S. Hrc. 100-297

PRESCRIPTION DRUGS AND THE ELDERLY: THE
HIGH COST OF GROWING OLD

HEARING

REFORE THE

SPECIAL COMMITTEE ON AGING
UNITED STATES SENATE

ONE HUNDREDTH CONGRESS
FIRST SESSION

WASHINGTON, DC

JULY 20, 1987

Serial No. 100-9

gk

Printed for the use of the Committee on Aging

U.S8. GOVERNMENT PRINTING OFFICE
17-493 WASHINGTON 1887

For sale by the Superintendent of Documents, Congressional Sales Office
US. Government Printing Office, Washington, DC 20402



SPECIAL COMMITTEE ON AGING
JOHN MELCHER, Montana, Chairman

JOHN GLENN, Ohio JOHN HEINZ, Pennsylvania
LAWTON CHILES, Florida WILLIAM S. COHEN, Maine
DAVID PRYOR, Arkansas LARRY PRESSLER, South Dakota
BILL BRADLEY, New Jersey CHARLES E. GRASSLEY, lowa
QUENTIN N. BURDICK, North Dakota PETE WILSON, California

J. BENNETT JOHNSTON, Louisiana PETE V. DOMENICI, New Mexico
JOHN B. BREAUX, Louisiana JOHN H. CHAFEE, Rhode Island
RICHARD SHELBY, Alabama DAVE DURENBERGER, Minnesota
HARRY REID, Nevada ALAN K. SIMPSON, Wyoming

Max I. Ricutman, Staff Director
StepuEN R. McConNELL, Minority Steff Director
CurisTINE DRAYTON, Chief Clerk

(an



CONTENTS

Opening statement of Senator John Meicher, chairman ..........ceeoeevvevieecceene.

Statements of:
Senator John Heinz..............
Senator Charles E. Grassley.
Senator Alan K. SImpson ...t

Prepared statements of:
Senator David Pryor. .o esesesesss e ces s ssssssssrasns
Senator Bill Bradley ... .
Senator Richard Shelby .....
Senator Pete V. DOMENiCi .....ccoooivireieeireceee et senes

CHRONOLOGICAL LIST OF WITNESSES

Faye Secrist, Front Royal, VA ..o
Carrie Morris, Troy, VA ............
Cleo Lovell, Trussville, AL
Helene Levens Lipton, Associate Professor, Division of Clinical Pharmacy,
School of Pharmacy, and Senior Research Associate, Institute for Health
goAlicy Studies, School of Medicine, University of California, San Francisco,

John Staliworth, Secretary, American Association of Retired Persons, accom-
panied by Judith Brown, policy analyst .....c.ccocoooveeeierireneeeeee e
Walton Francis, Director, Division of Policy Analysis and Regulatory Review,
Department of Health and Human Services .......ocvveveeieeieeniecrerceveesesiessesinsenes
Raymond Scalettar, M.D., board member, American Medical Association, ac-
comé:canied by Bruce Bichart, department of Federal legislation....................
John Schiegel, Pharm.D,, President, American Pharmaceutical Association......
Robert Allnutt, Executive Vice President, Pharmaceutical Manufacturers As-
SOCTAEION ..ottt eces st st a st e b s bbb st enecan

AFPPENDIX

item 1. GAO report to Special Committee on Aging entitled “Medicare—
Prescn"lgtion DTS ottt
Item 2. Testimony from the National Council of Senior Citizens, submitted by
Jacob Clayman, President ...t ssee s srs s saseaes
Item 3. Statement of the National Association of Retail Druggists, presented
b);‘f John M. Rector, General Counsel and Vice President of Government
ATTBIES. oottt s s s et ea e s r e sr st et s s
Item 4. Answers to questions asked by the committee, submitted by John F.
Schlegel, Pharm.D,, President, American Pharmaceutical Association............
Item 5. Answers to questions asked by the committee, submitted by Robert F.
Allnutt, Executive Vice President, Pharmaceutical Manufacturers Associa-
BION it reeeeresraeeanseanns
Item 6. Answers to questions asked by the committee, submitted by John
Rother, Director, Legislation, Research and Public Policy, American Asso-
ciation of Retired Persons ........
Item 7. Answers to questions asked by the committee, submitted by Helene
Levens Lipton, Ph})., Associate Professor, Institute for Health Policy Stud-
ies, School of Medicine, University of California......ccoeevveeererricrceerneeerienneennes

[$¢44]

101
108

115
142

146

153



PRESCRIPTION DRUGS AND THE ELDERLY: THE
HIGH COST OF GROWING OLD

MONDAY, JULY 20, 1987

U.S. SENATE,
SpeciaL COMMITTEE ON AGING,
Washington, DC.

The committee met, pursuant to notice, at 10:05 a.m., in room
628, Dirksen Senate Office Building, Hon. John Melcher [chairman
of the committee] presiding.

Present: Senators Melcher, Heinz, Pryor, Grassley, and Simpson.

Also present: Max I. Richtman, staff director; Christopher Jen-
nings, professional staff; James Michie, chief investigator; Michael
Werner, investigator; Holly Bode, professional staff; Stephen Mc-
Connell, minority staff director; David Schulke, minority profes-
sional staff; Kelli Pronovost, hearing clerk; and Dan Tuite, printer.

OPENING STATEMENT BY SENATOR JOHN MELCHER, CHAIRMAN
CHAIRMAN

The CxairMAN. The committee will come to order.

This morning we are going to present this public hearing to de-
scribe what the effects of the costs of prescription drugs are on the
broad array of retired Americans.

Early this year I asked that the General Accounting Office pro-
vide for the committee a study on the catastrophic costs that affect
the elderly, and we've been able to obtain from the General Ac-
counting Office that portion of the study that covers prescription
drugs.! You know, when we think of catastrophic health care cov-
erage we generally think of somebody who is desperately ill and
bed-ridden; we think of patients who are incapacitated. But we're
finding out that for many Americans—in fact, upwards of 20 mil-
lion Americans—the highest unmet health care cost for them, is
the cost of prescription drugs.

Three-fourths of Americans over 65 years of age require one or
more prescription drugs. And three-fourths of the health care costs
of older Americans are for prescription drugs.

Between the years of 1980 and 1986, the cost of prescription
drugs went up 80 percent. None of this is covered by Medicare, and
because most of the private insurance policies that supplement
Medicare only cover what Medicare pays, not very many of the pri-
vate insurance pays for prescription drugs, either.

' See appendix, p. 101
)]
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I think we are looking at perhaps one of the most vexing, trou-
bling problems of the elderly of our country; how to pay for the
greﬁc;;iption drugs that they must take in order to maintain their

ealth.

Many older Americans on fixed incomes are faced with a rather
desperate choice. Because they often don’t have enough money to
pay for the prescription drugs, they think “maybe I shouldn’t get the
prescription filled;” or, “perhaps I will not take as much of this
prescription as the doctor ordered.” They do this in order to stretch
out their investment, to help to alleviate the costs that they face at
the prescription counter at the drug stores.

They may be forced to choose between getting the prescription
drugs or paying the utility bill, or paying for food. Those are very
difficult choices, and choices that we on this committee do not be-
lieve older Americans should have to make.

We are going to hear from witnesses who are faced with these
problems. We want to learn from them in their testimony how
these costs affect them and what their suggestions for improve-
ment are. We will also hear from Dr. Helene Levens Lipton, coau-
thor of the soon to be released book, “Drugs and the Elderly,” as
well as from representatives of the American Association of Re-
tired Persons, the American Pharmaceutical Association, the
American Medical Association, the Pharmaceutical Manufacturers
Association, and from the Administration.

That is our hearing today, and with it the Aging Committee will
take a step toward coming up with proposals for the Senate that
will help to correct what we believe is one of the most aggravating
and serious problems that older Americans face.

[The prepared statement of Senator Melcher follows:]

PREPARED STATEMENT OF SENATOR JOHN MELCHER, CHAIRMAN, SENATE SpEciaL CoM-
MITTEE ON AGING ON PrESCRIPTION DRUGS AND THE ELpeEriy—THE Hice Cost oF
Growing OLD

Good morning. On behalf of my colleagues on the Special Committee on Aging, I'd
like to welcome everyone to this morning’s hearing on the impact of drug costs on
older Americans and the need for expanded prescription drug coverage tnder the
Medicare program.

I called today’s hearing to investigate how prescription drug costs affect the ev-
eryday lives of our elderly. Older Americans are always telling me about the terri-
ble financial burden prescription drugs place on their fixed incomes. During my
travels across the nation, too many of them have told me that they have been forced
to choose between taking the medicine that their doctors tell them they need and
eating a meal or paying an electric bill. These kinds of situations are totally unac-
ceptable and we cannot rest until we find the best ways to resolve them.

Today, I am releasing a letter report on the prescription drug issue which was
prepared for me by the General Accounting Office (GAQ). GAO’s findings confirm
tgat n;y conversations with the elderly about this issue were not the exception but
the rule.

According to the report, prescription drugs are the largest out-of-pocket health
care expense for three out of every four elderly person. Even more startling, GAO
cites a Public Health Service report which finds that 15.5% of every older American
who requires prescriptions say they are unable to pay for their drugs.

Though the elderly represent only 12% of the population, they consume 309% of
all prescription drugs. Further, the costs of the prescription drugs they are taking
have risen about 80% in the last six years (two and one half times faster than the
rise in consumer prices overall) and 25% of our seniors are taking three of more
prescription drugs. At a time when the American Association of Retired Persons re-
ports that over half of this nation’s seniors receive no assistance from insurance or
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other coverage in paying for their prescription drugs, it's easy to see why our elder-
ly live in fear of needing yet another prescription.

These Americans know better than anyone that they cannot look toward the Med-
icare program for coverage of out-of-hospital prescription drug costs. While Medi-
care will pay for the drugs necessary to get our elderly out of the hospital, it won't
pay for the prescription g:ugs they need to stay out of the hospital. In other words,
we discharge our responsibility in this area upon the Medicare beneficiary’s dis-
charge from the hospital.

After hearing today’s testimony, it is my hope and expectation that there will be
absclutely no disagreement that there is a need for additional Federally-sponsored
prescription drug coverage. I've always believed that effective governing means
prioritizing the many needs that confront us. I hope that we will leave today's hear-
ing with the understanding that this issue is one of the highest priorities before us.

In the near future, the Senate will bring to the floor its version of the catastroph-
ic health care legislation. One of the most debated issues surrounding this impor-
tant bill will be whether or not to include a prescription drug provision. I believe
this hearing will provide important information for this debate.

I'm locking forward to the testimony of today’s witnesses. I hope they will give us
a clearer picture of the prescription drug crisis and what can be done to give mil-
lions of Americans a cleaner bilfof health.

The CHAIRMAN. Senator Heinz.

STATEMENT BY SENATOR JOHN HEINZ

Senator Heinz. Mr. Chairman, first I'd like to commend you on
holding these hearings. I know we have a very full panel of wit-
nesses today, and I'm anxious to hear from them. I congratulate all
of them—I know some of them have come a long way to be here—
for helping us build the case that we think is important if we're
going to succeed in developing an outpatient prescription drug cov-
erage benefit under Medicare.

As the Chairman may know, I am fortunate to serve on the
Senate Committee on Finance and on the Health Subcommittee of
Finance, and in conjunction with the development of a so-called
“catastrophic coverage” bill, I have proposed in that committee a
prescription drugs benefit. That benefit is at this point under
review by Senate Finance Committee staff, and it is my hope—
indeed, it is my expectation—that we will be able to develop, and I
will offer on the floor of the Senate, a workable, affordable, mean-
ingful and successful coverage program for prescription drugs
under Medicare.

The work of this hearing today is going to be very important, as I
mentioned at the outset, to elaborating the case. It is not simply a
question of statistics, although the statistics which suggest that al-
though the elderly are 12 percent of the population yet consume
some 30 percent of all prescription drugs, that of the $9 billion that
the elderly pay for prescription drugs each year, $7.3 billion—
roughly 80 percent, in other words—comes out of their pockets.
Those are compelling macroeconomic statistics, but equally compel-
ling are the cases, as evidenced by one of my constituents, who
must pay an average of $180 a month out of a rather modest Social
Security check, just to get the medications that he needs in order
to function.

The diseases that we're talking about these drugs combatting are
diseases like arthritis and hypertension. There is a certain irony
that, although we have spent billions of dollars in health research
developing treatments and cures for patients and the elderly, and
we have made a tremendous amount of progress, therefore, in com-
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batting many of these diseases, at the same time, many senior citi-
zens are road-blocked from obtaining access to these wonder drugs
that have been developed with them in mind.

One study within the last two years showed that cost was a
factor in one out of every three senior citizens deciding not to
follow their doctors’ advice to purchase antihypertensive medica-
tion. And indeed, in a recent AARP survey cost overall was given
as the second most important reason for failure to fill a prescrip-
tion.

The most controversial aspect of prescription drug coverage
under Medicare is cost. It is considered by the Congressional
Budget Office and by the Office of Management and Budget to be
potentially a very costly benefit, and there is concern that either
we won't be able to pay for it or that the costs will be so great that
it will outstrip any estimate that anybody has. I don’t think that
the news is that gloomy, Mr. Chairman, and I just want to submit
into the record some evidence that suggests that there are going to
be some important savings to Medicare to help offset some of the
costs. I brought here today the cost statements to, on the one hand,
Medicare, and on the other hand, a private insurer, of two patients,
a Mrs. G. and a Mrs. A.2 Both patients suffered from terminal
cancer; both needed chemotherapy. Mrs. G. received chemotherapy
in a local hospital and Medicare, of course, paid for it because she
was hospitalized, and the cost was, to Medicare, $1,900. Mrs. A. re-
ceived a very, very similar regimen; in her case, it was paid for by
private insurance, and the cost for that one treatment—and one
treatment was given by the hospital in the case of Mrs. G.—was
$800 less, or $1,100.

What that suggests is that if we can treat people, as Mrs. A. was,
on an outpatient, home-care basis, we can save considerable money.
Right now, Medicare is paying a lot of money because the only way
you can get this kind of drug coverage is to be hospitalized, and
that in itself is quite costly.

So I don’t view, Mr. Chairman, the news on cost as all that
gloomy, and so far those people who have been critical of the costs
of the prescription drug benefit, at least as of a week or two ago,
were not taking into account the kinds of savings that are evi-
denced—to me, at least—in some of these case histories.

So in conclusion, I want to thank you, Mr. Chairman, for this
hearing. I look forward to it, and I think it's going to be very pro-
ductive.

[The prepared statement of Senator Heinz follows:]

PREPARED STATEMENT BY SENATOR JoHN HEINZ, RANKING MEMBER, SENATE SPECIAL
CoMMITTEE ON AGING ON PRESCRIPTION DRUGS AND THE ELDERLY

Mr. Chairman, good morning. I want to thank you for calling this hearing today
to look at the issue of prescription drug coverage for older Americans.

Providing prescription drug coverage for America’s elderly is a dilemma not be-
cause the need for coverage is an issue—the need for coverage is well documented
and highly quantifiable. Older Americans represent about 12 percent of the popula-
tion, but consume over 30 percent of all prescription drugs. Almost one in every
four seniors will have 5 or more prescription drugs in the medicine cabinet or on

2 See p. 6.
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the bedside table at any given time. Of the $9 billion clder Americans spent for pre-
scription drugs in 1985, $7.3 billion came from their own pockets.

It doesn’t take an acute “catastrophic” illness to have catastrophic drug costs.
Chronic conditions such as arthritis, which afflicts 11.5 million elderly, or hyperten-
?on, which plagues 9.4 million, can lead to hundreds of dollars in drug costs annual-

One of my constituents from Pittsburgh is typical of millions of older individuals
facing large out-of-pocket expenses for drugs. He wrote that his income from Social
Security was “devastated by the costs of prescription drugs.” His costs averaged
$180 per month for the past year and he knows of “many others whose limited
means are similarly being ravaged.”

By what twisted process of reasoning, Mr. Chairman, can we commend ourselves
for giant strides in combating and controlling disease with drugs, while roadblock-
ing access to these modern miracles with high costs?

Several recent surveys illustrate the impact of cost on drug use. In an AARP
survey, cost was given as the second most important reason for failure to fill a pre-
scription. In an earlier study, as many as 1 in 3 elderly patients reported economic
barriers to the purchase of antihypertensive drugs, both new and refill. And this
study predates the drug price surge of the 1980s.

Unnecessary hospitalizations, even deaths—certainly unwarranted suffering and
pain—have been tied to the failure to take prescription drugs. It's a simple equation
of need: subtract essential living costs from a limited, fixed income and nothing re-
mains for medications.

Mr. Chairman, | reiterate that the dilemma we face is not establishing the need
to cover prescription drugs, but the method. A drug benefit under Medicare, such as
1 have proposed in the Senate Finance Committee, will be expensive. But prelimi-
nary studies suggest there will be savings to Medicare to help offset some of the
costs.

A simple, but graphic case in point is the case of Mrs. A and Mrs. G. Both suf-
fered with terminal cancer, and had essentially the same treatment regimen. The
difference in their care was that Mrs. G received chemotherapy in a local hospital—
because Medicare would pay only in the hospital—while Mrs. A was treated in her
home under a private insurance plan. The difference in cost is astonishing: Medi-
care paid out $1900 for Mrs. G’s hospital treatment, while private insurance paid
$1100 for Mrs. A’s one-day therapy—an $800 savings. I am confident that we can
harness these kind of savings to help pull prescription drug coverage through the
Medicare program.

When the catastrophic health care bill comes to the Senate floor, Mr. Chairman, I
and several other members of the Finance Committee intend to offer an amendment
to add that coverage under Medicare. The final details of this amendment are being
worked out now.

1 want to thank you again, Mr. Chairman, for calling this hearing. You can count
on my support to find a legislative solution to the financial—and physical—burden
of the unwieldy cost of prescription drugs for older Americans.
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The CHairMAN. Thank you very much, Senator Heinz.

Often, when I'm at a Senior Citizen Center, talking and visiting
with the people there, I ask them how many have to take prescrip-
tion drugs. And generally speaking, almost everybody raises their
hand. And on inquiry on what the drugs are for, it ranges from
prescriptions for heart conditions to diabetes to arthritis. When I
ask how much it costs them out of their own pockets, starting at
$30, almost the same number of people who raised their hands the
first time, raise them again. Going up the scale, many are locked
into costs of around $40 a month or higher. And of course, some
are over $100 a month.

We're going to review that situation today, and we're going to
ask our three witnesses to tell us exactly how it is for them and
what their situations are.

Our first witness this morning is Mrs. Faye Secrist; she’s from
Front Royal, Virginia. Mrs. Secrist?

STATEMENT OF FAYE SECRIST, FRONT ROYAL, VA

Mrs. SecrisT. Thank you. I am here to represent my mother. She
is 83 years old; she will be 84 on December 2nd. I just got her out
of the hospital the 8th of July. The doctor wrote prescriptions, 13 of
them, that came to $251.87, and she’s going to have to continue
taking this medication. And that isn’t counting the Mylanta that
she has to take. Since the 8th, I have bought six bottles. She has a
bottle and a half left. That is $4.29 a bottle.

Her medications will run $264 a month. She worked 40 years;
she gets $460 a month Social Security. She has other utilities, like
her phone, her electric, her oil. Her insurance runs $69 a month;
that comes out of her check before she gets anything. And she is a
diabetic. She is supposed to be on a strict diet which she does not
stay on because it doesn’t leave too much for groceries. She thinks
if you have a slice of bread and a potato you're not going to go
hungry, but that doesn’t take care of your blood sugar when you're
on a diabetic diet.

Last year she paid out $227 having the furnace worked on, which
I think she’s getting ripped off, but she won’t change the oil compa-
ny. They come out and put a nozzle in it and charge you $30 for
labor, $4 for a nozzle, and she spent, during the winter, $227 for
this service. She has a gas bill that runs around $43 every other
month. Her electric averages $45 every month. She is on oxygen;
when she came home I had to get a new air conditioner put in her
bedroom so she could breathe. That was $379, which she owes for
that. And we had other problems. I had to get an electrician; the
light switch didn’t work in her bedroom, and she has to have a
light out there but she wouldn’t get it fixed because electricians
cost too much.

I used to help her when I worked. I would buy her groceries for
her; I would buy things for her that she wouldn’t buy that I
thought she should be eating, but I had to quit work in 1985. My
husband had a stroke in 1982 and he's on disability. So financially,
I'm not able to help her any more.
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She has her fire insurance for her house, $122 a year. And the
telephone is about $17 a month; that she has to have. So that
doesn’t leave but $27, I think, a month for her to buy her groceries.

The CHAIRMAN. Mrs. Secrist, did you say that your mother re-
ceives $460 from Social Security?

Mrs. Secrist. Yes, sir. She worked at a textile mill in Front
Royal for 40 years, and they closed it down when she was 65, so
that’s how long she worked to get that amount on Social Security.
She’ll be 84 the 2nd of December.

The CuairMAN. And she’s living alone, in her own home?

Mrs. Secrist. Yes, she had been living alone, but I'm with her
now because—when she went in the hospital she had stomach hem-
orrhages, and the doctor said that she could have another hemor-
rhage at any time. So my husband and I have been staying there,
taking care of her.

The CHaRMAN. And out of the $460 she now finds herself with
prescription drugs totalling $260 per month?

Mrs. Secrist. It's $251, what I got for her. These are the drugs
that she got when she got out of the hospital.

The CuairMmaN. Is that going to be the cost every month?

Mrs. Secrist. That will be—$264 will be the cost every month be-
cause she has to have the Mylanta for her stomach.

The CnairmaN. Now, she has roughly $200 in income, then, over
gxﬁi ?above the costs of her prescription drugs to pay all her other

ills?

Mrs. Secrist. Uh huh.

Now, some of these drugs are—this one here is $57.95 a month. A
lot of times, that is for her stomach. It's Zantac. And a lot of times,
she won't get that filled because it costs so much. She takes Napro-
syn for arthritis, and a lot of times she doesn’t get that filled be-
cause that costs so much. She tries to stagger them so that—she
has three that cost $50-some a month. Or maybe one she’s taking
for her stomach, that she takes four times a day, that’s $25 dollars,
gut it only runs you 17 days, 60 tablets, when you're taking four a

ay.

The CHAIRMAN. You mentioned a monthly bill that she has to
pay—I believe it was $69 for insurance?

Mrs. Secrist. That’s Blue Cross and Blue Shield.

Ths CuairmaN. Do they pay a portion of these prescription drug
costs?

Mrs. Secrist. Yes, they do, they pay a portion. But she gets
that—she files at the end of the year, and she gets that, and then
she uses that money to pay her taxes—and like having her furnace
fixed, to have some in reserve for things like that.

The CuairmaN. She gets a rebate, then, at the end of the year
for a portion of her prescription drugs?

Mrs. SEcrist. Yes.

The CHAIRMAN. And out of that, she doesn’t pay for the prescrip-
tion drugs; she pays for the——

Mrs. Secrist. To pay her taxes—like, she was in the hospital; she
went in there in November, 1981. She was in there five and a half
months. She had knee surgery and they had to take the knee joint
out, so when she got her check back this year she got a—she had to
have shoes, and she wouldn’t get them until the check came back,
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then they have to built up an inch and three-quarters. And things
like that that she really needs, she’ll do without until she gets that
back from her Blue Cross/Blue Shield drugs.

The Crairman. Well, I can understand that. She has to make
the choices, then, on how she meets the monthly charges for the
prescription drugs?

Mrs. SecrisT. Right.

The CHAIRMAN. And that has an effect on the groceries that she
purchases——

Mrs. Secrist. That's right.

The CrHairMAN [continuing]. Or any other necessities.

Mrs. Secrist. I use to—I quit buying her anything for Christmas
or her birthday, something that she could wear, and when I was
working I would buy her groceries and give them to her. Like
Christmas and Mothers’ Day and Easter, instead of buying her
flowers I would go to the grocery store and buy groceries for her.

The CHarMAN. The necessities.

Mrs. SEcrisT. But I don’t do that now because I'm not working.

The CHairmaN. All right. Thank you, Mrs. Secrist.

Senator Heinz.

Senator HEinz. Mrs. Secrist, you are an example of a very loyal
daughter——

Mrs. Secrist. Thank you.

Senator HEINZ [continuing]. Who has a mother who is getting on
in years, 84, and what you are also an example of is a much more
common occurrence in this country where we have a retired
person—you worked for all your life and retired; your husband is
disabled—and you are taking care of another retired person, in this
case, your mother. I suppose 30 or 40 years ago that kind of situa-
tion would have been relatively rare. We did not have that many
people who lived past 80. We had some, but not as many as we
would have liked to have had, and today there are literally hun-
dreds of thousands, going on millions, of families, of whom you are
a statistical example. And you, therefore, pose for all of us—both
as a specific case and as one representing many—a real challenge
for our society and for the Medicare program. And as you might
have gathered from my opening remarks, I feel that we have to do
something about that.

When you described the various costs that your mother is incur-
ring—utility bills, fire insurance, and so forth, and you detailed the
cost of her prescription drugs plus her Mylanta—I was keeping
track and I came out just about where you did, which is that she
has less than $30 a month for food and clothing. What that really
means is, she has less than g dollar a day for food and other neces-
sities of infrequent and hard-to-predict demand. And I suppose it
would be pretty darned hard for any Member of the Senate to say
that they had ever lived on a dollar a day for food. Could you de-
scribe for us what that really means to her? You said something
ab%ut if she eats a potato or a slice of bread, she thinks that’s all
right.

Mrs. Secrist. That's true.

Senator Heinz. Is that about all she can afford?

Mrs. Skcrist. A lot of nights for dinner, she'll fix herself a bowl
of oatmeal. She gets her lunches from the Senior Center; they
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bring them to her. And for breakfast, she’ll probably have a piece
of toast and a cup of coffee, and that's how she eats.

Senator HEINZ. So no vegetables——

Mrs. Secrist. No.

Senator Heinz [continuing]. No protein, meat, fish. Doesn’t sound
like she has much of anything that’s fresh except maybe that
potato. And you said that she is partially diabetic?

Mrs. Secrist. She is a diabetic.

Senator Hemnz. She is diabetic?

Mrs. Secrist. Uh huh.

. Senator HeiNz. And what does her doctor say about this diet that
she’s on, as opposed to the one that she’s supposed to be on?

Mrs. Secrist. Well, he doesn’t know how she’s been eating. When
she went in the hospital her sugar was way up, and they had to
give her insulin. So far she’s only taken the diabetic pills at home.

But since I'm there—for instance, for breakfast she’s supposed to
" have a cup of skim milk, one ounce of meat or meat substitute, two
starches, and one cup of fruit or fruit juice. That's what she’s sup-
posed to be eating. That’s what she was supposed to have been
eating for the last three or four years.

Senator Heinz. By failing to have this proper diet, has she either
run the risk of going to the hospital prematurely, or has she been
hospitalized, because of her inadequate diet?

Mrs. Secrist. No, she hasn’t been hospitalized for that.

Senator HeiNz. Not yet. Do you think there’s a risk that she
might have to be hospitalized because of that inadequate diet?

Mrs. Secrist. Oh, yes.

Senator HEINz. I would just note for the benefit of those who are
skeptical about a prescription drug benefit that that is another
kind of cost that Medicare incurs through its failure to cover cases
like your mother’s. If she does get ill from an inadequate diet, she
will go to the hospital. She may have to have special therapy;
maybe it will be insulin therapy. I'm not a doctor and I don’t know.
And that will cost many thousands of dollars. It’s hard to get in
and out of the hospital for anything less than a few thousand dol-
lars these days, no matter how quick——

Mrs. Seckist. Well, her bill—she just came out—for 15 days it
was $18,000-some. She was in there for three weeks.

Senator Heinz. Well, Mrs. Secrist, I thank you for your testimo-
ny. I think you've really provided a very valuable service in help-
ing the committee, and I hope our colleagues in the Senate under-
stand just what the stakes are; not just for you, but for literally
hundreds of thousands of people like you, and how failure to attend
to the kinds of problems you've described can be very short-sighted,
very hurtful to people, and perhaps cost the taxpayer even more
money than they think by our failure to have an appropriate kind
of prescription drug benefit in place. I thank you very much.

Mrs. Secrist. Thank you.

The CHAIRMAN, Senator Grassley.

STATEMENT BY SENATOR CHARLES E. GRASSLEY

Senator GrassLey. Well, Mr. Chairman, I obviously can’t ask any
questions of this witness because I didn’t hear the testimony, but I
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do want to take advantage of your calling upon me to submit a
statement that I was going to give. The reason for my absence was
because I appeared before Senator Pryor’s Subcommittee on Gov-
ernmental Affairs on whistleblowing legislation that I am sponsor-
ing \n(riith Senator Levin, so I ask permission to insert this in the
record.

The highlight of my testimony, Mr. Chairman, is only that as we
consider legislation that would determine the necessity and our
ability to provide for the payment for prescription drugs through
some of our existing Medicare and Medicaid programs, that we are
cognizant of the fact that these programs tend to grow much more
rapidly than we anticipate. And I think we need to take that into
consideration. I know you've done that through your request to the
General Accounting Office.

I think we also need to be mindful of the fact that as we set out
on Medicaid and Medicare, it got way beyond what we anticipated
it would cost; and then, through prospective payment systems, we
tried to put some sort of brakes on, and in the process it seems like
we got every hospital, every health care official as well as every
doctor and Medicare beneficiary, mad at us in the process. So 1
think it falls upon us, the necessity of considering, really, where
we're headed here. And I think you need to be commended for
opening dialogue on this issue and your emphasis upon that
through your request for the General Accounting Office study.

[The prepared statement of Senator Grassley, along with the pre-
F:ﬁ'ed s§atements of Senators Pryor, Bradley, Shelby, and Domenici,
ollows:

PREPARED STATEMENT OF SENATOR CHARLES E. GRASSLEY ON PRESCRIPTION DRUGS
AND THE ELDERLY

Thank you, Mr. Chairman.

This hearing is certainly relevant and timely, given that both the Senate and the
House of Representatives are considering catastrophic health care cost legislation
that includes prescription drug benefits.

I think that none of us can doubt that the high cost of prescription drugs does
concern older people. I get a lot of mail on this subject from older constituents who
are dismayed and discouraged at what they have to pay for prescription drugs.

I don’t think many of us doubt that, for some of the elderly, at least, out-of-pocket
expenses for prescription drugs are a significant hardship.

With respect to any legislation to address this problem, however, I think we need
to proceed with caution and make sure we address a number of concerns.

We need to decide whether we are trying to develop a program to deal with costs
that are truly catastrophic, as oppose? to a program that adds a convenient and
helpful benefit that is not really necessary to prevent hardship.

It it is a truly catastrophic benefit we are after, we need to identify the population
we are trying to help as exactly as we can. Although the price of prescription drugs
and increases in those prices may seem reasonable, andp may be unreasonable, it
does lnot follow that they necessarily cause a financial hardship for particular older
people.

it's not clear to me that we should end up with a fprogram that helps middle and
upper income older people who find the high cost of preseription drugs a nuisance,
but not really a hardship.

Finally, if we go forward with this program, we need to make sure we don't prom-
ise more than we can deliver. If I have learned anything in the years 1 have spent
as a legislator at State and Federal levels, it is that we have a genius for underesti-
mating the future costs of Federal programs. On this point, the General Accounting
Office assessment for which Chairman Melcher asked included a brief review of pre-
scription drug programs run by several States. The GAO was emphatic on one
point—that the cost of several of those programs had doubled and tripled in rela-
tively short periods of time.
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If this is to be the experience of any new Medicare Pharmaceutical Drug Pro-
gram, we need to ask ourselves whether we will be heading down the same road we
have followed with the Medicare prospective payment system. To judge by the mail
I receive every week, it sometimes seems that we have managed to make unhappy
every hospital, every physician and every Medicare beneficiary, and every new cost-
cutting initiative we and the Health Care Financing Administration undertake in-
creases their unhappiness.

T am saying that, if we are going to proceed with a new pharmaceutical Medicare
benefit, I hope we do so in a way that doesn’t overpromisc what we can deliver, and
thus lead to more broken promises generating more ill will and disaffection.

Thank you, Mr. Chairman. I have nothing more, and look forward to the testimo-
ny of our withesses,

PREPARED STATEMENT OF SENATOR DAViD PRYOR ON PRESCRIPTION DRUGS AND THE
ELperLy—THE Higu Cost or GROWING OLD

Mr. Chairman, I'd like to thank you for the scheduling of this hearing today.
There has been a great deal of interest expressed this year in a number of issues
related to prescription drugs and the elderly, interest which has been fueled by
action on the catastrophic health care packages currently pending in the Congress.
You could not have picked a more opportune time to begin the aging committee’s
inquiry into the prescription drug area.

Recently, during Senate Finance Committee consideration of the catastrophic
health care package, the many complexities of trying to provide adequate prescrip-
tion drug coverage for the elderly became increasingly clear to me. I have received
an unprecedented number of letters this year regarding the catastrophic health care
package, and by far prescription drugs is the single most mentioned and requested
benefit. llowever, many of my constituents have also expressed concerns about the
deficit, and have urged that benefils not be expanded to the point where our deficit
difficulties are increased. In addition, we hear a great deal about the high cost of
drugs, and about the rapid increase in prices.

The basic catastrophic package which the Finance Committee has reported has
been designed to pay for itself through an increase in the part B premium. Al-
though we would all, for the most part, like to provide as much as possible in the
way of prescription drug coverage for older Americans, the prospect of expanding
coverage to include outpatient prescription drugs raises a number of very serious
issues:

What level of annual prescription drug costs for an elderly individual is actually
catastrophic in nature?

How accurate are the cost estimates we’ve been provided?

Is the public aware of the increased coverage costs to beneficiaries such a benefit
will require?

How accurately can we estimate costs of this benefit in future years, particularly
in light of the rapid inflation rates in the prescription drug area?

How do we keep administrative costs of such a complex program within a man-
ageable range?

If we can finally develop an affordable and manageable benefit, how many indi-
viduals will it really help? How many senior citizens will end up with increased out
of pocket health care costs as a result?

These questions deal primarily with expanded coverage, but lead to the need to
examine other, related prescription drug issues, including overutilization and under-
utilization, substitution of generic equivalencies, and the like.

Another related area of major interest to me is the rise in the cost of prescription
drugs. For a number of years now the rise in the cost of prescription drugs has far
outpaced the general rate of inflation, and has even outpaced the rate of inflation
for general health care costs (the most rapidly rising of all costs). In fact, some stud-
ics have shown that over the last two years the rise in the cost of prescription drugs
has been four times the general inflation rate. Although the pharmaceutical manu-
facturers claim their increased charges are due to increased research and develop-
ment, some studies show that only one-third of these increased corporate revenues
have gone for additional R&D. These inflation issues must be examined as part of
the entire prescription drug debate.

Mr. Chairman, I realize we will not be able to fully delve into all of these areas
today, but I believe this panel will be making a very useful start with our hearing
today. I regret I will be unable to stay for the entire hearing as I have another gov-
ernmental affairs subcommittee hearing 1 must chair. However, I expect to fully ex-
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amine the testimony of ail of out witnesses, and would like to extend my thanks to
them for their willingness to testify.

PREPARED STATEMENT OF SENATOR BiLL BranLEy oN PrEscrirtion Drucs

The cost of prescription drugs to the elderly is undeniably a problem of para-
mount concern. If America’s senior citizens are going to receive the quality health
care services that they deserve, they must be able to afford essential drug therapy. [
commend you, Mr. Chairman, for having this very, very important hearing. It is
only through hearings such as this that we can carefully define the problem so that
an appropriate solution can be devised.

Personal health expenditures for drugs and sundries amounted to $28.5 billion in
1985, almost one percent of GNP, about $150 for each man, woman, and child. The
lion’s share of these expenditures were incurred by the elderly. Although they rep-
resent only 12% of the the U.S. population, the elderly use 30% of all prescribed
drugs. Outpatient prescription drugs represent the largest out-of-pocket health care
expenditure for 75% of the elderly; 2.7 millicn of them incur out-of-pocket drug ex-
penditures of $500 or more each year.

At present, Medicare does not cover outpatient prescription drugs, except for im-
munosuppressives which are required for organ transplants. Becanse privates “med-
igap” policies which cover drugs are expensive and purchased by only a portion of
the elderly, 60% of the elderly lack any coverage for home prescription drug ther-
apy. And as the price of drugs continues to outpace general inflation, fewer and
fewer elderly will be able to afford private insurance coverage of prescription drugs.

Most older Americans suffer from some form of a chronic condition, and many
suffer from multiple conditions. Arthritis affects 539 of the elderly, and hyperten-
sion affects 42% of the elderly. That means that a large percentage of elderly re-
ceive regular medication for chronic therapy. We know that many elderly need reg-
ular medication but simply cannot afford it. As you know, just last year this Com-
mittee received testimony from the President of the Arkansas Home Health Asso
ciation who said that many patients discharged after hospitalization for strokes
have reported that they couldn’t afford the hypertension pills; some patients were
culting their pills in gyxalf themselves to make prescriptions last twice as long!
Nurses have reported lack of coverage for home medications as a primary reason for
hospitalization and re-hospitalization among the elderly.

Prescription drugs are one of the most cost effective medical care components
today. Compliance with prescribed medication cuts down on more acute health care
costs. Noncompliance leads to otherwise avoidable physician visits, hospitalization,
re-hespitalizations, and increased health care costs, not only for the elderly but for
everyone,

Mr. Chairman I'm sure you agree that the Congress is ready to protect the eiderly
from exposure to catastrophic health care costs. Protection from huge prescription
drug costs should be part of the solution, particularly for America’s poor and near
poor elderly. As a member of this Committee as well as the Senate Finance Commit-
tee, I hope to work diligently with my colleagues to see this goal achieved. Once
again, I would like to commend you, Mr. Chairman, and the Committee for its ef.
forts to further our knowledge on'this most compelling and serious problem.

PREPARED STATEMENT BY SENATOR RiCHARD SHELBY ON PRESCRIPTION DRUGS AND
THE ELpERLY—THE HicH Cost oF GRoOWING OLp

Mr. Chairman, I commend you for holding this hearing this morning, and more
importantly, I thank you for placing this vital issue of coverage for prescription
drugs on the agenda of this committee. ] know that I along with the rest of my col-
leagues on the committee staff have invested in this 100th Congress. Mr. Chairman,
you are truly a leader in our quest to find answers to the most pressing problems
facing our nation’s elderly.

