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'Some prescriptions are
entirely too expensive

@ Rep. Tom Allen is taking on
the pharmaceutical indusay to
help the uninsured elderly.

ack when he was Maine's
senior senator, Secretary of
Defense William Cohen was
noted for his efforts to ensure
that older Americans had
access to the prescription drugs many of
them vitally need. His departure left the
nation’s elderly without an able, knowi-
edgeable champion in Congress.

The void, however, has been filled by
another Mainer. U.S. Rep. Tom Allen, a
Democrat, has taken up the cause that
the Republican senator defended so well.

This month, Allen released a report
showing that older Americans and oth-
ers with no insurance pay significantly
more for prescription drugs as do the
government, insurance companies and
other preferred buyers.

According to the report. prepared by
the House Committee on Government
Reform and Oversight at Allen’s direct-

ion, drug companies are engaged in a
form of “discriminatory pricing that vie-
tirnizes those who are least able to afford
it” It explained that “Large corporate
and institutional customers with market
power are able to buy their drugs at dis-
counted prices. Drug companies then
raise prices for sales to seniors . to com-
pensate for these discounts to their
favored customers.”

The numbers are fmportant because
37 percent of the elderly do not have
insurance to cover prescription drugs.

The report — the first of its kind —
showed that Maine senior citizens pay
$117.96 for Ticlid, a stroke medicine
made by Hoffman-LaRoche. Favored
customers like insurance companies pay
$33.75 for the same drug — a 251 percent
difference. ‘

Allen plans to introduce legislation to
address the situation. He wants to pro-
vide seniors with the same sort of buying
power that preferred customers get
Seniors, after all, are a large share of the .
market and deserve a group rate.

‘With Allen’s help, they'll get it.
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Study: Uninsured elderly
pay double for medicines

® Rep. Tom Allen wants
to stop drug makers from
. earning huge profits on
 people without insurance.

By DIETER BRADBURY
Staff Writer

Elderiy people with no insurancs
are paying t{wice as much for pre-
scription drugs as the government,
insurance companies and other pre-
ferred buvers, according to a report
relessed Wednesday by US. Rep.
Tom Allen

The Portiand Democrat accused
‘drug manufacturers of building
huge profit margins on the backs of
the uninsured elderly,

He said drug prices were foreing

some low-income elderly people to

choose between buymg food and
medicine. .

“Our nation's senmrs should not
have to bear the burden of paying
for phamaceuneal-companv pro-
fits,” he said

Allen said he would introduce

‘" legislation in Congress to address

the situaton. One option. he said,
woulid be to expand the Medicare
program to cover prescription,

.drugs.

The Pharmaceutical Research
and Manufacturers Association, a

trade group for drug companies,

said Wednesday it was unaware of
the report, “It's premature for us to
comment,” said Jeff Trewhitt an.
association spokesman. .
The report was prepared by sraE
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2f the House Commuttee on overn-
ment Retorm and Oversignt They
surveved nine drugstores u south-
»rm Maine (or recall prices on the 10
drugs most uiten sold to the
sideriy.

Included were such medications
as Ticlid. Relaten and Prilosec. pre-
scribed. for stroke. arthritis and
ulcers. respectively. Other drugs on
the list are used to weat heart
alsease and reguiate hlood pressure
And cholesterol.

The retali prices in Maine were
tompsrea with what mafor
nAsyrance cempanies. heaith-main-
enance organzanons and other
Zavorea customers would pay.

Those Cokls are private informas
ann, but the researchers estmated
them DY using the prce the Depart-
ment ot Vaterans Affalrs puys for

the drugs. By law, cumpanies are’

supposed to give the department a
price camparable (s what they
would charge their best private
customers.

On average, the retail price for
the 10 drugs was more than twice as
high as the price charged to the
stores’ favorea customers. the
repotT Sund

Relsfen. ior example, a heart
medicat:on maae by Smithkline
Beecnam. i suid to insurers and the
zovernment far $62.58. The price at
setai; §116.19. Ticlid, a stroke medi.
rne made by dodman-LaRoche.
sud 1o nsurers for 33357 and W
retad customers for $117.96.

The study found that the differ-
antuy between the price charged to
-avored customers and the retail
once was tive iymes higher for drugs
than for other npes of consumer
J00ds.

Allen said the study aiso found

-hat pharmarcies charged compar-
able retad pnces and took “rela-
Lvelv smad” marsups of 3 percent
"0 42 percent.

“Large '\narmac:uucal ¢nm-
Hanes anve ur the prices.” he said.
‘Crug manuraclurers make six
“mes more oAt on prescnouons
‘han resan paarmucies.”

COMPARING PRICES

Retul prices for druys commanty usea by the eiderfy yre rmuen
higher than the prices drug CoOmMpanies Charge @ IRSUraCe
comganios and ather prefermoed buyers. This ¢hart shows tho

manufacturers and uses, and comparagve pnces. Recul ¢o.

are basad on 3 survey of nine cnaln and indeoandent trug
TOrSs i souern Maine. .

10 drugs mort commonly prascribed to ekierly peopia. thair Raeail
Pricos For For Maine
\ Favared Sonior Price
Maker Use Customers  Cltdzens Dlﬁaum
¥z Hofiman-laRoche | ~iStroke. - --- '1.$3375 . $UI796 [ 2§
| Merck _... erne] Cholestmrol T T5'4295 [ g 1a3: 52T
e Meede ST s T T Otddporosis T 1S 31867 | 81 66
Asq;/ﬂeg:;k . $ 5818
| PRzdpiing =L T RET mdm‘"‘ﬁ- BB 7T = B $§.l.!.7’l
- sn]ivmv-\klrl:ps §?ﬁhf- T4 IR e S YT B A e e st Sy s 62'58 s‘ l6‘39 e x .
(L) PRZer NG, rhimirs i f GRSy ot | 8 67.35 L EIT SLIBBS A S 74%E
-ardizem CD| Hoecnst Hamcn Roussel | Anginw/Hypertension | _$99.36 »:»“-“ ) .. 76%
Zoloft FE4T | ZaM6R 2 7 4 Dlapression 777700 L 1$123.88.. L8213 28 N7
Vasatec Merek Blood Pressure $5608 $ 9649 7%
Saurce: Minorty Scalf Report, Humee Commuing on Govermost Reform am Overpgu ' Smf e

Allen said drug prices are impor-
tant because studies have shown
that 37 pervent of the elderly have
no insurance for ;"‘es":‘:;.‘::“::
madications.

He said he asked for the smdy
bacause so many of his elderily
constituents complain about tising

costs,

Geneva Kief. 77. of Old Orchard
Beach said Wednesday she and her
hushand. Percy, can't afford the
medications their doctors have pre-
seribed for their heaith probtems.
inctuding a broken hip, asthma, high
blood pressure, back pain and
edema

“Trying lo make ends meet on
what little bit of Social Security we
get. it's rough, really rough,” she
said. “It's either eat or buy medi-
cine. There you go.”

Laurence Gross, executive direc-
tor of the Southern Maine Agency
on Aging, said he frequently hears
about elderly people who walk out of
drugstores empty-handed because
they can't -afford the cost of
medicine,

Medicare, the government heaith
program for the elderty, genernily
does not pay for drugs prescribed
outside the hospital, Allen noted

The state of Maine expanded its
low-cost drug program this year w
help iow-income eideny residents

_

Sofl phom by Gordon Chibe

Geneva Klef, 77, of Old Orchard Beach shows the many preseriptior
medications she 1akes for a varicty of health problems. Her husbanc
seen in the background, ulso needs expensive piils.

- buy prescription medicine.

However, the pragram oaly
covers certain types of conditions.
such as heart disease. arthritis. high
blood pressure and chromc lung
disease.

Gross praised Allen for drawing:

‘the dye,”

attention to drug costs, especiy
because drug companicy have be
raising drug prices {aster than t
rate of inflation.

“It's real important to hold t
pharmuceuticil industry's feet
Gross said.
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Elderly
charged
too much

Allen: Drug firms proﬁt
from senior citizens

The Associated Pross .

PORTLAND -~ Seniors .in
southern Maine pay mare than
douhle the rate of large insurers,

ed care cnmgames and
aven

tiondrugs Us. TnmAﬂen
saidWednesdayRep
Allen said be hoped a study, he

commissioned would help focus -
attention on a natiouwide trend of

higher prices paid by the 37 per-

cent of seniors who have no pre-

scription coverage.

cast-ah!mnghelpspadthe
ceutical

earnings of the pharma
industry, which 15 already the:

reost profitable business sectar
with earnings of more than $20 bil-
lion!astyaar,Anenaaxd, ‘ .

~eveuma§er

g
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Drug companies’ profits are
being earned onm the backs of
elderly patients who cannot afford
it,”” he said.

The Pharmaceutical Research
and Manufacturers of America
had no comment Wednesday. Jeff
'l'l'vewlnttim.';z spokesman, said the
organizal was rying ta cbtain
the report before :

The study, based on the 10 pre~
scription drugs prescribed most
often for semiors, was conducted

at Allen’s request by the staff of .
_the House Government Reform

and Oversight Conunittee,
mlt toulx]zge thl::g ‘favored” cus-
mers e insurersg
833.57torastanda:ﬂprmzpm
of Ticlid, which is used to prevent
strokes, while senior citizens in
southern Maine paid $117.9. .
At times, the difference was

oy by mm&m—
e thyroid

problems, wnsp?i.m tor favaored

custorners, compared to

seniors, the study said. That

amounts to an increase of 1,500 per~
cent. Overall, seniors in southern’

Maine paid 105 t mare than:
the rate borne by “favored” cus-
tomers, the study found.

} , 86, Cal 1
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resxdents

Allen plans efforts to level drug costs for elderly resid¢

Pn:scnpu‘ans, from B1
Although the study was based
on findings in Maine's 1st Con-
gressional District, the results
would be similar across the coun-
try, Allen said at a news confer-
ence Wednesday.

Medicare does not pay for pre-

scription drugs. Although so-
called ‘‘Medigap” can be
purchased to cover prescriptions,
37 percent of seniors pay for pre-
scriptions out of their pockets.
Allen said he propesed to intro-
duce legisiation to help level the
field for presecription drug costs.
One solution may be to link the

: ﬁiz <
senjors:to the f eral rate sched-

-----
: o,

for

ule uged by the Veterans Admin-
istration and other federal
agencied, Allen said. Allen has-
tened to point out that pharma-
cista are~not to blame because
thexr_amage markup is only
between .3 percent and 22 per-
cent. Paul Imsque. a pharma-
cist ~—from: the Portland
Professional Pharmacy, said he
remembers the day his father, a
pharmaciat;” had to break the
news to sormmeone that a prescrip-
tion cost $28.

Now :prescription drugs can

.:§£30 w}- i
reach inta the hxm&eds'ol da#
lars apiece. And eliiotiy
dents often need eight or 10 pﬂm

a day.
Levesque said hehas hearci d‘,
seniors having to - doges ‘or

cutting their pills nr Allen.
said it sametimes boils.down toa
choice between {ood or, prescrip- -
tion drugs. pogi g ol
“Peaple shnuld nnt"' Rave® ta
choose between buying préscrip:-
tion drugs or groceries’=~Qur’
nation’s seniors should not.have-
to bear the burden of paying for:
pharmaceutical company prof-
its,”” Allen said. .
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PORTLAND - —~ Semors in
southern Maine pay- more than
double the rate of large insurers,
managed care compamca and even
the govc:nmcm - for pres«.npuon
-drugs, US..Rep. Toni ‘Allen’ says.

Allen, D-Maine, said Wednesday
he hoped a study he Tommissioncd
would help focus! .sncnuon on 2
nationwide trend “of higher pnccs
paid by the 37 percent of seniors
who have no prescription coverage.

Allen said he proposed to in-
wroduce legislation to help level the
field for prescription drug costs.

The cost-shifting helps pad the
carnings of the pharmaceutical in-
dustry, which is already the most
profitablie business sector with cam-
ings of mare than $20 billion last
year, Allen said.

“Drug companies’ profits are
being earned on the backs of clderly
‘patients who cannot afforgd it,”' he

e.fﬂ? ‘!-.u

P" e

Saxd\'\ ).--u-.

e s s

Manufacturerx of America had nof
comment Wednesday. Jeff Trcwhm,
8 spokesman, said the organizatian

was trying to obtam the report before

S SMETILA N .-u.u-gncrcasc cﬁl 500 pcrccm
The Pharmaczmlcaf ‘Résearch and‘ :

-o-—.ln-

Ovetall, senion in southern Mame"‘
paid 105 percent more than the rate
“borne by. “‘favored” cm.tomm, the
*study found.

Ahhough the s!udy was based on

dxscussmg i’ findings - ‘Mainies “1st’ Con-
. The . study, based on the 10 gxmsonaLEaStrtcubc rcaulu would
prcscnpaon drugs prescribed most ¢ be similar across the country, Allen’
often for .seniots, was conducted a1 Said at. 8" news mnfercncc
Allen’s-‘request by the saff of the Medicare Dot pay for
Housé “Govémmént Reform ang Prescription dhigs. Although so-
Oversight Commiree. - .scalled ““Medigap’ can be purchased
It found that **favored" customers to cover prescriptions, 37 percent of
like large insurers paid-$33.57 for a seniors pay for prescriptions out of
standard  préscription of Ticlid, " ir packes. :
which ‘is ‘used to prevem strokes, * Allen gaid one solution to the cost
while senmior citizens in ;cuthem disparity would be icgsslauon {ink~
Maine paid $117.96. b ; ing the cost of prescription drugs for
At times. the difference wis cven | -seniors to the federal rate schedule
greater. - » -+ used-hy the Vetzrans Administration

Synthroid, a hormone replacémem'
used by people with thyraid .prob-"
lems, was $1.78 for favored:cus--
tomers, compured to $30 for seniors,
the study said. That amounts w0 an

and other federal agencxes ¢

Allen hastened to point out that
pharmaicists are not to blame because
their average markup is only be-

tween 3 percent and 22 percent.

Those expensive little pills
Seniors paying too much for drugs

olitical seasons aside —
and when you’re a member
of Congress, it's nearly

. The pharmaceutical industry hasn’t
given its side of the story yet but even
if the explanation sounds teasonable

always political season — onits face — e — say, that managed care
1st District: Rep-Tom-AHen-is onto- —- compames are like Wal-Marts that
,somethmg . L

o * can buy in volume, thus buying for
x’. Hemounccd thxs weck:that’- -]

‘Maine semom‘who don thave -
prescription coverage pay far too
much for medicine, possibly to
enable drug companies to give bener
deals to managed-care companies.

In many cases, accordlng 10 a study
ordered by Allen, seniors’ pay twice
what the insurance companics pay for
the same drugs. More than a third of
Maine’s seniors have no prescription
xoverage.

ess == the higher price is still being
‘paid by people whao can’t afford it.

No matter how the issue is dis-
sected, it still looks unfair.

Allen should continue his probe.
He’s uncovered another way in which
drugs cost far too much in this
country and in which the heavy -
machinery of our free market econ-
omy rolis right over those with the
least power and ability to pay.
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Elderly make Capitol Hill pitch
to lower cost of preseriptions

- By Chris Black
'GLOBE STAFF

WASHINGTON - In two weeks,
'| Vi Quirion, a senior citizen from Wa-
terville, Maine, will take a field trip
to Canada with her friends and
neighbors to stock up on preserip-
.| tion drugs that cost haif the amount
:{ she pays in Maine.

-1 - Quirion has arthritis and a stom-
i1 ach ailment. Supported by two metal
canes, she labored to the lectern of a
Capitol Hill news conference yester-
day to explain that many senior citi-
;| zens pay more than twice as much
:| for prescriptions as preferred cus-
/| tomers that buy drugs in bulk, such
i1 as large health maintenance organi-
'| zations, hospital chains, and the fed-

eral government. Under Canada’s

national health insurance system,
prescription prices are heavily subsi-

“I can't afford to pay my pre-
scriptions and gas and eat, too,”
Quirion said. “We should not have to
| live like that.”

