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 £ill 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)
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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 in a $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
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 gquickest 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 wancelled 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 what 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 1s 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.
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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 1s 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 MMIS 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 MA5 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.

.t

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 ~y
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'ws
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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
Ssupplement 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 1it,
the insured will get credit for the pre-existing waiting period
for the time they have under the existing contract. Section IV
does two things; 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
supplements 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. PFurther, 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: Vice Chairman Neuman called
for questions from the Committee. 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
Securit y 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, the 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
came from the House, they will not have to come 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 if 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.

C,u,“ PR
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M. Chairman. Members of the committee, for the record
I am Fobert H., Likewise, the BErecutive Director of the

Fharmaceutical Association. The Fharmacists

Montana o

of Montana support thise bill and ask that vou give 1t every

consideration. This bill has been presented in an effort ta
.

help the pharmaciste of Montana receive timely pay and

improved cash flow on those claims that are problem free and

can be paid immediately.

Thie morning before coming to thie hearinag 1 stopped at
the store in which I do relief work and fouwnd that the
prescriptions billed medicald for the past several weeks are
still wnpaid. Since we are required to pay ow wholesale

chrrug i ll every btwo weeks, the product o Tty 111 these

prescriptions has been pald on o all but the | couple of
weelks, I testified beftore the Joint Gpproorilations
Committee zsome time back concerning the praoblem of stores
discontinuing to accept portions of medicald. I feel this
hras hecoms worse in sOMe areas. Hutte has nine shtore and
arly three accept medicaid and of these thres only two
aceept state medical. Helena has seven stores that accept
medicaid and only two will accept state medical. We also
have one pharmacy that has given up rebilling on rejected
claims amnd Finally wote cft %2500,00 of these claims.

The Jduly 31, 1984 iseue of the Washingtorn Bulletin
contains the following statement concerning the voucher

program: "Duwring hearings on the FY 19

budget reguest

several witnesses testitied regarding the complexity and

]



cost of administering the prescription drug program uander
Medicaid. According to this testimony, drug claims. which
account Ffor only 84 of program dollars, accaount for more
that 50% of all Medicsid paperwork. Given the need to
reduce the portions of Medicaid®s budget which ie expended
for administrative costs, the Committee believes that Health
Care Financing Administration should aggressively address
the probklem. Frior to its hesring on the FY 1988
budoetrequest the commititee will expect to receive a report
oy the extent of the problem and on alternatives which might
be tried in the area. These alternatives should include
further espansion of electrornic claims handling as well as
drug vouchers if cost effective.” I am submitting thizs copy
af bhe bulletin in oy testimonv.

The Federal Reglster of Tuesdav., SAugust 19, 19848 &l so
carried the following statement: HAlthough not a subiject of
these proposal regulations, the Uespartment has received a
number of sugoestons regarding administrative mechanismns for
medicald prescriptions drag reimbursement. The thrust of
these suggestions is to simplify administration of the
pavment process through the use of vouchers or other
innovative mechanisms such as smarrt cards.  We would

encourage States to uwse the flexibility accorded to them to

develop pavmant mechanisms with the peotentions Lo simplify

the administrative process, while reducing potential fraud

and abuse. We alzo encowrage others to further develop

oromising new technaoloqgl for these pwrposes.” T oam alse

-
o



submitting this as part of my testinony.

Delaware Blue CrosssBlue Shield is currently utilizing
the voucher method of reimbursement in the drug claims they
process, In talking to Mrs. Negri concerning this method of
reimbuwrsement she indicated that they handle claims for
several large corparaticong including the teachers unian,
Chrvsler and General Hotors.

I am submitting the above articles as well as a study
supplied to me by the Mational Association of Retazil
Druggists concerning Voucher Reimbursement. This =tudy not
cgnly explains the Alabama medicalid program of several VEars
back but also the Blue Cross/Blue Shield of Delaware
program. Cost savings proijections are outlined in the
article +or vour review. It is my understanding that bMew
Jersey has Jjust let a contract for & svstem which will allow
the pharmacies to instantly determine the patients
eligibility and at the same time will provide a quaranteed
pavment authorization number., This iazénoth@r step toward
timelv reimbursement.

From the above we would ask that this Committees
consider this proposal and utilize the local bank in the
reimbursement mechanism since thev are alreadvy set up to
handle large volumes of transactions accwrately and

efficientliv.
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DEPARTMENT COF HEMLTH AND
HUMAN SERVICES

Heaith Care Finaacing Administradon
42 CTR Parts 40S ana 447

45 CFR Parts 1 and 19
[BERC-358-9]

Medicares and Medicaid Programs:
Uimits on Payments for Drugs

AGemcY: Heaith Care Fi
Admunistration (HCFA), HHS.
ACTIOR: Proposed rule.

