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"A n  A c t  r e l a t i n g  t o  p h a rm a c e u t i c a l  m e d i c a l  a s s i s t a n c e  f o r  n e e d y  p e r s o n s ,  
a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e "

F Y 8 9  G o v e r n o r ' s  M e d i c a l  A s s i s t a n c e  R e q u e s t

-  ----------  .— ...........................  . . .  GF T o t a l

GENERAL R E L IE F  MEDICAL R e q u e s t    . . . 9 , 3 8 0 , 4  9 , 3 8 0 . 4
C - 4  T r a n s f e r  t o  M e d ic a id   ..............    [ 1 , 3 7 0 . 6 ]  ' [ 1 , 3 7 0 . 6 ]
D e c re m e n t  t o  Rem ove P h a rm a c y  . [ 1 , 3 7 0 . 6 ] .  [ 1 , 3 7 0 , 6 ]

R EV ISED    . 6 , 6 3 9 . 2  6 , 6 3 9 . 2

FED GFM P r o g r a m  T o t a l

M ED ICA ID  N O N -FA C IL IT Y  R e q u e s t  1 7 , 1 4 5 . 4  1 7 , 2 1 3 . 2  1 6 9 . 0  3 4 , 5 2 7 . 6
C - 4  T r a n s f e r  f r a n  GRM - 0 -  1 , 3 7 0 . 6  - 0 -  1 , 3 7 0 . 6
In c r e m e n t  f o r  F e d e r a l  1 , 3 7 0 . 6  - 0 -  - 0 -  ' 1 , 3 7 0 . 6

R E V IS E D '" - '    1 8 , 5 1 6 . 0  “ " 1 8 , 5 8 3 . 8 "  1 6 9 . 0  3 7 , 2 6 8 . 8

W i t h  a  m ove o f  p r e s c r i p t i o n  d r u g s  f o r  M e d ic a id  r e c i p i e n t s  f r o m  t h e  G e n e r a l  
R e l i e f  M e d ic a l  (GRM) C om p on e n t t o ’ t h e  M e d ic a id  N o n - F a c i l i t y  C o m p o n e n t , 
M e d ic a id  fu n d s  w o u ld  l^eccm e a v a i l a b l e  a t  a  5 0 / 5 0  f e d e r a l  f i n a n c i a l  
p a r t i c i p a t i o n  r a t i o .  T h e  G o v e r n o r s  F Y  8 9  G e n e r a l  R e l i e f  M e d i c a l  b u d g e t  
r e q u e s t  f o r  T i t l e  X IX  p h a rm a c y  i s  $ 3 , 6 5 4 . 8 .  T h i s  f i s c a l  n o t e  a s s u m e s  a n  

. .  O c t o b e r  1 ,  1 9 8 8  im p le m e n t a t i o n  d a t e .

T h e  n a t i o n a l  r a t e  o f  i n c r e a s e  f o r  p r e s c r i p t i o n  d r u g  c o s t s  i n  1 9 8 7  a c c o r d i n g  
t o  t h e  U .S .  D e p a r tm e n t  o f  L a b o r  w a s  8% . F o r  p u r p o s e s  o f  t h i s  f i s c a l  n o t e  
t h e  D e p a r tm e n t  h a s  a s su m ed  8% a s  t h e  a n n u a l  r a t e  o f  i n f l a t i o n  f o r  
p r e s c r i p t i o n  d r u g s .

M e d ic a l  A s s i s t a n c e  A d m i n i s t r a t i o n  -  C la im s  P r o c e s s i n g

T h e  a d m ^ i s t e a t i v e  c o s t s j e x c e p t  f o r  t h e  $ 1 4 , 0 0 0 . .  f o r _ c c n p u t ^ _ p r o g r a n t n i n g  
c h a n g e s ' w i l l  n o t  b e . n e c e s s a r y _ i f _ t h e _ i n c r e m e n t _ i n _ t h e  G o v e r n o r  * s  b u d g e t "  i s  
a p p r o v e d  a s  i n t r o d u c e d .

T r a v e l s

O n - s i t e  p h a rm a c y  r e v i e w s  f o r  d i s p e n s i n g  f e e s ,  
v a l i d a t i n g  a c q u i s i t i o n  c o s t s  f o r  d r u g s ,  
m e e t in g s  w i t h  t h e  p h a rm a c y  a s s o c i a t i o n ,  a n d  
g a t h e r i n g  d a t a  f o r  p r i c i n g  com p ound ed  d r u g s .

f  i n  S t r a f e ,  b u d u



C o n t r a c t u a l :

P r o f e s s i o n a l  s e r v i c e s  c o n t r a c t  f o r  p h a r m a c i s t /  
p h a rm a c y  s e r v i c e s *
O ne t im e  f u n d i n g  f o r  f i s c a l  i n t e r m e d i a r y  t o  
c h a n g e  c o m p u t e r  s y s t e m  d o c u m e n t a t i o n  i n c lu d i n g  
p r o v i d e r  m a n u a ls ,  c h a n g e  t h e  c o l l o c a t i o n  c o d e  
t a b l e  t o  s h i f t  e x p e n d i t u r e s  f r o m  GRM t o  M e d ic a id ,  
c h a n g e  p r i c i n g  l o g i c ,  a n d  a d d  new  e d i t s

O n - g o in g  f u n d i n g  f o r  f i s c a l  i n t e r m e d i a r y  f o r  
B lu e  B o o k  u p d a t e  o f  a v e r a g e  w h o le s a le  p r i c e s  
i n t o  MMIS c l a im s  p r o c e s s i n g  s y s t e m

S p a c e  R e n t  $ 1 . 2 5 / s q .  f t .  X  2 0 0  s q .  f t .

C o m m u n ic a t io n s  -  L o n g  D i s t a n c e  a n d  P r i n t i n g

A d v e r t i s i n g  a n d  P r i n t i n g

S u p p l i e s :

. . . T o t a l

F e d e r a l

SGFM

In c r e a s e s  f r o m  f i s c a l  y e a r  t o  f i s c a l  y e a r  a r e  p r o j e c t e d  a t  8% .

u f l lT

^ ^ r T 7 , C 0 6  

6\ 5C0

*  T h e  D e p a r tm e n t  p r o p o s e s  u s i n g  t h e  s e r v i c e s  o f  a  c o n t r a c t o r  t o  d o  t h e  
i n i t i a l  w o rk  o f  d e s i g n ,  d e v e lo p m e n t ,  a n d  im p le m e n t a t i o n  o f  a  M e d ic a id  
p h a rm a c y  p r o g r a m . H o w e v e r , t h e  D e p a r tm e n t  m ay  e l e c t  i n  s u b s e q u e n t  y e a r s  t o  
s e e k  l e g i s l a t i v e  a p p r o v a l  o f  a  p e rm a n e n t  p o s i t i o n  f o r  t h e s e  s e r v i c e s .
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L E T T E R  OF IN TEN T ON SB 255

I t  i s  t h e  i n t e n t  o f  t h e  L e g i s l a t u r e  t h a t  a s  r e g u la t io n s  
a r e  d e v e lo p e d  t o  im p le m e n t t h i s  l e g i s l a t i o n  t h a t  t h e  fo rm  
o f  t h e  c u r r e n t  g e n e r a l  r e l i e f  m e d ic a l  p h a rm a cy  p ro g ram  be 
d u p l ic a t e d  t o  t h e  e x t e n t  c o n s i s t e n t  w i t h  f e d e r a l  
g u id e l i n e s .  T h e  g o a l  o f  t h e  D e p a rtm e n t o f  H e a lt h  and  
S o c i a l  S e r v i c e s  s h a l l  b e  t o  s e e k  a  re im b u rs e m e n t  s y s te m  
c o n s i s t e n t  w i t h  th e  u s u a l ,  c u s to m a ry  and  r e a s o n a b le  f e e s  
c h a rg e d  b y  p h a rm a c ie s  t o  t h e  A la s k a n  g e n e r a l  p u b l i c .  T h e  
r e g u la t io n s  s h o u ld  a v o id  h a r s h  e co n o m ic  im p a c t  on t h e  
p h a rm a cy  p r o v id e r  co m m un ity  t o  i n s u r e  t h e  p a r t i c i p a t i o n  
o f  t h e  l a r g e s t  num ber o f  p h a rm a cy  p r o v id e r s  a c r o s s  th e  
s t a t e  t o  a l lo w  t h e  maximum a c c e s s  t o  p h a rm a cy  s e r v i c e s  b y  
t h e  m e d ic a id  r e c i p i e n t  co m m u n ity . L e g i s l a t i v e  A u d it  
s h a l l  p e r fo rm  a r e v ie w  o f  t h e  p ro g ra m  and r e p o r t  t o  t h e  
L e g i s l a t u r e  b y  F e b r u a r y  1 ,  1 9 8 9 .
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g o l 1 6 7 s B
H e i n
4 /2 7 /8 8

O r i g i n a l  s p o n s o r :  R u l e s / G o v e r n o r

I N  T H E  S E N A T E  B Y  T H E  F IN A N C E  C O M M IT T E E

C S  F O R  S E N A T E  B I L L  N O . 2 5 5  ( F i n a n c e )

I N  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A  

F IF T E E N T H  L E G IS L A T U R E  -  SE C O N D  S E S S IO N

A  B I L L

F o r  a n  A c t  e n t i t l e d :  " A n  A c t  r e l a t i n g  t o  p h a r m a c e u t i c a l  m e d i c a l  a s s i s t a n c e

^  f o r  n e e d y  p e r s o n s ;  a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e

d a t e . "

B E  I T  E N A C T E D  B Y  T H E  L E G IS L A T U R E  O F  T H E  S T A T E  O F  A L A S K A :

*  S e c t i o n  1 .  P R E S C R IB E D  D R U G S  U N D E R  M E D I C A I D . ^ N o t w i t h s t a n d i n g  o t h e r

p r o v i s i o n s  o f  l a w ,  t h e  D e p a r t m e n t  o f  H e a l t h  a n d  S o c i a l  S e r v i c e s  m a y  o f f e r
(Q
p r e s c r i b e d  d r u g s  a s  a n  o p t i o n a l  s e r v i c e  u n d e r  A S  4 7 . 0 7 . 0 3 0 ( b ) .

( b )  F o r  p u r p o s e s  o f  A S  4 7 . 0 7 . 0 3 5 ,  p r e s c r i b e d  d r u g s  s h a l l  b e  e l i m i n a t ­

e d  a s  a n  o p t i o n a l  m e d i c a l  s e r v i c e  a f t e r  p e r s o n a l  c a r e  s e r v i c e s  i n  a  r e c i p ­

i e n t ' s  h o m e  a n d  b e f o r e  l o n g - t e r m  c a r e  n o n i n s t i t u t i o n a l  s e r v i c e s .
--------v.

( c )  P a y m e n t  f o r  p r e s c r i b e d  d r u g s  u n d e r  A S  4 7 . 0 7 f s h a l l  I b e  m a d e  i n

a c c o r d a n c e  w i t h  4 2  C . F . R .  P a r t  4 4 7 ,  S u b p a r t  D .

( d )  I n  t h i s  s e c t i o n ,  ' ^ y f ’e s c r i b e d  d r u g s "  h a s  t h e  m e a n i n g  g i v e n  i n  4 2  

C . F . R .  4 4 0 . 1 2 0 .

*  S e c .  2 .  T h i s  A c t  i s  r e p e a l e d  J u l y  1 ,  1 9 8 9 . ________

*  S e c .  3 .  T h i s  A c t  t a k e s  e f f e c t  J u l y  1 ,  1 9 8 8 .

- 1 - CSSB 2 5 5 ( F i n )



V .
In t ro d u c e d :  4/10/87
R e f e r r e d :  H e a l th ,  E duca t ion  & S o c i a l  S e r v i c e s ,

& F inance

w o l l 6 7 s

B Y  T HE R U L E S  C O M M I T T E E  B Y
1 IN T H E  S E N A T E  R E Q U E S T  O F  T H E  G O V E R N O R

2 S E N A T E  B I L L  NO. 255

3 IN T H E  L E G I S L A T U R E  OF  T H E  S T A T E  O F  A L A S K A

4 F I F T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

5 A  B I L L

6 Fo r  a n  Act entitled: " An A c t  r e l a t i n g  to p h a r m a c e u t i c a l  m e d i c a l  a s s i s t a n c e

7 f or n e e d y  p e r s o n s ;  and yv-.viding for a n  e f f e c t i v e

8 date . "

9 BE IT E N A C T E D  BY T HE L E G I S L A T U R E  OF  T H E  S T A T E  O F  ALASKA:

10 * S e c t i o n  1. AS  4 7 . 0 7 . 0 3 0 ( b )  is a m e n d e d  to read:

11 (b) In a d d i t i o n  to the m a n d a t o r y  s e r v i c e s  s p e c i f i e d  in (a) of

12 this section, the d e p a r t m e n t  m a y  o f f e r  o n l y  the f o l l o w i n g  o p t i o n a l

13 services: p e r s o n a l  care s e r v i c e s  in  a r e c i p i e n t ' s  home; e m e r g e n c y

14 h o s p i t a l  services; l o n g - t e r m  care n o n i n s t i t u t i o n a l  services; m e d i c a l

15 s u p p l i e s  and equipment; c l i n i c  services; i n p a t i e n t  p s y c h i a t r i c  facili-

16 ty s e r vices for i n d i v i d u a l s  age 65 or  o l d e r  a nd i n d i v i d u a l s  u n d e r  age

17 21; p h y s i c a l  therapy; o c c u p a t i o n a l  therapy; c h i r o p r a c t i c  services;

18 t r e a t m e n t  of speech, hearing, and l a n g u a g e  d i s o r d e r s ;  a d ult d e ntal

19 services; p r o s t h e t i c  d e v i c e s  a nd e y e g l a s s e s ;  o p t o m e t r i s t s '  services;

20 i n t e r m e d i a t e  care f a c i l i t y  services, i n c l u d i n g  i n t e r m e d i a t e  care

21 f a c i l i t y  s e r vices for the m e n t a l l y  re t a r d e d ;  s k i l l e d  n u r s i n g  f a c i l i t yCP
22 s e r v i c e s  for i n d i v i d u a l s  u n d e r  age 21; p r e s c r i b e d  drugs; a nd reason-

23 able t r a n s p o r t a t i o n  to a n d  f r o m  the p o i n t  of m e d i c a l  care.

24 *  Sec. 2. A S  4 7 . 0 7 . 0 3 5  is a m e n d e d  to read:

25 Sec. 4 7 . 0 7.035. P R I O R I T Y  OF M E D I C A L  A S S I S T A N C E .  If the depart-

26 m cnt finds that the cost of m e d i c a l  a s s i s t a n c e  for all p e r s o n s  eligi-

27 b le u n d e r  this c h a p t e r  w i l l  e x c e e d  the a m o u n t  a l l o c a t e d  in the state

28 budg e t  for that a s s i s t a n c e  f or the f i s c a l  year, the d e p a r t m e n t  shall

29 e l i m i n a t e  c o v e r a g e  f or o p t i o n a l  m e d i c a l  s e r v i c e s  an d  o p t i o n a l l y

SB0255a -1- SB 255



1 e l i g i b l e  g r o u p s  of  i n d i v i d u a l s  in the f o l l o w i n g  order:

2 (1) c h i r o p r a c t i c  services;

3 (2) adult d e n t a l  services;

4 (3) e m e r g e n c y  h o s p i t a l  services;

5 (4) t r e a t m e n t  of speech, hearing, and l a n g u a g e  disorders;

6 (5) o p t o m e t r i s t s '  s e r v i c e s  a n d  eyeglasses;

7 (6) o c c u p a t i o n a l  therapy;

8 (7) p r o s t h e t i c  devices;

9 (8) m e d i c a l  s u p plies a nd equipment;

10 (9) c l i n i c  services;

11 (10) p h y s i c a l  therapy;

12 (11) p e r s o n a l  care s e r v i c e s  i n  a r e c i p i e n t ' s  home;

13 ( l f P  p r e s c r i b e d  druRs;

14 (13) l o n g - t e r m  care n o n i n s t i t u t i o n a l  services;

15 (14) [(13)] i n p a t i e n t  p s y c h i a t r i c  f a c i l i t y  services;

16 (15) [(14)] i n t e r m e d i a t e  car e  f a c ility s e r v i c e s  f or the

17 m e n t a l l y  retarded;

18 (16) [(15)] i n t e r m e d i a t e  care f a c i l i t y  services;

19 (17) [(16)] i n d i v i d u a l s  u n d e r  age 21 w ho are not e l i g i b l e

20 for b e n e f i t s  u n d e r  the f e d e r a l  aid to f a m i l i e s  w i t h  d e p e n d e n t  c h i l d r e n

21 p r o g r a m  b e c a u s e  they are not d e p r i v e d  of one or  m o r e  of t h e i r  n a t u r a l

22 or  a d o p t i v e  parents;

23 (18) [(17)] s k i l l e d  n u r s i n g  f a c i l i t y  services for p e r s o n s

24 u n d e r  age 21;

25 (19) [(18)] aged, blind, a n d  d i s a b l e d  i n d i v i d u a l s  who,

26 b e c a u s e  they do n ot m e e t  the i n come r e q u i r e m e n t s ,  do n ot r e c e i v e

27 s u p p l e m e n t a l  s e c u r i t y  i n come u n d e r  T i t l e  X V I  of  the S o cial S e c u r i t y

28 Act, but w h o  are eligible, or  w o u l d  be e l i g i b l e  if they w e r e  n o t  in a

29 s k i l l e d  n u r s i n g  f a c i l i t y  or i n t e r m e d i a t e  care facility, to r e c e i v e  a n
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- V

1 o p t i o n a l  state s u p p l e m e n t a r y  payme n t ;

2 (20) [(19)] i n d i v i d u a l s  in a ho s p i t a l ,  s k i l l e d  n u r s i n g

3 facility, or  i n t e r m e d i a t e  car e  f a c i l i t y  w h o s e  i n c o m e  w h i l e  i n  the

4 f a c i l i t y  d oes n ot e x c e e d  300 p e r c e n t  of  the s u p p l e m e n t a l  s e c u r i t y

5 i n c o m e  b e n e f i t s  r a t e  u n d e r  T i t l e  X V I  of the S o c i a l  S e c u r i t y  Act, but

6 who, b e c a u s e  of income, are n o t  e l i g i b l e  fo r  the o p t i o n a l  s t a t e  sup-

7 p l e m e n t a r y  payment;

8 (21) [(20)] i n d i v i d u a l s  u n d e r  a ge 21 u n d e r  s u p e r v i s i o n  of

9 the dep a r t m e n t ,  f or w h o m  m a i n t e n a n c e  is b e i n g  p a i d  i n  w h o l e  or  i n  p art

10 f r o m  p u b l i c  m o n e y  a nd w h o  a re in  f o s t e r  h o m e s  or p r i v a t e  c h i l d - c a r e

11 inst i t u t i o n s .

