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Before I leave, I want to say a few words about an important new study that Senator
Daschle, Congressman Gephardt and I have just been briefed on, regarding the growing costs of
prescription drugs, and the burden these costs are placing on senior and disabled Americans.
The study is from Families U.S.A. It is a careful and compelling piece of work, and I want to
thank the Families U.S.A President Ron Pollack for providing it.

For over a year now, 1 have been arguing that we as a nation ought to use this historic
moment of strength and prosperity to mest America’s long-term challenges—especially the
challenge of helping all seniors afford prescription drugs that can lengthen and enrich their lives.
More than three in five American seniors today lack affordable and dependable prescription drug
coverage. Today’s report shows that the burden on these seniors is getting worse.

According to the report, the price of the prescription drugs most often used by seniors has
risen at double the rate of inflation for six years, including this past year. The burden of these
rapidly rising prices falls hardest on seniors who lack drug coverage, because they do not receive
the benefits of price discounts that most insurers negotiate. Indeed, the gap between drug prices
for people with insurance versus those without insurance nearly doubled, from 8 to 15 percent,
between 1996 and 1999.

Seniors living on fixed incomes simply cannot continue to cope with these kinds of price
increases. That is why we must take action to help them—not next year or the year after that,
but this year.

In my budget, I have proposed a comprehensive plan to provide a prescription drug
benefit that is optional, affordable, and accessible for all. A plan based on price competition, not
on price controls. A plan that will boost seniors’ bargaining power to get the best prices
possible. A plan that is part of an overall effort to strengthen and modemize Medicare — so we
will never have to ask our children to shoulder our burden when we retire.

I am gratified to see growing bipartisan support for adding a prescription drug option to
Medicare since I raised the idea last. Earlier this month, Republican leaders in the House put
forth the outlines of a plan that has, as a stated goal, providing access to affordable coverage for
all seniors. It’s good if the leadership now agrees with our goal. Unfortunately, their current
plan won’t meet that goal. It would subsidize insurance companies to offer prescription-drug-

only policies for middle-income seniors—policies the insurance industry itself has already said it
won’t offer.
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And because the plan would provide direct premium support only to low-income seniors
and disabled Americans, it would do nothing for those with modest, middle-class incomes
between $15,000 and $50,000. Nearly half of all Medicare beneficianies who lack prescription
drug coverage fall into that category. For them, rising drug prices are eating away at their
financial independence. For instance, according to this new report, a widow taking medication
for diabetes, hypertension, and high cholesterol, who lives on $16,700 a year must spend about
$2000 a year--nearly 14 percent of her income--on those prescription drugs. That’s not
unusual——and for a nation that cares about its seniors, it’s unacceptable.

Moreover, the majority’s plan is a phantom as long as the leadership insists on moving
forward with a budget resolution that would spend every dime of the surplus and then some over
the next ten years on tax cuts. If the uresponsible and unrealistic spending cuts this budget calls
for don’t materialize, then the tax cuts will make it impossible to pay down the debt, and would
leave nothing left for a prescription drug benefit. Any prescription drug plan that is not
adequately financed, is not available to all, and is not affordable to all, is not a real plan at all.

The balanced budget I have proposed would provide a voluntary drug benefit for all
seniors, with plenty left over to pay down the debt; lengthen the life of Social Security and
Medicare; and increase investments in education and other areas. It provides a prescription drug
benefit all seniors can afford, in a way America can afford.

I am truly encouraged by the progress we have made on this issue. Both parties have
come to support the idea of adding a voluntary prescription drug benefit to Medicare. Both
parties have agreed to the principle that this benefit should be available and affordable to all
Americans. There is no reason we can’t come to an agreement on the details of how to provide
it. Because fundamentally, this is not a Democrat or Republican issue. It’s an American issue.

I want to thank my good friends Sen. Daschle and Rep. Gephardt for their support on
this, and T want to invite them to say a few words. First, Rep. Gephardt.
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I. INSURANCE GAPS FOR
MEDICARE BENEFICIARIES

Ower One-Third of Medicare Beneficiaries Spend More than

$1,000 Annually On Prescription Drugs

Beneficiaries By Total Drug Spending, 2000
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Over 3 in 5 Beneficiaries Do Not Have
Dependable Drug Coverage
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*NOTE: “No coverage” is defined as lacking coverage throughout the year; 47 percent of beneficiaries lacked coverage for part of the year
SOURCE: Actuarial Research Corporation for HHS, point-in-time



Medigap Premiums For Plans
Including Drugs Are High And
Increase With Age

Monthly Premiums
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Sample Premiums for 1999. General Accounting Office (March 2000). For Plans I which covers basic Medicare cost sharing plus 4
prescription drugs with a $250 deductible, 50% coinsurance, and $1,250 benefit limit.




Caps on Medicare Managed Care
Drug Benefit Are Getting Lower

Plans With A $500 Or Lower Limit Has Increased By 50%*

Proportion of Plans With Limit of $500 or Less
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* Nearly three-quarters of plans will cap benefit payments at or below $1,000 in 2000 (not shown)
Source: HHS analysis of plan submissions for 2000; preliminary. Plans with unlimited generics and limited brand name drug
spending are included with plans that cap all drug spending,



Retiree Health Coverage Is Declining

30% Fewer Firms Are Offering Retiree Health Benefits
Ower Time, Will Result in Fewer Retirees Having Employer-Based Coverage

Firms Offering Retiree Health Coverage
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Most Uninsured Are Not Low-Income

Ower Half of the 12 Million Medicare Beneficiaries Who Lack Drug Coverage
Haze Incomes Greater Than 150 Percent of Poverty (nearly $17,000 for a couple)

Income of Beneficiaries Without Drug Coverage , 1996
(As A Percent Of Poverty)
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SOURCE: Data from DHHS (April 2000). Prescription Drug Coverage, Spending, Uilization, and Prices. Washington, DC: US. DHHS/
In 2000, 150 percent of poverty for a single person is about $12,525, for a couple is about $16,875



The Lack of Drug Coverage Today Is Similar
to the Lack of Hospital Coverage in 1963
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*These are Medicare beneficiaries who lacked drug coverage for part or all of 1996.
SOURCES: Moon, (1996) “What Medicare Has Meant to Older Americans,” Health Care Financing Review.
Data from DHHS (April 2000). Prescription Drug Coverage, Spending, Utilization, and Prices. Washington, DC: US. DHHS




II. IMPLICATIONS OF LACK OF
DRUG COVERAGE

Those Lacking Drug Coverage Pay More for Less

Uncovered Fill Neardy 30% But Pay 83% More Out-Of-
Fewer Prescriptions... Pocket For Drugs
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SOURCE: Data from DHHS (April 2000). Prescription Drug Coverage, Spending, Utilization, and Prices. Washington, DC: U.S. DHHS




Retail Price Gap for Seniors With and
Without Insurance Has Doubled

Ratio of Typical Retail Difference in Prices at the Retail Pharmacy for
People With and Without Insurance-Negotiated Discounts™
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*NOTE: This does not include manufacturers’ rebates which, according to industry sources, range from 2 to 37 percent.
SOURCE: Data from DHHS (April 2000). Prescription Drug Coverage, Spending, Utilization, and Prices. Washington, DC: U.S. DHHS




III. PRESIDENT’S PROPOSAL

Prescription Drug Proposal

« Option for All Beneficiaries

— Not limited to low-income beneficiaries

— Guarantee of at least one plan choice

« Affordable for Beneficiaries & Program
— $26 per month in the first year (50 percent of total premium)

— Medicaid premium assistance below 150 percent of poverty; Medicaid
cost sharing assistance below 135 percent of poverty

— Provides privately-negotiated discounts, gained by pooling
beneficiaries’ purchasing power, for all drug expenses
* Assures Basic Benefit
— No deductible, 50 percent coinsurance up t0$5,000 (phased in)

— Prowvides $35 billion to add protections against catastrophic costs
i



Competitive and Efficient
Administration

 Structured Like Private Insurance Coverage

— Competitively selects private benefit manager to deliver
benefit to enrollees in traditional program

— Managed care plans can offer the benefit directly or
contract with a benefit manager for the services

— No price controls, no new bureaucracy

* Incentives for Retiree Employer Coverage

_ Premium assistance provided to employers that choose to
offer or retain retiree drug coverage

» Assures High Quality & Access to Needed

Medications
12




Broader Medicare Reforms Are Needed

Medicare Faces Demograpbic and Other Health Care Challenges As
- Enrollment Doubles With the Retirement of Baby Boom Generation

E nrollment in Millions
90 .
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Other Elements of the President’s

Medicare Reform Plan:
Making Medicare More Competitive

* Creates the Competitive Defined Benefits Program that
injects price competition into Medicare managed care. For
the first time, plans would be paid based on what they bid,
not based on a complicated, statutory formula.

