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C H A P T E R  1

Who Is This Book For?
Everybody Who Uses
Prescription Drugs

WHY THIS BOOK?

There are two kinds of people in this country: those who take prescription drugs and those who will. The purpose of this book is simple: to show you how you can dramatically cut your cost of prescription drugs. Following the strategies in this book, you can usually save 50–90% on your prescription costs. Are you thinking that this is impossible—or that it’s some sort of gimmick? It’s not either. The fact is that most people don’t know the simple techniques that can easily deliver huge savings on their prescription drugs.

Here’s just one example. Lipitor, which is used to treat high cholesterol, is the largest-selling drug in the world—$11 billion in sales each year. One of the most frequent dosages is a single 10 mg tablet taken once a day to reduce LDL cholesterol (the bad cholesterol) by 25–30%. At retail, a thirty-day supply costs about $65. Most people get started on Lipitor when their doctors give them a handful of free samples and a refillable prescription for twelve thirty-day supplies. Most of these patients go to their local drugstores to get them filled. If they are among the forty-five-million-plus Americans who don’t have prescription drug insurance, they have to pay the full $65 every thirty days. Very few of these consumers realize that they have many lower cost options that work just as well. For example:


A Generic Drug. Approximately two-thirds of the consumers taking 10 mg Lipitor can just as safely and effectively lower their LDL cholesterol by taking a similar drug called lovastatin that costs about $43 at retail.1 Savings: $22/month over Lipitor (34% savings)

Lower Cost Drugstore. By shopping around by phone or on the Internet with several different pharmacies, this same generic lovastatin can be purchased for as little as $23 (Costco mail order, no membership required). Also, your local pharmacy may be willing to match such prices in order to keep you as a customer. Savings: $43/month over Lipitor (66% savings)

Tablet Splitting. Some patients may find that lovastatin doesn’t work as well as Lipitor. For them, their doctors can write prescriptions for a half tablet daily of 20 mg Lipitor, and receive exactly the same medication in the same dose for about $47. Savings: $28/month over the 10 mg Lipitor (43% savings)



Over a period of years, these savings add up to thousands of dollars for just this one drug. And there are hundreds of other drugs for which similar savings are not only possible, but easy for the consumer who knows what to do. With this book, you can and will save hundreds or thousands of dollars in prescription costs. I’m going to give you detailed, essential, and easily implemented information that will enable you to do this. I’ve been a healthcare insider, entrepreneur, and consumer advocate for thirty-five years. One of my companies, Peak Health Care, introduced health benefit innovations during the 1970s and 1980s that have since become industry standards in their markets, such as insurance coverage for physician office visits, full hospital coverage with no patient cost, and low-cost prescription drug benefits. Both members and their employers saved hundreds of millions of dollars on their healthcare as a result. More recently, my newest company, Hyde Rx Services Corporation, has brought the cost savings techniques of this book to employers and their employees. The result has been that thousands of members along with their employers are saving huge amounts of money for high quality prescription drug benefits. In Prescription Drugs at Half Price—or Less, I tell you the techniques that the drug industry doesn’t want you to know about, why drugs cost so much, and how you can beat them at their own game.

WHO IS THIS BOOK FOR?

This book is for anyone—insured or not—who wants to pay less money for his or her drugs. It may be you, or your parent, or a good friend who is tired of paying full retail prices for increasingly expensive prescription medications.




	Uninsured. You may be one of the 43 million people in the United States who have no health insurance coverage, or one of the millions more, like me, whose insurance doesn’t cover prescription drugs. You may be one of the 3.4 million U.S. workers who have lost their employer-provided coverage during the past three years;2 or one of those who will soon lose such coverage. You may be a retiree whose former employer has cut back on prescription drug benefits or eliminated them altogether. This book can save you thousands of dollars.



	Medicare Part D Drug Beneficiaries. You may be on Medicare, which has just initiated Part D drug coverage beginning in 2006, but which covers only about half of the drug costs for the average beneficiary. You may still be left with large out-of-pocket deductibles, copayments, and holes in coverage. Every chapter in this book can help you save a lot of money on what Medicare doesn’t cover. Also, Chapter 13 explains Medicare Part D and how to find the right plan for you from among the many plans offered.



	High-Deductible Insurance. You may have high-deductible health insurance that doesn’t kick in until after you’ve spent hundreds or even thousands of dollars each year. Until the deductible is reached, it’s the same as having no insurance at all. I can help you save 50–90% on your drugs.



