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IN THE HOUSE BY THE STATE AFFAIRS COMMITTEE 

CS FOR HOUSE BILL NO. 65 ( State A f f a ir s )

IN THE LEGISLATURE OF THE STATE OF ALASKA

SIXTEENTH LEGISLATURE - FIRST SESSION 

A BILL

For an Act e n t it le d :  "An Act r e la t in g  to  investm ents fo r  the Alaska perma­

nent fund; and p ro v id in g  fo r  an e f f e c t i v e  d a te ."

8 BE IT  ENACTED BY THE LEGISLATURE OF THE STATE OF ALASKA:

9 *  Section 1. AS 3 7. 13. 120( g ) ( 8)  is  amended to  read:

(8 ) domestic corporate debt s e c u r it ie s  th a t are rated  AA or 

b et t e r  by a n a t io n a lly  recognized r a t in g  s e rv ic e , or nondomestic 

corporate debt s e c u r it ie s  o f  comparable q u a l i t y ;

*  Sec. 2. AS 3 7. 13. 120( g) ( 9)  is  amended tn read:

(9 ) sh o rt-te rm

(A) domestic corporate prom issory notes o f the h igh est 

ra tin g s  assigned by a n a t io n a lly  recognized r a t in g  s e rv ic e , or

(B) nondomestic corporate prom issory notes o f compara­

b le q u a l i t y ,  the in te r e s t  on which may be payable in  e ith e r  

U nited  S tates d o lla r s  or nondomestic c u rre n c ie s ;

*  Sec. 3. AS 3 7 . 1 3 . 120( g) (19)  is  amended to  read.

(19) c e r t if ic a t e s  o f d e p o s it, term d e p o s its , o r bankers'

acceptances, th a t are issued by a U nited States or nondomestic bank or 

tr u s t  company located  o utside  o f the U nited  States [ IN A FOREIGN 

COUNTRY] and are denominated in  U nited  States or nondomestic currency, 

i f  e ith e r  (A) they may be r e a d ily  sold  in  a secondary market at p rices 

r e f le c t in g  f a i r  v a lu e , or (B) the is s u in g  bank or tr u s t  company has 

c a p ita l^  [AND] s u rp lu s , and re ta in e d  earnings at the date o f issue 

equaling  at le a s t $500,000,000; investm ents made under t h is  paragraph 

are not subject to  the c o lla t e r a l  requirem ents fo r  domestic
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c e r t if ic a t e s  under (m) o f  t h is  s e c tio n ;

*  Sec. 4. AS 3 7 .1 3 .1 2 0 (g ) is  amended by adding new paragraphs to  read:

(21) s e c u r it ie s  o f non-dom estic governments and non-dom estic 

government agencies, the p r in c ip a l o f ,  or in te r e s t  on, which is  pay­

able in  e ith e r  U nited  States d o lla r s  or non-dom estic c u rren cies;

(22)  s e c u r it ie s  o f non-dom estic c o rp o ra tio n s, in c lu d in g  

common and p re fe rre d  sto ck, whose d iv id e n d s , i f  any, may be payable in  

e ith e r  U nited States d o lla r s  or non-dom estic c u rren cies.

*  Sec. 5. AS 37. 13. 120( h)  is  amended to  read:

(h ) The board may e n te r in to  fu tu re  contracts fo r  the sa le  o f 

investm ents purchased under (g ) o f th is  s e c tio n , or fo r  the sa le  o f 

nondomestic cu rre n c ie s, o n ly  fo r  the purpose o f hedging an e x is t in g  

e q u iv a le n t ownership p o s it io n  in  these investm ents [SECURITIES].

*  Sec. 6. AS 3 7 . 1 3 . 1 2 0 ( i )  is  amended to  read:

( i )  [AT THE TIME OF EACH INVESTMENT, THE AGGREGATE INVESTMENT OF 

THE ALASKA PERMANENT FUND IN EACH STATED CATEGORY OF INVESTMENT MAY 

NOT EXCEED THE FOLLOWING STATED PERCENTAGE OF THE TOTAL INVESTMENTS OF 

THE FUND: MORTGAGES UNDER ( g) ( 16)  OF THIS SECTION, 15 PERCENT; REAL

ESTATE INVESTMENTS UNDER ( g ) ( 2 0 )  OF THIS SECTION, 15 PERCENT; FOREIGN 

CERTIFICATES OF DEPOSIT OR THE EQUIVALENT UNDER ( g ) ( 1 9 )  OF THIS SEC­

TION, 20 PERCENT; CORPORATE STOCKS AND DEBT SECURITIES UNDER ( g ) ( 8 ) ,

( 9 ) ,  AND (18) OF THIS SECTION, 50 PERCENT.] The Alaska permanent fund

may at no tim e own more than f iv e  percent o f the v o tin g  stock o f a

c o rp o ra tio n . Domestic stocks, exc»pt fo r  bank and insurance company 

stocks, must be l is t e d  a t the date o f purchase on an exchange r e g is ­

tered w ith  the S e c u r it ie s  and Exchange Commission. At the tim e o f 

each investm ent, the aggregate investm ent o f the fund in  each s ta te d

category o f investm ent may not exceed the fo llo w in g  stat ed percentage

o f the t o t a l  investm ents o f the fu n d :
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(1 ) mortgages under ( g ) ( 1 6 )  o f  t h is  s e c tio n  - 15 p erc e n t;

(2 ) r e a l e sta te  investm ents under (g) (2Q)  o f t h is  s e c tio n

acceptances under ( g) ( 1 9 )  o f  th is  s e c tio n  - 20 percent

s e c u r it ie s  o f  nondomestic governm ents, nondomestic

government agencies, and nondomestic corporations under ( g ) ( 8 )

and (22) o f t h is  s e c tio n , domestic corporate stocks and debt s e c u r i­

t ie s  under ( g) ( 8 )  and (18) o f  t h is  s e c tio n , and s h o rt-te rm  nondomestic 

corporate prom issory notes under ^ g ) ( 9 ) ( B )  o): t h is  s e c tio n  - 50 p e r­

cent .

*  Sec. 7. This  Act takes e f f e c t  im m ediately under AS 0 1 . 1 0 . 07 0 ( c ) .

CSHB 69 (SA)HB0069B



J a n u a r y  9 ,  1 9 8 9

D e a r  R e p r e s e n t a t i v e  C o t t e n :

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 la 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  r e l a t i n g  t o  t h e  
p u r c h a s e  o f  i n t e r n a t i o n a l  i n v e s t m e n t s  f o r  t h e  p e r m a n e n t  fu n d  
b y  t h e  b o a r d  o f  t r u s t e e s  o f  t h e  A la s k a  P e r m a n e n t  . F u n d  
C o r p o r a t i o n .  T h e  b i l l  s p e c i f i c a l l y  p e r m it s  t h e  p u r c h a s e  o f  
n o n - d o m e s t ic  e q u i t y  a n d  d e b t  s e c u r i t i e s  b y  t h e  b o a r d .

T h e  H o n o r a b le  Sam C o t t e n  
S p e a k e r  o f  t h e  H o u s e  
A la 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 ,  AK 9 9 8 1 1

R e t u r n s  f r o m  i n t e r n a t i o n a l  in v e s t m e n t s  h a v e  e x c e e d e d  t h o s e  
f r o m  in v e s t m e n t s  i n  t h e  U n i t e d  S t a t e s  o v e r  m o s t  r e c e n t  t e n -  
y e a r  p e r i o d s .  ' I n  a d d i t i o n ,  t h e  U n i t e d  S t a t e s  r e p r e s e n t s  
l e s s  t h a n  o n e - h a l f  o f  t h e  w o r l d ' s  e q u i t y  c a p i t a l i z a t i o n ,  a n d  
t h a t  s h a r e  i s  d e c l i n i n g  a s  n o n - d o m e s t ic  e c o n o m ie s  e x p e r ie n c e  
m o re  r a p i d  l o n g - t e r m  g r o w t h .  N o o n e  n a t i o n a l  m a r k e t  c o n s i s ­
t e n t l y  p r o d u c e s  s u p e r i o r  o r  i n f e r i o r  r e t u r n s ,  a n d  n o n ­
d o m e s t ic  s e c u r i t i e s  m a r k e t s  e x h i b i t  a lo w  c o r r e l a t i o n  w i t h  
t h e  U . S .  m a r k e t .  C o n s e q u e n t ly ,  t h e  a b i l i t y  t o  i n v e s t  i n  
t h o s e  n o n - d o m e s t ic  s e c u r i t i e s  w i l l  r e d u c e  o v e r a l l  p o r t f o l i o  
r i s k  w h i l e  p r o v i d i n g  a n  in c r e a s e d  r e t u r n  w h e n  c o m p a re d  t o  a 
p o r t f o l i o  o f  - s o l e l y  U . S .  e q u i t i e s .

T h e  b i l l  a l l o w s  t h e  r e t u r n s  o n  t h e  n o n - d o m e s t ic  s e c u r i t i e s  
t o  b e  d e n o m in a te d  i n  e i t h e r  U . S .  o r  n o n - d o m e s t ic  c u r r e n c y ,  
a n d  c h a n g e s  t h e  v a r i o u s  p e r c e n t a g e s  a l lo w e d  f o r  c a t e g o r ie s  
o f  in v e s t m e n t s  t o  accommoda;fee" t^he e x p a n d e d  a u t h o r i t y  t o  
i n v e s t  i n  i n t e r n a t i o n a l



A la s k a  S ta te  L e g is la tu r e , House C c n m itte e  on S ta te  A f f a i r s

Prepared remarks o f  Gary C. A nd ers, A s s o c ia te  P ro fe s s o r 
o f  Economics, U n iv e r s ity  o f  A la s k a  S o u th e a st

P o l i t i c a l l y  F in a n c in g  A la s k a 's  Developm ent 
Through th e  Permanent Fund

R e p re s e n ta tiv e  Boucher, and S e n a to r P ourchot

Thank you f o r  i n v i t in g  me t o  p ro v id e  te s tim o n y  to d a y . I n  th e  
in t e r e s t s  o f  tim e  I  w i l l  keep my rem arks h r i e f .

My und e rsta n d in g  o f  th e  is s u e  b e fo re  us i t  w hether o r  n o t  i t  
i s  a  good id e a  t o  make changes i n  th e  c u r r e n t  use o f  A la s k a 's  
Permanent Fund, and s p e c i f ic a l ly  i f  a p o r t io n  o f  th e  E arn in g s 
Reserve Account should  be u t i l i z e d  t o  s u p p o rt th e  s ta t e  
g overnm ent's  o p e ra tin g  budget..

I  do b e lie v e  t h a t  th e re  a re  good reasons f o r  m aking seme 
changes i n  th e  managonent and c o m p o s itio n  o f  th e  Permanent 
Fund f o r  th e  sake o f  lo n g -te rm  s e c u r it y  and g ro w th , b u t  I  am 
s tr o n g ly  opposed t o  ta p p in g  e i t h e r  th e  i n f l a t i o n  p r o o fin g  o r  
th e  e a rn in g s  re se rve  account t o  su p p o rt th e  s h o r t  f a l l  i n  
s ta t e  revenues, o r  t o  p ro v id e  endowments f o r  p e t  program s.

F i r s t ,  I  w i l l  explain--m y r a t io n a le  f o r  k e e p in g  th e  Permanent 
Fund i n  t a c t ,  the n  I  w i l l  suggest some p o l ic y  changes as th e y  
w i l l  r e la t e  t o  need t o  change th e  law  a llo w in g  f o r  a p o r t io n  
o f  th e  Permanent Fund t o  be p laced  in  in t e r n a t io n a l  
in v e s tm e n ts .

We w i l l  be in c r e a s in g ly  s u b je c te d  t o  a s tro n g  app eal from  
v a r io u s  s p e c ia l in te r e s ts  and members o f  th e  le g is la t u r e  to  
ta p  th e  Permanent Fund because o f  th e  re d u c tio n  i n  o i l  
revenues, and th e  im pending d e f i c i t .  A g r e a t  d e a l o f  
a t t e n t io n  needs t o  be focused on t h i s  is s u e ,  because th e  
p eo p le  o f  A laska have n o t y e t  d eterm in ed  what th e y  want o r  
can r e a l i s t i c a l l y  e xp e c t from  th e  s t a t e .  Our proven 
e xp e rie n c e  o ve r th e  la s t  few years i s  t h a t  wants exceed needs 
and b o th  exceed e x is t in g  reso u rc e s— even i n  f lu s h  t im e s .

Our g re a te s t  weakness i s  t h a t  we have n o t fo rc e d  th e  
p o l i t i c a l  process t o  e x e rc is e  i t s  mandated le a d e r s h ip  
r e s p o n s ib i l i t y  t o  p r i o r i t i z i n g  th e  d e l iv e r y  o f  s e rv ic e s  and 
e s ta b lis h  v ia b le  le v e ls  o f  governm ent.
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Government s e rv ic e s  a re  necessary and w h ile  A laska i s  a b ig  
s t a t e  r e q u ir in g  h ig h  le v e ls  o f  governm ent in vo lve m e n t i n  
e d u c a tio n , h e a lth  and s o c ia l  s e rv ic e s , e n viro nm ental 
c o n s e rv a tio n , n a tu r a l re so u rc e s, f i s h  and game, and so on 
we m ust, however, r e a l iz e  t h a t  th e r e  has been no o b je c t iv e  
d e te rm in a tio n  o f  what th e  o p t im a l. le v e ls  o f  employment and 
s e r v ic e  d e liv e r y  sho u ld  be. Government does n o t c re a te  
w e a lth , and i n  term s o f  economic p o l ic y ,  s u s ta in in g  
governm ent spending from  th e  Permanent Fund i s  an i n e f f i c i e n t  
fo rm  o f  f i s c a l  p o lic y  t o  counter economic c y c le s .

The easy way o u t  i s  t o  ta p  a d d it io n a l  monies t o  se rve  us a t  
t h e  c u r re n t le v e ls .  The appeal i s  s tro n g  fo r  we a re  t o ld  
t h a t  c u ts  i n  s ta t e  government w i l l  in c re a s e  unemployment, and 
f u r t h e r  weaken th e  economy. Y e t,  we a re  i n  t h i s  s it u a t io n  
to d a y  because we d id  n o t  a p p ly  economic ccmmon sense in  th e  
f i r s t  p la c e . I  t h in k  we w i l l  be f a r  b e t te r  o f f  i f  we address 
th e  is s u e  o f  su p p o rta b le  government now. T h is  means t h a t  we 
reduce unnecessary and low  p r i o r i t y  programs and p e rso n n e l, 
c u t  spending, b r in g  o ur p ro je c te d  c o s t  o f  s ta te  government 
down, and r e in s t i t u e  s ta te  inoome ta x e s .

I f  o u r  concern i s  t o  keep as many p e o p le  i n  th e  s ta te  as 
p o s s ib le  th e n  even b o ls te r in g  s t a t e  spending i s  n o t an 
o p tim a l way o f  a c h ie v in g  t h i s  end, because a d m in is tr a t iv e  
c o s ts  and b u re a u c ra tic  d ra in s  reduce th e  a ip lo ym e nt 
m u lt ip l ie r s  w hich in c re a s e  th e  demand f o r  s e rv ic e  s e c to r 
jo b s . There a re  te a c he rs  i n  o u r s ta t e  making o ve r $80,000 
p er y e a r , and s ta t e  arid m u n ic ip a l em ployees making o ve r 
$100,000 whose secondary form  o f  employment in  th e  p r iv a te  
s e c to r  w ould be f a r  lo w e r. C e r t a in ly  some k in d  o f  economic 
re a lig n m e n t needs t o  oc c ur. The o p p o r tu n ity  c o s t o f  th e  
Permanent Fund e a rn in g s  i s  to o  la rg e  a c o s t t o  d is re g a rd , and 
th e  precedent we would be s e t t in g  w ould i n  a s h o r t tim e  
underm ine th e  lo n g -te rm  v is io n  o f  th e  fu n d .

In  re a d in g  o ve r th e  T ru s te e s  Papers I  see t h a t  a number o f  
d is t in g u is h e d  econom ist such as Kenneth Arrow , Malcom G i l l i s ,  
M axw ell F ry  have p ro v id e d  a d v ic e  t o  th e  s ta te  re g a rd in g  th e  
in a d v is a b i l i t y  o f  s u b s id iz in g  developm ent. T h e ir  c o un se l, 
w hich  i s  based upon e x te n s iv e  e xp e rie n c e  i n  many 
underdeveloped c o u n tr ie s , should  have p a r t ic u la r  b e a rin g  own 
o u r u s . The a c id  lo g ic  o f  th e se  econom ists i s  t h a t  we sho u ld  
in v e s t  in  o n ly  tho se  p ro je c ts  t h a t  w i l l  be v ia b le  and s e l f  
s u p p o rtin g , b u t i f  th e y  a re  e c o n o m ic a lly  v ia b le  why c a n 't  
th e s e  p ro je c ts  a t t r a c t  p r iv a te  f in a n c in g  i n  th e  f i r s t  p la c e .
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An a n a ly s is  o f  th e  p o l i t i c a l  d e c is io n -m a k in g  process 
r e a f f ir m s  th e  s u s p ic io n  t h a t  o u r le g is la t u r e  i s  unable  to  
p ro v id e  economic r a t io n a l i t y  t o  a l lo c a t io n s  o f  p u b lic  
resources u n le s s  th e y  have a s tro n g  m o t iv a t io n .  In s te a d , 
because needs and wants a re  g re a te r  th a n  e x is t in g  fund s th e  
compromise process r e s u lt s  in  n o t  c o m p le te ly  fu n d in g  
w o rth w h ile  programs. Because o f  p o l i t i c a l  c o n s id e ra tio n s  
fu n d in g  le v e ls  w i l l  be a d ju s te d  and spread o u t  o ve r com peting 
r e g io n s , a g e n c ie s, and program s. I n  o th e r  words, th e  
tendency i s  t o  mi s a l lo c a te  by g iv in g  th e  d e s e rv in g  
e c o n o m ic a lly  sound ones to o  l i t t l e  money, and o th e rs  to o  
much. Government does need to  p ro v id e  s o c ia l  s e rv ic e s  and 
in fr a s t r u c t u r e  to  su p p o rt economic developm ent p ro je c ts  such 
as highw ays, p o r ts , and t r a n s p o r ta t io n  system s, b u t can you 
g uarantee t h a t  o ur p o l i t i c a l  system  w i l l  in s u r e  t h a t  
Permanent Fund d o lla r s  w i l l  be in v e s te d  i n  c a p it a l  p ro je c ts  
where th e y  w i l l  f o s t e r  economic g ro w th . We c a n 't  a f fo r d  any 
more p erfo rm in g  a r ts  T b j M ahals.

