
MINUTES OF THE MEETING 
BUSINESS & INDUSTRY COMMITTEE 

MONTANA STATE SENATE 

February 4, 1987 

The fourteenth meeting of the Business and Industry Committee 
met on Wednesday, February 4, 1987, in Room 410 of the Capitol 
at 10 a.m. The meeting was called to order by Chairman Allen 
C. Kolstad. 

ROLL CALL: All committee members were present. Senator Mike 
Halligan was also present. 

CONSIDERATION OF SENATE BILL NO. 205: Sen. Mike Halligan, Senate 
District 29, of Missoula, stated that the bill is the product of 
a lot of frustration. The bill sets up a voucher system for the 
reimbursement of pharmacists when they fill prescriptions for 
people who are on Medicaid. He said there are severe problems 
with pharmacists that submit claims for prescriptions, then do 
not get paid for months, sometimes for several years and in some 
cases not at all. A pharmacist in Butte has been submitting claims 
for years and the claims have still not been paid. Some businesses 
have lost from $10-30,000 which is a loss of cash flow and a 
tremendous impact on a small business. This bill is designed for 
pharmacists only. We are giving vouchers to pharmacists who are 
licensed with the State. These would not be in the hands of 
welfare recipients. An individual would go to a welfare office 
where it would be determined if they were eligible: after that 
determination is made they would be given a form, then see a 
physician if they have a medical problem and if that physician 
writes them a prescription a pharmacist could then fill it. 
Presently under the law, when that prescription is filled, the 
pharmacist has to send a copy of that form plus some additional 
data into the State and many times it takes months for them to 
get paid. Sen. Halligan said the State ought to pay its bills 
on time. He said that under the system proposed in SB 205, the 
whole first part of that system stays in place. The only change 
is the way in which the pharmacist makes his claim. With this 
bill, the pharmacist would fill out a voucher that includes the 
recipient's ID number, the identification number of the drug, 
the cost of the drug, the fee that is added for each prescription 
and then would sign it. (It has a statement included that says 
it's a fraud if he submits anything that is above what he is 
supposed to receive and there is a criminal penalty associated 
with any fraudulent activity involving the use of the voucher.) 

The pharmacist deposits the voucher in his commercial account at 
his bank - he can't get cash for it. The bank simply pays it -
the pharmacist's account is credited for that amount. In essence, 
he gets paid immediately. The bank then sends the voucher to , 
Social and Rehabilitation Services where it would be verified and 
a record kept of that account. Sen. Halligan then explained the 
fiscal note. According to the information gathered, the Department 
of SRS believes they will need four more full time employees to 
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administer the program which will cost about a half million 
dollars for 1988 and about $163,000 for 1989. Sen. Halligan 
stated.that he questioned the amount, feeling that if they are 
verifying existing claims in the system and if they are 
administering the paper work with all the same information 
only on a different form, it should not cost that much more. 
Initially, only pharmacists would be using the voucher system. 

PROPONENTS: Mr. Robert H. Likewise, Executive Director of the 
Montana State Pharmaceutical Association, testified in support 
of SB 205. (EXHIBIT 1) (EXHIBIT 2) (EXHIBIT 3) 

Mr. Byron E. Dodd, Pharmacist and owner of Smith Drug in 
Missoula, spoke in support of SB 205. He also supplied the 
committee members with a number of suggestions for inclusion in 
a Medicaid Reform Bill and proposals for modification of the 
Medicaid payment plan. (EXHIBIT 4) 

Mr. Don Whitman of Eastgate Drug -·in Missoula, stated that he also 
supports SB 205 and wished to help identify some of the problems 
that the pharmacists are having in dealing with the chronic 
eligibility problems that occur almost constantly. These problems 
arise when paper work must pass back and forth between county 
people, state people, plus the individual store personnel before 
it ever reaches the computers. Presently, they are having to 
wait two weeks to six months for authorizations to be processed 
on new and reinstated recipients. In a case where errors must be 
corrected, it takes more than 30 days and after 30 days it is 
virtually impossible to get paid. He told how often times, after 
they invest the time and the medication, they get the reply, 
"Bill the recipient." They are prevented from asking for an 
address of a recipient and don't know where to bill them. In 
most cases they have left the county. He feels his pharmacy has 
all the problems mentioned by Mr. Dodd and Mr. Likewise, but his 
main purpose in supporting SB 205 was to show that helping the 
pharmacists get paid would also help give better service to the 
recipients and help the pharmacists survive. 

Mr. Herman Schrader of Great Falls who recently sold his store 
said that he had visited the present owner and had gathered a 
few figures which indicated that since the new owner had been in 
business (3 months), the payments from Medicaid, or SRS, had 
been running about 80% in the 30 day period. From the 60-90 
day period, it has been running about 3%; over 90 days almost 7%; 
31-60 days 11%. He said this was too much for a business to be 
running behind and there is a constant reshuffling of bills. A 
tie-up of information from the county to the state level can 
cause another 30-60 days delay and he said that the waiting period 
for these claims to be processed is entirely too long. He urged 
the committee to give SB 205 a Do Pass. 

Mr. Carl Sivage who runs the Medicine'Shoppe in Missoula and a 
pharmacist for 17 years testified in support of SB 205. (EXHIBIT 5) -I 
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Mr. Phillip B. Johnson, Director for the Montana Bankers 
Association stated that the Association wished to be on record 
as supporting SB 205. He requested the committee consider 
amending the bill in such a way that the items clearing the 
check processing systems in banks of Montana be MICR encoded 
(Micro encoding - magnetic ink encoding on bottom of checks, 
deposits, drafts, etc.). He said this would expedite the 
handling of the items because if they are not encoded it adds 
to the cost of the processing and they become special items at 
an exorbitant cost to SRS and the banks. One other amendment 
they would like to see would eliminate the responsibility of the 
bank for monitoring the checks for fraudulency, etc. He ex­
pressed the view of the banks that this bill, and its purpose, 
as analagous to a system which is now in effect, namely the 
WIC Program (Women, Infants and Children), a federal program 
that is administered by the State. The WIC Program is presently 
on a voucher system that is MICR encoded and items are clearing 
the system efficiently. Mr. Johnson introduced Mrs. Terri 
Platters, Assistant Vice-President and Transaction Processing 
Manager for the First Bank System Transaction Processing Center 
and stated that she could testify as an expert witness or answer 
questions if the Committee wished. Mr. Johnson also agreed, 
as an experienced lender and banker for 17 years, that the length 
of time that providers have to-wait to be paid is appalling. 

Mr. Frank Davis, pharmacist from Great Falls, testified that he 
previously had held the position of Mr. Bob Likewise as Executive 
Director for the State Pharmaceutical Association. He recalled 
there was a cash flow problem at that time and it has not gotten 
any better. He said the problem gets worse as the cost of 
medication rises and offered the following example: The pharma­
cist is paid the cost of the product based on the average wholesale 
price, less 10%. Added to that is a fee which averages $3.25 in 
Montana at this time. That has been the amount since 1981. There 
is about $6.75 worth of merchandise ina $10 prescription but most 
prescriptions are much more. For a $50 prescription he still just 
gets $3.25 for filling the prescription but he pays $46.75 for the 
merchandise. If he doesn't get paid for that in a short time 
that has to be made up for by something else in his business. 
He has to pay the wholesaler within 15 days of the time he receives 
the merchandise. He orders the merchandise when he fills the 
prescription but he has to pay for it long before he is paid by 
Medicaid which causes a cash flow problem which he would like the 
Committee to recognize. He feels the voucher system would 
straighten this out and urged the Committee's support of SB 205. 

Mr. Lee Saucier, retired pharmacist after 25 years with a pharma­
ceutical business, testified that there must be a better method 
of reimbursement than that which is presently being used and that 
the voucher method would not be a panacea but would be an improve­
ment. He said that the company which. he worked for had both direct 
and non-direct buyers; in other words, the pharmacist was allowed 
to buy through the wholesaler or if his business was such that 

he could afford to buy direct at a further savings, he was allowed 
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to do that. Because of credit problems, this company, as of 
January 26, went strictly to the wholesale process where the 
pharmacist has to pay his bills every 15 days. Previously he 
had many pharmacists who never missed getting that extra one 
or two percent discount by paying on time. In the past year 
he had pink slips in his mail that said "Holding Order. Your 
Order Will Be Shipped When We Receive Part of The Payment, 
Please Pay Attention To This." He said his company was not hard 
to deal with but when pharmacists are waiting for a $14,000 
payment from SRS, it means $10,000 out of his pocket for merchan­
dise that is gone. In order for pharmacists to serve their 
customers, this problem must be solved for the good of the 
businessman, the customer and the State and urged passage of 
SB 205. 

Mr. Bill Moody, pharmacist and former owner of a successful 
pharmacy in Missoula, noted that one of the problems that 
pharmacists face is the fact that the data base that is decisive 
in the prices pharmacists receive does not have accurate or up­
to-date information as to the cost of those drugs to the pharmacist. 
He said that the computer paid the pharmacist whatever it thought 
was the cost plus the $3 mark-up. A prescription might cost the 
pharmacist $56; the data bank (being behind) might allow a cost 
of perhaps $50, therefore, the pharmacist would lose $3 on the 
transaction, even with the $3 prescription fee that is paid. ~ 
A pharmacist who accepts Medicaid cannot refuse a customer 
because of a loss factor involved in that particular case. The 
pharmacist is faced with a situation of lost dollars before they 
even add business costs. This does not happen with Medicaid alone. 
Mr. Moody feels that it is important that SB 205 receives a Do 
Pass recommendation. 

Sen. Elmer Severson, Stevensville, appeared on behalf of his 
son, Dan and his wife Darlene, who own a family pharmacy in 
Stevensville. He said he has heard all of the same stories told 
in the previous testimony. He said these pharmacies want to do 
business with Medicaid recipients but the circumstances make it 
very difficult. He said that SB 205 is a good pro-business bill 
and urged the committee to take a good look at the bill and 
consider a Do Pass recommendation. 

Calvin Lindberg, owner of the Lindberg Pharmacy, Ronan, stated 
he was appearing in support of SB 205. He cited the many 
frustrations he, and other pharmacists, experience in collecting 
from Medicaid. He included the lists he receives each month of 
unpaid claims stating one reason or another why they can't be paid; 
the cost of resubmitting those claims, payments that are denied 
after being submitted three or four times and then finally coming 
back stating that the 180 days in which to submit a claim is now 
past and the claim cannot be paid. Many times the pharmacist is 
told to bill the recipient but Mr. Lindberg said if they were ~" 
able to pay the bill they wouldn't be on welfare. He said they I 

have a mark-up of between 7-80%, the 7% being the expensive 
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prescriptions for which a pharmacist pays maybe $50 and can 
collect back about $53. He explained that there are very few 
prescriptions that a pharmacist can mark up 80%. He said if he 
combined all the programs, including Workers' Comp, Indian 
Health Service, Medicaid, Medicare and Veterans' Administration 
and totaled what they owe him for past due bills it would total 
nearly $30,000. As a consequence, he had to secure a bank loan 
where he was charged 11 1/2% interest. He said that the situation 
should be corrected in the quickest manner possible and believes 
that the voucher payment system would be an answer to some of 
the problems. He also cited an incident in which he was overpaid 
by SRS for an oxygen concentrator; he received a letter from 
SRS on January 10 stating that they wanted their money back by 
January 20 and if not received he would be charged interest. 
On January 22 he received another letter wanting to know why 
he hadn't returned the money and that he now owed $400 plus 
interest. His check was already in the mail and as of this 
date (2/4/87) he already has his cancelled check. 

