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How Medicaid Pays for Drugs

• Federal law requires state to reimburse pharmacists 
based on Agency’s best estimate of price generally and 

tl  id b  h i  t  i  th  dcurrently paid by pharmacies to acquire the drug
• The current pharmacy reimbursement is based on data 

such as Average Wholesale Price (AWP) and 
Wholesale Acquisition Cost (WAC); recent state trial 
documents have identified multiple national audits to 
find these components to be inaccurate determinants of 
price



How Alabama Medicaid Pays for Drugs

• “Lower of” Method for drug ingredient cost
• AWP, FUL, WAC, SMAC, U&C, Medicare rates AWP, FUL, WAC, SMAC, U&C, Medicare rates 

(blood clotting factors)
• Reimbursement a combination of drug ingredient cost • Reimbursement a combination of drug ingredient cost 

and dispense fee 
$475 illi  id t  h i  i  FY 2009• $475 million paid to pharmacies in FY 2009

• Dispense fee now $5.40/Rx
• 7.8 million prescriptions FY09



Alabama saves money and ensures quality

• Preferred drug list / Pharmacy & Therapeutics 
Committee

• Prior Authorization
C it i  b d  d li i l id  (FDA • Criteria based on sound clinical evidence (FDA 
labeling, evidenced-based medicine, peer-
reviewed clinical literature)reviewed clinical literature)

• Increased use of generics and covered OTCs



Alabama saves money and ensures quality

• Edits and audits (max unit, early refill, catching 
drug-drug conflicts, etc)

• Dispense as Written
• Drug Utilization Review• Drug Utilization Review
• Brand Limit
• Internal/manual audit on every claim over $2K
• Hemophilia Standard of Care Hemophilia Standard of Care 
• Academic Detailing



Alabama’s fight for accurate pricing

• AG files lawsuits against 70 drug companies in 2005
• State juries rule for State; award $352 4  million verdicts • State juries rule for State; award $352.4  million verdicts 

in 4 cases
F d St t  f Al b  id i fl t d i b t • Found State of Alabama paid inflated reimbursement 
amounts

• Based on evidence in discovery process and presented 
at trials 

• Overturned by (elected) State Supreme Court



Trial Evidence Proved

• Alabama pharmacists were paid millions in excess of their actual • Alabama pharmacists were paid millions in excess of their actual 
drug costs

• Average Brand drug overpayment - 20%• Average Brand drug overpayment - 20%
• Average Generic drug overpayment - 84.5%

Based on prices reported by brand and generic drug companies• Based on prices reported by brand and generic drug companies
• Prices reported by manufacturers (and upon which pharmacists 

were paid) were not net prices as requiredwere paid) were not net prices as required
• GSK, Norvartis and Sandoz did not include substantial discounts (x7,8,9)

78 % f  M di id h  d ll   t   d  • 78 % of every Medicaid pharmacy dollar goes to pay drug 
manufacturers
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October 16, 2009 - Justice Denied 

• Alabama Supreme Court rules that three companies -
GlaxoSmithKline, Novartis and AstraZeneca - did not 
defraud the state in pricing Medicaid prescription drugs, 
$274 million judgment reversed.

• Rehearing denied in January 2010
• Fourth case remains on appeal • Fourth case remains on appeal 



Supreme Court Ruling

• Confirmed that Alabama Medicaid’s reimbursement 
to pharmacists for the ingredient cost of drugs “must 

t d”not exceed”
• What providers actually paid for the drug
OR

On the basis of an estimated cost• On the basis of an estimated cost



Insult to Injury: 

“If you knew it was wrong   why didn’t you If you knew it was wrong,  why didn t you 
do something about it?”

• Alabama Supreme Court criticized State for not 
changing its pricing methodology in light of evidence 
revealed during the trials that they were not reporting 
their net costs or actual prices paid as required

• Court stated that the State has never altered its course 
of conduct (the reimbursement system) since taking 
issue with the pharmaceutical manufacturers’ reporting 
methods



No choice: A new mandate

• While the State strongly disagrees with the State 
Supreme Court’s decision, the evidence proven at the p , p
trials and the Alabama Supreme Court’s opinion 
mandates that the state’s reimbursement 
methodology must change



Kelli D. Littlejohn, Pharm.D.j ,
Alabama Medicaid Director of Pharmacy



AWP:  Average Wholesale Price

• In use for almost 40 years
Widely known as a “inflated  unreliable pricing • Widely known as a inflated, unreliable pricing 
benchmark” unrelated to prices actually charged in the 
marketplacemarketplace

• HHS OIG: AWP often exceeds pharmacies’ actual 
i iti  tacquisition costs

• By September 2011, FDB is to end use of AWP



AWP:  Average Wholesale Price

“[d] it it   AWP i  t   f i  “[d]espite its name, AWP is not an average of prices 
charged by wholesalers to providers (such as
pharmacies and doctors) and it does not necessarily pharmacies and doctors) and it does not necessarily 

bear any relationship to any prices actually charged 
in the marketplace”in the marketplace

Judge Patti Saris
in her Final Order and Judgment 
regarding the FDB/AWP adjustment issue

New England Carpenters Health Benefits Fund, et al., v. First Data Bank, Inc. and McKesson 
Corporation   United States District Court; District of Massachusetts   Filed 3/17/2009   Corporation.  United States District Court; District of Massachusetts.  Filed 3/17/2009.  
http://www.firstdatabank.com/download/pdf/FinalJudgment.pdf.  Accessed April 29, 2010.



