


A l a s k a  S t a t e  L e g i s l a t u r e
R e p r e s e n t a t i v e  F r a n  U l m e r

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

RO. BOX V  

Juneau, Alaska 99811 

(907) 465-4947

LETTER OF INTENT 

CSHB 70

I t  is  the in te n t  o f  the le g is la tu r e  th a t the S ta te  o f  Alaska sh a ll 
implement a pharm aceutica l m edical a ss is ta n ce  program fo r  needy 
persons w ith  the w idest p o ss ib le  d e liv e ry  o f  s e r v ic e s .  Toward tha t 
end, the  le g is la tu r e  d ir e c t s  the s ta te  to p lan  and implement a 
program w hich uses the con cep ts  o f  the Texas Model reimbursement 
system to  back-up the " fou rth  option" reimbursement methodology put 
fo r th  in  the Myers and S ta u ffe r  "Report On the Co s t o f  D ispensing 
Pharm aceutica l P re s cr ip t io n s  in  the S ta te  o f  A laska. Both systems 
u t i l i z e  a form ula which is  lin k ed  to  the c o s t  o f  in g red ie n ts . We 
re co g n ize  th is  system as more eq u itab le  to s e r v ic e  p rov iders  and to  
be c o s t  e f f e c t i v e  in  im plem entation.
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A l a s k a  S t a t e  L e g i s l a t u r e
Representative Fran Ulmer

RO. Box V  

Juneau. Alaska 

(907) 4 65 -4 9 .

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 Finance Committee

RE:

FROM: Rep. F

CSHB 7

La s t  year when the L e g is la tu re  passed CSSB 25j  regarding pharmacy 
s e r v ic e s  as a M edicaid op tion , i t  con ta in ed  a sunset date o f June 
10, 1989. The purpose o f  th a t sunset p ro v is io n  was to  con tinue  the 
le g is la t iv e  o ve rs ig h t o f  the program and to  ensure th a t A laska 's 
program would adequately d e liv e r  the s e rv ice s  intended.

U n fo rtu n a te ly , the program implemented by the Dept, o f  H ea lth  and 
S o c ia l  S e rv ice s  under emergency reg u la tion s  in  January o f  th is  year 
is  n o t having the d es ired  e f f e c t .  W ith in  the la s t  30 days we have 
seen a growing number o f  p rov iders  withdraw from the program w ith  
the n e t r e s u l t  tha t a t le a s t  one community is  com p lete ly  w ithout 
s e r v ic e  today. I b e lie v e  th a t i f  we con tin u e  in  the d ir e c t io n  
a lready in d ica te d  we w i l l  s e r io u s ly  jeop a rd ize  the d e liv e ry  o f  
s e r v ic e s  throughout Alaska.

For th a t reason, I recommend tha t we again add a sunse t p ro v is io n  
to th is  le g is la t io n ,  dated June 10, 1990. The le g is la tu r e  needs to 
con tin u e  i t s  o ve rs ig h t o f  th is  program. In  a d d itio n , I recommend 
th a t we append a l e t t e r  o f  in te n t  to  th is  le g is la t io n  which d ir e c ts  
the Department c f  H ea lth  and S o c ia l  S e rv ice s  to  propose and 
implement a program which w i l l  ensure the w idest p o ss ib le  
p a r t i c ip a t io n  by p rov id ers  and thus the w idest d e liv e ry  o f 
s e r v i c e s .

S p e c i f i c a l ly ,  I suggest th a t we d ir e c t  the department to  submit a 
program proposal to the fed era l government which uses the Texas 
reimbursement model fo r  fe e  s t ru c tu r e s .  Th is  program has been in  
opera tion  s in ce  September, 1985 and was fo rm ally  approved by the 
fed era l government in  1987 when the M edicaid g u id lin e s  were 
changed. S in ce  im plem entation, the s ta te  o f  Texas reports  a
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savings o f  $103.5 m il l io n  r e s u lt in g  from the use o f  th e ir  fee 
s t ru c tu r e  in  com bination w ith an upper l im its  p o lic y .  The 
a dm in is tra to r o f tha t program, Mr. Robert H a rr is , reported  to me 
th a t Texas has hard data showing a $1 saving per cla im .

The Texas model is  supported by the Alaska Pharm aceutical 
A s so c ia t io n  and w i l l ,  I  b e lie v e , r e s u l t  in  broad p a r t ic ip a t io n  by 
p ro v id e rs . Th is  model i s  e s s e n t ia l ly  the same as o p tio n  "four" in  
the Myers and S ta u ffe r  study conducte ’ fo r  the S ta te  o f  Alaska in  
1988. The reason th a t th is  fee  s t ru c tu r e  is  more a ccep ta b le  than 
the formula cu r r e n t ly  in  p la ce  i s  tha t reimbursement is  t ie d  to 
a c tu a l c o s t  o f  goods. The r e s u l t  is  a more eq u ita b le  program. An 
exp lanation  o f  the formula is  a tta ched .

The a dm in is tra to r  o f  the Texas program re p o rts  th a t the program is  
r e la t i v e ly  easy to  implement. The p r ic in g  in form a tion  regarding 
drugs can e i th e r  be managed in-house by one p ro fe s s io n a l or can be 
purchased from computer companies such as F i r s t  Data Co. in  San 
F ra n c is co .

A fee  s t ru c tu r e  s im ila r  to  the Texas model was d is cu ssed  by the 
agency wiuh Region 10 personnel who sa id  the Alaska program would 
no t be approved. I t  i s  c le a r  th a t, i f  we move forward w ith  the 
Texas model in  the Alaska program, there w i l l  be some o b je c t io n  
from the fe d e ra l government. However, I  do no t b e lie v e  the fe d e ra l 
government can d isa llow  a program proposal which has a lready been 
fo rm a lly  a ccep ted  elsewhere in  the coun try . I  b e lie v e  th a t r is k  is  
worth caking, however, in  order to  address the problem which has 
a lready a r ise n  in  Alaska in  the la s t  30 days regarding s e r v ice  
d e liv e ry .

A tta ch ed  you w i l l  f in d  a d ra ft  amendment and a l e t t e r  o f  in te n t  fo r  
which I  request your support.



T E X A S  P H A R M A C Y  M E D I C A I D  R E I M B U R S E M E N T  S Y S T E M

Th is  fee  s tru c tu re  u t i l i z e s  a percentage markup in  which the to ta l  
reimbursement is  link ed  to  the co s t  o f  in g red ie n ts . Th is  system 
a llow s, in  Texas, a 5.5 p ercen t p r o f i t  on the s e l l in g  p r ice .

TEXAS FORMULA: Estim ated  A cq u is i t io n  Cos t (EAC) -  $3.26

(d iv id e d  by) .965

Each o f  the elem ents o f  th is  formula (EAC, $3.26 fo r  overhead 
c o s ts ,  and .965) were s e t  by the s ta te  o f  Texas a f te r  s tu d ie s  were 
perform ed which in d ica te d  a ctu a l market data regard ing  c o s t  o f  
goods and overhead. The n e t r e s u lt  o f  th is  formula is  a p r o f i t  o f  
5.5% on the s e l l in g  p r ice  o f  the drug.

FOR EXAMPLE: Drug c o s t  -----  $10.00

Operating expense -----  3.26

$13.26 d iv id ed  by .965 ° $16.03

Amount reimbursed =■ $16.03
le s s  co s ts  - 13.26

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

In  order to  implement the Texas model, each s ta te  must c o l l e c t  i t s  
own data based on a ctu a l co s ts  and op era tions. The study conducted  
by Myers and S ta u f fe r  fo r  the S ta te  o f  Alaska, dated December, 
1988, con ta in s  a l l  necessary  data to  determ ine the appropria te 
elem ents o f a form ula fo r  Alaska p ro v id e rs . Tha t study in c lu d e s  a 
form ula which i s  s u b s ta n t ia l ly  the same as the Texas model.



A M E N D M E N T  T O  C S  H B  70 (HESS) By U L M E R

P A G E  3, L I N E  22, replace Sec. 4 with n e w  language: 

"This act is repealed on J u n e  10. 1990."

R e n u m b e r  last section accordingly.
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A M E N D M E N T

OFFERED IN THE HOUSE BY COLLINS

TO: CSHB 70(Finance)

Page 1 , lines 10 - 11:

Delete "changing the order of priority for eliminating medical assis­

tance coverage for certain services;"

Page 1, line 19, to page 3, line 29:

Delete all material.

Insert new bill sections to read:

"* Sec. 3. Section 2, ch. 120, SLA 1988 is amended to read:

Sec. 2. This Act is repealed July 1, 1990 [1989].

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

10.070(c)."

Renumber the following bill sections accordingly.

Page 4, line 6:

Delete "Sections 1 and 3 - 5"

Insert "Section 1"

Delete "take"

I n s e r t  " t a k e s "

i
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LEGISLATIVE AFFAIRS A G E N C Y

M E M O R A N D U M  April 27, 1989

SUBJECT: Explanation of amendment
(CSHB 70(Finance))

TO: Senator Dick Eliason

FROM: Terri LauterbactT^AA^----
Legislative Counsel

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

Since Alaska already has a law (AS 08.80.295) limiting the 
liability of pharmacists for substituting generic drugs, I 
amended (g) of that section to clarify that a pharmacist 
could rely on the drug being listed by the HCFA rather than 
being required to independently judge the practices of a 
drug manufacturer. The pertinent substantive language 
addition is in the first several lines of the amendment.
The changes in paragraphs (g)(1) - (8) are only grammatical 
cleanup changes that need not be made if you or the 
committee prefers not to.

AS 08.80.295(i) already provides that

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

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

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

TL:kb
wkk4/053
Enclosure
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L a u t e r b a c h

TO: CSHB 70 (Finance)

Page 1, after line 16:

Insert a new bill section to read:

"* Sec. 2. AS 08.80.295(g) is amended to read:

(g) A pharmacist may not substitute a product under the pro­

visions of this section unless it has been either identified by the

federal Health Care Financing Administration as a multiple source drug 

for which an upper limit has been established for reimbursement under 

42 U.S.C. 1396 - 1396p (Medicaid) or manufactured with the following 

minimum good manufacturing standards and practices:

(1) [MAINTAIN] quality control standards equal to those of 

the Food and Drug Administration;

(2) compliance [COMPLY] with regulations adopted by the 

Food and Drug Administration;

(3) product marking [MARK PRODUCTS] with identification 

code or monogram;

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

(5) provision of [PROVIDE] reasonable services to accept 

returned goods that have reached their expiration date;

(6) maintenance of [MAINTAIN] 24-hour resources for product 

information where practicable and financially feasible;

(7) [MAINTAIN] recall capabilities for unsafe or defective

A M E N D M E N T

O F F E R E D  I N  T H E  S E N A T E  B Y  E L I A S O N

- 1 -  4 / 2 7 / 8 9
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L a u t e r b a c h

drugs;

(8) a prohibition against refusing [MAY NOT REFUSE] to sell 

to any properly licensed pharmacy."

Renumber the following bill sections accordingly.

Page A , line 1:

Delete "2"

I n s e r t  "3"

Page A, line 6:

Delete "and 3 - 5"

Insert ", 2, and A - 6"

-2- A/27/89
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M a r c h  15, 19 89

Mr. D a v i d  M o o r e  
H a r r y  Race P h a r m a c y  
Box 1480
Sitka, A l a s k a  9 9 8 3 5  

D e a r  Mr. Moore:

I am  v e r y  c o n c e r n e d  to l earn o f  y o u r  w i t h d r a w a l  f r o m  the 
M e d i c a i d  p h a r m a c y  p r o g r a m  w i t h i n  j u s t  the f i r s t  m o n t h  of 
o p e r a t i o n .  I a m  e s p e c i a l l y  d i s m a y e d  t h a t  y o u  w i t h d r e w  w i t h o u t  
p r o v i d i n g  e v e n  the m i n i m u m  3 0 - d a y  n o t i c e  so t h a t  p r o g r a m  
r e c i p i e n t s  c o u l d  b e  a d v i s e d  of  a l t e r n a t i v e  m e a n s  to o b t a i n  
n e e d e d  m e d i c a t i o n s .  U n f o r t u n a t e l y ,  it d o e s  n o t  a p p e a r  t h a t  
y o u  h a v e  g i v e n  e i t h e r  a fair c h a n c e  t o  t h i s  p r o g r a m  or t o  the 
l o w  i n c o m e  S i t k a  r e s i d e n t s  w h o  h a v e  c o m e  t o  d e p e n d  on you. I 
h o p e  y o u  w i l l  lo o k  at t h e  i m p a c t  o f  y o u r  a c t i o n s  and 
r e c o n s i d e r  y o u r  d e c i s i o n .

Our d a t a  i n d i c a t e s  th a t  M e d i c a i d  p r e s c r i p t i o n s  o n l y  
c o m p r i s e  a p p r o x i m a t e l y  n i n e  p e r c e n t  o f  y o u r  t o t a l  v o l u m e .  
A d d i t i o n a l l y ,  o u r  d a t a  s h o w s  t h a t  e v e n  if a 20 p e r c e n t  
r e d u c t i o n  o c c u r r e d  in M e d i c a i d  p h a r m a c e u t i c a l  rates, y o u  w o u l d  
e x p e r i e n c e  o n l y  a 1.5 p e r c e n t  d e c r e a s e  in y o u r  g r o s s  income. 
T h i s  n e g l i g i b l e  r e d u c t i o n  in y o u r  g r o s s  i n c o m e  s eems 
i n s u f f i c i e n t  j u s t i f i c a t i o n  for t h e  p o t e n t i a l  h a r m  t h a t  m a y  
r e s u l t  from y o u r  r e f u s a l  to s e r v e  M e d i c a i d  r e c i p i e n t s .

If y o u  d o  c h a n g e  y o u r  m i n d  a b o u t  w i t h d r a w i n g  f r o m  the 
p r o g r a m ,  p l e a s e  let the D i v i s i o n  o f  M e d i c a l  A s s i s t a n c e  k n o w  
i m m e d i a t e l y  so t h a t  S i t k a  r e s i d e n t s  a n d  d o c t o r s  can be 
n o t i f i e d .  S i n c e  t h e  l e g i s l a t o r s  f r o m  y o u r  d i s t r i c t  h a v e  
e x p r e s s e d  an i n t e r e s t  in th i s  i s s u e  I h a v e  s e n t  a c o p y  o f  t h i s  
l e t t e r  to t h e m  a n d  I w i l l  a l s o  n o t i f y  t h e m  o f  y o u r  
r e - e n r o l l m e n t  as a p r o v i d e r .
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Mr. David Moore - 2 - March 15, 1989

A l t h o u g h  I a m  c o n f i d e n t  th a t  w e  c a n  d e v e l o p  a l t e r n a t e  
m e a n s  for M e d i c a i d  e l i g i b l e s  to o b t a i n  t i m e l y  a c c e s s  to 
m e d i c a t i o n s ,  y o u r  d e c i s i o n  t o  w i t h d r a w  w i l l  riot a l l o w  S i t k a  
r e s i d e n t s  w h o  r e l y  o n  M e d i c a i d  to h a v e  the sa m e  d i r e c t  
p e r s o n a l  c o n t a c t  w i t h  a p r o f e s s i o n a l  p h a r m a c i s t  as o t h e r  
r e s i d e n t s  o f  the c o m m u n i t y .  I h o p e  t h a t  y o u  w i l l  r e c o n s i d e r  
y o u r  d e c i s i o n  a n d  w o r k  w i t h  us to k e e p  the M e d i c a i d  p r o g r a m  
s e r v i n g  S i t k a  r e s i d e n t s  in t h e i r  h o m e  c o m m u n i t y .

S i n c e r e l y

M y ^ a  M. M u n s o n  
C o m m i s s i o n e r

cc: R e p r e s e n t a t i v e  G r u s s e n d o r f
S e n a t o r  E l i a s o n



crp n  c r p
“ ( prE i r I V 7 A

I ill

I»KI*T. or IICAI JI! Aft'D MH'IALSERVK’IkS
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/ STEVE COWPER, G O V E R N O R

P O  B O X  H
J U N E A U ,  A L A S K A  998110601  
P H O N E :  ( 9 0 7 ) 4 6 5 3 0 3 0

M a r c h  15, 1989

Mr. D i r k  W h i t e  
W h i t e  P h a r m a c y  
7 05 H a l i b u t  P oint Ro a d  
S i t k a ,  A l a s k a  9 9 8 3 5

D e a r  Mr. White:

I a m  ve r y  c o n c e r n e d  to l e a r n  o f  y o u r  w i t h d r a w a l  from the 
M e d i c a i d  p h a r m a c y  p r o g r a m  w i t h i n  ju s t  the f i r s t  m o n t h  of 
o p e r a t i o n .  I a m  e s p e c i a l l y  d i s m a y e d  t h a t  y o u  w i t h d r e w  w i t h o u t  
p r o v i d i n g  even t h e  m i n i m u m  3 0 - d a y  n o t i c e  so t h a t  p r o g r a m  
r e c i p i e n t s  c o u l d  b e  a d v i s e d  o f  a l t e r n a t i v e  m e a n s  t o  o b t a i n  
n e e d e d  m e d i c a t i o n s .  U n f o r t u n a t e l y ,  it d o e s  n o t  a p p e a r  th a t  
y o u  h a v e  g i v e n  e i t h e r  a f a i r  c h a n c e  t o  t h i s  p r o g r a m  or to  the 
l o w  i n c o m e  S i t k a  r e s i d e n t s  w h o  h a v e  c o m e  to  d e p e n d  on you. I 
h o p e  y o u  w i l l  l o o k  at the i m p a c t  o f  y o u r  a c t i o n s  a n d  
r e c o n s i d e r  y o u r  d e c i s i o n .

O u r  data i n d i c a t e s  t h a t  M e d i c a i d  p r e s c r i p t i o n s  on l y  
c o m p r i s e  a p p r o x i m a t e l y  six p e r c e n t  o f  y o u r  t o t a l  v o l u m e .  
A d d i t i o n a l l y ,  o u r  data s h o w s  t h a t  e v e n  if a 20 p e r c e n t  
r e d u c t i o n  o c c u r r e d  in M e d i c a i d  p h a r m a c e u t i c a l  r a t e s ,  y o u  w o u l d  
e x p e r i e n c e  only a o n e  p e r c e n t  d e c r e a s e  in y o u r  g r o s s  a n n u a l  
i n c o m e .  Th i s  n e g l i g i b l e  r e d u c t i o n  s e e m s  i n s u f f i c i e n t  
j u s t i f i c a t i o n  for t h e  p o t e n t i a l  h a r m  t h a t  m a y  r e s u l t  from y o u r  
r e f u s a l  to serve M e d i c a i d  r e c i p i e n t s .

If y o u  do c h a n g e  y o u r  m i n d  a b o u t  w i t h d r a w i n g  f r o m  the 
p r o g r a m ,  p l e a s e  let the D i v i s i o n  o f  M e d i c a l  A s s i s t a n c e  k n o w  
i m m e d i a t e l y  so t h a t  S i t k a  r e s i d e n t s  a n d  d o c t o r s  c a n  be 
n o t i f i e d .  Since t h e  l e g i s l a t o r s  f r o m  y o u r  d i s t r i c t  ha v e  
e x p r e s s e d  an i n t e r e s t  in t h i s  i s s u e  I h a v e  s e n t  a c o p y  of  this 
l e t t e r  to  th e m  a n d  I w i l l  a l s o  n o t i f y  t h e m  o f  y o u r  
r e - e n r o l l m e n t  as a p r o v i d e r .
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Mr. D i r k  W h i t e -2- March 15, 1389

A l t h o u g h  I a m  c o n f i d e n t  th a t  w e  can d e v e l o p  a l t e r n a t e  
m e a n s  for M e d i c a i d  e l i g i b l e s  to o b t a i n  t i m e l y  a c c e s s  to 
m e d i c a t i o n s ,  y o u r  d e c i s i o n  to w i t h d r a w  w i l l  n o t  a l l o w  Sitka 
r e s i d e n t s  w h o  r e l y  o n  M e d i c a i d  to h a v e  the s a m e  d i r e c t  
p e r s o n a l  c o n t a c t  w i t h  a p r o f e s s i o n a l  p h a r m a c i s t  as o t h e r  
r e s i d e n t s  o f  the c o m m u n i t y .  I h o p e  that y o u  w i l l  r e c o n s i d e r  
y o u r  d e c i s i o n  a n d  w o r k  w i t h  us to k e e p  the M e d i c a i d  p r o g r a m  
s e r v i n g  S i t k a  r e s i d e n t s  in t h e i r  h o m e  c o m m u n i t y .

