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Prospects for Competition in the Market for Pharmaceuticals

" Thank you, Mr. Chairman. | am here today to provide the Cbmmittee with
information on the potential for competitive forces in the pharmaceutical market to
contain prescription drug and overall health care costs. OTA completed an
assessment of thé economics of pharmaceutical R&D in February of this year. My
comments today draw on what we learned in the cé_urse of that study and in the
months since its publication.’ N “

The pharmaceutical market place is changing rapidly, forcing the makefs of
branded prescription drugs to adopt new tactics and strategies. The changes in

the marketplace bode well for cost containment in the short-run, but questions

remain about their effectiveness in the future.

Competition in The Traditional Pharmaceutical Marketplace

Pharmaceutical companies are no strangers to vigorous competition for
business, but in the traditional prescription drug market place, product
competition, in the form of advertising' and promotion, was the main vehicle for
generating sales. Price competition played a weak secondér& role.

The traditional market place was characterized by strong patent protection
of specific compobnds and low sensitivity to price on the part of the prescribing
physician. who practiced in a fee-for-service environment. Most patients are-
insured for prescription drugs (approximately 70-75 percent), so they are much
less sensitive to drug prices than they would otherwise be. For_ this and other
reasons, when doctors made decisions about what to prescribe for their patients,
their opinions about the quality of one drug vs another dominated their decisions.
Given this market environment, it is easy 10 understand why pharmaceutical
companies would spend a great deal of money (on the order of 20-25 percent of

sales) to advertise and promote their products to doctors.
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lﬁ the past, strong patent-like protection for innovators’ compounds lasted
much longer than the patent laws aliowed, becéUse FDA regulatory requirements
made entry of generic copies of off-patent compbunds not only costly »but often
infeasible. Thus, many compounds’ markets were sécure against copy; only.
therapeutic competitors {different compounds acting on the same condition) could
threaten a product’s market, and the choice among therapeuﬁc alternatives Was

decided largely on bhysicians‘ perceptions of each drug’s quality.

The willingness to pay high pnces for drugs sent signals to the
pharmaceutical mdustry that new products would be handsomely rewarded, even
after the lengthy development process and risks of failure were taken into
'account. Even when 3 new compound was 3 "me-t00" drug, offering no real
therapeutic advantage over others on the market, it could find its market niche
through advertising and promdtion. The result was a steady inérease in real
outlays fér pharmaceutié:al R&D throughout the 1980s and the ‘évailabiiity of a
wide array of choice among competing. compounds within certain therapeutic
categories, particularly those with large markets. A recent Eurdpean study found
that rhore than one-half of the new compounds introduced to the U.S. rﬁarket
between 1975 and 1989 were judged to offer no therapeutic benefit over
compbunds aiready on the market (Barral, 1990). Table 1 shows, for‘example, the
compounds curr'entl\} on the market in thek United States.vin 7 narrow

cardiovascular therapeutic categories.

‘The New Marketplace for Prescription Drugs |
Four developments in recent years interacted to enable the emergence of

active price competition in certain segments of the pharmaceutical market place.
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Table 1--Number of Unique Compounds Available in the United States o
in Selected Cardiovascular Categories, 1993 ‘ PR

¥

" Number of Unigue Compounds

Adrenergic Blockers- , _ 6

Adrenergic Stimulants ‘ 4

Alpha/Beta Adrenergic Blockers 2

ACE Inhibitors g8 . |
Beta Blockers « : mo e
Calcium Channel Blockers : : 13 L B
Diuretics 17

SOURCE: Phgsician?i; Desk Reference, 47th _‘EditEOn, 1993.

Flrst ‘and most tmportant was the passage of the Drug Pnce Competition
and Patent Term Extensuon Act of 1984, which changed FDA Iaw to permit market
entry of generic verswns of off-patent pharmaceutlcal compounds Because FDA’s
Abbreviated New Drug Approval (ANDA) warrants the therapeuuc equwalence of
generic versions of ongmators compounds. health msurers c0uld easrly encourage
or require that prescriptions be filled with low-cost genenc alternataves :
| Second the growth of bundled and capitated payment mcreased provrders
incentives to contain expenditures for prescnptnon drugs Medrcare s adoptron in
1983 of DRG payment for mpatrent hospital services strengthened hospitals’
mcentwes to manage their inpatient drug costs. And, HMOs, whuch provuded
services on a capitated basis, grew raprdly throughout the 19803, today covermg
over 16 percent of the U.S. population {lnterstudy, 1993). Whon prescription
drugs are included in the covered bundle of services providod' by HMOs, these K
organizations have an incentive to take drug costs into account when making
chonces about particular products. ‘

Thurd advances in mteractwe on-line computer technology have opened up
new possibilities for emplcyers and insurers’ management of their prescnpnon

drug benefits. Third- party admmustrators of prescnptuon drug benef:ts have
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established computerized networks in pharmacres that track prescnptrons ‘as they

are filled. These systems permat new avenues for mfluencrng and controllrng
prescribing and dispensing. | o ' BRSNS

Fourth, employers are under new pressure to contarn DFBSCHDUON drug costs
as a result of the recent Federal Accountmg Standards Board rulmg requrnng LR

companies to report their oblxgatrons for retrrees health care costs as a Ilabrlrty in

their financial statements. Although prescnptnon drugs are a small proportlon of
overall health care costs (7-8 percent). they represent a much larger proportron - |
roughly one-third -- of employers’ costs of retlree health beneflts (Alex Brown &
Co.. 1993). Every new dollar spent on prescnptron drugs for thelr retrrees goes to -
the bottom iine of companies’ frnancral statements Sl S e
Together, these developments have created a new market place rn whrch
employers and insurers have both strong mcentlves and the power to contam the
costs of prescnptron drugs by forcrng drug compames to compete more vlgorous y"

on the baszs of price.

Generic Substitution: Today, many health rnsurers have prograrns in ‘place
to encourage or require substltutron of cheaper genenc products for brand name
pharmaceuticals even when the prescrrptlon rs written for the brand name product L'l:':'.-
The most common incentive in prrvate health plans ss a lower patlent copayment
when 3 prescrlptlon for a multi- source drug rs ftlled wrth a generrc versron Mail-
order pharmacy programs are another vehtcle to maxlmrze genehc substrtutlon
because these pharmacies are often located in States wrth the Ieast restrrctlve
laws on generrc substitution. The Federal Medrcard program requrres genenc |
substitution unless the physrcnan proh:bxts substrtutron rn his or her own
handwriting on the prescription torm

Desprte the fact that generic drugs are cheaper than their brand-narne
counterparts and become more so over trrne lFrgure ‘l) the market share of

generic drugs is still surprrslngly low Data provrded to OTA on prescrrptlons for

,vvw .
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Fagure 1 --Non-Orlglnator Pnce asa Percent of
Onglnator Price* ($ 1990) '

—
e ? - I BRI ST PR I

R

* Average revenue ($SaleszDDD). of non—origlnator drugs
de@d by average revanue of ongmator drugs T A

Source: Ofﬁce of Tachnology Assessment, 1993 based on S. W Schodelmeyer, R
"Economic.impact of Multiple Source Compatmon on Origlnator Products,” =
* contract paper prapated for Office of Technology Assessment Decermber 1991
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multr source drugs for long term therapy by Medco Contarnment Serwces a

company that admrmsters health plans drug benefrts, rllustrates the pomt As o
" Table 2 shows in the first' 9 months of 1992, only 56 percent of these e

prescrrptrons drspensed through Medco s partrc:patlng retarl pharmacres were flﬂed

wrth a generrc versron of the compound 1A muoh hrgher proportron - 72 percent

-~ of such prescrrptlons frlled an Medco s marl order facllmes were frlled wrth

. genencs ) Even today, there is strll a great dea of potentral for further cost

, savrngs throdgh hlgher rates of generrc substrtutron at the retarl level .
) Therapeutrc Pnce Competrtron Hosprtals and HMOs have used the power ,
of restrrctrve formularies to manage therr drug costs. Formulanes are lrsts of drugs R
that can be prescnbed by physrcrans wrthout specral appeals The avarlabrllty of
numerous srmllar compounds in sorne narrow therapeutrc categorres has made rt
p possrble for these organrzatlons to consrder prrce as well as quallty in determmmg
| whether a drug should be allowed on the formulary In 1992 about 51 percent of’““ '\

s

Tabie Z-farcent of Prescnpuons for Multr‘source Mamtanance Drugs Dispensad wrth Brandﬂame -
T and Generrc Products. January-Seotember 1992 B A .

‘Market sector

and drug type '_ ,Rx‘ yrsr.,;ql,e‘ . Rx’oollervaalue?’.;

’ ‘Mailorder 5::}‘", , SOl e ' o ) R
Brand-name . : "LI . 27. 6% ST B36%
Generrc o 724 oo T 464

’Retarl° L - o P ‘:4 o . : . C
Brand-name - - . . R 30 I -Y 2 -
Generrc R ;; 559 R 324

"Mamtenance drugs are generally used fpr long-term ‘. ' therapy

®Dollar value is derived from the average wholesale price.

