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I 

•
• 

Report to Congress on Extending P.L. 102-585 Drug Pricing Agreements 

To Selected Public Health Service Block Grant Recipients 

• EXECUTIVE SUMMARY 

• Title VI of the Veterans Health Care Act of 1992 (P.L. 102-585) directed the Secretary of Health 

and Human Services to prepare a report on the potential impact of extending the Public Health 

• 
Service (PHS) drug pricing discounts to health care entities receiving PHS Act ftmds through 

the following block grants: Community Mental Health Services (CMHS) Block Grant, 

Substance Abuse Prevention and Treatment (SAPT) Block Grant, and the Maternal and Child 

Health Services (MCH) Block Grant.' 

• 
Between May and July 1993, the Public Health Foundation gathered information for the Office 

• 
of the Assistant Secretary for Health (OASH) about the potential impact of extending the drug 

pricing discounts to these entities. The findings indicate that many entities already 

participating in the PHS drug discount program have had positive experiences with it. The 

savings conferred by the program have been used to improve the quality of health care services 

• provided to patients. Disrussions with the directors of entities that would become eligible if 

the PHS drug discount program is extended to redpients of the MCH, mental health, and 

substance abuse block grants revealed eagerness to participate in a program that will enable• them to pay lower prices for pharmaceuticals. However, whether savings from the discounts 

would enable block grant-funded entities to better serve their patients will be deternrined by: 

0) the amount of savings realized by participating in the PHS drug discount program; (2)• 
whether the entities are able to retain the savings for program purposes; (3) the cost of 

administering the program; and (4) manufacturers' behavior, especially with regard to cost­• 
In Title Vt Congress referred to the Alcohol, Drug Abuse, and Mental Health Services 

• 
• 

(ADMS) Block Grant. This block grant formerly serv"ed the program areas of mental health and 
substance abuse. However, in 1992, the ADMS Block Grant was replaced by the Community 
Mental Health Services Block Grant and the Substance Abuse Prevention and Treatment Block 
Grant. The names of the newly formed block grants are used in the narrative section of the 
report. The former name, ADMS Block Grant, is used in the tables at appendices C and D. 
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The estimated national expenditures for outpatient drugs for the MCH, CSHCN, and mental 


health program areas in fiscal year 1992 were $179 million. This includes $37.0 million for 


MCH programs, $48.3 million for CSHCN programs, and $93.7 million for mental health 


programs. Data from the states were insufficient to calculate a national estimate of outpatient 


drug expenditures for the substance abuse program area. 


The estimated national expenditures are based on a small number of reporting states that are 

not necessarily representative of all states. In addition, the range of expenditures in each 

program area is extremely large, thus the "true" national expenditures could be different than 

those reported here. Still, the large expenditures reported by several states make it dear that 

some states and entities in each of the four program areas could realize Significant savings if 

Congress extends the PHS dnlg discount program to the block grants. 

The state program directors and others suggested a number of ways in whiG' both the current 

and an expanded PHS dru.g discount program could be improved: 

• 	 Extend the PHS drug discount program to state and local governments so that all 

programs that receive public funds are able to participate in the program, regardless of 

the source of funding (Le., local, state, or federal tax dollars); 

• 	 Operationalize a rebate structure as well as a discount; and 

• 	 Provide states with definitive guidelines for implementing the program and on-site 

technical assistance. 

The policy implications of the recommendations are discussed in the report. Additional factors 

that the federal government may want to consider include: (1) ''''lays to encourage state 

programs to dedicate the savings conferred by the PHS drug discount program to program 

purposes; and (2) incentives for states to administer the PHS drug discount program centrally, 

minimizing the cost of administration and maximizing the savings available for program 

purposes. 

iil 
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Information for the Secretary of Health and Human Services' 


Report to Congress on Extending P.L. 102-585 Drug Pricing Agreements 


To Selected Public Health Service Block Grant Recipients 


• 
INTRODUCTIONL 

•• 
To address concerns about rising Medicaid prescription ruug costs, Congress included in the 

Omnibus Budget Reconciliation Act of 1990 (OBRA) a requirement that pharmaceutical 

• 
companies give rebates to state Medicaid programs. The goal of this provision was to provide 

Medicaid programs with the ''best price," or lowest price available, on outpatient prescription 

drugs.] 

• One of the OBRA requirement's unintended results was that drug costs for other federal 

purchasers, including the Department of Veterans Affairs (VA), increased substanf...ally over 

• 
the next year. In response, Title Vl of the Veterans Health Care Act of 1992 (P.L. 102-585) 

included provisions requiring pharmaceutical manuiacturers to enter into drug pricing•j 
agreements whereby they would offer discounts on outpatient drugs to the V A and to certain 

Public Health Service (PHS) grantees and disproportionate-share hospitals. 

• 
Title VI also directed the Secretary of Health and Human Services to prepare a report on the 

potential impact of extending these drug pricing discounts to health care entities receiving PHS 

Act funds through the following block grants: the Community Mental Health Services (CMHS) 

Block Grant, the Substance Abuse Prevention and Treatment (SAPT) Block Grant, and the 

Maternal and Child Health Services (MCH) Block Grant.' 

-: U.s. General Accounting Office, Medicaid: Change in Drug Prices Paid by VA and DOD 
Since Enactment of Rebate Provisions, Report to Congress. September 1991, GAO/HRD-91-139. 

2 In Title VI, Congress referred to the Alcohol, Drug Abuse, and Mental Health Services 
(ADMS) Block Grant. This block grant fonnerly served the program areas of mental health and 
substance abuse. However, in 1992, the ADMS Block Grant was replaced by the Community 
Mental Health Services Block Grant and the Substance Abuse Prevention and Treatment Block 
Grant. The names of the newly formed block grants are used in the narrative section of the 
report. The fanner name, ADMS Block Grant, is used in the tables accompanying this report. 
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II The purpose of the report is to provide the Office of the Assistant Secretary for Health (OASH) 

with information about the potential impact of extending the dru.g pricing discounts to health 

care entities receiving funds through the CMHS, SAPT, and MCH block grants. This 

information was gathered between May and July 1993 by the Public Health Foundation (PHF). 

•

•

•

• 
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• II. OBJECTIVES AND METHODOLOGY 

•
! 

This report has three objectives. The first objective is to provide background infonnation about 

.. I . 
the types of entities that receive funds through the MCH Block Grant, the CMHS Block Grant, 

and the SAPT Block Grant in terms of: 

• Tne types and number of entities that receive funds from each block grant (e.g.,.. , 

:., 

I 
I community mental health centers, hospitals, local health departments); 

• The populations that are served; and•.. 
• The types of services that are commonly provided by these entities.3 

~ The second objective is to estimate the extent to which the entities are involved ill the .. ,I 

proo.rrernent of outpatient preScription drugs, inducling:4 

, 

• The proportion of block grant-funded entities that procure dnIgs; 

• The entities' predominant methods of procuring drugs; and 

:3 For this report, entity is defined as an organization or individual that receives funds 
directly from the state for the purpose of providing block grant services Cie., entity does not 
include subgrantees, subcontractors, or satellite clinics of an entity). This definition is based 
on the language used by Congress in section 602 of P.L. 102-585, which defines an entity as: 
"(A) receiving funds from a State for the provision of mental health or substance abuse 
treatment services under subparts I or II of part B of title XIX of the Public Health Service Act 
or under Title V of such Act; or (B) receiving funds from a State under Title V of the Social 
Security Act for the provision of maternal and child health services that are furnished on an 
outpatient basis (other than an entity described in section 340B(a)(4)(G) of the Public Health 
Service Act)." 

4 "Proc..rrement" means that block grant-funded entities either purchase drugs themselves 
or use drugs purchased by the state agency. Prescriptions are not included in the definition 
of procurement unless the entity subsidizes prescription costs for the patients. 

3 



• 

• The entities' total expenditw"es on outpatient drugs for fiscal year 1992. 

• 
• 

The third objective is to describe the potential impact of extending the PHS drug discount 

program to the block grants on the quality of care and the health status of patients.5 The• 
description includes: 

• • Ways in which drug discounts might affect the quality of care offered byentities;6 

• • Ways in which drug discounts might affect patient health status: 

•• 
• Factors that are critical to the entities' ability to fully benefit from drug discounts, such 

as their willingness to change the ways in which they prollre drugs in order- to take 

advantage of drug discounts; and 

• • Other relevant factors as identified by entities that are already participating in the 

federal drug discount program. 

To describe the entities (objective one), PHF staff used secondary sources of information such• 
as relevant documents and discussions with experts in the field. To evaluate the extent of drug 

procurement under the block grants (objective two), PHF canvassed 232 state and territorial• 
directors of mental health servicesl substance abuse treatment, and MCR programs about their 

procurement practices.s To evaluate the potential impact of extending the PHS drug discount• 
:=; P.L. 102-585, the Veterans Health Care Act of 1992. 

r " Quality of care includes staffing, facilities, diagnostic and therapeutic procedures, and 
outcomes of c.are. (Based on the International Epidemiological Association's Dictionary of 
EpidemiologyJ 

7 Health status is defined as physical function, emotional well-being, activities of daily 
living, feelings, etc. (Based on the International Epidemiological Association's Dictionary of 
Epidemiology.) 

8 PHF worked in collaboration with the Association of Maternal and Child Health 
Programs (AMCHP), the National Association of State Mental Health Program Directors 
(NASMHPD), the !\Jational Association of State Alcohol and Drug Abuse Directors 

4 



to the bIoc....'k;. grants on quality of care and patient health status (objective three), PHF conducted 

a series of interviews \\-1.th representatives of entities already participating in the PHS drug 

discount program; entities that may become eligible to participate; state MCH, CSHCN, mental 

health, and substance abuse programs; and pharmaceutical companies. Additional details 

about the methodology are provided in appendix A. 

(NASADAD), and federal liaisons to identify state program directors. For the purposes of this 
report, state program directors were identified in 50 states, the District of Columbia, and the 
territories in which a contact person was known to AMCHP, NASMHPD, and/or N"ASADAD. 
In all. 232 state program directors were identified. This group includes 57 state MCH program 
directors, 57 state CSHC('..; program directors, 59 state mental health program directors, and 59 
state substance abuse program directors. See table 1 for a list of the ju..risdictions induded in 
the report. 



• 
III. DESCRIPTION OF THE El'.'TlTIES• 
This section provides a brief overview of the types of entities that receive funds from the 

• 
• Maternal and Child Health Services (MCH) Block Grant, the Community Mental Health 

Services (CMHS) Block Grant, and the Substance Abuse Prevention and Treatment (Sf\PT) 

Block Grant. A detailed description of both the program areas funded by the block grants and• 
the entities that provide services in these program areas appears at appendix B. 

•
• According to data reported by 111 state program directors, the MCH, CMHS, and SAPT block 

grants supported services at over 7,500 entities in fiscal year 1992. This number is based on 

• 
PHF's assessment of procurement practices among state block grant-funded programs. 

However, not all state program directors were able to respond to the assessment (i.e., 165 of 

232 state program directors responded for a response rate of 71 percent), not aJl state program 

directors who did respond were able to provide numbers (i.e., only 111 provided numbers), 

II and the total number of entities may include some duplicates. See table 2 at appendix C for 

a state-by-state display of the number of entities receiving block grant funds. 