S i n c e r e l y

My r a  M. M u n s o n  
C o m m i s s i o n e r

cc: Representative Grussendorf
Senator Eliason t S
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STEVE C O W  PER, G O V E R N O R

O F  H E A L T H  A X I >  M K T A L  S E R V I C E S

OFFICE O F  T H E  C O M M I S S I O N E R

P O  B O X  H
J U N E A U .  A L A S K A  99811-0601 
P H O N E :  (9 0 7 ) 4 6 5 -3 0 3 0

A p r i l  21, 1989

D a v i d  M o o r e  R . P h  
S i t k a  P h a r m a c y ,  Inc.
H a r r y  R a c e  D r u g  & P h o t o  
106 L i n c o l n  St r e e t  
Sitka, A K  9 9 8 3 5

D e a r  Mr. Mo o r e :

T h a n k  y o u  for the r e p l y  to my  M a r c h  15 l e t t e r  r e g a r d i n g  
y o u r  w i t h d r a w a l  f r o m  the M e d i c a i d  p h a r m a c y  p r o g r a m .  I h a v e  
a d d e d  y o u r  l e t t e r  to the r e c o r d  of c o m m e n t s  o n  the 
r e g u l a t i o n s .

T h e  D e p a r t m e n t  of H e a l t h  a n d  S o c i a l  S e r v i c e s  is 
c o m m i t t e d  to w o r k i n g  to s u s t a i n  a v i a b l e  p h a r m a c y  p r o g r a m  
w i t h i n  f e d e r a l  g u i d e l i n e s .  I h o p e  that at s o m e  p o i n t  y o u  
w i l l  r e j o i n  the p r o g r a m  so t h a t  we can w o r k  t o g e t h e r  to 
a s s u r e  all A l a s k a n s  h a v e  full a c c e s s  to n e c e s s a r y  h e a l t h  

c a r e .

S i n c e r e l y ,

M y r a  M. M u n s o n  
C o m m i s s i o n e r

cc: S e n a t o r  D i c k  E l i a s o n
R e p r e s e n t a t i v e  Ben G r u s s e n d o r f
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F SI IV f  COW VIP, GOVERNOR

or iiRAi/rn a\ i> m h ia i,si;k v k w

OFFICE OF THE COMMISSIONER

PO BOX H
JUNEAU, ALASKA 998110601 
PHONE (907) 465 3030

A p r i l  2 1 , 1989

T r i s h  W h i t e  R . P h  
W h i t e ' s  P h a r m a c y  
705 H a l i b u t  P o i n t  R o a d  
Sitka, A K  9 9 8 3 5

Dear Ms. White:

T h a n k  y o u  for the r e p l y  to my  M a r c h  15 l e t t e r  r e g a r d i n g  
y o u r  w i t h d r a w a l  f r o m  the M e d i c a i d  p h a r m a c y  p r o g r a m .  I h a v e  
a d d e d  y o u r  l e t t e r  to the r e c o r d  of c o m m e n t s  on the 

r e g u l a t  i o n s .

The Department of Health and Social Services is 
committed to working to sustain a viable pharmacy program 
within federal guidelines. I hope that at some point you 
will rejoin the program so that we can work together to 
assure all Alaskans have full access to necessary health 

c a r e .

Sin cerely,

Myra M. MunsonMyr
Commissioner

cc : Senator Dick Eliason
Representative Ben Grussendorf

06F3SLH
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LAXIOO/liOA 4928

March. 15, 1989

D i r k  W h i t e  
W h i t e ' s  P h a r m a c y  
705 H a l i b u t  P o i n t  R o a d  
Si t k a ,  A l a s k a  9 9 8 3 5

D e a r  Dirk:

I j u s t  w a n t e d  t o  t a k e  t h i s  o p p o r t u n i t y  t o  t h a n k  y o u  for y o u r  
l e t t e r  o f  M a r c h  2, a n d  t o  let y o u  k n o w  t h a t  I a p p r e c i a t e  the 
d i l e m m a  w i t h  w h i c h  y o u  a r e  c o n f r o n t e d  as a r e s u l t  o f  the 
c h a n g e s  in t h e  p r o g r a m .

I feel t h a t  I c a n  a p p r e c i a t e  t h e  p r o b l e m s  y o u  face, as we l l  as 
t h e  d i f f i c u l t i e s  w h i c h  h a v e  led t h e  s t a t e  t o  m a k e  the c h a n g e s  
in t h e  p r o g r a m .  W h i l e  t h e s e  c h a n g e s  d o n ' t  a p p e a r  t o  be 
e n t i r e l y  f a i r  t o  you, t h e  s t a t e  is l o o k i n g  a t  a d e c r e a s e  in 
its r e v e n u e s ,  a n d  is t r y i n g  t o  f i n d  a w a y  out.

A s  y o u  m a y  know, t h e  Dept, 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  is 
f i n a l i z i n g  its s u r v e y  r e s u l t s  t h i s  w eek, a n d  h e a r i n g s  on the 
p r o p o s e d  e m e r g e n c y  r e g u l a t i o n s  a r e  s l a t e d  f o r  t h e  l a s t  p a r t  o f  
M a r c h .  I h a v e  r e q u e s t e d  t h a t  p r o v i s i o n  b e  m a d e  for S i t k a n s  to  
t e s t i f y ;  i t ' s  l i k e l y  t h e  h e a r i n g  w i l l  b e  t e l e c o n f e r e n c e d  a n d  
S i t k a  w i l l  b e  a site, so  y o u  w i l l  h a v e  a c h a n c e  to  s h a r e  y o u r  
v i e w s .

It is m y  u n d e r s t a n d i n g  t h a t  f o u r  o r  f i v e  p h a r m a c i e s  in t h e  
s t a t e  a r e  h a v i n g  p r o b l e m s  w i t h  t h e  n e w  r e i m b u r s e m e n t  s y s t e m  
a n d  h a v e  d e c i d e d  n o t  t o  p a r t i c i p a t e  a t  t h i s  time. Y o u  h a v e  
p r o b a b l y  a l r e a d y  r e c e i v e d  t h e  l i s t  o f  p h a r m a c i e s  w h i c h  w i l l  
f i l l  a n d  m a i l  M e d i c a i d  p r e s c r i p t i o n s  t o  p e o p l e ,  w h i c h  a n s w e r s  
t h e  q u e s t i o n  p o s e d  in y o u r  l e t t e r  a b o u t  w h a t  t o  d o  f o r  t h o s e  
p e o p l e  y o u  u s e d  t o  serve. I d o  u n d e r s t a n d  w h y  y o u  feel b a c k e d  
i n t o  a c o r n e r ,  a n d  t h a t  t h e  o n l y  o p t i o n  o p e n  t o  y o u  is to 
r e f u s e  t o  fill m e d i c a i d  p r e s c r i p t i o n s .  I s u r e  d o n ' t  h a v e  a 
g o o d  a n s w e r  f o r  y o u  o n  t h a t  one, b u t  I h a v e  h o p e s  t h a t  t h e  
h e a r i n g s  w i l l  l e a d  t o  s o m e  d e g r e e  o f  r e s o l u t i o n .
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'H ITE 'S PHAImACY 
05 .HALIBUT P T ; ROAD 
ITKA AK 99835
^ S v-V7
ROVIDER H O iP I IO llO

p;- "V ’ •

ALASKA DKPARTMBHT OF HEALTH AND SOC IA L  SERVICES 
MEDICAID MANAGEMENT INFORMATION SYSTEM 

REMITTANCE ADVICE

EOB CODE EOB DESCRIPTION

DATE 
PEHITTANCR 
REHIT SEQ 

PAGE

219 R EC IP IE irr NOT ELIG IBLE FOR SERVICES RENDERED

02/21/89
.36117

28
17



WHITE'S PHARMACY ALASKA DKPARTMENT OF HEALTH AND SOCIAL SERVICES DATE; 02/21/89
705 HALIBUT JrT. ROAD * MEDICAID MANAGEMENT INFORMATION SYSTEM REMITTANCE: 36117
SITKA,' - AK 99835 REMITTANCE ADVICE REMIT SEQ : 28

PAGE: 10
PROVIDER N O iP H O l lO
CLAIM TYPE 9 -  PRESCRIBED DRUGS ' '

ADJUDICATED CLAIMS

CLIENT ID RECIPIENT NAME CLAIM CO i'. : L NBR MED REC NRR RENDER PROV 
LINK DATE RX-NBR REFILL BRAND PHYSICIAN NOG QTY BILLED ALLOWED CO-PAYMENT PAYMENT EOB STATUS

0600119356 GREEN V 90400006007
01 011789 115884 0 MI) 1672 0000534/131 20

02 011789 115883 R HU1672 00677062501 60
03 011789 115881 0 HD1672 00045052660 20

04 011789 115882 R HD1672 00108501320 1100
05 011989 115991 0 MD1672 00173032188 1
THIRD PARTY 0.00 CLAIM TOTAL

0600197225 HANSON JE 90400006009
01 011889 115920 0 KD1784 00008021201 6
02 011889 115933 0 MD1784 00536408001 10
THIRD PARTY 0.00 CLAIM TOTAL

0600191741 IIOGAH KA 90400006010

01 012589 111107 R Ml) 1784 00062178115 28

THIRD PARTY 0.00 CLAIM TGTAI1

0600017531 JESKE MU 90402007010
01 012689 116480 0 MD0313 00005386523 30

THIRD PARTY 0.00 CLAIM TOTAL

0600000515 KALOUS K 90400006011
01 010389 114983 0 HD0313 00777603567 15.
02 010389 114984 0 HD0313 00074630413 24
03 010389 115007 0 MD0957 00005313023 35
04 011789 115846 0 KD0957 000*15313023 35
05 012689 116417 0 HD0957 00074630113 56
06 013189 116776 0 MD0957 00005313031 35
THIRD PARTY 0.00 CLAIM TOTAL

0600021376 KIMMEL R 90400006012
01 010989 115402 0 MD0313 00060012770 6
02 011789 115847 0 MD0957 00379051205 12
03 011789 115848 0 MD0957 00005317223 12
04 012689 116459 0 HD0957 00005317223 12
THIRD PARTY 0.00 CLAIM TOTAL

0600139330 KITKA B 90400006013
01 011289 114157 R MD1784 00062176115 28
02 012589 99938 R MD1784 99999999999 60
THIRD PARTY 0.00 Cl,AIM TOTAL

0600132929 LAWRENCE SD 90400006014
01 013089. 116744* - 0- ' MD0957 00029152522

PII0I10

6.75 6.75 1.00 5.75 PAID
13.15 13.15 1.00 12.15 PAID
13.20 13.20 1.00 12.20 PAID
68.40 68.40 1.00 67.40 PAID
21.65 21.65 1.00 7.0.65 / PAID

123.15 123.15 5.00 1 1 8 .1 5 '

PII0110
13.30 0.00 0.00 0.00 219 DENY
25.45 0.00 0.00 0.00 219 DENY
38.75 0.00 0.00 0.00

p i m n o
16. <15 16.95 1.00 16.95 / PAID
16.95 10.95 1.00 16.95

m o n o
8.45 8.45 1.00 7.45 y

7.45 X
PA ID

8.45 8.45 1.00

PII0110
15.35 15.35 1.00 14.35 PA ID
8.40 8.40 1.00 7.40 PA ID

17.40 17.40 1.00 16.40 PA ID
17.80 17.80 1.00 16.80 PA ID
13.85 13.85 1.00 12.85 PA ID
17.40 17.40 1.00 16.40 /  

84 .2 0 '
PA ID

90.20 90.20 6.00

m o n o

4.80 4.80 1.00 3.80 PAID
5.00 5.00 1.00 4.00 PAID
5.00 5.00 1.00 4.00 PAID
5.00 5.00 1.00 4.00 /

' 15.80 .
PA ID

19.80 19.80 4.00

m o n o
15.95 15.95 1.00 • , 14.95 PAID
21.95 21.95 1.00 . 20.95.. /  . 

3 5 .9 0 -'
•PAID

37.90 37.90 2.00
•

m o n o
15.80 15.80 1.00 14.80 PAID
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CW .1 H -TY P 3  9 -  r 'R B S W l BED  DRU G S'
W-rtfrrt1 I...'i --- -

4pRoyipER,i;o:PEonov;.v.v>

'■ ^ P R O V IO m M B * .W H IT E 'S  P H A R M A C Y V !;>. 
* W P R O V l nER^ADDR: 705IHM -I BUT ,l'T .• R OAD ; s f c  
: % CCii?j^P^B6400006008 ‘,;>: "■

• t f P P W N A H H lO N  CLAIM : WHITE'S PHARMACY

SITKA AK 99835

V / 1 C L IE ! IT a ID i* .0 6 0 0 I7 3 4 7 5  ! S K C I l ' I K h T  NAM!’ : HANNA. I!. : ■ 1

;-5 i » r r

______

I I .H S E R y - .D A T E : I R X -l iO : ! REFILL CODE : I DRUG CORE: ! QUANITY: ! PRF.SC PHYS: I B / H IM ) : I AMT B ILL \ . . .
I ' O r - r  01/12^89 • I 115617 ! 0 i 00062330500 ! 1 ! HD0957 ! I 18.60

*

. URN-REASON* * i ? !) £ C O D B 232 ̂  MESSAGE:* PROC/DRUG Cr-03 r ?  C ’l F IL E  OR NOT YAM 9 FOR. PROVIDER OR MODIFIER \ *

:j2^£^idL_______
;i T ‘ SEP.Y. DATE: I ;;v ! i ! 

- 1, l ‘ 01/26/89  116191

TPL AMOUNT: 0 .00 I TOTAL AMOUNT: '9.

: ; u a s i r e a so n * * * "  c o d e :  232

■■•■■■ j W & m  ”■<

MESSAGE: PROC/DRCG f" E N " "• 1 n

CORRECT AND RESUBMIT TH IS  COPY . T in s  :
HAKE YOUR CORRECTION BELOW T"M IN

' R ' l K . V P f  P., 

i-.K C.JEEEUTKU.

• ' • • r a  OR K O O IF l tR  

F.M 05/18/89

M & I  HEREBY AMEND/CORRECT, AS INDICATED ABOVE. THE MEDICAID CLAIK(S) IDENTIFIED ABOVE ON TH IS SHEET AND I Jc 
M E Q U E S T  THAT REPROCESSING 0? THE SA ID CLAIM(S) BE MADE 'KITH THE INFORMATION PROVIDED ON TH IS DOCUMENT. A L L ' ^ 1  

^ IN F ORM A T ION  ON THE CLMH(S) . IDENTIF IED ABOVE AND NOT AHENDEDSHALL REMAIN AS I S . • I HEREBY CERTIFY THAT THE(SE)a$ jf 
^ C L A IK ( S )  - FOR SERVICE(S) AND INFORMATION IS/ARE TRUE AND CORRECT. ‘ I UNDERSTAND AID AGREE THAT THE TERMS AND W i l l

* PO*. ' A  l > y ,a  r b & t r M( t i c l b  C c r t .s

r - v i o M  fe

F'/cf!/” . 

7 > l r c

< / H y  /c.

j / i J..

. •• » t r a  ■
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P H A R M A C Y  I N V O I C E
A L A S K A  M E D I C A L  P A Y M E N T  S Y S T E M

^ R E C I P I E N T  N A M E■ r) I A y . . • _ . 2. NAME AND ADDRESS OK HEALTH CARE PHOPES5IONAL 1 
•HCPI . .. i i I ' ' . '  ‘M a ' s M

j 3^ R E C I P I E N T  ID  N U M B E R

5.  H C P  I D E N T I F I CH C P  I OENT I F ICA-TLQ

PH-611 O
N N U M B E R

7.  P A Y  T O  I D E N T I F I C A T I O N  N U M B E R  V ^ i

;'̂ V 'pr'.:Y'

HAVE ALL OtHtS 1‘AVMtNT 
SOURCES DLEX EYMAilSTED’

' I -  D R U G  C O D E  I N D C :
O R

O T H E R  S E R ' M C E  I M C P C I

>2 f/fViOR 
A U T H O R I Z A T I O N  

N U M B E R
T3ATEj‘OF
SERVICE

P R E S C R I P T I O N
N ' J M C E R

P R E S C R I B I N G  
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20.
T O T A L

C H A R G E

hcp certification
.\THI5 IS',TO CERTIFY- .THAT THE FOREGOING 15 TRUE. ACCURATE AND 
..COMPLETE ANO IS IN COMBLiAf/CF ,7lTn TlHE VI OP THE CiVIL R»C**7S * C r 
‘ CF .  I9fi4 WHICH PREClUOES EaCiUSiCn OR DISCRIMINATION ON T“C 
• CROUNOS 'OF RACE COLOR OR N * * JVI * L ORIGIN I UNDERSTAND -i* 
PAYMENT AND SAT.SrA?T'*'N C>f ' Iws C<.»|M will Ot FROM fEOCR*. »f.' 
STATE TUNOS. AND. Ti»A V.*ViV I *. • • * '•<, *ir> t p v ^ S  (b OUCLm'p.'
OR CONCEALMENT ;'OF ’ mat* a .«».

‘ APPLICABLE FCDCP*. >  «:»
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?-j« a s z T *? 3 r > a t  1 r .T IT
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HCP SIGNATURE DATE
COMMENTS?*;)'
?  » \  .’ w I . U  .  >A . -

AV»
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nEHr7IDK'060017105r-- I RECIP IEN T NAME: THKEDY. REGAN I INITIAL: K ! BILLING DATII: 01/31/89
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I
i :________

TIT. AMOUMT: 0.00 I TOTAL AHOUlfTs-.
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;fC00B j- ?,32. MESSAGB:' PROC/DRUG CODE NOT ON F ILE OR NOT VALID FOR PROVIDER OR MODIFIER '

^ M t e C G R R E C T  AHB RESUBMIT TH IS  COPY . TH IS CORRECTED COPY MUST BE RECEIVED BEFORE 05/18/09 
HAKE YOUR CORRECTION BELOW THE INFORMATION TO BE CORRECTED.

f H H p f e '
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FIX L A B E L  H E R E VIRGINIA
c o m p u 't f - f

C O M P A N Yclaim o*;' oi -jum!• r <'

A F F IX  L A B E L  H ER E

T i RCCIPIENT NAME

• IPIEMT (0 NUMU

ft. H C P  ID C N tlfiC AT iO N  NUMHCR * f,i
ĵ  h o i  i d _____________________ ___|

6. HAVE a l l  6 t.U  II t’ A .u tN I 7 . PAY 1 0  IDENTIFICATION NUMOE SO.IHCt!. UI I •* K tlA lI JT IO t . »

* « * ’*of I 1 ’

’ “V hESCRIBING 
PHYSICIAN 10 NO

• I . DRUG CODE UJDC 
OR

OTHER SERV ICE ' i ' "

12 P R I O R  
A U T H O R I Z A T I O N  

N U M B E R
PRESCRIPTION

NUMBERSERVICE

i o  m o n k
I

/'/ , 1 0 / 7 ^  L/K 3 9 - 3 2 7 4  - 7 Z .

i f i t
_ _ _ _ _ _

I G.  HCP CERTIFICATION
•HIS IS TO CERTIFY1 THAT TMC FOREGOING IS TRUE. ACCURATE. ANO 
COMPLETE |IND IS IN COMPLIANCE WITH TITLE VI OF THE ClVll RIGHTS ACT 
CF 1964 WHICH PRECLUDES CXCLUSlON OR DISCRIMINATION ON 7»«E 
GROUNOS OF RACE. COLOR OR NATIONAL ORIGIN I UNDERSTAND 
PAYMENT AND SATISFACTION OF THIS CLAIM will HE FROM FE0EO41 AND 
STATE FUNOS. AND THAT ANY FALSF CL/iMC. STAtEMENTS ON DOCUMENT .» 
OR CONCEALMENT OF A MATERIAL FAC •' MAY DC PROSCCUTCO UNCTw 
APPLICABLE FEOEnAL OR STATE LAWS
TO TMr RFRT OF MY KMOWIEOGE NO OTmCR RESOURCE C«ISTS

20.
T O T A L ' 

C H A R G E

2 3 . PATIENT 
OR OTHER

2 2 INSURANCE 2 4
fO T A L

D E O l J C T
IOMS

O T H E R
B F .M E F 'T S

HCP SIGN * ̂  u1' 1
O M M E N T S

'3 i f S p I l  

□ □  □ □  □ □  

□□ m  i
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FORWARD ,'V1 ;T HIS CLAIM

■ . . . .  1 f

TO:  T V C C  P.O. BOX 240729 A NCHOR AG E .  ALASKA .  99524-0729
>'■'}! ;P Pr r*. -.-



D B A  H a rry R a c e  D r u g s  P h o t o  

1 0 6  Lincoln Street

Sitka, A l a s k a  9 9 8 3 5  M a r c h  13, 1 9 8 9

R e p r e s e n t a t i v e  B e n  G r u s s e n d o r f

P o u c h  V

Juneau, A l a s k a  9 9 8 1 1

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

changing the Medicaid reimbursements to pharmacies, provided for 

February 1, 1989 as an effective da:**.■. Our pharmacy w a s  notified on 

January 31, 1989 that w e  would be reimbursed average wholesale price 

< A W P )  less 5%, plus a fee or 2 0 %  iess than the average usual and 

customary price, as recorded by Myers &  Stouffer’s Alaska Pharmacy Cost 

Stuu/, page 33, printed on December 1988. W e  continued billing 

Medicaid In February and found wr .perlenced a 2 2 %  loss in revenue to our 

usual and customary billing. Our pharmacy finds that this present 

reimbursement is below our cos of providing Medicaid assistance.