“Prescriptions ordered through Medco’s retail prescription programs. Some of these programs :
actrvely promote. incentives 1o encourage dispensing of generic drugs. . S

KEY Rx prescrsptron drug.

SOURCE: Medco Containmerit Services; Inc., 1993 -
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“all hosmtals had a well controlled formulary sysrem in place (Crawford ‘and Myers,
1993) Over two thlrds of all hospltals had in place for at leaSt one therapeutnc
- category a system of automat:c substltutlon of one compound for another unless
the doctor specrflcally prohlblts it on: the prescrlptlon ' , o
o HMOs, partucularly those wrth trght orgamzatlonal structures, have been able o
to rnfluence physrclans prescnbmg practlces through formulanes ‘T he power to

nmpose lrmntatlons on' prescnbmg has glven HMOs purchasrng clout wrth

manufacturers and over the past few years has led some manufacturers 10 offer -

'SUbSIantlal prlce d:scounts to some: HMOs. When there are enough close
substltutes in a therapeutnc class the HMO can use the formulary as a bargalmng
. ‘3',11 Chlp 10 eXEiCt prlce concessnons from producers e
| The success of some HMOs and hospltals in gettlng pnce concessions from
"manufacturers of smgle~source drugs {i.e., those with patent protectlonl *attests
‘to the potentra! for pnce competntlon to lower the cOSt of drugs to patrents or ‘
thenr msurers For pnce competltlon among close therapeutic alternatlves to be
}effectwe, however, en0ugh samrlar competrng products must exist to allow
v provnders to choose among alternatlves on'the basis of price as'well as quality.
lromcally, the prollferatlon of me-t00’ products. often dended as wasteful is the
. ‘key to cost contarnment through pnce competxtlon ln segments of the market that V
"can take advantage of thein: . ,. . ‘. | B
Managed Care Pharmacy ProgramS’ The potentlal for.price competrtlon rs
o 'expandmg rapldly as all kmds of health plans, both HMOs and lndemmty plans,
' .embrace the concept of managed care pharmacy Under a managed care
'pharmacy program, the health plan lor its subcontractorl establlshes 3 formulary
and attempts to enforce it with the help of on-line computer networks ln retall
and/or mall order pharmacues Enforcement mechamsms range from counselnng

doctors whose prescnbmg profrles show a hlgh incidence of prescnbmg oft-
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formulary drugs to refusal ro pay for drugs not on the formulary except for a
: formal appeals process HMO physicians are orovrded llsts {sometrmes m
computer format) o‘f‘ drugs in the formulary and are expected to prescnbe from
k fir'i: the formulary except ln extraordlnary cwcumstances ln some managed care .
.pharmacy programs network phermacres are gaven frnanc;al mcentlves to

:'fsubstrtute less expensrve genenc drugs for. brand-name equrvalents. For exampl

i Medco recently announced that it will: establish a “Coordmated Care Network
' . Program" that wrll share 20 percent of savings from genenc substrtutrons wrth
' the g pharmacrst (FDC Reports, 1993l o ‘ -
) Managed care pharmacy programs have the potentral 10. raprdly rncrease
genenc substltutron rates, and in crowded therapeutlc categories they can also
,_force more prrce competrtlon among therapeutrc alternatlves For. example, ‘
| """':cardrovascular drugs consntuted 22 percent of pharmaceutrcal sales m the Unlted-
States in 1991 (Pharmaceutrcal Manufacturers Assoclatron 1993) As Table 1 B
i :'. ':f'showed most therapeutlc categones of cardiovascular: -agents have a large
| lnumber of competrng compounds, some of whrch are already off patent
‘ The potentral for cost savmgs from generic competmon and managed care
o 'pharmacy erI grow dramatacal y in the next three years as several drugs wrth
; '}-»,‘hsgh u. S sales come off patent Between 1993 and. 1996, four compounds
o 'whose 1992 u. S sales placed them among the top, 10 drugs in. the Umted States
L .'wnl lose patent prOtecuon (Santell 1993 Top 100 Drugs, . 1993) These tour '
"drugs alone’ accounted for $3 6 brlhon in sales in 1992 Many other drugs wrth
- substantlal markets Wnll also lose patent protectron |n the next three years
‘ Thus over the next few years, growmg price competrtlon can-be expected
to prowde a strong moderatmg influence on the rise in prescnptlon drug

' expendstures
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lmpact of a Umversal Prescription Drug Benefit under Health Reform

‘ 'lf?‘,-Sevaral leglslatwe proposals for health care reform call for a prescnptlon drug

beneflt for both the Medlcare and~non Medicare populations. If the system places
f“'_"many Amencans in. managed care health plans, the trend toward increasing prlce

competltlon for prescrlpnon drugs wsll be remforced On the other hand, whlle a

N ‘;prescriptlon drug benem for Medicare beneficiaries would improve access to

health care tor the roughly 55 percent of people 65 years of age and older who '
o ; .gl';have no prescrlptlon drug coverage today, it would also remove retirees from '
| .managed care pharmacy programs and would allmlnate employers current
o lncentlves to see that therr prescrlptlon drug beneflts are managed aggresswely
| To insure. that Medlcare pharmaceutncal beneflts are managed aggresswely,
. ,the law cou d stlpulate that Medlcare beneflcuarles purchase the benefit through ‘
IR .'-the reglonal health alllance, Whlch in turn wou d develop a’ Medlcare managed
. care pharmacy program. | o C .
" leltatlons of Managed Care Pharmacy Programs: Managed ca re pharmacy
‘programs have natural Ilmlts to thelr ablllty 10 contain costs. Health plans may be N
| A'V;able 1o requrre therapeutlc lnterchange within @ very narrow therapeutic categorv
| ‘le g ACE lnhlbltorsl but unless the plan can persuade physicians.to adhere to
. ""“:'f -treatment gurdelmes. cho:ces across therapeutlc categones typically are m the *
R domaln of physrclans For example, today several different clinical approaches :
- ;s.";v,are avallable to treax hypertensnon including calcium channel blockers, ACE
- mhlbltors, beta blockers and diUl'ethS .(Alderman, 1992). Suppose only one
o .. Afcompound were avallable in. each of these categories.  Active price competltlon
mlght still emerge ‘across’ classes if {1) enough health plans’ were 10 adopt .
gundelmes based on the cost and effectlveness of the alternative approaches, and ..
3"'(2) health plans had the power to persuade physicians to adhere to thelr clinical
gundelmes At present relatlvely few HMOs have the structures in place 10

. develop and enforce cllmcal guldelmes
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| B Even where such systems are feasrble the managed care pharmacy |s
K ‘Unhkely to be the center of thrs process Frrst prescnptlons contain no
mformatlon on dragnosrs, SO pharmacy data systems are general y not very useful
= ,“':n momtonng adherence 1o clinical ‘guidelines. Second formulary committees are
not necessarlly the most appropnate groups 10 develop ¢linical guudelmes o

e mvolvmg chorces among dszerent classes of drugs 1

' Long-Term Problems for Prlce Competttron
' Though the prospecrs are bright in the next few years for the emerging
pharmaceutncal marketplace to moderate mcreases in prescrrptron drug
'.expendttures the dynamrcs of technical change in pharmaceutrcals ‘may put new
. pressures on health care costs in the future.
- The Thmnmg of l’herapeunc Competition: For price competition to flourish,
3 SufflCleﬂI number of generrc or ct ose therapeutic alternatives must be-on the
S ~‘*“.:market ln many lmportant categorres today, - the conditions are ripe for such
. price. competrtnon But the new. market place will change the dynamrcs of
. pharmaceutical R&D m ways that are difficult to predict. Because the cost of
| ‘:-developlng any new compound is hlgh pharmaceuncal companres will be less
lrkely to add addmonal new drugs to an alreadv exrstlng therapeutrc category

- gThe expected returns from such rmrtatron wrll certamly be lower than they were m

1The orgamzatton of such efforts within health plans varies, of course. ‘A recent
example of a formulary-decision in a large group-practice HMO. illustrates how
" formulary decisions can be - llTlpllClt treatment guidelines. Kaiser Permanente.
recently announced that tacrine; the first drug approved by the FDA for the
. ... treatment of 'mild and rnoderate Alzhermer s disease, would not be listed on its
< formulary (FBC: Reports, 1993). "Although Kaiser physicians are not barred from -
L ,prescnbmg the drug, the. message is clear that the plan considers such decisions
exceptions from standard practice. Whether this formulary decision to withhold a
.. drug which is the only one so far to show any clinical benefits for Alzheimers’
o ;.;dlsease wlll ultrmately stand is uncertain, as Kaiser offlcrals have acknowledged
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the ':'ti'a.di.t‘ional market“p.lac‘e. Thus, over time, the nu‘rhber jo’f COmpounos in new
therapeuuc categories may thm out, offering managed care pharmacies fewer

