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John S. Wilson

The following is a guest post by
John S. Wilson, a freelance
journalist who writes regularly on
health policy. You can follow him
on Twitter at @johnwilson.

Even before Congress created
Medicare Part D to help seniors pay
for their prescriptions at their local
CVS Caremark, Walgreen, Walmart
or independent pharmacy,
Medicare Part B paid for drugs
administered by a health professional in doctors’ offices and outpatient
settings. Part B still pays for those drugs, which range from flu shots to
chemotherapy to cutting edge biologics.  In 2010, Part B drug spending
amounted to $19.5 billion (including co-pays from seniors and other Medicare
beneficiaries).

The growth of that spending should slow this year. But, sadly, that is mostly
by accident, not design. As of April 1, 2013, to comply with sequestration (the
across-the-board spending cuts that kicked in when the politicians couldn’t
agree on an alternative) the Centers for Medicare and Medicaid Services
(CMS) put in place a temporary 2% reduction in its payment rates for
Medicare services, including those covered by Part B.

Meanwhile, a new report from Congress’ Government Accountability Office
(GAO) makes clear that there are ways in which CMS may (sequester aside)
be routinely overpaying for Part B drugs and in need of an intervention. You
would think this is something the government could get a handle on, since,
according to the GAO report, just 10 drugs accounted for 45% of the Part B
spending.  But CMS, as Medicare’s government administrator, has historically
done a poor job of determining what the prices of these drugs should be.
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Of course, prices are just one variable. Utilization is also of critical influence.
Unsurprisingly, the flu vaccine had the highest utilization among Part B drugs
and was administered to 15 million seniors, at a cost of $13 per shot. At the
other extreme, Factor VIII Recombinant, synthetic DNA drugs that assist
hemophiliacs form blood clots, had the lowest utilization with only 660
seniors and a whopping per regimen cost of $216,833. The highest spending
on a single class of drugs was the $2 billion spent on Amgen Inc.’s
Epogen/Procrit used to treat anemia in patients with end stage renal disease.
(Plus, Part B spent another half billion on Epogen/Procrit for other patients.)

One problem is that Part B drugs have a history of CMS overpayments,
whether due to poor CMS practices or, worse, outright manufacturer fraud.
 As far back as 2001, the government’s Medicare Payment Advisory Council
(MedPac), found significant issues with the way that CMS prices Medicare
drugs, concluding that “payments far exceed provider acquisition costs.”

Give CMS some credit. It has improved the method for determining the prices
it pays since then. Under the old system, CMS used the average wholesale
price (AWP).  Manufacturers had an incentive to inflate that price (which
doesn’t reflect special rebates and discounts) and did so. Now, for many Part
B drugs, CMS uses the average selling price (ASP)– a far more accurate metric
that reflects rebates and discounts given to buyers. (Prices for vaccines,
infusion drugs used with durable medical equipment, and blood products are
still set at 95% of AWP.) But inexplicably, CMS then decided to pay a 6%
premium over ASP.

The current pricing system also ignores the enormous leverage Medicare
should have considering the amount it spends on certain Part B drugs.  The
GAO report notes: “Of the $16.9 billion Medicare spent for the 55 highest-
expenditure Part B drugs, $11 billion, or 65 percent, was spent on drugs for
which Medicare was the largest U.S. payer.” If CMS were a private sector
organization spending the most in the country on 65% of the drugs it
purchased, it would use its buying power to bargain for a better price on those
drugs and certainly wouldn’t voluntarily pay a 6% premium.  True, Congress,
responding to heavy lobbying from the pharmaceutical industry, has barred
CMS from negotiating on drug prices.  But the politicians never required CMS
to pay a premium.

Another factor driving up  Medicare’s Part B drug costs is patent exclusivity.
 Biologic class drugs, defined as living organisms or byproducts and typically
used to prevent, diagnose or treat cancer and other diseases, accounted for
eight of the 10 highest-expenditure Part B drugs. A provision tucked into
the 2010 Affordable Care Act (a.k.a. Obamacare) gives “pioneer biologics”
patent exclusivity for 12 years—meaning no generics can be produced during
that period to compete with them and drive down prices. That’s far longer
than for most other drugs defined as new chemicals (five year exclusivity) or
for orphan drugs used for rare diseases (seven year exclusivity).

Both the Obama Administration and the bipartisan Domenici-Rivlin Debt
Reduction Task Force have recommended shortening biologics’ period of

http://www.justice.gov/opa/pr/2012/December/12-civ-1523.html
http://www.medpac.gov/publications%5Ccongressional_reports%5CJune03_Ch9.pdf
http://www.gao.gov/assets/660/655608.pdf


7/9/13, 8:37 PMMedicare's Part B Drug Spending Needs An Intervention - Forbes

Page 3 of 3http://www.forbes.com/sites/janetnovack/2013/07/09/medicares-part-b-drug-spending-needs-an-intervention/print/

 

 

exclusivity to seven years. The task force estimated a seven year period would
save Medicare and Medicaid $3.5 billion over a decade, “while retaining
appropriate iincentives for research and development for the innovation of
breakthrough products.”

Bottom line: Thanks to CMS’s poor pricing practices (some Congressionally
dictated, some self inflicted) and excessive drug patent protection, Medicare
is stuck paying more for less. No amount of drugs could make that a
financially healthy proposition for taxpayers or seniors, who, after all, pick up
part of the tab.

Author’s note: John S. Wilson analyzes health policy for a state Medicaid
agency. The views expressed here are personal and are not those of the state.
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