II To understand why some states were Wlable to provide specific iniormation about entities 

receiving block grant funds, one needs to examine the nature of the block grants. In
II establishing the block grants, the federal government encouraged states to spend federal dollars 

• on their priority health problems. The availability of information about entities receiving block 

grant funds is limited by two factors: (1) the block grants do not require reporting of drug 

procurement activities as a condition of receiving funding; and (2) states had inadequate lead 

time (i.e., 3 weeks) to pass on requests for information about proo.rrement acti"ities to• 
subgrantees that receive funds ITom the block grant (e.g., local health departments, community 

health centers, etc.). • 
Maternal and Child Health Services Block Grant-Funded Entities• 

• 
I The MCH Block Grant provides funding to two separate program areas: MCH programs and 

children with special health care needs (CSHCN) programs. MCH programs provide 
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• 
• 

comprehensive preventive and primary health care services. CSHCN programs provide more 

specialized health care services to children with chronic conditions. Both programs are• 
disOlssed in the following sections. 

• MCH Block Grant - MCH Entities 

I Under the MCH Block Grant, MCH programs provide a broad spectrum of general health care 

I 
services to mothers and children through a large number of community-based entities. Local 

health departments (LHDs) are the most commonly utilized provider of MCH services; 

I 
research conducted by AMCHP has shown that state MCH programs most often used LHDs 

to provide prenatal care and primary care services.9 

I In some local jurisdictions, LHDs are the lead agency for assuring and providing MCH 

services. In other local jurisdictions, community and migrant health centers, which provide 

primary care services to underserved and migrant populations, are the lead agency. In states I 
where no local health department structure exists or where local health departments are not 

used to provide medical services to mothers and children, state MCH programs oftenI 
administer state clinics and may enter into contracts for service delivery with appropriate local 

providers.I 
States may develop contractual agreements with hospital outpatient clinics to provide primary 

care services to low-income women and children. A variety of other types of entities also 

provide MCH block grant-funded program services, mcluding private physicians (e.g., 

pediatricians, family physicians, and obstetricians/gynecologists), school-based clinics, youth 

correctional facilities, Community Action Programs, and other local projects. 

q Association of Maternal and Child Health Programs, Selected Preventive and Primary Care 
Services for Children and Adolescents Supported Through State Title V Programs in FY 1991, 1993i 
Association of Maternal and Chlld Health Programs, Caring for Mothers and Children: A Report 
of a Survey of FY 1987 State MCH Program Activities, March 1989; and Maternal and Child 
Health Bureau, HRSA, Understanding Title V of the Social Security Act: A Guide to the Provisions 
of Federal Maternal and Child Health Services Legislatian After the Enactment of the Omnibus 
Reconciliation Act (OBRA) of 1989 (PL 101-239), 1992. 
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MCH entities commonly procure drugs for preventive purposes and for treating a01te illnesses. 

The most frequently used drugs include multivitamins and iron supplements for pregnant 

j 	 women, contraceptives, fluoride treatment fOT children, prophylactic penicillin for infants and 

children with sickle cell disease, and antibiotics for acute care. 

I 
MCH Block Grant - CSHCN Entities 

I 

I 
CSHCN entities, which are also funded through the MCH Block Grant, provide specialized 

health care services to children with chronic and disabling conditions through a large number 

I 
of community-based and regional service sites. According to data collected by AMCHP, 

tertiary care centers, which include training hospitals, genetics centers, hemophilia centers, and 

pediatric pulmonary centers, are the most frequently used providers of care to children with 

special health care needs. 10

I 
These centers frequently work >vith loc.al health departments to prOvide care, especially in 

rural areas. For example, an LHD may provide the facility and administrative support for 

periodic clinics staffed by a team of tertiary care specialists. LHDs are less widely used to 

provide CSHCN services than to provide general MCH services. In states where no local 

health department structure exists or where local health departments are not used to provide 

specialty medical services to children with special health care needs, the state CSHCN program 

often operates state clinics. 

Other types of entities that provide CSHCN services include private physicians (usually a sub­

specialist such as an orthopedist specially trained :in pediatrics), rehabilitation centers, 

perinatal centers, physical, speech/language therapists who are reimbursed on a fee-for-service 

basis, private nonprofits such as local chapters of the Epilepsy Foundation and March of 

Dimes, and school clinics. 

The types 	of drugs procured by CSHCN programs include anti-convulsants, medications for 

10 A.ssociation of Maternal and Child Health Programs, Caring for Mothers and Children: A 
Report of a Survey of FY 1987 State MCH Program Activities, March 1989. 
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metabolic disorders (e.g., thyroid disorders), special formulae for metabolic disorders, and 

medications for cardiac disorders. 

Community Mental Health Services Block Grant-Funded Entities 

Under the Community Mental Health Services Block Grant, mental health programs provide 

specialized mental health care services to adults with serious mental illness and children 

suffering from serious emotional disturbance. 

The CMHS Block Grant requires that services be offered through appropriate, qualified 

community programs, which most commonly include community mental health centers 

(CMHCs), providing mental health services to a defined geographic region or service area. At 

the discretion of the state mental health authority, CMHCs can be administered by the state, 

by counties, or by community agencies. In some states, CMHCs are managed exclusively by 

the state mental health authority, whereas in states such as California, all CMHCS are 

administered by county governments. 

The dJugs procured by these entities are used to treat depression, psychoses, and other serious 

mental illnesses and serious emotional disturbances (e.g., antipsychotic drugs). 

Substance Abuse Treatment and Prevention Block Grant-Funded Entities 

• 

Substance Abuse Treatment and Prevention Block Grant funds are used to provide specialized 

services through a large number of community-based service sites. According to data reported 

by state program directors, outpatient drug and alcohol treatment programs are the most 

common SAPT Block Grant-funded entity. Although these programs are sometimes managed 

by state and local governments or private for-profits, they are most frequently run by private 

nonprofit organizations. i
; In addition, some CMHCs offer outpatient services in the area of 

• substance abuse. 

• II Substance Abuse and Mental Health Administration, :\"ational Drug and Alcoholism 
Treatment Unit Survey (NDATUS), 1991. 
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I 12 Ibid. 
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Outpatient or ambulatory detoxification programs are commonly offered in nonhospital 

settings. These programs offer immediate, short-term withdrawal services. Methadone 

maintenance programs, which provide methadone at stable dosages in addition to sodal and 

medical services, are most frequently looted in nonresidential settings such as local health 

departments. They can also be located in hospitals, CMHCs, and halfw-ay houses. 12 

The types of drugs currently procured by substance abuse treatment programs include 

antabuse and methadone. However, on July 9, 1993, the FDA approved LA..AM Oevo-alpha­

acetylmethodol hydrochloride) for treating addictions to narcotics. LAA.M is as effective as 

methadone and has the added benefit of extended duration, allowing patients to be treated on 

an every-ather-day rather than daily schedule. 

http:houses.12


•• 
IV. EXTE!';, OF DRUG PROCUREMENT AMONG EN I II IES THAT RECEIVE BLOCK 

GRA!,;, FUNDS 

• 
The extent of drug prorurernent is a critical factor in determining the impact that extending 

• 
the PHS discount program to block grant recipients will have on the quality of care and health 

status of patients. The greater the expendirures for drug proOlrement, the greater the potential 

• 
savings from participating in the PHS drug diSCOlL"1t program. In general, the potential savings 

equal the gross amount of savings less the cost of administering the program. In addition, 

• 
unless states are encouraged or required to use the savings to improve the quality of care, the 

savings may be used for any number of purposes. 

• 
In requiring the Secretary of Health and Human Services to dorument the extent to which 

• 
block grant-funded entities procure drugs, Congress did not define the term "extent." Extent 

can include, among other things, the proportion of entities that procure drugs, the volume of 

• 
drugs, types of drugs, or cost of drugs. In conversations ffith both federal and state officials, 

PHF and OASH determined that obtaining extensive procurement information was impractical 

• 
in the time allowed to prepare this report. Even with more time allotted, collecting this 

infoTIIlation would be onerous or even impossible for many state programs.1
:'> For the purpose 

• 
of this report, "extent" is defined as the estimated expenditures for drugs and the proportion 

of block grant-funded entities that prorure drugs. Appendix D, table 1 displays estimated 

expenditures for block grant-funded entities. 

II PHF gathered data from 49 state block grant program directors about expenditures for 

procurement of covered outpatient drugs (appendix D, table 1).''; These data pro..ided a basis 

II 
,:.> This level of information is not generally provided to state program directors by service 

provides, and it is therefore not available in files kept by program directors. A similar lack 
of expendirure information was dorurnented in a U,S. General Accounting Office report, 
Medicaid: Changes in Drug Prices Paid by V A and DOD Since Enactment of Rebate Provisions, 

II September 1991. (GAO/HRD-91-139). 

• 
14 Of 232 state block grant program directors, a total of 49 directors provided information 

about expenditures for drug procurement. Thirty-eight state program directors reported 
information about expenditures in response to an assessment that PHF sent to 232 state 
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• 
for calculating a national estimate of outpatient drug expenditures for MCH programs, CSHCN 

programs, and mental health programs. The data from substance abuse programs were not• 
sufficient to calculate a national estimate. ,• Overall, the estimated national expenditures for outpatient drug procurement for MCH, 

CSHCN, and mental health programs in fiscal year 1992 were $179 million. This includes $37.0 

million for MCH, $48.3 million for CSHCN, and $93.7 million for mental health. (See appendix 

D, tables 2-4.) 

The national estimate for each program area was derived using a linear regression model. The 

model utilizes the relationship between known state expenditures for outpatient drugs and 

states' block grant allocations for fiscal year 1992. Linear regression produces a least squares 

or "best fit" line. The least squares line is the line that best fits the observed values (i.e., the 

relationship between the block grant allocations and the known outpatient drug expenditures), 

minimizing the sum of the distances of the values from the line. Using each state's block grant 

allocation as a starting point, PHF applied the linear regression model to estimate expenditures 

for outpatient drugs in states that were unable to report their expenditures. The estimate of 

national expenditures for drug procurement represents the 50 states and the District of 

Columbia. 

• 
Standard deviations and 95% confidence intervals were derived from the regression models. 

The standard deviation is a measure of dispersion or spread of observed values with respect 

to the least squares line. The 95% confidence interval means that it can be stated with 95% 

confidence that, for each state unable to report, that state's actual expenditures for outpatient 

• drugs lies within a range that is the estimated value plus or minus the confidence interval 

• program directors. Since these data were insufficient to develop a national estimate of 
expenditures for outpatient drugs, PHF conducted intensive follow-up by telephone with seven 
states which received the largest block grant allocations (Le., California, Florida, Illinois, New 
York, Ohio, Pennsylvania, and Texas). In each of the four program areas, seven state program 
directors were contacted by telephone and were asked to provide an estimate of expenditures 
for outpatient drugs in fiscal year 1992. Eleven additional state program directors were able 
to provide estimates (appendix D). 
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value. The standard deviations and 95% confidence intervals demonstrate that the estimated 

expenditures could vary significantly from what was actually spent. This is because the• 
• 

regression model was dependent on a small number of states (17) that were able to report their 

achlal expenditures, meaning each large deviation from the nonn had a much greater impact 

• 
on the distribution than would be the case with a larger sample. ..Although the estimated 

expenditures should be treated with caution, they represent the best estimates available. 

• 
State block grant program directors also reported that 3,711 of the 7,532 entities that received 

• 
funding from the block grants (49 percent) procured drugs in fiscal year 1992 (appendix C, 

tables 3-10). The number of entities that procured drugs varied by program area (i.e., 1,914 

• 
MCH entities, 459 CSHCN entities, 724 mental health entities, and 614 substance abuse entities.) 

The number of entities that would participate in the PHS dru.g discount program if it is 

• 
extended to the block grants will depend, in part, on the administrative costs associated with 

the program. 