SUMMARY: This proposed ruie wouid: (1)
Eliminate awrent Departineatal
procedures {or setting limits on
payments jor dimgs seppited under
certain Faderal beaith programs; aad ()
set farth three eliemative approaches to
revise Medicaid rules comcerning the

methodology for determining upper

limuts for drug reimbursement. The

alternative proposed policies wouid
enabie the Federal and State
governments to take advantage of
savings that are currently available in
the marketpiace for muitiple source
drugs. They aiso would maintain State
flexibility in the administration of the

Medicaid peogram.

paTE To be considered. comments muet

be mailed or delivered to the

appropriate addrees, as provided below,
and must be received by 5:00 p.m. on

September 18. 1988,

ADORESSES: Muil comments in writing tor

the following address: Heaith Care -

Financing Admmistration, Department-

of Heaith and Homan Services;

Attentdon: BERC-356-P, P.O. Box 20673,

Baitimore, Maryland 21207,

Please address a copy of cemments on
informadon coilection requirements to:
Fay ludicello, Office of Infarmation and
Reguiatory Affairs, Roam 3208, New
Executive-Qffice Building, Washington,
DC 20503, X

In commenting, piease refer to file
code BERC-356-2.

If your prerfer, you may deitver your
comments to sne of the fallowmrg
addresses:

Room 208-G, Hubert . Humphray
Building, 200 Independence Ave., SW.,
Wasnington, DC, or

Room 132 Zast High Rise Building, 5355
Security Bouievard, Baitimore,
Maryiand.

Comments raceived tireiy will be
avaiiable for public inspectioa as they
are received, begmnning approximately
three weeks after publication of this
document, in Room 308-G of the
Deparment’s oifices at 200
Independence Ave., SW., Washington.
DC. on Monday through Friday of 2aen
week frcm 3:20 a.n. t0 500 pa. {paone:
202-245-7360).

FOR FURTHER INFEORMATICIE

For issues reiated to PhIP or MAC,
contact Anthony Loveccaio, (391) 504—
4010.

For issues related to CIP, contact:
Walton Francis. (202) 245~0291.

SUPPLIMENTARY INPFORRATION:

L Backeround
A. Existing System

In 19786, the Department impiemented
drug reiimoursement rules at 45 CZR Part
18 under the authority of stattes
pertaiming to upper payment lirmts far
Medicaid and othar programs, The
authority to set an apper payment Limit
for services svaiiabie under the
Medicaid program is provided under

o

section 1902{a)(30)(A) of the Social
Security Act.

The Department ruies are intended to
ensure that the Federal government acts
as a prudent buyer of drugs under
certain Pederal heaith programs. The
rules set limits on payments for drugs
supplied under Medicaid and other
programs. Of the Federal progranrs
involved, these rules have the greatest
impect on the Medicaid program.

, these reguiations provide
that,!heunount thre Department
recognires for druy rermrbursement or
payment purposes will not exceed the
lowest of—

¢ The maximrom sflowable cost
(MAC) of the drug, as established by
HCFA's Pharxmaceutical Reimbursement
Board for certatn muitipie source drugs
{generic dru;l). pion & resenable

(z;.g:ﬁ;fmmmm :-:ﬂy

and currenty paidtry provt
parﬂmindn;ﬁmm
frequently purchased 5y

« The provider's usual and <u
charge o0 Qe pubilc for the dmg.

The reguiatond axovids that the MAC
wiil a0t appiy if Ua prascriber 2es
certfied in his own aandwnting shat a
specific bzand of that drog 4 medicady
necessary for the patient.

The requiation at 48 CFR 2art 19 eiso
estabilsn withim HCTA a
Pharmacauticai Rembersement Board
{PRB)}. The FRB idemnfies muitipie
source drugs ioc which sigruiican
amounts of Fadaral imds are ar may be
expended and is raspoustbie for
establishung the MAC for those drugs.
The process by which a MAC 3
estattisbed includes PRB consuitation
with the Food and Drug Adminiswrative
(FDA), opportunity for public comment
onapmw-eaaonuoftlm MAC imnt -
pubh.mod in tha Fedecai Register, a
pubiic hearmg, acd publicaton of the
final MAC dewrmination in the Fedarad
Register. The PRB sets the MAC at the
lowest unit price at which the drug is
wideiy and consistently availanle. in
addition to limitating the level of
payment for multiple source drugs, the
MAC program tends to promoe
subsdturicn of lower oost (generic) drug
products for brand-names drugs, since
the lattar are frequently avatlable only
at prices higher than the MAC limits.

