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EXECUTIVE SUMMARY

This document is a report to the Legislature as required by Assembly Bill 203, Chapter
188, Budget Trailer Bill which contains the following language:

“The department shall provide the fiscal and policy committees of the Legislature,
by no later than September 1, 2007, with their action plan to implement fiscal
reforms regarding the San Mateo Pharmacy and Laboratory Services Program.
This action plan will respond to issues identified by the Office of State Audits and
Evaluations, as well as any other applicable concemns identified by the
department, stakeholders, and control agencies.”

The Department of Mental Health (DMH) through enabling legislation, established field
tests of the principles and administrative systems to be included in the statewide design
for Medi-Cal managed mental health care. San Mateo County Mental Health Plan
(SMMHP) was one of the sites selected for a field test. DMH has discontinued the case
rate reimbursement system and risk sharing corridor, but did continue the laboratory
and pharmacy arrangement. The laboratory and pharmacy aspect of the SMMHP field
test appeared to have proven effective for the SMMHP and its beneficiaries and
therefore, it was continued.

On November 15, 2006, DMH notified the Legislature of a deficiency and requested the
Office of State Audits and Evaluations (OSAE) assistance in revising the DMH’s
estimate methodology for the SMMHP Pharmacy and Laboratory Services Program.
OSAE conducted a thorough review of the SMMHP Pharmacy and Laboratory Services
Program and released a final report on June 29, 2007 which made the following four (4)
observations and recommendations:

OSAE RECOMMENDATION 1: Lack of DMH Oversight Over Costs

“As the oversight agency, DMH should exercise control to ensure that Program revenue
and cost components are verified for accuracy or are analyzed for reasonableness.
Specifically:

Institute an audit function to periodically analyze the accuracy of reported data.

Obtain all data necessary to prepare an accurate estimate of Program costs.

Question the vendors’ and the County’s inability to provide billing data.

Ensure the County arranges for repayment of the over billed federal financial

participation of laboratory costs.

o Consider the loss of eligible rebate funds when determining the cost efficiency of
the Program.

¢ Negotiate the terms of all administrative fees charged to the Program, formalize

an agreement for administrative fees, and memorialize this agreement within the

contract. Ensure that administrative fees are Program-related, necessary, and

reasonable.



¢ Quantify and evaluate the reasonableness of the share of costs/coordination of
benefits revenue reported by the County.

OSAE RECOMMENDATION 2: Inadequate Assessment of Medicare Part D’s
Impact

DMH should work with DHS to identify the specific dual eligible beneficiary population,
and then quantify actual utilization associated with these beneficiaries. This
computation will result in a more accurate estimate.

OSAE RECOMMENDATION 3: The Program Estimate Lacks Essential User and
Service Level Detail

DMH should work with the County to break down user and service level categories.
Utilize this information to quantify treatment or policy changes that may materially affect
the Program. Review Program cost components independently and form the estimate
based on the aggregate of these costs rather than at the program level. Consult with
DHS to gain an understanding on how other COHS estimates are based.

OSAE Recommendation 4: The Program Was Not Assessed for Cost
Effectiveness

DMH should perform an analysis of the cost effectiveness of the Program that includes
a comparison of drug rebate amounts, the impact of Medicare Part D, and
administration fees. This analysis should be performed prior to any statewide
expansion.”

Fiscal reform is necessary to address the issues identified by the OSAE May 2007
report; to address the SMMHP response to the OSAE report; to ensure future estimates
are accurate and include all revenues and costs; and to prevent future SGF
deficiencies. The Pharmacy and Laboratory Services Program has been operating in
San Mateo for numerous years as a pilot. Given the financial constraints facing the
State at the present time, it is timely to evaluate the cost effectiveness of the pilot and
the feasibility of this pilot becoming a statewide program.

This report includes the following components which are intended to educate affected
and interested parties about the history of this mental health service delivery system,
along with options for its future:

¢ DMH Action Plan to implement fiscal reforms;

¢ Responses to the Observations & Recommendations cited in the May 2007
OSAE report;

¢ Response to concerns raised by San Mateo Mental Health Plan;

¢ Policy options for consideration.
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I. Purpose of Report

This document is a report to the Legislature as required by Statutes 2007, AB 203,
Chapter 188, Budget Trailer Bill which contains the following language toward the
California Department of Mental Health:

“The department shall provide the fiscal and policy committees of the
Legislature, by no later than September 1, 2007, with their action plan to
implement fiscal reforms regarding the San Mateo Pharmacy and
Laboratory Services Program. This action plan will respond to issues
identified by the Office of State Audits and Evaluations, as well as any
other applicable concerns identified by the department, stakeholders, and
control agencies.”

I1. Introduction
What is the San Mateo Pharmacy and Laboratory Services Program?

The California Department of Mental Health (DMH) through enabling legislation,
established field tests of the principles and administrative systems to be included in the
statewide design for Medi-Cal managed mental health care. San Mateo County Mental
Health Plan (SMMHP) was one of the sites selected for a field test. In February of
1995, the Centers for Medicare and Medicaid Services (CMS) (formerly known as
HCFA) approved a 1915(b) waiver for the SMMHP to field test various aspects of a fully
integrated and consolidated Mental Health Plan for Medi-Cal beneficiaries. The field
test included both psychiatric inpatient hospital services and other community based
specialty mental health services simultaneously.

Under the initial program design, the SMMHP operated under its own 1915 (b) waiver.
Most Medi-Cal specialty mental health services, including psychiatric inpatient hospital
services, were fully consolidated under the county mental heaith department. Federal
financial participation (FFP) was obtained through fee-for-service interim billing under
the Short-Doyle/Medi-Cal (SD/MC) system and annual cost reconciliation, which is
essentially the same process currently used under the Medi-Cal Specialty Mental
Health Services Consolidation waiver.

The primary issues field tested during the initial waiver period included:

1. improved access for the consumer through a centrally administered access
system;

2. a fully consolidated publicly managed Mental Health Plan (MHP) for all Medi-Cal
beneficiaries;

the definition of medical necessity;
a public/private network service delivery system;
innovative contracting arrangements, including shared risk contracting;
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a program to insure adequate interface with the primary care system;



7. program data and evaluation management information needs; and
8. performance outcomes and client satisfaction.

A first waiver renewal request was submitted to CMS in August 1997 and was approved
by CMS in June 1998. Under the first renewal waiver, San Mateo CoLnty continued the
systems put in place during the initial waiver period and began field testing federal
reimbursement based on a six-level case rate, with three levels of payment for children
and three levels for adults. The six levels were based on the levels of care required to
treat their mental health conditions appropriately. In addition, under the first waiver
renewal period the SMMHP also assumed responsibility for the authorization and
management of pharmacy and related laboratory services when prescribed by a
psychiatrist for a mental health condition. FFP is claimed for these services based on
fee-for-service payments to the Pharmacy Benefits Management (PBM) contractor and
SMMHP administrative costs for the services. Under the second waiver renewal period
SMMHP continued to field test the elements described above.

DMH discontinued the SMMHP waiver program once CMS had approved the
modifications proposed in the fourth renewal of the Medi-Cal Specialty Mental Health
Services Consolidation waiver program effective July 1, 2005. DMH discontinued the
case rate reimbursement system and risk sharing corridor, but did continue the
laboratory and pharmacy arrangement. DMH determined that continuation of the case
rate reimbursement system for the San Mateo MHP and application of the case rate
system statewide would not be administratively feasible. The laboratory and pharmacy
aspect of the SMMHP field test appeared to have proven effective for the SMMHP and
its beneficiaries and was, therefore, continued.

III. The Problem Being Addressed

On November 15, 2006, DMH notified the Legislature of a deficiency totaling $252
million in State General Fund (SGF) (Attachment A) of which an estimated $9 million
was needed for the SMMHP Pharmacy and Laboratory Services Program. DMH
requested the Office of State Audits and Evaluations’ (OSAE) assistance in revising the
DMH'’s estimation methodology for the SMMHP Pharmacy and Laboratory Services
Program. OSAE conducted a thorough review of the SMMHP Pharmacy and Laboratory
Services Program and released a final report on June 29, 2007 (Attachment B).

IV. Why We Need Fiscal Reform

Fiscal reform is necessary to address the issues identified by the May 2007 OSAE
report (herein referred to as the OSAE report); to address the SMMHP response to the
OSAE report; to ensure future estimates are accurate and include all revenues and
costs; and to prevent future SGF deficiencies.



The Pharmacy and Laboratory Services Program has been operating in San Mateo for
nearly a decade as a “pilot”. It is timely to evaluate the cost effectiveness of the pilot
and the feasibility of this administrative and service delivery design becoming a
statewide program. In addition to this fiscal reform action plan, an in depth analysis is
being conducted to:

1. fulfill the Legislature’s directive to DMH to articulate best practices learned from
this pilot;

2. offer suggestions for improvement; and,

3. clarify the program’s relationship to other local statewide pharmaceutical usage
and purchasing programs.

V. Fiscal Reform Goals

DMH adopted five goals in this fiscal reform action plan. The San Mateo Fiscal Reform
action plan must resuit in:

1. A budget estimate process with the objectives of ensuring fiscal accuracy;

2. Assurances that the current quality of care measures for San Mateo Medi-Cal
beneficiaries served by the Pharmacy and Laboratory Services Program
continues;

3. Shared fiscal accountability and responsibility by the State and County;

4. Providing the public and policy makers with information regarding best practices
identified by the San Mateo Pharmacy and Laboratory Services Program;

5. Fostering partnerships and participation between State agency staff from
California Department of Health Care Services (DHCS), DMH and local SMMHP
staff responsible for the SMMHP Pharmacy and Laboratory Services Program
that implement and monitor the 2007 DMH corrective action plan in response to
the OSAE's findings.

VI. Fiscal Reform Action Plan

This report includes a brief summary of issues identified by DMH, the SMMHP, and the
OSAE report, with a focus on the DMH's Action Plan to address these issues.

The DMH County Operations Contract Manager will conduct monthly conference calls
and track in writing both the DMH'’s and the SMMHP’s progress in each of this report’s
identified areas. DMH will provide additional updates to the Legislature upon request
regarding progress in each identified area.
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May 2007 OSAE Report Observations - With DMH Action Plan

The DMH June 28, 2007 response to “Observations and Recommendations from
Office of State Audits and Evaluations May 2007 Report on the California
Department of Mental Health Review of the San Mateo Pharmacy and Laboratory
Services Estimation Process” included a number of steps that form the basis for the
continued Action Plan including:

e DMH August 1, 2007 Response to the May 2007 OSAE Report

This section of the report will address commitments made by DMH in the response
to the May 2007 OSAE report that influence fiscal reforms at the state and local
level.

e DMH Internet Web Site

In the DMH’s August 1, 2007 response to the OSAE report, the DMH stated: “An
important component of our effort is to continue communication with partners and
stakeholders on this review and program evaluation. As such, DMH will create a
special website feature to provide information and solicit perspectives about the San
Mateo model. DMH, DHCS and County leaders will be encouraged to share the
website information with interested parties across the state and nation.”

Action Plan:

The DMH External Affairs and Communications Office will work with the SMMHP, DMH
County Operations and Information Technology staff to identify and post useful
information by November 2007.

OSAE Observation 1: Lack of DMH Oversight of Costs
OSAE’s recommendations to DMH to address Observation 1 include:

DMH should institute an audit function to periodically analyze the accuracy of reported
data;

1. Obtain all data necessary to prepare an accurate estimate of San Mateo
Program costs;

2. Question the vendor's (Medimpact) and the County’s inability to provide data;

3. Ensure the County arranges for repayment of the over-billed federal financial
participation of laboratory costs;

4. Consider the loss of eligible rebate funds when determining cost efficiency of the
Program;

5. Negotiate the terms of all administrative fees charged to the Program;

6. Formalize an agreement for administrative fees and memorialize this agreement
within the contract;

7. Ensure that administrative fees are Program related, necessary, and reasonable
and;



8. Quantify and evaluate the reasonableness of the share of costs/coordination of

benefits revenue reported by the County.

Action Plan:

Starting June 26, 2007 DMH scheduled weekly phone calls to monitor the
SMMHP pharmacy and laboratory program. These calls are ongoing and
expected to continue throughout 2007.

DMH drafted a “funds flow” diagram to clearly document the processes in place
for the reimbursement of SMMHP pharmacy and laboratory claims.