OPPONENTS: Jack Nielson, Bureau Chief of the Medicaid Services 
Section, SRS, testified that his bureau has been in contact with 
other states and federal authorities who are responsible for 
administering the the federal financial participation on Medicaid 
and have quite a bit to say about how these systems work because 
the federal participation is from 67-90% of the cost. They found 
that no other states really have a voucher system they are using 
at the present time; Alabama did at one time. In later years 
these Medicaid systems became more and more automated and they 
found that the voucher system would no longer work for them with 
the electronic claims processing. Other reasons for not using 
the voucher system is the cost of the system. Montana Medicaid 
processes about $6.6 million per year for drugs for approximately 
360 providers. The Department feels they would need another four 
full time employees to verify the vouchers, to make sure they 
are correct and to collect the overpayments. Mr. Nielson said 
that the voucher system would necessitate doing all the pre­
scription claims in a manner different from all other claims. 
The claims would be paid and then would be entered into the MMIS 
(Medicaid Management Information System) after the fact. This is 
the data processing system that is approved by the federal 
government. Mr. Nielson said if his bureau gets into the situation 
where federal reviewers are not satisfied with the system being 
used as it was intended, Montana could lose significant financial 
participation in the neighborhood of a quarter of a million dollars 
in reimbursement. He also noted there would be other costs such 
as revising the rules, printing and distributing the voucher, 
modifying the MMIS system and obtaining advance approval from the 
federal government. He said the state would be breaking new 
ground in setting up a voucher system and they would have to be 
sure it would fit in in accordance with federal regulations. 
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Another concern of his department is the overpayments; they 
have been historically difficult to collect, sometimes re­
quiring litigation. The MMIS is designed to do all steps with 
the claims preauthorized. He said he was surprised and dis­
appointed to see the lists of some of the claims that have been 
denied. He noted that the reports indicated that 3% of the 
claims that were submitted for drugs had been rejected and that 
the average number of days from receipt of the claim until the 
date of payment is actually 20 days. He agreed there have been 
problems with eligibility but they are in the process of trying 
to update that with a new electronic FAMOUS system to improve 
the eligibility picture and hopefully solve these problems. His 
staff said that some of the problems and rejection of claims was 
due to numbers not being included on the claim, a missing 
signature, provider number not being included on the claim, etc. 
He expressed his willingness to work with the providers to do 
whatever they can to take care of these long lists of unpaid 
claims and to try to determine wh·at the real problems of the 
system are. 

DISCUSSION OF SENATE BILL NUMBER 205: 

Chairman Kolstad then called for questions from the Committee. 
Sen. Walker asked why the SRS Medicaid Bureau felt they would ~ 
need four FTE's to implement this system. Sen. Halligan 
answered that he could see the collection aspect of it concerning 
overpayments as being the only increased duty. The review and 
clarification still takes place. He felt that four FTE's may be 
a little high. Sen. Walker felt that the fiscal note may not 
be correct and he did not understand how other vendors wanting in 
on the system would create a problem. He said that if the number 
of vendors wanting to provide service to Medicaid customers 
increased, it would not affect the number of prescriptions being 
filled. Sen. Halligan said they were referring to vendors other 
than pharmacists, to which Mr. Nielson agreed. 

Sen. Kolstad asked Mr. Nielson if his bureau had any plans to 
speed up the processing of these claims. Mr. Nielson replied 
that his department is working with a new eligibility system 
that he hopes will help alleviate the problems they have in that 
area and they are constantly working with the firm that runs the 
MMIS, Counsel Tech, to make the changes that the providers are 
interested in to make the processing of the claims more economical 
and efficient. 

Sen. Halligan cited the preliminary determination of eligibility 
as one of the most frequent problems faced by providers. He 
stated that a person goes in and applies for welfare, they are 
given a preliminary determination of eligibility and he can then 
go and get his prescription filled. It then takes about 30 days 
at the local level in the county welfare office to get that 
determination and paperwork done. The pharmacist fills the 
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prescription, completes the claim and submits it. The 
recipient's eligibility is not in the computer for 30 days so 
it is automatically rejected. The pharmacist resubmits the 
claim 30 days later and if the eligibility tech misses a number 
and it doesn't go into the computer or sent back again for 
verification and review another 30 days goes by for a total of 
60 days. Sen. Halligan felt there ought to be some way to have 
some preliminary determination of eligibility in the computer 
so some kind of payment could be made. He felt that the program 
Counsel Tech is using is inefficient. 

Sen. Boylan asked Sen. Halligan if the problem was before or 
after the person getting his number. Sen. Halligan replied that 
much of the problem seemed to be with just getting numbers 
transposed, leaving them out or having them entered into the 
computer incorrectly. 

Sen. Thayer asked Mr. Likewise if he felt that the pharmacists 
believed the eligibility aspect was a problem. Mr. Likewise 
replied that they do feel that to be a serious problem because 
each time an eligibility is determined (and that may be for only 
one day, one week or for several months) that eligibility must 
be on the state computer before the claim can be paid. Also, 
new people coming on the system causes a very serious problem. 
The computer system at the state level has an excess of 500 edits 
that will kick a claim back or reject it and it must then be sent 
back to the county for reevaluation. Some of these turn-around 
documents go back and forth through the mail a half dozen times 
before they get on the computer. 

Sen. Hager asked Sen. Halligan what the additional $270,000 
(Item 2) listed on the Fiscal Note is for. Sen. Halligan and 

Mr. Nielson agreed that it would be for a cash fund in the bank 
to pay those vouchers as they came in and that the total amount 
of money would not have to be deposited all at one time. 

Sen. McLane asked if there was any vendor or provider in the 
state, at this time, who was being reimbursed through the voucher 
system. Mr. Nielson replied that the WIC program utilizes the 
voucher system; however, it is outside the Medicaid program 
and does not relate to the federal regulations involved in Medi­
caid. Sen. McLane then asked Mr. Nielson if he felt other vendors 
such as dentists, chiropractors and optometrists would also want 
to use the voucher system. Mr. Nielson answered that there are 
a certain number of complaints in all the provider areas with 
respect to the timeliness of payment and the amount of time 
required to complete the forms, etc. From the standpoint of the 
vendor it would be like writing out a check and being able to 
cash it right away. The concern of the department is that other 
vendors will want to start doing the same thing. 



Business & Industry Committee 
February 4, 1987 
Page 8 

Sen. McLane asked if the four FTE's listed on the fiscal note were 
solely for the pharmacists' voucher program or for other vendors 
who wished to have the same program as well. Mr. Nielson answered 
that they estimated four additional FTE's for the pharmacists' 
voucher program only. Sen. McLane asked what the percentage of 
chance would be that the state could lose federal participation 
in the program if the voucher program is initiated. Mr. Nielson 
said they would have to put together a program, have it approved 
by the federal government and then try it. If at any time it 
appeared not to work or if they could not come up with a suitable 
plan, a large percentage of the federal funding would be lost and 
that would amount to about $250,000. Sen. McLane wanted to know 
how that would compare to what has been estimated as a possible 
savings by use of the voucher program. Mr. Nielson stated that 
he had not seen the fiscal note and would have to study it further 
in order to reply to that question. 

Sen. Walker asked Mr. Nielson how many claims are processed to 
which Mr. Nielson replied that they process approximately 100,000 
per month. Sen. Walker then asked Mr. Schrader if the general 
public was paying more because of the present situation with the 
pharmacists not getting paid promptly. Mr. Schrader answered that 
they probably are. 

Sen. Weeding asked Mr. Likewise if he understood comments of 
several of the druggists that they were selling some of their 
drugs at less than wholesale cost and he wondered how they could 
keep from going broke if that was the case. Mr. Likewise replied 
that the pharmacist receives a discount from the wholesaler for 
being a prudent businessman. The discount depends upon the volume 
of business. Some stores receive virtually no discount; others 
receive up to 10% or greater. This discount is what is being 
taken off the average wholesale price and that is what they are 
being reimbursed for as the average .cost of the goods regardless 
of the gross total cost of the goods, they still only receive 
a maximum fee of $3.75 per prescription. The smaller stores may 
receive no discount depending on their volume and some may receive 
up to 13% or more. The very small stores are, of course, sub­
sidizing the program and the extra cost of the program has to be 
passed on to the private paying consumer. 

Sen. Williams asked who was going to issue the vouchers. Sen. 
Halligan replied that the State would print and distribute them 
to the pharmacists. They would have them in their stores, fill 
them out and deposit them in the bank. Sen. Williams then asked 
how the pharmacist would know who was eligible, to which Sen. 
Halligan replied that the pharmacist would have to see the 
recipient's eligibility form or proof of eligibility before filling 
the prescription. 
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Sen. Thayer asked how many people in the SRS Medicaid Bureau 
work with the drug reimbursement program. Counsel Tech, 
mentioned previously, does all the major work with these claims, 
according to Mr. Nielson, and they contract with the State for 
this service. Sen. Thayer felt that the voucher system might 
help solve some of the current problems of incorrect numbers, etc. 
Mr. Nielson said that one person in their bureau was their 
representative and was responsible for coordination of the 
pharmacist portion of the Medicaid program with the Counsel Tech 
firm, answering questions of providers and trying to keep the 
problems at a minimum. 

Sen. Walker asked Mr. Nielson what the cost is to the State to 
contract with Counsel Tech. Mr. Nielson replied that the 
operational costs for processing all Medicaid claims is approxi­
mately $80,000 per month. The total Medicaid disbursements are 
in excess of $10 million per month so the $80,000 is only a small 
part of the total cost. \ 

Sen. Kolstad noted in Mr. Dodd's testimony he had indicated that 
in Delaware and Alabama it has been demonstrated that a savings 
of 50% or more was attained in the area of claims handling but 
Mr. Nielson testified that there were no other states operating 
under the voucher system, and he asked Mr. Dodd to explain that 
difference in testimony. Mr. Dodd explained that the programs 
were instituted in these other states but were later discontinued. 
The federal system is being pushed in the direction of establish­
ing this whole system as a nationwide program. The National 
Association of Retail Druggists has been really pushing toward 
this type of program as it would save a considerable amount of 
money. 

Sen. Weeding asked Mr. Nielson if there might be some off-setting 
savings if the four FTE's were placed in the department to do some 
of the work that is presently contracted out. Mr. Nielson answered 
that after the vouchers were paid, these people would have to 
review them individually to see that everything was done properly; 
then they would still have to go through the ~~1IS portion of the 
program. Sen. Weeding then asked if the MMIS could be programmed 
to accommodate the voucher system and Mr. Nielson answered that 
that is what part of the cost of initiating the voucher system 
would be for. 

Sen. Williams wondered how SRS is presently billed by the pharma­
cists. Mr. Likewise told the committee that some firms bill 
weekly and some monthly. For each prescription they fill out a 
form called a MAS with all the information necessary plus their 
"usual and customary fee". They are then mailed or delivered to 
Counsel Tech in Helena where they are sorted, reviewed and pro­
cessed on a weekly basis. Sen. Williams then asked if the 
voucher system would cause them to handle many more pieces of 
paper every day but Mr. Likewise felt it would not cause a lot 
more work because each claim must be handled individually now. 
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Sen. Neuman asked Mr. Nielson what percentage of claims was 
ultimately determined to be ineligible for payment and Mr. 
Nielson said his latest report indicated that approximately 3% 
of the claims had been returned for one reason or another. Sen. 
Neuman then asked how long it took for the State to receive the 
reimbursement from the federal government. Mr. Nielson said he 
would have to check that out. 

Sen. Thayer asked why the pharmacists billed the State at their 
normal prescription rate rather than at the reimbursement rate. 
Mr. Nielson told the committee that the reimbursement rate is 
the result of comparison of several figures. Those prices would 
be the direct price from the manufacturer, average wholesale 
price assigned by the manufacturer, maximum allowable cost 
established by the federal government, plus the store's specific 
dispensing fee. The lower of those, or the amount that they are 
actually billed by the pharmacy, is then used to determine the 
payment. 

There were no further opponents. 

Sen. Halligan closed the hearing on SB 205 by stating that this 
is an important piece of legislation for a lot of people and the 
problem is statewide. He urged the committee to attempt to make 
this a workable bill and to consider it very seriously. He said ~ 
he was happy to see the bankers in support of the bill and asked 
if the Committee Researcher, Mary McCue, would work with the 
Bankers' Association on amendments that would take care of their 
concerns. He said the program is fundamentally flawed and if 
the problem is the computer than perhaps the claims could be 
handled in a better way. He cited an article in the Federal 
Register, August, 1986 which stated that the federal government 
is encouraging the use of vouchers and other innovative systems 
in the processing of Medicaid claims to make the program more 
efficient and simplified. Vouchers would be only in the hands of 
the pharmacists and stiff penalties have been added for any misuse 
or fraud. When the voucher system was tried in other states it 
proved to be too efficient because the payments were made promptly 
thus denying the interest earned by the State when claims were not 
paid promptly. This bill puts the money into the hands of the 
small business person where it belongs. Sen. Halligan suggested 
that Mr. Nielson get together with Counsel Tech to work out some 
of the problems as the program has to be dealt with. Sen. Halligan 
said he would be happy to work with the Committee and Ms. McCue 
to make this a workable bill. The hearing was closed on SB 205. 

Following a short break, Vice Chairman Ted Neuman called the 
meeting back to order. 

