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PERFORMANCE AUDIT REPORT

DRUG ACQUISITIONS UNDER THE
MEDICAL ASSISTANCE PROGRAM

OBTAINING AUDIT INFORMATION

This audit was conducted by Mary Beth Green, and Cindy Lash, Senior Auditors,
and Jim Davis and Rakesh Mohan, Auditors, of the Division's staff. If you need any ad-
ditional information about the audit's findings, please contact Ms. Green at the Division's
offices.
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DRUG ACQUISITIONS UNDER THE
MEDICAL ASSISTANCE PROGRAM

Summary of Legislative Post Audit’s Findings

In 1987, the Department of Social and Rehabilitation Services began using a
contract system to help contain the costs of acquiring drugs for the Medical Assis-
tance Program. Under this system, a drug manufacturer agrees to provide a drug at a
specific price for the coming year. In return, the Department names that drug manu-
facturer as the sole supplier of the drug for the Program. The Department also limits
some drugs to single manufacturers without entering into contracts. This audit ad-
dressed legislative concerns about the effectiveness of the contracts and other limita-
tions.

How cost-effective is the Department of Social and Rehabilitation Services’
contract process for acquiring drugs for the Medical Assistance Program? For
seven drugs under the contract system or similar limitations during fiscal year 1989,
we estimated that drug costs between September 1988 and February 1989 were ap-
proximately $230,000 less than they would have been without the contracts and limi-
tations. Three of the seven drugs accounted for about $222,300 (about 97 percent) of
the estimated savings. For the four remaining drugs, Program clients generally did
not purchase enough of the drugs or the unit cost was too low to allow for significant
savings. In these cases, the Department may have been able to achieve similar cost
savings by setting maximum reimbursement amounts rather than limiting reimburse-
ment to one brand of the drug. Further, we found that drug manufacturers’ apparent
lack of interest in participating in the contract system may have affected the amount
saved. Finally, the Department needs to improve procedures for monitoring the con-
tract rebates from manufacturers.

How has the Department’s drug acquisition process affected the people
involved? Medical assistance recipients who had taken the drugs under contract or
limitation, as well as physicians who had prescribed the drugs, generally reported that
the drugs were adequate to treat the appropriate medical conditions. Of 87 medical
assistance recipients who responded to our survey, only four reported negative side
effects from the contract or limited drugs. Further, almost three-fourths of the physi-
cians who responded to our survey said they were able to provide adequate medical
care to medical assistance recipients using the contract and limited drugs. We also
surveyed pharmacists who are responsible for dispensing the contract or limited drugs
to medical assistance recipients and found that the pharmacists generally did not like
the system. Their concerns, however, were business-related and generally did not in-
volve the quality of patient care. Three-fourths of the responding pharmacists indi-
cated that they have had to increase the size of their inventories to add the brands of




drugs selected by the Department. Further, the pharmacists reported that almost half
the medical assistance prescriptions brought into their pharmacies were for non-cov-
ered brands. When this occurred, most pharmacists indicated that they initially con-
tacted the prescribing physician to request a change to a covered drug.

We would be happy to discuss the findings presented in this report with any leg-
islative committees, individual legislators, or other State officials.

JAOH O (o
Meredith Williams

Legislative Post Auditor




DRUG ACQUISITIONS UNDER THE
MEDICAL ASSISTANCE PROGRAM

Since 1984 the Department of Social and Rehabilitation Services has placed
various limits on prescription drugs under the Medical Assistance Program. The Pro-
gram will not reimburse for certain categories of drugs, it will not reimburse for all
brands of certain drugs, and reimbursements for some drugs may not exceed estab-
lished maximum amounts. These limitations have been imposed as cost-containment
measures. '

As part of these cost-containment measures, in 1987 the Department began a
contract system for obtaining certain drugs. Under that system, a drug manufacturer
agrees to provide a drug at a specific price for the coming year. In return, the Depart-
ment names that drug manufacturer as the sole supplier of the drug for the Medical
Assistance Program. The Department awarded one such contract during fiscal year
1988 and six contracts during fiscal year 1989. Although no contracts have been
awarded yet for fiscal year 1990, the Department plans to use this contractual process
for more drugs in the future.

This contract system for acquiring drugs has generated controversy within the
pharmaceutical industry, including concerns about the cost-effectiveness of the pro-
gram. Legislation considered but not passed during the 1989 legislative session
would have prohibited the Department’s practice of limiting the drugs paid for under
the Program, including drugs limited through the contract system. To help address
legislative concerns in this area, the Legislative Post Audit Committee directed the
Legislative Division of Post Audit to conduct a performance audit of the Depart-
ment’s contract process for acquiring drugs. This audit addressed the following ques-
tions:

1.  How cost-effective is the Department of Social and Rehabilitation Services’
contract process for acquiring drugs for the Medical Assistance Program?

2. How has the Department’s drug acquisition process affected the people in-
volved?

To answer these questions, we interviewed officials from the Department of So-
cial and Rehabilitation Services and the Department of Administration’s Division of
Purchases. We also reviewed available records about the contract process and proce-
dures used to contract with individual drug manufacturers. For the specific drugs the
Department has used in its contract program, we analyzed and compared drug pur-
chases and costs before and after the contracts were implemented. We also surveyed
pharmacists, physicians, and medical assistance recipients to determine how the con-
tract system has affected them. Finally, we contacted officials from other states to de-
termine whether similar cost-containment measures were used in those states.




We found that the contract system appears be a cost-effective method for saving
money on drug acquisitions for the Medical Assistance Program. For the drugs under
contract, we estimated that drug costs for a six-month period after the contracts were
implemented were almost $230,000 less than they would have been without the con-
tracts. The contract system, however, has not saved the Department a significant
amount for each of the six drugs under contract. Rather, one of the six drugs con-
tracted for during fiscal year 1989 accounted for more than 68 percent of our esti-
mated cost-savings over the six-month period, and three of the six drugs accounted
for approximately 97 percent of the projected savings. Physicians who had pre-
scribed the drugs under contract, as well as medical assistance recipients taking the
drugs, generally reported that the contract drugs were adequate to treat the appropri-
atc medical conditions. On the negative side, pharmacists reported that the contract
system has increased both the number of drugs carried in their inventories and the fre-
quency of their contacts with prescribing physicians. These and other findings are
discussed after the following overview of drug acquisitions for the Medical Assis-
tance Program.
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Overview of Drug Acquisitions for
The Medical Assistance Program

The Medical Assistance Program is a State health program for people with low
incomes. The Program is administered by the Department of Social and Rehabilita-
tion Services and is funded by the State and federal governments. In fiscal year 1989,
the State provided about 45 percent of funds for the Program, and the federal govern-
ment provided about 55 percent.