W e  would like to wor owar< a solution to the problem. Eric Hansen,

Chief of Medical Assistance, has Indicated the reimbursement might be 

reduced another 5-6%. I do not ugree with his statement that the Federal 

Government will not approve a Medicaid reimbursement plan at AW.P. as a 

starting point.
<

I propose the State of Alaska recind the emergenc/regulatlons, amending 

7 A A C  43.005, 7 A A C  43.255, 7  A A C  43.312, 7 A C C  43.590, 7 A C C  43.591,

7 A C C  43.592, 7 A C C  43.950, &  7 A C C  47.271. Further, the State should 

submit a plan to the Federal Government that is compatible with provider 

pharmacies. Such a plan could be; AW.P. &  $4.45 &  2 3 %  of AW.P. as 

reasonable reimbursement. The Federal Government must state by written 

letter from a significant source w h y  the Stated plan Is unacceptable 

should that be the decision. To rny knowledge Alaska has not received any 

written indication that such a proposal will not be accepted.

Ben, in light of what's happening in your district, don't you think you 

should be talking with m e  directly?



T H E  F O L L O W I N G  D O C U M E N T  M A Y  N O T  F I L M  

L E G I B L Y  B E C A U S E  OF  T H E  P O O R  Q U A L I T Y  O F  T H E  

O R I G I N A L
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S i t k a  P h a r m a c y ,  I n c .  

H a r r y  R a c e  D r u g  &  P h o t o

106 LINCOLN STREET 

SITKA, ALASKA 09835 

(907) 74 7-8006
M a r c h  23 , 1989

M y r a  M u n s o n  

C o m m i s s i o n e r

D e p t ,  of H e a l t h  &  S o c i a l  S e r v i c e s  

B o x  II

J u n e a u ,  A l a s k a  9 9 8 1 1 - 0 6 0 1  

D e a r  Ms. M u n s o n :

Y o u r  l e t t e r  of M a r c h  15, 1 9 8 9  h a s  left m e  w i t h  c o n c e r n s  o f  m y  own. T h e  

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

m e a n .  I a m  a l s o  c o n c e r n e d  a b o u t  w h e r e  y o u  a r e  o b t a i n i n g  i n f o r m a t i o n  a b o u t  m y  •/

s t o r e  i n c o m e .  A m  I u n d e r  s o m e  k i n d  of i n v e s t i g a t i o n ?  B e c a u s e  y o u  fe el a 207.

r e d u c t i o n  in m e d i c a i d  r a t e s  e q u a t e s  to a m e r e  1.57. o f  the c o r p o r a t i o n ' s  g r o s s

i n c o m e ,  y o u  feel that is n o t  j u s t i f i c a t i o n  for w i t h d r a w i n g  f r o m  t h e  p r o g r a m ?

I m u s t  a s k  yo u w h a t  is J u s t i f i c a t i o n ?  Y o u  h a v e  Ju st s t a t e d  t h a t  w e  s h o u l d  f i r e  

t w o  e m p l o y e e s  or s o m e h o w  f i n d  th e e x t r a  m o n e y  to p a y  for t h e i r  s e r v i c e s .  O u r  

p r i c e  is j u s t i f i a b l e  a n d  th e l o w e s t  it c a n  be, a n d  I r e s e n t  a s t a t e  a g e n c y  

d i c t a t i n g  to m e  w h a t  1 s h a l l  b e  d o i n g .  Y e s ,  I a m  v e r y  c o n c e r n e d  a b o u t  yo u, 

a n d  t h e  l e g i s l a t o r s  w h o  w o u l d  i d l y  sit b y  a n d  a l l o w  th is t r a v e s t y  to o c c u r .

If y o u  p e o p l e  w a n t  p h a r m a c i e s  to p r o v i d e  s e r v i c e ,  y o u  s h o u l d  c o n s i d e r  p r o ­

v i d i n g  a p l a n  that w i l l  no t c a u s e  a l o s s  o f  r e v e n u e .  Su ch p l a n s  h a v e  b e e n  

p r o p o s e d  b u t  y o u  c h o s e  to i g n o r e  them.

A s  f a r  as y o u r  d i s m a y  a b o u t  no t p r o v i d i n g  a 3 0  d a y  n o t i c e  o f  n o n - p a r t i c i p ­

a t i o n ,  y o u r  l e t t e r  w a s  s i g n e d  o n  J a n u a r y  24, 1 9 8 9  a n d  we r e c e i v e d  w o r d  o n  

J a n u a r y  31 , 1989 that th e e m e r g e n c y  r e g u l a t i o n s  w o u l d  b e g i n  F e b r u a r y  1, 1989.

A  o n e  d a y  n o t i c e !  l £  t h a t  f a i r ? I d o n ' t  o w e  y o u  a n y t h i n g  i f  t h a t  is y o u r  

a t t i t u d e .  Y o u  a s k  w h y  I d o n ' t  g i v e  t h e  p r o g r a m  a c h a n c e ?  W h a t  c h a n c e  a r e  

y o u  g i v i n g  m e ?  Th e c h a n c e  to l o o s e  up to $ 1 , 0 0 0 . 0 0  p e r  m o n t h  w h i l e  y o u  f o l k s  

h a v e  t i m e  to n a i l  in p e r m a n e n t  r e g u l a t i o n s  t h a t  d o  n o t  a l l o w  f o r  a 107. p e r  

y e a r  p h a r m a c e u t i c a l  i n f l a t i o n  w h i c h  w i l l  c o s t  m e  a n  a d d i t i o n a l  $ 2 , 5 0 0 . 0 0  p e r  

y e a r .  B y  J u ne, one w o u l d  a s s u m e ,  or c o n t i n u e  to c r e a t e  an i m p r e s s i o n  t o  t h e  

l e g i s l a t o r s  t h a t  the p h a r m a c y  c o m m u n i t y  is " h a p p y  to h a v e  t h e  m e d i c a i d  b u s i n e s s " .  

Y o u r  c o n t r a c t s  a r e n ' t  w o r t h  th e p a p e r  t h e y ' r e  w r i t t e n  on.

W e  a r e  no t a n o n - p r o f i t  o r g a n i z a t i o n ,  a n d  c a n  ill a f f o r d  y o u r  p r o g r a m .

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

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

e x i s t a n c e .

/



' W h i t e ' s
P H A R M A C Y

White's Inc. • 705 Halibut Point Rd. • Sitka, AK 99835 • (907) 747-5755

m a r c h  2 j ,  1 9 8 9

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

, 0 *  PO BOX H
y Y  /  Juneau, AK 9981*-0601

Dear Commissioner Munsonj

Thank you for your personal response to our dilemma. 
It was a difficult decision i -•* +"

p i t  / K l-

7 ( ;USr
tu

n \ U f u 9 i

^ x ( j i

i w  7 .

It was a difficult decision 
make rei our position with mr 
financially, as well as prof’ . 
choice. Although we had not 
written 30-day notice (mostly

pci*

my husband and me to 
caid, At this point, 
tonally; vie have no 
ven your department an official 
ecause we do not have a signed 

medicaid contract with the sta ,e); vie did let our medicaid patients 
know. This was at the time wc received notification regarding 
the Emergency Medical ruling on Jan 28th.

•
■ We DO care about these people and contrary to what has
> I c been of ten-times stated, vie arc- not refusing to serve any
1 medicaid patients-vie never have.

\ile have a mutual respect relationship with these patients- 
) 7>ne vihich we are proud of and have worked hard to establish.

We have spent A LOT of time explaining the system and the new 
restrictions. Such as over $ 0 0 0  drugs that were at one time 
covered on medicaid and now are not. The restriction that 
bothers me the most, however, is the mandatory generic substitution.
We must fill medicaid prescriptions with generics that we do not 
normally stock. Generics thai oft&n times do not show bioavailability
bioequivalency. We are forced to dispense the 'cheaper' product-
a process vihich we are liable 'or. So, at added inventory expense 
and liability we must dispens-. medication we don't have confidence 

in.

To address your comment about iving the program a fair chance,
please see the enclosed sampli 

imbursement. (if \ou would li 
me know). Also, written i.. J 
(average wholesal prices), 

compared to what it cost us.

of our : ebruary 1939 re- 
to see more examples, just’let 
margin, arc the i’EDBOOD AWP 
•ase nott what wc were paid

'§
■jr)

i <- '

’ />», 
,01,

.’ It,*.

. m

A; '• ■

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

of AWP; but this is based on business agreement that is

dependent on prompt payment f our wholesaler-— which is every 
.two weeks. The program is tab ing that away from us.
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’W h i t e
P H A R M A C Y

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

I'm not sure where you get the figures on our volume 
of medicaid prescriptions— it is more like 9A  of our 
total. When you mentioned a 1.. decrease in our gross 
annual, all I could think of was how that equaled one 
of our employees' wages. I don't want to have 
to lay someone off. Please note other costs here 
which have not been included in these percentages— ie: 
freight(a very R E A L  expense to us southeasterners) and 
increased inventory. As it stands now, we still 
have over $2 5 0 0 . 0 0  outstanding n unpaid medicaid claims 
from 1988.

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

Sincerely,

l l X j l w

Trish White RPh 

White's Pharmacy

CCs Representative Grussendorf 
Senator Eliason



' “V r e s c r i b i n g  
PHYSICIAN ID NO.

PRESCRIPTION 
>. NUMBER

£  D A T E  O F  
{ ^ S E R V I C E  ^ CHARGE/

) mocfis-7
■f i iV r U - Z l/zP I L U  CCST_/_

. fC£. mocc1 5 7

o z i 2 g q

0 Z I 3 8 ?

• O ,

V r  '•

I I 7 f c ( p 7  

11~7Iplob

M l 3 , 0

11. DfUJG'COOE INDCI 
/  OR 

^OTHER SERVICE IHCPCl

12. P R IO R  
A U T H O R I Z A T IO N  

N U M B E R

18. • HCP CERTIFICATION
THIS IS TO CERTIFY THAT THE FOREGOING IS TRUE. ACCURATE. ANO 
COMPLETE AND IS IN COMPLIANCE WITH TITLE VI OF THE CIVIL RIGHTS ACT 
OF 1964 WHICH PRECLUOES EXCLUSION OR DISCRIMINATION ON T*E 
GROUNDS OF RACE. COLOR OR NATIONAL ORIGIN I UNDERSTAND That 
PAYMENT AND SATISFACTION OF THIS CLAIM WILL BE PROM FEDERAL AND 
STATE FUNOS. ANO THAT ANW FALSE CLAIMS STATEMENTS OR DOCUMENTS 
OR CONCEALMENT OF A MATERIAL FACT MAY BE PROSECUTED UNDER 
APPLICABLE FEDERAL OR STATE LAWS
TO Tnr PFST OF My KNOWLEDGE NO OThER RESOURCE E»'S’ S

HCP S IGNATURE

O T H E F
BENEFIT

2 0 . .

• • T O T A L
C H A R G E

>—

■ • 

*75.50
1 1 2 2 . INSURANCE

1

I

2 3 . P A T IE N T  
O R  O T H E R

2 4 .  • ' 
T O T A L  

D E D U C T -
. I O N S

V '  C O M M E N T S

5 .

AMOUNT
B I L L E D

W l & O S  i K t i O & T N N - h & L l B .  A "  P H S -

FOR TVCC USE ONLY •'
L \vv>*-

7*4-'T

,'j FORWARD THIS CLAIM TO TVCC P.O. BOX 240729. “’JCHORAGE. ALASKA, 99524 0729

RETAIN FOR YOUR RECORDS

AK-C
(10/8-



' ' V r e s c r i b i n o
PHYSICIAN 10 NO.

11. drug code inoc i
OR

OTHER SERVICE IHCPCl

12 PRIOR 
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NUMBER
DATE 0F ->:
-SERVICE-'.̂ .

PRESCRIPTION

m o & t s - r

lir, •' ' V Of

1 7 1 0 0 4 5 7G504-6017-61
i C S M v o W 6 ”3 l / £ ) ' 2 3 1 7 1 0 0 4 5 7

\ 7 7 D 0 4 S 7

W 7 2 ^ ? 17700457

IQ. HCP CERTIFICATION
THIS IS TO CERTIFY THAT THE FOREGOING IS TRUE ACCURATE AND 
COMPLETE AND IS IN COMPLIANCE WITH TITLE VI OF THE CIVIL RIGHTS ACT

• OF 1964 WHICH PRECIUOES EXCLUSION OR DISCRIMINATION ON T*E 
GROUNDS OF RACE. COlOR OR NATIONAL ORIGIN • UNOERSTAND Th a* 
PAYMENT AND SATISFACTION OF THIS CLAIM WILL HE f PCM FEDERAL AND

• STATE FUNDS AND THAT ANY FALSE ClA 'VS  STaTEmFNTS OR t-OCUMEN-S 
-  OR CONCEALMENT OF A MATERIAL FACT may hf. ‘,00SFCi.”'£T UNO10
.APPLICABLE FEOERAL OR STATE LAWS 
TO IMF RFST OF MY KNOWLEOGE NO OTMfP RE5CLRCL Fn

.*yi*o T A L 
C.^>RGE

2 3 . P A T IE N T .  
O R  O T H E R

2 . INSURANCE
t fTOTAL
d e d Cj c t
IflONS

OTHER
BENEFITS

HCP S IG NATUR E DATE

•v COMMENTS
>.• Aj . t y -

m m
Ii

FOR TVCC USE ONLY • c.

FORWARD THIS CLAIM TO: TVCC P.O. BOX 240729. ANCHORAGE. ALASKA. 99524-0729
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HCP S IG NATUR E
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FORWARD THIS P.O. BOX .240729. ANCHORAGE, ALASKA. 99524-0729
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2 2 . INSURANCE

TOTAL
C H A R G E

3. PAT I ENT 
OR O THER

2-4.
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DEDUCT ­
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— 1-15^ 0 1

• PRIOR 
AUTHORIZA 

NUMBER

M V A /  PA

o c o q - 0 0 3 3 - 0 1

II. d r u g  CODE INOCI 
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OTHER SERVICE IHCPCl

p {in>  f n ' M  Pisw
0 7 7 7 - 3 /0 5 - 0 2 -

c l a i m  T O :  T V C C
*r •
•t, .

OTHER 1 
BENEF ITS i

OATE

2.5. y
AMOUNT
'BILLED.*

18 . HCP CERTIFICATION
THIS IS TO CERTIFY THAT THE FOREGOING IS TRUE ACCURATE ANO 
COMPLETE ANO IS IN COMPLIANCE WITH TITLE VI OF THE CIVIL RIGHTS ACT 
OF 1964 WHICH PRECLUDES EXCLUSION OR DISCRIMINATION ON THE 
GRC'JNOS OF RACE. COLOR OR NATIONAL ORIGIN I UNDERSTAND THAT 
PAYMENT ANO SATISFACTION OF THIS CLAIM WILL BE FROM FEDERAL AND 
STATE FUNOS. AND THAT ANY FALSE CLAIMS. STATEMENTS OR OOCUMENTS 
OR CONCEALMENT OF A MATERIAL FACT. MAY BE PROSECUTEO UNDER 
APPLICABLE FEDERAL OR STATE LAWS
TO TmF RFST OF MY KNOWLEOGE NO OTHER RESOURCE EXISTS
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10. HCP CERTIFICATION
THIS IS TO CERTIFY THAT THE rORECOINC IS TRUE ACCURATC. AND 
COMPLETE AND IS IN COMPLIANCE WITH TITLE VI OF THE CIVIL RIGHTS ACT 
OF 1964 WHICH PRECLUOES EXCLUS'ON OR DISCRIMINATION ON ThE 
GROUNDS OF RACE. COLOR OR NATIONAL ORIGIN I UNDERSTAND THAT 
PAYMENT ANO SATISFACTION OF THIS CLAIM WILL BE FROM FEDERAL AND 
STATE FUNOS. ANO THAT ANY FALSE CLAIMS. STATEMENTS OR DOCUMENTS 
OR CONCEALMENT OF A MATERIAL FACT. MAY BE PROSECUTED UNOER 
APPLICABLE FEOERAL OR STATE LAWS
TO THF RFST OF MY KNOWLEOGE NO OTHER RESOURCE EXISTS

S u J L U j  2
HCP S IG NATUR E c<jti  '

19. 2°.
: T O T A L  
C H A R G E a n .3 0

O T H E R
B E N E F I T S

21. 2 2 . INSURANCE '2 3 . P A T IE N T  
O R  O T H E R

2 4 .  • 
T O T A L  

D E D U C T -  
• TO N S

■ Mi

1

25.
AMOUN f
B ILLED

C O M M E N T S

FORWARD THIS CLAIM TO: TVCC P.O. BOX 240729. '.HORAGE. ALASKA. 99524-0729
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10 . 4 HCP CERTIFICATION
THIS IS TO CERTIFY THAT THE FOREGOING IS TRUE ACCURATE. ANO 
COMPLETE ANO IS IN COMPLIANCE WITH TITLE VI OF THE CIVIL RIGHTS ACT 
OF 1964 WHICH PRECLUOES EXCLUSION OR DISCRIMINATION ON THE 
GROUNCS OF RACE. COLOR OR NATIONAL ORIGIN I UNDERSTAND THAT 
PAYMENT AND SATISFACTION OF THIS CLAIM WILL BE FROM FEDERAL ANO 
STATE FUNDS. AND THAT ANY FALSE CLAIMS. STATEMENTS OR DOCUMENTS 
OR CONCEALMENT OF A MATERIAL FACT. MAY BE PROSECUTED UNDER 
APPLICABLE FEOERAL OR STATE LAWS
TO THF PFST OF MY KNOWLEOGE NO OTHER RESOURCE EXISTS

Q j q  S t d M l
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18. HCP CERTIFICATION
THIS IS TO CERTIFY THAT THE FOREGOING IS TRUE ACCURATE AND 
COMPLETE AND IS IN COMPLIANCE WITm TITLE VI OF THE CIVIL RIGHTS ACT 
OF 1364 WhiCh PRECLUOES EXCLUSION OR DISCRIMINATION ON THE 
GROUNDS 0 ' RACE COLOR OR NAT.CNAL ORIGIN I UNDERSTAND THAT 

.PATMCNT ANO SATISFACTION OF THIS CLAIM WILL BE PROM FEOCPAL ANO 
STATE FUNOS. AND THAT ANY FALSE CLAIMS STATEMENTS OR DOCUMENTS 
OR CONCEALMENT OF A MATERIAL FACT MAY BE PROSECUTED UNOER

: applicable feoeral or s ta t e  laws
TO Twr nrST OF UV KNOWLEDGE NO OTHER RESOURCE Ex-STS
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IQ .  HCP CERTIFICATION
THIS IS TO CERTIft. THAT .THE FOREGOING IS TRUE. ACCURATE. ANO 
COMPLETE AND IS IN COMPLIANCE WITH TITLE VI OF THE CIVIL RIGHTS ACT 
OF 1964 WHICH PRECLUDES EXCLUSION OR DISCRIMINATION ON THE 
GROUNDS OF RACE. COLOR OR NATIONAL ORIGIN I UNDERSTAND THAT 
PAYMENT ANO SATISFACTION OF THIS CLAIM WILL BE FROM FEOERAL AND 
STATE FUNDS. ANO THAT ANY FALSE CLAIMS. STATEMENTS OR DOCUMENT J  
OR CONCEALMENT OF A MATERIAL FACT MAY BE PROSECUTED UNOER 
APPLICABLE rCOERAL OR STATE LAWS
TO THF RFST 01 MY KNOWLEOGE NO OTHER RESOURCE EXISTS
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CHARGE

0008-25-02-.
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20.
TOTAL
CHARGE

2 3 . P A T I E N T  
O R  O T H E R

2 2 .INSURANCE 2 4 .
•TOTAL 
DEDUCT 
lOKlS •'

OTHER
BENEF ITS

O A T E  O F  
S E R V I C E

0?-7S5(

0 2 2 6 ^
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P R E S C R IP T IO N

N U M B E R

~ ~ 1 Rs 5 1 %

1 5 5 1 7

I f . DRUG CODE INDCI 
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O T H E R  S E R V I C E  IH C P C l
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t\(M (' [Mi (pC
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N U M B E R

c0065-005-62.
yAAufiAinc- (c *u' (____

A<*>P iuli'7p P A \ o  n  b y

13
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18 . HCP CERTIFICATION
THIS IS TO CERTIFY THAT THE FOREGOING IS TRUE. ACCURATE. AND 
COMPLETE AND IS IN COMPLIANCE WITH TITLE VI OF THE CIVIL RIGHTS ACT 
OF 1964 WHICH PRECLUDES EXCLUSION OR DISCRIMINATION ON TmE 
GROUNDS OF RACE. COLOR'OR NATIONAL ORIGIN I UNDERSTAND THAT 
PAYMENT ANO SATISFACTION OF THIS CLAIM WILL DE FROM FEDERAL ANO 
STATE FUNDS. ANO THAT ANY FALSE CLAIMS STATEMENTS OR COCUMENTS 
OR CONCEALMENT OF A MATERIAL FACT MAY BE PROSECUTED UNOER 
APPUCABIE FEDERAL OR STATE LAWSTO THF RFS» OF MY KNOWLEOGE NO OTHER RESOURCE EXISTS

rm 5 M ± U l  £ * £ 6 3 5 -
HCP S IG NATUR E  I D » T E

2 5 .