Data related to the cost of administering the PHS drug discount program were not available 

from state block grant program directors. However, information about procurement practices 

of the entities was available and can be used as an indicator of the potential administrative 

burden on states and entities participating in the PHS dru.g discount program (appendix C, 

tables 3-10). In its assessment of drug procurement practices of entities that receive block grant 

funds, PHF identified the following types of procurement practices: 

• 	 Centralized drug proOlrement, in which the state buys dnIgs and distributes them to 

entitiesi 

• 	 On-site direct procurement, in which an entity purchases dru.gs directly from a 

pharmaceutical company or wholesaler; 

• 	 Contract pharmacy, in which an entity has a contractual agreement with one or more 

pharmadesi and 
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r • Group purchasing, in which an entity participates in a bUTJlg group through which 

several entities or organizations procure drugs jointly. 

I 
Wnen entities use centralized drug proOlrement or group purchasing, much of the 

administrative Durden is either absorbed by the state agenC)r or is spread across entities that 

participate in the group purchasing organization. However, when entities use on-site 

procurement, the administrative burden must be absorbed by the individual entity. On-site 

procurement is assumed to be more burdensome for an entity than procurement made through 

a contract pharmacy, centralized prorurement, or group purchasing arrangement. Entities that ( 
use on-site procurement have the additional burden of negotiating vvith each manufacturer 

from whom they purchase drugs.( 

i According to the state block grant program directors, the most common procurement practices 

l 

were centralized and on-site procurement. Among MCH entities and mental health entities, 

centralized drug proc..lrement was the predOminant method. Among CSHCr--.; entities, on-site 

procurement was the predominant method. Among substance abuse entities, on-site 

proc.urement was common, but many program directors reported that the procurement method 

was unknown. (See appendix C, tables 2-10.) The policy implications of procurement practices 

are more fully addressed in Section V. 

T:.'1e following sections discuss drug prorurement practices and estimated national expenditures 

for the block grant-funded entities in four program areas: maternal and c..'Uld health, children 

with special health care needs, mental health, and substance abuse. The tables at appendicesi C and D, following the narrative portion of this report, display relevant data from the states. 

I Maternal and Child Health Program Area 

Forty-four state MCH program directors (77 percent) responded to PHF's assessment of drug 

procurement practices (appendix C, table 1). Of these, 31 were able to provide information on 

procurement practices. Among the 2,451 entities that received MCH Block Grant funds, 1,914 

(78 percent) procured drugs in 1992 (appendix C, table 3). The majority of these entities were 
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local health departments. The most common procurement methods among MCH entities were 

centralized procurement (39 percent) and on-site procurement (29 percent). 

States reported expenditures for drug procurement ranging from $24,000 to $2.75 million 

(appendix D, table 1). According to the linear regression model, the estimated national 

expenditures for outpatient drugs in fiscal year 1992 were $37.0 million (appendix D, table 2). 

The PHS drug discount program would have a different impact in. states where the 

predominant proOlrement method is centralized procurement (Le., a state agency prorures 

drugs for the entities) compared to states where the predominant method is on-site 

procurement. In states with centralized procurement, it is possible that a larger proportion of 

the savings will be available to the entities for improving patient care. The relationship 

between savings and improved quality of care is discussed in Section V. 

In addition, the magnitude of drug procurement expenditures will likely influence states' 

interest in participating in a drug discount program. As shoVllTl in table 3, MCH programs in 

Pennsylvania and Texas spend significant amounts on outpatient drugs and thus could realize 

Significant savings. MCH programs in states such as Iowa may not fi."'ld participating in the 

program cost-effective due to their smaller expenditures for drug prorurement. 

Otildren with Special Health Care Needs Program Area 

Forty-two of the 57 state CSHCN program directors (74 percent) responded to PHF's 

assessment of drug procurement practices. Twenty-six of these program directors reported that 

they provided MCH Block Grant funds to 2,266 entities to support CSHCN services in 1992. 

Yet, only 459 of the entities were reported to have prorured drugs (appendix C, table 4). The 

majority of these entities did not fall in.to the standard categories (i.e., local health department, 

community health center, and hospital outpatient clinic), but were described as "other entities" 

(i.e., private physician, tertiary care center, etc.). 

The estimated expenditures for drug prorurement for the 15 states able to report information 
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ranged from $35,000 to $6 million per state.1S The estimated national expenditures were $48.3 

million in fiscal year 1992 (appendix D, tables 1 and 3). 

Since many CSHCN entities use centralized procurement, the administrative burden should 

not be excessive, theoretically leaving a larger proportion of the savings available to the entities 

for improving patient care. As shown in table 3, states such as Alabama and Midriganr 

reporting estimated expenditures for covered drugs as $2,645,111 and $6 million, respectively, 

could significantly benefit from participating in the PHS dru.g aiSc01Ult program. States such 

as Hawaii and Montana, estimating expenditures of £42,000 and S33,OOO, respectively, may not 

find participating in the program cost effective if additional administrative costs would be 

incurred. The relationship between savings and improved quality of care is more fully 

discussed in Section V. 

Community Mental Health Program Area 

Forty-one of the 59 state mental health programs (69 percent) responded to PHF's assessment 

of drug proCl.lTement practices and 30 of these were able to report the number of entities that 

received block grant funds (appendix C table 5). As shown in table 2, 884 entities received 

funds from the CMHS Block Grant in fiscal year 1992. Table 5 shows that 724 of these (82 

percent) procured drugs. The majority of the entities were community mental health centers 

(nonstate owned and operated). Many of the entities proo.lTed drugs using a centralized I 
 prorurement method. 

I 
 States reported expenditures for drug procurement :ranging frOID S50,000 to $16 million peI" 

I 
state in fiscal year 1992 Estimated national expenditures for outpatient drugs were S93.7 

million in fiscal year 1992 (appendix D, tables 1 and 4). 

Given that procurement tends to be centralized and that the number of entities procuring drugs 

15 In Michigan, the CSHC!\' program offers a broad scope of services to over 20,000 patients. 
About half of the estimated expenditures (i.e., 53 million) were used to procure medications 
for patients with hemophilia who receive care through the CSHC\J program. 
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• 
• 

is small (only 724 nationwide), states' savings from the PHS drug discount program would 

have the potential to significantly improve the quality of patient care. Since entities tend to• 
use centralized procurement, the administrative burden should not be excessive, theoretically 

leaving a large proportion of the savings available to the entities for improving patient care. 

•• 
As shown in table 3, a state such as Florida, reporting an estimated expenditure for covered 

drugs as $4,630,850, could significantly benefit from participating in the PHS drug discount 

program. A state such as Alaska, estimating an expenditure of $50,000, may not find 

• 
participating in the program cost effective if additional administrative costs would be incurred. 

The relationship between savings and improved quality of care is mOTe fully disrussed in 

Section V. 

• Substance Abuse Prevention and Treatment Program Area 

•• 
Thirty-eight of the 59 state substance abuse programs (64 percent) responded to PHF's 

assessment of drug procurement practices and 24 of these provided information about the 

• 
number of entities that received block grant funds. As indicated in appendix C, table 6, only 

32 percent of the entities (614/1,931) that received funding from the SAP! Block Grant 

• 
proCUIed drugs in 1992. Appendix C, table 10 shows that the majority of these entities were 

outpatient drug or alcohol treatment programs (excluding methadone maintenance). On-site 

and centralized procurement were the most common procurement methods. However, many 

states were unable to provide information about proCUIement methods. 

The data from substance abuse programs were insufficient to estimate national expendihrres, 

since only 7 states were able to report expenditures. Appendix D, table 1 shows that the seven 

substance abuse programs' estimated expenditures for drug procurement ranged from SO to 

$8.1 million per state. In a state such as California, which spent over $4 million on drug 

expendihrres, the benefits of participating in the PHS drug discount program may be great. 

However, in Alaska, where only $6,800 was spent on drug expenditures, the additional 

administrative costs may outweigh the benefits of the discount. 

f 
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'" Discussion 

II Overall, 71 percent (165/232) of the state program directors responded to PHF's assessment of 

drug procurement practices. According to the findings, over 7,532 entities received funds from 

II the block grants in 1992 (see appendix C, table 2).16 States reported that 3,710 (49 percent) of 

the entities procured drugs in fiscal year 1992 (i.e., 1,914 MCH entities, 459 CSHCN entities, 

II 724 community mental health entities, and 614 substance abuse entities). It is likely that some 

of these entities are already eligible to participate in the PHS drug discount program (e.g., 

__ health departments and disproportionate-share hospitals). However, many more could benefit 

• 
from the PHS drug discount program if it is extended to the block grants. 

• 
The analysis of the extent of procurement is limited since many states were unable to provide 

information about expenditures for outpatient drugs. The national estimated expenditures are 

based on a small number of reporting states and are not necessarily representative of all states. 

In addition, the range of expenditures in each program area is extremely large, thus the "true" 

national expenditures could be different than those reported here. Still, some states and some 

entities in each of the four program areas could realize significant savings if Congress extends 

the PHS drug discount program to the block grants. 

•
The relationship between savings and improved quality of patient care is discussed in Section 

V. However, it is likely that the gross savings under the PHS drug discount program will be 

offset to varying degrees by administrative costs. 

•• 
 

16 Some of these entities are likely to be duplicates (i.e., some entities may receive funds 
from more than one block grant). PHF was unable to eliminate duplicates since the identity 
of entities is not known. State program directors were asked to provide only numeric totals. 
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v. 	 POTENTIAL IMPACT THAT EXTENDING DRUG PRIONG AGREEMENTS TO 

BLOCK GRANT-FUNDED EN lIlIES WOULD HAVE ON THE QUALITY OF CARE 

AND HEALrrI STATUS OF PATIENTS 

This section addresses two issues: (1) the potential impact of the PHS drug discount program 

on the quality of care and health status of patients; and (2) factors that aTe critical to the 

entities' ability to fully benefit from the drug discount program. Information in this section 

was gathered duri.."'1g interviews with state program directors, pharmacists, industry experts, 

and with representatives from entities, associations, and manufacturers. See Section II for a 

desoiption of the methods used to collect information. 

The Potential Impact of the PHS Drug Discount Program on Quality of Care and Health 

Status 

Entities already participating in the federal dnIg discount program reported that the discounts 

were associated with improvements in the quality of patient care they provide.17 Most 

notably, the entities associated cost savings from the federal discount program with: 

• 	 An increased ability to provide medications to patients, as opposed to giving them a 

prescription. This ensures access to medications, especially for those patients without 

the ability to pay for them; 

• 	 An ability to afford newer, more highly effective pharmaceuticals; and 

• 	 An ability to stretch dollars further, thereby serving more patients. 

For example, a public corporation that operates eleven disproportionate-share hospitals in a 

.. 17 To gather information for this section of the report, PHF conducted a series of interviews 
with representatives of entities already participating in the PHS drug discount program; entities 
that may become eligible to participate; state MCH, CSHCN, mental health, and substance 
abuse programs; and pharmaceutical companies. Additional details about the interviews areIt provided in Section II and appendix A. 
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I 

• 
large urban center ran short of medications in its outpatient pharmacy before it began 

participating in the PHS drug discount program, and it was Wlable to provide medications to• 
patients. No such shortages are anticipated this year, provided the discounts are received. By 

• 
averting shortages, the outpatient pharmacy can ensure that patients have access to 

medications. 

•• 
The outpatient pharmacies at the public disproportionate-share hospitals mentioned above play 

an impor-...ant role in the health care of indigent patients. According to the phaffi1acy 

• 
administrator, all of the city's private hospitals have discontinued their outpatient pharmacy 

services. Indigent patients rely exclusively on the eleven disproportionate-share hospitals for 

needed outpatient pharmaceuticals. VVhen the public outpatient pharmacies are unable to 

provide drugs at no cost, patients will often be unable to fill their prescriptions. 

