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Executive summary

In Oregon and across the Northwest, economic recession has increased unemployment rates and
tightened state budgets. Oregon faces serious state budget challenges, and has made drastic and deep
cuts to public health care programs and human services. These cuts limit access to public health

care programs, just when residents — dealing with rising unemployment — need them most. And

these cuts often increase long-term costs to the state, because people must defer care, and easily
treatable problems can become crises. But Oregon can save money without harming consumers by
doing more to address the fastest rising cost in health care today: prescription drugs.

Prescription drug costs are rising rapidly across the nation and Oregon, in all types of health care
programs. Meanwhile, the prescription drug industry continues to be one of the most profitable in
the world, despite the recent economic downturn.

While some states have implemented strategies that harm consumers and don’t address rising pre-
scription drug prices, other states have started negotiating lower prescription drug prices from the
extremely profitable pharmaceutical companies — and they are already saving money. By using
multi-agency and multi-state prescription drug purchasing pools and/or preferred drug lists, states
have projected or realized savings of 5 to 15 percent of their total prescription drug costs.

By using these strategies, Oregon would likely realize similar savings. Most of the existing prescrip-
tion drug purchasing programs reviewed in this report are either purchasing pools, or preferred drug
lists. If Oregon creates a larger program that both pools prescription drug purchasing and creates a
shared preferred drug list, Oregon could save even more. The exact amount Oregon would save
depends on which state agencies pool their prescription drug purchases. Any group allowed to pur-
chase with state agencies should receive a similar percentage savings. The uninsured would likely
save a higher percentage than state agencies, as the uninsured already pay the highest prices for pre-
scription drugs.

As prescription drug costs continue to rise, the exact amount state agencies and the uninsured could
save by using these strategies will rise as well. Rather than slashing Medicaid and making health
care more difficult to access, Oregon should change how it purchases prescription drugs by pooling
state agency prescription drug purchases, opening this pool up to the underinsured and uninsured,
private entities, and local units of government, and creating a shared preferred drug list with proper
consumer protections.
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Background

Difficult times for residents and state budgets

Oregon faces serious budget challenges. Economic recession, worsened by the aftermath of the
September 11 attacks, has increased unemployment rates and tightened the state’s budget. Oregon
has recently proposed or made budget cuts in K-12 and higher education, Medicaid, andnTANF,
addition to transportation, arts, and environmental protection spehdingennial legislature,

Oregon held five special sessions in 2002 to deal with budget shortfall issues. In September 2002, in
the fifth special session, the legislature cut $310 million across the board from state &gémcies.
response to the December economic forecast, then Governor Kitzhaber called for another across the
board budget cut of over $111 million to correct the defidit. March, 2003, the Office of

Economic Analysis projected revenues for the 2001-03 biennium that were over $244 million lower
than previous forecasisuggesting the problems are far from over.

Times are difficult for Oregon residents. Unemployment is on the rise at 7.5 percent, well over the
national average of 5.7 percénOregon also has high hunger and food insecure rates — 13.7 per-
cent of Oregon households were food insecure from 1999 to 2001, the third-highest food insecurity
rate in the natiof. Cuts to public health care programs only increase the difficulties for state resi-
dents facing food insecurity and unemployment.
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The problem

Prescription drugs: a major cost driver

Although health care costs across the nation in all types of health care programs have been rising,
much of this increase is due to the rising costs of prescription drugs. Across the nation, prescription
drugs are the fastest growing cost in health care spetdnegting a crisis for private and public
programs alike.

Drug costs have disproportionately contributed to the sharp upturn in overall health care costs over
the last few years.Prescription drug spending accounted for over a quarter of the growth in overall
health care spending in 2000 and is one of the reasons that, in 2000 and 2001, health insurance pre-
miums rose at the fastest pace in over a deaeasons for rising prescription drug costs include:

 Drug prices that often rise faster than inflation;
* Increased marketing of medicines to doctors and consumers;

* Investment by pharmaceutical manufacturers in spin-off formulations of existing drugs that main-
tain patent — and therefore market — protections, but do not necessarily improve treatment; and

* An aging population with increased prevalence of chronic conditions.

Total U.S. spending on prescription drugs tripled from 1990 to 2000. Consumer spending on outpa-
tient prescription drugs at retail outlets in the U.S. rose more than 17 percent from 2000 to 2001, the
fourth year in a row of rapid growth. Prescription drug expenditures are projected to continue to

rise faster than any other medical service over the next decade. Other factors that have increased
health care spending include rising hospital @@stsd new medical treatmerits.

