
An Analysis of Prescription Drug Trends 
and Evaluation of Methods 
to Reduce Drug Expenditures 

Overview 

We're Bending the Trend 

For the first time in several years, AdvancePCS analysis shows the ongoing grovvth in drug 

expenditures beginning to slow - especially in certain market segments that utilize more 

aggressive and integrated cost management strategies. Our study of drug cost and usage 

trends - using claims data from 2001 - reveals that a sizable number of AdvancePCS clients 

are outperforming the current national trend, with some plan sponsors even experiencing 

negative growth rates. Vle have quantified how plan design and collaborative health improve­

ment approaches can contribute to lowering health care costs 'vvhile improving patient 

outcomes. Programs that encourage the prescribing, dispensing and utilization of lower-cost, 

therapeutically appropriate drugs are loweling the drug spend of health plan sponsors. 

AdvancePCS is seeing impressive results from plan sponsors that employ a mix of integrated 

health improvement strategies. In one study, AdvancePCS looked at 246 clients that utilized 

pharmacy benefit management tools that encourage formulary utilization and compliance. 

The analysis showed the dramatic effect of benefit plan deSigns that integrate AclvancePCS' 

Performance Drug List with three-tier copays, mail service, genelic incentive programs, 

managed drug limitations, prior authorization, drug utilization review and physician education. 

During 2001, these plans realized total savings of $1.62 billion, with per-member-per-month 

costs increasing only 4.5 percent - Significantly lower than the 17 percent national average 

reported recently by the National Institute for Health Care Management. 
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Plan sponsors 
employing 
integrated 

health 
improvement 
strategies are 

seeing 
impressive 
cost-saving 

results. 

In addition, these plans achieved major cost reductions in the leading therapeutic classes. 

Members under plans with a three-tier copay structure incurred annual prescliption costs 

that were, on average, 16 percent less in the cardiovascular class and 10 percent less in the 

psychotherapeutic class than seen in the population at large. The research proves that, 

when incentivized, members choose lower-cost, preferred drugs - reducing their own out­

of-pocket costs as well as payer expenses. 

What's Inside? 

This reports details notable drug trend findings for 2001. We discuss growth rates and 

dlivers, the role of plan management in controlling drug spend, trends in generics, as well 

as the impact of new drugs. In the final portion of this report, AdvancePCS shares an 

ovelView of health improvement and cost-saving strategies that are deliveling lower drug 

plan costs to our clients 'vvhile ensUling clinically appropriate patient care . 

The data used for this drug trend analysis come from a random sample of a large, statisti­

cally significant, eligibility-controlled subset of members from the AdvancePCS book of 

business. The sampling included insurance plans, self-insured employer groups, and man­

aged care organizations, all of which employed a valiety of plan design features and vary­

ing degrees of formulary management. For the analYSiS, self-insureds included third-pmiy 

administrators and Taft Hartley Trusts. Managed care organizations included Blue Cross 

and Blue Shield plans. 

Key Findings 

• 	 Growth rates in drug spend, although varied among plan sponsors, have slowed. The 

level of cost management incOlporated into plan design plays a Significant role in 

the resulting dmg spend rate, indicating that cost-management strategies are working. 

• 	 The average member copayment amount increased, although member share as a 

percentage of the overall cost remained stable. The degree of member cost-sharing 

vaJied between plan type in 2001, a result of differing plan deSigns and strategies. 

• 	 Genelic drug use is increasing, and the costs of genelic drugs are lising. However, 

these drugs still represent an excellent value. Prescriptions filled with generic drugs 

cost, on average, one-foUlih the price of prescliptions filled with brand drugs. 

