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EXECUTIVE SUMMARY 

This Slaff report was prepared at the rcquest of Rep. Stephanie Tubbs Jones of Ohio. In 
Mrs. Jones's district, aa in many other con1ircssional districts around the country, older 
Americans. arc incrcuincly concerned about the: hi1h pri~ that they pay for prescription druais. 

C 
Mrs. Jones requested that the minority staff of the Commi~ on Government Reform invcstisate 
thi~ issue. This report is the first ~pon to quantify the extent of prt.scriJ)(ion drug price 
discrimination in Mrs. Joncs's district and its impacts on seniors. 

' ~~ 

1\ 

' 

Numerous srudies have concluded that many older Americans pay hi1h prices for 
prescription drugs and have a difficult time payin& for the drugs they need. This srudy presents 
distw-bing evidence about the cause of these high pric1:S. The findmes indicate that older 

~

cricans and others who pay for their own druas arc charQed far more for their prescriptio. n 
s than are the drug companie,' mosr favored customers. such as large insurance companies, 
th maintenance organizurions, and the federal iiovernment. Tho findinas show thar a sC,!'lior 

zen in Mrs. Jones' istrict i for his o r ' ri tion drugs must pay, on average. 
more than twice as much for the drugs as the drua companies' favorpd customm ~Y 
found that thu is an unusually Iarae pric• differential - m...orc than six times mater JMD the 
average price differential for other conswncr goods. -,. 

lt appears that drug companies are engaged in a form of "discriminatory" pritins that 
vittimizes those who arc least able to afford it. Large ,orporate, GOVenuncnt11I, and institutional 
customers with market power are able to buy their drugs at discowited prices. Drug comparues 
then raist pri~s for sales to seniors and others who pay for drugs themselves to compensare r or 
these discounts to the favored customers. 

Older Americans are having an increasingly difficuh time affording prescription druas. 
By one estimate, more than one in eight older Americans has been fon;cd to choose between 
buying food and buying medicine. Preventing the pharmaceutical inchmry's di,criminatory 
pricing - and thereby rcducina the cost of prescription drugs for seniors and other individuals •· 
will improve the health and financial well-being of millions of older Americans. 

A, Mctllodoloo 

This study investigate, the pricing of the five brand name prescription drup with the 
highe!t sales to the elderly. lt estimates I.be differential between the price charged to the: drug 
companies' most favored customers. such as large insur4Jlce companies, HMOs, and ccnain 
federal government purchasers. and the price ch81Jed to seniors. The results are based on a 
survey of retail prescription drug prices in chain and indc~ndently o~ druc stores in 
Mrs. Joncs' s congressional di5tricr in Ohio. These pric~ arc com~d to the prices paid by the 
drug companies' most favored customers. For comparison purpo&es, the study also estimates the 
diffttential between prices for favored cu.stomers and retail prices for other consumer items. 
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8. Fiqdiou 

The study finds that 

• Older American, pay iaflared prius for tcua•only utd dnag,. For the five drugs 

• 

i nvcstigated in this study, the averaie price differential was 143% (Table 1 ). This means 
that senior citizens and other indlviduals who pay for their own drugs pay more than 
twice as much for these drugs than do the drug companies' most favored customers. In 
dollar terms, senior ci1izcn5 must pay S62.66 to S 106.14 more per pre5'ription for these 
five drugs than favored customers. 

Table l: Avera1e Prices ia Mn. Jon11's Dbtrict for tile five But-Sellioc Dnp for 
Older A .. rica■• Art More Tb.a Twice •• High u Ille Prinl Tllat Dru1 Companies 
Cb .. ·1e Their Moat Favored Customen. 

Prnctipcio■ M11nufacturcr Use Prices for Prices Dlfftrel'till 
o,,., f1voncl For Fer 

Cwstotatl"I Senion S.11ior C111&ns 

hrctat uoaa, 
Zocor Merck Cholesterol $27.00 SI 12.16 316% SIS.26 
Prilowc Affa/Merck Ulcers S.59. \0 Sl2l.72 113% $66., 2 
No1"tsc: Pfizer, Inc. Hi~h Blood Pru.sure U9.71 Sl2l.l1 10$~ $62.66 
Proc:ardia XL Pfizer. lftc. H,wi Problems 56& • .JS S 134 . .Sl 97% $66.11 
Zoloft Pf'12:CT, Inc. ~ ion $125.73 $231.17 8'% $ 106.14 

