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TIlE.NATION'S ElDERLY 

. Some prescriptions are 

entirely too expensive 

_ Rep. Tom Allen is taking on 
the pharmaceutical indusny to 
help the uninsured elderly. 

B
ack when he was Maine's 
senior senator, SecretaIy 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., knowl­
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 
otherp~~dbuyers. 

According to the report. prepared by 
the House Cortunittee on Government 
Refonn and Oversight at Allen's direct­

ion, drug companies are engaged in a 
Conn of "discriminatory pricing that vic- " 
I:imizes 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 important 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 
d.i1Ierence. 

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'U get it. 
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Study: Uninsured elderly' 

pay double for 'l1l~dicines 

- Rep. Tom Allen wanes 
[0 stop drug rn.akets from 

, earning huge profits o,n ,.. 
people \\-imout insurance. 
By OtEIER BRADBURY 
StAff Writa 

Elderly people with no ilisuranCfS 
are pa.ying twice as much for pre­
scription drugS as the gavernmenL 
iD$urance companies 3.lld other pre­
rerred buyers. accortiing to a report 
released Wednesday by U.S. Rep. 
Tom Allen. ' 

nre Port!a.!ld I>!moomt ~ccused 
drug manu{ac:turers of building 
huge pradt margins on the backs of 
the uninsured elderly. 

He said dnlgprices were forcing 
some low-iDcome elderly people to.. 

choose between buying' food and 
medicine. ' : 

"OUr nation's seniors should not 
haW to bear the burden of paying 
for pharmaccuticaJ-company p~ 
.IifS.M be said. .: 

ABen said be would int.n:lduce 
.' legislation in Congress to add.ress 

the situation. One option. he said,. 
would be to expand the Medicare,' 
program to cover prescriptlon:,
dnlgs. ; 

. The Pharmac:eutlcal Research 
and Manufacturers Assodation. a 
t:rade grcup for drug coinpanies.: 
said Wednesday it was unaware of 
the repon:. "Irs premature Cor us to 
t;f'JCMlItDt," said Jeff. Trewhitt, an: 
assodation spokesman. ,. 

The report was prepared by swI 

PktW! sa DRUGS 
~ 

SGc.k page tAis Kc:non; . 



DRUGS 
,J! the fiou,;~ Cclmm'lttee on G.wem­
,nent Re!onn and Over~i1gm. They 
surveyed mne d.rugstores tn :south­
~m Mall1e ror retail prices on the 10 
drugs mOISt urten :>old to the 
elderly. 

fncluded were liUcn med.iCltions 
as Tlclid. Relaten and Prtlosec. pre­
~crtbed. for stroke. arthritiS and 
uJeen. respectively. Otllo!r d.ru~ on 
Ule list ;:s.re used to u-eat hean 
·::tilIea:c;e am.I rel!!Utate blood pressure 
iUlO cnole~[erol. 

The retali oncell in :Io1aine \lien! 
:ornO:1rea ·,.vIlh what major 
!1Sur;l.nce c:lmDallies. health·maiD­
·,enancl.! orgllJ'lizanons ana otiler 
;;;'vorea cu:>tomer.! would pay. 

Those COIlUi are privaU! mr'omla· 
ann. but the researchers esrunaced 
them 01' USIl1" the pnce the Depart­
ment nt Veter1lnS Affnir's PII)"S tor 
lhe drugs. By law. cumpanlf~$ are' 
supposed to give the department 3 
('Mee ~~m1)3r!!b!e to wtust they 
would cnarge their beSt private 
customer.!. 

On ilVeM\~e. the recail price Cor 
:.he III drug:; Willi more than twice as 
hl~h as the price ch.a.rged to the 
stOres' fllvorea customers. the 
:-eport ;'und. 

ReWen. :nr example. a 11eart 
cnerlicJ.t:on maoe bv Smithkline 
3eec!'lam.:S suid to U1Sur-ers and the 
20vemment Inr $62.58. The Dnce at 
:l!tIUi. £111l.:J9 Ticli«1. a >;tro~ medi· 
::."e !':'Iaae bv iioifman-LaRoche. 
,old t:) :!'15Urers (Ol" i33.S7 and to 
reLiuJ cu:;tomers lor S117.~I). 

The ~rudy found that the d.iB'er­
,:ntllll between [hI! pnce c~ to 
:avorea customers ana the rel:li.l 
p!'1ce was liVe r.unes higher for dru.i:S 
than for oUler ryp6S ot consumer 
:iood",

,\JIen 5:1111 rhe .~wdy also found. 
:..~al pharmarc:el'i cllargeci compar­
Jble ro:taal pnceli lind tOOK "1'eia­
:lvelv small" cnarlcups of 3 percent 
',0 'J.:J. r:~n:ent, 

·'L.lrlle pnarmaceutical ,-"lm­

:)anl\::~ rirwe ur:: tlle pnces.'· he !ald. 
'Cru~ ~l!InU!iH;\ur~rs maKe ,IX 
':!':'I\l~ ~.I)re :l:-::!it on pre:scm::uon;<; 
.hln r~~,: ?:iilrr.-::'ll:,e:l." 

! COMPARING PRICES 
I 
i Rat::IIl pl1a!s (or ~ commonly I.ISeCI by (he elderly ~ mIIC1I 

nigher g,a,n g,e pnccs dnlg ccm~jes~e 'to INur.ulClI

I comp;lllios and "tlllIr ~errcd ~This chan: snows 1M 
10 drvgs me,", commonly pl"Q.1c:ribeCI 'to elderly pcopill. IMJr 

manuiacwren and <.Illes. aII.Ii comp.ar:1tl\'e Clnces. R(!Qj1 co, 
.,.. D;u&cj on ~ lUrvey ot nine mlln anQ Ind_Qen~ 'drug 
ROrCl.S U'I soulncm M~ine. . 

ReCliI 
Pricos For Fo .. Maine 
Favoroed Senio.. Price 

Drug HakeI' Use Customers Cldzens Dlfl\erenc 

ALIen said dn.zg price."I a.re impor­
tant because studies haw shown 
that 31 percent of the eld.erty have 
no insut'Clnce for pre!!::":r:i:::: 
medications. 

He Aid he uud for the study 
because so many o( IUs elderly 
consQtuents complain about rising 
drug costs. 

Geneva Kiel. T7. ot Old Orchard 
~cb said Wednesday she and hu 
husband. Percy. csn't afford the 
medications their doctors have pre- . 
scribed Cor their hel!lth problerr'lll. 
indUdlng a broken hip. asthma. high 
blood pressure, back pain ana 
edema. 

'1'l')1ng to mal<.e ends meet on 
what little bit of Social Security we 
get. it's rougt\. really rou@t1." sb.e 
said. ~rt·s either eat or buy medi­
cine. There you 80.-' 

LaureJll:e Gross. ex.ecutt'l/l! c:l!rec­
tot' of the Southem Maine Agency 
all APg. &aid he frequently hears 
abOUt elderly people who waik out of 
t\nuJStOres empty-handed ber:ause 
tlley clln'tafford the cost oC 
medicine. 

Medicare. the gowmment health 
program for the elderly. gener.Uly 
does not pay for drugs prescribed 
outside the hOlfPitaL Allen noted. 

The state ot Maine expanded its 
lO....~5t dnlC program this year to 
help low-income eideny reSidents 

s-..... .,. ~0Ia. 
Ge.acYa K1c£. 77. of Old Orduud Inch .howl'! du: 1IUUIY pracripdor. 
tacdJcaa.oa.. "IC taka Cor ol -v.riay oC huh. probLmaa. Her hush ..ll 
seen bl me b1Ickr;rouDd. 1&Il10 nced. e.'qM!MM pills. 

buy pl'elic::ription medicine. 
However. the program only 

covers certain Iype:s of conditions. 
such as heart disea!le. a.rtb:ritis. high 
blood pre:l5W'e and chroniC lung 
disease. 

Gross p~ed Allen (or d.rawin~: 

attention to dnlg c.'osts. especia 
because drug compani~ have be 
l"3ising dnlg prices £uteI' than t 
rate of inDation. 

"(rs real impolUnt to hold l 
pl'lactnaceuucal industry's feel 

. the Iil-e." Gross iiald. 

http:tacdJcaa.oa
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"Drug' companies' profits are 
being earned on the backs of 
elderly patients wbo cannot atloni 
it," he said. 

Elderly 
The Pharmaceutical Research 

and Manufacturers af America 
had no eomment Wednesday. Jeff 

charged 
Trewbitt, a spokesman, said. the 
organization was trying to obt.a.t.n 
the nport betare ~ it. 

too much 
Allen: Drug firms profit . '!'be study. baled on the 10 pr8"
from senior citizens 	 SC1'iptioo drap pt8Sa'ibed. most 

often tor seniors, was ccmducted 
atAllm's request by the staff of 

The ~ed Press . . the Houae Government Re!orm 
and Oversight COIlU'DJttee. . 

PORTLAND - Seniors ,m It found that "favored" cus­
southern MaJ.ne pay mare thaD. tomers like large iDiNrers paid 
double the rate of large iasurers. $33.51 tor a staDdard. prescription
managed care companiesa!l'i at Tic1id. wbich is uaed to prevent 
even the gowl'DDleJ:lt tor presc::n~ strokes. while senior dtWms 1D. 
tien drugs, U.s. Rep. Tam Allen southern Maine paid $117.96•. 
said Wednesday. At times, the ditterence was 

ADen said hi boped a study. lla . even. greater. . . 
commissioned would bel:p focus· s,utbroid. a bormoae rvplace­
attention on a aatiDlnride tre.ad of meat used by people witb tbyraid.
higher pricea paid. by tbe 'n per- , ~ was tL78 tor favored 
¢ent of seDklrs who bave DO pre. customus. compared to CJO Car' 
scription caverage. . seniors. the study said. That 

The cost-sbItttng helps pad tbe a:masmts to au D:rease .ot 1,$00 per­
ea.rniugs at tbephlrmaceutical cent. OVerall. seaiar9 in southern' 
industry, wb1c:h Is already the· MaiDe paid 105 percent more tban:· 
rDOat profitable business sector the rata borne by "favored" cus­
With earniDgs of more than ao bU­ tomers, the study found. 
lion last year, Allen said. StJe~. 88, Col 1 

Allen plans efforts to let~ ~ costs for elderly ~!!~!~'" 
··.··r~. ,1... 	 . '.1.11l$!lO ,~ .. ')} 

. . ..;1..~"" ," ..~ 	 ....~ _.~,. " 
Pn:scriptiOlJS, D'UID Bl coat ··Ot.ipr1!l8CriDtion drugs for reach 1oto the ~·ot~ 

Although the study was based seaiorB:fO the feaeraJ rate scbed- lara ap1eee. ADd eJa8riy ~ 
oa filJdtngs in MaiDe'. lit CoD- We useCI by the Veterans Admin- deats of tea Deed efgbt Or 10 pUla. 
gressionaJ District. the results latra~ aDd. other federal a day. }..-to 
would be similar across the coma- ageDdeSt AlleD said. Allea has- Levesque said he biB heaI:'d: of· 
try. Allen said at a news conter- ~Jo' point out that pbanna· seniors ha~ to. !kit.~ :~. 
sact! Wednesday. CiSta':anr-1IDt to blame because c:uttillg theU' pWsur·' _.rAlleIl 
. Medicare does not pay tor pre- . their -&vm:8se markup is oaly &aid it SGmetimes boi1a.dowa to. a . 
seription drugs. Altbaugh so- betweeJ1.8:.pen:eat and 2Z per- choice between food. or P~.· 
called . 'Med.igap" C8Jl be cent. 'PaUl-Levesque, a pharma- tion drug.s.;..Jf!.r ,?-,q~ . r . 
purc.hased to cover prescript.:ioQs. cist;::-f.rom .; the Portlarld "People sbould ':! riO~tlav# tti 
3'7 percent ot seniors pay ter ~ Proiessioaal Pharmacy, said be cboo&e betweea ~~~, 
IICriptions out of the.ir pockets. ramen?d:ters the day his father, a tiOD dnlgs or Rl'oeeries~our. 

