CENTER FOR STUDYING HEALTH SYSTEM CHANGE
ACCESSTO PRESCRIPTION DRUGS: NOT JUST A MEDICARE PROBLEM
APRIL 9, 2002

WASHINGTON, DC

MR.LEN NICHOLS: Wdl good morning. My nameisLen Nichals. I'm the Vice Presdent at the
Center for Studying Hesath System Change, which is an independent, non-partisan policy research
organization funded by the Robert Wood Johnson Foundation.

And I'd like to first welcome our phone calers as well as those who are watching over
kasernetwork.org. And | want to thank dl of you for joining us this morning to discuss the findings of a
new national study about Americans access to prescription drugs.

This research is based on data from the 2000-2001 Community Tracking Studies Household Survey, a
nationally representative survey of 60,000 people and 33,000 families.

Now, recent state and federa debates have focused on the prescription drug needs of the elderly in
Medicare. That'savery important and vulnerable part of the population, of course. But, our new study
has found that many other Americans, including Medicaid beneficiaries, are aso having trouble affording
the prescriptions their doctors write for them.

The study’ s findings about Medicaid beneficiaries are surprising, perhaps even gartling. Morethan 1in
4 of Medicaid beneficiaries age 18 to 64 reported they couldn’t afford to fill a prescription in the
previous year, despite the fact that in al 50 states drug coverage is offered as part of the Medicaid
benefit package.

The prescription drug access problems experienced by Medicaid beneficiaries, in fact, are virtualy the
same as those experienced by the uninsured. Twenty-six percent of adult Medicaid beneficiaries sad
they couldn’t afford to fill a prescription, compared to 29 percent of the uninsured, and this differenceis
gatigicdly insgnificant.

Now, Medicaid was designed to provide affordable healthcare to millions of the sickest and poorest
Americans and, generally speaking, it does agood job of providing access to most health services,
including hospital and physician care. So why isit that Medicaid isfaling short in this one critica aspect
of care?

What we found is that Medicad beneficiaries in saes that have implemented many different
prescription drug cost containment policies were twice as likely to report they can't afford medications,
aswere Medicaid beneficiaries in sates with fewer retrictions on Medicaid prescriptions.



Now we fully recognize the dates are in a difficult Stuation. Medicaid spending has been increasing
rgpidly and growing as ashare of state budgets. Many states have budget shortfalls, they're
condtitutionally congtrained to balance their budget and they’ re trying desperately to tighten their belts

any way they can.

And it’ strue that increased prescription drug spending isamgor driver of Medicaid spending just as it
isfor overd| hedthcare spending. Soit’sanaturd target for policy action.

But, while many private insurers have adopted smilar redtrictions to reign in drug costs, our study
suggests that policy makers redly should keep in mind that aggressive cost containment policies are
likely to have a greater impact on Medicaid beneficiaries because they have poorer hedlth and lower
incomes than privately insured people.

Now I'd like to turn it over to Peter Cunningham, the HSC researcher and the author of the study,
who's going to go over the findingsin more detall. After Peter, we'll hear briefly from Leighton Ku, a
senior hedth palicy felow at the Center on Budget and Policy Priorities and one of the nation’s leading
experts on Medicaid and then Joan Hennenberry, who' s Director of Hedlth Policy Studies at the
Nationa Governors Association for their reactions to our study.

Peter?
MR. PETER CUNNINGHAM: Thank you, Len, and good morning to everyone.
I’d like to summarize the main findings from the study before discussing them in grester detail.

Firgt, affording prescription drugs is a problem for many American adults, not just for the elderly. And
among non-elderly adults, the uninsured and those enrolled in Medicaid experienced the grestest
problems affording prescription medications. In fact, one in four Medicaid beneficiaries were unable to
fill aprescription last year, despite the fact that dl state Medicaid programs provide prescription drug
coverage.

And state efforts to control Medicaid prescription drug spending appear to be decreasing access to
prescription drugs.