AMOUNT 
B IL i I •

I - /  'C O M M E N T S

ONLY
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10.
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•»,18. f HCP CERTIFICATION ̂THIS! IS TO CERTIFY’' THAT THE FOREGOING IS TRUE. ACCURATE. AND \ COMPLETE AND IS IN COMPLIANCE WITH TITLE Vl OF THE CIVIL RIGHTS ACT • OF 1964 WHICH PRECLUOES EXCLUSION OR DISCRIMINATION ON THE GROUNDS OF RACE. .COLOR OR NATIONAL ORIGIN 1 UNDERSTAND THAT PAYMENT AND SATISFACTION OF THIS CLAIM vYUL UE FROM FEOERAL AND STATE FUNDS. AND THAT ANY FALSE CLAIMS STATEMENTS OR DOCUMENTS OR CONCEALMENT OF A MATERIAL FACT MAY BE PROSECUTED UNOER .APPLICABLE FEDERAL OR STATE LAWS' TO THF PFST OF MY KNOWLEDGE NO OTHER RESOURCE EXISTS
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i \ V1 8. HCP CERTIFICATION THIS IS TO CERTIFY THAT THE FOREGOING IS TRUE ACCURATE AND COMPLETE AND IS IN COMPLIANCE W'TM TITLE Vl OF THE CiViL R'GmTS ACT OF 1964 WHICH PRECIUOES EXCIUS'ON OR DISCRIMINATION ON T*E GROUNDS OF RACE. COLOR OR NATIONAL ORIGIN 1 UNDERSTAND THAr PAYMENT ANO SATISFACTION OF THIS CLAIM WILL BE FROM FEOERAL AND STATE FUNDS. AND THAT ANY FALSE CLAIMS. STATEMENTS OR DOCUMENTS OR CONCEALMENT OF A MATERIAL FACT MAY BE PROSECU’TCO UNDER APPLICABLE FEDERAL OR STATE LAWSTO THF PFST OF MY KNOWLEDGE NO OTHER RESOURCE EXISTS
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k
OUR LADY OF COMPASSION CARE CENTER SISTERS OF 

PROVIDENCE4900 EAGLE STREET ANCHORAGE, ALASKA 99503-7446 SERVING IN THE WEST SINCE 1H56
PHONE:(907) 562-2281

M a r c h  22, 1 9 8 9

T h e  H o n o r a b l e  D i c k  E l i a s o n  
A l a s k a  S t a t e  S e n a t e  
P.O. B o x  V 
J u n e a u ,  A l a s k a  9 9 8 1 1

D e a r  S e n a t o r  E l i a s o n :

I a m  v e r y  c o n c e r n e d  b y  H B  70. A s  I u n d e r s t a n d  it, H B  70 w i l l  r e m o v e  
t h e  S u n s e t  C l a u s e  f r o m  SB 2 5 5  w h i c h  is a d i r e c t i v e  to t h e  S t a t e  to 
i m p l e m e n t  a F e d e r a l  P h a r m a c y  M e d i c a i d  p r o g r a m .  I s u p p o r t  SB 2 5 5  an d  
th e  i m p l e m e n t a t i o n  of a F e d e r a l  P h a r m a c y  M e d i c a i d  p r o g r a m .  
U n f o r t u n a t e l y ,  t h e  S t a t e  h a s  n o t  y e t  b e e n  a b l e  to d e v e l o p  a p r o g r a m  
t h a t  h a s  b e e n  F e d e r a l l y  a p p r o v e d .  T h e r e f o r e ,  I s u p p o r t  an e x t e n s i o n  
of t h e  S u n s e t  C l a u s e  f o r  a n  a d d i t i o n a l  y e a r  to  a l l o w :

1. T h e  D e p a r t m e n t  of H e a l t h  a n d  S o c i a l  S e r v i c e s  t o  f i n a l i z e  a p l a n  
f o r  a P h a r m a c y  M e d i c a i d  p r o g r a m ;

2. F e d e r a l  H C F A  o f f i c i a l s  to a p p r o v e  th e p l a n ;

3. I m p l e m e n t a t i o n  of a p r o g r a m  u n t i l  th e n e x t  l e g i s l a t i v e  s e s s i o n ;

4. L e g i s l a t i v e  -eview of t h e  i m p a c t  of t h e  p r o g r a m .

I w o u l d  l i k e  to r e q u e s t  t h a t  y o u  e i t h e r  v o t e  a g a i n s t  H B  70 in o r d e r  to
r e t a i n  l e g i s l a t i v e  r e v i e w ,  o r  c o n s i d e r  a n  a m e n d m e n t  t o  e x t e n d  t h e
S u n s e t  C l a u s e  p r o v i s i o n  o n e  a d d i t i o n a l  y e a r .

I w o u l d  a p p r e c i a t e  r e c e i v i n g  y o u r  v i e w s  o n  t h i s  i s s u e .

S i n c e r e l y ,

<
C o n s u l t a n t  P h a r m a c i s t

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

a n d ,



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

R epor t

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

D i v i s i o n  o f  M e d i c a l  A s s i s t a n c e  
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 mber 1988



Offic ia l Business

Alaska State Legislature
SENATE 

C o m m i t t e e  o n  F i n a n c e
P.O. Box v 
State Capitol 

Juneau, Alaska 99811

LETTER OF IN TEN T ON SB 255

I t  i s t h e  i n t e n t  o f  t h e  L e g i s l a t u r e  t h a t  a s  r e g u 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 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, 19 8 9 .



December 7 t h  • K i m  B u sch , Erie H a n s e n ,  Bert Parrish, a n d  Darrell Stauffer m e e t

w i t h  federal H C F A  officials in Baltimore to r e v i e w  state plan.

1 4 t h  • State m e e t 3  w i t h  regional H C F A  officials in Seattle to r e v i e w

state plan

1 6 t h  • Steering c o m m i t t e e  m e e t s  b y  teleconference. A l s o  in a t t e n d a n c e

are Chris Coursey, B e m i e  Klouda. Eric H a n s e n  r e v i e w s  federal 

r e s p o n s e  to statoplan. F e d s  firmly reject p e r c e n t a g e  m a r k u p  

formula a s  well a s  A W P  a s  r e i m b u r s e m e n t  for ingredient cost. 

F e d s  require state to p e rfo rm s u rve y to d e ter min e actual 

ingredient costs b e i n g p a i d  b y  A l a s k a n  p h a r m a c i e s .  State desires 

to i m p l e m e n t  interim p l a n  b y  Fe bru ary l s t w h i l e  pe rfo r m i n g  

ingredient co st survey. If final pl an a p p r o v e d  b y  F e d s  b y  M a r c h  

1st, the state c a n  b e  r e i m b u r s e d  retroactive to J a n u a r y  1st. State 

p r o p o s e s  to p a y  A W P  m i n u s  5% plus fee of 57 .90 ( a ver age -v ari es 
individually) until s u r v e y  is d o n e  at w h i c h  time ingredient co st 

will b e  ad jus ted to s u r v e y  results. All n o n - p h a r m a c i s t  m e m b e r s  

of the c o m m i t t e e  vote y e s  w i t h  Eric H a n s e n  abstaining. 

P h a r m a c i s t  m e m b e r s  a s k  for confe ren ce prior to ta kin g position.

1 8 t h  • D a v e  S w a n s o n ,  R o n  S e d g w i c k ,  Chris C o u r s e y  a n d  B e m i e  K l o u d a

m e e t  b y  teleconference to d i s c u s s  position o n  interim p r o g r a m  

p r o p o s e d  b y  state. D a v e  S w a n s o n  conferred wi th Bill L a r s o n  w h o  

c o u l d  not attend this m e eti ng. P h a r m a c i s t s  u n a n i m o u s l y  a g ree d 

that they c o uld on ly suppo rt the initial state p l a n  ( A W P  plus 

m a r k u p  plus fee) a n d  w o u l d  vote n o  to the b a c k u p  p r o p o s a l  b y  the 

state.

1 9 t h  • Chris C o u r s e y  c o m m u n i c a t e d  the votes (3 n a y s )  of the steering

c o m m i t t e e  m e m b e r s  ( S e d g w i c k ,  S w a n s o n ,  La rso n) to Eric H a n s e n .

2 2 n d  • Eric H a n s e n  contacts Chris C o u r s e y  wi th n e w  state proposal.

State will r e i m b u r s e  A W P  plus 7.90 fee (average) starting 

Feb.lst, until the ingredient co st s u rve y is done, at w h i c h  time 

A W P  w o u l d  b e  re pla ced w i t h  the actual ingredient c o s t  a s  

d e t e r m i n e d  b y  the survey. In addition, tlie state w o u l d  require the 

Assoc iat io n to provide a letter supporting the final p r o g r a m  a n d  

a g ree ing not to o p p o s e  H E S S  during the u p c o m i n g  legislative 

session.

2 2 n d  • After r e v i e w i n g  pr opo sal w i t h  D a v e  S w a n s o n ,  R o n  S e d g w i c k ,  a n d

B e m i e  Klouda, Chris C o u r s e y  informs K i m  B u s c h  that the 

Assoc iat io n c a n n o t  provide the letter a s  r e q u e s t e d  a n d  will take 

n o  action w h i c h  limits the options of the p h a i m a c y  providers. K i m  

B u s c h  indicates thatthe state will probably a d o p t  A W P  m i n u s  5% 

pl us a fee of $7.90 (average) until the co st ingredient s u r v e y  is 

c o mpl ete d.

\



RICHARD VERME ASSOCIATES 
422 East Bay Drtve, 127 

Olympia, Washington 08506

STATE OF ALASKA

MEDICAID ESTIMATED ACQUISITION COST (EAC)
DRUG SURVEY

1. ENGAGEMENT DESCRIPTION-- Under the authority of Contract ASPS Number 06-89-124 with the State 
of Alaska, Department of Health and Social Services, Richard Vcrmc Associates (RVA) performed the 
following described consulting services. Except for follow-up consultation, this report represents the 
completion of all other tasks, deliverables, obligations, and performance under this contract.
1.1 Purpose-- The purpose of this engagement was to conduct 8 survey of Alaskan prescription drug prices 

in a representative number of pharmacies in Alaska providing those drugs under the Medicaid program.

1.2 Objectives—  The objective of this engagement was two-fold,
First, it was to determine Estimated Acquisition Costs (EAC) for certain Medicaid prescription 
drugs in Alaskan pharmacies. The state required this work conform to federal acceptance 
standards.

Second, it was to show the EAC as a percent o' the Average Wholesale Price (AWP). The 
state required use of the AWP shown in industry standard references. These references 
included the October I, 1988 through February 28. 1989 M e d i s p a n ,  B l u e  B o o k ,  or R e d  B o o k .

1.2.1

1.2.2

1.3 Consultant Team—  The team used to conduct the survey consisted of two staff. Richard L. Verme was 
the Principal and lead surveyor. Thomas Zuchlewski, the firm’s Chief Technical Associate, 
accompanied Mr, Verme.

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

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

a. Six (6) of the higher volume Medicaid 
providers,

b. Six (6) urban and six (6) rural pharmacies,
c. Eight (8) independent and four (4) chain 

stores, and
d. Twenty-two (22) prescription drugs.

1.4.2

DOLLAR VOLUME

MMiceict Provioe’s

F i g u r e  1 
Comparison

P r o v i d e r s  V olum e

1.4.3

According to the Division of Medical Assistance 
(DMA) records, the sample pharmacies number 
nearly fifteen percent (15%) of all Alaskan 
Medicaid drug providers. This is twelve percent 
(12%) of all enrolled providers. In dollar volume, 
the sampled pharmacies received twenty-one 
percent (21%) of al! state Medicaid drug
payments One half or forty-one (41) of the Alaskan providers are in Anchorage. This 
correlates with the urban element of the sample.
The twenty-two (22) sample drugs comprise nearly fourteen percent (14%) of all prescriptions 
billed during the year 1988. The actual figure is somewhat higher. This percentage does not 
include all possible generic substitutes.

R I C H A R D  V E R M E  A S S O C I A T E S
M E D I C A I D  E A C  D R U G  S U R V E Y
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1.5

1.4.4 The consultant team conducted the drug survey 
during the period February 14 through 21, 1989. 
They collected prices for the sample drugs on*' 
site at each of the twelve (12) pharmacies. They 
obtained the prices from invoices for 1988 and 
later on file at the sites. They further confirmed 
the data by a check of products on the provider’s 
shelf.

Analysis Techniques-- The method of analysis consisted of 
comparing the price data collected with the AWP for each 
drug as showD in the B l u e  B o o k  or R e d  B o o k .  From this 
comparison the consultant team calculated the percent AWP 
for each price at each provider site. From these percentages, 
they complied averages for groups of drugs and providers. 
These groups include:

1.5.1

1.5.2

1.5.3
1.5.4

1.5.5

Urban and rural providers,

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

DRUG VOLUME

Prescriptions B ties

Sa’np'fr

Figure 2 Drugs Volume Comparison

Drugs only available from a single manufacturer (Single Source),

Drugs available from two or more manufacturers (Multi-source) and not subject to MAC, 

Averages for individual providers and drugs, and over-all total drug and provider averages.

2. DESCRIPTION OF APPROACH AND METHODS— The survey consisted of six (6) phases. RVA completed 
the first four (4) phases in Alaska. The final two phases took place at the firm’s location in Olympia, 
Washington.

2.1 Phase One-- was the selection of sample Alaskan Medicaid prescription providers and a "market basket" 
of drugs billed to the program. This combined an analysis of Alaskan Medicaid Management Information 
System (MM1S) reports and consultation with the Alaska, Division of Medical Assistance (DMA).

2.1.1 RVA and DMA agreed on twenty (20) drug products representing the top drugs in the top 
therapeutic classifications among all state Medicaid prescription billings. This consists of a 
mix of prescription medications.

a. It includes nine (9) Single Source drugs, seven (7) Multi-source federal MAC products, 
and a total of eleven (11) Multi-source medications.

b. The Regional federal Heath Care and Financing Administration (HCFA) requested the 
sample include an emphasis on federal MAC drugs. Therefore, the surveyors agreed to 
add two (2) more federal MAC Multi-source drugs. This increased the sample to twenty- 
two (22).

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

2.1.2 RVA and DMA agreed to a final selection of twelve (12) Medicaid prescription providers.
This included six (6) urban providers from the City of Anchorage and six (6) rural pharmacies 
from other communities across the stale. From the original selection of providers, three 
pharmacies contacted in advance, chose not to take part. DMA recommended and RVA 
accepted replacements with similar characteristics, locations, and volumes. APPENDIX B. 
provided under separate cover, describes each provider thai took part.

2.2 Phases Two Through Four—  RVA completed these phases at the sampled provider sites. This consisted 
of interviews with pharmacy management, checking prices of the sample drugs on the provider’s shelf, 
and copying drug invoices and related documents for the sampled products.

R I C H A R D  V E R M E  A S S O C I A T E S
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2.2.1 The interview with the pharmacist, owner, or manager determined the provider’s prescription 
volume, Medicaid business percentage, and their sources of supply. This included asking 
which three (3) prescriptions they filled most often. The consultant team asked for a release 
of wholesaler information. This enabled the surveyors to determine applicable fees, up- 
charges, and other product related costs.

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

2.2.3 The RVA survey team made copies of the provider’s original drug invoices to confirm the
shelf inventory and support later analysis. Where available they copied related wholesaler 
reports. These reports summarize provider purchases by actual cost and percent of AWP for 
al! drugs purchase in the report periods. APPENDIX C contains examples of these summaries

2.3 Phase Five-- This phase included compiling and arraying all the information collected. This involved 
calculation of AWP percentages for drug prices. As a last step, RVA performed the drug and provider 
drug cost analysis.

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

2.3.2 SECTION 3 of this report describes in detail the drug and provider cost analysis. It recognizes 
common provider characteristics, purchasing customs and related costs, sources of supply, and 
associated pharmacy business practices.

2.4 Phase Six—  This phase consisted of developing the survey’s findings from the analysis and incorporating 
them into the engagement report. SECTION 4 of the following lists the findings of fact identified by 
the surveyors.

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

3.1 Provider Characteristlcs--

3.1.1 RVA and DMA agreed to divide Alaskan pharmacies into two (2) discrete categories based 
on demographics and location. Of the eighty-two (82) Alaskan drug providers in the Medicaid 
program, forty-one (41) were in the City of Anchorage. This placed them in the Urban 
category based on location and the size population served. The Rural category contains the 
remainder of providers located across the state serving much smaller communities. The 
sample of providers contains six (6) from each of these categories.

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

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

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

3.2.1 This placed the sampled providers in two (2) distinct groups based on their primary suppliers.

RICH A R D  V E R M E  ASSOCIATES
MEDICAID EAC D R U G  SURVEY
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a. The first group of eight (8) purchiied, in a Urge measure, from national wholesaler firms 
with distribution centers in Washington State. The remaining four (4) in the sample 
purchase from a local Alaskan wholesaler located in Anchorage. The team found two (2) 
of the six (6) Urban (Anchorage) providers and five (5) of the Rural providers purchased 
from the national wholesalers.

b .  T h e  t e a m  a l s o  n o t e d  a l l  p h a r m a c i e s  t o o k  a d v a n t a g e  o f  s o m e  m a n u f a c t u r e r  D i r e c t  
p u r c h a s i n g .  T h i s  p r a c t i c e  t o o k  t h e  f o r m  o f  “f r e e  g o o d s  s p e c i a l s , ’  ’ d a t i n g  d e a l s , *  o r  a n n u a l  
p u r c h a s e s  o f  a n t i b i o t i c s .  T h i s  e x p l a i n s  t h e  l o w  p r i c e s  f o u n d  f o r  g e n e r i c  o r  M A C  d r u g s

3 . 2 . 2  S o m e  p r o v i d e r s  p a i d  a d d i t i o n a l  c h a r g e s  d i r e c t l y  r e l a t e d  t o  d r u g  p r o d u c t  p u r c h a s i n g  F o r  t h i s  
s u r v e y  t h e s e  p a y m e n t s  a r c  a  c o s t s  c o v e r e d  b y  t h e  d i s p e n s i n g  f e e .  T h e s e  c h a r g e s  i n c l u d e :

a .  F r e i g h t ,  p o s t a g e ,  p a r c e l  d e l i v e r y ,  o r  o t h e r  s h i p p i n g  c h a r g e s ;  a n d  l a i c  f e e s  o r  p e u a i l i c s  f o r  
p a s t  d u e  b i l l s .

