Nnited States Senate

WASHINGTON, DC 20510

June 11, 2018

The Honorable Alex Azar

Secretary

U.S. Department of Health and Human Services
200 Independence Avenue SW

Washington, DC 20201

Dear Secretary Azar:

Last month, you joined President Trump when he released his new drug pricing
proposals. During the campaign, President Trump made a series of bold promises about
reducing drug prices. He accused drug companies of "getting away with murder,"' promised that
he could save "$300 billion a year" by negotiating for lower drug prices,” and said that “When it
comes time to negotiate the cost of drugs, we are going to negotiate like crazy.™

But the drug pricing proposal released by the President last month broke those promises.4
It did not include any meaningful new authority to negotiate for lower drug prices; it proposed a
set of policies that reportedly were shepherded through the Administration by a former drug
industry lobbyist; and it contained several proposals that could increase drug costs for many
Seniors.

Tomorrow, you will be testifying before the Health, Education, Labor, and Pensions
(HELP) Committee. In advance of that hearing, we have carefully analyzed the President’s
proposals. We are gravely concerned that the American public has been misled by the President
— that his plan breaks his campaign promises, and would do little to reduce out-of-pocket drug
costs for American families.

The remainder of this letter describes our concerns about the content and development of
the President’s plan, containing new analysis and information on how it may increase drug costs
for millions of American seniors. This letter also contains a series of questions about the plan
and its impact. We ask that you come to the hearing tomorrow prepared to answer those
questions.

" Washington Post, “Trump on drug prices: Pharma Companies Are ‘Getting Away With Murder,”” January 11,
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? Associated Press, “Donald Trump Says Medicare Should Negotiate Drug Prices,” January 26, 2016,
www.statnews.com/2016/01/26/trump-negotiate-drug-prices/.

* Wall Street Journal, “Trump Vows to Take on ‘Powerful Drug Companies, Drive Down Prices,” February 4,
2016, blogs.wsj.com/washwire/2016/02/04/trump-vows-to-take-on-powerful-drug-companies-drive-down-prices/.
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We have four main concerns with the plan outlined in the blueprint;

¢ The plan would "mgmf’ cantly increase out-of-pocket costs for some of the sickest
people on Medicare."” In particular, the proposed shift of driig coverage for seniors
from Medicare Part B to Medicare Part DD would ( 1) leave millions of seniors with 110
apparent source of insurance for these drugs; (2) increase co-pays and out-of-pocket costs
for'the drugs; and (3) provide seniors with no protection from runaway drug prices.
These costs would be exacerbated by Administration proposals to impose new out-of-
pocket costs on seniors in the Part D program,

e President Trump’s promises that voluntary price reductions are a solution to the
drug pricing problem are proven failures. Drug companies have pledged to hoid down
costs in the past, particularly at times of heightened scrutiny of their pricing practices, but
these pl'edgeq have failed to restrain growth in diug prices, There is no indication that
voluntary price reductions will prove a meanin gful solution to the current problem of
skyrocketing prices. Last month, we sent lettersto the ten largest drug comgames asking
if they had made any price reductions in response to the President’s speech.” Not one
indicated that they had reduced prices in response-or ptanned to-do so — and one of the
few ¢companies that g E,ave us a clear ariswer indicated that “we do have some planned price
increases later this year.”

» The plan does nothing to reduce runaway drug company profits and drug company
CEO pay. You indicated that you had little patience for criticism that the drug pricing
plan would cut info pharniaceutical company profits — but analysts largely concluded that
the plan would ror impact profits. Indeed, current trends in drug company profits and
CEQ pay appear to remain untouched by the Administration’s proposals.

e Theplan was reportedly developed by former drug industry lobbyists, with little
input from patients and seniors with high drug cests. You were a drug industry
executive before joining the Administration. The individual "who has sweeping authority
over drug pricing, entitlement programs and other aspects of federal health policy at the
Office of Management and Budget" and who convened the first meetings of the
administration's drug pricing working group was a former indusiry lobbyist, and several
other key stafl’at HHS and elsewhere in the Administration were former drug industry
lobbytsts or executives ~— ra:smg obvious questions about who influenced the. plan and
who it is designed to benefit.*

