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VALUE DRUG COMPANY SELECTS
CARMEN A. DICELLO, R.PH.

TO SERVE AS
DIRECTOR OF GOVERNMENT AND PUBLIC AFFAIRS

John L. Letlzia, R.Ph., Chairman and C.E.O. of Value Drug Company, announces that
Carmen A. DiCello, R.Ph., President of DiCello and Associates, Inc., has been selected
by the Board of Directors, to serve as Director of Government and Public Affairs.

Known to many of you and your staff members from his 22 years as Executive Director
of the Pennsylvania Pharmacists Association, Mr. DiCello will assist Value Drug
Company in It's mission "to serve as a support system for all aspects of pharmacy".
His reputation as a credible advocate for pharmacy has proven valuable to those who
consider optimum health care availability for citizens of the Commonwealth as a priority.

Value Drug Company is a wholesale purchasing cooperative located in Altoona,
Pennsylvania. Representing over 1,200 licensed pharmacists and their employees
(numbering over 5,000), Value Drug Company also proudly notes that its Board of
Directors is composed of eight licensed pharmacists. Their professional perspective on
health care assures the formulating of policies beneficial not only to the company, but
also to pharmacists and patients, your constituents.

Carmen A DiCello, R.Ph., can be reached at the following:

Address; 1819 Mahantongo Street
Pottsville, PA 17901

Telephone: (570)628-3268

Fax: (570)628-5855 .'

E-mail: yorkv@losch.net
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for our patients/ your constituents, only ever moves in
one direction: UP! Even our waste management service
had the luxury of being able to cover the increased cost
of fuel for its vehicles by simply adding a fuel surcharge
to our bill. Pharmacy has no such luxury, and the token
25-cent raise in dispensing fee proposed by DPW is not
adequate to compensate for the devastating reduction to
AWP.

(5) Private sector prescription plans are NOT negotiated and
are issued to prospective providers on a take-it~or-leave-
it basis. It is occasionally necessary to refuse to
participate, because the reimbursement in insufficient to
even cover costs. These plans have no relevance when
examining appropriate payments to pharmacy providers by
the Medicaid and PACE programs.

(6) While the Department claims to have "taken a long, hard
look at our reimbursement formula for Pharmaceuticals,"
it has failed to consider a major component: for every
dollar paid to pharmacy providers, 80 PERCENT is directly
returned to the pharmaceutical industry. In addition,
net profit for pharmacy providers averages a mere 2 percent
compared to 18.5 percent for the pharmaceutical manufac-
turers • Perhaps the Department could offer a revised
proposal that would base cost savings on a proportionately
appropriate contribution by the wealthy, powerful pharma-
ceutical industry.

(7) Ms. Houstoun's statement that the MA program pays more for
prescription medication that the PACE program (at the
current rate of AWP minus 10 percent) is false. Although
this is correct with regard to the fee itself, PACE—
unlike MA—has NOT implemented PUL's (federal upper limits)
on generic medications, which constitute at least fifty
percent of prescriptions dispensed. FUL's discount AWP by
40 to 50 percent! Too often, it is impossible for pharmacy
providers to acquire generic products at these prices.

(8) The Department would have saved the Commonwealth taxpayers
over $300 million ANNUALLY, on average, had it acted
prudently on SB 199 (PN 206), Senator James Rhoades is the
prime sponsor of this bill that carves out pharmacy services
from Medicaid managed care (HealthChoices). This would
allow the Commonwealth to collect MILLIONS OF DOLLARS in
rebates from the pharmaceutical manufacturers THAT CAN ONLY
BE COLLECTED IN THE FEE-FOR-SERVICE PROGRAM (per federal
law). Consequently, the Department has essentially squandered
OVER ONE BILLION DOLLARS over the last five years AND has
continued to oblige the managed care organizations who
have annually requested and received millions in increased
payments based on claims that they cannot control the
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eacaiating coats of prescription medications.

(9) The Department is NOT performing ifcfl duty to assure access
to pharmacy services. This is evidenced by the closings
of over 300 pharmacies In the southeast and was a a*9~
nlfloant factor In the decision by pharmacy providers to
bring suit agalnat the Department. MA recipients are
a unique group, often requiring higher levels of service
(free delivery of medication/ longer consultation time,
more frequent Intervention with physicians, etc.) from
pharmacy providers. It la imperative that the Department
recognise that pharmacy services are NOT strictly a line
item. Health care la an equation/ and pharmacy services
are the single most cost-effective factor. Properly-
managed medication therapy drastically reduces the otMx
more expensive factors in thii equation such as physician
office vlalte, hospital stays, emergency room visits,
and nursing care. To view pharmacy services as simply a
line Item is to be penny-wise and TON FOOLISH.

(10) It is not reasonable nor is it rational to attempt to lmpla-
ment these ill-advised proposed regulation changes at the
conclusion of a legislative session, particularly with a
new in-comlng administration.

(11) Several valid recommendations that are NOT punitive to
pharmacy providers and thalr patients merit consideration.
One of these Is the passage of SB 199 (PN 206). The
enclosed Information about a carve out for pharmacy ser-
vices will lend further credence to the merit of such an
action. Another recommendation is to FULLY implement
Act 53-1996 to finally determine the full true cost of
dispensing prescriptions and providing related services
as well as allowing a reasonable profit. NO REDUCTIONS
»JL! E 1 M B U R S B M E N T SHOULD BE PERMITTED UNTIL THIS IS
ACCOMPLISHED!I I

An«LJ,nf?fmation can b* difficult to assimilate without the
vSf w ? S y fOr d*«*o«««« Please contact me If I can assist
you with more clarification or additional information.

?57fl? J?V£o£«ed by telephone at (570)-628-3268, by fax at
<570)-628-5835 or by e-mail at yorkvtlosch.net.

Thank you for your consideration.

With bast regards,

Carjej A. DlCelio, a.Ph.
ctor, ffove™»««t & Public Affaire, Value Drug Company
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cc: John L. Letizia, R.Ph., Chairman & C.E.O., Value Drug
John McGinley, Jr., Chairman, IRRC
Governor Mark Schweiker
Lieutenant Governor Robert C. Jubelirer
Auditor General Robert P. Casey, Jr.
State Treasurer Barbara Hafer
Senator David J. Brightbill
Senator Harold F* Mowery
Senator James J. Rhoades
Senator Robert J. Mellow
Senator Allen G. Kukovich
Representative John M. Perzel
Representative Michael R. Veon
Representative George T. Kenney, Jr.
Representative Bob Allen



Why Pharmacy Should Be
Carved Out of Medicaid HMO'S

HeaKhCholces Programs!

-1-
Higher quality, more efficient pharmacist

care services in a pharmacy
Medicaid fee-for-service program.

-2-
Greater cost-effectiveness in a pharmacy

Medicaid fee-for-service program.

-3-
Independent pharmacies closing since

Southeast Medicaid HealthChoices programs.
(Extremely detrimental to patients,

since access is severly limited,
especially to the elderly,)



Quality Off Pharmacist Care Sendees
Medicaid HMO 's/PBM Control . Medicaid Fee-for-Service

Formularies exclude patient's medication
that have been utilized to control disease.

All medications included by all drug
manufacturers.

Prescribing is very retrictive. NO prescribing restrictions.

Pharmacist must explain to patient why
medication prescibed cannot be dispensed.

Pharmacist dispenses original medication
prescribed by physician.

Six players -
DPWS's HMO$\s PBM$'s pharmacies.

HMO's and PBM's owned by additional
corporation. Wasted - administrative layers.

TWo players -
DPW $'s direct to pharmacies.



Cost-Effectiveness In a Modlcald
Fee-For-Senrlce Program

HMO/PBM
Manufacturer drug rebates
go to PBM (Pharmacy Benefit Manager).

HMO's PBM

Keystone Mercy Eagle (EMC)/Rite Aid
100% rebate.

HMA Eagle (EMC) Rite Aid
100% rebate.

Health Partners PAID/Merck -100%
rebate.

Oxford Health PCS/Eli Lilly -100%
rebate.

No rebates (0%) go to DPW.
Federal law makes it illegal for HMO/PBM
to recieve federal rebates.

Discount percentage provided by
HMO's to DPW - ???
Need drug component separated.

State provided to HMO's in Southeast
HealthChoices an additional $49.6
million (a 7% capitation increase) in the
1998-1999 budget

HMO's stated they needed addtional dollars
because they could not control drug cost
escalations.

DPW Fee-for Service

Two drug rebates -100% - go to DPW.

1. Best Drug Price rebate -
approximately 18%.

2. Consumer Price Index cap on drug
price increases (price control
mechanism).

1994 DPW rebates - over $83 million;
1995 DPW rebates - over $87 million.
1991-1997 - $536 million rebate to DPW.

Average rebate amount per claim was
(1995) $4.67 per prescription.

NO addtional pharmacy funding
due to price control CPI mechanism.



Drug Inflation Far Outpaces
General Inflation

198O-1992
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Health Care Financing Administration



Why Independent Pharmacies
Are Closing

Southeast HMO/PBM HealthChoices Pharmacy Fee-for-Semce Program

Program and Other Voluntogrm^Prop^s

Lack of access to pharmacies and
pharmacist care services.

Cost study survey is completed. When will
it be released? Survey included pharmacist
care services, overhead, and profit. Business
Research did the survey and validated the
results.

Serious concerns of proprietary business
data going from PBM to parent corporation.

Pharmacy proprietary business information
is protected.

Computer systems of PBM are frequently
disabled; great difficulty calling lines that
are busy. (Patient does not receive
medication in a timely manner, if at all!!)
Can't process for days!

DPW computer system down infrequently
and more able to contact 800 number.

Medical equipment and supplies:
• HMO's/PBM's have individual rules,
• Patients must go to a specific

supplier; accessibility problems.
• Some HMO's/PBM's do not contract with

any pharmacies.

All pharmacy providers can participate in
selling medical equipment and supplies.
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States That Have Already Carved
Pharmacy Out Of

Medicaid HMO Programs:

Many other states are reviewing it - i.e. New Jersey
(all pharmacies presently in a fee-for-servke program).

Mew York Governor Patakl-March 1,1988 #t*47f &£'?*/
Texas Governor Bush-19O5 ^ . « * W &9/2&
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DICELLO & ASSOCIATES INC
1819 MAHAMTONGO STREET*
POTTSVILU, PA 17801

BENEFITS OF A MEDICA1D PHARMACY CARVE-OUT

Centralised Prospective Drug UtUtaatfon Review

The primary focus of pharmacy benefit managers (PBMs) prospective drug utilization review prograxna Is
to enhance the quality of patient care by encouraging appropriate drug therapy. These systems perform the
detection, evaluation, and counseling components of pro-dispensing drug therapy screening. Prospective
drug utilization review systems assist the pharmacist in the above fiinctions by identifying potential
therapeutic problems at the point of sale. A message describing the problem is sent to the dispensing
pharmacist before the prescription is dispensed. If the pharmacist decides not to dispense the medication
after receiving a prospective drug utilization review alert, a cost savings message is generated and reported.

Specific problem types detected by PBMs1 prospective drug utilization review systems include:

Under-utilization
Over-utilization
Drugs contramdlcated by
diagnosis
Utrogenic complications
Adverse reactions
Therapeutic duplication

Pirect drug duplication
Drvie to drug interactions
Drugs contraindicatcd by the
presence of other drug?
DTUR tc allergy interaction
Treatment failure
Brand certification

Early refill
Late refill
Drug to age complications

Drug to pregnancy complications
Excessive quantity
Therapeutic appropriateness

Detailed reports generated by PBMs track cost avoidance, frequency of alerts by type and by drug, and
identifies and isolates problems. These detailed reporting systems also identify alerts that generate * large
numbeT of "false positives." The therapeutic criteria or medical standard can subsequently be altered or
deleted to alleviate this problem. The reporting systems also compute and compile the cost swings realized
at the individual criterion level. As ditcu$*ed later, these documented savings can be considerable.