- A study conducted by the Demo-
cratic staff for the House Govern-
ment Reform and Oversight Com-
mittee in seven congressional dis-
tricts, including Representative Tom
Allen’s district in Maine, found that
older Americans and other unin-
sured consumers pay 106 percent
more for the 10 best-selling prescrip-
tion drugs than the drug companies’

| preferred cstomers.

For example, the étudy found -

that" Tielid, a drug used by stroke
victims, costs $118.06 per prescrip-
tion at retail but only $33.57 for fa-
vored customers, a 252 percent dif-
ference. Zocor, a drug used to treat

‘high cholesterol, costs preferred cus-
-tomers $42.95 and regular retail cus-

tomers $104.98, a 144 percent differ-
ence. ‘

The study said large corporate
and instifutional customers of the
drug companies were able to buy
drugs at discounted prices, but the
most vulnerable eonsumers, the un-
insured and others without -insur-
ance coverage for prescriptions,

- were paying full price and effectively

subsidizing the more well-heeled
Cconsumers.
Representative John F. Tierney,

a Salem Democrat, said an analysis

of prices in his district found retail
prices for the 10 drugs were 110

per¢ent higher than the price

charged to preferred customers.
“This is unfathomable and bi-

. ased,” he said.

Allen led a group of Democrats

in proposing legislation yesterday

that would require drug companies
to sell prescription- drugs at the
same low price offered preferred
customers to pharmacies that serve
Medicare recipients.

The lawmakers charged that the
major pharmaceutical companies are
makmg recorri profits at the expense
of senior c:twens Pharmaceutlcal

companies maintain they need to
charge full price for preseription
drugs to subsidize research and de-
velopment of new life-saving drugs.:
“We are determined to .assure
that no older American will ever
again have to choose between buying
food and taking the drugs needed to
maintain their health,” said Allen,
first-term Democrat. "
. The legislation faces an uphﬂl
battle and is not likely to be consid-
ered until next year because Con-

gress is scheduled to adjourn in two

weeks. No Republicans support the
bill, and the drug companies are ex-
pected to be strongly opposed. -,

“The well-meaning efforts of the
bill’s sponsors unfortunately are
likely to backfire on America’s sen-
iors,” said Alan F. Holmer, presxdergt :
of the Pharmaceutical Research apd
Manufacturers of America, a trade
association. “In a very real senss,
this bill is a dagger pointed at the
hearts of America’s senior citizens.
If price controls are imposed, thert
will be less investment in research
and development, and far fewer new
cures and treatments.”

The industry spends $21 bllhon a
year on research and development of
new drugs.

According to the American Asso-
ciation of Retired persons, more
than 75 percent of all Americans
over age 65 take prescription drugs.
Medicare does not provide prescrip--
tion drug coverage. '
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A New Look at Medicare DtugS

In 1994, the Clinton administration tried to
reform Medicare's prescription drug program.
It sought to change the fee-for-gervice system
that simply pays bills from hospitals and doc-
tors into a2 managed care system wherein the
government would negotiate fees in advance
and reward drug companies for keeping costs
under control. Although Medicare covers
only a handful of dru%s used in hospital criti-
cal care wards, the politically mighty drug in-
dustry saw federal price controls ag a threat
to its $20 billion in annual profits. Its lobby-
ists succeeded in shooting them down, con-
tending that a fee-for-service system would
somehow make more drugs available to pa-

. tients at lower costs.

. Now, a newly relcased study commissioned
by Congress shows that just ian't so. Compar-
ing the prices that Medicare paid last year for

" 34 critical drugs to the prices the Veterans
Administration paid for the same drugs in
purchasing them directly, the study found
that Medicare paid from 15% to an astound-
ing 1,600% more than the VA. .

Moreover, Medicare patients, rather than
gaining access to @ wider range of appropriate
drugs than VA patients, often received the
most costly and heavily hyped brand-name
drugs when less expensive generic drugg
would have worked just as well or better.

* .. On Wednesday, the National Bipartisan
Commisgion on the Future.of Medicare will
meet to advise Congress on how to address

- the problems highlighted in the federal study.

* As a first step, the commission ought to rally

behind a sensiblé bill recently introduced by

Reps. Thomas H. Allen (D-Maine), Henry A.

Waxman (D-Los Angeles) and others to allow

Medicare recipients to purchase outpatient

drugs at reduced prices negotiated

govermnment.
The Allen/Waxman bill charts a sensible

<ythe‘

middle course between widely diverging
strategies now being proposed in Congress to
improve Medicare.

On one side of the debate stand Hepublican
senators like James M. Jeffords (R-VL.), who
is trying to extend the maximum period a
company can exclusively market a brand-
name drug (and thus prohibit competitors
from making more economical generic
equivalents) to 20 years from 14. That's ex-

" actly the wrong prescription. As the new fed-

eral Medicare study makes clear, the solution

is to use fewer, not more, brand-name drugs.
On the other side of the debate stands the

chairman of the Medicare Commission, Sen.

John B. Breaux (D-La.), who wants to make

Medicare cover all medically necessary pre-
scription drugs. Medicare was created in 1965

to cover all of the elderly’s health care needs, -

and Breaux rightly argues that prescription
drugs have become “as important as a hospi-
tal bed was in 1965, perhaps more so.”
Breaux's solution currently lacks political vi-
ability, but it will gain more support if, as
market analysts are now predicting, more
HMOs drop their prescription drug plans for
the elderly next year, :

Washington shouldn’t seek to undermine .

the profits that have motivated American
drug companies to innovate far more than
their competitors abroad. At the same time,
however, the Medicare Commission and Con-~
gress have a duty to ensure that those profits
are derived from good medicine practiced Ina
competitive, free marketplace, not extorted
through shady deals and slick promotion.
Thus the proposal to have the government
negotiate the same low prices for its elderly
as it secures for {t3 veterans makes sense, es-

ially if Medicare stops spending twice
what it should on-the few medications it does
pay for. ‘ :

. ';ma\ T
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Options for a Medicare Drug Benefit

Introductlon » : . :

A substantial portion of Medicare beneficiaries have no insurance coverage for prescription drug
expenses: in 1995, more than 15 million beneﬁc1ar1es, or about 41 percent of the Medicare
population, were without some form of drug coverage. Currently, there are several sources of
drug coverage for Medicare beneficiaries (see Table 1). Of the 59 percent (21.6 million) with
drug coverage, most receive benefits from employer-sponsored insurance (47 percent). Another
14 percent have individually-purchased drug insurance. Eleven percent receive coverage through
" Medicare Risk HMOs. Beneficiaries with full Medicaid benefits and those qualified as '
QMBs/SLMBs only comprise 19 percent of those with drug coverage. About 3 percent of

" beneficiaries-with drug coverage receive benefits from VA, State pharmaceutlcal assistance
programs for low-i -income elderly, or other govemment programs,

Table 1. Prescription Drug Insurance Coverage of Medicare Beneficiaries, 1995
Total # of Medicare Beneficiaries, 1995 Total # of Medicare Pereent of Total Medicare
. : : Beneficiaries with Beneficiaries with Coverage
| Coverage AN
Fg.715.768 21.638.632 59%
Type of Coverage Total # of Medicare . Percent Avera'ge
Beneficiaries with Distribution Annual Per
Coverage Capita Out-
of- Pocket
Expenditures
on Drugs
Employer-sponsored drug insurance 10,158,2")1 47% $249
Private-purchased drug insuranee 3,060,626 14%: $427
Medicare Risk HMO drug coverage 2,413,943 11% - - | $160
Full Medicaid drug coverage 2,359,751 . 1 11% - $104
QMB/SLMB Medicaid coverage 1,666,034 o 8% $157
VA, State Pharmaceutical Assistance 732,229 . . 3% $264
programs, or other drug coverage
Switched Coverage During the Year* 1,247,758 6% | 290
I o drug coverage . . 15,077,136 41% of total Medicare
: L beneficiaries

e
* Indicates beneficiaries who were covered under one form of insurance for part of the year and then switched at
some point during the year. For example, beneficiaries who are'in FFS and then'switch to an HMO, or to
Medicaid.

Source: HCFA/Office of Strategic Planning. Data from the Medicare Current Beneficiary Survey, 1995

1 -*Draft*



The remainder of this paper reviews possible options for a- Medicare prescription drug benefit.
The first section (Option 1-6) discusses options for drug coverage under Medicare. These
options would cover both fee- for-service and managed care populations. The second half of

- paper (Options A-C) discusses poss1b1ht1es for drug coverage pnmanly through the
Medicare+Choice part of the program.

Options for a Medicare Drug Benefit

Optxon 1
Benefit, Ekgzbzlzty and anancmg
. Full drug benefit for all Medicare enrollees - cover all approved drugs o
> non-voluntary, part of standard Medicare benefit package
‘ > with deductibles and coinsurance, increase in the Part B premium

> other financing from general revenues and rebates -
> with or without a cap on Medicare expenditures :
> ‘with or without a cap on beneficiary out-of-pocket expenditures
»

with or without a rationalizing of the overall Medlcare benefit package so that
Medigap coverage is no longer needed ’

History: The Health Security Act . ' ' o -

The Health Security Act included a full drug beneéfit, covering all approved drugs, biologicals, -
and insulin with a deductible that started at $250, 20% co-insurance, an increase in the Part B
premium that equaled 50% of the portion of the monthly actuarial rate attributable to the drug
benefit, and an out-of-pocket cap starting at $1,000. General revenues financed 43% of incurred
costs; deductibles and coinsurance, 36%; premiums 13%; and rebates, 8%. Formularies were
prohibited. A DUR program was to be established, and the Secretary was given authority to use
PBM firms to administer the benefit. All pharmacies receiving Medicare payments were
required to accept assignment. The legislation did not require a maintenance of effort for

: ernpl(')yers The estimated total cost of the benefit for CY 1996, on an incurred basis, was $19.2
billion. The cost to the Federal government, after premlums cost sharing, etc., was estlmated to

be $13.5 billion.
Discussion ‘
The most signiﬁcant policy issue associated with this option would be the high cost of this

benefit to the program. The overall net cost to the Federal government would depend on what
portion of the cost was financed through the beneficiary premium, deductible, and co-insurance.

2-*Draft*'
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However, this option would be consistent with recent efforts to “modernize” the Medicare
benefit package, and would make it more comparable to private health insurance drug coverage.

A full drug Beneﬁt could lead many employers to drop drug coverage for their retirees, resulting
in significant savings for employers. However, depending on the level of out-of-pocket costs
associated with this benefit, this could impact negatively on some beneficiaries who now pay
little or nothing for employer-sponsored drug coverage. In addition, some beneficiaries may be
forced to drop their Medigap coverage, if they can no longer afford both the increased Part B -

- premiums and their Medigap premiums. However, if a full drug benefit is incorporated into an

* overall restructuring and “rationalizing” of the Medicare benefit package such that beneficiary
cost sharing was reduced, Medigap policies would be less necessary and may be unattractive to

‘ beneﬁmanes

In addition, State and Federal Medicaid preérams could expérience éigniﬁcant’savinga for dual
eligible beneficiaries, since Medicare would become the primary payer for drug coverage. These
savings could perhaps be used to finance some of the costs of the benefit.

Opt|on 2
Benefit, Eligibility, and anancmg
. Catastrophic drug benefit for all Medicare enrollees
> non-voluntary, part of standard Medicare benefit package
> high deductible, co-insurance
» ~ other financing from increase in Part'B premium, general revenues, and rebates
> with or without a cap on Medicare expenditures :
> w1th or withouit a cap on beneﬁ01ary out-of-pocket expenditures

History: The Medzcare Ca{as trophzc Coverage Act

The Medicare Catastrophl,cCoverage Act of 1988 included coverage of outpatient prescription
drugs, biologicals, and insulin, with some limitations. The deductible started at $550 in 1990,
and was to increase such that an average of 16.8% of Part B enrollees would have expenditures.
that exceeded the deductible every year. There was no out- of-pocket cap for drug expenditures.
Coverage of outpatient prescription drugs and beneficiary coinsurance was phased in to allow a
build up of reserves: most drugs were not covered until 1991; coinsurance was set at 50% in
1991, 40% in 1992, and 20% thereafter. In addition, the benefit was to be “prefunded” by an
additional supplemental premium begmmng in 1990. The supplemental premium was income-
related: beneficiaries paid an additional amount, based on their income tax liability, for both the
new catastrophic benefits as well as the drug benefit The regular Part B premium was also
increased beginning in 1991 to finance the benefit. Formularies were prohibited. A DUR-
program was to be established, and the Secretary was given authority to contract with a variety of
entities to administer the benefit. Participating pharmacies were required to accept assignment.
The legislation included a one-year maintenance of effort provision in the form of additional

- benefits or refunds required for employers who provided coverage that duplicated Medicare "
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benefits (excluding drugs). The bill also estabhshed the Federal Catastrophic Drug Insurance
Trust Fund. The estimated total cost of the benefit, on an incurred basis, for CY 1991 was $3.
billion. The cost to the Federal government after prermums cost: sharing, etc., was estrmated to

be $l 3 b1111o

Discussion .

Given the past experience with the Catastrophic Coverage Act, it is clear that there is the
‘potential for less broad-based public support for this option. However, this will vary depending
on how the financing is structured and the scope of the benefit. Since nearly 60 percent of '
beneficiaries how have some drug coverage (but generally not catastrophic-type coverage), the
public may not be willing to support an option where all beneficiaries are required to pay an

- additional premium for a benefit that only a small portion will ever use. On the other hand, if the
premlum is reasonable to beneficiaries, and the benefit relatively accessible, it could be v1ewed
as an 1mpor“tant addition or “safety net” to their insurance coverage.

To address the concern that‘many beneficiaries may perceive this as having to pay more for a

benefit they are unlikely to use, Medigap policies would have to be adjusted to avoid duplication
" of coverage, or this benefit may not be appealmg particularly for those retirees who pay. for their
employer coverage, or who purchase Medlgap pohcres with drug coverage.

Under this Option, the benefit WOuld not necessarily replace employer-sponsored coVérage, SO
there would not be the same level of savings to employers (or States) as in the first option.

Option 3
Benefit, Eligibility, and Financing »
. lelted drug benefit for.all Medicare enrollees cover certain classes of drugs
» - non-voluntary, part of standard benefit package
> with deductibles and coinsurance o
> othier financing from increase in Part B premium,. general revenues, and rebates
> with or without a cap on Medicare expenditures :
»  with or without a cap on beneficiary out—of-pocket expenditures
Discussion

Under this option, Medicare would limit its coverage of drugs to certain classes of drugs. In
some cases, this is an extension of Medicare’s current rules for drug coverage (e.g., coverage of.
1mmunosuppressants) This approach also is consistent with several of the State-only -

- prescription drug coverage programs for low-i -income elderly, where they only cover drugs that

- are used to treat certain conditions common among the elderly population. This option could be
viewed as an “incremental” approach to a full drug benefit. Initially, the costs to the Federal
government for this option could be limited, depending on the coverage decisions. And if the
costs to the beneficiary are minimal, there may be more public support for this coverage option
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.~ that the catastroph1e benefit, smce beneﬁmanes may view themselves as more likely to utilize
- this benefit. ~

This optlon would not be consistent with the approach to drug coverage in the pnvate sector, and
determining which conditions to cover would be subject to significant political pressure and
lobbying. Again, dependmg on the extensiveness of the coverage, employers may not be able to’
~ drop drug coverage for retirees. Some beneficiaries who now pay for employer or Medlgap

" coverage may feel they are paymg “twice” for drug coverage.- : :

Option 4
Benefit, Eligibility, and Financing .
. Optional drug coverage: full or catastrophxc beneﬁt A
»  voluntary, beneficiaries choose to purchase for an additional premium

" Discussion

“This option could inclnde either the full or cva.tastrophic coverage outlined above, but ‘
beneficiaries could choose whether or not to purchase the benefit. This option could be viewed

as providing additional choices to beneficiaries, in particular, a choice that we know beneficiaries -

want. However, the finanicing structure for this option could be a significant barrier to
developing an attractive offering, given the high likelihood of adverse selection. Given our
inability to predict an individual’s health needs from year to year, it would be almost impossible
to set the “right” premium level. A “death spiral” could result if the premium is set too low and
then raised in subsequent years. The increase in the premium causes less needy beneficiaries to
drop out, leaving only higher cost beneficiaries, which again would result in increases in the
premium. And if the premium becomes too expensive, the potential for this to be viewed as an
additional “choice” for beneficiaries is greatly reduced, and could diminish public support for the
benefit. : : ‘ :

- However, this benefit could be structured to include a number of provisions to protect against
some of the adverse selection described above. For example, the premium could vary according
to the age a beneficiary chooses to buy into the benefit. Similar to the current Part B enrollment
" process and premium rate structire, there could be a one-time open enrollment window when
beneficiaries first become eligible for Medicare benefits, and then restricted enrollment periods
~ with waiting time and higher premium rates for those who choose to wait. In addition, there

“could be a “lock-in” similar to the Medicare+Choice program, to prevent beneﬁmanes from
~buying in only when. they most need the benefit. . - -

The interaction between this option and managed care offerings tnay also be an issue. This

option may be more, or less, attractive than managed care options, and may have consequences
for selection issues..
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Optlon 5 :

Benefit, Eligibility, and F inancing

. Drug benefit for low-income beneficiaries only
(OMB developing this option)

Option 6
. Medicare as purchaser only
> Medicare runs a limited mail order prescrlptron drug service
> Competitive bidding : :
Discussion

Under this option, the Medicare program would not provide any new drug coverage or benefits.
Instead, Medicare would use its purchasing power to get discounts on drugs for beneficiaries.
The program could negotiate with manufacturers or retail pharmacy chains for discounted rates,
based on expected volume. However, if only certain vendors are used, there could be 51gn1ﬁcant
political pressure from those who end up being shut out of the market (e.g., the small -
1ndependent pharmacies). '

Beneﬁcrarres would not object to this option, since it would offer them the ablhty to obtain drugs
at alower price. There would be administrative costs to the program. Some of these :
administrative costs could be financed through small beneficiary co-payments or fees or through
rebates. However, this option would not guarantee coverage or affordablhty, and still leaves
many beneﬁcrarres at risk for high out-of-pocket costs.