CONSIDERATION OF SENATE BILL NO. 218: Sen. Darryl Meyer, District 
17, Great Falls, stated that SB 218 is designed to provide continued~ 
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insurance protection for Medicare supplement insureds in 
Montana. Sen. Meyer said, like most other businesses, most 
insurers try to maintain a positive relationship with their 
insureds and take into account the impact of certain decisions 
on their policy holders. Section I addresses companies who 
discontinue a product and offer to transfer a product to their 
clients and then require them to meet a new pre-existing waiting 
period. Section II applies only to Medicare supplement insureds 
that is fronted by one insurance company for another, such as 
When a company that is licensed to do business in this state 
and a number of other states, fronts a product developed by 
another company that is not licensed. An unlicensed company 
reinsures the businesses, accepts all the risk thus, insuring 
Montana residents without authority to do so and handles all the 
product development. Section III deals with general problems 
experienced by a number of Senior Citizens when buying Medicare 
supplement coverage. Sen. Meyer said that many of these people 
are vulnerable to high pressure tactics and are subject to con­
stant replacement of their coverage. Under SB 218 if an indivi­
dual has coverage in one company and the company replaces it, 
the insured will get credit for the pre-existing waiting period 
for the time they have under the existing contract. Section IV 
does two thingsi it codifies a general concept that the company 
will not discontinue an individual's coverage merely because of 
poor claim experience, and it requires companies to offer some 
sort of replacement coverage if they discontinue a product or 
offer a conversion option. 

PROPONENTS: Andrea Bennett, State Auditor and Ex Officio 
Commissioner of Insurance, testified that SB 218 addresses what 
has become a serious problem for many of our Senior Citizens. 
She stated that over the past two years the Insurance Department 
has received a number of complaints from people concerning 
companies not renewing, changing, cancelling, or otherwise abus­
ing Medicare insurance supplements and said this has created 
extremely difficult problems for Senior Citizens of the state. 
Over 30% of the consumer complaints that her department receives 
involves Medicare supplemental insurance. She said that Senior 
Citizens are often considered easy prey when it comes to Medicare 
supplsrents and felt this bill would allow the Insurance Department 
to address the problems in this area. She explained the reason 
insurance companies discontinue a product and do not renew all 
policies is they feel they are not making enough money. They 
then offer similar policies at an increased price which requires 
that all policy holders must meet a newly created waiting period. 
She cited the case of the Reserve Life Company. In 1984 that 
company undertook such action affecting nearly 1,000 policy holders 
in Montana. The Insurance Department, along with five other 
states, took administrative action against the company but they 
were found not to be in violation of any statutes in any of these 
states. She said the second part of the bill addresses the problem 
of one company fronting for an unlicensed company. She noted that 
twice in the past three years, companies have used this type of 

arrangement to sell Medicare supplemental insurance. One company, 
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Eagle Life, first marketed its Medicare supplement through an 
admitted company, Arcadia, and then later through Central 
National. When the admitted companies became aware of Eagle's 
poor claim handling practices and found the insurance products 
were not adequately priced, both Arcadia and Central National 
withdrew the agreement they had with Eagle and then cancelled 
all policies. This meant that, at best, our Senior Citizens 
were required to buy new coverage, meet a new waiting period 
and at worst, they found themselves unable to obtain any insurance 
at all. 

She said the third area will eliminate problems where Senior 
Citizens are often taken advantage of by many offers for supple­
mental insurance. Because of their very real worries and concerns, 
Senior Citizens are often pressured into considering a new, im­
proved Medicare policy and are subject to constant replacement of 
their policies. She said that SB 218 provides if an individual 
has an existing policy in place, they would not be required to meet 
another pre-existing waiting period on a new policy. She testified 
that the fourth and final provision of the bill provides that 
companies do not discontinue an individual's policy simply for 
the claims experience of that individual. That is the reason for 
health insurance - to take care of health problems. She then 
explained that companies who do wish to nonrenew a particular 
coverage must nonrenew all policies of that type. The bill also ~ 
provides that if all policies of a certain type are not renewed, 
the company must offer some type of replacement policy so those 
affected will not be left without coverage. She said it is 
important that the bill does not inhibit companies from charging 
reasonable costs for coverage because Senior Citizens are willing 
to pay more if they are assured that the policy would remain in 
force. Further, she feels that the Senior Citizens have the right 
to feel comfortably secure that the Medicare supplement they are 
buying is going to be there when they need it and they should not 
be subjected to fears that the policy will not be renewed or 
that they will be required to meet yet another waiting period. 

Jerome Loendorf, representing the Montana Medical Association, 
stated that he feels Senior Citizens need added protection from 
unfair insurance sales practices because they are vulnerable and 
often, like many of us, do not fully understand insurance and 
pretty much rely on what they are told by the agent who sells 
them the coverage. He urged the Committee's favorable support 
of the bill and feels it would solve many of the aforementioned 
problems. 

Bonnie Tippy, speaking on behalf of the Montana Association of 
Life Underwriters, said that many life underwriters also sell 
health insurance and are aware that there are a lot of abuses 
in this area, particularly mailing campaigns where Senior Citizens 
buy from fly-by-night companies. Because the MALU sell for .. 
legitimate companies and are very professional agents, they want 
the disreputable people kept in line. They feel that SB 218 will 
help do that and strongly supported offering Senior Citizens the 
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fairness which would result from passage of SB 218. 

OPPONENTS: There were no opponents to SB 218. 

DISCUSSION OF SENATE BILL NO. 218: 
for questions from the Committee. 

Vice Chairman Neuman called 
There were none. 

Sen. Meyer closed the hearing on SB 218 stating that he feels 
it is a very good bill and explained that he takes care of 
two 74 year old people who are constantly dogged by insurance 
people trying to change their health coverage. He said that 
several times his mother-in-law was just about ready to sign a 
check and buy another policy which would have been a big mistake 
as she would have had a long waiting period and would, therefore, 
been without coverage for a considerable length of time. He 
feels that the state really does need a bill like SB 218. 

Executive action on SB 218 will be taken at a later date. 

FURTHER CONSIDERATION OF HOUSE BILL NO. 68: Vice Chairman Neuman 
announced that there were several people who had come from 
Kalispell to give additional testimony on House Bill 68. They 
had stayed in Helena an additional day to give this testimony and 
the testimony is as follows: 

Clayton Bayne, Chairman of the Board of Private Security and In­
vestigators stated that he had come to oppose any amendment to 
HB 68 to exclude proprietary people from the code which HB 68 
refers to. His reason for opposing such an amendment was that when 
that particular code was drafted in 1983 by a task force comprised 
of both proprietary and contract security people, they decided 
that because the duties, the responsibilities and problems were 
quite similar between the two, they should both be licensed. He 
said he had contacted the Board members and they are all in agree­
ment that he take this stand and asked to withdraw his amendment 
which was proposed when the bill was initially heard. He said 
the amendment would really leave everything wide open and would 
not accomplish what they had had in mind. He stated he had 
talked with the Board attorney who feels that people employed by 
retail merchants who do not have any responsibility for the 
private security of a firm, are actually exempt from the law and 
would not be licensed, however, the way the bill presently reads, 
people who are actually assigned to specifically do security work 
for the firm would have to be licensed. 

Robert B. Evans, Kalispell, who runs a business there and is 
past president of the State of Montana Private Investigators and 
Security Operators, stated he had appeared before the Committee 
at the initial hearing to urge the Committee to pass the bill as 
it came from the House. He said that over a year of work had 
been put into the bill and to amend it as Mr. Bayne previously 
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suggested would change the purpose of the law which is to 
protect the public from illegal, improper or incompetent 
actions. He said that exempting the proprietory personnel or 
in-house security does not protect the public and it lets 
each individual, local owner or operator determine his own 
training standards. He urged the Committee to pass the bill 
as it was transmitted from the House. 

Mr. Craig Christie, Billings, owner of Legal Investigation 
Bureau, a private investigating firm and a contract security 
company, and Secretary-Treasurer of the Montana Association of 
Private Investigators and Security Operators, stated that since 
1983 when the initial bill governing security operators and 
private investigators was enacted, they have run into several 
problems. Some of those problems have to do specifically with 
exemptions. He feels they have, over the past several years, 
upgraded the qualifications in the services provided by private 
entities, and that for the first time since the inception of 
the licensing board, the board, -i'he state association and private 
industry, coupled with the Montana Sheriffs and Peace Officers 
Association, is in total agreement with regard to the specific 
issue addressed in HB 68. He feels if the bill is passed as it 
carne from the House, they will not have to corne back next session 
to try to overcome problems. He urged the Committee to pass the 
bill as written without amendments. 

Mr. Fred Valiton of Helena with the Valco Security Service Company, 
stood in support of HB 68 and urged that the Committee give the 
bill a Do pass recommendation without amendments. 

FURTHER DISCUSSION OF HOUSE BILL NO. 68: Vice Chairman Neuman 
called for questions from the Committee. 

Sen. Walker asked Mr. Bayne about stores that have security 
programs and in-house training and i.f they are able to meet the 
training specifications of the Board if they would be able to 
get the license without further training. Mr. Bayne answered that 
the Board recognizes programs that meet the training criteria 
which the Board has set and they have authorized various agencies 
to go ahead and use these programs to train their people. The 
Board does have certified instructors out in the field who are 
available to train personnel from companies who do not have a 
training program. 

Sen. Boylan wanted to know if the uniformed security students at 
MSU in Bozeman are undergoing training. Mr. Bayne stated they 
are under the supervision of the security police who are certi­
fied. The security students are exempt under the code because 
they are working for a governmental entity. 
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Sen. Thayer asked Mr. Bayne how much the fee would be if a store 
had its own security system. Mr. Bayne answered the license for 
the store, would cost $75. For each individual that is hired 
an additional fee of $75 is charged for processing which includes 
an examination, finger printing, etc. 

Vice Chairman Neuman asked Chuck O'Reilly, Lewis and Clark 
County Sheriff if he had anything to add. Mr. O'Reilly said he 
wanted to express his support of HB 68 and wanted the record to 
show that he does not support the amendment that is being with­
drawn by Mr. Bayne. 

Sen. Walker asked Mr. O'Reilly if he had seen any problems with 
arrests made by persons who were not licensed. Mr. O'Reilly 
said that those people do not have good training, in a number of 
cases, and perhaps no training whatsoever and an 18 year old 
could be turned loose with a badge and a gun to handle security 
for a business. This could prompt lawsuits by citizens who, 
perhaps, had his rights abused or was physically abused, as has 
been the case. He said they have heard story after story about 
this type of circumstance, on a national level, because of un­
trained store security. 

The next meeting of the Business and Industry Committee will be 
held on Thursday, February 5, 1987. 

There being no further business, Vice Chairman Newman adjourned 
the meeting at 12:03 p.m. 

ALLEN C. KOLSTAD, C Rl-lAN 

callIs 
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Montana State Pharmaceutical Association 



i1r. Chairman. Members of the committee. for the record 

I am Robert H. Likewise, the Executive Director of the 

Montana State Pharmaceutical Association. The Pharmacists 

of Montana support this bill and ask that you give It every 

consideration. This bill has been presented in an effort to 

help the pharmacists of Montana receive timely pay and 

improved cash flow on those claims that are problem free and 

can be paid immediately. 

This morninq before cominq to this hearinq I stopped at 

the store in which I do relief work and found that the 

prescriptions billed medicaid for the past several weeks are 

still unpaid. Since we are required to pay our wholesale 

drug bill everv two weeks, the product used to fill these 

prescriptions has been paid on all but the last couple o~ 

weeks. I testified before the Joint Appropriations 

Committee some time back concerninq the problem of stores 

discontinuing to accept portions of medicaid. I feel this 

has become worse in some areas. Butte has nine store and 

only three accept medicaid and of these three onlv two 

accept state medical. Helena has seven stores that accept 

medicaid and only two will accept state medical. We also 

have one pharmacy that has qiven up rebillinq on rejected 

claims and finally wrote off $2600.00 of these claims. 

lhe July 31. 1986 issue of the Washinqton Bulletin 

contains the following statement concerning the voucher 

program: "During hearings on the FY 1987 budget request 

several witnesses testified regarding the complexity and 



cost of administering the prescription drug program under 

According to this testimony, drug claims. which 

account for only 8% of program dollars. account for more 

that 50% of all Medicaid paperwork. Given the need to 

reduce the portions of Medicaid's budget which is expended 

for administrative costs. the Committee believes that Health 

Care Financing Administration should aggressively address 

the probl E::m .. Prior to its hearing on the FY 1988 

budqetrequest the committee will expect to receive a report 

on the extent of the problem and on alternatives which might 

be tried in the area. These alternatives should Include 

further expansion of electronic claims handling as well as 

cil'"uq vouch€·?r"f::. :i. f co::.t effec:ti 'Ie. II I am submittinc this coPY 

of the bulletin in my testimonv. 