In order to maximize the effectiveness of prospective drug utilization review systems they need to be
centralized through a single PBM rather than fragmented through multiple PBMs serving several managed
care organizations. A centralized prospective drug utilization review system provides critical patknt
prescription drug history information to dispensing pharmacists that may have been previously unavailable
because it was dispensed by a different pharmacy and processed by another PBM. Centralizing PBM
functions enables all Pennsylvania Medlcaid pharmacy providers to review comprehensive medication
histories 00-Hne, real time and prevent potential therapeutic problems to the Commonwealth s recipients.

The benefits of centralizing prospective utilization review to a single PBM *x* numerous. For example, a
PBM servicing the Oregon Medicaid cwe-out program sent nearly 60,000 alerts to pharmacy providers in
Just over one month (end of December 1997 through the «nd of Janwy i ^ J 3 i ^ ^ ^ 2 m
wanje^ofapotentiirflydeirimentaldmg-dniglnteracilon. ^ ^ ^ ^ ^ * " J ^ 2 £ E
were for therapeutic duplications followed by early p r e s e n t * refills. Excessive daily dosage* and under
utilization warnings were also sent to pharmacy providers.

in addition to preventing potentially dangerous interactions or medication usage W 0 ^ ^ ' a

centralized prospective drug utilization review program saves significant money fbr MedicaId s ^ m t f

out programs administered by a leading PBM.
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drug interaction" a»d 132 w S . ^ ^ I S f t S S K l ^ ^ P ? ? " with ariak of "*"•» *«g-
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Centralized Retrospective Drug UtlUwtloB Review

practice. Comprised **tfJ^%S£Z^Jr*t? " " ^ acce*rted stTOdarf« *

Thirdly retrospective DUR can provide significant cost savings. The cost savings in 1997 for tto*e atete
Medicaid agencies that carved^out their pharmacy program resulted in a 1:4 administrative cost to savings

Clinical Prior Authorization

PBMs have created clinical prior authorization programs to improve patient cwre and save considerable
public money by decreasing or eliminating inappropriate drog use. In addition to its inherent therapeutic
benefits, implementation of these programs results to significant cost savings to state Medicaid programs.
According to the Oregon Medicaid program, the administrative cost to savings ratio can exceed 1:15 for
Medicaid carve-out programs.

The table below illustrates seven-month cost savings per therapeutic class or situation based on a Medicaid
carve-out program with approximately 700,000 recipients:

THERAPEUTIC CLASS/SITUATION
Anti-ulcer
Non-steriodaJ Anti-inflammatory'
Dosage Limitation (migraine medications)
Controlled Substances (opiates)
Inhalers
Grand Total

SEVEN MONTH COST SAVINGS
$275,020
$136,899
$ 66,051
$ 33,989
$ 8,599
S570.548

These clinical prior authorization programs are based on medically accepted standards of practice and
administered by pharmacists, nurses, pharmacy technicians and specially trained call center personnel. A
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number of these programs are tailored for Medicaid carve-out programs and able to identify inappropriate
utilization of certain drug classes. PBMa report documented saving* in those dmes between 50 to 75%.

PBMs using clinical pharmacists to promote medically accepted standards encourage PDA dosage
guidelines and prevent misuse of drugs in such classes as anti-ulcers, anti-arthritics and narcotic analgesics
have produced a eostbenefiit ratio of 1 ;30 in a Medicald owe-out population. Hue resulting cost savings
was achieved by discouraging inappropriate drug therapy; not by denying drugs or restrict^
manufacturers.

Practically ali PBMs offer a 24-hour call center to provide clinical pharmacists on call around the clock to
ensure that at) patients receive appropriate drog therapy anytime of the night or day. The ability to aiert
pharmacists and patients to serious drug-to-drug Interactions, incorrect dosage, and therapeutic duplications
can prevent potentially adverse drug reactions and subsequent hospftalizations of Pennsylvania recipients.

PHARMACEUTICAL MANUFACTURER REBATES

The process of recouping rebates is a complicated one tbtt includes the state Medicaid agency and the
various drug manufacturers, as well as the HCFA, The PBM con act as DPWs agent to calculate the
monies owed, invoice the drug manufacturers and resolve any discrepancies to both parties' satisfaction.

Since thare is no time limit for the resolution of disputed invoices, many outstanding claims la&guteh in the
disputed category until a state finds the resources to delve into the issue. In the interim, drugs are still
dispensed creating an ever-larger backlog to Invoice. Some PBMs have created automated processes for
dealing with manufacturer's rebates. This enables them to resolve the outstanding backlog and streamline
the process, quickly resolving past disputes.

One PBM reported that its state Medicaid clients had over $8,000,000 in outstanding rebate collections
prior to having them assist in collection services. In Jess than one year, a PBM collected 94M of the
outstanding rebate dollars for its Medicaid clients.

RELEVANT MEDICAID ANP INDUSTRY EXPERIENCE

Several PBMs have extensive experience as Medicaid claims processor or focal agents for numerous
states. They have experience with Medicaid program requirements in general and with MMIS Certification
and SPR Approval practices in particular. Tto* Is of vital importance to DPW to ensure preserving
maximum federal financial participation (FPP).

Some of these firms are active in policy and standards development by ^ ^ V ^ ^ j ^ ^ ^ ^ f
contractor's Private Sector Group, National Council for ^ ^ ^ ^ ^ ^ ^ A ^ ^ l ^ ^ i d

Subcommittee and participation in other NCPDP subcommittees. (NCPOP is the Mvtt)MM********
setting organteition for pharmacy claims adariniiMtaiDu) T V * PBMs maintain current knowledge of
HCFA policy, OBRA '90 and '93 mandate*, and industry standards affecting ****^^™* , c k | y

_!!?!!!!L~ ^-—,.iJl I^IMJJIJJ.. *«A tiuMHfiai deveiooments critical to the Pennsylvania Medicaid
eva!
Program.



From: Bill Mhcy To: PPA Caimen OlCello O«te: 9/10/9B Time: 11:27:30 AM

MEDICAID PHARMACY CARVE-OUT COST SAVINGS

Prospective Drug Utilization Review

In an annual report to the State of Maryland Department of Health & Mental Hygiene (DHMH), the
contracted PBM administering the Medicaid Pharmacy Carve-out documented savings of $9,212,039
during FFY 1996. This represents a monthly average of 5.3% cost savings over the twelve month period.
Overall cost savings for FFY 1995 were $9,045,653. Cost savings were calculated by tracking claims
which received prospective drug utilization review alerts to determine if the prescriptions were ultimately
dispensed. If a claims which generated an alerts was reversed by a pharmacist and not dispensed, the dollar
amount that would have been allowed for claim payment was included as cost savings. In addition, claims
which received early refill alerts were denied and counted as cost savings by the Maryland DHMH.

According to the State of Oregon Office of Medical Assistance Programs (OMAP), the Medicaid Pharmacy
Carve-out prospective drug utilization review program administered by their contracted PBM has saved
$7,773,258 during the period October 1997 through July 1998. Cost savings were calculated based on the
number of paid claims receiving prospective drug utilization review alerts that were reversed by Oregon
pharmacy providers and the number of Early Refill and Therapeutic Duplication claim denials not
resubmitted. More than 71,700 prospective drug utilization review alerts were sent to 602 pharmacy
providers during July 1998, saving OMAP more than $663,000 in just one month.

Clinical Prior Authorization

The State if Oregon Office of Medical Assistance Programs (OMAP) initiated a clinical prior authorization
program through their PBM to improve patient care and save money spent on inappropriate or excessive
drug therapies. The prior authorization program focused on six initiatives: continuing acute anti-ulcer
therapy, weight reduction therapy, non-sedating antihistamines, nasal inhalers, antifungals and excessive
daily dosages. The cost savings resulting from these initiatives during July 1998 was $172,036 for 1,526
prior authorization requests. The cost savings per prior authorization request was $112.74, providing
OMAP with a cost:benefit ratio of 1:9. The total cost savings realized by OMAP from October 1996
through July 1998 is $4,940,968 with an average cost savings of $224,589 per month.

Manufacturers Rebate Program and Rebate Resolution

The State of Oregon Office of Medical Assistance Programs selected a PBM to assume the responsibility of
their Manufacturers Rebate Program in September 1993. At that time the balance due Oregon over 12
months was $8,603,176. Over the past four years the PBM brought the balance down to $537,190 through
their rebate resolution activities. The PBM's rebate resolution efforts during 1997 alone resulted in the
collection of more than $443,000 in outstanding rebates.

DfCEUX) & ASSOCIATES INC.
1819 MAHANTONQO STREET
P0TT3VILLE, PA 17901
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August 16,2002 V „. r*

Robert C. Nyce
Executive Director
Independent Regulatory Review Commission
14th Floor, Harristown 2
33 3 Market Street, Harrisburg, PA 17101

Dear Mr. Nyce:

Enclosed please find a copy of a letter I sent on behalf of the Pennsylvania Pharmacists
Association to Suzanne Love, of the Department of Public Welfare, regarding a proposed
regulatory change.

We realize that these changes have not as yet been published in the Pennsylvania Bulletin for the
IRRC process, but wanted to you to be aware of our opposition to the changes as soon as
possible. We understand that they are planning to file these changes in the near future.

As you will see from my letter, we are deeply concerned that the proposed change will not help
the situation but will severely impact the Commonwealth and its medication delivery system
with irretrievable consequences.

Should the Department continue with its plan to publish these changes, we will follow with
additional comments and concerns. Thank you for your consideration.

rida A. Epple, C
Executive Director
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August 13,2002

Suzanne Love, Director
Bureau of Policy, Budget, and Planning
Office of Medical Assistance Programs ; t -
Department of Public Welfare
P.O. Box 2675
Harrisburg, PA 17105

Dear Ms. Love:

Thank you for providing the Pennsylvania Pharmacists Association (PPA) with an advance copy
of your proposal to change the regulations regarding the pharmacy reimbursement within the fee-
for-service delivery system of medical assistance. (55 Pa. Code Chapter 1121)

Please know that PPA believes firmly in affordable health-care for all individuals. Furthermore,
we firmly believe that in order for an affordable health system to exist, such a system must
encourage and foster individual responsibility, be prevention-focused and consumer-responsive,
and provide for enhanced quality of life for alL

We are obviously very alarmed by this proposed change, as it appears that Pennsylvania is once
again looking to pharmacies as the sole source for additional revenues that are needed to address
deficits caused by other problems. This is a very short-term, narrowly focused "solution*5 to
ongoing problems and issues within healthcare which desperately need to be addressed. This
does not get Pennsylvania any closer to having a prevention and patient focused, safe, reliable
delivery system. Setting pricing so that you could be ultimately be eliminating the one area in
medication delivery where quality of concern and attention to patient care is paramount is
ludicrous. It seems that rather than helping a system that is floundering, everything is being done
to place additional burdens and barriers on the system, by further "beating" the proverbial dead
horse.

Pharmacies have been accepting, albeit reluctantly, a reimbursement system of AWP-10%,
which at that rate even fails to realistically consider the very real costs involved in the delivery
system. Perhaps it would be beneficial for all those proposing this change to come out and
observe the actual day-to-day workings of a pharmacy. I think you would be greatly surprised. I
would then ask that you compare it to a work-day in the life of a pharmaceutical sates or
marketing representative or management person. Then ask the question - who is making the
money here?