The State low income elderly prescription drug programs, or the Medieaid programs; may also

~ be interested in “piggybacking” on the purchasing power of Medicare, in order to help them
realize the same savings for their programs. Theé combined effect could have a significant impact
on the marketplace. There may be a question of whether this option would result in a cost shift
to individual purchasers, as drug manufacturers and retailers attempt to compensate for the
“discounts” provided to Medicare beneficiaries. However, thlS issue of the effect on the
marketplace also extends to the other options.

IOption_s for Drug Benefit Th'roug'h Medicare+'Choice Plans vOnIy'-

- Option A
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Benefit, Eligibility, and Fi inancing

. Require M+C plans to include drugs without changmg currcnt payment rates
> provided to all enrollees
> there could be cost-sharing for the benefit
> Medicare specifies scope of benefit (as -above in fee- for-serwce)
»

in areas with no M+C plans original Medlcare could offer adrug benefit

Background and Implications

Most Medicare HMOs currently are able fo offer additional benefits (i.e. non-Medicare-covered
benefits) at the current rates of payment. As of May, 1998, 67 percent of plans include drug".”
coverage as,part of the basic benefit package (i.e., the package financed by the Medicare |
payment). HMOs are also allowed to charge a premium (and/or impose other charges) for
"mandatory supplemental benefits," which are benefits that a beneficiary is required to purchase
as a condition of enrollment. Numerous legislative proposals in the past have included a
requirement that the Medicare managed care benefit package include drugs as a benefit.

This option could help reduce the adverse selection that fee-fqr-sérvice Medicare has éxperienced
vis-a-vis risk HMOs. At the same time, it may place financial pressure on HMOs, especially in
the context of reductions in payment rates under the Balanced Budget Act of 1997.

This option may limit the growth of the M+C program as plans think twice about entering new
areas ini which they would be the only option available (other than Medigap) that offered drugs.
MSA plans and private fee-for-service plans that would otherwise have large service areas
(because their service area is the area from which they draw enrollment, rather than the area in
which services must be made available and accessible) might choose to have reduced service
areas to avoid being the only plan with a drug benefit in some areas.

Variation on Optidn. A variation on this option is to specify what the non—Medicare package of
an M+C plan will include, and make drugs the first covered item among additional benefits a
plan offers.

Medicare managed care plans are currently allowed to choose the manner in which they comply
with the statutory requlrement of providing additional benefits to enrollees. Additional benefits
must be provided when the payment from HCFA exceeds the revenue needs of the plan to
provide the Medicare benefit package. "Additional benefits" are defined to include both
reductions in premiums and othér allowed charges for the Medicare benefits, as well as the
provision of additional items and services not covered by Medicare. Almost all Medicare
managed care plans use the option of reducing premiums as the first level of addltlonal benefits.
(Plans also " waive” premium amounts they could otherwise collect. The waiver.of premiums is
supposed to be financed from non-Medicare revenue, though it appears clear that Medicare
revenue is used for this purpose )
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; Addntmn to. Optlon Currently, one- fourth of Medlcare beneﬁmanes live-in areas where there
are no Medicare managed care optlons available. As part of this option, Medicare could offer its
'_.own drug coverage in areas where there are no managed care plans. Because Medicare HMOs are
not available in all parts of the country, the option of making drugs available only through M+C

plans would not provide access to drug coverage in non-HMO areas (generally rural areas). To
address this concern, Medicare itself could offer drug coverage in non-managed-care areas. To
completely parallel the option under managed care, there would not be any additional cost for the
Trust Funds, and therefore beneficiaries would have to pay the full cost of the benefit. The
benefit could be either optional or mandatory (as discussed above, in the fee-for-service section).

There would be a number of administrative issues with this option; 'For example, would drug
coverage in Medicare fee-for-service be discontinued in an area as soon as an M+C plan became
-available? ‘ ‘

Option B
Benefit, Eligibility, and Financing ~
. Require M+C plans to include drugs as an optional supplemental benefit
B enrollees may decline coverage -
> . financed through em‘ollee premlums and cost-sharmg
- Discussion

b3

M+C plans are permitted to offer supplemental benefit packages that enrollees can choose to
purchase at an additional premium. Under the proposed option, Medicare could specify that at
least one available supplemental package consist of a drug benefit. '

- This is not a significant departure from the status quo, especially since it involves no financial
assistance for the purchase of the optional coverage. Many Medicare risk plans already include -
optional supplemental coverage that includes drugs or enhances drug coverage available in the
basic benefit package. This option would make drug options more available.

This option would give rise to concern on the part of health plans similar to those described
above (adverse selection vis-a-vis fee- for-service Medlcare fear of entering new areas) and
similar administrative issues would arise.

Optson C

‘Benefit, Elzgzbzizty and Financing ;

. Require M+C Plans to Include Drugs as a Benefit; Increase Payment Rates to Cnver :
- All or Some of the Costs
» . provided to all enrollees
> -paid for out of Medicare Trust Funds
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» " enrollees could only be charged for cost-sharing specified by Medicare
Discussion

Under current rules, M+C plans must provide at least the Medicare level of benefits and may
(under certain conditions) charge Medicare beneficiaries for the cost of Medicare’s deductibles
and coinsurance not included as part of the Medicare payment rate. This option would call for
increasing the payment rate to M+C plans because they are being asked to cover a benefit not.
. currently included in the Medlcare benefit package '

This option diverges from the neutral policy the Administration has maintained with respect to
- any preference given to traditional fee-for-service Medicare versus Medicare managed care.
Mote than in the case of option A above, this kind of option should include comparable
,avallablllty -of drug coverage for the one-fourth of Medlcare beneficiaries re51d1ng in areas with
- no managed care options. : '

" While this option may induce more people to enroll in managed care, it is unclear whether the -
“very sick, who now prefer fee-for-service, will view the availability of drugs as an attractive

. enough inducement to enroll.. If the very sick continue to not enroll this option will exacerbate .
the selection bias that currently exists. ‘

June 2, 1998, C:\WORK\WP\MEDICARE\COMMISSI\DRUG.602

'9.*Draft* -


http:current.1y

W‘J‘Amv By Bonaltt - - G?‘/}&

New Medicare Drug Benefit

In this paper, we describe issues involved in the administration of a new Medicare drug benefit.
We discuss the problems that would be addressed by developing a drug benefit as well as
possible financing mechanisms, administering bodies, benefit designs, rebate options, cost-
sharing issues, managed care options and interactions with other health care providers. In
“addition, we discuss the possibility of a drug benefit only for low-income Medicare beneficiaries
as well as cost-containment strategies for the new benefit. -

I. Administrative Issues -

A. Problem Statement: What are we trying to address. A drug benefit-provided by the
Medicare program could serve to both modernize the benefit structure of the program and
address a possible lack of access to drugs faced by Medicare beneficiaries.

Modernize benefit structure. The current Medicare benefit structure has remained largely
unchanged since the inception of the program in 1965. The benefit structure was created to

_mirror the structure of private health plans, but has not adapted with changes to these plans. The
most notable omission to the current Medicare benefit structure is prescription drugs, a common
benefit of most health insurance plans today. For example, the FEHB Blue Cross Blue Shield
Standard Option plan offers a relatively generous prescription drug benefit.' 'In addition to
mirroring private health plans, medical practices have become extremely reliant on
pharmacological therapies. For example, it is standard protocol to prescribé aspirin after a first-
time heart attack to prevent future heart attacks. Including a prescrlptlon drug benefit in
Medicare’s benefit structure would acknowledge changing medical practices and enable
physicians to coordinate beneﬁts to Medicare enrollees.

Lack of access due to affordability. Many Medicare beneficiaries currently receive a prescription
drug benefit through purchasing supplemental insurance (i.e., Medigap), employer-sponsored

- supplemental insurance, managed care plans, or by qualifying for Medicaid assistance or other
Federal benefits (e.g, Veterans health benefits). However, there is a significant proportion of
Medicare beneficiaries who do not have access to a prescription drug benefit. Medigap insurance
that includes a drug plan is very expensive. Employers have increasingly dropped supplemental

‘insurance for retirees, and managed care plans that include a drug plan are not uniformly
distributed throughout the country. Due to these market trends, many Medicare beneficiaries are
forced to assume all of the costs:of prescription drugs by paying out-of-pocket, leading them to
consume fewer prescriptlon drugs than those with a prescriptlon drug plan P011c1es could be

'The FEHPB Blue Cross Blue Shield Standard Option plan includes a prescription drug
benefit. Members must meet a $50 annual drug deductible, and must pay a 20 percent co-pay for
drugs purchased at member pharmacies or a 40 percent co-pay at non-member pharmacies.
Members pay a $12 co-pay for prescription drugs purchased through the plan’s mail service
prescription drug program.
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| designed to address this lack of access through targeted programs for m1dd1e low and low-
income beneficiaries

B. Fiha'neing'Mechanism. A new drug benefit could be ﬁnaﬁeed in several different ways.

Part B Structure. A prescription drug benefit could be financed through the Part B Trust Fund,
funded with its current structure of 25 percent premiums and 75 percent general revenues. If
current Part B benefits were not reduced, beneficiary premiums would increase and/or additional
general revenues would be required. Including the drug benefit in Part B Trust Fund may add
additional strain to the Part B Trust Fund which, according to the Medicare Trustees, is pI‘O_] jected
to grow faster than the HI Trust Fund.

Seoarate Trust Fund. Alternatively, to reduce strain on the Part B Trust Fund, a new prescription
drug benefic could be financed through the creation of a new trust fund. The trust fund could be
funded through premiums, general revenues, payroll taxes, or dedicated tax revenues. Creating a
separate trust fund may facilitate policy makers to impose fiscal discipline on the new benefit
and allay critics’ fears that a prescription drug benefit would further drain the Part A and Part B
Trust Funds :

Appropriated Entitlement. Like the Medicaid program, the drug benefit could be financed
through General Fund revenues as an appropriated entitlement with an open ended spending
level. This may be an option for financing; however, OMB would not recommend this option as
it leaves the Medicare program vulnerable to unexpected increases in drug expenditures.

Capped Entitlement. Like the Children’s Health Insurance Program, the drug benefit could be
financed as a capped entitlement with a finite level of spending determined for a 5 or 10 year
_time period. This would isolate the drug benefit from the yearly appropriations process, while

limiting the federal government’s financial exposure in any one year.

Discretionary Appropriation. Like other public health programs, the level of spending could be

determined each year through the discretionary appropriations process. This limits the federal

government’s exposure in each year, but leaves the program vulnerable to cuts that the
Administration would not support. ‘

C. Administering Body There are a number of options for adm1mster1ng a new Medicare drug
benefit. :

HCFA administers the program. One option is to have HCFA administer the prescription drug
benefit. The advantages to HCFA administration are: 1) all Medicare benefits would be
ccoordinated through one agency; 2) no need to create a new federal bureaucracy; 3) the ability to
negotiate deep discounts; and 4) the ability to coordinate fraud and abuse efforts throughout the
program. The disadvantages to HCFA administration is that it may create political pressures to
cover drugs that are not medically necessary and/or cost effective. Congress may mandate
HCFA to include unnecessary drugs in its formulary.



Independent agency administers the program. To relieve HCFA of the political pressures, an ‘
- independent agency could be established to administer the program. Depending on its level of
. oversight from the Congress and the Administration, an independent agency would have the
ability to limit the formulary to only those drugs that are deemed to be medically necessary and
cost effective. Further, if cost-control measures are needed to contain spending on drug benefits,
- an independent agency may be more able to reduce payments to manufactures or limit beneﬁts

- than HCFA. L :

Drug administration contracted out to private firms. HCFA could contract with pharmacy benefit
managers (PBMs). PBMs administer the prescription drug pait of health insurance plans on
behalf of plan sponsors, such as self-insured employers, insurance compames and health
maintenance organizations. Alternatively, Medicare beneﬁ01ar1es could be given a voucher and
purchase prescription drug benefits on the open market. Prlv_ate firms would be charged with
- developing formularies and negotiating with drug manufactures. - -

HCFA could contract with a PBM in several different ways:‘f'

- 1) Sole Source / Competitive Bidding. Medicare could establish a process whereby
PBMs in each region competltlvely bid to provide Medicare services. Once a contract
was awarded, the winning PBM in each region would be the sole-source benefits manager
for a'beneficiary in that area. Medicare could also prov1de the ch01ce of several different
' PBMs in each region. - : : : '

..+ 2) Capitation Versus Fee-For-Service. Medicare could arrange to pay PBMs a capitated
rate for the provision and management of all drug benefits. This would place the risk on
the PBMs. Medicare could also pay PBMs on a fee-for-service basis. Medicare could
also maintain its current payment methodology: capitation to Medicare+Choice plans and -
fee-for-service where Medicare+Choice plans are unavailable.

3) Claims Processing. PBMs process beneﬁt claims and pre_pare periodic payment and
drug utilization reports for plan customers. Medicare drug benefit claims could be
processed by the PBMs themselves. Medicare contracts arranged for any purpose should
be subject to contractor reform and open bidding. :

D. Benefit Design. There are several benefit aesign issues which would have to be addressed.

- Formulary Development and Management A formulary is a list.of prescnptlon drugs grouped .
by therapeutic class, that are preferred by a health plan sponsor. Drugs are included on a
formulary not only for reasons of medical value but also on-the basis of price. PBMs use
formularies to help control drug costs by (1) encouraging the use of formulary drugs through
compliance programs that inform physicians and enrollees about which drugs are on the -
formularies; (2) limiting the number of drugs a plan will cover; or (3) developing financial
incentives to encourage the use of formulary products



1) Open formularies are often referred to as "voluntary" because enrollees afe not
penahzed if their physicians prescribe nonformulary drugs. Thus, under an open
formulary, a health plan sponsor prowdes coverage for both formulary and nonformulary
drugs. : :

2) Incentive based formularies provide enrollees financial benefits if the1r physwlans
prescribe formulary drugs. Under this arrangement, the héalth plan sponsor still
reimburses enrollees for nonformulary drugs but requires them to make higher co--
payments than for fomlulary drugs :

3) Closed formular:es take ﬁnanmal incentives one step further by limiting coverage to
formulary drugs only. Therefore, if a enrollee’s physician prescribes a nonformulary

- drug, the enrollee may hdve to pay full cost of that prescription. However, the health -
plans cover nonformulary products when physwlans determine that they are medlcally
necessary for their patlents

rug Utlllzatlon Review (DUR). DUR programs analyze patterns of drug use to prevent
contradlctlons and adverse interactions. PBMs use this information to make prescription

substitution recommendations to physicians and inform plans and physicians about physicians'
‘prescribing patterns. DUR can be done retrospectively and/or prospectively..

