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VALUE DRUG COMPANY SELECTS
CARMEN A. DICELLO, R.PH.
TO SERVE AS
DIRECTOR OF GOVERNMENT AND PUBLIC AFFAIRS

John L. Letizla, 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.

Knawn to many of you and your staff members from his 22 years as Executive Director
of the Pennsylvania Pharmacists Assaciation, 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 Commonweaith as a priority.

Value Drug Company is a wholesale purchasing cooperative located in Altoona,
Pennsylyania. 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
heaith care assures the formulating of policies beneficial not only to the company, but
also to pharmacists and patients, your constituents.

Carmen A. DiCallo, 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 ;



DICELLO & ASGOOIATES ING,
1819 STREET
POTTBVILLE, PA 17801

November 11, 2002

Representative David G. Argall
Appropriationa Chairman

Room 245, Maipn Capitol Building
House Hox 202020

Harrisburg, pa 17120~2020

Dear Representative Argall;

Feather Houstoun regard
pharmacy reimbursement., Li

(2)

(3)

(4)

ing the proposed regulation changes to
ated below are relevant facts:

refuted by the Center for Pharmacoeconomic Studies
of the University of Texas at Austin, which lagitimately
questioned the accuracy of the data and the validity of the
mechodology. Bottom line: 1f Ms. Houstoun wili viait my
bharmacies, 1 will provide her with irrefutable proof that
it {s impoasible to burchase producta at AWP minus 18 per-
cant .

The PricewaterhouseCoopers PwC) study to which Ms.
refers wasg NOT, in fact, a bona ride study as required by

Act 53-199¢, Rather, it was atrictly an extrapolation

party payors, Recent revelationg about the practices of
8ome accounting £irms casts added doubt about the validity
of their analyses.

A bona fjige Study that was ip compliance with Act 53-1996
Yas completeq by Dr. Bruyce Slecker, President of Business
Researah Services, Inc.-~NOT an accounting firm--selected
by DPW ang PACE. This Study was based op actual data

$1.27 Would provide 8ome return on investment, raising the
total fee to $8.72., tnig was in 1998, 1y 2002, that would

be approximately $10.00, 3 consumer price jindex provision
vould ingype that the fee kept pace with inflation., as
You knaw, the costs of Providing hign quality pharmacy care
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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.

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.

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. 1In 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.

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 FUL'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.

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



m3m

escalating costs of preamcription medications.

ccess
erforming itas duty to amsure a
This 18 evidenced by the closings

ig~

of over 300 pharmacies in the southaast and was a 8
nificant faegor in the decision by pharmacy Pr°zid:§: to
bring suit againat the Department. MA recipienfeservice
a unique group, often requiring higher leveln ? S ime
(fram delivery of medication, longer consultat o? 6 omf
more frequent intervention with physicians, etc. ;tment
pharmacy providers. It ia imperative that the Depa ine
racognize that pharmacy servicea ara NOT strictly e ; na
item. Health care ia an eguatlon, and pharmacy service
are the single most cost-effective factor. Proparlyjhar
managed medication therapy drastically reduces the o; o
more expenaive factors in this equation such as phyeic
office vieita, hospital stays, emergency room visits,

and nursing care. Teo vievw pharmacy services as simply a
line item is to be penny~wise and TON FOOLISH.

(9) The Dapartment is NOT p
to pharmacy servicea.

(10) 1t is not reasonable nor ia it rational to attempt to imple-
ment theme 111-advised proposed regulation changes at the
conclualon of a lagislative session, particularly with 2
nev in-coming administration.

(11) several valid recommendations that are NOT punitive to
pharmecy providers and thair patients merit consideration.
One of thase is the passage of SB 199 (PN 206). The
anclosed information about a carve out for pharmacy ser-
vices will lend further cradence to the marit of such an
action. Anothar recommendation is to FULLY implement
Act 353-1996 to finally determine the full true cost of
dispensing prescriptions and providing related services
as well as allowing a reasonable profit. NO REDUCTIONS
TO REIMBURSRMENT SHOULD BE PERMITTED UNTIL THIS IS
ACCOMPLISHED! 1|

This information can be difficult to amsimilate without the
opportunity for dialogue. Please contact me if I can assist
You vith more clarification or additional information.

I _can be reached by telephone at (570)-628-3268, by fax at
(570)-628-5855 or by e-mail at yorkv@losch.net.

Thank you for your consideration,

With bast ragarda,

2.0t
ggrman A. DiCello, R.Ph.
kector, government & Public Affairs, Value Drug Company
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John L. Letizia, R.Ph., Chairman & C.E.O.,
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. Movery

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

Value Drug



Why Pharmacy Should Be
Carved Out of Medicald HMO’S
HealthCholces Programsl

-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 Of Pharmacist Care Services
Medicaid HMO’s/PBM Control | ic Feefor-Service
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Formularies exclude patient’s medication
that have been utilized to control disease.

All medications included by all drug
manufacturers.
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Pharmacist must explain to patient why
medication prescibed cannot be dispensed.

Pharmacist dispenses original medication
prescribed by physician.

Six players -
DPW $’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.
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Cost-Effectiveness in a Medicald
Fee-For-Service Program

HMO/PBM . DPW Fee-for Service
Manufacturer drug rebases :
go to PBM (Pharmacy Benefit Manager). .
HMO’s EBM .
Keystone Mercy Eagle (EMC)/Rite Aid - .
100% rebate. . Two drug rebates - 100% - go to DPW.
HMA Eagle (EMC) Rite Aid -
100% rebate. : 1. Best Drug Price rebate -
. approximately 18%.
Health Partners  PAID/Merck - 100% .
rebate. : 2. Consumer Price Index cap on drug
: price increases (price control
Oxford Health  PCS/El Lilly - 100% . mechanism).
rebate. .
No rebates ( ) %) go to DPW. . 1994 DPW rebates - over $83 million;
Federal law makes it illegal for HMO/PBM . 1995 DPW rebates - over $87 million.
to recieve federal rebates. . 1991-1997 - $536 million rebate to DPW.

Discount percentage provided by
HMO'’s to DPW - 227
Need drug component separated.

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

% & " @ 0 s 8 00 5 0

State provided to HMO’s in Southeast . NO addtional pharmacy funding
HealthChoices an additional $49.6 : due to price control CPI mechanism.
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. .



Drug Inflation Far Outpaces
General Inflation

1980-1992
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Health Care Financing Administration



Why Independent Pharmacles
Are Closing

Southeast HMO/PBM HealthChoices Pharmacy Fee-for-Service Program
Program and Other Voluntary HMO ,

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.

Lack of access to pharmacies and
pharmacist care services.

[t » ¢ o 5 5 0 ¢ & 5 0@

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.

e » 5 s 0o o 0o 2 9 ¢ s 0 &




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 feegg-serm}’c.e ]Qrogramé.‘_
NGTE * TN deog- oVER HO S/pIES AL
0 e e P - Senir phoheam— ,’,,.,,’,'5/
New York Governor Pataki - March 1, 1968 ,,Myabzr
Texas Governor Bush - 1985 IS -




p2/83/1998 11:13 9942588262 MINCY & ASSOCIATES

PAGE

DICELLO & ASSOCIATES INC.
1819 MAHANTONGO STREET
POTTSVILLE, pA 17901

BENEFITS OF A MEDICAID PHARMACY CARVE-OUT
Centralized Prospective Drug Utilization Review

The primary focus of pharmacy benefit tnanagers (PBMs) prospective drug utilization review programs is
to enhance the quality of patient care by encouraging spproptiate drug therapy. These systems perform the
detection, evajuation, and counseling components of pre-dispensing drug therapy screening. Prospective
drug utilization review systems assist the pharmacist in the above functions by identifying patential
therapeutic probicms nt the point of sale. A message describing the problem is sent to the dispensing
pharmacist before the preseription Is dispensed. If the pharmacist decides not to dispense the medication
after recsiving a prospective drug utilization review alert, a cost savings message Is generated and reported.

