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State Gov'ts Carry A Lot of Rx Costs

» State taxpayers typically fund some portion of pharmacy benefits for
25% or more of the state population.
* Medicaid
State and Local Employee and their dependents
State and Local Retirees (with Medicare Part D)
State Corrections, Local Jails
State and Local Public Health
* State Higher Education employees and student health services

» State tax expenditures for health insurance premiums, healthcare costs
(as applicable, not all states)
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The Perfect Storm for Unlimited Pricing
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Industry Move to Small Population
Treatments

* A specific industry strategy to pursue treatment areas where insurer
cost containment power is reduced, and patient advocacy is high.
Examples

* Rare diseases —25M people/330M total population (rare disease affects <200000 people)
* Cancer-1.7M people

* COPD -16M people

* Lupus—1.5M people

* MS -- 1M people

* Epilepsy —3M people

* Sickle Cell — 1M people

* 4,9M/330M = >15% of population and counting
* Pricing model will generate phenomenal/unaffordable costs
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Example of Trend: Sanofi to Exit
Diabetes and Heart Disease

* “[Sanofi CEO] Hudson said he expects sales of Sanofi’s vaccines
business to grow at mid-to-high single digits. It [the company] will
focus on oncology, hematology, rare disease, neuroloqv, and the
Chinese market, where Sanofi has been strong. It will give top
priority to six experlmental drugs, including two for hemophilia and
single entrants in rare disease, cancer, infection, and multiple
sclerosis.

* That transition will come at a cost. Sanofi was built on Plavix, one
of the best-selling heart drugs ever. It currently sells Lantus, a
long-acting insulin that was the best-selling insulin in the world.
But Sanofi will exit research in diabetes and cardiovascular disease,
finishing studies on a major diabetes medicine it is developing
without plans to bring it to market.” Stat News 12/9/2019

Horvath Health Policy, Innovations in Healthcare Financing Policy



Who Benefits From High Drug Prices?

* Entities that benefit from high prices often oppose policy that reduces
Rx costs
* Manufacturers
* Wholesalers
Research Centers/Universities
Pharmacy Benefit Managers
340B Entities (hospitals and others)
Pharmacies (notably chain pharmacies)
Physician Specialists (depending on the reimbursement formula)
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Who Doesn’t Benefit From High Rx
Prices?

e |nsurers

* High patient out of pocket costs are a symptom of the
problem, not the problem.

e Patients

* Government Health Programs
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Wall Street Pressures to Maintain
Valuation

* Wall Street analysts watch the pharma industry for drug development,

clinical trial results, drug launch pricing, price increases to advise
Investors.

* "The biggest pharmaceutical companies count on multibillion-dollar drugs to
fund their expensive research units and justify high share prices. But now
investors want more, demanding that companies queue up the next crop of top
products before the current generation even hits peak profitability.” (Bloomberg
News 1/11/2019)

* Analysts recently warned investors that Moderna make not make as much

money on CV vaccines as analysts predicted 4 months ago. (Fierce Pharma
9/8/2020)
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How the Industry is Incentivized to Focus
on StOCk P”Ce (and makes company revenue performance so critical)

* Pharma:

* Merck CEO 2018: $21M total compensation
* $1.61M Salary
* $19M stock, pension, perks

* J&RJCEO 2018: $20M total compensation

* $1.6M Salary
* $14M stock and options
* $ 4.4M pension, other benefits, perks

* Many levels of pharma leadership compensated with stock grants

* Similar situations in other industries but there is more pressure on
product price in those industries.
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Covid RxWork Created New Level of
Executive Compensation andsadsehavior

* Litany of pharma execs working on CV1g cashing in on rising stock prices —
without an approved product (NYTimes 7/25/2020)

* Moderna issues data-free, clinical milestone announcements, stock price
soars, execs cash out.

* The most optically challenged action: CMO sold ALL shares & options in the company
over 11 weeks, making $21.4, before the vaccine was submitted for approval.
(STATNews 5/27/2020)

* Kodak execs awarded themselves shares and options immediately preceding
announcement of gov't drug CVi1g and APl manufacturing contract

* Contract not awarded as result.
 Kodak spent $870K lobbying for contract. (Huffington Post 8/20/2020)
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Result of Industry Use of Price and Price
Increases to Meet Wall Street Expectations

BCBS Study shows price drives spending rather than
utilization volume (more prescriptions) for branded pI’OdUCtS

Generic
Brand

BCBS Blue Health Intelligence Report: Rising Cost for Patented Drugs Drive Growth of Pharmaceutical Spending in the US
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Growing Literature on Sales Volume v

Price in Industry Revenues

The Contribution Of New Product Entry Versus Existing Product
Inflation In The Rising Costs Of Drugs Hernandez, Good, Cutler, Gellad

Health Affairs January 2019
Findings:

“The rising costs of generic and specialty drugs were mostly driven by
new product entry, whereas the rising costs of brand-name drugs were
due to existing drug price inflation.”
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Competition Does Not Reduce Prices

