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EXECUTIVE SUMMARY

PURPOSE
To determine if the current Medicare allowance for albuterol sulfate is reasonable.
BACKGROUND

Albuterol sulfate is a prescription drug commonly used for inhalation therapy. Medicare allowed
$178 million for abuterol sulfate 0.083% in 1996 and over $200 million in 1997.

On January 1, 1998, as a result of the Balanced Budget Act of 1997, Medicare Part B began
reimbursing prescription drugs at 95 percent of average wholesale prices. Prior to January 1998,
Medicare allowances for drugs were set at the average wholesale price. Medicare allowances
include both the Medicare payment and the 20 percent coinsurance amount for which the
Medicare beneficiary is responsible.

For abuterol sulfate and other drugs where both brand name and generic versions are available,
reimbursement is based on 95 percent of the median average wholesale prices for al generic
sources. However, if abrand name product's average wholesale price is lower than the median
generic price, anew median including the brand name product must be cal cul ated.

Based on a provision within the Balanced Budget Act of 1997, Medicare can diverge from a
statutorily prescribed payment method if its application results in a payment amount that is not
inherently reasonable. Another provision of the Act authorizes up to five competitive bidding
demonstrations in the Medicare fee-for-service program.

This report provides: (1) information from previously published Office of Inspector Genera
(OIG) reports pertaining to albuterol sulfate, and (2) new updated information on the
appropriateness of Medicare allowances for albuterol sulfate.

FINDINGS

Previous OI G reports identified excessive Medicare payments for albuterol sulfate.

o] Medicare and its beneficiaries paid $34 million more than Medicaid for albuterol
sulfate in 17 Sates during a 14-month period ending February 1995.

o] Supplier acquisition costs are substantially lower than Medicare reimbursement
for albuterol sulfate.

o] Customers of mail-order and retail pharmacies were able to purchase albuterol

sulfate for less than what Medicare all owed.

Current information continues to prove that Medicare and its beneficiaries pay too much for
albuterol sulfate.
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o] Medicare will allow between 56 to 550 percent more than the Department of
Veterans Affairs will pay for generic versions of albuterol sulfate in 1998.

o] Medicare allowed 20 percent more than the average Medicaid payment for
albuterol sulfate in 1997.

o] Medicare allowed up to 333 percent more than acquisition costs available for
albuterol sulfate in 1998.

o] Customers of mail-order pharmacies will pay up to 30 percent less than Medicare
for albuterol sulfate in 1998.

RECOMMENDATIONS

The findings of this report continue to provide evidence that Medicare and its beneficiaries are
making excessive payments for albuterol sulfate. We believe that the information in this report
provides further support for recommendations made by the Office of Inspector General. We
previously recommended, and HCFA concurred, that HCFA reexamine its Medicare drug
reimbursement methodologies, with the goal of reducing payments as appropriate. We outlined a
number of options for implementing this recommendation, including: (1) greater discounting of
published average wholesale prices, (2) basing payment on acquisition costs, (3) establishing
manufacturers’ rebates, and (4) permanent authority to use competitive bidding.

We continue to support the need for a comprehensive statutory reform of Medicare's prescription
drug reimbursement methodology. A number of proposals addressing reform have been offered
by both the Administration and members of Congress. However, until legidation can be passed
providing for such reform, we believe that HCFA should use its inherent reasonableness or
competitive bidding authorities to reduce Medicare payments for albuterol sulfate.

The Balanced Budget Act of 1997 provides HCFA with new inherent reasonableness authority
that can be applied to most Part B services. Specifically, the statute allows for up to 15 percent
annua adjustments in Medicare reimbursement rates without promulgating rules in the Federa
Register. Adjustmentsin excess of 15 percent continue to require promulgation of regulations.

We recommend that HCFA: (1) immediately reduce Medicare reimbursement for abuterol sulfate
by 15 percent using the new authority outlined in the Balanced Budget Act of 1997, and (2)
consider promulgating rules for a greater reduction in abuterol sulfate reimbursement. A

15 percent reduction in 1997 would have saved Medicare $30 million.

