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BY ZAC HAUGHN, ASSOCIATE EDITOR



W
hen President Richard Nixon declared war on drugs in 1971,
the idea was set forth to aggressively interdict the production
and distribution of drugs. Today’s war for drugs maintains an
opposite philosophy, aiming to help citizens get their pre-
scription drugs as easily and equitably as possible. The war-

ring factions in today’s fight aren’t drug dealers and police over illegal trafficking but
rather government agencies, politicians, private industry and consumer advocacy
groups fighting about what’s transpired since Medicare Part D’s implementation in
January 2006, and how the program should evolve from here.

Since Democrats have taken power in both houses of Congress, the efforts to
reform the system have largely been based on the idea of government-negotiated
drugs. Already passed in one chamber of Congress, the idea could once again over-
haul Medicare’s prescription drug plan. With the 2008 presidential election already
heating up, health care reform will once again be in the headlines. Will Uncle Sam
intervene more aggressively? And will the results be any more effective than the ill-
fated war on drugs? 

THE BEST LAID PLANS
Part D’s early struggles—over coverage, cost, and convenience—were no secret. They dominated
mainstream media coverage for days and sent both physicians and patients into a tizzy. The issue that
predominated the frustration was the so-called “doughnut hole” gap in coverage. Physicians were
looked at with befuddlement when they told patients their prescriptions were covered up to a certain
dollar figure, where they were then dropped completely from coverage until they had spent a certain
amount out of pocket—and were able to have their drugs covered again. In 2006, the doughnut hole
gap began at $2,250 of total drug spending and ended at $3,600, and changed in 2007 when the gap
began at $2,400 of total drug spending and ends at $3,850. 

“[People] were confused by its calculation, not understanding that the full price of their drugs, and
not just their co-pay or co-insurance, counted towards the initial coverage limit,” says Vicki Gottlich,
senior policy attorney for the Center for Medicare Advocacy. “Thus, even people who anticipated the
coverage gap were surprised when they reached it.”
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FEDERAL EFFORTS TO OFFER LOW-COST DRUGS FOR

SENIORS HAVE DRAWN BOTH CRITICISM AND

PRAISE. ONE YEAR AFTER MEDICARE PART D TOOK

EFFECT, HERE’S A LOOK AT WHAT WENT RIGHT,
WHAT WENT WRONG, AND WHAT COMES NEXT.



Along with most people’s patience and money, the dough-
nut hole also swallowed some people who qualified for
Medicare and Medicaid. Marc Nuwer, MD, PhD, Professor of
Neurology at UCLA School of Medicine and chair of the AAN
Medical Economics and Management Committee, relates an
anecdote about a patient who originally had all of his medica-
tions covered because he was disabled and indigent. “His med-
ical drug coverage was switched from Medicaid to Medicare
Part D and now he is faced with the doughnut hole and
deductibles,” Dr. Nuwer says. “This patient is clearly worse off
because he used to get his medications for free and now he has
to pay despite being totally disabled and lacking money to
pay.” 

The typical senior, however, has
had a favorable opinion of the drug
plan, according to a poll by the
AARP last October. Almost twice as
many respondents (48 percent) con-
sider Medicare Part D to be a good
thing for Americans having difficulty
paying for prescription drugs as those
who consider it to be bad for older
Americans (26 percent). “Millions in
Medicare have been saving with their
new Part D plans leaving an overall
favorable impression of the pro-
gram,” says AARP Director of
Government Relations David Sloane,
in a release by the organization.
“Improvements still need to be made
to bring down costs and to get more
limited-income people the added
assistance they need.”

To assist those who fall into the
doughnut hole and find themselves
unable to pay for their drugs, pharmaceutical companies and
states may offer a patient assistance program. However, the
pharmaceutical programs can be limited and not all states offer
an assistance program, says Ms. Gottlich. However, some
patients may qualify for “Extra Help,” a special part of the
Medicare Part D program that offers drug coverage at low cost
for qualified people with limited incomes and resources,
according to the AARP. If a patient receives Medicaid or SSI or
their state pays their Medicare premiums, they should receive
full Extra Help automatically. Patients may also apply if their
monthly income is no more than $1,225 for an individual or
$1,650 for a married couple and the individual has under
$11,500 ($23,000 for a couple) in savings and investments,
according to the AARP. These figures are likely to be slightly
higher in 2007.

For help determining if they qualify for any assistance pro-
grams, patients can contact the State Health Insurance
Assistance Program, or SHIP at shiptalk.org. SHIPs provide
free counseling and assistance via telephone and face-to-face
interactive sessions, public education presentations and pro-
grams, and media activities. The Partnership for Prescription
Assistance can also tell patients if they qualify for assistance
from pharmaceutical companies at pparx.org.

There was also substantial difficulty in deciding, enrolling
in, and accessing plan benefits. A survey by the Medicare
Payment Advisory Council found that the typical beneficiary
spent more than eight hours deciding among competing plans,
and some states offered more than 40 different plans in 2006.

This prolonged effort and research
hurt some beneficiaries.

