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American Academy of Pediatrics

DEDICATED TO THE HEALTH OF ALL CHILDREN"

March 8, 2013

RE: HB 5744 AN ACT CONCERNING CHILDHOOD IMMUNIZATION.
Proposed H.B. No. 6158 AN ACT CONCERNING VACCINE DISTRIBUTION.

I am Louis Terranova, Senior Health Policy Analyst at the American Academy of
Pediatrics (AAP), in Elk Grove Village, IL. The Connecticut Chapter is one of 66
chapters of the Academy. The AAP is the national professional society for
pediatricians dedicated to the health of all children. I staff the AAP private payer
advocacy within the Academy’s Department of Practice. | am here today to speak
on the practice expenses related to vaccines and the need for adequate payment.
Immunizations are a strategic priority of the Academy and one of the goals of the
American Academy of Pediatrics (AAP), shared by the American Academy of
Family Physicians (AAFP) and the Advisory Committee on Immunization
Practices (ACIP) of the Centers for Disease Control and Prevention (CDC), is to
promote maximum immunization coverage for all infants, children, adolescents,
and young adults. To achieve this goal, physicians must be paid a fee that includes
three components:

* the entire costs (direct and indirect) of vaccine product-related expenses,
* vaccine administration expenses, including counseling of parents
* and a margin for overall overhead expenses.

Private physician practice is the backbone of the immunization delivery
infrastructure. It is a business venture that must run on sound, generally accepted
business principles to remain solvent. Vaceine purchase, storage, maintenance,
counseling, administration, and overhead expenses related to these activities are
among the top expenses for the pediatric practice. Private physician practice for
children, as we know it, will fail if the total cost of providing immunizations
exceeds payments for that service. Therefore, payments from public and private
sector payers must ensure recovery of the total direct and indirect practice
expenses, including the time spent counseling families on the indications for and
potential adverse effects of each vaccine product.

Federal and state provided vaccines represent benefits and challenges for
vaccinating children. The greatest benefit from Federal vaccine programs is that
the vaccine product is provided to practices at no cost, thus relieving the provider
of the financial burden of purchasing the vaccine product. However, as custodians
of the State supplied vaccine, all other expenses, including vaccine storage,
maintenance, counseling, administration, vaccine spoilage and loss, and overhead
are still incurred by the practice. In circumstances in which the State supplies the
vaccine product, all overhead costs related to the vaccine product still must be paid
either through enhanced payment of the immunization administration fee, or some
other arrangement by the payer. In the private market, physicians are paid for
these costs through payment for the vaccine product in addition to the
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administration fee. Therefore, it is important for payers to recognize the costs associated with
- vaccines and their administration.

Whether the vaccine is publically or privately purchased, maintaining a vaccine inventory incurs
costs just as in any other business. These costs are traditionally subsumed in payment for
vaccine product. Because vaccine product 1s not traditionally billed in a federal or state supplied
vaccine environment, these costs must be covered with enhanced payment for 1mmunlzat10n
administration or other arrangement.

* Personnel costs for ordering and inventory: Medical office staff (clinical and
administrative) time to monitor vaccine stock; place orders; prepare reports as requn'ed
ensure safe storage procedures (locks, alarms, temperature controls, etc.)

*  Storage costs: Vaccines must be stored at very specific temperature ranges and,
therefore, require special menitoring and storage equipment. The practice expense
component of the total immunization administration code pays for part of the vaccine
storage costs; however, there are certain expenses that are not included that must be
compensated: refrigerators/ freezer(s), refrigerator/freezer lock(s), refrigerator/freezer
alarm system(s), and generators for continued electrical supply (all of Wh.‘lCh are
depreciated).

» Insurance against loss of the vaccine: Professional liability malpractice insurance does
not cover vaccine product, so additional insurance coverage is needed by the practice.
This is especially important as states implement recovery programs if a practice can no
longer use their vaccine stock due to disasters, equipment failure, etc.

*  Recovery of costs attributable to uncontrollable circumstances: 1f practices are held
accountable for lost vaccine, this could include situations of drawing up the vaccine and
having the patient/family reconsider and refuse or a loss of dose that may oceur in
attempting to vaccinate an uncooperative/combative child.

* Federal or state-specific requirements: In an environment where vaccine is supplied,
there are frequently additional inventory and reporting requirements, which adds staff
time that must be compensated appropriately.

