXLST 3026 1702 -.3047 1167 -.23% -.0913 4056 -.0540  -.2549
O R g o
INRXVOL  -1913  -2876 5967*  -.2069 9286** . 0495 -2963  -.6283**  6305**
LWOVOL  -.1676 -.3630 2018 0313 6830** 0425 0029 -4414*  4381*
LNARFA -2185  -3448 7002**  -1599 6515%* 1293 -9087* -5262**  9106**
NOW® -.1482 -.2963 J041%  -1776 9942* 1174 -A4676%  -6122%F  7737%*
RECIPf® 2491 3142 -.2156 1206 -5265% 0646 -.1258 4040 -2712
RECINON 2714 2962 -.0958 2338 -.3254 0976 -.1424 2024 -1482
HODRAT -.2416 -.3340 A882** - 3853* 6403** 0645 -.3624 -.2154 B157**
N N A
OWERAR -.0803 -.1136 0783 0560 3215 -.0910 0164 -2516  -.0921
Nof casesi 40 1-tailed Signif: * -.01 H - .001

~. 1 is printed 1f a coefficient cannot be corputed



Correlations:
INDIV

PRTN
CORP

LNT
RECIPVOL
RXLST

LTST
>EDPER

LNRXVOL
U#EDVOL
LNAREA
NOMED
RECIPtED
RECINON
NODRAT
NODTCRX
JXENPRX
OHPERAR

Nof cases:

TN
-.1260

-.0605
1429

-.0867

-.37BO»

1760

A4444%

1543
-.0473
-.0122

1892

-.0662
-.0735
-.0786
0171
0307

40

D461**
0

RXFRT NONRXGAL  AREARAT

TOTSALES
-.2357 -.0285
-.1044 -.1039
2640 0749
0698 -.3054
3862F -2
- 4407* D415%*
-.1139 0179
-.1522 -.1489
2249 -.0841
-.3136 4929%*
-.1837 1904
-.4563* 3475
7384*  -2412
-1154 0199
1.18591** -.0261
0823 0392
-.6988**  5022**
-.6058** 1745
9132*%* - A474*
0582 2471
1.0000  -.4219*
-4219*  1.0000
9998** - .4355*
-5770*%  4887**
-5130** 3592
3862* 1588
-.3016 -.0783
-.6433**  5166*
-.1438 -.1099
-.7548**  4920**
-5897* 2452
-4291* 1703
-.5042** 2184
6742 1851
-5909** 2556
-.2759 4208*
7265** 1355
5245%* 2608
9954** - 4194*
9916*  -4322*
9953** - 4155*
9953** - 4272*
6692* 1919
-6073* 2109
1513 2155
-.0558* 2297
-.3156 3012
9945%* - 4290*
6052* 1748
-.3573 -.1059
-.2428 -.0073
-.1755 -.0591
-.1798 -0531
Tq124* 0789
A527* 1458
8330**  -4344*
8716**  -.0494
-.32% -.0940
-.2134 -.0099
6662**  -.2506
6470%*  -2504
-.3180 0844
2115 -.0169
1-tailed Signif:

-2311

-.1108
2619
0789
3859*

-.1594**
-.5883**
- 4286*
-.5024**
.6605**
-.5897**

* _ 01 «'k

* . mmis printed if a coefficient canot be corputed

2863

2710
-.3876*
-.3932*
-.3655

T7122%

UNHODAR

2936
3258
-4202*

lOVX

-.0540
1523
-.0229
-3171
1028

1097
6010**

0541
-.0594
-.3619

4262*

3251
-.3263
2019

RRAL
-.1535

-0
-.3936*

_1163
~0852

3% 9%
-.2427
-.2551

4044~
-.1704

RXSLT

A883**
2428
-.5576**

RXLRXS
-.0818



Correlations:

N

*

INDIV
PARTN
CORP

OHPERRX
LABPERRX

RECIPVOL
RXLST

LTST
HEDPER

LNRXVOL
LMOVOL
LINAREA

NONHED
RECIPNED
RECINON
NODRAT

NODTCRX
SLXENPRX
OHPERAR

of cases:

