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Executive Summary 

Introduction 
The purpose of this summary is to describe the cost associated with dispensing a drug to 
Medicaid recipients in Alabama and the factors that are predictive of that cost. 

Health Information Designs, Inc., on behalf of the Alabama Medicaid Agency (ALMA), 
administered a Cost of Dispensing (COD) Survey to pharmacies enrolled with Alabama 
Medicaid. 

About Health Information Designs 
HID is the nation’s premier provider of Health Management Programs to state Medicaid agencies. 
We provide a wide range of Pharmacy Support Services (PSS), including Drug Utilization 
Review (DUR), Prospective Drug Utilization Review (ProDUR), Retrospective Drug Utilization 
Review (RDUR), Prior Authorization (PA), and Academic Detailing and Disease Management 
Services for 17 state Medicaid programs. States served by HID have total Medicaid expenditures 
of more than $96 billion, or almost one-third of the nation’s $303 billion Medicaid expense. In 
addition, we also provide Prescription Drug Monitoring (PDM) services to Alabama, Arizona, 
Louisiana, Minnesota, North Dakota, North Carolina, South Carolina and Vermont. 

Methodology 
At the time of the survey release, there were 1,357 in-state enrolled pharmacies in the Alabama 
Medicaid program. Through working with state and national pharmacy associations, it was 
decided to mail all non-chain pharmacies (“chain” is defined as three or more stores) a survey 
packet for completion, while chain stores requested one designated representative to receive the 
survey for completion for his/her representative stores. A total of 657 non-chain pharmacies were 
mailed surveys, while chain designees were sent surveys representing 698 total chain pharmacies.  

On April 14, 2008, survey packets1 (containing the survey, instructions for completing the survey 
and a letter from Alabama Medicaid) were mailed to the 657 non-chain pharmacies. Pharmacies 
were given the option of returning their completed surveys by mail or completing their surveys 
online at a site developed and maintained by HID. A total of 290 surveys were submitted, either 
by mail or online. A small number of submissions were duplicates (completed online and also 
mailed to HID); these duplicates were removed from the survey database to ensure that there was 
only one response per pharmacy.  

The designated representative from each chain pharmacy was sent a copy of the survey, 
instructions for completing the survey, a letter from Alabama Medicaid, and an Excel spreadsheet 
suitable for submitting  via e-mail. Chain pharmacies opted to have one representative complete 
information for all stores and submit responses via e-mail. HID received responses representing 
495 pharmacies that were identified as part of a chain. 
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A preliminary analysis of COD data was performed, and a data verification process was initiated 
to confirm the reliability of survey data. A COD was computed for every pharmacy (chain and 
non-chain) and sorted from the highest to lowest. The verification sample was chosen from 
outlier pharmacies (both high and low) and a random sample from the middle 80% of COD 
figures. The sample included chain and non-chain pharmacies.  

Following this sample analysis, representatives from selected chain pharmacies convened at 
HID’s office in Auburn, Alabama with appropriate financial documentation, and verification 
audits were performed. Non-chain pharmacies were sent a letter by certified mail notifying them 
that they had been selected for the verification process, and  were provided a list of requested 
documentation. HID’s Academic Detailers made appointments with the pharmacies and collected 
the requested data. Pharmacies that refused to participate in the verification process had their data 
removed from the survey database. The verification process was completed in December, 2008, 
and the validity of COD survey data was confirmed. 

Once the verification process was complete, the final number of usable surveys was 705. This 
represents 52% of the total 1,357 in-state enrolled pharmacies at the time of the survey. Of these 
surveys, 210 were submitted by non-chain pharmacies (which represents 32% of respondent non-
chains), and 495 were submitted by chain pharmacies (representing 71% of respondent chains). 

In addition to the verification of data submitted by pharmacies, HID took the additional step of 
having the surveys statistical analysis verified by a second statistician. This statistician, a faculty 
member in the Department of Mathematics and Statistics at Auburn University, performed an 
independent review of the survey design, response sample, and statistical analysis and concluded 
that the findings resulting from the AL COD are a reliable depiction of the cost to Alabama’s 
pharmacies to dispense a Medicaid prescription. 

Results 
For all pharmacies returning a survey, regardless of variables, the unweighted cost of dispensing a 
prescription was as follows: 

 Number Mean Median Standard 
Deviation 

Minimum  Maximum 

All 
Pharmacies 

705 $12.97 $11.10 $7.24 $2.01 $53.32 
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When the analysis was performed to exclude outliers (the top 10% and bottom 10% of results), 
the cost of dispensing was as follows: 

 Number Mean Median Standard 
Deviation 

Minimum  Maximum 

All 
Pharmacies 

569 $11.78 $11.11 $3.58 $6.76 $22.52 

 

Four variables proved to be predictive of results: 

 Total prescription volume 
 Time in location 
 Chain/non-chain pharmacies 
 Facility ownership 

Total prescription volume was, by far, the most predictive variable. The larger a pharmacy’s 
overall volume of business, the lower the cost to dispense each individual prescription. Time in 
location was predictive in that the longer a pharmacy had been open, the lower the mean and 
median cost to dispense a prescription. It was also predictive whether a pharmacy was a part of a 
chain. Chain pharmacies, because of higher overhead associated with administration and property 
values, tended to have an overall higher cost to dispense each prescription. Finally, facility 
ownership was also predictive with the cost to dispense rising with facility ownership or renting 
from an unrelated party. 

