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Oversight: New York City Pharmacy Purchasing Practices
On Monday, September 9, 2002, the Committee on Health will hold an oversight hearing on New York City pharmacy purchasing practices. Invited to testify are: Dr. Benjamin Chu, President of the New York City Health and Hospitals Corporation (HHC), Dr. Thomas Frieden, Commissioner of the New York City Department of Health and Mental Hygiene (DOH) and  public health advocates. 

HHC, a system of hospitals and clinics owned and operated by the City of New York, is the largest municipal hospital system in the United States. Created in 1970 by the New York State legislature, HHC is an independent public benefit corporation, the mission of which is to ensure the administration of medical care to all patients, regardless of their ability to pay for those services.  HHC operates eleven major acute-care hospitals, four long-term care facilities, six diagnostic and treatment centers (D&TC) and more than 100 community health clinics. According to the Corporation, HHC treats 1.3 million patients annually. In FY 01, HHC treated approximately 545,000 uninsured individuals.

DOH operates a number of health clinics throughout the city, including Tuberculosis and Sexually Transmitted Disease (STD) clinics. DOH purchases pharmaceutical products for use in these clinics.

Both HHC and DOH meet their pharmaceutical purchasing needs through a variety of purchasing processes. The following is a brief description of these methods of purchase.

· Minnesota Multi-State Contracting Alliance for Pharmacy (MMCAP): Administered by the Minnesota Department of Administration, MMCAP is a consortium of state agencies and non-federal governmental entities that have joined together to purchase pharmaceuticals and other medical supplies and services from participating contractors at discounted rates. With 2,939 participating facilities in 39 states, MMCAP is able to negotiate deeply discounted rates for pharmaceuticals. Through New York State’s participation in MMCAP, HHC and DOH access discounted pharmaceuticals. HHC uses MMCAP to purchase the bulk of its inpatient pharmaceuticals purchasing. 

· Public Health Service (PHS) Pricing Structure: Under the Veterans Health Care Act of 1992, pharmaceutical manufacturers are required to make prescription drugs available to federal entities, including the Public Health Service, at prices set by the Federal Supply Schedule (FSS). FSS prices are negotiated quarterly by the Department of Veteran Affairs and pharmaceutical manufacturers. On average, FSS prices are more than 50% below the manufacturer’s average price.
 HHC currently accesses the PHS pricing structure for its outpatient pharmaceuticals. 

· Competitive Solicitation: Depending on their pharmaceutical needs, both HHC and DOH solicit competitive bids from pharmaceutical companies for presecription drug supplies. 

HHC’s Pharmaceutical Initiatives
During the Executive FY 03 Budget Hearings, Dr. Chu outlined a number of initiatives that HHC has implemented to restructure and streamline the process by which it purchases and distributes pharmaceuticals. One such initiative is the implementation of a Prime Vendor Program, whereby HHC contracts with a single entity to purchase pharmaceuticals on its behalf, as well as to warehouse and distribute medications to its facilities. Pharmaceuticals are ordered from the prime vendor’s warehouse on-line on a daily basis,  and are delivered to HHC facilities once a day by the prime vendor. According to HHC, this program has resulted in annual savings of approximately $1 million.
 

Another HHC cost-reduction program is its formulary initiative. Through this initiative, HHC is analyzing the drug classes most often prescribed throughout its facilities to treat common illnesses, such as diabetes and hypertension. The most often prescribed drugs within each class are identified so that HHC may stock only those brands, where practicable, in its pharmacies. HHC then solicits competitive bids for each drug class, guaranteeing the winning bidder 80-90% of HHC’s procurement volume of those particular drugs. To date, HHC has implemented this formulary initiative with four drug classes and estimates a savings of $4.5 million from the initiative. HHC estimates that it will save an additional $4.5 million annually when the formulary initiative is extended to remaining drug classes.

Finally, HHC has imposed a $10 administrative fee for each prescription filled in its pharmacies. Although HHC has a policy to waive this fee for those low income uninsured and underinsured individuals who request such a waiver, HHC has testified in the past that it does not track the number of waivers requested, nor the number of patients who are discouraged from getting their prescriptions filled as a result of the imposition of the $10 flat fee. The City Council has repeatedly allocated $3 million to support an expansion in the number of administrative fee waivers granted to those who cannot afford to have their prescriptions filled. However, HHC has never stated how many waivers it grants annually, or whether the number of waivers granted have decreased or increased.

� Dr. Benjamin Chu, President of the New York City Health and Hospitals Corporation, Remarks at the New York City Council Executive FY03 Budget Hearing, May 23, 2002, p. 3-4.





� Report to the President, Prescription Drug Coverage, Spending, Utilization, and Prices, from the Department of Health and Human Services, April 2000. � HYPERLINK http://aspe.hhs.gov/health/reports/drugstudy ��http://aspe.hhs.gov/health/reports/drugstudy�. 
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