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INTRODUCTION 
 

 The Alabama Medicaid program is the avenue of healthcare for a significant portion 

(approximately 20%) of the Alabama population. The program has seen increases in enrollment in 

recent years that have caused the demand for Alabama General Fund dollars to increase significantly. To 

address the issues arising with the Medicaid program, in October 2012, Governor Robert Bentley 

established the Alabama Medicaid Advisory Commission. In January 2013, the Commission 

recommended transforming the Alabama Medicaid program to a managed care environment by utilizing 

risk bearing Regional Care Organizations through an 1115 waiver from Centers for Medicare and 

Medicaid Services (CMS). Since January 2013, the State has been actively pursuing an 1115 waiver to put 

this transformation into motion.  

 A large component of the transformation that will create both higher quality care and decreased 

rate of cost growth are further improvements to management of Alabama’s pharmacy benefits for its 

Medicaid enrollees. With this in mind, Governor Robert Bentley established the Alabama Medicaid 

Pharmacy Study Commission on June 06, 2013, and defined its membership (Appendix 2). The 

Commission is charged with conducting a study of the current Medicaid pharmacy delivery and 

reimbursement system and options for reform of the system. The study would include the following: 

(i) an analysis of the current system; 

(ii) a comparison of the Alabama Medicaid pharmacy program with programs in other states; 

(iii) descriptions of alternative pharmacy systems that could maintain quality and save money for 

the state Medicaid Agency; and 

(iv) the estimated savings and economic impact of each such described system, if implemented. 

 

The remainder of this report provides the Commission’s findings relative these four tasks. 

 

CURRENT MEDICAID PHARMACY SYSTEM 
 

 Currently, pharmacy costs make up approximately 11% of total Alabama Medicaid medical 

expenditures. Alabama Medicaid pharmaceutical expenditures have two components; ingredient cost 

and dispensing fee. The ingredient cost for the drug is paid to pharmacies based on the lower of Federal 

Upper Limit (FUL), Alabama Estimated Acquisition Cost (Average Acquisition Cost (AAC) or Wholesale 

Acquisition Cost (if no AAC is available), Usual & Customary Charge (U&C) to the public, State Maximum 
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Allowable Cost (MAC), or Medicare Part B for blood clotting factor. The dispensing fee for the drug is 

paid to pharmacies at $10.64 per prescription. 

 Pharmacy expenditures vary greatly across the various populations enrolled in Medicaid, Thus 

the distribution of enrollment and expenditures across aid categories compared to costs is worth noting. 

Pharmacy costs are driven largely by the Aged and Disabled aid categories. The Aged and Disabled 

population makes up just 13% of the Medicaid population, however accounts for 62% of the pharmacy 

expenditures. Conversely, Adults and Children make up 87% of the Medicaid population while just 38% 

of the pharmacy expenditures.   

Over the time period from 2008 to 2012, the Medicaid program in general and specifically the 

pharmacy component of the program has seen significant increases in membership as well as utilization. 

Figure 1 provides statistics for the increases seen in overall Medicaid enrollment, enrollees eligible for 

total pharmaceuticals, the number of annual recipients who utilized prescription services, total Medicaid 

spend, and pharmacy Medicaid spend. 

Figure 1 – Alabama Program Statistics from 2008 to 2012 

Medicaid 

Enrollment

Enrollees Eligible 

for Total Rx

Annual Rx 

Recipients

Total Medicaid 

Spend

Rx Medicaid 

Spend

FY 2008 921,000                      820,000                      500,000                      4,400,000,000$    502,600,000$        

FY 2012 1,100,000                 1,000,000                 610,000                      5,630,000,000$    593,100,000$        

Total Increase 19% 22% 22% 28% 18%

Annual Increase 5% 5% 5% 6% 4%
 

Along with the increases in membership and utilization, a decrease in Federal Medical 

Assistance Percentage (FMAP) due to the loss of Federal stimulus money increased the impact on the 

General Fund demand.   FMAP is the amount the Federal pays of every Medicaid dollar and is based 

upon a Federally-defined formula that includes per capita income (as a result, FMAP percentages vary by 

state, although FMAP can be no lower than 50%).  Overall, the General Fund demand for pharmacy 

increased by 44 percent, from $110 million to $158 million, from 2008 to 2012.  