' opperwmtnes for;oost savmgs through restrictive formularies.

| The Problem of Breakthrough Drugs: Breakthrough drugs, which offer

substant:ai new, medlcal benefats, w.u present the greatest challenge to

~{-pharmaceut|cal and health care cost.containment in the future. The U.S.
government has mvested tens of bxlhons of doliars over the past two decades in -

: basuc research m the blologncal and medxcal sciences, research that is paying off

today with a generatlon of drugs that rely on new knowledge of molecular

- ' .bnology. chemxstry, and genencs For example the first biotechnology drug was

“'"approved for sa e m the Un:ted States in 1985 As.of mid- 1882, 36 .
| 'blotechnology based drugs were approved for sale in the U.S., Europe or Japan
and. 253 products ‘had entered clmncai testing in one of those countries by the end

of 1990 {Bxenz Tadmor, 1993) Not all of these drugs are breakthroughs, but

-they vwzdiy nllustrate the rmpact of new scnentmc understandmg of dlsease on the

drug deveiopment process
Breakthrough drugs w;ll be immune from price competition during the

perlod of patem protecuon unless and untnl close therapeutic aiternataves emerge
A:;; "to compete wnth them (And the incentives 1o imitate will be lower in the future

”,':has pnce competmon grows, so fewer such’ COMPEtitors: can’ be ‘expected to |

3 _femerge;) ‘Under 3 umversal prescription drug benefit, demand for these new
products wull be msensztwe to pnce - Thus, the power of the formulary to unleash
: 'compeutwe market forces wail be restricted for these drugs while they are
‘ protected from genenc copy. On y the strategrc desrre of pharmaceutical
‘ compames to preserve the goodwnll of thelr cusromers wrll ||m:t the entry pnces

of these drugs

10

N
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There |s a real need for careful study of approaches to the problem of

" unconStranned breakthrough drug prlces because the potential losses from the

R '-wrong strategy are h:gh On the one hand as a SOClety we clearly value and

o ':demand medlcal advances that wil Iengthen llfe and rmprove its qualrty along the

way On the other hand -our abnllty 0 pay for: 5uch advances may be limited. :

| Paymg hrgher prlces than necessary to rnduce R&D mvestors to bring benefrclal

‘ new drugs 10 market clearly wastes llmrted health’ care dollars But paying too i
o -=Iow a pnce would stlfle R&D and deny us the benefits of breakthrough drugs.

| - Unfortunately, rt |s extremely dlfflcult perhaps--rmpossuble 10 know what ",

‘ the rlght prlce for a breakthrough drug is. Every: crlterlon for evaluating the

' 'entry pnce of a new drug IS problematlc For'example, even at:high prlces, some - S

o '.';,breakthrough drugs may save overall health care costs by reducing the need for

ther expensrve care "Some would cIalm that the reasonableness of a.
'..'breakthrough drug s prrce should be gudged by its ability to meet this cost-savrng
e rcrrterron ‘but the cost- avmg character of a new therapy is not a reasonable basrs

R .'for pnclng Even lf a drug IS cost-savrng at one price, it is not cost-effective if |
- ".ﬁill,the developers would have degided to brlng it to market knowmg it would fetch a
: L Iower pnce 2 Second many breakthmugh drugs wrll offer major lmprovements m
| ;"".",:""':-vfmortalrty or morbldlty but at a net. mcrease in health care costs even when the R
Hﬂprlce |s at the mlnlmal Ievel requxred to assure sts avallabxllty on the market

To some comparmg the entry prrce of a new drug in the United States with
- rts entry pnce m other rndustnalrzed countnes ‘would seem to be appropnate But '
" Ifthus crrterron |s also problematrc When pressed drug compames have made '

substantral prrce concessrons rn countnes representlng a small proportlon of the

2Analysis of the costs’ and effeCts of new therapies may be usefu'l in deciding

- under what clinical conditions, if any, they should be used. But these analyses
implicitly assume that the cost (or price} of the new drug is not hrgher than K
necessary to insure lts avarlablllty on the market.. o

11
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"world marke‘c A'ostralia 'for‘example has paid subsranzially less for grugs than
: 3other countnes, but vr is a-very small market. And the prices that Aus*tralia ‘pays
"':::‘may not fully cover the costs of R&D. If everyone were to pay those prices, the
. “‘lwoﬂdwrde revenues for. some products mrght not be adequate to bring forth the
. -lproducts In addmon, the Unrted States is such a Iarge market (roughly 30
‘percent of the world market overall) that any tymg of prlces to rhose in other
. ‘countnes couid dnve other pnces Up rather than U S. pnces down
, Basmg price-on: the R&D costs assocrated wrth brrngmg 3. breakthrough drug
| ‘vto market is also extreme y duffucult to do correctly, and the ‘potential for
substanzral error m measunng such costs could create new uncertainties at.the
‘ ','qearlresr R&D mvestment decrsuon points; when the risks of going ahead are the
B ig reatest |
o lt is also rmportam: to recogmze that any new admrmstraove process that
;.i'irarses mvestors uncertarmy about the allowed price of a drug or whether it wrll
| be’ co\rered at all once itis approved by FDA could drscourage early R&D. R&D
managers (and therr mvestors) often take "flyers™ on projects by investing ’
.» - ‘f,'relatrvely srnall amounts of money to resolve technical or clmrcal uncertamtres
- \about an rdea lf these. early technrcal uncertainties are successfully resolved .
_-more money flows into’ the DFOJBCI Though uncertamty rs never completely o

,-removed throughout the dlscovery/deveIOpment process. it tends to declme

e 'j_}dramatscally as: 3 pro;ect moves toward market approval. An adm:nrstratrve

process for controllmg drug prlces would add a new source of uncertamty at the

3 :'}'end of the process one > that would not be resolvable until all the monev has been

12
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) ;'spent Consequently, mvestors would be more r?esstant to comrmt early R&D .
Vmoney |f they knew they could not resolve a major source of uncertamtv unt:l the )
, end ‘of: a long and expenswe project. 3
o There are many aspects of the breakthrough drug probiem that wifl need 10
-r,be addressed m the coming’ years especnally |f health care reform creates a’

.’_"umversal prescr;ptlon drug benefn Among the QUestrons for pohcv makers are

. “,.the foliowmg

. fWhat role should NIH or other Federal agenmes take in controllmg the
entry price of new drugs whose. development is directly dependent on
. intellectual property rights held by the Govemment? Should the Federal .
... . government put out for.bid or negotiate price agreements with private
- ‘developers up.front, at the time a research agreement is made? On what
' basis should such negotranons be based? . s

v e What role should NtH take in sponsgoring|or. conducnng research on
o :mportant new ‘lines of research?' How shomd it protect the public from
- paying twice for-this research -- once when it funds Ihe studles and again
' when lt pays for the drugs C :

Coen What role could or should FDA play in encouraging the rapid entry of
" therapeutic competitors 1o breakthrough]drugs’ For example, could
- 'surrogate endpoints be used for products in the same ciass as a
o breakthrough drug already on the market? = - . '

o ‘.;_-{.What Federal poucres are necessary to assure the rapid emergence of
. ":generic competition when breakthrough and other drugs do lose patent
( ,pmtecxxon? _ ’

."-;9,_'"What nmoact wouid recent congressrona! proposals to strengthen b
o biotechnology patents have on the competmve enwronmem for .-
_ breakthrough drugs7 . S o

R [ what extent should awards of. orphan drug status for new compounds
" ’be-conditioned on fesponsible pricing decrsrons, and how would such -
' “pricing decisions’ be evaluated? (R oy

3Another way of expressing this effect is that the cost of capital for R&D would
increase at all stages of the R&D process, but e',pec:ally dramat:cally at the B
earIresr stages ) _ L e :

13
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Conclusmns '

The growmg competmon in the market for pharmaceuticals spells price and

- cost relref for many consumers of prescription drugs. In the near term, there are ’

" stll cost’ savmgs to come, partzcularly in the area of genenc prsce competmon for
| mple source drugs, but also as formulanes force competmon ‘among therapeutic
= . "}altematlves. The natura! growzh of managed care‘z pharmacy programs could be ‘
. retarded by a Medlcare prescrlptnon drug beneflt under health care refOrm, unless :
X j'the benefut us strucrured to make use of these programs.