Allen said be proposed to 1otro- pba.rmaeist;~ bad. to break the nation's seniors 8bouId. nat :,~v8.' 
duee legislation to belp level the Deft.to someone that a prescrip- to bear the bu.rdel1.~·pa,mg for' 
field tor prescription drug c:a&tI. tioD cost. $2S.. pbarmaceutical company. prot:.

One solution may be to IiDk tM ~,:~ption drugs c:au it&," Allen said. " .. '. :'\ 

http:drug.s.;..Jf
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PORTLA~iD . - Seniors' ill 
SOlultern Maine pay. more Ihan 
double the racc of large insurers; 
managed C.3re comP!lnies and even 
the governmC:!1r :':Jor J prcscnprio~ 

. drugs; U.S.' Rep.:ronr:A1ron· iays. 
Allen, O-Maine,' said Wednesday 

he hoped a study.:h~ 1:oi!'missiancd 
would help focus :.:au.eation on a 
nationwide trend" of' higher pOC-e$ 
paid by the 37 percent of scmiors 
who have no prescription coverage. 

Allen said he ProPosed to i!\­
rroduce legislarion 10 help level the 
field for proscription drug casla. 

The cost-shifting helps pad the 
earnings of the pharmaceutical in; 
dustry, which is already the most 
protitable bwoincss seaor with earn­
ings of marc than $20 billion last 
year, Alletl said. 

"Drug companies' profits arc 
being eamed on the backs ot elderly 

. patieNs who cannot afford it,' I he 

Those expens.ive little pills 
Seniors paying too much for drugs 

P oJitical seasons aside - lbe pharmaceutical industry hasn"t 
and when you're a member &ivcn its side of the story yet but even 

'. of CoDgre:ii~, it's nearly if the explanation souads reasonable 
. aJways political season - on its face - say, that managed care 

lst Dist;ric:t·R.cp-.-Tam-Aijcn·is optO- -_. 'coiiipiiUes arc-like WaJ-Mirts-that . 
~om~~g.. ' .. ".. ;;:-'.' .. " . em buy in volume, th~ buyi"g for 
t_;~;~!.~y~tlri~d thi~w~~~t;bat~·:.. "",.. Jess ~·."lbe h~gherpri~ is still be~ng 
Mame s~Dlo~~wbo ~n t.:tsa~. .p~!dby people who can't afford Il. 
prescription coverage pay far too 
much for medicine. J?Ossibly to 
.enable drug comparues to gtve bener 
:deals fO managed-care companies, 
: In many cases, according to a study 
ordered by Allen. seniotSpay twice 
what the insurance companies pay for 
ihe same drugs. More than a third of 
'Maine'S seniors have no prescription 
~ovel'age. 

No matter how the issue is dis-
s~ded it sriJllooks unfair . 

' .', 
Allen should continue hiS probe. 

He's uncovered another .way, in which 
drugs cost f~ too~Uch In thtS 
country and In Which the heavy . 
machinery of our free marke.t econ­
omy rolis right over those wtth th~ 
least power and ability to pay. 
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Elderly make Capitol Hill pitch 
to lower cost of prescriptions 

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 prescrip­
tion drugs that cost half the amount 
she pays in Maine. 

Quirion has arthritis and a stom­
ach ailment. Supported by two metal 
canes, she labored to the lectern of a 
Capitol Hill news conference yeSter­
day to explairi that many senior citi­
zens pay more· than twice as much 
for prescriptions as preferroo cus­
tomers that buy drugs in bulk, such 
as large health maintenance organi­
zations, hospital chains, and the fed­
eral government. Under C3.nada's. 
national health insurance system, 
prescription prices are heavily subsi~ 
dized. 

"I can't afford to pay. my pre­
scriptions and gas and eat, too," 
Quirio~ said. "We should not have to 
live like that." 

A study con~ucted by the Demo­
cratic staff for the House Govern­
ment Refonn 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 c~~tomers. 

For example, the study 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 institutional customers of the 
drug companies were able to buy 
drugs at discounted prices, but the 
most vulnerable consumers, the un­
insured· and others without. ·insur­
ance coverage for prescriptions, 

, were paying full price and effectively 
subsidizing the more well-heeled 
consumers. 

Representative· John F. Tierney, 
a Salem Democrat, said an analysis 
of prices in his district found retail 
prices for the 10 drugs were 110 
percent 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 
making recom profits at the expense 
of senior cit~ens: Phannaceutical 

companies maintain they need to 
charge full. price for prescriptii:)11 
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,. 'a 
first-tenn Democrat. . 

. The legislation faces an uphill 
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.~ 
peeted to be strongly opposed. 

''The well-meaning efforts of the 
bill's sponsors unfortuna.tely ~l1! 
likely to backfire on America's sen­
iors," said Alan F. Holmer, presidEfut . 
of the Pharmaceutical Research 8:bd 
Manufacturers of America, a tra~e 
association. "In a very real sense, 
this bill is a dagger pointed at qw 
hearts of America's senior citizen~. 
If price controls are imposed, there 
will be less investment in resea.reh 
and development, and far fewer new 
cures and treatments." : 

The industry spends $21 billion a 
year on research and development,;.of 
new drugs. '.: 

According to the AmeriC8.Jl Asso­
ciation of Retired persons; mo're 
than 75 percent of all Americins 
over age 65 take prescription drugs, 
Medicare does not provide prescrip-· 
tion drug coverage. - . 

http:AmeriC8.Jl
http:development,;.of
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A New Look at Medicare Drugs 

In 1994, the Clinton administration tried to 

reform Medicare's prescrtpUon drug program.. 
It sought to change the fee-for-service system 
that simply pays bills from hospitals and doc­
tors into a managed tare system wherein the 
government would negotiate fees in \advance 
and rew'cltU drug companies for k~ping costs 
under controL Although .Medicare covers 
only a handful Qf drugs used in hospital criti­
cal care wards, the poUtlcally mighty drug in­
dustry saw federal. price controls as a threat 
to its $20 billion in annual profits. Its lobby· 
lata succeeded in shooting them down, con­
tending that a fee-foI""Serviee system would 
Somehow make more drugs ava.ilable to pa­
tients at lower costs. 

Now, a newly released study comm.lssioned 
'by Congress shows that just isn't so. Compar­
ing the prices that Medicare paid last year fot 
34 critical drugs to the prl~es the Veterans 
Administration paid for the same drugs in 
purchasing them directly, the' study found 
that Mecticare paid from 15% to an astolQ1d­
ing 1,600% more than the VA­

, Moreover, Medicare patients, rather than 
gaining aCCe!iS to a wider range oC approp~t.e 
drugs than VA patients, often received the 
most costly and heavily hyped brand-n.ame 
drugs ,when 'JeBS expensive generic drugs 
would have :worked just as well or better. 

, "On Wednesday. the NatJonal Bipartisan 
Commission on the F,uture,of ~ca.re wUl 
mtlet ,to ,advise Congress on how to address 

, 'the problems bighlighted in the federal study. 
, As a first step.' the commission ought to rally 

behind a sensible bill recently introduced by 
Reps. Thomas H. Allen (IrMaine). Henry A. 
Waxman (D-LOs Angeles) and others to allow 
Medicate' recipients to purchase outpatlent 
drugs at reduced prices negotiated by the 
government. " 

The .Allen/W~ bill chart.s a sensible 

middle course between Widely diverging 
strategies now being, Ptoposed in Congress to 
improve Medicare. 

On one side of the debate stand Republican 
senators like James M. Jeffords (R-Vt.), 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'!I ex­

, actly the \lIIl'Ong' prt!scrlptlon. AJ& 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 CoIIlItliSsion. Sen. 
'Jobri 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 nrgues 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 pre;:;cription drug plans for 
the elderly-next year: ' 

Washington ,shouldn't seek to undermine 
the profits that have motivated American 
drug companies .to innOV'dte far more than 
their competitors abroad. At the same time, 
however. the Medicare Commission and Con­
gress have a duty to ensure that tno!;p. profita 
are derived from good medicine practiced in a 
competitive, free rtUU'ketplace, not extorted 
throUSh shady deals and slick proDlOtion.. 
Thus the proposal to haYe the government 
negotiate the same low prices for its elderly 
as it secures for ita veterans makes sense, es­
pecially if Medicare stOps spending twice 
what it should on'the few medications it does 
pay for. ' " 

,- ... ,r- : . 

.... 
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Options for a Medicare Drug Bene'fit . 

Introduction 
A substantial portion of Medicare beneficiaries have no insurance coverage for prescription drug 
expenses: in 1995, more than 15 million beneficiaries, or about 41 percent ofthe 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 pharmaceutical assistance 
programs for low-income elderly, or other government programs, 

Table 1. Prescrip~on Drug Insurance Coverage of Medicare Beneficiaries, 1995 

Total # of Medicare Beneficiaries, 1995 Total # of Medicare 
Beneficiaries wi th 

Coverage 

Pereent of Total Medicare 
Bene'ficiaries with Coverage 

'. , ' 

6715768 21 638632 59% 

Type of Coverage Total # of Medicare , 
BenefiCiaries with 

Coverage 

Percent 
Distribution 

Average 
Annual Per 
Capita Out-
of-, Pocket 

Expenditures 
on Drugs 

Employer-sponsored drug insurance 10,158,291 47% $249 

Private-purchased drug insurance 3,060,626 14%· $427 

Medicare Risk HMO drug coverage 2,413,943 11% $160 

Full Medicaid drug coverage 2,359,751 . 11% $\04 

QMB/SLMB Medicaid coverage 1,666,034 8% $157 

V A, State Pharmaceutical Assistance 
programs, or other drug coverage 

732,229 3% $264 

Switched Coverage During the Year· 1,247,758 6% $290 

lNo drug coverage 15,077,136 41 % of total Medicare 
beneficiaries 

• 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: HCFAlOffice of Strategic Planning. Data from the Medicare Current Beneficiary Survey, 1995 
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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 possibilities for drug 'coverage primarily through the 
Medicare+Choice part ~f the program. . 

Options for a Medicare Drug Benefit 

Option 1 
Benefit, Eligibility, and Financing 
• 	 Full drug benefit for all Medicare enrollees - cover all approved drugs 

.. 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 . 