RXLLT

.3838*
1880
-4359*
-4010*

- 3254

- 4255
-.1661
-.0282

40

TCPERRX  OHPERRX  LABPERRX  TRXCOSTS  INTCRX

-.0044 1869
0584 1251
-.0236 -.2286
0684 -.0387
-.3010 -.2750
2102 3019
0339 1529
0018 -.0302
-3871*  -5743*
1614 0943
2974 1779
3223 2183
-4501*  -3609

4261* S713*
-5754* - 4205%

|
-0785  -0073
G
- 5482 _4102*

3674 3550
3433 3551
o e
4178 1559
3910 2675
8%28** 1'%%?)8**
7727 2449
-2891  -.2397
9989** 8057+
2232 3503
3553  -.3544

-.2849 -.2356
1298 -0533

-.2850 -.3366
4320* 2029
4080* 1738

-.0658 -0143

- 5401* 43251:*
5

-5766**  -.4294*
4450% 5433

A430* .
9777 - 7657*
-.9886**  -.7807**

6512**  5236**
0040 0839

i-tailed Signif:

-.2070
-.0383
2059
1531
-.1975
0204
-.1080
0353
-0181
1628
2995
2951
-.3491
0850
- 4804**

-0832
* _ 01 «*

. = is printed 1f a coefficient cannot be computed

-4082*  -.00%

1457 0579
3015 -.0186
-2083 0615
2317 -3082
0073 2244
-.2005 0239
-2186 0013
2013 -.3926*
1124 1689
e, o
A
9188*  -5720**
Qg -Dong
63227 1343
5920%* - 5493%*
3424 1058
et TR
6605 - 5897**
s
763*  -3026
4177 2810
-2676 1949
-1336 3948*
-.3586 3876*

-.2806
-.2806 1.0000

-.1319 .3850*
-2 -.0643

-.3210 A417*
3437 -.9790**
3292 -.9892**

-.1762 6540**
A140* .0063

- .001

SPPERRX

0923
1510
-.1550
-.3387
-.0755
A4390*
0970

0%1
-1234

-.0185
1952
2245

-.3067
0881

-2759
4208*

-2834
.0221
2500
1449
0187
1150
-.2187
-.0097
0719
-.9922**
-.0347**
0186
-.0855
-.0240
-.2164
-.1294
0500
0719
-.2888

1114

TOTLAB

-4337*
0770
3571

-.1584
2685

-.0818

-.2180

-.2163
2553
0514

1355

Jq144%
-.221
-2432

6728**
-4249*
-.3975
-.1226

- 6101*
-1720
-.1323

3425

TOTOH

-.3289
2597
1758

-.2829
1457
1694

-.1526

-.2052
0866
2148

-.0904

-.1343
4403*
0035
8139**

0923
-.1279
-.5197**

A151*

3971*

H245%*

2608

5092**

0350

.0121

6286**
-3711*

-.0820
-.1429

5114%*

7270+
-0995
816"

.1010
- 7057*
-.6201**
9174*



Correlations! UNALOH ~ UNALLAB  UtOfLAB  INTRXC  wper AEAC AG* AVESP TOTEXP LNTC

INDIV -. 2489 -.2525 -.2439 - 4070* 0216 -.1130 2434 0767 -.2512 - A716*
PARTN -.1057 -1000  -.1057 1446 1795 1953 1476 2339 -.1025 1389
CORP 2157 2162 2711 3009 -.1043 0104 -.2904 -.1800 2162 3622
SEPDOWN 1053 0772 0784 -.2105 .0022 -0791 0226 -.0416 0893 1842
SHOPCTR 3625 3857* 3811* 2268 -1216 -.0361 -1317 -.1105 3761* 2472
MCBLDG -4569%  -4483*  -4452* 0142 1125 1199 0999 14% - 4523* -.0336
LESSIYR -.1193 -1221 -1177 -.2008 -.0570 -.1389 1460 -.0045 -.2253
YRLT02 -.1547 -1577 -.1552 -.2176 1713 -.0829 1440 0340 —.1565 -.2630
RENT 2217 2381 2213 19% 8%%18 0838 -.0667 0165 2313 3043
m

