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FISCAL SUMMARY
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______________________________________________________________________________

MEASURE'S PURPOSE:  SB 32 creates the Senior Citizen Prescription Drug Program, to be administered by the Department of Insurance, to provide maintenance drugs to persons aged 65 and older with incomes below $30,000 per year who are being treated for asthma, chronic obstructive pulmonary disease, high lipids, cardiovascular disease, high blood pressure, diabetes or arthritis.  This program is to be implemented when sufficient funds become available to operate the program.  The Department may contract this program with a third party administrator.  Participants would be charged an annual premium of $150 per year for persons with an annual gross family income of $20,000 or less, and $300 per year for persons with an annual gross family income between $20,001 and $30,000.  Co-payments would equal 20% per prescription, not to exceed $50 per prescription.

PROVISION/MECHANICS:  SB 32 creates new sections of Subtitle 17B of KRS Chapter 304 to define "department," "eligible consumer," "eligible drug," "maintenance drug," "program," and "third-party administrator"; creates the Kentucky Senior Citizen Prescription Drug Assistance Program, to be administered by the Department of Insurance with the services of a third-party administrator; provides that implementation will occur when funds are available; permits the use of federal or appropriated Kentucky funds; provides that the program may be superseded by federal law, and may otherwise be changed to conform to federal requirements for a senior prescription drug program; provides that certain Medicaid drug rebate funds, not otherwise returned to the federal government or used for the Medicaid match, may be used to fund the program; requires the Department to promulgate administrative regulations to implement the program and work with the Revenue Cabinet on an income verification process; allows for the use of electronic or "Smart Card" technology for tracking copayments and electronic benefits transfers between the program and the pharmacy, and requires compatibility with similar technology used by other state programs; provides for an annual premium of $150 for persons with a gross family income of $20,000 or less, and for an annual premium of $300 for persons with a gross family income of $20,001 to $30,000; provides for a copayment of 20%, or a maximum of $50, for each prescription filled or refilled; directs that reimbursement be made to a pharmacy or consumer for up to a 60 day supply of drugs; provides that a reimbursement shall be the usual and customary fee charged by the pharmacy, minus the copayment; permits the pharmacy to retain the copayment; requires the copayment to be collected prior to dispensing the drug; requires the Department or third-party administrator to market the program; provides for enrollment during an annual 30 day period; allows persons turning 65 to have 6 months to enroll; requires the Department to consult with the Department for Medicaid Services or other state agencies for assistance when determining the most effective marketing approach and application and open enrollment processes; requires the Department to review data submitted by the third-party administrator and project expenditures, make recommendations for inclusion of other drugs in the program, with priority given to cancer drugs, review and recommend changes, if appropriate, to premiums, copayments, or eligibility criteria; requires a report to be submitted to the Governor and Legislative Research Commission summarizing demographics, utilization, and recommendations; establishes standards for the selection of a third-party administrator; requires that the third-party administrator be selected through a competitive bidding process; provides that the contract period shall be for 4 years with an option for a 2 year extension; requires the third-party administrator to develop policies for enrollment, eligibility determination, pharmacy benefits management, drug utilization, premium billing and collection, data reporting, and agent referral fees; requires the third-party administrator to submit reports on the operating condition of the program to the Department; requires the third-party administrator to submit an annual report to the Department on earned premiums, administrative expenses, incurred and paid claims, and number of eligible consumers; and, permits the third-party administrator to contract with a pharmacy benefits manager. 

FISCAL EXPLANATION: The provisions of the Act (Section 2) direct the program to be implemented when sufficient funds become available to operate the program.  The fiscal impact is indeterminable due to the inability to accurately estimate when sufficient funds will become available, the number of eligible persons who would elect to participate in the program, net costs of eligible prescriptions, and, as previously noted, the costs relating to administering the program.  To the extent that the need for health services (i.e. Medicaid) are prevented or reduced, and premiums, co-payments, and eligible rebates are collected, the cost of the program would be reduced.  In the event elderly persons choose to “drop” existing prescription coverage in order to be eligible to participate in this program, additional costs would be incurred.