The program pays for a variety of medical services, including inpatient hospital

‘services, skilled nursing facility services, physicians’ services, laboratory services,

and drugs. Many of these items, such as inpatient hospital care, are mandatory serv-
ices under federal laws and regulations, in that these services must be provided as a
condition of receiving federal funds. Other services, including drugs, are optional
services that the states may elect to provide. If a state elects to provide optional serv-
ices, it receives federal funds for the services and is required to follow federal regula-
tions for the optional areas. In 1989, all 50 states had Medical Assistance Programs
that included coverage for drugs.

The drug component of the Kansas Medical Assistance Program works much
like a private health insurance prescription drug program. A physician prescribes a
drug for a medical assistance recipient, and the recipient takes the prescription to a
pharmacy in the community. Before dispensing the prescription, the pharmacist ex-
amines the recipient's medical assistance identification card. In some cases, the re-
cipient is required to make a $1 co-payment for the prescription. The pharmacist then
sends a claim for the prescription to the Department of Social and Rehabilitation
Services through its fiscal agent, EDS Federal, Inc. After the claim is received and
processed, the Department reimburses the pharmacist. The pharmacist receives pay-
ment for the drug dispensed as well as a pre-established dispensing fee for each pre-
scription. The Program pays for prescription drugs as well as some non-prescription,
or over-the-counter, products. The Program only pays for over-the-counter products
if a physician has prescribed the product.

The Medical Assistance Program in Kansas spent about $27.4 million on drugs,
or pharmacy services, for recipients during fiscal year 1989. This amount represented
about 8.4 percent of a total of $325.4 million spent on the entire Program. According
to Department officials, the cost of pharmacy services has increased significantly dur-
ing the 1980s. Department records indicate that the program spent only about $16.2
million on drugs during fiscal year 1982. That amount was 7.8 percent of the $206.7
million spent on the Program in 1982. In other words, between fiscal years 1982 and
1989, total program expenditures increased 57.4 percent while drug expenditures in-
creased more than 69 percent.

To help contain the cost of drug acquisitions under the Program, the Department
uses various cost-containment measures. These include:




—covering some products for certain recipients only, such as antihistamines
only for recipients under 18 years

—limiting the maximum quantity of medication per prescription to a 100-day
supply to minimize waste

—requiring minimum quantities of certain drugs per prescription to minimize
dispensing fees

—requiring prior authorization for some products

—requiring a $1 per prescription co-payment for some recipients

—setting reimbursement ceilings for certain drugs

The Contract System Is Designed to Contain Costs
By Setting Predetermined Rates for Drugs on Contract

The contract system implemented by the Department during fiscal year 1988 is
one of the mechanisms used to set reimbursement ceilings. Under the contract sys-
tem, the Department selects a number of potential drugs for the contract program. The
Department gets advice on this selection process from its Drug Utilization Review
Committee. This eight-member Committee comprises physicians, pharmacists, phar-
macologists, and nurses under contract with the Department to evaluate recipient drug
use and to review new drugs for the Medical Assistance Program. After the Depart-
ment identifies potential drugs for the contract program, it invites drug manufacturers
to submit competitive bids for providing the drugs during the coming year.

After bids from drug manufacturers are received and evaluated, the Department
generally names the drug manufacturer that submitted the lowest qualified bid as the
sole supplier of the individual drug for the Program during the contract period. In re-
turn, the selected manufacturer agrees to provide the drug at a specific price per unit
during the contract period. By means of rebates from the manufacturer to the Depart-
ment, this unit price becomes the Department’s cost of the drug under contract. The
contracts usually cover drugs purchased during a one-year period.

When a physician prescribes a drug for a medical assistance recipient, the re-
cipient takes the prescription to a local pharmacy. The pharmacist dispenses the par-
ticular drug that is on State contract. The Department then reimburses the pharmacist
for the prescription, including a drug fee and a dispensing fee. This dispensing fee
varies from pharmacy to pharmacy but ranged from $2.79 to $5.26 during fiscal year
1989.

After paying the pharmacist, the Department submits a claim to the drug manu-
facturer for the difference between the amount paid to the pharmacist for the drug and
the contract price for the drug. Finally, the contracting manufacturer reimburses the
Department for that difference. The accompanying chart describes the drug selection,
contracting, and reimbursement process in greater detail.
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Drug Recommendation for the Contract Charge - Back Payment to SRS

Personnel from the Department of Social and Rehabilitation EDS Federal bills the contracting pharmaceutical
Services (SRS) or the Drug Utilization Committee company for the difference between the
recommends types of drugs to invite bids on for contract ] reimbursed amount (less the dispensing fee) and the
under the State's Medical Assistance Program. company's bid price. The pharmaceutical company
mails the reimbursement check to SRS.

\

Drug Selection for Bids Reimbursement to the Pharmacy

Personnel from SRS make the final selection of The pharmacy submits claims for drugs dispensed fo the
types of drugs for soliciting bids from manutacturers. patient; EDS Federal reimburses the pharmacy by sending
a State warrant which also includes a dispensing fee for

each prescription filled.

Invitation for Blds

\

SRS with the Division of Purchases invites pharmaceutical Use of the Pharmacy Program by the Reciplent
companies to bid for providing the selected

A physician writes a prescription for a patient (medical
assistance recipient). The patient takes the prescription to a
participating pharmacy. For the prescription to be paid for by
the Medical Assistance Program, the patient has to present

types of drugs under the Medical Assistance Program.

an identification card to the pharmacist. The pharmacist fills
the prescription. With some exceptions, the patient pays $1
copayment to the phamacist. if the drug on the prescription

Selectlon of a Pharmaceutical Company as a Sole

is not covered by the Medical Assistance Program, the
Source for the Type of Drug Being Contracted

pharmacist may call the physician who wrote the prescription
to see if the physician will change to a covered drug.
The pharmacist will not be reimbursed for drugs that
are not covered by the Program.

First, the Division of Purchases reviews the bids to see that
specifications are met. Then SRS reviews the bids and

selects a pharmaceutical company. Generally,

the lowest bid that meets the requirements specified by
SRS is selected to be on the contract. If there are no bids
for a type of drug, SRS decides which brand(s) will be
on the list based on the price and therapeutic specifications.

The Division of Purchases reviews SRS' selection process Communication With Participating
Physlclans and Pharmacles

of a pharmaceutical company to make sure that SRS met

purchasing requirements. SRS generally contracts with a SRS and its fiscal agent, EDS Federal, inform

company for one year, and the company becomes the sole participating physicians and pharmacies about which
source for the type of drug being contracted. drugs will be covered by the Program

A




The Medical Assistance Program pays for approximately 17,000 different
drug products, but only six drugs in eight different forms or strengths were un-
der contract during fiscal year 1989. Those six drugs are listed in the table below.