* Beneficiaries would be able to reduce their Medicare
premiums by choosing lower-cost private plans, saving
money for both beneficianies and the program.

* Competition would be based on price, not benefits. Unlike
today, all beneficiaries would have a Medicare prescription
drug option, not just those in managed care.

14



Adding Private Purchasing Tools to
Traditional Medicare

« Allows Medicare to adopt innovate private-sector practices
to improve efficiency and quality, like:
— Disease and chronic care management programs

— Competitive pricing for goods and services like durable medical
equipment

— More flexible private contracting authonty

— Anti-fraud and abuse policies

15



Modemizing Preventive Benefits and
Cost Sharing

Eliminates copayments and deductibles for all preventive services
covered by Medicare, including colorectal cancer screening, bone mass
measurements, pelvic exams, prostate cancer screening, and
mammographies

Rationalizes cost-shanng requirements to help pay for the prescription
drug and preventive benefits by adding a 20 percent copayment for
clinical laboratory services and indexing the Part B deductible for
inflation

Reforms Medigap policies by working to add a new lower-cost option
with low copayments and provide Medicare beneficiaries easier access to
and a better understanding of Medigap policies

Includes the President’s Medicare Buy-In proposal which provides an
affordable coverage option for vulnerable Amencans between the ages of
55 and 65 16




Dedicating Part of the Non-Social
- Security Surplus to Medicare

e Dedicates $299 billion over the next 10 years from the non-
Social Security surplus to strengthen Medicare’s financing.

« Together with reforms, this extends the life of the Medicare
Trust Fund past 2030.

» Tt also has the effect of reducing public debt, contributing
towards the President’s goal of eliminating debt by 2013.
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Medigap Premiums For Plans
Including Drugs Are High And
Increase With Age
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Caps on Medicare Managed Care
Drug Benetit Are Getting Lower

Plans With A $500 Or Lower Limit Has Increased By 50%*

Proportion of Plans With Limit of $500 or Less
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* Nearly three-quarters of plans will cap benefit payments at or below $1,000 in 2000 (not shown)
Source: HHS analysis of plan submissions for 2000; preliminary. Plans with unlimited generics and limited brand name drug
spending are included with plans that cap all drug spending.



Retiree Health Coverage Is Declining

30% Fewer Firms Are Offering Retiree Health Benefits
Ower Time, Will Result in Fewer Retirees Having Employer-Based Coverage

Firms Offering Retiree Health Coverage

50% -
40%

40% -

28%

30% -

20% -

10% -

0%

1994 ' 1999

SOURCE: Mercer Foster-Higgins, 1999 - 6



Most Uninsured Are Not Low-Income

Over Half of the 12 Million Medicare Beneficiaries Who Lack Drug Coverage
Have Incomes Greater Than 150 Percent of Poverty (nearly $17,000 for a couple)

Income of Beneficiaries Without Drug Coverage , 1996

(As A Percent Of Poverty)
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In 2000, 150 percent of poverty for a single person is about $12,525, for a couple is about $16,875



The Lack of Drug Coverage Today Is Similar
to the Lack of Hospital Coverage in 1963
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Ratio of Typical Retail Difference in Prices at the Retail Pharmacy for
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ITII. PRESIDENT’S PROPOSAL

Prescription Drug Proposal

« Option for All Beneficiaries

— Not limited to low-income beneficiaries

— Guarantee of at least one plan choice

 Affordable for Beneficiaries & Program
— $26 per month in the first year (50 percent of total premium)

— Medicaid premium assistance below 150 percent of poverty; Medicaid
cost sharing assistance below 135 percent of poverty

— Provides privately-negotiated discounts, gained by pooling
beneficiaries’ purchasing power, for all drug expenses

 Assures Basic Benefit
— No deductible, 50 percent coinsurance up t0$5,000 (phased in)

— Provides $35 billion to add protections against catastrophic costs
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Competitive and Efficient
Administration

» Structured Like Private Insurance Coverage

— Competitively selects private benefit manager to deliver
benefit to enrollees in traditional program

— Managed care plans can offer the benefit directly or
contract with a benefit manager for the services

— No price controls, no new bureaucracy

« Incentives for Retiree Employer Coverage

— Premium assistance provided to employers that choose to
offer or retain retiree drug coverage

« Assures High Quality & Access to Needed
Medications
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Broader Medicare Reforms Are Needed

Medicare Faces Demographic and Other Health Care Challenges As
Enrollment Doubles With the Retirement of Baby Boom Generation
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Other Elements of the President’s

Medicare Reform Plan:
Making Medicare More Competitive

o Creates the Competitive Defined Benefits Program that
injects price competition into Medicare managed care. For
the first time, plans would be paid based on what they bid,
not based on a complicated, statutory formula.

* Beneficiaries would be able to reduce their Medicare
premiums by choosing lower-cost private plans, saving
money for both beneficiaries and the program.

 Competition would be based on price, not benefits. Unlike
today, all beneficiaries would have a Medicare prescription
drug option, not just those in managed care.
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Adding Private Purchasing Tools to
Traditional Medicare

« Allows Medicare to adopt innovate private-sector practices
to improve efficiency and quality, like:
— Disease and chronic care management programs

— Competitive pricing for goods and services like durable medical
equipment

— More flexible private contracting authonty

— Anti-fraud and abuse policies
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Modemizing Preventive Benefits and
Cost Sharing

Eliminates copayments and deductibles for all preventive services
covered by Medicare, including colorectal cancer screening, bone mass
measurements, pelvic exams, prostate cancer screening, and
mammographies

Rationalizes cost-sharing requirements to help pay for the prescription
drug and preventive benefits by adding a 20 percent copayment for
clinical laboratory services and indexing the Part B deductible for
inflation

Reforms Medigap policies by working to add a new lower-cost option
with low copayments and provide Medicare beneficiaries easier access to
and a better understanding of Medigap policies
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Dedicating Part of the Non-Social
- Security Surplus to Medicare

e Dedicates $299 billion over the next 10 years trom the non-
Social Security surplus to strengthen Medicare’s financing.

« Together with reforms, this extends the life of the Medicare
Trust Fund past 2030.

« It also has the effect of reducing public debt, contributing
towards the President’s goal of eliminating debt by 2013.
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QUESTIONS AND ANSWERS ON PRESCRIPTION DRUGS

If you are serious about trying to pass a drug benefit this year, why are you
criticizing Republicans instead of reaching out to them and trying to build a
consensus?

The President praised the Republicans for their commitment to goals which he shares —
but feels that it is necessary to ensure that the policy actually achieves the goals. He
believes it’s important that we clarify where the policy comes up short. This will help,
not hurt, the possibility of achieving a compromise on this issue because it will improve
the chances that these policies can be modified in time for the Congress to pass them in a
form that is acceptable to the President and the beneficiaries they are designed to help.

Are you in the position to confirm that the numbers in the Families USA study are
correct? Can you vouch for their accuracy?

The report produced by Families USA seems to largely mirror many of the findings that
HHS and other independent experts have produced. Moreover, the researcher who has
done the work on these numbers (Dr. Steve Shondlemeyer) is an extremely well
respected analyst who has been cited for years by the Congress and others for his
independent analyses.




Q1:

QUESTIONS AND ANSWERS ON PRESCRIPTION DRUGS
April 20, 2000

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

First, it is encouraging that the Republican leadership has finally begun to work on
proposals to provide prescription drug coverage to Medicare beneficiaries. Last year, the
Republicans were unwilling to even discuss this issue, and this year, they are saying that they
want to help make prescription drugs more affordable to all Medicare beneficiaries.

