
 

 

 

 

February 4, 2011 

 

 

Kathleen Sebelius, Secretary 

U.S. Department of Health and Human Services 

Hubert H. Humphrey Building  

200 Independence Avenue, SW 

Washington, DC 20201  

 

 

Dear Secretary Sebelius:  

 

We read with interest your February 3 letter to governors identifying potential areas for Medicaid 

savings and wanted to take this opportunity to provide you with the community pharmacist 

perspective on these issues. The National Community Pharmacists Association (NCPA
®
) represents 

the interests of America's community pharmacists, including the owners of more than 23,000 

independent community pharmacies, pharmacy franchises, and chains. Together they represent a 

$93 billion health-care marketplace, have more than 315,000 employees including 62,400 

pharmacists, and dispense over 41% of all retail prescriptions.  

 

Independent community pharmacists are proud to play a vital role in the Medicaid program as the 

backbone of its drug benefit. Local pharmacists provide expert medication counseling and other 

cost-saving services that help mitigate the estimated $290 billion that is spent annually as a result of 

patients who do not adhere properly to their medication regimen. More than any other segment of 

the pharmacy industry, independent pharmacies are often located in the underserved urban and rural 

areas that are home to many Medicaid recipients. In fact, independent pharmacies represent 52% of 

all rural retail pharmacies and there are over 1,800 independent community pharmacies operating as 

the only retail pharmacy within their rural communities.
1
 For the average independent community 

pharmacy, 93% of all revenues are derived from prescription sales, and 14% of all prescriptions 

revenues are from Medicaid.
2
   

 

Every day, our members see first-hand and try to address both the struggle patients face in paying 

for their medication as well as the financial burden states face in trying to provide for the needs of 

Medicaid patients. Pharmacists are ready to work constructively with HHS, states and other payers 

to reduce health care costs. There are several aspects of your February 3 letter which we want to 

specifically address. 

 

 

 

                                                 
1 Based upon NCPA Analysis of National Council for Prescription Drug Programs (NCPDP) data, Rural Urban Commuting Area (RUCA) Codes, 

and 2000 U.S. Census data.  
2 West, Donna et al.  “2010 NCPA Digest, sponsored by Cardinal Health.”  National Community Pharmacists Association. October 2010.  
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Prescription services vital for Medicaid recipients 

First, regarding modification of benefits and cost sharing for services, NCPA maintains that 

prescription drug coverage is a vital component to the Medicaid program and should never be 

considered an optional benefit. The savings that a state may realize by severing access to 

prescription medications are likely to be eclipsed by the downstream medical interventions 

necessary to treat beneficiaries who have had to forgo their maintenance medications necessary to 

control a variety of life threatening chronic conditions. 

 

In addition, we note that one of your cost savings opportunities surrounds increased beneficiary cost 

sharing.  We do believe that increased cost sharing can help create incentives for beneficiaries to 

use more cost effective drugs. However, as you know, pharmacists have to provide prescription 

services to Medicaid patients regardless of whether they can pay the copays. This reduces the 

potential of differential copays to encourage the use of more cost effective drugs, and can impair 

Medicaid patients access to pharmacy services.  

 

While Federal law currently allows states to require payment of these copays a condition of 

receiving such prescriptions, most states have not exercised this authority. In some states that use 

copays, the uncollection rate can be as high as 50%, but the pharmacist still has to provide the 

prescription. We would only advocate for increased prescription drug copays if they were mandated 

to be paid by law, or limited savings will likely be realized from this opportunity.  

 

Pharmacists play key role in managing care for high-cost Medicaid enrollees 

Second, community pharmacists play a critical role in caring for Medicaid beneficiaries, especially 

the one percent of all beneficiaries who account for 25% of expenditures. This high-need subset of 

beneficiaries who typically suffer from more than one chronic condition, benefits greatly from 

personal attention from their community pharmacist. The community pharmacist can provide 

critical advice and guidance to these patients who need instruction and re-enforcement of optimal 

medication use and can emphasize the importance of medication adherence.  

 

This one percent also often accounts for a disproportionately large share of high-cost prescription 

drugs. The need for integrated care initiatives and new delivery models mentioned in your letter that 

coordinate care for people with chronic conditions is more crucial than ever.  Incorporating 

medication therapy management (MTM) services provided by pharmacists in these models will help 

lead to increased savings. There are a multitude of examples where pharmacist provided MTM 

services are saving states monies in their Medicaid programs, and we are happy to share this data 

with you.   
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Community pharmacies maintain the highest generic dispensing rates 

Third, we agree wholeheartedly with your recommendation to rely more on lower-cost generic 

drugs. Community pharmacists are leading the way to maximize their appropriate use. Local 

pharmacists consistently dispense generic drugs more often than mail order pharmacies operated by 

the major pharmacy benefit managers (PBMs) who managed care companies contract with to 

manage pharmacy benefits – as evidenced by local community pharmacy generic dispensing rates 

that are at least 10 percent higher than mail order. In 2010, the average independent community 

pharmacy had a generic dispensing rate of 69%, whereas comparable generic dispensing rates for 

the two largest PBM’s averaged 57%. We can play a vital role in any Medicaid ―generics first‖ 

initiatives.  