I am unable to be at tge hearing this morning due to a previously arranged trip
to Alabama. I will be holding town meetings in six counties in my home state today.
The open forum format of a town meeting allows many individuals the opportunity
to voice their concerns directly to me. Sometimes, if we are lucky, we can begin to
resolve their problems immediately. Other times, however, a more long-term effort
is called for,

Recently, in my travels through out the state and at a catastrophic coverage field
hearing I chaired for the special committee in Birmingham, I have heard more than
appeals for help or assistance. I have heard cries for survival from many of the
senior citizens I have met. And that, I believe, is what has brought this committee
together today—survival. We have gathered to address the high cost of growing
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old—particularly with respect to the incredible expenses our elderly face when pur-
chasing necessary prescription drugs.

For years now many of the cognizant policy makers here in Washington have
been focusing on the need for expanded Medicare coverage for some of the astro-
nomically high medical costs faced by the elderly. In January, 1987, during his State
of the Union Address, we first received word of the President’s intention to offer a
catastrophic health care proposal. While the Administration’s proposal was a wel-
comed first step, it does not come near my expectations or the expectations of count-
less senior Americans throughout this country for adequate coverage.

One of the more obvious provisions inherent in a comprehensive plan is more ex-
pansive prescription drug coverage. Validity of the need for inclusion of a prescrip-
tion drug proposal in any major plan considered rests on three simple points. First,
all available statistics indicate that persons over age 65 use; on the average, three
times the number of prescriptions used by those in the under age 65 population.
Secondly, persons over age 65 generally live on fixed incomes. And finally, there is
relatively little private prescription drug insurance for this group.

What conclusions can we draw from these principles? Like many of the problems
‘we face, we can clearly identify the need. The solution, however, will be more diffi-
cult to reach. Sometimes, we need to look at facts and figures to help us determine
to what extent we need to modify our current approach to the problem.

In Alabama, a state of just over 4 million people, the elderly make up 12 percent
of the population. In 1985, 228,136 people received Medicaid assistance to purchase
their prescription drugs—a good many of these individuals were senior citizens. The
approximate number of prescriptions processed by Medicaid in Alabama during that
same year was 3,303,229. In 1986; the average price for a prescription in Alabama
was $11.46 closely matching the national level of $11.84.

Added to these state figures are statistics which indicate that some 6.7 million
older Americans are taking three or more medications daily and one third of the
patients in nursing homes receive eight or more drugs in the same time period.
Survey results provided by the American Association of Retired People, reveal that
55 percent of the nation’s elderly receive no assistance from insurance or other cov-
erage to help pay for their prescriptions. And still, prescription drug prices have
been skyrocketing since 198! and far outpace other items considered in the Con-
sumer Price Index (CPD. Between 1981 and 1985, prescription drug prices rose 56
percent compared with the rise in the overall CPI of just 23 percent.

These facts although startling, lead to an even more unpleasant reality. The in-
créasing cost of prescription drugs has left many of our elderly with no other choice
than to alter their medication regimens to stretch their supply. This unconscionable
situation will become less the exception and more the rule in the coming years as
both the over age 65.population experiences significant growth and the ever increas-
- ing cost of medication dictates life threatening choices to this vulnerable group.

Sometimes, however, the figures,-statistics, and numbers, mean nothing if we
have no understanding of their effect on a personal level. That is why we need to
hear {rom a witness like Mrs. Cleo Lovell from Trussville, Alabama, who can tell us
of the financial devastation associated with the high cost of prescription drugs. We
are privileged to have Mrs. Lovell share with us her very personal story—the story
of a daughter caring for her mother the best way she can and sacrificing years of
her own savings to meet her mother’s medical needs. I wish to extend a personal
thank you to Mrs. Lovell for travelling all this way to appear before the committee.
She is an excellent representative of the good people all over this country who pro-
vide care to countless senior citizens and 1 am proud to have her here in Washing-
ton.

Mr. Chairman, as work on a catastrophic coverage plan advances in the Congress,
I am pleased that this committee has the opportunity to help voice the concerns of
many of our nation’s elderly on this issue. By being able to show how these prob-
Jems actually affect many senior citizens and how, under current law, the problems
will not cease or.subside, but rather .will become more pervasive in coming years,
our task and the task of our colleagues in both the Senate and the House is clear.
This hearing serves to reinforce something we.all know, something we have heard
over and over again from the senior citizens of our state, and something that we
will not allow to be overlooked when legislation is passed. Mr. Chairmen, it is up to
the members of this 100th Congress to insure that our elderly are never forced to
choose between prescription drugs and survival.
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PREPARED STATEMENT OF SENATOR PETE V. DoMENICT oN PRESCRIPTION DRUGS AND
THE ELDERLY

Mr. Chairman, 1 am pleased that you are holding this hearing on the financial
impact of drugs costs on the elderly. This is a serious problem for many of our
segéor citizens. I hope that the testimony we hear teday will help us to understand
it better.

We are embarking on a new era of Medicare coverage. Protection against cata-
strophic health costs is a top priority of Congress and the administration. Both the
House and the Senate are fast approaching passage of a catastrophic bill. We com-
mend the efforts of President Reagan and Secretary Bowen for bringing this issue to
the forefront.

This issue is not new for me. In 1979, I introduced a catastrophic health insurance
bill. Perhaps we were a little ahead of our time because now, nearly 8 years later,
Congress appears ready to Act.

The Finance Committee bill offers excellent protection against acute care cata-
strophic health costs. It leaves, however, two major liabilities unprotected: outpa-
tient prescription drug costs and long-term care.

Drug costs are a major liability. Although people over 65 represent only 12 per-
cent of the population, they consume over 30 percent of the prescription drugs. Over
75 percent of the elderly use drugs, yet only 40 percent have adequate health insur-
ance against this high cost item. When added to the cost of medical care, this can
trL{‘lJy result in major financial difficulty. Clearly something needs to be done.

e should consider adding a catastrophic drug benefit to the current Finance
Committee bill. I stress, however, that the benefit must be truly catastrophic in
nature, It must cover the extraordinary cests of prescription drugs.

We need to be cautious as we design this benefit. HCFA estimates that coverage
could cost between $5 and 37 billion per year. When this is added to the current
catastrophic package, it could put the premiums out of reach for many elderly and
possibly jeopardize the entire program.

We must be conscious of future drug use and cost. Prescription drug prices have
significantly outpaced inflation in recent years, and any new benefit may encourage
unnecessary or overuse. Perhaps the best way to proceed would be to design a bene-
fit with a high deductible and modest coinsurance. This would ensure that the bene-
fit be truly catastrophic and that it not endanger the financial viability of the entire
Medicare program.

1 look forward to working with you and my other colleagues as we design this
protection.

The Cuairman. Thank you, Senator. And thank you, Mrs. Se-
crist, for your testimony.
. Our second witness will be Mrs. Carrie Morris from Troy, Virgin-
ia.

STATEMENT OF CARRIE MORRIS, TROY, VA

Mrs. Morris. Good morning. I am Carrie Morris. I live at Troy,
Virginia; my address is Route 2, Lot 35. I am 72 years old.

I have some bills here. First of all, it's my tax for my mobile
home; I live in a mobile home at the trailer park, and that is
$14.85. My electric bill is $50.13. I have life insurance, $14.95. I also
have a budget fuel bill for $50.00 a month. I have another policy of
life insurance for $12.90, and my rent is $70.00, which goes up
every year. And then there are some more cancelled checks here.

I go to my meeting, because I am one of Jehovah's Witnesses,
and the person charges me $18.00 a month for transportation.

The Health Foundation at Charlottesville, the University of Vir-
ginia, charges me $10.00 a month, which I owe them $259.00. And
also—the gas company is about $30.00 every three months.

So my income is $487 every month, and it really is up to me,
now, between my medicine or my food. I have to decide on whether
to buy medicine or buy food, because after all these expenses I
have about maybe $30 a month.
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The Crairman. Out of the $487—is that income from Social Se-
curity?

Mrs. Morris. That'’s from widow’s pension.
$4’(I)‘(})§?e CraIrRMAN. And the bills that you have listed add up to over

Mrs. Morris. Yes.

The CrairRMAN. Now, wait a minute. What about prescription
drugs?

Mrs. Morris. Well, I have angina and a heart murmur. I take
Corgard, which my last prescription was supposed to be $14, and 1
had to give half, which was $7. In curiosity I opened the bottle and
poured the pills into my hand, and it was seven pills. So that
means that I will have to wait until I have a pain real bad that I
can't stand it before I can take the medicine. And then if that don’t
work, then I have to take nitroglycerin.

T(§1$ CHairmaN. How often are you supposed to .take your Cor-
gard?

Mrs. Morris. Every day, one every day. But I haven’t been
taking it, only waiting until I have a pain to take it.

The CxHairMaN. How much does one Corgard pill cost you?

Mrs. Morris. It must be a dollar because I paid $7 for the half
prescription, and I looked in the bottle and there were seven pills.

The CHairMaN. Does your doctor know that you're not
taking——

Mrs. Morris. Yes—he doesn't know that I'm not taking it be-
cause I didn’t tell him. But I asked him when I was up there about
it, and he said, well, just get—I told him, I said, I don’t have
enough money to get all this medicine. He said, well, just get half
of it, then; that will be all right.

The CHAIRMAN. But you’re not taking even half of it, are you?

Mrs. Mornis. No, I'm not taking half. I'm taking only one when I
have a pain.

The CHAIRMAN. Mrs. Secrist’s mother, who happened to have
about the same amount of income per month as you do, had to
make the terrible choice of either eating or paying for all the pre-
scription drugs.

Mrs. Morris. Well, that’s the way it is with me.

The Cuammman. I think it’s also a choice, maybe, of whether you
live or not.

Mrs. Morris. That’s the truth.

The Cuairman. I would advise you that you should consult again
with your physician. Does he say it’s all right for you to take one
every other day——

Mrs. Morgis. No, he told me in the beginning to take one every
day; because, you see, the valve to my heart closes and the blood
can’t go through. So this pill opens it up so that the blood can flow
through.

The CHairmaN. Well, I understand where you're at; you just
simply don’t have the money. It's reprehensible that you should be
taking the chance on your life by not following your doctor’s rec-
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ommendation of taking one tablet of Corgard every day in order to
be able to buy the food you also need.

Mrs. Morris. May I say something else?

The CHAIRMAN. Yes, please do.

Mrs. Morris. I still need the Mylanta. I need calcium tablets, but
I don’t have the money to get them. I have a slight case of osteo-
porosis. I fall and break my bones. And that, you know, is for my
bones. And then the Mylanta is for my stomach because I have eso-
phagal hernia.

The Crarrman. Well, I think we will want to do something to
help you, Mrs. Morris, because I believe your choices are too harsh,
not compatible with decent, ordinary compassion of Americans. I
think you testify to the situation that we must correct.

Mrs. Morris. And may I add something else, too? I would rather
buy my own food, but I've had to go to Mrs. Kelly to bring me food
to last me, because the last week in the month I don’t have any-
thing. And this last month, before my check came in, I ate jelly
and bread and tea; that’s what I had for each meal.

The CHAIRMAN. For the last week?

Mrs. Morris. Yes. I called her, and she brought me in enough
food to last me until my check came in.

The Cuatrman. That's deplorable that you’re forced to do that,
Mrs. Morris.

Senator Heinz.

Senator Heinz. Thank you, Mr. Chairman.

Mrs. Morris, as Chairman Melcher said, you have a very similar
situation to the previous witness, Mrs. Secrist.

Listening to you recite your costs and the tough choices you are
making, I gather you are not only skimping on medicine, you're
also skimping on food?

Mrs. Morris. Food. That’s true, I am.

Senator HEINz. You're not eating properly and you're not taking
the medication you're supposed to take, either.

I realize that the total cost of your medication—at least, that
you're supposed to be taking right now, the dollar a day drug, Cor-
gard—would, of course, be about $365 a year. And you would prob-
ably have some additional drugs that you shouldy take that you
mentioned.

Mrs. Morris. Yes, I would.

Senator HEinz. And it occurred to me that the legislation that
most of us have been talking about with respect to coverage for

rescription drugs would probably have a deductible of around
§500 a year, which would mean that if you spent $360—as you
would like to, but can’t—you would get no help from that legisla-
tion because you would have to have in excess of $500 to get any
help, and then only to the extent that your drug costs exceed $500.
Now, that would help Mrs. Secrist, whose drug costs are much
more substantial than yours; hers are roughly $258 a month. Yours
currently are $30 a month.

And secondly, because of the way most people have been talking
about financing this prescription drug benefit, even though it
didn’t benefit you, you would still have to pay—as insurance—your
fair share of that cost, which would likely be around $5 or $6 a
month, which would be in addition to—it would be deducted from
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you(xl' Social Security check, which I gather is modest enough al-
ready.

And it seems to me that most of the prescription drug bills and
coverage that we're talking about, if my understanding and analy-
sis is correct, would not help you; indeed, in a sense it would hurt
you, because you would not get—at least, right now—any benefits
from this legislation, but you would nonetheless pay for it. Is that
correct?

Mrs. Morrss. I guess so, yes.

Senator HEinz. Now, there is another idea that some of us have
explored, and 1 have offered an amendment like this in the Fi-
nance Committee, and that is for States to be required to have a
Medicaid buy-in for people at, say, 125 percent or less of the pover-
ty line. That would, for example, have a State pick up as part of its
Medicaid program the costs of prescription drugs for people who
met their poverty line test. In the case of 125 percent, that would
be about $6,700 a year.

If that was the levél at which States made people eligible for
Medicaid drug coverage, would that help you? Is your income less
than $6,700 a year?

Mrs. Morris. Yes, I guess it would. But I was denied the Medic-
aid. I went to see about it. I had a hearing, and they denied it. For
what reason, I don’t know; but for one thing, they thought at that
time my income was too much, which it wasn’t, at about $200-
some. So it would help, and T've tried to get it, but I was denied.

Senator HeiNz. What I've described wouldn’t make you eligible
for Medicaid in its entirety——

Mrs. Morris. No, but it helps.

Senator HEiNz. What I have described would be a special eligibil-
ity window that would be more generous for prescription drugs for
people at, below, or near the poverty line, which the States would
at some level be required to cover, and above that level to, say, 150
or 175 percent of poverty, have the option of covering. That $6,700
a year, if that was the income level above which eligibility was
denied, would you be below $6,700 a year in income?

Mrs. Morris. I probably would be, yes.

Senator Heinz. You probably would. So that approach might
help you?

Mrs. Morris. Yes.

Senator HEINz. Very well.

Thank you, Mr. Chairman.

The CHAIRMAN. Senator Grassley.

Senator GrassLEy. Mr. Chairman, I have no questions at this
time.

The CuairMaN. All right.

I thank you very much, Mrs. Morris, for your testimony.

N The next witness will be Mrs. Cleo Lovell from Trussville, Ala-
ama.

Please proceed, Mrs. Lovell.

STATEMENT OF CLEO LOVELL, TRUSSVILLE, AL
Mrs. LoveLL. It's not far from Birmingham.
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I am honored to be asked to come here and speak on behalf of
my mother, who has passed away. I'm still very emotional; it only
happened the 5th of May.

My mother had to retire in 1973 because she had emphysema
and was a diabetic and had high blood pressure, and three doctors
advised her to retire. My mother’s dream was always to own her
own home; and since my father drank, that never happened, until
he got killed in 1959. She got an income—her policy and every-
thing, burial policy and everything—came to $2,500. So after my
mother paid for my father’s burial, she took the balance of that
and paid down on a Jim Walters shell home. In case you don’t
know what a shell home is, it's all outside and no inside.

She was only making—I don’t know exactly how much she was
making at the time that she bought the home, but she was only
making $2.55 an hour in 1973 working in the linen room at a hospi-
tal. They had a credit union, and she borrowed $200 a month from
the credit union and would pay it back at $25 every two weeks
when she would get her paycheck. We would take that lumber, and
her relatives and friends built most of the inside of her home.

Gentlemen, the reason I'm telling you this is because I have tried
many times to get help for my mother. I have never had any help
except for Medicare and Home Care; thank God for them, because I
don’t know what I would have done without them.

My mother had a stroke in 1983 that paralyzed her left side, and
then later in 1983 she had a stroke in her throat, and she couldn’t
talk. Between the therapist and myself, we worked with my mother
until we could get her to where she could speak. The first thing she
wanted to do was to go home. She could walk with a walker, so I
called to try to find out what she would have to have in her home
that she might be able to go back home. At the time they had
something out with the Government that would help pay the
people that couldn’t afford it to fix things for the crippled people in
their homes so they could live at home.

They came out and told me my mother was eligible, told me to
get three estimates and send it in to them; told me what my
mother would need in order to stay home. She would need furnish-
ings, of course, things for the commode and the bath and a place to
go up the steps. I got the three estimates and sent them in. They
sent back six months later and said that their funds had run out
and that I could try again next year. I could not leave my mother
in that shape in her home, so I carried her to my home. Oh, and
xxlxly mother’s home is right behind ours; we gave her a lot to build
this on.

On May 20, 1984, my mother had a heart attack and was back in
the hospital, so I did not call back the next year. I was afraid for
my mother to stay in her house, but I did call Medicaid, welfare,
and food stamps to try to get my mother some help. By then, her
medical bills were ridiculous, more than she could pay. They told
me that my mother could not get help from these three because
she owned her own home and was not living in it.

On November 7, 1985, my mother was back in the hospital with
a hernia. Gentlemen, I'd like you to remember that each time she
came out of this hospital, she came home with at least three more
prescriptions, at the very least, and sometimes more.
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When they operated on her for the hernia, they found what they
called a “jelly substance” in her stomach. The doctor felt that it
was cancer. They sent it off; it came back negative, but he told us
that he still felt that my mother had cancer.

On May 11, 1986, my mother was back in the hospital with a gall
bladder attack. Her doctor told us that he could not operate that
soon; my mother’s health just wouldn’t stand up to it. He gave her
another prescription and said, “Now, this is very high, and she’ll
probably have to stay on it the rest of her life if it works. If she has
another attack, please immediately bring her back.”

On June 3, 1986, she had another gall bladder attack. We carried
her in and they operated the next morning. They sent off an-
other—some more—to see if she had cancer. This thing came back
negative. Her doctor told us he was most positive that she had
cancer. She had a jelly substance in her stomach, but it would not
show up that it was cancer.

We brought my mother home, and I tried again to get some help.
Every place I called told me that if I would sell my mother’s home,
that I could get some Medicaid help for my mother; or if I would
put her in a nursing home, they would sell her home and every-
thing in it to help pay for her nursing home. I carried my mother
home while I was doing the work in her house, twice a week, got
her up the steps, and let her stay in her home.

On August 25, 1986, my mother had a massive brain stroke. I've
got to tell you something about this. They didn’t think she’d ever
talk again, but she did; but what I wanted to tell you, we were sit-
ting up with her one morning and this nice gentleman came to the
door, and he said, “Good morning. How’s your mother?” I said, “I
believe she’s much better this morning, thank you.” My aunt said,
“Who is that distinguished-looking gentleman?”’ I said, “I don’t
know; somebody who has someone in the hospital, I guess.” So
when I got home, I got five bills from doctors I didn’t know, which
you will get every time you come home from the hospital. So I
picked up one and decided I'd just call and see who this Dr. Perrine
was. So I asked, and they told me, they said, he’s the one that came
to see your mother on such-and-such a day in the hospital.

Gentlemen, it was the distinguished-looking guy who stuck his
head in the door and wanted to know how my mother was feeling.
His bill was $175, and Medicare and Blue Cross paid $150 of it. 1
paid the other $25. I've got a receipt to show it.

We carried my mother home. I tried again to get some help.
They told me the same thing. We found out on May 29 that m
mother had a hemorrhage from diabetes behind the retinas in bot
eyes, that she would have to have laser beam operations. I carried
her on May 29, 1986, and got one in her left eye—we couldn’t keep
her out of the hospital to get them the way we should. On June 30,
1986, I got another one in her left eye. On July 10, 1986, I got one
in her right eye. When she went back for an examination about a
week after that they told me that they didn’t work, she was losing
her sight.

I took my mother back to her home for a last look around. She
looked at me and she said, “Thank God for being so good to let me
work and have a beautiful home like this, and all the things in it.
If I never see it again, I'm real proud I still have it.” And then
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they looked at me and had the nerve to tell me that my mother’s
not eligible for help because she owns her own home. Her own
home that, I might add, had no kitchen cabinets; only a sub-floor,
and no inside doors.

Excuse me.

My mother’s medicine bill—I told you all this because I want you
to know how important it was to me to have my mother, to keep
her in the home that she had worked and done so much to have.
When we started talking about me coming to Washington, we were
talking two years. As I said, my mother had to retire in 1973, but I
got it down for two years. Her medicine bill was $3,900.13. Her
doctor bill that Medicare and Blue Cross did not pay was $1,560.13.
My mother had many things that all shut-ins have to have—this is
prescription medicine. She had to have needles, vitamins, cold med-
icine, medicine for constipation, underpads—12 diapers cost $14.49;
you can imagine how often you have to change those—Carrington
Gel for bedsores. My mother was in the bed for a year.

I had to carry my mother back to the hospital on October 10th
with twisted intestines. They found her cancer. They called in a
cancer doctor. We hadn'’t told my mother. He came in one morning
to the door and called me out in the hall and told me who he was,
that they had called him in to see about giving my mother chemo-
therapy.

My mother was real sick. I told him that I would like to wait
until the next morning so I could talk to her surgeon, and then all
three of us made up our mind that my mother was too sick to take
chemotherapy. She stayed 21 days in the hospital, and we carried
her back.

The second time she had to go back in the hospital—I got that
wrong, sir—the first time that she had the twisted intestine—I'm
right, sorry. We carried her home on April 10, 1987. We had to
carry her back to the hospital; she had twisted intestines again.
The doctors told us that they could not operate again because she
would die. They gave her her medication through glucose. She was
hemorrhaging at the time when we carried her back in. The gave
her her medicine, and she was in the hospital a total of 103 days in
the past year. She was furnished her medicine in there, so you add
that to the $3,900.13 we paid—if you had added this other 103 days
on it, it would have been much more.

We kept my mother—Blue Cross sent us a letter saying that they
would help my mother on her medicine. They sent us a card. We
went to our drug store, presented the card, got my mother’s medi-
cine for a $3 prescription. I thought, Lord, will miracles never
cease? This was the most wonderful thing that has ever happened
to my mother. Six months later I heard from the drug store that
Blue Cross would not pay it—no, it wasn’t six months; it was a
little over a month—$300-something in debt. Blue Cross wouldn’t
pay it. My mother had to retire on disability before Blue Cross
passed this, so she was not eligible for her medicine, is what Blue
Cross told me. I never got any help from Blue Cross on her medi-
cine. I never got any help from anyone.

My mother wasn't like the others. She didn’t go hungry. My hus-
band and I worked hard; we had managed to save back a little for
our old age, and we were more than glad to spend it to keep our
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mother as long as we could. We had put in $9,809.70 in the last two
years to help pay my mother’s bills. That was the insurance over
her house, gas we had to use in the winter to keep things from
freezing up, light bills at my mother’s house to keep people from
breaking in at her house, paying on her medicine. We never told
my mother that we were putting money in her bank, because when
she lost her sight I had to take over writing all of her checks. My
husband is driving a 1968 Falcon, and I'm driving a 1978 Fairmont
because we can’t afford better cars. That's fine; I'm not complain-
ing about this. What we've spent, we were more than glad to
spend. But gentlemen, there are a lot of senior citizens out here in
this world today that are like these two people said, that go hungry
because they cannot afford to buy medicine and food. I was a
Center Manager for three years, and I went in homes; when the
heat stroke hit (over 102 degrees)—I don’t remember what the year
was, but when the heat stroke hit they called us and told us to
check in our neighberhood to find out the senior citizens that had
no fans. Because of the crime rate, I go in these homes and they
have the windows locked down, no fans. I tell them, “Well, we're
going to loan you a fan. You're going to die in this heat.” “Oh, 1
can’t run a fan. With my doctor bill and my medicine bill, I can’t
afford to run a fan and run my light bill up because I'm not paying
my bills as it is.”

I told this one couple, I said, ‘“Please, if you will run this fan for
the next few days, I'll try to get you some help on your electric
bill.’{) 'III never got it, but I did get a little help that winter on their
gas bill.

T've gone in homes in the winter where older couples would have
their bedroom and.their kitchen open, with heat; the rest of the
house, cold. In their .bathroom they'd have a little electric heater
that they would turn on only when they took a bath; at other
times;they -went to the bathroom in a cold room. All this, trying to
pay their doctor and medicine bills.

Gentlemen, F think it’s time we did something to help them. I'd
be glad to answer any questions you have to ask.

The CHAIRMAN. Mrs. Lovell, I agree with you that the life-long
desire of your mother to have her own home was one that should
have been respected, and I would have done no differently than
you did under those circumstances.

I think that what we’ve heard from you, as well as from Mrs. Se-
crist and Mrs. Carrie Morris, bears out the results of the General
Accounting Office study that I mentioned at the outset of this hear-
ing. For most older- Americans, the highest out-of-pocket health
care cost that they face is prescription drugs. It works out that way
in the case of each of the three witnesses; you with your mother,
and Mrs.-Secrist with her mother, and Mrs. Morris with herself.

Medicare currently isn’t providing the type of protection that
older Americans need for prescription drugs. The fact that many
-older American must make choices between paying for prescrip-
tions and buying other necessities is intolerable.

Senator Heinz mentioned that without adequate nutrition, there

-is an increased risk of very serious medical problems. For example,
controlling the complications associated with diabetes very much
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depends on a proper diet. And in Mrs. Morris’ case, not taking the
drug provided for her heart valve inadequacy could result in death.

So I think perhaps what’s coming out of this hearing is that we
need a prescription drug benefit under Medicare, and that such a
benefit may well have to be income-tested. After all, your mother,
Mrs. Lovell, while not commanding high wages during her working
years, still contributed to Medicare with the idea that it would be
available to her in retirement.

Mrs. LoveLL. May I say, sir, she drew $381, and had to pay this
out. And I also forgot to mention that during the course of two
years she was taking 36 different drugs.

The CHairman. Well, it’s an impossible situation for her and for
you to try to meet all the costs of living and pay for needed pre-
scription drugs. I think that Americans should be reassured that in
the future their contributions to Medicare, which are roughly 1.5
percent of their gross wages will be going for the type of protection
that they think they’re going to need in their older years.

Mrs. LoveLL. I'd also like to mention that I've paid out $796.86—
my mother left a balance of $345 after we had put all this money
in her checking account. She drew $250 for burial. She had insur-
ance with Vice's Insurance, and they went bankrupt; all of her in-
surance was paid up and she couldn’t afford to take out any more.
So I paid out $796.86 since her death, and I've got in bills of
$1,236.41 that have come in, and she died May 5th. And if you
know anything about hospitals, they just now started coming in for
her last trip. So Heaven knows how we’re going to pay it, but we
will pay it.

The CHarMAN. Thank you, Mrs. Lovell.

Senator Heinz.

Senator HeiNz. Mrs. Lovell, you paid out nearly $10,000, as I
recall your testimony, of your husband’s life savings, to help your
mom. Did that put a pretty big dent in your life savings?

Mrs. LoveLL. It almost broke it.

Senator HeiNz. It almost consumed all of it?

Mrs. LoveLL. Almost all of it, yes, sir.

Senator HEINz. Now, if you hadn’t had those savings, what would
have happened to your mother? You described how she had to have
cataract operations, and you implied that she was going to go blind.
In your statement you indicated that her house was really every-
thing that she had. Is it fair to say that she would have had to get
rid of the house and go blind, into some kind of a nursing home on
Medicaid?

Mrs. LoveLL. There are two things my mother asked me to do; to
try to hold onto her home, and not to send her into a nursing
home. As you know, she had emphysema real bad. She would have
to raise up morning, noon and night, several times; I would raise
her up in bed because she’d get to where she couldn’t breathe. And
she always had a fear that if I put her in a nursing home they
would tie her down and she wouldn’t be able to get her breath.

Senator HEINz. And that would have been even if she had been
able to see?

Mrs. LovELL. Yes sir.

Senator HEINzZ. So the situation would have been, to her, a
frightening situation, made all the more frightening, but she would
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never have been able to see where she was if you hadn’t been
there?

Mrs. LoveLL. Yes.

Senator HEiNz. How are you going to provide for yourself, with
all of your life savings having been exhausted, should you at some
future time—or your husband at some future time—lapse into the
same situation?

Mrs. LoveLr. My husband is retired now. We're living on a fixed
income. He has a small retirement pension, plus he gets a Social
Security check.

If we get into the situation that my mother was in, I'm hoping
my trip today to Washington will take care of a little of that.
That’s how I'm planning on getting by.

Senator Heinz. But other than that, no way? Is that right?

Mrs. LoveLL. No way.

Senator Hrinz. Last question. Were you surprised that Medicare
didn’t help pay for the very high drug costs of your mother?

Mrs. LoveLL. I sure was, sir. I called many times. What would
get me more than anything else is because they said that “Because
your mother owns a home and does not live in it,”” when she’s prac-
tically on death’s bed—she thinks she should be living in her home
in order for them to help us.

‘Senator-HEINZ. At the outset I said that Mrs. Secrist was an ex-
ample of a 65-year-old retired -person who had another retired
person, a parent, and who was a care-giver of that parent, and that
was a growing group. You are part of another very large group.
About three out of four senior citizens, according to the surveys
that have been done—principally by AARP—think that Medicare
covers most of the costs of long-term care. That’s what most people
think, and you know that it does not. You found out the hard way.

Mrs. LoveLL. Yes, sir.

Senator Heinz. Thank you, Mr. Chairman.

Mrs. LoveLL. Medicare pays a certain part of it, whatever they
agree to pay, and Blue Cross pays 20 percent of the balance, and
the individual pays the remainder, whatever it is.

Senator Heinz. Did you think it was that way five years ago?

Mrs. LoveiL. I don’t know, really, because I had no experience
back then.

Senator Heinz. Thank you.

The CHAIRMAN. Senator Simpson.

STATEMENT OF SENATOR ALAN K. SIMPSON

Senator SiMpsoN. Mr. Chairman, I thank you. I do want to con-
tinue to try to participate in this committee’s activities and I thank
you for going forward with the agenda, and I will be participating,
as I say.

I'm sorry, Mrs. Lovell, I missed some of that earlier testimony,
but I heard Senator Heinz say that you had expended some $10,000
towards the care of your mother, and I didn't hear—what was the
amount of that that went toward prescription drugs?

Mrs. LoveLL. In the last two years—we were picking it up over
the last two years so that I would have all the receipts to prove
that I had put that much money in there. And her prescription
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drugs—now, I can’t tell you exactly—her prescription drugs were
$3,900.13 for those two years. I can’t tell you exactly what part of
that money went for that. It did go for medical, because we were
buying groceries and we were buying this for mother and buying
that for mother. And the upkeep on her house—now, we were
keeping her house up, paying the insurance and things that have
to be done at her house.

My mother was old, and she was like ‘most-senior citizens; she
worried, all the time worrying about something. And you try to
keep them from worrying as much as you can when they aré as
sick as my mother was. We would put money as we could into her
checking account, and then when mother would say—before she
got where she couldn’t see at all—‘How are we paying for these
doctor bills? How are we paying for this medicine?”’ 1 said,
“Mother, look, you've got so much left in your checking account, so
let’siX don’t worry about it.” She didn’t know that we were putting it
in there.

Senator SiMpsoN. I know that feeling. My wife’s mother is 86 and
my mother is 86, and they worry a lot. And we're very fortunate. 1
don’t pretend that’s not the case; I am very grateful for that. My
wife’s mother, that's a different story. She had very little, and we-
are helping there in every way. i

But I'm just trying to get to the actual percentage of cost that
would be directed to prescription drugs, because that is the subject
of the hearing. These other things are very important, but the
Budget Committee has told us—and this is not a partisan issue— -
that we need to reduce the cost of Medicare by $1.5 billion. It is
now $79 billion spent on Medicare, and 10.7 percent of the gross
national product is spent on health care in this country.

Now, I have been around here long enough to know that I am
not saying that I don’t care; I promise you that. I am saying that
we need to do something with prescription drugs. I'm not saying we
don’t need to address that. However, I think there certainly should
be a means test. That's what’s happening in this Medicare game,
there's no way to relate the benefit to the amount of actual need.
Until we get to a means test we're not going to get problems with a
new drug benefit resolved properly because people give us different
figures on what the cost of it is going to be.

What will this cost? What will a new entitlement program cost?
What does it mean to the drug companies? You know, I'm not in-
volved with the drug companies, but I understand they put in
about 16 percent of their gross income toward research and devel-
opment. If we're going to create a whole new system, I think we.
want to be very careful because the cost of it is going to fall back
on the Federal Government. And if we end up controlling drug
prices, they don’t continue with research and development toward
the kinds of new drugs that ease the pain and the anguish of senior
citizens, I think we want to watch that, too.

I'm just relating my experience here, especially with Part B of
Medicare which was originally to be paid 50/50 by the beneficiary
and by the Federal Government. Now it’s 75 percent by the Feder-
al Government and 25 percent by the beneficiary. We tried to raise
that one percentage point a few years ago, and the mail room
broke down.

77-493 0 - 87 - 2
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I'm just saying that when we get to this—and I'm ready to go to
some degree of means testing on prescription drugs— but when we
get there, the cost will be more than we anticipated. We know that.
And when the costs go through the roof we will not allocate that
additional cost to the beneficiary; that we know, too. That's the
way it is.

So I think we want to be prepared to decide who will bear that
cost. The costs, obviously, should be falling on those who can afford
to pay, including those within the beneficiary rolls, in my mind.
And people like you and your mother and these other people have
testified, let's target the assistance. And somehow the word “tar-
geting” doesn’t always get said in this committee, and I think it's a
very critically important thing that we do, and that is target the
resources of the United States on a means test basis to people like
yourself in your particular extremity.

With that, I really don’t have any——

Mrs. LoveLL. Well, you asked me a question, if I thought how
much of that money that I contributed went to my mother’s medi-
cine—let’s just take what my mother made, up until the first of
this year, $381; that she paid $253—that’s a month—she paid $253
a year on her house insurance; her light bill, when she did not live
in her home, ran about $10 to $14 a month; her fire insurance ran
$83 a year; her Blue Cross insurance ran, with the last raise, $52 a
month. My mother, eating as a diabetic eating on a diet, give her
$10 a week to eat; maybe $20 a month for clothes; because she
didn’t have to have much, mostly gowns. You take all this out of
her $381, there’s not much left to pay that $3,900.13. So'I imagine
most of it went for it. ) B

Senator SiMpsoN. No, I hear what you're saying, but the issue
today is prescription drugs, not things purchased at a drug store
and not medical things. The issue is——

Mrs. LoveLL. They still have to be bought.

Senator Simpson. I agree with you, but we are talking about pre-
scription drugs, and I think that’s what we have to limit ourselves
to. I would like to see what that is, and I hear you completely, and
we will proceed, as I know the Chairman will; but I think a target-
ed approach is something that at least I'm going to be paying close
attention to. :

Thank you, Mr. Chairman.

The CHAIRMAN. Thank you very much, Mrs. Lovell.

Mrs. LoverLL. Thank you for giving me the privilege, Mr. Chair-
man.

The CHAIRMAN. I have a rather unusual message that was
handed to me a few moments ago. Bill Haddad, Chief Executive Of-
ficer of the Danbury Pharmaceutical Company of New York, and
also Chairman of the Generic Pharmaceutical Industry Association,
wants the witnesses who still need assistance with prescription
drugs to know that he will supply each of them with a year’s
supply of the required drugs. He knows this gesture doesn’t deal
with the problem, but he was so moved by their testimony that he
wants to do this. He will be in touch with the witnesses through
the committee staff.

So we have heard from people who have been right there in the
trenches, facing the problem of how to pay for prescription drugs,
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and now we’ll hear from witnesses who perhaps can contribute to a
solution.
The first witness is Dr. Helene Levens Lipton, co-author of
“Drugs and the Elderly: Clinical, Social and Policy Perspectives.”
Dr. Lipton.

STATEMENT OF HELENE LEVENS LIPTON, ASSOCIATE PROFES-
SOR, DIVISION OF CLINICAL PHARMACY, SCHOOL OF PHARMA-
CY, AND SENIOR RESEARCH ASSOCIATE, INSTITUTE FOR
HEALTH POLICY STUDIES, SCHOOL OF MEDICINE, UNIVERSITY
OF CALIFORNIA, SAN FRANCISCO, CA

Ms. LiproN. Good morning, Mr. Chairman.

The CHAIRMAN. Good morning.

Ms. Lipton. It is indeed an honor to be cailed to testify before
the Senate Special Committee on Aging on issues related to medi-
cations and the elderly.

By way of introduction, I am an Associate Professor in the Divi-
sion of Clinical Pharmacy, School of Pharmacy, and a Senior Re-
search Associate at the Institute for Health Policy Studies, School
of Medicine, University of California at San Francisco. My observa-
tions today are based on research and policy analysis that I've done
for about a decade, in collaboration with my colleague, Dr. Philip
Lee, culminating in a book, “Drugs and the Elderly,” that will be
published by Stanford University Press this year. Much of my testi-
mony this morning is drawn directly from that.work.

The issue before us this morning is to analyze the impact of the
high cost of prescription drugs for older Americans and to deter-
mine whether there is a need to provide expanded Medicare and
Medicaid coverage to meet the elderly’s needs for prescription
drugs. These are critically important questions.

Drug costs have long posed problems for millions of our Nation’s
elderly, especially the 80 percent of our country’s elders who are
afflicted with one or more chronic illnesses, usually requiring long-
term maintenance medications. In my testimony I'll try te describe
briefly the issues surrounding drug costs for the elderly and the
reasons why the elderly—particularly the elderly poor and near-
poor—are especially at risk for drug misuse.

I am going to be providing you with what I hope you will find to
be relevant facts and figures. But as a colleague of mine once ob-
served, “Statistics are nothing more than people with the tears
washed away.” After listening to the testimony of the three wit-
nesses preceding me, I think it’s fair to say that in my testimony
this morning I'll corroborate in statistical terms what they have so
poignantly shared with us in personal and human terms.

To appreciate the impact of drug costs on the lives of our older
Americans, I think it is necessary to understand the rapid rate at
which drug prices have been increasing over the past few years. In
recent years, drug prices have escalated dramatically. They rose
faster, relative to inflation, in 1982 than for any year in the entire
1965 to 1981 period. Since 1982, increases in prices for prescription
drugs have grown two to three times faster than the Consumer
Price Index.
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The elderly are adversely affected by these rising drug prices be-
cause their burden of chronic disease requires them to take more
drugs than people in any other age group. This is borne out by a
household survey conducted in 1977 by the National Center for
Health Services Research which found that, on average, people use
about seven prescriptions per year:; but for our Nation's elderly, the
corresponding figure was 14 prescriptions. These data have been
borne out by other national surveys conducted by HCFA and the
FDA. They show, once again, that the elderly are twice as likely to
take medications as are their younger counterparts.