These spend now/pay la t e r  p o l ic ie s  s u f f e r  from , i n  my 
o p in io n , a la c k  o f  a p p r e c ia t io n  f o r  th e  fu nd a m e n tals . We can 
see i t  a t  th e  n a t io n a l le v e l  in  even g re a te r  term s. The U .S. 
has been tu rn e d  in t o  t h e . la r g e s t  d e b to r n a t io n  because we 
have n o t  been w i l l i n g  t o  a d ju s t  spending  le v e ls  o r  r a is e  
ta x e s . The consequences a re  l i k e l y  t o  be f a r  ra n g in g  in  
m agnitude and d u r a t io n .

T h is  b r in g s  me t o  my second p o in t  w hich i s  t h a t  we should  
s e r io u s ly  e n te r t a in  r e v is io n s  in  th e  law  t h a t  w i l l  a llo w  
a d d in g  fo r e ig n  in ve stm e n ts  t o  th e  Permanent Fund p o r t f o l io .
As you know b o th  the  tra d e  and b ud getary  d e f i c i t s  o f  th e  U .S. 
a re  re a c h in g  s ta g g e rin g  p ro p o r t io n s . W h ile  th e re  may be seme 
economic m ira c le  t h a t  th e  P re s id e n t and Congress can p u l l  
to g e th e r  t h a t  w i l l  a l le v ia t e  th e  im m ediate c r i s i s ,  r is in g  
in te r e s ts  r a te s  and i n f l a t i o n  a re  becoming more th re a te n in g .

A la s k a 's  Permanent Fund managers a re  t o  be coamended fo r  th e  
e x c e lle n t  jo b  t h a t  th e y  have done i n  tim e s  o f  g re a t f in a n c ia l  
u n c e r ta in ty .  T h e ir  c o n s e rv a tiv e  approach has c a r e f u l ly  
balanoed r is k  and r e tu r n  f a r  b e tte r  th a n  any s im ila r  s ite d  
fu n d . B ut c u r r e n t ly  about 83% o f  th e  fu n d 's  a s s e ts  are  
in v e s te d  in  f ix e d  incane s e c u r it ie s ,  12% i n  sto c ks which i s  
d iv id e d  i n t o  a p a s s iv e  account managed by Bankers T ru s t and 
a c t iv e  p o r t f o l io  p laced w ith  a number o f  a s s e t  managers, and 
f i n a l l y  about 5% which is  in v e s te d  in  r e a l e s ta te  and o th e r 
p r o p e r t ie s .



P e r m a n e n t  F u n d  p a g e  4

When th e  in f la t io n a r y  p ressures b u ild in g  in  th e  American 
economy are  e v e n tu a lly  vented, we do n o t have an adequate 
hedge t o  in s u re  th e  corpus o f  th e  fu n d . Even i f  th e  s tc c k  
and r e a l  e s ta te  components o f  Permanent Fund a re  in cre a se d  i t  
i s  s t i l l  o on c e iva b le  t h a t  i n f l a t i o n  may be a t  such a h ig h  
r a te  t h a t  th e  e a rn in g s rrav n o t be s u f f i c i e n t  to  p ro v id e  th e  
necessary annual adjustm ents t o  b r in g  th e  fund up i n  r e a l 
te rm s.

G iven  th e  p ro sp e c t o f r is in g  in t e r e s t  r a te s  and a 
d e p r e c ia t in g  d o l la r  i t  would be p ru d ent t o  change th e  law  to  
a llo w  f o r  a p o r t io n  o f  th e  Permanent Fund t o  be in v e s te d  in  
o verseas m arkets. T h is  would do s e v e ra l th in g s . F i r s t ,  in  
th e  e v e n t o f  an in cre a se  in  i n f l a t i o n  i n  th e  U. S . ,  and a 
f u r t h e r  d e v a lu a tio n  o f  th e  d o l la r ,  in ve stm e n ts  in  secure 
fo r e ig n  in ve stm e n ts  would p ro v id e  a hedge a g a in s t  th e  
p r in c ip a l .  Second, s in c e  many o f  th e se  e q u it ie s  m arkets 
a re  more v ib r a n t  than o u r own d om estic  m arkets, th e  p o te n t ia l  
r a te s  o f  r e tu r n  f o r  comparable r is k  a re  l i k e l y  to  be se ve ra l 
percentage p o in ts  h ig h e r. F in a l ly ,  in  l i g h t  o f  our P a c if ic  
and E a s t A s ia n  o r ie n t a t io n ,  f in a n c ia l  in ve stm e n ts  o f  A la s k a 's  
c a p it a l  m ig h t se rve  as u s e fu l le ve ra g e  f o r  in c re a s in g  
in ve stm e n t and o p e ra tio n s  o f  A sia n  f ir m s  i n  th e  s t a t e 's  
economy.

T h is  ends my prepared conrnants. I  want t o  thank you ag a in  
f o r  in c lu d in g  me i n  the se  im p o rta .it  h e a rin g s .
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INVESTING IN INTERNATIONAL MARKETS
EQUITIES -  $7.1 TRILLION 1987

J A P A N  4 2 %

W . G E R M A N Y  3 %

I T A L Y  2 %  

F R A N C E  2 %

U . K I N G D O M  9 %

U N I T E D  S T A T E 3  3 1 %

C A N A D A  3 %

O T H E R  9 %



INVESTING IN INTERNATIONAL MARKETS
B O N D S  -  $ 9 . 4  T R IL L IO N  1 9 8 7

O T H E R  6 %

W E S T  G E R M A N Y  9 %  

I T A L Y  6 %

F R A N C E  4 %

U . K I N G D O M  4 %

B E L G I U M  2 %

C A N A D A  2 %

J A P A N  2 3 %

U N I T E D  S T A T E S  4 4 %
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INTERNATIONAL IN V E ST IN G
RETURN ATTRIBUTION *

C O U N T R Y

1 5 %

* R e s u lts  o f  a c r o s s -s e c t io n a l 
r e g r e s s io n a l a n a ly s is  s tu d y  o f  
200 random ly c re a te d  in t e r n a t io n a l  
e q u ity  p o r t f o l io s  o f  50 sto c ks each.
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33.4 

(7.6) 

16.1

28.1 35.4

1 1 .6
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L a r g e s t  F iv e  C o m p a n ie  b y  in d u s t r y

Seles ( M)
A u tom o t iv e

General Motors
Ford
Toyota
Daimler-Benz
Nissan

B an k in g  (B a s e d  on  A s s e t s )
Dai-lchi
Sumitomo
Fuji
Mitsubishi 
Sanwa 

C hem ic a ls  
El duPont 
BASF Group 
Bayer Group 
Imperial Chemical 
Dow Chemical

Source: MSCI

E lec t r ic a l Equ ipm en t
Hitachi
General Electric 
Siemens 
Toshiba 
CGE

F o od  & H ou seho ld
Unilever
Nestle
Procter & Gamble 
Kraft 
Daigerty 

Steel 
Nippon 
Thyssen 
USX
Nippon Kokan 
Kobe

Sales ($MM)

4 0
3 9
3 3
2 7  
2 4

3 1
2 8  
17  
1 0

9

1 9
17
15
1 0

9



$ 1 0 0  i n v e s t e d  f r o m  1 9 7 0  t h r o u g h  1 9 8 8

As of 1/1 /89 w ith  d iv idends re invested
Source: MSCI

$ 1 ,7 0 0  

$ 1 ,5 0 0  -- 

$ 1 ,3 0 0  

$ 1 , 1 0 0  

$ 9 0 0  

$ 7 0 0  

$ 5 0 0  

$ 3 0 0  

$ 1 0 0

$  4 5 4

U.S .A . EAFE

M arket Return M i  Currency Gain



U . S . H o ld in g s  o f  F o r e ig n  S t o c k

U.S. Holdings 
($ Billions)

1 9 7 2  -  1 9 8 7  

( Y e a r  E n d  D a t a )

55.760 

50 

40 

30 

2 0  

1 0  

0

72 73 74 75 76 77 78 79 80 81 82 83 84 85 86  87

Source: Commerce Dept, Bureau of Economic Analysis



%  Change 
(U.S. Dollars) 

60 ----

E .A .F .E . v s . U n ite d  S t a t e s

Y e a r ly  P e , c e n ta g  C h a n g e  

J a n u a r y  1, 1 9 7 0  to  D e c e m b e r  3 1 , 1 9 8 7

m E.A.F.E.

m United States

-40 I 1--- 1--- 1 I l I I i I r i i 1--- 1--- 1--- 1--- 1--- 1--- 1
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Y e a r s
Source: M SC!



1975 1976 1977 1978 1979 1980 1981 1982 1983 1984 1985 1986
Morgan Stanley Capital International Country Indices

Z e r o b a s e d

P rice

400%

W or/d ‘lock Markets
J a n u a r y  1 ‘,  7 5 - J a  1 9 8 6

—  France
------ — United Kingdom

/ • . .  /  .•<  \  \ .  ; /  v  \s

400%

300

2 0 0

1 0 0

0



h is to rica l Total Returns o f Governaznt tax is  In U .S . D olla r*
t in  percent)

Standard 
Annual I le d  Deviation 1978- 1978- o f Annual

Cotart ry 1978*** 1979 1960 1981 1982 i .a s 1964 1985 1986 1987 1986 1988** 1968** Battroa

Australia* N/A N/A K/A N/A M/A HVA N/A •12.36 17.61 28.69 30.36 72.90 14.67 17.13
Canada -2.38 - 0.63 1.70 -2.41 35.73 9.57 8.80 17.51 17.16 8.57 20.01 179.45 ' 10.92 11.13
France 31.90 0.15 -8.07 - 16.07 1.88 -2.81 1.60 52.70 33.93 2S.43 3.75 172.84 10.65 20.31
Ceraany 15.51 7.40 -10.58 -8.42 14.09 -8.06 - 1.03 43.36 38.72 28.67 -6.30 152.69 9.81 18.62
Netherlands 7.69 16.24 -5.76 -8.55 15.85 -0.61 •2.61 42.66 36.14 32.01 -6.10 167.82 10.44 18.25
Switzerland 32.19 -0.59 -9.63 - 1.65 1.18 -4.82 - 14.66 34.36 35.16 32.60 - 12.49 102.26 7.36 19.64
United Kingdoa 3.83 12.40 28.88 •19.00 26.51 1.04 - 13.11 40.59 15.23 47.52m 2.96 233.10 12.90 20.06
United State* 0.51 1.90 -0.79 3.86 31.33 4.06 14.29 28.48 21. ft. - 1.37 8.16 173.37 10.67 11.34
Japan 32.73 -21.46 22.88 5. SO 3.28 12.55 2.69 37.31 43.57 39.87 4.24 363.49 16.72 19.33
Non-U.S.* 18.74 -4.98 13.68 •4.61 11.88 4.32 - 1.96 37.15 33.92 36.17 2.95 260.43 13.80 15.45
World* 9.74 - 1.74 7.82 - 1.04 20.24 5.73 5.70 32.21 26.47 15.53 5.88 216.27 12.31 10.42
Source: Datastree*

* Australian emulative return* are fo r 1984 • 1988. World end Non-U.S. returns are weighted by aarket capita l (cations.

• •  Milkers are calculated (roa January 1978 * Deceisber 1980 •

*** 1976 to ta l returns are calculated fro a  January - Decewbei 1978.  i . e . ,  11 aionths. The reported nuaber i t  not annualized.
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B e fo re  th e  l a s t  le g i s la t i v e  s e s s io n , pharmacy s e rv ic e s  f o r  M edicaid  

e l i g i b l e  in d iv id u a ls  were purchased frcm  th e  G e n e ra l R e l ie f  M e d ic a l program 

because A la ska  had n o t  adopted th e  pharmacy o p t io n  under th e  M e d ic a id  

program . D uring  th e  l a s t  le g i s la t i v e  s e s s io n , CSSB 255, w hich was signed 

in t o  law  as C hapter 120, SLA 1988, added'pharmacy s e rv ic e s  as a M edicaid 

o p t io n  f o r  th e  p e r io d  O ctober 1, 1988 -  June 30, 1989. (SB 255 has a 

s u n s e t c la u s e  w hich re p e a ls  C hapter 120 e f f e c t iv e  J u ly ,  1989.)

U nless t h i s  le g i s la t i o n  i s  passed, a  g e n e ra l fu n d  a p p r o p r ia t io n  o f  $2,560 

m i l l i o n  w i l l  be needed i n  FY90 t o  c o n tin u e  t o  pay f o r  pharmacy s e rv ic e s  f o r  

p oo r A la s k a n s. I n  essence, th e  s ta t e  w ould  be r e l in q u is h in g  $2.56 m i l l io n  

i n  fe d e r a l match and pharmacy s e rv ic e s  f o r  M e d ic a id  e l i g i b l e  in d iv id u a ls  

w ould  once a g a in  be purchased th ro u g h  th e  g e n e ra l r e l i e f  m e d ic a l program 

(GRM). Should  g e n e ra l fund s n o t  be a p p ro p r ia te d , s ig n i f ic a n t  re d u c tio n s  i n  

pharmacy s e rv ic e s  w ould a ls o  l i k e l y  occur.

B udgetary and Program In p a c t

A l l  s e rv ic e s  w hich a re  purchased by th e  s ta te  under th e  M e d ic a id  program 

r e c e iv e  a d o l l a r - f o r - d o l l a r  fe d e r a l m atch. A l l  s e rv ic e s  purchased under 

th e  G eneral R e l ie f  M e d ic a l program are  e n t i r e l y  g e n e ra l fu n d s .

The Departm ent has s u b m itte d  i t s  FY90 budget assum ing t h i s  le g is la t io n

w ould  p a s s , pharmacy s e rv ic e s  w ould rem ain  as a M e d ic a id  o p t io n  and,

$ 2 , 5 6 0 . 2  in  fe d e r a l funds w ould  be re c e iv e d  as m atch. C o n se q u e n tly , t h i s

le g i s la t i o n  has a z e r o  f i s c a l  n o te . I f  i t  p asse s, th e  t o t a l  pharmacy c o s t

o f  $5,037 m i l l i o n  i s  s p l i t  between fe d e r a l fu nd s and g e n e ra l fu n d s . The

2 o f  5
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proposed FY90 budget c o n ta in s  s u f f ic ie n t  g e n e ra l funds to  pay th e  s ta te  

s h a re , so pharmacy s e rv ic e s  w ould c o n tin u e  as c u r r e n t ly  p ro v id e d .

I f  t h i s  le g is la t io n  does n o t p ass, fe d e r a l m atching  funds fo r  pharmacy 

s e rv ic e s  w ould be l o s t .  Should  t h i s  o c c u r, an a d d it io n a l  $ 2 ,5 6 0 .2  i n  

g e n e ra l funds would be needed to  re p la c e  th e  fe d e r a l funds so t h a t  e x is t in g  

s e rv ic e s  c o u ld  be m a in ta in e d .

When pharmacy le g is la t io n  (SB 255) passed i n  FY89, th e  departm ent e s tim a te d  

$2 m i l l i o n  i n  sa vin g s because th e  t o t a l  d ru g  program  c o s t about $4 m i l l i o n .  

S e rv ic e s  t o  new e l i g i b l e s  and u t i l i z a t i o n  and p r ic e  in c re a se s  have s in c e  

in c re a s e d  th e  t o t a l  program c o s t t o  $5 m i l l i o n .  C o n seq uen tly, r e tu r n in g  t o  

a t o t a l l y  g e n e ra l funded pharmacy program w ould  c o s t  $1 m i l l io n  more i n  

FY90 th a n  i t  d id  i n  FY88, th e  l a s t  y e a r i n  w h ic h  pharmacy was e n t i r e l y  

funded b y  s e v e ra l fu n d s.

T hroughout th e  in te r im ,  th e  departm ent has worked d i l i g e n t l y  w ith  

p h a rm a c ists  t o  fa s h io n  a M edicaid  program w h ich  c a p tu re s  fe d e r a l 

reim bursem ent w h ile  m in im iz in g  f in a n c ia l  im p a ct to  p ha rm a c ists . A s e p a ra te  

document d e s c rib e s  th e  p o lic y  m aking p ro c e s s, th e  re se a rc h  conducted on 

pharmacy c o s ts , and th e  reim bursem ent m e th o d o lo g ie s  w hich r e s u lte d  frcm  

t h a t  p ro c e ss.

I f  th e  le g is la t u r e  d ec id e s n o t to  pass t h i s  l e g i s la t i o n ,  th e  departm ent 

re q u e s ts  t h a t  th e  f u l l  $2.56 m i l l io n  in  g e n e r a l funds be a p p ro p r ia te d .

T h is  amount in c lu d e s  th e  i n f l a t i o n  i n  pharmacy s e r v ic e  c o s ts  w hich o ccurred  

frcm  FY88 t o  FY90 i n  a d d it io n  t o  th e  r e s t o r a t io n  o f  th e  g e n e ra l fund w hich 

had been su p p la n te d  b y  fe d e r a l fund s.
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HOUSE 1/9/89
The fo llo w in g  d e s c rib e s  th e  sequence o f  m o d if ic a t io n  t o  th e  FY90 budget 

t h a t  w ould be needed t o  c o n tin u e  p re s e n t s e rv ic e s  sh o u ld  th e  le g is la t io n  

n o t  p a s s :

1. T ra n s fe r  $ 2 , 4 7 6 . 9  S ta te  G eneral Fund Match (SGFW) from  th e  M e d ic a id  

N o n - F a c i l i t y  component to  th e  G eneral R e l ie f  M e d ic a l ccmponent.

( 1 , 3 2 8 . 9  FY89 t r a n s fe r  f o r  C hapter 120, 9 13.6  FY90 Budget Request 

t r a n s fe r  and 234. 4  FY90 increm ents f o r  p r ic e ,  u t i l i z a t i o n  and 

e l i g i b l e s . )  I f  th e  program i s  n o t  a M e d ic a id  o p t io n ,  th e r e  a re  no 

fe d e r a l funds to  m atch w ith  s ta t e  g e n e ra l fu n d s .

2. .Decrement th e  M e d ic a id  N o n - F a c i l i t y  ccmponent f o r  2 , 5 6 0 . 2  fe d e r a l 

fu n d s . (1 ,4 1 2 .3  FY89 C hapter 120, 9 1 3 .6  FY90 Budget re q u e s t and 234. 3 

FY90 in cre m en ts  f o r  p r ic e ,  u t i l i z a t i o n  and e l i g i b l e s . )  These fe d e r a l 

match funds a re  n o t  re c e iv e d  i f  th e  pharmacy s e rv ic e s  a re  n o t p ro v id e d  

th ro u g h  M e d ic a id .

3. In crem en t th e  G e ne ra l R e l ie f  M e d ic a l program  f o r  2 , 5 6 0 . 2  s ta te  g e n e ra l 

funds t o  o f f s e t  th e  fe d e r a l decrem ents i n  #2 above.