1) Under retrospective review, PBMs study the drug utilization statistics of a customer's
enrollees to identify any instances in which physiciahs prescribed potentially
.inappropriate medications. If PBMs identify inappropriate patterns of prescribing or.
consumption, they will attempt to contact and educate physwlans about more approprlate
.and potentially cost-effectwe treatments :
2) Under proSpecfive review, PBMs use a computer link with network pharmaciststo .
review each prescnptlon before it is dispensed. Prospective DUR helps PBMs to 1dentify
whether there is a generic or formulary alternative to the prescnbed drug and whether the
drug will duplicate an ex1st1ng prescr1pt10n or wﬂl adversely 1nteract with other drugs the
patient is usmg :

- Generic Sgbstituti()n; Generic» substitution interventions switch medications from brand-name
drugs to chemically equivalent generic drugs. The Medicare benefit could include incéntives for
physicians to utilize generic substitutions. These incentives could also expand to the beneficiary
by requiring additional copayments for the use of brand name drugs.

Disease management. Disease management programs try to improve the care delivered to
specific group of patients, such as those with diabetes, by recommending particular therapies or
patient self~management techniques. PBMs use physician and patient education materials to

. emphasizé shared responsibility and cost-effective approaches. The Medicare benefit could
require disease management.

Mail-Order Pharmacy Benefit. PBMs operate mail order pharmacies that allow enrollees to



obtain prescnptlons particularly maintenance prescnpnons by maﬂ Medicare could pr0v1de an
_ incentive for beneficiaries to utilize' mail-order benefits.

E. Drug Pricing. As in the Medicaid drug program, a Medicare drug program could establish
both a maximum price paid for drugs, as well as a requirement that drug manufacturers. provide a
rebate due to the volume of drugs that Medicare would be buying. In Medicaid, the price limit
for multiple source drugs is 150% of the estimated wholesale cost of the least expensive
therapeutic equivalent. All other drugs have an aggregate limit of the lesser of (a) the -
pharmacy s usual and customary charge to the general public and (b) the estimated acqulsltlon
cost plusa dlspensmg fee.

Under Medicaid law drug manufacturers are requlred to pay Medlcald rebates in return fora -
guarantee that the State Medicaid program will cover all the manufacturer s drugs. The rebate for
single source and innovator multiple source drugs (i.e. brand name drugs) is either the difference
between the average manufacturer price (AMP) and the best price (i.e. the lowest price offered
by the manufacturer to-any entity) or 15.1% of the AMP. The best price determination excludes
the prices charged to Veterans Admmlstranon DOD, PHS, and State-only pharmaceutlcal

' programs. :

~ There is an additional rebate equal to the amount that the AMP increases over and above the
CPI-U. The rebate for non-mnovator multiple source drugs (i.e. genenc drugs) is 11% of the
AMP : :

,Recently the Inspector General has called for the rebate to be calculated based on Average

Wholesalers Price (AWP) instead of the AMP. According to the 1G this would have resulted in

an additional $1.15 billion in rebates for calendar years 1994-96 for only the top 100 drugs.

_ HCFA has disagreed with this recommendation and instead is planning a comprehensive study of

" the AWP. (Medicare currently pays 95% of the AWP for the limited drugs it currently covers.)
The establishment of a Medicare drug benefit could be coupled with legislative changes to the

Medicaid rebate program v

In addition to the Medicaid rebates, federal law establishes mandatory price discounts for PHS-
funded clinics and public disproportionate share hospitals, as well as requires manufacturers to
offer dlscounted pnces to the Veterans Administration. '

A Medicare drug rebate program could also be established, aswell as a limit on prices‘ paid for
drugs by Medicare. Any rebate offered to Medicare, however, is likely to increase prices charged
to other federal programs and pnvate payers. :

F. Cost-Sharing. The benefit could 1nclude copays, deductibles and/or a higher premium. The

~ premium imposed for this benefit could be flat or income-related. "Under the Catastrophic
Coverage Act of 1988, both a flat premium and an income-related premium were paid by
‘enrollees for drug coverage. The flat premium was set in the act for each year. The income-

" related premium was capped at $800 per person in 1989, rising to approximately $1,200 in 1994.
The Act adjusted the premiums so that in the long run 63 percent of the total financing came



from the income-related premium.

Medicare could also include a cap on benefits similar to that of many Medicaid plans. Many
states place limitations on the quantity of drugs dispensed by limiting the number of ,
prescriptions that can be filled or refilled in a certain time period. They may also place limits on
the quantity per prescription (for example, a 30 day supply or 100 unit limit). These quantity
limits are generally maximums, though minimums are also applied in certain cases, such as for
maintenance drugs. : '

Cost-sharing could also be used as a mechanism for cost containment (see cost containment
sectmn) ‘

G. Managed Care or FFS. As of June 1997, 33 percent of Medicare beneficiaries did not have
access to a Medicare+Choice risk plan. The majority of beneficiaries without access live in rural
settings. Thus, a drug benefit that is solely provided to managed care enrollees would not be
available to a third of beneficiaries. The issue of how to develop a drug benefit that would be
requ1red by Medlcaxe+Ch01ce plans is being developed in the optxons paper

H. Interactions. A Medlcare drug benefit would have an cffect on several programs.
DoD. Currently, DoD provides drugs to any military retiree that is seen at a military treatment

facility (MTF). However, if a military retiree chooses to use their Medicare benefits rather than'
be seen at an MTF, they cannot obtain drugs from the DoD benefit. 1f Medicare were to offer a

benefit, many military retirees who are enrolled in Medicare could choose to use their Medlcare o

benefits rather than to be seen at a military treatment facility.

VA. The VA situation is similar to that of the DoD. VA provides drugs to any military retiree
that is seen at a VA facility. A Medicare drug benefit would also produce an incentive for VA
eligibles to use their Medicare benefits rather than the VA hospltals :

Medlcaldetate only plans. As Medlcald and other state-only programs currently pay for drugs
for low income Medicare beneficiaries, a Medicare drug benefit would be a windfall to States.
Consideration could be given to maintenance of effort requirements on States to ensure that they
continue to provide some funding for pharmaceuticals, elther in thelr Medicaid programs and/or
their State-only programs.

edlgap ‘A Medicare drug benefit would necessitate changes to the Medlgap insurance market
" as several of the Medlgap plans 1nc1ude drugs.

1L Co?erage of Drugs for prélncéme Persons

Much of the concern around insurance coverage for phannaéeutical benefits is related to low



income persons who cannot afford Medigap plans which offer drugs and/or who do not have
‘access to employer-sponsored wrap-around benefits. Options could be developed which would
address drug coverage for low-income persons only, or which would subsidize the cost of drug
coverage to low income persons ‘while allowing higher income persons to buy into a drug benefit. -

. Medicaid Drug Only Coverage. At least 11 states currently offer a state-only drug benefit for
low income elderly and/or disabled. The federal government could create a similar nationwide
program that would provide drug coverage to this population. The program could be targeted to
Medicare-only eligibles (elderly and/or disabled), but administered through the Medicaid
program. Medicaid is designed to serve a low income population, whereas Medicare currently is
not structured to operate a means tested program. Targeting the program to only the low income
reduces the concerns about crowding out private employers coverage, as many of the low
income would not have private wrap -around coverage.

Various. design options exist which would change both the cost and the administration of the
program. For instance, the federal government could make this an optional or mandatory -

. program for the State Medicaid agencies. A mandatory program would be a boon to some states
with current state-only programs, but would be seen as burdensome by other states. The Federal \
matching rate could range 0% to 100%. Income limits could be set with a mandatory minimum,
but allow for higher state eligibility cutoffs. Individuals could be allowed to spend down to be
eligible, or could be eligible through net income alone. The benefit could be the same as
Medicaid, i.e. first cost coverage or could be designed as a cost sharing program wrth .
deducnbles : o -

| Subsidized: g:gverage for Low Income Persons.- Should the Adrmmstranon choose to provrde a
drug benefit to all Medicare beneficiaries, the program could still be desrgned to financially

subsidize only or mostly low income persons. For instance, the Part B premium could be
increased to account for the cost of the drugs. This increase could reflect either 25% of the cost -
- of the drugs (i.e. continue to current premium structure), or could reflect 100% of the costs of the
drugs. In either case, low income persons could be shielded from the some or all of the cost of
the increase. Medicare could reduce the premium directly to low income beneficiaries, or
Medicaid could pay for the increased premium for low income beneficiaries (those with incomes
above Medicaid ehglblhty levels), while the beneﬁcxary remams responsible for the “normal”
Part B prermum '

Requiring all but low income beneficiaries to pay for drug coverage would ensure. that
beneficiaries who currently pay for their own drugs continue to do so. Such a proposal however,
‘might not forestall employers dropping of a drug benefit. The States would also pick up some of
‘the burden as they would pay for the higher Part B premiums of dual eligibles and QMBs,
although they would be relieved of the cost of drug provision for these populatrons

‘ lzrscretlonary Program 1o’ Prgvrde Drug Coverage to Low Income Persons. Similar to the current

State-only programs which provide drugs to low income Medicare beneficiaries, a discretionary
- program could be created which either directly or through the States provides drug coverage
only. In essence, this could be provrdmg another Medigap package that was tailored only to the



low income population and provided only one service. Such a program could be approprlated
each year, as is the current AIDS Drug Assistance Program. If the program was run by the States, -
issues to be-addressed would include how to distribute the funds arid whether the State programs
would be covered by the federal discount program which requires manufacturers to offer
mandatory price dlscounts to federal agencies and their des1gnees

IIL. Cost Control Measures

While drug expenditures take up only 6% of total health care expenditures, in the last several .
years this sector of the health care market has been growing much faster than average. In 1996
while national health expenditures grew by only 4.4%, prescription drug growth increased by

.9.2%. Prescription drugs have witnessed a three year trend of increases in utilization
overshadowing prices as the primary factor accounting for growth. Three main reasons for the
increased growth are pointed to. Co

Managed care’ orgamzatlons appear to be substituting cheaper drug therapies in place of more

- expensive services, such as hospitals and physicians. This is especially true for ant1depressants
~ which shorten inpatient mental hospital stays and expensive psychotherapy. Likewise the use of
narcotic analgesics in conJunctlon with surgery enables patlents to av01d or shorten inpatient
hospital stays. : :

Pharmaceutical cornpanies have increased their direct-to-consumer advertising the e‘xp‘endit,ures_“
for which doubled in 1996. The cost of this advertising is reflected in the increased drug costs,
- as well as’increased demand by. patients for more expensive name brands.

The number of new drugs approved by FDA hit a record high of 53 in 1996. The net increase in
product mix and the effect of new costlier theraples also added to growth in prescrlptlon drugs.
In the coming years, however, many drugs approved in the 1970's and 1980's will be coming off
patent which may hold down pharmaceutical price increases for years to come.-

Establishing a new drug benefit under Medicare exposes the program to a new benefit with a

_ potential for explos1ve growth over the next few years. Several options are available to limit
Medicare’s exposure should drug expenditure growth be greater than anticipated. These options
could be used individually or in tandem to control costs." In each of these scenarlos a global drug
- budget would be estlmated as part of the budget process

- Cuts in Physician Pay ments._ Physicians could be held accountable financially should the drug
budget be overspent, as physicians are in control of the drug prescriptions. Should global drug
budget be exceeded, the difference could be deducted from the physicians' expenditures by
ratcheting down the conversion factor in the subsequent year. This could be done across the
board for all physicians or could be targeted to groups of physicians or specialists who were

~ likely to be causing the increase. ‘Effective targeting of cuts would rely on the ability to measure
and pred1ct drug budgets by groups of physicians, or even on an individual level..



Increases in Beneficiary Co-Payments, Deductibles and Premiums. Beneficiaries could be held
accountable for overspending in the global drug budget by increasing co-payments, deductibles
or premiums in the year following the over expenditures. If drug growth continues to result from
increased utilization, the increased co-payments may serve to decrease futute growth in
utilization as well as make up for prior budget overruns. -

Reduce Payments to the Pharmaceutical Firms. As discussed above, a Medicare dfug rebate
program could be established to ensure that Medicare takes advantage of its buying power. To
offset expenditures above the global drug budget, further rebates could be required from the drug
-manufacturers. These rebates could be based just on drugs expenditures above the global budget,

"~ oron all drug expenditures throughout the fiscal year.
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IMS HEALTH REPORTS 3.4 PERCENT ANNUAL RATE OF CHANGE FOR
U.S. PRESCRIPTION DRUG PRICES

dustry Sales Gro eaches a Record 17.6 Percen

PLYMOUTH MEETING, PA, August 13, 1998 -- IMS HEALTH (NYSE: RX) today reported that
the annual rate of change for prescription pharmaceuticals in the U.S. was 3.4 percent for the

~ second quarter of 1998 compared to the same period for 1997. This rate is 0.3 percentage
points higher than the annual measuremenf reported for the prior six months, which heid at 3.1
percent. IMS HEALTH is the world's leading provider of information solutions to the

pharmaceutical and healthcare industries.

The overall rate of inflation in prescription drug pricing for the second quarter of 1988 is
in line with the measurement reported previously for May 1998 versus May 1997. The figure
remains below the double-digit rates reported elsewhere for the same time periods.

Modest Upward Trend Since Mid-1997
The overall rate of change in prescription drug pricesv rose gradually throughout 1987
before pausing in the first quarter of 1 898. The upward trend continued in the second quarter

Qf1998.
Prices for brand pharmaceuticals rose by 4.3 percent in the second quarter of 1998

versus the same quarter in 1997. The increase was offset by a decrease of 5.1 percent in
generic drug prices (See Table), the same rate as recorded in the fourth quarter of 1997.

- more -



Sales Growth Continues at Record Pace

Cverall prescription sales volume for the six channels of distribution audited by IMS
HEALTH grew by 17.6 percent for the second quarter of 1898 versus the same period a year
ago. The net growth for pharmaceutical sales, removing the impact of price changes, was
14.2 percent. '

This second quarter industry growth rate of 17.6 percent is the highest measured,
surpassing the 17.3 percent recorded in third quarter 1 997 and even the yearly double-digit
growth rates of the late 1980s. By comparison, the peak annual growth rate recorded during
the 1980s was 15.5 percent for 1987 over 1986.

“There is some indication that drug prices are starting to climb upward,” commented
Myron Holubiak, genera! manager of The Plymouth Group, the consulting arm of IMS HEALTH.
“In spite of the rise in drug prices, the substantial rate of growth in the pharmaceutical industry
continues to be driven by non-price factors.” Price accounted for only 3.4 percentage points of
the 17.6 percent growth. Of the 14.2 percent real growth, new products and line extensions
accounted far 7.3 percent and volUrﬁe and mix categories accounted for 6.8 percant.

The inflation rate measured by IMS HEALTH, at 3.4 percent, is far below the Producer
Price Index, Industry Weighted, which increased to 20.5 percent for June 1998 versus June
1997, as measured by the Bureau of Labor Statistics through a basket of goods approach.
The Consumer Price Index for all items was 1.7 percent for the same time period.

Retail Sector Biggest Driver of Overall Trend

Prescription drug prices for the retail sector rose by a weighted average rate of 3.9
bpercent for the second quarter of 1998 versus the same period a year ago. This figure is up
slightly from the annual rate of 3.8 percent réported for the first quai’tsr of 1998. Consistent
with the overall market tfrend, prices of brand-name drugs in the retail sector moved up 5.0
percent, while generic prices decreased 6.6 percent. |

- more -



“The retail sector is a significant baromster of overall market trends,” stated Holubiak.
“It accounts for more than two-thirds of the industry's sales dollars, making the retail sector the
largest driving force behind the overall annual price change rate of 3.4 percent.”