State Medicaid programs have not

Retail spending on prescription drugs in the U.S.'5 escaped this trend of rising health
200% $1545 care cpsts due to prescription drug
$1319  (I71% spending.
(18.8% increase)
£ 150% $111.1 = increase) ~ | | .. . _—
§ $934  (189% Medicaid spending on prescription
B Joos— e e | | | drugs nationally increased at an
§ $78.9 average of 18 percent per year
% . from 1997 to 2000, slightly lower
50% than the average annual increase in
spending on outpatient prescription
0% e e o 2000 2001 drugs at retail outlets during the

same periodé And in a survey of
Medicaid officials, 48 states cited
pharmaceutical costs as one of the top reasons for Medicaid cost increasestin Q0. factors

that have increased Medicaid spending include general medical inflation, increases in provider pay-
ment rates to catch up with inflation, and increased enrollfent.
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Idella Mims

|’m an 85-year-old widow, mother, grandmother, and great-
grandmother. | recently sold my house because otherwise |
couldn’t afford my medications. | have glaucoma, and my eyes
keep getting worse. | take drops for my eyes and | have to be
careful not to miss any drops, or | might go blind. | pay $300 a
month for two tiny eye drop bottles. The price of my prescriptions
really strains my budget, but | do not want to go blind.
| was in the catering business for 38 years. | catered for pres-
. idents, and wealthy people still remember my name and send me
: flowers on my birthday. | had no idea prescription drugs would
cost me this much, and force me to sell my home.
I'm here and ready to fight because something needs to be
done about the high costs of medicine.

Vital Oregon health care programs targeted for cuts

Oregon has made drastic cuts to public programs, limiting consumers’ access to health care and cre-
ating greater health care problems. When consumers cannot get adequate health care, easily treat-
able conditions can rapidly become serious emergencies and cost the state far more in the long term.

Cuts to public health care have serious economic impacts: a recent study found for every $1 million
cut in state Medicaid spending, Oregon loses over 32 jobs and $3 million in businessiaciivity.

study of the economic impact of Medicaid on South Carolina found a state cut of 4 percent in the
Medicaid budget would cause the state to lose over 2,400 jobs and more than $60 million in state
income associated with the Medicaid program.

Between the legislative sessions, Oregon’s Emergency Board makes policy and budget decisions nor-
mally the responsibility of the full legislature. The November 2002, legislative Emergency Board
meeting cut $23 million in General Fund spending from the
Oregon Department of Human Services 2001-2003 budget to
Cuts to public health care rebalance existing budget problems. Because of lost federal
matching funds, this resulted in a total cut of over $47 million.
As a result, low income families, couples, and adults who

impacts: a recent study receive Oregon Health Plan (OHP) benefits will lose access to

mental health, chemical dependency, and dental services as well

found for every $1 million as durable medical equipment and supplies.

have serious economic

cut in state Medicaid In December, 2002 the DHS shouldered over $28 million in cuts

spending, Oregon loses from the 2001-2003 General Fund, resulting in a total cut of
over $36 million22 And over $88 million in General Fund cuts
over 32 jobs and $3 were made after Measure 28 did not pass. With the loss of fed-
o . . eral matching funds, this resulted in a $171 million cut for the
million in business activity. 2001-2003 biennium alor#e. The cuts included: eliminating
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Medicaid long-term care for some clients receiving in-home hourly and 24-hour care services, lower-
ing reimbursement rates, severely cutting or eliminating numerous mental health services, eliminat-
ing coverage for certain conditions for OHP and CHIP recipients, and eliminating prescription drug
coverage for approximately 118,000 OHP recipiefts.

Some of these cuts were temporarily funded again by an emergency spending package passed on
March 4, 2003. Prescription drug coverage was restored for OHP Standard and some former
Medically Needy clieng — about 100,000 people — but funding was only guaranteed until June.
There was a delay in restoring coverage, until March 17th for OHP standard, and until April 1st for
the former Medically Needy recipients. The legislature financed the restoration of cuts from numer-
ous departments by borrowing money from Oregon’s share of the national tobacco settlement and
from an education reserve fubd.

In addition, Oregon has been working out the details of a demonstration waiver since the summer of
the 200127 and on October 15, 2002, Department of Health and Human Services Secretary Tommy
Thompson approved Oregon’s waiver.

Changes as a result of the waiver incleglgplitting the Oregon Health Plan (OHP) into OHP

Standard and OHP Plus, with different levels of coverage and different application processes; deny-
ing coverage to those who cannot afford cost sharing requirements; significantly reducing benefits;
and increasing cost sharing, including premiums and co-payments — including a $250 co-pay for
inpatient hospital admissi@a.

Rising numbers of uninsured need health care now more than ever

Oregon is cutting health care programs just when people need them most. As unemployment rises,
public health care programs become ever more crucial for low-income families. A recent analysis of

Karen Jenkins

'm a 58-year-old single mother. Because of my worsening
health, | can’t work a full time job. | have health coverage
through the Oregon Health Plan, which used to reliably cover
my prescription drugs. Like many other Oregonians, my pre-
scription drug coverage was cut on March 1st. | had to stop
taking three of my medications immediately, and was quickly
running out of my other prescriptions. | went from complete
prescription drug coverage to a $900 bill each month. | can't
afford to pay that. | didn’t know what | was going to do. Now
| have prescription drug coverage again, but only temporarily.