Simiiar to the Department reyulations
(45 CTR Part 19) that set limite to
Federai paymenta for drugs are the
Medicaid regulations at 42 CVR 447.331
through 447.334. The reguiations at
§§ 447.231 through 447.334 limit the
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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 has been
contended by pharmacy groups that
dispensing fees should be established at
levels which specifically reflect costs.
Although we have not included a
proposal to remove the requirement for
the surveys, we specifically invite
comments on this issue and on
alternative approaches.

Although not a subject of these
proposal regulations, the Department
has received a number of suggestions
regarding administrative mechanisings
for Medicaid prescription drug
reimbursement. The thrust of these
suggestions is to simplify administration
of the payment process through the use
of vouchers or other ingovative
mechanisms such as “smart cards.” We
would encourage States to use the
flexibility accorded to them to develop
paymeat mechanisms with the potential
to simplify the administrative process,
while reducing potential fraud and
abuse. We also encourage others to . ~
further develop promising new
technoiogies for these purposes.

Discussion of Alternatives
A. Pharmacists’ Incentive Progrom
Alternative

The Pharmacists’ Incentive Program
(PhIP) would replace the Federal MAC
program. [t is designed to encourage
pharmacists to be prudent purchasers of
drugs and to substitute less costly,
therapeuticaily equivalent drug products
(as determined by the FDA} for more
costly brand name drug products. PhiP
would accomplish this objective by
providing an economic incentive to
pharmacists to engage in product
selection.

Under PhIP, upper limits would apply
to muitiple source drugs which meet the
following requirements:

* All of the formulations of the drng
approved by FDA have been evaiuated
as therapeutically equivalent in the most
current edition of therr publication,
Approved Drug Produc:s with
Therapeutic Equivalence Evaluations
(including supplements or any successor
publications).

¢ At least three supoliers advertise
the drug (which bas been classified by
the FDA as category “A" in the FDA's
Approved Drug Products with
Therapeutic Equivalence Evaluations,
including supplements or any successor
publications) in the most current edition
of the Aed Baok or Blue Book. Tha
purpose of the three supplier
requireman’ is to ensure that the drug
equivalents ars in fact widely available,

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

We would include the requirement
that drugs be therapeutically equivalent
as evaluated by the FDA. Specifically,
we would requice that the FDA has
rated the drug in one of the “A”
categories representing therapeutic
equivalence. Such findings are currently
included in its publication, Approved
Drug Products with Therapeutic
Equivalence Evainations (including
suppiements). We wouid use the FDA's
evaluatians of therapeutic equivalency
{category “A') because the FDA has tha
experience and expertise to make these
determinations. The FDA prepares these
evaluations to pramote public aducation
in the area of drug product selectom, to
advise State heaith agencies and
pharmacists in the admirdstration of
drng produrt seiection {sws, and to
foster contaimment of heaith care costs.
The publication is available on a.
subscription basis (stock #917-001-
080000-3) from the Superintendent of
Documents, U.S. Government Printing
Office, Washington, DC 20402

In a State using the PhiP apper limits,
pharmacists wouid be encouraged to
purchase as prudently as possiblas
because. in additon to the dispensing
fee they receive under existing
reguiations, they would retain the
difference between what they pay for
the drug product and the upper limit of
payment established by HCFA for the
particular drug. In essence, this would
be a prospective pricing system far
multiple source drugs.

The PhIP upper limit of payment for a
multipie source drmg would be set ata

-percentage of the least costly muitiple

source drug advertised in a specific
quantity or yolume. The specific
advertised quantity we would use is 100
tablets ar capsuies, or the smallest
package size commoniy advertised. In
the case of liquids. we would use the
commonly advertised size. We wouid
use these measures because we
recognize that small pharmacies are
unable to stock large quantities of many
drugs. If a provider dispeases a drugina
quantity smaller than 100 tablets or the
specific quantity upon which the PhIP
calcuaition was based, payment wouid
be made on a proporticaate basis.

In determining the advertised price
and commonly advertised siza of a drug,
we are proposing to use the Red Book
and Blue Book. The Red Book and Blue
Book are annual publications that list
drugs and their wholesale prices. We
would use the Red Book and Blue Book
as our sources of drug costs because
they are widely recognized and
available nationally. (These
publications are available from Drug

3

Topics Red Book, P.O. Box 553 Orade{LJ

New Jersey 07649 and from American
Druggist S/ue Book, Hearst Corporation,
555 W 57th Street, New York, New York
10018). Although we have referred to the
Red Book and Bfue Book in our
discussions, we specifically invite
comments and suggestions on the use of
other nationally available sources of
drug costs.