Alternatively, HCFA could use competitive bidding as a method to reduce Medicare payments for
albuterol sulfate. The Balanced Budget Act provided HCFA the authority to conduct up to five
demonstrations using this approach.

AGENCY COMMENTS

The HCFA concurred with the intent of our recommendations. However, it wantsto give

Congress the opportunity to act on the Administration’ s legislative proposal to reduce drug
payments before considering the use of its inherent reasonableness authorities. The
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Administration’s fiscal year 1999 budget proposes to eliminate the overpayment on outpatient
drugs by reimbursing physicians and suppliers at their acquisition costs.

We support the need for a comprehensive legidative solution to Medicare' s drug reimbursement
methodology. However, until legidation is passed, we believe that HCFA should utilize the

authority recently provided by Congress to take an immediate 15 percent reduction in albuterol
sulfate reimbursement.
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INTRODUCTION

PURPOSE
To determine if the current Medicare allowance for albuterol sulfate is reasonable.
BACKGROUND

Albuterol sulfate 0.083% is a prescription drug commonly used for inhalation therapy.

This drug may be administered to a patient through a piece of durable medica equipment (DME)
known as anebulizer. Patients with conditions such as asthma or emphysema may require
treatment with nebulizers.

Medicare does not generally pay for outpatient prescription drugs. However, Medicare Part B
will cover drugsif they are necessary for the effective use of DME. Medicare allowed $178
million for abuterol sulfate 0.083% in 1996 and over $200 million in 1997.

Medicare Reimbursement of Albuterol Sulfate

On January 1, 1998, as a result of the Balanced Budget Act of 1997, Medicare Part B began
reimbursing prescription drugs at 95 percent of average wholesale prices (AWPs). Prior to
January 1998, Medicare allowances for drugs were set at the average wholesale price. Medicare
allowances include both the Medicare payment and the 20 percent coinsurance amount for which
the Medicare beneficiary is responsible.

For abuterol sulfate and other drugs where both brand name and generic versions are available,
reimbursement is based on 95 percent of the median AWP for all generic sources. However, if a
brand name product's average wholesale price is lower than the median generic price, a new
median including the brand name product must be calcul ated.

The Health Care Financing Administration (HCFA) contracts with four carriers to process Part B
claims for durable medical equipment. The four carriers, known as the Durable Medical
Equipment Regional Carriers (DMERCS), process albuterol sulfate claims. The DMERCs are
also responsible for establishing the Medicare allowed charge for the drug.

As aresult of aprovision within the Balanced Budget Act of 1997, Medicare can diverge from a
statutorily prescribed payment method if the application results in a payment amount that is not
inherently reasonable. The HCFA has developed an interim fina rule that implements the new
statutory provision. These regulations became effective on March 9, 1998.

Another provision of the Balanced Budget Act of 1997 provides HCFA with the authority to
conduct competitive bidding demonstrations. The legisation authorizes up to five competitive
bidding demonstrations for health care items and services covered by the Medicare fee-for-service
program. These demonstrations must be completed by December 31, 2002.

Medicare Billing Codes for Albuterol Sulfate
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Currently, suppliers bill Medicare for albuterol sulfate using HCFA Common Procedure Coding
System (HCPCYS) codes K0504 and K0505. Code K0504 represents 1 milligram (mg) of

albuterol sulfate in concentrated form. Code K0505 represents a unit dose form of albuterol
solution per milligram. Prior to April of 1997, suppliers billed Medicare for abuterol sulfate
0.083% using HCPCS code J7620. Code J7620 represented one milliliter (ml) of albuterol sulfate
0.083% solution.

Beginning in December 1996, Medicare clarified the billing policy for inhalation or nebulizer
drugs. Only pharmacies licensed in the State where they are physically located may bill DMERCs
for nebulizer drugs. In addition to billing Medicare for the drug product, pharmacies can aso bill
adispensing fee of approximately $5.00 (code Q0132) per monthly prescription. Prior to the
clarification, DME suppliers without pharmacy licenses could bill Medicare for medication
dispensed by a contracted pharmacy.

METHODOLOGY

This report provides: (1) information from previously published Office of Inspector Genera
reports pertaining to albuterol sulfate, and (2) new updated information on the appropriateness of
Medicare allowances for albuterol sulfate.