Rate for Brands through Non-Retail Sector Increaces

For the non-retail distribution channels, pharmaceutical prices were 2.0 percent higher
in the second quarter of 1998 compared to the same period a year ago. "This increase reflects
a wide range of rates among the non-retail distribution channels,” noted Susan Capps, senior
manager, Pricing Studies at IMS HEALTH. Non-injectable brand-name drugs had a weighted-
average annual price increase of 4.9 percent, up over the annual rate of 3.8 percent reported
in the first quarter of 1898. Non-injectable generic drugs had a price decrease of 2.5 percent.

“Interestingly, prices for prescription drugs purchased by non-federal hospitals
increased 2.4 percent, the highest in several years,” commented Capps. "Prices for injectable
and non-injectable dragé purchased by non-federal hospitals rose 2.0 percent and 3.4 percent,
respectively. This was driven primarily by brand-name drugs.”’ For the non-retail injectable

market, the overall rate of price Change remained low at 0.5 percent.

Inflation for Top 10 Drugs Remaine Below Industry Totale

Prices for the top 10 selling prescription drugs increased 2.2 percent overall and 2.8
percent for the retail sector, when comparing the second quarter of 1998 to the second quarer
of 1997. These measurements exclude any new products that were not on the market during
the base 1997 period. The rates, while up slightly from the first quarter 1958 figures, remain
below the overall market inflation for all brands — 4.3 percent c.;verali, and 5.0 percebt for retail

p harmacy market.

‘“We are continuing to see pharmaceutical manufacturers raise prices selectively,”
commented Holubiak. “The top selling products have an aggregated inffation rate well below
the overall rates, indicating that other products had higher price increases, which brought the

averages to levels above 4 percent.”

-more -



Rate for Quarter Remains Below Double-Digit Reports

"When taking a comprehensiue view of the market, we are not seeing the overall
double-digit price increases reported elsewhere,” Holubiak said. “The rate of change appears
to remain within overall economic indicators. As | remarked previously, the acceptance of
newer, advanced drugs continues to proceed at a rapid rate, thus influencing a market-basket
approach to calculating purchaser outiay for prescription pharmaceuticals. This challenges the
market basket approach to measuring the true economic impact of drugs, since the newer
therapies may be providing significant incremental benefit that is not captured in these types of .

analyses.”

Figuree Reflect Acquisition Prices of 20,000 Producte

IMS HEALTH's acquisition-price database encompasses more than 20,000
pharmaceutical products and is updated continuously. The databass reflects invoice-based
discounts for pharmaceutical purchases through six audited channels of distribution. [t does
not include subsequent, off-invoice rebates that, if considered, could further reduce drug
purchase prices. IMS HEALTH calculates all price changes on a weighted average level,
based on unit volume. As a result, the rate of price change is driven by those products with
the highest unit volume. All rates calculated by IMS HEALTH use actual transaction prices, not

list prices such as Average Wholesale Price (AWP).

IMS HEALTH

IMS HEALTH is the world's leading provider of information solutions to the
pharmaceutical and healthcare industries. With more than $1 billion in 1887 revenue, IMS
HEALTH operates in over 90 countries. IMS HEALTH is the largest pharmaceutical
manufacturer information partmer, with over 40 years' experience in the industry. Key products
and serviceé integral to customer day-to-day operations include: market research for
prescription And over-the-counter pharmaceutical products:‘eales.management information te
optimize sales force productivity; technology enabled selling solutions for sales and marketing
decision-making; technolbgim systems and information services that support managed care
organizations. Additional information and previous press releases are available at IMS
HEALTH's web site. hiip./www irnehealth com |

7 CH#EH
August 13 1998
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Table
Second Quarter 1998 ve. Second Quarter 1997
Price Changes for Prescription Druge Iin U.S. Market

Percent Change Q2 '97 to Q2 '98
Market TOTAL | BRANDS | GENERICS
Total Market 34 4.3 B -51
Retail Pharmacies ' 3.9 50 -6.6
Hospitals ' 2.4 28 -1.2
Injectables 20 2.3 - 08
Non-Injectables - 3.4 4.3 -1.9
Clinics A 0.8 -0.8 -0.4
Injectables 29 -3.1 0.9
Non-Injectables 52 6.1 -2.6
Staff-Model HMOs 6.0 . B.6 -0.9
Injectables 3.8 39 . 1.7
Norn-Injectables 6.5 7.3 -11
Long-Term Care Facilities 50 56 2.0
Injectables 49 - 52 0.3
Non-Injectables 5.0 57 -2.2
Federal Facilities 04 0.3 -56.56
Injectables -1.8 -1.5 -5.3
Non-Injectables 0.0 0.8 -5.5

Source: IMS HEALTH, a healthcare information company
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EXECUTIVE SUMMARY

In congressional districts around the country, older Americans are increasingly concerned
-about the high prices that they pay for prescription drugs. Several members of Congress have
requested that the minority staff of the Committee on Government Reform and Oversight
'investigate this issue. This report summarizes investigations of prescription drug pricing
conducted by the minority staff in seven congressional districts: the 1st district of Maine,
represented by Rep. Thomas H. Allen; the 2d district of Texas, represented by Rep. Jim Turner;
the 1st district of Arkansas, represented by Rep. Marion Berry; the Sth district of Wisconsin,
represented by Rep. Thomas Barrett; the 1st district of Michigan, represented by Rep. Bart

‘Stupak; the 13th district of Ohio, represented by Rep. Sherrod Brown; and the 29th district of
California, represented by Rep. Henry A. Waxman.

Numerous studies -have concluded that many older Americans pay high prices for
prescription drugs and have a difficult time paying for the drugs they need. This study, the first
national analysis of its kind, presents new and disturbing evidence about the cause of these high
prices. The findings indicate 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 large insurance companies and health maintenance organizations. The findings
show that the average senior citizen paying for his or her own prescription drugs must pay over
twice as much for the drugs as the drug companies’ favored customers. The study found that this

"is an unusually large price differential -- nearly five times greater than the average price
differential for other consumer goods. : ‘ '

It appears that drug companies are engaged in a form of “discriminatory” pricing that
victimizes those who are least able to afford it. Large corporate and institutional customers with
market power are able to buy their drugs at discounted prices. Drug companies then raise prices
for sales to seniors and others who pay for drugs themselves to compensate for these discounts to
the favored customers. :

Older Americans are having an increasingly difficult time affording prescription drugs. By
one estimate, more than one in eight older Americans has been forced to choose between buying
food and buying medicine. Case studies conducted in several states and included in this analysis
illustrate these hardships. Legislation that protects older Americans from the pharmaceutical
industry’s discriminatory pricing would reduce the cost of prescription drugs for seniors and.

.improve the health and financial well-being of millions of Americans.

A.  Methodology -

This study investigates the pricing of the ten brand name prescription drugs with the
highest sales to the elderly. It estimates the differential between the price charged to the drug
companies’ most favored customers, such as large insurance companies and HMOs, and the price
charged to seniors. The results are based on a survey of retail prescription drug prices in chain

i
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and independently owned drug stores in seven congressxonal districts from across the nation.
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 pnces for favored

customers and retail prices for other consumer items.

B..

Findi

The study finds that:

. . Older Americans pay inflated prices for commonly used drugs. For the ten drugs
investigated in this study, the average price differential was 106% (Table 1). This means -
that senior citizens and other individuals who pay for their own drugs pay more than twice
as much for these drugs than do the drug companies’ most favored customers.

Table 1:

Average Retail Prices for the Best-Selling Drugs for Older Americans Are More Than

Twice as High as the Prices That Drug Companies Charge Their Most Favored Customers.

Prices for '

Prescription Manufacturer Use Retail Prices | Price Differential
Drug ‘| Favored Customers{ = for Senior for Senior
Cltizens Cifizens
Ticlid Hoffman-LaRoche Stroke $33.57 $118.06 252%
Zocot Merck ' ' High Cholesterol $42.95 $104.98 144%
Norvase Pfizer Inc. | .{High Blood Pressure $58.83 511222 N%
Prilosec Astra/Merck Ulcers $58.38 $111.21 90%
Relafen Smithkline Beecham Arthritis $62.58 - $116.92 87%
Procardis XL |Pfizer Inc. Heart Problems $67.35 $125.49 86%
Vasotee Merck Blood Pressure $56.08 $103.62 85%
Fosamax Merck Osteoporosis $31.86 - $58.03 82%
Cardizem CD  [Hoechst Marrion Roussel |Angina/Hypertension $99.36 $173.29 74%
Zoloft - |Pfizer. Inc. Depression $123.88 $211.75 1%
Average Price Differential 106%
. For other popular drugs, the price differential is even higher. This study also

analyzed a number of other popular drugs used by older Americans, and in some cases |
found even higher price differentials (Table 2). The drug with the highest price differential
was Synthroid, a commonly used hormone treatment manufactured by Knoll
Pharmaceuticals. For this drug, the price differential for senior citizens was 1,407%. An
equivalent dose of this drug would cost the manufacturers’ favored customers only $1.78,
but would cost the average senior citizen almost $27.00. For Micronase, a diabetes
treatment manufactured by Upjohn, an equivalent dose would cost the favored customers
$6.89, while seniors are charged an average of $47.14. The price differential was 584%.
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Prices for

Retsil Prices

Price Differential

Prescription Manufacturer - - Use :
Drug ' Favored Customers| for Senior for Senior
' Citizens Citizens
Synthorid Knoll Pharmaceuticals |Hormone Treatment $1.78 $26.83 1407%
(Micronase Upiohn . Digbetes $6.89 584%

§47.14

Price differentials are far higher for drugs than they are for other goods. This study
compared drug prices at the retail level to the prices that the pharmaceutical industry gives
its most favored customers, such as large insurance companies and HMOs. 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 consumer items. The study
compared the price differential for prescription drugs to the price differentials on a
selection of other consumer items. The average price differential for the ten prescription
drugs was 106%, while the price differential for other items was only 22%. Compared to
manufacturers of other retail items, pharmaceutical manufacturers appear to be engaging
in significant price discrimination against older Americans and other individual consumers.

Pharmaceutical manufacturers, not drug stores, appear to be responsible for the
discriminatory prices that older Americans pay for prescription drugs. - In order to
determine whether drug companies or retail pharmacies were responsible for the high
prescription drug prices being paid by older Americans, the study compared average
wholesale prices that pharmacies pay for drugs to the prices at which the drugs are sold to
consumers. This comparison revealed that pharmacies appear to have relatively small
markups between the prices at which they buy prescription drugs and the prices at which
they sell.them. The differential between retail prices and the published national Average

~ Wholesale Price is only 4%.. The differential between retail prices and a second indicator
of the amount pharmacies pay for prescription drugs, prices from one major wholesaler, is
only 22%. This indicates that it is drug company pricing policies that appear to account
for the inflated prices charged to older Americans and other customers.

Discriminatory prescription drug pricing is a national problem. This study looked at -
prescription drug pricing in seven congressional districts in different parts of the United
States. Significant price differentials were found in all congressional districts, with very

- little variation. The highest price diﬁ‘erentiil was 127% in California, while the lowest -

- price differential was 98% in Michigan and Ohio. The price differential was 105% in
Maine, Arkansas, and Wisconsin, and 103% in Texas. These results indicate that, while
. there is a small variation in prices in different regions of the country, high prescription
drug costs and large price differentials caused by dlscnnunatory pricing are a nationwide
problem.
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This report focuses on a continuing, critical issue facing older Americans -- the cost of
their prescription drugs. Numerous surveys and studies have concluded that many older
Americans pay high 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 Medicare program, the main source
of health care coverage for the elderly, fails to cover the cost of most prescription drugs.

“According to the National Institute on Aging, “as a group, older people tend to have more
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 A.lzhelmer s disease, Lou Gehrig’s
disease, and Parkinson’s disease. .

7 According to the American Association of Retired Persons, older Americans spend
almost three times as much of their income (21%) on health care as do those under the age of 65
(8%) and more than three-quarters of Americans aged 65 and over are taking prescnpnon drugs.’

The average older American takes 24 prescnptlon drugs More 1mportantly, older
Americans take significantly more drugs on average than the under-65 population.* It is estimated
that the elderly in the United States who make up 12% of the population, use one-third of all
prescription drugs.®

! National Institute on Aging (NIA), NIA Age Page (www. mh gov/ma!health/pub/
medicine. htm)

? AARP Pubhc Policy Institute and the Lewin Group, Ouf of Pocket Health Spendmg By
Medicare Beneficiaries Age 65 and Older: 1997 Projections (February 1997)

* AUS/ICR for the American Association of Retired Persons, National Pharmaceutical
Council, and Pharmaceutical Executive Magazine, Survey on Prescription Drug Issues and Usage
Among Americans Aged 50 and Older, I (May 1996).

* 'Senate Special Committee on Agmg, Developments In Agmg 1996, 1 8. Rep 36, 105th i
Ceng st Sess. 121 (1997).

% Senate Special Committee On Agmg, Developments in Aging: 1993,1S. Rep. 403,
103d Cong., 2d Sess. 35 (1994). '
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Although the elderly have the greatest need for prescription drugs, they often have the
most inadequate insurance coverage for the cost of these drugs. A 1996 AARP survey indicated
that 37% of older Americans do not have insurance coverage for prescription drugs.® As a result,
many older Americans -- a large percentage of whom live on a limited, fixed income -- are forced
to pay the full, out-of-pocket expense of prescription drugs.

The primary reason for this burden is that, with the exception of drugs administered during
in-patient hospital stays, Medicare generally does not cover prescription drugs. While Medicare
managed care plans may offer optional prescription drug coverage, they are available only as an
option subject to the discretion and fiscal priorities of the health plans. Moreover, these Medicare
managed plans currently serve only a small portion of the Medicare population.

Although Medicare beneficiaries can purchase supplemental “Medigap” insurance
privately, these policies are often prohibitively expensive or inadequate. For example, one of the
standardized Medigap policies available provides only a $3,000 drug benefit, while still leaving
beneficiaries vulnerable to a high deductible and to paying at least half of their total drug costs.’

Medicare beneficiaries without public or private prescription drug coverage are the group
most at risk of high out-of-pocket prescription drug costs. According to the Senate Special
Committee on Aging, this group includes those “who are not poor enough to receive Medicaid,
do not have employer-based retiree prescription drug coverage, and cannot afford any other
private prescription drug insurance plans.”®

The high costs of prescription drugs, and the lack of insurance coverage, directly affect the
health and welfare of older Americans. In 1993, 13% of older Americans surveyed reported that
they were forced to choose between buying food and buying medxcme By another estunate five
million older Americans are forced to make this difficult choice."

¢ AARP Public Policy Institute and the Lewin Group, supra note 1.

7 Families USA Foundation, Worthless Promises: Drug Companies Keep Boosting
Prices, 6 (March 1995).

' Senate Report, supra note 4, at 122,
® Families USA Foundation, supra note 7, at 6.

1 Senate Special Committee on Aging, A Status Report — Accessibility and Affordability -
of Prescription Drugs For Older Americans, S. Rep. 100, 102d Cong., 2d Sess. 2 (1992).

2
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The minority staff of the Committee on Government Reform and Oversight has conducted
drug pricing investigations in seven congressional districts at the request of the members that
- represent these districts. The goal of these investigations was to determine whether
pharmaceutical manufacturers are taking advantage of older Americans through pnce
discrimination, and if so, whether this is part of the explanation for the high drug prices being paid
by older Americans. This report presents a summary of the findings from these investigations.

Industry analysts have recognized that price discrimination occurs in the prescription drug
market. According to a recent Standard & Poor’s report on the pharmaceutical industry, -
“[d]rugmakers have historically raised prices to private customers to compensate for the discounts
they grant to managed care customers. This practice is known as ‘cost shifting.””"' Under this
practice, “drugs sold to wholesale distributors and pharmacy chains for the individual
physician/patient are marked at the higher end of the scale.”"”

Although industry analyses acknowledge that price discrimination occurs, they have not
estimated its degree or impact. This report is the first national effort to quantify the extent of
price discrimination and its impact on senior citizens in the United States.

The study design and methodology used to test whether drug companies are
discriminating against older Americans in their pricing are described in part ITl. The results of the
study are described in part IV. These results show that drug manufacturers appear to be engaged
in substantial price discrimination against older Americans and other individuals who must pay for
their own prescription drugs. The consequences of the manufacturers’ pricing pohcxes are
discussed in part V.