.. withor 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 Medicare benefit package so that 
Medigap coverage is no longer needed 

History: The Health Security Act 

The Health Security Act included a full drug benefit, 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 acturu:ial 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 establishe~, 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 
employers. The estimated total cost ofthe benefit for CY 1996, on an incurred basis, was $19.2 
billion. 'The cost to the·Federal government, after premiums, cost sharing, etc., was estimated to 
be $13.5 billjon. 

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. 
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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 c~verage 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 additfon, 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 
beneficiaries. 

In addition, State and Federal Medicaid programs could experience significant savil)gs 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. 

Option 2 
Benefit, Eligibility, and Financing 	 . 
• 	 Catastrophic drug benefit for all Medicare enrollees 

.. non-voluntary, part of staridard 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 

.. with or without a capon beneficiary out~of-pocket expenditures 

His!ory: The Medicare Catastrophic Coverage Act 

The Medicare Catastrophi~Coverage Act of 1988 included coverag~ of outpatient prescription 
drugs, biologicals, arid insulin,With some limitations. The deductible started at$550 in 1990, 
andwas to increase such that an average 0[16.8% of Part B enrollees ~duld 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 beginning in 1990. The supplemental premium.was income­
related: beneficiaries paid an additional "a.rnount, 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 beginningini991 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 dupl~cated Medicare" 
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benefits (excluding drugs). The bill also established the Federal Catastrophic Drug Insurance' 
Trust Fund. The estimated total cost of the benefit, on an incurred basis, for CY 1991 wasJS.1J. 
billion. The cost to the Federal government after premiums, cost sharing, etc., was estimated to 
be $1.3 billion. . , ', 

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 iJow 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 benefitthat only a small portion will ever use. On the other hand, if the 
premium is reasonable to beneficiarIes, and the benefit relatively' accessible, it could be viewed 
as all important addition or "safety net" to their insurance coverage. . , 

To address the concern tharmany beneficiaries may perceive thi~ 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 appealing particularly for those retirees who pay for their 
employer coverage, or who purchase Medigap policies with drug'coverage. 

Under this' option, the benefit would not necessarily repla,ce"employer-sponsored coverage, 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 
• Limited drug benefit for. all Medicare enrollees - cover certain classes ofdfugs 

I> " non-voluntary,part of standard benefit package' 

I> with deductibles and coinsurance 

I> 
 other financing from increase in Part B premium,: general revenues, and rebates 
I> with or without a cap on Medicare expenditures 
I> .. 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 qrug coverage (e.g., coverage of. 
imm~nosuppressants). This approach also is consistent with several of the State-only' 

. " prescription drug coverage programs for low-income elderly, where they only cover drugs that 
are used to treat certain conditions common among the elderly population. This option could be 
vjewed 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 
coststo the beneficiary are minimal, there may be more public support for this coverage option 
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that the catastrophic benefit, since beneficiaries may view themselves as more likely to utilize 
this benefit. 

. 	 .~ 

This option would not be consistent with the approach to drug co'verage in the private sector, and 
determining which conditions to cover would be 'subject to significant political pressure and 
lobbying. Again, depending on ~he extensiveness of the coverage, employers may not be able to' 
drop drug coverage for retirees. Some beneficiaries who now pay for employer or Medigap 
coverage may feel they are paying "twice" for drug coverage. ' 

Option 4 
Benefit, Eligibility, and Financing 
• 	 Optional drug coverage: fuil or catastrophic benefit 


11>' voluntary, beneficiaries choose to purchase for an additional premium 


Discussion 

This option could include either the full or catastrophic coverage outlined above, but 
beneficiaries could choose whether or ~ot to purchase the benefit. This option could be viewed 
as providing additional choice~ to beneficiaries, in particular, a choice that we know beneficiaries 
want. However, the finaricfng 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 "deathspiral" 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 ofprovisions 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 ~o the current Part B enrollment 
process and premium ' rate structilie, 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 beneficiaries from 

. buying in only when. they most need the benefit. . 	 . ' 

The interaction between this option and managed care offerings may 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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Option 5 
Benefit, Eligibility, and Financing 
• 	 Drug benefit for low-income beneficiaries only. 

(OMB developing this option) 

Option 6 
• 	 Medicare as purchaser only . 

~ Medicare runs a limited mail order. prescription 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 significant 
political pressure from those who end up being shut out of the market (e.g., the small . 
independent pharmacies). 

Beneficiaries would not object to this option, since.it would offer themthe ability to obtain drugs 
at a lower 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 affordability, and sti11leaves 
many beneficiaries at risk for high out-of-pocket costs. 

The State low-income eiderly prescription drug programs, or the Medicaid 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. The 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, this issue ofthe effect on the 
marketplace also extends to the other options. 

Options for Drug Benefit Through Medicare+Choice Plans .Only 

Option A 
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Benefit, 	Eligibility, and Financing 
• 	 Require M+C plans to include drugs without changing current payment rates 

II> provided to aii enrollees 
II> there could be cost-sharing for the benefit 
II> Mediqare specifies scope of benefit (as above in fee-for-service) 
II> in areas with no M+C plans, original Medicare could offer a drug benefit 

Background and Implications 

Most Medicare HMOs currently are able to offer additional benefits (i.e. non-Medicare-covered 
benefits) at the current rates ofpayment. As ofMay, 1998,67 percent of plans include drug~ 
coverage aslpart of the basic benefit package (i.e., the package fin~ced 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 Ii 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-fo.r-service Medicare has experienced 
vis-iI-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 in which they would be the only option available (other than Medigap) that offered drugs. 
MSA plans and priyate 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 servic,es must be made available and accessible) might choose to have reduced service 
areas to avoid being the oilly plan with a drug benefit in some areas. 

Variation on Option. 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 <:l1llong additional benefits a 
plan offers. 

Medicare managed care plansare currently allowed to choose the manner in which they comply 
with the statutory .requirement of providing additional benefits to enrollees. Additional benefits 
must be provided when the payment from HCF A exceeds the revenue needs of the plan to 
provide the Medicare benefit package. "Additional benefits'.' are defined to include both 
reductions in premiums and other 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 additionai 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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Addition to Option. Currently, one~fourth ofM~dicare beneficiaries live-in areas where there 
are no Medicare managed care options available .. As part of this option, Medicare could offer its 
own drug coverage in ar~as where there are ~o 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 acce~s 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 beeither optional or mandatory (as discussed above, in the fee-for-service section). 

There would be a number ofadlninistrative 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 ~o include drugs as an optional supplemental benefit 

~ eirrolleesmay decline coverage 
~_ financed through enrollee premiums and cost-sharing 

Discussion 

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 Medicare, fear of entering new areas), and 
similar administrative issues would arise. 

Option C 
'Benefit, Eligibility, and FinanCing 
• 	 Require M+C Plans to Include Drugs as a Benefit; Increase Payment Rates to Cover 

. 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 inust provide atleast 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. 
current.1y included in the Medicare benefit package. 

This option diverges from the neutral policy the Administration has maintained with respect to 
.' any preference given to traditionalfee-for-service Medicare versus Medicare managed care. 

Mote than in the case of option A above, this kind of option should include comparable 
,availability·of drug coverage for the one~fourth of Medicare beneficiaries residing 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-s~rvice, will'vi~w 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 
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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 dev~loping 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 possibl~ 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 b~nefit. 1 'In addition to 
mirroring private health plans, medical practices have become extremely reliant on 
pharmacological therapies. For example, it is standard protocol to prescribe aspirin after a first­
time heart attack to prevent future heart attacks. Including a pr~scription 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 Mfordability. 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, then~ is asignificant proportion of 
Medicare beneficiaries who donot 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 prescription drugs than those'with a prescription drug plan~ Policies could be 

'The FEHPB Blue Cross 'Blue Shield Standard Option plan includes a prescription drug 
benefit. Members must meeta $50 annual drug deductible, and must pay a 20 percent co-pay for 
drugs purchased at member pharmacies or a 40 percent c~-pay at non-member phaimacies. 
Members pay a $12 co-pay for prescription dl1.).gs 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 middle-low and lo'w­

. . 
income beneficiaries 

B: Financing Mechanism. A pew drug benefit could be financed in several diffetentways. 

Part B Structure. Aprescription drug benefit could be financed through the Part B Trust Fund, 
funded with its current structure of25 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 t6 the Medicare Trustees, is projected 
to grow faster than the HI Trust Fund. 

Separate 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 ari appropriated e~titlement wi'th 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 InsuranceProgram, the drug benefit CQuid be 
financed as a capped entitlement with a finite level of speriding 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 anyone 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 ofoptions for administering a new Medicare drug 
benefit. 

HCF A administers the program. One option is to have HCF A administer the prescription drug 
benefit. The advantages to HCF A administration are: 1) all Medicare benefits would be 
coordinated 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 HCF A 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 a~ency administers the pro~ram. To relieve HCFA ofthe'pblitical 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. ' 

Drug administration contracted out to private firms. HCF A could contract with pharmacy benefit 
managers (PBMs). PBMs administer the prescription drug part of health insurance plans on 
behalf of plan sponsors, such as self-insured employers, insurance compani'es, an~ health 
maintenance organizations. Alternatively, Medicare beneficiaries could be given a voucher and 
purchase prescription drug benefits on the open market. Private firms would be charged with 

, developing formularies and negotiating with drug manufactures. 

HCF A could contract with a PBM in several different ways: 

, 1) Sole Source / Competitive Bidding. ,Medicare couldestablish a process whereby 
PBMs in each region competitively bid to provide Medicare services. Once a contract 
was awarded, the winning PBM in each region would he thesole":source benefits manager 
for a beneficiary in that area. Medicare could also provide the choice of several different 
PBMs in each regiop-., ' :," ' 

2)' Capitation Versus Fee-For-Service. Medicare could arrange to pay PBMs a capitated 
rate for the provisiori and management of all drug benefits. This would place the risk on 
the PBMs. Medicare cpuld 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 prepare periodic payment and 
drug utilizat~on reports for plan customers. Medicare drug benef~t claims could be 
processed by the PBMs themselves. Medicare contracts arranged for any ,purpose should 
be subject to contractor refolm and open bidding. ' 

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

, 

Formulary Development and Mana~ement. A formuiary is a list of prescription drug~, 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 onthe basis ofprice. 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 ofdrugs aplan will cover; or (3) deVeloping financial 
incentives to encourage the use of formulary products. 



I) Open formularies are often referred to as "voluntary" because enrollees are not 
penalized if their physicians prescribe nonformulary drugs. Thus, under ,an open 

,formulary, a health pUill sponsor provides coverage for both formularY and nonformulary 
drugs. ' ' ' 

2) Incentive based formularies provide enrollees financial benefits if their physicians 
prescribe formulary drugs. Under this am;mgement, the health plan sponsor still . 
reimburses enrollees for nonformulary drugs but requires them to make higher co-' 
payments than for formulary drugs. 