The Federal Register of Tuesday. Aucust 19, 1986 also 

carried the following statement: 

these proposal requlations, the Department has received a 

number of 5uggestons regarding administrative mechanisms for 

medicaid prescriptions drug reimbursement. fhe thl~u~:.t 0+ 

these suggestions is to simplifv administration of the 

payment process through the use of vouchers or other 

innovative mechanisms such as smart cards. 

encourage States to use the flexibility accorded to them to 

develop payment mechanisms with the potentions to simplify 

the administrative process. while reducinq potential fraud 

We also encourage others to further develop 

pl'-om:i~-::.:inq n€::!~'J technoJ.oqie!'5 -tor" th€-?s(,·,'. pu"'·po!'ses .. II I am alsc) 



Delaware Blue Cross/Blue Shield is currently utilizinq 

the voucher method of reimbursement in the druq claims thev 

proce=.s. In talking to Mrs. Neqri concerninq this method of 

reimbursement she indicated that they handle claims for 

several larqe corporations includinq the teachers union. 

Chrvsler and General Motors. 

I am submittinq the above articles as well as a study 

supplied to me bv the National Association of Retail 

Druqgists concerning Voucher Reimbursement. Thi s ::.tucly not 

only explains the Alabama medicaid program of 5ev~ral years 

back but also the Blue Cross/Blue Shield of Delaware 

pl~oqram. Cost savings projections are outlined in the 

article for your review. It is my understanding that New 

Jersey has just let a contract for a svstem which will allow 

the pharmaCIes to instantly determine the patients 

eligibility and at the same time will provide a guaranteed 

payment authorization number. This is another step toward 

timelv reimbursement. 

From the above we would ask that this Committee 

consider this proposal and utilize the local bank in the 

reimbursement mechanism since thev are already set up to 

handle larqe volumes of transactibns accurately and 

E.>ffici[~ntlv. 
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DEPAA'T":.IEHT OF H£AIL nt MIt 
HUMAN SERVIC:::S 

Health Care P.nandnq AdIa ........ 1on 

42 ~ i»w1a <lOS ... 4Q 

45 C::R hrta 1 anci l' 

[ BERC-35&-tI] 

Med~ Md ~ Pmqnrn; 
Umrta on P.ymenta tor DN;a 

AOEMCY: ~ Care F~ 
Admuuaaation (HO' A), HHS. 
ACTIOII: Pro,,~ rule. 

SlIMMAJrr. 'I'hlI propo.ed rule would; (1) 
Eliminate aJI'l'W IlepartmaAtlU 
proceciuru for Mttma limits OD 
paymeata Sur dnl4. ~ UDder 
cer:taia F.ier.ai ~ ~ aad (~ 
set fanh three uaemaa .. ~ra~ to 
reYiM .\&e.QiWd l1I!u QQK8ra.ia8 w. 

methodology for detennining 1lpper 
tumts for drug reimbunement. The 
alternative proposed po!ici~ would 
enable the Federal and State 
government. to take adv8.ll~ of 
savings that are currently aY8ilab1e in 
the m.arketplace foe lIluitiple source 
drugs. They also would maintain State 
flexibility in the adminiltratiOll of the 
Medicald pr'08l'8ll1. 

DATE To be considered. comment. m.t 
be matled or delivered to the 
appropriate addr" •• as provided beiow. 
and must be received by 5:00 p.m. Oft 
September 18. 1Q88. 

ADOIft!S'SU: Mail comments in writing to' 
me foilO'Wl~ addresa: Heald! Care 
Fina~ .... dministration. Departmllllf"­
of Health and Human Serv1cn; 
Attention: .BERC-356-P. P.O. Bas %t'IImI,. 
Baltimore. Maryland 213T1, 

Please address a copy of cemnumtl em 
information ooilection l'I!t[JIireDumD to: 
FI!IY Iudiceilo. Offiat oflDfarmllSkm JIDIi 
R~tory Mmrs. !oam =-- Kew 
Executin 0fflC1! Buildin81 W~ 
DC:0503. . . 

In connn~ pie .... remr'tO me 
codeBER~? 

If your prefer. you may deitrar,.-aur 
connnent3 to 8M aJ. the followtD!l 
a dd.reswe!r. 
Room 3C9-G. Hubert H. HumJ)imry 

8uiJdj"li. :00 Inciepen.denca Ay.~ SW .. 
W a8l'~0n. DC. oz 

Room 132. .East High Rise BuildimJ. 53:5 
Secunty Boulevard. Baitimore. 
Maryiand. 
Comments received timely will be 

avaiiable for public iB.a4Jectioa .. tAey 
.. received. be~ a~y 
three weeks after publication of tbia 
document. at Room J(»..G of the 
Deoartmeat'. office. at 2CO 
Independence Ave .. SW .. Watl~on. 
DC. On MondaV ~ Frida, oi aacn 
week. from d::!O a..m. to.i;QO p.m. (piIone: 
20Z-z.4$-i'aGOj. 

FOR FUR'T1tI5IIINP'OaMATIOM: 

For issues reiated to PhlP or MAC. 
contact: Anthony LovecciDo, (301) 5M-
4010. 

For iaaua reial2d to CP. oootact: 
Waiton F:-anci .. (20Z)~. 
S~AIIY INPOtttU'T109C 

L3~cl 

A. Existing System 
In 1978, the DepartInmt implemented 

c:tru, reimOunement rulea at.a O'R Part 
tg under the authonty of stamm. 
pertauIinll to uwer paymea! Ibmm for 
MedicaId and other prarp-amI. The 
authonty to Nt ZD ~ paymaat Omit 
for 5emces4W&iabie under dl8 
ldedicaid prosram ia pI'Ovided under 

section 1~a)(30J(A) of the Social 
Security Act 

The Department rules are intended to 
ensure that the Federl!ll government act!! 
as a prudent buyer 0( ~ under 
certain Fi!de!'al heelth programs. The 
rules ~ limit. on payment3 for drugs 
supplied under Mi!dicaid and other 
progrllIM. Of the Federal programs 
involved. these rules haft the greatest 
impact Oft the Medicaid program. 
Specifica.Yy. tl!fte ~.tiom provide 
thauhe.amount Ute Departm2nt 
~ fM ~ reimblU'l2tlle:nt or 
payment ~ wtft !lOt ex~ tlle 
lowest of-

• 'The maximum aBOW1l'ble cost 
(MAC) ai the ~ _ ntablDhed by 
HCF~'. ~ RlrimtMraement 
Beani far tlI8I'taDl IIIUitqaia .amz:a dm.g. 
[PDerlI: ~ pb-.. ~ 
dbipelUli.q _ : "_ 

• n.w'" $ .~CCd 
(Me) oftt. _ta-~ ...... 
and ~~pravtdDfara. 
particaludrq.~ ... __ 
frequeDtiy pan ja w15J ptG iii ... . 
determined by -~ • fJ z" 
a T'8a.,~ dN; ·'1 fee or::-'... -

• Th. prov1d.WJ. unal aminW==eqr 
~. to Ib pahikb ilia dq. 

The regWa=-~ that ~MAC 
will :l.Qt ~ If:sa ;nac:rijwr .­
certilieci lnilil own ~ ii1.at a 
specif.c b:aDIt at that d."'tl3I:e werjic3Jl, 
nec~.ary fuz tM patient. 

Tha !"'C»!adoD .at 405 O'!l ?'Itt l,g aJ.o 
eatabl:W11ftQa HcrA a 
Ph.anucautical R .... hwa ••• &.d 
(PRS1. The riB i.dunI'ioes rau.lti,* 
IOU1'CI!I an. iIx wb.icil ,,;~!ik"" 
amowua of Fedazal bmda o1n rz !My be 
expended and i. raapaa.hle ~ 
estab~ the MAC u,r tAoM drusa. 
The process by wtUcla • MAC :a 
estabmhed includea PRB OO!MI.Mlatiim 
with the food and Dru4 Arim.lmAuauve 
(FDA). opportumty fOl' public comment 
on a propoled 3Otir:.e of the ~C!imrt . 
publiailed in Uwt F ..... ~. a 
public heariIlJl, Uld puhlicaQoQ oi the 
final MAC deamamatian in the Fftierai 
R.-. The PRS 11818 the MAC .t the 
loweet lmit price at which the ~ i. 
wtdeiy and consistently n-aLlahle.ln 
addition to !imitating the level of 
payment for multiple source dru.I1 .. the 
MAC program t.e:m:is to promow 
,1lbetitutU:ia ai lower aa.t (geoeric I dnuJ 
products f« bnnd-aa.m. ~ linea 
the latter are fnoqiMdiy nul.ble only 
at pricesl:WJhar Uta til.""-C llmibL 

Simliar to the D-.Jartmat ~tiona 
(45 CPR Part lJJ} tt.at Jet liai. to 
Federal P&Y1MDta for en. are the 
Medicaid ,..,.,waUou at 4Z O"R ""7.331 
~ W.3:K. Th. re~atioM at 
II W.:n ~ 447.J34 limit tiM 
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the survey results. State Medicaid 
agencies have contended that the 
requirement is both burdensome and 
costly. On the other hand. it hal bem 
contended by phannacy groups that 
dispenaing fees should be e.tablished at 
levels which specifically reflect costs. 
Although we have not included a 
proposal to remoye the requirement for 
the survey .. we specifically invite 
comment. on thia iJsue and OIl 

alternative approaches. 
AlthoU84lWt a subject oltheJle. 

/
It' proposal regulatiooa. the Department 

has ~eived a number f)f auggesUona 
,I regarding adminiatrative mechaniama 

Ii, for Medicaid pr28Cr:iptiou drug 
reimbUlSelJlent. The tlaruat of thue 

i: suggeations ia to aimp.lify adminiatr.atlaa 
of the payment proce.s throU8h the u.ae 
of vouchers or other iDDovativ. 

I mechanisms such as"smart ca.rda." We 

[
' would enco.r.&se States to usa the 

flexibility accorcied to them to develop· 
: ::! payment mechaniama with the potential 

1 to simplify the adminiAtrative pr.oc;:eaa, 
I while reducimj poleatial fraud and 

\ 

abuse. We aOO encourage othera to .. 
further develop promisin,g new 
technowgi.es for these PUlp08e& 

Discu __ of Altemativ. 

A. Pharmacisu'/ncentive Program 
Aiterootive 

The Pharmacists' Incentive Proszram 
(PhlPl would replace the Federal MAC 
program. It is designed to encourage 
pharmacists to be prudent purchasers of 
drugs and to substitute less coatly, 
therapeutically equivalent drug productl 
(as determined by the FDA) for mare 
costly brand name dru~ products. PhlP 
would accomplish this objective by 
providing an economU: incentive to 
pharmacistll to engage in product 
selection. 

Under PhlP. l1l'per limits would appJy 
to multq,Je source ~ which meet the 
folloW1Il8 requirements: 

• All of the formulationa of the drug 
apprond by FDA have been evaluated 
as therapeutically equivalent in the most 
current edition of their publication. 
Approved Drug Prociuc:8 with 
Theropeutic Equivalence EvaJuatiollJl 
(including supplements or any successor 
publications). 

• At leaat three suooliera adyertiae 
the drug (which bas &;en classified by 
the FDA as categocy "A- in the FDA's 
Approved Drug Produc1.8 with 
Therapeutic Eqw'valeacs Evaluations. 
including supplements or any succeaaor 
publications) in the most current edition 
of the Red Book or Blue Book. The 
purpose of the three supplier 
requiremew. i.a to eoaure that the drug 
equivtierua U'8 in f.a.ct widely available. 

thereby avoiding one of the major 
criticurns of the MAC program. 