S New York 'I'i_me__s; Trump.Plan to Lower Dirug Prices Could Increase Costs for Some Patients, June 2, 2018,
www.nytimes.com/20 18/06/02/us/politics/medicare~-drug~costs html.) _ _ _
“'Letter from Senators Elizabeth Warren and Tina Sniith to Pfizer, Novartis; HoﬁmamLaRoch__e;.Merck, Sanofi,
Johnson & Johnson, Gilead, GlaxoSmithKline, Abbvig, and Amgen, May 30, 2018.
Iette: from Thomas N. Kendrls President; Novams to-Sens. ‘Warren and Smith, June 8, 2018.
¥ politico, *Former Drug industry Lobbyist Helps. Steer Trump Drug Plan”, May 27, 2018,
hitps://www.politico.conystary/2018/05/27rump-drug-plan-lobbyist-joe-grogan-6091 70.
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The remainder of this letter describes: our conceins in more detail and contains questions
about the proposal.

Shifting Drugs from M_ed'icare‘ Part B to Medicare Part B Would Increase Prices for
Millions of Medicare Enrollees

The President has broken one of his central campaign promises, that “When it comes
time fo negotiate the cost of drugs, we are going to négotiate like crazy.” ® His new drug plan
contains no new negotiating authority for the federal government, even'in cases where the
government pays billions of dollars for prescription drugs. Instedd, he has proposed a weak
substitute, shifting an unspecified set of drugs from Medicare Part B ~the portion of the
Medicare program that pays for drugs dispensed at a doctor’s ofﬁcc —to Médicare Part D, which
is the part of the Medicare program that pays for outpatient drugs.'®

Under Medicare Part B, the government reimburses providérs using a fixed pricing
formula for each drug. Under Part D, private plans offéring the prescription drug benefit can
negotiate with drug manufacturers for lower prices. You have indicated that, “the President has
called on us to merge Medicare Part B into Part D, where negotiation has been so successful on
so many drugs. This is how we follow through-on his promise to do smart bidding and tough
negotiating for our seniors.’

In 2003, when you were a high-ranking official at HHS, the Bush Administration rejected
the idea of shifting drugs from Part B to Part D, saying that “such achange would not be
desirable for most categories of Part B drugs™ and raising ¢oncerns around the financial
. N - 7|2 . ] )
implications for many Medicare beneficiaries. = Little appears-to have changed. We have
identified at least five significant problems with this proposal, which could resalt in price
increases for millions of Americans — particularly those that already have the hlghest drug costs,
These problems are:

4. Millions of Americans Do Not Have Medicare Part D Drug C"Overage

Nationwide, there are 59.2 million Americans enrolled in the Medicare Part B program —
but only 43,9 million enrolled in the Part D program — meaning that there are over 15 million
Americans at-risk of having no-coverage at all for drugs that are switched inte Part D coverage.
In Massachusetts, there are approximately 300,000 sehi.ors:-an_d people with disabilities at risk of
losing diug coverage under the President’s plan; in Minnesota, there are almost 230,000 at risk."

? Wall Streer Journal, “Trump Vows to Take on ‘Powerful Drug Companiés, Drive Down Prices;” Febiuary 4,
2016, blogs.wsj.com/washsvire/2016/02/04/trump-vows-to-take-on-powerful-drug-companies-drive-down-prices/.
1 HHS Secretary Alex M. Azar i1, Remarks on Drug Pricing Blueprint, May 14, 2018,
(https//www.hhs, cov!aboutficadersh:plsecrctary/speechesfz{)I 8-speeches/remarks-on-drug-pricing-blueprint.html)
" HEIS Secretary Alex M, Azar If, Remarks on Drug Pricing Blueprint, May 14, 2018,
(https fiwww.hihs.gov/about/ Ieaderstha’secrctdl'y;‘speechesfz{)I 8- speechesfremarks on-drug- pricin g=blueprint,tml)
* HHS, Report to Congress Transitioning Medicare Part B Covered Drugs to Part D, 2005,
(https://www.cms.gov/Research- -Statistics-Data-and-Sy stemsiStaustlcs-Trends and-
Rcporlsf‘Reportstmvnloadszt(L PthtoPD 2005 4. pdf)
¥ In Massachusetts, as of January 2018, there were 1.29 million enrollees in traditional Medicare, and 991,000
with Medicare prescription drug caverage, In Minnesota, there were 980,000 enrollees in traditional Medicare, and.
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The President’s blueprint acknowledges that “27% of beneficiaries [. . .1 do not have
Medicare prescription drug coverage,” but the proposal contains no details on how the’
Administration plans to address this issue.'