The elderly, then, use more drugs—and, by the way, pay more
for each prescription—than does any other age group. As a result,
they are much more likely to incur, as we have heard this morn-
ing, high drug costs.

An important factor related to prescription drug costs is the per-
centage of those costs borne by el%erly consumers themselves. The
elderly pay larger out-of-pocket costs for drugs than do people in
any other age group. Expenditures for outpatient drugs for the el-
derly are second only to the cost of their long-term care.

In examining the out-of-pocket drug expenses incurred by the el-
derly, it is important to determine their economic status. It is only
through that examination that we get some sense of what the fi-
nancial burden they face is actually like.

In 1980, a national HCFA-sponsored survey analyzed prescription
drug expenses for the elderly poor, the near-poor, and the non-poor.
It found that all three groups had to pay over half their drug ex-
penses out-of-pocket. The near-poor, those above the poverty
threshold but below 200 percent of that poverty threshold, had to
pay 75 percent of their outpatient drugs out of pocket.

In sum, those who are poor or living slightly above the poverty
level are most likely to incur out-of-pocket drug expenditures
beyond their means. They suffer from diminished finances and in-
creased incidence of health care problems which create a need for
chronic prescription drug use.

Do these high drug expenditures influence the elderly’s drug-
taking ability? We find, on average, about 50 percent of the elderly
do not take their medications safely and effectively. Noncompliance
is a complex problem caused by many factors, including drug costs.
When we loolg at the data to try to understand the relationship be-
tween drug costs and compliance, the data came from several
sources. Information comes from health professionals who have
been caring for geriatric patients for many years and who have
documented in the literature how the high Ccosts of prescription
drugs, particularly those faced by the poor and near-poor, are ad-
versely affecting the health care status of our Nation’s elderly.

We also have some literature looking at the relationship between
drug costs and compliance. There aren’t many studies, but the few
that exist suggest that drug costs for our Nation’s elders constitute
a major economic barrier to their safe and effective use. For exam-
ple, in one study of about 300 chronically-ill patients who were dis-
charged from a general hospital, researchers found that the finan-
cial burden imposed by drug costs was the primary reason offered
by elderly patients for their inability to comply with drug treat-
ment. Resuﬁs indicated that the average monthly cost of drugs pre-
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scribed for patients who did not comply with their physicians’ drug
instructions were three times greater than the cost of drugs of pa-
tients who did comply. These studies examining the relationship
between drug cost and compliance are few in number. They are
limited by small samples of elderly patients and by less than pre-
cise definitions of compliance. But this research is important be-
cause it shows that drug costs do play a role in the drug therapy
decisions made by elderly patients.

I should like to add that there are many studies showing that the
number of medications taken by the elderly also affects their drug
therapy decisions. The more drugs taken, the greater the probabili-
ty of noncompliance. Why is that? Patients on multiple medica-
tions are more likely that are other patients to suffer from side ef-
fects and adverse drug reactions. They are also more confused and
less likely to understand how to take multiple medications appro-
priately. But it is also fair to say that people on multiple medica-
tions—and a significant minority of our elderly patients fall under
that category—do not comply because their total drug expenditures
are so excessive.

To summarize, there is not a great deal of evidence establishing
a direct link between high drug costs and elderly patients’ noncom-
pliance with drug regimen. But the problem is not that research
has failed to demonstrate such a link; rather, the problem is that
researchers have paid insufficient attention to what is really a crit-
ical problem.

Coming from academe, I am usually one who finds a need to call
for an additional study when a great deal of “hard” data are un-
available. (I guess it's kind of an occupational hazard.) But this is
one instance in which I really believe that we do not need addition-
al research. If we take the views that have been widely chronicled
by health professionals caring for the elderly, that is, that their pa-
tients’ drug care costs adversely affect health care outcome; if we
link that evidence with surveys of patients showing that high drug
costs are associated with subsequent noncompliance; if we link that
data with personal patient accounts and testimonials which we've
been hearing ever since the issuance of the Task Force Report on
Prescription Drugs in 1969; and if we add that to what we know
about the economic status of the elderly and their burden of out-of-
pocket drug costs, I think it is fair to conclude that the elderly are
unduly burdened and adversely affected by prescription drug costs.
And the poor elderly, and particularly the near-poor elderly, are
deserving of financial protection in this regard.

I should like to close by noting that less than safe and effective
drug use and inappropriate drug prescribing—which, by the way, is
another factor contributing to high drug expenditures for the elder-
ly—can have disastrous clinical and economic consequences: Poor
outcomes from drug treatment, increased incidence of adverse drug
reactions, and increased use of health care services, especially hos-
pital admissions. Epidemiologic information informs us that con-
servatively, at least 10 percent of geriatric inpatient admissions are
drug-induced and potentially preventable. Some have estimated
that these drug-induced illnesses resulting in hospitalization and
their subsequent treatment run as much as $4.5 billion per year.
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These are the financial costs, but the human costs in terms of
impaired quality of life, the inability to afford even the bare neces-
sities of life, and needless deaths, can never be fully chronicled.

Thank you for your attention. I'd be happy to answer any ques-
tions you might have.

[The prepared statement of Ms. Lipton follows:]
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TESTINONY

1. introduction

Mr. Chatrman, It is an honor to testify before the Special Committee on
Aging of the United States Senate on Issues related to medication misuse and
the elderly.

1 am an Associate Professor in the Divisfon of Clinical Pharmacy, School
of Pharmecy, and a Senfor Research Associate, School of Medicine, at the
University of California, 5an Framcisco. The views that 1 express today are
wy own and do not necessarily represent the views of those who have funded my
research or of my employeer. My observations are based on & decade of study
in collaboration with oy collesgue, Dr. Philfp Lee. Dr. Lee and ] have
examined 2 wide range of research and policy issues retated to gerfatric drug
use. The results of our ansliyses--Drugs and the Elderly--will be pubiished by
Stanford University Press this year, Nuth of ay testimony this morning fis
drawn from that work,

The purpose of this hearing is o anslyze the impact of high drug costs
on the lives of older Amerfcans and to determine whether there is a need for
expanded Medicare aad Medicaid coverage of prescription drugs. These are
critically important questions. The cost of prescription drugs has long posed
problems for miliions of the elderly, especially for the 80 percent who have
one or more chronic ilinesses. In my testimony this sorning, ! would like to
analyze the fssue of drug costs for the elderly and the reasons why the
¢ideriy--particularly the elderly poor and near poor--are especially at risk

for drug sisuse.
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11, Escalating Drug Prices
In order to appreciate the impact of drug costs on the lives of clder

Americans, it is necessary to understand the rapid rate at which drug prices
have been increasing over the years, Prices for drugs rose at rates
substantially below the overall inflation rate from 19585 to 1974, Between
1974 and 1982, however, prices fincreased at about the same rate as overall
inflation, 7.5 percent.

In recent years drug prices have escalated dramaticelly. Drug prices
rose faster, relative to inflatfon, in the federal fiscal year ending
September 30, 1982 than for any year during the entfre 1965 to 1981 period.
Prescription drug prices rose 11.9 percent during the year ending 1982, while
overall fnfiation rose 7.4 percent {Freeland and Schendler, 1983)}. The same
trends continued fn fiscal year 1983, when prescription drug prices rose 11.5
percent, and overall f{nflation, 2.5 percent; in 1984, when prescription drug
prices rose 3.6 percent, and overall inflation, 4.3 percent; and in 1983, when
prescription drug prices rose 9.5 percent, and overall {nflatfon, 3.6 percent,
Thus, in recent years {ncreases in prices for prescription drugs have grown

two to three times faster than the fonsumer Price Index (LPI} {The Econmomist.

1985; U.S. Subcommittee on Health and the Environment, 1985).

111, Per Capita Prescription Drug Use and Costs for the Elderly

The elderly 2re adversely affected by rising drug prices because their
burden of chronic illness requires them to take more drugs than do people in
any other age group. A household survey, conducted in 1977 by the Hational
Center for Health Services Research (NCHSR}, found that the number of
prescriptions received by each person using drugs varied markedly with age.
Children under & years of age received an average of four prescriptions each
year, whereas peopie 65 years of age and over received an average of fourteen
prescriptions {Kasper, 1982},

The relationship between the number of prescriptions received and age was
further established in a study conducted in 1980 by the Kational Medical Care
Utilization and Expendfiture Survey {NMCUES). This household survey of
noninstitutionalized Medicare beneficiaries found that the number of
prescription drugs received incressed with age, even within the elderly
population ftself, Medicare beneficiaries 65 tc 69 years of age recefved an
average of ten prescriptfons per year, whereas those 70 to 74 years rece(/ve__d
twelve prescriptions, and those 75 to 79 recefved fifteen pres:rip{ions
{LaVange and Silverman, 1985). More recent estimates also confirm greater use
of drugs by older Americans {Baum, Kennedy and Forbes, 1985).

Not only does the average number of drugs prescrided fincrease with age
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but so does the average price per prescr'iplion {Fisher, 1980; Kasper, 1982:
Trapnel}, 1978}, This price difference is probably the result of two factors:

{1} The eiderly are more likely than are younger people to take
sedications for chronfc fllness, These medications are usually
given in more doses per prescription than are medications for scute
conditions.

{2) The elderly are wmore likely <than other pecple to take
cardiovascular, antihypertensive, and nonstercidal antiinflammatory
sedications--zedications that are among the wmost expensive drug
products available.

The average price per prescription for the elderly has increased steadily
from $4.00 in 1957 to $8.05 in 1980, This represents 3 101 percent increase
in price between 1967 and 1980 {LaVange and Stlverman, 1585). We esticmate
that §t was about $14 in 1985, based on observed trends in price increases per
prescription for the entire population,

The elderly, then, use more drugs and pay higher prices per prescription
than do people in other age groups. Thus the aged are much more Yikely than
are others to fincur large drug costs {xasper, 1982; Lavange aad Silvermen,
1985},

An important factor related to prescripien drug costs ts the proportion
of costs barne directly by patients. The elderly pay larger out-of-pocket
costs for drugs than do people fn any other age group {xasper, 1982).
Expenditures for prescription drugs are 2 major put-of-pocket cost for the
etderly, second only to the cost of long-term care. Recenl estimates indicate
that in 1986 the average annual drug expense for all elderly persons was $155;
for those clderly using at least cone prescription drug, the average annual
cost was $210. five percent of the elderly incurred total drug expenditures
of $600 or more, and approximately 80 percent of these expenditures were paid
out-of-pocket. This § percent of the elderly accounted for a quarter of total
outpatient drug expeaditures incurred by the elderly population (Hay, 1987,
personal communication],

National surveys conducted by the American Association of Retired Persons
{AARP) in 1985 and 1986 provide additional fnformation about the elderly’'s
out-of-pocket drug cost burden. Survey results revealed that over half of
those aged 65 and older who were taking prescription drugs on 2 reguiar basis
received no assistance in paying for drugs from insurance or other he2lth
coverage. 1In 1585, 24 percent of this uninsured group incurred ocut-of-pocket
drug expenses in excess of $480; in 1986, 34 percent Incurred expenses in
excess of $480. This represents 2 precipitovs increase from the preceding
year (Testimny' of the American Assccistion of Retired Persons, Subcotmittee

on Health and the Environment, U.S5. House of Representatives, April 21, 1987},



In examining out-of-pocket drug expenditures for the elderly, it is

important to determine the economic status of people in this age group to

‘

.up\derstand fully the extent of the financial burden. In 1980, the NMCUES
suryey analyzed prescription drug expenses for the elderly poor {people living
in families whose income was Jess than or equal to the poverty level}, the
near poor {people in families whose fincome was above the poverty level but
Yess th&n\(}equ:! to twice the poverty level), and the nonpoor {people living
in families whose income was greater than twice the poverty level).

ANl three groups, fncluding those living below the poverty level, had to
pay over half of their drug expenses out-of-pocket. The near pocr were
perticularly vulnerable to the burden of out-of-pocket drug costs: slmost 75
percent of their drug expenses were pald for out-of-pocket, However, the
elderly poor incurred higher average drug expenses, and higher out-of-pocket
drug expenses as a percent of family fncome than did the near poor and
nonpoor. In fact, the financial burden of out-of-pocket drug expenses was six
times greater for the poor elderly than for those elderly who were not poor

{See Table 1} {Lavange and Silverman, 1885).

Table 1
Percent distridbutfon for payments for prescription drugs used by poor,
near-poor, and nonpoor® noninstitutionalized, aged Medicare beneficiaries:
United States, 1980

Source of payment

Poverty Jevel

Private Out-of- Unknown

Total Medicare Medicaid plans pocket Other source

or

unpaid

amount

Total 100.0 3. 10.8 13.3 68.2 3.6 0.4

Poor 100.0 3.0 28.4 7.7 58,7 {**} 8.5
Near-poor 180.6 2.7 8.3 10.7 74.1 3.8 0.2
Nonpoor 105.0 3.6 3.8 20.6 &7.4 4.1 0.5

*Categorization of poor, near-poor, and nonpoor beneficiaries fs based on
annual family fncome relative to the 1880 U.5. Bureaw of the Census definition
of poverty level,

"sglatége standard error s greater than 50 percent, or sezple size is less
an 20,

Source: Natfonal Medical Care Utilization snd Expenditure Survey {LaVange &
Silverman 1983).

Thus, those whe are poor or are living only slightly above the poverty
tevel are most tikely to tncur out-of-pocket drug expenditures beyond their
=eans. They suffer both from diminished finances and increased incidence of

health problems, which creste 2 need for chronic use of prescription drugs.
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Clearly, it s important to take into account income and financial status
when analyzing the elderiy's total drug charges and out-of-pocket drug
expenses. 1f we exaszine expenditures only for the eideriy as 2 whole, we
obscure the marked disparities in economic status that exist within the 65-

and-over age group.

1¥. MNoncomplisnce with Drug Reqimen: a Prevalent Probiewm Among the Aged

Do the elderly take thelir medicstions appropriately? To what extent do
drug costs influence older Apericans' drug-taking decisions?

Patient noncompliance with precrided drug therapy {i.e., underuse,
overuse, or inappropriate use of drug therapies} f§s widespread among
ambulatory elderly patients, especially those with chronic conditions
requiring maintenance wmedications. The extent of noncompliance azong the
elderly is generally estimated at about 50 percent {Lipton and Lee,
forthcoming), although 2 recent study has placed the estimate as high as 75
percent {Ostrom et al., 1985). Studics document the nature of the problem:
omisston of prescribed medication is the major kind of noncompl iance among the
elderly followed by errors in deosage and timing {Schwartz et al., 1962; Neeley
and Patrick, 1968: Lundin et al., 130}, Factors associated with

noncompliance by the elderly are presented in Tebdle 2,

Table 2

Factors Associated with Noncompliance among Geriatric Patients

--Myltiple drug regimen

--Drug costs

--Duration of drug treatment
--Types of drug prescribed
--Health status

--Social fselation

--Knowledge of the drug regimen

--Patient deference toward health professionals

Given the Committee's interest fn the relationshp between drug costs and

noncompliznce, we will concentrate on the economic barricrs to safe and

effective drug use.
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A, Relationship betwsen Drug Costs and Noncompliance

Widespread among health professionals s the view that {f elderly

patients are unable to afford drugs, their health can be adversely affected.
Particular concern has been expressed about the elderly who 2re on =minimal,
fixed incomes. Their imability to purchase necessary drugs @ay cause thes to
discontinue necessary drug therapy {Smfth, 1§79, Lamy, 1980; Simonson, 1984).
These concerns have been corroborated by elderly patients’ persons} accounts
provided 1in Congressional hearings (e.g., Testimony submitted by senior
citizens before hearings on “Prescription Drug Price lmcresses,” Subcomsittee
on Health and the Environment, 4.5. Congress, July 15, 1985).

The relationship betwen noncompliance and drug costs has not been the
subject of much empirical rescarch. The studies that are availadble, however,
indicate that drug costs play a significant vole fn noncompliiance. for
example, in a study of 250 chronfeally §11 patients who were discharged from s
general hospital, researchers found that the financial burden imposed by drug
costs was the primary reason given by patlents for noncompliance with drug
treatment (Brand, Smith and Brand, 1977}, This study was unique in that
researchers developed fndependent estimates of patients® drug expenditures to
examine whether there was 2 relationship between drug expenditures and
patients’ compiiance, Results revealed that the average monthly cost of drugs
prescribed for patients who did not comply with their physicians' instructions
was alzost three times higher than the cost of drugs for patients who
complied.

Another study of 82 chronically {1 patients discharged from three acute
care hospitals found that patients who were noncompliant cited the cost of
drugs as reason for thelr fnabiifty to follow physicians® {nstructions about
eedications {Donabedian and Rosenfeld, 1964). However, researchers made no
{ndependent assessment of actus) drug costs,

More recently, & study of 155 elderly residents of an urban subsidized
spartaent building revealed that 6.4 percent of those surveyed reported drug
expense as 2 problem, even though only 24 percent had {nsurance covering drug
expenditures {(Darnell et 3., 1985}, However, the resesrchers did not
determine whether those who considered drug costs & problem were the
individuals most likely to be noncompliant. Nor did they attempt to assess
actual drug expenditures and relate these figures to compliance.

These studies are Vimited by small samples of elderly patients and vague
definitions of “compliance that make 1t difficelt to 2ssess whether the
subjects failed to purchase needed prescriptions because of financial
constraints, However, these studies are {mportant because {nvestigators made

“efforts to take cost factors iato account, Brug costs-are often neglected fn

studies designed to elicit information abowt patients’ drug therapy decisions.
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8. Relationship Between Multiple Drug Regimen and Honcompliance

There are, however, meny studies documenting the relationship between
noncompliance and wmultiple drug regimen--that is, a treatment plan that
requires a patient to take a number of drugs. Studies of drug use
consistently find that the greater the number of drugs taken by patients, the
more likely they are to be noncompliant (Halahay, 1966; Francis, Korsch, and
Morns, 1985, Latiolais and Berry, 1969; Keintraud, Au, and Lasagna 1973; Hulka
et al., 1975; Parkin et al., 1976; Caplan et al., 1976; Darnell et ad., 1986).
Because at least 25 perceat of the elderly use three or more drugs on 3 daily
basis, the elderly are particularly at risk for noncompliance,

why does a multiple drug regimen tead to inappropriate drug wse?
Patients on multiple medications are more Yikely than are other patients te
suffer from side effects and adverse drug reactions, more lixely tc be
confused about how to take their drugs safely and effectively, and, more
pertinent to this discussion, more likely to incur large drug expenditures.
Thus, we have suggestive evidence, once again, that the elderly's drug costs
contribute to inappropriate drug use.

To summarize, there is no definitive research establishing a direct link
between high drug costs and elderly patients’ noncompliance with drug regimen.
The problem fs rot that research has fafled to demonstrate a link, but rather
that researchers have paid insufficient attention to this critical probiem.

Coming from academe, | am ususlly the first to call for additional study
when hard data are unavailable. However, in this instance, I do not belleve
that additional research s necessary. If results from the studies examining
drug costs and compliance are examined in conjunction with  health
professionals’ concerns, patients’ personal reports, and data on the economic
status of the elderly and their out-of-pocket drug expenses, a compelling case
can be made to support the assertion that the elderly are unduly burdened and

adversely affected by the high costs of prescription drugs.

v, Inappropriste Physician Prescribing

Rising prices are not the only factor contributing to the high drug
expenditures incurred by the elderly, Inappropriate physicfan prescribing
81so causes increased expenditures. Inappropriste prescribing cccurs because
many physfcians do not recognize that the elderly are espectfally at risk for
drug-related problems. ODrug-related prodlems can occur because of the changes
in drug distribution, metabolism, excretion, and receptor site sensitivity
that accompany aging. Consequently, dosages of such commenly prescribed drugs
as digoxin and cimetidine are frequently excessive for elderly patients,

" resulting in toxicity. More fnsidious and probably much more common are the
subtier drug effects that often escape detection, Chronic  excessive

prescribing of medications can result in fatigue, confusion., loss of enecrgy,
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and a2 host of symptoms that m2y either remain completely undetected or be
dismissed as “the natural decline of old age.*

Education of medical students fn geriatrics is, quite simply, inadequate.
As a resylt, most physicians practicing today have never been thoroughly
educated about the effects of drugs on the aging body and, conversely, the
aging body's response to drugs. Tt s essential not only for financial
reasons but also for the qualfty of life of our elderly citizens that we
develop educational programs  about gerfatric pharmacotherapy for medical

students and for practicing physicians.

¥i. Consegiences of Inappropriate Gertatric Prug Preseribing and Use

Less than safe and effective gerfatric prescribing and use can have
enormous clinical and economic consequences: poor outcomes from drug
treatment, increased incidence of adverse reactions, and an increased use of
health care services, including bospital admissions. Elderly patients’
nencompliance with prescribed drug therapy is associated with appreciable
mortality: 1t has been reported, for example, that there are approximately
125,000 deaths each year because of noncompliance with cardiovascular drugs
{Levine, 1984}, Further, epidemfologic evidence indicates that about 10 to 15
percent of geriatric hospital admissions are drug-related (6rahem and Livesley
1983; Frisk, Cooper and Campbell, 1977}, The costs of such {1inesses are
significant: the estimated annual cost of drug-related hospital admissions of
the elderly, along with their subsequent treatment, was $4.5 dillion fn 1983

{Pennsylvania Blue Shield, 1985).

YII. tegistative Goals

Legislation designed to provide financial protecticn for the elderly who

pay high drug costs must take into account the following vulnerable groups:

== Those elderly on Mediceid who live 1n states where enormous cutbacks
have been made in necessary drug coverage;

-- Those clderly persons Tiving at the poverty leve! who do not qualify
for Medicald because they Jive in the 44 states in which the income
eligibiiity for Medicaid is set at a level less than the federally
designated poverty threshold--35,360 for a single person in 1587
{Hi11, 1987},

=-  Those elderly living siightly sbove the poverty level--that ds,
people whose incomes are at or below 125 percent of the federal
poverty level ({estimated to be approximately 2,250,000 peaple in
1985) (U.S. Bureau of the Census, 1985),

Moreover, legislation desfgned to provide financial protection for those

in greatest need of drug coverage should stmultaneously provide incentives to
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promote appropriate drug prescribing by physicians and safe and effective drug
use by elderly patients. If we provide only drug benefits to elderly
patients--without concomitant incentives to improve gerifatric grescribing and
use--we may campound already critical drug oisuse problems among the elderly
and tnadvertently add to the nation's mounting health care bill.

1 have raised 2 number of fssues for consideration by the Cozmittee and
hope that this presentation has been informative as well as provocative. I

thank you for your interest, and will Be happy to answer any questions.
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The CuairMAN. Thank you very much, Dr. Lipton.

Now, your background and experience have built a solid founda-
tion of credibility for your testimony. Is it fair to say that you be-
lieve that means testing should be used to cover the costs of pre-
scription drugs for the elderly?

Ms. Lirron. I would give that careful consideration in addition to
other policy options because I believe that the burden of prescrip-
tion drug costs falls disproportionately on the poor and near-poor
groups, who are those living between 125 percent and 200 percent
above the poverty line.

I believe that there are certain vulnerable groups, Senator, that
might not be helped by the current catastrophic health bills before
Congress. I am speaking about those elderly poor covered by Medic-
aid who are, in fact, not fully eligible because their States have
slashed Medicaid coverage quite precipitously. Eleven States do not
allow Medicaid recipients to receive more than three drug prescrip-
tions a month. Others limit the number of refills to three per
month. I think these are very short-sighted policies, and in the long
run we will incur greater expenditures because of the cutback in
necessary drug coverage.

I think another very needy group is people living below the pov-
erty threshold who are ineligible for Medicaid because they happen
to live in the majority of States that have income eligibility criteria
for Medicaid that are below the Federal poverty threshold.

And finally, I think those elderly—and they number about 2.25
million—living slightly above the poverty threshold should also be
targeted in any legislation.

The CuairMaN. The previous testimony we heard invelved
women, and their income was $500 or less per month. I don’t think
any of these witnesses, and millions of other Americans, would
want to be called impoverished but those are the people you're
talking about, are they not?

Ms. LiptoN. Yes. Further, I think you are quite right in noting
that they are all women because about 30 percent of all elderly
women have incomes below the poverty threshold. When you exam-
ine the total number of elderly poor in our country, almost half of
them are women. This is a particularly vulnerable group not only
because of their diminished finances but also because of their
burden of their chronic illness. Elderly women are prescribed—and
take—more medications than do their male counterparts. This is a
group particularly in need of attention in public policy.

The CuairmaNn. Doctor, you have established a summary of the
facts as you see them and as you know them to be. Did I under-
stand you correctly that we don’t need more studies, we just need
to act on the facts as they exist? Is that correct?

Ms. Lipton. Yes, I certainly think—in terms of the need to pro-
vide financial protection of those elderly with high drug expendi-
tures, that is the case.

The CHAIRMAN. Thank you very much, Doctor.

Mr. John Stallworth, Secretary for the American Association of
Retired Persons. Mr. Stallworth.
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STATEMENT OF JOHN STALLWORTH, SECRETARY, AMERICAN AS-
SOCIATION OF RETIRED PERSONS, ACCOMPANIED BY JUDITH
BROWN, POLICY ANALYST

Mr. StarrwortH. Thank you, Mr. Chairman. Speaking before
you today is a double pleasure because 1, this past Saturday, with-
out your permission, used your name before a House Committee on
Aging hearing in Boston and pointed to you as one of our champi-
ons in view of legislation regarding Supplemental Security Insur-
ance that you sponsored now pending in the Senate. So I guess I
owe you,; thanks for the use of your name.

The ChairmaN. I am flattered, Mr. Stallworth. Please continue.

Mr. STALLWORTH. And thank you again, Mr. Chairman, on behalf
of the 25 million members of the American Association of Retired
Persons. On my left is Ms. Judith Brown, who is the in-house
expert on drug affairs, who will be here to help me answer ques-
tions that may come from your committee.

I wish to thank you for this hearing to focus attention on pre-
scription drug costs and coverage. | have sent in a copy of my testi-
mony, complete with statistics on recent price increases and other
pertinent data, but T intend to use this time also for some personal
comments,

Only 41 percent of Americans over the age of 65 have the protec-
tion of insurance coverage for outpatient prescriptions. Prices for
prescription drugs began to skyrocket in 1981 and have far out-
paced the overall Consumer Price Index ever since. Last year, for
instance, prescription drugs rose almost 9 percent, while the gener-
al inflation increased by less than 2 percent. High prices affect
both the willingness of private insurers to cover drugs, and the be-
havior of older Americans. An AARP national survey taken in
1986 showed that older consumers cite the cost of drugs as the
second most important reason for not getting a prescription filled
as ordered by their doctors. As recently as 1982, the cost of drugs
was given as the fourth reason.

Since drugs are one of the most cost-effective medical care com-
ponents, this change may have the poor result of increasing more
costly physician visits, or even hospitalization. Perhaps as much as
any type of medical care expense, prescription drugs create bur-
dens in most elderly families. Over three-fourths of the elderly use
prescription drugs, and among those with limitations due to chron-
ic health conditions, the proportion rises to 90 percent. Interesting-
ly, many of those with high drug expenses are not the same per-
sons who would have high expenses from a hospital stay. Rather,
older Americans with chronic conditions seem to be the heaviest
users of prescription drugs. This is a group that we must be sure to
protect. A relatively healthy older person suffering from four
common but chronic conditions-—arthritis, high blood pressure,
angina and an ulcer—would pay over $1,000 in drug costs alone.

I feel triply qualified to speak on this subject. I've been a
member of the Massachusetts Board of Pharmacy for 12 years; I'm
75 years old, and I have high blood pressure. I've been taking In-
deral for many years, and the price for that drug has recently gone
up 118 percent. It has had seven increases in the past four years.
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The heaviest users of these drugs are likely to be women living
alone. Chronic conditions are problems of the very old, a group
that is dominated by widows who are the most financially vulnera-
ble of all the elderly.

Currently, eight States have implemented programs to cover out-
patient drugs for elderly residents who meet eligibility require-
ments. New York, the ninth State, will begin coverage for its plans
starting this October. Congressional efforts to implement a drug
benefit program under Medicare could be enhanced by studying
these successful State programs.

AARP recommends including a prescription drug benefit under
Medicare that would provide meaningful coverage to beneficiaries
who are faced with catastrophic prescription drug costs. This bene-
fit would include, first, a deductible no higher than $500, with a
minimum or no co-insurance payment.

Two, continuation of Medicare's existing prescription drug bene-
fit and Medicaid coverage of individuals up to 100 percent of the
Federal poverty level. :

Three, we further recommend that beneficiary deductible and co-
insurance payments be counted toward the comprehensive cata-
strophic cap.

Our recommendations for implementation and financing such a
benefit are as follows:

Cost containment and systems to encourage generic substitu-
tion of equivalent drugs are essential;

A fair pricing mechanism which takes into account average
wholesale prices, administrative costs, and other reasonable
factors;

Administration of the benefit through participating pharma-
cies;

The benefit should be phased in over a period of several
years; and

The benefit should be financed through a premium and by
bringing all State and local employees into Medicare.

The high deductible of this benefit and inclusion of the deducti-
ble and co-insurance in the total catastrophic cap are compatible
with the principle of catastrophic coverage. The minimum co-insur-
ance would offer a beneficiary significant relief when the cap is
reached.

In conclusion, we hope that 1987 will be the year of meaningful
catastrophic coverage for older Americans. We recognize that after
this year we will have far to go in protecting the Nation against
some of its most burdensome health care costs; but in the area of
prescription drugs, we can take steps this year to provide a benefit
that is fiscally sound and administratively manageable.

I sincerely hope this committee will consider our recommenda-
tions and be magnanimous in their help, as you have been gracious
in listening to my testimony. Thank you, Mr. Chairman.

[The prepared statement of Mr. Stallworth follows:]
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I am pleased to be here today te represent the American
Association of Retired Persons. AARP is a membership crganization
of 26 million Americans age 50 and older. We are encouraged by
your interest in prescription drugs and look forward to working
with you to expand protection for older Americans in this vital
area.

Before discussing some possible approaches to expanding
Medicare to cover prescription drugs, my testimony will discuss
some facts that help establish the nature of the problem.

Specifically, we will discuss:

i. Drug costs and overall usec;
2. specific areas of need; and
3. some recent state efforts to help with drug expenses.

Prescripticn Drugs and Older Americans

AARP has always maintained a Keen interest in pharmaceutical
issues; older Americans ccnsume 2 disproportionately high amcunt
of prescription drugs and are less well protected in this area
than ycunger members of the population. In the U.S., persons
aged 65 and older represent only 12 percent of the populaticn,
but they consume 30 percent of the prescription drugs. And while
threc-fourths of all adults age 1% to 64 have insurance coverage
for outpatient prescripticns, only 41 percent of Americans over
the age of 65 have such protection. Although a 1977 survay
showed that 41% of the older population have cutpatient drugs
covered by insurance, it is difficult to ascertain the depth of
that coverage or whether that kind of coverage still exists.
Since this 1977 fiqure precedes the dramatic increases in drug
prices we have experienced since 1981, we know that many
insurance plans have cut back coveragec of this troublesome
benefit. Further, many of the plans that still exist contain
large co-pays, low ceilings and heavy deductibles. The high
costs of drugs and the fajlurc of the private sector to offer
solutions underscore the need for legislation to protect older
Americans.

The reluctance of private supplemental policies to cover
drugs surely arisés in part from the tremendous growth in the

rice of pharmaceuticals. Prices for prescription drugs began tc
skyrocket in 1981 and have far cutpaced the overall Consumer

Price Index. Between thc yecars 1981 and 1985, prices for
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prescription drugs rose 56 percent, compared tc 23 percent for
general inflation. Last year, prescription drugs rose 8.6
percent, while general inflation increased by only 1.9 percent.
Some individual price increases that have contributed to the
overall burden cf high drug costs are listed below and their

rates and frequencies are alarming:

Product Number of Price Increases Total %
{Manufacturer} Increase

Inderal 40 mg 7 increases frem 1/83 - 10/86 118%
{Ayerst}

Lanoxin .125 mg S increases from $/83 - 3/86 168%

{Burroughs-wWellcome)

Lopressor 50 mg € increases from 3/83 - 7/86 79%
{Geigy}

Dyazide {cap} $ increases from 6/83 - 13/86 70%
{SKF}

Tenorwin 50 mg 7 increases from 6/82 - 9/86 57%
{Stuart}

We have seen nc modcraticn in price increases when the patent for
a brand product expires and the product is subject to generic
competition. Contrary to accepted market theory, brand namc
prices continue going up when met with competition. In a rush to
offset decrcased market share, many companies ralse prices
significantly in the time period before the brand product goes
off patent. 1In this way, consume:s'qet burned twice: they must
pay whatever price demanded while the manufacturer has a
menopely, then they must pay an artificlially inflated price for
the coming generic product, since generics are usually priced as
a percentage of the brand name.

These high prices also affect the behavior of older
Americans. An AARP national survey taken in 1986 showed that
older consumers cite the cost of drugs as the secend most
important reason for not getting a prescription filled as ordered
by their doctors. As recently as 1982, this reason was fourth.
Clearly, cost has become an increasingly important factor in
patients’' non-compliance with recommended treatment. Since drugs
are among the most cost-effective of medical care components,
this increasing noncompllance with prescribed drug regimens may
have the untoward result of increasing more costly physician

visits or even hospitalizations.
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Perhaps as much as any typec of medical care expense,
prescription drugs create burdens in most elderly familics. Over
three-fourths of the elderly use prescription drugs, and among
those with limitaticns due tc chrenic health conditions, the
proportion rises to 80 percent. Interestingly, many of those
with high drug expenses are not the same persons who would have
cxpenses from a hospital stay. Rather, older Americans with
chronic conditions seem to be the heaviest users of prescription

drugs.

Acute and Chronic Conditions and Drug Use
Some who would try to introduce drug benefits gradually

would limit the benefit to specific types of drugs. Problems
arise here, however. when, for example, do we assume one type of
drug is more essential than another? Meaningful distinctions
between "life-saving"” and other essential drugs are difficult
indeed to make. A careful lcck at drug use suggests that we must
be careful to protect the chrenic user. Although available data
does not offer a clear cut look at the relationship between
medical conditions and drug use, we can discern a number of areas
where the elderly are likely to be particularly vulnerable to
high drug costs, For example, according to AARP's mail order
pharmacy, the ten most commonly dispensed drugs are all for the
treatment of hypertension and/or heart conditions. More than a
third of all elderly persons suffer from hypertensive disease; in
fact this is the second most commen chronic condition following
arthritis. Moreover, costs of such treatment are not cheap. One
common anti-hypertensive drug at the AARP pharmacy (where prices
are likely to represent an underestimate of costs to most
consumers) is $24.45 for 100 tablets--about a one mcnth supply.

Since many older Americans suffer from multiple chronic
conditions, the costs of prescription drugs can multiply quickly.
Fcr example, relatively healthy older perscn suffering from
four common but chronic conditions--arthritis, high blecod
pressure, angina and an ulcer--would pay over $1000 per year in
drug costs alone, ({See attached Table i),

As already mentioned, older Amcricans are very likely to
suffer from arthritis or hypertension. 1In addition, more than a
fourth of all the elderly suffer from heart conditions {see Table
2}. Diabetes also ranks high among the elderly--affecting over 8

percent of those cover age 65. All of these chronic conditions
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are likely to require considerable outlays for prescriptien
drugs. The heavlest users of these drugs are likely to be women
living alone. Chronic conditions are problems of the very old, a
group dominated by widows. And these women are the most
financially vulnerable of all the elderly. For example, onc-
fifth of such women live below the poverty line.

Thus, while we hear a lot about immunosuppressant drugs and
other extremely expensive pharmaceuticals, it is likely to be the
more common allments that lead to high drug expenscs, and the
burden will be greatcst on those least able to Pay. The wmost
common prescriptions are for cardiovascular problems, pain
relief, and central nervous systcm problems (see Table 3). These
are not the glamorous drugs--merely the ones needed by the
elderly to help sustain a reasonable life style. Morcover, three
of the four chronic conditions in our cxample above are life-
threatening if essential medications are not taken.

We should not discount the burden of drug costs on those who
are acutely i11. Although only a few will be affocted by the
immunosuppressant drug benefit in current law, the drugs are very
expensive. The Congressional Budget Office estimates that the
costs of providing immunosuppressant drugs to 9000 Medicare
beneficiarias with kidney transplants will approach $35 million
in 1987 {(or about $4000 per transplant beneficiary}. Restricting
any new drug benefit to the expansion of immuno-suppressants
would constitute only a very minor improvement in Medicare
coverage.

Some Medicare beneficiaries could avoid hospitalization or
be discharged earlier if certain drug therapies were covered on
an outpatient basis. For example, recent studies suggest that
Medicare hospital expenditures could be reduced significantiy
through coverage of at-home antibiotic infusion for several
categories of Medicare patients {i.e. those suffering from
diseases such as osteomyelitis, endocarditis, and cellulitis
which typically requirc a several-waek course of intravenocus
antibiotics!. This limited expansion of the Medicarc benefit

could be made now, even in the absence of additional funding.
Stare Efforts
Curréntly eight states have implemented programs to cover

ocutpatient drugs for elderly residents whe mecet eligibility
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requirements. New York, the ninth state, will begin coverage for
its plan starting this October.

Aill programs have differing coc-pays and cligih;lity
requirements, but basically all serve to cover marginally poor
older persons whose incomes are too high to qualify for Medicaid.
AARP believes that Congressional efforts to implement a drug
benefit program for the elderly under Medicare would be enhanced
by studying these successful state programs. We conclude that
these programs demonstrate the feasgibility of providing drug
coverage under Medicare.

For example, the Pennaylvanla asystem, PACE {Pharmaceutical
Assistance Contract for the Elderly), was started in 1984 and now
has 458,000 enrollees. PACE covers all drugs that are available
by prescription only. 1In their flrst two and one-half vears of
operation, PACE provided $234 million in benefits and spent only
$15.5 million (about § pecrcent) on administrative costs. Two
categories of drugs, cardiac and gastrointestinal, account for 60

percent of the PACE budget.

AARP Recommendations

AARP recommends a Medicare prescription drqg benefit that
would provide meaningful coverage to beneficiaries who are faced
with catastrophic prescription drug costs. This benefit would
include:

o A deductible no higher than $500 per vear with a minimal
or no coinsurance payment;

o Continuation of Medicarc's cxisting prescriprion drug
benefit; and

o Medicaid coverage of individuals up to 10§ percent of the
federal poverty level.

o Purther, we recommend that the beneficiary deductible and
colinsurance payments be counted toward the total
catastrophic cap.

ittle data exists on the potential utilization of a full
Medicare prescription drug bepefit, its cost, or its
administration. AARP recognizes the serioushess of these
considerations and, thercfore, is proposing a benefit that is
fiscally responsible, administratively manageable, a source of
useful data, and, most importantly, a benefit of real value.
Accordingly, our recommendations for implementation and financing

are as follows.
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Cost Containment
Cost containment mechanisms and systems to encourage geheric
substituricon of equivalent drugs are essential te any program

that seeks to implement or expand a prescription drug benefit.

