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PRESCRIPTION DRUG PRICE INFLATION: ARE
PRICES RISING TOO FAST?

TUESDAY, DECEMBER 8, 2009

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON HEALTH,
COMMITTEE ON ENERGY AND COMMERCE,
Washington, DC.

The subcommittee met, pursuant to call, at 9:39 a.m., in Room
2123, Rayburn House Office Building, Hon. Frank Pallone, Jr.,
[chairman of the subcommittee] presiding.

Present: Representatives Pallone, Dingell, Eshoo, Green, Capps,
Schakowsky, Matheson, Harman, Barrow, Christensen, Castor,
Sarbanes, Space, Sutton, Waxman (ex officio), Deal, Shimkus,
Buyer, Pitts, Murphy of Pennsylvania, Burgess, and Gingrey.

Also Present: Representative Welch.

Staff Present: Brian Cohen, Senior Investigator and Policy Advi-
sor; Jack Ebeler, Senior Advisor on Health Policy; Karen Lightfoot,
Communications Director and Senior Policy Advisor; Earley Green,
Chief Clerk; Bruce Wolpe, Senior Advisor; Bobby Clark, Policy Ad-
visor; Virgil Miller, Professional Staff; Jeff Wease, Deputy Informa-
tion Officer; Erika Smith, Professional Staff; Katie Campbell, Pro-
fessional Staff; Sharon Davis, Chief Legislative Clerk; Allison Lorr,
Special Assistant; Lindsay Vidal, Press Assistant; Elizabeth Letter,
Special Assistant; Mitchell Smiley, Special Assistant; Justine
Italiano, Staff Assistant; Matt Eisenberg, Staff Assistant; Ryan
Long, Minority Chief Health Counsel; Clay Alspach, Minority
Counsel; Brandon Clark, Minority Professional Staff; Melissa Bart-
lett, Minority Counsel; and Chad Grant, Minority Legislative Ana-
lyst.

OPENING STATEMENT OF HON. FRANK PALLONE, JR., A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF NEW JER-
SEY

Mr. PALLONE. The meeting of the subcommittee is called to
order. And today we are having a hearing on “Prescription Drug
Price Inflation: Are Drug Prices Rising Too Fast?” And I will first
recognize myself for an opening statement.

Every day in America, a life is saved, an illness is averted, or the
effects of a disabling condition are mitigated thanks to the innova-
tive medicines produced by the pharmaceutical industry.

And T also think that it is important to mention the constructive
role that the pharmaceutical industry and individual companies
have played over the past few years amid various health care de-
bates. The industry was an early and active proponent for the re-
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authorization and strengthening of SCHIP, which we were finally
able to achieve earlier this year. In addition, I want to recognize
their efforts to ensure comprehensive health reform is enacted this
year. While I know that we all have not seen eye to eye on every
issue, I appreciate the fact that the industry acknowledged very
early on that they have a stake in making sure health-care reform
succeeds and they are willing to make a contribution towards pay-
ing for it.

Unfortunately, for all the good the pharmaceutical and biotech
industry do, it is often overlooked or eclipsed by reports of behavior
designed to maximize profits at the expense of individual patients,
employers, and American taxpayers.

Indeed, according to a 2008 public opinion poll conducted by the
Kaiser Family Foundation, negative views of the pharmaceutical
industry appear to be driven by perceptions about the cost of pre-
scription drugs and pharmaceutical company profits. The Kaiser
poll shows that seven in 10 adults say pharmaceutical companies
are too focused on profits and not enough on helping people. And
nearly eight in 10, 79 percent, believe that high profits are a major
factor in the price of prescription drugs, and the same proportion
feels that drug prices are unreasonable.

The poll further suggests that these opinions about prescription
drug prices are driven by people’s real-life struggles paying for
drugs. Four in 10 adults report some serious problem paying for
medication, either that it is a serious problem for their family to
pay for drugs they need or not filling a prescription or skipping
doses because of cost.

And new evidence suggests that prescription drug prices are in-
creasing rapidly. Most recently, the New York Times reported on
November 15th that drug prices had increased by approximately 9
percent over the last year. And, by at least one analysis, it is the
highest annual rate of inflation for drug prices since 1992.

At the same time, general inflation, as measured by the Con-
sumer Price Index, has fallen over the past year, which means
that, while people are paying less for other types of goods and serv-
ices, they are paying more for brand-name prescription drugs at a
time when they are least able to afford to do so. And, as you know,
millions of Americans are out of work, millions are losing their
homes, millions are without health care coverage. So it should
come as little surprise that Members of Congress would be alarmed
about the idea of drug companies raising prices at a time when so
many of our constituents are already unable to afford the medical
care they need.

Now, some researchers, including Dr. Schondelmeyer, who we
are going to hear from today, has suggested there is a link between
spikes in prescription drug prices and when there is legislation
pending that impacts the pharmaceutical industry’s bottom line,
such as the various health-care reform bills currently moving
through Congress.

I know that the pharmaceutical industry disagrees with this
claim and has suggested that any increases in drug prices are a re-
sult of investments in research and developments that are nec-
essary to keep new and innovative drugs moving through the pipe-
line. And I would be unfair if I didn’t point out the industry—you
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know, that this is not, you know—how should I say it—one broad
stroke. I mean, there are companies that are increasing prices, and
there are others that are not. But, according to Dr.
Schondelmeyer’s research, some drugs saw no increase, some in-
creases were below the average, but other drug prices increased by
almost 20 percent, such as Flomax, which appears excessive, in my
opinion.

Furthermore, these surveys on drug prices are unable to account
for discounts and rebates provided by manufacturers to wholesalers
or purchasers. Hence, there is a level of uncertainty that is inher-
ent in these numbers, and that is why we are basically supportive
of better price transparency. And when it comes to prescription
drugs, I think that that is something that we really need, more
transparency. And I have been advocating that for a long time.

I think that better reporting and more transparency will help us
make sure that drug prices are not rising arbitrarily or to maxi-
mize profits and that every American has access to affordable pre-
scription drugs. And that is a goal that we all share.

So we are here today to try to get to the bottom of this latest
price increase. And we obviously have people that will be talking
about some of the reports that have come out, and also from the
industry. And so I want to thank our panel of witnesses in advance
for being here today.

I do have to mention, though, that I know there is some issue
with regard to Dr. Schondelmeyer because we just received his tes-
timony this morning at 9:30. And I am very upset by that because
the rules actually provide that we have to have the testimony much
sooner. I think it is 2 days’ notice. When we get it at the last
minute—you know, it literally is the last minute—I know there are
some Members here that are going to suggest that he shouldn’t tes-
tify at all.

I was sort of inclined initially to say that, as well, because I
haven’t had anybody that submitted their testimony so late. But I
would ask—I guess it is my prerogative to make the decision, and
I am going to ask him to speak this morning, only because a lot
of this hearing came about because of his initial survey. And I
think if we don’t have the opportunity to hear from him, the panel
and the hearing this morning won’t be as productive.

But I don’t want to sound like a teacher chastising a student or
something, but it is a problem when we get the testimony this late.

Mr. SHIMKUS. Would the chairman yield for 1 second?

Mr. PALLONE. Yes.

Mr. SHIMKUS. Just trying to understand the historical aspect of
this, did this happen last year with another health care briefing
from Dr. Schondelmeyer, where we didn’t get the briefing but all
we got was a PowerPoint?

Mr. PALLONE. You know, I am not sure. I know that—Ilook, let’s
be honest—and I don’t want to get into an argument with anybody,
because I agree with you. Unfortunately, we are getting testimony
late. Like, I know that one of your witnesses, I think we got it yes-
terday, which, you know, is not as bad as getting it at the last
minute. But it is getting to be a pattern that, you know, we are
getting some of this testimony a day earlier rather than 2 days.
And so I think we need to be a little more—I don’t know what the
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word is—tough on the witnesses and remind them that we need it,
you know, 48 hours in advance.

Mr. SHIMKUS. If the chairman would yield just for 1 more second.

Mr. PALLONE. Sure.

Mr. SHIMKUS. It is my understanding that last year in the Gov-
ernment Reform Committee the same thing happened.

Mr. PALLONE. I am just told he hasn’t testified before.

Mr. SHIMKUS. And so my issue is, it is a pattern now. It is not
a one-time mistake.

Mr. PALLONE. Well, not in his case.

Mr. SHIMKUS. I am just making a point that it might be a pat-
tern, and we ought to be a little bit more

Mr. PALLONE. Well, he has not testified before so I don’t want to
say that it is a pattern on his behalf.

But I do want to mention that it is important for both Democrat
and Republican witnesses to try to get the testimony in, not just
even 24, but 48 hours. The rules provide for the 48.

But, anyway, let me yield to our ranking member, Mr. Deal.

OPENING STATEMENT OF HON. NATHAN DEAL, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF GEORGIA

Mr. DEAL. Thank you, Chairman Pallone. Thank you for holding
this hearing on the cost of prescription drugs.

If the subcommittee is intent on addressing the high cost of phar-
maceuticals, I believe that approval of the follow-on biologic legisla-
tion, which fairly balances consumer access with strong incentives
to innovate, is essential to achieving this goal.

In 2007, global sales of these drugs reached $75 billion. Current
estimates suggest that half of all drugs, both small- and large-mol-
ecule-based, will be biopharmaceutical’s best year, while statistics
further indicate that spending on biologic drugs is expected to grow
20 percent annually.

It is very disappointing that this committee, during markup of
health reform legislation earlier, fell short on its commitment to
achieve this goal. Unfortunately, provisions which aim to truly en-
courage competition, reduce cost, and, most importantly, increase
access to critical drugs that currently fall out of the reach of count-
less Americans every day were not included as a part of the bill,
as Chairman Waxman and I both tried to get done.

Instead of government price controls, which have a proven track
record of declining research-and-development spending among
those nations who have adopted it, appropriate incentives which
spur research and development and enhance access to cutting-edge
drugs is essential. As we all know, incentives to invest in R&D
projects are highly dependent upon legislation this Congress puts
into place. We must ensure appropriate provisions are put in place
which continue to promote world-class pharmaceutical research
and development in the fight for new cures here at home and
abroad while ensuring continued access to these drugs by the
American people. It is, indeed, a delicate balance.

I also look forward to AARP’s testimony and appreciate the op-
portunity to discuss their decision to support H.R. 3962, particu-
larly in light of significant cuts which are prescribed by the legisla-
tion within the Medicare program. I look forward to learning more
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about the reasons that led them to endorse this health care bill,
which, as Chairman Waxman and I would probably say, did not
embrace some of the cost savings in the pharmaceutical area that
perhaps it should have included.

Again, thank you, Chairman Pallone, for holding the hearing
today. I yield back my time.

Mr. PALLONE. Thank you, Mr. Deal.

Chairman Waxman.

OPENING STATEMENT OF HON. HENRY A. WAXMAN, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Mr. WAXMAN. Thank you, Mr. Chairman, for holding this hear-
ing.

This is an important hearing. We are in the process of reforming
health care, and one of our goals in doing so should be to hold
down costs.

Well, our economy is in a slump. The Consumer Price Index has
actually gone down. Yet, for pharmaceutical prices in the last year,
there has been a 9 percent increase. I must say that, when it comes
to prescription drugs and the drug industry, nothing surprises me
anymore, but increases of this magnitude is really pretty shocking.

Our Nation sees that when drug prices are raised by 9 percent
or more over a year, that increases the out-of-pocket cost for drugs,
it drives up insurance premiums, it increases the cost of the Medi-
care D program, means more and more citizens—some with insur-
ance, some without—are forced to go without the drugs they need
to remain healthy.

And reports indicate that this problem is getting worse, not bet-
ter. The drug price increases over the last year are the biggest we
have seen in a very, very long time. It is hard to escape the conclu-
sion that the industry is positioning itself—positioning its pricing
for enactment of the new health reform legislation. They were met
with great acclaim when they announced with the White House
and the Senate that they were going to take an 80-percent reduc-
tion in their profits over the next 10 years, $80 billion. Well, a 9
percent increase in prices over this last year comes to $20 billion
that they are getting in just 1 year. So let us keep this in perspec-
tive.

When Americans hear about these soaring drug prices, they are
absolutely right to demand to know what Congress is doing about
it. In the House, led by members of our committee, we are trying
to tackle this problem. Last month, the House passed historic
health-care reform legislation, and I am confident the Senate is
going to follow our example in a very short period of time.

In our legislation, we provided that health insurance, including
drug coverage for 36 million citizens who would be otherwise with-
out it, and we closed the Part D donut hole, meaning that seniors
would no longer have to stop taking drugs when their coverage
runs out. What we did in the pharmaceutical area is that these
companies will not just get a blank check as we form our health
care system. We tried to strike an important balance that put con-
sumers and taxpayers first.
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We require the drug industry to provide additional discounts for
the Medicaid program. We end the multi-billion-dollar windfall
that the industry received when dual-eligible enrollees were
switched from Medicaid to Medicare Part D drug coverage. We are
requiring that discounts be provided when the government pays for
low-income people to get health care coverage.

The House bill uses this money that would otherwise go to the
drug companies to help millions of Americans afford health care
coverage and to close the Part D donut hole. That is a good policy
outcome. It is good for America, and it is the right prescription for
PhRMA.

The drug industry made over $50 billion in profits in 2008—$50
billion in profits. Some of that went to increase their research and
development. Most of it—or let’s put it this way—more of it went
to marketing drugs than into R&D.

So when we look at a drug price increase of 9 percent over the
last year, it is the highest increase in recent memory. And as we
try to climb out of our massive recession, as more and more Ameri-
cans struggle with the loss of health care coverage and high insur-
ance costs, everyone has to pay more costs for drugs. This is not
right. We can’t afford it.

The drug companies are playing a shell game when they tell us
they are going to take reductions in government expenditure, yet
they are going to get millions of new customers paying for drugs,
and yet what we see is, at the same time, they are increasing their
drug prices at a record rate. I hope this hearing will help us inform
the people who are working on health care reform so that we don’t
let them get away with this blank check.

Thank you, Mr. Chairman.

[The prepared statement of Mr. Waxman follows:]
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Chairman Henry A. Waxman
Opening Statement
Hearing on “Prescription Drug Price Inflation:
Are Prices Rising Too Fast?”
December 8, 2009
I thank Chairman Pallone for holding this hearing, and

look forward to hearing from our witnesses.

I’ve been working on health and drug-related issues
for 35 years. I helped pass the Waxman-Hatch generic
drug legislation and have now been involved for years in

oversight work on Medicare Part D.

I’d like to think that when it comes to prescription

drugs and the drug industry, nothing surprises me anymore.

But the recent increases in prescription drug prices

shocked everyone.
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Our nation is trying to recover from the largest
economic downturn since the Great Depression. The
Consumer Price Index has actually dropped over the last
year. Social Security checks will remain stagnant.
Millions of Americans have lost their jobs and their health

insurance.

Yet the brand-name prescription drug industry raised

prices by more than 9% over the last year.

These price increases ripple through our health care
system with devastating implications. They increase out of
pocket costs for drugs and drive up insurance premiums.
They increase the cost of the Medicare Part D program.
And they mean that more and more citizens — some with
insurance, some without — are forced to go without the

drugs they need to remain healthy.
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And reports indicate that this problem may be getting
worse, not better. The drug price increases over the last
year are the biggest in years. This past weekend, the New
York Times reported that Allos, the manufacturer of a new
cancer drug called Folotyn, will be selling this drug for
$30,000 a month. $30,000 per month. And the drug hasn’t
even been shown to increase the life expectancy of those

who take it.

It is hard to escape the conclusion that the industry is
positioning the pricing of its products for enactment of the

new health reform legislation.

When Americans hear about these soaring drug prices,
they are absolutely right to demand to know what Congress

is doing about it.

In the House, led by members of our Committee, we
are trying to tackle this problem. Last month, the House
passed historic health care reform legislation, and T am

confident that the Senate will soon follow.
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The House legislation provides health insurance,
including drug coverage, for 36 million citizens who would
otherwise be without it. And it closes the Part D donut
hole, meaning that seniors will no longer have to stop

taking drugs when their coverage runs out.

These changes will mean billions of dollars in new
market opportunities for pharmaceutical manufacturers.
That’s appropriate. We need a profitable brand-name drug
industry in this country. The industry’s scientific
breakthroughs improve healthcare and quality of life for

millions.

But we cannot write the pharmaceutical industry a

blank check as we reform the health care system.
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The House health care reform bill strikes an important
balance that puts consumers and taxpayers first. In return
for the billions of dollars in new market opportunities, we
require that the drug industry provide additional discounts
for the Medicaid program. And we end the multi-billion
dollar windfall that the industry received when dual eligible
enrollees were switched from Medicaid to Medicare Part D

drug coverage.

The House bill uses the money raised from these
industry concessions to help millions of Americans afford
health care coverage and to close the Part D donut hole.
This is a policy outcome that is good for America and the

right prescription for PhRMA.
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To date, the Senate has so far not gone as far as the
House with their drug related provisions. When we do sit
down with the Senate, I think the pharmaceutical industry’s
recent price increases will be exhibit A on why we need
new provisions to protect taxpayers, Part D enrollees, and
others with and without insurance from exorbitant

prescription drug costs.

Thank you Mr. Chairman.
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Mr. PALLONE. Thank you, Chairman Waxman.
The gentleman from Illinois, Mr. Shimkus.

OPENING STATEMENT OF HON. JOHN SHIMKUS, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF ILLINOIS

Mr. SHIMKUS. Thank you, Mr. Chairman.

And I do appreciate the chairman of the full committee’s letter
requesting a CBO analysis. I just wish we had that in hand prior
to having this hearing, which bespeaks of the timing of this hear-
ing for the purposes of whatever the majority wants to deem with-
out having a proper analysis.

Having said that, Medicare D has been one of the most success-
ful Federal health care programs. Originally scored in first-year
costs at $49 billion; it came in at $41 billion. Overall, since its in-
ception, it is 40 percent under projected cost. Seniors have more
choices.

And it is a distinct difference in the direction that we are head-
ing in 3962, where Medicare D incentivizes private insurers to pro-
vide access to prescription drugs so people can choose, and you let
the market work, which is just the opposite of what we plan to do
when we eventually move to a government takeover of health care
in 3962.

Every health care hearing that we are going to have is going to
be, as the chairman of the full committee says, in the parameters
of the health care bill that is moving through both chambers. And
rightly it should be. So there will be a lot of great questions be-
cause of the calling of this hearing, and we look forward to dis-
cussing those.

Let me end on just talking about comments made last week
which was disparaged but has been proved correct by a paper
called The Californian. Last week we had the breast cancer deci-
sion from 40 to 49. And a lot of us said, this will start the road
down to the government making determinations based upon cost.
And the headline here, “State Ends Subsidy for Mammograms to
Low-Income Women Under 50.” And they also say, “The State’s de-
cision, announced December 1st and effective January 1st, follows
a controversial Federal recommendation last month that mammo-
grams before the age of 50 are generally not needed. However, the
private health care system has rejected the Federal task force rec-
ommendations.”

So here you have the public health agency say, we are going to
accept these to save costs; the private insurers are going to keep
them, which is an incentive for us to stop disparaging private in-
surance and really be concerned about government-run.

Here is what Dr. Klausen says. “What makes me really worried
is that the California Department of Public Health wants to save
money by taking away a cancer detection program,” Klausen said.
“That discriminates against a gender, also discriminates against an
income level, and it also discriminates against how community clin-
ics can practice medicine.”

That is the road we are heading. I reject this path. It will be
harmful to public health. And we will get a chance to ask questions
of those people who are in the room, the closed-door meetings with
the White House and other leaderships, on their role in H.R. 3962.
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And I yield back my time.
Mr. PALLONE. The gentlewoman from California, Ms. Eshoo.

OPENING STATEMENT OF HON. ANNA G. ESHOO, A REP-
RESENTATIVE IN CONGRESS FROM THE STATE OF CALI-
FORNIA

Ms. EsHOO. Thank you, Mr. Chairman, for holding this very im-
portant and timely hearing today.

Like most of my colleagues, I, too, am very concerned to see re-
ports of artificially increased drug prices on the heels of a promise
made by the drug manufacturers to decrease prices for consumers.

Last month, the AARP released a study which found brand-name
drugs increased by 9.3 percent, the highest drug inflation since
2002. Just a few months earlier, a much-touted announcement by
the White House and PhRMA promised $80 billion in savings on
drug costs, most notably to help seniors who are struggling to pay
for medications in the donut hole.

At a time when everyone in the health care industry is being
asked to put something on the table to contribute something to the
reform effort, the drug companies were some of the most vocal in
touting the, quote, “sacrifice” they were making for the cause of
health-care reform.

Last April, IMS predicted that drug sales might actually go
down. But IMS Health, a consulting firm paid for by the drug com-
panies to advise them, reported a significant increase in prices.

I certainly understand the need to couple profits with innovation
in order to promote science and encourage new therapies and treat-
ments. I think that that is essential, not only to advance what we
want to advance but that we retain an American position where we
are first in the world, because our people benefit from it. But, as
I understand it, the House PhRMA agreement called for reduced
drug costs to support comprehensive health-care reform and not
discounts from jacked-up prices.

I know that we are going to be hearing from PhRMA, who I un-
derstand will testify that reports of rapidly increasing drug prices
are false and that the increase was based solely on the listed price
of drugs, not the discounted prices most Americans or the govern-
ment pay. I am eager to hear their explanation and be able to re-
port these explanations back to my constituents, if they are worthy
of being reported, if they really hold something.

I am also eager to hear from AARP, which fueled much of the
drug pricing debate with their recently released report. As both an
interest group for seniors and an insurance company, their report
may have different implications.

I would just like to add, too, that the gentleman from Georgia
made some comments about biologics. And I know that he is not
pleased with the outcome of what is in the bill. I do believe very,
very firmly that by treating biologics in a new way, bringing them
into biosimilars, that this will make biologics—move them into
generics. And, thereby, more and more Americans will be able to
not only afford them, but that that pathway is a very robust one,
a smart way to go.

I don’t want to lose this to other countries. I think that America
is in a position today where it can ill-afford that. And, most frank-
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ly, we have two major biologics companies today. We have to do
this the right way so that this can reach patients. And it really rep-
resents, I think, the most hope in medicine. Because, as good as
pharmaceutical drugs may be, they only treat symptoms, they don’t
go to the cause of a disease. So biologics are really where the most
hope lies.

So I thank you again, Mr. Chairman, for holding this hearing. I
look forward to the testimony, the important testimony of the wit-
nesses. And I yield back.

[The prepared statement of Ms. Eshoo follows:]
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Statement of the Honorable Anna G. Eshoo
House Committee on Energy and Commerce, Subcommittee on Health
Hearing on “Prescription Drug Price Inflation: Are Prices Rising Too Fast?”
December 8, 2009

Thank you, Mr. Chairman, for holding this timely and important hearing today. Like
most of my colleagues, I'm very concerned to see reports of artificially increased drug
prices on the heels of a promise made by drug manufacturers to decrease prices for
consumers. This has a very real impact on my constituents daily, as well as seniors and
others across our country.

Last month AARP released a study which found brand name drug prices increased by
9.3%, the highest drug inflation rate since 2002. Just a few months earlier, a much touted
announcement by the White House and PARMA, promised $80 billion in savings on drug
costs, most notably to help seniors who are struggling to pay for medications in the
“donut hole.” At a time when everyone in the healthcare industry is being asked to
contribute to the reform effort, it can be said that the drug companies were some of the
most vocal in touting the “sacrifice” they were making to the cause of health reform.

But last month, IMS Health, a consulting firm paid by the drug companies to advise
them, predicted that drug sales might actually go down, but IMS actually reported a
significant increase in prices. In fact, IMS made an unusual change in the middle of its
forecasting cycle, saying it now believed that U.S. sales would grow 4.5% in 2009—or
$21 billion more than expected six months earlier.

I understand the need to couple profits with innovation in order to promote science and
encourage new therapies and treatments. But as I understand it, the House-PhRMA
agreement called for reduced drug costs to support comprehensive healthcare reform, not
for phony discounts from jacked-up prices.

We will hear from PhRMA, who I understand will testify that reports of rapidly
increasing drug prices are false and the increase was based solely on the listed prices of
drugs, not the discounted prices most Americans, or the government, pay. I'm eager to
hear their explanation.

I’'m also eager to hear from AARP, which fueled much of the drug-pricing debate with
their recently released report. As both an interest group for seniors and an insurance
company, their report may have many different implications.
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Mr. PALLONE. I thank the gentlewoman.
The gentleman from Indiana, Mr. Buyer.

OPENING STATEMENT OF HON. STEVE BUYER, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF INDIANA

Mr. BUYER. I thank the chairman for the hearing today.

And I don’t mind receiving input from anyone, at this point, be-
cause there is such great uncertainty out there, especially regard-
ing your very aggressive health agenda. And it is an agenda that
I think is on the verge to hurt the industry and which we are going
to discuss here today, and there, in turn, hurting the health of
America and to the world.

I think it is important to look at what we know about drug prices
and their relationship with regulations, such as price controls,
which are supported by the majority. It is what is included in their
health reform legislation that was passed by the House and is
being debated by the Senate.

What we ought to be doing is we ought to be looking at the effect
of price controls. And we can look at the model that is by European
countries between 1986 and 2004. During this time, these countries
strengthened their price controls, and the controls had a dev-
astating impact upon research-and-development spending. And all
of that investment then began to shift to America.

Before the strident price controls were implemented in the mid-
1980s, spending in Europe for research and development of the
new life-saving drugs exceeded that of the United States by 24 per-
cent. By 2004, spending in Europe on research and development of
drugs trailed the United States by 15 percent. So what did this
dramatic decline in research-and-development investment in Eu-
rope amount to? Well, they have 50 fewer new drugs approved in
Europe and about 1,700 fewer scientists employed in Europe.

Europe’s pharmaceutical industry research and development
grew at merely one-half of the rate of that here in the United
States. As economists John Vernon and Joseph Golec found, quote,
“Whereas European Union firms introduced about twice as many
new medicines as U.S. firms between 1987 and 1991, they intro-
duced about 20 percent fewer than U.S. firms between 2000 and
2004.”

So here we sit, with potential price controls that will be similar
to Europe. I think America ought to pause—actually, I think Amer-
ica ought to wake up. Because there is a wave of socialism that is
truly coming to the shores of America. And we better wake up.

Now, all of us either have friends or someone or a family member
that has a narrow disease. So when you think of types of narrow
disease—adenoid cystic carcinoma, Alpers’ disease, Bell’s palsy,
Dandy-Walker malformation, Hodgkin’s disease, sickle-cell disease,
sudden infant death syndrome—there is a very long list. And so,
what is the demand when someone has a narrow spectrum of a dis-
ease? Well, they want the pharmaceutical companies to find that
drug that can help.

Well, if it is very narrow and there is not any ability to have a
profit, what is the incentive for industries to go? So government
tries to provide the incentive. If we are going to wipe out and move
to price controls and wipe out incentives in R&D, then many of
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these disease groups, people are going to be left on the outside. And
that is not how we define compassion for public health for America.
I yield back.
Mr. PALLONE. Thank you.
The gentleman from Texas, Mr. Green.

OPENING STATEMENT OF HON. GENE GREEN, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Mr. GREEN. Mr. Chairman, thank you for having this hearing on
prescription drug prices.

We have seen many reports on the high cost and rising prices of
prescription drugs. The most recent report released by AARP Policy
Institute in November found that, between October 2008 and Sep-
tember 2009, the brand-name drug prices increased 9.3 percent,
the highest drug inflation since 2002. Prices for specialty drugs
used by Medicare beneficiaries increased even more, by 10.3 per-
cent. Over the same time, prices for generic drugs declined by 8.7
percent. The high cost of these prescription drugs has an impact on
Medicare, due to the increased taxpayer expenditures and in-
creased premiums.

I am also concerned that every member of this committee has
heard from seniors in their district who are enrolled in Medicare
Part D who have fallen into the donut hole, which is a result of
the Medicare Modernization Act of 2003. This forced Medicare Part
D enrollees to pay 100 percent of drugs between $2,700 and $6,154.
Each year, 4,400 seniors in our district hit the donut hole and are
forced to pay their full drug costs despite having Part D drug cov-
erage.

Throughout the country, seniors pay thousands in out-of-pocket
expenditures they are unprepared for with fixed incomes. The
donut hole often causes seniors to choose between purchasing medi-
cation and food, which is not something they should ever have to
do. This is not the kind of benefit seniors deserve, and it needs to
be corrected by Congress.

The House passed a health reform bill, H.R. 3962, which makes
several major changes in prescription drug programs to ensure sen-
iors and low-income individuals receive the prescription drug medi-
cation they need at an affordable cost. H.R. 3962 increases current
Medicaid drug rebates that manufacturers pay to the government
and closes a program loophole that prevent full rebate payments.

It also ensures the drug prices for dual-eligible and other low-in-
come enrollees are no higher for Medicare Part D than they are
under Medicaid. H.R. 3962 reduces the donut hole by $500 imme-
diately and institutes a 50 percent discount for brand-name drugs
in the donut hole upon passage. It actually eliminates that donut
hole over a period of years by 2019.

The legislation gives the Secretary of HHS the ability to nego-
tiate with pharmaceutical manufacturers to get the best deal pos-
sible for Medicare Part D beneficiaries. This allows the Secretary
to obtain large discounts and rebates on drugs used by seniors,
passing on that savings to Part D enrollees and to the taxpayers.

The Senate is working on their health care bill right now, but
their bill does not allow the Secretary to negotiate the lower Part
D prices and does not create new Part D drug rebates and does not
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close the Part D donut hole. If we want to make real health-care
reforms, we must address the problems that exist in Medicare, par-
ticularly those that cost our seniors thousands of dollars each year.

And, again, I want to thank the witnesses and appreciate them
for appearing before our committee, Mr. Chairman.

Mr. PALLONE. Thank you.

The gentleman from Georgia, Mr. Gingrey.

Dr. GINGREY. Mr. Chairman, I will waive my opening statement
in the interest of having more time for questions. Thank you.

Mr. PALLONE. Thank you.

Our vice chair, the gentlewoman from California, Mrs. Capps.

OPENING STATEMENT OF HON. LOIS CAPPS, A REPRESENTA-
TIVE IN CONGRESS FROM THE STATE OF CALIFORNIA

Mrs. CApPS. Thank you, Chairman Pallone, for holding this hear-
ing on such a timely and urgent situation.

As we move forward with health-care reform efforts, we need to
ensure that we aren’t just providing access to health care services
in theory, but we need to actually make it affordable, both for indi-
viduals and for the government. With prescription drugs account-
ing for 10 percent of medical expenditures, it is imperative that we
assure affordability for the people who rely on them.

I am particularly concerned with the impact of rising drug costs
on our seniors, who, for the most part, live on fixed incomes. I am
sure all of our colleagues have heard from constituents who have
literally had to decide each week between medication and groceries
because the costs are so prohibitive; or other constituents who de-
cide to take only half of their prescription, their dosage, because
they can’t afford to pay for the entire amount.

While there are assistance programs to help individuals pay for
their medications, they aren’t always reliable, and they don’t al-
ways apply to the particular medication that the senior needs. And
that is why it is so important that we have this hearing today to
look into the possible reasons for the rapidly increasing costs of
medication.

I certainly understand that drug manufacturers must recoup the
expensive costs of research and development. But, at the same
time, isn’t it unconscionable for us to be watching as drug compa-
nies’ profits rise the way they are, while more and more of their
patients with chronic disease lose their ability to afford life-saving
medications? I look forward to hearing our witnesses’ thoughts on
why these price increases are occurring and how we can address
the costs as we move forward.

And I yield back. Thank you.

Mr. PALLONE. Thank you.

The gentleman from Texas, Mr. Burgess.

OPENING STATEMENT OF HON. MICHAEL C. BURGESS, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF TEXAS

Dr. BURGESS. Thank you, Mr. Chairman.

I am sure if there are people watching this hearing this morning,
they are wondering what in the world is the purpose of what we
are doing here this morning. If it is to answer the question, “Are
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prescription drug prices rising too fast?” then they probably have
a couple of concerns.

And the first is, why have we not waited until the report re-
quested by Chairman Waxman from the General Accountability Of-
fice on this very question was received? We really can’t debate the
proper increase in prices, what they should look like, until we know
the facts—not the facts as reported by the New York Times or an
advocacy group with a policy agenda, but that provided by an inde-
pendent entity which has the responsibility of providing Congress
with information.

And the second concern is, why in the world did we not initiate
this in the Subcommittee on Oversight and Investigations where
we have subpoena power if necessary and can take testimony
under oath? If the concern is that prices are being manipulated and
causing harm to Americans on programs under this committee’s ju-
risdiction, then that would seem to be the natural place to hold
that hearing.

Maybe this is all about that monstrosity of a bill that we passed
late in the night a couple of Saturdays ago. Again, it is just hard
to know. But you do have to ask the question, where is the General
Accountability Office, where is the Congressional Budget Office,
where are the actuaries at the Center for Medicare and Medicaid
Services that could make sense of some of this for us? None of
those people are testifying today. Mr. Chairman, why is that?

Now, I know some people look at drug prices and say, “All drug
companies are evil, and they shouldn’t make a profit, and we need
to take those away from them.” This government’s history, in the
past year, of manipulating in the market is wrong on so many prin-
ciples. I don’t think we should encourage that type of behavior in
this committee today.

But you know what we really don’t know? If this manipulation
does exist, what part of it was fostered by those secret negotiations
that occurred down at the White House in May and June? And why
has this committee had absolutely no curiosity about what was
going on in those secret negotiations in May and June? And why
is it that so many of these things were stumbled upon in the
workup of the legislation in this committee and on the Senate Fi-
nance Committee? Why is it that pharmacy prices can’t be
changed? Why is it that the American Hospital Association has
some of the things that it has brought to the table that are judged
to be pretax? What other deals were struck? What deals with the
AMA? What about AHIP? What about the Service Employees Inter-
national Union?

We know nothing about that because this committee has had no
curiosity about what might have been happening down at the
White House under the cloak of darkness. This was supposed to be
a transparent process available to the American people on C—SPAN
from start to finish. And we can’t get the most basic information
about what was given up and what was given away during those
secret negotiations in May or June.

Now, we can also do a lot of stuff on Medicare Part D. I have
to tell you that the fact that we decided in 2006 to work with the
market rather than dictate to the market has been responsible for
a significant amount of success in the Part D program.
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But I suspect we will hear some of the same arguments that we
have heard for years about why that program is not working, de-
spite the fact that 90 percent of Americans aged 65 and over have
access or have prescription drug coverage today compared to 75
percent before we started in 2004 and that the satisfaction with
that program is at an all-time high. I am not going to say that the
program can’t be improved, but it has worked and it has exceeded
expectations. And I think we need to be careful before we start tin-
kering around the edges with that program.

Thank you, Mr. Chairman, for holding this hearing. And I yield
back.

Mr. PALLONE. Thank you.

The gentlewoman from California, Ms. Harman.

OPENING STATEMENT OF HON. JANE HARMAN, A REPRESENT-
ATIVE IN CONGRESS FROM THE STATE OF CALIFORNIA

Ms. HARMAN. Thank you, Mr. Chairman, for holding this hear-
ing.

Let me say to Dr. Burgess that I sat through the tens of hours
of markups of the health care bill, and I heard people on our side
complain fiercely about the so-called deal that the White House
struck with PhRMA, the $80 billion deal. And I remember voting
for parts of the health care bill that were reported by this com-
mittee that scuttled that deal and that required, for example, nego-
tiations for better drug prices under Medicare Part D. So I think
whatever it is that the White House did, I want to applaud this
committee for looking independently at some of those deals.

And I think the reason we are here today is because we are still
enormously concerned about the escalation in drug prices. Accord-
ing to the AARP, the wholesale prices, not the retail prices, of
brand-name drugs have risen by 9.3 percent in the last year, the
highest annual increase since 1992. And this comes at a time when
the Consumer Price Index has dropped by 1.3 percent.

As we head into the holidays and people are strapped to buy any-
thing for their families over the holidays, I think it is just uncon-
scionable and immoral that a basic necessity of life, which is drugs,
is having this unexplained escalation in prices.

We already spend nearly $300 billion a year on prescription
drugs. It is one of the fastest growing areas of health-care spend-
ing. And, frankly, since the very beginning, I have maintained that
reducing the cost of prescription medications is the one reform that
will have the biggest impact on people.

So I am very glad that we are holding this hearing. And I just
want to say to our witnesses and to others who are looking at this
problem that consumers are watching, and right now what I think
they are seeing is price gouging.

I yield back.

Mr. PALLONE. Thank you.

The gentleman from Pennsylvania, Mr. Murphy.

OPENING STATEMENT OF HON. TIM MURPHY, A REPRESENTA-
TIVE IN CONGRESS FROM THE COMMONWEALTH OF PENN-
SYLVANIA

Mr. MURPHY of Pennsylvania. Thank you, Mr. Chairman.
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This is a hearing that we have long awaited, as with many other
hearings of this type, to find out accurate information with regard
to pharmaceutical companies and what they do. I am particularly
concerned here about making sure that we are not having hearings
on why drug companies are not inventing drugs to cure disease.
That would be a sad state of affairs, indeed.

Many of my constituents are senior citizens, and we know they
struggle to pay their high medical bills. We know that we have had
opportunities, sometimes squandered, with regard to how we could
reduce medical bills by reducing costs of health care through pre-
ventative services, through making sure that we maintain disease
management, by making sure we reduce waste in health care.

However, one thing we don’t want to do is eliminate drugs that
can help cure problems. After all, drugs that are not affordable
offer little consolation, and a drug that is not invented offers little
cure. And, as a combined thing, we have to make sure this com-
mittee does not stand in the way of coming up with those cures.

It is easy to go after companies that make money—oil companies,
pharmaceutical companies, anybody else who makes a profit—as a
for-profit or nonprofit company and say that they should not be
making that kind of money if the cost is passed on to the consumer.
I understand, and we need to be sensitive to that area and make
sure that these prices of any item is not inflated to the point that
people cannot afford them.

However, it is also important that this committee, nor this Con-
gress, nor this country stands in the way of coming up with these
cures to treat diseases. There was a—certainly, other things that
we have done here. We have looked after the consumers. We want
to make sure we continue to look after the consumers and making
sure that these are things that they have.

Generic drugs also are a critical function. They have grown mas-
sively in their use. They provide some good choices for people. And
we need to continue to support generic drug use. However, they are
not involved in the research-and-development sector, and we have
to make sure that the research and development continues on.

Congress funds much of that through NIH, through NIMH,
through a lot of studies that take place, and we need to continue
to do that, as well. And somehow we have to look at how combining
these efforts to fund research and development, to fund all levels
of research continue on so that this country leads the way in com-
ing up with ways that we can find affordable prescription drugs.

And, to that end, I am looking forward to hearing the testimony
of the panelists here and seeing if they can offer us some solutions
that is based upon how we can maintain this search for cures as
well as search for affordable costs.

I yield back.

Mr. PALLONE. Thank you.

The gentlewoman from Illinois, Ms. Schakowsky.

OPENING STATEMENT OF HON. JANICE D. SCHAKOWSKY, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF ILLI-
NOIS

Ms. SCHAKOWSKY. Thank you, Chairman Pallone. I appreciate
your having this hearing today to better understand why prescrip-
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tion drug costs are rising exponentially at a time when millions of
Americans are struggling to make ends meet.

I assure you my constituents applaud the fact that we are having
this hearing today. A recent AARP survey of Illinois seniors con-
firmed the concerns that I hear from my constituents every single
day. Sixty-three percent of AARP members in Illinois said they
were concerned about affording their prescription drugs. Close to
20 percent reported having to cut back on necessities to pay for
prescriptions. Twenty-one percent reported not filling or delaying a
filled prescription because they simply couldn’t afford it. And one
in five said they took less than the prescribed amount to make
their medicines last longer.

Facing a severe budget deficit, our State took the bold step of ex-
panding its prescription drug program, called Illinois Cares Rx, de-
signed to benefit seniors and people with disabilities. When asked
about the reason for the expansion of the Illinois—when asked for
a reason, we asked Barry Maram, who is head of the Illinois
Health Care and Family Services Division, and he said, quote, “The
cost of prescription drugs has escalated to the point of being
unaffordable for many of the people who rely on them most, espe-
cially seniors and people with disabilities. No one should have to
go without medication that keeps them healthy,” unquote.

The cost of brand-name prescription drugs are rising at a pace
that far exceeds price increases for other consumer products. My
constituents, both as consumers and as taxpayers, want to know
whether the pharmaceutical industry is preparing for health-care
reform by trying to squeeze every bit of profit they can now.

Health consumers are desperate for health-care reform, and
there are many provisions in H.R. 3962 that would lower drug
prices, including the language that I had the honor of offering to
this committee to eliminate the ban on Medicare negotiating for
drug prices. But they can’t afford to have the drug industry use the
time between now and the implementation to artificially raise
prices and profit at their expense.

Again, I thank you, Mr. Chairman. And I yield back.

Mr. PALLONE. I thank the gentlewoman.

Next is the gentlewoman from Ohio, Ms. Sutton.

OPENING STATEMENT OF HON. BETTY SUTTON, A
REPRESENTATIVE IN CONGRESS FROM THE STATE OF OHIO

Ms. SurTOoN. Thank you, Mr. Chairman. And I appreciate you
holding this hearing today.

I would like to be able to say that I am shocked that we are here
talking about this, but, sadly, I am not. Americans pay the highest
drug prices in the world. We pay between 35 percent and 55 per-
cent higher than people in other developed countries. And we have
been paying these exorbitant prices for a long time. Drug prices ac-
count for 10 percent of all health-care spending.

Over the past year, we have been working hard in this com-
mittee and in Congress to make health care more affordable for
families, businesses, and individuals. And the “Affordable Health
Care for America Act” health care bill contains a number of initia-
tives aimed at curbing the out-of-control drug prices for America’s
families and seniors.
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And yet, during this period, drug companies increased prices by
over 9 percent at a time when inflation was negative. Increased
drug prices hurt us all. They hurt older Americans on fixed in-
comes, who saw their drug bills increase by $550 last year. They
hurt people who have insurance and who now have higher co-pays.
They hurt taxpayers and the government, who are now paying
higher drug prices. And, more than anyone else, they hurt the un-
insured, who do not have anyone to negotiate on their behalf.

There is something wrong when Americans are paying record-
high drug prices and drug companies are reporting such high prof-
its. The CEO salaries at some of the largest drug makers are evi-
dence enough that something is seriously wrong. At Abbott Labora-
tories, the CEO made over $28 million last year. At Merck, the
CEO made over $25 million. And at Pfizer, the CEO made over $15
million.

And it does not end there. Drug companies often claim that they
must charge higher prices in order to fund research and develop-
ment for new drugs. But the truth is, drug companies spend more
on advertising than they do on R&D. It is time for some answers.
It is time for the drug companies to explain why they are raising
prices, especially right now.

And I yield back.

Mr. PALLONE. Thank you.

The gentleman from Pennsylvania, Mr. Pitts, waives.

The gentleman from Georgia, Mr. Barrow.

Mr. BARROW. Thank you, Mr. Chairman. I will waive.

Mr. PALLONE. Thank you.

I think that concludes our opening statements from the Mem-
bers, so we will now turn to our witnesses. We have just one panel
today, and I would ask the panel to come forward at this time.