We would include the requirement 
that drugs be therapeutically equivalent 
as enJuated by the FDA. Specifically, 
we would reqtli1'e that the FDA has 
rated the dnt8 it! one 01 the "A" 
categories representing therapeutic 
equivalence. Such findings are currently 
included in ita publication. Appraved 
Drug ProducfJI witlI The.rapeum: 
Equivaie1Jce ErahzatiOM (inclnding 
suppiemenu). We wouid 11M the FDA'. 
evaluation. of therapeutic equinJency 
(categ,ary "A" because the iDA ha. the 
experience and e:xpertiae to man these 
determiDaticma. The FDA prepare. the. 
evaluations to promote public education 
in tha area of drus product seIec&a. to 
adYiu State health agma.. and 
pharmaa.ta in !be edmjajetrat10D 01. 
dmg produt:t ~ 1 ...... ud to 
foster contajgmeat of h.aidl CIlN co.t .. 
The pubW:ation ia nailable 00 II­
subscription buia (stack #911-001-
ooooo-af from the Superizrteadeot of 
Documents. U.s. GoTmllD8nt ~ 
Office. Washilu#on. DC 20402-

In a State usiIuj the PbJP llJIPer Iimia. 
pharmacists wouid be encoura~ to 
purchase as prudently aa poIsibl. 
because. in additiOllIo the diayeDB~ 
fee they receive \1llder exi~ 
reguiatiolls. they would retaill the 
differenca between what ther paT for 
the drug product and the upper limit of 
payment established by HCFA for the 
particular drug. In essence. dtia would 
be a prospective pricin;! system fIX 
multiple source drugs. 

The PhIP upper limit of payment for a 
multiple source drug would be set at a 

. percentage oi the least COltlJ multiple 
source drug advertised in a specific 
quantity Ill' Toiume. The specific 
adverti3ed quantity we would uae ia 100 
tablets or capsules. or the smallest 
package size commonly advertised. In 
the case of liquida. we would U88 the 
commonly advertieed siu. We would 
use these measures because we 
recognize that small pharmacies are 
unable to stock large quantities of many 
drugs. If a provider dispe.alla a drug in • 
quantity smaller than 100 tablets or the 
specific quantity upon which the PhIP 
calcualtion was baaed. payment would 
be made on a proportiooate basi&. 

In determining the advertised prics 
and commonly adverued aiza of a drug. 
we are proposin~ to uae .the Red Book 
and Blue Boa1c. The Red Book and Bille 
Beak are annual publicatic .. that iist 
drugs and their wholesale priceL We 
would use the Red Book and BlUtl Book 
as our sources of c:iru3 coeta becau .. 
they are widely recognized and 
available nationally. (TheM 
publications are anilailMt from DnI8 

3 

Topics Red Book. P.O. Box 553. Oradell. J 
New Jersey 07649 and from American "'" 
Druggist Blue Book. Hearst Corporation. I~ 
555 W 57th Street. New York. New York 
10019). Although we have referred to the 
Red Book and Blue Book in our ,.. 
discussioM. we specifically invite I'~ 
comments and auggestiooa on the use of 
other nationally available sources of 
drug alIta. 

Initially, we are proposing to set the 
PhIP upper limita at 150 percent of the 
lower of dI. &d Book or Blue Book 
price for the leut coatly multiple-source 
drug. w. 1VOaMi Nt the mark-up to 150 
pe!'CIIJDt (IX a alisht different amotalt. 
depen~ em pubOc: CDII1DleDt and 
further ~ in order to meet the 
following two ~a: (1) That the 
mark-lIP be. eDQUJJil to auare a.t 
pharmaCIiUI ca aar:ma!J obtaiD md 
stock md ~aJaat,rodact withaut 
losing money on acquisition coat. of 
incurring the expense 4f departzunt 
from normal pmchaaing channela. and 
(2) that tbe marit~.,t be 10 ~ u to 
cost the MedJarid ~ 1."'P'K1 II ., 

money ... otIuJr worda. the 150,..ceat 
(or tome ahernadve auch as 140 ~ 
of tiLe .., .... of the three 10,..,. priced 
therapeutically equivalent mul~ 

:"'l 

source druga) ia intended to balanca the 
interests of both phannacists and!ha _ ...... 
government in achie~ effedeDC;'. ,., . 
econcm,. and quality of care as 
apecified in lection 1902(a)(~1 of the 
Act. When the PhIP formula is apptied 
to the lowest priCS prodw:ts in the Red 
Book or Blue Booie. the pharmacist can 
choose among numeroul supplier fox s ~' .••.. ::' 
drug. Punher. we belie" the ase of­
adnrtiaed ~c:ea in either tha Rsd 800k 
or Blue book would assure an adeq1l8te 
payment amount beC8ll8e a rarup! of 
discomrt. are freqllllmtly anilabJ.e tol 
pharmacists to ~ drug products ~ 
at prices lower than the advertUed 
price. Also. moat oi the multipie source 
drugs under conaideration for PhlP 
limits an high volume drugs wilich 
many pharmacists purchase in larger 
package sixes (for exampie. bottles of 
500's. l(D)'s or larger). When 1;1 
pharmacists purcahae in these l~er ill 
package sizes. the per unit cIrng product 
cost in lo~r. further pt'OViding the 
pharmacist and even greater financial 
incentive. 

At the propoaed upper limits Eor 
multiple source ciru8 .. pharmacists 

I 
would haye the opportunity to select 
amOlllJ tI:ae products of aeverals\lpptiers. 
Based on a renew at pricing patterns 
a1DOn8 .upplien of multipM source 
druS- using Red Book entries for drugs 
for which there are three IX' ~ •.. J 
therapeutically equivalent products, w'" .. 
found that there is a sizeable number of 
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the survey results. State Medicaid 
agencies have contended that the 
requirement is both burdensome and 
costly. On the other hand. it haa been 
contended by pharmacy groups thet 
dispenai:ng fees should be Htabliahed at 
levels which specifically reflect costs. 
Although we have not included II 
propoaaJ to remoye the requirement for 
the smveya, we specifically invite 
comments on this issue and on 
alternative approaches. 

AlthoU8h oot a subject 01 the.e 

/
I
t

.. propoaaJ regulatiooa. the Department 
has re£eived a number af suggesUona 

I reg~ administrative mecl1aniama I for Medicaid preacription drug 
'I reimbuc.s.ement. The lIIruat of thue 

suggestiona a to Iimlllify adminWratiaa 
of the payment process thro1JJjh the use 
of vouchers or other imlova.Qv. 
mechanisms such as "smart carda." We 
would encouage States to usa the 
flexibility llCCOld.ed ta them to 4eve~ 
payment mechanisms with the potel'ltial 
to simplify the a.dm.ini.amrtive pmc.e.aa. 

\ 

while reducin8 potential fraud and 
abuse. We aOO encour88B othera to .. 
further develop promi~ new 

\ technologies for these pw-poae&. 

DisculllAoft of Altemativ811 

.4. Pharmacists'Incentive Program 
Alternative 

The Phannacisu' 1nc~mtive Program 
(PhlPl would l'el'lace the Federal MAC 
program. It is designed to encourage 
pharmac:isu to be prudent purchasers of 
drugs and to substitute less costly, 
therapeutically equivalent drug products 
(as determined by the FDA) fOl'mere 
costly brand name drug products. PhlP 
would accomplish this objective by 
providing an economic incentive to 
pharmacists to engage in product 
selection. 

Under PhlP. upper limits would apply 
to multq,le so~ cirugs which meet the 
follo~ requirements: 

• All of the formulations of the ~ 
approyed by FDA have been evalnated 
as th~tically equivalent in the most 
current editiDn of their publication. 
Approved Drus Produc~ with 
Therapeutic Equivalence EvaiuatioDJI 
(including supplements or any successor 
publications). 

• At least three suppliers advertise 
the drug (which has been classified by 
the FDA as category "AM in the FDA's 
Approved Dru8 Product8 with 
Therapeutic Equivaleace Evaluations. 
including aupplementa or any 8uCC8saor 
publications) in the most ClIITeI\t edition 
of the Red Baok or Blue Book. The 
purpose of the three aupplier 
requiremelY. ia to euaure that the ~ 
equiv.aU!m are in £a.ct wideiy avai1abie. 

thereby avoiding one of the maiO!' 
criticisms of the MAC program. 

We would include the requirement 
that drugs be therapeutically equivalent 
as e.-aluated by the FDA. Speclfically, 
we would reqliire that the FDA has 
rated the drus ill one 01 the "A" 
categories representing therapeutic 
equivalence. Such findings are currentfy 
included in it1 publication. Apprrwed 
Drug Producu with TherapauJic 
EquivaieDce EvalaatitJM (inc:lndintJ 
suWiemmta). We would 11M the FDA'. 
evaluation. of therapeutic equin.iency 
(category "A" because the FDA hal the 
experience and experti .. to mab these 
determinationa. The FDA pn!p1U'e' the. 
evaluations to promote public ecincatiou 
in the area of drug product 5electioII. to 
adYise State health ageDcies and 
pharmacietB in !be admjnMtrat10D of 
ring product ~ laws. ud to 
foster contaimnen t of heaUia care catL 
The pnbCi.cation is nailahle OQ .. 

subscriDtion bun (Itocit #911-001-
00000-81 frem the ~smteadect of 
Documents. U.s. GoTmmlent ~ 
Office. Washington. DC 20402-

In a State ~ the Ph1P lIJIPer limits. 
pharmacists wouid be eDCOwz.,d to 
purchase as prudently as ~aibL. 
because. in addit10a to the diapensiDlj 
fee they receive under existing 
reguiatiolls. they would retaiD the 
difference between what they pay for 
the drug product and the ~r limit of 
payment established by HcrA ~or the 
particular drug. In essence. this wouid 
be a proS'pective pri~ system far 
multi~ie source drugs. 

The PhlP upper limIt of payment fur a 
multiple source ~ would be let ~t a 

. Percentage of the least COldy multtple 
source drug advertised in a speci& 
quantity or Tolume. The specif.c 
advertised quantity we would UI8 is 100 
tablet5 or capsules. at' the smallest 
package size commonly advertised. In 
the case of liquids. we would U&8 the 
commonly advenised 3i%!!. We wouid 
use these measures because we 
re~ that smail pharmaCles are 
unable to stocx large quantities of many 
drugs. If a provider dispenaa • drng in a 
quantity smaller than 100 tablet. or the 
specif.c quantity upon which the PhIP 
calcualtion was baaed. payment would 
be made on a proportiooate basiL 

In determining the advertised price 
and commonly advertised sWt of a drug. 
we are propos~ to use 1l1.e Red Book 
and Blue Boak. The Red BaD! and Blue 
Book are annual publi.catiou that list 
drugs and their wholesale priceL We 
WQuld use the Red Book and BJUII Book 
as our sources of drug coati becauae 
they 81'e widely recognized.and 
avaIlable nationally. (The. 
publications are availabte from ~ 

Topics Red Book. P.O. Box 553. OradeLl. 
New Jersey 07649 and from American 
Drnggist Blue Book. Hearst Corporation. 
555 W 57th Street. New York. New York 
100191. Although we have referred to the 
Red Book and Blue Book in our 
discussioM. we 81)ecifically invite 
comments and suggestiOl1S on the use of 
other nationally available sources of 
drugcoab. 

Initially. we are proposing to &et the 
PhIP ~r limits at 1.50 percent of ilie 
lower of di. Rsd Book or Blue Book 
price for the leut costly multipla-.ource 
drug. w. woaid aet the mark-up to 150 
p1!:I'CI!Dt (or a ai.igb.t different amount, 
dependia8 an pubiic comment and 
furth:I!Ir anaiym~ iD order to meet tt. 
followinlJ two ~ (1) That the 
mark-~ be. ~ to aasun tim 
pharmaaa. caa IlDllmdy obtain &lid 
stock md eqmaJart prodact wrthoat 
losing money on acqw.ition cost. of 
incurring the expense Qf departJUnt 
from normal purchuing channels. and 
(2) that U. marit~.,t be 10 ~ u to 
cost the MedIcaid program \mDiKd d j 

money. Ia otiler wont.. the 1SO ~ 
(or IOZD8 .laenzative suQ n 140 perCIII1t 
of !he aY~ oi tbe three lowellt pnc.r.i 
therapeutically equivalent multitrle 
source drus!s) is in1ended to balance the 
interests of both pharmacists and j]e 
goft!rIUI1ent in lchie~ effec:eocy. 
ecor.am.,. and quality of care a. 
apecfied in section 190Z(al(30) oi ~ 
Act. When the ?hlP formula is appiied 
to the lowest pnce prcduc::J in tr..s iled 
Book or Blue Book. the onarmacist ::an 
choose amo~ !lllII1erous supplier far II. 
drug. Punher. we iJeiieye the use of 
adyertiaed.prices in either the Red IJoai 
or Blue book would assure lID adeQuate 
payment amount beca1Ue a r~ Of 
diseotmts are frequently available to 
pharmacists to pmc.haue drtuj producta 
at prices lower than the adverti3ed 
price. Also. most of the multiple source 
~ under consideration for PhlP 
linuts 8I'e ~ volmne drugs wh.ich 
many pharmacists purchase in ~ 
package sixes (for example. bottle. of 
500's. 1000'1 or larger). When 
pbarmac:iata purcahae in these larger 
paclcage sizes. the per unit drng product 
cost in lower. further provi.din~ the 
pharmacist and even greater financial 
incentive. 