My greatest fear is what will happen if | cannot take my
prescription drugs. | have heart problems and kidney prob-
lems, and am diabetic. If | can’t take my prescription drugs, |
will end up in the hospital, which will be much more expensive for the state. | still have a child at home and she
needs me. What will she do if something happens to me?
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Rose Spears

I’m a 50-year-old single mother and grandmother. Like many oth-
ers, my prescription drug coverage was recently cut from the
Oregon Health Plan. Most of the people | know got a letter from the
state telling them their coverage had ended. My pharmacy had to
tell me. Since | get monthly automatic refills because I'm an insulin
dependent diabetic and need regular medications, my pharmacy
called me and told me | didn’t have prescription drug coverage any-
more, and my medications would cost $912. | told them to put the
prescriptions back on the shelf because | can't afford them.

When Measure 28 failed, | went from a $35 dollar co-pay to no
prescription drug coverage and a $912 prescription drug bill. | only
get $728 a month to live on and my rent alone is $373. Without pre-
scription drug coverage, my medications cost more money than | have each month to live on.

Without my medications, | can’t control my blood sugar. Soon after | ran out of medication | ended up the
emergency room because my blood sugar skyrocketed. | had to be hospitalized. Hospitalization is a really
expensive way to treat diabetes, and will cost the state much more in the long run. Now | have heard | will have
prescription drug coverage again, but only temporarily. | do not know if | will have access to my prescription
drugs before | need to be hospitalized again. What will happen next time? I'm trying to figure out how to survive
without prescription drug coverage but every place | go they say they can’t help me because their programs have
been cut as well, because of Oregon’s budget. Prescription drugs are not a luxury or a choice for me — they are
a necessity that | can’t survive without.

the connection between unemployment and the uninsured found for every 100 people who lose their
jobs, the number of people without health insurance rises by 85. If states cap or cut enrollment in
public health care programs, the uninsured rate would be even gbeater.

Cuts reduce the security that public health care programs provide, and create other costs for states.
Because low-income people live on very tight budgets, they are vulnerable to unexpected expenses.
Medicaid and CHIP provide convenient access to affordable health care, which helps stabilize family
economies and stabilize communities.

* Limiting access and cutting benefits can lead to serious problems that might have been prevent-
ed, and increase long term health care costs. Due to high premiums and high deductibles, private
insurance is inaccessible for many low-income, working families. Without coverage, many
people postpone or forgo care; easily treatable illnesses can turn into serious or life-threatening
ones. Often people must turn to more expensive emergency room care. But the ER is not
designed to provide follow-up care or comprehensive care — the very forms of health care that
people with health insurance depend on to stay healthy and to minimize illnesses.

» Excessive cost-sharing excludes families from accessing care. Cost-sharing (such as premi-
ums, co-payments, and co-insurance) is an impediment to low-income families seeking health
care. A study of Washington’s Basic Health Plan found that a $10 premium increase cut
enroliment by 13 percent. Even small increases in cost-sharing result in major decreases in
enroliment, and harm to families.
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Taneisha White

am a single mother with four children. My youngest daugh-

ter was born with chronic asthma and a heart condition.
She is only eight years old and she takes 10 prescription
drugs regularly.

| have insurance with good benefits including prescription
drug coverage. However, my co-pay is $249 per month. And
| have health expenses as well.

This means that my bills are often paid late. | frequently
have to borrow money from family or friends to pay my utility
bills. Sometimes, | have had the utilities shut off because
money for the bill went to pay for prescriptions.

| have three other children besides my daughter.
Because | must spend so much on her care, my children lose
out on things other children take for granted. They see fewer
movies than their friends. There’s no money for family out-
ings and getaways. Nonetheless, they know that their sister’s
life is more important than the latest movie or video game
and are very understanding. Do you know how hard it is for your children to have to be “understanding” and to
learn not to ask for anything that costs money?

If my daughter didn’t take her prescriptions she would be hospitalized. She frequently is hospitalized as it is.
For example, without several of her medications, my daughter would die. The only reason she can go to school is
because of medication that keeps her blood pressure and heart rate down to normal. Other medications help
keep her lungs uncongested and help her breathe. She also needs steroids that open her airways in an emer-
gency. Her doctors say she needs additional medication...but how can | afford more? Then again, how can | not?

Prescription drug companies: an industry of
In the largest fraud excessive profits and extensive investigations

settlement in history, TAP Prescription drug spending is rising for several reasons that
center on prescription drug companies: their price increases
that far exceed the pace of inflation; their work to delay the
has agreed to pay $875 introduction of generics by extending patent protections and
spinning off new formulations of their drugsand their
million for charges of increased spending on advertising, especially television
advertising.

Pharmaceutical Products

illegally manipulating the

Medicare and Medicaid Pharmaceutical companies are still the most profitable indus-
try, ranking number one in all three categories of Fortune
programs by inflating the Magazine’s ranking system: return on revenues, return on
assets, and return on shareholders’ egaifyrug companies
have held this title for some time, and the drug industry’s
cancer drug Lupron. median profit margin exceeded that of all Fortune 500 firms
by three to four times in the 1990s.

reported price of its prostate
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Several prescription drug compa-
Profitability: Drug companies vs. all nies have recently been the subject
Fortune 500 companies, 1994-200033 of investigations, fines and law-
suits — particularly pertaining to
pricing schemes — and the U.S.
government has increased its
scrutiny of the business practices
of pharmaceutical companies.

