
QUESTIONS AND ANSWERS ON PRESCRIPTION DRUGS 
j,, 

Q: : The White House is strongly criticizing the Republican prescription drug benefit. 
What are your concerns about this proposal, and does this mean that any possibility 
of a compromise on prescription drugs this year is dead? 

A: 	 First, it is encouraging that the Republican leadership has finally begun to work on 
proposals to provide prescription drug coverage to Me(licare. beneficiaries., Last 
year, the Republicans were unwilling to even discuss this i~sue, and this year, they are 
saying that they want to address it. 

The policy doesn't live up to the rhetoric. While this is an encouraging development, 
the major problem is that their policies don't match their rhetoric. Their approach is 
underfunded, unlikely to be available to all beneficiaries, and would inevitably be 
unaffordable to millions of seniors and people with disabilities, even if it is available. in' 
some places. 

Reneges on funding commitment for a meaningful prescription drug benefit. Just 
recently, we learned that the Republican budget committee chairmen are dedicating as 
little as half of the $40 billion they'previously committed to improving the Medicare 
program to a prescription drug benefit. Moreover, because they are refusing to release 10 
year immbers on their proposal, we fear they are attempting to conceal the fact that their 
exploding tax policy will eat up virtually all reveriue necessary to adequately fund a drug 
benefit into the future. 

Does not assure availability of prescription drug coverage. And because they're 
relying on the private insurers to voluntarily offer a drug-only benefit (that the industry 
itself has said they cannot support), this policy cannot be guaran'teed to be available to all 
seniors in need of a drug benefit. 

Not affordable for most seniors, even if it is available. Furthermore, because they only, 
provide direct premium assistance to seniors with annual incomes of under $12,600, their' 
benefit will not be an affordable option even ifit's available. This would be the first time .. 
in the program's history that we did not provide premium assistance for benefits, and it 
would undermine the social insurance concept of the progr'am. . 

Older Americans are not interested in placebos - they are interested in a real drug 
. benefit. It is simply untenable for us not to act on this issue when we know the whole 
future of medicine will become increasingly dependant on the use oflife-saving 
medications. . 

More work needs to be done. It is our hope that just as the Republicans' interest in this 
issue has evolved from nothing to good principles but bad policy, that it can further 
evolve into good policy as well as good principles: We stand ready to work with 
Republicans and Democrats - in the context of broader refonn - to further strengthen and 
modernize Medicare. . 



.. 
q: . Would the President veto a prescription drug plan that was limited to low income. . 	 , . 

beneficiaries? 

A: 	 I'm not going to entertain hypothetical questions. I will say this: Since over half of the 
elderly without drug coverage have incomes above 150 percent of the poverty level ~nd 
millions more have inadequate, expensive, and undependable coverage, it is hard to 
imagine why anyone in Congress would advocate a low-income, only approach. 

We just don't think it's righttordeny access to a Medicare prescription drug benefit to a 
widow who earns $25,000 a year in income. We don't thi'nk that income is or should be 
viewed as wealthy and therefore somehow not deserving of an affordable prescription 
drug option. . , 

Q:·Would the President support an income related premiuh-t fora drug benefit or for 
the program as a whole? . 

A: 	 He has not ruled out any such approach. In fact, in previous years the President has 
supported this concept. However, last year, it became clear that many Republicans and 
Democrats had major concerns with such approaches, and that we would not be able to 
achieve bipartisan consensus for it. . . 

We all know that a necessary precondition for any successful health reform initiative is 
achieving bipartisan support. If it becomes clear that members in both parties are willing 
to entertain an income related approach, we certainly will ~ork with them to see if a . 
consensus position can be developed. 

Q: 	 What is your position on the Graham-Conrad proposal for a Medicare prescription 
drugs benefit that includes an income related premium? Does this mean that the 
Administration supports the income related provisions that would have higher 
income beneficiaries pay more for a prescription drug option? 

A:' We are encouraged that it appears to meet the principles that we and the Senate 
Democratic leadership recently laid out, including being voluntary, affordable, 
accessible, meaningful, competitively managed, and consistent with overall structural 
. reform. Since the beginning of the Administration, the President has indicated his 
openness to an income related approach for the Medicare program. This approa,ch is 
completely different from a means tested, benefit that would. allow only low-income 
. beneficiaries to access any voluntary benefit at alL However, it needs to be workable, 
administratable, and designed to attract bipartisan support. In the context of a 
prescription drug benefit, we also need to determine whether it would create an adverse 
selection problem, in which only the less healthy populations might opt for this benefit if 
it became too expensive. Having said this, we remain open to this type of approach, and 
will fully evaluate it when the,details of the proposal become avaIlable. 



Q: 	 Doesn't the revised Trustees Report released today red~ce the pressure for reform? 

A: 	 The Trustees Report does not change the fact that the Medicare population will double 
from 40 to 80 million beneficiaries over the next 35 years. The longer we wait to· reform 

"theprogram, the harder it will become to address the challenges it faces. In particular, 
the baby boomers recognize the importance of starting now to 1J1ake the program more 
efficient, better able to meet the challenges of the 21 st cen1:4ry, and ensure they will not be 

" a burden on their children. They also understand that avoiding this problem will not 
make it go away. 

Q: 	 How can you justify a revenue transfer of $300 billion t6 the Medicare program to 
extend solvency at a time when the Medicare program i~ in its strongest solvency 
position in 25 years? Doesn't this effectively kill the President's proposal to use 

.. surplus dollars in this way? 	 ' , 

A:' Dedicating a portion of the surplus to extend the solvency qfthe Medicare program not 
, only protects surplus revenue from being spent on excessive and ill-advised tax cuts, it ' 
. also helps buy down the nation's debt, freeing up resources-which can be used todeal 

with the inevitable demographic challenges facing the program. Most Americans would 
much prefer, that we take care of first things first and address the undeniable fiscal and 
demographic burdens that will be imposed upon our health care system and our economy. 
The President's proposal is in actuality an economically conservative mechanism to 
strengthen not only Medicare, but the ecqnomy as a whole. _ Once the Congress fully 
recognizesthis~ we have some confidence that they will moye to protect these dollars and 
p,reserve them for the inevitable demographic challenges faCing the Medicare program. 

I 

Q: 	 If the Trust Fund is already solvent until 2025, how many additional years of 
solvency are gained under the President's plan? 


. c.....fr~. 


A: 	 We have not scored the P~sident's Medicare reform propo~al on the new baseline. 
C~y,"While itwould~xtend the life of the Trust Fund beyond 2030, it would be 

, premature to speculate until the official estimate has been completed. 

Q: 	 Why do you believe today's announcement from the Medicare actuary enhances the 
likelihood that the Congress will pass a prescription dru~ benefit this year? 

A: 	 Because of the success of our efforts to make the program more efficient and free from· 
fraud and abuse, the program has become stronger and better able to be modernized to 
include the provision of a new, voluntary, prescription drug~benefit. We now know that 
the program is not only stronger, but so too is the economy.' As a consequence, we have 
the resources to help finance this drug benefit within the contextof broader reforms that 
modernize andstrengthen t e rogr .- .[u.fail to take advantage ofthls opportunity is-t
suggest SSlve, unnecessary, and economically damaging tax cuts are more 
. portant than providing prescription drug coverage for our! nation's seniors .. 
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" 'Q: 	 Ar~ you abandoning your proposal to struCtura:lly reform the program? Why are 
you focusing almost exclusively on the prescription drug benefit? 

A: 	 The President has never made a statement about the need for a new prescription drug 
benefit without underscoring his strong belief that it should be provided within the 
context of broader reform within the program as a whole. Clearly, the prescription drug 
benefit is viewed by many and likely is :- the engine for this nec~ssary reform, bu~ it 
should not be done outside of this context. Moreover, we do nOt believe it is likely that' 
this Congress, and partiCUlarly th~ Senate Finance Committee, will pass any prescription 
drug benefit without also passing some important reforms that make Medicare more 

\ competitive and successful in combating wasteful spending in the program. 

Q: ' 	 The Medicare Payment AssessmentCommission just re~ommended that hospital 
payment rates be increased. Does the Administration agree with this 
recommendation and reject its own budget proposal to cut Medicare provider 
payments? ' 

A: . 	 We've always stated that we would like to receive any information that validates 
concerns about payment adequacy. As the President has made clear in the past, he wants 
to make certain that access to high quality services is assured in the Medicare program. 
We are reviewing the MedPAC recommendation closely to'determine whether any' 

. . /inodification to our previ~us positions on provider payment is warranted. We have not 
V finalized that review as of~t time. : . . , '. 

Q: 	 .What about other provider payment shortcomings? What about Wick your 

provider]? 


A: 	 Once again, we are actively seeking reliable information 011 appropriate payment rates for 
all providers that participate in the Medicare program. We have yet to complete a review 
of any such information, and in fact, are still awaiting additional analytical materials . 
regarding provider payment rates in this area., \ 

Q: 	 Why do you believe it is possible to pass a prescription drug benefit with so few days 
left before the elections? ' 

A: 	 We have found that election years are frequently the time tliat much of our work gets 
done, because Members of Congress need to be much more responsive to the desires of 
their constituents. This, together with meeting the unrnet needs of seniors through 
Medicare reform, makes us believe there is a real chance fohictionthis year. We believe 
that the members will not want to return to their districts wi~hout addressing this issue. 



Q: / 	 IfDemocrats and Republicans are so far apart, is comp~omise even possible? 

A: 	 The Republican party has moved a long way in just the last' year. Last year, they 
wouldn't even mention the drug issue; then they suggested a block grant approach; and 
now, although it is still severely flawed, they are suggesting some type ofbenefit for, 
Medicare beneficiaries. We hope and believe this evolution will continue, and as we 
continue to inform the public and the Congress about the best policy approaches to· 
dealing with this overwhelming health care challenge so that realistic and workable 
policies can emerge from the Congress. . . . 

QUESTIONS AND ANSWERS ON THE VICE PRESIDENT'S DRUG PROPOSAL 

Q: 	 Does the Vice President's prescription drug proposal reflect the Administration's 
policy for catastrophic drug coverage? . . 

A: 	 The Vice President's proposal is his own initiative .. I have made no final decision about 
the structure or design of the policy he would like to see included in any final Medicare 
reform initiative. As we indicated at the time I unveiled the budget, I want to work in a 

. 	 I 

bipartisan fashion with the Congress, consumers, and other interested parties to develop 
the best approacQ. and that review process has not been completed. 

Q: 	 Well, what do you think ofthe Vice President's proposal? Could you support it? Is 
it a policy worth considering? 

A: 	 It certainly is a thoughtful proposal worthy of consideration;. We are evaluating a series 
of options in regards to their impact on consumers, the pharmaceutical industry, the 

. Medicare program, and the overall budget. 

Q: 	 Do the cost of this benefit that he is proposing seem to be consistent with your 
estimates? 

A: 	 From everything we know, the cost estimates are within the' ballpark - but again, we 
. haven't completed our evaluation of options or costs of any:particular policy. . 
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'Ql: 	 The White House is strongly criticizing the Republican prescription drug benefit. ,What 
are your concerns about this proposal, and does this mean that any possibility of a 
compromise on prescription drugs this year is dead? 

A: 	 First, it is ericouraging that the Republican leadership has finally begun to work on 
proposals to provide prescription drug coverage to Medic~re beneficiaries. Last year, the 

, Republicans were unwilling to even discuss this issue, and this year, they are saying that they 
want to help make prescription drugs more affordable to all Medicare beneficiaries. 

The policy doesn't live up to the rhetoric. While this is an encouraging development, the 
major problem is that their policies don't match their rhetoric. Their approach is underfunded, 
unlikely to be available to all beneficiaries, and would inevitably be unaffordable to millions of 
seniors and people with disabilities, even if it is available in some places. 

'. 	 Reneges on/unding commitmentfor a meaningful prescription drug benefit. Just 
recently, we learned that theRepublicans proposed a budget resolution that dedicated as 
little as $20 billion to improving the Medicare progranl to include a prescription drug 
benefit. Moreover, because they are refusing to release 10-year numbers on their proposal, 

. we fear they are attempting to conceal the fact that their exploding tax policy will eat up 
virtually all revenue necessary to adequately fund a drug 1:?enefit into the future. 

• 	 Does not assure availability o/prescription drug coverage. And because the Republican 
plan relies on private insurers to voluntarily offer a drug-only benefit, this policy canriot be 
guaranteed to be available to all seniors in need of a drug )Jenefit. The insurance industry 
itself has expressed skepticism on the Republican approach. Chip Kahn, president ofthe 
Health Insurance Association ofAmerica, said recently, "I don't know of an insurance 

, company that would offer a drug-only policy:like that, or even consider it ... The idea of 
marketing a plan with just drugs has all kinds ofproblems." 

• 	 Not affordable for most seniors, even ifit is available. Furthermore, because they only 
provide direct premium assistance to beneficiaries with annual incomes of under $12,600, 
the Republican benefit will almost inevitably fail to be an :affordable option even if it's 

'\ 

available. This would be the first time in the program's history that we did not provide 
. universal premium assistance for benefits, and it would uQ.dermine the social insurance 
concept of. the program. 

Older Americans are not interested in placebos - they are'interested in are~1 drug 
benefit. It is simply untenable for us not to act on this issue when we know the whole future of 
medicine will become increasingly dependant on the use of life-saving medications. 

Policy must change to be meaningful to beneficiaries and acceptable to the President. It is 
our hope that just as the Republicans' interest in this issue has evolved from nothing to good 
principles but flawed policy, that it can further evolve into gopd policy as well as good 
principles. We stand ready to work with Republicans and Democrats - in the context of 
broader reform - to further strengthen and modernize Medicare. 

. " 
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Q2: 	 Would the President veto a prescription drug plan that was limited to low income 


beneficiaries? 


A: 	 It is in no one's interest to entertain hypothetical questions. If is important to note, however, 
that the President believes that middle-income beneficiaries such as a widow who has a 
$25,000 pension, should have access to an affordable prescription drug option. Over half of 
Medicare beneficiaries without drug coverage have incomes above 150 percent of the poverty 
le~el and millions more have inadequate, expensive, and undependable covera'ge., It IS hard to 
imagine why anyone in Congress would advocate a low-income only approach. 

, . " ' 

Q3: 	 Would the President support an income-related premium for a drug benefit, like in the 
Graham-Conrad (Robb-Bryan) bill, for the program as a whole? 

A: 	 , He has not ruled out any such approach. In fact, in previous years the President has supported' 
this concept. This approach is completely different from a means tested benefit that would' 
allow only low-income beneficiaries to access any voluntary benefit at all. However, we need 
to determine whether it would create an adverse selection problem, in which only the less 
healthy populations might opt for this benefit if it became too 'expensive. It also needs to be 
workable, administratable, and designed to attract bipartisan support. Last year, it became clear 
that many Republicans and Democrats had major concerns with such approaches. We all know 
that a necessary precondition for any successful health reform initiative is achieving bipartisan 
support. If it becomes clear that membersin both parties are willing to entertain an income' 
related approach, we certainly will work with them to see if a ;consensus position can be 
developed. ' , 

Q4: 	 What is your position on the Graham-Conrad proposal for a Medicare prescription. drugs 
benefit? 

A: 	 We are encouraged that it appears to meet the principles that we and the Senate Democratic. 
leadership recently laid out, including being voluntary, affordable, accessible, meaningful, ' 
competitively managed, and consistent with overall structural,reform. We look forward to 
seeing the. final bill and will assess our position on it then. . 

, 	 . 