b Medieare Part D Co-pays Are Higher than Medicare Part B Co-pays

For many drugs, co-pays under Medicare Part D will be significantly higher than co-pays
for those same drugs under Part B —driving costs up rather than down for seniors and people
with disabilities. Under the Medicare law, seniors pay 20% of the cost of drugs in the Part B:
program. But under Part D, there are few limits on co-payment and coinsurance amounts. Drug
plans have the ability to chiarge beneficiaries more —and they often do, especially for the most
expensive drugs, such as cancer drugs. '

According ta a recent analysis by the Kaiser Family Foundation, Medicare beneficiaries
are forced to pay as much as 40% of the total cost of drugs that insurance companies- place on
non-preferred formulary tiers — double the Part B coinsurance amount of 20%.'* This same
analysis found that more than four in ten Part D enrollees paid more than 33% coinsurance rates
for the most expensive drugs.’ ¢ These seniors would likely pay much imore than the 20% Part B
coinsurance rate if their drugs are instead switched to Part D,

. Supplentental Coverage Reduces Part B Co-pays— But Is Not Available for
Medicare Part D

Nearly 12 million Medicare beneficiaries currently enroil in Medigap supplemental plans,
many of which are désigned to eliminate or significantly reduce drug and éther co~pay‘s,"7 These
plans serve to substantially reduce eut-of-pocket costs for even the most expensive drugs — but
they are not available to cover Part'D drugs. If drugs-are switched from Medicare Part'B to Part
D, seniors and people with disabilities who currently reduce drug co-pays through Medigap
supplemental coverage may end up paying substantially higher costs.

d Not All Drugs Are Covered Under Part D

753,000 with Medicare prescription drug coverage. CMS, Medicare Enroliment Dashboard, 2018,
{https://wwiv.cms.gov/Research-Statistics-Data-and-Systems/Statistics-Trénds-and-Reports/Dashboard/Medicare-
Enroi1menE’Enrol]menl%20D'15.hboa1d htm!.}

HUS. Department of Health and Human Services, “American Patients First: The Trump Administration
Blueprint to Lower Drug Prices and Reduce Out-of-Packet Costs,” May 2018, p. 30,
hitps://www.hhs.gov/sites/default/files/AmericanPatientsFirst. pdf,

5 Henry J, Kaiser Family Foundation, Medicare Part D in 2018: The Latest on Enrollment, Premiums, and
Cost-Sharing, May 17, 2018, https:/www ki org/medicare/issue-briet/medicare-part-d-in-201 8-the-latest-an-
enrelliment-premivms:and-cost-sharing/. _ _

' Henry J. Kaiser Family Foundation, Medicare Part D in 2018: The Latest on Enrollment, Premiums, and
Cost-Sharing, May 17,2018, https://www kff.org/medicare/issue-brief/medicare-part-d-in-2018-the-latest-on-
enrollment-premiums-and-cost-sharing/./

2 AHIP, Trends in Medigap Enrollment.and Coverage Options, 2013, https://www.ahip.org/wp-
content/uploads/2017/05/Medigap_Report_5.1.17.pdf




‘Drug coverage under Part B is simple and quick. Once a drug is approved, it becomes
available as a benefit, There are no restrictions or complicated formulas or “specialty tiers™ that
limit availability or increase co-pays. In contrast, Part D drugs are subject to niumerous
limitations. Plans can require special authorization, limit co-pays, or choose not to cover some
drugs at all — meaning that “Medicare patients could face new Hmits or control on their-uise of
prescription drugs — techniques widely used in commercial health _p’la_r.'ls.”'18

e, The Part D Program Has Failed to Rein In Runawday Drug Costs

You have described the plans that run Part I as able to "do smart bidding and tough
negotiating for our seniors.™'® But the plans™ actual record of reducing drug costs is atrocious.
Last week, the HHS Office of Inspector General (O1G) released a new analysis of Part D drug
costs between 2011 and 2015. It found that —despite a drop in the total number of Part D
prescriptions filled over this period, reimbursement costs {including manufacturer rebaies) for
these driigs increased by a total of 62%. The OIG concluded that "Part D unit costs for brand-
name drugs rose nearly 6 times faster than inflation from. 2011 to 2015."*" As aresult of Part D
plans’ inability to rein in runaway price increases, drug costs increased rapidly for seniors..
According to the OIG, "the percentage of beneficiaries responsible for out-of-pocket costs.of at
feast $2,000 per year for brand-name drugs nearly doubled” during the period studied. 2

The net result of these differences in benefits is that millions of seniors and people with
disabilities are likely to pay higher prices for their drugs under President Trump’s plan. An
analysis by Avalere Health concluded that “in 2016, average out-of-pocket costs were about 33%
higher for Pdrt D-covered new cancer therapies ... than Tor those covered in Part B.” —ani $800
difference.”? The report concluded that *if new cancer therapies, or any high-cost drug. theragres
are switched from Part B to Part D, many Medicare patients would pay more out-of-pocket.”