25%

20% 19%——19%——19%
16% 7% g9

b 6%
159 — 14%

10% —
In the largest fraud settlement in
5% 5% 5% 5% 5% 5% 5%

506 — history, TAP Pharmaceutical
Products has agreed to pay $875
0%— million for charges of illegally

1994 1995 1996 1997 1998 1999 2000 _ _ _
manipulating the Medicare and

Medicaid programs by inflating the
reported price of its prostate cancer
drug Luprorgs To settle charges
under the False Claims Act, TAP will pay over $560 million to the federal government for Medicare
and Medicaid violations, and $25.5 million to the states and the District of Columbia for Medicaid
liabilities 36

. Drug companies D All Fortune 500 firms (median)

The Health and Human Services Inspector General estimates that inaccurate reporting of drug prices
costs taxpayers more than $1 billion per year just in overpayments for the few drugs Medicare now
covers — mostly cancer drugs administered in a doctor’s éffice.

Numerous class action lawsuits have been filed against drug manufacturers. Many of the cases fall

into three areas of anti-competitive conduct: drug manufacturer efforts to suppress competition,

fraud related to drug pricing, and deceptive marketingll of these strategies increase prescription

drug spending. For example, drug companies enter into deals

with generic companies to delay the introduction of generic

Under the current pricing Versions of their drugs. For BuSpar alone, it is estimated that

the manufacturer made $160 million in additional sales by

system, people without delaying generic introduction for four montiss.

prescription drug coverage Drug companies also aggressively use legal loopholes and

pay the most for prescription delay the introduction of generics as long as possible. Drug
companies can extend the length of their monopoly by market-
drugs and are affected mosting minor modifications of existing drugs. Half of the drugs
introduced in the 1990s were new formulations or combina-
tions of already approved drugfs.

have no access to the rebates
Undisclosed and uneven prices

by rising prices, as they

and discounts larger
Drug prices are currently established through a complex web

purchasers can negotiate. of arrangements between drug manufacturers and different pri-

10 CUT COSTS NOT SERVICES: OREGON STRATEGIES FOR LOWERING Rx COSTS AND PROTECTING PUBLIC HEALTH CARE PROGRAMS



vate and public sector purchasers — like retail pharmacies, insurers, health maintenance organiza-
tions, hospitals and government agen¢ieblost of these agreements and pricing schemes are pro-
prietary. Manufacturers sell the same prescription drug at a wide range of prices to different pur-
chasers, and many of these prices are not available to the public.

Under the current pricing system, people without prescription drug coverage pay the most for pre-
scription drugs and are affected most by rising prigas,they have no access to the rebates and dis-
counts larger purchasers can negotiate. Approximately one in five Oregon residents are without Rx
drug coverage, with a similar rate throughout the North¥¢eBising prescription drug prices pose
particular problems for the uninsured. A Department of Health and Human Services study found
that in Oregon, the median difference between retail prescription drug prices and prices charged to
third party payers like health plans was 8.2 percent, even higher than the national median difference
of 7.4 percent4

And Americans pay more for

Oregon residents lacking insurance for prescription drugs* prescription drugs than their

Age 65+ Lacking Privately Total Percent counterparts just across the bor-

lacking Rx  any health insured with  lacking lacking der. A comparison of the ten

coverage insurance no drug drug drug calli -

coverage coverage coverage best-selling prescription (_jrugs

shows that drug companies set

154,000 479,000 147,000 780,000 23% higher prices for the same drug
in the U.S. than they do in other
countries.

Khanh Le

am a voter and a citizen of United States. | am a freshman at
University of Oregon through scholarships.

My mother and | moved to America on August 28, 1992. Like
many other immigrants, we work hard. Both my mom and | do not
have health care, but it hurts my mom more because she is 64 years
old. Knowing little English, my mom has to work at a hotel for $6.90
an hour. During an average month, she earns no more than $800 for
the both of us. From this amount, $550 pays our rent and the rest of
the money is used for necessities such as phone, electric, garbage
collection, and food.

With my mother’s income, there is not enough money to purchase
health insurance. My mom is afraid to go to the doctor because of
the cost. | know she has arthritis but some of her other health prob-
lems have not been diagnosed because we can’t afford to go to a doctor. Because we don’t have insurance, her
prescription drugs costs are extremely high. She regularly has to choose between purchasing food and prescrip-
tion drugs. Nobody should have to choose between food and health care.

It makes me feel helpless to watch my mother’s health deteriorate each day while living in such a wealthy
nation and not having access to health care. There are many hard working immigrants who are in the same situ-
ation as my mom. There is an old saying: “a healthy worker is a good worker.”