Anne- Price Dilftte11tial Ul% 

For otber popular drup, tbe price dUTereatial is ev111 biper. This study also 
analyzed a number of other popular drugs used by older Americans. and in some cases 
found even higher price differentials (Table 2). The drug with the hiehcst price 
differential was Synthroid, a commonly used honnone trcatmeDt manufactUred by KJioll 
Phann:auuticaJs. For this drug, the price differenlial for senior citizens in Mrs. Jones' s 
cone~s~ional district was l ,679%. An cquiv,lcnt quantity of th.is dru1 would cost the 
manufacturers' favored customers .only Sl.75. but would cost lhe average senior citizen in 
Mrs. 1oncs' s district over S3 l .OO. For Micronase, a diabeteS uuunen, manufactured by 
Up john. an cquival~t do~e would cost rhe favored customers SI 0.05. while seniors in 
Mrs. Jones ·s disuict are charged an ave~e of S49.69. The price differential w,s 394%. 

,. 
II 
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Table l : Priu Differtntials for Somt Dnap An Mon Tlwa 1~%. 

P""ri19tio11 Mu•tlchlNr llN Prlca ror Ptitts "' 0 utlTtHflli1I 
Dn1 F■nnd fM * C■SIOINN S.aien S.aior, 

~yn111ruia Knoll Ptl3rm~t111inls tlurmoM Tral~ll ll.7j S) Lil 1679% 
Micronase Urjohn l)illb:lc.~ $10.05 $49.69 )94% 

• Price differentiab are far hiptt for dnp dlaa rbcy are for odMr coodJ, This study 
comp,mj drui prices al the retail ltvel to the prices lhat the pharmaceutical industry 
gives its most favored customers, such as luee insurance comJ)lllies, eovernrnent buyers 
with neeotiatine power, and HMOs. Because lhcsc customers typically buy in bulk, 
scmc difference between retail prices and "favored customer" priceJ would be expected. 
The srudy found, however, that the differential was much hisher for prescription druas 
than it was for olhcr consumer item!I. The !ltudy compared th~ price differential for 
prescription drues to thct price diff'acntials on a selection of other consumer items. The 
a"erage price differential for the five prescription drugs was 140%, while the price 
differentiel for other items was only 22%. Compared to manufM:turers of other retail 
items, phamwccutical manufactUreni appear to be engasing in sicnificant price 
discrimination against older Americans and other individual consumers. 

• Pbannaceulica! manufachlren, not dn11 1tort1, appnr to be re1,-1ible for lilt 
dilcrimiaalory p~• tbat older Amtriean1 pay for pntcripcioa dnap. In order to 
determint whether dNg companies or retail pharmacies were responsible for the high 
prescription drug prices paid by seniors in Mrs. Iones' a congressional di.strict, the study 
compared average wholesale prices that pharmacies pay for druiS to the prices at which 
the druas arc sold to consumers. This comparison revealed that the pharmacies in 
Mn. Jones·s district appear to have relatively small markups be1wccn the prices at which 
they buy prescription drugs and lhe prices at which they ,ell them. The rewl prices in 
Mrs. Jones's dislrict arc just 2% above the published national Avenge Wbolesalo Price, 
which represents the manufac1uren • suggemd price to pharmacies. The differential 
between retail prices and a second indicator of pharmacy costs. the Wholesale 
Acquisition Cost, which represents the llveragc price wholesalers ~ctually pay for drugs. 
is only 26%. This indicacts that it is drug company pricing p0ljcies that 1tpP!8f to 
account for uw: inflated prices charged to older Americans and other customers. 

Ill 
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I. THE V\JLNERABILlT\' OF OLDER AMERICANS TO HIGH DRUG PRICES 

This report focuses on a continuing, critical issue f~in& older Americans - the cost of 
their prescription druas. Numerous surveys and studies have concluded that many older 
Americons pay blch costs for prescription drugs and are having a difficuh time ptyins for the 
drugs they need. The ~ost of prescription dru~s is particularly important for older Americans 
because they have more medical problems, and take more prescription dru1:s. than tht averqe 
American. This situation is exacerbated by the fact that the Medicare program, the main source 
of httlth care coverage for the elderly, fails to cover the cost of most prescription druas. 

According to lhc N•tional Institute on Agine, "as a 1roup, older people tend to have more 
Jong-term illnesses - such as lll'thritis, diab.tei;, high blood prcS!UrC, and hcan disease -- than do 
younaer people."' Other chronic diseases which disproportionately affect older Americans 
include depression and ncutodescnerative diseases such¥ Alzheimer's disease, Lou Gchrie's 
disease, and Parkinson's disease. Older Americans spend almost three times u much of thdr 
income (21 %) on health care than those under the age of 65 (8%).1 

The latest swvcy data indicate that 86% of Medicare beneficiaries arc taking presc:riplion 
drugs .. ' Almost 14 million senior citizens, 38¾ of aJl Medi~ bcneficiarie~ use mare man 
$1,000 of prescription drugs annually.~ The average older American uses 11.S prc5Criptions 
annually,s si&nificantJy more than the av~e undcr-65 population.' bis tstimiied ~ lhe - ~ 

1 National Instirute on Aging (NIA), NIA Age Pag~ ( 1997) (online at www.nih.gov/nia/ 
health/pub/medicint.htm). 

1 AARP Public Policy Institute and the Lewin Group. Our of Pocu1 H,alth Sp,ndinf By 
Medicare Beneficiorit.r Age 65 and Older: 1997 Projti:lions (Feb. 1997). 