Initially, we are proposing to set the
PhIP upper limits at 150 percent of the
lower of the Red Book or Blue Book
price for the least costly multiple-sourcs
drug. We would set the mark-up to 150
percent (or a slight different amount,
dependiag on public comment and
further snatysis} in order to meet the
following twa objectives: (1) That the
mark-wp be high enough to assure that
pharmacists cas norma ity obtain and
stock and equivaient product withouat
losing money on acquisition costs of
incurring the expense of department
from normal purchasing channels, and
(2) that the mark-ap wot be so bish as to
cost the Medicaid program unnecessary
money. in other words, the 150 percent
{or some alternxtive such as 140 percant
of the average of the three iowest priced
therapeuticaily equivalent muitiple
source drugs) is intended to balancs the
interests of both pharmacists and the
government in achieving effeciency,
economy and quality of care as
specified in section 1902{a}{20} of the
Act. When the PhIP formuia is appdied
to the lowest price products in the Aed
Book or Blue Book, the pharmacist can
choose among numerous supplier for a
drug. Purther, we believe the use of
advertised prices in either the Red Book
or Blue book would assure an adequate
payment amount because a range of
discounts are frequently availabie to
pharmacists to purchasse drug products
at prices lower than the advertised
price. Also, most of the multipie source
drugs under consideration for PhiP
limits are high volume drugs which
many pharmacists purchase in larger
package sixes {for exampie. bottles of
500rs, 1000's or larger). When
pharmacists purcahse in these larger
package sizes, the per unit drog product
cost in lower, further providing the
pharmacist and even greater financial
incentive.

At the proposed upper limits for
multiple source drugs, pharmacists
would have the opportunity o select

among the products of several suppliers.

Based on a review of pricing patterns
among suppliers of multipie source
drugs using Aed Book entries for drugs
for which there are three or more

wﬂ

therapeutically equivaient prodacts, wi ﬁ

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 has been
contended by pharmacy groups that
dispensing fees should be established at
levels which specifically reflect costs.
Although we have not included a
proposal to remove the requirement for
the surveys, wa specifically invite
comments on this issue and on
alternative approaches.

Although not a subject of these
proposal regulations, the Department
has received a number of suggestions
regarding administrative mechanisms
for Medicaid prescription drug
reimbursement. The thrust of these
suggestions is to simplify administration
of the payment process through the use
of vouchers or other ingovative
mechaniams such as *“smart cards.” We
would encosrage States o usae the
flexibility accorded to them to develop
payment mechanisms with the potential
to simplify the administrative process,
while reducing potential fraud and

.abuse. We also encourage others to . -

further develop promising new
technologies for these purposes.

Discussion of Alternatives

A. Pharmacists’ Incentive Program
Alternative

The Pharmacists’ Incentive Program
(PhiP} would replace the Federai MAC
program. It is designed to encourage
pharmacists to be prudent purchasers of
drugs and to substitute less costly,
therapeuticaily equivalent drug products
(as determined by the FDA) for more
costly brand name drug products. PhIP
would accomplish this objective by
providing an economic incentive to
pharmacists to engage in product
selection.

Under PhIP, upper limits wounld apply
to muitipie source drugs which meet the
following requirements:

¢ All of the formuiations of the drog
approved by FDA have been evainated
as therapeutically equivalent in the most
current edition of their publication,
Approved Drug Products with
Therapeutic Equivalence Evaluations
(including supplements or any successor
publications).

* At least three suppliers advertise
the drug (which bas been classified by
the FDA as category “A” in the FDA's
Approved Drug Products with
Therapeutic Equivalence Evaluations,
including supplements or any successor
publications) in the most current edition
of the Red Book or Blue Book. The
purpose of the three supplier
requiremen’ is to ensure that the drug
equivalents are in fact widely available,

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

We would include the requirement
that drugs be therapeutically equivalent
as evaluated by the FDA. Specificaily,
we would require that the FDA has
rated the drug ins one of the “A"
categories representing therapeutic
equivalence. Such findings are currently
included in its publication, Approved
Drug Products with Therapeutic
Equrvalence Evainations (including
suppiemeats). We would use the FDA's
evaluations of therapeutic equivaiency
(category “A’") because the FDA has the
experience and expertise to make these
determinations, The FDA prepares these
evaluations to promote public sducation
in the area of drug product selection, to
advise State health agencies and
pharmacists in the administration of
drng product seiection laws, and to
foster containment of heaith care costs.
The pubdication is available on a.
subscription basis (stock #917-301-
00000-3) from the 3uperintendent of
Documents, U.S. Governmment Printing
Office, Washington, DC 20402

In a State using the PhiP wpper Hmits,
pharmacists would be encouraged to
purchase as prudently as possible
because. in additica 0 the dispensing
fee they receive under existing
reguiations, they would rstain the
difference between what they pay for
the drug product and the uoper limit of
payment established by HCTA ‘or the
particuiar drug. In essence, this wouid
be a prospective pricing system far
multiple source drugs.