Welcome. And thank you for being here today.

Let me just introduce each of you. Starting on my left is Pro-
fessor Stephen Schondelmeyer, who is professor and head of the
Department of Pharmaceutical Care and Health Systems and direc-
tor of the PRIME Institute at the University of Minnesota. Second
is Mr. Rick Smith, who is senior vice president for policy, research,
and strategic planning at PhRMA, which is the Pharmaceutical Re-
search and Manufacturing Association. And then we have Kathleen
Stoll, who is deputy executive director of Families USA. And Dr.
John Vernon, who is a professor, Department of Health Policy and
Management, at the University of North Carolina at Chapel Hill,
and he is a faculty research fellow with the National Bureau of
Economic Research. And finally is Ms. Bonnie Cramer, who is
Chair of the Board of Directors of AARP.

Thank you all for being here today. We have 5-minute opening
statements. They become part of the record. And you may, of
course, with our discretion, submit additional statements in writ-
ing. And you may get some additional questions after the hearing,
too, to respond to in writing.

And I will start with Dr. Schondelmeyer.
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STATEMENTS OF STEPHEN SCHONDELMEYER, PROFESSOR
AND HEAD, DEPARTMENT OF PHARMACEUTICAL CARE AND
HEALTH SYSTEMS, DIRECTOR, PRIME INSTITUTE, UNIVER-
SITY OF MINNESOTA; RICHARD 1. SMITH, SENIOR VICE
PRESIDENT FOR POLICY, RESEARCH, AND STRATEGIC PLAN-
NING, PHARMACEUTICAL RESEARCH AND MANUFACTURING
ASSOCIATION; KATHLEEN STOLL, DEPUTY EXECUTIVE DI-
RECTOR, FAMILIES USA; JOHN VERNON, PROFESSOR, DE-
PARTMENT OF HEALTH POLICY AND MANAGEMENT, UNI-
VERSITY OF NORTH CAROLINA AT CHAPEL HILL, FACULTY
RESEARCH FELLOW, NATIONAL BUREAU OF ECONOMIC RE-
SEARCH; BONNIE CRAMER, CHAIR, BOARD OF DIRECTORS,
AARP

STATEMENT OF STEPHEN SCHONDELMEYER

Mr. SCHONDELMEYER. Thank you, Mr. Chairman.

And my apologies for being late with my testimony. I was rather
pressed with time and short notice on this particular hearing.

I am here to speak on my own behalf as a researcher and one
who has studied this marketplace for more than 30 years. I am not
here representing AARP or even the University of Minnesota other
than the fact that I am a professor there and that is where I do
my research.

And, also, let me comment that the Medicare Part D drug pro-
gram has expanded coverage for prescription drugs for people who
would not otherwise have had such coverage, and it has provided
many benefits, and we have made some progress in that area.

Realizing that drugs and drug prices and drug expenditures were
an issue, the AARP and others, such as myself, researchers in the
marketplace, determined that we need to, kind of, follow the ad-
vice, for example, of President Reagan when he said, with respect
to nuclear disarmament, “Trust and verify.” One, let’s trust that
there is a reason for the price changes, but let’s track them and
see what they are and report that and reflect those price changes
in the marketplace. And so, individuals at the AARP Public Policy
Institute had an interest in tracking drug prices, and I had been
doing that for a number of years in the marketplace, and we de-
cided to get together and collaborate.

That collaboration has led to a series of studies of drug prices
over the last 5 or 6 years with AARP, one of which was the study
that got reported in the New York Times back about a month ago.
The details of that study and how we conduct our reports can be
found in the reports that are available on AARP’s Web site. And
so the detailed methodology, I would refer you to those reports
rather than take time today to go through them, but I would be
happy to answer any questions.

Just to put it in perspective, though, we used actual Medicare
Part D prescription data and identified the most frequently pre-
scribed, the highest expenditure drugs, and the drugs that ac-
counted for the most days of therapy. And, with 548 individual
drug products in our market basket, we were able to account for
over 81 percent of all prescription expenditures under Medicare
Part D, over 79 percent of the prescriptions dispensed, and over 91
percent of the days of therapy. So this market basket represents
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virtually all of the Medicare Part D market with the exception of
a very small set.

The data that we use is a price called the wholesale acquisition
price. And let me remind you that wholesale acquisition price is a
price that is set by the manufacturer and reported to the price
databases such as Blue Book, Red Book, or Medispan, and these
prices are the manufacturers’ set price. On the one hand, even the
wholesale acquisition cost is, in a sense, a type of a list price, but
this list price very directly affects the price that is paid for pre-
scription drugs at the retail level for virtually all third-party pro-
grams in the U.S., including the Medicare Part D plan which is in
the private market as well.

So let’s get down to the meat. What has the trend been for pre-
scription drug prices in the past year? And here we are comparing
prices from October of 2008 up through September of 2009, so I am
talking about annualized prices, a 12-month period. And we use a
rolling average which actually levels out and actually pulls down,
in some cases, the price increase that is reported.

Brand-name drug prices—that is, largely patented single-source
drugs—increased on average from this Medicare market basket 9.3
percent in the 12 months ending in September 2009. That 2009 in-
crease of 9.3 percent was the highest that we have seen in at least
7 years prior to this for that same market basket of drugs. The pre-
vious years, we saw 5.3 to 8.7 percent increases, nothing to brag
about, but now we are up to 9.3 percent.

The average cost of just one brand-name medication if a patient
is taking it on a chronic basis would be over $2,000. And this 9.3
percent increase then means that the individual taking just one
chronic medication experienced a $200 increase in the cost of that
medication last year. The average elderly person is on two to three
medications, so they would have experienced a $400 to $600 in-
crease in expense.

Ninety-six percent of the brand-name drugs that we tracked ex-
perienced a price increase. None had a price decrease.

The annual price increases of individual brand drugs that were
notable—and there were many, and I will only give a few exam-
ples: Ambien CR, a heavily advertised drug, increased 20.8 percent;
Aricept, an anti-dementia drug with generic competition, increased
17.2 percent; Zetia, a drug with a questionable value and efficacy,
increased 14.3 percent; Nexium, a heavily advertised drug with a
patent until 2020, increased 7.1 percent.

That is brand-name drugs. We also pulled out specialty drugs.
These are often the drugs you are talking about in terms of
biologicals or biosimilars. Not all of them are, but the vast majority
of specialty drugs are biologicals. The biologicals and specialty
drugs experienced a 10.3 percent average increase in 2009. And
there, we can look—for example, the drug Betaseron, used for mul-
tiple sclerosis, had an increase of 28.2 percent.

There were five drugs—actually, four drugs and five different
presentations of those drugs in our market basket. All five of the
multiple sclerosis drugs increased more than 17 percent, ranging
from 17.5 up to 28.2 percent increase in price. There were 12 can-
cer drugs in our specialty database. They ranged from a low of 4.9
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percent up to 20.8 percent. And, again, remember, inflation overall
was negative last year.

The bright spot is we also tracked generic drugs, and generic
drugs actually went down 8.7 percent. This is one of the few

Mr. PALLONE. I am going to ask you to summarize because you
are, like, a minute and a half over.

Mr. SCHONDELMEYER. OK, I will.

Generic drugs are one of the few sectors that truly has a market-
place and has economic competition, and generics have continually
gone down in price. The question isn’t what do we use to measure
price inflation, the Consumer Price Index for Rx drugs or the
AARP index. Each of them provides information that is unique and
different. Our index was created to show the difference between
brand names and specialty and generic, not just the aggregate
index. And my full report—and I would be glad to answer in ques-
tions the role that rebates and discounts—that other methodo-
logical issues have in how we viewed this.

The bottom line, though, is the average senior last year got a
zero percent cost-of-living increase for Social Security income.

They experienced an 11 percent increase in the premiums they
had to pay for their Part D plans. That is for the drug benefit plan.
They also face a 9.3 percent for brand name and 10.3 percent in-
crease for specialty drugs. The only bright spot there is the 8.7 de-
crease in generic drug prices.

These prices are real. They are felt by your constituents.

Mr. PALLONE. Thank you.

[The prepared statement of Mr. Schondelmeyer follows:]
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Thank you Representative Pallone and other members of the House Subcommittee on
Health for this opportunity to provide information and insights on drug price inflation and
its impact on the Medicare Part D drug program. | am Stephen W. Schondeimeyer,
Professor of Pharmaceutical Management & Economics: at the University of Minnesota
where | serve as Director of the ‘PRIME Institute. The. PRIME Institute focuses its
research on policy. issues related to pharmaceutical economics. and the management of
drug expenditures at all levels in'society. These remarks are my own views based upon
my research and experience in studying the pharmaceutical- marketplace for over thirty
years. Previously, | have had the: opportunity to serve Congress on the Prescription
Drug Payment Review Commission that was established under the Catastrophic
Coverage Act. of 1988—a law  that was repealed: before the program was
implemented—to provide prescription drugs to Medicare beneficiaries.

This hearing on drug price inflation and its impact on the Medicare Part D drug benefit
provides a timely forum for examining the effect that drug: prices have had on health
care expenditures of both patients and payers. Also, this hearing provides an
opportunity to look ahead to what we can expect as Congress crafts health market
reform provisions that will be implemented and wilf shape our health care outcomes and
expenditures for years to come. Today, | will briefly address findings related to recent
changes in drug prices and the expected impact of these changes on the Medicare Part
D drug program-and health market reform.

Prescription Drug Coverage Under Medicare Part D

First, let me begin by commenting that the Medicare Part D program has provided
improved coverage of prescription drugs for many Medicare beneficiaries that did not
have such coverage prior to 2006. The Medicare Part D program, in general, has been
a major step forward for providing appropriate and accessible drug-therapy to the
nation’s elderly and disabled. While some advocates and observers projected that the
Medicare Part D program would introduce competitive forces that would restrain drug
prices, others contended that the legislation did not contain- adequate provisions for
ensuring competition that would reduce, or even slow, the escalation of drug prices. The
issue of drug prices was, and still‘is, both critically important and hotly debated. Drug
prices continue to be a concern for. government programs such as Medicare and
Medicaid, for private market payers such as employers and unions, and for individuals
including Medicare beneficiaries who ‘pay for all, or par, of the cost of their drug
therapy.

Realizing that drug prices were a major hot button issue for those who pay for their own
prescriptions—many of whom are AARP members—the AARP determined that it should
do something to keep the public informed about prescription drug prices. AARP
followed the advice of former President Reagan with respect to nuclear disarmament
when he declared that the U.S. should “trust and verify.” AARP entered into a dialogue

2
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with the major pharmaceutical manufacturers asking, and trusting, that they would hold
their price increases near the level of general inflation. At the same time, the AARP
Public Policy Institute inaugurated a process in 2004 to monitor and verify changes in
manufacturer's drug prices over time. The findings—both favorable and unfavorable—
are routinely reported to AARP members and to the general public. Researchers at the
AARP Public Policy Institute were aware of drug price studies that had previously been
conducted by the PRIME Institute at the University of Minnesota under my direction and
they ‘invited 'me  to ‘collaborate with them to track drug prices in the period before
Medicare Part D began and after the program was implemented.

Tracking Prescription Drug Prices

The Rx Watchdog reports were designed to track changes in manufacturer prices for
prescription-drugs widely used by Medicare Part D beneficiaries over time. The market
basket for the AARP price studies was designed so that manufacturer pricing patterns
for specific segments of the pharmaceutical market couid be examined either
individually or in-aggregate. For example, the market basket allows calculation of
separate “indices for: (1) brand name drug products; (2) specialty drug products,
including both brand and generic versions of specialty drug products; (3) generic drug
products; ‘and-(4) ‘a combined market basket {i.e., brand, specialty and generic). No
other measure of drug prices in the market provides this level of detail and insight into
drug pricing patterns.

The Rx Watchdog reports are the only published reports that provide for analyses of
price trends such as: (1) brand versus generic status of drug products; (2) traditional
drug products versus specialty drug products; (3) specific therapeutic categories of drug
products; (4) individual drug manufacturers; and (5) individual drug products.

The prescription drugs that are most widely used by Medicare beneficiaries served as
the basis for the market basket used in the Rx Watchdog reports. The most widely
dispensed drug products (including brand name, specialty and generic drugs), the drug
products with the highest sales levels, and the drug products with the highest number of
days of therapy were identified from among the prescriptions provided by the largest
Medicare Part D plan provider. Details of the method used to identify the market basket
of drugs are described in our previously published reports.’

The market basket used included 548 specific drug products with 219 brand name
products, 144 specialty products, and 185 generic products. This combined market

! See detailed methodology in Appendix A of the AARP Public Policy Institute’s March 2008 report, “Rx Watchdog
Report: Trends in Manufacturer Prices of Brand Name Prescription Drugs Used by Medicare Beneficiaries, 2002 to
2007 for details. Previous reports from this series can be found on the AARP Web site at
hutp://www.aarp.org/research/ppi/health-care/medicare/articles/rx_watchdog.html.

3
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basket accounted for 81.6% of all prescription drug expenditures, 79.2% of all
prescriptions dispensed, and 91.2% of all days of therapy provided by a Medicare Part
D plan provider in 20086.

Although the: market basket studied was identified using:data from a Medicare Part D
plan provider, changes in. prices charged by drug manufacturers to wholesalers and
other direct purchasers were measured using changes in the wholesale acquisition cost
(WAC) as published by the Medi: -Span Price Rx®.database.? Wholesale acquisition cost
is a price ‘'set by, and.reported directly by, drug manufacturers to the drug price
databases such as MediSpan, First Data Bank (Blue Book), and Thomson Reuters (Red
Book®). The average annual change in prices was calculated for each individual drug
product as-a 12-month rolling average. The aggregate estimates of price, or change in
drug prices, were calculated for this study by welghtlng each drug product’s value by its
share among the Medicare Part D annual sales.®

Drug Price Trehds By Market Segment

What has the trend been for prescription drug prlces in. the past year? The trends
reported. here are annual price changes based on the. 12-month period from October
2008 to September 2009. Recall that in the past year the general infiation rate as
measured. by the Consumer Price Index for All ltems (CPI-U)* actually averaged
negative 0.3% for the year and it was negative 1.3% for September 2009 versus
September 2008. So let's examine price changes in each of the market segments.

Brands Name Drugs
What happened with brand name prescription drug prices in 20097

» Brand name drug prices, on average, increased 9.3% during the 12-months ending
with September 2009.

* The 2009 increase (9.3%) in brand name drug prices was higher than the rate of
increase observed during any .of the prior seven years (i.e., 2002 to 2008) when
brand name drug price increases ranged from 5.3% to 8.7%. (See Figure 1.)

* Drug price data at the wholesale acquisition cost (WAC) level was obtained from the drug price database known as
PriceRx© (Indianapolis, IN: Wolters Kluwer Health, Inc., Nov. 2008).

3 The number of drugs included in the analysis for a given year varies because not all drugs in the sample were on
the market in earlier years. For example, the analysis for 2004 inctudes 448 drug products representing 81.6% of the
Medicare Part D drug expenditures.

* The general inflation rate, for purposes of this report, is measured by the Consumer Price Index-All Urban
Consumers for All Tiems {seasonally adjusted) and published by Bureau of Labor Statistics series CUSRO000SAQ
(CPI-U).
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* The average annual cost for one brand name medication was about $2,045 in the
third quarter of 2009 and this. was an increase of about $202 per year for each
chronic medication.

= A senior taking three chronic brand name drugs in 2009 would have total drug costs
of about $6,134—more than enough to push them into the doughnut hole.

* 96% (210 of 219) of the brand name drug products experienced a price increase in
the previous. 12-months. Al of these: price increases were greater than the CPi-Rx
(2.7%). None of the brand name drugs decreased its price in 2009.

* Annual prices increases of individual brand name drugs that were notable inciude:
> Ambien CR, a heavily advertised drug, increased 20.8%.
> Aricept, an anti-dementia drug with generic competition, increased 17.2%.

» Zetia, a drug with questionable value and efficacy, increased 14.3%.
> Nexium, a heavily advertised drug with a patent until 2020, increased 7.1%.

Figure 1: Average Annual Percent Change in Manufacturer Prices for Widely Used Brand Name
Prescription Drugs Continues to Grow in 2009
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Specialty Drugs
What happened with specialty prescription drug prices in 2009?

Specialty drug prices, on average, increased 10.3% during the 12-months ending
with'September 2009. - Brand name specialty drugs‘increased 19.2%.

The 2009 increase (10.3%) in specialty drug prices was- higher than the rate of
increase -observed during ‘any of the prior five years (i.e., 2004 to 2008) when
specialty drug prices increases ranged from 5.0% to 9.3%. (See Figure 2.)

The average annual cost for one specialty medication was about $32,735 in the third
quarter of-2009 and this was an increase of about $3,509 per year for each chronic
specialty medication.

65%. (94 of 144) of the speciaity drug products experienced a price increase in the
previous 12-months. 90% of specialty brand name drugs had a price increase in the
previous year. 33% of the specialty drugs had no price increase and most of these
were specialty'generics. Two specialty generics had a decrease in price in 2009.

Annual prices increases for individual specialty drugs that were notable include:
> Infergen, an antiviral, increased 41 6%.
> Betaseron, a multiple sclerosis drug, increased 28.2%.

» All: 5 multiple sclerosis drug products had price increases greater than 17.5%,
(Range 17.5% to 28.2%)

> All 12°cancer drugs had price increases greater than the CPI-Rx (2.7%) with
price increases ranging from 4.9% to 20.8%. More than one-half (7 of 12) cancer
drugs increased more than 4 times the CPI-Rx rate with increases ranging from
13.4% to 20.8%.
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Figure 2: Average Annual Percent Change in Manufacturer Prices for Widely Used Speciaity
Prescription Drugs Continues to Grow in 2009
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Generic Drugs
What happened with generic prescription drug prices in 2009?

* Generic drug prices, on average, decreased 8.7% during the 12-months ending with
September 2009.

* Generic drugs have had an average decrease in price every year since 2004 with
these decreases ranging from -0.6% to -11.2%. (See Figure 3.)

» The average annual cost for one generic medication was about $312 in the third
quarter of 2009. This was a decrease of about $21 per year for a chronic generic
medication.

* 84% (155 of 185) of the generic drug products had no price increase in the previous
12-months while 15% (28 of 185) of generic drugs had a price decrease. Two
generics had a price increase in the previous year.

* Prices changes for individual generic drugs that were notable inciude:

» Simvastatin, an cholesterol lowering agent, decreased 79.8%.
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> Metformin, an oral anti-diabetic drug, decreased 86.4%.

> Gabapentin, an anti-seizure drug, decreased 35.1%.

» Klor-Con, a branded generic potassium drug, had a price increase of 37.8%.

Figure 3: The Average Annual Percent Change in Manufacturer Prices for Most Widely Used

Generic Prescription Drugs Decreased More Slowly in-2009
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Combined Market Basket

What happened with the drug prices for the combined market basket in 20097

* When combined, the average annual rate of increase for all of the drugs analyzed
(brand name, specialty, and generic) was about 5.4% during the 12-months ending

with September 2009.

» The combined annual rate of growth for drug prices is attributable to the unusually
high levels of price growth among brand name (9.3%) and specialty drugs (10.3%)
despite the fact that generic drugs experienced a substantial price decrease of

-8.7%. (See Figure 4.)
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Figure 4: The Average Annual Percent Change in Manufacturer Prices for Most Widely Used
Prescription Drugs Continues to Increase in 2009
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Different Measures for Different Questions

While there are several measures that track drug prices at the retail level, such as the
Consumer Price Index for prescription drugs (CPI-Rx) or. the National Health
Expenditures (NHE) accounts, the Rx Watchdog series of studies was designed to
report on trends in prices charged by drug manufacturers rather than prices at retail
pharmacies. The question is not a matter of “Which is correct—The CPI-Rx or the
AARP Watchdog index?” Rather, the more relevant question is “What can we learn
from each of these measures of price change?” Another recent repoit® published by the
AARP Public Policy Institute provides a comparison of the various measures available
for tracking drug prices.

The overall price inflation rate reported by AARP Public Policy Institute is 5.4% which is
a 12-month rolling average from Oct 2008 to Sept. 2009. The market basket for this
price inflation measure included brands, specialty, and generic medications weighted by
their relative contribution to total expenditures for those beneficiaries in Medicare Part D

* See Stephen W. Schondelmeyer, Leigh Purvis, and David J. Gross, Comparative Measures of Price Change for
Prescription Drugs and Other Good, Rx Watchdog Report #2009-16, November 2009 which can be found at:
http://www.aarp.org/ppi.
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plans. The price changes were for manufacturer level prices and most of these
medications are also widely used by persons of other age groups as well.

The CPI for prescription drugs (CPI-Rx) is not comparable to the AARP price index for
several reasons: (1) different prices at different level of the market, (2) different patients
and different drugs, (3) different methods.

First, these two indices measure different prices at different levels of the ' market. The
inflation- rate: of CPI-Rx (2.7% in-Sept. 2009) measured changes in retail prices from
retail pharmacy: outlets, while the: inflation rate for the ‘AARP price index (5.4% in
aggregate for Sept. 2009): measured changes in manufacturer prices. A lower rate of
retail-level price inflation (CPI-Rx) versus manufacturer-level price inflation (AARP price
index) may - result - from retail: price: pressures that squeeze the margins of retail
pharmacies but have little to no: effect 'on manufacturer prices. In general, there has
been continued downward pressure on retail prices and retail margins for the past two
decades.

Second, the CPI-Rx considers different patients and different drugs than does the
AARP price index. The CPI for prescription drugs is a more limited measure than the
AARP combined price index for a variety of reasons as described in the AARP Rx
Watchdog report®: “The CPI-Rx differs from the AARP price indices in several important
ways. The CPI-Rx is a measure of retail price change for outpatient prescriptions used
by urban consumers, while the AARP indices are measures of manufacturer price
change for. (outpatient) prescription. drug products widely used by Medicare Part D
enrollees. The CPI-Rx does not include rural U.S. residents, while the AARP indices do.
The CPI-Rx aiso does not include specialty drugs, particularly those that are
administered inphysician’s offices... While the AARP 'Rx Watchdog reports price
change broken ‘down to the level of specific manufacturers, therapeutic categories,
brand versus generic drugs, traditional versus specialty drugs, or specific drug products,
the CPI-Rx'does not support reporting at the same level of specificity.”

Third, different methodologies are used for calculating change in prices. The CPI for
prescription drugs uses a methodology that incorporates factors that will typically lower
the rate of inflation (e.g., substitution. of generic prices for brand prices once a generic
enters the market), but does not incorporate factors that would typicaily raise the rate of
inflation (e.g., promotion and prescription of products resulting from patents on new
strengths, dosage forms, or molecular manipulations for brands that go off patent).
While the AARP Rx Watchdog reports price change broken down to the level of specific
manufacturers, therapeutic categories, brand versus generic drugs, traditional versus
specialty drugs, or specific drug products, the CPI-Rx does not support reporting at the
same level of specificity.
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Rebates and Discounts: Where Did They Go?

Neither the. CPI-Rx nor the AARP index of: prescription price change account for the
effect .of -rebates - and - discounts. - ‘Rebates: and discounts may- potentially result in
lowering- the cost. of -prescription. driigs to patients and to taxpayers, but that effect
deperids ‘on -where the rebates and discounts go. Rebates and discounts to the
Medicaid ‘program are collected at:the”programlevel by state Medicaid programs. In
contrast, rebates and. discounts, if :any, under Medicare may be passed on to the
consumer as a lower prescription price or-as a lower Part D plan premium.

So where do the rebates go? After implementation of the Medicare Part D program, the
DHHS Office of the Inspector General (OIG) conducted a study to determine whether or
not the Medicare Part D prescription-prices were different from the former Medicaid
prescription prices for dual eligibles. The OIG found that the Medicaid reimbursement
amount was: actually 0.6% less than:the Part D amount for a set of single source drug
products.® This analysis was before accounting for rebates that are collected by the
state Medicaid program. The Medicaid drug rebate is estimated to have provided about
33% rebate from minimum rebates, best price rebates, and inflation adjustment
payments.” This: doés not even include the effect of state supplemental rebates.
Pharmaceutical companies received a. windfall of revenue from decreased rebate
payments when dual eligibles were shifted from Medicaid to Medicar Part D.

In contrast, rebates, if any, under the Medicare Part D plans go entirely to the Part D
plan rather than to CMS. Rebates to Medicare Part D plans generally do not benefit
retail pharmacies and are not typically passed on to the Medicare beneficiary or to cash-
paying consumers.® A Congressional study has found that Part D drug plans, on
average, have negotiated rebates for less than 10 percent of the drug products covered
by Medicare Part D. Eleven of twelve Part D drug plans surveyed by a Congressional
committee “indicated that they “will not pass the drug rebates they receive in 2007
through to berieficiaries in the form of lower prices at the pharmacy counter.”

Even though Medicare Part D plans do not generally pass rebates through to
beneficiaries as a lower prescription price, they may use rebates to decrease the
premiums for purchasing the Part D plan. Actual experience with Medicare Part D

® Office of the Inspector General, Department of Health and Human Services, Comparing Pharmacy
Reimbursement: Medicare Part D to Medicaid, OEI-03-07-00350, February 2009.

7 “Dueling for Duals,” The RPM Report (Windhover Information Inc.), Vol. 1, No.1 December 2005, pp.27-28.

# Rebates to Medicare Part D plans generally do not benefit retail pharmacies and are not typically passed on to the
Medicare beneficiary or to cash-paying consumers (i.e., people who pay up front for their prescriptions when they
are in the Medicare Part D coverage gap or who have no drug coverage or have indemnity insurance).

? United States House of Representatives, Committee on Oversight and Government Reform, Medicare Part D:
Drug Pricing and Manufacturer Windfalls, July 2008, The reason such rebates have not been included in these
AARP reports is not lack of interest, but rather lack of data. Absence of rebate data, however, has a Hmited effect
on measures of change in prescription prices to Medicare Part D recipients.
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premiums, however, over the past several years does not support that hypothesis. Part
D premiums for 2010 have increased about 11% over 2009 'Part D premiums.'®-Part D
premiums.-also. increased -substantially (about 17%):in: 2009 versus 2008. These
increases in Medicare Part D premiums occurred at a time when drug utilization overall
has leveled out or even declined slightly. - Rebates, if they are having an effect on Part
D premiums should lead to-a reduction in:premiums rather than an increase. If rebates
are:having an effect on Medicare beneficiaries or taxpayers, where did the rebates go?
I rebates do not result in-lower: prescription prices or lower Part D premiums, their
consideration in measuring price changes is-not particularly relevant to the consumer or
the taxpayer. .

Forces Leadihg to Dramatic Drug Price Increases

There-are many important prescription:drugs on the market:today that are relatively safe
and effective and that result in improved health through prevention and management of
acute and chronic conditions. I fact, when marketed, prescribed, managed, and used
propetly many of these medications can improve health outcomes, save lives, or even
save costs:in the health care ‘market.. Well-controlled ‘and documented. studies have
demonstrated this positive health:and economic impact from appropriate use of specific
prescription ‘drugs. However; one-should not over-gerieralize this principle to conclude
that “ail increased spending on. prescription drugs is always good and will always save
lives-and reduce expenditures.” That over-generalization simply is not true.

Every drug; and its use, has an-economic cost and as well it potentially has health
benefits.: Upon- introduction the:price of a new drug is established by the drug company
and the driig product is monopoly protected by patents and other forms of exclusivity. In
the .S, market there is really-no:formal process for reviewing:these prices to balance
the costs:and the benefits at-a reasonable price. Irrespective of how the initial price is
set, however,.once the drug product is on the market, the beneficial effects of the drug
are available to only those who have access to, and properly use, the drug product.

Once adrug product is on the market, any change in brand name prices (almost always
an increase) at that point does not.result in additional savings, but only in additional
costs.  For example, when the price of Zetia goes up 14.3% from Oct 2008 to Sept.
2009, the patient using this drug does not experience 14.3% in additional therapeutic
benefit-or 14.3% in reduced heaith: care expenditures. - The price change is entirely an
added cost without added benefits from the use of that drug product. indeed, there are
serious concerns about over-promotion and over-use of prescription drugs that also
raise questions about the use-and value (therapeutic and economic) of many drugs

' Jack Hoadley, J Cubanski, E Hargrave, L Summer, and T Neuman, Part D Plan Availability in 2010 and Key
Changes Since 2006, November 2009, Kaiser Family Foundation, www.kff.org.
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currently on the market. Zetia and Vytorin, for example, most recently have come into
questions about their effectiveness compared to other drugs that have been on the
market for-many years and that are available at substantially lower costs. Similar
concermns have been raised with respect to brand name drugs used for diabetes,
arthritis, hypertension, gastroesophageal reflux disease, and other conditions.

Curiously, prescription drug prices appear to rise more rapidly in periods just prior to
major policy changes. Brand name and specialty drug prices accelerated before the
Medicare Part D program was enacted and implemented. Now that serious legislative
action related to health market reform is being discussed, again we see a dramatic
acceleration in'brand name and specialty prescription drug prices. (See Figure 5).

Figure 5: The Average Annual Percent Change in Manufacturer Prices for Most Widely Used
Prescription Drugs and Key Policy Actions
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Concluding Observations

The findings: of the most recent AARP. Watchdog report. show that average annual
increases in manufacturer prices charged to wholesalers and other direct purchasers for
widely used. prescription drugs have consistently and substantially exceeded the rate of
generalinflation, The combined set of manufacturer drug product prices grew at a faster
rate in 2009 than in any of the previous 7 years.. The overall drug price growth of 5.4%
is attributable entirely to drug price growth - among brand and specialty drugs that more
than offset substantial price decreases among generic drugs.

Manufacturer drug price increases can.have ‘a direct impact on the costs borne by
Medicare Part D enrollees, especially in"a year when those living on Social Security
income did not receive any Cost of Living. Adjustment. (COLA). Manufacturer price
increases to the provider or pharmacy: result. in higher.out-of-pocket costs. for those
beneficiaries who pay a percentage of drug costs (coinsurance) rather than-a-fixed
dollar amount (copayment). The effect of higher drug manufacturer prices on the total
price to the end payer means that Part D enrollees will get to the “donut hole™the gap
in coverage when enrollees have to pay all of their drug costs—much quicker. And,
once enrollees are in the donut hole, they directly absorb the entire effect of the higher
drug manufacturer prices on the prescription price to the end payer.
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Mr. PALLONE. Mr. Smith.

STATEMENT OF RICK SMITH

Mr. SmiTH. Thank you, Mr. Chairman, Ranking Member Deal,
members of the committee; thanks for the invitation to testify
today.

CBO reports that the pharmaceutical research sector is one of
the most research-intensive industries in the United States. Com-
panies’ investment in discovering new medicines is yielding results.
Also, according to CBO, many examples exist of major therapeutic
gains achieved by the industry in recent years. The rapid increases
that have been observed in R&D spending have been accompanied
by major therapeutic gains. Extensive research also reports that
medicines often reduce spending on other health care services.

The committee requested that I provide information on prescrip-
tion drug pricing. As a trade association, PhARMA maintains a strict
antitrust compliance policy. We can neither obtain nor discuss our
members’ proprietary information related to prices, negotiations, or
discount strategies. My testimony, therefore, reflects only aggre-
gate market data and publicly available information.

Recent government reports demonstrate that prescription drug
cost growth has slowed dramatically. Findings about drug costs in
the government’s most recent national health expenditures data
are summed up in the CMS report’s title, national Health Spending
in 2007: Slower Drug Spending Contributes to Lowest Rate of
Overall Growth Since 1998.

According to CMS, prescription drug cost growth in 2007 was 4.9
percent, the lowest rate since 1963, and slower than health care
overall. 2007 was not a 1-year blip; between 2003 and 2007, the av-
erage annual growth rate for prescription medicines dropped by
half compared to the 1998 to 2002 period, and CMS’s most recent
10-year projection reduced expected growth in prescription drug
spending by $515 billion, or 14 percent, compared to 3 percent for
the rest of health care. Likewise, CBO reports, from 2004 to 2007
drug expenditures grew by an average of just 3.2 percent per year,
slightly less than the rate of growth in overall health care spend-
ing.
Since 1964, IMS Health has found that the U.S. Market grew by
less than 5 percent only twice—2007 and 2008—and it now projects
that growth will remain at historically low 4.5 to 5.5 percent in
2009, and will be 5 percent or less in each of the next 5 years.

At the same time the drug cost growth has slowed sharply; re-
ports like those issued by AARP reach conclusions that conflict
with government data and is skewed toward finding high price
growth. These reports exaggerate drug price trends by failing to re-
flect the way public policy and the prescription drug market func-
tion. Our system is designed to fund the next generation of medical
advances through innovator drugs that have a limited time on the
market before going generic and to achieve cost savings through
the high use of generics. Large, powerful payers use a variety of
tools such as tiered formularies to negotiate lower brand prices
while driving high use of generics, which now account for about 70
percent of all prescriptions.
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We don’t believe that each tool used by a purchaser always yields
the best possible outcome, and we are encouraged by forward-look-
ing purchasers who are looking at alternatives that make better
use of medicines to improve care and control costs. Nonetheless,
under the current system, drug costs as a whole are growing slow-
ly, not fast, and consumers use drugs that were once innovator
molecules as generics in large volume for many years with little or
no return to the innovator.

The importance of understanding how the market operates when
interpreting pricing data is evident in AARP’s most recent report.
Eight of the drugs on AARP’s list of the top 25 brand drugs are
sold as generics. These drugs are counted in AARP’s brand price
calculation as though patients continue to use them at brand
prices, even though brand drugs typically lose nearly all of their
sales after going generic.

In one example, for a statin, 99 percent of the utilization for that
statin on AARP’S list of top-used brand drugs is now generic, and
the cost per day of therapy has dropped by 58 percent over 3 years,
not reflected in the AARP report.

The Federal Government CPI data on prescription medicines in-
cludes a market basket of brand and generics that reflects what
consumers actually buy. In the 3 years ended October, 2009, drug
prices rose by an average of 2.3 percent per year, compared to 3.8
percent for all medical care. For the most recent year, the govern-
ment’s measure of drug price growth was 2.7 percent.

The implicit message of reports on brand prices seems to be that
the pharmaceutical research companies stand to be in a uniquely
favorably position. In fact, the sector is currently characterized by
slow growth, rapid substitution of generics for brand medicines, a
projected $90 billion in sales facing generic entry over the next 5
years, and the exceptional challenges inherent in discovering new
medicines that safely and effectively treat disease.

Through October of this year, 58,000 job cuts have been an-
nounced in the industry, on top of cuts in 2007 and 2008. Nonethe-
less, there is reason for optimism that new medicines will continue
to improve medical care in the future. Investment in pursuing
these objectives accounted for by the 10 percent of health spending
going to medicines is repaid to society in longer, healthier, more
productive lives.

Mr. Chairman, in conclusion, I will note that the National Eco-
nomic Council recently published a document titled Strategy for
American Innovation: Driving Towards Sustainable Growth and
Quality Jobs, which identifies new treatments such as smart
anticancer therapeutics and personalized medicine as among the
21st century’s grand challenges. Achieving these challenges is
viewed as important to improving the quality of life and estab-
lishing the foundation for industries and jobs of the future. The bio-
pharmaceutical research sector looks forward to its role in bringing
these goals to fruition.

Again, Mr. Chairman, Ranking Member Deal, thank you for the
invitation to testify.

Mr. PALLONE. Thank you, Mr. Smith.

[The prepared statement of Mr. Smith follows:]
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; RICHARD I. SMITH
SENIOR VICE PRESIDENT, POLICY AND RESEARCH
PHARMACEUTICAL RESEARCH AND MANUFACTURERS OF AMERICA
BEFORE THE U.S. HOUSE OF REPRESENTATIVES COMMITTEE ON
ENERGY AND COMMERCE
SUBCOMMITTEE ON HEALTH

December 8, 2009

Chairman Palione; Ranking Member Deal; and Members of the Subcommittee,
thank you for the invitation to participate in today’s hearing on prescription drug
prices. My name: is Richard I. Smith and | am Senior Vice President for Policy
and Research of the Pharmaceutical Research and Manufacturers of America

(PhRMA). .

PhRMA represents the pharmaceutical and biotechnology research sector, which
the Congressional Budget Office (CBO) identifies as “one of the most research-
intensive industries in the United States.” This research investment is yielding

extraordinary advances for patients.

As CBO summarizes, “Many examples: exist of major therapeutic gains achieved
by the industry in recent years...anecdotal and statistical evidence suggests that
the rapid increases that have been observed in drug-related R&D spending have
been accompanied by major therapeutic gains in available drug treatments.” For

instance:



45

» The Centers for Disease Control and Prevention has identified “new drugs
and ex‘pénded usés fbr existing drugs” as ‘contﬁb‘uti‘nQ to the ‘déci‘ine in
heart disease and-stroke mortaiity.‘“k Johns Hopkins Medicine professors,
writing in the journalk Héalth Affairs, report that, while medicines treating
cardiovascular disease are not-a cure, “Protein enzymes, receptors, or
channels identified by the pharmaceutical industry as ‘drugable targets’

have led to striking, remarkable, and repeated achievement.”™

« . Academic researchers have associated new medicines with declines in
mortality for HIV/AIDS," breast cancer,” and other cancers;* reduced
disability rates among elderly persons;viii and increased productivity

among workers with conditions like rheumatoid arthritis™ and depression.*

« - Many peer-reviewed studies report that medicines help reduce spending
on other health care services; principally by helping effectively manage
health conditions so that patients can avoid expensive hospitalizations or
emergency care.® In addition to these academic studies, a CMS
evaluation of a demonstration project recently showed that improving
access to medicines for 7 chronic diseases by reducing cost-sharing

“reduced gross Medicare spending by 12 percent on average.”™

The continuing development of new medicines has a leading role in improving

health and health care. For instance, the prevalence of Alzheimer’s disease will
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increase sharply over the next few decades, imposing large human and
economic costs. - A report for the Alzheimer’s Association projects that new
treatments that delay the onset or slow the progression of Alzheimer's by five
years could save $100 billion annually in Medicare and Medicaid costs by
2020.% Likewise, researchers estimate that the number of patients with
Parkinson’s disease will double by 2030, resuiting in an enormous public health
challenge.™ The authors of this projection note that the answer “will come from
more research and new treatments that protect against Parkinson'’s, or slow its

#XV

course.

Likewise, new drug development’s continuing importance to our'society is
evident in the National Economic Council’s (NEC) September 2009 report, A
Strategy for American Innovation: Driving Towards Sustainable Growth and
Quality Jobs. NEC identifies developing “smart anti-cancer therapeutics that kill
cancer cells and leave their normal neighbors-untouched”, “personalized
medicine that enables the prescription of the right doses of the right drug for the

» o

right person”, “nanctechnology that delivers-drugs precisely to the desired tissue”
and “a universal vaccine for influenza that will protect against all future strains” as
among the “Grand Challenges” of the 21% Century for which we must harness
science and technology. NEC views meeting the ambitious goals embedded in

these Grand Challenges as “improv[ing] our quality of life and establish[ing] the

foundation for the industries and jobs of the future.”
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Recent government reports show that prescription drug cost growth has slowed
dramatically.compared to earlier in the decade—from a high double digit-annual
growth rate to one in the low to.mid-single digits. In fact, government data show
that prescription medicine costs-have grown more slowly in récent years than the
costs of many other heaith care services. As this slowdown in cost growth has
occurred, other reports have claimed that brand drug prices are rapidly
increasing. These reports do notreflect the way that the prescription drug
market functions and therefore exaggerate prescription drug price trends.
Moreover, these reports seem to have no parallel measure of the
disproportionately large benefits achieved by the small share of health spending

accounted for by medicines.

As a trade association, PhRMA maintains a strict antitrust compliance policy.
The antitrust laws prohibit us from obtaining or discussing our members’
proprietary information about the prices or discounts each individual company
negotiates independently with its.customers or the ways in which each company
determines the prices or discounts it will offer. Therefore, | do not have
information concerning any individual company’s pricing or discounting policies
or practices. My testimony addresses overall trends based on aggregate,

market-wide data and government reported information.
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Prescription Drug Cost Trends Have Slowed Dramatically

Short term cyclical changes in prices (up or down) do not reflect underlying
trends in drug spending. The most recent available National Health Expenditures
(NHE) Account data, issued by CMS, covers 2007 and reports that drugs were
about 10 percent of national health spending. The report’s findings about drug
costs are summed up in its title--“National Health Spending in 2007: Slower Drug
Spending Contributes to Lowest Rate of Overall Growth Since 1998.” In 2007,
prescription drug cost growth was 4.9 percent (the lowest rate since 1963),
compared to 8.1 percent for health care overall.™" This rate is far lower than
growth experienced in the last decade; for example, prescription drug cost'
growth was 13.3 percent in 1997 and 14.0 percent in 2002. The slowdown in
drug spending was not a one-year aberration. From 2003-2007, the average

annual growth rate was half of the rate for 1998-2002 %

CMS's NHE data also point to prescription medicines playing a smaller role in
overall health care cost growth. In 2002, prescription medicines accounted for
about 18 percent of the growth in National Health Expenditures. In 2007,
prescription medicines accounted for 8 percent of growth in NHE. Other services
accounted for the remaining 92 percent of cost growth. In 2009, CMS’s Office of
the Actuary reduced its 2008-2017 cumulative projection for prescription drug
spending by $515 billion, or 14 percent. This compares to a decline of 3 percent

for aff health care except prescription medicines™
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IMS Health provides another measure of drug cost trends. Like CMS, it reports
that cost trends are far lower today than.a few years ago. For instance, between
1997 and 2003, IMS reports drug cost grew at a simple average rate of 14.9
percent per year.™ In the following five vears, this dropped to 5.4 percent.: For
2009 alone, IMS projects total prescription drug cost growth of 4.5 to 5.5
percent—the mid-point of this.range would be the third lowest growth rate -
reported by IMS since 1995, and:over:5 percentage points lower than the

average growth rate since 1995.

IMS has reported growth rates below five percent only twice in the last forty-five
years: ~- 2007 (3.8 percent growth} and 2008 (1.3 percent growth).m Despite
growth below 5 percent only twice since 1964, IMS now projects growth below 5
percent for each of the next five years. IMS's most up-to-date forecast states
that “market growth is expected to remain at historically low levels,” averaging
3.5 percent per year from 2009 through 2013 This is about 11 percentage

points lower than the growth rate reported by IMS for the 1997-2003 period.

CBO has found that Medicare Part D is costing far less than previously projected,
principally because of “the competition that’s occurring in the private market”
among plans.® Medicare Part D plans have achieved significant cost savings
for beneficiaries and taxpayers by negotiating greater-than-expected discounts

from prescription drug manufacturers. CBO's 2009 estimate for total Medicare
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Part D spending-over 10 years (FY 2007-2016) has-dropped $520 billion, or 43
percent, compared with CBO's 2006 estimate for the samie perigd.* Part D plan
bids for 2010 were up just 4.7 percent from the previous year, and are actually

4.3 percent lower than bids in 2006 .