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

3 . 3  D r u g  C o s t  C h a r a c t e r i s t i c s - -  T h i s  s u r v e y  c o m p a r e s  t h e  a c t u a l  p r i c e  o f  t h e  s a m p l e d  d r u g  p r o d u c t  w i t h  t h e  
p u b l i s h e d  A V < T  f o r  t h e  p r o d u c t .  T h e  b a s i s  f o r  c o m p a r i s o n  is t h e  p r o d u c t  N a t i o n a l  D r u g  C o d e  ( N D C )  
a n d  t h e  A V > T  e f f e c t i v e  o n  t h e  d a t e  o f  p u r c h a s e .  S i m i l a r l y ,  M A C  p r i c e s  a r e  a n o t h e r  b e n c h - m a r l :  f o r  
d r u g s  w i t h  a f e d e r a l  r e i m b u r s e m e n t  c e i l i n g  T h e  A W P  p e r c e n t a g e s  c o m e  f r o m  ’ p e r  u n i t  c o s t s * as a 
f u n c t i o n  o f  t h e  A W P  u n i t  p r i c e .  T h i s  m e t h o d  u s e s  a w e i g h t e d  a v e r a g e  t o  a l l o w  f o r  d i f f e r e n t  c o n t a i n e r  
s i z e s .  A l l  c a l c u l a t i o n s  s h o w  p e r c e n t a g e s  r o u n d e d  t o  t h e  n e a r e s t  w h o l e  p e r c e n t .

3.4 Provider, Drug, and Cost Relationships--

3 .4 .1  T o  e x a m i n e  t h e s e  r e l a t i o n s h i p s ,  t h e  s u r v e y o r s  u s e d  D r u g - P r o v i d e r  M a t r i c e s  o r  T a b l e s .  T a b l e  

1 s h o w s  t h e  p e r c e n t  o f  A W P  f o r  e a c h  d r u g  f o r  e a c h  p r o v i d e r .  I t  d i s p l a y s  a v e r a g e s  f o r  b o t h  
i n d i v i d u a l  d r u g s  a n d  i n d i v i d u a l  p r o v i d e r s .  A l s o ,  i t  c o n t a i n s  a n  o v e r - a l l  a v e r a g e  f o r  t h e  to ta l  
o f  b o t h  d r u g s  a n d  p r o v i d e r s .

Table I Drug and Provider AWP Percents

VENDOR CODE NUMBER DRUG
N AV: STRENGTH 1 1 « 2 1 3 # 4 « 5 t  6 # 7 # 8 # 9 #10 #11 #12 AVG

P r o n e 20 mg 82 8E 88 8E 87 85 87 87 85 92 92 87 85
I ter . i st i t  7 2* 88 88 88 88 88 89 87 83 85 92 95 87 89
Tegretol 200 mg 87 88 82 88 77 93 87 87 93 97 95 87 89
Or ax i d e 89 90 89 90 89 90 89 89 9C 90 95 87 90
F i l d i n i 20 mg 84 (4 84 84 14 85 83 34 86 84 95 84 85
D r s j r t l ISO mg 88 88 87 87 86 87 87 87 95 87 88
2intac ISO mg 87 88 88 88 87 85 07 87 90 88 95 87 88
Tagirr.t 1 300 mg 89 90 89 90 89 90 89 89 90 89 95 87 90
Prevent 1 1 90mtg 17gr 88 88 88 87 88 87 82 89 88 95 87 88
Tinormir- 50 mg 88 88 88 88 82 85 87 87 87 88 95 87 82
PI l i r t  ir. 100 mg 83 89 89 89 89 86 87 87 87 85 95 83 87
D i r u c e t  a too 8E 82 88 88 79 85 79 88 89 90 95 78 87
Tr i p h n  11 • 2E 80 EC 84 85 80 85 80 84 80 84 80 80 82
X i r . u 0 . 5mg 80 80 84 85 80 85 80 84 80 84 80 80 82
Am:» i c  111 i n 250mg/Sml 41 28 29 32 32 41 29 20 20 26 41 29 31
T j l e i S/50C 93 87 87 87 95 98 95 95 90 82 95 87 91
P i i r. j  r i r. 0. 625mg 82 82 83 88 85 E5 87 90 88 95 88 88
Meet r g a r For 11 s 85 83 83 89 81 92 92 82 84 92 80 87
I j l r r . c i  M/Ccotir. t #3 S3 88 8E 88 83 85 80 83 90 88 92 80 84
At i ta rr i ncFre r  Code' r t Phosphite 300r,g/30mg 8C 44 71 37 30 43 84 84 88 91 60 65
Mtc r obarr.e: e 400 mg 84 66 80 84 51 65 61 63 95 80 73
F u r o s err i c e 40 mg 87 52 52 92 19 47 74 61

VENDOF AVERAGE B2 8C 81 82 81 83 78 83 83 84 90 81 82 DRUG AVERAGE 
82 VENDOR AVERAGE

RICHARD V E R M E  ASSOCIATES
MEDICAID EAC D R U G  SURVEY
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3.4.2 Table II coniiits of just the Non-MAC drugs contained in Table Ooc. Id the tame fashion 
U  shows each drug, provider, and their averages.

T a b l e  I I  P r o v i d e r  A x p  N o n - M A C  D r u g  A W P  P b r c e k i i

AAV! strength 4 1 4 2 4 3
VEKOOR 

4 4 4 S
COOt HUUBEF 

4 1 1 7  8 1 4 9 410 111 117
DRUG
AVG

P lO J IC 20 *( 18 I I I E IE 17 89 17 17 89 9? 95 17 89
N e r u t i t  7 r * 18 18 I I I I 81 19 17 13 89 9? 95 87 19
f 11 f l i n 20 «i( 84 I I 81 14 14 15 83 14 SO 14 95 84 85
D t S f f t l ISO H£ 18 IE 17 17 i e 17 17 17 95 17 8*
Z t M t C ISO fng 87 IE 88 IE 17 19 87 17 90 88 95 17 88
11 j t r t  t 300 Rig IS 90 19 90 19 90 19 85 90 15 95 87 90
Pi o »* r 1 1 1 90m: j 1 7 frr 88 IE IE 17 IB 17 1? 15 IE 95 87 88
l i n c r i r i f SO *i( 88 IE 8E 88 I t IS 87 87 17 88 95 17 88
T t i p h m  1 • 26 10 10 84 85 80 15 80 84 80 14 80 80 82
A t m 0 Smj 10 10 84 15 10 15 80 84 8C 84 80 80 82
1 J l o i s/soc 93 87 87 87 95 98 95 95 90 88 95 87 91
F l irr.i r 1 r 0 62Sm£ I t 8E 83 I I 19 85 87 90 8E 95 88 88
U i p i ' ( ir  f O ft  1J 89 83 83 89 85 95 95 85 84 92 80 87

VtNDOF. AVERAGE 87 8( 87 87 87 88 87 87 87 17 91 85 87
87

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

a. Urban providers and Non-MAC Drugs,

b. Rural providers and Non-MAC Drugs;

c. MAC drugs for

1) All providers,

2) Urban providers, and Rural providers;

d. Single Source drugs for all providers, and

e. Non-MAC Multi-source drugs for all providers.

3.4.4 The analysis examined further the sensitivity of the averages to possible anomalies in the data 
collected. This included elimination of:

a. The high and low percentages for the drug products purchase by each provider;

b. The high and low drug percentages based on wholesaler supplier;
c. The high and low provider averages; and

d. The calculation of averages weighted by the sampled drug and provider shares of the
Alaskan Medicaid program.

4. FINDINGS—  The Surveyors found two (2) primary areas where the facts clearly offer conclusions. The first 
pertains to drug purchasing and pharmacy business practices. The second applies to the percent of AWP 
represented by the actual cost for the sampled drugs.

R I C H A R D  V E R M E  ASSOCIATES March 25, 1989
MEDICAID EAC D R U G  SURVEY Page 5 of 7 Pages
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4.1.1 The sampled Alaskan Medicaid providers can and do purchase the surveyed drugs from 
several suppliers.

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

b. The surveyed providers purchased nearly thirteen percent of (13%) oi the sampled products 
from sources other than wholesalers. This practice resulted in drugs costs well below those 
charged by the wholesalers noted in the survey.

4.1.7 There were a possible thirty-six (36) respondents to the request to identify the three most
common prescriptions. Twenty-three (23) answered the question. They reported the surveyed 
drugs in sixty-tbrec percent (63%) of the cases.

4.1.3 The survey team found equivalent drug products od pharmacy shelves for which there is no 
apparent FDA approval.

4.1.4 Eight (8) of the twelve (12) surveyed providers paid certain fees to drug wholesalers. These 
include charges for such items as enrollment, microfiche and order entry equipment.

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

b. The estimates showed only one (1) of the eight (8) providers had fees approaching two
percent (2%) of drug costs. The others paid only small fractions of a percent.

4.1.5 Wholesaler summary reports for the 
surveyed providers document 
purchasing of all drug products on the 
average of between eighty and eight- 
five percent (80% - 85%) of AWP. 
APPENDIX C contains examples of 
theses reports. This is consistent with 
the averages shown in Table 1.

4.1 Business ind Drug Purchasing Practices—

4.1.6 Wholesaler and direct supplier price 
date and invoices show federal MAC 
drugs routinely available and 
purchased by the prudent buyer at 
prices below the MAC.

4.1.7 The presence on provider shelves of 
generic, Multi-source, substitutes for 
the surveyed brand name drug 
products indicates authorized 
substitution may be a relatively 
common practice.

4.2 Drug Cost Percentages of AWT —

4.2.1 The survey team found no material difference between the total drug price averages and
the averages for all providers. This includes:

a. All drugs and all providers at eighty-two percent (82%) of AWT for Urban and Rural
providers; and

b. Non-MAC drugs at eighty-seven percent (87%) of AWT for both Urban and Rural 
providers.

DRUG COST PERCENT OF AWP 

fj, V E N D O R  AVERAGES

W J  £5£ All On*}t ESS Hur-UAC Druei

RURAL VENDORS

TOWVENDOfl°

81% 83% 85% 87% 89%

Figure 3 Provider Averages Percent of AWT

R ICHARD V E R M E  ASSOCIATES
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c. Figure 3 illustrates these comparisons for the surveyed providers.

4.3 Figure 4 shows the same relationships for the sampled 
drugs. Tables I and n  of Section 3 and Tables III and IV 
of APPENDIX D show both sets of relationships.

4.3.1 The surveyors found MAC drugs widely and 
consistently available below the MAC price.

4.3.2 The high was Urban providers with b high of 
sixty-nine percent (69%) of MAC.

a. The low was Rural provider’s MAC drug 
price average of sixty-five percent (65%).

b. Table V of APPENDIX D displays the 
MAC averages.

4.3.3 There is a modest difference between average 
percent of AWP for Single Source drugs and 
that for Non-MAC Multi-source drug.

D R U G  C O S T  P E R C E N T  O F  AW P
D R U G  / V E R A Q E S

•ti361
M l

an

• d781

m — p .....

t r - J m   to
IM

W~~'-
■

- § 1  A/ •

AM
Her~UA£ Drv9«

URIAH VENDORS RURAL VENDORS TOTAL VENDOR!
i n  a rttot

in m *7%

lM D ne«  E 2  Mwi-UAC Dr*«i

Figure 4 Drug PERCENTAGES OF AWP

a . The average for the surveyed providers for Single Source is eighty-seven percent (879t).

b. The average for Multi-source Non-MAC products is eighty-nine percent (89%).

c.
DRUG COST PERCENT OF AWP

B y  S o u r c e s

DflUO /VERAQE

VENDOR >VERAjQE

661 67% 66% 69%

H H  Bcurot RSSN WuUh*ourc«

00%

Figure 5 Comparison S ingle and Multi-source Drug 
Averages

Tables VI and VII of 
APPENDIX D display this 
relationship. Figure 5. shows 
the difference graphically.

4.3.4 The sensitivity and weighted average 
analyses proved there was no material 
differences resulting from anomalies 
in the data collected.

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

b. Neither did weighting the 
average drug and provider 
AWP percentages by Medicaid 
provider and prescription 
volume male any material 
change.

5. CONCLUSIONS—  The data collected from this survey justifies the State of Alaska considering the use of 
EIGHTY-SEVEN (87%) of AWT as the basis for a t  Estimated Acquisition Cost (EAC) for reimbursement of 
Nod-MAC Medicaid prescriptions. Factors to consider in any adjustment to this percentage could include:

5.1 Increases based on a fully documented statewide assessment of wholesaler monthly fees;

5.2 Decreases based on clear evidence showing the impact of supplier prompt payment discounts; and

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

5.4 The use of a separate and higher tier to address the Non-MAC Multi-source drug differences.

R I C H A R D  V E R M E  ASSOCIATES
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S T A T E  O F  A L A S K A

MEDICAID ESTIMATED ACQUISITION COST (EAC)
DRUG SURVEY

APPENDIX A

DRUGS SURVEYED

CODE: A Prozac 20 mg, Lilly MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): SS SCHEDULE n  (Yes/No): N

CODE: B Monistat 7 2 % ,  Ortho MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): SS SCHEDULE II (Yes/No): N

CODE: C Teg re to! 200 mg, Geigy MAC (Yes/No): Y
SOURCE (MS- Multi-source, SS- Single Source): MS SCHEDULE II (Yes/No): N

CODE: D Dyazidc , SKF MAC (Yes/No): Y
SOURCE (MS- Multi-source, SS- Single Source): MS SCHEDULE II (Yes/No): N

CODE: E Feldene 20 mg, Pfizer MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): SS SCHEDULE II (Yes/No): N

CODE: F Desyrel 150 mg, Mead Johnson MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): MS SCHEDULE II (Yes/No): N

CODE: G Zantac 150 mg, Glaxo MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): SS SCHEDULE D (Yrs/No): N

CODE: H Tagamet 300 mg, SKF MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): SS SCHEDULE D (Yes/No): N

CODE: 1 Proventil 90mcg 17gm, Schering MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): MS SCHEDULE H (Yes/No): N

CODE: J Tenormin 50 mg, Stuart-ICI MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): SS SCHEDULE D (Ycs/No): N

CODE: K Dilantin 100 mg, Parke Davis MAC (Yes/No): Y
SOURCE (MS- Multi-source, SS- Single Source): MS SCHEDULE D (Yes/No): N

CODE: L Darvocet N 100, Lillv MAC (Yes/No): Y
SOURCE (MS- Multi-source, SS- Single Source): MS SCHEDULE II (Yes/No): N

CODE: M Triphasil - 28 , Wyeth MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): SS SCHEDULE II (Yes/No): N

CODE: N Xanax 0.5mg, Upjohn MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): SS SCHEDULE II (Yes/No): N

CODE: O Amoxicillin 250mg/5ml, Squibb MAC (Yes/No): Y
SOURCE (MS- Multi-source, SS- Single Source): MS SCHEDULE O (Yes/No): N

CODE: P Tylox 5/500, McNeil MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- Single Source): MS SCHEDULE II (Yes/No): Y

R I C H A R D  V E R M E  ASSOCIATES
MEDICAID E A C  D R U G  SURVEY

A ppendix a
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CODE: O Premarin 0.625mg, Ayertt MAC (Yes/No): N 
SOURCE (MS- Multi-source, SS- Single Source): MS

CODE: R Mcpcrgau Forlis, Wyeth MAC (Yes/No): N
SOURCE (MS- Multi-source, SS- SiDglc Source): SS 
NOTE: This drug now on FDA less than effective list

CODE: S Tylenol w/Codcine #3, McNeil MAC (Yes/No): 
SOURCE (MS- Multi-source, SS- Single Source): MS

CODE: T Acetaminophen; Codeine Phosphate 300mg/30mg, 
SOURCE (MS- Multi-source, SS- Single Source): MS

CODE: U Meprobamate 400 mg, Generic MAC (Yes/No): 
SOURCE (MS- Multi-source, SS- Single Source): MS

CODE: V Furosemidc 40 mg, Generic MAC (Yes/No): Y 
SOURCE (MS- Multi-source, SS- Single Source): MS

SCHEDULE II (Ycs/No) N 

SCHEDULE II (Yes/No) Y

Y
SCHEDULE II (Yes/No) N

Generic MAC (Yes/No) Y 
SCHEDULE II (Yes/No): N

Y
SCHEDULE II (Yes/No). N 

SCHEDULE II (Yes/No): N

RICHARD VERME ASSOCIATES
MEDICAID EAC DRUG SURVEY
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STATE OF ALASKA

MEDICAID ESTIMATED ACQUISITION COST (EAC)
DRUG SURVEY

APPENDIX C 

WHOLESALER REPORT EXAMPLES
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MEDICAID ESTIMATED ACQUISITION COST (EAC)
DRUG SURVEY

APPENDIX D 
PROVIDER -  DRUG RELATIONSHIP TABLES

S T A T E  O F  A L A S K A

Table III Drug Cost Percent op AWP Non-MAC Urban

DRUG
NAME STRENGTH « S 0 6 7 0 I 0 9 #10 AVG

P r o n e 20 mg 7 19 7 17 19 92 19
N o r m a l  7 n e 19 7 13 19 92 I t
F11 t i n 20 mg 4 IS 3 14 16 14 84
D t i j r a l ISC mg 7 17 6 17 17 17 17
Z on ae ISC mg 7 IS 7 17 90 I t I t
Tag arr.e 1 300 mg 9 90 9 19 90 19 19
F T o n r t  11 90n :g 1 7gr 7 I t 7 12 19 I t 17
Tt r . c rmr SC mg e 19 7 17 17 I t Bt
1 r i p M i  1 1 • 28 0 IS 0 14 10 14 12
X i n n 0 Smg 0 IS 0 14 10 14 1?
Ty I n s/soc S 9E 5 9S 90 I t 94
Prnrr.irIn 0. 62 Smg t 19 S 17 90 I I I t

i rgan For 11 j 9 IS S 95 IS 14 19

VENDOR AVERAGE 17 I t 17 17 17 17 17
87 VENDOR AVERAGE

Table IV Drug Cost Percent op AWP Non-MAC Rural

VENDOR CODE DRUG
NAME STRENGTH 1 1 0 2 6 3 1 4 111 112 AVGa i i i i i i i i i i i i i i i i i i M i a i i i i i i i i i i i  a i i i i i a m i ■ ■ a • a ■ aaa aaa aaa
P r o n e 20 mg 18 18 18 SB 95 87 89
Nor . i j t a t  7 » 18 88 88 I t 95 87 89
F t l d i n t 20 mg 84 14 14 14 95 14 86
Do a | r  e 1 ISO mg I t IB 95 87 90
Z in ta c ISO mg 17 18 88 IB 95 87 89
Taftmt! 30C mg 89 90 19 90 95 87 90
Pr o v i r l  11 90tr,:g 17gir 18 18 IB 95 87 89
Tanormir, SO mg 88 88 88 88 95 87 89
Tr i p f c a j i l  • 28 80 80 84 85 60 80 82
Xarai 0. Smg 80 80 84 85 10 80 82
T j l n 5/500 93 87 87 87 95 87 89
Pramar Ir. 0. 62Smg 88 88 83 95 SB 88
U i p t r ga r  Fort la 89 83 83 92 80 85

VENDOR AVERAGE 87 8t 87 87 92 85 87
87 VENDOR AVERAGE
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Tabic V G e n e r i c  D r u g  Cost P e r c e n t  o p  MAC eor Pr c e ju '. MAC D r u o s
M M M W M a a a a M K ' a a H a M M M H a a H a H B H a . i a a a a H H «

KAMI STRENGTH I  1 # t # s
n i o o f

6 4 # $
COOE NURSER 

# 6 # 7 # t f t #10 #11 #1?
DRUG
AVG

C i r b M i t t p  ir.t 200 at 47 91 7$ 73 69 43 33 36
Ir l«r. l i f t  n i /H yd( Bt k l t r  t i l  I t i l d i SO/2 S«f>g J? 71 67 $7 60 64 64 6? 34 31 60
P k i n j l t l n  Sod lon 100 0I| 67 17 39 67 6$ 33
Prp p c i y p k i n t  N i p a y I I I t / A c i l i a l n c p h t n 100 37 6( 47 67 13 97 41 77 77 66
A»ci  •( 1 l i l t  IDir 1 2S0ft|/Sit'l 71 6S 6$ SC 41 44 71 61 39
Ac i t  mbi nopNtr. Cod* * n » Pbospfcal • SOCk&i / 3 Omj 16 70 17 60 61 $6 70 60 64 13 S3 71
M i p r p b i a i t l 400 ag 177 74 17? 177 14? 176 79 177 61 79 10E
f  ur o1t * I  Cl 40 a j S3 43 45 73 77 $4 $6 44 43 64 36