This increase would have been more severe if not for the stability in the average pharmacy Per 

Member Per Month (PMPM) cost and the average per Unit Cost that Alabama’s Medicaid program has 

been able to achieve. The pharmacy cost has been among the best in the nation due to innovative 

approaches that have been, and are in the process of, being implemented. Alabama’s changes to its 

pharmacy benefit management have been many to ensure its rate of expenditure is appropriate: the 

change in reimbursement formula to the average acquisition cost, a substantial increase in generic 

utilization mix, the preferred drug list, prior authorizations, brand name and total drug limits, 90 day 

supply, increased co-payments, edits and audits, dispense as written requirements, and the Drug 
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Utilization Review Board all have (and will continue to) impact pharmacy quality and cost efficiency 

positively. As a result of these approaches, the current structure of the Alabama Medicaid pharmacy 

program is considered leading edge and the overall level of spend and rate of growth is reasonable and 

among the lowest in the country. 

 

COMPARISON OF PHARMACY PROGRAM TO OTHER STATES 
 

The Commission was tasked with comparing Alabama Medicaid’s pharmacy program to that of 

other state programs. Various approaches for making a comparison were taken including the use of 

Medicaid Statistical Information System (MSIS) data, Medicaid State Drug Utilization data, a report to 

Congress on Medicaid and the Children’s Health Insurance Program (CHIP) which included pharmacy 

spending, as well as discussions with other state Medicaid pharmacy directors. Although these provided 

useful data, lack of comparability and consistency among the different data sources highlighted one of 

the challenges associated with this project: one consistent data source that compares pharmacy 

programs on a normalized basis is not readily available which makes a true comparison difficult to 

derive.  

In order to completely normalize for each state’s unique pharmacy program, accounting for 

things like enrollment mix, managed care programs, ingredient cost methodology, dispensing fee 

methodology, and monthly prescription limits, among others, would need to be incorporated into the 

analyses. After normalizing for as many of these factors as the data would allow, high-level state 

Medicaid pharmacy program comparisons were able to be made. The focal point of the comparison was 

the unit cost per drug, in terms of acquisition cost and dispensing fee. Alabama is among the lowest 

state in terms of per unit drug cost at $1.02. See Figure 2 for a comparison of unit costs across states 

according to Medicaid State Drug Utilization Data for calendar year 2012. Note that the unit cost does 

contribute a large role in Medicaid’s pharmacy spend. For each one cent decrease in unit cost, 

approximately $5 million of savings are available to the Alabama Medicaid system.  
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Figure 2 – CY12 Per Unit Drug Cost by State 

 

As mentioned above, other drivers that impact overall cost include utilization, program limits, 

and Medicaid eligibility group mix but these drivers are subject to significant variation among states that 

make direct comparisons among these factors difficult.  The per unit cost is a standardized variable, that 

while not normalized for population mix, can still allow direct comparisons for one key driver of 

pharmacy expenditures. With that caveat, the overall conclusion when comparing Alabama’s Medicaid 

pharmacy program to other states across the country is that the Alabama structure is considered leading 

edge, the overall spend and the rate of growth is reasonable and one of the lowest across the country.  

 

 

ALTERNATIVE PHARMACY SYSTEM INITIATIVES 
 

During the October 24th, 2013 Commission meeting, representatives from three different 

potential alternative pharmacy management approaches made presentations on their respective reform 

initiatives. The presenters were tasked with identifying the most cost-effective way of reducing the rate 

of growth of the pharmacy benefit while maintaining or improving the current quality of care.  They 

each had their own design that could potentially maintain quality and save money for the state 

Medicaid Agency’s pharmacy program. The three reform initiatives were: 
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1) A Purchasing and Network Management Cooperative presented by American Pharmacy 

Cooperative, Inc. (APCI), 

2) A Pharmacy Benefit Management (PBM) presented by a coalition of three PBMs – CVS 

Caremark, Express Scripts, and MedImpact Healthcare Systems, Inc. 