M. METHODOLOGY -
A Stlection of Drugs for shis Survey

This survey is based primarily on a selection of the ten patented, riongeneric drugs with the
highest annual sales to older Americans in 1997. The list was obtained from the Pennsylvania
Pharmaceutical Assistance Contract for the Elderly (PACE). The PACE program is the largest
out-patient prescription drug program for older 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

n Herman Saftlas, Standard & Poor’s, HeaIthcare Pharmaceuticals, Industry Surveys,
19-20 (December 18 1997). :

2 1d at 19.
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for prescription drug usage by all older Americans. In 1997, over 250,000 persons were enrolled
in the program, which provided over $100 million of assistance in filling over 2.8 million
prescriptions.'

In order to.determine the prices that senior citizens are paying for prescription drugs, the
minority staff conducted a survey of pharmacies in seven congressional districts. The seven
districts where the study was conducted were the 1st District in Maine (Rep. Thomas H. Allen),
the 2d District in Texas (Rep. Jim Turner), the 1st District in Arkansas (Rep. Marion Berry), the
5th District in Wisconsin (Rep. Thomas M. Barrett), the 1st District in Michigan (Rep. Bart
Stupak), the 13th District in Ohio (Rep. Sherrod Brown), and the 29th District in California (Rep.
Henry A. Waxman). The locations of the districts where pharmacies were surveyed for this study
are shown in Appendix D. A total of 75 pharmacies in the six districts -- 46 independent stores,
and 29 chain stores -- were surveyed. Pharmacies were surveyed in rural, urban, and suburban
areas, and in a range of high-, low-, and middle-income neighborhoods.

Drug pricing is complicated and drug companies closely guard their pricing strategies.
The best publicly available indicator of the prices companies charge their most favored customers,
such as large insurance companies and HMOs, is the Federal Supply Schedule (FSS).

The FSS is a price catalog containing goods available for purchase by federal agencies.
Drug prices on the FSS are negotiated by the Department of Veterans Affairs. The prices on the
FSS closely approximate the prices that the drug companies charge their most favored nonfederal
customers. According to the U.S. General Accounting Office (GAO), “[u]nder [General Services
Adrmmstratmn] procurernent regulatxons VA contract oﬁcers are requlred to seek an FSS price

faxgmdmf:deml_gungmgz under comparable terms and condmons e 'I‘hus in this study, FSS
pnces are used to represent the prices drug companies charge their most favored customers.

13 Pharmaceutical Assistance Contract for the Eiderly (“PACE™), Pennsyl\)arﬁa
Department of Aging, Annual Report to the Pennsylvania General Assembly (January 1 -
Decernber 31, 1997). .

*u S General Accounting Oﬁice Drug Prxces Effects of Opening Federal Supply
Schedule for Pharmaceuticals Are Uncertain (June 1997) (emphasis added).

4
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D. » o { Prices Paid by Pl .
The survey also looked at two other pricing indicators: - (1) the Average Whoiesale Price
(AWP) and (2) the prices charged pharmacies by a large drug wholesaler. These two prices ,
provide an indicator of the extent of markups that are attributable to the pharmacy (in contrast to
* those that are due to the drug manufacturer). The AWP is an average of prices charged by the
drug wholesalers to retail pharmacies. The AWP prices were obtained from the /1997 Drug

Topics Red Book.”” As another measure of wholesale prices, the study used the wholesale prices
charged pharmacies by McKesson, the world’s largest wholesaler.

When comparing prices, the study used the same criteria (dosage, form, and package size)
used by the GAO in its 1997 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 i in the Drug Topzcs Red Book.

In order to determine whether the differential between FSS 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 items other than drugs available through the FSS was assembled.
FSS prices were then compared with the retail pnces at wl'uch the items could be bought at a large
national chain.'® :

For the ten patented, nongeneric drugs most commonly used by se}xiors, the average |
differential between the price that would be paid by a senior citizen and the price that would be -
paid by the drug companies’ most favored customers was 106% (Table 1). The study thus
showed that 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 large
insurance companies and HMOs. |

1 Medical Economics Company, Inc., 1997 Drug Topics Red Book. -

I The items used were binder clips, rubber bands, toilet paper, rolodexes, tape dispensers,
wastebaskets, scissors, pencils, paper towels, post-it notes, envelopes, and correction fluid.

5
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For individual drugs, the price differential was even higher Among the ten best selling
drugs, the highest price differential was 252% for Ticlid, a stroke treatment manufactured by
Hoﬁinan-LaRoche For other popular drugs, the study found even greater price dlﬁ’erennals

The drug with the highest price differential was Synthrmd a commonly used hormone
treatment manufactured by Knoll Pharmaceuticals. For this drug, the price differential for senior
citizens was 1,407%. An equivalent dose of this drug would cost the most favored customers
only $1.78 but would cost the average senior citizen in the United States $26.83. For Micronase,
a diabetes treatment manufactured by Upjohn, the price differential was 584% (Figure 1). -

thure 1 Oider Americans Pay Inflated Prices for Prescriptlon

Drugs.
§120.00 ¢ O Favored Customer Price |
$100.00 + | Price for Seniors ‘
$80.00 +
g $60.00 + - .
$40.00 § L
s20001 | B8 l
$0.00 + . — —

Tickd Synthroid Micronase
" Prascription Drug

Every drug looked at in this study had a large price differential. Among the ten best
selling drugs, two (Ticlid and Zocor) had price differentials that exceeded 140%, and five more
(Norvasc, Prilosec, Relafen, Procardia XL, and Vasotec) had price dxﬁ'erennals of over 85%. The
lowest price dxﬁ'erence was still high -- 71% for Zoloﬁ

'B. Comparison With Other Consumer Goods

* The study also analyzed whether the large differentials in prescription drug pricing could
be attributed to a volume effect. The drug companies’ most favored customers, such as large
insurance companies and HMOs, typically buy large volumes of drugs. Thus, it could be expected
that there would be differences between the prices charged the most favored customers and retail
prices. The study found, however, that the differentials in prescription drug prices were much
greater than the differentials in prices for other consumer goods. The study found that, in the case
. of other consumer goods, the average differential between retail prices and the prices charged
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most favored customers, such as large corporations and institutions, was only 22%. The average
price differential in the case of prescription drugs was nearly five times larger than the average
price differential for other consumer goods (Figure 2). This indicates that a volume effect is
unlikely to explain the large differential in prescription drug pricing.

Figure 2: Price Differentials on Drugs

Commonly Usad by Older Americans

Are Far Higher Than Differentiails for
Other Consumer Goods

120%
100% |
80% |
60% |
40% |
20% |
0% -

Price Differential

Cther Drug
tems Prices

The study also sought to determine whether drug companies or retail pharmacies were
responsible for the high prices being paid by older Americans. To do this, the study compared the
average wholesale prices that pharmacies.pay for drugs to the prices at which the drugs are sold
to consumers. This comparison revealed that pharmacies appear to have relatively small markups
between the prices at which they buy prescription drugs and the prices at which they sell them.
The study found that the average retail price for the ten most common drugs was only 4% higher

~ than the published national Average Wholesale Price, and only 22% higher than the price available
directly from one large wholesaler (Flgure 3).

This finding mdxcates that it is drug company pricing policies, not retail markups, that
account for the inflated prices charged to older Americans and other individual customers.!’

17 National Asso#iation of Chain Drug Stores, Did You Know .. (pamphlet) [citing
financial data assembled by Keller Bruner & Company, P.C., Certified Public Accountants

7
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These findings are consistent with other experts who have concluded that because of the
compentwe nature of the pharmacy business at the retail evel there is a relatively small profit
margin for retail pharmacists.®

(1995))

1* In 1993, independent pharmacies sued 19 drug manufacturers, alleging that the
differential between the prices charged most favored customers and the prices charged pharmacies
violated antitrust laws. In 1996, 11 of these drug manufacturers agreed to settle with the
pharmacies. Under this agreement, these pharmaceutical companies promised to offer pharmacies
the same price discounts as favored customers like large HMOs if the pharmacies could show the

~ same ability to move market share as the favored customers. On July 13, 1998, four addmonal
_.drug manuficturers agreed to a settlement under similar terms.

Unfortunately, the results of this study cast doubt on whether these agreements are likely
to end the price discrimination practices of the large pharmaceutical companies. Eight of the ten
most popular prescription drugs in this survey -- Zocor, Norvasc, Prilosec, Procardia XL,
Relafen, Vasotec, Fosamax, and Zoloft -- are covered by the agreement reached in 1996, and
there is still large price discrimination for all of these drugs. Synthroid is also covered under the
agreement, and this drug has a pnce differential of more than 1,400%.

~ The reason for the contmued high price differentials may be that unlike hospitals or
HMOs, pharmacies cannot control decisions made by doctors about what drugs to prescribe,-and
thus are unable to demonstrate to the drug manufacturers that they.can influence market share.
The doubts raised by this study are consistent with the observations of other industry analysts,
who note that “there is already intense skepticism among retail buying groups for independent
drugstores about whether the smaller independents will have the ability to qualify for the potential
windfall and pass the savings on to customers.” Drug Makers Agree To Offer Discounts For
'Pharmacies, Wall Street Journal (July 15, 1998).

8



105TH CONGRESS ’
e H.R. 4627

To provide for substantial reductions in the price of prescription drugs for
Medicare beneficiaries.

IN THE HOUSE OF REPRESENTATIVES

SePTEMBER 25, 1998

Mr. ALLEN (for himself, Mr. TURNER, Mr. TIERNEY, Mr. WAXMAN, Mr.
BERRY, Mr. BARRETT of Wisconsin, Mr. BROWN of Olio, Mr. STUPAK,
Mr. WEYGAND, Mr. STARK, Ms. KiLPATRICK, Mr. KUCINICH, Mr. SAND-
ERS, Mr. CUMMINGS, Mr. SERRANO, Mr. T11OMPSON, Mr. POMEROY, Mr.
JOHNSON of Wisconsin, Mr. FRANK of Massachusctts, Mr. SANDLIN, Ms.
StaBeNow, Mr. YATES, Mr. Borski, Mr. FrRosT, Mr. Davis of Illinois,
Mrs. THURMAN, Mr. KiND, and Mr. ABERCROMBIE) introduced the fol-
lowing bill; which was referred to the Committee on Commerce, and in
addition to the Committee on Ways and Means, for a period to be subse-
quently determined by the Speaker, in each case for consideration of such
provisions as fall within the jurisdiction of the committee concerned

A BILL

To provide for substantial reductions in the price of
prescription drugs for Medicare beneficiaries.

1 Be it enacted by the Senate and House of Representa-
2 tives of the United States of America in Congress assembled,
3 SECTION 1. SHORT TITLE. |

4 This Act may be cited as the “Prescripﬁon Drug
5 Fairness for Seniors Act of 1998
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1 SEC. 2. FINDINGS AND PURPOSES.
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(a) FINDINGS.—The Congress finds the foﬂovﬁng:

( 1‘) Manufacturers of preseription drugs engage
in price discrimination practieésA that eompél many
older Americans. to ﬁay substantially more for pre-

seription drugs than the drug manufacturers’ most

~ favored customers, such as health insurers, health

maintenance organizations, and thé Federal Govern-
ment.

(2) On aVeragC; older Americans who buy their
own prescription drugs pay twice as much for pre-

scription drugs as the drug manufacturers’ most fa-

-vored customers. In some cascs, older Americans pay

over 15 times more for prescription drugs than the

most favored ‘eustomer;s. ' | o
(3) The discriminatory pricing by’ major drug

manufacturers sustains their annual profits of

$20,000,000,000, but causes financial hardship and

| impairs the health and well-being of millions of older

Americans. More than one in eight older Americans
are forced to choose between buying their food and
buying their medicines.

(4) Most federallj} funded health care programs,
including Medicaid, the Veterans Health Administra-

- tion, the Public Health Service, and the Indian

Health Service, obtain prescription drugs for their

«HR 4627 IH
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beneficiaries at low prices. Medicare beneficiaries are
denied this benefit and cannot obtain their preserip-
tion drugs at the favorable prices available to other
federally funded health care progfams.

(5) It has been estimated that implementation
of the policy set forth in this Act will reduce pre-
seription prices for Medieare »beneﬁciaries. by more
than 40 percent.

(6) In addition to substantially lowering health
carc costs for oldér Americans, implementatioh of
the policy set forth in this Act will signifiecantly im-
prove the health and well-being of older Americans
and lower the costs to the Federal taxpayer of the
Mediéare program. )

(b) PURPOSE.—The purpose of this Act is to protect
Medicare beneficiaries from discriminatory pricing by drug
manufacturers and to make prescription drugs available
to Medicare beneficiaries at substantially reduced prices,
by allowing pharmacieé to purchase drugs for Medicare

beneficiaries at the substantially reduced price available

‘under the Federal Supply Schedule.

SEC. 3. MEDICARE BENEFICIARY DRUG BENEFIT CARD.
The Secretary of Health and Human Services shall

furnish to each Medicare beneficiary a drug benefit card

-that enables the beneficiary to purchase covered preserip-

«HR 4627 IH
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tion drugs from participating pharmacies at reduced
prices pursuant to section 4.A
SEC. 4. PARTICIPATING fHARMACiES.' -

(a) AGREEMENTS 0 PARTICIPATE.—Any qualified
pharmacy may enter into an agreement with the Secretary
that enables the pharmacy to sell covered outpatient drugs
to holders of Medicare drug benefit cards at a reduced
price, by authorizing the pharmacy to operate as a partici-
pating pharmacy under this Act. | |

| (b) RicHT OF PARTICIPATING PHARMACIES To OB-
TAIN DRUGS.—An agrecment under this scetion shall enti-
tle the participating pharmacy to purchase any covered
outpatient drug fhat is listed on the Federal Supply
Schedule of fhe General Services Administration at the
participating pharmacy discount price for that drug deter-
mined under subsection (d).

(¢) QUANTITY OF DRUGS PURCHASED.—An agree-
ment under this section shall permit the participating
pharmacy to purchase under this Act as much of a covered
outpatient drug as is sold by the pharmacy to holders of
Medicare drug benefit-cards.
 (d) PARTICIPATING PHARMACY DISCOUNT PRICE.—

(1) In GEﬁERAL.—The Secretary shall deter-
mine a participating pharmacy diseount price for

each covered outpatient drug.

*HR 4627 IH
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(2) DETERMINATION.—The participating phar-
macy discount price for a covered outpatient drug

shall be determined by adding— |
(A) the price at which the drug is available
to Federal agencies from the Federal Supply
Schedul—e under section 8126 of title 38, United

| States Code; plus | |

(B) an amount that reflects the adminis-
trative costs incurred by the Sceretary in ad-

ministering this Act.

SEC. 5. ADMINISTRATION.

(a) IN GENERAL.—The Secretary shall adrhinister
this Act in a manner that uses existing methods of obtain-
ing and distributing drugs to the maximum extent pos-
sible, consistent with efficiency and cost éffectiveness.

(b) REGULATIONS.—The Secretary shall issue such
regulations as may be necessary to implement fhis Act.
SEC. 6. REPORTS TO CONGRESS REGARDING EFFECTIVE-

NESS OF ACT. |

(a) IN GENERAL.—Not later than 2 years after the
date of the enactment of this Act, and annually thereafter,
the Secretary shall report to the Congress regarding the
effectiveness of this Act in—

(1) protecting Medicare beneficiaries from dis-

criminatory pricing by drug manufacturers; and

+HR 4627 IH
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(2) making prescription drugs available to

Medicare beneficiaries at substantially reduced

© prices.

(b) CONSULTATION.—In preparing such repoi'ts, the

Secretary shall consult with public health experts, affected
‘industries, organizations representing consumers and

older Americans, and othér interested persons.

(¢) RECOMMENDATIONS.—The Scerctary shall in-

clude in such reports any reccommendations they consider
appropriate for changes in this Act to further reduce the
cost of eovered outpatient drugs to Medieare beneficiaries.

SEC. 7. DEFINITIONS.

In this Aet: , |

(1) COVERED OUTPATIENT DRUG.—The term
“covered outpatient drug” has the mea.ning given
that term in section 1927(k)(2) of the Social Secu-
rity Act (42 U.S.C. 1396r-8(k)(2)).