I nformation from Previous Ol G Reports

Medicare Payments for Nebulizer Drugs (OEI-03-94-00390) examined Medicare and Medicaid
reimbursement methodologies for inhalation drugs. The inspection compared Medicare and
Medicaid payments for albuterol sulfate 0.083% in 17 States. These payments were made
between January 1994 and February 1995. Medicare information was obtained from the National
Clams History (NCH) file. Medicaid information was collected from the Medicaid Drug Rebate
Initiative (MDRI) system.

A Comparison of Albuterol Sulfate Prices (OEI-03-94-00392) assessed the appropriateness of
Medicare allowances for albuterol sulfate. For this report, we surveyed pharmaceutical buying
groups, mail-order pharmacies, and retail pharmacy stores and compared their prices for generic
versions of albuterol sulfate to the amount Medicare alowed.

Suppliers Acquisition Costs for Albuterol Sulfate (OEI-03-94-00393) examined the acquisition
cost of abuterol sulfate for suppliers billing Medicare for the drug. We surveyed a random
sample of 485 supplier claims for abuterol sulfate provided to Medicare beneficiaries between
January 1994 and February 1995. We asked suppliersto provide us with their drug procurement
costs. Forty-seven percent of the sample provided us with the actual albuterol sulfate invoices.

Excessive Medicare Payments for Prescription Drugs (OEI-03-97-00290) compared Medicare
allowances for prescription drugs with drug acquisition prices available to the physician and
supplier communities. In order to determine possible acquisition costs for abuterol sulfate, we
reviewed 1995 and 1996 prices offered by wholesale drug companies and group purchasing
organizations.

Updated I nformation
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To obtain current information on what other payers where reimbursing for abuterol sulfate
0.083%, we collected data on the Medicaid program and the Department of Veterans Affairs
(VA) hedlthcare system.

We collected 1998 charges or prices for albuterol sulfate 0.083% from mail-order pharmacies,
group purchasing organizations (buying groups), and wholesale drug companies. This
information provides an update of prices we had collected for previous reports.

Medicare Price Conversion

The new Medicare codes for albuterol sulfate are not based on certain concentrations (e.g.,
0.083%) but rather differentiate between providing a concentrated (K0504) or unit dose (K0505)
form of the drug. However, the DMERCSs used albuterol sulfate 0.083% drug products to price
the K0505 codes. The albuterol sulfate 0.083% products that we reviewed would be considered
unit dose forms of the drug. Therefore, our pricing comparisons are based on Medicare's
reimbursement for code K0505.

Code K0505 provides reimbursement based on 1 milligram. The reimbursement for code K0505
in January 1998 was $0.47 per mg. However, since al of the albuterol sulfate price information
we have obtained through the years is based on milliliters, we have converted Medicare's current
milligram price to amilliliter price. Medicare carriers have provided instructions on how to
convert albuterol sulfate 0.083% products from milliliters to milligrams. The instructions are
provided below.

The concentration of the drug in the dispensed solution can be converted to mg or
gm asfollows. A solution with alabeled concentration of 1% has ten (10) mg of
drug in each milliliter (ml) of solution. Therefore, a 0.083% albuterol solution has
0.83 mg of albuterol in each ml of solution. Since abuterol 0.083% solution
typically comesin a3 ml vial/ampule, each vial/ampule contains 2.5 mg of
albuterol (3 x .83 =2.5).

All of the abuterol sulfate drug products we reviewed camein 3 ml vials. Since the DMERC
instructions identify these vials as containing 2.5 mg of albuterol sulfate, we calculated a milliliter
price using this milligram amount. We multiplied 2.5 mg of abuterol sulfate by the current mg
reimbursement of $0.47 (2.5 mg x $0.47 = $1.175). We then divided this by three ml to come up
with a Medicare alowance per ml that we could use for comparison purposes ($1.175/3 ml =
$0.39). We used $0.39 as Medicare's allowance for 1 ml of abuterol sulfate 0.083%.