DMH prepared, scheduled and completed an on-site audit of the SMMHP and
the PBM (Medimpact) the week of July 23, 2007. The on-site audit is complete.
A formal de-briefing was conducted the week of August 20, 2007 and the final
report was released in October 2007. Included in the on-site audit was:

* areview of the SMMHP access to eligible rebate funds;
» the low reimbursement rate of rebates;

* areview to ensure that administrative fees are Program related, necessary,
and reasonable, and;

= a quantification and evaluation of the reasonableness of the share of
costs/coordination of benefits revenue reported by the County.

The final audit report was released the week of October 22, 2007. The audit did
not identify any areas of non-compliance.

DMH contacted the Information Technology and data staff at the SMMHP and
obtained initial individual claim level data for pharmacy and lab services which
were submitted by the county through Information Technology Web Services
(ITWS) on July 23, 2007. These files are now being routinely analyzed for Medi-
Cal eligibility duplicate claiming, claim trends, cost trends, and costs per quantity,
days, and prescriptions. The data is also being used to match for eligibility and
Medicare/Medi-Cal clients prior to invoices being processed and paid.

Individual claims are also being reviewed and summed to ensure reconciliation
to aggregated claims/invoices submitted by San Mateo. Medicare eligibility is
also being determined to ensure pharmacy costs for Medicare recipients are
appropriately claimed under Part D and not Medi-Cal.

If it is determined that DMH will continue administering the San Mateo Pharmacy
and Lab Services Program, DMH will require San Mateo to claim based on
individual service claims, not on aggregated invoices for both pharmacy and
laboratory costs. These individual claim files will be routinely analyzed for
eligibility, duplicates, etc. Furthermore, DMH is in the process of increasing
automation with respect to claiming and reimbursement processes generally.
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If the San Mateo Pharmacy and Laboratory Services Program is continued, its
claim submission and payment process will be part of that larger endeavor.

As recommended in the OSAE May 2007 report, and noted below, contract
amendments were completed and sent to the SMMHP in August 2007. DMH will
monitor implementation of the contract amendments during monthly County
Operations' coordination calls and progress will be documented by the County
Operations Contract Manager.

DMH has questioned the vendor's and the County’s inability to provide data for
previous laboratory estimates. SMMHP terminated the contract with the
laboratory vendor (Quest) in January 2006. The SMMHP has subsequently
contracted with a new vendor who routinely provides the SMMHP with data in
accordance with the contract between the vendor and SMMHP.

DMH has identified 1,107 claims that were billed inappropriately as they were
duplicates of other claims. These duplicate claims represent $36,966.72 in over
claiming. The duplicate claiming problem appears to have been resolved after
December 2005 when SMMHP discontinued their contract with Quest. DMH'’s
analysis has not identified additional duplicate claims for the January through
April 2006 claim period. DMH requested laboratory claims beyond the April 30,
2006 claiming period from the SMMHP and is continuing the analysis to
determine if there are additional duplicate claims. The analysis was completed
October 31, 2007 and the SMMHP will be formally notified of the findings in
written form by the County Operations Contract Manager no later than November
15, 2007.

Although the OSAE report did not include the recommendation to evaluate the
cost report and audit process, DMH has identified areas for improvement with
the SMMHPs' cost report and audit process. The SMMHP pharmacy and
laboratory activities and expenditures are currently required to be excluded from
the cost report settiement process, since they are invoiced separately and settled
outside of the SD/MC cost report.

DMH is recommending that the pharmacy and laboratory expenditures be
included on the cost report form MH 1960 (Mental Health Expenditures) line 1,
and eliminated on line 4 of the form to ensure proper reporting. Separately
reporting and settling pharmacy and laboratory activities outside of the SD/MC
cost report, will ensure proper accountability for the program.

Once the pharmacy and lab costs are included in line 1 of the Form MH 1960 and then
eliminated as an "Other Adjustment" on line 4, DMH will be able to incorporate a review
of these expenditures as a part of the Medi-Cal financial audit. One of DMH audit
procedures is to evaluate those items that the provider has included as “Other
Adjustments”. Another benefit of including those costs in the Medi-Cal cost report
would be a move to show all expenditures pertaining to mental health in one place.
DMH County Financial Services Unit will notify the SMMHP of this change before the
December 31, 2007 deadline for cost report submission and provide technical
assistance as necessary to implement this change.

11



Observation 2: Inadequate Assessment of Medicare Part D’s Impact

OSAE'’s recommendations to DMH to address Observation 2 included:

e DMH should work with the DHCS to identify the specific dual eligible beneficiary
population and then quantify actual utilization associated with these beneficiaries
to assure a more accurate estimate.

Action Plan:

e DMH met with DHCS on July 13, 2007 and determined DMH has the identical
capability to identify dual eligibles through the Medi-Cal Eligibility Data System
(MEDS) as does DHCS. DMH has instituted a process to screen all SMMHP
pharmacy and laboratory claims for dual eligibility.

o DMH discussed with San Mateo on July 20, 2007 the availability of historical dual
eligible cost and utilization data, and data was obtained from the SMMHP.

e DMH has established a Web-based data submission process and dual eligibility
is being determined based on historical claims data.

e DMH has matched data submitted by the SMMHP against the MEDS file to
ensure claims represent Medi-Cal eligible clients (during the month of service)
and obtain the client’s Medicare status. DMH has identified the specific dual
eligible beneficiary population, and the actual Medi-Cal utilization associated with
these beneficiaries has been quantified. Pulling out Medicare Part D clients in
previous data sets (prior to Part D implementation), will yield a more accurate
cost and utilization figure upon which to estimate in the future. This analysis was
completed by September 15, 2007.

e DMH has compiled historical data from the SMMHP and developed an initial
analysis for the November budget estimate. In summary, the initial analysis
includes the historical San Mateo Pharmacy data which is separated into dual
eligibles (DE) versus non-dual eligibles (MC), and which together equal the total
(Total). The data includes number of records (which equate to prescriptions),
number of monthly unduplicated clients, amount billed (total funds), and amount
paid (total funds). Focusing on the MC data allows DMH to analyze the historical
non-Part D prescriptions, clients, and payments.

The initial analysis of Medicare Part D’s impact on the SMMHP estimate indicates there
may be a budgeted overpayment to the SMMHP of approximately $1.6 million in SGF for
FY 2007-08. This initial analysis does not yet factor in rebates, Medimpact or County
Administration, which historically have netted out to almost zero (i.e., the rebates offset
the two administrative costs). DMH will be conducting a more detailed analysis and
discussing these findings with the DHCS. DMH will complete the more detailed analysis
in the course of completing the review of cost effectiveness and will inform the SMMHP of
any plan to recoup any identified overpayment.
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e DMH is in the process of subjecting the pharmacy and laboratory data to a more
rigorous statistical approach for the November budget estimate. DMH also will
request DHCS to verify the accuracy of this data based on the individual claims
submitted by San Mateo to DMH. This analysis will be completed and included in
the November estimate.

e DMH conducted a conference call on August 7, 2007 with the SMMHP to discuss
the impact of the reduction in SGF on the SMMHP Pharmacy and Laboratory
Services Program.

Observation 3: The Program Estimate Lacks Essential User and Service Level
Detail

OSAE’s recommendations to DMH to address Observation 3 included:

1. DMH should work with the County to break down user and service level
categories;

2. utilize this information to quantify treatment or policy changes that may materially
affect the Program;

3. review Program Cost components independently and form an estimate based on
the aggregate of these costs rather than at the Program level; and,

4. consult with DHCS to gain an understanding on how other County Organized
Health System (COHS) estimates are based.

Action Plan:

e DMH consulted with DHCS to gain an understanding of their capitated rate
setting methodology for COHS. The COHS managed care model ensures
Medi-Cal recipients’ access to comprehensive, cost-effective health care. Each
COHS plan is sanctioned by the County Board of Supervisors and governed by
an independent commission. Federal regulation limits the number of COHS
plans to five, with the collective maximum COHS beneficiary enrollment of ten
percent of the Medi-Cal population.

The five COHS plans are collectively known as the California Association of
Health Insuring Organizations (CAHIO), which was formed in 1994. Together
the five member plans (defined in federal law as "Health Insuring
Organizations," and in California state law as "County Organized Health
Systems") serve as the primary health delivery system for approximately
517,000 of the State’s 5.3 million Medi-Cal recipients.

Five COHS plans administer the program for eight counties:

1. CalOptima — Orange County

Central Coast Alliance for Health — Santa Cruz and Monterey Counties
Health Plan of San Mateo — San Mateo County

Partnership Health Plan — Solano, Napa, and Yolo Counties

Santa Barbara Health Initiative ~ Santa Barbara County

13
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DMH reviewed reports detailing service categories used by DHCS to determine
applicability to the SMMHP estimate. For the purpose of estimating the
capitated rate for the COHS, DHCS considers pharmacy a “service category”
and does not break the category down into further detail. DMH’s initial
impression is the COHS rate setting methodology may have limited applicability
to the SMMHP estimate. One proposal that may be considered is to estimate
by drug category.

DMH contacted DHCS staff on August 13, 2007 to further discuss the rate
setting methodology. DMH attempted to obtain comparable COHS data;
however, the rates for all COHS are currently set through a confidential
contracting process, with the exception of Santa Barbara. DMH has requested
the information pertaining to Santa Barbara from DHCS and will proceed with an
analysis to determine if there are useful models applicable to the SMMHP
estimate. Once the budget trailer bill language is signed into effect, DMH will
work in collaboration with the DHCS to determine if there are other models that
have useful aspects the DMH could benefit from incorporating into the estimate
process.

DMH will evaluate alternative approaches for state and local administration and
payment of pharmacy and laboratory services including direct billing to DHCS,
DMH payment policies and procedures, cost containment and risk sharing
approaches.

DMH will analyze data by Aid-code, user demographic variables, and possibly
drug category and incorporate this information into future estimates in Spring
2008 as part of the more general effort to improve caseload program estimates.

DMH plans to evaluate existing estimates and provide methods for DMH to
ensure more accurate estimates.

14



Observation 4: The Program Was Not Assessed for Cost Effectiveness
OSAE’s recommendations to DMH to address Observation 3 included:

DMH should perform an analysis of the cost effectiveness of the Program that includes
a comparison of drug rebate amounts, the impact of Medicare Part D, and
administrative fees prior to any statewide expansion and institute an audit function to
periodically analyze the accuracy of reported data.

Action Plan:

¢ DMH obtained initial individual claim level data for pharmacy and laboratory
services submitted by the county through ITWS on July 23, 2007 to track costs
at user and service level. The claims data will be analyzed for cost per
prescription, cost per unit dose, cost per days dispensed and cost per client.
The clients will be matched to the eligibility file to obtain Medicare status and
claims will be analyzed based on Medi-Cal versus Medi-Cal/Medicare status.
This analysis is expected to be technical and the outcome will be included in the
March 2008 report to the Legislature.

¢ In order to determine cost effectiveness, DMH will also request a suitable
comparison pharmacy file from DHCS in order to compare costs by drug
category between the San Mateo Program and the state rebate program. DMH
has also determined that the information technology system ernployed by San
Mateo is able to flag duplicative prescriptions, thereby reducing the incidence of
poly-pharmacy, and increasing the cost-effectiveness of the program. Such
system capabilities may be recommended as a component of any future
statewide expansion.

May 2007 OSAE Report Conclusion

In their conclusionary remarks, OSAE indicates that DMH needs to significantly
increase its oversight over the SMMHP Pharmacy and Laboratory Services Program
and conduct a detailed assessment of the program from a fiscal perspective. Before
any decision is made or statewide implementation is considered, not only should a cost
benefit study be prepared, but DMH should address the implications in the report.
OSAE recommends that if DMH does not have the expertise in-house, the Department
should consider entering into an Interagency Agreement with the DHCS or hiring an
independent outside consulting firm.

Action Plan:

o DMH acknowledges the OSAE findings and is committed to increasing its
oversight and monitoring of the SMMHP Pharmacy and Laboratory Services
Program. DMH also agrees that a comprehensive cost benefit study is
necessary and is exploring the option of entering into an Interagency Agreement
with DHCS and acquiring a contractor.

In addition, DMH is reviewing the accounting systems and developing proposals
for management and claims administration improvements.