Q5: 	 Doesn't the, revised Trustees' Report released today reduce the pressure for reform? . 
, 	 , 

'A.• ' 	 The Trustees' Report. does not change the fact that the Medicare population will double from 
40 to 80 million beI).eficiaries over the next 35 years. The longer we wait to reform the , 

, program, the harder it Will become to address the challenges itfaces. In particular, the baby 
boomers recognize the importance of starting now to make the program more efficient, prepare 
it to meet the challenges of the 21 st century, and ensure they willnot be a burden on their . , 
children. They also understand that aVQidingthis problem will not make it go away. 

Q6: 	 How can you justify a revenue transfer of $300 billion to the Medicare program to extend 
solvency at a time when the Medicare program is more solvent than ever? Doesn't this 
effectively kill the President's proposal to use surplusdoll~rs in this way? 
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Q7: 

A: 

Q8: 

A: 

Q9: 

A: 

Dedicating a portion ofthesurplus to extend the solvency ofthe Medicare program helps buy' 
down the nation's debt, freeing up resources which can be used to deal with the inevitable . 
demographic challenges facing the program. Most Americans would prefer that we take care 
of first things first and address the undeniable fiscal and demographic burdens that will be 
imposed upon our health care system and our economy rather than squander the entire surplus 
on an exploding tax cut. The President's proposal represents ~ conservative mechanism to 
strengthen not only Medicare, but the economy as a whole. Once the Congress fully recognizes 
this, we have some confidence that they will move to protect these dollars and preserve them 
for the inevitable demographic challenges facing the Medicar~ program. Additional revenue is 
required to make Jthe program financially sound for the next generation of beneficiaries. 

If the Trust Fund is already solvent until 2025, how many additional years of solvency are 
gained under the President's plan'! 

We have not estimated the effect of the President? s Medicare teform proposal on the new 
baseline. Certainly, while it would extend the life of the Trust Fund beyond 2030, it would be 
premature to speculate until the official estimate has been completed. ' 

Why do you believe today's announcement from the Medi~a ..e actuary enhances the, 

likelihood that the Congress will pass a prescription drug benefit this year? 


, ' ' 

Because of our successful efforts to make the program more efficient and reduce fTaud and 
abuse, the program has become stronger and better prepared for a new, voluntary, prescription 
drug benefit. Moreover, the economy,has never been stronger:. As a consequence, we have the 
resources to help finance this drug benefit within the context of broader reforms that modernize 
and strengthen the program. To fail to take advantage of this opportunity is to suggest that 
excessive, unnecessary, and'economically damaging tax cuts. are more important than providing. 
prescription drug coverage for our nation's seniors. " , 

IfDemocrats 'and Republicans are so far apart, is compro~ise even possible? 

The Republican party has moved a long way in just the last year. Last year, they wouldn't even 
mention the drug issue; then they suggested a low-income block grant approach; and now, 
although it is still'severely flawed, they are suggesting some type of benefit for all Medicare 

. beneficiaries. We hope and believe this evolution will continue, especially as we continue to 
'inform the public and the Congress about the extent of this ov~rwhelming health care challenge 
and realistic and workable policy options emerge from the C0t;lgress. 

I, ' 
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QH): 	 Why do you believe it is possible to pass a prescription drug benefit with so few days left 
before the elections? ' ' 

A: 	 The President has repeatedly stated that election years are times ,that we can getmore 
accomplished than normal. In the last Presidential election year -..:. 1996 - we passed and 
enacted the Kennedy-Kassenbaum, welfare reform initiatives,: and an increase in the minimum 
wage. Elections have a way of bringing politicians closer to the people they represent, and' 
because the public strongly supports the addition of a long overdue voluntary prescription drug 
benefit to Medicare, the President believes that it is very pOSSIble to see a bipartisan consensus 
emergeon this issue in the context of broader reforms for the program., ' , 

I 

" 

Qll: 	 Aren't both the Democrats and the Republicans dedicating significant resources to a drug 
benefit? Is there really a difference between the two prop~sals? 

, 

A: Unfortunately, there is a large difference between the President's proposal and the House' 
, 	 ' ' 

Republican outline. Although it's difficult to say for certain, since the Republican 
'. 1 	 , , 

announcement raises more questions than it answers, it is clear that their approach could not 
assure access to an affordable, voluntary, prescription drug bepefit for all Medicare 

,beneficiaries. As the President has stated repeatedly, we need; to have an adequately financed 
voluntary prescription drug benefit that all Medicare beneficiaries in need of coverage can 
access. The design of this policy, no matter how many dollars are dedicated to it, will make a 
difference in its accessibility and affordabilityto both beneficiaries and the program asa whole. 

, 	 I , 
Having said this,it is also clear that the Rep'ublican leadership has n~t even agreed to dedicate 

, the same level of resources that the President has.' . 

Q12: 	 Are you abandoning your proposal to structurally reform;the program? Why are you 
focusing almost exclusively on the prescription drug benef~t? 

, 	 I .. 

,i 	 , " 
. 'A: . The President has never made a statement about·the need for a new prescription drug benefit 

without underscoring his strong belief that it should be provided within the context of broader 
reform within the program as a whole., Clearly, the prescription drug benefit is' viewed by 
many - and likely is - the engine for this necessary reform. Moreover, we have been informed 
by Members of the Senate Finance Committee that they agree: that we should not pass any 
prescription drug benefit without also passing some important: reforms that make Medicare 
more competitive and efficient. . I, ' 

" 	 , 

Q13:' 	 Does the Vice President's prescription drug proposal reflect the Administration's policy 
for catastrophic drug coverage? Do you support it? 

. A: 	 The Vice President has designed a very thoughtful proposal tei provide protection against , 
catastrophic drug costs. The President indicated that he wanted us to work with the Congress . , 	 to evaluate and develop a joint approach to dealing with this issue as we collaborate with the 
Congress on the design and structure of a voluntary prescription drug benefit. In our, . 
discussions with the Congress, we continue to evaluate options for developing a stop-loss: 
insurance benefit. We are confident that we will be able to achieve consensus on the best way 
to provide protections for beneficiaries who are burdened by catastrophic drug costs. 
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Q14: Would the Administration support the use of multiple pharmacy benefit managers 
(PBMs) within a region as a means of increasing Congressional and pharmaceutical 
industry support for a Medicare drug ~enefit? What's wrong with having multiple 
PBMs? 

A: As the current MedP AC co-chair, Joe Newhouse, has recently, stated, using multiple PBMs to 
provide a drug benefit to Medicare beneficiaries would reduc~ the discounts available for 
seniors purchasing prescription drugs and increase the cost of the program providing coverage 
for them. Moreover, doing so would be at odds with current private sector practices, which, 
virtually without exception, only contract out with one PBM per insurer. Finally, it is 
important to note that under the President's plan, many benefibiaries would have access to not 
only the fee for service program, but managed care and retired health options as well. As a' . 
consequence, there would not be excessive mar1,;et consolidation, and in fact, the purchasing 
model would mirror what is occurring in the private sector today. It would take place in an 
environment in which many private insurers in the under 65 population represent much larger 
purchasers for many fee for service plans. We don't believe it makes sense to make a policy 
change that will increase prices and add a new layer of administrative complexity for 
beneficiaries, as well as increase costs for workers supporting the program:' 

Q15: The Medicare Payment Assessment Commission just recommended that hospital 
payment rates be increased. Does the Administration agree with this recommendation 
and reject its own budget proposal to cut Medicare provid,er payments? 

,A: We are always looking for any information that helps us best evaluate and ensure adequate 
payment to providers. As the President has made clear in the past, he wants to make certain that 
access to high-quality services is assured in the Medicare program. We a,re reviewingthe 
MedPAC recommendation closely to determine whether any modification to our previous' , 
positions on provider payment is warranted. We have not finalizt;d that review as Of this time. 

,Q16: Won't the introduction of any Medicare prescription drug ben~fit give employers who are 
"struggling to afford prescription drug coverage today an excuse to drop it? 

A: 	 A well-designed Medicare prescription drug option should not result in further erosion of 
retiree. coverage and could, in fact, increase coverage. Empioyers who' offer prescription drug 
coverage to retirees today do so because they think'it is an important part of their employee 
compensation package. While rising costs have resulted in a number 0f employers dropping, 
this coverage, the President's proposal, which allows them to ;offer the same coverage forless, 
should stop - if riot reverse - this trend. The proposai would ):nake a special premium 
assistance payment for (1) employers that offer meaningful prescription drug coverage or (2) 
for beneficiaries whose employers buy them into the Medicare benefit. This is a voluntary 
incentive for employers and, in a re,cent survey, four out of five who now offer c,overage said 
that they would take it. The Congressional Budget bffice,re~orts that 75 percent of retirees 
with coverage would elect to keep that coverage. 
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, Ql': Isn't , the President's employer incentive proposal just paying employers more for what', 
they are a.ready doing? 	 ' 

, I 

A: 	 It is important to put this incentive program in context. Whil~ the.incentive payment is more 
than today's tax subsidy, iUs less than what retirees would get iftheywere directly ~nrolled in, 
the new Medicare option. In other words, if the lack of an indentive program resulted in .'. 
employers dropping their coverage, then Medicare would pay;more for the retirees than it 
would pay if the retiree stayed in the retiree plan with the incentive program. By pooling lower' . 
employer contributions with lower Medicare premium assistance, everyone wins under this 
option. . 	 I 

Q18: 	 Why not include a "maintenance of effort" provision to en/sure that employers do not 

drop drug coverage' when the Medicareprescription drug :benefit begins? 


. 	 I 

I 
, , 

A: 	 The President's plan uses incentives rather than mandates to ehcourage employers to continue. 

theirretiree coverage. This not only ensures that the employers who voluntarily offer retiree 

coverage are not penalized, but encourages employers who do' not now offer retiree drug . 

coverage to do so. " 


. 	 '. 

Q19: 	 The Congressional Budget Office (CBO), in its April analysisof the President's budget, 

assumes that "only25 percent of employers would accept~he premium subsidy and keep 

their current drug coverage for Medicare-eligible retirees." Aren't theysuggesting that 


. the President's proposal does not work? I 	 • 

, j, 

A: 	 CBO staff have indicated that they did not include in their esti,mates the incentive payment for 
those employers buying retirees into Medlcare Part D. Ifthey: estimated the complete policy 
and relied on the same study they cite, then 80 percent of emp~oyerswould participate' in the 
incentive plan. 	 . . . 

" 

Q20: ' Merck-Medco recently announced that they will provide uninsured Americans over the 
age of 18 with price discounts on prescription drugs. Doesn't thi~ indicate thaUhe 
pharma'ceutical companies are moving in the rig~t direction without Federal intervention? 

I 
, 	 J . . 

A: 	 We welcome this recognitiof). of and response to the fact that uninsured Americans are paying 
the highest prices in the world for prescription drugs. We are :still reviewing the specific details 
of the policy and commend Merck~Medco forits initiative, but, as the ccimpany acknowledges, 
having access to a discount, in no way replaces the need for pr~scription drug coverage for' , 
Medicare beneficiaries. . '. 
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QUESTIONS AND ANSWERS ON MEDICARE PRESCIPTION DRUGS 

Q: 	 The White House is strongly criticizing the Republican prescription drug 
be~efit.What are your concerns about this proposal, and does this mean 
that any possibility of a compromise on prescription drugs this year is dead? 

I . 

.. A: . 	 First of all, I do believe' it is encouraging that the Republican leadership has' 
'finally talked about working on proposals to provide prescription drug coverage 
. to Medicare beneficiaries. Last year, the,Republicans were unwilling to even 

. 	 I 

. discuss this issue, and this yea~, they are saying that they w~nt to a.ddress it. 

While this is an encouraging development, the major problem is that their policies 
don't match their rhetoric. Their approach is underfunded, unlikely to be available 
to all beneficiaries, and likely to be unaffordable to millions of seniors and people 

. with disabilities, even if it is available in some placbs ... 

Just this week, we learned that the Republican budget committee chairmen are 
dedicating as little as half of the $40 billion they previously committed to 
improving the Medicare program to a prescription drug benefit. Moreover"they· 
are refusing to release 1 0 year numbers on their proposal because they know their 
exploding tax policy will eat up virtually all revenue necessary to adequately fund 
a drug benefit after 5 years. 

And because they're relying on the private insurers'to voluntarily offer a drug
, only benefit (that the industry itself has said they cannot support), this, policy 
cannot be guaranteed to be available to all seniors in need of a drug benefit. 

Furthermore, because they only provide direct subsidies to seniors with annual 
incomes of under $12,600" their benefit will not be an affordable option even if 
it's available. This would be the first time in the pro'gram's history that we di,d not 
provide premium assistance to the 'benefits we provide to all beneficiaries, and I 
believe it would completely undermine the social insurance concept of the 
program. 

Older Americans are ndtinterested in placebos - they a.re interested in a real drug 
, benefit. It is s~mply untenable fo,r us not to act on this issue when we know the. 
whole future of health care treatment will become m'ore and more dependant on 
the use of life-saving medications. 

It is my hqpe that just as the Republicans' interest iIi this issue has evolved from 
nothing to good 'principles but bad policy, that it cari further evolve into good 
policy and good principles. 
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A Prescripti~n,Drug Plan for a 'Stronger 

Medicare 


/ 	 LowersDruq Prices and Expands Access to Prescripbion Drugs 
fo~ All Beneficiaries Without Threateninq the Patient-Doctor 
RelaUonship . ,I 

For the first time, seniors and the disabled won't have to pay fun pr~ce for prescription drugs. 
, Equally importanL patients will have access to the specific drug -- brand or generic -- that 
, their doctor prescribes. The plan addresses this problem by giving Medicare beneficiaries 
real bargaining power through private health plans to pUrchase drugs at discount rates. 
Studies show, including the \\tllite House study released April 10th

, that insurance-based ' 
plans offer policyholders discounts of at least 15 percent on drug prices. Health plans are 
,able to do this through flexibility on cost-sharing, tier pricing, benefit design, fonnularies, 
etc. 

,, ' 

Protects Against Higber Drug Prices'and Run~way Out-o£-Po~ket 
,Costs, ' 
The plan provides coverage and security against escalating out-of-pocket drug costs for every 
Medicare beneficiary by setting a monetary ceiling beyond which Medicare would pay 100% 
of beneficiaries' drug costs. By contrast, the President's plan leaves beneficiaries vulnerable 
to pay full and unlimited drug costs above $2,000. 

/ 	 Expands Seniors' Right to Choose the Coverage that Best Suits 
Their Needs Tbrough a Vo1untary andUnivers~11y-Offe~ed 

, :Benefit, , ' 
Under the plan, beneficiaries may choose from several competing prescription drug plans. 
The new drug benefit would be 100% voluntar.x while preserving current coverage for seniors 
who want to keep what they have. Ifa senior is pleased with his/her current policy, they can 
choose to stay with their original plan. Instead of limiting the types of drugs health plans can 
cover, the proposal allows beneficiaries to choose coverage that fits their health needs.,' 

, . 

Market-Based Approach. Unlike aone-size-fits-all plan. the proposal adopts a market

oriented benefit that gives seniors teal insurance coverage. ,Because Medicare represents a 

pool of 40 mi11ion potential purchasers, private health plans will 9.esign several option 

packages to best serve individual needS instead of simply one government-defmed benefit. 