CONPPER -.3187 -.3108 -3197 1198 - 0439 3506 2573 -.3144 1031
UNIDOS -.1598 -1732 -.1683 -.0961 0562 —= 0757 3590 1778 -.1676 -.1295
HR24EM -4502%  -4511*  -4617*  -2147 .3880* 0249 *5258H 3568 —.4511* -.2192
HRSOPEN J147«  7304**  7244**  5625m  -.2775 0874 -4723*  -2426 JA243*  5267m
PAR3PER -.0876 -.1049 -.0955 -.0708 -.2726 0293 0370 0447 -.0976 -.1002
E’-R]TB%{%EL 8034 8642+ 8573 9165+  -H111** 1998 - 6213m -.2589 8603m  8604*
° ° L] ° , a
DELPER 1388 1009 .0986 0947 -.0487 -.0624 —.0315 -.0647 11171 10324
R - 1229 - T7114% - T7072%*  -2795 3565 -.0108 AB82IM 3037 - 1169**  -2235
PROMRX  -6160H  -6241** -6246** -6301*  4252*  -2536 4216* 0919 -0211m  -6607**
TOTAREA 9242%*  9175*  9181*  5873m  -5890** 0767 -.6360**  -.3558 9211m *5267m
TN 0978 0805 0810 3484 -0728 1645 -.0209 1033 0879 2609
TOTSALES 28%2:* 2%(53:* gggg:* 6692m - 607gm %?%35’ -.26253;3m —%%Flgg 2%521 o160§>2m
: : . 685% —.%8584m 1471 -6538"  -3172 9942m .55
AREARAT -.0968** - 5874** - 5820* 1323 2610 -.0125 *3967* 2470 -5918m  -.1049
UMODAR -9312** - 5248** -5182** -1555 2489 -.0360 3835* 2218 -9219m - 131
NEDVOL 4195% A204* AL75* 6776m  -3320 2037 -3980*  -.1120 4204* 5632**

RURAL -.3009 -.3061 -.3066 -A4173* 2603 - 4109* 2901 -.1047 %% -4203*
RXSLT -.6656**  -.6584** -6567** -.2640 3484 -.05% 2702 1319 207 -2320
RXLRXS -.1449 -.1432 -1366  -.1370 -.0525 -.0012 A548* 2925 -.1440 -.0707
RXLLT - 792%  -7687** -7642** -3553 3913* 0245 9211m  .3539 -1138m  -2867

TCPERRX -9739** - 5845  -5807**  -2849 1906 1298 6445m  5080**  -.5805m  -.2850
OHPERRX -4128*  -4341*  -4300*  -.2356 0666 -.0533 4350* 2428 -4254*  -3366
LABPERRX ~ -.4958**  -.4904** -4886** -2133 2401 2689 587/4m  5699m  -4931m  -1056
TRXCOSTS 6795*  6904**  6821**  .9998m - 4173* 3127 -4418* —.8828 6863m  9417m
INTCRX -o749* - 5853**  -5817**  -2757 2023 1343 6350 :
SPPERRX -.2197 -2775 -.2834 0221 2500 1449 0187 1150 -.2187 -.0097

10000 . . . 141 . . .
UNALLAB 9967** 10000 .9997%  6855m  -.6150m 1522  -6602m  -3177 9994m  .6244m
UNENPLAB  .9969** 9997 71,0000 O77Im  -6220% 1446 - 662Im  -3248 9993m  .6168m
INTRXC 6746%  6855*  G77I** 10000  -4110* 3167  -4385¢*  -.0580 6814m 930 **

FHPBR -6228*  _B150%* -6222** -4A110* 10000  -1056  *b/8bn 2982  -6188m  -.4149*
1412 1522 1446 3167  -1056 10000 0868  .[662m 1476 2968