Although this fiscal impact is indeterminable, the following costs (utilizing the assumptions as identified) are provided based on the potential number of persons who would be eligible in Kentucky to participate in this program:

The 2000 Census reports there are approximately 504,800 persons who live in Kentucky and are at least 65 years of age.  In addition, according to the Legislative Research Commission’s 1999 Kentucky Health Insurance Survey, which is administered by the University of Louisville, there were approximately 158,000 citizens in Kentucky who were at least 65 years of age, were not institutionalized and had no prescription coverage.  As you will note in the chart below, approximately 132,000 of these citizens had no prescription coverage and earned less than $30,000.

Income & Prescription Drug Coverage for Kentuckians

Aged 65 and Over (Non-Institutionalized)


Prescription Drug Coverage?

Income Level
Yes
No

$20,000 or Less
        138,000 
         111,000 

$20,001 to $30,000
          56,000 
           21,000 

Over $30,000
        131,000 
           26,000 

Total
        325,000 
         158,000 

Source: 1999 Current Population Survey & the 1999 Kentucky Health Insurance Survey

Utilizing the data identified above relating to persons who did not have prescription coverage, and the assumptions as noted below, the following estimates are provided:

Annual Premiums to be Collected From Eligible Participants*

Income Level
# Persons
100% Participation

132,000 Participants*
75% Participation

99,000 Participants*
50% Participation

66,000 Participants*

$20,000 or Less ( $150)
111,000 
$16,650,000
$12,487,500
$8,325,000

$20,001 to $30,000 ($300)
21,000 
6,300,000
4,725,000
3,150,000

Total Premiums
132,000 
$22,950,000 
$17,212,500 
$11,475,000 

Illinois has had a Pharmaceutical Assistance Program, which covers a similar drug formulary and population proposed to be covered by SB 32, since 1985.  Based on information provided in the 2000 Annual Report for the Illinois Pharmaceutical Assistance Program, the average annual cost for prescriptions of persons who were not institutionalized, was approximately $700 for calendar year 2000. If an assumption is made that approximately 75% of these costs are for “maintenance drugs”, then the average annual cost for drugs covered under this legislation would be approximately $525 per year, or $44 per month per person.  The annual cost would need to be adjusted in the event the “true” percentage was greater than, or less than, the assumed 75% level.

Utilizing the $525 average annual prescription costs per person identified above, and assuming that each participant provided the necessary 20% co-payment as required in the legislation, the state’s contribution level (80% of costs) would be as follows:

Eligible Participants* – BR 170

Total Annual Cost
(Excluding Administrative Costs or Pharmaceutical Rebates)


Amount
100% Participation

132,000 Participants*
75% Participation

99,000 Participants*
50% Participation

66,000 Participants*

Co-Payment (20%)
$105
$13,860,000
$10,395,000
$6,930,000

From Premiums and State Contribution
$420
55,440,000
41,580,000
27,720,000

Total Cost
$525
$69,300,000 
$51,975,000 
$34,650,000 

The following is a recap of the potential fiscal impact that would be incurred by the Commonwealth assuming various percentages of participation of eligible persons, excluding any pharmaceutical rebates that would be assigned to the program or administrative costs that would be incurred by the Department of Insurance in implementing the program:

Eligible Participants* – BR 170

Fiscal Impact to the Commonwealth 

(Excluding Administrative Costs or Pharmaceutical Rebates)


100% Participation

132,000 Participants*
75% Participation

99,000 Participants*
50% Participation

66,000 Participants*

Total Cost
$69,300,000
$51,975,000
$34,650,000

Less: Co-Payment 
-13,860,000
-10,395,000
-6,930,000

Less: Annual Premiums
-22,950,000
-17,212,500
-11,475,000

Net – State Contribution
$32,490,000 
$24,367,500 
$16,245,000 

Utilizing a standard estimate of the cost to administer any state program, or 10%, the administrative costs which may be incurred by the Department of Insurance could range from $1.7 million to $3.2 million per year.
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