Rejects Big Government Approaoh With A Public~Private 


Partnership '!'hat Lowers Premiums,' 

The plan targets those seniors and disabled who lack prescriptioridrug coverage by providing 

100% federal assistance for low-income seniors who face the greatest obstacles in obtaining 

drug coverage today - including 100% full reimbursement for premiums. Like the Pre~ident, 


the plan also includes reimbUl'sement phase-outs exceeding the poverty line. 
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Managing Risk and Lowering Premiums. Studies show that a1smali proportion of seniors 
consume a majority of prescription drugs, making that segment 4ifficult to insure and driving 
up costs for everyone. The plan calls for Government to share minsuring the sickest seniors~ 
thereby making risk more manageable for private insurers. By Government sharing in the 

· coverage ofhlgh risk seniors, premiums would be lowered for every beneficiary. 

No Cherry-Pickillg. Government and private insurers would share incovering the high cost 
· seniors. creating incentives in the private market to control costs and prevent adverse . 
selection of only the healthiest beneficiaries. . 

Other Plans Cou/dParticipate. Private employers would be given the option to buy-in to 
enhance their current plans or begin offering prescription drug coverage to their employees. 
States that currently offer prescription drug coverage could choo~e to enhance thejr plans 
with the new federal coverage and not jeopardize the existing coverage their residents 
currently have. States would also maintain their current assistance for non-drug related 
premiums and costwsharing. . . 

Better Quality. Because the proposal is market-oriented, plans Will evolve in order to adopt 
new cutting-edge drug therapies, thereby preventing the need for expensive hospital stays or . 
surgery. The package also fully utilizes innovations ofprivate health plans to'ensure seniors 
are taking the right medications in the right doses. 

Invests. $40 Billion to Modernize and Strengthen Medicare .. 
The proposal invests $40 billion of the nop-Social Security surplus to strengthen Medicare 
and offer prescription drug coverage to every beneficiary. The five-year investment sets aside 
$5.2 billion more than the President's plan: Only because ofefforts to strengthen Medicare 
in 1997. Congress is now able to offer this new benefit. i, 

Structural Improvements. The proposal creates an Entity to bring flexibility to the 
administration of a pharmaceutical benefi4 medical and hospital Care and increase choices for 
seniors. 

~ Preserves and Protects Medicare to Keep Program Solvent for 
Future Generations. 

· According to the ,recently released Medicare Truste~ Report, Medicare will be completely 
broke by 2023, but the program will begin to run deficits in less than.t'O years, by 2010. The 
plan recognizes the need to modemize Medicare with a prescription dJ:ug benefit, but also 
includes strUctural improvements to ensure the program's long-tern solvency .. 

, 

~ , 	 Ensures that Today' s Scientific: Research and. Medical 
Innovation will Continue to Find 'l'omorrow'sCures. 
By rejecting Washington-mandated price controls and a bIg-government approach, the plan 
will ensure continued innovation and development oflife~saving 'drug therapies. In recent 
years. scientific and medical research resulted in 400 medications to treat the top 3 killers of 
seniors - heart disease~ cancer and stroke. 
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',: ... '! ";.! :j':(":.~ :,'I,./ Prescription Drugs&Sfronger Medicare 
Without Big Government Intrusion 

OVERVIEW: 
• 	 House Republicans support afair and responsible prescription drug' 

plan that's affordable, available, and voluntary to all senior citizens 
. and disabled Americans. 

AFFORDABLE: 
• 	 Senior citizens and disabled Americans should neverbeforced to choose 


between food and medicine. . 

'•. We will help more people get prescription drug coverage at lower'costsby 


,creating group-buying power without price-fixing or government controls. 

• 	 Our plan also strengthens Medicare so We can proteci you against high out-of

pocket drug costs that threaten both your health security and financial security. 

AVAILABLE: 
• 	 We will reduce the runaway costs ofmedicine, but not with an expensive 


Washington-based, one-size-fits-all program that kills th(3 research and 

innovation oflife-saving cures. . 


• 	 Our Public-Private Partnership ensures that drug coverage is available to all 
who need it by managing risk,and lowering premium;: 

• 	 We protect our most vulnerable citizens whoface, the greatest obstacles in 
obtaining drug coverage today - including full reimbursement for premiums. 

• 	 We create an Entity to bringflexibilitytothe,administration ofa 
pharmaceutical benefit, medical and. hospit(ll care and increase choices for 
seniors. 

VOLUNTARY: 
• 	 We promote the right to choose the coverage that bes~ suits your needs from 

several compf(!ting prescription drug plans .. 
• 	 Because our new drug benefit is 100% voluntary, it preserves your right to 

keep the coverage you already have. 

• 	 Our successful structural improvements ofthe past mid on-going efforts to 
root-out waste, fraud and abuse have allowed us to provide prescription drug 
coverage as well as strengthen Medicare overall so it's there when you need it. 
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FOR IMMEDIATE REL tSE: CONTACT: 202-225·2800 
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1 

Statement b IHouse Speaker'I. Dennis Hastert (R-IL) 
Regar ~ng the Prescription,/Jrug Plan and 

[ a Stronger Medicare 

Washington, DC - House peaker 1. Dennis Hastert (R-IL) mad~ the following statemem today: . ' 
I ' , 

"Today. we unveil a bal fed plan to modernize Medicare by providing a voluntary prescription drug 

benefit to the American pea ;;. 
. I .' 
I' . 

"1 want to commend Cha: fman Bliley. Chai.rman Archer.·Chairm~n B;lirakis and Chairman Thomas"and all 
the members of the Comme~ .~ and Ways and Means Committees who have worked so hard for the. last month 
on the issue of Prescription rgs. ' 

! 

"This is a serious, respon ~ble proposal, which will help American seniors get better access to prescription 


drug coverage., I believe that !pis plan will help lower the costs of prescription (frugs for many senior citizens. 

No American should be fore \ to choose between puning food on the:tabJe and taking life-saving prescription 


drugs. , i .' . . 
"This legislation is neces ilry because prescription drugs are becoming a more important part of our nation's. 

health care needs. Those Me ,care beneficiaries who choose this voluntary plan will never have (0 pay retail 
prices for their prescription d tgs again. ' . . . ' 

I 
.1 • • 

"This plan gives our seni rcitizens flexibility to pick tho plan that best fits their needs. It provides 

protection against high out-o PoCket and unexpected costs ..This plan uses the market place, !lot government 

regulations. to ~ntrol the co !ofdrugs. It protects innovation so we can continue to develop life-saving drugs 

to battle such diseases as can ~r, heart disease and Alzheimer's Disease.


I r , 

"I pledge t~ work with thl President to modernize our Medicare system with a common-sense prescription 
drug plan. I j " .' . . 

"Now, it is ~y pleasure t ~ntroduce Lillie Mi1Ic~ from Alexandria, v~rginia. I believe she will benefit 
under our plan. : 

### 

http:http://www.speaker.gov


. Prescription Drugs &·StrongerMedicare 
Without Big Government Intrusion 

OVERVIEW: 
• 	 House Republicans support a fair and responsibleprescription drug 

plan that's affordable, available, and voluntary to all senior citizens 
and disabled Americans. 

AFFORDABLE: 
•. 	Senior citizens and disabled Americans should never pe forced ,to choose' 


between food and medicine.. . 

• 	 We will help more people get prescription drug coverage atlower costs by 

creating group-buying power without prieejixing or government controls . 
• ' 	Our plan also strengthens MedicareS;Q~l1jTliqr(protect you against high Gut-9f- .. 

pocket drug costs that threaten both your health security and financial security. 

AVAILABLE: 
• 	 We will reduce the runaway costs o/medicine, but not with an expensive 


Washington-based, one-sizejits-all program thatkills the research and 

innovation oflife-saving cures. ; 
 I 

.... Our Public-Private Partnership ensures tha(drug coverage is' available to all 
who need it by managing risk and loweringpremiums,. 

• 	 We protect our mostvulnerable citizens who.face the greatest obstacles in 
obtaining drug coverage today - including full reimbursement for premiums.· .' 

• 	 We create an Entity to bring flexibility to ,the administration ofa' 
: pharmaceutical benefit, medicaland hospitdlcare and increase choices for· 

seniors. 

VOLUNTARY: 
• 	 We promote the right tO,choose the coverage that best suiisyour needs from." 

several competing prescription drug:plans. :' 
. 	 .. 

.• 	Because our new drug benefit is 100% volu!ltary, it preserves your right to 
keep the coverage you already have. 

• 	 Our successful structural improvements ofthe past and on-going efforts to 
root-out waste, fraud and abu~e have allowed us to provide prescription drug 
coverage as well as strengthen Medicare overall so irs there when you need it. 



" , 

A Prescription Drug Plari for a S~ronger 
Medicare" 

Lowe'rs Drug Prices and Expands Access' to Prescription Drugs 

for All Beneficiari~s Without Threatening the Patient-Doctor 

Relationship. 

For the first time, seniors and the disabled won't have to pay full price for prescription drugs. 

Equally important, patients will have access to the specific drug --, brand or generic -- that 


their doctor prescribes. The plan addressesthisproblem by gi~ing Medicare beneficiaries 

real bargaining power through private health plans to purchase drugs at discount rates. 

Studies show, including the White House study released April loth" that insurance-based 

plans offer policyholders discounts of at least 15 percent on drug prices. Health plans are 

able to do this through flexibility on cost-sharing, tier pricing, benefit design, formularies, 

etc. 


" 

Protects Against Higher Drug Prices/and Rl,maway Out-of-Pocket 
Costs. :,: 

The plan provides coverage and security against escalating out-of-pocket drug costs for every 

Medicare beneficiary by setting amonetary ceiling beyond which Medicare would pay 100% 

of beneficiaries' drug costs. By contrast, the President's plan leaves beneficiaries vulnerable 

to pay full and unlimited drug costs above $2,000: ,"~' " 

./ 	 Expands Seniors' Right to Choose,tJ:i.e Coverage that ,Best Suits 
Their Needs Through a Voluntary'anc;l'Universally-Offered 
Benefit. """'''\':,~l' 

Under the pla~, beneficiaries may choose from'several competing prescription drug plans. 
,The new dnig benefit would be 100% voluntary while preserving current co~erage for seniors 
who want to keep what they have.' If a senior is pleased with his/her current.policy, they can, 
choose to stay with their original plan. Instead' of iih{itirtg the tyPesofdrugs health plans can 
cover, the' proposal allows beneficiaries to choose coverage that fits their health needs. 

Market-Based Approach. Unlike a one-size-fits-alliplan, the proposal adopts a market
oriented benefit that gives seniors real insurance coverage. Because Medicare represents a 
pool of40 million potential purchasers; private health plans will design several option " 
packages to best serve individual needs insteadofsltnply one governrnent-;defined benefit. 

, 	 :. • ~ :" fl' 

./ 	 Rejects Big Government Approach With ,A Public-Private 
Partnership That Lowers Premiums. ,.• , ' 
The plan targets those seniors and disabled who la.ckprescription drug coverage by providing 
100% federal assistance for low-income seni<>r,~~llq Jac,e the greatest obstacles in obtaining 
drug coverage today.:... including 100% full'reimbursement fot,premi urns. Like the President, 
the plan also includes reimbursement phase~outs ex6eeding the poverty line. ' 



: ,,.1'., 

Managillg Risk and Loweri1lg Premiums. 'Studies 'Show that a small proportion of seniors 
consume a majority of prescription drugs, making that segmenf difficult to insure and driving 
up costs for everyone. The plan calls for Government to share in insuring the sickest seniors; 
thereby making risk more manageable for private insurers. By Government sharing in the 
coverage bfhigh risk seniors, premiums would be'lowered for every beneficiary. 

. 	 . 

No Cherry-Picki1lg. Government and private insurers would sl)are in covering the high cost 
seniors, creating incentives in the private market to control costs and prevent adverse 
selection of only the healthiest beneficiaries. 

Otlter Plalls Could Participate. Private employers would be gfven the option to buy-in to 
enhance their current plans or begin offering prescription drug coverage to theiremployees. 
States that currently offer prescription drug coverage could choc;>se to enhance their plans 
with the new federal coverage and not jeopardize the existing. cqverage their residents . 
currently have. States would also maintain their current assistance for non-drug related 
premiums and cost-sharing. ' ' 

Better Quality. Because the proposal is market-oriented, plans will evolve in order to adopt 
· new cutting-edge drug therapies, thereby preventing the need fo'r expensive hospital stays Of 

surgery. The package also fully utilizes innovati~ns'9fprivate health plans to ensure seniors 
are taking the right medications in the right doses . 

../ 	 Invests $40 Bil.l.ion to Modernize and Strengthen Medicare. 
The proposal invests $40 billion·ofthe non-Social Security surplus to strengthen Medicare 
and offer prescription drug coverage to every beneficiary. 'The five:-year investment sets 
aside $5.2 billion more than the President's'plan . .only because~of efforts to strengthen 
Medicare in 1997, Congress is now able to ~ffer th.i~new benefi't. 

, ' ... ;', 

. 	 , 

Structural Improvements. The proposal creates an Entity to bring flexibility to the 
administration ofa pharmaceutical benefit, medical and hospital care and increase choices for 

. . : 
· seniors. 

Preserves and Protects Medicare to Keep Program Sol.vent for 
Future Generations. 
According to the recently released Medicare Trustee Report, Medicare will be completely 
broke by 2023, but the program will begin to run defiCits in lessthanlO years, by 2010. The 
plan recognizes the need to modernize Medicare with a prescription drug benefit, but also 
includes structural improvements to ensure the program's long-term solvency . 

../ ,Ensures that Today's Scientif:i.c Research and Medical. 
Innovation wil.l. Continue to Find Tomorrow's Cures. 
By rejecting Washington-mandated price contro'lsand a big-government approach, the plan 
will ensure continued innovation and developmentofiife-saving drug therapies. In recent 
years, scientific and medical research resulted in 400 medications to treat the top 3 killers of . 

· semors heart disease, cancer and stroke. 
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NAPWA Applauds Efforts to Establish q Meaningful Medicare Drug Coverage 
Benefit should build on M.edlcare to be affordable, accessible and available to all , 

It Ilit BtI'eM. NW'. 
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FOR IMMEDIATE RELEASE 
Contact:! Jeff Crowley, 202.898.0414, ext. 102 

April) 2, 2000-Washiogton, DC: The House Republican Leadership released today a new 
Medicare prescription drug proposal. The National AssOciation of Pe'opJe with AIDS 
(NAPWA) is encouraged that, following earlier pronouncements by the President and the 
Democratic Leadership in the Congress in support of their own prescription drug proposal, 
tnat a clear consensus exists to address this urgent problem. We remajned eoncem~d, 
however, that a large gap must be bridged between the competing Republican an,d 

, Democratic proposals. 	 ' 

F~r people living with HIV and AIDS, Medicare is the ~econd largest source of health care in 
the United Suites. One in five people /iving with HIV ir\ the United States who are receiving 
on-going health care are now covered by Medicare. ' 

In recent years, HIV/AIDS has falJ~n from the leading tause of death of people aged 25·44 
years to the eleventh leading cause of death for people in this age group due, in part, to the 
availability of effective prescription drug therapies. Th~ availability ofthese medications has 
alleviated death and suffering for literally thousands ofpeopJe all across the nation. Despite 
this fact, many Medicare beneficiaries living with HIVare provided a broad range of 
benefits, but not the single benefit most critical to keeping them alive. 