) Heahh Affain, PrlJcrjp,io~ Drug Cov~ragt, Utili!tltion. and Spending Among 
Medicare BtMficiaries, 237 (Jan./Feb. 1999). 

' National Economic Council, Domestic Policy Council, Distwbint Tr'Ulhs and 
Dangerous Tre"ds: Tht Ft"ts About Mtdi,:art Btnt/iciaries and Prescription Drug Cove,ug, 
(July 22. 1999). 

' Presc,;p1;0,. Drug Coverage, Utilization. and Sp,nding Among M1dicwe Btntficiarit~-. 
l"f)ra note 3, at 237. 

6 Senile Special Committee on Aging, Dtvelopmtnls In Aginr: J 996. 105th Cong., I st 

Scs.s. 121 ( 1997) (S. Rpt. 36). 
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eld~rly in tht Unilcd States, who make up 1 ~% of the population. use ont•lhird of all 
prescription drugs.7 

AlthouQ.h the elderly have the g~atest need for prescr1pcion drugs. they often have the 
moJt inadcqwue ins11rance coverage for the cost of these dru15. With the exception of dru1s 
adminiitered d\lrin1 inpatient hospital stays, Medicare aenerally does not cover prescription 
druiS, According 10 a recent analysis by the National Economic Council. appro1'imately 15% of 
Medicare beneficiaries lack dependable, private-sect.or presc:ripcion drug coveraae.1 

Thirty-five percent of Medi"1C recipients. over 13 million senior citizens, do not have I 
w insurance covcraae for prescription druas.9 In rural areas. the problem is even worse, with 
48% of Medi are recipients lacking any prescription drug coverage. 10 In &ow, Medicare 
beneficiaries pay more than half of thefr drug costs out of their own pockets.11 

Even when seniors have prescription drug coverage. the COYtrqc is often inadcqu.uc. 
The number of firms offering retirees prescription drug covera1e is dcclinin1. from 4~/4 In 1994 
&o 30¾ in 1991. 'J Mcdigap policies are otccn prohibitively expensive, while offering illadcqua\c 

' 
1 senate Special Committee On Agin&, Dfvtlopmtnt$ ;,. Agirig: /99J, 103d Cong., 2d 

' 

Ses$. JS (1994) (S. Rpt. 403). 

• Disru,bing 'frurlu and D4ngtrous Trtnds: Thl Facts Aboul Medicart Be"eficiarics and 
Prescription Dri,g Covtragi, .mpra note 4. 

• Pr,scriprifm Drug Coverage. Utilizarion. tJnd Sptttding .Among Medicart Btrwficiarits, 
supra nolt 3. 

1" Disn,rbing Truths and Dangcroz,s Trends: Tltt f oc,s AbouJ Medicare BtnttficioriH and 
Prescription Drug Coverage, s11pra note 4 (suppltimcnlAl materials). 

11 Health Care Financing Administration, The Charac1l!r;.~1ics and P1rctption.r of tM 
M~di~a,e Population, 107 (1996). 

l l Disturbinz TnJtlu artd Dangero11s Trends: Th, Fact,r Abow Mulicare Btmficiaries 
and frescrtp,;on Drug Cuvtragt. supra not~ 4. 

2 
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coverage. 1> Medicare managed cue pl.ins arc also slwply reducini benefits and coverage.'~ 

The hieh costs of prescription dru~s and the la~k of insuran~ covcraae ca\lie enormous 
hardships for older Amerians. In 1993. I 3% of older Americans surveyed reponcd That they 
were forced lo choolie between buying food and buying medicine. 15 By another estimate. five 
million older Americans are forced to make this diffi~ult choic.e." 

II. AR£ DRUG COMP A.NIES EXPLOITING THI VULNERAIHLITV OF OLDER 
AMERICANS! 

Rep. Stephanie Tubbs Jones of Ohio asked the minority staff of the Committee on 
GovcrMlent Reform to investigate whether pharmaceutical manufactURrs are taking advan~e 
of older Americans throuih price discrimination, and. if so, whether this is pan of the 
explanation for the hiah dru& prices being paid by older Americans in her conp-essional district 
This repon presents the results of this investigation. 