3) and a Preferred Pharmacy Network presented by Walmart. 

 

Below is a more detailed description of each of the alternatives presented. 

 

1) Purchasing and Network Management Cooperative 

APCI is a purchasing cooperative and a network management service that utilizes APCI, 

Health Information Designs (HID), and Hewlett-Packard (HP). APCI would provide network 

management services from both a cost and quality perspective. HID would continue to maintain 

the prior authorization process and would provide clinical services. HP would provide claims 

processing. Their initiative reforms the current system and seeks to produce savings while 

maintaining quality in a way such that the current system would not be as dramatically impacted 

as it would with the other proposals.  

 

Savings would be accomplished through improving care management, specifically specialty 

drug management. Additional savings would be seen through reimbursement management, 

specifically through utilization of the Predictive Acquisition Cost (PAC) model as well as through 

specialty reimbursement edits. Finally, additional savings could be realized through rebate 

improvements on generic drugs. Administratively, Alabama Medicaid already holds contracts 

with HID and HP and therefore, there would potentially be no additional administrative 

component for their services unless additional services of HID or HP were requested. The 

administrative efforts of APCI would require additional administrative expenditures that have 

been included as an offset to the savings estimates provided below. Based on conversations 

with APCI, it is not anticipated that the current pharmacy provider tax would sunset with this 

reform initiative. Unadjusted state savings estimates provided by APCI ranged from $16 million 

to $22 million.  The consultants at Optumas, the actuary firm hired by the state Medicaid 

agency, reviewed the savings estimates. After adjusting for overlap with initiatives that have 

already been implemented by Alabama Medicaid, overall state savings are anticipated to be $9 

million to $18 million over a one year time period.  
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2) Pharmacy Benefit Management (PBM) System 

A PBM system is a contractor who manages the pharmacy system. The presentation to the 

commission included highlights of various PBM business models and management approaches, 

several of the components of which were used by the PBM coalition to develop their savings 

estimate.   From a practical perspective, this approach of describing a variety of models and 

management approaches was very helpful in educating the Commission about the potential for 

PBM capabilities and how they might be applied.  This approach, however, does not represent 

any one single PBM or one specific framework. Despite having varying management 

components, the various PBM models did produce similar overall savings that are discussed 

further below. 

 

Per the PBM presentation, savings would be accomplished through clinical and drug 

management. The PBM would have the ability to decrease dispensing fee costs as well as work 

to cut ingredient fee costs. They would also utilize fraud, waste and abuse techniques to reduce 

any potential over-utilization. Per the coalition, PBMs in general have very strong analytic tools 

and additionally, PBM currently operate in Alabama, providing services to several large clients in 

Alabama, including the State Employees, as well as nationally for other state Medicaid 

programs. The PBM would contain an administrative component that would offset savings. The 

impact on the pharmacy provider tax is unknown at this time however, savings figures have 

assumed that the Provider tax would sunset. Unadjusted state savings estimates provided by 

the PBM coalition ranged from $30 million to $50 million.  After accounting for the loss in 

provider tax, the Optumas consultants reviewed the estimates and, adjusted for overlap with 

initiatives already implemented by Alabama Medicaid. Overall state savings are anticipated to 

be $13 million to $35 million over a one year time period. 

 

 

3) Preferred Pharmacy Network 

A Preferred Pharmacy Network is a system that limits the network access to a closed subset 

of Pharmacies. The commission was able to see an example of this program design through a 

presentation from Wal-Mart. This example limited the network to Wal-Mart stores across 

Alabama creating the ability to use their pricing methodology which would significantly cut per 
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script costs. Although the reform would produce savings and promote quality, it would create a 

considerable change to the current system structure.  

Savings would be generated through reimbursement management. In Wal-Mart’s case, they 

created savings through the elimination of the dispensing fees and co-payments as well as 

through a decreased ingredient cost. Additional savings would be realized through wellness 

programs. The Preferred Pharmacy Network would contain an administrative component that 

would offset savings. The impact on the pharmacy provider tax is unknown at this time 

however, savings figures have assumed that the Provider tax would sunset. Unadjusted savings 

estimates provided by Wal-Mart were $40 million.  After accounting for the loss in provider tax, 

the Optumas consultants reviewed the estimates and, adjusted for overlap with initiatives 

already implemented by Alabama Medicaid. Overall state savings are anticipated to be $19 

million to $30 million over a one year time period. 