In making a final recommendation to ALMA, HID took into account the fact that pharmacies 
participating in Alabama Medicaid are almost equally distributed between chain and non-chain 
pharmacies, yet the rate of participation in the survey was  much higher for chain than for non-
chain pharmacies. When the survey results were weighted to more accurately reflect the 
distribution between chain and non-chain pharmacies participating in ALMA, the results were as 
follows: 

 Weighted 
Mean 

Weighted 
Median 

All 
Pharmacies 

$12.46 $10.63 

Middle 80% $11.22 $10.64 

Recommendation 
As a result, HID recommends to ALMA that the cost to dispense a prescription in the State of 
Alabama be established at $10.64. 
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Cost of Dispensing Study Methodology 

Overview 
Health Information Designs, Inc. (HID) was engaged by the Alabama Medicaid Agency (ALMA) 
to conduct a survey to determine the cost to dispense prescription drugs for Medicaid recipients in 
the State of Alabama.  

ALMA’s parameters for the study were to obtain a sample size robust enough to be representative 
of the totality of pharmacies participating in the Alabama Medicaid program. Additionally, 
ALMA required that the survey instrument be developed to account for the costs associated with 
the dispensing of prescription drugs (e.g., overhead costs associated with personnel, facilities, 
store operations, preparing and dispensing prescriptions, and other professional services 
necessary for the dispensing of prescription drugs). 

Survey Development 
In developing the Alabama COD  survey, HID: 

 Analyzed prior cost of dispensing studies performed by Medicaid agencies in other states, as 
well as national studies, to assure that the instrument developed would accurately measure the 
costs associated with dispensing prescription drugs 

 Worked closely with ALMA to determine the variables to be measured in the survey and to 
determine the best method for survey distribution and data collection 

 Developed a draft version of the survey instrument 
 Met with representatives from state and national pharmacy associations to verify that the 

survey instrument was understandable to pharmacists, to develop comprehensive instructions 
for completing the survey, and to determine the best methods of distribution and collection of 
surveys for chain and non-chain pharmacies in Alabama 

 Established with ALMA and pharmacy associations the dates and methods for survey 
distribution and collection 

 Developed an online survey 
 Printed and mailed copies of the COD survey and survey instructions to every non-chain 

pharmacy registered with ALMA 
 Developed a spreadsheet version of the survey to be used by representatives of chain 

pharmacies responsible for providing survey information for multiple pharmacy locations 
 Developed the statistical model for analyzing the survey data and determining a statewide 

cost to dispense prescription drugs 
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Distribution and Collection of Surveys 
At the time of the survey release, there were 1,357 in state-enrolled pharmacies in the Alabama 
Medicaid program. Through working with the state and national pharmacy associations, it was 
decided to mail all non-chain pharmacies (“chain” defined as three or more stores) a survey 
packet for completion, while chain stores requested one designated representative to receive the 
survey for completion for his/her representative stores. A total of 657 non-chain pharmacies were 
mailed surveys, while chain designees were sent surveys representing 698 total chain pharmacies.  

On April 14, 2008, survey packets1 (containing the survey, instructions for completing the survey 
and a letter from Alabama Medicaid) were mailed to the 657 non-chain pharmacies. Pharmacies 
were given the option of returning their completed surveys by mail or completing their surveys 
online at a site developed and maintained by HID. A total of 290 surveys were submitted, either 
by mail or online and 260 surveys from independent pharmacies were included in the preliminary 
data analysis.1

Completed surveys were initially requested to be submitted by May 18, 2008; however, that 
deadline was extended to May 31, 2008. To ensure the highest possible level of compliance, 
completed surveys were accepted until July 1, 2008. 

   

Chain drugstores were sent copies of the survey, instructions for completing the survey, a letter 
from Alabama Medicaid, and an Excel spreadsheet suitable for submitting via e-mail. Chain 
drugstores opted to have one representative complete information for all stores and submit 
responses on an Excel spreadsheet via e-mail. HID received responses representing 495 
pharmacies that were identified as part of a chain (comprising three or more stores).  

Surveys completed online were entered directly into the COD database. Information was 
reviewed for obvious errors and omissions and, where necessary, the individual completing the 
survey was contacted and asked to clarify or provide the correct information. 

Surveys mailed to HID were entered into the COD database via the online survey. Each entry was 
checked to verify that the data entry was accurate and complete, and the system confirmation 
number was written on each survey document to verify that the information from that survey was 
entered successfully into the system. Information was reviewed for obvious errors and omissions 
and, where necessary, the individual completing the survey was contacted and asked to clarify or 
provide the correct information. 

Spreadsheets completed by chain pharmacies were submitted directly to HID via electronic 
transmission and incorporated into COD database. Information was reviewed for obvious errors 
and omissions and, when necessary, the individual completing the spreadsheet was contacted and 
asked to clarify or provide the correct information. 