The policy doesn’t live up to the rhetoric. While this 1s an encouraging development, the
major problem is that their policies don’t match their rhetoric. Their approach is underfunded,
unlikely to be available to all beneficiaries, and would inevitably be unaffordable to millions of
seniors and people with disabilities, even if it is available in some places.

o Reneges on funding commitment for a meaningful prescription drug benefit. Just
recently, we learned that the Republicans proposed a budget resolution that dedicated as
little as $20 billion to improving the Medicare program to include a prescription drug
benefit. Moreover, because they are refusing to release 10-year numbers on their proposal,
we fear they are attempting to conceal the fact that their exploding tax policy will eat up
virtually all revenue necessary to adequately fund a drug benefit into the future.

e Does not assure availability of prescription drug coverage. And because the Republican
plan relies on private insurers to voluntarily offer a drug-only benefit, this policy cannot be
guaranteed to be available to all seniors in need of a drug benefit. The insurance industry
itself has expressed skepticism on the Republican approach. Chip Kahn, president of the
Health Insurance Association of America, said recently, “I don’t know of an insurance
company that would offer a drug-only policy like that, or even consider it... The idea of
marketing a plan with just drugs has all kinds of problems.”

e Not affordable for most seniors, even if it is available. Furthermore, because they only
provide direct premium assistance to beneficiaries with annual incomes of under $12,600,
the Republican benefit will almost inevitably fail to be an affordable option even if it’s -
available. This would be the first time in the program’s history that we did not provide
universal premium assistance for benefits, and it would undermine the social insurance
concept of the program.

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

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




Q2:

Q3:

Q4:

Qs:

Q6:

Would the President veto a prescription drug plan that was limited to low income
beneficiaries?

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

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

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

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

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

Doesn’t the revised Trustees’ Report released today reduce the pressure for reform?

The Trustees’ Report does not change the fact that the Medicare population will double from
40 to 80 million beneficiaries over the next 35 years. The longer we wait to reform the
program, the harder it will become to address the challenges it faces. In particular, the baby
boomers recognize the importance of starting now to make the program more efficient, prepare
it to meet the challenges of the 21* century, and ensure they will not be a burden on their
children. They also understand that avoiding this problem will not make it go away.

How can you justify a revenue transfer of $300 billion to the Medicare program to extend
solvency at a time when the Medicare program is more solvent than ever? Doesn’t this
effectively kill the President’s proposal to use surplus dollars in this way?

2




Q7:

Q8:

Q9:

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

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

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

Why do you believe today’s announcement from the Medicare actuary enhances the
likelihood that the Congress will pass a prescription drug benefit this year?

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

If Democrats and Republicans are so far apart, is compromise even possible?

The Republican party has moved a long way in just the last year. Last year, they wouldn’t even
mention the drug issue; then they suggested a low-income block grant approach; and now,
although it is still severely flawed, they are suggesting some type of benefit for all Medicare
beneficiaries. We hope and believe this evolution will continue, especially as we continue to
inform the public and the Congress about the extent of this overwhelming health care challenge
and realistic and workable policy options emerge from the Congress.




Q10:

Q11:

Q12:

Q13:

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

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

Aren’t both the Democrats and the Republicans dedicating significant resources to a drug
benefit? Is there really a difference between the two proposals?

Unfortunately, there is a large difference between the President’s proposal and the House -
Republican outline. Although it’s difficult to say for certain, since the Republican
announcement raises more questions than it answers, it is clear that their approach could not
assure access to an affordable, voluntary, prescription drug benefit for all Medicare
beneficiaries. As the President has stated repeatedly, we need to have an adequately financed
voluntary prescription drug benefit that all Medicare beneficiaries in need of coverage can
access. The design of this policy, no matter how many dollars are dedicated to it, will make a
difference in its accessibility and affordability to both beneficiaries and the program as a whole.

Having said this, it is also clear that the Republican leadership has not even agreed to dedicate
the same level of resources that the President has.

Are you abandoning your proposal to structurally reform the program? Why are you
focusing almost exclusively on the prescription drug benefit?

The President has never made a statement about the need for a new prescription drug benefit
without underscoring his strong belief that it should be provided within the context of broader
reform within the program as a whole. Clearly, the prescription drug benefit is viewed by
many — and likely is — the engine for this necessary reform. Moreover, we have been informed
by Members of the Senate Finance Committee that they agree that we should not pass any
prescription drug benefit without also passing some important reforms that make Medicare
more competitive and efficient.

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

The Vice President has designed a very thoughtful proposal to provide protection against
catastrophic drug costs. The President indicated that he wanted us to work with the Congress
to evaluate and develop a joint approach to dealing with this issue as we collaborate with the
Congress on the design and structure of a voluntary prescription drug benefit. In our
discussions with the Congress, we continue to evaluate options for developing a stop-loss
insurance benefit. We are confident that we will be able to achieve consensus on the best way
to provide protections for beneficiaries who are burdened by catastrophic drug costs.

4




Q14:

Q15:

Q16:

Would the Administration support the use of multiple pharmacy benefit managers
(PBMs) within a region as a means of increasing Congressional and pharmaceutical
industry support for a Medicare drug benefit? What’s wrong with having multiple
PBMs?

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

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

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

Won’t the introduction of any Medicare prescription drug benefit give employers who are

struggling to afford prescription drug coverage today an excuse to drop it?

A:

A well-designed Medicare prescription drug option should not result in further erosion of
retiree coverage — and could, in fact, increase coverage. Employers who offer prescription drug
coverage to retirees today do so because they think it is an important part of their employee
compensation package. While rising costs have resulted in a number of employers dropping
this coverage, the President’s proposal, which allows them to offer the same coverage for less,
should stop — if not reverse — this trend. The proposal would make a special premium
assistance payment for (1) employers that offer meaningful prescription drug coverage or (2)
for beneficiaries whose employers buy them into the Medicare benefit. This is a voluntary
incentive for employers and, in a recent survey, four out of five who now offer coverage said
that they would take it. The Congressional Budget Office reports that 75 percent of retirees
with coverage would elect to keep that coverage.




Q17:

Q18:

Q19:

Q20:

Isn’t the President’s employer incentive proposal just paying employers more for what
they are already doing?

It is important to put this incentive program in context. While the incentive payment is more
than today’s tax subsidy, it is less than what retirees would get if they were directly enrolled in
the new Medicare option. In other words, if the lack of an incentive program resulted in
employers dropping their coverage, then Medicare would pay more for the retirees than it
would pay if the retiree stayed in the retiree plan with the incentive program. By pooling lower
employer contributions with lower Medicare premium assistance, everyone wins under this
option.

Why not include a “maintenance of effort” provision to ensure that employers do not
drop drug coverage when the Medicare prescription drug benefit begins?

The President’s plan uses incentives rather than mandates to encourage employers to continue
their retiree coverage. This not only ensures that the employers who voluntarily offer retiree
coverage are not penalized, but encourages employers who do not now offer retiree drug
coverage to do so.

The Congressional Budget Office (CBO), in its April analysis of the President’s budget,
assumes that “only 25 percent of employers would accept the premium subsidy and keep
their current drug coverage for Medicare-eligible retirees.” Aren’t they suggesting that
the President’s proposal does not work?

CBO staff have indicated that they did not include in their estimates the incentive payment for
those employers buying retirees into Medicare Part D. If they estimated the complete policy
and relied on the same study they cite, then 80 percent of employers would participate in the
incentive plan.

Merck-Medco recently announced that they will provide uninsured Americans over the

age of 18 with price discounts on prescription drugs. Doesn’t this indicate that the
pharmaceutical companies are moving in the right direction without Federal intervention?

A:

We welcome this recognition of and response to the fact that uninsured Americans are paying
the highest prices in the world for prescription drugs. We are still reviewing the specific details
of the policy and commend Merck-Medco for its initiative, but, as the company acknowledges,
having access to a discount in no way replaces the need for prescription drug coverage for
Medicare beneficiaries.
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'Widow living on $12,525 a year (150% of poverty)

Diabetes, hypertension, & high cholesterol Acid reflux disease

Drug costs consume up to 18.3% of income Drug costs consume up to 11.6% of income
Annual Cost:

Glucophage 500mg (diabetes) $ 708 Prilosec 20mg  Annual Cost: $1,455

Procardia XL 30/60mg (hypertension) - $ 521/901

Lipitor 10mg (cholesterol) : $ 686

Totel:  $1,915/2,295 L.z
1% FamiliesUSA
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‘Widow living on $16,700 a year (200% of poverty)

Diabetes, hypertension, & high cholesterol Acid reflux disease

B

Drug costs consume up to 13.7% of income Drug costs consume up to 8.7% of income
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Lipiter 10mg (cholesterol) $ 686 : |
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INTRODUCTION

Er older Americans, the affordability of prescription drugs has
long been a pressing concern. Outpatient prescription drug coverage is
one of the last major benefits still excluded from Medicare, and the
elderly are the last major insured consumer group without access to
prescription drugs as a standard benefit. Although many Medicare
beneficiaries have access to supplemental prescription drug coverage,
too often that coverage is very expensive and very limited in scope.
What is more, such coverage is on the decline.