More people today than ever before use and depend on prescription medications for the treatment of
their hedlth problems. But, asthe use of prescription medications and our ahility to treat hedlth
problems with drugs have increased, so have the costs.

The drug needs of senior citizens has been afocus of agreat ded of federal and state policy because
Medicare does not generdly cover prescription drugs.



Datafrom our survey of 60,000 Americans show that it’s not just the ederly who have problems
affording prescription medications. Twelve percent of dl adults age 18 and over reported that they did
not get at least one prescription drug in the previous year due to cost. That's about 23 million
Americans who couldn’t afford to get prescription medications.

And, as you can see from the chart, among adults between the ages of 18 and 64, more than one in four
Medicad beneficiaries and more than one in four uninsured people were unable to afford a prescription
drug.

Now, the findings for the uninsured are no surprise. We ve known for along time that they have the
greatest problems accessing virtudly any type of hedthcare. But the fact that people enrolled in
Medicad have such a hard time getting prescription drugsis very surprising, because dl state Medicad
programs provide prescription drug coverage.

And access to other types of medica care for Medicaid beneficiariesis generally comparable to those
with private insurance coverage. So why do people with Medicaid have such big problems with access
to prescription medications?

One important factor isthat adult Medicaid beneficiaries have lower incomes, are in poorer hedth, and
have higher medica expenses than those who have private insurance, which is basicaly why they
qudified for Medicaid in the first place.

Haf of Medicad beneficiaries between the ages of 18 and 64 have incomes below the poverty leve
and that compares to only 3 percent for those with employer sponsored coverage. Poor and low
income people in generd have more problems affording prescription medications.

And over hdf of Medicaid beneficiariesin this age group have at least one chronic condition, and 30
percent have two or more chronic conditions. This compareswith only 10 percent of those with
employer sponsored coverage who have two or more chronic conditions.

Perhaps one of the most troubling findings in the report is that those with the greatest need for
prescription drugs are having the most problems getting them. Among Medicaid beneficiaries with two
or more chronic conditions, 40 percent reported that they couldn’t afford a prescription medication.
And it is these two factors, low incomes and high prevaence of chronic disease, that largely explains
why people with Medicaid have more problems affording prescription medications compared to those
with employer sponsored coverage.

And in fact, access to prescription drugs would be far worse for Medicaid beneficiaries if they didn’t
have any coverage for prescription drugs.

But, it'simportant to remember that Medicaid is supposed to eliminate or greatly reduce disparitiesin
accessto care. And the program has clearly succeeded in doing that for many other aspects of medical
care.



So why is the program faling short in terms of access to prescription drugs? One important factor is
that efforts to control prescription drug spending in Medicaid appear to be contributing to the problems
that people with Medicaid have in getting prescription drugs.

As Len mentioned, prescription drug spending isincreasing and isamaor driver of Medicaid spending.
So gates understandably are trying to find ways of contralling this spending, in part by controlling use
and influence the way physicians are prescribing medications.

Five types of cost containment methods that states are using are co-pays, limiting the tota nrumber of
prescriptions per month or per year that beneficiaries can receive, requiring prior authorization for
certain drugs, requiring the use of generic brands, and requiring that physicians prove alower cost drug
as ineffective before prescribing amore costly aternative, aso known as step therapy or fail first
requirements.

We looked at these five methods to determine whether they have an affect on access to prescription
drugs for Medicaid beneficiaries. The andys's compares people in sates that have adopted these
policies with people in states that have not adopted these policies.

The anadyss d 0 has extengive controls for other characterigtics of Medicaid beneficiariesincluding
income and hedlth status as well as other county, State and regiond factors. So any effective date
policy on access to prescription drugs cannot be attributed to these other factors.

The results of the andys's show that, individudly, these five cost containment methods did not have
sgnificant affects on access to prescription drugs among Medicaid beneficiaries. However, most Sates
have adopted more than one of these methods. And Medicaid enrollees in states that had adopted
more than one of these methods were much more likely to experience problems affording prescription
medications.