In a federal or state supplied vaccine environment, payment for the overhead costs for vaccines
must be adequately covered. To account for the indirect (overhead) vaccine expenses, the AAP
Endorsed Principles on Benefit Plan Coverage and Payment recommends vaccine payments to
be at least 125% of the total vaccine cost (direct and indirect costs).

Thank you for allowing me to present this information to you. Are there any questions that you
may have.

Louis A. Terranova, MHA
‘Senior Health Policy Analyst
Private Payer Advocacy
Department of Practice
E-mail: lterranova@aap.org
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One of the goals of the American Academy of Pediatrics (AAP), shared by the American Academy of Family
Physicians (AAFP) and the Centers for Disease Control and Prevention (CDC) Advisory Committee on
Immunization Practices {ACIP), is to promote maximum immunization coverage for all infants, children, adolescents,
and young adults. To achieve this goal, physicians must be paid for the full costs (direct and indirect) of vaccine
product-related expenses and vaccine administration expenses as well as the margin for overall overhead expenses.
Because the private physician practice is the backbone of the immunization delivery infrastructure, public and private sector
payers must recognize that a pediatric practice is really a business entity and must run on sound, generally accepted
business principles to remain viable. Vaccines are among the top overhead expenses for the pediatric practice.
Therefore, payments must ensure recovery of the total direct and indirect practice expenses and a margin for both the
vaccine product and the vaccine administration office costs and the time spent counseling families on the indications for
and potential adverse effects of each vaccine product.

The number of vaccines continues to increase and the costs have become increasingly high, necessitating a more
business-like approach to payment because of the increased potential for uncompensated costs. For most states, which
are non-universal purchase, the direct and indirect expenses in maintaining the vaccine product must be accounted for
in a compensation formula that incorporates these factors in the vaccine purchase as well as a margin to incentivize
immunizations. For universal purchase states, this means having an acceptable immunization administration fee that also
covers compensation for indirect vaccine acquisition and maintenance expenses as there are no dlrect vaccine purchase
costs and no mechanism for paying indirect expenses.

Several studies published in the Pediatrics supplement, “Financing of Childhood and Adolescent Vaccines,”*
underscore the need for appropriate payment to cover the total costs for immunizations. In one major study, a cross-
sectional survey of private practices in 5 states (California, Georgia, Michigan, New York, and Texas) concluded that
there is a wide variation in payment for vaccines and admmlstratlon fees by payers, resulting in the “need for providers
to seek opportunities to reduce costs and increase reimbursements.”

Vaccine Product-Related Expenses: This is separately reportable from the immunization administration.
Some payers mistakenly try to maintain that inadequate vaccine payments can be made up by nominal immunization
administration fees. However, these are two separate expenses, and both need to be appropriately covered by

payers. The payment for vaccines is a legitimate expense that must cover the total direct and indirect expenses
as listed below.

1. Purchase price (acquisition cost) of the vaccine: This is the amount paid by the physician for the vaccine.
Although discounts may exist, these are not available to all pediatric practices and may be time limited. An accurate
and verifiable public source on the current manufacturer's price for vaccines can be accessed on the CDC vaccine price
list for the private sector at: http://www .cdc.gov/vaccines/programs/vic/cde-vac-price-list.htm The AAP believes that
the CDC private payer vaccine price list should be used as a transparent methodologic basis for vaccine acquisition
and invoice cost as part of the total cost of the vaccine.

2. Personnel costs for ordering and inventory: Medical office staff (clinical and administrative) time to monitor
vaccine stock; place orders; negotiate costs, delivery, and payment terms; and ensure safe storage procedures
{locks, alarms, temperature controls, etc)
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3. Storage costs: Vaccines must be stored at very specific temperature ranges and, therefore, require special
monitoring and storage equipment. The practice expense component of the total immunization administration
code pays for part of the vaccine storage costs; however, there are certain expenses that are not included that
must be compensated: freezer(s), freezer lock(s), freezer alarm systern(s) and generators for continued electncal
supply (all of which are depreciated).

4. Insurance against loss of the vaccine: Professional liability malpractice insurance does not cover vaccine product,
so additional insurance coverage is needed by the practice.