3) Closed formularies take financial incentives one step further by limiting coverage to 
formulary drugs only. Therefore, if a enrollee's physician prescribes a nonformulary 
drug, the enrollee may have to pay full cost of that prescription. However, the 'health' ' 
plans cover nonformula'ry products when physicians determine that they are medically' 
necessary for their patients. 

DrugUtilization Review (DUR). DUR programs analyze patterns of drug use to prevent 
contradictions and adverse interactions. PBMs use this information toinake 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 physicians ,about more appropriate 

, and potentially cost-effective treatments. 
, 

2) Under prospective review, PBMs use a computer linkwith network pharmacists to 
review each prescription before it is dispensed. Prospective DUR helps PBMs to identify 
whether there is a generic or formulary alternative to the prescribed drug and whether the 
drug will duplicate an existing prescription or will adversely' interact with other drugs the 
patient is using. 

, Generic Substitution. Generic substitution interventions switch medications from brand-name 
drugs to chemically equivalent generic drugs. The Medicare benefit could include incentives for 
physicians to utilize generic substitutions. These incentives could alsoexpand to the beneficiary 
by requiring additional copayments for the use of brand namedrugs. 

Disease management. Disease mariagement 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 

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

Mail-OrderPharmacy Benefit. ,PBMs operate mail orderph8.fI!1acies that allow enrollees to 



obtain prescriptions, particularly mai~tenance 'prescriptions, by mail. Medicare could provide an 
incentive for beneficiaries to utilize mail-order benefits. ., 

E. Drug Pricing. As in the Medicaid drug program, a Medicare drug program could ~stablish 
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 M~dicaid, the price limit 
for multiple source drugs is 150% of the estimated wholesale cost ofthe.1east 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 acquisition' 
cost plus a dispensing fee. . 

Under Medicaid law drug manufacturers are required to pay Medicaid rebates in return for a . 
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 Administration, DOD, PHS, and State-only pharmaceutical 

, . "'" ',. 
, ,programs. 

There is an additional rebate equal to the amount that the AMP increases over and above the 

CPI-U. the rebate for non-innovator multiple source drugs (i.e. generic drugs) is 11% ofthe 

AMP. 


Recently the Inspector General has called for the rebate to becalculated based on Average 
Wholesalers Price (AWP) instead of the AMP~ According to the IG this would have resulted in 
an additional $1.15 billion in rebates for calendar years 1994-96 for only the top 100 drugs. 
HCF A has disagreed with this recommendation and instead is planning a comprehensive study of 
the AWP. (Medicare currently pays 95% of the A WP 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 

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 discounted prices to the Veterans Administration. 

A Medicare drug rebate prograni could also be established, as well 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 private payers. . ' 

, . 

F. Cost.;Sharing. The benefit could include copays, dedu'ctibles and/or a higher pre~ium. 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 ru~ 63 percent ofthe 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 
section). 

G. Managed Care or FFS. As of June 1997,33 percent of Medicare beneficiaries qid 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 adrug benefit that would be 
required by Medicare+Choice plans is being developed in the options paper. . 

H. Interactions . .A Medicare drug benefit would have an effect 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 ch90ses to use their Medicare benefits rather than' 
be seen at an MTF, they cannot obtain drugs from the DoD benefit. If Medicare were to offer a 
benefit, many military retirees who are enrolled in Medicare could choose to use their Medicare 
benefits rather than to be seen at a military treatment facility. 

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

Medicaid/State-only plans. As Medicaid 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 01) States to ellsure that they 
continue to provide some funding for pharmaceuticals, either in their Medicaid programs and/or 
their State-only programs. . 

Medigap. A Medicare drug benefit would necessitate changes to' the Medigap insurance market 
. as several of the Medigap plans include drugs. 

II. Coverage of Drugs for Low:-Income Persons 
• 'j. , 

Much of the concern around insurance coverage' for pharmaceutical 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 ~hich would subsidize the cost ofdrug 
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 fqr 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 with 
deductibles. 

Subsidized, Coverage for Low Income Persons. Should the Administration choose to provide a 
drug benefit to all Medicare beneficiaries, the program could still be designed 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 (Le. 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 premiiun directly to low income beneficiaries, or 
Medicaid could pay for the increased premium for low income beneficiaries (those with incomes' 
above Medicaid eligibility levels), while the beneficiary remains responsible 'for the "normal" 
Part ~ premium. " " ' 

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, h6wev~r, 
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 duaJ eligibles and QMBs, 
although they would be relieved of the cost of drug provision for these populations. , 

. Discn:itionary Program to Provide 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 providing another Medigap package that was tailored only to the 



low income population andprovided only one service. ,Such a program could be appropriated 
each year, as is the current AIDS Drug Assistance Program. Jf 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 manufactur~rs to offer 
manaatbry price discounts to federal agencies and their d~signees.. ' 

III. 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%, pre'scription 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. 

Managed care'organizations appear to be ~ubstituting cheaper drug therapies in place of more 
expensive services, such as hospitals and physicians~ This is especially true for antidepressants 
which shorten inpatient mental hospital stays and expensive psychotherapy. Likewise the use of 
narcotic analgesics in corijunction withsurgery enables patients to avoid or shorten inpatient 
hospital stays. . " 

Pharmaceutical companies have increased their direct-to-consumer advertising the expenditures 
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 therapies also added to growth in prescription 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 ~ncreases for years to come.' 

Establishing a new drug benefit under Medicare exposes the program to a new benefit with a 
, potential for explosive growth over the next few years. Several options are availab~e 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 scenarios aglobal drug 

, budget would be estimated as part, of the budget process. ' 

Cuts in Physician Payments. 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 ~pecialists who were 
likely to be causing the increase. ,Effective targeting of cuts would rely on the ability to measure 
and predict drug budgets by groups of physicians, ,or even on anindividuallev~l.,' ' 



.' 


Increases in Beneficiary Co-Pay~ents, 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 future growth in 
utilization as well as make up for prior budget overruns. 

Reduce Payments to the Phannaceutical Firms. As discussed above, a Medicare drug rebate 
program could be established to ensure that Medicare takes advantage of'its buying power. To 
offset expend~tutes 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, 
or on all drug expenditures throughoutthe fiscal year. ' 
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IMS HEALTH REPORTS 3.4 PERCENT ANNUAL RATE OF CHANGE FOR 
U.S. PRESCRIPnON DRUG PRICES 


Industry Sales Growth Reaches a Record 17.6 Percent 


PLYMOUTH MEETING, PA, August 13,1998 -*IMS HEALTH {NYSE: AX} today reported that 

the annual rate of change for prescription pharmaceuticals in the U.S. was 3.4 percent tor the 

second quarter of 1998 compared to the same period for 1997. This rate is 0.3 percentage 

points higher than the annual measurement reported for the prior six months, which held 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 1998 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 Mld-1997 

The overall rate of change in prescription drug prices rose gradually throughout 1997 

before pausing in the first quarter of 1998. The upward trend continued in the second quarter 

of 1998. 

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

versus the same quarter in 1997. The increase was oHset by a decrease of 5. t 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 

Overall prescription sales volume for the six channels of distribution audited by IMS 

HEALTH grew by 17.6 percent for the second quarter of 1998 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 1997 and even the yearly double-digit 

growth rates of the late 19805. By comparison. the peak annual growth rate recorded during 

the 19806 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. 

"'n spite of the rise in drug prices, the substantial rate of growth in the pharmaceutical industry 

continues to be driven by non-price taotors." 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 for 7.3 percent and volume and mix categories accounted for 6:9 percent. 

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 

percent 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 reported for the first quarter of 1998. Consistent 

with the overall market trend, 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 barometer of overall market trends," stated Holubiak. 

Wit accounts for more than two-thirds of the industry's sales dollars, making the retailssctor the 

largest driving force behind the overall annual price change rate of 3.4 percent." 

Rata for Branda through Non-Retail Sector IneruseG 

For the non-retail distribution channels, pharmaceutical priess 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 Cappe, 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 1998. 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 drugs purchased by non-federalh05pitals 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 Druge Remains Below Indueb'y 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 quarter 

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 1998 figures, remain 

below the overall market inflation for all brands - 4.3 percent overall and 5.0 percent for retail 

pharmacy market. 

'We are continuing to see pharmaceutical manufacturers raise prices selectively," 

.commented Holubiak. ~The top selling products have an aggregated inflation 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 R.maine Below Doub.Digit Reports 

"When taking a comprehensive view of the market, we are not seeing the overall 

double-digit price increases reportea elsewhere'" Holubiak said. "The rate of change appears 

to remain within overall economic indicators. As I remarked previously, the acceptance of 

newer, advanced drugs continues to proceed at a rapid rate, thus influencing a market-basket 

approach to calculating purchaser outlay 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." 

Figures Reflect Acquisition Prices of 20,000 Products 

IMS HEAL TH's acquisition-price database encompasses more than 20,000 

pharmaceutical products and is updated continuously. The database reflects invoice-based 

discounts for pharmaceutical purchases through six audited channels of distribution. It 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 10 the 

pharmaceutical and heallhcare industries. With more than $1 billion in 1997 revenue, IMS 

HEALTH operates in over 90 countries. IMS HEALTH is the largest pharmaceutical 

manufacturer information partner, with over 40 years' experience in the industlY. Key products 

and services integral to customer day-to-day operations include: market research for 

prescription a nd over-the-counter pharmaceutical products; sales management information to 

optimize sales force productivity; technology enabled selling solutions for saJEIS and marketing 

decision-making; technologies systems and information services that support managed care 

organizations. Additional information and previous press releases are available at IMS 

HEALTHs web site: http://www In1f:ihealth.pom, 

### 

August 1~ 1998 
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Table 

Second Quarter 1998 va. Second Quarter 1997 


Price Changes for Prescription Drugs In U.S. Market 


Marmt 

Total Market 

Retail Pharmacies 

Hospitals 
Injectables 
Non-Injectables 

Clinics 
I njectables 
I\lon-Injectables 

Staff-Model HMOs 
I njectables 
!\Ion-I njecta blas 

Long-Term Care Facilities 
I njectables 
Non-Injectables 

Federal Facilities 
I njectables 
Non-I njectables 

Percent Change Q2 '97 to Q2 '98 
TOTAL I BRANDS I GENERICS 

-5.13.4 4.3 

3.9 5.0 -6.6 

2.4 2.8 -1.2 
2.0 2.3 -O.B 
3.4 4.3 -1.9 

-0.8 -0.8 -0.4 

-2.9 -3.1 0.9 

5.2 6.1 -2.6 

6.0 6.6 -0.9 
3.B 3.9 1.7 
6.5 7.3 -1.1 

5.0 5.6 -2.0 
4.9 5.2 0.3 
5.0 5.7 -2.2 

-0.4 0.3 -5.5 

-1.8 -1.5 -5.3 

0.0 0.8 -5.5 

Source: IMS HEALTH, a healthcare information company 
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EXECUTIVESUNDdARY 

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 ofMaine, 
represented by Rep. Thomas H. Allen; the 2d district ofTexas, represented by Rep. Jim Turner; 
the 1st district of Arkansas, represented by Rep. Marion Berry; the 5th district ofWisconsin, 
represented by Rep..Thomas Barrett~ the 1st district ofMichigan, represented by Rep. Bart' 
Stupak; the .13th district ofOhio, 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 inthis 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. Methodolo&>, 

This study investigates .the pricing ofthe 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 
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and independently owned drug stores in seven congressional districts from actoss the nation. 
These prices are compared to the prices paid by the drug companies' most favored customers. 
F or comparison purpose$, the study also estimates the differential between prices for favored 
customers and retail prices for other consumer items. 