The Iong term prospects for prescription drug costs are much more

L : -uncertam as new drug categorles emerge with fewer compounds competmg

'Temporary monopohes through patent protection, combined with msensxtlwty to o

o , .prnce.ﬁor,lmport_antﬂn‘ew drugs under a generous prescription drug benefit, will

.' permit.:ﬁrrﬁs' t"o' la‘:dnch importaht new drugs at velry high prices. .Just how big a
cosr prob!em breakthrough drugs turn out to be will depend on how many snmliar
vcompetmg drugs fo ow and how soon they do, and how much of a constraint -
:-concern over goodwm wm be to pharmaceut:ca! compames in the future. Close

o monltor:ng of the breakthrough drug problem is |rnperatwe but the search for

iasolutxons should proceed cautnously
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he Honorable David Pryor
hairman

“U.S. Senate Special Committee on Aging
‘SD -G31

Washington, D.C. 20510-6400

Dear David:

s e -

Thank you so much for advising us of your priorities with
regard to pharmaceutical coverage and cost containment issues.
"As you well know, I greatly appreciate your guidance on all
matters. However, having the benefit of your years of experience
~on the many complex issues regarding pharmaceuticals is
Aparticularly helpful. :

. - David, because the .cost estimates: for all the various
elements of the health reform package have not yet been
finalized the President has not made final decisions on all the
issues related to prescription drugs. Having said this, I would
1ike to take this opportunity to outline for you, on a
confidential basis, my sense of where the elements of the
proposal rélated to pharmaceuticals areglikely to go.

'Prescription Drug Costs and Managed Competition

We: believe that the negotiating practices utilized most
frequently by managed care purchasers have great potential to
-‘contain escalating prescription drug prices. In recent years, we
‘have witnéssed- the new found ability of}these purchasers
(primarily hospitals and HMOs) to obtain more reasonable prices
*by negotiating and, managing costs with formularies, prior
authorization requirements physician and consumer education
\programs drug use. review, and other. techniques.

. While managed care purchagers have| been able to generally
contain their pharmaceutical cost increases they have not had
-success in managing ‘the: costs of new drugs that have no
‘therapeutic alternative. Moreover, it is likely to. take several
“years befére pharmaceutical purchasing that utilizes managed
‘competiticn techniques will be. developed sufficiently enough to
‘rbuy and manage the costs of prescription drugs for all Americans.

- As a result it has become clear that we must develop an
,‘interim and; a long -term pharmaceutical cost ¢containment strategy.
Moreovér;: to ever. have a realistic chance to contain these costs,
it has beoome evident that we- will have| to assure that all .
Americans have private or public coverage for prescription drugs.
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Prescription Drug Coverage

It is our belief that providing preecription drug coverage
for all Americans i1s essential to assurlng that everyone has
access to affordable and frequently costlieffective medications.
It is our hope and expectation that there will be a Medicare
prescription drug benefit that parallels|the coverage that we
will require all Americans under the ageof 65 to receive. We
share your belief that all Americans, particularly the elderly,
are in desperate need of protection from}the high costs of
pharmaceuticals. While we have not flnalized exactly what the
cost sharing components will be, we do belleve it will be at or
close to your suggestion of a $250 deductible and a 20 percent
copayment. ‘

Interim Cost Containment Strategy

Under any scenario, consumers will need to be protected from
price increases over the inflation rate untll there is much
greater coverage of prescription drugs and there is a widespread
ability -- using managed competition methods -- to negotiate on
behalf of consumers. We are, therefore, now considering
accepting the offer of many in the pharmeceutical industry to
voluntarily constrain their prices to the general inflation rate.
Consistent with your recommendations, this policy would assure
that retail purchasers would have the same inflation protections
as everyone else. The voluntary agreements would be enforced
through the use of a fall-back mechanism that would only be
initiated if the companies did not sign an agreement in the first
place OR signed one but did not comply.

Cost Containment for Under-65 Population

The short-term cost containment proqisions that we are
contemplating will help assure that the under-65 population will
not be subjected to significant price increases for
pharmacueticals now on the market. Moreover the growing
movement towards managed competition purchasing principles should
achieve substantial savings as well. However we share your
concern about the potential for a contlnuation -=- Or even
escalation -- of the trend of excessively high prices for new
drugs, particularly those that have no therapeutic alternative.

With the above in mind, we believe it is advisable to direct
that the National Health Care Board envisioned in our current
draft be charged with reviewing the pricés of new ~
pharmaceuticals. While the Board would not have the authority to
regulate or set prices, it would have the responsibility for
evaluating the cost effectiveness and therapeutic value of new
medications. In undertaking this responélbllity, the Board would
then be required to disseminate information to both public and
private purchasers of prescription drugs.




Cost Containment for the Medicare Program

No Medicare benefit can be established without a realistic
and serious cost containment component. No one knows this better
than you. We anticipate that the Medicare cost containment
provisions will meet with your approval, since they are very
close to your recommendations.

More specifically, since the Medicare program would become
the world's largest single purchaser of prescription drugs, we
believe the program merits a reasonable price. To achieve this,
we believe that Medicare should receive a discount that is at, or
close to, the percentage discount that the Medicaid and other
public programs are now receiving. Moreover, to assure that
excessively priced new drugs do not bankrupt the Treasury, we
believe it is advisable to provide the Secretary of Health and
Human Services the authority to negotiate Medicare drug prices
with manufacturers. Lastly, I believe we should provide
incentives for greater use of generic drugs and for more
widespread use of patient and physician counseling.

Equitable Treatment of Pharmacists

Finally, it has become clear that community pharmacists are
having great difficulty in accessing the degree of discounts that
other purchasers have achieved. It remains unclear to us exactly
why this is the case. The retail pharmacists argue that it is
blatant discrimination by the pharmaceutical manufacturers; the
HMOs and hospitals say they earn these discounts because they can
push volume in ways the retail pharmacists -- with few exceptions
-~ have not yet been able to master.

We have been working for months on this complex and
controversial issue. It is our hope to find a policy approach
that assures that no one receives a particular discount just
because they are one particular purchaser or another. We want to
make certain that discounts are given to those who earn them. In
the upcoming days and weeks, we will be working closely with your
and other offices to attempt to find a way to achieve this goal.

David, the contributions of you and your staff to the
pharmaceutical coverage and cost containment policy we are
developing have been invaluable. It is my hope and expectation
that after reviewing this letter you will conclude that we are
meeting your policy priorities. However, if you have any
questions, concerns or further suggestions, I urge you to give me
a call. Once again, thank you for all of your assistance.

Sincerely,

HRC
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July 12, 1993

Mrs. Hillary Rodham Clinton
Chairperson, President‘s Task Force
on Health Care Reform

The White House

1600 Pennsylvania Ave
Washington, D.C. 20500

Dear Hillary:

As Chairman of the Senate Specxal Committee on Aging, you know
of my long-standing interest in issues relating to prescrlptlon
drug access and cost containment. Therefore, the provisions in the
Administration’s health care reform package relating to these
issues are of particular interest to me. The purpose of this
letter is to encourage you to consider including the following
prescription drug-related provisions in the final health care
reform plan that is currently under development:

o Medicare Prescription Druq Benefit: Older Americans are in
dire need of better prescription drug coverage. Therefore, I urge
that a Medicare outpatient prescription drug benefit be included in
the final package. Obviously, it would be optlmal if the Medicare
drug benefit could cover as many older Americans as possible by
having a relatlvely low deductible and prescription copayment. For
example, I would recommend an annual deductible in the range of
$250, with 80 percent of the cost. of each preaéription covered by
the program thereafter. However, I recognize that the potential
cost of the benefit to the federal government and to the Medicare
population may make it difficult to provide this generous\ a
benefit. . A o

Regardless of the deductible, I strongly urge that the
Medicare drug benefit. contain specific mechanisms to contain the
costs of pharmaceuticals for the program. We simply cannot repeat
the mistakes made with the Medicare Catastrophic Coverage Act of
1988, which included a Medicare drug benefit without specific
pharmaceutical cost containment mechanisms. As a result, the costs
of the program skyrocketed very quickly. I recommend that Medicare
cost containment strategles include a Medicaid-like drug
manufacturer rebate program, negotmatlons with manufacturers over
drug prlces, or both.
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o} Interlm Pharmaceutical Cost Containment Mechanisms: I know
that you and. the President are considering mechanisms to contain
health care costs during the period of transition to the new health
care system. - Several drug manufacturere have publicly stated that
they will “voluntarily" maintain their "weighted average" annual

price increases on their products to the rate of inflation.

If the Administration decides to use this interim approach to
contain drug costs, I strongly urge that it be combined with an
approach that specifically limits price increase on drug products
distributed to the retail class of trade. This can be achieved
either by limiting the weighted average price increase of oeach
retail-distributed product’s dosage form and strength to the
increase in inflation or by limiting the increase in each
individual retail product’s package size to the increase 1in
inflation.

Without this additional price increase limit, I am concerned

that manufacturers’ retail prescription drug prices will continue
to increase faster than inflation. If this occurs, Americans may
see little relief from the excessive price increases of the past

twelve years.

o Mechanisms to Contain New Drug Costs: The final package

should contain some mechanism to contain the cost o0f new

pharmaceuticals that will be marketed. This 1is especially
important in' the case where the new pharmaceutical has no.
therapeutic alternate on the market. I strongly urge the

establishment. of a National Commission or Board with the primary
responsibility of providing information to the hedlth care system
about whether the price of a new drug is "reasonable.