In fact, people in states that had adopted four or five cost containment methods were twice as likely to
report that they couldn’t afford prescription medications compared to those in state with zero or one
method. So, thisindicates that States that adopt severa of these methods are much more aggressive in
trying to control Medicaid prescription drug spending and, in the process, they are aso reducing access
to prescription drugs.

So in other words, any one of these methods may represent only asmal hurdle for Medicaid
beneficiaries; but, erecting severa of these hurdles can create sgnificant barriers to access.

These results should make policy makers pause and consider how they are trying to control spending in
Medicaid. Again, we recognize that the budget pressures states are facing are real and rising
prescription drug costs in Medicaid are a big part of that.



And it'snot just Medicaid, but private hedth insurance plans are dso trying to contain rising prescription
drug costs. But we have to remember that cost containment efforts in genera are likely to have a
greater impact on Medicaid beneficiaries because their poor health and lower incomes make them less
able to absorb any intentiona or unintentiona out- of-pocket expenditures that may arise from greater
restrictions.

In clogng, again, I'd like to reiterate the mgor findings. Affording prescription drugsis a problem for
many American adults, not just the derly. Among non-elderly adults, the uninsured and those enrolled
in Medicaid experienced the greatest problems affording prescription medications. One in four
Medicaid beneficiaries were unable to fill a prescription drug last year, despite the fact that al state and
Medicaid programs have prescription drug coverage. And state efforts to control Medicaid
prescription drug spending appear to be decreasing access to prescription drugs.

Thank you.

MR.LEIGHTON KU: Thanks. I'm Leighton Ku and I'm with the Center on Budget and Policy
Priorities and we' re a non-partisan research and policy analyss group that deds with issues of the low
income Americans.

Len and Peter both did a great job of summarizing the key aspects of the sudy. | want to reiterate one
point that was maybe not as clearly there as | hoped it would be, which is that Medicaid does improve
drug access for low income Americans, that in the study when they controlled for the fact that Medicaid
beneficiaries are poor and often in poor hedth status, that when you gatistically control for that, their
access to drugs looks more comparable to those who have private insurance, and considerably better
than those who uninsured.

So Medicaid is useful and makes adifference. The problem isin many cases, there are ate policies
that make it not as effective as it could be.

And it sworth remembering how big Medicaid isand who'soniit. Right now, there about 47 million
Americans on Medicaid. Thisincludes about 24 million children, 11 million adults, and 12 million aged
and disable people. Included in these ranks are some of the people who have some of the more severe
problemsin the US, including people with AIDS, with cancer, diabetes, serious menta hedth problems
and so on.

So these are people who, in addition to having poor incomes, mostly well below poverty, poor hedlth, in
addition they often have other socid factors that make it hard for them to maneuver in the system the
way that middle class Americans can.

They have problems like limited literacy, poor trangportation, and alot of them are homeless. So some
of the barriers that we erect in private insurance policies that seem like small deals for us, become much
more important in the lives of Medicaid beneficiaries.



Again, they’ve given you a great summary of the study and, you know, pointed out again that states
have serious problems containing their drug costs. And so it's perfectly understandable thet there isthis
tension in, on one hand, trying to contain prescription drug costs because they are a serious problemin
Medicaid and then, a the same time, interacting in the lives of beneficiaries.

Let metak alittle about some of the specific policies that Peter mentioned and then how they work ot.

Some gates limit the number of drugs that Medicaid beneficiaries can have. Soif you'rein Arkansss,
Oklahoma or in Texas, you can't get more than three prescriptions a month. 1f you have a more serious
problem that needs more medications, that’ s dl that Medicaid will cover--that’sit.

A mgjority of states have co-payments that range between 50 cents to $2, sometimes up to $3 per
prescription. Again, that might not sound like very much but, on the other hand, if you are alow income
family who's only making $5,000 a year, then the choice becomes do | get this additional drug versus
do | get dinner that day and other dternatives that make it tough.