At the proposed upper limits for 
multiple source dru8 .. pharmoci81s 
would have the opporturuty to select 
am~ tlu! products of several suppliers. 
Based on a review at?ri~ ~ttems 
&tnonI] supplienl of multiple source 
dru~ uaing Red Book entries for drugs 
for which there are three IX' more 
therapeutically equivalent products. we 
found that there is a sizeable number of 
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HOUSE VOTES TO SUPPORT 

ITS APPROPRIATIONS CO~~ITTEE'S 

REQUEST FOR MEDICAID DRUG VOUCHER 
" 

"Federal administration.-The bill includes $215,177.000 to sup­
port Feder~:d administrative activities related to the Medicare and ' 
~ledicaid programs. This is the same amount as the President's 
budget request and an increase of $9,357,000 over the amount 
,"'/::libble for FY 19%. The funes recommended bv the Committee 
wiil support ::l staffing level of 3.757 full-time-equi-;"alents for fiscal 
ye:1r 1987, a reduction of 124 FTE's fram the number funded in FY 
l!l"lj. The Committee h<2s acc~ptcci th:s proposal based on the con­
\"inc:ng testimony of the Acting Administrator that this would 
allow sufficient staff for program operations, This reduction will be 
accomplished throu~h attrition. , 

During hearings on the FY 1987 budget request several witnesses 
te:-;tified regarding the complexity and cost of administering the 
prl'~cription drug program under IHcdicaid. Accorcii:1g to this testi­
mony, drug cbims. which account for only 3 percent of pro,;ram 
duibrs. ::lccount for more th:ln .jO percent of .111 Medicaid paper­
work. Given the need to reduce the portion of :\ledicaid's budget 
which i:; exp('ndcd for ndministr:ttive costs, the Committee believes 
that I rCF.-\ should ag;.:;ressively address this problem. Prior to its 
11l·:tril1~ on the FY l~bS bud~ct request, the Committ8e will expect 
to reccivi..' :1 report on the extent of the problem and on alterna­
tivl'S which might be tried in this area. These alternatives should 
indt;dl' further ('xpansion of electronic claims handling as well as 
drui-: vuud~l.·r:; if cost effective. " __ , __ 

(703) 683-8200 

House Rept. 99-711, p. 
for the Depar~~ents of 
Education, and rGl~ted 
September 30, 1987. 

106; H.R. 5233, making appropriations 
Labor, Health and Human ServicGs, and 
agencies, for the fiscal year ending 

July 24, 1986 
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qU:1tely reflect current experience, the rate adjustments should be 
dt>byed until this information can be obtained. 

\ 
! 

1 
! 
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Fl:dcral administration.-The bill includes $215,177,000 to sup­
port Federal administrative activities related to the Medicare and 
Medicaid programs. This is the same amount as the President's 
bud~et request and an increase of $9,357,000 over the amount 
available for FY 1~86. The funds recommended by the Committee 
will support a staffing level of 3,757 full-time-equivalents for fiscal 
Y{,:lr 19S7, a reduction of 124 FTE's from the number funded in FY 
-I !I,";. The Committee has accepted this proposal based on the can­
vinci n;; testimony of the Acting Administrator that this would 
allow sufficient staff for program operations. This reduction will be 
accomplished through attrition. 

-Durir.f,; hearings on the FY 1987 budget request several witnesses 
testified regarding the complexity and cost of administering the 
prt'scription drug program under Medicaid. According to this testi­
mony, drug claims, which account for only 8 percent of program 
duibrs. account for more than 50 percent of all Medicaid paper­
work. Given the need to reduce the portion of ~ledicaid's budget 
whi.:!. is expended for administrative costs, the Committee believes 
tbt IICF .. \ should aggressively address this problem. Prior to its 
Ilt';lrin:.! un tlll' FY l!'~~ bud~l't request, the COh\mittee will expect I 

tu :-l'l'l'l\'t' :1 :-I'port on the extent 'Jf the problem and on alterna- (I 
tl\'t'~ wh:ch llIi..;htbl' tried in this arC:1. These alternatives should 
i r: ,.: ;:.! •. :'u rt ~;l'r ('\ p:msion of electronic claims !1andlir:g as well as 
d~·.;.: '.dl:-:r:n" jf L'O:>t effective. 

• OCIAL ::'ECt.;RITY AD:\lI:-;rsTRATIO:-l 

. T!1l' follo\\ in;.:: t~ble displays the amounts recommended by the 
( 41;:: ::l:t: "t' for pro..;rams administered by the Social Security Ad­
:::,::>tr.::I"1l With ~ppropriate comparisons. The Committee has de­
:' ~~"j c·"r>ldl'ratIOI1 of the budt;et requests for Refu~ee and En­
:,: .. :::' .\--I-t;lr,,'p ::r.d the Low Income Ener~"Y Assistance Programs, 
• :." ',:1.-:,' l;! .. ~·s authorizint; these activities have not yet been ex­
:":'.;: .,j !,~;- ll~cal year I~J8I, :\ppropr:ations for these p:-ograms will 
: .. ' '. 'l:>'!!l':-l'd as soon as possible after the enactment of new au­
:: .. ~:::::.: :l'~i:ibtjon. 
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VI. Medicaid Prescription Drug Draft (Voucher) Program * 

In an era of staggering deficits and tightening budget 

constraints, the need for containing government program costs is 

essential. Many initiatives are being undertaken to reduce 

health care expenditures. These initiatives include proposals to 

set further limits on the reimbursement paid to pharmacists for 

providing their services to Medicaid recipients. Other 

mechanisms for containing costs should be explored in order to 

reduce other program costs related to maintaining the Medicaid 

program. The use of a Medicaid prescription drug draft (voucher) 

system is one proposal which, based on a conservative estimate 

related to claims processing, can save taxpayers greater than 

$420 million in administrative expenses over a five year period. 

In addition, this system also achieves prompt payment, which 

meets current government initiatives. 

Administrative costs include the amount of money paid to a vendor 

to process claims, printing of the claim forms, and the salaries ~ 

of the program's staff pharmacists, investigators~ clerical 

personnel and program administrator. Cost reductions in this 

area are possible through the use of claims processing systems 

which are much more efficient and substantially less expensive 
than the current systems. A drug draft or voucher system can 

provide greater efficiencies and lower costs by utilizing the 

existing structure and proven expertise of the national banking 

system. A program which results in a 66 percent reduction in 

administrative expenses, and is much more acceptable to the 

pharmacist in terms of reimbursement, is one which deserves 

serious consideration. 

A prescription drug draft program to reimburse pharmacy services 

was first used in the Alabama Medicaid program and is currently 

being used by Blue Cross/Blue Shield in the state of Delaware. 

It is proposed that a Medicaid Prescription Drug Draft (Voucher) 
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* Part of PraCon study presented to NARD entitled "Marketplace -I 
Economics: Alternatives in Medicaid Prescription Reimbursement" 



Program should be initiated which benefits taxpayers by 

preventing their tax dollars from being needlessly wasted: 

benefits the government by meeting cost reduction initiatives and 

operational efficiencies: and benefits pharmacists by providing 

them with fair and timely reimbursement for their services. The 

analysis of these programs which follows provides greater insight 

into this proposed system. 

Alabama Pharmacy Bank Draft Program 

The Alabama bank draft program which was introduced in 1970, 

received a citation in 1976 from the Department of Health, 

Education and Welfare, which was presented, " ... in recognition of 

demonstrating extraordinary awareness and front-end management 

of an innovative bank draft sy~em of drug payments that has 

significantly reduced many problems experienced by other states." 

This system used a two-part draft which was provided by the state 

to the pharmacy participants. Unlike food stamps, potential 

fraud was limited since it was only the phar~acist who had access 

to the draft. When a patient, enrolled in t~e Medicaid program, 

brought a prescription to the pharmacy, a plastic 10 card was 

presented to validate eligibility. This card was then used like 

a credit card to imprint patient and program informaticn directly 

on the draft. The remaining information was then completed by 

the pharmacist. Information on th~ draft included the National 

Drug Code (NDC) number, prescription number, refill status, 

physician ID number, and pricing information. The form was 

signed by both the pharmacist and the patient. Pricing 

information included the cost of ingredients, including earned 

discounts, the fee, and the deducted copay, if any. 

Once the information was completed, the draft was deposited in 

the pharmacy's bank and credited immediately. The draft could 

only be deposited to the pharmacy's bank account and could not be 

67 



cashed as a check. The bank then sent the draft with other 

checks, drafts, and negotiable instruments to a central clearing 

bank which separated them and encoded them with machine-readable 

data. 

Once processed, the drafts were sent to the state Medicaid office 

to be audited. Initially, if a form was in error or if too large 

a claim had been made, a bill or corrective notice would be sent 

to the pharmacy on a monthly basis. Due to concerns that 

Medicaid would not be reimbursed promptly by the pharmacists, it 

was decided to treat the drafts in error as checks with 

insufficient funds. In this case, the pharmacy's bank account 

would be debited the sum of the draft, immediately transferring 

the funds back to Medicaid. If an error was present on the 
\ 

draft, it could be resubmitted. Any overpayment would have to be 

returned to the state by the pharmacy after receiving the bill. 

Other information was also readily retrievable from the draft. 

Drug utilization review was easily done by using the NDC number. 

Statistical reports were generated which were used for the 

Medicaid Management Information System (~~IS) and provided 

marketing data to the Medicaid program director indicating drug 

usage and dispensing patterns by provider and recipient. 

Problems could be identified quickly, allowing pharmacists to be 

informed immediately of claims to be returned. If a Medicaid 

recipient was violating the law by using multiple pharmacies for 

the same prescription, this abuse ~f the system could be 

identified within 24 hours. In this way, fraud and abuse were 

readily identified and halted. Inspector General Kusserow 

pointed out that traditional audits may be reviewed ..... for 

months, before being passed on to interested parties ..... The 

point of this comment is the long lag time to identify potential 

system abusers, thereby delaying a process which could halt fraud 

and prevent Medicaid dollars from erroneously being paid. The 

reports generated as a result of the draft system may help 
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expedite this auditing process assuring that corrections which 

save expenses can readily be made. 

Administrative program expenses were kept to a minimum. The 

state's cost for processing claims was 15 cents per draft. When 

other administrative expenses were added to the figure, the total 

administrative cost was 20 cents per draft. These administrative 

expenses included five clerical people, one administrative 

accountant, two pharmacists, the program administrators (5 

percent of the time) and three investigators (70 percent of the 

time). Prior to this, Alabama was paying 45 cents to process 

each claim. Currently, state Medicaid programs pay approximately 

60 cents to more than $1.00 per claim. 

\ 

Problems which lead to the eventual demise of Alabama's program 

included a dislike of the "pay first" system by auditors. The 

"pay first" system meant that pharmacists would receive payment 

for their services first, followed by a review and audit of the 

claims being submitted through the pharmacy's bank. Other 

problems which troubled the draft system included complaints by 

other health care providers, inc~uding physicians and hospitals, 

who had to wait for their payment. Perhaps the major 

contributing problem was cash flow which resulted from 

insufficient funds available to pay for prescription services in 

such an immediate fashion. The end result of dismantling the 

drug draft system was to place the problem of cash flow back on 
the provider by delaying payments several weeks after the service 

and product had been delivered. 

Delaware Prescription Drug Draft Program 

The Delaware Prescription Drug Draft Program was started by Blue 

Cross/Blue Shield in 1973 and is currently in operation. The 

program mechanics are similar to those described in the former 

Alabama program. Once again, a two-part form is used which 

69 



gathers all pertinent information. One major difference is that 

the Delaware system provides an option for computer, pin-fed 

copies of the draft which can be run at the end of a business day 

on the pharmacy computer. Once completed, the pharmacist signs 

the drafts and deposits them in the bank. For those who do not 

have the available computer software or hardware, the manual 

system of filing the forms may be done as usual. 

If the draft is properly filled out and patient eligibility is 

properly determined, the draft is deposited directly into the 

pharmacy's bank. Any drafts which are not complete will be 

returned as a check with insufficient information. 