It is now time to also look at the price setting practices of the manufacturers. Pharmacists have
absolutely no control over these prices, which continue to rise and rise. Some system cap, rebate
program, or oversight as to how these prices are attributed truly needs to be reviewed. This is
where the patients and health care plans are really getting hit with increases. Yet absolutely
nothing is being done to address this side of the equation. Reducing the drug cost reimbursement
to the very providers does not enhance quality of care.

If pharmacies continue losing money, they will not be able to stay in business and while that may
not seem to be of great concern to the Commonwealth, H should be. Independent pharmacies are
the backbone of medication delivery in this country and still provide a very real and very needed
service, particularly in small communities and rural areas. The practical implications need to be
faced. One can say that if an independent pharmacy closes, so what - a large retail chain
company will come along to service that area. Well, that may or may not be true. There is even
increased pressure on these large companies to deliver a profit, especially on those that are
publicly traded. Can they realistically replace the many hundreds of independent pharmacies
that struggle to remain in business in Pennsylvania? What happens to the MedicaM patient who
no longer has convenient access to a pharmacy? Will the chains be willing to accept the
ludicrous ever-rising price and reimbursement options? (CVS and Walgreen were among those
who recently said " No" in Massachusetts.)

There are those who may believe mail order is an answer; but, they should consider these
questions before accepting this at face value:

Who reviews the entire medication regime when mail order is involved?
What happens when certain medications are exposed to intensive temperatures and

temperature shifts?
Who provides the personal dosage guidance and consultation?
Can reliable on-time delivery be expected when dosages cannot be skipped?
Is the delivery system tamper-proof?

The federal and state government have spent years and many dollars ensuring a safe and
regulated environment in which pharmacies dispense medications and now many of these
important guiding principles are being ignored when considering mail order alternatives.

Federal law requires that Pennsylvania pay a fair and equitable price to pharmacies for their
service. Have you done a cost of dispensing study in Pennsylvania to show that this change will
still meet this requirement? According to estimates, I am tearing from our pharmacists, this rate
change would not meet this fair and equitable price test. If you have done such a study, we
would certainty appreciate receiving a copy of this.

With profit margins diminishing, pharmacies will have no choice but to refuse to fill those
prescriptions that actually cost them money. Then, where will the medical assistance program
be? And more importantly, what about the patient?



On behalf of the thousands of hard-working professional pharmacists in Pennsylvania, we
appreciate your need to find additional income or reduce expenses for this program and we
appreciate your providing us with notice regarding your recommendation. However, this is not
the solution. Please consider exploring other opportunities. Your current proposal will not
ultimately benefit anyone and could in feet make matters severely worse.

da A. Epple,CMS '
Executive Director

Cc: Senator Harold F. Mowery Jr.
Representative Dennis O'Brien
Peg Dierkers



Pennsylvania Pharmacy Council
1029 Mumma Road • P,O. Box 870 • Camp Hill, PA 17001-0870 • Phone: (717) 731-0600 * Fax: (717) 731-5472

November 1, 2002

Suzanne Love DECEIVED
Director, Bureau of Policy, Budget and Planning
Office of Medical Assistance Programs N0V 0 6 2002
Pennsylvania Department of Public Welfare BUREAU ut -
P.O. Box 2675 AND PiMWm01**1

Harrisburg, Pennsylvania 17105
Original: 2297

Dear Ms. Love:
On behalf of the Pennsylvania Pharmacy Council, a non-profit organization representing community and chain
pharmacies, I request that the Department of Public Welfare withdraw from further consideration of the
proposed regulations reducing payments made to pharmacies for services provided to Medicaid recipients. We
recommend that the proposed regulations be withdrawn until the Department complies with amendments to the
Administrative Code enacted in 1996 requiring an immediate and in-depth study of the cost of dispensing
medications to Medicaid patients and the evaluation of payments made to pharmacies based on the results of the
study.

On October 4, 2002, the Department of Public Welfare published a notice of proposed rulemaking in the
Pennsylvania Bulletin that reduced payments for ingredient costs incurred in dispensing prescriptions from a 10
percent to a 15 percent discount below published average wholesale prices. The Department accompanied this
reduction with a proposed $0.25 increase in the fees paid for dispensing medications. The Department
estimates that the net impact of the proposed rule will be to reduce payments to pharmacies by approximately
$22.5 million in the 2002-2003 fiscal year and by more than $38.5 million in the next fiscal year.

Representatives of the pharmacy community, including the Pennsylvania Pharmacists Association, the
Pennsylvania Association of Chain Drug Stores, the Long Term Care Pharmacy Alliance and the Pennsylvania
Pharmacy Council, have objected to the proposed reductions in Medicaid payments because the cuts will force
many pharmacies to provide services to Medicaid patients at less than actual cost. In response, the Department
of Public Welfare claims that even with the payment reductions, pharmacies will receive fair, adequate and
reasonable compensation. Unfortunately, because the Department has failed to comply with the General
Assembly's 1996 mandate that it conduct an in-depth evaluation of the foil cost of dispensing Medicaid
prescriptions, information determined by the General Assembly to be necessary to evaluate the adequacy of
pharmacy compensation is not available. Until the Department complies with its legal obligations, we believe
the best course of action is to withdraw the proposed regulations from further consideration.

The act of June 12, 1996 (P.L.337, No. 53) (71 PS. § 581-13) added the following provisions to the
Admini strative Code of 1929:

Section 2213-A. Pharmacy Reimbursement.

An immediate in-depth pharmacy service study shall be performed by the
Department of Aging and the Department of Public Welfare. This pharmacy
study shall determine the full cost of filling a prescription and providing
pharmacy services, including reasonable profits derived, in the Pennsylvania



Medicaid and PACE programs. This study shall be considered in determining
pharmacy reimbursement.

Simply stated, for more than six years the Department has failed to comply with requirements determined by the
General Assembly to be necessary to evaluate pharmacy reimbursement. Instead, the Department initiated and
then terminated a study that was producing results unsatisfactory to the Department and engaged
PricewaterhouseCoopers to perform a study that wholly fails to satisfy the requirements of Section 2213-A.

Following the enactment of Section 2213-A, the Department of Public Welfare and the Department of Aging
contracted with Dr. Bruce R Siecker, President of Business Research Services, Inc., to conduct a detailed
pharmacy cost of service study.1 The BRS Report was based upon detailed surveys of operating costs of 90
pharmacies and follow-up field interviews with 30 of these pharmacies." The results of the BRS study revealed
that the cost to break-even in dispensing Medicaid prescriptions is $7.45 per-prescription and that a reasonable
profit allowance should be earned of $1.38 per-prescription. Unfortunately, at the time of the survey, the
Department only paid pharmacies on average $5.99 above the cost of ingredients, thereby generating shortfalls
of $1.46 per-prescription below costs and $2.84 below costs and a reasonable profit allowance."1

Reacting negatively to the results of the Business Research Services Study, the Department of Public Welfare
demanded that Dr. Seicker issue a written modification to his report qualifying its findings because of an
allegedly inadequate survey response rate.lv Subsequently, the Department terminated its agreement with
Business Research Services before an official final report was issued.

After terminating its contract with Business Research Services, the Department contracted with
PricewaterhouseCoopers ("PwC") in an attempt to discharge its obligations under Section 2213-A of the
Administrative Code. Although a report was issued by PricewaterhouseCoopers in November 1998, the report
fails to even minimally satisfy the requirements of Section 2213-A.V Rather than conducting an actual study of
costs incurred by pharmacies participating in the Pennsylvania Medicaid Program of the type provided by the
BRS Report, PwC issued a report based upon gross adjustments to a prior report issued by the Federal Health
Care Financing Administration in June 1994.*

The 1994 HCFA Report was conducted to satisfy requirements of Section 4401(d)(4) of the Omnibus Budget
Reconciliation Act of 1990 that required a study of Medicaid reimbursement rates paid to pharmacies and
imposed a moratorium on rate reductions pending the completion of the study. ™ The 1994 HCFA Report
provided state-by-state estimates of the average overall cost of dispensing prescriptions, exclusive of any
allowance for profit.

The 1994 HCFA Report estimated that in 1991, the average cost of dispensing a prescription in Pennsylvania
was $5.65. Unfortunately, the 1994 HCFA Report itself did not measure actual state-by-state dispensing costs,
but instead relied upon nationwide estimates(prepared between 1988 and 1990) of the cost of dispensing
prescriptions in chain and independent pharmacies and adjusted the results based upon the number of chain
versus independent pharmacies in each state and a Physician Practice Cost Index.™ This relatively imprecise
approach was taken in the 1994 HCFA Report because the limited purpose of the HCFA Report was to provide
"insight on the adequacy of State payment for pharmacy services" to be used to "provide baseline information
for future studies to address in more detail access to pharmacy services by Medicaid recipients."1X In fact, after
issuance of its 1994 Report when announcing the expiration of the moratorium imposed by the Omnibus Budget
Reconciliation Act of 1990, HCFA urged individual state Medicaid Programs to conduct their own more
detailed follow-up studies to justify future changes in payments for pharmacy services.x

Rather than using the 1994 HCFA Report to provide "baseline information" needed to support a more detailed
analysis of the type mandated by Section 2213-A of the Administrative Code and as recommended by HCFA,
the Department retained PwC to update the 1994 HCFA Report using two highly imprecise adjustments. First,
estimated dispensing costs reported in the 1994 HCFA Report were adjusted for inflation based upon changes in



the Consumer Price Index.*1 Second, the adequacy of overall payments was measured by subtracting from total
payments made to pharmacies participating in the Medicaid Program, estimated dispensing costs (based upon
the CPI adjusted results of the 1994 HCFA Report) and the cost of ingredients as estimated based upon a
nationwide study prepared by the HCFA's Office of Inspector General in 1997.xu Based upon these
calculations, PwC concluded that Pennsylvania Medicaid payments in 1997 were approximately equal to total
pharmacy costs, but that pharmacies earned an average of $2.23 above costs on brand name prescriptions, but
lost an average of $1.57 when dispensing generic medications.xtu No estimate was provided, however,
regarding the appropriate allowance in excess of costs for reasonable profits.

Even a cursory review of the PwC Report illustrates that it does not provide an in-depth of study of the full cost
of providing pharmacy services to Medicaid recipients, including an estimate of reasonable profits, as mandated
by Section 2213-A of the Administrative Code. Because the study consists of nothing more than extrapolations
on top of extrapolations of prior nationwide research (conducted between 1988 and 1990), clearly the PwC
Report does not satisfy the requirement for an in-depth study of the full costs of providing services to Medicaid
recipients in Pennsylvania in the late 1990s or thereafter. In particular, because it is based on the 1994 HCFA
Report, it incorporates the following fundamental deficiencies of the HCFA Report:

• The 1994 HCFA Report only estimates the cost of dispensing medications, and does not include any
allowance for reasonable profits.*1* Accordingly, the PwC Report fails to satisfy the requirement of
Section 2213-A to determine a reasonable profit allowance.

• The 1994 HCFA Report estimates overall costs of dispensing all prescriptions without any adjustment to
reflect actual incremental costs associated with participating in third-party payor programs and the
Pennsylvania Medicaid Program. The 1994 HCFA Report acknowledges, however, that there are
legitimate additional costs associated with participation in the Medicaid Program.** Section 2213-A also
directly requires an evaluation of the costs of participation in the Medicaid Program.

• The 1994 HCFA Report excludes receivable-carrying costs associated with the lag between the
dispensing of prescriptions and the receipt of payment from the Department of Public Welfare.™ These
are legitimate incremental costs that should be included in the full cost of dispensing prescriptions to
Medicaid patients.