The f o llo w in g  c h a r t  d e p ic ts  th e  developm ent o f  th e  FY90 budget re q u e s t and 

th e  above d e s c rib e d  m o d if ic a t io n s .
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FY90 Budget Development

FY89 A u th o r iz a t io n  

C -4  T ra n s fe r  

FY90 A d ju s te d  Base .

FY90 Increm ents:

F e d e ra l Increm ent 

P r ic e  

E l ig ib le s  

U t i l i z a t i o n  

FY90 Budget Request

GEM

913.6

(913.6)

0

1

M e d ic a id
N o n - F a c i l i t y

2 ,7 4 1 .2

913 .6

3 , 6 5 4 . 8

913.6

135.2

196.4

137.1

; •HB 70 
HOUSE 1/9/89

0 5 , 0 3 7 . 1

T o ta l

3. 654. 8  

0

3. 654. 8

913.6

135.2

196.4

137.1

5 , 0 3 7 . 1

Required  M o d if ic a t io n s  

T ra n s fe r  SGFM 

Decrement F e d e ra l 

Increm ent SGF 

T o t a ls

[3]

2, 476. 9

2 , 5 6 0 . 2

5, 0 37. 1

[1]

[2]

( 2 , 4 7 6 . 9 )

( 2 , 5 6 0 . 2 )

0

( 2, 560. 2)

2 , 5 6 0 . 2

5 , 0 3 7 . 1
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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

IN  THE HOUSE BY THE FIN A N C E  CO M M ITTEE

CS FOR HOUSE B I L L  N O . 70 ( F i n a n c e )

IN  THE LE G IS LA TU R E  OF THE STATE OF ALASKA 

S IX T E E N T H  L E G IS L A T U R E  -  F IR S T  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  e x t e n d in g  t h e  t e r m i n a t i o n  d a t e  o f  t h e  B o a r d

o f  P h a r m a c y ; r e l a t i n g  t o  s u b s t i t u t i o n  o f  g e n e r i c  

d r u g s  t h a t  a r e  t h e r a p e u t i c a l l y  e q u i v a l e n t ;  r e l a t i n 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 i s t a n c e  f o r  n e e d y  p e r ­

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

m e d ic a l  a s s i s t a n c e  c o v e r a g e  f o r  c e r t a i n  s e r v i c e 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 . "

BE I T  ENACTED BY THE L E G IS LA T U R E  OF THE STATE OF A LA S K A :

*  S e c t io n  1 . AS 0 8 . 0 3 . 0 1 0 ( c ) ( 4 )  i s  a m e n d e d  t o  r e a d :

( 4 )  B o a r d  o f  P h a rm a c y  (A S  0 8 . 8 0 . 0 1 0 )  - -  J u n e  3 0 ,  19 9 3

[ 1 9 8 9 ] .

*  S e c .  2 .  AS 0 8 . 8 0 . 4 6 0 ( b )  i s  r e p e a le d  a n d  r e e n a c t e d  t o  r e a d :

( b )  A  p e r s o n  who v i o l a t e s  AS 0 8 . 8 0 . 2 9 5  i s  g u i l t y  o f  a  v i o l a t i o n .

*  S e c .  3 .  AS 4 7 . 0 7 . 0 3 0 ( b )  i s  a m en ded  t o  r e a d :

( b )  I n  a d d i t i o n  t o  t h e  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  i n  ( a )  o f  

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

s e r v i c e s :  c a s e  m a n a g e m e n t a n d  n u t r i t i o n  s e r v i c e s  f o r  p r e g n a n t  w om en;

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 ; e m e r g e n c y  h o s p i t a l  

s e r v i c e s ;  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 ;  m e d i c a l  s u p p l i e s  

a n d  e q u ip 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  f a c i l i t y  s e r ­

v i c e s  f o r  i n d i v i d u a l s  a g e  65 o r  o l d e r  a n d  i n d i v i d u a l s  u n d e r  a g e  2 1 ;  

p r e s c r ib e d  d r u g s ;  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  t h e r a p y ;  c h i r o p r a c t i c  

s e r v i c e s ;  t r e a t m e n t  o f  s p e e c h , h e a r i n g ,  a n d  la n g u a g e  d i s o r d e r s ;  a d u l t  

d e n t a l  s e r v i c e s ;  p r o s t h e t i c  d e v ic e s  a n d  e y e g l a s s e s ;  o p t o m e t r i s t s '
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s e r v i c e s ;  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 ,  i n c l u d i n g  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  f o r  t h e  m e n t a l l y  r e 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 y  s e r v i c e s  f o r  i n d i v i d u a l s  u n d e r  a g e  2 1 ;  a n d  r e a s o n a b le  t r a n s ­

p o r t a t i o n  t o  a n d  f r o m  t h e  p o i n t  o f  m e d ic a l  c a r e .

*  S e c .  4 .  AS 4 7 . 0 7 . 0 3 5  i s  am ended  t o  r e a d :

S e c .  4 7 . 0 7 . 0 3 5 .  P R IO R IT Y  OF M E D IC A L A S S IS T A N C E . I f  t h e  d e p a r t ­

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

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

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

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

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

( 1 )  c h i r o p r a c t i c  s e r v i c e s ;

( 2 )  a d u l t  d e n t a l  s e r v i c e s ;

( 3 )  e m e rg e n c y  h o s p i t a l  s e r v i c e s ;

( 4 )  t r e a t m e n t  o f  s p e e c h ,  h e a r i n g ,  a n d  la n g u a g e  d i s o r d e r s ;

( 5 )  o p t o m e t r i s t s '  s e r v i c e s  a n d  e y e g l a s s e s ;

( 6 )  o c c u p a t io n a l  t h e r a p y ;

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

( 8 )  m e d ic a l  s u p p l i e s  a n d  e q u ip m e n t ;

( 9 )  c l i n i c  s e r v i c e s ;

( 1 0 )  p h y s i c a l  t h e r a p y ;

( 1 1 )  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 ;

( 1 2 )  p r e s c r ib e d  d r u g s ;

( 1 3 )  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 ;

( 1 4 )  [ ( 1 3 ) ]  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 i c e s ;

( 1 5 )  [ ( 1 4 ) ]  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  f o r  t h e  m e n ­

t a l l y  r e t a r d e d ;

( 1 6 )  [ ( 1 5 ) ]  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 ;

( 1 7 )  [ ( 1 6 ) ]  p r e g n a n t  w om en, a n d  c h i l d r e n  f i v e  y e a r s  o f  a g e

CSHB 7 0 ( F i n )
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o r  y o u n g e r ,  w i t h  a h o u s e h o ld  in c o m e  t h a t  d o e s  n o t  e x c e e d  100 p e r c e n t  

o f  t h e  f e d e r a l  p o v e r t y  l e v e l ;

( 1 8 )  1 ( 1 7 ) ]  i n d i v i d u a l s  u n d e r  a g e  21 w ho a r e  n o t  e l i g i b l e  

f o r  b e n e f i t s  u n d e r  t h e  f e d e r a l  a i d  t o  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  

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

o r  a d o p t i v e  p a r e n t s ;

( 1 9 )  [ ( 1 8 ) ]  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  f o r  p e r s o n s

u n d e r  a g e  2 1 ;

( 2 0 )  [ ( 1 9 ) ]  a g e d ,  b l i n d ,  a n d  d i s a b l e d  i n d i v i d u a l s  w h o ,

b e c a u s e  t h e y  do n o t  m e e t t h e  in c o m e  r e q u i r e m e n t s , do n o t  r e c e i v e

s u p p le m e n t a l  s e c u r i t y  in c o m e  u n d e r  T i t l e  X V I  o f  t h e  S o c i a l  S e c u r i t y  

A c t ,  b u t  w ho a r e  e l i g i b l e ,  o r  w o u ld  b e  e l i g i b l e  i f  t h e y  w e r e  n o t  i n  a 

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 a r e  f a c i l i t y ,  t o  r e c e i v e  a n  

o p t i o n a l  s t a t e  s u p p le m e n t a r y  p a y m e n t ;

( 2 1 )  [ ( 2 0 ) ]  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

f a c i l i t y ,  o r  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  in c o m e  w h i l e  i n  t h e

f a c i l i t y  d o e s  n o t  e x c e e d  3 0 0  p e r c e n t  o f  t h e  s u p p le m e n t a l  s e c u r i t y

in c o m e  b e n e f i t  r a t e  u n d e r  T i t l e  X V I  o f  t h e  S o c i a l  S e c u r i t y  A c t ,  b u t

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

p le m e n t a r y  p a y m e n t;

( 2 2 )  [ ( 2 1 ) ]  i n d i v i d u a l s  u n d e r  a g e  21 u n d e r  s u p e r v i s i o n  o f

t h e  d e p a r t m e n t ,  f o r  whom m a in t e n a n c e  i s  b e in g  p a i d  i n  w h o le  o r  i n  p a r t  

f r o m  p u b l i c  m o n e y  a n d  w ho a r e  i n  f o s t e r  hom es o r  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 .

*  S e c .  5 .  AS 4 7 . 0 7  i s  a m en ded  b y  a d d in g  a new  s e c t i o n  t o  r e a d :

S e c .  4 7 . 0 7 . 0 6 5 .  PAYMENT FOR PR E S C R IB E D  DRUGS. T h e  d e p a r t m e n t

s h a l l  p a y  f o r  p r e s c r ib e d  d r u g s  u n d e r  AS 4 7 . 0 7 . 0 3 0 ( b )  u n d e r  r e g u l a t i o n s

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

r e g u l a t i o n s .
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*  S e c .  6 .  S e c t io n  2 o f  t h i s  A c t  t a k e s  e f f e c t  J a n u a r y  1 , 1 9 9 0 ,  u n l e s s  b y  

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

f i e d  t o  t h e  r e v i s o r  o f  s t a t u t e s  t h a t  t h e  B o a r d  o f  P h a rm a c y  h a s  a d o p te d  

r e g u l a t i o n s  e s t a b l i s h i n g  t h e  s c h e d u le  o f  c i v i l  f i n e s  r e q u i r e d  u n d e r  AS 0 8 . -  

8 0 . 4 6 0 ( b ) .

*  S e c .  7 .  S e c t io n s  1 a n d  3 -  5 o f  t h i s  A c t  t a k e  e f f e c t  J u l y  1 , 1 9 8 9 .

C S H B  7 0 ( F i n )
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Alaska State Legislature
P.O. B o x  V

R epresentative  F ra n  U lm e r J u n e a u , A la s k a  99811

(907) 4 6 5 -4 9 4 7

H o u s e  o f  R e p r e s e n t a t iv e s

LETTER OF INTENT 

CSHB 70

I t  i s  the  in t e n t  o f  th e  le g is la t u r e  t h a t  th e  S ta te  o f  A la s k a  s h a l l  
im plem ent a p harm a c e u tic a l m edical a s s is ta n c e  program f o r  needy 
persons w ith  the  w id e s t p o s s ib le  d e liv e r y  o f  s e rv ic e s . Toward th a t  
end, th e  le g is la t u r e  d ir e c ts  th e  s t a t e  t o  p la n  and im plem ent a 
program v;hich uses the  concepts o f  th e  Texas Model reim bursem ent 
system  to  back-up the  " fo u r th  o p tio n "  reim bursem ent m ethodology p u t 
f o r t h  i n  th e  Myers and S ta u ffe r  "R eport On the C ost o f  D isp e n sin g  
P h a rm a c e utic a l P r e s c r ip t io n s  in  the  S t a t e  o f  A la s k a . Both systems 
u t i l i z e  a fo rm u la  w hich is  l in k e d  to  the  c o s t o f  in g r e d ie n ts . We 
re c o g n ize  t h is  system  as more e q u ita b le  to  s e rv ic e  p ro v id e rs  and to  
be c o s t  e f f e c t iv e  in  im p le m e n ta tio n .

D i s t r i c t  4 B  —  J u n e a u



AMENDMENT TO CS HB 70 (HESS)

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

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

Renumber last section accordingly.



Alaska State Legislature
R ep rese n ta tive  Fran U lm e r

P.O. B o x  V  

J u n e a u , A la s l 1 99811 

(907) 4 6 5 - 4 7

H o u s e  o f  R e p r e s e n t a t iv e s

M E M O R A N D U M

March 16, 1989

TO: Members, House F inance Committee

RE:

FROM: Rep. F

CSHB 7

L a s t ye ar when th e  L e g is la tu r e  passed CSSB 255 re g a rd in g  pharmacy 
s e rv ic e s  as a M e d ic a id  o p t io n , i t  c o n ta in e d  a sun set date  o f  June 
10, 1989. The purpose o f  t h a t  sun set p r o v is io n  was to  c o n tin u e  the 
l e g i s la t i v e  o v e r s ig h t  o f  th e  program and to  ensure t h a t  A la s k a 's  
program /o u ld  a d e q u a te ly  d e l iv e r  th e  s e rv ic e s  in te n d e d .

U n fo r tu n a te ly , the  program im plem ented by th e  D ept, o f  H e a lth  and 
S o c ia l S e rvic e s  under emergency r e g u la tio n s  i n  January o f  t h is  ye ar 
is  n o t h a v in g  the d e s ire d  e f f e c t .  W ith in  the l a s t  30 days we have 
seen a growing number o f  p ro v id e rs  w ithdraw  from  the  program w ith  
the n e t r e s u lt  t h a t  a t  le a s t  one community is  c o m p le te ly  w ith o u t 
s e rv ic e  tod a y. I  b e lie v e  t h a t  i f  we c o n tin u e  i n  th e  d ir e c t io n  
a lre a d y  in d ic a te d  we w i l l  s e r io u s ly  je o p a r d iz e  th e  d e liv e r y  o f  
s e rv ic e s  thro u g h o ut A la sk a .

For th a t  reason, I  recommend th a t  we a g a in  add a sun se t p r o v is io n  
to  t h is  le g is la t io n ,  dated  June 10, 1990. The le g is la t u r e  needs to  
c o n tin u e  i t s  o v e r s ig h t o f  t h is  program . In  a d d it io n ,  I  recommend 
t h a t  we append a l e t t e r  o f  in t e n t  to  t h is  l e g is la t io n  w hich d ir e c ts  
th e  Department o f  H e a lth  and S o c ia l S e rvic e s  to  propose and 
im plem ent a program w hich w i l l  ensure the w id e s t p o s s ib le  
p a r t ic ip a t io n  by p ro v id e rs  and thus the w id e s t d e l iv e r y  o f  
s e r v ic e s .

S p e c if ic a l ly ,  I  suggest th a t  we d ir e c t  the departm ent to  sub m it a 
program p ro p osa l to  the  fe d e r a l government w hich uses the Texas 
reim bursem ent model f o r  fee  s tr u c tu r e s . T h is  program has been in  
o p e ra tio n  s in c e  September, 1985 and was fo r m a lly  approved by the 
fe d e r a l government in  1987 when the  M e dicaid  g u id lin e s  were 
changed. Since im p le m e n ta tio n , the s t a t e  o f  Texas re p o rts  a
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sa vin g s  o f  $103.5 m i l l io n  r e s u lt in g  from  the use o f  t h e ir  fe e  
s tr u c tu r e  in  co m bin atio n  w ith  an upper l i m i t s  p o l ic y .  The 
a d m in is tr a to r  o f  th a t  program, M r. R obert H a r r is ,  re p o rte d  to  me 
t h a t  Texas has hard  d ata  showing a $1 sa vin g  per c la im .

The Texas model is  supported by the A la ska  P h a rm aceutica l 
A s s o c ia t io n  and w i l l ,  I  b e lie v e ,  r e s u lt  in  broad p a r t ic ip a t io n  by 
p ro v id e r s . T h is  model i s  e s s e n t ia l ly  the  same as o p tio n  " fo u r"  in  
th e  Myers and S ta u ffe r  stu d y conducted fo r  th e  St at e  o f  A la s k a  in  
1988. The reason th a t  t h is  fe e  s tr u c tu r e  is  more a cceptab le  tha n  
th e  fo rm u la  c u r r e n t ly  i n  p la c e  i s  t h a t  reim bursem ent i s  t ie d  to  
a c tu a l c o st o f  goods. The r e s u lt  is  a more e q u ita b le  program . An 
e x p la n a tio n  o f  th e  fo rm u la  is  a tta c h e d .

The a d m in is tr a to r  o f  the  Texas program re p o rts  th a t  the  program is  
r e l a t i v e ly  easy to  im plem ent. The p r ic in g  in fo r m a tio n  re g a rd in g  
drugs can e ith e r  be managed in -h o u s e  by one p r o fe s s io n a l or can be 
purchased from  computer companies such as F i r s t  Data Co. i n  San 
F ra n c is c o .

A fe e  s tr u c tu r e  s im ila r  to  th e  Texas model was d iscussed b y the 
agency w ith  Region 10 p erso n n e l who s a id  th e  A la sk a  program w ould 
n o t  be approved. I t  i s  c le a r  t h a t ,  i f  we move forw ard  w ith  the  
Texas model in  th e  A la sk a  program, th e re  w i l l  be some o b je c t io n  
from  th e  fe d e r a l governm ent. However, I  do n o t  b e lie v e  the  fe d e r a l 
governm ent can d is a llo w  a program p ro p osa l w hich has a lre a d y  been 
fo r m a lly  accepted elsew here in  the c o u n try. I  b e lie v e  t h a t  r i s k  is  
w orth  ta k in g , however, in  o rd e r to  address the  problem  w hich has 
a lre a d y  a r is e n  i n  A la ska  in  the la s t  30 days re g a rd in g  s e rv ic e  
d e liv e r y .

A tta c h e d  you w i l l  f in d  a d r a f t  amendment and a l e t t e r  o f  in t e n t  fo r  
w hich I  requ est your su p p o rt.



TEXAS PHARMACY MEDICAID REIMBURSEMENT SYSTEM

T h is  fe e  s tr u c tu r e  u t i l i z e s  a percentage markup i n  which the t o t a l  
reim bursem ent is  l in k e d  to  th e  c o s t o f  in g r e d ie n ts . T h is  system  
a llo w s , in  Texas, a 5 .5  p erc e n t p r o f i t  on th e  s e l l in g  p r ic e .

TEXAS FORMULA: E stim ated  A c q u is it io n  Cost (EAC) 

(d iv id e d  b y) .945

$3.26

Each o f  th e  elem ents o f  t h is  fo rm u la  (EAC, $3.26 f o r  overhead 
c o s t s ,  and .945)  were s e t by the s t a t e  o f  Texas a f t e r  s tu d ie s  were 
perform ed w hich in d ic a te d  a c tu a l m arket d ata  re g a rd in g  c o s t o f  
goods and overhead. The n e t r e s u lt  o f  t h is  fo rm u la  is  a p r o f i t  o f  
5.5% on the  s e l l in g  p r ic e  o f  the drug.