As a result, older Americans—who are by far the greatest consumers
of prescription drugs—pay a much larger share of drug costs out of
their own pockets than do those who are under 65. The elderly are also
least likely to receive the benefit of price discounts for prescription
drugs—discounts that are provided to bulk purchasers of drugs,
including health plans covering younger populations. This means the
prices of prescription drugs have a greater impact on older Americans
than on younger persons.

In 1999, Families USA found that the prices of the 50 prescription drugs
most commonly used by older Americans rose much faster than the rate of infla-
tion for each of the previous five years.! To determine if this trend of steadily
increasing prices for prescription drugs has improved, remained the same, or
worsened from 1999 to 2000, Families USA gathered updated information on
the prices of the prescription drugs most commonly used by older Americans.

Our analysis shows that, in each of the past six years, the prices of the 50
prescription drugs most used by older Americans have increased considerably
faster than inflation. While senior citizens generally live on fixed incomes that are
adjusted to keep up with the rate of inflation, the cost of the prescription drugs

they purchase most frequently has risen at approximately two times the rate of

inflation over the past six years and nearly two times the rate of inflation in the
last year.

doo7
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FINDINGS

The prices of the 50 prescription drugs® most frequently used by the elderly
rose by nearly two times the rate of inflation during calendar year 1999.¢
On average, the prices of these top 50 drugs increased by 3.9 percent from

January 1999 to January 2000, though the general rate of inflation in that
period was 2.2 percent. (See Table 1.)

From January 1999 to January 2000, of the 50 drugs most commonly used
by the elderly:

= Fewer than one-quarter of these drugs (12 out of 50) rose less than the
rate of inflation. For nine of these drugs, there was no increase in price.
s Two-thirds of these drugs (33 out of 50) rose 1.5 or more times the rate

of inflation.

= Half of these drugs (25 out of 50) rose two or more times the rate of
inflation.

=« Nearly one-third of these drugs (15 out of 50) rose at more than three
times the rate of inflation.

= One-fifth of these drugs (11 out of 50) rose at more than four times the
rate of inflation.

Among the 50 drugs most frequently used by seniors, the following drugs

rose most significantly in price from January 1999 to January 2000:.

= furosemide (a diuretic manufactured by Watson that is used to treat
conditions such as hypertension and congestive heart failure), which rose
by 50.0 percent (approximately 23 times the rate of inflation);

= Klor-Con 10 (manufactured by Usher-Smith and used as a potassium

replacement) rose 43.8 percent (approximately 20 times the rate of
inflation);

* The data on average drug price increases used in this report weight drug price increases by sales. This
means that the average drug price increases reported take into account the market share of each of the 50
top-selling drugs. This is the methodology often used by industry sources.
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« metoprolol (manufactured by Mylan and used as a beta blocker) rose
15.8 percent (more than 7 seven times the rate of inflation);

« APAP/propoxyphene (manufactured by Mylan and used as a pain reliever)
rose 15.4 percent (7 times the rate of inflation); and

» Premarin (manufactured by Wyeth-Ayerst and used for estrogen

replacement) rose 12.1 percent (5.5 times the rate of inflation).

M Over the six years from January 1994 to January 2000, the prices of the
prescription drugs most frequently used by older Americans rose, on
average, 30.5 percent. This increase was twice the rate of inflation, which
was 15.4 percent over that period. (See Table 2.)

B Of the 50 drugs most frequently used by older Americans, 39 have been on

the market for the six-year period from January 1994 to January 2000.

s The prices of 37 of those 39 drugs increased faster than the rate of
inflation over the six-year period.

« More than three-quarters of those drugs (30 out of 39) rose at least 1.5
times as fast as the rate of inflation over the six-year period.

» Half of those drugs (22 out of 39) rose at least two times the rate of
inflation over the six-year period.

s More than one-fourth of those drugs (11 out of 39) rose at least three
times the rate of inflation over the six-year period.

= The prices of 6 of the 39 drugs increased at least five times faster than

the rate of inflation over the six-year period.

B Of the 39 drugs that were used most frequently by seniors and that were
on the market from January 1994 to January 2000, the drugs that rose most
| significantly in price were:
» lorazepam (manufactured by Mylan and used to treat conditions such as

anxiety, convulsions, and Parkinson’s disease), which rose by 409 percent

(almost 27 times the rate of inflation);

"
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» furosemide, which rose by 210 percent (almost 14 times the rate of
inflation);

» Klor-Con 10 (manufactured by Upsher-Smith and used as a potassium

replacement), which rose by 164 percent (almost 11 times the rate of

inflation);

Imdur (manufactured by Schering and used to treat angina), which rose

by 122 percent (eight times the rate of inflation); and

« Lanoxin (manufactured by Glaxo Wellcome and used to treat congestive

heart failure), which rose by 90 percent (almost six times the rate of
inflation).

Of the 39 drugs that were used most frequently by seniors and that were

on the market for the period from January 1994 to January 2000, 31

increased in price on at least six occasions during those six years. During

those years, the following drugs increased in price at least nine times:

=« Imdur, whi_ch increased 11 times;

» Premarin, which increased 10 times;

» Atrovent (manufactured by Boehringer Ingelheim and used as a
respiratory agent in the treatment of asthma, bronchitis, and
emphysema), which increased 10 times;

« Synthroid (manufactured by Knoll and used as a synthetic thyroid agent),
which increased 9 times; and

= K-Dur 20 (manufactured by Schering and used as a potassium replacement),
which increased 9 times.
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Table 2
Cumulative Price Change of the Top 50 Drugs (by Number of Claims) Used by the Elderly®

Rarkbty  Brand MName

Swength  Lowe Theropeutic Number of

Curaulanve Aultiple
# of Drug g Categary Price Changes  Changet ef CPI
Claims 1964.200 1294.2000 1994.2020
1 lanoxin b 013mg tab Cardicc Glycoside 5.9
2 Prilosec

20 mg cap cr
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rk !'L""ﬁ:r‘.j!!‘“f T
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:;.5 mg“ |ab ! “ACE Inhibitor
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13 Fosumux 10mg lab Odeopomllx 'l'malmont 6 nm nm

\A Synthrord b 0.05 mg tub Synlhehc 'Ihymld Agenl 9 51.3% 34

A jiE bt PR L M e e auljrnay et B ot AR H i
21 APAF/pmpcuyphem b 650 mg tab Oplule Agonhi 2 A) 4% 2.7
22 Cozaqr 50mg tab Anglolenun Il lnhubﬂor . 4 nm nm

B B¢ i i ; : - ] . _]1‘-’."'
) Respimlory Agent o -

Anﬁeoagulcnl
—
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37 Pravechel 20mg upwummg Agont 8 40.4% 246
38 Coumcldm 6
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"i.uu ; i Hik 'hn (T SLLb o i s D Bl o
41 Mevacer 20 mg lab . hpld-l.ownnng Agent 5 21.0% 1.4
42 Paxll . 20mg tab Anﬁdepreuont 33.1% 2. 2

l

R
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L

ARG R RO el e R
45 Relofen "00 mg tab AnMnﬂammntory/Analgulc 6 28. 8%
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e
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nm Not marketed during pad ot all of the period indicated.
* Based on price as of January 31 for sach year reported. Drugs are listed In d ding order of expandiuras.
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* The weighted avarage was colauloted based on 1998 expenditures for sach drug In the Pennsytvania PACE program,
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Table 3

Wholesale Cost Per Year of Therapy for Top 50 Drugs (by Number of Claims) Used by the Eldery*
kank by Brond Nome Strength 1994 1995 1996 S 1997 1994 (A% 2000