12 * Sec. 3. AS 4 7 . 0 7  is a m e n d e d  b y  a d d i n g  a n e w  s e c t i o n  to read:

13 Sec. 4 7 . 0 7.200. P A Y M E N T  F O R  P R E S C R I B E D  DRUGS. — 'Payment fo r

14 p r e s c r i b e d  d r u g ^ m u s j p b e  m a d e  in a c c o r d a n c e  w i t h  4 2  C F R  Part 447,

15 S u b p a r t  D.

16 * Sec. 4. AS  4 7 . 0 7 . 9 0 0  is a m e n d e d  by a d d i n g  a n e w  p a r a g r a p h  to read:

( T s
17 (11) " p r e s c r i b e d  d r u g s "  has the m e a n i n g  g i v e n  in 42 C F R

18 4 4 0 .120.

19 * Sec. 5. T his A ct takes e f fect J u l y  1, 1988.
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'ENT § 47.07.020 § 47.07.030 W e l f a r e , S o c i a l S e r v i c e s &  In s t i t u t i o n s § 47.07.035
specified in (1) of this
:ervision of the depart- 
whole or in part from 

ivate child-care institu-
:ause they do not meet 
•ive supplemental secu- 
le XVI, Social Security 
e supplement, but who 
lot in a skilled nursing 
an optional state sup-

:ution designated as an 
:arded and who are fi- 
:ds of the federal aid to
; facility whose income 
nt of the supplemental 
31 — 1383c (Title XVI, 
/le for an optional state 
ital or other facility; 
active treatment in a 
gible as determined by 
A, Social Security Act,
ider (a) of this section, 
federal aid to families 
:hey have the care and 
arents;
f this section and who 
.he federal aid to fami-
hapter is considered to 
d does not affect other 
i the recipient is eligi-
lless approved by the
person is not eligible 
n is made on the eligi- 

1381 — 1383c (Title 
2; am § 1 ch 105 SLA 
LA 1976; am § 1 ch 11 
ch 138 SLA 1982; am

E ffe c t o f  am endm en ts . —  The 1986 child ren ,”  in paragraph (9 ) deleted
amendment in subsection (b) in para- "women who a re " a t the beginning o f the
graphs (3 ), (5 ) and (7 ) substituted "age 21 paragraph and added the language begin-
who are" fo r "21 years o f age,”  in para- n ing "women not covered," made m inor
graph (8 ) substituted "age 21 and not cov- punctuation changes in paragraph (3 ), in-
ered under (a) o f this section," fo r 21 serted "and" follow ing "m enta lly re­
years o f  age' and "except that they have tarded.. in paragraph (5 )( and inserted
the care and support o f both them natu ra l ,.Qnd„ follow ing "psychiatric hospita l" in
and adopti ' e  parents fo r but who do not paragraph (7)
qua lify because they are not dependant

Sec. 47.07.030. Medical services to be provided, (a) The depart­
ment shall offer all mandatory services required under 42 U.S.C. 1396 
— 1396p (Title XIX of the Social Security Act).

(b) In addition to the mandatory services specified in (a) of this 
section, the department may offer only the following optional services: 
personal care services in a recipient’s home; emergency hospital ser­
vices; long-term care noninstitutional services; medical supplies and 
equipment; clinic services; inpatient psychiatric facility services for 
individuals age 65 or older and individuals under age 21; physical 
therapy; occupational therapy; chiropractic services; treatment of 
speech, hearing, and language disorders; adult dental services; pros­
thetic devices and eyeglasses; optometrists’ services; intermediate 
care facility services, including intermediate care facility services for 
the mentallv ĵetarded; sldlled nursing facility services for individuals 
under age 21^m3^a5MaDfe£i?ransportation to and from the point of 
medical care. (§ 1 ch 182 SLA 1972; am § 1 ch 35 SLA 1973; am § 2 
ch 105 SLA 1974; am § 1 ch 12 SLA 1976; am § 2 ch 221 SLA 1976; 
am § 1 ch 82 SLA 1978; am § 25 ch 40 SLA 1981; am 8 2 ch 132 SLA 
19S2; am § 1 ch 20 SLA 1986; am § 4 ch 105 SLA 1986)

E ffe c t o f  am endm en ts . —  The 1986 1986 amendment o f  this section by ch. 20
•imendment rewrote this section. The was incorporated in ch. 105.

Sec. 47.07.035. Priority of medical assistance. If the depart­
ment finds that the cost of medical assistance for all persons eligible 
under this chapter will exceed the amount allocated in the state bud- 
net for that assistance for the fiscal year, the department shall elimi­
nate coverage for optional medical services and optionally eligible 
groups of individuals in the following order: 

chiropractic services;
'21 adult dental services;
'31 emergency hospital services;
*41 treatment of speech, hearing, and language disorders;
'£>1 optometrists’ services and eyeglasses;
•6> occupational therapy;
' <' prosthetic devices;
'*s' medical supplies and equipment;’ •b clinic services;

19



§ 47.07.040 A l a s k a  St a t u t e s  S u p p l e m e n t § 47.07.040

s c r i b e d n i )

d r u 3 s  r m )

(10) physical therapy;
Q l) personal care services in a recipient’s home; 
if?2) long-term care noninstitutional services;

inpatient psychiatric facility services;
/j{44) intermediate care facility services for the mentally retarded; 
/*(■ !intermediate care facility services;

individuals under age 21 who are not eligible for benefits un­
der the federal aid to families with dependent children program be­
cause they are not deprived of one or more of their natural or adoptive 
parents;

skilled nursing facility services for persons under age 21; 
/̂ •(•iS-) aged, blind, and disabled individuals who, because they do not 
meet the income requirements, do not receive supplemental security 
income under Title XVI of the Social Security Ai but who are eligi­
ble, or would be eligible if they were not in a skilled nursing facility or 
intermediate care facility, to receive an optional state supplementary 
payment;

individuals in a hospital, skilled nursing facility, or intermedi­
ate care facility whose income while in the facility does not exceed 30 
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 supplementary payment;

•a/ (30) 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. 
(§ 3 ch 132 SLA 1982; am § 2 ch 20 SLA 1986; am § 5 ch 105 SLA 
1986)

E ffe c t o f  am endm en ts . —  The 1986 1986 amendment o f this section by ch. 20
amendment rewrote this section. The was incorporated in ch. 105.

Sec. 47.07.040. State plan for provision of medical assistance. 
The department shall prepare a state plan in accordance with the 
provisions of 42 U.S.C. 1396 — 1396p (Title XIX, Social Security Act, 
Medical Assistance) and submit it for approval to the United States 
Department of Health and Human Services. The plan shall designate 
that the Department of Health and Social Services is the single state 
agency to administer this plan. The department shall act for the state 
in any negotiations relative to the submission and approval of the 
plan, The department, including the Medicaid Rate Commission, may 
make those arrangements or regulatory changes, not inconsistent 
with law, as may be required under federal law to obtain and retain 
approval of the United States Department of Health and Human Ser­
vices to secure for the state the optimum federal payment under the 
provisions of 42 U.S.C. 1396 — 1398p (Title XIX, Social Security Act, 
Mnfii/vii Auuicfnnr-e), in addition, the department shall provide a re-
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A l a s k a  l ? > t a t e  X e g i s t l a t u r e

P.O. Box V 
Slate Capitol 

Juneau, Alaska 99811 
Phone: (907) 465-3114

MEMORANDUM

TO: Senator Faiks 
Alaska State Senate

ATTN: Jens Zehbe

FROM: Maureen Weeks 
Senate Advisory Council

DATE : March 25, 1988

SUBJECT SB 255; IR# 88-003261

In a recent memo you asked for s ta tis t ical  data on the type and number of 
businesses that sell prescription drugs in Alaska; whether Alaska pharmacies 
are predominantly small "mom and pop" operations or large companies; what 
percentage of pharmaceutical sales are Medicaid reimbursed; and other pertinent 
data. I am responding to these questions in the order in which they were 
asked.

I. THE TYPE AND NUMBER OF PHARMACIES IN ALASKA.

1. Number.

The Board of Pharmacy l i s t s  125 in-state licenses expiring June 
30, 1988.

2. Type.

After consulting with the president of the Alaska Pharmacy 
Association, Chris Coursey, I have divided the types of 
pharmacies into chains, non-chains, fac i l i t ies  contracting with 
non-chain pharmacies, fac i l i t ies  contracting with chain 
pharmacies and state and federal pharmacies. They are listed on 
Table I below.
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Table 1 shows that 24 percent of pharmacies are chain stores and 
50 percent are non-chain stores. When faci l i ty  contracts with 
non-chain pharmacies are included, 58 percent of Alaska's 
pharmacies are non-chain pharmacies.

TABLE 1

Types and Number of Alaska Pharmacy Licenses

Type of license Number Percent of total 
(%)

Chain pharmacies:* 30 24
Non-chain pharmacies: 63 50
Facility contracts with •

non-chain pharmacy: 10 8
Facility contracts with
chain pharmacy: 2 2
Facility owns pharmacy: 14 11
State purchases pharmaceuticals: 3 2
Federal government purchases
pharmaceuticals: 3 2

Total: 125

Source: Alaska Board of Pharmacy

The 30 chain pharmacies are in the Railbelt area and in Juneau. They 
include 4 in Fairbanks, 20 in Anchorage, 2 in Kenai-Soldotna, 3 in Palmer- 
Wasilla and 1 in Juneau.

II. PERCENT OF PHARMACY SALES REIMBURSED BY MEDICAID

1. Dittman Poll. Dittman Research is currently conducting a poll 
for the Alaska Pharmacy Association to determine what percent of 
pharmaceuticals are Medicaid reimbursed. The poll will be 
complete next week, according to the association president.
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I have asked for a copy for your office. When I receive i t ,  I 
will send i t  to you.

2. Informal survey. An informal telephone survey of a small number 
of pharmacists was conducted from this office. The survey shows 
the following estimates of Medicaid-reimbursed pharmaceuticals:

Carrs at Gambell in Anchorage: 18-25%
Hewitt's Drug in Spenard: 45%
Ron's Apothecary in Juneau: 10%
White's Pharmacy in Sitka: 15-20%

3. Medicaid reimbursement in pharmacy contracts. Some private 
pharmacies contract to provide pharmaceuticals to hospitals, 
long-term care (including all Pioneer Homes) and mental health 
fac i l i t ie s .  Following are reports from two of these pharmacies, 
selected at random.

A. Hewitt's Drugs in Spenard. Owner Dennis Jurgens says 
Hewitt's contracts with the Anchorage Pioneer Home and with 
all the mental health intermediate care fac i l i t ies  in 
Anchorage. Jurgens estimates that 45 percent of his 
business is Medicaid reimbursed. ( If  the Pioneer Home is 
not counted, 30% of Hewitt's business is Medicaid.) 
Jurgens says chain stores probably aren't interested in 
competing for high-volume Medicaid business because i t  is 
too time-consuming. He said a chain looked at buying him 
out and declined for that reason.

B. White's Pharmacy in Sitka. Co-owner Trish White says the 
pharmacy contracts to the Sitka Pioneer Home where 17 of 
the 112 residents are Medicaid patients. White estimates 
that 20 percent of the pharmacy's business is Medicaid- 
reiinbursed. (If  the Pioneer Home is not counted, 15-20 
percent of the pharmacy's business is Medicaid reimbursed.) 
This is a "mom and pop" pharmacy (White co-owns the 
pharmacy with her husband). White says in the past two 
years, the number of non-Pioneer Home Medicaid clients 
using their  pharmacy has doubled. There are two other 
pharmacies in Sitka.
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4. The proportion of Medicaid recipients who use Medicaid each 
month. Nancy Bennett of the Department of Health and Social 
Services reports there are 25,000 Medicaid-eligible Alaskans and 
that out of these, 36 percent (about 9,000) use Medicaid- 
reimbursed pharmaceuticals. This is about two percent of the 
Alaska population of 537,800.

III .  OTHER PERTINENT DATA.

1. Income of pharmacists

A. Wages paid to registered pharmacist employees, the Alaska 
Career Information System, published in 1987 by the Alaska 
Department of Labor, surveyed pharmacists for a report on 
wages paid to Alaska pharmacists. The results are on Table 
2 below.

TABLE 2

Wages Paid to Alaska Pharmacist-Employees -- 1987*

Level Average per month 
($)

Range per month
(5)

Entry wage: 2,900 2,400-3,100
After 2 years: 3,200 2,900-3,400
Maximum: 3,300-3,700

Source: Alaska Department of Labor

There are about 220 licensed pharmacists in Alaska. About 25% are self 
employed.
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B. Income of self-employed pharmacists. Following are three 
examples of income reported earned in non-chain pharmacies:

1) Ron's Apothecary, Juneau. Co-owner Ron Sedgwick is a 
volunteer lobbyist for pharmacists and formerly was on 
contract with the Department of Health and Social 
Services. He reports his pharmacy netted $52,000 in 
1987, after expenses and before wages. Sedgwick and 
his wife, both pharmacists, are the only employees. 
Sedgwick says between them, they work 100 hours a week 
and make $10 an hour each.

2) A Southeast Alaska pharmacy (not in . Juneau).
This pharmacy reports a net profit of $43,659 in 1987.
It  is a "mom and pop" pharmacy, owned by a husband and 
wife pharmacist. They estimate they earn $5.25 an 
hour. (The pharmacist asked to remain anonymous.)

3) An Anchorage pharmacy. The owner says over the past
ten years he has broken even. Last year he earned 
$42,000 and the business made a profit of $15,000 
after paying other employee wages. He said he works 
10-12 hours a day and could make the same wages at a 
chain store in an eight hour day with less headache. 
He recently sold his business.

C. The price of pharmaceuticals.

Background. Pharmacists say there has been an influx of 
expensive drugs on the market in the last  two years. They 
say this  impacts their  business because competition forces 
them to use a "sliding scale" profit margin, making less 
margin on expensive drugs. State officials say the cost of 
Medicaid pharmaceuticals to the State increased by $1 
million in the past two years.

1) The average cost of prescriptions. In 1973, the 
average cost to the consumer of pharmaceuticals 
statewide was $7. In 1985, the average cost of 
pharmaceuticals was $16 at McCorkle's Pharmacy and 
$18.67 at Ron's Apothecary (both stores are in
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Juneau). Today the average cost of prescription drugs 
at Ron's Apothecary is $25.61. McCorkle's went out of 
business in 1985. (Source: Sedgwick).

2) Expensive prescription drugs. Table 3 shows the
wholesale prices of certain costly prescription drugs.
The prices were provided by pharmacists during
telephone conversations.

TABLE 3

Wholesale Price of Certain Costly Prescription Drugs -- 1988

Name of drug Cost per month Quantity
($)

Navane (a psychotrophic drug): 143 200
Loxitane (for mental health patients): 102 100
Tagomet (for ulcers): 64 100
Mevacor (anti-cholesterol) 90 bottl
AZT (AIDS) 1,000 ?

Note: The AZT cost was estimated by R. Sedgwick.

3) Increases in cost of pharmaceuticals. The nationwide 
cost increase in pharmaceuticals between 1986 and 1988 
is as follows:

Cost to druggist: 8% increase
Cost to consumer: 18% increase
Two explanations have been advanced to explain this
discrepancy:

(a) Chris Coursey, president of the Alaska Pharmacy
Assn., speculates that the discrepancy reflects 
what paying customers are charged to make up for 
the federal government's fixed dispensing fee 
policy.
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(b) Ron Sedgwick, pharmacist lobbyist, says the
discrepancy reflects the recent influx of new, 
expensive drugs. He points to his own profit 
margin, which fell from 51.9% in 1985 to 37% in 
198'/, while the average price of the
pharmaceuticals he sold rose from $18.67 in 1985
to $25.61 in 1987. Sedgwick says his margin fell 
because the market place will not allow a 50% 
markup on expensive drugs.