Specific problem types detected by PBMs' prospective drug utilization review systems inolude:

Under-utilization Direct drug duplication Early refill
Over-utilization Drug to interactions Late reflll
Drugs contraindicated by Drugs contraindicated by the Drug to age complications
| diagnosis of other —
latrogenic complications to allergy interaction | Drug to pregnancy complications |
Adverse reactions Treatment fajlure Excessive qusntity
Therapeutic duplication Brand certification c riateness

Detalled 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 gencrate a large
number of “false positives.” The therapeutic criteria or medical standard can subsequently be altered or
deleted to alleviate this problem. The reporting systems also compute snd compile the cost savings realized
at the individua) criterion level. As discussed later, these dooumented savings can be considerable.

In ordet to maxisnize the effectiveness of prospective drug utilization review systems they need to be
centralized through a single PBM rather than fiagmented through multiple PBMs serving several managed
care organizations. A centralized prospective drug utilization review system provides critical patient
prescription drug history information to dispensing pharmaoists that may have been previously unavailable
becauss it was dispensed by a different pharmacy and processed by another PBM. Centrelizing PBM
functions enables all Perinsylvania Medicaid pharmacy providers to review comprehensive n,:ediogtl.on
histories on=line, rea) time and prevent potential therapeutic problems to the Commonwealth’s recipients.

The benefits of centralizing prospective utilization review to a single PBM are mimerous. For example, 8
PBM servicing the Oregon Medicaid carve-out program sent nearly 60,000 alerts to pharmacy providers in
Just over one month (end of December 1997 through the end of January 1998). One-third of those ale:fl:m
warned of u potentially detrimental drug-drug interaction. The second and third most frequently mtunder-
were for therapeutic duplications followed by early prescription refills. Excessive daily dosages

utilization wamipgs were also sent to pharmacy providers.

i utic levels, a
In addition t enting potentially dangerous interactions or medication usage below therape
;:mﬁ":é ;,.‘,’,’;va,m utllization review program saves significant money for Medi_ul: carve-m.nt
programs. According to an annual report issuedt by the State of Oregon, the Oregon Medicaid ;uorve-ou
program saved more than $800,000 over the period studied. The cost _sa\dnp averaged oﬁ;’fﬁo Mp::l e
month of $14.7 million over the past two and a half years for that particular program. - Me'dienid .
prospective drug utilization review saved ap average of 10,5% of total program dollars
out programs administered by a leading PBM.

ved the Maryland
tudy, the United States General Accounting Office documented & PBM s
:\?l:d;;’i: :u‘:vi-ou: pr:;rm £6,782,899 in the first ten muntl}s of operating & ;mi:tI o:;j:l mive drug
utilization review system. This is especially significant considering the operational

B2
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$412,000. (Bach dollar spent resulted in savings of i vings
represented over seven percent of pharmacy bifl::g:m $4) According 1o the ", these s

Prospective drug utjlization review preventing hospitalizations and birth defée
D 1 ects due t
reactions. In the ten month period, the GAO documented 14,516 prescriptions wi&e a:iﬁ‘:t?':::i drug-

. interaction™ and 132 with a risk of “serious birth defects” - 1
serving the Maryland Medicaid carve-out program. Fancelld due to slerts seos b the PBM

Centralized Retrospective Drug Utilization Review

Centralized retrospective drug utilization review conducted b icai

; ! Y PBMs on behalf of Medicaid carv t
programs function tc.: improve Patient care in numerous ways. First, it may be used as 3 tool to au:::ucnt the
ce.ntr.ahm‘l prospective drug .utilizatwn review program by assessing & more comprehensive &cope of issues
thhm. patient medical histt_mes. A number of Medicaid Programs use retrospective drug utilization review

therapeutic problem areas and pinpeint utilization trends. The committees also address patient i
. . care
by identifying problem areas such as non-compliance, over-or-under-utilization or mulﬂ;Tg phannnc!;s :s:s.

PBMs .rouﬁnely communicate retrospective drug utilization review Conicemns to providers through an
educa?uoqal letter intervention process. Special letters are sent to pharmacy providers and physicians
highlighting therapeutic problems and recommending appropriate therapeutic alternatives.

Secondly, centralized retrospective drug utilization review programs can serve to compliment of support
the functions of various deparuments and agencies within Pennsylvania. For instance, a centralized
retrospective drug utilization review system for the Medicaid program will be capable of creating profiles
that DPW and other Pennsylvania compliance agencies can use as 2 tools to investigate potentia) fraud,
abuse or misuse by providers and recipients.

Thirdly, retrospective DUR can provide significant cost savings. The cost savings in 1997 for three state
Medicaid agencies that carved-out their pharmacy program resulted in a 1:4 administrative cost to savings
ratio,

Clinical Prior Authorization

PBMs have created clinical prior authorization programs to improve patient care and save considenble.
public money by decreasing or eliminating inappropriate drug use. In addition to its inherent therapeutic
benefits, implementation of these programs results in significant cost sevings 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 8 Medicaid
carve-out program with approximatefy 700,000 recipients:

THERAPEUTIC CLASS/SITUATION SEVEN MONTH COST SAVINGS
Anti-uicer " $275,020
"Nop-steriodal Anti-inflammatory $186,899
¢ Limitation (migraine medications) $ 66,051
Conurolled Substances (opistes) $ 33,989
Inhalers $ 8,599
Grand Tots! §570,548

ini i jzati i tandards of practice and
linica} prior authorization programs are based‘op medically afcepted‘s
I:;si:;t:.ed b‘; pharmacists, nurses, pharmacy technicians and specially trained cail center personnel. A
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number of these programs are tallored for Medicaid carve-out and sble i
nber programs to identi
utilization of certain drug classes. PBMa report documentad savings in those classes bﬂw?et‘:nslgwg?;:e

PBMs using clinical pharmacists to promote medically accepted standards encourage FDA dosag

IMs A
guidelines and prevent misuse o_f drugs in such classes as anti-ulcers, anti-arthritics :nd parcetic a:nlgesics
have produced a cost:benefit ratio of 1:30 jn a Medjcaid carve-ont population. The resulting cost savings

was achieved by discournging inappropriate drug therapy; not by denying drugs or restricting

manufacturers.

Pracrically all PB?As offer 8 24-hour call center to provide clinical pharmacists on call around the clock to
onsure that all patients recelve appropriate drug therapy anytime of the night or day. The ability to slert
pharmacists and pgdams to serious drug-to-drug internctions, incorrect dosage, and therapeutic duplications
can prevent potentially adverse drug reactions and subsequent hospitalizations of Pennsylvania recipients.

PHARMACEUTICAL MANUFACTURER REBATES

Thg pracess of recouping rebates is a complicated one that includes the state Medicaid agency and the
various drug manufacturers, as well as the HCFA, The PBM can sct as DPW*s agent to caleujate the
monies owed, invoice the drug manufacturers and resolve any discrepancies to both parties’ satisfaction.

Since there is no time Umit for the resolution of disputed invoices, many outstanding ciaims languish in the
dfspuﬁed category until a state finds the resources to delve into the isaue. In the interim, drugs are still
dispensed ¢reating an ever-latger 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 coljections
prior to having them assist in collection services. In less than one year, a PBM collected 94% of the
outstanding rebate dollars for its Medicaid clients.

RELEVANT MEDICAID AND INDUSTRY EXPERIENCE

Several PBMs have extensive experience as Medicaid claims processors or fiscal agents for numerous
states, They have experience with Medicaid program requirements in general and with MM]S Certification
and SPR Approval practices in particular. This is of vital importance to DPW 1o ensure preserving
maximum federal financial participation (FFP).

