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EXECUTIVE SUMMARY

This report presents the results of a survey conducted by the Office of the Inspector General of
the pharmaceutical expenditures of the California Department of Corrections. The survey was
performed under the oversight responsibility assigned to the Office of the Inspector General
under California Penal Code Section 6126. The Office of the Inspector General performed the
survey to examine pharmaceutical expenditure trends of the Department of Corrections over the
past four fiscal years, to analyze the practices contributing to the trends, and to evaluate the
department’s efforts to implement changes recommended in recent audits and studies.

The survey revealed that despite a two percent decrease in inmate population between fiscal
years 1999-00 and 2002-03, the pharmaceutical expenditures of the Department of Corrections
increased 111 percent, from $63 million in 1999-00 to $133 million in 2002-03. During the same
period, the national consumer price index for pharmaceutical drugs increased only 22 percent.
The Office of the Inspector General found that the department’s pharmaceutical expenditures are
also significantly higher than those of two prison systems comparable in size — the U.S. Bureau
of Prisons and the Texas state prison system — and have increased at a much faster rate.

Problems in the Department of Corrections pharmacy program contributing to the high
pharmaceutical expenditures have been well-documented in four comprehensive audits and
studies conducted since January 2000 by the California State Auditor, the California State Senate
Advisory Commission on Cost Control in State Government, and by a private consulting firm,
FOX Systems, Inc., under a contract with the Department of Corrections. All of the audits and
studies identified similar problems in the department’s pharmacy program and included specific
recommendations to remedy the deficiencies. Particularly important is the need for the
department to replace its Pharmacy Prescription Tracking System, a badly outdated 20-year-old
information system that lacks the capacity to perform functions needed to control costs and
prevent drug waste, fraud, and abuse. Other management controls are also necessary.

In July 2001, the Legislature mandated that the Department of Corrections implement the
recommendations contained in the 117-page FOX Systems, Inc. report. But the Office of the
Inspector General found that as of July 2003, the department has made only minimal progress in
carrying out the implementation.

Comparisons with the correctional systems of the U.S. Bureau of Prisons and the state of Texas
indicate that the California Department of Corrections could achieve savings of at least 20
percent in its current pharmaceutical expenditures, for an annual savings of approximately $26
million, by implementing more effective management controls. A private pharmacy services
vendor has estimated that California could actually save even more — between $51 million and
$77.5 million — by instituting improvements to bring its per-inmate pharmaceutical costs into
line with those of other state correctional systems.

The Office of the Inspector General recommends that the Department of Corrections act
promptly to implement the recommendations included in recent audits and studies of its
pharmacy program and, if the Health Care Services Division appears to be unable to carry out
the implementation on its own, that the department consider contracting with a private vendor to
institute the needed improvements.
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Percentage Increase In Per-Inmate Pharmaceutical Expenditures, 
1999-2002
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California’s per-inmate drug costs have also risen faster than those of comparable systems.
The following chart illustrates the degree to which annual per-inmate pharmaceutical
expenditures of the California Department of Corrections have outpaced the national consumer
price index for drugs and the annual per-inmate pharmaceutical expenditures of the Texas
Department of Corrections and the U.S. Bureau of Prisons. As the chart shows, the per-inmate
pharmaceutical expenditures of the California Department of Corrections increased 125 percent
from 1999 and 2002, while those of the U. S. Bureau of Prisons and the Texas state prison
system increased 6.9 and 27.1 percent, respectively, and the national consumer price index for
prescription drugs increased only 16.5 percent.

The Texas and federal prison systems benefit from pricing advantages. The differences in per-
inmate pharmaceutical expenditures between California and the other large prison systems are
partly attributable to differences in procurement practices and more advantageous pricing
arrangements enjoyed by the federal and Texas prison systems. The U. S. Bureau of Prisons is
able to procure pharmaceuticals at federal pricing levels, which are lower than any other
available prices, while the Texas state prison system obtains pharmaceuticals at a reduced cost
through a purchasing association with the University of Texas. Adjusting for the pricing
differences, however, reveals that the pricing advantages of the Texas and federal prisons system
account for only a portion of California’s higher pharmaceutical expenditures and that even if
California were allowed the same pricing discounts, California’s per-inmate pharmaceutical
costs would still be significantly higher.