(2) MEDICARE BENEFICIARY.—The . term
“Medicare beneficiary” means an individual entitled
to benefits under part A of title XVIII of the Social
Security Act or enrolled under part B of such title,
or both. |

(3) | MEDICARE DRUG BENEFIT CARD.—The
term “Medicare drug beneﬁ’f card” means such a

card 1ssued under section 3.

«HR 4627 IH
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1 (4) SECRETARY.;—The term ‘“‘Secretary”’ means
2 the Secretary of Health and Human Services.
| 3 SEC. 8. EFFECTIVE DATE. |
4 The Secretary shall implement this Act as expedi-
5 tiousiy as practicable and in a manner consistent with the

6 obligations of the United States.

«HR 4627 IH



Drug Benefit Structure Options for Medicare Beneficiaries
August 21, 1998

Administrative Assumptions. To simplify the analyses, assume that the non-managed care
benefit options would be administered in as efficient a way as possible. Medicare would
establish a process whereby PBMs in each region competitively bid to provide Medicare
services. Once a contract is awarded, the winning PBM in each regmn would be the sole-source
benefits manager for a beneficiary in that area.

"OPTIONS

I. BENEFIT FOR ALL MEDICARE BENEFICIARIES

Assume:
. Méndator&,' not optional, to avoid selection
. | Part B benefit; premium not distinguished from other Part B benefits (25 pefcent)
. Managed care plﬁns would have to offer this benefit as a minimum; ratcs‘\&;ould not be

increased to reflect costs to plans that did not offer this benefit or level of benefits before.

. No change to Medicaid law (i.e., since Medicare is primary over Medicaid, there would
be Medicaid savings, but states would have to pay the additional 25 percent premium)

. No recapture of employer payments
. - Change in Médigap law to prohibit comparable drug coverage
Benefit Design:
Annual Deductible * Coinsurance Out-of-Pocket Limit
a. FEHB Blue Cross/Blue $50 - 20% $1,000%
Shield Standard ‘
b. Base Coverage © $250 20% | $1,000 -
¢. Catastrophic plan $1,000 None $1,000

* Note: There is no specific drug cap; the general cap is $2,700 for the standard plan



II. BEN EFIT FOR LOW-INCOME BENEFICIARI{ES. ONLY

Assume:

. Administered thrOugh Medicaid; new optional,beneﬁt;’ no state mandate

. Builds on current ehglblllty categones for QMB, SLMB and QI programs. No spend- V

down
Benefit Design:
) Eligibility Coinsurance Matching Rate
a2 QMB Incomewpto100% | None | EMAP
N7 | Assets at or below ' ' B
200% of SSI limit
b. QI A Income up to 1'85% of | None for those below povéfty | 100 percent -
‘ poverty : ,
Assets at or below .$1-2 coinsurance per prescrlptxon for those _
200% of SSI limit above poverty
III. BENEFIT FOR BENEFICIARIES IN MANAGED CARE
-/ Assume:
B All partmpatmg Medicare managed care plans must offer at least the base benefit from
Optionl
. No additional premium is allowed
»  No change in Medigap or Medicaid .
Payment Adjusted | - " FFS Benefit
.a. Required No . ’ No
b. Required plus adjustment  Yes ‘ - No
¢. Requirement plus'FFS Catastrophic - No Yes: Catastrophic céverage option




Prescription Drug Pricing in the 1st Congressional District in Maine:
An International Price Comparison |
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EXECUTI

SUMMA

This report, which was prepared at the request of Rep. Thomas H. Allen, compares
prescription drug prices in the 1st Congressional District of Maine with drug prices in Canada
and Mexico. The report finds that senior citizens and other consumers in Mr. Allen’s
congressional district who lack insurance coverage for prescription drugs must pay far more for
prescription drugs than consumers in Canada and Mexico. These price differentials are a form of
price discrimination. In effect, the drug manufacturers appear to be engaged in “cost shifting.”
They charge low prices to consumers in Canada and Mexico and appear to make up the
difference by charging far higher prices to senior citizens and other individual consumers in the

United States.

This study investigates the pricing of the ten brand name prescription drugs with the
highest dollar sales to the elderly in the United States. The study compares the prices that.senior
citizens who buy their own prescription drugs must pay for these drugs in Mr. Allen’s district
with the prices that consumers who buy their own drugs must pay for the same drugs in Canada
or Mexico. The study finds that the average prices that senior citizens in Mr. Allen’s district
must pay are 72% higher than the average prices that Canadian consumers must pay and 102%
higher than the average prices that Mexican consumers must pay (Table 1).

Table 1: Maine Seniors Pay Significantly Higher Retail Prices for Prescription Drugs
Than Consumers in Canada or Mexico. ‘

Canada-Maine

Prescription U.5, Dosage and | Canadian Mexican Maine Mexico-Maine
Drug Form Retail Retail Retail Price Price
' Price Price Price Differential | Differential-
Zocor 5 mg, 60 tablets $43.97 $47.29 $103.92 136% 120%
Ticlid 250 mg, 60 tablets $52.35 $39.61 | $117.96 125% - 198%
Prilosec 20 mg, 30 cap. $53.51 $29.46 $111.89 109% 280%
Relafen 500 mg, 100 tablets|  $59.55 $49.26 $116.39 95% 136%
Zoloft 50 mg, 100 tablets $124.41 $155.52 $213.28 1% 37%
Procardia XL 30 mg, 100 tablets $72.82 $87.78 $118.85 63% 35%
Fosamax 10 mg, 30 tablets $45.01 $51.33 $61.66 37% 20%
Vasotec 10 mg, 100 tablets $73.42 $57.03 $96.49 31% 69%
Norvasc 5 mg, 90 tablets $87.71 $88.08 $111.71 27% 27%
" |Cardizem CD 240 mg, 90 tablets $142.70 $88.14 $174.99 23% 99%"
Average Differential 2% 102%




In the case of two additional drugs considered in the study, Synthroid and Micronase,
Maine senior citizens were forced to pay at least three times, and in one case more than ten times,
more than Canadian or Mexican consumers (Figure 1).

Figure 1: Price Differentials for Two Popular Drugs
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This is the second congressional report on drug price discrimination requested by Mr.

Allen. The first report showed that senior citizens in Mr. Allen’s district are forced to pay
substantially more for their prescription drugs than are the drug companies’ favored domestic

_customers, such as large insurance companies, large HMOs, and the federal government.! This
report shows that senior citizens in Mr. Allen’s district are also forced to pay far more for their
prescription drugs than are consumers in other countries. Taken together, the two studies
indicate that senior citizens and other U.S. consumers who buy their own drugs are at the bottom -
of a complex drug pricing hierarchy. As a result, they are forced to pay more for their '
prescription drugs than both favored institutional buyers in the United States and individual
consumers in other countries.

! Minority Staff Report of the House Committee on Government Reform and Oversight,
Prescription Drug Pricing in the Ist Congressional District in Maine: Drug Companies Profit at
the Expense of Older Americans (October 9, 1998).



L INTRODUCTION

In the United States, drug manufacturers are allowed to discriminate in drug pricing. As
one industry analysis commented, “[dJrugmakers have historically raised prices to private
customers to compensate for the discounts they grant to managed care customers. This practice
~ is known as ‘cost shifting.””? Under this practice, “drugs sold to wholesale distributors and
pharmacy chains for the individual physician/patient are marked at the higher end of the scale.”

The extent of this price discrimination in Maine was first documented in a report released
by Rep. Thomas H. Allen.* This report found that senior citizens and others in Maine who lack
insurance coverage for prescription drugs pay approximately twice as much for their prescription
drugs as the drugs companies’ most favored customers, such as large insurance companies, large
HMOs, and the federal government. Mr. Allen’s study also found that this discriminatory
pricing imposes severe hardships on senior citizens, many of whom are on fixed incomes and
must choose between purchasing their prescribed medications and paying for other necessities
such as food. :

The governments of Canada and Mexico do not allow drug manufacturers to engage in
price discrimination. In Canada, approximately 35% of prescription drugs are paid for by the
government for beneficiaries of government health care programs.’ In Mexico, 30% of
prescription drugs are paid for by the government under similar circumstances.® The rest of the
population in these two countries must either buy their own drugs or obtain prescription drug
.insurance coverage. To prevent the drug companies from charging individual consumers
excessive prices, both the Canadian and Mexican governments regulate prices for patented
prescription drugs.” Drug manufacturers do not have to sell their products in Canada or Mexico,

2 Herman Saftlas, Standard & Poor’s, Healthcare: Pharmaceuticals, Industry Surveys
19-20 (December 18, 1997). )

-3 Id at 19.

4 Prescription Drug Pricing in the 1st Congressional District in Maine: Drieg
Companies Profit at the Expense of Older Americans, supra note 1.

$ Health Canada, National Health Expenditures in Canada 1975-1996: Fact Sheets, 12
(June 1997). ' ' '

® National Economic Research Associates, Financing Health Care: The Health Care
System in Mexico, 78 (August 1998).

? Congressional Research Service, Prescription Drug Price Comparisons: The United
States, Canada, and Mexico (January 1998).



but if they do, they cannot sell their drugs at prices above the maximmn prices established by the
government, ) '

This report is the first effort to compare retail prices that senior citizens in Maine must
pay for prescription drugs with the prices at which the same drugs are available in Canada and
Mexico.? It finds that senior citizens in Maine who lack prescription drug benefits must pay far
more for prescription drugs than consumers in Canada and Mexico. The drug companies thus
" appear to engage in two distinct forms of price discrimination: (1) as documented in Mr. Allen’s
first report, the drug companies are forcing senior citizens in Maine to pay more for prescription
drugs than more favored U.S. customers, and (2) as documented in this report, the drug
companies are forcing senior citizens in Maine to pay more for prescription drugs than -
consumers in more favored countries.

I. METHODOLOGY

A. Selection of Drugs for This Survey

This survey is based primarily on a selection of the ten patented, nongeneric drugs with
the highest annual sales to older Americans in 1997. The list was obtained from the
Pennsylvania Pharmaceutical Assistance Contract for the Elderly (PACE). The PACE program
is the largest out-patient prescription drug program for older Americans in the United States for
which claims data is available. It 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 million of assistance in filling
over 2.8 million prescriptions.’

In addition to the top ten drugs for seniérs, this study also analyzed two additional
prescription drugs, Synthroid and Micronase. These popular prescription drugs were included in

® In a 1992 study, Prescription Drugs: Companies Typically Charge More in the United
States Than in Canada, the U.S. General Accounting Office compared producer prices for -
prescription drugs in Canada and the United States. This study did not include information on
retail prices. Ina 1998 study, International Comparison of Prices For Antidepressant and
Antipsychotic Drugs, Public Citizen compared wholesale prices for newly developed
antipsychotic and antidepressant drugs. This study also did not compare retail prices paid by
consumers, but instead looked at pharmacy acquisition costs. The study also only looked at a
small class of drugs. Neither of these studies included information on prices in Maine.

° Pharmaceutical Assistance Contract for the Elderly (‘PACE”), Pennsylvania
Department of Aging, Annual Report to the Pennsylvania General Assembly (January 1 -
December 31, 1997).
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the study because the earlier analysis indicated that there is substantial discriminatiqn in the
pricing of these drugs.

B. Determination of Average Retail Drug Prices in Maine

In order to determine the prices that senior citizens are paying for prescription drugs in
Maine, the minority staff and the staff of Mr. Allen’s congressional office conducted a survey of
nine drug stores -- six independent pharmacies and three chain stores -- in Mr. Allen’s
congressional district. Mr. Allen represents Maine’s lst Congressional District, which includes
Portland and southern Maine.

C. Determination of Average Retail Drug Prices in Canada and Mexico

Retail prices for prescription drugs in Canada and Mexico were determined via a survey
of four pharmacies in Canada and three pharmacies in Mexico. In Canada, pharmacies were
surveyed in three provinces: Ontario, British Columbia, and Nova Scotia. In Mexico,
pharmacies were surveyed in Ciudad Juarez, just across the border from El Paso, Texas. No
significant price differences were observed between prices at different pharmacies in Canada;
similarly, no significant price differences were observed between prices at different pharmacies
in Mexico.

Prices from Canadian pharmacies were determined in Canadian dollars, and prices from
.Mexican pharmacies were determined in pesos. All prlces were converted to U.S. dollars using
exchange rates in effect on October 5, 1998.

D. Selection of Dr_ug Dosage and Form

In comparing drug prices, the study generally used the same drug dosage, form, and
package size used by the U.S. General Accounting Office 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."

‘All prescription drugs surveyed in this report were available in Canada in the same
- dosage and form as in the United States. In Mexico, several drugs were not available in the same
dosage and form. In these cases, prices of equivalent quantities were used for the comparison.
For example, in the United States the drug Zocor is commonly available in containers containing
five mg. tablets, while in Mexico Zocor is available only in containers containing ten mg. tablets.
~To compare Zocor prices, this report compared the cost of 60 five mg. tablets of Zocor in the

)
1% Medical Economics Company, Inc., Drug Topics Red Book (1997)..
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~ United States with the cost of 30 ten mg. tablets in Mexico. Several drugs are also sold under
different names in Mexico. The Mexican equivalents of U.S. brand names were determined
using the 44th edition of the Diccionario de Especialdades Farmaceuticas (1998).

III. FINDINGS

A. Senior Citizens in Maine Pav More for Prescription Drugs Than Consumers
in Canada

Consumers in Canada obtain prescription drugs in one of two primary ways.
Approximately 35% of the prescription drugs sold in Canada are paid for by the provincial
governments on behalf of senior citizens, low-income individuals, and other beneficiaries of
government health care programs. The rest of the population in Canada must either buy their
own drugs or obtain prescription drug insurance coverage.

The regulatory system in Canada protects individual consumers who buy their own drugs
from price discrimination.!! The Patent Medicine Price Review Board (PMPRB), established
under the Ministry of Health by a 1987 law, regulates the maximum prices at which
manufacturers can sell patented medicines.'? If the Board finds that the price of a patented drug
is excessive, it may order the manufacturer to lower the price, and may also take measures to
offset any revenues it has received from the excess pricing.” Pharmacy dispensing fees for
individual retail customers are not controlled by the government. Each pharmacy sets its usual
and customary ‘dispensing fee and must register this fee with provincial authorities."

" Patented Medicine Price Review Board, Regulation of Drug Prices: The Role and
Impact of the Patented Medicine Price Review Board (1992) (online at
www.atreide.net/PMPRB/subm.html).

2 The PMPRB establishes a set of guidelines to determine if manufacturers prices are

" excessive. Under these guidelines, the prices of new drugs must not exceed the maximum price
of other drugs that treat the same disease. For “breakthrough” drugs, introductory prices must
not exceed the median of the foreign prices of the drugs. Subsequent price increases are limited
to changes in the Consumer Price Index.

'3 These may include further reductions in the price of the drug, reductions in the price of
another of the manufacturer’s drugs, or additional payments directly to the Canadian
government.

' These fees are generally only a small part of the overall prescription drug prices. In
Ontario, for example, pharmacies are currently charging usual and customary dispensing fees
ranging from $1.99 to $16.95. Ontario Drug Benefit Formulary Program, ODB Facts:

4
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This study indicates that the Canadian system produces prescription drug prices that are
substantially lower in Canada than in the United States. Average retail prices for the top ten
drugs for seniors were 72% higher in the United States than in Canada (Table 1). For all ten
drugs, retail prices were higher in the United States. For three drugs, Zocor, Ticlid, and Prilosec,
the U.S. prices were more than twice as high as the Canadian prices. The highest price
differential among the top ten drugs was 136%, for Zocor, a cholesterol medication manufactured
by Merck. S V

For other drugs, price differentidls were even higher. Synthroid is a hormone treatment
manufactured by Knoll Pharmaceuticals. For this prescription drug, senior citizens in Maine pay
an average retail price of $29.80, while consumers in Canada pay only $9.25 -- a price
differential of 222%. Similarly, for Micronase, a diabetes drug manufactured by Upjohn, Maine

_senior citizens pay prices that are 188% higher than Canadian consumers.