• The 1994 HCFA Report does not include adjustments to reflect the inability of pharmacies to collect co-
payments from Medicaid recipients.™1 Under Federal regulations, pharmacies are prohibited from
dispensing prescriptions to Medicaid recipients who claim they are unable to satisfy co-payment
obligations. The inability to collect co-payments, especially for some pharmacies serving a high volume
of Medicaid patients, may represent a significant additional cost.

• The 1994 HCFA Report does not include additional costs necessary to implement mandatory drug
utilization review requirements required for participation in the Medicaid Program that HCFA estimated
would increase dispensing costs by up to $1.00 per-prescription.™"

In addition to being based upon the 1994 HCFA Report (which itself is inadequate to satisfy the requirements of
Section 2213-A), the PwC Report fundamentally fails to make reasonable adjustments for the changes in
pharmacy costs between 1991 and 1997. Because of a shortage of pharmacists, labor costs for pharmacies have
increased substantially over the past decade. Even if the 1994 HCFA Report accurately estimated the cost of
dispensing medications in 1991, there is no reason whatsoever to conclude that a CPI Adjustment reflects a fair
and reasonable modification to accounting for increasing professional labor costs.

Finally, and most significantly, no attempt has been made in the PwC Report to measure the actual costs
involved in participation in the Pennsylvania Medicaid Program as mandated by Section 2213-A. Pharmacies



are not involved simply in the sale of goods from inventory, but provide a valuable professional service, the cost
of which varies, based upon the needs of individual patients. Because Medicaid patients often tend to have
more complicated illnesses, suffer from much higher rates of mental illness and mental disabilities than the
general public, and are frequently burdened by linguistic and literacy problems, providing cognitive services to
Medicaid patients can be much more expensive than dispensing prescriptions to the general public. ** In
addition, the Department of Public Welfare imposes burdensome administrative costs on pharmacies not present
in dealing with cash-paying customers or many typical health care benefit plans. The Pharmacy Medicaid
Manual contains more than four inches of forms, directives, instructions and other administrative requirements
that are often difficult to comprehend and confusing to follow. The Department also conducts audits and
investigations, which require a dedication of pharmacy resources, far more often than other third-party
prescription benefit plans.

In the proposed rulemaking published on October 4, 2002, the Department of Public Welfare attempts to justify
payment reductions by comparing rates paid by Medicaid to rates paid by private health care benefit plans. As
noted above, however, there are profound and fundamental differences between participation in the Medicaid
Program versus private health care benefit plans. Recognizing this important distinction, in 1996 the General
Assembly mandated an immediate in-depth study of the foil cost of providing pharmacy services to Medicaid
patients and required the consideration of the study results in determining pharmacy reimbursement.
Significant cuts in the payments to pharmacies should not be considered until the Department satisfies this long
over-due obligation. In addition, the Department should estimate the impact of the proposed rate reductions on
estimated dispensing costs for 2003, when the proposed reductions will take effect.

Please contact me if you would like copies of the BRS Report, the 1994 HCFA Report or the PwC Report or if
we can provide any farther information.

Very truly yours,

Melanie Horvath
Executive Director
Pennsylvania Pharmacy Council

1 Cost of Dispensing Pennsylvania PACE and Medicaid Prescriptions, Business Research Services, Inc., April 1998, (hereafter
"BRS Report"). A copy of the BRS Report was included with the Affidavit of Stephen W. Schondehneyer filed with the
Commonwealth Court on May 20, 1999 in the matter ofPennsylvania PharmacistsAssociation v. Dept of Public Welfare, No. 309
M.D. 1999.

BRS Report, p. 6-9.
III BRS Report pp. 26-7.
IV BRS Report, p. 8 ("Overall, the final sample was insufficient in terms of its size (and therefore precision) and not
representative of the population or initial sample of pharmacies. Therefore, the results should not be ... used as the basis for other
analysis or policy").
v PACE/PACENET and Medical Assistance Fee-for-Service Pharmacy Services Study, PricewaterhouseCoopers, November
1988 (hereafter "PwC Report").
Vl PwC Report, p. 2 ("PwCs approach ... [was] to [rjesearch and review previously published national studies in order to
estimate pharmacy drug acquisition costs ... and the costs to pharmacies for dispensing medications ... [and] [ajpply these findings
and other available data to estimate pharmacies profitability for the PACE/PACENET and Medical Assistance Fee-for-Service
programs").
™ Report to Congress, Pharmacy Reimbursement Rates; Their Adequacy and Impact on Medicaid Beneficiaries, HCFA Pub.
No. 03353, June 1994 (hereafter "1994 HCFA Report").
viil Figure 2.2, 1994 HCFA Report, p. 29.
1X 1994 HCFA Report, pp. ix-xi ("This study provided some insight on the adequacy of State payment for pharmacy services.
However, data on actual costs and payments would allow for a better analysis of the adequacy of payment and the implementation of
any alternative payment systems. Through either accounting data and/or cost surveys, States could improve their understanding of the
differences in the costs of dispensing drugs .... While the lack of detailed data prevented a more definitive study, the State level



analysis presented here provide baseline information for future studies to address in more detail access to pharmacy services by
Medicaid recipients").
x August 1 2 , 1 9 9 4 Memorandum from Sally Richardson to DHS Associate Regional Medicaid Administrators. In announcing
the expiration of the O B R A 1990 Moratorium, HCFA advised that States should verify the estimated acquisition cost of medications
and the reasonableness o f dispensing fees by audits and surveys, compilations of data regarding professional salaries and fees; and the
analysis o f compiled data regarding drug acquisition costs, pharmacy overhead costs, profits and other relevant factors.
xi P w C Report, p. 5 ("drug dispensing costs are based on a 1998 National Association o f Chain Drug Stores ( N A C D S ) report,
w h i c h estimated average dispensing costs in 1997 at $6.22 per-pharmacy"). The so-called 1998 N A C D S report, however, was merely
a column published in an N A C D S newsletter adjusting the results o f the 1994 HCFA Report using a CPI Adjustment. See P w C
Report, p. 37.
** P w C Report p. 5.

P w C Report, p. 30, Exhibit 2A.
X!V 1994 HCFA Report, p. 17 ("In our analysis of the adequacy of payment... we focus only on the ingredient and dispensing
costs. The omission of profits ... reflects the difficulties in defining or measuring 'typical' profits").
>xv 1994 HCFA Report, pp.44-5 ("These dollar amounts ... do not include any differential in costs for prescriptions prepared
under third party billing. A recent study (Kilpatrick et ai, 1992) concluded that third party prescriptions cost more than average and
Medicaid slightly more than other third parties").
XVI 1994 HCFA Report, p. 20 ("No data are given in the Lilly Digest [the source of estimated dispensing costs for independent
pharmacies] on third-party receivable carrying costs or third party bad debts. Therefore, for comparability, these two cost categories
were subtracted out of the chain pharmacy figures"). The 1994 HCFA Report provides a separate "discount factor" to measure the
cost of payment delays (of up to $0.30 per-prescription), but does not include the discount factor in the calculation of dispensing costs.
1994 HCFA Report, pp. 44-8.
!CVU. Id The inability to collect co-payments represent one type of bad debt adjustment not reflected in the 1994 HCFA Report.
XVUI The DUR rules were enacted in 1992 and substantially revised in 1994. See 57 F.R 49408 et seq.; 59 F.R. 48824 et seq. The
cost of dispensing in the 1994 HCFA Report, however, was based on independent drug store costs as reported in the 1988 through
1990 Lilly Digests and chain drug store costs as surveyed in 1990 by Kenneth Schafermayer. 1994 HCFA Report, p. 29.
^ One indication of the extent of the difference between Medicaid recipients and the general public is revealed by drug
utilization profiles as documented by the 1998 Novartis Pharmacy Benefit Report Although Medicaid patients only receive 11.6% of
all prescriptions dispensed, they receive 46.7% of all prescriptions for anti-psychotics, 14,6% of all beta-agonists and gastrointestinal
agents and 14.2% of all bronchial steroids.
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On June 12,1996 Governor Thomas J. Ridge signed into law Act 1996-53. c ,

Section 2213A Pharmacy Reimbursements. "An immediate in depth * ? -J

pharmacy services study shall be performed by the Department of Aging and the ~
Department of Public Welfare. This pharmacy study shall determine the full cost of
filling a prescription and providing pharmacy services, including reasonable profits
derived, in the Pennsylvania Medicaid and Pace Programs. This study shall be
considered in determining pharmacy reimbursement." (SEE EXHIBIT A).

The Department of Public Welfare did not do an immediate in depth study.
A report was published in Nov. 1998 by PriceWaterhouse Coopers (PWC). This
study was just a review of other reports done in other States and did not review the
costs of filling a prescription in Pennsylvania. This report does not meet the criteria
of ACT 1996-53, and feel it should not be considered, especially in year 2003. The
PWC report brought up issues such as profit for other items sold to the patients
while waiting for a prescription. This has nothing to do with prescription
profitability? Many of our Independent pharmacies have no front business.

As to Third Party Prescription plans and their reimbursement rates, they do
not come under State and Federal regulation. They are offered as a "take it or leave
it" program. More and more stores are rejecting these plans. Both Independent and
Chain.

The Department of Public Welfare Health Choice programs effective Feb.
1997 in the Southeastern 5 County region was and still is in many cases reimbursing
below acquisition cost, thus the reason why many pharmacies have been forced to
close.

A true study done on the cost of dispensing PACE and Medicaid prescription
prepared by Dr. Bruce Siecker, President Business Research Services Inc., April
1998.
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• "Business Research Services Inc., concluded that participating pharmacies
on average are presently not breaking even when dispensing Medicaid
prescriptions. This conclusion is based on averages. The conclusion derives
from the following calculation:

o Pharmacy break even $7.45
o Average pharmacy income 5.99
The difference, is a negative $1.46. This is the estimated average deficit

per Prescription after expenses produced by the average Medicaid Program
Prescription.

The study also stated "Total actual pharmacy income is not synonymous with
TOTAL COST TO DISPENSE a THIRD PARTY PRESCRIPTION*. The two are
distinct concepts and should not be used interchangeably. The study recommends
adding 4.5% to the net actual product cost and cost of filling a prescription to allow
for a reasonable profit

CLOSING REMARKS!

In all due respect to the Department of Public Welfare, IRRC and
our legislators the various studies and reports are mind-boggling. I highly
recommend that the Proposed Rule Making 55 PA Code CH1121
Pharmaceutical Service be withdrawn for reasons outlined in my
comments.

With great respect, I believe that with negotiation and discussions
which include Pharmacy Representation, that the cost factor of
prescription drugs as well as the fee based on overhead and a reasonable
profit can be accomplished. The entire concept of Medicaid
Pharmaceutical Services must be looked at, including Managed Care and
the controlling of drug costs.
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ADMINISTRATIVE COM! OF 1929 - OfcOHBUS AMftUDMEMTS
Act o f 1996, P,L. 337, NO. 53

Session of 1996

Ho. 1S9G-53 EXHIBIT A

HB 406

AM ACT

Amending the ace of April 9, 1929 (P.L.177, No.175), entitled
"An act providing for and reorganizing the conduct of the
executive and administrative worK of the Commonwealth by the
Executive Department thereof and the administrative
departments, boards, commissions, and officers thereof,
including the boards of trustees of State Normal Schools, or
Teachers Colleges; abolishing, creating, reorganizing or
authorizing the reorganization of certain administrative
departments, boards, and commissions; defining the powers and
duties of the Governor and other executive and administrative
officers, and of the several administrative departments,
boards, commissions, and officers; fixing the salaries of the
Governor, Lieutenant Governor, and certain other executive
and administrative officers; providing for the appointment of
certain administrative officers, and of all deputies and
other assistants and employes in certain departments/ boards,
and commissions; and prescribing the manner in which the
number and compensation of the deputies and all other
assistants and employes of certain departments, boards and
commissions shall be determined," providing for additional
duties ef the Department of Corrections in relation to prison
inmate medical needs, for seasonal farm labor, for powers and
duties of the Department of Health relating to anatomical
gifts and for a study of pharmacy prices; further providing
for the duties of the Department of General Services relating
to certain contracts for modular facilities; and making
repeals.