CBO also confirms that the rate of growth for prescription drugs in recent years
has been historically iow. in an October 2009 paper, it reported that “From 2004
to 2007, drug expenditures grew by an average of just 3.2 percent per year,

slightly less than the rate of growth in overail health care spending.”™

There are many reasons:for this fower growth rate; including but not limited to the
emergence of powerful; aggressive purchasers who bring many tools to bear in
negotiating for fower drug costs. Using multi-tier formutaries (which- spread over
the past decade from-a small share of the market to nearly the entire market),
prior authorization and step therapy, these purchasers have been able to drive a
very high levei of generic use and relatively low level of brand drug use. ™"
Moreover, they have driven virtually all brand use to their preferred tier where
they typically receive the biggest discount from drug manufacturers. ™ Many
drugs have come off patent. These molecules developed by innovator
companies continue to be widely used by patients and continue to achieve
important health benefits at a low cost to the patient with little to no return to the

innovator company.”‘"‘ And fewer new drugs have been approved in recent
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years, notwithstanding innovator companies’ intensive effort and large scale

investment:in drug discovery.

Reports on Prices (1) Misunderstand How Public Policy and the Market Are
Structured to Promote Continued Innovation and Savings and (2)

Exaggerate Price Trends

Some reports attempt to isolate price trends just for brand drugs. This approach
is inconsistent with how public policy and the market operate. Our system is
designed to:

(1) fund the next generation of medical advances through innovator drugs
that have a limited time on the market' before nearly all of their use is
converted to generic substitutes, while

(2).achieve cost savings through high use of generics that do not support

research contributing to medical advances.

As noted above, powerful payers use numerous tools to drive generic use as
high as possible, while negotiating aggressively for rebates on brand drugs.

Today, nearly three out of every four prescriptions used by patients is dispensed

! Peer-reviewed research reports that onty 3 out of 10 marketed drugs eam sufficient revenue to achieve a
positive return on their research and development investment. J. DiMasi and H. Grabowski, “The Cost of
Biopharmaceutical R&D: Is Biotech Different?,” Maragerial and Decision Economics, 2007. More recent
analysis reports that this has dropped to 2 out of 10 marketed drugs earning sufficient revenue to achieve a
positive return. J. Vernon et al., “Drug Development Costs when Financial Risk is Measured Using the
Fama-French Three Factor Model,” Unpublished Working Paper, 2008;
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as a generic.”™  And CRS reports “[fjarge pharmacy benefit managers (PBMs)?,
such as Advance PCS {75 million covered individuals), Medco Health Solutions
(65 million) and Express Scripts (57 million) have significant market power and
an established track record in negotiating prescription drug discounts for large

populations.”™™

We do not believe that all of the cost containment tools used by purchasers
always yield the best possible outcomes, 3 and are encouraged that some
forward-looking employers and insurers are experimenting with-alternative,
quality-based approaches that make better use of medicines, including both
brands and generics, to improve patient outcomes and control overall ‘health
costs.”™* Nonetheless, this market-based system has led to drug costs that as a
whole are growing more siowly than heaith costs overall, and it has allowed
consumers to use drugs that were once innovator molecules as generics in large

volume. for many years,

Analyses that seek to isolate price trends for brand drugs do not recognize these
features of our market system, thereby reaching conclusions that conflict with
these government-reported data and -appear to be skewed toward finding higher

prices. For instance:

% In 2009, the top five PBMs purchased 62 percent of all prescriptions sold.

* For example, there is extensive evidence that improved patient adherence to prescribed therapies can
improve health and reduce overali costs, .and that high-cost sharing and barriers to'access may have adverse
consequences. For example, see D.T. Lau and D.P. Nau, “Oral Antihyperglycemic Medication
Nonadherence and Subsequent Hospitalization Among Individuals with Type 2 Diabetes.” Diabetes Care,
September 2004; D.Goldman et al, “Pharimacy Benefits and the Use of Drugs by the Chronically 111.”
JAMA, May 2004; D. Goldman et al, “Prescription Drug Cost-Sharing: Associations with Medication and
Medical Utilization and Spending and Health.” J4AMA, July 2007,
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Analyses that track prices over time typically fail to adjust for the price
drop that occurs when a-brand medicine goes off patent and patients
convert to using the drug’s generic form. For instance, eight of the
drugs included in the top 25 brands tracked by the AARP report are
now sold as generics.*" These drugs appear to be counted in that
report's brand price calculation as though patients continue to use the
same volume of these drugs as they did in 2006, even though brand
drugs typically lose nearly all of their sales after going generic™®¥—
specifically because of the policy and market factors discussed above.
This has the effect of overstating consumers’ actual cost for these

therapies.

o For example, a statin on AARP’s list has been available as a
generic since 2006 and by 2009 less than 1 percent of sales
were for the brand form of the medicine. Approaches that treat
generic use at generic prices as if they are brand use at brand
prices do hot reflect consumers’ experience, since they
calculate price growth (1) as if the volume of the brand drug
used today is the same as it was in 2006, even though 99
percent of the use is now generic and (2) as if consumers are
paying brand price for this drug, even though they are paying

generic price. When we use an approach based on what

10
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consumers actually purchase to look at average price growth for
.. this medicine, we find that between 2006 and 2009 the average
price per prescription (including purchases of both brand and

generic) declined by 58 percent.

¢ - The federal govemment’s publicly available data on médical inflation is
the best, most current measure of price trends for medical costs.
These government data show that prescription drug prices grew by 2.3
percent per year on average for the last three years — more siowly than
prices for medical care overall and for most other medical services

tracked by CPt. **

o - Government's CP} data on prescription medicines includes a
market basket of brands and generics that reflects what
consumers actually buy. These same government CPI data
show prescription drug prices grew 2.7 percent during the 12
months ending September 2009, which is half of the 5.4 percent
reported by AARP for its own sample of drugs. ' One analyst
has written of AARP’s report, “Comparing list prices for a single
product category to a computed, non-list price index for a broad
basket of goods (CPI-U} is mathematically illogical. After ali, the
CPI-U for prescription drugs increased at a rate less than half

vl

the rate of list prices.

1l
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« . Many reports rely-on data that exclude off-invoice discounts and
rebates, and so do not take into account rebates paid by brand
manufacturers that lower drug costs. This is akin to analyzing sticker
prices, when the actual price paid is often much lower, due to
negotiations between purchasers and manufacturers.* Reports based
on this type of data do:not reflect these additional savings to
purchasers. To illustrate, if Thrifty Car Rental bought a fleet of cars
from Ford motor, it would negotiate a purchase price beiow the sticker
price. An analyst wouldn’t determine the cost of the deal by going to
the local Ford dealer, writing down the sticker price, and muitiplying it
by the number of cars purchased. As discussed above and as
referenced in the CRS report, the same type of negotiation that would
occur between Hertz and Ford occurs when a major health plan or
PBM, typicaily buying on behalif of millions or tens of millions of people,

agrees to put a drug-on their formulary.

* According to the Medicare Trustees, under Part D, “Many brand-name prescription drugs carry substantial
rebates, often as much as 20-30 percent.” In 2008, Medicare actuaries estimated savings through discounts,
rebates; and utilization management techniqués in Part I were 29 percent-—almost double the 15 percent
originally projected in the 2005 Medicare Trustees Report for the first year of the program. (2009 Annual
Report of the Boards, of Trustees of the Federal Hospital Insurance and Federal Supplementary Medical
Insurance Trust Funds, p. 162; and 2005 Annual Report of the Board of Trustees of the Federal Hospital
Insurance and Federal Supplementary Medical Insurance Trust Funds, p. 144; and Testimony of Kerry
Weems, CMS Acting Admiinistrator before the House Oversight and Government Reform Committee, July
24, 2008. Medicare actuaries in OACT conduct all analyses in Medicare Trustees Reports. )

12



56

The Pharmaceutical Research Sector is Facing Significant Challenges as it

Works to Develop the Next Generation of Medicines

The implicit message of reports on brand prices, such as AARP's, seems to be
that the pharmaceutical research sector stands in a uniquely favorable position.
In fact, the sector currently is characterized by slow growth, rapid substitution of
generics for brand medicines, and the exceptional challenges inherent in
discovering new medicines that safely and effectively treat disease. One source
projects that 18 best selling brand medicines accounting for $90 billion of U.S.
sales will go off patent over the next 4 years™""—meaning that these drugs will
become widely available and used at generic prices, as our system uses its
various tools to rapidly substitute generics for virtually all use of the innovator
drug. In this context, the sector has been forced to cut jobs--58,000 through
October of this year as reported by Forbes, ™™ on the heels of significant cuts in

2007 and 2008.

Notwithstanding these challenges, there is much reason for optimism that
valuable new medicines will continue to improve medical care into the future as
they have in recent decades. This is evident in the opportunities being created
by advances in scientific understanding, a pipeline of drug candidates targeting
many conditions that do not currently have adequate treatments, and companies’
on going efforts to reengineer the drug discovery process. The Grand

Challenges identified by the National Economic Council and involving advances

13
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in medicines can be realized. Investment in pursuing these objectives is
accounted for by the share of health spending going to:brand medicines is repaid

to society in longer, healthier, more productive lives

14
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Mr. PALLONE. Ms. Stoll.

STATEMENT OF KATHLEEN STOLL

Ms. StoLL. Thank you, Chairman, and thank you, Ranking Mem-
ber Deal, members of the subcommittee. My voice isn’t quite as
loud as the previous gentleman.

I think we have heard a lot of numbers. I am going to actually
give us a little pause from the numbers. I have got a few stats, but
I also want to paint a picture of what it means to have rising pre-
scription drug spending and prices for consumers. Let me just give
you a few numbers, but let me mix in some stories.

Increasing access to affordable prescription drug coverage is a
top issue for Families USA. We have seen prescription drug spend-
ing by consumers more than double in the last 10 years.

Now, it is fair to say that that spending is driven by more than
just price increases. People are using more drugs, and in many
cases that is a good thing. Prescription drug use has increased 72
percent while the population is only growing by 11 percent. That
is a pretty good business proposition, I think.

Utilization has also changed. That means the kinds of drugs peo-
ple take has changed. And some of the drugs, the new drugs on the
market, the biologics, are more expensive. That is not necessarily
a bad thing because many of them are real breakthrough drugs.
But we do see statistics that show that spending on biologic drugs
iis growing nearly twice as quickly as other traditional chemical

rugs.

And the third element of why consumers are spending more on
drugs—or are trying to spend more on drugs—is the cost of pre-
scription drugs, and that is what this hearing is about; and drugs
are becoming more expensive.

We can go back and forth with stats. I think we should be careful
that we understand that reduction in the rate of growth still means
you have a rate of growth. What we have seen is that between
1997 and 2007, retail drug prices, which is what counts for con-
sumers, have increased an average of about 6.9 percent a year.
That is about 2%z times faster than general consumer inflation. It
seems like that trend might be accelerating; it is really hard to say,
and I leave that to Steve.

So what does this mean for consumers? If you look at uninsured
consumers, uninsured adults, half report that they don’t get their
prescription drugs filled. They don’t get their prescriptions filled
and don’t seek needed refills. And I pause here now to tell you a
story, and I'm not going to tell you a story of a dramatic disease—
perhaps a rare disease with a dramatic cure.

Let me just tell you about a single mom that came to our atten-
tion. She has a severe problem with migraines. They are debili-
tating. Her vision is impaired by them. And she is really left un-
able to function. And because of her migraines, she misses many
days of work and many days with her son.

She doesn’t have insurance. She does work full time. And she fi-
nally went to a headache specialist and they went through a couple
of different drugs. He had some samples. After three or four, they
found one that works. It is actually like a miracle drug for her. So
we do thank the pharmaceutical industry for this breakthrough
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drug. I am not going to name it. The problem is that this brand
name drug that provides her tremendous relief for debilitation mi-
graines is very, very expensive. So you know where the story is
going.

She can get the prescription filled. She gets six at a time. And
it really takes hundreds of dollars to fill this prescription for six
pills. So what she has told us is that she saves her pills and if she
gets a real severe migraine, her doctor said, Take it right away,
don’t wait; but she holds on to those pills because they are so ex-
pensive. And she will go ahead and have a migraine because she
doesn’t take it early when she should.

The end of the story is what she shared with me, which is she
had one pill left 1 month, and she knew it was very expensive, she
wouldn’t be able to replace it, and her son pays the trumpet and
he had a recital coming. So she held on to that pill, went through
three severe migraines, missed time at work, missed paychecks, in
order to be able to take that pill on the day of the son’s recital. She
ended up not having a headache that day, but she wanted the in-
surance.

So that is what we are dealing with at the consumer level. If we
could bring down the name of that brand drug, it would mean a
tremendous difference for this woman who is uninsured.

She’s uninsured. Many Americans who have health insurance are
still unable to afford prescription drugs. You all know that as pre-
miums go up, people are buying plans with higher deductibles,
higher copays. They may have special deductibles and copays just
for prescription drugs. So they end up underinsured when it comes
to prescription drug coverage. They, too, make difficult decisions.
They paid for coverage; because they are underinsured or may not
have prescription drug coverage at all, two out of five of these folks
underinsured actually go without filling their prescriptions as well.
So, a problem of the uninsured and the underinsured.

Of course, some folks don’t have coverage through their em-
ployer. They are in the individual market. I would just point out
that in the unregulated individual insurance market consumers are
four times less likely to have prescription drug coverage at all. Cer-
tainly, for people with chronic conditions, that is where we see the
most impact in terms of high prescription drug spending. A person
with a single chronic condition can spend—about 36 percent of
their out-of-pocket costs will be for prescription drugs. If it is a per-
son with two or more chronic conditions, their out-of-pocket spend-
ing for drugs can be six times higher than their hospital costs.

Now that is not necessarily a bad thing. I am just giving you a
sense of the impact on consumers. It may be those prescription
drugs are keeping them out of the hospital. Certainly, we know
that there is a toll in terms of reduced quality of life, reduced pro-
ductivity; and sometimes it means death not to have access to pre-
scription drugs. It also means that our health care system has
higher costs long term.

I will tell you one more story. It is a story of a child with asthma.
Both of this child’s parents work full time. They have pretty good
insurance coverage for themselves. They have no dependent insur-
ance coverage. So their kid is not covered. Their son has asthma.
He needs a maintenance drug that costs a couple hundred dollars
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a month. Because they don’t have dependent coverage for their
son—and they don’t qualify for CHIP, by the way—their son
doesn’t get the asthma medication on a regular basis. They can’t
afford it. It is hundreds of bucks a month. These are low-wage
working parents.

They have tried things like making their fifth-grade son wear a
mask when he goes to school to help with the maintenance and the
management of the asthma. If you have ever tried to send a fifth-
grade boy off to school with a mask, you know that is probably not
going to work too well.

So the end of the story is, obviously, the child without regular
asthma medication to maintain and monitor his asthma to keep it
under control, he ended up in the emergency room and he had a
very high-cost hospitalization, and it had a very hard financial im-
pact on the family.

Mr. PALLONE. I appreciate it. I am going to ask you to stop now
because you are almost 3 minutes, but thank you.

[The prepared statement of Ms. Stoll follows:]
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Kathleen Stoll, Deputy Executive Director, Director of Health Policy
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Committee on Energy and Commerce, Subcommittee on Health

“Prescription Drug Price Inflation: Are Prices Rising Too Fast?”
Tuesday, December 8, 2009
2123 Rayburn House Office Building

Mr. Chairman, Members of the Committee:

Thank you for inviting Families USA to participate in today’s heariﬁg on the effect of rising
prescription drug costs on consumers. Families USA is the national organization for heaith care
consumers. For nearly 30 years, our organization has worked to ensure that affordable, quality
health coverage becomes a reality for all Americans. Unfortunately, over the last decade, rising
health care costs have priced millions of Americans out of quality coverage. As a result, millions
more have joined the ranks of the uninsured and underinsured, and fewer Americans have quality
prescription drug coverage. Health reform legislation passed in the House of Representatives and
currently being debated in the Senate will ameliorate this problem by increasing access to

quality, affordable coverage — including prescription drug coverage — for millions of families.

Increasing access to affordable prescription drug coverage is more urgent than ever. In recent
years, Americans have spent a significantly larger amount on prescription drugs. In fact, total
spending on prescription drugs in the United States nearly doubled between 2000 and 2007,

rising from $120.6 billion to $227.5 billion.!

Three primary factors are driving the increase in prescription drug spending. First, people are

using more prescription drugs than they previously did. Between 1997 and 2007, the number of

! National Health Expenditure Accounts, available online at
http:/'www cms.hhs gov/NationalHealthExpendData/downloads/tables.pdf.
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prescriptions filled in the United States rose by 72 percent, while the United States population
grew by only 11 percem.2 Secondly, the cost of prescription drugs has become more expensive.
During the same period between 1997 and 2007, retail drug prices increased an average of 6.9
percent per year, rmore than 2.5 times the rate of the annual rate of inflation (which was 2.6
percent per year over the same period).3 Finally, over the past few decades, prescription drugs
have changed the face of medical treatment. Today, prescription drugs can help prevent, treat or
cure many health conditions, and the potential quality of life and health improvements of these
treatments are substantial. As new drugs become available, prescribing patterns change, and this
drives a shift in health care spending In recent years, the advent of biologic drugs — drugs that
are created from living cells, tissues or organisms through a biologic process rather than those
that are chemical in naturc — have had a marked effect on both the practice of medicine and
prescription drug spending. Biologic drugs have offered new treatment options for conditions
such as cancer and rheumatoid arthritis, but they are extremely expensive. For example, Avastin,
a biologic drug that is used to treat advanced cases of colon, lung, or breast cancer can cost up to
$100,000 per year.* Estimates indicate that spending on biologic drugs is now growing nearly

twice as quickly as spending on traditional chemical drugs’

The combination of these three factors — the rise in utilization, an increase in prescription drug
prices, and a shift in the type of drugs prescribed — have had a profound effect on Americans’

ability to access affordable prescription drugs.

Uninsured Americans face a disproportionate barrier in accessing affordable prescription
drugs.

According to the most recent Census Bureau numbers, 46.3 million Americans were uninsured
for the entirety of 2008. The recent economic downturn has had a profound adverse impact on

American families. Since 2008, millions of Americans have likely joined the ranks of the

? Prescription Drug Trends. (Washington: Kaiser Family Foundation: September 2008).

* Ibid.

* Gina Kolata and Andrew Pollack, “Costly Cancer Drug Offers Hope, but Also a Dilemma,” New York Times, July
6, 2008.

* Biologics in Perspective: The Case for Generic Biologic Drugs, (Washington: AARP).

2
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uninsured due to rising unemployment through 2009. A recent Families USA analysis found that

four million more working-age adults are uninsured in 2009 than in 2008.°

Going without coverage — including prescription drug coverage — puts families at risk both
physically and financially. The uninsured are more likely to delay or forgo care, and are more
likely to be diagnosed with conditions in later stages. The uninsured are also more likely to face
trouble obtaining prescription drugs when necessary and are more likely than those with
insurance to report having skipped filling a prescription due to cost. In fact, in 2007, nearly 12.5
million working-age Americans without health insurance reported having unmet prescription
drug needs.” In addition, nearly half of adults who reported having been uninsured in the past
year said that they did not fill a prescription because it was too expensive.® With no prescription
drug coverage, uninsured individuals must pay the full price out-of-pocket or rely on prescription

assistance programs, which offer limited discounts.

The Affordable Health Care for America Act would extend coverage — including prescription
drug coverage — to an estimated 36 million Americans by 2019, reducing barriers to access for

the uninsured.

Many Americans with health insurance are still unable to afford prescription drugs.

As the cost of health coverage continues to rise, many Americans are choosing to purchase
coverage that is less expensive — but it comes with higher costs when they actually need the care.
These health plans often have high deductibles and larger copayments, and cover fewer services.
Americans who spend more than 10 percent of income on out-of-pocket costs beyond premiums
(five percent of income for families with income below 200 percent of poverty) or individuals

who are in a plan with a deductible that exceeds five percent of income are considered

¢ One-Two Punch: Unemployed and Uninstired (Washington; Families USA, October 2009}, availabie online at
hetp://www.familiesusa.org/assets/pdfs/one-two-punch.pdf.

7 Laurie E. Felland, James D. Reschovsky, Center for Studying Health System Change, “More Nonelderly
Americans Face Problems Affording Prescription Drugs,” (January 2009), available online at

¥ Losing Ground: How the Loss of Adequare Health Insurance is Burdening Working Families (Washington: The
Commonwealth Fund, August 2008).
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underinsured. In 2007, an estimated 25 million adults (ages 19-64) were underinsured, a 60

percent increase since 2003.°

When Americans are underinsured, they often have to make decisions that compromise their
health. More than two in five underinsured adults reported that they did not fill a prescription

because of costs in the past year‘10

The Affordable Health Care for America Act will improve the quality of coverage for millions of
Americans by eliminating annual and lifetime caps, putting caps on out-of-pocket costs in place
and requiring that all plans meet minimum benefit standards. By ensuring that all Americans
have access to quality coverage that provides adequate financial protection, consumers will both
have the prescription drug coverage that they need and will be less likely to skip filling necessary

prescriptions due to cost.

Americans who have health insurance plans in the individual market are less likely to have
prescription drug coverage.

Those who do not have an offer of coverage through their place of work or through a public
program often must seek coverage on their own through the individual health insurance market.
Coverage in the individual market is often more costly and less comprehensive than group
coverage provided through the workplace. In order to obtain affordable coverage, many
consumers purchase a plan that limits the benefits covered or includes a high deductible. For
example, many plans in the individual market do not include prescription drug coverage. In fact,
people with individual coverage are four times more likely to have a plan that does not include
prescription drug coverage compared to those with employer-based coverage (20 percent versus

S percent).11

The Affordable Health Care for America Act, H.R. 3962, would require that all health plans,

including those sold in the individual market, cover prescription drugs.

° Cathy Schoen, Sara R. Cotlins, et al, “How Many Are Underinsured? Trends Among U.S. Adults, 2003 And
2007,” Heaith Affairs 27, no. 4 (2008): w298-w309).
10 N

Thid.
! Failure to Protect: Why the Individual Insurance Market Is Not a Viable Option for Most U.S. Families
(Washington: The Commonwealth Fund: July 2009).
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Americans with chronic conditions have the greatest need for affordable prescription drug
coverage.

People with chronic conditions are particularly at risk when it comes to the high cost of
prescription drugs. For example, 98 percent of people with diabetes use prescription drugs. In
fact, adults with diabetes fill about four times as'many prescriptions and spend about four times
as much on prescription drugs as the general population.® As a result, out-of-pocket spending on
prescription drugs is the single largest contributor to health-related financial burdens for those
with chronic conditions, Among adults who spent more than 10 percent of their income on out-
of-pocket costs (beyond premiums) in two consecutive years, spending on prescription drugs
accounted for 55 percent of total out-of-pocket costs. For those with a single chronic condition,
prescription drug costs accounted for 36 percent of out-of-pocket spending. Spending on
prescription drugs, particularly among those with two or more chronic conditions, dwarfs
spending on all other medical services. Qut-of-pocket spending on prescription drugs among
those with two or more chronic conditions was more than six times higher than out-of-pocket

spending for hospital-based services (55 percent versus 9 percent).|3

The Affordable Health Care for America Act, H.R. 3962, will assist those with chronic
conditions by ensuring that everyone has access to quality, affordable coverage that limits out-of-

pocket spending on services, including prescription drugs.

Access to affordable, quality health coverage — including prescription drug coverage — will
help to improve health outcomes and decrease overall health costs.

Unaffordable prescription drug prices affect Americans across the spectrum. Each day,
Americans choose not to fill their prescriptions so they can put food on the table for their
families. At the same time, many other Americans cut their pills in half because they cannot
afford filling an entire prescription. And every night, a parent goes to bed worrying about how to

afford the medicine that someone in their family, even their child, desperately needs.

"2 Center on Aging Society, Georgetown University. Data Profile Number 5, (September 2002), available online at
http://ihcrp.georgetown.edu/agingsociety/pubhtml/rxdrugs/rxdrues. html.

" Chronic Burdens: The Persistently High Out-of-Pocket Health Care Expenses Faced by Many Americans with
Chronic Conditions (Washington: The Commonwealth Fund: July 2009).

5
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We regularly hear stories of people who cannot afford prescription drugs, even from people who
have insurance. Consider children with asthma. Parents who cannot afford their employer’s
coverage may turn to purchase insurance in the individual market. The only policy they can
afford has a high deductible and-does not include prescription drug coverage. Their child’s
maintenance medication for asthima costs hundreds of dollars a month that the family simply
does not have. As a result, the child skips doses, and ultimately ends up being hospitalized for an

asthma attack that could easily have been prevented.

When Americans cut back on the prescriptions they need; they often end up in the hospital. More
emergency room visits, hospital admissions or doctor visits may increase overall health care
costs. In addition, this simply makes no sense for the health and well-being of people who have

chronic diseases that can be managed with prescription drugs.

The Affordable Health Care for America Act will help to ensure that American families have
access to affordable, quality health care — including affordable prescription drugs — that they can

count on no matter their life circumstances.
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Mr. PALLONE. Professor Vernon.

STATEMENT OF JOHN A. VERNON, Ph.D.

Mr. VERNON. Mr. Chairman and members of the committee,
thank you for the invitation to testify today. My name is John
Vernon and I am a professor in the Department of Health Policy
and Management at the University of North Carolina at Chapel
Hill and a Faculty Research Fellow with the National Bureau of
Economic Research.

In addition to discussing the issue of rising drug prices, I will
also discuss the role drug prices pay in firm- and industry-level
R&D investment. The latter is of critical importance because con-
sidering drug prices in isolation is not useful. The tradeoff between
drug prices, industry profits, and innovation is what is relevant.
My research on this point is based on unfunded research published
in the peer-reviewed economics literature.

Regarding the issue of rising drug prices in the U.S., the conclu-
sions drawn by the AARP report are based on flawed methods and,
thus, are misleading. Some of the more serious flaws with the anal-
ysis are:

The AARP report is based on wholesale prices, not retail prices
or transaction prices, which are often substantially lower than
wholesale prices. This is because PBMs and insurers negotiate dis-
counts, often steep discounts, and rebates with manufacturers.

Second, the AARP report is an analysis of branded products only.
The burden to U.S. consumers of prescription medications associ-
ated with access to prescription drugs should also consider generic
drugs, which in the U.S. have among the lowest prices in the world
and the highest utilization rate.

For example, approximately 70 percent of all prescription drugs
dispensed are generic drugs. So we have both the highest utiliza-
tion rate and the lowest prices. Much of this credit goes, of course,
to the 1984 Waxman-Hatch Act, which did a nice job of balancing
innovation with generic competition.

Three, in the AARP report, 10 of the top 25 branded pharma-
ceuticals in their study actually have generic versions currently on
the market. Mandatory generic substitution laws in most States
implies that the lower-cost generic versions of these 10 brands
drugs are dispensed to consumers, not the branded versions.

In my opinion and based on my experience as both an academic
journal editor and peer-reviewer for academic journals, this study,
as it stands, does not meet the peer-review standard for economic
publication—and that is the hallmark of academic research. A bet-
ter measure, in my opinion, of drug price trends in the U.S., one
that is based on retail prices, not wholesale prices, and which also
captures the cost savings from generic competition and substi-
tution, is the prescription drug Consumer Price Index reported by
the U.S. Bureau of Labor Statistics. The BLS prescription drug in-
flation rate for 2009 is approximately 3 percent, or roughly one-
third of the 9 percent inflation rate reported by the AARP.

Moreover, the change in drug price inflation was approximately
half that in the most recent year of the change in the inflation rate
for nonprescription drugs and medical supplies. This suggests a
small increase in prescription drug prices may reflect broader
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health sector market dynamics and not an isolated increase in pre-
scription drug prices.

As previously mentioned, the consideration of prescription drug
prices in isolation is an incomplete and misleading exercise. What
must be considered are the costs and the benefits of higher or lower
prescription drug prices and, specifically, the economic tradeoff be-
tween access to existing medicines and access to future, yet-to-be-
discovered medicines.

The expected returns on individual R&D projects are directly re-
lated to expected pharmaceutical prices and profitability; price con-
trols or indirect price controls via such mechanisms as reimporta-
tion or technology assessment rationing lower expected net returns
for firm shareholders. The result will be a decline in the rate of
pharmaceutical innovation, fewer drugs developed, and it will take
a longer time to find cures for many diseases.

Unlike the benefits of the price control policy, which clearly
would be to improve access for today’s consumers and seniors—im-
plicit price controls, which will produce immediate and observable
cost savings through lower drug prices—the costs of a price control
policy in terms of forgone innovation is much more difficult to ap-
preciate and quantify.

What might we have discovered? How much more quickly would
we have found a cure for Alzheimer’s disease? These are very nebu-
lous and difficult to appreciate and certainly to quantify, but that
does not justify not considering these very important costs. A full
economic analysis considers both the costs and benefits of any pol-
icy or health care reform.

The sensitivity of R&D spending to pharmaceutical prices and
profits has been studied with a variety of different research meth-
ods, including standard retrospective statistical analyses of
industry- and firm-level data, protective simulation analyses, and
financial event studies. The research findings have been strikingly
consistent and robust. I will summarize the results from two recent
studies published in the economics literature that I authored by
myself and with coauthors.

The first study utilized publicly available firm-level financial
data and exploited observable differences in the U.S. and non-U.S.
pharmaceutical profit margins. Outside the U.S., most countries
have some form of price regulation, explicit or implicit. Using es-
tablished economic models and statistical techniques, we estimated
that a new policy that reduces pharmaceutical profit margins in
the U.S. to non-U.S. levels will cause firm R&D spending to decline
by between 25 and 35 percent, all things considered.

A policy that regulates prices in the U.S.—for example, re-
importation from foreign markets with forced sale clauses, those
foreign markets, of course, having price regulation—will theoreti-
cally have this effect on U.S. profit margins.

The second study adopted a slightly different approach and uti-
lized publicly available industry-level data to study the direct link
between U.S. drug prices and industry-level R&D spending. In this
study, we estimated that for every 10 percent reduction in U.S.
prices, industry R&D spending will decline by approximately 6 per-
cent. We call that an elasticity estimate of R&D with respect to
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real drug prices in the U.S. This finding is also consistent with an
earlier study by Harvard economist, F.M. Scherer.

In sum, the empirical evidence suggests that firm R&D spending
is very sensitive to pharmaceutical prices and profits and to prices,
as the economic theory would predict and the empirical literature
supports. The key point is that the benefits associated with lower
drug prices—and it cannot be argued that there would be benefits
and improved access to medicines that are currently on the market
and available—would unequivocally come at a cost: lower levels of
R&D investment and a reduced rate of pharmaceutical innovation.
It is critical that these costs be balanced carefully against the bene-
fits of associated regulation, explicitly or implicitly, that regulates
drug prices. This is particularly true in light of the recent evidence
on the significant contributions of pharmaceutical and medical
R&D to human health and life expectancies in the U.S., research
that suggests the U.S. is currently underinvesting in medical and
pharmaceutical research based upon the benefits that we enjoy in
America as a result of improved quality of life and extended life
expectancies. Thank you very much.

Mr. PALLONE. Thank you, Professor.

[The prepared statement of Mr. Vernon follows:]
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Before the
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Mr. Chairman and members of the Committee, thank you for the invitation to testify today on
Prescription Drug Price Inflation: - Are Prices Rising Too Fast?” My name is John Vernon and I
am a professor in the Department of Health Policy and Management at the University of North
Carolina at Chapel Hill and a Faculty Research Fellow with the National Bureau of Economic
Research (NBER). I previously was a professor in the Department of Finance at the University of
Connecticut and a Visiting Professor at the Wharton School of Business at the' University of
Pennsylvania, where, among other subjects, I taught MBA-level courses in pharmaceutical
finance, economics, and policy. Also, I formerly served as Senior Economic Policy Adviser to
the Office of the Commissioner at the U.S. Food and Drug Administration. My testimony today
will be based on academic research, published in the peer-reviewed economics literature, that I
have undertaken jointly with Joe Golec and other colleagues. The vast majority of these
publications were unfunded research projects.

The opinions I am about to express are entirely my own; they do not necessarily reflect those of
the institutions and organizations with which I.am, or have been, affiliated.

In addition to discussing the evidence, or, more specifically, the lack thereof, of rising U.S. drug
prices, 1 will also discuss the role drug prices play in firm- and industry-level R&D investment,
and the subsequent rate of pharmaceutical innovation. The latter is of critical importance because
considering drug prices in isolation is not useful: the tradeoff between drug prices and innovation
is what is relevant—that is, what are the benefits and costs of higher (or lower) U.S. drug ptices?
As I will describe, there is strong empirical evidence that 1) Suggests that the marginal benefits
of R&D spending far exceed their costs—making a compelling economic case for higher levels
of R&D spending by firms; and 2) There is an unequivocal theoretical relationship between U.S.
drug prices and profits and R&D investment, one that has consistently been supported by peer-
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reviewed publications in leading economics journals (Vernon, 2004; Vernon, 2005; Giaccotto,
Santerre, and Vernon, 2005; Golec, Hegde, and Vernon, 2009; Grabowski and Vernon, 2000).

Are U.S. Drug Prices Actually Rising? Flaws with the AARP Report

The conclusions drawn in the AARP report, which has not been evaluated and vetted through
peer-reviewed evaluation-—the hallmark of * academic/economics journal publications—are
based on flawed methods, and thus-are misleading and biased. The AARP report, as it stands,
does not meet peer-review standards for academic publication in reputable journals—especially
recognized, quality economics journals. Some of the major flaws with the analysis are:

1) The AARP report is based on wholesale price data, not retail or transaction prices, which are
often substantially lower than wholesale prices, because Pharmacy Benefit Managers (PBMs)
and insurers negotiate discounts and rebates with manufacturers.

2) The AARP report is an analysis of branded products only. The burden to U.S. consumers
associated with access to prescription drugs should also consider generic drugs, which in the
U.S., are among the lowest prices in the world; and, according to a December 2008 AARP
report, the utilization percentage for generic drugs in the U.S. has risen from 19% in 1984
(the year the Waxman-Hatch Act was passed)to 67%: in 2007. The impact of this significant
shift towards greater generic competition and utilization is to reduce the overall burden of
access to pharmaceuticals. :

3) Another flaw with the recent AARP report on rising drug prices, and related to the previous
point, is that it ignores the fact that 10 of the top 25 branded pharmaceuticals in their study
have generic versions currently on the matket. Mandatory generic substitution laws in most
states implies that the low-cost generic vetsions of these 10 branded drugs are dispensed to
consumers——not the branded versions.

4) Lower prescription drug prices are also often av‘ail‘a;ble to U.S. consumers through mail order
pharmacies and discount retail pharmacies—a viable cost savings option for consumers that
is not reflected in the AARP estimates.

5) Insurance, particularly insurance proposed within the current healthcare reform legistation,
results in consumers paying prices well below retail prices.

A much better measure of drug price trends in: the U.S., one that is based on retail prices not
wholesale prices, and which also captures- the: ‘cost savings from generic. competition and
substitution (since 1995), is the prescription drug consumer price index (CPI) reported by the
U.S. Bureau of Labor Statistics (BLS). As the BLS repotts on their website, their index includes:

“All drugs dispensed by prescription. Mail order'oittlers are included, [and] prices reported
represent transaction prices between the pharmacy, patient, and third party payer...”
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Figure 1 is a time series of growth rates of U.S. prescription drug prices.

Figure 1: Percéntage Changes in Prescription Drug CPI from BLS Data:1995 to 2009
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As figure 1 illustrates, the percentage change in the BLS prescription drug CPI is substantially
lower than the upwardly biased figure reported by the AARP. Moreover, the 2008 to 2009
(through October) change in prescription drug price inflation rate was approximately half that of
the 2008 to 2009 inflation rate for non-prescription drugs and medical supplies (2.5% to 3.18%
versus 0.9% to 2.25%). This suggests the small increase in prescription drug prices may reflect
broader healthcare-sector market dynamics, and not an isolated increase in prescription drug
prices.

Finally, in regard to the reasonableness of the claim that manufacturers have raised drugs prices
in anticipation of forthcoming healthcare reform legislation, the most directly comparable, and
recent, legislative event points to the exact opposite firm reaction (Golec, Hegde, and Vernon,
2009). At the time of the 1992-1993 Clinton administration’s proposed Health Security Act,
many large drug manufacturers publicly committed to keeping drug price increases at or below
the overall inflation rate. This makes sense, theoretically, because firms would want to avoid
political controversy regarding drug prices precisely at a time when drug prices are under great
scrutiny. The publicly announced commitments by many firms to constrain drug prices at this
time attracted the attention of the Federal Trade Commission (FTC), and consequently lead to
FTC challenging whether such actions were a violation of anti-trust law (Ellison and Wolfram,
2002). There are numerous similarities between the current healthcare reform legislation being
considered and that of the Clinton administration’s HSA. This begs the question, “why would the

3
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currently proposed healthcare reform legislation result in a different behavior by firms?” The

relatively low rate of drug price increases in recefit years suggests they are not acting very

differently. Indeed, prescription drug prices in-recent years have grown at one of the lowest rates -
since the 1980s, when annual drug prices increases were near 10% on average.

Even the small price increases in recent years, when they exceed the general inflation rate, can be
explained more plausibly by industry. dynamics. For example, as Grabowski and Kyle (2007)
have shown, increased generic competition and patent challenges have resuited in a compression
of the product life cycle for many drugs; thus leading, perhaps, to higher prices. Moreover, the
industry’s productivity in recent years has declined for pharmaceuticals (chemical molecules),
which face very intense generic competition-at patent expiration, but increased for biologics
(biologic molecules), which currently do not face such competition and which also are more
costly to develop (for example, because of the higher cost of R&D capital faced by biotech
firms). This shift in the mix of innovative products- (relatively more biologics and fewer
pharmaceuticals), could easily explain recent price:increases greater than the overall inflation
rate (however small). Thus, the assertion by the AARP that firms have raised prices in the face of
proposed healthcare reform can be refuted by more plausible explanations.

Prescription Drug Prices, Profits, and R&D Spending: Factors Affecting Pharmaceutical
Innovation

As mentioned in the preceding section of my written testimony, a consideration of prescription
drug prices in isolation is-an incomplete and misleading exercise. What must be considered are
the costs and benefits of higher (lower) drug prices, and specifically the economic tradeoff
between access to existing medicines and access to future pharmaceutical innovations (through
higher levels of R&D). Prior to discussing this tradeoff, a brief overview of the pharmaceutical
R&D process, the costs, risks, and returns, is warranted.

A new pharmaceutical typically takes 12-15 years to-bring to market, and most investigational
new drugs/molecules never make it to market. Some research suggests only about 1 in 5,000 pre-
clinical molecules studied ever become FDA-approved new drugs. Moreover, of the drugs that
do make it to market, only 2 out of every 10-generate returns in excess of average R&D costs
(Vernon, Golec, and DiMasi, 2009).

The expected returns on individual R&D projects are directly related to expected pharmaceutical
prices and profitability. Price controls, or indirect price controls via such mechanisms as re-
importation or technology assessment -rationing, lower expected net returns for firm
shareholders’. The result will be a decline in the rate 'of pharmaceutical innovation: fewer new
drugs will be developed and it will take a loriger time to find cures for many diseases, all else
considered". Unlike the benefits of a price control policy; explicit or implicit, which will produce
immediate and observable savings through lower drug prices, the costs of such a policy are more
difficult to appreciate and quantify™. This is because of the considerable time lag and uncertainty
associated with the R&D process, which, as already noted, is very long, costly, and risky". My
academic research has focused on these costs, and ‘specifically the economic relationships
between pharmaceutical prices, profits, and R&D". There is an unequivocal tradeoff between

4
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access to existing medicines, which is improved with contemporaneous lower prescription drug
prices, and access to future: pharmaceutical innovations. This may be illustrated by the access-
innovation frontier in Figure 2.

Figure 2: The Tradeoff Between Access to Existing Medicines and Future Medicines

Access to Existing
Drugs

Access-Innovation
Frontier

Access to Future Drugs {Through Innovation)

The sensitivity of R&D spending to pharmaceutical prices and profits has been studied with a
variety of different research methods, including standard retrospective statistical analyses of
industry and firm-level data, prospective simulation analyses, and financial event studies
(Vernon, 2003, 2004, 2005; Giaccotto, Santerre and Vernon, 2005; Abbott and Vernon, 2007;
Santerre and Vernon, 2006; Golec, Hegde, and Vernon, 2006; Golec and Vernon, 2007). The
research findings have been strikingly consistent and robust. I will summarize the results from
two recent studies (Vernon, 2005; Giaccotto, Santerre, and Vernon, 2005). Both were unfunded
studies that have been vetted by the academic peer-review process, and subsequently published
in professional economics journals.

The first study utilized publicly ‘available, firm-level financial data and exploited observed
differences in U.S. and non-U.S. pharmaceutical profit margins (the latter were used to proxy for
profit margins in the presence of price regulation). Using established economic models and
statistical techniques, we estimated that a new policy that reduces pharmaceutical profit margins
in the U.S. to non-U.S. levels will cause firm R&D spending to decline by between 25 and 35
percent, all things considered. A policy that regulates prices in-the U.S., for example re-
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importation from foreign markets with forced-sale clauses, will theoretically have this effect on
U.S. profit margins.

The second study adopted a slightly different approach and used publicly available, industry-
level data to study the direct link between: U.S. drug prices and industry-level R&D spending
(Giaccotto, Santerre; and Vernon, 2005). In- this study, we estimated that for every 10%
reduction in U.S. drug prices, industry R&D' spending will decline by approximately 6%. This
finding is consistent with an ecarlier study that also analyzed industry-level pharmaceutical R&D
(Scherer, 1996; 2001).

In sum, the empirical evidence suggests that firm R&D spending is very sensitive to
pharmaceutical prices and profits, as economic theory predicts. This is in direct contrast to the
ubiquitous, non-economic. notions one often hears, such as “lower prices and profits won’t
reduce R&D spending because firms will still have enough profit to cover their R&D” and “these
firms have to invest in R&D, what else are they going to do?”

The key point is. that the benefits associated with-lower drug prices in the U.S. will,
unequivocally, come at a cost: lower levels of R&D investment and a reduced rate of
pharmaceutical innovation. It is critical that these costs be balanced carefully against the
benefits of associated with regulated, explicitly or implicitly, drug prices. This is particularly true
in light of the recent evidence on the significant contributions of pharmaceutical and medical
R&D to human health and life expectancies in the U.S. (Murphy and Topel, 2003; Lichtenberg,
2002).
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Endnotes

! The implicit argument being put forth is a net present value (NPV) argument. A real options
framework; in the parlance of modern finance theory, will generate the same prediction (see
Golec, Hegde, and Vernon, 2009).

% The phrase “all else considered” is important here. The relevant.comparison for assessing the
impact of price regulation on R&D spending and innovation is the counterfactual event of no
price regulation policy. R&D and innovation are driven by a number of factors and even if a
price regulation policy is enacted real R&D spending may continue to grow over time, but it
would grow at a slower rate than would have been the case if the policy were not enacted. The
relevant measure of the effect of policy is one that holds all -other factors constant: the
comparison of the reality with the counterfactual. Some of the research I will mention in this
testimony can easily be taken out of context. For example, if the statement is made that
pharmaceutical price regulation will reduce R&D by x%, this is x% relative to the level of R&D
spending in the absence of the policy, not R&D spending in absolute terms.

i To more formally consider the balancing of the costs and benefits of a policy that constrains
U.S. drug prices the following may provide some clarification. Once a pharmaceutical product
has been brought to market, pricing above marginal cost results in an underutilization of the new
product (from a social welfare perspective), and these costs are referred to as static inefficiency
costs. Thus, a tradeoff exists between providing incentives for research and development (R&D),
and thus innovation, and consumer access to today’s medicines: this is the balance the U.S.
patent system tries to strike. While there is nothing sacrosanct about the current structure of the
U.S. patent system for pharmaceuticals, or indeed the existing rate (and stock) of R&D
investment, what is immediately apparent is that regulating prescription drug prices, while it will
expand access to medicines already developed (the aforementioned benefits), it diminishes the
intended objective of the U.S. patent system. This, as I have mentioned, will reduce the future
supply of new drugs. These costs are referred to as dynamic inefficiency costs. The .optimal
policy (or patent system) will minimize the sum of the static and dynamic inefficiency costs.