VENDOR AVERAGE 74 60 37 73 1? 74 61 17 SS 6) 66 74 66
61

OKJC AVERAGE 
VEROOF AVERAGE

URBAN

NAME strength
VENDOR COOE NUMBER 

# 3 # 6 f 7 # 1 # 9 #10
DRUG
AVG

C i r b t K i r t p i n t 200 a( 98 73 23 69 43 33 57
I r l i m t i r i n i / M y d r o t M c r c t t l k l l d t 30/7 SrTig 60 64 64 67 34 61
P k t n y i t l n  Ss C ■ urr IOC1 a t 39 62 68 36
P r o p c i y p b i n i  Mapsp lat */Ac*t  amnopfccr. 100 S3 97 41 72
Aaci  11 11 1 I r  E O r 1 ESOrrt/Srr.l 63 so 41 44 so
Ac it  urmopktr .  Cod t i n *  P k c i p h i t t 300m(/30mt 61 36 70 60 64 62
Mfprobami tt 400 at 177 147 126 79 122 119
Fur oi  i n  Pi 40 at 77 34 36 44 38

VENDOF AVERAGE S? 74 61 12 36 61 67 D

RURAL

69 VENDOF AVERAGE

NAME STRENGTH
VENDOR CODE NUM8ER 

# 1 # 2 # 3 # 4 » | ]  #12
DRUG
AVG

C i f b u D i r t p i n i 200 af 47
9 V 9 0 0
47

Tr 1 tat i f  i n i / H y d r o c h l c r e t  k i i z i d t 50/25mg 57 71 57 57 51 59
P k m yt o i n  Sod I urr 100 ag 67 37 52
Propo iyphtnt  N a p j y l i t i / A c M a m i n o p h t n 100 37 66 47 62 77 72 64
Ab c i  i t  i 11 in 8On-. 1 250oi|/5ral 71 65 71 68 65
Ac i t a c i noph i r . .  C o d i i n i  P k c i p h i t t 300at/30oi{ 86 70 12 60 85 15 78
M i p r o b i m  1 1 400 B£ 127 74 122 66 79 94
Fu r o t im id t 40 ag 35 45 45 73 45 64 55

VENDOR AVERAGE 74 60 57 73 66 74 63 0
67 VENDOR AVERAGE
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Table VI D r u o  C ost Pe r c e n t of A W P  Single So u r c e D rugs

NAME STRENGTH I 1
VENDOR COOE NUMBER 

f 2 * 3 # 4 « S I t * 7 I 8 0 9 #10 111 *12
DRUG
AVG

Picric 20 at 18 88 18 II 87 19 17 17 19 92 9S 17 19
Monlitit 7 » 88 88 18 II 81 19 17 13 89 92 9S 17 19
Ftldtm 20 at 14 14 14 14 14 ts 83 14 16 14 9S 14 IS
Iintic ISO R| 87 18 18 18 17 19 17 17 90 18 95 17 18
Tifimi1 300 »t 89 90 89 90 19 90 19 39 90 19 95 17 90
Tinorir.l r SO Mj 88 18 II 88 II 19 17 87 17 18 95 17 18Trlphull • 28 80 10 14 IS 10 fS 10 14 80 14 to 80 12
Xinn 0. Sa( 80 80 14 IS 10 IS 10 14 10 84 10 10 1?
Mipirfir For 11> 89 13 13 19 IS 9S 9S IS 84 92 80 87

VENDOR AVERAGE 86 85 16 (7 16 (7 86 87 16 87 91 84 87 DRUG AVERAGE
87 VENDOF AVERAGE

T a b l e  V I I
B M O B M a m

Drug Cost Percent of AWP Non-MAC Multi-source Drugs

VENDOR CODE NUMBER DRUG
NAVE STRENGTH *  1 * 2 # 3 I  4 1 S f  6 1 7 # 8 # 9 *10 #11 #12 AVG
Diijrtl ISO Bj 88 88 17 87 86 87 87 87 95 87 88Proven! 11 90ncf 17gir 18 88 88 17 88 87 82 19 88 95 17 88Ty 1 os S/SOO 93 87 87 17 95 98 95 95 90 88 95 87 91PrimirIn 0.625ms IE 88 13 18 89 IS 87 90 88 95 88 88

VENDOR AVERAGE 93 88 88 87 89 91 88 88 89 88 95 87 89
89 VENDOR AVERAGE

|
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Re: P h a r m a c y  M e d i c a i d  P r o g r a m  ( H B 7 0 )

T e x a s  d o c u m e n t  r e f u t i n g  t h e  f e d e r a l  H C F A  a r g u m e n t s  a g a i n s t  a 
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  l i n k s  t h e  f e e  p a i d  to the 
c o s t  of i n g r e d i e n t s .

Fr om : R o n  S e d g w i c k ,  Leg. c h a i r m a n ,  A l a s k a  P h a r m a c e u t i c a l  
A s s o c i a t i o n

7 8 9 - 0 4 5 8  ( o f f i c e)  7 8 9 - 9 6 2 8  ( o f f i c e )  7 8 9 - 9 5 2 2  ( h o m e )

It s h o u l d  b e  n o t e d  w h e n  c o n s i d e r i n g  th e  a t t a c h e d  i n f o r m a t i o n  
f r o m  T e x a s  t h a t  the p e r i o d  in c o n t e n t i o n  3 - 1 - 8 6  th ro ug h 
3 - 3 1 - 8 7  is P R I O R  to the p u b l i c a t i o n  of th e " F i n a l  Rule" 
r e g u l a t i o n s  t h a t  w e  o p e r a t e  u n d e r  t o d a y .  T h e  b a s i c  t h r u s t  
of the " Fi na l  R u le "  r e g u l a t i o n s  w a s  to g i v e  s t a t e s  even m o r e  
l e e w a y  t h a n  b e f o r e ,  (see p a g e s  4 &  5 of T e x a s  d o c u m e n t )
T e x a s  M e d i c a i d  o f f i c i a l s  h a v e  s t a t e d  t h a t  t h e  p e r i o d  a f t e r  
th e  p u b l i c a t i o n  of the " F i n a l  R u l e "  h a s  n o t  b e e n  c h a l l e n g e d  
b y  f e d e r a l  H C F A  o f f i c i a l s .  ( O c t o b e r  1 9 8 7  to d a t e )  T h u s ,  
th e  H C F A  a r g u m e n t s  a g a i n s 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 o l o g y  
a s  the " T e x a s  M o d e l "  are e v e n  w e a k e r  t o d a y  t h a n  th ey  w e r e  
p r i o r  t o  O c t o b e r  1987.



U N I T E D  S T A T E S  D E P A R T M E N T  O F  H E A L T H  A N D  H U M A N  S E R V I C E S  

D E P A R T M E N T A L  G R A N T  A P P E A L S  B O A R D /
IN T H E  M A T T E R  O F  T H E  
T E X A S  D E P A R T M E N T  O F  

H U M A N  S E R V I C E S ,
M E D I C A I D  D I S A L L O W A N C E  

F O R  D R U G  D I S P E N S I N G  F E E S

§
§
§
§
§

B O A R D  D O C K E T  NO. 8 7 - 1 3 7

A P P E L L A N T ' S  B R I E F  IN S U P P O R T  O F  A 

R E V E R S A L  O F  T H E  D I S A L L O W A N C E  D E C I S I O N

I. B A C K G R O U N D

T h i s  is a n  a p p e a l  of a d e c i s i o n  b y  J . D. S c o n c e ,  R e g i o n a l  

A d m i n i s t r a t o r ,  H e a l t h  C a r e  F i n a n c i n g  A d m i n i s t r a t i o n  (HCFA), 

U n i t e d  S t a t e s  D e p a r t m e n t  of H e a l t h  a n d  H u m a n  S e r v i c e s  (HHS). By 

l e t t e r  d a t e d  J u l y  2, 1987, M r .  S c o n c e  n o t i f i e d  t he  A p p e l l a n t ,  

T e x a s  D e p a r t m e n t  o f  H u m a n  S e r v i c e s  (T D HS ),  of  h i s  d e c i s i o n  t o  

d i s a l l o w  $ 1 , 2 2 5 , 1 0 8  in f e d e r a l  f i n a n c i a l  p a r t i c i p a t i o n  c l a i m e d  

b y  T D H S  f o r  d r u g  d i s p e n s i n g  f e e s  u n d e r  t h e  M e d i c a i d  p r o g r a m  f r o m  

M a r c h  1, 1 9 8 6  t h r o u g h  M a r c h  3 1 , - 1 9 8 7 .  As is r e f l e c t e d  in t h e  

d i s a l l o w a n c e  l e t t e r ,  thi s a c t i o n  f o l l o w e d  a s e r i e s  of d e f e r r a l s  

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

T D H S  w a s  a c t i v e l y  s e e k i n g  a n  o p p o r t u n i t y  to  a p p e a l .  Thu s,  b y  

i t s  a c t i o n s  in t h i s  m a t t e r ,  H C F A  h a s  a l r e a d y  d e p r i v e d  the S t a t e  

of  th e p o s s i b i l i t y  of o b t a i n i n g  an e a r l i e r  r e v i e w  w h i c h  w o u l d  

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



M o r e o v e r ,  d e s p i t e  the r e q u i r e m e n t s  of 42 U . S . C . A .  1 3 9 6 b ( d ) ( 5 )  

a n d  the S t a t e ' s  e x e r c i s e  of it s o p t i o n  to k e e p  the f u n d s  in 

d i s p u t e  p e n d i n g  a f i n a l  d e c i s i o n  in t h i s  m a t t e r ,  H C F A  h a s  

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

T h e s e  f u n d s  h a v e  b e e n  c l a i m e d  b y  the S t a t e  as p a r t  of its 

c o s t s  in p r o v i d i n g  p r e s c r i b e d  d r u g s  to M e d i c a i d  r e c i p i e n t s .

P a y m e n t  f o r  t h e s e  s e r v i c e s  is c l e a r l y  a u t h o r i z e d  by  t h e  M e d i c a i d  

s t a t u t e  a n d  r e g u l a t i o n s .  4 2  U . S . C . A .  § 1 3 3 6 d ( a ) (12); 42 C F R  

4 4 0 . 1 2 0 .  T h e  r e g u l a t i o n s  a l l o w  p a y m e n t  f o r  t h e s e  s e r v i c e s  in an 

a m o u n t  e q u a l  to  the  i n g r e d i e n t  c o s t  p l u s  a r e a s o n a b l e  d i s p e n s i n g  

f e e  or  t h e  p r o v i d e r ' s  u s u a l  a n d  c u s t o m a r y  c h a r g e  t o  t h e  p u b l i c ,  

w h i c h e v e r  is l o w e r .  4 2  C F R  4 4 7 . 3 3 1 .  F u r t h e r ,  the r e g u l a t i o n s  

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

f a c t o r .  42 CF R  4 4 7 . 3 3 3 ( a ) ( 4 ) .  T h e  q u e s t i o n  r a i s e d  h e r e i n  is 

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

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

b a s i s  o r  w h e t h e r t h e y  r e q u i r e  t h a t  th e  p r o f i t  be e s t i m a t e d  a n d  

a p p l i ed o n  an a c r o s s - t h e - b o a r d  b a s i s .

F r o m  an e c o n o m i s t ' s  p o i n t  o f v i e w ,  a n o r m a l  p r o f i t  is a 

c o s t  of d o i n g  b u s i n e s s .  N o r m a l  p r o f i t s 1 a r e  "the r e t u r n  to  t h e  

b u s i n e s s m a n  f o r  h i s  o w n  s e r v i c e s  (as a m a n a g e r ] , a n d  t he  

i n t e r e s t  on  t h e  m o n e y  he h i m s e l f  h as  i n v e s t e d  in t h e  b u s i n e s s  in 

the f o r m  of c a p i t a l  o r  l a n d . "  ( J o h n  A. G u t h r i e ,  E c o n o m i c s ,

R i c h a r d  D. Ir win , Inc. ( H o m e w o o d ,  111) 1 9 61 , p. 5 3 1 . )  F r o m  an 

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

2



a c q u i r e s  f r o m  s a l e s  a f t e r  p a y i n g  all  c o s t s  of d o i n g  b u s i n e s s  a n d  

a r e  no t  c o n s i d e r e d  a s  a c o s t  of d o i n g  b u s i n e s s .  In a c c o u n t i n g ,  

i t is a p p r o p r i a t e  Co r e f e r  to p r o f i ts as a p e r c e n t  of s a les.

In d e t e r m i n i n g  th o d i s p e n s i n g  fee, the S t a t e  of T e x a s  

a l l o c a t e s  the r e t u r n  f o r  the p h a r m a c y  o w n e r ' s  s e r v i c e s  o r  

m a n a g e r ' s  s e r v i c e s  as  a s a l a r y  e x p e n s e  w h i c h  is a p p r o p r i a t e  in 

b o t h  t h e  e c o n o m i c  o r  a c c o u n t i n g  d e f i n i t i o n s .  W h a t  is l e ft , 

t h en , is s o m e  c o m p e n s a t i o n  f o r  the a m o u n t  of  c a p i t a l  i n v e s t e d .  

A g a i n ,  in b o t h  e c o n o m i c s  a n d  a c c o u n t i n g ,  t h i s  c o m p e n s a t i o n  (or 

i n t e r e s t )  c a n  b e  c a l c u l a t e d  in e i t h e r  t e r m s  of d o l l a r s  o r  t e r m s  

of p e r c e n t s .  T h e  m o r e  c o m m o n  w a y  is as a p e r c e n t .  I n t e r e s t  is 

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

b u s i n e s s  a c c o u n t i n g ,  it c a n  be e i t h e r  a p e r c e n t  o f  c a p i t a l  o r  a 

p e r c e n t  of s a l e s .  If a p e r c e n t  of s a l e s ,  it m u s t  b e  a d e q u a t e  to 

p r o v i d e  the  a p p r o p r i a t e  i n t e r e s t  o n  c a p i t a l .  A p p l y i n g  a p r o f i t  

p e r c e n t  to e a c h  t r a n s a c t i o n ,  as  the  S t a t e  of T e x a s  h a s  d o n e ,  

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

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

c o s t  p r o d u c t s ,  b u t  h i g h e r  c o s t  p r o d u c t s  r e q u i r e  g r e a t e r  c a p i t a l  

i n v e s t m e n t s ,  a n d  w i t h  h i g h e r  i n v e s t m e n t s ,  p a y m e n t s  s h o u l d  be 

h i g h e r .

In its d i s a l l o w a n c e  H C F A  ha s  r e f e r r e d  to v a r i o u s  s t u d i e s ,  

p r e - r e g u l a t i o n  g u i d e l i n e s  a n d  p r e a m b l e  c o m m e n t s  e x p r e s s i n g  the 

v i e w  th at  i n c l u d i n g  th e p r o f i t  in a f l a t  d i s p e n s i n g  f ee  w a s  

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

3



p h a r m a c i s t ' s  c o s t  of s t o c k i n g  v a r i o u s  d r u g  p r o d u c t s .  H o w e v e r ,  a 

s t a f f  m e m b e r  of H H S ' s  (t h e n  H E W ' s )  1 9 6 9  T a s k  F o r c e  on  

P r e s c r i p t i o n  D r u g s ~ h a s  i n d i c a t e d  th at  the c u r r e n t  c i r c u m s t a n c e s  

are  c o n s i d e r a b l y  d i f f e r e n t  f r o m  t h o s e  t h a t  e x i s t e d  at t h e  t i m e  

t h o s e  r e c o m m e n d a t i o n s  w e r e  m a d e .  F o r  e x a m p l e ,  at th e t i m e  of 

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

p r o d u c t s  in p l a c e  of h i g h e r  c o s t  b r a n d  n a m e  p r o d u c t s .  T h e  fl at  

fee w a s  s e e n  a s  a m e t h o d  f o r  " n ot  e n c o u r a g i n g "  p h a r m a c i s t s  to 

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

p a y m e n t  l i m i t s  o n  m u l t i p l e  s o u r c e  p r o d u c t s  p l u s  th e s t a t e ' s ^  

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

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

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

s e c t o r .  T h e  n e e d  fo r a n e u t r a l  p o l i c y  no l o n g e r  e x i s t s .  

P h a r m a c i s t s  s i m p l y  c a n no t u s e  h i g h e r  p r i c e d  b r a n d  n a m e  p r o d u c t s  

in g o v e r n m e n t  p r o g r a m s  b e c a u s e  of r e o u l a t o r v  r e s t r i c t i o n s .

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

p r o d u c t s  w h i c h  d o  not h a v e  l o w e r  p r i c e d  g e n e r i c s  h a v e  r i s e n  

d r a m a t i c a l l y .  S i n c e  th e p h a r m a c i s t  h a s  n o  p a r t  in d e t e r m i n i n g  

w h e t h e r  t h e s e  p r o d u c t s  w i l l  be u sed, a r e i m b u r s e m e n t  p o l i c y  t h a t  

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

a d v e r s e l y  a f f e c t  t he p h a r m a c i s t ' s  w i l l i n g n e s s  to s t o c k  h i g h  c o s t  

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

i n v e s t m e n t ,  th e  u s e  of a p e r c e n t a g e  p r o f i t  m e t h o d  m a k e s  g o o d  

s e n s e .  H i g h e r  d o l l a r  i n v e s t m e n t s  s h o u l d  b r i n g  h i g h e r  d o l l a r



r e t u r n s ,  a n d  in th e a b s e n c e  of s u c h  a p a y m e n t  p o l i c y  the 

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

r e c i p i e n t s  is obvicrusly g o i n g  to be d i m i n i s h e d .

B e l a t e d l y ,  t h e s e  n e w  c i r c u m s t a n c e s  h a v e  n o w  b e e n  r e c o g n i z e d  

b y  H C F A  in r e c e n t  r e g u l a t i o n s  w h i c h  s p e c i f i c a l l y  g i v e  s t a t e s  

g r e a t e r  f l e x i b i l i t y  in t h i s  r e g a r d .  J u l y  31, 1987 F e d e r a i  

R e g i s t e r  (Vol. 5 2  No. 147) p p .  2 8 6 4 8  e_t s e q . ; A l s o  s e e  E x h i b i t

H.

' II. I S S U E  . . .

A t  i s s u e  in t h i s  a p p e a l  is t h e  T e x a s  d r u g  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 e  H C F A  d i s a l l o w a n c e  w a s  t a k e n  b e c a u s e  t h a t  

a g e n c y  q u e s t i o n e d  w h e t h e r  o r  n o t  T e x a s '  s l i d i n g  s c a l e  d i s p e n s i n g  

f e e  is a l l o w a b l e  in a c c o r d a n c e  w i t h  F e d e r a l  s t a t u t e s  and 

r e g u l a t i o n s .

S i n c e  M a r c h  1, 1986, w h e n  the c u r r e n t  m e t h o d o l o g y  w a s  

i m p l e m e n t e d ,  T e x a s '  t o t a l  p r o v i d e r  p a y m e n t  f o r  a p h a r m a c e u t i c a l  

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

a c q u i s i t i o n  c o s t  (EAC) of t h e  d r u g  d i s p e n s e d ,  and a d i s p e n s i n g  

fe e , w h i c h  on  a v e r a g e  i n c l u d e d  th e s t a t e w i d e  b a s e  d i s p e n s i n g  

e x p e n s e  ( $ 3 . 2 6 )  a n d  a 5 . 5 %  p r o f i t  on t h e  s e l l i n g  pr i c e .  Th e  

p r o f i t  o n  th e  s e l l i n g  p r i c e  is d e r i v e d  by  d i v i d i n g  the t o t a l  

t r a n s a c t i o n  c o s t  b y .945.
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F o r  e x a m p l e :

D r u g  C o s t  D i s p e n s i n g  E x p e n s e
$10.  00 4- ^ ~  $ 3 . 2 6 ____________ = $ 1 4 . 0 3

.945

T h u s ,  f o r  t h i s  t r a n s a c t i o n  p r o f i t  e q u a l s  $ . 7 7 :

$ 1 4 . 0 3

- 1 3 . 2 6  t r a n s a c t i o n  c o s t

.77 (or 5.5 % of $ 1 4 . 0 3 )  P r o f i t

W h i l e  t h e  d i s p e n s i n g  f e e  e q u a l s  $ 4 . 0 3 :

$ 3 . 2 6  d i s p e n s i n g  e x p e n s e  
+ .77 p r o f i t

4 . 0 3  d i s p e n s i n g  f e e

As m a y  be se en  in A p p e l l a n t ’s E x h i b i t  A, H C F A ' s  J u l y  2,

1 9 8 7  d i s a l l o w a n c e  l e t t e r ,  H C F A  a r g u e s  th at  t h i s  m e t h o d o l o g y  is

i m p e r m i s s i b l e .  T he  b a s i s  f o r  t h i s  c l a i m  is t h a t  t h e  T e x a s

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

42 C F R  4 4 7 . 3 3 1 ;  the p r e a m b l e  t o  t h e s e  r e g u l a t i o n s  as f o u n d  in

t h e  A u g u s t  15, 1975 F e d e r a l  R e g i s t e r  (Vol. 40 No. 159 );  a n d

H C F A ' s  J u n e  1, 1977 " P r e p u b l i c a t i o n  D r a f t  G u i d e l i n e s "  o n  t h e

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

a g e n c i e s .