M edicaid Reimbursement

We retrieved Medicaid utilization and pricing data from the MDRI system. We used the national
drug codes (NDCs) for generic albuterol sulfate 0.083% that were used in our previous report.
We used the generic versions since Medicare reimbursement is, for the most part, based on
generic drug prices. We also updated this information with any new NDCs that were available in
the January 1998 Red Book CD-ROM update. We found Medicaid data for 19 generic NDCs.
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We extracted the most current data that the MDRI system contains (first through the third
quarters of 1997). We collected information on Medicaid's utilization, reimbursement, and total
rebate savings for each NDC. Medicaid reimbursement amounts include dispensing fees but do
not include any recipient copayment or third-party insurance amounts.

While Medicare reimburses the same amount regardless of the specific drug product provided,
Medicaid bases reimbursement on the specific drug product. Therefore, to compare Medicare and
Medicaid's reimbursement, we needed to determine the average amount that Medicaid reimburses
per ml of albuterol sulfate. We aggregated the reimbursement for al 19 drug products and
divided this by the aggregate utilization to determine the average Medicaid reimbursement per ml.

To determine the average Medicaid reimbursement after rebate, we subtracted the aggregate
rebate savings from the aggregate reimbursement and divided this by the aggregate utilization.
For four NDCs, we found that reimbursement and utilization data was available but rebate
amounts were not for certain quarters. Therefore, our average Medicaid reimbursement amount
after rebate may be a conservative estimate.

Department of Veterans Affairs Information

The Department of Veterans Affairs purchases prescription drugs for its healthcare system
directly from manufacturers or wholesalers. We have amassed the purchase prices for generic
albuterol sulfate 0.083% drug products available on the VA's national formulary. We have used
the prices available to the VA on the Federal Supply Schedule. All of these prices were available
through March of 1998.

Using the January 1998 Red Book update, we compiled all of the NDCs for generic abuterol
sulfate 0.083%. We compared thisto the VA's national formulary and obtained VA prices for
nine drug products. We then calculated the ml price for each of these drug products and
compared it with Medicare's alowance.

Group Purchasing Organization and Wholesale Drug Company Prices

We contacted all five group purchasing organizations (buying groups) which we had surveyed for
our previous report. One of the organizations refused to provide us with information and another
had gone out of business. The three remaining organizations provided us with their current 1998
negotiated prices for abuterol sulfate 0.083%. In addition, we were able to obtain prices from
two more organizations that were not surveyed for our previous report.

Group purchasing organizations (GPOs) negotiate drug prices from drug manufacturers and
suppliers. The organizations provide these negotiated prices to their pharmacy members. These
organizations sometimes charge for membership. Of the five organizations surveyed, two charge
$100, two charge no fee, and one charges $500.

Pharmacy members sometimes pay a small percentage amount above the negotiated price when
purchasing drugs from a GPO. These amounts are known as upcharges. Two of the GPOs do
not have an upcharge. The other three have an upcharge of between 1.5 and 5 percent. These
upcharges were included in our pricing calculations.
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We also were able to collect 1998 drug pricing lists from three wholesale drug companies. The
albuterol sulfate 0.083% prices collected are available to pharmacies throughout the nation.
There are no additional charges for these drugs.

Pharmacies purchasing drugs from GPOs and wholesalers are sometimes offered additional
rebates or discounts based on the amount of drug supplies they purchase. We did not include any
volume purchasing discounts or rebates in our pricing calculations.

Mail-Order Pharmacy Prices

We contacted the five mail-order pharmacies surveyed for our earlier report. All five pharmacies
were able to provide us with the current 1998 prices they charge their customers for albuterol
sulfate 0.083%. Only one pharmacy charged a $1.00 shipping fee per order. This charge was
factored into the price. One pharmacy charged a $9.95 membership fee; this amount was not
factored into the price.
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FINDINGS

PREVIOUS OIG REPORTSIDENTIFIED EXCESSIVE MEDICARE PAYMENTS FOR
ALBUTEROL SULFATE.

The Office of Inspector General has issued severa reports addressing the appropriateness of
Medicare allowances for albuterol sulfate 0.083%. We have compared Medicare's allowance for
albuterol sulfate with Medicaid's payments, supplier acquisition costs, and mail-order and retail
pharmacy prices. We have found significant differences when comparing what Medicare pays to
actual prices available in the marketplace.