Some of these firms are active in policy and staudards development by their participation in the Medicaid
contractor's Private Sector Group, National Council for Prescription Drug Programs (NCPDP) Medicaid
Subcommittee and participation in other NCFDP subcommittees. (NCPDP is the industry’s standards
setting organization for pharmacy claims administration.) These PBMs maintain current knawledge of
HCFA policy, OBRA '90 and '93 mandates, and industry standards aﬂ'actm'g prescription claims
administration and parient care. They can sssist DPW in staying abreast of industry trends and quickly
evaluating emerging technologies and medical developments critical to the Pennsylvenia Medicaid

Program.

a4



From: Bifl Mincy To: PPA Canmen DiCello Date; 8/10/88 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 inappropfiate 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.

Manufacuturers 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. '

DICELLO & ASSOCIATES ING.
1819 MAHANTONGO STREET
POTTSVILLE, PA 17901



Pennsylvania Pharmacists Association

508 North Third Street, Harrisburg, PA 17101-1199
_ Telephone: 717-234-6151 + Fax: 717-236-1618
E-mail: ppa@papharmacists.com « Website: www.papharmacists.com
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Original: 2297 D S
ZL‘, ’(‘.3
August 16, 2002 SO
Robert C. Nyce

Executive Director

Independent Regulatory Review Commission
14" 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.

ﬁ

icia A. Epple, C
Executive Director




Pennsylvania Pharmacists Association

508 North Third Street, Harrisburg, PA 17101-1199
Telephone: 717-234-6151 « Fax: 717-236-1618
E-mail: ppa@papharmacists.com ¢ Website: www.papharmacists.com

ASSOCIATION

August 13, 2002

Suzanne Love, Director P
Bureau of Policy, Budget, and Planning I
Office of Medical Assistance Programs PRI
Department of Public Welfare s
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™ 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. 1
would then ask that you compare it to a work-day in the life of a pharmaceutical sales 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, it 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 Medicaid 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 hearing from our pharmacists, this rate
change would not meet this fair and equitable price test. If you have done such a study, we
would certainly 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 fact make matters severely worse.

Executive Director

Cc: Senator Harold F. Mowery Jr.
Representative Dennis O’Brien
Peg Dierkers
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November 1, 2002

Suzanne Love R E CE ' \/EF

Director, Bureau of Policy, Budget and Planning

Office of Medical Assistance Programs NOV 06 2002
Pennsylvania Department of Public Welfare BUREAC U Uity e
P.O. Box 2675 AND PLAN U

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 full 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 P.S. § 581-13) added the following provisions to the
Administrative 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." 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.™

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.” 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." 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 HCF A 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.”™ 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.”

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 adjustrments. First,
estimated dispensing costs reported in the 1994 HCF A Report were adjusted for inflation based upon changes in



the Consumer Price Index.” 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 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.™ 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:

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

s 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.™ 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.

e 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 full 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 further information.

Very truly yours,

Wl oguee—

Melanie Horvath
Executive Director
Pennsylvania Pharmacy Council

' 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. Schondeimeyer filed with the
Commonwealth Court on May 20, 1999 in the matter of Pennsylvania Pharmacists Association v. Dept. of Public Welfare, No. 309
M.D. 1999,

"’ BRS Report, p. 6-9.

f - BRS Report pp. 26-7.

¥ 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 samaple 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™).
" PwC Report, p. 2 (“PwC’s approach ... [was] to frJesearch and review previously published national studies in order to

estimate pharmacy drug acquisition costs ... and the costs to pharmacies for dispensing medications ... {and] {a]pply 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”).

e Figure 2.2, 1994 HCFA Report, p. 29.

" 1994 HCFA Report, pp. ix-xi (“This study provided some insight on the adequacy of State payment for pharmacy services.
However, data on actuat 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™).
* August 12, 1994 Memorandum from Sally Richardson to DHS Associate Regional Medicaid Administrators. In announcing
the expiration of the OBRA 1990 Moratorium, HCFA advised that States should verify the estimated acquisition cost of medications
and the reasonableness of dispensing fees by audits and surveys, compilations of data regarding professional salaries and fees; and the
analysis of compiled data regarding drug acquisition costs, pharmacy overhead costs, profits and other relevant factors.
"’ PwC Report, p. 5 (“drug dispensing costs are based on a 1998 National Association of Chain Drug Stores (NACDS) report,
which estimated average dispensing costs in 1997 at $6.22 per-pharmacy™). The so-called 1998 NACDS report, however, was merely
a column published in an NACDS newsletier adjusting the results of the 1994 HCFA Report using a CPI Adjustment. See PwC
ReporL p. 37.

PwC Report, p. 5.
xn PwC Report, p. 30, Exhibit 2A,
w 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™).
X 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 al., 1992) concluded that third party prescriptions cost more than average and
Medicaid slightly more than other third parties™).
o 1994 HCFA Report, p. 20 (“No data are given in the Lilly Digest [the source of estimated dispensing costs for mdependcnt
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 HCF A Report, pp. 44-8. ,
it 1d. The inability to coliect co-payments represent one type of bad debt adjustment not reflected in the 1994 HCFA Report.
The DUR rules were enacted in 1992 and substantially revised in 1994, See 57 F.R. 49408 ef 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.
xix 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 19965;53. o _

< . -7
Section 2213A Pharmacy Reimbursements. “An immediate indepth =~ ;. -3

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 nof 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.

COMMONWEALTH BUILDING — 2™ FLOOR 7425 FRANKFORD AVENUE  PHILADELPHIA, PA 19136
OFFICE (215) 331-2826 % Fax (215) 331-4075 < WEBSITE: WWW.PARDRX.COM



¢ “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 gfter 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 CH 1121
Pharmaceutical Service be withdrawn for reasons outlined in my
comments.

With great respect, 1 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 CODE OF 1929 -~ GMNIBUS AMEMDMENTS
Act of 1996, P.L. 337, No. 53
Session of 1936

No. 12956-53 EXHIBIT A ’

HB 406
AN ACT

Amending the act of April 9, 1929 (P.L.177, No.175), entitled
“an act providing for and recrganizing the conduct of the
executive and administrative work of the Commonwealth by the
Executive Department thereof and the administrative
departments, boards, commissions, and officers therecf,
including the boards of trustees of State Normal Schosls, or
Teachers Colleges; abelishing, creating, reorganizing or
authorizing the reorganizatien of certain administrative
departments, boards, and commiszions:; defining the powers and
duties of the Governer 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 ¢ertain 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 c¢certain departments, boards and
commissions shall be determined, " providing for additional
duties ¢f the Department of Correcticns in relatien to prison
inmate medical needs, for seasonal farm labor, for powers and
duties of the Department of Health relating to anatemical
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
hercby enacts as follows:

Section 1. - The act of April 9, 1929 (P.L.177, No.173), known
as The Administrative Code of 1928, is amended by adding
sections to read:

Section 903-B. Paymant of Inmata Medical Needs.--({(a) The
Departmant of Corrections consistent with and as a supplement to
the act of May 1€, 1956 {P.L.220, No.40), known as the “Prison
Medical Servicaes Act,” shall devise and implement a program
whereby inmates of state correctional institutions who have
madical insurance shall pay for thair own medical needs through
that insurance.

{b) This program shall be centained in regulations
promulgated by the dapartmant.

Section 1715. Seasonal Farm Laber.--(a) The Departmant of
Agriculture shall have the power and its duties shall be:

(1) To exercise the powers and duties and perferm the duties
by law heretofore vested in and imposed upon the Department of
Eavironmental Resources undezr the act of June 23, 1978 (P.L.537,
No.93), known as the "Seasonal Farm Labor Act.”