I 

I 
Family planning directors in the South and Southwest indicated that the drug discounts have 

helped to make newer and more highly effective pharmaceuticals available to more patients. 

During the past two decades, family planning clinics have been able to procure oral 

contraceptives at nominal prices (i.e., ten percent or less of the average manufacturer's priceI (AlvfP)). This is well below the PHS discount price . .As a result, the clinics do not procure oral 

contraceptives through the PHS drug discount program. However, new family planning dnlgs 

like Norplant and Depo-Provera are not available at nominal prices. By participating in the 

PHS drug discount program, the clinics receive a discount of about 15.7 percent off the AMP

II of Norplant and Depo-Provera.18 

Norplant and Depo-Provera provide long-term protection from pregnancy. They are more 

effective than oral contraceptives because there is less chance of human error (i.e., women need 

not remember to take a pill every day). Norplant, which costs approximately $365, protects 

a woman from pregnancy for a five-year period after implantation. Depo-Provera, which 

I IS The formula used to calrulate the PHS drug discount varies according to whether a drug 
is classified as a "single source or innovator multiple source" or as a "non-innovator multiple 
source or over-the-counter" drug. The discount for newer single source drugs like Norplant

I and Depo-Provera which do not have large differences between AMP and Best Price or which 
have not significantly increased in price since coming on the market, is about 15.7 percent. 
Larger and smaller discounts are possible.
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currently costs about $32 for each injection, protects a woman for a three-month period. Both 

drugs are significantly more expensive than oral contraceptives. Clinic directors indicate that 

the discount allows them to make Norplant and Depo-Provera available to more women, 

improving the quality of care for these women. However, even with the PHS discount, family 

planning clinics do not have the financial resources to make these drugs as widely available 

as they would like. 

Two state program directors who receive funds from the Community Mental Health Services 

Block Grant indicated that extension of the PHS discount program to the block grant would 

enable them to improve the quality of care for some patients. Greater availability of clozapine, 

a new antipsychotic medication that is highly effective for some patients, would improve the 

quality of patient care. Many state mental health programs, including a large state in the 

Southwest, are struggling to find ways to provide clozapine to their patients. The cost of 

clozapine is six to eight times that of older, alternative medications. Clozapine results in. fewer 

readmissions to the hospital, but in many states there is a waiting list to receive the medication. 

The state mental health program directors indicated that by using the savings from the PHS 

discount program for procuring clozap:ine, the quality of care for some patients with mental 

illness would be greatly improved. A small state :in the Southeast agreed that earmarking the 

savings for newer and more effective drugs would help to avoid rehospitalization for some 

patients, improving the quality of care provided by community mental health centers. 

According to a substance abuse entity director on the West Coast, savings from the drug 

discount program would enable him to serve additional patients, increase staffi.."lg, and provide 

an enriched environment for patients. His program currently spends about 5300,000 on drugs 

annually. An MCH program director in the Midwest and one in a Central state indicated that 

the savings from the PHS discount program could have a positive affect on the quality of care 

provided to patients if the money is reinvested in program services. 

The director of a CSHCN program in the centralU.5. indicated a willingness to keep savings 

from the discount program in a separate account, which could be used to expand the number 
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• 
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of children served by the program. The program spends over $1 million on drug procurement 

annually. The MCH and CSHCN program clirectors in a large midwestern state agreed that• 
• 

savings from the drug discounts would be earmarked for providing more services to more 

patients. 

Entities already participating in the PHS drug discount program are just beginning to receive 

If 

discounts and have not yet conducted any studies of the association between the discounts and 

changes in patient health status (e.g., changes in disease rates). However, improvements in the 

quality of care may have led to improved health status for some patients. The entities which 

•• 
receive funds from the MCH, CMHS, and SAPT block grants may be able to reduce t.'l-te 

incidence of disease, discomfort, and disability if savings from the drug discounts were used 

to prOvide medications for patients. However, improvements in health status may not be 

• 
widespread. The program directors who prOvided information for this report indicated that it 

would take very large investments in program services to demonstrate widespread changes in 

the health 	status of the populations they serve. 

Factors that are Critical to the Entities' Ability to Fully Benefit from the PHS Drug Discount• 
Program• 
A number of factors were viewed by entities as critical to their ability to fully benefit from the 

drug discount program. The most often mentioned factor was the amount of savmgs that• 
would be realized for improving patient care. Entities which are already participating in the

i 	 program have been receiving discounts for up to seven months. They have begun to conduct 

cost comparisons and to evaluate the amount of savings available for improving patient

i 	 services. However, when information was collected for this report, no cost comparisons were 

available.

i 
Among the entities not yet eligible for the discOlmts, many procure drugs at a negotiated 

contract price. They were generally enthusiastic about having a discount applied to their , current drug prices. 

I 	
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• Critical factors in determining the amount of savings, if any, that would be available for 

improving the quality of care include: 

• The requirement to demonstrate that drugs are not diverted to ineligible patients; 

• Tne entity's administrative capacity; 

• The entif:)ls ability to retain all or some of the savings for program ptL"P0ses; 

• Unique c..."aracteristics of the programs; and 

• 
• The behavior of the pharmaceutical industry. 

• 
These factors are disrussed below. 

• 

Requirement to demonstrate tho.t drugs are not diverted to inelig£bZe patients 


The most frequently mentioned obstacle to participating :in the PHS drug discount program .. was the requirement that entities be able to demonstrate that no diversion of pharmaceuticals 

•• 
occurs. Some entities viewed the requirement as an insurmountable banier to participating 

in the program. Many other entities voiced uncertainty as to whether their method of 

demonstrating that diversion does not occur meets PHS requirements. 

• 
According to OASH, an eligible entity must be able to demonstrate that drugs being purchased 

• 
at the PHS discount price will indeed be used by an "eligible patient." The operational issues 

involved in meeting this requirement are complex, as illustrated in the example that follows. 

A large city in the Midwest i...-uucated that the requirement to demonstrate that diversion does 

• not occur was an insurmountable barrier to participating in the PHS d.rug disc01mt program. 

The city procures pharmaceuticals for 39 public fadlities under a hybrid system consisting of 

a warehouse and a contract pharmacy. Tne city warehouse procures about $2 million in• pharmaceuticals each year and the contract pharmacy procures an additional $6 million. The 

warehouse and the contract pharmacy proc:.lIe dmgs based on "anticipated need" rather than• on actual orders from the facilities. Although all 39 facilities are public, only some of them are 

eligible to participate in the PHS drug discount program. A:3 a result, the warehouse and• 
23•
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•• 
contract phannacy do not know at the time of purchase whether the drug will be used by an 

eligible entity or an ineligible entity (i.e., they cannot demonstrate that the drugs will not be 

• 
diverted for use by an ineligible patient). The discount program does not offer sufficient 

flexibility fo ... entities t..~at procure drugs using a warehouse or contract phannacy. These 

•
•
•
•
•
•
•
• 
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systems can only participate in a "reduced price program" if the discount is offered in the form 

of a rebate. 

However, even though the city cannot formally participate in the diSCOlU1t program, it is 

benefitting frOID the program. The pharmacy director convinced the pharmaceutical companies 

to provide voluntary rebates. His program prOvides the manufacturers with quarterly reports 

that indicate the type and amount of drugs used by entities that aTe eligible for the "discount." 

Manufacturers provide a rebate for these drugs. According to the pharmacy director, the 

voluntary rebates are extended by manufacturers as a good business practice. Rebates are 

allowed under the Veterans Health Care Act of 1992 (P.L. 102-585), but have not been 

operationalized by the Federal Office of Drug Pricing Program. 

The requirement to demonstrate that drugs are not diverted is a cause of great concern among 

the entities already participating in the PHS drug discount program. Entities identified four 

problems associated with this issue: (1) vagueness about what is required under the law to 

demonstrate that no diversion occurs; (2) confusion about who is responsible for enforcing this 

requirement (e.g., entities have been required by manufacturers to demonstrate that no 

diversion occurs as a precondition to receiving discounts); (3) time, effort, and cost involved 

in record keeping; and (4) diffirulties associated with maintaining two separate inventories. 

A West Coast substance abuse program director indicated the importance of receiving clear 

guidelines from the federal government about how to demonstrate that drugs are not diverted. 

He explained that without guidelines, entities feel compelled to take a conservative approach, 

maintaining two physically separate inventories for discounted and nondiscounted d.rugs. This 

is a costly approach, requiring storage space and additional staff. He identified less costly 

approacnes as: 
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• 	 Maintaining two bins on a shelf in the same area (i.e., a bi.'1 for discounted drugs and 

a bin for nondiscounted drugs). This is a less costly approach, requiring some 

additional storage space but no additional staff; and 

• 	 Maintaining a record that reconciles the procurement and use of discounted drugs. For 

entities with the computer capacity, this is the least costly approach. 

If the less costly approaches are permissible (e.g., separate bins on the shelf or a paper record), 

entities would be more likely to participate. This perception was echoed by many respondents. 

According to the Federal Office of Drug Pricing Program, maintaining a record that reconciles 

the procurement and use of discounted drugs is permissible. Entities need not maintain two 

separate inventories. However, this information had not been received by the state program 

directors and entity managers who participated in interviews. 

I Entities that participate in the PHS drug discount program must maintain records that 

I 
demonstrate the eligibility of patients who received discolUlted drugs. The additional cost 

associated with administering the program will vary, depending upon each entity's current 

I 
capacity for record keeping. Larger entities will be better able to absorb the additional burden. 

For small entities, the administrative burden may outweigh the savings from the program 

unless 	drugs are procured centrally. 

I In addition, audits related to the issue of diversion can be very expensive and time consuming. 

Entities are likely to shy away from the program (for fear of 1.Ulanticipated costs) unless clearer I guidance is offered regarding a process for demonstrating that drugs are not diverted. 

Communicating this information to releva...~t state programs and entities may increase their 
I willingness to participate in the PHS drug discount program. 

I 	 The entity's administrative capacity 

I 	 Among the disproportionate-share hospitals that provided information, the additional 

administrative tasks required lUlder the PHS drug discount program are viewed as 
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.. burdensome. Because only outpatient drugs are eligible for a discount, the disproportionate­

share hospitals must set up separate accounts Yl-rith each vendor/marn.L'"acturer for discounted .. (outpatient dnrgs) and nondiscounted (inpatient drugs) prorurement, which as much as 

• 
doubles the number of .invoices handled by the administrative staff. One entity in the 

Northeast has been attempting to reprogram a computer to process a two-tier pridng system 

for seven months. The entity is currently unable to keep the discounted records on computer, .. and has been forced to maintain a paper record system for discounted drug purchases. 

•• 
Most of the block grant-funded program dil"ectors and entities raised concerns about the 

administrative burden of the PHS drug discount program, although they were eager to receive 

• 
the discounts offered to participants. Entities have differing levels of administrative capacity. 

For instance, when procurement is centralized at the state level, the state generally negotiates 

• 
a contract price with manufacturers and roay process orders and bills for the local entities. The 

state generally has a larger administrative staff than an entity and it may be able to perform 

these administrative tasks at a lower cost. 

•• 
However, when an entity procures drugs on-site, it must perform these administrative tasks 

and develop an infrastructure to support procurement. Entities which use on-site procurement 

• 
indicated an un'\l\illingness to participate in the PHS drug discount program if the cost savings 

conferred by the discourlts did not outweigh the costs of administering the program. 

• 
Centralized procurement was the predOminantly identified procurement method for all of the 

four program areas. 