(Note on markup: Hewitt's Drug in Anchorage
marks i t s  prescription drugs up an average 28 to 
29 percent. Dennis Jurgens says that some
Anchorage pharmacies have higher markups.)

2. Pharmacists' objections to SB 255.

A. "A fixed fee concept will not work on a profit margin
system." Pharmacists say pharmacies will get a lower 
return, forcing them to do one of three things: 1. Charge
more to paying customers. 2. Go out of business. 3.
Stop serving Medicaid patients. Pharmacists object that 
they are the only retail  merchants asked to support the 
federal government.

The Department of Health and Social Services says a fixed 
dispensing fee is adequate. Why should a pharmacist who 
takes two bottles -- one expensive and one inexpensive-- 
out of a bcx and gives them to customers be paid more for 
handing over the expensive bottle? Remember that the 
pharmacist is already paid for the cost of the drug. The
Department's 2/2/88 position paper says there is "no
indication" federal Medicaid coverage in other states has 
"resulted in withdrawal of pharmacies from participation".

B. "Small pharmacies were forced out of business when the 
federal government took over Medicaid payments for 
pharmaceuticals in the late 60's and early 70's." 
Virtually every Alaska pharmacist interviewed said the 
professional journals were full of "horror stories"
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recounting the "devastation to Mom and Pop pharmacies" 
after the federal switch over in the Lower 48.

My efforts to check these assertions with the National 
Association of Retail Druggists as well as the executive 
directors of pharmacy association in other states have been 
unsuccessful because those with historical perspective are 
all in an annual meeting in Phoenix this week. I will have 
more information on this  later.

C. Pharmacists are being asked to buy a "pig in a poke".
Pharmacists say they do not want to put their  imprimatur on 
a plan they haven't seen. They say the State has not set a 
fixed dispensing fee or determined how the base cost would 
be calculated.

The Department has included funds to hire a pharmacist 
consultant to design a program that would be least 
disruptive to pharmacists. A Department official two years
ago told pharmacists the fixed dispensing fee would be
about $5.

D. "The reimbursement price on expensive items could be less 
than the wholesale cost of the product." Pharmacists say 
one popular method used in the Western States to determine 
base cost is "Average Wholesale Price" minus an 11 percent 
discount (for bulk buying) OR the pharmacist's usual and 
customary price *- whichever is lower. They say this is 
unworkable because small Alaska pharmacies do not get a 
discount for bulk buying. They cite as an example a bottle 
of Mevcor, an anti-cholesterol drug, which costs the 
pharmacist $90 a bottle wholesale. At a 11 percent 
discount, the reimbursement would be $80.10 plus a 
dispensing fee. If the dispensing fee were $5, the 
pharmacist would be paid $85.10 -- which is less than the 
product cost him.

E. "Alaska is unique."

1) Distance from the market forces Alaska pharmacists to 
stock inventory for two weeks in order to have a 
supply. Trish White, co-owner of White's Pharmacy in 
Sitka, said Alaska pharmacies must stock an inventory 
two to three times that of pharmacies in the Lower 48. 
She made that estimate after attending a Pharmacy 
Management Clinic at the University of North Carolina
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in Chapel Hill this year. She said that compared to 
Lower 48 pharmacies, her pharmacy's turn-over rate is 
"amazingly low". If pharmacies in Lower 48 ci ties 
don't have a bottle on the shelf, "they can run over 
to a chain store and get i t , "  she said. " We can't."

2) Alaska pharmacists have to pay high freight costs, 
while those in the Lower 48 have low trucking costs. 
A small box of prescription drugs costs $10 through 
the mail (pharmaceuticals are mailed to keep the 
product fresh). White says that the policy in her 
store is to absorb the air  mail or Gold Streak cost i f  
the pharmacy must special order a drug which is 
normally stocked.

3) Rural paying customers may be charged more for drugs. 
Eleven rural towns in Alaska have only one pharmacy 
( l i s t  attached). Pharmacists contend that under the 
new plan, paying customers will surely be charged more 
in one-pharmacy towns to make up for losses from 
Medicaid, there being no local competition to keep the 
prices down.

4) Rural areas may be le f t  without Medicaid service — or 
without a pharmacy. Pharmacists contend that in the 
12 one-pharmacy towns, pharmacists may be forced by 
economics to stop serving Medicaid-reimbursed clients. 
Those pharmacists who feel an ethical obligation to 
continue serving Medicaid clients may be forced out of 
business, leaving the entire town without a pharmacy.

5) Region X is unwilling to consider alternative
suggestions. Pharmacists contend that Region X does 
not appear willing to accept alternatives put forth by 
pharmacists, both in Alaska and other states. 
Pharmacists say Hawaii, which has problems of distance 
similar to Alaska's, has tr ied twice to modify i ts  
Medicaid-reimbursement plan (the la test  try was this 
year), with no luck. A long-time Oregon pharmacist
and consultant agrees. Stan Hartman of Beaverton says 
Region X is concerned about "sovietizing" the Medicaid 
pharmacy plan, but that i f  the State is "firm" and has 
back up in the law, i t  can prove the legality of a 
proposed alternative and go back to national 
headquarters to force Region X to accept the plan.
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3. An alternative suggestion. In a recent telephone conversation, 
Stan Hartman, an Oregon pharmacist and author of articles in 
trade journals, recommended that Alaska use a plan in place in 
his state. This plan is the Pharmacists Service Group.* It has 
been in place for four years and sells i t s  services to insurance 
companies to fu lf i l l  health plans. The group competes with 
national companies providing similar services in Oregon. These 
companies use a payment plan similar to that used for Medicaid 
reimbursement: an average wholesale price less 11 percent, plus
a $2.70 dispensing fee. But the Pharmacists Service Group uses 
a usual-and-customary charge plan with a cap at the 90th 
percentile (the payment is not more than that charged by 90 
percent of participating pharmacies).

In 1987, the plan had 10,000 recipients; i t  has added the Oregon 
State Employees as well as other organizations and will number 
over 150,000 recipients next year.

Why the plan is "better", according to Hartman:

A. The plan saves more money than a dispensing fee system.

B. Pharmacists on this plan show a higher use of generic drugs 
than pharmacists on competing fixed-fee plans.

C. The plan cuts down on drug costs by allowing up to a 90-day 
supply (Alaska has a 30-day supply system, in order to 
reduce consumer abuse.) Audits show that a 90-day supply 
of one drug sold for $47 while three 30-day supplies of the 
same drug cost $19 more. The decreased cost was the result 
of the economy of scale plus lower administrative costs. 
Under a fixed fee system, pharmacists are encouraged to 
dispense smaller amounts of the drug in order to reap more 
dispensing fees.

Information about this plan was supplied by Hartman and by lobbyist 
Ron Sedgwick. The plan's state director was out of the office this 
week and I was unable to contact him. I will contact him next week 
for written information on his plan and when i t  arrives, I will send 
i t  to your office. Should you wish to contact him yourself, his name 
is Robin Richardson, 503-585-4887. The plan's designer is Dr. Lee 
Strandberg of the School of Pharmacy at Oregon State University. His 
telephone number is 503-754-3424.

I
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D. The Oregon plan uses a "co-pays" system (the recipient pays 
a fee when the prescription is picked up). The aim is to 
reduce util ization. (In Alaska, the Bristol Bay Hospital, 
which buys its  drugs through the Public Health Service, 
requires a fixed pick-up fee of $10.) See Table 3.

TABLE 3

Amount charged customer compared to the average per capita prescription 
cost under the Oregon Pharmacists Service Group plan

Amount co-paid 
for prescription

Percent of 
util ization 

(%)

Average per capita amount 
spent monthly on prescription 

($)

$2.00 57.5 $4.90
$2.50 48.6 $4.72
$3.00 38.9 $3.19
$4.00 32.4 $2.18
$5.00 35.6 $1.75

Source: Ron Sedgwick

Enclosed for your information is a position paper by Ron Sedgwick 
explaining these and other pharmacist objections in detail . Also enclosed are 
the b i l l ' s  fiscal note and a 2/2/88 position paper by the Department of Health 
and Social Services entitled "SB 255". Other enclosures include a l i s t  of 
possible reimbursement schemes proposed by pharmacists Ron Sedgwick of Juneau 
and Bill Larson of Anchorage; the Department of Labor l i s t  of pharmacist- 

’employee salaries; a l i s t  of Alaska towns with a single pharmacy; the Federal 
Register with an explanation of new Medicaid regulations concerning 
pharmaceuticals; and the Board of Pharmacy l i s t  of pharmacy licenses which 
expire in June of 1988.

If you requiio additional information, please let me know.

A t t a c h m e n t s
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I n t ro d u c e d :  4/10/87
R e f e r r e d :  H e a l t h ,  Educa t ion  & S o c i a l  S e r v i c e s ,

& F inance

w o l l 6 7 s

BY T H E  R U L E S  C O M M I T T E E  BY
1 IN T HE S E N A T E  R E Q U E S T  O F  TH E  G O V E R N O R

2 S E N A T E  B I L L  NO. 255

3 IN T H E  L E G I S L A T U R E  O F  T HE S T ATE OF  A L A S K A

4 F I F T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

5 A  B I L L

6 F o r  an A c t  entitled: "An Act r e l a t i n g  to p h a r m a c e u t i c a l  m e d i c a l  a s s i s t a n c e

7 for n e e d y  p e r s o n s ;  a n d  p r o v i d i n g  for an e f f e c t i v e

8 date . "

9 BE  IT  E N A C T E D  B Y  T H E  L E G I S L A T U R E  OF T H E  S T A T E  OF  ALASKA:

10 * S e c t i o n  1. AS 4 7 . 0 7 . 0 3 0 ( b )  is a m e n d e d  to read:

11 (b) In  a d d i t i o n  to t h e  m a n d a t o r y  services s p e c i f i e d  i n  (a) of

12 this section, t h e  d e p a r t m e n t  m a y  o f f e r  only the f o l l o w i n g  o p t i o n a l

• 13 services: p e r s o n a l  car e  s e r v i c e s  in a r e c i p i e n t ' s  home; e m e r g e n c y

14 h o s p i t a l  s e r v ices; l o n g - t e r m  c are n o n i n s t i t u t i o n a l  service*;; m e d i c a l

15 supplies a n d  e q u i p m e n t ;  c l i n i c  s e r v i c e s ;  i n p a t i e n t  p s y c h i a t r i c  facili-

16 ty s e r v i c e s  for i n d i v i d u a l s  age 65 or o l d e r  and i n d i v i d u a l s  u n d e r  age

17 21; p h y s i c a l  t h e r a p y ;  o c c u p a t i o n a l  therapy; c h i r o p r a c t i c  services;

18 treatment of speech, h e a r i n g ,  a n d  l a n guage d i s o rders; a d ult d e n t a l

19 services; p r o s t h e t i c  d e v i c e s  a nd eye g l a s s e s ;  opto m e t r i s t s '  services;

20 i n t e r m e d i a t e  car e  f a c i l i t y  se r v i c e s ,  i n c l u d i n g  i n t e r m e d i a t e  care

21 f a c ility s e r v i c e s  f or the m e n t a l l y  retarded; s k i l l e d  n u r s i n g  f a c i l i t y

22 s e r vices f or i n d i v i d u a l s  u n d e r  a ge 21; p r e s c r i b e d  d r u g s ; a n d  reason-

23 able t r a n s p o r t a t i o n  to a nd fro m  the p o i n t  of m e d i c a l  care.

24 * Sec. 2. A S  4 7 . 0 7 . 0 3 5  is a m e n d e d  to read:

25 Sec. 47.07.035. P R I O R I T Y  O F  M E D I C A L  A S S I S T A N C E .  If the d e p art-

26 men t  finds that the cost of m e d i c a l  a s s i s t a n c e  for all p e r s o n s  eligi-

27 ble u n d e r  this c h a p t e r  w i l l  e x c e e d  the amount a l l o c a t e d  in t he s t ate

28 b u dget f or that a s s i s t a n c e  for t h e  f i scal year, the d e p a r t m e n t  s h all

29 e l i m i n a t e  c o v e r a g e  f or o p t i o n a l  m e d i c a l  s e r vices a n d  o p t i o n a l l y
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V

1 o p t i o n a l  state s u p p l e m e n t a r y  payment;

2 (20) [(19)] i n d i v i d u a l s  i n  a h o s p i t a l ,  s k i l l e d  n u r s i n g

3 f a c ility, or i n t e r m e d i a t e  c a r e  f a c i l i t y  w h o s e  inco m e  w h i l e  in the

4 f a c i l i t y  does n o t  e x c e e d  3 00 p e r c e n t  of th e  s u p p l e m e n t a l  s e c u r i t y

5 i n c o m e  b e n e f i t s  rat e  u n d e r  T i t l e  XVI of  the S o c i a l  S e c u r i t y  Act, but

6 who, b e c a u s e  of  income, a r e  n ot e l i g i b l e  f o r  the o p t i o n a l  s t a t e  sup-

7 p l e m e n t a r y  pavment;

8 (21) [(20)] i n d i v i d u a l s  u n d e r  age 21 u n d e r  s u p e r v i s i o n  of

9 the d e p a r t m e n t ,  for w h o m  m a i n t e n a n c e  is b e i n g  p a i d  in w h o l e  o r  in part

10 f r o m  p u b l i c  m o n e y  a n d  w ho a re i n  f o s t e r  h o m e s  o r  p r i v a t e  c h i l d - c a r e

11 i n s t i tutions.

12 * Sec. 3. A S  4 7 . 0 7  is a m e n d e d  by  a d d i n g  a n e w  s e c t i o n  to read:

13 Sec. 47.07.200. P A Y M E N T  F O R  P R E S C R I B E D  DRUGS. P a y m e n t  for

14 p r e s c r i b e d  d r ugs m u s t  be m a d e  in  a c c o r d a n c e  w i t h  42 C F R  Par t  447,

15 S u b p a r t  D.

16 *  Sec. 4. A S  4 7 . 0 7 . 9 0 0  is a m e n d e d  by a d d i n g  a n e w  p a r a g r a p h  to read:

17 (11) " p r e s c r i b e d  d r u g s "  has the m e a n i n g  g i v e n  i n  42 CFR

18 440.120.

19 * Sec. 5. This A c t  t a k e s  e f f e c t  J u l y  1, 1988.

&
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T H I S  D O C U M E N T  

H A S  B E E N  R E P H O T O G R A P H E D  

T O  A S S U R E  L E G I B I L I T Y



I n t ro d u c e d :  A/10/87
R e f e r r e d :  H e a l t h ,  Educa t ion  & S o c i a l  S e r v i c e s ,

& F inance

w o l l 6 7 s

BY  T H E  R U L E S  C O M M I T T E E  BY
1 IN T H E  S E N A T E  R E Q U E S T  OF  T H E  G O V E R N O R

2 S E N A T E  B I L L  NO. 255

3 IN T H E  L E G I S L A T U R E  OF  T HE S T A T E  O F  A L A S K A

4 F I F T E E N T H  L E G I S L A T U R E  - F I R S T  S E S S I O N

5 A  B I L L

6 F or an  A c t  entitled: "An A c t  r e l a t i n g  to p h a r m a c e u t i c a l  m e d i c a l  a s s i s t a n c e

7 for n e e d y  p e r sons; a n d  p r o v i d i n g  for an e f f e c t i v e

8 d a t e . "

9 BE  IT  E N A C T E D  B Y  T HE L E G I S L A T U R E  OF T H E  S T A T E  OF A L ASKA:

10 * S e c t i o n  1. AS 4 7 . 0 7 . 0 3 0 ( b )  is a m e n d e d  to read:

11 (b) In  a d d i t i o n  to the m a n d a t o r y  s e r v i c e s  s p e c i f i e d  in (a) of

12 this section, th e  d e p a r t m e n t  may o f f e r  only the f o l l o w i n g  o p t i o n a l

13 services: p e r s o n a l  care services in a r e c i p i e n t ' s  home; e m e r g e n c y

14 h o s p i t a l  s e r v ices; l o n g - t e r m  care n o n i n s t i t u t i o n a l  services; m e d i c a l

15 s u p plies a nd eq u i p m e n t ;  clin i c  services; i n p a t i e n t  p s y c h i a t r i c  facili-

16 ty s e r v i c e s  for in d i v i d u a l s  age 65 or o l d e r  a nd i n d i v i d u a l s  u n d e r  age

17 21; p h y s i c a l  therapy; o c c u p a t i o n a l  therapy; c h i r o p r a c t i c  se r v i c e s ;

18 tr e a t m e n t  of speech, h e a ring, and l a n guage d i s o rders; adult d e n t a l

19 services; p r o s t h e t i c  d e v i c e s  and eye g l a s s e s ;  o p t o m etrists' se r v i c e s ;

20 i n t e r m e d i a t e  care f a c i l i t y  services, i n c l u d i n g  i n t e r m e d i a t e  care

21 f a c ility s e r v i c e s  for the m e n t a l l y  retarded; s k i l l e d  n u r s i n g  f a c i l i t y

22 s e r vices f or i n d i v i d u a l s  u n d e r  age 21; p r e s c r i b e d  drugs; and reason-

23 able t r a n s p o r t a t i o n  to and f rom the p o i n t  of m e d i c a l  care.