{2) To axercise the powars and perform tha duties authorized
or imposed upon the Environmental Hearing Board in the "Seasonal
Fara Labor Act."

(3) To enforca the provigsions of 25 Pa. Code Ch. 177
(relating to seasonal farm labor camps) with the sama fozce and
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effact as though the regulations were promalgatad by the
Department of Agriculturs undar the "Seasonal Farm Labor Act."

(b} The Secretary of Agricultuzre shall have the power and
the secretary's duty shall ba:

(1) To exarcise tha powers and perform the duties imposed
upon the Becretary of Envirenmental Resources in Chapter 3 of
the "Seasonal Farm Labor Act.”

{2) To exercise the powers and duties vested by law and
imposed upon the Environmental Quality Board as specifically set
forth in the "Seasonal Farm Labor Act.¥

Section 2125S. Anatomical Gifts.--In addition to the powers
and dutias of the Departmant of Health relating to anatomical
gifts, the Department of Haalth shall continue the rotation of
refarrals to tissue procurament providars started under 20
Pa.C.8. Ch. 86 (relating to anatomical gifts). Adjustments teo
such rotation may be made to accommodate new, quality tissue
procuremant providarz accreditad by the Amarican Association of
Tissue Banks as adjudded under the guidelines published in 26
Pa.B. 2044 (Apxil 27, 1996), and that any hospital may
discontinue such rotatioan for cause.

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

Section 2211.1. Investigation of State Workmcnh's Insurancoe
Fund.--* * *

{d) The committee shall make a report of its investigation
to the General Assembly by [June 30, 19%%6) November 30, 1996.

{e) This section shall expire [June 30, 1836) Nevamber 30,

1896.
Section 3. The act is amended by adding a section to read:
* Section 2213-A. Pharmacy Reimbursement.--An immediate in-

depth pharmacy sarvice study shall be performaed by the
Department of Aging and the Department of Public Welfare. This
pharmacy study shall datarmine the full cost of filling a
prescziption and providing pharmacy servicas, including
reascnable profits derived, in the Pennsylvania Medicaid and
PACE programs. This study shall be considered in datarmining
pharmacy reimbursemant.

Section 4. Section 2408(7) of the act, amended July 22, 1978
(P.L.75, No.45), is amended to read:

Secticn 2408. Procedure for Construction of all Capital
Improvements, Rcopairs or Rlterations under the Control of the
Department of General Services.--Whencver the General Assembly
has made an appropriation or authorized borrowing under the act
of July 20, 1988 {P.L.550, Neo.217), Xnewn as the “Capital
Facilities Dabt Enabling Act,” in any budget to the Department
of General Sarvices cr to any depariment, board, commissien,
agency or State supported institution for the construction of a
capital improvement, or for the repair or alteration of a
capital improvemant to be completed by the Department of General
Services, to cost more than twenty-five theusand dollars
{$25,000), the following procedure shall apply, unless the work
is to be done by state employes, or by inmates or patients of a
State institution or State institutions, or unless the
department, board, or commission teo which the General Assembly
has appropriated money for the foregoing purposes is, by this
act or by the act making the appropriation, authorized to erect,
alter, or enlarge buildings indepéendantly of the Department of
General Services, or under a different procedure:

* *

{7) (1) The department may invite proposals, either for
completely erecting, altering, or adding to any building, er
separately for parts of the work, oxr beth on all projects under
twanty-five thousand dollars (525,000) base construction coat.
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[All] Except as provided in paragraph (ii), all projects
exceeding twenty-five thousand dollars ($25,00C) shall be
subject te the act of May 1, 1913 (P.L.155, Nc.104), entitled
"An act regulating the letting of certain contracts for the
erection, construction, and alteraticn of public buildings."
Whenever the department enters into a single contract for a
project, in the absence of geoed and sufficient reasons, the
contracter shall pay each subcontractor within fifteen days of
receipt of payment from the department, an amount equal to the
perceontage of completion allewed to the contractor on account of
suth subcontractor's werk. The contractor shall also require
such subcontractor to make similar payments to his
subcontractors.

{ii) 7The department may invite complete proposals from a
single prima contractor for tha purchase and installation of
modular units for:

{A) the instituticns opezated by the Department of
Corractiens; or

{(B) 3juvenile facilities operated by the Dapartment of Public
Welfara.

s * *

Section 5. The General Assembly directs the Governor on
warrant of the State Trecasurer to transfer from the
appropriation to the Department of Envirornmental Protection to
the Department of Agriculture an amount efual to the amount
necessary to fund one Program Specialist position and twoe Food
Inspector positions in the Department of Agriculture for that
portion of the present fiscal ycar beginning December 1, 1935,
and ending June 30, 18956.

Section 6. (a) Section 502(c) of the act of June 28, 19385
{P.L.83, No.1l8), known as the Conservation and Natural Resources
Act, is repealed to the extent that it is inconsistent with this
act.

(b} Section 506 ¢f the Conservation and Natural Resources

ct is repealed.
Scetion 7. This act shall take effect immediately.

APPROVED--The 12th day of June, A. D. 198%6.

THOMAS J. RIDGE
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SAMUEL D. BrOG PHILADELPHIA ASSOCIATION
R.Ph, BS. PhG OF RETAIL DRUGGISTS
EXECUTIVE DIRECTOR ESTABLISHED 1898
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 MEDICAID 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 Choices 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 Aungust 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.

COMMONWEALTH BUILDING — 2 FLOOR 7425 FRANKFORD AVENUE PHILADELPHIA, PA 19136

OFFICE (215) 331-2826 4 Fax (215) 331-4075



(21) (SEE EXHIBIT A ATTACHED) Reimbursements in other States - Pharmacy
providers do not willingly accept lower reimbursements from other 3™ 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.

DJM




Regulatory Analysis Form

{1} Agency This space for use by IRRC
Depaciment of Public Willare

Office of Medicai Assistasce Progrom IRRC Number:

{2) 1.D. Number {Governoras Office Usc)

(3} Shost Tile

Revisions to reimbursement formala for phannaceutical sexvices.

{4) PA Code Cite (3) Agency Comacts & Telephone Numbars
§5 Pa. Code 1121 Primary Contace: Joseph B, Concine 772-6114

Secondary Comtact: Fohn Humunell 272-6178

{8) Type of Rude Making (Chick One) (") fs 2 120-Day Emergency Cettification Atlached?
—X__ Proposcd Rale Making ~X_ . No
——— Vinal Order Adopting Regulalion e Ye3: By the Attorncy General

e V'inal Order, Proposed Rule Making Owmitted . Yes: By the Governor

{8) Bricfly cxplain the regulation in eleac and nontechnics] lenguage.

The proposed regulations revise the pharmacy reimbursement muls for drugs fom the average wholesale price ]
(AWP) minus 10 pereent phos 2 $4.00 dispensing fee to the AWP minvs 18 percent phis a $4.25 dispensing fiec.

(9) Stare the statulory suthority for the regulation and auy selevang state or federal conre degisions,

Pubtic Welfare Code, Act of June 13, 1967, P.L. 13 (No. 21), 62 P.5. Section 201(2).

{10} Is the regulation mandated by any federal or siate law or court exder, or federal rcgnhuon" If ycs, cite tho
specific law, case or sepulation, snd any dzadlines for action .

Yes, 42 CFR 347.300 raguires that Medicaid ageacies’ payincnis 1o providers be comsistent with efficiency,
economny and gquality of core. In sddition, deral repulations require that the drag cost component of the pharmacy
reimbursement farmuls or tha estimatad acquigiton ¢ost (EAC) s the Medicaid agency”s best ostimate of tha price
gonevally and currently paid by providers for 2 dig muketed or sold by s particular annufactarer or labeler in the
package size of d:ug mort frequenily prrchased by provider (42 CFR 447.301),




! ’Regulatory Ana_lysis Form . .