Another change proposed by the Administration, te "exclude manufacturer discounts
from the calculation of beneficiary out-of-pmket costs in the Medicaré Part D coverage pap" —
would make this even worse, forcing: mdny seniors 1o spend more out-of-pocket pmor to hitting
the Medicare Part I catastropliic benefit,”* Under current law, when seniors are in the Medicare

B New York Times, “T! rump Plan to Lower Drug Prices Could Increase Costs for Some Patients,” June 2, 2018,
wyww. nylimes.com/2018/06/02/us/politics/medicare-drug-costs. ntml,

¥ HHS Secretary Alex M. Azar II, Remarks on Drug Pricing Blueprint, May 14, 2018,
https://www hhs.gov/about/leadership/secretary/speeches/20 | 8-speeches/remarks-on-drug:pricing-blueprint. htmi

M HHES Office of Inspector General, Data Brief: Increasés in Reimbursements for Brand-Name Drugs.in Part
D,June 2018, hitps:/oig.hhi. gov/oéifrepoits/oei-03-15-00080.asp.

Y HHS Office of Inépector General, Data Brief increases in-Reimbursements for Brand-Name Drugs in Part
D,Jurie 2018, https://oig.hihs.gov/cei/reports/oei-03-15-00080.asp.

* Avalere; “Avalere Analysis Highlights Complexities of Transitioning Medicare Part. B Drugs into Part D,
May 21, 2018, http;//avalere. com/expertise/life-sciences/insights/avalere-analysis-highlights-complexities-of-
tranSltlomng -medicare-part-b-d.

** Avalere; *Avalere Analysis Highlights Complexities of Transitioning Medicare Part'B-Drugs into Part D,”
May 21, 2018, htip:/avalere.com/expertise/life-sciences/insights/avaler re-analysis-highlights-complexities-of-
ransitioning-medicare-part-b-d.
- ® Budget of the U.8. Government for Fiséal year 2019, at 127, htips://www.whitehouse gov/iwp-
content/Oploads/2018/02/budget-fy2019.pdf.




Part D doaut hole, drug manufacturers provide discounts on their dmgs. But the Administration
has proposed modifications to the Part ) true out.of pocket cost, or "TROOP" calculation, that
would force seniors to spend more out-of-pocket béefore they qualify for the Part D catastrophic
benefit. This proposal in the Administration’s budget could be partially mitigated by another
administration proposal to cap overall Part ID expenses for seniors, but could still cost seniors
billions of dollars in higher out-of-pocket costs.

The blueprint released by the Administration on May 11 .did not include sufficient detail
to analyze how Medicare beneficiaries would be financially affécted by these proposals. We
therefore ask that you provide answers (o the following questions.

1.

What drugs is the Administration proposing to switch from Patt B coverage'to Part.D
coverage?

What evidence does the Administration have that this switch will result in lower
prices for seniors?

To what extent do Medicare Part D plans effectively negotiate lower drug prices?
a. For all brand-name drugs, what is the average percentage manufacturer

rebate and discount obtained by Medicare Part D plans? For this same
group of drugs, please list changes in the average nét price and the
percentage change in average nel price increases over the past five years.,

. For the 100 highest selling brand-name drugs by doliar sales, what is the

average percentage manufacturer rebate and discount obtained by

Medicare Part I plans? For this same group of drugs, please list changes

in the average net price and the percentage change in average net price
increases over the past five years. '

For all specialty drgs, what is-the average percentage manufacturer rebate
and discount obtained by Medicare Part D plans? For this same group of
drugs, please list changes in the average net price and the percentage
change in.average net price increases over the past five years.

For all cancer drugs, what is the average percentage manufacturer rebate

and discount obtained by Medicare Part D plans? For this same group of

drugs, please list changes in the average net price and the percentage
change in average net price increases over the past five years.

4, 1f drugs are switched from Medicare Part B to Medicare Part D, how will the

Administration-address increased diug costs for the millions of beneficiaries whe do
nothave Part D drug eoverage‘-?