Industry analy~IS have recogniud that price discrimin1tion occurs in the prescription 
drug market. According to a recent Stwiard &. Poor's repon on the pharm~cal industry, 
.. [d)ruamakm have hi:,torically raised prices to private customers to compensate for the 

u Only three of the ten available plans offer any prescription drug covenge, and even 
the best available Mcdigap policy provides only a SJ,000 drug benefit, while still leavin& 
beneficiaries vulnerable to • hi&h deductible and to payina 11 leut half of their 10111 drug costs. 
Moreover, lM cost of these policies inc~ascs with aae. making them even le!s affordable for 
those who need them the most. Less than 10% of the Medicare population obtains prescription 
dro~ coverage from Medi&ap providers. Prescription Drug Covcrare, Urilizatton, and Sp,mding 
Among Mtdicar, Jun,ficiari~-r. s11pra note 3. 

1◄ While some M¢dicare mamaed care plan! may offer optional prescription dfUi 
coveraac, these pl&DJ are dramatically reducing coverage, with nearly 6()t/4 reportina that they 
will cap prescription drug bem:fits btlow S 1,000, and 28¾ reponing dw they will cap benefits 
below SSOO in the year 2000. These maMiicd care plans are also withdrawinc coveraae for over 
400,000 seniors this year, and arc ex~tcd to drop coveraae (or an additional S0.000 next year. 
Overall, only 6% of Medic~ recipients obtain prescription dru& coverage throuah manaaed we 
plans. Disturbtnt Truths and Dangerous Trtndi:: Tht Facts Abo11t Medicare Be11tfic;a,ie,· and 
Prescription Drug Coverage. S'llpra note 4; Prescription Drug Cowrag,, Uti/i%arion. and 
S~'1ding Amnng M•dfcar~ Bt!fftjiciarie.t, supra note 3. 

'' Famili~s USA foundation, Worthless l'romtses: Drug Compani,s K~tp Boosting 
Pricts, 6 (Mar. 199S). 

16 Senatt Special Committee on Agine. A S1a111.f R1port - Acces.siblliry and Affnrdnb;f;ry 
of P,-esc,iption Drugs F<>r 0/dtr Amerlcun.,, 102d Con~ .• 2d Sess. 2 ( 1992) (S. Rpt l 00). 

3 
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di~ounts they 1ir~nt lo managed care cuslomors. This practice is known as 'cost shifting. "'17 

Under this practice. "dl'\Jgs sold 1n wholesale: distribulors and pharmacy chains for the individual 
physician/patient an: marked 11t the higher end of ttk! scalc."'1 

Although industry anaJyses acknowledac tha1 price discrimin~on occurs, they have not 
estimated its desroe or impact. This repon, prepared at Mrs. Joncs's request. is the first attempt 
to quantify the extent t)f priu discrimination and its impact on senior citiiens in the 11th 
Con~ional District in Ohio. 

The study dcsiQn and merhodoJogy uStd to test whether drug companies are 
discriminating again!t older Americans in their pricing are described in part Ill. The results of 
the study are described in pan IV. These results show that dru1 rnanufacturcrs appear to be 
engaged in substantial price discrimination against older Americans and other individuals who 
must pay for their own prescription drugs. The impact of the manufacrurers' pricing policios on 
corporate profits is discussed in pan V. 

Ill. METHODOLOGY 

A. Sskm0n °[ Qruu (0c Jhi• Surycy 

This sW'\'ey is based primarily Ofl a ~lection of the five patented, nongcncric drugs with 
the highest annual sales to old~ Americans in 1997. The list was obtained from tho 
PeMsylvania Pharmaceutical Assistance Conlr.ct for the Elderly (PACE). The PACE proaram 
is the lar,est outpatient prescription drug program for older Americans in the Unitod States for 
which claims data is available, and is used in this study, as well as by jevera} otht:r analysts, as a 
proxy database for prescription drug usage by all older Americans. In 1997, over 250,000 
perSOns were enrolled in the program, which provided over $100 million of assisrance in tillinc 
over 2.8 million prcscriptions.1,. 

B. Dettrndn•tiPJI of Aycra1c Dt:11 Prices for Snion 

ln order t0 determine the prices that senior citi1.cns are paying for prescription druas in 
Mn. Jonc:s' s congressional disnict, the minority staff and the staff of Mrs, Joncs's consrcssional 
office ,onducted II survey of nine dru& s\ores •· includins both ~ndent and chain stores - in 
her district. Mrs. Jon~ reprcscnt.s the 11th Congrcss,onal District in Ohio, which includM the 

11 Herman S~ftlas. Scandard & Poor" s, Heolthrart: Pho,m4ceu1ico/s, Industry Surveys, 
19. 20 (Dec. 18. 1997). 

11 Id. at 19. 

1
ij Pharmaceutical Assisunce Contract for the Elderly (''PACE"), Pennsyl".nia 

Deputment of A~in&, Annual R~po,r 10 ,he Pennsylvania Gtrieral Asstmbly January J • 
December 3 J. I 99 7 (Apr. t 998 ). 