B.. 	 Findings 

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-SdUDg Drugs for Older Americans Are More ThaD 

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


Prescription 
Drug 

Manufacturer Use 
. 

Prices for 
Favored CUitomen 

RetaU Prices 
for Senior 
Cltb:eos 

PrIce Differential 
for Senior 
Citlzeas 

Ticlid 
Zoc:or 
Norvaso 
Prilo~ 

lUIafen 
Procardia XL 
Vasotee 
Fosamax 
Cardiz.cm CD 
Zoloft 

Hoffinan-LaRoche 
Mer<:k 
Pfizer Inc. 
AstrllMcrck 
Smithkline Beecham 
Pfizer Inc. 
Merck 
Merck 
Hocchst Marr;on Roussel 

. Pfizer. Inc. 

Stroke 
High Cholesterol 

. High Blood Pressure 
Ulcers 
Arthritis 
Heart Problems 
Blood Pressure 
Osteoporosis 
AnsinaIHypcrtcnsion 
jDepression 

$33.57 
$42.95 
S58.83 
558.38 
$62:58 
567.35 
556.08 
$31.86 

.$99.36 
$123.88 

Sll8.06 
S104.98 
S112.22 
S111.21 
$116.92 
5125.49 
5u53.62 
SS8.03 
S173.29 
S211.7S 

252% 
144% 
91% 
9()D1o 

87% 
86% 
85% 
82% 
74% 
71% 

Averate Price DiffereDtial 106% 

• 	 For other popular drugs, the price differential is even higher. This study also 
analyzed a number ofother 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 honnone treatment manufactured by Knoll 
Pharmaceuticals. For this drug. the price differential for senior citizens was l, 407%. An 
equivalent dose ofthis drug would cost the manufacturers' favored customers only 51.78, 
but would cost the average senior citizen almost 527.00. For Micronase. a diabetes 
treatment manufactured by Upjohn, an equivalent dose would cost the favored customers 
56.89, while seniors are charged an average ofS47.l4. The price differential was 584%. 

ii 

http:ofS47.l4
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Table 2: Price Di,fferentials for Some Drugs Are Over 1,400%. 

Prescription 
Drug 

Manufacturer ' Use Prices for 
F8vored Customers 

Retail Prices 
for Senior 
Citizens 

Price Differential 
for Senior 
Citizens 

Synthorid 
Micronase 

Knolt Pharmaceuticals 
IUoiohn 

Hormone Treatment 
.... ·.L 

"$1.78 
S6.89 

$16.83 
$47.14 

1407% 
584% 

• 	 Price differentials are far higber for drugs than they are for otber 'goods. This study 
compared drug prices ~t 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 studyfound, 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 72%. Compared to 
manufacturers ofother 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 tbe 
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 t~ 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 seU,them. The differential between retail prices and the published national'Average 
Wholesale Price is only 4%., The differential between retail prices aild a second indicator 

, ofthe amount pharmacies pay for prescription drugs, prices from one major wholesaler, is 
only 22%. This indicat~s that it is drug company pricing policies that ,appear to account 
for the inflated prices charged to older Americans and other customers. 

• 	 Discriminatory prescription drul pricilig is a national problem. This study looked at . 
prescription drug pricing in seven congressional districts in different 'parts ofthe United 
States. Significant price differentials were found in all congressional districts, with very 

,linle variation. The highest price differential 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 1'03% in Texas. These results indicate that, while 
there is a small variation in prices in different regions ofthe country, high prescription 
drug costs and large price differentials caused by discriminatory pricing are a nationwide 
problem. 

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

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 mediaal 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 Alzheimer's disease, Lou Gehrig's 
disease, and Parkinson'S disease. 

According.to the American Association of Retired Persons, older Americans spend 
almost three times as much oftheir income (21%)on health care as do those under the age of65 
(8%), and more than three-quarters ofAmericans aged 65 and over are taking prescription drugs.! 

The average older American takes 2.4 prescription drugs.] More importantly, older 
Americans take significantly more drugs on average than the under-65 population.4 It is estimated 
that the elderly in the United States, who make up 12% ofthe population, use one-third ofall 
prescription drugs.' . 

. 1 National Institute on Aging (NIA), NIA Age Page (www,nih.gov/nialhealth/pub/ 

medicine.htm). ' 


1 AARP Public Policy Institute and the Lewin Group, Out ofPocket Health Spending By 

Medicare BenefiCiaries Age 65 and Older: 1997 Projections (February 1997). 


3 AUSIICR 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).· 

4 Senate Special Committee on Aging, Developments In Aging: 1996, 1 S. Rep. 36, lOSth 
Cong., 1st Sess. 121 (1997), 

S Senate Special Comm.ittee On Aging, Developments in Aging: 1993, 1 S. 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. 6 As a result, 
many older Americans -- a large percentage ofwhom 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 ofthe 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 wlnerable 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 ofhigh 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 ofprescription 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 medicine.9 By another estimate, five 
million older Americans are forced to make this difficult choice. 10 

6 AARP Public Policy Institute and the Lewin Group, sup~a note 1. 

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

• Senate Report, supra note 4, at 122. 


9 Families USA Foundation, supra note 7, at 6. 


10 Senate Special Committee on Aging, A Status Report - Accessibility andAffordability 

o/Prescription Drugs For Older Americans, S. Rep. 100, 102d Cong., 2d Sess.2 (1992). 
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. 	 . 
II. 	 ARE DRUG COMPANIES EXPLOITING THE VULNERABILDY OF OLDER 


AMERICANS? 


The minority staffofthe 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 ofolder Americans through price 

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 ofthe 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 phannace~tical 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."'u Under this 

practice, "drugs sold to wholesale distributors and pharmacy chains for the individual 

physician/patient are marked at the higher end ofthe scale.,,12 


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 m. The results ofthe 
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 policies are 
discussed in part V. 

ill. 	 METHODOLOGY 

A. 	 Selection or DOllS for this Suney 

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 

11 Herman Saftlas, Standard & Poor's, Healthcare: Pharmaceuticals, Industry Surveys, 

19-20 (December 18, 1997). 


12 [d. 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 ofassistance in filling over 2.8 million 
prescriptions. 13 

B. Determination of Average Retail Drug Prices for Older Americans 

In order todetennine 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 ISt District in Arkansas (Rep. Marion Berry), the 
5th District in Wisconsin (Rep. Thomas M. Barrett), the 1st District in Michigan (Rep. Ban 
Stupak), the 13th District in Ohio (Rep. Sherrod Brown), and the 29th District in Califor:nia (Rep. 
Henry A. Waxman). The locations of the districts where pharmacies were surveyed for this study 
are shown in Appendix D. A total of75 pharmacies in the six districts -;. 46 independent sto~es, 
and 29 chain stores -- were surveyed. Pharmacies were surveyed in rural, urban, and suburban 
areas, and in a range ofhigh-. low-. and middle-income neighborhoods. 

c. Determjnation Of Prjces for DOle Companies' Most Fayored Customea 

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 prieecatalog containing goods available for purchase by federal agencies. 
Drug prices on the FSS are negotiated by the Depanment ofVeterans 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 
Administration] procurement regulations, VA contract officers are required to seek an FSS price 
that represents the same discount off a druB's list price that the manufacturer offers its most­
favored nonfederal customer under comparable terms and conditions."14 Thus, in this study, FSS 
prices are used to represent the prices drug companies charge their most favored customers. 

13 Pharmaceutical Assistance-Contract for the Elderly (UPACE"), PeMsylvania 
Department of Aging, Annual Report to the Pennsylvania General Assembly (January 1 ­
December 31, 1997). . . 

14 U.S. General Accounting Office, Drug Prices: Effects o/Opening Federal Supply 
Schedule/or Pharmaceuticals Are Uncertain (June 1997) (emphasis added). 
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D. 	 Determination of Prices Paid by Pharmacies 

The survey also looked at two other pricing indicators: (1) the Average Wholesale 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. IS As another measure ofwholesale prices, the study used the wholesale prices 
charged pharmacies by McKesson, the world's largest wholesaler. 

E. 	 Determinatjon of Drug DQslen 

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 repon, the 
study used ttte dosage, form, and package size common in the years 1994 thiough 1997, as 
indicatedin the Drug Topics Red Book. 

F. 	 ComparisQn of Price DitTerentials for Other Retail Items 

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 ofconsumer items other than drugs available through the FSS was assembled. 
FSS prices were then compared with the retail prices at which the items could .be bought at a large 
national chain.16 

IV. 	 DRUG COMPANIES CHARGE OLDER AMERICANS 
DISCRIMINATORY PRICES 

A. . 	 Discrim~nation in Drug Prjcinl 

• 	 I 

For the ten pa~ented. nongeneric drugs most commonly used by seniors, the' average' 
differential betwee~ 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 HM:Os. 

15 Medical Economics Company, Inc., 1997 Drug Topics Red Book .. 

16 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. 
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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% forTiclid. a stroke treatment manufactured by 
Hoffinan-LaRoche. For other popular drugs, the study found even greater price differentials. 

, 	 ' , 

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 oftrus 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). . 

Figure 1: Older Americans Pay Inflated Price. for Prescription 

Drugs. 
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Every drug loo)ced 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 di.fferentials ofover 85%. The 
lowest price difference was still high _. 71%, for Zoloft. 

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 ofdrugs. Thus, it could be expected 
that there would be di.fferences 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 otherconsumer goods. The study found that, in the case 
ofother consumer goods, the average di.fferential 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 ofprescription drugs was nearly five times larger than the average 
price differential for other consumer goods (Figure 2). This indicates that Ii volume effect is 
unlikely to explain the large differential in prescription drug pricing. 

Figure 2: Price Differentials on Drugs 
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C. Drug Company Venus PbarmaQ' Responsibility 

The study also sought to determine whether drug companies or retail phannacies 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 conunon drugs was only 4% higher 
than the published national Average Wholesale Price, and only 22% higber·than the price available 
directly from one large wholesaler (Figure 3). 

This finding indicates that it is drug company pricing policies, not retail markups, that 
account for the·inflated prices charged to older Americans and other individual customers.11 

11 National Association ofChain Drug Stores, Did You Know . .. (pamphlet) [citing 
financial data assembled by Keller Bruner & Company, P.C., Certified Public Accountants 

Dug 
PrIces 
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These findings are consistent with other expens who have concluded that because of the 
. competitive nature of the pharmacy business at the retail level. there is a relatively small profit 

margin for retail pharmacists. 18 . 
 j 

(l995)l 

18 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 ofthese 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 additional 
. drug manufacturers 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 ofthe 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 price differential of more than 1,400%. 