Medicare and its beneficiaries paid $34 million more than Medicaid for albuterol sulfatein 17
States during a 14-month period ending February 1995.

Medicare and its beneficiaries would have saved $11 million in payments for albuterol sulfate
between January 1, 1994 and February 28, 1995 if reimbursement had been based on Medicaid's
payment methodology in the 17 States reviewed. In addition, Medicare would have saved an
additional $23 million on abuterol sulfate claimsif a drug rebate program similar to Medicaid's
had been in place.

Supplier acquisition costs were substantially lower than Medicare reimbursement for albuterol
sulfate.

Our review of 230 supplier's actual invoice costs for abuterol sulfate identified an actual average
cost of $0.19 per ml of albuterol sulfate during 1994. At the same time, Medicare contractors
reimbursed suppliers between $0.40 and $0.43 per ml for abuterol sulfate, more than double the
actual cost.

The amounts that suppliers paid for albuterol sulfate varied depending on the type of organization
from which the drugs were purchased. When purchased from a drug manufacturer, the average
supplier cost was $0.14 per ml. The average cost per ml of abuterol sulfate was $0.20 when
suppliers purchased from drug wholesale companies. Suppliers purchasing albuterol sulfate from
pharmacies paid an average of $0.23 per ml. Due to a clarification in Medicare policy, suppliers
can no longer contract with pharmacies to dispense medication. Only licensed pharmacies can
now dispense and bill Medicare for prescription drugs.

Beginning in April of 1995, we surveyed five group purchasing organizations to establish the
prices their members pay for albuterol sulfate. These organizations' prices were between $0.13
and $0.19 for generic versions of albuterol sulfate. The thousand of pharmacies that were
members of these groups were able to purchase albuterol sulfate at these low prices. At thetime
of this survey, three DMERCs were paying $0.43 per ml for albuterol sulfate and one DMERC
was paying $0.40.

For another report, we reviewed actual wholesale prices available to suppliersin 1995 and 1996
from drug wholesalers and group purchasing organizations. We found that the average actua
wholesale price for abuterol sulfate was $0.15 in 1995 and $0.19 in 1996. We found that
Medicare and its beneficiaries could have saved 64 percent or an estimated $106 million in 1995 if
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payments for albuterol sulfate had been based on average actua costs. 1n 1996, Medicare and its
beneficiaries could have saved 53 percent or $92 million if payments were based on actual costs
available to pharmacy suppliers.

Customers of mail-order and retail pharmacies were able to purchase albuterol sulfate for less
than what Medicare allowed.

During 1995, we found that five large national mail-order pharmacies charged customers less than
Medicare allowed for albuterol sulfate. The companies charged between 2 and 53 percent less
than the Medicare allowance of $0.43 per ml of albuterol sulfate. Four of the mail-order
pharmacies charged an additional 2 to 20 percent less when alarger volume of drugs were
purchased.

During 1995, we also found that 55 percent of retail pharmacy stores surveyed (60 of 109)
charged less for the generic version of albuterol sulfate than Medicare alowed. More than
one-quarter of the pharmacies charged at least 20 percent less than Medicare for aml of abuterol
sulfate.

CURRENT INFORMATION CONTINUESTO PROVE THAT MEDICARE AND ITS
BENEFICIARIESPAY TOO MUCH FOR ALBUTEROL SULFATE.

We updated Medicaid, acquisition, and mail-order prices for albuterol sulfate in 1997 and 1998.
We are also providing a comparison of Medicare's reimbursement for abuterol sulfate with that of
another Federal agency that procures prescription drugs, the Department of Veterans Affairs.

For most of 1997, Medicare allowed $0.41 per ml or $0.49 per mg for abuterol sulfate 0.083% in
unit dose form. Beginning in January of 1998, Medicare alowances for albuterol sulfate are
$0.39 per ml or $0.47 per mg of albuterol sulfate in unit dose form.

Medicare will allow between 56 to 550 percent more than the Department of Veterans Affairs
will pay for generic versions of albuterol sulfatein 1998.