                                                
1 A number of returned surveys could not be used because of missing or unintelligible data. HID made every 
attempt to contact pharmacies to request missing data or to verify information that was problematic (e.g. the 
square footage of the pharmacy sales area was larger than the square footage for the entire sales area). 
Pharmacies that supplied or corrected their data were included in the analysis.  
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Verification of Survey Data 
In order to assure that the data collected in the COD survey was valid, HID instituted a procedure 
to verify that the data collected accurately depicted the overhead and other related costs 
associated with dispensing prescription drugs and did not include the ingredient costs for the 
drugs dispensed. 

A preliminary COD was computed for every pharmacy (chain and non-chain) and sorted from the 
highest to lowest. A verification sample was chosen from outlier pharmacies (both 10% high and 
10% low), and a random sample was selected from the middle 80% of COD results. The sample 
included chain and non-chain pharmacies. Representatives from selected chain pharmacies 
convened at HID’s office in Auburn, Alabama with appropriate financial documentation and a 
verification audit was performed. Non-chain pharmacies were sent a letter by certified mail 
notifying them that they had been selected for the verification process, and were provided a list of 
requested documentation. HID’s Academic Detailers made appointments with the pharmacies 
selected for verification and collected the requested data. The data was then returned to HID by 
overnight delivery (for tracking purposes). Pharmacies that refused to participate in the 
verification process had their data removed from the survey database.   

HID checked the verification documents submitted against the survey data for each pharmacy or 
chain selected for verification. If a discrepancy was found (significant discrepancies were rare), 
the pharmacy was contacted and asked to clarify the discrepancy. Any changes made to survey 
responses during the verification process were corrected in the COD database. It should be noted 
that the verification process convincingly established that the COD surveys were completed in 
good faith and with accurate financial and pharmacy data. 

The verification process was completed in December 2008 and confirmed the validity of COD 
survey data. Once the verification process was complete, the final number of usable surveys was 
705, representing 52% of the total 1,357 in-state enrolled pharmacies at the time of the survey. 
210 surveys were submitted by non-chain pharmacies (representing 32% of respondent non-
chains), and 495 were submitted by chain pharmacies (representing 71% of respondent chains).  

In addition to the verification of the data submitted by pharmacies, HID took the additional step 
of having the survey’s statistical analysis verified by a second statistician. The second statistician, 
a faculty member in the Department of Mathematics and Statistics at Auburn University, 
performed his review of the survey design, response sample, and statistical analysis and 
concluded that the findings resulting from the AL COD are a reliable depiction of the cost to 
Alabama’s pharmacies to dispense a Medicaid prescription. 

Cost Elements 
Personnel Costs - personnel costs were defined as total salary or wages plus social security, 
unemployment, worker’s compensation, taxes, health insurance, life insurance, bonus, pension 
fund and profit sharing contributions, professional liability insurance, and similar benefits paid by 
the pharmacy. Pharmacy owners were cautioned not to enter their net profit as salary, but to use 
their actually salary draw or to estimate what they would have to pay someone to manage the 
pharmacy. The percentage of time spent in the pharmacy was used to determine how much of the 
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personnel costs of each employee should be attributed to the pharmacy department. 100% of 
pharmacy department personnel costs were used to determine the COD for each pharmacy. 

Annual Overhead Expenses - this category was divided into two parts: Prescription Department 
Expenses and Other Pharmacy-related Costs. 

Prescription Department Expenses represented all of the costs directly associated with the 
pharmacy department, including the costs for dispensing supplies, computer equipment, 
transmission or switch fees, pharmacy equipment, etc. 100% of prescription department expenses 
were computed in the COD for each pharmacy. 

Other Pharmacy-related Costs included costs associated with the entire facility—not just the 
pharmacy department. Costs in this category included rent or mortgage payments, utilities, 
insurance, taxes, etc. Costs in this category were apportioned to the pharmacy department based 
on figures derived from computing the ratio of sales for the pharmacy department to the store as a 
whole, or the ratio of square footage of the pharmacy department to the square footage of the 
facility as a whole. The following table was used to determine the ratio used for each expense 
category: 

 

Other Pharmacy-related Expenses Total Expenses 
1. Utilities Square footage ratio 
2. Telephone  Sales ratio 
3. Trash Collection Square footage ratio 
4. Sewer Square footage ratio 
5. Depreciation (this fiscal year only) Sales ratio 
6. Taxes  
            Property Square footage ratio 
            Real Estate Square footage ratio 
            Payroll Sales ratio 
            Sales None (prescriptions have no sales tax) 
            Federal Income Tax Sales ratio 
            State Income Tax Sales ratio 
            Any other taxes (specify type/amt) Provider tax 100% pharmacy  
  7. Business License  Sales ratio 
  8. Building Mortgage Sales ratio 
  9. Rent Sales ratio 
           Building Rent Sales ratio 
           Other (Please Specify) Sales ratio 
10. Repairs/Maintenance Square footage ratio 
11. Cost to Carry Inventory Sales ratio 
12. Insurance  
           Liability (Pharmacy) 100% Pharmacy 
           Property Square footage ratio 
           Any Other (please list) Square footage ratio 
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Other Pharmacy-related Expenses Total Expenses 
13. Interest Expense on Pharmacy-Related  
       Debt 