	Insurance with High Copayments. Even if you are one of the lucky ones who has first-rate coverage through your employer, you are undoubtedly finding your copayments are costing you more and more every year. In many cases, your copayments can actually exceed the total price of the drugs you’ll find by using the techniques detailed in this book. That’s right, even insured consumers can save a lot of money with this book.



	Health Savings Account. Finally, you may be one of the more than one million Americans participating in employer-sponsored Health Savings Account (HSA) plans.3 With an HSA, you receive a high-deductible insurance policy combined with an employer/employee-funded savings account which you can use to help pay for the deductible and other out-of-pocket costs. The idea behind HSAs is that, when you’re spending money out of your own savings account, you’ll feel like you’re spending your own money (which you are), and that you will be a more savvy, price-conscious consumer of healthcare services. It’s actually an excellent idea, but it practically forces you to become a much more informed, discerning prescription drug buyer. If you have an HSA, the techniques in this book will help make your savings account grow from year to year, rather than shrinking under the burden of ever-higher drug costs.





Regardless of your health insurance status (or lack thereof), you are almost certainly paying more than you need to for your prescription medications. Worse, the high cost of drugs may be preventing you from buying them at all. This book will help you get the drugs you need at the lowest possible cost.

WHY DO DRUGS COST SO MUCH?

Why are prescription drugs so expensive and becoming more so? The U.S. consumer price inflation rate has been running at less than 2.5% for the past ten years, and yet drug costs have been rising by double-digit rates for just as long.4 And many new drugs are being priced at hundreds or even thousands of dollars per treatment. The problem is that drugs are not priced or sold under the same free-market rules that govern almost everything else you buy, from DVD players to cars to food to clothes to, well, almost everything.

Instead of manufacturers and retailers setting competitive prices to attract the business of price-sensitive customers, we have a system where drug companies can set arbitrarily high prices that are paid by insurance companies who have little power over the doctors who actually decide which drugs are prescribed for patients who don’t care about cost because most have insurance. As far as the drug companies are concerned, you aren’t even the customer. Your doctor is. Don’t believe me? Just ask any drug representative who works for a brand name drug manufacturer. And since doctors don’t pay for drugs, they have little reason to either know or care how much they cost. I can’t imagine a more lucrative business model for any company than to have customers who could care less about the cost of the products they’re ordering.

This system is clearly not working for you, because you are a price-sensitive customer. You want and deserve to get the best medication at the lowest price.

This book will tell you how.


C H A P T E R  2

Know the System to
Beat the System

THE CURRENT DRUG PRICING SYSTEM IS IRRATIONAL

A lot of people, myself included, love Hershey’s chocolate bars. They cost about sixty cents each, and people buy them by the boatload. Many can’t imagine ever eating any other chocolate bar. So here’s my advice to the Hershey company on how they can increase their revenues by almost a hundred times—overnight. All they have to do is increase the price of each Hershey bar to $55. That would make them one of the most profitable companies in the history of the planet.

What’s that you say? Where ever did I come up with such a cockamamie idea? I got it from an article in the Wall Street Journal reporting that the Italian drug company Sigma-Tau had just increased the price of its cancer drug Matulane from 60¢ to $55 per pill.1 So if a drug company can do it, why can’t Hershey? It’s obvious, of course, why Hershey can’t do it. Nobody would pay $55 for a candy bar, especially when store shelves are laden with competitive products for 1% of the price. So how can Sigma-Tau think it will get away with such an obviously irrational move? The answer goes a long way toward explaining why healthcare costs in general, and prescription drug costs specifically, are so high and getting higher at a record rate.

The current system of high-cost drugs is based on a single, aberrant economic principle. Most consumers neither know nor care about the actual prices of their drugs. That’s because their insurance companies have long paid most of their prescription bills, leaving the consuming patients to pay only nominal copayments. Copayments were usually set at fixed dollar amounts, so patients had no need to know or care whether their drugs actually cost $20 or $200. Likewise, doctors, who write the prescriptions, but don’t pay for them, have no need to worry about drug prices.

Stuck with most of the bills, including those for Sigma-Tau’s Matulane, are the anonymous insurance companies, along with the employers and HMOs that have been able to do little to keep doctors from prescribing expensive drugs at prices that rise far faster than inflation. In the drug manufacturing business, happiness is selling all you can make and never mentioning price.

Patients see drug ads on TV and then go ask their doctors for them. Most doctors not only write the prescription, but give out handfuls of free samples provided by the 90,000 drug representatives who line up to generously stock doctors’ sample shelves.2 These “free” drugs are, quite simply, among the most expensive drugs on the market. Free samples are like a free lunch. There’s no such thing.