“People complained that the
price of their drugs increased from
the time they first did their Part D
plan research, resulting in their
reaching the gap earlier than antici-
pated,” Ms. Gottlich said. The num-
ber of plans jumped to at least 50 in
every state but Alaska and Hawaii in
2007.

New problems are already facing
Part D beneficiaries in 2007. The
Humana Complete Plan, the one plan
that included coverage for all drugs in
the doughnut hole in 2006, reduced
their gap coverage in 2007 to provide
only for generic drugs, according to
Ms. Gottlich. “That doesn’t help peo-
ple who take drugs for which there is
no generic equivalent,” she says. Also,
“there are 11 states that have no Part

D plan that offers brand name drug coverage in the gap in
2007. So, the people in those 11 states have fewer choices than
last year.”

IF IT AIN’T BROKE…
Few will argue the need to retool the prescription drug plan to
fix the doughnut hole, but proponents of Part D contend there
is no sense in tearing down the house to fix a broken sink.
“We’ve got a program that is working,” says Rep. Joe Barton
(R-Texas), in a Jan. 13th Washington Post article. “As they say
in many parts of the country, if it ain’t broke, don’t fix it.” The
case for the basic principals of the current plan follows the text-
book model of free market economics: The current system sets
insurers against one another in a healthy competition to nego-
tiate the lowest prices from drug makers, and, in theory, pass
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THE TYPICAL BENEFICIARY
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Is the idea of universal healthcare back from the dead? Thirteen years after a blitzkrieg of lobbying and advertising efforts
killed the Clinton’s plan for insuring all Americans, the idea appears to be picking up a lot of momentum.

• In California, Gov. Arnold Schwarzenegger (R) has proposed extending health coverage to nearly all of the state’s 6.5
million uninsured citizens. His plan would require all Californians to have insurance, with the poorest being subsidized.
Businesses with 10 or more employees would have to offer insurance to their employees or pay four percent of their pay-
roll into a state fund. The plan also disallows insurers from denying coverage to people because of their medical history.

• A plan proposed in late January by Pennsylvania Gov. Edward Rendell (D) would create a state-subsidized private
insurance program for the state’s 767,000 uninsured. Taxes on tobacco and businesses who do not offer insurance would
pay for the program and would eventually require families earning more than 300 percent of the poverty line (roughly
60,000 for a family of four) to obtain coverage.

• Vermont has passed legislation that will expand coverage to 96 percent of citizens by 2010, while Illinois began a
major expansion for children in 2005.

• Other states considering expanding insurance are: Connecticut, Indiana, Iowa, Louisiana, Minnesota, Missouri, New
Hampshire, New Jersey, New Mexico, North Carolina and Wisconsin, according to the National Conference of State
Legislatures.

• At least three of the front-runners for the Democratic nomination for president are in favor of universal health cov-
erage. Sen. Barack Obama announced his goal to have every American insured within six years in late January and Sen.
Hillary Clinton has remained steadfast in her support, despite her famed troubles in the 90s. Former Sen. and Democratic
vice presidential nominee John Edwards said, “When are we finally going to say, ‘America needs universal health care?’
Because we do. We need it desperately.”

UNIVERSAL APPEAL?

on those low prices to seniors by offering competitive month-
ly premiums. Said House Minority Leader John Boehner (R-
Ohio), in a Jan. 13th Washington Post article: “Many of us
believe that competition and using free-market principles in
the long run produce better results, lower costs, higher quality
and more satisfaction among seniors. And that's exactly what
we've seen with this plan.” 

And there has been no shortage of ads, lobbyists or press
releases trumpeting the success of the current plan. The
insurance industry has been touting figures showing an aver-
age savings of $1,200 in senior’s drug bills, while sustaining
their choices in drugs and pharmacies. Drug industry groups
like the Pharmaceutical Research and Manufacturers of
America have spent more than $1 million during the month
of January alone in full-page newspaper ads expressing sup-
port for the current drug plan, using the $1,200 savings claim
among others.

The Department of Health and Human Services reported
that average monthly premiums will be about $22 for 2007—
if beneficiaries remain in their current plan—down from $23
in 2006 and substantially less than the $37 average monthly
premium estimated for the program, which cost about $30 bil-
lion its first year. “With all that’s right with the program, it
seems unwise and unkind to jeopardize its success,” says Rep.
Michael Burgess (R-TX).

THIS IS YOUR GOVERNMENT ON DRUGS
In the 2006 elections, Democrats won control of both houses
by positioning themselves as reformers. And one of the first
issues they wanted to reform was health care, in a response to
the growing negative sentiments about the pharmaceutical
industry’s profit margins and soaring health care costs. House
Democrats and some Republicans contended Medicare could
squeeze lower prices out of drug manufacturers by using the
negotiating sway of the large amount of its members, and thus
passed H.R. Bill 4. This legislation passed by the House of
Representatives Jan. 12 would: 

• Require the federal government, through the office of the
secretary of Health and Human Services, to negotiate drug
prices for Medicare.

• Neither permit a formulary nor require an automatic dis-
count.

• Require the secretary of HHS to pursue negotiations and
report back to Congress in six months. 