WAC: Wholesale Acquisition Cost

• Similar to AWP, found in litigation to be inflated
Not available for all drugs• Not available for all drugs

• Probable option for many payers post-AWP



What Now?

• Alabama Medicaid has been struggling and studying 
to improve system even before lawsuits filed in 2005

• Issues:
• Lack of an alternative source of prices on a Lack of an alternative source of prices on a 

regular basis for 60,000 different drug formulations
Requirements imposed by federal law• Requirements imposed by federal law

• Evidence presented at trials
• Stakeholder support



Reimbursement system changes needed

• Manageable system for state
• Fairly reimburses providers for both drug• Fairly reimburses providers for both drug

ingredient as well as cost of dispensing
C li  ith f d l l• Complies with federal law



What is needed?

• Single national benchmark which is:
• is more efficient• is more efficient
• less prone to error 
• more consistent with national healthcare information 

standardization
• compliant with federal regs



Average Acquisition Cost (AAC)g q

• Price benchmark based on actual average acquisition 
cost data most clearly fulfills legal and practical 
requirements and has great potential.
• Using true, acquisition cost data complies with federal lawUsing true, acquisition cost data complies with federal law
• Combined with reasonable dispensing fee is equitable 

and legally defensibleand legally defensible
• May require changes in law; reporting obligations for 

wholesalers  pharmacies or manufacturers  SPAs and wholesalers, pharmacies or manufacturers, SPAs and 
process for price reporting



Average Acquisition Cost (AAC)

• Obtaining valid source of acquisition cost information 
will require strict definitions, legal reporting 
obligations, identification of data gathering and 
reporting process



Alabama moves to AAC-based system 

Goal:
To implement changes that establish a transparent, To implement changes that establish a transparent, 
timely and accurate pharmacy reimbursement system 
based on actual acquisition cost (invoice) data and an q ( )
updated Cost of Dispensing Survey…..

d t  d   ith ll t k h ld  i l t d …..and to do so with all stakeholder involvement and 
support.



Computing the AAC

• Worked collaboratively with all pharmacy associations 
to develop RFP for AAC/SMAC servicesp

• Contract awarded
3  d t d th  f• 3 surveys conducted thus far

• Preparing to enter routine survey schedule



Computing the AAC

Surveys:
• MandatoryMandatory
• Random
• Semi-Annually
• Each pharmacy will participate once every two p y p p y

years by submitting one month’s invoices from all 
sources. The contractor calculates the average 
cost per drug.



Computing the AAC

Survey Submission:
• Chain: electronically by chosen representativeChain: electronically by chosen representative
• Non-chain: least burdensome as possible

– Fax
– Email
– Electronically via wholesaler

M il– Mail



Computing the AAC

Three-prong approach to weekly pricing updates:
1) Semi-annually: calculate/re-base AAC 1) Semi annually: calculate/re base AAC 

from actual invoices
2) Weekly: apply pricing fluctuations (%s) from 2) Weekly: apply pricing fluctuations (%s) from 

published pricing data
3) D il  dd  id  i i  3) Daily: address provider inquiry 

(help desk/website)



RFP from Website



RFP from Website



SMAC Website



SMAC Website



Pharmacy Concerns

• Concern: It was determined that the reimbursement 
modification would be an overall cut to pharmacies; some 
would be forced out of business

• Response: As determined through the AWP litigation p g g
discovery process, the Agency has been overpaying 
for drugs based on an inaccurate, flawed drug pricing g , g p g
model. It is time for the State to move to an accurate, fair, 
reimbursement process based on the actual cost 
of dispensing, and the actual drug ingredient cost.



Dispensing Fees

• Recognizes all costs associated with dispensing 
a drug:a drug:

• Personnel (pharmacist, technicians, clerks)
• Computers, equipment, shipping
• Cost of running a pharmacy, maintaining inventory, g p y g y

submitting claims, etc.



New Dispensing Fees 

• Fee found through statistical survey to be $10.64, 
up from $5.40 per prescriptionup from $5.40 per prescription

• Fee based on independent, confidential, 
statistically sound surveystatistically sound survey

• The survey instrument and instructions were developed 
i  di ti  ith h  i ti  d in coordination with pharmacy organizations and 
administered by contractor



New Dispensing Fees 

• Variables analyzed included chain versus 
independent/non-chain, rural versus urban, 
pharmacy specialty

• While other variables had an influence, prescription , p p
volume was by far the most significant variable 
influencing the cost to dispense.g p



NASMD/AAMPA White Paper

• AMPAA/NASMD collectively drafted, reviewed, 
and finalized a white paper discussing the and finalized a white paper discussing the 
“post-AWP” world for States
R i d t i i  ti  il bl• Reviewed current pricing options available

• Recommended a single national benchmark



NASMD/AAMPA White Paper

ADD INFO FOR C i i tADD INFO FOR Commissioner to wrap up 
with 



QUESTIONS?Q

Contact
Alabama Medicaid Agency Pharmacy Services g y y

Kelli D. Littlejohn, Pharm.D., Director

Kelli.Littlejohn@alabama.medicaid.gov
www.medicaid.alabama.gov 