Pricing and Reimbursement

A fair pricing mechanism should be developed which allows
for reasonable profits for manufacturers and reasonable
dispensing or asdministrative fees for providers of pharmacy
services.

we should look to the rather unsuccessful experience in the
MAC/EAC {Maximum Allowable Cost/Estimated Acquisition Cost}
program for Medicaid prescription drug reimbursement to avoid a
similar experience. Under MAC/BAC, rcimbursement limits to
pharmacists were set for a number of multiple and single-source
drugs. These limits did not take into account the frequent and
sharp rises in prices for drugs at the manufacturers’ level ang
therefore, the burden of this difference fell solely on the

harmacists. We believe that the impact of cost containment
strategies should be shared by the manufacturer. Recent
Congressional hearings have focused attention on price increases
at the drug manufacturers' level, which have skyrocketed out of
proportion to the overall inflation rate and show no signs of
abating.

It is generally accepted that in the single-source drug
market there is neither rhywe nor reason in pricing policies.
Virtually every country except the U.S. employs some mechanism to
control prescription drug prices. AARP recommends implementing a
reimbursement system for single-source drugs similar to systems
that operate in many countries whereby manufacturers submit data
on manufacturing costs, research and development expenditures and

cther. facters that rclate to the costs associated with a new drug
product. Reimbursement rates for individual products are then
calculated to include other factors such as reasonable
advertising ancd promotional expenditures.

,- We recognize that traditionally, the U.S. market has been
vital to drug manufacturers in recouping the costs of bringing
new drugs on the marker. Consequently, we do not wish to peg or
target reimburscment at the same aBsolute level as some other

countries, many of which are especially austere.
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For multiple-source drugs, market factors should prevail and
reimbursement could be set as a reasonable percentage of the
lowest-priced equivalent product that is generally available to
all pharmacy outlets., Alternatively, reimbursement lcvels could
be pegged at the median average wholesale price (AWP) for all
equivalent products, with thc picneer product's price serving as
the highest price considered. Another approach would set the
multiple-source product reimbursement limit at 50% of the brand

product's AWP as listed in January, 1987,

Administration

Administration of the benefit would employ the concept of
participating pharmacies. Beneficiarics would enrcll with a
participating pharmacy or pharmacies each year. Pharmacics would
batch claims by individual beneficiaries and submit them together
when the deductible has becn met. Beneficiaries themselves could
batch claims and bill Medicare directly if desired. Conditions
of participation by pharmacies should not restrict any current

providers of pharmacy services who wish to participate.

Timeline
The benefit should be phased-in over a period of several

mentation mechanisms to be put

years to allow for proper impl

intc place.

Fipancing

The benefit would be financed through a premium and by
bringing all state and local cmplcyees into Medicare.

The high deductible in this benefit and inclusion of the
deductible and coinsurance in the overall catastrophic cap are
compatible with the principle c¢f catastrophic coverage. The
minimal coinsurance would offer a beneficiary significant relicf
when the deductible is reached. In addition:

¢ The approach we propose is more equitable than drug

specific approaches in that it covers both medication
needed by patients with chronic conditions and the very
high cost of medication needed for treatment of acute
carc ccnditicns.

o Because the benefit covers the full range of prescription

drugs, it can be used to develop data on utilization
{types of drugs prescribed/price) by those who meet the

deductible.
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¢ The benefit would be easy for beneficiaries and
physicians to understand, since coverage is not based on

specific types or classes or drugs prescribed.

Implementation of the bencfit we propose would yield
information about utilization levels, cost and cost-
containment, and administration. If actual expericnce in
administering the benefit falls within reasonable
projections, then we belicve it would be appropriate to
lower the deductible in years to come. Ideally, the

deductible should be no higher than $200.

Conclusion

We hope that 1987 will be the year of meaningful
catastrophic coverage for older Americans. We recognize that
after this year we will still have far to go in protecting the
nation against some of the mast burdensome health care costs.
But in the area of prescription drugs we can take steps this year
to provide a benefit that is fiscally sound and administratively
manageable. AARP applauds the leadership of this committee in
addressing this issue.

We look forward to working with you to achieve passage of
the Medicare prescripticn drug benefit and urge you to call on us

for any information we can provide.
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TABLE 1

Rx DRUC COSTS EXAMPLE

Even 1f one {s not catastrophically ill, one can incur rather
catastrophic prescription bills. The example below is of a
telatively healthy older person who suffers from four common, but
chronic conditions: arthritis, high blood pressure, angina and
an ulcer. All drugs listed are commonly prescribed but also
newer drugs sc that generic copies are not yet available.

Price per 100 at AARP Pharmacy

Plagnosis: Arthritis .
Treatment: Feldene (piroxicaz) 20 =g. g.d.% $102.45

Diagnosis: Hypercension (high blocd pressure)
Treatment: Dyazide (triamterene § HCT) 1 cap. q.d. $ 19.65
Tenormin {(atenolol) 50 mg. q.d. $ 39.15

Diagnosis: Angina (heart pain)
Treatment: Procardia {(nifedipine) 10 mg. t.i.d. $ 24,45

Diagnostis: Ulcer
Treatment: Tagamet {cimetidine) 300 mg. (g.i.d for $ 39.95
6-8 weeks, then 300 mg. q.d.}

Qccasional use of over-the-counter preparations:
Metamucil
Milk of Magnesia

Daily prescripticn drug costs: $ 3.93 (for 2 months, then $2.73/day)
Monthly prescription drug costs: $117.90 (for 2 months, then $81.90/month)
Yearly prescription drug costs: $1,054.80

Note: Dosages listed are conservative., Prices are also on the conservative
side since the AARP Pharmacy is both not-for-profit and buys in large
quantities. Prices are accurate as of October 1586.

*q.d. - once a day
t.1.d. - three times a day
q.4.d. - four times a day
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TABLE 2 ~

PREVALENCE COF TOP E-HRONlC CONDITIONS

AMONG OLDER AMERICANS

Condition o . JTotai pers-c‘m; 85 Rate per 1060 persons
years and older for those 55 years § oider
Arthritis 11,587,889 584.7
Hypertensive disease 9,806,958 378.6
Hearing impairments 7,081,238 283.8
Heart Conditions 6,883,416 277.0
Chronic sinusitis 8,562,037 181.6
Visual impairments 3,395,397 136.6
Orthopedic impairments 3,185,568 128.2
Arterioscierosis 2,810,125 97.0
Diabetes 2,073,037 83.4
Varicose veins 2,067,311 83.2
Hemorrhoids 1,637,487 65.9
Frequent constipation 1,871,915 59.2
Disease of urinary system 1,335,187 58.1
Hay fever 1,290,888 st.9
Corns and callosities 1,289,933 $1.9
Hernia of abdominal cavity 1,220,156 89.1

Source: "DataWatch®, Heaith Affairs, Spring 1985,
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TABLE 3

PERCENT DISTRIBUTION OF PRESCRIPTIONS BY THERAPEUTIC FUNCTION

FOR AGED NON-INSTITUTIONALIZED MEDICARE BENEFICIARIES

{1980}
1, Cardiovascular/Renal 3g.8%
2. Pain Relief 11.3
3. Affecting Nervous System 8.3
4. Hormona! Agents/Hormones 7.3
S. Respiratory/Allargy 7.0
6. Gastrointestinal 5.8
7. Homeostatic/Nutrient 5.0
8. Antimicrobial 4.9
$. Ophthaimological 3.1
16.  Others 8.1

Source: LaVange, Lisa {Research Triangie institute} and Herbert
Silverman (HCFA), *Prescription Drug Utilization and Expenditure
Patterns of Aged Medicare Beneficiaries", Draft Report NMCUES
Series {in press}, September, 1384.

—
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The CHAIRMAN. Thank you very much, Mr. Stallworth.

First of all, do you recommend means testing?

Mr. StrarLworTH. No, sir, AARP does not. And if you don’t mind,
I'd like for Ms. Brown to speak to that issue.

The Cuairman. Al right, Ms. Brown.

Ms. BrowN. We think that the poor should certainly have the
drug benefit paid for them by Medicaid coverage for those persons
living at up to 100 percent of the Federal poverty level. But we
think that all Medicare beneficiaries, regardless of income, should
be entitled to the same benefit.

The CHAIRMAN. Therefore, you want more Medicaid patients to
be eligible for it?

Ms. BrowN. Since the prescription drug benefit is paid by premi-
ums, we want the premiums and co-pays for those who are poor to
be paid by Medicaid. Everyone else who is a Medicare beneficiary
who happens to have catastrophic drug costs over whatever the de-
ductible is set at—we hope it’s $500 a year, no higher than that—
would be entitled to the benefit. They wouldn’t have to have a spe-
cific means test to be entitled to the drug benefit, just the fact that
they have spent a certain amount for cutpatient prescription drug
bills in any given year.

The CHAIRMAN. Well, what about the States which don’'t permit
Medicaid beneficiaries to have their prescription drugs paid for? ,

Ms. BrowN. The States are all over the map on what Medicaid
will or will not provide pay for. Some States have taken it upon
themselves to provide for the marginally poor elderly who do not
qualify for Medicaid, and we certainly support those State efforts
to help people pay for prescription drugs. However, what we’d like
to see is the Federal poverty level be the standard for all States
under this program. Those poor people that are under the Federal
poverty level, 100 percent of it, would have their premiums and co-
pays paid.

The CHAIRMAN. Not at 125 percent, but at 100 percent of the pov-
erty level?

Ms. BRowN. We recommend 100 percent of the poverty level at
this time.

The CuairMaN. Then anything under that would be a Federal re-
sponsibility through Medicaid?

Ms. BrownN. A Federal and State responsibility—yes.

I would have to get back to you if you would like more informa-
tion on the technical aspects of how the Medicaid program in the
States and their variability would interplay with the Federal pro-
gram. Generally, however, we would like poor people to have their
costs covered; and those people with high out-of-pocket expenses for
drugs who are Medicare beneficiaries, not because of any means
test, but because they've incurred catastrophic expenses—should be
entitled to benefit from the prescription drug plan.

The CHAIRMAN. And then for the rest of the people, prescription
drugs coverage would be financed through a premium?

Ms. BRowN. Yes—well, the premium would basically finance ev-
erybody.

The CuairMAN. The premium would finance everybody, but not
Medicaid?

77-493 0 - 87 - 3
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Ms. BrowN. Yes, you're correct. There are provisions to link
State Medicaid programs to the Federal Medicare catastrophic pro-
visions and financing varies a bit there.

The CHAIRMAN. And Mr. Stallworth, do you have an estimate on
what that premium would be? I think you ended up saying you
hoped it wouldn’t be over $200.

Mr. StaLLwORTH. Yes, there are estimates. I think the $200 you
are referring to is what AARP hopes the deductible will be able to
be reduced to in time.

Ms. BrowN. CBO has an estimate and HCFA has an estimate,
and they will be testifying later. We prefer to let those responsible
for the official estimates speak for themselves. They certainly have
been part of our calculations, but we have been more concerned
today about documenting the need for the program as opposed to
the more technical aspects of how it will be structured.

The CuarMAN. And it would have a deductible?

Ms. BrowN. Yes. In fact, an additional co-insurance is not alto-
gether objectionable to us. We think that co-insurance, in the form
of a percentage of the cost, can be important in helping to keep
down program costs because it encourages the consumer to be a
more prudent purchaser in that they would have to pay a certain
percentage of the bill. That would encourage generics, for example,
over a brand name drug where the brand product is not medically
necessary,

The CHAIRMAN. All right. And you believe it’s time to act? That's
the final question.

Ms. BrowN. Absolutely. Bottom line.

The CuareMAN. Thank you both very much.

Ms. Brown. Thank you.

The CHalRMAN. We appreciate your testimony.

We have a statement prepared by Mr. Walton Francis, who is Di-
rector, Division of Policy Analysis and Regulatory Review from the
Department of Health and Human Services.

STATEMENT OF WALTON FRANCIS, DIRECTOR, DIVISION OF
POLICY ANALYSIS AND REGULATORY REVIEW, DEPARTMENT
OF HEALTH AND HUMAN SERVICES

Mr. Francis. With your permission, Mr. Chairman, we have sub-
mitted a complete statement for the record. I would like to summa-
rize it for you and hit the high points.

The CHAIRMAN. Please proceed. Your prepared statement will
appear in the record immediately following your oral presentation.

Mr. FraNncis. Mr. Chairman, thank you for the opportunity to
discuss the Administration’s views on Medicare coverage of pre-
scription drugs, and more specifically, on whether prescription
dxiug benefits should be included in the catastrophic protection leg-
islation.

I am filling in today for our Assistant Secretary for Legislation,
who had hoped to be here to present testimony on this issue, a
subset of your hearings on the larger issue of prescription drugs
and the elderly in general.

The Administration strongly believes that catastrophic health
care legislation should provide acute care protection for the elderly
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against catastrophic health events. Expansions to Medicare unre-
lated to this should not be included in a catastrophic bill. In what
follows, I will focus on issues of need, financing, and administrative
costs.

Almost all elderly citizens use prescription drugs. However, drug
expenses do not usually represent catastrophic costs. For those who
spend the most, these costs are often picked up by other insurance,
such as Medicaid, or Medigap policies for those who don’t have
Medicaid. Furthermore, proposals to restructure Medicare would
alleviate most of the residual out-of-pocket liability. Beneficiaries
who incur significant costs for drugs are usually those who have
high costs for other Medicare-covered services. Therefore, adding a
catastrophic “stop loss” provision to current Medicare benefits
would greatly reduce the burden of drug expenses.

According to our actuaries, preliminary estimates of the various
drug proposals under consideration have been severely understat-
ed. Our own estimates are that the major prescription drug propos-
als offered in the House of Representatives would cost from $5 bil-
lion to $8 billion by 1983. Ongoing administrative costs could
exceed $500 million a year. This would be approximately 7 percent
of the benefits paid out under this program expansion. Thus, the
drug benefit is very costly to administer compared with other Med-
icare services, for which administrative costs average 1.3 percent of
service costs.

We have analyzed the various proposals in the House and we es-
timate that, for prescription drugs alone, the premium increase
would range from $15 to $24 per month the first year. This is
added to the basic Part B and catastrophic premiums. The initial
cost to the beneficiary, we feel, would be overwhelming. We cannot
help but peint out that some critics denounced the Part B premium
increase already proposed by the Administration as being unaffor-
g:gle. It is one-fourth the cost of the premium we are discussing

ay.

It is also doubtful that costs of this magnitude could be designed
into a self-financing benefit package which would stay budget-neu-
tral over time. :

I would like to turn now to the question of our ability to adminis-
ter a program as complex as drug coverage.

We believe the administrative problems would be immense.
Much further analysis is required before we could even recommend
an appropriate strategy. Foremost among the problems of design-
ing and implementing a Medicare drug benefit is determining
which drugs are to be paid for and how much one should pay for
their coverage. A difficult choice would need to be made between
covering all drugs requiring prescription, or establishing a Federal-
ly-prescribed formulary, a list of drugs that Medicare will or will
not cover. While a formulary may seem desirable in terms of limit-
ing the benefit to cost-effective drug products, the administrative
process and political controversy entailed in distinguishing among
these products could outweigh any benefit savings. Yet, without a
formulary, program costs would rise because of inevitable substitu-
tion effects. Such medications as vitamins and skin ointments, now
sold as over-thecounter remedies, would surely decline and be re-
placed by prescribed forms of these medications.
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We all want Medicare to get the best possible deal for its dollars
while paying a fair amount. To accomplish this, however, even
more work would be necessary. HCFA would have to do extensive
surveying, data-gathering and auditing to assure our beneficiaries,
who would be paying for this coverage, that they are getting the
best possible deal. -

You should be aware that, ultimately, the result could be to
move Medicare in the direction of administered pricing.

Regardless, a new drug benefit would necessitate the establish-
ment of a complex and costly claims processing system. Depending
on its design, Medicare may have to process as many as 300 million
claims per year and monitor about 67,000 pharmacies.

As I indicated earlier, the ongoing costs for administering a drug
benefit would be in the range of one-half billion dollars a year.
Since an average drug claim would only be $10 to $20 in 1989, the
ratio of administrative costs to benefit costs would be very high.
We estimate that the average per-claim cost to Medicare, primarily
for claims processing, would be about $1.72 per claim. This does not
include the additional costs of audits, medical review, and other ad-
ministrative tasks.

To reduce the number of claims that HCFA would process, one
suggested approach that we have heard advanced would be to insti-
tute the concept of “participating pharmacies.” This would not
only create confusion on the part of beneficiaries, but significant
resources would be required to audit the benefit to ensure that
claims were submitted only for valid prescriptions. Under this ap-
proach, pharmacists would have to ﬁeep comprehensive records
that would stand up to post-adjudicative audits. Since pharmacies
would be required to keep track of individual beneficiary drug ex-
g:nses, their costs would be substantial. Only 13 to 19 percent of

neficiaries might meet the deductible, so eventual billing and
payment to the pharmacy for its effort would be limited.

Pharmacists may be willing initially to accept a set administra-
tive allowance of, say, $4.50, which has been suggested. However,
they might later expect to receive a higher amount, especially if
payment for product costs is tightened. Moreover, not all pharma-
cies have the capacity for electronic recordkeeping or mail claims.
Only about 40 percent do, and they tend to be the larger pharma-
cies.

Another approach would be to require Medicare beneficiaries to
hold their drug bills until they reach the deductible, and then
submit them to Medicare. While this would reduce the number of
separate transactions, all of the other time-consuming problems of
screening for eligible drugs, applying cost limits, and so forth
would remain. Furthermore, maintaining such records would be a
burden on some persons of advanced age or infirmity.

In conclusion, Mr. Chairman, the Department of Health and
Human Services recently spent over a year analyzing approximate-
ly 50 different proposals for catastrophic health insurance pro-
grams. In the end, the President decided on a plan which would
provide peace of mind and which would be affordable to both tax-
payers and beneficiaries. Whether new benefits such as prescrip-
tion drugs are advantageous or not is a separate question from that
of simply and directly adding catastrophic coverage to our Medi-
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care program. We do not believe that a catastrophic protection bill
is the appropriate vehicle on which to place additional and worri-
some costs that may eventually threaten the entire Medicare pro-
gram.

Secretary Bowen has signaled to the House leadership that inclu-
sion in the legislation of a drug benefit, which—if it could be craft-
ed—would run into billions of dollars in expenditures per year,
could cause recommendation of a Presidential veto. I hope the com-
mittee will keep these issues in mind as you weigh this serious
question.

Mr. Chairman, we appreciate your holding this hearing today
and studying a very crucial issue of interest and importance to the
elderly in our Nation. It is clear to us that a great deal of study
must be devoted to this issue, and your examination today is an im-
pertant step in that process.

Thank you.

[The prepared statement of Mr. Francis follows:]
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Mr. Chairman and Members of the Committee:

Thank you for the opportunity to discuss Lhe Adminiseration's
views on Medicare coverage of prescription drugs, and more
specifically, on whether a Prescription drug benefit should

be included in catastroghic protection legislation. As you

mentioned, I am £illing in today for ocur Assi

©

tant Secretary
foxr Legislation, who had hoped to be here to present testimony
on this issue, a subset ot your hearing on the larger issue

of prescription drugs and the elderly in general.

The Administration strongly believes that catastrophic health

care legislation should provide acute care protection tor the

elderly against catastrophic health cvents. Expansions to

edicare unrelated to this should not be included in a catastrophic

Bill. The Secretary of Health and Human Services has conveyed

to the House leadership that inclusion of an outpatient prescrip-~
tion drug benefit alome could lead to a veto recommendation by
the President's senior advisors. The merits of such a benefit
expansion are debatable --and this hearing will heip foster

that dialogue --but it should not be included in a catastrophic

bill sent to the President.
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Specifically, we should consider the following gquestions relating

to a prescription drug benefit: Is it needed? Is it catastrophic?
Would it be self-financing? What would it cost the Medicare program?
ts it administerable? Is it appropriate as a Federal Medicare
benefit, or is it more appropriately placed in the private sector?

What is the Need for & Prescription Drug Benefit?

Almost all elderly citizens use prescriptions drugs. Howaver,
drug expenses do not usually trepresant catastrophic costs. In
tact, ve estimate that 50 percent of the elderly will spend less
than $175 on drugs in 1989, and 20 percent will spend nothing.
Por those who spend the most, these costs are often picked up by
insurance.
-] prescription drugs for low-income beneficiaries are
paid for by Medicaid in all but two States; and
-] thirty percent of non-Medicaid bene!iéiarie;:hava
Medigap policies with at least some §rescz;;tion drug
coverage. )
Futhermore, proposals to restructure Medicare would alleviate
mcst of the residual out-of-pocket liability.. Beneficiaries who
incur significant costs for drugs are usually thosa who alse
utilize a great deal of other Medicare services. Therefore,
adding a stop-loss feature to current Medicare benefitas shouid

serve to reduce the burden of drug expenses.

would it be Self-Pinancing?

According to our actuaries, preliminary estimates of the various
drug proposals under consideration have been severely
understated. Our estimates are that the major prescription drug
proposals offered in the House of Representatives would cost from
5.28 to $8.4 "billion -- that's with a "b® == in 1989.  Ongoing
administrative costs could range from $470 to $577 million,
approximately 7 percent of the benefits paid out under this
program expansion. Thus, a drug benefit is very costly to
administer, compared with other Medicare services, for which

administrative costs average 1.3 percent of service costs.

We have analyzed the various proposals in the House and we
estimate that, for prescription drugs alone, the premius would
range from $15 to $24 per mopth the first yvear. This is added to

to the basic part B and catastrophic premiues.
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The initial cost to the beneficiary, we feel, would be
overwhelming. I cannot resist pointing out that some critics
denounced the part B premium proposed by the Administration as
being unaffordable. It is one-fourth the cost of the premium we

.

are discussing today.

It i3 doubtful that costs of this magnitude could be designed
into a self-financing benefit package. Even if five-year
estimates could show it to be budget-neutral, there would be, no
doudbt, a tendency at some future time to look toward general
revendes to subsidize the benefit, rather than increase the
beneficiary's premium to keep pace with inflation. Consequently,
the Medicare proyram would be at risk for continuing a high cost

benefit package.

I would like to turn now to the question of our ability to

administer a program as complex as drug coverage.

Administration
We believe the administrative probiems would be immense. Much
further analysis is recquired before we could aven recommend an

appropriate strategy.

There are a number of significant issues I would like to

highlight for the Committee:

¢ Payment and Coverage

Foremost among the problems of designing and implementing a
Medicare drug benefit is determining which druqs are to be paid
for and how much one should pay for their cove;age. '/

A difficult choice would need to be made between covering ail
drugs that require a prescription and establishing a Poderally
prescribed formulary. A formulary could be either a list of
drugs that Medicare will cover -- a positive formulary =-- or a
list of drugs that Medicare will not cover -- a negative
formulary. while a formulary may seem desirable in terms of
limiting the benefit to cost-effective drug products, the
administrative process and political controversy entailed in
distinguishing among these products could outweigh any benefit

3avings.
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Without a formulary, other significant problems would arise.
Pirsst, wcu;d be the igsue cf program costs. Any prescribed drug
approved by the Pood and ODrug Administration such as antibiotics
and cough medicine would be covered under Medicare, including
drugs used only episcdically for short-term illnesses. Second,
another adverse consequence would likely occur without a
formulary because of inevitable substitution effects. Such
medications as vitamins and skin ocintments now sold as over-the—
counter remedies would surely decline and be repiaced by

prescribed forms of these medications.

We all Qant Hedicare ta get the best possible deal for its
dollars while paying a fair amount, To accomplish this, however,
wore work would be necessary. HCPA would have to do extengive
surveying, data gathering, and auditing to assure our

beneficiaries, who would bc paying for this coverage, that they

are getting the best possible deal.

You should ba aware that, ultimately, the result could be to move

Medicare in the direction of administered-pricing.

o <Claims Processing

A new drug benefit would necessitate the establishmont of a
complex and costly administrative system. Depending on its
design, Medicarc may have to ptocess as many as 300 million
claims per year and monitor about 67,000 pharmacies. As I
indicated earlier, the ongoing costs for administering a drug

benefit would be significant.

Since an average drug claim will be only §10 to:-$20 in 1383, the
ratic of administrative cost to benefit cestwould be very high.
¥We estimate that the average per-claim cost to Medicare,
primarily for claims processing, would be §1.72. This does not
include the additional costs of audits, medical reviews, and
other administrative tasks. Total start-up costs would be about

§$11C million.

o Participating Pharmacists

To reduce the number of claims that HCPA would process, one

suggested approach we have heard advanced would be to institute
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the concept of “participating pharmacies.® This would not only
create confusion on the part of beneficiaries, but significant
rescurces would be required to audit the benefit to ensure that
claims were submitted only for valid prescriptions. Under this
approach, pharmacists would have to keep comprehensive records

that would stand up to post-adjudicative. audits,

Since pharmacists would be required to keep track of individual
beneficiary drug expenses, their costs would be substantial.

Only 13 to 19 percent of beneficiaries might meet the deductible,
S¢ eventual billing and payment to the pharmacy for its offort
would be limited. Pharmacists may bo willing, initially, to
accept 2 set administrative allowance of, say, $4.50, which has
been suggested. However, given their increased rocord-keeping
burden, they might socn expect to raceivs a higher amount,

especially if payment for product costs are tightened.

Coordination of records to keep track of beneficiary expenses is
alsc an important issue. 1t would be especially complicated for
beneficlaries who use more than one participating pharmacy. Not
2ll pharmacies have the capacity for electronic mail claims. In
tact, only 40 percent do, and they tend to be the lazger

pharmacies. Clearly, pharmacies in rural areas do not generally

have this capability.

The alternative to the participating pharmacy concept is for
beneficiaries to submit claims directly to Medicare. Medicare
would then have to process hundreds of millions of additional
claims, most of which would not be eligible for payment. 1In

addition, based on our experience, we would expect that many of

the claims would be submitted with incomplete information.
Beneficiary dissatisfaction with this process would be
noticeable, since only a few of the claizs submitted would be

eligible for payment.

Another approach would be to regquire Medicare beneficiaries to
hold their drug bills until they reach the deductible, and then
subzit them to Medicare. While this would reduca the number of
separate transactions, all of the other time consuming probloms
of screening for eligible drugs, applying cost limits, and

cbtaining missing information would remain. Purther, maintaining
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the record system would be a burden on some persons of advanced

age or infirmity.

CONCLUSION

Mr. Chairman, as you are awarc, the Department of Health and
Human Services recently spent over a year analyzing approxamately
50 differant proposals for a catastrophic health insurance
program. In the end, the President decided on 2 plan which would
provide peace of mind, and which would be affordable to both
taxpayers and beneficiarics. whetrher new benefits such as
prescription drugs are advantageous or not ig a separate question
from that of simply and directly adding catastrophic coverage to
the Medicare program. We do not believe that a catastrophic
protection bill is the appropriate vehicie on which to place
additional and worrisome costs that will eventually threaten the
entire Medicare program. Secretary Bowen has signaled to the
House leadership that inclusion in the legislation of a drug
benefit, which -- if it could be crafted -- would run into
billions of dollars in expenditures per year, could cause
recommendation of a Presidential veto. I hope the Committee will

xeep this in mind as you weigh this issue.

Mr. Chairman and Members of :tho Committee, we appreciate your
holding this hearing today and studying a very crucial issue
of interest to the elderly in our Nation. It is clear to us
that a great deal of study must be devoted to this issue, and

your examination today is an important step.

Thank you.
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The Cralrman. Thank you, Mr. Francis.

I believe it is fair to say that while the Department may not be
ready to act on the high costs of prescription drugs, I believe Con-
gress is ready. And the reason Congress is ready is because of the
literally millions of constituents who have told us, all 535 of us—
100 in the Senate and 435 in the House—that this is really what’s
affecting them the most. They are shocked to learn that as they get
into their retirement years, what they thought would be covered or
assisted by Medicare is not.

More and more people are saying that Medicare doesn’t have the
right kind of program for us. We in Congress are beginning to re-
spond to that.

I think we’ve had a lot of studies and people are ready now for
prescription drug coverage, it’s up to us here in Congress to find
out how to provide it, and how to pay for it.

Thank you very much.

Mr. Francis. Thank you, sir.

The ChnairmaN. Dr. Raymond Scalettar?

Dr. Scalettar is a Board Member of the American Medical Asso-
ciation. Doctor, please proceed.

STATEMENT OF RAYMOND SCALETTAR, M.D., BOARD MEMBER,
AMERICAN MEDICAL ASSOCIATION, ACCOMPANIED BY BRUCE
BLEHART, DEPARTMENT OF FEDERAL LEGISLATION

Dr. ScALerTAR. Mr. Chairman, thank you very much.

Mr. Chairman, I am Raymond Scalettar, M.D. I am a physician
in the practice of internal medicine in Washington, D.C. I am also
a memger of the Board of Trustees of the American Medical Asso-
ciation. Accompanying me is Bruce Blehart of the American Medi-
cal Association’s Department of Federal Legislation. The AMA is
pleased to have this opportunity to testify concerning expansion of
Medicare to cover outpatient prescription drugs.

Prescription drugs are essential in providing quality patient care,
particularly for senior citizens. Prescription medicines are often
?_he most effective treatment regimen and can be the most cost-ef-
ective.

While many Medicare beneficiaries have drug coverage available
through Medigap policies or other coverage plans, the majority are
not currently so protected. As a result, many Medicare benefici-
aries incur significant and potentially catastrophic out-of-pocket ex-
penses for outpatient prescription medications. As you have heard
today, this also may prove catastrophic in a real medical sense if
patients do not fill prescriptions or take medications according to
instructions because of cost.

Due to the health benefits of prescription drug use and the
severe financial burden such drug costs may place on some benefi-
ciaries, proposals to provide coverage for outpatient drug costs de-
serve careful consideration.

It is well established that a drug product may be effective and
safe for one patient but may not be the drug of choice for another
patient. In order to assure optimal success in treatment, physicians
and their patients must have available to them the full range of
drugs from which to choose and the freedom to be able to prescribe
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and use the drug that, in the professional judgment of the physi-
cian, is most appropriate for the patient.

The AMA vigorously opposes the establishment of a national or
State drug formulary or other mechanism to restrict drug avail-
ability. Restricting the availability of certain drugs would have a
detrimental effect on patient care.

For Medicare drug coverage to be affordable, it is important that
the benefit be limited to truly catastrophic costs. To accomplish
this, any legislation should provide for a reasonable deductible. In
addition, if the deductible is set at a relatively low level, we would
support reasonable beneficiary co-insurance for this benefit.

We believe strongly that the premiums should be means-related.
Relating a premium, deductible or co-insurance to the beneficiary’s
financial resources would guarantee that those elderly who can
afford to pay more for the drug benefit would do so. It is important
to recognize that the elderly do have different levels of resources
and that the needy elderly should not be denied benefits in order to
maintain equal costs among all beneficiaries.

Mr. Chairman, we want to emphasize one additional point. The
continued development of and research into new and innovative
drug therapies is extremely important to quality patient care.
Under no circumstances should a catastrophic drug benefit pro-
gram operate in such a way as to discourage this essential research
and development. Failure to recognize and maintain the benefits
from continued drug development would be both short-sighted and
counterproductive.

In conclusion, Mr. Chairman, the AMA supports the inclusion of
outpatient prescription drug coverage as a part of a program to
provide catastrophic coverage if the drug benefits are tailored
along the lines we have described.

We stand ready to assist the committee in any way that we can.
I will be happy to answer any questions you may have.

[The prepared statement of Dr. Scalettar follows:]
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#r, Chatrman and Members of the Committee:

My name is Raymond Scalettar, M.D., and I am & physicisn in the
practice of Internal Medicime in Washington, D.C. I a= alsc a member of
the Board of Trustees of the American Hedical Assoclaticn. Accompanyisg
oe 1é Bruce Blehart of the AMA's Department of Federal Legislatton. The
iMA is pleamed to have this opportunity to testify concerning expansion
of Med{care to cover outpatient prescription druge.

Prescription drugs are a vitally izportant elesest in providing
quality patient care, particularly for senior citizemns. Prescription
2edicines are often the most effective trearment regimen and can be the
moat cost-effective, Tha avaf{lability and use of proper medications
often reduce the nsed for other more expensive and/or iavasive types of
therapy auch a8 surgery.

While many Medicare beneficfaries hava drug coverage available
through Hedigap policies or other coversge plans, the majority are not
currently sc protected, Approximately 60% of Americans over age 65 lack
i{nsurance coverage for outpatient prescription drugs. As a result, many
Medicare beneficiaries incur significant and potentially catastrophic out
of pocket expenses foT cutpatient prescription medications. This alsc
Ay prove catastrophic in a ‘real medical sense 1f patients do not f1ill
prescriprions because of cost.

Due to the health beuefits of prescription drug use and the severs
financial burden such drug costs may place on some beneficiaries, the AMA
believes that proposals to provide coverage for cutpatient preseriptions
drug costs deserve careful consideration. by Congress. To be truly
beneficial, any such legisiatfon shouid meet the following principles:

o the full range of prescripticn drugs zust be available to
the patient;

o the patient's physician must be aliowed to prescribe the
drug of choice that, in his or her professional judgment, ia
dee=ed =oat appropriats for the patiect;
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o  the bill must uvot foclude a formulary that would limit the
avallabiliry of druge;

o the program should provide for 2 reascnabla deductible, and
coinsurance asy alsc be desirable If the deductible 1s set
at & relatively low level;

o  the premium, deductible or coimsurance should be related to
the beneficiary's financial resources in order to ensure
that the progras 1s cot too expensive for lowar incoas
benaficiaries; and

¢ 1in view of the seriocus budger constraints, a Medicare
ourpatient drug prograz should be budget neutral.

Prescription Drug Availabtl{ty

it is well established that a drug product may be effective and gafe
for one patient but may not be the drug of choice for amother patient,
In order to assurs optimsl success in treatment, physicfans and their
patients gust have avatlable to them the full range of drugs froz which
to choose and the freedom to be able to prescribe and use the drug that,
in the professional judgment of the phyaefcian, is most appropriate for
the patient,

The AMA vigorously opposes the establishment of a natfonal or state
drug formulary or other mechanisa to restrict drug availisbilicy,
Rastricting the availability of certain drugs would have a detrimantal
effect on patient care.

Beasonable Deducrible and Coinsurance

For Medicare drug coverage to be affordabls, it {s important that the
benefit be liztted to truly catastrophic costs. To accompligh this, any
legislation should provide for a ressonable deductible. In additgom, {f
the deducrible 1s get at & ralatively low level, we would support
reasonable beneficlary cofnsurance for thie benefir. H.E. 2470, the
House Medicare catastrophic coversge bill that alsc provides coverage for
prescriptiocn drugs, sets a deductible of $300 with cofnsurance et 20%.

Pipancing

In view of the massive federal budget daficit and the serifous
financial problems of the Medicare program, it is essentiai that any new
beaefit be budget neutral. Drug prices along with the number of
prescripticne written acd dispensed are likely to rice {a future years.
In order to ensure that all new benefits are completely and adequately
[unded through asw revenues, the premium for prescription drug covarage
&hould be adjusted ecnually sither upward or downward.

lacome—Relsted Premium, Deductible or Coimsurasce

We believe strongly that the prograz should be means-related.
Reiating a premium, deductible or colmsurance to the beneficiary’s
financia) resources would guarantee that those elderly who can afford to
pay more for the drug bezefit would do so. This would ensure that the

program is withiz reach of lower tncome beneficisries. Exempting
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beneficiariss with inccaes below a certain level from being liable for a
premfum should also be considered. It is Iimportast to recognize that the
elderly do have different levels of rescurces and that the needy elderly
should oot be denied benefits in order toc aaintais equal costs among all
beneficiaries,
Other Issues

Mr. Chairman, other issues need to be resolved before Medicare is
expanded to cover the catastrophic coate of cutpatient prescription
drugs. For example, conmcerns bave been raised by the Admipistration
about the administrative costs and complexities of such a program. In
fact, Secretary Bowen has alleged that tha administrative costs aloue
would exceed 2 half-billion dollars per year. We recommend that any drug
benafit progras ahould be designed to be as adainistrativaly sizpls as
possibie in order to keep costs relatively low and realfstfc fn relatton
to the bemefit.

Mr. Chafrean, we want to emphasize one additional point. The
continued developaent of and resesrch into new and innovative drug

tharaplea is extremaly importast to guality patieat care. Under so
circumstances should 4 catastrophic drug benefit progras operate iz such

2 way as to discourage this essential research and development. Pailure
to recognize and maintain the benmefits from continued drug development
would be both short-sighted and coumterproductive.
Conclusion

In comeluafon, the AMA supports the faclusion of outpstieat
prescription drug coverage am a part of a program to provide catastrophic
coverage if tng\ drug bemefits were tailored along the lines we have
described,

Mr. Chairman, the AMA commends the Committee for its interest iz this
iaportant health issue. Wa stand ready to assist the Cozmittee in any
way we can, I will be happy to answer aay questions you oOr other Members

of the Committee may have,

311lp



78

The ChairmanN. Doctor, AMA believes that there should be a
means test?

Dr. ScaLETTAR. Yes, sir, that's correct.

The CHAIRMAN. No matter how we say it—means-related or
income-related—we're talking about looking at what the situation
is. And if the people cannot afford it, or have to forgo other essen-
tials of life, we ought to have a mechanism that pays for those pre-
scription drugs.

Dr. ScaLerrar. We heard very compelling testimony today, sir,
and we know that there are individuals who can’t afford to pay for
their drugs and their medications. There are those who are
needy—the poor and the near-poor that we heard of today—we
hfm}a1 to have compassion for these people and recognize their
plight.

The CHairMAN. Well, I think that’s correct, and I believe that to
provide older Americans with the type of health care they need,
we're going to have to consider using some type of income-based
benefit.

AARP, the American Association of Retired Persons, does not ad-
vocate means-testing. However, 1 do find that an increasing
number of people, both in Congress and among older Americans
groups, are now changing their attitudes and saying that this is the
only way we're going to be able to pay for needed benefits.

I want to commend you, Doctor, and the AMA for what I believe
to be very pertinent and very pointed and constructive testimony
on this matter. I have looked through your entire testimony; while
it is relatively short, I think you have covered the issues that are of
significance, and have given us rather apt guidance on how we
should proceed on this matter.

I want to thank you very much.

Dr. ScaLerrar. Thank you very much, Senator.

The CHAIRMAN. Dr, John Schlegel, President, American Pharma-
ceutical Association. Please proceed, Doctor.