FCR EXAMPLE: Drug c o st

O p e ra tin g  expense

Amount reim bursed 
le s s  costs

$10.00

3.26

$13.26

$14.03 
- 13.26

d iv id e d  b y .945 = $14.03

n e t p r o f i t .77 -  5.5%

I n  o rd e r to  im plem ent th e  Texas m odel, each s t a t e  must c o l le c t  i t s  
ovm d a ta  based on a c tu a l cost s  and o p e ra tio n s . The stu d y conducted 
by Myers and S ta u ffe r  fo r  the S t a t e  o f  A la s k a , dated December, 
1988, c o n ta in s  a l l  necessary d a ta  to  determ ine the a p p ro p ria te  
elem ents o f  a fo rm ula  f o r  A la sk a  p ro v id e r s . T hat stu d y in c lu d e s  a 
fo rm u la  w hich is  s u b s t a n t ia l ly  the same as th e  Texas model.



A l l  m em bers o f  t h e  A la s k a  S t a t e  L e g i s l a t u r e  b o t h  
S e n a te  & H o u s e .

E ld o n  R. U lm e r  , R . P h . ,  C o m m u n ity  P h a rm a c y  o w n e r  
D o w n tow n  R e x a l l  D r u g , 4 1 5  W e s t  5 t h  A v e . /A n c h o r a g e ,
A la s k a  9 9 5 1 0  &
U lm e r  R e x a l l  & T r u e  V a l u e ,  3 8 5 8  L a k e  S t r e e t  , H o m e r, . 
A l a s k a ,  9 9 6 0 3 .

S U B JE C T: U n t i r . ^ l y  & p r e m a tu r e  im p le m e n t a t io n  , b y  t h e  D i v i s i o n
o f  M e d i c a l  A s s is t a n c e  (DMA) o f  new  M e d ic a id  p h a rm a c y  
p r o g r a m  , s c h e d u le d  f o r  1 F e b r u a r y  1 9 8 9 .

I n  t h e  o p i n i o n  o f  t h e  w r i t e r  o f  t h i s  m em orandum , t h e  
FEDS h a v e  NOT a c c e p t e d  t h e  p r o p o s e d  p l a n .  T o  v e r i f y
t h i s  a n d  a l s o  t o  g e t  a n  i n s i g h t  fr o m  t h e  F E D S  i t
i s  u r g e d  t h a t  y o u  c a l l  T h e  F e d e r a l  R e g io n  10 D i r e c t o r  
Bob T a n n a . M r . T a n n a ' s  p h o n e  n u m b e r i s  ( 2 0 6 )  4 4 2 - 0 5 8 7 .
He i s  i n  t h e  S e a t t l e  a r e a .  M r .  T a n n a  w i l l  g i v e  y o u
s t r a i g h t  f a c t s ................n o t  w i s h f u l  t h i n k i n g .  T h e  FEDS
w i l l  n o t  a c c e p t  a n y  p r o g r a m  t h a t  h a s  b e e n  p r o p o s e d  b y  
DMA. T h e y  a r e  a s k in g  f o r  a d d i t i o n a l  s t u d i e s  t o  d e t e r m in e  
A v e r a g e  W h o le s a le  P r i c e  ( A W )  o f  d r u g s  t o  p h a r m a c ie s  
i n  A la s k a .  T h e  DMA l a s t  y e a r  q u o t e d  a f i g u r e  o f  
som e $ 1 0 , 0 0 0 . 0 0  t o  m a k e  t h e  s t u d i e s  t h a t  w e re  n e c e s s a r y  
t o  i n v o l v e  t h e  F E D S . T o  d a t e  t h e  c o s t s  ( t o  t h e  b e s t  
o f  my k n o w le d g e )  a r e  i n  e x c e s s  o f  $ 1 6 0 , 0 0 0 . 0 0  a n d  
t h e  FEDS a r e  a s k in g  f o r  m o re  i n f o r m a t i o n  a n d  t h i s  m e a n s 
m o re  c o s t s .

T h e r e  i s  n o  w a y my p h a r m a c ie s  c a n  b r e a k  e v e n  u n d e r  w h a t  
I  b e l i e v e  w i l l  be t h e  u l t i m a t e  p r o g r a m  t h a t  t h e  FEDS 
w i l l  b u y .  I  p r o j e c t  a l o s s  i n  my tw o  s t o r e s  a n d  t h e r e f o r e  
c a n  n o t  p a r t i c i p a t e  a s  a  p r o v i d e r ,  e v e n  f o r  t h e  30 d a y s  
t h e  DMA i s  a s k in g  f o r  a s  a n  e x t e n s i o n  o f  w h a t  t h e y  s a i d  
c o u ld  be d o n e  i n  90 d a y s  , a n d  h a s  now t a k e n  a lm o s t  a y e a r  
a n d  s t i l l  n o t  d o n e .

A t t a c h e d  i s  a c h r o n o l o g i c a l  e v e n t  s c h e d u le  o f  w h a t  h a s  
h a p p e n e d  s in c e  F e b r u a r y  1 9 8 8 .  I t  i s  c o m p r e h e n s iv e  a n d  
u n b ia s e d  a n d  war. p r e p a r e d  b y  t h e  A la s k a  P h a r m a c e u t ic a l  
A s s o c i a t i o n ,  anc s t a t e s  f a c t s  NOT F IC T IO N . I t  i s  a s k e d  
t h a t  y o u  r e a d  i t .

A  g r o u p  o f  p h a r m a c is t s  a r e  v i s i t i n g  J u n e a u  a l l  d a y  
T h u r s d a y ,  F e b r u a r y  2 , 1 9 8 9 .  I t  w o u ld  be h e l p f u l  i f  y o u  
w i l l  m e e t w i t h  th e m  , i n d i v i d u a l l y ,  s o  y o u  a r e  w e l l  

•  in f o r m e d .  I  h a v e  a lo n g  t i m e  c o m m itm e n t t o  t h e
A m e r ic a n  C a n c e r  S o c i e t y  t o  a t t e n d  a m e e t in g  o f  g r e a t  
im p o r t a n c e  t o  t h e  A C S , i n  t h e  lo w e r  48 & I  c a n  n o t  g e t  
t o  J u n e a u  w i t h  t h e  g r o u p .  M e m b e rs  o f  t h e  p h a rm a c y  g r o u p  
w i l l  b e  c o n t a c t i n g  y o u  w h i l e  t h e y  a r e  i n  J u n e a u .

I f  a r e a s o n a b le  s o l u t i o n  c a n  n o t  be f o u n d ,  i t  i s  my 
o p i n i o n  t h a t  m o s t p r o v i d e r s  w i l l  n o t  p a r t i c i p a t e  i n  t h e  

p r o g r a m  a n d  u n f o r t u n a t e  r e c i p i e n t s  w i l l  b e  w i t h o u t  
s e r v i c e  i n  m a jiy a r e a s  , i f  n o t  a l l  a r e a s  o f  t h e  s t a t e .



The Association has agreed to distribute a communication from the pharmacist members 
of the M edicaid Pharmacy Steering committee to pharmacists in  Alaska. As noted in  
this communication, any analysis and decisions regarding the Medicaid program and 
your business must be made by yourself on an ind ivid ual basis.

CHRONOLOGY ON FEDERAL PHARMACY MEDICAID PRO GRAM 

1988

February 2 9 th  •  Association writes to legislators stating opposition to
legislation.

April Ron Sedgwick prepares independent position paper for 
legislature.

•  Association hosts teleconference to assess positions and
determine strategy.

•  Association prepares position paper for legislators.

•  Association funds p oll o f pharmacies by Dittman Research
Corporation to determine percentage of Medicaid business and 
w illingness to participate in  federally funded program.

2 7 th  •  Association and pharmacists te stify  at Senate Finance Committee
hearing. Senate Finance Committee amends b ill  to include one 
year "sunset" provision and attaches letter of intent.

30th SB 255 passes Senate.

May 17th  •  D ivision of Medical Assistance writes Association, stating intent
to work w ith members of the Association in  development of 
program.

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

2 7 t h  • Association responds to Eric Hansen with recommendations for 
pharmacist members ofM edicaid steering committee.



A ug u s t 2 9 th  •  Commissioner o f HESS appoints Dave Swanson, B ill Larson, and
Ron Sedgwick to Medicaid steering committee and appoints Chris 
Coursey and BeraieKlouda to Proposal Evaluation Committee.

September

October

November

2 9 th  •  Proposal evaluation committee reviews proposals for dispensing 
cost survey and recommends the firm of Myers and Stauffer to the 
Commissioner o f HESS.

•  Commissioner awards contract to Myers and Stauffer to conduct 
dispensing cost survey.

•  Proposal evaluation committee reviews proposals submitted for 
state pharmacist consultant and informs Commissioner thatthey 
cannot recommend a n yo f the submitted proposals.

1 5 th  •  Medicaid steering committee meets to review cost survey form
and to rcview project schedule. Also in  attendance: Chris 
Coursey, Bemie Klouda.and Darrell Stauffer (accountant).

•  Dispensing cost surveys are m ailed to a ll pharmacy Medicaid 
providers.

19th  •  Association writes to members encouraging participation in  the
cost survey.

•  Commissioner approves emergency contracting procedures for 
pharmacist consultant after rejecting previous bids.

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

14th  •  Chris Coursey meets w / Eric Hansen, Bert Parrish and Kim Busch 
to review Medicaid issues identified  by BertParrish. Chris 
Coursey communicates Association position on Formulary (no 
formulary), ingredient cost(AW P), co-pay (support) and 
physician dispensers (no fee).

17th  » Steering Committee meeting in Juneau. Review of survey response
(54%, above national average) and in it ia l survey report.
Committee agrees on
a) AWP plus percentage of cost plus fixed fee
b) different dispensing fees based on factors supported by cost 
survey data such as Medicaid Rx volume, geographic area, etc.

21st •  DMA sends letterto regional federal o ffic ia ls  outlin ing state’s
position.



1 4 th  •

Parrish , and Darrell S tau ffer  m eet  
w ith  fed era l HCFA o f f ic ia ls  in  B altim ore to r ev iew  s ta te  p la n .

State m ee ts  w ith  reg io n a l HCFA o f f ic ia l s  in  S e a tt le  to  rev ie w  
s ta te  plan

1 6 th  •  S teerin g  com m ittee m ee ts  by te le c o n fe r e n c e . A lso  in  a tten d an ce  
are Chris C oursey, B em ie  Klouda. Eric H ansen  r e v ie w s  fed era l 
re sp o n se  to  s ta te  p la n . F ed s firm ly r e je c tp e r c e n ta g e  markup 
formula a s w e ll a s  AWP a s  reim bursem entfor in g red ien t c o s t .  
F ed s require s ta te  to  perform su rv ey  to  determ ine a ctu a l 
in gred ien t c o s t s  b e in g p a id  by A laskan p h a rm acies. S ta te  d e s ir e s  
to  im plem ent in terim p lan  by February l s t w h i l e  perform ing  
in gred ien t c o s t  su rv ey . If fin a l p lan  approved by F ed s by March 
1 s t , th e  s ta te  can  b e  reim bursed retro a ctiv e  to  January 1 s t . S tate  
p ro p o ses to  pay AWP m inus 5% p lu s  fe e  o f  S 7 .9 0  (a v e r a g e -v a r ie s  
in d iv id u a lly ) until su rvey  i s  done at w h ich  tim e in gred ien t c o s t  
w ill be ad ju sted  to su rvey  r e s u lt s . All n o n -p h a rm a cist m em bers 
o f the com m ittee v o te  y e s  w ith  Eric H ansen  a b sta in in g . 
Pharm acist m em bers a sk  for co n feren ce  prior to  tak in g  p o s it io n .

1 8 th  •  Dave S w an son , Ron S ed g w ick , Chris C oursey and B em ie  Klouda 
m eet by te le c o n fe r e n c e  to d is c u s s  p o s it io n  on interim  program  
proposed  by s ta te . Dave Sw an son  conferred  w ith  B ill Larson who  
cou ld  not attend th is  m eetin g . P h arm acists u n anim ou sly  agreed  
that th ey  cou ld  o n ly  support the in it ia l s ta te  p lan  (AWP p lu s  
markup p lu s fe e )  and w ould  v o te  no to  th e  backup proposal by the 
s ta te .

1 9 th Chris C oursey com m unicated the v o te s  (3  n a y s)  o f th e  steer in g  
com m ittee m em bers (S ed gw ick , S w an son , L arson) to  Eric H ansen .

2 2 n d  •  Eric H ansen  c o n ta c ts  Chris Coursey w ith  n ew  s ta te  p ro p osa l.
S tate  w il l  reim burse AWP p lu s  7 .9 0  fe e  (a v era g e) startin g  
F e b .1 s t , un til the in g red ien t c o s t  su rvey  i s  d o n e , at w h ich  tim e  
AWP w ould  be rep la ced  w ith  the a ctu a l in g red ien t c o s t  a s  
determ ined by the su rv ey . In ad d ition , th e  s ta te  w ou ld  require the 
A sso c ia tio n  to  p r o v id e s  le tte r  supporting  the fin a l program and 
a gree in g  not to  o p p o se  HESS during the upcom ing le g is la t iv e  
s e s s io n .

2 2 n d  •  After rev iew in g  proposal w ith  Dave S w an son , Ron S ed gw ick , and 
B em ie Klouda, Chris C oursey inform s Kim B usch  that the  
A sso c ia tio n  cannot provide the le tte r  a s  req u ested  and w ill take  
no a c tio n  w h ic h lim its  the o p tio n s o f  the pharm acy providers. Kim 
Busch in d ic a te s  th a tth e  s ta te  w ill probably adopt AWP m inus 5% 
p lu s a fee  o f  S 7 .90  (av era ge) until the c o s t  in gred ien t survey  i s  
com p leted .



THE PHA RMA C I S T  MEMBERS OF T H E  M E D IC AID PHARMACY STEERING 
COMMIT TEE FEEL IT IS IMPORTANT FOR EACH POTENTIAL P H A R M A C Y  
PROVIDE R T O  HAVE CERTAIN INFORMATION IN ORDER TO E V A LUATE 
T H E I R  PAR TICIPATION IN THE N E W  M E D ICAID PHARM A C Y  P R OGRAM IN 
ALASKA. T H I S  IS AN ATTEMPT TO SET FORTH SOME ARE AS OF 
CO N SI DERATION FOR INDIVIDUAL ANALYSIS BY EACH PHARMACY.

EACH PHARMACY, ON AN INDIVIDUAL BASIS, MUST DE TERMINE T H E  
IMPACT OF PARTICIPATING IN T H E  N E W  MEDICAID PROGRAM ON THEIR 
P ROFIT A ND LOSS STRUCTURE. IT IS IMPORTANT FOR THE 
INDIVIDUAL TO GATHER ALL T H E  DATA NECESSARY TO MAKE  AN 
INFORMED DECISION. EACH CASE W I L L  BE DIFFERENT DEPENDING ON 
VARYING F A CTORS SUCH AS M E D ICAID VOLUME, THE'INDIVI DUAL FEE 
OFFERED T O  YOU BY THE PROGRAM, Y O U R  INDIVIDUAL PHILOSOPHIES 
AND YOUR INDIVIDUAL BUSINESS STRATEGIES.

T H E  FOLLOWING ARE EXAMPLES OF T H E  TYP E OF INFORMATION NEEDED 
FOR AN INDIVIDUAL PHARMACY T O  EVALUATE* THE IMPACT OF THEIR 
P A R TICIPAT ION IN THE NEW MEDICA ID PRESCRIPTION PROGRAM.

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

THIS INFORMATION WILL BE SUPPLIED TO EACH PHARMACY THAT 
COMPLETED THE "ALASKA P H A R M A C Y  COST REPORT". THIS 
INFORMATION WAS MAILED FROM MYERS AND STAUFFER ACCOUNTANT S 
ON JANUARY 3, 1989. IF YOU  SUBMITTED A COST SURV EY TO MYERS ' 
AMD STAUFFER AND YOU DO NOT RECEIVE OR HAVE MISP LACED THIS 
INFORMATION YOU MAY CALL MEYERS AND STAUFFER AT <913)
233-6200 AND TH EY WILL GIVE Y O U  THIS INFORMATION BY PHONE. 
NOTE THAT THE AMOUNT PER PRESCRIPTION REPORTED TO Y O U  IS 
ONLY YOUR COST OF DOING BUSINESS AND *# DOES NOT INCLUDE AMY 
PROFIT MARGIN ##. (THOSE PHARMACIES THAT DID NOT 
PARTICI PATE IN THE COST SURVEY WILL NEED TO ADD UP ALL OF 
THEIR AN NUAL PHARMACY OVERHEAD COSTS INCLUDING SALARIES ETC. 
AND DIVIDE THE TOTAL BY THEIR TOTAL ANNUAL PRESCRIPTIONS 
DISPENSED.)

ADD THE A MOUNT PER PRESCRIPTION Y O U  FEEL IS NE CES S A R Y  PROFIT 
FOR YOUR OPERATION < 73 CENTS P E R  RX WAS THE AMOUNT 
DETERMINED STATISTICALLY FROM THE ALASKA PHARMA CY COST 
SURVEY TO BE THE STATEWIDE AVERAGE PROFIT PER PRESCRIPTION) 
A ND THEN U S E  THIS "DISPENSING FEE TOTAL" TO EVALUATE THE 
MEDICAID DISPENSING FEE BEING OFFERED TO YOUR P H A R M A C Y  BY 
T H E  ALASKA MEDICAID PROGRAM.

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



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

IF YOU DETERMINE Y O U R  USUAL AND CUS TOMARY CHARGES T O  T H E  
GENERAL PUBLIC U TILIZING "AWP" IN YOU R CALCULATIONS, Y O U  
SHOULD EVALUATE THE IMPACT OF THIS ASPECT OF T H E  MEDIC AID 
PROGRAM ON YOUR OPERATION, ESPECIALLY ON THE W I D E  R A N G E  OF 
HIGH ACQUISITION COST PRESCRIPTIONS YOU DISPENSE.

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

ANOTHER N E W  ASPECT FOR CONSIDERATION IS THAT T H E  MEDICAID 
PROGRAM WILL  N O T  REIMBURSE YOU FOR DRUGS DISPENSED THAT ARE 
CONSIDERED "LESS THAN EFFECTIVE" BY T HE FDA. THIS LIST OF 
DRUGS OCCUPIES OVER 200 PAGES IN THE N E W  PROVIDER MANUAL AND 
SHOULD BE CONSULTED EACH TIME BEFORE Y O U  FILL A MEDICAID 
PRESCRIPTION UNTIL YOU ARE FAMILIAR WITH THE APPR OXIMATELY 
5000 ITEMS CONTAINED IN THIS LIST. PRESCRIPTIONS DISPENSED 
FOR A N Y  OF THESE ITEMS WILL NOT BE PAID FOR AMD YOU WILL 
HAVE TO ABSORB THE ENTIRE LOSS YOURSELF. THERE ARE SOME 
COMMONLY PRESCRIBED ITEMS IN THIS LIST SO BE WELL AWARE OF 
THIS ASPECT OF THE NEW MEDICAID PROGRAM.