4 
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cities of Cleveland, Cleveland Heights. Shaker Heigh LS. and Brooldyn. The location of the stores 
is :.hown in Appendix D. 

C. Quermin1tiQn of Prices 1,-r Pna1 Comn•D•' Most Favored Custo■era 

Drug pricing is complicated and dru" companies closely euard their pricing strategies. 
for example, drug companies require HM Os to sign confidentiality 3&reemenu before offering 
them pricin11 di.scounts. The best publkly available indicator of the prices drug companies 
charge their most favored cunomen is the prices the companios c;hqe the federal govcmment. 

The federal government pays for prescription dtucs thtouah several different proa,ams. 
One important program is the F.deral Supply Schedule (FSS), which is a price ca1aloeue 
containing goods available for purdwc by federal aecncies. Drug prices on the FSS are 
negotiated by the Depanm,nt of Veterans Affairs (VA) and often approximate the pri~ that the 
drug companies charse their mo.u favored non-federal customers. According to the U.S. General 
Accounting Office. "(u)ndcr GSA procurement regulations, VA contract officers arc required to 
seek an FSS price that n:presems the same discoynt off a drna's Ha price thar the manufacturer 
offerS its most-favored nonfcderal custQIDCT under comparable 1enns and conditions.'l'(!G To 
obtain additiol'IAI price discounts available to the private secror. the VA~ established at le.ut 
two additional qotiated-price procnms: (1) a VA formuluy that operate! similarly to the 
forrnularies established by well-managed HMOs,11 and (2) a Blanket Price Agreement (BPA) 
program, under which the VA commits to purchasing minimum quantities of panicular 
prescription drugs. Yet another pro&rarn through which the fedc:tal government obtains 
pre.scription drugs is section 340(b) of the Public Health Service Act, which entitles four 
aeencies (the VA, thi! Indian Health Service. the Depanment of Defemc, aod the Public Health 
Service) to purchase drugs at a maximum price of 241/o he low the manufactum•s average 
nonfedcral price. 

This analysis uses the lowest price paid by the federal government as a proxy for the 
prices paid by dn.lg companies most favored customcrs.1J All prices were updated in September 
1999 to reflect currenl pricing. 

:o U.S. General Accounting Office. Drug Pricts: Eff,cts o/Op,ning Federal Supply 
Schedul, fer Pharmoctutical.r Art Uncertain 6 (June 1997) (emphasis added). 

:i i for a de1.l.iled description of the Dcpanment of Veterans Affairs Formulary proeram, 
see the National Formulary Content Page. online at www.dppm.med.va.r,ov/ncwsiw 
national.hlm. 

\ 22 For Norvasc, Prilosec, Procardia XL. Zoloft. Micronase, and Synthroid, the Federal 
Supply Schedule pri~c was u.scd as the indicawr of best price. For Zocor the VA 's formu)ary 
price was used as the indicator of best prioe. 

5 
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D. Pttcaninatioo of Prices P1ld by Ph&nwHies 

The SW'VC)' :1150 looked at rwo other pric:i~ indicators: ( l} th~ Averasc: Wholesale, Price 
(AWP) and (2) the Wholesale Acquisition Cost ( WAC). ThMe two pricea provido an indicalor 
of the extent of markups that arc attributable to the pharmacy (in contra.1t to th°" that are due to 
the drug manufacturer). ll1e A WP represents the price that manufacturers suceest that 
wholesalers chaQic re1ail phumacies; the WAC ~pr~~ents the actual average price that 
wholesalers pay to acquire drugs. The typical wholesal~r markup on drucs for sale to pharmacies 
is an additional 2% - 4%." Both A wP and WAC were obtained from the Medispan database and 
were updated in June 1999 to reflect current pricing. 

E. Dc!CDPie•Ci1• or Qo1 Do•••~ 
When comparing pricts, the study used the same criteria (dosase. fonn, and package siz.e) 

used by the GAO in its 1992 report.. Prescripliurr !>r14g.S: Companit!s T.vplcally Char.~t! More in 
the Unittd Srarts Than In Caf'IIJda. For drugs that were not included in the GAO repon, the 
study u.scd the dosage, fonn, and package size common in the years 1994 through 1997, as 
indicated in the I>rug Topics R,d Boot. The dosages, forms.. and packnee sius used in the study 
are shown in Appendix 8 . 