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

-percentage of the least costly muitiple

source drug advertised in a specific
quartity ar yolume. The specific
advertised quantity we would use is 100
tablets or capsules, or the smallest
package size commonly advertised. In
the case of liquids, we would uss the
commorly advertised size. We wouid
use these measures because we
recognize that small pharmacies are
unable to stock large quantities of many
drugs. If a provider dispenses & drug in a
quantity smaller than 100 tablets or the
specific quantity upon which the PhIP
calcualtion was based, payment wouid
be made on a proportionate basis.

In determining the advertised price
and commonly advertised size of a drug,
we are proposing to use the Red Book
and Blue Boak. The Red Book and Blue
Book are annual publications that Lst
drugs and their wholesale prices. We
would use the Red Book and Blus Book
as our sources of drug costs because
they are widely recognized and
available nationaily. (These
publications are availabie from Drug
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Topics Red Boack. P.O. Box 553. Oradell,
New Jersey 076849 and from American
Druggist S/ue Sook. Hearst Corporation,
555 W 57th Street, New York. New York
10018). Although we have referred to the
Red Book and Blue Book in our
discuasions, we specifically invite
comments and suggestions on the use of
other nationally available sources of
drug costs.

Initially, we are proposing to set the
PhIP upper limits at 150 percent of the
lower of the Red Book or Blue Book
price for the least costly multipie-sourca
drug. We wouid set the mark-up to 150
percent {ar a slight different amount,
dependiag an public comment and
further anatyxisi in order to meet the
followmg two objectives: (1) That the
mark-wp be kigk enough to assure that
pharmacists cam porma ity obtain and
stock and equivalent prodact without
losmg money on acquisition costs of
incurring the expenss of department
from normal purchasing channels, and
(2) that the mark-ap wot be so hish as to
cost the Medicaid program unneceesary
money. ia other words, the 150 perceat
(or some aliernative such as 140 percent
of the average of the three lowest priced
therapeuticaily equivalent multipie
source drugs) is intended to balance the
interests of both pharmacists and the
government in achieving effeciency,
ecoromy and quality of care as
specified in secdon 1962(a}(20} of the
Act. When the PhIP formuia is appdied
to the lowest orice produc:s in the ded
Book or Blue Book, the pnarmacist can
choose among numerocus suppiier for a
drug. Purther, we beiieve the use of
advertised prices in either the Red Book
or Blue book would assure an adequate
payment amount because a range of
discounts are frequently availabie to
pharmacists to purchasse drug products
at prices lower than the advertised
price. Also, most of the multipie source
drugs under consideration for PhiP
limits are high volume drugs which
many pharmacists purchase in larger
package sixes {for examplie, bottles of
500's, 1000's or larger). When
pharmacists purcahse in these larger
package sizes, the per unit drug product
cost in lower, further providing the
pharmacist and even greater financial
incentive,

At the proposed upper limits for
multiple source drugs, pharmacists
would have the opportunity to seiect
among the products of several suppliers.
Based on a review of mricing pattermns
among suppliers of muitiple source
drugs using Red Book entries for drugs
for which there are three or more
therapeutically equivaient prodacts, we
found that there is a sizeable number of
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July 31, 1986

HOUSE VOTES TO SUPPORT
ITS APPROPRIATIONS COMMITTEE'S
REQUEST FOR MEDICAID DRUG VOUCHER

"Federal 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
budget request and an increase of 39,357,000 over the amount
avatiable for FY 1986. The funds recommended by the Committee
wiil support a staffing level of 3.757 tull-time-equivalents for fiscal
vear 1987, a reduction of 124 ¥TE’s from the number funded in FY
1986, The Committee has accepted this proposal based on the con-
vincing testimony of the Acting Administrator that this would
allow sufficient staff for program operations. This reduction will be
accomplished through attrition. _

Quring hearings on the FY 1987 budget request several witnesses
testified regarding the complexity and cost of administering the
prescription drug program under Medicaid. According to this testi-
mony, drug claims, which account for only 8 percent of program
duilars, account for more than 30 percent of all Medicaid paper-
work. Given the need to reduce the portion of Medicaid's budget
which s expended for administrative costs, the Committee believes
that HCFA should aggressively address this problem. Prior to its
hearing on the FY 1958 budyet request, the Committze will expect
to recerwve a report on the extent of the problem and on aiterna-
tives which might be tried in this area. These alternatives should
mnclude further expansion of electronic claims handling as well as
drug vouchers if cost effective. "