¥ The term risk here refers to the technical risk of an R&D project, which is the likelihood it will
make it through the various stages of drug development and become a marketed product. This is
quite different from financial risk, which is the risk faced by an investor who holds the market -
portfolio, i.e., the relevant risk for determining the project’s cost of capital (or discount rate).

¥ While understanding how R&D spending may be affected by pharmaceutical price regulation is
important, what is most relevant is how this change in pharmaceutical R&D spending will
influence innovation and public health. Obviously, measuring the costs associated with forgone
future innovation is a near impossible task: there are many variables that can affect the outcome.
However, because there is an overwhelming tendency for public policy debate to focus on the
short-run benefits of lower (regulated) drug prices, it is critical that efforts be untaken to at least
approximate the magnitude of what the corresponding costs would be in terms of lower levels of
innovation. Only then can the benefits of lower drug prices be weighed against the costs to

7
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determine if a price-regulation policy is a good one. A very rough first approximation of the
social costs associated with various pharmaceutical price-reduction policies (measured in terms
of life years and dollars) may be found in Vernon:(2004).
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Mr. PALLONE. Ms. Cramer.

STATEMENT OF BONNIE CRAMER

Ms. CRAMER. Thank you, Mr. Chairman and members of the
Health Subcommittee. I am Bonnie Cramer. I am chairman of
AARP’s all-volunteer board of directors, and on behalf of our 40
million members, thank you for including AARP in this discussion
of brand-name prescription drug prices.

As you know, AARP is deeply committed to making prescription
drugs affordable for our members and for all Americans; and
whether we are ready to admit it or not, the United States is aging
at an unprecedented rate. Starting on January 1, 2011, 10,000 peo-
ple will turn age 65 every day, and this will continue for the next
20 years. When combined with the rapidly escalating brand-name
prescription drug prices and the fact that older Americans use pre-
scription drugs more than any other segment of the population, it
seems evident that many Americans will soon find themselves un-
able to access the drugs they need at a price they can afford. And
that, we believe, is not acceptable.

As part of these efforts, AARP’s Public Policy Institute, working
with Dr. Schondelmeyer, has been reporting on manufacturer price
changes for prescription drugs. Since 2004 we have done our pre-
scription drugwatchdog report. Our latest report found, as you have
heard, that average manufacturer prices for widely used brand-
name and specialty prescription drugs continued to increase sub-
stantially between October of 2008 and September of 2009, rising
by 9.3 percent and 10.3 percent respectively.

Now it has been twice said that 70 percent of all prescription
drugs are generic, but you need to know that 76 percent of all
spending is for brand drugs.

Rising prescription drug prices are a source of concern for many
of our members and it can impact their health. The inability to af-
ford needed prescription drugs has been shown to negatively im-
pact patient adherence to drug regimens. Many consumers report
that they have not filled prescriptions, they skip doses, and they
cut pills in half as a result of high prescription prices. These are
stories that we hear from our members every day. This type of be-
havior in turn can lead to more expensive health care needs in the
future.

Problems paying for prescription drugs are more common among
those taking a larger number of medications, such as older adults.
Approximately 20 million AARP members are over the age of 65
and eligible for Medicare. The Part D benefit, which AARP fought
very hard to enact, provides much-needed prescription drug cov-
erage for Medicare beneficiaries, but unfortunately, the Part D ben-
efit currently contains a doughnut hole, where the beneficiary must
shoulder the entire cost of the drug as well as continuing to pay
their premiums. More than 3 million Americans are at risk of fall-
ing into the doughnut hole each year and feeling, firsthand, the im-
pact of rising prescription drug prices.

Unfortunately, because the doughnut hole is indexed to prescrip-
tion drug spending, the doughnut hole is growing larger each year;
as a result, more people will fall into the doughnut hole in the fu-
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ture. And that is why we at AARP have made closing the doughnut
hole one of our top priorities as part of health care reform.

But price increases also impact Medicare Part D enrollees. It im-
pacts their cost sharing for their brand-name prescription drugs.

A recent AARP Public Policy Institute analysis of most national
Part D plans shows that in 2010, more plans will require copay-
ments of close to $100 per drug for certain brand-name drugs.
Other plans will use coinsurance or a percentage of the drug’s cost
for brand-name medicines as high as 65 percent of the drugs cost.

We are greatly concerned about the future of Medicare’s Parts D
and B, which are financed through premiums and general reve-
nues. As prescription drug prices continue to increase, spending
will grow correspondingly, which means that all Medicare bene-
ficiaries as well as all taxpayers will be required to pay more in
order to keep the program solvent.

Now, AARP was pleased to endorse the Affordable Health Care
for Americans Act, H.R. 3962, that recently passed the House of
Representatives. For years, AARP has been fighting to make sure
that our members and all Americans have access to affordable
health care coverage. Key to our endorsement was provisions that
would close the doughnut hole, which the House would begin to do
next year, and fully close the doughnut hole by 2019.

We also support the House health bill’s provisions that would
grant the Secretary of Health and Human Services the authority
to negotiate on behalf of Medicare beneficiaries. We have also sup-
ported provisions that would promote medication therapy manage-
ment services.

So, Mr. Chairman, thank you for your continuing efforts to im-
prove the Nation’s health care system. At AARP we look forward
to continuing to work with you to ensure that prescription drugs
remain affordable for our members and all health care payers.

I appreciate the opportunity to be with you today, and I look for-
ward to your questions.

Mr. PALLONE. Thank you, Ms. Cramer.

[The prepared statement of Ms. Cramer follows:]
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Mr. Chairman and Members of the Health Subcommittee, my name is Bonnie
Cramer. | am Chair of the Board of Directors of AARP. On behalf of our nearly
40 million members, | want to thank you for holding this timely hearing and

including AARP in this discussion ‘about brand-name prescription drug prices.

AARP is committed to improving the lives of our members and all oider
Americans. And, whether we're ready‘to admit it or not; the United States is
aging at an unprecedented rate. Between 2010 and 2050, the population age 65
and older is expected to more than double, rising from 40 million to 87 million,
and the 85+ population is expected td more than triple, growing from 6 million to
21 million." Perhaps a more understandable way of explaining this is that,
starting on January 1, 2011, 10,000 people will turn 85 every day—and that this

will continue for the next 20 years.?

When combined with rapidly escalating brand-name prescription drug prices and
the fact that older Americans use prescription drugs more than any other
segment of the U.S. population, it seems evident that many Americans will soon
find themselves unable to access the drugs they need at a price they can afford.
And that, we believe, is not acceptable.

AARP Watchdog Monitors Prescription Drug Price Increases

AARP is deeply committed to making prescription drugs affordable for our
members — and all Americans. As part of these efforts, AARP’s Public Policy
Institute has been reporting on fnanufacturer price changes for prescription drug
products since 2004. To help address concerns about the impact that rising drug
prices have on all Americans, AARP has been monitoring prices for specific
drugs at regular intervals and reporting our findings—both favorable and

unfavorable—to its members and to the pubilic.

" AARP Public Policy institute analysis of U.S. Census Bureau, Population Projections, U.S.
Interim Projections by Age, Sex, Race, and Hispanic Origin: 2000-2050.
2 Altiance for Aging Research, The Silver Book, 2009.
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AARP has released muitiple reports on a quarterly and annuai basis, and has
consistently found that manufacturer price increases for brand-name drug
products widely used by older Americans have far outstripped the price increases
for other consumer goods and services. - The results of these reports have been
widely reported in the press and have also been cited in numerous publications.
These reports; combined with our advocacy and education efforts, reflect our

deep commitment to making prescription drug prices affordable for all Americans.

Our latest report found that average manufacturer prices for widely used brand-
name and specialty prescription drugs continued to increase substantially
between October 2008 and September 2009, rising by 9.3 percent and 10.3
percent, respectively. In contrast, prices for common generic drugs declined by
8.7 percent over the same time period. These trends resuited in an overall
average annual rate of increase of 5.4 percent, a sharp contrast to the negative

rate of general inflation for all consumer goods and services.®
Price Increases Impact Medicare Beneficiaries

Approximately 20 million of AARP’s members are over the age of 65 and enrolied
in the Medicare Part D prescription drug benefit, which provides much-needed
prescription drug covérage for Medicare heneficiaries. Studies continue to
demonstrate that individuals who have affordable access to prescription drugs
are more likely to adhere to their prescription drug treatment regimens.* This not
only leads to better health outcomes, but also helps patients avoid unnecessary
heaith care utilization.

’s. Schondelmeyer, L. Purvis, and D. Gross, "Rx Watchdog Report: Drug Prices Continue to
Climb Despite Lack of Growth in General Inflation Rate,” AARP- Public Policy Institute, November
2009.

4 J. M. Madden et al., “Cost-Related Medication Nonadherence and Spending on Basic Needs
Following implementation of Medicare Part D,” Journal of the American Medical Association 299,
no. 26: 1922-1928; B.A. Briesacher, J.H. Gurwitz, and S.B Soumerai, “Patients At-Risk for Cost-
Related Medication Nonadherence: A Review of the Literature,” Journal of General internal
Medicine 22, no 6: 864-87.
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We are pleased to see that the majority of Medicare beneficiaries enrolled in the
Part D benefit are satisfied with the program.® The standard Part D benefit has
an-annual deductible ($295 in'2009) and initial coverage period where
beneficiaries pay-for 25 percent of their drug costs and their plan pays for

75 percent of the drug costs until total drug costs reach the initiai coverage limit
($2,700 in 2009). “After this point, beneficiaries fall into the dreaded Part D
“doughnut hole”, where the beneficiary must shoulder the entire cost of their
drugs (as well as their premiums) until they réach catastrophic coverage ($6,154
in total drug costs). - After this point, the beneficiary pays 5 percent of the cost of
their drugs,:‘their prescription drug plan pays 15-percent, and Medicare pays the
remaining 80 percent. o

More than 3 million Americans are at risk of falling into the Medicare Part D
doughnut hole this year and feeling first hand the impact of rising prescription
drug prices.® Countless AARP members teli'us of their experiences getting
caught in the doughnut hole trap. That is why we have made closing the
doughnut hole one of our top priorities this year as part of the health care reform
effort.

For example, we heard from Joyce in lliinois who enrolled in Medicare Part D and
has fallen in the doughnut hole.” She tells us that when she falls into the
doughnut hole, she can no longer afford her medications (even with cutting back
other basic living expenses like groceries). Instead of taking her insulin five
times a day as prescribed, she takes only one or two shots every few days, even
though she knows that such behavior will only worsen the complications of her
diabetes. Another AARP member, Martha from Ohio, describes the doughnut

hole as “a nightmare”. When she enters the'doughnut hole, she takes her

> P. Neuman and J. Cubanski, “Medicare Part D Update — Lessons Learned and Unfinished
Business,” New England Journal of Medicine 361, no. 4: 406-414.

% J. Hoadley et al., “The Medicare Part D Coverage Gap: Costs and Consequences in 2007,”
Kaiser Family Foundation, August 2008.
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medication every other day (rather than the daily recommended dose) or tries to
cut her medications in half. She has also resorted to paying for her medications
using her credit cards, but is rapidly reaching her credit limit.. Finally, Shari in
Virginia tells us that:she and her husband have had to move in with their
youngest son. She has fallen into the doughnut hole and now has to rely on her
children to help pay for her prescription drug costs. Her children are raising their
own children, and while they are able to provide some assistance, she
recognizes that this help has its limit as their expenses are skyrocketing just like

everyone else’s.

These are just a few of the stories-we hear from our members. - Unfortunately,
more and more people will be feeling the effects of the doughnut hole in the
future. The structure of the Medicare Part D benefit is tied to prescription drug
spending — not the Consumer Price Index (inflation) or-a more realistic index as
AARP has advocated — which is directly linked to prescription drug prices. As a
result, the benefit's threshold amounts are growing each year. For example,
under current law, the doughnut hole is projected to almost double by 2016, to
more than $6,000. Thus, Part D enrollees could, upon entering the coverage
gap, face the prospect of remaining in the gap while paying the full cost of their .
prescriptions far longer in the future. In combination with higher prescription drug
prices, this will undoubtedly lead even more Medicare beneficiaries who reach
the coverage gap to forgo needed brand-name medications, a phenomenon that
is already being documented.’

Price increases also impact Medicare Part D enrollees’ cost-sharing for their
brand-name prescription drugs. Part D pians use tiers that group drugs by
similar cost-sharing requirements. For example, Tier 1 drugs, usually generics,
have the lowest copayments. Tier 2 drugs, “preferred” brands, have a higher
Copayment. Tier 3 drugs are “nonpreferred” brand-name drugs that are usually

more expensive and/or have more safety concerns than “preferred” drugs.

d.
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An AARP Public Policy Institute analysis of most national Part D plans shows
that, in 2010, more plans will require: copayments close to-$100 for Tier 3 drugs,
which are usually “nonpreferred” brand-name drugs.® Other plans will use
coinsurance for all brand-name medicines {across tiers), which can reach as high
as 65 percent.” In contrast, cost-sharing for generic prescription drugs, with
manufacturer prices that have actually dropped over the past few years, has
remained-at $7 or less.

In addition, since Part D plans began in 2006, many have incorporated a fourth
tier as'well, often known as a “specialty” tier. - This includes many biologics and
injectable drugs; coinsurance is the usual form of cost-sharing. Coinsurance
represents a percentage of the drug’s price, rather than a copayment that is a
fixed amount regardless of the drug’s price. In 2008, more than half of all Part D
enroliees in plans with a specialty tier were subject to 33 percent coinsurance for
specialty tier drugs. Since 2006, the number of national PDPs charging 33
percent coinsurance for specialty tier drugs has increased considerably, when
only four of the 35 national or near-national PDPs charged this rate.® To put this
in perspective, rheumatoid arthritis medicines such as Enbrel and Humira
averaged-$1,633 per prescription in 2008. The average cost of a multiple
sclerosis drug was $2,006.'% At 33 percent coinsurance, enrollees’ cost would
exceed $500 per prescription. Most patients with either of these conditions filled
at least eight such prescriptions in 2008.""

8 N.L. Rucker and L. Purvis, “Medicare Beneficiary Costs Set to Rise For Part D Drug Benefit in
2010, AARP Public Policy Institute, November 2009.
0. Hoadley et al., “Medicare Part D 2009 Data Spotlight: Specialty Tiers,” Kaiser Family
Foundation, June 2009, ‘
*® Express Scripts, 2008 Drug Trend Report, April 2009, available at htto:/www expressscripts.
g:lom/industryresearchlindustryreports/drugtrendreport/ZOOSl .

Id.
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Given that specialty drugs are currently among the most expensive on the
market, with prices that can range from $5,000 to $300,000 per year,"? it is
inevitable that many.individuals.who-use specia{tyudrugs will fall.into.the
doughnut hole. Further, prices for these prescription drugs — many of which are
biologic drugs ~ continue to rise at an alarming rate. In fact, AARP has found
that the manufacturer prices for specialty prescription drugs widely used by older
Americans rose by 10.3 percent in the last year. This is particularly striking given

that most biologic drugs studied currently do not face generic competition.
Price Increases Impact Medicare

AARP is cognizant that prescription drug price increases not only impact -
individual spending, but also the costs borne by the Medicare program (and, by
extension, taxpayers). As previously mentioned, the Medicare program pays for
80 percent of Part D enrollees’ prescription drug costs after they reach the
catastrophic cap. In addition, the Medicare program offers substantial financial
assistance to low-income Medicare beneficiaries who qualify for the Low-Income
Subsidy (LIS). These individuals receive additional help with their Part D
premiums and copayments; also, upon entering the doughnut hole, they do not
experience the shock of full-cost prescriptions: their subsidized cost-sharing of
only a few dollars per prescription continues unchanged. While we obviously
applaud this much needed assistance to lower-income beneficiaries, the fact
remains that the Medicare program is responsible for paying for the vast majority
of the prescription drug costs for these individuals. Last month, the Medicare
Payment Advisory Commission (MedPAC) estimated that LIS enrollees
accounted for over 50 percent of all Part D spending in 2007, although these

enroliees only made up 38 percent of total enroliment.'®

'2 B. Walsh, “The Tier 4 Phenomenon: Shifting the High Cost of Drugs to Consumers,” AARP
Strategic Analysis & Intelligence, March 2009.

8. Suzuki and J. Sokolovsky, “Comparing LIS and Non-LIS Beneficiary Experience With Part
D,” MedPAC, September 17, 2009, available at .
http:/fwww.medpac.gov/transcripts/LIS%20and%20non-
LI1S%20beneficiary%20experience%20w%20Part%20D%20public.pdf.
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It should also be noted that Medicare Part D is not the only source of prescription
drug coverage for Medicare beneficiaries. Medicare Part B covers prescription
drugs that are administered in an outpatient setting, and beneficiaries are
responsible for 20 percent of their costs. Thus, uniess beneficiaries have some
source of supplemental coverage, prescription drug price increases impact them
directly. Further, unlike Medicare Part D, Medicare Part B does not have
catastrophic coverage, so beneficiaries are responsible for their share of
prescription drug costs ind‘eﬁnitely.

In 2007, the Medicare Part B program spent $17 billion on prescription drugs —
most of which are biologic drugs.™ The top six biologics represented $7 billion of
the total, or 43 percent of all Part B drug'spending.’® To ptit this in context,
Medicare Part B spending for one biologic drug—Epoetin alfa—in 2007

($2.6 billion) was greater than the FDA's, with over 10,000 employees, entire
FY2008 budget ($2.3 billion)."®

Medicare Parts D and B are financed through the Supplementary Medical
Insurance Trust Fund, which is financed through premiums and general
revenues. Thus, as prescription drug prices continue to increase, spending will
grow correspondingly, which means all Medicare beneficiaries — as well as all
taxpayers — will be required to pay more in order to keep the programs solvent.

AARP is very concerned about the millions of Americans with Medicare Part D
prescription drug coverage that fall into the doughnut hole each year. To help
Medicare beneficiaries and their caregivers, AARP has created the Doughnut

Hole Calculator — available at http://doughnuthole.aarp.org/ — an online tool that

" MedPAC, Report to the Congress: improving Incentives in the Medicare Program, Chapter 5:
:\gledicare Payment Systems and Follow-on Biologics, June 2009.

*us. Department of Heaith and Human Services, “HHS: What We Do,” available at
http://www.hhs.gov/about/whatweda. html; and MedPAC, Report to the Congress: Improving
Incentives in the Medicare Program, Chapter 5: Medicare Payment Systems and Follow-on
Biologics, June 2009.
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helps individuals find lower-cost, effective drugs that might help them avoid the
coverage gap. The calculator is an easy way for people to view a graph of their
out-of-pocket spending by month, ook up lower cost drugs for their conditions,
create a Personal Medication Record and print out personalized letters to their
doctors to help start a conversation about safely switching prescriptions. Since it

was launched in July of 2009, over 180,000 individuals have used the calculator.
Price Increases Also Impact the Under-65 Population

Of course, AARP is fully aware that Medicare beneficiaries are not the only ones
suffering the effects of rising prescription drug costs. For example, a large
maijority of covered workers have some sort of tiered cost-sharing formula for
prescription drugs. For covered workers in plans with four cost-sharing tiefs,

41 percent face a copayment for fourth-tier drugs and 29 percent face
coinsurance.'” The average copayment for drugs on this tier is $85 and the

average coinsurance is 31 percent.'®

These plans also do not have safety nets such as stop~!oss‘or catastrophic
coverage, so beneficiaries are responsible for an unlimited share of drug costs.
Also, unlike Medicare, there are no special subsidies for low-income consumers
in the commercial marketplace. And of course, this does not inciude the millions
of those without health insurance, including over 7 million adults age 50 to 64
who are uninsured."® Non-disabled older adults generally do not have access to
coverage through a public program, even if they have no access to private
insurance and limited income.?® Therefore, unless they somehow gain access to

private insurance, the uninsured population age 50 to 64 faces the very real

"7 Kaiser Family Foundation and Health Research & Educational Trust, Employer Health Benefits:
%009 Annual Survey, Séptember 2009.

Id.
'® G. Smolka, L. Purvis, and C. Figueiredo, *Health Care Reform: What's at Staks for 50- to 64-
%ear Olds?” AARP Public Policy Institute, March 2009.

id.
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possibility of being completely exposed to prescription drug price increases until

they become eligible for Medicare at age 65.

Unfortunately, the inability to afford needed prescription drugs has been shown to
negatively impact patient adherencé. Many consumers report that they have not
filled prescriptions, skipped doses, or cut pil!s in half as a result of high
prescription drug prices.?! Problems paying for prescription drugs are even more
common.among those who take larger numbers of medications (i.e., older
adults). ‘

In fact, several large surveys have shown that older adults, who are
dispropottionately affected by chronic disease® and more likely to need a chronic
medication,? resott to skipping doses, reducing doses, and letting prescriptions
go unfilled when faced with increased medication costs.?* Research has also
found that high cost‘ sharing delays the initiation of drug therapy for patients
newly diagnosed with chronic disease.”® These behaviors; in turn, can lead to
expensive hospitalizations and adverse health outcomes® that must then be paid

for by patients and taxpayers.

2USA Today/Kaiser Family Foundation/Harvard School of Public Heaith, The Public on
Prescnptlon Drugs and Pharmaceutical Companies, March 2008.

2 U.S. Department of Health and Human Services, Centers for Disease Control and Preventmn
Healthy Aging: Preserving Function and improving Quality of Life Among Older Americans, 2008,
January 2008.

* C. M. Roe, A. M. McNamara, and B. R. Motheral, “Use of Chronic Medications among a Large,
Commercially-Insured U.S. Population,” Pharmacoepidemiology and Drug Safety11, no. 4: 301
309.

). M. Madden et al., “Cost-Related Medication Nonadherence and Spending on Basic Needs
Following Implementation of Medicare Part D,” Journal of the American Medical Association 299,
no. 26: 1922-1928.

* M.D. Solomon et al., “Cost Sharing and the Initiation of Drug Therapy for the Chronically IIt,”
Archlves of internal Medlcme 169, no. 8: 740-748.

% H. Koht and W. H. Shrank, *Increasing Generic Usage in Medicare Part D: The Role of
Government,” Journal of the American Geriatric Society 55: 1106-1109.
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Health Care Reform Moving Forward

AARP was pleased to endorse the Affordable Health Care for America Act

(H.R. 3962) and Medicare Physician Payment Reform Act of 2009 (H.R. 3961)
that recently passed in the U.S. House of Representatives. For years AARP has
been fighting to make sure that our members — and all Americans — have access
to affordable health care coverage. The Affordable Health Care for America Act
will protect and strengthen Medicare for current and future Medicare
beneficiaries; require new, no-cost Medicare coverage of important preventive
services like screenings for cancer, diabetes, and osteoporosis; and take steps to
prevent waste, fraud, and abuse and inefficiency in the Medicare program.

H.R. 3961 would permanently fix the flawed Medicare physician payment formula
to help to ensure that physicians will continue to treat Medicare patients. For
individuals who are under 65, the legislation will provide for a 2 to 1 age rating,
meaning that insurance companies would be limited in how much they can
charge an individual based solely on age. The legislation will also provide for
affordable health insurance options for people who currently lack access to or

cannot afford to purchase health insurance.

Key to our endorsement was a measure that would prevent millions of seniors
from having to pay thousands of dollars in out of pocket costs for their
prescriptions. Starting next year, the House health care reform bill would reduce
the size of the Medicare Part D coverage gap or “doughnut hoie” by $500. The
bill would completely eliminate the gap in coverage in 10 years. In addition, the
legislation would provide for a 50 percent discount on brand name drugs in the
coverage gap. Closing the doughnut hole will help Medicare beneficiaries obtain
affordable access to the prescription drugs that they need, which will not only
improve their quality of life, but will help to reduce unnecessary, costlier

treatments associated with medication non-compliance.

11
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In addition, we support the House health care bill's provisions that would grant
the Secretary of Health and Human Services the authority to negotiate on behalf
of Medicare beneficiaries. It's a common sense approachto strengthening
Medicére’s ability to provide lower cost prescription drugs. The private sector
already uses its bargaining clout to negotiate better prices for prescription drugs.
Itis time to also permit the Secretaryto use the bargaining power of millions of
Medicare members to get the best price pdssible. Medicare has an obligation to
all Americans to be a prudent purchaser of health care services. The Secretary

will determinie how to use negotiating authority to achieve that end.

Currently, medication therapy management (MTMY) services must be offered by
Medicare Part D plans to enrollees (at no additional charge) who incur total

Part D prescription drugs costs of at least $4,000 in 2009 (this threshold drops to
$3,000in 2010, per CMS guidance). Enrollees deemed eligible for MTM
services must also meet plan-determined criteria related t6 the total number of
different covered drugs, and the types of chronic diseases enrofiees must have.
Unfortunately, only a tiny proportion of MTM-eligible Part D enrollees have
actually received MTM services, and even fewer have received in-person
medication reviews from pharmacists or other health care professionals.”” We
were pleased to see that the House health care reform bill included provisions
that would provide federal grants to promote medication therapy management
(MTM)'services. These grants would be given to establish-community-based,
multidisciplinary teams to support primary care practices that include pharmacist-
delivered MTM services. Such grants would also be used to implement these
services for treatment of chronic diseases. Further, performance bonuses would
be provided to Part D plans that went above and beyond what is currently
required under Medicare. Through these grants, pharmacists could not only
review more patients’ treatment regimens for lower-cost options, but more

importantly could work with enrollees to ensure appropriate use of prescribed

2" However, starting in January 2010, new CMS guidance governing MTM services will require
plans to communicate with both enrollees and their: prescribers, to provide an annual
comprehensive medication review, and to provide quarterly targeted reviews.

12
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medications, help manage drug-related risks, and minimize preventable drug-
related medical visits and hospitalizations. Expansion of such services could
promote the full value of drug therapy, while helping to keep overall program

costé in check.

Finally, H.R. 3962 would provide individuals who are currently uninsured with
access to health insurance coverage. Providing such coverage will help these
individuals gain more affordable access to prescription drugs. Thus, they are
more likely to adhere to their prescription drug treatment regimens, which will
lead to better health outcomes and help to avoid unnecessary, costlier medical

interventions.

As Congress continues to move forward in enacting health care reform, we
appreciate provisions in the Senate health care reform proposal that would heip
to address rising prescription drug costs. We support provisions in the Senate
bill that would reduce brand-name prescription drug costs by 50 percent for
individuals while they are in the doughnut hole. However, we have strongly
urged the Senate to go further and fully close the doughnut hole as President

Obama has promised.

AARP supports prescription drug importation legislation and has endorsed the bi-
partisan legislation sponsored by Representatives Berry and Emerson

(H.R. 1298). In the quest for lower-priced prescription drugs, many Americans
resort to importing prescription drugs from abroad. This legislation would create
a framework for the safe, legal importation of prescription drugs that will better
protect the health and pocketbooks of those desperate for lower priced
prescription drugs. We are also very pleased to see that the legisiation includes
a number of safety requirements including inspections and measures to prevent
the counterfeiting of imported drugs. AARP is supporting the bipartisan
amendment sponsored by Senators Dorgan, Snowe, McCain, Grassley and

Stabenow that would attach this legislation to the comprehensive health care

13
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reform package being considered in the Senate. We urge Congress to enact this
legislation this year.

AARP strongly supports the Promoting Innovation and Access to Life-Saving
Medicine Act (H.R. 1472). We applaud Chairmen Waxman and Palione and
Congressman Deal and Congresswoman Emerson for putting this critical
legislation forward on behalf of America’s consumers. This legislation would
provide ‘a workable pathway for the FDA-approval of safe, effective, generic
forms of biologic drugs and would provide for-a balanced period of exclusivity.
This bill is based on the successful framework of the Hatch-Waxman law passed
decades ago and has proven to save consumers and the federal government
billions of dollars.

Unfortunately, both the House-passed health care reform legisiation and the bill
currently being debated on the Senate floor include biologic provisions that would
provide for an imbalanced 12 year period of exclusivity for the branded product.
According to the Federal Trade Commission (FTC), brand-name manufacturers
do not need special incentives to support continued-innovation, and the
unreasonable twelve to fourteen years of market exclusivity supported by the
drug industry actually negatively impacts innovation.?® As noted by the Medicare
Payment Advisory Commission (MedPAC), brand name companies have little
incentive to improve their products without the threat of imminent competition.®
We urge Congress to change this unreasonable exclusivity period and make
these generic biologic drugs available as soon as possible. Many of our
members have told us the costs of these are simply unaffordable. Biologic drugs

cannot save anyone’s lives if people cannot afford them.

3 Federal Trade Commission Report, Emerging Health Care Issues: Folfow-on Biologic Drug
Competition; June 2009.

¥ MedPAC, Report to the Congress: Improving Incentives in the Medicare Program, Chapter 5:
Medicare Payment Systems and Follow-on Biologics, June 2009.
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Conclusion

Thank you again for your continuing efforts to improve our nation’s heaith care
system. We look forward to working with you to ensure that prescription drugs
remain affordable for our members, all Americans, and all health care payers. |
appreciate the opportunity to be with you today and | look forward to answering

any questions you may have.

15
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Mr. PALLONE. We are going to have questions now from the
members, and I am going to start with myself. I am going to try
to get in two topics here with you, Mr. Schondelmeyer.

When we passed or when we finalized the health care reform leg-
islation, it will mark the second time in 6 years Congress has
passed important legislation affecting the prescription drug mar-
ket. In 2003, we passed the legislation creating Part D; and you
have analyzed drug prices before and after Part D went into effect.

So what happened in the months before Part D went into effect,
and are we seeing the same thing happening now with this health
care reform legislation?

Mr. SCHONDELMEYER. Well, I would respond by providing obser-
vation and pointing you to figure 5 in the testimony that I pre-
pared. Basically, it shows in the time period prior to Medicare Part
D being first passed and then later enacted—remember, there was
a delay time between when it was passed and when Part D actu-
ally got implemented, 2003 to 2006—prescription drug prices did
increase during that time period substantially. They leveled out, if
6-plus percent is leveling out, in terms of price increases for a brief
period, and then after last fall’s elections in November when it ap-
peared that health care reform might be a topic that comes into
play again, we saw an increase.

Now, this is not a cause-and-effect relationship, but if one looks
at the graphs, it is pretty apparent there is an increase.

Mr. PALLONE. So you don’t think it is a coincidence, obviously.

Mr. SCHONDELMEYER. I don’t think it is. There are multiple fac-
tors that affect the drug companies’ choice to raise their prices, but
I think this is certainly one that weighs in.

The mentality that may be going into effect is, if R&D is as im-
portant to them as they say it is—and I believe it is; and I want,
we as a society want, the innovation and R&D and other factors.
So if they rationalize, if they are going to start controlling or affect-
ing my prices by having a more effective market in some way, and
I have a less controlled market right now, I am going to push the
price as much as I can so when they start squeezing, I am at a
higher point on the mountain when they are trying to bump me
down a little bit. So it makes sense to do that.

Mr. PALLONE. Mr. Smith, I will let you have an opportunity to
respond, but I have to go back to him. So if you could just spend
about a minute or so.

Mr. SMITH. Mr. Chairman, thank for the opportunity to respond.

Unlike Dr. Schondelmeyer, I am not going to speculate about mo-
tives. As I made clear in my statement, I can’t discuss pricing deci-
sions and so forth. But what I can say is that, number one, the
Consumer Price Index, as has already been discussed, has, for the
year ended with the period that AARP looked at, was up about 2.7
percent.

I can also tell you that the prices are negotiated with purchasers
who are large, sophisticated and powerful and have many tools. My
guess would be, and I have to underline guess, my guess would be
if a company went to one of these purchasers and said, We need
you to pay us more because health reform is coming, they would
be laughed out of the room.
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Mr. PALLONE. OK. Now I am going back to you, Dr.
Schondelmeyer.

At some point—I don’t know if it was in your testimony or in
your written statement—you mentioned that the wholesale acquisi-
tion cost does not include discounts or rebates that are provided by
the manufacturers to wholesalers. When these discounts were
factored in, it has the effect of lowering the price paid.

You stated in your footnotes that there are no consistent com-
prehensive and publicly reported data sources for this discount and
rebate information. That gets to the issue of transparency. That is
my question.

How would better drug pricing transparency help patients? I
mean, what would you suggest in terms of trying to create more
transparency?

Mr. SCHONDELMEYER. First, if we are really talking about an eco-
nomic market and making wise decisions, we need to avoid asym-
metric markets, where the seller knows a whole lot more about
their product than the buyer. Asymmetric markets were defined by
Nobel economists who described the market for lemons, or used
cars.

In a sense, drug companies, thankfully, know a lot more about
our drug product than we do, but that gives them extreme eco-
nomic power in the marketplace. Rebates and discounts are out
there, and they may lower the actual price, but they don’t lower
the rate of increase unless the rebates and discounts are increasing
as a proportion.

Mr. PALLONE. What do you suggest in terms of what we could do
on transparency?

Mr. SCHONDELMEYER. Well, one, for example in Medicare Part D,
you could require that Part D plans disclose the amount of rebates
that they get. Apparently, the committee in the past couple of
years has done studies of the Part D plans. The Part D plans have
reported that they get rebates on about 10 to 14 percent of the
drugs; and they may get some rebates, but they have admitted they
don’t pass them on to the consumer. And, apparently, it doesn’t
lower the premiums, because this last year Part D premiums went
up 11 percent, and last year they went up 17 percent.

So the only two places I can see that rebates can benefit either
the Medicare beneficiary or the taxpayer would be in lower pre-
miums or lower prescription prices. And they don’t appear to show
up in either of those.

I don’t know where they went.

Mr. PALLONE. Thank you.

Mr. Deal.

Mr. DEAL. Ms. Cramer, I am told that 52 percent of AARP’s an-
nual revenues come from royalty fees from insurance company
profits, and less than 20 percent of it comes from your membership
dues. In 2008, I am told that AARP generated $414 million in roy-
alty fees from United Health Care Corporation.

Could you tell me what percentage of those revenues came from
the sale of AARP Medicare supplemental insurance plans that were
offered by United Health Care Corporation?

Ms. CRAMER. I don’t have that figure with me. I will be glad to
get it for you. Those numbers you cited are approximately correct.
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But let me just say that AARP is not an insurance company; we
contract with United Health Care to provide insurance to our mem-
bers, and we provide market-changing policies. We make sure that
our members have the best policies that we can have under State
and Federal law.

Providing insurance to AARP members is the reason AARP was
formed over 50 years ago, when our founder—the private market
was not serving older people, and it was not serving retired teach-
ers. Our founder was a retired teacher. It is the beginning of our
organization.

But I do want to say one other thing, which I have heard said
in Congress numerous times, especially over the weekend. I am the
chairman of the all-volunteer board. We had over 15 to 20 meetings
on health care reform—detailed meetings. Not once, not once, did
the AARP board talk about the money we might make on our in-
surance products or the money we would lose. We would gladly
forgo——

Mr. DEAL. You will get us information to the question that I have
asked.

Ms. CRAMER. I will get the information on what portion is related
to Medicare supplement.

Mr. DEAL. When you announced your endorsement of the imme-
diate health care reform plan, you cited the fact that preexisting
conditions would be excluded under that legislation, yet the supple-
mental plan that you sell has a 6-month waiting period. And the
way the legislation has been crafted is that your supplemental in-
surance plan will still continue to have the opportunity for a 6-
month waiting period as an exclusionary period.

Was that a condition that was negotiated with the White House
as a condition of endorsement?

Ms. CRAMER. It was not a condition that was negotiated with the
White House. And AARP has been on record for a long time of sup-
porting guaranteed issue for Medicare beneficiaries.

Mr. DEAL. But do you think it is fair for your supplemental plan
to have a preexisting condition exclusion, whereas other plans in
the basic coverage would not?

Ms. CRAMER. That is something that we can look at. It was not
a deal with anyone. And certainly we do support guaranteed issue.

Mr. DEAL. All right. Let me ask the panel, and this would be
something that any of you could address.

We are concerned here about trying to figure out how to get con-
sumers in the United States the best value for the dollar they are
paying for prescription drugs. Do you believe that U.S. consumers
are paying a disproportionate share of R&D costs compared with
the rest of the consumers in the world?

Does anyone want to take a shot?

Mr. SMITH. Mr. Deal, I will note that other countries clearly
underfund their R&D. They are not paying their share of R&D,
particularly other developed countries, and I believe the result is,
less R&D occurs and fewer new drugs are discovered, and that is
a loss to Americans as well as people in their own country.

Mr. DEAL. Aren’t you shifting those costs to American con-
sumers?
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Mr. SMITH. Mr. Deal, I can’t speculate about how pricing might
occur cross-nationally.

Mr. DEAL. Dr. Schondelmeyer, do you have an observation?

Mr. SCHONDELMEYER. Well, again, in terms of the individual de-
cisions of companies and specific decisions, it is hard to say. But
if you look at the market, and as described by Mr. Smith, if other
countries are underfunding and we are paying a substantially high-
er price and we are getting R&D, which we value, we are over-
paying; we are essentially letting other countries be free riders on
the R&D that we are paying.

What we do with that is a different issue. I think we probably
need to look for a new model of funding R&D. Rather than funding
10 years from now the new drugs based on the high price of drugs
today to the degree that some people can’t afford them, I am not
sure that model is working today.

Mr. DEAL. I want to go to your analysis that brand-name drugs
increased 9.3 percent in your study. Specialties, which you say
were primarily biologics, increased by 10.3 percent.

Isn’t it logical that in the brand names, where their patents will
expire, that those prices will drop in the future; whereas if we
grant, in addition to patent protection, some 12 or more years of
market exclusivity on biologics, that you are going to see that in-
crease in the biologic arena continue to be an escalation?

Mr. SCHONDELMEYER. I don’t recall more than two or three
brand-name drugs that I have ever seen drop their price, and those
were under political pressure. It was pointed out that some of the
drugs in our index have generic competitors in the market, and yet
those brand-name drugs continue going up in price, sir.

Mr. DEAL. Yes. But if you build in a 12-year exclusivity period
that prolongs any ability for follow-on biologic, don’t we compound
that problem?

Mr. SCHONDELMEYER. Not necessarily. I think one has to do an
assessment of what is an appropriate time for recovering that inno-
vation cost and R&D cost. I think if you make it too short, you can
stifle innovation. I think if you make it too long, you can stifle in-
novation. If you make it too long, you allow companies to rely on
cash cows, which is much of what we see now, products they just
keep hanging on to and riding, rather than—what they find is
Nexium instead of Prilosec, which isn’t a new drug, it’s just a right-
handed version; or Ambien CR instead of Ambien, which isn’t a
new drug, it is just a manipulation.

So if we let the period be too long, it can be just as damaging
as too short. I think the period that is currently in the bill at 12
years is on the long side.

Mr. PALLONE. Chairman Waxman.

Mr. WAXMAN. We have heard the estimate that the amount of
prescription drugs over a 10-year period has increased 72 percent.
That is a big increase in people using drugs, or at least a number
of prescriptions. So the market for drugs has increased over the
last 10 years.

Dr. Schondelmeyer, you say that the drugs in the past year have
increased, on an average, 9 percent; is that a correct statement?

Mr. SCHONDELMEYER. It is, but we need to parse out increased
expenditures from increased prices. Expenditures go up because of
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increased utilization and increased price and increased changes in
the mix.

The price index I report with AARP is a pure price index. Price
only. The actual utilization of prescription drugs in the last year
to 2 years has flattened out or even decreased slightly in some
therapeutic markets, yet the prices keep going up. And the private
payers, the large PBMs, report price increases similar to the 5.4
percent that we show for our aggregate composite index, rather
than the 2.7 percent that CPI has.

Dr. Vernon commented that my study only looked at brand-name
drugs. Apparently, he has only read the New York Times version
of my study, because if you read the full study, you will see that
we look at brand names and specialties and generics, and we cal-
culate a composite index.

Mr. WAXMAN. So you have a composite index of all those drugs.
Let’s parse them out.

Are brand-name drugs where the drug manufacturer still holds
a patent, which means it has a monopoly, going up faster than the
increase for the prices for those drugs than generic drugs com-
peting with a brand-name drug?

Mr. SCHONDELMEYER. In our index, brand-name drugs can be ei-
ther patented, single-source products or it can be brand-name
drugs. The originator, the original NDA holder, they may not have
discovered the drug at all; they may have licensed it in. But the
original NDA holder, even after the drug is off patent, may still be
in our index, in some cases, because those products are still on the
market and the prices are going up.

So we track those prices and then we track generics, and they
are going in opposite directions—9.3 percent up and 8.7 down for
generics.

Mr. WAXMAN. So where there is competition from generics, the
generics are going down in price? And where there is no competi-
tion, the price of drugs is increasing?

Mr. SCHONDELMEYER. It is increasing. And even the brand name,
when it has generic competition, doesn’t enter into the economic
competition by lowering its price. It may lose volume, but it doesn’t
lower its price.

Mr. WaxMAN. This seems to be happening whether the economy
is booming or in a recession, whether the number of uninsured is
going up or down; it doesn’t make any difference.

Mr. SCHONDELMEYER. It doesn’t appear to have done so over the
last decade, and we have had both of those periods, some booms
and some busts.

Mr. WAXMAN. Over the last decade, I assume that the increases
are every year. Are they pretty level or is this 9 percent higher
than the general increase over the last 10 years, let’s say?

Mr. SCHONDELMEYER. The rate of increase is the highest, at least
from the data I have done with AARP I have seen in the last 7
years. When I look at other similar data going back even 15 years
or more, this is the highest level we have been at for quite some
time.

Mr. WaAXMAN. Now let me go back to the question Mr. Deal asked
you. The specialty drugs, which really biologic, these are the new
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breakthrough drugs, but they are very expensive drugs, aren’t
they?

Mr. SCHONDELMEYER. Yes. These, on average, cost thousands to
tens of thousands of dollars, if not in some cases, hundreds of thou-
sands of dollars per year.

Mr. WAXMAN. For the most part, these drugs have no competi-
tion?

Mr. SCHONDELMEYER. They do not have competition directly and
in an economic sense.

Mr. WAXMAN. In an economic sense? What does that mean?

Mr. SCHONDELMEYER. In a sense it would lower their price.
There may be two drugs for multiple sclerosis, and the drug compa-
nies may very vehemently compete through advertising and
through calls on the doctors that treat those patients, but it hasn’t
had an effect on the price, an appreciable effect on the price.

Mr. WAXMAN. Is that because one is not substitutable for the
other?

Mr. SCHONDELMEYER. Substitution has been a major mechanism
to bring about economic decline of generic prices in the regular
drug market, and that is not available for the biological products.
There is no equivalent of an ANDA for a biological license appli-
cant.