{11 Sxplein the conpelling pabiic interest thatjustifies the regulation. What is the problem it addecsses?

| At its current raze, the Office of Medical Assistance (MA) Programs’ reimburscmenx formula for drugs Is now oo

of the highest pavmenr foputas in the Comunonwealih, Other satc Medicaid agencies, tird-pacty prescripiion
plans and manaped care organizetions (MCOS) pay significantly Jess than the MA Program. Reviring the
reibursement to AWP minus 15 perzent plus 2 34.25 dispensing fae will inake MA cozwparsble to other states
and third-purty pians and M{Os m the Commomcealth. Futtbermose, it sssures that the pharmacy reimbursement
ruic is consistent with efficiency, economy and quality of care.

{2} Swtu the public healih, safety, anvironmental or peneral welfare risks associated with noe-repulation.

The MA Program will renmin one of the highest payers of phammaccuticals fn the Commonwealth,

{13) Deseribe who will benefit from the regulation. {Quancify the benefis as compluicly ss possible and
approximate the puraber of people who will benefic)

Tha citizens of (e Contmonwealth will benefit from 1o regulation,

(14) Describe who will be adverscly allccted by the regutation. (Quantify the adverse effects as conipletely as
possible and spproximute the numbcer of people who will be adversely affected.)

Approxiniately 3,100 pharmacy providers enrolled {n the MA Progmm and parlizipoting in the foo-for-servioe
delfvery system will be affected by (he lower reindunscmint rates.

(15} Lis! the persons, groups vr entitics that will be required to comaply with the regulation, {Approximare the
aumber of people who will be reguired to comply )

Approximately 3,100 phamacy providers.

{16) Deseribie the commumentions wilh sed input from the public in the dovelopinent and drafting of the
tegularion. Liss the persons and’/or groups who were involved, if spplicable.

The pharmacy teimbursement revisions were announced al the Modieyl Assistance Advisory Committce (MAAC)




Regulatory Analysis Form. " 777 7

‘

on July 25, 2002, MAAC had no comments. Copies ¢ the reimhbursement revisions were slso dimributed to e
Pemsylvama Pharmacicwe Association (FPA) and the Peunsylvapia Association of Chuin Drug Stores (PACDS).
PPA objecicd o the revisions but oifered no alternatives, PACDS subraiticd 80 cominents.

(17} Provide o speeific cstimate of the costs and/vr savings to the 1egulaed community associated with
comphiancc, incloding any legal, accounting or conevlting procedures which may be roquired,

Noae.

{13) Provide a spucific eatimate of the costs and/or savings 10 local governments associated with 2ompliance,
inciuding any legal, sccnunting or consulting procedurcs which may be required.

Noac.

(19) Provide a specific estimatc of the costs and/ar saviags 10 state government associated with the implementation
of the seentafion, im=irding sy Jyal. sssputing. or soneviinn precydires shich may he raguiced.




Regulatory Analysis Form
(3€) Previde a specinic eslimate of the costs andior $3vings o lecai governments esaociated with compliancs, neluoing
any legs!, accounting or coneulting procsduras which may be required. .

- Not applicable,

(19) Provide a specific estirata of the costs ane/or savings 10 state government associated with the implementation of
the regulation, including any legal, accounting, or consuling proceduras which may be required.

The Dapartment astimates the savings in Fiscal Year 2002-2003 for the program tobe
§$22.538 milllon ($16.287 million in Stats funds), The snnuatized savings for Fisoal Yesr 2003-20C4

Is esfimated at $38.540 milllon {$47.823 miilien in Stete funds).

*# o -H79
P

Pags 40of8



Regulatory Analysis Form
(20} tn the tabie beicw, provide an estimata of the fiscal savings anc costs associatec with implementatian sn¢ compliance
for the ~egulated commusity. local govemment, and state govemment far the cutrant year and five subsequent years.
{Dollar Amounts in Thousands)
Current FY T FY 1 FY 42 TFY +3 TFY +4 TFY 45
Year Year Year Year Yaar Year

SAVINGS;
Rejulated Conununily
[ Local Goyemmant!
State Gevernment
Toial Sevings $0 $0 $0 $0 30 $0
COSTS:
[Regulated Cammurity
Local Government o
State Government (310,381) {817,820} (820,315) (323,159) {$26,4011) {820,097}
[Total Cosls $10,38%) (847,820 {$20.315) {823,159) (326.401) {$30.097)
REVENUE LOSSES:
Requiated Community
_ggcai Govemment
Stats Government :
Totsi Revenue Losscs $0 $0 $0 80 so S0
1203) Expicin how the estmailes fisted 8bove were erved.

The cost astimetg Is based on revising the Chapler 1121 regulations goveming phamaceutical reimbursements
effective October 1, 2002 in the foliowing areas:

1) A $2,25 digpensing fee increase {from $4.00 {o $4.25) for sl MA prescriptiens.

2) A § parcent increase in the adjustment to the eslimated acquisition cost (EAC). The cunert acjustment to
the averaga whoiasaler price {(AWP) Is AWP miinus 10 percent but by the regutation change, 1t will increase
1o AWP minus 18 percent.

FY 02-03 FY 03-04 FY 04-08 FY 05-08 *Y 0607 | FY 0708
NA-Owpaticnt ($10.381) (§17.820) (520.315)] ____ ($23.198) 1$26,401) {830,087}

Page 5018



Regulatory Analysis Form

[200) Provide the past three years expenditure hislory for programe aflacted by the reguiaticn.

{Dollar Amounts in Thousands)
Program FY -3 FY -2 FY 1 Current £Y
MA-Oulpatient $622 589 $668.58¢ £705.750 $648 D55

T27) Using the cost-benelit information pravided above, explén how the Deneiits of the raguIation oulweigh e
acverse effecls and costs.

The MA Program cannot ignore the trends occurring in ather stale Medicald programe, orivate third parly plans,
and reimbursement rates accepted by Pennsylvanla pharmacies. As a prudent purchaser of medical care for

its cilents, the Department should be able 1o obtain rates similar 10 those of other thisd party payers and other
Madicaid agenclgs. Tharefore, te camply with federal regulations and 1o make ihe phammacy payment policies
for the MA Program censistent with other privale and public peyment policies, the Dapanmant ia propesing these
changes.

e R b

(22) Oescribe {na nonreguiatory alternatives considered and the costs associated with these alternatives.
Provide tha reasons for their dismisgat.

{23) Descrioa altarnative regulatory sehemes considered and the cosls sesociated with those schemes.
Provide the reasons for their dismissal.

PsgeSofs

|
|
E
E_



" Regulatory Analysis Form < . .

(20b) Provide the past theee yeas cxpenditure history fos programs effected by the regulation.

Program FY-3 FY-2 FY-1 Current FY

{21) Usiug the cost-benefiv infornition provided ahove, explain how te denefits of the regulation outweigh the
adverse effects and costs.

Phammucey previdess willingly accept lower reimbursements from other thied party pluns and MCOs. The MA
Program, with one of the largest pharmacy bucdgets in the Commonwoalth, shoutd be entided 0 the same discounts |
as other providers of preseriprion drug beaefits.

{22) Describe the nonregulatory sltematlves considered and the costs agsocizted with those aliernatives. Provide
the reasons far their diswisral,

Noas.




. Regulatory Analysis Form . .~/ "/~

23) Deseribe alternative regilatory schomes congidered and the sosts associated wilk bhosk schenus. Provide tee
3 Y
teasows for thsir dismissal.

Nom.

(24) Arc there ray provisioas that sre moye sisingont than fedexal standards? I yes, identlly the specific provisions
and the compelimg Pernsylvamia intorest that demands stroager regulation.

No.