15
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San Mateo Mental Health Director’s Response to the May 2007 OSAE Report

The SMMHP addressed a letter to Dr. Stephen Mayberg, DMH Director, on July 23,
2007 (Attachment C) expressing concerns about the May 2007 OSAE report. This
section of the report will acknowledge those concerns and describe DMH’s Action Plans
to address the concerns raised by the SMMHP.

Laboratory Services

SMMHP expressed concern that the OSAE report suggests that the SMMHP
inappropriately received more than $600,000 over a five year period.

Action Plan:

DMH conducted an on-site audit of San Mateo Pharmacy and Laboratory Services
Program the week of July 23, 2007. The on-site audit findings were completed in
August 2007. The final audit report was released the week of October 22, 2007. In the
event the DMH on-site audit identifies any additional over billings, the MHP will be
notified and required to reimburse both the SGF and FFP.

The laboratory claim files submitted by the SMMHP to DMH, contained 1,107 claims
that were billed inappropriately as duplicates. These duplicate claims represent
$36,966.72 in over-claiming and are 4.45% of the total claims for a total of 142 clients.
DMH'’s analysis has to date not identified additional duplicate claims for the January
through April 2006 claim period.

DMH’s analysis has not identified additional duplicate claims for the January through
April 2006 claim period. DMH requested laboratory claims beyond the April 30, 2006
claiming period from the SMMHP and is continuing the analysis to determine if there
are additional duplicate claims. The analysis was completed by October 31, 2007 and
the SMMHP will be formally notified of the findings in written form by the County
Operations Contract Manager no later than November 30, 2007.

Pharmacy Rebates

The SMMHP expressed concern about two issues identified in the OSAE report:

1. the SMMHP Pharmacy and Laboratory Program has not received drug rebates
on par with those received by MHP’s using the CDHS and;

2. the OSAE report raises a question about the feasibility of the San Mateo
Program as a “carve out”.

Action Plan:

In order to address the rebate issue, the SMMHP suggests ending the existing rebate
program through the current PBM and “fold” the rebates into the larger state rebate
program available through DHCS.

17



DMH consulted with DHCS on July 24, 2007 and determined that this solution appears
to be feasible and worth exploring in greater depth. DMH will meet with DHCS and
SMMHP in the coming months to discuss options. DMH in collaboration with DHCS will
proceed with an analysis to determine if the formularies are comparable, and if obtaining
rebates through the statewide pharmacy rebate program will result in higher rebates.

The cost effectiveness of the pharmacy program referenced by San Mateo does not
factor in rebates, local administrative costs, or State administrative costs, so it cannot be
immediately assumed that the program maximizes cost effectiveness opportunities.
Further analysis will include all aspects of the pharmacy laboratory program. DMH will
conduct this analysis and propose recommendations by January 1, 2008.

Administrative Fees

The SMMHP expresses concern about the OSAE report's suggestion that the
administrative fees charged by the SMMHP may have been unreasonable and not
supported by a formal agreement.

Action Plan:

DMH conducted an on-site audit of the SMMHP Pharmacy and Laboratory Program the
week of July 23, 2007. The audit findings were finalized in October 2007.

As recommended by the OSAE May 2007 report, and as noted below, contract
amendments were completed and sent to the SMMHP the week of August 14, 2007.
DMH will monitor implementation of the contract amendments during monthly County
Operations’ coordination calls and progress will be documented by the County
Operations Contract Manager.

Share of Costs/Coordination of Benefits

The SMMHP expressed concern that the OSAE report suggests that beneficiary share
of costs and coordination of benefits have not been accounted for or monitored.

18



Action Plan:

As previously noted, the DMH conducted an on-site audit of the SMMHP Pharmacy and
Laboratory Services Program the week of July 23, 2007. The audit findings are
pending and the report was finalized in October 2007. In the event the DMH audit
identifies any additional over billings, the MHP will be notified and required to reimburse
any over payment of SGF and FFP within 60 days. As recommended by the OSAE
May 2007 report, and as noted below, contract amendments were completed and sent
to the SMMHP the week of August 14, 2007. DMH will monitor implementation of the
contract amendments during monthly County Operations coordination calls and
progress will be documented by the County Operations Contract Manager.

Medicare Part D

The SMMHP response reiterated the OSAE report finding that the DMH incorrectly
estimated the impact of Medicare Part D on the SMMHP’s pharmacy utilization. The
SMMHP indicates they will provide whatever information is necessary to establish a fair
estimate for future budget years; however, the SMMHP is unwilling to consider revisiting
earlier estimates when San Mateo assumed the risk and reportedly did an exemplary
job in assuring client transition to the new system. The SMMHP also notes that the
SMMHP believes the DMH is currently in arrears in SGF payments to the SMMHP.

Action Plan:

DMH has completed a preliminary analysis of outstanding SGF payments that are owed
to the SMMHP and included that in the deficiency request. DMH has requested the
SMMHP submit an explanation of the funds the SMMHP believes DMH owes to the
SMMHP. DMH Accounting and Budgets staff will conduct analysis the information
submitted by the SMMHP and DMH financial records to accurately assess if there are
any outstanding additional funds owed by DMH to the SMMHP.

Additionally, DMH Medi-Cal, Epidemiology and Forecasting (MEF’s) Bureau has
initiated an analysis of pharmacy and laboratory claims (claims starting from January
2006 when Medicare Part D was implemented), to identify the special impact of
Medicare Part D. Once these two analyses are complete, DMH Budgets and
Accounting will reconcile what is due to the SMMHP and issue a letter to the SMMHP
detailing the findings. DMH will complete an analysis of the SMMHP and DMH Medicare
Part D fiscal balances and issue the letter no later than November 30, 2007.
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Quality initiatives and Best Practices

The SMMHP expressed disappointment that the OSAE report did not include the
information provided by the SMMHP regarding cost and clinical effectiveness of the
program beyond the issue of the Medicaid rebates. However, OSAE’s contracted
project scope of work for the May 2007 report was to review the SMMHP Pharmacy and
Laboratory Services Program estimation process.

DMH'’s August 1, 2007 response to the May 2007 OSAE report included a summary of
quality indicators that were developed coliaboratively by DMH and the SMMHP. AB
203 Chapter 188- Budget Trailer Bill provides an additional opportunity for DMH to work
with the SMMHP to articulate best practices learned from the pilot and whether these
best practices could be replicated statewide.

Action Plan:

DMH will work with the SMMHP pharmacy manager and produce data regarding best
practices for posting on the DMH Website in November 2007. No later than January 1,
2008, DMH in collaboration with the SMMHP will identify at a minimum of no less than
three quality indicators, of which one will have the potential for statewide applicability.

DMH initiated work with the SMMHP pharmacy manager the week of July 29, 2007 to
start the collection of data and information. The SMMHP pharmacy manager believes
the SMMHP can produce data regarding access to pharmacies, medication monitoring,
medication utilization patterns, and the maximization of atypical antipsychotic
monotherapy and minimization of concomitant atypicals to support this analysis.
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SECTION [V

Statutes of 2007, AB 203 Chapter 188 Budget Trailer Bill
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Statutes of 2007, AB 203 Chapter 188

“The Department of Mental Health, in direct collaboration with the Department of Health
Care Services as the state's lead Medicaid entity, shall provide the fiscal and policy
commiittees of the legislature, by no later than March 1, 2008, with a policy analysis of
the San Mateo Pharmacy and Laboratory Services Program. At a minimum this policy
analysis shall: (1) articulate best practices learned from the pilot and whether these best
practices could be replicated statewide; (2) offer suggestions to improve the program;
(3) clarify the programs relationship to other local statewide efforts related to
pharmaceutical usage and purchasing, such as those conducted through the Health
Plan of San Mateo and the CalMEND program, as well as others.”

Action Plan:

DMH in direct collaboration with DHCS and the SMMHP has initiated the process
of identifying best practices through weekly conference calls and will be posting
these on the DMH's website starting November 2007.

DMH and SMMHP have already agreed to one significant change to improve the
program. Reimbursement to the SMMHP for pharmacy and laboratory services
has historically been combined making it impossible for SMMHP to attribute
reimbursement to either activity. DMH has implemented a procedure to separate
the dollar amounts between pharmacy and lab reimbursed to the MHP and will
notify the MHP of those distinct amounts at the time payment authorization is
requested.

DMH and SMMHP met with CaIMEND program coordinators and consultants on
August 8, 2007 to clarify this programs relationship to CaIMEND. CalMEND staff
will provide additional information to DMH, DHCS and the SMMHP. DMH -- in
direct collaboration with DHCS and the SMMHP -- will analyze the relationship
between CalMEND and the SMMHP pharmacy and laboratory program efforts
related to pharmaceutical usage and purchasing and report to legislature no later
than March 1, 2008.

DMH invited the SMCOHS to join the weekly calls with DMH, DHCS and the
SMMHP on August 15, 2007. DMH in direct collaboration with DHCS and the
SMMHP will analyze the relationship between SMCOHS and the SMMHP
pharmacy and laboratory program efforts related to pharmaceutical usage and
purchasing and report to legislature no latter then March 1, 2008.

Future Policy Options

To date, DMH has identified three potential policy options regarding the SMMHP
Pharmacy and Laboratory Services Program for the Administration and Legislature to
consider:
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Continue DMH administration of the SMMHP Pharmacy and Laboratory Services
Program. If DMH administration continues, formally acknowledge in writing the
end to any reference that the SMMHP Pharmacy and Laboratory Services
Program is a “pilot” program. At the same time, DMH would implement the
following reforms and modifications:

¢ Both SGF and FFP reimbursement for pharmacy and laboratory services be
based on individual claims submitted to the State by the County, rather than
estimates;

» Specifically, FFP would not to be based on aggregate claims and invoices; and;

¢ The SMMHP would submit pharmacy claims through the DHCS in order to
benefit from the DHCS pharmacy rebate program.

Discontinue DMH administration of the SMMHP Pharmacy and Laboratory
Services Program with the following alternatives:

¢ The SMMHP would become consistent with most other county processes for
pharmacy and laboratory services administration, i.e., claiming through DHCS.

¢ SMMHP maintains the Pharmacy and Laboratory Services Program, but with
administration through the DHCS.

¢ Incorporate the SMMHP pharmacy and laboratory back into the Health Plan of
San Mateo.

Implement the San Mateo model statewide with fiscal and program administration
managed by DMH or DHCS.

Conclusion:

As indicated above, the SMMHP believes DMH owes the SMMHP additional SGF. DMH
is working with the SMMHP to reconcile an accurate figure that takes into account
debts owed to the SMMHP and repayments to DMH owed by the SMMHP for over
billings and Medicare Part D overpayment.

DMH has an obligation to provide a fiscal reforms and evaluation report to the
Legislature by no later than March 1, 2008. This report will include a description of how
the fiscal reform goals described above were met and any additional information
determined by DMH, the SMMHP and the DHCS to be relevant to the Legislature’s
request.

DMH will continue to review and evaluate these policy options and further develop
recommendations for the Administration and Legislature to consider.
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November 15, 2006

Honorable Wesley Chesbro, Chair Honorable John Laird, Chair

Joint Legislative Budgel Commiittee Assembly Budget Committee
Senate Budget and Fiscal Review Committee

Honorable Kevin Murray, Chair Honorable Mark Leno, Chair

Senate Appropriations Committee Assembly Appropriations Committee

Notification of Prior Years Early and Periodic Screening, Diagnosis and Treatment Claims
and Notification of Intent to Fund through Legislation

The Department of Mental Health (DMH) has notified the Depariment of Finance (Finance) of a
deficiency of $252 million General Fund for prior year claims for the Early and Periodic
Screening, Diaghosis and Treatment (EPSDT) and the San Mateo Pharmacy and Laboratory
Services programs; Finance concurs with this cost estimate. These unpaid costs to counties
are from 2003-04, 2004-05, and 2005-06. The EPSDT program’s share of the deficiency is
estimated at $243 million and the San Mateo Pharmacy share is estimated at $9 million (see
chart below). Of the total, $66.2 million is due to misestimating of EPSDT claims. The DMH will
be pursuing legislation to fund payment of these prior years’ claims. The local funds share of
the EPSDT claims already has been paid. '

Summary of Unpaid Prior Year Claims

Fiscal Year EPSDT San Mateo Total
Laboratory
2003-04 $13,703,647 $13,703,647
2004-05 $25677,872 $3,590,500 $29,268,372
2005-06 $203,642,641 $5,084,000 $208,726,641
General Fund Deficiency $243,024,160 $8,674,500 $251,698,660

The EPSDT program is a mandated component of Medi-Cal. Physical and mental health
services are provided under EPSDT for full-scope Medi-Cal beneficiaries less than 21 years of
age. The San Mateo Pharmacy and Laboratory Services program provides pharmacy services
and related laboratory services to San Maleo County Medi-Cal bengficiaries for the treatment of
mental iliness,

Prior o July 1, 2008, both the General Fund and federal financial participation for these two
programs were included in the Department of Health Services’' (DHS) budget and shown as a
reimbursement to DMH. Since 2004-05, the DHS has been accounting for Medi-Cal claims on a
cash basis. Effective July 1, 2008, the General Fund share for both programs was transferred
to the DMH budget, which uses an accrual basis of accounting. Due to the difference in the two
departments' accounting methods, when the DMH submitted prior year unpaid claims for the
EPSDT program to the DHS, the claims were denied because, effective July 1, 2006, the DHS
no longer had General Fund available to pay claims for these programs. Any unspent funds
from prior year DHS appropriations for this program reveried into the General Fund at the end of
those years and has been counted as savings.
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In order to reimburse the costs of these services provided, additional funding is necessary and
will be pursued through legislation.