House Rept. 99-711, p. 106; [.R. 5233, making appropriations
for the Departments of Labor, Health and Human Services, and
Education, and related agencies, for the fiscal year ending
September 30, 1987. July 24, 1986
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- GOVERNMMENT AFFAIRS DEPARTMENT

Medicaid Prescription Drug Draft (Voucher) Program * L

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

id

of the program's staff pharmacists, investigators, clerical

personnel and prcgram administrator. Ccst 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 cr 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, 1s 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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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 extracrdinary awareness and front-end management
of an innovative bank draft syéiem 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
tc the pharmacy participants. Unlike focd stamps, potential
fraud was limited since it was only the pharmacist who had access
to the draft. When a patient, enrolled in the Medicaid program,
brought a prescription to the pharmacy, a plastic ID 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 the draft included the National
Drug Ccde (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
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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. 1Initially, 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 coculd be resubmitted. Any overpayment would héve 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. N
Statistical reports were generated which were used for the -
Medicaid Management Informaticn System (MMIS) and provided
marketing data to the Medicaid program director indicating drug
usage and dispensing patterns by provider and recipient.

Problems could be identified quickly, allecwing 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 prescripticn, this abuse of 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 eve&tual 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 théir 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, including 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
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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 depcsits 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. 1If 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.

Prcfessional Relations Representative Juana Negri has stated that
since she has been working with the pharmacy 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 deon'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 S50 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 professiocnal 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 prccessing, 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 pocpulation.

Benefit to the Taxpavers 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 wculd 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 inflaticn rate, the
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 P

Potential Savings in Administrative Costs

1985

Total Number of Medicaid 184,583,099
Prescription Claims
Processed for 1985

Current Service Charge $110,749,859
(S0.60 per claim) ’

Projected Drug Draft $36,916,620
Service Charge
($0.20 per claim)

Porential Savings 72,833,240
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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 Medicaia
program added money. It is interesting to ncte that according to
the 1985 Lilly Digest, pharmacies on the whole made a net profit
of 3.1 percent. This same scurce indicates that only 1l 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 arecas of expense to be reduced which
have not been addressed before éttacking 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 particularly 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 utilizaticn reviews (DURs)
to be easily done by all state Medicaid prcgrams. This is an
important aspect of cost ccontainment, as seen with the DUR
program reported by the Virginia Medicaid prcgram which estimated
an annual savings of $409,000 per year from the preventicn cof 452
patients hospitalization. Currently, DUR is nct performed in all
state Medicaid programs since the necessary information is
unavailable from MMIS. It is this type of guality informaticn
that would allcow states, at a lccal level, tc determine
prescribing trends and identify other areas for potential ccst
savings.

Recommendation and Conclusion

It is recommended that a Medicaid Prescription Drug Draft
(Voucher) Program be adcpted 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 Naticnal 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 mcney 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 ID cards would ccmprise 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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SENATE BUSINESS & INDUSTRY,
EXHIBIT NO

Testimony of Byron E. Dodd DATE__od # 87

Pharmacist and Owner of BILL NO._ séé.:{os‘

Smith Drug Co., Missoula

FRESENTATION TO MONTANA SEMATE COMMITTEE OM RBILL 5205

This presentation is being made in support of bhill 8
205, which is before youw, because of the failure of the
present system to adeguately cere for the welfare recipient
and compensate the providers of service in a fair and
sconomical manner.

We have suggested to S5.R.E. on several occassions that
the type of program ocutlined in S203% be installed. Copies
of these suggestions and the reasons for them ares included
in the handouts to you. I will highlight aonly a few nof
these now, in the interest of time.

The number one reason for switching to the vaoucher
system is to save money, It has been demonstrated in two
other states, Alabama and Delawars, that saving of 50%, and
more were attained in the arsa of claims handling. We are
ot talking about nickels and dimes savings of tax dollars.

The second reason for worEing for this program reform
is to correct the State’s failuwre to properly pay for
gervices rendered in good faith. It 1 my contention that
the pharmacies of this state should not be expected to
csubsidize the welfars2 program out of their own pockets.