Contracts for Drugs Under the Medical Assistance Program

Fiscal Year 1989
Drug Use Strength and Form
Aluminum hydroxide Antacid for ulcers, etc. 320 mg/5 ml gel suspension
Cephalexin (a) Antibiotic for infections 250 mg capsules
500 mg capsules
Hydrochlorothiazide- Diuretic for high blood pressure 25/50 mg capsules
triamterene 50/75 mg tablets
Metolazone (b) Diuretic for high blood pressure 5 mg tablets (b)
Potassium chloride Treats/prevents potassium 10 megq capsules
deficiencies
Theophyliine Bronchodilator for breathing 80 mg/15 ml oral solution
problems

(@) This was the only drug under contract during fiscal year 1988. The 1988 contract was
with Lyphomed, Inc.; the 1989 contract was with Rugby.

(b)  The Department limited the 2.5 mg, 5 mg, and 10 mg tablets to one brand but only signed
a rebate contract for the 5 mg tablets.

The first drug listed in the table, aluminum hydroxide gel suspension, is an
over-the-counter product. The five remaining drugs contracted for during fiscal year
1989 are prescription drugs.

At approximately the same time the Department implemented the contract limi-
tations on the six drugs listed above, it attempted to limit four other drugs to a single
brand to be paid for under the Program because one brand was less costly than the
other brands. These four drugs were histamine H2 antagonists (histamine blocker to
treat ulcers), nifedipine (heart medication), nitroglycerin patches (heart medication),
and griseofulvin ultramicrosize (an antibiotic and antifungal medicine). For various
reasons, the limitations on three of these four other drugs were removed or altered
during fiscal year 1989. For the remaining drug, griseofulvin ultramicrosize tablets,
the Department limited Program reimbursement to a single brand during fiscal year
1989. The restrictions on this drug worked much like the contract limitations except
the Department did not receive rebates from the drug manufacturer.

To evaluate the cost-effectiveness of the Department’s contracting and limiting
procedures, the remainder of this report will focus on the six contracted drugs which
listed in the preceding table and the griseofulvin ultramicrosize tablets that the De-
partment selected for sole reimbursement for fiscal year 1989,




How Cost-Effective Is the Department of
Social and Rehabilitation Services’ Contract Process
For Acquiring Drugs for the Medical Assistance Program?

We found that the contract system appears to be a cost-effective method for sav-
ing money on drug acquisitions for the Medical Assistance Program. For the seven
contract and selected drugs, we estimated that drug costs for a six-month period dur-
ing fiscal year 1989 were almost $230,000 less than they would have been without
the contracts. The system, however, has not saved the Department a significant
amount for each of the seven drugs. In fact, only three of the six contract drugs ac-
counted for 97 percent of our estimated savings over the six-month period. For the
four remaining drugs, the Program generally did not purchase enough of the drug or
the unit cost for the drug was too low to allow for significant savings. We also found
that identifiable administrative costs of the contract and limitation system were not
significant. The largest administrative cost was a one-time payment of about $27,000
to EDS Federal, Inc., for development of an automated billing system for the rebates.

We determined that the contract system is similar to other measures used by the
Department to establish reimbursement ceilings for drugs. In some cases, the De-
partment possibly could have achieved similar cost savings by setting maximum re-
imbursement amounts for their contract drugs rather than limiting reimbursement to
one brand. Further, we concluded that the drug manufacturers’ apparent lack of inter-
est in participating in the contract program may have affected the amount saved. Fi-
nally, we found that the Department needs to improve procedures for monitoring the
contract rebates from the manufacturers. This is particularly important because the
Department plans to expand the contract system during fiscal year 1990 by including
more drugs for the Kansas Medical Assistance Program or by participating in a multi-
state contract system.

The Department’s Contract System Is a Cost-Effective Method
To Contain Drug Costs Under the Medical Assistance Program

For the drugs under contract or limited during 1989, we obtained cost and use
information for the appropriate drug categories during corresponding six-month peri-
ods both before and after the contracts or other limitations were implemented. Using
this information, we estimated the potential cost of drugs in each of the seven catego-
ries if the contracts and limitations had not been implemented. Those estimates al-
lowed for price changes from the earlier six-month period to the later six-month pe-
riod. We then compared these estimates to the actual costs of drugs under the con-
tract system to determine whether the contracts appeared to be cost-effective. We
also reviewed the prescription purchases after the contracts were implemented to en-
sure that the Department was reimbursing pharmacists only for the drugs under con-
tract, and we attempted to identify any administrative costs associated with the con-
tract system.

The contract system appeared to be cost-effective from Septemberv 1988
through February 1989, although cost savings varied significantly from drug to




drug. For the seven drugs, we estimated that the contract and limitation system saved
the Department approximately $230,000 from September 1988 through February
1989. The estimated cost-savings, by individual drug, are summarized in the table
below. The projected costs presented below include allowances for price increases
using the Medical Commodities Consumer Price Index produced by the U.S. Depart-
ment of Labor’s Bureau of Labor Statistics. To test the reasonableness of these pro-
jections, we also estimated potential cost savings using both the U.S. Department of
Commerce's Bureau of the Census Prescription Drug Consumer Price Index and an
index based on changes in the average wholesale price for the individual drugs.
While these latter two sets of indices could not be applied to all the drugs under con-
tract or selection, for the drugs to which they could be applied, the estimated cost sav-
ings calculated were very similar to the savings presented in the table.

Estimated Cost Savings By Individual Drug
September 1988 through February 1989

Estimated Cost Savings

Actual Projected Percent of Percent
Cost With Cost Without Projected of Total
Contract Contract Total Costs Savings
Contract Drugs
Cephalexin capsules $ 58,261 $ 214,553 $156,292 72.8% 68.3%
Hydrochlorothiazide-triamterene 68,435 116,358 47,923 41.2 21.0
capsules and tablets (a)
Potassium chloride capsules 14,134 32,190 18,056 56.1 7.9
Theophylline oral solution 792 4,184 3,392 81.1 1.6
Metolazone tablets 2,319 3,857 1,538 39.9 0.6
Aluminum hydroxide gel suspension 1,512 3,336 1,824 54.7 0.8
Limited Drugs (b)
Griseofulvin ultramicrosize tablets 3,561 3,740 179 4.8 0.1
Metolazone tablets (c) 3,320 2,863 (457) (16.0) (0.2)
Totals $ 152,334 $ 381,081 $ 228,747 60.0% 100.0%

(a) Between September 1988 and February 1989 the Department reimbursed pharmacists for about
$3,300 of a brand of this drug that was not on contract. According to Department officials, this
occurred because the non-contract brand was inappropriately included on a list of reimbursable
drugs that was distributed to pharmacies. The error has been corrected and the actual cost figures
presented here include the amounts spent on the non-contract brand.

(b) These are the drugs that the Department limited to one brand only but did not enter into contracts
with drug manufacturers. The Department did not receive rebates for drug purchases in these
categories.

(c) The Department had a contract with Pennwalt for metolazone 5 mg tablets only. The Department,
however, also limited Program reimbursement for the 2.5 mg and 10 mg metolazone tablets to the
Pennwalt brand.




As the table shows, the estimated cost savings for the drugs with contract and
other limitations amounted to $228,747 or 60 percent of projected costs without the
contracts or limitations. Individual drug cost savings ranged from a loss of 16 percent
of projected costs to a savings of 81.1 percent of projected costs.