The DMH also has requested that the Office of State Audits and Evaluations assist in their
review of the EPSDT estimate methodology process as well as perform an internal control
review of their systems. The DMH intends to present a revised estimate methodology for the
EPSDT program in March to allow for legislative input prior to preparation of the May Revision.
The DMH also is looking into revising the San Mateo Pharmacy and Laboratory program
estimate methodology. In addition, DMH Administrative Services Division managers are
continuing to review and revise the procedures, enhance information systems, and improve
current practice to prevent future deficiencies and develop more efficiant processes.

If you have any questions or need additional information concerning this matter, please contact
Mr. John Doyle, Principal Program Budget Analyst, at (316) 445-6423.

MICHAEL C. GENEST

Director

By:
VINCENT P. BROWN
Chief Deputy Director

felon Honorable Dennis Hollingsworth, Vice Chair, Senate Budget and Fiscal Revnew Committee
Honorable Rick Keene, Vice Chair, Assembly Budgat Committee
Honorable Denise Moreno-Ducheny, Chair, Senate Budget and Fiscal Review Committee No. 3
Honorable Hectcr De La Torre, Chair, Assembly Budgel Siubcommittee No. 1
Ms. Elizabeth Hill, Legislative Analyst (3)
Mr. Danny Alvarez, Staff Director, Senate Budget and Fiscal Review Committee
Mr. Bob Franzoia, Staff Director, Senate Appropriations Committee
Mr. Seren Taylor, Staff Director, Senate Republican Fiscal Office
Ms. Diane Cummins, Senate President pro Tempore's Office
Mr. Christopher W. Woods, Chief Consultant, Assembly Budget Commitiee
Mr. Geoff Long, Chief Consultant, Assembly Appropriations Committee
Mr. Peter Schaafsma, Staff Director, Assembly Republican Fiscal Committee
Mr. David Harper, Deputy Chief of Staff, Assembly Republican Leader's Office
Mr. Craig Cornett, Assembly Speaker's Office (2)
Ms. Eileen Cubanski, Assistant Secretary, Health and Human Services Agency
Dr. Stephen W. Mayberg, Director, Department of Mental Health
Ms. Terrie Tatosian, Deputy Director, Administration, Department of Mental Health
Ms. Harriet Kiyan, Chief Financial Officer, Department of Mental Health

AGUIAR, COSTIGAN, CAP-OFFICE, WILKENING, CERVINKA, DOYLE, ALVES, C/F
(3), SUSPENSE, FILE
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EXECUTIVE SUMMARY

The California Department of Mental Health (DMH) requested that the Department of Finance,
Office of State Audits and Evaluations, review the current San Mateo Pharmacy and Laboratory
Services Program (Program) estimate methodology, research prevalent trends within the
pharmacy benefit and County Organized Health Systems (COHS) industries, and make
recommendations towards improving the Program estimation process. The forecasting of
resource requirements for the Program has been overestimated by approximately 9.24 percent
over four fiscal years ending June 30, 2005. With the implementation of the Medicare
Prescription Drug, Improvement, and Modernization Act (Medicare Part D) in January 2006, the
Program expected to significantly reduce its costs. The following observations about DMH's
estimation process were identified, and the proposed recommendations, if implemented, would
improve the current Program estimation process.

o DMH does not provide adequate oversight of the Program, resulting in inflated cost
projections and overpayments of costs. The historic cost data provided by the
San Mateo County Mental Health Department (County) is not assessed for
reasonableness or verified for accuracy. Specifically:

o Inflated cost projections and over billing by the laboratory services vendor
resulted in estimated laboratory costs exceeding actual costs by more than
$600,000 over a five-year period ending June 30, 20086.

o Drug rebates received did not appear reasonable compared to rebate
percentages received by Medi-Cal and other states. In 2005, the rebates
reported by the County equaled $358,535. Under Medi-Cal, the negotiated
rebates for the same year would have reduced the overall Program costs of
$10,573,360 by an additional $3,555,642 or 34 percent.

o Administrative fees charged by the County were not supporied by a formal
agreement.

o Share of costs/coordination of benefits revenue have not been monitored for
consistency.

It is recommended that DMH increase Program oversight in order to reduce the inflated
cost projections and overpayments of costs.

s DMH did not adequately assess the impact of Medicare Part D on the Program. DMH’s
estimate that 23.5 percent of Medi-Cal beneficiaries will be eligible for Medicare Part D
(dual eligible) is based on the percentage that had Medicare Part A or B. However, the
estimate failed to consider that the Program usage pattern is not a normal distribution
and that higher cost users are more likely to be ¢ligible for Medicare Part D. The County
indicated the Medicare Part D’'s impact is currently tracking at 40 — 50 percent; therefore,
DMH materially underestimated the impact.




It is recommended that DMH identify the actual dual eligible population and quantify the
effect of beneficiaries transitioning to Medicare Part D.

» DMH forecasts Program requirements on trended historic costs at the program level and
does not incorporate specific user and service level data, such as demographics or
diagnostic services. Actuaries from the California Department of Health Services
indicated that its COHS program estimates are based on a sum of regressed historic
costs of various user and service levels. Utilizing user and service level details provide
tools to isolate variances between actual and projected costs and adequately assess
implications of new mandates or other policy changes.

It is recommended that DMH break down service level details into more relevant
component levels and utilize these components to prepare the Program base estimate.

» There has been consideration to implement this Program statewide. However, DMH has
not assessed the cost effectiveness of the Program.

Prior to any expansion, it is recommended that DMH determine the cost effectiveness of
the Program by conducting an analysis that includes a comparison of drug rebates, the
impact of Medicare Part D, and adminisiration fees.
DMH should dsvelop a plan to address the observations and recommendations noted in this
report. If DMH does not have the in-house expertise to address the specific observations of the
Program’s estimation process, it should consider entering into an interagency agreement with
the California Department of Health Services or hiring an independent outside consulting firm
with expertise in computing health services estimates.




BACKGROUND,

SCOPE, AND METHODOLOGY

BACKGROUND

[n April 1995, the San Mateo County Mental Health Depariment (County) began operating as
the Mental Health Plan (Plan) under the provisions of a Medi-Cal managed mental health care
field test (field test) waiver. The field test was established under the authority of the Welfare
and Institutions Code Section 5719.5 and the federal freedom of choice waiver under the Social
Security Act Section 1915(b)(4) granted by the Centers for Medicare and Medicaid Services.
The field test authority was enacted to allow the California Department of Mental Health (DMH)
to test managed care concepts in support of an eventual move to a full risk model for the
delivery of Medi-Cal specialty mental health services.

The field test began by the County assuming responsibility for both psychiatric inpatient hospital
services and outpatient specialty mental health services. The County received a fixed annual
General Fund allocation from DMH and claimed federal financial participation (FFP) on a case
rate basis. In July 1998, the County's field test was expanded to include the management of the
pharmacy and laboratory services prescribed by its psychiatrist network.

For the pharmacy and laboratory services, DMH and the County initially entered into a risk
sharing agreement establishing the San Matec Pharmacy and Laboratory Services Program
(Program). This agreement created the only County Organized Health System (COHS) in the
state that does not carve out drug benefits to Medi-Cal. Under the risk-sharing agreement, the
County would retain surplus funding at the end of the contract term (state share only); however,
in the event of a funding deficit, the County assumed responsibility for payment up to a

10 percent threshold, after which the County and state would split the costs. Proponents of the
risk-sharing model indicate that the County would have additional incentive to contain costs in
order to generate and retain surplus funding. Additionally, the state benefited because
theoretically, the plan would eliminate funding augmentation requests except in circumstances
where the deficit was greater than the 10 percent risk threshold. In 2002, the agreement
between the County and DMH was madified to eliminate the 10 percent risk-sharing threshold
because either the annual state General Fund allocation was more than sufficient to meet the
state’s maiching requirement or any state match shortfalls were covered by the Plan’s
realignment funds.

In 2005, the Plan's case rate reimbursement portion of the field test was discontinued and the
traditional Short Doyle Medi-Cal claiming system was instituted. Continued operation of the
pharmacy and laboratory compenents did not require a separate waiver. This part of the field
test continued under the authority of Title 9 of the California Code of Regulations

Section 1810.110(d) that permits DMH to waive specific requirements of the regulations. The
state portion of the Program continues to be funded under the full risk model established in
2002.

The County contracts with MedImpact Healthcare Systems, Inc. (Medimpact) to provide
pharmacy management services and Quest Diagnostics {Quest) to provide laboratory services.
MedIimpact also represents the County as its Pharmacy Benefits Manager (PBM). The role of
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the PBM is to deliver cost-efficient and clinically effective prescription drug management for the
County in an effort to manage overall costs while increasing quality of care. Except for
supplemental rebates negotiated by the County with Eli Lilly and Company and IVAX
Pharmaceuticals, Inc., the PBM negotiates and collects all other pharmaceutical rebates.

DMH's Medi-Cal Mental Health Policy Branch prepares the Program’s annual estimate. Vendor
billing data along with County and PBM administrative costs are reported to DMH for use in
developing the following year's estimate. In 2002, DMH commissioned a detailed study of the
Program to evaluate pharmacy and laboratory costs. Because the laboratory analysis was
based on limited data due to complications in obtaining data from the vendor, the legitimacy and
validity of the study is questionable. DMH did not use the 2002 study as a basis for its
laboratory estimation; therefore, we did not evaluate or use that portion of the study for this
review. DMH commissioned another study in 2006 to review pharmacy costs and assess the
implications of Medicare Part D.

SCOPE/OBJECTIVES

DMH requested the Department of Finance, Office of State Audits and Evaluations, io perform
an evaluation of the Program’s estimation process. The primary objectives of our review were
to gain an understanding of the Program and the methodologies used to estimate Program
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Our scope did not include an assessment of the accuracy of claims data; however, we did
assess the reasonableness of amounts reported by the County. Due to the unique nature of the
Program, we were unable to determine best practices or compare the estimation results to a set
of benchmarks. Additionally, this review does not assess or evaluate the efficiency or
effectiveness of this Program with respect to service or quality of care.

METHODOLOGY

To determine if improvements to the estimation process could be made, we gained an
understanding of the Program and evaluated the methodologies used to estimate Program
resources. To document the Program’s current estimation methodology, we interviewed the
DMH management, Program personnel, DMH’s outside consuitant, and County staff. We
obtained source documentation from the County and DMH and performed a reasonableness
test on reported costs. We also reviewed the 2002 and 2006 studies prepared by the outside
consultant. Additionally, we reviewed the following contracts:

Pharmacy and laboratory services agreement between the County and DMH.
Pharmacy benefits management agreement between the County and Medimpact.
Laboratory services contract between the County and Quest.

Drug rebate agreement between the County and Eli Lilly and Company.

Drug rebate agreement between the County and IVAX Pharmaceutical, Inc.

To gain insight on the managed care and pharmaceutical industries, we interviewed California
Department of Health Services (DHS) staff from several specialty units, including:

Medi-Cal Managed Care Division.

Medi-Cal Fiscal Analysis Unit.

Medi-Cal Pharmacy Benefits Unit.