The General Assembly of the Commonwealth of Pennsylvania
hereby enacts as follows:

Section 1.- The act of April 9, 1929 (P.L.177, No.175), known
as The Administrative Code of 1929, is amended by adding
sections to read:

Section 9G3-B. Payment of Inmate Medical Needs. — <*) The
Department of Corrections consistent with and a* a supplement to
the act of May 16, 1996 (2.L.220, Ho.40), Xnown as the "Prison
Medical Services Act," shall devise and implement a program
whereby inmates of state correctional institutions who have
medical insurance shall pay for thair own medical needs through
that insucAacd.

(b) This program shall be contained in regulations
promulgated by th« department.

Section 1715. Seasonal Farm Labor. — (a) The Department of
Agriculture shall have the power and its duties shall be:

(1) To exercise the powers and duties and perform the duties
by law heretofore vested in and imposed upon the Department of
Environmental Resource* under the act of June 23, 1978 (F.L.537,
No. 93) , known as the "Seasonal Farm Labor Act."

(2) To axetcistt the powers and perform the duties authorized
or isgpoaed upon the Environmental Hearing Board in the " Seasonal
Farm Labor Act.11

(3) To enforce the provision* of 25 Pa. Code Ch. 177
(relating to seasonal farm labor camps) with the same force and
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effect as though tha regulations w«r« pronulgatad by tke
Department of* Agriculture undflr the "Seasonal Farm Labor Act."

(b) The Secretary of Agriculture shall have the power and
the secretary's duty shall be:

(1) TO exercise the powers and perform the duties loposed
upon the Secretary of Xnvironmanta.1 Resources in Chapter 3 of
the "Se*90&*l Farm Labor Act."

(2) To exercise Che powers and duties vested by law and
iiqposed upon the Environmental Quality Board as specifically set
forth in the MSeasonal Farm Labor Act."

Section 2125. Anatomical Gifts,—In addition to the powers
and duties of tha Department of Health relating to anatomical
gifts, the Department of Health shall continue the rotation of
referrals to tissue procurement providers started under 20
Pa.C.S. Ch. 86 (relating to anatomical gifts). Adjustments to
such rotation may be xnad© to accommodate new, quality tissue
procurement providers accredited by the American Association of
Tissue £anXs as adjudged tinder the guideline* published in 26
Pa.B. 2044 (April 27, 1996), and that any hospital may
discontinue such rotation for cause.

Section 2. Section 2211.1(d) and (e) of the act, added
February 23, 1996 (P.L.27, No.10), are amended to read:

Section 2211*1. Investigation of state workmen's insurance
Fund.—* * *

(d) The consulttee shall make a report of its investigation
to the General Assembly by (June 30, 1996) November 30, 19S6.

(e) This section shall expire [June 30/ 1996} November 30,
1996.

^k Section 3. The act is amended by adding a section to road:
section 2213-A. Pharmacy Reimbursement. — A n imtwdiate in-

depth pharmacy service study shall be perforated by the
Department of Aging and the Department of Public Welfare. This
pharmacy study shall determine the full cost of filling a
prescription and providing pharmacy services, including
reasonable profits derived, in the Pennsylvania Medlcaid and
PACJB programs. This study shall be considered in determining
pharmacy reimbursement.

Section 4. Section 2408(7) of the act, amended July 22, 1975
(P.L.75, No-45), is amended to read:

Section 2409. Procedure for Construction of all Capital
Improvements, Repairs or Alterations under the Control of the
Department of General Services.—Whenever the General Assembly
has made an appropriation or authorized borrowing under the act
of July 20, 1968 (P.L.55Q, No,217), known as the "Capital
Facilities Debt Enabling Actf " in any budget to the Department
of General Services or to any department, board, commission,
agency or State supported institution for the construction of a
capital improvement, or for the repair or alteration of a
capital improvement to be completed by the Department of General
Services, to cost more than twenty-five thousand dollars
($25,000). the following procedure shall apply; unless the work
is to be don& by state employes, or by inmates or patients of a
State institution or State institutions, or unless the
department/ board, or commission to which the General Assembly
has appropriated money for the foregoing purposes i3, by this
act or by the Act maJcing the appropriation, authorized to erect,
alter, or enlarge buildings independently of the Department of
General Services, or under a different procedure:

(7) (i) The department may invite proposals, either for
completely erecting, altering, or adding to any building, cr
separately for parts of the work, or bcth on all projects under
twenty-five thousand dollars (325,000) base construction co3t.
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[Ail] Exc«pt m5 provided in paragraph (ii> , all projects
exceeding twenty-five thousand dollars ($25,0CC) shall be
subject tc the act of May 1, 1913 (P.L.155, Nc.iO4), entitled
"AT. act regulating the letting of certain contracts for the
erection, construction, and alteration of public buildings.11

Whenever the department enters into a single contract for a
project, in the absence of gocd and sufficient reasons, the
contractor shall pay each subcontractor within fifteen days of
receipt of payment froni the department, an amount equal to the
percentage of completion allowed to the contractor on account ef
such subcontractor's work. The contractor shall also require
such subcontractor to make similar payments to his
subcontractors,

(ii) Thm d«partaant may invita eaaplete proposals from a
single prime contractor for th« purchase and installation of
modular unita for:

(A) tha institutions opera tad by the Department of
Corrections; or

(B) juvenile facilities operated by the Dapartment of Public
Welfare.

• * *

Section 5. The General Assembly directs the Governor on
warrant of the State Treasurer to transfer from the
appropriation to the Department of Environmental Protection to
the Department of Agriculture an amount equal to the amount
necessary to fund one Program specialist position and two Food
Inspector positions in the Department of Agriculture for that
portion of the present fiscal year beginning December 1, 1995,
and ending June 30, 1996.

Section 6. (a) Section 502(c) of the act of June 28, 1995
(P,L.83, No.18), known as the conservation and Natural Resources
Act, is repealed to the extent that it is inconsistent with this
act.

(b) Section 506 of the Conservation and Natural Resources
Act is repealed.

section 7. This act shall take effect immediately.

APPROVED--The 12th day of June, A- D, 1996.

THOMAS J. KIDGE
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October 28,2002

Response to Regulatory Analysis Form (SEE ATTACHED FORMS)

RE: REVISION TO REIMBURSEMENT FORMULA for PHARMACEUTICAL
SERVICES
IT SHOULD BE NOTED THAT ONLY 30% OF MEDICA1D PRESCRIPTIONS
FILLED IN PENNSYLVANIA ARE STILL UNDER THIS ACT. 70% OF ALL
MEDICAID PRESCRIPTIONS ARE FILLED UNDER THE HEALTH CHOICE
MANAGED CARE PROGRAM.

(11 & 12) Payment to Medicaid pharmacy providers across the United States is
comparable to present rates in Pennsylvania. What other third-party payers are paying is
not for public knowledge and many incentives of these programs which increase
their fees are not being taken into account by the Department of Welfare. The
Chains are able to negotiate and receive better rates then the Independents. The
Independents cannot negotiate as a group due to Antitrust regulations. (SEE
EXHIBIT A ATTACHED-PHARMACY PAYMENT AND PATIENT COST
SHARING).

The Health Chokes Medicaid managed health care program rates are
lower then Medicaid Fee-for-Service, thus the reason why many pharmacies closed. The
Department of Welfare uses this information to show that lower reimbursement rates are
being accepted, but does not mention the number of store closings since the initiation of
Health Choices.
Most pharmacy closing were due to the fact that they were being paid lower fees that did
not cover their actual expenses in the DPW manage care programs in Health Choices
(SEE EXIBIT B- PHARMACIES CLOSED 1997 THUR October 17,2002)

(16) If you would check the minutes of the Medical Assistance Advisory Committee
(MAAC), you would find that just an announcement was made at the meeting.. It
does not look like MAAC was involved with the Revision prior to the announcement

PPA objected to revisions but offered no alternatives. PPA was going
through a transition period, a change to a new Executive Director. PPA was notified of
the revisions on August 7,2002, and responded on August 13,2002.
(20) Costs for 5 years—What plan does the Department of Public Welfare have for
further waivers to wipe out the State fee-for-service plan and replace with managed
care, Health Choices? Only 30% of prescriptions are presently filled under fee-for-
service now. This would also cause a lose of rebates to the State by the Drug
Manufacturers which presently average in excess of $62,000,000 per year to the State.
There is no explanation on how their estimate of savings of over $10,000,000 in the first
year was calculated. Taking into account the increase in Hospital & Emergency Care
expenses due to a decrease in their Pharmacy Network, we feel that their figures are not
accurate and are exaggerated.
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(21) (SEE EXHIBIT A ATTACHED) Reimbursements in other States - Pharmacy
providers do not willingly accept lower reimbursements from other 3rd party plans and
MCO's. In fact, many Independents and Chains are rejecting Third Party Plans that are
offering lower fees than their State Medicaid Plans.
In a State or Federal Government Program the pharmacies have a voice in determining
their destiny through legislation and we are exercising our concerns here.
(22 & 23) Carving out Pharmacy from Health Choices would generate an increase
of 136 million/year in manufacturers rebates and control drug costs. Rebates mandated
by OBRA 90 do not apply in managed care State Medicaid programs (SEE EXHIBIT C
ATTACHED)
(25) This regulation does not compare to the reimbursement formulas in other
State Agencies. The reimbursements in other states show that Pennsylvania is well
within the limits and many States plans pay considerably more than paid in Pennsylvania
at present.—See sheet on Medicaid Reimbursement across the country (EXHIBIT
A).
(26) We must have hearing or informational meetings to clarify the entire

concepts of Pharmacy Reimbursements. We all agree that changes must be made, but
this proposed regulation is all one sided and it does not take into consideration overhead
expenses and a reasonable profit. Concentrating only on the cost of product (of which
Pharmacy has no control) without considering Pharmacy costs is not looking at the whole
picture.
(30) Effective date October 1,2002. - To make this retroactive will cause
great harm to Independent & Chain Pharmacy.

FINAL PROPOSAL

I recommend that this proposed rule making 55 PA Code CH
1121 Pharmaceutical Services be withdrawn for the reasons outlined
above. I do believe that with negotiation and discussions which include
pharmacy representation, that the cost factor of Prescription Drugs, as
well as a fee based on overhead (such as salaries, heat, electric, rent,
insurance, computer costs etc.) and a reasonable profit as is required in all
professions and businesses, can be accomplished The entire concept of
Medicaid Pharmaceutical services must be looked at, including managed
care and the controlling of drug costs.

KX<0ML A / .
/?

Samuel D. Brog, R.
Executive Director/PARD



Regulatory Analysis Form
/ I ) Agency
Depaanienr o f Public Wdfare

Office of Medicai Asastaacv Program

(2) I D . Nuxribcr {Governor** Qilxcc Use)

This space for use by IRRC

RRC Number:

(3) Start Title

Revisions to reimbursement formula for pharmaceutical services.