While Medicare will allow $0.39 for 1 ml of abuterol sulfate in unit dose form, the VA will
acquire it for between $0.06 to $0.25in 1998. We found VA reimbursement for nine generic
albuterol sulfate 0.083% products. These products came from six different
manufacturers/distributors. The VA can purchase seven of the nine drugs for between $0.06 to
$0.12 per ml. The VA pays $0.19 and $0.25 for the remaining two products.

Medicare allowed 20 percent more than the average Medicaid payment for albuterol sulfate in
1997.

In the first three quarters of 1997, the Medicaid program paid an average of $0.34 for aml of
generic abuterol sulfate. Generic products represented 95 percent of the total drug
reimbursement for albuterol sulfate in the Medicaid program. During that same time, Medicare
paid $0.07 more or 20 percent more per ml than Medicaid. In addition, Medicaid received an
average drug rebate of $0.01 for every ml of abuterol sulfate paid for by the program.
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Medicare allowed up to 333 percent more than acquisition costs available for albuterol sulfate
in 1998.

During 1998, five group purchasing organizations negotiated prices for their members of between
$0.10 and $0.19 per ml of abuterol sulfate 0.083%. We obtained prices for 15 albuterol sulfate
products from these group purchasing organizations. Fourteen of the 15 prices were between
$0.10 to $0.12 per ml.

Three drug wholesalers provided albuterol sulfate to customers for between $0.09 and $0.14 per
ml in 1998. We collected nine different product prices from drug wholesalers. The drug
wholesalers charged $0.09 for four products and $0.14 for another three products. They charged
$0.10 and $0.13 for the remaining two products.

To the pharmacies purchasing albuterol sulfate at these prices, the Medicare program would have
allowed between two and four times the acquisition cost of the drug.

Customers of mail-order pharmacies will pay up to 30 percent less than Medicare for
albuterol sulfatein 1998.

To provide updated 1998 information, we surveyed the five mail-order pharmacies we reviewed
in 1995. Four mail-order pharmacies charged their customers less than Medicare. These
pharmacies charged between $0.27 and $0.38 per ml of abuterol sulfate compared with the $0.39
allowed by Medicare. The fifth pharmacy charged between $0.31 and $0.39 depending on the
volume of the product purchased.
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RECOMMENDATIONS

The findings of this report continue to provide evidence that Medicare and its beneficiaries are
making excessive payments for albuterol sulfate. We believe that the information in this report
provides further support for recommendations made by the Office of Inspector General. We
previously recommended, and HCFA concurred, that HCFA reexamine its Medicare drug
reimbursement methodologies, with the goal of reducing payments as appropriate. We outlined a
number of options for implementing this recommendation, including: (1) greater discounting of
published average wholesale prices, (2) basing payment on acquisition costs, (3) establishing
manufacturers’ rebates, and (4) permanent authority to use competitive bidding.

We continue to support the need for a comprehensive statutory reform of Medicare's prescription
drug reimbursement methodology. A number of proposals addressing reform have been offered
by both the Administration and members of Congress. However, until legidation can be passed
providing for such reform, we believe that HCFA should use its inherent reasonableness or
competitive bidding authorities to reduce Medicare payments for albuterol sulfate.

The Balanced Budget Act of 1997 provides HCFA with new inherent reasonableness authority
that can be applied to most Part B services. Specifically, the statute allows for up to 15 percent
annua adjustments in Medicare reimbursement rates without promulgating rules in the Federa
Register. Adjustmentsin excess of 15 percent continue to require promulgation of regulations.

We recommend that HCFA: (1) immediately reduce Medicare reimbursement for abuterol sulfate
by 15 percent using the new authority outlined in the Balanced Budget Act of 1997, and (2)
consider promulgating rules for a greater reduction in albuterol sulfate reimbursement. We
estimate that a 15 percent reduction in albuterol sulfate reimbursement could have saved Medicare
and its beneficiaries $30 million in 1997.

Alternatively, HCFA could use competitive bidding as a method to reduce Medicare payments for
albuterol sulfate. The Balanced Budget Act provided HCFA the authority to conduct up to five
demonstrations using this approach.