 

Figure 3 below summarizes the three initiatives state savings estimates after accounting for the 

potential loss of the provider tax for the PBM and Preferred Pharmacy Network projections and overlap 

with existing initiatives already implemented by Alabama Medicaid.  

 

Figure 3 – Alternative Pharmacy System Initiative Savings Projections: Adjusted for Provider Tax and Overlap 

 

There are two supplementary reform approaches that should be noted as additional 

considerations. They include the utilization of a Most Favored Nation (MFN) reimbursement rate and an 

increase to the current pharmacy provider tax. Note that these are not unique initiatives and could be 

included in addition to, as part of, or separate from, the reform initiatives presented above.  

MFN is an ingredient cost reimbursement model that pays the lesser of several options including 

the usual and customary charge that a provider charges or accepts from any payor. States like Georgia 

and Massachusetts have utilized MFN. Georgia has seen savings upwards of $20 million per year (total 



  

 

9 | P a g e  

 

funds) compared to their previous AWP reimbursement. If Alabama were to utilize MFN, projected state 

savings are $3 million to $9 million over a one year time period. 

The pharmacy provider tax currently provides approximately $9 million in state funds for 

pharmacy expenditures. Pharmacy providers currently pay ten cents for each prescription filled or 

refilled for a citizen of Alabama. Another potential strategy for creating additional state funds would be 

to increase this provider tax amount. Although this is an avenue to additionally consider, it may not be 

feasible in the short term and a dollar impact has not estimated at this time. 

Figure 4 below summarizes the two additional considerations state savings estimates.  

 

Figure 4 – Additional Considerations State Savings Projections 

 

The various reform initiative options all have their own strategies for achieving the goal of 

producing savings for the pharmacy program while maintaining quality. It is important to note that 

potential state savings projections described above are estimates given the high-level information 

currently available. If the state of Alabama changes the pharmacy delivery system, a Request for 

Proposal (RFP) process would be needed in order to know the true savings potential for a given 

initiative.   

 

ECONOMIC IMPACT OF DELIVERY SYSTEM REFORM 
 

The final aspect requested of the Commission was to estimate the economic impact, specifically 

on Pharmacies, of a reformed pharmacy delivery system, if implemented. To approximate this impact, 

the Commission looked at the volume of Medicaid prescriptions by pharmacy nationally and in Alabama, 

reviewed published studies on how many Pharmacies in the U.S. close per year (churn), and reviewed 

data on the average margin per pharmacy by line of business. Using these three pieces of information, 

an estimated impact for change in margin and increase in churn rate given a change in the Alabama 

pharmacy delivery system could be derived. The above data came from multiple sources of information, 



  

 

10 | P a g e  

 

including the National Community Pharmacists Association (NCPA) dataset on independent pharmacy 

financial experience as well as National Health Expenditure data from the CMS Office of the Actuary. 

Research shows that there are approximately 60,000 Pharmacies in the U.S. For the purposes of 

this study, these can be broken into two types; chain and independent (including specialty, long-term 

care, and other types of non-chain pharmacies). Of the 60,000 total Pharmacies, approximately 39,000 

are chains. Chain pharmacies have continued to see steady increases in quantity over the years through 

similar shifts in pharmacy reimbursement systems much like the ones proposed above. Therefore, it is 

assumed that a reform to the Alabama Medicaid pharmacy system would have no significant impact on 

chain pharmacies. Please see Appendix 5C for additional considerations with regard to chain 

pharmacies. This leaves analyses on the impact a shift in the Alabama Medicaid system would have on 

its independent Pharmacies.  

There are approximately 700 independent Pharmacies in Alabama. Studies show that nationally, 

approximately 90% of independent pharmacy revenues are prescription based. These prescriptions and 

associated revenues break into four lines of business; Medicaid, Medicare Part D, Other Third Party and 

Cash.  