A small TB program, located in a jurisdiction that participates ill a multi-state drug 

• 

procurement system, decided that the administrative burden of participating in the PHS drug 

discount program outweighed the cost savings. The multi-state procurement group (an 18-state 

coalition) was formed under the leadership of a rural midwestern state. Under the multi-state 

procurement system, the lead state provides administrative support for drugs procured 

through the coalition's contract The manager of the multi-state drug procurement system 

indicated that participation by its entities in the PHS drug discount program would undermine 

the coalition's bargaining power by reducing the volume of drugs it purchases through its 
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contract. Entities eligible to participate in the federal drug discolll1t program must decide 

whether to continue purchasing their drugs through the multi-state coalition or to begin 

procwing them through the federal drug discount program. For many coalition members, the 

administrative support provided by the coalition is reason to remain in t...'-te gyoup. These 

entities appear unwilling to change their procurement method. For many small entities, the 

savings under the PHS drug discount program would not be significant enough to cover the 

cost of administering the program. 

The entity's ability to retain all or some of the savings fOT program purposes 

Several state program directors questioned whether the cost savings would be used for patient 

services. The legislatures in some states may decrease state funding for the program by the 

same amount as the savings conferred by the discounts, or the savings might be othenvise 

reprogrammed. In a large state in the Southwest, the program director for mental health 

indicated that the legislature had recently enacted a provision that allows an agency to benefit 

from its cost-saving measures. As a result, any savings realized by participating in the PHS 

drug diSCOllllt program would remain in the program rather than being returned to the state's 

general fund. In the program directors opinion, this would ensure that the savings would be 

dedicated to improving patient services. However, not every state legislature has taken a 

similar approach. 

In states that have decentralized administration for the block gyant-funded programs, the 

program directors were uncertain about how the savings would be used. The program director 

of MCH in a large midwestern state indicated that this may pose a problem, since the state 

does not rurrently specify how savings should be spent at the local level. 

Unique program and state characteristics 

The CSHCN program encourages the delivery of services within a patient's community. The 

local pharmacy is viewed as essential in providing high quality services to patients. In two 

states (a southern state and a central state), the CSHCN program authorizes payment to 
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pharmacies located in the patient's community for procuring and dispensing medications. 

Both programs were unwilling to participate in the PHS drug discount program if it would 

jeopardize patients' access to medications at their local pharmacies. However, they were 

interested in participating if a rebate program was operationalized by the Federal Office of 

Drug Pricing Program. 

A West Coast pharmaceutical purchasing group that procures drugs for about 80 public 

facilities, primarily disproportionate-share hospitals, identified a critical factors that has steered 

eligible entities away from participating. The PHS Act requires that disproportionate-share 

hospitals do not "obtain covered drugs through a group purchasing organization or other 

group purchasing arrangement" (Le., the law prohibits disproportionate-share hospitals that 

procure drugs through a group purchasing OTganization from participating in the PHS drug 

discount program).19 Disproportionate-share hospitals currently procuring drugs through a 

group purchasing organization must change their proC'..lI"ement practices in order to participate 

in the PHS drug discount program. 

The manager of the West Coast purchasing group conducts cost comparisons between the 

group contract price and the PHS price. If PHS receives a significantly lower price, the 

manager tries to negotiate a better deal with the company. So far, most disproportionate-share 

hospitals have remained in the purchasing group. 

The industry's behavioT 

The pharmaceutical industry's behavior is another critical factor in determining whether 

entities will benefit fully from the PHS discount program. State program directors and entity 

directors perceive that pharmaceutical costs have shifted from eligible entities to ineligible 

entities as a result of federal legislation. Enactment of OBRA '90, which extended a rebate for 

pharmaceuticals to state Medicaid programs, was perceived by many pharmacists as having 

disrupted their local contract prices. Some prices increased significantly. The PHS drug 

'" See Section 340B(4)(L)(iii), PHS Act. 
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discount program is perceived by some pharmacists as a counterbalance to the price increases 

that resulted from OBRA. For example, one program director in the Midwest reported that he 

is still making up the losses due to the cost-shifting that occurred after OBRA. His cost for 

nitroglycerine patches increased from $4.50 to over $20 after OBRA. According to the program 

director, his program's overall savings from the PHS drug discount program only amounts to 

an additional four percent over his nondiscounted contract price. For entities that procure 

discounted and nondiscounted drugs, cost-shifting can mean a net result of no savings. 

Similar findings of cost-shifting were reported by GAO. According to a study of HMOs and 

group purchasing organizations (that do not participate in the PHS drug discount program), 

HMOs experienced more large price increases for outpatient drugs the year after OBRA was 

enacted than the year before?O These findings may indicate that the savings realized by 

entities that participate in the PHS drug discount program are passed on to ineligible entities. 

A pharmacist at a disproportionate-share hospital in the Southwest indicated that 

pharmaceutical companies are reluctant to enter into long-term contracts that could lock them 

into a price. GAO has published similar findingS. 21 Pharmaceutical purchasers at HMOs and 

group purchasing organizations reported that manufacturers were no longer willing to enter 

into long-term contracts (one to five years), preferring a contract period of one year or less. 

In addition, manufacturers refused to provide a fixed price for the contract period. The price 

was often based on a percentage discount off the average wholesale price.22 These industry 

practices make it difficult for entities to forecast their budgetary needs for a given fiscal year. 

The entities indicated that some manufacturers have imposed additional conditions on entities 

before discounts will be provided. According to several entities, manufacturers had required 

them to complete forms and other paper work prior to extending discounts to them. Some 

20 U.S. General Accounting Office. Report to Congressional Committees. Medicaid: 
Changes in Drug Prices Paid by HMOs and Hospitals Since Enactment of Rebate Provisions, January 
1993, (GAO/HRD-93-43). 

21 Ibid. 

22 Ibid. 
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manufacturer'S have required proof of non-cliversion prior to extending the discounts to entities. 

In one case, a manufacturer' asked for copies of an entity's grants as a condition to extending 

the discount. According to the Federal Office of Drug Pricing Program, this is not an 

appropriate role for drug manufacturers to assume. 

Recommendations from the State Programs and Entities .. 
.. During the interviews conducted by PHF, a number of recommendations were made. Many 

entities and program directors recommended that the PHS drug discount program be extended 

.. to state and local governments so that all programs that receive public funds would be able 

to participate in the program, regardless of the source of funding (Le., local, state, or federal 

.. tax dollars). The justification for this proposal is based on two arguments. The first argument 

is one of fairness and equity. Public health care prOviders serve the same indigent populations, 

.. regardless of the SOUTce of funding, and therefore should pay the same price. The second 

argument is one of reducing needless bureaucracy for local health care providers, state 

.. administrators, and the federal government. At the local level, one consequence of having a 

categorical dnlg discount program, like the current PHS drug discOlmt program, is that health 

• 
care providers must develop two procurement systems--one for services that are eligible for 

the PHS drug discount and one for services that are not eligible. Federal administrators must 

monitor numerous individual entities to ensure proper use of the discount program. Extending

• the PHS dnlg discOlmt program to state and loail governments would reduce the 

administrative burden of procuring drugs for health care providers by allov.'ing them to 

maintain one proarrement and inventory system. In addition, ha\-ing only one proarrement 

• 
I system would substantially diminish the complexity of monitoring compliance with the 

requirements of the PHS dnlg discount program. 

Three pha..""Il1aceutical manufacturers and industry experts who partidpated in interviews 

questioned the soundness of this recommendation. The industry representatives raised a 

concern about which entities are considered "public" health care providers. They view clinics 

I with mixed populations of paying and nonpa}-i.ng clients as problematic. One manufacturer 

indicated that continued extension of discounts to every entit;' which receives public dollars 

I 
I 

30 

I 

http:nonpa}-i.ng


t..'1reatens the industry's ability to charge a price necessary to earn adequate rehlm on its 

investment. It would be unreasonable to expect the industry to take a loss on sales of its 

product. Industry experts are concerned about the impact of placing govenunent mandated 

discounts into a highly competitive free-market system. 

A second recommendation from the states and entities was that the Federal Office of Drug 

Pricing Program should operationalize the rebate provision of the Veterans Health Care Act 

of 1992, so that entities could participate in either a rebate or a discount program. This would 

greatly increase participation, especially among entities that procure drugs through contract 

pharmacies or through a statewide network of local pharmacies, as do some CSHCN programs. 

If a rebate is not available, many of these entities \viil be Wlable to participate. 

The pharmaceutical companies and industry experts who participated in interviews h,dicated 

a need to consider the potential effect of such a hybrid system on the industry. One 

manufacturer suggested that the federal government could obviate the need for a PHS drug 

discount program by encouraging federal grantees to participate in group purc11asing 

organizations. Another manufacturer did not view rebates as overly burdensome. 

A third recommendation related to improving communication betw'een the entities, states, the 

federal government, and manufacturers. State program directors suggested that guidelines and 

technical assistance from PHS would greatly increase the numbe. of entities that participate. 

There will be a need for assistance in developing record keeping systems, especially among 

small and medium-sized entities. 

Discussion of the Feasibility of Extending the PHS Drug Discount Program to the Block 

Grants 

In its current form, the PHS dmg discount program has a number of benefits and drawbacks. 

Tne most notable benefit of the program is the ability to procure d,·ugs at a significant savings. 

However, the federal government must also consider a weighty drawback of the program, 

namely, the administrative burden created by the program's categorical nature (i.e., only 
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patients served by federally funded programs would eligible for discounted drugs)_ 

• 

The categorical focus of the PHS drug diSCOIDlt program is critical to a discussion of the 

feasibility of extending the program to the block grants. At the local level, the categorical 

nature of the program means that only some of the patients and services provided by local 

entitles are eligible for discounts. The administrative burden of establishing two inventory 

systems was identified by state program directors and entity directors as the major obstacle to 

participating in the PHS drug discount program. 

• 
The categorical focus of t.l-te PHS drug discount program is also burdensome to state and 

• 
federal administrators who must carefully monitor the entities to ensure that diversion of the 

discounted drugs does not occur. Extending the program to additional federal grantees would 

markedly increase the number of entities that must be monitored by the federal government. 

• By extending the PHS drug discount program to all entities providing publicly funded services 

the benefits of the program would be retained while a major drawback would be minimized. 

II 

The PHS drug discount program could be extended to state and local goveTnnlents and thus, 

health care providers could continue to receive significant savings while reducing 

administrative burden of procu....-mg drugs. In addition, the complexity of monitoring 

II 
compliance with the requirements of the PHS ciru.g discount program would be diminished for 

the federal government, since it v,rill do business with 50 states, the District of Columbia, and 

the territories instead of with thousands of selected entities. 

• VI. CONCLUSIONS 

• Overall, the experiences of the entities already participating in the PHS drug discount program 

appear to be positive. The savings conferred by the program are considered to have improved• the quality of services provided to patients. In discussions with entities that would become 

eligible if the PHS drug discount program is extended to recipients of the MCH, mental health,• and substance abuse block grants, the program directors are eager to participate in a program 

that will enable them to provide more services. However, the oitical determinants of whether•
• 
 32 




II 
the savings from the discounts would enable block grant-funded entities to better .serve their 

patients are: (1) the amount of savings realized by participating in the PHS drug discount 

program; (2) whether they are able to retain the savings for program purposes; (3) the cost of 

administering the program; and (4) manufacturers' behavior, especially with regard to cost-

shifting. 

•• 
The estimated national expenditures for outpatient drugs for MCH, CSHCN, and mental health 

programs in fiscal year 1992 were $179 million. This includes $37.0 million for MCH programs, 

$48.3 million for CSHCN programs, and $93.7 million for mental health programs. The data 

were insufficient to calculate a national estimate of outpatient drug expenditures for substance 

abuse programs. 