(4) PA Code Cilc

55 Pa. Code U 21

(5) Agency Cojiiacis & Tekpltfite Numbers

Primary Ccwtnet; Joseph V.. Concino 772-^114

Secondary Contact: John Hummel 272-617$

(6) Type s f J&ule Mateg (Check Gnu)

_ Proposed Riilt Making
. Pixwt Older Adopting Reguhiicm
1'iaal Order, Propojcd Rule Making Omitted

(7) h a 120-Day Emet-jency Certification Attached?

X , No
- Yes: By tfoc Aticrncy General

Yes: By tbeGovewot

(8) Briefly explain the regulation in clear and nontecfciucsl liuagud^e.

The proposed regulations revise the phaniiacy rcimbursancjit fbtu^uJa for drugs, ftottiikt ive&ge wholesale price
(AWP) minus 10 penxnt pH.v » S4.00 di?fpcn$u>g fee to tie AWP minvs 15 percent pit JS a $4.25 dispensing fee.

(9) State the samuory authority for the regulation and wxy rctivint $tat$ or federal court decision*.

Public Welfare Code, Act of June 13? 1967, t.U 13 p?0.21), 62 P,S. Sectiofi 201(2).

C.0) 1^ the regulation mnndai^d by any federal or state k ^ or court order* or federal regulation? If yes, cite tbo
s p e c i f iaw, case or :**$vlatiofli J»â  any cfsuNinci for aciiort

Yes, 42 CFK 447,300 requires thnt Medlcaid 3geacies' pnymcwis io providers be caru»isiunt with efficiency,
ccowrmy and Quality of core. In tddirioa federal regulations require lhar ibe 4ra$ co«l component of the phanrwey
reimbursement fonnvjt or the wxtmaad acquff Jtfoi cost (£AC) i» the Mcdicftid 3genc>#^ bc$i isvimaw of th« priee
jjcncnJiy and currently p u i by provirtcrt for a dnig imitated or sold by a pattteohr mamifaciofer or labekr in the
package size of drag most fr«iucnt\y p«rcha.Md by provklert (42 CFH 447.301).



Regulatory Analysis Form
U)) Explain the cou^e21ia^f uV.iC inttrcft ib&t justifies the regulation. What is the pnobleci k a&dr«$cV?

At iu current rare, tli* QfDcc af M«d?cal Assistance (MA) Programs1 reimbursement fannufci for dross Is now ooc
of the highest paymenr formulas ia the Commonwealth. OJher scatc Mcdicaid agencies, tJjf;*4i)actyprc$cripUon
plans and rata^ed care crc?ni?2W>iH (VJCOi) piy significantly )m thm * e MA Program. Revitiog the
reimbursenseni' (c AWP xxunus 13 ptxzaA plus a $4 25 dispcrmiig fee will make MA comparable to other rate*
and third*purty plans and MCO* in the C«wn>on««ahJ\. Furtbefnjofe, it assiaes that the pharmacy reimburserrenr
rate ia consbtent with efficiency, economy and quality of car*.

(12) Suic ihc public hcaiib, wfciy, erwonm^nfa! cr ge^erai wdftre risks a&j»ciatcd wilh nduHreguktlo;).

The MA Program will rero& vx one of die highest payers of phamiaccittJcals in die Conimwiw^altl).

(13) Describe who ivin benefit froi75 th* roguJatko:. (OuanUfy the bcn^fiis at completely u possible and
approximate the number of people vAo w{U benefit)

Hie dfkctw of (lie Cotrtsnon^t&lfh wfil bendst iitmi flvs regulation.

(14) Describe who will be adversely alTccicd by the regulation. (Quantify foe adverse effects as completely as
possible dad approximate the number of people who will be aversely sf&cted.)

ApproK\rjiat^ly $A 00 pharmacy provî «*9 enrolled in the MA Progrwfi and pAtUcipcimg mtlw fcc*for-service
flclivcry ^ t c m will be affected by the lower rstofotittcmcat rates.

(15) tisi the pexsoos, grotrps ur cnliiics thai wiU be required 10 comply *>ith the re^ulfttfoii, (Approximaie the
number of people who will be required to comply.)

Apprpxiniaxcly 3 . J 00 phaTmacy provirfers.

(l<5) Dc5cobc tfic cornmunictttiotis ^ilfa acd input from vUc public in the devetoflinem M 4 dralUn^ of the
regulation, Liar the persons aiuf/or croups who >wcrc involved, if upplicabtc.

TIw pharmacy Tcin^burscnKnr revisions *vete aaawunced At too MedicaJ AUUUDICC Advisory Committee (MAAC)



Regulatory Analysis Forni
on July 25, 2002. MAAC had no coxnrnfint*. Copies of Qio rsimHvsrscrncnt revisions were zha distributed to &e
Pennsylvania Pharr-arirtp Agson'aiioa (PPA) and the Pennsylvania Association of Ch*in Dnxg Stores (PACOS).
FPA objecied lo the rsvfcions but oiYbred ao aiturnarives, PACDS sutsaitied ao comitienh.

(H) ProvkJe s spcciHc estirmte oldie costs TM&VT Jtavfnpi to fte re^uliadconiniuniiy aisociated with
coippliaEcc, including a/iy leg^J, accomrtiDg or ccnpvhbkg ptoccdwtS which may be TC<jiiiT*d.

None.

(IS) iPwiife a ^xicific cttinwte of l2w costs arsd/Of savings to focal governments associated witE £o*spliancc,
iaciudinn; cny legal, fcccnuntmg or coruxiltius pi'OcwKtwa which may be required.

Noac.

(19) Provide a specific estimate of the costs and/or saviag? to Jiatc govencrcnf a^ociiled witli the irzpkxnentatioa
nf (he rr*">h#io»i m^iixiirti any kiia!. ngeftuctme. or s^nflxiltiflg procedures ^/hicli nwy >̂e nqnired.



Regulatory Analysis Form
0&) Provide a specrnc eslirnat© of the costs ar,d/or savings to local governments associated wftn ccrnpna.ice, 'rciualng

any tegs.', accounting or cens'jlfirg procedures which may be required

Not applicable.

19) Provide a specific estimata of the costs and/or saving* to state government associated with the implement3tori of
the regulation, Jocfudmg any legal, eccountJnfl, or consuming procedures which maybe requted.

The Department esticnaf^s the savings in Rscal Year 2002-2003 for the prograrr to be
$22,538 mSffion (S1C.361 mBHon in Stats fund&). The finnuaffeed savings fcr Fiscal-Year 2003-2CC4
te estimated at $38,540 miJIbn (St7.fi23 mfitoo in State funtfs).

SEP 2|j2ffi£



Regulatory Analysis Form
(20) In tfte tabia befcw, provide an estimate cf the fiscal savlnga anc costs asssc/atec wrCi implementation artf compliance

for tfce Tguiaiod community, local government, and state gqvtrnment for the currant year and fivs subsequent years.
(Collar Amounts in Thousands}

SAVINGS;
Ke^ufated Community i
Locar Governmsnf
State Government

Total Savings

COSTS:
Regulated Community
local Government
State Government

Total Costs

Regulated Community
Local Government
State Government

Totsf Revenue Losses

Current FY
Year

[ $0

{$10,381}

SO

SO

($17,820}

(SI 7,820)

SO

FY*2
Ytar

$0

($20,315)

(820.315)

SO

FY+3
Year

SO

(523,150)
($23,159)

SO

FY+4
Yaar

SO

($26,401],

L_ (526.431)

SO

FY*S
Yeer

($30rO97>
($30,097^

SO;

f20a) Exptein how the estimates listed above were derived.

The cost estimate Is based on revising t ie Chapter 1121 regulations governing phifmaccutfcai rei«nbtir$etreftta
effodiVe October T, 2002 in the foHowrnQ areas:

1) A $0,25 dispensing fee increase (from $4.00 to $4.25) for &\\ MA prescriptions.

2) A 5 percent increase in the adjustment to me estimated acquisition cost (EAC). The current adjustment to
the average whoi»#»ter price {AWP) is AWP minus 10 percent but by the rejufafon change, ft will increase
lo AWP minus ts percent.

iviA-Ou?p3fieHt

F Y oa-03 ! FY 03-04 FY04-D5 nros-roe
TJ23 1591

FY 06-07
f J598 dOli

FY 07-05
(430 flft7t

Page 5 of 3



Regulatory Analysis Form
(20t) Provide the cast three years expenditure history for programs affected by thi f*§yjaticn.

(Dollar Amounts fn Thousands)

Program
S622.669

FY-2
$S68.56fi

FY-1
S705.>50

Current FY
$549,055

(21) Using thfl cest-banefi! information provfded above, explain how the DenefHs of the regulation oulwsigh ine •
adverse affects and costs. ;*

t

The MA Program cannot ignore Ihe trends occitfrino fa other stale Medicate programs, orivate third party plans,
and reimbursement rates accepted by Pennsylvania pharmacies. As a prudent purchaser of medfeai care for
Its ctfems, irio Department should be able to obtain rates siontar to tho3e of other third party payers and othsr
M«d(c«id ag&ncl$$. Tbdrafore, to comply with federal regulation* and Ic rodte the pharmacy payment policies
for the MA Program consistent with other private and putfa ppyrn^nf poifcies, trie Department f8 proposmQ m©se
changes.

(22) Describe tna nonregL/latory a/ternatives considered and the costs associated with these alternatives.
Provide tha reasons for their dfem&sat.

(2S) Describe alternative regulatory schemes considered and the costs associated with those schemes.
Provide the reasons for their dismisssf.

Psge 6 of S



Regulatory Analysis Form

(20b) Provide the part three year expenditure hitt&ry for programs iffecied by the jreguliiiion-

FY-3 FY-2 CuiTcnt FV

(21) Using the cost-benefit information provided ahp\c, explain how Uic benefits of the regulation outweigh the
adverw eJTccix and costs.

Pharmacy pro%*idcfs willingly accept lower reimbursements from otlxer ihfcd party plans and MCOs. The MA
Program, widi on^ of the largest pharmacy budgets in th^ CoiiimciiWdalth, should be entitled to tbe sa^ic discouuts
as other providers of prioripnon drac bcacfiii.

(22) Describe the nofircguktcry altcnvatlvcs considered and the costs associated with tirow alternatives. Provi^
die reasons far their dismissal.

Koac.



Regulatory Analysis Form
(23) Describe alternative rec^latory schemes considered and tSc costs auac&eo wiih Uio* scheme*. Provide fcc
xsteoza for tbstr dismissal.

None.

(24) Arc &ere any provisions ih&f axe more siringtait than fodwal «tendar<isV If yes, idaoiuy fl>t specific prpvisioJis
and the compclJrag Peniwyivania interest thai demands stronger re^uklioa.

No.

f 25) How docs this re^laiiun compare with those of ether states? Will t)ic regulation put P«misyJv*»f* of a
coo^peiitive di«adv»n(agy with other &t&tss?

l l i s rcg«!adoa will be comparable to tie «imbur$en»nx formula of otlicr stete Medicaid a^nei** of campajiblc
size Aiirt scope.

(20) Will ihc negulatioQ »IT<;rt existing or proposed regulations of the piwnulgaiinf agency or other mte a|cacia?
If yest cxplaiaand provide 5gpecific ciutioiis.

No.

(27) Will any public hcarinj;6 or infemwtional mc«tui$J bu s&tcduIcU? TJeasc provide rh« dales, tmie«, and
location*, if available.



Regulatory Analysis Form

No.

(23) Will the r*£iLUUofl dung* *Ki«ir.g reporting, record keeping, or other |>*£>arv*ork xsquiiements? Describe the
change* and attach copias of forms cr rcpons wliicb will be required as a result of implementation, if available.

No.

(29) Pic&ic list any fj^cini proNSj-tons v*>hkk have been devdope^ to mttt the parbcvlar needs of affected group*
or persoos incfudir^, but aat limited ro, mixioritfcs, elderly, smikil busbtsics, and fanners.