F. '-0mnarilo■ of Pritt Diffcrytiah (pr Other Bc«•il lJcws 

In order to determine whether the differential between the most favored customer prices 
and retail prices for drugs commonly used by older Americans ili unusually lqc, the study 
compared the prescription drug price differentials to price differentials on otMr consumer 
products. To make this comparison, a list of consumer items other thul dru&s available throuah 
the FSS was assembled. FSS prices were then compared with the rcmil prices at which the items 
could be bought at a large national chain.2~ 

IV. DRUC COMPANIES CHARGE OLDER AMERICANS DISCRIMINATORY 
PRICES 

A. QiK[i11i■adop i■ PnlJ Prtct11 

In the case of the fivt drugs with the hiahest sales to seniors. the average price differential 
between the price that would be paid by a senior citizen in Mrs. Jones's congressional district 

lJ Patricia M. Danzon. Pric1 Comf"'ri.rnn.rfur Pht1rma,·eulicals. A R~~'iew of US. and 
Cross-Nalfonal Sludles (April 1999). 

: 4 The items used were paper towels, envelopes, rubber bands, wilet paper, pencils, 
Rolodexes. tape dispensers, wane ba.skets. correction tluid. post-it notes. paper clips, and 
scissors. 

6 



FEB. :. 24FEB. 24. 2000 : 12: 12PM LOUIS STOKES TEL 522 4908 NO. 3554 P. 191 13 

' 

' 

' 

and the price lhat would be paid by the dru~ companies' most favored customers was 143% 
(Table I). The study thus ~howed lha, t~ average price that older Americans and other 
individual consumers in Mrs. Jones·~ district pay for tM$e dru;s is more than double the price 
paid by dk! dnlii comp.mies· favored cusiomcrs, such as large insurance compani~s and HMO,, 

For individual drug,. the price differential was even hi&her. Among the five best selling 
drugs. the highest price difftrcntial wais 3 l 6¾ for Zocor. 11 cholesterol treatment manufactured by 
Mtrck. For other popular druas. the srudy found even greater price differentiills. The drug with 
the highest price differential was Synthroid, a commonly used hormone treatment manufacrured 
by Knoll Pharmaceuticals. For this drug, the price differential for senior citizens in Mrs. Joncs's 
district was more than l .6S0%. An equivalent quantity of this drug would cost the most favored 
customers only S l. 75, but would cost the average senior cititen in Mrs. Jonu's congressional 
district $3 t .13. for Micronasc, a diabetes treatment manufactured by Upjo~ the price 
differential was 394% (Figure l ). Every drug looked at in this study had a large price 
differentia l. Amon~ the five highest selling drugs, th1" {Zocor, Prilos~. and Norvasc) had price 
differefltials lhal exceeded I00o/,. The lowest price diff~ce was still high-- 84%, for Zoloft 

Figurw 1: Older Aftteticlna In M,., Janel'• Dtllrid 
Pay Inflated PrlcesfOf PrtairtpClon c,n,g.. 

,,10.00 - \ 

s100.00 l cf•ored CustOn'llr Phc.e 
a"'1catctSef'llora 

seo.oo 

i lfi0.00 

S.0.00 

$20,00 

$0.00 1---=II 

Synthroid tkfor11110 
Preurtptlvll Q'vf 

locor 

In dollar terms. Zolofi. an antid~pressant. had the hia,hest pri" differential. Senior 
citizens in Mn. Joncs's district must pay over SIOO more for 100 tablets of Zoloft lhan a favored 
customer. The difference bcl:W\!en seniors· prices and prices for favored customers Wti m0te 
than $10.00 for 60 tablets of Zocor and over S60.00 per prescription for eKh of the remaining 
three best selling drugs (Procarclia XL, Norv~. and Priloscc). 
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8. Comeari,01 1"ith Otlttr Cpn1umec Goods 

The study also analyzed whether the larse differentials in prescription drug pricing could 
be attributed to a volume effect. The drug companies' most filyored customers, 5l1Ch as large 
insurance companies and HMOs, rypicillly buy large volumes of druas. Thus, it QOuJd be 
expected I.hat thert would be differences between the prices charged the mo11. favored customers 
and retail prices. The study found, however, that the differentials in prescription drug prices 
were much ,,eater than the differentials in prices for other consumer ,ioods. TM study found 
d\at. in the case of other consumer soods. the avtragc difference between retail prices and the 
prices charged most favored customers, such as larae corporations and institutions, was only 
22¾. The avcr11gt price diff'~tial in the case of prescription druas was more than six times 
laraer than the avorage price differential for other consumer goods (Figure 2). This indicates that 
a volume effect is unlikely to explain the large differential in prescription drua pricing. 

c. 

