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Thank you for taking the time to thoroughly examine potential reforms to Medicaid. 

While many will offer you seemingly ‘easy’ suggestions, on behalf of the Illinois 

pharmacy community, I think it important to ensure you know how far Medicaid 

pharmacy has come through the years of its own and how much and how often the 

Illinois pharmacy community has… 

 

The most important thing to remember today is the driving force in the growing cost of 

Medicaid in the 66 2/3% growth in the number of covered lives in the program.  Since 

2001, 1 million new people were added to the rolls.   

 

In 2009, a report prepared by the Boston-based Lucas Group offered recommendations 

that would allegedly help the State of Illinois contain pharmacy costs. As pointed out by 

IRMA at that time, virtually all the recommendations had been considered, discussed, 

and rejected over the years because of the cooperative working relationship between 

the pharmacy community, the Department of Healthcare & Family Services and the 

representatives of the recipient community. This on-going relationship ensured access 

for recipients and appropriate reimbursement for pharmacy.  The results of the 



discussions over the years speak volumes as it relates to the cost of providing 

pharmacy benefits to the Medicaid program.  

 

The Lucas Group indicated that Illinois Medicaid was spending “27% more on 

prescription drugs as a percent of acute care than the U.S. average”. Unfortunately, 

Medicaid costs are not limited to acute care.  The true measure of the cost of the 

program should be the average prescription costs for both Medicaid and all other 

prescriptions.  

 

In the most recent NACDS 2008-2009 Chain Pharmacy Industry Profile, the average 

prescription price paid for an Illinois Medicaid prescriptions when compared with other 

States and compared with all other average prescription costs, Illinois reflects very well.  

In that report, a copy of which is attached to this commentary, it shows that there are 

only three states in the nation where the average prescription price for Medicaid is lower 

than the average price of all prescriptions in the State.  The average cost of all 

prescriptions in Illinois was $74.87 in the most recent data available.  The average price 

per Medicaid prescription is $68.94 or 8% less!  The average price for all prescriptions 

across the country is $69.90 while the Illinois Medicaid program is lower at $68.94.  

These are true measurements of all costs in this program.   

 

The report indicated that “Medicaid in Illinois is paying pharmacy a fee to dispense 

prescription drugs to Medicaid beneficiaries of $3.40 for brand name drugs and $4.60 

for generics.” Unfortunately, that does not tell the whole tale of the reimbursement that 



pharmacies receive.  For brand name drugs, pharmacies receive $3.40 as a dispensing 

fee.  However, we are required to collect a $3.00 copayment on each brand 

prescription. Unfortunately, because of federal law, we cannot deny a recipient a 

prescription who does not have the $3.00 for the copay.  Copayments are collected on 

approximately 57% of our prescriptions, which means that the $3.40 dispensing fee is 

effectively reduced by $1.39 to account for copays which are not collected so the real 

number is $2.01.  For  generics, we do get $4.60 for filling generic prescriptions.  That is 

intentionally higher than brands to incent pharmacies to move people from brands to 

generics.  That has worked.  Illinois has a 75% generic to brand ratio.  This is one of the 

highest in the country and is essential to maintaining a viable cost structure in the 

system.  Coincidentally, several years ago, the Commission on Government 

Forecasting and Accountability commissioned the Lewin Study to look at moving people 

to HMO’s.  In that study, they suggested that HMO’s could achieve a 70% generic to 

brand ratio.  Obviously, with the help of the pharmacy industry, we have exceeded that 

potential.  While the report indicates we receive $4.60 as a dispensing fee for generics. 

What is not stated in the report is the fact that the ingredient reimbursement formula of 

AWP minus 25% is only one of a menu of pricing mechanisms for Medicaid 

prescriptions.  The real formula is the lesser of AWP minus 25%; usual and customary 

charges for that pharmacy (this is particularly important given the $4.00 prescription 

benefits provided by many pharmacies throughout Illinois); the Federal Upper Limits or 

the Maximum Allowable Cost (MAC) administered by DHFS.  The MAC is a vehicle for 

assigning a per dose price to categories of generic drugs irrespective of whether the 

specific brand of generics citied as the source of the price is available statewide or in 



quanties enough to meet the needs of the Medicaid population.  This is the most 

“draconian” pricing mechanism of all and is typically not used in other 3rd party 

programs.   

 
The report suggested that the State could enhance its “purchasing power” through 

pooling and competitive networks.  It suggests that the State, as a payor, should 

establish a network for all state employees, retirees, corrections, etc and encourage the 

negotiations on behalf of county and local governmental employees to join the pool.  

“The greater the bargaining power, the greater the value of the discounts will be.”  This 

has been discussed over the years, and has been summarily rejected because the 

15,500 pharmacists in this state provide a valuable network for, not only Medicaid 

recipients, but all citizens of Illinois.  If there was a purchasing pool and if it was 

accomplished through preferred retail networks as suggested in the report, there would 

clearly be a lack of access to prescription drugs in rural areas, very poor urban areas, 

and certainly the competitive market place for non-governmental purchases of 

prescription benefits would be paying higher prices to offset the cost of government.  

Additionally, I find it interesting that the government of Illinois would be asked to pick 

and choose the winners and losers in the pharmacy community.  When this has 

happened in other states like Washington, there have always been lawsuits, 

dislocations of store openings and accelerations of store closings or at least limitation 

on hours of operations, which limits access for all Illinoisans.  This harms both public 

and private payors.   

 



Throughout the report Medicaid prescription reimbursement were compared to private 

sector payors.  This is unfair and irresponsible.  Over the last six years, Illinois 

government has used the pharmacy community as the “venture capitalist” to finance the 

growth of Medicaid, Family Care and Kid Care.  These costs were covered by extending 

the payment cycle from approximately 40 days in 2002 to what is now in excess of 150 

days for most Illinois pharmacies. 

 

Pharmacies, whether independent or chain, deserve to make some semblance of 

“bottom line” not only in the Medicaid program but in all prescription benefit programs.  

Also not mentioned in the report is the profit margin in the prescription business. 

According to Wolters, Kluwer, Health Pharmaceutical Added Suite, retail pharmacies 

net profit is 84 cents.  The average prescription cost across all payors in 2007 of 

$69.90.  That means that pharmacy retains a net profit of less than 2% per prescription.  

Since our revenues are nearly $1 less per prescription in the Illinois Medicaid program, 

clearly other prescription payors are helping to fund the Medicaid program in Illinois not 

only through their taxes but through increased prescription costs that must be shifted 

from the Medicaid program to other private payors. 

 

Certainly, government could rachet down the fees paid to Illinois pharmacies for 

bringing the first line of Medical care to Medicaid recipients.  Doing so will, however, 

reduce access and shift costs.  Reducing access will ensure that more people end up in 

the emergency room because either they didn’t have a pharmacist to talk to about their 

problem or they didn’t have the extra funds to take the CTA to their closest pharmacy.  



 

DHFS has held pharmacy to very high standards by working with the professionals in 

the industry to structure a pricing scheme for generics through Myers and Stauffer.  This 

plan incents pharmacies to move patients from “brands” to “generics” which obviously 

saves enormous amounts of money on each script while allowing pharmacies to “stay 

alive”.  This 75% ratio is one which should be praised for keeping Medicaid costs per 

prescription lower than all prescriptions in Illinois. 

 

I would be happy to respond to any questions or provide further information as 

requested. 





















 

 