Fiscal Forecasting and Data Management Branch.




We interviewed staff from the California Medical Assistance Commission, Medi-Cal Managed
Care Division, to gain an understanding about negotiation strategies and prevalent trends in the
managed care industry, the role of COHS in providing services, and the trends in contracting
with these entities. Finally, we utilized internet resources to research drug rebates, contracting
trends, and the pharmacy benefits management industry.

Recommendations were developed based on data analysis, the documentation made available
to us, and interviews with subject matter experts. This review was conducted during the period
February 2007 through May 2007.




OBSERVATIONS and RECOMMENDATIONS

A review was performed of the California Department of Mental Health’s (DMH) current estimate
methodology for the San Mateo Pharmmacy and Laboratory Services Program (Program). The
following observations were identified:

OBSERVATION 1: Lack of DMH Oversight Over Costs

Monitoring and controls over the Program are lacking. Specifically, Program revenue and cost
components are not verified for accuracy or analyzed for reasonableness by DMH.

DMH’s Medi-Cal Mental Health Policy Branch prepares the annual estimate for the Program
using data provided by the San Mateo County Mental Health Department (County). This
estimate is then incorporated into DMH’s annual Budget Change Proposal (BCP) funding
request. In 2002 and 2006, DMH commissioned two separate studies to review the Program’s
estimate.! These studies were analyzed by DMH and incorporated into the annual estimate.

The Program estimate is comprised of estimated laboratory costs, trended historical pharmacy
claims, and adjustments for any known policy changes. Different methodologies are used to
develop each component’s estimate.

Laboratory Estimate—Because DMH has not been consistently provided laboratory
services claim history by Quest Diagnostics (Quest), the estimate is based on previously
contracted rates instead of reported laboratory services claims.

Pharmacy Estimate—DMH calculates the pharmacy estimate by trending multiple years
of reported pharmacy claims. Reported pharmacy claims are comprised of the following
components:

Total Reported Drug Costs

Less: Drug Rebate Revenue

Less: Share of Costs/Coordination of Benefits Revenue

Plus: Pharmacy Benefit Manager (PBM) Administrative Costs
Plus: County Administrative Costs

Equals: Net Reported Pharmacy Claims

Policy Changes—The estimate is adjusted by any known policy changes, such as
Medicare Part D. DMH reduced the fiscal year 2006-07 estimate by 23.5 percent to
account for beneficiaries, whose prescription drug costs transitioned to Medicare Part D
because they had both Medicare and Medi-Cal, also known as dual eligibles.

' Refer to Appendix | and Ii for these studies.




To assess the reasonableness of the claims reported by the County to DMH, we reviewed
pharmacy claims for 2004-05 and laboratory services claims reported between March 12, 2001
and November 26, 2002. The review raised questions about the following issues:

integrity of the reported laboratory costs.

Reasonableness of the drug rebate revenue reported by the PBM.
Appropriateness of the County’s administrative costs.

Accounting for the beneficiaries’ share of costs/coordination of benefits revenue.

Reported Laboratory Costs

There was no support or factual basis for the 2002-03 or 2003-04 budgeted laboratory costs.
DMH indicated there were problems with the County obtaining billing data from Quest.
Therefore, DMH estimated laboratory costs based on previously contracted rates, keeping the
2002-03 estimate at $225,000 and increasing the 2003-04 estimate by 10 percent to account for
inflation.

DMH tater recognized that laboratory estimates have been overestimated; therefore, the DMH’s
2005-06 Budget Change Proposal (BCP) reduced the budgeted laboratory costs from $250,000
to $114,000. The BCP indicates that the reduction was based on a review of actual laboratory
claims submitted by the County over the past four fiscal years ending June 30, 2005. The BCP
also indicated changes in laboratory costs would be monitored and adjusted if necessary.

For our review, we obtained detailed laboratory fransaction history from the County from
March 12, 2001 through November 26, 2002 to assess the reasonableness of reported claims.
We identified many duplicate tests bilied to the same beneficiary on the same date as well as
claimed rates that were in excess of the contracted rates. Our preliminary analysis indicates
that inflated cost projections and incorrect billings resulted in an overpayment of more than
$600,000 over a five-ysar period ending June 30, 2006. Under the negotiated rate plan, the
County retains excess state funding. At our request, both the County and DMH are attempting
to independently quantify the incorrect billing. The County will arrange for repayment of the
over billed federal share. If collection is not made, DMH couid be responsibie for the federal
repayment. The County announced that it has subsequently changed its laboratory services
vendor.

Drug Rebates

Drug rebate revenue reported to DMH by the County appear extremely low. The reported
rebates are incorporated into the estimate and hence reduce the Program costs to the state. In
2005, these rebates accounted for approximately $358,535 or 3.4 percent of the $10,573,360
reimbursed drug costs. Qur research indicated that drug rebate amounts are generally much
higher for state Medicaid programs; in fact, Medicaid offers a negotiated rate of 15.1 percent for
innovator drugs and 11 percent for generic drugs. In California, Medi-Cal negotiates primary
and supplemental rebate terms well in excess of the abovementioned Medicaid rates.

To assess the reasonableness of reported drug rebates, we provided the Program’s 2004-05
pharmacy services activities by drug to the California Department of Health Services (DHS) and




requested DHS to quantify the rebate amount that Medi-Cal would have received under the
rebate contracts in place during the same period. The following table demonstrates the
comparison:

Reported Pharmacy Pharmacy Services Rebates

Services Rebates Per the That Medi-Cal Would Have
County Received Difference
$358,535 $3,914,177 $3,555,642

The 2004-05 Medi-Cal negotiated rebates would have reduced the overall Program costs of
$10,573,360 by an additional $3,555,642 or 34 percent.

The Program contracts with a PBM to negotiate and collect rebates. County staff requested
copies of the contracts that the PBM had in effect with the different pharmaceutical companies
and were denied access to the information based on non-disclosure clauses in those contracts.

DMH indicated it would be working with County staff to further evaluate the reasonableness of
reported rebates. DMH should review the implications of rebate underpayments to determine if
a cost offset is due on the federal share. In addition, DMH should revisit the terms of the
Medi-Cal Specialty Mental Health Services Consolidation Waiver (Waiver) fo ensure the
Program rneeis the cost effeciiveness requirements. This is the oniy local program where drugs
are carved out from the Medi-Cal process. PMH should collaborate with DHS to determine
whether a continued drug carve out is feasible.

Administrative Costs

Both the County and the PBM are reimbursed for adminisfrative fees. We noted that the
contract between the County and DMH does not address administrative fees for either the
County or the PBM; rather, there are provisions for reimbursement to participating pharmacies
on a per prescription basis.

The PBM’s reimbursement is based on the contract with the County. The contract also contains
standard fees, such as per transaction processing fees, and optional service fees, such as
preparation of non-standard reports. The PBM fees were less than .5 percent of drug
reimbursements for 2004-05.

The County also charges the Program an administrative fee based on specific salaries of
Program staff. However, there is no formal agreement regarding these fees. For 2004-05, the
County administrative fees totaled $251,410 or 2.4 percent of the drug reimbursements reported
for the same period. We requested the County provide documentation to support the
administrative fees, but at the time of this reporting, the County did not provide supporting
documentation. Further, DMH was not able to specify the basis for the County administrative
charges.

Share of Costs/Coordination of Benefits

There is no regular accounting, reporting, or monitoring of share of costs payments. Medi-Cal
beneficiaries that meet a certain income threshold are required to pay a share of the costs to
maintain eligibility. These costs were reported as revenue to the Program up to

September 2002, After September 2002, share of costs revenue was nof tracked. The County
states that because its accounting method changed, the share of costs revenue was no longer




tracked and was to be treated as a deductible incurred before the beneficiary’s prescriptions
could be submitted through the pharmacy benefits system.

Regular accounting, reporting, or monitoring was also not performed regarding the coordination
of benefits revenue. When a beneficiary has other health insurance, Medi-Cal becomes the
secondary insurer, paying the residual portion of the claim after the primary insurer pays its
share. Thus, these coordinated benefits reduce the cost of services that the Program pays for
any given service or prescription.

Recommendations: As the oversight agency, DMH should exercise control to ensure that
Program revenue and cost components are verified for accuracy or are analyzed for
reasonableness. Specifically:

institute an audit function to periodically analyze the accuracy of reported data.
Obtain all data necessary to prepare an accurate estimate of Program costs. Question
the vendors' and the County’s inability to provide billing data.

e Ensure the County arranges for repayment of the over billed federal financial
participation of laboratory costs.

o Consider the loss of eligible rebate funds when determining the cost efficiency of the
Program.

e Negotiate the terms of all administrative fees charged to the Program, formalize an
agreement for administrative fees, and memorialize this agreement within the contract.
Ensure that administrative fees are Program-related, necessary, and reasonable.

* Quantify and evaluate the reasonableness of the share of costs/coordination of benefits
revenue reported by the County. '

OBSERVATION 2: Inadequate Assessment of Medicare Part D’s Impact

DMH underestimated the impact of Medicare Part D on the Program. Medicare Part D
established a voluntary outpatient prescription drug benefit for people on Medicare. The drug
benefit took effect in January 2006 and is available to all 43 miillion eiderly and disabled
beneficiaries enrolled in Medicare-approved private plans. Under Medicare Part D, Medicare
also replaces Medicaid (Medi-Cal) as the primary source of drug coverage for dual eligibles. As
a result, overall Program costs have been reduced.

DMH’s initial attempt to assess the impact of Medicare Part D on the Program was to reduce the
pharmacy estimate by 10 percent.” DMH later noted that data from DHS indicated that
approximately 23.5 percent of the Medi-Cal beneficiaries in San Mateo County had Medicare
Part A and/or Part B coverage as of July 2005. Therefore, the 2006-07 pharmacy estimate was
reduced by 23.5 percent. However, the County indicated the Medicare Part D's impact is
currently tracking at 40 — 50 percent. This would indicate that the Program was significantly
overpaid for 2006-07. Even though the County is paid a negotiated rate, DMH stated its intent
to negotiate with the County to recover the excess funding.

DMH, through DHS, had the ability to quantify the effects of Medicare Part D based on actual
costs associated with the dual eligible population. DHS indicated that the Centers for Medicare
and Medicaid Services (CMS) provided a specific listing of dual eligibles prior to the
implementation of Medicare Part D. Had DMH provided the appropriate beneficiary information
to DHS, DHS could have determined which of the 3,324 beneficiaries utilizing the prescription

® This statement is according to DMH's November 2006 BCP.




drug benefits were dual eligibles, and a more accurate impact on the Program could have been
computed.

We assessed the DMH’s estimation of Medicare Part D's impact and have concerns regarding
the methodology and certain assumptions made. Specifically:

o Not all Medi-Cal beneficiaries are utilizing mental health services. Instead of using the
23.5 percent average of Medi-Cal beneficiaries that are eligible under Medicare Part D,
DMH should have factored in the percentage of Medi-Cal beneficiaries that utilize mental
health services, and then determine the applicable percentage of beneficiaries that were
eligible for Medicare Part D.

¢ DMH assumed that all mental health beneficiaries utilize the same level of resources.
Based on the reported 2004-05 prescription drug reimbursement data, we determined
that the utilization of resources did not reflect a standard distribution. That data shows
the bottom 50 percent of the mental health beneficiaries utilized only 10.7 percent of the
pharmacy services resources. Alternatively, the top 50 percent of pharmacy services
beneficiaries utilized 89.3 percent of the resources.

Based on our analysis of the pharmacy services distribution among the Medi-Cal
popuiation, we hypoihesized thai some of the higher cost users (incurred cosis greaier
than $10,000 per year) would be disabled; therefore, those users would be receiving
Supplemental Security Income benefits and be eligible for Medicare. We provided a
listing of the top 200 users (out of a population of 3,324) to DHS and concluded that 118
out of 200 users or 53 percent were dual eligibles.

e The 2006-07 pharmacy services estimate was created by trending the last five years of
reported claims data, resulting in an increase of 7.56 percent. The trended amount was
reduced to account for the impact of Medicare Part D. The use of trend models that are
based on costs incurred prior to the implementation of Medicare Part D should be
carefully considered. Once the effects were determined to be material and ongoing,
trend models that use both pre and post Medicare Part D cost data would be skewed.