24 *  Sec. 2. A S  4 7 . 0 7 . 0 3 5  is a m e n d e d  to read:

25 Sec. 47.07.035. P R I O R I T Y  OF  M E D I C A L  A S S I S T A N C E .  If  the d e p art-

26 men t  finds that the cost of m e d i c a l  a s s i s t a n c e  f or all p e r s o n s  eligi-

27 ble u n d e r  this c h a p t e r  w i l l  exceec the a m ount a l l o c a t e d  in the s t a t e

28 b u d g e t  for that a s s i s t a n c e  f o r  the fisc a l  year, the d e p a r t m e n t  s h a l l

• 29 e l i m i n a t e  c o v e r a g e  f or o p t i o n a l  m e d i c a l  s e r v i c e s  a n d  o p t i o n a l l y
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1 e l i g i b l e  g roups  o f  i n d i v i d u a l s  i n  the f o l l o w i n g  o r d e r :

2 (1) c h i r o p r a c t i c  services;

3 (2) adult d e n t a l  services;

4 (3) e m e r g e n c y  h o s p i t a l  services;

5 (4) t r e a t m e n t  of speech, h e a r i n g ,  and l a n g u a g e  d i s o r d e r s ;-

6 (5) o p t o m e t r i s t s '  servi c e s  a nd e y e g l asses;

7 (6) o c c u p a t i o n a l  therapy;

8 (7) p r o s t h e t i c  d e v i c e s ;

9 (8) m e d i c a l  s u p p l i e s  a nd e q u i p m e n t ;

10 (9) c l i n i c  services;

11 (10) p h y s i c a l  therapy;

12 (11) p e r s o n a l  care s e r vices i n  a r e c i p i e n t ' s  home;

13 (12) p r e s c r i b e d  drugs;

14 (13) l o n g - t e r m  care n o n i n s t i t u t i o n a l  services;

15 (14) [(13)] i n p a t i e n t  p s y c h i a t r i c  f a c i l i t y  s e r v ices;

16 (15) [(14)] i n t e r m e d i a t e  c a r e  f a c i l i t y  s e r v i c e s  for the

17 m e n t a l l y  regarded;

18 ( l i ) [(15)] i n t e r m e d i a t e  c a r e  f a c i l i t y  services;

19 (17) [(16)] i n d i v i d u a l s  u n d e r  age 21 w h o  are not e l i g i b l e

20 for b e n e f i t s  u n d e r  the f e d eral a i d  to f a m i l i e s  w i t h  d e p e n d e n t  c h i l d r e n

21  p r o g r a m  b e c a u s e  they are n ot d e p r i v e d  o f  one or m o r e  of  t h e i r  n a t u r a l

22 or a d o p t i v e  parents;

23 (18) [(17)] s k i l l e d  n u r s i n g  f a c i l i t y  s e r v i c e s  for p e r s o n s

24 u n d e r  age 21;

25 (19) [(18)] aged, blind, a n d  d i s a b l e d  i n d i v i d u a l s  who,

26 b e c a u s e  t h e y  oo not m e e t  t he i n c o m e  r e q u i r e m e n t s ,  d o  n ot r e c eive

27 s u p p l e m e n t a l  s e c u r i t y  i n c o m e  u n d e r  T i t l e  X V I  of the S o c i a l  S e c u r i t y

28 Act, but w h o  are eligible, or  w o u l d  be  e l i g i b l e  if  they w e r e  no t  i n  a

29 s k i l l e d  n u r s i n g  f a c i l i t y  o r  i n t e r m e d i a t e  c are facility, to r e c e i v e  an
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(20) [(19)] i n d i v i d u a l s  in  a h o s p i t a l ,  s k i l l e d  n u r s i n g  

facility, or i n t e r m e d i a t e  care f a c i l i t y  w h o s e  i n c o m e  w h i l e  in the 

f a c i l i t y  d oes n o t  e x c e e d  300 p e r c e n t  of t h e  s u p p l e m e n t a l  s e c u r i t y  

i n c o m e  b e n e f i t s  rat e  u n d e r  T i t l e  X VI o f  the S o cial S e c u r i t y  Act, but 

who, b e c a u s e  of income, are not e l i g i b l e  for the o p t i o n a l  s t a t e  s u p­

pl e m e n t a r y  payment;

(21) [(20)] i n d i v i d u a l s  u n d e r  age 21 u n d e r  s u p e r v i s i o n  of 

the de p a r t m e n t ,  for w h o m  m a i n t e n a n c e  is b e i n g  p a i d  in w h o l e  o r  in p a r t  

fro m  p u b l i c  m o n e y  a nd who a re in  f o s t e r  h o mes or p r i v a t e  c h i l d - c a r e  

i n s t i t u t i o n s .

*  Sec. 3. A S  4 7 .07 is a m e n d e d  by a d d i n g  a n e w  s e c t i o n  to read:

Sec. 4 7 . 0 7.200. P A Y M E N T  F O R  P R E S C R I B E D  DRUGS. P a y m e n t  for 

p r e s c r i b e d  drugs m u s t  be m a d e  in  a c c o r d a n c e  w i t h  42 C F R  P art 447, 

S u b part D.

*  Sec. 4. A S  4 7 . 0 7 . 9 0 0  is a m e n d e d  by a d d i n g  a n ew p a r a g r a p h  to read:

(11) " p r e s c r i b e d  d r u g s "  has t he m e a n i n g  g i v e n  in 42 C F R

440.120.

* Sec. 5. T his A c t  takes e f f e c t  J u l y  1, 1988.

o p t i o n a l  s t a t e  su pp le m e n ta r y  payment ;
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C O N T A C T : RON S E D G W IC K , R E G IS T E R E D  P H A R M A C IS T
L O B B Y IS T  V O L U N T E E R  R E P R E S E N T IN G  A LA SKA N  
P H A R M A C IS T S
BOX  3 2 0 0 7 ,  J U N E A U , AK 9 9 8 0 3  
7 8 9 - 0 4 5 8  WK 7 8 9 - 9 6 2 8  WK 7 8 9 - 9 5 2 2  HM

S B 2 5 5

"A N  A C T  R E L A T IN G  T O  P H A R M A C E U T IC A L  M E D IC A L  A S S IS T A N C E  FO R  
N E E D Y  P E R S O N S  AND P R O V ID IN G  FO R  AN E F F E C T IV E  D A T E .

P U R P O S E :

T H E  P U R P O S E  O F S B  2 5 5  I S  TO  ALLOW  T H E  D E PA R TM E N T  OF H EA LTH  
AND S O C IA L  S E R V IC E S  TO  O B T A IN  5 0 / 5 0  F E D E R A L  M A TC H IN G  F U N D IN G  
F O R  D R U G S  P R E S C R IB E D  FO R  M E D IC A ID  R E C IP I E N T S  U N D E R  T H E  
F E D E R A L  M E D IC A ID  PROGRAM  R A T H E R  THAN  F U N D IN G  T H E  
P R E S C R IP T IO N S  U N D E R  T H E  S T A T E  G E N E R A L  FU N D E D  G E N E R A L  R E L I E F  
M E D IC A L  PROGRAM  AS H A S B E E N  T H E  P R A C T IC E  S IN C E  T H E  E A R L Y  
1 9 7 0 ' S .

B A C K G R O U N D :

IN  T H E  E A R L Y  1 9 7 0 ' S ,  A LA SK A  J O IN E D  TH E  F E D E R A L  M E D IC A ID  
PROGRAM  IN T E N D IN G  T O  O F F E R  A L L  E S S E N T IA L  M E D IC A L  S E R V IC E S  TO  
M E D IC A ID  E L IG I B L E S  IN C L U D IN G  P H A R M A C E U T IC A L S .

B E C A U S E  O F T H E  C R U S H IN G  EC O N O M IC  IM P A C T  OF T H E  M ANDATED 
R E IM B U R S E M E N T  SCH EM E  IM P O S E D  B Y  F E D E R A L  R E G U L A T IO N S  UPO N  
P H A R M A C IE S , T H E  D E PA RTM EN T  O F  H EA LTH  AND S O C IA L  S E R V IC E S  WAS 
U N A B LE  TO  E N L I S T  PHARM ACY P R O V ID E R S  IN  ANY  A REA  O F  T H E  
S T A T E . IN  O R D E R  TO  R E S O L V E  T H E  PR O B LE M  AND P R O V ID E  PH A RM A CY  
S E R V IC E S ,  T H E  D E PA R TM E N T  W IT H D R E W  P H A R M A C E U T IC A L  S E R V IC E S  
FROM  T H E  M E D IC A ID  PROGRAM  AND P L A C E D  I T  U N D E R  T H E  S T A T E  
FU N D E D  G E N E R A L  R E L I E F  M E D IC A L  PRO G R A M , T H U S  A LLO W IN G  
R E IM B U R S E M E N T  TO  B E  S E T  A T  M A R K E T P LA C E  L E V E L S  A S  W E LL  A S 
R E M O V IN G  A P R O P O S A L  FO R  A R E S T R IC T IV E  FO R M U LA R Y  TH A T  L IM IT E D  
T H E  D R U G S  T H A T  A P H Y S IC IA N  OR O TH ER  P R E S C R IB E R  HAD A V A IL A B L E  
TO  U S E .  T H E  NEW PR O G R A M , F R E E  FROM  U N R E A S O N A B LE  F E D E R A L  
R E S T R IC T IO N  WAS W E L L  A C C E P T E D  S T A T E -W ID E  AND HAS S IN C E  
PR O V E N  TO  B E  AN E A S I L Y  A D M IN IS T E R E D  E F F E C T IV E  PR O G R A M . 
M E D IC A ID  R E C I P I E N T S  R E C E IV E  T H E  MAXIMUM B E N E F IT S  FO R  T H E  
D O L L A R S  S P E N T  AND T H E  PHARM ACY AND M E D IC A L  C O M M U N IT IE S  F IN D  
T H E  PROGRAM  F A IR L Y  S T R U C T U R E D  AND E A S Y  TO  W ORK U N D E R .

W IT H IN  T H E  E X IS T IN G  SY ST E M  M E D IC A ID  P R E S C R IP T IO N S  CAN BE  
T R E A T E D  IN  T H E  SAM E M ANNER A S  A L L  O TH ER  P R E S C R IP T IO N S  B Y  T H E  
P H A R M A C IS T  AND T H E  R E C I P I E N T  R E C E IV E S  T H E  SAM E M E D IC A T IO N S



A S  T H E  G E N E R A L  P U B L IC  D O E S . T H E  PHARM ACY  I S  NOT FO R C E D  TO  
S T O C K  A S E P A R A T E  IN V E N T O R Y  O F  E X T R E M E L Y  LOW C O ST  IT E M S  J U S T  
T O  M EET  F E D E R A L  P R IC E  C R IT E R IA  IN  D IS P E N S IN G  M E D IC A ID  
P R E S C R IP T IO N S .

WE H A VE  B E E N  T O L D  B Y  T H E  D I V I S I O N  OF M E D IC A L  A S S IS T A N C E  THAT  
T H E IR  O N LY  M O T IV A T IO N  TO  CHANGE FROM T H E  E X IS T IN G  SY ST E M  I S  
T O  O B T A IN  T H E  F E D E R A L  M A T C H IN G  F U N D S .

A R G U M E N T S :

" T H E  M E D IC A ID  R U L E S  C O N C E R N IN G  PA YM EN T  FO R  D R U G S  W OULD C A U SE  
A L A S K A  P H A R M A C IE S  T O  B E  R E IM B U R S E D  FO R  S E R V IC E S  AT L E V E L S  
FA R  BELO W  C U R R E N T  M A R K E T P LA C E  L E V E L S "

EV EN  TH O UG H  F E D E R A L  M E D IC A ID  R U L E S  C O N C E R N IN G  PA YM EN T  FO R  
D R U G S  W ERE  AM ENDED L A S T  O C T O B ER  AND NOW ALLOW  SOM E S T A T E  
L E V E L  F L E X I B I L I T Y ,  T H E  R U L E S  S T I L L  W IL L  O N LY  ALLOW  
R E IM B U R S E M E N T  U N D E R  AN A C Q U IS IT IO N  C O ST  P L U S  A F IX E D  F E E  
S Y S T E M .

M OST P H A R M A C IE S , L I K E  A N Y  T Y P IC A L  R E T A IL  O P E R A T IO N , O PE R A T E  
U T I L I Z I N G  A P E R C E N T A G E  M A RKU P  S Y S T E M . A S  T H E  A C Q U IS IT IO N  
C O ST  O F  AN IT E M  IN C R E A S E S , T H E  M A R G IN  O F  G R O SS  P R O F IT  
IN C R E A S E S  P R O P O R T IO N A T E L Y . A 3 3 %  M A R G IN  IN  NOT AN U N U SU A L  
R E T A IL  M A R G IN  T O  U S E  A S  AN E X A M P L E . T H U S  A T Y P IC A L  IT E M  W IT H  
AN A C Q U IS IT IO N  C O ST  O F  $ 1 . 0 0  M IG H T  BE  S O L D  AT $ 1 . 5 0 .
L I K E W IS E  AN IT E M  W IT H  AN A C Q U IS IT IO N  C O ST  O F  $ 1 0 0 . 0 0  W OULD 
B E  S O L D  AT  $ 1 5 0 . 0 0  T O  M A IN T A IN  T H E  SAM E G R O S S  M A R G IN .

A F IX E D  F E E  SY ST E M  D O E S  NOT ALLO W  FO R  T H E  F E E  TO  V A R Y  UPW ARD 
A S  T H E  A C Q U IS IT IO N  C O ST  IN C R E A S E S . U S IN G  A T Y P IC A L  M E D IC A ID  
F E E  A S  C U R R E N T L Y  U S E D  IN  S E A T T L E  FO R  AN EX A M PLE  < $ 3 . 4 0 )  WE 
CAN A P P L Y  T H E  F E E  SY ST E M  TO  T H E  E X A M PL E S  A B O V E . I F  T H E  
A C Q U IS IT IO N  C O ST  O F $ 1 . 0 0  I S  A D D ED  TO  T H E  F E E  EXA M PLE  
< $ 3 . 4 0 )  T H E  S E L L IN G  P R IC E  W OULD B E  $ 4 . 4 0 .  TH E  F E E  A DD ED  TO  
T H E  $ 1 0 0 . 0 0  A C Q U IS IT IO N  C O ST  W OULD  G IV E  A S E L L IN G  P R IC E  O F  
$ 1 0 3 . 4 0 .  < IN  A C T U A L  P R A C T IC E  P R E S C R IP T IO N  P R IC E S  F A L L
W IT H IN  A RA N G E  O F  1 . 5 0  TO  1 2 5 . 0 0  W IT H  SOM E H IG H E R  E X C E P T IO N S  
AND T H E  A V ERA G E  P R IC E  F A L L IN G  IN  T H E  2 0 . 0 0  TO  2 5 . 0 0  R A N G E )

T H E  T O T A L  R E V E N U E  P R O D U C E D  B Y  T H E  P E R C E N T A G E  M ARKUP SY ST E M  
E X A M PLE  I S  $ 1 5 1 . 5 0 .  T H E  T O T A L  R E V E N U E  FROM  TH E  F E E  SY ST E M  
E X A M PLE  I S  $ 1 0 7 . 8 0 .  T H E  L O S S  IN  R E V E N U E  PR O D U C E D  B Y  TH E  
M ANDATED  F IX E D  F E E  T Y P E  S Y S T E M  I S  O B V IO U S  EV EN  I F  A SOMEWHAT 
H IG H E R  F E E  I S  S E T  FO R  U S E  IN  A L A S K A .

A N O TH ER  M ANDATED F E D E R A L  R U L E  A L S O  COM ES IN T O  P L A Y . T H I S  
R U L E  S T A T E S  TH A T  TH E  R E IM B U R S E M E N T  W IL L  BE  E IT H E R  TH E



A C Q U IS IT IO N  C O S T  P L U S  T H E  F IX E D  F E E  A S  A BO V E  OR  "T H E  U SU A L  
AND C U STO M A RY  CH A RG E  TO  TH E  P U B L IC "  W H IC H E V E R  I S  L E S S .

IN  T H E  A BO V E  E X A M P L E S , S IN C E  TH E  "U S U A L  AND C U STO M A RY " P R IC E  
FO R  T H E  $ 1 . 0 0  C O ST  IT E M  I S  $ 1 . 5 0 ,  T H I S  I S  T H E  AMOUNT TH A T  
W OULD  BE  R E IM B U R S E D . SO  T H E  F E D E R A L  S Y S T E M  W OULD  R E A L L Y  O N LY  
R E IM B U R S E  A T O T A L  O F  $ 1 0 4 . 9 0  AN EVEN  G R E A T E R  L O S S  IN  
R E V E N U E !

T H E R E  I S  Y E T  A N O TH ER  A S P E C T  O F  M E D IC A ID  S Y S T E M S  AS T H E Y  
E X I S T  IN  O T H E R  S T A T E S  T H A T  F U R T H E R  C U T S  R E V E N U E  TO  TH E  
PH A R M A C Y .