Too little i~ known about the adequacy of the Repub Iielm ,PropOsal allnounce~ to~~YGased 
on the outlined released, however, we ate troubled that thiS plan may ex.pase IndlvldiJals to a' 
private health care market WhO,se track record, absent government ~ulations, on meeting the 
needs of people Jiving with HIV and other disabilities, is deplorabl:J ' 

NAPWA believes that any new plan should: 

• 	 'Build on the SUccesS afthe existing Medicare program. This includes retaining the social 
insurance nature of the program. While it may seem politically attractive to start with a 
benefit for people with low-incomes" this would set a dangerous precedent toward 
establishing a two~tiered system that is not based on the medical needs of the individual. 

• 	 Provide for all medically lJecessary and appropriat~ prescription drug needs of' 

beneficiaries, including !Jff label medication uses. 


, 

• 	 Ensure against inequities created by regional variation in health care costs and protect 

against discrimination on the basis of health status. 


• 	 Be affordable to people with low incomes and ext~nsi"e health~related needs. 

"Given support across the political spectrum for a MediCare prescription drug benefit, people 
living with HIV and millions of Medicare beneficiaries are counting on the cOnlinued 
leadership of the President and the Congressional Leadership to come together to establish a 
benefit that serves the medical needs of all Medicare beneficiaries,'~ said Terje An'derson. 
Ex..ecutive Director ofNAPWA. ' 

### 

The Nstiol\3\ ASSQclalion'lirpooplc wllh AIDS CNArWA) /ldvoclili3 on t/c,Ilalfof Ihll n"'"fly one; nllI1lon people Iivin5 whit .nv 
in the United Siatcsln order 10 end the pandemic: IIIld the ht.lmlill sufli::ring caused by HIV IIIld AIDS. 

,
'. ' 
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. ..' FOR IMMEDIATE RELEASE: For More Information: 
..... Wednesday -- Aprll12, 2000 Dave Roach 202/216-8378 

Republican PresCription Drug Plan Falls Short . 
Of the Needs of America's Seniors 

.'.o . 

>WASI-iINGTON, D.C. -- The newly unveiled prescription drug 'plan by 
'. Congress's Republican leadership isa step towar¢l a solution, but it falls 
. seriously short of the needs of millions of America/s senior citizens, 

according to one of the nation's leading health and. retirement advocacy 
groups. 

"We're gratified that the Republican leaders have made a serious effort to 
. fashion a remedy," said Max Richtinan, executive vice president of the . 
•'National Committee to Preserve Social Security and 'Medicare/rbut we are . 
. very disappointed that their proposal will not establish a drug benefit as part . 
.. ,of the Medicare program for all seniors.~ + '. ~ ." ' . 
. ' .HEy focusing its assistance only on low.i~come seniors, the GOP plan will. 

leave millions of modest- and middle-income seniors without affordable and 
'. de12endable drug coverage," Rkhtmall said . 

.. '•.•.': "'The GOP plan offers no assistance for middle-income seniors or any 
.': .asstlrances thatJE:ey will be able to obtaili. or afford private insurance, II . 

Richtman said{:!he private insurance marketplace has not provided 
.' adequate. phannaceutical coverage to date, and the Re.publi~~ r.>lan provides 
no reason·to expect that it will any time soon in the future0 ~ . 

RiChtmari said the National Committeewlll continue to try to persuade 
. Republican and Democratic members of Congress alike that the ~ost· 
..effective solution is to establish a voluntary and affordable prescription drug 

............ 'benefit for all seniors as part of Medicare . 

. ,. ', .. 

..... • With about five million members and supporters, the non-profit National 
.Committee is a leading citizens.education and advocacy group for health 
.(ind retirement concerns. . . 

--30-
~.'. '.. .' .' 

. ~ 
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CONSORTIUM FOR CITIZENS WITH DISABILITIES HEALTH TASK FORCE 
I,~. .' • 	 " I • 

Republican Drug Plan' is e\n Incremental Approach to Eliminating Me:dicareEntitlement 

Persons with diGabilitir;6 are 'very concerned about iack of drUg coverage in Medicare 


14"/" of Medicare beneficiarie:s.Cover 5 million perSio!'!Si) are: u,nper ,65; 

they use drug6 regul21rly more 'Chan Sienior6 ,(83°t.. Vel, 76%) , 

they have lower inctlmcSi 

they have limited accee6 to Medigap policies, 


~£/ GepUblican plan for prescription drl.lg6 is an incremen,tal approach to eli,minating 'the: clh"ci'Clemr;nt 
/f- to,Me:dicar~ one benefit,at a·time,(.starting wit~ pre6crip'Ciotl drug!'!.i) " " , 

. , :. . ' 	 , .' " 

A eeparate private inGurance plan didn't work for Medicare ~eneficiat:ieG 35 years ago, 
and it won't work for preecription drug6 for Medicare beneficiariee now 

. 	 ,.; , 

Privat,e health plaM achieve price diecounts while making profits byra'tioning care:, on the 
basis of price (e.g. discriminartingagainst high'use::rs, tier pricing 'that charges more for 
brand-name drugs even when they are medically necessary, i,mposing different cost~ 

6haring requiremen1;s, formulary dee.ign based on price, etc.) not~y proyiding preGcription 
,druge or other heal1;:-h care !'iervices on the basie of medical ~eed 

, 	 . .' . 

Republican plan doe€', not Gpecify drug benefit! it e;ets upan independent board that take6 
authority away from HCFA' ,,, 0 , 

Jf: r;:;pubiiC8n plan does not "nour. affordability ... . ......:. .' 


~ , ,public Gube.idy.fo~ those under 150% of poverty doeG not h~lp; thpse With income6 over 

$13,000 who e;\lre not eligible for Medicaid 


. 	 • I .,.., 

catae;trophic benefi't for persons at all levels of income is nO,t clear in the Republican 'plan 

RepUblican ple;\lh doea not ensure that drug price~ are reasonable ,,' '0'f'G	unleG6 drug bet1efit i6 univB"6al. adverse selection will drive pric~$ up to e!1eure that 
. prive;\lte inaurers can cOver ,their costs and make a profit ' 

Choice of different drug plaM is 8 gUe;\lrantee that only wealtl1Y cat1'ge:t what they need 

CCD Health fask Force is pleased that both Democrats and Republicans are finally 'talking 
about the importance of a drug benefit for Medicare beneficiarieG; but we believe thi6 can only be 
achieved through maintenance of the 60cial in6urance: nature of Medicare, through a universal 
drug be(1efit 'Chat, protect6 low uae:re as well as high uSere, and that eliminatee the inequities in 
drug pricee the;\lt affect all prescript:ion drug usere . 

o CCD Health Ta~k Force Co-chairES; 
Bob GriGG Center on DIsability and Health (202) 842-4408 
Shelley McLane, Nationsl h:;sociation of Protection ;3nd Advocfila:,: Systems (202) 408-9514 
Kathy MaGinley, The Arc (202) 785-3388 
Jeff Crowley: Nstionsl AS6ociation {"Or People with AIDS: (202) 898.~0414 

. 	 . . I 
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Of 

AGING ORGANIZATIONS 

. ···STATEMENT BY LEADERSHIP COUNCIL OF AGING ORGANIZATIONS 
.;.' .' '. ': ~ESPONSE TO REPUBLICAN LEADERSHIP PRESCIPTION DRUG PLAN 

';,:~'''L<p't&SS'CONTACT; BRIAN LINDBERG FOR. JMl\iEDIATE RELEASE' 
,.\(:;>1.,,;:: 202-789-3606 APRIL 12, 2000 
'.'1': .~""","" ":: r', .. 

·,:,:Toda.Y,:the Republican~eadersbip ofthe House rel~ed the c~nceptual framework for its 
'" .,'iM.~qi~are prescription drug benefit that it plans to consider this year. Upon the initial 

..;,. '.;;;';,·;t~P9rtsofthe proposed legislation. it is apparent that the Republican Leadership proposal 
.....• ;>,:. 'i;:.fai.r~~r9meet critical criteria identified by the LeAO for a successful prescription drug 
.·\J;:!~·t,}j;<i;)",.,?:~~~;~t~ .' " 	 , 

"".,,' ..':,"., .;.,' .... 

. .. 	 ':AccCittiiilgto Brian Lindberg, Chair'ofthe LCAO Health and Long-Term Care 
'Cdmm:ittee, "The Republican proposal appears to fail Medicare beneficiaries in two 
specific ways: access and affordability. Under the Republican proposal, Medicare 

~'. h~eficiaries would not have access to a voluntary prescription drug benefit as part of 
. Med:icare's defmed benefit package. Further, it falls,short ofour expectation and 
.commitment that all Medicare beneficiaries will have such a benefit regardless of 

'," 	 ·iil6(>ri1e.By means~testing the benefit and subsidies, this proposal moves Medicare away 
" .' .... ~f+.oin its universal approach and toward a welfare approach." 

, """, 	",' ,; \ , 

. .' .. Th~'propos~l relies on the private insurance industry to offer benefits to low-income 
.,b(meficiaries subsidized by the government. There is 110 indication that health iusurers 
' ..•. <.. will offer an affordable insurance product to the majority ofolder Anlericans. In fact, the 

'. :. ,':',insurance industry had opposed the creation ofsuch drug policies in the past because they 
:.i:·:,'W~~ld. be too expensive. There is no guarantee that those using the traditional Medicare 
:'/:':;i::rpr9gr~rh:wi11 have an opportunity to buy an affordable drug coverage policy. 

" ",' .~': '; 'I" \ ,." . . ".. . , '. ::.,:'''' e,;,',· ", ,\,::~'.,\::.;' -: 	 " 
... < '," " .. ,', 

····",:<':th&'iCAO principles for a prescription drug benefit explicitly state that the financing of 
."<1 new benefit should protect all older Americans and disabled beneficiaries from 

. '. burdensome out-of-pocket expenses, particularly low-incolne beneficiaries. Without a. 
•. 	 .' ·.·guatantee ofaffordable coverage for all Medicare beneficiaries, the Republican proposal 

.'iigllOres this crucial point. . 

.", , ".' 

-more· 
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':. " . .,..' ,'. . r, 	 , ". ."t . ;:;Ma:rtrraA. McSteen, President of the National Committee to p«:serve SOcial Security and 
::;.\~,' .' ·~"W~ipare) said, "The National Committee is ,committed to a program that will serve all 
':?Ir~edk:afe eligible older adults and indiViduals with disabilities with an aftordable, 

,;,~,': . ~'.y()l~~ 'benefit. The proposal fails to meet this standard." : . 
i, ' " "',::, -: ..... {~! 

::>:; ',:::Steye.McConnell. Vice President for Public Policy and Program Services for the 
" }.....:\J:\':,:", :~ ,:A:liilefrrier's Association, questioned the level ofcommitment to the benefit, stating "It , 
2f-Jappears.that only $20 billion of the $40 billion originally disclJSsed will be reserved in the 

Repl.1blican budget for the drug benefit." 
. 	 . 

'.:' ·Fipauy; the LCAO looks forWard to working with President Clinton and Congress.to 
" . provide an affordable prescription drug benefit to all Medicare beneficiaries. 

l:n·F~br.tiaty 33 members oftheLCAO sent a letter to each member of the House and 
Senatffoutlining the critical issues that must be addressed in any Medicare prescription 

. , drug benefit that will gain their support. The LeAD clearly stated that the principles set 
,. '.'.' '; .... fortliiriiliat.communication were essential elem.ents that must be incorporated into the 

':',',' bills tl:tafwere being drafted. The following are some .ofthe LeAO principles: 
" :"",:P: '.: 

'.",,' . ; " :;" 
. Be:n~fits 

- Medicare should guarantee acceSs to a voluntary prescription drug benefit as apart of 
; . 

its defined benefit package. 
.• Medicare's contribution toward the cost ofthe prescription drug benefit must keep 

pace with the increase in prescription drug costs and not be tied to budgetary caps. 

,Coverage I. 

'-The Medicare prescription drug benefit should be available to all Medicare. eligible 
.. " . , '. older Affiericans and persons wlth disabilities, regardless of income or health status .. 

'.••', .The Medicare prescription' drug benefit must be voluntary and provide safeguards 
against erosion of current prescription drug coverage provided by others . 

•Af(~rdability 
41> • .' Tli~ financing ofa new Medicare prescription drug benefit should protect all 
, ,',-beneficiaries from burdensome out-of·pocket expenses and, unaffordable cost sharing • 
• '.. particularly low-income beneficiaries. 	 ' 
.; 	 'The government subsidy must be sufficient to guard agairist risk selection and to 

pl'c>vide an attractive benefit design. 

-###

',' 
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Forfurther inquiry, ~OlJtact AARP Communications 

601 E Street, NW:" Washington, DC 20049 


(202) 434-2560 " Fax: (202) 434--2588 • Www.aarp.org 

·'~ORIMMEDIATE RELEASE: CONTACT: Steve Hahn 
.;. 'AP.rilt~j.2000 . (202) 434-2560 . 

STATEMENT BY AARP EXECUTIVE DIRECTOR HORACE B. DEETS 
ON HOUSE REPUBLICAN MEDICARE PRESCRIPTION DRUG PROPOSAL 

- . 

HotiseRepublieanleaders today outlined a new proposal to help Medicare 
.' benefiCiaries purchase prescription drug coverage .. Many details of this plan are yet to 

be: spelled out, but we are pleased that this proposal moves beyond the prescription 
· . drug benefitdeveloped by the Medicare Commis~ion - a pr9Posai that would have . 

provided prescription drug coverage only to low-income older Americans - to providing 
prescription drug coverage to all older and disabled Americans i,n Medicare. 

' .. Asweljnderstand it; the proposal would provide a full subsidy for low-in~me 
,.benefiCiC!ries without jeopardizing Medicare's social insurange foundation .. In addition, it 
·hastne.potential for reducing the premiums that all older Americans would pay for their 
Medicare prescription drug coverage by providing a government subsidy for those 
people in Medicare who have extraordinarily high drug costs., 

" . : 

. AARP supportS a prescription drug benefrt in Medicare thatwould be available to and 
affordable for all beneficiaries. Many questions must be answered about this proposal 

.. before we can judge whether it meets these criteria .. Among these questions: Would 

the level offederal subsidy, which is the same as in the President's proposal, prove 


. ·•·•.·.adequate to attract the broad risk po at that is needed to make the coverage affordable 

. 'for;the vast majority of beneficiaries? Would this public-private. partnership, with its 

• .' many implementation details, prove worka.ble? 

'. At this early stage, we believe this proposal has merit and should be explored carefully 
· ... and fully. AARP is prepared to work with the proponents of this idea, as well as with' 

'.' other Members of Congress and the President on a bipartisan basis, to help shape a 


. , .. 'Medicare prescription drug benefit that will meet the needs of older Americans today 

'. ,..... '., and .in the future . 
. : " .', 'j,:"'. 

#### 

, " ' 
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REPUBLICANS' PRESCRIPTION DRUG PROPOSAL: 
'DESIGNED FOR,THOSE WHO SELL DRUGS, NOT THOSE WHO NEED THKM 

, 	 . 

April 12, 2000 

The, House' Republican Leadership recently released a broad outline of a proposal on prescription drugs for 
Medicare beneficiaries. It appears that the Republicans' proposal was developed more for those who sell 

, 	 '. 

drugs than those who need them. It provides no details ofthe premium for the policy, what the basic. 

benefit would cover, or how much it would cost the Medicare program. The, details that are in the 

Republican leadership's outline, which is consistent with proposals supported by the pharmaceutical 

industry, raise serious concerns, including (1) covering prescription drugs through drug-only ,private 


. insurance plans rather than Medicare, even though insurers have raised doubts about their willingness to 
offer such policies; (2) limiting premium assistance for its basic benefit to beneficiaries with income up to 

. '150 percent of poverty ($12,600 for a single and $17,000 for couples), I~aving out millions of uninsured 
and underinsured seniors; and (3) encouraging private plans to participate by having the government bear 
most of the risk of covering sick beneficiaries. 