To get an estimate for the impact a shift in the Alabama Medicaid pharmacy system would have 

on independent Pharmacies in Alabama, research was done to see the impacts when similar shifts to the 

system occurred nationally, specifically the implementation of Medicare Part D. In January 2006, 

Medicare Part D was implemented with the intent to provide prescription drug coverage for 43 million 

Medicare beneficiaries. This severely shifted the pharmacy system for a large percentage of the overall 

business. As mentioned above, chain Pharmacies saw very little impact and continued to grow. 

However, studies show that independent Pharmacies were unintentionally impacted. Decreases in 

margins resulting in the closure of independent rural Pharmacies above normal closure rates (churn) 

were seen. This was a result of the implied shift from other payors to Medicare Part D average margins. 

Average margins by payor can be seen in figure 5 below, which depicts components of the current 

independent pharmacy program by line of business.     
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Figure 5 – Current Independent Pharmacy Picture 

% Scripts % Revenue
Avg Gross 

Margin

Components 

of Margin
% of Margin

Medicaid 13% 10% 20% 2% 8%

Medicare Part D 30% 28% 18% 5% 21%

Other Third Party 45% 40% 20% 8% 34%

Cash 12% 22% 40% 9% 37%

TOTAL 100% 100% 24% 24% 100%
 

 With the implementation of Medicare Part D, approximately 30% of pharmacy business shifted 

from cash, other third party, and/or Medicaid into the new Medicare line of business. As seen in Figure 

5, the margins realized by pharmacies decreased materially with this shift.  Research published in peer-

reviewed journals1 suggests that this decrease in margin may have been the primary cause for additional 

independent pharmacy closures. According to the study, prior to Medicare Part D, approximately 70 

independent Pharmacies nationally closed per month. The study found that, after implementation of 

Medicare Part D, this number increased to approximately 150 independent pharmacy closures per 

month. Per the study findings, this potentially implies that the shift to Medicare Part D may have 

resulted in an additional 80 independent pharmacy closures per month. Note that these figures are for 

closures only and do not address the net impact due to new pharmacy additions in any given month. 

 Using the national findings from the Medicare Part D study and adjusting the results for the 

State of Alabama, projections for the impact expected with a hypothetical shift in overall Medicaid 

reimbursement, and therefore Medicaid margins for independent Pharmacies in Alabama, were 

calculated. The conclusion from Optumas’ modeling is that minimal overall independent pharmacy 

margin and churn impact would be seen with a change in the Alabama Medicaid pharmacy delivery 

system that reduced Medicaid margins for independent Pharmacies in Alabama. Figure 5 shows that a 

shift in the average margin for Medicaid specifically would not be as significant as that seen from the 

Medicare Part D implementation. Additionally, figure 5 shows that the overall market share for 

Medicaid does not appear to be significant enough to materially impact the overall margin for 

independent Pharmacies. Optumas’ analyses suggest that with a ten percent decrease (20% to 18%) in 

Medicaid margins, an additional 36 to 132 independent Pharmacies nationally would close per year (3 to 

11 monthly). This translates to approximately 1 to 4 Alabama independent Pharmacies closing annually 

(significantly less than 1 monthly). While these figures may seem small, it should be noted that any 

                                                 
1 Klepser DG, Xu L, Ullrich F, Mueller KJ. Trends in community pharmacy counts and closures before and after the 

implementation of Medicare Part D. J Rural Health. 2011 Spring;27(2):168-75.  
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additional closures would be materially significant for the individual Pharmacies impacted and their 

employees and communities. Overall, the conclusion is that changes to Medicaid reimbursement 

mathematically will not have a major impact on the current rate of independent Pharmacies in Alabama 

above what would be expected in the absence of any Alabama Medicaid pharmacy changes. This 

conclusion and the figures presented above are based on national data sources, adjusted for Alabama’s 

pharmaceutical experience on average, and therefore may not be appropriate for any given 

independent pharmacy in Alabama. Additionally they are not specific to any one reform initiative 

described above. Instead, they assume non-specific reductions in Alabama Medicaid pharmacy margins 

for independent Pharmacies, no matter the vehicle used in accomplishing the reduction. 