• 	 Fewer new drugs were introduced in 2001, but they were more expensive than in 

the previous year, a t rend that is e;(pected to continue. New prescl;ption drugs 

remain a major driver of drug spend growth. 
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Growth Rates and Trends 

Growth Rates of Drug Expenditures Decline 

AdvancePCS clients have experienced a decrease in the overall rate of growth for prescrip­

tion drug expenses compared to earlier years. There are sevenu reasons for this slowing 

of drug expenditure growth from 2000 to 2001. Patents for several key branded products 

expired, causing them to lose market share to their genelic counterpmis. The U.S. Food 

and Drug Administration also approved fewer New Molecular Entities considered to be 

breakthrough therapies. Most notably, many plan sponsors employed increasingly aggres­

sive plan designs in order to control utilization and slow drug spending. 

The AclvancePCS study looked at drug spend by plan sponsor type and found that growth 

rates varied Significantly by client, based on plan design and level of cost management. For 

some clients, pmticularly insurers and managed care organizations, the lovver rate of drug 

spend growth was especially dramatic. One-third of AdvancePCS client groups had growth 

rates of less than 1.5 percent overall, about 15 percent had grO\'li:h rates of less than 10 per­

cent, and some plan sponsors even experienced negative grov'lth rates. In summmy, a signifi­

cant portion of our clients' drug spend increased less than the national average of 17 percent. 

Prescription Costs Outpace Utilization Growth 

Between 2000 and 2001, the increase in cost per prescription accounted for a larger pro­

pOltion of overall expenditure gro\'li:h than utilization, especially for younger enrollees. I 

The increase in cost per prescription has two components: changing drug "mL,\" and drug 

cost inflation. The cost of a 
Growth in Number of Prescriptions vs.lngredient Cost 

prescription increased 

approximately 10 percent 

for each age group. while 

the number of prescliptions 

per enrollee increased 

between 6 and 7 percent. 

This finding is in contrast 

to previous grov'lth trends, 

when the plice per day of 

Average # Prescriptions per Member therapy and utilization 

growth were equally re­

sponsible for the grO\'li:h in prescription dmg expenditures. The growth in prescription 

cost may now be outpacing the grov'lth in prescliptions per enrollee as a factor in the over­

all spending increase. 
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• Average Ingredient Cost per Rx 2001 

• % Change 2000-2001 

One-third of 
AdvancePCs 
client groups 
had drug cost 
trends less 
than 15%. 
Some plan 
sponsors even 
experienced 
negative 
growth rates. 

1 Pure inOation (the increase in price 
of thesame prescription from one 
year to the next) was 4.8 percent 
between 2000 and 2001 for all ages. 
The remaining percentage points in 
cost per day are attributed to the 
drug mix changing to more expen­
sive drugs 
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Plans with 
integrated 

health 
improvement 

strategies 
spent 16% 

less in the 
cardiovascular 
class and 10% 

less in the 
psycho­

therapeutic 
class than 

spent by all 
plans overall. 

Cardiovascular Class Leads Rise in 
Prescription Cost Growth 

The fastest growing therapeutic classes were similar to those in previous years. The cardio­

vascular therapeutic drug class was the Single largest contJibutor to the growth in spending 

from 2000 to 2001. In all, eight drug classes accounted for nearly GO percent of total 

expenditures in 2001 and two-thirds of total expenditure growth between 2000 and 2001. 

In some large therapeutic categories, such as antihistamines, the drug spend growth pri­

malily was due to an increasing number of prescliptions filled. Expenditure growth for 

hypoglycemic agents was due to more costly prescriptions. In the anti arthritics category, 

plans felt the influence of the blockbuster COX-2 medications (e.g.,Yioxx®, Celebrex<'"). 

There was an increase in overall cost per day of therapy for the therapeutic class, but com­

bined COX-2 and non-COX-2 drugs impacted overall cost growth less than it did in 1999­

2000. 