The estimated dollar savings from the 1989 contract program were concen-
trated in three drugs. Cephalexin capsules accounted for more than $156,000
(about 68 percent) of our estimated savings over the six-month period. Two other
drugs—potassium chloride and hydrochlorothiazide-triamterene—accounted for
$65,979 (about 29 percent) of the estimated savings.

The remaining drugs accounted for less than three percent of our projected
savings. For both aluminum hydroxide gel suspension and theophylline solution the
Department appeared to have purchased fairly significant amounts of the drugs. The
average unit prices for these drugs, however, were significantly lower than the unit
prices for the three major savers. As a result, the Department only saved about
$5,216 on those two drugs. For the 5 mg metolazone tablets that were on contract,
the Department did not appear to have purchased enough of the drug to save signifi-
cant amounts. Based on the limited potential for savings, it appears that the contract
system may not be worth pursuing for drugs with such low dollar purchases.

Further, for the non-contract drugs, metolazone and the griseofulvin ultramicro-
size tablets, the Department’s decision to select a single brand for reimbursement did
not produce any significant cost savings. In fact, it appears that the Department may
have lost about $460 on the non-contract metolazone tablets.

Some of our estimated cost savings may have been realized even without
implementation of the contract-rebate system. Our analysis of the cost effective-
ness of the contract system presumed that, without the contract limitations, the De-
partment would have purchased the same brands of drugs during fiscal year 1989 as
they had before the contracts were implemented. Because new drugs are commonly
introduced in the pharmaceutical industry, the Department’s purchasing patterns may
not have followed these historical patterns. For example, before contracting for ceph-
alexin capsules the Department was paying almost exclusively for one particular
brand of such capsules. Since that time, numerous other manufacturers have started
distributing cephalexin capsules. Therefore, over time the Department’s purchasing
pattern may have changed and this may have affected overall drug costs even without
the contract system.

The contract system does not result in many additional administrative
costs. According to Department officials, the only significant administrative cost of
the contract program was a one-time payment of $27,210 to EDS Federal for produc-
tion of the automated system to bill drug manufacturers for the refunds. The federal
government supplied funds for 90 percent of this charge and the remaining 10 per-
cent, or $2,710, was paid with State General Fund money. Although staff at the De-
partment and at the Department of Administration’s Division of Purchases review all
the contract documents, contract monitoring has simply been added to the existing




A Typical Example of a Medical Assis-
tance Prescription

Before the contract drug program was
implemented, John Smith (a hypothetical
medical assistance recipient) obtained a pre-
scription for 30 cephalexin 250 mg capsules
(most likely a brand called Keflex) from his
physician. John Smith took his prescription to
his neighborhood pharmacy. The pharmacist
dispensed the prescription as it was written by
the physician. The pharmacist then sent a bill
to the State for reimbursement. The State re-
imbursed the pharmacist approximately $19 for
the drug. The pharmacist also received a dis-
pensing fee of about $4.

After the contract drug program, if John
Smith took his prescription for 30 cephalexin
250 mg capsules to his neighborhood pharma-
cist, the pharmacist would first check to see
what brand of cephalexin capsules were cov-
ered by the Program. If the prescription was
written for the brand under contract or allowed
for substitution, and the pharmacy carried that
brand of cephalexin, the pharmacist filled the
prescription. If the prescription was not written
for the contract brand and did not allow for
substitution, the pharmacist would:

» call the physician who wrote the pre-
scription and ask him/her to change the pre-
scription to a covered drug; or

+ tell John Smith that his prescription is
not covered by the Program and he will have
to pay for the medication.

The pharmacist then sent a bill for the cov-
ered prescription to the State for reimburse-
ment. The State reimbursed the pharmacist
approximately $13 for the drug and also paid a
$4 dispensing fee. The State then billed the
drug manufacturer for the difference between
the contract price of $6.30 and the $13 paid to
the pharmacist. Finally, the manufacturer sent
a check for that difference to the State.

staff’s responsibilities. According to De-
partment personnel, no additional staff
members have been added because of the
contract system.

Although the 1989 contracts have
expired, the Department has continued
to limit reimbursement in the contract
categories to those drugs previously on
contract. The six contracts discussed in
this audit were finalized in May 1988, and
were to be effective from May 1988
through April 1989. Because time was
needed to notify physicians and pharma-
cists about the contract drugs, the Depart-
ment actually began limiting reimbursable
drugs to those on contract on July 1, 1988.
Although the contracts expired on April
30, 1989, the Department’s list of reimbur-
sable drugs in the contract categories is
still limited to those drugs on contract dur-
ing fiscal year 1989.

The Contract System Is Only One of
Several Measures the Department Uses
To Establish Reimbursement Ceilings

In addition to placing drugs on con-
tract, the Department has other reimburse-
ment ceilings it uses to limit drug costs.
For all drugs covered by the Program, the
Department sets maximum amounts that it
will pay pharmacies. These maximums
are called estimated acquisition costs.
Also, the Department has established
maximum reimbursement amounts for cer-
tain drugs that are available from more

than one manufacturer. Finally, the federal government has set maximum reimburse-
ment amounts for about 400 drugs. When pharmacies submit claims for prescrip-
tions, the Department reimburses them based on the lower of the applicable State or
federal ceilings or the pharmacies’ actual charge.

The principal difference between reimbursing pharmacists under the contract
program or based on one of the State or federal reimbursement limitations is in who
bears the primary responsibility for keeping costs down. Under the contract system,
it is the drug manufacturer who agrees to provide drugs at a specific price. For the
other reimbursement limitations, it is the pharmacist who must obtain drugs for the
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least amount possible so that the reimbursement the State pays will cover his or her
actual cost. However, even for the contract drugs, the Department will not reimburse
pharmacists for more than the predetermined estimated acquisition cost.

Factors Outside the Department’s Control May Affect
The Savings Realized Through the Contract System

During our examination of the contract process we noted that a limited number
of drug manufacturers responded to the Department’s invitation for bids to supply
drugs for the Medical Assistance Program. Drug manufacturers only bid on eight of
47 products for which bids were invited for fiscal year 1989 contracts. In those eight
instances, the Department received only one or two acceptable bids per product. For
17 of the 47 different products, no bids were received. For 20 other products, the bids
received were not acceptable because the bidding manufacturer had a history of poor
performance on State contracts, required that the drugs be delivered directly to the
State, specified that their prices were subject to change during the year, or did not
provide a discount. Bids on two remaining products (artificial tear solution in two
sizes) were initially accepted by the Department, but the company subsequently with-
drew its bids. This relatively poor response rate limited the number of drugs con-
tracted for and, therefore, limited any cost savings from the drug contracts.