Some states have tried to erect policies that are more thoughtful. They say, let’ stry to, where possible,
substitute generic drugs; let’ stry, where possible, to choose less expensive drugs that we think are
effective and that' s why they develop things like prior authorization policies,

These things make some sense and | think they’ re thoughtful responses by statesto try to ded with
these stuations. The problem is that, in many cases, they create adminigtrative complications that cregte
unintended consequences.

So for example, a patient gets a prescription by her doctor. Her doctor does not understand how the
prior authorization works because they’ re dedling with multiple insurers, of which Medicaid is just one.
They go to the pharmaci<t, the pharmacist says, gee, | looked at Medicaid list. You can't have this
drug.

Now, what you and | might do is we can figure out well, gee, let’s get on the phone to the doctor and
get theright drug. Unfortunately, the Medicaid beneficiaries often aren’'t aware of the system, can't use
the system as effectively, so what would seem like asmall problem can become a greater barrier, and
effectively means the patient doesn’t get that prescription.

Now, we' ve mentioned that some of these policies are well intentioned responses by statesto try to
ded with some of their cost problems. And I'd like to think of--essentidly this sudy sendsup ared
light saying that some of these policiesredly do cause serious problems for Medicaid beneficiaries and
we should look for aternatives.

And let me just sort of briefly list three sorts of dternative policies states should congder. Oneis,
particularly the study was finding problems for those who have chronic illnesses. So states ought to
consider, can they set up drug policies that particularly try to consider the fact that people with chronic
hedlth problems have more serious needs.



So, for example, on co- payments they might say we' ll cap the level of co-payments you have to pay
every month or, dternatively, people who have chronic diseases, need more prescriptions--give them
precriptions that last for alonger time period than just one month so that, essentialy, that co-payment
goes longer or so that it'sless of ahasde to get to the pharmacy to fill up the refills.

Another policy issueis, in generd, focus on drug prices, not issues that limit the access to beneficiaries.
Thereislots of dataright now that indicate--Medicaid has afairly complicated system in terms of how
states are supposed to set payment policies that they pay pharmacies and, on the other hand, rebates
that come back from manufacturers for drugs.

The principd isthat Medicaid should pay the best price. Unfortunately, drug manufacturers have often
manipulated these prices and S0, in many cases, there's sudies that show that Medicaid is paying far
more than expected.

For example, HHS s Office of the Inspector Genera just last year published astudy. They looked at
216 pharmaciesin 8 states and they found that Medicaid consstently was paying far more than they
should have been paying for drugs. And if Medicaid had set adightly different formulafor how it was
paying, Medicaid could have saved $1 hillion ayear by paying less for the drugs--same drugs, no
limitations on access, by changing their pricing policies could have saved $1 billion ayesr.

Similarly there are other cases of where drugs or maenufacturers have essentidly fraudulently manipulated
prices. There have been anumber of investigations by State Attorney Generals across the country, by
the Department of Justice and other places.

Just last year, for example, the federd government settled a suit with the manufacturers of Lupron,
which isabreast cancer drug. For this one drug there was a settlement of $875 miillion. Thiswasthe
largest fraud settlement for aclaim of thistypein history. Thisisjust for one drug.

So again, there are things that can be done to bring drug prices down to make it cheaper for the public
to purchase drugs without limiting the access to those drugs.

And the third option isabigger one, which isredizing that there's atemporary fiscd problem that Sates
have right now. States are under serious problems. Congress has brought up the possibility of
temporarily helping out states during this economic downturn.

And one important ingredient is, essentidly speaking, temporarily increasing the amount of money the
federal government paysto help out with Medicaid. This concept was supported by the Nationa
Governors Association, by a number of other organizations, got a vote of 62 Senators lagt--just a
couple of months ago, so it has afairly broad range of support but isn't law now.