Several of the smaller drug classes that contlibute a smaller amount to total expenditures 

are growing Significantly and should be monitored for potential cost management. Classes 

to be watched include: antiasthmatic drugs (drug spend increased 40 percent per enrollee 

betv.;een 2000-2001 and represents 6 percent of total expenditure growth) , analgesics, 

immunosuppressants, blood products (e.g. , Procrit®), and central nervous system drugs 

(e.g., Alzheimer's agents , such as Exelon®). 

Major Therapeutic Classes Contributing to Greatest Cost Growth 

Growth drivers 

6.4% 

15.9% 9.2% 

5.9% 15.0% 

Gastrointestinal 2.8% 7.5% 

Antiasthmi;ltics 15.6% 

Analgesics 5.1% 12.6% 

Antiarthritics 4.7% 3.7% 
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The Role of Plan Management in 

Controlling Drug Spend 


Drug Cost Growth Differs by 
Type of Plan Sponsor 

AdvancePCS manages prescription drug benefits for several types of plan sponsors, includ­

ing self-insured employers, health insurance carriers, and managed care organizations. 

Each of these client groups experienced different drug spend growth rates, due primalily 

to the level of cost control and plan features used. 

Our study showed that self~insured employers experienced the highest prescription drug 

cost per insured person and the greatest growth in expenditures per person ben,veen 2000 

and 2001. The difference in drug spend hetween employer groups and the other tvv'O cate­

gories is due to plan design differences, which include multi-year coverage contracts (e.g., 

union contracts) and lower cost shming. Employers generally cover an older population 

with a higher utilization pattern and a potentially increased use of medication for chronic 

conditions. AdvancePCS believes that employers may see a decline in their spending growth 

rate in the next lew years if their flexibility to make plan changes increases, and if they 

adopt more cost-sharing 
Average Prescription Expenditures by Type of AdvancePCS Client 

and utilization manage­

ment techniques. 

The growth rates of utiliza­

tion and prescription costs 

for managed care organi­

zations demonstrates the 

powerful impact aggressive 

plan deSigns can make. 

Utilization increased near­

ly 7 percent for this group 

- higher than that of employers and insurers. Drug expenditures per member were not 

as high as the other two groups in cost per prescliption, however, which slowed the overall 

rate of spend . 

. Cost per prescription represents thesum of ingredient cost paid for all claims in thestudy. 

• Employers • Insurers Managed Care Organizations 

Plan sponsors 
experiencing 
lower rates of 
drug spend 
are those 
adopting cost 
sharing and 
utilization 
management 
techniques. 
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Tiered 
copays are 

an effective 
method 

ofcost 
sharing. 

Members Pay More Dollars, 
But Cost Share Remains Stable 

AdvancePCS analysis shows that the average copay for memhers in all three payer cate­

gories was higher in 2001 than in 2000. Increasing member copays is a new trend from 

past years, when employers 
Member Copayment Amounts 

and insurers absorbed the 

hike in health care costs. 

The average copay per 

prescription increased by 

$1.28, or approximately 

10 percent, in 2001. 

Due to increasing drug 

costs, however, memhers' 

share as a percentage of 

the overall cost remained 

stable at an average of 27 percent in 2000 and 2001. The propOltion of total expenditures 

borne by memhers differed considerably across client types and increased at different rates. 

Vlhile employer groups increased member share from 15.3 to 16.3 percent of total costs, 

managed care groups in­
Member Cost Share Percentage 

creased memher share 

mor,e suhstantially from 

27.2 to 30 percent. 

This copay increase may 

be the result of a general 

move to multi-tier henefit 

designs. 

Across the AdvancePCS 

population, the propOltion 

of plan sponsors with 

three-tier plans grew hom 12 percent in 1999 to 27 percent by the end of 2001. Because 

many of these groups made this move during 2001, the full effect of this effort has not yet 

been reflected in the data. 