Ny D TRE Thm T e R, w0 Ihe”
2 - - - .7662m  “7067m 1 - -

TOTEXP .8989** ; 4 9993+  6814m GZ%SM 303* 13210 10000 6184+

LNVEDVOL A739* 4822 AT99% 7409  -3447 2466 -4984m  -1464 A790m  .7013m
LNAREA 8535%F  8448* 8419+  4736*  -.5003m 0140 -6069**  -.3815* . 849221* A087*
NOHED 8610*  8725*  B8655**  .8932m  -5049m 1874 -6145m  -2632 8683 .8493m
RECIPKED ~ -.3274 -.3478 -.3465 -5634* 2019 -.2382 A4320* 1095 -.33%4 -.6841m
RECINON -.1998 -.2202 -2195 -.3198 0995 -.1451 2817 0786 -2117 -.3966*
NODRAT 6455 6575**  6541** 3388 -2710 - 0935 -6443m - 4820  §529** 3216
MCDTCRX 6276**  6393**  6358*4 3245 -.2490 -.1049 -.6468* -491/m  .0348m 3124
IXENRX  -2B78 -.2977 -.3053 -1733 2104 1144 S057/m 4074 -2937 -.2103
OHPERAR 2181 2169 2139 4131 -1115 2132 -.1006 1291 2176 .3930*

Nof casesi 40 1-tailed Signif: *" 01 M - 001
* s printed 1f a coefficient canot be computed



Correlations!

INDIV
PARTN
CORP

SHOPCTR

LESSIYR
YRLT02
RENT

COWER
0il DS
HR24EN
HRSOPEN
PAR3PER
TOTRXVOL
PATPROF
DELPER
SR
PEROUNRX
TOTAREA
TPN
TOTSALES
RXFRT
NONRXSAL
AREARAT
IMCDAR
MEDVOL
RURAL
RXSLT
RXLRXS

RXLLT
TCPERRX
OHPERRX

RECIPVOL
RXLST
LTST
HEDPER
LNRXVOL
LNAREA
RECIPKED
RECINON
HODRAT
IMODTCRX
LXENPRX
OHPERAR

N of cases;

RECIPVOL

2282
-0725
-1728

40

LNRXVa

-4111*
0970
3267

-.1783
3084

-.0979

-.2125

-.2310
3739*
0414

-1913

-.2876
DU T«

-.2069
9286**

- 4745
D723**
H694**

-.3730*
3414

RXLST LTST (CDPER
0007 -.0452 5160**
0038 -.0202 .0060
-.0024 0505  -.4709*
1053 1599 -.2141
-.1448 -.1110 -.1264
0224 -.0679 3519
-.0023 -0326  -.0090
-.0195 -.0401 6588**
.0112 0475 -0558
2280 1901 -.0522
3026 3015 -.0768
1702 1563  -.2034
-.3047 -24371  -3166
1167 1017 0975
-.23% -1947  -2341
-.0913 -.0862 -.0481
4056* 3098 2791
-.0540 -1071 2645
-.2549 -.1834 -.1600
-.0330 -.0404 0031
-.2428 -1755  -1798
-.0073 -.0591 -.0531
-.2395 -1716  -.1769
A47* 3522 1721
A4601* 3745¢ 1141
-.1586 -.1507 .3685*
3116 3340 -.1212
Q083 -0970 3203
9783 9913 - 0401
3901* 2914 2764
4320* 4080*  -.0658
2029 1738 -.0143
A885**  4804*  -0922
-.1640 -1319  -.2360
4092* 3850*  -.0643
-.5322%*  -6347** 0186
-.1720 -.1323 -.2435
-.1362 -1207  -.2033
-.2427 -1727 -1775
-.2504 -.1794 -.1789
-.2464 -1760  -.1810
-.2394 -1693  -.1749
-.1670 -.1353 -.2337
0074 -.0292 0816
-.0000  -0062  -0155
5085%  A4741** 0819
3279 3014 0418
-.2483 -1776 -.1802
-.1035 -0712  -.3659
0509 0349 2240
1.0000 9938+ 0149
9938**  1.0000  -.0205
0149 -.0205 1
-.2030 -.1669 -.2989
-.1554 -.1518 2846
-3838*  -2049  -2227
-2362  -1890  -.3010
0529 0542 -1311
0362 0429 -.5259**
-3446  -3141 0647
-.3698*  -3411 0654
0712 1070 -.2317
-.0143 -0161 -.1126
1-tailed Signif: * - .01 ** - 001

