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The Impact of Prescription
Drug Prices on Seniors

Over the years medicine has changed, particularly with respect to
prescription drugs: more drugs are available, they are more
frequently prescribed, and they play an increasingly significant
role in health care.

Much of our current health care system now depends on prescrip-
tion drugs: prescription drugs prevent and control conditions
once thought untreatable, including chronic diseases. Some drugs
offer safer and quicker treatment for conditions that might other-
wise have required hospitalization or other costly services.!
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But rapidly rising prescription drug costs place a growing burden on
consumers, employers, and public programs. Senior citizens shoul-
der a disproportionate share of this burden because they are most
likely to need prescription drugs, but least likely to have the insur-
ance or income to afford them.
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While the use of prescription drugs has changed, the health care
system hasn’t changed to ensure that seniors can affordably access
critically needed prescription drugs.



Seniors Pay as Drug Company Profits Flourish

Meanwhile, drug companies profit excessively from the increased use of prescription drugs.
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And where do the drug companies’ profits come from? Seniors as a group are one of the
largest users of prescription drugs. Although in 1998 seniors made up only 13 percent of
the population, they accounted for 42 cents of every dollar spent on prescription drugs,
and 34 percent of all prescriptions dispensed.’
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Seniors Pay Too Much for Prescription Drugs

Rising prescription drug prices pose particular problems for seniors. Seniors pay a larger
share of drug costs out of their own pocket than do adults under 65. And seniors are least
likely to benefit from the price discounts provided to bulk purchasers of prescription drugs
like health plans. A Department of Health and Human Services study found that in Or-
egon, the median difference between retail prescription drug prices and prices charged to
third party payers like health plans was 8.2 percent, higher than the national median differ-
ence of 7.4 percent.’
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Seniors generally live on fixed incomes adjusted to keep up with inflation, yet the cost of
the prescription drugs they purchase frequently rise faster than the rate of inflation. Last
year the price of these drugs rose more than two times the rate of inflation.® For a single
senior receiving Social Security, the annual benefit will increase 2.6 percent, or $264, from
$10,224 for 2001 to $10,488 in 2002.° In 2001, the average cost per year of prescription
drugs regularly used by seniors was $956. If drug prices continue to rise at an average of
6.1 percent, each drug would cost an average of $57 more per year in 2002.

Americans also pay more for prescription drugs than their counterparts just across the

border. A comparison of the ten best-selling prescription drugs shows that drug compa-
nies set higher prices for the same drug in the U.S. than they do in other countries.

Prescription Drugs Frequently Used by Seniors "

T e e
Prisolec Heartburn/Ulcer $1.47 $3.31 125%
Lipitor High cholesterol $1.34 $2.54 90%
Prevacid Ulcer $1.34 $3.13 134%
Zocor High cholesterol $1.47 $3.18 116%
Zoloft Depression $1.07 $1.98 85%
Claritin Allergies $1.11 $1.96 77%
Paxil Depression $1.13 $2.22 88%

Overall, drugs are more expensive in the U.S.; per-person spending on drugs in the
U.S. is almost twice that of other countries like the U.K. and Canada.

Per Capita Spending on Pharmaceuticals by Country "

Country Per Capita Spending
Canada $251
United Kingdom $251
United States $408

Uninsured Seniors: Impacted Most by Prescription Drug Prices

The high price of prescription drugs decreases uninsured seniors’ ability to access
them. Seniors who are uninsured are more likely to not fill prescriptions than seniors
who have drug insurance.'? This lack of access to prescription drugs creates health
problems for seniors: several studies have linked reduced access to prescription drugs
to increased hospli3talizati0n, increased use of long-term care, and increased adverse
health outcomes.
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Seniors Have Trouble Purchasing Prescription Drugs "
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The Effects of Rising Drug Prices on Seniors with Medicare Coverage

Almost Half of Medicare Beneficiaries Are Without Prescription Drug Coverage'®
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Medicare does not have a comprehensive drug benefit-putting many seniors in the same
situation as the uninsured with respect to purchasing medication.

Medicare + Choice, the Medicare managed care plan, provides prescription drug
coverage to 13 percent of Medicare beneficiaries. But the coverage provided by this
program is increasingly unreliable: plans with drug coverage are not offered consistently
across the country, some plans are dropping out of the Medicare + Choice program,
and others are reducing their drug coverage. '¢

For seniors without access to Medicare + Choice, privately purchased policies like
Medigap may be their only option for drug coverage. Medigap provides drug coverage
to 8 percent of Medicare beneficiaries.!” But Medigap drug policies are unaffordable to
many seniors. In Oregon the price for these plans are in the range of $1,440 to $7,332
annually.'
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But beneficiaries with health problems may not even be able to purchase this costly coverage.
Medigap insurers are only required to accept applicants regardless of health status during their
first six months of enrollment in Medicare.