.. The analysis of the extent of procurement is limited, since many states were unable to provide 

information about expenditures for outpatient drugs. The estimated national expenditures are 

based on a small number of reporting states that are not necessarily representative of all states. 

In addition, the range of expenditures in each program area is extremely large, thus the "true" 

national expenditures could be different than those reported here. Still, the large expenditures 

reported by some states make it clear that some states and entities in each of the program areas 

could realize significant savings if Congress extends the PHS drug discDtli1t program to the 

block grants.

• The state program directors and others suggested a number of ways in which the current and 

an expanded PHS drug discount program could be improved:• • Extend the PHS drug discount program to state and local goverrunents so that all 

programs that receive public funds are able to participate in the program, regardless of• the source of funding (Le., local, state, or federal tax dollars);• • Operationalize a rebate mec...'-Ianism as well as a discount; and• • Provide states with definitive guidelines for implementing the program and on-site 
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• technical assistance. 

•• 
The policy implications of the recommendations have been diSOlssed in the preceding sections 

of the report. Extending the PHS drug discount program to the block grants may not be 

feasible without first eliminating the categorical nature of the program. Additional factors that 

the federal government may want to consider include: (1) ways to encourage state programs 

to dedicate the savings conferred by the discount to program purposes; and (2) incentives for 

states to administer the PHS drug discount program centrally, minimizing the cost of 

administration and maximizing the sa"Vings available for program purposes . 
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APPENDIX A 

Objectives and Methodology 

The first objective of the report is to provide background information about the types of entities 
that receive funds through the CMHS Block Grant, the SAPT Block Grant, and the MCH Block 
Grant in terms of: 

• 	 The types and number of entities that receive funds from each block grant (e.g., 
community menta] health centers, hospitals, local health departments); 

• 	 The populations that are served; and 

• 	 The types of services that are commonly provided by these entities_1 

The second objective is to estimate the extent to which the entities procure prescription drugs, 
including: 

• 	 The proportion of block grant-funded entities that procure drugs; 

• 	 The entities' predominant methods of procuring drugs; 

• 	 The entities' predominant methods of distributing drugs to their clients; and 

• 	 The entities' total expenditures on outpatient drugs for fiscal year 1992.2 

The third objective is to describe the potential impact of including these entities under Section 
340(a) of the Public Health Service Act on the quality of care prOVided to and the health status 
of the patients of such entities? The description includes: 

For the purposes of the Secretary of Health and Human Services' report to Congress, 
section 602 of Public Law 102-585 defines an entity as: ''(A) receiving funds from a State for the 
provision of mental health or substance abuse treatment services under subparts I or Il of part 
B of title XIX of the Public Health Service Act or under Title V of such Act; or (B) receiving 
funds from a State under Title V of the Social Security Act for the provision of maternal and 
child health senrices that are furnished on an outpatient basis (other than an entity described 
in section 340B(a)(4)(G) of the Public Health Sennce Act)." OASH interprets this definition to 
mean that an entity receives funds directiy from the state (i.e., entity does not include 
subgrantees, subcontractors, or satellite clinics of an entity). 

, 
"Procurement" means that block grant-funded entities either purchase drugs themselves 

or use drugs purchased by the state agency. Presaiptions are not included in the definition 
of procurement unless the entity subsidizes prescription costs for the patients. 

J P.L. 102-585, the Veterans Health Care Act of 1992. 
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• 	 Ways in which drug discounts might affect the quality of care offered by entities;4 

• 	 Ways in which drug discounts might affect patient health status5
; 

• 	 Factors that are critical to the entities' ability to fully benefit from drug disco1ll1ts, such 
as their willingness to change the ways in which they procure drugs in order to take 
advantage of drug discounts; and 

• 	 Other relevant factors as identified by entities that are already participating in the 
federal drug discount program. 

To describe the entities (objective one), PHF staff conducted a literature review and collected 
relevant documents from experts in the field, including federal officials and the associations 
that represent state directors of programs for mental health services, substance abuse, maternal 
and child health (MCH), and children with special health care needs (CSHCN). These 
documents provided background information about the types of entities, the populations 
served, and the services provided. In addition, PHF held discussions regarding entity 
characteristics with federal officials and with staff at the National Association of State Alcohol 
and Drug Abuse Directors (NA.SADAD); the National Association of State Mental Health 
ProgTam Directors (NASMHPD); and the Association of Maternal and Child Health Programs 
(AMCHP). 

To evaluate the extent of drug procurement under the block grants (objective two), PHF 
canvassed 232 state and territorial program directors for MCH, CSHCN, mental health services, 
and substance abuse treatment.6 The assessment provides detailed information from state 
health and mental health agencies about the number of entities that receive funds from the 
MCH, CMHS, and SAP! block grants, the proportion of entities that procure outpatient 
pharmaceuticals, the procurement practices of entities, the ways in which entities distribute 

4 Quality of care includes staffing, facilities, diagnostic and therapeutic procedures, and 
outcomes of care. CBased on the International EpidemiOlogical Association's Dictionary of 
Epidemiology.) 

5 Health status is defined as physical function, emotional well-being, activities of daily 
living, feelings, etc. CBased on the International EpidemiOlogical Association's Dictionary of 
Epidemiology.) 

6 PHF worked in collaboration with AMCHP, NASMHPD, NASADAD and federal 
liaisons to identify state program directors. For the purposes of this report, state program directors 
were identified in 50 states, the District of Columbia, and the territories in which a contact 
person was known to A.t.\.1CHP, NASMHPD, and NASADAD. In ail, 232 state program 
directors were identi...'ed. This group includes 57 state MCH program directors, 57 state 
CSHCN program directors, 59 state mental health program directors, and 59 state substance 
abuse treatment program directors. See table 1 for a list of the jurisdictions included in the 
report. 
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drugs to their patients, and the estimated expenclitures for outpatient pharmaceuticals. 

PHF worked in collaboration vvitb federal officials, NASADAD, ~A5MHPD, and AMCHP to 
design the assessment and to gather the information from the state program directors. 

• 

To evaluate the potential impact of extending the PHS discount to the block grants (objective 
three), PHF conducted a series of l.Ilterviews. PHF interviewed staff members at entities that 
are rurrently participating in the PHS drug discount programs as a result of the Veterans 
Health Care Act of 1992 to identify ways in which rebates or discounts have affected their 
procurement practices and services. Three types of entities were selected for intenriews: 
disproportionate-share hospitals, health department pharmacies, and family planning 
programs. Selection of the entities was based on region of the country, urbanirural location, 
and type of procurement practices. The seven entities that partidpated in interviews were 
located .in a large city in the northeast, a large city in the midwest, a southern state, a 
southwestern state, a West Coast state, a Rocky Mountain state, and a large northern state. .. PHF also interviewed state directors of block grant-funded programs that could become eligible 
to participate in the PHS d..-ug discount program (i.e., MCH programs, CSHCN programs,.. mental health programs, and substance abuse programs). The state directors were asked about 

•• 
the potential impact of extending the federal drug discount program to entities that receive 
funds from the block grants. Selection of the entities and state program directors was based 
on region of the country, urban/rural location, and type of procurement practices. The eleven 
program directors who participated in interviews were located in a central state, a West Coast 
state, a southern state, a southeastern state, and a southwestern state. 

• 
PHF also interviewed association staff to inquire about the policy implications of the federal 
discOtll1t program for the states. PHF interviewed the following associations: National Family 
Planning and Reproductive Health Association, NASMHPD, and AMCHP. NASADAD was 
not able to participate in an interview. 

• 
Manufacturers and industry exper..s also participated in interviews. The representatives 
provided information about how the PHS drug discou.."'1t program has affected the industry and 
the policy implications of the program. 

• 
There are a number of limitations associated with the information induded in this report. It 
should be pointed out that state program directors prOvided estimates when exact figures were 
not available to complete PHF's assessment of procurement practices. The data represent the 
best estimates available, but should not be regarded as ac:h1al numbers. 

•• 
In addition, \'\.rhen PHF conducted interviews with selected state program directors, a statistical 
sampling frame was not used. The purpose of the interviews was to gather very detailed 
information about the experiences of a few states. The information is qualitative in nature. 
The findings are not necessarily representative of the experience of all states and entities that 
have been, or might become, involved in the PHS drug discount program. 

• 
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.. APPENDIX B 

Description of the Entities 

The purpose of this section is to provide background information about the types of entities 
that receive funds under the IvICH, CMHS, and SAPT block grants. The description includes 
information about the most common types of entities that provide services, the populations 
that are served, and the level of services prOvided. 

• 
Summary of the Four Program Areas 

The block grants support program services at over 7,500 entities in the areas of MCH, CSHCN, 
mental health, and substance abuse,l Under the MCH Block Grant, MCH programs prm-ide

• a broad spectrum of general health care through a large number of community-based entities. 
In addition, the CSHCN programs provide specialized health care services to children through 
a large number of community-based and regional service sites. The drugs procured by these 

• two programs are very different. The MCH program procures a wide variety of general use 
drugs for primary and preventive care (e.g.; contraceptives, antibiotics, multivitamins). The 
drugs procured by CSHCN are used to treat chronic conditions such as asthma, heart 

• conditions, and metabolic disorders (e.g., anti-convulsants, special formulae, cardiac 
medications). 

• 
Under the Community Mental Health Services Block Grant, mental health programs provide 
specialized health care services to a population of seriously mentally ill patients through a 
limited number of service sites. The drugs procured by these entities are used to treat 
depreSSion, psychoses, and other serious mental illnesses (e.g., antipsychotic drugs). 

• 
The Substance Abuse Treatment and Prevention Block Grant funds are used to provide 
specialized services through a large number of community-based service sites. The drugs 
procured by these entities tend to be restricted to medications that control addiction, such as 
antabuse and metImdone. 

• More detailed information about each block grant is prOvided in the following sections. 

• 
MATERNAL AND CIllLD HEALTH SERVICES (MOf) BLOCK GRAl\'T ENl1llES 

Title V of the Social Sec...uity Act (SSA), the Maternal and Child Health Services (MCH) Block 
Grant; prOvides funds to states for the following purposes: 

• 
I This number is based on PHF's assessment of procurement practices among state block 

grant-funded programs. The reader should note that: (1) not all states responded to the survey; , (2) not all states who did respond were able to provide numbers; and (3) the total number of 
entities may include duplicates, if an entity is pro\-iding more than one type of service (i.e., 
MCH, CSHCN, mental health, and substance abuse). See table 2. 
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• 	 To enable them to ensure access to maternal and child health services for all mothers 
and children, particularly those who are medica1Jy underserved or have low i.....,comes; 

• 	 To assist states in their efforts to "reduce infant mor..ality and the incidence of 
preventable diseases and handicapping conditions among children; to reduce the need 
for inpatient and long-term services, to increase the number of children appropriately 
immunized against disease and the number of low income children receiving health 
assessments and follow-up diagnostic and treatment services, and otherwise to promote 
the health of mothers and infants by providing prenatal, delivery, and postpartum care 
for low income, at-risk pregnant women, and to promote the health of children by 
providing preventive and primary care services for low income children"; 

• 	 To foster the development of comprehensive, community-based, family-centered 
services for c...lUldren with special health care needs (CSHCN); and 

• 	 To provide rehabilitative services for blind and disabled children up to the age of 16.: 

In fiscal vear 1992, over $547 million in MCH Services Block Grant funds were distributed to 
the state;.:': 

A list of the types of entities that pro\i'ide MCH and CSHCN services was developed by PHF 
in collaboration with A\1CHP and federal officials. The types of entities that most commonly 
provide MCH services include: 

• 	 Local health departments; 
• 	 Hospital outpatient clinics; 
• 	 Community / migrant health centers; and 
• 	 Other types of entities. 