150% 

I 12A% 

I 1oo,c, 
f 75% 
Q • 50% 
u .. .. 26% 

0% 

foi11n 2: Price Ditferttt1ial1 • Dn,p 
Co1111■o1ty l.Hd ~ Of !Irr A .. ricaas 
Arir Far ltl1Mr lllu Dilflrewtial1 tor 

Ocher COMu11tr ~-

OlletlMm Dug Aices 

Dm1 Co11p1ay Venua Pharmacy ResJ,oulbllilY 

The srudy also souaht t0 determine whether drug companies or retail pharmacits are 
responsible forth!! high prices being paid by older Americans. To do this, the study compared 
the averaac wholesale prices thlt pharmacies pay for dru~ to the prices at which the drugs are 
sold to consumen. This comparison revealed that pharmacies appear to have relatively small 
markups betwetn the prices ac which they buy prescription drugs and the: prices at which they 
sell them. The study fowld that the average retail price for the five best•selling prescription 
dnlgs was just 2% higher than the published Average Wholesale Price, and only 26% above the 
Wholesale Acquillilion Cost (Figure 3 ). This finding indicatc3 that it is druit company pricinii 
policies. not retail markups.. that account for the infla~d prices chargtd to older Americans and 
ocher ind ividual customer! . These findings arc consistent with other expcns who have concluded 
that because of the compcritivc nature of 1hc pharmacy business at the r~il level, there is a 
relatively small profit margin for retail phannacists.1s 

u National Association of Chain DruG Stores, Did You Know . .. (pamphlet) (citing 
financial data assembled by Keller Bnmer & Company. P.C., Certified Public Accountants 

8 



FEB.:. 24F EB. 24. 2000 : 12: 12PM LOU IS STOKES TEL:522 4908 NO. 3554 P. 2111 5 

' 

., 

' 

The st\ldy found few sienificant differences in rc1ait prices betwem pharm~c:ies in 
different parts of Mrs. Joncs·s district Mortuver. allhou&h tMre were variations in prices 
between chain and independent pharmacies. thc:sc differences were in general not systomatic. 

V. 

150% 

12&% 

100% 

75'.4 

60% 

25% 

0% 

Fttu,. 3: Drug Comi,.ni1, Not Alllil 
Pharm1oi11t Are Reaponalble fw High Presnpelon 

Druaeotts 

.. - -·- ·-----

Tocal fll'ce ~,u.e FIii.aii Matlwp fro;n RMail Ml<kup from 
Aye,agewtlGINale WIOIN•ACCIUilliOn 
~ C.t 

DRUG MANUFACTVRER PROFIT ABILITY 

Drue industry pricine strategies have boosted t~ industry·s profitability to extraordinary 
levels. The AMWll profits of the top ten drug companies are over S2S billion.26 MOI'CQver, the 
drug companies make unusually high profits compared to other companies. The averaae 
manufacturer of branded coruumer ~oodg, such as Proctor & Ounble or Colim-Palmolive. has 
an operating profit margin of 10,5¾. Drug manufacturers, however. have an operatina profit 
margin ot21.,./4 •· nearly three times 1reater (Figure 4).1' 

These high profits appear to be direccly linked to the pricioa sntegics observed in this 
study. For uis~<:c, Mcn:.lc., the <:oWltry' s largest pharmaceutical manufacturer. had a 24% 
increase in sales and a 12% lncrei.se in profils in the first quarter of 1999.11 According to 

1995). 

~• Fonune. 1999 Fortune 500 lnduslry Ust {1999) (Online at www.pa1hflndcr.com/ 
fortuneSOO/ind2 l .html), 

17 Paul J. Much, Houlihan Lokey Howard & Zukin, Expert Analysi.r of Proj]rab;t;ry (f eb. 
1998). 

~• AP, Mtrck Sale.\' Jump by 24 Perctnl (April 23. 1999). 
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industry 111alysts, M~rck • s increased profits were due in large part to sales of Zocor. :• Which is 
sold in Mrs. Jones· s district al a price differential of 3 J 6•/4, z~or hself accounts for 13% of 
Merck's revenues.)11 

figure 4: The Ph1nnac.alllic1I lndllllry._ Profit Margins 
Are Luger Thin Tholl for Other Companlea. 