CUT COSTS NOT SERVICES: OREGON STRATEGIES FOR LOWERING Rx COSTS AND PROTECTING PUBLIC HEALTH CARE PROGRAMS 11



The high price of prescription drugs decreases the ability of the uninsured to access them. The unin-
sured are more likely to not fill prescriptions than those who have drug insésanbes lack of

access to prescription drugs creates health problems for the uninsured: studies have linked reduced
access to prescription drugs to increased hospitalization, increased use of long-term care, and
increased adverse health outcomes.

This is a particular problem for seniors and others who live on fixed incomes adjusted to keep up
with inflation. Prescription drug prices frequently rise faster than the rate of inflation. Last year the
price of these drugs rose more than two times the rate of inflation.

Ten best-selling prescription drugs: For a single senior receiving
Prices in Canada vs. the U.S.4 social security, the annual
Drug Drug is Price Price Percent U.S. benefit will increase 2.6
used for per pill per pill price exceeds percent, or $264, from $10,224
in Canada  in US. Canadian price for 2001 to $10,488 in 200%.
, In 2001, the average cost per
Prisolec  Heartburn/Ulcer ~ $1.47 $3.31 125% S
. S—— . o 110 year of the prescription drugs
fozac P ' ' ° most frequently used by seniors
Lipitor ~ High cholesterol  $1.34 $2.54 90% was $956, and the average price
Prevacid  Ulcer $1.34 $3.13 134% increase of these drugs was 6.1
Epogen  Anemia $21.44 $23.40 9% percent from January 2000 to
Zocor  High cholesterol  $1.47 $3.18 116% January 20028 If drug prices
Zoloft ~ Depression $1.07 $1.98 85% continue to rise at an average of
Zyprexa  Mood disorder $3.39 $5.27 55% 6.1 percent, each drug would
Claritan  Allergies $1.11 $1.96 77% cost an average of $57 more per
Paxl  Depression $1.13 $2.22 88% year in 2002.
Ruth Beale

|am a 78-year-old mother, grandmother, and great grandmother. | am
a survivor of one stroke and have severe arthritis. | spend $80 a
month on my prescriptions, and my entire monthly income is $700. My
rent is $420 a month. | am lucky because | have enough time to spend
about 10 hours a week calling pharmacies all over Portland to find the
best price on my prescription drugs —sometimes | save as much as 50
percent by getting one prescription here and another one there.
However, no amount of calling has made my prescription for Celebrex
affordable, so | do the best | can with over-the-counter pain medication.

Every month | go to different pharmacies across town, using my
walker and the bus to get around. | spend about 20 hours a week going
from pharmacy to pharmacy, from downtown to the other side of town
just for my medications. | help care for an elderly woman three times a
week, and | would love to be able to do more, but | spend most of my
time working out ways to afford my prescription drugs.
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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 The U.S. government does not currently regulate the price
UK. $251 pharmaceutical manufacturers charge for prescription
US. $408 drugs. But there are federal laws requiring manufacturers

to give minimum price discounts to federal agencies, as

well as laws requiring manufacturers to pay rebates to state
Medicaid programs in order to have their drugs covered by Medicditie 340B program uses the

same formula as Medicaid to extend these benefits to many federally funded clinics, health depart-
ments, and hospitals. They often negotiate lower prices and save on dispensing fees at retail pharma-
cies, making 340B prices a bit lower than Medicaid priges.

Federal agencies generally purchase prescription drugs through the federal supply schedule of prices
for pharmaceuticals — prices that are set to be better than or equal to the best price a manufacturer
charges to a nonfederal customer under similar condfifo@ average these prices are estimated

to be 42 percent lower than factory priéeslhe rebates that state Medicaid programs receive was
recently estimated to be about 19 percent of their total prescription drug spending.
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Strategies states are using to
reduce prescription druy spending

Since prescription drugs are becoming an increasingly larger portion of health care spending in all
health care programs, many states have developed strategies to address the problem.

Unfortunately, some of the proposed or implemented strategies work by making it difficult for health
care consumers to access much needed prescription drugs. This hurts consumers and does little to
control rising prescription drug prices. These access limiting strategies are particularly troubling in
light of a recent study that found Medicaid consumers in states using multiple access limiting strate-
gies to reduce prescription drug costs had trouble acquiring needed prescripticit €Cogsshar-

ing and complex prior authorization requirements can create insurmountable barriers.

Other strategies work to negotiate savings from the extremely profitable pharmaceutical companies.
These strategies save states money while protecting public health care programs and consumers.

Strategies states can use to save money while protecting public health care
programs and consumers

PURCHASING POOLS

Drug manufacturers often will pay a rebate to large volume purchdséhe savings negotiated

typically depend on the volume of drugs purchased over a given period — the larger the amount pur-
chased, the greater the reb@tdrebates effectively reduce the price purchasers pay. So a movement
is afoot to pool purchases among larger and larger groups of buyers.