T H E  T Y P IC A L  PH A RM A CY  U S E S  AN A C Q U IS IT IO N  C O ST  B A S I S  OF 
"A V E R A G E  W H O LE SA LE  P R I C E " .  T H E S E  P R IC E S  A R E  E A S IL Y  
A V A IL A B L E  IN  E IT H E R  P R IN T E D  FORM OR ON M A G N E T IC  M E D IA  
R E A D A B L E  B Y  C O M PU TER  S Y S T E M S  AND B A SE D  ON A V E RA G ES  O F  
W H O LE SA LE  P R IC E S  A C R O S S  TH E  U N IT E D  S T A T E S  A S  C O M P IL E D  B Y  ONE 
O F  S E V E R A L  S E R V IC E  C O M P A N IE S . T H E S E  L I S T S  A RE  C O N ST A N T LY  
U P D A T E D  A ND  MADE A V A IL A B L E  ON U P  TO  A W E E K L Y  B A S I S  I F  
R E Q U IR E D .  T H E S E  P R IC E S  A RE  U S E D  B Y  E S S E N T IA L L Y  A L L  PHARM ACY 
C O M PU TER  S Y S T E M S  IN  T H E IR  AUTOM ATED  P R IC IN G  F U N C T IO N S . MOST 
DRUG  W H O L E S A L E R S  A L S O  B A S E  T H E IR  IN V O IC IN G  TO  T H E  PHARM ACY 
ON T H E S E  " AW P" L E V E L S .

MANY M E D IC A ID  R E IM B U R S E M E N T  S Y S T E M S  IN  T H E  W ESTERN  S T A T E S  
AND E L S E W H E R E  NOW M ANDATE TH A T  P E R C E N T A G E S  U P  T O  1 1 %  BE  
S U B T R A C T E D  FROM  "A V E R A G E  W H O LE SA LE  P R IC E "  B E F O R E  A D D IN G  TH E  
F IX E D  F E E .  T H I S  I S  B A S E D  U PO N  T H E  T H E O R Y  TH A T  B E C A U S E  SOME 
W H O L E S A L E R S  MAY EX TEN D  D IS C O U N T S  TO  SOM E P H A R M A C IE S  B A SE D  
U PO N  PA YM EN T  IN  ADVANCE FO R  G O O D S , T IM E L Y  PA YM EN T  O F  
IN V O IC E S ,  P U R C H A S E S  E X C E E D IN G  S E T  Q U A N T IT Y  L E V E L S ,  T O T A L  OF 
M O N TH LY  VOLUM E O F  P U R C H A S E S  E T C . OR O TH ER  E A RN ED  D IS C O U N T S , 
T H E S E S  " D IS C O U N T S "  SH O U LD  B E  P A S S E D  ALONG  T O  T H E  M E D IC A ID  
PROGRAM  R E G A R D L E S S  O F  W H ETH ER  A L L  P H A R M A C IE S  R E C E IV E D  THEM 
O R  N O T ! ONE  MORE IN C R E M E N T A L  L O S S  IN  R E V E N U E  FROM T H E  
M E D IC A ID  R U L E S .

T H E  R E C E N T  CH A N G ES IN  T H E  F E D E R A L  R U L E S  D E A L  M A IN L Y  W IT H  THE  
" IN G R E D IE N T  C O S T "  P O R T IO N  OF T H E  R E IM B U R S E M E N T  FO R M U LA .
T H E Y  MAY V E R Y  W E LL  H E L P  TO  ALLOW  T H E  S T A T E  TO  G E T  C L O S E R  TO  
R E A L IT Y  IN  R E IM B U R S IN G  F O R  T H E  IN G R E D IE N T  C O ST  B U T  DO NOT 
ALLO W  FO R  A R E A L I S T IC  O V E R A L L  A PPRO A C H  TO  R E IM B U R S E  AT F A IR  
M A R K E T P LA C E  L E V E L S  FO R  T H E  T O T A L  P R E S C R IP T IO N  A S  I S  NOW DONE 
W IT H  T H E  E X I S T IN G  P R O G R A M .

U T I L I Z I N G  AN A N A L Y S IS  O F  A SA M PLE  O F A BO U T  1 1 , 0 0 0  A C TU A L  
P R E S C R IP T IO N S  O V E R  A 6  MONTH P E R IO D  FROM  AN A LA SK A  PH A R M A C Y , 
T H E  F O L L O W IN G  S T A T I S T IC S  W ERE  G A T H E R E D .

T H E  P R IC E S  W ERE  COM PUTED  U T I L I Z I N G  "A V E R A G E  W H O LE SA LE  P R IC E "  
A S  T H E  A C Q U IS IT IO N  P R IC E  C O M PO N EN T .



T H E  A V ERA G E  P R E S C R IP T IO N  P R IC E  WAS $ 2 5 . 6 1

T H E  A V ERA G E  G R O S S  P R O F IT  M A R G IN  WAS $ 9 . 5 6  O R  3 7 %  M A RG IN

I F  T H E  M E D IC A ID  F E E  A S  USES? S E A T T L E  ( $ 3 . 4 0 )  WAS 
IN C R E A S E D  B Y  AN "A L A S K A  C W . '  O F  L IV IN G "  T Y P E  IN C R E M E N T  OF 
2 0 %  WE W OULD  HAVE A F E E  O f  * 4 . 0 8 .  I F  WE U S E  T H IS  F E E  B A S IS
AND A P P L Y  I T  TO  T H E  SA M PLE  A BO V E  WE F IN D  TH A T  T H E  T O T A L
G R O S S  M A R G IN  W OULD  B E  * V ’ C ED  B Y  5 7 % j

T H I S  R E D U C T IO N  D O E S  N O T  T A K E  IN T O  ACCO UN T  T H E  FU R T H E R  L O S S E S  
O C C U R R IN G  FROM  T H E  A P P L IC A T IO N  O F  T H E  "L O W E R  O F  " U S U A L  AND
C U STO M A RY  OR C O ST  + F E E  A S  E X P L A IN E D  A BO V E  OR T H E  U P  T O  1 1%
R E D U C T IO N  FROM  "A V E R A G E  W H O LE SA LE  P R IC E "  A S  U S E D  IN  S E A T T L E  
AND O T H E R  A R E A S ! T H IS  C O U LD  IN C R E A S E  T H E  L O S S  O F G R O S S  
P R O F IT  ON M E D IC A ID  P R E S C R IP T IO N S  TO  A S  H IG H  A S  7 0 %  BELOW  T H E  
C U R R E N T  L E V E L  O F R E IM B U R S E M E N T . HOW CAN T H I S  P O S S IB L Y  BE  
C O N S T R U E D  A S  "R E A S O N A B L E  PA Y M E N T S  TO  P H A R M A C IE S "  A S  T O U T E D  
BY  T H E  D E PA R TM E N T  OF H EA LT H  AND S O C IA L  S E R V IC E S  U N D ER  T H E  
P R O P O S E D  L E G IS L A T IO N .

T H E  T O T A L  IM P A C T  O F  T H I S  L E G IS L A T IO N  ON EACH IN D IV ID U A L  
PH A RM A CY  W OULD OF C O U R SE  D E PE N D  ON T H E  VOLUM E OF M E D IC A ID  
P R E S C R IP T IO N S  F I L L E D  B Y  T H A T  PH A R M A C Y . AT  T H I S  T IM E  WE 
HAVE R E C E IV E D  E S T IM A T E S  FROM  AROUND  T H E  S T A T E  V A R Y IN G  FROM 
1 0  P E R C E N T  TO  3 3  P E R C E N T  O F  T O T A L  P R E S C R IP T IO N S  F I L L E D .  T H E  
P E R C E N T A G E  V A R IE S  W IT H  TH E  D E M O G R A PH IC S  O F  T H E  T R A D E  A REA  
S E R V E D  B Y  T H E  PH A R M A C Y . I T  I S  Q U IT E  O B V IO U S  TH A T  A PHARM ACY 
W IT H  A H IG H  VO LUM E OF O F  M E D IC A ID  P R E S C R IP T IO N S  CO U LD  E A S IL Y  
B E  F O R C E D  IN T O  B U S IN E S S  F A IL U R E  B Y  A D O P T IN G  T H I S  
L E G IS L A T IO N .  S I X  P H A R M A C IE S  IN  TH E  ANCHORAGE AREA  A LO N E  
HAVE A L R E A D Y  C L O S E D  B E C A U S E  OF E X IS T IN G  E C O N O M IC  P R E S S U R E S  
O V E R  T H E  L A S T  Y E A R . A D D IN G  TH E  A D D IT IO N A L  N E G A T IV E  IM PA C T  
O F  T H I S  L E G IS L A T IO N  C O U LD  E A S IL Y  P U SH  A D D IT IO N A L  P H A R M A C IE S  
O V E R  T H E  ED G E  TO  B U S IN E S S  F A I L U R E .  F A IL U R E  O F  A PH ARM ACY 
NOT O N LY  A F F E C T S  T H E  M E D IC A ID  R E C IP I E N T S  B U T  A L L  A LA S K A N S  IN  
T H E  T R A D E  A R E A . T H E  S C E N A R IO  O F  TH E  L O S S  O F  A PHARM ACY FROM 
AN A LA SK A N  TOWN W HERE O N LY  ONE PHARM ACY E X I S T S  C O U LD  BE  
D E V A S T A T IN G  T O  H EA LTH  C A R E  IN  T H A T  CO M M U N ITY  FO R  A L L  I T S  
R E S ID E N T S .

A R G U M E N T : " A L L  O TH ER  S T A T E S  HAVE A PHARM ACY M E D IC A ID
PROGRAM  W IT H  P L E N T Y  OF PHARM ACY P R O V ID E R S  E N L IS T E D ,  
T H E R E F O R E  T H E  F E D E R A L  M E D IC A ID  SY ST E M  M UST  B E  A GOOD 
A L T E R N A T IV E ."

O V ER  T H E  P A S T  1 5  TO  2 0  Y E A R S  T H E  IM P A C T  O F  T H E  M E D IC A ID  
PRO G RA M S IN  T H E  V A R IO U S  S T A T E S  H A S B E E N  T H E  S IN G L E  MOST 
IM P O R T A N T  I S S U E  IM P A C T IN G  T H E  IN D E P E N D E N T  P H A R M A C IE S  IN  TH E  
N A T IO N . MONTH A F T E R  MONTH WE HAVE FO LLO W ED  T H E  HO RRO R  
S T O R IE S  O F  T H E  EC O N O M IC  IM P A C T  O F  M E D IC A ID  ON SM A LL



B U S IN E S S E S  IN  OUR P R O F E S S IO N A L  J O U R N A L S . T H E  SM A LL  F IX E D  
F E E  P E R  P R E S C R IP T IO N ,  C O N F IS C A T IO N  O F  E A RN ED  D IS C O U N T S , SLOW  
PA YM EN T  C Y C L E S , R E J E C T IO N  O F  B I L L IN G S  FO R  " A D M IN IS T R A T IV E "  
R E A S O N S  HAVE A L L  HAD T H E IR  IM P A C T  ON T H E  S U R V IV A L  O F T H E  
S M A L L E R , IN D E P E N D E N T  P H A R M A C IE S . SM A LL  MOM AND P O P  T Y P E  
B U S IN E S S E S ,  E S P E C IA L L Y  T H O SE  IN  H IG H  P E R C E N T A G E  M E D IC A ID  
A R E A S  < I E  NEW Y O R K  AND L O S  A N G E L E S ) W E R E , AND C O N T IN U E  TO 
B E ,  ONE B Y  ONE FO R C E D  OUT O F  B U S IN E S S .  S IN C E  MANY S T A T E S  
S T A R T E D  T H E IR  PRO G RA M S IN  T H E  L A T E  1 9 6 0 ' S  AND E A R L Y  1 9 7 0 ' S ,  
B Y  TO D A Y  T H E  L A R G E S T  P A R T  O F  T H E  SH A K E O U T  H AS A LR E A D Y  
O C C U R RE D  AND T H E  S U R V IV O R S  A RE  M A IN L Y  T H E  L A R G E  C H A IN -S T O R E  
O P E R A T IO N S . T H E  T Y P IC A L  LA R G E  C H A IN  O P E R A T IO N  U T I L I Z E S  T H E  
PHARM ACY D E PA RTM EN T  NOT A S  A M A JO R  P R O F IT  C E N T E R  W IT H IN  T H E  
L A R G E  B U S IN E S S  O P E R A T IO N , B U T  A S  A " T R A F F IC  C E N T E R "  OR A 
MEANS TO  A T T R A C T  C U ST O M E R S  IN T O  T H E  S T O R E  SO  TH A T  O TH ER  
P U R C H A S E S  ADD  U P  TO  T H E  N E C E S S A R Y  P R O F IT S  AND T H E  PHARM ACY 
D EPA RTM EN T  O P E R A T E S  S L IG H T L Y  A BO V E  O R  BELOW  T H E  B R E A K -E V E N  
P O IN T .  T H I S  M AKES T H IS  T Y P E  O P E R A T IO N  M ORE L I K E L Y  TO  S U R V IV E  
A F IX E D  F E E  S Y S T E M . A SM A LL  PH A RM A CY  D E P E N D S  ON T H E  
P R E S C R IP T IO N  S E R V IC E S  P R O V ID E D  A S  I T S  M A JO R  S O U R C E  OF IN CO M E  
AND T H E R E F O R E  WHEN M A R G IN S  A RE  C U T  S E V E R E L Y , T H E  IM P A C T  I S  
N A T U R A L L Y  MUCH G R E A T E R .

TH E  " S H A K E -O U T "  WE HAVE O B S E R V E D  IN  T H E  LOW ER F O R T Y -E IG H T  I S  
E X A C T L Y  WHAT WE F E A R  H E R E  IN  A L A S K A . T H I S  I S  E S P E C IA L L Y  
T R U E  B E C A U S E  T H E  M A J O R IT Y  O F  P H A R M A C IE S  S T I L L  F A L L  IN T O  TH E  
"MOM AND P O P "  T Y P E  C A T E G O R Y . T H E  P O T E N T IA L  F O R  HARM I S  EVEN  
MORE IM P O R T A N T  IN  T H O SE  SM A LL  TOW NS IN  A LA S K A  W H ERE  O N LY  ONE 
PH ARM ACY E X I S T S .  I F  T H E S E  SM A LL  TOWN P H A R M A C IE S  A R E  H IG H L Y  
IM P A C T E D  B Y  A LA R G E  M E D IC A ID  P O P U L A T IO N  T H E  P O T E N T IA L  FO R  
L O S S  OF S E R V IC E  TO  TH E  E N T IR E  C O M M U N ITY  O F  T H I S  S IN G L E  
SO U R C E  P R O V ID E R  W OULD IN D E E D  B E  D E V A S T A T IN G  T O  T H E  E N T IR E  
H EA LTH  C A R E  P IC T U R E  O F  SU C H  A C O M M U N IT Y . TH E  
A N C H O R A G E /R A IL B E L T , F A IR B A N K S  AND  JU N E A U  A R E  T H E  O N LY  A R E A S  
OF T H E  S T A T E  TH A T  HAVE C U R R E N T L Y  A T T R A C T E D  T H E  LA R G E R  C H A IN  
T Y P E  O P E R A T IO N S  TH A T  M IG H T  HAVE A B E T T E R  CH A N CE  O F  S U R V IV IN G  
A F IX E D  F E E  M E D IC A ID  S Y S T E M .

TH E  C U R R E N T  EC O N O M IC  P R E S S U R E S  O F  T H E  E X IS T IN G  M A R K E T P LA C E  
SU CH  AS T H E  G RO W IN G  O N SLA U G H T  O F  M A IL -O R D E R  P R E S C R IP T IO N  
P L A N S  P U S H E D  B Y  V A R IO U S  IN S U R A N C E  C O M P A N IE S  A R E  A LR E A D Y  
M A K IN G  I T  TO U G H ER  ON T H E  IN D E P E N D E N T  P H A R M A C IE S  TO  R E M A IN  
P R O F IT A B L E .  A D D IN G  A D E V A S T A T IN G  F E D E R A L  M E D IC A ID  PROGRAM  
IN  A LA SK A  W OULD D E F IN IT E L Y  MAKE T H E  F U T U R E  E V EN  B L A C K E R  FO R  
M AN Y .



C O N C L U S IO N *

WE B E L IE V E  TH A T  T H E  P R E S E N T  S T A T E -F U N D E D  PROGRAM  I S  W E LL  
W ORTH K E E P IN G .

I T  P R O V ID E S  T H E  M E D IC A ID  R E C IP I E N T  W IT H  AN U N -R E S T R IC T E D  
PROGRAM  U N D ER  W H IC H  ANY N E E D E D  P R E S C R IP T IO N  I S  A V A IL A B L E .

I T  A LLO W S T H E  P H Y S IC IA N  T O  C H O O SE  T H E  DRUG  T H E R A P Y  HE DEEM S 
N E C E S S A R Y  AND HE I S  N O T  EN C U M BERED  B Y  R E S T R IC T IV E  
F O R M U L A R IE S  TH A T  FO R C E  DRUG  S E L E C T IO N  B A S E D  ON IN G R E D IE N T
C O ST  R A T H E R  THAN T H E R A P E U T IC  E F F E C T IV E N E S S .

I T  A LLO W S T H E  P H A R M A C IS T  TO  T R E A T  T H E  M E D IC A ID  P A T IE N T  IN  
T H E  SAM E MANNER A S  T H E  G E N E R A L  P U B L IC ,  B E  R E IM B U R S E D  F A IR L Y  
FO R  H I S  S E R V IC E S ,  AND B E  F R E E  FROM O V E R L Y  E N C U M B E R IN G  P A P E R  
W O R K . T H E  C U R R E N T  P E R  R E C I P I E N T  C O S T S  A R E  NOT NOW OUT  OF
RANGE  W IT H  PRO G RA M S IN  O TH ER  S T A T E S .