STATEMENT OF JOHN SCHLEGEL, PHARM.D., PRESIDENT,
AMERICAN PHARMACEUTICAL ASSOCIATION

Dr. ScHLEGEL. Good afternoon, Mr. Chairman. We have submit-
. ted more lengthy and comprehensive testimony; I will abbreviate
it, hitting the high points, but I'll start off by commending you on
selecting a hearing witness list that certainly has brought forth the
critical issues related to this emerging problem in our society.

Qur testimony focuses on three major points: the issue of patient
. compliance with treatment and the economic and social factors
which influence it; the central importance of pharmaceutical serv-
ices and prescription drug products in patient care—this is particu-
larly true, as we have heard this morning, of the elderly popula-
tion, and therefore, coverage for those services and products in any
Federal health care initiative is of fundamental importance to us;
and finally, the role of the pharmacist in the areas of rational drug
use, compliance, and therapy monitoring. This role serves both pa-
tients and the health care system in promoting cost-effective drug
therapy.
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As the committee is well aware, the Nation’s elderly population,
which is steadily increasing, is the major consumer of health care
services. Just to reiterate a few points that you’ve heard this morn-
ing, those over 65 years of age are consuming slightly over 30 per-
cent of the Nation’s prescription medications, yet they only repre-
sent 12 percent of the population. One projection of drug expendi-
tures for the elderly indicated that $9 billion was spent for pre-
scription medications last year, with $7.8 billion—or about 81 per-
cent—being paid directly by the patient.

A recent study has shown that 15 percent, conservatively, of the
elderly population take four or more medications concurrently.

And finally, it is estimated that 70 percent of the medications
prescribed for the elderly are for chronic therapy, and that one-
third of the elderly population have more than one chronic disease.

These and other data with which the committee is familiar
amply demonstrate the central role played by drug therapy in the
care of elderly patients.

As the health care system’s most readily-accessible professional,
the pharmacist has always played an important role in the care of
the elderly. We have a long-standing interest in cost containment
going back into the 1970’s when APHA led repeal of the restricted
State anti-substitution laws, thus allowing pharmacists to work
:ivith physicians and patients to select the least-costly prescription

rug.

Also, pharmacists play a pivotal role in the drug regimen review
process, or the review of the patient’s medical record for drug-relat-
ed problems, therapeutic duplications, significant drug interactions,
and inappropriate or unnecessary therapy. The Federal Govern-
ment already recognizes pharmacists as the health professional re-
sponsible for drug regimen review and skilled in intermediate care
facilities. And as you well know, the primary population of these
facilities is the elderly.

Drug therapy is the most common and most cost-effective form of
treatment in health care. Effective and rational drug use can serve
to forestall the need for expensive inpatient diagnostic and thera-
peutic services, as we've heard this morning. To artificially sepa-
rate medical and pharmaceutical services by reimbursing for one
and not the other is, in our view, illogical, costly, and just plain
foolish.

The committee’s focus on compliance is very important. A, recent
report has estimated that some 100 million prescriptions go un-
filled each year. The report further suggests that there are as
many as 125,000 Americans that die each year as a result of drug
problems, and that perhaps there are as many as 20 million lost
work days.

Put simply, better compliance with drug therapy results in re-
duced costs. One recent study demonstrates this weil. Utilization of
Medicare services was analyzed in two areas of the northeastern
United States. One area has a Pharmaceutical Services Assistance
Program, and the other does not. Preliminary data showed that a
lower average expenditure for inpatient hospital services occurred
in the program which contained the outpatient drug benefit, and
the savings more than offset the costs of the drug program. It ap-
pears that because medication access for the elderly was facilitated
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in the one program, the resulting compliance with the medication
regimen resulted in less need for acute inpatient services.

In addition to compliance, better utilization of medications also
ultimately results in cost savings. Pharmacy services, such as pa-
tient counseling, interaction screening, and computerized record-
keeping, constitute the core of effective pharmacy practice in
today’s use of complex and increasingly dangerous drugs. It's not
unusual for a pharmacist to determine that a prescription is either
a duplication of current therapy, or will interact adversely with
current therapy. The pharmacist will commonly call the prescriber
and review the problem, with the possible outcome that the pre-
scription may be voided. Such professional services serve both the
patient and third party paying interests. Patients recognize this,
for even today in our mobile society data indicate that patients
return to the same pharmacy 86 percent of the time.

Rational drug use is not an insignificant issue. Approximately 15
to 20 percent of hospital admissions are related to problems with
drug therapy of one type or another.

In summary, Mr. Chairman, we believe that health care is a
combination of good medicine and good pharmacy. The services
must be supported together to assure good patient care and cost-
effective care.

Thank you.

{The prepared statement of Dr. Schlegel follows:]
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Hr. Chaivman, my name is Dc. John Schiegel. As a pharmacist and President of

the American Pharmaceutical Association (APhA), I am pleased to appear defore
ths Special Committes today to sharc osur views con the need for improved
preseription drug benefits for elderly Amecticans. APhA is the national
profesgional society of pharmacisis, represemting tha third lacgest health

profession.

Qur testimony today focuses on three major pointae:

o The issue of patient compliance with treatment and the
economic and social factors which influence it. We applaud
the committes for recognizing the major significance of this

iasue.

©

The central importance of pharmaceutical scrvices and prescripticon
drug produets in patient care. This is particularly tcus of the
elderly population. Therefore, coverage for thowe sarvicas and
products in any fedoral health care initiative is of fundamental

importance,

o The role of the pharmacist in the areas ot rsticnal drug use,
compiiance and therapy monitoring. ¢this role serves both patients

end the heslth care system in promoting coust-effectiva drug therapy.

Wa recognize and share the concerns about costs, and cost-effsctiveness, that

matbaes of the Congress have expressed with regard to the care of elderly

patients. And we mre pleesed that pharmaceutical services and prescription
drug producls ave both recwiving venewed sitention by the Congress, for they
represent perhaps the most effoctive and cfficicnt cocponent of the heslth

care system.

MEDICATIONS AHD THE ELDERLY
AA the Committee is well aware, the nation's elderly population, which is
steadily incressing, is a major consumer of health cara sarvices. At the risk
of repcating information presented by others, let ms point out just & faw
brief facts:
© Those over 65 years of age consume slightly =ore than 30 per cent
of the nation's prescription medications, although they represent

only 12 per cent of the total populﬂlion.l
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o One projection of drug expenditures for Lhe eldarly indlcated that
$S biilion would be spent for prescription medications end services

. 1
in 1986, with $7.3 billion (81%) being directly psid by tho patient.

© A study at the University of Michigen College of Pharmacy has shown
that 15% of the elderly population take four or more medications

concurrently. 2

o It is estimated that 70% of ell medications prescribed for the slderly
are for chronic therapy, and that 30-40% of the elderly population

have more than ona chronic dlsnnaa.3

Thege and cther data with which the Committee is familiar amply demonstirate

tho central rola played by drug therapy in the care of elderly patients.

PHARRA ICAL SERVICRS

As ths health care system’s wost readily accessibie professionsl, the
pharmacist hes always piayed an importent role in the care of the clderly.
Practices such a3 counseling on tho proper use of medications and potentla
drug interactions as well as siople, effective services such as home delivery,
emergency service snd senior citizen reduced fee programs arc provided by

pharmacigts.

Pharmacists also pluy a pivotal role in the drug regimen review process. This
involves the review of the patient's madical racord by a pharmacist for drug
related problems, therapoutic duplications, signlfleant drug interactions and
inappropriate or unncessary therapy. Heasith Care Financing Administration
(HCPA) regulations, which just last menth were reissued and strengthened, have
reinforced this role. Pharmacists are recognized as the hesith professional
respensible for 4rug regimen raview in skilled and intermediste care
facilitles. And #s you well imow, the primery population of these facilitles

iz the eideriy.

It {s very lmportant to stress that any program which encouragss the
separation of medical end pharmaceutical services is unwise and potantiasily
costly. Such undundling of complementary aspects of health care has been done
in other programs at great c¢ost to the progrem and the patient. And the cost
I speak of is both a dollar and heslth status cost. Otug tharapy is the most
comon, end most cost effactive. form of treatment in hemith care. Effective

and raticnal drug use can serve to forestamll the need for expensive inpatient
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diagnostic en¢ therapeutic services. Following evaluation by the physician,
drug therapy ususlly setrves to “complete the cycle” of the disgnostic end
therapevtic preecss, and it therefore is an integral part cf the overal! care
of the petient. Pharmaceutical services and prescription drug products are an
essential complementary aspect to medical services. To ertificielly separate
them by reimburaing for one and not tho othar is illogical, costly and just

plain foolish,
COMPLIANCE/COSTS/ACCESS

The Committee’s focus on the components of ecompliancs i3 very icportant. It
is 8 central issue in cost-effective health care. A patlent stopping #n
antibiotic after only two or three days because he feels better may experience
a relapse, resulting in more expenditures, sometices cven hospitalizetioen.
The patient who does not take his high blood prassure medication because he
has nc symptoms may develop complications requiring hospitalization. &
patient with limited rescurces may dacide not to have 2 preseription filled

becuuse the rent has to be paid instead. The consequences can be devastating.

A tecent report 4 has astimated that soma 100 zillion prescriptions go
unfilled each year. The rwport further suggesta that, overall, medication
non-compliance resuits in the deathe of es many as 125,000 Americans each
year, slong with thousands ot unnccessary hospitalizations end perhaps as many

as 20 milllon lost workdays.

Among many factors which influence compliance, econcmics and access to

services certainly are important. One recent study 5 demonstrates a

probable relationship botween the svsilsbility of ewslcations, compllance and

health care costs. The researchers compared the overall rates of
utilization of Medicara smrvices in two areas in the northeastern U.S. One
area has o pharmaceutical secvices assistance program and one does not.
Prelizinary data show that a lower average expenditure for inpatient hospital
services occurred in Lhe program which contained the cutpatient drug benctit,
and the savings more then offset the costs of the drug program. The
ocutpatient drug benefit was the only substantive change in either progrem
during the two atudy paciods. A case can be made that because medication
#ccess for the eideriy wae facilitated in onc program, the resulting
compliance with the medication regimen resulted ln iess need for acute
tnpatient services. Purther datw in this area will be fortheoming as cmphasis
on health maintenance and welliness programs inereasc. Ws would be happy to
provide the committee with this and other study data in tha sreas of

complisnca.
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The concerns expressed by miny regarding the cost of prescription drugs are
valid ones. Increases in the manufacturers® prices of pharmacoutieal products
in recent years represent the most substantial increase in eosts of practice
for the pharmacist. We would like the Commitiee to know that our profession
has been actively involved in cost containment strategies for many years.
APhA was at the forefront of efforts to repeal restrictive stata
entisubstitution laws in the 1$70°'s and in promoting the role of the
pharmacist in drug product selection. We believe thet the pharmacist is the
bast qualified heaith care professicnal to svalusts and use drug product
information to acsist patients and prescribers in choosing the most cationsi
and cost-effective 4rup therapy. Often the patient is not aware of this role
because the interaction takes place privately between physician and
pharmacist. Increasingly, however, this cost saving role of the pharmacist
has béen exparienced personaily as patisnts seo pharmacists help Lhem select

lower priced drugs.

Governmant, or any third party progras, should provide appropriate economic
incentives in order tc maximize the pharmacisi’s participation end
effectivensss. The &verage pharmacy practice operastes in an extremaly
compatitive envivonment, with g net profit defors taxes of botween 2.5% and
3.5%. In fact competition and increases in Lhe mamufacturers’ prices of drugs
have caused this net profit to deeciine steadily over the past 10 years.
#istorical inadequacies in prescription drug reimdursement approachesz, both
with private and goverrmment programs, have often rasulted in net loss
situations for pharmacists participating in these programe, either veducing
incentivas to participate oc forcing pharmacists to shift their costs to
private pay patients. 1In particular, whoen the reimbursement focus is
primarily on the product cost, with only & Loken fee for professional service
(in some csses as little aw $2.00), the pharmacist is not able to cover the
costs of amervice. These services includs patlent counseling, interaction
#croening, computerized record-kaeping, ete. and constitute the core of
effective pharmacy practice In today's use of complex ang increasingly

dangerous drugs.

Of equal importance. consider tha cane of a prescription order which the
pharmacist datermines is eilther a duplicetion of current therspy or will
interact advacsely with curcent therapy. The pharmaclat wiil commonliy contact
the prescriber and review the problem, with a possible outcome that the
preseciption order is voided. Such professicnal service serves both the

patient’'s interest and the third party payor's interests. Such service occurs
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every day in many phavmacy practice settings. Even with today's mobiie
population, data indicate that patients returm to the same pharmacy 86% of the
time for prescription :ervicas.‘ But clearly the current reimbursement
strategies in programs such as Medicaid provide no support for the pharmacist
in performing this scrvice, even though the savings assocliated with avoiding
an adverse drug intaraction can be substantial. Approximstely 15-20 % of
hospital sdmissions are related to problems with drug therapy of ons type or

anothaer. s

Patiure to recognize the changing nature and vaiua of the services the
pharmacist provides. and therefore a lack of recognition of the need for
adequate reimbutesmant for the services provided beyond the drug product,
could have the unfortunate effect of reducing the affactive participation of
pharmacists in prograzs boing contempisted by the Congress. Such laek of
participation would lluely impact unfavorably om sccoss to such services by
the elderly, who have the greatest need for sggressive monitoring and

counssling in tha uss of medication.

SUMPBAHRY

We have spoken today on the need for a rocxaminaticn of traditicnal thinking
in ths ares of pharmaceutical services snd prescription drug products, and
their inciusion in fedaral governmemt heaith pervices strategy. %uWe believe
the pharmacist can offer the elderly patient important and nseded services
that are clinically valld and cost-effactive. We stand ready to work with you
and your colleagues in thls lmportant area. Thank you for Lthe oppoctunity to

be with you today.
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The CHairMAaN. Dr. Schlegel, you have testified that if patients
take their prescription drugs when they are supposed to, you be-
lieve that it cuts down on the hospital costs of the elderly?

Dr. ScHLEGEL. Absolutely, sir. And one of the difficult problems
is that many programs, including the Federal Government, have
what I call “unbundled” these natural services that go to one an-
other. So it makes it very difficult to determine the effect of one on
the other. That's why this Pennsylvania study that I referred to is
very, very important.

The CHAIRMAN. Yes, it’s a truth that you and I have known and
most members of this committee have known. Everyone on this
committee understands.

Dr. ScHLEGEL. Absolutely.

If I may just interject, sir, the average cost of a prescription is in
the 312 to $13 range, and all somebody has to do is decide not to
take one because they have to pay the rent or they have to pay
heating or whatever—it throws them into the hospital in an acute
care situation. And how much does that cost per day? Several hun-
dred dollars.

The Cuairman. Right. Without prescription drugs, you might an-
ticipate the eventual hospitalization cost would be about 10 times
greater than the actual cost of the prescription. But that's sort of a
rule of thumb; I don’t know that everybody would subscribe to it,
but I certainly subscribe to it. I think diabetes in particular—and a
couple of the witnesses mentioned that may well be a good exam-
ple. I can’t envision how much it would cost for treatment if one-
half of the elderly diabetics in the United States were not on medi-
cation. We would be looking at tremendous costs.

Dr. Scurecer. Well, you heard a perfect example with Mrs.
Morris this morning, who has decided not to take her beta blocker
for her heart problem. And yes, a dollar per tablet seems very,
very expensive, but the alternative from her not taking that is
going to throw her into a crisis situation that, if it doesn’t kill her,
is going to put her into acute care in the hospital.

The CHAIRMAN. Yes. It's a very risky procedure that she’s follow-
ing, and yet I know that she’s typical of millions of other elderly
w.'hl({) skimp or avoid taking their prescribed drugs and take the
risk.

Dr. ScHLEGEL. Correct.

The CrairMAN. Doctor, do you think that we're ready to do
something, rather than continuously saying, as the Administration
witness just testified, that a drug benefit costs too much and is too
difficult to administer?

Dr. ScuLEGEL. Sir, I don’t think we can afford not to do it. We
cannot afford not to include the coverage of prescription drugs. Al-
though some view the cost of prescription drugs as a cost center, in
fact, there are reasonable data that show that ultimately, in the
total system, they reduce costs.

The CHAIRMAN. Yes, and I think we ought to have a little
wisdom and look beyond the nay-sayers in this case and just move
on to what we know is right, correct and needed.

Thank you very much, Doctor.

Dr. ScureGEL. Thank you, sir.
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The CHAIRMAN. Mr. Robert Allnutt, Executive Vice President,
Pharmaceutical Manufacturers Association.

STATEMENT OF ROBERT ALLNUTT, EXECUTIVE VICE PRESIDENT,
PHARMACEUTICAL MANUFACTURERS ASSOCIATION

Mr. ALunutt. Thank you, Mr. Chairman. I will summarize the
testimony very briefly. I thank you for bearing with me this long;
it'’s been a long morning. What I'll do is just run very quickly
through the statement and highlight some parts of it.

The first few pages cover the obvious fact that prescription medi-
cines are helping people to live longer, healthier, and more produc-
tive lives. They're doing that for less than a nickel out of the na-
tional health care dollar for outpatient drugs. They are cost-effec-
tive, as many witnesses have said here this morning, in avoiding
surgery, hospitalization, and other more costly forms of therapy.

It is through the sales of these preducts that the pharmaceutical
industry raises the money that pays, among other things, for the
research and development that is conducted, about $5 billion worth
this year; and as you know, Mr. Chairman, that is roughly the
same amount of money that the whole of NIH spends on all bioc-
medical research in a year.

What we have been testifying for in recent weeks around the
various fora here in Congress is in favor of a targeted Medicaid-
type State-administered program to help people like those that you
heard from this morning. I gather that is the kind of program that
you are thinking of, some sort of targeted or means-tested program.
Certainly, Senator Simpson also agreed with you this morning, as
digl—Aas I understood her testimony—Dr. Levens-Lipton and the
AMA.

In addition, we have been saying that beyond a targeted pro-
gram—for example, a program of Medicaid at 100 percent or 150
percent of the Federal poverty level—there should be in addition to
that a study of the kind suggested by the Bentsen bill of what fur-
ther needs there may be. That may not be all that’s needed, and
there should be a study to look beyond that. The kind of study we
think should be conducted is outlined on pages 10 through 13 of my
statement.

I believe beyond the obvious case of the poor who are in need of
help with outpatient drugs, Mr. Chairman, there is inadequate
knowledge at present of what further is needed. Page 7 responds to
your letter asking us to testify by mentioning one additional study
that we are aware of, a Johns Hopkins study a couple of years ago,
that indicated about one percent of the elderly do not purchase
drugs because of the cost. That's consistent with the two percent
that is the figure that AARP comes up with in their study.

I also, on page 8, set forth a table that lists the various estimates
that are being made as to the likely outcome of the bill that is
moving through the House this week. And as you can see from that
table, the estimates between the Congressional Budget Office and
HCFA vary widely, as does experience under the various State
Pharmaceutical Assistance to the Aged programs that are in place.
There is wide divergence among those programs; that’s the kind of
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thing that needs to be understood before a general, universal enti-
tlement program under Medicare is adopted, in our opinion.

On page 9 of the statement I have set forth what I characterized
to the committee staff on Friday as a very preliminary attempt
we've made to look at what the premiums would be that the elder-
ly would pay under the House bill as it presently stands, as we un-
derstand it. That’s a 150-page bill; it's kind of complex to look at.
But for a family with an income of $28,500, we believe that in 1991
the premium for all of Medicare Part B would approach $2,500, and
by 1995 would exceed $3,500. So we're talking, obviously, about the
kinds of premiums that are most unlikely, ultimately, to be
charged to people with an income of between $25,000 and $30,000 a
year. But again, that’s indicative of the kind of problem one could
hit if general Medicare legislation is enacted at this time. That’s
why we urge targeting or means testing of the program.

Finally, the statement points out that Medicare legislation,
unless other amendments are made to the law, would have the
effect of making outpatient drugs for AIDS patients eligible for
Medicare coverage. Clearly, the Federal and State governments are
going to have to deal with the tragedy of AIDS, with the unbear-
able costs—not only in pharmaceutical products, but in other costs
that AIDS patients are bearing. Whether that should be done
under Medicare, I think, is a serious question that needs to be ad-
dressed. . :

That'’s a quick summary of the statement. I'd be glad to try to
answer any questions you have.

[The prepared statement of Mr. Allnutt follows:]
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Mr. Chairman and Hembers of the Committee:

Thank you for the oppertunity to appear before the Committee
to testify on the important subject of prescription-drug coverage
for eiderly outpatients. FPMA represents the more than 100
research-based pharmaccutical companies that discover. develop
and produce most of the prescriprion medl2ines used in the United

States.

Prescription medicines are a critically important component
of the national health-care system. Our industry strongly
believes that ail older Americans should be able to receive the
medicines they need, and we welcome the efforts of this Committee

to focus on this issue.

The modern medicines our companies develcp enable people to
live longer, healthier and more productive lives, Drugs extend
lives. cure illness and improve the quaiity of life for all
Americans, especially the clderly. Indeed, senior citizens are
among those who most use the medicines our companies discover and

develop, and who benefit the most from these drugs.

Prescription drugs not only save lives--they save money.
Prescription drugs are the most cost-effective form of modern
therapy. They save billions of doliars a year by reducing the

need for alternative, more expensive forms of therapy, such as
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.
hospitalizaticn and surgery. The use of drugs also reduces the
cost of physicians' services and the number of work days lost due
to illness. One anti-ulcer drug alone, Tagamet, saved Americans
an estimated $4 billion in health-care costs in its first decade
on the market.

Even though prescription drugs are the most cost-effective
form of therapy, they represent only a small portion of health- .
care expenditures.

As a nation, we spend less than a nickel of

each health-care dollar for outpatient drugs. Drug prices have
remained well below the Consumer Price Index ever since that
Index was established in 1967 (Figure 1). and the cost of drugs

has actually declined in terms of purchasing power.
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Figure 1

Every five years since 1970, the pharmaceutical industry has
doubled its investment in research and development (Ficure 2}.
This year, ocur companies are investing $5 billioa in R&D, nearly
equalling the total being spent by the National Institutes of
Bealth for all biomedical regsearch. The period of time during
which this investment in R&D can be recovered through sales
revenues, however, is being dramatically compressed due to a
nuzber of converging forces. Foremost among these forces is the
unprecedented surge in competition from generic products as soon

as the patent on 2 pioncer drug expires. Other major forces
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include the intensc competition within the research-based
pharmaceutical industry to develop and market new patented drugs;
increasing delays in the approval of new drugs, and increasing
foreign competition both from developed countries that have
targeted this industry and from newly. industrialized countries

that blatantly condone patent piracy.
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It iy because prescription drugs are necessary to ensure
that all people receive the very best health care and because
they are the most cost-effective form of health care that the
industry believes older Americans should have access to the full
range of prescription drugs. In recent weeks, I have testified
before the Health Subcommittees of the Senate Finance Committee,
the House Ways and Means Committee and the House Energy and
Commerce Conmittee. The main thrust of that testimony was to
urge Congress to take the time to carefully craft & plan to
reimbhurse needy elderly peruons for their drugs, through an

appropriate mix of federal, state and private programs.

The danger we see in hasty adoption of a new universal

entitlement program--without carefully defining the problem so an

appropriate solution can be devised--is that the costs of the
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program, and of .its administration, will quickly exceed the
initial estimates. This will lead inevitably to ever higher
premiuns and budget deficits, and to propesals for cost-
containment measures. These measures typically would restrict
freedom of choice from the full range of approved drug products,
diminish quality of care and discourage the investment necded for
future drug breakthroughs. These in need thus wouid he denied
the very benefits intended for them, resulting in second-class
care for the bpeneficiaries of federal programs. Indeed, several
sueh undesirable cost-containment features have already appeared

in varicus bills.

In a few days, the House will consider a bill {H.R. 2941} to
extend Medicare to cover prescription drugs for eiderly
ocutpatients. Adding this benefit to Medicare would, of course,
reimburse all clderly and disabled persons for their
prescripticn-drug costs (above the deductible and co-insurance
amounts specified in the bill}), regardless of their ability to

rey.

The vast majority of Americans, including clderly people,
are financially able to cbtain drug therapy. At this time,
however, there are no reliable data defining the number of
eldezly people who cannot obtain adeguate drug therapy for
financial reasons. [t is absolutely essential to determine the
size and characteristics of such a group of older pecrsons before
it can be determined how to design an approprlate--and

affordable--program.

Cne of the specific questions you asked us, Hr. Chairman,
was about the impact of the cost of drugs on the use of drugs by
elderly persons. We know of no definitive study of this issue
that would allow a program to be carefully designed to provide
drugs for those eiderly people who do not have the resources to
obtain them. This is cne of the main reascns we have urged that
a comprehensive study be undertaken before a drug-benefit program
is enacted. Two recent reports do suggest, however, that cost

has a limited impact on drug use by the elderly.

In a March 1987 Issue Bricf, the American Association of

Retired Persons cited a survey {of persons 45 vears of age angd

77-493 0 - 87 - 4
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older}) in which 2 percent of the respondents said they had
decided not to fill a prescription within the last two years
because of the cost of a drug. This result is consistent with a
more relevant study by the Center [or Health Services Research at
Johns Hopkins University, funded by the National Institute on
Aging in 1985, of 740 low-income, elderly patients at the Francis
Scott Rey Hospital in Baltimore. This study {Drug Side Effects

zZnd Functicnal Capacity in the Elderly) found that about 1

percent of the group discontinued the use of a drug because of
cost. The main reascns given for not continuing to use a drug
were improved health, confusion about directions and side
effects.

Even the strongest propenents of expansive new drug coverage
acknowledge that little data exist on the potential use of a new
drug benefit under Medicare, the costs of such coverage ang the

administration of such a program.

The Congressional Budget Office and the Health Care
Financing Administration have been hurriedly pPreparing estimates
of the cost of covering prescription drugs under Medicare over
the past few weeks. These estimates differ by a considerable

macgin, as the following table shows:

Medicare Drug Coverage for the Blderiy
Variations in Key Cost Blements

Expenditures Per % of Enrollees
Enrollee (1986 Spending More
Unless Noted) Than $500
CBO $250 * 17%
HCFA $342 + 25%
Blue Cross/
Blue Shield
Group Plans
-Michigan $312 ++ ?
-I1linois $388 *# ?
~New York §360 ** 27%
Medicaid $368 ** ?
{1385)
New Jersey $380 - ?
Pharm. Asst.
Program
Pennsyivania $473 *= 21s

PACE Program .
X

* Estimated (1988)

** Based on Actual Data
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Clearly., a new drug benefit under Medicare should not be
enacted until reliable cstimates can be made of how much such a
benefit would cost, and what premiums or taxes would be reguired

to pay For the new progranm.

In considering thesc matters, we believe the Senatc should
aiso keep in mind the overall result of the amendments being

proposcd to Medicare FPart B. Based on a draft of the House bill

ava ble to us last week, it appears the premiums for Paret B
would reach extremely high levels in a few years. For example,
according to our preliminary estimates, the premium for
catastrophic coverage for a tamily of two with a current annual

income of $28,50¢ would be §$1,650 a year in 1991. That famiiy's

premium for drug coverage would be $227 a year. Their total
annual premium for Medicare Part B would be $2,484, compared to

$429 today.

By 1995, according to our estimates, the total promium
{again, feor a family of two with a current annual income of
$28,500) would rise tc $3,718 a year, including $2,554 for
catastrophic coverage, $470 for drug coverage and $633 for

current coveracge.

is an eight-fold increasc over todey
level, and calls into serious guestion the reallism of the

benefits and premiums being considered.

In light of these potential costs, PMA pelieves it is
essential to identify the group in need of a drug benefit so a
limited, affordable program can be designed. A well-designed

program should have several important features. It should:

e Be targeted to aid the elderly who need assistance,

so the added premiums or taxes required to cover ccsts can

be minimized.

s Assure that patients receive guality care.

e pProvide physicians and patients with the freedon to

choose from the full range of approved drug products.

e Include a low-cost, non-burdensome administrative

procedure.
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® Encourage--and not stifle--the continued development

of new and more effective medicines.

Before Congress provides any new entitlement program, PMA
urges that a comprehensive study be undertaken. A study is
required to develop and. analyze the data necessary to determine
the most appropriate way for the government to provide
prescription-drug coverage for the elderly in an affordable

manner.

We note that §. 1127 as reported by the Finance Committee
contains a8 requirement to study drug benefits, and we urge that

the study include thesc additional factors:

® Determination of current levels of spending by the
elderly for prescription drugs, as well as the number of
older perscons unable to afford adequate drug therapy, should

be the top priority.

e The long-term fiscal integrity of Medicare should be
preserved. As discussed above, the danger of driving the
elderly to adverse selection of Part B should not be

cverlooked.

® There 2rc other pressing medical needs as well,
including the billions of dollars in previously unplanned
expenditures that we now know inevitably will be required in
federal and state hudgets to meet AIDS-related demands in
the early 1$90s. None of the estimates of providing a new
program of drug coverage under Medicare take into account
the substantial cost of medicines for AIDS victims that

would be paid under the House bill.

e Nine states {New York, Pennsylvania, Iilinois,
Maine, Rhode Tsland, Connecticut, New Jersey, Delaware and
Maryland) already have enacted Pharmaceutical Assistance for
the Aged programs for lovw-income eideriy persons who do not
qualify for Medicaid benefits. These programs cover 1.3

million people. Six additional states (Massachusetts, Ohic.
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Michigan, Vermont, Florida and alabama) are considering such
prograzs. These efforts should be carefully studied, and
consideration should be given as to how a federal asgsistance
program should relate to existing state-administered
Medicaid drug programs--under which 2 1/2 million eiderly
Americans received drug benefits in Fiscal Year 1985--and

Pharmaceutical Assistance for the Aged systenms.

e The manner in which a federal program would inter-
relate with other forms of drug coverage should also bLe
considered. Many clderly people are covered by private
insurance, Veterans programs, private retirement plans and
Health Maintenance Organizations (HMOs). The AARP has
testified that more than 41 percent of the elderly
population has some form of drug coverage. More than 50
percent of the enrollees in the Pennsylvania assistance

program have other coverage.

e Special attenticn should be given to administrative
procedures, in view of the fact that, because of the large
aumber of transactions, administrative costs tend to be vezy
high for drug programs. Secretary of Health and Human
Services Otis R. Bowen, in testifying before the House
Energy and Commerce Subcommittee cn Health and the
Environment on May 27, said the administrative costs of a
new drug program under Medicare would greatly exceed $500
million. HCFA estimates this cost at $510 millien by 1852,
In a 1986 report, the House Appropriations Committee peinted
out that less than 8 percent of Medicaid benefits are for
drugs—-but that these benefits account for 50 percent of the
paperwork. And the United Auto Workers noted in recent
testimony that it would be very costly to administer a

program cof drug benefits with a high deductible.

e The incentives for continued investment in
pharmaceutical research and development should be preserved,
and not impaired. The best hope to treat disease--including
discases of special concern to the elderly such as heart
disease, cancer and Alzheimer's disease--lies in the R&D

efforts of the rescarch-based pharmaceutical industry.
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Finally, Mr. Chairman, the legislation being considered by
the Hlouse contains a cumbersome generic-prescribing scheme that
would sweep aside the laws of all 50 stares and establish
different rules for Medicare patients. OUnder this schene,
elderly HMedicare patients would be given a generic drug, unless

the prescribing physician specified otherwise in guite precise

language. s would make it very difficult for physicians to
ensure that their elderly Medicare patients receive the medicine
they intend to prescribe, and couid be especially risky for those
patients with serious chronic conditions stabilized on a
particular product. Wwe maintain that existing state prescribing

laws should apply to clderly Medicare patients as well as to all

other patients,

In conclusion, PMA strongly believes that older Americans
should receive the very best and most cost-effective medical
care, inciuding the full range of modern medicines. &t this
time, however, therc arc far more questions than answers about
the best way to design a new drug-benefit program in support of
this gcal. Congress should authorize a comprchensive study, on
an expedited basis, to develop the data necessary to design an
appropriate and affordable program. PMA will continue its own
review of the options, and would be pleased to cooperate fully

with a Congressional study.

Mr. Chairman, that concludes my statement. I would be
pleased tc respond to any questions you or other members of th

Committee may have.
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The CrHairMaAN. Well, I'm trying to digest both your statement
and your comments. By the way, all of your statement will be
made a part of the record. But after scanning through your state-
;nens and then listening to your comments, I'm a little bit con-
used. :

Mr. ALLvutt. That’'s my fault and not yours, sir, if I've confused
you.

The CHAIRMAN. Well, I think your last statement was to the
effect that you approve of some sort of means testing. Does that
me%n that you advocate some type of broadening of Medicare or
not?

Mr. ALLNUTT. Whether it’s Medicare or done strictly under the
Medicaid program. We have supported over in the House in recent
weeks the proposal that has been made to simply mandate to the
States coverage of outpatient drugs through Medicaid up to 100 or
150 percent of the Federal poverty level. As you know, Mr. Chair-
man, many States have set their Medicaid reimbursement levels
for drugs well below the Federal poverty level. This would mandate
that it goes to 100 percent or 150 percent. We think that kind of
program makes sense.

The CHAIRMAN. Well, this is what bothers me, and it's been men-
tioned several times, “well, tie it to Medicaid.” None of the three
people we heard from are on Medicaid.

Mr. ALLNUTT. I believe you'll find—and I'm not an expert on the
State-by-State limitations on Medicaid—but I think if you had a
Federal requirement that States cover outpatient drugs for people
up to 100 percent of the Federal poverty level, or 150 percent,
which has been proposed in the House, I suspect that all three of
these people would have been covered.

The CHairman. I don’t believe so. First of all, we're talking
about women who are single; and secondly, we're talking about
people who really don’t want to be associated with being labeled
“welfare recipients.” And so, while I am very much convinced that
we're going to have to have some sort of means testing, I'm not cer-
tain that when we say ‘“‘Medicaid” that we’re getting to the prob-
lem at all.

Mr. ALLNUTT. If the term, “Medicaid,” has a stigma and people
would not want to be covered that way, then I would presume that
a clever draftsman could reach the same result under Medicare
with means testing. The end result should be the same. Obviously,
no one can listen to the kinds of stories that we heard this morning
and not be touched by them, not feel that there needs to be some
form of assistance, Federal, State, local or otherwise, for such
people. It's a question of what forum is right to use to do that.

The CHarMAN. All right. Thank you very much, Mr. Allnutt, for
your testimony.

Mr. Arunurtr. Thank you.

The CuairMAN. That concludes our hearing this morning. The
hearing record will be held open for two weeks for anyone who de-
sires to augment the testimony received today, just simply by
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giving to the committee written testimony in any form they care to
make it. We'll make that part of the hearing record.
Thank you all very much. The committee is adjourned.
[Whereupon, at 12:37 p.m., the committee was adjourned, to re-
convene at the call of the Chair.]
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MATERIAL RELATED TO HEARING

Item 1

GAO

Unlted States
General Accounting Office
Washington, D.C. 20548

Program Evalustion and
Methodotogy Division

July,

1987

MEDICARE

pPrescription Drug Issues

The Honorable John Melcher

Chairman, Spe.. . Committee
on Aging

United States Senate

Dear Mr. Chajirman:

On July 14, 1987, you asked us for information about
prescription drugs as they relate to the needs of the
elderly. In particular, you were interested in the
following gquestions:

1. To what extent do the elderly need and use
proscription drugs and what are the costs' to the
elderly?

2. What prescription drug benefits, other than
inpatient benefits, are covered under Medicare?

3. To what extent does Medicaid provide prescription
drug benefits?

4. What states have separate programs to provideo
assistance to the elderly for prescription drugs?
wWhat kind of assistance do these programs provide
and who benefits from them?

5. what provisions are included in H.R. 2470 and 5.
1127 that pertain to prescription drug benefits and
to what cxtent will these benefits meet the needs of
the elderly?

SCOPE AND METHODOLOGY

The information in this letter responds to these questions
and is based, in part, upon the results of the ongoing
study of catastrophic illness insurance that we are also
performing at your request. Hatters pertaining to
prescription drugs will be only one small part of the
larger study, on which we expect to issue a report to you
at a later time.

(101
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Our informaticn is for the most part derived from documents
that we have reviewed, but which we have not independently
verified, and from two legislative proposals to expand
Medicare coverage for catastrophic illness: the House Ways
and Means Committee bill H.R. 2470 as amended by the House
Committee on Energy and Commerce and the Senate Finance
Committee bill S. 1127, both entitled *The Medicare
Catastrophic Loss Prevention Act of 1987.°"

Wo begin with demographic information about use and cost
and then briefly discuss prescription drug coverage under
Medicare, under Medicaid, and in states that have developed
programs specifically to meet this need. We close with a
discussion of how H.R. 2470 aad S. 1127 would provide
benefits for prescription drugs for the elderly and the
groups of the population that would remain without benefits
if these bills were enacted.

USE AND COST

That the cost of prescription drugs is rapidly rising is an
important fact for the millions of the elderly suffering
from diabetes, high blood pressure, various heart
conditions, some types of cancer, and other conditions.
They depend on medication to help control these problems,
so that buying prescription drugs Is a wajor out-of-pocket
health care expense for thenm.

More than 75 percent of the persons clder than 65 in this
country use prescription drugs; for the eldarly who are
chronically ill, this figure is 90 percent.

Persons 65 and older use 30 percent of all the prescription
drugs used in the United Statcs-—approximately three times
the rate of the population younger than 65.

For three of every four elderly persons, prescription drugs
are the largest out-of-pocket health~care expense. A 1986
study commissioned by the American Association of Retired
Persons {AARP) estimated that drug expenditures for persons
85 yoars old and older are $§9 billion annually and that
$7.3 billion of this is ocut-of-pocket expense.

Prom January 1980 through 1986, the cost of prescription
drugs rose about 80 percent--two and a half times faster
than the rise in consumer prices in general.

According to a report by the Public Health Service, 15.5
percent of the elderly patients who require prescriptions
said they are unable to pay for their drugs. An AARP
survey reported the cost of prescription drugs as an
important reason why the elderly often do not get their
prescriptions filled.

MEDICARE COVERAGE

Under current law, Medicare generally covers inpatient
drugs but pays for outpatient drugs in only a few
instances.

Qutpatient prescription drugs are generally not covered by
Medicare Part B, with the exception of drugs that require
injection by a physician or nurse. Injections that
patients commonly administer to themselves, like insulin,
are in general not covered. (Self-administerod drugs that
must be administered by a physician or nurse in an
emergency are covered, and so are blood-clotting factors
for certain hemophilia patients.)} Pills and other oral
medications are excluded from Part B because they are self-
administered.