 

Illusory savings from requiring Medicaid prescriptions be delivered by mail  

Fourth, with regard to the suggestion in your letter of mail order as a cost-savings strategy, we 

respectfully and strongly disagree. Experience has shown that mail order pharmacies almost never 

deliver the savings they promise and are often ultimately more expensive than community 

pharmacies.  IMS Health found that for every 1% increase in generics utilization, health plans can 

realize 2.5% in savings. That is serious money that payers leave on the table when they allow PBMs 

to move patients against their will into mail order, where generics are dispensed less frequently. 

When mail order pharmacy is utilized, Medicaid prescription revenues are driven out-of-state, 

leading to losses of jobs and tax revenues, especially in local communities.  By law, Medicaid 

programs get the manufacturer’s best price for a particular drug. PBMs simply cannot negotiate 

better prices for drugs than Medicaid.   In addition, limitations are placed on the supply of 

medications a Medicaid recipient can receive, in many cases 30 days. It is counterintuitive to 

suggest mail order as a viable option for this vulnerable and often transient population, as mail order 

prescriptions are generally dispensed in a 3-month supply.  There are many other proven reasons 

why and examples how mail order is more expensive for state Medicaid programs, including 

massive administrative costs, and we welcome an opportunity to meet with your office to discuss 

further.  

 

Commensurate dispensing fee necessary for movement to actual acquisition cost benchmark 

Fifth, Medicaid prescription drug payments based on a properly calculated average acquisition cost 

(AAC) may be appropriate in some instances, but only when done in tandem with a dispensing fee 

that adequately reimburses pharmacies to cover the professional and business-related costs of 

providing the prescription drug—over and above the simple acquisition cost. States moving to an 

AAC model, like Alabama and Oregon, have recognized this and independently calculated a 

pharmacy’s cost of dispensing in most cases to be near $11, which indicates that dispensing fees in 

the $2 - $3 dollar range paid by most insurance plans don’t come close to covering a pharmacy’s 

cost to keep the doors open. Special consideration must also be given to pharmacies that treat a high 

volume of Medicaid patients and those in underserved urban and rural areas.  
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In addition, attempts by the Department to undertake a national survey to create a database of actual 

acquisition costs for States to use must be carefully considered. The Retail Survey Price law limits 

CMS’s authority to the collection of prices pharmacies charge consumers, not prices pharmacies 

pay for drugs. Congress authorized CMS to use Average Manufacturer Price (AMP) for the limited 

purpose of establishing upper payment limits on Medicaid reimbursement for certain multiple 

source drugs. CMS should not exceed its statutory authority by collecting, using, and disclosing 

acquisition cost price data in a manner that does not comply with current statutory authority.  

 

Putting the patient first  

Lastly, the Medicaid beneficiary class presents its own set of specific challenges, including multiple 

chronic conditions and the need for high-cost drug therapies in some cases. Many Medicaid patients 

also relocate more frequently than other patients and often require face-to-face consultations to 

ensure the proper use of their medication – both of which would seem to make mail order and 

traditional managed care approaches ineffective in this instance. The expansion of Medicaid under 

Federal healthcare reform will require an increase in pharmacy providers and any proposal that 

would compromise access to their services should be carefully considered. Further, such an 

outcome would be counter to the goals of the Affordable Care Act (ACA), which your office is 

working tirelessly to implement. 

 

 

In conclusion 

Independent community pharmacy stands ready and willing to work with the Administration to 

address rising costs in Medicaid programs in meaningful ways. Our members simply provide too 

many valuable and effective services to this vulnerable population to be shut out of the program by 

shifting patients to mail order and encouraging restrictive pharmacy networks. This will 

undoubtedly have a negative effect on Medicaid beneficiaries’ access to pharmacy providers and 

needed medications in violation of federally mandated Medicaid access standards. 
3
  

 

We appreciate the opportunity to provide our views on these issues and we hope to have a chance to 

discuss these issues in person with you or someone in your office.  

 

Sincerely, 

 
 

Kathleen D. Jaeger 

Executive Vice President and Chief Executive Officer 

                                                 
3 42 U.S.C. 1396a(30)(A) 