T h e  S t a t e  will s h o w  t h a t  i ts  s l i d i n g  s c a l e  d i s p e n s i n g  f e e  

m e t h o d o l o g y  is not p r o h i b i t e d  b y  the 42 C F R  4 4 7 . 3 3 1 ;  t h a t  t h e  

p r e a m b l e  to t h i s r e g u l a t i o n  w h e n  it was  p u b l i s h e d ,  a n d  t h e  . 

" P r e p u b l i c a t i o n  Draf t G u i d e l i n e s , "  w h i l e  r e c o m m e n d i n g  a g a i n s t  a 

mar).up s v s t e m .  d o  not a d d r e s s  the  Te xa s'  s y s t e m ;  a n d  t h a t  th e 

p r e a m b l e  a n d  g u i d e l i n e s  m a y  not, in a ny  e v e n t ,  l e g a l l y  p r o h i b i t
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a mark>*~ s y s t e m  o r  a n y  o t h e r  m e t h o d o l o g y  n ot o t h e r w i s e  

p r o h i b i t e d  in t h e  r e g u l a t i o n  i t s e l f .  F i n a l l y ,  th e S t a t e  a r g u e s  

t h a t  H C F A ' s  c o m p u t a t i o n  of its d i s a l l o w a n c e  is i n c o r r e c t .

Ilil A R G U M E N T

A. T h e  1 9 7 5  P r e a m b l e  t o  the D i s p e n s i n g  F ee  R e g u l a t i o n s  M a y  

N o t  Pro.hibit T e x a s '  S l i d i n g  S c a l e  D i s p e n s i n g  or a M a r k u p  

S y s t e m

As is a r g u e d  in s e c t i o n  C, b e l o w ,  t h e  S t a t e  d o e s  n o t  h a v e  a

m a r k u p  s y s t e m  of  t h e  n a t u r e  p r o h i b i t e d  b y  the p r e a m b l e .  H o w e v e r ,

it is t h e  S t a t e ' s  p o s i t i o n  th at  e v e n  if the m a r k u p  s y s t e m

r e f e r r e d  to  in p r e a m b l e  w a s  the  s a m e  a s  the s y s t e m  u s e d  b y

T e x a s ,  t h e  p r e a m b l e  is not a l e g a l l y  p e r m i s s i b l e  v e h i c l e  to

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

In t h e  A u g u s t  15, 19 75  F e d e r a l  R e g i s t e r  (Vol. 40 No. 159)

H H S  p r o m u l g a t e d  r u l e s  r e g a r d i n g  th e r e i m b u r s e m e n t  f o r  M e d i c a i d

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

3 4 5 1 6  t h e r e  is t h e  f o l l o w i n g  r e f e r e n c e :

/ C o m m e n t :  T h e  m e t h o d  of d e t e r m i n i n g  a d i s p e n s i n g  fee" 

s h o u l d  b e  b a s e d  on p e r c e n t a g e  m a r k u p  r a t h e r  t h a n  o n  a 
f i x e d  fe e b a s i s .  (1 S t a t e  M e d i c a i d  a g e n c y ) .
R e s p o n s e :  T h i s  is not a c c e p t a b l e  s i n c e  a p e r c e n t a g e
m a r k u p  w o u l d  be an i n c e n t i v e  to u s e  h i g h e r  c o s t  d r u g
i t e m s  a n d  t h u s  it w o u l d  run c o u n t e r  to the o b j e c t i v e s  
of th e  r e g u l a t i o n s .  A  G A O  s t u d y  in 1966 s t r o n g l y  

^ r e c o m m e n d e d  a g a i n s t  t h i s  m e t h o d .
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A g a i n ,  as is a r g u e d  in s e c t i o n  C, the c u r r e n t  T e x a s  s y s t e m  is 

not  a m a r k u p  s y s t e m  in t ho  s e n s e  th at  is r e f e r r e d  t o  in t h i s  

c o m m e n t .  F u r t h e r  /■'the T e x a s  s y s t e m  is n o t  an i n c e n t i v e  f o r  the 

u s e  of h i g h e r  p r i c e d  d r u g s .  Dut of m o s t  i m m e d i a t e  c o n c e r n  is 

t h a t  it is w e l l  u n d e r s t o o d  that  the p r e a m b l e  to a r e g u l a t ion  m a y  

no t  s u b s t i t u t e  f o r  t he  r e g u l a t i o n  i t s e l f .  T h i s  is p r e c i s e l y  

w h a t  H C F A  is a t t e m p t i n g  to d o  in t h i s  c a s e  b e c a u s e  t h e r e  is n o  

a r g u a b l e  p r o s i t i o n  a g a i n s t  a m a r k u p  s y s t e m  in the r e l e v a n t 

r e g u l a t i o n

In its l e t t e r  of d i s a l l o w a n c e  ( E x h i b i t  A  at p a g e  2) H C F A’c i t e s  

42 C F R  4 4 . 3 3 1 ( c )  in s u p p o r t  of its p r o h i b i t i o n :  " T h e  d i s p e n s i n g

f e e  m u s t  be s e t  b y  t he  a g e n c y  u n d e r  4 4 7 . 3 3 3 . "  T h i s  s e c t i o n  is 

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

a c c o r d i n g  to t h r e e  c i t e d  f a c t o r s .  It a p p e a r s  t h a t  H C F A  is 

a r g u i n g  t h a t  t h e  fee  m a y  o n l y  v a r y  a c c o r d i n g  to t h e s e  t h r e e  

f a c t o r s .  In f a c t ,  t h e r e  is n o  b a s i s  f o r  s u c h  an i n t e r p r e t a t i o n  

o f  th e f u l l  s e c t i o n :

§ 4 4 7 . 3 3 3  D i s p e n s i n g  f ee

(a) T h e  a g e n c y  m a y  s e t  the d i s p e n s i n g  fee by  t a k i n g  i n t o  

a c c o u n t  th e r e s u l t s  of s u r v e y s  o f  t h e  c o s t s  of p h a r m a c y  

o p e r a t i o n .  T h e  a g e n c y  m u s t  p e r i o d i c a l l y  s u r v e y  p h a r m a c y  

o p e r a t i o n s  i n c l u d i n g - -

(1) O p e r a t i o n a l  d a t a ;

(2) P r o f e s s i o n a l  s e r v i c e s  d a t a ;
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(3) O v e r h e a d  d a t a ;  an d

(4) Pro f it d a t a .

(b) T h e  d i s p e n s i n g  fee m a y  v a r y  a c c o r d i n g  t o - -

(1) S i z e  a n d  l o c a t i o n  of p h a r m a c y ;

(2) W h e t h e r  th e d r u g  is a l e g e n d  i t e m  (for w h i c h  F e d e r a l  

l a w  r e q u i r e s  a p r e s c r i p t i o n )  o r  n o n l e g e n d  i t e m ;  a n d

(3) W h e t h e r  the  d r u g  is d i s p e n s e d  b y  a p h y s i c i a n  o r  an 

o u t p a t i e n t  d e p a r t m e n t  of an i n s t i t u t i o n .

(c) T h e  d i s p e n s i n g  fee m a y  a l s o  v a r y  f o r  d r u g s  f u r n i s h e d  

r e c i p i e n t s  in i n s t i t u t i o n s  by a p h a r m a c y  u s i n g  a u n i t  d o s e  

s y s t e m .  In t h o s e  c a s e s - -

(1) T h e  d i s p e n s i n g  fee is a d d e d  to t h e  i n g r e d i e n t  c o s t  o 

the d r u g  a c t u a l l y  u s e d ;  a n d

(2) T h e  fee is e i t h e r —

(i) A n  a m o u n t  a d d e d  to t he  c o s t  o f  e a c h  u n i t  dose.; o r

(ii) A d a i l y  o r  m o n t h l y  c a p i t a t i o n  r a t e  p e r  r e c i p i e n t  

b e i n g  f u r n i s h e d  d r u g s .

T h e  l ist of f a c t o r s  by w h i c h  the d i s p e n s i n g  f e e  m a y  v a r y  is 

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

d o n e  o t h e r w i s e  w o u l d  h a v e  r e q u i r e d  l i t t l e  c h a n g e  in l a n g u a g e  b y  

the d r a f t e r s ,  bu t t h e y  c l e a r l y  c h o s e  not t o  a v a i l  t h e m s e l v e s  of 

t h i s  s i m p l e  o p t i o n .  Nor , h a d  t h e y  d o n e  so, w o u l d  the s e c t i o n  

h a v e  b e e n  i n t e r n a l l y  c o n s i s t e n t .  Fo r if t h e  t h r e e  f a c t o r s  h a d  

b e e n  s t a t e d  as e x c l u s i v e  of al l o t h e r  f a c t o r s ,  t h e r e  w o u l d  h a v e  

b e e n  no p u r p o s e  in r e q u i r i n g  s t a t e s  to c o l l e c t  d a t a  in t h e i r
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p e r i o d i c a l  s u r v e y s  of  p h a r m a c y  o p e r a t i o n s  on a n y t h i n g  bu t  th e s e  

t h r e e  f a c t o r s  v/hen, in f a ct , s t a t e s  w e r e  r e q u i r e d  to  s u r v e y  fo r 

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

— a n d  r o u t i n e l y  t a k e  o t h e r  f a c t o r s  i n t o  c o n s i d e r a t i o n  in s e t t i n g  

f e e s .

P r e v i o u s l y ,  H C F A  i t s e l f  h a s  c o n s i s t e n t l y  r e c o g n i z e d  the 

a b i l i t y  of s t a t e s  to  i n c l u d e  o t h e r  f a c t o r s  in th e  d i s p e n s i ng 

fee. F o r  e x a m p l e ,  t h e  A g e n c y  h a s  a p p r o v e d  T e x a s '  u t i l i z a t i o n  of 

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

b i l l i n g  d a t a  o n  ta pe , f r e e  d e l i v e r y  to p a t i e n t s  (as 

r e i m b u r s e m e n t  a n d  as  i n c e n t i v e ) ,  the c o s t  of k e e p i n g  p a t i e n t  

p r o f i l e s  a n d  c o n t i n u i n g  e d u c a t i o n  e x p e n s e s .  E v e n  H C F A ' s  1 9 7 7  

" P r e p u b l i c a t i o n  D r a f t  G u i d e l i n e s "  r e c o g n i z e  the S t a t e s  m a y  m a y  

e m p l o y  a n y  n u m b e r  of v a r i a b l e s  in d e t e r m i n i n g  t h e  d i s p e n s i n g  

fee. A n d  s p e c i f i c a l l y  o n  p a g e  45 of t h e  g u i d e l i n e s ,  T e x a s  is 

e v e n  c i t e d  as an e x a m p l e  of a s t a t e  w i t h  a v a r i a b l e  fee.

** T h u s ,  in th e a b s e n c e  of r e g u l a t o r y  l a n g u a g e  p r o h i b i t i n g  an y  

f o r m  of a m a r k u p  s y s t e m ,  H C F A  i n s t e a d  t u r n s  to t h e  a b o v e - q u o t e d  

c o m m e n t  a n d  r e s p o n s e  in th e p r e a m b l e  to the r e g u l a t i o n s  d e s p i t e  

the fa c t t h a t  the  B o a r d  h a s  d e t e r m i n e d  th at  "(a] p r e a m b l e ,  

u n l i k e  a r e g u l a t i o n ,  d o e s  no t a p p e a r  in the C o d e  o f  F e d e r a l  

R e g u l a t i o n s  ... the p e r m a n e n t  l i b r a r y  of a c t i v e  r e g u l a t i o n s ,  ... 

[but] o n l y  in th e F e d e r a l  R e g i s t e r . "  N e w  Y o r k  S t a t e  D e p a r t m e n t  

of S o c i a l  S e r v i c e s , G A B  D e c i s i o n  No. 818  at 7 ( D e c e m b e r  12, 

19 8 6 ) .  T h e  B o a r d  in N e w  Y o r k  c l e a r l y  r u l e d  t h a t  a p r e a m b l e  is
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not  b i n d i n g  on  th e S t a t e  "... w h e r e  it i m p o s e s  a l i m i t a t i o n  not 
 —  —   - - — ■■ ■  -

a p p a r e n t  o n  t h e f a c t  o f  t h e  r e g u l a t i o n  and n o t  r e q u i r e d  b y  the 

s t a t u t e . "  IcK S e e  a l s o  M a r y l a n d  D e p a r t m e n t  of H e a l t h  a n d  Merita! 

H y g i e n e , G A B  D e c i s i o n  No. 85 at 7 ( F e b r u a r y  28, 19 8 0 )  ( " [ t ] h e  

p r e a m b l e  is in p r i n c i p l e  a n  e x p l a n a t o r y  not a r e g u l a t o r y  p a r t  of  

t he i n s t r u m e n t " ) .  T h u s ,  it is w e l l  s e t t l e d  t h a t  a p r e a m b l e  to a 

f e d e r a l  r e g u l a t i o n  m a y  n o t  i m p o s e  l i m i t a t i o n s  n o t  f o u n d  in the 

r e g u l a t i o n s  it a c c o m p a n i e s .

B. H C F A ' s  1 9 7 7  " P r e p u b l i c a t i o n  D r a f t  G u i d e l i n e s "  M a y  Not  

P r o h i b i t  T e x a s '  S l i d i n g  S c a l e  D r u g  D i s p e n s i n g  F e e

T h r o u g h  I n f o r m a t i o n  M e m o r a n d u m  I M - 7 7 - 2 7 ( M S A )  J u n e  2, 1977, 

H C F A  f o r w a r d e d  w h a t  it d e s c r i b e d  as " P r e p u b l i c a t i o n  D r a f t  

G u i d e l i n e s  o n  P a y m e n t  of R e a s o n a b l e  C h a r g e s  f o r  P r e s c r i b e d  

D r u g s "  to  s t a t e  a g e n c i e s  a d m i n i s t e r i n g  m e d i c a l  a s s i s t a n c e  

p r o g r a m s .  At p a g e  9 of t h e  d r a f t  g u i d e l i n e s  " m a r k - u p  s y s t e m s "  

alee p r o h i b i t e d .  A s  m a y  h a v e  b e e n  s e e n  in t h e i r  d i s a l l o w a n c e  

l e t t e r  ( E x h i b i t  A), H C F A  g r e a t l y  r e l i e s  u p o n  t h e s e  g u i d e l i n e s  as  

a r a t i o n a l e  f o r  f i n d i n g  T e x a s '  d r u g  d i s p e n s i n g  m e t h o d o l o g y  to be  

s u s p e c t .

As is t r u e  of its r e l i a n c e  u p o n  the p r e a m b l e ,  a n d  f o r  m u c h  

the s a m e  r e a s o n s ,  t hi s r e l i a n c e  is u n j u s t i f i e d .  I n d e e d ,  the 

d r a f t  g u i d e l i n e s  h a v e  n e v e r  b e e n  f i n a l i z e d  - -  d e s p i t e  t he
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p a s s a g e  of t en  y e a r s  s i n c e  t h e i r  r e l e a s e .  B y  d e f i n i t i o n ,  t h e y  

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

b e e n  finalized-.-

N o r ,  as  is a l s o  tr ue  of the  p r e a m b l e ,  d o  t h e y  h a v e  a n y

l e g a l  e f f e c t .  E x c e p t  in its r e l i a n c e  u p o n  t h e  g u i d e l i n e s  in

t h i s  m a t t e r ,  H C F A  i t s e l f  h a s  n e v e r  t r e a t e d  t h e m  as h a v i n g  ful l

f o r c e  a n d  a f f e c t .  A n  e x c e l l e n t  e x a m p l e  of t h i s  is th e  t e s t i m o n y

of  the H C F A ' s  M e d i c a i d  S t a t e  R e p r e s e n t a t i v e ,  L a r r y  W. S e a l s ,  in

a J a n u a r y  1 9 8 5  T e x a s  D e p a r t m e n t  of H u m a n  S e r v i c e s  a d m i n i s t r a t i v e

h e a r i n g .  In t h i s  h e a r i n g ,  w h i c h  a l s o  c o n c e r n e d  d r u g  d i s p e n s i n g

f e e s ,  Mr . S e a l s  w a s  a s k e d  if th e 1 9 77  " P r e p u b l i c a t i o n  D r a f t

G u i d e l i n e s "  at i s s u e  hpr-p w er e e v e r  f i n a l i z e d .  He a n s w e r e d :

T h e y  w e r e  n e v e r  i n c o r p o r a t e d  i n t o  t h e  m e d i c a l  
a s s i s t a n c e  m a n u a l  as d i s c u s s e d  in t h e  c o v e r  l e t t e r ^
T h e y  w e r e  n e v e r arinpt-pH   -

E x h i b i t  B, R e v c o  v. T e x a s  D e p a r t m e n t  of H u m a n  R e s o u r c e s , No.

84 - 2 8 ,  p a g e  94 at l i n e s  1 3- 16 . T h e  c o u n s e l  fo r th e  s t a t e  a g e n c y

t h e n  a s k e d  Mr. S e a l s  a b o u t  the s i g n i f i c a n c e  of a d o c u m e n t  n e v e r

h a v i n g  b e e n  f o r m a l l y  a d o p t e d  i n t o  the M e d i c a i d  A s s i s t a n c e

M a n u a l .  T h e  f o l l o w i n g  e x c h a n g e  e n s u e d :

A. I t ’s t h e r e  f o r  g u i d a n c e .  If s o m e b o d y  c h o o s e s  to u s e  --

i t ' s  t h e r e  f o r  g u i d a n c e  to a s t a t e .  If t h e y  w i s h  to
r e v i e w  t h e s e  p r o p o s e d  g u i d e l i n e s  a n d  c h o o s e  to a d o p t  
t h em , i t' s  t h e r e ;  but it d o e s  no t  c o n s t i t u t e  t he  f o r m a l  

p o l i c y  of o u r  a g en cy .
0. M u s t  th e s t a t e  use s u c h  - -  the g u i d e l i n e s  e l i c i t e d  in 

D e p a r t m e n t ' s  E x h i b i t  No. 16 [the 1 9 7 7  " P r e p u b l i c a t i o n  
D r a f t  G u i d e l i n e s ]  w h e n  f o r m u l a t i n g  t h e i r  p o l i c i e s  on 
M e d i c a i d  p r e s c r i p t i o n  p r i c i n g  f o r  s e n i o r  c i t i z e n s  

d i s c o u n t  a r e a s ?
A. T h e y  m a y  u s e  them. T h e y  m u s t  not. T h e y  m a y .  T h e r e ' s  

no r e q u i r e m e n t  that t h e y  us e them.
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0. T o  c l a r i f y /  if a s t a t e  d o e s  n o t  u s e  t h e  g u i d e l i n e s
s u m m a r i z e d  in D e p a r t m e n t ' s  E x h i b i t  No. 16 b e f o r e  you, 
w o u l d  t h a t  s t a t e  in a n y  w a y  be  c o n s i d e r e d  o u t  of  
c o m p l i a n c e  w i t h  f e d e r a l  r e q u i r e m e n t s ?

A. No. -
0- H a s  th e p r o c e s s  of i n t e r p r e t i n g  q u e s t i o n s  u n d e r  th e

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

A. Yes. In o t h e r  w o r d s ,  f o r  e x a m p l e ,  T i t l e  X X  of t h e

p r o g r a m  i n  1 9 7 7  w a s  a d m i n i s t e r e d  in o n e  m a n n e r  a n d  n o w  
i t ' s  a b l o c k  g r a n t  p r o g r a m .  S o  w i t h  a s t r o k e  of  the
p e n ,  t h e  p r o c e d u r e  c a n  c h a n g e .