 In addition to analyzing pharmacy closures and resulting impact on access to care, consideration 

has been given to impacts on pharmacy quality. An assessment on the impact to quality is not feasible 

given the data available; however an evaluation of quality of care would have to be a component of the 

reform option chosen. According to the analyses conducted by Optumas and described above, access to 

care would not be impacted. 

The above impacts are calculations focused on independent Pharmacies specifically. It is 

important to note that there may be additional impacts in the form of economic ripple effects. If the 

closure rate was projected to increase materially as a result of a reduction in Alabama’s independent 

Pharmacies’ Medicaid margin, this could manifest itself in the form of fewer jobs and, as a result, fewer 

dollars being put back into the Alabama economy. Consistent with the conclusion above that there is no 

anticipated significant increase in the rate of closure of independent Pharmacies in Alabama due to a 

reduction in Alabama Medicaid margins, any economic ripple effects are projected to be minimal.  

 

 

SUMMARY 
 

The Alabama Medicaid Pharmacy Study Commission established by Governor Robert Bentley 

has worked over the past months to provide this report summarizing its findings. The current structure 

of the Alabama Medicaid pharmacy program is considered leading edge. Medicaid pharmacy spending 

and rate of growth are reasonable and among the lowest in the country. With this in mind, there remain 

additional changes that could be implemented to improve the program’s effectiveness. The Commission 

was able to explore various potential initiatives and understand their design and potential state savings 

impacts. The potential economic impact of any potential state savings which would result in reduced 
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Medicaid margin for Alabama’s independent Pharmacies, based on calculations by Optumas, appear to 

be minimal, specifically with regard to pharmacy closure rates. The adjusted savings estimates provided 

here by Optumas should be considered preliminary and illustrative only.  If the state decides to change 

delivery systems, an RFP process would be needed in order to know true savings and understand full 

program design and capabilities.  



  

 

14 | P a g e  

 

APPENDICES 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



  

 

15 | P a g e  

 

APPENDIX 1 – GOVERNORS RESOLUTION 
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APPENDIX 2 – COMMISSION MEMBERSHIP 
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APPENDIX 3A – AUG 23, 2013 MEETING MINUTES 
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APPENDIX 3B – OCT 10, 2013 MEETING MINUTES 
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APPENDIX 3C – OCT 24, 2013 MEETING MINUTES 
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APPENDIX 3D – NOV 14, 2013 MEETING MINUTES 
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APPENDIX 3E – DEC 13, 2013 MEETING MINUTES 
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APPENDIX 4A – AUG 23, 2013 MEETING HANDOUTS 
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APPENDIX 4B – OCT 10, 2013 MEETING HANDOUTS 
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APPENDIX 4C – OCT 24, 2013 MEETING HANDOUTS  

1. PBM PRESENTATION 
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2. PREFERRED PHAMRACY NETWORK PRESENTATION 
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3. APCI PRESENTATION 
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APPENDIX 4D – NOV 14, 2013 MEETING HANDOUTS  
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APPENDIX 4E – DEC 13, 2013 MEETING HANDOUTS  
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APPENDIX 5A – ADDITIONAL COMMENTS 
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APPENDIX 5B – ADDITIONAL COMMENTS 

 

COMMENTS TO THE ALABAMA MEDICAID PHARMACY              

STUDY COMMISSION 

By Alabama Arise  

Dec. 13, 2013 

 

After Gov. Robert Bentley appointed Alabama Arise policy director Jim Carnes to the 

only consumer advocacy seat on the Alabama Medicaid Pharmacy Study Commission, 

Arise recruited an advisory committee to augment consumer participation in the 

commission process. The committee comprised a Medicaid pharmacy consumer and 

pharmacists serving Medicaid consumers with special medical needs (e.g., HIV/AIDS, 

mental illness and conditions requiring infusion therapy). The following comments 

reflect the observations and concerns of this advisory committee. 

