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NOTE SUMMARY

	Fiscal Analysis:
	              Impact
	               No Impact
	  X  Indeterminable Impact

	Level(s) of Impact:
	     X          State
	                       Local
	         X      Federal


	Budget Unit(s) Impact
	Department for Medicaid Services


	Fund(s) Impact:
	       X       General
	                Road
	     X        Federal

	
	                   Restricted Agency (Type)
	               (Other)


FISCAL SUMMARY

_____________________________________________________________________________

	Fiscal Estimates
	1997-98
	1998-99
	1999-2000
	Future Annual

Rate of Change

	Revenues (+/-)
	
	
	
	

	Expenditures (+/-)
	
	
	
	

	Net Effect
	
	Indeterminable

(see fiscal explanation)
	Indeterminable

(see fiscal explanation)
	


_____________________________________________________________________________

MEASURE'S PURPOSE:  Excludes pharmacy services from Medicaid managed care programs and continues reimbursement for Medicaid pharmacy services on a fee-for-service basis.

PROVISION/MECHANICS:  Create a new section of KRS Chapter 205 to define "Medicaid managed care program"; direct that the Cabinet for Human Resources shall provide that pharmaceutical services shall not be provided through Medicaid managed care programs and shall not be subject to payment on a capitated basis; direct that the cabinet shall continue to provide and reimburse for pharmaceutical services to Medicaid recipients on a fee-for-service basis under requirements and reimbursement methodologies imposed by KRS 205.560, 205.561 and 205.6316; direct that any provisions in contracts entered into by the cabinet prior to the effective date of the Act which provide that pharmaceutical services shall be included in a Medicaid managed care program shall expire as of June 30, 1998, and shall not be renewed; direct that any contract entered into or renewed by the cabinet after the effective date of the Act that does not comply with this section shall be void and unenforceable as contrary to public policy; provide that the cabinet shall provide pharmaceutical services to Medicaid recipients in a manner that qualifies the cabinet for the maximum amount of pharmaceutical rebates permitted under 42 U.S.C. sec. 1396r-8. 

FISCAL EXPLANATION:  This fiscal impact is indeterminable because it is not known what the Medicaid pharmacy growth rate will be if Medicaid Partnerships, or any other form of managed care for Medicaid, continue as a capitated system (Region 3 Partnership) and Medicaid pharmacy continues outside of Partnerships or managed care.  In addition, it is not known if carving pharmacy services outside of Medicaid Partnerships will cause this system to be unpalatable for any managed care vendor causing total managed care savings, or reductions in program growth, to be lost and the Partnership Program to be in jeopardy.  Finally, it is not known if not carving pharmacy outside of Medicaid Partnerships will cause access problems for Medicaid recipients, due especially to independent pharmacists in rural areas having financial feasibility problems, which would again cause the Partnership Program to be in jeopardy. 

LRC Staff Notes:  

1)
In a capitated system where providers are paid a set amount whether patients are seen or not, removing Medicaid pharmacy services from Medicaid Partnerships could cause an incentive for Partnership providers to prescribe more medicine and provide less direct patient care.  This occurrence could result in Medicaid pharmacy expenses increasing at rates even greater than the projected 12% or 13%.  Conversely, public testimony has been given that keeping pharmacy within Medicaid Partnerships with reduced reimbursement rates, particularly in rural areas, may result in pharmacies refusing to provide services to Medicaid recipients or closing down, which would reduce access if there is only one vendor within the required one hour transport time.  Such a situation could cause any affected Partnership to be in jeopardy of losing their state contract due to access requirements not being met.

2)
Although it has been heard that allowing Medicaid Partnerships to provide pharmacy services will result in a significant loss of drug rebates, it is LRC's understanding that, under managed care, drug rebates are turned into lower per member per month capitation rates and, thus, are not truly lost under Medicaid managed care.  Under Medicaid Partnerships, there are no drug rebates to vendors, but lower pharmacy rates reflect this loss.  Also, Partnerships may to negotiate their own rebates.  Further, drug rebates are 70% Federal Funds, which accrue back to the federal government if not expended by the Medicaid Programs.  The Department for Medicaid Services has stated in public testimony that drug rebates, if any, result in artificially established drug costs allowances being paid for Medicaid pharmacy.

Although this fiscal estimate is indeterminable, the following information is available:

According to the Region 3 and Region 5 Medicaid Partnerships, there are no contractual requirements specifically for reducing Medicaid pharmacy costs.  However, Partnerships are required to meet global budget targets and remain financially solvent.  If Partnership global budget targets are not met, Partnership reserve accounts will have to be accessed.  If a Partnership does not remain financially solvent, such Partnership will risk losing it's state contract and could be liable for any overages.

Pharmacy dispensing fees in the Region 3 Partnership currently equal $3.50 per prescription for brand name drugs and $3.75 per prescription for generic drugs, and in Region 5 equal $3.40 per prescription for all drugs.  Other miscellaneous incentives are available for Partnership pharmacists (i.e. $.10 per prescription in Region 3 for home deliveries) which, according to Region 3, will allow pharmacists to "make-up" the difference between previous Medicaid and Partnership dispensing fees.  Currently, outside of Medicaid Partnerships, the Department for Medicaid Services pays dispensing fees equaling $4.75 per prescription for outpatient services and $5.75 per prescription for nursing facility services.  Public testimony has been given that commercial Health Maintenance Organization pharmacy dispensing fees average $2.50 per prescription.

Per information from the Cabinet for Health Services, managed care pharmacy service Medicaid expenditures [excludes long term care and Home and Community Based (HCB) Waiver pharmacy] are projected to equal approximately 9.2% in FY 1998-99 and 11% in FY 1999-2000 of total Medicaid expenditures [after subtracting total drug rebate and long term care and HCB Waiver pharmacy (24%) estimates from total pharmacy cost estimates, and disproportionate share hospital and IBNR claims from total expenditures].  Total estimated managed care savings from Medicaid Managed Care Partnerships (the only Medicaid managed care program currently with identified "savings" or a reduced rate of growth in Medicaid) equal $70,500,000 in FY 1998-99 and $117,200,000 in FY 1999-2000.  Based on 9.2% in FY 1998-99 and 11% in FY 1999-2000 of these savings originating from managing Medicaid pharmacy services under Partnerships, it is estimated that this legislation will result in lost savings equaling $6,486,000 ($1,945,800 State Funds/$4,540,200 Funds) in FY 1998-99 and $12,892,000 ($3,867,600 State Funds/$9,024,400 Federal Funds) in FY 1999-2000.  Although debate has been that drug rebates regained may offset this savings loss, it is expected that regained drug rebates would be offset by higher pharmacy costs resulting in a neutral effect.  Total Medicaid drug rebates are estimated to equal $75,243,900 in FY 1998-99 and $85,025,600 in FY 1999-2000.    

LRC Staff Note:  Applying the percent of Medicaid pharmacy of total Medicaid expenditures (excluding DSH and IBNR claims) to total Medicaid Partnership savings estimates assumes that pharmacy under managed care will achieve the same percentage savings as all other services under managed care.  This assumption is yet unproven and questionable particularly if much of the estimated savings are expected to be generated from other services such as physicians and hospitals. 

	DATA SOURCE(S)
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	NOTE NO.
	177
	PREPARER
	Cindy Schweickart
	REVIEW
	
	DATE
	2/22/98


LRC 98-BR1977