RENEGES ON FUNDING COMMITMENT FOR MEANINGFUL PRESCRIPTION DRUG BENEFIT 

• 	 The Republicans' budget chairmen have acknowledged that their budget resolution uses only half 
-- $20 billion - of its'Medicare reserve for prescription drugs. This is insufficient to finance a 
meaningful, affordable, accessible drug benefit forall beneficiaries., The Republicans have also refused 

. ,to spell out their 1 O-year fundin'g commitment for prescription drugs, raising the prospect that it is 

significantly underfunded, primarily due to their taxcut whose costs will explode after 2005. 


'DOES NOT ASSURE A V AILABILITY OF PRESCRIPTION DRUG COVERAGE 

• 	 Private plans not required, and likelywilJ not offer, coverage in'all areas. Relying solely on 

private insurers rather than providing plan choices through Medicare is likely to be an empty promise. 

Today, Medigap covers prescription drugs for only about 10 percent of Medicare beneficiaries. 

Although the proposal aims to encourage more private plans to participate by protecting them against 


. high costs, it would not ensure that even a single private plan will o'ffer coverage in all areas of the· 
. country. Moreover, major representatives of the insurance industries have stated that they have no 

desire to' participate in this program: Thus, even those seniors qualifying for means-tested"direct' 
premium assistance are not assured access to a private plan to provide them affordable coverage. 

NOT AFFORD,ABLE FOR MOST SENIORS, EVEN IF IT IS AVAILABLE 

• 	 Premiums much higher than the President's voluntary plan. Its drug only, private insurance policy 
design assures that the premium will be significantly higher than the President's plan and will expose 
seniors and people with disabilities to significant out-of-pocket costs before the benefit begins. 
Moreover, direct premium assistance is limited to those with incomes below $13,000 to $17,000. This 

. leaves out half of Medicare beneficiarie's lacking drug coverage today,including awidow with income 
of$15,000 and a woman with Alzheimer's disease whose husband ~as income of$25,000. 

NO SPECIFIED BENEFIT 

• 	 Lack ofa specific benefit asks the Congress and the public to buy a,"pig in a poke". Republicans 
would ask that Congress vote for a plan without a design, instead allowing a private plans and 

, independent "entity" to make the critical decision about what type of prescription drug coverage seniors 
:would get. Despite this flexibility, its design almost inevitably would result in plans with a high 
deductible, high premium, or both which wql,lld result in millions of beneficiaries continuing to have 
high out-of-pocket costs. ' 



REPUBLICAN PRESCRIPTION DRUG PLAN: RHETORIC I;)OES,NOT MATCH REALITY 
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Rhetoric: 


Reality: 


Rhetoric: 


Reality: 


Rhetoric: 


Reality: 

Rhetoric: 


Reality: 


Rhetoric: 


, Reality: 
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Reality: 


"Expands seniors' right to choose the coverage that best suits :their needs through a voluntary and 
universally-offered benefit. " 

Unless the plan includes a mandate on private insurance to participate, there is no guarantee that 
prescription drug c.overage will be "universally offered/' Seni.ors in rural'.or high-risk communities 
may have a hard time finding a prescriptioil drug plan, even ifthey qualify for the means-tested 
assistance. 

"Lowers drug prices and expands access to prescription drugs Jor all beneficiaries .... " 
, ' 

This proposal will not lower prices for all beneficiaries since all beneficiaries will notbe able to 
afford it - assuming that they even have an .option at all. The Republicans have means tested their 
prem ium assistance to those with income below is $12,600 for a single and $17,000 for couples. 

, Thus, a wid.ow with income of $20,000 will face a premium that couldeasily more than twice the 
, current Part B premium of $45.50. ' 

"The plan provides coverage and security against escalating out-oj-pocket drug costs Jor every 
Medicare beneficiary by setting a monetary ceiling beyond which Medicare would pay 100% oj 
beneficiaries' costs. By contrast, the President's plan leaves beneficiaries vu(nerable to pay Jull 
and unlimited drug costs above $2,000. " ' 

The outline ofthe Republican plan does not include a specific policy f.or stop-loss pr.otection. While 
the President also has not yet specified his stop-loss limit,he has explicitly dedicated $35 billion in 
surplus t.o assure that Medicare beneficiaries have meaningful protection against excessive out-.of
pocket spending on medications. 

'Those l\1.edicare benefiCiaries who choose this voluntary plan' will never have to pay retail prices 

Jor their prescription drugs again. " 


Private Medigap insurers today rarely negotiate for discounts, i.nstead paying f.or half .of the retail 
price for prescription drugs. The only way that the Republicans can assure that beneficiaries will 
"never" again pay retail prices is to mandate that private insure'is,negotiate for price discounts, 
which seems unlikely . 

.The proposal invests $40 billion oJthe non-Social Security su~plus to strengthen Medicare and 
offer prescription drug coverage to every beneficiary. Thefive~year investment sets aside $5.2 
billion more than the President's plan. II ' 

The Republic'an chairmen of the budget c.ommittees stated that only $20 billioil of the $40 billi.on 
would be dedicated t.o prescription drugs- much less than what the' Republican plan claims. 
Moreover, the Republican budget does not commit to any funding after 5 years, pr.obably because 
the surplus will be used for a large and irresponsible tax cut not ameaningful Medicare 
prescription drug benefit. 

"Preserves andprotects Medicare to-keep program solventJor future generations. " 

The Republican outline released today ooes not include a single specific policy that affects solvency 
or protects the program. In contrast, the President's plan, according to the Medicare actuary and 
Congressional Budget Office, notonly adds a meaningful prescription drug benefit but slows 
Medicare growth, dedicates $299 billion of the non-Social Security surplus and extends the life of 
the Medicare trust fund to at least 2030. ' 
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RHETORIC DOES NOT MATCH REALITY 
i " 

.' l;~ 
I' 1. I 	 . 

Rhetoric: 	 "Expands seniors' right to choose the coverage t~pt best suits their needs through a voluntary 
and univerr;ally-offered benefit. " ' 

Reality: 	 Unless the plan includes a mandate on phvafgc:iniu~~nce to pa,rticipate, there is no guarantee that 
prescription drug coverage will be "univ~rsally offered." Seniors in rural or high-risk 
comm'unities may have 'a hard time finding a prescription drug phin, even if they qualifY for the 
means-tested assistance. 

, •• 1 

Rhetoric: 	 "L~wers drug prices and expands acces{~9'pres~r.iPtion drugs for all beneficiaries without 
threatening the patient-doctor relationsHip: "I.' ' \ , ' 

Reality: 	 This proposal will not lower prices for all beneficjaries since not all beneficiaries will be able to 
afford it assuming that they have an option. The~Republicans have means tested their premium 
assistance to those with income below is $12,600:for a single andl17,OOO for couples. Thus, a 
widow with income of $17,000 will face,a premiul1.) without explicit government assistance that 
could easily exceed $100 per month - more than tvYice the current Part B premium. 

Rhetoric: "The plan provides coverage and security against, escalating out-ofpocket drug costs for every 
Medicare beneficiary by setting a monetary c.eiling' beyond which Medicare would pay 100% of 
beneficiaries' costs. By contrast, the Presideni ~s plan leaves beneficiaries vulnerable to pay full 
and unlimited drug costs above $2,000.," ','" 

Reality: 	 The outline of the Republican plan do~s ~ot 'includ~ a specific policy for stop-loss protection. 
While the President also has not yet spec'ified his stop-loss limit, he has explicitly dedicated $35 
billion in surplus to assure that Medicare:l:lc;qeficiaries have meaningful protection against 
excessive out-of-pocket spending on medic,atipns;' ',' '. ' 

, '~~···H. 
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Rhetoric: "Those Medicare beneficiaries who choo~e this voluntary plan will never have to pay retail 
,prices for their prescription drugs again." 

, ,,' 
Reality: . Private Medigap insurers today rarely negotiate f6:{discounts, instead paying for half of the retail 

price for prescription drugs. The only way that the'Republicahs can assure that beneficiaries will 
"never" again pay retail prices is to mandate that p'r:ivate insurers'negotiate for price discounts, 
which seems unlikely. 	 ;, "",' ' , , 

, i:l; 

Rhetoric: 	 "The proposal invests $40 billion ofthe non-Sodal; Security surplus to strengthen Medicare and 
offer prescription drug coverage to every, be'!,eficiClry, The five-year investment sets aside $5.2 
billion more than the President's plan;" "", 

Reality: 	 Just two days ago, theRepublican chairmenoftheibudget committees stated that only $20 billion 
of the $40 billion would be dedicated to prescription drugs much less than what the Republican 
plan claims. Moreover, the Republican b~dget does not commit to any funding after 5 years, 
probably because what surplus is availabie :i§ 'peing ,used for a large and irresponsible tax cut-

I, ':" ',_
not a meaningful Medicare prescription drUg~benefit.


h..· -;'t'
Lt.,. 

Rhetoric: ' 	"Preserves and protects Medicare to kee~ progftl#Z: solvent for future generations. " 

Reality: 	 The Republican outline released today does not in,Gi,ude a single specific policy that affects 
solvency or protects the program. In contrast, the ,President's plan, according to the Medicare 
actuary and Congressional Budget Office', not:6Alfadds a meaningful prescription drug benefit 

I ..,.'. 

but slows Medicare growth and extends tpe life"oC~he Medicare trust fund to at least 2030. 
\ 

; • • ~ "I : ' l i .... " , 	 J .~ ~'~. 
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. EXECUTIVE SUMMARY 

Many senior citizens in the United States cannot afford the high prices ofprescription 
drugs. One of the principal causes of these high prices is price discrimination by drug 
manufacturers. This report by the minority siaffof the Committee on Govemmcnt Refonn 
quantifies the extent ofprescription drug price discrimination in the United States and its impacts 
on seniors. 

The report finds that older Americans and others who pay for their own drugs are charged 
far more for their prescription drugs than are the drug companies' ,most favored customers, such 
as health maii::ttenance organizations and the federal government. The report finds that a senior 
citizen in the United States paying for his or her own prescription drugs must pay, on average, 
more than twice as much for the drugs as the drug companies' favored customers. And the report 
finds that this is an unusually large price differential .:... more than $ix times greater than the 
average price differential for other consumer goods. ' 

In effect, the pricing strategies ofdrug manufacturer victimize those who are least ablc to 
afford it. As a result of price discrimination, large corporate and governmental customers with 
market power are able to buy their drugs at low prices whilc senior citizens, who often have the 
greatest need and the least ability to pay, are forced to pay the highest prices for prescription 
dl1lgs. 

A. Methodologv 

TIlls study investigates the pricing ofthc five brand name prescription drugs with the 
highest sales to the elderly. It estimates the differential between the prices charged to the drug 
companies' most favored customers, such HMOs and the federal govenunent, and the prices 
charged to seniors who lack prescription drug coverage. The results are based on SUIYeys of 
retail prescription drug prices in over 1000 chain and independently owned drug stores in nearly 
100 congressional districts in 38 states and the District ofColumbia. These prices are compared 
to the prices paid by the drug companies' most favored customers. 'For comparison purposes. the 
study also estimates the differential between prices for favored customers and retail prices f~r 
other consumer goods. . 

B. Findin~ 

Older Americans pay infla.ted prices for commonly Bseddrugs. For the five drugs 
investigated in this study. the average price differential was 134% (Table 1). This means that 
senior citizens and other individuals who pay for their own drugs pay more than twicc as much 
for these drugs t.ha:rt do the drug companies' most favored customers. In dollar terms, senior 
citizenS must pay on average $58.46 to $97.88 more per prescription for these five drugs than 
favored customers. ' 

i 
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Table 1: Average Prices fot' the Five Best-Selling Drugs for Older Americans Are More· 
TJ;lan Double the Prices That Drug Companies Charge Their Most Favored C,ustomers. 

Prescription 
Drug 

Manufacturer Usc ,Prices 
For Favored 
.Customers 

Average Prices 
. For 

Seniors 

Average 
. Differential For 

Senior Citizens 

Zocor 
Norvasc 
Prilosec 
Procardia XL 
Zoloft 

Merck 
Pfi7..er. inc. 
AstralMerck 
Pfu:er, Inc, 
Pfizer, Inc. 

Cholesterol 
High Blood Pressure 
Ulcers 
Heart Problems . 
Depression 

$27.00 
$59.71 
$S~UO 

$68.35 
·$125.73 

$107:66 
$118.96 
$111.56 
$133.22 
$223.61 

. Percent Dollar 
299% 
99% 
9<J01o 
95% 
78% 

$&0.66 
$59.25 
$58.46 
$64.87 
$97.88 

Average Price Differential 

.. 

134% 
, . . . 

For other popular drugs. the price difterential is evenhigher. This study also 
analyzed a number ofother popular drugs used by older Americans, and in some cases found 
even higher price differentials. The drug with the highest price differential was' Syntbroid; a . 
commonly used hormone treatment manufactured by Knoll Pharmaceuticals. For this dl'Ug, the 
average price differential for senior citizens was 1,566%. A typical prescription for this drug , 

. would cost the n::t.anufacturer's favored customers only $1.75. but wpuldcostthe average senior 
citizen over $29.00. For Micronase, a diabetes treatment manmactured· by Upjohn, a prescription 
would cost favored customers $10.0S,while seniors in the United States are charged an average 
·of$50.52, a price differential of403% .. · ,.. 

Price differentials are far bigher for drugs than th_,Ware forotber goods. The.report 
compared drug prices at the retail level to the prices that the phannaceutical industry gives its 
most favored customers, such as HMOs and the federal govenunent. Because these·,customers 
typically buy in bulk, some difference between retail prices and "favored customer" prices would 
be expected. The study found, however. that the differential was much higher for prescription . 
drugs than it was for other conswner goods. The.average price differential for the five . 
prescription drugs was 134%, while fue price differenti~ for'other goods was only 22%: 

Pharmaceutical manufadUrers. not drug stores. are primarily responsible for the 
discriminatory prices that older Alnericans pay for prescription drugs. In ,order, to . 
.dete.rm.me whether drug manufacturers or retail pharmacies cause the high prescription dnig 
prices paid by seniors in the United States, the report compared average Wholesale prices that 
pharmacies pay for drugs to the prices at which the drugs are sold to consumers. This 
comparison reveale~ that the pharmacies appear to have relatively small markups between the 
prices at which they buy prescription drugs and the prices at which they,sell them. Average retail 
prices in the United States are actually below the published national Average Wholesale Price, 
which represents the manufacturers' suggested price to phannacies. The differential between 
retail prices and ase~nd indicator ofpharmacy costs. the Wholesale Acquisition Cost, which 
represents the average price wholesalers actually pay for drugs. is only 22%. This indicates that 
it is .drog manufacturer pricing policies that account for the inflated prices charged to older 
Americans and other customers. 

ii 
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I. THE VULNERABILITY OF OLDER AMERICANS TO HIGH DRUG PRICES 

Numerous surveys and stucties have concluded that older Americans payhigh costs for 

prescription drugs and are having a difficult time paying for the drugs they need. The cost of 


. prescription drugs is particularly important for older Americans because they have more medical 
.. 	 problems, and take more prescription drugs, than the average American. This situation is 

exacerbated by the fact that the Medicareprogriun, the main source ofhealth care coverage for 
the elderly, fails to cover the cost ofmost prescription drugs. 