States are pooling purchases among state agencies that purchase
With proper consumer prescription drugs. And states are pooling their purchases
together into multi-state coalitions to negotiate even larger
rebates. Further, states can open these pools up to the under-

doctors to quickly and uninsured. By including the under- and uninsured, people

without prescription drug coverage benefit from the state-negoti-

prescribe any drug ated savings, and states benefit by increasing the size of the pur-
chasing pool.

protections that allow

essential to the patient's

quality of life and health, State-wide or multi-state purchasing pools can also be combined
with prescription drug preferred drug lists to further increase
preferred drug lists can savings.

help control drug costs
PREFERRED DRUG LISTS

A preferred drug list is a list of drugs covered by a particular
to needed medicines. Program. The list identifies preferred medications for treatment

while maintaining access
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o _ of specific diseases, and is usually subject to periodic review
Physicians sometimes mustand modification. A preferred drug list guides the prescribing
practices of doctors, and can be used as a tool to negotiate

receive prior approval to :
P PP lower drug prices from manufacturers.

prescribe drugs not on the
When a preferred drug list is applied to a large pool of pur-

preferred drug list —  chasers, it can significantly shift drug purchasing patterns in

favor of those drugs on the preferred drug list. Manufacturers
give discounts in exchange for being listed on a preferred drug
authorization. When the list. The larger the pool a preferred drug list covers, the larger

] the price discount it can receive.
prescriber needs to go

a process called prior

With proper consumer protections that allow doctors to quickly
prescribe any drug essential to the patient’s quality of life and
processes like filling out health, preferred drug lists can help control drug costs while
maintaining access to needed medicines.

through time consuming

paper work or calling a

gNhen reviewing how a preferred drug list will affect con-
sumers, it is important to look at what a doctor has to do to
can create delays for prescribe a drug not on the preferred drug list. The time
_ required to do so varies widely. With some preferred drug lists,
consumers and barriers to the doctor simply has to write “prescribe as written” along with
a prescription, and consumers can quickly get a drug not on the
preferred drug list.

phone bank, these processe

health care access

Physicians sometimes must receive prior approval to prescribe drugs not on the preferred drug list —
a process called prior authorization. When the prescriber needs to go through time consuming
processes like filling out paper work or calling a phone bank, these processes can create delays for
consumers and barriers to health care access.

Oregon is implementing a preferred drug list for the Oregon HealthsPlahis preferred drug list

allows doctors to simply write “dispense as written” to prescribe a drug not included in the preferred
drug list. Other preferred drug lists, such as those used in the Florida and Michigan Medicaid pro-
grams, have more complicated procedaéfes.
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The solution

Oregon can save money without harming residents by changing how state agencies
purchase prescription drugs

Regional and statewide purchasing pools, and preferred drug lists with proper patient protections,
can save states money without hurting residents.

By pooling prescription drug purchases across state agencies and between states, or by creating
agency, state or regional preferred drug lists, Oregon can save money and protect public health care
programs.

Other states are already saving money using purchasing pools and
preferred drug lists

Two major multi-state coalitions are underway. A multi-state purchasing pool called RXIS includes
West Virginia, Missouri, New Mexico, and Delaware. Many other states have expressed interest,
including Louisiana, Maryland, Mississippi, and South Carolina. The states began negotiations in
spring of 2001, and West Virginia was the first to sign on, starting on July 1st, 2002. The pool
includes the following agencies: West Virginia’s Public Employees Insurance Agency and CHIP;
Missouri’s consolidated health care plan; New Mexico’s risk management division, retiree health
care authority, public schools insurance authority, and Albuquerque public schools; and may later
expand to other programs. Both public payers and private entities can join; new requests for infor-
mation on how to join come in weeldy.

RXIS has an administrative services only contract with Express Scripts Inc — members pay an

administrative fee, and receive 100 percent of their rebates directly. The sliding scale administrative

fee is based on the number of people covered — as more people join, the fees edfestse.

Virginia’'s Public Employees Insurance Agency has 210,000 mersfo@ns, RXIS covers over

502,000 people4.65 By pooling purchases, West Virginia

expects to double its current rebates and save $25 million over

By pooling purchases, Westthe next three years — saving about 8 percent on drug costs in
their first year of operatio$f.

Virginia expects to double

Another coalition, called the New England Tri-state

Prescription Drug Purchasing Coalition — comprising Maine,

$25 million over the next New Hampshire ,and Vermont — plans to start by implement-

ing a purchasing initiative for the states’ Medicaid populations,

three years — saving about initially including 330,000 individuals. The uninsured and

public employees may be added later. The New England Tri-

state Prescription Drug Purchasing Coalition estimates it will

their first year of operation. Save 10-15 percent annually on prescription drug costs by pool-
ing purchasesy

its current rebates and save

8 percent on drug costs in
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o Legislators in a number of other states have passed or are
Vermont, Michigan, considering legislation on bulk purchasing pools as well.
These states include Alabama, lowa, Maryland, and
Vermontss

are setting up a multi-state

Wisconsin, and other states

o o Numerous states have state purchasing pools in the works.
Medicaid prescription drug Georgia started phasing in a multi-agency prescription drug
h purchasing program in 2000, and Texas and Massachusetts
have passed legislation to create multi-agency purchasing pro-
Vermont and Michigan do not grams and are in the process of setting up these programs.