Y OU SHOULD CONSIDER THE IMPACT OF THE REGULATION THAT 
REQUIRES THAT Y O U  BE REIMBURSED AT THE "LOWER OF" THE 
MEDICAID FEE PLUS ACQUISITION COST AS DESCRIBED ABOVE OR 
YOUR "USUAL AND CUSTOMARY" PRICE WHICHEVER IS L E A S T . AN 
INDIVIDUAL PHARMACY MAY FIND THAT MANY OF THEIR LOW END 
PRICES FALL FAR BELOW THE MEDICAID FEE PLUS COST, BUT THIS 
LOWER FEE WHICH IS DICTATED BY THE MARKETPLACE WILL BE THE 
AMOUNT YOU ARE REIMBURSED. "LOSS LEADER" TYPE PRICES AS 
CHARGED TO THE PUBLIC MUST BE PASSED ON TO THE MEDICAID 
PROGRAM AND ARE YOUR "USUAL AND CUSTOMARY" PRICE TO BE 
BILLED TO THE PROGRAM. YOU DO NOT GET THE BENEFIT OF THE 
MEDICAID FEE BEING HIGHER THAN YOUR NORMAL FEES AT THE LOW 
END OF THE SCALE TO MAKE UP FOR THE LOSSES OF THE MEDICAID 
FEE BEING LOWER THAN YOUR NORMAL FEES ON HIGH PRICED 
PRESCRIPTIONS.
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T H E  FACT THAT T H E  MEDICAI D PROGRAM SUBTRACTS AN A M O U N T  FROM 
A W P  A N D  A L S O  UTILIZES THE "LOWER OF RULE" MAKES. IT MUCH 
DIFFERENT FROM OTHER THIR D P ARTY P ROGRAMS THAT U T I L I Z E  A 
FIXED FEE R E I M B URSEMENT A N D  T H E  SIGNIFICANT IMPACT OF T H I S  
DIFFERENCE SHOULD BE EVALUATED BY THE  INDIVIDUAL PHARMACY.

AGAIN, EACH PHARMACY, ON AN INDIVIDUAL BASIS, M U S T  DETERMINE 
T H E  IMPACT OF PARTI CIPATING IN THE NEW MEDICAID PROGRAM ON 
T H E I R  INDIVIDUAL OPERATION. W E  URGE Y O U  TO GATHER THE 
NE C E S S A R Y  DATA, EVALUATE THE VARIOUS FACTORS AFFECTING Y O U R  
PARTIC ULAR CASE, A N D  THEN MAKE Y O U R  OWN DECISION OF T H E  PAT H 
Y O U  W I L L  TRAVEL  ACCORDING TO YOUR INDIVIDUAL PHILOSOPHIES 
A N D  B U S INES S STRATEGIES.
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Alaska Dtate Legislature 
FO BOX V
Juneau, All 99311 

ATTN: FINAHJE COMMITTEE!

Dear Legislator:

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

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

THANK YOU,



TO; HOUSE FINANCE COMMITTEE 

TO; REP TAYLOR 

TO: REP C . DAVIS

RE: HB 0 7 0  PAYMENT OF MEDICATION UNDER MEDICAID GUIDELINES

I WOULD LIKE TO EXPRESS MY CONCERNS REGARDING THE PROPOSED

LEGISLATION. THE NEW PAYMENT SCHEDULE I S  BELOW THE ONE RECOMMENDED
/

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

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

N0NREIM8URSEA8LE DRUG I S  USED.

I  ALSO HAVE RESERVATIONS ON USING SOME OF THE GENERICS THAT ARE

REQUIRED BY THIS LEGISLATION. SINCE I  HAVE ALREADY SEEN THERAPEUTIC

FAILURE IN SOME OF THESE M EDICATION S,.  PRIMARILY IN THYROID AND 

SEIZURE PRODUCTS.

THEN TO COMPOUND THE PROBLEM, WITH VIRGINIA COMPUTERS REFUSAL

TO RETURN CALLS, SEND INFORMATION , ANSWER QUESTIONS AND EXTREME 

REDUNDANCY IN INFORMATION REQUIRED. THE PROGRAM 3ECCMES A NIGHTMARE 

OF POOR PAYMENT, RESUBMITTAL, AND REFUSAL. MOST GOOD BUSINESSES WOULD

PUT THIS TYPE OF CLIENT ON A CASH ONLY B A S IS .

c 2 3 T -  V / S 7



TO: HOUSE FINANCE COMMITTEE 

TO: REP TAYLOR 

TO: REP C. DAVIS

RE: HB 07C PAYMENT OF MEDICATION UNDER MEDICAID GUIDELINES

I WOULD LIKE TO EXPRESS MY CONCERNS REGARDING THE PROPOSED 

LEGISLATION. THE NEW PAYMENT SCHEDULE I S  BELOW THE ONE RECOMMENDED

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

LEAVE3 LITTLE LEEWAY TO OFFSET ERRORS IN WHICH A NON-MAC OR A 

NONREIM8URSEABLE DRUG I S  USED.

I ALSO HAVE RESERVATIONS ON USING SOME OR THE GENERICS THAT ARE

REQUIRED BY THIS LEGISLATION. SINCE I HAVE ALREADY SEEN THERAPEUTIC

FAILURE IN SOME OF THESE MEDICATIONS, PRIMARILY IN THYROID AND 

SEIZURE PRODUCTS.

THEN TO COMPOUND THE PROBLEM, WITH VIRGINIA COMPUTERS REFUSAL

TO RETURN CALLS, SEND INFORMATION , ANSWER QUESTIONS AND EXTREME 

REDUNDANCY IN INFORMATION REQUIRED. THE PROGRAM BECOMES A NIGHTMARE 

OF POOR PAYMENT, RESUBMITTAL, AND REFUSAL. MOST GOOD BUSINESSES WOULD

PUT THIS TYPE OF CLIENT ON A CASH ONLY B A S IS .

Do h& l A * /  -S. AJd>/?£-sc. L  j

IA )/)T £ £ . s?/7



TO: HOUSE FINANCE COMMITTEE 

TO: REP TAYLOR 

TO: REP C. DAVIS

RE: H8 0 7 0  PAYMENT OF MEDICATION UNDER MEDICAID GUIDELINES

I  WOULD LIKE TO EXPRESS MY CONCERNS REGARDING THE PROPOSED 

LEGISLATION. THE NEW PAYMENT SCHEDULE I S  3ELCW THE ONE RECOMMENDED

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

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

N0NREIM3URSEA8LE DRUG I S  USED.

I ALSO HAVE RESERVATIONS ON USING SOME OF THE GENERICS THAT ARE

REQUIRED BY THIS LEGISLATION. SINCE I HAVE ALREADY SEEN THERAPEUTIC

FAILURE IN SOME OF THESE MEDICATIONS, PRIMARILY IN THYROID AND 

SEIZURE PRODUCTS.

THEN TO COMPOUND THE PROBLEM, WITH VIRGINIA COMPUTERS REFU3AL

TO RETURN CALLS, SEND INFORMATION , ANSWER QUESTIONS AND EXTREME 

REDUNDANCY IN INFORMATION REQUIRED. t h e  PROGRAM 3EC0MES A NIGHTMARE 

OF POOR PAYMENT, RE3UBMITTAL, AND REFUSAL. MOST GOOD BUSINESSES WOULD

PUT THIS TYPE OF CLIENT ON A CASH ONLY B A S IS .

2 4 1 5  HEMLOCK 2 0 8  

KETCHIKAN, AK 9 9 9 0 1

( X flS  '~ & '7/ £•'



RE: HB 0 7 0  PAYMENT OF MEDICATION UNDER MEDICAID GUIDELINES

I  WOULD LIKE TO EXPRESS MY CONCERNS REGARDING THE PROPOSED 

LEGISLATION. THE NEW PAYMENT SCHEDULE I S  BELOW THE ONE RECOMMENDED

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

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

NQNREIMBURSEABLE DRUG I S  USED.

I  ALSO HAVE RESERVATIONS ON USING SOME OF THE GENERICS THAT ARE 

REQUIRED BY THIS LEGISLATION. SINCE I HAVE ALREADY SEEN THERAPEUTIC 

FAILURE IN SOME OF THESE MEDICATIONS, PRIMARILY IN THYROID AND 

SEIZURE PRODUCTS.

THEN TO COMPOUND THE PROBLEM, WITH VIRGINIA COMPUTERS REFUSAL

TO RETURN CALLS, SEND INFORMATION , ANSWER Q U E S T I O N S  AND E X T R E M E  

REDUNDANCY IN INFORMATION REQUIRED. THE PROGRAM B E C O M E S  A NIGHTMARE 

OF POOR PAYMENT, RESUBMITTAL, AND REFUSAL. MOST G O O D  BUSINESSES W O U L D  

PUT THIS TYPE OF CLIENT ON A CASH ONLY B A S IS .

 SINCERELY___

c / l f t i .  UX-S 

3 0 0  (XW - / . .

, & 4 l  ■

<  9 0 1  \



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

REGION Alaska
Native

American
Indian

Hispanic Black White Asian Pacific Other/ 
Island. Unknown

Anchorage 23.0 1.0 3.3 12.8 53.0 4.6 1.3 .8

Kotzebue 98.9 .2 - - .8 - - -

None 97.0 .2 .2 - 1.5 .2 - .8

Northern 41.7 1.0 1.8 5.9 47.7 1.2 .3 .3

Southcentral 28.2 .7 1.0 .5 66.9 .4 .9 1.6

Southeast 46.0 1.3 .9 1.1 46.8 1.5 .7 1.6

Southwest 98.3 .1 - - 1.1 - .1 -

•Dotal 44.2 .8 1.8 5.9 43.5 2.1 .8 .8

DPA - MR014 June 1988



Pr.ri*:. £»oer-3itore Anahtit

1
FY 13 FY It

Actuals - 
FY B? Ft 8» FY 1? FY 16

Frcjerti: - 
FY 89
•i i n r

. . . . . . . . . .  1
h  9-:
tl2:8?

Tit-1 1,358.0 1.808.2 2,653.6 £.760.3 2.B6T.C 3,863.6 3.616.6 6,13«.l
fiPR 196.3 169.5 206.C 266.3 83.5 103.6 85.6 16c.6
Medicaid 1,159.7 1,63:." 2,266.8 6,692.0 2,963.5 3,780.6 3,536.6 3.991.1
5-01 579.9 819.6 1,126.6 1.666.0 1,381.6 1,890.6 1,766.6 1,995.9

X Change Total 33.15V 35.65; IE.Ml 3.161 3*.61S -6.B3; I-.26*.
X Change Besiceid 61,30V 3".£3*. ic.Bi; 1C.89V 3s.e:: -6.55; 12.99;
X Change Wf. -16.5?; 20.35V 31.52; -66.62; 23.59V -17.25; 66.76!

Total Cost to the Stitc 
Cost to State bid progrie 

beer. Bedjcaid funded

FYE3 - FYBt 
16,083.1 
7,Ml.6

Potential Savings
if prograe eoved to Redicaid

.fy r
.K* pro|ra» redefinition 
.lepleeert Pt.aroarv Cost Centainaent 

.** Cooiyaents
In FY E<i 107,000 perscriptions »*'t covered. A II coparaer.t 
resulted in in annua! saving* of :

.Over the Counter
Elieinatior: of eve: the courts* pi*:r.ases with exceptier of 
Insulin resulted ir a saving* cf:

.30 da> Supoh or- hand
bo »jv to directly Hii/i ir the claies cayier*. svstei. Estieated at: 

.Gertc*:: Substitution ehere pcssitle
N: na. to orectlv eeasure ir tr.e ci-it- p»*asf! SjiiiK. Esiioate: at:

.fy 63 ar.d FY 90 Froectione based or IE/Bi pr:;c:ticr. 
E:'.5: ?.!•£*-: .EHEK'. .fHRfcY.Ifi 1 65-Jan-8:

Per Yea?

r* * 
•«





f | A 1 61
standards a»c  m n n v »  pathcmts • Ravin* Edition

A1 2
3
4
5
6
7

EA ADO

AN I 1 
2 
3 
A
5
6 
7

EA ADD

sob

63-
*97
760
623
63

7/l/Bi 1/1/83 1/1/84

546 597 617
€1* €74 696
65: 75* 775
750 628 854
818 905 933
886 986 1012
68 77 79

: !V * 9 * .71
1/1/85 1/1/86 7/1/86 1/1/87

638 657 657 6(5
719 747 7kr 7*c
eo; 623 823 6:3
881 906 906 917
962 989 989 1001
1043 1072 1072 1085
81 83 83 84

1/3/M

222 236 238 246
445 476 476 492
508 544 553 571
571 612 630 650
634 680 707 729
697 748 784 808
760 816 861 887
63 68 77 79

286 308 *359
*382

*391

261 264 275 28>
522 528 550 57
605 612 637 66
688 696 724 75
771 780 811 84
854 864 898 93
937 948 965 102
83 84 87 9

416 421 437 45

*154 •*156 **162 **1E

SINGLE ADULT/ < 
HjECjgHT WHAn** 

< 
c
t  
t
e 
*

TT7 T 7 J T
**AD0ITI0NAL
inCREMDTTTOr
TRCAP."5WjU5E **145 *•150 **154

APA

INDIV.

COUPLE

-35
♦35
-35
♦35

C
*
<
«
f
t
t
t
e
«

N.H.P. 1C EDS:
•INDIV. B 
-B EL 1C. COUPLE 
-A COUPLE, 1 INELICIBLE 
-fi COUPLE, 1 IWLICIBIE 
-NURSING HOME 3006 CASES 

<
_______________ e__________

«
  *

c
-INDIV. "A" LVC. ARR. 
-INDIV. "B" LVC. ARR. 
-COUPLE "A" (
-COUPLE "B" c 
-SSI - LONG TERN N.H.

«
__________  C_______

624 632 659 6t

925 937 976 10*

70 70 70 7 5  ;
516 523 545 n
768 778 811 8J
749 759 791 b:
592 600 625 6'
1020 1020 1062 111

SSI STANDARDS:

314 325 336 336
209.34 216.67 224 224
472 486 504 504
314.67 325.34 336 336

340
226.67
510
340

354 3.
236 245
532 5

354.67 366 
25 30

<
APA-SSI t
R T T O T E  LlHiTSc 
' - " IWt iVIDUAL c 
- COUPLE e

_______________ c_
c

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

AFDC • Aid to Famlllet with Dependent Children 

Al ■ AFDC Adult Included 

AN I * AFDC Adult Not Included 

APA « Adult Public Assistance (Old Age Assistance, Aid to the Dlseb'ed,
* • r t c  t t e  E l i n d  

b . h . P . K  Nu r s i n g  hone Pe r s o n  Needs  A1 1 o n e r Ce

2/12/BE
S K T

805
1009
1213
1417
ie:i
16: i 
?:?:



a n c h o r a g e  c c n s j m e r  p r i c e  i n d e x

a l l  u s s k : o o k s’j k e s s

Period
Medical
Care

Medical
Care

Services

FY83 to FY84 4.77% 4.71%

FY84 to FY85 5.02% 4.83%

FY85 to FY86 7.. 47% 7.76%

FY86 to FY87 14.52% 15.65%

FY87 to FY88 6.8% 7.46%

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

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

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

Division of Medical Assistance 
1/89



AFDC Children 
Cash 
No Cash

AFDC Adults 
Cash 
No Cadi

Program Tbtal 
Cash 
No Cash

2,679
81

14,064
4,692

6,436
563

25,173
5,619

Itotal Recipients 30,792

DMA - MR022 June 1988



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

AGES PERCENTAGE of RECIPIENTS

Under 1 4 %

1 - 5  21%

6 - 1 4  23%

15 - 20 9%

21 - 44 28%

45 - 64 6%

65 - 74 5%

75 - 84 3%

85 + 1%

DPA - MR013 June 1988



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

AFDC APA Medicaid Only

Anchorage 2972 1720 1020

Kotzebue 222 175 37

Nome 231 252 55

Northern 1276 919 421

Southcentral 1438 910 581

Southeast 778 601 378

Southwest 691 909 435

Ttotal 7608 5486 2927

AFDC = Aid to Families with Dependent Children 

APA = Adult Public Assistance

Medicaid only = Medicaid benefits with no cash related cash assistance

DPA - MR013 June 1988
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Service Recipients
FYS9 

Annual Amount

1. Chiropractic

2. Adult  Dental

2. Emergency Hospital  Services

4. Speech, Hearing & Language Disorders

5. Optometrists Services & Eyeglasses

6 . Occupational Therapy

7. Pro sthetic  Devices

8 . Medical Supplies & Equipment

9. C l i n i c  Services Includes Mental Health C l i n i c s

10. Physical Therapy

11. Personal Care

12. N o n - I n s t i t u t i o n a l  Long Term Care

13. In p a t i e n t  P s y c h ia tr ic  Services

14. Intermediate Care f o r  the M e n t a l ly  Retarded

15. Intermediate Care Services

16. In d iv i d u a l s  Under 21 Not E l i g i b l e  f o r  AFDC

17. S k i l l e d  Nursing Services f o r  I n d i v i d u a l s  
under 21

18. Aged, Bl ind and Disabled I n d i v i d u a l s

19. I n d iv i d u a l s  i n  a H o s p i t a l ,  S k i l l e d  or I n t e r ­
mediate Care Under 300? SSI level

20. I n d i v i d u a l s  Under 21 Under Sup ervisio n o f  
the Department

600

2,032

-0-

298

4,543

36

198 - j 

330 

1,384 

224 

96 

-0- 

69 

116 

400 

1,500

14

2,766

49

500

381.2 

935.6

-0-

159.4

905.0 

377.0

788.0

3.497.8

152.2

797.2 

-0-

3,552.4

6.983.6

17.108.6 

1,785.0

786.3

19.824.8

2,800.2

595.0

13 Includes Alaska P s y c h i a t r i c  I n s t i t u t e  
K  Includes Harborviev.' Developmental Center
16-2C Are E l i g i b i l i t y  Groups. The costs shown are included in  the above optional  services 

a; we1! as the mandatory Medicaid serv ices.  
r ' r 9 r r r , ; '  based cr p n o j e c t io r  c* 12/ 88.
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I'pdated: Cl ' !€ .  S:

(Ccrtact: Eric Hansen - £61-21711

Gee*i Statemen * •% •

To f a c i l i t a t e  the development and implementation of a Medicaid 
program in  Alaska by January 1, 1529 which maximizes feGc'-'c’ ra 
funds w ith  minimal f in a n c ia l  impact to  the pharmacy community; 
minimal adverse impact to the r e c ip ie n t  community.

pnarr-acy 
t c r ^ c  
anc with

Person Action

Schedulee 
Completicr. 