I T  A LLO W S  T H E  S T A T E  A D M IN IS T R A T O R S  T H E  T R U E  V E R S A T I L IT Y  TO  
S H A P E  A PROGRAM  TH A T  W O RKS  W E L L  IN  A LA SK A  W IT H O U T  TH E  
P R E S S U R E S  FROM  T H E  F E D E R A L  GOVERNM ENT T O  CONFORM  TO  T H E IR  
" S T A N D A R D S " . ONCE  WE A C C E P T  T H E  "H E L P "  O F T H E  F E D E R A L  
A D M IN IS T R A T O R S , WE NO LO N G ER  C O N T R O L  T H E  PR O G R A M , T H E Y  DO !

B E C A U S E  WE A R E  T A L K IN G  A BO U T  SU C H  A SM A LL  P E R C E N T A G E  O F  T H E  
M E D IC A ID  B U D G ET  B E IN G  S P E N T  F O R  P H A R M A C E U T IC A L S  A T  P R E S E N T  
(A B O U T  3 - 4 % ) ,  T H E  SM A LL  O V E R A L L  S A V IN G S  A F T E R  P A Y IN G  FO R  T H E  
A D D IT IO N A L  A D M IN IS T R A T IV E  C O S T S  CAN NOT P O S S IB L Y  J U S T I F Y  
H U R T IN G  M E D IC A ID  R E C IP I E N T S  AND PHA RM ACY  P R O V ID E R S  A L IK E  B Y  
C H A N G IN G  TO  T H E  F E D E R A L  N IG H T M A R E  WE HAVE S E E N  IN  T H E  O TH ER  
S T A T E S .

B E F O R E  WE S H IF T  D O L L A R S  FROM  GOOD P A T IE N T  C A R E  TO  
A D M IN IS T E R IN G  T H E  A D D ED  L A Y E R S  O F  F E D E R A L  R E S T R IC T IO N S  IN  A 
M E D IC A ID  PH A RM A CY  PR O G R A M , WE SH O U LD  B E  S U R E  TH A T  T H E R E  A RE  
B E N E F IT S  O TH ER  THAN  E X P A N D IN G  T H E  B U R E A U C R A C Y  AND A M IN IM U M  
OF D E T R IM E N T S  TO  R E C I P I E N T S ,  P R E S C R IB E R S  AND PHARM ACY 
P R O V ID E R S .

RECflMENBAlI.CNS'

I F  I T  I S  T R U L Y  P O S S I B L E  TO  P R O T E C T  O U R S E L V E S  FROM T H E  W H IM S  
OF T H E  F E D E R A L  B U R E A U C R A C Y  B Y  S E T T IN G  U P  AN A LA S K A  PHARM ACY 
M E D IC A ID  PROGRAM  TH A T  M E E T S  T H E  F E D E R A L  S T A N D A R D S  B U T  K E E P S  
CO N TRO L W IT H IN  A LA SK A  S T A T U T E  TH A T  O N LY  T H E  A LA SK A  
L E G IS L A T U R E  CAN CHANGE AND C A N 'T  BE  CHANGED A T  T H E  W H IM  OF 
CHANGES .IN. T H E - S .T A IE - .A P M m . IS IR f t .T Q B S  > TH EN  AND O N LY  TH EN  
P E R H A P S  G O IN G  A F T E R  T H E  F E D E R A L  M A TC H IN G  M O N IE S  W OULD  B E  
A D V IS A B L E . T H E  D E PA R TM E N T  O F  H E A LT H  AND S O C IA L  S E R V IC E S



SE E M S  TO  T H IN K  SUCH  A PROGRAM  I S  P O S S IB L E  U N D E R  T H E  L A T E S T  
F E D E R A L  R E G U L A T IO N S , B U T  OUR  D IR E C T  C O N T A C T S  W IT H  F E D E R A L  
O F F IC IA L S  DO NOT C O N F IR M  T H E  O P T IM IS M  O F  T H E  D E P A R T M E N T .
T H E  W O R K IN G S  O F  A F E D E R A L /S T A T E  FU N D E D  PH A RM A CY  PROGRAM  
SH O U LD  B E  N A IL E D  DOWN F I R S T  B Y  OUR A D M IN IS T R A T IO N  O F F IC IA L S  
IN  A C O O P E R A T IV E  E F F O R T  W IT H  T H E  A LA SKA N  H EA LTH  C A RE  
CO M M U N ITY  TO  IN S U R E  TH A T  T H E  OUTCOME W OULD  BE  W O RK A B LE  FO R  
A L L .  PHARM ACY  P R O V ID E R S  SH O U LD  NOT BE  FO R C E D  TO  A C C E PT  AN 
U N D E F IN E D  PROGRAM  NOW AND TH EN  "W A IT  AND S E E "  HOW I T  
A C T U A L L Y  T U R N S  O U T . OUR O B S E R V A T IO N S  O F  T H E  W OES TH A T  
P H A R M A C IS T S  FA C E  IN  T H E  O TH ER  S T A T E S  MANDATE OUR  ATTITUDE IN  
T H I S  R E G A R D .

P H A R M A C IS T S  W OULD L I K E  TO  S E E  T H E  P R E S E N T  G E N E R A L  R E L I E F  
M E D IC A L /S T A T E  FU N D E D  PHARM ACY PROGRAM  FU N D E D  A S  IN  T H E  P A S T  
AND AN IN T E R IM  W O R K IN G  C O M M IT TE E  S T R U C T U R E D  TO  COME U P  W IT H  
P O S S IB L E  L E G IS L A T IO N  FO R  T H E  N E X T  L E G IS L A T IV E  T E R M .

I F  T H I S  I S  N O T  P O S S IB L E ,  TH EN  LANGUAG E SH O U LD  B E  IN C L U D E D  IN  
S B 2 5 5  TO  IN S U R E  TH A T  F U L L  PHARM ACY  S E R V IC E S  A RE  P R O V ID E D  TO  
M E D IC A ID  R E C IP I E N T S  AND TH A T  PHARM ACY P R O V ID E R S  A RE  
R E IM B U R S E D  FO R  T H E IR  S E R V IC E S  AT T R U E  M ID -R A N G E  M A R K E T -P L A C E  
L E V E L S  W IT H  C O N T R O LS  TO  P R E V E N T  T H E  S T A T E  FROM P A Y IN G  A BO VE  
T H E S E  L E V E L S .

O R G A N IZ E D  PHARM ACY  IN  A LA SK A  I S  W IL L IN G  AND A B L E  TO  W ORK 
C L O S E L Y  W IT H  T H E  DEPA RTM EN T  O F  H EA LTH  AND S O C IA L  S E R V IC E S  
AND T H E  L E G IS L A T U R E  TO  REA CH  T H E  G O A LS  O F  A L L  S ID E S  AND 
W OULD W ELCOM E A STRO N G  O V E R S IG H T  F U N C T IO N  FROM  T H E  
L E G IS L A T U R E  IN  A C C O M P L IS H IN G  T H E S E  G O A L S .

A L L  F E D E R A L  M A TC H IN G  FU N D S  A R E  NOT N E C E S S A R IL Y  W ORTH JU M P IN G  
FO R  IM M E D IA T E L Y  W IT H O U T  C A R E F U L L Y  C O N S ID E R IN G  T H E  
C O N SE Q U E N C E S  TO  A L L  A F F E C T E D  P A R T IE S .  L E T ' S  NOT F A L L  IN T O  
T H E  T R A P  A S  HAVE SO  MANY O TH ER  S T A T E S  AND C R E A T E  SOM E 
U N N E ED E D  D E V A S T A T IO N  W IT H IN  T H E  PHARM ACY P R O V ID E R  CO M M UN ITY  
IN  A L A S K A .
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FACTS -  M ED ICA ID  PHARMACY PROGRAM 
SB 255

A l l  m e d i c a l  p r o v i d e r s  e x c e p t  p h a rm a c i s t s  i n  A la s k a  p a r t i c i p a t e  i n  t h e  

M e d ic a id  p r o g r a m .

T he  m a j o r i t y  o f  p h a rm a c ie s  w i l l  c o n t i n u e  t o  s e r v e  m e d ic a id  a n d  GRM 

c l i e n t s .  95% o f  t h e  p h a rm a c i s t s  i n  W a s h in g to n  S t a t e  p a r t i c i p a t e  i n  

t h e  M e d ic a id  p h a rm a c y  p r o g r a m . N a t i o n a l  s t a t i s t i c s  shew  t h e  sam e h ig h  

r a t e  o f  p a r t i c i p a t i o n .

T h e  M e d ic a id  p h a rm a c y  p r o g r a m  w i l l  n o t  f o r c e  s m a l l ,  in d e p e n d e n t  

p h a rm a c i s t s  o u t  o f  b u s i n e s s .  T he  m a j o r i t y  o f  p h a rm a c i s t s  i n  W a s h in g to n  

s t a t e  a r e  in d e p e n d e n t  p h a rm a c i s t s  a n d  m any a r e  s o l e  c cm m u n itv  p r o v i d e r s .

A d d in g  P h a rm a c y  a s  a  M e d ic a id - c o v e r e d  s e r v i c e  s a v e s  50% i n  s t a t e  f u n d s .

I f  A la s k a  h a d  a d o p t e d  a  M e d ic a id  P h a rm a c y  P ro g ra m  i n  F Y 8 5 , t h e  S t a t e  

w o u ld  h a v e  a l r e a d y  s a v e d  o v e r  4 . 5  m i l l i o n .

I f  SB  2 5 5  p a s s e s  i t  w i l l  s a v e  a  m in im um  o f  $ 5 . 5  m i l l i o n  i n  s t a t e  g e n e r a l  

f u n d s  t h r u  F Y 9 0 .

T h e  p u r p o s e  o f  SB  2 5 5  i s  t o  g a i n  f e d e r a l  m a tc h in g  fu n d s  n o t  t o  p a y  

p h a rm a c i s t s  l e s s .

N a t i v e  " c r o s s - o v e r "  i s  a  n o n - i s s u e .  T h e  m a j o r i t y  o f  IH S  -  e l i g i b l e s  a r e  

a l r e a d y  u s i n g  t h e  p h a rm a c y  o f  t h e i r  c h o i c e  -  w h e th e r  i t  i s  a  p r i v a t e  

p h a rm a c y  o r  a n  IH S  f a c i l i t y .  N a t i o n a l l y ,  a n d  i n  A la s k a  c h a n g e s  i n  

N a t i v e  u t i l i z a t i o n  p a t t e r n s  h a v e  n o t  o c c u r r e d  d u e  t o  a  c h a n g e  i n  p a ym en t 

s o u r c e s .



- 2 -

T he  c h a n g e o v e r  t o  a  M e d ic a id  p h a rm a c y  p r o g r a m  w i l l  b e  i n v i s i b l e  t o  

c l i e n t s .

A la s k a  P h a rm a c i s t s  a r e  t h e  o n l y  m e d i c a l  p r o v i d e r  i n  t h e  s t a t e  a n d  i n  t h e  

n a t i o n  p a i d  o u t  o f  100%  s t a t e  fu n d s  f o r  M e d ic a id  c l i e n t s '  s e r v i c e s .

A la s k a  i s  t h e  o n l y  s t a t e  n o t  c l a im i n g  f e d e r a l  f u n d s  f o r  p h a rm a c y  

s e r v i c e s  u n d e r  M e d ic a id .

L e g i s l a t i v e  A u d i t  h a s  re c om m end ed  t h a t  t h e  l e g i s l a t u r e  a d o p t  a  M e d ic a id  

P h a rm a c y  b i l l .

T h e  A la s k a  H e a l t h  A s s o c i a t i o n  h a s  r e c a im e n d e d  a d o p t i o n  o f  a  M e d ic a id  

p h a rm a c y  p r o g r a m .

T he  G o v e r n o r ' s  I n t e r i m  H e a l t h  C a r e  C a m d s s i o n  i n  i t s  f i n a l  d r a f t  h a s  

re c o rm e n d e d  a d o p t i o n  o f  t h e  M e d ic a id  p h a rm a c y  o p t i o n .

T h e  D e p a r tm e n t  w i l l  e n a c t  n o  c h a n g e s  i n  p a ym en t t o  p h a rm a c ie s  w i t h o u t  

p u b l i s h i n g  r e g u l a t i o n s  a n d  h o ld i n g  p u b l i c  h e a r i n g s  a c r o s s  t h e  s t a t e .

T he  p a s s a g e  o f  t h e  M e d ic a id  P h a rm a c y  o p t i o n  w i l l  n o t  c h a n g e  t h e  

p a p e rw o rk  o r  t h e  b i l l i n g  p r o c e s s  f o r  p h a rm a c i s t s .
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A M e d ic a id  P h a rm a c y  P r o g r a m  c a n  p a y  g e o g r a p h i c  d i f f e r e n t i a l s .

A  M e d ic a id  P h a rm a c y  P r o g r a m  c a n  p a y  a  d i f f e r e n t i a l  f o r  "M an a n d  P o p "  

p h a rm a c i e s .
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M e d i c a i d  D r ug, P r o g r a m

D u r i n g  t h e  1 9 8 5  l e g i s l a t i v e  s e s s i o n ,  H E  2 0 9  w a s  i n t r o d u c e d  

b v  t h e  R u l e s  C o m m i t t e e  a t  t h e  r e q u e s t  o f  t h e  G o v e r n o r .  T h e  

p u r p o s e  o f  t h e  b i l l  w a s  t o  a l l o w  t h e  S t a t e  t o  r e q u e s t  p a r t i ­

c i p a t i o n  i n  t h e  F e d e r a l  M e d i c a i d  p r e s c r i b e d  d r u g  p r o g r a m .  

M e d i c a i d  o f f e r s  a  p r o g r a m  b y  w h i c h  i t  w i l l  p a y  h a l f  o f  t h e  

c o s t s  o f  p r e s c r i b e d  d r u g s  f o r  c o v e r e d  i n d i v i d u a l s .  U n d e r  

t h i s  p r o g r a m  M e d i c a i d  a l l o w s  p a y m e n t  o f  a  d i s p e n s i n g  f e e  i n  

a d d i t i o n  t o  t h e  c o s t  o f  t h e  p r e s c r i b e d  d r u g .  T h i s  d i s p e n s ­

i n g  f e e  w o u l d  b e  e s t a b l i s h e d  b y  t h e  S t a t e  b a s e d  o n  a  v a r i e t y  

o f  f a c t o r s .  I n  e f f e c t ,  u n d e r  t h i s  b i l l  t h e  S t a t e  w o u l d  b e  

t e l l i n g  p h a r m a c i s t s  h o w  m u c h  t h e y  c a n  c h a r g e  f o r  p r e s c r i b e d  

d r u g s  p a i d  f o r  u n d e r  t h e  M e d i c a i d  p r o g r a m .

W e  car. f i n d  n o  e v i d e n c e  t h a t  t h e  B o a r d  o f  P h a r m a c y  f o r m a l l y  

o p p o s e d  H E  2 0 9 .  W h i l e  m a n y  p h a r m a c i s t s ,  i n c l u d i n g  p a s t  a n d  

p r e s e n t  B o a r d  m e m b e r s ,  t e s t i f i e d  a g a i n s t  H B  2 0 9  b e f o r e  b o t h  

t h e  H o u s e  F i n a n c e  a n d  t h e  H o u s e  H e a l t h ,  E d u c a t i o n ,  a n d  

S o c i a l  S e r v i c e s  C o m m i t t e e s ,  t h e y  h a v e  d o n e  s o  o n  t h e i r  o w n  

b e h a l f  a n d  n o t  a t  t h e  f o r m a l  r e q u e s t  o f  t h e  B o a r d .

C u r r e n t l y ,  p r e s c r i b e d  d r u g s  f o r  q u a l i f i e d  i n d i v i d u a l s  a r e  

p a i d  f o r  b y  t h e  S t a t e  u n d e r  t h e  G e n e r a l  R e l i e f  M e d i c a l  

( G R M )  p r o g r a m ,  w h i c h  i s  f u n d e d  e n t i r e l y  b y  t h e  G e n e r a l  

F u n d .  U n d e r  t h e  G e n e r a l  R e l i e f  M e d i c a l  p r o g r a m ,  p r e s c r i b e d  

d r u g s  a r e  p a i d  f o r  a t  t h e  p r i c e  s e t  b y  t h e  p h a r m a c i s t .  I f  

H B  2 0 9  i s  a d o p t e d ,  t h e  c o s t s  w o u l d  b e  s p l i t  w i t h  t h e  F e d e r a l  

g o v e r n m e n t .  A l a s k a  i s  o n l y  o n e  o f  t w o  s t a t e s  w h o  d o  n e t  

p a r t i c i p a t e  i n  t h i s  p r o g r a m .  T h e  D e p a r t m e n t  o f  H e a l t h  a n d  

S o c i a l  S e r v i c e s  ( D H S S )  e s t i m a t e s  t h a t  t h e  c o s t  s a v i n g s  t o  

t h e  S t a t e ,  b y  e n a c t m e n t  o f  t h i s  b i l l ,  w o u l d  b e  a p p r o x i m a t e l y  

$ 1 . 4  m i l l i o n  a n n u a l l y .