But, you say, surely the insurance companies and HMOs should be able to use their massive buying power to make the drug manufacturers set their prices at a more moderate level. Unfortunately, too many insurance companies have been only too happy with the current system.

All they have to do is pass on these costs to their clients—with their own markups—in the form of ever-higher insurance premiums. Even worse, many insurance companies actually receive rebates paid by the drug manufacturers to reward them for promoting more expensive drugs than their members really need. As long as they all do it, there is no incentive to really control costs.

Employers have never been happy with the rising cost of prescription drugs, but they have always had a secret weapon that allowed them to compensate. They just pay their employees less than they otherwise could have to make up the difference. Employees rarely notice—since it is happening to everyone everywhere, this actually appears normal.

But the story gets worse.

The past two decades have seen the rise of a new kind of prescription drug middleman called the pharmacy benefit manager or PBM. PBMs promise lower drug costs to their employer and insurance company clients. They do this by pooling the combined purchasing power of millions of patients to force the drug retailers and manufacturers to sell drugs to the PBMs at lower prices. The PBMs then pass these lower prices on to their clients—at least in theory.

As it turns out, the drug manufacturers were only too happy to play along with this new PBM development. They could easily accommodate a 15% discount to the PBMs by simply raising drug prices by 20%. The drug companies became even happier when they discovered they could get the PBMs to actually promote their most expensive drugs by paying them rebates instead of providing discounts. Since PBMs didn’t have to pass these cash kickbacks through to their clients, this made the PBMs very happy, and most of their clients didn’t know enough to ask for their share. And even when some clients learned to ask, they found that the PBMs were unwilling to give them details of their deals with the drugmakers.

PBMs also learned that they can make a lot of money by selling drugs from their own mail order pharmacies and by keeping part of the retail pharmacy discounts they were so successful in negotiating. In fact, PBMs actually lose a lot of money on the fees they charge their clients for claims processing and other administrative services. But despite such loss leader services, the rebates, retail markups, and mail order profits have made the PBM business very profitable indeed.

None of this adds up to an incentive for PBMs to provide their clients and members with the drugs they need at the lowest possible cost. In fact, it is quite the opposite. Instead of becoming the price-busting intermediaries between the client and the vendors, the PBMs have become drug distributors themselves, adding yet another expensive link to the drug distribution chain. Whatever you can say about PBMs, they have not been fiduciaries that try to provide their clients with the drug benefits they need at the lowest possible price.

What about the pharmacies themselves? The PBMs have forced them to provide discounts from their normal prices, and there is little the pharmacies can do about it. Pharmacies have little or no control over what doctors prescribe and patients purchase. For the most part, they are just passive links in the drug distribution chain. But even the smaller profit percentage allowed the pharmacies by PBM-negotiated pricing adds up to a lot of money on the pharmacies’ bottom lines, especially when drug prices are going up by 15–19% per year. And the drugstore can always put the pharmacy in the back of the store, so that consumers will also buy flowers, toothbrushes, and motor oil on their way to pick up their prescriptions.

This all adds up to prescription drugs being the most out-of-control cost in healthcare. Drugs represented less than 5% of total healthcare costs in 1980, 10.6% in 2003, and are predicted to balloon to nearly 15% of total costs by 2011.3 In dollar terms, we spent $12 billion in 1980, $122 billion in 2000, $141 billion in 2001, and $180 billion in 2003.4, 5 It’s out of control, and you’re bearing more than your fair share of the pain.

Even insured patients are no longer seeing small $5 and $10 copayments for expensive drugs. Instead, they have to pay $25, $50, or more. Many have to pay 100% of drug costs up to a deductible limit, and still others pay a fixed percentage of their drug prices.

The pain is increasingly felt by all drug consumers. The uninsured have been hit with the full brunt of prescription drug costs that have soared beyond any relationship to patients’ income or to low levels of inflation in the rest of the economy. Self-pay patients are stuck with paying full price. Some have had to choose between drugs and food. The insured, while better off, are seeing more of the cost burden being transferred to their shoulders as insurers and employers are implementing deductibles, raising copayments, reducing coverage limits, and switching to percent-sharing coinsurance plans. All drug consumers are looking for alternatives to high drug costs.

This book is for these people, for the insured and the uninsured who want to get the drugs they need at the lowest possible prices.