(25) How docs this regulativn compare with those of cther states? Will the regulation put Pennsylvania ot 4
conpetitzve Jisadvaniage with other ststes?

This regulacion will be comparable 1o the reimbussement formulas of other state Medicaid agencies of comparable
sizc anad scope.

(26) Wil the regulation affcct existing or proposed rugulations of the momulgating agoncy or other ette agencics?
If yes, explain and provide specific citations.

No.

{27) Will any public hearings or infonmational meetings bu: sctieduied? Please provide the dalcs, times, and
focations, i€ availnble,




- Regulatory Analysis Form:= "0 .

No.

(25) Will the regulation charnge existing reporting, record keeping, of other papdework reguivemeats? Describe the
changes and attach copies of forms of repors which will be required as a result of impiementation, if available.

Ne.

(29) Please list any special provisions whick heva baen developed to meat the particular needs of affected groups
or persozs including, but ast liraited to, minorities, elderly, smal) businesscs, and farmers.

Mot applicable.

(30) What i5 the suticipated efftctive date of the regulation; the date by which compliance with the romidation witt
be required; and the date by which sy required permits, Licenses of other approvals must be obtained?

October 1, 2002,

(31) Piovido tw schedule for contisual review of Uk regulation.

Not applicable.




e AN oo
| ﬁ_‘f’ﬂa_@uaca! Benefils 2001
. EXHIBITA :
Pharmacy Payment and Patlent Cost Sharing

State Dispensing Fee Ingredicnt Reimbursement Basis Copayment
Alabama $5.40 AWP- 1076, WAC+9.2% $0.50-33.00
Adaska $3145 AWP-5% $2.00
Arizona* - - -
Askansas $3.51 AWP-10.5% $0.50 - $3.00

/ Califomis $4.0 AWPS% $1.00
Colorado $4.00 AWP-11% or WAC+13%, whichever is lowest  G: $0.75, B: $3.00
Conpecticut $4.10 AWP-12% Noue
Delaware $3.65 AWP-[2.9% Nowe
DC $3.75 AWP-j0% $1L00
Florida $4.23.54.73 AWP.11.25%; WAC+T% None
Georgis 3463+ 3050 for GorP AWP-10% . G/P: 30.50, B/NP: $0.50 - $3.00
Hawati 3467 AWP-10.5% None
Idaho $4.94 ($5.54 for unit dose) AWP-12% None
Ilinots G: $5.10, B: $4.00 AWP-11% $1.00
Indjana $4.00 AWP-10% $0.50 - $3.00
fowa $5.17 AWP-10% $1.00
Kansas $4.50 AWP-10%, TV AWP.50%, blood AWP-30%  $200
Kentucky $4.50 AWP-10% None
Loulsiana 187 AWP-13.5% (AWP-15% for chsins) $0.50 - $3.00
Msine $3.35 (+extra fees for compounding)  AWP-10% $0.50- $3.00
Maryland $4.21 Lowest of :WAC+10%, direct+10%, AWP-10% $1.00
Massachusents $3.00 WAC+10% $0.50
Michigan $1.n2 AWP-13.5% (1-4 stores), AWP-15.1% $1.00

{S+stores)
Minncsota $3.6% AWP.9% None
Mississippi $4.914 AWP-10% $1.00
Missouri $4.09 AWP-10.43%, WAC+10% $0.50 - $2.00, $5.00 for some
- tHs ,
Mogtana $2.00-34.20 AWP-10%, direct price for some labelers G ﬂﬁ B: $2.00
Nebraska $3.84-85.05 AWP-10% $1.00
Nevada $4.76 AWP-10% None
New Hampshire  $2.50 AWP-12% G: $0.50, B: $1.00
New Jersey $3.73-84.07 AWP-10%, WAC+30%, AAC for injectables  None
. o Noa¢ (except CHIP and
NewMexico  $4.00 AWP-115% working poia )
New York B: $3.50 G: $4.50 AWP.10% G: $0.50, B: $2.00
North Carolina  $5.60 AWP-10% $1.00
North Dakata $4.60 AWP-10% Nonc
Ohio $3.70 AWP-i1% None
Oklahoma $4.15 AWP-12.0% $1.00-32.00
Oregon Retail: $3.50 Inst/NT": $3.80 AWP-11% None
d Penosylvania  $4.00 AWP-10% $1.00 (52.00 for GAl

Rhode Island OP: $3.40, LTC: 52.85 WAC+5% None
South Carolina ~ $4.03 AWP-10% $3.00
South Dakota $4.75 ($5.35 for unit dose) AWP-10.5% $2.00
Tennesseet - - -
Texas (EAC+S527)0.98 & delivery fee ™ AWP-15% or WAC+12%, whichever is Jowest  Nonc
Utah $1.90-54.40 (based on area) AWP-12% $1.00, max $5.00/mo.
Vermont $M2S AWP-11.9% 51.00-%82.00
Virginis $4.25 AWP-9% $1.00
Washington $4.14-35.12 (bssed on anaval # of Rx) AWP-1{% ~ None
West Vieginia $3.90 (+ &xurs $1.00 for compounding) AWP-12% $0.30 - £2.00
Wisconsin $4.38 (1o a maximum $40.11) AWP-1125% $1.00, max $5/recip/pharmimo
Wyomiag $5.00 AWP-11% 52.00

WAC = Wholesalers Acquisition Cost, AWP = Average Wholessie Price; EAC = Estimated Acquisition Cast; AAC= Actual Acquisition Cost;

G = Gengric; B = Braad Neme; OP = Quipatient; LTC = Loag Term Care; P = Prefeired; NP =
*Widhin Federal and Stz guldelines, tadividual mansged cure and phesmacy boncfit munagement organizetions make formulary/doug docisions.

Source: As reparted by State drug program adminiswaioes in the 2601 NPC Survey.

National Pharmaceuticai Council
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PRNIIAL
PM3O00SL
PMIDESL
PREDOSOL
PMBGOSIL
PRIOOTEL
PMIOCOST
PRIGIITL
PMIBI20L
PNIDI 2T
PM10142L
PMIDISHL
PMIOLIT2L
PMISISIL
PMIGIRIL
PRLIB QL
NI
PRE2G0L
PMEQ228L
PRIGIIOL
PNIO34IL
PRISSA
PRISCEIL,
PIIGISSL
PMIGISIL
PRIOSIAL
PAOIIL
PRIDA3IL
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PMIGS3L
PMIOSL
FRGSSSL
PPIGSTRL
PMISRY]
PMIOGI4L
g QLT
GETL
PRSI
PMIOR26L

FRIDSAIL

PROIGBASL
PHIORSSL
PMIETIL
PMIDETEL
PRITOREEL

EXHIBIT B

sogt_name

KEYSTONE DRUG STORE

APRC PHARMACY INC

ATEENE PHARMACY INC
AILLENS LANE PHARMACY
HATHAWAY PHARMACY INC
ARONIMINK PHARMACY

450 PRARMACY INC

BARNETT PHARMACY

BATTIV AND LUNGER PHARMALISTS
CORSONS PHARMACY INC
BERGMAN PHARMACY
BERNABEIS PHARMACY

BITE AIDPHARMACY £1
BETH-FIKE PHARMACY INC
BLUE BELL PHARMACY INC
HARRY J BOMBERGER DRUGGIST
BROG PHARMACY INC.