The Department’s experience in this
area differs significantly from the bid ex-

perience of the Statewide contract for Attorney General Opinion Indicates
drugs used by the State mental health hos- Tvr\1,at tlheSCon'tr a‘i{ Ptf;)gr am Pr ltlabably
pitals and the University of Kansas Medi- ould Survive Antitrust Challenge

cal Center. For about 20 years, pharma- Questions have been raised about whether
ceutical manufacturers have been invited | the Department of Social and Rehabilitation

to submit competitive bids for drug prod- Services’ contract program violates antitrust
laws. To resolve these questions before ex-

ucts used in these institutions. ~ For the | tending the program for another year—and be-
most recent Statewide contract, drug | fore attempting to expand the program to in-
manufacturers were invited to Submit bids Clude addltlonal States—the Depal’tment SOUght

. . an Attorney General’s opinion regarding the le-
on approximately 3,000 different products. gality of the program. g

Personnel from the Division of Purchases The June 1989 Opinion indicated that the
estimated that an average of four to six | contract program does not represent a per se

: . violation of antitrust laws. The Opinion stressed
bids were submitted for each product. that unknown factors such as geographic area

covered, relevant market share and market
Under the most recent Statewide | power, and each participating state’s enabling

contract, for example, 13 bids were sub- legislation could affect the legality of the pro-
3 b
. « 1 . gram.
mitted for providing 250 mg cephalexin However, according to the Opinion, if the

capsules (in quantities of 300) to State in- | program is conducted in a manner that makes
stitutions.  For its fiscal year 1989 con- | the market more rather than less competitive,
tracts, the Medical Assist P and does not allow one manufacturer to unlaw-
racts, the Viedical ASSIStance rrogram re- | gy nosses market power to the exclusion of its
ceived only two bids for providing 250 mg | competitors, then it should survive an antitrust
cephalexin capsules (in quantities of 100), | challenge. Further, even if the program does

: _ | violate antitrust laws, governmental immunity
and one of those two bids was not ac may still allow the Department to take part in

cepted because the manufacturer had a his- | the program if specific legislative authority is
tory of poor performance on the Statewide | provided.
contract.
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The Department Needs to Improve Procedures For
Monitoring Contract Rebates from the Drug Manufacturers

After pharmacies are reimbursed for dispensing the contract drugs, the Depart-
ment’s fiscal agent for the Medical Assistance Program submits a bill to the drug
manufacturer for the difference between the amount paid to the pharmacies and the
cost specified by the contract. The drug manufacturer then sends a check directly to
the Department for the rebate amount and sends a photocopy of the check to the fiscal
agent.

For the drugs under contract during fiscal year 1989, we found that the Depart-
ment did not receive copies of the bills sent to the manufacturers by the fiscal agent.
As a result, the Department could not track whether all manufacturers were reimburs-
ing the program as specified by the contracts. In reviewing their records in October
1989, Department staff found that one drug manufacturer had not mailed $1,342 in
rebates as required by the contract. Department personnel could have been aware of
this problem at an earlier time if they had received and reviewed copies of the in-
voices sent to manufacturers and matched rebate checks to those invoices.

The Department Plans to Expand the Contract System
During Fiscal Year 1990

Although the Department has not yet entered into any contract with drug manu-
facturers for fiscal year 1990, it does plan to expand use of the program. The Depart-
ment is currently considering two options for expanding the program and as of Octo-
ber 3, 1989, had not finalized its plans. The two options are to invite drug manufac-
turers to bid on a list of about 150 drug products for the Kansas Medical Assistance
Program or to enter into a multi-state contract program with medical assistance pro-
grams from several other states. According to Department officials, officials from
more than 20 other states have expressed interest in a multi-state system.

This information was supported by out-of-State officials we contacted during
the audit. We called officials in a sample of eight other states to identify cost-con-
tainment measures used for other medical assistance programs. The eight states were
Arizona, California, Colorado, Missouri, Nebraska, Oklahoma, Texas, and Georgia.
Although seven of these eight states had considered using a contract-rebate system to
purchase drugs, none had actually implemented a program. Officials in Georgia re-
ported that they recently tried to obtain bids on 80 different products but no manufac-
turers submitted bids.

The only other state that had taken any action was California. During the last
legislative session, staff of the California Medical Assistance Program supported leg-
islation that proposed refunds from drug manufacturers but the legislation was not
passed. California officials are currently exploring the possibility of obtaining rebates
from drug manufacturers on a voluntary basis. Actual cost-containment measures
used by the other states we contacted are summarized in Appendix B.
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Conclusion

The Department of Social and Rehabilitation Services’ contract sys-
tem of acquiring drugs for the Medical Assistance Program appears to be
one cost-effective way to contain Program costs. The Department also
uses other similar methods to establish reimbursement limits for some
drugs. Our findings suggest that the Department should seriously consider
pursuing contracts or other reimbursement ceilings for more drugs used by
medical assistance recipients. In doing so, the Department should con-
sider total potential savings for the individual drugs when deciding
whether to use contracts or other reimbursement ceilings. Some drugs,
particularly those that are inexpensive or infrequently used, are not ideal
for the contract program. Further, when the Department does not sign a
contract to obtain a specific drug at a fixed price, it appears that limiting
the drug to one single brand is not always cost-effective. In those cases,
the Department should consider establishing reimbursement ceilings
whenever such ceilings would result in significant savings.

Recommendations

1. To maximize the cost-effectiveness of the contract drug program, the
Department of Social and Rehabilitation Services should:

a. select individual drugs for the contract program with significant
potential for cost savings.

b. consider using reimbursement limitations other than the contract
program for drugs it reimburses in relatively low amounts.

2. The Department should consider the potential for cost savings before
limiting any non-contract drugs to a single brand.

3. To ensure that all rebates from drug manufacturers are received by the
State, the Department should improve procedures for monitoring re-
bates. As part of these improved procedures, Department personnel
should receive and review copies of invoices prepared and mailed by
its fiscal agent and should compare rebates received to the invoice
amounts. :
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How Has the Department’s Drug Acquisition Process
Affected the People Involved?

Concerns have been expressed that the quality of patient care suffers when re-
strictions are placed on the number or types of drugs that are covered by the Medical
Assistance Program. Further, if needed drugs are not covered under the Program,
there are concerns that patients’ conditions might worsen, thus requiring more expen-
sive treatment such as inpatient hospitalization. In other words, while fewer restric-
tions on drug coverage may increase the costs of the drug portion of the Program,
overall costs are reduced because drug therapy is less expensive than many other
forms of treatment.

The limited scope and time-frame of this audit did not allow us to fully address
all aspects of this issue. However, we reviewed available studies about restrictions in
drug coverage and found that they did not provide quantifiable evidence of increases
in more expensive types of treatment. The studies noted the concern about this from
health providers, but indicated that isolating the factors necessary to make the direct
connection has not yet been done, and that it would be extremely difficult to do so.