Recommendations: DMH should work with DHS to identify the specific dual eligible beneficiary
population, and then quantify actual utilization associated with these beneficiaries. This
computation will result in a more accurate estimate.

OBSERVATION 3: The Program Estimate Lacks Essential User and Service Level Detail

The current Program estimate is based on trended historic costs at the program level and does
not incorporate specific user and service level detail, such as demographics or diagnostic
services. DHS actuaries indicated that their County Organized Health System (COHS)

. estimates are based on a sum of regressed historic costs of various user and service level
detail. Tracking costs at the user and service levels, or component units, would allow variances
between actual costs and projected costs to be isolated and would provide stakeholders with
more relevant information. For instance, if new medication therapy is identified for an affected
class of users, having detail about the affected class will enhance the Program’s ability to
quantify the potential effects to the Program. When variances occur at these detailed levels,
Program staff can analyze the causes and modify future estimate assumptions.

Recommendations: DMH should work with the County to break down user and service level
categories. Utilize this information to quantify treatment or policy changes that may materially
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affect the Program. Review Program cost components independently and form the estimate
based on the aggregate of these costs rather than at the program level. Consult with DHS to
gain an understanding on how other COHS estimates are based. :

OBSERVATION 4: The Program Was Not Assessed for Cost Effectiveness

The Program’s cost effectiveness should be quantified and documented. The pharmacy and
laboratory components were added in 1998 to the existing managed care test program that was
granted by the CMS. In 2005, the field test ended and the Program was consolidated into the
Waiver. It would appear reasonable to expect some form of report to support the Program’s
movement from field test status to a permanent condition. We requested documentation that
would substantiate the cost effectiveness of the Program. However, DMH and the County have
not been able to provide any documentation at the time of this reporting. There has been
consideration to implement this Program statewide. An analysis of the cost effectiveness of the
Program is imperative, especially since this Program is being considered for statewide
implementation.

Recommendations: DMH should perform an analysis of the cost effectiveness of the Program
that includes a comparison of drug rebate amounts, the impact of Medicare Part D, and
administration fees. This analysis should be performed prior to any statewide expansion.
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CONCLUSION

The California Department of Mental Health's (DMH) needs to significantly increase its oversight
over the San Mateo Pharmacy and Laboratory Service Program’s (Program). The lack of
oversight has resulted in inflated cost estimates and overpayments causing the efficiency and
cost effectiveness of the Program to be compromised. Because of the nature of the negotiated
rate plan in which the San Mateo County Mental Health Department (County) keeps surplus
funding in exchange for assuming risk, there is an incentive for the County to overstate Program
costs. Because of this, it is vital that DMH assess Program costs for reasonableness and verify
that Program costs reported by the County are accurate. Additionally, poor oversight could
result in a loss of federal funding to the Program.

Due to the lack of controls relating to the estimation of the Program’s cost and revenue
companents and the iack of an objective and independent study, we wouiid recommend that
DMH conduct a detailed assessment of this Program from a fiscal perspective. There has been
consideration to implement this Program statewide. Before any decision is made for statewide
implementation, not only should a cost benefit study be prepared to substantiate this Program’s
unique model, but also BMH should address the implications of the specific observations

addressed in this report.

If DMH does not have the expertise in house {o address the specific observations of the
Program'’s estimation process, it should consider entering into an interagency agreement with
the California Department of Health Services or hiring an independent outside consulting firm
with expertise in computing health services estimates.
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APPENDIX I

San Mateo Field Test Waiver
Pharmacy and Laboratory Cost Review

Background

The San Mateo County Mexntal Health Plan (MHP) began providing all mental health
pharmacy and laboratory services in San Marteo Coutity beginning Janvary 1, 1999, as part of the
Medi-Cal Menia) Health Field Test (Saun Mateo County) Waiver renewal. The MHP contractad
with MedImpact Healthcare Systems, Inc. (MedImpact) ta provide pharmacy management
services under the waiver, and with Quest Diagnosties (Quiest} for laboratory services.

The MHP is reimbursed for the Medi-Cal federal share (Federal Financial Participation-FFP)
of pharmacy and aboratory services based an actual costs incurred for these services. The MHP
subtnits a monthiy claim to State DMH fo obtain federal reimbursement. The MHP obtains
Medi-Cal State match through a combinafion of an annual allocation of State General Punds
{SGF) and realigmuent funds.

The costs of pharmacy and Iaboratory services estimated in the waiver renewal were
developed based on historical trends in such costs as provided by the Health Plan of San Mateo.
Thesze same costs were used 1o develop the annual SGF allocations te the MHP for Medi-Cal
phannacy and laboratory services,

Because these were estimated amounts, {lie State and MHP entered into a risk sharing
agreement with respect to the funds required to match FFP. The MHP is at full risk for the entire
State match if the cost of pharmacy and related laboratory services exceeds the state allocation
by 10 percent or less. The State assumes 50 percent of the risk of costs that exceed the staie
alloeations by more than 10 percent and up to 30 percent. The State assmnes the entire risk for
costs that excesd allacations by more than 50 percent.

Prior to this study. the Department of Menial Health has not conducted a detailed review of
what has beent paid under the waiver with the actual costs of such services and reconcited
payments made under the risk sharing agreement.

Historieal Dara

Table 1, below, shows the estimated fiscal year costs of MHP pharmacy and laboratory
services. These estimated costs were used to caleulare the amnmal SGF allocations for pharmacy
and laboratory services, and to deterimine whether the risk corrider was applicable in a given
fiscal vear.

Table 1
MHP Fiscal Year Estimated Costs for
Pharmacy and Laboratory Sexrvices

(FFP and SGF)
1998-99* 1999-2000 2600-01 2001-02 2002-03
Pharmacy 32,730,569 $6,419.039 57.966.027 $9.885.840 §11,961.840
Laborarory 214,879 306,998 178015 209,168 245 772
Total Estimated Costs $2.535.448 §4,926,036 $8.146 041 $10.097.007 $12.200.611

* Fiscad vear 1998-99 represents six months of services in shis table and all subsequant tables.
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Exhibir 1, at the end of this docunent. shows Medi-Cal mental health monthly paid clains

for pharmacy services in San Mateo County since the MEIP assumed responsibility for pharmacy

services in Janvary 1999, The total Medi-Cal mental health pharmacy clajms consist of the cost
of drugs, the phammacy management conypany’s administrative costs. and the MHP's

MHP.

The MHP encountered problens obtaining accurate and timely claims from the laboratory
services contracior (Quest]. As a result. only 14 months of claims have been submitted to State
DNMH for FFP reimbursemient. Table 2, below. shows the amouant and number of mionths of
actual laboratory claims submitted by the MHP for each fiscal year.

Table 2
Actun! MHP Fiscal Year Laboratory Services Claims

1998-99 1999.2064 2000-01 00102
Claim Amonng 4] S350 $9.171 $41,964
Rumber of Monils g 6 4 4
A.xuage Monthly Claun 30 $5.033 $2.293 $10.476

Due to the inconsistency in claims and the problems identified by the MHP in obiaining
reports from the laboratory contractor, for the pwpases of this analysis. monthly estimated
laboratory claims were developed. Table 3. below. shows the astimated annual laboratory
clamms developed based on assumed average monthly claims for each fiseat vear.

Table 3
Estimated MHP Fiscal Year Laboratory Services Claims

1998-94 1999-200¢ 2000-01 2001-02
Assunmzed Average < 0 % <
Monthly Claim $5.000 $6,000 $8,500 311,000
Annnal Estimated Clainw $30.000 $72.000 $102.000 $132.000

Recanciliation of Data

The data frow the above tables and exhibits was used to compare estiniated costs to actual
and estimated claims for MHP phamacy and labozatory services. Table 4, on the next page.
compares the estimated costs for pharmacy and laboratory services with the actual pharmacy and
estimated aboratory fiscal year claims.
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Table 4
Comparison of Pharmacy and Laboratory Claims

1998-99 1999-2000 2000-01 2001-02

Eztimated Costs

Pharmazy §2.720.569 $6.419.039 57.966.027 $9.885.840

Laboratory 214 879 306,998 178,014 200,168
Total Estaiared Costs $2935.448 $6.926.657 $8.144.042 $10.093 008
Actenl and Esrimarod
Claims

Pharmacy Claims £3.076.235 $7.267491 $8.029,665 $9.367.310

{Actual)

Laboratory Claims ag.u00 72,000 162 000 132,000

{Estimarad)
Total Claims $3.106.235 §7.33%.491 $8.131.665 $9,499,210
Differvenca

Pharmacy -3355.666 -$848 452 563,638 $518,5330

Laboratory 184,379 434998 76,015 77.168
Total Difference -$170,787 -$413 434 12.377 393.698
Percerr Difference -5.8% -6.0% 0.2% 3.59%

Table 4 shows that estimated costs were shightly [ower than actual claims in fiscal years
1998-99 and 1909-2000 and were slightly overstated in fiscal years 2000-01 and 2001-02. Thus.
thie MHP had to provide county realignment funds as Medi-Cal match for pharmacy and
laboratory services in fiscal years 1998-99 and 1999-2000 and received more SGF than required
for match in fiscal years 2000-01 and 2001-02. All the percent differences between estimated
and actital amounts fall within 10 percent of the estimated costs, so the MHP incurred all of the
additional match requirements and vetained all of the additional SGF for the matching funds i
accordance with the risk corridor agreement.

The laboratory claims i the above analysis are estimaied because of limited data reporting
by the MHP as a resuit of the laboratory services contractor. If actual laboratory elaims are
highet once the contractor is able to submit additional claims, the above analysis would be
slightly different. However, the laboratory claims would have to significantly exceed the
contracted amounts between the MHP and Quest in order for the loss to exceed 10 percent and
the State required to provide additicnal matching Rmds. Laboratory claims would have to
excead $153.000 in fiscal year 1998-99 (six monihs) and $351,000 in fiscal vear 1999-2000 for
the total difference to exceed 10 percent in either of the fiscal vears. By comparison, the
laboratory services contract was approximately $225.000 for MHP Medi-Cal laboratory services
in fiscal year 2001-02. Thus, actual claims most likely would fall within ten percent of estiniated
costs and the MIP would be lable fo provide all additional matching funds or be able to retain
all additional SGT allocations.

15



Table 5. below, shows acmial SGF allocations fo the MHP in each fiscal year. Estimates
initially provided by the MHP in fiscal year 2000-61 indicated that the 10 parcent threshold
wotld be exceeded and the State would be Hable for a share of ihe additional pharmacy and
laboratory claims. Thus, the State provided additional SGF 1o the MHP for the estimiated risk
carridor in fiscal year 2000-01, Since the amount of actual claims did not exceed the estimated
costs by move than 10 percent. the MHP should not have received the additional State General
Funds for the risk corridor and, as a result, was overpaid £220,000 in fiscal year 2000-01.

Table §
MHP Fiscal Year State General Fund Allocations for
Pharmacy and Laboratory Services

199§-99 1999-2000 2000-01 300102 2002-03
Pharmacy §1.320.292 $3.104.247 83,874.676 $4,308.473 $5,939.034
Laboratory 104281 241184 86,586 101,738 122,026
Rusk Cormidor 220,060
Total Altocation $1.436372 $3.345.430 $4.183.261 $4,912211 $5.063.07¢

Future Yeqr Estimates

MEHP pharmacy and laboratory costs are budgeted at approximately $12.2 million in fiscal
year 2002-03. Tlis represents about a 21 percent increase over fiscal year 2001-02 estimated
costs, and 28.5 percent over fiscal vear 2001-02 actual pharmiacy and estimate laboratory claims.