. CADILLAC PHARMACY

TAMPS PHARMACY

CANNINGS DRUG STORE

CARRIAGE APOTHBRCARY

CHAPEL PHARMACY

THE CHEMIST SHOP

CLABRKS DRUG STORE

RIOS PHARMACY

COHENS MASTER PHARMACY
OOLLINGDALE DRUG STORE
COLONIAL YHARMACY

MASCIOS COLWELL ARMS PHARMACY
COMLY PHARMACY

CONNCRS PHARMACY INC OF BERWYK
RITE AID PHARMACY 1419
COULSO0NS PHARMACY

CHLETCOS APOTHECARY

THE SCRIPT SHOPPE

DAVIDS PHARMACY

DAVISVILLE PHARMACY INC
FALLIMEDICAL CENTER PHARMACY
BCEERD DRUGS 8277

DRUG CENTER

DUBOWE PHARMACY CORP

FABIAKS PHARMACY

ROCCOS FHARMACY

FRANTZ DRUG STORE

QUIK-SCRIPT DRUGS

PEHNSYLVANIA RETIRED PERSONS PHY INC

KENSINGTON PFHARMACY
DNOVATIVE PHARMACY SERVICES
JAR PHARMACY

RITE AID PHARMACY 1182
KENSDNGTON PHARMACY IR

ALY
Southeastern § County region
Pharmacy closures since the
Inception of Health Choices-
Phila., Bucks, Chester, Delaware

and Montgomery Counties.
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PR4I0000L
FR4IOO20L
PRLIODZIL
PP410929L
PRI
PPITUOITL
PRINGATL
P43
PP411020L
PRAIGAL
PP4LIONUL
PRELIGHE
PPRAIOESL
FP411093L
PPALETL
PR41130SL
PPSIEIEE
PP411110L
PP31TIRAL
PP4I11550
PRgI1I0L
. 3I2ASE.
PFPH1202L
PP411351L
PPATIZSIL
PRI
PPL:I386L
PPAIYIAL
PPN
FPa114211
PRE114251
PPYiL4sL
PPAIIAAL
PP411469L
PP AR
PPLI491L
PPall4NL
BPa11506L
PPi11s16L
PEILML
PRSIISN
PPALISREL
FRAVISHL.
PPI11624L
PPiil67IL
PR G
PPLLISTRL
PPAIIARIL
PRTI698T
PPALITOM
PP411711L
PP4I17IS0
PPL1145L
PRI ITAAL
PP4117611
R117TML
411770
PRITRIL
PPATiITHL
PP4]I58L

3070 game

GORDOMS PHARMACY

GREENS PHARMACY

THE DROG STORE INC
GODSHALL PHARMACY INC
GROSS & PEREZ PHARMALCY INC
HALS PHARMACY
CONCORDVILLE PHARMACY
MEDCO PHARMACY

THE MEDICINE SHOPPE
EXPRESS DRUGS
TIGHLAKD PARK PHARMACY
HOLLYWOOD DRIKGS INC
HYLINSKI PHARMALY
HURSICXERS PHARMACY INC
GERHART PHARMACY

HYATT PHARMACY
JOHNFUETTREY PRARMACY
JUNIATA APOTHECARY INC
KIRKI YN PHARMACY
LONGARER PHARMACY
LEEDOM AN WISSLER PHARMACY
ECKERD DRUIGS 8634

ECKERD DRUGS 6237

LONG LANE CGURT PHARMACY
LOVE PHARMACY INC

LUCKY PHARMACY INC
MAREFIELD PHARMACY
MANIS PHARMACY

m» DRUGS 6260

WYOMING AVENUE m\kYM
ECKERD DRUGS 6221

MILLER PHARMACY

LOITS MILNER AFCTHCARY DNC
MORGANS PHARMACY'
MOERIS PARE FRARMACY
BERTOLING FHARMACY
GECRGES PHARMACY

ECXERD DRUGS $324

RITE AID PHARMACY 813
ECKERD DRUGS 6237

ECKEFD DRUGS 6244

CROSSMNG PHARMACY

PARK TOWNE PHARMALY INC
PARKWAY DRUGS INC

DIVERSIFIED FRESCRIPTHRS DELIVERY
JPAUL SHEA PHARMACY

PENN TOWERS PHARMACY INC

bl
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PP4IIR18L
PP4ii833L
PP} 1HISL
PPATIRSIL
FPA1IESTL
PP4119281
PP4119321
PPai1ossL
PP411952L
PP4120441
P412082L
PPALZAIL
PPA1208TL
DAL
PPRGIGL
FP412106L
PP412143L
PP412151L
PPAI2159L
PPAIMSTL
PP 219
PRUIZNL
FP4122641
PRAIMTIL
PRALIGSL.
FPA1233%5L
PPAI2ICEL
PRI 2ITEL
12971
PP4124500
PP4124851
PPA12SCRL
PRAISISL
PPSIISISL
PRII2540Y
PRAIISSTL
PP4125601
PP4L2501L
PP 26600
PP316611
PP4L 26061
PRHITITL
FPAY2TIOL
PR4LIYIITL
PP412741L
PRIIITIAL,
EP412311L
Pratliadil
PREIZNAIL
PR{1IOTL
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ECKERD DRUGS §498

RITE AID PHARMACY 4723
PITCHERELLAS PEARMACY

THE MEDICINE SHOPPE PHABMACY 1309
RITE AID PHARMACY 4725
ECKERD DRUGS 6070

BCKERD DRUGS 634!

ECKERD DRUGS B668

RENZULLIS FHARMACY

MARIOS PARK RIDGE PHARMACY
RIGS PRARMALCY

ROBBINS AVE PHARMACY
ROBERTS PHARMACY

ROSS PHARMACY

ROWLAND DRUG STORE
RUBENSTEIN PHARMACY INC
BNEIAR VALLEY PHARMACY
MARIOS SANDY HILL PHARMACY
RITE AID PHARMACY 134
SHERBY PEARMACY & MEDICAL EQUIF INC
FRANK I STIKO INC

GROVE PHARMACY

RITE AID PHARMACY 941
STANCRPHARMACY
BRUDERS PHARMACY

DOCTOR AVENLE PHARMACY
SUUN PAY DRUGS

MARIOS SWEDE SQUARE PHARMACY
ECKERD DRUGS 8716

RITE AID PHARMACY 1345
WALTER O THOMAS PHARMACY
ECKERD DRUGS 6137

ECKERD DRUGS 6139

ECKERD DRUGS 6133

THE MEDICINE SHOFPE
AMERICAN FHARMACY

2601 PHARMACY

UNION AVENUE PHARMACY

RITE AID PHARMACY 4936
RITE AID PRARMACY 829
ECEKEBRD DRUGS 6163
ECKERD DRUGS 6181
AMBLER PHARMACY
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PRAT3146L
PP413148L
PP4I3ISOL
PP413152L
PR413160L
PREIIITIL
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PP4122221
PRSI0
PPRIIISIT
PP413305L
PPA12ASR].
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PP413409L
PPA1I4IRE
PP413455L
PPIIEIL
PP413400.
PP413506L
PP4I353AL
PP411536L
PPILISO0L
PREIISSE
PP21356RL,
PPATIYIL
PP413590L
4135958
PP413602L
PP4IIGORL
FP4I3E0OL
PPAIZ610L
PPAIIGISL
PP413645T
PP413646L
PPAIISTL
PRLITISE
PP4IATIAL
PRAIATOL
PR4137SSL
PRITIEL
PPAIITETL
PR4IITERL
PRIIITOL
P399
PPAITSOIE
PP4Ls8IL
PP4128821
PPAIAEIIL
PPa1IoIsL
PRAITOMS
PR413953L
TRA1IPEIL
PR413978L
PRAIIIAE.
PPEITRTL
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UNION DISCOUNT PHARMACY