General observations 

Though the governor’s June 6, 2013, executive order creating the Pharmacy Study 

Commission identified two goals for pharmacy reform – to “maintain quality and save 

money for the state Medicaid agency” – the bulk of the commission’s work has 

focused on the cost factor. When questioned about quality and access concerns, 

Medicaid consultant Steve Schramm of Optumas noted that these issues would be 

more appropriately addressed in the proposal phase. The consumer advisory 

committee is concerned that the farther along we get in the pharmacy reform process, 

the harder it will be to design effective safeguards for access and quality. 

On the matter of cost, one sentence in Schramm’s Nov. 14 interim PowerPoint 

presentation calls the implied premise for Medicaid pharmacy reform into question: 

“Current delivery and reimbursement system is not out of control.” The presentation 

goes on to cite the two principal causes of recent increases in pharmacy spending: 

enrollment growth and changes in the federal match rate, neither of which is affected 

by state policy decisions. 

As Dr. Williamson has reminded the commission on several occasions, the potential 

savings to be had from any of the pharmacy reform options under consideration are 
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minimal in the overall budget context. Further, these savings do not take into account 

the potential human – and financial – costs resulting from restricted access, 

compromised services and deferred care. 

General recommendations 

• Rather than simply defer to a later step in the process and hope for the best, 

the commission should recommend a thorough review of the potential impact 

of any proposed Medicaid pharmacy reform on patient access and quality of 

service.  

• Restructuring Medicaid’s already well-performing pharmacy delivery and 

reimbursement system with the narrow aim of reducing pharmacy spending is a 

short-sighted and ineffectual approach to containing costs and maintaining 

quality. The commission should recommend that any proposed policy changes 

balance attention to budget trend-lines with a broader consideration of the 

ways pharmacy reform can reduce long-term costs by improving preventive 

care, care coordination, treatment of complex health needs and other 

qualitative factors.  

Specific concerns 

The pharmacy benefit management (PBM) concept figures prominently in the options 

the commission is considering. The consumer advisory committee has several 

concerns about the PBM approach. Patients on Medicaid have a pressing need for 

prescription counseling to help them understand their conditions, interpret symptoms 

and comply with medication requirements. Any restriction of pharmacy choice 

through a PBM system would likely increase patient volume at participating providers, 

thus increasing fulfillment time while reducing opportunities for consultation. Such 

compromises in quality have long-term cost implications that weigh against any short-

term savings. 

None of the three options cited mail-order prescription fulfillment as part of its plan, 

but Medicaid pharmacy reforms in a number of states have had a mail-order 

component. In addition to the obvious reduction in face-to-face encounters between 

patients and pharmacists, the mail-order approach creates a special risk for low-

income patients who may experience frequent changes of address and phone number. 
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The commission heard from Georgia Medicaid’s pharmacy director that her state has 

seen cost savings from eliminating the prescription drug limit. When questioned about 

this assertion, the director adamantly defended it, attributing the savings in part to a 

resulting increase in use of generics. The consumer advisory committee thinks this 

experience reported by a neighboring state warrants further investigation by Alabama 

Medicaid.  

Even if Alabama were starting from a different baseline for generics that made 

additional savings unlikely, it’s possible we could eliminate the drug limit without 

increasing costs. In so doing, we could remove both a perennial point of contention 

in the Medicaid budget and a major barrier for patients with complex medical needs. 

For example, in a state with high rates of chronic diseases, many patients require 

maintenance drugs for multiple conditions, leaving no room within narrow limits for 

treatment of acute illnesses. The problem is especially urgent for medically fragile 

patients who receive adequate pharmacy services under children’s waivers but fall 

under prescription limits as they reach adulthood, often in the face of declining health. 

Similarly, the 10-prescription cap on antipsychotic, anti-epileptic and HIV/AIDS 

medications is generally adequate for the targeted illnesses, but life-prolonging 

treatment finds patients increasingly susceptible to chronic problems such as diabetes, 

high cholesterol and hypertension, which can quickly exceed the limit of six additional 

medications.  

Two further policy matters affecting HIV/AIDS pharmacy came to the attention of 

the consumer advisory committee:  

Under the AIDS Drug Assistance Program (ADAP, which channels federal funding 

through the Alabama Department of Public Health), clinics receiving medications    

for patients who fail to show up for treatment cannot send the medications back. 