If drugs.are switched from Medicare Part B to Medicare Part D, how will the:
Administration address increased drug costs for the millions of beneficiaries who will
nio longer be ablé to use their Part B supplemental drug coverage to cover the cost of
these drugs? '

All approved dr-u_g's are available under Medicare Part B, but drug plans can impose
formularies and other coverage restrictions under Medicare Part D. How will you
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ensure that seniors do not lose access to the drugs they need if drugs are switched
from Part B to Part D?

7. Under Medicare Part B, seniors pay a 20% coinsurance rate, but under Part D,
coinsurance can be as high as 40% — and the most expensive specialty drugs have the
highest co-pays. How will you ensure that seniors are protected from these high costs
if drugs are switched from Part B 1o Part D?

8. For the average senior, how much will the changes to-the TROOP calculation increase
drug spending under Medicare Part B? How many seniors will pay higher costs as a
result of the changes to the TROOP calculation?

9. Please provide copies-of all internal CMS Actuary estimates of the cost of modifying
the TROOP calculations, including estimates that indicate the distributional effects of
these changes.

President Trump's Promises That the Drug Industry Will Voluntarily Reduce
Prices Are Proven Failures

Statements from both you and President Trump indicate that you believe that the
pharmaceutical industry will voluntarily reduce prices in response to your proposals. Last week,
President Trump stated that “We>te going to have some of the big driig companies in two weeks
and they're going to announce — because of what we-did — they’re going to announce
voluritary massive drops in prices, so that's great ...For the first time ever in this country, there
will be a major drop in the cost of preseription drugs.”> ‘White House Press Secretary Sarah
Sanders indicated, “We do expect some specific poliey pieces to come out on that soon.”*® And
youstated, “I expect the President will be interested in hearing which companies lowered their
prices and took other actions to support the changes we want to make.”"

These kinds of voluntary pledges are not new. In March 1993, soon after President
Clinton took office, and as discussions began about President Clinton's health care reform
proposals, “the pharmaceutical industry ... formally offered to limit average price increases to the
general inflation rate. ... Under the voluntary plan, each.company's pricing would be checked by
outside accountants and submitted for review to the Secretary of Health and Human Services and
the General Accounting Office of Congress. If a 'companj}gs exceeded the price limit, it would have

19

to.make up the'excess hy lowering prices the next year.’

= Politico, “Trump's Drug Pricé Comments Appearto Catch Industry Off Guard,” May 30, 2018,
litths://www polifico.com/stery/2018/05/30/trunp-drug.prices-61393 1,

* Politicy, “Trumip's Drug, Price- Comments Appear to Catch Industey Off Guard,” May 30, 2018,
htips://www._polifico.com/story/2018/05/30/trump-drug-mrices-61393 1. _

ZHHS Secretary Alex-M. Azar 1, Remarks-on Drug Pricing Blueprint, May 14, 2018, _
https://wiwiy hhs.gov/about/leadership/secretary/speeches/20 1 8-speechesiremarks-on-drug-pricing-blueprint.html,

B New York Times; “Drug Makers Propose Self Control on-Prices,” March 16, 1993,
wiw.nytimes.com/1993/03/16/husiness/drug-makers-propose-self-conirol-on-prices. html.
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But these promises by the drug industry have a demonstrated record of failure. Since the
1990s, “the amount of money people spend on prescription drugs has nearly doubled.” 29
Prescription drug prices have skylocketcd by more than 130% since the 1993 pledge, growing
far faster than the inflation rate.”

Relying on drug companies to take the lead in reducing drug prices i1s a poer excuse for a
meaningful proposal to tackle the nation’s drig pricing problem. Following your statement that
“the President will be interested in hearing which companies lowered their prices™ in response to
his speech, we wrote to the CEOs of the ten largest pharmaceutical companies fo ask if they had.
made any immediate price reductions in résponse to your speech or planned to take other actions
10 reduce prices for seniors and other patients. 31 None of these companies have indicated that
they had made price reductions in response to the President’s announcement or planned to do so.
Instead, nea11y all replled with a series of non-committal responses. They told us that they “seek
to align pricing to value to reduce costs, 3 that they are “dedicated to working with
policymakers to enhance the private marketplace,”™ * and that they ‘are committed to ensuring
our products are accessible and affordable for patients,’ »ad and, in a variety of other ways, refused
to make any commitments about pricing. There was one exception. Novartis, the only compary
to give us a clear answer, indicated that “we do have some planned price increases later this
yGar.a:}S

We ask that you provide answers to the following questions on the drug industry’s
volutitary efforts to reduce prices:

1, What did President Trump mean when he stated that “We're going te have some of
the big drug companies in in two weeks and they’re going to announce ... voluntary
massive drops in prices"? When will this announcement be made?

o

What individuals in the Administration have mel with drug manufacturers to discuss
voluntary proposals? What has'been the natuie of these discussions?