. 2000 • 2001 

. 2000 • 2001 
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Trends in Generics 

Generics' Share of Prescriptions 
Steadily Gains Ground 

From 2000 to 200 I, generics increased their share as a proportion of all prescriptions dis­

pensed, despite the introduction of numerous brand drugs. The genelic dispensing rate 

increased slightly, and expenditures rose due to a higher cost per generic prescription dis­

pensed. This reflects a 
Increase in Generic Dispensing Rate and Cost 

change from recent years, 

when brand drugs increased 

as a proportion of all pre­

sCliptions dispensed. 

In addition, several major 

prescription drugs went off 

patent dming 2001, paving 

the way for generics to 

enter the market. For 
. 2001 

example. within six weeks 

of introducing fluoxetine (the generic form of Prozac) to the market, two-thirds of 

dispensed prescriptions were for fluoxetine. The impact of this market shift likely will be 

more apparent in next year's data. 

AdvancePCS expects a continued increase in the generic dispensing rate over the next 

year as several significant brand drugs lose patent protection, fewer blockbuster drugs are 

introduced, and clients increasingly adopt strategies to promote the utilization of generics. 

Generic and Brand Prices Continue to Rise 

The average price of both genelic and brand prescription drugs continued to increase 

during 2000 and 2001. The cost of genelic prescriptions l dispensed to AdvancePCS mem­

bers rose more rapidly than brand prescriptions, growing more than 21 percent in 2001 

while brands increased 10 percent. 

One reason for the increase in overall generic costs is that the ingredient cost of new 

genelic medications was more than twice the average cost of all generic drugs. The average 

ingredient cost for genelics introduced during the past two years is $34.37, compared to 

$16.8.5 for all genelic prescriptions. It is important to highlight that, on average, prescrip­

tions filled vvith generics are still about one-fourth the ingredient cost of prescriptions 

filled with brand drugs. 

Prescriptions 
filled with 
generics are 
still about 
one-fourth the 
ingredient 
cost of 
prescriptions 
filled with 
brand drugs. 

! Prices were evaluated only for 
those generic prescriptions that were 
dispensed to AdvancePCS members 
- not for every generic drug avail­
able. Price increases for these more­
common generics were greater than 
the average increase for all generic 

drugs. 
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Generics 
increased in 

cost an 
average of 

$3 per 
prescription 

in 2001, 
compared 

with a $6 

average 
increase per 

brand 
prescription. 

The 21..5 percent increase in generic costs reflects an increase in average price of only 

$3 .00, compared with a $6.00 increase in the average cost of brand prescriptions. This 

points to a grovving dollar Average Ingredient Costs 
spread hetween the price 

of a brand drug and the 

price of a generic drug. 

The significant price in­

crease in generic presclip­

tions in 2001 is due only in 

small part to generic drugs 

that were new in 2001; 

most of the increase in cost 
• % Change in Price per Rx from 2000 is due to price inflation, 

case mi.x changes, and other factors. Despite the increasing cost of gene rics, they still rep­

resent strong value and savings compared to brand dmgs. 

Generic Uptake a Factor in Prescription Cost 

Often, it takes time to achieve savings as the market shifts from using a branded product 

to its generic countelpart. Under ceItain circumstances, the manufacturer of a genelic 

drug may be granted 180 days of marketing exclusivity when the product is first launched. 

SaVings may be less during this period, but are likely to become much greate r when the 

exclusivity ends and other manuLlcturers enter the marketplace. For example, several months 

after the August 2001 market launch of flu oxetine (the generic version of Prozac@), the 

cost of generic prescriptions dispensed was still almost 90 percent of Prozac's cost. By Aplil 

2002, however, fluoxetine's cost had fallen to about one-eighth of the brand's cost hecause 

of additional generic competition. 
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The Impact of New Drugs 

Fewer Drugs Introduced, but New Products 
More ExpensiveThan Ever 

Prescription drugs nevv to the market are still a major dliver of drug spend increases. The 

propOltion of prescriptions for drugs approved within the previous three years], however, 

decreased from 14.4 pereent in 2000 to 12.6 percent in 2001. 'iVhile there are fewer 

prescriptions wlitten for new drugs as a propOltion of total preseriptions, the newcomers 

Prescriptions and Costs for New Drugs Decline 

. 2000 . 2001 

still are very expensive and 

contribute a significant 

amount to overall expendi­

tures. 