# of Drug Cost/ Cest/ Cost/ Cost/ Cost/ Cost/
Claims Year Year Yeor Year Year Year

1 lonoxin b 0.13 mg tab $ 39 $ 4§ 43 $ 51 § 64 $ 74
2 Prilosec 20 mg cap cr $1 353 $ 1,325 $1,325 $1 325 $1375 $1 A12
4 i IS i H PRSI e iy

grE
i e W
5 Pepcid 20mg tab $ 524 $ 542 S 562 $ 583 $ 603 $ 622

tab $

= ey

$
_51564374575

' i Sl irpdylatin s '. n.. i ARH R g gl .j’."nu
9 Vasotec 5 mg tab $ 322 § 333 § 347 $ 372 & 384 § 39
10 Procardia XL 30 m tab cr $ 432 S 450 3 465 $ 479 § 492 § 505 ¢ 521
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%ﬁi’u 4 ﬁ{‘,-.“..:.;p".:‘.m
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$ 631 § 651 § 696 § 741

13  Fosomax
14 Synlhrold

3 331
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thind N ,. i .. 1 - bl .' (.' i
$ 385 $ 385 $ 385 S 385
am $ 402 $ 416 3 441

313 s N3
$ 217§ 225

$ 313 § 213
§ 236§ 248

$ 475 % 498

L VAl
92
S 433

t
$ 395

ot GG e Tk AL
s 466 $
3 540 $ 540

R
nm $ 540

s e LR
33 Mluculcm

34 mnhdlna Hd b

% 7178 753
$ 207 3 215

s aso
$ 226 § 237

$ 690
$ 199
)

ERiNE] Li
$ 663
192

DO PR
37 vaachol
38 Coumodm b

il R 1R LR prih AUthH
$ eso $
$ 813

$ 850
$ 78

% 821
$ 753

s 790
$ ™

il et
$ 761
3 664

5
i .ul.fu

SRR i Rl R '12 s SR St Bl ‘t.iL -
45 Relufsn S 714 § 776 $ BIV $ 843 s 884 § 884
46 Cardizem CD b $ 127 § 127 $ 133 $ 139 $§ 144 § 159
Ig‘w-"m al—nvn\- "!:p. |‘=ﬂ F DA oA R T L P Q‘:l}- : ul g %-nggp 1
5@ _‘!:‘l-:ggv Jﬂ‘hﬁ" uln;? "ﬂ H Al e G l- Gl ﬁ%k‘l’g g}d’ i x' .F‘F‘ ﬁ" g
49  lorazepam 106 120 $ 124 § 124 $ 469 493
50 Demadex am $ 187 § 205 $ 229 $ 237 § 237 $ 249

nm Not marketed during part or all of the period lndicated.

* Based on prica as of January 31 for each year and usual dose as repocted in PriceChak PC. Drugs are listed in d ding order of
¥ Generic or comarkeiad versions of this drug product are avallable.
“The weighted average was calculated based on 1998 expenditures for sach drug Inthe Pennsytvania PACE progrom.

SOURCE: Compiled by PRIME Institute, Univarsity of Minnesola for Families USA. Based on data published by the Pannsylvania Pharmaceutical Assisiance Coniraci for th
Eidarly {PACE] and data found in PaceChek PC, published by MediSpan (First Databark, Indianapolis), April 2000.
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DISCUSSION

The prices of prescription drugs used by older Americans continue to rise
faster than the rate of inflation. Over the past year, prices for the 50 drugs most
commonly used by the elderly rose nearly two times the rate of inflation. This
continues the trend experienced in the prior five years. From January 1994
through January 2000, the prices of the drugs most widely prescribed for seniors
also increased by twice the rate of inflation.

For seniors—many of whom live on fixed incomes—prescription drugs be-
come increasingly unaffordable as prices continue to rise at double the rate of
inflation. Mounting drug prices are especially burdensome for the one-third (34
percent) of seniors who have no insurance coverage for prescription drugs
throughout the year as well as for the nearly half (47 percent) of seniors who
lack coverage for at least part of the year.? Moreover, three other trends are ex-
acerbating the drug affordability problem for the aged.

First, new (and, often, considerably mofe expensive) drugs to treat condi-
tions that afflict many of the elderly are being brought to market. While the
introduction. of these drugs provide new hope for ameliorating various health
conditions and may result in fewer hospitalizations, they increase the portion of
seniors' incomes devoted to drug purchases.* Second, partially as a result of
increased direct-to-consumer advertising by the major pharmaceutical compa-
nies, the volume of drug purchases is increasing significantly.> Third, as drug
prices escalate, the demand for discounts by institutional purchasers of drugs
(such as hospitals and HMOs) is increasing—thereby intensifying price pressures
on those individuals who are unable to secure such discounts, especially seniors
without insurance coverage. From 1996 to 1999, for example, the drug price
differential for seniors with and without insurance coverage increased from 8
percent to 15 percent.®

As a result of the public's growing concern about the affordability of pre-
scriptions for seniors, a number of proposals are being considered to extend
drug coverage for the elderly. Conceptually, these proposals fall mainly into two
categories. One approach would add prescription drugs on a voluntary basis for
all Medicare beneficiaries, with special protections for the poor. Another approach

would provide public subsidies only to low-income seniors for the purchase of
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private sector drug coverage. Under this latter approach, subsidies typically
taper off at 133 percent of the federal poverty line and end completely at 150
percent of poverty.

With prescription drug prices rising at twice the rate of inflation, limiting
drug subsidization on a means-tested basis could be severely burdensome to
moderate-income seniors. For example, a widow or widower with income at 150
percent of the federal poverty line only has $12,525 in annual income. Similarly,
150 percent of poverty for an aged couple is only $16,870 in annual income.

Seniors with incomes at 150 percent, or even 200 percent, of poverty often
cannot afford the prescriptions they need. Two examples are illustrative—the
first for a person with a gastrointestinal condition, the second for a senior af-
flicted with diabetes, hypertension, and high cholesterol.

For a widow or widower with a gastrointestinal problem, the drug most
likely to be prescribed is Prilosec. Based on 1998 data from the Pennsylvania
Pharmaceutical Assistance Contract for the Elderly (PACE) program (the largest -
outpatient prescription drug program for older Americans in the United States),
Prilosec is the second highest of all the top-selling drugs prescribed for seniors.
The annual cost for a senior with no drug coverage taking Prilosec (20 milli-
gram, controlled release capsules) is $1,455. For a widow or widower subsisting
at 150 percent of poverty ($12,525 of income per year), the annual cost of
Prilosec alone will consume more than one out of nine dollars (11.6 percent) of
that senior’s total budget. Even at twice the poverty level (316,700 per year),
Prilosec will consume almost one out of eleven dollars (8.7 percent) of that
widow or widower’s total income.

Percent of Annual Income
DrugName Therapeutic Annudl 150% of 200% of
Category Cost Poverty Poverty
($12,525/year} ($16,700/year}
Prilosec Trectment for $1,455 11.6% 8.7%
Add Reflux

The second example is a senior with no drug coverage who has diabetes,
hypertension, and high cholesterol—three conditions that often occur in con-

junction with one another. A widow or widower with these three conditions is
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likely to be treated with Glucophage, Procardia XL, and Lipitor. Annual costs for
Glucophage (500 milligram tablets) will be $708. Annual costs for Procardia XL
will either be $521 or $901, depending on whether 30 milligram tablets or 60

milligram tablets are prescribed. The annual costs for Lipitor (10 milligram tab-
lets) will be $686.

Thus, the total annual spending for a senior with diabetes, hypertension,
and high cholesterol—for these three drugs alone—will range from $1,915 to
$2,295. For a widow or widower subsisting at 150 percent of poverty, this ex-
penditure will constitute from 15.3 to18.3 percent of that senior’s total income.
Even at twice the poverty level, these costs will consume from 11.5 to 13.7 per-

cent of total annual income. These costs, therefore, are likely to cause significant
economic hardships.

DRUG PRICES FOR SENIORS '

- Percentof Annual Income

DrugName Therapeulic Annual 150% of 200% of

Category Cost Poverty Poverty

(§12,525/ycar) ($16,700/year)
Glucophage Treatment of Dicbetes $ 708
Procardia XL Treatment for $ 521-901
30mg/60mg Hypertension
Lipitor Treatment for $ 686
High Cholesterol

Total $1,915-$2,295 153% - 18.3% 11.5% - 13.7%

CONCLUSION

The cost of prescription drugs already places a heavy burden on older
Americans. The steady escalation in these costs puts many seniors at risk of be-
ing unable to obtain the prescription drugs they need to maintain their health.
Even for individuals with incomes significantly above the federal poverty line,

- the affordability of prescription drugs is a significant and growing concern.
These older persons often fall through the cracks: They generally have too much
inéome to quality for means-tested assistance, yet they can easily be impover-
ished just paying for their prescr'iption drugs. Unless seniors gain access to
prescription drug coverage in Medicare, increasing numbers of elderly Americans
will find prescription drugs to be unaffordable.
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APPENDIX: METHODOLOGY

This report updates the findings of our earlier report, Hard to Swallow. That
report used data from the Pennsylvania Pharmaceutical Assistance Contract for
the Elderly (PACE) program. PACE is the largest outpatient prescription drug
program for older Americans in the United States. In 1998, 241,496 persons
were enrolled in the PACE program, and the program filled 9,406,499 prescrip-
tions. Because of its large size and abundance of claims data, the PACE database
is common~ly used to proxy the elderly’s prescription drug use and expenditures.