WHY DOCTORS PRESCRIBE WHAT THEY DO

I mentioned earlier that the drug companies consider the doctor, not the patient, to be the actual customer for their drugs. This reality is based on a simple legal fact: no prescription drug can be purchased by a consumer until some physician (or other similarly licensed health professional) has prescribed it. To understand why you pay so much for the drugs your doctor has prescribed, it helps to know why doctors prescribe what they do. Like many patients, you probably believe that your doctor learns about the drugs he prescribes from reading about scientific drug research in medical journals, or perhaps from discussions with his colleagues and from his own experience prescribing drugs to his patients. This explanation is essentially correct, but far from complete.

What influences a doctor in deciding to prescribe a medication?

Medical literature

Independent medical journals regularly publish the results of trials of medications in the treatment of disease. These articles are rigorously checked by independent expert referees to determine that the author has the qualifications and the experimental rigor necessary for publication in the journal. Increasingly, they are also asking about the researchers’ independence from drug company influence. As a result, doctors place justifiable credibility in such articles, whether published in the prestigious New England Journal of Medicine, Lancet, Journal of the American Medical Association (JAMA), or one of scores of other journals.

Unfortunately, the sheer volume of new literature is overwhelming to a doctor with a busy practice and limited time for professional reading. Doctors have to prioritize what they read and how much time they spend on an article. The result is that many useful articles receive only cursory attention, if any, leaving the doctor only partially armed with the latest information. This sad state of affairs contributes to a widespread lack of consistency of practice from one doctor to another.

Medical conferences

Many doctors attend medical conferences in an effort to stay current in their fields. Many of these conferences feature trade shows or prominent sponsorships in which drugmakers and other vendors vie for the physician’s attention and prescription pad. Doctors consider these conferences and trade shows to be a useful way to stay current, but they have to endure a deluge of drug promotion in the process. Drug companies do this because it works. Doctors respond to advertising and promotion pretty much like the rest of us—especially when it costs them nothing to do so.

Conversations with colleagues

Doctors learn a lot from discussions, often brief, with their colleagues who have superior knowledge about a specific condition or drug. This is particularly true when the colleague is a specialist in a disease that your doctor may not be as experienced with. A hurried conversation in a hospital lounge, at a medical society meeting, or over lunch is a common means for doctors to learn from a more experienced colleague.

Patient preferences

Doctors are more open to your drug preferences than you may have ever imagined. You may be surprised to learn that 69% of all patients who ask their doctor for a specific brand name drug actually get it.6 This is powerful confirmation that doctors listen to patients and want to keep them happy whenever possible. Unfortunately, this often works against patients who only know to ask for the drugs they’ve seen advertised on television. These drugs are always expensive. They have to be in order to pay for almost $4.5 billion a year in consumer advertising.7 In the next chapter, you will learn seven key questions to ask your doctor to make sure you get the best AND lowest cost drugs for your needs.

Drug company promotion

If you think drug companies pay a lot to advertise to you, you may be surprised to learn they spend much more on advertising and promotion to doctors.8 That way, when you walk into your doctor’s office and ask for the Megamycin you saw advertised on TV, your doctor will not just know about it. He’ll also be able to give you a handful of “free” samples to get you started.

All together, drug companies spend somewhere between $15 billion and $21 billion a year on advertising and promotion.9 And it works. Such promotional efforts have become increasingly frenzied over the years as more and more “me-too” drugs have appeared on the market that offer little or no differentiation from similar drugs already being sold—sometimes for a tenth the price. Where once there may have been only a single drug available for a particular condition, there are now often five or more similar drugs with similar effects, each vying for a place of prominence on the doctor’s prescription pad. Competition among these products is intense.

In this marketing battle, the drug companies use three primary mechanisms to influence doctors’ prescribing habits: direct doctor promotion of brand name drugs, direct consumer promotion of brand name drugs, and drug formulary management. I’ll give you a brief rundown on each. You will note the conspicuous absence of price as a competitive tool for brand name drugs.

HOW DRUG MANUFACTURERS SELL THEIR WARES

Direct doctor promotion

The spearhead for drug company promotion is the manufacturer representative, or drug rep. There are 90,000 of these drug company employees roaming the country; their sole job is to meet with doctors and spin as positive a story about their particular drugs as they legally can, so that these doctors will prescribe them by name.10 They arrive at the doctor’s office well armed with free pizza, pens, calendars, knickknacks, gewgaws, tchotchkes, and technical data on their drugs’ effectiveness and safety, not to mention thousands of dollars worth of free samples. Next time you visit a doctor, try to count all the items in his exam room containing the name of a brand name drug.