purchasing pool. Althoug

have a specific estimate on Georgia’s program pools the prescription drug purchases of
the Medicaid and CHIP programs, the State Health Care
Benefit Plan, and the Board of Regents. Together these agen-
will save by using a preferred cies cover 2 million people. After pooling purchases, the
_ _ pooled agencies also phased in use of a preferred drug list.
drug list and a purchasing The Medicaid program was the first agency to start the new
pool, both states are purc_ha;ing system — in October 2000. Th_e Georg_ia_
Medicaid program saved 10 percent on their prescription drug
anticipating higher savings. costs in their state’s first full fiscal year using multi-agency
purchasing and a multi-agency preferred drugdist.

the additional amount they

Several states have implemented preferred drug lists, and many others are planning to in the near future.

In February 2002, Michigan’s Department of Community Health started phasing in a preferred drug
list program, called the “Michigan pharmaceutical products list” The program covers 1.5 million
Michigan residents that receive pharmacy benefits through the department of Community Health —
including Michigan’s Medicaid program, and CHIP. Since implementing the preferred drug list,
weekly prescription drug spending has decreased steadily — Michigan's Department of Community
Health spends $800,000 less per week on prescription drugs than it would without the program, and
the Medicaid program is saving 10 to 12 percent on overall drug expenditures.

. , In March 2002, Vermont began phasing in use of a preferred

Michigan's Department of drug list for Medicaid and a few other state programs that

Community Health spends cover a total of 134,000 peopte.The program was projected

to save between 5 and 9 percent on the agencies’ prescription

drug spendin@3 While phasing in therapeutic classes,

prescription drugs than it Vermont's preferred drug list saved the covered programs
about $2.8 million in the first seven monfgnd is on target

' to meet the projected savings range of 5 to 9 percent.

and the Medicaid program is

$800,000 less per week on

would without the program

Vermont, Michigan, Wisconsin, and other states are setting up
a multi-state Medicaid prescription drug purchasing pool.
overall drug expenditures. Although Vermont and Michigan do not have a specific esti-

saving 10 to 12 percent on
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mate on the additional amount they will save by using a preferred drug list and a purchasing pool,
both states are anticipating higher savings. The National Legislative Association on Prescription
Drugs is developing a nonprofit group that would take the place of for-profit pharmaceutical benefit
managers. The new drug benefit manager will work with New York, Maine, Massachusetts,
Connecticut, Rhode Island, Vermont, New Hampshire, Pennsylvania, Hawaii, and the District of
Columbia7é And numerous other states have programs in the works as well.

In August 2002, Oregon began
implementing a preferred drug
list for the Oregon Health Plan

Summary of examples of projected or realized savings from
current purchasing pools and preferred drug lists’

Name of Type of Approx. Agency Projected

program program number  reporting  or realized (OHP) which covers around
enrolled savings savings 150,000 people. OHP’s pre-
VA ferred drug list is expected to
RXIS Multi-state 502,000  W.Virginia's 8% save around $17 million in the
prescription pub. emplys first year — about 5 percent of
dru? purchasing insurance , .
D00 agency the program S prescription
Georgia Dept. of ~ State agencies’ 2,000,000  Medicaid 10% Qrug spending. Data from .the
Community Health - purchasing pool first two months show a shift
grescnptlon 3nd p)lreferred toward preferred drugs and
fug program fug lst suggest the program will meet
Michigan Preferred drug 1,500,000  Medicaid 10-12% their savings estimat@.
pharmaceutical list and + additional
products list purchasing pool savings for _
purchasing Oregon Governor Kulongoski
pool has contacted governors of
Vermont Medicaid Preferred drug 134,000 Medicaid  5-9% Northwest states, asking them
preferred drug list list and + additional to meet with him to exchange
purchasing pool savings for ) ) )
purchasing information on creating a
pool regional purchasing po®.
Oregon Health Preferred 150,000 Medicaid 5%
Plan practitioner  drug list (Oregon In addition to Oregon, other
managed Health i h
prescription Plan) Pacific Northwest states are
drug plan taking steps to change how
they purchase prescription
drugs.

In 2002, the Washington state legislature passed a resolution urging Northwest states to consider
joint purchasing agreements to address the challenge of the high cost of prescription méelication.

Washington Citizen Action is leading a coalition of over 35 organizations representing seniors, labor,
health care providers, community, and faith based organizations in support of legislation that would
pool prescription drug purchases and create a shared preferred drug list among state agencies and
open the pool up to the uninsured. This legislation, SHB 1214, was passed by the House on
February 7, 2003.
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Oregon can save money by pooling prescription purchases with
other states: Larger volume purchasers save more money??