Using PACE claims data for 1998 (the latest claims data available when we
published Hard to Swallow), we developed a list of the 50 top-selling prescription
drugs used by older Americans and ranked them by number of prescriptions is-
sued.® Price histories for the 50 top-selling drugs in the PACE program were
obtained from Price-Chek PC, a database published by Medispan/First DataBank.
The price indicator used in Hard to Swallow and this update is the average
wholesale price (AWP), the price that drug manufacturers suggest that drug
wholesalers charge pharmacies.

It is sometimes suggested that the AWP is not an accurate measure of drug

prices paid by consumers because so many of those consumers enjoy discounts

that have been negotiated by managed care organizations or other bulk pur-
chasers of pharmaceuticals. Most older Americans, however, cannot negotiate
such discounts. In fact, because most older Americans must pay retail prices at
pharmacies, they pay more than the AWP, not less.

Another commonly used measure of drug prices is the wholesale acquisi-
tion cost (WAC), the price that wholesalers pay manufacturers. Although data
given in Hard to Swallow and this update were calculated using the AWP, calcula-
tions using the WAC showed similar trends.

Hard to Swallow and this update both use weighted averages in calculating
annual price increases for the entire list of top-selling drugs. That is, before av-
eraging, the price of each drug is multiplied by a factor that represents the
drug's percentage of total sales of all drugs on the list for a given year. This ad-

justment is made to ensure that the price trends reported accurately reflect the
cost of drugs older people use most often.
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50 TOP-SELLING DRUGS FOR SENIORS

6 years (1994 - 2000)

39 of the 50 were marketed all 6 years
37 of 39 rose faster than inflation

30 of 39 rose at least 1.5 x inflation
22 of 39 rose at least 2 x inflation

11 of 39 rose at least 3 x inflation

6 of 39 rose at /east 5 x inflation
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f 16 rose at /east 3 x inflation
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INTRODUCTION

Er older Americans, the affordability of prescription drugs has

long been a pressing concern. Outpatient prescription drug coverage is

~ one of the last major benefits still excluded from Medicare, and the

elderly are the last major insured consumer group without access to
prescription drugs as a standard benefit. Although many Medicare
beneficiaries have access to supplemental prescription drug coverage,
too often that coverage is very expensive and very limited in scope.
What is more, such coverage is on the decline.

As a result, older Americans—who are by far the greatest consumers
of prescription drugs—pay a much larger share of drug costs out of
their own pockets than do those who are under 65. The elderly are also
least likely to receive the benefit of price discounts for prescription
drugs—discounts that are provided to bulk purchasers of drugs,
including health plans covering younger populations. This means the
prices of prescription drugs have a greater impact on older Americans
than on younger persons.

In 1999, Families USA found that the prices of the 50 prescription drugs
most commonly used by older Americans rose much faster than the rate of infla-
tion for each of the previous five years.! To determine if this trend of steadily
increasing prices for prescription drugs has improved, remained the same, or
worsened from 1999 to 2000, Families USA gathered updated information on
the prices of the prescription drugs most commonly used by older Americans.

Our analysis shows that, in each of the past six years, the prices of the 50
prescription drugs most used by older Americans have increased considerably
faster than inflation. While senior citizens generally live on fixed incomes that are
adjusted to keep up with the rate of inflation, the cost of the prescription drugs
they purchase most frequently has risen at approximately two times the rate of

inflation over the past six years and nearly two times the rate of inflation in the
last year.




cias At eimev 2.0 Ve VRl LML FAMLILIED UDA

STILLRISING

doos

FINDINGS

The prices of the 50 prescription drugs? most frequently used by the elderly
rose by nearly two times the rate of inflation during calendar year 1999.
On average, the prices of these top 50 drugs increased by 3.9 percent from

January 1999 to January 2000, though the general rate of inflation in that
period was 2.2 percent. (See Table 1.)

From January 1999 to January 2000, of the 50 drugs most commonly used
by the elderly:

= Fewer than one-quarter of these drugs (12 out of 50) rose less than the
rate of inflation. For nine of these drugs, there was no increase in price.
= Two-thirds of these drugs (33 out of 50) rose 1.5 or more times the rate

of inflation.

» Half of these drugs (25 out of 50) rose two or more times the rate of
inflation.

= Nearly one-third of these drugs (15 out of 50) rose at more than three
times the rate of inflation.

= One-fifth of these drugs (11 out of 50) rose at more than four times the
rate of inflation.

Among the 50 drugs most frequently used by seniors, the following drugs

rose most significantly in price from January 1999 to January 2000:

= furosemide (a diuretic manufactured by Watson that is used to treat
conditions such as ﬁypertension and congestive heart failure), which rose
by 50.0 percent (approximately 23 times the rate of inflation);

= Klor-Con 10 (manufactured by Usher-Smith and used as a potassium

replacement) rose 43.8 percent (approximately 20 times the rate of
inflation);

* The data on average drug price increases used in this report weight drug price increases by sales. This
means that the average drug price increases reported take into account the market share of each of the 50
tap-selling drugs. This is the methodology often used by industry sources.
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» metoprolol (manufactured by Mylan and used as a beta blocker) rose
15.8 percent (more than 7 seven times the rate of inflation);

« APAP/propoxyphene (manufactured by Mylan and used as a pain reliever)
rose 15.4 percent (7 times the rate of inflation); and

» Premarin (manufactured by Wyeth-Ayerst and used for estrogen

replacement) rose 12.1 percent (5.5 times the rate of inflation).

Over the six years from January 1994 to January 2000, the prices of the
prescription drugs most frequently used by older Americans rose, on
average, 30.5 percent. This increase was twice the rate of inflation, which
was 15.4 percent over that period. (See Table 2.)

Of the 50 drugs most frequently used by older Americans, 39 have been on

the market for the six-year period from January 1994 to January 2000.

« The prices of 37 of those 39 drugs increased faster than the rate of
inflation over the six-year period.

= More than three-quarters of those drugs (30 out of 39) rose at least 1.5
times as fast as the rate of inflation over the six-year period.

= Half of those drugs (22 out of 39) rose at least two times the rate of
inflation over the six-year period.

= More than one-fourth of those drugs (11 out of 39) rose at least three
times the rate of inflation over the six-year period.

= The prices of 6 of the 39 drugs increased at least five times faster than

the rate of inflation over the six-year period.

Of the 39 drugs that were used most frequently by seniors and that were
on the market from January 1994 to January 2000, the drugs that rose most
significantly in price were:

= lorazepam (manufactured by Mylan and used to treat conditions such as
anxiety, convulsions, and Parkinson’s disease), which rose by 409 percent

(almost 27 times the rate of inflation);
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= furosemide, which rose by 210 percent (almost 14 times the rate of
inflation);

« Klor-Con 10 (manufactured by Upsher-Smith and used as a potassium
replacement), which rose by 164 percent (almost 11 times the rate of
inflation);

= Imdur (manufactured by Schering and used to treat angina), which rose
by 122 percent (eight times the rate of inflation); and

» Lanoxin (manufactured by Glaxo Wellcome and used to treat congestive

heart failure), which rose by 90 percent (almost six times the rate of
inflation).

Of the 39 drugs that were used most frequently by seniors and that were
on the market for the period from January 1994 to January 2000, 31
increased in price on at least six occasions during those six years. During
those years, the following drugs increased in price at least nine times:

s Imdur, whi_ch increased 11 times;

w Premarin, which increased 10 times;

x Atrovent (manufactured by Boehringer Ingelheim and used as a
respiratory agent in the treatment of asthma, bronchitis, and
emphysema), which increased 10 times;

« Synthroid (manufactured by Knoll and used as a synthetic thyroid agent),
which increased 9 times; and

= K-Dur 20 (manufactured by Schering and used as a potassium replacement),

which increased 9 times.