ECKERD DRUGS 8645

MODEL PRARMACY PHILA COL OF PRCY SC
RITE AID PHARMACY 12

TRANK E MORGAN & SON3 INC

\'ORTH PENN PHARMACY INC

RITE AID czxms QF PHILA INC 559
WAYNE APOTHECARY

K AND $ PRESCRIPTION CENTER DNC
EITE AID PHARMACY 448

ECXERD DRLGS 6252

RITE AYD PHARMACY 505

RITE ATD PHARMACY 311

MED CTR PECY CHESTER COINC
MEDI SAVE PHARMACY

FACHMOND MEIRCAL PHABMACY INC
HUNTINGDON VALLEY PHARMACY INC
RITE AID PHARMACY 854

RITE AXD PHARMACY 455

SHOPRITE DRUGS OF BENSALEM

BITE ATD PHARMACY 540
RITE AID PHCY OF ADAMS AVE INC 820
THATCHERS DRUGS AND MEN EGUIP OF
RITE AID PHARMACY 1356

ECKERD DRUGE 6221

NORTH PENN DRUGS

RITE AID PHARMACY 1939

SHELLYS PHARMACY #4

RITE ATD PHARMACY 883

BITE AID PHARMACY-OF MALVERN INC 588
RITE AID FHARMACY 926

C & B PHARMACY INC

ECKERD DRUGS 87756

THE MEDICINE SHOPPE

PHARMOR 525

THE APOTHECARY JAR

DRUGFAIR

EAGLE PHARMACY

ECKERD DRUGS 6532

SUBURBAN APOTHECARY

ECXFERD DRUGS 63480

CITY AVENUE HOSPITAL APOTHECARY
ECKERD DRUGS 5350

PATEMARE PHARMACY

WEIS PHARMACY 124

RITE ATD PHARMACY 2193
MONTGUMERY APOTHECARY

ECKERD DRIJGS 6376

MARCUS FOSTER PHARMACY-LERIGH
BITE AID PHARMALY 3413
HANANPHARMACY

BARKBURY PHARMACY
PHARMACYPLUSLID

BCRERD: DRUGS 6358
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PP41478SL
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RITE AID PHARMACY 1847
ECEERD DRUGS 6337
NMC HOMECARE
ECKERD DRUGS 6364
PHARMERICA

ECKERD DRUGS 6361

RITE AID PHARMACY 2273
PHARMOR 223

LEHIGH APOTHECARY INC
BCXERD DRUGS 6668
STADTLANDERS FHARMACY
BLXERD DRUGS 66570

ECKPRD DRUGS 6683

JOEL FAMILY PHARMACY
ECKERD DRUGS 6656

RITE AIDPHARMACY 2576
-CAPSTONE PHARMACY SERVICES
GERMANTOWN FAMILY PHARMACY
ECXERD DRUGS 6568)

RITE AID PHARMACY 2395

RITE AID PHARMACY 27X

NGS HEALTHCARE SOUDERTON

HOME HEALTH CORPORATION OF AMERICA
KMART PHARMACY 3187

RITE AID PHARMACY 2600

ECKERD DRUGS 5119

DMPACT CENTER OF ABRNGTON
DURANT MEDICAL PEARMACY SERVICES
TENET APOTHECARY

RITE AID PHARMACY 2705

METRO PHARMACPUTICALS INC
CHELTEN PHARMACY DNC

FRONT STREET PHARMACLA

INFUSX PHAEMACY

DRUG EMPORIUM 235

MAXICS COLLEGEVILLE PHARMACY
PHARMACY EXPRESS

BCKERD DRUGS 8661

BENSALEM BOULEVAD PHARMACY
3 & L PHARMACY

NEIGHBORCAKE

THE MOORE ST PHARMACY INC
RKEDGHIRICARE

INFU-TECH INC

ECKERD DRUGS 3565
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RX SERVICES

FAMILYMEDS LTC PHARMACY
UNIVERSITY SQUARE DRUG
CARDIAC SOLUTIONS INC

‘HEALTH CARE INC ENEUSION SERVICES

GIRARD PRESCRIPTION CENTER INC

KMART OF PA LP 9539

ECKERD DRUGS 8717

OLNEY PHARMACY

BECKETT HEALTHCARE PHARMACY SERVICES
RITE AID PHARMALY 3874

MURRAY SRUGS INC

WELSH PHARMACY

INSTITUTIONAL PHARMACY

ECKERD DRUGS 8763

OLNEY LOGAN PBARMACYNC
ECKERD DRUGS 8653

NEIGHBORCARE

SUPER FRESH PHARMACY 743

SHOP N SAVE PHABMACY €2

ECKERD DRUGS 8765

TRISTATE DFUSION PHARMACY OF PA
NEFF PRESCRIPTION CENTER
PHARMOR. 600

NEIGHBORCARE PROFESSIONAL PHABMACIES
HEALTH SPECTRUM PHARMACY
LEGEND PHARMACY

BXPRESS FHARMACY,INC.

DELAIR DRCGGTING,

FCKERD DRUGS §752

SUPER PRESH PHRMACY 720

HEALTH-MART PHARMACY I

PENZS DRUG INC

WORTHEASY PHARMACY

VERREE HEALTH & BEAUTY CIR PHARMACY
FRST CHOKCE PHARMACY, INC,

SHOF N 8AVE PHARMALCY 66

SHOP N SAVE PHARMACY 64

CVS PHARMACY

SUPER FRESH PH.&B.MA.CY 245
LEHICH PHARMACY

SUPER G DISCOUNT DRUG DEPT 1251
CVSPRARMACY 2165

SLPER FRESH PHARMACY 350
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CP3 PHARMACY SERVICES INC
AMBULATORY PHARMACEUTICAL SERVICES
AMERICAN PRESCRIPTION PROVIDERS OF
MARIOS COMUNITY PHARMACY

K & A PHABMACY

EMART OF PA LF 9421

EMARTOF PALP 9422

RED LION BHARMACY INC

CBAPEL FAMILY PHARMACY

BROWNS THRIFTWAY PHARMACY

GIANT PHARMALCY 1§

HERON FHARMACLY

PAIN BEXPERTS

WOODHAVEN CENTER PHARMACY

THE BAPTIST HOME

MAGEE MEM HOSP PHCY

THE CAXEDREKS BOSP OF FHILADELPHIA
BURMANS PRESCRIPTIONS

PENN MEDICINE AT RADNOR

PPH PHARMACY

NEIGHBORCARE

ST JOSEFHS VILLA PHARMACY
NEIGHBORCARE

EASTERN PA PSYCHIATRIC INST FHARMACY
EMBREEVILLE STATE HOSPITAL PHARMACY
HAVERFORD STATE HOSMTAL PHARMACY
ALLEGHENY INIVERSITY HOSPS MT SINAY
MERCY QOMMUNITY HOSPITAL PHARMACY
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EXHIBIT C
REASON TO CARVE OUT PHARMACY FROM HEALTH CHOICE

CONTROL DRUG COSTS
1 A l B C D E ] F G H
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Original: 2297

The Honorable Feather O. 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 care” 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
Phone: 412.967.8735 Fax: 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.

Sincere

P

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, LR.R.C.
Brian Rider, PACDS
Neely Frye, Malady and Wooten Pubiic 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 care” 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 hieu 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.

Sincere

*3 \ng e

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, LR.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

G/
FROM:  RuthO'Brien 1R CHi
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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Pennsylvania Pharmacists Association

508 North Third Street, Harrisburg, PA 17101-1199
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ASSOCIATION Lewd 12N

e

T Uedea

October 20,2002 -+ . | DV Mol ‘lﬁ&l 00129 A5 03 Bk 45

The Honorable Feather O. Houstoun R 6 EOE EV = D & HOVV\%ODM A
Secretary, Department of Public Welfare hﬂ 58.\ Hicks

333 Health and Welfare Building l:ZOJ’\ 2
Harrisburg, PA 17105 ‘

Original: 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 fact 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 falls. Clearly, if this information were

better delineated, it would become readily apparent how devastating a reduction in percent oﬁ' AWP from
10% to 15% would be to a pharmacy’s fiscal 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 full 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.

Executive Director



