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STATE OF CALIFORNIA
Its Containment of Drug Costs and 
Management of Medications for
Adult Inmates Continue to Require 
Significant Improvements

REPORT NUMBER 2001-012, JANUARY 2002

Department of General Services’ response as of January 2003 
and Department of Corrections’ response as of December 2002

Chapter 127, Statutes of 2000, required the Bureau of 
State Audits (bureau) to report to the Legislature on the 
trends in state costs for the procurement of drugs and 

medical supplies for offenders in state custody and to assess the 
major factors affecting those trends. The statutes also required 
the bureau to summarize the steps that the Department of 
Corrections (Corrections), the Department of General Services 
(General Services), and other appropriate state agencies have 
taken to improve drug and medical supply procurement and 
to comply with prior bureau recommendations relating to 
necessary reforms to improve the procurement of drugs.

In fiscal year 1996–97 state agencies purchased $41.6 million 
in drugs, but in fiscal year 2000–01 their purchases rose to 
$135.1 million, which represents an annual average increase of 
34.3 percent for this five-year period. During the same period 
state agencies’ expenditures for medical supplies rose from 
$11.1 million to $14.2 million, which represents roughly a 
27 percent increase.

Restrictions in state and federal law prevent human 
immunodeficiency virus-positive inmates in federal and state 
prisons, such as Corrections’, from benefiting from the State’s 
AIDS Drug Assistance Program. Further, Corrections may not use 
the federal supply schedule, which by federal law places limits 
on the prices of drugs that the federal Department of Veterans 
Affairs, the Department of Defense, the Public Health Service, 
and the Coast Guard purchase because it is not affiliated with 
one of these eligible federal agencies.

However, we found that General Services and other state 
agencies such as Corrections could do more to control the State’s 
drug and medical supply expenditures. Specifically, we found:

Audit Highlights . . .

Our review of the State’s 
drug and medical supply 
procurement practices reveals:

þ Annual expenditures for 
the five agencies most 
frequently purchasing 
drugs increased by an 
average of 34 percent per 
year between fiscal years 
1996–97 and 2000–01.

þ The Department of 
General Services has 
explored a variety of 
options, but it has not 
gone far enough in 
improving the State’s 
drug procurement process. 
Moreover, the State needs 
a statewide process
for contracting for 
medical supplies.

þ The Department of 
Corrections’ (Corrections) 
Health Care Services 
Division continues to have 
significant weaknesses 
that prevent it from 
effectively monitoring its 
pharmacies’ purchases of 
drugs, such as:

• As of November 2001 
it had not updated 
its formulary nor 
monitored compliance 
with the existing one.

• It lacks a utilization 
management program 
that can assist in 
reducing costs.
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• Its pharmacy staff do not regularly review monthly reports to 
understand if purchases are cost-effective.

•  Its pharmacy prescription tracking system cannot support 
monitoring, cost-containment efforts, or day-to-day manage-
ment of pharmacy services.

• Corrections does not plan to replace this system until 
November 2006, and development of the new system is 
already behind schedule.

• Finally, we found that Corrections is not eligible for some 
options, such as the AIDS Drug Assistance Program and the 
federal supply schedule.

Finding #1: General Services needs to do more to identify the 
best option for reducing drug costs.

General Services has not been successful in securing more 
individual contracts with drug manufacturers for more drugs 
at less-than-wholesale acquisition cost, the standard price a 
wholesaler pays a manufacturer for drug products not including 
special deals, such as rebates or discounts. Further, General 
Services recently contracted with the Massachusetts Alliance 
for State Pharmaceutical Buying but failed to fully analyze 
other options, such as contracting with Minnesota Multistate 
Contracting Alliance for Pharmacy (MMCAP) or directly with a 
group-purchasing organization, before doing so. This action may 
have prevented the State from achieving greater future savings.

General Services should increase efforts to solicit bids from 
drug manufacturers so that it can obtain more drug prices on 
contract. Further, General Services should fully analyze measures 
to improve its procurement process, such as joining MMCAP or 
contracting directly with a group-purchasing organization.

General Services’ Action: Partial corrective action taken.

General Services reported that it has awarded two-year 
contracts covering 321 line items, primarily generic drugs, 
which went into effect on November 1, 2002. Further, based 
on analysis of the bids it received, General Services identified 
an additional 140 drug line items for inclusion in its contract 
with the Massachusetts Alliance for State Pharmaceutical 
Buying (Massachusetts Alliance). In January 2003 General 
Services received statutory authority to enter into contracts 
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in a bid or negotiated basis with manufacturers and suppliers 
of single-source or multi-source drugs, which it believes allows 
it to explore additional strategies for managing drug costs. 