5. Recovery of costs attributable to inventory shrinkage, wastage, and nonpayment: In the retail market,
inventory shrinkage refers to the uncompensated loss of product due to theft, vendor error, and administrative error.
Additionally, there is an estimated wastage/nonpayment of at least 5% (this should be accurately accounted for in each
office). This includes drawing up the vaccine and having the patient/family reconsider and refuse, resulting in
subsequent nonpayment, or a loss of dose that may occur in attempting to vaccinate an uncooperative/combative
patient. This would also include collection costs in response to nonpayment by the patient or third-party payer.

6. Lost opportunity costs: This is the cost of maintaining a large vaccine inventory. Between $10,000 and $15,000 in
inventory is maintained per pediatrician or other provider of vaccines. Every business with this level of money tied up
in product inventory must receive an appropriate return on its investment, and so should every pediatric practice.

When the direct and indirect expenses are totaled for the vaccine product, estimates range from 17% to 28%
depending on the practice. Therefore, payments for the vaccine should be at the level that covers the total vaccine
expenses. So what would be appropriate payment for vaccine product expenses for the total direct and indirect
costs? Payments must:
s Be free of any discounts and based on a transparent and verifiable data source, such as the CDC vaccine price
list for the private sector, available at: http://www cdc.gov/vaccines/programs/vfc/cdc-vac-price-list htm.
s  Cover the vaccine product purchase price as well as all related office expenses as noted above and a return on
the investment for the dollars invested in vaccine inventory.
e Beatleast 125% of the current CDC vaccine price list for the private sector

Pediatric practices are the public health infrastructure for the nation’s childhood immunization program. It is
imperative to incentivize pediatricians to participate in immunization efforts by appropriate payment for vaccines.
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2012 Medicare Kelative Value Units for Immumnization Admimstration

CPT code and description Physician Practice Professional Total Total RVUs x
Work Hxpense Insurance RYUs 2012 Medicare
RVUs RVUs Liability RVUs (Non- conversion factor
(Non- Facility) | (§$34.0376) =
Facility) Medicare Amount
(Non-Facility)

90460 Immunization administration through 8 years
of age via any route of administration, with 0.17 0.54 0.01 Q72 $24.51
counseling by physician or other qualified health care
professional; first vaccine/toxoid component *

90461 Immunization administration through 18 years of
age via any route of administration, with counseling by

physician or other qualified health care professional; each 0.15 o.n 001 037 $12.59
additional vaccine/toxoid component ¥

90471 Immunization administration, one injection ** 0.17 0.53 0.01 071 $24.17
90472 Immunization administration, each additional

injection** 0.15 0.19 0.01 035 $11.91
50473 Immunization administration by

intranasal/oral route, first administration** 0.17 047 001 0.65 $22.12
90474 Immaumnization administration by

intranasal/oral route, each additional vaccine ** 0.15 0.18 001 034 $11.57

* CPT codes 90460 and 90461 are reported for patients under 19 years of age and when counseling is performed on the patient by the

" physician or other cjii&liﬁed health care professional. It should also be noted that the following codes are reported per vdccine component
rather than per injectioniadministraiion and make no distinction between routes of administration (i.e., injectable versus oralfintranasal).
**These codes are reported for older patients (i.e., those 19 years and older) or if there is no counseling performed on the
patient or the healthcare professional counseling does not meet state requiremenis for an “other qualified healthcare
professional”. It should also be noted that the following codes are reported per injection/administration and allow
distinction between routes of administration (i.e., injectable versus orallintranasal).

As a separately reported service, payments for immunization administration need to
» Adequately cover those costs to the practice which are separate from the direct and indirect costs
associated with the vaccine product

e Be at least 100% of the current Medicare Resource Based Relative Value Scale (RBRVS) physician fee
schedule

Insurers understand business principles including the concept of return on investment and expect it in their
business. There is no reason physicians should accept carrier refusal to pay separately and adequately for the vaccine
product and the administration/counseling. Viable businesses pass on their increased costs to their purchasers to
maintain profitability. The pediatric practice has a legitimate business case to make for separate and adequate
payment for vaccines and immunization administration and carriers need to provide adequate payments to cover
the total direct and indirect expenses for both the vaccine product and the administration.

Pediatric practices are the public health infrastructure for the nation’s childhood immunization program. Itis
imperative to incentivize pediatricians to participate in immunization efforts by appropriate payment for
immunization administration.
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