Cate
Cate

Cc-c'etec

A l l 1) Planning July ; £ , ’ ££ July 15

A l l 2) Steering Committee Nominations Ju ly  20 August 12

E. Harsen 21 RFP's
a. Dispensing Fee Survey
b. Pharmacist

July  20 
August 4

July 22 
August 5

E. Hansen 4} Proposal Evaluations
a. Dispensing Fee Survey
b. Pharmacist

Sept. 1 
Sept. 1C

Sept. 2 
Sept. 1C

E. Hansen 5) Contracts in Place Sept. 20 Oct. 11

K. Busch 61 Pric in g Methodology Determined Nov. 15 Dec. 10

Orkano 71 TVCC Work Order Submission Nov. 16 Dec. 1C

6 . Lances £1 Emergency Regs Submission Dec. 1 Jar.. 16, ’ £9

G. Landes SI Medicaid P ol icy Manual Update Dec. 2C *

TVCC 1C1 Provider Manual D i s t r i b u t i o n Dec. 2G Dec. 2£

A l l 111 Program Implementation Jan, 2 , 189 Feb. 1 , 189

E. Hansen 121 Contract Pharmacist f o r  
Prog/am Adm inistration

Feb. 20

E. Hansen 121 Drug Cost Audit Recuired March 1

G. Lances 14; D raft  State Pier. Submitted Marcn 2C

S t e e r i r :  C o ^ i t t e e  Purpose:
•.  F a c i l i t a t e  cccc communication anc cata sharing between tne pr.

co— - r ' t y  anc the Department.
21 ProviGe representation f o r  any and a l l  co nt ra c t in g  processes 

the pharmacy program e f f o r t .
21 Prodjce c report  or the program by A p r i l  1, 19P9.

arm.acy

that are r e e : e :

C:- - • T i e ?  v e~Crrshic:
• : r : r  * r ' C j r .  n r  Bustr.  Vance Sar cers, E i i l  

 ̂: r S £ r , E L ’ n C S t r '■ ”
Lar«o'-. .a-, a : * : r s : r .

n



I n t r o d u c t i o n ;

This repcr t  is the product of  the committee fcrmeo to guide the design, d e v e l­
opment and implementation o f  the Alaska Medicaid Pharmacy program. as mandated 
in  the l a s t  l e g i s l a t i v e  session.

Enclosed f cr backgrcuno information are copies of the minutes o '  a l l  the 
committee meetings; l e t t e r s  from the state to federal o f f i c i a l s ;  the dispens­
ing fee survey report;  issues summary; contracts involved in  the establ ishment 
o f  t h i s  program; and a copy of the Alaska State Plan arc Regulations.

M i s s i o n :

The pharmacy committee was formed and tasked to:

F a c i l i t a t e  the development and implementation of  a Medicaid pharmacy 
proor am in  Alaska by January 1, 1985 which maximizes federal  matching 
funds with minimal f i n a n c i a l  impact to  the pharmacy community; and with  
minimal adverse impact to the r e c i p i e n t  community.

F a c i l i t a t e  good communication and data sharing between the pharmacy 
community and Department.

Prcvioe representation  f o r  any and a l l '  contracting processes th at  are 
r.eecec fo r the pharmacy program e f f o r t .

Produce a report on the program by A p r i l  1, 198S.

I s s u e s :

The p r i r e r y focus o f  t h i s  e f f o r t  has been to  determine hew pharmacies wculd be 
paid f c r  dispensing drugs^tc Medicaid and General Rel ie* Medical r e c ip ie n t s .

The two components o f  a payment system are the dispensing fee (a fee which 
incorp ora te s o i l  overhead and p r o f i t ' , ;  and the ingredient cost.  Both cf  these 
compcr.c-'ts had to be determines as a r e s u l t  of indeper,oept  accounting surveys 
o f  Alas*a pharmacies.

The r e s i s t s  o* the dispers ing fee survey shew Alaska pharmacies havirg tr.e'e 
t h a r double the overhead o f  pharmacies nationwide (S7.I7 vs S2 . ^ 5 ; .  This the 
s t a t e  ag-eec to  support.

The actu al  formula is  based on three s i g n i f i c a n t  vari ables:  scu2pe footage,
per s c r ‘ c*.* c  volume, and percertage of Mecicaio p r e s c r ip t i o n s . Th& aver ece 
o r : * i :  z - '  c e s c n p t i o r  wss fo u r d t h rc u g h  tr.e su-. e /  to be .72 certs.  W  
s ta te  a : - r r C  tc acd t h is  amour.: tc the d ispers ing fee.



aruc cost  survey.

I t  has c o n s i s t e n t l y  been the intent c# a l l  part ies  tc t h i s  e ^ m t  t :  ma»ir - :e  
reimbursement tc the pharmacy, within  the corstro ir.ts  of feceral reouiremer ts 
f c r  a c c o u n t a b i l i t y  and reasonableness.

From the c u t s e t ,  a l l  those involved recognized th at  A la s k a ’ s s i t u a t io n  was 
very u r ic u e .  Net only have we tne highest costs in the country, but we have 
t e e r paving f u l l  "asked price" for a l l  p r e s c r ip t io n s .  The *eceral posit ion is 
th a t  government w i l l  not pay retc': l price.  Sc the c o n f l i c t  is apparent ar d 
i r r e c o n c i l a b l e .

However , i t  i s  the consensus o f  th is  committee th at  the mcst favorable te-ms 
p o s s ib le  have been developed f o r  the pharmacy program. P a r t i c u l a r  concern *or 
the s m a l le r  pharmacies is  a l l e v i a t e d  as the formula that  arose from the survey 
data in c-ease s payments as s ize  anc volume decrease.

The pharmacist  members of  the committee hcwever, are of the opir.icr that  
fe d e ra l  r egula to rs  are too r e s t r i c t i v e ,  ano that s ta te  court action against 
the f e a e r ol government would r e s u l t  in a more favorable program.

A ls o ,  three sta te s  are chal lenging the federal  p o l ic i e s  in  t h i s  area in court.  
I t  i s  the recommendation of t h i s  committee t h a t  a l l  decisions of th is  nature 
be monitored and th a t  state  p o l ic y  be m o d if ied ,  i f  p o ss ib le ,  in  the future  tc 
mere c lcse^y r e f l e c t  the preferred options of  v a r ia b le  fees anc payment cf  
l i s t  ca ta lo g  pr ice (average wholesale price or "AW?").

C ost /B e r er i t  A n a l y s i s :

The t o t a ’ c re - t im e  cost f o r  the contracts tc design, develop and impTemert the 
M ecicaic  pharmacy program was S16-, 5CC. Savings through re ceipt  of feder al 
matching funds f o r  the f i s c a l  year ending Our.e 3C, 19SS is  projected at 
S I , 0 0 0 , CSC with  $2,500,000 projected to be saved each year there after before 
i n f l a t i o n .

Development Process:

The C o r r i t t e e  as a whole has cremated in  ar. open, in c l u s i v e  way wior m e  f j T  
p a r t i c i p a t i o n  and cooperation cf  a l l  p a r t i e s .  Further , i t  was ac-eec that  a’ 1, 
r e o r e s e r t a t i v e s  were conscientious in pursuing favorable  prcgr am t e rrs.



ALASKA LECAL SERVICES CORPORATION

January 23,1989

•»!» SIXTH STBCCT. SUITC 322
sit:

TtitPMONC 1907: 566- 6425

State of Alaska 
House HESS Committee

Re: H .B .70

D ear Committee members:

This letter is about H.B. 70, which will be the subject of a Committee hearing on 
W ednesday, January 25,1989. Kim Busch of the Division of Medical Assistance has 
asked me to convey my views on this bill to the Committee. Unfortunately, I will be 
out o f i o w t i  and unable to attend the hearing. Please accept this letter as rnv formal 
testimony.

I am  an attorney for Alaska Legal Services Corporation in its Juneau office. A large 
part of my practice consists of public benefits work, including medicaid and general 
relief medical ("GRM") cases. I am  also a consumer advocate representative on the 
M edical Care Advisory Com m ittee and a consumer advocate member of the 
Pharmacy Program Steering Comm ittee.

T he Pharmacy Program Steering Com m ittee was initiated by the Division of 
M edical Assistance to provide a forum for interested persons to propose or 
com m ent on proposals for im plem enting Alaska's Medicaid Pharmacy program. As 
you know, last year the legislature passed a law' that moved funding for Alaska's 
pharm acy program from the G .R.M . (100% state dollars) to the medicaid program 
(equal state and federal funding). The Steering Committee's task was to bring 
together the oroertise of pharm acists, policy makers, and consumers to formualte 
the best possible medicaid pharmacy' program for Alaska's future pharmacy needs.

I believe the Steering Com m ittee has done iust that. lit so doing, we held regular 
meetings which were open to the public. We had a high level of participation, 
including affected members of u rban and rural pharmacies. Throughout this 
process, the Division of Medical Assistance sought and recieved valuable input. 
O nce a decision was m ade on the workings of the program, the D epartm ent 
defended it with the federal bureaucracy.

As the  consumer representative on the committee, I implore you to think long and 
hardfcjjgfpre allowing the law authorizing the medicaid pharmacy program  to sunset. 
In F * p 5  alone, the state will realize a savings of 2.5 million dollars because of this 
program , Please do not retrench from a well-conceived and fiscally sound program.

On behalf of all indigent recipients of medical care in Alaska. I thank you for your 
tim e and effort on this im portant issue.

^jnAarAlti •

Vance A  Sanders 
A ttorney at Law
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FROM: R O N  SEDGWICK, Reg.Pharm.
Legislative Chairman & Member Board of Directors
Alaska Pharmaceutical Association
Member Pharmacy Me dicaid Steering Committee

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

MARCH 15, 1989

ALASKA'S PHARMACY..MEDI.CAID_ERQSBAM

THE SERIOUS CURRENT PROBLEM

AND

A—PROPOSED ..SOLUTION



Th<? Problem

The Pharmacy Medicaid P r o g r a m  implemented by emergency 
regulation on February 1, 1989 along with further
restrictions that are soon to be Implemented appear to be 
too restrictive to continue to attract sufficient pharmacy 
providers to allow m e d i c a i d  recipients reasonable access to 
pharmacy services. Some M e d i c a i d  recipients no longer have 
access within their community to pharmacy services. Because 
current pharmacy n u r s ing home pr oviders find the e xisting 
p r ogram incompatible with their op erating goals and 
procedures, the maj ority of nursing home p atients in 
Anchorage, and perhaps soon Fairbanks, will no longer have 
pharmacy services If new providers cannot be found.

Title XIX of the Social Security Act dictates that Medicaid 
recipients are to have "free choice of qualif ied providers 
of health services." (S.Rep. no. 744, 90th Cong., 1st Sess. 
5 <1967). Congress' intent w as to remove from recipients 
both the stigma and lack of access to equivalent care as is 
available to the general public. The services are to be 
"through established private sector providers" of health 
care. In order to meet this fundamental statutory goal, 
reimbursement systems under Medicaid are to be designed "in 
order to encourage [providers] full cooperation and 
participation in the provision of services." (S.Rep.No. 404, 
89th Cong., 1st Sess. 76 (1965). Co ngress recognized that 
in order to achieve its goal of provi d i n g  equivalent access 
to and quality of medical care through the private sector, 
Medicaid reimbursement would, of necessity, have to provide 
adequate compensation to providers for both costs and 
profit.

Alaska's pharmacy M e d i caid program currently m e e t s  neither 
the above criteria nor the criteria of the letter of intent 
p a s s e d  last session by Alaska's legislature in authorizing 
the development and implementation of a pharmacy Medicaid 
program, (see attached "Letter of Intent")

Alaska's pharmacists are w i l l i n g  to fully participate in a 
well structured and equitable Medicaid system. But the 
existing system does not meet these goals because of its 
inequitable and unattractive reimbursement methodology.



T h e  reimbursement m e thodolo gy put forth In the Myers and 
Stauffer "Report On the Cost of Dispensing Pharmaceutical 
P r e s c r i p t i o n s  in the State of Alaska" dated December 1988 
an d  k n o w  as the "Estimated Acqulstion Cost Formula-Based 
Fee" or the "fourth option" (see attached extract from the 
My e r s  and Stauffer report) if implemented would meet most of 
the criter ia deemed necessary by Alaska's pharmacists.

T h i s  option was the only methodology found acceptable by the 
pharmacist members of the s t e eri ng committee appointed by 
Commissioner Munson of Health and Social Services and was 
se l e c t e d  by the full committee as the methodology of choice.

When informally present ed to federal Health Care Financing 
(HCFA) officials by representatives of Alaska's Department 
of Health and Social Services in an oral presentation the 
method o l o g y  w a s  rejected as unsuitable, again in only an 
oral r e p l y . An "on the record" written rejection of this 
pr e f e r r e d  methodology apparently does not exist. Alaska 
Division of Medical Assistance officials, at least to date, 
have been unable to supply us with copies of any written 
record  from federal HCFA officials that confirms or supports 
this rejection despite our requests for such Information.

Could it be that HCFA offlcals were only trying to bluff 
A laska DMA officials into m o v i n g  away from a methodology 
perfectly acceptable under the "Final Rule" payments for 
drugs regulations? (Federal Register/Vol. 52, N o . 147 
/ 7 - 3 1 - 8 7 ) .

T o  us, this appears to be the case because another state is 
currently receiving federal matching funds for a program 
that uti lizes the same elements and principles included in 
the A laska p referred m etho dology that was unofficially 
rejected. (see attached memo: Texas Pharmacy Medicaid
P r o g r a m  as Model for Alaska)

It is extremely probable that all Alaskan pharmacies would 
w i l l ingly participate In the m e d i c a i d  program and the 
de t e riorat ing provider network w o u l d  be repaired if this 
p r e f erred methodology were to be implemented.

A l a s k a ' s  pharmacists respectfully request the assistance of
officials to call 
o p t i o n .

the Alaska Legislature in
HCFA's bluff and Implement

requiring DMA 
this preferred

Federal m a t c h i n g  
pharmac y provider 
levels.

funds w o u l d  still 
network w o u l d  be

be captured and the 
restored to necessary



MARCH 13, 1989

FROM: R O N  SEDGWICK, Reg.Pharm.
Legislative Chairman & m ember Board of Directors 
A l ask a Pharmaceutical Association

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

S u b j e c t : Xfixag.£h.annflcy M e d i c a id .g.r.pgrflm..ag -flptigl for ALasl<a

1. T e x a s  m e d i c a i d  program has a pharmacy reimbursement system that
utili z e s  a methodology where the total reimbursement 
Is linked to to cost of ingredients.

T exas formula Estimated Acquisition Cost (EAC) + $3.26

(divided by) .945

2. The only reimbursement methodology recommended by the pharmacist 
m e m b e r s  of the Alaska m e d icaid  "steering committee" and deemed 
acceptable by Alaskan pharmacists statewide Is the "fourth option" 
of the Myers and Stauffer report. T h i s  is an implementation of
a m e t h o d  utilizing  a similar m e thod to the Texas program.

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

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

Fac.tS-.flfo.Q.U-t _th.e X.e.a;a g-M.Q<te_L

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

The T exas met hodology has not been challe n g e d  by federal HCFA since the 
publication of the "Final Rule" in October of 1987. (challenges were made 
prior to 10/87 but any challenge for the period since that time became moot 
because the "Final Rule" removed any basis for challenge.)

T exas pharmacy  m e d icaid  administrators support this methodology as b eing a 
fair and reasonable mea ns of reimbursement to their pharmacy providers.

T exas pharmacy m e d i c a i d  contact available for verification of facts:

Mr. Bob Nash
Texas phamacy m e d i c a i d  program 
(512) 450-3198
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"4fiBk Alaska State Legislature * *

SENATE 
C o m m itte e  o n  F in a n c e

Official Business P .O .  Box V  
State Capi to l  

Juneau,  A l a ska  9 9811

L E T T E R  O F  I N T E N T  O N  S B  2 5 5

I t  is 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 l a t i o n s  
a r e  d e v e l o p e d  t o  i m p l e 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  f o r m  
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 i c a l  p h a r m a c y  p r o g r a m  b e  
d u p l i c 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 i d e l i n e s .  T h e  g o a l  o f  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  s h a l l  b e  t o  s e e k  a  r e i m b u r s e m e n t  s y s t e m  
c o n s i s t e n t  w i t h  t h e  u s u a l ,  c u s t o m a r y  a n d  r e a s o n a b l e  f e e s  
c h a r g e d  b y  p h a r m a c i e s  t o  t h e  A l a s k a n  g e n e r a l  p u b l i c .  T h e  
r e g u l a t i o n s  s h o u l d  a v o i d  h a r s h  e c o n o m i c  i m p a c t  o n  t h e  
p h a r m a c y  p r o v i d e r  c o m m u n i t y  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  n u m b e r  o f  p h a r m a c y  p r o v i d e r s  a c r o s s  t h e  
s t a t e  t o  a l l o w  t h e  m a x i m u m  a c c e s s  t o  p h a r m a c y s e r v i c e s  b y  
t h e  m e d i c a i d  r e c i p i e n t  c o m m u n i t y .  L e g i s l a t i v e  A u d i t  
s h a l l  p e r f o r m  a r e v i e w  o f  t h e  p r o g r a m  a n d  r e p g 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, 1989.



MARCH 13, 1989

FROM: RON SEDGWICK, Reg.’"harm.
Legislative Chairman 8< m e m ber Board of Directors 
Alaska Pharmaceutical Association

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

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

It represents  the only payment methodology 
acceptable to Alaska's pharmacists.

alternative



R e p o r t

*

O n  t h e  C o s t  o f  D i s p e n s i n g  

P h a r m a c e u t i c a l  P r e s c r i p t i o n s  

I n  t h e  S t a t e  o f  A l a s k a

P r e p a r e d  f o r  t h e

Division, o f  M e d i c a l  A s s i s t a n c 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  
S t a t e  o f  A l a s k a  

4 4 3 3  B u s i n e s s  P a r k  B o u l e v a r d ,  B u i l d i n g  "M" 
A n c h o r a g e ,  A l a s k a  9 9 5 0 3  

»

P r e p a r e d  b y

M y e r s  a n d  S t a u f f e r ,  c h a r t e r e d  
C e r t i f i e d  P u b l i c  A c c o u n t a n t s  

9 0 9  T o p e k a  A v e n u e  
T o p e k a ,  K a n s a s  6 6 6 1 2

I n  C o n s u l t a t i o n  w i t h

G e n e  H o t c h k i s s ,  R P h  
C a r o l  M o r g a n ,  R P h

D e c e m b e r  1 9 8 8

E S T I M A T E D  A C Q U I S I T I O N  C O S T  F O R M U L A - B A S E D  F E E

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

a p p r o p r i a t e  f o r  p r o v i d e r s  i n  t h e  S t a t e  o f  A l a s k a ,  e s s e n t i a l l y  

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

10

t.



o f  t h e i r  c u r r e n t  c h a r g e s .  D a t a  h a s  b e e n  g a t h e r e d  o n  56 

p h a r m a c i e s  r e s p o n d i n g  t o  t h e  U s u a l  a n d  C u s t o m a r y  S u r v e y ,  

r e s u l t i n g  i n  a s a m p l e  o f  a p p r o x i m a t e l y  9 3 0  p r e s c r i p t i o n s .  