The following table compares California’s per-unit cost of seven frequently prescribed
pharmaceutical drugs to the per-unit price paid by the U.S. Bureau of Prisons. The drugs listed in
the table represent about 40 percent of the total estimated pharmaceutical expenditures of the
California Department of Corrections in fiscal year 2002-03.

U.S. Bureau of
Prisons
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COST COMPARISONS FOR FREQUENTLY PRESCRIBED PHARMACEUTICAL DRUGS

DRUG NAME

ESTIMATED COST
FISCAL YEAR

2002-2003

CALIFORNIA
PER UNIT
PRICE(1)

U.S. BUREAU OF
PRISONS PER
UNIT PRICE(1)

PER UNIT
PRICE

DIFFERENCE
PERCENTAGE
DIFFERENCE

Olanzapine $ 17,174,200 $ 8.03 $ 6.41 $ 1.62 20.2%

Quetiapine $ 13,642,600 $ 4.14 $ 2.59 $ 1.55 37.4%

Risperidone $ 6,689,700 $ 5.15 $ 4.04 $ 1.11 21.6%

Ribavirin $ 5,829,100 $ 8.83 $ 3.75 $ 5.08 57.5%

Zidovudine/
Lamivudine

$ 1,994,700 $ 9.14 $ 8.13 $ 1.01 11.1%

Peginterferon $ 1,931,100 $ 291.00 $ 143.30 $ 147.70 50.8%

Ritonavir/
Lopinavir

$ 1,661,200 $ 3.13 $ 2.20 $ .93 29.7%

Weighted Average Price Difference 30.8%
(1): The price comparisons reflect the prices for one specific drug dose (i.e. 25 mg.) and packaging (i.e. 100-pill bottle) combination

for each drug.  Although in practice drugs would be purchased using several different dose and packaging configurations, a
comparison of price for the one dose/packaging configuration illustrates the price differences.

As the chart illustrates, the difference in per-unit cost accounts for about 30.8 percent of the
difference in per-inmate expenditures between the California Department of Corrections and the
U.S. Bureau of Prisons. Deducting for the per-unit cost difference shows that the annual per-
inmate pharmaceutical expenditures of the California Department of Corrections still exceed that
of the federal prison system.

A similar comparison can be made between the pharmaceutical expenditures of the California
Department of Corrections and those of the Texas prison system. For example, the California
Department of Corrections spends about 28 percent of its budget on a specific category of
psychiatric drugs called “atypical anti-psychotic medications.” Texas presently spends less than
17 percent of its budget on these drugs. A recent study, however, estimated that in order to
improve the prison mental health program to meet guidelines set by the Texas Department of
Mental Health, Texas would have to increase its spending on atypical anti-psychotic medications
to between 31 and 43 percent of its budget. If Texas were to improve its mental health program
to meet those guidelines, its annual per-inmate pharmaceutical expenses, based on its 2002
budget, would increase from $274 to between $321 and $387 per year. But even allowing for that
adjustment, California’s annual per-inmate pharmaceutical expenditure of $642 would still be 40
to 50 percent higher than that of Texas.

California could achieve at least a 20 percent annual savings in pharmaceutical expenditures.
Comparisons with the U.S. Bureau of Prisons and the Texas prison system demonstrate that
California’s higher costs result from factors other than per-unit price differences and point to
needed improvements in management controls as identified in recent audits and reports. If the
Department of Corrections could reduce its costs enough to make up just half the difference
between the pharmaceutical expenditures of the Texas and California prison systems after
adjusting for the estimated cost of recommended improvements in the Texas prison mental
health system, California could reduce its annual pharmaceutical expenditures by at least 20
percent, for a savings of about $26 million a year. The private correctional pharmacy services