The legislation is supported by some seniors’ groups,
including the AARP. ARRP CEO William Novelli said the bill
represents “a common-sense approach to give the HHS
Secretary the opportunity to develop a workable negotiation
process for prescription drugs, consistent with the structure of
the Medicare drug benefit, with the ultimate goal to lower
drug costs," in a release by the organization.
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“Common sense” might be one of the last phrases used by
the bill’s detractors. “H.R. 4 has no teeth, no real way to nego-
tiate,” says Dr. Nuwer. “It’s like they’re just going to say, ‘Please
cut your prices, or we won’t like you any more.’ There’s no
teeth or real economic threat in that. H.R. 4 rejects a formula-
ry, which is likely to be the only way to get price cuts.”

However, Dr. Nuwer says the idea of negotiating drug
prices is good, and something needs to be done. “Drug prices
were about six percent of the medical [costs] 30 years ago. Now
they are 20 percent—a huge increase. Our medical costs in the
US are nearing $2 trillion annually. So, medications cost about
$400 billion annually, and the rate of increase goes up way
faster than inflation,” he says. “Now we spend on drugs one
dollar out of every $25 in the entire US gross domestic prod-
uct. That’s huge.”

The case for H.R. 4 is made by pointing to the Department
of Veterans Administration’s model for prescription drugs. VA
beneficiaries pay lower prices for their drugs because—H.R. 4
supporters say—they are able to use the clout of their large
membership to negotiate lower prices. Prices are 58 percent
cheaper through the VA than Medicare, on average, according
to a study by the nonprofit advocacy group Families USA. For
example, the lowest price for a yearlong supply of Zoloft
through the VA plan was $466, while a year of Zoloft through
Medicare cost $820, the report concluded.

However, unlike Medicare, the VA receives an automatic 24
percent discount from the average wholesale price. This is
because it sacrifices the amount of drugs it can offer benefici-
aries by promising not to offer competing drugs, thus narrow-
ing the formulary.

According to a statement by Rep. Ginny Brown-Wait (R-
Fla.), who opposes H.R. 4, Medicare has about 4,300 drugs
approved for coverage while the VA plan has about 1,300.
Furthermore, 33 of the top 100 prescription drugs used by sen-
iors are name-brand drugs; the VA excludes of 20 of these 33,
including Lipitor, Prevacid and Nexium. H.R. 4 is “not the
same as the VA,” Dr. Nuwer says. “The VA uses real threats not
to purchase the drug unless the manufacturer cuts the price.”

The plan has not received positive reviews from government
agencies. The Congressional Budget Office said it will have a
“negligible effect” because the HHS most likely couldn’t nego-
tiate better drug prices without a formulary.

The prospects of implementing H.R. 4 in its current form
are slim. The vote on the bill, 255 to 170, is well short of the
290 votes necessary to override President Bush’s veto—which
White House aides indicate he will do if it reaches his desk.

There is no companion bill in the Senate, although Sens. Ron
Wyden (D-Ore.) and Olympia Snowe (R-Maine) are sponsoring
a bill that calls for the government to negotiate drug prices in
unique cases, such as when a drug has no competitor. 

FAR FROM THE END
The issues of government-negotiated drugs and fixing
Medicare are not going to go quietly into the night. The
Government Accountability Office lists Medicare as a “high-
risk” government program in need of reform partly because of
the long-term financial uncertainty surrounding it.

In 2005, there were 42.5 million people enrolled in
Medicare. Enrollment is projected to rise to 77 million by
2031 when the baby boomer generation is completely eligible.
At this time, there will only be 2.4 workers paying Medicare
taxes for each beneficiary as opposed to the 3.9 workers-to-
beneficiary ratio of today. Now add this together with the
aforementioned trend of drug prices: six percent of medical
spending 30 years ago, 20 percent today.

If this equation goes unsolved, the days when our biggest
concern was a doughnut hole will seem awfully sweet. PN
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“You can hardly swing a cat by the tail in Washington
without hitting a pharmaceutical lobbyist,” quipped
Sen. Charles E. Grassley (R-Iowa) about the industry’s
ties to Capitol Hill, and specifically, Republican law-
makers. The industry worked closely with the
Republican-controlled Congress to help form the Part
D plan in 2003. In the three-year run-up to the pas-
sage, more than 800 lobbyists were dispatched, senior
organizations and patient advocacy groups that
opposed Democratic alternatives were quietly funded
and President George W. Bush was given 1.17 million
in his reelection campaign.

Drug companies, who spent more on lobbying than
any other industry between 1998 to 2005, dishing out
about $900 million, now have their eyes set on
Democrats: hiring Democratic lobbyists and donating
more money to Democratic candidates. Big Pharma
had been very good to the right side of the aisle. In the
same period, drug companies donated $89.9 million to
federal candidates and party committees, with nearly
three-quarters going to Republicans, according to the
nonpartisan Center for Responsive Politics. 

Ushering in the new Democratic majority in
Congress, Speaker of the House Nancy Pelosi pledged
to run “the most ethical congress in history.” As the
pharmaceutical lobby presses its case to Democratic
lawmakers now calling for government-negotiated drug
prices, that pledge will be put to the test.

TOO CLOSE FOR COMFORT?