We attempted to assess this issue for the drugs the Department placed on con-
tract or limited by surveying medical assistance recipients and physicians. Both
groups were asked about medical complications or negative side effects caused by the
contract drugs. We also asked physicians about the overall quality of care they were
able to provide to medical assistance recipients in light of Program restrictions.
Medical assistance recipients taking the drugs, as well as physicians who had pre-
scribed the drugs under contract, generally reported that the contract drugs were ade-
quate to treat the appropriate medical conditions. Physicians only seemed to have
problems with one of the contract drugs—theophylline oral solution. These problems
will be discussed further in the section of the report that summarizes the physicians’
survey.

We also surveyed pharmacists who participate in the Program to determine what
effect the contract system has had on their businesses. They reported that the contract
system has increased the number of drugs they must carry in their inventories and
their need to directly contact prescribing physicians.

Medical Assistance Recipients and Physicians
Reported That the Contract Drugs Were Available and Adequate

To determine how the Department’s drug acquisition process has affected the
quality of care for medical assistance recipients, we surveyed recipients and physi-
cians who prescribed the contract drugs. We surveyed medical assistance recipients
who, according to Department records, had received a prescription for one of the con-
tract drugs in the past six months. The physicians we surveyed were selected at ran-
dom from Department lists of providers who participate in the Medical Assistance
Program. We asked both groups questions that related to the quality of care provided
to medical assistance recipients as a result of the Department’s drug restrictions.
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We also asked recipients if they had

experienced any problems with getting Not All Forms and Strengths
physicians to prescribe the drugs paid for of Contract Déug? W?re Placed On
ontrac

by the Program or with finding pharmacies

that carried the contract and limited drugs. Many different drugs are available in a wide

variety of forms and strengths. The same drug
We sent surveys to 350 medical as- | may be manufactured, for example, as tablets,

. s . capsules, or a liquid. Also, a drug may come in
sistance recipients and received 87 usable relatively smaller/weaker or larger/stronger dos-

surveys for a response rate of about 25 | age sizes. For example, acetaminophen is
percent. We also surveyed 400 physicians | available in a wide variety of forms and
and received 56 usable responses for a re- | Sirengths, such as: 80 mg/0.8 mi liquid; 80 mg

chewable tablets; 325 mg and 500 mg tablets;
sponse rate of 14 percent. The response | and 120 mg, 325 mg, and 650 mg supposito-
rates from both of these surveys were rela- | ries.

tively low. The findings below should be The same is generally true for Department’s
d with this i ind contract drugs. However, not all forms and
read with this in mind. strengths of these drugs were placed on con-
tract. For example, cephalexin is .available in
In general, recipients reported few 2510 mc? ;gg 50(;5”19 lC?pS_léleSB atnd Ir|1 1 t?F15 mg/5

. . . . ml an mg/5 ml liquids, but only the cap-

problems with negative reactions (')I‘ §lde sules are on contract. In another example,
effects from the contract and limited theophylline, is available in 100 mg, 200 mg,
drugs. Of the 87 respondents, only four | and 300 mg tablets as well as an 80 mg/15 ml

: : liquid, but only the liquid is under contract. The
reported some type of negative side effect. Program will reimburse for several brands of

Those fou.r individuals re'por'ted that they | the non-contract forms and strengths of cephal-
had experienced a rash, dizziness, nausea, | exin and theophylline.

and hyperactivity as a result of taking the
type of drug on State contract. Three different drugs were involved in these cases.
Accordingly, the side effects reported did not point to a problem with any particular
drug.

Recipients also reported no significant problems in finding pharmacies that car-
ried the covered drugs, but almost one-fourth said that they had problems getting their
physicians to prescribe the brands covered by the Program. Most of those who did
have problems, however, were able to get their prescriptions changed to covered
brands with a call from the pharmacist to the physician. Four of the 87 recipients re-
ported having to pay out-of-pocket for their medications, and only one reported hav-
ing to get along without needed medication. Appendix C includes a list of comments
made by recipients who responded to our survey.

In general, physicians reported that restricting some drugs to a single
source under the contract program still allowed them to provide adequate medi-
cal care to their medical assistance patients. About 74.5 percent of the responding
physicians said that they were able to provide adequate medical care to their medical
assistance patients using the Program’s contract and limited drugs. A total of seven
physicians, or 13.7 percent of those responding, said the quality of therapy provided
by the contract or limited drugs was not adequate.

Another six physicians who said they were not able to provide adequate care
under the Program’s restrictions cited more general problems such as lack of trust in
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generics generally, frustration at the program restrictions; and concern about com-
plete elimination of payment for certain classes of drugs. These remarks generally
did not specifically concern the contract or limited drugs. Appendix D presents some
of the comments made by physicians who completed our survey.

Physicians reported that most of the individual contract drugs they pre-
scribe were of adequate or excellent quality. Only two drugs—theophylline oral
solution and hydrochlorothiazide-triamterene—were reported as being inadequate by
more than one physician each. Five of the 27 physicians who said they commonly
prescribe theophylline, or 18.5 percent, said the drug on State contract was inade-
quate. In particular, the physicians did not think the oral solution of theophylline was
desirable—particularly for the treatment of children. The problems cited were: large
doses of it must be given at frequent intervals; it has poor taste; and it too often
causes vomiting. It should be noted that other forms of theophylline, including ones
better suited to children, are covered under the Program.

Four of the 31 physicians who said they prescribe hydrochlorothiazide-triamter-
ene, or 12.9 percent, said that it was inadequate. Problems cited with this drug were
that it does not act predictably and that it was not effective.

In General, Responding Pharmacists Did Not Like
The Department’s Drug Restrictions and Indicated That
Such Restrictions Had a Negative Impact on Their Businesses

To determine the effect of the Department’s drug acquisition process on phar-
macists, we mailed surveys to a sample of 100 pharmacists who participate in the
Medical Assistance Program. We received 40 usable responses, for a 40 percent re-
sponse rate. The pharmacists generally did not like the contract program, but their
problems were business-related and generally did not involve quality of patient care.
Some of the comments made by the pharmacists are summarized in Appendix E.

Pharmacists reported that they had to increase the size of their inventories
as a result of the department’s drug restrictions. Three-fourths said that they had
to increase the size of their inventories to add the brands of drugs selected by the De-
partment. In other words, the pharmacists were purchasing the drugs under State con-
tract in addition to the brands they already carried.

None of the contract drugs was carried by all responding pharmacies. The
most popular drug was the contract brand of cephalexin. It was carried by more re-
spondents than any of the others—39 of the 40 pharmacists reported that they carried
it. However, although virtually all reported that they carried the contract brand of
cephalexin, only 15 said they would carry that brand if it were not the only one on
contract. :

The contract drugs carried by the fewest number of respondents were theophyl-
line and aluminum hydroxide with only seven respondents each. In addition, for both
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of these drugs, five of those seven said they would not carry these brands if they were
not the only ones covered.

Respondents reported that nearly half the medical assistance prescriptions
brought into their pharmacies were for non-covered products. In other words,
the prescriptions written by physicians were not for the drugs on the State contract or
otherwise limited or did not allow substitution of the drug on contract. When this oc-
curred, most pharmacists indicated that they initially contact the prescribing physi-
cians to request a change to a covered drug.