3. What specific'commitments-on pricing have you obtained from drug manufacturers?

4, What is the nature of these voluntary proposais? Will these voluntary agreements
reduce prices on drugs that cost the most or contribute the most to overall spending?

5. How will the Administraiion enstre that drig manufacturers, do not break any of the
voluntary pledges they may make to reduce drug prices or price increases?

¥ 1.8, Government Aceountability Office, *Drug Industry: Profits, Research and Develepment Spending, and
Mer%er and Acquisition Deals,” littps://www.gao.sov/products/GAO-18- 40.
% Bureau of Labor Statistics, Prescription Driags in U.S. City Average, Urban Wage Earners and Clerical
Workers, Not Seasonally Adjusted, Series [D CWUROCO0SEMEC1, 1993-2018,
W L etter from Senators Elizabeth Warren and Tina Smith to Pfizer, Novartis, Hoffman-LaRoche, Merck, Sanofi,
Johnson & Johnson, Gilead, GlaxoSmithiline, Abbvie, and Amgen, May 30, 2018,
529 etter from Robert A. Bradway, Amgen, to Sens. Warren and Smith, June 8, 2018,
331 etter from William Schuyler, GSK, 1o Sens, Warren and Smith, June 7, 2018,
4 Lener from Kenneth €. Frazier, Merck, to Sens. Warren and Smith, June 8, 2018
| etter from Thomas N. Kendris, President, Novarlis, to Sens. Warren and Smlth June 8, 2018,
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President Trump's Plan Does Nothing to Reduce Runaway
Drug Company Profits and CEO Pay

As drug prices have elimbed for patients and the health system as a whole,
pharmaceutical companies have raked in massive profits and rapidly increased compensation for
top executives. Pharmaceutical CEOs dominate the list of the most highly compensated CEOs in
the country,®® Drug companies have enjoyed an average profit margin of 17.1% over roughly the
past d_ecaci%— more than double the profit margin of the 500 largest companies across all
industries.”’

The pharmaceutical industry also. profited handsomely from the Republican tax bill
signed into law later in 2017, Rather than using révenue from these tax cuts to lower prices for
consumers, drug companies plowed billions into stock buybacks to boost share prices: Not
coincidentally, most of the compensation of pharmaceutical industry CEOs comes in the form of
stacks and stock options. CEQs were, in effect, giving themselves a pay raise, rather than
reducing prices for consumers.”® ' '

You and the President indicated that the Administration’s drug pricing plan represented a
new éra in getting fough onthe industry. Following the President’s drug pricing speech, you
remarked that “I've been a drug company executive — [ know the tired talking points: the idea
that if one penny disappears from pharma protit margi'né American innovation will grind to a
halt”** Youindicated that you were “not interested in hearing those taiking points anymore,
and neither is the President,™"”

However, the drug pricing blueprint does not live up to the promises that you and the
President made. On the day President Trump announced his proposal, drug company stocks
“soared”™! —a reaction to the details of the plan, which largely stick to PhHRMA-approved policies
and fail to contain key proposals like government price negotiation or allowing seniors to import

% International Business Thnes, “Healthcare and Pharma CEOs Paid More Than Top Execs in Any Other
Industry, Analysis Finds,” Elizabeth Whitman, May 25, 2016, http/fwww ibtimes.convhealtheare-pharma-ceos-
paid- m()re tap-execs-any-other-industry-analysis-finds-2374013.

7118, Government: Acwunlablllty Office, “Drug Industry: Profits, Research and Development Spending; and
Mer&,er and Acquisition Deals,” htips://www.gao. gov/products/GAO-1 8-40.

¥ Axios; “Pharma’s-$50 Billion Tax Windfal! for Investors,” Bob Herman, February 22, 2018.
https://www.axigs.com/pharma-share- buvback-tax«reforrn—40a30b93-6]49-4(:6’? bd6S5-cd(3ee8 14215 html. See
also: The Motley Foo!l, Which Big Pharma CEQs Least Deserved Their Big Pay Increases?
https /iwww.fool. com/investing/2018/04/04/whieh-big-pharma-ceos-least-deserved-their-recent.aspx

" HHS Secretary Alex Azar, Remarks on Drug Pricing Blueprint, May 14, 2018,
hitps:/rwww. hhs. goviabout! lcadershmfsecrctarv;"speeuhesﬂo1 8-speeches/remarks-on-drue-pricing-blueprint.html.