After payment, Blue Cross and Blue Shield of Delaware audits the 
" 

drafts to verify eligibility, correct pricing and other submitted 

information. In the event of a discrepancy, the pharmacy is 

mailed a monthly notice. If the data is incorrect, the pharmacy 

can return accurate information to clarify the problem. If the 

pricing is in error or the patient is deemed ineligible, the 

pharmacy is billed for the difference and must make payment 

within 30 days. 

Professional Relations Representative Juana Negri has stated that 
since she has been working with the phar~acy program she has 

"never had a problem receiving funds from the pharmacists. This 

is because they want to make sure the system works so they don't 

lose the program." 

Shortly after the program was implemented, significant dollar 

savings comparable to those seen with the Alabama program were 

realized related to the cost of claims processing and paperwork 

was reduced by at least 50 percent. Ms. Negri estimates that the 

current cost of running their prescription draft program runs 

about 20 cents per claim. 
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Concerns with the Delaware program are similar to those 

experienced by Alabama. Frequently people in the accounting 

department complain about paying first and auditing later. She 

argues that, "with pharmacy, a product is involved that the 

pharmacy must pay for. A surgeon can take out an appendix and it 

won't cost him anything other than his professional time. A 

pharmacist not only has the cost of his professional time, but 

the cost of the drug as well." She believes that it would not be 

equitable for a pharmacist to cover the cost of a product when 

payment may not be received for six to eight weeks. 

Ms. Negri also predicts that as the technology becomes available, 

the Delaware system will be able to be operated entirely by 

electronic transfer of information without having to generate the 

actual hard copy. When this system is implemented, those 

pharmacies unable to afford the necessary computer equipment will 

still be able to utilize the program in its original format and 

maintain the integrity of the information in the system. 

Benefit to Pharmacists 

The current reimbursement mechanisms cause significant hardships 

on pharmacies providing services to Medicaid recipients. Based 

on information reported by the National Pharmaceutical Council, 

in 1984 Medicaid paid a mean average of $164,485,156 per month 

for prescribed drugs. While considering the number of pharmacies 

participating in Medicaid and an average 6 to 8 week turnaround 

time for claims processing, pharmacists were forced to carry an 

average of $3,712 to $4,950 in unpaid Medicaid claims at any 

given time during 1984. 

Independent retail pharmacies process 80 percent of the 

prescriptions received by Medicaid recipients. It is 

particularly this group of independent businessmen who are forced 

to bare the brunt of expenses related to filling Medicaid 
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prescriptions. By adopting a Medicaid Prescription Drug Draft ~ 
(Voucher) Program, this money could be allocated to other 

business expenses and cost-effective pharmacy services and other 

business expenses. 

Freeing this money, in some cases, may allow pharmacists to 

remain in the Medicaid program. It has been documented, that, in 

many instances, pharmacies have had to halt their participation 

in the program due to excessive late payments by Medicaid. This 

may be necessary even in the face of losing the business of other 

members of the recipient's family who are not receiving Medicaid 

benefits. Pharmacists may also be forced to make business 

decisions that will require dropping professional services in an 

effort to continue providing their Medicaid patients. The 

resulting loss will not only be felt by the Medicaid patients, 

but those non-Medicaid patients who previously benefitted from 

the lost service. The draft (voucher) system may prove to be a 

major factor in preserving the ability of the independent retail 

pharmacist to continue to serve the Medicaid population. 

Benefit to the Taxcayers and the Government 

One of the major benefits of a Medicaid Prescription Drug Draft 

(Voucher) Program would be the substantial monetary savings in 

claims processing costs (see Table F). Had this program been in 

use during 1985, the estimated potential savings would have 
surpassed $73 million for the entire Medicaid program. A 

straight line trend analysis for the number of prescription 

claims was performed to determine the number of claims over the 

next five years, considering trends in the number of Medicaid 

recipients receiving prescription drug benefits. Assuming no 

changes in eligibility and a zero percent inflation rate, t~e 

estimated five year savings could be as much as $420 million (see 

Table G and Exhibit IX). This calculation was done based on a 

$0.60 per claim fee for the current system compared with a charge 

of $0.20 per claim under the drug draft (voucher) system. It 
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TABLE F 

Potential Savings in Administrative Costs 

Total Number of Medicaid 
Prescription Claims 
Processed for 1985 

Current Service Charge 
(SO.60 per claim) 

Projected Drug Draft 
Service Charge 
(SO.20 per claim) 

Potential Savings 

1985 

" 

73 

184,583,099 

Sl10,749,859 

S36,916,620 

$73,833,240 
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should be noted that in all cases, these are in fact conservative ~ 

estimates; actual savings could be much higher based on the range 

of administrative costs from $0.60 to greater than $1.00 per 

claim. To complement these savings, based on the Delaware Blues' 

success, the program would have the potential of decreasing the 

paperwork related to Medicaid prescription drug reimbursement by 

50 percent, decreasing the total Medicaid paper volume by 25 

percent. This paperwork reduction results from taking advantage 

of the national banking system with its built-in efficiencies for 

handling financial procedures of this magnitude. 

The amount of tax dollars spent on claims processing is clearly 

illustrated in information obtained from one state Medicaid 

program. The claims processing vendor will receive approximately 

$1.5 million in profits over a three year period beginning in 

1987 which amounts to a 12 percent profit margin. Generally, 

most vendors realize a profit ranging between 12 and 15 percent. 

Reducing this profit margin would result in saving the Medicaid 

program added money. It is interesting to note that according to ~ 

the 1985 Lilly Digest, pharmacies on the whole made a net profit 

of 3.1 percent. T~is same source indicates that only 11 percent 

of the pharmacies reporting had a profit margin of 10 percent or 

over, while 36 percent of the pharmacies either operated at less 

than a 2 percent profit margin or operated at a loss. These data 

suggest that there are other areas of expense to be reduced which 

have not been addressed before attacking the limited profit 

margin of pharmacies. Operating with such small margins makes it 

necessary to have as much available money freed for other 

purposes as possible. Instead of making it more difficult for 

pharmacies to operate, there should be more parity in profit 

allowances for all participants in the Medicaid program including 

vendors and pharmacists alike. 

The Medicaid Drug Draft (Voucher) Program can be implemented in 

conjunction with any reimbursement mechanism set by HCFA and 
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still meet the drug draft programs's objectives to reduce 

administrative costs. The mechanism for determining the 

reimbursement rate is independent of the claims processing 

function. As technologies change, the drug draft (voucher) 

system would also be easily transferrable to a computer program 

which will still be compatible with the paper draft system. 

It should also be considered that filling Medicaid prescriptions 

for less than the pharmacy's cost often results in shifting of 

those costs to the private sector. Many of those people in the 

private sector include older people on a fixed income. Although 

their financial situations do not allow them to be eligible for 

Medicaid benefits, they are in effect helping to subsidize the 

Medicaid patient. This is part~cularly significant because this 

segment of the population uses a higher number of prescription 

drugs. This essentially results in an added taxation on a non­

Medicaid patient population which can ill afford added expenses. 

Finally, the system provides for drug utilization reviews (DURs) 

to be easily done by all state Medicaid prcgrams. This is an 

important aspect of cost containment, as seen with the OUR 

program reported by the Virginia Medicaid program which estimated 

an annual savings of $409,000 per year from the prevention of 452 

patients hospitalization. Currently, OUR is not performed in all 

state Medicaid programs since the necessary information is 

unavailable from MMIS. It is this type of quality information 

that would allow states, at a local level, to determi~e 

prescribing trends and identify other areas for potential cost 

savings. 

Recommendation and Conclusion 

It is recommended that a Medicaid Prescription Drug Draft 

(Voucher) Program be adopted by the state Medicaid programs on a 

national basis. The federal government should set a mandate that 
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state governments implement this program as soon as possible to 

assure that pharmacists receive prompt payment for their services 

as directed by current initiatives. Ideally the system should 

provide a standard form or Universal Draft which collects the 

same basic information for each program. Use of a Universal 

Draft would allow all data to be easily compiled on a national 

basis for evaluation and review. This information could allow 

for a national DUR to allow states to compare their progress in 

areas of cost control with other states. Information could also 

provide valuable post-marketing surveillance data. This can be 

used to identify trends signalling potentially new adverse drug 

reactions or interactions which could be readily communicated to 

both pharmacists and physicians to provide them with information 

to prevent further adverse reaction. To allow for these 
\ 

benefits, information on a two-part form should minimally include 

the National Drug Code, drug quantity and prescription number, 

pricing information, a pharmacy code, a physician code, the date 

dispensed and other patient and program specific information. 

Start-up costs will be a one time investment in a program that 

has the potential to save a significant amcunt of money for many 

years. Initial costs should be minimal since the system takes 

advantage of a claims processing technology already existing in 
the banking industry. Production of the new draft forms and 

plastic recipient 10 cards would comprise most of the initial 
costs. 

Other variations of the system and their related costs may best 

be addressed during a pilot program. Options may include the use 

of direct electronic transfer and payment of drafts or immediate 

verification of a recipient'S eligibility for service just as a 

person's credit card is checked for payment authorizations. 

The Medicaid Prescription Drug Draft (Voucher) Program can be 

equitable to pharmacists, cost effective to taxpayers and allow 
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streamlined operations for both the federal and state 

governments. This program takes advantage of the sophisticated 

claims processing system already in use by the banking industry, 

a system which has excellent proven capability. Prompt payment 

for services is an additional benefit of this system. By using 

the business expertise of private enterprise, the government's 

Medicaid program can dramatically improve its efficiency as the 

data presented here has shown. It is strongly encouraged that 

action be taken in this direction to effectively deal with the 

Medicaid program which grows more difficult to administer as time 
passes. 
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Testimony of Byron E. Dodd 
Pharmacist and Owner of 
Smith Drug Co., Missoula 

SENATE BUSINESS & INDUSTRl 
rXWBlT No. __ 4 .. , ___ _ 
DATE_ ..... ,;("'""":-~9"-,f'::;..-L.,Z __ 
BILL No.,~S.'-'=4~.;..;;;~~o~,S:....-_ 

PRESENTATION TO MONTANA SENATE COMMITTEE ON BILL S205 

This presentation is being made in support of bill S 
205~ which is before you~ because of the failure of the 
present system to adequately care for the welfare recipient 
and compensate the providers of service in a fair and 
economical manner. 

We have suggested to S.R.S. on several ocassions that 
the type of program outlined in S205 be installed. Copies 
of these suggestions and the reasons for them are included 
in the handouts to you. I will highlight only a few of 
these now, in the interest of time. 

The number one reason for switching to the voucher 
system is to save money. It has been demonstrated in two 
other states, Alabama and Delaware, that saving of 50%, and 
more were attained in the area of claims handling. We are 
not talking about nickels and 1imes savings of tax dollars. 

The second reason for wor~ing for this program reform 
is to correct the State's failure to properly pay for 
services rendered in good faith. It is my contention that 
the pharmacies of this state should not be expected to 
subsidize the welfare program out of their own pockets. 
That is the situation now. I have here an example from the 
files of Smith Drug Co. This is a print-out of the 
prescriptions of the SRS ( or State of Montana) has not 
paid us for since June 15, 1985. It comes to $14,614. This 
is money owed to us that undoubtedly will never be paid. We 
cannot afford this kind of loss and should not have to 
sustain it. Other stores have similar and worse situations. 

The suggestions we have proposed to SRS contain many 
administrative points which are not included in the 
legislation before you and should not be there, as they 
might tie the hands of the administrators and miss some new 
innovations that would help. One such new practice has just 
come to our attention this week. It has recently been 
contracted for in New Jersey to combat some of the same 
problems we face here. Bob Likewise has just testified 
concerni ng th is .. 

I suggest that the Senate and/or House appoint an 
oversight committee to work with SPS in implementing this 
program to obtain the most savings possible. 

The current payment system loses too many prescriptions 
thru a variety of errors. Keypunch errors, errors in 
elegibility files, errors in national drug codes in the 
state computer system, computer errors in issuing cards to 
inelegible patients, and the error of not knowing whether a 
prescription is a duplicate submission or not are just some 
of the myria of examples. Some of the problems have 
been alleviated by training programs for keypunch operators. 
Very much remains to be done and, quite frankly, I can not 
wait forever for help. 



If you have questions~ please call me at my store in 
Missoula, or contact Bob Likewise here in Helena. 

I ask you to vote II DO PASS II on this legislation. 

Th;::1.nk You. 