According to the National Institute on Aging, "as a group, older people tend to have m~re 
long-term illnesses -- such as arthritis, diabetes, high blood pressure, and heart disease -- than do 
younger people.')! Other chronic diseases which disproportionately affect older Americans 
include depression and neurodegenerative diseases such as A1zheimer's disease, Lou Gehrig's 
disease, and Parkinson's disease. Older Americans spend almost three times as much oftheir 
income (21%) on health care than those under the age of65 (8%).2 

The latest survey data indicate that 86% ofMedicare beneficiaries are taking prescription 
drugs.) Almost 14 miUion senior citizens. 38% ofall Medicare beneficiaries. use more than . 
$1,000 ofprescription drugs annually.4 Tbe average aider American uses l8.S prescriptions 
annually.' It is estimated that the elderly in the United States, who make up 12% ofthe 
population, use one-third ofall prescription drugs." 

Although senior citizens have the greatest need for prescription drugs, they often have the 
most inadequate insurance coverage for the cost ofthese drugs. With the exception ofdrugs 
administered during inpatient hospital stays, Medicare gener.iIly does not cover prescription 

I National Institute on Aging (NIA). NIA Age Page (1997) (online at www.nih.gov/nial 
healthlpub/medicine.htm). .. . 

2 AARP Public Policy Institute and the Lewin Group, Out ofPocket Health Spending J)y 
Medicare Beneficiaries Age 6S and Older: J997 Projections (Feb: 1997). 

3 Health Affairs, Prescriplion Drug Coverage, Utilization. and Spending Among.. 

Medicare Beneficiaries, 237 (JanJFeb. 1999). 


4 National Economic Council. Domestic Policy Council, Disturbing Truths and 
Dangerous Trends: The Facts About Medicare BenefiCiaries and Prescription Drug Coverage 
(July 22, 1999). 

5 Prescription Drug Coverage, Utilization. and Spending Amo~g Medicare Beneficiaries, 
supra note 3, at 237. ' 

6 Senate Special Committee On Aging~ Developments in Aging: 1993, l03d Cong., 2d 
SeSs. 35 (1994) (S. Rpt:403). 
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drugs. According to a recent analysis by the National Economic Council, approximately 75% of 
Medicare beneficiaries lack dependable, private-sector prescription drug coverage.7 

Thirty-five percent ofMcdicare recipients, over 13 million senior citizens,· do not have 

any insU1:ance coverage forprescription drugs.B In rural areaS, the problem is even worse, with 

48% ofMedicare recipients lacking any prescription drug cove:rage.9 In total, Medicare 

beneficiaries pay more than half of their drug costs out of their own pockets_l~ 


Even when seniors have prescription drug coverage, the coverage is often inadequate. 
The number of firms offering retirees prescription drug coverage is declining, from 40% in 1994 
to 30% in 1998.11 Medigap policies are often prohibitively expensive, while offering inadequate 
coverage_12 Medicare managed care plans are also sharply reducing benefits and coverage_13 

The high costs ofprescription drugs and the lack ofinsurance coVerage cause enormous 
. hardships for older Americans. One survey found that 13% ofolder Americans -- more than one 

7 Disturbing Truths and Dangerous Trends;- The·Facts About Medicare BenefiCiaries and 
Prescription Drug Coverage, supra note 4. ' , 

8 Prescription Drug Coverage, Utilization, and Spending Among Medicare Beneficiaries, 
supra note 3. 

, 9 Disturbing Truths and Dangerous Trends: The Facts AboUI Medicare BenefiCiaries and 
Prescription Drug Coverage. supra note 4 (supplemental matecials)_ 

10 Health Care Financing Administration, The Characteristics and Perceptions o/the 

Medicare Population, 107 (1996). . 


II Disturbing Truths and Dangerous Trends: The Facts About MediCare Beneficiaries 

and Prescription Drug Coverage, supra note 4. 


12 For example, one typical Medigap poliCy requires beneficiaries to meet a $250 
deductiple, and then covers only 50% ofthe cost ofprescription drugs, up to a maximum benefit 
ofSl,250. Prescription Drug Coverage. Utilization, and Spending Among Medicare 
Beneficiaries, supra note 3. 

13 While some Medicare'managed care plans may offer optio.nalprescription drug 
coverage. these plans are dramatically reducing coverage, with nearly 60% reporting that they 
will cap prescription drug benefits below $1,000, and 28% reporting that they will cap benefits 
belowS500 in the year 2000. These managed care plans are also withdrawing coverage for over 
400,000 seniors this year, and are expected to drop covemge for an additional 50,000 next year. 
Overall, only 6% ofMedicare recipients obtain prescription drug coverage through managed carc 
plans. Disturbing Truths and Dangerous Trends: The Facls About Medicar~ BenefiCiaries and . 

.	Prescription Drug Coverage, supra note 4; Prescription Drug Coverage, Utilization, and 

Spending Among Medicare Beneficiaries, supra note·3. . 
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out of every eight - were forced to choose between buying food and buying medicine. 14 By 
another estimate, five million older Americans' are forced to make this difficult choice. IS , 

II. 	 ARE DRUG COMPANIES EXPLOITING THE VULNERABILITY OF. OLDER 
AMERICANS? ' ' . 

Independent arialysts who have investigated the drug industry have concluded that drug 
manufacturers engage in "price discrimination." In 1998, for exanlple. the Congressional Budget 
Office (CBO) conducted a detailed examination ofdrug pricing. CBO found that drug 
manufacturers employ pricing practices that force consumers without prescription drug coverage 
to pay the highest prices for drugs. According to CBO: . 

Different buyers pay different prices for brandwname prescription drugs .... In today's 
market for outpatient prescription drugs, purchasers that have no insurance ~verage for 
drugs ... pay the highest prices for brand ·name drugs. lei 

In March 1999, the Federal Trade Commission (FTC) released a comprehensive analysis 
ofprescription drug pricing that reached a similar conclusion. As in the CBO study, the FTC 
study found that drug manufacturers engage in price discrimination. According to the FTC: ""A 
notable example ofdifferential pricing is the sOwCalled' 'two tiered pricing structure" under which 
pharmaceutical companies set lower prices to large buyers like hospitals. HMOs. and PBMs. and 
charge higher prices to other buyers that include the uninsured and independent and chain retail 
lJhannades."17 

Although these and other analyses conclude that drug manufacturers engage in price 
discrimination, few analyses have sought to quantify the extent ofprice discrimination and its 
impact on senior citizens. This report investigates these issues. It analyzes whether the drug 
companies are exploiting the wlnerability ofolder Americans through discriminatory pricing 
practices and whether these pricing practices cause the high drug prices b()ing paid by older· 
Americans. The results presented in this report are a compilation ofthe results ofprescription 
drpg pricing studies prepared by the minority staff for nearly 100 members ofCongress. 

14 Families USA Foundation, Worlhless Promises: Drug Companies Keep Boosting 
Prices, 6 (Mar. 1995). 

IS Senate Special Committee on Aging; A.Status Report -- Accessibility andAffordability 
a/Prescription Drugs For Older Americans, 102d Cong., 2d Sess. 2 (1992) (S. Rpt. 100). 

16 Congressional Budget Office, How Increased Compelitionjrom GeneriC Drugs Has 
Affected Prices and Returns in the Pharmaceutical Industry, xi (July 1998). " 

17 Federal Trade Conunission, The Pharmaceutical Industry: A Discussion 0/ 
Competilive andAntitrusl Issues in an Environmenr o/Change, 75 (Mar. 1999). 
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ID. METHODOLOGY 

.A. Selection ofDrugs 

The principal drugs investigated in this report are the five patertted, nongeneric drugs 
with the highest annual sa1es to older Americans. in 1997. The list was obtained from the 
Pennsylvania Phannaceutical Assistance Contract for the Elderly (PACE). The PACE program. 
is the largest outpatient prescription drug program for o1d,er Americans in the United States for 
which claims data is ,available, and is used in this study. as well as by several other analysts. as a 
proxy database for prescription drug usage by all older Americans. In 1997. over 250,000 
persons were enrolled in the program., which provided over $100 mimon ofaSsistance in filling 
over 2.8 million prescriptions. IS 

B. Determination ofDrug Prices for Seniors 

In response to requests from members ofCongress, the minority staffhas analyzed 
prescription drug pricing in nearly 100 congressional districts in 38 states since July 1998.19 In 
conducting these investigations, the minority staff and the staffofthe members ofCongress have 

18 Pharmaceutica1 Assistance Contract for the Elderly ("PACE"). Pennsylvania 
Department ofAging, Annual Report to the Pennsylvani'a General Assembly January 1 
December 31, 1997 (Apr. 1998). 

19 The members of the U.s. House ofRepresentatives who have released reports 
analyzing prescription drug pricing in their districts are Reps. Neil Abercrombie (Ill); Thomas H. . 
Allen (ME); Tammy Baldwin (WI); Thomas M. Barrett (WI); Ken Bentsen{fX); Shelley 
Berkley (NV); Marion Berry (AR); David E. Bonior (M!); Leonard L. Boswell (IA); Sherrod 
Brown. (OR); Lois Capps (CA); Robert E. Cramer. Jr. (AL); Joseph Crowley (NY); Elijah E. 
Cummings (MD); Danny K. Davis'(lL); Peter A. DeFazio (OR); Diana DeOette (CO); William 
D. Delahunt (MA); Rosa L. DeLauro (C'l); Lloyd Doggett (TX); Michael F . Doyle (PA); Chet 
Edwards (IX); Harold E. Ford, Jr. (IN); Martin Frost (IX); Charles A. Gonzalez (TX); Gene 
Green (IX); Baron P. Hill (IN); Maurice D. Hinchey (NY); Ruben Hinojosa (IX); Steny H. 
Hoyer (MD); Eddie Bernice Johnson (1X); Dennis H. Kucinich (OR); Nick Lampson (TX); John 
.B. Larson (Cl); Barbara Lee (CA); Ken Lucas (KY); Bill Luther (MN); JamesU. Maloney (CT); 
Frank Mascara. (PA); Carolyn McCarthy (NY); James P. McGovern (MA); Martin T. Mecban 
(MA); George Miller (CA); Jo1m P. Murtha (pA);Eleanor Holmes Norton (DC); David R. Obey 
(WI); Nancy Pelosi (CA); David D. Phelps (IL); Earl Pomeroy (ND); Ciro D. Rodriguez (rX); 
Bobby L. Rush (IL); Bernard Sanders (V1); Max Sandlin (TIC); Janice D. Schakowsk-y (IL); 
Ronnie Shows (MS); Louise McIntosh Slaughter (NY); Debbie Stabenow (MI); Fortney Pete 
Stark (CA); Ted Strickland (OH); Bart Stupak (MI); Mike Thompson (CA); John F. Tierney 
(MA); Karen Thurman (FL); Jim Turner (TX); Mark Udall (CO); Tom Udall (NM); Bruce F. 
Vento (MN); Peter J. Visclosky (IN); Henry A. Waxman (CA); Robert E .. Wise, Jr. (WV); Lynn 
Woolsey (CA); David Wu (OR); and Albert R. Wynn ~). Senators Max Baucus (MT) and 
Tim Johnson (SD) have also released reports. 
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swveyed. over 1000 chain and independently owned phannacies. In this report, average drug 
. prices for seniors are calculated by averaging the prices obtained from these pharmacies. 

C. Determination ofDrug Prices for Favored Customers 

Drug pricing is complicated and drug companies closely guard their pricing strategies. 
For example, drug companies require HMOs to sign confidentiality agreements before offering 
them pricing discounts. The best publicly available indicator of the prices drug companies 
charge their most favored customers is the prices the companies charge the federal government. 

The federal govemm~t pays for prescription drugs through several different progr.ams. 
One important program is the Federal Supply Schedule (PSS), which is a price catalogue 
containing goods available for purchase by federal agencies. Drug prices on the FSS are 
negotiated by the Department of Veterans Affairs (VA) and approximate the prices that the drug 
companies charge their most favored nonfederal customers. According,to the U.S. General 
Accounting Office, "[uJnder GSA procurement regulations, VA contract officers are required to 
seek an FSS price that repre~nts the same discount offa drug's list price that the manufactur~ 
offers its most-favored nonfederal customq under comparable terms andconditions.":ZO To 
obtain additional price discounts available to the private sector, the VA has established at least 

. two additional negotiated-price programs: (1) a VA fonnulary that operates similarly to the 
fonnularies established by wen-managed HMOs,21 and (2) a Blanket Price Agreement (BPA) 
program... under which the VA eommits to purchasing minimum quantities ofparticular 
prescription drugs. Yet another program. through which the federal government obtains . . 
prescription drugs is section 340(b) ofrhe Public Health Service Act, which entitles four 
agencies (the VA. the Indian Health Service, the Department ofDefense. and the Public Health 
Service) to purchase drugs at a max.i:n1umprice of24% below the manufacturer's average 
nonfedcral price. 

. . 

20 U.S. General AccOlmting Office, Drug Prices: Effects ofOpening Federal Supply 
Schedule for Pharmaceuticals Are Uncertain 6 (June 1997) (emphasis added). In an April 21, 
1999. letter to Rep. Hcmy A. Waxman, GAO confinned that "federal supply schedule prices . 
represent the best publicly .available information on the prices that pharmaceutical companies 
charge their most favored customers." Letter from William. J. Scanlon, Director, GAO Health 
Financing and Public Health Section. . 

21 For a detailed description ofthe Department ofVeterans Affairs Fonnulary program, 
see the National Formulary Content Page, online at www.dppm.med.va.gov/newsiteJ . 
national.htIn. 
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This analysis uses the lowest negotiated price paid by the federal govcrp.ment as a proxy 
. for the prices paid by cJrug companies most favored customers. 22 All prices were updated in 

. September 1999 to reflect current pricing. . . 

D. Detennination ofDrug Prices .for Pharmacies· 

The rCport also examines two other pricing fudicators: (1) th~ Average Wholesale Price 
(AWP) and (2) the Wholesate Acquisition Cost (WAC). These two prices provide an indicator 
ofthe extent of markups that are attributable to the pharmacy (in contrast to those that are due to 
the drug manufacturer). The AWP represents the price that manufacturers suggest'that . 

. wholesalers charge retail pharmacies; the WAC represents the actual average price that .' 
wholesalers pay to acquire drugs. The typical wholesaler markup on d.rugs for sale to phannacies 
is an additional 2% - 4%.23 Both AWP and WAt were obtained from the Medispan database and 
werre updated in June 1999 to reflect current pricing. . 

E. Determination ofDrug Dosages 

When comparing prices, the study used the.same criteria (dosage, fonn, and package size) 
. used by the GAO in its 1992 report" Prescription Drugs: Companies TYpically Charge More in '... 

the United States Than In Canada. For drugs that were not included in,the GAO report; the 
study used the dosage. form, and package size common in the years 1994 through '1997. as'· 
indicated in the Drug Topics Red Book. The dosages, fonus, and package sizes used in the study 
are shown in Appendix B.' .' 

F.. frice Differentials for Other Consumer Goods 
. . 

In ordeT to determine ~hethei the differential between the most favored customer prices 
and retail prices for drugs commonly used by older Americans is' unusually large, the study 
compared the prescription drug price differentials to price differentials on other consumer 
products. To make this comparison, a list of consumer goods other than drugs availabletbrough . 