E x h i b i t  4 is a b i v a r i a t e  p l o t  w i t h  s e l l i n g  p r i c e  o n  t h e  v e r t i c a l  

a x i s  a n d  a v e r a g e  w h o l e s a l e  p r i c e  o n  t h e  h o r i z o n t a l  a x i s .  T h e  

f o r m u l a  f o r  t h e  l i n e  d r a w n  i n  t h e  e x h i b i t  is $ 4 . 3 1  +  1 . 2 1  (dr u g  

a c q u i s i t i o n  c o s t  o r  AWP) f o r  a n y  g i v e n  p r e s c r i p t i o n  d i s p e n s e d .

T h e  R 2 is .932, w h i c h  d e n o t e s  a h i g h l y  a c c u r a t e  p r e d i c t i o n  o f
%

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

C o n s i d e r  E x h i b i t  4. T h e  f e e  t h a t  w o u l d  b e  p a i d  a c c o r d i n g  t o  

t h e  f o r m u l a  is $ 4 . 3 1  +  .21 (EAC). T h i s  i n c l u d e s  a n  a l l o w a n c e  f o r  

p r o f i t ,  b u t  d o e s  n o t  i n c l u d e  a n  a d j u s t m e n t  f o r  i n f l a t i o n .

E x h i b i t  5 is a v a r i a t i o n  o f  t h e  a p p r o a c h  u s e d  in t h e  f o u r t h  

a l t e r n a t i v e .  T h i s  e x h i b i t  e x p r e s s e s  t h e  r e s u l t s  o f  a m u l t i p l e  

r e g r e s s i o n  m o d e l  w h e r e i n  a d d i t i o n a l  d a t a  is t a k e n  i n t o  

c o n s i d e r a t i o n .  T h e  a d d i t i o n a l  d a t a  s h o w s  t h a t  a p r e s c r i p t i o n  

b e i n g  d i s p e n s e d  b y  a n  i n d e p e n d e n t  p h a r m a c y  a n d  b e i n g  d i s p e n s e d  

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

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

d e t e r m i n i n g  a f e e  b a s e d  u p o n  t h e s e  c o n s i d e r a t i o n s  is:

$ 2 , 2 6 2  +  0 . 2 1 4  (EAC) +  2 . 6 1 4  (if l o c a t e d  in r u r a l  area)

+  1 . 9 7 7  (if i n d e p e n d e n t  o r g a n i z a t i o n )



EXHIBIT 4 

ALASKA PHARMACIES

PLOT .OF BP WI TH EAC95
4 4 ----« i  »----- 4 ---- | , ..4 —

192. 5+ ♦
I ' . 1
I
I 1 1
i

165+
I 

I 
I 
I

137. 5+
8 1 1 
E I 1
L I  1 1
L I  1 1 1
I 110+
N I
8  I 1

I 1 1 1
P I I  1 1 1 1
R 62.5+ 1 1
I I  1 1  1211 1

C I . 2 1 4
E  I 111 2 1

I 2 11222

55+ 111236
I 1 2 2  424122
I 1 4 235362
I 22381661
I 1F69GE51

27.5+ 2CDJJI51 
3 11J**N72
I 134*+*93 
I1X**E62 
R0+E2

0+ + 
+  »— — 4------------J 1-----------1 ----------- * -----------1------------ I------------+ ~  t ----------4  ♦----------->------------M -

12.5 37.5 62 .5  8 7 .5  112.5 ,137.5 162.5
0 25 50 73 100 1215 150

ESTIMATED ACQUISITION COST <93* AWP)

936 caces p lo tte d . Regression s ta tis t ic s  o f BP on EAC95I
C orrelation .96560 R Squared .93239 8 .E . o f  Est 5.24363 2 -ta ile d  Sig.
In tercep t(8. E .) 4.30817< .24180) SlopeJS.E.) 1.208701 .01065)

V ariab le  Kean Btd Dev Hinieue Kaxieue N

BP 2 3 .66  20.16 3 .20 188.50 936
EAC95 16.01 16.10 .01 143.26 936



A L A S K A  P H A R M A C I E S '

R e g r e s s i o n  S u m m a r y  
D e p e n d e n t  V a r i a b l e :  S e l l i n g  P r i c e

I n d e p e n d e n t  V a r i a b l e  
________ E n t e r e d _________

. E X H I B I T  5

S t e p  F

N u m b e r  C o d e  • C o e f f i c i e n t  t o  E n t e r
«

0 Y - I N T E R C E P T  2 . 2 6 2

1 9 5 %  A W P  1 . 2 1 4  1 2 / 8 8 0 . 4 0 3

2 R U R A L  2 . 6 1 4  3 4 . 1 6 3

3 I N D E P E N D E N T  1 . 9 7 7  2 3 . 3 4 7

P r e p a r e d  w i t h o u t  a u d i t  b y  M y e r s  a n d  S t a u f f e r ,  C h a r t e r e d ,  
C e r t i f i e d  P u b l i c  A c c o u n t a n t s ,  T o p e h a ,  K a n s a s .

S o u r c e :  R e g r e s s i o n  A n a l y s i s .  S c h e d u l e  F, d a t e d  D e c e m b e r  12,

1988.



FROM: RON SEDGWICK, REG.PHARMACIST 
789-04513 JUNEAU

SEVERAL UNTRUE PERCEPTIONS RAVE COME UP REGARDING THE PHARMACY MEDICAID PROGRAM THAT UNTIL VERY 
RECENTLY HAS BEEN OPERATING SO SUCCESSFULLY. (SINCE THE EARLY 1970'S)

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

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

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

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

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

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

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

WHEN WE CONSIDER THE FACT THAT ALASKAN PHARMACIES HAVE A COST OF DOING BUSINESS NEARLY DOUBLE THAT OF 
LOWER *48' PHARMACIES (THIS WAS DOCUMENTED BY THE MYERS AND STAUFFER PHARMACY COST SURVEY COMPLETED IN 
DECEMBER 1988) IT SHOULD BE OBVIOUS THAT THE MEDICAL ASSISTANCE PROGRAM HAS NOT ONLY NOT BEEN PAYING 
TOO HUCH FOR PHARMACEUTICALS, BUT HAS BEEN GETTING AN EXCEPTIONALLY GOOD DEAL, EVEN WHILE PAYING USUAL 
AND CUSTOMARY MARKET PLACE PRICES.

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

RESPONSE: PROBLEMS WITH MEDICAID AND OTHER THIRD PARTY PAYMENT PROGRAMS REMAIN AS THE NUMBER ONE 
ISSUE WITH PHARMACISTS NATIONWIDE. LITIGATION BETWEEN PHARMACIST GROUPS AND MEDICAID PROGRAM 
ADMINISTRATORS IS CURRENTLY IN PROGRESS IN AT LEAST HALF A DOZEN STATES. IN A RECENT (FALL 1988) 
SPECIAL LEGISLATIVE SESSION IN THE STATE OF OREGON, NEARLY 60* OF THE SESSION WAS DEVOTED TO PROBLEMS 
PHARMACISTS ARE HAVING WITH OREGON'S MEDICAID PROGRAM. THE HERE EXISTENCE OF MEDICAID PROGRAMS IN 
THE OTHER STATES BY NO MEANS INDICATES THAT PHARMACISTS FIND THE PROGRAMS FAIR AND EQUITABLE. THEY 
SIMPLY HAVE HAD THE PROGRAMS RAMMED DOWN THEIR THROATS.



RON'S APOTHECARY SHOPPE 
P.O. BOX 32007 

JUNEAU, ALASKA 99803 
<907)789-0458

February 15, 1989

Mr. Eric Hansen
Division of Medical Assistance 
Department of Health and Social Services 
Pouch H-07 
Juneau, Alaska 99810

Dear Mr. Hansen:

We w o u l d  like to take this opportunity to put- into wri ting 
some of the reasons why we have decided that we can no 
longer continue as a pharmacy provider under the new 
Medic a i d  Pharmacy p r o gr am Implemented February 1, 1989.

We have always felt that participation in the pharmacy 
p r o g r a m  was marginal even when the reimbursement rates were 
equivalent to our usual and customary fees. The costs and 
time Involved in participation has always been much greater 
in providing m e d i c a i d  recipient pre scriptions as compared to 
p r o v i d i n g  service to private paying customers. Even with 
p r o g r a m  restrictions r e l a t i n g  to product selection at a 
m i n i m u m  under the old program, the hassle s of filling out 
forms, assuring eligibility, w a i ting for payment, filling 
out more documents when claims were rejected (most 
rejectio ns have been errors on the part of the fiscal 
intermediary) etc. have greatly Increased h a n dlin g costs for 
these prescriptions. If your present fiscal intermediary, 
T V C C  of Anchorage, w a s  unable to successfully p r oce ss claims 
without p r o blems under the old m e d i c a i d  program, we predict 
a complete disaster under the new m e d i c a i d  progra m with its 
added layers of requireme nts of m u lti source drugs, 
"non-effective" drugs, p r i c i n g  of compou n d e d  drugs etc. If 
some providers  are currently h o l d i n g  numbe rs of unpaid 
Invoices under the old program, the outlook is even bleeker 
for the future.

Now, under the new program, in order to participate the 
pharmacy provider must Increase his time Involved in 
h a n d l i n g  the prescription to insure new p r ogram requirements 
are met, and must Increase inventories in order to stock 
items m e e t i n g  p r o g r a m  acquisition cost ceilings on generic 
m u l t i p l e  source drugs. All this to receive less than 
adequate compensation for the services provided!



W h e n  y o u  o f f e r  r e i m b u r s e m e n t  t h a t  I s  n o t  o n l y  f a r  b e l o w  o u r  
u s u a l  a n d  c u s t o m a r y  c h a r g e s  b u t  I s  a l s o  b e l o w  o u r  a c t u a l  
c o s t  o f  d o i n g  b u s i n e s s  ( t h i s  f a c t  w a s  d o c u m e n t e d  i n  t h e  
r e p o r t  w e  r e c e i v e d  f r o m  t h e  a c c o u n t i n g  f i r m  M y e r s  a n d  
S t a u f f e r  a n d  c o m p i l e d  f r o m  t h e  d a t a  u s e d  i n  y o u r  f e e  
s u r v e y ) ,  w e  h a v e  n o  c h o i c e  b u t  t o  d i s c o n t i n u e  s e r v i c e  u n l e s s  
w e  a r e  w i l l i n g  t o  I n c r e a s e  o u r  c h a r g e s  t o  o u r  n o n  m e d i c a i d  
c u s t o m e r s  t o  s u b s i d i z e  t h e  m e d i c a i d  p r o g r a m .  W h e n  we  h a v e  
a s k e d  o u r  o t h e r  c u s t o m e r s  i f  t h e y  a r e  w i l l i n g  t o  p a y  t h e s e  
i n c r e a s e d  c h a r g e s ,  t h e y  r e m i n d  u s  t h a t  t h e y  f e e l  t h e y  
a l r e a d y  a r e  p a y i n g  t h e i r  s h a r e  o f  t a x e s .  S i n c e  w e  a l s o  f e e l  
w e  a r e  d o i n g  o u r  s h a r e  i n  t h e  t a x  a r e n a ,  w e  r e f u s e  t o  a b s o r b  
t h e  l o s s e s  a s  a  h i d d e n  f o r m  o f  t a x .  T h i s  l e a v e s  u s  o n l y  t h e  
a l t e r n a t i v e  o f  d i s c o n t i n u i n g  s e r v i c e .

We  n o t e d  t h a t  w e  c u r r e n t l y  s t o c k e d  o n l y  a p p r o x i m a t e l y  3 0 %  o f  
t h e  l i s t  o f  m u l t i p l e  s o u r c e  d r u g s  t h a t  m e e t  t h e  p r i c e  
c e i l i n g s  I m p o s e d  b y  t h e  m e d i c a i d  p r o g r a m .  We  a r e  u n w i l l i n g  
t o  i n v e s t  i n  f u r t h e r  i n v e n t o r y  J u s t  t o  f i l l  m e d i c a i d  
p r e s c r i p t i o n s  a n d  a r e  u n w i l l i n g  t o  a b s o r b  l o s s e s  i f  
d i s p e n s i n g  f r o m  o u r  r e g u l a r  s t o c k  i t e m s .

We  a r e  a l s o  u n w i l l i n g  t o  s e a r c h  t h r o u g h  t h e  l i s t  o f  5 0 0 0  
p l u s  i t e m s  t h a t  t h e  m e d i c a i d  p r o g r a m  w i l l  n o t  r e i m b u r s e  f o r  
e a c h  t i m e  w e  f i l l  a  m e a l c a l d  p r e s c r i p t i o n  e v e n  t h o u g h  m a n y  
o f  t h e s e  i t e m s  a r e  w i d e l y  p r e s c r i b e d  a n d  u t i l i z e d .  We  d o n ' t  
w i s h  t o  t a k e  t h e  r i s k  o f  i n a d v e r t e n t l y  d i s p e n s i n g  s u c h  a  
p r e s c r i p t i o n  o n l y  t o  b e  f o r c e d  t o  l a t e r  t a k e  t h e  e n t i r e  l o s s  
b e c a u s e  w e  m i s s e d  s e e i n g  i t s  HDC  n u m b e r  o n  t h e  h u g e  l i s t i n g  
p r o v i d e d  t o  u s  b y  t h e  d e p a r t m e n t .

We  a r e  p a r t i c u l a r l y  u p s e t  b y  t h e  n e w  p o l i c y  o f  n o t  
r e c o g n i z i n g  AWP ( a v e r a g e  w h o l e s a l e  p r i c e )  a s  t h e  c o s t  b a s i s  
f o r  s i n g l e  s o u r c e  d r u g s .  T h e  t r a d e  d i s c o u n t s  t h a t  y o u  
i n t e n d  t o  c o n f i s c a t e  i n  y o u r  A W P - m l n u s  p o l i c y  a r e  " e a r n e d  
d i s c o u n t s "  a n d  b e l o n g  n o t  t o  t h e  d e p a r t m e n t ,  b u t  t o  t h e  
p r o v i d e r  w h o  e a r n s  t h e m  t h r o u g h  p r u d e n t  b u y i n g .  D i s c o u n t s  
a r e  " r e t u r n  o n  I n v e s t m e n t " ,  m o n i e s  e a r n e d  b y  i n v e s t i n g  i n  
q u a n t i t i e s  o f  I n v e n t o r y .  T h e y  a r e  b a s e d  o n  t o t a l  v o l u m e s  o f  
m e r c h a n d i s e  p u r c h a s e d ,  n o t  J u s t  t h e  m e r c h a n d i s e  b e i n g  u s e d  
t o  f i l l  m e d i c a i d  p r e s c r i p t i o n s .  I f  o n l y  t h e  v o l u m e  
n e c e s s a r y  t o  f i l l  m e d i c a i d  p r e s c r i p t i o n s  w a s  c o n s i d e r e d ,  t h e  
t r a d e  d i s c o u n t s  w o u l d  b e  g r e a t l y  r e d u c e d ,  o r  n o n  e x i s t e n t .  
T h e  d e p a r t m e n t  w i l l  b e  c o n f i s c a t i n g  e a r n e d  d i s c o u n t s  t h a t  
r i g h t f u l l y  b e l o n g  t o  t h e  p h a r m a c y  b a s e d  o n  t h e i r  t o t a l  
o p e r a t i o n .  I t  i s  s i m p l y  u n f a i r  a n d  u n j u s t  t o  s u b t r a c t  u p  t o  
1 1 %  f r o m  AWP a s  i s  b e i n g  d o n e  i n  W a s h i n g t o n  s t a t e .



A n o t h e r  a r e a  of u n r e a s o n a b l e n e s s  in the m e d i c a i d  p r o g r a m  is 
t h e  l o s s e s  y o u  e x p e c t  the p r o v i d e r  to a b s o r b  d u e  t o  the 
" l o w e r  of" c l a u s e  of y o u r  r e i m b u r s e m e n t  f o r m u l a .  In the
real w o r l d  of p r e s c r i p t i o n  p r i c e s ,  t h e  a m o u n t  of g r o s s  
p r o f i t  v a r i e s  in a p r e s c r i p t i o n  p r i c e  b a s e d  o n  t h e  c o s t  of 
i n g r e d i e n t s .  E i t h e r  a p e r c e n t a g e  m a r k u p ,  v a r i a b l e  f ee  or a 
c o m b i n a t i o n  of b o t h  Is u s e d  to c o m p u t e  t h e  p r i c e .  In a t r u e  
f i x e d  f e e  s y s t e m  t h e  s a m e  fee is a d d e d  t o  the c o s t  of 
I n g r e d i e n t s  r e g a r d l e s s  of th e level of t h i s  c o s t .  W h e n  the 
i n g r e d i e n t  c o s t  Is sm all the f e e  c o n t r i b u t e s  to a l ar ge r 
g r o s s  m a r g i n .  W h e n  the i n g r e d i e n t  c o s t  is large, t h e n  g r o s s  

m a r g i n  is r e d u c e d .  T h e  a v e r a g e  of all p r e s c r i p t i o n s  s h o u l d  
p r o v i d e  a r e a s o n a b l e  m a r g i n .  But , in t h e  m e d i c a i d  s y s t e m ,  
s i n c e  m o s t  p h a r m a c i e s  do not e m p l o y  a f i x e d  f e e  s y s t e m ,  
u s u a l  a n d  c u s t o m a r y  c h a r g e s  w i ll  in m a n y  I n s t a n c e s  b e  les s 
th a n  th e m e d i c a i d  fe e p l u s  i n g r e d i e n t  c o s t ,  a n d  u n d e r  the 
m e d i c a i d  r u l e s ,  t h i s  lo w e r  u s u a l  a n d  c u s t o m a r y  f e e  w i l l  b e  
t h e  a m o u n t  p a i d  b y  the d e p a r t m e n t ,  t h u s  r e m o v i n g  th e m a r g i n  
n e e d e d  t o  m a k e  u p  f o r  th e  m u c h  l o wer  t h a n  u s ua l a n d  
c u s t o m a r y  f e e s  p a i d  b y  th e m e d i c a i d  s y s t e m  on h i g h  c o s t  
items. In o t h e r  w o r d s ,  the p h a r m a c i s t  l o s e s  at b o t h  e n d s  of 
the s p e c t r u m .  In o u r  c a s e  a c c o r d i n g  to the c o m p u t e r  
a n a l y s i s  w e  h a v e  d o n e  on ac tu al  m e d i c a i d  p r e s c r i p t i o n  d a ta , 
t h i s  los s du e  to t h e  " l o w e r  of c l a u s e "  a m o u n t s  to a s  m u c h  a s  
an a d d i t i o n a l  5%. ( N o t e  th at  th e 7 3  c e n t s  " p r o f i t "  y o u  ar e 

a l l o w i n g  in y o u r  r e i m b u r s e m e n t  f o r m u l a s  p e r  p r e s c r i p t i o n  
a m o u n t s  to  o n l y  3 %  on the  a v e r a g e  p r e s c r i p t i o n ! )  T h e  o n l y  
w a y  to e l i m i n a t e  t h i s  lo ss  is to  r a i s e  th e m i n i m u m  p r i c e  of 
p r e s c r i p t i o n s  to r e g u l a r  c u s t o m e r s  s o  t h a t  t h e  " l o w e r  of" 
c l a u s e  d o e s n ' t  " k i c k  in". T h e  p r o b l e m  of d o i n g  t h i s  is that 
no t o n l y  is it u n f a i r  to r e g u l a r  c u s t o m e r s ,  b u t  it a l s o  
p u s h e s  p r i c e s  h i g h e r  t h a n  the m a r k e t  p l a c e  wil l p e r m i t .
A n o t h e r  n o  w i n  s i t u a t i o n  fo r the p h a r m a c i s t !