That is the situation rmow. T have here an example +from the
files of Smith Drug Co. This ie a print-out of the
prescriptions of the SRE ( or State of Montana ) has not
paid uwse for since June 15, 1985, It comes to £14,4614. This
is money owed to wus that undoubtedly will never be paid. We
cannot afford this kind of loss and should not have to
zustain 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 vou and should not be there, as they
might tie the hands of the administrators and miss some new
innovations that would help. Dne such new practice has 3
come to ouwr attention this weel. It has recently been
contracted for in New Jersev to combat some of the same
problems we face here. Bob Likewise has just testified
concarning this.

I zuggest that the Senate and/or House appoint an
oversight committes to work with SRE in implementing this
program Lo obtain the most savings poszible.

The current payment system loses too many prescriptions
thru 2 variety of errors. FEevpunch errors,.serors in
elegibility files, errors in national drug codes in the
state computer svstem, computer errors in isswing 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.
Yery much remains to be done and, gquite framkly, T can not
wait forever for help.



If vou have guestions, please call me at my store in
Missoula, or contact Bob Likewise here in Helena.
I ask vou to vote " DO FABE " on this legislation.

Thank You.



SMITH DRUG CO.
MISS0ULA MONTANA
MARCH 1986

FROFOSED MODIFICATION OF MEDICAID FPAYMENT FLAN

Thie sugqgestion is being made due to the total
inadeguacy 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. '

Thiz iz 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
e@limination of abuses.

Basically the program would operate similarly to the
tood 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
smnergency needs for chits would be reviewed by the nurse and
igsued in necessary amounts. This nurse would be attached
to the county health department with S5RE designated
anthorities 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:

1Y) The intake techniciane 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 svaluate 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 maaning 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 invoalved in about 254 of all case loads. Except in
Missoula county, there is no one on site to intercept and
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avaluate 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 supportes the
need +or changes.

3) Prescriptions would be paid for on an immedisate basis
arnd 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 ouws in pharmacy. This would aleviate the problems:
ineligible patient, " lost in system", duplicate and lost
prescription,and ad intinitum, with the present system which
must include key-punch errors that are not pharmacist
2rrors.

Doctor and dentist peer review programse would not be
interferred with since adeguate 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
dollarea. 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 guality of care these patients
need and deserve. The proper screening of applicants would
reducas operating expenses by an estimated 104. The costs in
the pharmacies of submitting, resubmitting, and resubmitting
again of claims for payment would be substantially reduced;
and as such thesse can be applied to savings in the program.

T3 As a check at the state level, the chits could have
on them the name of the drug dispensed and/or the guantity
without all the other information now reguired on medicaid
forms. This added information is of no valus to anyone but
the pharmacist filling the prescription, this is obvious
from the errors that are retwned to us.

The careful control of the paper work is a necescary
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 1t 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 ervrore, and these errors multiply.

&Y 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
zhould be explained to evervone®s satisfaction or penalties
assessed.

7y 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 protessional health care person, would help to
control drug dependency problems.

Drrug and alcohol abusers should be required to
participate in restorative programs as a prerequisite for
medical benetits. These programs should utilize blood and
wrine 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 instead of Ampicillin) than
the general population. This can be partially offset by the
professional reviewer reterring the client to the proper
specialty service on the first visit. The second szaving
would be the supervision of compliance and wutilization of
medications. An example of misuse I am talking about is the
purchass on medicaid of Nicorette every week for months, an
impossible use pattern. Other patients are unable due to
age or otbther incompetence to follow directions and therefore
do not recover as expected. Substantial savings can be
affected by this wpgrading of supervision and patient
caunseling 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 evervone of $3.75 plus the acguisition cost of the
medication. This plan would apply equally to independent,
chain store, hospital, nuwsing homes, Flamned Farenthood or
others who s=upply prescriptions to Medicaid patients.

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

Everyona would save many thousands of dollars by this
method. The proposed system would generate enough savings
from paper worlk, 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,

Doctore and dentists fees could be modified under some
similar system where they are guaranteed no losses, tho 1
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would not presume to try to tell them exactly how to
organize their pay schedules since I'm not familiar with
their problems. Equally I'm sure maior savings could be
accomplished if no losses are foreseen and cash flow is
improved diramatically.

10)Y 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
aobservationthat people use the emergency room when no
bhonified emergency sxists but for the sole purpose of
avoiding waiting in an MD's otfice for a standard
appointment time., The loss to Medicaid for each such visit
is approgimately $60.00, The screening by the professionals
at health centers would eliminate this abuse vet allow
bonofied emergencies be taken care of. I do not obisct to
nroper ER use, iust the blatant abuse thereof.