35% r 
30% 

i 25% 

.. 20% 

i 
r 1~. 

i 10% 

D 5% 

0% ~----' 
Brand ..... ~, ~aduds ~-~ 

Pharmaceutical companies have bffn rapidly increasing their prices. These price hikes 
make it even more difficult for uninsured senior citizens to afford prescription drugs. In 1991, 
phannaceuticat prices incr~d by 5.1 %, more than three times higher than the overall inflation 
rate." The price of Synthroid. which is sold in Mrs. Joncs's district at a price differential of 
more than 1,650%, increased 20.4% in 1998.12 

Overall. profits for the major drug manufacturers ercw by over 21 % in 1998, ~mpared to 
5% to I 0% for other companies on the: Standard & Poors lndc:x. The drua mV1ufacturers' profit! 
are o~pected to 1row by up to an additional 25o/e in 1999.11 A~ording to one analyst, "the 
prospects for the phmnaceutical industry are as bright as they've ever been."~ 

!" USA Today. Drugmuhrs I/ave Hea/Jhy Ou11tJ,,k (July 20, 1998), 

,o Mtrck Sal~.,· Jump by ].I Percenr. s11pra note 28. 

" Expreas Scripts, Inc., I 998 Dn,g Trend Report (June 1999). 

n Id 

' 
33 Drwgmaurs Ha\lt Healthy Outlook. .tupra note 29. 

~~ Id 
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Appendix A 

The Five Top Sellin1 Pi tented, Non1eneric Drup for Seniors 
Ranked by 1997 Tt1tal Doll1r Sales 

R,nk Drug M11111ruturer Jadieatioa 

I. PrUoscc Astra/Merck Ulcer 

2. Norvasc Pfizer, Inc. Hiah Blood Pressure 

3. Zocor Merck Cholesterol ~lion 

4. Zoloft Pti7zr, Inc. Depression 

5. Procardia XL Pfizer, Inc. Heart Problems 

Source: Pharmaceutical Assistance Contract for che Elderly (''PACE"), PCM1ylvania 
Department of Aiing, Annual Report 10 tht Pennsylvania Gtnera/ Assembly: January J -
Dt,·tmbtr JJ, J 997 (Apr. 1998). 
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Appendix B 

Information on Prescription Dru1s AQatyud in This Study 

Prim (Dal•nl .,. .. ~ ... ~ Dmei:r F1nrtd w-..iu • .,. ""'rap Annp Prirc 
Pru1 Hd lndktlion C111IO•cr AcqvilhlN Wlialr:t11lt llfl_.l Dlffcrnrial 

form rnct C1114 Pri« rritt CA•tflCt lllrt•• 

Pt'fcew-.f1¥on, 

Cue■« Pri«l 

' loco, Sm1, Cholc,11nul S~7.00 U ti.07 SI06.~ SI ll,l6 Jl6% 
6U llblcll mh1"r 

Prilouc :?Omc, Ulcer SS9. IO SI00.3~ 1119,57 s12s:1t I ll% 
lO cap. 

NOl'll3SC 5 flll, Hip Blood SS0.7t S96.00 $119.17 Stll.37 I~~ 

90lalllm Pr.euun: 

l'tocllrili.- l( l. JOma. Hart S61.JS Sil J.A6 Slll.l7 SIJ ... '3 97% 
100 rah. l'roblctllS 

Zc,lofl some. Dcpreuion su~.1J Slll.H Sll7. tl n.1u, ""' 100,~. 

Avera1e Price Differential 143•/4 

' 
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Price Comparisons For Non .. Prescrtptlon Dra1 Item• 

lr.m FSS Price Retail Diff'trmtial 

Pritt 

Binder Clip, smilll, l box $0.◄9 $0.49 0% 

Ru~ Bands, I lb. S2.57 $2.67 4% 

Toilet Paper. 96 Rolls $44.74 S47.98 7% 

Rolodex. SOO Card Sl3.24 $14.29 8% 

' 
Tape Dispenser Sl.44 Sl.69 17% 

Wastcbuket, Plastic, 13 qt. $2.95 $3.49 18% 

Scis..~rs $10.88 S12.99 19% 

Pencils. #2, 20-pack SJ.OJ St .26 22% 

Piper Towels, 30 Rolls · $22.94 $29.98 31% 

Post-It Notes $2.08 $2.89 39% 

Envelopes. 500. White, 20 lb. $6.45 $9.49 47% 

weight 

Correction Fluid, 18 ml .• dozen. $6.66 59.99 SO% 

Averaae Price Differential 22•/4 

' 
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Appendix D; Preicription Drug Pricing Survey Locations in 
Ohio's l 1th Congressional District 

*""": 
• 

Cleveland Hcipt5 

*44111 

*◄.f l~ • 
Sham Hcigh&s 

I * Pharmacy Locationi I 

Map ctttlcd by Libnlry of Congrcu: Geography and Map Pl~ision 
No,·C111ber 1999 
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