Does competition equal lower prices? MS drugs defied cost logic as
challengers swarmed in

by Kyle Blankenship, Fierce Pharma, Aug 29, 2019

"The average price of self-administered disease-modifying therapies for
MS quadrupled between 2006 and 2016 as a rush of competitors flooded
the market, according to a new study published in JAMA Neurology.”


https://www.fiercepharma.com/author/kyle-blankenship

Prices Increases Even Benefit Competitors

High Launch Prices and Price Increases Clear a Price Path for Therapeutic Branded
Competitors

Patented $$% $$$%$ Price  $$$%$% $5555F 2 $555999 $$555955% $$55955%59
Innovator Launch Increase Price Price Price Price Price
Drug Price Increase  Increase Increase Increase Increase

Patented $$59% $$55% $$55$S $5599$5% $$555955% $$55955%
Therapeutic Launch Price Price Price Price Price
Competitor Price Increase  Increase Increase Increase Increase

Generic #1 $55%% $55559% $$
Launch Price Price
Price Increase Decrease

Generics $$ Launch
#2 &3 Price
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Patent Thickets Delay Competition by

D e C a d e S Patents are 20 years in the absence of system abuse

AbbVie
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Source: www.i-mak.org August 2018
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Industry Spending to Thwart Change

* Pharma Lobby Power -2020
* Federal (all companies and trade assn spending) $161.5cM
* State (total all companies and trade assns.) ~$5M

Source: OpenSecrets.org

* Pharma funds disease groups/patient advocacy groups which align with
key industry coverage/payment policy views

* $680M to patient groups in 2018 — by just 6 companies
Source: Fierce Pharma 10/9/2019
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https://www.opensecrets.org/federal-lobbying/industries/summary?id=H4300&year=2020

Patient Treatment Advocacy

* Disease groups do raise money for R&D for bench science and clinical
trials then hand off molecule to pharma for commercialization
* Strong advocates for access/coverage
* No discussion of price until recently

» Example of research-oriented patient groups
 Cystic Fibrosis
* Hemophilia
* Multiple Sclerosis
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| ots of Room for Lower US Prices &
continued R&D

* Top pharma companies spent $56B more on stock buybacks and
dividends than they spent on R&D in last 5 years us House Govt Oversight Comm 7/2021

* Pharma return on investment is $14:1 for cancer drugs (WHO 2018)
* R&D of $7.2B for 10 cancer drugs, revenue of $67B (JAMA g/2017)

* US-based Rx companies earned 176% of their worldwide R&D budget
from just the portion of US prices that are above the prices charged in
other countries (Health Affairs Blog 3/2017)

* Large pharmaceutical manufacturers could absorb an 11% profit
reduction and still have a more effective return on capital compared to
other industries (west Health, 11/2019)
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Rules of Thumb for Market Change

* Price has to be transparent
* On-invoice discounts and prices — minimize rebates

* Lower price/cost must get to the pharmacy counter
* If pharmacy is paying and billing high cost, system cannot really change

* Focus on Affordability, Not Value
 Every drugis valuable, if not invaluable, to the patient for whom it is intended
* Every invaluable drug is not affordable
* Affordable pricing expands access, value-based pricing likely will not.
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What States are Doing

* Transparency
* Rx pricing, PBM business practices, health plan Rx costs/spending
* Industry lawsuits CA and OR

. IF\Q/Ie[\)/i[e\l\/j/)ing state agency Rx procurements and PBM contracting (CA, WI, NM,

. N\s)dicaid sole source contracting and pharmacy benefit budget caps (LA, WA,

* Maximizing access to 340B pricing
* Importation from Canada (VT, FL, CO, ME, NM)
* Generic Manufacturing (CA, WA)

* Prescription Drug Affordability Boards (CO, MD, OR)
* ME, NH, NY have PDABs but these boards are not designed to lower costs statewide
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ThankYou!

Drugs Don’t Work if People Can't
Afford Them

Jane Horvath
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www. horvathhealthpolicy.com
Linkedin.com/in/horvathhealthpolicy
HorvathHealthPolicy@gmail.com

202/465-5836

21


mailto:HorvathHealthPolicy@gmail.com

	How Pharma Gets to Price Like This�
	State Gov’ts  Carry A Lot of Rx Costs
	The Perfect Storm for Unlimited Pricing
	Industry Move to Small Population Treatments  
	Example of Trend: Sanofi to Exit Diabetes and Heart Disease
	�Who Benefits From High Drug Prices?�
	Who Doesn’t Benefit From High Rx Prices?
	Wall Street Pressures to Maintain Valuation
	How the Industry is Incentivized to Focus on Stock Price (and makes company revenue performance so critical) 
	Covid Rx Work Created New Level of Executive Compensation and Bad Behavior? 
	Result of Industry Use of Price and Price Increases to Meet Wall Street Expectations
	Growing Literature on Sales Volume v Price in Industry Revenues
	Competition Does Not Reduce Prices
	Prices Increases Even Benefit Competitors
	Patent Thickets Delay Competition by Decades  Patents are 20 years in the absence of system abuse 
	Industry Spending to Thwart Change
	Patient Treatment Advocacy
	Lots of Room for Lower US Prices & continued R&D 
	Rules of Thumb for Market Change
	What States are Doing
	Slide Number 21