AGENCY COMMENTS

The HCFA concurred with the intent of our recommendations. However, it wantsto give
Congress the opportunity to act on the Administration’ s legislative proposal to reduce drug
payments before considering the use of its inherent reasonableness authorities. The
Administration’s fiscal year 1999 budget proposes to eliminate the overpayment on outpatient
drugs by reimbursing physicians and suppliers at their acquisition costs. The full text of HCFA's
comments are provided in Appendix A.

Ol G RESPONSE
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We support the need for a comprehensive legidative solution to Medicare' s drug reimbursement
methodology. However, until legidation is passed, we believe that HCFA should utilize the

authority recently provided by Congress to take an immediate 15 percent reduction in abuterol
sulfate reimbursement.
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APPENDIX A

Health Care Financing Administration Comments
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DEPARTMENT QOF HEALTH A HUMAM SERVICES Hanlth Care Financng Administraban
@ .
ﬁ _— The Adminsaurator
% ‘Wadhingtaf, LS. 20201
DATE: JUN T 1 B iy b R =T T
TO: June Gibbs Brown s ——— GElDn.LT T
Inspector General e

FROM: Mancy-Ann Min DePale ‘“‘3 \“"'"L\
Administrator

SUBJECT: Office of Inspector General (OIG) Drait Report. “Are Medicare Allowances
for Albuterol Sulfate Reasonable?™ (OEI-03-97-00292)

We reviewed the above-referenced report that examines the reasonableness of the currens
Medicare allowanee for albuterol suifate. Previons QIG reports identified exeessive
Medicare payments for albotero) sulfare. The findings of this report continue to provide
evidence that Medicare and its beneficiaries are maldng excessive payments for albutersl
sulfate.

The Health Care Financing Admintstration (HCFA) concurs with the intent of the O5G
report recommendations. Oor detailed comments are as foliows:

OLG Recommendagon
HCFA should immediately rednce Medicare reimburgement for albuterol sulfate by

15 percent uzing the new authority outlined in the Balanced Budget Act of 1937 (BBA).

HCEA Response
We concur with the intent of the recommendabon. While HCFA's use of its inherent

reasonableness awthority (as outlined in the BBA) is a way to reduce the amount HUFA
reimburses for allnrteral suifate, more comprehensive reform is necessary, The
Administraion’s fiscat year (FY) 1999 budget proposes to eliminate the overpaymment on
outpatient drygs by reimbursing physicians and suppliers at their acquisition cost. HCFA
wants to pive Conpress the opporhmity to act on this legislative propesal before
considenng the use of its mherent reasonablencss aulboriny,

OIG Recommendation
HCFA should consider promulpating rules for a greater reduction in alterel sulfate

reimbprsement,

HCFA Response
We concur. IF given the authority, [ICFA would like to increase the discount we now

take om the published averape wholesaie price { AWP) and base our price on the
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acquisition cost. The acquisiion price red the average wholesale price are bwo distinet
pricing methods, The acquisition cost relates to the invoics price for an item. The AWP
i5 a price that is essentially established by the industry, similar to the sticker price on a
vehicie. Itis HCFA™s belief the AWP does not aceurately reflect the gue reimbursement
for this product, but rather is an inflated momber. As long as HCFA is required to use the
AWE, which is essentially retail, we will continue to pay more than other payers.

OIG Recommendation

HCFA could use competitive bidding as a methedd to reduee Medicare payments for
albuterol suifate. The BBA provided HCFA the authonty to conduct up to five
demonsirations using this approach.

HCTFA Response

We concur with the intent of the recommendation. However, we believe more
comprehensive reform is necessary. The Administration’s FY 1999 budget proposes to
eliminate overpayment for outpatient drugs by reimbursing physicians and suppliers at
their acquisition cost. - We believe the Congress should be given the oppartunity to act on
the Administratien's legislative proposal that would reduce the overpayment, not ondy for
atbuterol sulfate, but also for other outpatient prescription drugs.

Techiieal Comments

This report compares HCFA's reimbursement to that of Medicaid, the Veterans
Admmistration, and purchasing groups. It should ke pointed cut that these other agencies
do not have to work under the same statutory constraints as IHICFA. HCFA has proposed
changes to loosen the sonstmints.
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