* HHS Secretary Alex Azar, Remarks on Drug, Pricing Blueprint, May 14, 2018,
https-/fwrww hhs. uowaboub’lcadershmz’secretaryf‘pcecheqizo18 speechesfremarks. on-drug-pricing-blueprint.html.

STAT, “Trump Promised to Bring Pharma to Justice. His Speech Sent Drug Stocks Soaring,” May 11, 2018,
tps/Awvww.statnews. com/2018/05/1 1 /rump-drug-pricing-speech-stocks/,
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less expensive-drugs from other countries that obtain lower prices. Overall, analysts described
the plan as being “very, very positive to .-}_)'harmz_l.”42

You claimed that “stock analysts, who are really quite smart individuals generally, totally
missed the boat here” and urged them to “do a bit more reading and looking, hstemng and
understanding” in order to grasp how tough the plan was on the drug mclustry

'We. ask that you prov’-i.de answers to the following questions regarding the impact of the
Administration’s drug pricing plan on drug company profits and the compensation of
pharmaceutical company executives:

1. What do you believe stock analysts got wrong In their assessment of the
President’s drug pricing proposal? Did the administration expect stock prices.
1o decline following the President’s announcement on May 117

2. What impact do y.ou-anticipa_te the implementation of the President’s drug
pricing proposal will have on pharmaceutical company profiis? What
evidence did you rely on in making this assessment?

3. Do you think it’s fair that drug companies rake in such high profits given
much of the research underpinning their products-and new drug development
generally is Tunded by taxpayers?

4. Do you believe that drug company CEQ compensation is too high? What
policies is the Administration considering, if any, to lower CEQ pay at drug
companies?

PhRMA's Influence on the Drug Pricing Plan

We are also concerned about the pharmaceutical industry's influence on the drug
proposal. For months prior to releasing his proposal, President Trump had tough words for the
drug industry, and proniised to take on the PhlRMA and its lobbyists.

When discussing the blueprint, you and the President also promised that you would press
ahead with aggressive action te lower drug prices, even if the drug industry mobilized its
lobbying apparatus to oppose your efforts. The President stated that *“No industry spends more
money on lobbying than the pharmaceutical health products industry. Last year, these
companies. spent near]y $28{) million on lobbyists. That's more than tobacco, oil, and defense
contractors combined.’ ¥ You underscored the President’s point in your remarks a few days
later, stating “I"m sure that pharmaceutical manufacturers took note on Friday when the

2 New York Times, “Trump. Promises Lowei Drug Priges, but Drops Populist Sohutions,” May 11, 2018,
hitps: /www.nytimes.com/20 18705/ 1 Lius/politics/tramp-prescripticn-grags-plan.itml.

¥ politico, “Azar fo Drug Plan Critics: Bring on the Fight,” Dan Diamond, May 17, 2018,
hitps://www.politico.com/storv/20 [8/05/1 7 /alex-azar-driig-plan-lower-price-Critics-396966.

* Remarks by President Trumip on Lowering Drug Prices, May |1, 2018,
hitps: /A www. whiteliouse, covibriefings-statements/remarks-president-trump-lowering-drug-prices/.
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President pointed out that they are.one’ of the most aggressive industries when it comies to
lObby"[I’lg -.n-;.')

Despite this strong rhetoric, assessments of the drug pricing 4plan note that it “spar es™¥
the phatma industry and “won’t do much to change the statis quo.™ We-are concerned that one
reason why the plan isso friendly to the big drug manufacturers is the strong influence of
PhRMA and its former lobbyists and employees in the Trump Administration. Prior to joining
the Trump Administration, you were a top. executive at Eli Lilly for a decade. You now claim
that this experience gives you independence and insight into the industry.