AdvaneePCS is addressing 

this issue through pro­

grams that focus on moni­

tOling new medications as 

they enter the market and 

modeling how these med­

ications could - under var­

ious plan design scenalios - best contribute to therapy. AdvancePCS develops budget-

impact models and plan-management strategies around products anticipated to have a 

medium to high impact on pharmaceutical expenditures (e.g. , Exanta® for the treatment 

of thromboembolism). 

It is, however, helpfi.l1 to keep in mind that not all drugs predicted by manufacturers to be 

"blockbusters" will have a major impact on overall client expenditures. For example, a new 

medication for migraine headaches would enter a market that currently has multiple ther­

apeutic alte rnatives. It is unlikely that the new medication would cause overall market 

growth . Instead, utilization would occur primarily as a result of marke t-share shift from 

other agents in the same therapeutic category. 
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AdvancePCS 
helps plan 
sponsors 
prepare for 
costly new 
drugs by 
providing 
budget 
modeling 
and plan 
management 
strategies. 

l For the year 2000, new medica­
tions were those that were approved 
in 1997. 1998,or 1999. Forthe year 
2001, new medications were those 
approved in 1998, 1999,or 2000. 
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Our 
Performance 

Drug List 
identifies 

pharmaceutical 
products that 

maximize 
clinical results 
and economic 

value. 

Strategies to Deliver Lowest Net Cost 

and Health Improvement 


AdvancePCS' Lowest-Net-Cost Strategy 

AdvancePCS' lowest-net-cost strategy has repeatedly proven effective in helping our clients 

to outperform industJy trend increases. This strategy incorporates our health improve­

ment philosophy that achieving lowest net cost enables health care dollars to go hllther. 

The strategy has delivered substantial savings to plan sponsors that have implemented 

innovative plan designs and clinical programs that work together to deliver measurable 

bottom-line results. The strategy takes into account the bct that, on average, 90 percent of 

the drug benefit cost pays for ingredient costs. Administrative and dispensing fees, and 

other relatively minor costs, account for the remaining 10 percent. Clearly, the best oppor­

tunity to reduce a plan sponsor's drug spend is to target ingredient costs. That is the foun­

dation of AdvancePCS' lowest-net-cost strategy. 

A central component of Advance PCS' approach to helping plan sponsors lower their 

ingredient costs is the Perform ance Drug List. A subset of the AdvancePCS Clinical 

Formuhuy, the Performance Drug List is a clinically approved and economically modeled 

list of cost-effective drugs in selected therapeutic categOlies that represent the majority 

of prescription costs for the average plan sponsor. 'Within the categories included, the 

Perfonnance Drug List helps the physician identify pharmaceutical products that mcLxi­

mize clinical results and economic value. The list is a component of AdvancePCS' voluntalY 

therapeutic intervention and cost-containment program that is deSigned to encourage 

physicians, pharmaCists and patients to use products on the Performance Drug List when­

ever clinically appropJiate. 

AdvancePCS has found that plans that are most effective in lowe ling ingredient costs in­

corporate formulary management and compliance programs, along 'vvith plan features such 

as generic incentive programs, managed drug limitations, prior au thOlization, and drug 

utilization review. Other major cost-saving components that AdvancePCS leverages for its 

clients - which go beyond affecting ingredient costs - include customized retail pharmacy 

networks that can prOvide 2 percent to 10 percent savings; prescliption mail service, which 

can provide 2 percent to 4 percent savings or more; manufacturer rebates; and wholesale 

drug discounts. Additional cost-containment strategies, such as speCialty pharmacy man­

agement and health improvement programs enable health plan sponsors to achieve lower 

overall costs across the health care spectrum. 
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Managing High-Cost, Biotech Drugs 

Another impOliant oppOliunity for health care savings lies within the growing industty of 

biotech drugs. To date, 75 biotech drugs have been approved for the marketplace In addi­

tion, there are currently 370 biotech drugs in development , and projections call for 800 

products to be in clinical development by 2005. 1 The total health care spend for this cate­

gOly of drug, estimated at $,5 billion to $10 billion annually, is expected to double in the 

next five years. 