Mr. WAXMAN. Now there is a bill that promises the developer of
a generic drug 12 years of exclusivity and then there can be com-
petition. But that competition may not be a substitutable compet-
itor. So we are not guaranteed a reduction in prices even after 12
years; isn’t that right?

Mr. SCHONDELMEYER. That is probably correct. It depends on the
terms of how that bill would bring about or allow other products
in the marketplace.

What you need is an equivalent of the FDA therapeutic equiva-
lence evaluation for normal pharmaceuticals to be developed for the
biological markets.

Mr. WAXMAN. They claim they have to have a 12-year exclusivity
because competition is going to drive down the price of that drug
so dramatically. But, in effect, they are going to have much longer
than 12 years to be recouping a huge amount for their drug.

So what we are really talking about is not just a 12-year period,
but a much longer period of time in which this drug will have mar-
ket dominance; isn’t that correct?

Mr. SCHONDELMEYER. That is quite likely. In addition, they are
likely to come out with alternate dosage forms and remarket the
drug in a different dosage form that has a new patent, has a new
exclusivity.

Mr. WAXMAN. We have “evergreening” in the bill that passed the
House and the Senate, which means there is no end to the monop-
oly control they are going to have over these biologic drugs.

Monopoly control, is it fair to say, in your experience, means
higher prices?

Mr. SCHONDELMEYER. Yes.

Mr. WaxMAN. Thank you, Mr. Chairman.

Mr. PALLONE. Thank you, Chairman Waxman.

The gentleman from Illinois, Mr. Shimkus.
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Mr. SHIMKUS. Thank you, Mr. Chairman. I think we are devel-
oping more questions through this hearing, but that is a positive
thing.

Ms. Stoll, I would just request that if you have these constitu-
ents’ stories, one, I would ask if they have gone to their Member
of Congress to ask for assistance. We deal with folks in many of
these similar situations.

I would also highlight the fact that if that Member is not willing,
if you provide those names to my office, we will try to intervene.
Because I know the pharmaceutical companies have options in
which they can provide discounted or low-cost or drugs for free; and
we use those operations frequently in my congressional service.

I have limited time, but I want to throw that out as on option
for these stories that you have given us today.

To Mr. Smith, we have heard a lot about the “deal” between
PhRMA and the White House. Can you explain what that deal is?

Mr. SMiTH. Congressman, what I can do is—I wasn’t asked to
come and explain the deal today. I can try to give you sort of——

Mr. SHIMKUS. I have been told it is pretty well public knowledge.

Mr. SMITH. There have been public announcements by the White
House. I believe AARP attended a public announcement of the ini-
tiative at the White House. There are public announcements from
the Finance Committee.

Our board concluded that in line with its longstanding support
for moving forward health reform, that was mentioned by the
chairman in his opening comments, that we wanted to support
moving forward——

Mr. SHIMKUS. I am actually looking for more of the specifics.

Do you know if the Senate health bill reform reflects the negotia-
tions?

Mr. SMITH. The Senate bill is so much in flux, it would be hard
for me to make an assessment.

Mr. SHIMKUS. I would like for you all—these are questions that
I would like to get answered. I would hope that you would. My con-
cern is H.R. 3962, there are negotiations behind closed doors, and
IAgvant to know if those have negotiated, which then turns me to

RP.

Ms. Cramer, you said that—Mr. Chairman, I would like the con-
solidated financial statements from December 31, 2008, and 2007,
and the IRS form 990 for 2008 submitted for the record, with your
approval.

Mr. PALLONE. Can I just take a look at it, because I am not sure
I know what you are talking about.

Mr. SHIMKUS. It will be followed up with these questions.

Ms. Cramer, you stated that you all don’t have an insurance
plan, but on the 990 you list one. On the IRS Form 990, it says
“the AARP insurance plan.” So my question is, do you have an in-
surance plan or do you not?

Ms. CRAMER. What I said is that we contract with United and
other health insurers to provide insurance to our members. We also
contract with Aetna for the 50- to 64-year-old product.

We contract with Genworth to provide long-term care insurance
to our members. We even provide homeowners insurance and car
insurance to our members.



106

Mr. SHIMKUS. Reclaiming my time, what it says on the IRS Form
990, At the direction of third-party insurance carriers, the plan
pays AARP, Inc., a portion of the total premiums collected for the
use of its intellectual property, which is reported as royalties in the
consolidated statements of activities. Is that correct?

Ms. CRAMER. It is correct that we make royalties off the sale of
insurance plans.

Mr. SHIMKUS. So you are acting as a grant or trust. And, in es-
sence, when these profits are made through the selling of this in-
surance, the net then goes back to you all. In fact, AARP benefits
from selling the most costly insurance because that portion then
goes to operate AARP at a major profit; is that correct?

Ms. CRAMER. It goes back to support the advocacy and education
efforts of AARP, yes.

Mr. SHIMKUS. And I would say in about current operations that
is about $653 million in annual revenue, based upon this portion,
which was stated by Mr. Deal as. What, three-fourths of the oper-
ating budget?

Ms. CRAMER. The budget is about $1.3 billion, but that amount
is approximately correct, yes.

Mr. SHIMKUS. Fifty-two percent of your fees or annual revenues
come from these insurance fees, and 20 percent of AARP’s annual
revenues come from membership dues, correct?

Ms. CRAMER. About 24 percent.

Mr. SHIMKUS. Could you operate without this $653 in annual
revenue?

Ms. CRAMER. I have already answered that question. We were
founded on providing

Mr. SHIMKUS. Can you operate currently without this revenue
that you all receive based upon selling insurance, yes or no?

Ms. CRAMER. We have never looked at that. I don’t know how to
answer that.

Mr. SHIMKUS. So if you are without $653 million, you don’t know
if your operations will change?

Ms. CRAMER. Well, obviously, it would change if it is 52 percent
of the revenues.

Mr. SHIMKUS. Thank you. I yield back.

Mr. PALLONE. The gentleman from Illinois has asked for unani-
mous consent to enter into the record AARP’s consolidated financial
statements from December 31, 2008 and 2007. Without objection,
so ordered.

[The information appears at the conclusion of the hearing.]

Mr. PALLONE. Next is the gentlewoman from California, Ms.
Eshoo.

Ms. EsHOO. Thank you, Mr. Chairman. I can’t help but observe
the following. It is always interesting around here when advocacy
organizations endorse legislation. I remember not that many years
ago when my friends on the other side of the aisle had their arms
wrapped around AARP, hugging them so tight, because they were
supporting Medicare Part D and all that came with it.

Today, they are attacking the hell out of AARP because they
have endorsed this side of the aisle’s health care—universal health
plan for the American people. So I guess, as Kurt Vonnegut said,
“And so it goes.”
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But I can’t help but make the observation; I guess that is the
way it goes around here.

Thank you, each one of you, for coming to testify. I think if we
could stay away from good guys and bad guys, we would just be
much better off. What we need to do is to scratch below the surface
and see what it is that is causing the prices to be what they are,
which we all know is a burden to the American people and espe-
cially older citizens in our country.

I believe in research and development. I believe in science. It is
at the heart of all of the work that I have done here in Congress.
Some say that favors some and doesn’t help others. I think that
that is a source of pride to our country, and I want to keep that
and innovation alive. But I also think we can do a much better job
with what the costs are.

Now, the House has already passed the health care reform legis-
lation, and hopefully the Senate is going to do the same. As we go
to conference, I think it is important we get some perspective in
how provisions in these bills will help to reduce drug costs. The
House bill has numerous provisions to protect taxpayers and all
citizens from increasing drug prices. It increases Medicaid rebates;
it provides drug coverage with 36 million citizens; it requires phar-
maceutical manufacturers to give a 50 percent rebate for drugs in
the doughnut hole; it closes the Part D doughnut hole, which the
other side all created, together with AARP, and thought it was ter-
rific then. Now it is costly and we are being attacked for what it
costs to plough back and fill this hole, but fill this hole we must
do because of what it is doing to senior citizens. It allows the Sec-
retary to negotiate for lower Part D drug costs.

Now the Senate bill contains some of these provisions, but not
all. It doesn’t close the Part D doughnut hole, doesn’t allow the Sec-
retary to negotiate, and it doesn’t create new Part D rebates.

So, to Dr. Schondelmeyer, let me ask you generally, do you be-
lieve the provisions in the House bill or the Senate bill will do a
better job of protecting seniors and taxpayers from rising drug
prices? I mean, it is a softball question, but I think we need to get
the answer on the record.

Mr. SCHONDELMEYER. I believe there are many useful provisions
in the House bill that would assist in that goal. As with many tools
that we have in society, it all depends on how they are imple-
mented.

Ms. EsHOO. Ms. Cramer, do you agree?

Ms. CRAMER. We have strongly supported the House bill. We are
working every day in the Senate to try to get the doughnut hole
closed completely.

Ms. EsHOO. Let me ask about a specific provision in both bills.
It is a provision that requires manufacturers to provide a 50 per-
cent discount on brand-name drugs in the doughnut hole. My un-
derstanding is that this offer was made by the drug manufacturers
as part of their negotiations with the Senate and the White House.

Now this is not a bad provision. We have it in the House bill as
well. But it seems to me that it has some problems. What manufac-
turers give, which in this case is a 50 percent discount, manufac-
turers can take away by increasing the base price of their drugs.
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So, to Dr. Schondelmeyer, am I understanding this correctly? As
manufacturers increase prices, can they also wipe out many of the
benefits of this 50 percent discount?

Mr. SCHONDELMEYER. I believe they can, and they have the mar-
ket power to do so. Their current price increases for this year may
have come close to wiping out the whole $80 billion over the next
10 years.

Ms. EsHOO. Let me ask the panel, whoever would like to step up
and answer this, what do you think is the best way to protect us
from what I just described?

Mr. SMITH. Congresswoman, thank you for the opportunity to an-
swer.

Ms. EsHOO. Keep it short.

Mr. SMmiTH. I will, absolutely.

Part D, as you know, has come in at much lower cost than ex-
pected. That is because of the competition and the negotiation that
goes on. Contrary to Dr. Schondelmeyer’s point, of course, the 50
percent discount that will be provided in the coverage gap is a 50
percent discount off of the negotiated price. So I think that there
is a real benefit to seniors there.

Ms. EsHOO. Dr. Schondelmeyer, do you want to respond?

Mr. SCHONDELMEYER. You tell me how much discount you want,
and I will tell you what the price is. That is kind of the way the
market works today. Yes, there is some negotiation, but it is at the
margins. It is mostly about retail prices, not about meeting the re-
tail margin and the retail dispensing fees. It is not much about
brand-name, single-source drug product negotiations.

I work with major buyers in the marketplace with my own uni-
versity, and we don’t get discounts on those brand-name prices.

Mr. SmiTH. Congresswoman, can I get 5 seconds of your time,
please?

Ms. EsHOO. You have to ask the chairman, not me.

Mr. PALLONE. Yes, and then we are going to finish.

Mr. SmiTH. I will simply note, contrary to Dr. Schondelmeyer’s
assertions, if you look in the Medicare trustees’ report, they will
note that while generics don’t carry rebates, I believe their phras-
ing is many brand-name drugs carry rebates, often 20 to 30 per-
cent.

Mr. SCHONDELMEYER. Generics are priced so low, a rebate still
doesn’t get the brand name close to the generic price.

Ms. EsHOO. Mr. Chairman, I think this whole issue of the in-
crease of the prices says to us that we need to get socks on this
octopus. Because if the rate continues to rise as much as it already
has, and the predictions of the industry itself underscoring that,
then by the time the entire national plan for universal health care
{:al}ilesé1 place, then that whole new floor—a whole new floor is estab-
ished.

This is about bringing prices down across the board so we have
affordability for people. I think that we have got to press hard, look
hard on a provision that will be placed in the bill.

You know what I would be willing to do is to say that by such
and such a date this is what you have to do, and a hammer comes
down by that year. If you haven’t, then the prices are just going
to drop.
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Thank you.

Mr. PALLONE. Thank you. And I apologize for turning the clock
off. I wanted to make sure Mr. Gingrey got his 8 minutes, since he
didn’t have an opening.

I recognize the gentleman from Georgia.

Dr. GINGREY. Mr. Chairman, thank you very much, and thank
you for allowing me the extra time for questions.

I am going to direct all my questions to AARP and to Mrs.
Cramer.

Ms. Cramer, my first question, to your knowledge, has AARP
been contacted by the Justice Department concerning alleged large
kickbacks—well, actually, you call them “royalties”—that you re-
ceive from insurance companies for your Medigap plans, a matter
that, as you know, Chairman Rangel suggested he would be refer-
ring to the Justice Department during the Rules Committee hear-
ing on H.R. 3962 last month?

Ms. CRAMER. To my knowledge, today, no.

Dr. GINGREY. Well, if you do hear of that and have that informa-
tion, that the Justice Department is looking into that, would you
be willing to let the committee know that you have been informed
by the Justice Department?

Ms. CRAMER. Surely.

Dr. GINGREY. Good. Thank you.

The second question: Today, roughly a million customers pur-
chase Medicare Advantage plans, roughly 8 percent of the market,
and 2.8 million Medigap plans, representing roughly 30 percent of
the Medigap market, bearing the AARP logo. Under the House and
Senate health reform bills, Medicare Advantage plans would be
cut—again, I am sure you know this—by as much as $160 billion,
yet Medigap plans do not endure these same cuts. Under the House
and Senate bills, Medicare Advantage plans would be forced to pay
85 percent of revenues received for medical claims, yet Medigap
would only be subject to pay 65 percent of its revenues on claims.

Are you aware that Medigap plans are not held to the same 85
percent standard as all other insurance products but Medicare and
non-Medicare policies under the House or the Senate health reform
bills, yes or no?

Ms. CRAMER. No, I was not aware of that.

Dr. GINGREY. Would AARP be willing to forego this sweetheart
exemption that clearly favors AARP and their Medigap plans in
order to help reduce the cost of health care for its members who
receive their insurance from the Medicare program?

Ms. CRAMER. I can’t answer that on Medigap. I can say that on
Medicare Advantage we have supported the reduction. We also con-
tract for Medicare Advantage plans and

Dr. GINGREY. Well, reclaiming my time, I don’t understand how
you could say that you are not sure or that you wouldn’t support
that.

Ms. CRAMER. I am just telling you, we have not discussed that
and so I just can’t answer that today. I don’t have that information.
We haven’t even discussed that among the board.

Dr. GINGREY. Well, Ms. Cramer, in the interest of your 40 million
AARP beneficiaries, including myself, don’t you think it would be
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your responsibility as a board, all-volunteer board, to discuss
things like that?

M}sl, CRAMER. As I indicated, I would be glad to get back with you
on that.

Dr. GINGREY. Well, I am glad to hear that.

My third question: Representative Deal mentioned Medigap
plans would not be subject to preexisting-condition coverage like
every other insurance product sold in this country if H.R. 3962
were to become law.

Considering that an AARP member in New York has actually
brought suit against you in January on this very issue, would you
be willing to tell this committee today that AARP would like that
provision changed in order to ensure that your members who cur-
rently receive their health care from the Medicare program would
not ];)e forced to purchase a Medigap plan with a preexisting condi-
tion?

Ms. CRAMER. As I indicated previously, we have for years sup-
ported guaranteed issue of Medicare policies.

Dr. GINGREY. Well, then your answer is, yes, you would be——

Ms. CRAMER. I believe I answered that we would discuss that
within our board. I can’t answer that today, but we do support
guaranteed issue.

Dr. GINGREY. Well, I certainly would hope so, and I thank you
for that response.

Next question: The House and the Senate health reform bills
would cut Medicare Advantage plans by as much as $160 billion,
cuts that CBO figures will force 3 million seniors to lose that cov-
erage and then revert to the traditional Medicare, and 8 million
more if insurance companies are forced to stop selling altogether by
the health choices czar, if he or she chooses.

As we all know, Medicare Advantage plans offer seniors benefits
that traditional Medicare doesn’t, services like dental, hearing, and
vision, just to name a few. Therefore, seniors will be forced to pur-
chase a Medigap policy to make up for those lost services, policies
for which AARP has a significant market share and would stand
to gain substantially.

I see a significant conflict of interest in your support of legisla-
tion that would allow you, AARP, to gain customers, and therefore
further royalties, from a product in which you have a significant
market share, namely Medigap plans, because seniors are being
forced off of Medicare Advantage plans, plans for which AARP
products do not have a particular market advantage, as I think you
said in your testimony.

In light of these concerns, would AARP be willing today to re-
scind its support of H.R. 3962, of the Pelosi health reform act, if
changes to bring Medigap policies in line with all other insurance
products are not made, yes or no?

Ms. CRAMER. We have supported the House bill. We have also
supported the cuts to the Medicare Advantage. We also contract for
Medicare Advantage. And we would willingly forego any revenue to
get those changes in place to get affordable health care for our
members.

Dr. GINGREY. Let me ask you one last question in my remaining
time.
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I have seen recent reports that AARP supports the Senate Demo-
cratic version of health-care reform. One of the ways in which a
Senate health reform bill pays for the reforms it seeks is through
a payroll tax on all those making $250,000 or more each year.

Unfortunately, this payroll tax is not pegged for inflation, mean-
ing that it will negatively impact your members, including myself,
aged 50 to 64 today, and over time cause those making well below
$250,000 a year to pay this additional payroll tax of .5 percent, in-
creasing the Medicare payroll tax from 2.9 to 3.4.

Does AARP support the use of a payroll tax to pay for health
care reform?

Ms. CrRAMER. We have not endorsed the Senate bill. We are
working to get the age rating provision in the Senate bill. It does
not meet what we would like to have. It is 3 to 1. We do not sup-
port that. And the Senate bill does not fully close the donut hole,
which is our top priority. We have not——

Dr. GINGREY. Ms. Cramer, reclaiming my time, are you saying
that you do not support the version of health-care reform in the
Senate bill that raises a payroll tax a half a percent?

Ms. CRAMER. I am saying that we have not endorsed the Senate
bill as of this time.

Dr. GINGREY. Again, I want to ask you specifically a yes-or-no
question. As the chairman of the board of AARP, do you or do you
not support increasing the payroll tax 0.5 percent to help pay for
health-care reform, whether that is in the Senate version, the
House version, or in a conference report that comes back to us later
in the year or the 1st of the year?

Ms. CRAMER. We believe that revenues will have to be raised to
provide all Americans affordable health care.

Dr. GINGREY. Last point in my remaining few seconds: Would
you support a change in the final bill indexing this tax for inflation
if, indeed, that increased payroll tax is in there?

(liVIs. CrRAMER. We have not discussed that. I cannot speak to that
today.

Dr. GINGREY. Well, I am disappointed that you can’t speak to
that as being a responsible board member, volunteer board mem-
ber, advocating on behalf of 40 million seniors to try to keep costs
down. Because, clearly, this is not a partisan question; this is just
a}rll issue of doing the responsible thing on behalf of your member-
ship.

Mr. Chairman, with that, thank you for the additional time, and
I will yield back.

Mr. PALLONE. Thank you, Mr. Gingrey.

Next is the gentleman from Texas, Mr. Green.

Mr. GREEN. Thank you, Mr. Chairman.

And, Ms. Cramer, I appreciate AARP’s support for the House-
passed bill that doesn’t have the payroll taxes the Senate does.

But, Dr. Schondelmeyer, you conducted the study that found the
brand-name drug prices increased 9 percent in the last year. We
heard a lot of criticism of that study by Dr. Vernon and Mr. Smith
in your testimony. How do you respond to that criticism? Does your
study present a true picture of what is going on with prescription
drug prices?

Mr. SCHONDELMEYER. I believe it does.
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First of all, the price data we used are prices actually reported
by the drug companies. And I would ask, if they are so concerned
about those prices not being accurate, why are they reporting inac-
curate prices in the market and to the price databases?

Second, the Consumer Price Index is a very useful measure, but
it measures a market aggregate only for the retail market. The CPI
doesn’t even include most specialty drugs in the marketplace. And
the CPI—and, by the way, I would correct another number people
have thrown around, that drugs are 10 percent of our health-care
expenditures. That is retail outpatient prescription drugs are 10
percent. Drugs in all settings—in hospitals, in physician’s offices,
and every other setting—are about 17 percent of the total national
health expenditures. And yet we keep fooling ourselves saying they
are only 10 percent.

So I think our market basket reflects the full spectrum of drugs
in the marketplace, in the places where they are used, and it is
based on prices reported by the manufacturers.

Mr. GREEN. They also say that your study does not take the dis-
counts and rebates provided by drug manufacturers into account.
Does that skew the results?

Mr. SCHONDELMEYER. I have offered opinions that I don’t think
it appreciably skews the results because I don’t see in the market-
place where consumers get the benefit of either those rebates or
discounts. I have never met a consumer nor have I, myself, directly
received a rebate from a drug company, and I have never met a
consumer who says they have.

Supposedly, the Medicare Part D plans do negotiate rebates, and
it is supposed to either lower the premiums or the drug product
price. But when the Office of the Inspector General for HHS evalu-
ated Medicaid prices versus the Medicare prices back in 2007, he
found that for brand-name drugs the Medicaid price was actually
on average 0.6 percent lower than the Medicare prices before re-
bates were taken into account. When rebates under Medicaid were
taken into account, it would have reduced the price by about 30
percent, but those rebates don’t exist and aren’t paid to the govern-
ment on the Medicare side.

So they can have an impact, but the way they are implemented
under Medicaid Part D, they don’t appear to get passed to the con-
sumer or the taxpayer.

Mr. GREEN. Well, I know we can look at the big picture, but pre-
scription drug prices have increased at rates beyond the inflation
rate in the last few years.

Mr. SCHONDELMEYER. Absolutely. I have no doubt of that.

Mr. GREEN. OK.

Mr. Smith, your testimony states that Medicare Part D costs are
not as high as projected, and I tend to think just because we cre-
ated the donut hole, forcing seniors to pick up that majority of the
tab of their prescription drug medications. Additionally, Medicare
Part D plans—the Secretary of HHS cannot negotiate drug prices
with manufacturers. This forces seniors in the Part D to pay much
higher drug prices. Under H.R. 3962, the health care bill, we close
that donut hole by 2019.

A PhRMA statement from Senior Vice President Ken Johnson
following the release of the AARP report on prescription drug
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prices states, “What is more, AARP fails to mention that 50 percent
discount that companies will provide to most seniors and disabled
Americans who hit the so-called donut hole in Medicare Part D.
That provision alone is expected to save beneficiary spending in the
coverage gap as much as $1,800 in 2011.”

My office has contacted many companies on behalf of our seniors
who have entered into the donut hole, and these discounts are not
guaranteed and should not be advocated as a benefit to seniors as
a way to curb the cost of drugs. Now, we try to work with indi-
vidual drug companies because we see the ads on TV just like our
seniors does, but oftentimes they are not qualified for those dis-
counts when they fall in that donut hole.

Do you have information on how many companies provide such
discounts to seniors in the donut hole and the average discount
they provide?

Mr. SMITH. Congressman, thank you for the question.

I do not have information about the number of companies that
provide discounts in the donut hole. I can say that, under the ini-
tiative that we undertook, all companies would be providing the 50-
percent discount on brand drugs in the donut hole.

Mr. GREEN. Well, I know the quote I gave you from Vice Presi-
dent Ken Johnson talked about $1,800. Believe me, I have seniors
I talked to Friday in Houston that would love to have that because
they fell in that donut hole.

If you could get us more information from PhRMA on where they
came up with that $1,800, I would really appreciate it, because I
think all of us would like to make sure our seniors—because we do
constituent casework, and that is our next option when they hit
that donut hole, outside of eliminating the donut hole, as our
health care bill does.

Thank you, Mr. Chairman. I know I am out of time.

Mr. PALLONE. Thank you, Mr. Green.

The gentleman from Texas, Mr. Burgess.

Dr. BURGESS. Thank you, Mr. Chairman.

I think Mr. Shimkus’s questioning just a few moments ago really
showed to us why this hearing should be on the Subcommittee of
Oversight and Investigations where we can, indeed, swear people
in, get them under oath, so that we get answers that we can de-
pend upon, because we have heard some conflicting information
today.

I still remain troubled by the fact that we had PhRMA, AMA,
AHIP, SEIU, AdvaMed down at the White House in May and June
doing these deals, some of them, to be sure, part of the public
record, but we don’t have the phone logs, we don’t have the e-mails,
we don’t have the minutes from those meetings, and we are in the
dark as to what was struck.

So what I read in the newspaper is that PhRMA created an $80
billion deal to help the health care bill get through. OK, that
sounds like a good thing, but I don’t know what PhRMA gave up,
I don’t know what the White House gave up. It is just difficult to
evaluate that.

And then, of course, you do have the Congressional Budget Office
sitting back there and saying, “Wait a minute, if you are doing
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something you should have been doing in the first place, we don’t
actually score that as a savings.” So does that $80 billion decline?

I would just like to point out, since I was criticized about the as-
pect of negotiation from the Secretary of HHS with Part D, I mean,
the Congressional Budget Office—who we should have at this hear-
ing, by the way; they should be here—but they sat at that very
table last fall in a secret meeting that we had that wasn’t open to
the press. The Congressional Budget Office reiterated that direct
negotiation from the Secretary of Health and Human Services on
Part D prescription drugs would not result in any significant sav-
ings. They have said this over and over again. I don’t know what
we need to do to kill that notion, but it is one that certainly de-
serves to die.

On the issue of the donut hole, Ms. Cramer, I will just ask you,
if we did away with that, what would be the effect, the practical
effect, on those very low-priced policies that are available to peo-
ple? Now, in my State of Texas, I think there are some 40 policies
that are available for Medicare Part D. What is the practical effect
of those very low-cost policies if the donut hole goes away and es-
sentially everything is the same?

Ms. CRAMER. If I understand your question, I believe only about
20 percent of the Part D drug plans provide coverage in the donut
hole. And I believe, at that point, it is primarily for generic drugs.

Dr. BURGESS. But a person does have that option to buy coverage
that would provide coverage in the gap if they so chose. Is that cor-
rect? I mean, that happens today. There is no donut hole for that
individual, is that correct?

Ms. CRAMER. Well, that is correct. And, as I said, 20 percent——

Dr. BURGESS. But a person who doesn’t use much in the way of
medications is free to purchase one of these very low-cost policies
that costs a minimal amount each month. And if something hap-
pens during the course of that year, yes, then their out-of-pocket
expenditure may not be covered, but they also do have a maximum
catastrophic coverage above which their drug costs are covered.

But because the way Part D is set up, next year in the open en-
rollment period, they may switch to one of those programs that pro-
vides coverage in the gap. Will we lose that flexibility if we go
down this road of closing the donut hole, as has been outlined in
the House bill?

Ms. CRAMER. Well, I don’t believe so, Congressman. You know,
our top priority is to completely close the donut hole because 26
percent of people enter that donut hole; only about 3 to 4 percent
really exit that. And during that coverage gap, you have heard the
stories about what people do with their drugs when they don’t fol-
low their drug regimen. So we think it is extremely important
to—

Dr. BURGESS. Now, I need to interrupt you there for just a mo-
ment because there are other options. And my office certainly
works with individuals on an individual basis, as Mr. Shimkus
pointed out. There is the option, though—next year, during the
open enrollment period, you don’t have to stay on that particular
policy under which you have been covered previously that has al-
lowed you to end up in the donut hole. There are policies that pro-
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vide coverage in the gap which would be available to that indi-
vidual in the years ahead.

I am going to have to move on because there is some other things
that I just need to get asked. And, first off, Ms. Stoll, I have to ask
you the name of that medicine for migraines, because I am just
dying of curiosity.

Ms. StoLL. Of course I won’t be telling you the name of that
product. Maybe we can have a private chat later.

Dr. BURGESS. See, this is why this has to be on Oversight and
Investigations, because we could put Ms. Stoll under oath and she
would be required to tell me the name of the medicine and I
wouldn’t be left in the dark here.

Ms. StoLL. I will leave my colleagues to do the paid advertising
for specific drugs. But, you know, I just want to raise an issue
about

Dr. BURGESS. Well, hold that thought. We will talk about that
privately, because I do have to get one last thought in to our two
participants at the end.

We talk about what may be a causal relationship and what may
be a casual relationship. I do think it is important, and one of the
things we can’t know at this hearing, because we don’t have access
to all the information, we can’t know what is just a casual relation-
ship between the $80 billion that PhRMA said they are going to
give up and a causal relationship, “Hey, if we give up $80 billion,
then we are going to be able to have price flexibility to make up
some of that ground on something else.” We just don’t know.

So where is the line drawn between what is a casual relationship
and what is causal?

Mr. SCHONDELMEYER. Well, that is more of a scientific or statis-
tical question. But I think, just from a policy observational perspec-
tive, we have never seen drug prices go up this high in the last dec-
ade and a half. And this is a time when there is the most risk for
drug companies—that is, having either price controls or a change
in the market structure in a way that affects their prices. And so,
it would be logical that they are looking for ways to buffer their
revenue for as much as they can and as long as they can.

Dr. BURGESS. Well, again, that is speculation. It would be better
if we were all on the record and under oath.

Let me just ask you one last thing. You said you have not seen
a drug price go down. We did have Prevacid which went over-the-
counter this past month, and the price drop has been dramatic, and
it still sold under a brand name.

Mr. PALLONE. Can we ask you to respond in writing? Because we
have a number of Members, and we have a vote coming up.

Dr. BURGESS. Mr. Chairman, with all due respect, I sat here
while many of our panelists—and I appreciate them being here—
went significantly over time. This is an important issue.

Mr. PALLONE. I understand that the panel went over time, but
I am trying to keep the Members to the minute. We are going to
have a vote at 12:15. We have a lot of Members, so respond to us
in writing, if you will.

Next is Chairman Dingell.

Mr. DINGELL. Thank you, Mr. Chairman.

This question is to Mr. Schondelmeyer.
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Mr. Schondelmeyer, I am not sure you or the panel members re-
member years ago but we made some changes in the food and drug
law which banned the imports of pharmaceuticals which could not
be certified as safe by the Secretary of HHS. Do you remember
that?

Mr. SCHONDELMEYER. Yes. I think that was back in the 1980s.

Mr. DINGELL. So the law now says you cannot import pharma-
ceuticals unless they can be certified as being safe. Is that right?

Mr. SCHONDELMEYER. I believe the law says that. It has not been
implemented.

Mr. DINGELL. That is what the law says. So pharmaceuticals can
be imported, but they have to be certified as being safe. Is that
right?

Mr. SCHONDELMEYER. I believe that is the case.

Mr. DINGELL. OK. Now, we have the nice problem that, if we
change that, unsafe pharmaceuticals could be imported. Is that
right?

Mr. SCHONDELMEYER. It depends on your certification process
and how good it is.

Mr. DINGELL. Well, if the Secretary can’t certify that they are
safe, they can’t come in. Isn’t that right?

Mr. SCHONDELMEYER. Well, they may not be able to certify for
political reasons or for practical reasons.

Mr. DINGELL. Dear friend, I wrote the legislation. It didn’t say
political reasons. It just says you can’t import them unless they are
certified and safe. Are you in accord with that?

Mr. SCHONDELMEYER. In what sense?

Mr. DINGELL. Do you agree that that is good public policy?

Mr. SCHONDELMEYER. I believe there are processes by which an
appropriate certification process could be undertaken.

Mr. DINGELL. Well, and I have no objection. But, up until now,
they have not been able to do it. And I don’t want to engage in a
great big toe dance here, I just want to get the record clear, be-
cause everybody is trying to reimport, and I am keep trying to tell
them, “You can do so if the pharmaceuticals are safe and the Sec-
retary can so certify.” And I just want to get that into the record.

Am I correct in my appreciation on this matter or not?

Mr. SCHONDELMEYER. I believe you are, but, again, I am not a
lawyer.

Mr. DINGELL. OK. Thank you very, very much.

Now, I note several things here, and very quickly I would like
to get them. There is no trap here, so just please give me a yes-
Or-no answer.

H.R. 2962 will provide assistance for millions of other Americans
to ensure that they can afford prescription drugs. This would have
a substantial impact on medical adherence. Is that correct?

Mr. SCHONDELMEYER. I don’t know the bills by their number, as
you have quoted it, so I can’t answer that, sir.

Mr. DINGELL. All right. Now, H.R. 3962 will also close the donut
hole. Is that not so, yes or no?

Mr. SCHONDELMEYER. Again, I don’t recall the specific provisions
of the bill.
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Mr. DINGELL. I am not trying to trap you, I am just asking you
facts. You are my expert here, and I would like to get your help
on this thing.

All right. Let’s go to Mr. Smith.

With regard to H.R. 3962, it will provide financial assistance for
millions of other Americans to ensure that they can afford their
prescription drugs. Is this so or not?

Mr. SMITH. Congressman, it provides assistance. Respectfully, as
you know, we oppose the bill.

Mr. DINGELL. Thank you.

H.R. 3962 will also close the donut hole. Is that not so?

Mr. SMITH. Same answer, Congressman.

Mr. DINGELL. OK.

Now, Ms. Stoll, if you please, we sometimes overlook the prob-
lems that confront millions of Americans with insurance that fails
to cover adequate benefits and protection from financial bank-
ruptcy. These are the underinsured.

You mention a 60 percent increase in the number of under-
insured from 2003 to 2007. Could you tell us what are the major
causes for this jump?

Ms. StoLL. Well, there are about 25 million underinsured. As we
figure it, a major cause of that is lack of solid prescription drug
coverage. A lot of plans in the individual market don’t cover pre-
scription drugs. We will fix that with H.R. 3962, so I applaud that.

Mr. DINGELL. Now, we include a number of important provisions
in H.R. 3962 such as the minimum benefit package that includes
prescription drug coverage, elimination of the annual and lifetime
caps, assistance for premium and out-of-pocket costs. Would these
provisions help address the problems of the underinsured?

Ms. StoLL. Absolutely.

Mr. DINGELL. Thank you.

Ms. Cramer, if you please, I would like to highlight your com-
ments on Medicare Part D, the donut hole, the point at which bene-
ficiaries are responsible for the full cost of their prescription drugs.
You state, “Under current law, the donut hole is projected to al-
most double by 2016 to more than $6,000. This means that Part
D beneficiaries can find themselves paying the full cost of their
drugs far longer in the future.” This is quite unsettling to me.

H.R. 3962 provides a 50-percent discount on brand-name drugs
in the donut hole, reduces the donut hole by $500 in 2010, and
eliminates the donut hole entirely by 2019, and authorizes the Sec-
retary to negotiate on behalf of seniors for lower drug prices in
Part D.

Give me your judgment. Are these steps sufficient to avert the
substantial donut-hole growth that you have referred to by 2016
and to provide necessary and needed relief for our seniors?

Ms. CRAMER. Yes, Congressman, it completely closes the coverage
gap.

Mr. DINGELL. Thank you.

Mr. Chairman, my time has expired, and I thank you for your
courtesy.

Mr. PALLONE. Thank you, Chairman Dingell.

The gentleman from Pennsylvania, Mr. Murphy.

Mr. MURPHY of Pennsylvania. Thank you, Mr. Chairman.
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Dr. Schondelmeyer, do you have any research that is funded by
NIH? Are you involved in any of the research funded by NIH?

Mr. SCHONDELMEYER. No, I have not conducted research in the
lab, which is primarily the type of research conducted by NIH.

Mr. MurpPHY of Pennsylvania. NIMH, National Science Founda-
tion, anything of that sort?

Mr. SCHONDELMEYER. I have had research funded by the Centers
for Medicare and Medicaid Services.

Mr. MURPHY of Pennsylvania. OK. When that is done, what per-
centage of that research is there to cover overhead costs?

Mr. SCHONDELMEYER. What percentage

Mr. MURPHY of Pennsylvania. What percentage of your research
grant just funds overhead costs, do you know?

Mr. SCHONDELMEYER. The University of Minnesota has a nego-
tiated rate with the government

Mr. MURPHY of Pennsylvania. How much?

Mr. SCHONDELMEYER. —that is like 51 percent, I believe.

Mr. MURPHY of Pennsylvania. So 51 percent is not involved in
the actual research but it goes to the overhead?

Mr. SCHONDELMEYER. That is negotiated between the govern-
ment and the university.

Mr. MURPHY of Pennsylvania. That is a standard, actually, for
NIH grants, too, across the country, about 51 percent. As a matter
of fact, I found it interesting that some universities, such as Har-
vard, have a 71 percent overhead rate; MIT, 67 percent; University
of Minnesota is around 50 percent. It concerns me that so much
money is set out to do actual research but over 50 percent goes to
things that have nothing to do with research.

Should we stop giving universities money for their overhead at
these outrageous rates of nearly two-thirds or half or more that
doesn’t even go to taking care of the things they are supposed to
do? What do you think?

Mr. SCHONDELMEYER. Well, first, as a mischaracterization, the
51 percent overhead means about a third of the money goes to
overhead. It is 51 percent on the direct

Mr. MURPHY of Pennsylvania. With facilities and administrative,
yes, we are paying for buildings. But I am just asking, should we
cut that so that universities should only use their research money
to go directly to research and not go to pay the things to run the
university? What do you think?

Mr. SCHONDELMEYER. No. Those overhead costs do pay direct
costs that are—or indirect costs that are related to the cost of con-
ducting that research. In fact, the University of Minnesota esti-
mates——

Mr. MURPHY of Pennsylvania. A lot of the costs that the univer-
sities get in these things are not necessarily going to the research,
which is helping save lives and develop new drugs, things like that,
but we should keep paying that when it is not really going? I mean,
some of it goes to a university president’s salary. Some of them
make quite a bit of money, I understand. Should we stop doing it?

Mr. SCHONDELMEYER. I am not a university president, so I don’t
know what——

Mr. MURPHY of Pennsylvania. OK. All right. Well, we will just
keep you within your line.
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Ms. Cramer, on the AARP board of directors, you have responsi-
bility of oversight over the insurance plans that AARP contracts
with, some of these companies. Does AARP have a Medicare Part
D plan?

Ms. CRAMER. Yes, we do.

Mr. MURPHY of Pennsylvania. And who do you contract that
with? Or do you run it yourselves?

Ms. CRAMER. With United Health Group.

Mr. MURPHY of Pennsylvania. How much do they pay AARP in
royalties or whatever you would call it to offer that plan?

Ms. CRAMER. I don’t have that number with me.

Mr. MURPHY of Pennsylvania. You are a member of the board.
You just told me you have oversight over that. You tell me that
something that is a massive amount of the income for AARP, you
don’t know how much it is?

Ms. CRAMER. I don’t know what portion is for the Part D plan.

Mr. MURPHY of Pennsylvania. A dollar amount, you don’t know.

Ms. CRAMER. Congressman, I have answered. I don’t know what
portion is for the Part D plan.

Mr. MurPHY of Pennsylvania. No, you haven’t answered my
question. You said that over half of your income comes from insur-
ance plans but you have no idea how much it is and you are on
the board? I think you are chair of the board. And you are telling
me you don’t know what kind of money AARP makes? I don’t un-
derstand that.

Ms. CRAMER. Well, I have answered

Mr. MURPHY of Pennsylvania. No. Well, let me ask another ques-
tion because I am trying to get an answer to that. So do you have
a donut hole in your plan?

Ms. CRAMER. I am sorry?

Mr. MURPHY of Pennsylvania. Do you have a donut hole in your
Medicare Part D plan?

Ms. CRAMER. Yes, we do.

Mr. MURPHY of Pennsylvania. You do. And yet you make millions
and millions and millions of dollars out of your Medicare Part D
plan. Why don’t you use that money to fill the donut hole?

Ms. CRAMER. Our plans operate under Federal and State laws
just like any other plan does.

Mr. MURPHY of Pennsylvania. But I am asking you, if Federal or
State law allows you to have a plan that does not have a donut
hole, why don’t you fill the donut hole with the profits you make?
After all, you are a nonprofit organization. Why don’t you use that
money—I understand your executive director makes how much
money for AARP?

Ms. CRAMER. I am sorry?

Mr. MURPHY of Pennsylvania. How much does your executive di-
rector get paid per year at AARP?

l\gs. CRAMER. He doesn’t get paid what the Senate said he got
paid.

Mr. MURPHY of Pennsylvania. How much does he get paid?

Ms. CRAMER. I would be glad to answer that offline.

Mr. MURPHY of Pennsylvania. I don’t understand why we can
talk about everybody else’s salaries but AARP’s. And you are here
criticizing other companies.
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Ms. CRAMER. It is around $800,000.

Mr. MURPHY of Pennsylvania. It is my time. The drug compa-
nies—I am concerned about the cost of drugs, and I am concerned
how much it costs people. But I want to get to the bottom of this.
And so you have the cost of manufacturing the drug. You have the
profits companies make. You have research and development for
those drugs. You have advertising. I want to get to the bottom of
that. But there is also the cost of administering plans.

And AARP is not an innocent partner in this, because you also
make a lot of money from this. And when I ask you how much your
director makes, suddenly that is off limits. But we can talk
about

Ms. CRAMER. It is around $800,000.

Mr. MurPHY of Pennsylvania [continuing]. How much money
pharmaceutical companies make. I don’t know how much money
AARP is putting into your pockets and how much is going to doing
such things as eliminating the donut hole or reducing prices. What
this committee needs to do is look at all of these levels.

And I think it is disingenuous for AARP to come in here and say,
“When it comes to AARP, we are not telling you how much money
we make or what we do with it,” or, for some reason, the chairman
of the board doesn’t understand that stuff. When it comes to talk-
ing about——

Ms. CRAMER. Congressman, I believe our

Mr. MURPHY of Pennsylvania. No. When it comes to talking
about these prices, everything should be on the table.

I am deeply concerned about senior citizens who cannot afford
drugs. I am deeply concerned about members of AARP who cannot
afford drugs. But you are telling me a lot of this goes into your
profits, you won’t tell me how much your executives make in sala-
ries, and you won’t close your own donut hole.

And I yield back the balance of my time.

Ms. CRAMER. Congressman, I believe our

Mr. MURPHY of Pennsylvania. I yield back the balance of my
time. If you are not going to answer my questions, you don’t have
a right to answer.

Ms. CRAMER. And the executive director’s salary——

Mr. MURPHY of Pennsylvania. Mr. Chairman, she is not going to
answer my questions.

Mr. PALLONE. Look, if she wants to answer the question——

Mr. MurPHY of Pennsylvania. Mr. Chairman, she has told me
she doesn’t have the answers to these questions that I have asked.

Mr. PALLONE. Ms. Cramer, if you would like to answer, you can.

Ms. CRAMER. Well, as I said, I believe our audited report mo-
ments ago was entered into your record, which would include the
information the congressman is asking. And also the 990, which is
public document, would include information on our executive direc-
tor’s salary. I also said that it is around $800,000 per year.

Mr. MURPHY of Pennsylvania. Why don’t you use that money to
close the donut hole?

Mr. PALLONE. She tried to answer your questions as best she
could, and we do have the documents that were entered into the
record by Mr. Shimkus.
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We have about—I guess we still have another 13 minutes or so,
so I would like to get a couple more people in. Mrs. Capps is next.

Mrs. Capps. Thank you, Mr. Chairman.