It is difficult to compile a representative list of the types of entities that provide MCH services 
for ruo reasons. The first is that the MCH Block Grant gives states juri..sdiction over the actual 
organization and administration of their MCH programs. Thus, every state selects the types 
of entities that will provide MCH services, and even the types of conditions that will be 
covered in their state. BeGluse maternal and child health priorities and resources vary from 
state to state, no two state MCH programs are exactly alike. 

The second reason little i....uormation regarding MCH clinical service delivey systems is 
available has to do with MCH Block Grant reporting requirements. Most readily available 
information on MCH programs involves senice volume (e.g., counts of patients, number of 

2 Maternal and Child Health Bureau, HRSA, Understanding Title V of the Social Security Act: 
A Guide to the Provisions oj Federal Maternal and Child Health Services Legislation After the 
Erwc:-rr.ent of the Omnibus Reconciliation Act (OBRA) of 1989 (PL 101-239j, 1992. 

, Ibid. 
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client encounters), rather than service providers. 

However, the Association of Maternal and Child Health Programs (.A..!\1CHP) has collected 
extensive information on state MCH program activities. Information from ..A.Jv1CHP's surveys 
of MCR program activities was extensively used in this section of the report.4 

A description of the entities that receive funds for MCH and CSHCN programs follows. 

MCH Program Entities 

MCH services are provided through a variety of community-based health care entities. These 
entities commonly procure drugs for preventive purposes. The most frequently used drugs 
include multivitamins and iron supplements for pregnant women, contraceptives, fluoride 
treatment for children, prophylactic penicillin for infants and children ",,'ith sic.kJe cell disease, 
and antibiotics for acute care. 

Local health departments 

The Public Health Foundation has defined a local health department to be "an official 
(governmental) public health agency which is, in whole or part, responsible to a substate 
governmental entity or entities. An entity may be a city, county, dty-county, federation of 
counties, borough, township, or any other type of substate governmental entity.'6 Although 
most local health departments are answerable to their local governmental entity, they must also 
comply with appropriate sections of the state health code, and are thus also accountable to the 
state health agency. According to the National Association of County Health Officials, there 
are 3,020 local health departments in the V.s.6 

Local health departments (LHDs) are widely used to provide MCH services_ Preliminary 
results from a recent AMCHP survey showed 88 percent of state MCH programs utilized LHDs 
to provide prenatal care and primary care services for children and adolescents? LHDs are 
the predominant provider of state-sponsored MCH services in the mid-Atlantic, Southern, and 

4 Association of Maternal and Child Health Programs, Caring for Mothers and Children: A 
Report of a Survey of FY 198i State MCH Program Activities, March 1989; and Maternal and Child 
Health Bureau, HRSA Understanding Title V of the Social Security Act: A Guide to the Provisions 
of Federal Maternal and Child Health Services Legislation After the Enactment of the Omnibus 
Recanciliation Act (OERA) of 1989 (PL 101-239), 1992. 

5 Public Health Foundation, Public Health Agencies 1991: An Inventory of Programs and 
Block Grant Expenditures, December 1991. 

6 National Association of County Health Officials, Primary Care Assessment: Local Health 
Departments' Role in Service Delivery, Odober 1992. 

7 Association of Maternal and Child Health Programs, Seleded Preventive and Primary Care 
Services for Children and Adolescents Supported Through State Title V Programs in FY 1991, 1993. 
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•
, Southwestern states, as well as in Califomia, Hawaii, and the u.s. territories. 

In states where no local health department structure exists or where local health departments 
are not used to provide medical services to mothers and chlldren, the state itself often operates 
climes. 

The types of MCH services that may be provided by LHDs indude gynecologic care, family 
planning, prenatal care, well child clinics, immunization services, in addition to otheI' primary 
and preventive care for children. 

Hospital outpatient clinics , States without LHDs or wit..... limited resources for health departments often find it more 
effective to have contractual agreements with hospital clinics to provide primary care se:-vices 
to low-income women and children. States also use hospital outpatient clinics to prOvide 
prenatal se.-vices to women with high-risk pregnancies. Use of hospitals as service delivery 
sites is particularly common in urban areas. Hospital outpatient clinics play an important role 
in providing prenatal care to indigent and underserved population~. According to AMCHP's 
most recent data, 24 percent of state Title V programs support some hospital outpatient clinics. 

Community/migrant health centers 

Tne Public Health Service (PHS) Act defines a community health center (CHC) as "an entity 
which either through its staff and supporting resources or through contracts or cooperative 
arrangements with other public or private entities pro'\>i.des" primary care sen.>i.ces, 
supplemental health services as appropriate (e.g., hospital services, home health services, dental 
services, rehabilitative services), envrronmental health services, and case management and 
outreac..... seIVices.8 One of their most important mandates is to pro\>i.de pr.mary care services 
to medically underserved populations, which are urban and rural areas and populations 
designated by the U.S. Department of Health and Human Services as suffering from a shortage 
of such services. Migrant health centers (MHCs), which are also authorized fr..rough the PHSI 	 Act, prOvide primary care services to seasonal fann workers and their families. 

There are approximately 550 C/MHCs in the United States, the majority of which are privateI 	 nonprofits governed by boards of directors. Although in some jurisdictions the CHC is the 
lead agency for assuring and providing MCH services, often LHDs are the lead agency and 
contract specific sen.'ices out to CHCs. AtV1CHP's recent survey found that 30 out of 45 state 
Title V programs reported funding C/MHCs to provide maternal and child health services in 
FY 1991. 

Other types of entities 

Other types of entities that provide MCH program services include private physic.ans, scnool­

& Association of Maternal and Child Health Prog;a.ms, MCH Related Federal Programs: Legal 
Handbooks for Program Planners, Community and Migrant Health Centers, 1991. 
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I based clinics, vouth correctional facilities, Community Action Programs, aL'l.d other local 
projects. 

I private physicians (e.g., pediatricians, family physicians, and obstetricians/gynecologists) 
commonly provide MCH program services_ LHDs sometimes have contractual agreements 
with private physicians, who may either see clients in their offices or use health department 
facilities to provide MCH services. 

I 

School-based clinics provide services in a broad spectrum of areas, including treatment of arute 
illness and injury, mental health, physical examinations, immunizations, reproductive health, 
chronic disease management, and counseling about healthful behaviors.9 AMCHP has 
estimated that two-thirds of state Title V programs supported school-based and/or linked 
services in FY 1991. 

Children with Special Health Care Needs (CSHCN) Program Entities 

, 
The MCH Block Grant provides about 30 percent of the total funding for state Children with 
Special Health Care Needs (CSHCN) pWgTams. CSHCN programs serve children with chronic 
and disabling conditions. CSHCN and MCH programs are often separately administered, and 
although CSHCN programs are usually housed within the state health agency, in 10 states the 
programs aTe located in another agency or a univerSity. 

Although each state has discretion over which conditions will be the focus of their CSHCN 
progTams, these conditions prima.....'"ily include chronic medical disorders, physical disabilities, 
and sensory impairments (e.g., speech, language, and hearing impairments) but may also 
include mental retardation, learning disorders, emotional disturbance, and in some states child 
abuse and prenatal drug exposure. 

The types of drugs procured by CSHCN programs include anticonvulsants, medications for 
metabolic disorders (e.g., thYToid disorders), special formulae for metabolic disorders, and 
medication for cardiac disorders. 

Local health departments 

I 

Local health departments are desaibed under MCH program entities, above. In providing 
CSHCN services local health departments sometimes work in collaboration v,rith tertiary care 
centers, performing outreach, case management, and ad:o:Unistrative functions. LHDs are less 
widely used to provide CSHCI\ services than to provide MCH services; AMCHP's 1988 survey 
showed that only half of state CSHCN programs used local health departments to provide 

I 

~ The School-Based Adolescent Health Care Program, Bringing Health Care to Our Students. 

The School-Based Adolescent Health Care Program: vVashington, D.C. (202) 466-3396. May( 1993. 
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I 
I services to this population.IO 

In states where no local health department structure exists or where local health depa.-tments 
are not used to provide specialty medical services to children with special health care needs, 
the state itself often operates clinic=;. According to AMCHP's 1988 survey, 79 percent of 
CSHCN programs operated state administered clinics. These clinics are sometimes offered on 
a regional or mobile basis.l1 

Other types of entities 

The "other" category includes all community-based organizations and private physicians that 
provide CSHCN services. Examples include rehabilitation centers, tertiary care centers, 
perinatal centers, phYSical, speech/language therapists who are reimbursed on a fee-for-service 
basis, private nonprofits such as local chapters of the Epilepsy Foundation and March of 
Dimes, and school clinics. 

Partly in response to OBRA '89's call for CSHCN programs to provide more family-centered, 
community-based care, recent years have seen increased use of home health agencies and 
community-based organizations. A\1CHP's 1988 survey results i...dicated that home health 
services were the most common types of community services funded by state CSHCN 
programs.12 

According to a survey conducted by Pu\1CHP for its 1989 publication, tertiary care centers were 
the most frequently used providers of care to children with special health care needs. Tertiary 
care centers include training hospitals and such entities as pediatric pulmonary centers, 
hemophilia centers, genetics centers, and university affiliated programs (UAPs are training and 
research programs affiliated with, but not necessarily located in universities, and prOvide 
services to mentally retarded and developmentally disabled children. The Maternal and Child 
Health Bureau/HRSA currently funds 24 such programs)Y 

Tertiary care centers are usually funded through grants or contracts trom the state CSHCN 
program, and provide both outpatient and inpatient services. These centers frequently work 
with local health departments to provide care, especially in rural areas. For example, a local 

10 Association of Maternal and Child Health Programs, Caring for Mothers and Children: A 
Report of a Survey of FY 1987 State MeR Program Activities, March 1989. 

11 Ibid. 

12 Ibid. 

13 Association of Maternal and Child Health Programs, Caring for Mothers and Children: A 
Report of a Survey of FY 1987 State MCH Program Activities, March 1989; and Maternal and Child 
Health Bureau, HRSA, Understanding Title V of the Social Security Act: A Guide to the Provisions 
of Federal Maternal and Child Health Services Legislation After the Enactment of the Omnibus 
Reconciiwtion Act (OBRA) of 1989 (PL 101-239), 1992. 

B-6 

http:programs.12
http:basis.l1
http:population.IO


•, health department may provide the facility and administrative support for periodic clinics 
staffed by a team of tertiary care specialists. 

In 1987, 83 percent of state CSHCN programs said that they provided some services through , private physicians in offices, clinics, or under contract in hospitals. Most of these physicians 
are sub-specialists (e.g., an orthopedist specially trained in pediatrics). Private phYSicians are 
often the first point of contact for a child with special health care needs. Wner€ state and local 
clinics are held only on a periodic basis, private doctors also provide supplementa..)l care. 

COMMUNITY MENTAL HEALTIl SERVICES (CMHS) BLOCK GRANT ENUIlES 

Under the CMHS Block Grant, the Substance Abuse and Mental Health Services Administration 
(SAMHSA) allocates funds to states for the provision of community mental health services to 
adults vvith a serious mental illness (SMJ) and children suffering from serious emotional 
disturbance (SED). 

• 

Adults age 18 and over are defined as having SMI if they currently or at any time during the 
past year have had a diagnosable mental, behavioral, or emotional disorder of sufficient 
duration to meet speci.."ic diagnostic criteria.l~ This disorder must have resulted in functional 
impainnent which substantially interferes V\iith or limits one or more major life activities. 
Children up to age 18 are defined as having a serious emotional dishrrbance if they o.rrrently 
or at any time during the past year have had a diagnosable mental, behavioral, or emotional 
disorder of sufficient duration to meet diagnostic criteria specified within DSM-III-R. This 
disorder must have resulted in functional impairment which substantially interferes with or 
limits the child's role or functioning in family, school, or community activities. The types of 
drugs proorred by CMHS Block Grant-funded entities include antidepressants, antianxiety 
medications, antima."1ic medications, and other psychotropic d...T1lgs. 