Several respondents indicated that many of the burdens of the current sys-
tem would be relieved if the Department would set a maximum reimbursement
amount for specific drugs instead of contracting for one particular brand. We
provided space on our survey for pharmacists to make any additional comments they
had about the Department’s contract program. Six of the 28 who provided additional
comments specifically indicated that maximum reimbursement ceilings would be bet-
ter than the contract program. Such maximums, they said, would serve the purpose of
keeping drug prices down, while allowing individual pharmacists to exercise their
professional discretion and business judgment in deciding which brand(s) of covered
drugs to carry. :

Conclusion

Despite some reservations by a few of the responding physicians,
neither medical assistance recipients nor physicians who prescribed the
contract drugs reported significant quality-of-care problems as a result of
the Department’s contract restrictions. Pharmacists reported that the De-
partment’s restrictions have a negative impact on their businesses. The
principal burdens are the result of having to add items to their inventories
that they would not otherwise be carrying and having to contact physicians
to request changes in prescriptions to brands reimbursed by the Medical
Assistance Program.
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APPENDIX B

Cost Containment Measures Used In Other States

To determine what measures other states use to contain drug costs in their medical
assistance programs, we conducted a telephone survey of state Medicaid drug program
personnel in eight other states. The measures they said they use are summarized in this
appendix. The cost containment measures used in Kansas are presented in the body of
the report on pages three and four.
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Arizona...

California...

Colorado...

Georgia...

Missouri...

COST CONTAINMENT MEASURES

* is a Medicaid demonstration project. In Arizona, recipients are enrolled in an
existing Health Maintenance Organization or other pre-paid health plan, Drug
coverage is the responsibility of each plan. Each participating plan has its own
restrictions and guidelines. Rates for each plan are competitively bid each year.
The state monitors recipient services, but applies no additional controls or
limitations.

* has instituted reimbursement ceilings for certain drugs and follows applicable
federally mandated ceilings.

 reimburses at the direct price for drugs from 12 major pharmaceutical
manufacturers and at average wholesale price for other manufacturers. Officials
said this will soon be changed to average wholesale price minus five percent.

* the state will pay no more than three claims per 75 day period, and requires that
prescriptions be for a 100 dose minimum supply, for many maintenance drugs.

* limits the number of different types and brands of drugs it covers. That is,
they have a “restricted formulary.”

» is exploring the possibility of voluntary rebates from manufacturers who ask to
have their single source drugs covered under the state’s plan.

* has instituted reimbursement ceilings for certain drugs and follows applicable
federally mandated ceilings.

* has a restricted formulary. Prior authorization is required for any drug not on
the formulary.

* requires that prescriptions be for a 100 day minimum supply for maintenance
drugs.

e requires recipients to make a co-payment.
* pays low dispensing fees to pharmacists, according to state officials.
* uses direct price plus 18 percent as the basis for reimbursing claims.

* uses average wholesale price minus 10 percent as the basis for reimbursing
claims.

* restricts reimbursements to one supplier for one price per drug, on selected
drugs.

» restricts all ulcer and arthritis therapy drugs to 90 days. Written justification
must be provided for longer periods. Beginning in 1990, generic arthritis drugs
will be reimbursed.

* has instituted reimbursement ceilings for certain drugs and follows applicable
federally mandated ceilings.

+ reimburses at the direct price for drugs from nine major pharmaceutical
manufacturers and at average wholesale price for other manufacturers.
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Nebraska...

Oklahoma...

Texas...

COST CONTAINMENT MEASURES

 pays low dispensing fees to pharmacists, according to state officials.

* has a limit of five prescriptions per month for recipients, except for certain
maintenance drugs.

* has arestricted formulary.
* requires recipients to make a co-payment.

* has instituted reimbursement ceilings for more than 100 drugs and follows
applicable federally mandated ceilings.

» reimburses over-the-counter drugs at generic prices, when there are generic
equivalents.

 reimburses at the direct price for drugs from 8 to 10 major pharmaceutical
manufacturers, and at the lower of average wholesale price minus 8.71 percent or
wholesale acquisition cost plus 12.52 percent for other manufacturers.

« lowers its dispensing fees paid to pharmacists if they are accepting lower fees
from a third-party provider, such as Blue Cross and Blue Shield.

* requires recipients with a history of physician- or drug-hopping to use only
one physician and one pharmacy.

» conducts drug utilization reviews.
* does not cover muscle relaxants and many injectable drugs.

* has instituted reimbursement ceilings for certain drugs and follows applicable
federally mandated ceilings.

* recipients are limited to three prescriptions per month, except nursing home
residents who may have five per month.

* bases reimbursements on average wholesale price, and will soon amend that to
average wholesale price minus some as-yet undetermined percentage.

* requires recipients to make a co-payment.

* is starting a “re-education program” for physicians and pharmacists through
their professional organizations urging them to use less expensive drugs.

* has instituted reimbursement ceilings for certain drugs and follows applicable
federally mandated ceilings.

» bases reimbursements on the lesser of average wholesale cost minus 10.49
percent or direct price plus 12 percent. The state pays direct price for drugs that
pharmacists purchase from manufacturers.

* recipients are limited to three prescriptions per month.

23.







APPENDIX C

Selected Comments from Surveys of
Medical Assistance Recipients

Of 350 surveys mailed to medical assistance recipients, we received 87 usable
survey responses. Following are some of the comments from recipients regarding
the program of restricting drugs to a single source:

"With allergies the medicines seem to lose effectiveness after a certain length of
usage. The medicines are rotated - - most of them are not covered and very expensive
for someone on a budget."

"I don't think this should be done unless this is the only one that works all
right. The single only brand might not be at every drug store or town, presenting a
problem for someone."

"I am paying for all of my medicine out of my pocket."

"But some drugs aren't covered and this causes a lot of trouble like I can't pay
and so on. So I do without and wind up in the hospital... the Department pays more
in the long run.... It is nonsense."

"It seemed to take for ever to clear up the problem."

"I took the prescription to Wal-Mart.. They didn't have it in stock. They called
3 other pharmacies in Parsons to see if the others had any in stock; none did.
Wal-Mart ordered it; it took 5 days."

"The pharmacy didn't tell me it wasn't covered. I do without if I know."

"I feel the doctors are prescribing the medicine and should not have to worry
about which drug is covered. Because some drugs are better than others and doctors
are aware of this."

"My prescription drug bill is extremely high because I take some medications
that are not covered by Medicaid and am on a very limited income and cannot pay the
drugstore all of this, so consequently I am not able to take the necessary medicines
which my doctor has prescribed for my heart condition."

"K-Norm caps are big and hard to swallow (try them). I have stopped taking
Potassium pills. When I can pay for them I take K-Tabs and pay for them."