And I want to spend most of my precious 5 minutes on the topic
of medications used to treat cancer. But I want to give you a
chance, Ms. Cramer, to talk 1 more minute or less, hopefully less,
on the donut hole. Because, in your written statement, you ref-
erence AARP’s donut hole calculator. Just to get it on the record
for today’s discussion, would you very briefly tell us what that is?

Ms. CRAMER. It is a new online tool that became effective in July.
It is found at donuthole.aarp.org. It helps individuals calculate and
track their out-of-pocket expenses. It helps individuals locate
cheaper alternatives for their condition. It provides a personal
medication record. And it also provides personalized letters; if indi-
viduals decide they want to pursue cheaper generics, it helps them
begin the conversation with their doctor.

It is extremely popular. We have served over 180,000 people
since it came online in July. That is a thousand people a day.

Mrs. CApPPs. Thank you very much.

There was an article in the New York Times this weekend, a
pretty disturbing one, about the high cost of drugs treating cancer.
And it reported that a new medication called Folotyn is going to
be sold for about $30,000 a month.

Now, for the record, drug companies should be able to make a
profit. We need a profitable and successful domestic pharma-
ceutical industry.

But I am going to ask you, Mr. Smith, what good do break-
through treatments do when they are unattainable for almost all
the people who need them most? Is there any point at which your
industry simply says, “No, we can’t charge this much”?

Mr. SmiTH. Congresswoman, drugs absolutely need to be acces-
sible for them to do good. That is one of the reasons that we are
trying to, you know, help support a health reform bill.

So, you know, in terms of this particular issue, I don’t know any-
thing about this drug, I don’t know this company. But what I can
say is that there are certainly cases where there are high-cost
drugs, and these medicines—you know, patients need high-cost
medicines at times, just like they need high-cost hospitaliza-
tion

Mrs. CAPPS. Let me ask you—go ahead.

Mr. SMITH. And part of what we do with insurance is spread the
risk across the entire population for the few people who need high-
cost services.

Mrs. CApps. Well, this is a pretty big risk for a few people whose
lives are hanging by a thread.

Here is the shocking part of the story, as it was reported in the
newspaper. The drug hasn’t even been shown to increase the life
expectancy of those who take it. If a manufacturer is going to
charge $30,000 a month for a drug, I would think that they would
want to be able to show that it at least helps patients live a little
bit longer.

Now, you have answered, and I want to use whatever time, and
it is only 2 minutes, to see if others on the panel would like to re-
spond to this particular issue, either using this story or one other
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one. But I am focusing particularly on life-threatening diseases
that are lumped together as cancer and the way the cost of treat-
ment has gone up.

Dr. Schondelmeyer, you might want to speak to it or maybe Ms.
Stoll, too, as well.

Mr. SCHONDELMEYER. Sure, I would. First of all, I did not see
that article in New York Times this weekend. I will go back and
look for that.

In our own study, the 12 cancer drugs that we had in the spe-
cialty area, those 12 drugs all went up in price, and the price in-
crease in 1 year ranged between 4.9 percent up to as much as 20.8
percent increase in price in a single year. And then that compounds
over time, of course, as prices keep going up.

I think the point you raise is one of, we have to assess what is
the real margin of value that a drug adds to society. And I am
going to shift away from a cancer drug, but I think it is the same
principle. A drug called Zetia, which is supposedly used for choles-
terol, we recently found that that drug really is not as effective as
we thought and not as effective as an old drug that is very inexpen-
sive even though it has a slight, small convenience-type side effect
perhaps. But Zetia, itself, was able to raise their price dramatically
in the marketplace even though it is not even effective.

Mrs. CApps. Let me see if Ms. Stoll—what do you think we
should do now? How can this legislation of health reform address
this particular egregious issue?

Ms. StoLL. Well, there are a number of drugs that are expensive
like this one in the New York Times article. I think part of the an-
swer is, again, we need to get everyone into the system; we need
to have a pooled program where we are sharing costs. Not everyone
is going to need these expensive drugs. We need prescription drug
coverage with annual and lifetime limits. And we need special and
lower limits for low-income people to protect them so that their ac-
cess to this drug and other drugs like it are not limited.

And I think that is where you find, in this sort of back and forth
between good and bad today, some common ground among all of us
in wanting to see that everyone is in the system and has out-of-
pocket protections so they can have access to drugs.

Now, drugs should be evaluated to make sure they bring more
value and new value to what is already on the marketplace.

Mrs. CAPPs. Thank you very much.

I yield back.

Mr. PALLONE. We have 7 minutes left. I would like to get Mr.
Buyer in, if that is OK. I am assuming that the other Members will
come back after the votes. We have four votes.

Mr. Buyer.

Mr. BUYER. I have two questions of two different witnesses, one
of Professor Vernon. I want to you think about this. And then I
have some questions of Ms. Cramer.

In my opening statement, I made some comments regarding the
impact of price controls in the European Union that has been part
of your studies. And now that you have had a chance to examine
H.R. 3962 and some of the price controls and the comparative effec-
tiveness that is in that bill, I want you to talk a little bit further
about the potential impact of those controls upon drug pricing and
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ghe‘z?ther it has a positive or negative impact upon public health.
K?

Secondly, Ms. Cramer, I would like for you to respond—number
one, I would like to know whether AARP, whether your organiza-
tion has produced requests or received any estimates about how
much additional revenue per annum will be created to your organi-
zation by H.R. 3962. That is number one.

Number two, I also would like to know whether your organiza-
tion had any contact with this committee, any contact with this
committee, or their staff relative to the sweetheart deal that you
have in Section 102 of H.R. 3962. Most insurance plans are re-
quired to have a medical loss ratio of 85 percent. However, this bill
that passed the House allows Medicare supplemental insurance
plans, such as AARP’s Medicare supplemental insurance plan, to
have a medical loss ratio of 65 percent. I would like to know wheth-
er or not your organization had any contact in the advocacy of that.
And I will give you a chance to respond.

Professor.

Mr. VERNON. Thank you, Congressman.

I would begin by saying, you had referenced my study with Pro-
fessor Golec at the University of Connecticut regarding the exodus
of R&D investment from Europe to the U.S. That is certainly true.
I mean, we have seen regulations of pharmaceutical prices in the
EU become more stringent, the U.S. now being largely the only
price-unregulated market for pharmaceuticals in the world. And,
certainly, you know, the prize in terms of both basic research,
which could be done globally, but specifically later-stage research,
large clinical trials, and, you know, marketing networks, as well as
a familiarity with how to get through the FDA process has resulted
in a lot of R&D leaving Europe and coming to the U.S. And, as a
result, we have seen a dramatic change in the levels of R&D com-
paring the two markets.

And then, also, generally speaking, regarding the legislation, any
attempt, implicit or explicit, to control drug prices—there have
been bills on reimportation, technology assessment, and perhaps
negotiated drug prices—does represent a very serious threat to the
incentives to undertake R&D. And, to be frank, it is remarkable,
research by economists at Yale and the University of Chicago have
shown that the benefits of pharmaceutical innovation and medical
innovation have been astounding and far exceed the levels of in-
vestment and the cost of that investment, suggesting we should be
doing more medical research, more pharmaceutical research, be-
cause the benefits exceed the costs.

Now, that being said, I am not denying the fact that cost-contain-
ment measures would benefit consumers of existing medicines that
are on the market. It would make them more affordable, improve
access and utilization, and improve health. But I think we have to
consider that cost and that benefit, and specifically that benefit of
lower-cost medicines today, with what it would mean for the rate
of innovation in the future. And I think the latter is an order of
magnitude greater than the former, based upon the empirical re-
search out there.

Mr. BUYER. All right. Thank you.

Ms. Cramer.
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Ms. CRAMER. The answer to both of your questions is no. We
have not, to my knowledge, had any estimate of revenues that
AARP would lose or gain under House bill 3962. And I have
checked with staff; to my knowledge, there has been no contact
with the committee looking at the medical loss ratio we advocate
on behalf of members.

Mr. BUYER. The Congressional Budget Office has said that H.R.
3962 will result in fewer people enrolled in Medicare Advantage—
“fewer” really is 3 million—and more people enrolled in Medicare
Part D.

Isn’t it true that the vast majority, probably up to 80, 90 percent,
of people enrolled in Medicare Part D by a supplemental insurance
policy, such as the AARP Medicare supplemental insurance plan of-
fered by United Health Care?

Ms. CRAMER. Are you asking me?

Mr. BUYER. Wow. Who else would I be asking?

Ms. CRAMER. Well, Congressman, I don’t work for United Health
Care, so I don’t know that I can answer that question.

Mr. BUYER. Well, I find it really hard to believe—well, first of all,
there is going to be a tremendous shift to supplementals which you
offer. And I cannot believe that you run an organization that you
have never really calculated what the potential income flow to your
organization will be. That is really, really surprising to me.

I guess you are just trying to guard yourself in exchange for
questions about why you endorse the overall packet, but I think it
is now obvious.

I yield back.

Mr. PALLONE. Thank you.

Now, we are going to have four votes on the floor, maybe half an
hour, a little more. I am assuming that some Members are going
to come back. So, if you would wait, we would ask you to wait. And
the subcommittee will stand in recess.

[Recess.]

Mr. PALLONE. The subcommittee will reconvene, and I will ask
the witnesses to come back to the table. I don’t think we will be
much longer. Thank you for bearing with us.

Next is the gentlewoman from the Virgin Islands, Ms.
Christensen.

Ms. CHRISTENSEN. Thank you, Mr. Chairman. I didn’t have an
opening statement, so let me thank you for holding this hearing.

As a physician, I am, of course, well aware of the key importance
that pharmaceutical companies have made to the advances which
have made and will continue to make in our health and health
care. Overall, Americans, including the patients I have served over
my lifetime, are living longer with better quality lives because of
the products that the companies have created.

Unfortunately, that is not true for all. Although Medicare Part
D has made a substantial improvement, people of color, the elderly,
disabled and the poor continue to not be able to afford medications
that they need to keep them healthy, despite some of the free and
discount programs.

I know that medication costs are not the only cause of increasing
health care spending. I am also not against profits. And most defi-
nitely I support the research and development which has resulted
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in better lives for all of us. But I do not discount the AARP report
either, as it tells a true story of people across this country who can-
not afford to take all their medications every day as prescribed. So
I don’t think we should make light of that report at all.

I will start with Ms. Cramer on my first question. AARP pays a
critical role in advocating for its membership for seniors and really
for everyone one in health care, retirement security, and things
that all of us care about. I would assume the membership dues
alone don’t support these activities.

Is it safe to say that the royalties we have heard so much about
this morning are used to make important services available to your
members and to fund advocacy efforts on issues that even some of
those companies that are paying with those royalties may not agree
with AARP on?

Ms. CRAMER. Yes, that is safe to say. We often have disagree-
ments with the providers, but the royalties do support AARP—our
education, our advocacy, our member engagement—not only in
Washington, D.C., but as you know, with the 53 State offices in the
Territories and the States.

Ms. CHRISTENSEN. And we thank you for the support that AARP
has given to the Virgin Islands.

Mr. Smith and Professor Vernon, this is on pricing, so I can un-
derstand this better. At the point at which generics come on the
market, has the brand-name producer generally recouped their cost
to research and develop those products, and if so, why then do the
costs continue to go up after that point, especially in excess of what
the inflation is?

I ask that because when we see the new technologies come on
the market, they are usually really expensive. And after a few
years their prices go down. But it is the opposite for pharma-
ceuticals. Can you explain that for me?

Mr. VERNON. Madam Congresswoman, first, I would say that re-
cent research undertaken by myself suggests that only two out of
every ten pharmaceutical products that reach the market generate
after-tax present value returns in excess of average R&D costs. I
would also say we have very intense generic competition at patent
expiration for very large, successful products.

The price of generics is driven very rapidly down to the marginal
manufacturing cost of pharmaceuticals. We have the most competi-
tive, lowest price, highest utilization rate of generics in the world,
very successful as a result largely of the Waxman-Hatch Act.

I would also say that there is some uncertainty whether pharma-
ceutical prices have indeed been rising as fast as has been pur-
ported in this hearing.

And also I would add one more point, and that is that the sug-
gestion that firms are raising prices in anticipation of health care
reform is not at all clear. Certainly, the most comparable recent
legislation to the current legislation was the Clinton Health Secu-
rity Act, where we saw firms pledging publicly—that got them in
trouble with the FTC—to restrain drug prices.

There are other factors like compressed product lifecycle cash
flows as a result of patent challenges, intensified generic competi-
tion, that could be driving what we are observing in the pricing of
pharmaceuticals, as well as the mix of biologics and pharma-
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ceuticals, a shift towards more-costly-to-develop biologics, which
have higher prices, versus fewer pharmaceuticals.

Ms. CHRISTENSEN. Well, it may be 12 years, we hope, but
wouldn’t you expect to get back what you have put into R&D and
begin to make a profit in that period of time? That is what we are
assuming.

I just wonder why the prices keep going up when a product has
been on the market for years; technology has the same kind of com-
petition, but their prices go down.

Mr. VERNON. Well, I think there are a lot of dynamic factors, and
certainly the market is very different now. As I said, we have much
more intensive generic competition; we have a higher rate of patent
challenges; we have lower productivity with respect to pharma-
ceuticals; and we are seeing more biologics on market, which have
a higher financial cost of capital and higher manufacturing costs.
1So we are seeing that mix shift between pharmaceuticals and bio-
ogics.

Ms. CHRISTENSEN. Let me try to get another question in to Ms.
Stoll and Dr. Schondelmeyer.

I will acknowledge that our health status in this country would
not be where it is were it not for the investment in research and
development that the pharmaceutical countries make, although it
would be a lot higher and better if all of us were able to participate
in access to those drugs.

Do you believe there has to be a tradeoff between research and
development and lowering the cost to consumers? Research and de-
velopment always is what comes up when you talk about lower
costs.

Mr. SCHONDELMEYER. I believe there is a tradeoff we are making
already, but we are not doing it very consciously. We are doing it
more implicitly rather than explicitly.

In America we may generate much of the R&D for the world that
finds new medicines, but we probably have a higher percentage of
our population as a developed country who don’t have access to
medications than any other developed country, and so that is why
our health status overall is down around 20th instead of at the top
of the list.

So we are making that tradeoff already and some people are pay-
ing the price. Others derive the benefit of the wonderful medicines
that are discovered.

Mr. PALLONE. We are going to have to stop, only because I can’t
allow the others.

All right.

Ms. CHRISTENSEN. Thank you.

Mr. PALLONE. Thank you.

The gentleman from Maryland, Mr. Sarbanes.

Mr. SARBANES. Thank you, Mr. Chairman, and I appreciate you
all coming back or staying while we came back.

Dr. Schondelmeyer, is the cost of R&D something that is ac-
counted for before the profit numbers or something that happens
with the profits?

Mr. SCHONDELMEYER. As I understand the way drug companies
keep their books and the profits they report to Wall Street, R&D
has already been costed out at that point.
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Mr. SARBANES. Right. So we are looking at profits of $51 million
in 2008 and a 19 percent return on revenue, and since 2005, $180
billion in profits. This is after the R&D. So that makes this kind
of R&D justification for where the pricing is less compelling to me,
if I am understanding sort of how the books are kept on that.

I have to say, Mr. Smith, I know you can’t comment on the mo-
tives, but I have no doubt that the pharmaceutical companies are
running up the price in anticipation of health reform, based on past
experience with them doing that. We see it also happening with the
health insurance industry. There is evidence that the premiums for
next year’s renewals have been sky high with the recent notices
that have gone out.

The disappointing thing with the—I guess it cuts both ways. I
am disappointed maybe that the health insurance industry didn’t
make a deal the way PhRMA did, but I am disappointed that
PhRMA, having made a deal, appears to be price gouging in antici-
pation of what is coming so they can establish a new baseline.

My question was, “the deal,” as it is referred to, I guess, was
about $80 billion. Is that represented by the 50 percent discount
that is expected to be offered to people in the doughnut hole, or
does that account for some other things as well?

Mr. SMITH. Congressman, as I mentioned earlier, I didn’t come
prepared today to testify about “the deal,” but at a broad level the
industry’s contribution towards the cost of health reform would in-
clude the 50 percent discounts in the coverage gap.

As you know, both bills—both House and what we see in the
Senate—include very substantial increases in the Medicaid rebate,
very substantial extensions of the Medicaid rebate across to much
broader a population than it applies to today, beyond the currently
uninsured population that would become eligible for Medicaid.

As you know, the Senate bill includes some other fees, and as
you know, both bills include provisions to create a pathway for fol-
low-on biologics. It also comes with a pretty sizable government
score.

Mr. SARBANES. I would hope the contribution that PhRMA is
willing to make would increase in relationship with the change in
the baseline on the drug pricing that is appearing to occur right
now. In other words, if at the time the deal was made, the pricing
was here, and that meant that a 50 percent contribution to the cost
in the doughnut hole at that pricing represented this amount of
money, then if the pricing is going up substantially, then the
amount needed to cover a 50 percent discount would also go up;
and beyond that, the amount needed to get you back to the antici-
pated discount for the consumer would even be more.

So I just hope that PhRMA is ready to stick with the deal it
made in terms of the effect or the benefit it would have on the con-
sumer in relationship to the increase in the baseline that seems to
be occurring as a result of, again, what I view as a kind of price
gouging scheme in these last few weeks and months.

With that, I will yield back.

Mr. PALLONE. Thank you.

Let me thank all of you for coming today. This is not an easy
issue. The way it works is, members can still submit written ques-
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tions through the clerk. I think the clerk is supposed to get back
to you within 10 days or so.

So we still may get additional written questions. I know that a
number of you said you were going to respond in writing to some
of the questions that were asked by the members as well. But, in
any event, we do appreciate you coming.

Dr. BURGESS. Mr. Chairman, can I ask unanimous consent—we
are up against the clock here at the end of the year, and to the ex-
tent possible, could we have these written responses within 5 days
so we would have an opportunity to evaluate those before we get
into this ping-pong match with the Senate with whatever they are
going to do at the end of the year?

Mr. PALLONE. The way the rules are, we usually have 10 days
for Members to submit the questions and then we send them to the
witnesses. I don’t think 5 days is enough time.

I would ask that you get back to us fairly quickly, but I don’t
want to put a date on it because I think it depends on how complex
they are. But please get back to us as quickly as you can, once you
get the questions.

Dr. BURGESS. Mr. Chairman, further inquiry: I think you would
acknowledge it is unlikely this health care bill is going to go to a
conference.

Mr. PALLONE. If it is passed by the Senate by the holiday, we
will probably go to conference in January. It all depends on when
the Senate passes it. But the intention is to go to conference. I
don’t know how we could avoid that, given there are probably going
to be major differences.

Dr. BURGESS. The way we would avoid it is, your Speaker would
say we simply have to accept what the Senate does, and we acqui-
esce to the Senate bill by the end of the year.

Mr. PALLONE. You know, Dr. Burgess, I can’t predict that. Every-
one is saying there will be a conference. I think it is likely that
there will be.

Dr. BURGESS. Well, I am depending upon you as my sub-
committee chairman to advocate that there be a conference and
that it be a real conference.

Mr. PALLONE. You do not have to worry about my advocating for
a conference. I will advocate for a conference, I assure you.

Dr. BURGESS. The same way you advocated for a subcommittee
markup.

I yield back.

Mr. PALLONE. I guess we are done. Without objection, this sub-
committee is adjourned.

[Whereupon, at 1:28 p.m., the subcommittee was adjourned.]

[Material submitted for inclusion in the record follows:]
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Statement of the
Honorable John D. Dingell
Subcommittee on Health
Hearing on “Prescription Drug Price Inflation: Are Prices Rising Too Fast?”

December 8, 2009

Mzr. Chairman.

Thank you for convc,nihg today’s hearing, which will allow us to assess the
impact rising health care costs, more specifically prescri}ition drug costs, is having

on American fanﬁlies, business, and the federal government.

Total spending on prescription drugs in the United States nearly doubled
between 2000 and 2007, rising from $120.6 billion to $227.5 billion. This increase
in spending can be attributed to a number of factorsmprescriptiion drugs have
become more expensive, rising 2.5 times the rate of annual inflation between 2000

and 2007; and people are using more of these drugs.

While we can debate the rate of prescription drug inflation, one thing has
been made abundantly clear—more and more Americans are losing access to
prescription drugs, putting their health in jeopardy and placing undue stress on the
health system. Tn this country, where we have access to the greatest medical
innovations, children are going without needed medication to address their chronic
conditions. Many Americans are being forced to decide whether to fill a
presdriptioh or put food on the table. This problem of the high costs of medication
is particularly difficult for our 45 million uninsured. Half of the uninsured have

reported not filling needed prescriptions because they cost too much.
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These situations are the unfortunate consequence of medical and

prescription drug costs that far outpace inflation and wages.

I‘ anticipate we will hear much about the need to invest in costly
pharmaceutical research & development (R&D) this morning. Ibelieve in the need
for, and the benefit of, pharmaceutical R&D. The innovative pursuits of
pharmaceutical companies over the past several decades have produced a wealth of
valuable new drug therapieé that have made it possible to freat major illnesses.
However, no business should be allowed to drive up prices to the detriment of the

American people. 1believe innovation and access to therapies can co-exist. And

for the benefit of the American people, they must exist.

I am convinced American consumers appreciate R&D, and understand the
need to invest in it. The government also understands this, as we invest heavily in
critical research at NIH, Industry must also share some responsibility, by ensuring
Americans consumers are charged reasonably and appropriately for their ‘

medications.

I am the lead author of H.R. 3962, comprehensive health care reform
legislation that passed the House last month. In drafting the legislation, we were
keenly aware of the problems American face when it comes to access to
prescription drugs. I am proud that this bill will prevent Americans from having to
make those unconscionable decisions I mentioned earlier — the decisions 1o forgo
needed prescriptions in order to make sure other necessities are met. Specifically,

H.R. 3962 will:
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« Provide quality, affordable health care coverage — including meaningful
prescription drug coverage — to 36 million Americans currently without any

insurance at all, and the millions of underinsured Americans.

» - Immediately reduce the Medicare Part D gap in coverage—known as the “donut
hole”--by $500; and eliminates the donut hole entirely by 2019. FLR. 3962 will
also provide seniors with an immediate discount of 50% on brand name drugs in

the donut hole.

s Authorize the HHS Secretary to negotiate on behalf of seniors for lower drug
prices in the Part D program. This would allow the Secretary to obtain larger
disconts and rebates on drugs used by seniors — passing on the savings to Part

D enrollees and to taxpayers. We know that negotiating on prescription drug
prices works to lower costs, as our government already does it through the

Veterans Administration.
Today’s hearing provides more evidence for the need for swift enactment
of health care reform legislation. Americans should not be forced to wait any
longer for the necessary relief comprehensive reform will provide.

Tlook forward to the testimony of our witnesses on this very timely topic.

Thank you, Mr. Chairman.
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U.S. Representative Kathy Castor
Committee on Energy and Commerce — Subcommittee on Health
Hearing on Prescription Drag Price Inflation: Are Prices Rising too Fast?
December 8, 2009

Thank you Mr. Chairman for convening today’s hearing on
the critical issue of rising drug costs.

What families and seniors are telling me is that high
prescription drug costs are outrageous. They are angry that
the pharmaceutical industry appears to be gouging them and
banking astronomical profits.

Seniors who are on a fixed income with only a small amount
of money left after paying basic living expenses often are
unable to manage copays or are concerned that their Part D
premiums will rise to an unaffordable amount. Fortunately,
we on course to enact important reforms in health care effort
that will ensure that prescription drugs are affordable for
seniors.

I am encouraged by the provisions in the House passed
Affordable Health Care for America Act that will address
prescription drug costs for Americans. I am especially
pleased that we included an amendment that I worked on
with several members of this Subcommittee to authorize the
Secretary of HHS to negotiate on behalf of seniors for lower
drug prices under Medicare Part D.

This is not a problem limited to seniors on Medicare
however. One constituent recently shared her story with me:
She is 62 years old, and does not yet qualify for Medicare so
she pays for an individual policy which has a $900 per month
premium. After that, prescriptions are luxury items.



133

While families have watched and struggled with the large
increases in the cost of prescriptions over the past few years,
the pharmaceutical industry has earned over $180 billion in
profits alone.

What’s wrong with this picture? PhRMA has offered $80
billion to help to pay for our health reform package — I think
they can do more.

According to the report that we will review today, brand
name drug prices have increased by 9.3% - completely
counter to the indexes of the broader economy.

I look forward to hearing the testimony of our witnesses
today for an explanation of what has caused this
unconscionable spike in brand name drug prices. It appears
that these increases are in anticipation of the new fairer drug
prices for Americans expected after the completion of health
care reform.

Mr. Chairman, I hope that today we can get to the bottom of
this unconscionable spike in costs, and seek a solution so that
our neighbors do not continue to suffer from astronomical
prices that limit access to quality treatment.
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As we look at how upcoming regulatory legislation has
caused credit cards, banks and others to get that extra
pdund of flesh from the consumer before the axe falls - thank
you Chairman Pallone and Ranking Member Deal for holding

this hearing.

As a physician | am well aware of the key importance of the
pharmaceutical companies to the advances we have made
and will continue to make in our health. Overall Americans
are living longer better quality of lives because of the

products these companies have created.
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Unfortunately that is not true for all - not in people of color.
Although Medicare Part D has made a substantial
improvement- we, the elderly, disabled, and the poor
continue to not be able to afford the medications we need to

keep us healthy.

| know that medication costs are not the only cause of
increasing healthcare spending. | am also not agaihst proﬁts
and most definitely support the research and development
which has resuited in better lives for all of us. But | do not
discount the AARP report either as it tells the true story of
people across this country who cannot afford to take all of

their medications, every day as prescribed.

Although | ém in full support of the need for research and
development we are in a health care crisis and there has to
be a realignment between profits and costs to consumers.
Lack of access to medication denies the right to health care |

to too many people in this country today!
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The new biologics are important developments that are
saving lives and | appreciate that hundreds of millions of
dollars have to be spent o develop drugs like Avastin which
treats breast, lung, and colon cancer-many would not be

alive without it.

But if we truly want to reduce health care spending the focus
has to be on investing much, much more in preventidn. The
incidence of all 3 cancers can be greatly reduced and then
less individuals would have to spend the $100,000 per year

to treat these disease in advanced stages.

| would like to thank the witnesses and look forward to their

testimonies.
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STATEMENT OF THE HONORABLE JOE BARTON
RANKING MEMBER, COMMITTEE ON ENERGY & COMMERCE

SUBCOMMITTEE ON HEALTH HEARING
“Prescription Drug Price Inflation: Are Prices Rising Too Fast?”
DECEMBER 8, 2009

Thank you, Mr. Chairman.

I’'m wondering if we have our priorities out of order today.
From what I understand, Chairman Waxman sent a letter to the
Government Accountability Office (GAO) on November 17, 2009,
asking it to investigate the allegations that are the subject of this
hearing. So I'd like to ask why we’re having this hearing now
instead of waiting for GAO to respond?

Now, as to the substance of the hearing, [ want to wélcome
Professor Vernon from North Carolina. I look forward to hearing
what he has to say about price controls and their impact on
innovation and development of new therapies. I also look forward
to hearing from Professor Schondelmeyer of the University of
Minnesota, Bonnie Cramer from Families USA, Kathleen Stoll

from Families USA and Rick Smith from PhRMA.
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Drug pricing is an issue that has an impact on everyone. I
think with Medicare Part D, we helped seniors get better access to
prescription drugs and kept down drug costs without disrupting the

flow of investment into critical research and development.

Research and development is the driving force behind
innovative health-enhancing and life-saving drugs. Unfortunately,
the price controls written by the Majority into H.R. 3962 will slow

the pace of developing new drugs.

One only has to look at Europe to see the havoc of
government price controls. Europe once led the United States in
spending on R&D. Now America leads because the Europeans
have tripped themselves up with the good politics and bad
economics of government price controls. Because investment
dried up and research jobs vanished, fewer drugs have been

developed and approved in Europe. We can follow them over the
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cliff if we institute the government price controls as the Majority
wants us to do in H.R. 3962. 1 think we can do much better,
however. Instead of repeating the mistakes of otheré, we should be
asking how we can ensure other countries pay their fair share of

research and development costs.

Also at stake is the question of who géts the drugs that are
available. H.R. 3962 creates a new bureaucracy to conduct
comparative effectiveness research. We’ve discussed this problem
before, but nonetheless, here’s another bill under which the
government could use comparative effectiveness research to tell a
patient that he cannot have the drug that might save his life. In the
most extreme possibility, some people may be too old to warrant
the expense. Please don’t say that no civilized society will ever
use cold-hearted accounting rooted in comparative effectiveness
1‘esearch to deny treatment, because it has already happened

repeatedly in England.
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Congressman Rogers offered an amendment during our
Committee markup that would prevent the federal government
from denying access to life-saving drugs, therapies, and treatments
based on government comparative effectiveness research. |
Unfortunately, after accepting Mr. Rogers’ amendment during our
Committee markup, the Majority decided to gut the amendment in
H.R. 3962, the health reform bill that passed the House floor. If
H.R. 3962 gets enacted into law, which I hope it doesn’t,
Americans could be denied access to life-saving drugs because of
cost. This is wrong, and I hope we can work in a bipartisan

manner to prevent this happening.

Thank you Mr. Chairman. I yield back. |
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URddr penaks of pamury, 1 0TS Uint | HAWE EXSIMEG This retoh, ICTN BLeOmPaTFing BoRGUS AT METBIErts, and (6 TN DESL b7 Iy Knovieage
and bohef, § winve, colvac, and camplete Dedarabon o%’yteyau: (orher thun affxer) s based on 8l mismaehon of wiich praparer has iy knowledge
Pleass encons { 2o0n-07-01.
Sign Sgnaitire of oitear i Pate
Here .
Robert B Hegans ir CFQ
Type or prt Rame and tife
Preparer's bute c,,r.k P Proparars PTIN {Bew Gen Inst )
[ agniture i
Paid eyt ¥ [
Praparer's|
Use Fum’s name (nryoms
f sif-etaployed p )
Only address, a0d TP + 4
Fhaneno ¥

Mey the IRS digcuss this return wash the preparsr shown above? {See snstructions}

. T Yes [ No
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m. 1 _Statement of Program Service Accomplishments {See the nstruchons. )

Briefly deserbe the erganzatiol's mssion
& addonal Dot Toble

Fage 2

B the ol d ke any significant program services dunng the year which were not hited on
the prior Form 990 oF 98T-EZ7 « « « « v x « v x v 4 x4 4w x x e e s [~ Yes ¥ do

1f*Yes,” doscrbe these new services on Schadula O
Did the organization cease conduching or make significant changes in how 1t conducts any program
BBIVICEST 4 4 4« v s s e a x4 x e st a e« s a e i e ox s s 2 [ Yes FHe
1f*Yes,“ dascribe thesa changas on Schedufe O
Descrnbe tha exempt purpose schiavemants for each of the organization’s thrae farpest program gervicas by expanses

Section 501{c}(3) and {4} organizations and 4947 {a}{1] trusts sre required to report the amount of grents end alfocationt ta
uthars, the total expenses, and revenue, if any, for each program servics reported

a {Ccde } {Exponses § 226,015,431 mchudmng grands of § 105,000 } (Reyenue § . 127}
Membership Service helps AARP. shape its relationship wWith members by managing the content und qually of member mtarachons with AARP 15 ensure that AARP =
providing a postive expanance and excelient customar sarvice to Membars thotgh avonts and exhibits; mal, telephone; web, and othar mteractive membes tolich
pomis AARP provides an mteracnve web site and 8 toll-frow tafl center numiber, Bokivof which supply membess with information on members benefits, sarvices,

and progry Service summanzes AARE's posIioN on waNites felated to the ogamiznbon’s stralogic phontios, as well as tha achivitiss
that support fts Stratege plan 1n 2008, AARP crasted AARP Giobaf Network UL to cooperate with organzations fepraseiing people 50+ in other countnes ty
promote and dslver socai change through Jomt tntematonal rommitment 1o assie that people 504+ are better able Yo ve Nilfding hves with digoty ari putpose

b {Code 3 (Expentas $ 183,053,355  including prams of § 45,000 } {Revenue § ! 3

AARF's 40 midhon members receree “AARP The Magamng,” wheh i published every other manth {Iamonthiv) b tret versions, aach of which tamgals 2. specdfc age
droup members 50-39, membars 60<89, and. mambers YO and over. *AMRP Thi Maganme® ncludas the key srend of mlt)\, personal inance, work/éfe ransitons,
and parsonst Al war 30 meeyof "AARP Bullebn,* & monthly { ar that
fe[xmson siich issiet B, Socel Secinity; Medieans, and t relatud to work, rtueirent, pensong, bonidits, heaxh, and quakw of ife “AARP-Segurda Juventud”
1 8 guaterly, bilingual publcation Tor Hispanic members of NARF This pliblicatian inclides profilas of leadmg Hispanic peisonities, artkles on now trends in the
Hrspanic comemgaity, ikt sdvice for protectmg health, manaying maney, and enjoying kusume tme Al ar now avamble ol ARP's.
‘website VW 3atp o]

& {Code 3} {Expenses § 319,095,440 inchdmg grams of 3 D)(Rmnues H

The Membarshp Development group & dedkated to ensuning thit the mombir expeneiee s vialuabia, members are satishied, 2 rolevant poRfalio of benefis s
avatlabie, and strategms for retention and growsh ase developed and propeily. camed cut- Mambarship. Development plans bnd exacites strategtes o attact,
acqure, and fetomn memters 1t focuses on- both mambershy 86 3 wiioke Bixl on specfic segments within the membershyy Key segtants. imCude multciiiural
sogiments, boomars, AARF's pnmary age segments (50-59, 60-69, 70 ard ovar), new memmbers, reted educators, and members reswling cuiskle of tha Umited

States.
i
{Code } {Expenses $ 283,579,512 incudmy gmms of § 28,488,353 ) (Revenue § 14,229,493 )
o Qther program servicas {Describe in Schedula 0 )
{Expenses § meciuding grants of § ) (Ravanue $ }
i Total program service expensss $ 806,743,7;18 Must equal Part IX, Line 25, column £8).

Form 990 {2008)
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Page 3
CERLE Checklist of Required Schedules,
Yes No
Is the orgamzation described 1n section 501{e}(3) ar4947{a){1) {other then a pnvate foundation)? If "Yes,” No
complete SchedUld8 A « « « 0 W o 0 e w0 e e a a b
is the arganization required to complata Schedule B, Schedufa of Contributors? |, .. 00 2 | Yes
Did the organzation engage i direct or indirect pokhical campaign activities an behalf of or 1n opposition to Yes
condidates for public office? If “Yes,"complete Schedule €, Rart 1% v w . . . . . . . . 3
Section 501{c){3} org ! Did the org tion engage 1n fobbying activities? If “Yes,” complete Schedule ¢, P
L L S
Section 501 {c}{4}, 501{c}5}, and 501{c}{6} orgenizations I the organization subject to the section 6033(2) Wo
hotice and reporting requirament and proxy tex? If "Yes," compiete Schadule €, Part I1F . s
Dtd the organation mamtain any donor advised funds or any eccounts whare donors have the ngm ta provids
advice on the distrbution or nvasiment of amounts in such funds or accounts? If “Yag, complete No
Schedule D, Part I L T T Y [
Did tha urganltatmn recaive ar hold a conservation aasement, including easemants ta praserve opun space, N
the environmant, historie Jand areas or istenc structures? If "Yes,” complets Schedute D, Port i1 , . 7 -Ne
O1id the organwzation musntain collections of works of art, histoticai treesures, or ather simiar assels? [f "Yes,® M
complota Schedule D, Part IIL B . & . . . 4 u v e e e e 8 °
Did the arganrzatton report an amount m Pert X, hing 21, sarve as a custodian for amounts not hsted 1n Part X, or
provide credif counseling, debt manuonmant credit repair, or dabt ncgonntlen services? If "res,” No
complete Schedule D, Part I kJ
Drd the organizatian hold assats In term, por| Or quEdi~a ? If “Yes," Schetiule D, Part V&l 10 No
Did the organization rgport on amoust in Part X, lines 10, 12,13, 15, or 257 If "Yes, “compiete Schedule D, . Yes
Parts VI, VI, VEIT, IX, or X as 8pphiceBlE «  + + &+« « o o a4 4 e e 4 e a 1
Did the ergamzation recetve bn audited financral statement for the yaar for which it 16 completing this return Yes
that was prepared th accardence with GAAP? IF “Yas,” complete Schedule D, Parts X1, XI1, and XYIT . 12
is tha or & school as d in section 170{bY1 XA J1)? If "Yer, * compiete Schedvie 13 No
. g
Did the orgamization mamnta &n office, employees, or agents cutsideoftha US? o . .- . 4 « o+ . | 14& No
Did the orgaruzation have aggragate revenues or expanses of mere than $10,000 from grartmaking, fundrmising, No
business, snd progrem service activities outside the U S 7 IF "Yes,“conplete Schedule F, Part I , b
D1d the organization report on Part IX, column {A), lina 3, more than $5,000 of grants or assystance to any No
organization or gntity tocated outside the United Stntes" IF "Yes, " comglete Schedule F, Part 11 15
D:d the organixation report on Part 1X, cotumn (A}, line 3, mora than $ 5,000 of aggregate grents or assistance No
to sndwiduais lacated outside the United Statas? ff “Yas, " complets Schedule F, Part IYI . . 5 .
D+d the prganization report more than 15,000 on Part IX, column {A}, line 11a? IFf "Yes,” complete Schedule G, 37 | Yes
Fart 1
O the orgenization raport more than $15,000 tetal on Part VITL, hines 1¢ and Ba? [ "Yes,” complete Schedula G, N
e 18 b
D1 the arganization report mors than $15,000 on Part VIL1, line 8a? [F "Yas,” complate Schadule G, Part I!I’E 19 No
Did the organization operate ane or mora by {57 [F “Yes,* dute i« o, . 20 No
D1d the orgamzation report more thad $5,000 on PRIt IX, column {A), line 17 If *Yes, *complate Schedule I, Parts T 21 | Yes
and I7
Did the orgonetion report more than $5,000 on Part IX, column (A}, ine 27 IF "Yes, “compiste Schedule J, Parts { 22 Ho
and 111 A .
D+d the orgamizakion answer *Yes* to Part V11, Section A, questions 3, 4, or 57 7f "Yas, " complete Sch%uh- Yes
. v . . . . - . v . - . " . £y * . “ = . * . . . . 3
Did the orgamzetion hava‘u tan-axampt bond s5ug with an dutstanding pnncipal amoeunt of mare than $100,000
as of the last day of the year, that was ssued after Decambear 31, 20027 If “Yas, “ answer gues tions 24b-24d and N
complate Schedyle K. If "No,"goto Guestion 25 = + « « x + « o« 4 4 v 4w .« s 24a °
Did the organization inves: any procesds of tax-exempt bands bayond n temporary period exception? . . . 2a%
Did tha orgenizatron maintatp an escrow aceount other than » refunding ascrow at any tima dunnq the year
to defeass any tax-8xempt BOMAS? « « « ¢+ v o . 4 e w4 0w s s T
D1d the orgamization act as an “on behaif of |ssuer for bonds outstanding at apy time dunng the year? . ., . 24d
Section B01{c)}{3} and FQ1{c}{4} Did the mzation engage in an excess banefit transaction with :
8 disqualifind person during the yens? [f "Yes,” complele Schedute L, Partl , . . . . . . . 253 No
D:d the organation become aware that it hud engaged in 2n excess honefit Iransaction with & dtsquahimd parson
from a prior year? If “Yes,"complete Schedule f, Part ] « . . . . . o+« . W 4 4 . 250 No
Was z loan toorby a current or former afficer, director, trustes, key employes, highly :ompensetad employee, or
disqualifiad parson outstanding as of the end of the organization's tex year? If "Yes, ° completa Schedule L, 26 No
Partll « « .« .« . . . L T S T i
D1d the orgamzabien provide a grant orn(hnr essistance to an officer, diractor, trustee, key employae, ot .
substantiai contrbutor, of to B pareoo related to such an individusl? If “Yes,* complets Schedute L, Part I11 27 No

Form 990 (2008}



144

(8007} 066 Wiod

Tt IAMEg
oN 28 o pnpeyss apaidwos 594, 4T csvusodind xey dwodu jeiepay o) dujsisuited @ se vwW@mb si Jey} pue naneziugbio
paje{al B jou S13ey) Amue ue ybnouyl sviliaIse S 4o UBIRd § UEYY BICUE IINPUOD UOIIRIUEDIO BYY PIG L€
oE srx s e s v ZBUEIA MRD Y BINpaYDS adues SBa, JT cunizeziueBao
peajeial BIqeINeyd-uou JHUWIBX UR 0} S1ojsUR)) Aue axew uoneziuefio sy ptg suonezwebso (£}(3)105 9F
sox P B . N PR « s o ox x = » « v . e e s v 7 ouy A Hed 2 SNpRYIS
ageydwos , 's9, 41 «(ETHA)ZT 5 venzes 3o Butuesut ayy uiyam AJaue peljoljucs g ueneziveliio pajeias Aue 57 ¢
a @ - - - » - - - * [ - » . » - * - - - » - - » * N N:: \> _nucm
s34 PP . . _
‘AI’IIT 'T1 Sped o ainpayas apjdwod 'sa/, J1 (A30ue aygexes o Jdwaxe -xe) Aue O} peigjal vosjeziuedio syl seN, g
se; | €F & o s r e s FuRd M SIAPRNDS BIBIIWI0S " S04, 41 tE-T0LL TOE PUR Z-T0LL TOE MONISS
suonEnGay Japun UOHRZINEGIO Py WoJj 8leirdes se pepiefaasip AJNUD U JO 9400 T UMO Uolezuebio ayl piq  £F
oN TE . L # 0 (=
opydies ,'Sa, §] L SYOSSE JBU SY Jo 94, 7 URYY AI0W J3jsuRl) Jo o ssodsip ‘efueyoxe ‘a5 voneZitebio sl PIQ  ZE
on ~ 1 Te O T T L T T S T R R 7Y
‘N @IpaYos a1edwon ,’So4, JT cSuORIRd0 25RA3 PUR BAJOSSIDP JO ‘ajRuNLIB) ‘BIepinbi| uoneziueBio By PIg  TE
ol ot = e e e e e e s s = ARBYSS QIRKAUDD U504, J] ( SUOHINGLIUCD UOIJRAIBSIC)
poayyenb 1o ‘538SSE 1S J3YI0 JO PSIUNSREIS [EOUO}SIY "B JO SUONNGLINGD satadel uonezuebic sy pi1g  0f
o .m.N ' W BINPYRS SICWeD, *SBA, 4T (SUCIINGLIIUDD YSEO-U0U U GOOS TS LBy} ol eatdla) soljezInebIC BYY PIG 6T
on 287 * AT Hed T onpayss eyejduses /594, JT cumiieziuebio ayy yIm sseusng Burop (uoirIodiod jeuoissayond
2 Jo 13pipyBIRYS B 10) AJIUS UR 0 IBqUIBWE Jo ‘I3uped ‘ssdojdiue As) ‘asysni ‘10109Mp UaDLY0 LE S@ PAIBS D
oN g8z oAy e e e e e e e e e s e AT R T RpRYRS apiduiod
L5394, J1 euonIEZIUEBIO Y3 L3 dilSucIIR|al SSBUISNG JIBIPUT IO JIRIID B PRY OYM Jequuswl Afiiey & BARH 4
oN egz ) B T T T T TR Y |
Heq 7 snpetyos ajapduwios ‘584, I (¥ USRO8S ITA HEg vt pysY (s)uoslied Jsyje yim Aj2A13a8)j00
10 AjjENpiAIpU) K}3UA JOUIOUE Ul %G E URY3 oW jo diysiaumo yBnolyy digsuotie)al SSBLISAG J28HPUI UR SO
*{soAoiduwle 40 'BBISNIY 1107I8IIP 1120 UE SB LB Jo430) unneziuebio 2yl Yyim diysuor]efal s5eUISNG 10BKP B BARY. R
saAojdiia A3y fo *20935NU) F103234D IBIYO J8LLIGH JO JUBLND B St oy uosiad Aue pip Uead xB) ey} Buung 82
oN sL