. the FSS was assembled. FSS prices were then compared with the retail prices at which tIre items 
could be bought at a large national cbain.24 ' 

22 For N~Ivasc. Prilosec, Procardia XL. Zoloft, MicrOliase. and Synthroid, tIre Federal 
Supply Schedule price waS used as the indicator ofbest price. For Zocor the VA's formulary 
price was used as the indicator ofbest price. " 

23 Patricia M. Dan7.on, Price Comparisons/or Pharmaceuiicals: A Review a/US. and . 
Cross-National Studies (April t 999). . 

14 The items used'were paper tOwels, envelopes, rubber bands, toilet paper, pencils, 

. Rolodexes,tape dispenserS, waste baskets~ correction fluid, post-it notes,: paper clips, and 


scissors. 
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IV. 	 . DRUG COMPANIES CHARGE OLDER AMERICANS DISCRIMINATORY 
PRICES ' 

A. 	 Discrim.ination in Dru'g Pricing 

In the case ofthe five drugs with the highest sales to seniors, ilie average price differential 
between the price that would be paid by a senior citizen in the United States and the price that 
would be paid by the drug companies' most favored customers was 134% (Table 1). This means 
~al the average price that older Americans and other individual consumers pay for these drugs is 
more than double the price paid by the drug companies' favored customers, such as HMOs and 
the federal government. 

For individual drugs. the price differential was even higher. Among the five best selling 
drugs, the highest price differential was 299% for Zocor, a cholesterol treatment manufactured by 
Merck. The average senior without drug coverage must pay $107.66 for 60 tablets ofZocor, 
compared to a favored customer price ofjust $27.00. 

For other popular drugs. the study found even greater price differentials. The drug with 
the highest price differential was Syntbroid, a commonly used hormone treatment manufactured 
by Knon Pharmaceuticals. For this drug, the average price differential for seniOl' citizens was 
more than 1,550%. One hundred tablets ofthis drug would cost thc most favored customers only 
$1.75, but would cost the average senior citizen $29.15. For Micronase. a diabetes treatment 
manufactUred by Upjobn, the average price differential was 403% (Figure i). 

figure 1: Older Americans 
. Pay Inflated Prices for Prescription Drugs. 
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Every drug looked at in this study had a large price differential. Among the five highest 
selling drugs. four (Zocor, Norvasc, Prilosec, and Procardia XL) had price differentials that 
exceeded 90%. The lowest price difference was still high -- 78%, for Zoloft. 

In dollar tenns, Zoloft, an antidepressant, had the highest price differential. Senior 
citizens in the United States must pay nearly $100 more for 100 tablets ofZoloft than a favorcd 
customer. The difference between seniors' priees and prices for favored customers was more 
than $80.00 for 60 tablets ofZoeor and over $50.00 per'prescription for each of the remaining 
three best selling drugs (proeardia XL, Norvasc. and Prilosec). . 

B. Comparison with Other Consumer Goods 

The report analyzed whether the large differentials in prescription drug pricing could be 
attributed to a volume effect. The drug companies' most favored ctiStomcrs,such as HMOs and 
the federal government, typically buy large volumes ofdrugs. Thus, it could be expected that 
there would be volume-related differences between the prices charged the most favored 
customers and retail prices. The report found, however, that the differentials in prescription drug 
prices were much greater than the differentials in prices for other consumer goods. The report 

, found that. in the case ofother consumer goods. the average difference between retail prices and 
the prices charged most favored customers, such as large corporations and institutions. was only 
22%. The average price differential in the case ofprescription drugs was more than six times 
larger than the average price differential for other consumer goods (FigUre 2). This indjcates that 
a volume effect is unlikely to explain the large differential in prescription drug pricing. 

Agure 2: Price Differentials on Drug$ 

Commonly Used by Older Americans 

Are Far Highgr Than Differentials for 


Oltier Consumer Goods. 
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C. Drug Company Vel"sus Pharmacy Responsibility 

The report also sought to d.etenninc whether drug companies or retail phannacies are 

responsible for the high prices being paid by older Americans, To do this~ the report compared 

the average wholesale prices that pharmacies pay for drugs to the prices at which the drugs arc 

sold to consumers. This comparison revealed that phannacies appear to have relatively small 

markups between the prices at which they buy prescription drugs and the prices at which they 

sell them, The report found that the average retail price for the five best-selling prescription 


. <hugs was actually lower than the pubJished Average Wholesale Price, and only 22% above the 
Wholesale Acquisition Cost (FigtU'e 3), This finding indicates that it is drug company pricing 
policies, not ·retailmarkups, that account for the inflated prices charged to older Americans and 
other individual customers_ These findings are consistent with other experts who have concluded 
that because of the competitive nature of the pharmacy business at the retail·tevel, there is a 
relatively small profit margin for retail pharmacists.ls 

Figure 3: Drug Companie~ Not Retail Phannacies, 

Are Responsible for High Prescription Drug Cos1s 
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V. DRUG MANUFACTURER PROFITABILITY 

Drug industry pricing strategies have boosted the industry's profitability to extraordinary 
levels_ The annual profits of the top ten drug companies are over $25 billion.26 Moreover, the 
drug companies make unusually high profits compared to other companies. The average 
manufacturer ofbranded conswner goods, such as Proctor & Gamble or CQlgate-Palmolive has , . , 
an operating profit,margin of 10.5%. Drug manufacturers, however, have an operating profit 
margin of28.7% -- nearly three times greater (Figure 4),2' 

Figure 4: The Pharmaceutical Industry's Profit Margins 

Are Larger Than Those for Other Companies. 
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These high profits appear to be directly linked to .the pricing strategies observed in this 
report. For instance. MerCk, the country's largestpharrnaceutica1 manufacturer, had a 24% 
increase in sales and a 12% increase in profits in the first quarter of 1999.28 According to 
industry analysts. Merck's increased profits have been due in large part to sales ofZocor,:Z9 which 
is sold in the United States at a price differential of299%. Zocor itself accounts for 13% of 
Merck's revenues.3O 

26 Fortune, 1999 Fortune 500 Industry List (1999) (Online at www.pathfinder.com/ 
fortuneSOO/ind21.html). . . 

27 Paul J. Much, Houlihan Lokey Howard & Zukin, F..xpef'l Analysi!1t o/Profitability (Feb. 
1998). 

2& APt Merck Sales Jump by 24 Percent (Apri123, 1999). 

29 USA Today, Drugmakers Have Healthy Outlook (July 20, 1998). 

30 Merck Sales Jump by 24 Percent, supra note 28. 

10 

http:www.pathfinder.com
http:revenues.3O
http:billion.26


If!! U 1. I) 

Pharmaceutical companies have been rapidly increasing their prices for drugs used by 
senior.citizens. These price hikes make it even more difficult for uninsured senior citizens to 
afford prescription drugs. In 1998, the prices for the 50 prescription drugs most frequently used 
by senior citizens increased by 6.6%, more th.an four times the inflation rate.;u The price of 
Syntbroid, which is sold at a price differential of more than 1,550%, increased by more than six: 

. times the inflation rate.l2 . 

Overall, profits for the major drug manufacturers grew by over 21 % in 1998, compared to 
5% to 10% for other companies on the Standard & Poors Index. The drug manufacturers' profits 
are e.xpected to grow by up to an additiona12S% in 1999.33 According to one analyst. "the 
prospects for the pharmaceutical industry are as bright as they've ever been.,,34 

31 Families USA, Hard to Swallow: Rising Drug Pricesfor America's Seniors (Nov. 
1999). 

321d 


33' Drugmakers Have Healthy Outlook, supra note 29. 
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Appendix A 

The Five Top Selling Patented, Nongeneric Drugs for Seniors 
Ranked by 1997 Total Dollar Sales 

Rank Drog Manufacturer Indication 

1. Prilosec AstralMerck Ulcer 

2. Norvasc Pfizer, Inc. High Blood Pressure 

3. Zocor Merck Cholesterol reduction 

4. Zoloft 
". 

Pfizer, Inc .. Depression 

5. Procardia XL Pfizer, Inc. Heart Problems 

Source:, Pharmaceutical Assistance Contract for the Elderly ('~PACE"), Pennsylvania 
Department ofAging, Annual Report to the Pennsylvania General Assembly; January 1 
December 31, 1997 (Apr. 1998). 
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AppendixB 


Information on Prescription Drugs Analyzed in This Study 


Pri«ll (Dollars) 

Br.lnd NaDJe DOS3I;c FavOred Wholesale: Average Average ' Price: 

Drug Bnd Indication CIIS(um,cr Acquisition Wholesale: Retail DiO'erc:otial 

"'orm Priee C~1 . Price Price (A\'e:rage RtbJiI 

Price vs. ravot'4!d 

(:ustomcr Price:) 

u,c:or 5 RIg, Cholesterol $27.00 S86.07 $J06.84 S107.66 299% 

60 tablo:ts reducer 

Norvasc Smg, HilJhBlood $59.71 S96.oo 5Jl9.17 5118.96 99% 

90 l.!!blcts Prcssun: 

Prllosec 20mg, Ulcer $59.10 SI00.34 $119057 S1J7.56 99% 

30 cap. 

Procardia XL 30 rng, Heart $68.3S Sl11.46 $138.31 $133.22 95% 

100 tab. P~blF;ms 

Zoloft 50mg, Depression 5125.73 $182.98 $227.13 . $223.6J 78% 

100 tab. 

Synthroid ,os mg. Honnonc SL75 N/A N/A 529.15 IS66% 

100 tab. Treatment 

Micronasc 2.5m:;. Olabel.t:s $10.OS N/A N/A 550.52 403% 

100 tab. 
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AppendixC 

Price Comparisons For Non-Prescription Drug Items 

Item 
FSS Price Retail 

Price 

Differential 

-

Binder Clip, small, 1 box $0.49 $0.49 . 0% 

Rubber Bands) t lb. $2.57· $2.67 4% 

Toilet Paper, 96 Rolls. $44.74 $47.98 7% 

Rolode'l:, 500 Card $13.24 $14.29 8% 

Tape Dispenser $1.44 $1.69 17% 

Wastebasket, Plastic, 13 qt. $2.95 $3.49 18% 

Scissors $10.88 $12.99 . 19% 

Pencils. #2. 20-pack $1.03 $1.26 22% 
, 

Paper Towels, 30 Rolls $22.94 $29.98 31% 

Post-It Notes $2:08 $2.89 39% 

Envelopes. 500, White, 20 lb. 

weight 

$6.45 $9.49 47% 

Correction Fluid, 18 mI., dozen. $6.66 $9.99 50% 

Average Price Differential 22% 
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. January 21,2000 

Dear Colleague: . 

Earlier this month, it appeared that the effortS of many members of Congress to provide 
prescription drug coverage for seniors and end price discrimination could be succeeding. . 
Although the drug industry has long fought our efforts, Gordon Binder~ the chairman of Amg<m, 
said in an interview with the New York Timesthat the industry has had a change ofheart. 

According to Mi. Binder, uThat was the~, and thi,s is now. We sense that all sides are 
moving in more of a positive direction to get something done. We want t9 be part ofthat.')] A 
recent ad by PhRMA, the industry trade association, proclaimed: "Ies time for a breakthrough in 
the Medicare debate." . 

Unfortunately, however, internal industry,documents from a January 19 meeting of 
PhRMA's "Public Affairs Section" raise questions about the industry's new commitment to 
helping seniors obtain affordable medications. 

One document distributed at the meeting- is a calendar ofactivities plarined by PhRMA in 
January and February. Many of these activities seem designed to reduce -- not build -- support 
for prescription drug coverage. For example, they include: ' . 

A state media tour that seeks to justify the industry practice ofcharging higher 
prices to U.S. seniors than to Canadian citizens; 
The release of reports by surrogates who are on record as opposing plans to 
provide meaningful drug benefits to seniors; 
An "anti-Allen bill mailing"; and 
P~d advertisements, phone banking; direct mail drops, and "grass topsot letters. 

I have enclosed a copy of this calendar because I thought it would.be helpful for you to 
have an opportunity to review the activities PhRMA is planning -- especially if you will be a 
target ofPhRMA' s manufactured grass roots campaign, 

IDrug Makers Drop their Opposition to Medicare Plan, New York Times (Jan. 14,· 
2000). 

http:would.be
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Dear Colleague 

January 21. 2000 

Page 2 


. . .. ., 

The documents also show that some of our most vociferous critics are candidates for drug 
industry funding. Robert Goldberg, who represents the "Ethics and P~blic Policy Center," wrote 
letters and op-eds in many members' districtslasf year attacking our: efforts to focus attention on 

.	the plight ofseniors who cannot afford their medications. Now he's'sent a memO to Alixe 
Mattingly, PhRMA's senior vice president forpubUc affairs,saying t~Let's keep this going" and 
asking for financial support from drug companies.' ~., . .'. . 

The documents also indicate that Alan HOllnert PhRMA's president, had a meeting 
scheduled with Betsy McCaughey Ross to discuss ·funding her efforts, ;which include publishing 
op..leds in national newspapers on "how President Clinton's Medicare plan woul~ limit [seniors']: 
access to ... medications and tie.theirdoctor'shands." Ironically; t}:lis meeting was scheduled in 

, the same week that Mr. Holmer Was 'quoted in the Waihington Post talking about the industry's 
."strong desire" for Hexp'anded c6v~rage for seniors.!'2 . ' . 

• •,>, I' , 

I i;;ontinue to hope that the drug·itidusttywill 'decide to work with us in a genuine effort to 
,bring relief to. millions of seniors across the nation. Regrettably,:these internal documents seem . 
to' indicate that PhRMA's cynicalcampaign to,misle.ad and scare seniors wiUcontinue. ' 

Sincerely, . 

~Qw~
Ranking Minority Member 

Attachments (4) 

, .J 	 ,'. 

;" 

:'.i 
!~ , 

,',!' 

.( 	, 
< .• 

'.' 	 . . ' . 

2ProspectsfOT Medicare Prescription BehejitGrow, W~hington.Post(J~. 15: 2000)~ 

I' 
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PUBLIC AFFAIRS SECTION MEETING 
January 19, 2000 

9:30 AM to 1:30 PM 

The Madison Hotel 
- 15"& M Streets, NW .' 
Z'd Floor, Executive Chambers 1 & 2 

..W,s.shington, DC~0005 . 

Opening Remarks and Introductions Alixe Mattingly 

Medicare Update Alixe Mattingly 

Ally Development/Grassroots Mobilization Wes Metheny 
Update 

Researcher Fly-In EvenUlnnovation Day Wes Metheny 
Proposal 

Media Relatiqns Update Jackie Cottrell 

Advertising Update Alexandra Bickel 

Citizens for Better Medicare: Update Timothy Ryan 

Member Company Activities Open Discussion 
. "Best Practices" 

Other 

Privacy Regulations Valerie Volpe 

Y2KSummary Mark Grayson 

Lunch Will Be Served 

Pnarmaceuiica/ Research and Manujaaurers ofAmmca 
1100 Fifteenth Street, N.W. . Washington, D,C. 20095 (202) 835-3400 
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.L....I • AND. 1015 Fifteenth Street N. W . 