..... 4 iaen Ve WVEI Ll FPARILLIED UDA

STILL RISING

Table 2
Cumulative Price Change of the Top 50 Drugs (by Number of Claims) Used by the Elderly®
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Table 3

Wholesale Cost Per Year of Therapy for Top 50 Drugs (by Number of Claims) Used by the Elderly”
Rank by Brand Neme Steength 1994 1995 1996 997 1998 1999 2000
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1 Lanoxin b 0.13 mg tab $ 39

$ 51 $§ 64 § 74 75
$1,325 $1_375'SI,4l2

gt S 583:‘} o sk Nestah 1
603
6 Lunoxtn b 0.25 mg Iab 51 $ 64
e o T R TR n-m(v 'mm i T ;. u T
A m TR ALY e e} .-:155.'!“.L. l \-u i 4 il ".L'L"‘ "l' 12t tin j" kst
9 ""v:.ozec 5 mg & s 32"2 $ 384 s
10 Procardia XL 30 mg $ 432 $ 505
o ﬁ«mf ST ;5.% - s
i,
TS .*.wjg‘ iR
13 Fosamax 10mg

14 Synthrold b o 05 mg

o ki
$ 331 s 345

APAP/W b
22 Cozuar .

Sl A
$ 385 s 444
$ 457§ 457

s ag 305
s 416 s 4

s 313§ :na $ 313
s 236 s 248

Slrfrith. A-qlip
$ 313

A RS S A
101 $ 110
$ 475 s 498

4 j e R
29 Synlhrmd
30 Imdur

= jlu,' iyt R R
33 M|ucu|c|n
34 mnildlne HA

3 o
S 830§
s 226§

e 2R R R AL
$ 7] 7 3 753
$ 207 S 2‘5

.S PRl
$ &90
$ 199

$ 192

R e
37 Pravachol
38 Goumadm

882
850

Is_l
$

s 650§ eso'
$ 783 $ ela

S 82
$ 753

$ 790
$ 721

S et
§ oo

et : -_ f e n.‘ iR ':! eibre i D R bR A
“Zs”"nemen S say oy 714§ 776§ BI) s 843 s 864§
46 Cardizem CD b lZOmg/ZAhr cap $ |22 127 3 127"' $ 133 139 144§

ﬁéi«ﬁ?@:&% 0

i
49  lorazepam
50 Demadex

jﬁﬁfﬁéﬁﬁ% 59

Wi
§ 187 $ 205 $ 220 s 237 s 257 s 249

i ;i.ll.'ﬂ.-
$ 124

L p il
$ 120

s
$ 106 124

nm Nol marketed duting part or all of the patiod Indicated.

* Based on price as of January 31 for sach year and usual dess as reported in PriceChak PC. Drugsare Tisted in d ding order of
¥ Generic or comarketed varsions of this drug product are avallable.
“The welghtad average was calculated based oa 1998 expenditures for sach drug In the Penasytvania PACE program.

SOURCE: Compiled by PRIME Insitute, Untversity of Minnesola for Families USA. Based on data pubtished by the P-nntylvanh Pharmacseutical Assistance Conltract for the
Eldady (PACE) and data found in PriceChek PC, published by MediSpan [First Databank, Indianapolis), April 2000.

panditures.




o4

ramiiLied UdDA

X

(AR A e WX

STILL RISING




D == - - - - TRV TV OO IV VIV IS Y

DRUG PRICES FOR SENIORS

DISCUSSION

The prices of prescription drugs used by older Americans continue to rise
faster than the rate of inflation. Over the past year, prices for the 50 drugs most
commonly used by the elderly rose nearly two times the rate of inflation. This
continues the trend experienced in the prior five years. From January 1994
through January 2000, the prices of the drugs most widely prescribed for seniors
also increased by twice the rate of inflation.

For seniors—many of whom live on fixed incomes—prescription drugs be-
come increasingly unaffordable as prices continue to rise at double the rate of
inflation. Mounting drug prices are especially burdensome for the one-third (34
percent) of seniors who have no insurance coverage for prescription drugs
throughout the year as well as for the nearly half (47 percent) of seniors who
lack coverage for at least part of the year.? Moreover, three other trends are ex-
acerbating the drug affordability problem for the aged.

First, new (and, often, considerably more expensive) drugs to treat condi-
tions that afflict many of the elderly are being brought to market. While the
introduction. of these drugs provide new hope for ameliorating various health
conditions and may result in fewer hospitalizations, they increase the portion of
seniors' incomes devoted to drug purchases.* Second, partially as a result of
increased direct-to-consumer advertising by the major pharmaceutical compa-
nies, the volume of drug purchases is increasing significantly.® Third, as drug
prices escalate, the demand for discounts by institutional purchasers of drugs
(such as hospitals and HMOs) is increasing—thereby intensifying price pressures
on those individuals who are unable to secure such discounts, especially seniors
without insurance coverage. From 1996 to 1999, for example, the drug price
differential for seniors with and without insurance coverage increased from 8
percent to 15 percent.®

As a result of the public’s growing concern about the affordability of pre-
scriptions for seniors, a number of proposals are being considered to extend:
drug coverage for the elderly. Conceptually, these proposals fall mainly into two
categories. One approach would add prescription drugs on a voluntary basis for
all Medicare beneficiaries, with special protections for the poor. Another approach

would provide public subsidies only to low-income seniors for the purchase of

Ko1s
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private sector drug coverage. Under this latter approach, subsidies typically
taper off at 133 percent of the federal poverty line and end completely at 150
percent of poverty.

With prescription drug prices rising at twice the rate of inflation, limiting
drug subsidization on a means-tested basis could be severely burdensome to
moderate-income seniors. For example, a widow or widower with income at 150
percent of the federal poverty line only has $12,525 in annual income. Similarly,
150 percent of poverty for an aged couple is only $16,870 in annual income.

Seniors with incomes at 150 percent, or even 200 percent, of poverty often
cannot afford the prescriptions they need. Two examples are illustrative—the
first for a person with a gastrointestinal condition, the second for a senior af-
flicted with diabetes, hypertension, and high cholesterol.

For a widow or widower with a gastrointestinal problem, the drug most
likely to be prescribed is Prilosec. Based on 1998 data from the Pennsylvania
Pharmaceutical Assistance Contract for the Elderly (PACE) program (the largest
outpatient prescription drug program for older Americans in the United States),
Prilosec is the second highest of all the top-selling drugs prescribed for seniors.
The annual cost for a senior with no drug coverage taking Prilosec (20 milli-
gram, controlled release capsules) is $1,455. For a widow or widower subsisting
at 150 percent of poverty ($12,525 of income per year), the annual cost of
Prilosec alone will consume more than one out of nine dollars (11.6 percent) of
that senior's total budget. Even at twice the poverty level ($16,700 per year),

Prilosec will consume almost one out of eleven dollars (8.7 percent) of that
widow or widower's total income.

Percent of Annual Income
DrugName Therapeutic Annual 150% of 200% of
Category Cost Poverty Poverty
($12,525/year) ($16,700/year)
Prilosec Treatment for $1,455 11.6% 8.7%
Add Reflux

The second example is a senior with no drug coverage who has diabetes,
hypertension, and high cholesterol—three conditions that often occur in con-

junction with one another. A widow or widower with these three conditions is

10
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likely to be treated with Glucophage, Procardia XL, and Lipitor. Annual costs for
Glucophage (500 milligram tablets) will be $708. Annual costs for Procardia XL
will either be $521 or $901, depending on whether 30 milligram tablets or 60

milligram tablets are prescribed. The annual costs for Lipitor (10 milligram tab-
lets) will be $686.

Thus, the total annual spending for a senior with diabetes, hypertension,
and high cholesterol—for these three drugs alone—will range from $1,915 to
$2,295. For a widow or widower subsisting at 150 percent of poverty, this ex-
penditure will constitute from 15.3 to18.3 percent of that senior's total income.
Even at twice the poverty level, these costs will consume from 11.5 to 13.7 per-

cent of total annual income. These costs, therefore, are likely to cause significant
economic hardships.