(penuguoD) saIRPoYRS paanbey 30 3s1bPoud  INETE]
(8002) 066 W04

p vbed



145

rm 990 {2008)

o

n

o

4

&

o L

a 0T &

L3

-

T @

o u

o 8

11

o

L3

Page 5
mﬂtemenm Regarding Other IRS Filings and Tax Compliance
Yes Na
Enter the number reported 1n Box 3 of Form 1096, Annuat Summary and Transmttel
of U.5, tnformation Returns, Enter -G- if not appheable ., .
la 1,479
Enter the number of Forms W-2G mciuded in fine 1a Enter -0« if not applicable 1 N
01 the drganszation comply with backup withholding rutes for reportabie paymants to yendors and repartable
geming {gambling) WInnings ta Priza WIDRETE? . .« . s .+ e o« s s o« . e s+ 4 s+ s a i M § Yas
Enter the numbsr of emiployaes reported an Form W3, Transnuttal of Wage and Tax
Statements filed For the celendar year ending with or within the yaar covered by this
T 2330
Ifat lemst one 15 reportad in 28, did the organization hie el required faderal employment tax raturns? . .
Rotatlf the sum of lines 1a snd 2815 groster than 250, you may be requirad to e-fife this return, . 2b | Yes
Did the srganizstian heva unralated business gross tncoma 0f$1,000 or mara during the year coverad by this
FEIUENT » 4 . . 4 v 4w e x4 e v e s aa e e e a4 wow w4 | 3a | Ve
£ Yer,” has & filed 8 Form 990-T for this year? IF *No,” provide on axplenatron m Scheduled + .+« + 3b | Yes
At any time during the calendar year, did the organizetion have an intarest tn, or a signature or okher autherity
over, » finantial account tn & foraign country {such as a benk sceount, sacurtias account, or other financial
BECOUNEY? o ¢« & 4 4w e x a a o« e s e s x4 e e s | Yes
16*Yes,” anter tha nama of the foraign country HK 38 NO SN SW, A5, 52
Sae the instructions for exceptions apd fifing requirements for Form TD F 8U-22.1, Report of Rorergn Bank and
Bnancist Accounts,
Was the or ticn a party to & d tox shelter & action gt apy time duning the tax yesr? ., . L] No
Did any taxable perty notify the orgsmzation that it was or s & party to a profhibited tax shelter transachian? 5b Ho
1f*Yes,” to 5a or 5b, did the orgamization fita Form BEBS-T, Disclasure by T ot Entity Regarding
Tax Shelter Transaction® + .« . + + « & « o« « [ 5¢
D¢ the prgurizaian solicit any sontnbutions thet ware not tax dadu:t&hle? A oa s e e s 6a | Yes
1f *Yes,” dud the organization include with every saficitatian an express statement thet suth contributtons or ulﬂs
were not tax deductibla® . . . . o v 4 v ke ke e e b s v e e e b | Yes
Orgmyzations that may receive deductible contributions undar secton 170(c),
Dt the organization provide goods or sarvices it exchange for any quid pro quo cantribution of $75 or T No
mara? . . . .
1f*Yes,” did the organizatson notify the donor of the value ofthe goods or services provided? . . .+ &+ 7b
Cid the erganization sali, axchsnge, of otherwise disposa of tangibla personat proparty for which R was required to
Ble FOrMB2B2? » «+ &« » 4 4 x4 e e e e e e s e e e e a7 Na
16*Yes,” mdicate the number of Farms 8282 filed during the yeer . . . ‘ 7d {
Did the organization, during the year, receiva any funds, directly or indirectly, to pay premiums an 5 personal
hnneﬁtcontract’.......‘....A...........-70 No
D1d the arganzation, during the yazar, pay premiums, directly or indirectly, on a personal benefit contract? . . 7f No
Forail tons of g d intellectual proparty, did tha orgsmzation file Form B889 as required® , . Ty No
For contributions of cars, boats, airplanes, and other vehicies, did the orgonization file a Farm 1098-C &8
requlrud?,.A...'..'A........“,...‘.ﬂl Weo
Suctron 501{c)(3) snd other sponsonmg orpanizations mamisining doncr adyised funds and section 509(e}(3)}
supporting organirations, Did tha supporting v, ar a fund d by & sponscring orgamization, have
excayss business holdigs at any fima during the 8
Year? . . . . s 0 e ks e e aa e
Sectron 501{c){3) and other sp ng dwur advised funds., .
Did the srgenization meke any taxabie d«smbununs underagetton4968% ., . . ., 4 s s Ba
[hd the orgamzation meke a distribution to & donor, dondr advisor, or releted person? . . . . - Sk
Sectron 501{c){7} organizations. E nter .
Inttsation fees and capital contnbutions icluded on Paet VIIE hne 22 .+ 10a
Gross recespte, meiuded on Form 990, Part VIIT, Iine 12, far public use of club m
faciiitios .
Saction 501{c)}{12} ergamzations Enter
Gross income from membars or shareholders , . . v o . . .
iin
Gross incoma from other sources (Do not pet smounts due or paid to other sourcss
sgainst emounts due or raceivad fromthem) + < . v ..« . 4 . 1ih
Section 4547(a)(1) pt chartable trusts. s the filtng Form 890 in jreu of Form 1041? ., . .jl2a
1f*Yas,” enter the amount of tax-exampt interest receved or aceruad dunng the
yanr 116

Form 990 (2008}
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Gover « (Sections A, B, and ¢ request mformation
about gglldas fet. regulred bz the Internat Revenue Lode.)
Section A. Governing Body and Management
Yes No
for each "Yes " respanse to fimes -7 befow, and for 3 “No® rasponse to hnes B or ©b below, descrbe the mrzumstmces,
processes, or changes in Schedule O. See rastroctions.
+ Enterthe number of voting mambars of the governing bedy . 1a 23
b Enter the numbes of voting mambers that are independent . 23
Did ony affiear, director, trustes, or key employee heve a fzm«ly hip ora b anship with any
other officer, dwegior, trustee, or kay employee? , . . T T 2 No
D1d tha organization delsgate control oyer menagement dulies :uszamunsy perfarmed by or under tha direct
superviston of officars, diractots or tristees, or key amploy toa or cther parson? 3 No
Did tha make any signthcant changeas to 1ts orgamizetisnal documents stnca the prier Form 990 was
fited? . . 4 No
O+ the organizatron become aware during the year of a material divarsion of the srgenization’s assets? ..« 5 No
Doaa the organization have membsrs or stockhoiders® . .« « < « « v+ .+ 4 s v ok ok Yes
1 Dves tha organzation have members, stockholdars, or other persons who mpy elect 6ne or more membars of the
govermmg body? . . L . . .« 4 v e s e v A e e s x e e 7a No
b Are any decisions of the governing body subject to approval by mombuers, stockholders, or vthér parsons? - . ' 78 No
D1d the organization contemporanecusty documant the meatings hald or written actons undertakan during the
yaar by the following
a thegovermngbody? . . . . . PN T Ba | Yes
b =ach committee with authotity ta act on behaif of the gavernimgbedy? . ., « . . . .+ » + . .+ .| & | Yes
5 Does the organization have focal chaptars, branchas, or affiliates? . + .+ + » v « + 2« o+ Sa | Yes
b 1f'Yes,” does the argamzation heve written policies and procedures governing tha activitias of such chapters,
affihates, and branches to ensurs thair operetions ara consistant with thosa of the organszation? . . . . Sb | Yas
D Was 8 copy of the Form 990 provided to the organization’s goverming bedy before it was hied? All crgamzations
must describe M Schadule O the process, if any, the arganization uses to review the Form %80 . . . .+ 10 | Yes
1 1= there any officer, diractor or trustes, or key empioyee iisted in Part VII, Section A, who cannot ke reached at
tha organzation’s meibing addrass? If "Yes,” provide the namas and addresses in Schedwle 0 .« v « 11 No
Section B. Policies
Yes Na
2a Does the orpanizabion have & written conflict of interest pohcy? If "Wo”, goto e 13 . . I} Yes
b Are officers, directors of trustees, epd Key employees raquirad to disclose annusily (ntereste that eould give nse
POEORMICtS? &« « o« v e v e e s e w e e v a ek s e e s . 13B Yes
€ Duoes the orgamization regulasly and consistently menitor and enforee compliance with the policy® 1f*Yas,"
dascribe in Schedule O howthisszdone .« « v« v« v v e v s 0 e w s e g e | R Yes
3 Does the organization heve a wnitten whistleblower peliey? . . . . W oe e x e % v s o | 13| Yas
4 Doas thu organizabion have 8 written document retention and destruction pah:y’ Ao vt v« w e 18} Yes
5  Did the process for g ation of the fotl Mrsnns nciude & raview and approval by
persons, comp: y dats, and it ubat o the del tion and daciston
a The organization’s CEQ, Exacutive Director, or top mannuem‘ent official® . . » v . x .+ x o« « « |15a} Yes
b Qtharofficars or key empioyees of the arganzation® .+« . . v « . 4+ + o« o+ & o« o« v 180 Mo
Dascribe the process in Scherdule O :
6 Did the orgamizatson invest in, contribute as34ts to, of parlicipate ma )umt vanture of similar arrahgemant with a
taxable entty dusegtheyear? .+ . . . . o . . . Lo v e e e e e 18a No
b If“Yes,” has the crgumzation adopted m writtean policy or procedure requiring the orpanization to eveiuste its
participayan in Joint venture arrangements ynder spphiceble Federel tax law, and taken slaps to safeguard the
organization’s exempt status with respect ta such arrangements® s e e e e e e 16b

Saction C, Disclosure

7 List the States with which 2 copy of this Farm §90 is required te be hled CA

8 Section 6104 raquires an orpanizetian ko maka ks Form 1023 {or 1024 ifapphcabie), 990, and BRO-T (501{c}
{3} only}avaable for public inspection Yndicate how you make thess available Chack ali thet apply
[T ownwebstte [¥ another's webiste ¥ upon reguest

8 Desenbe i Schadule O whether (and if s, how), the organtzation makes its govarning dozuments, canfisct of
nterest goltcy, and financial statements avadable to tha pubhic Sae Additionat Data Table

& Sieta the name, physical address, and telephone number of the person who possasases the bobks and records af tha arganization

AARFP

501 E Streat NW
Washington, DC 20049
{2p2)434-32270

Form 990 {2008}
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Page 7

Part VII Compqn:nﬂon of Ofﬁears, D#rutorsm ., Key Employees, Highest Comp ted
ployeas, and t Contractors

Section A Dfficers, Directors, Trostees, Kay Employees, and'lslluhen Compensated Employees

1 Compiets this tably for i persona raquarad to be liited Use Sthadule 12 vl-ddmnm) spaze 1s hesdad
*® List sl of the organzation’s corrent officers, directors, trustess {wiether il Y ond kay emp by g

of smount 4f compensation, snd curront key employers Entar -0 in éolumns {D), (8}, and (€)1 po compansation was pms

* List tha orgemzation’s hwa carrent highgst compansated employeag {other then an officsr, direstor, trustoe or kay employec;

whe received reportabla compansation (Box S of Form W-2 andfor Dux 7 of Forrn 1099-M18C) of more than $100,000 fron the
srganation and any related erpanizations

* Lt al aflh- organtzation's Tormer officers, key employees, oF Mghest compensated empivyess whe recetved more than £100,000
of from the and any related argenizabions

* List alf of the organezahon’s former directoro or trustess that regened, in the capacity a8 8 formet director or trustee of the
argantzation, more than $1 8,000 of rapertabie from the and wny relgted arganizations

Lest peesons (m the foflowing order individusl trustees or directors, Institutivnal trustaes, officers, Koy employees, higlest
compensated empioyues, and former such persons

Shack this box (f the srgamzation did not compenssta any piicer, diractor drustee or key smplovpe

- {<)
Pasiion {chack ait
that mppiy}

(R
131
Rportabie Extimatad

Tampensation
from ralstnd
otgRBIZaLTRE

8} X
Average &
haors %
Pel b
waak &

o

Repoiinbie
compensation
fenwm the
crgnnizatinn {W-
2/1099MISC)

iR
H

{A)
Name and Title ottt the

BREO

Ee ) {e:,;‘

RN

MISC) . reiated

weyR | jongs

ey EUCAMNSI]

}wasdm?;

amwunt of ather
compansation

{W- 272099~ srosomation snd

Bryangatians

Jennay Chin Honsen . 0 N 20,2941

W Lee Humgond . AN

Siobart Romasoe. DU

Bonpwe MLiamer . : 10,047

John F Zasiengo R 652]

¥ast Aggarwal [ a3

Gauf & A

o3
i1
£
2

Hukin Bamott

o
K
E

Lors L Chastiom

o
31
s
2

Joanne Disch D52,

Abeh Doumna 279

izobardo Estinda

SEREQ SRR,
Adamas Portiss it

Wil J Hall

Jognne Ho

Hubex # Humpomey 11

Ruchand Jotvison

ol Lo

Hans Mayor

Hasony Heddubon

T Bava Hizison

E0e.D Otson S

lzlelelz ss_%lsjgs

i
3
=
i
]
b
-

%
§

H
3
g
H
i
B

i
i

165.773

63,3@2

47,608
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m 990 {2008) Page B
(ih2s! Continued
(€}
Position {cheek all
that sppiy} . ® {F}
3 (0} Estimsted
{B} gz lls ‘i Réportebla
= Raportable . amount of other
(A} Averaga o g g § g% campensation fompansation compensation
hours from related
Wame and Title o 1% 2igle Ba id from the organmations from ths
wpuk § = % g 5 | ergenzation {W- (“7_ 274099- organizstion and
SHEE g | 2/1099MISC) WiSC) refated
&g E g R organizations
WL
b Tokal . . 4 . o o a s e e e e e e e » 8,623,777} 165,775 924,536]
Totai number of Individuais (including thase in 1@} who recetyad mora than $100,000 inreportable
P from the =18
N Yes No
Did the organization iist any Former officer, diractor ar trustee, key ampioyes, or highest P ed gmploy
an fine 187 If “Yes,"complate Schedute Jfor suchmadividual o 4 4 4 o v« 0 e s s e a No
Forany mdividual histed onkne 13, 1s the sum of reportabie ¢ tien und other comp from the
or ang rejated greatar than $150,0007 If “Yes,* campiete Schedule I for such
mdivkival 0 4 v s s w5 4 e m s x a a s a x x x s v a4 v s < {1 4§ Yas
D1d any person histed on hina 1a recaive or acerue P tion fram Bny tated org ton for
rendared to the o 7 If “Yes, " JForsuchperson .+ » o+« o« & o« & = 5 No
Section B, Independent Contractors
Complete this table for your five highest compensated independent contractors that recaivad more than
$100,000 of compens ation from tha organization
A} {8) [
Name and busness address . Puscrphon of servicas Lompensaton
3 ONNELLEY PRINTING SERVICES FOR
.{ SOUTH WACKER DRIVE " T3 ANA.60L
fHCAGD, IL 60606 ) PUBLICATIONS !
3DAM TDEA CITY O . F
18 WEST 5TH STREET .. : ADVERTISING AND MARKETING 43,480,775
ISTIN, TR 78703 - N .
DORE WALLACE ) N
PRINTING SERVICES FOR
1 HAZELWOOD DRIVE 5T 100 19,062,863
AHERST, NY 14228 PUBUCAT;Q”S o+
CUC
3 CUSTOMER CONTACT MGMT -
.51 PETERS ROAD STE 4000 15,406,224
ANTATION, FL 33324 . MEMBER CALL CEN"I' . '
WD CORSTRUCTION CORFORATION
129 NORTH ROVAL STREET DESTGN AND CONSTRUCTION 12,596,034
DANDRIA VA 22314
¥ Tatal number of iIndependent contractors (sncluding thoss 1n 1} who receivad more than $100,000 in Compensation 620
fromthe oroBnzation o o« 4 s e v 4 e e e a4 x v 3w v w x o« a4 B

Form 980 {2008}
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Form 950 {2008} Fage §
mﬁammam of Revenue
A} {83 &} (&)
Total Rewenue Rolated ov Unreteled Revanua
Exempt Busiress Exciuded from
Funebion Revenue Tax under IRC
. Revenue 512,513 0v 514
iy Podarstad camppigns . . da
» . U —
& b Memberahp dues . . ., . 269,314,078
& . Aty e R
q’g & Fundremsingevents . . . ¥ .
g F NP —
& | d  Related orguanrations . . L 1d
E w  Goverwment p@ms {comabulions) e 19,798
k-] JRSSSR———
28 1w | 4 Al ather conistutions, gets, grants, and 11,598,554
j: s BMOUALS hot Mckided above serrrr——
k:
-E 9 HNoneash contnbutions included i
3% hnes Ya-4f & S———
b Totel{Addinecte-dt) . . . . . 4 3 260,524,827,
Business Code
28 Publication/Web edvest 591,801 133,735, 783 P 1
b
) <
£ |4 :
3 1. ,
Al nther program sefvic ¢ revenus . 14,974,559 14,224, 559)
-3
. g TotmhAddBmesZrd . . . . . a %
> 3 147,064320
3 income , nterest .
othez similar amOUME} » . . - o« . 4 .} 61,007, 27 1,007,276}
4 IJneome from iwvestmant of Wx-exempt bond precesds |, ‘
»
B Raymlms o . o o s v v s s 4 e 852,701,684 552701, 686}
{i) Reat {u} Personal
82 Grass Ronts | - - 3,488,621
b e reotal 3,286,690
BAPATEES
e Rental mooma EIOXEN
er (g}
d  Netronte!income o {fess) . . « . . . s 22,33 115,204 99,9301
{1} Secunties {0} O Rher
Ya  Onss amount 1,915,089, 37 1
Trom sakes of
asgals ofber
than myentoy
b cusl of 1,238,840, 959 460,514
clher bass and
Al exponses
e Gamn o floss} 238,862 460,514
d ok guin or {loss) . 1,153 212,157
PRI T S T ST T
£l Gross ncome from fondrawsing
evants {not snciuding . v
» |
E3 of contributiodr reported o liny
b 1c) Swe PrA 1V, hog 18
H £ttach Schedule G i tota) exeweds
= $IE000 » . s e . . W
5 Less direct expansas < . b
g € Nekwmcomn ar {foss) rom fundrassing wvsnts .’
2  Gross incomme from gaming
artviios Ses part IV, ime 18
Complere Schesiule G if totat
axcreds $15,000
. » .
b Less directonpansas . . b
L3 Netnceme of {loss} from gaming activities
10" Grosa safes of inventary, less
raturng and aliowanees 4
o
B Less costofgecdssold . . b
.e  Hetincoma or {loss) from soios of mventory .
Migcellancows Revanue Buzingss Code
122 Metitfe Demutushesto 16,218,222 - 1603922
b sMisceliansoys moome 3»“9‘129"‘ 3.0%22
€ Captive Invurance Prew EXIXR 1 2,793,87!
d- Al ather esvenve
e Total AddHnes dla-f28 . . o % o« o
$.22,207 387
11 Totel Revemoe, Add bnen $h, 2g, 3,4, 5, 84,74, 1,148, 792,47 5] 14,234, 5! 133,850,962 735,795,127]
8¢,
9c,10c,8nd 10 o . . . »

Ferm B9Q {2008}
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m 990 {2008)

Pega 10

Statement of Functional Expenses

Section BO1{c)}{3) and 501{c}{4) or

mus ail col
Al othar orpanizations must complate columa {A ) but-are not raguired to aumgieba columns (B), (€), and (D)
e

P

) not include amounts réparted on lines 6b, 7b, (8 © D)
8, 9b, and 10 of Part VILL. " Toulapames | Pregem s | dorogemetond | undmony
Grants and sther assistance to governmants and orgamizations «
mthe U S See Part IV, hina 21 28,638,353 26,638,353
Grants and othar assistance to indtviduais in the
US See Part 1V, line 22
Grants and other assistence ta governmants,
arganizations and individuais outside the U S Sea
Part IV, fines 15 and 16
Benafits paxd t or fot memboers
Compansetioh of currant officers, directors, trustens, and
key amployens . . . . 5,099,858 1,945,477 4,004,381
c nat in¢luded nbove, to 4 libed prrsdns
{ng duhnad vnder settion 4 QSB(ﬂ(l)) and parsony
described in.section 4958{cHIXBY . . . . | N
O thet satanes and wages 182,247,126 126,568.424 1 182,357
Pensson plan contributions {nciuda section 401{k} and section
403¢b) empioyer contsbutions} . . . . 133,404,636 11,433,706 122,052,207 18,723
Other ampioyea benefts . , . . , + . 27,949,515 19,123,248 798,647 27,620
I Payrofttaxes . . . ¢ 4 v s s a v s 15,954,369 8,187,752 3,764,982 11,835
1 Feas for sarvices {ngn~ampioyess}
a Managament . . . ¢ 4«
b Legai . . . Tl « s 2,580,141 43,108 2,508,033
© Accounbing « .« . o« s 0w 4 a4 480,303 55,896 624,417
d Lebbying . v v . v e« v e a
e Professianal fundraising See Part IV, fine 17 . 959,866 958,866
¢ Investment managementfees . . .« .« e 4,568,358 71,423 4,547,933
9 Other v , +« + - « o v 4 . 134,073,738 120,382,576 135,670,348 0,811
2 Advertising and promotian ., . 4 122,881,388 115,506,167 6,316,453 58,768
3 Officaexpenses « « .+ + ¢ « « 6,728,432 3,249,378 3,528,713 321
3 Informabion techuofegy . - « . v 28,796,091 21,548,707 6,897,828 349,556
5 Royaites . .
5 Oeceupancy .+ ¢ s a s s v v 23,388,220 21,139,583 2,242,738 1,801
FoTravel o« 0 s v s v e e e s 10,422,490 8,520,624 1,864,629 15,237
8 Peymants of travel or entartainment expensas for any Foderaj,
state or local public officiels . .+ . . . .
9 Conferencas, Gonventions and meelings . . o« 17,432,773 15,447 840 1,984,533
0 Intatest . 4 v 4 . 4 o+ . s e s 11,472,688 ) 11 472,863
1 Payments to affiliates . . . P
2 Dapracistion, depletipn, and amertisbion . .0 .« . 24,868,525 8,542,776 16,039,157 7,552
3 OINSUrBACE . .+ e . 4 s 4 s ¥ s e v 3,548,524 3,545,524
4  Othorexpensas-Jtemize expenses not caverad above (Expenses
grouped together and fabeled migcellancous mey not exceed 5% of
totel sxpenses shown on ine 25 below )
a Printing R Postage 250,826,571 242,900,110 1,308,249 6,618,212
b Research, Surveys, & Ts 16,938,118 16,920,358 2,585,572 . 432,195
e Member Call Center 16,163,750 16,163,730
d Taxes & Licenses 14,751,536 1,553,522 13,198,017
a Voluntesr Trovel RAct 8,108,179 B,%24,277 1,183,746 154
. f Al pther expansss 15,800,260 10,728,712 6,071,162 385
5 Totoi functional expenses. Add fines 1 through Z4F 1,309,273,783 806,743,248 293,624,701 8,705,334
§ Jaint Costs, Check [ 1f foliowing SOP 9B+2 Complets this
fine only if tha organization reported in column {B) joint
tosts from & combined edycationat campaign and
fundraising sohcitation 4886053 1,162,177 3,725,876

Form 990 (2008}
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‘m990 (2008) Page 11
Baiance Sheot
{8) {8}
Baginning of year End of yenr
1 Cashwnonwinterast-bearing + . .+ & + « + + 4+ v 4 v 4 e . . 1.881.085] 1 965,389
2 Savings and tamporary cashimvestments . . . . . & 4 4 4 v 4 4 85,831,955 12 188,512,354
2 Pledges and grants racemvabla, Nst « v o« 4« 4 0 s . 4 4w 3
a Accounts focavable,net . . . . L . 0 L 0 4 w0y e . §2,588.0831 4 519707
5 Recetvables from current and former officers, direetors, trustoes, kay employees ar
other ralsted parties Complate Part i1 of ScheduleL . . . « .« . 5
] Receivables from other disquahified parsons {as defined undar section 495B{N{1 )} and
parsons daseribed ihsection 4958(c }{3)}{B) Complute Part 1T of Schedutel . . 8
7 Wotes and loahs receivable.net . . . . . . o« 4, 4 . 4 . 1550137 7 14,688,577
8 Inventores forsaleorusa . . . . . . . . ., . . . 8
] Prepaid expenses and deferred chargeS v &+« « 2 v« . v 4 4w 841428 20,458,714
1{10a
: Land, buiidings, and aquipment cost bagis . 448,842,366,
b tess accumulatad deprociation Compiete Part VI of
SchedufeD . . . . 1th 182,567.428 275,088,874 10¢ 286,274,880
il Investments—publicly traded securities « . . . . . 4 . . 837,788,374} 11 420,788,239
12 Invastments—other securities Sea PartiV,lina L1 Complete Part VIT of 48,579,308 3,000,000
SchaduleD , . . 12
13 Investments~program-rafated Sea PRrt IV, line 11 Completa Part VIIT
of Schedufe D« i3
12 Intengtble assats « . . ., , 14
15 Other assats See Part 1V, line 11 Complete Part 1X of Schedule 4,758,600 5 0
D. v 0w
16 Total assets. Add fines 1 through 15 (must equal line 34} 1,034,135.817{ 16 $94,357 004
T Accounts payable and nccrued expenses . 105.482,042] 17 150,163,837
18 Grants payablea . . . . ., . . . , . 18
19 Deferrad revenue . .0 . . . . L . . . 215.008,9111 19 230,202,253
20 Tex-exempt bond habiites ., . ., . . . . . . 20
S 21 Escrowoeccount hebility Complete Part IV of Schedule D « ., « 5 . k2
Sz Payable to current and former officers, dirociors, trustoss, key
% employees, highest compansated amployees, and disqualified
3 persons Compiete Part il of Schedulel . « . . . , .+ . . . 32
23 Securad mortgages and notes payable to unretated third parties ., 23
24 Unsecured notes and Joans payatde . , . 208,0528121 24 205,068,708
25 Othey habthities Complete Part X of ScheduleD . .« . . 63.622,2541 25 418,193,461
. 28 Total Habiltiles. Add lines 17 through 25 ., . . . 786.065818] 26 983,628,347
. Orpanizations that follow SFAS 117, chack here b {7 ond complete ineg 27
' through 29, and liner 33 and 34,
; 27 Unrastricted nstessets . .. . . 238,089,758] 27 10,728,857
; 8 Temporanly restneted net essets ., . . . 28
Y- Permanently restricted net assets ., . . . i
f Organizations that do not follow SFAS 117, check hete b [~ and complete
. iines 30 through 34,
; 30 Capital stock or trust principal, or current funds . . ., . 30
MR Poid-wn or capitel surplus, of fund, busiding or equipmentfund . . . . ELY
3 32 Ret: d earmngs, end , ac d tncame, or other lundt 32
P |33 Totslnetassets orfund balences . . . . . 40,068,758 33 10.728,657
;_J 34 Totel habidities and not assets/fund balances . . . . . 1,034,135,617] a4 894,387,004
Financial Statements and Reporting
Yas No
Accounting methed used to prapare the Form 990 [ eash " eccrual [ other
8 Were the organization’s financial statements compiled of raviewed by an indapendent accowntant? . 28 No
b Were the s fi 5 audited by an independent accauntant? . . ., , . . , . | z2h Yes
« 1€"Yes”to lines 2a or 2b, does the orpamzation have a committae that assummas Nspcnmbiuty for oversight of thal Yes
zudit, review, ar campdation of i3 finenctsl statemente and safertion of an indepandent secountant? ., 2
& As 2 result of a federal award, was the organization raquired to undergo an audit or audits ss set forth in the Ns
Single Audit Actand OMB CircularA-1337 . . ., . . . . . . . . s e e 3u
b IfYes,” did the crgamization undergo the required audit sraudits® . . , . . . . < P 3B

Farm 980 (2008}
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‘He GRAPHIC print - BO ROT P l ed Data - DLN: 83483182000009
‘HEDULE C Political Campalgn and Lobbying Activities OMB No 19¢45:0047
orm 980 or

0-~EZ) ’ For Organlzations Exempt From income Tax Under section 801{c) and section 527

sartment of the Yo be by ibed balow, Attach to Farm 990 or Form $90-E2 Open to Public
asury Inspection
arnel Revenue

WICB

he ovganixaﬂon answered “Yes," to Form 890, Part IV, Line 3, or Forr 990-E2, Part Vi, Hine 48 {Pailtica! Campaign Activities}
ection 50%¢c){3) orgenzatons  complete Parts kA and B Do not conplets Pert LG

ectian 501({c) {other than section 501{c){3})) crganizations complate Parts 1-A and G balow Do not complete Part k8

eclion 527 organestions complsts Part FA only

he orgenization answered “Yes," to Forar 890, Part IV, Line &, or Form 980EZ, Part V1, line 47 (Lobbying Activitias}

ection 601{c)(3) orgenizetions that have fied Form 5766 {eleoton under saction 504{h}} complete Part A Do not corrplate Part 1-B
ection 501(c){3) brgsnizations that have NOT flag Form 5758 (election under secton 501{h}) Confplets Part I8 Do niot tompiate Part -4
he organization answerad *Yes,” to Form $90, Part IV, Line § (Praxy Tax} ~

ection 501{c}{4), (B), or {6) complete Part Il . .

&r;m of the orgamization Employer entiheation nutnber

95-1985500
To be completed by all organizationy exempt unter section BOL(c) and section 527
organizations. (See the mstruchons for Scheduls C for detais,)

Provide a deschption of the arganization’s direct and indirest political campaign activities in Port IV

Fohtical expenditures ] 1,778,375
Volunteer hours ‘ . [ESSE—-.

To be completed by all erganizations exempt under section 501(c)(3). (See the instruchons
for Schedule C for details,)

Enter the amount af any excise tax icurred by tha erganization under section 495§ . S

Enter the smount of any excise tax mcurred by organization managers under Bectipn 4955 &

1f the organzation incurred in a saction 4955 tax, did & fite Form 4720 for this year? - T Yes [ No
5 Was acorrection made” T Yes [ po

1f"Yes,” deseribe i Part [V

To be completed by ail organizations exempt under section 501((:), except section 501(c)(3).
{See the instruchons for Schedule C for details,)

Enter the amount directly axpended by the filing orgaruzaticn for sectron 527 exempt function activities 1

Entar the amount of the filing organtzation's internat funds c d to other arga for saction

$27 exempt funtion activities $

Total of direct and indiract -xampt function axpendstyres Add lines 1 and 2 #nd enter hara end an Form

1120-PQL, Iina 17b $ :

Did the fiing organization fils Form 1120-POL for this year? . [T Yes [ No

State the nzmas, addrasses and Employer Tdantification Numbar {ETN Y of alf saction 527 politicsl organizations to which payments
were made Enterthe amount patd and indicate if the amount was pasd from the hling orgentzatian’s own internal funds or were
patiical contributions. recrived and promptly and directly delivered te a separate political suth bz &

segregated fund or a politicel action committee {(PAC} 1fadiitional space 18 needad, provide information in Part 1V

{a) Name ¢b) Address {e) EIN ) Amount peid from | L€} Amount of politica}

. filtng orgunization's contrbutions received
internai funds f none, and promptly end

enter »O« directly deliverad to a

saparate paliticaf
orgamzatien 1f none,
entar <0«

¢ Paperwork Reduction Act Notice, see the Instructions tor Form 990, Cat No 500845 Schexdule ¢ {Form 590 or $90-£2) 2008
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wdule © {Form 990 or §90-EZ) 2008 g8 3
To be By Yions under section 501(¢)(3) that have NOT filed Form
under section 801(h Ses the instruchons for Schedule C for detatls.

5768 {elect
=, 10k
Yes No Amount
Gurmg the year, did the filing attampt to mit fereign, national, state or focal
lagsiation, inciuding any attempt to influence public opinion on a legisiative matter or
referendum, through the uss of
Voluntears?
+ Peid staff or {include compensation (A axpen raported on {mes ¢ through 1)?
Med:a pdvartisemants?
i Malings o members, legisiators, or the public?
1 Publications, or publishad or broadcast staternants?
Grants to othar erganizations for lobbying purposes?
i Direct contact with legialators, thew staffs, governmant offictals, or a legislative body?
+ Ralltes, demonstrations, semingrs, conventions, speaches, lactures, or any othey means?
' Dtheractivities 1F"Yes,” descnbain Part [V
Total hines 1c through NP,
i
Did tha ectivities in kna L cause the organization to ba not desenbed nsection 501 {c}{3)? [
b 1f*Yes" enter the amount of any tax sncurred undar section 4812
; FfYes” enter the amoun?t of any tex incurred by crganrzetion manaders undes setiion 49132
b Hthe ﬁhng orgsnization incurred » section 4912 tax, did it file Form 4720 for this year? i
To be ieted by all o exsmpt under section 501({c){4), section 501(c)(5), or
section 501{¢)(6). (See the ngtruchons for Schedufe C for detanls.)
Yes | Ne
Were substantiaity all (90% or more) guas received nondeductibie by members? i | Yes
Did the ergrmizatian maka onty tn-house fobbying expanditures of $2,000 or less? 2 No
D1d the erganization agree o carrvnver fobbying and poltical expenditures frem the prior year? 3 No
To be Tetad by i under section BOL(c){A), section H01(c)(5), or

section 501(:}(6) §f BOTH Part fii-n, quesﬂons 1 and 2 are answered “No"” OR if Part Hi-A,
uestion 3 is answared "Yes,” See the instruckions for Schedule C for detals )

Dues, as and simitar ts from 13

Section 152{s) deductibie Jobbying and political exp (do not include amounts of political

expanses for which the section 527(f} tax was paki).
t Current Year . 1228
*  Carryoverfrom last year 204
1 Tatal 2c §

Aggregate smount reparted i section 6033 {e {1 H{A) notiees of nandeductibie section LEX{e) dues 34

If notices were sent and tha amount on {ine 2¢ exceeds the amaunt on fine 3, what portion of the exeesy
does tha orgenization agree ta carryover to the reesonable estimate of nandeductibie Jobbying and politizal

. expenddure naxt year? 4% SV
Taxusble amount of lobbying and potitical expenditures (hne 2¢ totnl munus 3 and 4) X3
p Supplemental Information

;omplets this part to provida the deseriptians requtred for Part 1-A, hing 1, Part -8, line 4, Part +C, dine 5, and Part !-B, jine 1y

(s, complate this part for any addtions! mfermetion

Identifier Returp Refeiance Explanation
wt1-A, Line 1 O rgamzations Durect und Indirest AARP sands out quesionnaires to candidates running for
Pohtical Campatgn Actinities ipolitical office at tho federal, state, and jocal level to gather

imformstion on thawr positions reiated to issuss that impact

|A&RP mombers AARP then pubhishes {esther in AARP The

% aganing, votars gmdas matled to members, or ot AARP ap) the
pr d by the s campaign bnd compares

thesa pcsmons to AARP's position on the wsues

Schechie € (Form $80 or 99GEZ) 2008
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HEBULE D

fm 880} Supplemental Financial Statements
- Attach to Form 890, To ba complutad by organizations that s "
:’;ﬁ'r"v“"t of the answered "Yes," to Farm 990, Pan 1V, fine 6, 7, 8, 9, A0, 11, or 42, 0‘;;2;: Cx:i‘;ll’:'c

wnal Revanue
¢ige

;mo of the organizstion Employer ident itication number
P
$5-1985500
NI¥W Organizations Maintaining Donor Advised Funds or Other Similar Funds or Accounts. Compiete f the
organization answered "Yes” to Form 990, Part IV, hne 6,
{=) Donor advised funds {b} Funds snd other sccounts

Total number at end of year

Aggregsta Contnbutiony to {during year}
Aggragete Grants trom {during yaar)’
Aggragats value at end of year

Dud the argsnization inform all donore und donor advisots th writing that the sssets held in donor advised

funds are the crganization's proparty, subjact ta the erganization’s exciusive legal controi? I v¥es [ ne
D1d the arganization inform all grantees, donors, and doner advisors in wiiting that grant funds mey be

used aniy for chanitable purposes and not for the banefit of tha denor ar donor adviser or othet

imparmissible privata beneht? [ Yes [ Na

ﬂ!!] Congervation Easemants. Complets if the organization answered "Yes® to Form 990, Part 1V, iine 7.

Purpose{s) of conservetion hold by the {check i} that mpply}
Praservstion of land for public use {e g, racreation or pleasurs) | Presarvation of an hustoriceily :mportantly land area
I~ Frotaction of naturai habitat I~ Preservation of certified hustoric structure

{  Praservation of open spacs

Compiate iines 2a-2d if the organization held & qualifiad conservation cantribution in the form of & consarvetyon essgment

on the last day of tha tax year
-Naldaz the End of the Year

! Total pumber of canservation sasements ki)
¥ Total acreage restncted by congarvation aasemants 2b

Mumber of conservation easamants on a cerhied histone structure included in (n} 2¢
I Number of consarvation easemants mcluded 1n {c} acquired after 8/17/06 24

Number of consarvation easements modified, transferred, relsased, axtinguished, or termsnated by the organszation during
the taxahle year b
Number of states where property subject to conservation ersement is focated »

Dose the organizetian have a writen poticy regarding the parigdic nspaction, , and
snforcemant of the conservation easements it holds? M¥es [ No

Staff or volunteer hours deveted to momitering, 1ns pecting and enforcing ensemants during tie yeor

Amaunt of expenses incurred in mantaring, nspecting, and enforcing ensements during the yaar b §

Does each conaarvation sasemant reparted on hne 2{d} above satisfy the requirements of section

170{n)4XBYIY and 17 0(h)AHBXH)? [“Yes [ No
In Part XIV, deseriba how the argamization repocts conservation eesaments i (ts ravenue and axpeise statament, and
balancae sheet, and inciude, if appitcabis, the text of the fuotnote to tha or finaneing ] that descrihes

the argemizetion’s accounting for consarvaion essaments .
MI¥T Organizations Maintaining Collections of Art, Historical Treasures, or Other Stmilar ASSEts,
Complete if the organization answerad "Yes" to Form 290, Part IV, ine 8.