A t  t h e  e n d  o f  t h e  1 9 8 5  s e s s i o n ,  H B  2 0 9  h a d  b e e n  p a s s e d  b y  

t h e  H o u s e ,  b u t  n o t  t h e  S e n a t e .  I n  S e p t e m b e r  1 9 8 5 ,  D H S S  m e t  

w i t h  p h a r m a c i s t s  a n d  t e n t a t i v e l y  a g r e e d  t o  a  c o l l e c t i o n  o f  

a l t e r n a t i v e  c o s t  s a v i n g  m e a s u r e s  i n  l i e u  o f  H B  2 0 9 .  I f  

t h e s e  m e a s u r e s  a r e  i m p l e m e n t e d ,  t h e  S t a t e ' s  G e n e r a l  R e l i e f  

p r o g r a m  w o u l d  s a v e  a p p r o x i m a t e l y  $ 7 0 0 , 0 0 0 .

A l t h o u g h  t h e  p r o p o s e d  c o m p r o m i s e  b e t w e e n  D H S S  a n d  t h e  P h a r ­

m a c y  A s s o c i a t i o n  w o u l d  r e d u c e  t h e  c o s t  o f  t h e  p r e s c r i b e d  

d r u g  p r o g r a m  t o  G R M ,  a l l  e x p e n d i t u r e s  w o u l d  s t i l l  b e  G e n e r a l  

F u n d  m o n i e s .  I n  o u r  o p i n i o n  t h e  i m p l e m e n t a t i o n  o f  H B  2 0 9
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e l i g i b l e  r e c i p i e n t s  t h e  

a t  a l m o s t  h a l f  t h e  c o s t

T a r t  i c i p a  tier. 

S t a t e  t o  p r o v i d e  

q u a l i t v  o f  s e r v i c e

w o u i c  b e  p r e f e r a b l e  t o  t h i s  c o m p r o m i s e . 

i n  t h e  M e d i c a i d  p r o g r a m  w o u l d  a l l o w  t h e

s a m e  l e v e l  a n d  

t t o  t h e  G e n e r a l  F u n d .  U s i n g  s c h e d ­

u l e s  n r c p a r e o  b y  D H S S ' s  D i v i s i o n  o f  M e d i c a l  A s s i s t a n c e  w e  

d e t e r m i n e d  t h a t  i f  t h e  M e d i c a i d  D r u g  p r o g r a m  h a d  b e e n  i n

e l x e c ^ a u Y ; ! ? ?  F Y s  an<^ 8 5 ,  t h e  S t a t e  w o u ld  h a v e  s a v e d  o v e r  SZ  m i l l i o n .



S T E V E  C Q W P E R

S t a t e  o f  A l a s k a
O F F I C E  O f  T H E  G O V E R N O R  

J d s e a b

A p r i l  9 ,  1 9 8 7

T h e  H o n o r a b l e  J a n  F a i k s  
P r e s i d e n t  o f  t h e  S e n a t e  
A l a s k a  S t a t e  L e g i s l a t u r e  
P . O .  B o x  V  
J u n e a u ,  A K  9 9 8 1 1

D e a r  S e n a t o r  F a i k s :

U n d e r  t h e  a u t h o r i t y  o f  a r t .  I l l ,  s e c .  1 8 ,  o f  t h e  A l a s k a  C o n ­
s t i t u t i o n ,  I  am  t r a n s m i t t i n g  a  b i l l  t h a t  w i l l  a d d  c o v e r a g e  
o f  p r e s c r i b e d  d r u g s  t o  t h e  m e d i c a i d  p r o g r a m .  T h e  e f f e c t  o f  
t h i s  i s  t o  t r a n s f e r  f r o m  t h e  g e n e r a l  r e l i e f  m e d i c a l  a s s i s ­
t a n c e  (G R M ) p r o g r a m  f u n d i n g  f o r  p h a r m a c e u t i c a l s  f o r  
m e d i c a i d - e l i g i b l e  p e o p l e .  T h i s  t r a n s f e r  w i l l  m a k e  p a y m e n t  
o f  t h e s e  b e n e f i t s  e l i g i b l e  f o r  5 0  p e r c e n t  f e d e r a l  f i n a n c i a l  
p a r t i c i p a t i o n  i n s t e a d  o f  b e i n g  p a i d  e n t i r e l y  f r o m  t h e  s t a t e  
g e n e r a l  f u n d .

S e c t i o n s  1  —  4 o f  t h e  b i l l  p r o v i d e  c o v e r a g e  o f  " p r e s c r i b e d  
d r u g s "  i n  t h e  m e d i c a i d  s t a t u t e s .  S e c t i o n  5  p r o v i d e s  a  
J u l y  1 ,  1 9 8 8  e f f e c t i v e  d a t e  b e c a u s e  F Y 8 8  i s  a  y e a r  o f
t r a n s i t i o n  b e t w e e n  m e d i c a l  c l a i m s  p a y m e n t  s y s t e m s  a n d  a  
s a v i n g s  c a n n o t  b e  e f f e c t e d  i m m e d i a t e l y .

C u r r e n t l y ,  p r e s c r i b e d  d r u g s  f o r  e l i g i b l e  n e e d y  p e r s o n s  a r e  
p r o v i d e d  u n d e r  t h e  s t a t e  g e n e r a l  r e l i e f  m e d i c a l  a s s i s t a n c e  
p r o g r a m  (A S  4 7 . 2 5 . 1 2 0 ,  e t  s e q . )  w h o l l y  f r o m  s t a t e  m o n e y .  
B e c a u s e  f e d e r a l  f i n a n c i a l  p a r t i c i p a t i o n  f o r  t h e  c o s t  o f  p r e ­
s c r i b e d  d r u g s  i s  a v a i l a b l e  t o  t h e  s t a t e  i f  i t  i n s t e a d  o f f e r s  
p r e s c r i b e d  d r u g s  t h r o u g h  t h e  s t a t e  m e d i c a i d  p r o g r a m ,  a  s u b ­
s t a n t i a l  c o s t  s a v i n g s  t o  t h e  s t a t e  w i l l  b e  r e a l i z e d  b y  s im ­
p l y  o f f e r i n g  p r e s c r i b e d  d r u g s  t h r o u g h  a n o t h e r  a s s i s t a n c e  
m e c h a n i s m .

T h e  b e n e f i t  o f  t h i s  b i l l  i s  t h e  s u b s t a n t i a l  c o s t  s a v i n g s  t o  
t h e  s t a t e  w i t h  n o  a d v e r s e  e f f e c t  o n  n e e d y  p e r s o n s  s e r v e d .  
Y o u r  f a v o r a b l e  a c t i o n  o n  t h i s  m e a s u r e  w i l l  s i g n i f i c a n t l y  
i m p r o v e  t h e  f i n a n c i a l  h a n d l i n g  o f  t h i s  s e r v i c e  a n d  r e l i e v e
t h e  b u r d e n  o n  t h e  g e n e r a l  f u n d   l i s  t i m e
o f  s t a t e  f i s c a l  c r i s i s .  /
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SB 255

"A n  A c t  r e l a t i n g  t o  p h a rm a c e u t i c a l  m e d ic a l  a s s i s t a n c e  f o r  n e e d y  p e r s o n s ;  
a n d  p r o v i d i n g  f o r  a n  e f f e c t i v e  d a t e . "

I .  P u r p o s e  o f  SB  2 5 5 :

T h e  p u r p o s e  o f  SB  2 5 5  i s  t o  a l l c w  t h e  D e p a r tm e n t  o f  H e a l t h  a n d  S o c i a l  
S e r v i c e s  t o  i n c r e a s e  f e d e r a l  r e v e n u e  b y  f u n d in g  p r e s c r i b e d  d r u g s  f o r  
M e d ic a id  r e c i p i e n t s  u n d e r  t h e  M e d ic a id  P r o g r a m  r a t h e r  t h a n  u n d e r  t h e  
100%  s t a t e  g e n e r a l  fu n d e d  G e n e r a l  P e l i e f  M e d i c a l  P r o g r a m  (G FM ).

I I .  S e c t i o n a l  A n a l y s i s :

S e c t i o n  1 e s t a b l i s h e s  p r e s c r i b e d  d r u g s  a s  a  M e d ic a id  s e r v i c e  w h ic h
a l l o w s  t h e  D e p a r tm e n t  t o  c la im  5 0  p e r c e n t  f e d e r a l  M e d ic a id  
f u n d i n g .  I b i s  a l o n e  w i l l  r e s u l t  i n  a n  e s t im a t e d  $ 1 , 3 1 1 , 8  
m i l l i o n  s a v i n g s  o f  s t a t e  g e n e r a l  f u n d s  i n  F Y 8 9 .

S e c t i o n  2  a d d s  p r e s c r i b e d  d r u g s  t o  AS 4 7 . 0 7 . 0 3 5  a n d  p r o v i d e s  t h e
D e p a r tm e n t  w i t h  l e g i s l a t i v e  d i r e c t i o n  o n  t h e  p r i o r i t y  o f  
p r e s c r i b e d  d r u g s  i n  t h e  e v e n t  o f  a  f u n d i n g  s h o r t f a l l .

S e c t i o n  3  r e q u i r e s  a d o p t i o n  o f  f e d e r a l  M e d ic a id  p r o c e d u r e s  f o r
p u r c h a s i n g  p r e s c r i b e d  d r u g s .

S e c t i o n  4 g i v e s  " p r e s c r i b e d  d r u g s "  t h e  sam e m e a n in g  a s  i n  f e d e r a l
M e d ic a id  r e g u l a t i o n s .

S e c t i o n  5 p r o v i d e s  a n  e f f e c t i v e  d a t e  o f  J u l y  1 ,  1 9 8 8 .

A l l  s t a t e s ,  e x c e p t  A la s k a ,  t h a t  o f f e r  f u l l  p r e s c r i p t i o n  d r u g  c o v e r a g e  f o r  
t h e i r  M e d i c a i d - e l i g i b l e  c i t i z e n s ,  h a v e  c h o s e n  t o  fu n d  t h i s  c o v e r a g e  t h r o u g h  
t h e  f e d e r a l  M e d ic a id  p r o g r a m . T h e r e  i s  n o  i n d i c a t i o n  t h a t  t h i s  h a s  i n  a n y  
w a y  h a rm e d  m e d ic a l  a s s i s t a n c e  r e c i p i e n t s  o r  r e s u l t e d  i n  w i t h d r a w a l  o f  
p h a rm a c ie s  f r o m  p a r t i c i p a t i o n  a s  m e d i c a l  a s s i s t a n c e  p r o v i d e r s .

I I I .  B a c k g ro u n d

T h e  g o v e r n o r  f i r s t  i n t r o d u c e d  l e g i s l a t i o n  f o r  t h e  a d d i t i o n  o f  c o v e r a g e  f o r  
p r e s c r i p t ’ .-o.; d r u g s  u n d e r  t h e  M e d ic a id  p r o g r a m  i n  1 9 8 5 .  I f  t h i s  l e g i s l a t i o n  
h a d  b e e n  a d o p t e d  t h e  s t a t e  w o u ld  h a v e  s a v e d  a n  e s t im a t e d  $ 4 . 5  m i l l i o n  t h a t  
c o u ld  h a v e  b e e n  c la im e d  i n  f e d e r a l  f u n d s  f o r  t h o s e  y e a r s .  T o d a y , p h a rm a c y  
r e m a in s  t h e  s i n g l e  s e r v i c e  p r o v i d e d  t o  M e d ic a id  r e c i p i e n t s  f o r  w h ic h  t h e  
S t a t e  o f  A la s k a  c a n n o t  c l a im  f e d e r a l  m a tc h in g  d o l l a r s .
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B a s i c a l l y ,  f o u r  a rg u m e n t s  h a v e  b e e n  m ade a g a i n s t  a d d in g  p h a rm a c y  s e r v i c e s  
t o  t h e  M e d ic a id  p r o g r a m :

A rg u m e n t : "T h e  M e d ic a id  r u l e s  c o n c e r n in g  p a ym en t f o r  d r u g s  w o u ld  c a u s e  
A la s k a  p h a rm a c ie s  t o  l o s e  m o n e y " .

R e s p o n s e :  T h e  M e d ic a id  r u l e s  c o n c e r n in g  p a ym en t f o r  d r u g s  w e r e  am ended  l a s t  
O c t o b e r .  T h e  new  r u l e s  o f f e r  t h e  s t a t e  s u b s t a n t i a l  f l e x i b i l i t y  
i n c lu d i n g  i n c r e a s e d  f r e e d o m  f r o m  f e d e r a l  r u l e s  i n  s e t t i n g  p a y m e n t 
r a t e s  f o r  d r u g s .  U n d e r  t h e s e  r u l e s  t h e r e  a r e  tw o  c a t e g o r i e s  o f  
d r u g s  d e f i n e d  a s  f o l l o w s :

1 .  M u l t i p l e  S o u r c e  D ru g s

T h e s e  d r u g s  a r e  c om m on ly  r e f e r r e d  t o  a s  " g e n e r i c "  d r u g s .  T h e y  
a r e  t h e r a p e u t i c a l l y  e q u i v a le n t  d r u g s  t h a t  c a n  b e  p u r c h a s e d  f r a n  
t h r e e  o r  m o re  s u p p l i e r s .  T he  H e a l t h  C a r e  F in a n c in g  
A d m in i s t r a t i o n  (HCFA) p u b l i s h e s  a  l i s t  o f  t h e s e  d r u g s .  T h e r e  a r e  
a p p r o x im a t e ly  1 3 4  d r u g s  l i s t e d .  F o r  t h e s e  d r u g s  o n l y  t h e  S t a t e  
c a n n o t  p a y  m o re  i n  t h e  a g g r e g a t e  t h a n  a  d i s p e n s i n g  f e e  p l u s  a n  
am ou n t e s t a b l i s h e d  b y  HCFA t h a t  i s  e q u a l  t o  1 5 0  p e r c e n t  o f  t h e  
p u b l i s h e d  p r i c e  f o r  t h e  l e a s t  c o s t l y  t h e r a p e u t i c  e q u i v a l e n t .  
A c c o rd in g  t o  R e g io n  X  HCFA , t h e  p a ym en t f o r  t h e s e  d r u g s  i n  A la s k a  
c o u ld  b e  i n c r e a s e d  i n  r e c o g n i t i o n  o f  t h e  c o s t  o f  s h ip p in g  a n d  
h a n d l i n g .  F u r t h e r ,  i f  A la s k a  c a n  show  t h a t  t h e  l i s t e d  d ru g s  a r e  
n o t  a v a i l a b l e  a t  t h e s e  p r i c e s  we c a n  p a y  a  h i g h e r  p r i c e  u s i n g  t h e  
m e th o d o lo g y  e s t a b l i s h e d  f o r  t h e  s e c o n d  c a t e g o r y  o f  d r u g s ,  " o t h e r  
d r u g s " .

B .  O t h e r  D ru g s

T h e s e  a r e  a l l  d r u g s  t h a t  a r e  n o t  c o n t a in e d  o n  H C FA 's  l i s t .  T h e  
S t a t e  p a ym en t f o r  t h e s e  d r u g s  c a n n o t  e x c e e d ,  i n  t h e  a g g r e g a t e ,  
i r o r e  t h a n  t h e  lo w e r  o f  t h e  e s t im a t e d  a c q u i s i t i o n  c o s t  p l u s  a  
d i s p e n s i n g  f e e  o r  t h e  p h a r m a c i s t ' s  u s u a l  a n d  c u s t o m a r y  c h a r g e s  t o  
t h e  g e n e r a l  p u b l i c .  T h e  e s t im a t e d  a c q u i s i t i o n  c o s t  c a n  b e  
d e t e rm in e d  t h r o u g h  a  v a r i e t y  o f  m e th o d s . O ne m e th o d  i s  t o  o b t a i n  
a  m o n th ly  m i c r o f i c h e  o f  w h o le s a le  c o s t s  f r a n  t h e  p h a rm a c e u t i c a l  
d i s t r i b u t o r s  i n  t h e  s t a t e .

T h e  d i s p e n s i n g  f e e  c a n  a l s o  b e  e s t a b l i s h e d  b y  s e v e r a l  m e th o d s .
O ne m e th o d  w o u ld  b e  t o  s u r v e y  A la s k a  p h a rm a c ie s  t o  g a t h e r  c o s t  
d a t a  f o r  d i s p e n s i n g  d r u g s .  T h e  d i s p e n s in g  f e e  m ay a l l o w  f o r  
g e o g r a p h i c a l  d i f f e r e n t i a l s  an d  d i f f e r e n t i a l s  i n  t h e  v o lu m e  o f  
b u s in e s s  c o n d u c t e d  b y  t h e  p h a rm a c ie s .

T h e  D e p a r tm e n t  i s  p r o p o s i n g  t o  e i t h e r  c o n t r a c t  w i t h  o r  h i r e  a  
p h a rm a c i s t .  T h e  p h a r m a c i s t ' s  r o l e  w o u ld  b e  t o  f i r s t  w o rk  w i t h  t h e  
p h a rm a c ie s  t h r o u g h o u t  t h e  s t a t e  t o  d e s ig n  a  p r o g r a m  t h a t  w o u ld  b e
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least disruptive to their businesses and that would ensure continued
access for Medicaid and GEM recipients. The pharmacist would also:

0 Ensure that Alaska's payments do not in the aggregate exceed the
federal limits;

0 Set prices above the federal limits for multiple source drugs
that are documented as not available in Alaska at the federally 
listed prices;

0 Establish codes and payments for FDA approved compounded drugs
(drugs which are not contained in a national drug compendia);

0 Wbrk as liason with HCFA to ensure that any future federal
changes in Medicaid payments for drugs allow sufficient 
flexibility for Alaska implementation;

° Work with pharmacies to ensure efficient and rapid processing of
claims for payment.