Again, thisis atime when we can help the states out so they don't need to be doing things like limiting
access to drugs.



Thanks.

MS. JOAN HENNENBERRY: Good morning. I’d like to thank the Center for the opportunity to
comment and for recelving the brief in advance.

Let mejust start by saying that no one wants to deny access to appropriate and necessary
pharmaceuticalsto Medicaid enrollees. It'sin no one' s best interest to do that. In fact, there is pretty
good evidence that when required medications are under utilized by individuds, which they sometimes
are, it then increases hedlthcare cost in other parts of the system.

So we want people to get the appropriate and necessary medications that they need at the time they
need them, and to manage that benefit in acomprehensive way o it’s coordinated with the other
hedlthcare services that people are receiving.

As Leighton and the study pointed out, there redly are two enormous driving forces that are occurring
right now: agreater reliance on prescription drugs, that's part of our medical care treetment and a very
important part of our medical care trestment for everyone, whether you' re aMedicaid enrollee or not,
and therising cost of that very same treatment.

Medicaid now accounts for 20 percent of state budgets. Those costs are going up, 9, 10, 11 percent
per year. The pharmaceutica benefit portion of Medicaid is going up 18 to 20 percent per year.

So dates have no choice but to aggressively manage this benefit and manage it in away that does not
compromise access to necessary benefits like pharmaceuticals, but to diminate al fraud, abuse, waste,
misuse that they can in that benefit. And that’s redly what you' re seeing happen here.

| did have some methodologica questions about the study, some concerns that I' m sure the researchers
can address.

One question | had--if you look on table one and look at the way that the question was asked to the
population, it asks the question about during the past 12 months was there any time you needed drugs
but didn’t get them because you couldn't afford them?

One question | would have, which is an important policy decison, is whether these individuas were on
actudly Medicad beneficiaries that whole 12 months. And | don’t know of any states--Leighton, you
might know this better than | do--where there is continuous igibility for adults unlessit’s done under a
wavier, but it's not as common asit is among children.

S0, it does make a difference if people were enrolled in Medicaid one month, their income changed,
they’ re not enrolled the next month or the next quarter. Then they’re back on. And that isa problem
when people are in and out of a benefits plan like Medicaid--or an insurance plan like Medicaid.



So access. If you're not continuoudy enrolled and continuoudy covered, that absolutely could have an
impact on access. And | think that’s an important question to ask.

| ds0 had a question about, again, whether dl of these individuds--there are lots of ways to become
eigible for Medicaid. It'savery complicated program. And anumber of states have waivers,
demondiration waivers.

So it wasn't clear to me whether the population surveyed were what we would cal categoricaly igible
for Medicaid or were they eligible because of some sort of waiver that the State hasn't received, which
again meanstherules are different. That'sdl it means.

And to lump everybody together under one umbrella of Medicaid, because one population of benefits
and rulesin Medicaid is not the same as another. So | think it’simportant that we know what those are.

And | have aequd concern on table one, if | understand it correctly. And again, there may be an
explanation for this. But it's Medicaid/other state coverage. Well, | don’t know what that means.
Does that mean a state only program?

Half of the sates in this country have started pharmaceutica benefits programs, primarily for the elderly,
but some aso for the disabled and the uninsured. So if they’re, again, grouped together with people
who arein a categoricaly required Medicaid program, the rules are different in a state only program
than in aMedicaid program. There may be higher co-pays. There may be more restrictive access.

So | just--1, my question isto then say thisis only a Medicaid problem when there may be different
populations being surveyed here | would like addressed.

AsLen said in his quote in the paper, the results are somewhat surprising and I, too, was somewhat
surprised, especialy because of the emphasis on co-pays. Because the co-pay requirementsin
Medicaid have been the same for about 20 years. They’re--for apopulation, especidly in thisincome
group, co-pays are nomind. For most of the people that you're talking abouit in this group, Sate policy
would require probably $1 co-pay per prescription and, in some cases, especidly if ageneric was
subgtituted, no co-pay. And even isthere is a co-pay, pharmacists are not alowed to deny the service
because of an inability to make that co-pay.