• 
According to the National Association of State Mental Health Program Directors (NASMHPD), 

• 
CMHS Block Grant funds make up approximately two percent of total State Mental Health 
Agency (SMHA) spending ($278 million out of a total of approximately 512 billion). Award 
of these funds is contingent on the creation of state mental health planning councils, whose 

• 
purpose is to create neho\'orks of families, providers, and consumers to direct federal resources 
to local needs. States are also requITed to submit plans as part of the annual block grant 
application. The CMHS Block Grant requires that services be offered through appropriate, 
qualified community programs, which most commonly include the following entities. 

• 
Community mental health centers (CMHCs) 

CMHCs provide mental health services to a defined geographic region, or service area. By law, 
they must offer outpatient services for children, elderly, people with serious mental illnesses, 

• 
l~ Joseph R. Leone, Acting Deputy Administrator, SAMHSA, published the final definitions 

for children with serious emotional disturbance and adults with serious mental illness in the 
Federal Rt"gt"ster on May 20, 1993. 
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and residents of t..~e service area who have been clischarged from inpatient treatment at a 
mental health facility. CMHCs must also offer 24-hoUI service, day treatment or partial 
hospitalization services, psychosocial rehabilitation services, health and dental services, and 
scr~ening for patients to determine the appropriateness of admission to a state mental hospital. 
CMHCs also often provide outpatient drug treatment se:vices in their se!Vice area. 

At the discretion of the s~te mental health authority, CMHCs can be administered by the state, 
by counties, or by COmIDunity agencies. In some states, CMHCs are managed exclusively by 
the state mental health authority, whereas in states such as California all CMHCS are 
administered by ccnmty governments. 

Other types of entities 

Other "appropriate, qualified corrmmnity programs," as defined by the law, might include c...'-tild 
mental health programs, psychosocial rehabilitation programs, mental health peer support 
programs, and mental health primary consumer-directed programs. 

SUBSTANCE ABUSE PREVEl\'TION ANTI TREATMEl'.'T (SAPT) BLOCK GRA.'IT 
EN II lIES 

in 1992, the Alcohol, Drug, and Mental Health Services (ADMS) Block Grant was reorganized 
into two separate block grants, the Conununity Mental Health Se:-vices (CMHS) Block Gra:nt 
and the Substance Abuse Prevention and Treatment (SAIT) Block Grant. In FY 1993, dose to 
51.1 billion will be distibuted to the states for the purpose of planning, establishmeJlt, and 
evaluation of programs to administer substance abuse prevention, treatment, and rehabilitation 
services."5 

To be eligible to receive SAPT Block Grant funds, states must agree to dedicate at least 35 
percent of the funds to alcohol and drug services and at least 20 percent to primary prevention 
services. The newly created SAPT Block Grant also places an emphasis on services for 
pregnant women and women with dependent children, requiring that states increase their 
block grant spending in this area by 5 percent in FY 1993 and an additional 5 percent in FY 
1994. 

SAPT Block Grant funds are funneled through the governor of the state to the state substance 
abuse program, which is sometimes housed in a stand-alone agency, but ca..."1 also be located 
in the state health department or in the state mental health agency. Subsequently, the state 
program distributes funds to counties and cities based on need. The types of drugs procured 
by substance abuse treatment programs include antabuse and methadone. 

!'(ot all substance abuse treatment sites provide outpatient care. The most common types of 
entities that provide outpatient treatment fall into the following categories: 

L~ Substance Abuse and Mental Health Services Administration, PHS, Center for Substance 
Abuse Treatment: Mission, Goals, and Programs, 1993. 
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• Community mental health centers (C1\.fi-ICs) 

In addition to services described in the CMHS Block Grant Section, some CM:-ICs offer • outpatient services in the area of substance abuse prevention and treatment. 

Outpatient drug/alcohol detoxification programs• Outpatient or ambulatory detoxification programs are commonly offered in nonhospital 
settings. These programs offer immediate, short-term withdrawal services. After detoxification• has been completed, a patient may be referred to other providers for longterrn outpatient 
treatment. 

• Outpatient drug/alcohol treatment programs 

• Unlike detoxification programs, substance abuse treatment programs provlde long-term 
physical, mental, and social support for drug and alcohol abusers. Although these programs 
are sometimes managed by state or local governments or by private for-profits, they are most 

• 
frequently nm by private nonprofit orgaruzations.16 

Methadone maintenance programs 

•• 
Methadone is a non-physically addictive substitute for opiates such as heroin. Methadone 
maintenance programs prOvide methadone at stable dosages in addition to social and medical 
services. Methadone units are most frequently located in nonresidential settings such as local 
health departments or storefront facilities. They can also be located in hospitals, community 
mental health centers, and halfvvay houses.]7 

Other types of entities 

These include entities such as recovery homes and hal.fvvay houses, which often provide

• transitional services for patients who are mo\ring back to the community from an 1..."lpatient 
setting. 

f 16 Substance Abuse and Mental Health Administration, National Drug and Alcoholism 
Treatment Survey G\iDATUS), 199}. 

17 Ibid. 
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_Table 1. States Responding to an Assessment of Drug Procurement Practices of Block Grant-Funded Entities, 
;..By Program Area and PHS Region, FY 1992 
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estimated Number of Entities Receiving Block Grant Funds in FY 1992, by Type of Program and State , Table 2. 
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Table 3. Drug Procurement Practices and Expenditures of MCH Block Grant-Funded Entitles - MCH Progra•. 
Area, FY 1992 
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r~ Table 4. Drug Procurement t"'ractlces and Expenditures of MCH Block Grant-Funded Entities - CSHCN Program 
, ' Area, FY 1992 
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Table 5. Drug Procurement Practices and Expenditures of ADMS Block Grant-Funded Entitles - Mental Health 
Program Area, FY 1992 
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Table 6. Drug Procurement Practices and Expenditures of ADMS Block Grant-Funded Entities - Substance 
Abuse Program Area, FY 1992 
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Table 7. Predominant Procurement Methods Used by MCH Block Grant·Funded Entities ­
MCH Program Area, As Jdentified by Responding States, FY 1992* 

!-____;-_-'p-".ced'--o"m-'i_nan=t-'p-'-'c'-c:..:",'e"m"e:..:n"tc.Mc:e-i'thc:oc:d'-_-;-____II 
Type of EntHy Centralized IOn-sITe I Contract I GrouD I Other Unknown Ii, ,,

I' All EntITies (ictal: 1914) I 707 I 523 ,i 282 I 66 I 230 I 
, 

106 
, I 

I! CommunITy/Migrant Health Centers I 135 I 12 3 0 6I I I 26 
, 

Ii I 23 I Hospital Outpatient Clinics I 12 14 I 0 13 i 
i -I 

14 Ii
n d

Local Heahh Departments I 465 413 I 199 46 ", 
, 

I 13

I ath - . -, I
I "er Iype or =m y I a' 75 66 20 60 53"" I I I 

• O~ 44 respor.ciil19 states. 29 were abie 10 iden~i!y the predomir.ant procuremen: methods used by MCH en!ities. 
So~rc:e: Pi,::Jil: Heal::-. ;:o:.mca"tion 

Table 8. Predominant Procurement Methods Used by MCH Block Grant-Funded Entities ­
CSHCN Program Area, As Identified by Responding States, FY 1992* 

, 
Predominant Procurement Method II 

Type of Entity Centralized I On·site I Contract I Group Other I Unknowr
, 
 I 

j All Emfiies (Total: 459) 104 261 55 <, I I I I I 10 I 28

, I

i Community/Migrant Health Centers 0 0 I 0 I 0 I 0 I C
I 

Hospital Outpatient Clinics 0 10 I 1 0 I 0 26

Local Heaith Departments 17 0 ! 0 I 0 0 1 I 
Other Type oj Entlty I 87 I 251 54 1 10 1

: Of 42 r:socnding Slal:S. 22 were able to Iden!lty :he pre<iom:na,~ proc::.:~emen: :netr,OQs I..:sed by 8S:-i:::N enti:ies. 
~o:;:ce. ~I..:OII::: ~ea.·t~ ,o:.:nC1aton 
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Table 9. Predominant Procurement Methods Used by ADMS Block Grant-Funded Entities ­
Mental Health Program Area, As Identified by Responding States, FY 1992* 

I 
I I 

Predominant Procurement Method
, I II 

I Type of Entity Centraiized On-site I Contract I Group Other , Unknown , 
; All EntITies (Total: 724) 455 i 37 I 77 8 39 108 

State-operated Community Mental Hea~h 23 2 2 0 11 0 I 
Centers I I , I 

I, I 
I Other Community Mental Health Centers 308 I 31 i 68 6 I 26 15 

II State Mental Hea~h AuthorITy 4 I 1 
, I 0 0 I 1 I 0 

Regiona) Health Authority 0 I
, 

Mental 0 7 2 1 I 0 

County Mental Hea~h Programs , 65 , 3 I 0 I 0 I 0 I 89 

Other Type of Entity 55 0 I 0 I 0 0 4 

• Of 41 respol'ldil'lg s:ates, 28 were able to identfty the preciominal'lt procurement methods used by mental health el'ltities. 
Source: Public Health Foundation 

Table 10. Predominant Procurement Methods Used by ADMS Block Grant-Funded Entities­
Substance Abuse Program Area, As Identified by Responding States, FY 1992* 

Predominant Procurement Method 

Type of Entoy Centralized On-site I Contract Group Other Unknown 

II 
All Enttlies (Total: 614) 104 195 I 32 4 2 277 

•

, 

I I 22 I I 
Community Mental Hea~h Centers 2 0 0 I 0 I 31 

Community/Migrant Health Centers 0 

•

, 1 0 0 0 0 

State Mental Heatth Authority I , 0 1 0 0 I 0 1 

State Substance Abuse Authority 2 1 I •, 0 0 1 

•

I 

Local Hea~h Departments 1 I 11 0 0 0 I 0 

Outpatient Drug or Alcohol Detoxification 

I 
10 31 

• 

Programs I 6 0 0 4 

I I 
i 

Outpatient Drug or Alcohol Treatment 73 27 1 0 0 184 
Programs, Excluding Methadone 

I, Maintenance 

Methadone Maintenance Programs ,­,0 96 11 I 4 i 2 41 

•

, I 

Other Type of Entity 1 5 13 I 0 0 15 

• 0: 38 respol1ding states, 2", were able to identiiy the pre-:Jomina!",t proc:.lIemen: methods used by sl.Jostance a:,use el1tities. 

• 

Source: P:.Jblic Health Fcunoalion 
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Table 1. Reported Expenditures for Covered Outpatient Drugs In FY 1992 for Entitles That Received 
MCH and ADMS Block Grant Funds, by TYpe of Program and State 
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' L' = State was unabie te orOl'lde Iniormatlon o~ 0~1oatient drug €xoendl\ures jor tnis program. 
" = Slales t;;at repol1ed estimated expenditures a~er intensive foIIOW-UD. 
Source' Pubi:c heath :=ounoa\lon 
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Table 2. Estimated National expenditures In Fiscal Year 1992 for Outpatient Pharmaceuticals by Entities That 
f Received Block: Grant Funds - MCH Programs 
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Table 4. estimated National Expenditures In Fiscal Year 1992 for Outpatient Pharmaceuticals by Entities That 
IRee,,/ved Block Grant Funds - Mental Health Programs 
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