Madicare doos pey for cutpatient use of imamunosuppressant
drugs (such as cycloserine} in the first year following a
Medicare-covered transplant operation.

The Congressional Budget Office {(CBO) estimates that the
costs of providing immunosuppressant drugs to 9,000
Medicare beneficiaries with organ transplants will approach
$35 million in 1987, or about $4,000 per beneficiary.
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Immunizations are covered only in specific circumstances:
vaccination against pneusococcal pncumcnia, and hepatitis B
{(for those at medium or high risk only), and immunization
directly related to the treatment of an injury or direct
exposure to a disease or condition such as rabies or
tetanus. Most immunizations, such as for smallpox and
influenza, are not covered.

Medicare beneficiaries may enrcll in health maintenance
organizations {HMO's) and competitive medical plans that
cover all Part A and Part B benefits and that may include
prescription drugs. In most cases, the beneficiaries pay
an additional premium for drugs and other benefits directly
to the HMO or plan. In May 1987, the records showed
914,715 Medicarc beneficiaries enrolled under “risk
contracts® with 152 HMC's or plans. Outpatient drug
benefits ware offered by 115, or 76 percent, of the
contractors.

MEDICAID COVERAGE

Medicaid provides optiocnal prescription drug coverage for
the low-income elderly in most states. As shown in
appendix I, all the states except Alaska and Wyoming
reportedly provide some coverage. As indicated in the
appendix, 10 states impose major restrictlions on drug
coverage.

According to the Health Care Financing Administration
{HCPA), 2.2 million Medicare enrollees are covered by state
Medicaid programs.

Also, according to HCFA, the 2.4 million recipients of drug
benefits under Medicaid in fiscal year 1986 accounted for
$972.6 million in expenditures.

Medicaid pays the lower of the cost of the ingredisnts of
prescribed drugs plus a recascnable dispensing fee or a
provider's usual and customary charge to the general
public.

Some states may limit the benefits they will pay, requiring
the recipient to pay any costs above an estimated
acquisition cost--a state Medicaid agency's best estimate
of the price that providers are generally paying for a
prescribed drug.

Medicaid limits benefits for the cost of drugs--including
generic drugs--marketed by two or more drug companies to
the lower of the maximum allowable cost ostablished by
HCFA's pharmaceutical reimbursement board {and published in
the Federal Register) or the estimated acquisition costs.

A state may also establish its own list of maximum
allowable costs. {The cost of a multiple-source drug is
not limited by this list if the physician certifies in
handwriting that, in his or her professional judgment, a
apecific brand is medically necessary for the patient.)

Of the 48 states with a prescription drug program under
Medicaid, 22 charge recipient copayments which range froam
$0.50 to $3.00.

State Medicaid agencics may place additional limits on
benefits for prescription drugs, such as limits on the
number of prescriptions that can be filled in a certain
time period or limits on the quantity of each prescription
that oay be filled at one time.

COVERAGE UNDER STATE PROGRAMS

Nine states offer specific programs covering some drug
benefits for portions of their populace: Connecticut,
Delaware, Illincis, Maine, Maryland, New Jersey, New York,
Pennsylvania, and Rhode Island. ({See appendix II for the
bagic structure of these programs.) This means that 41
other states do not have such programs; even in the ¢
states with programs some portions of the population do not
receive assistance in purchasing drugs because of
eligibility requirements or copayments.
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All 9 programs have an income level above which pecple are
ineligible, and 8 have some copayment provisions. Some
states set their income thresholds higher than others, thus
allowing more people to participate. Por example, New
Jersey's level is §$16,750 for couples, Connecticut’s is
$16,000, and Pennsylvania's is $15,000. Other states, such
as Delaware, Maine, and Maryland, set their income
eligibility relatively low, increasing the chance that the
nearly-poor will not receive benefits. Some states set
copayzent levels relatively low--$1 or $2 per prescription-
-and one program has an upper limit. Other states, such as
New York and Rhode Island, sct higher copayment levels {New
York's sliding scale approximates a 40-percent copayment)
in order to keep the costs of the program down and to
create incentives for the recipients to seek the lowest
drug prices and to use generic drugs.

Individuals receiving benefits as a percentage of the
elderly population in a state range froa 4 percent to 27
percent. This leaves a sizable number of elderly who do
not benefit--as many as 96 percent in Illinois. Lack of
participation may be because people need prescription drugs
but do not meet the eligibility requirements or because
they do not need the drugs covered by the programs. We do
not know the proportions of the elderly that fall into
either category.

Somec of these programs have features that can be
instructive for a federal program. For example, New
Jersey, the first state to establish a program, has
experienced considerable cost growth. The cost was $35
million in 1978, $70 million in 1984, and $96 million in
1986. an initially large cost doubled in 6 years and
almost tripled in 8 years. In order to deal with this cost
growth, New Jersey increased its copayment from $1 to 52,
included a provision for prescribing generic drugs, set a
maximus-allowable-cost provision, and tightened the
residency requirements., The lesson is that precautions
should be taken from the start.

In Maryland, eligibility is based on income and assets, not
on age. Currently, 62 parcent of the recipients are clder
than 64, 26 percent are between 64 and 45, and 12 parcent
are younger than 45. In other words, in a program that
does not base eligibility restrictions on age, a sizable
proportion of nonclderly individuals who have
pharmaceutical needs will take advantage of benofits, if
they are offered.

In Pennsylvania, copayments can go up or down, depending
upon the actual costs of the drugs. Pennsylvania is
concerned with rapid cost increases. In the first year, it
paid out $62 million: in the second year, it paid out twice
and in the third year three times that amount. To control
its cost increases, the Pennsylvania program developed
three forms of cost control: (1)} it developed a review of
the program's use, {2) it targeted various education
projects to consumers, physicians, and health and social
services practitioners, and {3) it expanded its efforts to
recover moncy from insurance companies {since the state is
a "payer of last resort"}. It is clear that cost control
must be addressed.

Rhode Island designed its program intentionally to be what
its director calls “conservative.® Having examined the
experience of some other states, particularly Pennsylvania,
Rhode Island saw the need to create a small program that
could function within limited budget constraints.

COVERAGE UNDER H.R. 2470 AND S. 1127

On June 17, 1387, the House Committee on Energy and
Commerce reported out an amended version of H.R. 24780 that
would cover the cost of prescription drugs for Medicare
beneficiaries. We discuss its scope below, as well as that
of S. 1127.

The amended H.R. 2470 would expand Part B to include 80
percent of all reasonable costs for self-administered
prescription drugs, insulin, and approved “biologicals®
over a deductible amount. The deductible would be $500 for
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calendar year 1989 and indexed to the medical coamponent of
the consumer price index. The deductible and other
expenses that enrollees incur for drugs would not count
toward the bill's proposed limit of §$1,04: for drugs for
catastrophic illness.

Medicare beneficiaries are liable for 20 percent
coinsurance for each prescription after the deductible has
been met,

it is estimated that for the elderly, the 1388 annual per
capita expenditure on prescription drugs would be $250 in
1988, $268 in 1989, and $331 in 193%2. Purther, it is
estimated that 5.5 million, or 16.% percent, of the
Medicare Part B cnrollees would exceed the $500 deductible
on prescription drugs in 1989, at an estimated cost of $965
million.

CBO alsc indicates that the use of prescription drugs would
rise only slightly under this proposal bacause of the large
deductible and the fact that drug use is determined by
physicians.

The new benefit would be financed entirely with a monthly
premium that would be paid by all enrollees under Part 8 of
Medicare, and the amount of this premium they would pay for
drugs would increase $0.30 in 1988, $3.60 in 1989, §$5.60 in
1990, $6.30 in 1991, and $6.80- in 1992, However, the bill
would require the states, through their Medicaid programs,
to cover both the Medicare Part B premium {including any
increment attributable to the prescription drug benefit)
and the $500 deductible for all elderly and disabled
Medicare bencficiaries whose incomes arc below the fedsral
poverty line and whose countable resources are no more than
twice the level permitted by the Supplementary Security
Income program {53,600 in 1987).

The amended version of S. 1127 focuses directly on only
immunosuppressive drugs for organ transplants. Broader
coverage is to be determined at a later date. The relevant
provisions would count the cost of immunosuppressive drug
therapy toward the Medicare Part B copayment cap. Medicare
now covers 80 percent of the tost of the first year of this
therapy after an approved organ transplant operation, but
patients must pay all costs thereafter.

The Senate bill also calls for a study by the Institute of
medicine to examine prescription drug use, costs, and
coverage policy.

In summary, the addition of coverage for prescription drugs
for Medicare enrcllees under H.R. 2470 and S. 1127 would
reduce their out-of-pocket expenditures. The reduction
would be greater under H.R. 2470. However, the proposed
doeductible of $500 might limit the participation of the
nearly-poor, limiting the extent this provision would help
them, particularly the elderly who do not have
supplementary insurance under private coverage. The
provision in H.R. 2470 that requires the states to cover
through Medicaid the progras costs for the elderly below
the federal poverty level would provide protection for the

poor.

FINAL COMMENT

We have reviewed the issue of prescription drugs from the
perspectives of use and costs, and we have locked at
proposgd assistance to the elderly as they pay for their
?zescyxp:icn drugs. We note the tension between an
identified need and the question of how to control costs.
Many of the elderly need drugs and cannot afford them.
However, we see that when state programs provide these
benefits, costs are sometimes sizable and fast-growing.
The substantial deductions and copayments in H.R. 2470 and
S. 1127 are intended to address this issue. We hope that
the facts that we have provided will be useful to you.
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VIEWS OF AGENCY OFFICIALS

Because of the time, we did not obtain official agency
corments on this letter. Unlass you plan to publicly
announce its contonts earlier, we do not plan to distribute

it for 30 days.

If you have any questions, please call me at {202) 2715-

3032 or James Solomon at {202) 275-0200.
Sincerely,

Carl Wisler
&cting Director
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e wiiee Duecion
witliam R. Hultoa
Wasrengion. OC

Presgom

National Council sacon Ciayman
of Senior Citizens

92§ fFilteanth Street, N'W. « Washington. D C. 20005 . (202) 347-8800

Testimony Before The
Sonate Special Committee on Aging
by
Jacob Clayman
President

Kational Council of Sanior Citizens

Mr. Chairman:

Thank you very much for holding this hearing to take a closer
loock at one of the most important issues in the catastrophic debate:
coverage of prescription druge. Thank you also for giving us the
opportunity to testify this morning. The National Council of Senior
Citizens has worked tirelessly for many ysars on this specific issue
and we are very grataful for the sincers interest in prescription
drug coverage that you and the Members of your Committee have shown.

Without a doubt, the list of changes, improvements, and
additions that should and could be made to ocur Pederal health
programs 1is nearly limitless. But our ability to make these
changes is severely limited by ocur ability to finance them. So we
are forced to choose only a few from a long list of meritoriocus
i1deas. Whan we talk to our members and ask them what the nmost
important changes or improvements are that could be made--when we
ask them what they really want--I suspect the answers we get are
very similar to what your constituents tell yocu. Almost without
fail, the most important {tems to senlors themselves are long-term
care and prescription drug coverage under Medicare.

Some of our members place a higher priority on long-term care,
others on prescription drugs, As an example, I offer you the words
of an Nqsc member who wrote us just last week:

*...sure do hope that ycu willi be able to convince our

government to add prescription drugs on Medicare:; more so than

nursing homes, as everyone likes to stay at home. We wouldn't
even mind paying samething extra for the prescription addition
to Medicare, as drugs are really getting so high in cost...."

Victor Mance
Madison, Illinois
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I. REED

Por 75 percent of the elderly population, prescription drugs
represent the largest out-of-pocket expense they will face, Many
elderly §{ndividuals take four to five drugs a day and, on average,
£il11 at least 12 prascriptions every year. In fact, while pecple
over age 65 represent only 12 percent of the population, they take
30 percent of all prescription drugs used in this country. it's
alsc important to realizs that the over-6$ population is prescribed
drugs three times mora often than the under-65 population. The
alderly in one year take, on average, 10.5 preacription drugs
compared to 4.2 prescriptions for the rest of the population. Hany
seniors with the chronic and debilitating diseases of arthritis,
diabetes, cancer, and cardiovascular disease must take prescription
drugs every day of their lives for a period of many years.

I1I. COST

The costs seniors face for prescription drugs ara enormous.
The elderly's drug bill amounts to over $3 billion annually--more
than twice that of the rest of the population. Payments for drugs
ropresent 20 percent of the elderly's total cut-of-pocket hoalth
care costs.

Unfortunately, unlike most other health care costa, there are
extremely few sources o¢of coverage for the costs cf prescription
drugs. Nelther Medigap nor Medicare will pay for the cost of thess
drugs outside of a hospital, In fact, a recant statement released
by Aetna on this subject said, "Medicare doesn't cover many items,
such as drugs....Neither do most Medicare supplement policies,
which are generally based on what Medicare does cover.® Even
Medicaid only covers the costs of prescription drugs for one-third

of the poor, leaving without protection 6.2 million near-poor

scniors whoae incomes are less than twice the Pederal poverty
line. This means that 80 parcent of the elderly have to pay these
costs out of their own pockets--amounting to over §$7 billion
anncally.

Por many seniors, preascription drug costs ara catastrephic in
the truest sense. As witnesses for the Department of Health and
Buman Services stated in a hearing held in March, more than two-
thirds of the clderly population has out-cf-pocket expenses due to
prescription drugs each year. 6.3 percent of the elderly accounted

for 55 percent of total out-of-pocket expenditures, and one percent
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of the elderly accounted for 15 percent of total out-of-pocket
expenditures. Clearly, the burden falls very heavily on a few, and
for most senicrs, no coverags alternatives exist.

Tha costs of prescription drugs can be prohibitive for these
seniors. According to one Public Health Report, 15.5 percent of
elderly patients with prescriptions said they were unable to pay
for the drugs. Many of these patients find themselves “too
wealthy® to be on Medicaid, but too poor to be able to meet these
costg themselves. Por many of these seniocrs, being handed a
prescription amcunts toc being handed a choice: pay the rent, buy
groceries, or fill the prescription. Not surprisingly, senlors in
this situation often choose to do without the ‘drugs they need for
nc reascn other than they can't afford them--a truly disgraceful
sitvation and one that should not exist in our haalth care system.

Heither is the situation a good one even from the atraight
dellars and cents point of view, outlays for drug costs can be
more than offset by savings. After the State of New Jersey
implemented {its Pharmaceutical Assistance to the Aged (PAA}
program, Medicare recipients had, on average, $238.50 less in
inpatient hoaspital reimbursement costs than a comparable group had
in Pennsylvania where no program was cffered. {Onpublished study,
Department of Pharmacy Practice, University of South Carolina,}

Juxtapose high costs with the extraordinarily high rate of
inflation and high rates of profit in the prescription drug
industry and it's easy to sgee a big part of the reason for the
increased financial burden borne by the elderly. Since July 1985,
while the CPI has risen 2,7 percent, retail prescription drug
prices have risen 12.2 percent--a record four and one-half times
greater, Lagt ‘year, prices for prescription.drugs outpaced alil
other medical costs. Tranquilizers and sedatives, which are often
preacribed for older people, posted the biggest price increase of
13.2 percent. Between 1981 and 1985, while the CPI rose 23
Percent, drug prices rose 56 percent. Costs of medications vital
to the elderly in treating heart problems, high blood prasaure, and
arthritis have risen twice the rate of annual inflation since 1380.

At the same tima, pharmaceutical corporations enjoyed profits
of 13,2 cents on the dollar, compared to 4.6 conts for all
manufacturers, and profits in this industry have traditionally
outpaced the average profit for all other industries by two and

even three times,
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III. PINANCING

The ability to finance and put in place a long-term care
benefit may be beyond the current debate, but the =sbility to
finance and put in place a prescription drug benefit under Medicarc
is clearly within our reach. In my opinion, the addition of a
modest prescription drug benefit to the catastrophic package we
have Dbefore us would greatly enhance the usefulness and

attractiveness cof the whole package.

We believe that the best, fairest and most logical way to pay
for prescription drug benefit is to require state and local
employees to pay the HI (Hospital Insurance} payroll tax. Thisg
would raise about what is necessary to finance a drug bemefit with
a 3300 deductible and a $2.00 to $3.00 co-pay. It is simply
unfair to continue to allow one group of workers to receive
privileged <treatment in cterms of paying for and receiving the
benefits of Medicare protection.

I think those who would say this should be done but for the
purpose of deficit reduction, are being greedy. Let's not forget
that ocut-of-pocket costs for the elderly have rison 34 porcoent,
batween 1380 and 1385, as a direct result of high health care
inflation and Medicare beneficiary cuts. We bellieve it's time to
give some of that back.

Bowever, if the Congress chocoses not to use state and local
coverage as a financing mechanism, we would urge that alternative
financing be found. Although we would be extremely reluctant to
increase the Part B premium any further, as you have heard, our
members would be willing to pay for a prescription drug benefit if
it would help relieve this terrible burden.

IV, COVERAGE OPTIONS

The National Council of Senior Citizens strongly urges the
Congress to include a prescription drug benefit in the catastrophic
health care package. This coverage is badly needed and is not
available from almest any other scurce. At the same time, it would
give the catastrophic package broad appeal and give this nation's

seniors a real source of protection from the high cost of drugs.
N ~

We suggest that a Medicare drug benefit should include same
combination of deductibles and co-payments, and should include cost
controls,

Deductible
Ideally, a deductible should be set at a point where it would

be low enough to enable needy seniors to benefit from the

N
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provision, but high encugh to help keép costs down. Of course, as
the deductible moves higher, fewer people are helped and those who
are helped are helped for shorter amounts of time, As has been
pointed out in this regard, a high deductible might be reached only
in the last month of a year, meaning that coverage would kick in
only one month out of 12--hardly worth the administrative
effort.

Co=pay

At the same time, NCSC would hope that any co-pay would be
set at a point low enough s0 as not to be prohibitive for lower
income seniors. A co-pay could be structured cither in the way
of a straight dellar amount per prescription filled or  as a
percentage of the cost of the prescription. However, we would
point out that a percentage co-pay avoids the problem of paying
the game amount for a prescription whether it is for 100 pillsyor
sen. T
Other Cost Controls

one of the most jimportant concepts tc keep in =mind in
discussing a prescription drug benefit is the inherent ability it
gives the Federal government to control escalating drug costs.
Just as PPS helped reduce the problom of double-digit inflation
in hospital care, so too could inclusion of drugs under Medicare
help sclve the problem of inflation in that part of the health care
industry. The Pederal government, as & major purchaser of
control mechanisma that would likely be followed by private
prescription drugs, would have the ability to institute cost-
payors. The ability to contrcl these costs is a tangential, but
important, advantage of including drugs in a catastrophic package.

Scme suggestions for cost controls follow.

1} A formulary would significantly help to control the cost
of a prescription drug benefit. A formulary is simply a list of
approved drugs for which reimbursement can be wmade under the
program. This list, which can be compiled through an Institute of
Medicine Conseﬁsus Conference or scme other group of medical
experts, would include drugs that were found safe, effective, and
zedically necessary in the treatment of various conditions. An
exception proccss could be easily added for cases where a physician
feais {t necessary to prescribe an alternative drug to one that is
on the list due to a patient's particular circumstance. Many of
the nation's top hospitals already use formularies with ease and

high levels of physiclan acceptance.
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2} A maximum allowable cost (MAC) program, especially when
coupied with a formulary, can significantly control costs. Many
states, most notably New York, which has the largest prescription
drug coverage program in the nation, successfully use a MAC
system to control costs,

3) A MAC system can be put in place that would allow
pharmacios to charge patients over the MAC limit and rely on
competition to keep costs low. If pharmacies are excused from
assignment under this option, we would urge that they be required
to post lists of prices they charge for commonly required drugs
within plain view of purchasers to encourage people to shop
around, After all, it is easier and more likely that senior
citizens will change drug storss on the basis of price than that
they'v&ll change doctors.

43 Otilizaticn review is an important olement of Xeeping
costs low and quality high., This will hopefully avoid the serious
problex of over and duplicative prescribing. Perhaps Medicare peer
review organizations could play a role in this area.

8) As ancther option, each senior could be regquired to select
a2 pharmacy at the beginning of the year. Selected pharmacies would
handle all prascriptlions for that senior and notify HCFA when the
deductible level has been reached. North Carclina succesafully
uses this type of approach. One clear advantage to this approach
is that a single pharmacist {8 aware of all the drugs being
prescribed by several doctors for one patient, This would greatly
reduce the prcblem of duplicative prescribing, as well aa mixing
inappropriate arugs.

6} Competitive bidding could be used as a very important and
potent form of cost control. Already uscd by the Department of
Defensc and the Veterans Administration .in thelr prescription drug
benefita, these two agencies invite bidding from qualified drug
manufacturers. The price breaks available to these two maijor
purchasers through competitive bidding are startling. In faect,
when predniscne's wholesale price was $18.50 per hundred, the
DOD was buying it for $0.73 for the same amount and from the same
company .

7} Alternatively, & prescription drug benefit could be
developed to address only the costs of drugs used in the treatment
of chronic {linesses suffered most by the elde:ly,‘xike arthritis,

diabetes, cardiovascular discase, and cancer.
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V. CONCLUSION

Mr. Chairman, this issue is not a new one. The specific
coverage and administrative issues we're grappling with have been
dealt with many times in the past. Not only do ws have 2 body of
knowledge to draw on from the states, we also have approximately
136 bills that have bean proposed over the past 20 years to cover
prescripticn drugs. Many of thesa proposals include formulary
provisions, many include specific methods of cost containment, many
ineiude various arrangements of co-payments, deductibles, and
financing. And still no action has been taken.

As a result, older people in 41 states still have no
protection from these onerous costs. I urge the Congress to
consider that reasonable solutions to many of these problems have
been develcped and proposed. The problems and sclutions are not
new.

The timing and possibility for action is the only new part of
this dobate. It is entirely possible and entirely warranted to
inelude coverags of prescription drugs in the catastrophic package
before us, we stand on the verge of doing the right thing, but
seem a bit reluctant to take the plungo. On behalf of the 4.5
million members of the National Council of Senior Citizens, I urge
Congress to .enact such a propesal this year--going slowly as
necessary, phasing in the prcécsal, and collecting additional data
as we go aleng in a careful and measured way.

But, an opportunity for action missed on this lssue this year
will mean that we've missed the opportunity once again for true
catastrophic reform of the sort for which seniocrs themselves are

asking.
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STATEMENT OF JOHN M. RECTCR
BEFORE THE SENATE AGING COMMITTEE

JULY 20, 1387

Mr. Chairman, Members-of the Committee¥:

I am John M. Rector. I serve as General Counsel and Vice
President of Government Affairs of the National Association of
Retail Druggists.

The National Association of Retail Druggists represents the
owners of 30,000 independent pharmacies, where more than
75,000 pharmacists dispense 70 percent of the nation's
prescription drugs. Together, they serve 18 million persons
daily and provide 82 percent of Medicaid pharmaceutical
services. Over 60 percent of NARD's members provide home health
care pharmacy services. NARD has long been acknowledged as the
sole advocate for the proprietary and professional interests of
this vital component of the free enterprise system.

NARD members are primarily family businesses. They have
roots in America's communities. The neighborhood independent
druggist typifies the reliability, stability, yet adventurasome-
ness that has made our country great.

As owners, managers and employees of independent pharmacies,
our members are committed to legislative and regulatory
initiatives designed to provide them a fair chance to compete.
We appreciate the opportunity to appear before the Committee
to present recommendations to be considered in the fashioninq of
Medicare Part B outpatient drug coverage.

We believe that a major strength of the health care system
is the thousands of independent community pharmacies readily
accessible to virtually every segment of the population. Any
revisions in the Medicare program should capitalize on the
strengths of the existing retail distribution network for drugs,
and related products and services.

* John Melcher (D-MT), Chairman

MAJORITY: (10-D) Senators Melcher, John Glenn (OH), Lawton Chiles
(FL), David Pryor (AR}, Bill Bradley {NJ), Quentin N.
Burdick {ND), J. Bennett Jechnston (LA}, John B. Breaux
{(LA), Richard C. Shelby, (AL}, and Harry Reid (NV)

MINORITY: (9-R) Senators Jochn Heinz (PA}, wWilliam S§. Cohen (ME},
Larry Pressler (SD),  Charles E. Grassley {IA), Pete
Wilson {CA}, Pete V. Domenici (NM)}, John H. Chafee
{RI), David Durenberger (MN)}, and Alan K. Simpson (WY)
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Competition in retail pharmacies is alive and well.
Competition is an incentive for efficiency and the price
competition in retail pharmacy is typically greater than can be
found among other providers of health services and products.

We have approached the subject of today's hearing with
considered reluctance. Not because we oppose the concept, in
fact we support it. Our statement of positions addresses it as

follows:

"NARD supports the position that any national health
insurance program adopted by the Congress include outpatient
medications as an integral part of its benefits. Patients
participating in these programs also must be ensured that
they will have the right to select the pharmacist and
pharmacy of their choice to obtain their prescription drugs.
Pharmacies providing prescription medications should be
compensated on the basis of the marketplace price for such
products and services. Independent retail pharmacists
should be assured a key role in the planning and development
of any such drug program.®

The source of our caution is predicated on the less than
favorable experience that our members have had from the outset
with the nen-statutory Medicaid prescription drug program, and
in recent years with the home health components of the Medicare
program. We are concerned that a Medicare outpatient drug
benefit pregram not replicate unsatisfactory aspects of the
current Medicaid prescription drug program. Likewise, with
more than 60% of ocur members involved with Medicare home health,
it is critical that an outpatient drug coverage benefit be
designed in a manner that will avoid the scandalous failure of
Medicare to pay its participating providers in a timely,
business-like manner, and avoid the constant barrage of
arbitrary and inconsistent regulations dictated by HCFA.

More sophisticated aspects of program design become
secondary, or even i{rrelevant, if when operational, appropriate
resources are unavailable or if, as has been the policy of the
current Administration, the government refuses to pay its bills
promptly. Additionally, program continuity and stability is
vitally important.

Fortunately, these especially severe Medicare cash flow
problems, caused by the failure of HCFA and its agents to make
timely payments, were addressed in the Omnibus Budget
Reconeciliation Act (OBRA) of 1986 by requiring that claims
submitted for Medicare Part B Services be paid within 30
calendar days in FY 1987, 26 days in 1988, 25 days in 1989, and
24 days in FY 1990 and in subsequent years. We strongly support
the initiatives on prompt payment, and as a member of the Prompt
Payment Coalition, urge you to oppose all efforts to repeal the
1986 amendments.

This past October our House of Delegates unanimously passed
a resolution calling for the establishment by law of the
Medicaid prescription drug program refornms it has been
advocating for more than a decade. Its full text is as follows:

-2-
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WHEREAS, Congress never intended that the normal
business practices of retail pharmacy such as earned
discounts or marketplace pricing be placed in jeopardy, such
as under MAC, EAC, PhIP and CIP, when a pharmacist serves
patients in the Medicaid program; and

WHEREAS, the concept of a government discount, whether
in the form of a discount off ingredient cost or a total
charge, is totally unacceptable:

BE IT RESOLVED that NARD continue to oppose the
concepts of a discount and instead, together with a
ccalition of pharmacy practitioners wholesalers,
manufacturers and physicians, support the establishment by
law of (1) marketplace pricing at the S0th percentile, and
{2) a direct payment voucher system to reduce Medicaid
administrative costs and assure prompt payment.

The two core themes of suggested reform: marketplace pricing
and a direct payment system to reduce administrative costs and
help assure that prompt payments are universally supported
within the industry. 1In fact, National Association of Chain
Drug Stores, Pharmaceutical Manufacturers Association, American
Society of Hospital Pharmacists, American Pharmaceutical
Association, National Wholesale Druggists Association, American
Society for Consultant Pharmacists, and NARD all endorsed a
document, "Principles for Reform of Medicaid Payment for
Outpatient Drugs" in correspondence to HCFR's Administrator

Roper on May 26, 1%86. The principles, in oux view, are equally
icable subj o ‘s hearing. Unfortunately, the

Administration has not embraced them. We have provided the
Committee with extensive information on these core ideas,

including the NARD\Pracon study ace omi ==
Alterpatives in Medicaid Prescription Reimbursement (Oct. 1986).

The full text of the "principles" follows:

PRINCIPLES FOR FEDERAL REFORM OF
PAYMENT FOR OUTPATIENT DRUGS

Following the implementation of the Medicaid program in 1985, pharmacisis.
more than other provider groups. enthusiastically supported and participated in
this important health care program for the needy. Ten years later. in 1975,
the Federal government adopted the Maximum Allowable Cost/Estimaied Acquisition
Cost program. This controversial approach established a complex set of
formulas that imposed artificial controis on the retail marketplace and
interfered with professional judgments regarding the selection of prescription
drug products provided to the poor. [n more recent vears. the Medicaid program
has been moving toward a reimbursement scheme that would further reduce
reimbursement to pharmacies
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The Federal government seems content 1o capture limited. short-run savings
at the expense of retail pharmacy providers and the rescarch-intensive
pharmacewical manufacturing industry. while ignoring significant opporunities
for reducing health care cosis by allowing the competitive marketplace to
function efficiently and effectively. In response. many prominent national
organizations representing all components of the nation's drug distribution
system--pharmaceutical manufaciurers. drug wholesalers. independent pharmacics.
chain drug siores. hospitals and the pharmacy profession--have been advocating
a complete overhaul of the Medicaid drug reimbursement system. These
organizations are calling for less government intrusion. so ihat ihe nation's
pharmacies can continue 1o provide the highest standard of care and service to
needy people.

FUNDAMENTAL PRINCIPLES

Reduce needless federal regulation. American society experienced a virtual
explosion in Federal Government regulation during the past decade. Between
1970 and 1979 the number of pages published annually in the Federal Register
nearly tripled and the number of pages i the Code of Federal Regulations
increased by over two-thirds. The current Medicaid drug program was part 6f
this growth.

Althaugh well-intended when originally developed. the Medicaid drug program
has failed to keep pace with rapid changes in health care delivery over the
past ten vears. This has resulted in pharmacy providers subsidizing the
Medicaid program because they frequently lose money when they fill a Medicaid
prescription. Moreover. the hardship and unceriainty imposed on business by
this over-regulation has impeded husiness decisions and expansion plans.
ultimately reducing economic growih and the creation of jobs in the private
sector. This over-regulation is particularly burdensome to small and
independent businessmen and women. such as pharmacisis who ar. proprietors of
community pharmacies. and causes them 1o defer or terrinaie pla-is for
expansion.

Our position on Medicaid drug reimbursement is directed at n::nimizing
govern.nental intrusion by reforming or elinmunating regulations which are
unnecessary and counterproduciive.

Improve administrative practices. Approximately 171 million ciaims are
processed each year by the Medicaid program. Wasteful administ: ciive overhead
consumes resources that should be iargeted on the health needs of
beneficiaries. Furthermore. current inefficient adminisirative praciices
impose needless hardship on reiail pharmacies due 10 stow and ers:tic payment
and excessive paperwork. Initiaiives to improve admtinisiraiive pre.:ices can
reduce both public and private cosis to process Medicaid claims. ar.i insure
timely payment 10 pharmacies.

Rely on the marketplace. We do not need excessive Federal re:ulation to
solve the problems of Medicaid drug costs. As long as we let the 1orces of the
markeiplace work without undue inter ference. the ingenuity of consumers.
businesses. producers and inventors will do that for us. The rewail drug
market is dominated by self-pay customers who. along with increasingly
cost-conscious third party pavers, impose competitive discipline on marketplace
prices. If we allow it 10. the magic of the marketplace will unleash new
competition. giving the Medicaid program lower prices. and Medicaid
beneficiaries more choices and better services.

-4-
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To achieve meaningful reform. public policies governing the Medicaid drug
program should be revised atong ihe following lines:

- Base drug reimbursemeni on sound economic principles through the
elimination of artificial conirols. This would be achieved by replacing
the curren! provisions governing reimbursement with marketplace pricing,
i.e.. usual and customary charges for all products and services. capped
for example. at the 9Gih percenuic for all charges within a siaie.

- Impiement a new and streamiined reimbursement mechanisnt that would
greatly lower administrative expenses in the program. Such a worthwhile
objective can be easily accomplished by coupling marketplace pricing
with an innovative system of druy vouchers.

States shall build upon this basic set of principles established by the
Federal Government. tailoring their individual programs 1o fit local
circumstances.

ADDITICNAL RECOMMENDATIONS

Additionally, we recommend that the Committee seriously
consider the following:

a) The reinstatement of the 60 day or longer public notice
for changes in the Medicare reimbursement method or level of
reimbursement for the prescription drug program;

b) Interest and penalties for late payments:

¢) An administrative fee for the extra cost of processing
or transferring Medicare forms:

d} Inclusicen of bkoth short and long term I.V. antikbictic
products and services:

e) Require and reimburse for pharmacist consultation. Face
to face comnunication between patient and pharmacist has
been a vital component of pharmacy practice since its
inception. Pharmacists interact daily with patients in their
steres; they monitor their patients' health status, assess
their compliance with drug therapy, answer gquestions, make
recommendaticns, and communicate with their physicians.
Patients know they can ccunt on the pharmacists tc provide
expert advice on drug therapy on the spot and personally
attend to their individualized health care needs. This
interpersonal communication is an especially key element for
Medicare eligible persons.

£} Reject suggestions to confiscate the discounts that
pharmacists earn. Discounts extended to pharmacists on drug
purchases from manufacturers or wholesalers as rewards for
prompt payment, prudent purchasing, and other sound business
practices are an earned portion of the pharmacist's business
income. Such discounts are earned by pharmacists for
operating their businesses efficiently. They serve as
incentives to help a business to prosper and te continue to
serve patients in the community.
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g) If copayment is established, require that it be mandatory.
More than 60% of our members' sales are for prescription drugs,
10-15% of our members sell only prescription drugs. They rarely
7]loss lead" prescription drugs and would be placed at a decided
competitive disadvantage if the copay is not mandatory. Equally
problematic are the copay forgiveness aspects of the Medicaid
program for select beneficiary groups.

h} To address the problem of tax-exempt competitors, consider
adopting provisions similar to OMB Circular A76 for bidding on
federal contracts which, to assure a level playing field,
requires the advantages of nonprofit status to be reflected.
This should be reflected in reduced payment to any eligible
nonprofits.

i} Require that manufacturers eliminate multitier pricing
policies for prescription drugs, or in the alternative,
permit independent retail druggists to acquire for Medicare
purposes the drug products under the same pricing structure
available to non-profit entities.

j) Review the present reimbursement for prescription drugs
under Medicare Part A with an eye to determining present
cost to the government in contrast to cost in the
prescription drug retail marketplace.

K} Consider, as the Energy and Commerce Committee has
recommended in its Cversight Subcommittee Report "Dangerous
Medicine"(May 1986), denying Medicaid and Medicare funds to
hospitals and other health care institutions convicted of
diverting prescription drugs.

1) Consider a provisicn to assure that nonprofit purchasers
of prescription drugs utilized in the Medicare programs
comply with the 1938 Nonprofit Institutions Act. This Act
permits price discrimination for purchases by true
charities. We recommend that an appropriate standard would
be the percent of uncompensated care provided by the
nonprofit entity coupled with bad debt.

m) Include a provision that would limit physician
dispensing to rare rural remote circumstances when it can be
demonstrated that a pharmacy is not available. Prescription
drug samples which were retained under the provisions of
H.R. 1207, (which passed the House of Representatives on May
4, 1987, after having been unanimously reported by the
Energy and Commerce Committee, which with S. 368, was the
subject of a hearing on 6-15-87 of this Conmittee‘'s Trade
Subcommittee) are available for any true emergency when a
24-hour pharmacy emergency number, which is common, is not
available.

n) Consider the profit quaranteed to entities that are
awarded contracts to administer state Medicaid prescription
drug programs and Medicare fiscal intermediaries when
attempting to establish an appropriate level for pharmacy
providers.

-6-
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o)} Consider the prescription drug benefit program that
Marion Laboratories, Inc., Kansas City, Misscuri, has
established for its employees. It is based on marketplace
pricing and rejects the cumbersome arbitrarily fixed
dispensing fee. It reflects the variety of professional
services, and importantly, it has helped contain the cost of
the prescription drug benefit coverage that Marion
established for its employees.

COMMENTS ON MEDICARE CATASTROPHIC
PRESCRIPTION DRUG LEGISLATION OF 1987

We support the effort to provide appropriate Medicare
outpatient prescription drug coverage and would characterize
this. legislation, as we have that developed by the Chairman of
the Health Subcommittee of Energy and Commerce, namely, a giant
step forward.

We cannot stress too much, however, our very real concerns
that the shortfalls and disasters for pharmacy providers,
especially under the non-statutory laissezfaire Medicaid
program, not taint the excellent opportunity which the Committee
has to address the drug needs of the elderly. The following
chart effectively demonstrates one of the major problems our
members have experienced under the Medicaid Prescription Drug
Program.

Cumulative Percent Changeo *
CP1, Modicaia Fees, Rx Drug Prices

100
;
o Cfl-ALL
801 o MEDCAIDFEES
o AXCRUGS
0 4
g 40
2Q<
o4 : : . :
76 78 80 82 84 86

From Previous Year

in 1977 the average unweighted dispeasiog fee for all states + us
$2.46. This fee had increased to $3.21 in 1984, representing un
increase of only 30.4 percent for the eight year period. During this
same period, the Consumer Price Index for all items had increased 71.2
percent, and the cost of prescription drugs fo the consumer increased
91.2 percent.

* “Pricing of Pharmaceuticals: An Independent Community Pharmacy
Perspective™ by D.C. Huffman. Jr.. Ph.D.. et al. Presented to the Second
Annual Conference on Pharmacy Policy Issues at the Hubert Humphrey
Institute, University of Minnesota, 1987.

-7-
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We have three general observations which are made in a
constructive vein, each of which relate to the need for
fundamental fairness in whatever program is designed. Although
we prefer a marketplace pricing standard, if the Committee is
intent upon setting our prices, you must address the prices .
of others participating in the program over which the pharmacist
has no control.#*

1) We have no control over manufacturers' prices. One
approach under the Waxman bill, for example, would be to
require manufacturers to submit prices toc the Secretary
twice a year in conjunction with the "calculation period”,
e.g. October 1/April 1. They would guarantee such prices
for that period, just as is the case presently for Medicare
inpatient prescription drugs. We sheould not continually
take a bad rap from the public, especially the needy and
elderly, for the price of prescription drugs over which we
have no control.

2} Hospital reimbursement for inpatient prescription drugs
under Medicare similarly should be on the same terms as
Medicare outpatient drugs. If cost-plus based reimbursement
is rejected for outpatients, it should be rejected for
inpatients and comparable cost-control mandated for both
hospital settings, for example, an average wholesale
hospital cost (AWHP) could be developed by the Secretary.