100% Pharmacy 

14. Legal, Accounting  and Other  
       Professional Fees 

Sales Ratio 

15. Bad Debts (this fiscal year only) Sales Ratio 
16. Credit Card Fees Sales Ratio 
17. Operating and Office Supplies 
       (Exclude Rx containers and labels) 

Sales Ratio 

18. Advertising/Marketing Sales Ratio 
19. Corporate Overhead Expenses Sales Ratio 
20. Travel Expenses Sales Ratio 
21. Security  
             Monitoring system Sales Ratio 
             Personnel (Contract or dedicated) Sales Ratio 
22. Other Pharmacy Expenses not included 
       elsewhere (please provide list) 

Sales Ratio 

TOTAL OTHER PHARMACY RELATED EXPENSES  

Analytical Methodology 
A multivariate linear regression was used to determine the relationship between several predictor 
variables and cost of dispensing. Multivariate linear regression is a statistical technique that 
simultaneously considers the relationships between each variable in a group of predictor variables 
with a dependent variable. The model attempts to plot a trend line through the data in such a way 
as to minimize the distance from any single observation in the data to the trend line itself. In other 
words, the regression identifies the trend line that defines the average relationship between the 
predictor variables and the dependent variable. 

For this analysis, the following variables were considered as potential predictor variables of cost 
of dispensing. 

 The amount of time a pharmacy has been in business at their location 
 The number of hours open per week 
 Whether the pharmacy is independent or part of a chain 
 The physical setting of the pharmacy 
 Whether the pharmacy owns its building 
 Whether  the pharmacy compounds prescriptions 
 The pharmacy’s geographic setting (rural vs. urban) 
 Whether the pharmacy delivers 
 Whether the pharmacy dispenses to nursing homes 
 Percent of Medicaid prescriptions  
 Total number of prescriptions per year 
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Results 

Overview 
For all pharmacies returning surveys, regardless of variables, the cost of dispensing was 
determined to be the following: 

 
Overall Unweighted R es ults  

 Number Mean Median Standard 
Deviation 

Minimum  Maximum 

All 
Pharmacies 

705 $12.97 $11.10 $7.24 $2.01 $53.32 

 

When the numbers were adjusted to eliminate the top and bottom 10%, the mean COD was 
$11.78 and the median was $11.11. The top and bottom outliers had a larger effect on the mean, 
with the top outliers having a disproportionate impact on the overall mean. The median increased 
by only $.01, suggesting that the median is a better indicator of the true “mid-point” rather than 
the mean. 

 

 Number Mean Median Standard 
Deviation 

Minimum  Maximum 

All 
Pharmacies 

569 $11.78 $11.11 $3.58 $6.76 $22.52 

Variables 
Of the variables considered as predictors of cost of dispensing, only four were predictive at levels 
judged statistically significant: 

1. Total prescription volume 

2. Time in location 

3. Chain or non-chain pharmacy 

4. Facility ownership 
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Total Prescription Volume 
Total number of prescriptions for the year was by far the most predictive of the four variables. 

 
Total P res cription Volume 

Volume Number Mean Median Standard 
Deviation 

Minimum Maximum 

43,000 and 
below 

178 $19.39 $18.09 $9.57 $2.54 $53.32 

Between 
43,000 and 
66,000 

176 $12.56 $12.38 $4.99 $3.32 $49.90 

Between 
66,001 and 
91,000 

177 $10.32 $10.06 $3.96 $2.01 $44.81 

Above 
91,001 

174 $9.49 $9.49 $4.04 $4.64 $52.57 

Time in Location 
Both the “total volume of prescriptions” and “time in location” variables were negatively related 
to the cost of dispensing, meaning that as each of these variables increased, cost of dispensing 
decreased. 

 
Time in L ocation 
Time Number Mean Median Standard 

Deviation 
Minimum Maximum 

10 years or 
Less 

313 $15.55 $13.15 $8.20 $4.48 $53.32 

More than 
10 years 

392 $10.90 $9.72 $5.57 $2.01 $52.57 

 

This finding indicates that older, more established pharmacies with larger volumes of 
prescriptions have lower costs associated with dispensing. In other words, fixed costs associated 
with doing business become cheaper per prescription as more prescriptions are dispensed. 
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Chain/Non-chain Pharmacies 
The third most powerful predictor was whether the pharmacy was independent or part of a chain. 
Pharmacies that were independent had lower dispensing costs. While chains leverage certain 
economies of scale, there are increased overhead costs associated with administration and 
property values.  

 
Independents /C hains  
Ind./Chain Number Mean Median Standard 

Deviation 
Minimum Maximum 

Independents 210 $11.21 $9.48 $7.04 $2.54 $52.57 
Chains 495 $13.71 $11.78 $7.20 $2.01 $33.32 

Facility Ownership 
The fourth and remaining variable predictive of cost of dispensing was whether the pharmacy 
owned the building where they were located. This variable was positively related to cost of 
dispensing, meaning that cost of dispensing increased with building ownership or renting from an 
unrelated party. 