Other professions and organizations can, I am sure,
zuggest other areas of abuse, pisuse, and redundancies which
if eliminated, would save impoartnat 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,
Fharmacists, 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.
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SUGGESTION FOR INCLUSIONS IN MEDICAID REFORM BILL;

1. Eliminate contract processor of claims

Feason: a) divided responsibility - Lonstant passing
of  bhuck as to why payments are not made or not made on tims.
B not feasible to have - computer to access to state
computer, thersfore when patient files are missing or in
SO, it is impossible for contractor to obtain
information. One network of computers with county terminals
and access could eliminate several problems we sxperience
daily.
2. Eliminate duplicate effort in county and state levels
that are mersly reviews of paperwork which cost time and
emrve little purpose. Either a caseworker is competent or
is not. I+ the worker is competent give responsibility and
fire those that are not able to use discretion.
H. Review all requests for medications and professional
services by a professional before issuing avthorization for
ssistance, Eliminate (04 of all emergence room calls
corly bonified emergency room situations being paid for.
Routine medical ssrvices mugt e through a medical
practitioner during regular office hours.
4, fAdopt a policy of voucher payment of claims as the
fastest and least expensive melthod of pavment. Approximate
overall saving of 530% have besn achieved.
. Eliminate payvments for diet medications.
. Eliminas pavyments for OTD products.
. Froducts such s ostomy products (durable goods) would
e prace;qu o the same form and pattern as prescription
merchandil se. If it is necessary for budgestary purposes to

separate 1tem5 this can be done on the computer at state
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levael. I¥ Filling for Medicare was oproper then transfer to
Medicare at state level directly eliminating current delavs.
. Vouohers nesd to be dated and redesmable at local banks
{az are food stamps). UWe are suggesting that thess .D.ChEFE

zhould be presented to the bank for deposit rather tha
submitted to the state for redemption.

. Revisw via computer input on individual patient-basis for
impropsr odeoag wtilization. 2g9. multiple purchases from
several drugstores of controlled substances or other
medications for possible sale or abuse.

i, Installation of a negative formulary which would liet

h
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unapproved medications, ot products and diet pills as not
being pald for.
11. Establishment of a pesr review committes as arbitrator

when SHES has declined pavment and contesting 1s in order.
12, Bame peer review committees fto be empowered to examine
delavs in dealing wi+h obther problems that arise and be able
to communicate with legislative committees thalt are
established to watch the function of this edpensive
operation.

1Z. A1l claims remain active until decided for specific
reason to be accepted or denied.

4. All claims not paid in &0 days bear interest at
prevailing rate for commercial loans. This would include
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such iltems as vouchers returned or questioned or contested,
and claims for durable eqguipment that would necessitalte
zpecial handling! wheelchairs etc.).

15, Obtain a complete listing of NDC numbers instead of an
abreviated list as at present and be required to update the
price on at & maximum btime basis of & weeks after
manufacturer announces price change.

140 & pharmacist must be on hand to act as consultant for
work in progress.



SENATE BUSINESS & INDUSTRY
EXHIBIT NO. :

DAE____AL-4F7
Testimony of Mr. Carl Sivage BuLNQ_AélézL_g22§i;

Pharmacist and Operator of the
Medicine Shoppe, Missoula, MT

SEMATE 3

M. Chairman, and Membesrs of the Committes,

I am here to support S.8.-209 before vou.

Az a pharmacist pith welfare patients accounting for
approximately Cuwe o s o my business, I oam vitally
interested in improving a situwation that is presently
intolerable. Historically Medicaid was less of a problem,
but since the cwrent operators have taken over the program,
the situation has ssriously deteriorated. Substantial
losses ococur with =sach new submission of claims.

The price paid by Medicaid for medications is well
below what the general public pavs. Medicaid pays on a
basie of minimum cost avallable plus a dispensing fee which
does not cover the actual costs of Medicaid prescriptions
due to the extra paperwork involved. An additiornal price
discrepancy occurs because the State reguires an 11%W price
increase in ouwr cost before being adiusted in the system.
When this fact is added to the slow turn around time
involved, it placss a ssvere strain on accounts receivable
in any store. The wuse of vouchers will make enough
ditfersnce in cash +low to make it & practical account to
service., Withoul the initistion of vouchers 1t is
impractical to provide service to owr Medicaid cliesnts.

Many elderly as well as handicapped patisnts nesd the
browl edge acouired by the pharmacist from long term
familiarity with that patients problems. This iz a part of
the pharmacy picture that is not considered in conpensation
figures, and is ignored in most considerations of value
received.  Fersonal involvement with the individual is a
vital factor to properly regulate the patient s medication.
Therefore it iz important to ftheir healih that we be able to
continue to serve these patients. With the vouchesr system,
we are sure thie is possible. Without it , many of us will
be forced to drop Medicaid patients.
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