3 Ifthe organtzetion electad, as permytted under SFAS 116, not to tepset in ts revenue statament and balance sheat warks of
art, histoncal freasures, or other symiter assets held for pubisc axhibition, sducation of research in furtherance of public service,
provide, in Part X1V, the text of the footnote to ite financinf staternanis that describes these items

b Ifthe.orgamzation elacted, as permited under SFAS L18, 2o repork inuts revanue staternent and balance shest works of art,
hstancal treasures, or othar simitar assats held for public exhibition, adueation, or research in furtherance of public service,
provida the following amounts relating to these items

) Revenues inctuded in Farm 290, Part VIIT, fina 1 »%

{1} Assats included tnh Form 950, Part X >3

1f the orgamzation recesvad or heid works of art, historical troasures, or othey simdar assels for financial gam, provide the |
foilowing amounts required to be reportad under SFAS 116 ralating to thesa ttams

®  Revenues ineiuded in Form 990, Part VI, line 1 »5

b Assets included n Farm 990, Part X 3
r Paperwork Reduction Act Notlee, sae the Inkructions for Form 980 £at No 522830 Schedute D (Form 890} 2008
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hedute D {Form 950} 2008 : Fage 2

ﬂ!!!] Organizations Maintaining Collections of Art, Historical Treasures, or Other Simnilar Assets (continued)

Using the orgamzation’s §¢cession and ather records, check any of the following that are a s:gntficant use of its coliactjon
items {check all that apply)

B {7 public exhibition d [~ Losnorexchange pregrams
b [ Schotarly research a [ Other
¢ [~ Preservation for future generations
Provide & di P of the er zation's col snd expisin how they further the organization’s axempt purposs in
Part X1V
During the yaar, did the organtzation scicit 6 recava donetians of ert, histortcal freasures or other ssmilar
assets to be £old to rates funds rather thun to be masninined a5 part of the crganmization's coliection? Tves [ ho

Trust, Escrow and Custodial Arrangements, Complete if the orgamization answered "Yes' to Form 990,
Part IV, ne 8, or resortad-an amount on Form 990, Part X, hine 21,

2 Is the organization an pgent; trustae, custodsan or other intermadiary. for contributions or other assets not

ciuded on Foym 990, Part X? [TYes [~ Ne
I£°Yes,” explan why tn Part XIV and compléte the foliowang tabte
Amout
& Begihrung belance 1c
d  Addstions dunng the year . 1d
€ Distnbutions during the yeer 1ic
f  Ending balance 1t
m  Did the organization tnclude an amount on Form 990, Part X, kne 217 [Tyes [TNo
b If"Yes," explain the arrangement i Part XIV )
T Endowment Funds. Complete f the ergafftaon answerad "Yes" to Form ?.90 Part 1V, ine 10,
W)CureRL Year | (bPnor Ve | (ciTwo Yeors Back | ()Thme Years Back ] {eJFour Years Back
uw Beginmng of year balance . . . .
b Contnbutions . . . « . « .
< Investment earnings or fosses . . .
d Grants or scholarsteps » . . . .
e Dther expenditures for factitties
and programs  » .« . o« v o« o b
Admtnisirative e¥pensas .«
g Endofyenrbaienee . . . . . .
Provide tha estsmated percentage of the year end balanza heid as
2 Board dessgnated or quasi-endowment b
b Parmanent andowment b
€ Termendowment ‘ .
a « Are there endowment funds nat in the possession of the organization that ara haid and sdmmistared for the
organization by Yex | No
{urrelated orgamizations . . . . . . 4« 2 . v e ok s a o« 4« ax w « v i 3af)
(i) relatad OFGRNIZALIGNS « « 4 s v 4 e x x4 v 4 e s e s L 30()
b 1f"Yes® te 3a(n), ore the related orgamzations hsted a5 required on ScheduieRY ., . -, . . W . . .| 3b
» Dascriba m Part XIV the mtended uses of tha or s rent funds
DN investments nd, Buildings, and Equipment, See Form 990, Part X, ime 10,
Degcription of (nvestment b?gsi?{?wm“z) mgg::&;{,;‘f (cs Deprecatan | {d) Book valie .
BLand . . s h e e s s ey e e v 48,572,664 . 48,572,864
BBUdINGS « . 4 s 0 s v e e w e s w x e 195,571,865 42,942,400 152,629,456
¢ Lonsahald smprovements . « . . . . % 4 o o s x 50,027,684 4,970,466 28,087,218
dEGUIPMENE + 4+ v v . s e e e s a wa
BOWMEr .+ e s e a s e s e s s s e e 179,600,175 114,654,453 60,015,622
otal. Add hnes 1a-1¢ (Column (d) should eousl Form 890, Part X, colvin (B}, hme 1€} . v &« « + « . ¥ 286,274,960

Schedule D {(Form 930} 2008
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eduta D {Ferm 9$0) 2008 Pags 3

!ﬂﬂ Investments--Other Securities, See Form 560, Part X hne 12

- {a) Dagorption of security or cataory
{inciuding name ol‘se:umj) (b)Back vaive

neint denvatives and other f pr

sely-heid sguity interests

ar

{c} Muthod of vaiuation
Cost or and»of-veny market vaive

3l {Column (b} shoukl equai Form 996, Part X, tol (B) Jna 12} *
:ﬂ!ﬂ Investments—Program Related, See Form 920, Part X, ine 13,

{=) Descaption of nvestment typo {b) Book valus

{c}) Method of yaluation
Cout of end-of-year market vaiue

ab, (Coumn (b) shoukd equal Form 990, Pait X, evl (B) e 13 ) >

n!ﬂ Other Assets, See Form 990, Part X, hine 15,

{a) Dascnption {b} Book ysiue
ol {Cofumn (b} s houtd equal Form 380, Part X, ¢ol.{B} line 18.} e e e e v ey e u W
Other Uiabilities. See Form 990, Part X, Ine 25,
(&) Desanphion of Luabihty (b} Amount

toral Income Taxes :
3t retirament banshits 65,372 430

ferrad mambarshup duss 232,106,369

IR Resarve 1,983,000

Aston Liabiity 133,763,652

al. {Column () shovid eqgual Form 990, Pare X, cof {(B) bna 25§ » 418,193,451

Part X1V, provide the text of the K to the or n's that reports the organization's fiability for

sertein tax positions under FIN 48

schadule D (Farm $90) 2008
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Prge 4

mﬂl Reconciliation of Change in Net Assets from Form 990 to Financial Statements

© Total revenus (Forin 990, Part V11T, colomn {A}, fma 12) 1 1,144,792,475
Total expenses {Form 999, Part IX, column {A}, line 25} 2 1,109,273,783
Excass or {dahct) fortha year Subtrect line 2 from ime 3 3 35,518,692
Net unrealzed gens {isgses} on investments 4 -234,910,877
Donsted services and use of faciiies s
Investment expensss - . &
Pnor perod adjustments ? 15018
Other {Dascribe i Part XIV} 8 027,863,869
Total adyustments (net) Add fines 4 - 8 9 -282,659,833
} Excess or {deficit) for the year par finaneal statements Combioe bnes 3 and 9 10 ~227,341,141
ﬂﬂﬂ Reconciliation of Revenue per Audited Financial Statements With Revenue per Return
Total ravenue, gains, and other support par audited financial 1,057,573,000
statements . . . . 0 . 0 . s L]
Amaunts inciuded on hne 1 but not on Form $90, Part VII!, ine 12
3 Wet unreahized pains on tnvestrents + . . . ¢ . P ~234,910,977
5 Donated services and use of factities . . . . . PN 2b
H Recoveries of griaryemegrants + . 2 . v . v 4 a o« s 2c
4  Other{Descrbe mPartXIV)} ., + +« o .+ . < + » . . .| 2 120,660,783
L} Add hnes 2athrough 2d S s s e e e 28 ~104,250,188
Subtractine 2efrombnel . . . 4 . 4 v xca s v a e e e e e e e s 3 1,361,823,196
Amounts ncluded on Form 990, Part VIiL, fine 12, but not on line 1
B Invagtment expenses not inciuded on Form 990, Part VIIL, ine 7b . 4a .
b Other (Pescrba mPartXIV) .+ . « & 4 . . . 4 . . m 17,056,721
1 Addbnas Seand 8b . .+ . o 4 v W+ % a4 s a4 e e e s L ~17,030,721
Totaj Révenue Add imes 3 and dc. (This should equal Form 990, Part§, hine 12 ) Vo 5 1,144,762.475
Reconciliation of Expenses per Audited Financiai Statements With gxgense s per Return
Totef expenses and {o§s98 per sudsted financre! statsments ., 1 1,287,927,000
Amounts thciuded on bng 1 but not on Form 990, Part 1X, line 25
L3 Ciohatad services and usa of facHities .« . 4 . . . . . 2a
b Prior yaer edjustmants . . ' s v e e n s e e e 2
< Losses reported on Form 980, Part IX, hne 25 .« & « + . .« o ¥
d Othar {Descaba mPak XIV) . . . + + + + & o« .« 4 2d 141,622,406
c Addbnes 2athrough 2d & . . . 0 v ¢ s v e s v e v e e e e s ke 344,622,496
Subtractime 2eframfine X « 4 .« ¢« x4 v < s a e e a e e 3 1,126,304,504
Amounts included on Form 990, Part TX, iind 25, but not on hne Lt
Investment axpenses not included on Form 990, Pact VIIL, tne 7b . .
Othec (Desenbem PakXIV) .+ + . o .« . . . . . L H 7,039,721
€ Addhmes qaanddb » , ., . < . 4 4 s h e e s e d e e k] <17 030,221
) Tolal axpenses Add hines 3 and 4o (This should erzual Form 990, Part i, hined8) . . . + « . 5 1,108,273,783
P Supplemental Information

Complata this part te provide the dascrnphions raguirad for Part I
PartV, hine 4, Part X, Part XI, hine 8

siines 3, 5,8nd 9, Part 131, lnes 1a and 4, Part XiV, bnes 1b and 2b,
Part XI1, nes 24 and 4b, ond Part X111, ines 2d and 4b

Identifier Return Nef erence

Explanation

art X1, Line 8 - Other Adjustments

Sen Schadule O for explanation

Hrt X1, Lina 24 - Cthar
djustments

AARP Financist Barvices Corporation {(EIN 52-1367607)
$4,173,749 AARP Services, fnc {¢oncohdated) (EIN 52-
2141065)$180;257,830 AARP Foundetien (EIN 52~
0794300)$131,570,646 AARP Institute {EIN 52.0788950)
{$512,423) Legal Counget for the Eiderly (EIN 52-1194741)
$3,847,692 Consclidation sotties ($182,674.613)

art XI1, Lina 4b ~ Other

Adpsting & ehinineting entries for AARP and disregarded

dustments entities (317,030,721}
art X111, Line 2d - Other AARP Financre! Services Corporatian (BIN 52-1367607)
djustments 51,602,246 AARP Services, Inc {conseolidated) (EIN 52

2141065) $163,726,653 AARP Foundation {EIN S2-
0794300)$152,055,655 AARP Institute (EIN 52-0788950}
$15,068 Logal Counsel for the Elderly (EYN 52-1124741)
$5,0582,350C i entries (§180,527,485)

Brt XIIT, Lme 4b - Qther
dwstments

A d)usting & ehiminating entries for AARP 2nd disregarded
entities (317,030,721)

Schedule O {Forin 980} 2008
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haduie G {Form 990 or'990-EZ) 2008

Fundraising Events, Complete if the organization answered *Yes' to Form 990, part 1V, ine 18, or reperted
more than $15,000 on Form 290-EZ, fing $&; List events with gross raceipts greater than $5,000.

Page 2

{} Event #1 {b) Event £2 {c} Other Events

{event typs) (svant type; (total number)

{d) Totai Events
{Add co} {a) through
eot {e)}

Grags ceceipts v, .,

3 Lass Charitable
contnbutions o e .

3 Gross revenue {fina 1
minus hine 2)

4 CashPnzes . . .

5 Non-cashPrzes . .

[ Rent/Facility costs . . .

7 Other direct expenses

&8 Direct expense summary Add lines 4 through 7 incolumb(d}. -~ « + + « « « . . W

%  Netincoms summary Combmahngs 3and8meolumn{dy « » . .+ . . .+ . . . . b

m Gaming. Complete if the organization answered "Yes™ to Form 990, Part IV, hne 19, or reported more than

$15,000 on Form 990-EZ, hne 63,

3 {a} Bingo {b} Puil tabs/Instant {c} Other gaming {d) Tetal gaming (Add
! bingo/progressive i (@) through ol ()
N mnqy
3
H
1 Grossravenue . . . .
112 Cash prizes e e
3
Sl 3 Non-cash pnzes . S
§ A4 Ront/facility costs e s
§ & Other direct axpensas .
6 Volumteerfsber . . . (I Yes %, 4" Yes N A X
I™ Ne ™ Nao I~ Ne
¥ Diect expense summary Add knas 2 threugh Sméotlumn{d). .+ .+ v« « « <« o« .
8 Net guming income summary Comisns hmesland 7 meolumaldl, . . .« . « o . . B
Yes | No
Enter tha state{s) in whizh the orgamzation operates gamsng activities
@ Is the erganization bicensed to oparate gaming achivities tneach ofthesestatas? « . . & v 4 . . « « P
b F'No,” Explain
|\ Wers any of the organization’s garmng beenses revoked, suspended ar tarminated during the tax year? ita
b I "Yes," Expiam
i Does the prganization operate gammng activibied with noAmembEIET- + + &+ « &« 4 ¢ s o« w4 4 3
1 16 the ion a grantor, b A, Y or truster of & trust or & member of a partnershep or ether entity
formed to admutister chanfable GEMING? « + % 4« 4« 5 b a4 x4 x e e e s e aw e 12
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4n 990, Schedule I, Part IT, Grants and Other Assistance to Governments snd Organizations in the United State.
1} Name and address of | {b) EIN {e}IRC Cods  |(d) Amount of cashi{e} Armount ef non-{  {#3 Method of | (g} Descrption of | (h} Purpose of grang
orgamEstion section qrant vatugtion {baok, qonecash or assistance
or government Fapphcabla assisiance FMY, apprascal, aemstunce
§ other}

*HOOL BOARD OF 59-6000530 | 503L{CN3) 10,000 ETHEL PERCY

OWARD COUNTYT720 ANDRUS LEGACY

EST OAKLAND PARK AWARD

o

INRISE, FL 33351

ZLERODERMA £6-0067234- | 503(C)3) 10,060 GENERAL SUPPORT

EARCH

JUNDATION220

QNTGOMERY §TSTE

413

4N FRANCISCO,CA

1104

IMERSET COUNTY 22-2213688 | 501{E)(3) 10,000 ETHEL PERCY

JUCATIONAL SERVICE ANDRUS LEGACY

3 BOX 58 AWARD

ARITAN, NI 08859

T CROIX 66-0431678 |501{C)I) 10,000 ETHEL PERCY

OUCATIONAL ANDRUS LEGACY .

OMPLEX HIGH AWARD

CHOOLAR? BOX 10360

INGSHILL VI 00850

EAFORD SENIOR HIGH | 51-6000279 {501(C)3} 19,000 ETHEL PERCY

CHOOLB20 BILVER ANDRUS LEGACY

aKE BLVD STE 200 AWARD

OVER,DE 18504

ME GEQRGE 53-0196504 |SOL(CK3) 50,000 GENERAL SUPPORT

IASHINGTON FGR THE CENTER

NIVERSITY2121 EYE ON AGING, AEALTH

TREET NW STE 801 AND HUMAKITY

IASHINGTON, BC

0052

HE SCHGOL DISTRICT |23-6004102 | B04{CX3) 100,000 ETHEL PERCY

FPHILADELEHIAS4G N ANORUS LEGACY

ROAD STREET AWARD

HILADELPHIA PA

9130

FETART7S5 QUINCY  |53-0242992 |S01{CH3} 2,050,000 GRANT TO

TREET SUPPOAT THE

RLINGTON VA 22208 PRODUETION AND
HATIONAL .
TELEVISION
DISTRIBUTION OF
WASHINGTON
WEEK WITH GWEN
TEILL AND
NATIOKAL
JOURNAL AS
PRODUCTION AND
BROADCAST OF
SEVERALLIVE
EVENTS

'OWNSEND Ki2 B1-6000057 |501{CK3) 10,000 ETHEL PERCY

iCHOOQL DISTRICT #1 ANDRUS LEGACY

01 B SPRUCE AWARD

OWNSEND MT 59644 .

INIVERSITY OF 41-8042488 [501{C)3) 10,000 GENERAL SUPPORT

tINNESOTAMAIN

IAMPUS

1IKNEAPDLIS MN <

5885
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DO NOT PROCESS [ As Filed Dats - | DLN: 93493182000009‘

hedule 3 Compensation information
rm 990)
For cartain Offiuare, Oirect ors, Trustees, Kay Employens, and Highest
Compensated Empluyees - - %
suctment of tha » Attach to Farm 990, To be compieted by organizatlons . Open to Public
asury that answered “Yes" to Form 990, Part TV, line 23. Inspaction

srnal Revenue
vica

ama of the organization Employer identificat on nirober
\RP

45-1985600
m!! Questions Regarding Compensation
Yes | No
Chack the eppropiata box{es) (f the organzation providad any of the fallowing te or for a parson histed 3 Form
960, Part VI, Saction A, ina 12 Complate Part 111 to provide any;e!nvanx snformation regerding these items
[ Firstclass or charter traval I~ Housing atiowange or ragidenca for personal use
¥ Travei for companions [™  Peyments for business use of pereona! residence
¥ Tox idemnification and gross-up payments [~ Health or sociai ciub duss of imiration fees
¥ Dsserotionary spending account ™ Persanat sarvices {e g, maud, chautteur, chef)
¥ Ifiine la1s checked, did the orgamzation foliew a wotten policy regarding payment ar reimbursement of
pravision of ail the expenses described above? 1f"No," complete Part 111 to expiain i | Yes
Did the ] raguue sub prior to or effowing expenses incurred by ail
officers, diractors, trustees, and the CEQ /Executive Director, regarding the stems checked in line 122 2 {vaes
Indscata which, if any, of the following the organization uses to astablish the compensation of the
orgamization's CEQ /Executive Director Chack aif that apply
F componsation committes ' written employrvent contract
' Independent compensation cansuitent a8 Compensation survey or study
[~ Form 990 of othar veganizations ¥ Approval by the boerd or compensation committee
During the yaar, dtd any person histed m Form 990, Part VII, Section A, fina 1o
® Rageive a severance payment or change of controf payment? 4 |Yes
b Participata in, or receiva payment fram, a i fifiad pian? ab No
c Patticipste tn, of receiva payment from, ap gquity-bzsed compensation arrangement? 4c Ro
1f"Yes™ to any of nes 4a-¢, list the parsons and provide the appiitebie amounts for each kem tn Fart 111
B01(c)(3) and S0L{c}{4} anrly must tines 5-8.
Faor persens isted i form 990, Part Vi1, Sschion A, hne 1a, did the nrgpmzation pay or acerue any
compensation contingent va the revenues of
& The organizabion® Sa No
b Any related orgenization? R . . Sb Ro
if "Yes,” to hne 5o or 5b, descnibe in Part 11
For persons listed in form 980, Part V11, Section A, ine 1a, did the organization pay or accrue any
gent on the net of
@ The arganizatien? Ga No
Any ralated arganization? hid No
1f"Yes," to line 69 or 6b, descrka in Pan 1Y .
Forparsons listed in form 990, Part V1, Seetion A, line 1a, did the orgenizatian provide any ron-fixed
paymznts not descnbadin ines § and 62 If *Yes,” dascribe in Part 31T 7 Ko
Were any emounts reportad i Form 990, Part V11, paid or agcured pursvam to » contract that was
subject to the instial contraet exception doscribed in Regs section 53 4958.4{B){3)7 1¥"Yes,” describe
in Part 111 8 No

w Privacy Act and Paperwark Reduction Act Notloe, soe the separate instructions. Cat No 500537 Schedule J {Form 890} 2008
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Return to Form

Software XD:
Software Version:
EEN: 95-1985500
Nama: AARP

E1

8.290, Schedule §, Purt X1 - Ofticers, Diveclors, Trustaes, Koy Employess, and Highest
(A} Hame | {E}Breatdown of W2 ndfor 1099 -MISC compansetien | (€) Déferrad {DY Nontaxeble | {E) Totel of cotumns nmvg:::ﬂ
(1 Base ﬂ& B'(:‘r::x:‘& B} Ot compensation Senety (B))-40} propmtilal b
Compensstion compansatien

im0 Revel (:3 BEZ,459) 0,857 35641 207,828, 8,892 1,005,380/

AR Hagans Ir (s:; 319,818 41,357 1,129 34078 ERELS 396,432

28 C Nelson (::; 474,571 100,000 2,323 34,178 14,788 525,857
o

iac Master ((:i 152,958 55,835 172,%07, 34,178 3,891 452,667
2

iy a Lasiond (g’ 335,701 47,603 2,204 34178, 1,803 421679,

10 Parda ‘fg 323,621 48,893 177 34378 13,777 417,248

B Wite ((3 315,147 43,812 7,473 34,178 8,850 4D9,560]
"

een @ Romex ‘(r; 293,269 42,727 34856 34,478 2,319 375,448
0

< Rather J:; 279,898 38,238 2,913 378 5,427 . 31352

n 1 Donneiien “ (Er; 273,779 40,222 1,282 24,378, #,751 358,222
1

>Hollander <$3 256,657 44,681 1,208 34,478 14,557 351,275

ol Backus (m 261,002 27,838 11008 24,978 8528 334,330
.

e Mitchelt (f:’ 240,885 34383 473] 24,478 14,499 324,219

 Ditehenty [53 268,358 37,751 1,816 34,3738 ¥,738) 350,856]

<y smith I3 131,613] 414 9,544 181,634
(4 31232281 42,007 549 24,624 825_' 183,234

9 Sinane &. 260,131 34,508 938 34,178 5,364 335120

an Ramhert 45: 247,015 28,079] 1,832 34,478 9,234 320,138

thaw Ross a0 (S) 244,718 24,529 136/ 24,178 13,430 227,293
Il'.lf roation

wmlete this part 1 provida the ifermation, explansbon, or descnptions required Jor Pt I, ines 13,15, 4¢, 53, 5b, 62, 65, 7, and 8 Alse complats this part for xay sddibonal siormaten

“Weturn

gentier | parerance

Explanation

Part T, Line 13

AARF bosrd mambers, officers, a0 5oy aimployens are provided the benefit of fratl-£hass rovel on Mights axnading 5 hours whe R SUSIMESs SIaRS 30 ommOdationt
jare ot svailable AN officers and divactors {other thas mdividusis fisted s both ofhcers and koy e/Rployeus) for AARP 50rve 50 5 veiuntens basts ané ace Aot
compensated for thetr gencrous TOINMEMNt 10 AARF The effters, directors and key empioynas are, hawayar, rannbursed by AARP for trevei and subsistence
<t incurted in CormyIng out their dulizs In adSitin, ficers and directars are reimburned for troval and Jubs Ftance costs,incurned far $pouses /companions
accompanying them 1o A£s01anon funciiona T he sfcere and boatd members feceive & RTOLTAUP PHYMENT 1O ¥nguUre there 8re no out-afpockat axpensns related
ito the incoms texes for the t 4nd ta% gro3s-Up payments are treated s texabie ncome to
lths Dificers ond directars The Chief Execstive Officer of ARRP 12 given an aonusl uet paymant of 5,000 te covar smy incrdentsl expensas AARE peys e
ppiicabie Texes op b benslf

partt, Line &0

Lin MacMaster recaved o severancs paymant of §.17 2,088 £0 for her separstion on 84,2008
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Softwore ID:
Softwars Version:
EIN: 95-1985500
Nama: AARP

n B30, Schaduls R, Part ¥ - Identitication of Disregs:

raed Entfties

Returp to Foerm l

<)
[} [ Lagat Domisiin o i} {Fy
Hame, address, and EIN of disregarded entity Brmary Agtivity . (staty Totat ingame End-ofpear assats Direct Controting.
or Farergn [ % Entity
Country)
¥ Properties LG
& Streat KW Raal Zctste Hatding laanp
hingion, DC 2004 Company oe 204,802 HLIETATQ
198858¢
650 F 2.3 00
& Strset W Reat £ststa Holding . AnRp
rangien, BC 20049 Compan b A5 247 18,847,527
1985500
PGSO F 4.5 LLC
£ Stront NW Raal Extata Hotding . AARP
mnglon, DC 20049 Company oF 48783 462,005
1985500
P Carson Flags LLE N
E Straet W Real Estate Helding laarp
Hingter, DC 20049 Company e ° 2477509
1885500
1 Watson B1b7s LG
E Stroet NW feat Estite Holding AARP
et 06 20049 o o 0 10,199,695
1985500
1R Globad Neiwork LLC Capperates with
€ Edrest NW orgumzations AARP
Hington, BC 20088 represanting peaple pe 208343 239329
2439080 50 in ammer countries.
W Andrus TrBurance Fund LAE
B Glre IARP
Pt e 20049 Insucsate cuptive ot ERIZNH 5,193,694
1985800
m 890, A, Part v - Tr with Related Orpanizations
{A)} {8} {cy
Neme of otber orgenizetion Trangaction Amount Tavalved
type{a-r) i3
V. AARF Services Int Consoiieatsd A 3,288,690
P AARP Foundation (zash caniributions) N 21,624,608
. Legel Counsel for the Elgeny (cash contributions) A {097,159
1 AARP Feundstion < 3,093,441
¥ AARP Foundation N 26550000
B Ceges Cauneat o tha Eldary (ckind ety " 53955
3 &ARP Feundation {in-kind contridationg) L 10,126,428
V" RARP Survicas ine Convoindated N 108,424,067
T Tagel Counsel for the Eidorly (in-Kmf cantabutone) N 1268206
B AARR Sarvices In¢ G nsoidatad - ST ms2
£y BARP Poundation P 1408802
3 Laget Cousal far the Eldeny » sa805
3 - A T 1 e O
) - AARF Insitance Plan {s6& Schedule O for axpinnation) N 264,411,468
& RARP Serviess iné Consoh
3 rvicas in¢ Consoiidated « 089,620
£] AARP Servises Inc Gonsohcutad {Ivaant payment,
) i 4 payment) R 5,000,000
£ AARF Serrices figuted
3 srvicas tng Gonsolidate N 11362917
Iy AARP Founsation (usl stploYes reimbuTmEnt)
) ¢ pioy ementy ° 233,307
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As Filed Data - |

DLN:

$3493182000009]

Depreciation and Amortization
(Including Information on Listed Property)

. 4562

@rtment of the
asury

wnei Revenue
vice

¥ Sae geparats instructhons, P Attach bo your tax retum,

JOMB No 1545-0172

2008

Attachment
Seguence No 67

ne{s) shawn on retum Business or activity to which this form reletas Tebent i
RP

Form 990 Page 10

ying number

83-1985500

mecﬁon To Expense Certatn Property Under Section 179
Note: If you have any listed preperty, complete Part V before you cgmga'ete Part 1,

Maximum amount See the ingtruckions far a higher hmit for certain businassas

250,000

Total cost af section $79 property placed in service {see instructions) o . . N

Thrashold cost of sectian 179 proparty befors reduction tn limitation (sea nstructions}

800,000

R

Reduction ia imitation Subtract hne 3 from fine 2 ¥ 2ero or lass, entsr -0~

ERITRIVE T

Dollar imitation for tax year Subtract ina 4 from line 1 1fzero or lass, enter -0D» Ifmarned fillng
saparately, see mstructions

{b} Cost (business use

ol (<) Elacted co

{n} Descnption of propearty

5t

Listed proparty -Enter the amount from kine 29 P e e ]71

Total ejected cast of sechion 17% property Add smounts in cofumn {¢), hines 6 and 7 [ 8
Tertative deduction Enter the smalteroftine S5orbine8 . . . . . . . . d
Carryovar of disattawed deduction from hine 13 of your 2007 Form 4562 Y N . . . . 10
Business tcome kmiabion Entar the smalier of business mcome (not kess then zem} or king 5 {see nstructons} P 11
Sectiort 179 expense deduction Add hineg 9 and 10, byt do not entar more thanfme 31+ » v v 12

Carryover of disaliowed deduction to 2009 Add haes 9 and 10, less kne 12 N } 13 i

) (Ses mnstructions )

1te: Do not use Part I or Part 11T below for listed property. Instead, use Part V.
$pecial Depraciation Allowance and Other Depreciation (Do not wcivde histed propert

e for

- Spacial dep
tax year {sae tnstrugtions)

d property {other than histed property) piaced n servica duning the

14

+

i Property subject to section 158 (f{1) electinn

15

+ Dther daprecimbion (including ACRSY

16 20,185 808

870 WMACHS Depreciation (Do not 1gciude hsted grogart;( 3 (See mstructlons )

Section A

' MACRS deductions for assets piaced in sarvics in tax years beginning before 2008
+1f you are electing to group any assets placed n service duning the tax year into one or more
general asset accounts, check here .

o« [ S I S U TR

17;

Section B-—-Assets Piaced in Servlg__q_qm 20 8 Tax Year Using the General Depreciation System
(e} Basis for .
k) Month and depraciation -
=) C‘;;’;Z:"‘f‘"" of Ew)a::ri:li:d n (b"ﬁmzs‘ﬁ‘;"“"“"‘ “ ;:::;ﬁrv {e) Convantian|  (f) Method (D opracianon
anly-sgainstructions}

a3-year property
b 5-year property
G 7-yaar property
d10-year property
e 1 5-year property
1 20-yaar property
g28-year property 25 yrs it
hRaesidentiai rental 27 8 yrs MM Sh

property 27 S yrs kckil A
iNcoresidential real 39 yrs MM Si

proparty MM SiL

Section C—Assets Placed in Servies Dyting 2008 Tax Yeur Using the Altermative Dthn System

aClass life S/t
b12-year 12 yrs Sl
< 40-yaar 40 yrs MM S
m!ﬂ Summary (See nstruchons)
i Listed property Enter emount from fine 28 < o e + . » . . . 21
¥ Total. Add amaunts from line 12, fines 14 through 17, hines 19 and 20 incolumn {g}, and Iine 21 Enter have

and on the appropriate ines of your return annershw: and S corporationa~-sea instr N ‘ v . 22 20,155,805

3 For as5ets shown sbove and placed in servica during the current year anter the
portion of the basis attributable to section 2634 costs

M P

¢ Papanwork Redustion Act Notice, see separate instructions. Cat No 12606N

Form 4562 { 2008)
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m 4562 { 2008} Page 2
Listed Property (Inciude automobiles, certamn other vehicies, cellular telephones, cartain computers, and
property used for entertasnment, recraation, or amusement.)
Note: For any vehicie for whith you are using the standard mileage rate or deducting lease expense,
complete anly 24, 24b, columns (a) through {c) of Section A, al of Section 8, and Sectfon If applicable.
ction A--Depraciation and tion {Caution: See the mstrucﬁons for Hmits 355!

# Op you hav & v dence to suppott the bwmi;nslmve&mum usq clamed? rhs an

(€}
e of bty {1t [pote bhvet | mwehpant | Costof obor s o Svend meboaay ocpmemten/ B
pe of propal L of prRcRon
elicies first) servke use basis “’“““‘“"’g‘,ﬁ""e"‘ penod || Canvertion deductan sectian 179
parcantage
Specih dopreciation afowande for qualined. lised property placed i service mmng th: tex year and used more
than 50% wn 2 yialfied busarss usd (B mstudiions) 5
Property used inore than 0% m » qualified business vse
; % I il 1 1 1
% | ! ] 1 I i
%] ] 1 I 1 I
froparty usad 50% or lesa lra quniified business use
1 % | - . I (X ! ]
i k3 { ] L } i
i % I e L 1 1
-Add smounts v -column {h), ftnes 25 through 27 Enter hets and on hna 21, page 1 . l 28 I {
Add amounts o columi {1}, line 26 Enter here and ot ftne 7, page L . . ! 20 ‘

Section B—Information on Use of \Iehlctes
mplete this section for vehicles usid by a sole proprietor, partner, of other “more than E% dwier,” or refated parson
2u provided vehicles 1o your empkiveas, first answar the quesuons jn Section C 0 see i you meet a0 excaption 15 Lompleling tis section for thoss vehicles
(=) {» (e} (d} {e} (£}
1Total business/invesimant mifos drivenduring the | yohclat | vehicle2 | Vehicls3 | Vehcled | vateles | Vecise
year {do not mclude commuting tilas)

{ Total commuting mies driven during the year
1 Total other persopai{noncommuting] mies deiven

1 Total mies driven dunng the year Add mes 30
through 32 Ve e s e e e e s
} Was the vehicie availabis for personaf use Yes Mo Yes | No Yoz No Yes INo | Yes | No | Yes | No

dunng off«duty hours? . . . . .
s Was the vahiels used primariy by 8 mare than 5%
owner or related-person® .« . . .
5 1s anothar vehigle avaifable for personsl use? .
Section C~Questions for Employers Who Provide Vehicles for Use by Their Employees
swert these guestions to determing if you maet an axcaption to complating Sevtion B for vahicies used by employees who are pot more than
1 owners orelated periond {see nstructions )
¥ Dg you mantain a wattén poiicy that pi bits alip 1 use of vehi¢les, tncluding xommuting, by your Yeg No
L D T S S T T S S T R S S T S

$ Do you mamtain a written policy 5 that hib | use of velucles, excsptiommutcnq, by your
employeas? Sea the instructions for vehictes used by vorporate officers, diractorg, or L% of Mpre owners  , . -

ODoyuutraatnnusec!vehx:lesbvnmp!n\feasesporsonalusa’ e e e e e e e s e e s

} Do you provida mare then five vehicles to yout employeas, cbtain informetion from your employees ahnul the use of the
vehicies, and retain theinformabion recewved? . . .« s« v 6« a4+ e s

i Do you meek the requiremants concerming d bile & use? {Saginstructions ) » v 0 s
Note: If your puswarto 37, 38, 38, 40, or 41 13 "Yes," do not complete Section B for tha coversd vehicies

B Amortization

b,
{a) Gate te} ) e ()
Descnption of costs amortzation A’:tr:::::!e s::td;:n period or . m:;f;zut;:rr\ or
baging parcantage ¥

2 Amortization of costs that begins during your 2008 tax year {see imstruchions}
I i ] {
§ Amortization of costs that bagan before your 2008 tax year e e e s 1 43 82,846
¥ Total Add amounts in column {f} Seo the instructions for whera to report . . [ 44 52,846
Form 456% {2008}
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CONSOLIDATED {:KNANC.QAL STATEMENTS
December 31, 2008 and 2007

" (With Independent Auditors’ Report Thereon)
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HHMG LLP
TME

}ﬁ(}ﬁ;}mﬁem Auditors’ Report

The Board of Diréctors
AARP, In

We
zsi%‘iiim&
of activit §
verpoasibility of AARP mans
{inancial statements based &

neial position of X\i\’ e and
g }M am} 26}6% and the related consolidated staternents
oimmd A } wﬂiﬂ}kn?\ are. the

We condy
Ametica
whither the financial statements
insernal control over Hnanciat rs:pexrz
cireumstances, bat not for the puy
contfol over fmancial reporting.

: gi» consideration «
ing sadit procedures that ave apps ogmdw ?n skc
ing & opinion on e effectivenesss ol AARP ¢
no such: opinfon, An auditt also - includ
mmmxmxzs‘ an n test basds, s and asures i the Haancial statement
as e the adcounting prinel imates made by mar nent, -as well ax
tm%u ting the overall financial sr;xiemezm prc&cmamm We belivve that our andits ‘mud E
o our apinion.

wlwted fhiandial s«t\mmmxx nimm?
»3

w ahxm px:.sem fanly, i all material
72 i e changes it net
swenerally !\,&cptuﬁ acconnting

T our opioion; the con
. the finaneial position of
ad s cash Hows for the w

discussed i pote 2 to RP adopied Findneidt A

kmm atds Roard Statement No! 18

Countng

KPrlas LLP

March 30, 2009
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008 2007
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AARP

crivities

Conselidated Statement of

Yenr ended Decombaer

Temporarily
restrieted

2
=

Total

TRTatE ThoTe

cased fron resivieiiony

P

¥ opurs

WA

cesria fxes {uote B

gex ather
(notes Hand 11

Changs iy gl wirets befoeoff
of MUt provis

{1,546}

g0 i net

o of year 306,942 1,936

8,590

fatemeniy




Temporind
restrieted Tatal
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AARP

Consolidated Stntements of Cash Flows

Ve

Hi% and

ars ended December 3

{In thousandsi

o0k 2807

Hows fom oporating
e in nel assets

{20354y 9563
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Degember 31, 20

18 and 2007

Diebt securitieod, insbitutiona! mutuad fonds, equl
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Publications Advertising

Wwitho
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in the maonth of each publication’s issue date.
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Ritk Sinith

Senior Vice Presidert for Policy :

Pharmacentical Research and Manufacturers.
of America (PhRMA)

G0 F Street NW

Washingten, DiC. 20004

Dear Mr. Smith:

Thank vout for appearing before the Subcommittes on Health on Decernber 8, 2009, al the
i re Prices Rising Too Past?.”

Pursuant 1o the Cammitiee™s Ride
o you from certadn Membr e Comm
response to the Member who submitted the questions:

tee. In preparing your angwers, please address your

[

en, Chiel Clerk, in

0. to Barley Gr
via e-mail o
cGreen or Jennifer

Please provide your responses by February 9,
Room 2125 of the Ravburn House Office Building ar

nholz at (202}

2927 if you have questions.

- Waxman
Chairman

Altachment
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. Richard L Smitk
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Febraary 4, 2010

The Honorable Herry £
Chalrman
Conmmi

Thank vou for your letter-of Januury ! d Cramer, the Chalr of
: AARP Board of T 3 ¢

on drugs, she w
v positions and op

onded to
ARP s social tm
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the regularand 3

LN dc\zzwsos;; 1

it %@*L Houm

upan g
Rather,

Responses to Questions

We now provide respors

1. During the hearing, vou confirmed that the majority of AARP'S 51.3 hillion,
annual operating budget is funded by “rovalty fees” from insuraace
company profits. You also committed to providing the Committee with 2
detailed account of the sources of these vovalty fees.
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companies
for the right

fnancis

also a wide v
travel amd fot

from pim ;&:i« of fina
mz‘:’;zms Wi z":uax ed fr

estyie, and off

ewould

yplement plans

Tasurance §:’§zﬁm\: the ay )pw\a mﬁ §wx§uﬁ share of AARP-branded
products in the Medicare supplemiental insurance (Medigap) market;
and the annaal rovalty fees AARP penorates from the sale of AARP
Medicare Sunpplement Instrance Plans in terms of total dollars,
dollars per polioy sold, and sy a percentage of premiums charged to
enrollees.

b, The nuaber of people enrolled in AARP-branded Medicare Part (

insurance policies; the approximate market shave of AARP-branded
products in the Medicare Part U insurance market; sond the annual
rovalty fees AARP gencrates from the sale of AARP-branded
Medicare Part C insurance policies in terms of fotal dollars, dollars
per policy sold, and as a percentage of premivms charged fo enrolle
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s that the

ivare Advantége plans.

¢ Theoumber of people envolled in AARP-branded Medivars Part
preseription drag plans; the approximate market share of AARP-
branded products fu the Medicare Part D lnsurance market; and the
annual rovalty fees AARP generates from the sale of AARP-hranded
Medicare Part I preseription deug plans in terms of total doliars,
dollars pey policy sold, apd-as a percentage of preminms charged o
envollees.

od us that

ription ¢

Hegnroll

As Chair of the Board of Birectors for AARP, please deseribe {n detali the
Board’s responsibilities regarding the availability of adeguate finavcial
TesuRIees,

3 Do members of the Board of Divectors or executives of AARP use projections
of annual revenue for future fseal vears in making strategic decisions

garding AARP s operations? H so, please describe how these revenne

s are produced and used.

not, to my kaowledge, had anv estimate of revenues that /

REP would lose or
gain under House bill 39627 Please confirm that this statement is sdll
accurate. Please detail the steps vou have taken since vour testimony to
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eonfirm that no member of the Board of Directors or employee of AARP has
engaged in, reguested, or received such an apalysis,

AARP,

L

Given that AARP receives o majority of Hs snanal revenue from royvalty fees
from the sale of AARP-branded insurance products, why did the Board
neglect to conduct or regiest an analysis of HLR. 3962%s potential impact on
the sale of such inserance prodacts? Do vou believe this fatlure comports
with vour fiduciary duties as members of the Board of Divectors?

B, According fo AARP's official fHings with the IRS, United HealthCare snd
other insurance companies pa REP “a portion of the total preminms
collected” from any RP-branded health insurance product. Were any of

ARPs devision to endorse FLEL 3962 aware of this

thie people involved in
fact?

oard are, ot e

7. Sipce AARP receives Ya portion of the total premivms collected” from
AARP-brapded health insurance products, is it therefore true that AARP
revenues would lncrease i more bigher-cost AARP-Branded insurance
policies were sold t tors? Please outline how the Board believes this
“eontingency fee” provision meets approprinte confiict-of-interest sty

ards

set by the erganization, as well as approprinte laws and regulations issued by
the Centers for Medicare and Medicaid Services and other applicable State
and Federal laws,




230

A, Waxman

\mm i s a&.;mons we

# Prior to vour testimony, were vou and vour Board collesgies aware that
AARP Medicare Supplement Instirance Plan policies Hmit access to coverage
for seniors with pre-existiug conditions? How does this policy compoert with

the Board’s stated commitment o “end health siatus diserimination?™

i
i

ipplemen

a

& and
based on pre-gxis
iraprovements woul

AARP name.

& Prior to your festimony, were you and vour Board colleagues aware that the
AARP-branded major medical coverage plans offeved by Aetna charge 64-
vear-glds premiums that are 609%-70% higher than the premivms for 30-
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Izk\sC?

be Jess e
important
vahue

¢ vou and your Board colleagues aware that
most A:&Riﬁ?&wmﬂe \ﬁ{\(ﬁﬁmre Fart I} preseription drug pmm do not offer
enrollees nuy benefits in the coverage Mg;« {or “doughnut hole™y? How does
this policy comport with the Board’ commitment to “end health
status diserimination?”

93}"5 §> pimw tron
s, the Dis
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11, During'the hearing, vou stated, *We make sure that our members have the
best policles that we can bave under state and federal law.” Given the fhets
deseribed in Questions 7, 8, and 9 regarding AARP Medicare Supplement
Insurapnce Plans, AARP-branded major medical coverage plans, and
branded Medicare Part D preseription drag plans, do von still believe ¢

ARYP provides fts members with the best possible plans as allowed by |

or Federal law? I so. please cite the Federal or State Jaw that reguives

insurance companies to subjeet thelr enrollees to a siv-month walting perfoed
for coverage of pre-existing conditions, the teral or State law that reguires
insurance companies to charge older envollees higher premivms than thase
charged to similarly situated vounger envollees, and the Federal or State law
that prohibits Medicare presoription drug plans from providing benefits
during the coverage gap.

pro

12 In vesponse to 2 guestion asked by Congressman Shimkus, vou conflrmed
that the AARP could pol continie its curvent operations without the 5653
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AL Waxman

maillion o annual revenue it recelves frond i business relationshipy with
insurance companies. Given the vital importance of this revesue stream to
vour organization and H.R. 3962%s significant potential impact on this
revenne stream, did the AARP Board of Directors and AARP s executive
staff members recuse themselves fron the decision 1o endorse LR, 39627
i anyone whe receives Husuicial compensation from AARTP participaiv in
the decision fo endorse LR, 39627 Did aavone who receives fnancial
compensation from AARP attempt to Influence the organization’s declsion to
endorse HLR, 39627

potential impact of' ¢

Please deseribe bow AARP defermines the compensation packe
officers. Is the compensation, including salary, bovus, and any :
ARE dependent on the amount

compensation, of any officer or emplovee of
of revenue received by AARP {rom thie rovally fees of the sale of Tnsurance
products?

Asg noted abowve, the AARP

#
compensated for their sery

ey incurred i connechion

AARP s Form 9890L

VD Deen e

1 part on the
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14, o distussing AARPs refationship with the nsurance companies from which
it annually collects over S650 million in rovalty fees, former AARP exeeutive
Marilvae Moon is guoted in 2 Bloombergcom article as stating, " There's an
inherent conflict of nterest.”™ Do yvou orany of vour fellow Board members
sgree with vour former execntive that AARP s mission to help seniors has
been compromised by its reliance on rovalty foes from lnsurance company
profis? )

stonal Budeet Office has projected that LR, 3962 will result in

18, The Congr i

160 in ents to Medieare Part C plans and 3 million sentors who have chosen
to enroll in Medicare Part O plans losing such coverage. Using the best
available data regavding the percentage of Part B envolices envolled in AARP
Medicare Sapplement Insurance Plass aud the rovalty fees AARF recelves
fromy the sale of such insurance predudts, how much additionsl revenue
could AARP expect to receive from an adiditional 3 million Americans
becoming envolled fn Medicare Part B?

With rospect 1o privaie
provi
Appropria §
this decade. With

SRUSR 0

promise of
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vt 1o sy

Drid the Board decids fo endorse legistation that would allow AaRP-branded
Medicare Supplement Insurance Plans to coptinue to Himndt accesy to coverage
for seniors with pre-existing conditions? I not, how was the endorsement
decision made and who mude 12

HLRL 3962 reguives every wiajor type of health fnstirance product to have a
medical loss ratio of at least 85%. However, this lexisiation, wag drafted in
such a way as fo allow Medigap insurance policies, such as AARP Medieare
Supplement Insurance Plans, to have o medical loss ratio ol just 85%. In
vesponse fo & question by Dr. Glogrey, vou stated von were not aware of (his
special exemption given to Medigap hsurance policies, such a5 the AARP
Medicare Supplement Insurance Plans, IWAARP and its Board of Dive

tors

were as thorough in thelr review of the legislation as vou clalm, bow do vou
explain the fact that youw were unaware of the

special exemption given o an
nificant portion of your

such a

insurance product that producs

organization’s apnual revenues?
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reduiremen

18, Why did the Board decide fo endorse Tegistation that would requice every
other form of health insurance to vetain vuly 15 cents of every premiwm
dollar in administrative overbead and profit—while allowing AARP-branded
Medicare Supplement Insurasice Plans to retain 35 conts of every dollar for
profit and rovalty fees provided to the organization?

’a‘?s’wilmﬁ‘i&ﬁﬁs{}ﬂ {@._N e-maails, m ee;ma minuies, ete. ) Hoean pm\ ;xit‘ m
demonstrate that trus creived their s%h?i»‘ﬁ;fﬁhi‘ﬁ“ governance hefore
deciding to endorse the legislation? How many members of the Board read
the 1,990 pages of HLR. 3962 in thelr entivety beforve votlng to give i thie

argd anization’s endorsement?

20, Own November 17, several Republican Members of Congress wrote 1o/
asking the organization to reconsider its endorsement of H.R. 3962, D
Board meet to consider this request-—and i vot, why not?

AB X ;ﬂmaw aboy

21, What is the aver

medical loss ratio (Le., the percentage of preminms paid
out fu the form of medical claims) for AARP-branded Medivare Supploment
insurance Plans?
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In response to o guestion by Dr. Glngrev, vou commit
Crommittee kunow “; nd *w@mz AARY recelves any mgzg act
Department of Ju y“mwﬁmw ﬁw rm alt AARP vec

sale of AARP Med 3
a hegring on HURL
Wavs muﬁ ,\i it

i
stie

,_
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