 
F ac ility Owners hip2

Own/Rent 
 

Number Mean Median Standard 
Deviation 

Minimum Maximum 

Owns 
Building 

76 $14.61 $11.98 $8.72 $3.32 $52.57 

Rents from 
Related 
Party 

82 $10.51 $9.55 $5.25 $4.48 $44.81 

Rents from 
Unrelated 
Party 

431 $14.43 $12.16 $7.30 $2.54 $53.32 

 

Not surprisingly, this analysis concluded that pharmacies that fill more prescriptions can fill 
additional prescriptions less expensively. While the amount of time a pharmacy had been in a 
location, whether the pharmacy was part of a chain or independent, and whether the pharmacy 
owned their building were also predictive of cost of dispensing. Total prescription volume was, 
by far, the strongest predictor.  

                                                
2 The number of responses does not add up to 705 because this information was omitted on a significant number 
of surveys. Every effort was made to contact to the pharmacy to supply the missing information. This information 
could not be obtained for 116 otherwise usable surveys. The decision was made to include them in the survey 
analysis because all other information was complete. 
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Interestingly, the pharmacy’s geographic location (rural versus urban) was not significantly 
predictive of cost of dispensing despite urban pharmacies having a higher cost of dispensing. 
Also not related was whether the pharmacy compounds prescriptions. Most (71%) of the 
pharmacies in Alabama that compound prescriptions are part of a chain. Since chains have a 
higher cost of dispensing compared to independent pharmacies, further testing to compare chains 
that compound versus independents that compound would not likely yield different results than 
those reported. Finally, the level of Medicaid prescriptions dispensed by a pharmacy was not 
found to be predictive of that pharmacy’s cost to dispense prescription drugs. Of the responding 
pharmacies, 65% dispense less than 10% or less of their total prescriptions to Medicaid patients. 
The statistical analysis found that this variable was not significant in determining the cost of 
dispensing for a pharmacy. 

Weighted Results 
Of the 705 usable responses received in response to the AL COD survey, 495 responses were 
from chain pharmacies and 2103

 

 were from non-chain pharmacies. According to ALMA data, the 
number of chain and non-chain pharmacies registered with Alabama Medicaid is approximate. 
Weighting the median COD to accurately reflect the distribution of chain and non-chain 
pharmacies in Alabama produces a median COD of $10.64. 

Weighted 
Mean 

Weighted 
Median 

All 
Pharmacies 

$12.46 $10.63 

Middle 80% $11.22 $10.64 
  

 

                                                
3 290 surveys from non-chain pharmacies were initially submitted. Some surveys were excluded because they were 
duplicate submissions, had too much data missing to be usable, or because they declined to participate in the 
verification process. The final number of usable non-chain surveys was 210. 
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Recommendation 

Summary 
Health Information Designs recommends that ALMA set its cost of 
dispensing reimbursement to participating pharmacies at $10.64 per 
Medicaid prescription filled. 
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Appendices 

Introduction 
The following appendices are included in this Cost of Dispensing Final Report: 

Appendix Description 

A Includes: 
 COD Survey Letter 
 COD Survey 
 COD Survey Instructions 
 COD Survey Follow-up Letter 

B Includes: 
 Verification Letter 
 Verification Documentation 



 
 
 
 
 
 

Cost of Dispensing Final Report 
January 6, 2010 Appendix A 

Appendix A 











































Cost of Dispensing Survey Instructions   
 All information submitted in response to this survey will remain confidential.     Page 9 
 

 
12. Inventory Maintenance—annual cost to this pharmacy to assure that pharmacy 

inventories are tracked, maintained, and ordered. 
 

13. Warehouse Expense—annual cost to this pharmacy to store supplies and/or equipment in 
a warehouse facility. 

 
14. Shipping Expense—annual cost to this pharmacy to have pharmacy supplies and/or 

equipment shipped to store location.  This category is only for actual shipping costs paid 
by or charged against this pharmacy (e.g. shipping charges charged against a specific 
location by the central administration of a chain drugstore).   

 
15. Prescription Delivery Expense—if this pharmacy answered “yes” in Section 1, Question 

12, please provide the annual cost to this pharmacy to deliver prescription drugs.  This 
should include vehicle costs and costs associated with any special equipment for 
delivering prescriptions.  Salary and benefits for delivery personnel should be included in 
Section II, B under “Other.” 
 

16. Other Prescription Department Expenses—annual cost to this pharmacy of any other 
prescription department expenses (excluding costs for prescription ingredients).  Please 
provide an attachment listing the expense and the annual cost to the pharmacy and label it 
“Section III Question 14.” 
 

Other Pharmacy Related Expenses 
 
Unless otherwise indicated, use your costs for your entire store or facility to provide the 
information requested in this section.  We will determine the portion to be considered pharmacy 
overhead based on the percentage of pharmacy square footage (including pharmacy storage) for 
this particular facility.  Some pharmacy locations may not incur costs for all categories listed.  If 
that is the case indicate a $0 cost for that category. All answers should be based upon the FY 
identified in Section I, Question 1. 
 