Without such a review, manufacturers will likely attempt to
offset cost containment pressures on "existing" drugs by increasing
prices more rapidly on "new" drugs. As a result of this likely
behavior, drug costs will not be contained, they will simply be
shifted to new drug prices, which I.believe is undesirable.

By establishing a Commission that "reviews" rather than "sets"
or "controls" new drug prices, drug manufacturers would still have
significant pricing flexibility. However, they would have to
become more sensitive to the prices at which they introduce new
drugs to the.United States. This. approach is a middle qgrounnd
between dlrect federal regulation of the prices of new
pharmaceuticals, and doing nothing at all. This Board could also
provide valuable information to all purchasers about the prices of
pharmaceuticals in other industrialized nations.
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Mrs. Hillary Rodham Clinton
July 12, 1993
Page 3

Hillary, I know that you and the President are doing your very
best to balance the interests of various parties in constructing
this health care reform plan. Your leadership on this issue is to
be commended. I want to reaffirm to you my conumitment TO
developing a responsible health care reform package, and would
appreciate ‘'your serious consideration of these ideas on
pharmaceuticals. I would very much look forward to discussing
these and other ideas with you and the President relating to
pharmaceutical access and cost containment. As always, J wish you
the best of luck in this very worthy and necessary endeavor.

Sincerely,

(Uorn: o

David Pryor
Chairman

cc: Ira Magaziner, Senior Domestic .
: ‘ Policy Advisor
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August 31, 1993

The Honorable David Pryor

Chairman

U.S. Senate Special Committee on Aging
SD-G31

Washington, D.C. 20510-6400

Dear David:

Thank you so much for advising us of your priorities with regard to pharmaceutical
coverage and cost containment issues, As you well know, [ greatly appreciate your guidance
on all matters. However, having the benefit of your years of experience on the many complex
issues regarding pharmaceuticals is particularly helpful.

David, because the cost estimates for all the various elements of the health reform
package have not yet been finalized, the President has not made final decisions on all the
issues related to prescription drugs. Having said this, [ would like to take this opportunity to
outline for you, on a confidential basis, my sense of where the elements of the proposal related
to pharmaceuticals are likely to go.

We believe that the negotiating practices utilized most frequently by managed care
purchasers have great potential to contain escalating prescription drug prices. In recent years,
we have witnessed the new found ability of these purchasers {primarily hospitals and HMOs) to
obtain more reasonable prices by negotiating and managing costs with formularies, prior
authorization requirements, physician and consumer education programs, drug use review,
and other techniques. '

While managed care purchasers have been able to generally contain their
pharmaceutical cost increases, they have had little success in managing the costs of new
drugs that have no therapeutic alternative. Moreover, it is likely to take several years before
pharmaceutical purchasing that utilizes managed competition techniques will be developed
sufficiently enough to buy and manage the costs of prescription drugs for all Americans.

As a result, it has become clear that we must develop an interim and a long-term
pharmaceutical cost containment strategy. Moreover, to ever have a realistic chance to
contain these costs, it has become evident that we will have to assure that all Americans have
private or public coverage for prescription drugs.



The Honorable David Pryor
August 31, 1993
Page 2

Prescription Drug Coverage

It is our belief that providing prescription drug coverage for all Americans is essential to
assuring that everyone has access to affordable and frequently cost-effective medications. It is
our hope and expectation that there will be a Medicare prescription drug benefit that parallels
the coverage that we will require all Americans under the age of 65 to receive. We share your
belief that all Americans, particularly the elderly, are in desperate need of protection from the
high costs of pharmaceuticals. While we have not finalized exactly what the cost sharing
components will be, we do believe it will be at or close to your suggestion of a $250 deductible
and a 20 percent copayment.

Interim Cost Containment Strategy

Under any scenarlo, consumers will need to be protected from price increases over the
inflation rate until there is much greater coverage of prescription drugs and there is a
widespread ability -~ using managed competition methods -~ to negotiate on behalf of
consumers. We are, therefore, now considering accepting the offer of many in the
pharmaceutical industry to voluntarily constrain their prices to the general inflation rate.

Consistent with your recommendations, this policy would assure that retail purchasers would
have the same inflation protections as everyone else.

Cost Containment for Under-85 Population

The short-term cost containment provisions that we are contemplating should help
assure that the under-65 population will not be subjected to significant price increases for
pharmaceuticals now on the market. Moreover, the growing movement towards managed
competition purchasing principles should achieve substantial savings as well. However, we -
share your concern about the potential for a continuation -- or even escalation -~ of the trend
of excessively high prices for new drugs, particularly those that have no therapeutic
alternative.

With the above in mind, we believe it is advisable to direct that the National Health
Care Board envisioned in our current draft be charged with reviewing the prices of new
pharmaceuticals. While the Board would not have the authority to regulate or set prices, it
would have the responsibility for evaluating the cost effectiveness and therapeutic value of new
medications. In undertaking this responsibility, the Board would then be required to
disseminate information to both public and private purchasers of prescription drugs.

Cost Containment for the Medicare Program

No Medicare benefit can be established without a realistic and serious cost
containment component. No one knows this better than you. We anticipate that the Medicare
cost containment provisions will meet with your approval, since they are very close to your
recommendations.



The Honorable David Pryor
August 31, 1993
Page 3

More specifically, since the Medicare program would become the world's largest single
purchaser of prescription drugs, we believe the program merits a reasonable price. To achieve
this, we believe that Medicare should receive a discount that is at, or close to, the percentage
discount that the Medicaid and other public programs are now receiving. Moreover, to assure
that excessively priced new drugs do not bankrupt the Treasury, we believe it is advisable to
provide the Secretary of Health and Human Services the authority to negotiate Medicare drug
prices with manufacturers. Lastly, [ believe we should provide incentives for greater use of
generic drugs and for more widespread use of patient and physician counseling.

Equitable Treatment of Pharmacists

Finally, it has become clear that community pharmacists are having great difficulty in
accessing the degree of discounts that other purchasers have achieved. It remains unclear to
us exactly why this is the case. The retail pharmacists argue that it is blatant discrimination
by the pharmaceutical manufacturers; the HMOs and hospitals say they earn these discounts
because they can push volume in ways the retail pharmacists -- with few exceptions ~- have
not yet been able to master.

We have been working for months on this complex and controversial issue. It is our
hope to find a policy approach that assures that no one receives a particular discount just
because they are one particular purchaser or another. We want to make certain that
discounts are given to those who earn them. In the upcoming days and weeks, we will be
working closely with your and other offices to attempt to find a way to achieve this goal.

David, the contributions of you and your staff to the pharmaceutical coverage and cost
containment policy we are developing have been invaluable. It is my hope and expectation
that after reviewing this letter you will conclude that we are meeting your policy priorities.
However, if you have any questions, concerns or further suggestions, I urge you to give me a
call. Once again, thank you for all of your assistance.

Sincerely yours,

Hillary Rodham Clinton
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G PerIZ 0. 12958 as amended, Sec, 3.2 (c)

Initials;
Date: JJ'_‘____

PRIVILEGED AND-CONFIDENTAL MEMORANDUM‘

TO: Hillary Rodham Clinton - May 5, 1993
FR:  Chris Jennings
RE: Summary of David Pryor's Senate Aging Committee Event

Tomorrow morning, you are scheduled to join Democratic and Republican
Members of the Senate Aging Committee for a closed "healthy" breakfast meeting to
discuss aging issues and preventive health care.. After the breakfast, the Aging
Committee will convene a hearing on preventive health for older persons.

While the hearing will explore the senior prevention topic broadly, certain
witnesses will stress that tobacco and alcohol are leading causes of disease,
premature death, and health costs. Attached to this memo you will find a schedule
for the morning and a copy of Senator Pryor's draft opemng statement.

p ¢ the Hearing (Which Follows Your Meting)

The hearing will emphasize that the U.S. health care system is aggressive in its
diagnostic and treatment efforts once serious illnesses and injuries have occurred, but
that it is negligent and short-sighted in investing in prevention. It will suggest that
many of these illnesses and injuries could be avoided not only by investing in
preventive services, but by individuals taking a greater degree of self-responsibility
for their own health status.

The three leading. causes of preventable health pmblems‘wxll be explored in
detail: tobacco, alcohol, and poor diet. Specifically, one in four Americans will die as
a result of the use of tobacco and alcohol. Tobacco killed an estimated 417,000 in
1990. Alcohol killed 107,000 in 1988.