The reason for the continued high pric~differentials may be that, unlike hospitals or 
HM:Os, 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 ofother industry analysis, 
who note that "there is already intense skepticism among retail buying groups for independent 
drugstores about whether the smaUer 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). 
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• 

To provide for substantial reductions in the price of prescription drugs for 

Medicare beneficiaries. 


IN THE HOUSE OF REPRESEN'rA'rIVES 

SEPTEMBER 25, 1998 

Mr. AUJEN (for himself, Mr. -TURNER, Mr. TIERNEY, Mr. WAXlIIAN, Mr. 
BERRY, Mr. BAHRETT of Wiseonsin, Mr. BROWN of Ohio, Mr. STUP.4K, 
Mr. WEYGAND, Mr. STAnK, Ms. KIIjPATRICK, Mr. KUCINICH, Mr. SAND­
ERS, Mr. CUMI\UNGS, Mr. SERRANO, Mr. 'l'HOMPSON, Mr. POMEROY, Mr. 
JOHNSON of Wisconsin, Mr. FRANK of Massachusetts, Mr. SANDUN, Ms. 
STABENOW, Mr. YATES, Mr. BORSKI, Mr. FROST, Mr. DAVIS of TIlinois, 
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 

3 

tives ofthe United States ofAmerica in Congress assembled, 

SECTION 1. SHORT TITLE. 

4 

5 

This Act may be cited as the "Prescription Drug 

Fairness for Seniors Act of 1998", 
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1 SEC. 2. FINDINGS AND PURPOSES. 

2 (a) FINDINGS.-The Co~gress finds the following: 

3 (1) Manufacturers of prescription drugs engage 

4 in price discriminatiQn practices that compel many 

older Americans to pay substantially more for pre­

6 scription drugs than the drug manufacturers" most 

7 favored eustomers, sueh as health insurers, health 

8 maintenance organizations, and the Federal Govern­

9 ment. 

(2) On average, older Amerieans who buy their 

11 own prescription drugs pay twice as much' for pre­

12 scription drugs as the drug manufacturers' most fa­

.13 .vored customers. In some cases, older Americans pay 

14 over 15 times more for prescription drugs than the 

most favored eustomers. 

16 . (3) The discriminatory pricing by major drug 

17 manufacturers sustains their annual profits of 

18 $20,000,000,000, but causes financial hardship and 

19 impairs the h~alth and well-being of millions of older 

Americans. More than one in eight older Amerieans 

21 are forced to choose between buying their food and 

22 buying their medicines. 

23 (4) Most federally funded health care programs, 

24 including Medicaid, the Veterans Health Administra­

tion, the Pub lie Health Service, and the Indian 

26 Health Service, obtain preseription drugs for their 

-HR 4627 m 
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1 beneficiaries at low prices. Medicare beneficiaries are· 

2· denied this benefit and cannot obtain their prescrip­

3 tion drugs at the favorable prices available to other 

4 federally funded health care programs. 

(5) It has been estimated that implementation 

6 of the policy set forth in this Act will reduce pre­

7 scription prices for Medicare beneficiaries by more 

8 than 40 percent. 

9 (6) In addition to substantially lowering health 

care costs for older Americans, implementation of 

11 the policy set forth in this Act will significantly im­

12 prove the health and well-being of older Americans 

13 and lower the costs to the Federal taxpayer of the 

14 Medicare program. 

(b) PURPOSE.-The purpose of this Act is to protect 

16 Medicare beneficiaries from discriminatory pricing by drug 

17 manufacturers and to make prescription drugs available 

18 to Medicare beneficiaries at substantially reduced prices, 

19. by allowing pharmacies to purchase drugs for Medicare 

beneficiaries at the substantially reduced price available 

21 under the Federal Supply Schedule. 

22 SEC. 3. MEDICARE BENEFICIARY DRUG BENEFIT CARD. 

23 The Secretary of Health and Human Services shall 

24 furnish to each Medicare beneficiary a drug benefit card 

. that enables the beneficiary to purchase covercd prcscrip­

-HR 4627 m 
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tion drugs from participating pharmacies at reduced 


prices pursuant to section 4. 


SEC. 4. PARTICIPATING PHARMACIES. 


(a) AGREEMENTS TO 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 partiei­

pating pharmacy under this Act. 

(b) nIGHT OF PARTICIPATING PI-IAR1'vIACIES To OB­

TAIN DRUGS.-'An agreement under this section shall enti­

tIe the participating pharmacy to purchase any covered 

outpatient drug that is listed' on the Federal Supply 

Schedule of the General Services Administration at the 

participating pharmacy discount price for that drug deter­

mined under subsection (d). 

(c) QUANTITY OF DRUGS PURCHASED.-An agree­

ment under this section shall permit the particip8;ting 

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 PruCE.­

(1) IN GENERAL.-The Secretary shall deter- , 

mine a participating pharmacy discount price for 

2~ each covered outpatient drug. 

-00 4627 ill 
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(2) DETERMINATloN.-The participating phar­

macy discount price for a covered outpatient drug 

shall be determined by adding­

(A) the pricc at which the drug is available 

to Federal agencies from thc Federal Supply 

Schedule under section 8126 of title 38, United 

States Code; plus 

(B) an amount that reflects the adminis­

trative costs incurred by the Secretary in ad­

ministering this Act. 

SEC. 5. ADMINISTRATION. 

(a) IN GENERAL.-Thc Sccrctary shall administer 

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 effectiveness. 

(b) REGULATIONs.-The Secretary shall issue such 

regulations as may be necessary to implement this 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 m 
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1 (2) . making prescription drugs available to 

2 Medicare beneficiaries at substantially I:educed 

3, prICes. 

4 (b) CONSULTATION.-In preparing such reports, the 

Secretary shall consult with public health experts, affected 

6 'industries, organizations representing consumers and 

7 older Americans, and other interested persons. 

8 (C)RECOMMENDATIONs.-The Secretary shall in­

9 clude in such reports any recommendations they consider 

appropriate for changes in this Act to further reduce the 

11 cost of covered outpatient drugs to ~1edicare beneficiaries. 

12 SEC. 7. DEFINITIONS. 

13 In this Act: 

14 (1) COVERED OUTPATIENT DRUG.-The term 

"covered outpatient drug" has the meaning given 

16 that term in section 1927(k)(2) of the Social Secu­

17 rity Act (42 U;S.C. 1396r-8(k)(2)). 

18 (2) MEDICARE BENEFICIARY.-The· term 

19 "Medicare beneficiary" means. an individual entitled 

to benefits under part A of title XVIII of the Social 

21 Security Act or enrolled under part B of such title, 

22 or both. 

23 (3) MEDICARE DRUG BENEFIT CARD.-The 

24 term "Medicare drug benefit card" means such a 

card issued under section 3 . 
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(4) SECRETARY.-The term "Secretary" means 

the Secretary of Health and Human Services. 

SEC. 8. EFFECTIVE DATE. 

The Secretary shall implement this Act as expedi­

tiously as practicable and in a manner consistent with the 

obligations of the United States. 

o 
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Drug Benefit Structure Options for Medicare Beneficiaries 

August21, 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

c a. process-wlierebyPBMsin each region cotnpeti1fvely bfdi6 -prcrvide Medicare 
services. Once a contract is awarded, the winning PBM in each region would be the sole-source 
benefits manager for a beneficiary in that area. 

'oPTIONS 

I. BENEFIT FOR ALL MEDICARE BENEFICIARIES 

Assume: 

• 	 Mandatory, not optional, to avoid selection 

• 	 Part B benefit; premium not distinguished from other Part B benefits (25 percent) 

• 	 Managed care plans would have to offer this benefit as a minimum; rates would 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 
b,e,M~4,ic~i4 s~vjngs, but. ~mtes wo~ldhaye t() pas th<;:~4dili9n~l4S pe:r<;ept premium) 

• 	 No recapture of employer payments 

., Change in Medigap law to prohibit comparable drug coverage 

Benefit Design: 

Annual Deductible Coinsurance Out-of-Poc~et Limit 

a. FEHB Blue CrosslBlue 
Shield Standard 

$50 20% $1,000* 

b. Base Coverage $250 20% $1,000 

c. Catastrophic plan $1,000 None $1,000 

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

1 
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II~ BENEFIT FOR LOW-INCOME BENEFICIARI'ES ONLY 


Assume: 


• 	 Administered through Medicaid; new optional benefit;' no state mandate 

• 	 Builds on current eligibility categories for QMB, SLMB and QI programs. No spend­
down 

Benefit Design: 

/ 
Eligibility 

, 
Coinsurance Matching Rate 

a. QMB 
, "." ..: ~, , 

Income up t?100% • 
Assets at or below 
200% of SSI limit 

None 
, ,.,.". 

" 

FMAP 
," 

b. QI Income up to f85%of 
poverty 
Assets at or below 
200% of SSI limit 

. None for those below poverty 

$1:.2 coinsurance per prescription for those. 
above poverty 

100 percent 

III. BENEFIT FOR BENEFICIARIES IN MANAGED CARE 

, I,Assume: 

• 	 All participating Medicare managed care plans must offer at least the base benefit from 
Option I 

• 	 No additional premium is allowed 

• No change in Medigap or Medicaid 


Benefit Design: 


Payment Adjusted FFS Benefit 

ired No No 

, uired plus adjustment Yes No 

c. Requirement plusFFS Catastrophic No Yes:Catastrophic coverage option 
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EXECUTIVE SUMMARY 

This report, which was prepared at the request ofRep. Thomas H. Allen, compares 
prescription drug prices in the 1st Congressional District ofMaine with drug prices in Canada 
and Mexico. The report fmds 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. 


PrescrIption 
Drug 

U.IS. Dosage and 
Form 

t.:anadian 
Retail 
Price 

MeXIcan 
Retail 
Price 

Mame 
Retail 
Price 

It.:anada-Mame 
Price. 

Differential 

IMexlco-Mame 
Price 

Differential· 

Zocor 
Ticlid 
Prilosec 
Relafen 
Zoloft 
Procardia XL 
Fosamax 
Vasotec 
Norvasc 
Cardizem CD 

5 mg, 60 tablets 
250 mg, 60 tablets 
20 mg, 30 cap. 
500 mg, 100 tablets 
50 mg, 100 tablets 
30 mg, 100 tablets 
10 mg, 30 tablets 
lO mg, 1 00 tablets 
5 mg, 90 tablets 
240 mg, 90 tablets 

$43.97 
$52.35 
$53.51 
$59.55 

$124.41 
$72.82 
$45.01· 
$73.42 
$87.71 

$142.70 

$47.29 
$39.61 
$29.46 
$49.26 

$155.52 
$87.78 
$51.33 
$57.03 
$88.08 
$88.14 

$103.92 
$117.96 
$111.89 
$116.39 
$213.28 
$118.85 
$61.66 
$96.49 

$1l1.71 
$174.99 

136% 
125% 
109% 
95% 
71% 
63% 
37% 
31% 
27% 
23% 

120% 
198% 
280% 
136% 
37% 
35% 
20% 
69% 
27% 
99%­

IAverage IJtnerentlal 72% 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. I 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 
ofa 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. 