3) Likewise, those entities which would administer the
Medicare cutpatient drug program should be subjected to
comparable cost controls. Such criteria should be specified
in the determination of the actuarial rate.

Anong our specific comments on various recent legislative
proposals are the following:

1) We support the 20% co-insurance cost-sharing provision
with perhaps a flat fee on single source drugs.

2} Regarding a $4.50 administrative allowance for the
pharmacists, we recommend the automatic annual application
cf an index.

3) A national formulary could prove to be complex and
costly to operate. 1In any case, the details of the
formulary should be, to the extent possible, expressed in
the statute and/or the committee's accompanying repeorts.
Additionally, it's important in our view, that the Secretary
be required to consult with individuals of recognized
professional standing and distinction in the fields of
medicine, pharmacology and pharmacy. In fact, if a national
fermulary is established, it is essential in our view that a
statutory formulary committee be set up that would establish
the appropriate involvement of such individuals.#**

* See attached copy of price list and flow chart.
** See attached copy of 1972-73 Senate Finance Committee bill on
Medicare outpatient drug coverage providing for a formulary.

-8~
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4) We support provisions which would encourage electronic
billing and other cost-effective direct payment mechanisms,
i.e., voucher and smart cards. If such systems are mandated,
we suggest flexibility for rural areas. Perhaps the
definition of rural recently developed in conjuncticn with
the authorization  increasing the speed limit to 65 m.p.h.
would be appropriate.

- 5) We recommend that Medicare payment be limited to a
3l4-day supply. or 100 dosage units, whichever is greater.
Recent studies, including that by the Pharmaceutical Data

. Services, documented the phenomenon known in the trade as
‘“wastage" -- the percentage of prescription drugs filled but
not 'used when more than this supply is authorized. The
International Ladies Garment Workers Unicn is typical of the
plans which permit its members to buy only a 30-day supply
because of wastage.

We have endorsed on substantive and pragmatic grounds the
compromise bill, H.R. 2941, recently approved by the House
leadership and likely to be considered by the House later this
week.

It's important to emphasize that the naticnal Pharmacy
Services Administrative Organization (PSaAC} movement and other
developments have brought independent pharmacies tc the point
that the recordkeeping required in the various proposals to
monitor expenditures by Medicare beneficiaries is readily
achievable.

CONCLUSION

NARD seeks the support of the Committee for our
recommendations and will assist its members and staff in the
refinement of your proposals.

On behalf of the Officers, Executive Committee, and members
of the National Asscciation of Retail Druggists, we thank you
for the opportunity toc appear and continue to participate in the
formulation of Medicare Part B outpatient prescription drug
coverage.
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PHARMACEUTICAL DIVERSION
EXBIBIT 1
PRODUCT ANALYSIS BY TIER PRICING

Broduct AHP ($}  Conrrack (§)
Tylenol tabs., 325 mg., 1000 32.5%4 2.84
Froventil inhaler, each 9.18 2.85
Omnipen-N, inj., 1g., 108 148.69% 35.70
Velosof, 250 =g. caps., 1003 38.71 14.80/10
Lotzimin 1% cream, 15 g. each 5.27 .9%
Gatanycin, 80 mg./2 ml. inj. 84,50 10,20
Alupent tabs., 10 mg., 1008 12,22 2.99%
Depo-medzel, 40 mg. iaj. 4.95 2.3¢
Transderm Nigze, 2.5 mg. 28.7¢ .30
Nilgtat Susp., bowel 13.84 1.78
K-Lor, 15 =mg., 100 28.58 3.50
K-Tab, 10 mg., 100 10.44 .62
Kaon-ce tabs, 100 9.49 3.00

Reference: Statemeg: of Eddie Ronald Burklow before the House
Subcommittee on Oversight § Investigations, Committee
on Energy & Commerce, September 19, 1985

77 Tha lL.2u3na Assocition
==, ¢ Rewmu Oruggiata
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Exhibit 2

Coverage of Certain Maintenance Drugs Under Medicare
(Sec. 215 of the hill)

Backororsn

The comnittee added an amendment to the House bill which would
provide coverage of certain maintenance drugs under part .\ of medi-
care. Medicare presently covers the cost of drugs given to an inpatient
in a hespital or extended eare facility. but does not. however, pay for
preseription drugs on an outpatient basis.

Beneficiaries and others have frequently indicated the lack of cover-
age for outpatient drugs as the most signiicant gap in the medicare
benefit structure. Preseription drug expenses account for a lnrge
‘);u‘t of the health expenses of older people. More important. per-
mps, than the fact that drugs represent a large out-of -pocket expense
for the elderly is that this expense is distributed unevenly among the
elderly. Those with chronic illnesses such as heart or respiratory
disenses ure often faced with recurring deag expenses and many of
these drugs are eritical to the supvival of these chronically ill patients.
As a result. the elderly with chronie illnesses have. on the average,
preseription drag expenditures nearly three times as high as those
without chronie illnesses,

The con mittee believes that an outpatient prescription drug benefit
i< the most unportant and logical benefit addition to the Medicare pro-
gram. However, the committee was quite concerned with the cost and
administrative problems associated with proposals to cover all out-
patient preseription drugs under medieare. Covering all drugs for the
aged and disabled, with a %1 copnyment. was estimated by the Social
Security Administration to cost about %2.6 billion. 1n addition. the
administrative burden of covering sl drugs would be enormous since
the program wonld hiuve to deal with millions of small prescriptions,
aind the utilization conirols to assure that preseriptions veimbursed
under medicare were reasonable and necessary and used only by bene-
ficiaries. wonld be quite cmmbersomie.

I studying the problims posed with respeet to establishing an out-
patient drige henetit, the committee coneluded that the problems could
in Inrge part e sarnemnted by an approsch which foeused on provid-
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ing specified drugs which are necessary for the treatment of the most
common cripﬁling or life-threatening chronic diseases of the elderly.
This approach would have four advantages: (1) It would result in the
medicare dollar being targeted toward patients with chronic diseases
who need drugs on a continuing basis for lengthy period of time;
!(12) it would substantially simplify administration of a drugs bene-

t; (3) it would incorporate almost self-policing utilization con-
trols at a relatively low administrative cost, since the program would
involve only a relatively small number of drug entities nnd the neces-
sity for these drugs would be comparatively easy to etablish; and (4)
this approach would substantially lower the cost of providing a drugs
benefit. The cost of the wmendment is Cstimated at %740 nullion for
the first full year beginning July 1, 1973

The committee approach is consistent with the recommendation of
the Task Force on Drugs of the Department of Health, Kducation,
and Welfare. The Task Force, in accordunce with the Social Security
Amendments of 1967, undertook many maonths of study concerning
the appropriateness and possible methods of covering drugs under
medicare. In their final report, issued in February 1969, the Task
Force stated :

“Available data on drug vse by the elderly support the
hypothesis that coverage of only fthose drugs which are im-
portant for the treatment of chronic illuess among the
elderly, and which usually are required on a continuing or
recurring basis, would concentrate the protection l)mvided
by a drug program where it is most clearly needed.’

After reviewing the relative advantages of this approach, the Task
Force recommended :

“In order to achieve maximum benelits with whatever funds
may be available, and to give maximum help to those of the
elderly whose drug needs nre the most burdensome, the Tusk
Force finds that particulnr considerntion should be given to
providing coveruge at the ontset mainly for those prescription
drugs which are most likely to be exsent al in the treatment of
serious long-term illness.”

The committee commends the Task Foree for its exhaustive and
definitive efforts and agrees with its recommendation.

SUMMARY oF CoMMITTEE AMENDMFNT

Basically, the committee amendment woul! . ifie drugs
necessry for the treatment of the many eripp-l . or Iite threatening
disenses of the elderly with the heneficiney subject to a copnyment. of
$1 per prescription.

The chronic illnesses covered snder the amendment were enrefully
chosen. The ‘Task Force on Prescription rugs issued n voluminous
study containing extensive duts with respect to drug wtilization among
the elderly. The tuble below, taken from the Task Force report, list:
the more comtnon chronic illnesses of the elderly, in order of the num-
ber of prescriptions reluted to ench condition.
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DESCENDING ORDER FOR NUMBER OF PRESCRIPTIONS USED IN TREATMENT
OF ILLNESSES AMONG THE AGED

[Excluding mental conditions, gastrointestinal disorders, chronic skin diseases

and anemia]l

Number of Rx's

Diagnossd Conditions in thousands
High biood pressure.... .. e, 19,681
Ahritis and rheumatism veeeeeee 17,343
Genito-urinary conditions..... ... ... ... 8,127
Diabetes ... ... e 8,085
Colds, coughs, throat conditions and influenza’® ... .. . 7,504
Other disorders of circulatory system..... e 4,776
Injuries and adverse reactions® ... ... ... ... ... 4,000
Neoplasm ... ... ... R e 3,701
Eye . ... R, P ,683
Emphysema ... ... ... v 2,766
Asthma and hay fever e e e 2,547

Other respiratory conditions....
Sinus and bronchial conditions
Pneumonia
Thyroid ...

' Kot included in ar
for prescriptions.

The amendment would cover serious chronie conditions necessitat-
ing long-term drug freatment with the exception of mental and
nervous conditions, chronic skin disease, anemia, and gastrointestinal
disorders. These dingnoses are excepted because many of the drugs
used in their treatment (for example, tranquilizers. antacids. anti-
spasmodics, antidiarrheals, vitamins. iron. and skin ointments) are
drngs which are also used by many people for general reasons and
are, therefore, difficult to confine to appropriate usage by beneficiaries
only (for example, they could be acquired for use by nonbeneticiaries)
as opposed to (‘ru,-_'s such as insulin or digitalis which are almost in-
variably used only by those whe have a specific need for them. In addi-
tion, concern has been expressed that coverage of the “major™ tran-
quilizers used in the treatment of mental illnesses might encourage
over-prescribing of potent tranquilizers for older people.

The amendment would further limit coverage to only certain drugs
used in the treatment of covered conditions, In other words. people
with chronic heart disease often use digitalis drugs to strengthen their
heartbeat, anticongulant drugs to reduce the danger of blood clots and
other drugs to Jower their blood pressuve. These types of drugs would
be covered under the amendment as they are necessary i the treatment
of the heart condition and they are not types of drugs generally used
hy pvn‘)h' without heart conditions. However, other drugs which might
be used by these with chironic heart conditions (such as sedatives. tran-
quilizers and vitamins) would not be covered as they are drugs which
are generally less expensive, less critical in treatment and much more
difficult to hundle administratively, as many patients without chronic
heart disease may also ntilize these types of medications.

I'he provision is designed to establish a basis for coverage of drugs
capable of administration at rensonable cost. In this form and scope
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it is an approach capable of providing significant help and of allowing
for orderly future expansion if that were later decides.

It is expected that the Formulary Committee will study the prob-
lems related to the question of possible medicare coverage of drugs
used in the treatment of mental illness with particular attention to
development of means of assuring appropriate usage of such druis.
The Formulary Committee would submit to the Congress, through the
Secretary, a report concerning its findings, conclusions and recom-
mendations with respect to this matter.

EuvigiBiLiTy

All persons covered under part A of medicare would be eligible for
the new outpatient drugs benefit. Uinder the provision, the drugs cov-
ered are necessary in the treatment of the following conditions:

Diabetes Gout

High blood pressure Tuberculosis

Chronic cardiovascular (ilancoma
disease Thyroid disease

Chronic respiratory disease (‘ancer

Chronic kidney disease Epilepsy

Arthritis and Rheumatism  Parkinsonism
Myasthenia gravis

The fact that the patient needs the drug would indicate that he
suffers from one of the above illnesses. Thus generally the existence of
a specific chronic illness would not have to be established in connection
with the application for payment for the prescription.

BeneriTs

The covered drug therapeutic categories are as follows:

Andrenocorticoids (ardiotonies
Anti-anginals Cholinesterase imbnbiors
Anti-arrhythmics Piaretics
Anti-coagulants (Gout suppressants
Anti-convulsants Hypoglyeemies
{cxcluding phenobarbital)  Miotics
Anti-hypertensives Thyroid hormones
Anti-neoplastics Tuberculostativs

Anti-Parkinsonism agents
Anti-rheumatics

Bronchodilators
Within these entegories. eligible drugs would bhe thase preseription

drug entities which are included by dosige fort and steength i the
Medicare Formulury deseribed below, The amendment would exelude
drugs not requiring a physician’s preseription (exeept for insulin.
drugs such as antibiotics which are generally used for o short period
of time nnd drugs such as tranquilizers and sedatives which may be
used not only by beneficinries suffering from serious chronie illnesses.
but also by many other persons as well. Beneficturies wonld ineur a $1
copayment obligation for each preseription. They would also be
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obliged to pay any charges in excess of the product price component of
the reasonabf; allowances where a higher-priced product of a drug
included in the Formulury was prescribed and where the allowances
were based upon generally available lower cost products (see “reason-
able allowance” below). Payment under this program would not be
made for drugs supplied to beneficiaries who are inpatients in a hos-
pital or skilled nursing facility because their drugs are already cov-
ered under medicare.

ForMurary (CoMMITTEE

To assure rational and professional control over the drugs covered
and the cost of the drugs benefit, and to assure that funds are being
targeted townrd the most necessary drng entities within each coverad
thernpentic category, 1 Medicure Formulary would be established.

The Formublary would be compited by o conumittee consisting of
five members, & mujority of whom would Le physicians. The members
would include the Commissioner of Food and Drugs and four individ-
uals of recognized professional standing and distinction in the fields
of medicine, pharmacology or pharmacy who ure not otherwise em-
ployed by the Federal Government und who do not have a direct or in-
direct financial interest in the econamic aspects of the committee’s deci-
sions. Members would be appointed by the Secretary for i-vear stag-
gered termis and would not be eligible to serve continuously for more
than two terms. The Chairman would I elected by and from the pubhie
members for renewnble one-year terms.

It is expected that appointees to the Formulary Committee will
have the stature and expertise to assure objective effort and informed
decision-making of a level engendering public and professional con-
fidence in their integrity and judgment.

The Formulary Committee would be authorized. with the approval
of the Seeretarv. to engage or contract for such reasonable technieal
assistance as it determined it might need from time to time to enhance
its capacity for judgment concerning inclusion of drugs in the Formu-
lary. This could include utilizing the services of the committees and
technical stafl of the ofticial compendia (the United States Pharma-
copeia and the National Formulary). The committee expects that such
contracting would be undertaken on a limited ad hoc basis. and will
be used to supplement. as necessary. the services available within the
Department.

The Formulary Conpnitiec™s prisary responsibility. would be to
compile. publish. and revise periodicallv a Medicare Formulary which
would contain a histing of the drug entities {and dosage forms and
strengths) within the therapeatic eategories covered by the progeam
which. based upon its professional judgment. the committee finds neces-
sary for proper patient eave, taking into aceonnt other drug entities
ineluded i the Formulary, o aid fully its consideration as to whether
a drug entity should be inclided in the Formulary, the Formulary
Conmmittee wanld be authorized to abtain any records pertaining to a
drug which were available to ooy other department or ageney of the
Federa!l Government amd to vogquest of supplices of dengs and other
knowledgeable persons or organizations pertinent information concern-
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ing the drug. The committee would be anthorized to establish pro-
cedures which it might require to determine the appropriateness of
including or excluding a given drug from the Formulary.

The Formulary Commitiee wounld exercise utmost eare in main-
taining the confidentiality of any material of a confidential nature
made available to it.

For purposes of inclusion in or exclusion from the Formulary of any
drug entity (in a given dosage form and strength), the principal
factors to be taken into account by the committee would be: (13 Clini-
cal equivalence, in the case of the sume dosage forms in the same
strength of the smne drug entity: and (2) relative therapeutic value
in the case of similar or dissimilar drug entities in the same thera-
peutic eategory. The price of u drug entity would not e a considera-
tion in the judgment of the Formulary Committee.

In considering which drug entitios and strengths, and dosage forms,
to include in the Medicure Formulavy, the Formulary Connuittee is
expected, on the basis of its professional and scientific analysis of
available information, to exclude such drugs as it determines are not
necessary for proper patient care taking into account those drugs {or
strengths and desage forms) which are included in the Formulary.

For example, in their consideration of drug entities in the therapeutie
category known as anti-anginals, a therapeutic eategory included in
the covered categories. the Formulary Committee would be exprcted
to take into account professional appraisals such as the following
which appenrs in “Drug Evaluations— 19717 an authoritative publica-
tion of the American Medical Association:

“The effvetiveness of the short-acting agents, suech as nitro-
glycerin and amyl nitrite, has been established through many
years of use. * * * The oral administration of the so-called
‘long-ncting nitrates eg.. pentaerythrito]l tetranitrate, . ..
erythrityl tetranitrate, . . . isosorbide-dinitrate. as well as
some preparations of nitroglyveerin are alleged to veduce the
number of episodes and the severity of the pain of angma
pectoris. The effectiveness of these agents is even maore difli
cult to determine than that of the short-acting nitvates, and
thus the beneficial value of their long-term use is contro-
versial. * * * Thus. it cannot be concluded that the long act-
ing nitrates are of definite therapeutic value for prolonged
use. . ~

“Many products are available that contain s mixture of
antinnginal agents or an antianginal agent with @ sedative or
other drug(s): however. none of these fixed-dose combina-
tions is rational. There is no evidence that a combination of
antianginnl ugents has any advantage over the individual
agents and. if more than one tvpe of drug s needed. they
should e prescribed separately.”

The above quotation is iHustrative of the type of source and infor-
mation to which the Formulary Committer is anticipated to give sevi-
ous consideration and weight in determining those drug entities (and
dosage forms and strengths) which are reasonably appropriate as eli-
gible drugs for purposes of medicare reimbursement.
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Prior to removing any drug entity (or a particular dosage form
or strength) from the Formulary, the committee would afford reason-
able opportunity for a hearing on the matter to persons engaged in
manufacturing or supplying the drug involved. Similarly, any person
manufacturing or supplying a drug entity not included in the Formu-
lary, but whic%x he believed to possess the requisite qualities for inclu-
sion, could petition the committee for consideration of the inclusion of
his drug and, if the petition was denied, might, at the discretion of the
committee, upon reasonable showing to the Formulary Committee of
ground for a hearing, be afforded u hearing on the matter.

In addition to the list of drug entities included in the Formulary.
the Formulary would alse include s listing of the prices (generally
the average wholesale prices) at which the various products of the
grug entities nre usually sold by suppliers to establishments dispensing

rugs.

The Formulary Committee would be solely responsible for profes-
sional judgment as to which drug entities (and dosage forms or
strengths) are included in the Formulary. The Secretary would not
be involved in the making of those professionnl determinations.

REIMBURSEMENT

Reimbursement would be based, generally, on the average wholesale
price at which the prescribed product of the drug entity included in the
Formulary is sold to pharmacies plus a professional fee or other
dispensing charges. except that reimbursement could not exceed an
smount which, when ml(‘ml to the copaynient required of the bene-
ficiary, excecded the actual customary charge at which the dispenser
sells the prescription to the general public.

Both components of the reimbursement would be subject to overall
limitations just as medicare’s reimbursement to physicians. hospitals
and other suppliers is subject to overall Lmitations. The professional
fee or other dispensing charge would not be recognized for medicare
reimbursement purposes to the extent that it was in exvess of the
Tath perventile of fees or charges for other pharmacies in the same
census region. In establishing the 73th pereentile limit in an area
where some phariacies use one svsten of calenlation and others use a
different system. it is the intent that the 75th percentile of charges be
calculated independently for the two svstems only where a substantial
number of pharmacists in an area used each of the methads of charg-
ing for dispensing costs. Otherwise. use of the percentile would have
the result that a scatterving of pharmacists using a given form could set
their own lmit which might not be reasonable in velation to the usual
practices in n community. In order to avoid this undesirable effect.
where only a few pharmacists in an avea used a given form of dispens-
ingr charee. the limit on this charge would novtmally be set at a level
essentiallv equivadent to the Tath percentile for the forn of dispensing
chavge most frequently used by pharmacists in an arvea, In determin:
ingr the 7oth percentile. pharmacies with a lesser volume of preserip-
tion business would e compared with each other and all larger volume
pharmacies would be similarly compared with cach other.

Increases in the prevailing professional fees or other dizpensing
charges would be recognized in a manuner similar to recognition of
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increases in prevailing physicians’ fees. That is to say, increases in pre-
vailing fees or dispensing charges could be recognized (not more ti&n
annually) up to limits established for program purposes by factors
based upon changes in costs of doing business and average earnings
levels in an area during a given period of time. A given pharmacy
could change from a professional fee to another dispensing charge
basis or vice versa, but for program reimbursement purposes the net
effect of such change should be neutral.

Program payment for the drug entity (in given dosage forms and
strengths) would be limited to reasonable allowances determined by
the Secretary on the basis of the nverage wholesale prices at which the
various products of the drug emtity (in a given dosage form and
strength) are conunonly sold to pharmacies in a region plus the pro-
fessional fee or dispensing charge. The beneficiary would be obligated
to pay $1 of the reasonable allowance. If there was only one supplier
of a drug entity, the price at which it was generally sold (plus the fee
or dispensing charge) wounld represent the reasonable allowance. If,
however, several produets of the (‘mg {in the same strength and dosage
form) were generally available, reasonable allowances would be estab-
lished which would encompass the lower priced products which were
generally avatlable and sold to pharmacies in a region. The number of
lower priced products selected would stop at the point where reason-
able uvailabibity of the drug entity is assured. In the latter case, other
products of the drug entity (in the covered dosage form and strength)
could also be reimbursable—even though not specifically included in
the range of lower-priced products -where t’hv average wholesale
price of any such product was at or below the point used by the Secre-
tary in establishing a reasonable allowance. This procedure avoids the
problem of having to list every eligible drug product falling within
the range of acceptable supplier prices in order for it to be re-
imbursable.

Products of a drug entity included in the Formulary whieh ure
priced above the highest reasonable allowance would be ronmbursable
but. only to the extent of the highest reasonable allowanee. The hene
fictary would be obligated to pay the excess cost,

There would be three circummstances under which the program pay-
ment for a prescription could exceed reasonable allowanees. First, if
the supplier of a given drug product (of a drug entity in a strength
and dosage form included in the Formulary) can demonstrate to the
Formulary Committee that his product possesses distinet therapeutie
advantages over other products {of the same dosage form and
strength) of that drug entity. then the reasonable allowanee for that
drug product would be based upon the price at which it was generally
sold to pharmacics. Second, where the Formulary Committee believed
there was legitimate question concerning the clinieal equivalency of
the varions products of different suppliers of u covered drug entity
{or of given dosage forms and strengths) the Formulary Committee
would be expected to list all of the products of the covered drug entity
{in the dosage forms and strengths in question) so ns to provide the
preseriber with complete diseretion until such time as the matter was
resolved. Thus, the reasonable allowanee would be based spon the rea
somable custonary price to the phartnaey for the product preseribed by
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the physician in such cases. Third, if the physician felt in a specific
instance that a particular manufacturer’s product of a drug entity
included in the Formulary, but which was priced ubove the highest
product price component of the reasonable allowance, provides su-
perior therapy to his patient and if he prescribes that product in his
own handwriting by its established name and the name of its supplier,
the reasonable allowance for the product would be based upon the
price at which it was generally sold to pharmacies. Thus, a phystcian’s
reasonable discretion to prescribe n particulur product of a drug entity
included in the Formu!ary would be acconmodated. In such cases.
however, the reasonable allowance would not be greater than the actual
usual or custormary chiarge at which the pharmacy selis that particalar
drug product to the general public. The committee expects that these
unusual preseribing situations will occur tn only a small percent of
cases. and this procedure would not negate the oversll medicare re-
quirement that services e veasonable and necessary. The Professional
standards Review Orgunizations’(or, in the absence of 1« PSR, other
appropriate professionul review), would be available to routinely re-
view prescribing practices.

In circumstaness other than thase described above, where the cost
of the drug product prm«'rilml Ly the physician exeeeds the highest
product price component of the r(‘:ls«)n:l\)lo allowance. the beneficiary
would be lable for charges to the extent of this exeess including any
related dispensing fee os charge.

Ordinarily, however, the beneficiary’s obligation would be $t per
prescription, with the program paying the balunce to the pharmacy.

Reimbursement to providers participating under medicare for
other than the drugs program (such as hospitals) would be made on
the reagnday reasonnble costs basis,

In the ecase of insalin, reimbursement would be made to a phay-
macy for its reasonable. usual and customary charge to the general
publie, plis s reasonable billing allowines less the 51 copayment.

Reimbursement would generally be mude only to participating
pharmacies. The exception would be that payment may be made
for covercd drugs dispensed by a physician wheve the Secretary de-
termines that the drug was required in an emergeney or that no
phartnacy was reasonably available i the avea,

Panvicirarive Priansacies

As mentioned above, seimbusement under this program would be
lmited to participating pharmacies. No prograun reimbinrsement would
e made cither to the beneficiary or to a pharnaey where the preserip-
tion was dispensed by w non-participating pharnaey, The wse of par-
ticipnting plnvinacies woukd substantially decrease the administrative
costs of the progrum. as participating pharmacies woukd generally
submit batehes of prescriptions and the program wankl not ueed to
reitnburse individual beneficiaries on a prohibitively costly preserip-
tion-by-prescription basis, .

Such pharmacies would have to be fivensed (where required) in
the State in which they operate and would have to meet conditions
of participation establishad by the Seeretary of Health, Fdueation.
and Welfure, Participating phavmucies would tile with the Secretary
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a statement of their professional fee or dispensing charges (includin
minimum charges) as of June 1, 1972, so that the Secretary coulg
determine the initial prevuiling fee or charges in the census region for
purposes of caleulating reasonnble allowances. '

Participating pharmacies would agree to accept medicare reim-
bursement as payment in full and would further agree not to charge
the beneficinry more than $1 copayment (except to the extent that a
product prescribed by a physician was one whose cost exceeded the
reasonable allowance).

The participating pharmacy would be paid directly by medicare
on a prompt and timely basis with respect to eligible prescriptions
submitted. The preseriptions from cach pharmacy would be audited
from time to time. on a sample basis to assure compliance with pro-
gram requirements.

AUMINISTRATION

The committee amendinent has been structured in such a way as
to simplify and facilitate provision of and payment for henefits.

However, the committee has chosen not to specify a particular
method or mold of administration. Because this is a new benefit, it
is difficult to forecast which methods or organizational structures
might most suitably implement the committee’s intent that the drugs
benefit be administered 1n the most efficient, expeditious and economi-
cal fashion. Fulfillment of the committee’s intent would not neces-
sarily entail uniform organization and procedures in each region. The
Sceretary could find that different means of administration in differ-
ent regions or areas were appropriate in achieving the administrative
objectives of the comniittee,
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OCTOBER 1986:
Talk About Prescriptions Month

Tips on How to Use the Heafthy Older People Program
During the Upcoming National Observance

Steven R. Moore, R.Ph., M.P.H.

uring the last two years, the
2 U.S. Public Health Service has
organized a national hcalth
effort for older Americans called
Healthy Older People. A variety of
rint and broadcast materials have
n developed for older people
that promote heaithy behaviory, in-
cluding the safe use of medications.
Healthy Older People is based
upon market research that indicates
that older people are actively seek-
ing reliable sources of health infor-
matiion and are willing to change
their behavior in order to maintain
good health. The materials outline
simple steps older adults can take to
improve their lifestyles and their
health. These materials include skill
sheets, posters, media kits, radio
and TV public service annovunce-
ments, and preproduced radio and
TV news segments.

Excellent opportimity

October is Talk About Prescriptions
Month, which provides you with an
excellent opportunity to use the
Heaithy QOlder People materials to
encourage oider aduits to use medi-
cines safely. The messages urge
older adults to ask their pharmacisis

Steven Moore is senior advisor on

geriatric drugs for the Office of Disease
Prevention and Health Pramotion, U.S.

Public Health Service, Department of
Health and Human Services, Washing-
ton,

28

11-433 0 - 87 - 6

and doctors questions and to keep
a medication schedule.

To take advantage of this oppor-
tunity, the first thing you shouid do
is contact your state contact for
Healthy Older Pecple, who has been
appointed by the governor. The
contact can discuss the availability
of the varivus materials that have
been for your use. To find
out your contact’s name, see the list-
ing at the end of this article or phone
the national hotline for Healthy Older
People, 1-800-626-5433.

The television public service an-
nouncements (PSAs) or the TV news

role of the pharmacist in this arca,
and other factual information that
reporters can use o wtite a story.
Don’t hesitate to link the effort with
the Healthy Older People logo in
your newspaper advertisement copy,
especially if you will be following up
with specific print materials to be
distributed at your store.

In addition to these materials,
scveral other print materials in-
cluding skill sheets, medication
schedules, and personal medication
records, have been developed for

segments are good materials forlocal  use in your store. These can be
television stations t d in hi photocopied or reprinted, each with
lighting the health promotion topics

or in doing special interest news The oiderly are &

series on geriatric drugs during Oc- natural focus for

tober. However, due to competition your education snd

for air time and the time involved to promotion activities
promote such an effort, you'll need this Octobar

to consider how much time you have
to devote to this particular effort.

siate can assist you

with yowr

promotional efforts

Information on the safe use of

medicines should also be dis-
tributed to local newspapers since
older people read newspapers
regularly. Press packets have been
mailed to state contacts that contain
rewspaper copy for editorial pages,
a column on the safe use of medi-
cines written by the U.S. Surgeon
General that points out the critical

space for adding your store iden-
tification or logo, and distributed at
your prescription department check
out. You could also reproduce them
on dispensing bags or use them as
bag stuffers. These materials are
suitable for wide distribution, not
only to customers, but also through
community cutlets and local
government providers that service
older consumers.

Pfizer Pharmaceuticals will alsc
supply a comgh’mentary loan co;
of its geriatric health promotion
*We Still Are,”* which comes com-
piete with copies of several Healthy
Older Peopic print materials, in-

NARD Joumal + Septomber 1988
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STATE CONTACTS

cluding the skill sheet, personal
medical record, and medication
schedule, for audience distribution.
To obtain the film, write Pfizer Phar-
maceuticals, P.O. Box 168, Staten
Island, NY 10305.

Be sure to cocrdinate your efforts
with others that may already be
under way. Your local ot state phar-
macy association, for example, may
have activities planned, which
would make your media efforts
easier because they would benefit
ali the pharmacists in the area, not
just your store.

You might consider joint sponsor-
shir of several special activities,
includin

® 2 “brown bag'’ clinic, where
seniors bring all of their medications
in a bag for inspection and recom-
mendations are made on items to
discard or discontinue

® a blood pressure or glaucoma
screening effort

® 2 health fair

= 2 special program at a retirement
community or with a senior citizens
dub

Additional ideas and help in orga-
nizing your efforts can be obtained
through your state coordinator or
the national hotline for Healthy
Older Pcor:. Schools of pl
may also help you plan and carry
out such activities, as well as pro-
vide externs who are doing clinical
Or community rotations or other
student volunteers.

The long-term positive benefits of
getting included in an activity of this
sort should more than compensate
for the time and effort you put into
it. Do your homework so you are

able to make the proper promo-
tional effort to it both you and
your - i )

7
the quantity of materials that you
will need s0 you'll have ade};\t}ate
supplies. Think also about evatuat-
:g your effort, even subjectively, to

id you in similar future efforts. Try
to analyze what succeeded and
what didn't.

Special promotions for older
Americans not only provide a
valuable service to these important
customers, they also give you the
o%x;om.\.njty to participate in Talk
About Prescriptions Month in a
meaningful way. The Healthy
Older People materials can be an
important aid to you in this effort,

NARD Journal s Saptamber 1688
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Maﬂdtm’domyhdpmmhm They can ease pain and

discomfort and improve the way you feel, And they can help speed
recovery when you're {ll. But medicines can work only when used as
directed and coardinated with what you eat and drink and the other
drugs you'rs taking. So, make sure you, yaurerandphannads:‘
hwwasmwbssmmmmm

Mr needs

your help.
Before your doctor pre-
scribes something new, iet
him know what medicines
you already take. Include
those you buy without 8
prescription, such as lax-
" atives or aspirin, and
has prescribed. When you ' -
get a new prescription, ask
wmxunwmmw 1
10 do. And what side effects |-
it could have.

——
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Rashies, inediggestion, diz-
divess und drowsiness can

b reictions te medications.
L I vou're having
such rvactions

ar have had them .
Reepaneeond of all the medi

cinwes you're taking. I not,

i the past, let

vour dactor pharmacis! for
knnw answers.

maintain vour own list and
fet your pharmacist see it

When you have a pre- before you muke a purchuese.
seription filled or buy non: AsK if there are any sy
prescription drugs, ask your cu} istructions about foods,
phannacist {or help. fevengges or ather medicon

Your phannacist may tions while you're taking

certain medicines. And if

there are any specind nibes
for stoiipie

if vou find label instnae:
tions hard 1o read, ask for

s -

Barger tvpe. Yo canaada ask
your phariuicist to give you

ewsy-tn-open containem,

Id
etter

o0 TR VAR HSTIRIRE Sopn o

¢
!

4 Sorvece oF v Newenet Assasiniinn of Rvisl Droppnts
n Cosparstion with

é the Cffice of Disesss Prorenion and Nestth Peomotian
Pubiic Health Servige, U.5. Ooparimant af NedkA g Numan Savices.
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JOMK MELSHER MONTANA, SPvamans
O QLN ONEO JOMR HESCE, PENICEYLY.NGA
RLOMA WALLIAM §. COMEN, Masm
SRAOLEY, MEW JRSEY CHAMLES & GRABSLEY, IOWA
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HARRY f wEVADA AR Cueon, wrotm SPECIAL COMMITTEE O AGING
Lo AR T ST ST WASHINGTON, DC 205 10-8400

August 21, 1987

John F. Schlegel, Pharm.D.
President

American Pharmaceutical Asscciation
2215 Constitution Avenue, N.W,
Washington, D.C. 20007

Dear Dr. Schiegel:

I would like to thank you once again for appearing before
the Senate Special Committee on Aging on July 20 and testifying
about the burdens of prescription drug costs on the elderly.
Due to time constraints, Senator Grassley and I were unable to
esk & number of questions that we believe are important. I
would like to take the opportunity to request your cooperation
in answering the following questions:

1. AARP suggests one possible way to keep administrative
costs down in an expanded Medicare prescription drug
benefit would be to enroll "participating pharmacies™.
This approach would be similsr to Medicare's
“"participating physictian” program. What does APhA
think of this program?

2. During the hearing, we received information about the
elderly who don't properly use their presciptions
because of costs, or because they forget due to the
fact that they are taking too many medications, or
because thelr physicilan has unintentionally
overprescribed medications. How can the Committee help
to formulate a prescription drug plan that will
encourage greater compliance among patients? Further,
what can we do to encourage cogperation between the
pharmacist and the physiclan as a means of providing
better patient care?

3. Has your association taken a position on the Medicare
prescriptlon drug benefit included in H.R. 2941, the
catastrophlic health care legislation? What would be
APhA’'s highest priority 1f it could modify the House
version of the drug benefit?
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August 21, 1987
Page 2

4. Is APhA uneasy about the potential administrative
headaches 1ts members would probably have to face with
new Medicare prescription drug program, to say nothing
of dealing with a buresucracy that would likely set
prices administratively? Has your association given
full consideration to the effects of such a program?

The Aging Committee is keeping the hearing record open and
will be placing our follow-up questions and your answers in our
print of the hearing's proceedings. It is our intention to
submit these additlons to the record by September 4. Therefore,
we request that you relay your answers to the above questions
prior to that date. Once the hearing print 1s published, we
will be sure to send you & cCOpPy.

Your continued cooperaticon in this matter is apprecliated
and we look forward to your responses.

Best regards.

Sincerely,

Chairman



144

American 2215 Constitution Avenue, Nw
Pharmaceutical Washington, OC 20037
Assodation (202628441 The Ntk sona! Society of
Johnf.Schiegel, PharmD . Stephen Crawford
APhA Presicient Chairmen of the Soard

September 3, 1987

The Honorable John Melcher

Chaimman, Special Committee on Aging
United $tates Senate

Washington, DC 20510-6400

Dear Mr. Chairman:

Thank you for your letter of August 2I and the oppertunity to respond
te further questions on the issue of pharmaceutical services and
preacription drugs for the nations's elderly. We very much
sppreciated the opportunity to present testimony before your committee
in July.

The queations raised in your August 21 letter are certainly relevant
to the issue at hand. Without restating each question completely, let
me address each in turn.

L. The concept of participating pharmacies is conaistent with our
view of how esay insurance program, catastrophic or otherwise,
should be structured. Pharmacists should alvays have the option
of choosing to participate in a given program based on 8 thorough
eveluation of that program. Whether or not this approach has a
significant potential for cost saving is not entirely clear
because administrative costs generated by prescription drug
benetits programs are generally driven primarily by ¢laims volume,
not by the nuzber of pharmacists participating in the program.

If large numbers of pharmaciste choose not to participate, that of
course would be another matter. If that were to occur, access to
the program by the nation's elderly would certainly be adversely
affected. It is therefore crucial that any proposed insurance
program provide for adecquate reimbursement to the pharmacist for
professional services Lo ensure their willingness to participate.

2. As was brought out several times in the hearing on July 20, the
insues of medication use in the elderly, patient compliance and
“polypharmacy™ are of concern to many, and certainly to
pharmacists. A very effective way to deal with many of these
issues is to encourage an oungoing and consistent professional
relationship between the patient and his/her pharmacist., Patients
should be encouraged to patronize the same pharmacy consistently.
This allows the pharmecist to maintain a more complete record of
the patient's medication regimen, end improves the chances for
identifying complience and drug interaction problema, APhA has
also argued for limiting the supply of medication per encounter to
30 days, which allows for more frequent re-entry of the patient
into the "system” for evaluation and screening for such problems.

With regard to the issue of pharmacist/physician cooperaticn, we
feel that the professional dislogue between physicians and
pharmacistg ig certainly crucial, and we have always encouraged
both professions to work together cocperatively on behalf of the
patient. However, this must be primarily a responsbility of the
professionals themaelves based upon the level of trust and respect
that already exists. Attempting to legislate sueh interaction
would be neither functional nor prudent.

3. APhA has indeed worked closely with members of the House of
Representatives and their steffs on H.R.2941. We have been
clearly in support of inclusion of pharmaceutical services and
prescription drug products in any program of catastrophic care
coverage. In cur July 20 testimony we stresged the importance of
not artificially unbundling pharmaceutical and medical services,
since they are go necessarily intertwined in benefitting the
patient.
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We continue to be concerned sbout certain aspects of the proposed
. legislation, however, and are continuing to work with those
involved in both the House and Senate ro promote provisions which
insure both a high quality program for bencficiaries and a program
which will engender pharmacist participation and support.