Costs of tobacco and alcohol to society and the health care system will be
quantified. The Aging Committee will release a Congressional Office of Technology
Assessment study documenting that in 1990 tobacco cost society $68 billion, including
$21 billion to the health care system. The latest study on alcohol concludes that the
1990 costs to society were $98 billion, including $12 billion to the health care system.
This information will support any effort to move to increase disincentives (taxes) for
unhealthy behaviors, such as smoking.



Bacl 1 he Senate Aging C .

The Senate Aging Committee is a permanent oversight panel established in
1961. Although its House counterpart was recently eliminated, Senator Pryor
defeated an effort to kill the Aging Committee on the Senate floor by 56-43. Senator
Reid offered the amendment, even though he sits on the Committee (and will attend
the breakfast). Senator Pryor made an emotional appeal to save the Committee.
The Committee remains at risk because a Joint Committee on the Organization of
Congress will put out a report as early as August which is likely to recommend
cutting back on the number of Congressional committees.

Anything positive you can say about the Aging Committee would be deeply
and personally appreciated by Senator Pryor. Positive comments would be welcome
at the breakfast (because some of the Members voted against the continuation of the
Committee), but particularly welcome at the 9:30 press availability. You might want .
to consider acknowledging some of the important work the Aging Committee has
produced over the years. In particular, you could highlight its work on controlling
drug costs, raising the special concerns of rural communities, highlighting the
importance of home- and community-based long term care coverage, and
publicizing the importance of cost-effective preventive health care interventions.

The following members have indicated they will attend:

Sen. Pryor, Chalrman

Sen. Glenn Sen. Cohen, Ranking Minority
Sen. Bradley . Sen. Pressler

Sen. Breaux Sen. Grassley

Sen. Reid Sen. Simpson

Sen. Graham Sen. Jeffords

Sen. Feingold Sen. Durenberger-

Sen. Krueger : Sen. Craig

Sen. Shelby Sen. Burns (arriving late)

- Many of these Members are particularly critical to us, especially Bradley, Breaux,
Graham, Cohen, Jeffords, Durenberger, and Burns. Attached for your information is
a summary of the health backgrounds of each of the Aging Committee Members.
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8:00 - 9:15 a.m.

9:30 - 9:45 a.m.

10:00 - 12:30 p.m.

SCHEDULE

May 6, 1993

Russell Senate Office Building, Room 428A
(Small Business Committee Hearing Room)

Meet with members of the Senate Special Committee on Aging.
Topics of discussion limited to aging issues and preventive health
care. You can make a brief comment on these issues followed by
a discussion moderated by Senator Pryor. Closed to press.

Quick (two minute) photo opportunity for the media at the
beginning of the breakfast meeting. Breakfast will be low-fat,
specially overseen by cable TV personality Lynn Fischer, "The
Low Cholesterol Gourmet,” who will attend.

(Lead staffer: Jonathan Adelstein for Senator Pryor. Other
majority and minority committee staff will be in the room for
breakfast, but the hearing will be closed to staff of committee
members.)

E 5 .] ] -].I |

Lisa has okayed a brief statement to the press on the importance
of aging issues, preventive health, and the role of the Senate
Aging Committee. You will be joined only by Chairman Pryor
and Ranking Republican Member Cohen. After a very brief
number of questions, Senator Pryor will cut it off.

* You then leave the Senate Office Building.

Hearing of the § A ging Commi

Title: "Preventive Health: An Ounce of Prevention Saves a
Pound of Cure." -

Witnesses will testify about the cost-effectiveness of preventive
measures, even for the elderly. They will discuss the costs to
society and the health care system of risky choices such as

- smoking, drinking alcohol excessively, and eating high-fat foods.



DEMOCRATS ON SENATE AGING COMMITTEE

SEN. DAVID PRYOR (D-AR) - Senator David Pryor is Chairman of the Senate Special
Committee on Aging. He is well liked and respected by the powerful aging advocacy
community. In addition, he is one of the few Democrats that the small business community
genuinely trusts. Further, as a former Governor, his advocacy of state-based approaches to
comprehensive reform has gained him a great deal of good will with the Governors.

Although an unassuming Member and one who does not get overly involved in detailed

policy discussions, he has emerged as one of the most influential and best liked members of -
the Senate. All of these roles ensure that he will be a key player on the health care front.

In terms of health care priorities, drug cost containment is the first, second, and third highest
priority for Senator Pryor. The concept of linking drug cost containment to tax credits
(embodied in Pryor's Prcscnpnon Drug Cost Contammcnt Act ~- S. 2000) was endorsed by
PreSIdcnt Clinton.

In addition to his drug cost containment interests, he also has a notable legislative
achievement record in rural health (relief for hospitals and incentives for primary care doctors
in medically underserved areas), state—based reform (his NGA and Clinton candidate- ,
endorsed Leahy/Pryor bill), and long-term care (his proposal for Federal standards for private
long-term care insurance policies).

Recent Developments: He backs the use of a dedicated tax for health care, perhaps a VAT.
He also supports the inclusion of a significant long-term care benefit. He believes that as
long as we will be spending billions of dollars, we should make certain to attract popular
suppon for the plan.

He and Senator Cohen joined in an effort to fight back an unsuccessful attempt to eliminate

the Aging Committee. Although the Committee won the vote on the floor of the Senate, the
committee remains vulnerable as a result of the deliberations of the Joint Committee on the

Organization of Congress.

SEN. JOHN GLENN (D-OH) - Senator Glenn has held hearings on the German and French
systems as models for health reform. He supported pay or play but not the Leadership's i
HealthAmerica bill. His concerns include the impact of reform on small business, retiree
health benefits, and potential changes to Medicare and Medicaid.

In a previous meeting with the DPC, Glenn questioned where the savings would come from
in the new system. He thinks that doctors have been unfairly vilified in debates over health
care costs. He says that their income accounts for less than one—fifth of health care spending.
He is more intrigued by the large percentage of lifetime health care costs which occur during
the last four months of life as an area for health savings.



As chairman of the Government Affairs Committee, he is likely to be interested in and
actively involved with any proposal that would fold the Federal Employees Health Benefit
Plan into the new system. Since advocates for federal employees are now asking that they be
treated the same as other large employers, they are likely to express serious reservations about
the currently envisioned program. It is therefore advisable to meet with Senator Glenn and
other chairmen of jurisdiction before any decision is made public.

SEN. BILL BRADLEY (D-NJ) - Senator Bradley is known more for his work on tax
“policy than for his work on health care financing. He has indicated an interest in introducing

health care reform legislation similar to the managed competition model that he believes the

President has been advocating. The one exception to his general support of the Clinton health

care approach may well be with regard to prescription drugs. As a Senator representing the

state which is the capital of the pharmaceutical industry, Bradley is a fierce advocate for the
industry and their concerns. With Senator Hatch, he led the fight against Senator Pryors
effort to influence the industry to contain price increases to inflation by linking their pricing
behavior to eligibility for tax credits. (The Pryor proposal was endorsed by the President
during the campaign).

As a member of the Infant Mortality Commission, Senator Bradley is proud of his work to
ensure that the Medicaid program was expanded to eventually cover pregnant women and
kids. He also is a strong advocate for preventive care services. He has sponsored several
bills on tobacco, including revised warning labels and tobacco as a drug to be included in the
Drug Free Schools program. In addition, Senator Bradley introduced legislation this year to
rase the cigarette excise tax by $1 a pack. Lastly, although he incurred the wrath of some
aging groups with his opposition to prescription drug price constraints, he has been a long-
time supporter of home and community-based long term care services, particularly with
regard to respite care services.

Recent Developments: At the 4/20 Finance Committee meeting with The First Lady,
Senator Bradley asked for an estimate of how much the plan is going to cost and how much
revenue is expected to be needed. He is very concerned about taxes and is a great advocate
of going slow on this issue. "It is more important to get it right.”

SEN. BENNETT JOHNSTON (D-LA) - Senator Johnston has been noncommittal on health
reform but wants to be a constructive player. He may defer to his Louisianan colleague Sen.
Breaux who has shown increasing interest in health care reform, since they share concerns on
its impact on small business and rural areas. His major concern is preventive care and he
will be willing to compromise on other issues if this is made a high priority in the package.
While he is not opposed to managed competition he sees problems with regional pricing. In
discussions with the HCTF in the past, he has asked whether everyone will be in the
purchasing cooperative and whether doctors will be able to charge higher fees outside of the
package. Senator Johnston is also concerned with the financing of the health care package.



SEN. JOHN BREAUX (D-LA) - Senator Breaux is the second most junior Member of the
Finance Committee. He is one of those up and coming "New Democrats" for whom many
see a bright future. His politics are moderate to conservative but he is known more as a
pragmatist than an idealogue. In the area of health care, Breaux is yet another of the
Committee members who care deeply about small businesses and rural health care.