m. " is printed if a coefficient cannot be computed

LMCDVCL  LNAREA
-.0675 -.3155
1619 -.2450
-.0152 4023*
-.38591 2248
1390 3914*
2876 -.6140m
-.1735 - 1727
0579 -.1270
1794 1917
0700 -4041*
-.1676 -.2105
-.3630 -.3440
2818 ,002h
0313 -.1599
6830%*  6515**
0425 1293
0029 -.900/m
-4414* - 5262**
A4381* 9106**
3089 0301
A527* .0330*
1458 -4344*
A416* ,0357m
0831 -.8292H
0319 -.7043**
9310** 2852
-57%** -1302
0366 -.1851m
-1743 -.2290
-.0871 -. 9325m
-4344*  -4819m
-.3835*  -.3552
-.2993 -4Q072*
7406%*  *4768m
-4250%  -4790**
-.0240 -.2164
1335* 5498**
6943** 3053
A4826%  .8414**
A739* .B535M
A4822** .0448m
4793** .8419m
J409* 47 g*
-.3447 -,5063m
2466 0140
-4984** - 6069**
-.1464 -.3815*
A4790** .8492m
013 4087*
-.6089** -1613
-.1554 -.3838*
-.1518 -.2949
2846 -.2227
J7405% ,5051m
1.0000 2610
2610 1.0000
6092** .6620m
8156**  -,0952
o
. . m
A424*% b5183H
-4780%*  -.0273
2737 -1251

>0*0
-.3775*

0421
3226
-0959
3315
-.2091
-.1720
-.2439
2798

8725
8655
8932
-.5049

>3273
3184

*%
*%
*%

m

RECIPMED ~ RECINON

0059
-.0999
0418
3474
-.1512
-.2342
0993
-.0302
-.3743*
-.0962

*
D251**
-.2165



Correlations: NODRAT MODTCRX SDXENPRX  GWERAR

INDIV -.0071 -.0039 -27198 <3 8
PARTN -.0960 -.0858 0506 A4640*
CORP 0517 0440 2299 -0713

sepdoun -.0567 -.0598 3011 0063
SHOPCTR 3339 3255 -.0632 -1223
V\EBL[X; -.2539 -.2426 -.2672 .1088
LESSLYR -.0739 -.0627 -.0968 -.0653
gg\ll:ll_'OZ -.0107 -.0084 -1301 -1117

3521 3638 -.0407 0565
COHPPER  -.1665  -.1656 0372 0755

UNIDO5 -. 2416 -.2581 2370 -.0803
HR2401 -. 3340 -.3319 4690 -.1136
HR A4882**  4790**  -.0813 0783

PARPER ~ -3853*  -3989* 0235 0560
TOIRXVOL ~ .6403**  .6242**  -.3453 3215
PATPROF . a . a
DELPER 0645 0689 0158 -.0918
R -.3624 -.3539 -.1892 0164
PEROUNRX

9 .

TOTSALES 6662**  .6470**  -.3180 21X5

-.2506 -.2504 0844 -.0169
NONRXSAL F649« 6457 -3171 2047
AREARAT  -3872*  -3826  -.2387 1129
UINVIDR - -.3659 -.3604 -.259%4 1512
HEDVOL 3285 3251 -.3263 19