0. H a s  t h e  p r o c e s s  of  i n t e r p r e t i n g  M e d i c a i d  r e g u l a t i o n s

c h a n g e d  s i n c e  t h e  U.S . P r e s i d e n c y  of R o n a l d  R e a g a n ,  
t h a t  a d m i n i s t r a t i o n ,  c a m e  i n t o  o f f i c e ?

A. Yes.
Q. If so, h o w ?
A. C o n s i d e r a b l y  m o r e  l a t i t u d e  is g i v e n  to t he  s t a t e s .

I b i d , p a g e s  9 5 - 9 6 ,  l i n e s  1 2 - 2 5  a n d  1-22.

H C F A ' s  r e l i a n c e  u p o n  t h e  d r a f t  g u i d e l i n e s  is a l s o

i n c o n s i s t e n t  w i t h  a 197 8 i n t e r n a l  d r a f t  m e m o r a n d u m  f r o m  t h e

a g e n c y ' s  A c t i n g  A s s i s t a n t  S e c r e t a r y  f o r  P l a n n i n g  a n d  E v a l u a t i o n

to  the S e c r e t a r y  of H H S  r e g a r d i n g  r e i m b u r s e m e n t  f o r  p r e s c r i b e d

d r u g s .  At  p a g e  1 2  o f t h i s  m e m o r a n d u m ,  t h e  a u t h o r  n o t e s  t h a t  the

d r a f t  g u i d e l i n e s  a r e  " . . . a d v i s o r y  o n l y  a n d  n e v e r  p u b l i s h e d  in

f i n a l  f o r m . "  He g o e s  on  to say:

It is i m p o r t a n t  to e m p h a s i z e  tha t o n l y  th e 
r e g u l a t i o n s ,  no t  t h e  g u i d e l i n e s ,  l e g a l l y  g o v e r n  
S t a t e s '  r e s p o n s i b i l i t i e s  in s e t t i n g  d i s p e n s i n g  fee 

r e i m b u r s e m e n t  l e v e l s .  As n o t e d  e a r l i e r ,  t h e  
r e g u l a t i o n s  g r a n t  S t a t e s  g r e a t  d i s c r e t i o n  in t h i s  

m a t t e r .

S e e  E x h i b i t  C.
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T h i s  v i e w  is r e i t e r a t e d  b y  H C F A ' s  H e a r i n g  O f f i c e r ,  Mr.

A l b e r t  G. M i l l e r ,  I_n the M a t t e r  of the D i s a p p r o v a l  of A r k a n s a s

S t a t e P l a n  A m e n d m e n t s  8 4 — 11 a n d  0 5 - 1 6 , D o c k e t  N o s .  85- 1 a n d

86-4. In t h i s  d e c i s i o n  th e H e a r i n g  O f f i c e r  s t a t e s  at p a g e  11:

O n e  l a s t  c o m m e n t  is in o r d e r  h e r e .  H C F A  i n d i c a t e s  

t h a t  it r e q u i r e s  the S t a t e  to f o l l o w  the p r o v i s i o n s  
se t  o u t  in " I n f o r m a t i o n  M e m o r a n d u m ,  I M - 7 7 - 2 7  (MSA).

J u n e  2, 1 9 7 7 , "  f u r t h e r  i d e n t i f i e d  a s  " P r e p u b l i c a t i o n  
d r a f t  g u i d e l i n e s "  (HCFA  E x h i b i t  A). W h i l e  t h i s  

i n s t r u c t i o n  m a y  i n d i c a t e  i n f o r m a l  H C F A  p o l i c y  in d r a f t  
s t a t u s  b : c k  in 1977, it c e r t a i n l y  d o e s  no t h a v e , t h e  

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

F i n a l l y ,  t h e  B o a r d  h a s  i n t e r p r e t e d  5 1 6 . 1 4  o f  its

r e g u l a t i o n s ,  " H o w  B o a r d  R e v i e w  is L i m i t e d , "  to c o v e r  " . . . o n l y

t h o s e  f o r m a l  r u l e s  p u b l i s h e d  in th e C o d e  of F e d e r a l  R e g u l a t i o n s

u n d e r  t he A d m i n i s t r a t i v e  P r o c e d u r e  A c t  (not the  m y r i a d  of

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

H H S  a g e n c i e s  o f t e n  u s e ) . "  " R u l i n g  o n J u r i s d i c t i o n a l  I s s u e s , "  F Y

19 81  A F D C  a n d  M e d i c a i d  Q u a l i t y  C o n t r o l  D i s a l l o w a n c e s , B o a r d

D o c k e t  No s.  8 5 - 1 0 8  et al, O c t o b e r  17, 1 9 8 5  at 6.

C.,Te'xas' S l i d i n g  S c a l e  D i s p e n s i n g  Fe e  F o r m u l a  is N o t  a

f  M a r k u p  S y s t e m       '

^ W h 4 -i-g> t-hp S t a t e  h as s h o w n  t h at  t he  p r e a m b l e  a nd  d r a f t  

g u i d e l i n e s  m a y  not p r e c l u d e  the u s e  of m e t h o d o l o g i e s  not 

p r o h i b i t e d  in 42 C F R  44 7. 33 1, it is a l s o  i m p o r t a n t  to a p p r e c i a t e  

t h a t  T e x a s 1 s l i d i n g  s c a l e  d i s p e n s i n g  f ee  m e t h o d o l o g y  jjs no t a
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m a r k u p  s y s t e m  as d e s c r i b e d  in the g u i d e l i n e s  and, t h e r e f o r e ,  is 

not p r e c l u d e d  b y  th e p r e a m b l e  to the r e g u l a t i o n s  o r  the 197/ 

" P r e p u b l i c a t i o n  Drarft G u i d e l i n e s . "

T h i s  m a y  b e s t  bo s e e n  in t he e x p l a n a t i o n  of th e b a c k g r o u n d  

of th e  d i s p e n s i n g  fee r e g u l a t i o n s  set f o r t h  in P r o f e s s o r  V i n c e n t  

G a r d n e r ' s  D e p o s i t i o n  o n  W r i t t e n  Q u e s t i o n s ,  w h i c h  f o r m s  E x h i b i t  D  

of t h i s  b r i e f . .  P r o f e s s o r  G a r d n e r  is c u r r e n t l y  a C l i n i c a l  

A s s o c i a t e  P r o f e s s o r  of P h a r m a c y  at the U n i v e r s i t y  of T e x a s .  W h e n  

the f e d e r a l  H e a l t h  C a r e  F i n a n c i n g  A d m i n i s t r a t i o n  w a s  

e s t a b l i s h e d ,  P r o f e s s o r  G a r d n e r  w a s  n a m e d  A s s o c i a t e  A d m i n i s t r a t o r  

a n d  D i r e c t o r  of th e O f f i c e  of P h a r m a c e u t i c a l  R e i m b u r s e m e n t s  of 

the M e d i c a i d  B u r e a u .  He w a s  a l s o  the C h a i r m a n  of H E W ' s  

P h a r m a c e u t i c a l  R e i m b u r s e m e n t  B o a r d .  He w a s  a m e m b e r  of  a w o r k  

g r o u p  w h o s e  w o r k  r e s u l t e d  in th e 1975 d i s p e n s i n g  f ee  

r e g u l a t i o n s .  He o r  h i s  s t a f f  d i d  m o s t  of t h e  p o l i c y  and 

e c o n o m i c  a n a l y s e s  t h a t  w e r e  u s e d  to d e v e l o p  the 1 9 7 5  

r e g u l a t i o n s .

W h i l e  42 C F R  4 4 7 . 3 3 3  d o e s  not  a d d r e s s  the u s e  of a 

p e r c e n t a g e  m a r k u p ,  it m a n d a t e s  t h a t  a d i s p e n s i n g  f e e  be used. 

T h e r e  is a l s o  no  p r o h i b i t i o n  of a p e r c e n t a g e  fo r p r o f i t .  Th e 

r e c o m m e n d a t i o n  a g a i n s t  a m a r k u p  is o n l y  f o u n d  in t he 19 75  

p r e a m b l e  to th e r e g u l a t i o n s  a nd  in the 1 9 7 7  " P r e p u b l i c a t i o n  

D r a f t  G u i d e l i n e s . "  As P r o f e s s o r  G a r d n e r  e x p l a i n s  in h i s  

d e p o s i t i o n ,  in its p r e a m b l e  to the  r e g u l a t i o n s ,  a nd  l a t e r  in 

g u i d e l i n e s ,  H C F A  i n t e n d e d  to d i s c o u r a g e  t he  use of a p e r c e n t a g e
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m a r k u p  s y s t e m .  P r o f e s s o r  G a r d n e r e x p l a i n s  t h a t  T e x a s '  s l i d i n g  

s c a l e  d i s p e n s i n g  fe e d o e s  n o t  v i o l a t e  e i t h e r  the s p i r i t  o r  the 

l e t t e r  of th e r e g u l a t i o n s ,  o r  e v e n  th e  p r e a m b l e  a n d  the  

g u i d e l i n e s ,  b e c a u s e  the  T e x a s  m e t h o d o l o g y  is not a p e r c e n t a g e  

m a r k u p  s y s t e m ,  i.e. , t h e  a p p l i c a t i o n  of a p e r c e n t  to t h e  c o s t  of 

the d r u g  t o  d e t e r m i n e  p r i c e. S e e  E x h i b i t  D, pp. 2-3, n o s.  5 a n d  

6.

T h i s  d e f i n i t i o n  of m a r k u p ,  w h e r e i n  the d r u g  v e n d o r  a p p l i e s  

a p e r c e n t a g e  o n l y  t o  t h e  a c q u i s i t i o n  c o s t  is not o n l y  t h e  

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

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

e m p l o y e d  in r e t a i l  i n d u s t r i e s .  S e e  E x h i b i t  D, p g . 4, no. 7. 

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

i d e a  t h a t  the c os t  of an i t e m  is the f a c t o r  to w h i c h  m a r k u p  is 

a d d e d  in o r d e r  to o b t a i n  a c e r t a i n  g r o s s  m a r g i n  in e v e r y  

i n s t a n c e .  S e e  M a r i o n  L a b o r a t o r i e s ,  E f f e c t i v e  P h a r m a c y  

M a n a g e m e n t ,  S e c o n d  E d i t i o n ,  ( 1 9 8 3 ) ,  p p  2 4 6 - 2 6 9 ^ ^ T h u s , markup^"'''' 

a s / i t  is t r a d i t i o n a l l y  d e f i n e d ,  is not  o n l y  the a p p l i c a t i o n  of a 

/ p e r c e n t a g e  or  r a t i o  o n l y  to the a c q u i s i t i o n  c o st , b ut  a l s o  the 

i n t e n d e d  r e s u l t  t h a t  a c e r t a i n  g r o s s  m a r g i n  be o b t a i n e d  in e v e r y  

V ^ n s t a n c e .  T e x a s '  s l i d ing s c a l e  d i s p e n s i n g  fee d o e s  n e i t h e r^-^-"^

T h i s  is f u r t h e r  s e e n  b y  the d i s c u s s i o n  of the p r o f i t  f a c t o r  

in the  " P r e p u b l i c a t i o n  D r a f t  G u i d e l i n e s . "  As P r o f e s s o r  G a r d n e r  

e x p l a i n s  in h i s  a n s w e r s  to the S t a t e ' s  d e p o s i t i o n ,  if t h e  

g u i d e l i n e s  s u g g e s t  th at  p e r c e n t a g e  p r o f i t  is p e r m i s s i b l e  for the
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f l a t / a v e r a g e  d i s p e n s i n g  fee d e t e r m i n a t i o n ,  it is c l e a r l y  n o  l e s s  

a l l o w a b l e  f o r  a l l  f e e  d e t e r m i n a t i o n s .  A g a i n ,  t h e  r e g u l a t i o n s  

a n d  the g u i d e l i n e s ^ a r e  o n l y  i n t e r n a l l y  c o n s i s t e n t  if o n e  a s s u m e s  

t h a t  m a r k u p  is d e f i n e d  in the t r a d i t i o n a l  m a n n e r  o u t l i n e d  a b o v e .  

W h a t  is d i s c o u r a g e d  b y  the p r e a m b l e  a n d  the g u i d e l i n e s  is 

" . . . t h e  u s e  of a p e r c e n t a g e  m a r k u p  w h i c h  is a n  a p p l i c a t i o n  of a 

p e r c e n t  to the .cost of  the d r u g  to d e t e r m i n e  p r i c e . "  E x h i b i t  D, 

p g . 4. no. 7. It w a s  no t i n t e n d e d  to a d d r e s s ,  l e t  a l o n e  

p r o h i b i t ,  th e u s e  of a p e r c e n t a g e  to d e t e r m i n e  f ee  

d e t e r m i n a t i o n s .  " M a r k u p "  is u n d e f i n e d  in the  p r e a m b l e  a n d  th e 

g u i d e l i n e s .  T h e  S t a t e  a r g u e s  t h a t  t h e  d e f i n i t i o n  a p p l i e d  (now 

10 y e a r s )  l a t e r  s h o u l d  r e p r e s e n t  th e  i n t e n t i o n  o f  the d r a f t e r s  

a n d  c o m m o n  r e t a i l  p h a r m a c e u t i c a l  u s a g e .  T h u s ,  e v e n  if t h e  

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

p r o h i b i t  m e t h o d o l o g i e s  n ot p r o h i b i t e d  b y  the r e g u l a t i o n s ,  T e x a s 1 

s l i d i n g  s c a l e  d i s p e n s i n g  fee is c l e a r l y  not a m a r k u p  s y s t e m .  -

D. T h e  T e x a s  S l i d i n g  S c a l e  F e e  C o n t r o l s  C o s t s  and E n s u r e s  

A v a i l a b i l i t y

T h e  1 9 6 6  G A O  s t u d y  r e f e r e n c e d  in th e  P r e a m b l e  to the 

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

s y s t e m  on the a s s u m p t i o n  that s u c h  a s y s t e m  w o u l d  be an 

i n c e n t i v e  to u s e  h i g h e r  cost d r u g  i t e m s .  T h i s  a r g u m e n t  is 

a d v a n c e d  by  H C F A  as its r a t i o n a l e  fo r t he  s t a n d  it t a ke s in the 

1 9 7 7  " P r e p u b l i c a t i o n  D r a f t  G u i d e l i n e s "  and in t h i s  d i s a l l o w a n c e .
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As  m a y  be s e e n  in a s u m m a r y  a n a l y s i s  of the s l i d i n g  s c a l e  

d i s p e n s i n g  f e e  in S e c t i o n  II, the T e x a s  s y s t e m  is n o t  a n  

i n c e n t i v e  to u.se h i g h e r  p r i c e d  d r u g s .  T h e  a s s u m p t i o n s  o n  w h i c h  

t he  p r e a m b l e  w a s  b a s e d  c a n  a l s o  be  d e m o n s t r a t e d  to  be  

i n a p p l i c a b l e  to T e x a s '  a c t u a l  e x p e r i e n c e  u n d e r  it s  s l i d i n g  s c a l e  

d i s p e n s i n g  fe e  m e t h o d o l o g y .  As is c l e a r l y  s h o w n  i n  E x h i b i t  E 

t h e  u s e  o f h i g h e r  c o s t  d r u g s  ( m u l t i - s o u r c e  i n n o v a t o r s )  h a s  

c o n t i n u e d  to d e c l i n e  s i n c e  the i m p l e m e n t a t i o n  of  t h e  s l i d i n g  

s c a l e  m e t h o d o l o g y ,  w h i l e  the us e  of m u l t i - s o u r c e  g e n e r i c s  has  

i n c r e a s e d .  T h e  fee s t r u c t u r e  c a n  h a v e  no e f f e c t  o n  t he  u s e  of 

s i n g l e  s o u r c e  p r o d u c t s ,  as n e i t h e r  the p h y s i c i a n  n o r  t he  

p h a r m a c i s t  h a s  a c h o i c e  of d r u g s  to s e l e c t  f r o m .  T h i s  d a t a  

s h o w s  t h a t  th e  c o n c e r n  t h a t  h i g h e r  c o s t  d r u g  u s a g e  w o u l d  

i n c r e a s e  is w i t h o u t  m e r i t .

In a d d i t i o n ,  t h e  1 9 8 3  H H S  D e p a r t m e n t a l  T a s k  .Force o n  d r u g  

r e i m b u r s e m e n t  r e c o g n i z e d  t h a t  r e d u c t i o n s  in r e i m b u r s e m e n t  fo r 

t h e  i n g r e d i e n t  p o r t i o n  of d r u g s  m u s t  i n e v i t a b l y  r e s u l t  in a 

r e c o n s i d e r a t i o n  of th e  a d e q u a c y  of d i s p e n s i n g  fe e l e v e l s .  T e x a s  

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

in t he  M e d i c a i d  p r o g r a m .  J u s t  as the H H S  T a s k  F o r c e  p r e d i c t e d ,  

t h i s  h a s  r e q u i r e d  us to r e v i s e  the d i s p e n s i n g  fee.  N e v e r t h e l e s s ,  

t h i s  r e v i s i o n  s t i l l  c o m p l i e s  w i t h  the l e g a l  r e q u i r e m e n t s  of the 

r e g u l a t i o n s  and at the s a m e  t i m e  it r e s u l t s  ? n d r u g  p a y m e n t  

r a t e s  that are, in the a g g r e g a t e ,  l o w e r  t h a n  a n y  o t h e r  s t a t e  in 

t h i s  r e g i o n .  S e e  E x h i b i t  F.
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E x h i b i t  G s h o w s  that the a v e r a g e  c o s t  p e r  p r e s c r i p t i o n  i 

FY 1 9 8 9  w i l l  b e  $ 3 . 3 2  l e s s  t h a n  it w o u l d  h a v e  b e e n  u n d e r  t he  

(H C F A - a p p r o v e d !  T e x a s  s y s t e m .  T h e  a v e r a g e  d i s p e n s i n g  fee w il  

b e •o n l y  18 c e n t s  h i g h e r  t h a n  it w o u l d  h a v e  b e e n  u n d e r  the fla 

fee s y s t e m  p r e v i o u s l y  in use. H o w e v e r ,  t h i s  s l i g h t  d i f f e r e n c  

in fee  a l l o w s  us to e n s u r e  a v a i l a b i l i t y  o f  p r e s c r i p t i o n s  d e s p  

l o w e r i n g  the p r o d u c t - c o s t  r e i m b u r s e m e n t  a n  a v e r a g e  $ 3 . 3 8 .  Th 

the " b o t t o m  l i n e "  c o n c l u s i o n  is t h a t  T e x a s  h a s  e n s u r e d  

a v a i l a b i l i t y  w h i l e  r e d u c i n g  S t a t e  and F e d e r a l  c o s t s .

E. H C F A ' s  C o m p u t a t i o n  of t h e  D i s a l l o w a n c e  is i n c o r r e c t

F o r  all of t h e  a b o v e  r e a s o n s ,  T D H S  b e l i e v e s  t h e  e n t i r e  

a m o u n t  of t h i s  d i s a l l o w a n c e  is i n c o r r e c t  and that the  

d i s a l l o w a n c e  s h o u l d  b e  r e v e r s e d .  H o w e v e r ,  in the e v e n t  the  

B o a r d  u p h o l d s  the  d i s a l l o w a n c e ,  the S t a t e  w o u l d  a r g u e  t h a t  the  

a m o u n t  of  t h e  d i s a l l o w a n c e  is o v e r s t a t e d .  In c a l c u l a t i n g  t he  

d i s a l l o w a n c e ,  H C F A  s u b t r a c t e d  th e a v e r a g e  p a i d  fee ($ 3 . 8 6 )  f r o m  

the p e r i o d  i m m e d i a t e l y  p r i o r  to the i m p l e m e n t a t i o n  o f  t he  n e w  

■ s l i d i n g  s c a l e  d i s p e n s i n g  f ee  f r o m  the a v e r a g e  fee p a i d  u n d e r  t h e  

n e w  m e t h o d o l o g y .  T h i s  y i e l d e d  an  i n c r e m e n t a l  fee i n c r e a s e  f r o m  

w h i c h  t h e  d i s a l l o w a n c e  wa s f i g u r e d .

T h e  S t a t e  c o n t e n d s  t h at  w h i l e  the f o r m u l a  m a y  be  

r e a s o n a b l e ,  the d a t a  u p o n  w h i c h  it is b a s e d  is not. T h e  f a l s e  

a s s u m p t i o n  in t h e s e  c a l c u l a t i o n s  is t h a t ,  but for t h e  n e w  

s l i d i n g  s c a l e  d i s p e n s i n g  fee m e t h o d o l o g y ,  T e x a s  w o u l d ,  six
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