Qur wajor concern with the House bill is the unacceptably
infrequent (bi-annual) revision of the data used to calculate
reimbursement to the pharmacist for acquisition costs of
pharmaceuticals, As is well known, the prices of pharmaceuticals
have risen both frequently and substantially in recent years, and
this expense impacts just as much on the pharmacist as it does on
the patieat. The pharmacist must have the pharmaccutical products
in his inventory to be able to provide that poriion of his
services to the patient. Adjusting the rcimbursement calcvlations
for acquisition of pharmaceuticals only once or twice yearly will
require the pharmacist to absorb what can often be substantial
increases in pharmaceulical prices. An equitable resolution of
this issuc is esscntial to the willingness and ability of
pharmacists to participate in the program.

4. APhA hasg indeed given full consideration to the cffects of the
program currently under consideration. APhA has advocated the
inclusion of pharmaceutical services and prescription drug
products in the Medicare program for many years -- long before the
current discussion related to catastrophic illness. Certainly any
program of this type and magnitude presents administrative
challenges; however, careful design and planning, utilizing
currently available and accepted systems and procedures, can
overcome any anticipated problems. For example, universal third
party claim form usage, promotion and utilization of clectronic
claims processing, and other measures can minimize administrative
problems and costs. Most pharmacists have participated in o
providing pharmaceutical services to beneficiaries of other third
party programs for quite some time. The difficultiecs encountered,
particularly in recent years, often relate much more to adequacy
of compensation for services than to major problems with the
bureaucratic and administrative system. Simply stated, maximum
participation in any such program by pharmacigts will be assured
if the pharmacist’s full range of services are recognized,
utilized and fairly compensated.

Again, we thank you for this opporlunity to presenl our views on thiw
igsue of importance for both our nation's elderly and our pharmacist
wembers. FPlease do not hesitate to call upon us further if we can be
of agsistance to you and your staff as you deliberate on this issue in
the weeks ahead.

Sincerely yours,

Z ¢/C@5A&
Jéhn F. Schlegel, PharmbD
President

JFS/apw
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Mr. Robert F. Allnutt

Executive Vice President

Pharmaceutical Manufacturers Association
1100 15th Street, N.W.

Suite S00

Washington, D.C, 20006

Dear Mr. Allnut:

I would like to thank you once again for appearing before
the Senate Special Committee on Aging on July 20 and testifying
about the burdens of prescription drug costs on the elderly.
Due to time constraints, Senator Grassley and I were unable to
ask a number of questions that we belleve are important.
Therefore, I would like to take the opportunity to request your
¢cooperation in answering the following questions:

1. From January, 1980 through 1986, the cost of
prescription drugs has increased about 80 percent,
which {8 two and one-half times faster than the rise
in consumer prices 1in general, According to data put
into the record for a hearing on pharmaceutical drug
prices held by the Consumer Interests Subcommittee of
the House Select Committee on Aging in October of
1986, the pharmaceutical manufacturers are making up
to three times the average profits for all
manufacturing corporations. (The Committee's data was
taken from a2 FTC report and covered the years from
1967 to 1984). This is a sizable increase, and it is
difficult to belleve that 1t can be completely
attributed to greater research and development
expenditures and the Food and Drug Administration
(FPDA)} drug approval process. What portion of these
increases can be directly attributed to these last two
factors? What other factors are involved in these
increases that we hear so much about when we visit
senior centers?

2. Mr. Allnutt, you stated in your testimony that any
program providing coverage for the costs of
prescription drugs should be targeted to those most in
need. What are PMA's recommendations as to how this
would best be accomplished? Do you think states are
better able to administer this type of program,
through an expansion of the Medicald program, for
example, than the federal government?
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You advocated in your statement that a comprehensive
study be undertaken before & drug-benefit program 1s
enacted. An earlier witness cited studies, including
the National Medical Care Utilizaticn and Expenditure
Survey, which appear to contain abundant data on the
prescription drug utilization and expenditure patterns
of the elderly. Given this, why do we need another
study?

You noted in your statement that none of the estimates
of providing a new program of drug coverage under
Medicare takes into account the substantial cost of
medicines for AIDS victims that would be pald under
H.R. 2941. Most AIDS victims have to wait 24 months
after qualifying for social security disabllity before
qualifying for Medicare and most victims die before
they can qualify for Medicare. Can you elaborate con
why you believe the House leglislation would result in
substantial costs because of AIDS?

The Aging Committee is keeping the hearing record open and
will be placing our follow-up gquestions and your.answers in our
print of the hearing's proceedings. It is our intention to
submit these additions to the record by September 4., Therefore,
we request that you relay your answers to the above questions
prior to that date. Once the hearing print 1s published, we
wlll be sure to send you a copy.

Your continued cooperation in this matter is appreciated
and we look forward to your responses.

Best regards.

Sincerely,

Chairman
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Snhert ¥, iFwat Asodaﬂm
EXECUTIVE VICE PRESIDENT
September 3, 1987

The Honorable John Melcher
Chairman

Special Committec on Aging
United States Senate
washington, D.C. 20510-6400

Dear Mr. Chairman:

Thank you for your letter of August 21, 1387, asking for my
answers to additional questions that you and Senator Grassley
propounded in connection with the Committee hearing of July 20 on
prescription drug use by the elderly,.

I have sat forth below your gquestions and my answers.

Question 1. From January, 1980 through 1986, the cost of
prescription drugs has increased about 80 percent,
which is two and cns-half times faster than the
rise in coasumer prices in gensral. According to
data put Iinto the record for a hearing on
pharmaceutical drug prices held by the Consumer
Interests Subcommittee of the House Select
Committee on Aging in October of 198§, the
pharmaceutical manufacturers arc making up to
three times the average profits for all
manufacturing corporations. (The Committee’s data
was taken from a PTC report and covered the years
from 1567 to 1984). This is a sizable increase,
and it is difficult to believe that it can be
completely attributed to greater research and
development expenditures and thc Pood and Drug
Administration {FDA} drug approval process. wWhat
portien of these increases can be directly
attributed tc these last two factors? what other
factors are involved in these increases that we
hear so much about when we visit senior centers?

Answer 1. The pharmaceutical industry's commitment to
research and development is & major factor in drug
price increases in recent ycars; we have never
stated that price increases are completely
attributable to increases in RaD expenditures.

In recent years, the costs of providing health
care, and the prices cherged, have risen
substantially. The same is trus for prescription
drugs. But modern prescription drugs are a very
goed value. Prescription drug prices have
remained well below the overall Consumer Price
Index over since that index was set at 100 in
1967. And drug prices today are less than two-
thirds the overagl price index for medical care.
Prescription drugs and related products sold in
retall pharmacies in 1985 were half of the 1560
level as a percentage of health care costs. 1In
1967, & typical worker had to work one hour and
twenty minutes to pay for an average prescripticn;
by 1985, it took only 63 minutes to pay for that
prescription.

Rasearch and development are the halimarks of the
PMA member companies. Their investmeant in R&D
continues to double every five years. Moreover,
the industry is fnvesting an increasingly higher
percentage of sales -- currently 15% -- to finance
its grewing investment In R&D. Measuring
increases in R&D expenditures the same way we
maeasure price increases, the *index* for R&D
conducted by PMA companies now stands at over
1,000, three and one-half times the prescription
drug CPI.
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The period of time during which this enormous
investment in R&D can be recovered through sales
revenues is being dramatically compressed due to 2
number of converging forces. Foremost is the
unprecedented surge in competition from generic
products as soon as the patent on the pioneer drug
expires. Other major forces include the intense
competiticn within the research-based
pharmaceutical industry tc develop and merket new
patented drugs: increasing delays in tho approval
of new drugs; and increasing foreign competition
from developed countries that have targetad this
industry and from newly industrialized countrles
that blatantly condcne patent piracy.

Nevertheless, our companics so far remain
competitive in world markets. The U.S.
pharmaceutical industry, despite its relatively
small size, ranks fourth among the ten leading
high-technology industries in contributing a
positive trede balance. 1In 1986, for the first
time, those ten industries had a net ncgative
balance of trade, totaling $2.6 billicn, but
pharmaceuticals contributed a positive balance of
$764 million. But our industry's leadership
position in world markets is not assured. From
197¢ through 1980, the U.S. pharmaceuticel
industry contributed 70 new drugs to world
markets, more than one-fourth of the total and
twice the number originating from Japan. In sharp
distinction, during the last five years. Japan
introduced 60 new drugs into world markets as
compared with 58 originating from the United
States.

Cengress can -- and should -- take several
important steps to help restrain the forces
tending to drive up prices of modcrn medicines.
These include appropriating the funds neccssary to
streamiine the new-drug approval process at the
Food and Drug Administration; continuing to
encourage other countries to strengthen the
protection of patents and trademarks; protecting
U.S. process patents from foreign pirates;
rcforming our chactic product-liability system;
and strengthening the tax incentives for research
and development.

As the FTC study cited in your quastion indicates,
the pharmaceutical manufacturing iandustry is
profitable. Both the research-based industry and
publicly-held generic-only manufacturers offer
good returns to investors., I belleve that most
eccnomists would agree that rick-taking companies
like the research-based industry should strive to
preduce higher-than-average profit margins.

The research-based pharmaceutical industry stands
on the threshold of a golden age of development.
New and exciting knowledge about molecular
bioleogy, and new methods of research and
development -- including computer modeling of
molecules and cclls and advances in biotechnology
-- will enable PMA companies to devclop new
treatments and cures for such deadly diseases as
cancer, heart disease, Alzhelmer's disesase,
leukemis and AIDS. These dreams will become a
reality only if incentives remain for the
research-based pharmaceutical industry to continue
its enormous investment in research and
development.

Mr. Allnutt, you stated in your testimony that any
program providing coverage for the costs of
prescription drugs should be tergeted to those
most in need. what are PMA's rccommendations as
to how this would best be accomplished? Do you
think states are better able to administer this
type of program, through an expansion of the
Medicaid program, for example, than the federal
goverament?
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The most effcctive way to ensure that
pharmacoutical assistance is “targeted to those
most In need® is to adopt a means-tested program,
through extension of Medicaid or through a new,
separate program. 1In such a program only those
individuels below a certain income level would
qualify for assistance or, alternatively, the
benefit would decrease at higher income levels.
Given the finite limits on the ability of the
eldorly to support a program through premiums, and
on available government resources, this ensures
that program funds for the most part will be
focused on assisting individuals in need of help.
This approach also corrects a major deficiency
assoclated with a high deductible for all

individuels -- namely, that for somecne with very

low income, a substantial deductible may have the
effect of denying access to pharmaceutical
assistance.

There can be little doubt that state governments
are in & much better position to administer a
pharmaceutical assistance program -- whether or
not it is & means-tested program. The best
evidence of state governments:® capacity in this
ares is provided by the fact that 49 states now
administer a Medicaid drug berefit and 9 states
have already recognized the need for a
pharmaceutical assistance to the aged program, and
have developed programs that are means-tested and
designed to meet the needs of their own citizens.

whether a state program of this type is
established as a separate program {as has been
done in these $ states) or as an adjunct to the
Medicaid program, it is apparent that
administration of such programs is better left to
state governments.

State administration takes advantage of the unigue
benefits of the Federal system. For example,
states are better able to develop policies that
ensure proper utilization of the program.
Recipient restriction programs, whereby the small
number of individuals who abuse the Medicaid drug
program can bs "locked-in" to specified pharmacies
or physicians, can be implemented at the state
level, and have been shown to be extremely
effective in reducing unnecessary {and costly)
utilization. It is difficult to see how such a
program could be operated out of wWashington, D.C.
Similarly, there are cther ~fraud and abuse" .
initistives that are most likely to ba successful
if left to the states.

Additicnally, some states have successfully
implemented drug utilization review (DUR} programs
under Madicald. These DUR programs have been
shown not only to be cost-effective {a preventing
unnecessary hospitalization, but also have led to
improved drug therapy. Such programs have
generelly invelved practitioners in a non-coercive
and cooperative arrangement with administrators --
a relationship which could hardly be implemented
at the Federal level.

Reclplent restriction programs, other fraud and
abuse initiatives, and DUR represent only a few
obvious examples of why state administration of
pharmaceutical assistance programs for the elderly
makes sense. OQOther illustrations, such as
prescribed limits on the quantity of drugs
dispensed per prescription, could be used to cite
the advantages of state policy determinaticns
which are based on factors theat may vary
significantly from state to state. Pinally, a
{rogram involving state administration, even if

ied to Federal funds, could afford greater
flexibility and innovation in terms of Eroviding
incentives for states to experiment with various
pelicy options.
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vou advocated in your statement that a
comprehensive study be undcriaken before a drug-
benefit program is enacted. an earlier witness
cited studies, including the National Medical Care
utilization and Expenditure Survey. which appear
to contain sbundant data on the prescription drug
utilization and expenditure patterns of the
elderly. Given this, why do we need anocther
study?

The wide variation in estimates by the actuaries
at the Health Care Pinancing Administration and
experts at thé Congressional Budget Office
demonstrates the problem of dealing with 2 paucity
of current data. There are several studics that
include ocutdated data on drug utilization and
expenditure patterns of the elderly. These
studics include the Current Medicare Survey (last
conducted in 19773, the 1977 Nattonal Medical Care
Pxpenditure Survey, and the 1980 National Medical
Care Utllization and Bxpenditure Survey. Taken
together, these studies might have been
appropriate bases upon which to plan a
prescription drug benefit for the early 1380s.
Unfortunately, we are faced with planning a
program for 1989 or 1930 with decade-old data.
Projecting these data to 1983 requires many
assumptions about how utilization patterns may
have changed since 1977 or 1980, given significant
improvements in drug therapy. major changes in
opportunities for insurance coverage of drug
expenses and strong improvements ia economic
status of the elderly. Depending on the
essumptions adopted,” two independent analysas of
the same data base can reach very different
conclusions, ss have HCFA and CBO.

we bellsve that the costs of a drug benefit
program need .to be assessed based on accurate data
to ensure that the program is not serjcusly under-
funded. If a new drug benefit is to be targeted
at those most in need of assistance, as we fesl is
necessary, then it is essential that new
information be assembled so that we can describe
the size and nature of this segment of the elderly
population.

You noted in your statement that none of the
estimates of providing & new program of drug
coverage under Medicare takes into sccount the
substantial cost of medicines for AIDS victims
that would be paid under H.R. 2941. Most AIDS
victims have to wait 24 months after qualifying
for social security dissbility before qualifying
for Medicare and most victims die before they can
qualify for Medicare. Can you elaborate on why
you believe the House lsgislation would result in
substantial costs because of AIDBS?

CIearI{, the financial plight of most AIDS victims
needs to be urgently addressed by Federal, state
and local governments, as well as by private
organizations. Under the House legisiation {H.R.
2470}, AIDS victims who wait 24 months to qualify
for Medicarc as disablsed persons also would
qualify for the drug benefit. As your question
notes, at present, most AIDS victims do not live
24 months and, therefore, would not receive drug
benefits. However, one drug -- AZT or Retrovir --
has been approved by the Food and Drug
Administraticn and shown to be effecctive in
arresting the develcpment of AIDS and prolonging
the lives of victims. And in view of the massiva
effort by ths research-based pharmaceutical
industry to develop drugs to treat AIDS, we
believe that an increasingly large number of AIDS
victims will live more than 24 months and

therefore qualify for the drug benefit under
Medicare.
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apart from extended life -expectancy for AIDS
patients, legislation is pending in the House to
accelerate the eligibility of AIDS patients for
Medicare (H.R. 276}.

Studies have shown that the numbar of AIDS victims
and treatment costs are expected to rise
significantly ia coming years. At present,
according to the Centers for Disease Control,
about 36,000 people have AIDS and 1.5 million
people carry AIDS antibodies. Wwithin S years, up
to 30 percent of theose with AIDS antibodies are
expected to develop the disease. The CDC
concludes that, if prosent trends continue, there
will be 10 million to 1S million AIDS carriers in
the United States by the year 2010, and 3 million
to 5 million diagnosed cases of AIDS.

In early June, the Rand Corporation released a
study estimating that the cost of treating AIDS
patients will exceed $37 billion from mid-1386
through mid-1991. The figure is based on 400,000
AIDS patients with medical costs of $94,000 each
and included only hosgital and outpatient care,
not the cost of social services or earnings lost
dus to illness and premature death. An earlier
study by the University of California at San
Prancisco found that the cost of treating AIDS
victims would be $66.4 billion in 1931 alena,
including $8.5 billion {n medical costs, $2.3
billion for social services and research and $55.6
billion in lost sarnings. To repeat, we do not
take a position on whether the medicaticn costs
for AIDS victims should be covered by the Medicare
trust fund or some other program. But wa wish to
goint out that neither the CBO or HCPA estimates
ake these substantial costs into account.

I hope these responses arc useful to the Committee.

Thank you again for asllowing us to present testimony in your
recent hearing.

Best wishes.

Sincerely yours,

———,

—
. = i N
LT
Robert F. Allnutt

cc: Senator Grassley
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August 21, 1987

Mr. John Rother

Director, Legislation, Research and Public Poliey
American Assoclation of Retired Persons

1909 K Street N.W.

Washington, D.C. 20049

Dear John:

I would like to thank AARP once again for appearing before
the Senate Speclal Committee on Aging on July 20 and testifying
about the burdens of prescription drug costs on the elderly. Due
to time constraints, Senator Grassley was unable to ask a number
of questions, I would like to take this opportunity to request
your cocperation in answering the following questions he has
submitted for the hearing record:

1. The Senate Catastrophic Health Care Bill contains a
provision which calls for a study of the prescription
drug benefit. At several points in AARP's testimony,
you refer to things we should know more about, including
what private health insurance companies cover, what
states are doling in this area, and the potential
utilization of a full Medicare prescription drug
benefit. Why shouldn't we undertake the kind of study
or studies called for in the current Senate legislation,
and wait for the results before proceeding with this
benefit?

2. You endorse the idea of catastrophic coverage for
prescription drugs. It can be argued that the idea of
catastrophlic coverage implies coverage related to
income, but your proposal contains any income-related
element, Why shouldn't a catastophle prescription drug
benefit be related to ablility to pay?

3. You noted in your statement that "if actual experience
in administering the benefit falls within reasonable
projections, then we belleve it would be appropriate to
lower the deductible in years to come. Ideally, the
deductible should be no higher than $200." It is hard
for me to think of & program in which costs were lower
down the road than were projected. Why should we expect
our experience with this program to be any different?



154

Mr. John Rother
August 21, 1987
Page 2

The Aging Committee 18 keeping the hearing reccrd open and
will be placing Senator Orassley's follow-up questions and your
anawers In our print of the hearing's proceedings. It $s my
intentlon to submit these additions to the record by September X,
Therefore, I request that you relay your answers tc the above
questions prior to that date, Once the hearing print 1s published,
I will be sure to send you a copy.

Your continued cooperation in this matter is appreclated and
we look forward to your responses.

Best regards.

Sincerely,

Chatrman
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September 17, 1987

Senator John Melcher
Chatrman

Special Committee on Aging
U. 8. Senate

Washington, DC 20510

Dear Senator Melcher:

1 am responding to your letter of August 21 in which you asked several
questions on behalf of Senator Grassley for the record of the July 20
hearing on the high cost of prescription drugs for the elderiy.

I. 0. Why shouldn't we undertake the kind of studies called for in
the current Senate legislation and wait for the results bhefore
proceeding with this benefit?

A. More studies are, of course, always useful. However, they are
often used as a4 convenient excuse for delay. The prescriptiocn drug
benefit is a tough i{ssue. Many of the hardest questiona relate to
cost and utf{ltzation the answers for which will only come with
experfence after a benefit i{s put {nto place. While there {s no
federal experience with a drug benefft analegous to what the amendment
would do, we do have experience in several of the states. Hence, the
best way to gain the Informatfon and experivnce we want, while at the
same time not ignoring e critical need, is to proceed with implemzen-—
ting a benefit {ncorporating both a high enough deductibie and
cotnsurance, limits on costs, and then prepare to refine the technical
components of that benef{t over a period of time. Ultimately, we
belleve that this {8 a serfous prohblem thet needs to be addressed now.

2. Q. VWhy shouldn't the drug henefit he related to ahility to pay?

A. Medicare was founded on the principle of social insurance--a
principle which recognizes the importance of the Medicare program to
all of society, while at the same time reguiring that each beneflfciary
ahould pay something toward the cost of his or her benefits. This
principle ensures broad support for Medicare and guarantees equal
access to essential health care benefits.

Qur members legitimately fear the erosion of the social insurance
concept that would occur if Medfcare were ts become means-tested.
AARP has argued that the catastrophic package should be financed
through a comhination of premiums, inclusion of all state and local
government employees under Medicavre, and an increase {n the tobacco
tax (for the Medicafd compuonents of the package).

3. 0. VWhy shouldn't we expect this program to overrun costs further
down the road?

A. We have learned 2 lot abhout cost control {n the health ares fn
recent years. Indeed, It was ooly a few years ago that Medicare's HI
Trust Fund was estimated to be fnsolvent hy 1987, However, by
applying cost constraints, maay of which the Aesociation has
supported, the Trust Pund {9 now seen 2e solvent to the year 2002, If
we are prudent and apply ocur knowledge from the beglaoning in enacting
legislation to establish effective cost concroil sechanisms, our task
should be evasier.

Some of our earlier problems resulted from the effort to gain {oitial
eacceptance for the Medicare program. At that time, we stressed access
and virtually fgnored cost controls. We should not make the same
mistake again.

S;nqere};y

Al (T

. John Rother
~” Director
Legislation, Research and Publiec Polfcy

ity
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Helene Levens Lipton, Ph.D.
Associate Professor

Inetitute for Health Poliey Studies
School of Medicine

1326 Third Avenue

San Prancisco, California 94143

Dear Dr. Lipton:

I would like teo thank you once again for appearing before
the Senate Special Committee on Aging on July 20 and testifying
about the burdens of prescription drug costs on the elderly. Due
to time constraints, Senator Grassley and I were unable to ask a
number of questicns that we believe are important. Therefore, I
would like to take the opportunity to reguest your cooperation
in answering the following questions:

1. You astate that, while there have not been many studies
on this issue, there clearly appears to be a
relationship between noncompliance and high drug costs.
Are there any figures at all that you are awarc of that
could give us an idea of the extent of the problem of
noncompliance as a conasequence of drug costs?

2. Dr. Lipton, you mention in your prepared testimeny that
some physicians overprescribe or innapproprlately
prescribe mcdications for the elderly. Are you aware
of any studies which document this problem and do you
have any recommendations about ways in which we could
alter this situation?

3. Dr. Lipton you also deascribe the problems associated
with the multple use of drugs. Elderly who require
great numbers of mcdications -- like anycne else who
must follow many different directions everyday of thelr
lives -- can get confused or Just plein lazy. Do you
have any ideas about how our elderly can better comply
with directions their pharmacists and doctors give them
when they prescribe drugs for them?
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4, We know that older people take more prescription
medications than do younger age groups, but can you
give us any idea of how common the need for multiple
medications among older people 187 Do we have any data
which tell us how many different medications are taken
simultaneouely by different percentages of the elderly?

5. It is unclear from your statement that the non-poor
experience financial hardship as a consequence of
prescroption drug outlays. Por instance, you sald that
five percent of the elderly incurred total drug
expenditures of $600 or more, and paid 80 percent of
this emount cut-of-pocket. Por what part of that five
percent of the elderly do those outlays constitute a
finencial herdship?

The Aging Committee 15 keeping the hearing record open and
w1l1l be placing our follow-up questiocns and your answers in our
print of the hearing'’s proceedings. It 1s our intention to
submit these additions to the record by September i, Therefore,
we request that you relay your answers to the above questions
prior to that date. Once the hearing print isg published, we
will be sure to send you a copy.

Your continued cooperation in this matter is appreclated
and we look forward to your responses.

Best regards.

Sincerely,

Chairman
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Additional Testimony Pertaining to Prescription Drug Costs and the Elderly

Submitted by: Helene Levens Lipton, Ph.D.

1. You state that, while there have not been many studies on this f{ssue,
there clearly appears to be a relationship between noncompliance and high
drug costs. Are there any figures at all that you are aware of that
could give us an idea of the extent of the problem of noncompliance as a
consquence of drug costs?

We do not have sound data about the extent to which drug costs influence
elderly patients’ compliance with drug regimen. There are very few rigorous
studies examining this issue. Available studies are limited by small,
nonrepresentative samples of elderly patients, vague definitions of
compliance, and failure to measure drug costs and compliance independently of
patients' self-report. A 1986 national telephone survey conducted by AARP
indicated that 17 percent of the respondents did not purchase prascription
drugs and the second most cited reason was high drug costs. These figures
provide some general indication of the extent of the problem. However,
these figures may underestimate the magnitude of noncompliance as a
consequence of drug costs because they do not measure the extent to which high
drug costs limit the amount of medications the elderly take each day, the
regularity with which they take chronic medications, and the frequency with
which they £i11 needed Prescriptions, We need to know more about this
critical issue.

2. Dr. lipton, you mention in your prepared testimony that some physicians
overprescribe or inappropriately prescribe medications for the elderly.
Are you aware of any studies which document this problem and do you have

any recommendations about ways in which we could alter this situation?

Inappropriate Physician Prescribing for the Elderly: The Extent and

Nature of the Problem

Effective prescription drug therapy depends on rational prescribing by

physicians, Too often, this critical element is absent in the care of the
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elderly.,  Although we lack precise data regarding its magnitude, available
studies suggest that inappropriate prescribing for the elderty is widespread.
Many physicians do not recognize that the elderly are especially susceptible
to drug-related problems because of age-related changes in the body's
functions regarding drug Histribution. metabolism, and excretion {Lamy 1980),
Consequently, commonly used drugs such as digoxin and cimetidine are
frequently prescribed in dosages excessive for elderly patients (Hﬁiting,
Wandless & Sumner 1978; Manning et al. 1980; Campion et al, 1985).

There s also the more insidious problem of side effects that go
"undetected, untreated, and unexplained” by physicians {(McKenney et al.
1973}, These side effects often resylt from ingestion of many kinds of
medications concurrently and contribute to more serious adverse drug
reactions. For example, one of the most common causes of reversible dementia
is the injudicious use of medications {Xane, Ouslander & Abrass 1384; Beck et
al, 1982}.

Overmedication is often seen as the major drug misuse problem plaguing
the elderly, but undermedication may be an equally serious and frequently
overlicoked phenomenon. One area in which undermedication is apparent and
potentially serfous is in the treatment of depression. Physicians may fail to
treat depression in elderly patients because it can exhibit atypical symptoms
{e.g., mental confusion), When it is correctly identified, it may not bhe
treated at all, for physicians may consider depression an inherent part of the
aging process, Even when antidepressant drug therapy is initiated, dosages
may be too low because physicians either are overly cautious or are unaware of

~the availability of a wide variety of antidepressant drugs with differing

side-effect profiles. Such variety permits physicians to individualize
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therapy by menitoring blood levels {Task Force on Use of Laboratory Tests in
Psychiatry 1985).

Another instance of undermedication can be observed in the use of
chemotherapeutic agents for cancer. Gerjatric patients often are omitted from
chemotherapeutic treatment for fear that they will develop life-threatening
toxicities. When they are placed on chemotherapeutic treatment, clinicians
may assume that the dosages of these drugs should be reduced because of the
potential for serious adverse drug reactions. In fact, recent evidence
suggests that in order to produce any therapeutic effect in older adults,
these agents must be given in full dosages {Kelly 1986}.

Inappropriate prescribing of medications, especially psychostrpic agents,
js particularly acute in nursing homes. About one-half of all nursing home
residents take some form of tranquilizer. Residents often receive sedatives
on 2 nightly basis for extended periods of time, and a considerable number of
these residents experience adverse reactions {e.g., mental confusion) from
chronic use {Marttila et al., 1977). Because they can decrease alertness,
affect judgment and balance, and cause dizziness, sedative-hypnotics
contribute to an increased risk of falls among elderly nursing home residents
{Sobel & McCart 1983). Such falls can lead to hip and vertebral fractures,
with accompanying morbidity and mortality {MacDonald & MacDonald 1977; Ray et
al. 1987). Other drugs routinely given to nursing home residents--major
tranquilizers, tricyclic antidepressants, antihypertensives and diuretics--are
also suspected of causing falls because of effects similar to those of
sedative-hypnotics {MacDonald 1984; Sobel & McCart 1983).

Strategies for Action

One exciting and innovative approach to improving physicians' prescribing

involves the public interest detailer--a physician or pharmacist sponsored by
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a medical school or medical society. The public-interest detailer provides
physicians with up-to-date and unbiased information about drug therapy.
Studies have shown that these health professionals can improve the accuracy
and appropriateness of physician prescribing {Avern and Soumerai 1983;
Schaffner et al. 1983}, and that the reduction ip unnecessary drug
expenditures produce savings greater than program costs (Soumerai & Avorn
1986},

Given these promising results, the Medicare program should consider
funding large-scale demons.‘ty/‘ationv projects to evaluate the effectiveness of
using clinical pharmacists\"v‘and physicians as drug consultants to physicians.
Public-interest detailing c‘é\mld be performed on a regional basis by medical
and/or pharmacy schools u\i\der contract with HCFA. If public-interest
detailing proves effective on a national scale, it could be integrated into
the Medicare program. .

3. Dr. Lipton, you also describe the problems associated with the multiple
use of drugs. Elderly, who require great numbers of medications--1ike
anyone else who must fellow meny different directions everyday of their
lives--can get confused or just plain lazy. Do you have any ideas about
how our elderly can better comply with directions their pharmacists and
doctors give them when they prescribe drugs for them?

Physicians and pharmacists can reduce the risk of noncompliance in
patients who have multiple drug regimens by placing not only the name but also
the purpose of each drug on the prescription container. Labeling of this kind
reduces chances of errors, especially the errors that can be made when there
are prescriptions from more than one physician and/or when prescriptions are
filled by many different pharmacists.

Careful labeling requires that the physician be willing to write the

purpose of the drug on the prescription and that the pharmacist be willing to
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talk to the physicians if the instructions are not clear to the patient. Such
labeling should be simple, direct, and in terminology easily understood by
elderly patients: for example, “digoxin - heart pill;* #ampiciilin -
antiboiotic fer infection;® and "lasix - water pill.”

Another way to help patients taking multiple medications involves
simplifying the regimens. Physicians and pharmacists should examine each
regimen and make certain that it is the safest, simplest, and most effective
therapy available. Every effort should be made to simplify scheduling. For
example, instead of prescribing digexin every other day, a physician might
change the scheduling so that a smaller dosage is taken every day. Given the
slower renal excretion rate in the older adult, this change would resylt in
more effective therapy as well as provide a means to improve compliance, A
physician might also prescribe a medication with a long half-life on a once-
dafly or twice-daily basis, as opposed to three or four times daily. In
addition, efforts should be made to titrate medications against treatment
response in order to determine the smallest amount of medication required.
Finally, whenever feasible, unnecessary medications should be eliminated
{Sherman, Warach & Libow 1979). For example, the prescription of potassium
supplements for a patient taking diuretics is not always necessary if the
patient does not have a clinically significant potassium deficit or is not
taking a digitalis preparation.

When it is not feasible or desirable to simplify a complex regimen,
pharmacists may use a patient profile system to question patients about drug
use and to determine whether drugs are being refilled promptly. The format of
patient profiles can range from file cards to the computer-based Systems that

are now readily available. Prescriptions in such computer systems are filed
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by name as well as number. The system requirements vary, but the basic
components involve a brief history of the patient to determine health status,
diagnoses, curreat drug regimen {including both  prescription and
nonprescription drugs}, dates of drug refills, drug allergies, health
insurance coverage, and names and spacialties of physicians. By maintaining
patient profiles, the pharmacist can also gquard against adverse reactions,
drug-drug interactions that may mitigate the effects of prescription drugs,
and drug-food interactions that may enhance or inhibit drug effects,

Patient package inserts {PPIs) or similar drug information materials can
be provided to elderly patients on multiple medications in order to reinforce
health professionals' oral instructions and to serve as home reference guides.
Written information works best in combination with oral counseling from
physicians and pharamcists. Patients' use of medications should be monitored
at periodic intervals since patients’ compliance with drug regimen often
decreases over time. Drug consultations should be provided by means of a
nonthreatening and nonjudgmental line of questioning.

4. We know that older people take more prescription medications than do
younger age groups, but can you give us any idea of how common the need
for multiple medications among older people is? Do we have any data
which tell us how many different medications are taken simultaneously by
different percentages of the clderly?

The 11 percent of Amcricans who are elderly receive almost 50 percent of
all prescription drugs used in this country. Among the elderly who are not in
hespitals or nursing homes, 85 percent use drugs on a regular basis: 67
percent take at least one drug daily, and 25 percent take three or more drugs
daily. The corresponding figures for younger persons are 43 percent and 9

percent {American Association of Retired Persons 1984},
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5. It is unclear from your statement that the non-poor experience financial
hardship as a consequence of prescription drug outlays. For instance,
you said that five percent of the elderly incurred total drug
expenditures of $600 or more, and paid 80 percent of this amount out-of-
pocket. For what part of that five percent of the elderly do those
outlays constitute a financial hardship?

We need much more comprehensive and detailed information about the nature
of drug insurance coverage for the elderly. There is information suggesting
that many of the private health insurance policies purchased by elderly
individuals to supplement Medicare include some coverage for prescription
drugs, but we do not know how comprehensive such coverage is (e.g., deductible
levels, co-insurance and co-payment provisions, etc.).

Some information regarding the burden of out-of-pocket drug expenditures
can be derived from national health surveys. A national household survey
sponsored by the National Center for Health Services Research in 1977 found
that the percentage of annual expenses for prescribed medicines paid out-of-
pocket by the family was about 73 percent for the entire population; this

" share was only slightly higher for the elderly - 77 percent [Kasper 1982).

The share of annual expenses for prescribed medicines paid by private

insurance was 13.6 percent for the entire population and 10.3 percent for the

elderly. The share of annual prescription drug expenses paid by Medicaid was

7.7 percent for the total population and 9.5 percent for the elderly {Kasper

1982). These figures are fairly consistent with results from a 1980 national

survey indicating that approximately 68 percent of total charges incurred by

aged Medicare beneficiaries for prescription drugs were paid out-of-pocket;

13.9 percent were paid by private insurance; and 10,8 percent were paid by

Medicaid {LaVange & Silverman 1987).
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Unfortunately, these data are not analyzed by socioeconomic status of the
elderly nor by their drug insurance status., More information is clearly
needed about these critical issues. Interestingly, H.R. 2470--a bill that
would cover prescription drug expenses for elderly Medicare beneificiaries
whose drug charges exceed $500 per year--includes a provision avthorizing a
study to‘examine the distribution of drug expenditures incurred by Medicare
beneficiaries and the sources of payment for such expenditures. Such a survey

would provide valuable information with which to inform public policy.



166

References

Emerican Association of Retired Persons. 1984, Prescription drugs: A survey

of consumer use, attitudes and behavior. Washington, D.C.

Avorn and Soumerai. 1983, Improving drug-therapy decisions through
educational outreach: A randomized controlled trial of academically

based "detailing.” New England Journal of Medicine 308: 1457-63.

Beck, J. C., et al. 1982, ODementia in the elderly: The silent epidemic.

Annals of Internal Medicine 97: 231-41,

Campion, E. W., et al. 1985, Age, weight, and dose in drug prescribing for
ambulatory elders. Paper presented at the Gerontgological Seciety of

America Meeting, San Antonio, Texas, Nov. 22-26, 1985 [abstract).

Kane, R. L., J. G. Ouslander, and I. 8. Abrass, eds. 1984, Essentials of

clinical geriatrics., New York: McGraw-Hill,

Kasper, J. A. 1982. Prescribed medicines; use, expenditures, and sources of

payment, "In Data Preview 9, National Health Care Expenditure Study, DHHS

Pub. No. {PHS) 82-3320, U.S. Department of Health and Human Services,

April 1.

Kelly, J. F. 1986. Clinical pharmacology of chemotherapeutic agents in old

age. In Cancer and the elderly, frontiers of radiation therapy and

oncology, eds. J. M. Vaeth and J. Meyer, Vol. 20, pp. 101-11. Basel: S.

Karger.



167

10

Lamy, P. P. 1980. Prescribing for the Elderly. Littleton, Mass.: PSG

Publishing Company.

Lavange, L., and H. Silverman, 1987, Outpatient prescription drug
utilization and expenditure patterns of noninstitutionalized 2ged

Medicare beneficiaries. National medical care utilization and

expenditure survey, Series B, Descriptive Report No. 12. DHHS Pyb. No.
85-20212. Office of Research and Deménstrations, Health Care Financing

Administration. Washington, D.C.; Government Printing Office.
MacDonald, J., and E. MacDonald. 1977. Nocturnal femoral fractures and
continuing widespread use of barbiturate hypnotics. British Medical

Journal 2: 483-5.

MacDonald, J. 1984, The role of drugs in falls in the elderly, In

Biological and behavioral aspects of falls in the elderly. Proceedings
of a conference sponsored by the National Institute on Aging, Sept. 17-

18, 1984,

Manning, P., et al. 1980. Determining educational needs in the physician's

office. Journal of the American Medical Association 244: 1112-15.

Marttila, J. K., et al. 1977. Potential untoward effects of long-term use of

flurazepam in geriatric patients. .Journal of the American Pharmaceutical

Association NS17: 692-95.



168

11

McKenney, J. M., et al. 1973, The effect of clinical pharmacy services on

patients with essential hypertension. Circulation 48: 1104-11.

Ray, ¥. A., et al. 1987. Psychotropic drug use and the risk of hip fracture.

New England Journal of Medicine 316: 363-68.

Schaffner, H., et al. 1983, Improving antibiotic prescribing in office
practice: A controlled trial of three educational methods. Journal of

the American Medical Association 250: 1728-32.

Sherman, F. T., J. D. Warach, and L. S, Libow. 1979, Child-resistant

containers for the elderly? Journal of the American Medical Association

241: 1001-2,

Sobel, K. G., and G. M. MeCart. 1983, Drug use and accidental falls in an

intermediate care facility, Drug Intelligence and Clinfcal Pharmacy 17:

53§-42,

Soumerai, S. B., and J. Avorn. 1986. Economic and policy analysis of

university-based drug “"detailing." Medical Care 24: 313-31.

Task Force on Use of Laboratory Tests 1in Psychiatry. 1985, Tricyclic
antidepressants--Blood level measurements and c¢linical outcome: An APA

task force report. American Journal of Psychiatry 142: 155-62.

Whiting, B,, I. Wandless, and D. J. Sumner. 1978, A computer-assisted review

of digoxin therapy in the elderly. British Heart Journal 40: 8-13.

O

77-493 {172)