Prior to this year, Senator Breaux was not overly active in health care issues. That changed
when he introduced the Conservative Democratic Forum's managed competition bill with
Senator Boren in 1992. He is very concerned, however, about the bill's limitations with
regard to assuring adequate access to health care in rural areas. He is also concerned about
whether this approach will actually achieve broad-based cost savings. Despite this, he
remains uncomfortable with the alternatives and he will want to make sure that the
Conservative Democratic Forum's model is used as much as possible during the upcoming
debate. He opposes price caps and freezes to control costs.

Recent Developments: At the Finance Committee meeting (4/20), Senator Breaux stated that
he was very encouraged about what he was hearing. He believes people want health care
reform but it will be important to sell the benefits first (and sell people on what they are
getting). He wants the plan to be bipartisan and thinks it should contain malpractice reform.
the Senator has made very positive public comments about the prospects for health care
reform and praised the consultative process with both Democrats and Republicans. In
addition, at the invitation of Ira Magaziner, he joined the President at the Democratic
Leadership Conference meeting in New Orleans.

SENATOR RICHARD SHELBY (D-AL) - As you know, the media has made much of the
rift between Senator Shelby and the White House. He is a conservative Democrat whose vote
is considered tough to get. While he has said that he is waiting to see what the President
puts forth, he has expressed some clear views regarding health care reform. He opposes
"single payer" or any other "top-down" system. He believes there needs to be local control
and decision making. He is anti-employer mandates, anti-rate setting, and has significant
small business concerns. Some self-insured people have used managed care very well in
Alabama.

Recent Development: In March, Senator Shelby sent a "Dear Colleague” asking for
cosponsors for his resolution expressing a "sense of the Congress. that any National Health
Care reform legislation must ensure that every person covered under the plan has access to

~ coverage for medically and psychologically necessary treatments for mental disorders. Such
access should be equitable to coverage provided to treatments for physical illnesses.”



SEN. HARRY REID (D-NYV) — Senator Reid is in his second term in the United States
Senate. Traditionally not outspoken on health issues, he spends most of his time with his
Appropriations and Environment and Public Works committees. He has yet to take a position
on a particular reform model. He is waiting to see what the HCTF and the President have
developed. The Senator stresses rural health issues and wants lead screening emphasized.
He's concerned about mandated benefit packages because he believes they have not worked at
the state level. He is also worried about the impact of reform on physicians' earnings.

SEN. BOB GRAHAM (D-FL) - Senator Graham wants to support the President and, not
surprisingly, is most concerned about long term care being included in the final package.
With Florida recently enacting health care legislation, he may be sensitive about state
flexibility. He is okay on employer mandates and wants to be a player on global budgets.
However, he would be concerned if Florida were somehow adversely affected in comparison
to other states. His staff is working on the White House Long Term Care Working Group.
In previous meetings with the HCTF, he was worried about the role of the Public Health
System.

SEN. HERBERT KOHL - Senator Rockefeller believes Senator Kohl will likely support
the President. Senator Kohl is one :of the wealthiest members of the Senate and spent freely
of his own money to win this seat. Using the slogan "Nobody's Senator But Yours," Kohl
tried to portray himself in a positive light as a candidate not beholden to special interests. He
is up for re-election in 1994. He does not support single payer and has not taken a position
yet on managed competition. He is comfortable with employer mandates if coupled with
adequate subsidies. Insurance companies are the second largest employer in the state of
Wisconsin, which may be a concern for him. He is a member of the Mitchell working group
and members of his staff are participating on the HCTF working groups.

SEN. RUSSELL FEINGOLD (D-WI) — Freshman Senator Feingold has also adopted a
wait-and-see attitude but is likely to support the President. In meetings with the HCTF he
has discussed the need for long term health care, particularly home and community based care
for the elderly and the disabled. Senator Feingold is also concerned abut coverage for
farmers. At the state level he was a sponsor of single—payer legislation in Wisconsin.

Recent Development: At the 4/30. bipartisan meeting with the Senate, Senator Feingold
asked about long-term care and home care. In particular he wanted to know how the states
would be affected by the Administration's proposals. This is particularly important to him
because Wisconsin is ahead of the game on this issue.



SEN. BOB KRUEGER - Senator Krueger is fighting for his political life trying to hold onto
Secretary Bentsen's former Senate seat. He recognizes the importance of the issue, but is
preoccupied with returning to the Senate. It is difficult to foresee his positions, or even worry
about them at this point.

Recent Developments: Senator K:ﬁeger is now engaged in an election run-off with Texas
State Treasurer, Kay Bailey Hutchinson. The Republicans are gearing up for a victory as a
slap to Clinton. - '



REPUBLICAN MEMBERS OF THE SENATE AGING COMMITTEE

~

WILLIAM "BILL" COHEN (R-ME) - Senator Bill Cohen from Maine was elected to the
Senate in 1978, winning against Senator Hathaway by a large margin. His platform then

- focused on rmlxtary strength, and that won him a seat on the Scnatc/Armed Services

Committee. He is currently on the Senate Committee on the Iudlcxary, the Senate Committee
on Governmental Affairs, the Senate Committee on Armed Services, the Senate Special
Committee on Aging, and the Joint Committee on the Organization of Congress. He is
considered to be an unpredictable and at times a liberal chubhcan, whose home state
priorities often override partisan votes.

Last scssion, Senator Cohen worked on a health care package which included a refundable tax
credit for health insurance premiums and a nationwide low-cost basic benefits package. -

On January 27, 1993, Senator Cohen submitted S. 223, the Access to Affordable Health Care
Act, a bill to contain health care costs and increase access to affordable health care, and for
other purposes. Senator Cohen also co-sponsored Senator Mitchell's Freedom of Choice Act.

Senator Cohen is one of the ten Republican Senators we have a possibility of getting at the
present time. He requested that you attend an event in Maine at the same time you went to
Nebraska for Senator Kerrey. The First Lady may want to extend regrets. Doing something
in Maine and not heavily involving Senator Mitchell is not recommended. An underlying
rivalry exists between Senators Mitchell and Cohen. Apparently he may ask you again for

another event; we advise not to commit at this time.

Recent Developments: At the bipartisan meeting with the Senate last Friday (4/30),

-Senator Cohen asked about global budgets and caps. In addition, he wanted to know how

price controls (if any) will work. Cohen also asked about the process and gave his advice on
consultation. In addition, he expressed interest in long-term care.

Senator Cohen joined Senator Pryor in an effort to fight back an unsuccessful attempt to
eliminate the Aging Committee. Although the Committee won the vote on the floor of the
Senate, the committee remains vulnerable as a result of the deliberations of the Joint
Committee on the Orgamzatxon of Congress.

SENATOR LARRY PRESSLER (R-SD) - Senator Larry Pressler is a moderate to
conservative Republican from the State of South Dakota. Known mostly for wanting
Congressional reform, he has fought against pay raises and other issues that are popular back
home. Senator Pressler has a tendency to vote the ways the current political winds are
blowing. Early in his career, he was known as a liberal Republican, then a conservative and
is now known as a moderate Republican. Senator Pressler was narrowly re—elected to the
Senate in 1990, and is expected to face a strong challenge from the very popular ,
Congressman-at-large, Tim Johnson, in 1996. Lately, many negative articles have been
written about Pressler in South Dakota, which has caused his popularity to slip. However,



much can happen in the next four years.

His health views are not widely known. And it is also unclear whether he will fall to either
the Chafee or Gramm side of the current Republican health care debate.

Recent Development: At the 4/30 bipartisan meeting with the Senate, the Senator asked
about when the Administration hopes to have floor action on the plan. He also asked about
malpractice reform. ‘

SENATOR CHARLES GRASSLEY (R-IA) - Senator Grassley is one of those Senators
who can give the impression (since he is not a detail-oriented person) that he is less than
sharp and not a significant player. This is not the case. Although he may not be extremely
quick, he has a very sensitive and ‘accurate gut for politics and policy and, with a very
capable staff, he has managed to become quite an effective member of the Finance
Committee. A

Grassley's primary health care interest has been rural health care. Again, like most other
Finance Committee members, the Senator has been greatly concerned about perceived
inequities in reimbursement to rural providers.

Recent Development: Senator Grassley, as he stated at the 4/20 Finance Committee
meeting, appreciated The First Lady's trip to Iowa. He was, according to Senator Pryor,
impressed with your presentation before the Finance Committee and, again only according to
Senator Pryor, said "Hillary is too smart for Republicans." He has also indicated his support
for malpractice reform.

SENATOR ALAN SIMPSON (R-WY) - Wyoming's junior Senator, Alan Simpson, handily
won re-election in 1990, and currently serves in the Republican leadership as Minority Whip.
Simpson serves on the Judiciary Committee, the Environment and Public Works Committee,
the Veterans' Affairs Committee, and the Special Committee on Aging. He has taken partisan
positions on issues like the Clean Air Act and other environmental issues, but breaks with
many Republicans in his pro-choice stance.

Senator Simpson rates the following as his top priorities: state flexibility, rural and frontier
delivery problems, managed competition's applicability to rural areas and incentives for
medical personnel to serve in underserved areas.