General Services also reported that it was conducting 
a detailed review of the effectiveness of using the 
Massachusetts Alliance. General Services stated that as part 
of its review it surveyed a number of group-purchasing 
organizations and compared the advantages of using other 
group-purchasing organizations with its current relationship 
with the Massachusetts Alliance. General Services told us 
that its current agreement produced the greatest savings, 
which it estimated at roughly $5.9 million annually. General 
Services stated that it is committed to continually evaluating 
other approaches and is working with MMCAP to analyze 
drug procurement data.

Finding #2: Although General Services is spearheading efforts 
to develop a statewide drug formulary, it has not ensured 
that state agencies will be able to enforce the formulary.

A drug formulary is a listing of drugs and other information 
representing the clinical judgment of physicians, pharmacists, 
and other experts in the diagnosis and treatment of specific 
conditions. One of the main purposes of a formulary is to create 
competition among manufacturers of similar drugs when the 
clinical uses are roughly equal. The success of a statewide formulary 
and the State’s ability to create enough competition to negotiate 
lower drug prices for certain products depend on how well state 
agencies adhere to the statewide formulary when they prescribe 
drugs. Currently, Corrections, which was responsible for roughly 
68 percent of the State’s drug purchases in fiscal year 2000–01, 
has an outdated formulary and lacks sufficient data to perform 
reviews that can identify prescribing patterns. Agencies that help 
develop but do not adhere to strict guidelines for enforcing the 
formulary would negate the State’s effort.

Therefore, General Services should fully consider, and attempt 
to mitigate, all obstacles that could prevent the successful 
development of a statewide formulary. 
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General Services’ Action: Partial corrective action taken.

General Services has formed a Pharmacy Advisory Board 
(board) to assist in its implementation and administration of 
a statewide pharmaceutical and medical supply program. The 
board held one meeting in September 2002 and plans to hold 
its next meeting in early 2003. General Services’ Common 
Drug Formulary Committee, which is a subcommittee of the 
board, has received approval to begin contract negotiations 
for a number of proprietary drugs that were recommended 
for inclusion on the State’s common drug formulary listing. 

Finding #3: The State lacks statewide agreements for 
purchasing medical supplies.

Often state agencies are not aware of what their institutions are 
purchasing and how much they are paying for medical supplies. 
Typically, each state agency or individual institution generally 
procures its own medical supplies. Currently, General Services 
has only two medical supply contracts and is unaware of what 
medical supplies the agencies use and what they pay for them. 
However, it believes that having a medical supply catalog would 
aid state agencies in obtaining these supplies.

General Services should ask state agencies to determine their 
needs and then consider contracting for a medical supply 
catalog to maximize the State’s buying power.

General Services’ Action: Partial corrective action taken.

General Services has formed a Medical and Surgical Supply 
subcommittee to focus on the needs of state and local 
government entities. General Services reported that it is 
developing a request for proposal for the medical and surgical 
supply program, which it expects to release in early 2003.

Finding #4: Corrections’ Health Care Services Division 
(Health Care Services) lacks an effective system for 
controlling drug purchases.

Despite the recommendation in our January 2000 report 
to update its departmental formulary and use it to control 
which drugs medical professionals can prescribe routinely, 
as of November 2001, Corrections’ Health Care Services 
still had not done so. Further, Health Care Services does not 
monitor its pharmacies’ noncontract purchases from the 
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State’s prime vendor and cannot substantiate the reasons 
they are choosing to purchase potentially more expensive 
noncontract drugs. Until Health Care Services addresses 
significant deficiencies, neither an external or internal 
pharmacy benefits manager can accomplish the task of 
improving its contracting and procurement for drugs. 

As we previously recommended, Health Care Services should 
update its formulary and ensure that headquarters and prison 
staff monitor compliance with the formulary. Further, Corrections
should ensure that prisons receive monthly contract compliance 
reports from the prime vendor and use them to monitor 
noncontract purchases. Finally, Corrections should await 
the results of its consultant’s report and identify those 
recommendations that will be beneficial to the program. 
Only then should it decide whether to hire an internal or 
external pharmacy manager to assist in resolving its pharmacy 
operations deficiencies. 

Corrections’ Action: Partial corrective action taken.

Corrections reported that it had revised its formulary and 
planned to distribute it in early 2003. It also plans to hold 
trainings on this formulary and on the use of reports it 
receives from the prime vendor to monitor noncontract 
purchases. Corrections also reported that it received its 
consultant’s report and identified the recommendations 
beneficial to the pharmacy program, such as the creation 
of a Pharmacy Services Unit at its headquarters. However, 
although it has identified the resources necessary to 
implement the recommendations, Corrections reported that 
it is still in the process of filling the position of pharmacy 
services manager for that unit. 