'PUBLIC Washington, D.C. 20005 


POLley telephone (202) 682-1200 

CENTER fax (202)408-0632 ________----:---:---'-'----~-~---

January 11, 2000 

To: Alhe, 

From: Bob Goldberg 

Subject: Suppon in The Gathering Stonn 

As you know, last year 1put out a steady stream of articles (see attaChed samples), did 
dozens of radio interviews and participated in a number aflive and It!levised forums OIl 

the issue of prescription drug coverage. ) plan to renew this effort. Additionally. I have, 
beel\ asked by sevenil organizations lodc papers, articles, editorials on va.rious issues 
ranging from responses to the charge that the pharmaceutical industry is not paying its 
'fair share' in taxes to the impact of a government run drug plan on the future 'of 
blomedical research to tbe'c,anard thai somehow 'we' (meaning govenllnent and 
111S'm8tlCe companies)cau't afford the future stream of new drugs. 1 also want to work 
with other policy types and' editorial writers to bring them into the fray, Needless to say, 
I am also help in getting organized in the months ahead. ' 

Ironical.ly J hay!! been so busy that 1 have not had time to reach out to the right people for 
such additional funding. So now 1 aiD asking your help to help me contact the appropriate 
individuals in various c.ompauies to support my research and wrl1 ing. 

You know that I have made an impact and regard what I do as a,mission, not just a 
academic purSllit. Let's ketp this gojng. Thanks. 

http:Ironical.ly
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HUDSON 


10) S 18TH 
STREET, N.W. 


SUITE 300 

WASHINGTON, 

DC 
20036 . 

20:!·223·7770 

t 0 2 ·223 • S 5 j , 

INDIANAPOLIS 

WASHINOTON 

M 0 N T R E'A L 

INST.ITUTE 

Mr. Alan Holmer, President and CEO 
Pharmaceutical Research and' Manufacturers of America 
1100 Fifteenth Street NW .' 

. Washington, D.C. 20005 . 

Dear Mr. Holmer, January· 7, 2000 

I am looldng forward to rneetingwith you on Tuesday. To be helpful to you, 
I· have assembled some ma~erials for you, including a list of my recent '.' . 
publications and my resume. As you can see, I publish regularly in The New 
York Times, The Wall Str.eer Journal, USA Today, U.S. News & World 
Report) . .'The New Republic, The. Los Angeles Times, The Daily News and 
many other newspapers and magazines:. My skill is not only' as a scholar but 
also as a highly effective, popular comrI:mmcator.,1 appear frequently on . 
television talk shows on CNN and other networ~s. . 

Also enclosed are two recent newspaper pieces on how phannaceutical 
innovation will help control health care costs and a piece, directed at seniors, 
on how :president Clinton's Medicare drug plan would limit their access to 
the newest,most effective medications and tie their dottor's hanq.s. 

Finally 7 you will see enclosed an article "No Exit" that I wrote in 19941 

warning of the dangers of the Clinton health plan. The article had an 
enormous impact, and helped turn the political tide .. It was reprinted)n 
Readers Digest, as well as newspapers across the nation, and it won the 
National Magazine Award for the best article in the nation on public policy, 
and the H.L. Mencken Award. . 

I am asking Phanml to support my work at the Hudson Institute, because my 
writings on health care policy can make a substantial difference in public 
opinion and in th~ nation's capitol. My track record 'proves it. 

.. . 

. . Again., I look forward to meeting with you on.Tuesday at 11 :30. Thank you 
for taking the time. I. 

s71:t' . A
Betsy MtplJ1gh~f~ .~... 


SOLVING TOMORROw;S I'ItOllLEMS TODAY 
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· 'Drug Company Execntives Drop <" 

Opposition to Medicare Coveragc~ of J t,. ~l

· Prescription Drugs G,,~ 


Related Artides 
a. Issue in Depth: Health Care Vh 

Forum 
r' ' •. Join a Discussion on Health Care Refonn 

By l\OBER.T PEAl\ 

W ASIDNGTON, Jan. 13 ~Drug company eXe(.'lltives asked 

the White House today for a cease-fire in their war over . 

drog prices and said unequivocally that they wanted to work 


with President Clinton and Congress to establish Medicare coverage 

ofprescription drugs this yeat'. 


In the past, the industry had said it could accept Medh:are coverage 

ofprescription drugs only as part ofa comprehensive plan to 

redesign the entire Medicare program. Companies feared that 

govemment~subsidized coverage of drugs would lead to government 

efforts to set drug prices, an idea the industry finnly opposes. 


·But now spokesmen for the industry - Gordon M. Binder, chairman 

of Amgen, and Raymond V. Oilm.artin, chairman ofMerck -- say 

they could accept legislation to provide Medicare drug benetits this 

year, as a step toward comprehensive changes in the program. which 

fiDances health care for 39 million people who are elderly or 


...... disabled. 

"Ifcomprehensive refonn does not occur this year, II Mr. Gilmartin 

said, "we would support federal legislation to provide all seniors . 

with access to phannaceutical insurance coverage." lfproperly 

designed, he said, such legislation could get medicines to people 

who need them without controlling drug prices. 


With Congress scheduled to reconvene later this month. the issue of 

Medicare coverage for prescription drugs is very much alive. 

Democrats see the issue as a winner and promise to ke,:p up a . 

drumbeat for coverage on Capitol Hill and in election campaigns 


1/1312000 J L:33 PM 
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across the country. 

Drugs have become an indispensable part ofrnodern health care. 
Medicare's failure to cover drugs for people outside the hospital is 
widely seen as the biggest gap in the 35-year-old progmm. But 
plugging the hole is an immenBe challenge. Even weB-IUD health 

.. insurance plans report that spending on drugs is rishlg more than. 15 
. percent a year. '. 

Mr. Binder and Mr. Gilmartin said they were tired of being 
excoriated by the White Honse and wanted to set a c(I:nstructive, 
pragmatic and positive tone for the coming debate on Medicare drog 
benefits. 

In a joint interview, the two men seemed slightly nervous and said 
they worried that Mr. Clinton would attack their industry in hjs State 
of the Union Message on Jan. 27. 

"Ifvery important people in America say bad things about the 
industry, that's barmful to ~" said Mr. Binder, who was speaking 
as chainnan ofthe industry's main trade group~ the Pharmaceutical 
Research and Manutacturers ofAmerica. 

The drug executi:ves said their statements ret1ected. policies endorsed 
this week by the executive committee of their trade association. ' 

The overtures could be a ploy to take heat off the indtiStry. some 
Democrats said, but they could also be a catalyst for negotiations. 

As for the hat'Sh words exchanged with the White House in the past • 
.	Mr. Binder said: "That was then, and this is now. We ~ense that all 
sides are moving in more ofa positive direction to get something 
done. We want to. be part oftbat." .. 

Whether or not the industry's position has really changed, top 
executives are trying to sound more conciliatory, and that could be 
almost as Significant. It suggests that they see Medicare drug 
coverage as inevitable and want to make the best deal possible. 

White House officials welcomed the overtures, but said the 
president wouJd keep pushing his plan for Medicare coverage of 
.drugs. 

They refused to say whether Mr. ClintOn would tone down his 
criticism of drug companies if the industry toned doVYIl its criticism 
ofhis proposal . 

:>¥ 
... ' Chris Jennings, the health policy coordinator at the White House, 

said: lithe pharmaceutical executives explicitly told us that they 
would soften their rhetoric. That woulCl certainly be a constructive 
step. But only time will tell." . .,' 
. Joel P. John.son, a senior adviser to the president, said tonight, 
"We've heard some positive words and are looking ferHard to 
positive deeds." . 

DNg executives have just recendy :recovered from the dntbbing they 

1/131200011:33 PM 
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took in 1993 and 1994> when the president and Hillary Rodbam 

Clinton assailed drug companies as greedy price gougers. The 

industry wants to avoid a repetition of that fight, and drug 

executives conveyed that message to White House officials who 

designed the president's latest proposal. 


In the past, drug companies said they saw only one V\ray to provide 

drug benefits to Medicare beneficiaries: through health maintenance 

organizations and other private health plans that serv,3 16 percent of 

the people on Medicare. 


Now the industry says it sees a need to provide drug I~overage fol' 

the 84 percent ofMedicaTe beneficiaries still in the oliginal 


·fee-fot-service program. 


Mr. Binder said the government could make money available to 

private entities k_ insurance companies and pharmaceutical benefit 


.maruigers -- who could buy drugs and negotiate discolJllts on behalf 

ofpeople in the fee-for-servic~ program. . 


This idea is somewhat similar to the president'sfroposal and to' a 

bill introduced in August by Senators Olympia . Snowe, 

Republican of Maine, and Ron Wyden" Democrat ofOregon. 


Mr. Binder acknowledged that the government would need to set 

"some minimum standards" for such drug benefits. "Any company 

that wanted to provide services within those ground rules could 

apply to do so," he said. 


Mr. Gilmartin said he could envision insU11Ulce companies offering 
. 	 prescription dntg coverage to supplement the standard package of 


benefits now available to Medicare patients. "The important 

principle is that these i.nsurance plans would compete for Medicare 


. beneficiaries. not for a contract with the tederal government," Mr. 

Gilmartin said. "That's a key distinction." 


*
\. The new stance was prompted, in part. by the comments of Clinton 
"administration officials who said last month that The industry would 


bring price controls on itself if it kept resisting public dell1allds for 

. Medicare dm~ coverage. After reading those remarks> the . 


executives said, tbey were shaken, but also saw some hopeful signs, 

and they requested a White House meeting to search for common 

ground. 	 , . 

Drug company executives said they had begun askintJ 1M same 

question as Mr. Clinton; Why are they working frnnuc;uly to 

develop great new medicines for the elderly if mauy of the intended. 

beneficiaries ~annot get or afford them? . 


Under the president's proposal, Medica:ce would pay halfof a 

beneficiaxy's drug expenses, up to certain limits. The maximllItl 

federal payment would start at $1,000 a year and would rise 

gradually to $2,500 in 2008. 


Drug companies infuriated the White House last year \).hen they 

attacked Mr. Clinton's proposal in a series of television and 

newspaper advertisements featuring an arthritic Medicare 
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beneficiary naDled Flo. The advertisements suggeste:l that the 
Clinton plan would put big government inside the f8:llily medicine 
chest and force all the elderly into a government-run insurance plan. 

In October. Mr. Clinton complained that the industry had blocked 
Congressional action on p.resCrlptiOD drugs by spending "millions .of 
dollal'S on an all-out media campaign filled with flat-out 

.. 	 falsehoods, II He ordered "a sweeping study" to doewnent the impact 
ofhigh drug prices on the elderly. Democrats say the study wilt 
provide them with ammunition for daily denunciations ofme drug 
mdustry. 

Mr. Gilmartin said that ifFlo reappeared on television,. she would 

not just criticize Mr. Clinton'S :elan. "It's important nc·w for Flo to 

also be for something positive, ' Mr. Gilmartin said. 
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i Jimuary 28, 2000 

The Honorable Pete Stark 

239 Cannon House Office Building 

U.S. House ofRepresentatives 

Washington, D.C. 20515 


Dear Representative Stark: 

I am writing in response to your letter concerning the design of a Medicare prescription 

drug benefit. Your commi1ment to prescription drug coverage for Medicare beneficiaries 

and long-standing leadership on this issue continue to be deeply appreciated. 
. , " 

" 

Like you, A.A.RP is committed to creating a Medicare prescription drug benefit for all 

beneficiaries as "a high priority in Medicare reform. We believe modernizing Medicare's 

benefit package to keep up with advances in medicine is a must. Because prescription 

drugs are central to the deliveryofbigh quality health care. Medicare should be like most 

other health insurance plans and include prescription drugs as part ofMedicare~s defined 

benefit package offered by all panicipating plans as well as in traditional fee-for-s~rvice. 


" . 

AARP is committed to pursuing the answers to the questions you have raised and to " 

continuing to advance the debate over the best way to assure that a prescription drug 


. benefit that is available and affordable to all Medicare beneficiaries becomes part of " 
Medicare's defined benefit package. We have identified some fundamental principles to 
guide the development of a Medicare prescription drug benefit: 

A Meclicare prescription drug benefit must be availahle to all Medicare beneficiaries. M!. o..J:.Rrrdl1!<E.,. 
.. ' . "'. th..1· r i"." 

Prescription drugs should be part of Medicare's defined benefit package. It is critical fl~ ......)' '-< 
that beneficiaries understand what is included in their benefit and that they have ~' e~~ 
dependable and stable prescription dru~ coverage.. '(\:~:lI'l. 
"!:..\, \:; ~-\- fet+-' II t. r:::.:Jr:~o('t/i &!Nl.d-.. ~Cf\-(..J.""J-. 
wt....A- \'s b.(,,,fI.[(~~ . . . ~ 

"~lbwc-c..J'~ be.. ol~{( !'\.(.cA ~. s·t:::..~ ~~J4 


601 E St:re~t. NW Washington. DC 20049 (20:2) 4.34-2277 www.aa.rp.org 

Joseph S. Perkins President Horace B. Deets ExtlUtivc Director 


. :......,
.,;:;; 

http:www.aa.rp.org
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• 	 The benefit needs to be ~ord.able to assure enough participation and thereby avoid 
~	the dangers of risk selection. To this end, the government contribution will need to be . 

significant enough to yield a premiwn that is affordable and attractive and a be'nefit 
design that is responsive to beneficiaries' needs:· Medicare Part B i~ a model in this 
regard: The Part B benefit is voluntary, but Medicare's contribution toward the cost 
of the benefit elicits virtually universal participation .. ()~ . vt\ "".A:t. f..'r-t B ro ~( /7/1 1 ('. 

. 	 ,.;-6...,c.b u \ t " J'J t....rt. \ t- 1.1" <r:·ffJ.....O'·t.. t.( • 

AlLi- CJ"• 	 Beneficiaries should be able to keep the coverage that they currently have, if they '2 
,choose to do so. A Medicare prescription drug benefit should not be an incentive for f r't-f\-.[ V"1 

employers to drop or cut back on retiree health coverage. 

. • The benefit must assure that beneficiaries have access to needed drug therapies. 

• 	 The benefit must include quality improvement components to reduce medical errors 

and mismedication and to help reduce overall health care costs. 


• 	 The benefit must include'meaningful cost-containment for· both beneficiaries and the 

Medicare program. 'This should include drug purchasing strategies that enable 

Medicare beneficiaries and the program to take advantage of the aggregate purchasing 

power ofMedicare beneficiaries. 


• 	 The benefit must provide additional subsidies for low-income beneficiaries to protect 

them from unaffordable costs and assure that they have access to the benefit. 


• 	 The benefit must be financed in a fiscally responsible manner that is both adequate 

and stable. AARP believes that an appropriate amount of the Federalbudget surplus 

should be used to help .finance a prescription drug benefit. . 


• 	 A new prescription drug benefit should be part ofa strong Medicare program. 

Prescription drug coverage must be integrated into the program in a manner that 

preserves and strengthens Medicare. 


We understand your interest iD ranking the importance of the variables involved in 

designing a drug benefit. At this time, however. AARP is in the process of evaluating 

what would make sense from a policy perspective as well as the type:ofbenefit that 

would best meet the needs of cUlTent and future beneficiaries. For example, there are 

strong indications that older Americans want stop-loss coverage, but there are also 

indications that they want some degree of first dollar protection. Yet, depending on the 

aInountofthe corresponding premium, beneficiaries may not be able to afford a 

comprehensive benefit. More importantly. we are not yet prepared to say what type of 
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drug benefit design the public will support because we do not know what other changes 
will occur as part of Medicarereforrn and what th~ir impact will be on beneficiaries. 

We b,elieve these principles win help defme a Medicare prescription drug benefit that our 
broad-based membership can SUppOI1. The wkof designing a drug benefit will not be 
easy, but we look forward to working with you in this effort to carefully explore the best 
options for a Medicare prescription drug benefit Please do not hesitate to contact me or 
have your staff contact Tricia Smith or Mila Becker of our Federal Affairs Department at 
(202) 434-3770 . 

.sincerely, 

Horace B. Deets 