So they often time forfeit their co-pay anyway because the clients can't pay. So | think this--it raisesa
question of separating out the impact of something like a co-pay versus some of the other interventions.
And | think that was an important question to ask, and | agreed with Len that it was alittle surprisng.

| think, dl in dl, the sudy and Leighton’s comments redlly suggest the importance of having redly good
management information systems and tracking when you implement new policies like this, whether it'sin
Medicaid, or Medicare, or in a state employee benefits plan, that it's important to know the impact of
what a specific policy is going to have on the people enrolled in that plan.



In recent state experiences in both Mane and Michigan, where they have implemented more aggressive
prior authorization programs and preferred drug ligts, they have actudly seen very significant savingsin
Medicaid without harmful affects to consumers.

Maine last year has saved $15 million in their Medicaid program with no consumer complaints, no
harmful outcomes that have been documented.

All of these programs have options for review, for clients to come back and say | do want adrug that’s
not on the preferred drug lit, or | do want something that--or their clinician wantsto prescribe
something that isn't prior authorized.

And in Michigan, for instance, they’re allowed to get 30 days of that medication while their apped is
being heard. So there are avenues for people to go back and question those policies.

But, it is very important and | would completely agree that, when the policy is put in place, to pay
attention to it, to track the outcome and make sure that it's achieving the results that it was meant to
achieve, and not harmful outcomes.

And it dso--1 think the study suggests the importance of better education to providers about their clients
and what their needs are and better consumer education.

If part of what was happening here with these Medicaid enrollees is that they were being prescribed
brand name drugs, where indeed there was a higher co-pay and there was a generic dternative that
could have been prescribed with no co-pay, then that’s an important education component for the
provider and the consumer and important behavior to take alook at.

Thank you.
MR. NICHOLS: Thanks, Joan.

We certainly want to get to your questions as soon as we can but | thought, given the initid sort of
factud questions Joan raised, we'll let Peter address them and then we' Il turn to your questions.

MR. CUNNINGHAM: Yeah, onthis--on thefirg question Joan had about whether the findings
pertain to people who are on Medicaid dl 12 months, or whether some of what we' re seeing is based
on people who are switching on and off coverage, we looked at it both ways and basically it doesn't

have any impact.

We looked at just those who were on Medicaid the whole previous months, basicdly the reference
period for the question, and the results are basicaly the same--both in terms of the proportion, having
problems, and then the differences we' re seeing by state policy.



In terms of which Medicad digibles are included in the andysis--bascdly it would include dl of them
And again, the analysis of the affects of Medicaid sate policy, we re focusing only on thosein the age
groups between 18 and 64, but it would include dl of those and, you know, basicdly, virtudly al of
these people have prescription drug coverage.

It'sonly certain groups of medically needy in some statesthat are excluded. But if they're, in generd, if
they’re digible for Medicad, they're digible for prescription drug coverage.

And then the same question about the other state coverage. This, again, thisisafarly smdl group. We
include it in there because there s allittle bit, some timesit’ s alittle bit difficult for people to tell whether
they’rein Medicaid or another Sate program. But, if we just look only in people in Medicaid, again, we
oet bascdly the same results.

MR. NICHOLS: Okay, let meturn to your questions now and we' |l certainly take them. Asyou ask
them, | would ask you to identify yourself and your organization before you spesk, okay?

MS. JUNE ROBBINS: June Robbins (sp) from CongressDaily. What accounts for the very low
managed care number? We keep hearing about dl the ederly who are having trouble paying for their
drugs, and it'sthe same as for people with employer coverage.

MR. CUNNINGHAM: Wdl, | think, you have to--thisis not a measure of financia burden or actud
use or actua cogt. Thisisbased on people’s perception and their self assessment of whether they can
afford prescription medications, and we know that that varies based on individua circumstances as well
as the importance or vaue that they attack to prescription medications.