Finding #5: Health Care Services did not always meet criteria 
for using mail-order pharmacy services.

Although Corrections obtained approval from General Services 
to use mail-order pharmacy services in prisons when pharmacist 
vacancy rates rise to more than 50 percent, it did not demonstrate 
that the use of mail-order pharmacy services was necessary. 
Specifically, we cannot substantiate Corrections’ shortage of 
pharmacists and thus its need for mail-order pharmacy services 
because Health Care Services lacks sufficient information 
about its use of registry employees. A registry service provides 
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pharmacists who can fill in for long- or short-term staffing 
needs resulting from vacancies, illnesses, or exceptional 
workload conditions.

Further, Corrections still has not addressed our previous 
recommendation that it consider whether it has appropriately 
divided responsibilities between its pharmacists and pharmacy 
technicians. This analysis could indicate that Corrections 
may be able to allow pharmacy technicians to assume more 
responsibilities so that it can lower the number of pharmacists 
necessary to run its pharmacies.

Corrections should take the necessary steps to substantiate its 
position that a shortage of pharmacists exists. Additionally, 
it should analyze whether it has the appropriate division 
of responsibilities between its pharmacists and pharmacy 
technicians. If it is able to substantiate that a pharmacy shortage 
exists and General Services approves another contract for mail-
order pharmacy services, Health Care Services should ensure that 
prisons meet the contract conditions before beginning to use 
these services and monthly thereafter.

Corrections’ Action: Partial corrective action taken.

Corrections reported that it has gathered and reviewed data 
related to pharmacists, pharmacy technicians, the number 
of satellite pharmacies, and its use of registry pharmacists 
to evaluate the extent of a pharmacist shortage. However, 
Corrections told us that it is unable to determine the 
appropriateness of the staffing ratios until it decides on 
which consultant recommendations it will implement.

Finding #6: Although its prescription tracking system 
is inadequate, Corrections has made little progress in 
implementing a new system.

Corrections has been trying to replace its prescription tracking 
system and other health care information technology systems 
since 1991 without significant progress. Currently, it is 
behind schedule on its plans to implement a new health care 
management system by November 2006 as part of its Strategic 
Offender Management System and is not considering an 
automated pharmacy system in the interim. 
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Corrections should accelerate the acquisition and implementation 
of the Strategic Offender Management System and its new health 
care management component.

Corrections’ Action: Partial corrective action taken.

Corrections reported that its implementation of the new 
system depends on infrastructure and resources. However, 
Corrections also reported that it has completed a feasibility 
study report, as an interim solution, to procure an existing 
pharmacy management software package for its local 
institutions and headquarters. Corrections told us that the 
report is being reviewed by the Department of Finance. 

Finding #7: Corrections made significant errors in attempting 
to streamline its drug dispensing process.

Corrections neither sought the necessary approvals to contract 
with the vendor of an automated drug delivery system nor 
ensured that it uses the system in accordance with state law. The 
California State Prison, Sacramento’s, entering a limited-time 
agreement to obtain two machines for $4,999.99 appears to be 
a circumvention of the State’s requirement of securing at least 
three competitive bids for each contract of $5,000 or more. 

Corrections also failed to consider thoroughly the legal 
ramifications of using an automated drug delivery system. To 
control misuse, state law allows the removal of drugs from these 
machines in only one of three circumstances: (1) to provide 
drugs for a new prescription order, (2) to provide drugs in an 
emergency, or (3) to provide drugs that the medical practitioner 
has prescribed for an inmate to take as the need arises. 
Corrections contends that it is using the system appropriately, 
since the law pertains only to skilled nursing or intermediate 
care facilities. However, our attorney’s analysis of the law is 
that Corrections’ authority to use these machines in health 
care facilities in its prisons is unclear. Specifically, although 
the legislative history of Senate Bill 1606 indicates that the 
Legislature had skilled nursing and intermediate care facilities 
in mind when drafting it, the state law setting forth the 
circumstances in which automated drug delivery machines may 
be used refers to “facilities” in a generic sense and not merely 
skilled nursing and intermediate care facilities.
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Corrections should cease using its automated drug delivery 
system until it secures a contract in accordance with the State’s 
public contracting laws. Further, Corrections should seek an 
opinion from the attorney general to support its current use of 
the machines.

Corrections’ Action: Partial corrective action taken.

Corrections reported that it received approval on a contract for 
the automated drug delivery machines on December 24, 2001. 
However, Corrections has chosen not to seek an opinion from 
the attorney general because it does not believe that Health and 
Safety Code, sections 1261.5 and 1261.6, apply to its pharmacies. 