This finding is broadly consistent with the findings of other analyses. In 1992, GAO
looked at the prices that drug companies charge wholesalers for 121 prescription drugs and found
that these prices were, on average, 32% higher in the U.S. than in Canada. According to GAO,
“government regulations and reimbursement practices contribute to lower average drug prices in
Canada. In setting prices, manufacturers of patented drugs must conform to Canadian federal
regulations that review prices for newly released drugs and restrain price increases for existing
drugs.”’?

GAO also investigated whether this price differential was attributable to differences in the
costs of production and distribution. GAO found that drug costs -- such as research and
development -- are not allocated to specific countries, and the costs of production and
distributiobn make up only a small share of the cost of any drug. The study concluded that
“production and distribution costs cannot be a major source of price differentials.”'¢

B. Senior Citizens in Maine Pay .More for Prescription Drggs Than Consumers

in Mexico

As in Canada, consumers in Mexico also obtain prescription drugs in one of two primary
ways. Approximately 30% of the prescription drugs sold in Mexico are purchased by the
government and provided to eligible citizens at a significant discount through the social security

Dispensing Fees (June 1998).

'S U.S. General Accounting Office, Prescription Drugs: Companies Typically Charge
More in the United States Than in Canada, 2-3 (September 1992) (GAO-HRD-92-110).

® Id at 14.



system.'” The rest of the population in Mexico must either buy their own drugs or obtain
prescription drug insurance coverage.

The regulatory system in Mexico, like the system in Canada, protects individual
consumers who buy their own drugs from price discrimination. Drug prices and rates of price
increases in Mexico are controlled by the Ministry of Commerce and Economic Development
(known by its Spanish acronym, Secofi) under the Pact For Economic Stability and Growth.'®
Under the Mexican law, manufacturers and the government engage in negotiations to determine
the nationwide maximum prices for prescription drugs.'® Pharmaceutical products are
prepackaged and stamped with the maximum sales price, guaranteeing consistent prices
throughout the country.

This study indicates that the Mexican system produces prescription drug prices that are
substantially lower in Mexico than in the United States. Average retail prices for the top ten
drugs for seniors were 102% higher in the United States than in Mexico (Table 1). For all ten
drugs, retail prices were higher in the United States. For four drugs, Zocor, Ticlid, Relafen, and
Prilosec, the U.S. prices were more than twice as high as the Mexican prices. The highest price
differential among the top ten drugs was 280%, for Prilosec, an ulcer medication manufactured
by Astra/Merck. ’

For other drugs, price differentials were even higher. In the case of Micronase, senior
citizens in Maine pay an average retail price of $42.50, while consumers in Mexico pay only
$4.05 -- a price differential of 950%. Similarly, in the case of Synthroid, Maine senior citizens
pay prices that are 288% higher than Mexican consumers.

These findings are consistent with those of other experts. While there have been few
direct comparisons of prices in the United States and Mexico, the Congressional Research
Service has found that differences in the regulatory systems between the two countries result in
the large price differentials. CRS concluded that “of greater importance in explaining price

""" Financing Health Care: The Health Care System in Mexico, supra note 6
'® Jeanne Grant, Headaches for Pharmaceuticals, Business Mexico, 8f (August, 1991).

*® The final negotiated price is based on a number of factors, including the purchasing
power of the Mexican population, the availability of generic substitutes or other drugs that treat
similar diseases, and other economic factors, such as the manufacturers cost to produce the
product. ’
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differentials in drug prices in Mexico and the United States is the fact that price controls and
government procurement policies are in place in Mexico, and have been for some time.”?

0 Prescription Drug Price Comparisons: The United States, Canada, and Mexico,
supra note 3.
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MEMORANDUM October 23, 1998

- FROM: Sally T. Burner
- Office of the Actuary
Health Care Financing Administration

SUBJECT: Estimated Short-Range Financial Effects of Altematwb Proposals/To Cover
Prescription Drugs Under Medicare

. t
This memorandum presents the estimated financial effccts in fiscal years 2000-2009 under eight
~ alternative proposals to add coverage of prescription drugs to the Medicare program.
Table 1, attached, summarizes the-key provisions of the proposals. | The proposals differ primarily
by (i) which beneficiaries would be eligible for the new coverage (all, low-income only, or
managed care enrollees only); (if) whether Medicare capitation payments to managed care plans
would be increased to reflect the mandatory drug coverage; and (iii) by beneficiary cost—shanng
requirements (principally low, medmm or high deductlble)

In all cases, the drug benefits would be covered under the Supplementary Medical Insurance
program (“Part B” of Medicare) and their cost to Medicare would be included in the
determination of the monthly SMI premium.! Accordingly, 25 percent of the additional Medicare
expend1tures under these proposals would be financed through higher premiums, and the
remaining 75 percent through increased revenue transfers from the general fund of the Treasury.
(Option 2.b also involves a “maintenance of effort” payment by theiStates, as noted below.) This -
summary of the provisions represents our understanding of the proposals and may be subject to
change if we have rmsmterpreted the SchlﬁcatIOIlS or if the proposals are developed further.

The following table shows the estlmated total increase in Medicare _sbeneﬁt expendlturesdurmg the -
first 5 and first 10 years under each of the proposals. The 10-year “gross” cost (before reflecting
additional premium revenue and reduced Medicaid outlays) generally ranges from $141 billion for
the proposals affecting low-income beneficiaries only to $523 billion to cover all beneficiaries with
a $50 drug deductible (but no increase in capitation payments). Anexception is option 3.a, which
would mandate coverage of prescription drugs for Medicare+Choice enrollees only but which
would not increase capitation payments; we estimate that this optio 1.{n would result in a negligible
savings. “'Medicare administrative: expenses. would i mcrease under tHese proposals but we have not
‘estimated this additional cost. : »

|

! For options 2.a and 2.b, providing drug coverage to low-income beneﬁéianes only, we continued to assume
that the cost to Medicare would be included in the premium determination, with the result that 25 percent of such costs
would be met through premium pavments by all beneficiaries. Similarly, optmn 3.b, mandating drug coverage for
managed care enrollees only and adjusting capitation payments accordingly, is asstimed to result in an increase in SMI
premiums for all beneficiaries. An alternative would be to institute a separate c:lmg—related monthly premium for only

those beneficiaries eligible for drug coverage.



Estimated total increase tn Medicare

, henefit expenditures, in billions _ "
. yE e -~ 4
Lﬂ» [i2fe— &
Proposal '2000-2004 - 2000-2009 "f\’\"
o S . ¢
Optionla ...... L $191 $523 ‘ P( géwﬁﬁ‘ﬂ L/
~ ' L : j N
Optionlb ........... » 162 v (455 (,&v*-‘{‘
‘Optionlc ........ 116 - 350 ) e oY /M
Options 2.aand2b .. .. 51 - 141
Option3a ........ . " (6}
Option3b ... e 63 - i188
"Option3c ........... 117 : 354

! Savings of less than $50 million.

The “net” cost to Medicare, after reflecting additional pi'emium incgnme (but not additional
administrative expenses), is shown in table 2 (attached). In addition, the estimated net reductions
in Medicaid outlays are shown, reflecting (i) somewhat higher outlgys for Medicare premiums and

. coinsuranice; but (ii) significantly lower outlays for prescription-drugs. Under option 2.b, State

Medicaid programs would be required to rebate to the Medicare program an amount equal to
their prior drug spending on behalf of dual beneficiaries.? With the exception of options 2.a-and
. 2.b, and again excluding the impact on Medicare and Medicaid administrative costs, the net
budget impact of these proposalsis generally estimated at 2 littlé over 70 percent of the gross
increase in Medicare benefit expenditures shown in the table above!

These estimates are based on the intermediate set of economic and demographic assumptions
from the 1998 OASDI and Medicare Trustees Reports and assume the same growth trends
estimated for overall prescription drug costs, as reported in our mcﬂst recent projection of national
health expenditures.® Data on individual drug expenditures were dfawn from the 1995 Cost and
Use file of the Medicare Current Beneficiary Survey, and adjusted for survey underreporting and
the induced utilization estimated to result from reduced out-of-poc%(et costs under the various

-~ proposals.. B | o :

{
U

' As with any proposal to introduce a new médical benefit, these es'ti}ﬁates are subject to substantial
uncertainty. Actual future costs could differ significantly from these estimates.

Sally T- Burnexi', ASA :
Special Assistant to the Chief Actuary

!

P ) .
% For purposes of estimating this transfer, we have assumed that it wouldibe established for all years at an
amount equal to the estimated Medicaid spending on prescription drugs in fiscal year 2000. We have also assumed that
a Federal requirement for State revenues would be found constitutional, although this outcome seems far from certain.

3 See Sheila Smith ez, al, “The Next Ten Years of Health Spéndingi ~Wh£at Does The Future Hold?" Health
Affairs, Vol. 17 No. 5 (September/October 1998). ‘ :

A
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Table 1—Summary of key provasmns of alternatwe proposals

to add coverage of prescription drugs to Medicare

I

¥ ' Adjuﬁ managed - » ) Maximum out-~of-
Proposal Eligibility care payments? - |- Deductible Coinsurance pocket cost
Option 1.3 All beneficiaries No $50. 20% $1,000 ;;c“
Option1b Al beneficiaries No $250 20% 51000 |5
bpﬁon le All beneficiaries No 51000 ‘ ; None $1,000 (¢
‘ i
Options 2.a Low-income ' .
and 2.b' beneficiaries only: - : ? ‘ -
. Dual & QMB* ‘No None None na o
SLMB & QI No None $2 per script na
: ' ) & qt ‘/{’ ‘
Option3a  Managed care | 45 ﬁ woof No $250 20% $1,000
S :
. _ enrollees only .
Option3b Manag;eg,oam oy $250 ;. 20% $1,000 L3
. I enmum Olll}' Lo BT, R
(:Z)ption 3.c Allbeneﬁcm : : _ ;
‘Managed care No $250 20% $1,000
Fee-for-service na $1,000 | None $1,000 || F

! Under option 2.b, States would be reqmred to rebate to the Medicare program an amount equal to their prior drug spendmg on
. behalf of dual beneficiaries. Option 1.a would not require this "maintenance of effort”? payment.

? Income and assets meeting existing standards for either full or QMB Medicaid eligibility.

* Income and assets meeting existing standards for either SLMB, QI1, or QI2 Medicaid eligibility.

Note: For each option, the prescription drug coverage wouid be classified as a benefit under the Supplementary Medical
Insurance program, and its cost would be included in the determination of the monthly SMI premium. Eligibility for the
Medicare benefit under option 2 would be determined through the Medicaid program _using the existing income and
asset criteria for Medicaid eligibility. For all proposals with drug deductibles, the amount of the deductible would not be

e

ﬁc&f <2

Ofﬁae of the Actuary

" indexed in future years. An effective date of January 1, 2000 was assumed for ciach proposal.

Health Care Financing Admin.
OCtuber 23, 1998



‘Table 2—EKstimated Medicare and Federal Medicaid costs (1) or savings (-) under

alternative proposals to add coverage of prescription drugs to Medicare

(In billions)
Fiscal year ' i Total, | Total,
. Proposal 2000 | 2001 | 2002 | 2003 | 2004 | 2005 | 2006 | 2007 | 2008 | 2009 |2000-04|2000-09
Option l1.a ‘ _ o
Medicare expendxtures .............. $206 $37.1 $404 $443 $486 $53.5 $59.1 $65.5 §72.8 $808 S$I191.1 §5227
Medicare premiums................... 49 -87 95 -104 -114 -125 -138 -153 -169 -188 449 -1222
Net Medicare impact................. 157 284 309 339 372 410 433 303 55.8 620 1462 4006
Fed. Medicaid expenditures. ..... -12 -14 -15 -17 -19 21 -24 -27 =-31 34  -17 214
Net budget impact..................... 136 270 294 322 353 389 429 475 528 383 1385 3191
Option L.b . , .
Medicare expenditures.............. 170 309 341 377 418 465 518 579 647 723 161.6 4548
Medicare premiums................... 40 --72 79 87 -97 -108 -12.0 -134 -149 167 -375 -105.2
Net Medicare impact................. 131 237 262 290 322 358 398 4435 498 556 1241 3407
Fed. Medicaid expenditures....... -1 -13 -14- -16 -18 --21 24 -27 -30 -34 -7.3  -208
Net budget impact................ 119 225 247 274 303 337 3735 419 468 522 1169 32388
Option l.c .
Medicare expenditures.............. 114 212 241 275 314 357 406 461 524 592 1156 3496
Medicare premiums... e 25 47 54 62 270 -80 91 -104 -11.8 -134 -259 787
Net Medicare lmpact.....,...,; ...... 88 165 187 214 243 1276 314 357 405 458 897 2708
- Fed. Medicaid expenditures....... . -10 -10 -12 -14 =-16 .-19 22 26 -30 -34 -6.3 -19.3
Net budget impact..................... 79 154 175 199 227 2377 2927 332 376 423 834 2515
Optlon 2.a , . . \
Medicare expenditures............., 5.5 99 108 119 131 144 160 177 196 217 512 1406
Medicare ptenuums ................... -4 25 27 30 33 36 40 -44 -49 --54 -128 .352.
Net Medicare impact................ 11 74 8.1 89 98 108 120 133 147 1863 384 1053
Fed. Medicaid expenditures....... -21 31 -34 37 -40 -45 49 55 60 67  -163 . -439
Net budget impact................... » 20 43 43 52 58 64 11 78 8.7 9.6 221 6l.6
.. Option2.b ~ S S ; o N
. Medicare expenditures.............. 55 %9 108 119 131 144 160 "17.7- 196 " 217 512 1406
Medicare premiums................. ~1,0 20 22 -25 -28 "-31 35 -39 44 49 -104 -302
MOE transfer................ eenrerennes -15 20 20 -20 -20-:-20 20 20 -20 -20 9.7 200
Net Medicare impact................. 2.9 59 6.6 1.4 8.3 93 104 117 132 148 31.1 50.5
Fed. Medicaid expenditures...... -21 -31 --34 -37 40 45 49 -55 60 -67 -163 439
Net budget impact..................... 08 28 32 37 42 48 535 63 711 81 148 466
Q;mon da : - ‘ , i . _
Medicare expenditures............. g 0 0 O O 0 O 0 O O ) ()
Medicare premiums................... I IR ¢ T & SRR & N @ NEAEE & S & I & T & N @) )
Net Medicare impact............. () €) - C) - () (). - (:). ' ,(;) "(;‘) - (;) (;) -v (;) (;)
Fod Medicaidexpenditures..... . () () ) () O O O B O O O ()
Net budget impact.................... ) ) GO 0O O O 0 @) ¢) ) @) O
Option 3.b ‘ , .
. Medicare expendmlres..; ........... 62 117 132 150 171 184 219 246 276 308 633 1875
Medicare premiums................... -6 -29 33 -38 -43 48 55 61 69 77 -158 469
Net Medicare impact................. 4.7 838 99 113 128 145 164 184 207 231 474 140.7
Fed. Medicaid expenditures.... 0.2 0.3 0.3 0.4 0.4 0.5 0.6 0.6 0.7 0.8 1.6 47
Net budget impact.................... 48 91 102 116 132 150 170 191 214 239 490 1434
Option 3.c * o .
Medicare expendlmres...:..._.:.... 11.5 215 245. 279 318 362 411 468 531 601 1172 3544
Medicare premioms................... 26 48 -55 -63 -72 -82 -93 -106 -120 -136 -263 -79.9
Net Medicare impact................. 9.0 167 190 216 246 280 318 382 411 464 90.9 2745
Fed. Medicaid expenditures....... -0 -10 -12 -14 -16 -19 -22 -25 -29 .34 62 -19.2
Net budget impact..................... 80 156 178 202 230 261 296 337 381 431 846 2553

! Cost or savings of less than $50 million:

Notes: 1. Estimates are based on the mtermedxate set of assumpnons from the 1998 Trustees Reports and data ﬁom the
Medicare Current Beneficiary survey (1995 Cost and Use File).
2. Estimates shown exclude changes in Medicare and Medicaid administrative expenses.

3. Ses table 1 and accompanying memorandum for summary of proposals.

Office of the Actuary
" . Health Care Financing Admin.

Ntilene 47 1000
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