W e  n o t e  t h a t  a  m u c h  m o r e  a c c e p t a b l e  r e i m b u r s e m e n t  s c h e m e  w a s
p r o p o s e d  i n  t h e  M y e r s  a n d  S t a u f f e r  " R e p o r t  o n  t h e  C o s t  o f  
D i s p e n s i n g  P h a r m a c e u t i c a l  P r e s c r i p t i o n s  i n  t h e  S t a t e  o f  
A l a s k a "  t h a t  u t i l i z e d  a  c o m b i n a t i o n  o f  a  p e r c e n t a g e  m a r k u p  
p l u s  a  f e e .  T h i s  p r o p o s a l  w a s  t h e  o n l y  r e i m b u r s e m e n t  
m e t h o d o l o g y  t h a t  w a s  d e e m e d  a c c e p t a b l e  b y  t h e  p h a r m a c i s t  
m e m b e r s  o f  t h e  P h a r m a c y  P r o g r a m  S t e e r i n g  C o m m i t t e e .  S i n c e
t h e r e  i s  n o t h i n g  i n  t h e  f e d e r a l  m e d i c a i d  r e g u l a t i o n s  t h a t  
s p e l l s  o u t  t h a t  s u c h  a  r e i m b u r s e m e n t  m e t h o d  i s  p r o h i b i t e d  
a n d  s i n c e  t h e  m e t h o d  i s  c o m p l e t e l y  b a c k e d  u p  b y  t h e  s u r v e y  
w h i c h  y o u r  d e p a r t m e n t  c o m m i s s i o n e d  a n d  w a 3  a c c o m p l i s h e d  b y  a  
n a t i o n a l l y  r e c o g n i z e d  e x p e r t  i n  t h e  f i e l d ,  w h y  d i d  y o u r  
d e p a r t m e n t  n o t  i m p l e m e n t  s u c h  a  m e t h o d o l o g y  a n d  t h e n  u s e  t h e  
e v i d e n c e  a t  h a n d  t o  b a c k  u p  y o u r  s e l e c t e d  m e t h o d ,  r a t h e r  
t h a n  b a c k  d o w n  a t  t h e  f i r s t  s i g n  o f  f e d e r a l  r e l u c t a n c e  t o  
t h e  i m p l e m e n t a t i o n  o f  a  n e w  t y p e  o f  s y s t e m ?



It Is o b v i o u s  to u s  that  f e d er al  o f f i c i a l s  b a s e  t h e i r
o p i n i o n s  on th e  o l d  m e d i c a i d  r e g u l a t i o n s ,  a n d  n ot  on the 
"final r u le " r e g u l a t i o n s  that  w e r e  p u b l i s h e d  In the fall of
1987. T h e  "final rule " r e g u l a t i o n s  a s  w e  r e a d  t h e m  a n d  as
t h e y  w e r e  i n t e r p r e t e d  fo r u s  b y  an a t t o r n e y  fo r the  N a t i o n a l  
A s s o c i a t i o n  of Re t a i l  D r u g g i s t s ,  lea ve  th e  r e i m b u r s e m e n t  
p o l i c y  up to the S t a t e  a s  l o ng  as  it Is b a c k e d  u p  by
e v i d e n c e  s u c h  a s  y o u r  fee  s u r v e y  p r o v i d e s .  L e t t i n g  fe d e r a l  
o f f i c i a l s  w a l k  all o v e r  y o u  as  yo u d i d  w i t h o u t  p u t t i n g  u p  a 
f i g h t  ir c e r t a i n l y  n o t  In the b e s t  I n t e r e s t s  of a s u c c e s s f u l  
A l a s k a  M e d i c a i d  P r o g r a m .

A l t h o u g h  It w a s  a d i f f i c u l t  d e c i s i o n  for u s  to m a k e  to 
w i t h d r a w  f r o m  the M e d i c a i d  p r o g r a m ,  w e  feel w e  m a d e  the 
r i g h t  c h o i c e  b e c a u s e  of t h e  r e a s o n s  o u t l i n e d  a b o v e .  W e  n o t e  
that o t h e r  p h a r m a c i s t s  a r o u n d  the s t a t e  a r e  m o v i n g  in a 
s i m i l a r  d i r e c t i o n ,  a n d  t h e r e f o r e  r e a l i z e  th at  w e  ar e  no t 
the o n l y  p r o v i d e r s  t h o r o u g h l y  d i s a p p o i n t e d  w i t h  the n e w  
m e d i c a i d  p r o g r a m .

W e  h o p e  t h a t  t h e  A l a s k a  L e g i s l a t u r e  will s e e  t h a t  y o u r  
d e p a r t m e n t  f a i l e d  In a d h e r i n g  t o  t he  i n t e n t  of th e  p h a r m a c y  
m e d i c a i d  I m p l e m e n t a t i o n  l e g i s l a t i o n  p a s s e d  last s e s s i o n  a n d  

wil l  w o r k  t o w a r d s  a s o l u t i o n  t h a t  wi ll  a l l o w  all p h a r m a c i e s  
to a g a i n  be m e d i c a i d  p r o v i d e r s .

S u e  K. S e d g w i c k  R . P H
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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 l a t i o n s  
a r e  d e v e l o p e d  t o  i m p l e 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  f o r m  
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 i c a l  p h a r m a c y  p r o g r a m  b e  
d u p l i c 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 i d e l i n e s .  T h e  g o a l  o f  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  s h a l l  b e  t o  s e e k  a r e i m b u r s e m e n t  s y s t e m  
c o n s i s t e n t  w i t h  t h e  u s u a l ,  c u s t o m a r y  a n d  r e a s o n a b l e  f e e s  
c h a r g e d  b y  p h a r m a c i e s  t c  t h e  A l a s k a n  g e n e r a l  p u b l i c .  T h e  
r e g u l a t i o n s  s h o u l d  a v o i d  h a r s h  e c o n o m i c  i m p a c t  o n  t h e  
p h a r m a c y  p r o v i d e r  c o m m u n i t y  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  n u m b e r  o f  p h a r m a c y  p r o v i d e r s  a c r o s s  t h e  
s t a t e  t o  a l l o w  t h e  -maximum a c c e s s  t o  p h a r m a c y s e r v i c e s  b y  
t h e  m e d i c a i d  r e c i p i e n t  c o m m u n i t y .  L e g i s l a t i v e  A u d i t  
s h a l l  p e r f o r m  a r e v i e w  o f  t h e  p r o g r a m  a n d  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, 1989.



RESOLUTION OF THE ALASKA PHARMACEUTICAL ASSOCIATION

ALASKA PHARMACEUTICAL ASSOCIATION
Box KM185 Anchorage, Alaska 99510

WHEREAS.* The intent of the Alaska State Legislature, in
enacting SB 255 d u ri ng the 19Q8 Legislative Session, was to 
direct the Department of H e a l t h  and Social Services to seek a 
reimbursement system c onsis t e n t  with the usual, customary and 
reasonable fees charged by pharmacies to the Alaskan General 
Public,*

WHEREAS: The Medicaid P r o gram  developed wee to avoid harsh
economic impact u p o n  ths Pharma cy Provider Community while 
maintaining current Iq v b Is  of service to the Medicaid Recipient 
Community;

WHEREAS: The Alaska Pharmaceuti cal A ssociatio n worked in
close cooperation with the D i v i sion of Medical Assistance in
developing proposed! programs;

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

THEREFORE BE IT R E S OLVED  by the Alaska Pharmaceutical 
Associat ion at its Annual M e e t i n g  February 12, 19B9 THAT:

ThB Alaska Pha rm a c e u t i c a l  As sociation cannot support soma
aspects of the currently p r o p o s e d  States Pl an and urges the Alaska 
Stste Legislature to direct tha Department or Health and S o c Ib I
Services to more c l o s e l y  a dhere to tha intent of SB 255, which
will assurB pa rticipation d F  the largest number of Pharmacy 
Providers across the State Bnd allow maximum access to Pharmacy 
Services by tha M e d ic aid R e c i p i e n t  Community,

The Alaska Pharma c e u t i c a l  Association further urges tha
Alaska Legislature to c o n t i n u e  oversight of the M edicaid Program 
by retaining a "SUNSET" p r o v i s i o n  as a permanent part of Alaska 
Statute, consistent with p r e s e n t  historical admi nistrative 
practice.
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The Association supports the extension of cite sunset provision of SB 285 an
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additional year for the fo

In order to fulfil

lowing reasons:

the requirements of SB 255 as defined by the Senate
Comn'.i Uee on Finance letter of intent, (see attached)

B.

C.

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

officials.

In order fot the Depru uneat adequately address the following

reimbursement issJues:

I.
0

"High-tech1' ph<trn.aoy seivic- 3 such 4 s I.V. piOducLS and supplies.
Compounded drug products a '■ ieh do not have NDC(codes associated 
with ingredients.

3. Very expensive diugs.
4. Nursing home pharmacy scivh , •,

Hold harm r. ss agreement fa-the use of gonerS c drug*

The Association endoises the .vhubur.o.nu w foimul t as developed by die
eon suiting finis of Myers and Siaufrer. This stats cr-r-.mi.-Honed reimbu>'$c-iiic:*t

. I •
formula received unanitr.pus sup; ml. f«o«. the Steering (!'.•;<. nittcd fur the folio.vine
reasons:

A.

B.

C.

it most closely reflects tin i:.u >.*1 of S't 25: . (s>-c ■. 11 acliv'd)

The reimbursement (■ m u : 1 
regulations of Oclohei 1 • ■

It

...»: M.jr.ts of HCFA ’’F:>ial Pule"

for the t\,.t c \ .able -,‘ivi ihutioi. of dispensing fees. The urn.111 
a, a 5 in paved l»y ,.ms:rg« y 1 : tp-dali'ns, cn <tes d» span ties w' by

a.) Anchorage chain drug m .-u v  may r c •> much higher d i a p e r : c  
than many of our 1bush" >■. r, ty ph.::

1). It guarantees the lowest cost to the state on high volume items which 0.: ■: 
competitively priced, and yet. .ehnpiae-’y reimbuises the phaiinaeist for 
very expensive drug products.

It. It would ensure jthe greatest parti :•■. .lior. 5 harms cy providers ;ri ai 
areas of the state by net penjli .'i uy d.ivit- jme idcvs :n more expcn cc 

outlying locations.

liie Association suppcnts the rui- ••. •. :i:g f s .i d 1'." < I • harm::. ic*s and
piitiinmciee: in outlying jocntioas so. Jic "Fstimni.d Ac.q uslt ( f ./si" su. • ey The 
current survey excluded Sewatd, Sill, a, Vuldry, Nome, Bethel, Pe ’.ersburg, 
Wrangell, Cordova, Anchor Point, Della Junction, Jlurner, and fb-Tuuvln, which are 
locations having justifiably higher costs as so* i with frelgl.:.

IV. 11ns Statu of Alaska ijuis historically allocate! ?, i.f the total Medicaid 
expend** "i:s to mr/prion medic at'. n. This e map %.••«* to a r . Sioi.sl average of 
e.C'.o usual au-i dyslousary fue structures, the pharmacy cOrnnm nity bos
cousia- i lly provided Hie State of .Masbe. with a lower Medicaid pharmacy -oat 
than 46 other states,



MEDICAL CARE ADVISORY COMMITTEE 
DEPARTMENT OF HEALTH AND SOCIAL SERVICES

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

The MCAC represents all Medicaid providers and recipients in Alaska. In 

its role under federal lav of advising the state about its Medicaid 

policies, the MCAC concerns itself with all services - mandatory and 

optional - provided to the Medicaid recipients. The MCAC is loathe to see 

the Medicaid pharmacy issue decided for the benefit of a single special 

interest provider group to the detriment of Alaska's indigent people and 

all other groups of Medicaid providers.

It is the conclusion of the MCAC that the previous method of paying for 

prescription drugs - which utilize 100% state dollars - did not and will 

not serve the best interests of Alaska's Medicaid and GRM recipients or 

providers.

In 1988 the Alaska legislature provided that prescription drugs would be 

added to Alaska's Medicaid program as an optional service. By so doing, 

the legislature allowed the state to capture 50% of the cost of paying for 

these drugs frcm the federal government. As a result, the state's medical 

assistance budget will be reduced by approximately $2.6 mill in FY90 alone. 

However, the 1988 Legislature provides for a sunset of that law on June 30,

1989.

HB 70, which is currently being cor side red by the legislature, would make 

this optional service a permanent part of Alaska's Medicaid program. The 

federal match for prescription drugs would continue. The MCAC strongly



supports HB 70 because of its cost surveys and avoidance of further cuts in 

GEM and Medicaid funded services to all indigent Alaskans and providers.

Due to drastic cuts in the GRM budget during the past 3 years, the services 

provided to very low income Alaskans have been greatly reduced. Meanwhile, 

the state has continued to pay for prescription drugs using 100% of state 

dollars. The portion of the GRM budget used to pay for those drugs has 

grown to a tremendous rate; that increase has meant concomitantly fewer 

dollars to help fund ever-increasing Medicaid and GRM health care costs.

HB 70 will do so.

The MCAC supports this legislation even if its passage results in seme 

pharmacies not participating in the Medicaid Pharmacy program. The state 

has the legislative authority to contract for those services or ensure 

access to prescription drugs through other means.

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

simply must recoup all available federal funds for Medicaid services.
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Yaa 153 • 45 006
Yaa I 4 1 • 89 373
Yaa <41 • 129 705 • 9.43

Yaa 120 • 47 302
Yaa (4) • 47 541 •11.79

Yaa (4) • 46 000
Ho • 7 310
Yaa 395 • 18 714 •10.20

Ho • 4 0 57

Ho • 7 685 • 9.42
Yaa 132 • 104 005 •11.15

Yaa (41 • 14 445 •13.01

Ho • 305 1 10 •IO.B2

No • 65 242 • 13.30

No • 7 507 *10.78

Yaa 317 • 150 202 • 9.45

Yaa 14) • 31 000 •14.68

Yaa 300 • 21 425 •10.64

yaa 126 • 143 991 • 11 .30

Yaa 28 • 14 049
Yaa 7 • 32 353 •12.90

Yaa 40 • 5 508 •10.70

Yaa 150 • 00 451 • 9.71

Yae 145 • 123 069 •11.69

Yaa 46 • 9 605
Yaa 352 • 0 230

Yaa 82 • 55 164 •10.73

Yaa 202 • 43 312 • 9.15

Ho • 19 901 •II.9I

Yaa 291 • 66 967 • 8 . 40
■varaga •11.07

------ - - —  - -----

TrIca»

# 1 2 . 0 5
21.00

4 1 6 . 3 2
411.13
4 1 0 . 5 0
• 1 4 . 5 3
4 1 1 . 3 1  
414.73

• 1 6 . 5 9

• 1 2 . 6 3

8 1 8 . 4 1
4 1 3 . 5 7  
4 1 3 . 4 6

4 4 . 8 3

4 1 5 . 7 6
416.13

4 1 2 . 5 7

4 1 5 . 1 2  
4 1 1 . 3 0

413.20
4 1 8 . 9 1
4 1 2 . 3 2  
• 1 4 . 8 6  
• 1 5 . 5 1  
•13.42 
• 1 6 . 8 7  

• 1 4 . 5 3  
• 1 2 . 5 7  
• 1 8 . 0 4  
• 1 4 . 0 7  
• 1 4 . 0 5
* 1 3 . 9 7  

• 1 6 . 2 8  
• 1 5 . 0 3  
• 1 3 . 1 9  
• 1 5 . 0 7  
• 1 2 . 3 9  

• 1 4 . 4 5  

• 1 3 . 1 3  
• 1 2 . 5 5  
•12.66 
• 1 2 . 3 9  

• 1 4 . 3 9

Procaaaad•

3 . 7 1 0 . 7 6 7

180,000

2 . 0 7 7 , 2 7 4  

2 7 . 6 0 5 , 2 4 5

2 , 6 9 6 , 1 4 1  
197,241 
7 5 6 . 6 4 7

7 . 5 1 9 . 5 9 2  

5 5 5 . 1 4 4
391.741

4 , 7 5 2 . 7 7 4  
2 , 5 0 8 . 7 7 8
1.647.180 
4.084.776 
6,104,545
1.316.180
3 , 2 5 0 .  H O  

1 0 , 7 9 4 . 1 2 9  

3 . 0 7 4 . 8 5 7

I .767.284 
2* 7 . 3 0 6
5 4 7 . 4 1 7  

8 . 7 8 4 . 7 6 1  
9 5 8 . 4 0 0

3 . 8 0 4 , 0 2 8  
5 10.670 

12.709.041 
1.717.668
1 , 8 7 5 .  11 2

1 2 , 3 7 0 . 4 8 7

- 1.055.CM5
I . 9 8 9 . 2 7 6  

3 5 6 . 0 0 0  
6 . 3 0 4 . 1 7 7  

7 , 6 9 7 . 7 9 6  

8 1 5 . 1 2 2  
5 5 9 . 3 2 4  

4 . 2 2 5 . 2 8 5  
4 . 3 7 0 . 0 1  I 

8 1 3 . 1 4 9
2,847.nir*

Approx niimhat

z
*0
n

NOon
on