1. Utilities—annual costs to this facility for electricity, natural gas, water, propane, heating 
oil or other utilities.   

2. Telephone—annual costs to this facility for telephone service 
3. Trash Collection—annual cost to this facility for trash collection 
4. Sewer—annual cost to this facility for sewer services 
5. Depreciation—depreciation costs for this financial year only 
6. Taxes—please indicate the annual cost to this facility for the following taxes: 

a. Property 
b. Real Estate 
c. Payroll 
d. Sales 
e. Federal Income Tax 
f. State Income Tax 
g. Any other taxes (e.g. municipal tax, business tax, etc.)  Please specify 
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7. Business License—the total fee this store paid to obtain county and/or municipal business 
licenses. 

8. Building Mortgage—if this facility pays a mortgage on the building, please list the annual 
cost here. 

9. Rent—if this facility is rented, please list the annual cost as “Building Rent.”  If this 
pharmacy incurs other rental costs please identify the type and indicate the annual 
expense as “Other.”  Do not include pharmacy equipment rental as that should have been 
listed as part of # 4 in Section III A. 

10. Repairs/Maintenance—annual cost to this pharmacy facility for repairs or maintenance of 
the property and or major equipment (e.g. roofs, refrigerators, flooring, etc.) 

11. Cost to Carry Inventory—the annual cost to this pharmacy for carrying inventory.  This is 
typically expressed as a percentage of inventory value. 

12. Insurance—annual cost to this pharmacy for the pharmacy’s liability insurance 
(excluding staff liability insurance; that is covered in the annual salary information in 
Section II.), property insurance, or other building or facility insurance. 

13. Interest Expense on Pharmacy-Related Debt—annual interest costs for debt related to this 
pharmacy facility. 

14. Legal, Accounting and Other Professional Fees—annual cost to this pharmacy for outside 
legal, accounting or other professional administrative services. 

15. Bad Debts—enter the total debts that became worthless in whole or in part during the 
fiscal year used for this survey. 

16. Credit Card Fees—annual cost to this pharmacy for credit card merchant fees.   
17. Operating and Office Supplies—annual cost to this pharmacy for general office and 

business supplies (e.g. paper, pens, envelopes postage, etc).  This excludes pharmacy 
supplies such as vials, labels, blister packs, etc. 

18. Advertising/Marketing—annual cost to this pharmacy for advertising and/or marketing 
expenses. 

19. Corporate Overhead Expenses—Annual cost charged to this pharmacy to maintain 
central administration functions for pharmacies that are part of a chain, hospital, or other 
institution). 

20. Travel Expenses—annual costs for travel directly related to pharmacy operations and 
functions (e.g. relief pharmacist travel, travel to attend courses/seminars required to 
maintain licensure or certification, etc.) 

21. Security—annual cost to this pharmacy for a monitoring system and/or security personnel 
costs (whether contract or dedicated in-house). 

22. Other Pharmacy Expenses—annual cost for any other overhead expense not included on 
this survey.  Please provide an attachment listing the expense and the annual cost to the 
pharmacy and label it “Section III b Question 23.” 

 
 
Declaration:  The preparer identified in the Section I: General Information should sign on the 
line provided or through the on-line digital signature for those completing the survey on-line or 
via spreadsheet.
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Tax Form Reference Guide 
 
You may refer to the following lines on your tax forms to assist you in providing information for this 
survey.  Some lines refer to schedules that itemize expenses (e.g. expenses for utilities or Rx supplies are 
to be itemized on a schedule attached to support the deduction taken for line 26 on form 1120). Others are 
categories that combine expenses (e.g. Taxes and Licenses are the same line on tax forms), and you may 
have to consult your accounting software or books to break down the amounts for each specific category.   
 
Item 1040C 1065 1120 1120S 
Utilities 25 20 26 19 
Depreciation 13 16a 20 14 
Taxes 23 14 17 12 
Rent—Building 20b 13 16 11 
Repairs and Maintenance 21 11 14 9 
Insurance (facility liability or 
property) 

15 20 26 19 

Insurance (employee benefits--
to calculate employee annual 
salary) 

14 19 24 18 

Interest Expense on Pharmacy 
Related Debt 

16 15 18 13 

Pension and profit sharing 
plans (employee benefits—to 
calculate employee annual 
salary) 

19 18 23 17 

Legal, Accounting and Other 
Professional Fees 

17 20 26 19 

Dues and Publications 27 20 26 19 
Bad Debts (this fiscal year 
only) 

 12 15 10 

Telephone 25 20 26 19 
Operating and Office Supplies 
(Excluding Rx containers, 
labels, etc.) 

18 
22 

20 26 19 

Advertising and Marketing 8 20 22 16 
Rx Computer Expenses 27 20 26 19 
Rx Claim Transmission 
Charges and Switching Fees 

27 20 26 19 

Rx Supplies (Vials, bottles, 
labels, blister cards, etc.) 