"I'wish they would pay for all medications pertaining to hypertension and heart
ailments. I'm 78 years old and can't afford to take the drugs prescribed to help keep
me alive,"

"Inoticed I would feel sleepy after I took it at lunch. I've always wondered if
the generics were as good as original brand."
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APPENDIX D

Selected Comments from Surveys of Physicians

Of 400 surveys mailed to physicians, we received 56 usable survey responses.
Following are some of the physicians' comments regarding the program of restricting
drugs to a single source:

"I think overall the Department is doing an effective job in supplying brand line
of medications and in reimbursement to physicians."

"Cost effectiveness should be the primary concern as long as patient care is not
compromised. These restrictions have not compromised my patient care."

"Yes I think you should get the best quality drug at the best price."

"I applaud it as a tax payer.... As a physician I can work within this. If I feel
that a particular drug is necessary (if it is not on the Department's formulary), I will
contact the Department.”

"I have no problem restricting drugs to a single source.... However, you have
to convince we physicians that the generics are equivalent. In light of the recent
revelations, I am even more worried about bio-inequivalence. Simply that x is the
same as y is not enough. We are trained to look past the surface and would like to
see summaries of the actual studies that SRS uses to determine that a single source
will be selected.... Generic companies have sold themselves to patients but they have
to convince we doctors also."

"I think it's a dangerous precedent and wish that great discretion be used in
future decisions along this line."

"If a patient is unable to tolerate the drug from your sole source -- in order to
obtain another drug -- the added paper work at times becomes time consuming and
intolerable."

"As in national press (it) leads to scandal, pay offs and shoddy practices."
"I want to have more flexibility in some cases. Seems arbitrary."

"The emphasis tends to be on adult dosage forms. The inability to prescribe
certain brands of sustained release theophylline may limit the quality of medical
control in some asthmatics."

"Theophylline oral solution is not keeping up with the times. I do not
understand their reasoning. Please explain, especially in the light of current 'generic
fraud' in the news media.”

"In general I think what was done makes sense. However, a drug such as
Theophylline is too potentially toxic and the physician must have confidence in the
product.... When dosage is important the physician should first be reassured such a
drug is equivalent in vitro and stable over a suitable time such as three months in the
same environment."”
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APPENDIX E

Survey Comments of Participating Pharmacists

Of 100 surveys mailed to participating pharmacists, we received 40 usable
survey responses. Following are some of the pharmacists' comments regarding the
program of restricting drugs to a single source:

"I have no objection to the Department's MAC (maximum allowable cost)
pricing. Ido feel manufacturer selection should not be the choice of SRS. This use
of single manufacturer product selection limits the pharmacy to maintaining a
duplicate inventory if the manufacturer is not used on private pay prescriptions."

"EDS telephone response to questions as well as SRS is ridiculous. You can't
get a decent answer -- they don't care. (The) phone can ring 60 times and you talk to
six people and still not (get) a reliable answer."

"I am very much opposed to this program. Even though, so far, I have not had
many problems with this program, it is not right in a free country for independent
businesses to have their policies and buying patterns dictated by a government
bureaucracy. The whole program appears to be headed toward socialized medicine."

"This program is a fine idea, but not all pharmacies buy direct from the
companies which get the bid on some of the products...."

"The restriction of some drugs to a single source is slightly ridiculous as many
of the drugs have multiple sources, many times much less expensive than the single
source drug! There should be a monetary limitation placed on these drugs with the
pharmacist making the choice as long as it meets the monetary criteria.”

"In reality the program has made some hardships on patients, doctors, and
pharmacists. Limiting product selection can in the end result in higher costs for the
State and taxpayers who are bearing the burden...."

"My feeling is that it would be far smarter to MAC (set a maximum allowable
cost for) these products and let the pharmacists decide what should be dispensed
within those cost restraints...."

"I find it most uncomforting that the State arbitrarily and capriciously has
usurped my professional discretion as to selection of brand use -- particularly in light
of recent revelations in the press regarding FDA (U.S. Food and Drug
Administration) officials and some generic drug manufacturers."

"... Medicaid doesn't pay enough and I'm stocking merchandise that I normally
wouldn't."

"It makes it very difficult to keep up with what is covered as well as time
consuming to call the doctor and explain the situation. I certainly hope this is cost
effective for the Department. However, I have my doubts."

"I have slowly added generics to my inventory (only when I felt I could put
trust into them). With the recent recall, I'm afraid I have gone back to my original
thoughts about generics, 'made in a bathtub in a garage with a big wooden paddle'
and not necessarily a clean paddle, at that!"
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"This process only creates duplicate inventories in pharmacies and also creates
the opportunity for under the counter rebates, not only to the State, but also to those
who control the bidding process, and does not lower the cost of pharmaceuticals to
the State.... I think flimflam and smoke and mirrors are the order of the day and we
need to expose this program for what it really is, only an opportunity to claim
'savings' where none really exist...."

"Forcing pharmacies to stock additional brands at a higher cost adds to the
pharmacy's already high inventories. SMAC (state maximum allowable cost) prices
on multi-source drugs would be preferable to brand restrictions, in my opinion."

"I feel that by restricting drugs to a single source you are eliminating free
enterprise and allowing a few individuals to dictate policy. I understand that it may
be necessary, but feel that a MAC (maximum allowable cost) price system is
definitely the best way to go."

"Just because it is cheaper doesn't mean it is always available or equal to other
generics. This also makes one's (store) inventory go up but doesn't mean a greater
rate of turnover. Seems many of these drugs on your list have very short expiration
dates -- what does this tell us about quality?"”

"Personally I'm overwhelmed with the various rules and regulations in place
now -- I personally don't need any more."

"The entire program is a nightmare and has been for several years. Every time
the program gets changed, it gets even worse!"
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APPENDIX F

Agency Response

On October 6, 1989, we provided copies of the draft audit report to the Depart-
ment of Social and Rehabilitation Services. Their response is included in this appen-
dix.
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STATE OF KANSAS

Mike HAYDEN, Governor
DEPARTMENT OF SOCIAL AND REHABILITATION SERVICES
Docking State Office Buiiding, Topeka, Kansas 66612-1570

2 (913) 296-3271

October 13, 1989

Mr. Meredith Williams

Legislative Post Auditor
Legislative Division of Post Audit
109 West 9th, Suite 301 7
Mills Building s
Topeka, KS 66612-1285

Dear Mr. Williams:

Thank you for the positive statements made in the draft report on the
Medicaid/MediKan Pharmacy Program. I appreciate your thoroughness and
objectivity.

Enclosed is a marked-up copy of the report as we discussed with Mary
Beth Green on the telephone yesterday. The majority of the comments
are minor or are guestions that will benefit us in the administration
of the program.

The only comment that we considered substantive was the request from
Gene Stephens that you clarify on Page 8 why the Metolazone
expenditures were at a loss. As Mary Beth explained to us over the
telephone, it was because a generic manufactured by another company
could have been purchased at a cheaper rate.

I will look forward to the
Means on Monday.

comments from the committee on Ways and

Sincerely,
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Winston Barton

Secretary
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