Oregon passed a small “Senior Prescription Drug Assistance Program” in July, 2001. Savings
from a formulary Oregon is creating are supposed to fund the program.?’ If enough funds are
available, the senior drug program would provide a subsidy of up to 50 percent of the Medicaid
price of prescriptions for eligible seniors. Eligible seniors are those with less than $2,000 in
resources not including a home or car, and with income less than 185 percent ($15,890 a year)
of the federal poverty level. The benefit would be capped at $2,000 annually, and may require
the payment of enrollment and dispensing fees.?!

The Effects of Rising Drug Prices on Seniors Covered by Medicaid

Medicaid provides drug coverage to 14 percent of Medicare beneficiaries. In Oregon,
a single senior must have less than $6,372 in annual income — about 74 percent of the
Federal Poverty Level — to be eligible for Medicaid. A senior couple can have no
more than $9,552 in annual income to be eligible.?? In 1999, 7.2 percent, or 40,143 of
Oregon seniors were eligible for Medic%id, leaving the remaining 92.8 percent without
guaranteed prescription drug coverage.

But as Medicaid costs increase — largely due to rising prescription drug costs —
Oregon is moving to cut Medicaid services and increase cost-sharing for Medicaid
beneficiaries.

For example, the Oregon Health Services Commission has proposed a plan that would
reduce benefits in the Oregon Health Plan (OHP) Medicaid expansion program for
people age 64 and under. The plan reduces benefits to 78 percent of the current level
and requires beneficiaries to contribute co-pays. This means the program will become
unaffordable to some state residents, leaving more people without access to needed
health care. If this proposal receives state and federal approval, it would likely take
effect in October 2002.

Prescription Drug Problems for Seniors Are Getting Worse

The growth rate of the senior population greatly exceeds the growth rate of the
population of the U.S. as a whole. As the baby boom generation ages, the pace of
this growth will increase further — by the middle of the next century as many as 1
in 5 Americans could be seniors. %
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This, coupled with the trend of increases in the number of prescriptions, and rising
drug costs, means more seniors will face worsening difficulties in the years to come.
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Prescriptions for Change

As Congress struggles to secure our nation with a declining budget, they are
unlikely to provide a Medicare drug benefit in the near future. For seniors in
Oregon, it is more important than ever to pursue state-based solutions to the
prescription drug crisis.

@ Regional or Statewide Buying Pools: To better control prescription drug costs,
states are forming purchasing alliances with other states and among state
agencies and health insurance programs to use their bulk purchasing power to
negotiate prescription drug savings with the manufacturers of the drugs.”’
Washington and Idaho have passed resolutions urging joint action with Oregon
and other Northwestern states.

@ The Prescription Drug Fair Pricing Act: Similar to a law in Maine, this legisla-
tion directs state governments to use their bulk purchasing power to negotiate
steep discounts and pass these savings on to those who have no prescription
drug insurance coverage — including seniors on Medicare.*

@ Prescription Drug Formularies. These programs evaluate drugs on their cost
and effectiveness. Among classes of drugs found to be equally effective, the
most cost-effective drugs are prioritized for initial treatment. With proper
consumer protections that allow doctors to quickly prescribe any drug essential
to the patient’s quality of life and health, drug formularies can help control
drug costs. Oregon is in the process of creating a formulary for the Oregon
Health Plan.’!

Conclusion

As medicine grows increasingly dependent on prescription drugs, Oregon’s
health care system must ensure that seniors can affordably access critically
needed prescription drugs. Seniors face growing difficulties obtaining pre-
scription drugs: prescription drug companies overcharge seniors, and seniors
often cannot obtain prescription drug insurance coverage. As the number of
seniors grows, Oregon’s adoption of prescription drug solutions becomes
increasingly vital for seniors’ health.

Oregon Action/NWFCO p. 7



Endnotes

Y Frequently Asked Questions. Prescription Drug Coverage, The National Conference of State Legislatures,
October 10, 2001. http://204.131.235.67/programs/health/Forum/fagrxdrugs.htm

2 Scott-Levin, Source Prescription Audit (SPA), December 1999, as cited in “Prescrip-

tion Drug Trends: A Chartbook,” The Henry J. Kaiser Family Foundation, Washington,

D.C., July 2000, p. 34.