" 



SMITH DRUG CO. 
MISSOULA MONTANA 
MARCH 1986 

PROPOSED MODIFICATION OF MEDICAID PAYMENT PLAN 

This suggestion is being made due to the total 
inadequacy of the present system. The pharmacy reimbursement 
program is unable to track prescriptions and patients to 
allow compensation for medications and supplies provided to 
patients. . 

This is not submitted as a completed program, but rather 
as a starting point. Modifications and additions are 
necessary to meet many situations, however I am sure the 
basic plan can be used with startling savings of money, and 
elimination of abuses. 

Basically the program would operate similarly to the 
food stamp program in that chits (or some other name 
applied) would be issued to patients at the county level by 
a health nurse or other professional in amounts to cover 
their routine maintainence medications. Additional and 
emergency needs for chits would be reviewed by the nurse and 
issued in necessary amounts. This nurse would be attached 
to the county health department with SRS designated 
authorities and duties. 

The chits obtained in the above manner would be taken to 
the pharmacy of the clients choice and exchanged for 
medication in dollar amounts. No refunds or change would be 
allowed. The pharmacy would then deposit the chits with 
their daily bank deposits as are food stamps. 

This concept would eliminate many of the faults and 
abuses of the present system. Some of the corrections are as 
follows: 

1) The intake technicians would process 2 areas of 
coverage at one time instead of 3 separate operations as at 
present. Opening general assistance and medical coverage 
with the food stamp optional coverage at the technicians 
decision would reduce the paper work by approximately half. 
This would also automatically cause the TAD's to be issued 
at appropriate times. 

2) A professional would evaluate the patient and thus 
avoid unnecessary and especially inappropriate apointments 
to doctors and dentists. Many patients seen in the 
pharmacies are unaware of the seriousness or meaning of some 
of the symptoms they have. This has resulted in referring 
them for further treatment when it should have all been 
taken care of in one appointment. This observation has been 
verified by Ms. Healy in conversations concerning individual 
patients. The professional evaluation would also make 
recommendations on possible drug abusers and alcoholics to 
move them towards or into corrective programsand restrict 
their medicaid and state medical spending. These two groups 
are involved in about 25% of all case loads. Except in 
Missoula county, there is no one on site to intercept and 



evaluate these problem people. A report that is forth­
coming from this Missoula group should be considered along 
with this proposal as the extensive work done supports the 
need for changes. 

3) Prescriptions would be paid for on an immediate basis 
and it is possible this program can be expanded to include 
the doctors and dentists as well. I am sure their need is as 
great as ours in pharmacy. This would aleviate the problems: 
ineligible patient, " lost in system", duplicate and lost 
prescription,and ad infinitum~ with the present system which 
must include key-punch errors that are not pharmacist 
err-ors. 

Doctor and dentist peer review programs would not be 
interferred with since adequate time is involved to allow 
patients to obtain the necessary chits to cover the further 
treatments these programs cover. 

The immediate payment for prescriptions would 
immeasurably help the cash flow problem that is so much a 
part of the current system. It would also remove most of the 
serious difficulties now encountered. 

4) Elimination of the computer processing of medicaid 
forms and the reprocessing would save many thousands of 
dollars. While the program could be put into effect with 
minimum problem for the state medical funds, it would take 
more effort to obtain the agreement from the federal 
program. The proof of operational savings from state 
operations should make the plan acceptable to others. 

The savings from the processing costs can help to offset 
the added professional staff at the county level needed to 
oversee and procoss the clients. The professionals at this 
level will also up-grade the quality of care these patients 
need and deserve. The proper screening of applicants would 
reduce operating expenses by an estimated 10%. The costs in 
the pharmacies of submitting, resubmitting~ and resubmitting 
again of claims for payment WOUld' be substantially reduced; 
and as such these can be applied to savings in the program. 

S) As a check at the state level, the chits could have 
on them the name of the drug dispensed and/or the quantity 
without all the other information now required on medicaid 
forms. This added information is of no value to anyone but 
the pharmacist filling the prescription, this is obvious 
from the errors that are returned to us. 

The careful control of the paper work is a necessary 
part of the legislative groups work in establishing a 
program such as this. A legislative oversite committee is 
probably necessary to maintain this minimum level. The 
reason for this is that every time information is 
transcribed it increases the potential for error. This is 
our basic problem today. We have mountains of information 
being transcribed several times by people who do not know 
when they are making errors~ and these errors multiply. 

6) A staff of perhaps 3 investigators needs to be 
present in the state offices to do routine field 
examinations of pharmacies and county offices. Inspections 
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should include family record systems (which should be 
mandatory) and be compared to county records. Discrepancies 
should be explained to everyone's satisfaction or penalties 
assessed. 

7) The elimination of payments for laxatives~ 

antiacids~ and weight control medications~except in 
emergency situations, would substantially reduce cost with 
low risk to patients. Additionally the limitation of pain 
medications to 10 days supply per month, except on the 
review of the professional health care person~ would help to 
control drug dependency problems. 

Drug and alcohol abusers should be required to 
participate in restorative programs as a prerequisite for 
medical benefits. These programs should utilize blood and 
urine testing to document problem clients preformance. 

8) Statistics have shown that medicaid clients have 
higher overall prescription size as well as dollar cost type 
of medication, (eg. Keflex use ~nstead of Ampicillin) than 
the general population. This can be partially offset by the 
professional reviewer referring the client to the proper 
specialty service on the first visit. The second saving 
would be the supervision of compliance and utilization of 
medications. An example of misuse I am talking about is the 
purchase on medicaid of Nicorette every week for months, an 
impossible use pattern. Other patients are unable due to 
age or other incompetence to follow directions and therefore 
do not recover as expected. Substantial savings can be 
affected by this upgrading of supervision and patient 
counseling by professionals. 

9) The method of calculation of fees is an area of great 
concern to everyone. It is an area of many possible answers 
and much savings to both provider and Medicaid. I am 
suggesting the following plan only if the chit system is 
used~ as the most equitable, in my opinion. 

The use of the chit with NO paper work, immediate 
redemption for cash, and no losses due to eligibility etc. 
to contend with would make it possible to use a standard fee 
for everyone of $3.75 plus the acquisition cost of the 
medication. This plan would apply equally to independent~ 
chain store, hospital, nursing homes, Planned Parenthood or 
others who supply prescriptions to Medicaid patients. 

The supplier would be expected to supply invoices to 
investigators upon request to reasonably substantiate any 
charges made. Prices do not fluctuate so violently that it 
would be necessary or practical to use invoice numbers or 
lot numbers on chits. 

Everyone would save many thousands of dollars by this 
method. The proposed system would generate enough savings 
from paper work, and other losses and expenses to offset the 
reduction in charges and still have an acceptable cash flow. 
An acceptable cash flow is something we do not have under 
the present system. 

Doctors and dentists fees could be modified under some 
similar system where they are guaranteed no losses, tho I 



would not presume to try to tell them exactly how to 
orga~ize their pay schedules since I'm not familiar with 
their problems. Equally I'm sure major savings could be 
accomplished if no losses are foreseen and cash flow is 
improved dramatically. 

10) An area that needs much attention in the area of 
abuse of the present system~ is the misuse of the emergency 
room service by medicaid patients. It has been my 
observationthat people use the emergency room when no 
bonified emergency exists but for the sole purpose of 
avoiding waiting in an MD's office for a standard 
appointment time. The loss to Medicaid for each such visit 
is approximately $60.00. The screening by the professionals 
at health centers would eliminate this abuse yet allow 
bonofied emergencies be taken care of. I do not object to 
proper ER use~ just the blatant abuse thereof. 

Other professions and organizations can~ I am sure, 
suggest other areas of abuse, ~isuse~ and redundancies which 
if eliminated, would save importnat tax dollars. I have not 
begun to cover all of the areas that are suggestable from 
pharmacists and would welcome involvement by others to put 
together the best possible program for everyone. 

A suggestion was made to me in conversations with others 
during the production of this proposal that a task group 
covering many of those involved, Health department~SRS~ 
Pharmacists~ Doctors, Dentists etc.~be organized to install 
such a program as this in the Missoula area where we have 
most of the personnel already in place~ and use it as a 
trial program. Final modifications could be developed from 
this group and possibly then applied to the whole medicaid 
program. 



SUGGESTION FOR INCLUSIONS IN MEDICAID REFORM BILL; 
1. Eliminate contract processor of claims. 

Reason: a) divided responsibility - constant passing 
of-buck as to why payments are not made or not made on time. 
b) not feasible to have - computer to access to state 
computer, therefore when patient files are missing or in 
error, it is impossible for contractor to obtain 
information. One network of computers with county terminals 
and access could eliminate several problems we experience 
daily. 
2. Eliminate duplicate effort in county and state levels 
that are merely reviews of paperwork which cost time and 
serve little purpose. Either a caseworker is competent or 
is not. If the worker is competent give responsibility and 
fire those that are not able to use discretion. 
3. Review all requests for medications and professional 
services by a professional before issuing authorization for 
assistance. Eliminate (90%) of all emergence room calls 
only bonified emergency room, situations being paid for. 
Routine medical services mus~ be through a medical 
practitioner during regular office hours. 
4. Adopt a policy of voucher payment of claims as the 
fastest and least expensive method of payment. Approximate 
overall saving of 50% have been achieved. 
5. Eliminate payments for diet medications. 
6. Eliminae payments for OTC products. 
I. Products such as ostomy products (durable goods) would 
be processed on the same form and pattern as prescription 
merchandise. If it is necessary for budgetary purposes to 
separate items this can be done on the computer at state 
level. If filling for Medicare was proper then transfer to 
Medicare at state level directly eliminating current delays. 
8. Vouchers need to be dated and redeemable at local banks 
(as are food stamps). We are suggesting that these vouchers 
should be presented to the bank for deposit rather than 
submitted to the state for redemption. 
9. Review via computer input on individual patient-basis for 
improper drug utilization. ega multiple purchases from 
several drugstores of controlled substances or other 
medications for possible sale or abuse. 
10. Installation of a negative formulary which would list 
unapproved medications, otc products and diet pills as not 
being paid for. 
11. Establishment of a peer review committee as arbitrator 
when SRS has declined payment and contesting is in order. 
12. Same peer review committee to be empowered to examine 
delays in dealing with other problems that arise and be able 
to communicate with legislative committees that are 
established to watch the function of this expensive 
operation. 
13. All claims remain active until decided for specific 
reason to be accepted or denied .. 
14. All claims not paid in 60 days bear interest at 
prevailing rate for commercial loans. This would include 
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such items as vouchers returned or questioned or contested~ 
and claims for durable equipment that would necessitate 
special handling( wheelchairs etc.). 
15~ Obtain a complete listing of NDe numbers instead of an 
abreviated list as at present and be required to update the 
price on at a maximum time basis of 6 weeks after 
manufacturer announces price change. 
16. A pharmacist must be on hand to act as consultant for 
work in progress. 



Testimony of Mr. Carl Sivage 
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Mr. Chairman, and Members of the Committee~ 

I am here to support S.8.-205 before you. 
As a pharmacist ~ith welfare patients accounting for 

2l.ppt-o:·; i me:\tel y nliW ,-11 tn.!=. of my bus.i ne<;;:.<;;:., I am vi tall·/ 
interested in improving a situation that is presently 
intolerable. Historically Medicaid was less of a problem~ 

but since the current operators have taken over the program, 
the situation has seriously deteriorated. Substantial 
losses occur with each new submission of claims. 

The price paid by Medicaid for medications is well 
below what the general public pays. Medicaid pays on a 
basis of minimum cost available plus a dispensing fee which 
does not cover the actual costs of Medicaid prescriptions 
due to the extra paperwork involved. An additional price 
discrepancy occurs because the State requires an 11% price 
increase in our cost before being adjusted in the system. 
When this fact is added to the slow turn around time 
involved, it places a severe strain on accounts receivable 
in any store. The use of vouchers will make enough 
difference in cash flow to make it a practical account to 
service. Without the initiation of vouchers it is 
impractical to provide service to our Medicaid clients. 

Many elderly as well as handicapped patients need the 
knowledge acquired by the pharmacist from long term 
familiarity with that patients problems. This is a part of 
the pharmacy picture that is not considered in compensation 
figures, and is ignored in most considerations of value 
received. Personal involvement with the individual is a 
vital factor to properly regulate the patient"s medication. 
Therefore it is important to their health that we be able to 
continue to serve these patients. With the voucher system, 
we are sure this is possible. Without it , many of us will 
be forced to drop Medicaid patients. 