But yvou are not the only former drug industry Tobbyist or executive in the Administration.
We are particularly concerned about the role of Joe Grogan, “who has sweeping authority over
drug pricing, entitlement programs and other aspects of federal health policy at-the Office of
Management and Budget,” and who worked as a lobbyist at Gilead Sciences. — the company
responsible. for jacking up prices on the hepatitis C drug Sovaldi — for-almost six years prior to
joining the A.dm_ini_s_tration.’" '

Politico reportud that Mr. Grogan "convened the first meeting on the administration’s
drug pricing policiés in mid-April 2017 with a half dozen senior Health and Human Services
officials, then led at least a dozen follow-up meetings through June to develop the plan, "9 and
that "in his position at OMB, Grogan would shape or have a say over efforts to lower the price
Medicare pays for drugs or to modify its prescription drug benefit. He'd also play some part in
FDA initiatives to increase competition among different classes of medicines,"™

In addition to Mr. Grogan, other industry lobbyisis or executives working closely on the
drug plan “include Dan Best, a former CV'S vice president who is now heading up drug pticing
etforts-at HHS and Lance Leggitt ... [the} deputy director of the White House Domiestic Policy
Council, who represented drug companies while overseeing health care lobbying at Baker
Donelson. John O'Brien, a staffer in [your] immediate office who is primarily-supporting HHS’
Medicare initiatives, worked for PARMA earlier in his career.”

‘We ask that you provide answers to the following questions on the development of the
Administration's drug plan.

B HHS Sécretary Alex Azar, Remarks on Drug Pricing Blueprint,” May 14, 2018,
hitps://www.hhs.gov/about/leadership/secretary/speeches/2018-speeches/remarks-on-drug-pricing-blueprint.itml.
" *®'Tiine, “President Trump’s Plan to. Lower Drug Prices.Spares Pharma Industry,” Matthew Perone and Jill
Colvin, May 12, 2018, http://time.¢om/5275] 68/tramp-plan-lower-drag-prices/,

i B]oomberg, “Trump’s *Sweeping’ Drug-Price Plan Comes Up Short,” Max Nisen, May 11, 2018,
httpsifwvw.blobmberg. cont/view/articles/201 8-05-1 1 Arump-drug-price-plan-cones-up-short.

*® Palitico, “Former Drug Industry Lobbyist Helps Steer Trutip Drug Plan,” May 27,2018,
https:/www.politico.com/story/20 1 8/05/27 rump-drug-plan-lobbyist-jde-grogan-602170.

* Politico, “Former Drug Tndustry Lobbyist Helps Steer Trump Drug Plan,” May 27,2018,
https r’!www politico.com/siory/2018/05/27 firump-diug:-plan-labbyist-iog-grogan-609 | 70

Y politico, “Former Drug Industry Lobbyist Helps Steer Trump Drug Plan,” May 27, 2018,
hittps//www.politico.com/story/20 1 8/05/27/trump-drug-plan-lobbyist-joe-grogan-6091 70, _

* politico, “Former Drug Industry Lobbyist Helps Steer Trump Drug Plan,” May 27, 2018,

‘https: A www.politico.com/story/20 18/05/27/trump-drug-plati-lobbyist-joe-groean-609170.
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1. Which individuals at HHS or elsewhere in the Administration were responsible for
developing and approving the final list of proposals included in the Administration’s drug
pricing plan?

2. Did Mr. Grogan play a role, and if so, what was this role? Similarly, what were the
specific roles and responsibilities of Mr. Best, Mr. Leggitt, and Mr. O'Brien? Did any
other administration staff that formerly worked for or lobbied for drug manufacturers
play a role in the development of the drug plan? If so, please describe their roles.

3. How many meetings have you and your staff held with drug manufacturers during the
development of the drug proposal? How many meetings have you had with organizations
representing seniors and other consumers?

4. What actions have you taken to prevent HHS staff from taking actions that may benefit
their former employers or companies that they lobbied for or represented before joining
the Administration?

Conclusion

During his campaign, President Trump made a series of bold promises about reducing drug
prices. But the drug pricing proposal released by the President last month broke those promises.
The plan —which reportedly was written or heavily influenced by former drug industry
employees or lobbyists who now work for the Administration —does not go far enough to help
Americans with high drug costs. In fact, changes proposed by the Administration could
significantly increase costs for many Medicare enrollees. The voluntary price reductions
promised by the President have been shown to be proven failures. And the plan does nothing to
reduce runaway drug company profits and drug company CEO pay.

We ask that you come to tomorrow’s HELP Committee hearing prepared to address our
questions and concerns with the Trump Administration's drug pricing plan. If you have any
questions about this letter, please contact Brian Cohen in the office of Senator Elizabeth Warren
or Beth Wikler in the office of Senator Tina Smith.

Sincerely,
7l c/g\«'/&

[‘#izabeth Warren Tina Smith
[hited States Senator United States Senator
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