27 20 26 19 

Pharmacy Equipment 
(purchased or rented/leased) 

27 or 
20a 

20 or 13 26 or 
16 

19 or 
11 

Wages and Salaries 26 9 13 8 
Credit Card Fees 27 20 26 19 
Travel Expenses 24 20 26 19 
Licenses 23 14 17 12 
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April 30, 2008 

 

 

Dear Pharmacy Owner or Manager: 

 

This is a friendly reminder regarding a Cost of Dispensing Survey sent to you with a due date of May 18, 

2008.  If you have not completed and submitted this survey, please do so at your earliest possible 

convenience.   
 

Your participation is essential to ensure proper recognition of the professional services provided to 

Medicaid recipients. Information gathered by this survey will be used to provide the Alabama Medicaid 

Agency and our Pharmacy Advisory Committee with up-to-date information on the costs incurred by 

Alabama’s pharmacies to dispense prescription drugs to Medicaid recipients.  This is a one-time 

opportunity to provide valuable input on an issue of vital importance to pharmacies.  You can complete 

and return the survey sent to you in our initial mailing, or you can go online at http://alcod.hidinc.com to 

fill out and submit your survey (User ID: COD-ENTRY, Password: AL2008COD).   

 

All information collected through this survey will remain confidential.  Neither Medicaid  nor HID will 

release, to CMS or any other entity, or otherwise make public any information that names and/or discloses 

the business, financial, personnel or other information provided by individual pharmacies or chains in the 

course of completing this survey.    

 

Should you have any questions about the survey, or need another copy, please contact Kelli Littlejohn, 

Medicaid Director of Pharmacy Services at 334.353.4525 or Susan Fillippeli, Communication Specialist 

for HID at 334.466.3018. 

 

As many of you know, there is significant activity on the federal and state level regarding drug ingredient 

costs.  With your help, we have a unique opportunity to work together to separate drug ingredient costs 

from the cost of providing professional services by our pharmacists.  Now is the time for us to leave a 

positive legacy to the future of Medicaid and the pharmacy profession. 

 

Thank you for your participation. 

 

 

Sincerely,  

 

 

 

 

 

Carol H. Steckel                                    Kelli Littlejohn, Pharm. D     

Commissioner        Director, Pharmacy Services 
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Governor  Commissioner 

 

 

October 29, 2008 
 
 
[Address Block/MAIL MERGE HERE] 
 
 
Dear [Name/MAIL MERGE HERE]: 
 
 
Thank you for your submission earlier this summer on the Alabama Medicaid Cost of 
Dispensing (COD) survey.  Health Information Designs (HID), the company contracted for the 
COD survey, received responses from over 680 pharmacies, representing approximately 50% of 
the enrolled pharmacy providers.  We recognize the survey was a time consuming process, and 
the Agency would like to extend our appreciation for your information.  As we are entering the 
last phase of the survey process, your assistance is greatly needed for survey validation purposes.   
 
The verification process is a requirement by the Center for Medicare and Medicaid Services 
(CMS) to ensure the survey results are valid for the purposes of supporting any potential changes 
to the dispensing fee and State Plan.  In a random and outlier sampling, you have been selected 
to assist Alabama Medicaid in the verification process for the Alabama COD survey.   
 
Attached to this letter you will find a list of documentation needed to verify the accuracy of the 
information you provided in the survey submitted to HID.  This information will be used for 
verification purposes only; if there is any discrepancy between your completed survey and the 
verification documentation, HID will contact you to clarify which information should be used in 
the final COD analysis.   
 
We are aware that we are asking for sensitive data that is vital to your business.  To maintain 
confidentiality of that data HID is taking the following steps: 
 

• Documentation will be collected November 3 through November 14 by HID’s Academic 
Detailers.  HID will call to make an appointment for an Academic Detailer to collect your 
documentation at a specific date and time.  Every effort will be made for the appointment 
to be made at a convenient time. 

• The information you provide will be placed into a sealed envelope, labeled with your 
pharmacy’s name and address and mailed to HID by registered mail or via an overnight 
delivery service such as UPS or FedEx (at no charge to the pharmacy).   

• Your information will be opened by Susan Fillippeli or HID personnel designated by her 
and used only for the purpose of verifying the information provided in your survey. 

Our Mission - to provide a system of financing health care for eligible Alabamians in accordance with established statutes and Executive Orders. 



• Financial data will not be revealed for individual pharmacies and documentation will be 
kept until such time as CMS approves the Alabama Medicaid State Plan.  At such time all 
financial documents will be destroyed in a secure manner.  All data from pharmacies that 
decline to participate in the verification process will be removed from the survey data 
base.  Please note the names of pharmacies that decline to participate will be provided to 
state pharmacy associations for coordination. 

• Financial documents from pharmacies selected for verification will be checked against 
the completed survey for that pharmacy and any adjustments will be noted in the survey 
data for that pharmacy.  No punitive action will be sought against pharmacies showing 
a discrepancy in the information submitted on their survey and their financial 
documents.  The sole purpose of this process is to provide assurance to CMS that the 
data submitted is accurate.  

