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March 8, 2022

The Honorable Elizabeth Warren
309 Hart Senate Office Building
United States Senate
Washington, DC 20510

Dear Senator Warren:

The Pharmaceutical Research and Manufacturers of America (PhRMA) is pleased to submit this
response to your March 1, 2022 letter. PhARMA represents the country’s leading innovative
biopharmaceutical research companies, which are devoted to discovering and developing
medicines that enable patients to live longer, healthier, and more productive lives. Since 2000,
PhRMA member companies have invested nearly $1 trillion in the search for new treatments and
cures, including $91.1 billion in 2020." Additionally, America’s biopharmaceutical companies
have successfully researched, developed, and delivered multiple vaccines and therapeutics to
help halt the spread and mitigate the effects of COVID-19. The introduction of COVID-19
vaccines is estimated to have saved more than 275,000 lives and averted up to 1.25 million
hospitalizations in the United States alone."

PhRMA and its members share many of the same goals as you and your colleagues, including
lowering health care costs and endeavoring to make medicines more accessible to all Americans.
We would welcome the opportunity to work together with you to identify solutions that will do
what we can all agree is a priority: lower medicine costs for Americans at the pharmacy counter.
We detail a series of ideas to accomplish this goal in our response and would like to have a
discussion with you about these issues.

The questions in your letter raise competitively sensitive topics and our response is limited by
antitrust laws and PhARMA’s antitrust compliance policy. As a trade association, PhARMA does
not permit any discussion about members’ current and future drug pricing strategies and we are
not privy to proprietary information about individual companies’ business practices. PhARMA
does not have any information about individual company pricing decisions and cannot comment
on individual company pricing decisions or offer insight into those decisions. Our response has
been prepared with these guidelines in mind and in compliance with the antitrust laws.

To have a productive dialogue, there needs to be agreement on the true causes of the
fundamental problem at hand. Unfortunately, your letter refers to the findings of two recent
studies that do not reflect the reality of the prescription drug market. Both analyses rely on
flawed data that focus primarily on wholesale acquisition costs (WAC) or list prices and fail to
account for the many rebates, discounts, and other payments from manufacturers that impact a
manufacturer’s net pricing, which leads to fundamentally misleading conclusions about the



Hon. Elizabeth Warren
March 8, 2022
Page 2 of 7

“cost” of medicines. Manufacturer rebates and other payments have more than doubled since
2012, reaching $187 billion in 2020.™ As a result, the net price of brand medicines was, on
average, 44% lower than the WAC or list price in 2020. "

According to government, pharmacy benefit
manager (PBM), and market analyst data,
medicine prices have been growing in line with
or below the rate of inflation over the past five
years." The most recent data (Figure 1) from the
Bureau of Labor Statistics (BLS) show that
prices for prescription medicines are growing
significantly more slowly than overall inflation
(1.3% vs. 7.5%) and more slowly than health
insurance, hospital services, and physicians’
services."" Importantly, these BLS data do not
account for rebates, discounts and other
manufacturer payments. Data sources that do
account for these factors show that net prices
for brand medicines declined by 2.9%, on
average, in 2020."" These sources also project
that annual net price growth for brand
medicines will be limited to -3% to 0% through
2025V

Other government data indicate that the average
price of medicines has fallen over the past
decade. The Congressional Budget Office
(CBO) recently examined nationwide trends in
medicine prices and found that the average net
price per prescription in Medicare Part D and
Medicaid declined between 2009 and 2018,
even though this period saw the introduction of
many new treatments and cures.™ These
savings are the result of a unique system of cost
containment built into the prescription medicine

Figure 1: Consumer Price Index, 12-month
Percent Change, January 2021-22
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PhRMA analysis of Bureau of Labor Statistics, Consumer Price Index for
All Urban Consumers (CPI-U): U.S. City Average, by detailed expenditure
category, January 2022. https://www.bls.gov/news.release/cpi.t02.htm

lifecycle. Over time, new medicines help to reduce overall health care costs and lead to lower-
cost generics and biosimilars that bring long-term value to patients and the health care system.”
Similar cost containment mechanisms do not exist for other health care services.*

Brand medicines face competition from generic drugs, biosimilars, and other brand medicines,
which payers leverage to further drive down prices.®" For example, less than a year after market
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entry of the first breakthrough treatment for hepatitis C, multiple other products entered the
market, some offering improved cure rates for patients. The resulting competition was so fierce
that the average net daily cost for this class today is nearly 80% lower than the first product’s
launch price.¥ Moreover, hepatitis C is now largely cured in the United States, saving costs
from avoided health care treatments and reducing lost workdays and lost productivity.X In 2019,
only a small number of brand medicines — accounting for less than 1% of Part D spending — did
not yet have a competing brand or generic medicine in their therapeutic class.*¥ Looking forward,
despite the introduction of many new treatments expected to transform patient care, the share of
total health care spending attributable to medicines over the next decade is projected to remain at
14%, exactly the same as today.*"!