So what we may be seeing with the ederly is that--we know from alot of other research that they have
very high cog, out of pocket cost, for prescription drugs. What we may be seeing for the elderly isthey
have alot of financia burden but they place alot of vaue and importance on prescription drugs and so
they get it anyway, they incur those cogs. So that’s what we think is going on with the elderly.

MR. KU: Wadl | just had acomment, just, | mean, looking at other studies, for example, for Medicare
beneficiaries, with or without drug coverage, some of the studies have shown that Medicare
beneficiarieswho don't have it pay twice as much out of pocket for their drugs but still only purchase
about athird fewer drugs during the year.

Soit'sthe point that Peter ismaking. 1n many cases, they gtill want to go get drugs. They haveto pay a
lot for it, but the matter of fact isthey’ re spending more of their money and they’re getting less.

MS. MARCIA CLEMENT: MarciaClement (), Medicine and Hedth. 'Y ou were saying that
having adminigtrative processes and things in place to track this, and find the impact of these various
things and keep an eye on what’ s going on in the Sates isredly important. But, one of the things that
seems to dways teke a hit is Medicaid administration in terms of economics.



So how likely isit that states have these programs, and how widespread isit that States are ableto redly
track the consequences of what they’ re doing?

MS. HENNENBERRY: Wadll, it varies. | mean--but | do think it's one of the reasons you' re seeing
dates turn to pharmacy benefit managersin the same way they turned to managed care organizationsin
the past to manage the medical benefit.

They’relooking & what a pharmacy benefit manager can offer them in managing this benefit, getting
better prices, managing the rebates, managing access in a postive way, where you have a database and
asysem that can actudly tell you dl of the drugs and dl of the providers that an individud is accessing,
and can help improve qudity and outcome and track what these policy--the impacts of the policy.

So some states are looking at contracting that out. Some are trying to build an in house capacity to do
that.

MR. JOHN REICHARD: John Reichard with Washington HedthBeat. Joan, you mentioned a
couple of gtates that you thought were doing a good job of controlling costs while maintaining good
access. I'm wondering if the rest of the panel would agree with that assessment, in terms of states using
those two specific techniques--1 think it was prior authorization and the preferred list. | mean, isthat a
good way to go?

MR. KU: Wadl | think Joan’s comment and the question just before about what do we know about
how well the states manage these, is very much our point.

And, to be perfectly honest, I’d say that in generd, most states are completely clueless with respect to
how well these programs are working except from the perspective of are they saving money or not, and
that is the key aspect that they monitor.

To be perfectly honest, states are doing these policies because in Medicaid they felt very pressured by
cost pressures and they thought that these were reasonable policies but it is very hard, except for
through use of sudieslikethis, to see are there negative affects for beneficiaries.

And that' s what makes this so important, isthey couldn’'t have figured this out from their administrative
datavery eadly a dl. And, to be perfectly honest, | don't think most of them are looking very hard.

| mean, agood example of where in many cases states have done things--1 think despite research isthe
area of co-payments. We have a decade’ s worth of research that shows that co-payments reduce
utilization, have disproportionate impacts on poor people and can lead to poor health status.

And as Joan mentioned, there is pressure from a number of states who would say we' d like to increase
co-payments and cost sharing for very poor people. And again, | don't think they’ re doing this because
they are heartless people or because they are, you know, have bad intent. | think that they’ re doing it



because of severe budgetary pressures and, in many cases, because they don't see what the negative
affectsare.

So, with respect to the question, are prior authorization and generics useful policies, we--1 get the sense
when | talk to lega services attorney, patron advocates across the country, that there is some variation.
All of them report some problems that are associated with prior authorizations, Situations where patients
don’'t understand what their gpped rights are, when they try to get information from their doctor, from
their insurer, from the state, you know, their HM O, from the state Medicaid agency, they can’t get good
information and they fed trapped and have problems.