Clinic physicians see ample opportunity to re-assign the unclaimed drugs to other 

patients, but the state pharmacy board has cracked down on unauthorized re-use. By 

contrast, state law allows oncologists to re-assign unclaimed oncology drugs to other 

patients. An equivalent law for HIV/AIDS medications would increase ADAP’s   

cost-effectiveness and eliminate waste without affecting the state budget. 

HIV treatment involves combinations of medications tailored to fit the specific 

medical needs of the patient. Most of the HIV medications are available only in 

brand-name form. Though expensive, these medications have been proven in studies 
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to be extremely cost-effective for the overall health care system, because they keep 

people healthy and out of the hospital. They are also a vital public health tool, because 

HIV-positive people on effective medication combinations have been shown to be   

far less likely to pass on the virus. Adequate treatment requires the full arsenal of 

FDA-approved HIV medications. 

On a final note, the proposal for an exclusive Wal-Mart contract for Alabama 

Medicaid pharmacy led Arise to ask how many Wal-Mart employees in the state have 

children on Medicaid. Mobile’s Press-Register reported in April 2005 that 4,700 children 

of Wal-Mart employees were enrolled in Alabama Medicaid at that time. Neither a 

company spokesman nor Medicaid officials provided more current data in response. 

The consumer advisory committee feels that such information is necessary for 

assessing any possible conflict of interest in the Wal-Mart proposal. 

Specific recommendations 

• The commission should urge the governor to order an evaluation of the 

potential impact of a pharmacy benefits management (PBM) system on access 

to and quality of pharmacy care. 

• The commission should urge the governor to require a similar evaluation of 

mail-order prescription fulfillment if such a policy were to be proposed at a 

later date. 

• The commission should urge the governor to order an assessment of the 

potential benefits and risks of eliminating Alabama Medicaid’s prescription 

drug limits. This research should include further consultation with Georgia 

Medicaid officials about their no-limit policy. 

• The commission should urge the governor to propose or support legislation 

allowing re-use of unclaimed HIV/AIDS medications, in line with existing state 

policy for oncology medications. 

• The commission should recommend against any further limits on the number 

or type of HIV/AIDS medications.  

• The commission should ask Alabama Medicaid to report the number of 

children of Wal-Mart employees who have been enrolled in Alabama Medicaid 

over the past five years. 
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Respectfully submitted, 
 
Jim Carnes, Commission Member 
Policy Director  
Alabama Arise 
jim@alarise.org 
 
E. Kelly Hester, Pharm. D., BCPS, AAHIVP 
Associate Clinical Professor, Department of Pharmacy Practice 
Auburn University Harrison School of Pharmacy 
Clinical Pharmacist – Medical AIDS Outreach of Alabama, Montgomery  
 
Jeb Mitchell, Pharm. D. 
Solutions Infusion Therapy, Birmingham 
 
Beth Newlin 
Resource Specialist 
Family Voices of Alabama 
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APPENDIX 5C – ADDITIONAL COMMENTS 

 

COMMENTS TO THE ALABAMA MEDICAID PHARMACY              

STUDY COMMISSION 

By Tammie Koelz, R.Ph. - Walgreens 

Dec. 26, 2013 

 

Ms. Tammie Koelz has submitted one additional comment with regard to the 
following quote from page 10 of the report: 
  

“Chain pharmacies have continued to see steady increases in quantity over the 
years through similar shifts in pharmacy reimbursement systems much like the 
ones proposed above.  Therefore, it is assumed that a reform to the Alabama 
Medicaid pharmacy system would have no significant impact on chain 
pharmacies.”    

 
Please find the additional comment from Ms. Koelz below: 
 

“To assume that reforms to the current system would have no significant 
impact on Chain reimbursement is false.  Taking the Most Favored Nations 
proposal as an example, changing from the current system to a MFN system 
could potentially have significantly negative impacts on both Commercial plan 
reimbursement (in the form of contract negotiation) and Fee for Service 
Medicaid reimbursement (in the form of lower reimbursement rates/dispensing 
fees).” 