Today, more than 50% of spending on brand medicines goes to others in the supply chain, like
insurers and PBMs, government, hospitals and other stakeholders — not the companies that
research, develop and manufacture the novel medicines.*'" In fact, in recent years more of the
increase in spending on brand medicines goes to payers, including insurers and PBMs, than
manufacturers.! Contrary to your letter’s claim that providers have been hurt by rising
prescription costs, medicines represent a significant source of profit for many hospitals that mark
up the cost of medicines to private insurers by 250% or more.* The amount a hospital receives
for administering a medicine often far exceeds the net revenue earned by the manufacturer who
researched and developed it.

These figures demonstrate the true barrier to affordable patient access to life saving medicines —
payer incentives in the current system are misaligned. Government agencies, economists, and
other experts have noted that PBMs may favor medicines with high list prices and larger rebates
to maximize their revenue. According to a recent Senate Finance Committee report, “PBMs
have an incentive for manufacturers to keep list prices high, since the rebates, discounts, and fees
PBMs negotiate are based on a percentage of a drug’s list price—and PBMs retain at least a
portion of what they negotiate.”' Public sources have noted that manufacturer efforts to reduce
list prices have been met with significant headwinds, including letters from PBMs dissuading
such actions and formulary exclusions of lower list priced alternatives. !

We share your concern that, although brand medicine prices and spending are growing more
slowly than inflation, it often does not feel that way for patients because such a large — and
growing — share of the rebates and discounts negotiated with manufacturers is going to
middlemen and not to reduce patient costs. It is health insurers and PBMs, not manufacturers,
that ultimately determine how much patients pay out-of-pocket for their medicines and choose to
distort the purpose of insurance by shifting more and more of the cost of care to the sickest and
most vulnerable patients.

As your letter acknowledges, the result is that half of commercially insured patients’ out-0f-
pocket spending for brand medicines is now based on the undiscounted list price.*!" This has to
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stop. If health insurance companies and middlemen don’t pay the full price for medicines,
patients shouldn’t either.

There are ways to fix this problem. PhARMA has long advocated for requiring PBMs and health
plans to share the savings they receive on medicines directly with patients at the pharmacy
counter.®" However, efforts to share those savings with patients have been met with resistance
and opposition in Congress. In fact, Congress has chosen to delay and is considering
withdrawing regulations that would have helped ensure that the rebates and discounts negotiated
on medicines are used to lower patients’ out-of-pocket costs.

In addition to policies that would ensure patients benefit from rebates and discounts at the
pharmacy counter, Congress should pursue other common-sense reforms to improve patient
access to medicines, including:

e Cover more medicines from day one. Insurers increasingly require patients to pay high
deductibles before their medicines are covered. As a result, patients may ration or never
fill their prescriptions, leading to worse health outcomes and costly hospitalizations.
Policymakers can immediately improve patient access and affordability by requiring that
some medicines, such as those used to treat certain chronic conditions, be covered by all
insurance from day one — without being subject to a deductible.

e Make cost sharing more predictable. High and unpredictable cost sharing is a barrier to
prescription medicine access, especially for patients with chronic, disabling or life-
threatening conditions. Insurers’ increasing use of coinsurance and deductibles can leave
patients with sticker shock at the pharmacy counter. One potential solution is to
encourage the use of fixed-dollar copays instead of coinsurance. Placing a limit on the
maximum amount a patient will be asked to pay for medicines per prescription, per
month and/or annually would also help.

e Make coupons count. Due to high out-of-pocket costs, patients with commercial
insurance are increasingly turning to manufacturer cost-sharing assistance to help them
afford their medicines. In some cases, commercial insurers do not allow the assistance
manufacturers provide to patients to count toward deductibles or a patient’s annual out-
of-pocket limit, meaning patients could be paying thousands more at the pharmacy than
they should be. We need to end this practice so that patients with commercial insurance
get the full benefit of the programs meant to help them afford their medicines.

e Require standardized plans. On the health insurance exchanges, standardized plans
often have lower and more predictable cost sharing for critical items and services than
non-standardized plans and can make health care more accessible and affordable. They
also aid consumer choice by allowing for apples-to-apples comparisons across health
plans. These kinds of plans should be required on health insurance exchanges.
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As we have long said, we want to work with Congress on these ideas and others that will solve
the real problems facing patients — a system that does not work for them and puts the highest
costs on the sickest patients. We need to make insurance work like insurance. We need to make
sure patients are front and center in all of our policy discussions. And we need to ensure that all
patients have access to the medicines they need to survive and thrive.

Sincerely,

LA g Ly

Stephen J. Ubl
President and CEO
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