Senator Simpson is currently siding with the Chafee side of the Senate Republican health care
debate. Also, in a letter to the First Lady in early March, he was very complimentary about
her meeting with the Republican Senators and her mastery of health care reform.

Recent Development: At the 4/30 bipartisan meeting with HRC and the Senate, Senator
Simpson asked about paying for the new health care system. In addition he asked about
CHAMPUS and DOD, what would happen to them?



SENATOR JIM JEFFORDS (R-VT) - Senator Jim Jeffords is a progressive Republican
who has shown a fair amount of interest in health-related matters. He has sponsored his own
bill (The Medicare Health Act), a single-payer approach with 70% federal financing. He
believes his is a unique approach and really hopes that the Administration considers his
proposal seriously. ,

According to his staff, the main agenda item for Senator Jeffords this year will be the ERISA
preemption. This is an especially important issue for Vermont, which currently has a waiver
application in order to pursue comprehensive reform in the state. As a result, he would also
like to see state flexibility built into a comprehensive reform initiative.

Senator Jeffords is an advocate of improving access to health in rural areas. As part of health
reform, Jeffords believes there needs to be an emphasis on primary care and efforts that
encourage providers to enter primary care. He also favors loan deferment programs and
expansion of the National Health Service Corps (NHSC) which aim to address the provider

- shortage issue in rural communities. Jeffords has raised questions regarding how managed
competition will affect the need for primary practitioners.

Jeffords has also taken an active stance on lifting the ban on fetal tissue research, increasing
AIDS education, and eliminating the special market exclusivity for producers of orphan drugs
(drugs for rare diseases). In addition, Jeffords has been taking a lot of credit lately for the
fact that the President advises the Administration will be providing lots of state flexibility.
This public credit-taking has alienated Senator Lcahy in particular because Leahy believes he
is the leader in this area.

Recent Development: At the May 4 bipartisan Senate Labor and Human Resources meeting,
he stated his view that we should integrate Medicare into the Administration's proposal. He
also mentioned that we should emphasize preventive care and childhood nutrition.

SENATOR JOHN MCCAIN (R-AZ) - Secnator John McCain of Arizona is conservative
with a carccr—mlhtary background. As a former prisoner of war himself, he has focuscd on-
the POW/’MIA issue in his work on the Armed Services Committee.

In the area of health care, he sponsored the Children's Health Care Improvement Act of 1993
(S. 28) which secks to improve the health of the nation's children. He has also sponsored the
- Medicare Provider Payment Equity Act of 1993 (S. 31) which would repeal the reduced
Medicare payment provision for new providers. The Senator also co-sponsorcd Senator
Dole’s Medicare reform bill.

Senator McCain is siding with Senator Gramm in the health care rift in the Republican party.
As you know, there is a growing ideological debate among the Senate Republicans on how to
proceed on health care. On the one side is the Gramm-McCain group which espouses the



use of Medical IRAs as a way to make health care avallable to consumers. On the other side
of the debate is the Chafee side, which favors a more government—sponsored approach to
curing what ails our health care system. Senator McCain is sympathetic to the '
pharmaceutical industry..

DAVID DURENBERGER (R-MN) - Senator Dave Durenberger, the ranking Republican on
the Finance Committee Subcommittee on Medicare, is one of the Committee's most well
versed Members on health care reform. He also is one of the few Members who has served
concurrently on the Labor and Human Resources Committee (the other major health care
committee) and the Finance Committee. He is a moderate who is viewed by the Republican
leadership as somewhat of a loose cannon. Because of this and his long-standing interest in
health care reform, Durenberger, t0o, is a candidate to be a possible and important ally.

In the last Congress, he joined Senator Bentsen as the lead Republican on the Texas Senator's
incremental (insurance market reform, etc.) health reform initiative. He has been a key health
care player for years, however. He now is the ranking Republican on Jay Rockefeller's
Subcommittee on Medicare and Long Term Care, and he has served as either a Chairman or
ranking Member of this Committee for years. In addition, he served (as a Vice-Chair) on the
Pepper Commission. While he joined all the other Republicans in voting against the access
recommendations of this Commission, (he did vote for the long-term care recommendations)
it is important to note that it was unclear that Senator Durenberger was going to vote against
the Pepper Commission recommendations until very late in the process. An important
offshoot of this experience, though was the close workmg relationship he forged with
Rockefeller.

Most recently, Durenberger has focused on state—based health reform initiatives. He does not
believe that a consensus yet exists for national reform and his own state is tired of waiting.
Minnesota has a long tradition of moving ahead on health care reforms. It is one of the S or 6
states that has gone ahead and passed legislation to implement its own reform proposal.

Minnesota is also THE nation's capital of managed care/HMO delivery systems. As a result,
Minnesota has historically been more efficient than other states in terms of the delivery of
health care. Senator Durenberger will be very concerned about the allocation of the global
budget, particularly that it does not reward the inefficient at the expense of the efficient.

Senator Durenberger called Chris Jennings on April 17 to talk about health policy substance
and strategy. He indicated his nervousness with any price controls. He said he thought we
could get some savings for speeding up implementation of the new physician payment system.
He also urged us to find a way to fold in Medicare into whatever we do. At a meeting with
Ira Magaziner on April 21, Durenberger stressed that, unlike some Republicans, he thinks we
can and should do health care this year, although he expressed reluctance about universal
coverage (and its associated costs) in the near term. Feedback from Governor Carlson's office
was very positive, but Durenberger is still telling the press that he's against new taxes and

isn't sure the bill can be moved this year.



" At the bipartisan meeting with the Senate last Friday (4/30), Senator Durenberger outlined the
major problems for Republicans: Employer mandates, global budgets, and stand-by authority
for cost controls, how much federal guidelines would be imposed on the states, how much
authority would the states have in the Health Alliances, and the $100 billion figure.

Recent Development: At the May 4th bipartisan Senate Labor and Human Resources
Committee meeting, Durenberger stressed that market based capitation, rather than

enforceable budgets should be the course the President should take. In addition, be stated that
Minnesota was good at controlling costs with a market-based system. He also asked about
Accredited Health Plans (AHP) and urged reform of the Federal Employees Health Benefit
Program (FEHBP). Lastly, Senator Durenberger urged that the President call former HHS
Secretary Otis Bowen to get the benefit of his views.

SENATOR LARRY CRAIG (R~ID) - After ten years in the House, Senator Larry Craig
won his bid for Senate in 1990, filling the open Senate seat vacated by the retiring Senator
McLure in 1990. As Idaho's junior senator, he believes strongly in economic development
and is opposed to environmental restrictions and government regulations. He currently sits on
the Senate Committee on Energy and Natural Resources, the Senate Committee on
Agriculture, Nutrition, and Forestry, the Senate Special Committee on Agmg and the Joint
Economic Committee.

Senator Craig co-sponsored Senator McCain's Medicare Provider Payment Equity Act of

1993, which is designed to amend the Social Security Act to repeal the reduced Medicare
payment provision for new providers. He also co—sponsorcd Scnator Dole's recent bill on
Medlcarc (S. 176).

SENATOR CONRAD BURNS (R~-MT) - Senator Burns is Montana's junior Senator. The
best description of him appeared in the 1992 edition of The Almanac of American Politics:
"Burns...is almost a stereotypical Easterners version of a westemn politician. He picks his
teeth with a pocketknife, chews tobacco, and tells deadpan jokes." Burns came to the Senate
in 1988, defeating incumbent John Melcher. - '

Senator Burns is a quiet Senator with a conservative voting record. Although he is on the
Republican Health Care Task Force and on Senator Pryor's Aging Committee, he is not very
outspoken on health issues. He is a cosponsor of Senator Kassebaum's BasiCare Health
Reform Bill and is interested in meeting with you next week. He is particularly supportive of
the bill's rural health provisions.

Recent Developmént: Senator Burns is scheduled to meet with The First Lady along with
Senator Kassebaum and Representatives Glickman and McCurdy on Thursday, May 6th.



SENATOR ARLEN SPECTER (R-PA) - Pennsylvania's Senator Arlen Specter defeated
Lynn Yeakel last fall, despite the initial momentum generated by his opponent over the
‘Senator's questioning of Anita Hill. He has long staked a claim to traditionally Democratic
issues, like support for labor and women's rights. He currently serves on the Judiciary
Committee, the Energy and Natural Resources Committee, the Appropriations Co::nmmee, the
Veterans' Affairs Committee, and thc Special Committee on Aging.

During last fall's campaign, Senator Specter proposed a health care reform package focused
on preventive care, while increasing federal funding for health care. He also touted his co-
sponsorship of the "Health Care Access and Affordability Act of 1992," a consumer choice
based health care reform proposal..

Recent Development: At the 4/30 bipartisan meeting with the Senate, Senator Spectof asked
about bipartisanship and how much it would cost.