1 Minority Staff Report of the House Committee on Government Reform and Oversight, 
Prescription Drug Pricing in the 1st Congressional District in Maine: Drug Companies Profit at 
the Expense ofOlder Americans (October 9, 1998). 



I. INTRODUCTION 

In the United States, drug manufacturers are allowed t6 discriminate in drug pricing. As 
one industry analysis commented, "[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."'2 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."3 

The extent of this price discrimination in Maine was first documented in a report released' 
by Rep. Thomas H. AUen.4 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 ofwhom are on fixed incomes and 
must choose between purchasing their prescribed medications and paying for other necessities 
such as food. 

The governments ofCanada and Mexico do not allow drug manufacturers to engage in 
price discrimination. In Canada, approximately 3,5% of prescription drugs are paid for by the 
government for beneficiaries ofgovernment health care programs.5 In Mexico, 30% of 
prescription drugs are paid for by the government under similar circumstances.6 The rest ofthe 
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.7 Drug manufacturers do not have to sell their products in Canada or Mexico, 

2 Herman Saftlas, Standard & Poor's, Healthcc;zre: Pharmaceuticals, Industry Surveys 

19-20 (December 18, 1997). ' 


3 ld. at 19. 

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

5 Health Canada, National Health Expenditures in Canada 1975-1996: Fact Sheets, 12 
(Jline 1997). 

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

7 Congressional Research Service, Prescription Drug Price Comparisons: The United 
States, Canada, and Mexico (January 1998). 
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but if they do, they cannot sell their drugs at prices above the maximum prices established by the 
government. 

This report is the first effort.to compare retail prices that seniorcitizens in Maine must 
'pay for prescription drugs with the prices at which the same drugs are available in Canada and 
Mexico.8 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 fonns 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. 

II. 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.9 

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

8 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 infonnation on 
retail prices. In a 1998 study, International Comparison ofPrices 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 infonnation on prices in Maine. 

9 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 discrimination in the 
pricing of these drugs. 

B. Determination ofAverage Retail Drug Prices in Maine 

In order to determine the prices that senior citizens are paying for prescripti9n drugs in 
Maine, the minority staff and the staffof 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 1st Congressional pistrict, 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 EI 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 prices were converted to U.S. dollars using 
exchange rates in effect on October 5, 1998. 

D. Selection of Drug 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. 10 

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 ofequivalent 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 of60 five mg. tablets of Zocor in the 

10 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 Pay More for Prescription Dru2s Than Consumers 
in Canada 

Consumers in Canada obtain prescription drugs in one of two primary ways. 

Approximately 35% ofthe prescription drugs sold in Canada are paid for by the provincial 

governments on behalfof 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. II 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. 12 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. 13 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. 14 

11 Patented Medicine Price Review Board, Regulation ofDrug Prices: The Role and 

Impact ofthe Patented Medicine Price Review Board (1992) (online at 

www.atreide.netlPMPRBlsubm.html). 


12 The PMPRB establishes a set ofguidelines 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 
t6 changes in the Consumer Price Index. 

13 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. 

14 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: 
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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-8tates 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 malmfactured 
by Merck. 

For other drugs, price differentials 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 Upjobn, 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."ls 	 ' 

GAO also investigated whether this price differential was attributable to differences in the 
costs ofproduction and distribution. GAO found that drug costs -- such as research and 
development -- are not allocated to specific countries, and 'the costs of production and 
distribution 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."16 

B. 	 Senior Citizens in Maine Pay ,More for Prescription Drugs 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 anq provided to eligible citizens at a significant discount through the social security 

Dispensing Fees (June 1998). 

15 U.S. General Accounting Office, Prescription Drugs: Companies Typically Charge 
More in the United States Than in Canada, 2-3 (September 1992) (GAO-HRD-92-11 0). 

16 Id. at 14. 

5 



system. 17 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. IS 

Under the Mexican law, manufacturers and the government engage in negotiations to determine 
the nationwide maximum prices for prescription drugs. 19 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 AstrafMerck. 

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 

17 FinancingHealth Care: The Health Care System in MexiCO, supra note 6 

18 Jeanne Grant, Headaches/or Pharmaceuticals, Business Mexico, 8f (August, 1991). 

19 The final negotiated price is based on a number of factors, including the purchasing 
power of the Mexican population, the availability ofgeneric 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. "20 

20 Prescription Drug Price Comparisons: The United States, Canada, and Mexico, 
supra note 3. 
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. FROM: Sally T. Burner. . 
Office of the Actuary 

Health Care Financing Administration 


SUBJECT: Estimated Short-Range Financial Effects of A1ternati~ Proposa1~To Cover 

, Prescription Drugs Under Medicare 


i 

Tills memorandum presents the estimated financial effects in fiscal years 2000-2009 under eight 
alternative proposals. to add coverage of prescription drugs to tf:le Nfedicare 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 (ap, low-income only, or 
managed care enrollees only); (ii) whether Medicare capitation pa~ents to managed care plans 
would be increased to reflect the mandatory drug coverage; and (iii~ by beneficiary cost-sharing 
requirements (principally low, medium, or high deductible). 

In all cases, the drug benefits would' be covered under the Supplementary Medi~l Insurance 
program ("Pan B" ofMedicare) and their cost to, Medicare would be included in the 
detennination ofthe monthly SMI premium. I Accordingly, 25 perdent of the additional Medicare 
expenditures 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 ofef(ort" payment by theiStates, as noted below.) This ' 
summary ofthe provisions represents our understanding ofthe proposals and may be subject to ' 
change if we have misinterpreted the specifications or if the proposaIs are developed further. 

The following table shows the estimated total increase in Medicare Ibenefit expenditures during the . 
first 5 and first 10 years under each ofthe. proposals, The 10-year 'i'gross" cost (before reflecting 
additional premium revenue and reduced Medicaid outlays) generaijy ranges from $141 billion for 
the proposals affecting low-income beneficiaries only to $523 billioh to cover all beneficiaries with 
a $50 drug deductible (but no increase in capitation payments). Ani exception is option 3.a, which 
would mandate coverage of prescription drugs for Medicare+Choide enrollees only but which 
wo~1d n?t inc~ease capi~a~ion~ayments;~e estim~te that this optiop wouLd result in a negligible 
savmgs. 'Medicare admirustratrve,expenses,would mcrease under t~ese proposals but we have not 
'estimated this additional CQSt. ' '. , ',.,!. . . . ! 

i 
, ! 

, 
i 

1 For options 2.a' and 2.b, providing drug coverage to lov.--income benefi~iaries only. we continued to assume 
that the cost to Medicare would be included in the premium dctcnnination, with the result that 25 percent of such costs 
would be met through prerniwn payments by all beneficiaries, Similarly, option 3.b, mandating drug coverage for 
managed care enrollees only and adjusting capitation payments accordingly, is asstimed to result in an increase in SM! 
premiums for 1I;1l beneficiaries. An alternative would be to mstitute a separate ~g-related monthly premiwn for oilly 

those beneficiaries eligible for drug coverage. 



Estimated total increase in Medicare 
henetit expenditures, in b!i1lions 

Proposal 


Option l.a ......... 


Option l.b ........... 


Option I.e ...........
~ 

Options 2.aand 2.b .. , . 

Option 3.8 .. , .. ,.:.,. 

Option 3.b ., ........ . 

. Option 3.c .......... . 

2000-2004 

$191 

162 

116 

51 

(') 

63 

117 

2()()()-2oo9 

$523 

,455 

! 350 
I 
I 
1141 . 

i
! 

(1) 
! 
i 188 
! 

354 
1 

I Savings of less than $50 million. 

The "net'.' cost to Medicare, after reflecting additional premium incpme (but not additional 
administrative expenses), is shown in table 1 (attached). fu additio~ the estimated net reductions 
in Medicaid outlays iUe shown, reflecting (i) somewhat higher outlays for Medicare premiums and 

.. co~r~Ce;but (ii):significantlyl~weroutlays for prescriptJPn'dru~s. Under option 2.b, State 
MediC8ld programs would be reqUJred to rebate to the Medi:carepTgram an amount equal to 
their prior d~g spen~on ~ehalfofduhl ~eneficiaries.2 :w.~thel~~ce.Pti?n ofoptions 2.aand 
2.b, and agam excludmg,thelDlpact on Medicare and MedlC8ld adnJinistratlve costs, the. net 

.?U.dget ~pact ~fthese proposais.is ~enenil1y esti~ated ~ta little o~er 70 percent of the gross 
Increase 10 Medicare benefit expendttures shown In the table abovel . 

These estimates are based on the intermediate set . . ofeconomic and ' ~Iemograpbic assumptions 
from the 1998 OASDland MediCare Trustees Reports and assume the same growth trends 
estimated for overall prescription drug costs, as reported in our m st recent projection ofnational 
health expenditures. 3 

. Data on individual drug expenditures were dtawn from the ] 995 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-pocket costs under the various 
proposals. ... . . . . .. ., .. ···1 •. ..,' 

. , ' , . . " . " I .' . 

As withalty proposal to introduce a new medical benefit~· these eSti~ates are subject to substantial 
uncertainty. Actual future costs could differ significantly from these estimates. 

j«l.4T ~ 
Sallyf. Burnef. AS. A. 

Special Assista~t to the Chief Actuary 


I' 

2 For purposes ofestimating this. transfer, we have assumed that it wouldibe established for aU years at an 
amount equal to the estimated Medicaid spending on prescription drugs in fiscal ytar 2000. We have also asswned that 
a Federal requirement for State revenues would be found constitutional, although this outcOme seems far from certain. 

. J Se~ Sheila Smith et. aI., "The Next Ten Years ofHealth Spending: ,Whht Does The Future Hold?" Health 

Affairs, Vol. 17 NO.5 (September/October 1998). ' 
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Table I-Summary of key provisions of alternative proposals . 
to add coverage of prescription drugs to Medicare 

Option l.a 

Option l.b 

Option Lc 

Options 2.a 
and2.b! 

Option 3.a 

. Qption 3 .b· 

Option 3.c 

All beneficiaries No 

All beneficiaries No 

All beneficiaries No 

Low-income 
beneficiaries only: 
. Dual & QMB2 No 
SLMB&QI3 	 .No 

f 
Managed car~ \.\ ~. '~. ~1)~9 No '1 t- " 
enrollees only c "\vr . . 

~l'l~edoarnle ,~~ I~~~es 
emoeesoy :~? .' 
.All beneficiaries: . . -:: '.. .' .• . 
'~gedcate No 
Fee-for-service n.a... 

Deductible 

$50· 

$250 

$1,000 

None 
None 

$250 

$250 ....• : 

$250 

$1,000 


Maximum out-of-
Coinsurance ketcost 

20% 	 $1,000 il't I 
20% 	 $1,000 It,~ 
None $1,000 ilL. 

None 	 n.a. 5"\$2 per script n,a. 