* Kaiser Public Opinion Update. The Public and Prescription Drugs, Henry J. Kaiser Family Foundation,
Washington, DC, September 2000.

4 “Fortune 500 Industry Rankings,” Forrune, April issues, various years, as cited in “Prescription Drug
Trends: A Chartbook,” Henry J. Kaiser Family Foundation, Washington, DC, July 2000, p. 72. Note:
Percent is the median percent net profit after taxes as a percent of firm revenues for all firms in the

industry.

3 Cost Overdose: Growth in Drug Spending for the Elderly, 1992-2070, Families USA, July, 2000, p. 2.
¢U.S. Census Bureau and data compiled by PRIME Institute for Families USA, as cited in “Cost Overdose:
Growth in Drug Spending for the Elderly, 1992-2010,” Families USA, July, 2000, p. 2.

7 Prescription Drug Coverage, Spending, Utilization and Prices, Department of Health and Human Services,
April 2000, Appendix C. http://aspe.hhs.gov/health/reports/drugstudy/

¢ Enough to Make You Sick: Prescription Drug Prices for the Elderly, Families USA, June, 2001, p.2.

? Social Security Online, Frequently Asked Questions, November 2001, http://www.ssa.gov/

10 USA Today, November 10, 1999, as cited in “Playing Fair: State Action to Lower Prescription Drug
Prices,” Center for Policy Alternatives, Washington, D.C., June 2000, p. 2. All prices in US dollars.

Il “Prescription Drug Trends: A Chartbook,” The Henry J. Kaiser Family Foundation, Washington, D.C., July
2000, p. 27.

12 Prescription Drug Trends, Henry J. Kaiser Family Foundation, Washington, DC, September 2000.

B Medicaid Facts. Medicaid and Prescription Drugs, Henry J. Kaiser Family Foundation, Washington, DC,
October 2000.

14 “Kaiser Public Opinion Update: The Public and Prescription Drugs,” Henry J. Kaiser Family Foundation,
Washington, DC, September 2000.

Stewart. Bruce e al, Prescription Drug Coverage for Medicare Beneficiaries: Coverage and Health
Status Matters, The Commonwealth Fund, February 2000.

' Cost Overdose: Growth in Drug Spending for the Elderly, 7992-20/10, Families USA, July, 2000, p. 13.

7 Cost Overdose. Growth in Drug Spending for the Elderly, 1992-2070, Families USA, July, 2000, p. 13.

18 The Official U.S. Government Site for Medicare Information, Medicare Personal Plan Finder, http://
www.medicare.gov/MPPF/secure/report.asp

Y Medicare Beneficiaries and Prescription Drug Coverage.: Gaps and Barriers, American Association of
Retired People, June 1999, http://research.aarp.org/health/ib39.html

202001 Legislative Session: Major initiatives and the 2001-2003 Budget, Oregon Department of Human
Services, http://www.hr.state.or.us/pubs/legislature/01-sessionwrapup/summary.html

2 2001 State Senior Pharmaceutical Subsidy Proposals, National Conference of State Legislatures, October
31,2001. http://www.ncsl.org/programs/health/drugaid01.htm

2 Multnomah County Aging and Disability Services Adult Program Eligibility Guidelines, revised April 2001.
2 State of Oregon, Office of Medical Assistance Programs, Medicaid Eligibles Report, May 2000.

2 Kaiser Daily Health Policy Report, Henry J. Kaiser Family Foundation, Washington, DC, October 30,
2001.

2 Statistical Brief: Sixty-Five Plus in the United States, Bureau of the Census, May 1995.

26 Projections of the Population by Age and Sex: 1995 to 2025, U.S. Census Bureau, http://www.census.gov/
population/projections/state/stpjage.txt

Y Cost Overdose.: Growth in Drug Spending for the Elderly, 1992-2070, Families USA, July, 2000, p. 6.

2 Cost Overdose: Growth in Drug Spending for the Elderly, 1992-2010, Families USA, July, 2000, p. 7.

2 [ssue Brief: Pharmaceutical Purchasing Pools, NGA Center for Best Practices, Washington, DC, October
2001.

30 Prescription Drug Fair Pricing Legislative Summary, Center for Policy Alternatives, Washington, DC, June
2001.

31 Oregon Agrees on Prescription Drug Pricing Plan, NGA Center for Best Practices, Washington, DC.

Oregon Action/NWFCO p. 8