Exhibit 2, following Exhibit 1. graphically depicts actual historical monthly MHP pharmacy
claims and the trend line associated with the claims. The large claim in Japuary 2002 reflects a
retroactive claim that included services provided in prior months, Even with the large one-
wouth deviation. the correlation between paid clainis and monthiy period is over §7 percent.
‘The relationship shown in Exhibit 2 was assumed to coniinue. which yields the fiscal vear
astimates shown in Table 6, below,

Table 6
MHP Fiscal Year Actual and Estimated
Pharmacy Claims
{FFP and SGF)

Actual Estimated

1998-59 1989-3000 2000-01 2001-02 2002-03 2003-04

Clriin Amounrs 53,076,235  $7.267.451 $8,029.665  S93G7310 | 510374176  8I1.462.293

Percent Change 10.49%¢ 16.66% 10.75% 10.49%

The number of prescriptions (scripts) issued by the MHP also showed a strong linear
refationship over time and the average amount paid per script has remained fairly constant over
the [ast three years, This trend is shightly lower than statewide data where the costs per script of

16



two of the more commionty used afypical antipsvchotic drugs (resperidone and olanzapine) have
increased three to five percent per year over the last three vears. Applying an additional four
percent mcrease in estinated pharmacy claims to allow for higher costs per drug gives slightdy
higher estimates of MHP pharmacy costs thaa the trend line, Under this asswnption. pharmacy
costs are estimated to be $10.790.000 in fiscal year 2002-03 and $12,398.000 in fiscal year 2003-
04. Thus, the range of estimated MHP pharmacy costs is between $10.4 million and §10.8
million in fiscal year 2002-03. and between $11.5 million and $12.4 million in fiseal year 2003-
Q4.

Laboraiory claims are more difficult to estimnate becanse of minimal data provided by the
MHP to State DMH on historical costs of services. However. laboratory costs are relatively
minor compared to MHP pharmacy costs. Using the contract value of approximately $225.000
for laboratory services in fiscal year 2002-03 end a ten percent increase in fiscal vear 2003-04
results in the range of estimatas shown in Table 7. below.

Table 7

MHP Fiscal Year Estimated Costs for
Pharmacey antt Laboratory Services

{TFP and SGI)
2002-03 003-04
Phemacy $16.372.176 10 $11.462,293 1
ACIACY $10.790.000 $172.398.000
Laberatory 235,000 256,000
. § §10.600,000 o $11.712000 o
Towal Estimared Costs $11.015.000 $12.643.000

Existing fiscal year 2002-03 allocations are based on costs of $12.2 million, which
significantly exceed the estimated amounts in Table 7. Specificatly, almost 56.1 million in State
funds were allocated to the MHP in fiscal year 2002-03 when estimates show that, at most. $5.5

million should be allocated to the MHP for pharmacy and laboratory services in fiscal year 2002~

Q3.
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Pald Claims

Total San Matee MHP Pharmacy Monthly Paid Claitns
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APPEND!X I I

Draft 3/20/06

San Mateo viental Health Plan
Pharmacy Claims Analysis

Background

The San Mateo County Mental Health Plan (MHP) began providing all mental health
pharmacy services in San Mateo County beginning January 1, 1999, as part of the Medi-Cal
Mental Health Field Test (San Mateo County) Waiver renewal. In fiscal year 2005-06, the San
Mateo MHP became part of the Medi-Cal Specialty Mental Health Services Waiver and
continned to have responsibility for pharmacy services to Medi-Cal beneficiaries. The MHP
contracted with Medlmpact Healthcare Systems, Inc. (Medlmpact) to provide pharmacy
management services since assuming responsibility for pharmacy services. Also, the Medicare
Part D prescription drug benefit became effective on January 1, 2006, whereby Medicare
provides 2 pharmacy benefit to all Medicare beneficiaries, including those dually eligible for
Medi-Cal and Medicare (dual eligibles). Thus, Medi-Cal beneficiaries with Medicare coverage
no longer receive a pharmacy benefit through Medi-Cal and the San Mateo MHP is no longer
reimbursed from Medi-Cal for the cost of pharmacy services to these dual eligibles.

The MHP is reimbursed for the Medi-Cal federal share (Federal Financial Participation-FFP)
of pharmacy services based on actual costs incuured for these services. The MHP submiits a
monthly claim to State DMH to obtain federal reimbursement. The MHP obtains the Medi-Cal
State match through a combination of an annual allocation of State Genersl Funds (SGF) and
realignment funds,

Initially, the costs of phatmacy services were estimated based on historical trends in such
costs as provided by the Health Plan of San Mateo. These same costs also were used to develop
the annual SGF allocations to the MHP for Medi-Cal pharmacy services. An analysis performed
in 2002 indicated actual pharmacy claims were not increasing at the same rate of historical
growth and, as a result, future growth rates were decreased.

This analysis provides an update to the 2002 analysis by analyzing more recent trends in the
San Mateo MHP pharmacy paid claims. This analysis also provides an adjustment to account for
the recently implemented Medicare Part D benefit.

Historical Data

Exhibit I, at the end of this document, shows the actual Medi-Cal mental health monthly
paid claims for pharmacy services in San Mateo County since the MHP assumed responsibility
for pharmacy services in January 1999. The total Medi-Cal mental health pharmacy claims
consist of the cost of drugs, the pharmacy management company’s administrative costs, and the
MHP"s administrative costs, less Medi-Cal rebates or Medi~Cal beneficiary share of costs paid
by the MHP.

Table 1, on the next page, compares the estimated fiscal year costs of MHP pharmacy
services with the actual paid claims of MHP pharmacy services. The annual estimated MHP
pharmiacy costs are what were used to calculate the annual SGF allocations for pharmacy
services. The actual claims are derived from the total monthly paid claims in Exhibit 1.
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Tahle 1
Comparison of Estimated Costs and Actual Pharmacy Claims
{FFP and SGF)
Tiscal Year Estimated Costs™ Actual Clatms Ditference Percent Difference
1098-08" 2,726,560 83,076.225 (3355666} ~13.1%
19992008 86,419.039 $7,367.591 ($848.452} -13.2%
20450.01 §7.966,G627 38,029,665 {563,638} -0.8%
206102 59,885,840 39,367,310 $518,336 5.2%
206203 10,374,000 $0,956,600 $£67,310 4.5%
2603-04 $11.462.000 £10,675.078 4786,92¢ ‘ 6.9%%
w5163 $12,520,000 $10.548 485 $1.970.516 . 13.7%

a/ Used as ibe basis for determaning annnal Srate Genersl Fund slipeations,
biFiscal year 1998-99 represents tix months of services in this mble and all subsequent tables.

Table 1 shows that actual claims were signmificantly higher than estimated costs during the
first vear and & half. However, since then, actual clabms have not mcreased as quickly as
expected to where acmal claims are now significantly fess than what is used to determine SGF
pavinents 1o the MHP. Exhibit 2, following Exhibar 1, graplucally depicts this relationshsp.

Furure Year Estimuotes

Exhihit 3, following Exhibir 2, geaphically shows actual historical monthly MHP pharmacy
claims fromy Exhibit 1 and the wend line associated with the claims. The trend line was
developed by applying the method of least squares © the annual claims. Anmual paid claims
were used rather than monthly paid claims in order to reduce the variability resulting from the
monthly velatility m paid claims. Also, the first six months of services in 1998-99 were not used
to develop the mrend line. The correlation berween antual paid claims and fiscal year is
approximately 36 percent based on the six vears of actual data. The logarithmic relationshap
shown in Exhibit 3 15 assumed to continue, which resulrs in the fiscal vear estimates shown in
Table 2, on the next page.

As shown 1 Tables 1 and 2, the growth in actual annual claims slowed in fiscai years 2002-
{3 and 2003-04 and then actnl claims decreased for the first ime in fiscal vear 2004-05. Tims,
the rave of growth i foture vear's pharmacy claims 1s esumated to decline based on the
loganthmi¢ relationship shown in Exhibit 3 ratlrer than increase a# 2 constant rate of growth.
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Table 1
Comparison of Estimated Cos?:;ud Actual Pharmacy Clabns
(FFP and SGFy
Fiseal Year Estimated Costs™ Actual Claims Difference Fercent Difference
1998.59% $2,730,569 $3,076.235 {3355.668) -i3.1%
19952005 $6.419.030 £7,267.491 (5548.452; -13.3%%
20001 57,965,027 $8.028.663 {$63,638) -0.8%
2651.02 52,885 820 $0.367.218 S318.53¢ 3.2%
2002.03 $10. 374,000 $9.906.600 $£67.310 3. 5%
208304 $11,462,000 $10.675,071 5786.952¢ €.9%
200402 §12.520.000 §10.549 484 1,670,516 15.7%

a/Used as ilse basts for derernsining annual State Genersl Fund allocations.
b:iFincal year 1998.29 represents 3rs mondks of services in this table and a¥l subsecquent jables.

Table 1 shows that actual claims were significamly higher than estimated costs durg the
first year and a half However, since then, acmal claims have not increased as quackly as
expected to where acmual clanns are now significantly less than what is used fo detarmine SGF
pavients to the MHP. Exhibit 2, following Exhibit 1, graphically depicts this relationship,

Furure Yeor Estimates

Exhibit 3. following Exhubit 2, graphically shows actual historical monthly MHP pharmacy
clamms from Exhibit 1 and the trend line associated with the claims. The trend line was
dexeloped by applving the method of lzast squares to the asnual claims. Aanual paid claims
were wsed rather than monthly paid claims in erder to reduce the variability resulting fron: the
monthly volatility i paid claims. Alse, the first six months of services in 1998-99 were not used
o develop ihe trend Hine, The corzrelation between annual paid claims and fiscal year is
approximately 96 parcent based on the six years of acteal data. The logarithmic relationship
shown in Exhibit 3 1s assumed 1o continue, which resulis in the figcal yvear estumates shown 11
Table 2, on the pext page.

Ag shown mx Tables 1 and 2, the growth in actzal annual claims slowed in fiscal years 2002-
03 and 2003-04 and then acwal claims decreased for the first ime in fiscal vear 2004-05. Thus,
the rate of growth in fature vear's pharmacy clauns i estimated to dechine based on the
logarithnic relationship shown in Exbrbir 3 rather than mcrease ai a constant rate of growth,

22



Draft 3/20406

able 2
MEP Fiscal Year Actual 'le;f,iJ iEE'stimat'ed Phaymacy Clabins
(FFP and SGE)
Fiseal Year Actual Claims Estimated Claims &nng;laz;ceut

1998-9¢ $3.076.235

1909.2065 §7.267 491
2600-01 $8.020.665 10.5%
00102 §8.367.310 16 e
2002-03 $0 806.690 388
3003.04 $10.675.071 7.8% -
2064-05 $16,549,484 1.2%
200306 $11,164.963 5.8%
190607 511,422,688 3.3%

Medicare Pari D Estimared Fnpact

The net effect of Madicare Pant D is chat Medi-Cal no longer covers the cost of pharmacy
services to dual eligibles. The mmparct on the San Matee MHP is that the MHP no longer claums
these services ro Medi-Cal and the State no longer provides SGF for these servicec

Data from the Deparinsent of Health Services indicates that approximately 23.5 pevcent of the
Medi-Cal beneficianies in San Mateo had Medicare Part A and/or Part B coverage as of July
2005, Thus, 23.5 percent of the estimared pharmacy claims are estimated to be covered under
Medicare rather than Meds-Cal beginning January 1, 3006, This approach assumes that the
clasmed amonat per beneficiary 15 the same for all Medr-Cal beneficiartes regardiess of whether
or not they are coverad under Medicare. Witheout additional data on the hustorical claimed
amouat for dual eligibles it San Matee County. this assumption hias to be made.

Table 3, below, shows the estimated clarms with and without the Medicare Part D
prescription dmg benefit. Fiscal year 2005-06 15 only partially impacted as the Part D benefit did
not become effective uatil January 1, 2006, These estimates should be vsed 1o determine the
SGF for San Mateo MHP phanmacy services.

Tahle 3
MHP Fiscal Year Estimated Pharmacy Claims with and withont Medicare Part D
(FFP and SGF}

Fiscal Year Without Medicare Pari D With Medicare Part D

2005-06 11164963 58845022
200807 $1.422.684 $8.738,

Laa
1
—
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San Mateo MHP Pharmacy Monthly Paid Claims
EFP andf SGF)

EXHIBET ¢
Page tof !
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25



C AL)FORNIE PEPARTMEYT aEF

Mental Health

1600 9th Street, Sucramento, C4 95814
(916 654-2309

.S

June 28, 2007

Ms. Diana L, Ducay
Chief, Office of State Audits and Evaluations

California Department of Finance
300 Capitol Mall Suite, 801
Sacramento, CA 95814

Dear Ms. Ducay:

We are in receipt of your June 2007 repart, "Review of the San Mateo Pharmacy and
Laboratory Services Estimation Process.”

We appreciated that your staff was willing to work with us to complete the final version
of the San Mateo Pharmacy and Laboratory review, per our infer-agency agreement. |
would like to compliment your team for a professional approach to this project, and
effective communication and collaboration with our department's management team

throughout your review.