-2427 -.2551 A4044*  -1704
RXSLT -.2639 -.2445 -.2463 0106
RXLRXS -.3265 -.3528 1214 -.0364
RXLLT -4373*  -4255*  -1661 -.0282

undrab  6541**  §358* -.3053 2139
INTRXC 3388 3245 -1733 4131*

6HPER -2710 -.2490 2104 -1115
AVEAC -0935 -.1049 1144 2132
A -.0443*  -6468*  5057**  -1006
AVESP - w4917 AQT74% 1291
IR /1A v
RECPVOL  -.3861*  -.3035* 3804+ -2194
T -.3446 -.3698* 0712 -.0143
LTST -.3141 -.3411 1070 -.0161
HEDPER 0647 0654 -.2317 -.1126
LNRXVOL 5723 5654**  -3730* 3414
LNVEDVOL ~ .4429* Ad24* - A780** 2737
LNAREA 9302**  5183**  -0273 -1251

RECPHED  -.4262*  -4335%  5251*  _2165
RECNON  -4310*  -4363*  4768* -.1007
NODRAT .

HODTCRX . -.6412 -.0022

IXENPRX  -.6326** - ,6412** 10000 -.0072

OHPERAR  -.0013 -.0022 -.0072 1.0000
Nof cases: 40 1-tailed Signif: * - .01 «*
- _ muis printed if a coefficient canot be computed
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KEAN VALUES
VARIANCE
STD DEV

BY TOTAL RXS

% «*8T KED RXS

***xx**xincludes

e e

19*203 S
13.7493
3.7030
18.6939
19.2355

TOTAL PHARMACIES

ee«TOTAL

* K

MEDICAID RXS

EXHIBIT 8

ALASKA PHARMACIES

Schedule C

FAC Drugs****x*

3RND SPEC PRICING

DRUG" t W

12.4550
7.1433
2.6727

13.0130

13.1524

GROSG"HARG-

6.7485
6.5440
2.5533
5.6305
6.0334

INCLUDED

IVCL IN vfoREAN

INCL UTD KEAN

*x*xxxxFE xcludes

SELLING

PRICE HW WT—W W

23.6005
21.8575

4.6752
22.7851
23.2094

<0
1082363"

122086

15.9338
11.0164

3.3191
16.3504
16.4378

FAC Drugs******

7.6968
9.0866
3.0144
6.4352
6.8024



EXHIBIT 9

ALASKA PHARMACIES

Regression Summary
Dependent Variable: Total Dispensing Costs Per Prescription

Independent Variable

Entered
Step F
Number Code Coefficient to Enter
0 Y-INTERCEPT 8.184
1 TOTRXVOL -.055 18.926
Prepared without audit by Myers and Stauffer, Chartered,

Certified Public Accountants, Topeka, Kansas.

Source: Regression Analysis. Schedule F, dated December 13,
1988.



EXHIBIT 10

ALASKA PHARMACIES

Regression Summary
Dependent Variable: Inflated Total Rx Dispensing Costs

Independent Variable

Entered

Step F
Number Code Coefficient to Enter

0 Y-INTERCEPT 23,192

1 TOTRXVOL 5.070 202.450

2 MEDVOL 12.444 15.417

3 TOTAREA -2.103 12.320
Prepared without audit by Myers and Stauffer, Chartered

Certified Public Accountants, Topeka, Kansas.

Source: Regression Analysis. Schedule F, dated December 13

1988.
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SORTED BTI ALL DATA - INFLATED LABOR CCST

STANDARD DEV.
VARTANCE
PI AR WEIGHT D BY
ETAL RX _w
REAM bEIGHTED BY
REDICAID

Dbk BF AREGLRIBYTOR

number of prescription

UNINFLATED BATA
LAROR

RERD cost
2.3303 4.3602
1.1602 1.0807
1.3461 1.1679
2.0218 4.0129
2.1805 4.11 83
AASTRL mx vou ave
s IN MEDI A VOL AVG

SUM

TReeh

6.7107
1.7673
3.1233
6.0348
6.3669

2.5124
1.2402
1.5381
2.1636
2.3368

41
04/880
16/173

INFLA A % BATA (*FbaAT
v
7.64 11.30
M ?
6.6V
4.19
4.13
I:«
4.6607 7.1732
1.1482 1.8839
1.3184 3.3491
4.2932 6.4568
4.4843 6.8211
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SCHEDULE D
SORTED BY: rx C-10C0Q
STANDARD MEAN
STANDARD DEV.
VARIANCE
MEAN WEIGHTED BY
TOTAL RX
MEAN WEIGHTED BY
MEDICAID