How widespread isthis and what is the net affect? | don’t redly know and, again, | think part of the
problemsthat we in generd don’t know-the policies are sensble. On the other hand, there are
safeguards that could be put in that would make them better so that people--s0 that the sort of palicy,
for example, that Joan mentioned in Michigan where, when there is a prior authorization problem the
patient can till get amonth’s worth of drugs during the time period as they're trying to sort of shift over
to the other drug, that’ s a reasonable step.

| don't know how many states have apolicy likethat. My impresson isthat that's not the norm. That,
in many cases with prior authorization, either there is no extra drugs that are given or it'savery short
amount of drugs.

MS. HENNENBERRY: W, having an apped process, | mean, Medicad clients are entitled to
gopeds under lawsfor dl kind of things. So, I--whether they--1"m not sure either about whether they
actualy get amonth’s supply of drugs or not but they are entitled to appeal those decisions.

| would turn to states are always looking for best and promising practices. They like to copy ideas from
one another and not reinvent thewhed. And one of the states they’ ve looked at very closdy isMaine.

And thisis a state where the seniors and the consumers were very supportive of the approach that
Maine took because, number one, it isimportant to save money when you can because that alowsyou
to keep your program going and continue to serve the digible people that are aready digible and not
have to cut back on that digibility.

And one of the reasons that Maine will tell you they have received consumer report and they have not
had complaintsto legd ad is because they dso did very aggressive consumer education. And | think
the concerns that Leighton raised are important ones but, they don’t necessarily mean the policy’s bad.

It means that we as consumers and perhaps even the providers aren’t as well educated about how to
use the system asthey need to be. And it isthe state' s respongbility to provide that consumer
education, make sure people know what they’ re digible for, once they’ re enrolled, whét they’ re entitled
to and what their gpped s processis.

MR. NICHOLS: Peter, did you want to add?



MR. CUNNINGHAM: Yes, I--just to add one thing here, again the study--when we looked at these
five cogt containment methods individudly, they did not have a Sgnificant affect on accessto

prescription drugs. So individualy, they didn’t seem to have much of an affect or not a significant affect
that we could detect.

But it' s when gates introduce severd of these, or even four or five, asthe study showed, that’ swhen
we begin to see these policies having a significant affect on access.

So it's--any one of them may be asmall hurdle that may be managesble, but when they erect lots of
these hurdles, that’ s when access seems to begin to deteriorate.

MR. BROCK HALEN: Brock Haen (sp) with CSl. | just wondered whether as you look &t the
gructure for dedling with the cost of prescription drugs you think legidation is needed on the federa
level or does the current system give the sates the flexibility they need to do what they’ re doing what
they want to do?

MR. KU: | think that federa legidation could be changed to modify some components. | mean, what
happensis there sanationd framework and there' s particularly arebate system that is set into nationd
legidation. | think that could be modified and, in fact, the Adminigtration, the Bush Adminigration
proposed earlier this year to modify that basis of Medicaid and to save about $17 billion over 10 years
and reducing drug prices.

There are smilar sorts of options that could be done at the federd level. States dso have things that
they could do within Sate legidation or State administrative action to attain some of the same results.

Obvioudy, the red problem with thisis that there are very powerful drug manufacturers who are deeply
concerned and worried about this and who fight it tooth and nail.

And so while there are policies that sound reasonable that would save--1 should mention thet these
things not only would save the federd government money, they would aso save the sates roughly
gpeeking an equa amount of money.

They're sensible, they’re good for consumers. B, there are very powerful interests that oppose them.
MR. NICHOLS: Does anyone want to add anything on the need for federd legidation?

MS. HENNENBERRY: Weéll, the governors did endorse the Administration’s proposa to change
the rebate, but please don’t ask me the details of that rebate proposa, because I’ m not a rebate expert
and it skind of complicated.

But, they are supported of the Administration’s proposal.



MR. NICHOLS: Thank you. Thanksfor coming.
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