The report focuses on the estimate methodology for San Mateo Pharmacy and
Labaratory, prevalent trends within the pharmacy benefit and County Organized Health
Systems (COHS) industries, and makes recommendations for improving the program
estimation process. Your Office identified four observations in which DMH has an
opporfunity to improve both the oversight of costs and the estimation process, about
which we agree. The four identified issues in your report include:

improvement of cost oversight;

Medi-care Part D cost assessment improvements;

the benefits of callecting and evaluating user and service level detail; and
an overall program cost assessment so that other mental health plans
could consider the San Mateo model.

DMH has initiated the steps necessary to gather data and infarmation that will facilitate a
more comprehensive evaluation of the options discussed in the report. These steps
include working with San Mateo to dstermine what service level detail is available to
inform the estimation process and a preliminary new estimation propasal that would be
based on actual costs versus projected costs.
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)t is our intent to utilize the information included in your report and the data gathered
from the implementation of the report's recommendations to augmant DMH's action plan
to implement fiscal, policy, and administrative reforms that is due to the Administration

and Legislature in August 2007.

DMH has taken steps to address findings in your draft report and to complete the policy
analysis of the San Mateo Pharmacy and Laboratory Services Project that is required in

the Governor's 2007- 2008 Budget Trailer Bill Language. For example, an May 25,
2007, our multi-disciplinary management and subject matter experts from DMH and
DHS traveled to San Mateo to meet and get briefings from their executives and program
managers. Upon this final release of your report, we will wark with San Matea and DHS
to address the findings, and deliver productive and realistic policy, fiscal, and

administrative reforms in our August 2007 action plar.

We will also draw in other partners and stakeholders to strengthen our action plan —
such as the California Mental Health Directors Association and, possibly, expert
consultants to support a review of pharmacy rebaies and benefils ~ in order to provide a
workable plan that will include steps necassary to meet each objective, timeframe and
will identify assignments to the responsible parties. If possible, we would appreciate
OSAE's participation as a review companent for our propased action plan prior to its

final release.

Again, thank you for the services provided by your Office for this important review of the
San Matea Pharmacy and Laboratory.

Sincersly,
Original signed by:

STEPHEN W. MAYRERG, Ph.D
Director

o
~{



Attachment C

San Mateo Mental Health Director’s Response
to the May 2007 OSAE Report



July 23, 2007

Stephen W. Mayberg, Ph.D.

Director

California Department of Mental Health
1600 Ninth Street, Room 151
Sacramento, CA 95814

Dear Dr. Mayberg:

I am writing to express concern about the Department of Finance Office of State Audit
and Evaluations (OSAE) report dated May 2007: Report on the California Department
of Mental Health Review of the San Mateo Pharmacy and Laboratory Services
Estimation Process. The focus of the report is the State Department of Mental Health’s
oversight and estimating methodology for the budget of the San Mateo Medi-Cal
Pharmacy and Lab program. While we were involved in providing information to the
State Department of Finance OSAE for the report, we requested but were unable to
obtain a copy of the draft report and thus were unable to share our concerns prior to its
publication. We are providing our comments on inaccuracies in the report that may be
misunderstood and damaging to San Mateo County in hopes this information will
influence your Department’s response. We also are sharing this response with San Mateo
County officials and our legislative delegation since the OSAE report will be the subject
of an upcoming hearing.

1) Laboratory Services: The report (pg. 1 and 7) identifies “inflated cost projections
and over billing by the laboratory services” amounting to more than $600,000
over a five-year period. We are concerned that the Report suggests San Mateo
County unfairly received more than $600,000 due primarily to over billing. This
is not true. As a result of the State Department of Finance review, San Mateo
County identified and imiediately notified the State Department of Mental
Health in two letters addressed to you and dated April 13 and 20, 2007, about a
total of $45,893 in incorrect Medi-Cal Federa] Financial Participation billing to
the State Department of Mental Health between FY 00-01 and 05-06. The error in
billing was the result of San Mateo’s incorrectly translating encounter data
provided by the laboratory services vendor to claims (from a list of individual
panel results of a single laboratory pane] test to multiple laboratory tests). San
Mateo implemented a corrective action plan as soon as the problem was identified
and will repay the State per arrangement with State DMH. The problem did not
recur once San Mateo switched laboratory vendors commencing in January 06.
The report suggests (p.7) that San Mateo only recently changed its [aboratory
vendor but this change occuired a year and a half ago after unsuccessful attempts
to obtain necessary claims and encounter data from the previous vendor.



2)

3)

The total amount of Medi-Cal Federal Financial Participation billed for laboratory
services during that period was $284,675. The amount paid to the laboratory
services vendor during this period was $832,723 including full-scope Medi-Cal
beneficiaries and also others whose services we do not bill 1o the State,

Pharmacy Rebates: The report (pg. 1 and 7) suggests that San Mateo County’s
pharmacy program has not received drug rebates on par with those received by
the statewide program run by the California Department of Health Services. They
have asked DMH to assess the “reasonableness” of the rebates to determine if a
cost offset may be due on the federal contribution and to ensure the program
meets cost effectiveness requirements. The report raises a question about the
feasibility of the program as a carve-out to San Mateo County.

San Mateo is concerned that the report does not mention nor ask DMH to explore
the most obvious solution for this problem, that the San Mateo pharmacy program
be folded into the State Department of Health Services’ existing process for
rebates. There is no barrier to this solution as far as we are aware (and as
portrayed by State Department of Health Services’ staff) yet it wasn’t mentioned
in the report. Further, we know that eliminating San Mateo’s mental health carve-
out for pharmacy and laboratory services, causing the responsibility to revert to
the Health Plan of San Mateo (HPSM--County Organized Health System), also
will not solve the rebate problem because HPSM is ineligible for the rebates per
the State. We know that folding the San Mateo program into the State’s rebate
process would involve our reporting quarterly data to the State Department of
Health Services and we are prepared to do that. This solution would require us to
end the small rebate program in place through our current pharmacy benefits
manager, which will not pose a problem. San Mateo’s pharmacy program will not
be able to compete on its own with the high volume rebates available through the
statewide program. We have shown that San Mateo’s pharmacy program is cost
effective before consideration of rebates. We provided data to OSAE showing: 1)
cost per prescription in analyzed categories are lower in San Mateo than in State
Medi-Cal in the years studied; 2) percentage cost increase from first to fourth
quarter of 2006 in major psychotropic categories are also less in San Mateo than
in State Medi-Cal. If the program were integrated with the State rebate process
we believe it would be more cost effective than the State program.

Administrative Fees: The report suggests (p.8) that the administrative fees
charged by the County may have been unreasonable and were not supported by
formal agreement. While the specific methodology for administrative fees is not
established in the current agreement between San Mateo County and the State, it
is not correct that there is no formal agreement regarding administrative fees.
Several sections of the agreement acknowledge the presence of administrative
fees: Section J Federal Financial Participation—‘nothing in this contract shall
limit the Contractor from being reimbursed for appropriate federal financial
participation {or any covered services or utilization review and administrative
costs or pharmacy and related laboratory services even if the total expenditure {or



4)

5)

services exceeds the contract amount.” Also Exhibit B, F, Payment in Full—
references State matching funds...for all...administrative costs incurred by
Contractor in providing or arranging for such services....”. Also Exhibit B, O,
Financial Report—references costs for administration. San Mateo County is able
1o provide back-up data for these costs for any period of time and was unaware
the supporting documentation had not been provided to the OSAE. We believe
the costs that were reported are reasonable. The methodology that was used to
identify the costs for the pharmacy/lab program was based on the direct staff costs
(salaries and benefits) for the program, pro-rated based on the percentage of the
total program costs related to Medi-Cal beneficiaries. We have enclosed a copy of
the May 2007 claim and the back-up as an example. As the report states, San
Mateo administrative fees represented only 2.4 percent of the drug
reimbursements reported in FY 04-05.

Share of costs/coordination of benefits: The report suggests (p.1 and 8) that
beneficiary share of costs and coordination of benefits have not been accounted
for or monitored. While it may be true that State DMH did not monitor the share
of costs and coordination of benefits, San Mateo County did monitor these costs
to insure appropriate application of State and Federal requirements. (It should also
be noted that State DMH requirements regarding share of cost would reasonable
be expected to apply to any Medi-Cal program.) We provided information to the
OSAE about how we check share of cost for each beneficiary for the month of
service before claiming to the State for services provided that month. The process
in place prevents claiming any pharmacy services for a beneficiary with an unmet
share of cost. We also thought we provided data regarding the coordination of
benefits (third party insurance) collected by the pharmacy benefits manager prior
to claiming to us for Medi-Cal reimbursable services. While this information has
not been included in the regular claim file submitted to the State it is available and
the claim could be modified to include thai information. The sample file we
provided to the OSAE for the 2 week period ending 4/5/07 contained 36 claims
with primary insurance in additional to Medi-Cal. Those services received $2,672
in insurance reimbursement collected by the pharmacy benefits manager and
reported to us. We then correctly billed the balance of those services to the State
for $1001 in Federal Financial Participation.

Medicare Part D: The report states (p. 1 and p. 9) that the State incorrectly
estimated the impact of the Medicare Part D program on San Mateo County’s
pharmacy utilization. The suggestion is that the State should have reduced the
pharmacy estimate of Stale General Fund by more than the 23.5 percent it reduced
the estimate in FY 06-07, perhaps up to 40-50 percent. This is an easy criticism to
make in hindsight. However when the program was initiated in January 2006 (FY
06-07), no one knew what to expect. Implementation of the Medicare Part D
program was a debacle in most parts of the United States. California itself
continued the “grandfathering” of many medications covered by Part D well past
the start-up of that program in order to protect consumers who were slipping
between the cracks. San Mateo invested substantially (see attached report) in



assuring continuity of care for consumers through a mental health consumer peer-
led educational initiative 1o follow-up with nearly every client impacted by the
change. These costs were not charged to the State. While it may be true that more
refined actuarial methods could have predicted a larger savings, actuarial methods
could not have predicted the failure of the bureaucracy to efficiently and correctly
sign up our most vulnerable clients for Part D. The State and we knew FY 06-07
was a (ransition year and that we FY 07-08 actuals would provide a better sense
of what 1o expect going forward. At the outset of the program, we felt it was
pragmatic to plan for the worst. We will provide whatever data is necessary to
establish a fair estimate going forward, but we are unwilling to revisit the earlier
estimates when San Mateo assumed risk and did an exemplary job in assuring
client transition to a new system.

In addition, it is important to note that to-date the State is currently more than $12
million dollars in arrears in State General Fund payments for San Mateo’s
pharmacy and laboratory program through FY 06-07.

Finally, we were disappointed the OSAE did not include any of the information we
provided regarding the cost or clinical effectiveness of the program beyond the issue of
the Medicaid rebates. There are many outstanding features of the program that have been
possible through local administration and integration with mental health services. The
following outcomes would not have been achieved through the statewide program:

1) Local management of the pharmacy program results in several positive programmatic
outcoines:

» Eligibility data and claims data integration of Medi-Cal and safety net population
result in better continuity of care at the pharmacy level and less disruption of
medication services.

Claims data integration of both populations allows the County to track prescribing
patterns, and conduct medication monitoring and utilization reviews across the
entire system of care.

A\

High client and provider satisfaction are possible due 1o faster problem resolution
on the local level.

\d

Physicians are able to have more input into the formulary and the prior
authorization process. Physicians also receive feedback of their prescribing
patterns from PBM reports and from quarterly MD meetings.

A\

2) Local management allows the County to promote evidence-based practices with
interaction and feedback from the physicians; therefore resulting in better compliance and
physician satisfaction. Some examples of cost effective use of psychotropics include:



‘»«

Maximizing monotherapy of atypical antipsychotics and restricting concurrent use
of more than one atypical antipsychotics.

Proper dosing of atypical antipsychotics to achieve optiunum efficacy.

A\

» Limit off-label use of Neurontin, Topamax, Provigil.
>~ Monitoring for duplicate benzodiazepine use to ensure client safety.

We hope you will consider these points in the response to the OSAE report. We will
continue to work with your staff to implement all necessary responses.

Sincerely,

Gale Bataille
Mental Health Director

¢.c.Rita McCabe, State DMH
Mark Dermenjian State DOF, OSAE
Janet Rosman, State DOF, OSAE
Louise Rogers, San Mateo County MH