Not* applicable.

(30) What w the anUcipatcd cfibciivc d^tc t>f the regulation; The date by which compliance wiih the i^giUaiioa will
he required; aod 6 c data by vdiich any required permits, licensw of oAef apprpvaJs ujest be obtained'?

October 1,2002.

(31) Fiavido ilvft fdicJuk fox coatiaual review of Ott icsuUeiau,

Not applj'cable.



Ptwjpaceuticai Benefits 2001
< EXHIBITA :

Pharmacy Payment and Patient Cost Sharing

State Dispensing Fee
$5.40

Ingredient Reimboncmcm Basis
AWP- 10%; WAC+9.2H ~
AW?*5%

Copayment
Alabama
Alaska

Arizona*
13.45

-$3.00
$2.00

Arkansas
J California

Colorado
Connecticut
Delaware
DC
Florida
Georgia
Hawa*;'
Idaho
Illinois
Indiana
Iowa
Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan

Minnesota
Mississippi
Missouri

Montana
Nebraska
Nevada
New Hampshire
New Jersey

New Mexico

New YCM-JC
Nonh Carolina
North Dakota
Ohio
Oklahoma
Oregon

J Pennsylvania
Rhode Island
South Carolina
South Dakota
Tennessee*
Texas
Utah
Vermont
Virginia
Washington
West Virginia
Wisconsin
Wyoming

S5.51

U03
$<00
$4 10
S3.65
$3.75
$4.23-$4.7J
K « + $0.30fofOorP

$4.94 ($154 for tmit dose)
G; $5.10, B: $4.00
$4.00
$5.17
$4.50
$4.50
$5.77
$335 (+c*tra fees for compounding)
$4.21
$3.00
$3.72

S3 65
$491
$4.09

$2.00-$4.20
$3.84-$5.05
S4.76
$2J0
$3.73 * $4.07

$4.00

B: $3.50 G: $4.50
$5.60

u.eo
$3.70
$4.15
Retail: $3.50 JnsuNF: $3.«0
S4.00
OP: SX40.LTCS2.S5
$4.05
$4.75 ($5.55 for unit dose)
-
(EAC4-$5.27yD.9« A <fe!imy fee
S3 90-S4.40 (based on area)
$4.25
$4.25
$4.14-$5.t2 (based on annual # of Rx)
$390 (+ extra $1 00 for compowxting)
$4W (to a maximum $40.11)
$5.00

AWM0.5%
AWJ>-5%

AWP-IIH or WAC+13%, whichever i$ lovrst
AWM2%
AWP-JZ9%
AWP-10%
AWp-13.25%; WAC*7%
AWf-10%
AWP-10,5%
AWP-12%
AWP-I 1%
AWP ÎOH
AWP-10H
AWP-10%, fV AWP-50%^ blood AWP-30%
AWP.10%
AWP-U.5% CAWP-15% for chaiw)
AWP-10%
Lowest of .WAC+10%, 4iTtct+lQ%, AWP-10%
WAC -̂10%
AWP-l$.5%(t-4 Sions), AW?-15J%
(5-fStores)
AWP-9H
AWP-10%
AWP-IO.43%, WAC*W4

AWP-10%, direct price for some labefers
AWP^IW
AWP-10%
AWP.12%
AWF-10%^ WAC+30%, AAC for in/ectables

AWP-li5%

AWP-J0%
AWP-10%
AWp-10%
AWP-11%
AWP-llO'/i
AWP-UH
AWP-10%
WAO5*
AWP-10%
AWP-10.5%

AW-i5% or WAOI2H, ^ticbever is Jowcst
AWPM2%
AWP-1I.9H
AWp-9%
AWPIIH
AWP.12H
AWP.!I.25%
AWP-11%

$0.50 -$3.00
$1.00
G: $0.75, B: $3.00
None
Not*
$100
None
GfP: $0.50, B/NP: $0.50 - fi.C
Won*
None
$1.00
$0.50 -$3.00
$1.00
$100
None
$0.50-$3.00
$0.50-$3.00
$1.00
$0.50
SI 00

None
JI.00
$0.50-$2.00,35.00 for some
II15 pop.
G:$1.00,B;$ZQO
51.00
None
G: $030, B: $1.00
None
None (except CHIP and
working disabled)
G:$OJO,B:$ZO0
$1.00
Nortc
None
$J.00-$Z0O
None
$100 ($2.00 for GA)
None
$3.00
$2.00
m
None
$1.00, max S5.OO/ftH3.
$1.00 -$2.00
$1.00
None
$0.50-EL00
$1.00. max SS/recip/pharm/'mo
$100

WAC » Wholesalers Acquisition Cost; AWP * Average Wholesale Price; EAC * Estimated Acquisition Cost, A A O Actual Acqwfcioii Cost;
0 * Generic; B * Brand N«ne; OP=Ounatieat; LTC « Loag Term Oie,P-?refciTed;NP»No«-PrefcRfd.
* Wtdfa F«der*l wd S u e guidelines, HidWMual managed cue and pharmacy benefit mrnigentti* organizations make fonrn>laiy/<kvg decision*.
Source: As repotted by Sate drag program adminisiraorj in the 200) NPC Survey.

National PharmacdtAicai Council 4-57
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EXHIBIT B

xEjrsroNE-ratUG STORE

Al*CPKASMACyj>JC

AIXHNS LANS FHAXMACY

AROMMNK PHARMACY

awwYSSEiaaDtoCT
450 PHARMACY INC
BARMEXT PB^RMACY
BATIiy AMD LUKGERPaatMllC15T5
CORSONS PHARMACY INC
B£RGMAKPaa3,LiCT
BERNABE1S PKAU£ACV
HETH«H^ PHARMACY KC

mjx BELL muotkCY me
HAimYiBOMBSUSER DRUGGIST
BROGPHARMAOMMC
CADILLAC MARMACY

CAKNI^SS DRUG STORE
CARJUAG£ APOTHECARY
CHAHEL HUKMACy
THE CfCSMIST SHOP
CMESIHL ARMS JPSARMACY
C3LARKS DRUGSTORE

mmmmMstmAEMACY

cmxm msm, PBASSIACY
OOUJNGDALE DRUG STOIUB
CC3tC^3ALPHAXMACT
MASQOS COLWBLL AKMSNAKMAOT
-OQULyfsuui3&£y
OQMMCIkS PHASMACY !N€ OF KRWYK
RTTE AH) PHARMACY 1410
catxso&fs mxxMunr
aojetoos APOTHECARY
BAROSEmAlMACY
TB&8X3tDTSBQH£
13ytVISSfBARM&€Y
StAVISVBXE FHARMACY INC

BC£EM> BSUQS 5277
DRUCt CENTER
BUBGWE PHAK3tAOr COSP
FAB1AKS IHARMAJCY
fiCSJ32>.fiBU^SfiOi8
MICHAEL'S mARMACk'
10CC0S. fHAXMACY
VEXSaDKJG XZQBE
QCK-SGUPT DRUGS
HEHKSYLVAN2A EETISED ffiSSQSS PHY IKC
IdENSKNGTOK PHARMACY
•MMWAIMS HiAfiMACY SERVICES
XARPRAXMACV
RITE AID PHARMACY 1182
KENS3>«JTOK PHAILMACY JR

Southeastern 5 County region
Pharmacy closure since the
Inception of Health Choices-
PhilaM Bucks, Chester, Delaware
and Montgomery Counties.

fl
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?P41C£20i.

S*P410929L

PP410959L

XM11MSL
JP4H020L
XP411S23L
jnMiiai4L

I*?4ff3S3L
JV41MS&L

iwmasL

fMl-HlOL

1W111S5L
1S411I90L

W411292L
flMl2352t
YP4T&S7L

1W114J2L
FP41142J1
194tl42IL
W411452L
"«WM#HBL
1V4H40L

W411491L
FM11494L

i94UW$L
JRF411S8«I

FF411624L

KP4i i6?a

•»41«7JL

fy4UT04L
HW11711L
F^4tt735L
W411745L
1WI2747L
JWUlTfilL
JHM1177IL

OT4H794L
*SP4MS38L

GREENS PS^MAOt'
IHE caoxjsraRi ixc
G€«>SHAXJL PHARMACY INC
GHOSS A FE&EZ PHARMACY IKC
SALS PHARMACY

THE MEDICINE SHOPP£
WaiSgSSSfSTBJQOiACY
EXPRESS DRUGS

BOLLYWQ(X3 EffiLKiS tt?C
mTINSKIfHARMACY
£ 80WELLS flBASMACV
HUNSICKEHS KA1MACY INC

HYATTPHARMACY
XKNT1OTR1V l*HAiOIACY
JON3ES HiARMACY
JCK^TA AF09HBQAY-INC
KIKKLYM HiAJtMACY
LONGAKER PHARMACY
VEBDONL AW WlSSUERfHAXMACY
ECEERDDSXJGS WW
LESn9SESCPHAS2^A£V
SCS3a©Mi;<3S6237

IJCm UKEC0tan>ff iM»lA£T
UDVEfflAKMACYIHC

MAKKHKEB PHARMACY

MENSINa3(S FHASMACYIHC

RITE AID WIXBMACY 550
MAXWHX DRLX* SItm£
MASaOS FHAHMACY
-VKOMIK A«ESOE ;AJPi3riSlj[14RYBJC

JMILLERJHAJIMACY
1OQK MILKER AFGXBGARY INC
MGSK5AKS PHAB314CY'

BERTOLINO PHARMACY
^ S S X J JJsD BOONW MASMACY 'INC
<i£OfcGE5 PHARMACY
pry^gn np^ft?S ̂ 3?4
RTFEAJDPHA15MACY^5
ECKERD DRUGS 62S7
ZBDCXEBAKMACY
WHIIMAN PHARMACY
OV-EftBROOK PA&K. PHARMAC\T IMC
BOKSD 231HJQ5 ̂ 244
CTJOSSSO PHARMACY

PARKWAY DRUGS INC
DTvHtSinH) FRESCRIPTtO!̂  DELIVERY
J PAUL SHEA IBARMACY
PEWf TOWESS PHAR34ACY INC

U
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Ifcgasrap

JMli*33L
mjlHSL
FW1«82L

?P411f2§L
FP411932L
JPttlttSL
JRP4J1952L

XF4120S2L

FW12143L
}¥4l215a

R412W3L

FPU2335L

»4I239iL

PP4114S5L
EP4125^IL
FP4mi5L

EP412557L
f?4115^L
PP4125^1L
PP4i:^0L
PF41266IX
JTCUBHL
f5NOTl?L
»412719L

PP41274IL

PMia i tL
IMUttlL

FP412^71

?F4L»»L

PF4I29S1L
FF412I97L
9P413M2L
I^4I3(H5L

PP4OW7L
3WI3112L

EatS©Dm?GSS498
RITE AID Pay^^CV 4?23

prrafleREULAs P H A I L \ U C Y
THE ME&ICSSE SSOVPE M&KMACY 13»
RUB AH> PHARMACY 4725

1UDO8PBAXMACY'
JtA&EES F&AMM&CY
BCXBSB DRUGS €M:
B C K E R D D R L H J S 8 6 6 6
R£>^UL IIS fHf lBt tCY
BblAJRIOS PARK 3UDGE PHARMACY

ROBBINS A W ?KAKMACY
A£V1K WSJQ -CBSESSL

RGSSPHAKMACY
ibOWLAND MHBG STORE
RUBINSTEIN PHARMACY INC

XAJGO5 SA>8nr HHX PHARMACY
MXE J U D P H A R M A C Y J54
SHEAS HJAK^lACi* JNC
SHERBY PHARMACY & MEWCAL B<HJ3P i ^
FRANK JSTIKOINC
GaRDVHPHAJKMACY
SliS J&m&SAACX Ml
STAM)R?R^MACY
BSHDERS PHARMACY
IK>OC*AV^T^PH.48MACY
aUMFAYDftUQfi
Sl̂ GBET J^OTHBCAE YJNC
MAMC^ SWEDE SQUARl PHARMACY
RITE AID PHASMACY 2135
EOKERD DRUOS 87M
RUB AID PHARMACY J145
W A L T a O TBOMAS PEA1MACY
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EXHIBIT C

REASON TO CARVE OUT PHARMACY FROM HEALTH CHOICE
CONTROL DRUG COSTS
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Ralph E. Progar Z ÎHOV - 5 A;* S= 25
Vice President of Pharmacy Relations

October 31, 2002 " ^ v . a v co.^AVssioV" '

Original: 2297

The Honorable Feather (X Houstoun
Secretary
Department of Public Welfare
Commonwealth of Pennsylvania
333 Health and Welfare Building
Harrisburg, Pennsylvania 17120

Dear Secretary Houstoun:

On behalf of the Eckerd Corporation, I would submit our strong opposition to the
Department of Welfare's proposed regulations to change prescription reimbursement
rates for the Medical Assistance Program. Our 8,200 associates, our 297 drug stores, and
more importantly, the patients we serve will be negatively affected by this short term
action to reduce the state's drug spend.