20% 	 $1,000 

'20%' $1,000I 
j l.. .~ 
i 

20% $1,000 
None $1,000 

J 

I Under option 2.b, States would be required to rebate to the Medicare program an amoimt equal'to their prior drug spending on 

: behalf of dUal beneficiaries. Option La would not require this "maintenance ofeffort" payment. . ' 

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

3 Income and assets meeting existing standards for either SLMB, QIl, 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 r(lonthly SM! premium. Eligibility for the 

Medicare benefit under option 2 would be determined through the Medicaid brogram, using the existing income and 
asset criteriafor Medicaid eligibility. For all proposals \\ith drug deductibles, $e amou.o:t of the deductible woukI-not be 

. indexed in fu~e years. An !rlfective date. of January 1,2000 was ~ed for each proposal. 

.. ..... . . . .. ... . ... .. ·1 

itf\ (.()f .::" 	 ! 

Office o{the AettllU'y 
Health Care Financing Admin. 
October 23,1998 



Table z..-t.;stimated Medicare and Federal Medicaid costs (+) or savings (-) under 
alternative proposals to add coverage of prescription drugs to Medicare 

. (In biIHons) . 

Pro osal 

Option 1.a 
Medicare expenditUres.............. $20.6 S37.1 $40.4 $44.3 $48.6 $53.5 $59.1 $65.5 S72.8 $80.8 $191.1 $522.7 
Medicare premiums ..: ................ _'i":-4~.9=r-~-8r-..7r--....·-1'l'!9~.5~--.;1~0·n4-...,..--.;1"l"'1."'4_-~121""l.s~~.ln3.....8~""'.!-1'i'l:5-.;.3,---,,1'F6~.9_•..,.18~.~8_"1"-44~.9ir-....;-1"2;;;2:.;..2 
~etMedicare.iinpact................ 15,7 28.4 30.9 33.9' 37.2 41.0 45.3 50.3 55.8 62.0 146.2 400.6 

Fed. Medicaid expenditures ....... _~-Ir.'2~"""""i"J'-ln.4......-....-ml~.5:--"""i-...1.""7_-.;-r1."'9_'"-2n·l~"""7"i-2:-?4r-A-r'I'I2'"'!.7-.".",3'-z;1_"'-8'"3''F4-'T"'r:!-7r,'7.--:r:ii.2~1~.4 

Net budget impact..................... 14.6 27.0 29.4 32.2 35.3 38.9 4t9 47.5 . 52.8 58.5 138.5 379.1 


Option l.b 
Medicare expenditures.............. 17.0 30.9 34.1 37.7 41.8 46.5 51.8 57.9 64.7 72.3 161.6 454.8 
Medicare premiums ................... _'i"'-4r'O;-~-7~.2;-...,.-..;.7.;.;.;.9:---,;:-~8..,.7_""'"9~.'J;"7_-:i!-:iIOr-.'85-....;-1~2~.0r--J-li7.3".4,..----71'X'4.~9_--ir16T·~7-T.-3~7~.5:--i-lo.;;O~5.;.;.2
Net Medicare impact................. 13.1 23. 7 26.2 29.0 32.2 35.8 3§.8 44.5 49.8 55.6 124.1 349.7 

Fed. Medicaid expenditures ....... _T-lr-.~1___::;-,-I;-:.3r-....,-nl.....4r-.----;;";.,.-1-..6_"".7\1.-.:;-8_"i""2r-."I"'1----,'I""-2r"l.4r-'""l-r;2r·7r-.,.r?3"t'1.0,--,,-~3.""'4-'T'i"':-7;,;.;.3F>_~-2;X0~.8 

Net budget impact..................... 11.9 .22.S 24.7 27.4 30.3 33.7 37.5 41.9 46.8 52.2 116.9 328.8 


Option I.c 
Medicare expenditures.............. 11.4 21.2 24.1 27.5 31.4 35.7 40.6 46.1 52.4 59.2 115:6 349.6 
Medicare premiwns ................... _"""l-2~.5_-...,-4~.7~~-1"!'I5~.4.---,:;-6:-;-.•2_~'-7'7"'":11"'0_:n-8"...0,...---.n-9-:.1....-....-1;'?0"'J1.4....--,1'-":'1...,..8_-.,.1....3......4__-2,,,5.....,.9=;---=-7""'8..,....7 
Net Medicare impact................. 8.8 16.5 18.7 21.4 24.3 27.6 31.4 35.7 4O.S 45.8 89.7 270.8' 

Fed. Medicaid expenditures ....... -'-....,-1~.0it---.-i-l;.:.:.0i-~-,..,ql,.:.;j.2i--....-~1.~4_~-,;.:1..;;.6_::;i-1M,9it-~-2:-;,;;.2i--....,.-~2~.6~-,;:-~3.70_"'T-~3.-T4_~-6;.;;.3:-~-1;.;.9;,;...3

Net budget impact.................... f915.4· 17.5 19.9 22.7'·25.7 29.2 33.2 37.6 42.4 83.4 251.5 


Option 2.a 
Medicare expenditures.............. 5.5 9.9 10.8 11.9 13.1 14.4' 16.0 17.7 19.6· 21.7 51.2 140.6 
Medicare premiums ................... _..;.;':"lr-.4r----;:-2r.5r--_-~2.,.7__-w3.;,Ir0........;._-3~.x-3_ri-3n·6~~-4~.0~.-4..,...;.,;.4--t-4-T.~9_.,.-5r·":II"'4~....,-;n12~.8r-_-;7;3:75';,;..2
Net Medicare impact................. 4.1 7.4 8.1 8.9 9.8 10.8 It.O 13.3 14.7 16.3 38.4 105.5 

Fed. Medicaid expenditures ....... _-i-2~;1it--~-3M.li--_--:3~.4r--_-.,..3.'-:::-7__-4.,.;..0~---,-4.....5o:--_-4~.9__-....5..,..5,--_-6-,:0."1'1'0__-6,.... ."..7_ ....,-1""'6....,.3....-_·-4,",",3';.;,..9 

Net budget impact.................... 2.0 4.3 4.8 5.2 5.8 6.4 1.1 7..8 8.1 9.6 22.1 61.6 

Option Z.b / . .' 
. Medic3reexpenditures.............. 505 9.9 10.8 1l.9 13.1 i4~4. 16.017.7 19.6 21.7 51.2 140.6 
,M:(:dicare preri:UlllllS:...... ~ ....... :... -l.0-2.0 -2.2 -2.5 -2.8.' -3.1 -3.5 -3.9 -4.4 -4.9 -10.4 -30.2 

MOE tranSfer..,: .......................... _....,-I.,.;.,.5..-----;,-2,.;.,.0~--..".2..,.O_--.,..2..... -":II"'2.TO_-r-2T-.'ft"0_-....-9,.;.,.7..--_-...;,2,...0.;.,;,..0
0_...,-2;o;..0.,...._---;,-2~.O.__~-~i_i.0r__'"";--:r2.-=0_..... 
Net Medicare impact................. 2.9 5.9 6.6 7.4 8.3 9.3 16.4 11.7 13.2 14.8 31.1 90.S 

fed. Medicaid expenditures ....... _...;-2~.1F>_--i-3~.1i---.-~3:.:i.4r__--~3..,7__-4-:--:..0i----:-4r.:.;.5i--_-4...;,.:.;.9.--_-.;.5.~5---6~·TO~--6~."""7__-lri6n·3i--_-4~3.:.;..9 

Net budget iqipact.................... 0.8 2.8 3.2 3.7 4.2 4.8 5.5 6.3 7.1 . 8.1 14.8 46.6 


QptionJ.a ' .. 
Medicare expenditures.............. e) (I) (1) . e) e) . (I) (I) e) c) c) e) e) 
Medicare premiu~.. ; ................ -..;._. ,"(If-)_-(7t"1)1-'_..,.;(;nl'):-.-:---7el+)_...,,(lTo)_'.;.,.'._'"'(I}r·-...-:t~:):--.....,(~\)-·_-;-ctl+)__' 7t(Irf-}-.'_:-(rt'l)r---7(I+-I)
iNet MedicanUmpact.:............... . .<:) <I) . (I). <I) (') • (t) . ~I) .('). n (I) . (') e)

~edMedic3id expenditures ....... _.--:"'(~)f----1IC~)_...;.(~J):."..'_-11(I~)_~(~J)_.....,,(lf-)_~(~I)__' ~(If-)_~(~l)_--11(:rf-)._---?('*J)_---i(~J)

Net budget impact..................... (') (I> (Ir tl) e) (') ( ) (') n (J (I) (') 

Option l.b 
. Medicare expenditures.............. 6.2 11. 7 13.2 15.0 17.1 19.4 21.9 24 ..6 27.6 30.8 63.3 187.5 
Medicare premiums ................... __-1~.6iir----7-2r.:.;'9"..-_-..;;,3:-7.3:--....-,.3';.,;;.8_..-4~'i-3_'r.-4r·8F--r7-S,.;;;.5....--,-6~.I;......-,;:-6~.;.;.;9_.".-"'7'"1"7__.'7l'15....8i--r.l-46~.9 
Net Medicare impact................. J 4.7 8.8 9.9 11.3 12.8 14.5 16.4 18.4 20.7 23.1 47.4 140.7 

Fed. Medicaid expenditures ....... __0~.2R'""""'---;o0ro·3r--""T'l':0~.3r__'"TT0,,?4_..0~'":Ir"4_";""l0r..5~"""T'l'!01""l'.6r-~0..... 7
6_-.cT0."77_~0~.~8_...,.,1".....6"'"""--;""li"l"4-r.
Net budget impact.................... 4.8 9.1 10.2 11.6 13.2 15.0 17.0 19.1 21.4 23.9. 49.0 145.4 


Option J.c 
Med.icareexpeliditures ......... :.... 11.5 21.5 24.5 27.9 31.8 36.2 41.1 46.8 53.1 60.1 117:2 354.4 
Medicare premiums ................... _....,-2,..;..6i>:-.........,-4,.;.,.8o--~-,..,.5-;,.5,--...,.-6 ..,.2_ -8..;.;.2;;,..-.....,...,-9-l'.3~~-1!'70-,:;.6r__-,1'T'2.,.0_".,.1.,..3'"T6__-2,.;';6~~3","""~-7n-9..,..9........".3_.,..-7.,.. ... 
Net Medicare impact................. 9.0 16.7 19.0 21.6 24.6 28.0 31.8 36.2 4Ll 46.4 90.9 274.5 
Fed. Medicaid expenditures ....... _'-,-I~.0ir--r:i-l;.:.;.0i--~-,..,ql~.2r--,,;-7::1.~4_":I;'-~1.i-6_I!l"i-l;.;.;'9r--....,-~2~.2;..........,~-~2~.5:---.;.~2.,.9_.-3;;';'-r4_"'"Ol-6r:;.2""-""'!f'l!-1'1!9.".2

Net budget impact..................... 8.0 15.6 17.8 20.2 23.0 26.1 29.6 33.7 38.1 43.1 84.6 255.3 


1 Cost or savings of less than $50 million.: 

Notes: I. 	Estimates are based on the intermediate set of assumptions from the 1998 TruStees Reports and data from the 
Medicare Current Beneficiary survey (1995 Cost and Use File). 

2. Estimates shown exclude changes in Medicare and Medicaid ad.miI1istrative expenses. 
3. Sc!! tabl! 1§I\d ae~mpanying ~emorandum for summary of proposals. 
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