INFLATED TOTAL COST
*rxxxx UNINFLATED

OVER LABOR

HEAD COST

T :
1y

.' A

I 9
1.70 .9
3.5238 4.4588
1.645' 1.3648
2.7C67 1.8627
3.3153 4. 6822
3.3640 4. 4794
ARMACIES

IN TOTAL RX VOL AVG

IN MEDICAID VOL AVG

DATA * % k k k%

TQTAL
COST

11.

5.20

7.9825
1.9930
3.9720
7.9980
7.8434

R I I

OVER
HEAD

288
g

%%

3.7500
1.7491
3.0594
3.5254
3.5806

Y C0ST STUDY
CY COST REPORTS
INFLATED DATA ***;:;t
4441
1. % . g
%Z .64
. 55
4.7475 8.4975
1.4067 2.0512
1.9788 4.2074
4.9798 8.5052
4.7697 8.3503
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ALASKA
SUMMARY OF PHARMACY COST REPORTS

*kxxxx  UNINFLATED DATA **xxx*x
OVER LABOR TOTAL
HEAD CosT COST
1.62 4.42 6.04

° 3.717 9.91
t: M 2.76 4.74
3.70 7.33 11.03
4.07 5.35 9.42
1.99 5.12 7.11
1.67 4.78 6.45
3.0243 4.7900 7.8143
1.6943 1.4243 2.3190
2.8707 2.0286 5.3778
2.4248 4.4964 6.9212
2.6126 4.7218 7.3344

SAIKATOTAL
S

I'N

RX VOL AVG
MEDICAID VOL AVG

PHARMACY COST STUDY

[l NCRN ST JO N O N
— — 00 OUT
o W O O WU o

INFLLAOORDATA

**T??AL
£211 9],
4 .86 6.64
10.57
2.92 5.01
7.64 11.50
5.76
5.47 1?:20
5.11 6.89
5.1114 8.3371
1.4719 2.4105
2.1665 5.8105
4.7921 7.3736
5.0336 7.8164
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Original sponsor: Rules/Governor

IN THE HOUSE

CS FOR HOUSE BILL NO. 70 ( )
IN THE LEGISLATURE OF THE STATE OF ALASKA
SIXTEENTH LEGISLATURE - FIRST SESSION
A BILL
For an Act entitled: "An Act extending the termination date of the Board

of Pharmacy; relating to substitution of generic
drugs that are therapeutically equivalent; vrelating
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."
BE IT ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:
* Section 1. AS 08.03.010(c)(4) 1is amended to read:
(4 Board of Pharmacy (AS 08.80.010) -- June 30, 1993
[1989] .
* Sec. 2. AS 08.80.460(b) 1is repealed and reenacted to read:
(b) A person who violates AS 08.80.295 1is guilty of a violation.
* Sec. 3. AS 47.07.030(b) 1is 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 vrecipient®s home; emergency hospital
services; Jlong-term care noninstitutional services; medical supplies
andequipment; clinic services; 1inpatient psychiatric facility ser—
vices for individuals age 65 or older and individuals under 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( )



services; intermediate care facility services, 1including 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 1s 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 will exceed the amount allocated 1in 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;

(1D 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 facilitv services for the men
tally retarded;

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

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

70 ) ~2-



or younger, with a household income that does not exceed 100 percent
of the federal poverty level;

(18) [(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 thoir 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 not meet the 1income vrequirements, do not receive
supplemental security 1income under Title XVl of the Social Security
Act, but who are eligible, or would be eligible if they were not 1in a
skilled nursing facility or intermediate care facility, to receive an
optional state supplementary payment;

(21) [(20)] individuals 1in a hospital, skilled nursing
facility, or 1intermediate care facility whose income while in the
facility does not exceed 300 percent of the supplemental security
income benefit 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) [(21D)] individuals under age 21 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 1is 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) under 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.
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