- Percent of Annual Income

DrugName Therapeutic Annual 150% of 200% of

Category Cost Poverly Poverty

($12,525/year} ($16,700/year)
Glucophage Treatment of Dichetes $ 708
Procardia XL Treatment for $ 521-901
30mg/60mg Hypertension
Lipitor Treatment for $ 484
High Cholesterol
Total ' $1,915- 82,295 153% - 18.3% 11.5%-13.7%
CONCLUSION

The cost of prescription drugs already places a heavy burden on older
Americans. The steady escalation in these costs puts many seniors at risk of be-
ing unable to obtain the prescription drugs they need to maintain their health.
Even for individuals with incomes significantly above the federal poverty line,

" the affordability of prescription drugs is a significant and growing concern.
These older persons often fall through the cracks: They generally have too much
income to quality for means-tested assistance, yet they can easily be impover-
ished just paying for their prescr'iption drugs. Unless seniors gain access to
prescription drug coverage in Medicare, increasing numbers of elderly Americans
will find prescription drugs to be unaffordable.
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APPENDIX: METHODOLOGY

This report updates the findings of our earlier report, Hard to Swallow. That
report used data from the Pennsylvania Pharmaceutical Assistance Contract for
the Elderly (PACE) program. PACE is the largest outpatient prescription drug
program for older Americans in the United States. In 1998, 241,496 persons
were enrolled in the PACE program, and the program filled 9,406,499 prescrip-
tions. Because of its large size and abundance of claims data, the PACE database
is commoﬁly used to proxy the elderly’s prescription drug use and expenditures.

Using PACE claims data for 1998 (the latest claims data available when we
published Hard to Swallow), we developed a list of the 50 top-selling prescription
drugs used by older Americans and ranked them by number of prescriptions is-
sued.? Price histories for the 50 top-selling drugs in the PACE program were
obtained from Price-Chek PC, a database published by Medispan/First DataBank.
The price indicator used in Hard to Swallow and this update is the average
wholesale price (AWP), the price that drug manufacturers suggest that drug
wholesalers charge pharmacies.

It is sometimes suggested that the AWP is not an accurate measure of drug

prices paid by consumers because so many of those consumers enjoy discounts

that have been negotiated by managed care organizations or other bulk pur-
chasers of pharmaceuticals. Most older Americans, however, cannot negotiate
such discounts. In fact, because most older Americans must pay retail prices at
pharmacies, they pay more than the AWP, not less. _

Another commonly used measure of drug prices is the wholesale acquisi-
tion cost (WAC), the price that wholesalers pay manufacturers. Although data
given in Hard to Swallow and this update were calculated using the AWP, calcula-
tions using the WAC showed similar trends.

Hard to Swallow and this update both use weighted averages in calculating
annual price increases for the entire list of top-selling drugs. That is, before av-
eraging, the price of each drug is muitiplied by a factor that represents the
drug's percentage of total sales of all drugs on the list for a given year. This ad-

justment is made to ensure that the price trends reported accurately reflect the
cost of drugs older people use most often.

A 12
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private sector drug coverage. Under this latter approach, subsidies typically
taper off at 133 percent of the federal poverty line and end completely at 150
percent of poverty.

With prescription drug prices rising at twice the rate of inflation, limiting
drug subsidization on a means-tested basis could be severely burdensome to
moderate-income seniors. For example, a widow or widower with income at 150
percent of the federal poverty line only has $12,525 in annual income. Similarly,
150 percent of poverty for an aged couple is only $16,870 in annual income.

Seniors with incomes at 150 percent, or even 200 percent, of poverty often
cannot afford the prescriptions they need. Two examples are illustrative—the
first for a person with a gastrointestinal condition, the second for a senior af-
flicted with diabetes, hypertension, and high cholesterol.

For a widow or widower with a gastrointestinal problem, the drug most
likely to be prescribed is Prilosec. Based on 1998 data from the Pennsylvania
Pharmaceutical Assistance Contract for the Elderly (PACE) program (the largest
outpatient prescription drug program for older Americans in the United States),
Prilosec is the second highest of all the top-selling drugs prescribed for seniors.
The annual cost for a senior with no drug coverage taking Prilosec (20 milli-
gram, controlled release capsules) is $1,455. For a widow or widower subsisting
at 150 percent of poverty ($12,525 of income per year), the annual cost of
Prilosec alone will consume more than one out of nine dollars (11.6 percent) of
that senior's total budget. Even at twice the poverty level ($16,700 per year),

Prilosec will consume almost one out of eleven dollars (8.7 percent) of that
widow or widower's total income.

Percent of Annual Income
DrugName Therapeutic Annudl 150% of 200% of
Category Cost Poverty Poverty
($12,525/year} ($16,700/ysar}
Prilosec Treatment for $1,455 11.6% 8.7%
Add Reflux

The second example is a senior with no drug coverage who has diabetes,
hypertension, and high cholesterol—three conditions that often occur in con-

junction with one another. A widow or widower with these three conditions is

‘\V,-/',\x‘\___ 4\(
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likely to be treated with Glucophage, Procardia XL, and Lipitor. Annual costs for
Glucophage (500 milligram tablets) will be $708. Annual costs for Procardia XL
will either be $521 or $901, depending on whether 30 milligram tablets or 60

milligram tablets are prescribed. The annual costs for Lipitor (10 milligram tab-
lets) will be $686.

Thus, the total annual spending for a senior with diabetes, hypertension,
and high cholesterol—for these three drugs alone—will range from $1,915 to
$2,295. For a widow or widower subsisting at 150 percent of poverty, this ex-
penditure will constitute from 15.3 to18.3 percent of that senior's total income.
Even at twice the poverty level, these costs will consume from 11.5 to 13.7 per-

cent of total annual income. These costs, therefore, are likely to cause significant
economic hardships.

- Percent of Annual income

DrugName Therapeutic Annual 150% of 200% of

Category Cost Poverly Poverty

(§12,525/ycar) {$16,700/year)
Glucophage Treatment of Diabetes $ 708
Procardia XL Treatment for $ 521-901
30mg/60mg Hypertension
Lipitor Treatment for $ 686
High Cholesterol
Total ’ $1,915-$2,295 153% - 18.3% 11.5%-13.7%
CONCLUSION

The cost of prescription drugs already places a heavy burden on older
Americans. The steady escalation in these costs puts many seniors at risk of be-
ing unable to obtain the prescription drugs they need to maintain their health.
Even for individuals with incomes significantly above the federal poverty line,

* the affordability of prescription drugs is a significant and growing concern,
These older persons often fall through the cracks: They generally have too much
inéome to quality for means-tested assistance, yet they can easily be impover-
ished just paying for their prescription drugs. Unless seniors gain access to
prescription drug coverage in Medicare, increasing numbers of elderly Americans
will find prescription drugs to be unaffordable.
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APPENDIX: METHODOLOGY

This report updates the findings of our earlier report, Hard to Swallow. That
report used data from the Pennsylvania Pharmaceutical Assistance Contract for
the Elderly (PACE) program. PACE is the largest outpatient prescription drug
program for older Americans in the United States. In 1998, 241,496 persons
were enrolled in the PACE program, and the program filled 9,406,499 prescrip-
tions. Because of its large size and abundance of claims data, the PACE database
is commoﬁly used to proxy the elderly’s prescription drug use and expenditures.

Using PACE claims data for 1998 (the latest claims data available when we
published Hard to Swallow), we developed a list of the 50 top-selling prescription
drugs used by older Americans and ranked them by number of prescriptions is-
sued.? Price histories for the 50 top-selling drugs in the PACE program were
obtained from Price-Chek PC, a database published by Medispan/First DataBank.
The price indicator used in Hard to Swallow and this update is the average '
wholesale price (AWP), the price that drug manufacturers suggest that drug
wholesalers charge pharmacies.

It is sometimes suggested that the AWP is not an accurate measure of drug

prices paid by consumers because so many of those consumers enjoy discounts

that have been negotiated by managed care organizations or other bulk pur-
chasers of pharmaceuticals. Most older Americans, however, cannot negotiate
such discounts. In fact, because most older Americans must pay retail prices at
pharmacies, they pay more than the AWP, not less.

Another commonly used measure of drug prices is the wholesale acquisi-
tion cost (WAC), the price that wholesalers pay manufacturers. Although data
given in Hard to Swallow and this update were calculated using the AWP, calcula-
tions using the WAC showed similar trends.

Hard to Swallow and this update both use weighted averages in calculating
annual price increases for the entire list of top-selling drugs. That is, before av-
eraging, the price of each drug is multiplied by a factor that represents the
drug's percentage of total sales of all drugs on the list for a given year. This ad-
justment is made to ensure that the price trends reported accurately reflect the
cost of drugs older people use most often.
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