Reasons given for reducing pharmacy reimbursement rates are based on an
Office of Inspector General (OIG) Report, a position that Medicaid Reimbursement
Rates are out of line with other third party payors, and a determination that "payment
consistent with efficiency, economy and quality of care9' will be achieved The Eckerd
Corporation respectfully disagrees with this "rationale for change". As you know, the
original OIG Report was disputed and subsequently revised. The replacement report was
also reviewed and problems were identified that also question the results of this report.
As to the second point, Medicaid is different from and should not be directly equated to
reimbursement rates from private third party prescription payors. These differences were
provided to the department verbally and in writing. Most importantly, patient care will
be negatively affected when patient access to prescription services is reduced.
Pharmacies that service large percentages of Medicaid patients will be forced to make
business decisions. No retail pharmacy, whether a single storeowner or a multi-store
chain, can afford to do business, and not generate a profit at each location. Reducing
reimbursement to the proposed level will result in pharmacy closures or reduced hours
for those stores that are on the low end of the 2% average net profit for a drug store in
Pennsylvania.

A change in the dispensing fee from $4.00 to $4.25 will not compensate
pharmacy for the reimbursement rate change. Especially, when the department's 1998
PricewaterhouseCoopers' Study had suggested a $6.22 dispensing fee (Comparable to
NACDS' 2000 Study that had the cost of dispensing a Medicaid prescription at $7.14).

Address: 615 Alpha Drive, Pittsburgh, PA 15238
Phme: 412.967.8735 F«x: 412.967.8609



Implementing this regulation will result in closing unprofitable stores, will reduce
patient access, and will reduce corporate taxes paid while increasing unemployment
rates.

It is our opinion, based on results from states who had experienced similar drug
spend problems, that viable alternatives exist for Pennsylvania to reduce the cost of their
prescription benefit, and at the same time, increase the number of patients serviced. The
alternatives (Ex.: Four Brand Limit, Preferred Drug List, Prescriber Prior Authorization)
previously provided are a long term fix, and should be implemented in lieu of a
reimbursement cut. Eckerd, and the pharmacy community at large, will assist the state in
this endeavor.

Thank you for the opportunity to comment on this proposal.

Sincerel

Ralph E. Progar, R.Ph.
Vice President of Pharmacy Relations
Telephone Number: (412) 967-8735

REP/dk

CC: Senator Vincent Hughes
Senator Harold Mowery
Representative George Kenney, Jr.
Representative Frank Oliver
Robert Nyce, I.R.R.C
Brian Rider, PACDS
Neely Frye, Malady and Wooten Public Affairs
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Dear Secretary Houstoun:

On behalf of the Eckerd Corporation, I would submit our strong opposition to the
Department of Welfare's proposed regulations to change prescription reimbursement
rates for the Medical Assistance Program. Our 8,200 associates, our 297 drug stores, and
more importantly, the patients we serve will be negatively affected by this short term
action to reduce the state's drug spend.

Reasons given for reducing pharmacy reimbursement rates are based on an
Office of Inspector General (OIG) Report, a position that Medicaid Reimbursement
Rates are out of line with other third party payors, and a determination that "payment
consistent with efficiency, economy and quality of careff will be achieved. The Eckerd
Corporation respectfully disagrees with this "rationale for change". As you know, the
original OIG Report was disputed and subsequently revised. The replacement report was
also reviewed and problems were identified that also question the results of this report.
As to the second point, Medicaid is different from and should not be directly equated to
reimbursement rates from private third party prescription payors. These differences were
provided to the department verbally and in writing. Most importantly, patient care will
be negatively affected when patient access to prescription services is reduced
Pharmacies that service large percentages of Medicaid patients will be forced to make
business decisions. No retail pharmacy, whether a single storeowner or a multi-store
chain, can afford to do business, and not generate a profit at each location. Reducing
reimbursement to the proposed level will result in pharmacy closures or reduced hours
for those stores that are on the low end of the 2% average net profit for a drug store in
Pennsylvania.

A change in the dispensing fee from $4.00 to $4.25 will not compensate
pharmacy for the reimbursement rate change. Especially, when the department's 1998
PricewaterhouseCoopers' Study had suggested a $6.22 dispensing fee (Comparable to
NACDS' 2000 Study that had the cost of dispensing a Medicaid prescription at $7.14).
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Implementing this regulation will result in closing unprofitable stores, will reduce
patient access, and will reduce corporate taxes paid while increasing unemployment
rates.

It is our opinion, based on results from states who had experienced similar drug
spend problems, that viable alternatives exist for Pennsylvania to reduce the cost of their
prescription benefit, and at the same time, increase the number of patients serviced. The
alternatives (Ex.: Four Brand Limit, Preferred Drug List, Prescriber Prior Authorization)
previously provided are a long term fix, and should be implemented in lieu of a
reimbursement cut. Eckerd, and the pharmacy community at large, will assist the state in
this endeavor.

Thank you for the opportunity to comment on this proposal.

Sincereh

Ralph E. Progar, R.Ph.
Vice President of Pharmacy Relations
Telephone Number: (412) 967-8735

REP/dk

CC: Senator Vincent Hughes
Senator Harold Mowery
Representative George Kenney, Jr.
Representative Frank Oliver
Robert Nyce, I.R.R.C
Brian Rider, PACDS
Neely Frye, Malady and Wooten Public Affairs



COMMONWEALTH OF PENNSYLVANIA
DEPARTMENT OF PUBLIC WELFARE

OFFICE OF GENERAL COUNSEL

Original: 2297

DATE: October 29,2002

SUBJECT: Public Comments
Pharmacy Revisions - #14-479

TO: Robert E. Nyce
Executive Director
Independent Regulatory Review Commission

FROM: Ruth O'Brien '> $ ' 4 ^
Senior Assistant Counsel

Attached are public comments received regarding the proposed Pharmacy Revisions
Regulation.

Attachments

cc: Scott Johnson
Niles Schore
Melanie Brown
Sandra Bennett
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Secretary, Department of Public Welfere I M Q W^ I f t l i |M%-" m ^
333 Health and Welfere Building I m\yO ih n
Harrisburg, PA 17105 ittW Un-

or ig ina l : 2297
Dear Secretary Houstoun:

On behalf of the Pennsylvania Pharmacists Association, (PPA), I would like to record our strong
opposition to the Department's proposed regulations affecting the Medical Assistance pharmacy
reimbursement, which were published in the October 5, 2002 edition of the Pennsylvania Bulletin.

Of grave concern to our organization is the feet that these proposed changes are based on incorrect
assumptions and misinterpretations of data that were made based on an Office of Inspector General (OIG)
Study that was flawed in its data collection and analysis. PPA is also concerned about the issue of access
to services for those recipients subsequent to the potential enactment of these proposed changes and the
assertion that Medicaid reimbursement rates are higher than those paid by third-party private payers.

When reading and evaluating the OIG study, several confusing and contradictory statements were noted.
At one point the study states that single source innovator medications are purchased at an estimated
discount of 17.2% below average wholesale price (AWP). The study then states that Brand Name
Prescription Drug Products are purchased at an estimated average discount of 21.8% below AWP.
Equating these two figures and classes of medications is a fallacy. In effect, the Department of Public
Welfare (DPW) is using the estimated discount on all brand name prescription drug products to justify its
reimbursement amount for single source innovator medications, which are only a subset of this group.
Both DPW and the OIG made an incorrect decision regarding this. You must understand that various
categories of medications exist. The discount received for the subset "brand-name drugs" is greater than
the discount received for the subset "single source innovator drugs", and it is simply wrong to extrapolate
data from one subset to determine reimbursement for a second subset.

There are other significant deficiencies in the OIG report, as well. The most important one is the lack of
any data pertaining to the percent of each invoice related to the category of medications sampled.
(Example: What percent of invoice dollars was spent on single source innovator medications?) The tables
show the discount within each group of dollar-weighted percent below AWP; but not the dollar weighted
percent of the total invoice into which each medication category fells. Clearly, if this information were
better delineated, it would become readily apparent how devastating a reduction in percent off AWP from
10% to 15% would be to a pharmacy's fecal integrity. :
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On the issue of access, the Department needs to look no further than its struggles with dental health to
know that decreased provider participation, whatever its cause, can have far reaching negative effects on
recipients' health. DPW should refer to the Quality of Care Study: Relative Realization Value 2001
prepared on behalf of the now defunct Lancaster Community Health Plan Medicaid Primary Care Case
Management (PCCM) model to understand how effective extensive provider participation in the fee-for
service sector can be. Since the fall implementation of Health Choices in this area, we have already seen
a reduction in primary care providers willing to participate in Medicaid and there are early signs that there
is even a slight increase in emergency room utilization - something that had all but been eliminated under
the PCCM model

The medical assistance recipients that remain in the fee-for-service program (special needs children, long
term care residents, etc.) remain there for a reason. The Department has to acknowledge that these
patients do not fall under managed care programs, because managed care programs cannot "manage
them." Managed care organizations that participate in Health Choices have opted out of caring for these
recipients because of the overwhelming fiscal impact that these patients would have on their case mix.

We fail to understand how DPW can allow certain providers to "walk away" from their responsibility to
public health and welfare because it affects the bottom line and then turn around and impose financial
penalties on those providers who have stayed at the table and delivered high quality, high service, and
accessibility to these patients and residents.

It is wrong to assume that caring for Medicaid recipients is the same as caring for other patients in another
generic third party program. These patients routinely have greater challenges and greater needs. By the
state's own admission these clients present challenges that cannot easily be met with conventional
methods.

PPA recognizes the need to reduce costs in the program wherever possible and appropriate. Our
pharmacist members are taxpayers as well as health care providers. It is important that DPW not utilize
faulty data and misassumptions to achieve cost reduction goals. We are also asking that the Department
recognize that the special services required by this group of recipients cannot be ignored and that it is
important to maintain quality of care. It is patently unfair and inappropriate to expect pharmacy providers
to unilaterally accept an arbitrary reduction in reimbursement simply because it is expedient for the
Department to do so, especially when the end result may very well harm the program recipients.

PPA would welcome the opportunity to work with the Department to explore other options for high-
quality, cost-effective delivery of pharmaceutical services.

sia A. Epple, C
Executive Director
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