Many doctors value drug rep information, because it represents a faster, easier, and more current way to get information than digging out and reading journal articles. Doctors suffer from an explosion of information in their fields, and their time is precious. Well-informed, honest drug reps can be a useful source of information. It is never far from the rep’s mind, however, that her bonus depends on convincing her assigned doctors to increase the number of prescriptions they write for her drugs. This can bias the objectivity of the rep in determining what information to present.

Many other doctors are shunning this plague of drug reps entirely, on the basis that they are counter-productively biased and time-consuming. The Duke University School of Medicine has even adopted a No Free Lunch program with the motto, “Just Say No to Drug Reps.” They have announced a “Pen Amnesty” program, in which doctors can turn in their drug advertising writing instruments for officially logoed No Free Lunch pens—no questions asked.

Still, many doctors now get most of their information on drugs from drug reps. Since these salespeople are under intense pressure to produce sales, not all of them stick to the script when they are within the confines of a doctor’s office, and sometimes it’s the rep’s employer who is pushing a tainted script on the rep. Such transgressions can range from simple exaggeration, to suggestions for off-label use (sometimes with the company’s endorsement), to outright false claims about a drug’s proper uses and effectiveness.11, 12

It is little known outside the industry that drug-makers and their reps have access to weekly prescriber reports that reveal exactly how many prescriptions each doctor prescribes for the rep’s drugs as well as for the competition’s.13 Drugstores sell this information to data aggregators that sell it to the drug companies. The pharmaceutical companies pay dearly for this information, and use it to gauge the effectiveness of their drug reps. Since the drug reps are assigned specific territories consisting of specific doctors, the reps’ employers have a powerful tool to motivate and measure each rep’s sales performance. If a doctor fails to prescribe enough of a particular drug, the responsible drug rep can find his compensation, and ultimately his career, endangered. Many doctors don’t even know that such prescriber reports are available. I don’t know of another industry where each producer has access to such perfect, detailed information about its and its competitors’ sales information.

A key tool drug reps use to push their drugs is the “gift” of free samples for the doctors to give to their patients. Drug reps practically shovel these pills into doctors’ sample closets. A quick tour of a typical doctor’s sample supply will reveal a mini-drugstore with many thousands of dollars worth of expensive drugs. Rare is the patient who hasn’t been given a handful (or bag full) of medications from her doctor, along with a prescription for more of the same.

Sampling is an effective way to get patients started on a drug to see how it works before starting to pay at the drugstore. In fact, samples are sometimes referred to by drug companies as “starters.” Samples have proved to be a powerful influence on what doctors prescribe, since a doctor is much more likely to specify a drug that he can get the patient immediately started on. Generic drugs, the lowest cost prescription drugs, are rarely provided to doctors as samples. This reduces the likelihood that a doctor will prescribe them.

Drug manufacturers actively promote their products to doctors through advertising in medical journals and through sponsorship of continuing medical education and a plethora of activities at medical conventions.

Interestingly, one piece of information that is almost never included in these promotions is the price of the drug. And doctors rarely ask. After all, doctors don’t have to pay for it, and in most cases patients don’t ask, but if they did, doctors might learn to find the answer. As discussed above, insurance companies and government programs pay most of the bills. This mentality has allowed the drug manufacturers to price their products with little or no concern for cost-conscious prescribers or consumers. This is why their periodic, breathtaking price increases bear no relationship whatever to the general rate of inflation in the economy.

Direct to patient promotion

In 1997, the FDA loosened restrictions on what drug companies can say in consumer drug advertisements. As a result, direct-to-consumer drug ads have exploded, with ad spending tripling to almost $2.5 billion by 2001 and then to $4.5 billion by 2004.14

Are these companies crazy? Everybody knows that doctors decide what to prescribe, not their patients. That’s why we have doctors, to evaluate our symptoms, come up with diagnoses, consider all the treatment options, and finally to objectively prescribe the best treatment. Then why would the drug companies spend so much money to get their stories to consumers?

You already know the answer. They do it because it works. The drug industry has learned that patient preferences have a powerful effect on what their doctors prescribe. Last year, the FDA reported that in nearly one-fourth of all doctor visits, patients asked for a specific prescription medication they had learned about from direct to consumer advertising.15 And as I related above, such requests are honored by doctors more than twice as often as not. Doctors want to keep their patients happy.

There is an alternate explanation, however. Maybe it just means that patients are much more savvy at diagnosing their own ills and coming up with appropriate treatments than we’ve ever given them credit for. But even if that is true, it also means that these ads unnecessarily drive up the costs of prescription
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MANY DRUG CONSUMERS DON’T REALLY NEED DRUGS
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