Approximate number of

In 2001, the Idaho state legisla-
ture passed a resolution urging
the governor and the

Group people the program(s) serve Department of Health and
Welfare to work with other

RXIS | _ 502,000 states to purchase prescription

Oregon state ageq0|ess3 and the gnlnsured 1,482,000 drugs at economical rates.

Idaho state agencies®* and the uninsured 540,000

Montana state agencies85 and the uninsured 380,000 B I | s

Washington state agencies® and the uninsured 2,720,000 ecause farger vo ume. pur

Northwest Rx purchasing pool including chasers generally rocene

state agencies and the uninsured 5,122,000 greater savings, and a North-

west pool of state programs and

the uninsured would likely

cover over five million residents — over 10 times the size of the pool served by the RXIS —
Northwest states could attain even greater savings by pooling their purchases and opening the pool
up to the under- and uninsured, or using a shared preferred drug list.

Oregon can save money and help the uninsured by pooling the prescription drug purchases of their
state agencies and opening these pools up to the underinsured and uninsured.

Oregon's estimated prescription drug purchases®’

Agency Estimated 2002 cost
Medicaid Fee-for-service $205,229,376
Medicaid Managed Care $177,160,444
Public Employees Benefit Board (PEBB) $55,763,169
Kaiser (PEBB and PERS) $26,335,201
Public Employees Retirement System (PERS) $283,321,520
Worker's Compensation Division $22,457,760
Oregon Medical Insurance Pool $9,766,484
Department of Corrections $6,406,579
Oregon Health Division $4,837,056
Oregon State Hospital $4,318,800
Oregon Youth Authority $1,300,823
University of Oregon $1,050,374
Oregon State University $863,760
Office of Alcohol and Drug Abuse Programs $630,545
State Veterans' Home $172,752
Portland State University $104,261
Vocational Rehabilitation Division $77,738
Western Oregon University $38,005
Oregon Institute of Technology $32,802
Eastern Oregon University $20,283

State Office for Services to Children and Families $3,455

Estimated total $539,891,188

Oregon prescription drug
purchasing

Numerous Oregon agencies and pro-
grams purchase prescription drugs —
with differing prices and strategies.
The amount the state would save by
pooling prescription drug purchasing
and creating a shared preferred drug
list depends on which agencies are
included. The table on page 20 esti-
mates the amount the state could save
if major state purchasers of prescrip-
tion drugs are included, based on
agency spending estimates for 2002
and projected or realized savings from
existing programs as discussed above.
Most of the existing prescription drug
purchasing programs reviewed in this
report are either purchasing pools, or
preferred drug lists. If Oregon creates
a larger program that both pools pre-
scription drug purchasing and creates a
shared preferred drug list, Oregon
could save even more.
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Some agencies were not included in the table because of how they purchase prescription drugs. For
example, the Department of Corrections uses the Minnesota Multistate Contracting Alliance for
Pharmacy — an existing purchasing pool — to purchase prescription drugs. Worker’'s compensation
benefits in Oregon are paid by insurers and self-insured employers and do not go through the state
budget except to the extent that the state is an employer. Other programs have access to specific dis-
counts, or are relatively small purchasers of prescription drugs. Oregon is currently reviewing how
different agencies purchase prescription dedgs.

Estimated annual prescription drug savings for selected state agency programss?
Estimated 5% 10% 15% 20%

Agency 2002 costs savings savings savings savings

Medicaid Fee-for-service $205,229,376  $10,261,469 $20,522,938 $30,784,406 $41,045,875
Medicaid Managed Care $177,160,444  $8,858,022 $17,716,044 $26,574,067 $35,432,089
Public Employees Benefit Board (PEBB) $55,763,169  $2,788,158  $5,576,317  $8,364,475 $11,152,634
Kaiser (PEBB and PERS) $26,335201  $1,316,760  $2,633,520  $3,950,280  $5,267,040
Public Employees Retirement System (PERS) $23,321,520  $1,166,076  $2,332,152  $3,498,228  $4,664,304
Oregon Medical Insurance Pool $9,766,484 $488,324 $976,648  $1,464,973  $1,953297
Total $497,576,195 $24,878,810 $49,757,619 $74,636,429 $99,515,239

The uninsured and private purchasers of prescription drugs can save as well if they are allowed to
purchase with state agencies. Larger volume purchasers generally receive greater savings — so if
more groups are allowed to join the purchasing pool, the percentage each group will save will likely
increase. Because the uninsured already pay the highest prices for prescription drugs, they will like-
ly save a higher percentage than other purchasers. Uninsured Oregon residents spend an estimated
$242 million on prescription drugs each y#ar.

As prescription drug costs continue to rise, the exact amount state agencies and the uninsured could
save by pooling prescription drug purchases will rise as well.
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Conclusion

Oregon should change how it purchases prescription drug by pooling the prescription drug purchases
of their state agencies, opening these pools up to the underinsured and uninsured, private entities,
and local units of government, and creating a shared preferred drug list with proper consumer protec-
tions. By doing so, these states can save money, help the underinsured and uninsured, and retain the
strength of important public health care programs.
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