AdvancePCS ' integrated specialty pharmacy program delivers savings on injectable drug 

costs of 10 percent to 20 percent, on average. In some cases, the savings are much greater, 

as a result of improved administrative efficiencies and our ability to separate specialty drug 

costs from medical plan expenses. 

Our spe(;ialty pharmacy program, SpecialtyRx, focuses on treating patients with high-cost 

chronic diseases, such as multiple sclerosis, rheumatoid arthritis , hemophilia, Caudler 

disei:l~e, cystic fibrosis , hepatitis C, growth hormone deHciency, and pulmonmy hypertension. 

vVith our integrated pharmacy care management, patient education and nurse-based 

compliance program, AdvancePCS is uniquely positioned to manage the cost and care of 

these patients. 

Encouraging Best Practices in Health Care 

vVith our strong clinical foundation that incorporates original research and development, 

Advan(;ePCS is uniquely able to offer health improvement capabilities that encourage the de­

ployment of best practices to improve the health of individuals while lowe ling overall costs. 

The AdvancePCS Clinical Consulting program is a key example of a health improvement 

program that supports the delivelY of high-quality and cost-efficient health care. Approx­

imately ISO licensed, full-time AdvancePCS pharmacists meet regularly vvith the top 

20,000 prescribing physicians across the country, providing valuable clinical and patient­

specifi(; information and resources that promote presclibing of the "right drug" the first 

time - especially Performance Drug List products, when clinically appropliate. 

A recent survey of approximately 200 physicians contacted by the Clinical Consulting 

program founel that 83 percent highly value the actionable information that clinical con­

sultants provide, enabling physicians to lower medical expenses for their patients . An inde­

pendent review of claims-based data in specific therapeutic categOlies demonstrated that, 

compared to their peers, phYSicians who were visited by Clinical Consultants in 2001 

altered their prescribing patterns to preferred drugs an average of 4 percent to 9 percent ­

thereby actively suppOliing AdvancePCS' lowest-net-cost strategy of prescribing cost­

effective, clinically appropliate drugs. 

Spring 2002 

Our specialty 
pharmacy 
program 
delivers 
savings of 
100/0 to 200/0 

or more on 
injectable 
drug costs. 

'I CIBC World Markets equity 
Research, March 5, 2002, p. 7. 
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AdvancePCS 
clients are 

outperforming 
national drug 
cost trends by 
implementing 

creative plan 
designs 

supported by 
our health 

improvement 
programs. 
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Looking Ahead 

As a recognized national leader in understanding and addressing the true costs of health 

care, AdvancePCS is developing innovative new ways to help plan sponsors improve mem­

ber health , while lowering overall health care costs. For instance, our scientifically based 

disease management programs are delivering measurable results in improving health care, 

patient knowledge, and self-care skills, while lowering costs associated with hospital 

admissions, emergency room visits, and outpatient care. 

Although the rate of annual drug trend increases is slovving, plan sponsors must remain 

diligent in their efforts to control costs while providing appropliate, accessible pharmaceu­

tical care. AdvancePCS has shown that plan sponsors can readily outperform national 

trend figures by adopting thoughtful, creative plan deSigns - complemented by health 

improvement programs - that are pmt of a focused and well-integrated strategy. 

• AdvancePCS 
Building Better Health 

800.223.7745 
www.AdvancePCS.com 
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