 
As stated before, we have a unique opportunity to work together through our CODS and State 
Maximum Allowable Cost (SMAC) program to separate drug ingredient costs from the cost of 
providing professional services by our pharmacists, once and for all recognizing the 
contributions pharmacists make to the health of our recipients. Now is the time for us to leave a 
positive legacy to the future of Medicaid and the pharmacy profession. 
 
If you have any questions about the verification process, please do not hesitate to contact Susan 
Fillippeli at HID (334) 466-3018 or Kelli Littlejohn at the Alabama Medicaid Agency at (334) 
353-4525. 
 
Again, thank you for your participation in the COD survey and in the verification process. 
 
 
 
Sincerely, 

 

              
 
Carol H. Steckel         Kelli D. Littlejohn, Pharm. D. 
Commissioner          Director of Pharmacy 
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Verification Documents 

Thank you for agreeing to assist Alabama Medicaid and HID in the verification process for the 
AL COD Survey.  This process is for verification purposes only and is being performed to assure 
CMS that survey results are valid for the purposes of supporting any changes to the State Plan.   
 
If you have any questions about this information, please call Susan Fillippeli at 334.466.3018 
(office) or 334.744.0836 (cell). 
 
In order to verify the information in your survey, we will copies of the documentation listed 
below.  Please submit copies and not original documents for verification. 
 
Section I: General Information: 
 
Documentation to show the total number of prescriptions dispensed during the fiscal year used to 
complete your survey (question 3). 
 
Documentation to show % and/or # of prescriptions for the year used to complete your survey for 
(question 4): 
 Alabama Medicaid 
 Other Third Party Payers 
 Cash 
 
Annual Sales and/or Income report to document total annual store sales and total annual 
prescription sales (questions 22 and 23). 
 
Documentation for sq. footage figures reported for (questions 24-28).  This can be from 
assessment documents for property tax or a diagram of store footprint and departments.   
 
Documentation of franchise fees (if any) paid for the fiscal year used to complete your survey 
(question 29). 
 
Section 2: Pharmacy Personnel 
 
The following may be used to support the data listed in Section 2 (Pharmacy Personnel) 
 
W2 Forms for employees listed on survey to document salaries, Social Security and Medicare 
paid to or on behalf of employees listed in your survey.  Please redact names and social security 
numbers for security purposes. 
 
--OR-- 
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Salary and Benefits summary from bookkeeping program to show what you paid for each 
employee who worked in the pharmacy to cover: 
 Wages 
 Employer portion of Social Security and Medicare contributions 
 Worker’s Compensation Insurance 
 Health Insurance Premiums (if provided) 
 Life Insurance Premiums (if provided) 
 Retirement Benefits (pension/profit sharing/401k, etc.) 
 Professional Liability Insurance (if provided) 
 Any other employee benefits provided by the employer 
 
Again, please redact names and personal information such as social security numbers. 
 
 
Section 3:  Annual Overhead Expenses 
 
If you used any of the following tax forms to provide data for your survey please, please provide 
a copy of the tax form along with any schedules or supporting documents used to compile the 
information for your survey. 
 
You may refer to the following lines on your tax forms to assist you in providing information for this 
survey.  Some lines refer to schedules that itemize expenses (e.g. expenses for utilities or Rx supplies are 
to be itemized on a schedule attached to support the deduction taken for line 26 on form 1120). Others are 
categories that combine expenses (e.g. Taxes and Licenses are the same line on tax forms), and you may 
have to consult your accounting software or books to break down the amounts for each specific category.   
 
 
Item 1040C 1065 1120 1120S 
Utilities 25 20 26 19 
Depreciation 13 16a 20 14 
Taxes 23 14 17 12 
Rent—Building 20b 13 16 11 
Repairs and Maintenance 21 11 14 9 
Insurance (facility liability or 
property) 

15 20 26 19 

Insurance (employee benefits--
to calculate employee annual 
salary) 

14 19 24 18 

Interest Expense on Pharmacy 
Related Debt 

16 15 18 13 

Pension and profit sharing 
plans (employee benefits—to 
calculate employee annual 
salary) 

19 18 23 17 

Legal, Accounting and Other 
Professional Fees 

17 20 26 19 

Dues and Publications 27 20 26 19 
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Bad Debts (this fiscal year 
only) 

 12 15 10 

Telephone 25 20 26 19 
Operating and Office Supplies 
(Excluding Rx containers, 
labels, etc.) 

18 
22 

20 26 19 

Advertising and Marketing 8 20 22 16 
Rx Computer Expenses 27 20 26 19 
Rx Claim Transmission 
Charges and Switching Fees 

27 20 26 19 

Rx Supplies (Vials, bottles, 
labels, blister cards, etc.) 

27 20 26 19 

Pharmacy Equipment 
(purchased or rented/leased) 

27 or 
20a 

20 or 13 26 or 
16 

19 or 
11 

Wages and Salaries 26 9 13 8 
Credit Card Fees 27 20 26 19 
Travel Expenses 24 20 26 19 
Licenses 23 14 17 12 
 
 
--AND/OR— 
 
Income and Loss statements showing all expenses for the fiscal year used to complete your 
survey.  
 
--AND/OR— 
 
Any other documentation you have that verifies any expense listed on any line in your survey. 
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