Argument: "Many pharmacies would not participate in a drug program under 
Medicaid".

Response: In Washington State 1,156 pharmacies which comprise 95+% of the 
pharmacies in the state participate in the Medicaid drug program. 
Most states have little problem attracting pharmacies to 
participate in this program.

Argument: "Medicaid recipients will be forced to use generic drugs which 
will result in lower quality care".

Response: This legislation will have no impact on current practice
regarding whether a generic drug is dispensed. Both Alaska and 
federal laws state that a generic drug should be dispensed 
when possible (i.e. available and therapeutically equivalent) but 
are dear that the ultimate choice always remains with the 
medical provider.

Argument: "A large number of Alaskan natives would cross over from using
Indian Health Service (IHS) pharmacies to using non-IHS 
pharmacies, costing the state 50 percent where the previous 
financial participation had been zero".

Response: The shift of dental coverage fran the 100% state funded General
Relief Medical Program to the 50 percent federally funded 
Efedicaid Program caused no noticeable increase in utilization by 
natives. In the Department's estimation the majority of natives 
who wish to purchase drugs at non-Indian health facilities are
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already doing so through the General Relief Medical Assistance 
Program. The shift in funding sources fran GRM to Medicaid is 
unlikely to have any effect on the utilization patterns of most 
Medicaid-eligible natives. In rural areas, the IHS facility or 
contractor will remain the pharmacy of choice because it is 
either the most convenient or the only available provider. In 
urban areas the cross over has already occurred largely because 
IHS does not stock many of the drugs cormonly prescribed to a 
large group of these recipients, IHS rules and hours of operation 
have already made this an unavailable option, and any recipient 
who wishes to can avoid restriction by not declaring his or her 
ethnic heritage.

Conclusion:

The Department believes that a Medicaid drug program will continue to 
result in reasonable payments to pharmacies, will not discourage the 
participation of this provider group, will not effect the quality of 
service, and will not result in the state assuming costs formerly borne by 
the IHS. Most importantly, the Department can assure that the addition of 
this option will result in a significant annual cost savings to the state 
without compromising services to Alaskans.

IV. Recommendations

The Department recommends amending Section 5 to change the effective date 
from July 1 to October 1, 1988. The delay in implementation is necessary 
to allow the Department time to amend the Medicaid state plan, promulgate 
and adopt regulations, contract with or hire the pharmacist, and effect 
changes in the claims processing system.

The Department strongly recommends passage of SB 255 so that the state may 
begin to receive 50 percent federal financial participation for prescribed 
drugs through the tfedicaid Program. The savings will begin to accrue to 
the State in October, 1988.

Reccsrmended by:
Kim Busch, Director 
Division of Medical Assistance

Aj,rroved by:
Myra Iff. Munson, Commissioner 
Department of Health and 
Social Services

Date: 2-2- f f
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P O S I T I O N  P A P E R

SB 256

"An act relating to pharmaceutical medical assistance for needy persons; and 
providing for an effective date."

PURPOSE; To allow the Department of Health and Social Services to obtain federal 
revenue by funding prescribed drugs for Medicaid recieplentB under the Federal 
Medicaid program rather then under the state funded General Relief Medical 
Program.

BACKGROUND

ARGUMENT: "All states, except Alaska, have chosen to fund this coverage through 
the federal Medicaid program. There is no indication that this has in any way 
harmed medical assistance recipients or resulted in withdrawal of pharmacies 
from participation as medical assistance providers."

RESPONSE; Most states began participation in the Federal Medicaid program 15 to 
20 yearn ago. Many Independent, small pharmacies were unable to survive under 
the imposed fees and bureaucracy of the program. It is probably true that there 
is little withdrawal of pharmacies from the program today. However, this is 
only because the devastation was wrought in these states many years ago, when 
the programs were begun, leaving the large chain store operations and a few 
independent pharmacies who had enough non-Medicaid business to survive.

ARGUMENT; "The Department believes that a Medicaid drug program will continue 
to result in reasonable payments to pharmacies. The Medicaid rules concerning 
payment for drugs were amended last October. The new rules offer the state 
substantial flexibility....in setting payment rates for drugs."

RESPONSE: The Department is asking pharmacists to blindly accept and embrace- 
partlclpation in a program with no set guidelines of operation and no 
established rates, fees, or levels of reimbursement. To this date, the amended 
Medicaid rules have not resulted In any significant change in payment rates for 
any state. In response to the issue of reasonable payments to pharmacies, the 
Association references the previously submitted position paper of Ron Sedgwick, 
Registered Pharmacist. The Association agrees with and supports Mr. Sedgwick's



observations and arguments. The Department implies that the Medicaid rules and 
reimbursement would not necessarily cause Alaska pharmacies to lose money. There 
is no question that the operating margins of those pharmacies participating in 
this program would be significantly reduced. It is only a question of how much 
Medicaid business each individual pharmacy has and whether the new bottom line 
will sustain operations.

ARGUMENT; "The shift in funding sources from GRM to Medicaid is unlikely to have 
any effect on the utilization patterns of most Medicaid-eligible natives."

RESPONSE; The Association disagrees with this assessment. In addition, there 
will also be a percentage of the current GRM covered population who will not 
qualify for Medicaid participation under the more stringent Federal eligibility 
rules. Funding for this group will remain entirely with the state. The 
Department of Health and Social Services has not identified this financial 
responsibility.

ARGUMENT: "The Department can assure that the addition of this option will
result in a significant annual cost savings to the state without comprlmislng 
services to Alaskans."

RESPONSE: Can the Department assure that Alaskans will not lose their Jobs or 
their businesses by the addition of this option to the Medicaid program? Can 
the Department assure that these Alaskans will maintain their standard of living 
for those fortunate enough to retain their Jobs or businesses after the 
addition of this option?

How will the Department assure that service will not be cooprlmlsed to Alaskans 
if a small pharmacy, serving a rural Alaskan area, fails because of reduced 
operating margins as a result of adding this option? Loss of a single source 
provider for a rural area will affoct not only the Medicaid population, but the 
entire community and service area. How can this not comprlmise Alaskan health 
care?

CONCLUSIONS

The present state funded program well serves both the health care community and 
the medical assistance recipients.

Physicians are able to select drug therapy for the patient based on therapeutic 
effectiveness rather than be restricted to a drug formulary based on drug 
acquisition cost.

Pharmacists are able to serve the medical asalstance patient In the same manner 
as the general public and is compensated fairly and on the same basis as they 
are for the general public.

Passage of SB 266 at this time would severely Impact the financial picture of 
Alaskan pharmacies, ultimately resulting in some business failures. The net 
effect will be loss of jobs for Alaskans and comprlmised health care for those



residents of rural areas served by single pharmacies which do not remain 
financially viable.

Independent pharmacies are already subjected to a barrage of economic pressures 
such as mail order prescription programs and physician dispensing of drugs for 
profit. In Anchorage alone, five pharmacies have already closed over the past 
year due to the existing economic climate. How many more businesses will be
condemned to failure and Jobs lost by the addition of one more unfair economic
burden?

Under current reimbursement rates used in the lower 48 states for Medicaid
patients, the legislature and State of Alaska would be asking pharmacies, their
employees and their non-Medicaid customers to further subsidize health care for 
this population.

The amount spent for pharmaceuticals at present is a very small percentage of 
the Medicaid budget. Are the above impacts and offsets to cost savings truly 
worth the 601 Federal funds the state stands to gain?

RECOMMENDATIONS

The Alaska Pharmaceutical Association strongly urges defeat of SB 255 at this 
time. Wo cannot endorse acceptance of an undefined program, which as 
administered in the lower 48 states, would be economically devastating to the 
members of our association.

Tho Department of Health and Social Services appears to believe that under 
amended Medicaid rules, it would be possible to design a program and establish 
acceptable payment rates for drugs. Their own position paper implies that 
previous Medicaid regulations and rules (most of which still exist) did not 
provide enough flexibility and freedom for the state in establishing this 
program.

The Association is willing to work closely with the Department of Health and 
Social Services In designing a Medicaid program and establishing a reimbursement 
system which is reasonable and fair to pharmacy providers and which allows the 
state to realize actual savings.

The Alaska Pharmaceutical Association recommends that tho Senate direct the 
Department of Health and Social Services to work with the Association over the 
next year in designing such a program. If this cooperative effort produced a 
program which would be accepted in writing at the Federal level, the Association 
would be happy to support new legislation at the next session.

As an interim measure, the Alaska Pharmaceutical Association urges defeat of SB 
265 this year, and asks that the General Relief Medical Program be funded to 
provide pharmaceutical medical assistance for FY 89.
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L ETTER OF INTENT O N  SB 255

It is the intent of t h e  Legislature that as regulations 
are developed to implement this legislation that the form 
of the current general relief medical p h a rmacy p r o gram be 
duplicated to the extent consistent with federal 
guidelines. The goal of the Department of H e a l t h  and 
Social Services shall be to seek a reimbursement system 
c onsistent w i t h  t h e  usual, customary and r easonable fees 
charged b y  pharmacies to the A l askan general public. The 
regulations should avoid harsh economic impact on the 
pharmacy p r o vider community to insure the participation 
of the largest number of pharm a c y  providers across the 
state to allow the m a ximum access to pharmacy s ervj.cest_by 
the medicaid recipient community. L e g i s l a t i v e  
shall p e rform a review of the p r o g r a m  and report to the 
Legislature b y  February 1, 1989.
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FISCAL NOTE ANALYSIS

SB 255

"An Act relating to pharmaceutical medical assistance for needy persons, 
and providing for an effective date"

FY89 Governors Medical Assistance Request

GF Total

GENERAL RELIEF MEDICAL Request 9,380.4 9,380.4
C-4 Transfer to Medicaid [1,370.6] [1,370.6]
Decrement to Remove Pharmacy [1,370.6] [1,370.6]

REVISED 6,639.2 6,639.2

FED GFM Program Total

MEDICAID NON-FACILITY Request 17,145.4 17,213.2 169.0 34,527.6
C-4 Transfer fran GRM -0- 1,370.6 -0- 1,370.6
Increment for Federal 1,370.6 -0- -0- 1,370.6

REVISED 18,516.0 18,583.8 169.0 37,268.8

With a move of prescription drugs for Medicaid recipients from the General 
Relief Medical (GRM) Component to the Medicaid Non-Facility Component, 
Medicaid funds would b e c o m e available at a 50/50 federal financial 
participation ratio. The Governors FY 89 General Relief Medical budget 
request for Title XIX pharmacy is $3,654.8. This fiscal note assumes an 
October 1, 1988 implementation date.

The national rate of increase for prescription drug costs in 1987 according 
to the U.S. Department of labor was 8%. For purposes of this fiscal note 
the Department has assumed 8% as the annual rate of inflation for 
prescription drugs.

Medical Assistance Administration - Claims Processing

The administrative costs except for the $14,000 for computer programming 
changes will not be necessary if the increment in the Governor's budget is 
approved as introduced.

Travel:

On-site pharmacy reviews for dispensing fees, 
validating acquisition costs for drugs, $10,000
meetings with the pharmacy association, and 
gathering data for pricing compounded drugs.



Contractual:

Professional services contract for pharmacist/ $84,000
pharmacy services*
One time funding for fiscal intermediary to 
change c o m p u t e r  system documentation including 
provider manuals, change the collocation code 
table to shift expenditures from GRM to Medicaid,
change pricing logic, and add new edits $14,000

On-going funding for fiscal intermediary for 
Blue Book update of average wholesale prices 
into MMIS claims processing system $ 3,000

Space Rent $1.25/sq. ft. X 200 sq. ft. $ 3,000

Communications - Long Distance and Printing $ 1,000

Advertising and Printing $ 1,000

Supplies: $ 1,500

Total $117,500

Federal $58,750

SGFM $58,750

Increases fran fiscal year to fiscal year are projected at 8%.

* The Department proposes using the services of a contractor to do the 
initial work of design, development, and implementation of a Medicaid 
pharmacy program. Hcwever, the Department may elect in subsequent years to 
seek legislative approval of a permanent position for these services.
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j
ANALYSIS

"An Act relating to pharmaceutical medical assistance for needy persons, 
and providing for an effective date"

With a move of prescription drugs fran the General Relief Medical Component 
to the Medicaid Component, Medicaid funds would become available at a 50/50 
federal financial participation ratio. However, attendant to the federal 
funds would cane mandatory federal regulations defining which 
pharmaceuticals are allowable and the prices to be paid for each.

The July 1, 1988 effective date of the bill would preclude any federal 
financial participation for prescription drug reimbursement for FY 88, but 
will capture federal matching funds related to the new position.

6% is assumed as annual inflation for prescription drugs.

Division of Medical Assistance
i i

Personal Services:
1 - New Chief Pharmacist position

at Range 18A $3,113 x 12 months x 30% benefits = $48,562

The position costs are matched 50/50 with federal dollars.
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FISCAL NOTE ANALYSIS

Background

The governor first introduced legislation for the addition of coverage for 

prescription drugs under the Medicaid program in 1985. In the past, this 

change was depicted as an immediate cost savings with the state claiming 

federal dollars for fifty-percent of every Medicaid pharmacy claim.

It is certain that this legislation will still result in a substantial cost 

savings to the state. However, as depicted in the fiscal note, since FY88 

is a year of transition between medical claims payment computer systems and 

contractors, the savings could not be effected immediately. This change in 

the fiscal note and delay in general fund savings is due to the three 

transitional factors described below. In FY89, these factors will no 

longer be relevant and full savings will be achievable.

The Department is in the initial phase of designing, developing, and 

implementing a new Medicaid Management Information System (MMIS). The 

current contractor, Computer Science Corporation, is completing their final 

year as the fiscal Intermediary for medical claims payment. The new 

contractor will be The Computer Company, and the new MMIS system is tenta­

tively scheduled to be operational April 1, 1988.

Based on the minimum estimated time for design and implementation of a 

Medicaid drug program (6 months), we do not believe the current contractor 

is capable of cost-effective implementation of the highly complex changes 

which are described below. A work order costing at least $20,000 v/ould be 

necessary to change the current payment system to make payments under a



*

federally approvable methodology. Further, we do not believe it would be 

cost effective for the state to implement a new drug payment system twice 

in one fiscal year.

Implementation of a Medicaid drug program requires the following actions:

A. The state must establish a federally-approvable methodology for

determining the ingredient cost of each covered prescribed drug.

The ingredient cost must be no more than the estimated actual 

cost of what the pharmacist pays the wholesaler for the drug.

This methodology must be approved by the federal government and 

programmed into the claims payment system.

B. The state must establish a dispensing fee. A survey of Alaska 

pharmacies tG gather cost data on dispensing costs must be 

completed prior to establishing the fee. The fee may allow for 

geographical differentials and differentials in the volume of 

business conducted by the pharmacies.

C. The state must use "Blue Book" computer tapes at' least monthly to

keep drug prices current in the payment system. The new MMIS

will use "Blue Book" tapes which the contractor will buy. The 

current payment system uses "Blue Book" tapes but is programmed 

only to update national drug codes (NDC) and not average whole­

sale prices.
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D. A pharmacist must be hired to conduct the research necessary to 

establish ingredient costs, conduct the survey necessary to 

establish dispensing fees and provide maintenance of the on-going 

system. Maintenance requirements include:

1. ensuring that the federal maximum allowable costs for 

specific generic drugs are not exceeded;

2. trouble shooting between the payment system and the 

pharmacists on individual claims;

i .

3. establishing codes and payments for FDA approved compounded 

drugs (drugs which are not included on the Blue Book tape 

and which do not have a national drug code);

4. working as liasion with Health Care Financing Administration 

to ensure that federal changes in Medicaid payment for drugs 

are made accurately and timely; and

5. working as a liasion with the Alaska Pharmacy Association 

members to ensure that Medicaid and General Relief Medical 

Assistance recipients continue to have adequate access to 

pharmacy services.

The design, development, and implementation of the $10 million MMIS will 

require the dedication of a substantial portion of current division staffs' 

time. A Medicaid drug program can be made part of the current work plan
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for MMIS. However, there is not sufficient staff to also develop a 

Medicaid drug program for the current payment system prior to April 1,

1988, which is the date on which the new MMIS should be fully operational.

The federal government is likely to issue new guidelines this fiscal year 

which will alter Medicaid drug payments. In August, 1986, the federal 

government published proposed regulations which described three separate 

methodologies which may substantially change the requirements for coverage 

of drugs under Medicaid. The Health Care Financing Administration does not 

have information on when the final regulations will be published. However, 

they intend to publish the regulations prior to October 1, 1987. The new 

MMIS can be flexibly programmed to adapt to the proposed federal changes.

Even with the coverage of drugs under Medicaid, the Department still 

intends to continue coverage of drugs for indigent people who are not 

eligible for Medicaid. Therefore, a portion of the budget must still be 

allocated to provide payment for drugs for General Relief Medical Assis­

tance recipients.

Summary

The Department believes that the coverage option for prescribed drugs 

should be added to Alaska's Medicaid program. Further, the Department 

assures that with the new MMIS and sufficient staff this change can be made 

efficiently and save the state fifty-percent of the annual expenditure for 

drugs for Medicaid-eligible people.
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